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iscover China

Trade and Imvestment Coside Lo

® China

China's modernisation is re-opening opportunities for
Western technology to serve the needs of an enormous
market. Getting business in this market is not easy. It calls
for the guidance of an organisation where speed of decision
and modern technology are backed by a century of
experience in the China trade — it calls for HongkongBank.

By contacting HongkongBank you can gain immediate
access to the full range of ingernational banking services
from loan syndication, long-term financing and joint
ventures, (o detailed trade documentation.

Our Area Office China, based in Hong Kong, can advise
you on strategy and tactics for approaching the new market,
and our publications on China and the various cities
(pictured) are just one example of the specialist information
we can provide, You may contact us at any of our
following offices:-

Beijing Representative Office

Suite 149, Jianguo Hotel, Jianguomenwai Da Jie,
Beijing. Tel: 501074 (Direct), 502233 Ext 145, 147, 149,
Shanghai Branch Office

185 Yuan Ming Yuan Road, Shanghai. Tel: 218383,
Guangzhou Subordinate Representative Office
Rooms 1363-1364, China Hotel, Office Tower,

Liu Hua Lu, Guangzhou. Tel: 63388 Ext 1363,
Shenzhen Representative Office

Rooms 414-415, 4th Noor, Friendship Commercial
Bldg., Jian She Lu, Shenzhen. Tel: 38016.

Xiamen Representative Office

Room 1202, The Overseas Chinese Mansion,

Xin Hua Road Central, Xiamen. Tel: 25690 (Direct)
Area Office China

23rd Floor, Admiralty Centre, Tower 1,

Harcourt Road, Hong Kong. Tel: 5-8228333.

New York Office

5 World Trade Center, New York, NY 10048 USA
Tel: (212)839-5000.

<

HongkongBank

Marine Midland Bank - Hongkong Bank of
Canada * The British Bank of the Middle East
Hang Seng Bank Limited - Wardley Limited
Wardley London Limited

Fast decisions. Worldwide.

CONSOLIDATED ASSETS AT 31 DECEMBER 1983
EXCEED USS60 BILLION
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THE CABBAGE PATCH FACTOR

US—China trade grew to an all-time
high of almost $6.1 billion last year,
up from $4.4 billion in 1983, US
exports rose to just over $3 billion in
1984, an increase of 38 percent over
1983, though still short of the record
$3.7 billion established in 1980,
American imports grew at about the
same rate, reaching almost $3.1 bil-
lion. The resulting US wrade dehcit
with China was an unexpectedly low
$60.5 million, down from the $71
million deficit registered in 1983,

At mid-year, analysts had pre-
dicted a much larger US deficit;
through July, US exports trailed im-
ports by $390 million. But strong
American export performance in the
second half of the year brought US—
China trade closer to balance than it
has been in any year since 1977,

Wheat was the largest single Amer-
ican export to China in 1984 and
would have been even larger if China
had imported as much as it pledged
under the four-year bilateral grain
trade agreement that expired in De-
cember. As a percentage ol total US
exports to China, however, agricul-
tural products are falling: they ac-
counted for 20 percent last vear,
down from more than 50 percent in
1980, 1981, and 1982, Last vear's
exports showed strength across a
wide range of industrial sectors.

Clothing and textiles dominated
US imports from China again last
vear, accounting for 42 percent of
total imports. Crude oil and refimed
petroleum products were also high
on the list. Americans spent more
than $105 million on Chinese-made
tovs and sportng goods, the bulk of
it tor stufted doll bodies that became
the wildly popular “Cabbage Patch™
dolls. Most trade analysts, however,
have failed to confront the implica-
tion: if not for Cabbage Patch dolls,
the US would have enjoved a trade
surplus with China last year.

China’s third biggest trading part-
ner (alter Japan and Hong Kong,
Macao), the United States used 1o

TRENDS & ISSUES

run routine surpluses in its China
trade. In fact, last year's deficit was
only the fourth since 1972, The Com-
merce Department seems quite satis-
fied with the US export performance
last year. But American officials
probably wish they could use Chinese
figures. China, which chooses to omit
shipments through Hong Kong and
Japan from its export totals, savs it
had a trade deficit with the United
States last year of $1.5 billion. —TE

SEVENTH FIVE-YEAR PLAN

Chinese
continuing to work on drafting the
nation’s Seventh Five-Year Plan for
1986-1990. According to the State
Planning Commission, ofhcials will
revise the draft at a national meeting
this summer and release the plan in
final form sometime next vear. While
estimates of the plan’s contents at

economic planners are

this point must be largely speculative,
the leadership has made its overall
priorities clear.

The Seventh Five-Year plan will
call for annual growth rates in the
gross value ol industrial and agricul-
tural output averaging 7 to 8 per-
cent. When combined with the ex-
traordinary  economic successes of
the last few years, achieving this tar-
get would be a major step toward
reaching the long-term goal of qua-
drupling 1980’s national income by
the vear 2000.

China’s leaders have recently mod-
ified their strategy for attaining that
ambitious goal. Unul recently, plan-
ners forecast a gradual acceleration
of economic growth through the end
of the century, But Vice-Premier Yao
Yilin stated in March that China's
economy will grow more rapidly dur-
ing the Seventh Five-Year Plan pe-
riod than in the 199%0s. Two factors
may have led to this change of strat-
egy. First, the cconomy has grown
rapidly in the Tast few vears, with the
energy sector in particular perform-
ing better than expected. Second,
China has built up significant agricul-
tural and foreign exchange reserves,

These factors will help sustain very
rapid economic growth rates for the
near future. But planners are con-
cerned that energy, transport, and
resource constraints will slow the
economy’s growth by the 1990s.

The upcoming five-year plan is not
expected to depart from the basic
economic policies China has been
practicing since 1982, Instead, ex-
pect a cautious document that em-
phasizes improving the economy’s
basic infrastructure while continuing
toantroduce reforms.

In keeping with the desire to pre-
vent an investment boom, the new
plan will concentrate investment on
upgrading existing industrial facili-
ties, rather than building lots of new
ones, But the priority sectors of en-
ergy, telecommunications, and trans-
port are exempt from this general
prohibition, since their lack ol devel-
opment threatens to scuttle China's
maodernization hopes.

This being the seventh plan of its
kind, the Chinese have obviously de-
veloped some patterns in formulat-
ing their wrgets. But the planning
process has been distinctive this time
around in several respects. For one
thing, while most of the actual pro-
ceedings remain behind the scenes,
the planning process has been much
more of a public affair. Economic
reforms have decentralized eco-
nomic decision making in China so
that it is increasingly ditficult for cen-
tral planners to control all informa-
tion flows. Conducting more of the
planning process in public allows
each important actor to gauge the
likely impact of the plan on related
sectors, and provide necessary feed-
back to the center.

The forthcoming five-year plan
may also be the first 1o genuinely
affect economic activity, China’s five-
year plans have become famous for
their irrelevance, especially com-
pared to the annual plans that actu-
ally set enterprise output targets. In
tact, previous five-year plans weren't
even promulgated until halfway
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through the plan period! In prepar-
ing the seventh five-vear plan, the
Chinese for the first time seem to be
seriously considering the interrela-
tionships among economic sectors,
and the effectiveness of alternative
investment strategies. Don’t look for
revolutionary change in the planning
tradition, but expect plans to gradu-
ally become more reflective of basic
economic needs. —DD
GREEN ZONE BLUES

In November 1983 the US govern-
ment introduced a novel idea o
speed the process of licensing for
mushrooming US  high-technology
exports to the PRC. The “green
zone’” policy raised exporters’ hopes,
although the results have been disap-
pointing so far. The original idea was
to establish a level of technology at
which certain items were considered
to pose little or no national security
risk to the United States if sold to
China. Items falling within this
“green zone” could expect to receive
an export license with a minimum of
delay.

The government established green
zone guidelines for seven controlled
product categories, which accounted
for upwards of 75 percent of all PRC
license applications at the time.
These categories were computers,
computerized instruments, microcir-
cuits, electronic instruments, record-
ing equipment, semiconductor pro-
duction equipment, and
oscilloscopes. New categories were to
be added as the need arose.

The procedure was to work as fol-
lows: license applications for green
zone items would be reviewed by the
Commerce Department’s Office of
Export Administration with a pre-
sumption of approval. Such applica-
tions need not come under inter-
agency review—a process that gi\'t‘h
the Defense Department and other
agencies the chance to review sensi-
tive export license applications,

However, the Delense Department
appears to be reviewing a growing
number ol green zone applications
after all. A Memorandum of Under-
standing between the Department of
Commerce and the Department of
Defense late last year increased the
latter’s role in monitoring the whole
export control process. This tends to
slow the processing time for green
Zone cases.

Another problem is that the green
sone product categories no longer
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make up the bulk of US export li-
cense applications, as China broad-
ens its base of high-technology im-
ports. So far this vear the seven green
sone commodity categories have ac-
counted for less than 50 percent of
all PRC license applications.

Commerce Department efforts to
address this problem by drafting new
green zone guidelines for other con-
trolled commodities have bogged
down. Guidelines for numerically
controlled machine tools should be
published soon, but green zones for
nine additional categories that were
expected by last June (mainly for
telecommunications  and  avionics
equipment) are stll being negotiated
by the government. Some, such as
fiber optics and lasers, are the sub-
ject of heated debate between gov-
ernment branches over appropriate
levels of technology for export to
China.

Finally, US green zone cases are
still subject to the multilateral review
process, in which Japan and most
NATO countries jointly monitor their
high-technology exports to the rest
of the world in an organization re-
ferred to as COCOM, or the Coordi-
nating Committee. The changing
situation at COCOM has caused addi-
tional headaches for green zone
cases. The sheer backlog of China
cases in COCOM, which now account
for the bulk of applications sent in by
most member nations, often means
significant delays in COCOM ap-
proval. This cancels the benefita US
exporter has gained by expedited US
government review. By May the gov-
ernment hopes to achieve a consen-
sus among COCOM nations on meth-
ods to speed the processing of China
cases. Another complicating factor is
that new COCOM guidelines for com-
puter exports, in effect since January
1, set restrictions on bulk computer
shipments. This can complicate the
export of even simple green zone
computer equipment to China if
shipped in large numbers.

The green zone policy appears 1o
be caught in the current between
shifting policy and bureaucratic red
tape. Most exporters agree that the
green zone idea is a good one in

theory, and could be in practice if

implemented systematically. But the
deteriorating situation may have to
get worse before the US government
will devote scarce resources to giving
the green zone process the shot in
the arm it badly needs. —MCR
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Economic Reforms: Round Two

The success of China’s agricultural policies has helped broaden the focus of

ctorm has been the watch-

word i China for more

than six years now, atfect-

ing everything [rom invest-
ment patterns to daily lifestyle. Over
the past vear, Chinese leaders have
broadened the successful agricul-
tural reforms and open door policy
i eftect since 1978, And last Octo-
ber, the Third Plenary Session of the
Communist Party Central Commitiee
officially expanded the focus of re-
form from agriculture to the poten-
tially more dithcult task of changing
longstanding patterns ol industrial
planning and performance. The **De-
cision on Reform of the Economic
October 20
shows that China’s current leaders

Structure’ issued on
are more committed than ever to
their stated goals of “enlivening the
‘opening o

‘

economy” and further
the outside.”

The specific goals of the latest re-
forms are to increase industrial pro-
ductivity by raising incentives for
managers and workers; institute
price reforms to reinforce the incen-
tive system and reduce the need for
government subsidies; improve sci-
entific and technological innovation
and raise the level of expertise in the
mdustrial work force; strengthen
commercial interaction; and finally,
attract foreign capital, technology,
and management to fuel China’s eco-
nomic development.

Reform is not a new concept in
China. Westernizers in the mid-
1800s called for reform ol the old
dynastic system: intellectuals called
for reform ol the warlord-dominated
“republic” ol the 1920s; and liberals
of the 1930s and 1940s demanded
that the Guomindang government
reform itself. The current regime un-
dertook limited reforms in the mid-
1950s and early 1960s, but both
times these trends were eclipsed by

reform to include industry

Christopher M. Clarke

radical movements.

Post-1978 reforms also remain a
matter of controversy, with one
man’s reform being another man’s
abandonment of Marxism. But de-
spite the highly sensitive and com-
plex nature of the undertaking, sev-
eral lactors have compelled Deng
NXiaoping and his chosen succes-
sors—Party General Secretary Hu
Yaobang and Premier Zhao Zivang—
to speed up their ambitious agenda at
this time.

Why now?

Just past his 80th birthday, Deng’s
time is running out with his vision of
post-Mao China yet to be fully real-
ized. He has picked his immediate
successors, but has not yet built the
overall framework in which his lega-
cies of economic development and
further opening to the West are as-
sured continued success.

Since defeating a conservative ef-
fort to slow the reforms in late 1983,
Deng, Hu, and Zhao have pushed
forward with progressively more fun-
damental reform of the Soviet-style
economy they inherited. They hope
in 1985 and 1986 1o incorporate
their priorities into a Seventh Five-
Year Plan for 1986-1990. To set the
stage, they are promoting changes in
industrial management, commercial
circulation, price reform, and for-
eign trade rationalization.

Economic pressures are at least as
important as political imperatives in
providing the impetus to push ahead
with urban reforms at this juncrure.
The very success ol China’s agricul-

Christopher M. Clarke is a China Ana-
lyst at the Department of State and for-
mer associate divector of research for the
National Council. The views expressed
here are his own, not those of any US
government agency.

tural reforms and aggressive foreign
trade program has exacerbated the
administrative and financial burden
on the central government, and thus
imcreased the pressure for reform.
Last [all, China gathered s fourth
successive record grain harvest, with
dramatic increases in other food and
cash crops. Increased production has
led to growing State purchases—and
at prices higher than in the past. Ris-
ing storage and transport costs and

greater food sales to urban consum-
ers at heavily subsidized prices have
also increased the drain on central
cotfers,

Between 1978 and 1982, official
Chinese higures place overall govern-
ment subsidies at more than ¥ 150
billion. The annual bill rose from ¥ 16
billion in 1978 to ¥43 billion in 1982,
and continues to climb. Grain price
supports account for almost half’ of
these government subsidies. Grain
subsidies more than tripled between
1978 and 1983, while output in-
creased by only 27 percent and State
revenues grew by only 11.4 percent.
In 1984, unexpected State purchases
from the bumper grain and cotton
harvests added ¥3.5 billion to gov-
ernment expenditures.

Meanwhile, with peasant incomes
rising steadily and dramatically, rural
demand for consumer products, cap-
ital goods, farm inputs, and construc-
tion materials now exceeds the indus-
trial sector’s supply capacity. Even in
cases where supplies are adequate,
the commercial system is often in-
capable of handling distribution of
these goods, and of circulating light
industrial inputs and foodstufls back
to the industrial sector. Because of
inadequate storage and transporta-
tion, as much as 20 percent of Chi-
na’s produce is wasted while only b to
10 percent is processed. Adminis-
trative barriers also intt‘]'f‘tj]‘c with the
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smooth flow of goods between farm
and city. As Deng put it just before
the Third Party Plenum in October,
“If urban reforms are not carried
out, it will prevent the countryside
from making further advances.”

Economic inefhciencies in the for-
eign trade sector contribute to the
need for systemic reform. Because of
China’s irrational price structure,
many factories and trade companies
cannot export at prices that cover
production costs. Similarly, import-
ers must often pay more for machin-
ery and equipment than they can re-
coup from domestic end users. As a
result, despite booming
foreign trade figures and
an impressive foreign ex-
change account, many
Chinese enterprises are
not benefiting much from
the “open door.” The re-
cent decision to restruc-
ture the foreign trade sys-
tem should help make
exporters more efhicient
and responsive to eco-
nomic forces. This struc-
tural change will be rein-
forced by greater use of
the free market to set
prices for most light in-
dustrial raw materials and hnished
goods, and by gradual changes in
prices for basic commodities still con-
trolled by the State.

Obstacles and prospects on the
road to a mixed economy

Despite the appearance ol
Y 10,000 peasant households,” free
markets, and the rapid expansion of
private entrepreneurial activity rang-
ing from bicycle repair 1o
interprovincial transport, China is
not really headed down the “capital-
ist road.”” The State will retain owner-
ship and operation of key economic
levers, including most heavy indus-
try., banking, and major means of
communications and transport.

What will result, if the reforms are
successful, is a more mixed system in
which mandatory planning will be
largely replaced by guidance plan-
ning and the use of such economic
levers as interest rates and taxes. Two
widespread tactics being used to
achieve a more mixed economy are
removal of some government organs
from business operations and the
creation of competition by breaking
up State monopolies.

As indicated by articles that follow,
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these and other measures have al-
ready led to tremendous changes in
widely ranging areas of the economy.
But the industrial reforms have not
been in place long enough to assess
their long-term impact. Further-
more, economic reform s a fluid pro-
cess. As several authors indicate, not
all of the changes taking place have
been planned at the top. Some new
cconomic measures have had conse-
quences not fully anticipated by the
leadership, which in turn have influ-
enced the direction of the reform.
Finally, the goal of reform in one
sector, occasionally has the potential

to conflict with reform in another
sector, and only time will tell how

such situations will be resolved.
Chinese leaders recognize that the
road to industrial reform will not be

smooth. As Deng said on the eve ol

the October plenum, the implemen-
tation of urban reform will require
“ereater courage’ than pushing
through the 1978 agricultural re-
forms, because of the greater com-
plexity of the industrial-commercial
system and China’s inexperience in
using economic and financial levers
to affect ])cri}n‘m:lm'r. Morecover,
the nature of factory work makes 1t
much more dithcult to institute pro-
duction incentives. An individual
worker’s contribution to a finished
industrial product is much harder to
calculate than the contribution of a
peasant to farm output. The ten-
dency so far to award collective bo-
nuses diminishes the icentive effect
of bonus programs, but the practice
will be difficult to eliminate since it is
cumbersome and controversial (o
award bonuses on an individual basis,

Economic reforms also directly
threaten powerful entrenched inter-
ests. Ideologically orthodox Party el-
ders have voiced concerns that China

is abandoning socialism. This has
prompted forcefully worded press
articles by the reformers, explaining
that Marx’s 100-vear-old ideas can-
not be expected to solve all of con-
temporary China’s problems. Some
planning othcials, many of whom cut
their teeth on Soviet-style planning in
the 1950s, fear that loosening central
control will lead to economic chaos,
higher unemployment, and inflation.
Perhaps more important, the changes
threaten the position, prestige, and
living standards of government bu-
reaucrats whose salaries remain low.
In a statement rare in its candor, Hu
Yaobang admitted that re-
sistance to the reforms
“will first come from
some comrades of the
central departments and
the leading organs con-
cerned of various prov-
inces, regions, prefec-
tures, and cities, espe-
cially the economic work
departments.”

Factory Communist
Party
whose influence is drast-
callv curtailed by the re-
forms, are also likely 1o
implementation.

representatives,

resist
They may receive some support from
workers grown accustomed to the lax
labor discipline in the post-Cultural
Revolution factory. Managers, whose
authority has been undermined by
years of Party interference and politi-
cal movements, will probably take a
wait-and-see attitude. Finally, some
panic buying and runs on local bank
branches at the time of the October
plenum indicate that the man on the
street is concerned about the possi-
ble short-term dislocations of the re-
forms, especially price increases.
Despite technical and political ob-
stacles, the need for imdustrial and
commercial reform has become clear
to most people in China. Progress
will probuably be slow, as leaders seck
1o moderate short-term problems ol
unemployment, inflation, and ero-
sion of living standards. However,
since they sidetracked the abortive
campaign against Uspiritual pollu-
tion of late 1983, reformers have
generated considerable momentum
for their program of social and eco-
nomic transformation. Each new suc-
cess helps bolster the stock of Hu
Yaobang and Zhao Zivang, and helps
improve the prospects for a continu-
ation of the reform momentum. 7T



China’s door is open to suppliers of industrial products and
technology

McGraw-Hill has responded to China's open door by
publishing special issues in Chinese, each one in a field of
priority interest to China.

to

“And with $16.7 billion in hard-currency
reserves, the Chinese are on the verge of a
spending binge.” — Business Week, January
14, 1985

In 1985, Chinese language issues of six McGraw-Hill
magazines will be published for readers in the People's
Republic of China in these industries: pl: . aviation
metalworking and machine tools, data communications
electronics, power generation and transmission

1SUICS

Publication dates in 1985 are: Modern Plastics
International,  February, Awviation Week & Space
Technology, February (Air Transport Issue), American
Machinist, June;, Data Communications, September,
Electronics, October; Power, October

Closing dates for materials and orders are six weeks in
advance of publication date.

“H AR HE R 2 E

" I don’t know who you are
BAHHE R 2T
[ don’t know your company.
B3 B T= I O I O
I don't know your company’s product
A HEF D E K E A
[ don’t know what your company stands for
KEAAMEGOATHBLEME
[ don't know your company’s customers
KAHBEHFROLXFNNDBER
[ don’t know your company’s record
ETHMBEFRNDQXTINEHEM@E —
I don't know your company’s reputation
Bz, -

Now — what was it you wanted to sell us?”

EHEREREMFLBPER”

Moral: business advertising works
promote

sales in China

Each China Issue will be published in simplified Chinese
characters — the standard script adopted in the People's
Republic of China. Circulation of each issue will be limited
to important organizations and individuals in the field
covered.

Professional translation into Chinese is included in the
advertising page rates. An effective reply card screening
system will ensure thal advertisers receive only serious
inquiries.

For a free copy of the booklet ""Advertising and Selling to
the People's Republic of China"”, contact: China
Consultants International, Suite 500, Dominion Centre,
43-59 Queen's Road East, Wanchai, Hong Kong. Tel:
5-270639, Telex: 75368 AMRHK HX, Cable: ENTRECHIN

For more information about advertising, contact:

Modern Plastics International
Ms. Vivian Sansom 212/512-6497

Aviation Week & Space Technology
Mr. William V. Cockren 212/512-3288

American Machinist
Mr. Richard Larsen

Data Communications
Mr. George Werner

212/512-2061

212/512-3139

Electronics
Mr. Archie Anderson

r

212/512-6642 :1 /
L]
212/512-3311 l‘fn '

Power
Mr. Nick Andes
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E‘Imps no single aspect of China’s economy stands more
in need of reform than capital construction. China’s construc-
tion achievements over the last 35 years, while impressive,
have been accompanied by staggering inefficiency and waste.
Previous attempts to reform the industry created more prob-
lems than they solved. It remains to be seen whether new
economic measures will fare better than the administrative
measures tried in the past.

The construction industry’s ailments are manifold and obvi-
ous. Cost overruns and construction delays are almost routine.
Project officials frequently fail to coordinate energy, trans-
port, raw material supply, and other auxiliary but necessary
systems with the main projects themselves. There is a tendency
to build too many, too small factories resulting in excess

capacity at the national level and an absence of economies of

scale at the plant level. Ministries and proy inces both practice

a go-it-alone philosophy resulting in a severe lack of

specialization; every machine-building factory, for ex-
ample, has its own forging shop. And a fetish for
hardware often impels a factory to buy

fancy equipment to solve what are
really problems of organization

1



and management.

The Chinese leadership has recog-
nized the problems in the capital con-
struction industry for many years.
The usual response has been to try to
clamp down on expenditures and in-
troduce order administratively. This
remedy was applied with a vengeance

1981 “readjustment.”
adminstrative

during the
But such

while necessary at times, have been
neither popular with a bureaucracy
weaned on rapid construction and
high growth, nor very effective in
increasing returns on investment in
recent years. The leadership is ac-
tively looking for alternatives, and
has begun experimenting with vari-
ous reforms over the last six months.
measures

measures,

Construction reform
now being discussed or implemented
are of two types. Reform of the man-
agement of construction projects
consists of measures to increase the
conscientiousness of units actually
carrying out capital construction (see
box on page 14).

The second type ol reform aims
more directly at the root of the indus-
try's problems, by giving project
SPONSOTS incentives Lo economize on
expenditures and maximize return
on investment. The most important
ol these measures are the move 1o tax
construction

certain kinds of

projects, which began last year, and

the reported decision this year to
begin using government loans in
place of the grants that have tradi-
tonally financed Chinese construc-
tion projects. Both represent a sig-
nificant break with past practice, at
least in principle. But their success
depends on whether they will be
strictly enforced and whether other
reforms in the economy complement
them.

Evolution of an inefficient system

The Chinese construction system
of the 1950s, like so much else in the
economy, was set up with two basic
goals: to facilitate rapid growth, and
give the central government com-
plete control over the directions of
that growth. To the extent that eth-
ciency was a goal at all, it was always a
secondary one.

Virtually all capital investment had
to be funneled through the State
budget. The State Planning Commis-
sion (SPC) had ultimate control over
this construction budget, determin-
ing in its annual and five-year plans
which sectors, areas, and projects got
what. The State Economic Commis-
sion later gained some power over
capital investment through its con-
trol of the budget for technical ren-
ovation ol existing enterprises. Ren-
ovation now accounts for over 35
percent of total capital investment,

Investment In Fixed Assets

(billion RMB)

Artwork by John Yanson

70

State Budget Extrabudgetary
for Capital Capital
Construction Construction

Technical

Transformation Totals

SOURCE: State Statistical Bureau
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up from 7 percent in 1960,

Money llowed [rom the SPC 1o the
industrial ministries, cach given de-
fined product responsibilities, and
from them 1o capital construction
units under their control. The State
Burcau of Supplies handled alloca-
ton of materials. Funds were to be
allocated according to plan and dis-
bursed by the Minisiry ol Finance
Bank,
which acted as a check 1o make sure
the plan was followed.

To maintain some form of
control, the SPC set standards in the
1950s Tor unit costs that, with some

through the Construction
cost

revision, persist to this day. Coal in-
vestment, for example, is not sup-
posed 1o exceed ¥150 per ton of
annual capacity; electric power, ¥880
per kw, and so on. But the thrust of
the syvstem has always been to in-
crease capacity rather than to control
costs. The government invested, and
continues to invest, much more en-
ergy in tabulating statistics on in-
stalled capacity and work completed
than on unit costs. The political at-
mosphere in the 1950s, with its em-
phasis on rapid development,
strengthened the system’s inherent
biases.

Some of the practical defects ol the
system became apparent carly on.
Construction units began to hoard
supplies to make sure they fulfilled
their targets. Government ministries
charged with administering construc-
tion acted hike bureaucracies any-
where—competing with cach other
for funds, attempting to expand their

Jurisdiction, trying to pass the buck.

This bureaucratic behavior made 1t
very difficult 1o coordinate projects
that crossed bureaucratic lines—i.e.,
most projects—and inevitably politi-
cized construction decisions, Coordi-
nation was relatively smooth only for
projects such as atomic weapons
development that enjoyed sustained
high-level attention,

The central planning  apparatus
has always had trouble controlling
competitive pressures from various
bureaucracies eager to proceed with
their own projects. The first major
breakdown occurred in 1958, when
Mao Zedong tired of hearing plan-
ners tell him the limits 1o what he
could realistically accomplish. Mao
responded by calling for an economic
“Great Leap Forward,” and found
government bureaus and provinces
only too happy to heed his call. The
result was a three-year spree ol un-
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planned, uncontrolled, and ex-
tremely wasteful construction, par-
ncularly at local levels.

Chinese leaders l(‘itllpnu'([ central
administratve controls i the early
1960s, the period ol the country’s
first “readjustment.” All but the
highest priority. projects (including
nuclear weapons and other military
projects, fertilizer plants, and oil
ficld development) were stopped in
their tracks by the rejuvenated cen-
tral planning apparatus,

This period of relative order was
short-lived. The Cultural Revolution
introduced new disruptions that have
in large measure persisted to this day.
In the immediate post-1969 period,
an emasculated planning apparatus
stopped even pretending to issue bal-
anced  plans. Planners rationalized
the acknowledged gaps in material
supply for various projects by saving
they would spur project managers to
work harder. From this time on plan-
ners institutionalized an
tended capital construction front”—

Coverex-

the Chinese expression for a situa-
tion in which more projects are un-
dertaken than can be adequately sup-
plicd by existing resources. The
result has been a great increase in the
[requency and severity of cost and
time overruns, and de Lacto inflation
of the cost of construction materials
through mechanisms both legal and
illegal. These problems come on top
ol all the other inethiciencies inher-
ent ina system where construction
moneyv is both free and bureaucrati-
cally allocated.

Fulhlling national plans also be-
came more dithcult after the Cul-
tural Revolution because local gov-
ernments acquired partal or full
control over many enterprises and
went ona building spree, particularly
ol producer-goods factories. Because
ol this decentralization, the central
government lost control over a large
proportion of funds and materials,
LLocal governments now control
about 25 percent of China’s timber
output, 40 percent of steel output,
and almost two-thirds of cement out-
put. The implications for the central
government’s ability to control the
direction ol construction are
obvious.

The fiscal reforms ol 1979 and
L1980 went even further in dispersing
governmental authority over capital
construction. Local governments be-
gan to retain a considerably higher
percentage of revenue from enter-
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prises under their jurisdiction. This
gave localities even greater incentive
to invest i their own factories, and
helped cause a shift in local invest-
ment from low-profit heavy indus-
wies 1o high-profit light and con-
sumer goods industries such as
cigarcttes, alcoholic beverages, bicv-
cles, and relevisions. At the same
time, enterprises, local government
industrial burcaus, and even minis-
tries were also allowed to begin re-
taining a portion of their profits, kn-
terprises were even allowed to keep
50 percent ol their depreciation
funds, which previously had consti-

The overall reform program
could undermine construc-
tion reforms by intensifying
the drive to build new pro-
duction capacity. This is ex-
emplified by the move to
grant localities more author-
ity over construction projects.

tuted their sole repayment o the
State for its capital investment. As a
result of these trends, a signihcant
amount of this money began to be
funneled into unsupervised con-
struction  outside the government
budger altogether, with particular
cmphasis on housing and other social
wellare Lactlities,

Readjustment fails to
achieve its goal

The growth of extrabudgetary con-
struction was only one ol the many
factors motivating the “readjust-
ment’ austerity policy of 1981,
which drastcally cut the government
mvestment budget across the board.
Fconomic planners were reacting
against the 2h-vear-old tendency for
construction projects to proliferate,
and especially against the explosion
in large poorly planned projects at
the central level, such as the Baoshan
Steel Mill. Proponents of readjust-
ment cited the prospect of budget
deficits and inflation as reasons for
the new policy. But another impaor-

tant reason for readjustment was to
challenge the common assumption
that investment in new productive
capacity should be China’s number-
one economic goal.

However, axe-cutting measures ol
the early 1980s did not prove as ef-
fective as they had been in the early
1960s. The drop in investment
caused a politically unpopular indus-
irial recession, and emasculated obvi-
ously needed projects in the energy
and transport sectors. The lack of an
obvious social crisis like the near-
tamine conditions in 1960 made the
austerity measures much more dithi-
cult to justity. Moreover, the draco-
nian budget cuts had little etfect on
extrabudgetary investment, which
skvrocketed 1o ¥27.8 billion in 1982,
marginally more than in-budget in-
vestment that vear, and more than
three times the extrabudgetary in-
vestment in 1978,

The problem
extrabudgetary investments grew
even niore pressing when the central
government returned to higher levels
national

[)u\(‘(l by

ol investment in majol
projects in 1983, The government
could not guarantee supplies for
most of its projects, since so much
moneyv and resources remained out-
side its control. Many important new
projects (such as coal mines or metals
mines and telecommunications
projects) had such low pl'n[il levels
that local governments did not wani
to lend a helping hand. The central
government was lorced to put out a
list of “kev projects™ and develop an
claborate, ad hoc burcaucratic work-
ing group (which included the State
Bureau of Supplies, the State Bureau
ol Construction Materials, the Peo-
ple’s Construction Bank, and the
ministries of Commerce, Petroleum
Industry, Metallurgical Industry,
Railroads, and Foreign Trade) 10 en-
sure that the necessary materials
would be supplied 1o these projects
by reluctant local governments.

The key project system, however,
is at best a stopgap move. Like other
purely administrative measures, it is
unlikely to provide a fundamental,
long-term solution to the nefficien-
cles assocuted with Soviet-stvle cen-
tral planning and the special prob-
lems created by decentralization
Chinese-style.

Taxes and interest-bearing loans
introduced

The basic concept behind China’s
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current reform program is precisely
that economic levers are better than
administrative levers at shaping eco-
nomic behavior. In the bolder spirit
of recent months, Chinese reformers
are going beyond remedies like the
key project system and trying to ap-
ply measures Lo
construction,

After issuing numerous futile ap-
peals to local authorities to halt in-
vestment in projects outside the plan,
the government decided in 1983 to
assess a 10 percent tax on all capital
investment involving money outside
the State budget, with the exception

economic

of energy, transport, school, and
hospital projects. This avoided the
politically unpalatable step of revok-
ing the earlier decentralization, but
forced localities to think twice before
embarking on new projects. The tax
has not eliminated investment out-
side the plan, but has helped to mod-
erate it. Such investment fell from
¥98 billion in 1982 to ¥24 billion in
1983.

A potentially more far-reaching
step is the decision to begin financing
construction projects with interest-
bearing loans instead of grants. 1f
this is conscientiously implemented,

all enterprises, for the first time ever,
will have economic incentives Lo in-
crease investment,
cut costs, and shorten construction
times rather than simply to add pro-
ductive capacity at the government’s

their return on

expense.

The use of loans in the construc-
ton industry was actually first pro-
posed in the late 1970s. Predictable
resistance on the part of construction
project sponsors, however, blunted
the drive. Between 1979 and 1984,
loans financed only 10 percent of
new construction—undoubtedly in
high-profit industries. Now, how-

The Politics of Management Reforms

While trying first and foremost to
combat the proliferation of unnecessary
projects, China’s reformers are also
working to improve management of
those projects that are undertaken.
Their goal is to give construction com-
panies a sense of responsibility they
have never felt before.

Construction companies have tradi-
tionally been assigned their tasks by the
government units that own them. The
typical major construction project in-
volves an unwieldy agglomeration of
four or five companies owned by minis-
tries, localities, or even the army work-
ing side by side on various aspects of the
project. In the past, construction com-
panies had no responsibility for obtain-
ing funds or materials for projects, or
for using them efficiently. Rather, in-
puts were allocated by the ministry or
local government sponsoring the
project through the State plan. Typi-
cally, the amount of materials has been
supplied according to a mechanical for-
mula based on the amount of invest-
ment allocated, not the particular needs
of the project. Construction units have
been fully paid long before they finish
their jobs, leaving them little incentive
to actually do so.

The most important management re-
form has been the introduction of a
contractual relationship between
project sponsors and construction com-
panies. Rather than working with what-
ever funds and materials the sponsor
provides, construction companies must
now specify in a contract what their
material needs and costs will be, commit
themselves to a definite construction
timetable, and guarantee quality. Pay-
ment is to depend on fulfilling the con-
tract,

In principle, the construction compa-
nies will be responsible for obtaining
construction materials themselves. For

this to be successful, construction com-
panies must be allowed to obtain materi-
als of the desired specifications directly
from wholesale companies (called sup-
ply bureaus in China), rather than de-
pending on materials to trickle down
from wholesalers through numerous
bureaucratic layers to the project spon-
sors. It is not ¢lear to what extent this is
really happening. The government is
now struggling to find a way to give
construction companies more flexibility
while keeping overall control over the
direction of materials flow.

To give real meaning to the concept
of construction contracts, the govern-
ment is instituting a system of competi-
tive bidding for most big projects. Great
publicity has accompanied the success
of this measure in the special economic
zones. A notable example is the
Guangdong Nuclear Power Plant in
Shenzhen, where preparatory civil
work is being undertaken by a metal-
lurgical construction company from
far-away Jilin, which submitted the
lowest bid.

The problem looming in the back-
ground, of course, is how to resist politi-
cal interference in the bidding process.
In several documented cases, newly
formed construction companies, some
of them staffed by peasants, have under-
bid established government construc-
tion companies, which then pressured
the government for help. Another form
of political pressure comes from local
governments that try to convince
project sponsors not to hire companies
from outside the area, regardless of the
lowest bid. One solution would be o
make construction companies indepen-
dent entities, no longer belonging to
ministries or local governments. But
this appears to be too radical a move
even for the present reform-minded
climate.

It will probably be some time before
political pressures vanish from the bid-
ding process—if indeed they ever van-
ish. Taxpayers and law enforcement of-
ficials in the capitalist West can certainly
understand the difficulty of removing
political favoritism from the process of
selecting government contractors.

Another management problem being
tackled is the presence on a single
project of four or five companies under
different bureaucracies—each in
charge of a separate aspect of construc-
tion and each exercising equal author-
ity. The Chinese have recently an-
nounced that an individual project
manager will take full responsibility for
the project preparation stage. But it
remains to be seen how responsive the
various companies will be to his orders,
and what will happen after project im-
plementation begins. In the case of
municipal housing construction, the
strategy is to make one overall contrac-
tor responsible for the whole project.
Experiments with this system have sig-
nificantly lowered costs in Tianjin and
Dalian, and will spread to the rest of the
country, according to the Ministry of
Urban and Rural Construction and
Environmental Protection.

