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You can spend $50,000 to develop
a second-class in-house research
capability on the China market.

Or ou can join the National

Council for U.S.-China Trade.

For much less.

The National Council’s Washington, D.C. library
houses the most complete collection of materials on
China’s trade and economy in the U.S. We have files
of over a quarter of a million clippings from U.S.
trade journals and Asian and European publications in
English and Chinese. At hand are statistics on China’s
foreign trade, compilations of U.S. and Chinese laws
and regulations, and several specialized Chinese
journals and export catalogs. And our library staff is
as close as your telephone.

The Council’s staff includes experts on all the nuts
and bolts of trade with the PRC, and in newsletters,
briefings, seminars, and various publications keeps
member firms informed of market trends and policy
changes. Our Beijing Office maintains daily contact
with Chinese corporations, commissions and ministries
and is uniquely capable of cutting through red tape and
getting authoritative answers to pressing business
questions.

Membership in the Council is a bargain compared to
the costs of doing it yourself. Clip the coupon and

send it in for more information about how the Council
can help you.

The National Council for
U.S.-China Trade

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

Please send me more information on the National
Council and its services.
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BAOSHAN PAYS ITS BILLS

Now that the furor over the so-called
“canceled contracts” has died down, it
has become clear that China met all of
its payment obligations for complete
plants last year. In fact, the consortium
responsible for the cold rolling mill at
the Baoshan Steel Plant received its
second payment on time in December,
1981 —after the project had been sus-
pended, but before the two sides had
agreed to alter the contract. Under the
amended agreement signed on March 1
by TECHIMPORT and the consortium
(led by Schloemann-Siemag of West
Germany and including Wean United
of Pitsburgh), the final delivery of the
equipment will be postponed for at
least three vears.

ARCO’s DRILLING PLANS

Atlantic Richfield’s offshore oil
agreement with the Ministry of Pe-
troleum, announced in June 1982, has
not yet led to actual exploration.
Although the agreement is believed to
have settled the major issues, including
the crude split, important details still
have to be worked out before an oper-
ating agreement is signed.

With bidding now under way, ARCO
is the bellweather 24 American com-
panies are watching as they attempt to
negotiate their own offshore explora-
tuon contracts with China.

ARCO hopes that its drill ships will
begin work in the South China Sea this
fall—right atter the typhoon season,
and still six months before any other
exploration company is expected to ar-
rive on the scene.

CHINA BUYS LANDSAT STATION

Even more significant than its $10

million price tag are the implications of

the recent Landsat ground station sale
to the Chinese Academy of Sciences.
The sale is the first sign that China in-
tends to adhere to the Understanding
on Cooperation in Space Technology
signed between NASA and China on
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January 31, 1979, China agreed to
purchase, “under suitable conditions.”
a US-designed and launched com-
munications satellite and a Landsal
ground station. Since that time,
Chinese overtures to foreign suppliers
have caused NASA serious concern.

The intense competition for the deal
pitted MacDonald Dittwiler of Canada
against Land Resources Management
Corp. of California, the ultimate win-
ner. The question now 1s whether the
sale will survive the export licensing
process.

FOREIGN AID SNAGS

Using foreign aid may be harder
than getting it. Thus far only $40 mil-
lion of the approximately $500 million
made the

available to China by

Japanese government’s Overseas Eco-

nomic Cooperation Fund has actually
been drawn down. The generous 30-
year loan at 3 percent mnterest was (o
finance six ifrastructure projects. At
least one of them, a hydroelectric dam,
has been suspended due in part to dis-
agreements over how to handle the dis-
placed farmers. Four other projects—
two coal ports and two rail lines—are
running considerably behind schedule.

Pilferage at one of the ports has im-
paired construction. One rail line re-
portedly is delayed because the
Chinese had dithculty deciding on a
route. OECF 1s reluctant to consider
financing other projects until these are
completed.

The World Bank's own China loan
program also has run into bureaucratic
obstacles. The $200 million education
loan approved by the bank’s board in
mid-1981 may be delayed unul June
1982, owing to disputes over the bid-
ding documents’ wording.

INVESTMENT FEVER

Large numbers have crept back into
the China trade. Not since the ambi-
tious 10-year plan was unveiled in 1978
(that Vice-Premier Li Xiannian said in
1978 would cost $600 billion) have such

large sums been dangled belore the
noses of Western firms. Fujian Prov-
ince is counting on $800 million in fore-
1gn investment to meet its 1981-85
capital construction plan, and Guangxi
recently went knocking on doors in
Hong Kong for $4 billion. In additon,
a major part of the estimated $220 bil-
China’s
400,000 enterprises during the current
decade will have to come from abroad,
one top PRC official recently an-
nounced.

lion needed to renovate

Many of these expenditures, howey-
er, are “investments outside the state
plan,” as the Chinese call them. This
means that limited tunds, if any. have
been earmarked in
budget to provide the labor and infra-
structure that in years past were

China's state

offered by the Chinese side. Not only is
Beijing not willing to fund these pro-
jects itself, but in many cases it has not
allowed local othcials to offer the favor-
able terms that could attract the large
sums needed.

FIRST SISTERS, NOW PARTNERS

Ohio and Hubei Province, arguably
the most entrepreneurial of “sisters,”
have added their first joint venture to
the fold. Cleveland’s Parker Hannifin
Corp. and the Hubei Automotive In-
dustrial Corp. have just incorporated
the Hubei Parker Seals Company, Ltd.,
a 49/51 joint venture that the Amer-
icans call “a direct result” of Ohio's
state-to-province protocol.

Before year’s end, the company
should be turning out its line of air,
water, and oil seals for automobiles,
trains, ships, and various types ol in-
dustrial machinery. Parker Hannifin is
supplying the design and initial equip-
ment for the Hubei factory, as well as
49 percent of the venture’s $990,000
capital. Current plans are to export 65
percent of output.

Barney Barnd, president of Parker
Hannifin's international division, says
the agreement fell into place on the
company’s third visit to Hubei. The
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Chinese were particularly interested in
the firm’s o-ring sealers, developed to
combat the leaking of hydraulic Auids,
a major problem affecting Chinese

machinery.

STREAMLINING THE
BUREAUCRACY

The drive to make government
organs “small but highly capable.” took
aspectacular turn on March 8 when the
Standing Committee of the Filth
National People’s Congress decided 1o
reduce China’s 98 ministries, commis-
stons, and agencies under the State
Council to only 52, The 10 most impor-
tant changes, already implemented or
planned:

1. The State Planning Commission
(in charge of long-range planning) will
be strengthened, as will the already
powertul State Economic Commission
(in charge of annual plans). The SEC
will take up the duties of the abolished
State Agricultural Commission, State
Capital Construction Commission,
State Energy Commission, and the
State Machine Building Industry Com-
mission.

2. A new Ministry of Foreign Trade
and Economic Relations has been
established under Chen Muhua. It con-
solidates the functions of the abolished
Ministry of Foreign Trade, Ministry of
Economic Relations with Foreign
Countries (China's foreign aid arm),
and the Import-Export Commission
(the tormer top planning agency in
charge of foreign economic relations).
3. The ministries of Water Conser-
vancy and Electric Power, split apart in
1979, are to be merged into the Minis-
try ol Water Conservancy and Electric
Power. This will bring all hydroelectric
and dam work under the authoriy of
Qian Zhengying.

4. The Ministry of Food will be
merged into an expanded Ministry of
Commerce, as will the All-China Fed-
eration of Supply and Marketing
Cooperatives.

5. A new State Council Standing
Committee consisting of the premier,
two vice-premiers, a secretary-general,
and an unspecified number of “state
councilors,” will be set up to coordinate
the remaining commissions and minis-
tries. T'he state councilors will have the
same rank as vice-premiers, and may
head commissions or ministries.

6. Thetotal staff of the State Council
and 1ts subordinate commissions and
ministries will be cut by one-third, from
49,000 to 32,000. The number of vice-
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premiers will be reduced from 13 10 2.
(Though neither has been named vet,
one designate is apt to be Planning
Commission Chairman Yao Yilin.) The
number of ministers and vice-ministers
will be cut from 117 10 27, This will
lower the average age of each ofhcial
from 64 1o 57. In order to make leaders
“vounger, better educated, and profes-
sionally more competent,” a manda-
tory retirement age ol 65 has been set
for ministers, and an age limit of 60 for
vice-ministers and department direc-
Lors.

7. Major personnel changes in
ministries are taking place: Chemical
Industry Minister Sun Jingwen is being
replaced by Vice-Minister Qin Zhong-
da in a move that is probably related 1o
the disastrous chemical plant import
program ol the late 1970s. Commerce
Minister Wang Lei, who had earlier
been accused ol using his power to
obtain personal privileges, has been re-
lieved of his duties. And all vice-
ministers in the coal and textle minis-
tries have been replaced.

8. A new state commission headed
by Premier Zhao will be created to im-
plement these and other reforms.

9. China's provinces will be required
to carry out similar organizational re-
forms sometime next year, Altogether,

it 1s rumored that 200,000 out of

600,000 government officials at all
levels might lose their jobs, although
not necessarily their pay or perquisites,

10. There are hints that a number of
new mergers have yet to be carried out.
The areas ripe for consolidation in-
clude cultural affairs (currently hand-
led by two ministries, one of them just
established last year), machine building
(handled by eight ministries and sever-
al bureaus). and agriculture (now
handled by three minisiries).

NEW BANK CREATED

The People’s Bank of China will be-
come a central bank, and turn its com-
mercial banking functions over o a
new Industrial and Commercial Bank,
a top Bank of China ofhcial recently
told the National Council. The new
bank will operate independently of all
pre-existing hnancial imstitutions, such
as the Construction Bank, Agricultural
Bank. and the new China Investment
Bank, established last December. Signi-
ficantly, this is the only change that will
take place in the banking sector result-
img from the economic shakeup now
being implemented in China, the of-
ficial said.
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TRADEMARK
REGISTRATION

IN THE PRC

newly revised and updated publication, Trade-
mark Registration in the PRC, is now avail-
able from the National Council for US-China Trade.
The 1981 edition is a practical guide to all the proce-
dures, fees, and documents required for filing, authen-
ticating, renewing, changing, reassigning, and cancel-
ling marks in China.
The publication features a special section of answers
to the most frequently asked questions about trademark

e What words are prohibited in a trademark regis-
tered in China?

¢ How long does it take to process a trademark
application in the PRC?

Trademark Registration in the PRC includes
copies of all application forms for registration,
power of attorney, renewal, assignment, and alteration.
These can be used for actual applications.

registration in China: The book also features the complete list of 78 classes
of goods in China; all of China's trademark requlations
and implementation rules; and actual correspondence
with the CCPIT's Trademark Registration Agency,
through May 4, 1981. Updates will be included with
every copy.

This how-to book should be on the shelf of every
company's legal department and of every lawyer deal-
ing with technology transfer to the People’s Republic of
China.

Send $75 ($40 for Council members) to the National
Council for US-China Trade, Department T, 1050 17th
Street NW, Suite 350, Washington DC 20036.

e Can more than one trademark application be
filed by a single party using only one power of
attorney?

Are trademarks renewable in the PRC?

What is the procedure for application and/or
registration of a trademark in China?

Can fees be paid in US currency?

Is it necessary to prove use of a foreign trade-
mark in China?

The China Business Review Index 1974-1979
and Microfiche

# Research the economy and trade of the People’s Republic

of China effectively, comprehensively, from a single source.

® This one-volume index and microfiche package traces China’s

major economic, industrial, and trade developments over the past

decade, and puts that information at your fingertips. Included are

33,000 entries, with 800 main subject headings, more than 500 compa-

nies and organizations, and 140 countries and regions doing business
with the PRC.

® The 24x diazo microfiche set provides 2,500 pages of The China
Business Review, plus its two supplements, Sales to China and Negotia-
tions for Sales, 1978, and China World Survey, 1979.

® The index can help you identify specific sales opportunities
and market trends in the China field; investigate various types of
business deals—such as joint ventures and compensation trade; re-
view financial, legal, and scientific developments; and much more.

Yes, 1 would like to order:
__ copies of The China Business Review Index 1974-1979 and Microfiche, at $160.00 per
package
___ copies of The China Business Review Index 1974-1979 only, at $150.00 each
copies of The China Business Review Microfiche only, at $90.00 cach

Check enclosed [ Please hill me O
Name: Company:
Address:
Return to: The National Council for US-China Trade
Publications Sales (T) 1050 17th Street, NW
Suite 350 Washington, DC 20036
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““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. ChinaTrans, a U.S.- China
trade translation and publication service, can help
you get your message across clearly and accurately —
in 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 people, and how to
communicate with them effectively.

In addition to providing translation, typesetting, and
publishing services, ChinaTrans’ expert staff can
help you develop professional marketing approaches.
ChinaTrans will help you take the right steps at the
right time.

For more information about ChinaTrans
and our wide range of specialized
marketing support services, call

John Phipps at (202) 296-3244.

%}l"‘b\g‘\ A U.S. - China Trade Translation & Publication Service CH | NAT RANS

TRANS A i AR 1735 K STREET N.W. SUITE 210 - WASHINGTON, D.C. 20006
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China’s offshore drilling rig
Nanhai No. 1, under charter
to JFP Well Services.



ising excitement is now cen-

tered on the development of

China’s offshore oil resources.
Within a single week in February, Bei-
jing announced the long-awaited
Offshore Petroleum Regulations, in-
vited bids on 100,000 square kilo-
meters of the shelf, announced the
formation of the China National
Offshore Oil Corporation, and issued
detailed regulations implementing the
Foreign Enterprise Income Tax Law.
Interest is focused on the South China
Sea, where US exploration companies
carried out seismic surveys during
1979 and 1980 at an estimated cost of
$200 million—free to the Chinese—
and thereby won the right to bid in the
first round. The companies guard the
evaluations of their seismic data very
closely, but concurin the judgment that
the shelf may contain substantial com-
mercial petroleum resources.

Interms of the commercial prospects
for American business, the exploration
contracts themselves are only the tip of
the pyramid. Each of the successful ex-
ploration companies, or operators, re-
quires a vast array of support activities,
including contract drilling, transporta-
tion and communication networks,
specialized services (such as well log-
ging, engineering, mud and cement
services, and testing), and equipment
supply lines that inevitably reach all the
way back to Houston.

Support activities for offshore ex-
ploration and development represent
an equally enticing prospect for the
Chinese. Following the advice of Nor-
way's Statoil, the principal foreign con-
sultant to China’s Ministry of Pet-
roleum, Beijing is seeking to monopo-
lize the spin-off value of offshore activi-
ties. The Chinese are asserting this con-
trol by requiring preferential use of
Chinese supplies and equipment in the
model contract, and by creating the in-
frastructure to ensure that such re-
quirements can be met. Chinese efforts
in this regard include: establishing sup-
port bases along the coast of Guang-
dong Province; setting up new offshore
service corporations: giving preferen-
tial treatment to Chinese suppliers
through the enforcement of maritime,
communications, and customs regula-
tions; and pushing US companies to-
ward cooperative training and technol-
ogy transfer programs.

Mitigating the competition between
US and Chinese suppliers will be the
need to cooperate in laying down sup-
ply lines quickly so that US exploration
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companies can begin drilling in 1983,
(Atlantic Richfield may begin this vear.)

China is also under pressure to sup-
plement its onshore oil output, which
has been at a plateau for three years. In
the coming vear, Beijing will have to
make every effort to facilitate normal
support activities for a fleet of at least
10-20 mobile drilling rigs. In view of
the time pressure, the requirements
are staggering, and the premium on
cooperation from both sides is very
high.

Actual oil production
may be a long way off, but
oil supply and service com-
panies look forward to
business opportunities as
the exploration of China’s
continental shelf begins
over the next few years.
The only major worry is the
preference clause in Chi-
na’s February petroleum
law, which requires oil
companies to “give prefer-
ence to procuring and us-
ing equipment and mate-
rials manufactured and
supplied by the PRC, pro-
vided that these are com-
petitive.”

The Best Locations

The principal consideration in
selecting a supply base is its proximity
to the sedimentary basins to be ex-
plored. Basin location determines rig
location, and rigs in turn require con-
venient land-based helicopter service.
China's small fleet of Bell 212 helicop-
ters can each carry 10 passengers and a
pilot within a radius of 200 kilometers,
or 8 passengers and an extra 40-gallon
fuel tank as far as 400 kilometers.

Assuming refueling or topping capa-
bilities on the rigs, helicopter services
could be provided within a 400-
kilometer radius of three principal

offshore supply bases, which would
cover most of the continental shelf to be
explored. But this alternative would
double both the per-passenger kilo-
meter cost ol personnel transportation
and the time spent getting back and
forth. It is more likely that the explora-
tuon companies will push for satellite
bases within 200 kilometers of each
theater of operation.

To date, only Zhanjiang has been
ofhicially designated a South Sea base.
But Chinese petroleum othcials and
Guangdong provincial authorities have
given strong indications that major
bases will be established in Nantou or
Shekou, just across the Hong Kong
border, and in Shantou (Swatow), at
the extreme eastern end of the South
China Sea portion of the continental
shelf. In addition, Sanva (Yaxian) at the
southern tip of Hainan Island will like-
ly be designated a satellite base for op-
erations in Atlantic Richfield’s contract

area south of Hainan.

Zhanjiang was chosen as the first base
because of its excellent harbor, the ex-
isting sea and rail links, the availability
of an ancient colonial housing com-
pound for expatriates, and for its prox-
imity to the Total Chine contract area
(see map). Total spudded its first well
just west of the Leizhou Peninsula in
January 1981, at a point about 110 kilo-
meters from the airstrip at Zhanjiang.
Total is leasing two Chinese-owned
jackup rigs (Nanhai 111 and IV), ser-
viced by air and sea from Zhanjiang.

Conditions at the Zhanjiang base are
typical of those likely to be encountered
at the new supply bases. It consists of a
300-meter whart, a Control Data com-
puter center for well-logging data
analysis, a small fleet of workboats and
other vessels, a pipe and casing yard,
and the housing compound. The wharf
and computer center are located on the
eastern side of a large estuary, and the
housing compound is on the western
side, which means that bus and ferry
connections are required between the
living quarters and the main work
areas. An outlying airstrip is used for
hixed-wing Hights via CAAC to Guang-
zhou and Haikou (Hainan), as well as
the helicopter base for the Total opera-
tion. Boeing recently flew a 737 into
Zhanjiang on a demonstration fight,
and CAAC now reportedly wants to
purchase three 737s for the Zhanjiang
routes.

The whart at Zhanjiang lacks ware-
houses and heavy lifting equipment.
(There is a warehouse at a separate

9



location, but not at dockside.) A base of
this type would normally have at least
two warehouses, fuel tanks for bunk-
ers, several workshops, a power plant,
othce space, a canteen, and three or
four truck-mounted cranes. None of
these facilities have been installed,
although there is a vast open area
directly behind the whart that is
evidently intended for the construction
of additional facilities. Mud, chemicals,
and cement are stored in bags on pal-
lets, and are covered only by plastic or
canvas. There are no bulk tanks or
blowers for the dry storage of mud and
cement. In short, the wharf areais only
about half completed.

On the other hand, the foating

equipment at the Zhanjiang base is
more than sufhcient to meet current
needs, and is ample tor the hirst three
or four rigs. There are eight supply
boats, water and oil tankers, three
8,000-hp workboats with tail rollers for
anchor handling, two 6,000-hp work-
boats, three 3,800-hp workboats, as
well as a very heavy floating crane and
pile driver, a modern seismic vessel,
and a new coring vessel with 200-meter
water depth and 2,000-meter drill
depth capability. Every vessel in this
fleet was imported and is owned by the
South Sea Branch of the China Nation-
al Oil and Gas Exploration and De-
velopment Corporation, which oper-
ates the base.

A

China National Offshore Oil
Corporation (CNOOC)

Operators or contractors
(exploration companies)

Principal subcontractors
(drilling companies, equipment companies, etc.)

Specialized subcontractors
(Transportation, engineering, downhole services,

Suppliers and manufacturers
(chemicals, drilling gear, testing equipment, labor, etc.)

etc.)

10

The service Heet, worth at least $50
million, is currently idle, with the ex-
ception of two 3,800-hp workboats that
service Nanhai 111 for Total. The crew
members are all Chinese.

The drill pipe and casing vard is as
impressive as the service Heet. Located
25 kilometers from the whart, it has
suflicient drill pipe for eight rigs, as
well as an extensive stock of casing of
various diameters, and a supply of ris-
ers of standard dimension. The vard
has a workshop with drill pipe inspec-
tion gear, and machine tools 1o recut
drill collar connections. Facilities are
underutilized, but that problem could
vanish as the number of rigs increases
in 1983,

Valsvig’s Pyramid
Contractual Relations

in Offshore Exploration
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China's planners are aware ol the
need to upgrade support and logistical
facihties before large-scale exploraton
acuvities begin next vear. A nine-
member Offshore Supply Base Investi-
gation Group led by Zhang Zhenguo
(vice-president of the Petroleum Insti-
tute of Planning and Engineering) vis-
ited Houston in December. Hosted by
the National Council and such industry
giants as Dresser, NL Industries,
Brown and Root, and Baker Tools, the
delegation spent a week at the supply
base at Morgan City, Louisiana, and
examined the entire logistical network,
from equipment manufacture to the
operation ol a jackup rig and a produc-
tion platform in the Gulf of Mexico.
The delegation learned much about
the sophisticated
needed to keep rigs operating ethaent-
ly, and expressed particular interest in

infrastructure

the “wareship”™ concept of Hoating
supply base technology.

[t must be stressed, however, that the
difference between the support re-
quired for one or two rigs, and that
needed for a rapidly expanding
offshore drilling operation is more
than a matter of scale. Communication,
transportation, storage, labor, housing,
and other basic requirements increase
exponentially as new rigs are added.
The variety and sophistication of
equipment needs and specialized tech-
nical services will also muluply rapidly
as the giant American operators move
onto their contract areas next year.

There is simply no way that China
can develop the services required with-
in such a short tme frame. Although
there are established facilities at Zhan-
Jlang, the supply bases at Nantou,
Shantou, and Sanva are entirely unde-
veloped. The sections that follow ex-
amine the company requirements for
ethaent supply and support services,
and what must be done 1o meet those
requirements in the short months
ahead.

Capital Requirements

In projecting capital requirements
for offshore oil and gas projects, care-
ful distinctions must be drawn between
the exploration phase, the develop-
ment phase, and the production phase.
William Lear, vice-president of First
National Bank of Chicago, recently
placed the total capital requirement for
the exploration and development of
the South China Sea on the order of
$20 billion by the early 1990s. A similar
higure has been suggested by other
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sources and is supported by experience
in the North Sea, where each million
barrels per day of production capacity
has entailed a capital expenditure of
roughly $10 billion (in 1980 dollars).
Assuming a resource endowment com-
parable to thatin the Gulf of Campeche
in Mexico and a production plateau of
2 million barrels per day, the $20 bil-
lion total capital requirement is a
reasonable estimate for the South Chi-
na Sea.

Exploration costs vary enormously
depending on water depth, drilling
depth, and rock conditions. Day rates
for offshore drilling rigs range from
$40,000 o $85,000, according to the
type of rig. At $15-830 million per rig-
vear, a Heet of 20 rigs in operation by
1985 would cost roughly half a bilhon
dollars per year, not including equip-
ment, services, logistics, or manage-
ment costs. A total figure for explora-
tion costs of $1-83 billion between
1983 and 1985 is, therefore, on the
conservative side. It should be kept in
mind that this exploration-risk capital
will be shared by at least 10 1o 20 com-
panies, and will not be hinanced by bank
loans.

The capital requirements for shore-
based acuvities pale in comparison to
these very large exploration risks. Us-
ing the cost of facilities in Norway as a
standard of comparison, a fully
equipped supply base with a single
wharl (similar to Zhanjiang) might en-
tail the following capital costs:

p 550 million for a whart, ware-
houses, storage tanks, and cranes,

p $100 million for a service Heet for
7—-10 rigs, including workboats, seismic
ships, a coring vessel, and rig tenders,

P S10 million for a data processing
center,

p S5 million for an othce complex,

p $10 million for expatriate housing
and medical facilities,

p $10 million for a communications
network,

P $10 million for local shipping, rail,
and road connections, and

p $20 million for hxed-wing air-
craft, helicopters, and airport mod-
ernization.

These are rough hgures, but they
indicate that each major supply base
will require $200-8250 million in new
capital investments. Satellite bases
would require somewhat less. Il one
includes some upgrading of the broad-
er communication and transportation
network (such as building the Hong
Kong—Guangzhou highway), shore-

based invesuments for the exploration
phase alone could reach $1 billion by
1990.

The supply bases may be tied into the
structure ol Guangdong's special eco-
nomic zones in a way that attracts an
influx of foreign capital. The proposed
Nantou supply base is just north of
Shenzhen, an established special eco-
nomic zone that has attracted more
than $400 million of foreign invest-
ment in manufacturing and other ven-
tures (see page 38). There is also a
special economic zone in Shantou,
another proposed supply base in cast-
ern Guangdong, and the idea was
foated as early as August 1979 to desig-
nate the entire area ol Haimnan lsland,
where the proposed Sanya base is lo-
cated, as a special economic zone.

I'here are obvious advantages in
having special economic zones in close
proximity to supply bases. The 15
percent tax rate alone would make the
zones attractive, and recent regulations
also established favorable customs,
travel, and labor conditions. Even if
Guangdong decides to exclude the
supply bases from the zones, inorder to
garner higher taxes on petroleum-
related investments, the zones will
facilitate the flow of capual o the
supply bases, and conversely, the sup-
ply bases will provide a lucrative mar-
ket for zone enterprises.

Organizational Requirements

Integrating Chinese and American
corporate styles presents a serious
obstacle to the rapid deployment of
supportservices. US-based subcontrac-
tors and equipment suppliers fear en-
tanglement with the Chinese govern-
ment bureaucracy, and the exploration
companies are skeptical that Chinese
supply and service corporations can
meet delivery commitments. Modern
oftshore drilling operations run on a
tight 24-hour schedule imposed by
high rig rates. Chronic delays caused by
organizational constraints would jack
up exploration costs.

The newly issued offshore pe-
troleum regulations, as well as the basic
Petroleum Law and the model con-
tract, call for “priority of contract”™ for
Chinese petroleum equipment and ser-
vice suppliers whenever the Chinese
supplier offers competitive terms. This
broad provision applies to intangibles
such as insurance, as well as 1o all
phases of petroleum operations. The
Chinese will enforce this preference
clause using several devices:



P exploration contracts will be com-
bined with operational agreements tor
each successtul bidder, forcing the bid-
ding companies to use Chinese rigs,
services, and supplies:

P separate third-party agreements
may be sought with each foreign sub-
contractor as a condition of operation;

P (oreign equipment and chemicals
may be denied customs clearance if the
Chinese feel they possess or could de-
velop adequate supplies ol these mate-
rials.

Preference clauses are not uncoms-
mon in international practice and were
included in Norwegian exploration
contracts for North Sea development.
But integrating the operational agree-
ment and the basic exploration con-
tract is unusual. In insisting on prefer-
ence inspecific cases, frequent disputes
with the exploration companies might
ensue, which would slow the pace of
exploration.

The preference clause also greatly
complicates the relationship between
the exploration companies and their
customary suppliers and subcontrac-
tors. Since the operational agreement is
integrated with the basic exploration
contracts, It)l‘vign subcontractors may
be forced to use Chinese equipment,
services, labor, and insurance for part
or all of their operations in the China
theater. When some subcontractors
scramble 1o get into the South China
Sea next vear, they may subsequently
find themselves pushed aside by
Chinese supply and service corpora-
tions as the corporations grow and

Zhanjiang port on the Leizhou Peninsula.
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profit under the preference clause,

It is stull unclean
might be imposed on suppliers and
subcontractors if they negotiate direct-
ly with the China Natonal Otfshore Oil
Corporation and its subsidiaries. Many

what conditions

companies are particularly apprehen-
sive about joint venture contracts with
their Chinese counterparts, owing to
the management headaches many joint
ventures have experienced.
Fortunately, the offshore petroleum
regulations do not specily a rigid joint
venture framework for suppliers or
subcontractors, and seem to leave room
for wholly owned company subsidiaries
working alongside Chinese companies.
In February, Beijing announced the
establishment of the China National
Offshore Oil Corporation (CNOOC),

which is “in Tull charge of the work ol

exploiting offshore petroleum re-
sources in the PRC,” according to Arti-
cle 5 of China's February 10 oftshore
petroleum regulations. The CNOOC
will presumably absorh the South Chi-
na Sea Branch, the Oftshore Depart-
ment of the China National Oiland Gas
Exploration and Development Cor-
poration, and other entities that have
competed in the past for control of the
olfshore projects.

The CNOOC will also control a clus-
ter of its own subsidiaries that will pro-
vide supplies and services under the
preference clause. More spec 1alized
companies will probably be announced

in the future, but the preliminary list of

companies and their services includes
the following:
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p China Ocean Engineering and
Service Corporation (rig towing, ser-
vice boats, diving, and platform con-
struction),

p China Shipbuilding Industry Cor-
poration (rig construction and repair),

p China Offshore Petroleum Design
and Engineering Corporation (en-
gineering and design of production
systems), and

p Offshore O1il Aviation Service
Corporation (]lt'li('nplvr services).

In addition to these subsidiaries,
coastal shipping will be monopolized by
the existing China Ocean Shipping
Corporation (COSCO). Insurance for
pollution, blowouts, weather damage,
and boat charter will be provided by the
People’s Insurance Company ol China,
a subsidiary of the People’s Bank of
China.

Since Guangdong Province spans the
entire South China Sea theater ol op-
erations, including Hainan Island, pro-
vincial authorities will undoubtedly ex-
ert their influence over all coastal op-
erations. If history is any guide, this
power will be guarded jealously and
exercised independently of the Minis-
try of Petroleum and other central au-
thorities. The province controls the
special economic zones directly, and
will have a say over customs and inspec-
tion, air transport and communication,
coastal shipping, construction licenses,
labor contracts, and other tems. City
governments will certainly get into the
act, as well, and the Chinese Navy will
ensure that no matters ol potential
national security significance are over-
looked (such as civilian landing rights
at Sanvya, where a naval base is located).

The Petroleum Regulations

China’s February Offshore Petro-
leum Regulations clearly contemplate
production sharing contracts, though
the specific system ol remuneration is
not mentioned. In general, production
sharing contracts operate in the
fashion the name implies

production
is shared between the producing coun-
try and the oil company. Most produc-
tion sharing contracts allocate a set per-
centage ol oil produced (suchas 15 per-
cent) to pay for operations. Next, if any
royalties are due, they would be paid.
Of the remaining available amount, a
certain percentage (perhaps 20-30
percent) is paid to reimburse explora-
tion costs, generally on a schedule that
provides for complete repayment (with
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interest) ol exploration costs within a
reasonable period, such as five years.
The remaining production is shared
between the producing country and
the company. Typically the company
share may vary from more than 40 per-
cent to less than 15 percent. Income
taxes, of course, must be paid by the
companies on the income earned from
the receipt of their share.

The regulations” most important
provisions are the explicit promises
that the Chinese government will pro-
tect investments made by foreign en-
terprises exploiting offshore pet-
roleum resources and that prohits may
be repatriated. These provisions,
essential for encouraging foreign par-
ticipation, are written in a straightfor-
ward manner without the qualifications
and equivocations that make US com-
panies (and their lawyers) nervous.
Subcontractors will be reassured by a
number of provisions. For example,
while assets utilized by the foreign oil
companies in offshore exploration and
production become the property of
CNOOC (after the toreign contractor
has fully recovered its investment for
those assets), rental equipment pro-
vided by any third party is excluded.
Thus, the regulations remove any un-
certainty that a drilling contractor
might have concerning the ultimate
fate of its drillship.

Some of the provisions are applicable
to both oil companies and service com-
panies (referred to as subcontractors in
the regulations). Such provisions cover
the payment of all taxes, including per-
sonal income taxes for emplovees; the
establishment of “subsidiary or branch
or representative ofhces™ in the PRC;
preference for PRC equipment, mate-
rials, and services: and compliance with
environmental and safety require-
ments.

Article 12 1s bound 1o worry some
subcontractors, inasmuch as it requires
foreign oil companies to train Chinese
personnel. Though the provision does
not mention subcontractors, the same
stipulation could be applied to them in
the negotiations. The cost of training
Chinese personnel, especially if the
training takes place in the US, could
prevent smaller companies from doing
business in China. With regard to “on
the job training,” a service company—
whose reputation depends on the qual-
ity of its employees—can be faced with
a serious dilemma if it must accept a
Chinese technician who is not up to the
company’s standards.
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Regarding income taxes, China’s De-
cember 16, 1981 law imposes a gradu-
ated tax that reaches a top level of 40
percent, with a local surcharge of an
additional 10 percent.

