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POLITICAL CURRENTS

Hu Yaobang’s resignation as gen-
eral secretary of the Chinese Com-
munist Party on January 16, 1987,
has raised questons in China and
abroad about a possible shift in the
and “‘lib-
eral” forces within Deng Xiaoping's
coalition. The rift in the senior ranks
of the Party apparently centers on
the extent to which political reforms
should be allowed to change the sta-
tus of the Party and its guiding ideol-

balance of “conservative”

ogy. There does not, however, seem
to be any serious questioning of the
direction of economic reforms.

Hu Yaobang had been at the fore-
front of efforts 1o lessen Party inter-
ference in the affairs of government,
the economy, and the arts. As the
drive for political reform intensified
i 1986, the media (largely con-
trolled by Hu Yaobang and his prote-
ges) unleashed a Hlood of articles por-
traving political reform as the top
priority on the Party agenda.

But on September 28, in an early
sign that Hu had gone too far, the
Sixth Plenum of the Party’s Central
Committee issued a communique
that downplayed the question of po-
liical reform. The communique in-
\]('.l([ hi]‘(‘.\"{'(l l'l)llh(‘]\'ilii\(' concerns
such as the need to uphold “socialist
spiritual civilization™ and
bourgeois liberalization.™

Then, in mid-December, a wave of
student demonstrations broke out
around the country. The government
at hirst appeared tolerant of the dem-
onstrations, which took up the call

‘combat

for accelerating the pace of political
reforms. But behind the scenes,
Deng Xiaoping apparently shared the
conservatives” unhappiness over
Hu's faillure to deal with the dem-
onstrations hrmly. Strong Party con-
demnation of the protestors, and
those who incited them, began in
carly Januarv—followed by Deng's
decision to ask for Hu's resignation
immediately, rather than at the 13th
Party Congress scheduled for fall
1987, Although Hu was not Deng’s
designated successor, his sudden dis-

TRENDS & ISSUES

missal raises anew the question of
whether the transfer of power to the
new generation can be completed
this year, as earlier reports had sug-
gested.,

As The CBR goes to press in Febru-
ary, the more liberal leaders appear
to be successfully containing the con-
servative call for a campaign against
‘bourgeois liberalization.” Acting
General Secretary Zhao Ziyvang and
other leading officials identified with
the liberal wing of the Party are hard
at work to control the extent of the
conservative backlash. Zhao has in-
sisted on strict limits to the current
drive against bourgeois liberaliza-
tion—namely, that no campaign or
movement is needed to oust the rela-
tively few proponents ol bourgeois
liberalization; that neither rural
Party cadres nor individuals outside
the Party should be affected by the
drive; and that liberalization tenden-
cies should be combated through
education rather than purges. Apart
from Hu and the Party intellectuals
already dismissed, action against
other Party figures is to be taken only
by central authorities; no others may
he eriticized by name without central
approval.

Leading Party ofhaials have also
asserted that efforts to combat bour-
geols liberalization will in no way af-
fect the economic reforms as they re-
Late 1o toreign hirms doing business
in China, although there are hints
that efforts to reform Chinese enter-
prises may slow down temporarily.
Work on detailed implementing
regulations to buttress the October
1986 Provisions for the Encourage-
ment of Foreign Investment appears
to be proceeding on schedule—a
sign that improving the investment

climate and retaining the open door
policy continue to have strong con-
sensual support.

Member companies of the Na-
tional Council for US—China Trade
should watch for updated reports on
the political situation in the China
Market Intelligence newsletter.

—Martin Weil

ON CVDs AND NMEs

For several vears a debate has
raged over whether US countervail-
ing duty (CVD) law should apply to
China and other ‘nonmarket econo-
mies” (NMEs), The CVD law allows
the United States to counteract the
effect on US imports of “bhounties™
or “grants’ made to foreign indus-
tries by their governments.

The US government was hirst em-
powered to impose countervaili
duties in the Tarifl Act of 1897, when
nonmarket economies were still just a
¢glimmer in Karl Marx’s eye. And al-
though the Taritf Act has been
amended several times since, Con-
gress has never targeted nonmarket
cconomies under this law.

Fhe first attempt to extend the law
to NMEs came in 1983, when the In-
ternational Trade Administration
(I''A) of the Departunent of Com-
merce was asked to rule on charges

that unfairly subsidized steel wire rod
from Crzechoslovakia and Poland was
being sold in the United States. In
1984 the I'TA ruled that US CVD law
could not be applied to nonmarket
cconomies. The I'TA reasoned that a
subsidy represents government tam-
pering with the normal market allo-
cation of resources in an economy.
But in an NME, where most re-
sources are centrally allocated, it
would be extremely dithcult to deter-
mine how resources would be distrib-
uted were a market systemin place—
and thus impossible to accurately de-
termine the extent, il any, of a gov-
ernment subsidy.

Several companies appealed the
I'TA's decision to the US Court of In-
ternational Trade. The court over-
ruled the ITA holding in 1985, on
the grounds that the “purpose of the
CVD law |was| to extract the subsi-
dies contained in merchandise enter-
ing the commerce of the United
States in order to protect domestic
industry from their effect .. and its
clfectiveness [was| intended to be
complete and without exception.”

I'he US government considered
this ruling unenforceable against
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NMEs and took the case to the Court
of Appeals for the Federal Circuit. In
September 1986 the appeals court
supported the TTA's original ruling
that CVD law was not meant to apply
to NMEs. The court added that
“Congress . .. has decided that the
proper method for protecting the
American market against selling by
nonmarket economies at unreason-
ably low prices is through the
antidumping law.”

Now that the CVD issue appears to
be settled for NMEs, Congress is ex-
pected to devise new means of deter-
mining antidumping violations by
NMEs. Under current law, the ITA
uses a surrogate country’ system in
which the prices charged by an NME
are compared with the price of simi-
lar goods produced by market-ori-
ented countries. This law allows the
United States to impose duties on
foreign products being sold in the
United States at prices lower than
those at which comparable goods are
sold on the exporter’s domestic mar-
ket. These sales must cause or
threaten material injury to the com-
peting US industry in order for
antidumping duties to be considered.

Chinese exporters believe that the
surrogate country system now being
used is arbitrary and unjustly rules
out the possibility that China may ac-
tually be lowest cost producer of the
goods in question. This is no mere
academic concern for China, which
has faced 15 US dumping cases since
1980. Only two cases were deter-
mined in China’s favor; one case,
against China’s exports of tapered
roller bearings, is still pending.

The various trade bills now being
examined in the 100th Congress pro-
pose a new system of benchmarks to
do away with the surrogate country
method for antidumping determina-
tions involving nonmarket econo-
mies. But the struggle to reconcile
trade between market and
nonmarket economies will likely con-
tinue to raise complex issues for the
United States and China in the years
ahead. —Karen Green

RABBIT RUN

1986 was a bad year for Chinese
rabbit fur. It began with a drop in the
domestic price of rabbit fur from
¥ 140 per kilogram at the end of 1985
to ¥74 by late 1986, apparently due
to oversupply, combined with poor
quality and management in the rabbit
fur industry. Rabbit farmers re-
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sponded by hoarding fur and slaugh-
tering their rabbits, hoping for the
prices to rise.

China’s exports slumped as a re-
sult, despite brisk world demand. In
the first half of 1986 China exported
only 1,208 tonnes of rabbit fur, down
40 percent from the same period in
1985, and even farther below 1984
levels. Meanwhile, other rabbit fur
exporters, such as France and South
Korea, stepped up production to fill
in the gap.

China commanded 95 percent of
the world rabbit tur trade, with
earnings in excess of $100 million and
exports of more than 7,000 tonnes
during the peak vears ol 1983 and
1984, and has no intention of letting
the rabbit out of the hat, Faced with
cconomic losses, China's typical re-
sponse has been to remn i the lim-
ited market torces in operaton—and
rabbit fur is no exception. For the
tme being at least, strict administra-
tive measures are being taken to bring
rabbit fur exports back into line.

The State has therefore stabilized
the domestic purchasing price at
¥90/kg for top quality rabbit fur and
banned foreign involvement in this
sector. Previous contracts with for-
eign firms had enabled factories to
bypass MOFERT's China Native Pro-
duce and Animal By-product Import
and Export Corporation and sell di-
rectly to Hong Kong, undercutting
State prices. But MOFERT has reas-
serted its monopoly on rabbit fur ex-
ports, while the Ministry of Com-
merce and the Ministry of Textiles
have vowed to improve management
of the rabbit fur industry. Several
new regulations are designed to pro-
tect rabbit breeding and boost ex-
ports.

Meanwhile, efforts to raise quality
are proceeding on several fronts.
China’s fashion fur industry received
a boost late in 1986 at Beijing's first
international fur fashion show,
staged by Scandinavia’s SAGA furs.
And Sichuan Province, one of Chi-
na’s main rabbit breeding areas,
plans to build three new mills special-
izing in rabbit fur production, while
another Sichuan rabbit mill has im-
ported two 300 tonne-capacity pro-
duction lines from Italy. China plans
to be ready for anticipated growth in
both domestic and export markets
for rabbit fur in the years ahead. And
what better time for China to im-
prove the industry than this, the year
of the rabbit? —MCR
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Fiber Optics

Chinese fascination and American fmstmtiun

ast summer the Coordinat-
ing Committee for Multilat-
eral Export Controls
(COCOM), which coordi-
nates the positions of the United
States and its allies toward commu-
nist country sales, approved a
groundbreaking British application
to sell optical fiber cable and equip-
to China. GEC's contract to
supply four-fiber single-mode cable,
optical transceivers, and associated
digital multiplex equipment, exceeds
previous COCOM approval levels for
both speed and capacity. The US gov-
ernment, apparently yielding to a
special British government request,
chose not to object in COCOM, al-
though the sale departs from a US
policy advocating that China be lim-
ited to purchasing intracity, not
imtercity, fiiber optic systems.

ment

For US telecommunications firms,
which have received only a very small
share of China’s rapidly growing h-
ber optics market, the British sale was
an unhappy reminder of their own
problems exporting to China. Ironi-
cally, an American firm could not
have obtained a US export license to
ship the same equipment to China.
Moreover, the US government has
not changed its basic fiber optics pol-
icy despite the precedent set by the
GEC sale and will still object to simi-
lar US commercial sales on national
security grounds. Thus the recent US
decision in COCOM reflected diplo-
matic concerns rather than a new ap-
proach to US fiber optics exports to
China.

The incident illustrates why Chi-
fascination with fiber
optics 1s translating into American
frustration, rather than sales. De-
spite strong Chinese interest in
American fiber optics technology,

na's current

technological advantages alone do
not ensure a foothold in the Chinese

Carolyn Dowling

Because China’s telecom-
munications development
and procurement is not fully
coordinated, opportunities
for direct fiber optics sales go
well beyond the public tele-
phone network controlled by
MPT.

telecommunications market. If US
firms are prevented from getting the
export licenses necessary to fulfill the
terms of their contract, China will
look to other countries to meet its
equipment needs. Both American
and Chinese industry representatives
argue that by restricting exports of
telecommunications equipment and
technology clearly intended for le-
gitimate commercial purposes, the
US government is undermining the
competitiveness ol American firms in
China.

China discovers fiber optics
Little more than lip service was

given to improving the telecommuni-
cations network in China unul re-

Carolyn Dowling, a program manager
in the National Council’s Business Ad-
visory Services Department, helps high
technology firms develop business oppor-
tunities in China. She is adviser to the
Council’s Telecommunications and Elec-
tronies Committee and works closely with
the Export Controls Working Group.

cently. But realizing that better tele-
communications are required to
meet economic development goals
and create an environment attractive
to foreign investors, China’s plan-
ners gave top priority to the telecoms-
munications sector (together with en-
ergy and transportation) in the carly
1980s. Telecommunications will con-
tinue to be a major recipient of in-
vestment funds in 1987 and through-
out the Seventh Five-Year Plan
(1986-90).

The Ministry of Posts and Tele-
communications (MPT) plans to
spend close 1o $4 billion over the
next four years to upgrade the tele-
communications network. The pri-
mary focus is on improving the tele-
communications system within and
between large industrial cities and
foreign investment zones. To do this,
MPT must shift from analog to digital
switching and from the use of cum-
bersome coaxial cable to more ad-
vanced transmission technologies.