Finally, management reforms aim to
bring the sense of responsibility down to
the level of the individual construction
worker. State-owned l'()ll.‘ﬂl'll(‘liﬂl! com-
panies are now allocated their wage
funds not only according to the number
of workers on the payroll, but also ac-
cording to the value of construction
work the company completes. Compa-
nies are encouraged to make their own
arrangements to reward industrious
workers. But it is unclear whether man-
agers are any more willing to distribute
bonuses in a nonegalitarian manner in
the construction industry than in other
industries. —MW
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ever, the Chinese say that loans will
finance all projects starting this year.
The money will come through the
State budget and the Construction
Bank as before, but enterprises will
have 1o repay the principal with
interest.

Interest rates will differ according

to type of project, sector, and level of

approval, ranging from about 3 per-
cent to 8 percent, according 1o a
variety of Chinese sources. Loans for
coal and transport projects will have
lower rates than those in the so-called
“processing industries’ such as steel,
machine-building, chemicals, and
light industry, reflecting both gov-
ernment priorities and the differing
levels of prohtability among the vari-
ous industries. Environmental pro-
tection and technical renovation
projects will enjoy favorable interest
rates, as will those projects included
in the central government's capital
construction plan. Indeed, according
to the Construction Bank, nothing in
the central government plan will be
assessed at an interest rate higher
than 4 percent. The least favorable
terms are for projects in processing
industries outside the central plan, in
keeping with the government's at-
tempt to reduce extrabudgetary
construction.

Sources say that as a general rule,
repayment will start when a project
generates revenues. The government
reportedly hopes to collect loans in
all but exceptuional cases within 10
years of disbursement. In the case ol
enterprise renovalion projects, inter-
est rates go up as the repayment pe-
riod lengthens.

The real questions, of course, are:
1) are the interest rates high enough
to have a strong effect, and 2) how
strictly will the loan terms be en-
forced. There are already some indi-
cations that China's bureaucracies
are looking for loopholes. The Minis-
try of Coal, for example, is arguing
that it should be exempt from loan
repavments until price reforms make
its enterprises more profitable, and
the government is already hinting it
will make such special allowances.

How will the government deal with
enterprises that have dithiculty mak-
ing repaviments? There are, in theory,
penalties for Tate payment or diver-
sion of loans to unauthorized uses.
But it will be dithcult, if not impaossi-
ble, for banks to collect il enterprises
can plausibly argue that objective
Factors, such as low prices or lack of
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energy, caused default. Indeed, using
loans may only reinforce the reluc-
tance to invest in low-proft indus-
tries—which are precisely those most
in need of new imvestment. In many
cases, these may have 1o be handled
according to the old system.

There is certainly nothing ap-
proaching a free market for capital in
the othing in China. Although lip ser-
vice is paid to the concept that banks
should only lend money 1o credit-
worthy projects, the selection of
projects remains a prerogative ol the
State Planning Commission. The
greater the government control over
the flow of funds, the weaker the
rationale for holding the enterprises
responsible for repayment.

Loans are also less meaningful if
enterprises will be allowed 1o go 1o
higher authorities for bailouts when
facing imminent default. This prac-
tce is not unknown even in Western
countries, while China has institu-
tionalized the government bailout
over the past 35 years. The success of
construction reform depends in no
small part on whether the Chinese
make good on their broad-based plan
Lo separate enterprise administration
from government functions and, by
implication, political interference.

Construction reform and
overall reform

The purpose of substituting eco-
nomic for administrative levers is to
eliminate the pervasive “construc-
tion lor construction’s sake’ mental-
ity, which 1s correctly perceived as
the source of much ol the waste in
the constrection industry, But even if
the introduction of taxes and loans
improves the situation, 1t may not bhe
enough to alter deeply entrenched
problems unless reinforced by other
aspects of the economic reform
program.

The compatibility of construction
industry reforms with China’s overall
reforms remains open to question. In
fact, the overall reform program
seems likely to undermine construc-
tion reforms in certain respects by
mtensifyving the drive to build new
production capacity. This is exempli-
fied by the move to grant localities
more authority over construction
projects, particularly in the coastal
cities. Places like Tianjin and Shang-
hai can now undertake $30 million
investments without higher approval.

Judging from the volume of discus-

sions underway with foreign firms, it

already appears that such cities view
this as a license to build as much as
possible, particularly in high-profit
service industry projects catering to
foreigners.

With raw materials and encrgy sup-
ply still largely under bureaucratic
control at one level or another, the
sponsors of construction projects are
likely 1o continue to take their
chances on favorable treatment, un-
deterred by the seeming unavailabil-
ity of key inputs. Increased strain on

materials and energy supply seems
inevitable,

The priorities of the coastal cities
or other localities are apt to contlict
with those of the State Planning
Commission. The cities seek projects
with short lead-times and quick re-
turns, while the State pushes projects
with longer lead-times and slower re-
turns such as mines, railroads, and
roads.

The degree to which price reform
reinforces construction industry re-
forms is another critical factor. The
government is starting to raise the
unreasonably low prices of coal and
some other raw materials, but 1t re-
mains to be seen whether the incen-
tive will be suthicient 1o push invest-
ment in the desired direction.

Chinese leaders put the reform
program on hold in 1981 largely be-
cause they perceived that reform was
diverting construction resources
away from the country’s true prior-
iies. More conservative officials de-
clared that “readjustment™ had to
|n'vu-(lr reform, that the economy’s
many imbalances had to be rectified
betore reform could be further im-
plemented. The extreme austerity
measures of that time have been po-
litically discredited, but the tensions
that led to the readjustment still exist
and may be exacerbated by the recent
revival of the reform momentum.

Giving localities greater powers 1o
approve construction projects will al-
most certainly create new incentives
for runaway local construction. If the
new policy of substituting loans for
grants does not adequately mitigate
this tendency, the government will
face the 1980 dilemma all over again.
While a full swing to readjustment
policies is unlikely, a slowdown in the
momentum of the reform is a distinct
possibility. The loss ol control over
capital construction is among the
greatest potential dangers to smooth
implementation of China’s overall re-

e

form program. T
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INTERNATIONAL CONSTRUC-
TION TECHNOLOGY EQUIP-
MENT & BUILDING MATERIALS
EXHIBITION March 30-April 8,
1985. Beijing. Organized by Beijing
CCPIT.

CHINA CONSTRUCT °'85/SEC-
OND INTERNATIONAL EXHI-
BITION OF CONSTRUCTION
EQUIPMENT, CONSTRUCTION
MATERIAL MACHINERY & CON-
STRUCTION MATERIAL May 16—
22, 1985, Nanjing. Includes site
equipment, heavy equipment, pneu-
matic tools and compressors; ma-
chinery and equipment for the ce-
ment and ceramics industries; all
types of construction materials; and
miscellaneous products and services.
Contact: Ms. Jessica Daniels at Na-
tional Council member company
SHK International Services Lid.,
One Liberty Plaza, Fourth Floor,
New York, NY 10080. Tel: (212) 766-
6192/3.

BUILDCON CHINA-FUJIAN "85/
FUJIAN INTERNATIONAL
BUILDING & CONSTRUCTION
EXPOSITION & SYMPOSIUM

June 17-22,1985. Fuzhou. Scope of

exhibits to include site equipment;
building /construction materials; me-
chanical and electrical fittings/
cquipment; finishes, fixtures, fur-
nishing materials and equipment; ho-
tel and catering equipment. Contact:,
Mr. Harry Lepinske, International
Marketing Services Ltd., 1719 South
Clinton Street, Chicago, 1L 60016,
Tel: (312) 421-7700; or AVP Expo-
sitions Company in Hong Kong,.

CIBAC/CHINA INTERNA-
TIONAL BUILDING & CON-
STRUCTION EXPOSITION July
4-10, 1985. Guangzhou. Exhibits
will include building materials, prod-
ucts and services; construction
equipment, products and services;
machines and implements; and ser-
vices/support systems. Contact: Mr,
Harry Lepinske, International Mar-
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keting Services Lid., 1719 South
Clinton Street, Chicago, 1L 60016,
Tel: (312) 421-7700; or Expo Man-
agement Lid. in Hong Kong.

ICERME SHENYANG '85/INTER-
NATIONAL CONSTRUCTION,
EARTH MOVING & ROAD-
WORKS MACHINERY EXHI-
BITION August 20-27, 1985. Shen-
yvang. Includes
categories and technical seminars,
Contact: China Sources Trade Fairs
Co., Room 605, Nanyang Comm.
Bank Bldg., 151 Des Voeux Road,
Central, Hong Kong. Telex: 61847
CSINT HX.

14 equipment

CHINA BUILD '85/INTERNA-
TIONAL BUILDING & CON-
STRUCTION EXPOSITION Sep-
tember 2-7, 1985, Tianjin. Exhibits
will include construction machinery
(machinery and equipment for build-
ing and civil engineering sites; ma-
chinery plant and equipment fo
large construction sites and concrete
mixing plants; excavators, pile driv-
ers, earthwork equipment and plant;
road-building machines, road rollers,
track construction machines), build-
ing material and concrete block ma-
chines, and industrial construction
units (prefabricated and system
building and outside equipment).
Contact: Mr. Harry Lepinske, Inter-
national Marketing Services Litd.,
1719 South Clinton Street, Chicago,

Calendar prepared by Susan Baugh.
Companies sponsoring exhibitions or
symposiums in China may send back-
ground materials to Susan Baugh at The
National Council for US-China Trade,
1050 17th Street, N.W., Swite 350,
Washington, DC 20036 for possible in-
clusion in The China Business
Review.

1L 6O016G. Tel: (312) 421-7700; or
Trade Fair Management Corpora-
tion Lid., Middlesex, England.

CONSTRUCT-ELECTRIC '85/IN-
TERNATIONAL EXHIBITION OF
CONSTRUCTION & BUILDING
DECORATION MATERIALS,
EQUIPMENT AND GENERAL
ELECTRIC APPLIANCES Novem-
1985. Shantou SEZ. As
noted, scope of proposed exhibits to
include building decorating materi-
als, building equipment and furni-
ture, general electrical appliances,
and other system facilities for house-

ber 22-27,

hold, hotel/catering, and/or othice
use. Contact: Hua Zhan Trade Promo-
tion Company, Lid., Room 1502, Ju-
bilee Commercial Building, 44
Gloucester Road, Wanchai, Hong
Kong. Telex: 65088 HZTPC HX.

CONSTRUCTION CHINA "85 De-
cember 3-7, 1985, Tianjin. Exhibit
profile 1o include building materials
and systems, building materials ma-
chinery, construction machinery,
and technology related 1o construe-
tion and building materials. Contaet:
AGS/CEMS Exhibitions Pre Lid., 1
Maritime Square, #09-02, World
Trade Centre, Singapore 0409.
Telex: RS35319 CEMS.

CHINA CONSTRUCT ’'86/THIRD
INTERNATIONAL EXHIBITION
OF CONSTRUCTION EQUIP-
MENT, CONSTRUCTION MATE-
RIAL MACHINERY, AND CON-
STRUCTION MATERIAL May 16—
22, 1986. Shanghai. Includes site
equipment, heavy equipment, pneu-
matic tools and compressors; ma-
chinery and equipment for the ce-
ment and ceramics industries; all
types of construction materials; and
miscellaneous products and services.
Contact: Ms. Jessica Daniels at Na-
tional Council member company
SHK International Services Lad.,
One Liberty Plaza, Fourth Floor,
New York, NY 10080, Tel: (212) 766-
6192/3.
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s early as 1979, China's re-
form-minded leaders rec-

m. ognized the domestic
banking svstem as a key ac-
tor in their attempt to modify the
command planning system and re-
VErse years nl'%l;lglulnl CCOnomic per-
formance. They targeted the banking
system to become an important inter-
mediary linking State planners with
economic units in a more decentral-
ized economy in which economic le-
vers would play a growing role in
guiding State planning.

China’s banks, however, were un-
prepared to play a major role in the
economy beyond controlling infla-
tion and passively providing funds o
State enterprises. Certainly, they
were too weak to carry out the greatly
expanded responsibilities top leaders
had in mind for them. Therefore, in
1979, Chinese leaders approved ma-
jor changes in the domestic banking
system, and subsequent banking re-
forms have followed at a dizzying
pace. Reformers have replaced bud-
getary grants with bank loans, raised
interest rates, instructed banks to ex-
tend credit only for profitable
projects, and developed an incentive
system to make bank officials more
profit-oriented.

Is China “unleashing’ its banks to
follow the dictates of profit and loss,
as many Western analysts suggest? Or
is the banking system moving in a

direction quite different from that of

its counterparts in the West? What do
the Chinese envision when they speak
of a new “socialist banking system
with Chinese characteristics”? Early
answers to these qll('hliuns are
emerging, although more time and
experience are needed to answer
them fully. This much is certain, how-
ever: reforms currently underway are
fundamentally transforming the role
of banks in the Chinese economy and
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Daniel Brotman

will directly affect the success or fail-
ure of the entire urban reform
program.

AN OUTLINE OF THE
REFORMS

Although the Cultural Revolution
further limited the powers of China’s
banks, they had operated on the pe-
riphery of the urban economy since
1949, Traditionally the Ministry of
Finance (MOF) provided virtually all
funds needed by enterprises for fixed
capital investment in the form of
grants. It did so largely through the
People’s Construction Bank of China
(PCBC), which acted more like an
MOF appropriations department
than a true bank. Socialist theory also
barred banks from providing the
bulk of working capital credit. In-
stead, the MOF granted each enter-
prise a quota of working
based on the unit’s planned produc-
tion. Banks could extend credit only
to cover the unanticipated and tem-

capital

porary “above quota’” needs of in-
dustrial enterprises for working capi-
tal. As a result, banks supplied onl
15-30 percent of industrial enter-
prise working capital funds, already
more than they were theoretically al-
lowed to provide under their strin-
gent guidelines.

The reforms that began in the late
1970s changed the organization of
the banking system and expanded the
banks’ powers. China’s premier
banking institution, the People’s
Bank of China (PBC), had been de-

Daniel Brotman is a graduate student at
the fohns Hopkins University School of
Advanced International Studies, He has
studied in Taiwan and will spend
1985-86 at Sichuan University doing
research on the Chinese economy under a
fellowshep from the Committee on Schol-
arly Communication with the PRC.

moted during the Cultural Revolu-
tion to the position of a subordinate
body of the MOF. Its provincial and
subprovincial branches were so weak-
ened that they could not withstand
pressure from local enterprises and
officials to lend funds capriciously.

In March 1978, however, the PBC
regained its ministerial rank and role
as supervisor of enterprise financial
activities. This set off a chain of
events leading to a system of newly
empowered specialized banks, each
responsible for a certain sector of the
economy, with the PBC as overseer
(see chart). In 1979 the Agricultural
Bank of China (ABC) was reestab-
lished, having fallen victim to leftist
excesses in the 1960s, and the China
International Trust and Investment
('.nl']ml';ninn (CITIC) was set up. In
1981 the China Investment Bank
(CIB) opened under World Bank
guidance. In 1984 the People’s Insur-
ance Company of China was sel up,
and the Industrial and Commercial
Bank of China (ICBC) was spun off
from the PBC, taking with it all the
parent bank’s day-to-day commercial
banking functions in the urban sec-
tor. This left the PBC in the role of a
central bank responsible for making
monetary policy and overseeing the
work of the specialized banks, includ-
ing some of the functons of the PCBC,
The latter had formerly been under
the sole control of the MOF, which
retains substantial influence.

Active lending to enterprises

The scope of bank credit in enter-
prise finance increased along with
these organizational changes. In
1979 the PBC was authorized to issue
its first fixed asset loans. Called
“equipment’ or “technical transfor-
mation’" loans, these funds were to
be used to upgrade existing facilities
with new equipment and technology,
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rather than to build new plants. They
were at first primarily directed to-
ward the light industrial sector, al-
though in later years they hnanced
projects in other sectors as well. As a
result, PBC allocations for equip-
ment loans mushroomed from a total
of ¥2 billion in 1980 to an estimated

¥10 billion (via the newly spun off

ICBC) in 1984,
The Construction Bank also began
making fixed asset or “capital con-

struction” loans in 1979, It made
these on an experimental basis espe-
cially to those enterprises that had
begun substituting direct tax pay-
ments for profit remittances. These
loans steadily expanded in the follow-
ing vears, until they reached approxi-
mately 10 percent of total State in-
vestment by the end of 1983, Chinese
leaders announced late last year that
interest-bearing loans would replace
fiscal appropriations in most sectors

CHINA’S DOMESTIC
BANKING SYSTEM

STATE COUNCIL

B MINISTRY OF FINANCE (MOF)
Est. 1949
Controls State revenue and
expenditure; enforces State budget

B PEOPLE'S CONSTRUCTION BANK OF
CHINA (PCBC)
Began operations under MOF 1954;
recently also brought under partial
PBC control
= Handles allocations and loans for
new capital construction and large
technical transformation projects;
holds and regulates enterprise
investment funds; supervises
construction expenditures

B PEOPLE’'S BANK OF CHINA (PBC)
Est. 1948; began operating as a central
bank 1984

Formulates and oversees

implementation of monetary policy; =
controls circulation of currency; sets
interest rates; acts as State treasury;
oversees operations of specialized
banks

B CHINA INVESTMENT BANK (CIB)
Est. 1981
Channels World Bank funds into
domestic investment projects

— prnmary management authority
--- secondary management authority

NOTE: The banks and other financial
nstitutions in gray are officially directly
subordinate to the State Counail but are in
practice managed by the Ministry of Finance
and/or the People’s Bank of China.

Chart prepared by Daniel Brotman

B INDUSTRIAL AND COMMERCIAL
BANK OF CHINA (ICBC)
Spun off from PBC 1984

Takes urban enterprise and

personal savings deposits; makes m
loans for working capital and
technical transformation to urban
enterprises; handles settlement of
accounts between enterprises

I_________i___444j

B BANK OF CHINA (BOC)

Est. 1908

Handles foreign exchange
transactions; issues foreign currency; -
issues bonds in international capital
markets; takes foreign exchange
deposits and makes foreign exchange
loans

B CHINA INTL TRUST AND
INVESTMENT CORP. (CITIC)
Est. 1979
Raises foreign currency funds in intl
capital markets; engages in trust
investment and financial leasing

B AGRICULTURAL BANK OF CHINA
(ABC)
Est. 1979
Extends credit to farmers and rural
businesses; takes rural deposits

B PEOPLE'S INSURANCE COMPANY
OF CHINA (PICC)
Spun off from PBC 1984
Handles domestic and intl insurance

as of January 1, 1985, Only govern-
ment departments, schools, and
other nonproductive units are sup-
posedly still eligible for [ree budget-
ary funds.

The banking system has also slowly
gained control over enterprise work-
ing capital funds. According to the
People’s Bank, between 1979 and
1082, 82 percent of the increase in
the circulating capital of industrial
and commercial enterprises was pro-
vided by bank loans and only 18 per-
cent was supplied by financial depart-
ments. The People’s Bank
announced in 1983 that banks were
to become the sole distributor of
working capital funds to State enter-
prises. Loans have thus replaced
appropriations in this important area
of enterprise finance as well.

Expansion of credit into areas
once the exclusive domain of the
budget is designed to elfect two
changes. It should discourage enter-
prises from requesting funds for
projects with negative rates of return
by placing the risk and cost burdens
squarely on their shoulders. Credit
control also should bring dehcit en-
terprises into line. In the past, enter-
prises had every incentive to request
additional funding whether they
needed it or not. Now that loans have
largely replaced grants, however, en-
terprise managers are likely to exam-
ine the economic feasibility of
projects more carefully. As one Chi-
nese press report recently put i,
“Poorly managed manufacturers will
have 1o lace tough loan terms, so that
they either shape up or go out of
business.”

Coping with competing demands
for funds

As [urther encouragement to con-
serve investment funds, the Chinese
also began raising interest rates from
the low levels prevailing since the
1950s. Interest rates on loans were
increased across the board in 1982,
More important, they were differen-
tated according to use and duration.
Interest rates on loans for “quota™
working capital, for example, are
now well below those for “above
quota” working capital. For hxed
capital loans, the Chinese have
adopted standard Western practice
by charging lower rates for short-
term than for long-term loans. For
the first time, moreover, Chinese
banks are regularly imposing penalty
surcharges ranging from 20-50 per-
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cent of the original interest rate on
overdue loans, loans covering cost
overruns in capital construction, and
unauthorized expenditures. While

such practices may seem a matter of

course to Western bankers, they rep-
resent significant reforms for their
Chinese counterparts.

Reformers also instructed banks to
develop new methods of credit analy-
sis under the slogan “differential
treatment, supporting the best.”
Banks were authorized to examine
the feasibility of a project and the
creditworthiness of a borrower be-
fore releasing funds, and to refuse
loans when necessary. Actually ex-
ercising the latter authority has not
been easy. During the 30 years prior
to 1979, banks were often under the
thumb of local authorities and even
their client enterprises. Hiring and
firing of bank emplovees was under
the dual control of higher-level au-
thorities within the People’'s Bank
and local political officials. With
Beijing far away, banks tended to
obey local authorities, usually releas-
ing funds for political rather than
€CONOMIC TEASONS.

In order to lessen the intluence of

local officials over bank decision
making, the authority to hire and fire
personnel has been more or less cen-
tralized within the banking system
since 1979, Nonetheless, repeated
declarations in the Chinese press that
“loans will be independently exam-
ined by the bank on the basis of the
economic results of the projects, and
will be granted to the best without
interference from other depart-
ments’ suggest that the problem has
not disappeared. An economist at the
PBC confirmed that while the situa-
tion is improving, loans are stll all
oo often approved on the basis of
political rather than economic
criteria.

Partly to address this problem,
central authorities impose a quota on
how much branch banks may lend for
local projects. But banks may exceed
their quota if they succeed inatiract-
ing more deposits or speeding the
turnover time of loans. Higher inter-
est rates on deposits reinforce the
policy by encouraging savings. Suc h
policies give local bank officials more
funds with which to support local
production and branch profits. The
policies recognize that local banks
still face a wide range of external
pressures to finance local projects,
and that increased credit funds con-
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siderably reduce the burden of
refusal.

THE PCBC: STATE
WATCHDOG OVER CAPITAL
CONSTRUCTION

In some respects, these reforms
are molding the Chinese banking sys-
tem into something roughly akin to
that found in many capitalist coun-
tries. But an in-depth look at two
important banks shows that the sys-
tem continues to play varied, some-
times conflicting roles. The People’s
Construction Bank of China and the
Industrial and Commercial Bank
share responsibility for underwriting
the vast majority of China’s urban
enterprise finance. The division of
labor between the two banks is clear,
although blurring at the edges. The
PCBC primarily finances new capital
construction and large-scale tech-
nical renovation, but also makes
short-term loans to industrial and
commercial enterprises. The 1CBC,
on the other hand, operates what
until 1984 was the PBC’s urban
branch network: it therefore pro-
vides the bulk of enterprise working
capital and finances small- and me-
dium-sized technical transformation
projects. Recently it has become in-
volved in both private business loans
and consumer loans as well.

The Construction Bank occupies
an organizational position straddling
the two power bases of the MOF and
PBC. On paper it is an independent
financial institution directly subordi-
nate to the State Council, China’s
supreme administrative body. In
practice, however, it receives a sig-
nificant chunk of its funding and
many of its instructions from the
MOF. At the same time, like the
other specialized banks, it is also sub-

jeet to a wide range of PBC regula-

tions on interest rates and reserve
requirements.

The PCBC network consists of
2,700 branches, emploving some
46,000 people. On the liability side
ol its balance sheet, the bulk of its
reserves (roughly 70 percent) con-
sists ol enterprise deposits—{unds
set aside by enterprises for hixed cap-
ital investment. Another 20 percent
is made up of annual MOF alloca-
tions. The remaining 10 percent con-
sists of deposits by government orga-
nizations. The PCBC does not take
private deposits.

According to a PCBC ofhcal in
Beijing, the bank disbursed just over

¥59 billion for investment in 1983,
¥35 billion of this in the form of
loans. Of the loans, about half of the
funds went for capital construction, a
third for technical renovation
projects, and the remainder for trust
and other loans. The PCBC says 1t
plans to disburse ¥60-70 billion this
yvear, all as loans.

Interest rates on PCBC loans vary
according to a complex set of crite-
ria, the most important of which are
the loan category and the proposed
project’s level of approval and indus-
trial sector. Capital construction
loans for key projects, for instance,
carry lower rates than technical
transformation loans, which are in
turn cheaper than short-term work-
ing capital loans. Projects approved
by the State Planning Commission
face lower interest rates than those
approved by any of the central gov-
ernment’'s industrial ministries.
Those without central approval, how-
ever, are forced to accept higher
rates, vet not as high as those avail-
able to capital construction projects
outside the State plan. As for the
industrial sector, interest rates on
loans for approved capital construc-
tion |)|‘ujc(‘ls in the energy, Lrans-
port, communications, or building
materials sectors are now as low as
2.4 percent, significantly lower than
the 3.6 percent available for the light
industrial and chemical processing
sectors. Rates for projects in sectors
such as electronics and metallurgy
fall between, at around 3.0 percent.

Interest rates on PCBC loans are
fixed at the highest levels; bank
branches simply determine what cat-
egory an applicant fits into. Branch
bank managers, however, may add
surcharges to these base rates to pun-
ish overdue payments or halt the di-
version of funds to unauthorized
uses,

A passive lender that follows
State guidelines

The PCBC is not yet considered a
full-fledged member of the Chinese
banking community because it re-
mains primarily a conduit for dis-
pensing budgetary funds, although
these now take the form of loans
rather than grants. The PCBC makes
most of its loans passively on the basis
of already approved plans; funds for
these loans are still often supplied by
the MOF through the regular bud-
getary process. Only under very un-
usual circumstances will the bank
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refuse a loan for a budgeted project.
The PCBC does occasionally grant
loans to projects that lack explicit
State approval. In these cases the
bank probably has greater power 1o
make key decisions, although there is
little evidence that they are exercis-
ing this power.

The PCBC serves an important
function as the State’s potentially
most effective overseer of enterprise
capital investment. Even though i
still cannot perform the traditional
Western bank’s role of determining
an applicant’s creditworthiness, re-
forms are strengthening the PCBC's
role as watchdog for the State Plan-
ning Commission. This critcal func-
tion sets the Construction Bank off
from the rest of the banking system.
The Construction Bank thus wields
its greatest power not at the loan
approval stage but at the project
planning and construction stages.

At the planning stage, local
branches ol the PCBC oversee the
project budget estimates that enter-
prises and construction units submit
to their industrial departments. The
bank, for example, recently reviewed
a cost estimate prepared by Shang-
hai's No. 2 Polyester Fiber Plant fo
the installation of some new spinning
equipment. Finding it a bit generous,
a group of petrochemical experts
within the bank made its own esti-
mate—¥3.5 million lower than the
plant’s. Local branches of the Con-
struction Bank are reminded ad
nauseum that, in the words ol PCBC
representatives  from Heilongjiang
Province, “"An effort must be made
to strengthen the work of estimating
and checking the cost of capital con-
struction projects and the budget for
the construction work. Payments
must be firmly rejected for excessive
estimates and expenditures in viola-
tion of financial and economic
regulations.”

Chinese reformers have placed
even greater stress on the PCBC's
oversight role during the construc-
tion phase. They have given the bank
the job of ensuring that enterprises
and construction units spend their
money as stipulated in the State plan.
One typical example of a PCBC res-
cue operation occurred in late 1983
at the Meishan Iron Mine nea
Shanghai. Without authorization,
Meishan decided 1o divert over ¥2
million borrowed for other purposes
to the construction of a machinery
repair plant. The Shanghai munici-
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pal-level Construction Bank, how-
ever, soon discovered what was going
on and reported the offense 1o the
proper authorities, “causing a halt in
construction and removal of all con-
struction contingents.”™

According to PCBC president Wu
Baoshan, this policing role extends
bevond the actual construction
phase. Early last year he announced
that the PCBC will also “strictly re-
view year-end hinancial accounts and
financial accounts for completed
projects. Expenditures found in vi-
olation of the State plan and financial
discipline will not be approved for
reimbursement.”’

Local construction banks
are increasingly subject to
cross pressures from higher-
level banking authorities
and local enterprise officials
who may be friends or
neighbors.

The PCBC i1s even extending its
control over enterprises’ self-fi-
nanced investments. By law, enter-
prises must deposit funds they intend
to use for future hxed-asset invest-
ments with the local branch of the
Construction Bank. But unlike West-
ern practice, the bank is |('(|ujn~(| Lo
release these funds only when it is
satishied they will be used properly.
In this way, planning authorities
wield indirect control over the scope
and direction of firms’ self-financed
capital construction. This regulation
should also cut down on the worst
abuses of hinancial discipline.

These measures do not simply rep-
resent the substitution of bank con-
trol for ministry control. The Con-
struction  Bank  has  always
theoretically had the authority o
perform this policing role. The sig-
nificance of recent reforms is that,
possibly for the first time, the bank
truly has the power 1o exercise this
authority.

Still, the watchdog role is a hard
one to play, especially on the local

level. Local construction banks are
increasingly subject to cross pres-
sures from higher-level banking au-
thorities on the one hand and local
enterprise officials (who may be
friends or neighbors) on the other.
Whether a particular branch is will-
ing or able to restrict the flow of
funds to an enterprise violating the
letter or spirit of State plans will de-
pend on both the political clout of
the enterprise and the incentives for
local bank officials 1o obey bank
guidelines. Nevertheless, the PCBC is
already carrving out its watchdog
role more effectively than at any time
in the past. Its ability 1o do so will
continue to improve unless the gov-
crnment seriously reevaluates bank-
ing reform policy—not a likely sce-
nario for the immediate future.

ICBC: CONFLICTS FOR THE
GUARDIAN OF BALANCED
GROWTH

Although officially established
only on January 1, 1984, the Indus-
trial and Commercial Bank is in a
sense as old as the People’s Bank
iself. It was formed by splitting the
PBC system into three parts: the ru-
ral branch network going to the Agri-
cultural Bank, the central banking
apparatus forming what is today the
PBC, and the urban branch network
becoming the Industrial and Com-
mercial Bank of China. The 1CBC
boasts a nationwide system consisting
ol over 3,000 branches and other
othces, employing 300,000 person-
nel. In 1984 the bank made loans of
almost ¥300 billion, accounting for
over 70 percent of the deposits ab-
sorbed and loans granted throughout
the country.

As the major bank for enterprises
and idividuals 1in the urban sector,
the 1CBC takes all private and the
majority of regular enterprise depos-
its. It provides the bulk of enterprise
working capital loans and in recent
vears has become the most important
source of financing for all but the
largest technical renovation projects.
Unlike the PCBC, which is a net re-
cipient of budgetary grants, the ICBC
maintains a surplus of deposits over
loans, and thus is a net provider of
funds to the central bank, according
to one bank source. In 1984, for
instance, the 1CBC was required to
turn 20 percent of its enterprise de-
posits and 40 percent of its savings
deposits over to the People’s Bank as
reserves.
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Banks have been assigned the task of increasing micro-level efficiency
while at the same time guaranteeing balanced sectoral growth. These are
responsibilities fit for an adult, whereas the Chinese banking system is still

in its infancy.

This does not mean that the bank’'s
branches are all self-sufficient.
Branches with a surplus of deposits
over loans are required to pass a
fixed portion of their funds to higher
levels. Some of this money is passed
on to the PBC, but a portion is pro-

vided 1o deposit-poor branches of

the ICBC to cover their need for extra
credit funds. Thus the city of
Beijing—which has a Large number
of deposit-generating  government
offices relative to loan-demanding in-
dustrial and commercial establish-
ments—would turn over part ol s
surplus to the 1CBC head office. The
latter might then use this money 1o
augment the deposits of the Shang-
hai branch. Shanghai, as an industrial
and commercial center, generally has
more enterprises demanding  loans
than it has depositors.

In 1984, about 90 percent of 1CBC
loans consisted  of working capital
loans to industrial and commercial
enterprises (see page 22). These loans
traditionally formed the core of the
bank’s activities. In recent years,
however, such loans have expanded
in volume as the banking system has
gradually gained control over the
management of all enterprise work-
ing capital funds.

Technical transformation loans
with maturities of one to hive years
claim most of the rest of 1CBC funds,
and are the most rapidly growing cat-
egory of loans. They are designed 1o
raise output and ethciency by up-
grading existing [acilities rather than
investing in new productive capacity.
Since 1979 most have gone to small-
and medium-sized enterprises in the
textiles, energy, and communications
industries.

The 1CBC has recently inaugurated
two new lending programs. One fi-
nances the establishment of small pri-
vate or collectively owned service sec-
tor enterprises. These loans are
generally small, and carry the rela-
tively high interest vate ol 8.64 per-
cent. Since 1980, the Beijing branch
of the 1CBC has advanced 348 loans
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of this sort, averaging approximately
¥ 1,000 each, to privately run busi-
nesses—mostly restaurants, small
shops, bicycle repairers, and tailors.
Such loans represent a significant re-
versal of past policies designed to
discourage the private sector, but
they sull account for less than | per-
cent of the bank’s total loans. How-
ever, China’s banking authorities say
they will rapidly expand such lending
in the coming years.

The other loan program consists ol
so called “consumer loans.” These
loans are not made directly to con-
sumers but rather to construction
companies selling residential housing
units or retail outlets selling con-
sumer durables. The credit enables
them to provide homes or costly
goods 1o consumers who pay on an
installment basis. Like private busi-
ness credits, these represent a minus-
cule, but growing, portion of the
ICBC's total activities.

The 1CBC has more power over its
credit decisions than the PCBC, and is
thus more of a true financial interme-
diary. Each year, the headquarters of
the ICBC in Beijing receives a “credit
plan™ from the PBC spelling out in
detail its maximum annual loan quo-
tas for each category of loans. The
bank then divides these up among its
branches, which in turn allocate quo-
tas to themr sub-branches, and so on.
Fach local branch, therefore, re-
ceives strict limits on the amount of
money it is permitted to lend. Within
cach loan category, however, it is to a
certain extent free 1o choose which
enterprises receive funds and how
much they receive. These decisions
are ostensibly based on guidelines
handed down from above.

The lending guidelines articulated
by both the PBC and leading authori-
ties in the 1CBC reveal the conflicting
roles China's reformers expect the
banking system to play. On the one
hand, the guidelines stress economic
criteria. The banks are instructed to
request detailed marketing plans that
demonstrate their client enterprises’

ability to market the goods they plan
to produce. They are reminded that
“enterprises without self-pooled
funds or which are unable 1o pay
construction taxes will not be
granted loans,” and that “projects
without a guaranteed ability to repay
will not be granted loans either.”™

On the other hand, the PBC has
made it clear that China’s banks are
State organs that exist to support the
State’s plans to develop and reform
the Chinese economy. As such, their
credit policies should rellect not
their parochial interests but the
State’s current economic priorities.
This implies that once the ability to
repay s established (and in many
cases even if, owing to China’s pecu-
liar price structure, this cannot be
established), credit should go to en-
terprises producing  priority  goods
most needed by the State. Loans to
enterprises producing goods already
in excess supply should be restricted
or denied outright. In recent vears
Cnergy, cCommunications, (ransport,
and textles have all benefited hand-
somely as priority sectors. Priority is
reportedly being given this vear to
the so-called 550 first-stage tech-
nical transtormation projects of the
machinery and electronics indus-
tries,” as well as to projects involving
goods processing, home appliances,
automobiles, and the building ma-
terials industries. In this respect the
1CBC acts more as an instrument of
sectoral balance, channeling funds
into sectors favored by higher au-
thorities, than as a pure instrument
of profit-maximization,

Operating in an imperfect
economy

Why must the banking system con-
tinue to play these contlicting roles?
One reason is that the government
knows more thorough banking re-
form in the absence of price reform
would cause severe sectoral distor-
tions and worsen overall perfor-
mance of the economy. Full-tledged
reform would let banks channel avail-
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able capital to the most profitable
enterprises. But given China’s dis-
torted price structures, money would
flow to certain sectors simply because
their products enjoy high prices,
while others such as energy and raw
materials would sufter through no
fault of their own.

In practice, the State’s conflicting
instructions and local social and po-
litical pressures make it virtually im-
possible for the ICBC to guarantee
either that funds are provided only to
efficient enterprises or that credit is
effectively channeled into targeted
sectors. A report last December by
the head of Jilin’s provincial-level In-
dustrial and Commercial Bank on the

branch’s nonperforming loans sup-
ports this view. In one case, the bank
lent over ¥9.5 million to a sewing
machine factory to increase produc-
tion only to find that its products
were unmarketable. The factory was
forced 1o shut down. In another, a
steel tube plant in the city of Liao-
yuan used over ¥1.3 million in tech-
nical transformation loans to build a
zinc-plating workshop. It was only
discovered afterward that the plant
had no access to zinc supplies. Chi-
nese ofhcials say such problems arise
because “loans were approved with-
out proper analysis of the projects or
proof of their economic feasibility,”
and because enterprise managers il-
legally divert loans designed for
other purposes into capital construc-
tion projects for which they lacked
sufficient State investments.