The most important tax issue for US
companies is not tax rate, but whether
income taxes paid in China can be cred-
ited by such companies against US
taxes. If the Chinese tax cannot be
credited under the Internal Revenue
Service rules, the US companies would
only be able to take a deduction rather
than a credit for Chinese taxes paid, a
fact that would surely cause many US
companies to become disinterested in
the China theater.

The question of whether China's tax
will quality for foreign tax credit prob-
ably will be determined by the IRS this
spring, once it has had a chance to
study China's corporate income tax law
and the recently issued regulations.
Under IRS criteria, a foreign tax must
truly be an “income tax.” Foreign ex-
cise taxes, gross receipts taxes, privilege
taxes, severance taxes, and taxes on
units of production generally do not
qualify as income taxes. In order to
qualify as an income tax, the foreign
tax must be based on net income—gross
receipts less expenses and capital ex-
penditures attributable under reason-
able principles to such gross receipts.

Fortunately in the Chinese case, the
tax is applied o all foreign operations,
not just to petroleum companies, and is
not a disguised rovalty (a payment
made in exchange for an economic
benefit). These are the most common
problem areas that have caused the IRS
to deny creditability.

In addition, the regulations resolve a
number of questions about the types of
deductions that would be allowed in
computing net income. Given the
amount of care the Chinese have taken
to structure their corporate income tax
to meet US creditability requirements,
its tax regulations will undoubtedly
meet US l‘equirc!nems.

Another tax relevant to support
companies is the Industrial and Com-
mercial Consolidated Tax, which
accounts for over three-fourths of Chi-
na's total tax revenue. This tax is im-
posed in addition to the corporate in-
come tax, and would not be creditable
against US Income taxes.

The Industrial and Commercial
Consolidated Tax is levied at each stage
of a commodity’s production and dis-
tribution unul i1t reaches the final con-

sumer. Unlike the value-added taxes
charged in many European countries,
no credit is given for the taxes paid at
each stage. The tax is applicable to all
transactions relating to industrial and
agricultural production, retail sales,
and services, including transport and
communications. The tax also applies
to imports and exports. For US service
companies that fall into the classifica-
tion of “service trades,” a tax rate of 3
percent of gross receipts is charged.
Localities may impose up to a one per-
cent surtax. In addition to the possibil-
ity thatits own activities might subject it
to this tax, foreign businesses should
remember that the tax may attect the
strategies and decisions of their
Chinese partners.

Other relevant taxes include the
vehicle and ship license tax, and the
Individual Income Tax Law. The latter
applies to foreigners who reside either
temporarily or permanently in China,
and has progressive rates ranging from
5 to 45 percent, with fixed deductions
for living expenses.

Labor

Labor contracts will have to be han-
dled carefully by US companies. One
issue that has been a thorn in the side of
companies involved in joint ventures—
the inability to fire Chinese workers—
apparently has been resolved by prom-
ises that companies engaged in
offshore work will be able to get rid of
unproductive or incompetent workers,
Another issue is the shortage of skilled
laborers, particularly if the Chinese in-
siston putting their own people in posi-
nons above the level of roughnecks,
roustabouts, and general utlity labor-
ers.

One hnal note of caution on the issue
of labor. Chinese laborers on rigs will
be paid $2 per day (although the
Chinese government may charge the
US company more than $100 per day
per laborer). As a point of comparison,
the local labor cost for a roughneck in
Singapore for the traditional 12-hour
workday is more than $18 per day, and
in the Philippines more than $35 per
day, with the laborer retaining a con-
siderably higher percentage of the
amount paid 1o the labor contractor
than in the Chinese case. The US pay
scale is more than $100 per day for
roughnecks. These huge disparities be-
tween Chinese wages and those of
other laborers could lead to tension
and morale problems for US com-
panies.
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Rig and Drilling Contracts

Many argue that given the Chinese
rig Heet, an ambitious program of new
rig construction under way at Chinese
shipyards, and the preference clause,
there will be little room for foreign rigs
in Chinese waters. Due to severe con-
straints on Chinese offshore drilling
capabilities, however, at least halt of the
rigs required for offshore operations
may be foreign owned and operated.

The most fundamental considera-
tion affecting rig requirements in the
South China Sea is the subsea topogra-
phy of the continental shelt. In contrast
to the shallow waters of the Bohai and
the East China Sea, the South China
Sea portion of the shelf slopes off more
steeply, especially in the areas to the
south and east of Hainan Island.

The active Chinese rig fleet includes
10 jackups (8 of which are imported)
and one imported semisubmersible.
There are currently 5 additional jack-
ups and one semisubmersible under
construction in Chinese shipyards. Chi-
na's imported jackups have a max-
imum water-depth capability of 75-90
meters, depending on the rig. The
three Nanhai jackups can theoretically
operate in 85-90 meters of water (50
fathoms), although in soft bottom con-
ditions, standard jackups lose 15+20
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meters of water-depth capability. A
Chinese 7-well program (Zhu Nos. 1-7)
oftshore the Pearl River Delta was con-
ducted at the maximum water-depth
capability of the Nanhai rigs in 40-50
fathoms.

Roughly half of the surface area of
the South China Sea shelf lies beyond
the 50-fathom line, out of reach of Chi-
na’s predominantly jackup fHeet. Fur-
thermore, there have been persistent
rumors that some of the more promis-
ing structures revealed by the seismic
surveys lie under the deeper side of the
shelf, which would require floating rigs
(semisubmersibles and drillships).
When ARCO announced its explora-
ton agreement for a contract area
south of Hainan last June, the company
indicated that it would use the drillship

Glomar Java Sea for the early phase of
the wildcat program. The Java Sea has
a water-depth capability of more than
300 meters (165 fathoms), and a drill
depth capability of nearly five miles.

A number of other factors favor the
early use of drillships in the South Chi-
na Sea. The area is subject to a 6 month
typhoon season with some storms in the
100-mph range. Self-propelled drill-
ships can pull the riser on short notice
and steam around the periphery of the
typhoon, and then reconnect to con-
tinue the well. In contrast, Total Chine
was forced 1o move the Nanhai [1I, a
Jjackup, completely off location for the
entire typhoon season, interrupting
the progress of Weizhou 11-1-1 for
several months.

It is also likely that the demand for
China’s jackup Heet will race ahead of
the supply of available rigs. Two of the
jackups of domestic design and con-
struction (the Bohai 1 and 111) have
been decommissioned, while five other
indigenous rigs (the Bohai V. VII, IX,
and XI, and the Kantan | catamaran
drillship), are permanently assigned 1o
the ministries of Petroleum and Geolo-
gy. Of the eight imported jackups,
three are under contract to the Japan-.
China Oil Development Corporation
(JCOD) and Elf-Aquitaine in the Bohai,
two are under contract to Total Chine
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in the Beibu Gulf, and one works for
the Ministry of Geology in the Yellow
and East China seas. The Nanhai lison
“bareboat charter” (no crew) to JFP
Well Services
lone semisubmersible (the Nanhai 11,
an Aker H-3 with 300-meter water-
depth capability) is damaged and faces
a year of repair work in the Huangpu
shipvard, but should be available by
1983.

Chinese shipyardswill add between 5
and 10 jackups to the Heet by 1985,
although itis not clear whether CNOOC

cand s available. China’s

will retain ownership of the new rigs or
sell them to foreign operators, Two
Chinese-built jackups designed by
Magnum Marine are under construc-
tion at Dalian, with options available
for at least two more. Wah Chang,
National Supply, and Bethlehem Steel
are working in a joint venture with the
Guangdong Shipvard to produce a JU-
200-MC mat-supported cantilever rig.
Licenses have been obtained for the
construction ol three more jackups of
this type, which is suitable for use in the
South China Sea.

CNOOC will also have a limited num-
ber of semisubmersibles available for
service in the deeper portions ol the
shelf. Aside from the Nanhai 11, which
should be in condition by the time con-
tracts are signed in early 1983, asecond
semi of the Aker H-3 design (the Kan-
tan I11) is near completion in the
Shanghai shipvard. China Shipbuild-
ing Industry Corporation has licenses
for the construction of two additional
Aker H-3 semis, possibly at Dalian, but
construction has not begun and will
take several vears. China possesses no
modern drillships and apparently has
no plans to acquire any.

This analysis suggests an available
Chinese Heet of 10-12 jackups, and 2—4
semisubmersibles, for use in the 1983—
85 period. Each exploration contract
will specify a minimum number of wells
in the first 3 years, and 2 subsequent
2-year periods, with staged relinquish-
ments ol unexplored or unproductive
parts of each contract area. Assuming
10 separate contract areas in the South
China Sea, and 2 10 3 rigs per area in
the first 3 vears, the total rig require-
ment would be on the order of 20-30
rigs, perhaps a third of which will be
semisubmersibles or drillships. This in-
dicates a demand in the 1983-85
period of perhaps 5 non-Chinese jack-
ups and 5=10 floaters. The rig require-
ment would be far higher in subse-
quent years.

The prospect of leasing a Chinese

The China Business Review/March-April 1982

rig. even a modern imported rig, with a
largely Chinese crew is less than entic-
ing to the exploration companies. And
the contractual arrangement with
Chinese rigs could upset the long-
standing contractual relationships that
exploration companies, which seldom
own or operate more than a few maobile
rigs, have with certain drilling com-
panies (such as Global Marine, Pool,
Zapata, Sedco, and Santa Fe). The con-
tracts between the exploration com-
panies and the drilling companies are
governed by expectations regarding
the division of responsibility, the tech-
nical level ol equipment, and the train-
ing and experience of the crew. These
expectations are critical because of the
high capital cost of the equipment and
the high dayv rates charged tor the ves-
sels and their crews.

['here is some concern about the
track record of the Chinese drilling
Heet. The Bohai I1 capsized in 1979,

—
_—

rates in the use of Chinese rigs. British
Petroleum reportedly paid $40,000 per
day for the use of Bohai VIII for two
coring wells in the Yellow Sea. | FP has
the Nanhai I on bareboat charter tor
Just $22.000 per day. But savings in day
rates are likely to be olfset by inetheien-
cy of operation, unless operating con-
ditions on the rigs can be radically im-
proved.

Developing Rear Bases

In addition to the string of torward
bases and satellite bases along the coast-
line, oftshore exploration could gener-
ate a demand tor rear-base logistical
services, including long-distance air
transportation: shipping and surface
transportation; telecommunications;
trading, banking, and hnancial ser-
vices: central warehousing: rig con-
struction and repair: central offices and
hotel space: and recreation. Guang-
zhou, Hong Kong, and Singapore will
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Exxon’s ship Brave operating in the Pearl River Delta.

the Nanhai 11 was grounded, mainte-
nance 1s poor or nonexistent, unusul
living conditions exist aboard Chinese
rigs (hog pens, etc.), and crews tend to
be inexperienced. Total Chine and
JCOD have operated effectively over
the past year using three Chinese jack-
ups. Total uses tool pushers, mechan-
ics, and drillers furnished by the
French firm Forex Marine, alongside
Chinese roughnecks, roustabouts, and
utility men on the Nanhai I1I. Elf
Aquitaine has reported serious Iric-
tion among the crew of the Bohar X,
along with expatriate complaints about
living conditions aboard the rig.
There may be some advantage in day

be the main contenders for shares of
these services.

Efhcient air travel is a kev 1o cost-
effective g operation. Crews must be
rotated on a constant schedule, parts
Hown in on short notice, and managers
must have instant access to shore base
facilities and the rigs to ensure a
smooth flow of supplies.

It now takes as long to flv to Zhan-
jiang or Shantou from Hong Kong as to
move from a hotel in Hong Kong 1o a
hotel in Singapore or Tokyo (about six
hours). Air transportation is available
to Haikou, Hainan, but not to Sanva,
which must be reached either by sea or
by a six- to nine-hour bus ride. Since
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Zhanjiang and Shantou have maritime
customs but no customs office at the
airport, travelers must stop over at
Guangzhou—a stop that takes about
four hours. Direct CAAC flights from
Hong Kong to Zhanjiang and Shantou
and the installation of all-weather land-
ing radar would greatly speed air travel
along the coast.

Coastal shipping is available to all
potential supply bases on COSCO ves-
sels. Zhanjiang and Shantou are ports
of entry and already handle a substan-
tial volume of international trade.
Guangzhou, like other Chinese ports,
has a slow turnaround time because of
congestion. It takes from one to two
weeks to transship to Zhanjiang from
Hong Kong on 400-dwt coastal freight-
ers. Container service to the US is avail-
able, normally by feeder service
through Hong Kong (see The CBR,
Sept.—Oct. 1981, pp. 10-28). Beijing
has not vet indicated whether direct
supply between Hong Kong and the
rigs will be permitted.

Most light equipment and perish-
ables can be trucked overland from
Hong Kong. The Hong Kong Refrig-
erating Company is already providing
Total Chine’s French crew with food
from Singapore, using refrigerated
containers that can be transshipped by
truck. Containerized trucking from
Hong Kong to Zhanjiang is provided
via Guangzhou by Santa Fe China
Trucking, a subsidiary of a US trucking
company. There is a rail line north
from Zhanjiang, but it goes west 1o join
with the Hanoi link through Guangxi
Province, rather than east to Guang-
zhou. Nantou also lacks rail links to
Guangzhou, though provincial author-
ities have floated a proposal for a 24-
kilometer spur linking the Nantou base
with the main Hong Kong—Guangzhou
line.

Beijing worries about the security
implications of direct communications
with the outside world, and may im-
pose strict licensing on any system that
is installed. But as the number of rigs
increases, so will the need for advanced
telecommunications services, including
satellite and microwave stations. Com-
munication to the Total rig is by a stan-
dard MacKay Marine radio system that
is also integrated with helicopter opera-
tions.

Communication between Zhanjiang
and Hong Kong is now possible using
facilities at the South Sea Branch
offices, including a telex machine (no.
44086 COSSB CN), three telephone
lines, and a carrier radio system. A tele-
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phone call to Hong Kong may require
between four hours and two days be-
fore the connection is made.

One of Hong Kong's greatest advan-
tages in offering rear base facilities is its
highly sophisticated trade, banking,
and financial facilities. The trading
faciliies are so good that China has
long preferred Hong Kong to its own
ports as an entrepot for trade with the
outside world. However, Hong Kong's
housing and othce space 1s at a pre-
mium, with modern apartments run-
ning $4,000 to $8,000 per month. Rec-
reational facilities are excellent and ex-
patriate crews will probably rotate to
Hong Kong for short leave periods.

Hong Kong has two modern, but
very busy shipyards (Euroasia and
Hong Kong United dockyards) that
are already heavily engaged in rig con-
struction programs. Three jackups and
a drillship are under construction in
Hong Kong vards, with more contracts
pending. Three of these rigs are com-
mitted to other theaters, and one, the
Glomar Adriatic V11, is reported avail-
able.

The Hong Kong government last
year commissioned the Pasco Reporton
the feasibility of an offshore supply base
at one of three potential sites. Plans for
developing a base within Hong Kong
territory are proceeding with caution,
however, given the preference clause in
the Chinese exploration contracts. If
such a base is developed at all, it will
have to specialize in areas not directly
competitive with existing Chinese facil-
ities, such as rig repair or jacket con-
struction. But even in these areas care
must be exercised, since Guangzhou has
indicated its own intent to expand
marine repair and construction facili-
ties. Development of a Hong Kong base
will depend in the last analysis on the
pace and scale of discoveries. 1f large
discoveries are made in the first years of
exploration, Guangzhou will be unable
to meet the demand for heavy marine
construction and repair.

Aside from Hong Kong, both
Guangzhou and Singapore will provide
important rear base services and facili-
ties. Guangzhou is the provincial cap-
ital and will be the seat of relevant gov-
ernment functions, as well as an impor-
tant communication link to Beijing and
the planning centers of the Chinese
petroleum industry. Singapore, with its
six rig yards and petroleum supply net-
work, has a branch office from every
company working the oil patches of
Southeast Asia (Indonesia, Malaysia,
Brunei, Thailand, and the Philip-

pines). In the near term. Singapore
warehouses will also supply operations
in the China theater, although this
function is likely to diminish with time.

The exploration phase of offshore
projects in the South China Sea has
been under way since the first wildcats
were drilled by the ministries of Pet-
roleum and Geology in the mid-1970s.
Todate, Chinese rigs have drilled eight
wells in the Beibu (Tonkin) Gulf, of
which six were listed as discoveries;
four wells south of Hainan, of which
one was listed as a gas show and one as
an oil show; and seven wells 150 kilo-
meters south of the mouth of the Pearl
River, of which two were listed as dis-
coveries and two as shows. (A “show”
means that hvdrocarbon content was
found in the well, which is better than a
dry hole, but less significant than a dis-
covery.)

Exploratory drilling 1s expected to
accelerate sharply between 1983 and
1985, with the installation of produc-
tion platforms and development drill-
ing—according to the most optimistic
scenarios—beginning in 1986 and
1987. A more realistic target date for
the first commercial production would
be 1988 to 1990.

Financing Offshore Development

Following the exploraton phase is
the development phase, which should
begin before the end of the decade.
Commercial oil and gas development
on delineated discoveries is a complex
and costly enterprise, requiring a level
of financial and logistical support that
greatly exceeds support requirements
generated at the exploration phase.

China already has moved well down
the road toward establishing the bank-
ing and financial infrastructure needed
to support offshore oil development.
The Bank of China will play a central
role in arranging commercial loans for
platform construction, development
drilling, pipeline and refinery facilities,
and the export and trading infrastruc-
ture. The bank has assets of nearly $50
billion, and is roughly 40 percent the
size of the Bank of America. In the past
vear, the Bank of China has comput-
erized its accounts and extended its in-
ternational operations through
branches in London, Luxembourg,
Singapore, and New York. In addition,
the Bank of China is backed by the
resources of the People’s Bank of Chi-
na, the country’s central bank. The
assets of these institutions include $4.9
billion in gold, and $4 billion in foreign
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exchange. In short, the Bank of China
will have no dithculty in participating
in commercial loans to oftshore de-
velopment projects or in arranging
syndicated credits for the projects.

The principal constramts on foreign
bank participation in China's ottshore
oil development will be the problem of
collateral and the continuing percep-
tions of politcal risk. Banks normally
do not loan funds tor exploration, but
use the results of exploratory drilling to
establish reserve estimates. The re-
serves of a given discovery are then tied
into the terms of the loan as collateral,
much as a house provides the collateral
i a common mortgage. This tradition-
al US approach to oil development
financing is not available in China (or in
many other countries), since formal
ownership of the oil is vested in the
government until the oil is exported
bevond Chinese boundaries. The
bhanks will theretore seek other collater-
al devices, such as forward oil pur-
chases or shareholding in joint enter-
prises. But the bottom line in the case of
China must be direct government assur-
ances that the loans will be secured in
the event ol company default. These
assurances may be provided through in-
surance and direct government com-
mitments.

I'hese assurances, in turn, will great-
Iv increase the need 1o evaluate the
political risks involved. To a banker,
these risks will assume very real pro-
portions over the 20=30-vear life span
ol the offshore projects.

Production Platforms:
The Experience to Date

While it is too early to predict the
foreign role in the construction of pro-
duction platforms, subsea pipelines, re-
fineries. and export infrastructure, it is
worth looking at what the Chinese
already have done in these areas.

I'he Oftfshore Branch of the Pet-
roleum Corporaton of the PRC has
designed, fabricated, and installed 22
drilling and production units on I8
steel jackets (the plattorm substructure)
since 1966 for use on three oilhields in
the Bohai. Total output from these
platforms is less than 10,000 barrels
perday. The platforms are arranged in
groups of three, with drilling. produc-
ton, Haring, and tank storage facilities.
I'he jackets are constructed in drvdock
and floated to location, and then fas-
tened onto pile-anchored templates.
I'he largest jacket constructed to date
was 42 meters square and 10 meters
high.
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No similar platform construction
actuvity has occurred so far in the South
China Sea. However, the Sixth Ministry
of Machine Building (responsible for
shipbuilding) has signed a joint venture
agreement with the French firm Union
Industrielle to design and build
offshore platforms at the Huangpu
shipyard in Guangzhou. Modification
of the shipvard will cost $60-870 mil-
lion, and the platforms are valued at
more than $100 million each, depend-
ing on depth and other design charac-
Leristcs.

I'he Petroleum Corporation of the
PRC has no experience in subsea pipe-
line construction. Such pipelines are
expensive ($200.000 per kilometer)
and will only be used in the event of
Lirge discoveries or gas helds. If helds
are small or scattered, a Hoating svs-
tem—semisubmersible plattorms or
moored storage tankers—might be
used.

I'here are two existing rehineries on
the South China coast. The 120,000 b/d
refinery complex at Maoming boasts a
shale retorting capacity, and a recently
installed Japanese hyvdrocracker. It is
linked to Zhanpang via a 20,000 b/d
pipeline that terminates i a dock that
can handle tankers up to 50,000 dwt,
through which the refinery imports
about 3.5 million barrels of Middle East-
ern crude each vear to supplement
domestic supphies. Even with the im-
ported crude, the rehnery is underunl-
ized at about 70 percent of capacity,
I'he smaller 50,000 b/d refinery at
Huangpu near Guangzhou is supplied
by Shengli crude shipped in coastal
tankers. It too is operating well below
designed capacity.

[apanese refinery experts on a
March 1981 delegation to Zhanpang
and Maoming expressed some reserva-
tons about the commercial viability of
shipping South China Sea crude to
Maoming for processing at the existing
Facility, much of which is out of date o
in poor repair. I'he other opnion would
be a new coastal refinery near Zhan-
jlang. Indeed. AmPac Oil Lid. of Hong
Kong and Plains Overseas of Houston
broke ground lList October in Zhan-
jang for what they sav will be a 26,000
b/d retinery worth $110 million.
Guangdong Petroleum Chemical In-
dustries Corporation. AmPac’s joint
venture partner in the project, will pro-
vide labor and land. The refinery is
scheduled for completion in 1985, and
will initially handle imported crude
and waste oil for reexport. Once South
Sea crude 1s produced in commercial

quantities, the refinery may be repro-
grammed 1o process and export it

If the offshore projects succeed,
there is little doubt that they would pro-
vide a massive influx of modern tech-
nology, both into the Chinese pe-
troleum industry and into an array ol
ancillary industries. With even modest
discoveries, the southern coast ot Chi-
na could be transformed within a few
short decades. It is this prospect that
spurs China forward in its dealings
with the giants of the American pe-
troleum idustry. And if seismic indica-
tons are borne out through explora-
tory drilling, oil development in the
South China Sea would be the largest
single commercial undertaking ever be-
tween China and any foreign country, a
development that could propel the Un-
ited States to first rank in total financial
and trade relations with China.

Kime Woodard (top) is presedent of China
Energy Ventwres, a Washington, DC firm

that provides professional services to ol and
energy compantes doing busimess with China.
Dr. Woodard 1s the author of The In-
ternational Energy Relations of China
(Steanddford Press, 1980. Robert C. Goodwin,
Jrowsa partner in the Washington, DC frrm
of Thompson, Hone and Flory, He is general
counsel to China Energy Ventwres, and pro-
wieles legal serinces to their clients.
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The Problems With Country Group P

Despite some improvements, high technology exports still bog

down under US export controls.

Chris Brown

he hopes of US exporters

buoyed last summer when the

US Commerce Department
announced major steps toward relax-
ing export controls for China. Though
they were based on policy decisions
made as early as 1980, these measures
continue to be hampered by interagen-
cy differences ol interpretation—dil-
ferences that stem from a fundamental
ambiguity in US foreign policy toward
China.

The most recent development in re-
laxing export controls was the publica-
tion of several amendments to the Ex-
port Administration Regulations at the
end of last year. The amendments are
an outgrowth ol a policy laid out in
1980 that removed the PRC from
Group Y, which includes the USSR and
other East European countries, and
placed it in its own, separate category,
Group P. In addition, the amendments
set new, more liberal technical guide-
lines for certain dual-use computer and
electronic exports to China.

Although these revisions do not
mark an actual policy shift, they are the
first published technical standards that
determine what can and cannot be ex-
ported to China. Moreover. the revi-
sions reathrm and expand the Septem-
ber 1980 guidelines, which define the
criteria by which exports to China are
controlled. In that definition, one ma-

jor ambiguity remains. By placing the
country in Group P, the Carter Admin-
istration took the step ol separating
China from the East Bloc but fell short
of including it in a group of “friendly”
nations.

China's ambiguous status—in limbo
between friendly and unfriendly na-
tions—is apparent in the wording of
the new regulations. A summary of the
amendments published in the Feder-
al Register on December 29, 198]
“Loo It s in our interest to
foster a strong, secure, and friendh

reads:

China, capable of deterring potential
aggressors and contributing 1o peace
and stability, and to paracipate in Chi-
na’s economic development for the
benefit of China and the United
States.”

This summary stands in contrast to
the requirement that validated licenses
must be secured for certain exports to
China. These licenses, according to the
amendment, are to control exports that
“would make a significant contribution
to the military potential of any other
country or combination of countries
which would prove detrimental o the
national security of the United States.”

['hese two statements in combination
pose, if not a contradiction, at least a bit
of a puzzle: How can the US foster a
“strong, secure, and friendly China
capable of deterring potential aggres-

sors” without making a significant con-
tribution to the country’'s military
potential? If the issue is whether or not
the contribution proves detrimental 1o
US national security, another trouble-
some question arises: To what extent is
China’s military capability still seen as a
threat to US security? As one high-level
government official commented, “Put-
ting China in Group P is an acknowl-
edgement that we're hedging. ... This
is the reason for the learning curve
problem in implementing new con-
trols.”

Without a clear policy statement on
China, it is not surprising that a consis-
tent trade policy has been slow in de-
veloping, or that the amendments set-
ting new technical guidelines have run
into interagency disputes.

The Liberalized Guidelines

The new guidehnes have actually
been in eftectat the Commerce Depart-
ment since last July, when officials
announced a presidential decision to
liberalize controls on dual-use exports
to China. Thatannouncement set forth
three main policies:

P All validated export licenses not
requiring COCOM review would be
processed by the Department of Com-
merce without interagency review.
(This measure was expected to result in

1.

EXISTING
More than
0-8 8.1-13 13.1-32 32
A B C D

Enterthe “processing data
rate” in the appropriate box.
(Mbaits/sec.)

PROPOSED
More than
0-8 8.1-13 13.1-32 32
A B Cc D
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a three-fold reduction in processing
time.)

P There would be a presumption of
approval for most products with tech-
nical levels twice those previously
approved.

P Cases above the double threshold
would be considered on a case-by-case
basis.

Since that announcement, many ex-
port licenses have been approved that
would not have been acceptable before.
Processing time also has shortened. De-
spite this progress, however, many US
companies complain that export con-
trol liberalization in practice falls far
short of the announced measures. Most
of these complaints are leveled at the
Department of Defense, which is seen
by many exporters of high technology
as the most conservative element in the
EXPOTL TEView process.

Interagency Differences

The Department of Commerce re-
ports that since the July announce-
ment fewer license applications have
been referred to the Department of
Defense tor review. In a recent iter-
view, Bohdan Denysyk, deputy assis-
tant secretary of commerce for export
administration, estimated that only 15
to 20 percent of the 1,100 export
license applications processed in the
last 7 months went through the Depart-
ment of Defense, and that of these, 95
percent would have been referred to
Detense under earlier procedures. De-
nysvk added, however, that Defense of-
ficials are informed of apphcations that
are not referred to them.

Pentagon othcials and private sector
sources cast doubt as to the extent and
effect of these reductions. Said one De-
fense Department source, “I'm not
aware ol any reduction in our control
cases.” Moreover, Defense Department
officials have indicated that review is
required even for technology below
COCOM standards, although the rule

of thumb is that only applications re-
quiring COCOM review are normally
referred to Defense.

Some observers believe there has
been a real reduction of case referrals,
but that the Pentagon still insists upon
having a say over which cases it ex-
amines. Said one company executive in
the computer industry, “All of our ap-
plications for validated licenses go to
DOD. Those that remain in Commerce
are very mickey mouse.”

Commerce and Defense also differ
over the interpretation of technical
guidelines. Commerce ofhicials adhere
to the policy that the “double
threshold” guidelines represent a tech-
nical ceiling under which there would
be a “presumption of approval” (pro-
vided that the export is destined [or an
acceptable end use). Defense officials.
on the other hand, report that they still
examine cases falling under the dou-
ble-threshold on a case-by-case basis,
and have only a “"predisposition™ to
approve such applications. Said one
Detense Department source, “1 don't
think the advisory notes are clear-cut
unless there is a total embargo, or a
total absence of an embargo. They are
definitely subject to interpretation.”

When that interpretation has led to
license denial for exports within the
published guidelines, exporters have
been bewildered, exasperated, and fu-
rious. In one such case, a major US
computer manufacturer reported hav-
ing applied for a license several months
ago to export an intermediate, general-
use, mainframe computer along with
four spindles of disk drive memory de-
vices as peripherals. According 1o a
company source, the computer’s pro-
cessing data rate (pdr) was under the
new standard of 68 megabits per
second. The effective bit transfer rate
on the disk drives was below the new
standard of 5.2, and the system was
destined for an acceptable enduser.
The company recently received notice

that the Department of Defense would
not approve the export unless the disk
drives were replaced with lower level
units. "It does us more harm than good
to have these notes published for the
world 1o see if we can’t get the licenses
through,” a company executive com-
mented. "It's embarrassing.”

Many industry observers have
pointed to administrative changes in
the Pentagon that account for its hard-
line position on sales to China. Since
last summer, the DOD's International
Security Policy Office (ISP) has been
given authority over export control
policy in the department. It had been
consolidated with the International
Security Affairs Ofhee (ISA) in 1979,
ISP 1s considered to be extremely tough
on exports to the East Bloc, and con-
servative toward exports to China.

Sources at the Detense Department
have a different explanation. “Inter-
agency differences are better explained
by agency bias.” one high-level Defense
ofhcial commented. “To a certain de-
gree, Defense 1s naturally going 1o
bring a more conservative voice to the
process. ... We are going to be more
liberal than we were before in respect
to China; 1Us just a matter of how far we
can go.”

Other ofhcials have pointed out the
difficulty of implementing controls on
exXpors to a country iIn a new category
for which there is no precedent.

Since this 1s a problem at the policy
level, it is not surprising that the guide-
lines might not be clear to personnel at
the technical level. In Detense, techni-
cal determinations are made by otheers
in the individual armed services—men
who are accustomed to scrutinizing ex-
ports to communist countries for any
element that might give military advan-
tage to a potential enemy.

No Guidelines for Software

Though not always happv with the
way the new technical standards are

EXISTING
More than 1
0-2400 2401-4800 04800 l
1
A B D

Enter in the appropriate box
the highest “effective bit
transfer rate” (capability) of
the fastest “terminal device”
located remote from the
“computer operating area.”

PROPOSED
More than
0-2400 2401-4800 04800
A B D
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administered, most US exporters have
fewer complaints about the levels set
out in the new notes than with areas not
addressed by the notes.

One of the most important of these
areas is computer software. Since soft-
ware exports are unilaterally con-
trolled by the US government, Amer-
ican companies must compete against
foreign companies whose sales need
not go through COCOM. The US has
not established clear guidelines for
software exports, and government
agencies lack the expertise to formulate
them. “We spentso much time trying to
formulate software controls with such
meager results that we finally decided
that it’s not worth the government's
time,” Denysyk explained.

There is a similar lack of guidelines
for technology transfer through licens-
ing. When technology is sold to China
in phases over a period of time, as in a
licensing arrangement, US companies

need export policy guidance for the
entire package, not just for individual
items. One company executive com-
plained about the government’s unwill-
ingness to discuss technical transfer
arrangements with China until actual
export licenses are submitted: “We
need to look at arrangements that allow
the Chinese to develop their own in-
frastructure for design and manufac-
turing,” he argued, "otherwise, we just
can’t keep selling advanced equipment
and expect them to absorb it.”

Cautious Optimism

Despite complaints about export
control practices, most government
ofhicials feel that some real progress has
been made. I think we've gone
through a major shift of pohicy,” said
Denysyk. “Under the Carter Admin-
istration, the changes were largely
cosmetic, and their implementation

was up to the vagaries of the system. We
have gone through a policy shift with
specific measures.” Even so, Denysyk
warns exporters not o be overly opti-
mistic. “Industry should have realistic
expectations about technical levels of
exports to China,” he said. "We are not

allies: we will be refusing some

licenses.”

A decision by the National Security
Council, or the president, would be
needed to remove controls from China
or to include it in Country Group V:a
group that includes NATO allies as well
as Yugoslavia and other countries. Bar-

ring such a policy decision, US export-
ers must live with the status quo, and
should not expect additional measures
of the sort announced in July any time
soon. It there is one point upon which
Defense and Commerce agree, it is that
further technical efforts at hberalizing
controls would create more problems
than they would solve.