While some new microwave trans-
mission systems are being installed,
China’s telecommunications plan-
ners are currently focusing on hber
optics technology—the transmission
of light and images through a flexible
bundle of glass fibers. Digital optical
fiber transmission systems, system
components, and fiber manufactur-
ing equipment are at the top of
MPT's Seventh FYP purchasing list.

MPT's preference is understand-
able, given fiber optics’ compara-
tively small size, light weight, proven
reliability, and freedom from electro-
magnetic interference—not to men-
tion relatively low and decreasing
costs, The large transmission volume
of fber optics—one strand of fiber
can carry up to 10,000 simultaneous
calls—results in an upgradable sys-
tem that can grow with China’s
needs. And because modernization
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of telecommunications is just begin-
ning, China has not already invested
heavily in a different system, which
might prevent the move toward fhiber
optics technology from making eco-
Nnomic sense.

Domestic capabilities and
limitations

China began to conduct research
into fiiber optics as early as 1964, Re-
search institutes under MPT and the
Ministry of Electronics Industry
(MED) initially concentrated on devel-
oping laser technology in the mid-
1960s, and then moved into optical
fiber communications research in the
early 1970s. Over 30 institutes and a
dozen universities, centered in
Beijing, Shanghai, Wuhan, and
Nanjing, are involved in this re-
search.

Shanghai holds several experimen-
tal “firsts.” Joint research on single-
mode fiber fabrication by Shanghai’s
University of Science and Technol-
ogy, Transmission Line Research In-
stitute, and Quartz Glass Works led
to installation of China's first 30-km,
140 Mbit/second single-mode trial
transmission system in early 1986, us-
ing terminal equipment produced by
the Beijing Institute of Posts and
lelecommunications. Shanghai has
also been a leader in laser technol-
ogy, and the State Science and Tech-
nology Commission recently an-
nounced the successful testing of
longwave semiconductor lasers—one
of the country’s major scientific re-
search projects during the Sixth FYP
(1980-85).

MPT boasts that China already has
50 fiber optics links, most of them
domestcally designed and manufac-
tured, relatively short-span, intracity
multimode links, ranging up to 24 km
in length. Some of these were initially
experimental links (such as the 3.3
km cable installed between two tele-
phone bureaus in Beijing in late
1979, and a 1.8 km cable in Shang-
hai) that have since been integrated
into their respective telephone net-
works.

Pilot optical fiber and equipment
production is already underway in
Wuhan, Shanghai, Tianjin, Beijing,
and Guilin. Important recent domes-
tic achievements include:

@ 13.3 km, 120-circuit optical fi-
ber cable, built by the Wuhan Posts
and Telecommunications Research
Institute in late 1984.

® a 24.6 km, 480-circuit cable
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added to the Wuhan telephone net-
work in late 1983 by the Wuhan Posts
and Telecommunications Institute.
The system uses long-wave lasers,
eliminating the need for repeaters to
amplify the signal.

®a 12 km, 120-circuit optical fiber
line installed in Beijing by MEI and
the Ministry of Railroads.

®a 7 km, 480-circuit cable installed
by MEI and the Tianjin Posts and
Telecommunications Bureau in 1984
for Tianjin's telephone network.

® a 6 ki, 480-channel line that
went into operation early this year in
Chonggqing.

® a 15 km optical fiber link be-
tween a substation and the control
center of the remote Longyangxia
hydroelectric power station on the
upper reaches of the Yellow River in
Qinghai.

Foreign sales on the rise

Despite China’s long-range goal of
developing a fully indigenous optical
fiber manufacturing capability, the
transition from pilot production to
cost-effective, commercial produc-
tion will take many years. Optical fi-
ber manulacturing equipment and
experience is limited, and economies
ol scale will not be realized for some
time.

Since 1985, MPT, MEI, and the
provincial posts and telecommunica-
tions administrations have therefore
begun to turn increasingly to foreign

Photo courtesy of China Features

suppliers of optical fiber cable, trans-
mission systems and components,
and related technology to satisfy
their present demand (see table). Be-
cause China's telecommunications
development and procurement is not
fully coordinated, even at the central
level, opportunities for direct fiber
optics sales go well beyond the public
telephone network controlled by
MPT. A number of other ministries,
such as the Ministry of Railroads, the
Ministry of Water Resources and
Electric Power, the Ministry ol Petro-
leum Industry, Ministry of Coal, and
Ministry of Communications, are
developing private networks with
specialized uses.

The Ministry of Railroads, for in-
stance, is building a major 670 km
optical fiber link alongside the new
coal transport railway line from
Datong in Shanxi Province through
Beijing to the port of Qinhuangdao.
Following Nippon Telephone and
[elegraph’s agreement to provide
consulting services on the design,
construction, and maintenance of
the line, six project-related contracts
for optical fiber cable and transmis-
sion equipment were awarded to for-
cign companies, including Japan's
Furakawa Electric Company, Stan-
dard Elektric Lorenz (SEL) of West
Germany and Nokia of Finland. Simi-
larly, Ttaly’s Telettra Pirelli signed an
agreement with the Ministry of Rail-
roads last May to help build a fiber

Technicians at Beijing Glass Research Institute examine the quality of fiber optics produced with
a fiber optical color TV transferring system.



CHINA’S OPTICAL FIBER AGREEMENTS

Contracting parties

Belgium

Bell Telephone Manufacturing/
China National Technical Import
Corporation

Finland

Nokia/Ministry of Railroads

France

C.LT.-Alcatel/Beijing Telecom-
munications Administration

taly

Telettra SpA and Pirelli SpA/Min-
istry of Railroads

Italtel, SpA/NA

Japan

Furukawa Electric Co./Xi'an Elec-
tric Cableworks Company
(MMBI)

Furakawa Electric Co./Ministry of
Railroads

Nippon Electric Co. (Japan)/Min-
istry of Posts and Telecommuni-
cations

Nippon Telephone and Telegraph
(Japan)/Ministry of Railroads

Wako Koeki Co. Ltd./Ministry of
Posts and Telecommunications,
Tianjin and Shanghai

Macau

Macau Telecommunications Co.
(CTM)/Guangdong Province
Posts and Telecommunications
Administration

Netherlands

N.V. Philips/Ministry of Posts and
Telecommunications

Contract details

July 1985 agreement for BTM to sell a system using opti-
cal fibers to be used in Beijing. Contract worth 12 bil-
lion Belgian francs ($288.4 million).

Signed contract in 1986 to sell optical fiber transmission
equipment for the Datong-Beijing-Qinhuangdao link
along coal transport line.

Contract signed in January 1985 for sale of 14 E10B
communication centers with a total capacity of 100,000
lines. Sale to include all transmission equipment and
180 km of multimodal fibers,

Agreement signed in May 1986 to help build a fiber op-
tic network in southern Fujian Province, extending 517
km along Yingtan-Xiamen Electric Railway. Pirelli will
also supply Guangdong and Liaoning provinces with fi-
ber optics cables for underwater placement.

Technology transfer agreement under discussion to set
up factory for PCM multiplex equipment, including sale
of 34 Mb/s interoffice fiber links.

$6 million joint venture contract signed August 1986 to
set up Xianfu Optical Fiber and Cable Co. to produce
20,000 km high quality optical fiber. Plant construction
to begin July 1987.

Signed contract in 1986 for sale of optical fiber for
Datong-Beijing-Qinhuangdao link along coal transport
line,

China signed a purchase agreement in October 1986 to
buy equipment for a 2,400 km optical fiber communica-
tions link extending from Nanjing to Chonggqing via Wu-
han. Target date of completion is 1990.

NTT to provide overall consulting services on design,
construction, and maintenance of 670-km optical fiber
communication network along railway now under con-
struction, to transport coal from Datong to
Qinhuangdao via Beijing. Network scheduled for 1988-
90 completion.

Awarded four contracts in December 1986 to supply
optical fiber cable, materials for connecting telecom-
munications line, spare parts, tools, and fittings.

Signed $1.5 million agreement in March 1986 for a 15
km optical fiber cable between Macau and Zhuhai. Ini-
tial capacity to be 300 lines; final capacity to be 8,000
lines.

Approximately $50 million joint venture contract under
discussion for manufacture of optical fibers, cables, and
transmission equipment. Venture based in Wuhan, with
some production in Houma (Shanxi Province) and
Shanghai.

optics link along the Yingtan-
Niamen railway in southern Fujian
Province.

With strains on the telecommuni-
cations system likely to continue un-
abated for the rest of the century,
opportunities for foreign sales of fi-
ber optics transmission systems—
both intracity and intercity—are nu-
merous, and show no signs of letting
UI) SOO11.

Technology transfer strategy

MPT's present plan is to combine
fiber optics purchases with technol-
ogy transfer arrangements, in keep-
ing with China’s long-term policy 1o
develop its own complete fiiber optics
manufacturing capability. The strat-
cgy is to install model long-distance
fiber optics links using foreign equip-
ment, while simultaneously contract-
ing for the transfer of technology for
some of that equipment.

MPT's first major network project
relying on this strategy—a 2,400 km
optical fiber network extending from
Nanjing to Chongqing via Wuhan—
is under way and scheduled for com-
pletion by 1990. While MPT hopes
factories in Wuhan and Guilin will
supply most of the fiber for the
project, equipment for the system
will be imported from the Dutch N.V.
Philips Company and Japan's Nippon
Electric Company. In negotiations
related to the project, N.V. Philips
appears close to concluding a major
$40 million joint venture contract
producting optical fiber and trans-
mission systems at a plant in Houma
(Shanxi Province) and one in Shang-
hai.

China’s other major fiber optics
technology transfer deal involves Ja-
pan’s Furakawa Electric Company.
Furakawa signed a contract last Au-
gust to set up the joint venture
Xianfu Optical Fiber and Cable Com-
pany with a Ministry of Machine
Building Industry factory in Xi'an.
The factory eventually plans to pro-
duce 20,000 kms of fiber annually.

Dilemmas for US firms

Although potential Chinese buyers
continue to express a strong interest
in American fiber optics technology,
few US firms have translated this in-
terest into sales. Overall, Japanese
and Furopean firms have been much
more successful in the Chinese tele-
communications market.

The appreciation of the yen in
1986 and China's concern over its bi-
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lateral trade deficit contributed 1o a
reduction in telecommunications
sales from Japan, long dominant in
China’s telecommunications market.
By June of last year, Japan’s share of
China’s telecommunications imports
had dropped from 77 percent to 58
percent. American mdustry’s share
increased from 2 to 5 percent, but
this improvement paled in compari-
son to European gains. West Ger-
many, in particular, increased its
share of China’s telecommunications
imports from I to 7 percent,

American firms are at a double dis-
advantage in China’s telecommunica-
tions market. China has adopted the
European, or CEPT, hierarchy ol bit
rate standards for telecommunica-
tions transmission equipment, which
makes equipment from Japan and
Western Europe easier to integrate
into the Chinese system. Moreover,
Furopean and Japanese governments
are more ready to offer concessional
financing for major sales.

The scarcity of US telecommunica-
tions equipment in China hit home to
US executives and government rep-
resentatives during the November
1086 US National Telecommunica-
tions Information Administration
(NTIA) China telecommunications
study team trip, which investigated
China’s short- and long-term needs
for equipment and services and the
potential for US industry participa-
tion. Members of the NTIA delega-
tion admitted that they saw next to
no American fiber optics or other
telecommunications equipment in
use during their visits to a number of
telecommunications sites in four dif-
ferent Chinese cities.

While the availability of European
and Japanese concessionary financ-
ing and the difference between
North American and European tech-
nical standards are contributing fac-
tors, American and Chinese industry
representatives largely blame strin-
gent US export controls for Ameri-
can industry’s poor competitive posi-
tion. Ironically, the NTIA-MPT
government telecommunications co-
operation protocol that paved the
way for the study delegation was
signed in May 1986 only after mention
of fiber optics was excluded from the
protocol agreement at the insistence
of the US Department of Defense.

US export controls and fiber
optics

Many in the United States argue
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N.V. Philips/Ministry of Posts and
Telecommunications

ATP (AT&T (US)) and N.V. Philips
joint venture)/Ministry of Posts
and Telecommunications

Sweden

L.M. Ericsson Telefon/China Na-
tional Technical Import Corp.