The 1CBC still has a long way to go
before it can perform either its
profit-maximizing or economic lever
roles with any degree of success. The
Chinese have been learning the hard
way that banks must develop effective
project appraisal methods to avoid
throwing good money after bad.
They must also improve their surveil-
lance capabilities in order to spot
unauthorized diversions of loan
funds before irreparable damage has
been done. It is these issues, among
others, that the reform program is
attempting to address. And despite
the difficulties, the current strength
of the reform momentum bodes well
for the banks’ success.

EXPERIMENTS ON THE
PERIPHERY

The reform momentum has re-
sulted in a number of other exciting
experiments. These so far remain on
the fringe of the banking and finan-
cial system, even though they have
been widely discussed in the Western
press.

One of the most tantalizing of
these experiments has been China’s
decision to reintroduce stocks into
the economy after an absence of 35
years. Since last summer, China's
specialized banks have underwritten
and/or assisted in at least five major
stock issues, and more are slated for
the future. As with equities else-
where, stockholders are to receive
variable dividends depending on the
performance of the firm. But these

Industrial and Commercial Bank of
China Total Lending 1984: ¥281b

Artwork by John Ya

Working Capital Loans: ¥253b (90%)
Technical Transformation Loans: ¥25b (9%)
Consumer and Private Business Loans: ¥3b (1%)

SOURCE: Industrial and Commercial Bank of China
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issues have fixed maturities, making
them more like medium-term debt.
At present, these stocks are nonnego-
tiable. However, the Chinese have
recently suggested that they might
consider opening a small stock ex-
change to provide the secondary
market necessary to initiate stock
trading.

Reforms in the SEZs and open
cities

Other interesting experiments are
taking place in the banking systems of
China’s special economic zones. In
the past year alone, the Shenzhen
People’s Bank has been authorized to
function as a central bank, issue its
own currency, regulate the SEZ’s
money supply, and handle all interna-
tional financial wransactions. Higher
authorities are not to touch deposits
held by Shenzhen's specialized
banks, which may also make their
own credit decisions and freely bor-
row funds [rom both domestic and
foreign banks to meet their lending
needs. Varying interest rates may also
be set, as long as this does not affect
the general level ol current interest
rates,

In the other SEZs, reforms of a
more measured nature are easing re-
strictions on specialized banking.
Branches are gaining more control
over their deposit funds and credit
decisions, certain interest rates have
been allowed to float within a 20
percent range, and restrictions on
raising funds in domestic and inter-
national money markets are being
lifted. On Hainan Island and in the
14 port cities open to foreign invest-
ment, branches are similarly being
given provincial-level authority to ap-
prove credits. They have also been
authorized to set up leasing compa-
nies and invest in real estate develop-
ment. Special soft loans in both RMB
and hard currency are, moreover,
now available through the banks to
finance foreign technology imports
and infrastructural development.

Challenges to the Bank of China
The Bank of China, China’s pre-
mier international bank, is playing a
major role in these reforms. lis
branches are setting up trust and
consultancy companies to facilitate
investment consortiums with foreign
financial institutions, and are prepar-
ing to enter domestic loan syndicates
using both Chinese and foreign cur-
rencies. In 1984 the bank reportedly
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allocated $400 million for an import-
financing scheme to enable enter-
prises in the 14 coastal cities and
Hainan Island to purchase foreign
equipment.,

As its domestic role expands, how-
ever, the BOC’s monopoly on foreign
exchange is facing ever more serious
challenges. The first attacks on the
BOC’s preserve came from the CIB
and CITIC, which began to deal in
foreign exchange in the early 1980s
(see chart on page 18). The Construc-
tion and Agricultural banks also have
announced their plans to begin tak-
ing foreign currency deposits and
making foreign currency loans in se-
lected SEZs and open cities. And the
ICBC, not wanting to be outdone, has
stated its intention to lend hard cur-
rency in the SEZs and to some of the
interior provinces.

The work of the China Investment
Bank has been less widely reported
but is probably of greater long-run
significance for China’s specialized
banks. Founded in 1981 to channel
World Bank funds into small- and
medium-sized investment projects,
the CIB represents an attempt to in-
troduce sophisticated project ap-
praisal methods into the Chinese
banking system. By the end of 1984,
over 100 projects involving loans to-
taling $200 million in foreign cur-
rency have passed the bank’s ap-
praisal tests. These tests examine the
projects’ marketing potential, the
quality of the borrower's manage-
ment, and technical aspects of the
equipment to be imported. The bank
has even introduced such alien tech-
miques as shadow pricing in an at-
tempt to guarantee the long-run
feasibility of these projects. The
World Bank and Chinese govern-
ment both hope that the CIB’s meth-
ods rub oft on other banks—espe-
cially the 1CBC,

The significance of these periph-
eral experiments cannot be over-
stated. If successful, they are likely to
strengthen the hand of those calling
for bolder reforms throughout the
banking and hinancial system. But the
experiments remain new and small in
scope, with limited impact on re-
source allocation in the urban sector
for the time being.

A need to strengthen the
emerging bank system

Reform of the domestic banking
system has 1o be examined at two
distinct levels. The first, reform pol-
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nal Council files

icy, is the more accessible. The sec-
ond, policy implementation, is more
important, but also more difhcult 1o
discern.

Case studies and interviews with
Chinese and Western bankers con-
firm an important point: at the level
of implementation, many of the re-
forms in the banking system contain
enough loopholes to substantially
weaken their effectiveness. Accord-
ing to a World Bank study, for exam-
ple, enterprises commonly deduct
both principal and interest payments
on loans before calculating their
profit tax. This means that a large
portion of enterprise debt—up to 60
percent depending on the tax ar-
rangement—is essentially provided
as a grant. Enterprises still unable to
repay loans out of the incremental
profits of the project are permitted
to divert other funds for this pur-
pose. Depreciation charges, fixed-as-
set taxes, and industrial-commercial
taxes, all funds that would in any case
be paid out to higher authorities, are
often dipped into 1o repay loans.
While a poor investment decision still
affects enterprise profits, it does so
to a much smaller degree than would
be the case in the absence of these

loopholes. Moreover, the fact that
loans are often guaranteed by the
industrial department in charge of a
horrowing enterprise, and the fact
that the PCBC (and probably also the
1CBC) has yet to foreclose on a loan,
suggest that the ultimate sanction of
bankruptcy in China is quite weak
indeed.

China’s banking system has been
given a leading role in the new decen-
tralized planning system now unfold-
ing. It embodies the reformers’ pol-
icy of “taking the planned economy
as primary and the market economy
as secondary.” Occupying the strate-
gic ground between Beijing’s plan-
ning authorities and the country’s
millions of large and small economic
units, the banking system has been
assigned the task of increasing micro-
level ethiciency while at the same time
guaranteeing balanced sectoral
growth. These are responsibilities fit
whereas the Chinese
banking system is still in its infancy.
The challenge for China's reformers
in the coming years will to be to rear
the banking system 1o adulthood,
strengthening it against its foes and
giving it incentives to carry out its
responsibilities effectively. =

for an adult,

The Bank of China, whose Beijing headquarters is shown here, is the country’s international
bank.



Enterprise Reform: The Three Li’s

Shanghai’s textile industry tries out new (limited) freedoms

goal ol China’s industrial

management reforms over

the past few years has been

1o endow enterprises with
the “three ['s” or powers: dongli
(motivation), yali (pressure), and shili
(strength). Reformers want 1o pro-
vide enterprises with motivation to
grow, expose them to the pressures
of the marketplace 1o ensure efhi-
cient growth, and give them the
strength in terms of money, man-
power, and authority to sustain
growth. The extent to which indus-
trial firms gain these powers will be
kev to the modernization of China's
industry.

The textle industry, an important
revenue and foreign exchange
carner for the country, has been at
the forefront ol experimentation
with various enterprise reforms.
Shanghai’s textile industry, the na-
tion’s most important in terms of
size, technical level, profits, and for-
eign exchange earnings, 1s no excep-
tion. A few selected textile mills in
Shanghai, such as the city’s largest
cotton mill (Number 17) and the
Banxin Wool Mill, began experi-
menting with management reforms
as early as 1978, The city's textile
plants instituted more thoroughgo-
ing reforms in 1980, a year or so later
than three of Shanghai’s heavy indus-
try plants but among the earliest en-
terprise reform experiments in the
country.

The October 1984 Decision on Re-
form of the Economic Structure gave
enterprises throughout the country
expanded decision-making powers in
such matters as production sched-
ules, investment, marketing plans,
hiring and firing, and setting prices.
Experiments with such reform poli-
cies have already been tried at many
of Shanghai's 450 textile mills over
the past four years, although only a
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few mills are considered fully re-
formed. Because reforms at Shang-
hai’s textile mills have been in place
for some time, their achievements
and limitations provide clues about
how enterprise reforms will be imple-
mented throughout China.

Shanghai’s textile mills use 14 per-
cent of the industry’s capital stock
and 1l percent of its labor force to
produce 20 percent of the value
added and almost 30 percent of the
foreign exchange generated by Chi-
na's textile mills. The overall tech-
nical level of Shanghai texcile mills is
more advanced than that of other
places, especially in the high-profit
dyeing and finishing sectors, because
of Shanghai's large textile machine-
building industry and above-average
engineering force. Thus the progress
of Shanghai’s mills under new re-
forms will also have an impact on the
continued prosperity of the nation’s
textile industry.

Profit retention and bonus
systems instill motivation

Before reforms were put in place,
the city’s mills turned over all profits
to the State. They had no motivation
to grow or alter their product struc-
ture other than to fulhll planning
goals or earn honorary recognition
of their efforts. Since 1980, however,
when a profit retention system was
first tested in Shanghai textile fac-
tories, managers and workers have
had the chance to reap the monetary
benefits of hard work and risk-taking.

Originally the prohit retention sys-
tem allowed each mill to retain ap-

Clark Friedman is the president of East-
ern American, a US company specializ-
ing in the export of US textile machinery
to China. He has recently finished his
masters degrvee vesearch on the Shanghai
textile industry.

proximately 6.5 percent ol its profits,
This step couldn’t solve all the indus-
try's problems, however, thanks to
China’s irrational pricing system.
I'hat system, for example, set the
proft on polyester-cotton cloth
Y67 per meter while the profit on
pure cotton cloth was ¥ 17 per meter.
The Shanghar Textle Bureau was
forced 1o devise various ways 1o
equalize the per-worker profit reten-
tion rates. OfF course this, in turn,
dampened the motivation of the
more ellicient mills and their
workers.

Over the past 18 months Shang-
hai's textile mills have been slowly
switching to a “straight™ profit tax,
under which each mill pays taxes
based upon its value-added work, mi-
nus depreciation. This method
should link retained funds and effi-
ciency more closely. But the contin-
ued existence ol a profit retention
ceiling prevents the initative of the
mills from being fully tapped.

For the mill workers themselves,
increased motivation has come in the
form of more direct material incen-
tives. A few wool and cotton mills in
Shanghai began in 1980 to experi-
ment with piecework and above-
quota production bonuses for whole
workshops or teams. These schemes
were expanded greatly in 1981 and
1982 so that by 1983 almost every
mill in Shanghai was implementing
some productivity-tied bonus system.
Until recently, managers granted bo-
nuses on a relatively equal basis, thus
limiting their incentive effect. Now
that the government has given the
mill directors the power to distribute
bonuses as they see fit, better work-
ers may be more fully rewarded.

China’s fixed wage scale system,
however, remains a barrier to paying
cach worker according to perfor-
mance instead of seniority. In the
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past, all workers with the same
amount of service time received al-
most exactly the same wage regard-
less of their work performance. Tt is
hecoming more common for workers
to jump pay grades as a reward [
hard work, but the practice is still
quite rare.

The pressure of competition

I suthcient motivation to improve
the ethiciency of Shanghai’s textile
mills now exists, so too does the pres-
sure needed 1o force them to take
risks that will lead to increased prof-
its. Shanghai textile producers face
competition from mills in other Chi-
nese cies and even some imports
that are cutting into their market
share. A walk through any free mar-
ket in China’s coastal cities reveals an
increasing percentage of textile
goods from Jiangsu, Guangdong, and
even Hong Kong.

With freer circulation of goods be-
ing ofhcially encouraged, Shanghai
producers realize that if they fail 1o
produce new and better products for
less, they face the prospect of de-
creased earnings. This is especially
true in the export sector, where many
non-Shanghai mills that instituted re-
forms even before Shanghai’s have
raised their product quality to export
standards and can in some cases
offer their goods at lower prices or
on more attractive terms. In this
sector, Shanghai faces its stffest
competition from Guangdong and
Fujian, where industrial reforms
have been especially far-reaching,
and from Jiangsu and Zhejiang,
which export finished clothes 1o
ong Kong.

Greater managerial authority
strengthens Shanghai plants

Like most State-owned enterprises
in China, Shanghai's textile plants
have had very little power over even
the most basic aspects of their opera-
ton since the 1950s. Mill directors
lacked the power to hire and fire, the
power to invest in profitable
projects, the authority to produce a
product or style in demand, or even
the power to assign people to certain
jobs for which they were qualified.
The mills were at the mercy of the
bureaucracies above them. They
were also confined by the State plan,
which limited their output structure,
size of labor force, capital invest-
ment, etc. to a very small range of
options.
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Over the l);l\l few vears, the facton
director’s authority has expanded
significantly.  Reinstatement ol the

single mill director svstem was one of

the carliest reforms, begun in 1978-
79. Instead of management by com-
mittees often controlled by
nonprofessionals, mills began 1o he
run by a mill director with vice-direc-
tors and a chiel engineer under him,

At first the mill directors had little
power, even to pick their subordi-
nates. But their power has gradually
expanded, culminating in the re-
cently approved “full responsibility™
svstem. Under 1, mill directors will
be elected by the workers and ap-
proved by the corporation responsi-
ble for overseeing the mill. Directors
should then have the independence
to make those decisions that current
regulations allow them to make.
These include deciding what bonus
payment scheme to use, hiring vice-
directors and chiel engineers, and
making small investment and repait
decisions. This raises another impor-
tant question stll be resolved: how
will former bureau- or ministry-level
officials occupy themselves now tha
mill directors are taking on many of
their former responsibilities?

In order to meet assigned goals,
the mill director can organize pro-
duction any way he sees fit. I the
market changes and the mill feels its
assigned quotas are unobtainable o1
wasteful, it can request and usually
receive a readjustment from the
planning authorities in the corpora-
tion above the mill. Corporation
planners can automatically approve
the revision if there is enough leeway
in the plan assigned 1o them; other-
wise they must appeal to the Shang-

hai Textile Bureau's planning ofh-
cials. In rare cases, an appeal must be
made all the way to the Ministry of
Textile Industry in Beijing.

After tulfilling all goals, a mill di-
rector is free to produce whatever he
feels is in demand. The mills can sell
this above-quota output either to the
State or directly on the open market.
On the open market, a mill can sell
this output to fabric outlet stores,
small collectively owned shops, o1
even directly to individual traders.
The pricing of goods sold outside
State channels is decided between the
buver and seller, so long as they stay
within the limits set by State regula-
tions (approximately 20 percent
above or below the fixed price paid
by the State-run commercial
network).

A mill's ability to directly market
part of its output is one of the most
important powers it has received
over the past few years. Some mills in
Shanghai are now even responsible
for the marketing and sales of all of
their output. One of the first mills to
receive such independence was the
Feilun Thread Mill, Shanghai's sec-
ond largest thread mill, which began
directly marketing all of its output in
1983, While such total independence
from State marketing channels is the
exception, all indications are that if
the supply ol textiles and apparel
continues its steady growth, the role
of the State in the distribution and
sales of these goods will be reduced.
The number of private traders will
increase, and factories will increase
the amount of goods they sell directly
to stores, cooperatives, and individ-
uals in order to increase their own
revenues and get more direct market

The jet weaving room of the Shanghai No. 2 Weaving Mill.
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informaton.

It remains to be seen how mills wili
respond 1o increased pressure on
their own marketing and sales ca-
pabilities, as the State’s role dimin-
ishes. But as these trends continue,
the pressure on mills to be more com-
petitive and efficient will be even
greater, as will the potential rewards
for successful performance.

More control over investment

Funds available to the mills in
Shanghai have increased greatly
since the introduction of the profu
retention scheme and the renewed
national emphasis on development of
textiles and other light industries.
But il the mills are to become more
productive, they must learn to make
proper and timely investments with
these funds,

Under the previous system, after
turning over all their profits to the
State, mills depended on the central
government to allot them investment
funds. But the central government
wis not generous to Shanghai's tex-
tile industry. Instead, the State used
Shanghai's profits to help develop
the textile industry in important cot-
ton-growing areas in the interior
such as Xi'an, Shijiazhuang, and Tai-
yuan, and the wool and hemp indus-
tries in the west and north. The gov-
ernment gave priority to these
industries in the interior because
they were underdeveloped due to the
emphasis on coastal development
during the first half of this century.
Shanghai’s mills also had to turn over
more than 80 percent of their depre-
ciation fund. which was figured at
less than 5 percent of the gross capi-
tal stock.

These policies, now being re-
versed, left only a small amount of
investment money in the form of a
repair fund. Most mills could only
afford to expand production
through relatively cheap improve-
ments. Therefore, much of the in-
creased production at Shanghai’s
mills has come from small but signifi-
cant changes in production technol-
ogy such as increased spindle speeds,
systematic replacement ol old-style
looms with Chinese-designed  fly-
shuttle looms, improved dveing and
finishing equipment, and the devel-
opment of high-priced (though not
because of market demand) synthetic
fiber production.

Over the past year, mill directors
have had greater say in how to use the
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growing pool of funds at their dis-
posal. Since the profit retention
scheme was instituted in 1980, 30
percent of retained carnings has
been put aside for bonuses, 40 per-
cent for worker welfare (especially
new housing), and 30 percent for
investment in renovation and im-
provement of machinery. These re-
strictions are expected to be further
relaxed this year. Mills will not be
required to follow the 30-40-30
split, and will be able to distribute
their post-tax earnings more or less
as they see fit. But there are still many
regulations that effecuvely limit a
mill’s leeway, such as the restriction
that total bonus payments cannot ex-
ceed one-quarter of the total wage
bill. Regulations also prevent Shang-
hai textile mills from investing in
projects that compete with key State
and local construction projects.

Nonetheless, the increased avail-
ability of funds will allow the mills to
develop faster and probably more ra-
tionally. The mills will now decide
what machinery they need, based on
their assessment of future State plans
and market demand. Sometimes
these investments will be made within
the State plan and the equipment will
be produced or imported using
State-controlled funds (in the form
of loans from the People’s Construc-
tion Bank or the Bank of China).
More and more, however, the invest-
ment funds will come from the mills
themselves, and the equipment they
purchase will have 1o come [rom
above-quota production or be im-
ported using retained foreign ex-
change earnings.

Most mills are eager to invest their
funds in better equipment. But this
has raised the already great pressure
on sources of investment capital.
How do banks decide which mills
should receive loans when there are
few reliable indicators of efhciencyr
How should scarce foreign exchange
be allocated?

Restrictions on the use of labor

Unlike investment capital, there is
no shortage of labor, although there
are just as many, if not more, regula-
tions on its use. Prior to the reforms,
the mills had to hire any worker as-
signed to them by the municipal la-
bor burcau. Now they may be selec-
tive as to whom they hire, although
they do not have control over their
total staft levels.

The mill director supposedly has

the power to fire a worker, though
this can happen only under the most
serious circumstances—not just o
cut costs. While Shanghai's mills have
much greater input into the creation
of the labor supply plan, they still
cannot necessarily change the struc-
ture of their labor force in order to
make it more efficient, or pay work-
ers wages other than those fixed by
the government wage scale.

Slowly but surely, the power to
move workers up or down the wage
scale based upon their performance
is increasing. However, labor and
personnel matters clearly represent
one of the least reformed areas of the
urban economy (see page 40).

The question of pricing

Progress has also been slow in re-
forming the textile industry’s price
structure. Prices are generally fixed
across product types with only small
variation for quality differences.
Most prices reflect neither scarcity
nor underlyving costs, so management
decisions based on these prices are
not necessarily the best in terms of
the true supply and demand for cach
product.

Without a price system based on
product supply and demand, will the
increased output really be what Chi-
nese consumers want? As the mills
respond to motivation and pressure,
thev will have to make more decisions
based on their understanding of the
market. But without the information
provided by price signals, inappro-
priate production, bottlenecks,
shortages, and waste will continue.

Until the true prices for textiles
and all other goods are determined,
the managers of Shanghai's textile
mills will not be able 1o make deci-
sions that lead to the fastest growth
and greatest productivity—no mat-
ter how much independence they
have. They may have the motivation,
the pressure, and even most of the
strength to act, but an important fac-
tor that makes the whole system work
will still be lacking.

[t is now apparent that the large
question of the strength of the enter-
prise reforms turns on whether the
government can push through the
most dithcult and important reform:
pricing. If reform of the pricing sys-
tem does not continue, economic dis-
tortions may cause factories and mills
to react irrationally 1o the motiva-
tions and pressures created by other

reformes. T
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Wuhan: Inland City on the Move

Wuhan has the jump on many of China’s coastal cities
in experimenting with wurban reforms.

he tri-city of Wuhan, capi-

tal of Hubei Province, has

been a pioneer ol experi-

mental municipal reforms

for several vears. After formally re-
ceiving new economic powers last
May, the energetic city is anxious (o
pick up the pace ol its experiments,
While China’s coastal cities try to
capitalize on their natural advan-
tages, Wuhan is striving to become a
model inland regional economic cen-
ter. Among the handful of major in-
land cities recently granted economic
powers equal to those of a province,
Wuhan's freedoms are relatively
broad. Only Chongqing, in Sichuan

Province, has gained a magnitude of

economic authority similar 1o Wu-
han's. Chongqing received greater
autonomy in 1983, more than a year
prior to Wuhan, but Wuhan seems
bent on catching up. According to
Wuhan Mayor Wu Guanzheng, the
rather immodest objective of the re-
forms is to “turn Wuhan into China’s
biggest domestic and foreign trade
center, as well as one of the world’s
major inland poris.”

A chance to prove the old system
wrong

Why was Wuhan, of all China’s cit-
ies, among the few chosen for pilot
urban reformsz Why did Premier
Zhao Zivang state last vear that he
“placed his hopes™ on Wuhan?

A number of factors make Wuhan
a logical choice lor reform expen-
ments. As Hubet's capital, Wuhan ap-
pears to be spearheading a national
movement to broaden the role of
provincial capitals. Therefore,
changes in the scope of Wuhan's au-
thority involve major readjustments
of power in provincial departments
and bureaus. Such readjustments are
not a factor in cities like Chongqing,
which are not provincial capitals,
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Wuhan's strategic location is an-
other factor. Wuahan s
city’ in a large economic zone—ithe
central China zone. Wuhan is also the
largest interior port in the country

a central

linked to the ocean, giving it a good
chance 1o demonstrate how nland
cities can forge stronger economic
links with each other and the outside
world. Historically dubbed “‘the
thoroughfare of nine provinces,”
Wuhan could not be better situated
for this task. Tt 1s a communications
hub located on the Yangtze River, at
the point where it is crossed by Chi-
na's major north—south rail line, run-
ning [rom Beijing to Guangzhou.
But most significant, Wuhan's his-
tory makes it well suited to realize the
principles behind China’s economic
reforms. One of the nation’s largest
cities, home to six million people (in-
cluding those m the four suburban
counties the city annexed in 1983),
Wuhan's traditional role as a national
center of trade and transportation
was drastically reduced by the impo-
sitton of a verucal command econ-
omy after 1949, During the early
20th century, the tri-city’s commer-
cial center of Hankou (the other two
subcities are Wuchang and Hanyang)
had a total trade volume ranked
sometimes third, sometumes second,
m the nation. In the 1930s more than
2,000 wholesale dealers set up busi-
ness here. But the Stalinist command
coonomy set new priorities that ne-

Dorothy [. Solinger is associate dirvector
of the Asian Studies Program at the
Uneversity of Pittshurgh, and s cur-
vently a fellow at the Woodrow Wilson
Iutevnational  Center for Scholars in
Washington, DC. She has visited Wu-
han three times in the past year and a
half, wherve she conducted interviews and
closely followed the city’s economic
changes.

glected Wuhan's natural orientation
to commerce. Instead, central gov-
ernment investment created a heavy
industrial base, while power came to
be centered at provincial and central
government levels, robbing local
leaders of the authority to direct ur-
ban construction.

The new reforms aim to correct
this situation, and allow Wuhan once
again to capitalize on its strategic
position. 1l successful, Wuhan could
come to symbolize the importance to
economic planning of decentralized
market determinants rather than
strict administrative orders—in line
with current thinking among the top
leadership in China.

Political factors may have also
been important in the timing of Wu-
han’s reforms. Last April, the State
Commission for Restructuring the
Economic System, under the State
Council, convened a symposium on
experimental municipal reforms.
Participants felt that municipal re-
forms were progressing too slowly,
according to the Chinese press, and
many new measures were proposed.
On May 21, the same day that the
State Council and Party Central
Committee ofthicially announced Wu-
han's new economic powers, the min-
utes from the April symposium were
also made public. The following week
Vice-Premier Wan Li drove home the
importance of municipal reform at a
State Council forum, where he called
on the central government 1o sup-
port municipal reforms and urged
the mayors and municipal Party Sec-
retaries in attendance to promote
such reform in their own towns.

During the summer of 1984, Wu-
han moved quickly with its new pow-
ers. The city put into effect many of
the measures proposed at the April
meeting, particularly improvements
in the circulation of commodities.
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During this period Zhou Taihe, Vice-
Minister of the State Commission for
Relorming the Foonomic System,
noted approvingly that the changes
in Wuhan had
throughout the country.”

Wuhan was probably targeted as a
showcase for reform at the April
mecting, and then encouraged by the

“aroused attention

reformers under Zhao Zivang and
Hu Yaobang to produce fast results.
Possibly the reformers hoped to draw
on the positive results of these efforts
to convince doubters and serve as a
foundation for deepening the overall
national reform ettort in October.

The reforms to date—focus on
circulation

Now, with the city given back a
large measure of the autonomy it
once enjoved, Mayvor Wu and mumci-
pal government cadres have taken off
on a dizzving spree ol surveys, sug-
gestions, investigations, proposals,
and experiments. One plan proposes
taking the “two s as the starting
point for reform—referving to
liwtong, or “circulation,” and
jiaotong, or “communications.” This
phrase, comned by Wuhan University
economic management Professor Li
Chonghuai, earned him a letter of
commendation from the city govern-
ment. A set of measures for achieving
Dr. Li's “two ('s7
many of the Wuhan reforms to date.
In addition to these ideas Wuhan has
also taken the lead in actually imple-

characterizes

menting many reform ideas pro-
moted nationally last vear.

Perhaps the most rapid visible
progress has been made inimproving
the first C'—circulation of goods
between Wuhan, s hinterland, and
other cities in central China and be-
vond. By late last year, Wuhan had sel
up 78 wrade centers, 57 of which
specialize in specihe types of prod-
ucts. Trade centers are part ol a na-
tional policy, but have been pushed
harder in Wuhan than in most places.
They collecr information on supply
and demand, quality and price, and
allow private and collective enter-
prises, as well as State-owned firms,
to trade in certain commodities from
all over the country. Wuhan has also
established various wholesale mar-
kets, trading warchouses, and trade
fairs, to begin forming a wholesale
network, At least 177 trading ware-
houses are inuse, as well as 17 whole-
sale markets for agricultural and
sideline products, and 1O markets for
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small industrial products. All of this
represents a tremendous easing of
the planned procurement system
used in the past, which was both hi-
erarchicallv. channeled and geo-
graphically limited.

These trends have helped Wuhan
carn a |'l‘|)11[el[i<ll| as a ciy aopen Lo
competition for produce and indus-
trial products from elsewhere in
China. The example of the Wuhan
Second Bicvele Factory attracted na-
tonal attention. Its “Yellow Crane”
hike was elevated from class "B 1o
class AT status after soliciting supe-
rior-quality: parts from around the
country. The factory chose its parts
suppliers from bids offered by a total
of 277 firms from 26 different prov-
inces and cities. In doing so, the fac-
tory worked with a new othce under
the City Economic Conumission, set
up toinvite tenders,

Mavor Wu has been instrumental
in promoting Wuhan's new mood of
openness. When he learned last June
that certain local othcials wanted to
bar Guangzhou representatives from

coming to Wuhan with an exhibit of

light industrial and textle products,
he immediately convinced these bu-
reaucrats Lo stop pl'!:lt'('lillg back-
ward local goods. City leaders
stressed that such exhibits from
other cities encourage progress at
home.

Mavor Wu also emphasizes thai
Wuhan welcomes all those interested
in doing business there. Peasants
from the countryside and residents
ol other cities have been permitted 1o
open shops and manage factories in
the city. Early results indicate that
more than 10,000 production units
and sales firms from all over the
country reportedly entered the Wu-
han market during the spring and
summer of 1984, The sales volume
achieved by the trade centers in July
and August alone reached some ¥ 190
million, a rise of 83 percent over the
same pertod in TY983. An article in
People’s Daily last November took

these Wuhan dataas anillusoration of

the extent to which the whole domes-
tic market opened up last vear.

Hankou’s Jianghan Street—ithe
busiest commercial street in town—
provides a graphic example ol Wu-
han's rising level of commercial activ-
ity. The number of shops there in-
creased from 50 1o 114 recently, and
some 53,000 types of commodities
are now offered 1o 100,000 custom-
ers a dayv.

This past fall. Wuhan also reorga-
nized its commercial bureaucracy.
The cuiy's First and Second Bureaus
ol Commerce merged with the Bu-
reau of Food Grains to form the
countryv’s first integrated Commen-
cial Management Committee. This
new organ is supposed 1o act as a
semi-independent corporation, han-
dhing all the retail and wholesale busi-
ness for the city. By centralizing man-
agement efforts in a more
streamlined agency, the Commenrcial
Management Committee should re-
duce the duplication of effort that
characterized the previous system.
Presumably it will oversee the bur-
geoning private sector, and the vari-
ous joint operations being worked
out between State and private firms,
According 1o one recent count, Wu-
han now has some 70,000 “individ-
ual”™ or private sector firms, repre-
senting one-fourth of the personnel
in the city’s commerce and catering
trades.

Wuhan has also been a national
leader in the relaxation of price con-
trols and rationing to ease commaod-
ity circulation. Beginning in Decem-
ber 1982, Wuhan's Price Bureau
allowed small commodities’ prices to
be set by supply and demand rather
than following State-set rates. In May
1983, the bureau instituted floating
prices for 143 light industrial prod-
ucts (such prices may float within a
specthed range). This past May the
burcau permitted local industrial de-
partments to set the floating range
for 19 more products. The city won
the praise of Vice-Premier Li Peng
last November for relaxing controls
on the management of pork, bean
products, vegetables, and fish, and in
particular for abolishing the ration-
ing of pork and bean products.

Better transportation facilities
and more cooperative efforts

To give these reforms staying
power, it will be important for Wu-
han to improve the second “C"—
communications—in step with cir-
culation. Several important steps
have been taken in the field of trans-
port, with the aim of improving Wu-
han’s links to the outside, particularly
to the ocean. This will help Wuhan
compete with coastal cities, and mod-
ernize its worn-out infrastructure in
the process. The Port of Wuhan was
opened 1o foreign trade in April
1980, But not until three years later
did the city regain the right to man-
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age customs on goods passing
through the port—I{or the first time
in over 30 years. During the preced-
ing three decades, exporting from
Wuhan involved paving customs and
fees at the Port of Shanghai, which
significantly complicated proce-
dures. Now, according to local
sources, Wuhan can get out from
under Shanghai's “pressure” —or,
put differently, “lighten Shanghai’s
burden™ in foreign trade.

Wuhan created a Port Manage-
ment Bureau last fall by merging the
administrative functions of the Har-
bor Administrative Bureau with the
Whart Office. Tt also formed the
Yangize River Jomt Transport Cor-
poration in conjunction with 13
other aues, including Chongqging,
Nanjing, and Hangzhou (but not
Shanghai), 1o serve 11 provinces.
Plans 1o build up a waterway net-
work, centered on Wuhan and en-
compassing the Yangtze and its iribu-
taries, should
economies of surrounding county
seats and small market towns, lead o

invigorate the

the growth of many new-sivle small
cities, and enhance Wuhan's role as a
water and land transport hub.

The Wuhan Air Transport Service
Company, China’s first military—civil-
ian joint air (transport company, is
another local mnovation. Formed
last September by the city govern-
ment and the Wuhan Air Force unit,
this company uses planes, an airfield,
and other facilities provided by the
air lorce. The company’s most -
portant function for now is in ex-
panding the city’s capacity to trans-
port goods, but eventually it hopes to
provide both domestic and interna-
tional passenger services.

Reviving the finance sector

Wuhan would like once again 1o
become the financial center it was in
the late 19th and carly 20th centu-
ries. To this end the city is experi-
menting with many financial reforms
being promoted on a national level,

The same Professor Li who coined
the “two C's™ approach to reform is
also a banking specialist, and has in-
troduced a set of ideas about credit
reform. Although many of the ideas
are not particular to Wuhan, Li ex-
plained in a recent interview that the
Wuhan branch of the People’s Bank
ol China will be the first in the nation
to function as the district office of a
national central bank, in the manner
of a Federal Reserve district bank.
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In December the Wuhan branches
of five major Chinese banks—the In-
dustrial and Commercial Bank, the
Agricultural Bank, the Construction
Bank, the Bank of China, and the
People's Bank of China, together
with the local branch of the People’s
Insurance Company of China,
handed together to create the Wuahan
Banking Joint Committee—another
national first. Under the leadership
of the local branch of the People’s
Bank, the banks will exchange in-
formation and coordinate the city's
credit and circulating funds, capital
construction funds, and foreign ex-
change to promote local economic
development.

Another growing financial institu-
tion is the Wuhan Financial Trust
Company, in business since 1981,
whose mission is to raise funds for
local economic construction. The
company increased the amount of its
shares last summer from ¥8 million
to ¥20 million. Now private firms,
universities and research institutes,
and State-owned companies and fac-
tories may buyv shares in the
company,

There is also talk of instituting
floating interest rates, sellers” and
buyers' credit, housing loans, and
postal savings and checking accounts
to help absorb temporarily idle
funds. The city may also let people
who have moved 1o Wuhan to set up
businesses but who are not othcial
residents open savings accounts,

Enterprise reforms and foreign
factory managers

“Enlivening enterprises™ is an im-
portant dimension of the urban re-
form package that Wuhan has taken
to heart. Previously, all of Wuhan’s
industrial activity was organized by
Hubei, whose control has been de-
scribed by local bureaucrats as
“heavy.” But the city is gaining more
control over its enterprises, and at
the same time is trying to coordinate
industry management.

During the second half of last vear,
as in a few other cities across the
country, several major plants in Wu-
han under provincial management
were transferred to municipal admin-
istration. Most notably, the Wuhan
Iron and Steel Works, the second
largest iron and steel mill in the
country, passed from being under

the dual leadership of the Ministry of

Metallurgical Industry and Hubel to
being under joint ministry—munici-

pality control. Control of the Wuhan
Boiler Factory and the Heavy Duty
Machine Tools Plant was similarly
delegated.

Machine-building is one of Wu-
han’s most important industries. Last
November, a Machine-Building Man-
agement Bureau was established 1o
make overall plans and coordinate
management of machinery factories
in the city. This should help solve pasi
problems created by the division of
the 1,100 or so machine-building en-
terprises into some 40 different de-
partments and levels. That arrange-
ment long prevented the city from
organizing the industry in line with
principles of specialization and divi-
sion of labor,

Late Tast vear preparations were
underway to s!r'('tlglh('n the manage-
ment of other industries as well. A
Wuhan Boiler Industry Association,
a Motor Vehicles Industry Associa-
tion, and a Shipbuilding Industry
Association were all being set up.

Wuhan has also taken the lead na-
tionally with its new system for select-
ing factory managers and personnel.
I'he city is experimenting with the
use of advertisements, examinations,
clections, and recommendations.
Even more surprising, on November
I, the Wuhan Diesel Engine Facton
hired Werner Gerich, a retired West
German engineer who specializes in
imternal combustion, to run the
plant. This is the first time since 1949
that a foreigner has been engaged to
run a Chinese State enterprise. The
idea to do so was put forward nation-
ally last spring, and quickly picked up
by Mayor Wu on avisit to the German
city of Duisburg, with which Wuhan
has a sister-city relationship. Wu also
signed an agreement with the Ger-
mans to invite 100 retired industrial
specialists 1o Wuhan, Now the ma-
chine-building, chemical, and metal-
lurgical industries have all expressed
iterest in following the diesel engine
factory’s example.

Problems—province vs. city

How likely are all of these experi-
ments to revamp the structure and
operation of Wuhan’s economy? As
with any grand scheme, theve are a
number of potential pitfalls, and they
are being openly addressed by city
othcials and the local and natonal
press.

[t is possible that the city has al-
ready become self-important, dream-
ing up unrealistic schemes and trying
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tesy of IJum.’h)j Solinger

to grab too much power. As one com-
mentator admitted in the local paper,
“Naturally, the city should consider
the whole and shouldn’t
bring forth demands out of accord
with reality.” According to Vice-Min-
ister Zhou Taihe of the State Com-
mission for Reforming the Economic
System, “*Separate listing in the State
plan for Wuhan does not mean creat-

country,

ing a province within a province
... Organs at the two levels (i.e., pro-
vincial and municipal) should not
sing their own tune or a tune differ-
ent from that of Beijing.”