Commodities Licensed for Export to the PRC During Fiscal Year 1981

Commodity

Nonmilitary aircraft and parts
Electronic computing equipment
Electronic test equipment

Magnetic recorders and parts
Compasses and gyroscopic equipment
Communications equipment
Underwater-detection equipment
Seismic exploration equipment
Image-processing equipment

Silicon crystal-growing furnace equipment
Integrated circuits

Lasers and laser equipment
Numerical-control equipment
Gear-grinding machines

General industrial equipment

Gravity meters

Semiconductor manufacturing equipment
Oscilloscopes

Magnetometers

Electric arc devices

Radio spectrum analyzers
Microdensitometers

Western red cedar

Compound and metallic materials
Electron tubes

Value in Dollars
161,655,598
82,137,473
30,904,260
10,587,390
5,769,094
4,222,043
2,216,714
1,301,256
1.033.421
845,288
831,881
703.708
656,375
634,970
613,167
414,210
403,170
352,828
219,026
150,000

Optical elements

Photocells
Diodes

Oscillators
Lithium
Transistors
Amplihers

Helium
Thyristors
Synthesizer

Quartz crystals

128,323 ]"ih(’h(aplil system
74,399 Boron

57,400 Bacteria

41,607 Naptha

39,250

Electronic and precision equipment
Pressure-measuring equipment
Microwave equipment

Synchros and resolvers
Nonmilitary mobile crime laboratory

Chemical materials
Polygraphs, fingerprinting equipment
Photographic equipment

Acoustic/ultrasonic equipment

Silicon monocrystalline

32,773
31.700
29 850
27.250
25,514
23,825
21,429
19,320
18,165
15,200
13,6649
12,105
223
798
A40
701
549
370
400
903
100
074
67h
150

S0

R Y SO SO S BN B &

SOURCE: US Department of Commerce.

EXISTING

3.

PROPOSED

No Yes

Avre the “communications
channels” dedicated to the
given application 100% of
the time?

No Yes
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China’s Troubled Coal Sector

For too long the needs of the industry were
sacrificed to short-term output gans.

Martin Weil

oal. which provides 70 percent of the

country’s energyv, stands as a svmbol of

China’s mdustrial difliculties. In the past
two vears output has dropped from 635 milhon
metric tons to 617 million tons, even as coal
production was being proclaimed as one of Chi-
na's top prioriues.,

Investment funds have been trimmed to the
point that only about 10 million tons of new
mine capacity can be added each year in the

near future. All signs indicate that in an era of

tight budgets and bureaucratic indecision,
China will not come up with a coherent coal
development plan any time soon.

The authorities still are counting on foreign
investment to take up some of the budget
slack, despite the government’s failure either
to explain its plans clearly, or to offer attractive
enough terms to interest foreign firms. With
the exception of several hundred million dol-
lars in loans from the Japan Exim Bank that
are not accompanied by any technical assist-
ance, no negotiations with Western interests

The China Business Review/March-April 1982

are known to have produced results.

In the meantime, China is missing a golden
opportunity to expand its coal exports at a
time when many Asian countries are convert-
ing from oil to coal. China should be a natural
supplier to these countries, but now exports a
total of only 6-7 million tons per vear, a per-
formance lagging far behind the potential of a
country that boasts the world’s largest reserves
and third highest level of output after the
USSR and United States.

Coal production has picked up since the
third quarter of 1981, raising hopes that the
downward slide has been halted. Now it is
believed that 1982 production will surpass last
year's figure by 10-20 million tons. Some plan-
ners even feel that output will achieve 730
million tons by 1985, a target that is probably
overly optimistic and that revives an old de-
bate: Should China continue to stress produc-
tion volume alone, or should it concentrate on
conservation, safety, and improved technolo-
gy?



Many of China’s newest mines are located in
provinces with limited coal resources,

The Burden of

Accumulated Mistakes

hina's coal production
Al problems stem from deci-
sions made vears ago.
J One of these was to short-
change the coal sector in

the area of investment. From 1970 to
1977, for example, the average annual
investment in new coal mines was
approximately ¥1.9 billion ($1.1 bil-
lion), probably less than that made in
the petroleum sector. Planners com-
pounded their mistake by directing too
much of the country's investment
budget—36.3 percent of the total—to
south and southwest China, even
though almost all of China's high-
quality coal deposits are in the east,
north, and northeast.

Short-term production often was
emphasized rather than long-range

considerations. In underground long-
wall mines, which account for more
than 90 percent of the coal produced in
mines under the control of the Mimstry
of Coal (or about 55 percent of total
production), new tunneling often was
llcglc(lctl in favor of easy extraction
from existing faces. Thus, output be-
gan to drop when easily developed
mines were exhausted.

The Kailuan complex in Hebei is
perhaps the most serious example of
such shortsightedness. After being
devastated by the 1976 Tangshan
earthquake, the government deman-
ded that the mine reach its pre-earth-
quake yearly production level ol 25
million tons within a year. By superhu-
man effort, the miners came reason-
ably close to this target the first year,

Miners extract coal from the No. 4 mine at Pingdingshan colliery in Henan Province.
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but production has been declining ever
since.

Setting tight short-term targets had
other adverse consequences: by 1979,
76 mines lacked the necessary coal-
elevation equipment to keep up with
their extraction rate, and others lacked
gas-pumping and ventilation equip-
ment, threatening the miners satety.
Disregard for worker safety was
brought to a dramatic head in Novem-
ber 1979 when an explosion killed 59
miners in a pit at Tonghua, Jilin. En-
gineers there apparently had pressed
on with an intensive program to meet
their target despite a ruling by inspec-
tors that the mine was unsafte.

Most outside observers note that in
general safety conditions in Chinese
mines do not come close to Western
standards. One visitor who gathered
statistics from several mines in 1980
put the Chinese death rate at two peo-
ple per million tons of coal mined in
ministry-controlled mines, which is
about 10 times higher than the US rate.

Another significant problem: Chi-
na's transportation systemn has failed to
keep pace with coal mining. In 1980,
rail bottlenccks kept 33 million tons of
mined coal—about 5 percent of total
production—from being transported.

But more than structural imbalances
are responsible for the decline in pro-
duction. In the first eight months of
1981, 52 of the 81 mining bureaus
under the Ministry of Coal failed to
meet their targets as tunneling and ex-
traction both slowed.

In large part, the Chinese blame
mine mismanagement for the slow-
down. Minister Gao Yangwen made a
public self-criticism in August 1981 for
having a “lack of revolutionary enthu-
stasm and inefficient leadership,” and
administrative personnel were pres-
sured to begin spending fixed amounts
of time in the mines. Chinese news re-
ports indicated that administrators did
not “understand” readjustment. Clear-
ly, however, managers accustomed for
30 vears to the incentive of high targets
were discouraged by the sharp budget
cuts and shifting of priorities that
accompanied the readjustment poli-
(i('\.

Absenteeism and high labor turnov-
er reflect the serious discontent among
the rank and file as well. This is blamed
in part on the slowness of conservative
administrators to implement the “re-
sponsibility system,” whereby miners’
wages are linked to individual output.
At the same time, ironically, long-
overdue efforts to set lower, more
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For too long the needs of the industry were
sacrificed to shori-te

rmoulput gains,

Martin Weil

oal, which provides 70 percent of the

country’s energy, stands as a svimbol of

China’s industrial diffic ulties. In the past
tWo years output has dropped from 635 million
metric tons to 617 million tons, even as coal
production was being proclaimed as one of Chi-
na’s top priorities.

Investment funds have been trimmed 1o the
point that only about 10 million tons of new
mine capacity can be added each year in (he
near future. Al signs indicate that in an era of
tight budgets and bureaucratic indecision,
China will not come up with a coherent coal
development plan any time soon.

The authorities stil] are counting on foreign
Investment to take up some of the budget
slack, despite the government’s failure either
to explain its plans clearly, or to offer attractive
cnough terms to interes foreign firms. wih
the exception of several hundred million dol-
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bate: Should China continue to stress produc
tion volume alone, or should it concentrate o
conservation, safety, and improved techn
gyr




but produc tion has been declining ever
since.

Setting tight short-term argets had

Many of China’s newest mines are located in other adverse ¢ ONSequences: by 1979,

provinces with limited coal resources. e 76 mines la ked the necessary ( oal-
' elevation equipment 1o keep up with
their extraction rate, and others lac ked
gnypnmpin‘u and ventilauon equip-
ment, threatening the miners’ safety.
Disregard for worker safety was
brought to a dramatic head in Novem-
ber 1979 when an vxp'luninu killed 59
miners in a pit at Tonghua, Jilin. En-
gineers there apparently had pressed
on with an intensive program to meet
their target despite a ruling by inspec-
tors that the mine was unsafe.
Most outside observers note that in
general safety conditions in Chinese

The Burden Of mines do not come close 1o Western

standards. One visitor who g;nhrn'(l
Accumulated Mistakes statistics from several mines in 1980
put the Chinese death rate at two peo-

ple per million tons of coal mined n

Hlil\i‘ill‘\—(nllll'(l”('(l mines, which 1s

hina's coal }n'mlm*lmn considerations. In mulmgrmmd long- about l“ti““‘”“){‘“""hi‘“”“'lwi rate.
N l)]‘nh]l'l!l\‘slt'll\tl()lll('ll'l i- wall mines, which account for more Another significant problem: Chi-
sions made years ago. than 90 percent ol the coal prmlu(c(l in na's transportation system has tailed to
One of these was to short- mines under the control ol the Ministry keep pace with coal mining. In 1080,
change the coal sector in of Coal (or aboul 5h percent of total rail bottlenecks kept 33 million tons of
the area of investment. From 1970 to plmlmiinn!\ new tunneling often was mined coal—about b perc ent of total
1977, for example, the average annual m'g_\lvt‘lc‘d in favor of easy extraction 171"'(|1illi‘lll—llHIH being lTé\H"]H)Hl‘d,
investment in new coal mines was from existing faces. [hus, output be- But ”l“ll"h-ﬁl\“W“U-llilnh«ﬂillﬂ'l'-“
nppmxim.llt-l\ ¥1.9 hillion ($1.1 bil- gan Lo drop when easily developed are l‘('\"i"‘“"ihh' for the decline in pro-
lion), probably less than that made n mines were exhausted. duction. In the first eight months of
the pc'lmh-um sector. Planners com- The Kalluan complex in Hebei 1s 1081, 52 of the 81 mining bureaus
pu\lmlc(llht'il n\isluLC'hydi.lc'(lm_\_"lnn ln:lh.lps the most serious example ol under the Ministry of Coal failed to
much of the country’s investment such s'hm'lsigh!rdm-s\, After bemng meet then U“'.‘-‘."‘*'-l““”““'h“!i?“”l CX-
im(lgvl—-f’)iﬁ.ii percent of the total—to devastated by the 1976 1 angshan wraction both slowed.
south and southwest China. even r:u\'mlu.\kv. the government deman- In large part, the Chinese blame
though almost all of China’s high- ded that the mune reach its puec.n'lh— mine mismanagement for the slow-
qu.l'l'n\ coal deposits are in the east. (|u.|kv yvearly ]ncnlmliun level of 2D down. Minister Gao Yangwen made a
north, and northeast. million tons within a vear. By .suln-rhu- 'l’“hl‘l‘ sell-criticism in August 1981 fon
Short-term prn(lmliun often was man effort, the miners came reason- having a “lack of revolutionary enthu-

cnlllzllu'«'iu‘(l rather than long-range ably close to this target the first year. siasm and inefhaent leadership.” and

administrative }l("l"-»(bllllt'l were pres-
sured to begin spending fixed amounts
of time in the mines. Chinese news re-
ports indicated that administrators did
not “understand” readjustment. Clear-
Iy, however, managers ac customed for
3() years to the inc entive of high targets
were discouraged by the sharp budget
cuts and shifung of priorities that
il((‘ﬂl”]l‘.l]]it'(l the readjustment pnh—
cies.

Absenteeism and high labor turnov-
er reflect the serious discontent among
the rank and file asw ell. Thisis blamed
in part on the slowness of conservative
administrators Lo implement the “re-
,\'p(m\ihilil\ system,” whereby miners’
wages are linked to individual output.
" ca e - o Mod G £ X7 A ~ At the same tme, ironically, long-
Miners extract coal from the No. 4 mine at Pingdingshan ¢

olliery in Henan Province. overdue efforts to set lower, more

-~ A
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realistic output targets have had the
effect of reducing mine profits and the
bonuses earned by workers and admin-
istrative personnel alike.

I'he high rate of labor turnover is
atributed in one Chinese report to
“sickness, injuries, disabilities, as well as
resignations, retirement, and deaths.”
The average turnover rate is 8 percent
per year in the Fengfeng Mining
Bureau in Hebei, which is probably
typical of the larger, centrally con-
trolled complexes. Pitmen cannot
physically last more than about 15 years
before they must be transferred to
lighter jobs.

Replacing laborers is not
many Chinese state enterprises, chil-

easy. In

dren are more than happy to take over
their retired parents’ jobs and acquire
the “iron rice bowl,” or guaranteed life-
tme income and benefits. But not in
the coal mines—the work 1s too dirty
and dangerous. Thus miners must be
recruited from the countryside.

Recruiting peasant miners has its
problems as well. Attendance rates dip
dramatically during agricultural busy
seasons and festivals. Moreover, the
morale of the peasants, called “un-
planned” laborers since they are re-
cruited outside the state labor plan, is
weakened by the fact that they do not
receive the medical, injury, and retire-
ment benefits given regular workers.

For all of these reasons, the coal
situation had deteriorated to such an
extent by mid-1981 that Beijing
brought heavy pressure to bear on the
Ministry of Coal to make immediate
improvements. Minister Gao’s self-
criticism and the movement of admin-
istrators to the mines were some of the
consequences. Provincial Party secre-
taries were told they would be held re-
sponsible for unmet targets.

I'he pressure may have speeded up
some management reforms. Several
mines have introduced wage systems
geared to individual worker output, as
well as bonuses for perfect attendance.
(One mine proudly claims that this low-
ered its absentee rate for pitmen to 10.3
percent). Reports also suggest that
administrators applied coercive pres-
sures, including threats of firing, to
chronically unproductive workers.

But there are also signs that the
pressure from above has caused a re-
turn to the old practice of putting out-
put first—at the expense of longer-
term development and safety—and
that this contributed to the spurt in
production in late 1981 and early 1982.
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Well over 60 percent of China’s
coal is loaded manually,

Upgrading

Underground Technology

bout hall of China’s fu-
ture output gains will
come from improved
technology, Chinese en-
gineers estimate. But to-
day only 39 percent of the coal pro-
duced in centrally operated mines is
mechanically cut. The remainder 1s
blasted and loaded manually. as is vir-
tually all of the approximately 250 mil-
lion tons produced annually in the
mines under local control. Just 212, o
about 4 percent of China's longwall
taces, are fully mechanized. Another
20 percent are partially mechanized.
National Councill member hrms have
estimated that full mechanizaton of
China's blasted and loaded faces would
increase output six to eight times pet
face.

Full mechanization will not occur in
the immediate future, as China's
domestic coal machinery technology is
quite backward. About 66 percent of
the 100-125 million tons produced
mechanically is cut by an 80-100-kw
single-ended winning machine de-
veloped during the 1960s. Really more
a loader than a cutter, visitors note, the
machine i1s poorly designed.

A more advanced system of partial
mechanization, using more powerful
(170-kw) double-drum shearers, and
manually operated hydraulic props
and flexible chain conveyors, can pro-
duce about twice as much as the older
equipment, but still far less than West-
ern equipment. Wooden or steel props
are set manually.

China introduced foreign longwall

technology in the 1970s. About 30 fully
mechanized systems (including 360-kw
double-drum shearers and automatic
self-advancing roof shields) were pur-
chased from English and German hrins
in 1974 In 1978, the Chinese ordered
100 sets of equipment from the same
companies, as well as from French and

Japanese firms. The purchases in-

cluded some mechanized tunneling
equipment. Three continuous miners
used in room and pillar mining (which
leave a pillar of coal standing to sup-
port the roof after a face is mined) and
30 shuttle cars were sold by Joy
Manufacturing of Pitsburgh that same
vear, making total purchases in 1978
close to $1 billion.

Advanced machinery has not been
easy to use in Chinese mines. In one
case equipment was mistakenly im-
ported that was too large to ht into
Chinese shafts. Delays have been ex-
perienced in aligning the new machin-
ery. Chinese technicians, grappling
with the intricacies of the new machin-
ery, are often unable to solve minor
mechanical problems. Mine to surface
transportation systems cannot keep
pace with foreign cutting systems in
some cases. Use of the energy-intensive
equipment aggravates electric power
shortages. In some places, the machin-
ery has not been put into use at all, due
to the unavailability of rail transport to
haul coal away from the mines.

This is not to suggest that the experi-
ence with the machines has been entire-
ly negative. China has allocated its best
and brightest technicians to operate the
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equipment, and in a few mines the for-
eign companies report that the equip-
ment is operating as well as anywhere
in the world.

What is significant, though, is that
such fully mechanized systems have
been criticized in the People’s Daily as
“wasteful” and “not suited” to China’s
conditions. The future course of de-
velopment, itis argued, should empha-
size the Chinese double-drum shearers
that “are suited to the workers’ techni-
cal level and the condition of the mine
shafis,” as well as being “cheaper to
operate and easily popularized.”

As a result, completely mec hanized
longwall systems are more likely to be
of domestic, rather than foreign,
manufacture. The Chinese already
have built more than 50 mechanized
systems by copving European machin-
ery, but so far have not achieved serial
production of competitiy ely priced
machinery.

['he First Ministry of Machine Build-
ing has indicated a desire to license
European longwall machinery technol-
ogy, but no deal has been concluded
thus far. The most advanced negotia-
tions are reportedly with Anderson
Mavor of Great Britain for high-power
double-drum shearers.

It was recently announced that 12
mining machinery plants in different
cities were to be combined into a cor-
poration to manutacture complete sets
of longwall equipment. The new cor-
poration aims to produce 500 sets of
high-powered (probably 180-kw shear-
er) sets of combines and 150 lower pow-
er sets. These plants, however, appear
to fall completely under the aegis of the
Ministry of Coal. As they do not seem to
be coordinated with plants under the
First Ministry of Machine Building,
there is some question whether they
will be able to follow through on their
plans. Indeed, jurisdictional conflicts
between the two ministries could hold
up the modernization of longwall
machinery manufacture.

US companies such as Joy Manufac-
turing argue that the Chinese could im-
prove underground mining more
cheaply by moving to a technique
known as shortwall mining, which can
be applied to faces that have hard roofs
and gently inclined slopes, as at
Datong. Shortwall, unlike room and
pillar mining, leaves no coal standing in
the face after mining. Shortwall, in fact,
is being done on a trial basis with a Joy
continuous miner.
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Readjustment has aborted mine projects
with over 40 million tons per year capacity.

New Mine Developments:
On Again, Off Again

hen modernization fever
was at its height in China
during 1978 and 1979,
the Coal  Ministry
dreamed of developing 8
major coal bases producing 50 million
tons of coal, and of meeting output
targets of 1 billion tons by 1990, Invest-
ment levels in these vears shot up 50
percent over 1977, averaging ¥3.3 bil-
lion ($2.1 billion) each year. Some 80
coal projects were begun in 1979, and
by mid-1980, numerous other projects
had been discussed with foreign com-
panies.

Included in the proliferation of new
projects was a proposal to increase
open-pit capacity. Although open-pit
mining is both cheaper and safer than
underground mining, less than 5 per-
cent of China's coal is produced by
open-pit methods.

One of the eight major bases was a
large, untapped lignite deposit in the
Huolinhe area of northeast Inner
Mongolia, which the Chinese hoped to
develop into an open-pit mine yielding
20 million tons per year by 1985. Due to
China's inexperience with modern
open-pit technology, foreign expertise
was called in. Montan Consultants, a

subsidiary of the German Ruhrkohle
consortium, submitted a preliminary
development plan, and about $60 mil-
lion worth of Orenstein & Koppel
(West Germany) shovels, and WABCO
(US) trucks were purchased in 1978 for
the site. Other open-pit mine develop-
ments under serious consideration at
the time:

P ['he Yiminhe lignite deposit near
Huolinhe. The Chinese wanted to de-
velop it into a mine producing 20 mil-
lion tons per vear as well, and during
1979-80 began building a railway from
the city of Hailar to the mine site.

P The gigantic Junggar steaming
coal deposit in Inner Mongolia, not far
from Datong. US firms submitted a 30-
million-tons-per-year development
proposal, and rail construction began
connecting the site with the provincial
capital of Huhehot.

p The
steaming coal deposit in Shanxi Prov-
ince near Datong. Development discus-

Pingshuo high-quality

sions began with several US firms in
1979 for a mine yielding 20 million tons
per year.

The greatest emphasis was still on
underground mines. Foreign help was
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solicited for these, but the only known
signed contracts were with Romania to
develop a coking mine with an annual
output of 1.2 million tons in southern
Shanxi, and with Ruhrkohle/Montan
for the engineering design of a 4-
million-tons-per-year longwall mine in
the Kailuan area. Reports indicate that
no development work has been done at
the mine. Many other Japanese, Ger-
man, French, English, and US firms
visited mines in Shanxi, Huainan-
Huaibei, Yanzhou, and other places
oftering proposals.

The ministry’s expansion plans,
however, were given a jolt by the eco-
nomic retrenchment policy that was be-
gun 1979 and intensified in 1981,
Despite China's need for energy and
coal's top-priority status, investments
had to be cut as part of the general
belt-tightening process. Investments
fell from ¥3.2 billion ($2.1 billion) in
1979 to ¥2.5 billion ($1.7 hillion) in
1980, and might have been even lower
in 1981. Projects that were started were
often stopped or reduced in scope. The
Ministry of Coal claims that projects
with a total capacity of 76 million tons
are now under construction, 44 million
tons less than those reportedly under
construction in 1980. Among the proj-
ects that appear to have been post-
poned indefinitely are the Yiminhe and
Junggar open-pit mines, for which the
Chinese had already begun to build
railroad spurs.

The Huolinhe mine, earlier touted
as one of the eight up-and-coming
bases, is a graphic example of the com-
bined effects of retrenchment and poor
planning. Originally targeted to pro-
duce 20 million tons per year by 1985
for power stations to be built nearby,
the mine will be doing well to produce 4
million tons. Most of the project’s fund-
ing was cut off after the box cut was
hastily begun in 1979, from which the
Chinese are expected to extract only a
small amount of coal.

The Chinese have complained that
the German mining plan (calling for
bucket wheel excavators) did not give
adequate consideration to the hardness
of the overburden. Other knowledge-
able observers believe this complaint is
an attempt to obscure more fun-
damental problems. Infrastructure in
the area is lacking, and the entire com-
plex must be shut down for the winter.
The severe weather conditions are
causing morale problems. Moreover,
the rail spur connecting Huolinhe with
the city of Tongliao reportedly cannot
carry large volumes of coal.
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Organizational problems abound as
well. Work at the site is being done by
the Construction Corps of the People’s
Liberation Army. Rumor has it that the
Ministry of Coal has completely washed
its hands of the project, and that mili-
tary considerations may have been be-
hind the decision to launch it in the first
place.

The problems encountered in re-
moving Mongolian herdsmen from the
mining area are reminiscent of the con-
troversy that surrounded the exploita-
tion of Indian lands in the American
Southwest. At last September’s Nation-
al People’s Congress, an Inner Mongo-

lian deputy accused the Ministry of

Coal of occupying the Huolinhe mine

site. and expelling 800,000 head of

livestock from the area “without giving
apenny inreturn.” The deputy further
charged that “People’s Liberation
Army units . . . occupied the lands as
they pleased. This affected the unity
between armymen and civilians, and
undermined the herdsmen’s liveli-
hood.” The euphemism “aftected the
unity” in the Chinese press usually de-
notes serious tension or outright vio-
lence.

Government investment is now
being concentrated in about 40 under-
ground mines in the following areas:
Datong, Gujiao, and other complexes
in Shanxi Province, where 27 million
tons of capacity are under construc-
ton; Yanzhou in Shandong; Kailuan in
Hebei; in Liaoning—the country's
largest coal consuming province—
where efforts seem to be concentrated
on the 4.5 million-tons-per-year Tiefa
complex; Inner Mongolia, where 16
million tons of capacity are reportedly
under construction; and in Huainan-
Huaibei in Anhui, where 15 million
tons are under development (see chart).

In contrast to the earlier dispro-
portionate emphasis on developing the
resource-poor south, the dominant
thinking now is to concentrate invest-
ment in areas of plentiful reserves.

But opinions still differ on the role
that Shanxi’'s giant reserves should play
in China’s coal development strategy.
One side argues for an all-out effort to
turn Shanxi into “China’s Ruhr';
others believe that this would exacer-
bate Shanxi's already serious water and
transportation problems. Like the
American West, Shanxi is a water-
dehcient area.

Another point of controversy is the
amount of support to give smaller,
locally operated mines. There have
heen periodic press attacks on the high

cost, poor quality, and poor safety of
these mines, which proliferated in the
1970s. Locally operated mines in coal-
rich areas are criticized for their
tendency to intertere with the opera-
tions of the larger, centrally controlled
mines,

But the current consensus seems (o
be to preserve and even expand most of
the small mines, particularly in the
south where local mines provide the
only source of coal. At the same time,
the government is attempting to limit
the interference of small mines with
large ones, and 1o gradually consoli-
date them and upgrade their technolo-
gy. The small mines seem likely to re-
main an important part of China's coal
picture for some time, but their con-
tribution to total output will probably
gradually decline from their current
share of 45 percent.

The slowdown in coal investment is
itself controversial. Its opponents,
while recognizing that infrastructure
must be brought into better balance
with mining capacity and that overall
investment cutbacks are needed, have
argued pointedly in the press that
“underinvestment will only result in
output instability, and will hamper the
steady annual growth of production.”

One of the tacks that coal interests
are taking is to seek funding from local
governments, many of which enjoy
budget surpluses. With the permission
of central leaders, the Ministry of Coal
is inviting coal-deficient provinces to
invest in mines in neighboring coal-rich
provinces. Investing provinces re-
portedly will be guaranteed a portion
of the mines’ output in return, and will
even be allowed to exercise some finan-
cial and operational control over the
mines, Minister Gao recently placed an
article in a domestic journal describing
the conditions of various mines so that
provinces could pick and choose.

Such a novel strategy would give in-
vesting provinces a direct stake in the
project’s outcome, and if the scheme
works, the provinces might be deterred
from making wasteful investments on
their own small or unpromising de-
posits.

Meanwhile, coal othcials are empha-
sizing faster construction in order to
make better use of their limited funds.
Not only does it take about three vears
“just to buy the land for a new mine,”
one ofhcial confessed, but it usually
takes six and one-half years—one or
two years longer than in the West—to
develop a major underground mine in
China.
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Capacity (mmt) Principal type Completion
Location Under Planned of coal produced date Comments
construction
Shandong Province
Yanzhou Mining Burcau — — High-quality steaming — Decp-shatt mines
Baodian 3 — — 1983 Japan Exim Bank financing.
Dongtan 1 —_ — 1985 Possible compensation trade deal with French.
Jining No. 2 — 3 - — s
Zaozhuang Mining Burcau —_ — Coking — -
Jiangzhuan 1.5 — - 1984 Japan Exim Bank financing.
Anhui Province
Huaiman-Huaibermming bureaus 15 — Steaming and coking —
Panji No. | 3 - — 1983 .
Zhuxianzhuang 1.2 — — 1982 New Mlnes
PanjiNo. 3 3 - Gasand coking -
Panji No. 2, Haizi, and Linhuan 6.3 — — — Planned Or Under
Liaoning Province
-
Fieta Mining Burcau — [ — —
Daxing " 3 — — e Constructlon
Xiaoging I:2 — — =
Fotal 13.8 —_ - — ’ : e
Shanxi Province Table prepared by Martin Weil.
Datong Mining Bureau — - High-quality steaming — —
Yanzishan i - - — Preparatory work completed i 1980,
Sitaigou — 5 — — Japan Exim Bank financing. Compensation
trade discussion with Mitsui
Gupao (Xishan) Mining Bureau — — Coking — -
Xiqu 3 - — 1984 Drift mine financed in part by Japan Exim Bank.
Zhenchengdi 1.5 — — - Preparatory work completed in 1980
Malan — i — — Japan Exim Bank financing.
Tunlan — 4 — — Shattmine.
Dongqu — I — —
Yangquan Mining Burcau — Anthracite — —_
Guishigou ! — — — Preparatory work completed m 1980,
Nuangang Mining Bureau — - — — —
Liujialing — - — — Described as large-size mine.
Luan Mining Burcau - — — — World Bank financing under consideration.
Changcun — ! — = -
Jimcheng Mining Bureau — — Anthracite — World Bank tinancing under consideration.
Jiangzhuang — | — — Dirift mine,
Fenxi Mining Burcau - — Coking — —~
Bailong — 1.2 — — Romanian design
Pingshuo — 15 Steaming — Private USinvestment planned. Open-pic.
Locally controlled mines 12 — — — —-
Fotal 27 41.2+ - —
Hebei Province
Katluan Mining Bureau — - Steaming and coking —
Qianpaving 4 - — 1984 Japan Exim Bank financing.
Linnancang 1.2 — — 1984 —
Donghuantuo — 4 —_ _ Probably designed by Montan Consultants (W, Ger)
Henan Province
Pingdingshan Mining Bureau — - Coking — -
No. 8 Mine 1.8 - — — 1.2 million tons capacity already in operation.
Jiangsu Province
Xuzhou Mining Burcau 3 — Steaming — —
Sanhejan 1.8 — — 1UR5-86
Jiahe — - — — Mine expansion planned via compensation trade
with US.
Locally controlled mines — = — —
Baiminchang. Yixing County 0.3 — — —_ —
Inner Mongolia
Huolinhe Mining Burcau 4 — Lignie 1985 Open-pitmines; foreign mining equipment used.
l'otal 16.6 - — — 2open-pits, 2 shalt mines i addition to Huolinhe
Guizhou Province
Liupanshui Mining Bureau 3.6 — Steaming and coking — Forewn investment by Southwest Encrgy Development Corp.
Guangdong Province
Stwangzhuang Mining Burcau - = - st —
Huatha 0.2 — — — —
28 The China Business Review/March-April 1982



Slurry Pipelines
in China?

A US company that presented a
technical seminar on the ad-
vantages of slurry was surprised to
see Ils arguments appear practical-
Iy verbatim (including case exam-
ples from the US) in a September
1980 issue of the People’s Daily.
Recently, the Coal Ministry
announced in the English-
language China Daily that it was
actively considering slurry de-
velopment.

The 1980 article emphasized
that investment in slurry is cheap-
er than investment in long-
distance railroads, and that slurry
requires less water than a mine-
mouth electric power plant. The
energy loss of long-distance high-
voltage power lines was also cited
as a point in favor of slurry.

I'here are obvious bureaucratic
reasons why the Ministry of Coal
would take to slurry with such
alacrity. A slurry pipeline would be
used for coal only, and would most
probably be controlled by the
Ministry of Coal. It would obviate
the need to deal with the over-
loaded railroad system, and the
often-hostile Ministry of Rail-
wavs. (The conflict between rail-
way and slurry interests is not
unique to China. In the Western US,
railroads will not allow slurry pipe-
lines to cross their right of way.)

Slurry pipelines would also in-
crease the ministry’'s foreign ex-
change earnings by connecting
large fields in the interior with
ports. Significantly, the two fields
for which the ministry seems most
interested to construct slurry pipe-
lines—Pingshuo and Junggar—
have been discussed largely as ex-
port-oriented operations.

Forestalling a rapid develop-
ment of slurry pipelines, however,
is cost and the lack of water. Shanxi
and Inner Mongolia are fairly arid
regions. Serious discussion about
pipeline construction is a few years
down the road at the very least.
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Transport bottlenecks thwart rapid export expansion.

Unrealized Export Potential

s East and Southeast Asia
convert from oil to coal,
China has a rare oppor-
tunity to expand its ex-

ports. According to a
study by the Australian government
Department of Trade and Resources,
Japanese demand for foreign steaming
coal is likely to increase from 7 million
tons in 1980 to 23-26 million tons in
1985; Hong Kong from 2 million tons
in 1980 to 4=5 million in 1985; Taiwan
from 5 million in 1980 to 67 million in
1985; and South Korea from nothing
in 1980 to 8=10 million in 1985. Even if
falling oil prices and world recession
slow the conversion, increased demand
should still be enough to radically im-
prove China's export potential.

But in recent years, China's exports
have only expanded at the rate of about
1 million tons per year, reaching 6-7
million tons in 1981. A faster rate of
expansion is probably not possible unul
the mid-1980s at the earliest.