United Kingdom (incl. Hong Kong)

BICC Ltd./NA

Cable and Wireless (HK), Ltd./
Guangdong Posts and Telecom-
munications Administration

Cable and Wireless (HK), Ltd./
Guangdong Posts and Telecom-
munications Administration

General Electric Company (GEC)
Plc/Shenda Telephone Company

STC Telecommunications, Lon-
don/Guangdong Post and Tele-
communications Administration

Standard Gas Controls (SGC)/
Beijing Glass Research Institute

Plessey Telecommunications Ltd.,
subs. of The Plessey Co. Plc (UK)/
Hunan Posts & Telecommunica-
tions Administration

United States

American Telegraph and Tele-
phone (AT&T)/Zhuhai City Tele-
communications Company,
Guangdong PTT

ATP (AT&T (US) and N.V. Philips
joint venture)/MPT

CCC ELK Fiber Optic Telecom-
munications, Inc./Changsha
Computer Co. (division of Hunan
Electronic Industrial Corporation)

West Germany

Standard Electrik Lorenz (SEL)/
Ministry of Railroads

Standard Electric Lorenz (SEL)/
Shanghai Posts and Telecom-
munications Administration

Signed agreement in October 1986 to sell equipment
for a 2,400 km single-mode optical fiber communica-
tions link extending from Nanjing to Chongging via Wu-
han. Target date for completon is 1990.

Agreement to install fiber optic transmission link in
Beijing, using cable supplied by NKF Kable B.V.

$3.5 million sales contract signed in March 1985 1o in-
stall one radio base station with a 450 megahertz radio,
an AXE 10 digital exchange, and 4 remote switching
units linked via single mode fiber optic cable with 140
Mb/s transmission.

Since June 1985 BICC has sold single-mode and
multimode optical fiber and accessories to facilities in
Guilin, Guangzhou, Wuhan, Beijing, and Shenzhen.

A $6 million project begun in August 1986 to install a
140 mb/s optical fiber communications system between
Hong Kong and Guangzhou. Target date for completion
is November 1987.

Agreement to provide modern telephone facilities in the
cities of Dongguan, Foshan, and Zhongshan, including
direct-dial service to Hong Kong, using optical fiber and
transverse screen cables.

GEC sold a 26 km, 140 MB/s single-mode optical fiber
communications system in 1986.

A $1.3 million order to supply optical transmission sys-
tems using 8 and 34 Mb/s transmission systems plus as-
sociated multiplex equipment.

Sold fiber optics equipment in 1986. SGC Ltd, also sold
lay down equipment to manufacture glass preforms in
production facilities in Wuhan, Tianjin, and Shanghai in
1985.

In August 1986 Plessey agreed to supply two optical fi-
ber telecommunications transmission systems to link
Changsha and Xiangtan in Hunan Province.

Signed contract to supply 25 km optical fiber cable link
to upgrade Zhuhai-Hong Kong-Macau lines,

See Netherlands listing.

Signed a 15-year joint venture agreement in March
1985 to manufacture single-moded fibers, cables, and
photoelectric devices. ELK sold fiber optic cable and
electronics to begin installing transmission systems, Cur-
rently arranging financing for JV; not yet under con-
struction.

Signed contract to sell fiber optics transmissions equip-
ment for Datong-Beijing-Qinhuangdao link along coal
transport line.

Signed contract in 1986 to supply 18-20 km fiber optics
link in Shanghai.

List includes contracts signed and agreements under discussion. Due to the number of ongoing negotiations and
sales at press time, some agreements may have been inadvertently omitted.

Compiled by Lee A, Merkle.




that, because of China’s legitimate
commercial needs and the availability
of equipment and technology from
suppliers in other countries, Ameri-
can firms should be allowed to make
certain fiber optics sales that are cur-
rently discouraged or forbidden by
the US government.

Fiber optics sales, like sales of

other sensitive technologies, are gov-
erned by the US Commodity Control
List (CCL). In November 1983, when
China was moved into Country
Group V (for friendly, nonallied
countries) for the purposes of export
administration, the US government
created a green zone' of Commod-
ity Control List items that, within cer-
tain technical specifications, were
likely to be approved for export to
China. In December 1985, COCOM
adopted and expanded the US green
zone guidelines for use by all COCOM
member nations—adding optical fi-
ber manufacturing equipment
(1353A), transmission equipment
(I519A), lasers (1522A), and glass
preforms (1767A) 1o the list.
Unfortunately, the progress made

in December 1985 still falls short of

US industry needs, with green zone
guidelines for more readily approv-
able fiber optics sales still set far be-
low the level of equipment that the
Chinese want to buy and can obtain
from other countries.

Despite industry recommenda-
tions, CCL specifications for cable
and optical fibers, components, and
accessories (1526A) was not updated
during the 1985 round of limited lib-
eralization, even though the current
3 decibel/km attenuation threshold
is technologically out of date. The
1985 new guidelines still discourage
exports of transmission equipment
for intercity links, although China is
beginning 1o develop its own equip-
ment, and isolated sales of this equip-
ment have been made by other coun-
tries and approved by COCOM.

American telecommunication
firms face the additional problem
that unilateral controls imposed by
the US government are generally
even stricter than COCOM guide-
lines. After US green zone guidelines
were adopted by COCOM and made
applicable to all COCOM countries
last year, US firms have found u
harder than before to get US govern-
ment approval for sales that fall into
the “yellow™ (or above-green) nego-
tiable zone. Meanwhile, American
firms can only envy their competitors

10

in Western Furope and Japan whose
governments actively support yellow
sone license applications in COCOM.
While foreign companies generally
sce their export license applications
clear the domestic approval process
and move along quickly 1o Paris for
COCOM consideration, American
firms can’t even get their licenses ap-
proved in Washington,

One solution tested by larger
American firms s to source China ex-
ports, and the corresponding export
license application, from subsidiaries
in other COCOM countries. But this is
an inadequate long-term solution to

US telecommunications

Srrms can only envy firms in

Western Europe and Japan
whose governments actively
support yellow zome license
applications in COCOM on
their behalf. While foreign
companies generally see their
export licenses clear the do-
mestic approval process and
move along quickly to Paris

Jfor COCOM consideration,

American firms often can’t
even gel them approved in
Washington.

the problem of US approval.
American company represen-
tatives argue that the US government
should treat the limited number of
approved yellow zone cases as prece-
dents and allow subsequent sales of
similar technology. Under the
present svstem, the government
treats information on precedent-set-
ting sales as proprietary company in-
formation, so government employees
involved in licensing are prohibited
by section 12C of the Export Admin-
istration Act from releasing informa-
tion on the status of license applica-
tions of other companies. But US
firms do not need direct access o
such mformaton; they are merely

secking to beneht from precedents
set when apphications similar to theirs
have already bheen approved.

Agencies in the export control
process

Industry experts generally agree
that the US departments of Com-
merce and State take a more liberal
position on the issue of export con-
trols than the Department ol De-
fense. Moreover, the relative weight
ol DODs opinion has increased in
recent years, giving DOD a strong
position among the agencies involved
i export licensing.

The Department of Defense re-
mains intent on preventing China
from developing advanced fiber op-
tic telecommunications capabilities
for natonal security reasons—I{ean
that development of such a system
will significantly enhance China's
military strength. Export license
Classification 1519A, for instance,
draws a distinction between intracity
fiber optics links (permissible tech-
nology for US firms to sell) and
intercity links (not permissible),
hased on the reasoning that China
could rely on these long-distance
links to develop a more advanced mil-
ATy communications system. Simi-
larly, although mulumode fiber ex-
ports don't face great opposition,
single mode hber, which can carry
more information, appears to trigger
this same national security concern at
DOD. Although it is not stated gov-
crnment policy, the relative freedom
fromelectromagnetic interference of
hiber optics lines, especially above the
140 Mbit/second bit rate, is appar-
ently another national security is-
sue—China’s development of this
technology could impede US capabil-
ities o Coverhear”™ words spoken
across Chinese telephone lines.

However, the tide of opinion on
the export controls issue may be
changing. New staff at the National
Security Council may be more recep-
tive to liberalizing export restric-
tons, while the recent release of a
highly publicized and prestigious Na-
tional Academy ol Sciences study
claims that the beneht of export con-
trols to national security “is feasible
only inashrinking number of cases in
which the United States is the only
country possessing the technology.™

As a result, ofheials ar the Depart-
ment of Commerce appear to view
1987 as a vear for progress on the
export controls front. As one DOC

The China Business Review/March-April 1987



official summed up the situation,
“We started way behind. Now we're
gaining strength ... but don't over-
estimate. Whereas before we were
looking at DOD's ankles, we're now

cye-to-eve with its knees.”

Systems vs. component sales

The potential for diverting fiber
optics equipment and technology
from commercial to military use is
the underlying concern behind many
export restrictions. But US firms
hope that the recent Reagan Admin-
istration decision not to oppose the
GEC sale to China signals acceptance
of the fact that direct sales of whole
transmission systems, installed and
supervised by a foreign company, are
unlikely to be diverted to military
uses and thus stand a better chance
of receiving export licenses in the fu-
ture.

With sales of entire systems, some
argue, COCOM countries at least
know where the equipment is going to
be installed, and the foreign vendor
can be required to keep an eye on it as

a condition of sale. The recipient of

the British system sold by GEC, for
example, is the Shenda Telephone
Company, ajoint venture between Ca-
ble & Wireless (HK) and the Guang-
dong Posts and Telecommunications
Bureau that is expected to keep close
control over the new system.

Sales of components, on the other
hand, are less likely to be approved
because their final destination and
use are more difhicult to monitor.
Ironically, the recently approved
GEC sale included components man-
ufactured by an American company
that has repeatedly been denied US
export licenses to ship the very same
components to China. “"We can sell
our components to other COCOM
countries, and they can sell them to
China, but we can't sell them to
China,” laments an industry repre-
sentative.

China moving faster than US
policy

Despite US government policy 1o
limit China to acquisition and devel-
opment of short distance, intracity h-
her optic networks, China is forging
ahead with long distance intercity
links. In mid-1986 MPT Vice Minis-
ter Zhu Gaofeng announced China's
intention to begin building long-dis-
tance, high capacity optical fiber net-
works across the country, beginning
in this five-vear plan period, and 1o
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Pholo courtesy of Wayne Kay

Chinese technician conducts qua!r'!_r
control tests on an optical
fiber waveguide in Wuhan.

Optical fiber waveguide terminal
480-channel equipment bay in Wuhan.

import whatever equipment is
needed to do so, and according to
MPT officials, other ambitious plans
are in the works.

Judging by the level of China’s fi-
ber optics research, the number of
fiber optics links already installed in
China, and increasing foreign sales
and technology transfer agreements,
MPT’s present reliance on advanced
fiber optics telecommunications
technology for both intracity and
intercity networks is likely o pro-

ceed—with or without changes in US
export control policy. Although fiber
optics technology does have certain
potential military applications, China
has legitimate commercial reasons
for acquiring fiber optics technol-
ogy—the need to develop cost-effec-

it
s
=
=
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tive production of fiber optics sys-
tems to meet its long-term goal of
upgrading telecommunications
transmission capabilities within and
between large industrial cities.

With only 6.26 million telephones
currently in operation, less than one-
half of 1 percent of China's popula-
tion has a private telephone. China’s
telecommunications system is a long
way from meeting the needs of the
country's economic development. If
China is the “friendly, nonallied™
country the United States govern-
ment claims it is, American industry
believes that it should be allowed to
assert its competitiveness and sup-
port China’s move toward develop-

ment ol a modern telecommunica-
; e
Lons svstem. 7T

1
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A Tale of New Cities

Rapid urbanization is changing the contours of the China market

own through the millen-

nia, Chinese society has

been overwhelmingly

agrarian. Indeed, as late
as 1953, when the PRC conducted its
first census, 87 percent of the popu-
lation lived in the countryside. Al-
though rapid industrialization gave
impetus to urban growth after 1953,
China’s 1982 census could sull re-
port that 79 percent ol its citizens
lived in rural areas.