Most of the difficulties, however,
seem 1o Hubet's reluc-
tance to loosen its hold over Wuhan.
Much of the reason for this is finan-
cial. Recent statistics indicate the ex-
tent Hubei
wealth generated in Wuhan in the
past. Revenue {from Wuhan ac-
counted for fully 41
Hubei's total in 1981, while provin-
cial expenditure for the city
amounted 1o only 12,6 percent of

stem f{rom

to which relied on the

overall provincial outlays.,

Lengthy wrangling preceded the
province’'s agreecment 1o Wuhan's
new economic powers. The most con-
tentious issue was how to draw up the
city's financial retention base. In the
final outcome, the city was slated to
keep 28 percent ol its financial in-
come, while the rest will be turned
over 1o the central government. A
small part ol the central
ment’s portion will then be allocated

govern-

to the province.

Handing down power over enter-
prises has been another sticking
point. Such decentralization has
been tried several times over the past
35 yvears, but never without a bureau-
cratic turf war. This time the point is
being hammered home that the pur-

different: decentralization

pose is

percent of

City
economy in a more rational, unified

will allow the Lo organize its
way. In the past, the goal was often
more political than CCONOMmIcC,

Mutual distrust between city and
province has been great enough 1o
compel the provincial government to
establish a leadership group for the
reform programs. Made up of lead-
ing officials from both levels of gov-
ernment, its role is to handle the
relations between the economic de-
partments at cach level., One local
commentator has noted the continu-
ing need for a “unanimity of views”
between the two levels, warning that
in the absence of agreement both
sidles will only focus on the division of
rights and interests, and neglect the
progress of the reforms themselves.
Such statements make one wonder to
what extent the city has really ob-
tained genuine autonomy. The most
concrete evidence of Wuhan's eco-
nomic liberation will come when the
city can actually make economic deci-
sions without secking upper-level
approval.

In search of funding from abroad

Funding poses a different kind of
obstacle. Much investment will be re-
quired to turn Wuhan into the kind
of modern center of circulation and
service its planners envision. Its n-
dustrial foundation is largely
posed of outdated equipment. s ur-
ban facilities are stll backward by

COIm-

world standards, and its transport in-
stallations inadequate. The central
government has indicated that it will
not be able to provide much help, so
hope is now being placed clsewhere.
According to Professor Li, other pos-
sible sources of funds include foreign
investment and a kind of stock mar-
ket, in which local enterprises will
purchase shares. But some ciy and

Jianghan Street in downtown Hankou is a lively commercial center.

30

central government money will con-
tinue to be needed.

The role of foreign investment is
potentially very large. City authori-
ties now estimate that Wuhan will
take in $150-5200 million annually
in foreign investment and export
carnings. Most of this will be spenton
importing equipment and technology
to upgrade the metallurgical, ma-
chine-building, electronics, plastics,
and food processing industries, and
in purchasing telecommunications
equipment. Over the next three years
the city hopes to complete some-
where between 800 and 1,000 tech-
nological transformation projects us-
ing foreign capital and imported
technology. The aim is to replace
equipment of 1930s and 1940s vin-
tage with and facilities
that meet late 1970s and carly 1980s
standards. The city has also just set

machinery

up a Foreign Economic Liaison Com-
mittee, aimed at drawing funds, tech-
nology, and talent from Overseas
Chinese with Wuhan tes.

In the area of transportation, Wu-
han is seeking funds for an interna-
tional airport, port renovation and
new construction, and for building a
larger shipping fleet. Other invest-
ment projects include developing
some trendy, name-brand export
products that meet modern interna-
tional standards, and upgrading Wu-
han's Fast Lake district, a center of
science and technology institutions,
into an interior base for China’s tar-
geted technology-intensive indus-
tries. One last project is to create a
special economic zone i the ciy. But
anv such endeavor will probably re-
main a dream unless a major policy
decision at the central level gives in-
land areas the right 1o form SEZs.

Nonetheless, now that it has been
granted economic management pow-
ers equal to those of a province, Wu-
han has the right to negotiate con-
tracts directly with foreigners and

approve deals up 1o $5 million. These
are the sorts of powers Beijing,
Tianjin, and Shanghai have enjoyed
for many vears. But Wuhan is making
up for lost time and has extended an
open invitation to foreign nvestors.,
Expressing the city’s optimism and
his own energetic role in helping to
create Mavor Wu an-
nounced recently that, "As a port aity
with a vast rural market around it,

this chimate,

Wuhan could attract more and more
farsigchted foreign investors, just as
China's coastal cities have done.”” 7
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Science and Technology Reforms

China’s modernization could be on shaky ground without effective measures to
promote scientific and technical advances

ince 1978, improvement of
China’s science and technol-
ogy capabilities has been one
of the nation’s top priorities.
The leadership set broad and ambi-
tious science and technology goals in
the late 1970s, as the Four Modern-
izations program was getting off the
ground. Reformers tended to view
S&T as a “"magic” ingredient, which
could automatically transform and
modernize the Chinese economy and
military. In the last few years some of
these overexaggerated expectations
have been noticeably scaled down.
The current period can be character-
ized as one of generally more realistic
goals, and the acceptance of eco-
nomic reform measures to help
achieve them. But debate continues
on the proper pace of scientific ad-
vance in China, and on the appropri-
ateness of S&T reform experiments.
The broad-based reforms being in-
troduced in S&T enterprises lend
credibility to China’s modified sci-
ence and technology goals, and
promise to alter the climate in which
research and the application of tech-
nology take place. The reorientation
includes a move awav from large-
scale basic research, introduction of
the so-called “responsibility system™
to the research sector, implementa-
ton of a contract research system,
improvement of the status and bene-
fits for scientific and technically
trained persons, and a general shifi
away from reliance on whole plani
imports as the primary vehicle for
acquiring foreign technology.

Shift to applied R&D

I'he general reordering of S&1
priorities in recent vears has culmi-
nated ina movement away from basic
research and an imcreased focus on
applied R&D. As one Chinese Acad-
emy of Sciences administrator  re-

The China Business Review/March-April 1985

Denis Fred Simon

marked, “Our problem is not tha
there is too much basic research, it is
just that there is not enough good
applied research being done.” The
Chinese nowadays are emphatic
about the need to integrate research
and production activities.

Another salient aspect of China's
current S&T priorities is the focus on
the so-called “new global technologi-
cal revolution,” or what Alvin Totfler
has called “the third wave™ of the
world’s industrial revolution. The
leadership from Premier Zhao
Zivang on down has highlighted in
various policy statements the impor-
tance of making substantial progress
in the four kev emerging arcas of
technology cited by Tottler: comput-
ers and microelectronics, informa-
tion technology, materials science,
and biotechnology.

This emphasis on third-wave tech-
nologies has sparked a lively debate
among members of the science and
technology community. The eco-
nomic readjustment of 1980-1981
was one factor leading to the scaling
down of China’s S&T modernization
goals. Rather than catching up with
the West by the vear 2000—the origi-
nal goal for S&T announced at the
March 1978 National Science Con-
ference in Beijing—China’s leaders
decided that a more realistic target
would be to attain Western technical
levels of the 1970s and 1980s by the
vear 2000,

Yer recent developments in the
West and Japan in microelectronics
and biotechnology have made a sig-

Denis Fred Simon is Ford International
Assestant Professor of Management at the
Massachusetts Institute of Technology.
He holds a Ph.D. from the University of
California al Berkeley and has special-
ized in Chinese science and technology

affairs for move than 12 years.

nificant impact on the thinking of the
Chinese leadership. Some officials
argue that the more moderate goals
will merely leave China permanently
behind the West in the four key areas
ol technology. "This would be politi-
cally unacceptable 1o the present
leadership—whose credibility s
based, in many wavs, on an ability 1o
close the prevailing gap by the vear
2000 and establish China as a major
force in global economic and S&T
aftairs. Thus the idea that China must
somehow “leap-frog™ stages of scien-
tific and technological development,
a notion that was popular in 1978, is
once again in vogue. Numerous re-
ports in the Chinese press testify that
rapid progress in these four fields has
become a critical part of China’s
development program.

The explanation for the coexis-
tence of generally more moderate
goals and this “leap-frog™ attitude is
that a two-pronged strategy for sci-
ence and technology advance is
emerging. On the one hand, in criti-
cal industries, Chinese ofhcials rec-
ognize that rapid progress may con-
tinue to depend on a big-push
approach supported by continuing
central government efforts. On the
other hand, China's leaders recog-
nize the limits of central government
guidance and acknowledge that mar-
ket mechanisms, if used effectively,
can be a powerful stimulus to innova-
tion and technological advance.
Thus, there is a willingness to loosen
up S&T resources at the local level as
long as these activities do not deviate
from natonal priorities and goals.

Greater autonomy for
research units

A second dimension of recent
changes is taking place at the enter-
prise level. Decentralization of eco-
nomic authority is manifested in the
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S&T sector through the granting of
greater autonomy to research units.
Two important changes are the intro-
duction of the “responsibility sys-
tem”” and the “contract research
system.”’

Under the responsibility system,
key personnel within research insti-
tutes will be increasingly accountable
for the overall performance of then
units. In keeping with the growing
attention being paid to profits and
losses, their job will be 1o prevent
methcient use ol resources, Institute
directors and project leaders will be-
come more critical because thev will
determine the extent to which then
respective personnel are productive
and responsive to both national pri-
orities and the needs of the
marketplace.

A contract system has been ntro-
duced at approximately 600 research
mstitutes in China, and may soon
spread throughout the country. Tt
requires institutes (o secure an in-
creasing proportion of their research
funds from contracted research
projects with local government orga-

nizations and lactories. Some of

these contracts will be issued on a
competitive basis using sealed bids.
Institutes completing projects under
their estimated costs can retain the
difterence, while those experiencing
cost overruns must cover the short-
fall themselves.

The growing importance of con-
tracts has raised questions about how
to value research, and what price 1o
charge for it. Aside from considering
the actual costs of labor, raw materi-
als, and other overhead, the question
of “acceptable profit” has arisen in a
number of cases. So far, three types
ol contracts have been issued. The
first category is a direct fee-for-ser-
vice agreement without a profit tar-
get built into the contract. The sec-
ond includes a specific profit target,
such as a 10 percent service fee. The
third type includes a variety of bonus
targets based on factors such as
royalties.

One goal of the contract system is
to help alleviate funding shortfalls
that at present limit additional gov-
ernment investment in S&T. The
Zhuzhou Electronics Institute in Hu-
nan, formed in 1978, has been held
up as a national example because it
was able to establish 1ts own financial
base through extensive reliance on
contract research. Another goal is to
tie research more directly to indus-
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trial needs. According to one study
conducted in Shanghai, out of 327
rescarch achievements produced in-
dependently by
between 1978 and 1982, only 21 per-
cent were adopted by industry. Ac-
cording to an othaal of the State

rescarch institutes

Science and Technology Commission
(SSTC), “Contract research clarifies
the aim of research, builds relevance,
raises the enthusiasm of individuals
and makes them work harder, and
contributes to greater attention to
feasibility, thereby improving the
overall utilization rate.”

The absence of a well-quali-

Sfied manpower base has been

one (_)/‘ the main weaknesses
in China’s modernization
program.

The market for technology

The movement toward contract re-
search is complemented by the emer-
gence of a market for technology.
Several organizations are involved in
a4 program to create a natonwide
S&T and economic information net-
work. Given the massive amount of
technical information and literature
flowing into China at the present
time, a nationwide mformation net-
work could significantly improve
communications among interested
parties.

Chinese R&D units sponsor vari-
ous “technology fairs™ and exhi-
bitions to advertise existing innova-
tions or capabilities that can be
procured on a fee-for-service basis.
In December 1984, such an exhi-
bition was held at the Beijing Plane-
tarium, sponsored by the Beijing
Center for Development and  Ex-
change of Science and Technology.
This organization acts as a broker
facilitating contacts between re-
searchers and potential customers,
“fairs” have been held in
Tianjin, Wuhan, and Shanghai. Some
500 organizations took part in last
year's Shanghai Fair for Exchange of
New Technology. According to Xie

Similar

Shaoming, director of the Scientific

Management Bureau of the State Sci-
ence and Technology Commission,
1,400 technology development and
service centers have been set up
throughout the country.

Uiniversities, oo, are being en-
couraged 1o strengthen their applied
rescarch capabilities and earn reve-
nues from passing on their knowl-
edge 1o industry. Shanghai Jiaotong
University has been a leader in this
arca (see page 38). Over the past sev-
cral vears, the school has signed 13
long-term cooperative contracts for
rescarch projects with the central
and local governments, 1445 con-
tracts with enterprises, 406 consult-
ing projects, and cooperated with
over 2,000 units for testing, evalua-
tion, and experimentation of new
products and processes. Some ol the
contract revenues cover overhead ex-
penses, while another portion s
given directly to the principal re-
searcher as additonal salary,

As the market for technology de-
velops, a variety of funding mecha-
nisms have also appeared. For exam-
ple, in Shanghai a
“technology development™ fund was
created Lo support priority projects,
Bank loans have also become a major

special

source of funding, sometimes help-
ing to launch a project when institute
funds are insuthcient. The People's
Bank in Hunan has created a Y25
million fund to support S&T work.
Research units must supply matching
funds to be eligible. And in Wuxi, the
local S&T commission has helped to
subsidize research out of a recently
created development fund.

The market tor technology is en-
couraging greater interaction be-
tween enterprises with comple-
mentary skills. A growing number of
formal and informal cooperative ef-
forts are taking place between re-
search units, design bureaus, and
production entitics—in many cases
involving cooperation across bureau-
cratic boundaries. Three varieties
have appeared, varying according to
degree of integration: 1) loosely
structured—cooperation without
special administrative arrangements;
2) semi-entity—cooperation with
some permanent organizational fea-
tures, such as a joint planning board;
and 3) entity-type—where adminis-
tration, production, and research are
fully integrated. If successful, these
groupings promise to increase the
output of “‘relevant” applied re-
search and speed the transfer of re-
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search results to production,

In some cases, several research
units have pooled their funds in an
ceffort 1o create a critcal mass and
promote cconomies ol scale in re-
search activities. In late 1984, for
example, a joint seismological re-
search fund was estabhished when
four organizations—the Institute of
Geophysics and the Institute of Engi-
neering Mechanics (under the State
Seismological Bureau), the Depart-
ment of Earth and Space Science
(China S&T University in Hefel), and
the Department of Geology (Beijing
University)—joined forces 1o solve
problems of mutual concern.

Improving conditions for S&T
personnel

Another important reform of the

S&T system is the mtroduction of

measures to improve the utilization
of S&T personnel. The Chinese are
retraining factory and R&D manag-
ers, putting more persons with tech-
nical competence in positions ol au-
thority, expanding overseas training
through commercial as well as bilat-
eral programs, and restructuring
their higher education system. Man-
agement training programs have
been arranged with the United
States, Canada, West Germany, Ja-
pan, Sweden, and Hong Kong.

The attempt to create a well-quali-
fied manpower base should not be
underestimated. Its absence has been
one of the major weaknesses in Chi-
na's modernization program. As one
Chinese author has suggested, “This
is an important reason why some
equipment with high efhciency and
good cconomic results in foreign
countries loses efficiency and eco-
nomic results as soon as it 1s trans-
ferred to our hands.” These ongoing
efforts promise to help alleviate a
major bottleneck in terms of improv-
ing industrial productivity, increas-
ing R&D output, and ensuring more
ethcient use of imported technol-
ogies. Moreover, by having persons
with greater technical and mana-
gerial competence in key positions
within technology-acquisition units,
China will be better able to make
appropriate technical choices and
monitor performance.

Reformers have taken several steps
to improve allocation and use of S&T
personnel. Scientists have been given
greater financial incentives to inno-
vate. Cash rewards for useful ideas
can be as high as ¥15,000. In the
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past, this was often split between the
enterprise and individual, but now
scientists can get the money directly.

In order to stimulate labor mobil-
ity, a quasi-labor market has been
introduced to supplement the system
of planned job assignments. Shang-
hai, Chongqing, Xiangfan, and
Zhangzhou have been selected as the
first experimental sites. Under this
system, workers may apply for jobs
on a trial basis. The employer has the
option of releasing the worker if he
does not work out, and the worker
has the freedom to resign if the job
does not meet expectations. China
has also established a natonal ex-
change center for improving the dis-
tribution of technically trained indi-
viduals. The center will act as a
clearinghouse for prospective appli-
cants and employers.

Efforts are also underway to allow
university graduates more choice
over their iitial job selection. Such
individuals are being encouraged to
look for jobs in a wide range of cities
to broaden their experience and
meet unfilled needs in less developed
areas of China where their skills may
be in particular demand. They are
also being encouraged to engage in
part-time consulting, though this
practice faces opposition from those
who resent the extra earning poten-
tial of these individuals. Overall, the

notion of full job mobility within a
real labor market remains a long way
off for China, primarily because tech-
nically competent workers are still
OO SCATrCe a resource 1o h(' g‘]‘il]l‘('d
complete job freedom. Nonetheless,
highly trained workers now have at
least the hope of job flexibility, some-
thing they lacked in the past. And the
leadership has indicated that it in-
tends to follow these iitial steps with
further reforms to address this se-
vere problem.

Evolving organizational structure:
leading groups lead the way

Perhaps the most important orga-

nizational change in the structure of

China's S&T svstem over the last sev-
eral vears has been the establishment
of special “leading groups™ or task
forces for managing national and
provincial priorities. These groups
are part of the move to centralize
planning in the critical technology
areas that are receiving national
priority.

At the highest level, the most sig-
nificant example has been the cre-
ation of the “special leading group
for science and technology™ unden
the State Council. (For an outline ol
China’s S&T establishment, see p. 27,

July=August 1983, The CBR.) Discus-

sions in Beijing early this year re-
vealed that the science and technol-

Worker at a semiconductor plant in Jiangsu Province examines Chinese-built electron beam
master equipment used in the production of integrated circuits.
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ogy leading group was created
specifically to put the imprimatur of
the premier’s othce on the effort to
promote S&
cording to a speech by Premier Zhao
in October 1982, too many people in

modernization. Ac-

the bureaucracy were merely paying
lip service to the call for advancing
S&T. The special leading group is
directly under Zhao's control,
though the day-to-day activities of
the group are now the responsibility
of Song Jian, the newly appointed
head of the State Science and Tech-
nology Commission.

Song's promotion after a success-
ful career in the field ol space and
acronautics is significant for a num-
ber of reasons. He possesses solid
technical credentials—something his
predecessor Fang Yi lacked. He ap-
parently has been intimately involved
in China’s advanced military pro-
grams. Most important, however,
Song has been associated with the
big-push madel of science and tech-
nology, the roots of which derive
from the legacy of Soviet intluence
on the Chinese R&D system. Both
China’s nuclear weapons and missile
programs have benefited from the
ability of central government organs
to create a critical mass of expertise
and to coordinate diverse resources
1o achieve a priority objective. Seen
from this perspective, Song’s role will
be to promote this type ol coordina-
tion—a necessity given China’s
present organizational structure and
the bureaucratic obstacles it creates
for such cooperation and coordi-
nated eftorts.

The formation of the special lead-
ing group for science and technology
has been complemented by the estab-
lishment of several high-level, highly
focused groups in the arcas of elec-
tronics, computers, and equipment
development and acquisition. The
clectronics leading group, ¢reated in
September 1984, is headed by Vice-
Premier Li Peng. lts prime respon-
sibility is to ensure that China makes
sustained and substantial progress in
such critical areas as large-scale inte-
grated civcuits and computers. This
group is also directly attached 1o the
State Council, thus alleviating the bu-
reaucratic boundary problems en-
countered by the Ministry of Elec-
tronics Industry in its etforts to
coordinate electronics development
among the various ministries with an
interest and capability in this area

At the provincial and municipal
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levels, a growing number of special
leading groups concerned with both
S&T affairs and the import of tech-
nology have appeared. The appear-
ance of these organizations suggests
that as the authority for making deci-
sions in the S&T areas has devolved
to lower levels, local leaders are at-
tempting to avoid costly errors and
maximize existing opportunities by
relving on a select group ol experts
1o help them make appropriate pol-
icv decisions.

In several parts of China eftorts
are underway to create special zones
to concentrate technology and R&D
activities. In some ways, these zones
resemble the
wan, South Korea, and Japan. Pre-
liminary projects are underway in
Shanghai (Wuxi), Beijing (Haidian),
and Tianpm.

The role of the Chinese Academy
of Sciences (CAS) appears o he

‘science parks™ in Tai-

changing as the organization be-
comes more attuned to the new na-
tional economic goals. In October
1984, CAS President Lu Jiaxi an-
nounced a revision of the CAS man-
date that reathrmed the principle
that basic research should be subor-
dinated to applied research. Lu set
five goals for the CAS: 1) assist with
the goal of quadrupling national in-
come by the year 20005 2) respond to
the “new technological revolution™;
3) improve the quality of research; 4)
achieve greater cooperation with uni-
versities and industry; and 5) im-
prove the mobility and treatment of
S&T personnel.

Open door promotes self-reliance

As China develops its indigenous
S&T capabilities, it is also tryving to
make better use of foreign technol-
ogy. The number of cooperative re-
search and production projects is
growing rapidly, and bilateral S&T
exchanges are increasing with all the
major industrial democracies, as well
as with EFastern Europe and, most
recently, the Soviet Union. Training
and overseas education programs
have also expanded. Activities in
these arcas are complemented by the
steady growth of commercial tech-
nology relations, which seem to have
blossomed as China grows more con-
fident of its ability 1o deal with the
outside world.

Foreign technology will be an im-
portant part of the plan to modernize
existing industrial facilities. In 1983,
H66 factory renovation projects in-

The China Business Review/March-April 1985

volving foreign technology were un-
dertaken—more than the total num-
ber of similar projects implemented
from 1979 1o 1982, According to
State Councilor Zhang Jingfu, ¥90
billion will be allocated between
1985 and 1987 for technical trans-
formation of 11,000 enterprises,
¥ 14.2 billion of which will be in the
form ol foreign exchange for tech-
nology imports. In general, primary
stress is being placed on acquisition
ol know-how and select equipment
rather than whole plants or large
quantities ol equipment.

The emphasis on know-how is de-
signed to reduce potential long-term
dependence on foreign sources and
promote China’s goal of greater
technological sell-reliance. In spite
of constant reminders from China’s
leaders that the open door policy is
here to stay, the Chinese have not
backed away [rom their overall com-
mitment to national self-reliance. For

example, a recent Chinese analysis of

the import of 13 chemical plants n
the early 1970s suggested that China
was unable to produce copies of the
factories because it failed 1o pur-
chase patents for crucial parts and
secure other manufacturing tech-
niques from the supplers. In fact,
hetween 1950-1980, over 90 per-
cent of China’s foreign exchange ex-
penditures on technology imports
went for whole plant imports rathen
than the licensing and acquisition of
know-how. Beijing now wants to use
foreign technology to strengthen its
own long-term capabilities as well as
to help rebuild its industrial base in
the near term.

China’'s ability to absorb imported
technology has steadily improved
over the last several yvears. The pri-
mary factor contributing to this m-
provement has been reforms mtro-
duced in the industrial and R&D
sectors since 1982, which have en-
couraged factory and research man-
agers Lo pay attention o the more
clfective use of technology and
cquipment in general, and imported
technology and equipment in par-
ticular. Without such reforms to
complement stepped-up technology
imports, the present level of progress
might have been unattainable.

While acknowledging this appre-
ciable progress, it goes without say-
ing that some technology absorption
problems remain. At a symposium
held on technology import in
Guangdong last August, three main

problems were cited: 1) lack of an
overall plan, resulting in excessive
duplication; 2) excessive emphasis on
hardware while neglecting imports of
“software’; and 3) poor preparation,
leading to inadequate results and un-
fulfilled expectations. These same
problems had been identified in
March 1984 in a State Economic
Commission circular admonishing
organizations to do a better job of
coordinating their activities and shar-
ing information. As in the past, com-
puter imports were singled out as an
example of these larger problems.
Specific problems cited were the ten-
dency to buy machines based on their
advanced technological level rather
than based on actual needs, and the
fact that computer purchases are of-
ten made without considering soft-
ware needs and availability,

Politics and S&T reforms

Within the S&T system, we are wit-
nessing significant changes in the way
things are done in China. As the re-
search system improves, and as cur-
rent education programs begin to
produce larger numbers of qualified
individuals, the S&T modernization
program and the accompanying tech-
nology acquisition effort are likely to
vield greater pavofts. Over the long
term, if both efforts are successful,
China may move farther and faster in
its modernization program than pre-
viously thought.

Yet, it is clear that numerous prob-
lems must still be overcome and that
some political opposition to S&T re-
form remains. Some cadres are not
happy about relinquishing their posts
to more technically competent indi-
viduals. Others are not convinced
that the use of economic methods to
manage scientific research units is
appropriate. And others remain un-
convinced of the merits of relying so
heavily on science and technology as
a kev part of the modernization
drive.

The Chinese are frank about the
extent of these difficulties, and con-
sequently they are not overambitious
about their ability 1o overcome
present shortcomings. This is a real
strength of the current leadership.
The new policies are being imple-
mented with a proper balance of in-
vestigation and caution. In contrast
with the past, China’s S&T program
can be characterized as having realis-
tic expectations, and down-to-earth
methods for achieving them. 5t
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Shanghai’s Push into High Technology

Reform of the science and technology sector could help the city achieve its goals

hanghai’s upcoming Five-
Year Plan (1986-1990) tar-
gets seven new high-technol-
ogy industries for priority
development: microelectronics, bio-
engineering, optical iiber communi-
cations, laser technology, new ma-
terials, marine engineering, and
robotics. In each area Shanghai has
strong research and design capabili-
ties, but little industrial achievement.

Forced to rethink industrial strat-
egy because of severe constraints on
the city’s energy, raw materials sup-
ply, and transportation, planners de-
cided to focus on new industries that
place less strain on these inputs. At
the same time, these new industries
could take full advantage of an often
overlooked industrial resource:
Shanghai’s considerable science and
technology expertise, housed in the
city’s universities and research
nstitutes.

More than 600 scientific research
mstitutes, 280,000 scientists and
technicians, 51 higher-education
establishments, and a highly skilled
labor force provide the basic building
blocks necessary for the city to be-
come a high-technology industrial
center. But applying this expertise to
industrial production will not be
easy. The compartmentalism of re-
search institutes and universities, and
their lack of coordination with indus-
trial facilities, have long inhibited co-
operative efforts between rescarch
and industry. City officials admit that
scientific breakthroughs in electron-
ics, microbiology, and bioengineer-
ing have taken place, but have not
been applied successfully outside the
laboratory.

Ongoing reforms at China’s sci-
ence and technology institutions aim
to increase cooperation with indus-
try, and may provide the flexibility
and incentives to make 1t work. Sev-

36

Madelyn C. Ross

eral experimental programs in
Shanghai are already vielding prom-
ising results. If Shanghai's consider-
able S&T resources can be mobilized
on a large scale, the new industrial
goals of the city’s five-year plan will
be within reach.

Microelectronics receives
top billing

Microelectronics, the city’s top
high-technology industrial priority, is
viewed as a technology that can 1im-
prove production and efficiency
across a wide range of industries. It is
no coincidence, therefore, that mi-
croelectronics provides the most ad-
vanced examples of cooperation
among factories, research centers,
universities, and foreign firms 1o
date.

Planning for this sector has been
unusually thorough. In 1983 the
municipal government appointed
Vice-Mayor Liu Zhenyuan to oversee
developments in the city's electronics
industry. The Shanghai Municipal
Subcommittee on Computers and
ST Technology, established last
vear, will coordinate policy. The city
picked Caohejing district in the
southwest corner of Shanghai 1o
serve as the microelectronics indus-
try’s focal point, and formed several
new corporations last year that will
use Caohejing as their manufactur-
ing bhase.

Factories in Caohejing currently
produce some printed circuit boards
and instruments, but no computers
or integrated circuits. Formerly a
suburb, the district was recently an-
nexed by Shanghai to make salaries
and benefits there more attractive
for skilled city workers. The district
also lies close 1o Shanghai's Jiaotong
University, where faculty and stu-
dents welcome the chance for hands-
on applied research experience of-

fered by Caohejing’s development.

Faculty trom several local universi-
ties are working with city othcials on
Caohejing’s industrial plans. A top
priority will be 1o attract integrated
crcuit (IC) factories, since Shanghai
currently relies on imports and pro-
duction from other cities to meet its
advanced LSI technology needs.
Shanghai’s research work in 1€ de-
sign is fairly advanced, but the city
has only four factories producing 1Cs
in quantity, and then mainly of me-
dium-scale.

Some of China’s more advanced 1C
factories are found in Shanghai’s
neighboring cities of Changshou,
Hangzhou, Wuxi, and Suzhou. These
cities are all located in the greater
Shanghai cconomic zone, prompting
city officials to hope for more co-
operation between them. Shanghai
othcials have come up with a prelimi-
nary “Pivotal Development Plan for
1Cs and Microelectronic Computers
in the Yangtze River Delta.” But
while Shanghai’s 1C factories are un-
der municipal control, most of the
other 1C factories in the delta area
are under the Mimistry of Electronics
Industry (MED). Since their factories
are basically rivals, MEL may well
view Shanghai’s joint development
proposals skeptically. But the Shang-
hai Science and Technology Commis-
sion could possibly play a coordinat-
ing role. Last year it placed
production of 1Cs at the top of its list
ol major projects to be accomplished
by 1986, and set the goal of increas-
ing production from 10 million to 30
million chips, 10 percent ol them
LSI chips. Reaching this target may
be difficult without cooperation
from regional factories and research
units. Nevertheless, the city made a
promising start in 1984, produc-
ing 11.6 million ICs, 21 percent
more than in 1983,
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New alliances to produce
computer hardware and software

A major thrust of expanded 1C
production will be to support the
computer industry, which forms an-
other important component of the
microelectronics development plan.
But the problem of competing
bureaucracies is also severe among
computer factories. As Vice-Mavor
Liu pointed out last year: “Twenty-
seven units in Shanghai are directly
engaged in the scientific research,
production, apphcation, and service
of computers. They come under the
vertical jurisdiction of the ministries
ol Education, Electronics, and Ma-
chinery, and relate horizontally 1o
the bureaus of Meters, Higher Edu-
cation, and Light Industry. Each unit
has a certain strength, but they can-
not coordinate theinr actions because
they are administered by different
‘grannies,” and have different
sources of income.”’

In mid-1984 two new municipal
corporations were formed to cut
across these bureaucratic barriers:
the Shanghai Computer Corporation
(SCC) and the Shanghai Software
Technology Development Center
(SSTDC) (see chart). Although still
very voung, these organizations illus-
trate the city's recent efforts 1o pool

MANUFACTURING
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its high technology resources.

The Shanghai Computer Corpora-
tion, formed last June, is modeled on
similar computer corporations set up
recently in Beijing, Tianjin,
Guangzhou, and Shenvang. SCC
takes the place of the Shanghai Com-
puter Industry Co., formed in 1978,
which manufactured a number of
products in addition 1o computers.
The more streamlined SCC focuses
strictly on computer hardware devel-
opment and production, although it
plans to get more involved in soft-
ware work, too.

SCC unites the Shanghai Com-
puter Technology Research Institute
with three local factories formerly
under the Burcau of Instruments,
and a service corporation. SCC’s di-
rectors proudly point out that they
are now an integrated corporation
combining research and develop-
ment, manufacturing, service, main-
tenance, and training. However, they
recognize that they lack marketing
experience, and technically still have
far 1o go. The Shanghai Computer
Factory, largest of SCC’s factories,
has untl recently manufactured only
about 200 microcomputers a year,
But production is picking up. Last
vear, the city’'s microcomputer out-
put more than tripled to 1,347 units.

THE SHANGHAI COMPUTER CORPORATION

(SCC)
Du Kereng, President
Song Baichuan, Vice-President
Total staff: approximately 5,000
Headquarters: 86 Tianjin Road
Shanghai, PRC
Tel: 211459
Cable: 0463

RESEARCH & DEVELOPMENT

Peripherals production at SCC fac-
tories is inadequate, and the com-
pany hopes to attract foreign firms
willing to cooperate in the manufac-
ture of terminal displays, multilayer
printed circuit boards, printers,
floppy disks, and software.

A breakthrough for SCC came in

January when Wang Laboratories

(US) announced a joint venture to
transfer technology for microcom-
puters to the Shanghai Computer
Factory. The factory will begin by
assembling imported Wang com-
puter kits. But five years and 50,000
units later, the plant is expected to
handle all aspects of production.
Wang will also help the factory de-
velop Chinese-language software,
The Shanghai Computer Corpora-
tion currently has no factories under
its control devoted to software, and
lacks applications expertise. But SCC
sent several employees to the US and

Japan for software training in 1984,

and expects them to help the com-
pany develop software when they
return.

Most advanced software research
is done under the aegis of the Shang-
hai Software Technology Develop-
ment Center. SSTDC includes six
Shanghai universities, the Shanghai
Investment and Trust Corporation

SERVICE, MAINTENANCE, TRAINING

THE SHANGHAI SOFTWARE TECHNOLOGY

DEVELOPMENT CENTER
(SSTDC)
Du Kereng, Director

B The Shanghai Computer Technology Research

Institute

B The Computer Technology Service Corporation
B Jiaotong University

B Fudan University

B Shanghai Industrial University

B Shanghai Science and Technology University

B Shanghai Normal University

B Shanghai Part-time University

B The Technology Information Institute

W Shanghai Investment and Trust Corporation

(SITCO)
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(SITCO) to handle business negotia-
tions, and shares the resources of the
Shanghai Computer Technology Re-
search Institute and the Computer
Technology Service Corporation
with SCC. Although the research in-
stitute reports to both SCC and
SSTDC, its focus has been on applica-
tions software in the past.

SSTDC is more loosely organized
than SCC, and takes a different ap-
proach to tasks. Its member orga-
nizations describe its role as akin to
that of the United Natnons. Universi-
ties in Shanghai generally perform
their own software research (which
they can tackle more easily than hard-
ware because it requires less capital
investment). However, they come to-

gether under SSTDC to solve dithcult
problems or tackle major projects
that require a combination of their
resources. SSTDC has begun at least
two such projects in the past year.

Under the first project, SSTDC will
write computer programs to help in-
dustrial engineers design their own
applications software. In developing
favorable programming environ-
ments for industry, the various insti-
tutions under SSTDC will focus on
computer programs that reflect their
own differing arcas ol technical
expertise.

The second joint project is to es-
tablish a national software factory in
the Caohejing microelectronics dis-
trict. Currently the focus of activity is

on training stafl for the facility,
Fudan University has been chosen as
the major training center. Forty-five
students began a two-year software
course at Fudan last year, and will
form the core ol the factory when
they graduate. Another 200 students
will enroll at Fudan over the next two
vears, so that a total of 250 engineers
will be trained in three vears.

In the meantime, the various insti-
tutes under SSTDC are busy gaining
practical experience in software engi-
neering. Both Fudan and Jiaotong
universities have performed com-
mercial software engineering work
under contract to a California firm
called the Shanghai Software Con-
sortium. Their first assignments, in

he Nanyang International
Technology Company,
formed by Shanghai’s Jiao-
tong University in 1983, is
among the most successful combina-
tions of research and industry in the
city yet. An auxiliary profit center that
provides a commercial outlet for re-
search done at Jiaotong University,
Nanyang is a revolutionary concept
for China, and an idea not without
controversy even in the West.

Jiaotong University has always been
oriented to applied research. But with
the new flexibility given universities as
part of China’s science and technology
reforms, factories are now working di-
rectly under Nanyang's supervision to
design and produce new products.

There are 30 factories under Nan-
yang's research and development divi-
sion. Although some of the factories
are in Shanghai, most are in other
cities and some as far away as Sichuan
Province. In a typical arrangement, a
factory will go through the Nanyang
International Technology Company to
import equipment and technology.
Jiaotong faculty members will then act
as technical intermediaries to speed
the absorption of the new technology.
In most factories, the technical direc-
tor is also a Jiaotong professor.

In addition to representing fac-
tories secking equipment and technol-
ogy, Nanyang will also help develop
domestic and overseas markets for
products developed within the univer-
sity or the factories with which it
works. Computer software written at
Jiaotong University has provided the
vehicle for Nanyang's first entry into
foreign markets.

Nanvang's Software Development

Jiaotong University’s Maverick Corporation

Group is composed of graduates and
members of Jiaotong University's
computer science department. In
1983, Jiaotong began writing a variety
of software programs for the US mar-
ket under an agreement with the US-
based Shanghai Software Consortium
(see page 39). Jiaotong has also written
software for hotel administration that
is now in use in Guangzhou's posh
White Swan Hotel, and CAD software
for the shipbuilding industry.