In the first place, domestic demand
will probably rise, as China itself con-
verts from oil to coal. A spectacula
improvement in energy efficiency
would be necessary to free up large
volumes of coal for export.

Lack of coal beneficiation capacity
will also pose a problem in the short
run. China’s bituminous coal must be
washed to be attractive to foreign users.

At present, only about 55 million tons
out of a total output of 620 million tons
are washed. Humboldi-Wedag of West
Germany has supplied a 4-million-
tons-per-year washing plant which will
soon be completed at the Fang-
gezhuang mine in Kailuan. Roberts
and Schaefer of the US is building a
4-million-tons-per-year facility at Yan-
zhou. In addition, the Chinese are
building several large washing plants
on their own in Huainan-Huaibel and
other places, but many of these plants
will not be completed for some time.
['he Japanese, who buy their Chinese
steaming coal from the Datong and
Huaibei mines, recently rejected sam-
ples from the Fengfeng area in Hebei
because of impurities.

An even more serious dithculty is
transportation, both shipping and rail.
At present, the only coal ports of any
significance are Qinhuangdao, with a
capacity of about 12 million tons (all but
2 million are shipped to other parts of
China) and Lianyungang, with 2—3 mil-
lion tons. Foremost in China’s coal ex-
plans is the expansion of
Qinhuangdao to handle 42 million
tons, of which it is envisaged 20 million

port

tons would be for export, and the con-
struction of a new 15-million-tons-per-
vear coal port at Shijiusuo in Shan-
dong, with financing from the Japan
Overseas Economic Cooperation
Fund. OECF is also financing a new rail-
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road from the Yanzhou area to Shi-
Jiusuo, designed to accommodate
“unit” coal trains, and a double-tracked
and electrified railroad between Bei-
jing and Qinhuangdao; both are essen-
tial to feed the new ports.

These projects all are targeted to be
completed around 1985, and all are
running behind schedule. Only about
$15 million of the OECF's $700 million
committed to the projects has been
drawn down, according to the Japan
Economic Journal. Work on the Beijing—
Qinhuangdao railroad is reportedly
stalled because of disagreement over
the exact route, and work at Shijiusuo
has been set back by the theft of almost
one-fifth of the gravel sent to the con-
struction site, according to the Far East-
ern Economic Review. Although some
other port construction is under way,
including a berth with a three-million-
ton capacity at Dalian for northeastern
coal, China's exports are unlikely to rise
dramatically until the Japanese loan
projects are completed around 1985 at
the earliest.

China’s two major coal customers are
Japan and North Korea; the latter re-
portedly receives about two million
tons of metallurgical and steaming coal
by rail each year. In 1981, Japan
bought about 2.7 million tons of steam-
ing and metallurgical coal. Earlier, Chi-
na had committed itselt to shipping 10
million tons of coal to Japan by 1985. So
far, China has made no clear signal that
it will meet the target. Japanese analysts
put the probable 1985 export level at 7
million tons.

Japan understandably is turning to
other sources. Austrahia already

accounts for about 55 percent of

Japan's imports, and the Australian
government estimates that this percen-

tage will be maintained through 19

Japan is investing in at least 10 million

tons worth of steaming coal mines in
Australia, in return for access to the
output. This contrasts markedly with
the difficulties the Japanese have ex-
perienced tying up with China.

If China has missed opportunities in
terms of how much it can export, it has
maximized its gains in the area of price.
In 1981, it won a 47 percent increase Lo

$53 in the average price per ton of

steaming coal (854 per ton fob for
Datong coal, the main source, and $46
per ton for Huaibei coal). Although the
volume of exports i1s fixed in a long-
term trade agreement, the Chinese
have the right to negotiate prices
annually.

The Chinese would also like to sup-
ply Hong Kong. Recently MINMETALS
(the Foreign Trade Ministry's subsidi-
ary that purchases coal from producers
and sells according to the state plan)
signed an agreement to supply Hong
Kong Electric’'s Lamma Island power
plant with Shanxicoal during 1982-92.
The first shipment was for 20,000 tons,
but the Chinese reportedly hope to
raise the volume to several million tons
per year. There is some concern in
Hong Kong about China’s ability to de-
liver. Hong Kong’s other utility has
turned to Australia and South Africa.

In a separate deal, the Southwest

Qinghuangdao, in Hebei Province, is China’s most heavily used coal port.
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Energy Development Corporation is
marketing 400,000 tons of Guizhou
coal to Hong Kong in 1982; it also
hopes to raise the volume to several
million tons per year.

I'here 1s a government-to-gov-
ernment coal export arrangement with
Romania, and MINMETALS has en-
gaged in a joint venture with Belgian
interests to market Chinese coal there.
The remainder of China’s coal exports
are sold through middlemen on the
spot market to Europe and Asia. Ex-
ports to Europe are limited, however,
by the inability of Chinese ports to
accommodate ships larger than
20,000-30,000 tons. Small ships are
uneconomical for long-distance travel.

Rumors that are too persistent to be
ignored indicate that South Korea has
been buying more than 200,000 tons of
Chinese coal annually, mainly anthra-
cite, through third partes. The coal, in
fact, has been reported in ofhcial South
Korean staustics. But recently, the
Chinese have been cracking down on
the clandestine shipments. If Korea is
peacefully reunited, it will certainly be-
come a major market for Chinese coal.

Through 1981, coal exports were
controlled mainly by MINMETALS, a
system left unchanged by China's de-
centralization reforms of 1979. Unlike
the Ministry of Metallurgical Industry,
the Coal Ministry was not given author-
ity to export, though Shanxi Province
set up a trading company to directly
export its coal. (The company only
handled about 200,000 tons in 1980, or
10 percent of the province's export to-
tal.) A few southern provinces may have
handled their own coal exports in re-
cent years, but certainly in miniscule
amounts.

In 1982, however, there are signs of
change. Many companies report that
the Ministry of Coal will soon be
allowed to handle exports directly. The
new Southwest Energy Development
Corporation, composed of four prov-
inces and three ministries, has been
given the green light by Beijing to sell
directly abroad.

The end of MINMETALS" monopoly
might result in increased exports, as
has been the case when producers of
other commodities in China have won
the right to export. The danger also
exists that the intramural competition
in China’s metals business could come
to characterize the coal industry. The
central government, while allowing
more organizations (o export, may in-
troduce a licensing system to regulate
export volumes and prices.
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The proposed Pingshuo open-pit project has
been delayed by ministry rivalries.

Coal Compensation Trade

he Coal  Ministry’s
strategy to attract foreign
investment is basically a
compensation trade ap-

proach: China will export

coal at some time in the future in ex-
money and technical

assistance now,

change fo

Companies have indeed proven in-
terested in such schemes; since 1979, in
fact, companies from every Western
coal-producing country have discussed
joint ventures or compensation trade
arrangements with Chinese authorites
at both the central-government and
provincial levels.

A large proportion of these discus-
sions represent little more than feelers
from the Chinese side, hence few have
progressed beyond the exploratory
stage. The slowness of these negotia-
tions in some respects is surprising,
however, since top officials in the cen-
tral government have taken a direct in-
terest in many of these projects. In a
few cases, the State Council itself has
given the green light 1o certain invest-
ment schemes involving foreign com-
panies.

The largest and perhaps most sig-
nificant of these schemes involves the
Pingshuo deposit under discussion
with three US firms. Its history aptly
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illustrates some of the major barriers to
foreign investment in China's coal in-
dustry.

Pingshuo

The proposed Pingshuo coal mine—
named for its location at the intersec-
tion of Pinglu and Shuoxian counties in
northern Shanxi—is part of an ex-
traordinarily rich bed of coal under-
lving the heavily mined northern Shan-
xi area. The material at Pingshuo is
good-quality steaming coal similar to
the neighboring Datong field. Its char-
acteristics: roughly 11,000-12,000
BTU per ton, 1-2 percent sulfur con-
tent, and seams located at the relatively
shallow depth of 60-100 meters be-
neath the surface. The stripping ratio
would be around 5/1.

For what could only have been polit-
ical reasons, the Chinese chose in the
late 1970s to develop the difficult
Huolinhe lignite depositahead of Ping-
shuo as the country’'s first large modern
open-pit mine. But even at that time,
interest in Pingshuo was high. The
mine was described in 1978 to then US
Energy Secretary Schlessinger as Chi-
na's highest priority cooperative ven-
ture with the US. At about the same
time, the Peabody Coal Company of St.

Louis was invited to examine the de-
posit.

Peabody’s first proposal involved the
sale of technology and equipment to
develop the mine’s capacity to 20 mil-
lion tons. In 1979, Consolidation Coal
and Utah International Coal also made
proposals after drilling and taking sam-
ples. When the effects of the 1979 eco-
nomic retrenchment became apparent
and the Chinese realized that no for-
eign exchange would be allocated 1o
the project, the focus of discussion
shifted to compensation trade, and
then to direct investment in a joint ven-
ture to develop the coal for export. A
joint venture not only seemed to obvi-
ate the need for China to spend money,
but it would also bring foreigners into
the mine’s management. This seemed
to be a good idea in the wake of the
disastrous experience at Huolinhe,
where foreign equipment was im-
ported unaccompanied by any man-
agerial know-how. In 1980, the Island
Creek Coal subsidiary of Occidental
Petroleum jumped into the picture
withajoint venture proposal; that same
vear Utah International dropped out
of the competition.

On the Chinese side, the principals
have always been the Ministry of Coal
and Shanxi Province. According to
some sources, there was visible opposi-
tion within the Ministry of Coal 1o for-
cign involvement in mine development
before Gao Yangwen became minister
in 1980. Gao, former vice-minister of
Metallurgy. is believed to strongly
favor foreign involvement in China's
coal industry.

All along, a major stumbling block
was the lack of coordination between
the Coal Ministry and superior plan-
ning agencies—the State Planning
Commission, State Import-Export
Commission, State Capital Construc-
ton Commission, and the State Energy
Commission. The lack of cooperation
extended to the ministries of Railways
and Communications (which controls
ports), thus bedeviling attempts to
work out a plan to deliver Pingshuo
coal to foreign countries. As the nego-
tiations dragged on, it became evident
that the Coal Ministry and Shanxi had
not received the necessary approval
from the commissions.

The ponderous bureaucratic appa-
ratus finally approved the project in
principle in the summer of 1981 —re-
portedly prodded by no less than Deng
Xiaoping himself, who met with
Occidental’s Armand Hammer in July.
A Chinese delegation with representa-
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tives from all the organizations con-
cerned visited the US soon after to
assess the three companies, and, it was
announced, to pick a parter by the
end of February 1982,

But the February deadline passed
without a decision. Part of the reason
for the most recent delays seems to be
the Chinese desire to keep lierce com-
petition between the three firms alive in
the interest of obtaining better terms.
The Chinese are even considering the
unorthodox procedure of allowing the
losing companies to submit other bids
after the partner is tentatively chosen,
according to several companies not
directly involved with the project. At
the root of the problem is the persistent
belief held by some Chinese ofhcials
than any cooperation with capitalist
countries will lead to exploitation.

Even if there is no rebidding, the
selection of the partner is only the first
step. The nextis for the American com-
pany to undertake a feasibility study
with the Chinese, which in essence will
be a series of tough negotiations on
major issues separating the two sides.

The Chinese are promoting a
scheme they call a “contractual joint
venture,” similar to Japan’s oil drilling
arrangement in Bohai Bay. Under this
formula, the foreigner does not receive
equity in the project, and profits are
shared according to the proportion of
money invested by both sides. The
Chinese investment probably would be
valued at 51 percent of the total, and
consist of land, labor, and a limited
amount of local currency. Part of the
coal output would be shared among the
joint venture partners to cover operat-
ing costs over the life of the agreement,
and a portion of what was left would be
assigned to the foreign company to re-
coup its investment. In addition, the
company would receive a share of the

joint venture's profits earned from coal

eXports.

The companies, on the other hand,
would prefer a production sharing
arrangement under which they are
simply allocated a hxed share of the
mine’s output to cover both profits and
costs. Under such an arrangement, the
Chinese side would bear responsibility

China’s Soft Loan Friends

As private sector financing looks less certam, China’s coal authortties are turning to
foreign government loans and World Bank financing.

Japan's Exim Bank already has agreed 1o provide $1 hillion at 6.25 percent
interest for the development of 7 mines: Baodian near Yanzhou in Shandong
Province (with a planned capacity of 3 million tons per vear): Jiangzhuang in the
Zaozhuang mining area in Shandong (1.5 million tons); Qianjiaying in Hebet's
Kailuan mining area (4 million tons): Xiqu, Malan, and Zhenchengdi, in Shanxi's
Gujiao mining area (4, 4, and 1.5 million tons respectively): and Sitaigou in
Shanxi’s Datong area (4-5 million tons). About $600 million reportedly has been
allocated so far, but these funds have been drawn down slowly. At Sitaigou and
Malan, for example, construction is not vet under wayv. The National Council’s
Beijing ofhce has been told that the central government is simply pocketing the
foreign exchange and allocating the Ministry of Coal the equivalent in Chinese
domestic currency. Once these mines are completed, the Japanese hope to make
them the major source of coal supply from China.

Apart from the Japanese government, the major potential source ol fundsisthe
World Bank. Of the $800 million the bank plans to allocate 1o China over the
coming three years, it is targeting about $200 million to the energy sector,
including coal. The bank has announced thatitis actively considering two under-
ground longwall projects each to produce up to 4 million tons per vear in the
Jincheng (anthracite) and Lu’an mining bureaus in southern Shanxi Province,
Each of these currently produce about 2-3 million tons of coal per vear, and rank
among the most mechanized in China. As with other foreign investment projects,
there are infrastructure problems to be solved before construction can begin. It
will probably be at least a year or two, therefore, before any projects are launched
under bank auspices.
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for the project, its construction time-
table, and labor policy. In the case of
wages, for example, this would mean
that Pingshuo workers would receive
average pay by Chinese standards, n-
stead of above-average wages that
would likely be the case in a joint ven-
ture situation.

Furthermore, the Chinese are re-
portedly trying to structure the deal so
that the company will only obtain a 20
percent annual return on investment.
To most private companies, this is not
adequate compensation in light of the
risks involved.

Taxes are another stumbling block.
Originally it was assumed that the com-
pany would be assessed at the 33 per-
cent rate stipulated in China’s 1979

joint venture tax law. But in late 1981,

the Chinese decided that a foreign
company involved in a “contractual”

joint venture would be subject instead

to China's December 13, 1981, Foreign
Enterprise Income Tax Law that stipu-
lates a higher rate of up to 50 percent.
Companies point out that this rate of
taxation is bearable for oil companies,
but that it poses hardships for coal com-
panies, which operate on lower profit
margins.

The scope of the project remains un-
resolved. The Chinese would like to
build the mine 1o a capacity of 15 mil-
lion tons by the mid-1980s. The com-
panies are skeptical that these targets
can be met, given China's inexperience
with large open-pit mines and the in-
evitable bureaucratic snafus. Disposing
of 10 million tons through exports, as
the Chinese intend, also may be prob-
lematical. (The Chinese plan to use the
remsining lower-quality coal in domes-
tic power plants.)

Ten million tons 1s a large volume to
enter the world market from a single
source atone time. The most important
prospective buyer, Japan, is pursuing a
policy of ordering from many different
suppliers, and may well prove reluctant
to buy such a large amount from one
mine in China. Japanese companies
prefer to deal directly with the Chinese
government, and may be reluctant to
purchase coal through an American in-
termediary.

Another issue concerns China’s de-
sire that as much equipment as possible
used at Pingshuo bear the made-in-
China label. At stake i1s roughly $400
million in equipment, of which half is
expected to be imported. US equip-
ment suppliers hope to win orders for
everything from earth-moving equip-
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ment to coal-washing machimery. (The
project includes at least one coal-
washing plant.)

Transportation is perhaps the single
most difficult issue. For the Pingshuo
scheme to work, the Chinese must be
able 1o guarantee massive coal deliver-
ies to the coast. The most likely route
involves shipment from Pingshuo to
Datong (120 kilometers), Datong to
Beijing (340 kilometers), and from
Beijing to the port of Qinhuangdao
(300 kilometers).

Though the Datong—Beijing line is
being electrified, which will reportedly
increase its capacity from about 43 mil-
lion tons to slightly over 50 million tons,
some companies doubt whether thisisa
big enough increase to accommodate the
Pingshuo coal and increases in other
coal shipments on the line. The Bei-
Jjing—Qinhuangdao route is being dou-
ble-tracked with technical assistance
from Japan, but the plan to electrify the
route has been abandoned, according
to a report in the JETRO China Newslet-
ter. Moreover, work on this line,
targeted to be completed by 1985, is
reportedly two vears behind schedule
because the Chinese bureaucracies
concerned cannot agree on the exact
route.

Companies feel that more is required
than just new track or electricity. Per-
train capacity, as well as per-line capac-
ity, must be increased. This means in-
creased investment in rolling stock to
replace the 50-ton-capacity wooden
cars commonly used today. Some ex-
perts believe that a third line is needed
at key links in the route, or an auto-
mated central trafhic control system.
They also recommend the use of
heavier gauge rail.

The situation is complicated by the
antagonistic relations between the
ministries of Coal and Railways. The
Railways Ministry is unenthusiastic
about the idea of displacing other ship-
ments in favor of Pingshuo coal, while
the Coal Mimistry believes it should be
allowed to determine which coal ship-
ments take priority. The Coal Ministry
wants to control the rolling stock so that
cars are not diverted to other lines; the
Railways Ministry insists upon allocat-
ing cars as it sees ft.

Such tensions will probably intensify
if the Japanese succeed in putting
together a compensation trade package
for the development of the 5-million-
tons-per-year Sitaigou mine near
Datong, which will place even greater
pressure on the critical Datong—
Qinhuangdao rail link.
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Amidst such bureaucratic infighting,
Coal Ministry ofhcials reportedly have
offered general assurances that they
will take care of the transportation
problem—pointing out that the State
Planning Commission has the power to
bring the Railways Ministry into line.
But the companies remain skeptical.

Liupanshui

Aside from Pingshuo, the project
that has received the most attention is
Liupanshui near Shuicheng in
Guizhou. Local interests have aggres-
sively pushed the project, and have
found receptive ears in Hong Kong,
which would be one of Liupanshui's
major markets. In 1981, the Coal
Ministry and the province won approv-
al from the State Council to encourage
foreign investment in the project.

The plan is to expand Liupanshui's
annual output from about 6.2 million
tons to 10 million through renovation
of 21 existing mines, and to export
about 2 million tons annually through
the port of Zhanjiang in Guangdong by
1985. This plan apparently emerged in
part from a prefeasibility study under-
taken by a consortium of Furopean
firms puttogether by middleman Shaul
Eisenberg.

The major hurdle is transportation
to the coast. A rail line connects the
Liupanshui area to Zhanjiang. But this
single-track, unelectrified line through
mountainous terrain has a very low car-
rying capacity of several million tons.
In the summer of 1981, Guizhou Prov-
ince tried to upgrade this rail line by
floating around $150 million in bonds
in the Hong Kong market. But the idea
apparently did not get verv far, since
Guizhou was seeking unrealistically low
interest rates. Hong Kong hnanciers
may have helped to scuttle the plan by
asking hard questions as to who would
guarantee the bonds in China, and
about the coordination of the various
bureaucracies involved.

The most recent Chinese proposal
for Liupanshui seems designed to over-
come exactly these concerns. A consor-
tium known as the Southwest Energy
Development Corporation was formed
in January 1982, consisting of the three
ministries of Coal, Railways, and Com-
munications, the four provinces of
Yunnan, Guizhou, Guangxi, and
Guangdong, the Bank of China in Bei-
jing, and the BOC branch in Hong
Kong. Coal Minister Gao is chairman ot
the board, suggesting that much of the
initiative for the move came from the
Coal Ministry. By combining so many

diverse interests into one company, the
Chinese clearly want to reduce
bureaucratic infighting by giving all the
bureaucracies a stake in the success of
the project.

The corporation is ofhcially capital-
1ized at ¥560 million ($320 million) but
it probably has no money in hand vet.
The sum appears to be a target which it
hopes to attract through foreign invest-
ment. [t plans to spend ¥120 million on
developing the Liupanshui mines;
¥420 milhon on upgrading 2,000 kilo-
meters of railroad from the mines to
Kunming, and from Kunming to Zhan-
jiang: and ¥20 million on expanding
the port of Zhanjiang—all by 1985.

Much about the corporation remains
a mystery, including the terms it will
offer investors, how it plans to divide
up prohts among members, and the
amount of autonomy it has from Bei-
jing. The corporation informed the
Council’s Beijing office that it would be
seeking cheap government loans or
contractual joint ventures, suggesting
that its terms will be similar to those
under discussion in the Pingshuo proj-
ect.  Recently the
announced that it will export 400,000
tons ot Guizhou coal to Hong Kong in
1982,

Pingshuo and Liupanshui are both
handicapped by their great distance
from the coast. But other potential
projects do not sufter from this prob-
lem. The Yanzhou, Shandong steam-
ing coal deposits are near the new port
of Shijiusuo. A special coal railroad is
being built from the mines to the port;
both railroad and port are financed
with cheap Japanese government
loans. Although construction is run-
ning somewhat behind schedule, their
completion will mean easy transport
for export coal. At least one foreign
investment project at Yanzhou is being
given serious consideration by the
Chinese.

Another possibility is the Xuzhou
Mining Bureau in Jiangsu. This steam-
ing coal area is a mere 225 kilometers
by rail from the port of Lianyungang.
The railroad is being double-tracked,
and it has been reported that the State
Council has approved a compensation
trade deal (with a US firm) for develop-
ing a mine in Xuzhou. The Kailuan
complex is even closer to the coast, but
its coking coal is less salable on the
world market than steaming coal. No
matter how close to the coast, however,
any project for which the Chinese per-
mit only a 20 percent rate of return is
bound to look unattractive to US firms.

corporation

S
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The Ministry of Coal Industry is
enthusiastically researching synfuel
development.

China’s Liquefaction Program

purred by rising world oil
prices, Western countries
have stepped up svnthe-
A tic fuel research, particu-
larly in the area of coal
liquefaction. The new technology in-

volves turning coal into synthetic pe-
troleum, a process that has fascinated
the Chinese since it promises to reduce
pollution and transportation costs at
the same tume it dramatically increases
thermal efhciency.

The Coal Ministry's Coal Chemistry
Research Institute has been ex-
perimenting with liquefaction since
1978. According to one of their re-
ports, autoclave tests on 7 of 8 different
types of lignite vielded conversion rates
of 72.6—87.0 percent. The Chinese also
are testing high-sulfur bituminous
coals from Shandong.

The major developments in coal lig-
uefaction are taking place abroad. The
Chinese are eager to benefit from for-
eign expertise at the same ume foreign
companies are seeking markets for
their developing technologies. Thus,
companies have been willing to offer,
and the Chinese have been happy to
accept, a number of joint research pro-
grams funded by foreign companies to
study the potential for liquefaction of
Chinese coals. The following agree-
ments have been, or are about to be,
reached:
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P An agreement by the quasi-
governmental Japan New Energy De-
velopment Organization 1o construct
(and jointly operate until March 1985)
a 100-kilograms-per-day pilot plant in
the Coal Chemistry Research Institute
in Beijing. Mitsui Engineering and
Shipbuilding will build the plant under
subcontract to NEDO, and Chinese
technicians will help operate it. Accord-
ing to a Japanese news account, the
plant is to examine the suitability of
more than 100 types of lignite and bitu-
minous coals for liquefaction. This proj-
ect reflects the Japanese government’s
directinterest in developing a source of
liquefied coal in China. The China
facility will be one of the first tests for
the newly developed NEDO process.

P An agreement between the Hy-
drocarbon Research subsidiary of the
US hrm Dynalectron, the Japanese
trading giant C. Itoh, and the Ministry
of Coal to test the suitability of coals
from 12 Chinese mines for liquefac-
tion, starting in early 1982, The

Japanese side 1s providing funds, and

the US company the technical exper-
tise.

I'he coal will be tested in facilities in
the US, first in quantities of a few
pounds per day, then three tons per
day, and then 200 tons per day. The
final stage of testing will be done in
Dynalectron’s Cattlettsburg, Kentucky
plant, which will soon have a through-

put of 17,000 tons of coal per day.
Chinese engineers will participate in all
phases of the tests.

Dynalectron will use its H-coal pro-
cess, developed over a 20-year period,
in which hydrogen is pumped into the
coal molecules (catalytic hydrogena-
tion) to produce a synthetic oil similar
to sweet Arabian crude. Dynalectron’s
technology provides the world’s high-
est oil yield per ton of coal. Using its
process, the threshold of economic
viability at current world market prices
is a minimum of three barrels of oil per
ton of coal.

The companies hope to establish a
multibillion dollar liquefaction plant in
China by the early 1990s. Dynalectron
is actively seeking foreign markets for
its technology, and C. Itoh wants to
gain access to Dynalectron’s technolo-
gy. The Japanese hrm would assist in
financing a plant that would export to
Japan.

The exact site of such a plant would

depend both on the type of coal suit-
able for liquetaction, and the infra-
structure in various localities. One safe
prediction is that lining up approval to
build such a plant in China will be far
more complicated than securing
Chinese approval of the foreign-
financed research program now under
way.
P Though details are not final, Veba of
West Germany plans to install its new
hyvdrogentaiton equipment in Chinese
laboratories to test various types of
coal. Test results will be the propertv of
both sides, as in both the other pro-
grams.

Aside from these three, there are
only two other known coal liquefaction
processes in the world: one developed
jointly by Davy McKee and Exxon, and
the Fisher-Tropes process developed
in South Africa, which is alreadv in use
commercially there. Prospects for any
cooperation with South Africa are nil.
I'here apparently has been no negotia-
tion with Davy
either.

Confronting the foreign parties in all
of these arrangements, of course, is the
risk that the Chinese might decide 1o
use the test results to develop liquefac-
ton plants on their own, rather than in

McKee and Exxon

cooperation with the (‘U[l]l);lllit‘.\.
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Joint Adventures

Setting up Sino-American companies in the US can be
mutually beneficial. It also can be singularly frustrating
for the capitalist side.

Carol S. Goldsmith

{ the best way to learn about a mar-

ket is to live in it, then the Chinese

should be gaining a wealth of
knowledge from their studies in the
United States.

China’s foreign trade community
here has grown markedly in the past
three vears. A stafl of 16 now does mar-
ket research and haison work at the
PRC embassy in Washington. At
any given time, a small group of for-
eign trade specialists are scattered
among US companies, where the
Chinese do project work with their
business partners or serve internships.
(Two representatives of the China
National Aerotechnology Import and
Export Corporation, which has a rep-
resentative office in Arlington, Virgin-
1a, work at the Douglas Aircraft head-
quarters in California. They cooperate
with Douglas on certain projects, as
well as conduct mdependent business
with the firm’s competitors.)

Fifteen ofhces of Chinese trading
corporations have opened across the
country—many as incorporated ver-
sions of the old PRC trading groups
that resided in the diplomatic mission
in New York.

A vear ago, if one of the representa-
tives would have been asked what his
US office was doing, he invariably
would have answered, "market re-
search.” Now that most of the missions
have been incorporated as subsidiaries,
having lost their tax-free status under
US laws governing foreign trade
ofhces, 1U's safe for him to say, “We're
doing business in the American mar-
ket.”

But with the exception of the savvy
CEROILS (China National Cereals,
Oils, and Foodstufls Import and Ex-
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port Corporation) traders in New
York, and a few other active traders in
some of the PRC ofhces, US business
executives agree that information is
about the only commodity being
moved. The Chinese are understand-
ably preoccupied with learning the
ropes. Their daily dutes center on
escorting Chinese delegations, con-
ducting research, and occasionally
acting as liaisons between Chinese cor-
porations and American interests.

In those rare instances where the
office can sign contracts in its own
name, the Chinese seldom take an ac-
tive mterest in pursuing business. One
American trader told of being urged to
deal directly with Beijing whenever
questions about her order arose.
Another, dealing in metals and metallic
chemicals, said he would “just as soon
telex Beijing directly” toarrange a deal,
The oflices here, he said, offer him
nothing he can't get himself.

Apparently the Chinese have begun
to realize what these traders have long
known: “Left to themselves on Twelfth
Avenue in New York,” said one
businessman, “the Chinese begin to de-
velop some understanding of the mar-
ket. But it's a slow learning period. A
faster way for them to learn™—and to
profit, he might add—"is to team up
with US companies.”

hile fewer joint ventures than ex-

pected have been set up in China
(only 18 were launched in 1981, down
from 20 in 1980), the idea has caught
on outside the country. China report-
edly has entered into seven joint ven-
tures with American partners. Another
US company, which incorporated its

China joint venture in Bermuda, plans
to open a New York branch soon. In
addition, the US plays host to several
subsidiaries of Chinese joint ventures
incorporated in other parts of the
world, usually in Hong Kong.

Much of this activity has been initi-
ated by the Chinese. US traders report
that PRC ofhcials seem intent on the
idea of joining forces with the capital-
ists in overseas ofhces—with established
ofhces i particular.

Joint ventures abroad offer China
the chance to step into a market where
the partner already has a foothold. For
asmall investment and at little risk, the
reasoning goes, China can reap the re-
wards of an American marketing cam-
paign. The US partners can benefit
from what they hope will be a guaran-
teed source of supply.

The hve publically announced, and
two unannounced, Sino—US joint ven-
tures share a number of characteristics.
The partners in all seven cases go back
along way, and the marketing channels
for China’s goods have been estab-
lished, or at least identified, by the
American firms. The Chinese need
only plug their products and people
into the system.

Despite the partnerships’ percentage
split—generally about 50/50—the US
side often supplies the bulk of the staft
and capital. One exception is the Ber-
muda-based China American Insur-
ance Company, a joint venture between
the American Insurance Group (AIG)
of New York, and the People’s Insur-
ance Company of China (PICC).

Each side put up $2.5 million to capi-
talize the venture, which handles insur-
ance and reinsurance of all lines of
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Sino-US business. PICC serves as AIG's
claims settlement agent in China. AI1G,
once itopens a branch office of the joint
venture in New York, will concentrate
on picking up insurance and reinsur-
ance business with US firms.

Claimed an AIG ofhcial, “The ven-
ture either would have been 50/50, or it
would never have flown.”

Traders seem 1o think the Chinese
have been surprisingly circumspect in
their selection of US partners. The
charge has been levied that thev're not
as careful with Overseas Chinese or
Hong Kong partners, whose proximity
and heritage give them a decided
advantage in forming joint ventures.

One AIG executive related an anec-
dote that may sum up China’s criteria.
At one of the first meetings with PLCC,
he recalled, AIG pointed out that it was
only logical for China to select AIG as a
partner, since the company was formed
in Shanghai. But the Chinese, he said,
indicated “they selected us because
they had read the operating statements
of the other companies, and AIG made
the most money.”

In approving the first joint pub-
lishing venture with an American firm,
China again signed on with a well-
known name., CW Communications, a
Massachusetts publisher, already had
established Computerworld as a leading
US trade paper when it approached the
Fourth Ministry of Machine Building
with the joint venture idea. (See The
CBR, Sept.—Oct. 1981, p. 32.) Within
eight months of the initial meeting, the
49/51 percent (China) venture had been
finalized and the October 1980 issue of
China Computerworld had premiered.

Today, the 20-member Chinese staft
works in a new office building the part-
ners constructed in Beijing. Diana
LaMuragha, CW's manager of interna-
tional marketing, said two CW execu-
tives sit on the four-member board.
Computerworld provides 30 percent of
the news from us US and worldwide
bureaus, and overseas adverusing and
marketing. The bimonthly China Com-
pruterworld goes to about 50,000 readers
in the PRC.

China elected 1o sign work two other
well-entrenched US companies when
forming its tungsten and cotton joint
ventures,

Li Tungsten, a New York hrm, traces
its roots back to China in 1914, when
founder Kuo Ching Li discovered that
country’s hirst tungsten vein. Today
President John Li savs the company
supplies 10-15 percent of the US mar-
ket tor tungsten metal powder, using
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tungsten concentrate that comes
almost exclusively trom China.

A vear and a half ago Li Tungsten
and MINMETALS signed a 50/50 joint
venture to create Chi Mei Metals in the
US. Obviously, by forming the venture
and securing what Li calls the North
American exclusive for tungsten con-
centrate from China, Li Tungsten was
protecting its market share.

Likewise, Scheurer International
had secured much of the US market for
cotton, polvester cotton, polyestel
rayon, and spun ravon cloth before tak-
ing a 25 percent share of the Huafang
Trading Company. Formed with CHI-
NATEX in November 1980, the joint
venture “is not a 100-percent exclu-
sive,” said President Harry Goodwin.
But it does hold the major share of the
China market in these categories. L its
first full year of business, Huatang's
imvoiced sales volume amounted to $28
million. That, according to Scheuren
President Bruce Lasher, 15 roughly
equivalent to 70 million square vards in
a USimport market from China ol 125
million square vards. Lasher sees that
share continuing to grow in Huatang’s
second vear.