The modern world sull clings 1o
the image of China as essentially ru-
ral, its typical citizen the village peas-
ant so valued by Chairman Mao
Zedong. But since 1982, economic
and social reforms have dramatically
transformed the Chinese landscape.
The inhabitants of China's cities and
towns have increased from 21 per-
cent of the population in 1982 10 37
percent by 1986, Cities and towns are
being established and revived all over
China, thenw economic functions no
longer stifled by rigid Maoist regula-
tions against labor mobility, market
activity, and self-employment. By the
turn of the century, China’s popula-
tion 1s likely to be more urban than
rural, with profound implications for
the lives of 1ts people and their eco-
nomic relations with the outside
world.

Explosive growth in the urban
population between 1982 and 1985
has been mirrored by rapid expan-
sion in the urban economy. This eco-
nomic growth pattern is likely to con-
tinue for the balance of the century.
Since [oreign trade and investment
are heavily concentrated in China’s
cities, the expansion of markets fo
imported producer goods, construc-
tion equipment, production technol-
ogy, and foreign capital are directly
driven by the heated pace of ur-
banization. Commercial transporta-
tion and communication links among

12

Kim Woodard and Judith Banister

the cities are also expanding, facili-
tating market access to inland cities
and 1o the small and mid-sized cities
that are experiencing the highest
rates of population growth.

Recognizing this growing diffusion
of China's urban markets, the most
aggressive foreign companies are al-
ready looking beyond special eco-
nomic zones, coastal cities, and the
major metropolises (e, Beijing,
Shanghai, Tianjin, and Guangzhou)
for new trade and investment oppor-
tunities. Preliminary data indicate
that foreign investors are beginning
to turn inland instead of concentrat-
ing investment only in large coastal
cities. About one-fourth of total for-
cign investment utilized in the first
three quarters of 1986 went to inland
cities and provinces, a substantial in-
crease over inland imvestment in the
1979-85 period. This is encouraging
evidence that rapid urbanization and
foreign access to China's inland ur-
ban markets may already be proceed-
ing hand-in-hand.

THE URBAN PHENOMENON
Waves of migration

Until the current urban popula-
tion explosion accelerated in the
early 1980s, China’s most rapid pe-
riod of urbanization occurred during

the first decade after the founding of

the PRC (see graph). Workers moved
to the cities in large numbers to fll

jobs in newly established heavy indus-

tries, and fled the countryside where
a collectivization of agriculture was

For detailed data sources and technical
definitions, see Judith Banister, Urban-
Rural Population Projections for
China (Washington, DC: US Bureau of
the Census, Center for International Re-
search, March 1986) CIR Paper Number
15.

followed by the famine of the Great
Leap Forward. Much of this move-
ment was to China's larger cities, as
opposed to the current trend to
smaller cities.

Alarmed by swelling city popula-
tons, officials blocked further ur-
banization for two decades with poli-
cies designed to keep people in the
villages, including location-specific
population registration, urban food
rationing, restrictions on movement,
and police harassment of those who
tried to move to the cities. In addi-
tion, tens of millions of people born
and raised in the cities, most of them

just graduated from middle school,

were sent up to the mountains and
down to the villages,” especially dur-
ing and after the Cultural Revolu-
tion.

But the 1976 death of Mao Zedong
and the arrest of the “Gang of Four™
transformed the situation. In the late
1970s, most of those who had been
sent out of the cities returned home,
swelling the urban population, and
many new recruits refused to leave.

Unemploymentin the cities quickly
became a pressing problem. Begin-
ning in 1979, the Chinese govern-
ment responded with eased restric-
tions on urban employment thai
included loosening the labor bu-
reau’s monopoly over job allocation,
allowing limited self-employment,
and encouraging the creation of jobs
in labor-intensive light industries,
CONSUMEer services, transport, con-
struction, and repair services. In re-
cent years the escalating waves of mi-
gration from rural to urban areas
have been accommodated by
successive relaxations of migration
and emplovment regulations.

Modernization and urban growth
Economic reforms are the driving
force behind urbanization in the
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1980s. In rural areas, a system of
land contracts between individual
households and village authorities
has replaced the former commune
system, giving households more di-
rect incentives to improve farming
efficiency. But as a result, rural un-
employment and underemployment,
formerly masked by the commune
structure,
more visible; an estimated 30 percent
w40 percent of the rural work force
is now considered “‘surplus,” that is,
not needed in agriculture.

To employ the surplus rural labor
force, the State is now encouraging
workers to “leave the land but not
the village™ by taking up sideline
occupations, rural handicrafts, trad-
ing, and other activities. But rural ar-
cas can productively absorb only part
of this large surplus, and the rest of
the workers must “leave the land and
the village™ to find work.

Economic reforms also fuel ur-
banization by giving towns and cities
a new economic lease on life. For-
merly dying towns are becoming
thriving market centers serving the
surrounding countryside. Now that
farmers are producing beyond sub-
sistence and are allowed to sell their
surplus, buyers and sellers are on the
move between lh{‘ (‘(nmn‘ysidt‘ 'd.l'](l
the lively city and town markets. The
government has relinquished its mo-
nopoly on retailing, so villagers are
also moving to towns and cities to set
up shops.

have suddenly become

Policy limits growth of largest
cities

Increases in China’s urban popula-
tion were once viewed as a disastrous
breakdown of economic and social
order. But as China’s economic
transtformaton has unfolded since
1978, the post-Mao leaders have
gradually changed their attitudes to-

Kim Woodard is president of China
Energy Ventures. Founded in 1980, the
firm pruvir!r.s market analysis, sales as-
investment and trade advice,
and other executive cons ul!ing services to
companies active in the China market
and is based in Washington, DC.

sistance,

Judith Banister is China branch chief

at the US Census Bureau and a leading
expert on China’s population. She is the
author of China’s Changing Popula-
tion (Stanford University Press, 1987)
and numerous other publications and is
also a pur(-(nm‘ assoctate prrgfes.mr at
George Washington University.
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ward urbanization. In stark contrast
to their former perception is the new
official attitude embodied in the Sev-
enth Five-Year Plan (1986-90),
which notes that, “*As the productive
forces grow, and particularly with the
flourishing of the rural economy, in-
creased urbanization and the emer-
gence of new cities are inevitable.”
This dramatic turnaround was en-
couraged by many of China’s newly
trained economists and demogra-
phers who have argued that ur-
banization is an essential part of eco-
nomic development and nothing to
be afraid of.

This does not mean that the Chi-
nese government has abandoned all
attempts to regulate migration from
rural to urban areas. The policy since
the end of 1980 has been ““to control
the size of large cities, to reasonably
develop 1II('(|Illlll-hllt(l cities, and to
actively develop small cities.” In this
context, “develop” means to allow
migration from rural areas consistent
with the economic progress or poten-
tial of the city. Migrants are encour-
aged 1o settle in towns or small cities
not far from their village of origin,
rather than converge on a few large
cities, as happens in most developing
countries. Those who wish to make a

55

permanent move to a ('ily or town
must apply for and receive permis-
sion to do so; more and more people
are now getting such permission if
they do not request a move to the
country’s largest cities.

Between 1982 and 1985, the num-
ber of cities with 2 million or more
permanent residents remained con-
stant at 13, while the total number of
permanent residents in these cities
increased by only 6 percent, or less
than 2 percent per year. But in the
same period, the number of cities
with populations of 1-2 million in-
creased from 25 to 44, and their
population grew by 74 percent. Even
more dramatic, the number of cities
in the 500,000 to 1 million range
grew from 47 to 85, with an 81 per-
cent increase in population. The
number of even smaller cities is grow-
ing more modestly, but the number
of incorporated towns has multiplied
threefold, with population there
soaring 157 percent. These statistics
indicate that the Chinese govern-
ment is succeeding in preventing
massive permanent migration to the
largest cities, while diverting urban
growth to cities with fewer than 2
million inhabitants and to urban
towns.
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The floating population

Not only are many people being al-
lowed to move permanently to cities
and towns, but many more are now
allowed to travel temporarily to ur-
ban places to sell their rural prod-
ucts, buy in the markets, provide ser-
vices, work in construction teams Lo
build city infrastructure and housing,
or perform contract labor for indus-
tries. This floating or ‘flowing’ popu-
lation (liudong renkou) has been
mushrooming in the last few years. In
some towns, the floating population
is several times the size of the recog-
nized permanent resident popula-
tion. The floating population now
constitutes a significant and escalat-
ing portion of the de facto popula-
tion of many large cities. For exam-
ple, Beijing, with a permanent
resident urban population of 6 mil-

lion, had a floating population of

500,000 at the end of 1984 that in-
creased to 700,000 in early 1985.
Shanghai, whose urban population is
7 million, had a floating population
of 590,000 in August 1984 that grew
to 1.6 million by early 1986.

The urban floating population is
now linking rural areas with urban
areas and urban areas with one an-
other in ways that were stymied for
two decades before the economic re-

forms. The floating population swells
the actual population of urban areas
from the smallest zhen to the largest
city. Some of the urban floating
population are “‘temporary’’ resi-
dents who have lived in the urban
area for more than a year. In the mid-
year 1982 census, this long-term tem-
porary population was about 2 per-
cent of the number of recognized
permanent residents. By now this
component of the “floating™ popula-
tion is much larger. These migrants
are urban residents in fact, if not in
name.

Urban population structure

China’s urban residents have had
low fertility rates since the mid-
1960s, and the government's one-
child-per-couple program is ex-
tremely effective in cities. As
individuals migrate from rural to ur-
ban areas, their childbearing poten-
tial soon comes under the close scru-
tiny and control of urban family
planning authorities. Therefore, it is
likely that urban ferdlity in China will
remain very low by world standards.
The proportion of children is declin-
ing quickly in urban areas. The 1982
census showed that 27 percent of the
urban population was under age 15,
compared to 35 percent of the rural
total.

THE RISE OF CITIES

Population Trends 1982-85 -

(total population)

Urban children are comparatively
well provided for and well educated.
Indeed, as urban couples are limited
to one child, they are concentrating
their attention and resources more
and more on that child. This implies
an expanding market for higher qual-
ity clothing, toys, educational materi-
als, and leisure activities directed to-
ward urban children.

In the urban population, the cen-
sus counted 66 percent in the age
group 15-59, compared to 57 per-
cent of the rural population. This
working-age group has a surplus of
men in urban areas because, since the
PRC was founded, rural-to-urban mi-
grants have been predominantly men
who were forbidden to bring depen-
dents or found it inconvenient to do
so. In the urban population aged 15—
59, as of 1982, there were 114 men
per 100 women. This ratio is likely to
have risen since then, as more and
more men have left the villages to
work in cities and towns.

Future urbanization

Chinese sources suggest that for-
mal and informal migration from ru-
ral to urban areas is escalating now,
and that new cities and towns are still
being established. Therefore, indica-
tions are that the urbanization of
China will continue in the foresee-

1983

SOURCE: US Bureau of the Census; China State Statistical Bureau, 1986 Statistical Yearbook
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able future. A variety of alternative
projections have been created with a
range of assumptions about the
speed of urbanization. Even cautious
assumptions about how fast this pro-
cess will occur conclude that the
population will increase from 37 per-
cent urban at the end of 1985 to al-
most half urban by the turn of the
century. More plausible assumptions
project a population over half urban
by then.

China’s rural population is pro-
jected to decline by about 1 percent
per year, the net result of 1 percent
natural population growth and 2
percent loss to the urban sector. In
urban areas, the modest natural
population growth combined with
in-migrants, urban boundary
expansion, and reclassification
brings about a 2-4 percent annual
increase in the urban population
total.

THE ECONOMIC IMPACT

Implications for the urban
economy

Industry, the largest single con-

Collective and locally controlled
industrial enterprises are expanding
output at more than double the
growth rate for State-owned enter-
prises. Private handicraft industries
are experiencing explosive growth,
but still contribute less than 1 per-
cent of total industrial output value
in the cites.

Expansion of city economies re-
quires continued industrial growth.
Rapid urbanization is therefore good
news for companies selling machin-
ery, producer goods, and manufac-
turing technology. China’s imports
of machinery and equipment quadru-
pled in two years—from $4 billion in
1983 1o $16 billion in 1985—and
now account for about 40 percent of
the country’s total imports. While
China’s current trade imbalance and

foreign exchange shortage are slow-
ing down new machinery orders,
this is likely to be a transitory prob-

lem given the market pressures gen-
erated by the growing urban econ-
ony.