Pleased with these successes, Nan-
vang has decided to expand its com-
mercial software operations. The com-
pany recently approached the Shang-
hai Software Consortium with a
proposal to establish a joint venture
for the distribution of foreign soft-
ware programs in China. The US firm
would evaluate and acquire software
for Nanyang, while Nanyang handles
advertising, selling, and distribution
of the software in China. The first step
will be a symposium in Shanghai this
May to display a wide range of foreign
software, and give Chinese customers
an idea of what is available.

Nanyang may also get involved in
selling computer hardware. Jiaotong's
Microcomputer Institute is now work-
ing on product development with
seven factories, and hopes to manu-
facture inexpensive microcomputer
systems for the domestic market. They
have begun assembling computers
made in Hong Kong, which are then
sold on the Chinese market. Jiaotong
is proud of its development of an IBM-
compatible “MEB PC” (the name
stands for Micro-Electronic Brain),
which it claims is [ar more advanced
than other domestically designed mi-
crocomputers.

Nanyang's unique activities were
made possible as a result of special
freedoms granted to Jiaotong Univer-
sity in 1979. Designated China’s pio-
neer university to experiment with
sweeping management, teaching, and
research reforms, Jiaotong's innova-
tions have been widely praised, and
received the personal support of Deng
Xiaoping in 1982,

Jiaotong University’s many distin-
guished alumni, including Shanghai
Mayor Wang Daohan and Minister of
Electronics Jiang Zemin, have also
hoosted the school's profile, and over-
seas alumni have been a significant
source of financial support. Sir Y. K.
Pao, Hong Kong shipping magnate,
donated a new high-rise library while
An Wang, chairman of Wang Labora-
tories (US), has supported the com-
puter department’s activities, Another
important supporter is Polit-
buro member Wang Zhen, head of
the Jiaotong University Association
and the main force behind Jiaotong's
Htlgllillg pl'()g['ill!l Lo Sllpp()l'1
industrial development in Xinjiang
Province.

The fortunes of the Nanyang Inter-
national Technology Company are
closely tied to those of Jiaotong. As
Nanyang gains confidence, its ideas
have grown in scope. Currently the
company plans to build a hotel near
the university to house visiting busi-
ness people, and later a high-rise of-
fice /exhibition center. Nanyang ex-
pects to be a continuing model for
other universities eager to cash in on
their industry expertise, at the same
time that they directly support China’s
industrial modernization program. —
MCR

38

The China Business Review/March-April 1985



1983, were 1o program computer
games for the US market. But the
universities have gradually moved up
to programming graphics, educa-
tional software, and business soft-
ware. Both schools are eager to get
more involved in industrial software
engineering and prove their capabili-
ties in more challenging tasks.
Although the Shanghai Software
Consortium is pleased with their
work, the current glut in the world

software market makes expansion of

their activities ditficult. Eventually,
however, all SSTDC facilities would
be interested in writing software pro-
grams for export. The experience
they gain will be directly applicable to
the work of the new software factory
when it gets oft the ground several
years from now.

A proliferation of new high-tech
companies and ideas

SCC and SSTDC, which combine
the resources of Shanghai’s major
computer production and research
centers, are ])t't'll;ips the most
broadly based organizational experi-
ments in Shanghai’s emerging high-
technology industries. But new cor-
porations are forming in the other
targeted technology areas too. The
Shanghai Global Biotechnology
Development Company Lid., formed
this year, will focus on commercial
outlets for the city's considerable
bioengineering expertise. Shanghai
has been chosen one of three na-
tional centers for biotechnology
development—ithe other two are
Beijing and Guangzhou. Each city
will different with
Shanghai’s emphasis on enzymes, cell
biology, lermentation, microbiology,
and genetic engineering. The new
company, which
land and two greenhouses outside
the city, plans to raise specialty How-

focus on areas,

owns 20 acres ol

ers using single-cell reproduction to

sell to the city’s growing number of

hotels, and to develop enzymes with
industrial apphlications. The compa-
ny's chairman, Dr. Tan Jiazhen, is
also the director of Fudan Universi-
tv's Genetics Institute, and a long-
time advocate of better cooperation
between the city's research and in-
dustrial facihites.

In the area of marine engineering,
the focus of commercial activity is on
applications (o support oftshore oil
development in the East China Sea,
not Lar from Shanghai. The Shanghai
Offshore Engineering Corporation
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(SOECO) was formed late last year
with the resources of Shanghai’s Ma-
rine Design and Research Institute as
a base. This company uses a formula
becoming more common for China's
research institutes: institute faculty
will in effect wear two hats—repre-
senting the institute as before, and
using their corporate namecards
when performing commercial ser-
vices. The faculty will be hired by
industry as technical advisors, to re-
search and design offshore oil ex-
ploration equipment and vessels, and
for general consultation and project
management services.

Not all of Shanghai’'s seven tar-
geted high technologies have reached
the point of establishing commercial
corporations vet. For instance, al-
though fiber optics technology is ur-
gently needed for the telecommuni-
cations industry, and Shanghai’s
research capabilities are arguably the
best in China, institutes
only recently began to pay close at-
tention to industrial applications,
But this situation is changing rapidly.
The Shanghai Institute of Silicate Re-
search, a center ol hber optics re-
search and production in China,
plans 1o join with two Shanghai glass
factories to form the Shanghai Opti-

the city's

cal Fibers Company this year,

In 1983 the Shanghai Science and
Technology University and the
Shanghai Quartz Factory produced a
new generation of single-mode fiber
optics for use in telephone cables.
And in 1984, the aforementioned In-
stitute of Silicate Research worked

with a factory to develop a new long-
wave multimode optical fiber capable
of transmitting a TV picture and up
1o 1,900
simultaneously.
Perhaps the changing emphasis of

telephone lines

the Shanghai Institute of Laser Tech-
nology provides a more typical exam-
ple of the type of development taking
place at research institutes around
the country. Lasers, another of
Shanghai’s seven targeted technol-
ogies, have a wide variety of indus-
trial uses. But although the Shanghai
Institute of Laser Technology pub-
lishes a catalog of 1ts laser prndm'[s,
its work with production units was
viewed more as a favor than a respon-
sibility in the past.
l.ike other research
waork has industrial applications, the
Laser Research Institute began to re-
ceive less grant money from the gov-
ernment last year. The institute will
still undertake some long-term basic
research projects with government
funds, but from now on a growing
portion of its revenue will come from
contract work done lor factories.

In the past, the Laser Institute re-
lied mainly on its own development
efforts. But as tuime becomes more
valuable, this approach makes less

units whose

economic sense. As a result, more
emphasis will be placed on importing
advanced equipment.

New economic incentives to work
directly with production units will en-
sure that research is directed 1o in-
dustrial problems. Later, institutes
may decide to form

and factories

joint corporations like those in

Shanghai’s computer industry. And if
their joint efforts produce market-
able new products, they will be on
their way to fulfilling a major goal of
China’s science and technology re-
forms: turning research capabilities
into industrial progress. Shanghai’s
science and technology institutes
seem eager to join in this national
ctfort, and in doing so help the city
meet its new industrial goals. 5
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Reforming the Labor System

China’s leaders struggle to put the world’s largest labor force to work

nemployment is a touchy
subject in a socialist coun-
try and China is no excep-
tion. Yet China has an un-
employment problem in both its
s. In the coun-
tryside, the otherwise successful agri-

rural and urban arc

w

cultural reforms have revealed the
widespread use of redundant labor
under the former commune system
and lifted the veil off a once disguised
unemployment problem of stagger-
ing proportions. In the cities, the
industrial reforms announced last
October may well increase urban un-
employment in the short term if fac-
tory managers given expanded au-
thority shed surplus workers in that
seclor.

To their credit, China's current
leaders are increasingly open about
the problem. They recognize that the

“solutions™ practiced in recent de-
cades—sending unemploved urban
vouths to the countryside and giving
enterprises in both sectors incentives
to hire unneeded workers—were not
solutions at all. Reforming the labor
system itself is thus an important ele-
ment in the government's employ-
ment strategy. The present leader-
ship also recognizes that the
employment model followed by to-
day’s developed countries, in which
urban industry absorbs masses of ru-
ral laborers, is singularly inappropri-
ate for China. An urban industrial
expansion sufhcient to employ any-
where near most of the country’s 800
million peasants is simply not in the
cards. In any case, China hopes to
solve 1ts unemployment problem
without allowing the uncontrolled
rural-to-urban migration common in
so many other developing countries.

So the search for a solution must
begin elsewhere. Like many other as-
pects of China’s economy and soci-
ety, employment policies are in flux.
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Bevond its obvious debilitating ef-
fects on the underemploved or job-
less worker, higher unemployment is
often cited among the potential
threats to the success and durability
of China’s reform movement.

The extent of unemployment

China’s labor force of more than
150 million people is larger than the
entire pn/:uld“rm of every country ex-
cept India. While at least 22 million
vouths reach working age each year,
only 6 million old workers retire. The
Chinese economy thus faces the for-
midable task of creating some 16 mil-
lion jobs per year.

In terms of ownership, Chinese en-
terprises come in three sorts: those
owned by “the whole people™ (State-
owned), those owned by their work-
ers (collectives), and those owned by
mdividuals. About 340 million work-
ers, almost three-fourths of the total
labor force, are rural laborers in col-
lectives or individually owned enter-
prises. Urban workers in State-run o
collective enterprises number ovel
117 million, one-fourth of the labo
force. The government acknowl-
edges some 2.3 million self-employed
workers in cities and towns, less than
I percent of the work force.

While there is no particular reason
to doubt China’s labor force statis-
tics, most Western observers are sus-
picious of offhcial unemployment fig-
ures. Until recently, no one in China
was referred to as “unemployed.” In
the official euphemism, there are sev-
eral million persons “‘waiting for
work.” Recently, China-watchers
noted with interest that Beijing’s la-
bor bureau bravely described those
waiting in the city as “unemployed.”™
The figures accompanying this rank
use of terms, however, were no more
convincing than ever.

The government asserts that 2.7

million people were jobless in the
country's urban areas at the start of
last year, down from 6.4 million in
1979, At just 2.3 percent of the ur-
ban labor force, this rate would be
the envy of countries far more pros-
perous than China. Many Western
experts believe urban unemplovment
is three to four times higher than the
government admits. But even a hg-
ure of, say, 9 percent would not ac-
count for redundant workers in Chi-
nese factories. By the government’s
own admission, these number some
40 million, almost a third of the ur-
han work force.

Estimating rural unemployment is
trickier because of seasonal fluctua-
tion in demand for labor and the
greater ease with which agriculture
can employ surplus labor. But the
government says that 100 million
peasants, again almost a third of the
rural labor force, could be removed
from farming without reducing farm
output. In an interview with Ameri-
can journalists last vear, Vice-Pre-
mier Yao Yilin claimed the country-
side had "a surplus labor force of
about 200 million.”

Responsibility system bares rural
labor surplus

Curiously, China's current leaders
in effect take credit for this severe
unemployment problem in the coun-
tryside. The decollectivization ol ag-
riculture and other pragmatic re-
forms they have instituted over the
past five years have greatly increased
the output of each peasant. This ex-
pansion of labor productivity means
fewer farmers are needed to produce
the same volume of food and other
goods. While China’s agricultural la-
bor force has grown by only 14 per-
cent since 1979, the value of agricul-
tural output has more than doubled.
The employment policies of the past
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had clearly reached the point of

diminishing returns.

As a People’s Daily commentator
put it last December, “With imple-
mentation of the
sibility system for production, linking
remuneration to output, the rural

contract respon-

economy has been invigorated and
the peasants” enthusiasm in produc-
tion has been raised. At the same
time, an outlet is urgently needed for
a great amount of surplus man-
power.”
did not create this labor surplus so
But once

The responsibility system
much as it uncovered it
uncovered, these surplus workers
must be able to find productive em-
ployment il the gains of the contract
system are to be lasting.

Increasing agricultural mechaniza-
tion, in part spurred by higher farm
incomes, will ensure that labor pro-
ductivity and rural unemployment
continue to grow in the future. Ac-
cording to some othcial estimates, 20
percent of the rural work force is no
longer needed to grow crops, and
this figure will grow to 70 percent by
the year 2000. Vice-Premier Wan Li
believes only 80,000 laborers will be
needed to farm Beijing municipal-
ity's rural areas once the district’s
agricultural machinery is fully devel-
oped. The municipality’s current ru-
ral labor force is almost 1.9 million,

Growing small businesses help:
alleviate urban unemployment

In addition to normal growth in
the urban labor force, the Chinese
economy has had to find work for the
urban youths who were sent to the
countryside during the Cultural
Revolution, but began returning in
1978. Some 10 million of the 17 mil-
lion originally sent down have re-
turned to the cities. Othcials say most
have now been given work or have
started small businesses.

The chart on page 42 shows that
most urban laborers work in the
State-run sector. But collectives and
individually-owned enterprises are
emerging as important employers. Of
the almost 40 million new jobs cre-
ated in Chinese cities since 1979, 32
percent were in the collective sector
and 6 percent were in the self-em-
ployed sector.

A total of 600,000 Chinese city
dwellers started their own businesses
in 1983, more than 80 percent of
them in catering and other commer-
cial and service trades. Almost all of
these service jobs have been created
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Composition of China’s
Labor Force, 1983

URBAN

State-run
enterprises
19% 87.7 m

Laborers in collectives
or self-employed

74% 3426 m

1% 23m

Total labor force:
460 million workers

SOURCE Suate Suatistical Bureay

in the last five vears as the govern-
ment has dropped its opposition to a
sector condemned as petty
bourgeois. The policy shift has not
only mitigated urban unemployment,
but also helped satisty consumer de-
mand for a wide range of personal
services long neglected in Chinese
cities. As University of Southern Cali-

once

fornia anthropologist Eugene Coo-
per put it, “The State has in effect
despaired of providing all these ser-
vices. The current policy could
change again, but for now the State
seems serious. It has created greater
opportunities for small business-
men."”’

Beijing’s almost 50,000 registered
private business operators had a total
turnover of Y200 million last year, a
fifth of them having opened for busi-
ness in 1984 alone. City labor burcau
officials claim such enterprises, along
with the numerous collectively
owned service establishments, helped
reduce the number of “truly jobless™
in Beijing to fewer than 2,000, While
this figure should be regarded with
skepticism, the important trend to-
ward enhanced opportunity for ser-
vice entrepreneurs is clear.

Worker unrest in the State sector

The urban service sector is one
cmplnymt'nl outlet the government
envisions for surplus workers that
must be let go from the State-run
sector. A recent Economic Daily arti-
cle said Chinese enterprises could
now reduce their staffs by 10-15 per-
cent in order to boost profits. Such a
step would be among the most radical
reforms attempted in China, where,
once hired, workers have been guar-
anteed lifelong employment. Under
the current fixed employment sys-
tem, enterprises do not have the right
to employ whom they want, and la-

borers are not free to choose their

occupations. Workers obtain their
first job through their school or com-

Artwork by John Yanson

munity assignment ofhce and most
find a career at that first job.

Will reforming this system raise ur-
ban unemployment along with prof-
its? There four
possibilities. First, the least likely out-
come is that labor reform will have
little or no effect on employment
levels. Second, labor reform will re-
duce unemployment. This is every-
one’s preferred outcome and the one
the Chinese government is cager Lo
peddle. As People’s Daily put it last
November, ““The basic way to solve

would seem 10 be

the employment problem in our
country is to raise labor productivity.
Raising labor productivity does not
contradict increasing employment.”
Under the new policy, it is significant
that the factories releasing workers,
not the government labor authori-
ties, are responsible for inding them
new jobs.

China’s reformers may sincerely
believe that higher productivity and
profits can be achieved without
higher unemployment, but a re-
ported rise in incidents of worker
unrest late last year suggests that not
all workers are convinced. Some ex-
perts believe the unrest is fueled by
labor union officials and lower-level
Communist Party officials upset over
losing clout to factory managers. A
recent Party appeal to unions 1o sup-
port current economic reforms
would appear to support this view. A
top Party ofhicial said unions should
fight against violations ob workers’
rights committed in the course of
reform while maintaining support
for the reforms, This could become
an increasingly difficult task 1o per-
form.

The third possibility is that labor
reform will increase unemployment.
If bosses begin exercising the author-
ity reformist leaders belicve they
need, this is a likely outcome, at least
in the short term. As University of
Chicago sociologist William Parish
says, ““The big fright about adopting
the reforms is that consumer prices
and unemployment will increase. If
they do, China could become another
Poland.” Chinese leaders probably
overestimate the service sector’s ca-
pacity to absorb laid-off workers.
University of Chicago economist
Gale Johnson says, “There's still little
prestige in these service trades. And
though the central government says
it supports private business, Maoists
among local administrators often set
up roadblocks.™
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The fourth possibility is that the
labor system reforms will not be im-
plemented thoroughly enough to
have much effect on employment lev-
els. For the foreseeable future, this is
the most likely alternative. While the
Chinese press has reported on fac-
tories that have increased prohts by
reassigning surplus workers, there is
little other evidence that Chinese
managers are using their authority to
trim staff levels. As Johnson de-
scribed the situation,
the laziest workers will remain very
difficult for a long time. But manag-

“Firing even

ers may have more control over whom
they employ; they may not have to
hire whomever they're told to as in
the past.”

Columbia sociologist Andrew
Walder explains,”"Managers nomi-
nally have more authority to fire
workers, but as vet no financial in-
centive to do so, With fewer workers,
a factory’s budget is cut too, so prof-
its don’t increase. Managers have an
incentive to replace bad workers with
good ones, but not to reduce the
overall size of their budgeted work
force.” Moreover, this situation is
not likely to change soon because
while “*there’s consensus within the
leadership on the need to increase
labor productivity, there's no con-
sensus on cutling existing employ-
ment in State industries.”

Policies to achieve
Sfull employment

Employment reform may be more
rhetoric than substance, but it is not
just a paper tiger. If it were, the
government’s position that labor re-
form is an important aspect of its
effort to provide full employment
would lack all credibility. Other poli-
cies include the following:

Labor contracts The reformers
would like to replace the institution
of guaranteed career employment
with increasing use of specified term
contracts between enterprises and in-
dividual workers. Contracts presum-
ably would permit employers 1o bet-
ter match workers’ skills with their
own needs and provide them with a
legal means to reduce staft levels by
refusing to renew the contracts of
lazy or unneeded workers. As Vice-
Minister of Labor and Personnel He
Guang said recently, “The purpose
of having labor contracts signed be-
tween laborers and enterprises is to

. rationally combine the labor
force with production materials.”
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That's officialese for ‘China’s fac-
tories have too many people for the
number of machines, and contracts
will help bring about a better bal-
ance.” Labor contracts are being
tried on an experimental basis in var-
ious parts of China. He said that as of
last September, 870,000 workers had
been recruited under contracts, 90
percent of them in State-run
factories.

Greater labor mobility According
to Premier Zhao Ziyvang, China cur-
rently has “a lack of talented person-
nel in certain places, while other de-
partments and units are overstaffed
and the talents of personnel are
largely wasted.” He and other re-
formers are pushing for a more ratio-
nal flow of workers around the coun-
try, especially technical specialists
whose skills are in high demand. To
this end the Ministry of Labor and
Personnel (MLP) last June set up the
National Talent Exchange Consult-
ing Service Center; most provinces
and leading municipalities have set
up similar bureaus. They coordinate
requests from professionals secking
to change units and those from fac-
tories seeking experts. According to
the Xinhua News Agency, the na-
tional center received transfer re-
quests from more than 1,200 profes-
sionals in its first five months of
work. More than 900 reportedly were
in jobs unrelated to their expertise
and most of the rest had no work to
do because their units
overstaffed. These surely represent
the merest tip of the iceberg of un-
derutilized or poorly assigned ex-
perts in China.

Talent exchange centers may have
been created to tangle with enter-

were

prises opposing labor reform. These
enterprises can be very inventive
when it comes 1o preventing the loss
of qualified people. Some units re-
quire the transferred employee to re-
turn housing provided by the unit,
require the unit receiving the em-
ployee to pay a fee to cover the cost
of training or compensate for the loss
of the worker, or flatly refuse 1o re-
lease college-educated employees
even if they are not needed. The rea-
son given for the latter refusal is the
need ‘‘to maintain an army for a
thousand days, even if it is only used
for an hour.”

By the government’s own admis-
sion, the national center has made
only scant progress in correcting
such local resistance. Ironically, fac-

tory managers should have the stron-
gest interest in freer labor mobility.
Columbia’s Walder argues that until
the necessary financial incentives are
instituted, “managers have every in-
centive to hoard labor, especially
skilled workers.™

Walder provides an example that
shows how a half-baked reform effort
may be worse than no reform at all.
One form of mobility the govern-
ment encourages is having urban
workers take jobs in expanding sub-
urban factories, some of which pay
wages far above the urban norm.
Workers in State-run urban factories
may take sick leave for up to six
months, and many use this time to
work in suburban factories. There
they draw a wage four times their
usual one, all the while drawing their
old wage as well. After six months,
these workers reappear cured at their
old factories, work four days, and
then call in sick again and repeat the
process. Clearly, the iron rice bowl
has not been smashed vet. Walder
found this practice occurring “fairly
regularly” in southern cities such as
Kunming and Guangzhou. It illus-
trates growing labor mobility, but
also that workers prefer to maintain a
foothold in urban State-owned fac-
tories where the security and benefits

are better.

Stress on collective enterprises
The government does not want the
already overstafted State sector to
become more so; it thus hopes that
collectively owned enterprises can
bear the brunt of new urban job cre-
ation. The State helps with loans, re-
duced prices for equipment, and tax
holidays, but only so much. From the
State’s viewpoint, the benefit of col-
lectives is that they provide jobs at
minimal cost to the State.

Job training While some technical
specialists may be languishing in
units that don’t need them, China
faces an overall shortage ol qualified
personnel. According to Yue
Guanzhao, director of the MLP’s In-
stitute of Labor Studies, fewer than
10 percent ol secondary school grad-
wates receive further education.
Moreover, many of these graduates
lack the skills needed to fill available
Job vacancies. But the State is not just
trving to increase the number of stu-
dents who receive post-secondany
training: it is also contemplating
structural changes in the secondary
systemoatsell. Ina report to the Inter-
national Labor Orgamizatnon, Yue
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said the Chinese government “is con-
ducting a pilot reform on the struc-
ture of secondary school education
with a view to steadily transforming
some secondary schools into voca-
tional schools.™

Labor service companies Some of

the new job training is being pro-
vided by these rapidly emerging en-
terprises. Set up by government la-
bor departments and fac tories, these
companies, while not new, have been
revived and may develop into an im-
portant institution in China’s re-

formed labor system. At the start of

last year, China had some 24,000 la-
bor service companies, up from 300
in 1979, In that period, they pro-
vided jobs and/or job training to 5.7
million people. In 1983 alone, they
set up 100,000 produc tion and ser-
vice units employing 2.9 million
vouths. Stll, labor service companies
mainly provide temporary jobs that
are not highly respected.

Foreign investment Othcials hope

their new aggressive promotion of

foreign investment in China will cre-
ate jobs as it modernizes the coun-
try's industrial base. Low wage rates
are prompting many foreign cor-
porations to study how China might
fit into their plans. (For a thorough
discussion of labor issues in joint ven-
ture plants, see “Chinese Labor.”” by
Jamie P Horsley: The CBR, May—
June 1984).

Labor exports As many as 40,000
Chinese work overseas, mainly on
construction projects in the Middle
East and Africa. While China has ex-
ported workers for more than 20
vears, the practice has increased
sharply in the last few years. So too
have the foreign exchange receipts
thereby earned. In fact, Chinese
leaders probably seek overseas labor
contracts more for the hard currency
than for the relative drop-in-the-
bucket impact on unemployment.

Diversification is the remedy
for rural unemployment

The effort to solve China's rural
unemplovment problem focuses not
so much on distinct policies as a
broad transformation of rural soci-
ety. The two pillars of the transfor-
mation are a diversification of the
rural occupational structure and a
changed residence pattern calling for
the creation of thousands of small
towns and cities in rural areas.

Changing the occupational struc-
ture rests on what might be called the
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“three nons.” Within farming, the
government encourages the growing
of nongrain crops to satisfy the de-
mands of industry and increasingly
prosperous consumers. Within agri-
culture, the government is encourag-
ing some peasants to take nonfarm-
ing jobs in animal husbandry,
fisheries, forests, and other pursuits.
And within rural society in general,
many workers are expected to move
into nonagricultural occupations
such as industry, commerce, trans-
port, construction, and other
SCrvices.,

Rural industries are not a new
thing in China. Some 1.7 million ru-
ral enterprises already employ a re-
ported 40 million people. During the
Great Leap Forward of the late
1050s, leftist leaders promoted back-
yard iron furnaces throughout the
countryside, a practice current lead-
ers and most Western observers be-
lieve had disastrous consequences
for the rural economv. But while
Maoists promoted rural industries
because they helped narrow the ru-
ral-urban income differential, to-
day’s leaders are explicit about their
role in averting a rural unemploy-
ment crisis.

Modernization ol the rural Tabor
force clearly requires some con-
centration ol the population. But
only a few peasants will be allowed to
migrate to China's already over-
crowded cities. As labor expert Yue
explains, “Under our present condi-
tions, surplus rural labor need not
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Diversifying

turn to large and medium-sized cities
for employment, but rather find jobs
in widely spaced small towns that are
gradually coming into being with the
development of rural processing,
building, and service industries.”
These small towns are to develop
around market towns and are to be-
come the political, economic, and
cultural centers of the transformed
Chinese countryside.

Chinese scientists
drawn up targets for changing the
rural employment structure by the
vear 2000. The chart below shows
the current occupational structure
in rural China and the more diversi-
fied labor force expected 1o evolve
by the end of the century. This
plan to transform the nature of
rural society may be commensurate
with the enormous problem of
rural unemployment. But will it
work?

The government has published
various statistics indicating that the
occupational and residential evolu-
tion it envisions is well underway. A
survey of more than 30,000 peasant
families in 28 provinces revealed that
income from nonfarm activites is on
the rise, averaging 8.7 percent of
total income last year, up from Tid
percent in 1978, The process is even
further along in the rural areas sur-
rounding China's major cities. And
the expansion of rural commerce has
been substantial: more than 400,000

social have

commercial outlets in the country-
side emploved 7.8 million workers in
1983, almost 50 percent more than
the pl'v\'inus year.

: China’s Rural Labor Force

70

) 1984

50

[] Government target for 2000

Total rural labor force 1984: 342.6 million

Projected for 2000: 450 million

Percentage of labor force

10

Cultivation Industry & Forestry & Mining,
Commerce Fisheries Construction
& Migration
SOURCE State Council Rural Policy Research Center to cities
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The government calls rural fam-
ilies that have varied their crop mix
or taken up nonfarming activities
“specialized households.” But the
term is a misnomer: such entrepre-
neurial families are actually more
diversified than traditional farm fam-
ilies that “specialized” in growing
only grain. Specialized households
might specialize in one nongrain
Crop or one noncrop occupation, but
are more likely to engage in a variety
of activities, Two-thirds of the coun-
try's 25 million specialized house-
holds practice a mix of cropping and
animal breeding.

Chinese peasants are also moving
to small rural towns, according to
government statistics. Farmers who
migrated 1o towns reportedly make
up more than 30 percent of the total
township (formerly commune) popu-
lation in some districts. These mi-
grants are not all alike. Some still
work on farms, “migrating” 1o towns
temporarily to take advantage of
markets. Others have established a
more stable existence in towns, work-
ing in factories, shops, or service
trades. The question of who should
be permitted to take up permanent
residence in the towns is a subject of
sharp debate. One Chinese article
called for letting the latter group reg-
ister as official urban residents, but
not the former. Official restrictions
on migration to small cities are
clearly loosening. But so far most
such migration has been temporary,
with the mobile workers retaining of-
ficial residence in their rural villages,
Brown University researchers Sidney
and Alice Goldstein see temporary
migration as a major mechanism for
relieving rural unemployment while
minimizing pressure on urban facili-
ties.
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Experts see no real alternative

Foreign analysts” reactions to Chi-
na's targets for transtforming its rural
labor force range from”very ambi-
tious™ to “wildly unrealistic.” Walder
notes that realizing even half the
change othcials hope for would still
affect tens of millions of people. But
he also speaks for many in asserting
that, "If there's any large-scale mi-
gration to big cities, they will become
disaster areas.” Unfortunately, Chi-
na's effort to expand rural employ-
ment faces other obstacles aside {rom
the sheer enormity of the task.

Who minds the farm? The govern-
ment maintains that as the rural labor
force shifts to nonfarming activities it
will be the most efhicient farmers who
remain as cultivators. But the oppo-
site process seems more likely: as effi-
cient farmers accumulate cash they
will invest it in higher value nonfarm
activities. This may promote the de-
sired occupational shift, but also
leaves the least efficient farmers in
charge of growing China's food. An
alternative possibility increasingly
apparent in some parts of China in-
volves a new division of labor be-
tween the sexes. Men are taking ad-
vantage of  new nonfarm
opportunitics outside the village,
leaving women to grow the crops.

Migration Many peasants are at-
tracted to places larger than the small
market towns in which some may now
settle. Any loosening of the still-strict
migration laws might have serious
consequences. Even if migration is
confined to small cities, their expan-
sion will raise another problem: a
reduction in China’s arable land.

Investment The Chinese govern-
ment says most of the investment
capital needed to establish new rural
businesses and industries must come

Ve =

The Chinese government promotes production of sideline crops as one way to reduce rural
unemployment. Peasants on this east China farm tend tea.
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from rural inhabitants themselves.
University of Chicago’s Johnson is
not optimistic: “'It's not feasible to
rely only on rural sources of invest-
ment. In the recent past, the Chinese
have done verv well, but down the
road they'll have to face the problem
of transferring investment from ur-
ban to rural areas to employ people.”
Supplies For his colleague William
Parish, investment is less important
than the question of how thorough-
going the industrial reforms are. If
the supply system becomes suffi-
ciently market-driven, collective ru-
ral enterprises will be able to com-
pete with State-run industries for
supplies. This will enable small cities
to grow and absorb labor. But if in-
flation accompanies reform, the State
will come under pressure to intervene
administratively and guarantee sup-
plies to its own enterprises first.

Integrating cities
and the countryside

Thoughtful Chinese leaders recog-
nize the relationship between the ur-
ban and rural unemployment prob-
lems. Some have expressed a hopeful
if visionary policy in which economic
integration of the two sectors sparks
a business expansion that provides

jobs forall. In this view, the new rural

towns become links between urban
mdustry and the rural farm economy.
They process raw materials from the
latter and perform ancillary indus-
trial tasks for the former.

Underlying this vision are two im-
portant truths. First, China cannot
copy its prosperous East Asian neigh-
bors by achieving full employment
through export-led growth. It may
have an aggressive export policy, but
world demand for the products
China could make is not sufficient to
employ all those needing jobs. Sec-
ond, it follows that the onus is on
China’s internal market to employ
people. A more prosperous country-
side better integrated with urban in-
dustry might well generate enough
demand to reduce unemployment,

A People’s Daily commentator
wrote last December, “There are 800
million people in our countryside.
Even though we can export a portion
of our industrial production and sell
another portion in our cities, the
greatest potential market is in the
countryside.” China’s socialist re-
formers may be planning to crack a
market foreign capitalists have
sought to cultivate for some time. T
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Reforming Chinese Agriculture

The consequences of unanticipated consequences

ne of the puzzles of China's

agricultural reforms, un-

derway since 1978, is the

extent to which they have
been planned. Planning is, after all, a
core component of socialism, and ac-
cordingly, the rural reforms should
have followed some sort of blueprint.
In a general sense, planning did oc-
cur. Broad strategic
progress were projected, and specific
goals were related to means, such as
raising output and incomes by stimu-
lating individual incentives.

But the changes that have taken
place in rural China were not
planned in detail. Instead, there was
a process of groping, of experimen-
tation, and of “summing up of ex-
perience,” as the Chinese phrase
goes. A PRC economist put it well
when he told me that the process was
one in which “we felt our way, much
as a man does who crosses a brook
feeling for stones on which to step.”

This approach has meant that
many outcomes ol the reforms have
not been fully anticipated. It seems
doubtful that anyone in the PRC
could have predicted in 1978 whai
rural China would look like six years
hence. To some extent, the reforms
have taken on a life of their own, so
neither can anyone predict today
what the situation will be like five or
10 years from now.

Planning or no planning, the re-
forms have been a tremendous suc-
cess. They brought about a dramatic
improvement in the standard ol liv-
ing, as rural incomes more than dou-
bled between 1978 and 1983, To be
sure, the bitter poverty that once af-
flicted 100-150 million peasants has
not been fully eliminated. Last Octo-
ber Party General Secretary Hu
Yaobang disclosed that “we have not
yet solved the problem of food and
clothing for 60 million people in the
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visions of

Thomas P. Bernstein

rural areas,” referring mainly to re-
mote, mountainous villages. But on a
national scale, agricultural output
value has increased by 7.5 percent
per vear and total factor productiv-
ity, as calculated by the economist
Carl Riskin, by about 5 percent per
vear. The rural reforms now serve as
a source of mspiration for the urban
industrial reforms announced at last
October's Central Committee
Plenum.

A threefold reform

['he agricultural reforms consist of
three sets of changes. They can be
broadly categorized as the introduc-
tion of diversification, decentraliza-
tion, and specialization.

First, China's leaders sought to
correct “leftist” abuses in the com-
mune system by restoring and en-
larging private plots and encourag-
ing houschold sideline production,
They raised prices paid by the State
for grain and other crops and en-
couraged a measure ol diversifica-
tion by retreating from the costly
policy of “grain as the key link.” This
enhanced production incentives but
did not alter the existing collective
[ramework.

The second set of changes, how-
ever, decentralized management
responsibility down to the household
level—a break with the core princi-
ple of collective farming. Initially in-
troduced as an emergency measure
to relieve acute poverty, houschold

Thomas P Bernstein s ’U?'ufr\\n.l' of /m-
litical sctence at Colwmbia University,
and a member of the Fast Asian Institute.
He is the author of Up to the Moun-
tains and Down to the Villages: The
Transfer of Youth from Urban to
Rural China (Yale University Press,
1977), and numerous articles on rural
change in China and the Soviet Union.

contracting spread rapidly as reform-
ers came 1o recognize its popularity
and effectiveness as an incentive
mechanism. The underlying idea is
that peasants are motivated to work
harder and more effectively it the
reward for individual eftfort is linked
closely to final output. Even the low-
est unit under the commune system,
the production team with its 20-40
households, had not successfully
achieved this goal in the past. After
some experimentation, and intense
debate within the Party, the house-
hold came to be recognized as the
best unit to attain this purpose.
Under the household responsibil-
ity system, a family contracted with
the production team to farm a plot of
land. In return they met the State’s
procurement quota and paid the ag-
ricultural tax and a fee to the collec-
tive. The family retained any surplus
product, and therein lay the incen-
tive. It could sell this product to the
State at the latter’s higher above-
quota price or on the open market.
Early this year, however, came star-
tling news of still another major
modihcation of this system, namely
the abolition of the 30-year-old sys-
tem of compulsory procurement
quotas. This decision was the product
of success: rapid growth of output
had burdened the State with large
amounts of grain and cotton it
bought at above-quota prices, which
proved difficult to sell even though
unmet demand existed for higher
quality grains and nongrain produce.
The State is now shifting to a system
of contracting with the peasants for
purchase of a set amount of grain at
fixed prices. The price of produce
not purchased by the State on con-
tract will be allowed to float in accor-
dance with market demand. As Pre-
mier Zhao Zivang has made clear,
this changes the way the State regu-
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lates agriculture from an adminis-
trative to an economic approach. But
it does not mean that the State is
relinquishing its leading role.

The third, broadest set of changes
now in progress involves a shift in
Chinese agriculture from subsistence
to commercial commodity produc-
tion. To this end, the leadership aims
at nothing less than unleashing the
entrepreneurial talents of China’s
peasants. The government encour-
ages peasants to seize opportunities
to engage in commerce, take up ser-
vice trades, and enter manufactur-
ing. Prohibitions on business activity
have been progressively lifted. Peas-
ants can now acquire machinery and

vehicles to transport goods locally
and even nationally, and can set up
businesses in towns or in the rural
areas.

Peasants are also encouraged to
pool their efforts. Land contracts can
now be transferred from one house-
hold to another, facilitating the con-

centration of land in the hands of

skilled farmers. Chinese policy mak-

ers promote new economic com-
such as partnerships,
companies, and joint ventures be-
tween peasants and State or cooper-
ative units (e.g.. supply and market-
ing co-ops). A major goal 1s
promotion of vertical integration. A
“specialized household”—the term

binations,”

for rural entrepreneurs—might join
with other houscholds and expand
the scope of its operations to include
crop processing and distribution.
Policy makers stress that such new
forms of cooperation should emerge
from the bottom up and will not be
imposed from the top down, as col-
lectivization was in the 1950s. But
peasants may also attempt to (‘x]);lll(l
their operations by hiring labor,
sometimes explicitly, sometimes only
il properly disguised by terms such as
“labor exchange,” “assistants,” “ap-
prentices,” or “helpers.”

As of early this year, 25 million
families, about 14 percent of all rural
families, had become specialized
households, according to Chinese
statistics. These families are viewed as
the new role models for other peas-
ants, especially those among them
who earn more than ¥10,000 per
year (average national per capita in-
come in 1983 was ¥308). Policy mak-
ers view them as a “new productive
force’” and the key to rural
modernization.