The wielding of exclusives—or near-
exclusives, as most turn out to be—can
be a potent force in the US market. One
Sino-US joint venture has barely been
able 1o get a start in the market due to
the operation of one exclusive and
competition from another joint ven-
ture company here.

MACVIN, a Hong Kong joint venture
between MACHIMPEX and the Hong
Kong-based Vincor International, is
competing in the US on several fronts,
with subsidiary othces in three ciues.
(Another Vincor company in Hong
Kong has a joint venture with INDUS-
TRY called Vincor Forest Products,
which has its own New York othce. But
President Lorenz Vincenz reluses to
give any details about the business.)

I'he MACVIN subsidiary EESCO, Inc.
operates an othce and showroom in
Houston that services the oil industry.
Zhang Hao, the aruculate Chinese
president, claims the office has contract
signing authority for pumping units,
thread gauges, and oil equipment and
components. Business admittedly has
been negligible while EESCO takes the

initial steps of introducing itself

through industry exhibitions.

The New York MACVIN subsidiary,
Intercontinental Technologies, like-
wise Is just making a start. Vice-
President Luo Kaifu says the othce was
formed less than a vear ago to serve asa

middleman for machine tools, diesel
engines, hvdrauhc and electric power
equipment, textile machinery, con-
struction equipment, pumps, and cast-
ings. It has no contract signing author-
iy,

Most of MACVIN's US contracts so
far have been orchestrated by the
American Industrial Corporation in
Dallas. And the majority of those deals
have been exports to China. Vice-
President Bill Shockley reports that ab-
out 40 contracts have been signed with
5 PRC organizations since November
1980—mostly for sales of oil equip-
ment and electronic components. The
office’s increased import drive is
centering on electronic components,
transformers, circuit breakers, tele-
phone cable, and electronic wire and
cable.

Though Shockley declined o give
exact sales figures, he said the business
volume for January of this year dou-
bled the total for all of 1981.

he latest addition to the list of Sino-
US joint ventures is perhaps the
most ambitious. Chinese Native Prod-
ucts, Lid. (CNP), a New York impor-
ter, has just hnalized an agreement

with the Guangdong Foodstuffs Indus-
try Corporation to form the first manu-
Facturing joint venture between China
and the US. The partners are purchas-
ing a canning plant in Des Moines,
lowa, to be renovated and equipped
for the production of Pearl River
Bridge canned food. Poultry, beef, and
pork dishes will be turned out o the
tune of 200,000-300,000 cases in the
first vear. The equipmentis American:
the recipes and technical experuse,
Chinese.

CNP President Ming Yi Chen said
that in this case, his company proposed
the joint venture to China. (lowa
sweetened its ofler of a factory site by
guaranteeing a $1.6 million industrial
revenue bond.) Though originally con-
ceived as an “almost 50/507 part-
nership, Chen says CNP will now con-
tribute 60 percent of the venture’s
capital. Various types ol service con-
tributions by the Chinese are being dis-
cussed as 20 percent of their invest-
ment.

The wholesale operation will consist
of three managers from both sides, 5 to
10 Chinese technical personnel, and up
to 50 factory workers from the US.
Moreover, the canning facility will pro-
vide a very specialized product that
does not directly compete with a US
brand.
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[t is a rare joint venture that can ht
into its own niche of the market without
bringing on charges of obstructionism.
The Sichuan Pavilion restaurant in
New York City is an interesting exam-
ple. Deemed an ofhcial jointventure by
the Foreign Investment Control Com-
mission, but as a looser cooperative by
its Chinese-American board chairman
(since the Chinese put up none of the
money), the restaurant grew out of an
ofthand remark by a university profes-
SO

C. 1. Wu, now both a New York pro-
fessor and restauranteur, was visiting
his native Sichuan Province in 1980
when the subject arose. "1 was making a
pitch about how New York could help
them with their modernization drive,”
he said. When one ofhcial asked the
mevitable question of how China could
help New York, Wu said the city's
Sichuan restaurants could use spicing
up. In a Hash Sichuan’s governor
embraced the idea of sending some of
the province's finest chefs to help setup
an enterprise there. (The governor—
now Premier Zhao Zivang—had a
reputation for getting things done.)

Wu pays the chels' salaries and living
expenses, and buys all the materials
and decorations through the Vegetable
and Food Catering Service of Sichuan.
At year's end the restaurant remits “15
to 20 percent of the prohts™ o Sichuan,
said Wu—provided it's a good vear.

(Apparently 1981 was a good year.
Wu now plans to open a second
Sichuan Pavilion under the same
arrangements in Washington, D.C.)

Because so many joint ventures have
been formed by importers trying to
lock up a share of the market, some
partners are quick to point out thein
functions as facilitators, not competi-

tors, to other importers. For ing
Shandong Enterprises, a 50/50 joint
venture between the Shandong For-
eign Trade Counal and Camhing En-

ince,

terprises, a Hong Kong linen importer,
is described by its general manager as
“a marketing arm” that “plays a sup-
porting role to importers.” In the hrst
nine months, the hrm’s New York and
Qingdao oflices broughtin $4.5 million
worth of business, mainly in raw mate-
rials, hardwares, hght industrial prod-
ucts, and arts and crafts. Many ol
those goods are made to importers’
orders, Manager Allen Wong ex-
plained, since the handicrafts may be
“too ortental” for the US market.
Another joint venture marketing
specialty items is China Resource Prod-
ucts of New York, which has aroused
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the ire of some importers by its practice
ol selling both to wholesale and retail
customers at similar prices. The 50/50

joint venture between ARTCHINA'S

Beijing branch and an Overseas
Chinese fiirm called Trinity Develop-
ment did about $1.5 million worth of
business in its first vear, but reportedhy
has had little luck expanding sales.

One digruntled importer compared
China Resources’ double-edged com-
petition with problems she encounters
in most Chinese subsidiary othces here:
“They don’t distinguish between
wholesale and retail, long-term and
short-term customers with their
prices.” she complained.

Most of the US-based ventures
should be able to minimize such prob-
lems in certain product areas, since
their primary function is to manage
China’s often scattershot marketing
approach. But several US traders in-
volved in joint ventures with China said
those outside difhiculties are minor

at
least compared to some of the prob-
lems going on inside the venture itself.

he advice seems straight out ol a

fortune cookie. The advisor,
however, speaks from personal experi-
ence rather than ancient proverbs:
“Beware of vour choice in partners.” he
warned.

Company A had been dealing with
China for years before it accepted an
invitation to discuss a possible joint ven-
ture in 1978, Relations had been cor-
dial and business good. But negotia-
tons dragged on several vears betore
the HO/50 venture was signed.

The American partner didn’t mind
furnishing most of the start-up capital;
with his ofhice already running. he
reasoned, that would be a minor ex-
pense. Operating funds would likewise
come from him unul the business got
going.

A vear and a half later, he's footing
colossal bills generated by his Chinese
staffers, and complaining about a mar-
riage he now feels was doomed from
the start. His bureaucrat partners, he
said, are making up for the depriva-
tions suffered during the Cultural Rev-
olution with spending sprees on the
company tab. They generously pick up
expenses
at the finest restaurants, and rent
limousines when taxis would do.

Company B uncovered a number of

for visiting delegations, dine

universal problems when he went to
China for joint venture talks—both in
his negotiations and in the reports of
other would-be partners. Communica-

tions tend to deteriorate as questions
hecome more specific. Traders have
found it dithcult to pin the Chinese
down on procedural details that must
be spelled out under the foreign coun-
try’s joint venture law, Talk of money is
practically taboo; if both parties enter
the agreement in good faith, it is
reasoned, the rest will work itselt out.

Stathing discussions open up their
own world of problems. Complained
one trader: “All the Chinese will say 1s
that Mr. So-and-So will be the vice-
president. Not what he can do.”

To the surprise of at least one other
American partner in a Chinese—Amer-
ican joint venture, the old [riends he
had been dealing with for vears were
not even considered for his venture's
US stafl, and new people had 1o be
brought in for training.

US wraders admit to hearing these
problems time and again. The every-
day hardships of buyimg and selling in
China are quadrupled, some say, when
investments of money and stafl come
into play. One joint venture partner
sees such severe problems when capital-
ists and socialists try towork togetherin
his ofthice that he recommends limiting
Chinese participation to membership
on the board.

President B would like to see his joint
venture Hy—even though his partners
have vet to come forward with details
about the amount of business and back-
up they plan to provide. He believes,
like many US waders, that the joint
venture concept offers China a good
way 1o “walk itsell ino the market.”

The real danger, in the view of Com-
pany President A, 1s that the Chinese
will walk out on the partnership once
they learn the market. Another US
partner strongly disagrees, believing
that China would notwant to risk losing
face. His concern centers on the part-
ners' not contributing their fair share
to the business.

“I'm sure they wanted this venture as
a stepping stone in the US.” he re-
marked. "But I won't be stepped on.”

Firmness, experience in China trade,
and above all patience stand out as the
most important qualities for a potential

Joint venture with the PRC. Most of the

traders mterviewed have high hopes
tor their partnerships, believing the
Chinese will be able to grow along with
the venture. It will take time. Thirty
vears separate China from the days of
its capitalist past. Certainly, a few more
will pass before its foreign traders can
feel confident buying and selling in a
foreign land.
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to by William H. Russell

View of Embassy (Legation) Island in Xiamen.

sone USexecutive putit, “They

are a family affair—for Over-

seas Chinese only.” It is hard to
quarrel with the figures: All but 5 per-
cent of the HKS$2.4 bilhon (5410 mul-
lion) so far committed to projects in the
Shenzhen Special Economic Zone, Chi-
na's most advanced SEZ, is from Over-
seas Chinese.

I'he Overseas Chinese connection 1s
even more important in Fujian's Xia-
men zone, where the authorities are
under pressure from Beijing to de-
velop close ties with Overseas Chinese,
whose influential members, the gov-
ernment hopes, eventually will bring
pressure on Taiwan to reunite with the
mainland.

The beliet that China's SEZs are
purely a “tamily affair” is of course
underscored by press reports like the
recent announcement in the South Chi-
na Morning Post, atributed to Xiang
Zhen, deputy director of the Xiamen
SEZ, that Overseas Chinese should ex-
pect the most favorable terms of all.

Such reports undoubtedly have
scared off a few companies from invest-
ing in the SEZs. But the question the
companies should ask themselves is
this: How do the actual terms offered in
China’s SEZs compare with those in
similar zones in other countries?

I'o those who remember how care-
fully China researched export zones
elsewhere in the world—sending teams
to Sri Lanka’s Colombo International
Airport Zone in 1979, and to the Ba-
taan export processing zone in the Phil-
ippines in 1981 —the answer should
come as no surprise: China's four zones
in Zhuhai, Shenzhen, Shantou (all n
Guangdong Province), and Xiamen (in
Fujian Province), compare very favor-
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China’s SEZs

Terms in the special economic
zones compare well with those
in other parts of the world.

James B. Stepanek

ably in many respects with export pro-
cessing zones around the world.
Land rentals, for example, range
from a low of 19¢ per square foot per
vear in Xiamen, to an average annual
charge of $1.10 per square foot for
underdeveloped industrial property in

Shenzhen, according to Artcle 16 of

the Shenzhen land control regulations
promulgated on November 17, 1981,
Rates for “under root™ factory space in
export processing zones in Jamaica,
Barbados, Colombia, and the Domini-
can Republic, reportedly range from
$2.50 to $3.50 per square foot. As in
China, the land and buildings in these
zones normally may be leased for at
least 20 years with an option to extend.

Projects in China, as elsewhere, tend
to be small scale. In Shenzhen, the for-
eign exchange component of the aver-
age project is $580,000, according to
Xu Dixin, the director of the Econom-
ics Institute of the Chinese Academy of
Social Sciences. The comparable figure
for Sri Lanka is $1.3 million. Invest-
ments in Xiamen range {rom a high of
$1 million for joint equity ventures to
roughly $40,000-8100,000 for com-
pensation trade deals.

Per-worker investment in Shenzhen
is about $6,000 at the Goodyear Print-
ing plant, $60,000 at the LMK printing
and dyeing factory, and nearly
$190,000 at the Pepsi Cola plant, well
above the World Bank estimate of
$10,000 believed to be the norm in
MOSL eXPOort processing zones.

Costs of raw materials are high in
China, sometimes approaching inter-
national price levels. However, imports
of machinery and raw materials are tax
exempt, and special low duty rates are
considered on taxable items. But no

concessions are granted comparable to
those offered in Bombay's Santa Cruz
Electronics Export Processing Zone,
where foreign firms reportedly pay dis-
counted prices on all Indian-made
components used by zone enterprises.

~hina's high wage policy naturally
(A(liminis]l{-s the appeal of its SEZs.
I'his i1s a major obstacle to attracting
investors, inasmuch as low labor cost is
believed to be the single most impor-
tant factor behind the dramatic growth
of export processing zones, from 7 in
1970 to about 68 in 40 developing
countries today, according to Carl D,
Goderez, a World Bank consultant on
(".'(I)(H" i)l‘()(‘(’ssing zone (ll'\‘L’ll]plll(‘lll.

I'hough the average industrial wage
in China is only ¥60 per month (about
$35), the government insisted when
China’s zones began to open up in
1980, that foreigners should pay a wage
approaching Hong Kong levels. But
Article 7 of China’s most recent labor
legislation, which took effect in Shen-
zhen this January, assures investors
that “the terms of remuneration shall
be negotiated.” The new regulations
also allow firms to negotiate their own
wage system, adopting a piece rate sys-
tem, or system of payment by the hour,
day, or month.

In one important respect China’s ex-
port zones closely resemble Mexico’s
Border Zone Program in that investors
are not required to locate in designated
estates. [n both countries approved ex-
portindustries in off-zone premises en-
joy the same privileges conferred on
zone enterprises. For example, in
Shenzhen Municipality, a 100-percent
foreign-owned plant established in the
Mirs Bay area in 1980 reaps all the ben-
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ehts granted enterprises in the Shen-
zhen SEZ (which occupies a 327.5-
square-kilometer area comprising one-
sixth of the municipality). The plant
pays an annual rent of only 39¢ per
square foot, lower than the rentals paid
by many enterprises in the Shenzhen
SEZ.

In Mexico, export processing activi-
tes also are centered in a few urban
enclaves such as Ciudad Juarez, where
infrastructure facilities are most de-
veloped. But enterprises are encour-
aged to set up operations in a much
larger free trade area surrounding
these enclaves, which encompasses a
20-kilometer-wide zone running the
entire southern perimeter of the US-
Mexican border. In China the potential
free trade area is even larger, encom-
passing the three provincial-level
municipalities of Berjing, Shanghai,
and Tianjin, as well as Guangdong and
Fujian. All five have been granted ex-
panded self-management authority in
the area of foreign trade and invest-
ment, a privilege that cash-poor prov-
inces in China covet. As zone fever be-
gan to spread in 1980, Hainan Island
started advertising itsell as an export
zone, and in early 1982, Shanghai
announced plans to set up a “special
industrial area” 25 kilometers south-
west of the city, to be managed by the
Shanghai International Trust and In-
vestment Corporation.

China ditters from Mexico in that 1t
lacks a strong central authority to over-
see zone activities. Mexico's Ministry of
Patrimony and Industrial Develop-
ment keeps watch over foreign invest-
ments to ensure, among other things,
that the country’s local zone authorities
do not engage in “intra-zone competi-
tion and rivalry harmful to the nation,”
according to Goderez. Sri Lanka’s
Greater Colombo Economic Commis-
sion, the Barbados Industrial Develop-
ment Corporation, and similar author-
ities in Taiwan, Mauritius, South
Korea, Ireland, and the Phillippines
serve the same function in their respec-
tive areas.

I'he supervision of China's SEZs has
been left mainly to provincial bodies,
namely the Guangdong Provincial
Committee in charge of the Special
Economic Zones, headquartered in
Shenzhen, and the Xiamen Construc-
tion and Development Corporation.
The former committee controls Zhu-
hai, Shenzhen, and Shantou, but its au-
thority over Shekou (a small port zone
within Shenzhen) is shared—some
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would say usurped—by the China Mer-
chant  Steam Navigation Company, a
Hong Kong subsidiary of China’s
Ministry of Communications that was
empowered in 1979 to negotiate all
foreign ventures in Shekou. Recently,
China's Ministry of Petroleum Indus-
try has been eyeing a small zone of its
own near Shekou to develop into a ma-
jor supply base for drilling operations
in the South China Sea.

erhaps China’s extraordinary ex-
Ppm*t;ilinns to have foreigners build
harbors, highways, waterworks, rail-
ways, and even airports in its SEZs,
is the most unique aspect of its SEZ
strategy. Export processing zones in
other countries are basically industrial
estates “located administratively out-
side the host country’'s customs bar-
rier,” as dehined by the World Bank. So
too are China’s SEZs, except that China
does notintend to limit foreign involve-
ment to the sort of small-scale assembly
and packaging operations normally
found in such zones.

So why has China singled out a 30-
square-kilometer satellite city, two jet
airports with 4,000-meter runways,
deepwater wharves, an expressway,
and a 10-million-ton-per-year oil re-
hnery as appropriate SEZ investment
ventures for foreign companies?

I'he answer lies in the politics of
“readjustment,” as the Chinese call
their country’s current drive to slash
spending. In order to revive the infra-
structure projects in Guangdong and
Fujian cut from Beijing’s budget in re-
cent years, the authorities are putting
many of the projects on the interna-
tonal auction block.

Fujian’s 1981-85 Five Year Plan, for
example, has budgeted ¥5.5 billion
($3.2 billion) for investment, of which
¥1 billion will come from Beijing, ¥1.9
billion from the province, ¥1.2 billion
from banks in the province, and ¥1.4
billion —one-quarter of the total—
from foreign investments, mainly n
the Xiamen SEZ. Many of the projects
included in the plan were axed from
the central government’s list of priori-
ties, and can only be revived if the pro-
vince comes up with the cash.

Such large hnancial needs are
beyond the capability of most Hong
Kong entrepreneurs, and the author-
ities now seem eager to attract a wider
range of foreign enterprises. including
giant multinationals. What began as a
family venture may yet become an in-
ternational affair,

XIAMEN ™
(Amoy) \

The Xiamen zone was
the first to designate as a
special economic zone
the entire city—not just
the 2.5 square kilometer
Huli export processing
area. It also took the lead
in encouraging the estab-
lishment of 100 percent
foreign-owned enter-
prises. Says one US ex-
ecutive, “The business
climate in Xiamen is se-
rious.” Were it not for
Xiamen’s distance from
Hong Kong and general
inaccessibility (a jet air-
port will not be com-
pleted until late 1982),
Xiamen probably would
be prospering as much as
the Shenzhen SEZ.

39



Guangdong port scene.

uangdong Province has issued

new “provisional regulations”

on special economic zones
aimed at enhancing the attractiveness
of its SEZs 1o foreign investors. The
regulations cover entry and exit proce-
dures, the labor and wage system, land
usage, and business registration.

The Guangdong People’s Congress
promulgated the four new regulations
on November 17, 1981, under liberal-
ized State Council guidelines issued last
summer that granted Guangdong and
Fujian unprecedented power to im-
prove the investment climate in their
respective special economic zones. S0
far Guangdong has established zones
in Zhuhai, Shenzhen, and Shantou. In
Fujian, similar regulations are ex-
pected to be issued soon governing the
Xiamen Special Economic Zone.

I'he new provisional regulations
came into effect on January 1, and are
intended to amplify certain provisions
of the Regulations on Special Economic
Zones in Guangdong Province, which
were promulgated on August 26, 1980
(see The CBR, Sept.—Oct. 1930, p. 54).
['he 1980 regulations—26 articles long
but short on details—have been criti-
cized tor glossing over important issues
ol concern to foreign investors.

I'he new provisional regulations
mark an important step in removing
some of the haze that surrounds the
1980 SEZ regulations. Many observers
hoped that the regulations would ex-
tend more concessions to foreign inves-
tors than they do. Reports circulating
in Hong Kong since last August indi-
cated that the regulations would also
contain provisions liberalizing foreign
exchange procedures and specifiy
further types of preferential tax treat-
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Four new regulations fill important gaps

Michael ). Moser

ment. It is now expected that these
issues will be dealt with in a separate set

of regulations to be announced later

this vear.

One thorny question left unresolved
is how the new regulations will affect
the Shekou Industrial Zone. Although
technically a part of Shenzhen Munici-
pality and thus within the jurisdiction
of the new regulations, Shekou is run
by the PRC-owned China Merchant
Steam Navigation Co. in Hong Kong.
In the form ol an investor’s handbook,
China Merchant issued its own rules
that provide more favorable treatment
to investors than do the 1980 SEZ reg-
ulations and the new provisional reg-
ulations. Whether Shekou will con-
tinue to act, as it has thus far, as a spe-
cial zone within a special zone remains
to be seen.

I'he real impact of the four new pro-
visional regulations can only be assessed
after they have been implemented. The
final picture, once it emerges, should
provide investors with clearer guide-
lines for doing busines in the SEZs.

Entry and Exit:
Easing Travel Restrictions

Traders operating in the SEZs have
complained about the cumbersome
procedures required to clear immigra-
ton and customs, especially in Shen-
zhen. Although Article 18 of the 1980
SEZ regulations promised that “entry
and exit procedures will be simplified,”
little apparently has been done to im-
plement this provision.

While not affecting the existing visa
rules applicable to foreigners who may
pass through the SEZs on their way to
other destinations in China, the new

provisional entry/exit regulations are
aimed at facilitating the movement of
people and goods into and out of the
SEZs. For example, the new regula-
tions allow foreigners and Overseas
Chinese, alter receiving a “letter of
proof™ from the SEZ development
company, to apply for multiple-entry
visas if they have set up factories, are
doing business or have a home in the
SEZs, or are required to travel regular-
ly to the SEZs. The Chinese text of the
regulations seems to imply that nego-
tiations and preparatory work would
also make one eligible for a multiple-
entry visa. 1f7this is true, it will be wel-
come news to investors considering
projects in the SEZs, who are often re-
quired 1o participate in numerous pre-
liminary meetings before a deal 1s
signed.

In addinion, the new regulations-ease
restrictions on transport vehicles
traveling betwen the SEZs and Hong
Kong and Macao. After obtaining local
government approval, vehicles may be
issued a pass by the public security
bureau for border crossing.

Whether the new provisional entry/
exit regulations will actually reduce the
long hours and inconvenience of enter-
ing and leaving the SEZs remains to be
seen. Much will depend on how flexibly
the regulations are administered by the
local government agencies.

One disturbing aspect of the new
regulations is that they fail to simplify
existing customs inspection proce-
dures. Although the 1980 SEZ regula-
tions promised that import duties on
many items would be reduced or elim-
mated, the new regulations simply
state that these issues are to be handled
in accordance with the “relevant con-
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trols and regulations issued by the cus-
toms authorities.”™ But until China’s
customs rules are liberalized—and
clearly made known to investors—this
ambiguity considerably weakens the
new entry/exit regulations.

Guangdong Provisional

Entry/Exit Regulations in
Special Economic Zones

Article 1. These provisional regula-
tions are drawn up in accordance with
the relevant laws and decrees of the
People’s Republic of China and the
Guangdong Special Economic Zone
Regulations.

Article 2. These provisional regula-
tions apply to all foreigners, Overseas
Chinese, Hong Kong, Macao, and
Taiwan compatriots who enter the spe-
cial economic zones (SEZs) via the
country’s open ports within the SEZ or
via ports designated for the SEZ. Those
entering China via open ports to other
parts of China or leaving from other
parts of China via the SEZ should do so
in accordance with existing regula-
ons.

Those entering and leaving are sub-
ject to inspection by the port inspection
authorities.

Article 3. Those entering from
Hong Kong or Macao should do so in
accordance with the following entry
procedure, whichever the case:

1. Foreign nationals and Overseas
Chinese should, with their passports,
make entry/exit application through
authorized travel organs or other rep-
resentative organs in Hong Kong or
Macao to obtain visas from China’s visa
issuing organs before being given in-
spection and clearance at border check-
points. Foreign nationals and Overseas
Chinese who have set up tactories, have
other work, or have bought homes or
live in the SEZ and need to travel reg-
ularly to and from the SEZ may, with a
letter of proof from the SEZ develop-
ment company, apply for multiple en-
try/exit visas.

2. Hong Kong and Macao compa-
triots shall present their "Home Visit
Certihcate” and the accompanying
formor card to be checked and cleared.
Those who have set up factories, have
other work and have bought homes or
live in the SEZ and regularly need
same-day entry/exit may apply to be
exempted from filling out the accom-
panying sheet or card. They should do
so by presenting a letter of proof from
the SEZ development company or their
“Hong Kong Macao Compatriot Resi-
dent Permit” to obtain authorization
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trom the SEZ (municipal) Public Secur-
ity Bureau. Those exempted from
filling the accompanying sheet or card
may be issued a permanent registration
booklet for personal effects by the cus-
toms inspection. Such booklets will be
filled out by the bearer for customs in-
spections and clearance.

3. Taiwan compatriots entering the
SEZ via Hong Kong or Macao may ap-
ply for entry/exit through authorized
travel organs in Hong Kong and Macao
with proot of their personal identifica-
tion to obtain entry/exit papers issued
by China’s visa issuing othces.

Article 4. Foreigners applyving for
entry into an SEZ directly from other
countries or territories (other than
Hong Kong or Macao) must present
entry visas issued by China’s visa
issuing ofthce for inspection and clear-
ance.

Article 5. Tour groups of foreign
nationals and Overseas Chinese to
SEZs from Hong Kong and Macao for
tourist reasons may be issued group
visas for inspection and clearance.

Article 6. Foreign nationals, Over-
seas Chinese, Hong Kong and Macao
compatriots who own homes in or live
in SEZ and who are to live there six
months or longer but less than one vear
may be issued a temporary resident
permit by the SEZ (municipal) Public
Security Bureau: those who live in an
SEZ a year or longer may be issued a
resident permit, renewable yearly,

Article 7. Baggage and goods of
persons entering SEZs from Hong
Kong, Macao, or Overseas are subject
to relevant controls and regulations of
the People’s Republic of China's SEZ
customs inspection.

Article 8. Persons and goods from
epidemic areas, which fall under
“Health and Quarantine Regulation,
People’s Republic of China's” and
“Animal and Plant Quarantine Regula-
tions, People’s Republic of China,” are
subject to mspection at the portof entry
by the health quarantine and animal
and plant quarantine authorities.

Article 9. Foreign nationals enter-
ing other parts of China from the SEZ
orentering the SEZ from other parts of
China shall do so in accordance with
existing regulations.

Article 10. Transport vehicles
traveling between the SEZ and Hong
Kong or Macao should, through
approval by the SEZ (Municipal) Peo-
ple’s Government, obtain a pass from
the SEZ (Municipal) Public Security
Bureau for inspection and clearance.

SHENZHEN
P Mg Cat iy & g 4
. Shenzhen | N b :l/
/' Municipality | -~/ <
Shefyrhen ; LS
special '~ A
Econamic )/ »
Tone w0 I
.)Kr‘
e P
~
i
!
. )
1
1] xowibon 22> o
7
Hong Kong

St e La8ng Pia Surg 8 omg

Shenzhen has become
China’s most successful
special economic zone,
attracting more than 10
times the combined for-
eign investment made in
China’s three other ma-
jor zones. Within its
327.5 square kilometer
area, a multitude of
“zones within a zone”
have sprung up specializ-
ing in different types of
commercial activities,
ranging from pig farming
and electronics to re-
creational boating and
golf. At one such mini-
zone on Chiwan Bay,
China’s Petroleum
Ministry intends to build
a major oil supply base
for the exploration of the
South China Sea.
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Article 11. Entry/exit procedure for
Chinese cadres and stafl working in the
SEZ shall be in accordance with existing
regulations.

Article 12. These provisional reg-
ulations are effective as ol January 1,
1982,

Wages and Labor: Tighter Discipline

I'he new labor regulations have
teeth: They permit SEZ enterprises to
issue warnings to workers, impose
wage reductions, and even lay oft or
fire workers after giving them a sever-
ance payment equal to one month's
wages for every year of service. But
such disciplinary actions are subject to
review by the SEZ Labor Bureau, which
is also authorized to act as a mediator in
cases of labor disputes. Enterprises dis-
satisfied with the bureau’s decisions are
granted the right to appeal to the local
People’'s Court.

Poor discipline among workers prob-
ably has been the greatest cause of in-
vestor dissatisfaction in the SEZs. Here
again, the 1980 regulations promised
improvements, but in fact produced
few changes. Most enterprises operat-
ing in the SEZs, even after the 1980
regulations were passed, still had to
accept workers assigned by the local
Labor Bureau. Moreover, hrms gener-
ally have had no authority to fire work-
ers. Most could only request the Labor
Bureau to reassign workers to other
factories.

For companies encountering laboi
problems in the SEZs, the new Pro-
visional Labor and Wage Regulations
provide some welcome news. They
allow firms to recruit workers either by
requesting the assistance of local labor
service companies or by advertising on
their own. The regulations also allow
the firms to select applicants by ex-
amination and hire applicants for a
probationary period of three to six
months.

Under the new regulations, employ-
ment contracts will be negotiated
directly between enterprises and em-
ployees. While the contracts must be
approved by the SEZ Labor Bureau,
enterprises apparently will be given
considerable flexibility in fixing some
of the employment terms. For exam-
ple, the regulations do not fix a mini-
mum wage, but state that wages and the
basis of payment (piecework, hourly, or
monthly) are negotiable. Other key em-
ployment terms: 70 percent of a work-
er's wages are to be paid directly to the
worker, 5 percent to the enterprise’s
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wellare fund, and 25 percent to man-
datory labor insurance and “various
state subsidies,” which are unspecified

One provision in the new regulations
which may cause concern to investors is
the requirement that enterprises
accept resignations tendered by work-
ers “under special circumstances.”
What these special circumstances are
intended to cover is unclear. Still, the
regulations do provide sateguards
against at least one potential area of
abuse: using employment with an en-
terprise merely as a means to obtain
free training. The regulations state that
employees who have received at least
three months of training from the en-
terprise may not resign prior to the
completion of at least one year’s ser-
vice. Workers who breach this provi-
sion must compensate their employers
for the costs of their training.

I'he test of these more flexible labor
regulations will come when firms
negotiate contracts: Will foreign firms
be allowed to negotiate and draft their
as the regulations

own documents
imply—or will they have to use form
agreements drawn up by the SEZ labor
authorities?

Guangdong Provisional Labor and

Wage Regulations in Special
Economic Zones

Article 1. These provisional regula-
tions are drawn up in accordance with
the relevant laws and decrees ol the
People’s Republic of China and the
Guangdong Special Economic Zone
Regulations.

Article 2. The hiring of stafl and
workers by foreign enterprises, and

Joint equity and non-equity enterprises
(hereafter SEZ enterprises) will be ex-
ecuted according to labor contracts
concluded between the employer and
employee. The labor contract shall in-
clude the following points: employ-
ment, dismissal, and resignation; job
specification; service payment, award,
and fines; working hours and holidays;
labor insurance and welfare; labor pro-
tection; and labor discipline. The con-
tract is subject to the approval of the
SEZ Labor Bureau.

Article 3. The special economic zone
of Shenzhen and the municipahues of
Zhuhai and Shantou shall, under the
guidance of the SEZ (Municipal) Labor
Bureau, set up a labor service company
to assist SEZ enterprises in the employ-
ment of labor and provide guidance for
those seeking a contract with SEZ en-
terprises.

Article 4. With approval from the
Labor Bureau, an SEZ enterprise may
hire staff and workers through the
labor service company. It may also
adveruse for workers on its own behalf.
Selection may be made by examination.
Successful candidates may undergo a
three- o six-month probation period.

Article 5. The staff and workers em-
ployed by an SEZ enterprise must be
above the age of sixteen.

Article 6. The staft and workers em-
ployed shall abide by the labor contract
and requirements of the management
of the SEZ enterprise. The SEZ enter-
prise may open technical schools o
classes to train its management person-
nel and technical workers.

Article 7. The terms of remuncra-
tion shall be negotiated and set out in

The R. J. Reynolds Co. of the US equipped the Xiamen cigarette factory.
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the labor contract. Allowances shall be
made for different levels of remunera-
tion according to different kinds of en-
terprises, and different types of work.
Allowance for a progressive annual in-
crease in remuneration of 5—15 per-
cent shall be made in accordance with
the degrees of prohcaency of the staft
and workers.