Challenges for smaller cities
Despite the vitality of industrial ex-
pansion, there are deep disparities
between large and small cities in the
intensity of industrial development,
the allocation of new capital invest-
ment, and the development of basic
infrastructure. Towns and small cit-
ies are receiving the brunt of rural
migration. Yet on a per capita basis,
small city residents only have access
to one-fourth as much electricity, less
than half as many doctors, and one-
eighth as much public transportation
as their counterparts from the largesi
cities. New migrants to small cities
and towns usually start out at the low
end of the urban economic ladder
and suffer most from the effects of
these disparities—even though they

Number of Cities by Population
Category

tributor to the urban economy, is 325
growing very rapidly in most urban
areas. During the Sixth Five-Year 350
Plan (1981-85) the gross output
value of city-based industries grew by
4.3 percent per year, keeping pace 275
with the 12.6 percent increase in
city population. This pattern is likely ~
% 3 . s 250
to continue under the Seventh FYP,
but at somewhat lower growth rates,
perhaps 4-5 percent per year 225 D—
for city population and 7-8 percent
per year for city industries (see
L ' 200 —
lable 2).
4
[4—o/
Population Key 175
Population City population figures include Number of Cities
Average Annual urban residents with permanent Average Annual -
Rate of Growth resident status only Rate of Growth 130
-6.4% Rural NA - I
s ]
31.5% Town* NA
100 B—
10.7% Cities under 500,000 5.6%
75 B
19.7% Cities 500,000-1 million 19.8%
50 — —
18.4% Cities 1 million-2 million 18.8%
Cities 2+ million 0%
1.0% National Population
19821

*China’s military population (4.24 million in 1982) is included in the town

population figures.

16 smaller cities did not report

1983*

1984

(see map)

1985

218 smaller cities did not report
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may be comparatively better off than
they were in their former villages.
While officially encouraging mi-
gration to small cities and towns, the
State has done lhittle to redress the
disparities between large and small
cities. In 1984 fully 42 percent of all
reported investment in city capital
construction was channeled 1o the
large cities (over 1 million popula-
tion), which have 28 percent of total
city population, while less than 16
percent went to the small cities (see
Table 1). The Seventh FYP calls for
continued concentration of capital
imvestment and infrastructure devel-
opment in the large cities, while scek-
ing to stabilize population there by
denying registration and permanent
resident status to new migrants. The
large-city orientation of urban devel-
opment policy helps explain the

rapid increase of the floating popula-
tion in China’s largest cities.

Employing the new urbanites

Even though industrial output is
keeping up with the growth of city
population, employment opportuni-
ties in cities of all sizes are not ex-
panding as rapidly as the rising tide
ol city population. Because most fac-
tories are trying to contain or reduce
their employment rolls in their drive
for greater efficiency, positions
for workers just entering the labor
force must come mainly from the
estab-
lishment of new enterprises. Private
employment is rising fast, but
not fast enough to be of much help.
Only 3 percent of city statt and work-
ers are emploved by private enter-
prises.

Assessing the meaning of statistics
on the size and growth of China’s ur-
ban population presents problems for
demographers. Some of China's urban
growth is merely a function of China’s
recently loosened criteria for what
constitutes a city or town. Most of the
growth of China’s urban population in
1984, for example, was caused by a
shift in the rules for establishing urban
towns. In that one year, the number of
towns in China qualifying as urban
more than doubled from under 3,000
to 7,280, and the urban town popula-
tion doubled too. Even so, the rapid
establishment of new cities and towns
in China is not a meaningless phenom-
enon. It is a recognition not only of
the urban qualities formerly possessed
by these places, but more important of
the recent development of their indus-
tries and retail trade.

The economic boom in the newer
and older urban places is being
spurred on by the permanent and the
circular flow of people from rural ar-
cas. The rapid rise in the ‘floating’
population of the cities (see page 14) is
not reflected in the urban population
statistics. By excluding them the offi-
cial urban population figures tend to
underestimate the true urban total.

This is at least partially offset by an-
other error in the urban figures that
tends to overestimate the urban popu-
lation. City and town boundaries in
China have been drawn with too litle
regard for whether they include the
whole built-up urban area and exclude
nonurbanized areas as they should.
Some Chinese cities and towns include
large tracts of essentially rural land

UNDERSTANDING URBAN STATISTICS

within the urban boundary.

The problem is indicated by the
large "agricultural” population in-
cluded within the boundaries of city
districts and urban towns. But caution
is required using PRC data on the
“nonagricultural” and “agricultural™
populations of urban places, because
these terms often do not mean what
they say. ““Nonagricultural™ usually
means qualifying for the right to pur-
chase State-subsidized grain, and es-
pecially since 1984 many migrants to
cities and towns have moved there to
engage in nonagricultural work but do
not qualify for this benefit and are
therefore termed part of the “agricul-
tural” population.

Throughout this article, in dealing
with urban data, we distinguish “city”
from “urban.” There is no minimum
population size boundary for officially
recognized cities, but almost all have
over 50,000 residents. In 1984 there
were 295 incorporated cities in China,
and this number climbed to 324 in
1985. Data on economic and market
conditions in the cities are relatively
plentiful.

“Urban" is a broader term, and in-
cludes both the cities and incorpo-
rated towns (zhen). By the end of 1984,
there were 7,280 urban towns, and the
Seventh FYP projects an increase to
10,000 by 1990. The towns currently
hold about 45 percent of total urban
population. Aggregate economic data
on the towns is still rare and has not
been reported here. We assume that
the same economic and market trends
prevalent in small cities are also re-
flected in the towns. —KW and |B

During the Seventh FYP, there-
fore, China faces the daunting task of
finding employment for its new ur-
ban residents. According to Jeffrey
R. Taylor of the US Census Bureau,
China’s total urban work force stood
at 208 million at mid-year 1985, Be-
tween 1980 and 1990, the number of

jobs needed in urban areas will in-

crease by 60-85 million, depending
on the rate of rural-to-urban migra-
tion and reclassification of cities and
Lowns.

One ofhcial response to the em-
ployment crisis in the cities has been
to develop the so-called “tertiary™ in-
dustries, which consist of the com-
mercial and service sectors. Retail,
catering, and service trades consti-
tuted 12 percent of the total nonagri-
cultural city work force at the end of
1985, Employment in commercial
and service enterprises nearly dou-
bled between 1982 and 1985 and will
double again by 1990. The rapid ex-
pansion of the commercial and ser-
vice sectors is also revealed in statis-
tics for the number of “urban trade
markets,” which jumped from 3,600
in 1982 1o 8,000 in 1985 (see Table
2). These new markets, which often
operate in the evenings, provide out-
lets for food, clothing, and house-
hold items produced by private cot-
tage industries.

URBAN INFRASTRUCTURE: NEW
OPPORTUNITIES

China’s urban planners are begin-
ning to recognize the deficiencies of
current programs to develop city in-
frastructure. One article in the Chi-
nese press pointed out that the aver-
age ratio of investment in housing
construction to investment in other
infrastructure developmentis 20: 1 in
China but abour 2:1 in other devel-
oped countries. The Seventh FYP
places greater emphasis not only on
urban housing construction, but on
the infrastructure required to sup-
port new housing—roads, water sup-
ply, sewers and garbage disposal, dis-
trict heating systems, electric power
supply, and phone systems. But the
focus of new infrastructure invest-
ment remains on the large cities and,
at least for the next five vears, may
have little to offer small cities and
towns where the greatest population
growth is taking place.

The housing market

Since housing is the most basic of
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urban mfrastructure requirements,
migration to China’s cities and towns
is first and foremost stimulating a
boom in the housing industry. As
many as 10 million urban families in
China are currently living in tempo-
rary nonresidential quarters, such as
hallways, attics, or storage space. Ap-
proximately I million of these fam-
ilies are classified as homeless.

Data vary on per capita living
space, but all estimates point to ex-
treme crowding among families that
do have apartments. Per capita living
space in the cities averages about 2.7
square meters (28 square feet). Since
crowding 1s more severe in the cities
than in the towns, the average urban
living space may be in the range of 3—
b square meters (32-42 square feet)
per capita.

Long aware of the urban housing
problem, the State is investing
heavily in residential construction.
State-financed capital construction
of urban housing during the Sixth
FYP added 648 million square me-
ters, or nearly half of the total resi-
dential floor space built since 1949,

Under the Seventh FYP, 13 nmullion
apartments totaling 650 million
square meters will be built through
State-controlled investment.

The rate of investment in new city
housing is growing at 13-15 percent
per vear. However, residential floor
space in use has been expanding at
only 8-9 percent per year, not
enough to handle the growth of the
city population. Furthermore, the
State loses vast amounts of invest-

ment capital in the construction of

subsidized housing that is rented at
only 8 fen (2 cents) per square meter
per month; the average family of five
spends only 3 percent of its income
on housing rental. As a result, reve-
nues from rents in State-owned
apartment blocks actually cover less
than hall the cost of upkeep and
never recover the original capital
COst.

As one solution to the housing
crunch, the government is now en-
couraging private home ownership.
Beginning in 1978 and accelerating
after 1982, the State has othcially en-
couraged the private sale of apart-

ments and even private financing of
housing construction. As ol June
1086, 80 cines permitted the sale of
housing on the private market. Lead-
ing the way is Shanghai, which sold
2,900 apartments 1o individuals in
1985 and about 6,000 units in 1986
—stll only about 3 percent of all new
units built in Shanghai in 1986, But
ofhicials have made it clear that limits
will be placed on privatized real es-
tate ownership. Land will continue to
be publicly held; only the apartument
structure itself will be considered pri-
vate property.

Housing construction
opportunities

Foreign companies have begun to
participate in China’s urban housing
boom, although their involvement is
still limited to the construction of
high-cost housing units for expatri-
ate personnel and luxury hotels for
foreigners. A number of US and Jap-
anese firms are building prefab-
ricated detached houses in joint ven-
tures with Chinese partners. For
example, Misawa Homes is building

TABLE 1
DISTRIBUTION OF RESOURCES BY CITY SIZE: 1984
City Size*
Over 500,000~ 200,000~ Under All 295

2 million  1-2 million 1 million 500,000 200,000 cities
% of total city population 17.8% 9.8% 16.9% 25.1% 30.4% 100%
PRODUCTION (million 1980 RMB)
Gross agricultural output 4,914 2,935 5,861 11,587 16,437 41,734
% of all cities 11.8% 7.0% 14.0% 27.8% 39.4%
Gross industrial output 159,595 66,917 96,641 105,022 56,594 484,769
% of all cities 32.9% 13.8% 19.9% 21.7% 11.7%
CAPITAL CONSTRUCTION INVESTMENT!
(million 1980 RMB)
New investment by State 12,094 4,914 8,924 9,305 7,163 42,399
Renovation by State 6,082 3,017 3,775 3,985 2,474 19,333
Investment by collectives 822 394 684 924 491 3,315
Total investment 18,997 8,325 13,383 14,214 10,129 65,048
% of all cities 29.2% 12.8% 20.6% 21.9% 15.6%
INFRASTRUCTURE
Electric power consumption? (kwh per person per year) 193 155 132 77 45 105
Number of buses (per million population) 493 368 241 138 64 219
Kilometers of sewer pipes 8,048 4,803 5,942 6,355 4,137 29,285
PUBLIC SERVICES (per thousand population)
Medical doctors 4.9 4.6 4.1 3.0 2.2 3.5
Teachers 10.2 13.5 129 10.1 9.5 10.7
Library Books 1,633 1,655 1,055 641 350 899
“classified by number of permanent nonagricultural residents
'Includes investment of over ¥50,000 by State-owned units and over ¥20,000 by collectives
‘Residential and commercial uses only
Source: State Statistical Bureau China Urban Statistics 1985
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136 houses
the Beijing Guang Ming Industry
Company, while a competitor, Daiwa
House, is building 300 prefabricated
houses in Shanghai. But like
the posh joint venture hotels, these
houses are for foreigners only, and
is therefore extremely

in partnership with

the market
limited.