The new watchwords are special-
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ization, commodity production, and
enterprise. The reformers see a spe-
cialized labor force as the solution to
China’s immense problem of rural
unemplovment. Mao’s communes
provided jobs for all, but at the price
of massive disguised underemploy-
ment. As labor productivity in-
creases, surplus manpower must
leave agriculture, yet not flood the
already overcrowded large cities. Re-
formers hope such workers will find
jobs in rural industry, commerce,
and service trades.

Four unanticipated outcomes

What kinds of unanticipated con-
sequences have arisen as these re-
forms progressed? First, the revival
of family farming contributed to a
sharp rise in the rural birth rate,
from 18.4 per 1,000 inhabitants in
197910 21.9 per 1,000 in 1982, Fam-
ily prosperity now hinges on the
availability of labor; hence, house-
hold contracting reinforced the tra-
dittonal desire for sons. New oppor-
tunities 1o work in the
nonagricultural sector may increase
the desire for sons, since peasant
families may now wish to emulate
their Taiwan brethren by retaining
one son on the farm and sending one
to town. The decline in collective wel-
fare support for elderly peasants
without children has also contributed
to the increased interest in larger
families. Despite the urgency at-
tached 1o reducing China’s birth
rate, policy makers evidently did not
anticipate this response to the re-
forms. Only when planners became
alarmed by the birth rate increase did
enforcement of birth control inten-
sify. This led to a reported reduction
in the birth rate by 1983, but also 1o
numerous reports ol female
mlanticide.

Second, as peasant incomes rose,
the enormous pent-up demand for
houses exploded in a rural construc-
tion boom. New housing confirms
the beneficial impact of the reforms,
but policy makers became alarmed
when houses began to encroach on
the country’s extremely scarce arable
land

already shrinking because of
industrial expansion and erosion—as
well as on precious forestry re-
sources. As in the case of increased
birth rates, the authorities stepped in
with tough new regulations and pun-
ishment aimed particularly at rural
cadres deemed guilty of illegal appro-
priation of farmland.

Third, as the economic role of the
family unit re-emerged, so too did
popular religious customs, which had
legitimated and fortified peasant so-
cial life prior 1o 1949, From the gov-
ernment’s point of view, the unantici-
pated revival of “feudal” customs
and superstitions was a highly unde-
sirable side effect. The press ex-
pressed outrage when rural cadres
and Party members participated in
traditional rituals, such as when the
“monstrous absurdity occurred of a
commune Party secretary leading the
‘armed expulsion of ghosts.” 7 The
response was to “strengthen leader-
ship and political education.”

A fourth side effect of household
contracting was strip farming, the di-
vision of fields into very narrow strips
to ensure that each family gets the
same amount of land of varving qual-
ities. One of the arguments in favor
of collectivization in the 1950s had
been that it would end this wasteful
practice. The State’s response, an-
nounced early in 1984, has been to
encourage transfer of contracts so as
to promote concentration of land.
Last November, People’s Daily re-
ported on the suburbs of Zhongshan,
Guangdong Province, where 125
percent of the households now hold
40 percent of arable land, including
fish ponds. The commentary praised
this change, noting that in some
places, households were farming al-
maost hall a hectare of land scattered
in 10 different places.

Why were these problems not

anticipated? Politics was probably a
major cause. Focusing attention on
potential adverse side effects would
have given ammunition to Maoist fac-
tions resisting the reforms. For in-
stance, anyone who suggested in
1979 or 1980 that household con-
tracting would require long-term
land contracts 1o motivate peasants
tomvest in their holdings would have
been attacked as an opponent of so-
cialism. Only in 1984, when the po-
litical chimate had changed and re-
ports of peasants “ripping oft™ the
land for short-term gain began 1o
circulate, did policy makers extend
the duration of land contracts 1o 15
Vears or more.

Another reason is that China’s bu-
reaucracy has tended 1o emphasize
vertical rather than horizontal com-
munication, despite the coordinating
role that Party committees are sup-
posed 1o play. Thus agricultural re-
formers evidently didn’t talk to birth
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control planners when household
contracting was launched. Staft work
and research were also inadequate, in
part due to the cessation of scholarly
activity during the Cultural Revolu-
tion era.

In the last few vyears, steps have
been taken to rationalize the bureau-
cracy and to improve analytical ca-
pabilities. Moreover, the reformers
are more firmly in control of policy
making than they were five years ago.
All of this would suggest that fewer
unanticipated consequences should
now arise. New problems keep pop-
ping up, however, evidently to the
surprise ol the authorities. A recent
example is the inadequacy of storage
facilities resulting from spectacular
increases in grain output. Another is
difficulty in selling low-grade food-
stuffs to consumers whose incomes
now permit them to be more choosy.
As Premier Zhao put it recently in
discussing the abolition of procure-
ment, “We never anticipated such a
situation.”

The problem of declining rural
services

The increase in individual respon-
sibility has also lent urgency to the
broader question of just what role
local government and collectives
should play in relation to household
contractors and emerging rural en-
trepreneurs. The government has so
far dealt with this touchy issue in an
incremental, ad hoc fashion.

For instance, as household con-
tracting took hold, the collectives’
role in providing welfare services was
weakened. Formerly, the communes
])rn\i(l:'(l such services as cooperative
health care, welfare for households
lacking in manpower, and support
for the childless aged. Under the col-
lective system, schools were also sup-
ported and assets accumulated, in-
cluding small factories, irrigation
equipment, and machinery. Bul
when household contracting was in-
troduced, collective assets were
sometimes divided in irrational ways
that adversely affected public wel-
fare; in one case, peasants reportedly
chopped up irrigation pipes to get
their share. The dispersal of collec-
tive property was criticized by Hu
Yaobang at the 12th Party Congress
m 1982, an indication of its serious-
ness. As for services, they sometimes
simply collapsed; in one instance re-
ported from an Inner Mongolian dis-
trict by American farmer-writer Wil-
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liam Hinton, veterinary services
disintegrated, leading to decimation
of livestock.

Meanwhile, households continue

to pay fees for the maintenance of

services at the same time that these
services are declining. In fact, if one
effect of the reforms was to weaken
collectives, a second one, paradoxi-
cally, enabled local officials—gov-
ernmental and collective—to expand
their power to exact funds from peas-
ants. This development came to pub-
lic attention in 1983, when the Chi-
nese press began to criticize the
imposition of “‘unreasonable bur-
dens™ on the peasants. Peasants were
reportedly made to pay a wide range
of lees and assessments that
amounted to more than the othcial
State agricultural tax.

The new system has begun to look
like a striking replay ol traditional
practice. An extreme example came
from Mianyang County, Hubei Prov-
ince, where exactions climbed to
¥300 per household by 1982, For
each mu of contracted land, ¥40-
¥50 in miscellaneous charges were
collected, while the agricultural tax
amounted to only ¥7 per mu. (One
mu equals .067 ha). As a result, al-
most 2,700 ha of arable land re-
mained fallow, since it was not profit-
able for peasants to farm. In a
Jiangsu county, the per capita bur-
den of fees and assessments rose
from ¥11 in 1978 to ¥49 in 1983.
Local governments and collective
units had a menu of 10 to 20 items
for which fees were exacted, ranging
from subsidies for cadres, whose

AGRICULTURAL OUTPUT
AND THE BIRTH RATE
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... but also created conditions for the unanticipated rise in the birth rate. Stricter birth
control measures reversed the trend after 1982.

SOURCE: State Statistical Bureau
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numbers increased rather than de-
creased, to local investment, educa-
tion, birth control awards, Party
meetings, movie rentals, and road
maintenance. Local authorities felt
free to impose higher charges since
peasants were now able to pay.

Peasants have expressed bitter re-
sentment of these practices. Accord-
INg L0 ONe COMMUNE SUrvey, peasants
were willing to pay to support the
aged, army dependents, and house-
holds in dithiculty, but felt charges
for cadres and other purposes should
either be reduced or eliminated. And
indeed, the othcial solution has been
curtailment of some local fees. In one
Sichuan township, locally assessed
burdens were reduced from ¥57 per
mu to ¥19, largely by slashing the
cadre force from 536 1o 101, but also
by using profits from locally run en-
terprises to pay for welfare.

The decline in rural services may
just be a transitional problem. Some
services formerly performed by
teams and brigades have been turned
over to specialized households that,
for example, contract with their fel-
low peasants to spray fields with in-
secticide or maintain irrigation  in-
stallations, all for a lee.

But other services and local per-
sonnel must be paid for through
more conventional means. As long as
the State agricultural tax remains
low, some kind of local assessment
must be made. Late last year the State
Council empowered the new town-
ship governments—which  adminis-
ter the same area formerly under
commune control—to levy an educa-
tional surtax to improve rural
schools, But the State did this even as
it condemned other local fees as
burdensome.

A Tundamental overhaul of the tax
svstem may be the only viable solu-
tion. The State agricultural tax has
declined as a percentage of output.
[ncomes are rising, sometimes spec-
tacularly so. An equitable way must
be found to tap this new wealth for
public purposes, but the State is
dragging its feet. In an interview last

October, Hu Qili, then director of

the Central Committee’s General Of-
fice and a rnising leader, acknowl-
edged that farmers want a proper tax
system 1o protect themselves from
unreasonable exactions, but added
that “we will consider this question
sometime later.” The government is
reportedly reluctant to increase
taxes, for fear that peasants will see it
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as a reversal of the reforms. But 1t
must weigh this against opposition 1o
a system that reminds many of tradi-
tonal burdens on the peasantry. For
the time being, this ramshackle sys-
tem of ad hoc assessments and fees is
likely to be maintained, together with
the low official tax system.

Harassment of entrepreneurs

Farmers are not the only victims of

the traditional “tax™ system’s re-
birth. In the absence of adequate
legal and political protection, newly
rich specialized households have also
become targets for fees that essen-
tially amount to extortion. Because
of lingering “leftist™ beliefs, the le-
gitimacy of the newly rich is sull in
doubt. One way of establishing their
credentials is to make contributions,
both to the community and to indi-
viduals. Cadres in Hubei Province,
for instance, have asked specialized
households 1o donate money in
honor of impending great occasions:
“The 12th Party Congress is to be
held, what are vou ready 1o do 1o
show vour feelings?” Specialized
households make these contributions
as a form of insurance, just in case
the Party line should change. Cadres

accasionally feast in the homes of

11(‘\\1.\' l‘i('ll ])('El\;llll.‘i. ($)] S(Ill{’l'/(' \\'h}ll
is in eftfect protection money from
them.

Harassment by local ofhcals also
includes the tearing up of contracts,
especially if cadres believe that peas-
ants are making “too much”™ money
from a deal. Enureprencurial peas-
ants may have to run a« <M|_\ hureau-
cratic obstacle course, paying for a
wide range of licenses and permits.
Late last year People’s Daily publi-

cized the case of Liu Zuolun of

Sichuan Province, a peasant who
went into the transport business but
found that to truck two loads of lum-
ber 60 km he had to have 11 permits
and pay a total of ¥53,500 in fees.
These included administrative f{ees,
an afforestation fee, a transport per-
mit fee, a market management fee, a
road construction and service fee,
and other suspect fees. As a result he
lost ¥1,800.

These cases of local power abuse
have received wide publicity in the
Chinese press. which generally takes
the side of the peasants and rails
against the obstacles facing entrepre-
neurs. Even so, stronger action seems
to be needed. In numerous provinces
regulations have been issued protect-

ing the rights ol specialized house-
holds. Regulations have been drawn
up in Shaanxi and Guangxi prov-
inces, which prohibit various forms
ol harassment, extortion, and per-
secution. Contractual security is also
being enhanced, although it s dith-
cult to see how county governments
can cope with the immense number
of contracts being signed in the vil-
lages. Local government, Party, and
collective organizations are being re-
organized and vounger ofhcials re-
cruited. Tt is hoped that they will be
more attuned to the new needs of the
peasantry.

A major step to increase the secu-
rity ol specialized households was
taken in April 1984 with a decision to
recruit the best of them into the
Communist Party. This will assure
peasants that entreprencurial activi-
ties are fully legitimate, and not just a
fringe phenomenon wolerated for the
moment. But recruitment of the
newly rich is proceeding slowly,
partly because of resistance from
more orthodox Party members. Ap-
plicants from specialized households
must demonstrate that theyv are not

jJust engaged in the pursuit of wealth.

They must display community spirit
by assisting still-poor peasants or by
making a contribution, such as build-
ing a school. Joining the Party is thus
not a cost-free matter, although pre-
sumably it is a worthwhile invest-
ment.

If many members of richer house-
holds are recruited, questions about
their effect on the Party’s social base
are bound to arise. " Newly rich peas-
ants” may well be rich not simply in
the monetary sense, but in the Marx-
ist sense of owning means of produc-
tion (other than land) and even hiring
labor. When Shaanxi’s first Party
Secretary visited an enterprising hog
farmer who had joined the Party, he
told him, “You can hire an assistant if
vou want.”" Not long ago, such peo-
ple would have been relegated to the
ranks of the class enemy; now they
arc praised and encouraged. This
makes good sense [rom the point of
view of rural policy, but what will the
long-term eftect on the Party’s char-
acter bez After all, despite the loos-
ening of ideological restrictions, the
Party sull defines itself as the van-
guard of the proletariat. Recruit-
ment of members with wholly
unproletarian social interest may at
some point impair the Party’s unity
and capacity to lead.
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Rural reforms have expanded the power of local officials to exact
funds from peasants, even as the provision of collective services has
declined. The new system has begun to look like a striking replay of

traditional practice.

Local officials and entrepreneurs:
a new combination?

The relationship between local of-
ficials and peasant entreprencurs
may be evolving into something far
more complex than simple harass-
ment. Indeed, forms of collaboration
between the two groups are develop-
ing in the Chinese countryside even
as the antagonism between them
continues.

Some of these forms ol coopera-
tion serve a positive function for
commerce. For instance, the assis-
tance of those with power and con-
nections is often essential to unclog
channels of commercial circulation.
Rural producers have long com-
plained about shortages of inputs,
such as chemical fertilizer, small ma-
chinery, and pesticides. Peasants
must also deal with inadequate mar-
ket outlets due to transportation bot-
tlenecks and organizational block-
ages. Many stories have appeared
detailing difficulties  peasants  have
had in marketing their products,

The answer to these problems is to
further liberate the market from gov-
ernmental restrictions and monopo-
lies, and this is indeed the direction
of policy. One telling example is the
recent decision to abolish compul-
sory procurement. But although
markets will play an increasingly im-
portant role in the rural economy,
the State retains substantal influ-
ence. Hence peasants will continue
to cope by developing informal ties
with local government ofhcials and
cooperative cadres. “Friends with
connections’ can secure needed sup-
plies. A group of Jiangsu peasants
complained that, “without backdoor
contacts, buying a gallon of fuel
seems to be harder than shinnying up
the sky.”” Moreover, if othcial patron-
age proves essential to running an
enterprise, then cadres themselves
might find it profitable to engage in
business, using their contacts. In one
Shanxi county, nearly half of the
21,000 specialized households were
headed by either brigade or team
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cadres, or men who had once served
in these positions. In Jiangsu, an in-
vestigation of four rural towns
showed that leading Party members
and State cadres used relatives to buy
up “urgently needed commodities,”
which they then sold for a profit,
Informal and illicit deals involving
othcials and specialized households
as well as ordinary peasants thus ap-
pear to be proliferating in the
countryside.

Direct involvement of ofhcials in
business is not, however, allowed.
Tough new regulations have been is-
sued. For instance, in Anhui Prov-
ince, “‘no Party or government orga-
nizations are permitted to run
enterprises or enter into partership
with the people with public funds,
bank loans, or funds raised by the
cadres.” In Guangxi, “it is forbidden
to force specialized households to he-
come shareholders or 1o organize
sham joint ventures in which people
get rich without working.”™ Such
rules, and the government’s admis-
sion that they are not always obeved,
give some hint of what must be hap-
pening. Indeed, it may not be too far-
fetched to speak of a convergence of
the newly emerging economic elite
with the local political elite. 1t re-
mains to be seen whether prohi-
bitions and further expansion of
markets can prevent this conver-
gence [rom becoming entrenched,

Two ways to muddle through

In the future, as the impact of the
reforms deepens, new questions and
unforeseen consequences such as
those already described are bound to
arise. Take migration, for instance.
As more and more peasants go o
town to do business, what impact will
this have on peasant families and on
peasant interest in permanently mov-
ing to urban locations? Or take in-
vestment. As policy makers see it,
peasants themselves must provide the
massive sums needed to sustain the
current high rates of agricultural
growth. How will the State respond if

peasant investment takes forms it
considers undesirable?

These examples suggest that mak-
ing rural policy will become more
rather than less complex. It may well
be that the complexity of rural
change provides the best explanation
for the failure to anticipate prob-
lems. Despite the fact that planning
and research tools are being rehned,
the task of anticipating the side ef-
fects of rural policy will become more
dithcult, especially it one takes Chi-
na’s immense diversity into account.
Thus, planners will continue 1o im-
pose certain priorities, but will other-
wise muddle through as they have in
the past. They will continue reacting
to the unanticipated consequences of
the changes they initiate, rather than
preparing for anticipated ones.

When unanticipated consequences
arise, Chinese leaders can ecither
adopt a strategy of suppression or a
strategy of adaptation. In other
words, they can seck to deal with
undesirable consequences by re-
imposing control, or by further loos-
ening restrictions to accelerate the
reform process. These two choices
are not mutually exclusive, but they
do reflect conflicting assumptions
about how people should behave.
The first requires people to subordi-
nate their personal interests to those
of the collective, as in the case of
birth control. The second permits
people to pursue their self-interest
on the assumption that their actions
will also contribute to the public
good. The first represents the Maoist
approach; the second is a basic
premise of the current reform pro-
gram.

Even the reformers know that they
must continue to promote a binding
concept of the public good. Not only
is China still a Marxist system, but
major problems that require collec-
tive solutions continue to arise. How
reformers balance these conflicting
assumptions as they make rural pol-
icy will help determine the shape of

4

the rural changes to come £
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MEMBER SPOTLIGHT

NEW JOINT VENTURES STRESS KELLOGG'S
COMMITMENT

The M. W. Kellogg Company, a member of the Signal
group of companies, closed out 1984 and began 1985
with a flurry of promising new deals with China. The
Houston-based engineering and construction firm has
signed no fewer than five joint ventures with various
Chinese entities in a variety of business lines.

One of the new joint venture companies will develop an
extensive expatriate residential community near Beijing,
complete with housing, an international school, recre-
ational facilities, and the necessary municipal infrastruc-
ture. Kellogg will be involved with the Chinese in plan-
ning the community, arranging financing, architectural
design, and actual construction. The second agreement
creates a consulting company to provide services for
other foreign firms seeking to enter joint ventures with
Chinese organizations. The firm will search for poten-
tial business partners, perform feasibility studies,
and provide advice on investment and contract nego-
tiations.

Kellogg's partner in these two ventures is the China
National Technical Import Corporation. A third, signed
with the Ministry of Machine-Building Industry, will in-
stall a coal gasification facility in Heilongjiang Province.
The plant will produce reducing gas for steel production
at the Fula’erji Heavy Machinery Works. The fourth is a

jeint equity venture with the international subsidiary of

China National Petrochemical Corporation (SINOPEC) to
provide engineering, construction, and technology trans-
fer services for new petrochemical and energy processing
plants inside and outside China. Kellogg and SINOPEC
International are each contributing $1.5 million in equity
and will share equally in the new firm’s profits and
management. Kellogg's fifth new venture calls for equity
participation in an engineering and construction com-
pany that will perform projects in the chemicals and
pharmaceuticals sectors. Its partner in this deal is the
China Chengdu Chemical Engineering Corporation.

Kellogg executives say satisfaction with the 10 ammo-
nia fertilizer plants the firm sold in the 1970s gave China
the confidence to strike these deals with Kellogg. The
depth of the American company’s commitment to China
shows that the confidence is mutual.

FIRST INTERSTATE BANK ENTERS METALS JOINT
VENTURE

First Interstate Bank has become one of five partners
in the new Beijing-based China International Nonferrous
Metals Leasing Co., Ltd., and thus one of the first US
banks to form a joint venture in China.

The new venture will import capital equipment from
the United States, France, Japan, and other countries and
lease it to Chinese and joint venture enterprises that
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mine, rehine, and fabricate nonferrous metals. Under the
agreement signed last December, the equipment imports
will be financed by foreign government export credit
programs. Leases will be denominated in foreign cur-
rency. The new company has received its business license
and ofhcially opens later this year, but First Interstate
Vice-President Edith Lim says the partners are already
talking with equipment manufacturers. The bank utilizes
its First Interstate Trading Co. to connect with equip-
ment exporters.

First Interstate Bank holds a 20 percent stake in the
new venture. Its partners include China National Nonfer-
rous Metals Industry Corp., Bank of China Trust and
Consultancy Co., Industrial and Commercial Bank of
China, and Banque Nationale de Paris. The venture can
look forward to brisk business: the Chinese government
plans on doubling the nation’s nonferrous metals pro-
duction capacity by 1990,

First Interstate joined the National Council in 1974
under the name United California Bank. First Interstate
is now the seventh largest banking company in the United
States; it is headquartered in Los Angeles and has main-
tained a representative othce in Beijing since 1983,

MORRISON-KNUDSEN HELPS PLAN GUANGDONG
INDUSTRIAL PARK

Morrison-Knudsen International Company, Inc. of
Boise, Idaho, is helping the Zhuhai special economic zone
plan an industrial estate designed to attract foreign inves-
tors. The company’s H. K. Ferguson International unit of
Cleveland, Ohio, completed an engineering study for the
SEZ’s Beiling industrial estate early this year. According
to company representatives, the study marks the first
involvement of its kind by a US company in any of China’s

Architect’s depiction of H. K. Ferguson’s plan for Phase I of the
Beiling industrial estate in Zhuhai special economic zone.
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OLD FRIENDS

Our Foundation

For Future Business in China

“Old Friends’, an appelation won

by Kellogg in China through 12 years
of work and activities performed

in mutual cooperation and
understanding.

During this period, Kellogg has
provided 20 petrochemical plants

to the People’s Republic of China
valued well in excess of $1 billion
and recently signed for the provision
of two more, and the modification

of others.

Kellogg has maintained a perma-
nent office in Beijing since 1975. Itis
staffed at the Vice Presidential level.

In 1985 Kellogg entered into agree-
ments to form 4 joint venture com-
panies within China, extending and

strengthening a solid relationship and

proving our commitment as partners
in China’s growth. These include:

* A planned expatriate community
calling for the initial installation of
250 housing units and the capability
of extensive expansion.

* A consulting organization to
encourage and expedite foreign
investment in China and the export
of Chinese products and services.

» An engineering and construction
company to operate within and
outside of China.

«» The installation of a coal gasification
industry and the provision of such
clean fuel technology through-

out China.

This commitment includes the
investment of money, manpower
and technology. The resources and
capabilities of Kellogg are backed
by a publicly stated commitment at
the highest levels of Kellogg Rust
management and its parent, The
Signal Companies, Inc.

The Kellogg joint ventures present
opportunities for other companies to
participate in the industrial develop-
ment of China.

Interested managements are invited
to write Mr. Douglas D'Albertson at
either our Houston or Beijing offices.

The M.W. Kellogg Company

A subsidiary of Kellogg Rust Inc. « one of The Signal Companies[‘:l
Three Greenway Plaza = Houston, Texas 77046-0395

Kellogg China, Inc.

Beijing Hotel, Suite 1235

Changan Avenue

Beijing, People's Republic of China

Telex: 762556 KELLOGG HOU

Kellogg Far East, Inc.
541 Orchard Road

09-04 Liat Towers
Singapore 0923



four SEZs or 14 open port cities.

Zhuhai is immediately north of Macao and less than 40
miles from Hong Kong. The zone’s 1,000-acre Beiling
industrial estate is being developed by Everbright Hold-
ings Co. Lid., the Hong Kong-based Chinese company
that hired Morrison-Knudsen to prepare the study. The
estate is to include a retail and ofhce complex, business
and training facilities, residences, and an Everbright of-
fice in addition to industrial facilities. H. K. Ferguson's
plan provides technical and financial data on land use,
infrastructure, and transport services to support these
activities.

Zhuhai developers hope Beiling will attract foreign
investors in industries such as food processing, electron-
ics, plastics, construction vehicles, and light metal fab-
rication. Morrison-Knudsen is also advising Everbright
on marketing strategies to bring the zone’s natural advan-
tages and business incentives to the attention of potential
Investors.

GENERAL ROBOTICS SELLS COMPUTERS

General Robotics Corporation has dealt with China for
less than three of the firm’s 11 years in existence. But
China already accounts for 40 percent of the Wisconsin-
based computer manufacturer’s burgeoning worldwide
sales.

GRC's first China deal was for the sale of 30 minicom-
puter systems to the Zhejiang Import and Export Corp.
in Hangzhou. It has since sold a wide range of computer
products to various Chinese enterprises. Last December,
GRC shipped a computer-aided design system to the

Huanan Computer Corp. in Guangzhou. It is implement-
ing technology transfer agreements with both Huanan
and a factory in Tianjin, and hopes to initial joint venture
agreements for more ambitious projects with these plants
in a few months. In a recent contract, GRC will supply
200 personal computers for use throughout China under
a $2.5 million World Bank loan to the Ministry of Agricul-
ture. And the company is taking advantage of Wisconsin’s
sister-state relationship with Heilongjiang Province to
pursue business opportunities there.

Carl and Barbara Pick founded General Robotics after
finishing graduate school in 1974, It began as a computer
engineering and design consulting firm, but has devel-
oped into a global manufacturer of high-performance
computer products. Barbara Pick, who first visited China
in 1982, has had long enough to develop a balanced view:
“Doing business with China is dithcult, time-consuming,
and expensive at both ends—the US and China. But when
you're successful, that business is large-volume and
profitable.” Pick’s main complaint concerns slow pro-
cessing of export applications on the US side: “Changes
in regulations in China are making doing business
easier; changes in the US regulations are making il

harder.” —Tom Engle

I'he China Business Review welcomes suggestions for member
company ;n*u/z."w\ Lo appear in this column. 1f interested, please
send a draft of 200-400 words detailing an aspect of your
company’s China activities to: Associate Fditor, The China
Business Review, 1050 17th Street, N.W., Washington, D.C.
20036,

The official magazine of the Ministry
of the Foreign Economic Relations
and Trade (MOFERT), People’s
Republic of China.

Intertrade is established to meet the | Subscription Order Form
needs of business executives who are |
venturing into the enormous China |  Annual Subscription Rates
market. | Hong Kong — HK$190 [_]
| Asia — US$ 36 [] A Face-Lift for
Intertrade provides up-to-date analy- | Elsewhere — US$ 40 [ ] Telecommunications ¢ =<y,
sis on China’s economic- trends and |
foreign trade policies, plus generou
oreign tr P ; i P gone - s | Please enter my subscription to the "ﬂfem for one year.
coverage on business opportunities. |
It also provides relevant laws and | [:] | enclose payment (cheque made payable to Intertrade) Card No.
regulations and the latest trade | 00 eh Ermdiriard trlckpnal )
statistics. I arge my Lredit Lard (tick one Valid Date
. r U] (] [— ]
Intertrade’s Reader Services offer } c VISA
ready channels for China traders | : Signature
to establish specific contacts with |
Chinese official organizations. .
| Name Position
| Organization
: Address ____ _ o
: Please mail to: Wide Angle Press, P.O. Box 23063, Wanchai, Hong Kong
I
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What’s China Consultants International doing
about energy business in China?
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Professional translation and printing of technical, legal, financial and training documents —
fast, accurate, high quality presentation.

Research and consultancy on PRC energy markets.
Film, video, and slide presentations dubbed in Chinese.

Industrial advertising to PRC energy sector decision-makers; and from PRC exporters of energy-
related products to overseas buyers.

Interpreters with technical language skills for business discussions.

Exhibitions, technical seminars, and catalog shows serving the energy sector.

qg.j China Consultants International (Hong Kong) Ltd.
Al Suite 500, Dominion Centre
CCI| 4359 Queen’s Road East

Hong Kong

Tel: 5-270639

Telex: 75368 AMRHK HX




CHINA DATA

B) %

EXCHANGE RATE

KEY INDICATORS % change Yuan per US $
1978 1979 1980 1981 1982 1983 1984 1984/83 2.3
Exchange rate (yuan per US $) 1.6836 1.5550 1.4984 1.7050 1.8887 1.9772 2.3200 -17.3 2.1
GNP* (bil. ¥, current prices) 337.4 3747 4133 441.2 477.2 537.3 630.8 17.4 1.9
(bil. §, current prices) 2004 241.0 275.8 258.8 252.7 271.7 2719 0.1 -7
;e
GNP deflator* (1980=100.0) 929 96.6 100.0 101.8 101.7 102.2 107.1 4.8
Population (year-end, million) 969.6 982.2 994.9 1,007.8 1,012.0 1,025.0 1036.0 1.2 ¥ 8 1.5
8 79 80 B1 83 84
GNP per capita (current $) 206.7 245.4 277.2 256.8 249.7 265.1 2625 (1.00 Bl &
Gross value of industrial
output (bil. ¥, current prices) 406.7 448.3 489.7 512.0 550.6 608.8 697.6" 14.6 GNP
Of which: Percent change
Heavy industry 231.4 252.5 258.8 248.3 274.0 3134 3621 15.5
Light industry 175.3 195.8 2309 263.7 276.6 295.4 335.5" 13.6
Nominal GNP,
Gross value of agricultural
outpult (bil. ¥, current prices) 156.7 189.6 218.0 246.0 278.5 3121 356.7"° 14.3
Grain output (million metric tons) 304.75 33212 320.52 325.02 353.43 387.28 407.20 5.1
Cotton output (million metric tons) 2.167 2.207 2207 2.968 3.598 4.637 6.077 31
Consumer price index (annual %
change) 0.7 2.0 6.0 2.4 2.0 1.9 2.7 =
State budget revenues (bil. ¥) 121 110.3 108.5 106.4 112.4 124.9 e FYL?
bl
State budget expenditures (bil. ¥) 1M 127.4 121.13 109.0 115.3 129.3 — — 700
Currency in circulation 600
(billion ¥) 21.2 26.8 346 39.6 439 53.0 — - 500
* From Projections Report, Spring 1984, Albert Keidel, Rock Creek Research Inc., Washington, DC.
** Preliminary Statistics, Albert Keidel, Rock Creek Research Inc, 400
79 80 81 82 83 84
CEMENT AND
INDUSTRIAL PRODUCTION STEEL GUTHUT
(Million metric tons unless otherwise indicated) % change % change Annual percent
1979 1980 1981 1982 1983 1983/82 1984 1984/83 ) X
growth rates
Cement 739 79.9 829 95.2 108.3 13.7 1211 1.8 Cemen
Chemical fertilizer 10.65 12.32 12.39 12.78 13.79 7.9 14.82 7.5
Chemical insecticides
(thousand metric tons) 537.0 537.0 484.0 457.0 3310 27.6 310.0 ~6.8
Coal 635.0 620.0 622.0 666.0 715.0 7.4 771.6 79
Crude oil 106.15 105.95 101.22 102.12 106.07 39 114.53 8.0
Electricity ‘ COAL AND CRUDE OIL
(billion kilowatt hours) 282.0 300.6 309.3 327.7 351.4 72 3746 6.6 OUTPUT
Ethylene (thou. tons) 4349 489.9 504.8 564.9 653.7 16.1 647.5 -1.0 Annual percent
Locomotives (units) 573 512 398 486 589 212 658.0 17 growth rates goa|
Machine-made paper and paperboard 493 5.35 5.40 5.89 6.61 12.2 7.14 8.0
Medium and large tractors (thou, units) 125.6 92.7 52.8 40.3 37.0 7.5 39.7 7.3
Motor vehicles (thou. units) 185.7 2223 175.6 196.3 239.8 224 3145 31.2
Natural gas
(billion cubic meters) 14.51 14.27 12.74 11.93 nn 23 1241 16
Pig iron 36.7 38.0 342 35.5 37.4 5.3 40.0 7.0
MOTOR VEHICLES
Plate glass 233 27.7 30.6 355 41.7 17.5 47 .4 13.7 PRODUCTION
(million standard boxes) wFiiial percent 40
Power generating equipment 6,212.0 4,193.0 1,395.0 1,645.0 2,740.0 66.6 4,650 69.8 growth rate 20
(thou. kw)
Rolled steel 24,97 27.16 26.70 29.02 30.72 5.9 33N 9.7 o
Rubber tires 17 1.5 73 8.6 12.7 47 153 205 -20
Steel 34.48 37.12 35.60 37.16 40.02 7.7 43.37 8.4
Walking tractors (thou. units) 7.5 2179 198.9 298.3 497.7 67.1 670.5 34.7 |30 81 82 83 84
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TV PRODUCTION
CONSUMER GOODS PRODUCTION Periiest Ghaveth ch
(Million units unless otherwise indicated) % change % change
1979 1980 1981 1982 1983 1983/82 1984 1984/83 150
Bicycles 10.09 13.02 17.54 24.20 27.58 14.0 28.6 36
Sewing machines 5.87 7.68 10,39 12.86 10.88 15.5 9.32 -14.3 1o
Wristwatches 17.07 22.16 28.72 33.01 14.69 5.1 36.44 5.1 50
TV sets 1.33 2.49 5.39 5.92 6.84 15.5 9.96 45.6
80 81
Radio sets 13.81 30.04 40.57 17.24 19.99 16.0 21.86 94 L L oL i
Cameras (thou. units) 238.0 373.0 623.0 742.0 926.0 248 1,267.8 36.9
Light bulbs 850.0 946.0 966.0 1,073.0 1,249.0 16.8 1,392.0 11.8 REFRIGERATORS
(Thou. units) 500
Cloth (billion meters) 12.15 13.47 14.27 15.35 14.88 =3 13.40 -10.0
Silk textiles (million meters) 663.5 759.0 835.0 914.0 999.0 9.3 1,137.0 13.8 400
Beer (thou. tons) — 688.0 910.0 1,170.0 1,630.0 39.3 2,191 34.4 300
Cassette recorders (thou. units) - 743.0 1,546.0 3,471.0 4,977.0 43.4 7,480.0 50,4 200
Household washing machines 100
(thou, units) - 245.0 1,281.0 2,533.0 3,659.0 44.5 5,783.7 58.1
! o0 .81 L8283 04
Household refngerators
(thou, umits) — 49.0 55.6 99.9 188.5 8.7 537.3 185.0
CHINA'S EXPORTS
CHINA’S FOREIGN TRADE Billice L5 ¢
% change 25
1978 1979 1980 1981 1982 1983 1984 1984/83 20
Exports (bil. ¥ fob) 16.79 21.17 27.12 36.76 41.43 43.85 58.06 32.5
(bil. §, tob) 9.97 13.61 18.10 21.56 21.94 22,16 25.03 13.0 15
imports (bil. ¥, cif) 18.75 24.39 29.88 36.77 35.77 4217 62.06 47.1 10
(bil. $, cif) 11.74 15.69 19.94 21.57 18.94 21.32 26.75 255 5
Total trade (fob/aif) 35.54 45.56 57.00 73.53 77.20 86.02 120.12 39.7 78 79 80 81 82 83 84
211 29.30 38.04 4313 40.88 43.48 51.78 19.1
Total reserves
(period end, bil. $) 403 6.08 10,04 10.61 1593 1914 20.10¢ 50 CHINA'S IMPORTS
Billion US $
Of Which: 25
Foregn exchange 1.56 215 2.26 4.77 11.13 14.34 16.00° 1.6 20
Gold*™ (il $) 2.47 3.93 7.78 5.84 4.80 4.80 4.10" -17.1 15
Gold reserves 12.8 12.8 12.8 12.7 12.7 12,7 12.7% 0.0
(million fine troy ounces) Imports CIF 10}
* Year-end projection based on |lanuary-November data. 5
** Gold valued at current market prices based on IMF period average commaodity price indices 78 79 80 B1 B2 83 84
TOTAL US-CHINA
FOREIGN TRADE WITH SELECTED COUNTRIES TRADE &
(Million US dollars) % change Billion US $ 5
1978 1979 1980 1981 1982 1983 1984 1984/83
United States 4
Exports (fas) 8236 1.716.5 3,749.0 3,598.6 2,904.5 2,734 3,004.0 38.2 3
Agncultural) (565.0) (492.1) (2,279.4) (2,112.4) (1,707.8) 544.4 611.5 123
Nonagricultural (258.6) (724.4) (1,469.6) (1,486.2) (1,196.7) 1,639.7 2,392.5 459 2
Imports (customs value) 3241 592.3 1,058.3 1,895.3 2,283.7 2,244 3,064.8 36.6 78 79 80 81 82 B3 84
Total 1,147.7 2,308.8 4,807.3 549319 5,188.2 44172 6,068.8 37.4
Share of China's total two-way trade 5.4 7.9 12.8 12.7 12.7 10.2 "7 —
Japan
Exports (fob) 3,074 3,674 5,109 5075 3,500 4,918 7,210 46.6 ::Exlﬁg:‘rs
Imports (cif) 2,045 2,933 4,346 5,283 5,338 5,089 5,950 16.9 sillion US
Total 5,119 6,607 9,455 10,358 8,838 10,009 13,160 31.5 Billion US
Share of China's total two-way trade 24.2 22.6 51 24.0 216 23.0 25.4 —
US expaorts
Hong Kong
Exports (fob) 63 382 1,249 1,957 1,954 2,495 5,000 100.4
Imports (Cif] 2,249 3,00 4,40 5,264 5,431 5,847 7,200 231
Total 2,312 3,403 5,650 7,236 7,336 8,342 12,200 46.2
Share of China's 1otal two-way trade 109 11.6 15.1 16.8 17.9 19.2 236 —
W, Germany
Exports (fob) 995 1,493 1,145 1,017 853 1,075 1,001* -7.4
Imports (cif) 367 534 808 769 702 768 853* 1.1
Total 1,362 2,027 1,953 1,786 1,555 1,843 1,854° 0.6 JAPAN-CHINA TRADE
Share of China's total two-way trade Billion: U5 $ lapanese
Canada imports
Exports (fob) 442 507 742 776 1,005 1,189 913 -30.2
Imports (tob) 83 143 132 183 165 199 267" 342
Total 525 650 874 959 1,170 1,388 1,180 17.6

Share of China's total two-way trade

* Year-end projection based on January-November data.