Article 8. The apportioning of the
labor remuneration shall be as follows:
70 percent goes directly to the staff and
workers as wages (including basic and
Hloating wages); 5 percent is deducted
for enterprise subsidies and other ben-
efits for the staft and workers; 25 per-
cent is for use as social labor insurance
and various forms of subsidy the state
provides for workers and staff.

Article 9. The SEZ enterprise makes
its own decisions on the enterprise’s
form of wages, awards, and allowances.
Wages may take the form of piecework,
or hourly, daily, or monthly work as the
SEZ enterprise deems fit.

Article 10. The SEZ enterprise oper-
ates on a six work-day week and an
eight-hour day basis (with the excep-
tion of special types ol work tor which
rules shall be made separately). Over-
time shall be paid accordingly.

Article 11. The staff and workers
employed by the SEZ enterprise shall
enjoy rest days, public holidays, home
leaves, and special leaves for marriage
and other reasons as stipulated in reg-
ulations promulgated by the Chinese
government, as well as other rights and
benefits supulated in the labor con-
tract.

Article 12. The SEZ enterprise 1s
under the obligation to abide by laws
and regulations pertaining to labor and
environment protection, to ensure
labor safety, and healthy working con-
ditions. Over all these respects the SEZ
authorites reserve the right to inspect
and supervise.

Article 13. The SEZ enterprise is
under obligation to abide by the
Chinese government's regulations on
women workers and give special con-
sideration to the protection of their
health.

Article 14. The SEZ enterprise is
under obligation to make arrange-
ments according to the Chinese gov-
ernment’s Labor Insurance Regula-
tions in the event of accidents which
occur at work and cause wounds, dis-
ability, or death.

Article 15. The SEZ enterprise is
obliged to accept the resignation of
members of the stafl and workers ten-
dered under special circumstances.
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Workers who have received special
training for a period of three months
or more are not allowed to tender res-
ignation unless they have completed a
year’s service. A worker who insists on
resignation or leaves without permis-
sion shall be responsible for the com-
pensation of the costs of his training.

Article 16. The SEZ enterprise has
the right to lay off staff and workers
whose employment 1s considered re-
dundant or unnecessary either in view
of changes in production or technical
conditions or because of failure to
reach requirements after training and
yet there is no suitable work to which he
could be reassigned. Dismissed staff or
workers are entitled to a month’s wages
for every year of service; one who has
not completed a year’s service is enti-
tled to a month’s wage. One who is still
on probation is entitled 1o half a
month’s wage.

Article 17. The staff and workers of
the SEZ enterprise are subject to warn-
ings, demerit marks, wage reductions,
or dismissal in the event of violating the
enterprise’'s regulations and causing
losses, and according to the nature and
degree of their offense. All cases of dis-
missal shall be reported to the SEZ
(Municipal) Labor Bureau.

Article 18. In the event of a member
of the statt or worker refusing to accept
dismissal he (she) may present his (her)
case again to the enterprise for further
consultation. If the consultation fails,
the case may be referred to the SEZ
(Municipal) Labor Bureau for media-
tion. Either side has the right to appeal
to the local People’s Court if it consid-
ers the Labor Bureau's decision un-
satisfactory.

Article 19. All matters concerning
the hiring, dismissal, resignation,
awards, fining, welfare, and social in-
surance for Hong Kong, Macao, and
Faiwan compatriots in SEZ enterprises
shall be decided by the board of direc-
tors of the SEZ enterprise and should
be specified in the contracts governing
employment.

Article 20. The above provisional
regulations are effective as of January
I, 1982,

Land Use: Less Room for
Construction Delays

The land use regulations apply only
to Guangdong’s largest SEZ, the Shen-
zhen Special Economic Zone. They re-
state the well-known principles that
land rights are rights of usage and not
ownership;: that all forms of land sales
are forbidden: and that local author-
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Zhuhai became Chi-
na’s first announced
“special district” on
September 6, 1979. To-
day itis developinga 3.1
square kilometer area for
light industry and the
assembly of electronic
components for export.
Another 3.7 square kilo-
meter area has been set
aside for resorts and
hotels. In an unpre-
cedented decision, the
central government has
decided to let Zhuhai
and Shenzhen open their
economies to the mar-
ket influences of Macao
and Hong Kong. This
could eventually lead to
the establishment in
these SEZs of an eco-
nomic system Beijing
officials recently called
“state capitalism.”
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ities have the right to regulate and allo-
cate land in accordance with Shen-
zhen’s overall development plan.

Most signihcantly, the new regula-
tions spell out rental rates and proce-
dures not covered in Article 12 of the
1980 SEZ regulations. Though the
rates will vary according to location,
certain types of enterprises will have to
pay more than others. For example,
industrial enterprises must pay ¥10-
¥30 per square meter per year (be-
tween $0.55 and $1.64 per square foot
per year at current exchange rates),
while commercial enterprises must pay
top rentals of ¥70-¥200 per square
meter per vear ($3.80-510.93 per
square foot per year).

The rates are comparable to those
charged foreign joint ventures in other
parts of China—rates that some for-
eign investors regard as excessive, espe-
cially for commercial property. While

Hong Kong investors, long accustomed
to exorbitant land charges, may find
Shenzhen's rates attractive, it is doubt-
ful whether the rates will generate en-
thusiasm among executives from other
countries.

To obtain building nights in Shen-
zhen, enterprises with approved con-
tracts may apply to the municipal plan-
ning department in Shenzhen for a
certihicate of land use. Within six
months after issuance of the certificate,
the enterprise must submit a blueprint
and construction plan. Ground break-
ing must occur no later than nine
months after the certificate is issued or
the certificate may be canceled. It prop-
erly enforced, these provisions should
improve land use planning in Shen-
zhen. More important, they could re-
duce the frequently reported delays in
securing land permits and in construc-
tion often caused by the procrastina-
tion of the PRC investment partners,
who are typically given responsibility
for such matters in joint venture con-
tracts.

Rate payments may be made in a
lump sum any time within the two-year
period following the issuance of the
certificate of land use. Alternatively,
enterprises may make rate payments
on an annual basis at an interest rate of
8 percent.

Other important provisions of the
land regulations concern the duration
of renewable leases and Shenzhen’s
land use charges. Land leases for in-
dustrial and tourist enterprises are
valid a maximum of 30 vears: for agri-
culture-related and commercial enter-
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prises (including restaurants), the hmn
is 20 years; and for marketable housing
enterprises and educational, scientific,
or medical enterprises, the limit is 50
years.

Guangdong Provisional
Land Regulations for

Shenzhen Special
Economic Zone

Chapter 1. Preamble

Article 1. These provisional regula-
tions are drawn up in accordance with
the relevant laws and decrees of the
People’s Republic of China and the
Guangdong Special Economic Zone
(hereafter SEZ) Regulations.

Article 2. All the SEZ s developed
and undeveloped mineral resources,
streams, cultivated and uncultivated
land, wooded areas, and land and oft-
shore resources are under the unified
administration of the Municipal Peo-
Shenzhen,
Guangdong Province, which has the
right, according to the reconstruction
needs of the SEZ and relevant laws and
decrees, to requisition, appropriate, or
nationalize the land in the SEZ.

Article 3. All units and individuals
shall abide by the SEZ general develop-
ment plan once it has been approved.
The topography and general con-
figuration of the land shall not be
altered without approval. Unautho-
rized appropriation of land and build-
ing of any kind is forbidden.

Article 4. Units and individuals
wishing to use land should apply to the
Shenzhen Municipal People's Govern-
ment. Land use is forbidden without
approval and the completion of the
necessary procedures. All contracts
concluded directly with units and indi-
viduals currently using the land with-
out ofhcial approval are invalid.

Article 5. Authorized units and indi-
viduals shall only have the right to use
land, but do not have ownership over it.
Land sales and all disguised forms of
land sales are forbidden. Leasing and
unauthorized transfer of land are like-
wise forbidden. Mining exploitation,
and impairing underground and other

ple’s Government ol

resources are not allowed.

Article 6. I he compensation for civil-
ian dwellings and other structures
which either have to be moved away or
torn down because of land appropria-
tion shall be made as stipulated in re-
levant regulations issued by the Peo-
ple’s Republic of China and the Guang-
dong Provincial People’s Government.

Article 7. The Shenzhen Develop-
ment Company is in charge of the ;l-./.
land development. Outside capital may
be acquired for development projects.
Arrangements regarding the revenue
from and costs for land development
shall be made by the development com-
pany.

Chapter Il. Land Development and
Administration

Article 8. An investor requiring use
of land shall, on the strength ol
approved documents, contracts, agree-
ments, and the submission of relevant
data, apply for the use of SEZs land
the municipal planning department.
He will be issued a “Certiticate for Land
Use™ upon completing the procedures
of payment for the use of the land and
demarcation of the land.

Article 9. The outside investor shall
submit a general blueprint and the con-
struction and production plans of his
investment within six months after the
Certificate for Land Use comes into
eftect, and break the ground for con-
struction according to the blueprint
within nine months after the certificate
comes into eflect. Failure to comply
subjects his certficate 1o forfeiture and
the fees paid will not be refunded. The
construction and commissioning of the
project shall proceed according to
schedule. Delay should be reported 1o
the department which approved the
project for verification of the cause of
delay. The certificate shall be canceled
in cases of illegitimate delay.

Article 10. All SEZ enterprises shall
be subject to the final inspection and
approval of the proper authorities be-
fore going into operation. Unless
approval is obtained, outside investors
shall not tear down, modify, or rebuild
any existing structure on the premise.

Article 11. SEZ enterprises shall
strictly follow the ratio of space allotted
to buildings and greenery required by
SEZ. This ratio shall not be altered at
will.

Article 12. All projects are required
to meet safety and fire prevention pre-
cautions as set out in Chinese govern-
ment regulations for civil engineering.
Enterprises violating these regulations
will not be allowed to go into operation.
Those who do so without authorization
and thus causing accidents shall com-
pensate for the losses and be held legal-
ly responsible for such accidents.

Article 13. The use of land shall be in

strict accordance with the contract and
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agreement signed by the SEZ enter-
prise. The land under contract shall
not be used tor other purposes without
approval.

Article 14.The use of land outside
the conhnes detimed by the certibcate
for land use shall be apphed tor accord-
ing to procedures stipulated in Artcle
H.

Chapter l1l. The Duration of Land
Use and Charges

Article 15. The duraton ol the use
ol land, which shall be decided in con-
sultation, varies according to the size
and actual needs of the investment.
I he maximum lengths of the duration
are:

Forindustral use: 30 vears: for com-
mercial use (including restaurants): 20
vears: tor development of marketable
housing: 50 vears: lor educational, sci-
entilic and technological, and medical
use: hl vears: for tourism: 30 vears: fo
crop raising, animal husbandry, and
raising grounds: 20 vears.

T'he use of land mav be renewed
upon expiry of the terms set out in the
certificate.

Article 16. Charges shall be collected
onall land used by enterprises fimanced
by outside investors or joint ventures.
I'he rates vary according to the location
and the purposes for which the land is
used. In RMB per square meter per
annum: land lor industrial use: 10-30
vuan; land tor commercial use: 70-200)
vuan: land for development of market-
able housing: 30-60 vuan: land (o1
tourism: 60-100 yvuan: land for crop
raising, animal husbandry, and raising
grounds: subject 1o negotiation.

I'he rates are subject to readjust-
mentsonce every three vears. The nun-
gin of Huctuavon shall not exceed 30
percent.

Article 17. All educauonal. cultural,
scientific and technological, medical,
and social weltare institutions shall re-
ceive preferential treatment. Nonprof-
it and exceptionally advanced tech-
nologies shall be exempt from land
charges.

Article 18. Land charges mav be
paid in one lot. or paid within two vears
free of interest, or paid annuallyv at an
interest rate of 8 percent. In the evemt
of readjustments, the sum 1o be paid
shall be calculated according to the new
rates.

Article 19.

regulations on the pavment of charges

I'he above-menuoned

for land use apply to all unuts mvolved
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in setting up enterprises and establish-
ments.

Chapter 1V. Public Utilities

Article 20. Within the conhnes ol
the land allotted. SEZ enterprises are
under obligation to undertake the in-
stallation of public unhy facilines
according to the requirements of the
municipal plans,

Article 21. SEZ enterprises shall be
responsible tor the installation of pow-
er lines, water supply lines, dramage
works, sewage svstems, gas lines, and
telecommunication facilities within the
contines ol then allotted land. hey
shall also assume responsibility tor all
costs for connections with external
mains.

Article 22. All residual substances,
fumes, and wastewater shall be dis-
posed of and treated according 1o rel-
evant Chinese government regula-
tions. SEZ enterprises are subject to in-
spections by the SEZ environment au-
thorities and pav fees according 1o reg-
ulations.

Article 23. | hese provisional regula-
tions are elfective as ol
1982,

Ist January

Business Registration:
Foreign Banks Excluded

I'he last ol the four new regulations
attempts to make administrative proce-
dures uniform in SEZs, and closely mir-
rors the Mav 1981 law governing lor-
cign othces in Guangdong. The regula-
tons outline the steps to be taken to
apply for and eftect the registration of
('Ill('l'pl'iﬁcx. Lo open bank accounts,
and to register for tax pavment. “For-
eign banks,” itis worth noting, are spe-
cihcally excluded from the scope ol the
regulations, and are 1o be dealt with
“separate regulations.”

Above all. the registration regula-
nons signal an intention on the part ol
local authorities to keep a close watch
over enterprises operating in the SEZs.
Registration certificates, for example,
must be
approval by the local SEZ admimistra-

renewed each vear, and

tive committee is required for an enter-
prise to change the scope ol its activi-
ties, corporate structure, or even its
registered capital. Moreover, police
powers are granted 1o the SEZ depart-
ment ol industry and commerce, au-
thorizing them to “supervise” SEZ en-
terprises, and “warn, hne, or shut
down™ enterprises lound to be i viola-
tion of the regulations.
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Lacking good roads
and any rail connections,
Shantou is Guangdong’s

least developed special

economic zone. The city

has twice scaled down its
zone development plans,
which now encompasses
only a 0.2 square kilo-
meter export processing

area in Longhu village on

the city’s outskirts, and
another 1.7 square kilo-

meter area near the port.

Local officials go out of
their way to emphasize

that foreign firms lo-
cated anywhere in the
municipality will receive
the same benefits en-
joyed by zone enter-
prises, recent visitors re-

port.
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Guangdong Provisional Regulations

for Business Registration in Special
Economic Zones

Article 1. These provisional regula-
tions are drawn up in accordance with
the relevant laws and decrees of the
People’s Republic of China and the
Guangdong Special Economic Zone
Regulations.

Article 2. Foreign equity enterprises,
equity joint ventures, and non-equity
joint ventures (hereafter referred to as

SEZ enterprises) must obtain registra-

tion certificates or business licenses
from the SEZ department of industry
and commerce before starting opera-
tion; businesses termed ‘special” by the
People’s Republic of China shall obtain
special registration certihicates on
licenses. Those without registration
certificates or business licenses are not
]n'l'millt'(l Lo start lll)t'l;llillll.

Registration procedures for foreign
banks and other hnancial mstitutions
shall follow separate regulations.

Article 3. SEZ enterprise registra-
tion applications shall be accompanied
by:

[. Document of approval by the lo-
cal S
ment or SEZ administrative committee
where the enterprise is located.

Z (Municipal) People’s Govern-

2. Chinese and another language
copies of the signed agreement ol the
enterprise’s partnership, contracts,
and the enterprise’s company charter,
and list of members of the board;

3. Copy of registration issued by
government organ of the business’s
country of origin or other credentials.

Article 4. SEZ enterprise registra-
tion apphications shall, all three copies,
be hlled out in Chinese and anothei
language. Main items to be registered
are: name of business, address, range
of business, operation of business, reg-
istered capital and the sharing of capi-
tal held by each partner in equity o
non-equity enterprise, members of the
board, general manager, deputy-
general manager or factory director,
deputy factory director, the organ
approving the document, document
ordinal number and date, total number
of employees, and number of toreign
staftf and workers.

Article 5. A foreign enterprise or en-
terprise of Overseas Chinese, Hong
Kong, Macao, and Taiwan compatriots
setting up a representative ofhice in the
SEZ shall present an application tor a
representative ofhice and a copy of the
registration certihicate issued by gov-
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ernment organ of the business’s coun-
try (or territory) of origin to register
with the SEZ department of industry
and commerce within 30 days after
being granted permission to open an
ofhce.

Article 6. From the registration
certificate’s date of issue, the enterprise
and its representative ofhce is othcially
established; its legitimate production
and operaton shall come under the
People’s Republic of China's legal pro-
tection.

Article 7. An SEZ enterprise and
representative ofhce shall with their
registration certihcates open bank
accounts with the Bank of China or any
other government-approved bank and
register for tax pavment with the local
tax ofhces.

Article 8. An SEZ enterprise shall
make changes in its location, line of
production, increase, cut or transfer its
registered capital, extend its contract
expiry date, and make changes in other
registered items only with approval
from the SEZ (Municipal) People’s
Government or the SEZ administrative
committee, and shall thereatter make
the necessary changes in registration
with the SEZ’s department of industry
and commerce and tax ofhcers.

Article 9. Registration certificates
for SEZ enterprises and representative
ofhces are renewable vearly.

Article 10. An SEZ enterprise and
its representative ofhce shall pay reg-
istration fees or change of registration
fees when the new registration certi-

ficate is picked up. The amount of fees

1

-

- -ty

shall be determined by the SEZ (Muni-
cipal) People’s Government or the SEZ
administrative committee.

Article 11. Upon the contract ex-
piry date or termination of the contract
betore the due date, the SEZ enterprise
shall present permits issued by the SEZ
(Municipal) People’s Government, SEZ
administrative committee, or other au-
thorized government othces, to the
SEZ's department of industry and com-
merce and tax ofhices tor the cancella-
ton procedure, and shall hand in its
registration certificate or business
license.

Article 12. The SEZ department of
industry and commerce is empowered
to inspect and supervise SEZ enter-
prises within its jurisdiction. Enter-
prises which violate the regulations set
forth here will, according to the degree
of offense, be warned, hned, o
ordered to shut down.

Article 13. This provisional regula-
tion is effective as of January 1, 1982,

NOTE: Translation of regulations from
la Kung Pao (ed.), Ordinance and Reg-
ulations of Guangdong Special Economic
Zones, January, 1982,

Michael . Moser holds a |.D. degree
from Harvard Law School and a Ph.D.
degree from Columbia University. He s
based in the Hong Kong office of the interna-
tional law firm of Coudert Brothers and is
engaged primarily i advising clients on
investments in the PRC.

e S ¥

Three Golden Cups brand fabric is printed at the Shanghai No. 7 Silk Fabric Printing Factory.
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GENERAL

Encyclopedia of China Today, 3rd
edition, revised and expanded, by
Fredric M. Kaplan and Julian M. Sobin.
New York: Eurasia Press and Harper &
Row, 1981. 446 pp. $29.95. The new
edition of the encyclopedia is a thor-
ough revision of earlier editions. Pinyin
spelling has replaced Wade-Giles
throughout the book. New sections
have been added on doing business
with China, and on pre-1949 political
history. The new edition contains ex-
panded sections on education and the
arts, as well as more tables, charts, and
maps than the earlier editions. The En-
cyelopedia of China Today is the most
comprehensive single-volume source
of information on China.

China Facts and Figures Annual,
Vol. 4, 1981, edited by John L. Scherer.
Gulf Breeze, Florida: Academic Inter-
national Press (Box 1111, 32561),
1981. 422 pp. $46.50. Available as a
standing order or single volume. The
fourth volume of this useful reference
series surveys major developments in
China during 1980; has essays on de-
mography, Korean—Chinese relations,
changes in Chinese law, and Chinese
impressions of America; and presents a
wide variety of statistics, lists, and tables
on China. The many sources used in
compiling the book are cited. A de-
tailed table of contents serves as the
index. The list of previous volumes’
contents, included in Volume 3, is
omitted in this volume.

China Briefing, 1981, edited by
Robert B. Oxnam and Richard C.
Bush. Boulder, Colorado: Westview
Press, 1981. 121 pp. $14.50 hard-
bound; $6.50 paperback. The second
annual compilation of the briefing pa-
pers issued by the China Council of the
Asia Society, China Briefing, 1981 con-
tains an introduction by Robert B. Ox-
nam and six essays by China specialists:
“The Rise of Hu Yaobang and the
Problems of One-Party Rule,” by
Richard C. Bush; “From Feudal Pa-
triarchy to Rule of Law: Chinese Poli-
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tics in 1980," by Richard Baum; “The
Chinese Economy in 1980: Death of
Reform?” by Bruce Reynolds; “Youth
in China Today: Obstacle to Economic
Modernization?” by Thomas B. Gold;
“Chinese Families and Their Four
Modernizations,” by Deborah Davis-
Friedmann; and “US—China Relations
in 1980," by John Bryan Starr. Appen-
dices and an index are included.

AGRICULTURE

Vegetable Farming Systems in Chi-
na, edited by Donald L. Plucknett and
Halsey L. Beemer, Jr. Boulder, Colora-
do: Westview Press, 1981. 386 pp. $32.
Based on the observations of a vege-
table farming systems delegation to Chi-
nain the summerof 1977, the report by
eminent specialists looks at suburban
vegetable production. It contains chap-
ters on land and water management,
fertilizers, cropping systems, environ-
mental control structures, plant protec-
tion, weed control, research, plant
breeding, seed production, storage and
maintenance, supply and marketing,
and the economics of vegetable supply.
Appendices include the organizations
visited, a report on pig raising, a list of
vegetables seen or reported in the PRC,
and tables on vegetable diseases, insects
and pests, and weed species.

The delegation’s visit was part of an
exchange program between the Com-

mittee on Scholarly Communication
with the PRC and the Scientific and
Technical Association of the PRC.

Cornell University Workshop on
Agricultural and Rural Development
in China Today: Implications for the
1980s. Ithaca: International Agricul-
ture Program, Cornell University,
1981. 76 pp. Single copies available at
no charge, additional copies 25¢ each.
The report summarizes the proceed-
ings of the Cornell Workshop held
April 6-8, 1981, which addressed over-
all agricultural and economic develop-
ment in China, microeconomic
changes in the rural sector, technology
and the environment, and higher
education and agricultural develop-
ment. Lists of participants and papers
are included. The publication of the
contributed papers is planned for
1982,

SECTORAL STUDIES

China Space Report, by Wilbur L.
Pritchard and James |. Harford. New
York: American Institute of Aeronaut-
ics and Astronautics, 1980. 208 pp.
$35. The AlAA delegation to China
during November 1-17, 1979, cen-
tered on the exchange of scientific and
technological information in com-
munications, earth resources, and
meteorological satellites. A brief state—
of—the—art reportis provided in each of
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these areas, followed by a chronology
of visits to institutes, factories, and
other organizations. The delegation’s
reports contain notes on the tec hnical
seminars presented, questions asked,
equipment observed, and the structure
of Chinese space technology organiza-
tions. Final sections of the book in-
clude observations on travel in China,
lists of AAIA delegates and Chinese
hosts, names and addresses of Chinese
organizations, appendices on the
Chinese communications satellite
program and US protocols, a bibliogra-
phy, and an index. The reportis useful
for both its state—ol—the—art account
and its market opportunity content.
Aeronautics in China, by Jerry Grey.
New York: American Institute of Aero-
nautics and Astronautics, 1981, 199 pp.
$24. From August 30 to September 18,
1980, a 23-member AIAA delegation
visited universities, factories, and re-
search msttutes in China. Thewr de-
tailed reports examine aircraft and en-
gine production, aerodvnamics and
propulsion development, materials
and structures, flight testing, guidance
and control, computers, university
programs, vertical takeoft and land-
ing aircralt, and agricultural aiv-

craft. The delegation’s travel experi-
ences form a major portion of the book.
Appendices include a list of Chinese
personnel contacted and the program
of the CSAA annual meeting. The re-
port is a valuable survey of the aero-
nautical industry in China.

TRAVEL

A Guide to All China. Chicago:
Rand McNally & Co., 1981. China
Guide Series. 143 pp. $8.95. This very
general travel book provides basic in-
formation for tourists and brief descrip-
tions, arranged by region, ol principal
cities and tourist sites. Historical in-
formation on sites is included, but the
book lacks detailed information on
hotels, restaurants, and transportation.
Color photographs make this a most
attractive travel guide.

China Directory: The Complete Ref-
erence for Business People and Tour-
ists, edited by Leo G. B. Weltand Mark
Ford. Chicago: Rand McNally & Co.,
1981, 181 pp. §7.95. This guide, with
its emphasis on doing business with
China, was originally published under
the title Information Peking by Welt Pub-
lishing Co. Approximately half the

book is a business guide, the remaimnder
contains brief travel information.
I'rade-related organizations in the US
are described, and the addresses and
phone numbers for many organiza-
tions in China are provided.
Chinese/English Phrase Book for
Travellers, by John S. Montanaro.
New York: John Wiley & Sons, Inc.,
1981, 288 pp. $8.95. This handy, four-
by-six-inch phrasebook is a welcome
aid for travelers preparing a China
trip, and for communicating in China.
Written by a member of the Chinese-

language teaching staff at Yale Uni-
versity, the book avoids a common
problem with phrasebooks by includ-
ing questions a traveler is likely 10 be
asked and responses he is likely 10 re-
ceive, not just questions a visitor is likely
to pose to others. A basic pronunc 1ation
guide and brief grammar lessons
accompany the book’s sections on suc h
topics as dining, sightseeing, and
travel.

Books and bustness guades submitied for
possible review i The China Business
Review should be sent to the National
Council’s book editor, Marvianna Graham

CANNED
VEGETABLES

* Pure natural food

« With multi-vitamins

* Free from chemical
pollution

= Good for body fitness

= Tasty and appetizing

Wine and Spirit:
Age-sealed Jar Wine (in Porcelain jars or
in bottles), Hsiang Mei Jiu, Jinying Jiu.

Canned Food:

Mandarin Oranges in Light Syrup, Whole
Mushrooms, Stewed Duck, Chicken with
Mushrooms, Stewed Pork Chops, Stewed
Pork Leg with Mushrooms, Stewed Pork
Slices, Stewed Pork Leg, Simmered Pork
Haslets, Various kinds of Foodstuff from
Jiangxi.

Water Chestnuts Pickled Leeks

24 Tins « 567 Gms 100 Tins ~
6 Tins « 3005 Gms 6 Tins =
(Sliced) 24 Tins

48 Tins =

185 Gms 6 Tins -
3200 Gms

800 Gms

240 Gms

Water Bamboo Shoots
2950 Gms

Orders and enquiries are welcome

Slender Bamboo Shoots
24 Tins
6 Tins

Winter Bamboo Shoots
800 Gms
2950 Gms

B0O Gms 24 Tins =

2850 Gms 6 Tins ~

CHINA NATIONAL CEREALS, OILS & FOODSTUFFS IMPORT & EXPORT CORPORATION

JIANGXI BRANCH

Add.: Foreign Trade Building, Zhan Qian Road, Nanchang, Jiangxi, China.
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Cable: “CERQILFOOD™ NANCHAMNG
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CHINA BUSINESS

'S

Jennifer Little
Assistant Librarian

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

National Council members can contact the library (202-828-8376) to obtain a copy of news sources and other available
background information concerning the business arrangements appearing below. Moreover, member firms whose sales and
other business arrangements with China do not normally appear in press reports may have them published in The CBR by

sending the information to the attention of Jennifer Little.

+
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EXPORTS TO CHINA: SALES AND NEGOTIATIONS THROUGH FEBRUARY 15

Company/Country Product/Value/Date Company/Country Product/Value/Date
Agricultural Commodities Weyerhauser Co. (US) 8.4 million board feet of heavy construc-
(Guatemala) 4,000 tons of cotton. NVG. Announced tiontimbers. NVG. Announced 1/2/82.

11/9/81. (Cuba) 14,000 tons of sugar. $45.50 fio. Reported
(Canada) Shipment of 1.5 million tons of wheat for L

Andhra Pradesh (India)

(Canada)

Hohenberg Bros. (US)

Marubeni Corp. (Japan)

C. Itoh & Co. (Japan)

(Australia)

(Us)

(US)

February 1-July 31, 1982, delivery. NVG.
Reported 11/19/81.

5,000 tons of tobacco. NVG. Reported
12/81.

A grant for 8,500 metric tons of wheat for
emergency relief in Hubei and Hebei
provinces. $1.7 million (C$2 million).
Reported 12/10/81.

Is shipping 250,000 bales of Arizona long

staple cotton. NVG. Announced 12/14/81.

450,000 tons of US grain during the first
half of Japanese 1981 fiscal year. NVG.
Reported 12/14/81.

100,000 tons of US grain. NVG. Reported
12/14/81.

Renewal of grain supply agreement for
three years in which Australia will supply
between 1.5 and 2.5 metric tons of grain
annually. NVG. Announced 12/14/81.

7,832,400tons of wheat in 1981; and
2,195,000 tons of wheat already commit-
ted for 1982. NVG. Reported 12/28/81.

503,800 tons of cornin 1981; 30,000 tons
of corn already committed for 1982. NVG.
Reported 12/28/81.

Shaver Breeding Farms
(Canada)

Continental Enterprises
(US), and

Chia Tai International
Investment Co.
(Hong Kong)

(Canada)

Agricultural Technology

National Research Council
(Italy)

Chemicals
(Portugal)

Shell Chemicals, Ltd. (US)

More than 7,000 chicks for breeding.
NVG. Reported 1/15/82.

Have formed a joint venture in Shenzhen,
Chia Tai Continental, to supply feed, day-
old chicks, and swine breeding stock to
communes in Guangdong and other prov-
inces. NVG. Reported 1/20/82.

1,009 metric tons of barley seed.
$253,000 (C$300,000). Reported
2/12/82.

Agreement with China's Academy of
Agrarian Science for joint agricultural re-
search. NVG. Reported 11/23/81.

Three-year supply of cellulose. $150 mil-
lion. Contractreported 11/4/81.

4,000 metric tons of copolymer poly-
propylene. Approx. $2.2 million. Re-
ported 12/7/81.

Chemical Plants and Equipment

Murata Machinery, Ltd. and

Kotobuki Industry Co., Ltd.
(Japan)

Polyester staple equipment for the second
stage of the project for the Shanghai Gener-
al Petrochemical Works, Jinshan. NVG.
Reported 11/23/81.

NVG = No value given

NOTES: Contracts denominated in foreign currencies are converte

Financial Statistics (IMF).

d into US dollars at the most recent monthly average rate quoted in International

Contracts concluded over two months ago are also included if they were not reported in the last issue of The CBR.
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Coal
Peterson Filter Corp. (US)

(W. Germany)

Dynalectron Corp. (US) and
C. Itoh & Co. (Japan)

Ishikawajima-Harima
Heavy Industries Co.,
Hitachi Ltd., Mitsubishi
Heavy Industries Ltd.,
Mitsui Miike Machinery
Co., Sumitomo Heavy
Industries Ltd., Kawasaki
Steel Corp., Ube Industries
Ltd. (Japan)

Filtration equipment for coal-washing
plant being builtin Shandong by Roberts &
Schaefer. $1 million. Reported 1/11/82.

Basic agreement on joint research in coal
liquefaction technology. NVG.
Announced 11/30/81.

Will study setting up a coal liquefaction
plant. NVG. Reported 12/28/81.

Will sell coal ship-loading systems for
Qinhuangdao port under Japanese-
government low interest. $46—$55 million
(¥10-¥12 billion). Reported 2/2/82.

Construction Materials and Planning

Paulton Investment Co. Ltd.
(Hong Kong)

Xinlujiang Investment Co.
Ltd. (Singapore)

American United
Properties, Ltd. (Hong Kong)

Kisaburo Itow Architects &
Engineers, Inc. and Nikken
Sekkei Ltd. (Japan)

AmPac Oil, Ltd.
(Hong Kong)

Lian Cheng Enterprise
(Hong Kong)

Millie’s Holdings Ltd.
(Hong Kong)

Consumer Goods

Hong Kong Jardine Ltd.
(Hong Kong)

East-West Industries (US)

Rado, Schlup & Co., Ltd.
(Switzerland)

United Breweries
(Denmark)

Electronics
AEG-Telefunken

(W. Germany)

Quaser Data Products (US)

Monsanto Co. (US)
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Construction of two apartment buildings in
the Xiamen Special Economic Zone. NVG.
Contractsigned 3/26/81.

Construction of the Dongdu housing estate
in the Xiamen Special Economic Zone.
NVG. Contract signed 9/6/81.

Is constructing a housing project in coop-
eration with the Pearl River Foreign Invest-
ment Construction Co. of China called the
New Jiangwan Village on a landfill in the
Pearl River located in Guangzhou, Guang-
dong. NVG. Reported 10/24/81.

Design of the China-Japan Friendship hos-
pital complex in Beijing. NVG. Reported
11/10/81.