But there are many opportunities
to participate indirectly in the urban
housing boom, which is generating
demand for foreign building materi-
als, construction equipment, and
construction technology. The biggest
long-term market may be in manufac-
turing technology for household ap-
pliances, utilities, and fixtures made
under license in China. By 1985 Chi-
na’s total imports of household re-
[rigerators reached $170 million,
while the value of licensed refriger-
ator production was several times
this figure. Several European and
Japanese companies are transferring
electric light bulb and fixture manu-
facturing technology to Chinese fac-
tories. The urban housing market is
vast and still growing, but market ac-
cess will depend on strategies that
combine investment and technology
transfer with direct sales.

Other infrastructure plans
Electric power equipment: The
most capital-intensive infrastructure
development plan currently under
way 1s the expansion of electric
power supplies. China’s cities con-
sumed 207 billion kilowatt-hours in

The increase in China’s ur-
ban population during the
decade of the 1980s alone
will be greater than the en-
tive population of the United
States.

1984, a figure that is targeted to
grow b-7 percent annually to more
than 300 billion kwh by 1990, Indus-
trial consumption of electric power
accounts for 80 percent of total city
consumption, while residential and

commercial power consumption is
less than 20 percent. And since about
20-30 percent of total industral ca-
pacity is idled at any given time by
power shortages, further expansion
of industrial power consumption is
needed.

Yet with increasing city popula-
tions and rising ownership of electri-
cal appliances, residential and com-
mercial power demand may even out-
pace industrial demand. Over the
next 10=15 years, demand pressures
in the cities will spur heavy invest-
ments in the electric power industry.
Topping the list of priorities will be
modern technology for manutactur-
ing switchgear, city power distribu-
tion and control systems, and meter-
ng systems.

Pipeline systems: Pipeline, pump-
ing, and filtration equipment and
technology, so badly needed in Chi-
nese cities, present another major
market for foreign companies. City
waterworks with a total capacity of 17
million kiloliters per day will be in-
stalled under the Seventh FYP At
least 23 large sewage treatment facili-
ties with an aggregate capacity of 5
million kiloliters will The
central government has budgeted

be built.

TABLE 2
GROWTH OF CITY INDUSTRY AND COMMERCE
avg annual avg annual
growth rate 1990 growth rate

1982 1984 1985 1982-85 (projected) 1985-90
Number of cities 245 295 324 9.3% 400 4.2%
City population (millions) 145.2 191.4 211.9 12.6% 265 4.5%
GROSS INDUSTRIAL OUTPUT OF CITIES
(Billion 1980 RMB)
State-owned enterprises 313.3 390.2 451.0 12.1% 615 6.2%
Collective enterprises 60.0 80.8 115.2 21.8% 200.0 11.0%
Other enterprises 3.4 7.0 10.1 36.5% 20.0 13.7%
Private handicraft industries 0.2 0.5 7 80.9% 5.0 21.6%
Total 376.8 478.5 578.0 14.3% 840.0 7.5%
NUMBER OF STAFF AND WORKERS
(millions)
State-owned units 44.0 49.2 51.5 5.2% 65.0 4.6%
Collective units 15.4 17.9 18.8 6.7% 30.0 9.3%
Privately employed 0.5 1.4 2.0 45.4% 5.0 18.1%
(% of staff and workers) 0.9% 2.1% 2.8% 5.0%
Total staff and workers in cities 59.9 68.5 72.3 6.3% 100.0 6.5%
COMMERCIAL ACTIVITY IN CITIES
Retail sales of consumer goods (billion current RMB) 7.2 103.4 138.5 22.2% 250.0 11.8%
Number of urban trade markets 3591 6144 8013 26.8% 15000 12.5%
Commercial employees' (millions) 5.0 7.4 9.4 21.1% 20.0 15.0%
(as % of city work force) 7.7% 9.7% 11.6% 16.7%

"Includes personnel engaged in retail, catering, and service trades.

Sources: State Statistical Bureau Statistical Yearbook; 1990 projections by China Energy Ventures based on 7th FYP
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¥ 1.8 billion (8500 million) to build
18 district heating systems that will
expand residential district heating
from 40 to 100 million square meters
by 1990. The proportion of city
houscholds using gas for cooking is
targeted to double from 20 percent
to 40 percent of all city households,
requiring the installation of natural
gas distribution pipelines with 9 mil-
lion cubic meters per day capacity.

Urban transportation: In China’s
larger cities, trafhic regulation and
congestion are becoming serious
problems as the number of cars and
bicycles on the roads climbs rapidly.
Beijing, for example, has more than
300,000 vehicles and 5 million bicy-
cles vying for space on busy down-
town thoroughfares. Workers with-
out housing on factory grounds
commonly face a commute of 1-2
hours in each direction to travel just
a few kilometers. In the small and
mid-sized cities, more streets and
roads must be built to accommodate
new apartment blocks.

I'he Seventh FYP's call for the ad-
dition of 30,000 public buses and
14,000 km of public roads by 1990
will just scratch the surface of the ur-
ban transportation problem. In the
near term, modern trathe design and
control engineering would help ease
congestion, while in the longer term
the major cities may require con-
struction of costly rapid transit sys-
tems. The market potential for for-
cign engineering firms in these areas
15 substantial.

Urban telecommunications:
China has already begun to expand
and modernize urban telephone and
telecommunications systems. Tele-
communications equipment imports
reached $170 million in 1984 and
$357 million in 1985 and are expand-
ing at a rate of 50 percent per year. A
number of foreign companies are al-
ready selling telecommunications
equipment or even manufacturing
some systems in China.

The Seventh FYP calls for install-
ing an additional 3 million phone
lines by 1990, State investments un-
der the plan are targeted at ¥3-¥4
billion, or about $1 billion per vear,
of which at least half will be foreign
exchange expenditures for equip-
ment and technology imports.
Shanghai alone plans to triple the
size of its phone system by 1990 with
an investment of ¥2 billion ($540 mil-
lion), adding 38 phone exchanges
and 750,000 new lines and upgrad-
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ing 43 existing exchanges.
Construction equipment: China’s
total imports of construction equip-
ment were $129 million in 1984 and
$224 million in 1985. New orders for
construction equipment were off
somewhat during 1986 because of
the foreign exchange squeeze but
should recover by 1988 as the trade
imbalance eases. The driving force
behind construction equipment im-
ports, including cranes, bulldozers,

Aggressive foreign compa-
nies are now reaching mar-
kets in large, inland cities
such as Wuhan, Chongging,
Xi'an, and Shenyang. Bul

few have the marketing re-

sources or i n-country person-
nel to reach mid-sized cities.
Direct access to markets in
small cities and towns, where
the fastest growth in the ur-
ban pnpu/at?'on IS occurring,
is still out of the question for
most firms.

excavators, and other equipment is
the urban building boom—a force
that can only increase over the next
few years.

Tapping the urban market

Rapid urbanization ranks with in-
dustrial modernization and the
development of energy resources as
among the most basic market trends
in China, and is already having a sub-
stantial impact both on the domestic
economy and on opportunities for
foreign trade and investment. The in-
crease in China’s urban population
during the decade of the 1980s alone
will be greater than the entire popu-
lation of the United States.

Identifying and pursuing opportu-
nities in urban development presents
a major challenge for companies do-
ing business in China. There is simply
no way for a foreign company, op-

erating out of an office in Beijing or
Shanghai, to reach potential markets
in all 324 cites, let alone n all of
China’s 7,280 towns. The most ag-
gressive foreign companies are now
reaching markets in large, inland cit-
ies such as Wuhan, Chongqing,
Xi'an, and Shenyang. But few compa-
nies have the marketing resources or
in-country personnel to reach mid-
sized cities. And direct access to mar-
kets in small cities and towns, where
the fastest growth in the urban popu-
lation is occurring, is still out of the
question for most firms.

But the increasing commercial ac-
tivity stimulated by economic re-
forms in China is helping to knit cit-
ies and towns together into local and
regional market networks. Such net-
works can serve as channels of mar-
ket access to the most rapidly ex-
panding urban markets, particularly
for consumer goods. The same chan-
nels will be used to sell products man-
ufactured in the small cities and
towns that are destined for export. A
local Chinese partner with good ac-
cess to the commercial network in
China’s cities and towns may thus be-
come an mvaluable asset to the com-
pany with broad marketing needs.

CHINA ENERGY VENTURES, INC.
(CEVCO)

Dr. Kim Woodard, President

Trade and Investment
Marketing and Sales
Representation
Operations and Cost Control
Joint Ventures and Licensing

Forecasting and Research

Success in the China market
depends on experience, accu-
rate information, and dcep
in-country contacts. We provide
excceutive-level commercial
consulting of the highest stan-
dard at reasonable cost. Our
experience includes service to
major corporate clients over a
broad range of industries since
1981.

Suite 410
1300 Nincteenth Street, NW.
Washington, D.C. 20036

(202) 328-1600
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Consumer Forecasting

New Chinese studies predict steady growth in consumer demand

conomic reforms have
helped per capita income
in China climb at an aver-
age annual rate of 15 per-
cent in rural areas and 9 percent in
cities and towns since 1978—after
discounting for inflation. This rising
purchasing power has fueled a
growth in consumer demand that is
nothing short of spectacular:

® In 1981 only 6 percent of urban
households owned washing ma-
chines; by 1985 more than half of ur-
ban households had one.

® Spending on housing by rural
families has risen so fast that floor
space added since 1978 exceeds total
rural housing construction in the
previous 30 years.

® Consumption of self-produced
goods in rural households fell from
60 percent of their total consump-
tion in 1978 to 40 percent in 1985.
Most peasants now buy their clothes,
homes, and household articles rather
than make them themselves.

How long will the consumption
boom last? Answering this question is
vital to Chinese planners who worry
about meeting the vast demand for
consumer goods they have helped to
unleash as well as the effect this de-
mand is having on inflation and the
nation’s foreign exchange reserves.

But instead of looking only to pro-
jections contained in official five-
year plans for answers, planners are
paying increasing attention to inde-
pendent Chinese forecasts of con-
sumer demand. Unlike the consump-
tion forecasts of previous decades,
the latest efforts by leading Chinese
economists are available to the pub-
lic. The best of these projections em-
ploy the full range of modeling tech-
niques used by Western economists.

Though intended mainly for a Chi-
nese audience, foreign firms can also
benefit from studying these projec-
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tions. Whether manufacturers of

consumer or producer goods, firms
will find the projections useful indi-
cators of Chinese investment and
business patterns over the next 10-
15 years. Detailed consumption fore-

casts based on nationwide surveys of

household income and expenditure
can help consumer goods manufac-
turers determine the potential mar-
ket for their products. And since con-
sumer demand is the driving force
behind demand for all commodities,
the foreign capital goods manutac-
turer can also glean insights into the
needs of domestic industry. In times
of high consumer demand, Chinese
factories will require imported ma-
chinery, supplies, and know-how to
boost the volume and quality of their
consumer products.

New studies look to 1990 and
beyond

The findings of six of the best re-
cent economic forecasts are reviewed
here—most of them never before
published in English (see box). All
predict continued healthy growth in
consumer demand to the year 2000,
although at a slower pace than in re-
cent years (see Table 1).

How realistic are these ofhicial and
unofhicial projections? There is good
reason to believe that the projections
for 1990 are not only attainable but
quite conservative. China’s official
five-year plan targets have been set
fairly low in the past. For example,
rural per capita income in 1985 ex-
ceeded the Sixth Five-Year Plan tar-
get by 56 percent, and 1985 rural
and urban per capita consumption

Jeffrey R. Taylor is an economist with the
US Census Bureau's Center for Interna-
tional Research and coauthor of Con-
sumer Demand in China: A Statistical
Factbook (Westview Press, 1986).

exceeded the targets by 34 percent
and 50 percent, respectively. More-
over, the Seventh FYP’s per capita
consumption target of ¥517 in 1990
is substantially lower than the
weighted average of urban and rural
per capita consumption targets.

Looking ahead to the year 2000,
the various studies project the annual
average growth rate of per capita
consumption at between 3 and 5 per-
cent. This is healthy growth but mod-
est when compared to the 9 percent
real average annual growth rate in
per capita consumption from 1978 to
1985.