SOuURCEs State Statistical Bureau, Beiping; IMF, International Financial Statistics; IMF, Direction of Trade Statistics; National Council for US-China Trade,

and Rock Creek Research Inc
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Jennifer Little
Research Assistant

The following tables contain recent press reports of business contracts and negotiations 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 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 Litte.

P 5
"5

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH JANUARY 31

Product/Value/
Date Reported

Agricultural Commodities

Rayonier Co., subsidiary
of ITT (US)/CITIC

(Indonesia)
(Argentina)

International Fund for
Agricultural Develop-
ment/Hubei

Sarawak Timber Industry
Development Corp.
(Malaysia)

Agricultural Technology
(Canada)

(Canada)

Signed a deal to purchase 1.7 million cubic
meters of US standing timber.

Cashew nuts. $700,000. 12/10/84.
400,000 tons of wheat. 1/12/85.

Lent Hubei $15 millon to develop fresh wa-
ter fisheries and $10 million for cattle and
chicken raising and citrus cultivation indus-
tries. 1/16/85.

Signed an agreement to sell logs. $562,000
(M$1.4 million). 1/17/85.

Signed an agreement to provide a grant to
improve grain seed production in
Heilongjiang. $828,000 (C$1.09 million).
11/23/84.

Signed two memoranda to upgrade two ag-
ricultural institutes of higher learning in
Heilongjiang. 12/28/84,

Chemicals and Chemical and Petrochemical Plants and Equipment

Dyno Industries (Norway)

Klockner Industrie-Anla-
gen GmbH and Hartung,
Kuhn & Co. (W. Ger-
many)/Beijing Economic
Development Corp.

Tecnicas Reunidas SA
and Centunion SA (Spain)

Kansai Chemical Industry
Co. (Japan) and Florida
International Trading Co.
(us)

Won a contract for equipment and know-
how for an industrial adhesives factory to
be built in Nei Monggol; two additional or-
ders forthcoming. 10/1/84.

Received an order to engineer, supply, erect
and commission a complete pressure
quenching facility for a gas plant, 11/84,

Have agreed to study the feasibility of
building an oil refinery in the Meizhou Bay
area, Fujian. 11/2/84.

Will sell super-grade lubricant oil. 11/15/84.

NA = Not available.

NOTES: Contracts denominated in foreign currencies are converted into US dollars at
the most recent monthly average rate quoted in International Financial Statistics
(IMF). 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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Babcock Woodall-
Duckham (UK)

Mitsubishi Heavy Indus-
tries and Nissho Iwai (Ja-
pan)/TECHIMPORT

Niigata and Marubeni
(Japan)

Chemtex (US), Kawasaki
Heavy Industries and
Nichimen (Japan)/
TECHIMPORT

Marubeni Corp. (Japan)

Drynamels (UK)/Anyang
Bicycle Corp., Henan

Hoechst AG (W, Ger-
many)/SINOPEC

Rochester Midland Corp.
(US)

M. W. Kellogg, subsidiary
of Signal Cos. Inc. (US)

Japan Steel Works Ltd.

China America Interna-
tional Engineering Ltd.
(US—PRC joint venture)/
Shanghai Gas Corp.

Will assist in the construction of a gas pro-
duction factory in Dalian. 11/16/84.

Signed a contract to construct a linear low
density polyethylene plant at the Daging
Petrochemical Works. $32.9 million (J¥8 bil-
lion). 11/27/84.

Will supply equipment for an acrylonitrile
monomer plant at Daqging. 12/3/84.

Won a contract to supply an acrylic fiber
complex at Daging. $70 million. 12/3/84.

Equipment for an acetic acid plant at
Daging. $5 million. 12/3/84.

Scratch-resistant powder coatings, 12/5/84.

Signed an agreement to study cooperative
projects, 12/6/84.

Signed a memorandum of understanding to
manufacture water treatment chemicals and
a letter of intent to produce specialty chem-
icals. 12/17/84.

Signed contracts to: 1) modernize an ethyl-
ene chemical plant in Gansu, $50 million;
and 2) construct a coal gasification plant,
$30 million. 12/20/84.

Has been contracted to provide equipment
and engineering services for a coal gasifica-
tion plant located in Changchun, Jilin. $1.6
million, 12/20/84.

Signed a deal to construct the Shidongkou
Gas Works to be located in northern
Shanghai. 1/22/85.

Construction and Construction Materials and Equipment

Burlington Quarries (UK)/
Zhumshen Museum

SOS-Kinderdorf Interna-
tional/Ministry of Civil
Affairs, Urban Social Wel-
fare Dept.

P. T. Katingan Timber Co.
(Indonesia), subsidiary of
Mitsui Overseas Forestry
Development Co.

Sumitomo Group (Japan)/
Everbright Industrial Co.

Duncan Halliburton (US)/
TECHIMPORT

Received an order for 30,000 sq. ft. of Cum-
brian slate. 11/10/84,

Signed an agreement to build two 20-home
orphanages in Tianjin and Yantai. $800,000
donation. 11/14/84.

7,000 cubic meters of plywood. $1.8 million
(J¥430 million). 11/20/84,

Signed an agreement to cooperate on large-
scale investment projects. 11/22/84.

Two cement trucks and spare parts for the
central China oil fields project. $1.6 million,
12/84.
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Nikken Sekkei Ltd. (Ja-
pan) and Sobel-Rothe
Ltd. (US)/Beijing Institute
of Nuclear Engineering

Ampex and M. W. Kel-
logg, subsidiaries of Sig-
nal Cos. (US)/
TECHIMPORT

Mitsui Construction Co.
Ltd. (Japan)/Shanghai
Daonghu Joint Co,

Domes America Inc.
(US)/China New Devel-
opment Co., Wenzhou
Branch

United Trading Corp.
(lordan)

Hitachi Construction Ma-
chinery Co. (Japan)/
MACHIMPEX

F & T Associates (US)/
Shanghai Committee of
Science and Technology

Consumer Goods

NA (Spain)/China North
Industries Co.

Blauknecht (France)/
TECHIMPORT

Industrie Zanussi SpA (It-
aly}/TECHIMPORT and
Tianjin International Trust
& Investment Corp.

General Corp. (Japan)/
Chongging Electric Re-
frigerator Plant, Sichuan

Toshiba Corp. (Japan)/
TECHIMPORT

Will jointly design the China World Trade
Center to be located in Beijing. 12/11/84.

Signed an agreement to set up an expatriate
residential community near Beijing.
12/13/84.

Will construct the 28-story Ruijin Mansion
to serve as an office/apartment building for
foreign firms and businessmen. 12/24/84.

Signed a contract to build a movie theater
and provide related equipment. $400,000.
1/5/85.

Will build an international information cen-
ter in Fujian, which will include a hotel, of-
fice space, and computer center, 1/11/85.

Will provide know-how for the manufacture
of hydraulic crawler cranes and pile drivers.
1/15/85.

Will construct an international conference
center in Shanghai. $26.7 million. 1/24/85.

Signed contracts for refrigerator, electric
motor, and condensor production lines for
a plant in Hunan. $3 million (600 million pe-
setas). 11/18/84.

A used refrigerator-manufacturing facility to
be relocated to a site near Beijing. $3.3 mil-
lion (30 million francs). 11/23/84.

Received a contract to supply a refrigerator
compressor production plant. $25 million.
12/4/84.

Received an order for refrigerator produc-
tion equipment, $10.3 million (J¥2.5 billion).
1/1/85.

Heat exchanger-making facilities for use in
household air conditioners. $1.23 million
(J¥300 million). 1/22/85.

Electronics and Electrical Equipment

Sinclair Research (UK)/
China Northeast Tech-
nical College

Cincom Systems
(Singapore)

Thyssen (W. Germany)

Cegelec Industrie
(Canada)

IBM Corp. (US)/
Chongging Iron and Steel
Works, Sichuan

Computer Resources Inc.
(US)/EQUIMPEX

Eagle Computer Inc. (US)

Sanko Project Co,, Ltd,
(Japan)/China Market
Publishing Corp.

Action Computer Enter-
prises Inc. (US)/China
National Electronics Im-
port and Export Corp.

Fujitsu Ltd. (Japan)

600 48kb Spectrum computers, 9/84.

Twelve data base management systems.
10/26/84.

Will supply computer equipment to the
Baoshan Steel Mill, $30 million (DM90 mil-
lion). 10/26/84.

Circuit breaker apparatus. $4 million. 11/84.

Microcomputer sale, 11/19/84,

Will provide technology, equipment, and
raw materials to make floppy disks in
Zhengzhou. $1 million+. 11/19/84.

Will ship PC Plus and PC Plus XL desktop
computers. $4 million, 11/21/84.

Signed an agreement to train computer
technicians. 11/22/84.

Signed a pact to sell 50 Discovery multiuser
computer systems, $500,000. 11/26/84.

24 large- and medium-scale computers for
universities and research institutes, $20.5
million (1¥5 billion). 11/27/84.
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General Electric Co. (US/
Wauxi Electrical Apparatus
Co., Shanghai Electrical
Apparatus Research Insti-
tute, and Tianjin Electri-
cal Drive Design and Re-
search Institute

Telebyte Technology Inc.
(us)

Wang Laboratories (US)/
Everbright Industrial Co.,
Ltd.

Sino On-Line Computer
(a HK-PRC joint venture)/
Beijing No. 3 Computer
Factory

Digital Equipment (LS)/
Ministry of Water Con-
servancy and Power for
East China Power Design
Institute, Power Planning
and Design Institute,
Chengdu Hydroelectric
Survey and Design Insti-
tute, and Yangzi River
Planning Office

Seismograph Service
Corp. (US)

Fuji Electric Machinery
Plant Ltd. (Japan)/Tianjin
No. 3 Semiconductor
Equipment Factory

Burroughs Corp. (US)/
Bank of China

GTE Lighting Products
(us)

OCE (Netherlands)

Philips (Netherlands)

Thermo Electron Corp.
(US)

Sord Computer Corp. (Ja-
pan)/Academy of Social
Sciences

Printronics Ltd. (Austra-
lia)/Great Wall Industrial
Corp.

Eclatec (France)

TeleVideo Systems Inc.
(US)/Beijing No. 3 Com-
puter Factory, a division
of China Electronics Im-
port-Export Corp.

Ricoh Co. (Japan)/China
Electric Appliance & In-
strument Industrial Corp.,
Guangdong and Guang-
zhou Film Machinery
Factory

RCP Consulting (HK)/The
Garden Hotel, Guang-
zhou

Burroughs Corp. (US)/
Yunnan Import-Export
Commission; Yunnan
Electronic Equipment
Factory; and Everbright
Industrial Corp., Beijing

Signed an agreement to set up a distributor
network to offer GE programmable control-
lers. $8-10 million. 11/27/84.

Received an order for 10 high performance
TDX-75 magnetic tape systems. 11/30/84.

Purchased a Wang office system, 11/30/84.

Will act as agent to purchase computer pro-
duction line equipment. $2 million. 12/84.

Four VAX-11/780 minicomputers. 12/84.

Application for the above listed Digital
Equipment microcomputers plus two array
processors, 12/84.

A high-pressure silicon pile production line,
12/84.

Contract for microcomputer systems. $1.4
million. 12/84.

Received an order for a minimum of 1 mil-
lion fluorescent lamps to be used in com-
mercial buildings. 12/6/84.

Will supply copying equipment, compo-
nents and know-how. $7.5 million (24 mil-
lion guilders). 12/10/84.

Received an order for video disks and disk
players. $14.9 million (£12 million). 12/8/84.

Awarded a contract to furnish a computer
system and instruments for an air-monitor-
ing network in Lanzhou, Gansu. $1 million.
12/11/84.

Has delivered 30-40 personal computer sys-
tems and will build a personal computer
training center in Beijing. 12/11/84.

Will construct a plant to manufacture multi-
layered circuit boards. $6.7 million.
12/11/84.

Will provide public lighting technical help
to Shanghai. 12/12/84,

Will sell microcomputers. The factory will
later build subassemblies for TeleVideo
computers, $10 million+. 12/17/84,

Concluded a contract to provide parts and
training to assemble plain paper copiers,
Later the Chinese factory will produce its
own parts. $82 million (J¥20 billion).
12/25/84.

Received an order for four hotel manage-
ment software packages. 1/85.

Signed a contract to distribute and assem-
ble Burroughs microcomputers. $20 mil-
lion+. 1/10/85.
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Sharp Corp. (Japan)

Matsushita Electric Indus-
trial Co. and Matsushita
Communication Indus-
trial Co. (Japan)/China
Electronic Technology
Import Corp.

Winkelmann Interna-
tional (UK)/Shanghai For-
eign Trade Adm.
Electronics (Consumer)

Toshiba Corp. (Japan)/
Liaoning Foreign Trade
Bureau

Victor Co. of Japan/
Guangxi Import Corp.
and Wuhan TV Factory,
Hubei

Food Processing
Alfa-Laval AB (Sweden)

Suntory Ltd. (Japan)
Jard, Inc. (Japan)

Life Stores Co. (Japan)

Foreign Aid

Marubeni Corp. (Japan)/
China Welfare Fund for
the Handicapped

EEC

(Japan)

Machinery
Cerberus Guinard
(France)

Medical Devices
Philips (Netherlands)

United Medical Enter-
prises (UK)

International Center for
Diarrheal Disease Re-
search (Bangladesh)/Min-
istry of Public Health

Has shipped 5,000 plain paper copier units.
1/15/85.

Ultra compact microphone production
equipment and technology. $637,000 (J¥155
million). 1/22/85.

Telephone taps and radio bugs detection
equipment. $22,400 (£20,000). 1/24/85.

Received an order for an integrated TV pic-
ture tube production plant. $10.3 million
(1¥2.5 billion). 10/31/84.

Signed agreements to supply color TV as-
sembly plans and technical assistance. $18.8
million (J¥4.5 billion). 12/26/84.

Equipment for a margarine plant, $2.4 mil-
lion. 11/19/84,

Signed a contract to help increase wine
production in Xinjiang. 12/11/84.

Will set up a company in Dalian to develop
health food technology. 1/22/85.

Reached a basic agreement to set up super-
markets in Beijing, Tianjin, and Shanghai.
1/22/85.

Presented a grant of $37,570 (¥100,000).
11/27/84.

Grant for three agricultural development
projects. $1.94 million (2.7 million ecus).
12/9/84.

Aid to boost grain production in Liaoning.
$2 million (J¥500 million). 1/16/85.

Fire protection equipment for a new library
in Beijing. 11/23/84.

Radiotherapy equipment for six hospitals.
11/6/84.

Negotiating to set up a hospital near the
planned Daya Bay nuclear plant in Shen-
zhen. $115 million (HK$900 million).
11/15/84.

Bangladesh will assist in setting up a diar-
rheal disease research center in Henan.
1/10/85.

Metals, Minerals & Processing Technology

(India)

Hidro Nitro Espanola
(Spain)

Marubeni Corp. (Japan)
Thyssen (W. Germany)

Danieli (Italy)/Qingdao
Steel Works

Danieli (Italy)/Shougang
Steel Works, Beijing

Danieli (Italy)/Anyang
Steel Works

Voest-Alpine AG (W.
Germany)/Shanghai No.
3 Steel Plant and Shang-
hai International Trust &
Investment Corp.

RCA lLtd. (UK)

30,000 tons of iron ore. 8/14/84.

4,000 tons of low carbon ferro-manganese.
9/7/84.

1,000 tons of copper wire rod. 9/18/84.
20,000 tons of rails. 9/28/84.

A 4-strand continuous billet caster, 10/9/84.
A 500,000 tpy bar mill. 10/9/84.
A 250,000 tpy bar mill. 10/9/84.

Will supply a continuous caster, 11/84,

Is to supply instrumentation equipment for
a steel mill in Wuhan, 11/2/84.

Western Mining Corp.
Holdings Ltd. (Australia)/
China Nonferrous Metals
Import & Export Corp.

Cockerill Sambre
(Belgium)

George Wimpey (UK) and
Pechiney (France)/China
National Nonferrous
Metals Corp.

Nissho Iwai Corp. and
Nippon Light Metal Co.
(Japan)

Japan-China Agriculture
Farmer Exchange Assoc.
(Japan)/Sichuan Scientific
& Technological
Commission

Mining Equipment

American Nuclear Corp.
(US)

Mount Sopris, div. of
EG&G Geometrics (US)/
TECHIMPORT and Weinan
Coal Mine Special Equip-
ment Factory, Xi‘an

Packaging

Hanrez S.A. (Belgium)
and BH-F (US)

Tetra Pak International
(Sweden)/Beijing Pulp
and Experimental Mill

Petroleum

Oilfield Inspection Ser-
vices (US)/China Ocean
Engineering Services

Union Pump Co. (US)

Bas-Tex/Brown Fintube
(US)

Esso Singapore Ltd. and
Shell Eastern Petroleum
(Singapore)/SINOCHEM

Institut Francais du
Petrole and Cie. General
de Geophysique (France)

NDT Systems Inc. (US)/
TECHIMPORT

Gemco Equipment Co.
(US)/TECHIMPORT

Mobil Oil Corp. (US)/
SINOCHEM

Ports
Ishikawajima-Harima
Heavy Industries (Japan)/
TECHIMPORT and Tianjin
Waterway Bureau

C. Itoh & Co. and Hitachi
Ltd. (Japan)/TECHIMPORT

Power
Lewis and Duvivier (UK)

Hydro-Quebec Interna-
tional (Canada)

Electronic Space Systems
Co. (US)/Xiangtan Electri-
cal Machinery Plant,
Hunan

Will assist in construction of a nickel smelter
at Jinchuan, Gansu. 11/15/84.

Is negotiating the sale of a used steel plant.
11/16/84.

Will participate in a feasibility study for a
proposed aluminum smelter in Guangxi.
12/21/84.

Will construct an integrated aluminum
smelting plant in Pingguo, Guangxi. $1.2-
1.6 billion (J¥300-400 billion). 1/15/85.

Reached an agreement to jointly survey and
develop underground resources in Sichuan.
1/22/85.

Used uranium mining equipment for a Chi-
nese iron mine. $600,000. 11/84,

Advanced vehicle-mounted borehole log-
ging systems and expertise to assemble the
systems by the end of 1985. $5.3 million.
1/10/85.

Green bottle making equipment for wine
and beer. 11/84.

Signed a contract for a production line for
packaging liquid materials. 12/21/84.

Two underwater inspection systems, 9/84.,

24 centrifugal process pumps. $700,000-$1
million. 11/84.

Is discussing an agreement to design and
fabricate longitudinal fintubes. 11/19/84.

Signed contract to refine Chinese oil.
11/29/84.

Four seismic data acquisition units for use in
amphibious areas. $10 million. 12/3/84.

A tubular inspection unit, technical services
and spare parts. $580,000. 12/84.

Will supply 47 top-drive shot-hole drill rigs.
$2.5 million. 12/10/84.

Signed an agreement to process Chinese
crude oil at a refinery in Singapore.
1/25/85.

Won an order for a nonpropulsion 8,000 hp
cutter suction dredger. 11/9/84.

Won an order to construct a coal center at
Huangpu port under a World Bank loan.
12/4/84.

Providing design assistance on the construc-
tion of a coal-fired power station on the
Pearl River estuary. 11/2/84,

Won a contract to provide a feasibility study
of the construction of a hydroelectric dam
on a tributary of the Yangzi. $760,000 (C$1
million). 11/5/84.

Cooperated to produce a solar energy
power generator. 11/16/84.
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Spire Corp. (US)

ASEA, Inc. (Canada)

Solenergy Corp. (UK)/
Tianjin No. 2 Semi-
conductor Mfg. Plant

United Trading Co. (Jor-
dan)/Fuzhou Electric
Power Bureau and Xia-
men Electric Power
Bureau

Kuwaiti Fund for Arab
Economic Development

Southern Cross Corp.
(Australia)/Qinghai Pro-
vincial Science and Tech-
nology Commission

Scientific Instruments

John Fluke Mig. Co. Inc.
(US)/Beijing Radio Re-
search Institute

Phoenix Geophysics Ltd.
(Canada)/Ministry of
Geology

Shipping
(Norway)

AG Weser (W. Germany)

Nitto Transportation (Ja-
pan)/China National
Chartering Corp.

Kawasaki Heavy Indus-
tries Ltd. (Japan)/China
Ocean Shipping Co.

Hitachi Shipbuilding Co.
(Japan)/Dalian Shipyard

Mitsui Engineering &
Shipbuilding Co., C. Itoh
& Co., Hitachi Zosen
Corp., Nissho-lwai Corp.
(lapan) and Sasebo Heavy
Industries Co. (HK)/
MACHIMPEX

Telecommunications

International Business
Consulting Co. Ltd. (Ja-
pan)/Acheng Relay Plant,
Heilongjiang

Plessey Co. PLC (UK)/
Huaying Nanhai Oil Tele-
communication Service
Co. Ltd. (a UK-PRC joint
venture)

Marcon Communica-
tions Systems (UK)

BICC Telecommunica-
tions Cables (UK)/
MACHIMPEX and Beijing
Telephone Adm.

Philips (Netherlands)/
MACHIMPEX and Shanghai
Telecommunication
Equipment Factory

Edward Kern & Asso-
ciates (US)

Signed a 20-year cooperative agreement to
establish a production line for large-scale
manufacture of photovoltaic cells and mod-
ules in Nantong, $3.3 million. 11/29/84.

Will sell power transmission equipment.
$5.5 million, 12/3/84.

Signed a letter of intent to manufacture so-
lar cells. 12/12/84.

Signed contracts to build two power gen-
eration projects, $89.5 million, 1/3/85,

Will provide a loan for construction of the
Shaxikou power station in Fujian, $30 mil-
lion. 1/5/85.

Will build a solar energy experiment and
demonstration center. 1/14/85.

Received an order for calibration equip-
ment, $1.2 million. 11/14/84.

A 16-channel 5-station system for geophysi-
cal prospecting. 11/23/84.

A gift of a fishery resources research vessel.
11/21/84.

A used trestle crane for a shipyard in
Dalian. 12/4/84.

Reached an agency agreement to provide
shipping between Jiangsu ports and Japan.
12/4/04.

Obtained a contract to convert three 15,000
dwt petroleum product carriers to 20,000
dwt carriers. 12/11/84.

Signed a contract to modernize the ship-
yard’s equipment. 12/12/84.

Won an order for two 27,000 dwt coal car-
riers. 1/22/85.

Will offer technical guidance. 9/84.

Won a contract to provide radio equipment
for Zhanjiang. $186,330 (£150,000).
10/11/84.

Won a contract to supply an advanced ra-
dio communications system to China’s navy.
$8 million (£6.5 million). 10/12/84.

Was awarded a contract to supply plastic
insulated telephone cables. $650,000.
10/22/84.

Signed preliminary contract to produce
teleprinters. $8.3 million. 10/26/84.

Will provide the equipment and technology
necessary to modernize Hunan's telephone
system. 11/5/84.
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Electronics, Missiles &
Communications (US)

(Canada)

Pacific Telesis Interna-
tional (US)/Yunnan Post
and Telecommunications
Bureau

CIT-Alcatel (France)

Tourism
Groupe des Arcs (France)

Falcon Group (US)/
Donghu Holding Co.

United Industrial Corp.
Ltd. (Singapore)/CITIC

Mitsui Real Estate Devel-
opment Co. (Japan)

United Trading Corp.
(Jordan)

Transportation

Citroen (France)/China
National Automobile In-
dustrial Import and Ex-
port Corp.

Nissan Motor Co. (Ja-
pan)/Hainan

Mazda Motor Corp. and
Toyo Menka Kaisha
(Japan)

Isuzu Motors Ltd. (Ja-
pan)/MACHIMPEX and
Ministry of Petroleum
Industry

British Airways and
Vickers (UK)

Zundapp (W. Germany)

Pirelli Tires and Cables
Group (Italy)/China Na-
tional Chemical Con-
struction Corp. and Hua-
lin Rubber Plant, Hei-
longjiang

German Aircraft Refuel-
ling Assoc. (W. Ger-
many)/Polytechnologies
Inc.

United Transport Interna-

tional, subsidiary of Brit-
ish Electric Traction Co.

Toyota Motor Corp. and
Toyo Menka Kaisha
(lapan)

Beijing Seibu Co. (A
PRC-Japan joint ven-
ture)/MACHIMPEX

Boeing Corp. (US)/Yun-
nan Provincial Aviation
Co.

Fiat (Italy)

Airbus Industrie

Signed an agreement to supply television
transmitting equipment and other TV hard-
ware for a satellite network, $15-20 million.
11/5/84.

Signed a memorandum of understanding to
provide training in the operation and main-
tenance of satellite ground stations in
China. 12/28/84.

Signed a contract to provide telecommuni-
cations network planning and engineering.
1/4/85.

Signed a contract for a telephone exchange
in Beijing. $52 million. 1/24/85.

Plan to carry out a feasibility study of a ski
resort in Jilin, $436,000 (Fr4 million).
10/26/84.

Signed an agreement to build a combined
hotel/apartment block in Beijing. $50 mil-
lion. 12/17/84.

Signed a letter of intent to build a hotel
complex. 12/19/84.

Will cooperate on a tourism development
project planned for Xi‘an. $14.8 million
(1¥3.6 billion). 12/25/84.

Signed contract to construct two hotel
complexes. $60 million. 1/11/85,

Signed a contract for 500 cars and to pro-
vide the technology to manufacture parts.
12/3/84.

20,000 light commercial vehicles. 12/4/84,

6,400 pickup trucks and 1,600 passenger ve-
hicles for Fujian, Guangdong, and Hainan.
12/4/84.

3,000 trucks. $49 million (J¥12 billion).
12/4/84.

Discussing construction of an aircraft main-
tenance center in Guangzhou. $62 million
(£50 million). 12/12/84.

A used motorcycle production plant for
Tianjin. $5.4 million. 12/12/84.

Signed a contract to sell equipment and
technology for a tire plant. $10 million,
12/17/84,

Signed a contract to sell a refueling system.
12/17/84.

Has acquired a share in Hong Kong's
Citybus Ltd. which provides bus service to
Shenzhen. 12/18/84.

240 motor vehicles for Yantai. 12/25/84.

1,000 used passenger cars. 1/1/85.

Two 737-300 airliners. 1/14/85.

1,500 trucks. 1/14/85.
Will sell three A310 jetliners. 1/28/85.
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Miscellaneous

Hofstra University (US)/
China Association of Sci-
ence and Technologies

CGM (Italy)/China Re-
sources Machinery Co.

Hofstra will seek companies to market
products or enter joint ventures. 12/5/84,

Signed a cooperative accord to promote
sales between Italy and China. 12/12/84.

¢ 5b
R 5

Foreign Party/
Chinese Party

CHINA’S EXPORTS THROUGH JANUARY 31

Product/Value/
Date Reporied

Agriculture
(lapan)

Construction
(Spain)/Shantou City La-
bor Service Co.

Food Processing

Chong Ho (Netherlands)/
Shanghai Corp. for For-
eign Economic and Tech-
nological Cooperation
Foreign Aid

Henry M, Jackson Foun-
dation (US)/Sichuan

(Somali)

United Nations

(Tanzania)/MOFERT

(Mali)

(Angola)
(Zambia)

PLO
(Kenya)

Metals & Minerals
Mitsui Mining & Smelting
Co. (Japan)/China Non-
ferrous Metals Import-
Export Corp.

Packaging

Air Freight Containers
(US)

Petroleum

Empresa Nacional Del
Petroleo S.A. (Spain)

Power

Ministry of Hydraulic In-
dustry (Congo)/Ministry
of Water Resources and
Electric Power

Shipping

Middle Trade Shipown-
ers’ Assoc, (Japan)/China
Ocean Shipping Agency

Knutsen OAS Shipping
(Norway)/Dalian Ship-
yard

1 million tons of maize by March 1985.
12/13/84.

Contracted Chinese labor for a construction
project in Libya. 11/29/84.

Signed a contract to open a restaurant in
Rotterdam. $575,000 (1.9 million guilders).
11/22/84.

$20,000 to continue foundation’s tradition
of strengthening US-PRC relations.
11/20/84,

1,000 tons of maize. 11/27/84.

$50,000 for Kampuchean refugees within
Thailand. 11/29/84.

Donation for construction of an irrigation
project. $22,600 (400,000 Tanzanian shil-
lings). 11/30/84.

2,000 tons of maize and assistance to build
a hospital. 12/11/84,

2,000 tons of wheat. 12/11/84.

3,000 tons of either wheat or maize,
12/20/84.

Food and blankets. 1/16/85.
2,000 tons of maize. 1/22/85.

Signed a contract to import rare earths from
Jiangsu. 11/15/84.

Air freight containers from a factory in
Guangzhou. 12/27/84.

584,000 barrels of Daging crude, 12/17/84.

Discussing joint construction of a hydroelec-
tric power station on the Lefini River.
1/14/85.

Signed a one-year contract to hire Chinese
crews. 12/3/84.

Won a contract for building a 115,000-ton
tanker. 1/3/85.

Textiles & Textile Plants & Equipment

Keeco (US)/China Na-
tional Arts and Crafts Im-
port and Export Corp.

Trade Agreements
{Spain) and (Iraq)

(lvory Coast)

(USSR), (Bulgaria), (E.
Germany), and (N. Korea)
Transportation

China Trade Associates
(US)

(Philippines)/China No. 2
Automobile Factory

Keeco has hired four artisans to design and
embroider tablecloth and bedding samples.
10/29/84,

Signed economic cooperation agreements
in November and December 1984,

Signed its first trade agreement with China.
12/14/84.

Signed goods exchange and payments
agreements in December and January.

Has bought four Beijing “'Tiger 212" 4-
wheel drive utility vehicles for US govern-
mental certification testing, 10/29/84.

53 “Dongfang’”” dump trucks. 12/10/84.

+ 5
" 5

Foreign Party/
Chinese Party

DIRECT INVESTMENT/PROCESSING/
COUNTERTRADE THROUGH JANUARY 31

Arrangement/Value/
Date Reported

JOINT VENTURES

Agriculture

Japan Institute of Food
Distribution

Zhengda Holdings Co.
(HK)/Zhengzhou City
Fodder Co. and Henan
Fodder Co.

(Uganda)

Has agreed to form China Commodities
Corp. which will deal in grain and improve
facilities at two Chinese ports. Capital:
$411,000 (J¥100 million). (PRC:51%-Ja-
pan:49%). 10/20/84.

Will jointly establish the Yuda Stock-
breeding Fodder Co. in Zhengzhou to pro-
duce high-quality fodder. 11/12/84.

Will launch a joint fishing and processing
company with Liaoning. 12/10/84.

Chemicals and Chemical and Petrochemical Plants & Equipment

NA (UK)/Everbright In-
dustrial Corp.

CDF-Chimie International
(France)/Bank of China
and Hangzhou Chemicals
Industry Corp.

Best Technology & Trad-
ing Co. (HK)/Guangdong
Commodity Inspection
Bureau and Huangpi Or-
chard Farm

Petrochemical Industries
Co. (Kuwait) and Phos-
phoric Acid and Fertilizer
Corp. (Tunisia)/China Na-
tional Chemical Con-
struction Corp.

Construction

Hong Kong-Macao
(Zhongyin) Group/
Shanghai Minhang-
Honggiao Development
Co. and Bank of China,
Shanghai Branch

Kerry Industrial Co. Itd.
(HK)/China Economic
and Trade Consultants
Corp.

Are planning to set up a firm to cooperate
with Guangdong in developing the use of
natural gas. 12/13/84.

Will form the Hangzhou Sino-French
Chemicals Co. to produce paint powders
and polyester resins, (PRC:75%-
France:25%). 12/20/84.

Formed the China Flick (Guangzhou) Fumi-
gation & Pest Control Ltd. to provide pest
control service. Investment: $29,000
(HK$228,000). 1/3/85.

Initialed an agreement to establish a chemi-
cal fertilizer factory in Qinhuangdao.
1/5/85.

Signed contracts and articles of association
to form the Shanghai Minhang Joint Devel-
opment Co., Ltd. and the Shanghai
Honggiao Joint Development Cao., Ltd. to
promote closer economic cooperation be-
tween Shanghai, Hong Kong, and Macao.
10/19/84.

Signed a 20-year contract to set up the
China International Trade Center to be lo-
cated in eastern Beijing. Investment: $280
million. 11/17/84.
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Dunyi Co. (HK)/Hualian
Textile Co., Shenzhen

Donga International Ltd.
(HK)/Baoding No. 1 Con-
struction Engineering
Corp.

Brown & Root Interna-
tional, Inc. (US)/China
Nonferrous Metals Indus-
try Foreign Engineening
and Construction Corp.

Marubeni Corp. and
Daiwa House Industry
Co. (Japan)/Shanghai
Foreign Trade Corp.

Hong Kong China Empire
Investment Co. Ltd. (HK)/
Shanghai Foreign Trade
Corp.

Louis Berger International
Inc. (US)/China Highway
Engineering Consultants,
Inc.

Industrial Bank of Japan
and Kowa Real Estate In-
vestments Co./Shanghai
Foreign Trade Corp.,
Shanghai Minhang Hong-
qiao Development Corp.,,
Shanghai Foreign Service
Co., and CCPIT

Consumer Goods

Seribo (France)/Heilong-
jiang Bureau of Forestry
Adm.

Yamaha Co. Ltd. (Japan)/
Shanxi Radio Factory

Sanchiku Optical Re-
search Institute (Japan)/
Shenyang Optical and
Electronic Instrument
Factory

Oy International Business
Service, Ltd. (Finland)/
Jiangxi Forestry Dept.

Shakespeare (HK) Ltd.,
subsidiary of Shakespeare
Co. (US)/NA

Sansei Koki Co. (Japan)/
Huayi Photographic Ma-
terials Corp.

NA (HK)/NA, Tianjin and
Tangshan

Tambrands Inc. (US)/
Liaoning Pharmaceutical
Corp. and Bank of China

Electronics
NA (HK)/Hangzhou

Automation Research In- .

stitute and Zhejiang In-
ternational Trust & In-
vestment Corp.

Tokyo Sanyo Electric Co.
(Japan)/NA

General Electric Co. (US)/
Wauxi Electrical Apparatus
Co.

Northgate Computer Ser-
vices (UK)/Tianjin Com-
puting Center and Tianjin
Advanced Technology
Development Corp.

Signed a contract to build the Hualian Cen-
ter Mansion in Shenzhen. Signed 11/21/84,

Set up the China Art Decoration Co. Ltd. to
undertake interior decoration or construc-
tion projects for large or medium-sized Chi-
nese hotels. 12/10/84.

Signed an agreement to cooperate on min-
ing projects, roads, bridges, industrial and
civil construction projects, 12/10/84.

Signed a contract to construct homes for
foreign residents in the Honggiao district of
Shanghai. Investment: $20.5 million (J¥5 bil-
lion). (PRC:40%-Japan:60%). 12/18/84.

Cooperated to build a 25-story building to
house foreign businessmen, 12/24/84.

Signed an agreement to form the CHEC-LBI
Joint Engineering Consultants, Inc. to pro-
vide technical consulting, feasibility studies,
and design services for highways, bridges
and other large-scale projects. 1/14/85.

Signed a memorandum of agreement to set
up a venture, Shanghai International Trade
Center Ltd., to construct two 40-story build-
ings for an international trade center lo-
cated in Shanghai. (50-50). 1/22/85.

Signed a contract to form the Heilongjiang

Integrated Furniture Corp. Capital: $6.5 mil-
lion (Fr60 million). (PRC:75%-France:25%).

11/19/84.

Will jointly produce electronic organs for a
period of three years. 11/26/84,

Established the Shenyang Meidekang Opti-
cal and Electronic Co., Ltd. to produce
zoom and wide-angle camera lenses. 12/84.

Signed a letter of intent to conduct a feasi-
bility study for jointly operating the Jiangxi
Paper Mill in Nanchang. 12/4/84.