Agreement to build a 500-room hotel in
Zhanjiang, Guangdong, for oil company
executives operating in the South China
Sea. NVG. Reported 12/11/81.

Willdevelop an industrial processing area,
a university, and scientific and cultural
facilities in the Shenzhen Special Eco-
nomic Zone. $431 million + (HK $2.5 bil-
lion +). Contract reported 1/82.

Intends to build industrial buildings in
Shenzhen Special Economic Zone, $2.3
million (HK $13.2 million). Reported
1/18/82.

Agreement on commission sales of foreign
liquors and wines was concluded with the
Shaanxi branch of CEROILS. NVG. Agree-
ment reached 10/81.

Assistance in setting up a cosmetic manu-
facturing plant. NVG. Reported 12/81.

Has opened a service center for its watches
in Fuzhou, Fujian. NVG. Reported
1/13/81.

Beer brewing expertise for a Guangzhou
factory. NVG. Contract reported 1/22/82.

1,000 Olympia ink jet printers to print
Chinese characters. NVG. Reported 9/81.

Will set up 12 units on an unrevealed proj-
ect. NVG. Announced 10/19/81.

Silicon material for the Wuxi integrated cir-

cuitfacility. NVG. Reported 11/2/81.

GCA Corp., Varian,
Thermalloy, Applied
Materials, Tegal, CVC,
Xynetics/Electroglas (US)

Sanyo Electric Co. (Japan)

Teradyne, Inc. (US)

Rediffusion Ltd.
(Hong Kong)

Yamatake-Honeywell
(Japan) and
Honeywell, Inc. (US)

Sumimoto Lease Co.
(Japan)

IBM (US)

Waterbury Ferrel (US)

DEK Printing Machines (UK)

Philips (Netherlands)

Hitachi (Japan)

Sigma Information Systems
(US)

Core Digital Co.
(Japan)

Texas Instruments
(US)

AEG-Telefunken
(W. Germany) and
Sun Hung Kai Ltd.
(Hong Kong)

Iron Ore
(India)

Machinery

Stihl KG
(W. Germany)

Vintage wafer fabrication equipment for an
integrated circuit facility in Wuxi, Jiangsu,
pending US government approval of other
machines for the project. CVC vacuum-
sputtering systems; $180,000; reported
11/2/81. General Signal silicon crystal fur-
naces; $21 million; reported 1/19/82.

Is building a plant to assemble tape record-
ers in the Shenzhen Special Economic
Zone. NVG. Announced 11/19/81.

Twao linear circuit test systems for a Wuxi
assembly facility being built by Toshiba.
NVG. Reported 11/23/81.

Will supply and install communication
facilities for residential and hotel projects
in the Shenzhen and Xiamen special eco-
nomic zones. $172,000 (approx. HK$1
million). Contracts reported 11/24/81.

Will provide technological know-how
concerning automatic air-conditioning
control systems. NVG. Contract signed
12/81.

Will provide color TV receivers for hotel
rooms, $685,000 (¥150 million); and
magnetic head producing equipment,
$1.1 million (¥250 million). Announced
12/1/81,

20 computers, including one intermediate-
sized IBM 4341 and small-sized IBM
4331s. NVG. Announced 12/7/81.

A Sendzimir mill for the production of
high-precision thin steel strips for color TV
tubes to be installed in the Shanghai Iron
and Steel Research Institute. NVG. Con-
tractsigned 12/17/81.

Printing and drying equipment and screen-
making materials for a thick film manufac-
turing plantin Shanghai. NVG.
Announced 12/25/81.

Contract for the design, delivery, and in-
stallation of electrical systems for a new
town in the Shenzhen Special Economic
Zone. NVG. Reported 12/29/81.

Will deliver a medium M-150 computer
system. NVG, Reported 1/6/82.

7 Sigma-10 Chinese-language computers
and 8 PDP-1123s. $500,000. Reported
1/6/82.

Will train two Chinese in software applica-
tions of microcomputers. NVG. Reported
1/11/82.

Has appointed China National Instruments
Import/Export Corp. as an authorized ser-
vice center for its programable calculators.
NVG. Reported 1/12/82.

Plan to open branch offices in Beijing,
Guangzhou, and Shanghai which will
supply conventional electromechanical
components and control systems to indus-
trial plants in China. NVG. Reported
1/13/82.

Proposal to purchase 2 metric tons of iron
ore. NVG. Reported 12/11/81.

Chain saws for Heilongjiang Province.
NVG. Contract announced 10/81.
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(W. Germany)

(Italy)

Gestetner International Ltd.
(UK)

Metal Mining and Processing

Nippon Light Metal Co.
(Japan)

Has delivered a machinery center to be
used for the production of crankshaft cases
for diesel engines. Approx. $3 million. Re-
ported 12/81.

A horizontal boring mill and an automatic
tool changer. NVG. Reported 12/81.

Reprographic equipment. $1 million +.
Reported 11/81.

Components for an aluminum smelter
completed in Guiyang, December 1981.
$150 million. Reported 12/11/81.

Nonferrous Metals and Minerals

(Hong Kong)

Jacobs Engineering Group
Inc. (US)

Petroleum and Natural Gas
Ewbank & Partners (UK)

(Iran)

Baker Marine (US)

AmPac Oil, Ltd.
(Hong Kong)

Krupp Koppers
(W. Germany)

Cooper Energy Services (US)

Power

Japan International Coop-
eration Agency (Japan)

Hitachi Shipbuilding &
Engineering Co. (Japan)

Scientific Instruments

AlphaNUCLEAR Co.
(Canada)

GEOEXploration Co. &
Associates (US)

Geoex Pty. Ltd.
(Australia)

Digital Electronic
Automation S.p.A. (Italy)

Repatriation of old Chinese silver coins.
NVG. Reported 11/28/81.

Feasibility and scoping study for two facili-
ties to recover 1.2 million tons of potash
per year from the Chaerhan Lake, Qinghai.
NVG. Announced 1/28/82.

Will undertake fire and safety surveys on
offshore installations in the South China
Sea for Brunei Shell Petroleum Ltd. NVG.
Announced 11/81.

Crude oil (no amount given). NVG. Re-
ported 11/18/81.

Construction of a semisubmersible rig to be
builtin Shanghai’s Jiangnan shipyard.
$100 million. Letter of intent announced
12/4/81.

Construction of an oil refinery in Zhan-
jiang, Guangdong. $110million.
Announced 12/11/81.

Has handed over a dimethyl terephthalate
(DMT) plant built near Tianjin. $44.3
million+ (DM 100 million +). Reported
12/14/81.

Reciprocating compression equipment for
use in natural gas gathering. $2 million + .
Contract reported 12/15/81.

Has begun surveys and research for the
construction of hydroelectric plants at
Tankang and Huangpu in Zhejiang. NVG.
Reported 11/21/81.

Agreement with Shoudu Iron and Steel Co.
for the construction of a blast furnace top
pressure recovery turbine power plant.
$3.7 million. Reported 12/1/81.

7 multiparameter geophysical logging sys-
tems. NVG. Announced 10/81

Two complete systems of electrical geo-
physical equipment. NVG. Reported
11/81.

A borehole monitoring system.
$306,000 + (Aus$270,000 + ). Contract
announced 11/18/81.

A dimensional measuring machine sales
and service center in Beijing called the
Digital Electronic Automation Orient Sales
and Service Center was set up in coopera-
tion with the China National Aerotechnol-
ogy Import and Export Corp. NVG.
Announced 11/23/81.
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Canberra Industries, Inc.
(US)

Seismic Engineering Co.
(US)

General Administration for
Nuclear Energy (France)

Shipping

Nissin Transportation &
Warehousing Co., Ltd,
(Japan)

MacGregor Pacific
(Hong Kong)

Siemens (W. Germany)

Norton, Lilly & Co. (US)

Steel and Steel Production

Nippon Steel, Sumitomo
Metal Industries, Kawasaki
Steel, Nippon Kokan KK,
Kobe Steel & Nisshin Steel
(Japan)

Telecommunications

Ministry of Posts and
Telecommunications
(Japan)

Comtech
Telecommunications
Laboratories Division (US)

Nippon Electric Co. (Japan)

Textile Plants and Equipment

Laurkim International (US)

Ust (Switzerland)

Graf & Co., Ltd.
(Switzerland)

EMS-Inventa
(Switzerland)

Industriewerk Schaeffler
Ohg (W. Germany)

A Canberra service station of the China
National Instruments Import and Export
Corp. was setup in Beijing to repair nu-
clear instruments. NVG. Announced
11/23/81.

Marine seismic systems used in offshore
exploration. $2 million. Contract
announced 12/21/81.

Cooperation with the Chinese Academy of
Science on a neutron scattering project;
China will import a spectrometer from
France for its Institute of Nuclear Energy.
NVG. Reported 1/82.

Has launched a sea-land intermodal con-
tainer-forwarding service linking Japan
with principal Chinese cities with SINO-
TRANS as its Chinese partner. NVG. Re-
ported 11/19/81.

Will set up a manufacturing plant and two
service centers in Shanghai and Huangpu
for cargo access equipment. NVCG. Re-
ported 12/81.

Has opened a marine electrical equipment
service station in Shanghai. NVG. Opened
12/10/81.

Has been appointed general agent for the
US and Canada for container service be-
tween China and the West Coast. NVG.
Reported 12/24/81.

782,000 tons of rolled steel products for
shipmentin 1982. NVG. Reported
11/11/82.

Financial and technological cooperation
inmodernizing China’s communication
system. NVG. Reported 12/23/81.

A satellite downlink receiver system.
$300,000. Sale reported 1/82.

A 2,700-channel microwave system. $2.4
million (HK$14 million). Reported 2/82.

Engineering and design of a carpet tufting
complex near Beijing. NVG. Announced
11/2/81.

Textile testing instruments for testing cen-
ters to be builtin Beijing, Tianjin, and
Shanghai. NVG. Reported 11/23/81.

Fully automatic production lines for the
manufacture of metallic card clothings.
NVG. Reported 11/23/81.

A plant with a capacity of 5,500 tons of
preoriented polyester yarn to be built at
Xinhui, Guangdong. $11 million. Contract
reported 12/21/81.

Will supply know-how for the manufacture
of a bottom roller bearing and cylindrical
roller to the Hengyang Textile Machinery
Plant in Hunan. NVG. Contract reported
12/28/81.
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Rieter Co., Ltd.
(Switzerland)

Textile Products

American Cotton Shippers
Assoc. (US)

Carpet World
(Hong Kong)

Tourism

American Express
(Us)

Peninsula Group and Zhong
Mei Hotel Development
(Hong Kong)

Williams Development
Holdings
(New Zealand)

JCB Co. (Japan)

Transportation

Kamigumi Co. Ltd.
(Japan)

Finsider (Italy)

Suzuki Motor Co. and
Mitsubishi Motor Corp.
(Japan)

National Bicycle Corp.
(India)

A complete 30,000 spindle plant at the Jin-
zhou Textile Mill, Liaoning. NVG. Open-
ing announced 1/82.

Agreement to establish regular procedures
for exporting American cotton to China.
NVG. Reported 1/24/82.

400,000 square feet of carpet for the Jinling
Hotel in Nanjing, Jiangsu. $517,000
(HK$3 million). Contract reported 2/82.

Is sponsoring five Chinese managers to
study at a tourism school in New York.
NVG. Announced 11/25/81.

Will provide hotel management services
for the Jianguo Hotel, Beijing. NVG. Re-
ported 12/81.

Initial agreement for the construction of
two hotels in Xiamen and Guilin. $21.5
million (HK$125 million). Reported 1/82.

Is negotiating extension of its credit card
operations to China. NVG. Reported 2/82.

Agreement with China National Foreign
Trade Corp. to promote Japan—China mul-
timodal cargo forwarding operations.
NVG. Reported 10/28/81.

Will supply Chinese railways with steel
structural items and technological advice.
NVG. Announced 11/10/81.

Have been asked to build plants in Guang-
dong. NVG. Reported 11/19/81.

30,000 bicycles. $1.09 million (Rs10 mil-
lion). Announced 11/30/81.

Asahi Chemical Industry Co.  Has completed a nylon 66 tirecord plant

(Japan)

Bell Helicopter Textron (US)

Miscellaneous

American Surgical Supply

Corp. (US)

Anglo-Sino-Hawkshead
Films Ltd. (UK)

Arnold Palmer
(US)

Falls, Grant, Davila, Inc.

(Us)

Hagihara Industries, Inc.

(Japan)
(Italy)

(W. Germany)

AMF, Inc. (US)

Aristrocrat
(Australia)

World Islamic Organization

(Saudi Arabia)

with an annual production capacity of
13,000 tons located in Pindingshan,
Henan. $63.9 million (¥14 billion). Re-
ported 12/15/81.

Has delivered its ninth Bell Helicopter-
Textron 212. NVG. Reported 1/4/82.

Donation of 3,220 heart pacemakers. $7.6
million. Reported 10/81.

Tofilm an 18-partdocumentary series
called The Chinese. NVG. Contract
announced 10/81.

Is negotiating the design and construction
of an 18-hole golf course near Guangzhou,
Guangdong. NVG. Announced 10/81.

Will introduce contemporary design tech-
niques to Chinese handicrafts. NVG. Re-
ported 11/81.

A plasic woven bag production line, NVG.
Reported 11/23/81.

A two-year contract on Chinese stamp re-
tailing in Italy. NVG. Reported 12/14/81.

Cooperation in intercontinental astro-
nomical observation. NVG. Announced
12/15/81.

Automatic bowling equipment sold to the
Jing Jiang Club, Shanghai. NVG.
Announced 1/12/81.

Slotmachines installed for the Internation-
al Club located in the Dongfang Hotel,
Guangzhou, Machines recently reported
banned from hotel by Chinese govern-
ment. NVG. Reported 1/15/82.

Donation to the China Islamic Association.
$500,000. Reported 1/15/82.

% 5
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CHINA'S EXPORTS: SALES AND NEGOTIATIONS THROUGH FEBRUARY 15

Company/Country Product/Value/Date Company/Country Product/Value/Date
Agricultural Products and Equipment (Thailand) 5,500 tractors during 1981. NVG. Re-
(us) Signed an agreement with the China Seeds ported 2/1/82.
Co. totransfer hybrid rice-breeding tech-
nology. NVG. Reported 11/16/81.
Tarshi Food Co. The Beijing Foodstuff Research Institute Chemicals and Petrochemicals
(Japan) will sell its technology and equipment for Mitsubishi Petrochemical Naptha containing arsenic. $326 perton.
making fermented bean curd. NVG. Co. and Showa Denko Reported 12/29/81.
Agreement announced 12/12/81. (Japan)
(Uganda) Contract awarded to the Tianjin branch of
the China National Machinery Corp. to Construction
Eﬂmgfﬁg(:)?t:\:nlp,?::gg? #421,315, (Jordan) Construction contract for the first stage of
P x i the Abu Nusair housing scheme. $50 mil-
(Mauritius) Rice. NVG. Contract signed 1/82. lion. Reported 11/6/81.
(Japan) 550,000 tons of salt for caustic soda during (Iraq) and (Kuwait) The Irag-Kuwait bridge will be built by the

Animex (Poland)
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December 1981-December 1982, and
600,000to 700,000 tons in 1983. $13.10
perton. Agreement announced 1/19/82.

50,000 tons of pork. NVG. Reported
1/20/82.

(Nepal)

China Road and Bridge Co. and Jiangxi
Province. NVG. Reported 12/3/81.

Will construct a new sugar mill with
Chinese assistance in Sumwal village.
NVG. Announced 1/7/82.
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Consumer Goods

Quebec
(Canada)

Electronics
(US)

Foreign Aid
(Mali)
(Senegal)

(Madagascar)

(Nepal)

(Ethiopia)

Light Industries

Cutler Brands & Designs Inc.

(Canada)

Yuasa Trading Co.
(Japan)

Talley Industries
(US)

Mida Import Ltd.
(Us)

Machinery
(Thailand)

Brook Compton Parkinson
Motors
(UK)

(us)

Milledge Bros. Pty. Ltd.
(Australia)

Battenfeld Maschinen
Fabriken GmbH
(W. Germany)

Columbus McKinnon
Overseas, Inc. (US)

Metals and Minerals

Derritron Systems, Ltd.
(UK)

Davy International
(UK)

Hong Kong Electric Power
Plant (Hong Kong)

(Japan)

Tsingtao beer. NV(. Reported 12/81.

Graphite electrodes. NVG. Sales reported
12117/81.

18 tons of iron. Gift. Reported 10/5/81.

Food aid and donation of equipment for
construction of adam at Affiniam. $4.8
million. Reported 12/4 81,

Farm machinery repair project. NVG. Re-
ported 1/82.

Construction of the Pokhara water conser-
vancy and irrigation project. NVG. Re-
ported 1/82.

Project to provide drinking water in four
towns; NVG; reported 1/82. Donation for
literacy campaign; $20,000; announced
1/5/82.

Glass tableware. $633,000(C$750,000).
Reported 7/81.

24,000 cases of chopsticks (5,000 pairs
each)to be exported annually by the Jilin
branch of the China National Arts & Crafts
Import and Export Corp. NVG. Agreement
announced 11/20/81.

Clocks (amount not given), NVG. Re-
ported 11/30/81.

Hand-wrapped silk flowers. NVG. Re-
ported 1/82.

10,000 motors to be installed in ventilating
fans. NV Reported 9 81

10,000 refrigerator motors, NVG. Re-
ported 9/81.

Provisional order for 200,000 motors.,
NVG. Reported 9/81.

Purchase and sole distribution rights of the
Chinese Dong Feng brand industrial, agri-
cultural and marine diesel engines. $1 mil-
lion. Contract announced 11/4/81.

Plastics injection moulding machines by
the Zhejiang Plastics Machinery Factory
and Wuxi Machine Building Factory.
NVG. Reported 12/14/81.

37,000 Flying Pigeon brand chain blocks
from the Hangzhou Wulin Machinery
Plant. $1.5 million. Reported 1/18/82.

Steel castings to be delivered by China
National Aerotechnology Import & Export
Corp. over atwo-year period. NVG. Re-
ported 11/81.

Has agreed to license the Shoudu Iron and
Steel Company's (Beijing) powdered coal
injection technology for blast furnaces.
Will pay Shoudu an 8 percent royalty for
each unit it constructs. NVG. Announced
11/16/81.

18,000 tons of coal. NVG. Reported
1110/81.

Electrolytic copper. NVG. Announced
12/9/81.
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Cometals, Inc. (US)

(US)

(EEC)

(Japan)

Chromalloy American Corp.
(US)

Military Equipment
(Egypt)

Has been appointed the exclusive market-

ing channel in the US for barium carbonate
by the China National Chemicals Import &
Export Corp. NVG. Reported 12/14/81.

536,000 pounds of contained tungsten
during the first nine months of 1981. NVG.
Reported 12/16/81.,

Has been offered the sale of uranium for
peaceful purposes. NVG. Reported 1/82.

Major steelmakers to purchase 2 million
tons of coking coal during 1982. $61.75
f.0.b. perton. Reported 1/12/82.

Purchased barite in 1981. $15 million. Re-
ported 1/20/82.

100 F-7 versions of the MiG-21 fighter.
Approx. $100 million. Reported 11/16/81.

Petroleum Products and Equipment

(NA)

JFP Well Services
(us)

(US)

Aminoil USA Inc.
(US)

Shipping
Hong Kong Express Ship

Management Services Ltd.
(Hong Kong)

Ming Wah Shipping Co. Ltd.
(Hong Kong)

Fabrication of rig legs for 3 Marathon Le
Tourneau jackups by the Guangdong Ship-
building Corp. NVG. Subcontract
announced 11/81.

Will charter the Chinese jackup Nanhai |
for two years. $43,000/d. Announced
11/4/81.

Two 40-meter jackup drilling platforms.
NVG. Reported 11/17/81.

180,000 barrels of refined gasoline to be
delivered by February 1982, NVG. Agree-
ment announced 1/21/82.

Two 8, 200-ton container cargo ships to be
designed by the China Ocean Shipping
Designing & Research Institute and built by
the Hunan branch of the Zhonghua Ship-
yard. NVG. Contract signed 11/26/81.

32 sailors from the Wuhan branch of the
Yangzi River Navigation Administration
employed to take over the SS Linjang, a
7,000 ton freighter. NVG. Contract re-
ported 1/4/82.

Textile Products and Equipment

Top Form Brassiere Mfg.
Co., Ltd. (Hong Kong)

Daiei Inc., Homan Co. Ltd.,
Chorl Co. Ltd. (Japan) and

Hong Kong Oriental Rug
Co. Ltd. (Hong Kong)

(Japan)

P. Prarsram Co. (US)

Trade Agreements
(W. Germany)

(Guinea Bissau)

(Gabon)

Brassieres processed by the Dalian Under-
wear Factory, Liaoning. NVG. Reported
11/30/81.

270,000 square feet of carpets produced
by the Tianjin No. 4 Carpet Factory. NVG.
Announced 11/30/81.

5,000 bales of silk. NVG. Reported
12/7/81.

Seven silk garment sales contracts for the
Liaoning Silk Corp. $30 million. Contracts
reported 12/28/81.

Agricultural, scientific, and technical
cooperation. NVG. Protocol signed 11/81.

China has opened a line of credit to build a
hospital, a football stadium, and a bamboo
goods factory. Guinea Bissau isto export
cashew nuts, $171.8 milliion (¥300 mil-
lion). Announced 11/13/81.

Atechnical and agricultural protocol.
NVG. Reported 11/17/81.

53



(Sri Lanka)

(Nepal)

(Nigeria)

(Pakistan)

(UK)

(Turkey)

Protocol relating to the exchange of
Chinese rice for Sri Lankan petroleum
products. $60 million. Signed 11/20/81.

Athree-year agreement on trade and pay-
ments, stressing the importance of en-
couraging private Nepalese traders to trade
directly with the state organizations of Chi-
na. NVG. Pact reported 11/23/81.

An agreement which covers Chinese ex-
ports of textiles, rice, tea, and building
materials and Nigerian exports of cocoa,
rubber, and ginger. NVG. Reported
11/24/81.

Scientific and technical cooperation,
NVG. Protocol signed
12/2/81.

Agreement to cooperate further in science
and technology. NVG. Protocol signed
12/13/81.

Cooperation in agriculture, tourism, and
trade. NVG. Agreement reported
12/23/81.

(Algeria)

(Poland)

(N. Yemen)

Miscellaneous
(US)

Volutone Distributing Co.
(Us)

University of California
Riverside Campus (US)

ICC Industries, Inc. (US)
Rexall Corp. (US)

Taylor Diving & Salvage
Co., Inc. (US)

Economic, technical, and commercial
cooperation, NVG. Agreement reported
1/3/82.

Barter agreement providing for a 25 per-
centincrease in trade between the two
countries. $255 million (SwF 135.4 mil-
lion). Signed 1/29/82.

Cooperation in civil aviation transport.
NVG. Agreement signed 1/31/82,

Airplane forgings. NVG. Reported 11/81.
Violins. NVG. Reported 11/81.

Four species of red scale parasites for
biological control study. NVG.
Announced 11/14/81.

Is distributing tetracycline hydrochloride
USPinthe US. NVG. Announced 12/7/81.

Vitamin C powder. NVG. Reported 1/82.

Chinese divers hired for underwater sal-
vage. NVG. Reported 1/30/82.

B o
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Foreign Party/
Chinese Party

Technology/Terms/Value/Status

JOINT VENTURES: PRESS REPORTS THROUGH FEBRUARY 15

Foreign Party/
Chinese Party

Technology/Terms/Value/Status

Feng Shun Trade Co. (Hong
Kong)/Guiyang Shirt
Factory, Guizhou Province

Union Industrielle &
d’Entreprise (France)/
Guangdong Shipbuilding
Corp.

Wynne & Co. (Hong Kong)/
Guangdong Provincial
Overseas Chinese
Enterprise Co.

Hopewell Holdings Ltd.
(Hong Kong)/Guangdong
Provincial Government

C. Melchers & Co. (W.
Germany)/China National
Arts & Crafts Import &
Export Corp.

Karl O. Helm AG (W.
Germany)/China National
Chemicals Import & Export
Corp.

Yan Kwong Trading Co.
(Hong Kong)/Fujian Auto
TransportCo.

Conway Investment (Hong
Kong)/Hangzhou House
Property Business Co.
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Has begun operation of the Chunhua Gar-
ment Factory. NVG. Reported 10/14/81.

Will produce offshore oil platforms and oil
rigs. NVG. Announced 11/30/81.

Are jointly operating the Lufeng Chicken
Farm. $2.8 million (HK$16.3 million). Re-
ported 12/81.

Plan to build a highway linking Hong Kong
to Guangzhou and Macao. $429 million.
Reported 12/15/81.

Are marketing pearls and unique Chinese
ornaments in W. Germany. NVG. Re-
ported 12/18/81.

Have established a new company,
Deutsche Sinochem GmbH, to promote
imports of Chinese chemicals for the phar-
maceutical industry and to channel exports
of these products, as well as fertilizers and
agrochemicals, to China. $443,000

(DM 1 million). Announced 12/24/81.

Joint enterprise named the Minyan Auto
Transport Co. to open containerized high-
way transport route between Fujian and
Hong Kong. NVG. Reported 12/28/81.

Will construct four apartment buildings.
NVG. Reported 1/82.

Chinamerican Corp.
(US)/Taishan County
Foreign Affairs Office

Bank of Tokyo (Japan)/Bank
of China and Kincheng
Banking Corp.

Seiko Group (Japan)/China
National Light Industry
Products Export & Import
Corp.

Hiro Trading Co.
(Japan)/China National Arts
and Craft Import and Export
Corp., Tianjin Branch

Lucky Horse Co. (Hong
Kong)/Dongfang Hotel

Millie’s Group (Hong
Kong)/Bao-an District Trust
Trading Co., Shenzhen

Rikio Co. Ltd. (Japan)/China
International Trust &
Investment Corp. and the
Second Bureau of Light

Have opened the Stone Flower Mountain
Inn. NVG. Reported 1/5/82.

Have concluded an agreement with the
Guangdong Trust & Investment Corp. to
exchange legal, business, and credit in-
formation, and Kincheng-Tokyo will pro-
vide financing assistance. NVG. Reported
1/6/82.

Will establish a Hong Kong company to
assemble wristwatches for worldwide ex-
port. NVG. Agreement announced
1/19/82.

Have formed the Sino-Japanese Friendship
Arts Co. in Tokyo to handle imports and
wholesale business of Tianjin’s arts and
crafts. NVG. Reported 1/20/82.

Have opened the Dongfang International
Club in the Dongfang Hotel, Guangzhou.
NVG. Reported 1/28/82.

Have formed the Polly Industrial Estate In-
vestment and Development Co. to build an
industrial estate and sell packages of its
space to foreign and Hong Kong industrial-
ists. $2.6 million (HK$15 million). Re-
ported 2/82.

Jointoperation called Nantong-Rikio Co.
Ltd., to produce Japanese-style labor pro-
tection denim slippers for exclusive dis-
tribution by Rikio. $880,000. Reported

Industry of Nantong, Jiangsu  2/1/82.
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EXHIBITIONS IN CHINA

[] Beijing, Xi'an, and Shanghai, June.

AGRO LIT EXPO (CHINA) '82
logue show sponsored by China Trans-
lation and Printing Services (C1PS).

, a cata-

The show will be in Beijing June 15-19,
Xi'an June 19-23, and Shanghai June
23-27. For information, contact CTPS-
USA (SF), Inc., 490 2nd St., Suite 306,
San Francisco, CA 94107,

[] Guangzhou, October 15-November
5. Guangzhou fall trade Fair featuring

CEROILS, CHINATUHSU, CHINATEX,

INDUSTRY, and ARTCHINA.

(] Shanghai, December. Textile
machinery exhibition, organized by
Shanghai Development Corp. in Hong
Kong.

[ Beijing, March 1-9, 1983. Interna-
tional Textile Machinery Exhibition,
sponsored by the China € ;ouncil for the
Promotion of International Trade and
organized by Industrial and Trade
Fairs International, Ltd. of London,

England.

CHINA’S EXHIBITIONS

[] New York City, March 20-April 20.
Garments and knitwear exhibiton by
the Hebei branch of CHINATEX, 209
W. 40th St., New York, NY. For in-
formation, call (212) 719-3251.

CALENDAR

¥ B

[] New York City, April 11-30. Textile
exhibition mounted by the Jiangsu
branch of CHINATEX at the CHI-
NATEX-America Building, 209 W,
40th St., New York, NY; (212) 719-
3251.

[] Balawayo, Zimbabwe, April 23-May
1. A light industrial goods, textiles, and
hand tools exhibition at the Zimbabwe
International Trade Fair.

[] Palermo, ltaly, May. An arts and
crafts exhibition at the International
Mediterranean Sample Fair.

[] Mexico City, Mexico, May. A tex-
tiles, arts, and crafts show at the
Chinese Fconomic and Trade Exhibi-
ton.

[] Nicosia, Cyprus, May. A light indus-
trial goods, textiles, and arts and crafts
exhibit at the Cyprus International
Fair.

[] Port Moresdy, Papua New Guinea,
June. A light industrial goods, textiles,
and arts and crafts exhibit at the
Chinese Economic and Trade Exhibi-
ton.

[] Valletta, Malta, July 1-15. A light in-
dustrial goods, textiles, and arts and
crafts show at the Malta International
Fair.

[] Buenos Aires, Brazil, August. A light
industrial goods, textiles, small
machines, hardware, tools, chemicals,
building materials, and arts and crafts
show at the Chinese Economic and
Trade Exhibition.

('] Dublin, Ireland, August. A light in-
dustrial goods, textiles, and arts and
crafts exhibit at the Chinese Economic
and Trade Exhibition.

[] El-Djazair, Algeria, August 26—
September 11. A light industrial goods,
textiles, chemicals, small medical
apparatus, and arts and crafts exhibit at
the El-Djazair International Fair.

[] Reykjavik, Iceland, October. A light
industrial goods, textiles, and arts and
crafts show at the Chinese Economic
and Trade Exhibition.

[] Bucharest, Rumania, October. A
light industrial goods, textiles, and arts
and crafts exhibit at the Bucharest In-
ternational Fair.

[] Sharjah, United Arab Emirates,
November. A light industrial goods,
textiles, and arts and crafts show at the
Chinese Economic and Trade Exhibi-
ton.

[ Muscat, Oman, November. A car-
pets and rugs exhibit at the Chinese
Economic and Trade Exhibition.

PAID ADVERTISEMENT

*MBA, US citizen.

Houston, Texas 77042

CHINA CONNECTION

Best candidate available for your company's success in China.

*Currently responsible for a billion-dollar company's China projects.
*Nine years business experience with China, involving multimillion dollar projects.
*Fluent in four Chinese dialects, including Mandarin.
*Established business and personal connections.
Please contact David Liu at:
10053 Westpark Drive—#294

Telephone: ( 713) 627—7000 or (713) 850-1384; evenings, (713) 977-8741
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CHINA DATA

KEY INDICATORS

GNP (billion yuan, current
prices)

Population (year end, million)
Of which:
Urban

Rural
GNP per capita

Net material product** (billion
yuan, current prices)

Total gross industrial and

agricultural output value (billion
yuan, 1970 prices)

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

Of which:
Heavy industry

Light industry

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

*Estimates

1977 1978
¥307.4  ¥349.8
$165.5 $207.8

9452  958.09
¥325 ¥365
$175 $217
¥264.4  ¥301.0
$142.3  $178.8
¥510.8  ¥569.0
$274.9  $338.0
¥376.8  ¥423.1
$202.8  $251.3

s ¥242.4

$144.0

S ¥180.7

$107.3
¥134.0  ¥145.9
$72.1 $86.7

1979

¥391.4
$251.7

970.92

128.16
B842.76

¥403
$259

¥335.0
$215.4

¥617.5
$398.4

¥459.1
$295.2

¥261.1
$167.9

¥198.0
$127.3

¥158.4
$101.9

Percent
change

1.9
21.1

D

10.4
19.4

6.3
20.5

18.6

17.5

Percent Percent
1980 change  1981* change*
¥424.1 8.4  ¥438.9 3.5
$283.0 124 $258.2 -8.8
982.55 1.2 994.0 1.2
¥432 7.2 Y4415 1.2
$268 .2 - $259.7 -9.8
¥363.0 8.4  ¥I74.0° 3.0
$242.3 12.57  $236.7* -6.4
¥661.9 7.2 ¥687.0 38
$441.7 10.9  $404.1 -8.5
¥499 2 8.7  ¥519.0 4.0
$333.2 129  $305.3 -8.4
¥264.8 1.4 ¥252.9 4.5
$176.7 5.2 $148.8 -15.8
¥234.4 18.4 ¥266.3 136
$156.4 229 $156.6 01
¥162.7 2.7 ¥168.0 3.0
$108.6 6.6  $101.8 -6.3

**Net material product is a measure of aggregate output in industry, agriculture, construction, transportation, and commerce. Itis the
closest measure in China’s accounting system to GNP.