The consumption patterns pro-
jected for 1990 are not consistent
with changes seen in most other
countries as incomes increase. Nor
are they borne out by historical con-
sumption trends shown for China it-
self. For example, the 1990 projec-
tions generally predict a rising
expenditure share for food and a fall-
ing share for articles of everyday use,

What accounts for these unusual
results? Many of the projections for
1990 were based on pre-1985 data
that underestimated the magnitude
of changes in demand. Song and
Liu’s projections are a case in point:
based on 1982 data, they arrived at
one set of income and consumption
estimates for 1990 that are actually
lower than levels achieved in 1985!
Consumption forecasting in a rapidly
changing society is not an easy task.

More plausible is the higher share
of spending on housing by 1990, pro-
jected in the Seventh FYP and in the
study by Yang. Rural spending on
housing is one of the fastest growing
components of total rural consump-
tion, and urban residents may also be
willing to pay more as better housing
becomes available.

Income and expenditure projec-
tions for the year 2000 are much
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more uniform than those for 1990.
The forecasts generally indicate a re-
duced share of spending for food and
fuel by the year 2000 and a higher
share for clothing, consumer dura-
bles, housing, and services. Even
though these projections assume per
capita consumption growth of only
3-5 percent through the end of the
century, it is enough to ensure that
expenditure shares change in a man-
ner more consistent with expecta-
tions and experience in other coun-
tries.

Declining rural-urban income
gap

Although rural incomes have
grown much more rapidly than urban
incomes since 1978, peasants still
have far to go to catch up with urban
living standards. Per capita consump-
tion in the countryside was less than
half that of urban areas in 1985,

All but one of the projections for
1990 and 2000 assume a gradually
narrowing discrepancy between rural
and urban incomes. This assumption
reflects compensation trends since
1978 and is consistent with official
plans to lessen the gap between rural
and urban living standards. If this
holds true, the cities will continue to
attract large numbers of rural mi-
grants in the vear 2000, though at a
slower rate [hlll] [}]('}' do now.

Annual consumption growth tar-
gets of 4.2 percent for urban resi-
dents and 5.1 percent for rural resi-
dents given in China's Seventh FYP
appear modest compared to growth
rates for the previous five vears (7
percent for urban residents and 14
percent for rural residents, after in-
flation). During the 1990s, conserva-
tive projections see urban per capita
consumption rising at an annual av-
erage rate of 2.1-2.5 percent, com-
pared to 2.2-2.8 percent for rural
households. The more optimistic
projections for the year 2000 show
consumption growth rates of 3.4-3.9
percent for urban dwellers, and 4.3—
5.1 percent for rural citizens.

The significance of these growth
rates from a marketing standpoint is
that rural consumption is expected to
grow faster than urban consumption.
This means that even though rural
residents may constitute less than
half the country’s total population by
the year 2000, their relatively faster
rates of spending could exercise a
disproportionate effect on consumer
goods markets in China.
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The most detailed breakdown of
urban and rural per capita consump-
tion by commodity is contained in the
forecast done by Yuan, Jin, and Xie.
Their study suggests that not only will
rates of growth be different among
urban and rural consumers, but their
consumption patterns will also vary
significantly (see Table 2).

Implications for producer goods

The consumption patterns shown
in the Yuan, Jin, and Xie study ap-
pear to have little relevance to for-
eign firms, although they show con-
sumption patterns that should
benefit domestic producers. In ur-
ban areas, for example, it would be
difficult for foreign exports to com-
pete with local products in such fast-
gl‘(l“’i]lg ('()IlSlII]]p[i()Il Cll[t’g()]‘i(‘ﬁ das
dairy products, fruit, and residential
housing. Of course, foreign firms
need not focus on meeting the con-
sumers’ needs directly: they can take
a step back and sell machinery, ma-
terials, and know-how to the Chinese

firms serving consumers or even to
their suppliers.

But how does one calculate the in-
dustrial requirements necessary to
meet a projected level of future con-
sumer demand? One innovative
study of the impact future growth in
demand will have on the economy is
that done by Liu Guisu, an economist
with the Ministry of Finance.

Liu’s study is a useful marketing
tool that projects the type of inputs
and supplies China will need to meet
its burgeoning demand for all final
products, the largest component of
which are consumer goods. In mak-
ing his projection, Liu assumed con-
tinued constraints upon output
growth in agriculture, electricity,
coal, and petroleum. This is not an
unreasonable assumption and lends
further credence to the author's
findings.

Table 3 summarizes two of Liu's
scenarios for the year 2000. The “low
growth' scenario assumes tight re-
source constraints, limiting growth

SIX FORECASTS OF

The six studies highlighted here are
among the best from China’s new
breed of economic forecasters. While
their projection methodology differs,
each relies heavily on detailed house-
hold income and expenditure survey
data gathered by the State Statistical
Bureau, and several employ relatively
sophisticated price and income elastic-
ity modeling. Since projections of any
sort are only as good as the assump-
tions on which they are based, how-
ever, those who plan to make serious
use of these projections may want to
go back to the source for a closer look:

1. Song Min and Liu Anping, “*Wo guo
xiaofei pin de shouru tanxing fenxi ji
xiaofei jiegou yusuan’ [Income Elas-
ticity Analysis of Consumer Goods
and Forecast of Chinese Consump-
tion Structure], Shuliang [ingji [ishu
Jingji Yanjiu [Quantitative and Tech-
nical Economics Research], No. 1, 1984.
pp- 27-35 and 80.

2. Yang Shengming, “‘Using a Statisti-
cal Data Approach to Forecast Con-
sumption Structure for a Comfort-
able Standard of Living,” in Li
Xuezeng, et al., eds., The Structure of
China’s Domestic Consumptions: Analysis
and Preliminary Forecasts, World Bank
Staff Working Paper No. 755 (Wash-
ington, DC: The World Bank, 1985).
pp. 68-83.

3. He Juhuang, “‘Demand System

CONSUMER DEMAND

jingji jiegou youhua de shuliang

Analysis and Consumption Structure
Forecasting,” in Li Xuezeng, et al.,
eds., op. cit. pp. 84-115.

4. Yuan Fenggqi, Jin Xianglan, and Xie
Fang, “Gongyuan 2000 nian de wo
guo renmin xiaofei jiegou de yuce”
[Forecast of the Consumption Struc-
ture of China’s People in the Year
2000], cited by Liu Guisu in “*Guomin

fenxi” [Quantitative Analysis of the
Optimization of National Economic
Structure], fingji Yanjiu [Economic
Research], No. 10, 1986. pp. 5-6.

5. Cheng Xiusheng and Tang Ruoni,
2000 nian zhongguo de renmin
xiaofei”” [The Chinese People’s Con-
sumption in the Year 2000], [ingji
Ribao [Economic Daily], November 6,
1985. p. 3.

6. Liu Guisu, “Guomin jingji jiegou
youhua de shuliang fenxi”’ [Quantita-
tive Analysis of the Optimization of
National Economic Structure], [ingji
Yanjiu (Economic Research), No. 10,
1986. pp. 3-26.

Though not reviewed here, a recent
study by Jacques van der Gaag, Private
Household Consumption in China,
World Bank Staff Working Paper No.
701 (Washington, DC: The World
Bank, 1984) is also highly recom-
mended.
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TABLE 1
PROJECTIONS OF PER CAPITA INCOME AND CONSUMPTION

1990 Projectionst Year 2000 Projections}
Song and Liu Yuan, Jin and Xie
1985 | 7FYP lower upper lower upper Cheng and

Item levels* | targets bound bound Yang | He Yang bound bound Tang
Per capita income (yuan) 527 713 511 548 NA | 836 NA NA NA NA
Per capita

consumption (yuan) 469 517 467 498 NA | 762 NA 749 997 912
Per capita consumption

distribution (%)
Total consumption 100.0 100.0 100.0 100.0 100.0 | 100.0 100.0 100.0 100.0 100.0
Goods 95.0 95.0 — — 96.6 | 94.0 935 91.2 89.4 —

Food 55.2 55.0 56.1 55.3 576 | 504 514 493 46.6 50.0

Clothing 13.0 12.0 13.5 13.6 126 | 184 146 15.4 13.6 135

Articles for everyday use 17.2 15.0 15.9 16.5 11.6| 197 165 17.8 19.7 16.5

Housing 6.3 100 ) l 11.6 3.6 7.6 6.6 7.6 ]

Fuel 3.3 3.0 14.2 14.3 3.2 1.9 34 2.1 19 20.0
Services 5.0 5.0 r I 3.4 6.0 6.5 8.9 10.6 [

* 1985 national income and consumption data are weighted averages of raw data from the urban and rural household income and expenditure surveys,
with urban and rural population shares serving as weights.

t Seventh Five-Year Plan per capita income targets are weighted averages of urban and rural per capita net income targets, assuming an urban 1990
population share of 43 percent, A similar weighted average approach was used to derive national consumption figures from separate urban and rural
consumption projections by Song and Liu for 1990.

£ All year 2000 projections were derived by weighting separate projections for urban and rural consumption by assumed year 2000 population weights of
52 percent for urban areas and 48 percent for rural areas. Housing projections by He exclude urban housing.

TABLE 2
URBAN AND RURAL CONSUMPTION PROJECTIONS FOR THE YEAR 2000*
Low estimate High estimate

Urban households Rural households Urban households Rural households

Average Average Average Average

annual annual annual annual
Per capita growth, Per capita growth, Per capita growth, Per capita growth,
Item consumption 1981-2000 consumption 1981-2000 consumption 1981-2000 consumption 1981-2000

(yuan) (percent) (yuan) (percent) (yuan) (percent) (yuan) (percent)
Total 1,000.00 4.2 477.00 49 1,300.00 5.7 668.00 6.8
Food 490.00 3.4 238.50 4.0 598.00 4.5 320.64 5.6
Grain 63.00 1.3 66.00 4 75.00 23 68.00 6
Fresh vegetables 43.92 4.1 23.00 39 62.22 6.0 29.00 5.2
Edible vegetable oil 11.76 12 9.00 2.5 17.64 33 10.80 34
Meat 125.00 5.7 47.00 4.9 139.16 6.3 75.00 7.5
Fresh eggs 41.00 7.1 18.00 11.6 50.40 8.2 32.40 15.1
Fish and shrimp 16.80 29 3.00 3.6 19.60 3.7 6.00 7.4
Sugar 9.00 4.0 3.50 4.5 11.25 5.2 7.00 8.3
Cigarettes 14.00 15 9.90 5.2 16.80 25 10.50 5.6
Liquor and drinks 35.84 7.1 9.00 3.0 44.80 8.3 15.00 5.8
Tea 7.50 2.6 4.00 6.0 9.00 3.6 7.00 9.2
Candy 9.00 4.2 3.75 4 12.00 5.8 4.50 $
Pastries 10.00 2.6 4.00 * 12.00 3.6 4.80 -
Fruit 48.00 6.4 9.00 $ 60.00 7.6 12,25 $
Fresh milk 22.10 11.4 .00 $ 27.20 12.7 .00 $
Other 33.08 -2.9 29.35 16.7 40,93 -1.8 38.39 18.4
Clothes 160.00 4.6 66.78 5.6 182.00 5.4 85.50 7.0
Articles for everyday use 181.00 4.0 81.09 7.8 266.00 6.1 120.24 10.0
Fuel 15.00 2.3 16.70 24 15.00 23 23.38 4.3
Housing and rent 46.00 10.4 52.47 5.6 71.00 12.9 80.16 8.0
Services 108.00 74 21.46 8.4 168.00 9.9 38.08 1.7

{ = Unable to calculate growth rate because 1981 consumption level was zero.
*SOURCE: Yuan, Jin, and Xie (op cit.)
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to b percent tor agriculture, 5.7 per-
cent for electricity, 3.3 percent for
coal, and 2 percent for petroleum;
the “high growth™ scenario assumes
looser constraints, allowing growth
of 9 percent in agriculture, 8 percent
in electricity, 7 percent in coal, and 5
percent in petroleum.