Set up the Shanghai Hugang Industrial Co.
Ltd. to produce fishing tackle. 1/85.

Agreed to set up the Shenzhen Huaxing
Camera Co. to produce cameras. Capital:
$164,000 (J¥40 million). (50-50). 1/10/85.

Set up the Jiatai Ceramics Industry Co. Ltd.
in Tanggu to produce glazed tiles, quarried
stone, and cutlery, 1/17/85.

Announced a preliminary agreement to
form a company to manufacture and sell
tampons and sanitary pads. (PRC:40-U5:60).
1/23/85.

Established Hangzhou Computers Ltd. to
produce microcomputers, develop software
and provide computer maintenance service,
9/84.

Plans to produce 16-bit personal computers.
11/27/84.

Will establish a venture to make and service
programmable controllers. 11/27/84.

Has formed the Northgate China Computer
Services firm to specialize in the develop-
ment of fourth generation application tech-
niques. 11/29/84.
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Wang Computer (US)/
Xiamen Special Economic
Zone Construction
Development Co.

Sanyo Electric Co., Ltd.
(lapan)/Dalian Electronics
General Corp.

China Development Co.,
Ltd. (US)/Bangbu No. 6
Radio Factory and Bank
of China, Bangbu Branch,
Anhui

Ampex Corp., subsidiary
of Signal Cos. (US)

Hardy Development Co.
(HK) Ltd./Hainan District
Development Construc-
tion Corp.; Haikou City
Development Construc-
tion Corp.; China Na-
tional Electronics Tech-
nology Import and Export
Corp., Guangzhou
Branch; and China
Huanyu Joint Electronics
Corp.

Corporate Data Sciences
Inc. (US)/Amalgamated
Computer Co., Guang-
dong

Nanguang Trade Corp.
(Macao)/Weifang Elec-
tronics Corp., Shandong

Renful Computer Ltd.
(HK)/Beijing Science and
Technology Exchange
Center

Finance & Leasing

First Interstate Bank (US)
and Banque National de
Paris (France)/China Na-
tional Nonferrous Metals
Industry Corp., Industrial
and Commercial Bank of
China, and BOC, Trust &
Consultancy Co.

Food Processing

Mission Hill Vineyards
(Canada)

Kirin Brewery Co. (Japan)
and Van U. Trading Co.
(HK)/First Light Industrial
Products Corp.

Kobe Fugetsudo Confec-
tionery Inc. (Japan)/Bei-
jing Pastry & Food Indus-
trial Co.

General Foods Corp.
(US)/NA, Dongguan
County

Machine Tools

Waldrich Coburk Ma-
chine Tools Co. Ltd. (W.
Germany)/Beijing No. 1
Machine Tools Plant

Susanto Group (HK)/
Beijing No. 1 Machine
Tool Plant

Hitachi Koki Co. and
Toko Shoko Co. (Japan)/
Mindong Motor Corp.
and Fujian Investment &
Enterprise Corp.

Signed a 15-year agreement to form the
Xiamen Wang Computer Co. Ltd. to pro-
duce Wang personal computers and auxil-
iary equipment. Capital: $5 million. Signed
11/29/84.

Signed an agreement 1o set up a factory to
produce radios, recorders, calculators, and
microprocessors. 11/30/84,

Established the Bedis Electronics Co. Ltd. to
produce metal film resistors. 12/10/84.

Plans to set up two ventures to produce
video tape recording products, 12/13/84,

Founded the China Nanda Electronics In-
dustry Corp. (CEC Group) to set up elec-
tronics enterprises in Haikou, 12/17/84,

Signed a 30-year agreement to produce
CDS computer technology. Investment: $45
million. 12/20/84,

Formed an enterprise in Macao to produce
and market electronic products, including
computers and communications equipment.
12/25/84.

Established the Renful Chinese-English
Computer Technological Service Center in
Beijing to sell, install, maintain, and repair
Renful computers, 1/9/85.

Signed a contract to form the China Interna-
tional Nonferrous Metals Leasing Co. Ltd. to
lease equipment to nonferrous metals enter-
prises and institutions. Signed 12/7/84.

Signed letters of intent to operate joint win-
eries in Dalian and Dandong, 11/84.

Reached an agreement to jointly brew beer,
11/15/84.

Will set up a cookie production company at
the Beijing plant. 11/20/84,

Hold equal shares in the Dongmei Food Co.
Ltd. which raises cassava to produce starch
for sale in China and the US. 1/23/85.

Signed a 10-year agreement to coproduce
heavy-duty digital control milling-boring
machines. 11/5/84.

Signed a 10-year contract to purchase and
operate Autonumerics, a US machine tool
plant. (50-50). 11/22/84.

Signed a contract to set up the Mindong
Hitachi Electric Tools Co. in Fuzhou to pro-
duce drilling and grinding machines as well
as other power tools. Capital: $3.5 million
(1¥850 million). 1/1/85.
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Medical Devices
Japan Medical Supply
Co.fTianjin Medical In-
strument Corp.

Reached a basic agreement to produce infu-
sion solutions and blood transfusion sys-
tems. Capital: $4 million (J¥1 billion).
11/20/84.

Metals, Minerals & Processing Technology

Japanese Mining Co.
Ltd./NA, Hainan

Packaging

Wuthelam Holdings Ltd.
(Singapore)/Beijing Paint
Factory

Petroleum

Vetco Inc., subsidiary of

Combustion Engineering
(US)/Dalong Machinery

Works, Shanghai

Taylor Diving Co. (US)/
China Ocean Engineering
Services Ltd., Guangzhou
Branch

Nippon Kokan and Maru-
beni (Japan)/Tianjin Ship-
building Industry Corp.

Power

Hong Kong Nuclear
Power Investment Co./
Guangdong Nuclear
Power Investment Co.

Scientific Instruments

Philips (Netherlands)/
Beijing Institute of Medi-
cal Equipment

Skipper Electronics AS
(Norway)/CITIC, Huijiang
Development Co. and
Nanjing Navigation Mark
Factory

Shipping

Jardine Shipping Ltd.
(HK)/Tianjin Marine Ship-
ping Co., China Re-
sources Transportation
Co. Ltd., and China Na-
tional Foreign Trade
Transportation Corp.

Ministry of Fisheries (So-
malia)/Zhejiang Interna-
tional Economic and
Technical Cooperation
Corp.

Nippon Hoso Unyu Co.
(Japan)/Tianjin Shipping
Co., Beijing Shipping Co.,
Tianjin International Trust
and Investment Co.,
Tianjin Harbor Container
Co.

Maryland Sterling Engine
Research and Develop-
ment Ltd. and Mechani-
cal Technology (US)/
Shanghai Marine Diesel
Engine Research Institute
and BOC, Shanghai
Branch

Signed a letter of intent to set up a titanium
white powder factory. Investment: $30 mil-
lion, 11/15/84.

Signed an agreement to form the Beijing
Huade Metal Packaging Container Co. Ltd.
to produce paint and aerosol cans. $5 mil-
lion. 1/18/85.

Have set up the Vetco-Dalong Offshore
Equipment Co. to produce sub-sea equip-
ment for offshore oil drilling, $5 million,
11/21/84.

Formed the China COESK-Taylor Diving Co.
to provide salvage, towing, and diving ser-
vices. 1/11/85.

Reached a tentative agreement to establish
a joint venture to produce machinery for
offshore oil and gas drilling. (PRC:60%-a-
pan:40%). 1/22/85.

Signed a contract to form the Guangdong
Nuclear Power Joint Venture Co. to con-
struct China's first commercial nuclear
power plant 70 km east of Shenzhen. Capi-
tal: $400 million. (PRC:75%-HK:25%).
1/19/85.

Have formed a venture to produce linear
accelerators. 11/6/84.

Signed a 20-year contract to establish the
Skipper-Nanjing Marine Electronic Co. Ltd.
to produce navigation instruments.
(PRC:65%-Norway:35%). 12/19/84.

Formed the Tian-Yee-Hwa International Co.
Ltd. to handle shipping between Hong Kong
and Tianjin, 11/23/84.

Signed an accord to set up a fishing-boat
engine repair factory and a fishing net-
weaving factory in Mogadishu, Somalia.
11/26/84.

Will jointly run the Tianjin International
Shipping Co., which will handle shipping
between Tianjin and Japan, 12/17/84.

Will jointly research and develop the Ster-
ling engine. 1/24/85.

Textiles and Textile Plants & Equipment

Grand Majestic Co. Ltd.
(HK)/Northwest China
No. 5 State Cotton Mill,
Shaanxi
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Established the Qinlian Textiles Industry Co.
to produce cotton cloth, (PRC:60%-
HK:40%). Investment: $2.9 million, 12/7/84.

Tokodussan Co. Ltd., To-
kyo Juki Co. Ltd., and
Morikiseisakusho (Japan)/
Shijiazhuang Dress, Hat
and Shoes Industrial
Corp.; BOC, Shijiazhuang
Branch; Shijiazhuang
Trust and Investment
Consultancy Corp.

Novel Enterprises (HK)/
Linyi Rabbit Hair Mill and
China National Native
Produce and Animal By-
products Import-Export
Corp., Shandong Branch

Talon Zipper Co. and
China Enterprises Corp.
(US)/liangsu International
Trust and Investment
Corp. and the Zhenjiang
Zipper Factory

Wacoal Corp. (Japan)

Tourism

Yun Ke Co. and Chin Pai
Co. of the Kincheng
Banking Corp., Hong
Kong Branch/Minhang
Honggiao Development
Co.; BOC Trust & Con-
sultancy Corp., Shanghai
and the Shanghai Cater-
ing Services Co.

Kumagai Gumi Co. Ltd.
(Japan)/Shen Yih Corp.,
Shenzhen

Cindic (Holdings) Ltd.
and Hip Hing Construc-
tion Co. Ltd. (HK)/Shang-
hai Municipal Institute of
Civil Architecture Design,
Shanghai No. 7 Building
Construction Co., Shang-
hai Industrial Facilities In-
stallation Co., and
Shanghai Union Trading
Co. Ltd.

Haibin International Ltd.
(HK)/Beijing Exhibition
Center

China Empire Investment
Co. Ltd. (HK)/Shanghai
Foreign Trade Corp.

Marubeni Corp. and
Daiba House Industry
Co. (Japan)/Shanghai
Foreign Trade Corp.

Lishi Co. Ltd. (HK)/Tianjin
No. 1 Hotel

Transportation

De Havilland (Canada)/
Shenzhen Helicopter Co.

Toyota Motor Co. (Ja-
pan)/Beijing Municipal
Automobile Repair Corp.

Orlando Helicopter Air-
ways (US) and Bates As-
sociates Ltd. (HK)/Guang-
zhou Machinery Tool
Factory and Guangzhou
International Trust and
Investment Corp.

Miscellaneous

Ko Holdings (Singapore)/
Huajian Corp.

Set up the Industrial Sewing Machine Repair
Service Center to service machines in Hebei,
Shanxi, Henan, and Shaanxi. 12/10/84.

Signed a contract to form the Linyi United
Wool Co. Ltd. to produce rabbit hair yarn.
Investment: $2.78 million. 12/25/84.

Signed a contract to set up a venture in
Zhenjiang to manufacture zippers, $5 mil-
lion. 1/8/85.

Is discussing setting up a venture near
Beijing to produce women's underwear.
1/10/85.

Signed a contract to build the Tanggiao Ho-
tel in the Honggiao district of Shanghai. In-
vestment: $40 million. 11/28/84.

Formed Quinnolex Ltd. which has pur-
chased a site in Hong Kong to build a hotel.
$24.35 million (HK$190 million). 11/30/84.

Formed the Sheng'gang (Shanghai-Hong
Kong) Construction and Engineering Co. to
construct a Hilton Hotel. Investment: $85
million, 12/11/84,

Entered into a 10-year contract to jointly
build and operate a hotel at the exhibition
center, Capital: $3 million. (PRC:75%-
HK:25%). 12/11/84.

Signed a contract to build the Shanghai
Mao Hai Hotel, 12/11/84.

Signed an agreement to form the Shanghai
Sino-Japanese Friendship Estate Corp. Ltd.
to build villas. 12/11/84.

Signed a contract to upgrade the hotel. $30
million. 12/25/84.

Negotiating to set up a factory to assemble
aircraft from imported parts. 11/19/84.

Have set up a repair shop. 12/13/84.

Signed a 15-year agreement to form
Guangzhou Orlando Helicopters Ltd. to
produce 10-seat helicopters that operate on
gasoline. 1/24/85,

Established the Kai Hin Enterprises, Ltd. in
Hong Kong to promote investment, leasing,
trading, and stock participation. Capital: $5
million. 11/19/84.
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Senglei lukei Investment
and Development Co.
Ltd. (Macao)/China
Photo Service and Hai-
nan Photo Publishing
House

Senglei lukei Investment
and Development Co.
Ltd. (Macao)/Guizhou
Resources Development
Corp.

Thai Hong Construction
Co. (Thailand)/South
China Book Co.

Daily Nara (Japan)/
Shaanxi Ribao

Richard Clay Group (UK)/
cImic and China Printing
Corp.

Public Broadcasting Sys-
tem and Yue-sai Kan
(US)/China Central

Television

Institute of Orientology
(USSR)/Ministry of
Culture

LICENSING

Rochester Instrument
Systems Inc. (US)/Shang-
hai Instrumentation Corp.

Outokumpu Oy (Fin-
land)/China National
Nonferrous Metals Im-
port-Export Corp.
Standard Oil (Ohio) Co.
(US)/SINOPEC

Inmont Corp., subsidiary
of United Technologies
(US)/Beijing Paint Factory

York International (UK)

Nippon Electric Corp.
(Japan)

Matsushita Reiki Co. (Ja-
pan)/TECHIMPORT

Honda Motor Co. Ltd.
(Japan)/Shanghai-Ek Chor
Motorcycle Co. Lid.
(PRC-Thai joint venture)

Philips (Netherlands)/
Shenzhen Advanced Sci-
ence and Technology
Development Co.

Marantz Japan, Inc.
Sharp Corp. (Japan)
Toshiba Corp. (Japan)

Dover Japan Inc./China
State Shipbuilding Corp.

Westinghouse Electric
Corp. (US)

LEASING

Ransburg Co. Ltd, (Ja-
pan)/Beijing General Bi-
cycle Factory

Signed an agreement to set up the China
Globe Photographic Development Co. Ltd.
to open color photo developing and print-
ing centers in major Chinese cities.
11/19/84,

Have agreed to participate in a variety of
service, agricultural, and industrial ventures
and establish an office in Macao to sell
Guizhou products. 11/26/84.

Signed a joint venture in book publishing.
12/1/84.

Will open a joint news center in Xi‘an.
12/5/84.

Signed a 15-year contract to establish the
Sino-British Printing Co. Ltd. in Beijing to
print books. Registered capital: $3 million.
12/20/84.

Will jointly produce a new television show
“One World.” 1/2/85.

Will jointly publish an early edition of A
Dream of Red Mansions. 1/22/84.

Will provide technology to manufacture a

monitoring instrument for use in new elec-
tric generating stations and petrochemical

plants, $1 million, 9/29/84.

Flash smelter design for the Jinchuan Nickel
Smelter in Gansu. 11/9/84.

Process for manufacturing acrylonitrile,
11/19/84.

Technology for the manufacture and appli-
cation of flexographic and gravure inks for
paper, film, and foil packaging. 11/26/84.

Technology to manufacture truck parts,
11/26/84.

Will license technology to produce 16-bit
computers. 12/4/84.

Technology to produce refrigerator com-
pressors in Guangzhou. 12/4/84,

Technology for building motorcycles.
12/8/84.

Laser TV technology. 12/10/84.

Small telecommunications equipment and
audio equipment technology. 12/18/84.

Stereo equipment manufacturing technol-
ogy. 1/1/85.

High-speed facsimile machine production
technology. 1/1/85.

Will produce stern tube seals. $205,500
(1¥50 million). 1/15/85.

Reached preliminary agreement to license
the manufacture of its flow measurement
systems, 1/22/85.

An electrostatic paint-spraying assembly
line. 11/12/84.
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Nittoboseki Co. Ltd.
(lapan)

ASSEMBLY

NEC Corp. (Japan)/Hai-
nan Administrative Re-
gion Trade Co.

Grundig (W. Germany)

Volkswagenwerk AG (W,
Germany)

General Datacom (US)/
Tianjin No. 5 Radio
Factory

Oki Electric Industry Co.
(Japan)

John Fluke Mfg. Co. (US)/
Beijing Radio Research
Institute

Sodick Co. (Japan)/Han-
chuan Machine Tool Fac-
tory, Shaanxi

Intel (US)/China Aero-
Technology Import Ex-
port Corp.

Sanyo Semiconductor
(Shekou) Co. (Japan)

Grove International (US)/
China Construction Ma-
chinery Corp. and Harbin
Engineering Machinery
Plant

Konishiroku Photo Indus-
try Co. (Japan)/China
Electronics Import-Export
Corp. and Beijing Cam-
era General Factory

Monitor Labs (US)/Beijing
Analytical Instrument
Factory

Matsushita Electric
(Japan)

Tokyo Keiki Co. (Japan)/
SINOCHEM, Hunan Branch

Sanyo Electric Co. (Ja-
pan)/TECHIMPORT

A&D Co. (Japan)/
EQUIMPEX

Keihin Densokki Co. (la-
pan)/China National
Electronic Technology
Import and Export Corp.

Mitsubishi Heavy Indus-
tries Ltd, (Japan)/
EQUIMPEX and Jiangmen
Diesel Engine Works

Kett Electric Laboratory
(Japan)

COMPENSATION TRADE

Marubeni Corp. and
Marubeni Foods Corp.
(Japan)/CEROILS, Liaoning
Branch

(Canada)
Shin Daikyowa Petro-

chemical Co. and Toyo
Soda Mfg. Co. (Japan)

A thermal insulation tube production line
for a plant in Shanxi. 1/22/85.

Received an order for color-TV kit parts and
components. $53 million (J¥13 billion).
10/9/84.

Video recorders kit form sets. 10/18/84.

Negotiating assembly of a few high-perfor-
mance Audi 100 automobiles. 10/19/84.

Will assemble computer modems. 10/23/84.

Will assemble high-speed facsimile ma-
chines. 11/13/84.

1,000 kits to produce multimeters, $1.8 mil-
lion. 11/19/84.

Parts to assemble NC dischargers. 11/27/84.

Four thousand 86/310 and 286/310 systems
for microcomputers. $12-$14 million. 12/84.

Will assemble small-signal silicon transistors
to be used in radios and tape recorders,
12/4/84,

Will provide parts for assembling all-terrain
wheeled cranes. 12/84.

Parts and components to produce Konica
cameras, 12/12/84.

Will assemble air pollution measuring instru-
ments. 12/20/84.

Will produce videotape recorders, 1/10/85.

Parts and components to manufacture real
time ultrasound diagnostic scanners.
1/10/85.

Color TV kits plus assembling equipment for
two factories in Chongging. $30.7 million.
1/11/85.

Kits for electronic balances and related
technology. 1/15/85,

Assembly kits for making magnetic linear
scale digital position indicating systems used
in the positioning of machine tools. 1/15/85.

Signed five-year contract to assemble diesel
engines, 1/15/85.

Will provide kits for agricultural measuring
instruments. 1/22/85.

Technology to cultivate strawberries in ex-
change for shipments of frozen strawberries.
11/27/84,

Red clover seed in exchange for Chinese
beer. 12/5/84.

Will crack Chinese naphtha into ethylene
and propylene and process it into low-den-
sity polyethlene for exchange to the Chi-
nese. 1/22/85.



Reach 10,000 petroleum-indusiry
decision makers in China—
for less than the cost of airfare.

OFFSHORE PETROLEUM is read
and reread by 10,000 decision
makers in China’s petroleum
industry — the engineers and
government officials who specify
equipment, and select service com-
panies for offshore exploration and
production.

They rely on OFFSHORE PETRO-
LEUM to give them the information they
need to find, produce and transport
offshore oil and gas. And they keep the
annual issues as valuable reference
material, reading the articles (and ads)
again and again.

OFFSHORE PETROLEUM has
been published annually since 1981 by -«
OFFSHORE magazine, one of the most
respected publishing names in the oil and
gas industry. Because articles for OFFSHORE
PETROLEUM are selected from current issues of
OFFSHORE the magazine is considered an educa-
tional resource, to be kept and reread all year. In
fact, OFFSHORE PETROLEUM has proved such a

*June 1985 issve closes February 4 for Chinese frans-
lation; April 1 for existing Chinese copy. November 1985
issue closes July 1 for Chinese translation; September 3
for existing Chinese copy.

OFFSHORE
PETROLEUM

OFFSHORE PETROLEUM
1200 S. Post Oak Blvd., Suite 106
Houston, Texas 77056

i success that it has expanded to two
issues each year — one published
in June, the other in November.*

Your ad in OFFSHORE PETRO-

LEUM will generate interest in your
product or service — and lay the

groundwork for future sales. A reader-
service card is included with your ad,
encouraging reader response and

making it easy for you to identify and
follow up with potential customers.

Offshore China is becoming one of
‘1 the world’s major markets for petroleum

equipment and services. There's no
better time to reach those decision

Emokers — and no better vehicle than

. OFFSHORE PETROLEUM, the only

2 Chinese-language publication targeted

specifically to offshore drilling, producing,

pipelining and marine construction.

For more information on advertising opportu-
nities contact George
Ruppert, publisher, at
713/621-9720.

A l)vnn\\'vll Publication
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©1984 PennWell Publishing Company All ights reserved



China’s Instruments &
Meters. Hong Kong:
The China Phone Book
Company, 1984. 398
pp. including advertis-
ing. $80 plus $10 post-
age and handling.

China’s Instruments and Meters is the
second volume in The China Phone
Book Co.'s China Industrial Direc-
tory series. The bilingual directory is
composed of five sections. First is a
directory of products and manufac-
turers arranged in 29 product cate-
gories, such as astronomical instru-
ments; dental equipment and
supplies; film projectors and film
cameras; and instruments and appa-
ratus for measuring and controlling
industrial processes. Entries give the
plant name, address, telephone, ca-
ble, and telex numbers along with a
list of the plant’s major products.
Award-winning products are indi-
cated, and brand names underlined.

The second section is a list of do-
mestic and foreign trade corpora-
tions involved in the manufacture,
distribution, import, or export of in-
struments and meters, and a list of
related research institutes. Other
sections focus on trademarks, brand
names, logos, and award-winning
products. The final section contains
three English-language indexes—a
geographical index, an alphabetical
plant name index, and an alphabeti-
cal product index—and the equiva-
lent Chinese-language indexes.

Statistical Yearbook of China 1984
(English Edition), compiled by the
State Statistical Bureau, PRC. Hong
Kong: Economic Information &
Agency (342 Hennessey Road),
1984. 571 pp. $31 airmail.

This third edition of China's offi-
cial statistical yearbook has a new
look. The book opens with several
pages of color graphs and charts dis-
playing statistics for the years 1952,
1957, 1965, 1978, and 1983. Tables
throughout the volume have been re-
set in a smaller, but more attracuve,
typeface.
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BOOKSHELF

The basic information that makes
this book an essential China resource
remains much the same, however.
The tables have been updated
through 1983; some new tables have
been added, and others are pre-
sented in a new format.

The general survey that begins the
volume includes new geographical ta-
bles, main economic indicators, and
economic data on key cities. The city
statistics have been rearranged so
that it is now easier to compare cities,
but more dithcult to collect statistics
on a single city. Subsequent sections
of the book cover population and
labor force (which includes the re-
sults of the 10 percent sample tabula-

tion of the 1982 census data); agri-

culture; industry; transport, posts
and telecommunications; investment
in fixed assets; domestic trade; for-
eign trade and tourism; public -
nance; prices; people’s livelihood;
education, science, and culture; and
sports and public health.

Appendices include economic in-
dicators for Taiwan, international
comparative statistics, and explana-
tory notes. As with previous editions,
there 1s no index; the researcher
must rely on the detailed table of
contents.

The People’s Republic of

China: A Basic Hand-

book, 4th edition, by Ste-

ven M. Goldstein,

Kathrin Sears, and Rich-

ard C. Bush. Published

by the Council on Inter-

national and Public Affairs in co-
operation with the China Council of
the Asia Society, 1984, Distributed
by Learning Resources in Interna-
tional Studies, 777 United Nations
Plaza, New York, NY 10017. 164 pp.
$7.50 paperback; $11.95 hardcover.
This little handbook is a treasure.
Authoritative and current, it belongs
in every school and public library as
well as on the bookshelf of anvone
interested in China. The handbook
compilers have pared information
down to the essentials, then sug-

gested additional sources.

The opening chapter, “Learning
More About China,”
important sources of China informa-

lists the most

tion. Fach of the volume’s subse-
quent sections—the land and the
people: history of the Chinese revo-
lution; China after Mao; foreign rela-
tions and national defense; economic
development and foreign trade; ma-
terial welfare, education, and public
health: and daily lile—is supple-
mented by maps. tables, biographies,
and/or chronologies.

China Geographer,
Number 12: Environ-
ment, edited by Clifton
W. Pannell and Christo-
pher L. Salter. Boulder,
CO: Westview Press,
1985. 171 pp. $31.50.

This volume of China Geographer
presents eight papers on a variety ol
environmental topics, along with five
book reviews and a fold-out map of
nature preserves and protected wild-
life in China. The contributed papers
are ““Management of Earthquake
Hazard: The Program of Earthquake
Forecasting in China, 1966-1976,"
by Shiu-hang Luk; “The Effects of
Forest on Water and Soil Conserva-
tion in the Loess Plateau of China,”
by Liu Changming and Wu Kai; "*As-
sessment of Potential Agricultural
Land in Western China with a Geo-
graphic Information System (GIS),”
by R. Welch, Yi-rong Hsu, and C. W.
Pannell; “"The Changing Rural Land-
scape of China: A Study of Gaohe
Xian, Guangdong,” by T. N. Chiu
and C. K. Leung; “Urban Environ-
mental Quality in China: A Luxury or
a Necessity?” by Sen-dou Chang;
“Water Resources Development and
[ts Environmental
Beijing,” by Laurence ]. €. Ma and
Liu Changming; “Nature Preserves
and Protected Wildlife in the Peo-
ple’s Republic of China,” by Cather-
ine S. Enderton; and “Environmen-
tal Problems and the Development of
Chinese Fisheries,” by Jaydee R,
Hanson.
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The 1985
China Update Conlerence\%,%

THE ANNUAL CONFERENCE THAT GIVES SENIOR EXECUTIVES
REAL INSIGHT INTO THE LATEST TRADE AND
INVESTMENT OPPORTUNITIES IN THE P.R.C.

SAN FRANCISCO NEW YORK
10-11 JUNE 1985 13-14 JUNE 1985
FOUR SEASONS CLIFT HOTEL HILTON HOTEL

| CONFERENCE HIGHLIGHTS

O Opening Address: Hon. OLIN WETHINGTON, Deputy under Secretary
for International Trade, U.S. Department of Commerce

[0 Special Guest Speaker: LIU CHU, Deputy Director of the Department of
Treaties and Law, Ministry of Foreign Economic Relations and Trade
(MOFERT)

O These are just 4 of the topical issues covered during the conference:

e A CASE STUDY IN COPRODUCTION
— D. CHANG, Vice President, Nike Inc.

e THE PROS AND CONS OF SETTING UP A WHOLLY OWNED
SUBSIDIARY
— J. MARSHALL, Director, China Affairs, 3M

e NEGOTIATING TECHNOLOGY TRANSFER DEALS
— R. McGREGOR, Vice President, Director — China Trade,
ITT Asia Pacific Inc.

e« ONE COMPANY'S EXPERIENCE IN THE SPECIAL
ECONOMIC ZONES
— M. SPENCER, Managing Director, Borg-Warner Asia Limited

The Conference Administrator

Institute for International Research, Inc.
Suite 1105, 310 Madison Avenue, New York
New York 10017, U.S.A.

Tel: (212) 883-1770

Telex: ITT 420054 IIRNY

FOR MORE INFORMATION ON THE
CONFERENCE PROGRAM AND
DETAILS OF SPECIAL OFFERS ON

2 NEW BUSINESS BOOKS ON CHINA,
PLEASE CONTACT

Organised By .

@ Institute for International Research




BUSINESS TO BUSINESS

j Train
am Brand
o S ki

- r

il Gloves

£ Train brand ski gloves are made
from goatskin, artificial leather,

To place your
advertisement
in the new
Business to

: T or nylon. They feature comfor-
BUSln €SS table styling, a variety of designs,

. and attractive colors and are
section,

great at keeping out the cold
Your designs and samples are
welcome

contact Sue
Partyke (202)
429-0340
Telex:

64517
NCUSCTUW

These comfortable sports gloves
are professionally made to inter-
national standards so are the
kind of top quality that sports-
men like and need. Competitive
prices and prompt. punctual
delivery are guaranteed. And
your specifications are welcome
Telex now for information and
ask for our catalog

AT & EXPORT BRAANCH

.- - ) I €x e
i, -, 7 128, Mgy Rosd. pai. China

Telex: 33132 STASP CN
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Export Offers from
Guangdong Province.

Inquiries from
the United States
Are Welcome.

\-I

Down-filled garments are the
main export commodity of
our corporation. Now, the
latest styles for European and
U.S. markets are available.
Businessmen from the U.S A,
and other countries are invited
to come to Guangzhou,
China, for discussions. At the
same time, we welcome all
inquiries and offers in cables
or letters. Orders based on
buyers’ samples also
available.

China National Native Produce
& Animal By-Products Import &
Export Corp.

Guangdong Animal By-Products
Branch.

No. 48, Shamian Nanjie
Guangzhou, China.

Guangdong
Leather
Garments

Guangdong leather
garments are made with
superior cowhide and
sheepskin raw materials,
with reliable quality
standards in manu-
facturing, and stylish
designs.

We can manufacture to
suit the special needs of
each buyer, following
styles and specifications
they supply.

We welcome inquiries.

China National Native Produce
& Animal By-Products import &
Export Corp.

Guangdong Animal By-
Products Branch.

No. 48, Shamian Nanjie

Tel: 84155 Guangzhou, China.

Telex: 3964 Ljé' Tel: 84155

Cable: Telex: 3964

“BYPRODUCTS" Swan Cable: “BYPRODUCTS" CODE
CODE “ACME" “ACME"

68
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PRACTICAL STRATEGIES
FOR SUCCESS

a two-day seminar
sponsored by

The National Council for
<_ US-China Trade

in cooperation with

The First National Bank
of Chicago

A not-to-be missed pro-
gram for senior execu-
tives and international
marketing managers of

' large and small compa-

nies interested in mar-
keting, licensing, tech-
nology transfer and
direct equity investment
in the People’s Republic
of China.

APRIL 22-23

} | ! | |
i

APRIL 25-26

For further information
and registration materi-
als, call The National
Council for US-China
Trade at (202) 429-0340.
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CLASSIFIED ADVERTISING

CAREER POSITION WANTED—
Objective: A China marketing rep
trainee position to promote US com-
pany/product in the PRC. Qualifica-
tions: International marketing senior
(Gr 6/85, major GPA 3.7), bilingual /
bicultural background, working ex-
perience in US and China. Will relo-

China Exchange News, focusing on sci-
entific and education exchanges,
available free of charge through the
Committee on Scholarly Communi-
cation with the People’s Republic of
China, National Academy of Sci-
ences, 2101 Constitution Avenue,
Washington, DC 20418.

1985 Summer at SAIS

Chinese Language Study
June 10 to August 16, 1985
Daytime and Evening Programs

For information, write or call:
Office of Summer Programs

School of Advanced
International Studies
The Johns Hopkins University
1740 Massachusetts Avenue, N.W.
Washington, D.C. 20036
(202) 785-6811

cate. Deng Jie, 1462 Vallejo Street
#305, San Francisco, CA 94109,

"1 ' he China Business Review

THE MAGAZINE OF THE NATIONAL COUNCIL FOR US-CHINA TRADE

The China Business Review has been keeping business
executives on top of developments in the China trade
since 1974. Articles focus on China’s marketing, financ-
ing, industrial planning, legal developments and the
impact of political changes. The CBR is invaluable for the
reader who wants to assess expanding business oppor-
tunities in the People’s Republic of China.

The China

Business Review

¢
Y

Yes! | would like to subscribe to The China Business Review (bimonthly).

My check in the amount of US $ is enclosed.
(Subscriptions begin with the first issue after payment is received.)

Annual Rates:
O $90, US or Canada

0 $120, outside US and Canada (airmail)
O $60, academic or public libraries in US or Canada

O $48, student or fa('ullc}/ (US or Canada only)—copy of current 1D or faculty
letterhead is require

Subscription Name

period desired
Organization
Address

1
|
1
|
i
[ O year
i
’ ; 0O 2 years
: O 3 years
!
1
|
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THE NATIONAL COUNCIL FOR US—-CHINA TRADE

OFFICERS

Chairman: Davip C. SCoT1

Vice-Chairmen: WirLiam C. Douce,
Harry HoLipay, JR., CHARLES 1
ROsTOV

Secretary-Treasurer: HARRY TAYLOR

Counsel: BENJAMIN P2 FISHBURNE 111

President: CHRISTOPHER H. PHI1LLIPS

BOARD OF DIRECTORS

WiLLiaM R, ARTHUR, chairman, Merrill
Lyneh International, Inc.

SAM AYOURB, senior executive vice-
president and chiel hnancial officer,
The Coca-Cola Co.

MURRY P. BERGER, president and chief
executive officer, MB International
Consultants, Ine.

Wit iaM H. BRICKER, chairman ol the
hoard, Diamaond Shamrock Corporation

WiLLiam C. Douck, chairman and chief
executive officer, Phillips Petrolewm
Co.
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executive officer, Continental Grain
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THoMmAas L. GOSSAGE, group vice-
president and managing director,
Monsante International
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US GOVERNMENT OFFICES

AMORY HoucHTON, JR., chairman of the
executive committee, Corning
Cilass Works

CHARLES E. HucGrr, president,
Combustion Fngineering, Inc.

WALTER B. KISSINGER, chairman,
president, and chief executive ofhicer,
The Allen (.'J'rm‘p, Inie.

PriLLier KNioHT, president and chairman
ol the board, Nike, Inc.

M. JoserH LAPENSKY, chairman and
chief executive othcer, Northwest
Airlines, Inc.

Joux J. Mureny, chairman and chiet

executive othicer, Dresser Industries,
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Davin C. Scorr, chairman and chief
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chief executive otheer, Fluor
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Petrolewm Corporation

WASHINGTON STAFF
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Executive Vice-President: ROGER W,
SULLIVAN

Administration: Susan D, BaucH
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Address
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(202) 4200340

Telex: 64517 NCUSCTUW

Cable: USCHINTRAD WSH
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Deputy Representative: KAREN GREEN

Advisor: L1 WENDA

Suite 1136, Beijing Hotel
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Telex: 22637 NCPEKCN
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Ambassador: ARTHUR W, HUMMEL, JR

Deputy Chiel of Mission: HERBER]
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Commercial Counselor: MEIVIN W,
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SLAWECKI

Economic Counselor: ARTHUR KOBLER

Fconomic Officers: MARSHALL ADAIR,
Wintiam FLEMING, JaMes HeALy, Ross
QUAN, DOUGLAS SPELMAN

3 Xiushui Bei Jie

Jianguomenwai, Beijing

Telephone: 52-3831

Telex: 22701 AMEMB CN

GUANGZHOU CONSULATE

Consul General: WEVER GiM

Deputy Principal Officer/Economic
Section Chiel: HARLOW CARPENTER

Commercial Officer: YING PRICE

Economic Othcer: BRIAN FAIRCHILD

Donglang Hotel

Telephone: 69-900

Telex: 44139 GZDFH CN

SHANGHAI CONSULATE

Consul General: THOMAS STANLEY
BRrROOKS

Deputy Principal Officer /Economic
Section Chief: RicHARD BOUCHER

Commercial Officer: GENEVIEVE DEAN

1469 Huai Hai Zhong Lu

Telephone: 379-880

Telex: ¢ /o Shanghai Industrial
Consultants
33148 s1c1s ¢~ and 33102 S1CFU CN,
Attn: USFCS

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE

Consul General: James H. HaLL

Economc/Consular Otheer: JoHN
PARKER

No, 40, Lane 4, Section b
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Telephone: 290038
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HONG KONG CONSULATE

Consul General: BURTON LEVIN
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Economic Section:
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Consul General: TANG XINGBO
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mian-zi

‘ ‘ ianzi”’ means ‘‘face” in Chi-
nese, both literally and fig-

uratively. It is as much a

representation of your dig-

nity and prestige as it is a part of your anatomy.
But the Chinese concept of “face” is better
defined than ours. While Americans normally
think of it as something that is lost or preserved,
the Chinese remind us that “face” can also be
given. In fact, “giving face” is one of the most
important factors to remember when negotiating
with the Chinese.

If you want to get the best deal in China, you
need to understand how the Chinese negotiate.
Who is the real decision maker on the Chinese
side? Who is looking over your counterpart’s
shoulder as the pieces fall into place? What hid-
den criteria are being used to evaluate your offer?
And—here's the key—how can you he<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>