GNP

percent

GROWTH
RATES

percent

INDUSTRIAL

PRODUCTION
percent
change

DOMESTIC FINANCE

(Billion current yuan unless otherwise indicated)

State budget revenues

State budget expenditures

Of which:
Investment

Defense

Administrative expenses

State budget deficit (—)
or surplus (+)

Money supply (end of period,
billion yuan)

Of which:
Currency in circulation

Official price index
(1975 =100.00)

Of which:
Consumer goods
Agricultural goods**

*Estimates

**Based on state purchase prices of agricultural products and byproducts, which excludes free market prices.

1977 1978 1979
¥87.45  ¥11211  ¥110.33
$47.07 $66.59 $70.95
¥84.35 ¥111.09 ¥127.39
$45.40 $65.98 $81.92
¥29.48 ¥39.50 ¥36.00
$15.87 $23.46 $23.15
¥14.91 ¥16.78 ¥20.23
$8.03 $9.97 $13.01
¥4.33 ¥4.91 e
$2.33 $2.92 —_
¥3.10 ¥1.02 -¥17.06
$1.67 $0.61  —%$10.97
¥58.01 ¥58.04 ¥73.66
$31.23 $34.47 $43.75
¥19.54 ¥21.20 ¥26.77
$10.52 $12.59 $15.90
103.0 103.7 105.7
100.2 104.2 127.2

1980

¥108.52
$72.42

¥121.27
$80.93

¥53.9
$35.97

=¥12.75
-$8.51

¥91.93
$54.60

¥34.62
$20.56

113.6
136.3

Percent
change

-1.6
2.1

-48
-1.2

49.7
55.4

248
24.8

25903
29.3

7.5
7.2

Percent
1981 change
¥105.86 -2.5
$64.16 -11.4
¥108.58 -10.5
$65.81 -18.7
¥25.06 -53.5
$15.19 -57.8
¥16.87 -
$10.22 —
¥7.24 —_
$4.39 -
-¥2.72
~$1.65
¥89.1* =3.1*
$52.12° —4.5*
¥32.2* -7.0*
$18.94 -7.9*

STATE
BUDGET

billion
yuan

' 120
Expenditures

Revenues 100

80
77 78 719 80 81

MONEY  billion
SUPPLY  yuan 100

80

Total 60

40

Currency in Circulation
77 78 79 80 81

INFLATION
percent
change 20
15
Agricultural Prices o)

! e
Consumer Prices

78 79 80
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CAPITAL CONSTRUCTION NEW

ill I e b ey HOUSING
(Billion yuan unless otherwise indicate Becand Percent PercEnt Percent ‘,'m,'j';rl;n
1978 change 1979 change 1980 change 1981 change square meters
; ¥47.90 31.3 ¥50.00 4.4 ¥53.9 7.8 Y417 =226
Total tment
e ivastieny $26.45 44,9 $32.15 13.0 $36.0 120  $245 -31.9
Of which:
g ¥39.50 34.0 ¥39.50 0.0 ¥28.1 -28.9 L —
N, | bud
ik et $23.46  47.8  $25.40 8.3 $I8iE =0 =
Budgets of provinces,
: ¥8.40 20.0 ¥10.50 25.0 ¥25.8  145.7 5 Bl
pRcCis B adaes $4.99 324 $675. -~ 353 e L & i INVESTMENT .
bitlion yuan 0
Residential building*
(million square meters) 90.2 — 120.0 33.0 145.0 20.8 L B
Of which:
Housing for industrial
workers and staff 37.69 35.6 62.56 66.0 82.3 31.6 = =

*Including public facilities such as parks, hospitals, and housing.

INDUSTRIAL OUTPUT = e e ‘-UMH r s
(Million metric tons unless Pero ven reent Percent graildalc
B 1978 chan 1979 chai 80 chan 1981 cha (percent)
otherwise indicated) . A Lz ve? 10
Steel 31.78 33.9 34.48 8.5 37.12 7.7 35.58 —-4.1 !
Rolled steel 22.08 35.2 24.97 13.1 27.16 8.8  26.668 =1.8
Pig iron 34.79 38.9 36.73 5.6 38.02 3.5 34.185 -10.1 0
Coal 618.0 124 635.0 28 6200 Ry -0.6 8 79 g0 8
Crude oil 104.05 11.1 106.15 2.0 105.95 -0.2 101.179 —4.5
Natural gas (billion cubic meters) 13.73 — 14.51 By 14.27 -1.7 12.57 -11.9
Electricity (billion kilowatt-hours) 256.55 148  281.95 9.9 3006 6.6  306.6 2.0 ‘1':)””) -
Cement 65.24 2.2 73.9 13.3 79.86 8.8 833 4.3 (percent) 10
Sulfuric acid 6.61 23.0 7.0 5.9 7.64 9.1 7.763 1.6 ]
hemical maceutical 2
4 ;,',':f:a,,%hf,:em?;:;, ¥ 40.7 156, T 25  40.1 -38 380 S
0
Chemical fibers
(thousand metric tons) 285.0 50.2 326.0 14.4 450.0 38.0 524.0 16.3 e
Cotton yarn 2.38 8.0 2.63 10.5 2.93 1.4 3.167 8.2 7B .79 80 81
Machine-made paper
and paperboard 4.39 16.4 4.93 12.3 5.35 8.5 5.242 -19
CEMENT
Chemical fertilizers (based growth rate
on 100 percent effectiveness) 8.693 20.1 10.654  22.6 12.32 15.7 12.49 1.4 Iy "
Of which:
Nitrogenous 7.637 - 8.821 15.5 9.99 13.3 9.867 =13 .
Phosphate 1.033 — 1.817 75.9 2.3 269 2.613 13.2
Potash (thousand metric tons) 21.0 - 16.0 -23.8 20.0 25.0 11.0 —45.5 5
Chemical insecticides 78 79 B0 81
(thousand metric tons) 533.0 16.6 537.0 0.8 537.0 0.0 507.0 5.5
OWER PLANT
EQUIPMENT OUTPUT P
Q Percent Percent Percent Percent EQUIPMENT &5
1978 change 1979 change 1980 change 1981 change vth rate
Machine tools (thousand units) 183.0 -8.0 140.0 ~23.5 134.0 -4.3 100.3 -25.2
Power generating equipment
(million kilowatts) 4.838 52.1 6.212 28.4 4.193 -32.5 1.467 -65.0
Motor vehicles (thousand
units) 149.1 18.9 186.0 24.8 222.0 19.4 175.1 =-21.1
Locomotives (units) 521.0 77.8 573 10.0 512 -10.6 398 -32.3
Railway passenger coaches TRACTORS
{units) 783.9 — 856.0 9.2 1,002 17 1,159 157 growth rate
(percent)
Railway freight wagons
(units) 16.95 165.0  16.042 -5.4 10,571 -34.1 8,779 =17.0 4 Wheel
Tractors (thousand units) 114.0 14.8 126.0 10.5 98.0 -22.2 52.9 —45.9
Hand tractors (thousand units)  324.2 1.2 318.0 -1.9 218.0 -31.4 196.5 -9.8
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CONSUMER GOODS OUTPUT

(Million units unless otherwise indicated)

BICYCLES
SEWING MACHINES

Percent Percent Percent Percent millions units
1978  change 1979  change 1980  change 1981  change ot output 15
Bicycles 8.54 14.9 10,09 18.1 13.02 29.0 17.45 39.0
Sewing machines 4.86 14.6 5.87 20.8 7.68 30.8 10.198 328
Wristwatches 13.51 22.4 17.07 26.4 22.16 29.8 28.821 271
TV sets (thousand units) 517.0 - 1,329.0 157.1 2,492 87.5 4.842 94.3
Radio sets 11.68 — 13.81 18.2 30.04 1¥72.5 39.515 31.6
i 78. - & 33.0 373.0 56.7 i d
Cameras (thousand units) 178.95 238.0 6 596.0 60.0 WRISTWATCHES
Light bulbs 760.3 — 850.0 1.8 950.0 11.8 960.5 1 RADIOS
Cotton cloth millions units 40
(billion square meters) 10.286 8.6 11.43 1.1 12.80 12.0 13.4 5.0 of output
Woolen piece goods
{million meters) 88.84 — 90.17 U5 101.0 12.2 112:9. 11.8
Silk textiles
(million meters) 610.35 - 663.45 8.7 759.0 14.5 852.4 12.3
AGRICULTURAL OUTPUT AR
(Million metric tons unless otherwise indicated) i
Percent Percent Percent Percent
1977 1978  change 1979 change 1980 change 1981 change
Grain 282.75 304.75 7.8 332.115 9.0 318.22 —-4.2 325.0 Z.1
OF which: A
Paddy rice — — — 143.71 — 139.255 =10] — -
Wheat — - — 62,75 — 54155 —13.7 —_ -—
Tubers* — — — 28.47 — 27.845 =22 — —
Soybeans — — —_ 5.05 — 7.88 5.6 — —_— OIL BEARING
Cotton 2.049 2.167 5.8 2207 1.8 2707 2.7 - — CRI?PS 8
million metric
Silk A 2969 — 29.749 0.2 35.4 192 359 1.3 o, il
Silkworm cocoons (thousand
metric tons) 216.0 228.0 5.6 271.0 18.9 326.0 20,3 330.6 1.3
Sugar cane 17.753 21117 18.9 21.508 1.9 22.807 6.0 - —_
Processed sugar 1.816 2.27 250 2.5 10.1 2.57 2.8 3.079 19.8
Oil-bearing crops 4.015 5.218 300 6.435 23.3 7.691 19.5 — -—
Of which:
Peanuts — 2377 — 2,822 18.7 3.6 27.6 —_ .
Rapeseed — 1.868 — 2,402 28.6 2.384 =17 - o SILK
Sesame (thousand thausand metric
metric tons) i BD5 OIS e 7.0/ 295 25900 1 =379 — < faris abitbut
Tea (thousand
metric tons) 252.0 268.0 6.3 277.0 3.4 304.0 .7 — —
Hogs slaughtered
(million heads) - - - 187.72 — 198.607 5.8 — —
Timber (million
cubic meters) 49.7 51.62 3.9 54.39 5.4 53.59 -1.5 43.105 -19.6
*Five kilograms of tubers is equivalent to one kilogram of grain.
INDUSTRIAL
EMPLOYMENT AND WAGES EMPLOYMENT
R Percent Bircsnt million persans
cenl
1977 1978 change 1979 change 1980 change
Workers and staff (year end,
million persons) 91.12 94.99 4.2 99.67 4.9 104.44 4.8
Of which:
State-owned units 71.96 74.51 35 76.93 3.2 80.19 4.2 i
Urban collectively owned units 19.16 20.48 6.9 22,74 11.0 24.25 6.6
Individual businesses — — — 0.310 — 0.810 161.3
Total wage bill INDUSTRIAL WAGES
(billion yuan) ¥51.5 ¥56.9 10.5 ¥64.7 137 ¥77.3 19.5 million persons 750
$27.7 $33.8 22.0 $41.6 231 $51.6 24.0
Of which: g s
State-owned units ¥42.6 ¥46.9 101 ¥53.0 130 ¥628 18.5 650,
$22.9 $27.9 218 $34.1 22,2 $41.9 22.9 : ;
Urban collectively owned units ¥8.9 ¥10.0 12.4 ¥11:2 17.0 ¥14.5 23.9 othak 35l
$4.8 $5.9 229 $7.5 27.1 $9 29.3 77 y 79
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FOREIGN TRADE EXPORTS.
(Billion current yuan unless otherwise indicated) s NoLila ', billion vuan 40
1977 1978 1979  change 1980  change  1981* change* 30
Exports (fob) ¥13.97  ¥16.79 ¥21.20 26.3 ¥27.2 28.3 ¥38.1 40.1
$7.52 $9.97 $1363  36.7 $18.2 335 $22.4 231 20
Imports (cif) ¥13.28 ¥18.75  ¥24.30 296 ¥29.1 19.8 ¥33.7 15.8 10
$7.15  $11.74  $15.63 40.3 $19.4 24.1 $19.8 21 i
Total trade (fobVcif) ¥o7E5 ¢ WSS MSEAl B0 T ¥a6.3 337 L T 7.4 T 76 79 00 B
$14.67  $21.11  $29.26 38.6 $37.6 28.5 $42.2 12.2
Total reserves (period
end, million US dollars) $2,889 $2,141  §2,744 28.2 $3.116 13.6 $4,315 38.5 RESERVES
Of which: billion U.5. dollars
2
Foreign exchange $2,345  $1,557 $2,154 38.3 $2,545 18.2 $3,800 49.3
Gold** $544 $584 $590 1.0 $571 -3.22 $515 -9.8 3
Gold reserves (million 2
fine troy ounces) 12.8 12.8 12.8 0.0 12.8 0.00 12.8 0.0 A
*Estimates : : { TN e T )
**Valued at SDR 35 per fine troy ounce and converted into US dollars at end-of-period dollar/SDR exchange rate.
-CHIN
FOREIGN TRADE WITH SELECTED COUNTRIES oA ERADE
(Ml“lon us do!lars} billion U.S. dollars 4
Percent Percent
1977 1978 1979 1980 change 1981° change*
United States
Exports (fas) $171.3 $823.6  $1,716.5  $3,749.0 118.4 $3,599 4.0
Imports (customs value) $202.7 $324.1 $592.3  $1,058.3 78.7 $1,895 79.1
Total $374.0 $1,147.7  $2,308.8 $4,807.3 108.2 $5,494 14.3
Share of China’s total
two-way trade 2.5 5.4 7.9 12.8 123
APAN-CHINA TRADE
Exports (fob) $1,955 $3,074 $3,674 $5,109 39.1 $5,097 -0.2 : Yiioes it 8 sl
Imports (cif) $1,560 $2,045 $2,933 $4,346 48.2 $5,292 21.8 D000l arS
Total $3,515 $5,119 $6,607 $9,455 43.1 $10,389 9.9
Share of China’s total Japanese
two-way trade 239 24.0 225 25.2 231
Hong Kong
Exports (fob) $44 $63 $82 $1,249 227.0 $1,629 30.4
Imports (cif) $1.735 $2,249 $3,021 $4,401 45.7 $4,729 7.5
Total $1,779 $2,312 $3,403 $5,650 66.0 $6,358 12.5
Share of China’s total
two-way trade 12.1 10.9 1.6 15.1 14.4
W. Germany
Exports (fob) $501 $995 i 493 81,145 ~333 $674: A TRADE SHARES
Imports (cif) $288 $367 $534 $808 51.3 $673 =16.7 percent
Total $789 $1,362 $2,027 $1,953 =37 $1,347 =310
Share of China’s total
two-way trade 54 6.4 6.9 5.2 5.2
*Estimates
EXCHANGE RATES YUAN/US DOLLARS
(Period averages)
1981 1982
1978 1979 1980 Ql Qu Qm Qv Qi
Yuan per US dollar 1.6836  1.5550  1.4984 1.60 1.71 1.76 1.74 1.8
US cents per yuan 59.4 64.3 66.7 62.5 58.4 56.7 57.4 55.6
Japanese yen per yuan 125.0 140.9 151.3 129.2 128.4 131.5 129.1 128.3
Hong Kong dollar per yuan 2.772 3.201 3.329 3.32 3.26 3.35 3.33 3.27
N
Yuan per pound sterling 3.23 3.30 3.50 3.64 3.56 3.24 3.28 3.33 YENIYUA
W. German marks per yuan 1.193 1.179 1.213 1.30 1.33 1.38 1.29 131

SOURCES: State Statistical Bureau, Ministry of Finance, Bank of China, International Financial Statistics (IMF), Direction of Trade Statis-
tics (IMF), and US Commerce Department.
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THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Davin S, Tareax, Jr.
Vice-Chairman: Davin C. Scor
Secretary-Treasurer: HARRY TAavLOR
Counsel: WALITER STERLING SURREY
President: Coristorner HoPureoies

BOARD OF DIRECTORS

RosERT ANDERSON, chairman and chiel
executive ofhicer, Rockwell International
(.'m)‘.l

SAM AVOUB, senior executive vice-president
and chiet inancial ofhcer, The Coca-Cola
Co.

Murry P. BERGER, presidentand chief
executive ofhcer, MB International
Consultants, Inc.

Joun C. BRizexpixe, president, Douglas
Aweraft Co.
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executive ofthcer, The Chase Manhattan
Bank, N.A.

Joskrn R Curtis, vice-chairman, Seattle
First National Bank
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executive ofhicer, Phillips Petrolewm Co.

MicHEL FRIBOURG, president, Continental
Gram Co.
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executive officer, J.1. Case Co. (Tenneco)
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Uneon Oil Co. of California

Joux V. James, chairman and chiel
executive ofhcer, Dresser Industries, Ine.

WAL TER B. KISSINGER. chatrman, president,
and chief executive officer, The Allen Group,
Inc.

ArcHie RoMoCarpELL chairman and chiel
executive olhicer, International Harvester
Co.

J. Ray Pack, president, BWT Corp.

Doxarp C. Prarires, chairman, Chemcal
Bank

Miron F. Rosex it director, Phibro
(fmf)‘

Charces 1. Rostov, president, Trans-Ocean
Import Co., Inc.

Davin C.Scort, chairman and chief
executive ofthcer, Altlis Chalmers Corp.

EUGENE AL SERULOW, president, RCA
International

WALTER STERLING SURREY, senior partner,
‘\'IHH'_\ i;':\!m LT

DavinS. Tarean, Jr., presidentand
chief operating otheer, Fluor Corp.

HArRRY TAVLOR, vice-chairman,
Manufacturers Hanover Trust Co.

James M. Voss, Caltex Petroleum Corp.

BEIJING OFFICE

Representative: JEANNE T, CHIANG

Deputy Representative: STEPHEN
MARKSCHEID

Assistant: L1t WENDA

Suite 1136, Beiping Hotel

WASHINGTON STAFF
President: Christorier H. Pricvies
Vice-President: ROGER W. SULLIVAN

Directors

CarolyN Lo Brens, Importer Services

PArrICIA P CAPERONES, Administration

I-cHu AN CieN. Special Assistant for Liaison
and Language Services

NORMAN W, GETSINGER, Exporter Services

Nicnoras H. Luprow, Publications,
Rescarch, and Planning

RicHarD L. PETERMAN, Comptroller

Scorr Sevieyan, Developmentand
Government Relations

Address
1050 17th St., NW, Suite 350
Washimgton, DC 20036 USA

Telephone Numbers
Main Number: (202) 828-8300
Business Sevvices
Import: 828-8366
Export: 828-8347
The China Business Review: 828-8350
Development and Government Relations:
B28-8332
Library and Research: 828-8375
Membership: 8288321
Publications Sales and Advertising:
8288326
Cable: USCHINTRAD

Harry Hovipay, Jr. chief executive oflicer, Telephone: 552231, 556531, 558331, ext TWX:710-822-0173
Armeo, Inc. 1136
USGOVERNMENT OFFICES
AMERICAN EMBASSY, BEIJING SHANGHAI CONSULATE HONG KONG CONSULATE

Ambassador: ARTHURW. HUMMEL, JR.

Economic Counselor: Davin G. BRowN

Economic Ofhicers: HOwARD LANGE,
ROBERT A. PHILLIPS, JOHN P. MODDERNO,
Ni1cHoLAS R1EG, KENT WIEDEMAN
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(FAS/USDA)

Commercial Counselor: MELVIN W, SEARLS

Deputy Commercial Counselor: FREDERIC
W. MAERKLE, 111

Assistant Commercial Auaché: PETER
HANLEY (FCS)

Telephone: 522033, ext. 215,216

Address: 17 Guanghua Lu, Beijing

Cable: American Embassy

Consul General: DoONALD M. ANDERSON

Economic/Commercial Othcer: Josern |
Boricn

1469 Huar Hai Zhong Lu

GUANGZHOU CONSULATE

Consul General: JErome C.OGDEN
Commercial Ofhcer: Davin AL HUGHES (FCs)
Economic Ofthcer: James H. Harl

Dongtang Hotel

Telephone: 69-900

Consul General: BURTON LEVIN
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ANGUS SIMMONS, DOUGLAS G. SPELMAN
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JACKSON (FCS)
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TROWBRIDGE

26 Garden Rd.

Telephone: 5239011
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UNITED STATES
AGRICULTURAL SCIENTIFIC/EDUCATIONAL
INSTRUMENTATION & EQUIPMENT
LITERATURE EXHIBITION
AGRO LIT EXPO 82

The “United States Agricultural Scientific/Educational
Instrumentation and Equipment Literature Exhibition” (Agro
Lit Expo '82) is the first exhibition of its kind representing the
entire American agricultural industry. The scope of the
exhibition ranges from suppliers of raw materials to
manufacturers of finished products (including analytical
instrumentation, laboratory instrumentation, equipment for
experimental farms, audio-visual teaching facilities, and
computers) in the following industries: agriculture, animal
husbandry, fisheries, and forestry.

The scheduling of Agro Lit Expo '82 is especially oppor-
tune for businesses interested in exploring trade opportuni-
ties in the China market. This year China s eligible to receive
several substantial World Bank loans for acquisition of agri-
culture-related equipment and technology. Agro Lit Expo '82
will give important exposure to products and services of
participating companies as the Chinese gather information
with which to make well-informed purchases

The Chinese have also requested that technical semi-
nars be presented at Agro Lit Expo '82. Chinese end-users
are anxious to exchange ideas on agricultural technology
with American experts and representatives.

CHINESE GOVERNMENT ENDORSEMENT

The China Council for the Promotion of International Trade
(CCPIT) is the official Chinese organizer for Agro Lit Expo
'82. CCPIT was established in 1952 to promote economic
and trade relations between China and other countries. It is
the sole authority responsible for all exhibitions held in
China.

The China Agricultural Scientific and Educational Instru-
mentation Corporation is the official Chinese co-sponsor for
the exhibition. CASEIC was established in 1978 to meet
instrumentation needs in the agricultural sector and has
branches in 29 provinces in China. Its work is divided into
three areas: 1) scientific research, 2) education, and 3) soil
survey.

AMERICAN SPONSOR

The sponsor of Agro Lit Expo ‘82 is China Translation and
Printing Services-USA (SF), Inc. Established in 1979, CTPS-
USA is an American company providing high-quality techni-
cal translation, printing, and dissemination of American
product literature to the People’'s Republic of China. CTPS-
USA is affiiated with CTPS-Hong Kong with branch offices

CTPS

throughout Europe. CTPS-Hong Kong was founded in 1965
and has a proven track record of providing high-quality trans-
lation and exhibition catalogs for over 30 major exhibitions
held in China.

EXHIBITION CITIES

Agro Lit Expo '82 will be held in the month of June in three of
China’s major agricultural research centers:

Beijing  15-19June 1982

Xi'an 19-23 June 1982

Shanghai 23-27 June 1982

GENERAL DESCRIPTION

You are invited to supply 25 kilograms (55 pounds) of your
catalogs. handbooks, technical manuals, or brochures on
products. processes, or services of interest to the Chinese.
Price sheets included with your literature will enable Chinese
buyers to respond with orders sooner. CCPIT will distribute
your materials to the related end-users throughout China.
The material need not be in Chinese. However, CTPS-USA
highly recommends that introductory letters and brief prod-
uct and service summaries be provided in Chinese to facili-
tate inquiries.

Fifteen copies of each title will be on display for the more
than 21,000 technicians, end-users, managers, and officials
from agriculture-related ministries and bureaus invited to
Agro Lit Expo '82

Participating American companies will be listed in the
official Chinese-language “Agro Lit Expo '82 Directory”. The
official Directory and literature request cards will be distrib-
uted to all attendees to facilitate on-the-spot inquiries regard-
ing specific American products. Your company can also
increase its reach by advertising in “Agro Lit Expo '82
Directory”.

All arrangements in China including publicity, invita-
tions. hall rental and staff collection of inquiries will be han-
dled by CTPS-USA. Staff from CASEIC and CTPS-USA will
also be present for the entire exhibition

LT Expo 82

For more information, contact Russ Lowe

China Translation & Printing Services-USA (SF), Inc.

490 Second St., #306, San Francisco, CA 94107 (415) 957-5094



MEMBER SPOTLIGH'T
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DEERE TO RENOVATE FOUR PLANTS

As part of a major licensing agreement with the Ministry of
Agriculture, Deere and Company is providing design and
technical assistance to modernize four Chinese plants that will
manufacture combines and machinery parts. Deere joined the
National Council as a charter member in 1973.

The two combine plants (in Jiamusi, Heilongjiang, and
Kaifeng, Henan) will together produce about 2,000 combines
per year. Chinese technicians already have been sent to Ger-
many for training. Deere also will assist the Ministry of Agri-
culture’s renovation of two additional factories to manutac-
ture hydraulic and transmission components. Deere will buy
back about $1 million worth of the factories’ components
annually for 10 years beginning in 1982,

CCN’S UNIQUE ARRANGEMENTS

Deliveries of Chinese machine tools to the US are about to
begin under a unique compensation arrangement orches-
trated by China Consultants Northwest, Lid., of Portland,
Oregon. Under the agreement between EQUIMPEX, Tree
Machine Tool Co. of Racine, Wisconsin, and the Nantong
Machine Tool Plantin Jiangsu Province, the US manufacturer
has provided design and know-how at no charge to the
Chinese plant to produce vertical milling machines of two and
three axes. In exchange, the Nantong plant will provide Tree
with at least 10 hnished machines per month at favorable
prices over a hve-year period. Prices will rise by only 5 1o 8
percent annually during that time.

SELLING ON CONSIGNMENT

Council member NL Industries, the pioneer in what may
become an important mode of supplying offshore drilling
equipment, is about to begin operations through its second
warehouse in Dagang. The new warehouse was set up by NL
Baroid to stock specialty chemicals to be sold on consignment
for use in mud drilling. An NL representative stationed in
Dagang will market the chemicals to foreign companies oper-
ating offshore, and to China's inland oilfields.

Meanwhile, NL’s first warehouse (also in Dagang) is operat-
ing successfully. That warehouse has been in operation since
late 1980 and stocks spare parts and testing equipment sold on
consignment to petroleum operations in China. Following
NL’s example, Christensen Inc. also is planning to set up a
warchouse in Dagang.

MAJOR LICENSING CONTRACT

After lightening-fast negouations resulted in a licensing
agreement between Standard Thomson (a subsidiary of mem-
ber company Allegheny International), and China Machine
Building International Corp., the US company and its repre-
sentative, Bear Stearns, are poised to follow up with a joint
venture agreement. Bear Stearns’ Dr. George Koo arranged a
visit to China last year for Standard Thomson and drafted a

62

memorandum of understanding within one week. Months
later, a contract was negotiated and signed at Standard Thom-
son headquarters in Waltham, Massachusetts. The contract
calls for the US manufacturer to provide know-how.and tech-
nology for the Chinese to manufacture passenger-car and
truck thermostats and related temperature control products.
Standard Thomson will receive both front-end payment and
royalties.

Also stated in the agreement is the intention to negotiate a

joint venture. The contemplated joint company would be

owned 60 percent by the First Ministry of Machine Building,
and 40 percent by the US company. The thermostats and
related products will be produced at a facility in Shiyan, Hubei
Province.

DH&S RETURNS TO SHANGHAI

Deloitte Haskins & Sells, the first foreign accounting firm to
audit a joint venture in China, has opened a representative
office in Shanghai. The company first opened its doors in the
Chinese business metropolis in 1919, but left China in 1942
when Japanese forces occupied the region.

In its new othce, DH&S plans to specialize in auditing ser-
vices for foreign companies involved in joint ventures in Chi-
na. The firm was employed three vears ago to audit the fixed
assets of a Chinese enterprise and the technology contributed
by an American automotive manufacturer in a proposed joint
venture. “To the best of our knowledge,” a company spokes-
man said, “this was the first time China had appointed an
mternational accounting firm for such work.” The Shanghai
office also engages in management consulting for foreign
companies, and training for Chinese accountants.

PRICE WATERHOUSE OPENS BEIJING OFFICE

Price Waterhouse, a major New York accounting firm, has
opened an office in China’s capital o offer tax consultation to
foreign hirms in China, as well as financial, management, and
auditing services to US companies and Chinese organizations.
Price Waterhouse has signed a cooperation agreement with
the China International Trust and Investment Corporation,
and already advises the Bank of China on how to open bran-
ches abroad. Price Waterhouse joins Ernst & Whinney, Coop-
ers & Lvbrand, and DH&S as the only US accounting firms
currently represented in the PRC,

INCREASED INSURANCE ACTIVITY

A new Council member, Marsh and McLennan, reports a
promising response to its recently opened office in Beijing.
The firm is one of 8 foreign insurance companies (and one of
37 foreign financial institutions) represented in the PRC, and
is the only American insurance broker authorized by the
People’s Insurance Company of China to do business in Chi-
na, according to Marsh and McLennan’s chief haison officer in
Beijing, Jack Sha. —Chris Brown
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CHINA
BUSINESS
MANUAL 1981

“Knowing the right person, or the right
department to contact is the key to any
business, and especially in the People’s
Republic of China with its huge bureauc-
racy. This wonderful little book, the China
Business Manual, is the key to all those
doors to business opportunities with
China.”

Archie R. McCardell

Chairman and Chief Executive Officer

International Harvester Co.

Over 5,000 different entities and over

1,000 Chinese officials named. Addresses,

phone/telex/cable numbers listed. Or-
ganization of seven provinces and
municipalities listed in detail. All prov-
inces, prefectures, and counties included.
Contents organized by:

® Political Structure
Agriculture

Energy

Finance

Foreign and Defense Affairs
Foreign Trade

Media and Advertising
Transportation, Communications, and
Travel

Science and Technology

® Provinces and Municipalities

China Business Manual 1981

What is the structure of China’s economic
hierarchy? Whom do | contact and how?
Who can represent my needs in China?
Who deals in my product? The China
Business Manual is an encyclopedia of
China’s trade and economic organiza-
tions, designed to answer all these ques-
tions.

Name
Company
Address

Signature

Please send me

[J My check is enclosed for $ =

The comprehensive China Business
Manual provides detailed information on:
All top party and government officials; 88
commissions, ministries, and state agen-
cies; over 500 corporations; over 270
foreign trade corporations and branches;
almost 500 societies, associations, and
research institutes; more than 200 fac-
tories; some 350 scientific and technical
publications; over 2,500 provincial and
municipal subunits; over 850 provincial
and municipal commissions, branches,
etc.; over 100 banks and branches; plus
exhibition centers, advertising agencies,
port authorities, Chinese weights and
measures; and much, much more.

Indexed and cross-referenced by product
and organization.

Pocket-size for Easy Reference

The China Business Manual is a must for
anyone doing business with the PRC —
importers, exporters, lawyers, agents,
advertising executives, retailers, etc.
Whether you are a first-time China trader
or an old hand in the business, govern-
ment, or academic communities, the
China Business Manual is indispensable.

e eeesssmmsssssssssssssssss s s s —————————

Handy, 336-page, pocket-size volume costs only $11.95 plus
$1.00 postage and handling. Only $9.50 plus $1.00 P&H for
member companies of the National Council.

copies of the China Business Manual

O Please bill me.

Return to: The National Council for US-China Trade
Department 10A = 1050 17th St., NW, Suite 350
Washington, DC 20036
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Published by the National Council for United States-China Trade

Distributed overseas by Prentice-Hall International, Inc.
Money-back Guarantee

“In business — or, want to do business
with China? Buy this book! It's a gold
mine of trade and economic information.
Every company executive in business with
the PRC should have the China Business
Manual as a basic tool of the trade.”
Eugene A. Theroux
Partner

Baker & McKenzie
Beijing Office



Our natural wall-
paper is lovely and
durable, yet it costs 5% to
10% less than conventional
wallpapers. And if you thought that
top quality natural wallpaper was a
thing of the past, send for an air-speed
sample of our straw, sca grass, jute, sisal,
bamboo, wood, grass, and other natural wallpapers.
It won't take you long to realise that quality natural
wallpapers are very much a thing of the future.
All our wallpaper measures one yard across, and it’s available
in any length.
Special packaging is available on orders of more than 2,000 rolls — 20
rolls per carton, 0.162-0.28 cubic meters per box — and a special discount
is negotiable on orders of more than 5,000 rolls. We'll make to your specifica-
tions, too.
Don’t turn your back on nature — get back to it ... because your market’s getting back

to it, too.

CHINA NATIONAL ARTS & CRAFTS IMPORT & EXPORT CORP., GUANGDONG BRANCH.
2'Qiao Guang Rd., Guangzhou, China. Cable: “ARTCANTON". Tel: 44079 KCACB CN.