Liu's projections, il correct, could
mean brisk business for foreign man-
ufacturers of producer goods. Total
output required to meet the pro-
Jected demand for final products in
the yvear 2000 should amount to al-
most twice the level ol final demand.
This means that roughly half of all
production will go to servicing the
requirements of other industries
rather than consumers. From the
standpoint of total output levels, ag-
riculture, construction, textiles, light
industry, machinery, chemicals, and
metallurgy are clearly the industries
whose products and services will be
i greatest demand. Output growth
will be fastest for construction, build-
ing materials, forestry products, and
textiles.

Assumptions and wild cards

The six forecasts introduced here
are, of course, heavily dependent on
their underlying choice of assump-
tions. Most studies, for example, sim-
ply assume that new urban residents
will adopt the consumption patterns
of individuals currently living in cities
and towns. But is this so? Migration
has tended to be greatest in small
towns, where income and consump-
tion levels are lower on average than
in other urban centers. Migrants
tend, moreover, 1o be concentrated
in relatively low-paying jobs that are
unpopular with long-time urban resi-
dents. And the many rural migrants
supporting families back home are
likely to save more—and spend
less—than other urban dwellers.

These factors suggest that overall
consumption patterns for migrants
and long-time city dwellers combined
could be significantly different in
years to come than they are now. In
particular, there may be somewhat
slower movement toward the current
spending patterns of high-income
families in urban areas than is now
assumed. Urban consumption shares
for food and other necessities, as well
as growth in spending on nonessen-
tials, may not reach the levels pre-
dicted in these studies.

The effect of continued price re-
form on consumer spending patterns
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is another wild card. Of all the stud-
ies reviewed, only one ook explicit
account of anticipated changes in rel-
ative prices. Much is now known
about urban and rural price elastic-
ities for particular commodities in
China, but more work still needs to
be done to incorporate this informa-
tion into demand projections.

Little 1s known of the effect of

shortages on consumption decisions.
For example, demand for household
applhiances in remote areas may out-
strip supply, forcing consumers to
spend less than they would like.
Projecting demand based on this
constrained expenditure pattern may
be inappropriate if supplies become
more plentiful in the future, as ex-
pected.

Also difhcult to address is the ef-
fect that improvements in product
quality will have on consumption pat-
terns. With a greater variety ol prod-
ucts to choose from, Chinese con-
sumers have grown increasingly
particular about what they buy. Tt is
by no means certain that sales ol a
product in a high-growth sector will
flourish if that product is perceived
as inferior. Quality considerations
are important, though virtually ig-
nored in the projections reviewed
here.

Finally, changes in the age struc-
ture of China's population are likely

portion of the population in their
prime spending years (ages 15 1o 64)
is expected to jump from 65 percent
in 1985 to 70 percent by the year
2000. This change suggests an addi-
tional increase in consumption levels,
but none of the studies analyze the
relationship between age and expen-
diture patterns in China. This is
clearly an area for further work.

Know your customer

China’s official and unofficial fore-
casts are valuable, if conservative, es-
timates of consumer demand trends
in China through the vear 2000. The
assumption of slower future growth
rates in consumption than shown in
recent years reflects the expectation
that Chinese policymakers will not al-
l(l\\‘ the economy to h("(‘(l“](' over-
heated, as happened at points during
the Sixth FYP.

How China itsell plans to use these
studies remains to be seen. The pro-
jections for the year 2000 may serve
as a foundation for parts ol the
Eighth FYP (1991-95). If nothing
less, the projections show how a new
crop of highly trained analysts are
honing their skills for future work.
With all the discussion taking place in
China on equating supply and de-
mand through market mechanisms,
consumption projections such as
these will certainly play an increas-

to attect demand patterns. The pro- ingly important role. e
TABLE 3
DEMAND-DRIVEN OUTPUT PROJECTIONS
Output needed
Year 2000 to satisfy Average annual growth
demand for demand rate of gross output
final products  (billion yuan) 1983-2000 (%)
(billion low high low high
Industry yuan) growth growth  growth growth
Total 1,865.6 3,640.0  3,969.9 i3 7.8
Agriculture 337.9 7153 903.0 5.0 6.4
Metallurgy 29 2244 231.2 8.9 9.1
Electricity 8.6 56.5 81.5 5.7 8.0
Coal 124 289 52.6 33 7.0
Petroleum 25.8 43.4 711 20 5.0
Chemicals 27.6 212.2 234.2 6.4 7.0
Machinery 197.4 383.6 392.1 5.9 6.1
Building materials 334 1741 175.3 122 123
Forestry products 10.6 50.0 51.6 9.0 9.2
Textiles 165.2 406.8 4149 8.9 9.0
Light industry 280.8 393.7 399.1 7.4 7.4
Other industry 18.7 70.7 731 8.0 8.2
Construction 637.7 637.7 637.7 12.0 12.2
Rail transport 2.8 31.0 328 72 75
Communication and
posts 7.3 53.0 55.2 6.7 7.0
Commerce, catering,
and material supply 96.5 158.7 164.5 5.2 5.4
NOTE: Yuan values are expressed in 1981 prices. Final demand was assumed to grow at an average annual rate of
8 percent from 1981 to the year 2000,
SOURCE: Liu Guisu (op. cit.)
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hina’s consumer goods indus-

tries face two important chal-

lenges: rapidly increasing pro-

duction of consumer products
in high demand, and raising the quality
of products for markets that are already
close to saturation at current qualily
standards. China Features reports on the
outlook for the coming year:

* Bicycles

Demand for high quality bicycles,
long the principal means of transport
for the great majority of urban and
rural Chinese, seems insatiable.
China already has more than 220 mil-
lion two-wheelers, 22 for every 100
people. The annual sales volume of
bikes stands at 31 million nationwide.
Though prices for the better models
soared in mid-1986 from ¥150 1o
more than ¥200, demand is still
heavy, expecially in rural areas where
lightweight and colorful models are
becoming popular.

Demand is expected to grow to 37
million in 1987, a 20 percent in-
crease over 1986. China now pro-
duces about 33 million bicycles a
year. |

e Color TV sets

In the cities, the market for black
and white TV sets 1s almost saturated,
but demand for color sets still out-
strips supply. About 70 percent of
television buyers would like to own a
color TV. 1987 will see a 30 percent
sales growth of color TV sets over
1986. But the 10 million color TV
sets that are expected to enter the
market this year will still fall short of
demand by a wide margin.

Both black and white and color TV
sets are just beginning to find a mar-
ket in parts of rural China. Sales of
black and white TV sets in 1987 are
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expected to increase by 10 percent
over 1986 to 13 million. The govern-
ment is also setting up “TV villages™
which should increase the popularity
of television in rural areas and boost
TV set sales.

e Refrigerators

Though efforts are being made to
increase the output of refrigerators,
production still falls far short of de-
mand. In cities, the average is only
two refrigerators per 100 people.
And output is only expected to reach
four million units in 1987.

* Washers

There are an average of 14 washers
for every 100 urban residents in
China. Production, estimated at 14
million washers in 1987, is basically
keeping up with demand. The most
popular models are automatic and
semi-automatic washers with big
wave wheels, large capacities, and
new waterflow patterns.

* Watches

Turning out its first watch 31 years
ago, China’s watch industry is now
booming. In 1985 the country pro-
duced 54.3 million watches. Produc-
tion increased by a big margin in
1986. According to one estimate,
1987 output will basically satisfy a
projected demand of 61 million
pieces. Electronic and quartz watches
are especially favored among stu-
dents. Currently one out of every
three Chinese owns a watch.

e Sewing Machines

As ready-made clothes gain popu-
larity, sewing machines are not the
dire houschold necessity they once
were. Nevertheless, famous-brand
sewing machines like the “Flying
Man™ model are flourishing in to-
day’s market. Mini-sized, multi-
functional, and portable types sell
best. An estimated 7 million sewing
machines will be sold in 1987.

e Tape Recorders

Fifteen out of every 100 urban res-
idents owns a tape recorder. In rural
areas the proportion is 3 out of 100,
Output now exceeds demand, which
is projected at 14 million in 1987,
Producers plan to emphasize devel-
opment of hi-fi stereo acoustical
equipment.

® Electric Fans

China has about 64 million electric
fans. Demand in 1987 is projected at
20 million. Like tape recorders, elec-
tric fans are in oversupply. Those
faring best on the market are deluxe,
multifunctional models.

e Cameras

Cameras are rapidly gaining popu-
larity among millions of budding am-
ateur photographers in China. Five
to six urban residents out of every
100 own a camera. Models priced at
¥200-¥500 are the most sought af-
ter. The country’s 12 million cameras
still cannot satisty demand, both in

terms of supply and quality. 5
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existing
market and
open new

doors In
China?

Taking place in Peking between 16-20 June 1987, the Beijing ‘87 International
Advertising and Marketing Congress will provide the forum for reinforcing
existing business relationships — and forming new ones

BEIJING '87 has the distinction of receiving the personal approval of
China's leader, Premier Zhao Ziyang. Sponsored by South Magazine with the
China National Advertising Association for Foreign Economics Relations and
Trade (CNAAFERT), the chief representatives of China's Ministries and State
Corporations will be present to actively encourage business between China
and the rest of the world.

The world's most promising growth market

Sited in Peking itself, Beijing "87 will give you a uniquely well informed
perspective on building your business in China’s rapidly expanding markets

In 1984 alone, China's imports rose a remarkable 38%, to US$ 25 billion,
in an effort to satisfy more consumers than both America and Europe
combined. This of course has important implications for Advertising Agencies.
To balance the major purchase of foreign products and technology, an equally
ambitious export drive of Chinese manufactured goods is currently underway.
Advertising expenditure in China has increased by 50% per annum each year
since 1979 and export advertising increased by 86% in 1984 alone!

Beijing ‘87 therefore offers new business opportunities to companies
already exporting to China as well as tremendous potential for advertising
agencies able to assist China's need for marketing expertise

The right place. The right time.
During the conference, the ‘first' to be held in Peking's prestigious Great

Hall of the People:
=
G
7

Sonain

The Third Worid Muaga:ine

BEIJING "87

PEKING - 16/20 JUNE 1987

International Advertising and Marketing Congress
There’s never been an opportunity like it

T ——

B Contacts at key levels will be made

I Heads of Chinese Ministries and Buying Corporations will discuss the
essential protocols of doing business successfully with China

B Ahost of internationally respected speakers will contribute to an
information packed schedule of presentations

B Aspecial contact form system will enable delegates to develop business
opportunities

B A major exhibition of the Advertising, Marketing, Media and
Communications Equipment industries will enable delegates to show
their products and services.

And in the process, some of the most important doors to new business in
China will be opened.

If you want to take advantage of the apportunities emerging in China today
complete the Beijing '87 contact form below and mail it NOW to either;

Jim Fleury Jack Fogarty

Executive Director and Congress Secretary | North American Sales Manager
Beijing '87 South Publications (UK) Ltd
South Publications (UK) Ltd Suite 932

13th Floor, New Zealand House The Helmsley

80 Haymarket 230 Park Avenue

London, SW1Y 4TS NEW YORK

Tel:01-839 4966 Telex: 8814201 TRIMED G | NY 10169 Tel: (212) 6828714

Yes, | want to be present at the Beijing ‘87 International Advertising and %
Marketing Congress. Send me full information. 2

My interestisasa: Delegate [ | Sponsor [ | Exhibitor [ |

Name

Position

Company
Address

Jim Fleury, Executive Director and Congress Secretary, Beijing 87, South Publications (UK) Ltd. 13th Floor,
New Zealand House. 80 Haymarket LONDON. SW1Y 4TS. Tel 01.839 4966, Telex 8814201 TRIMED G

Jack Fogarty, North American Sales . South Publications (UK) Lid. Suite 932, The Helmsley
Avenue. 230 Park Avenue. NEW YORK. NY 10169, Tel: (212) 6828714

{8ZSNS



US-China Trade Update

Moderate growth should continue in 1987, as the exports of both countries shift
[from commodities to manufactures

ast year proved 1o be better

than expected for US-

China trade. While some

predicted that China's for-
eign exchange crunch would lead to a
decline in two-way trade in 1986, the
National Council for US-China
Trade felt this pessimism unwar-
ranted and predicted that bilateral
trade would hold steady at the 1985
level of $8 billion. In fact, the trade
figure hit $8.3 billion, a bit better
than all estimates.

As usual, the two countries dis-
agree on which side holds the favor-
able balance of trade, with both sides
claiming a deficit of approximately
$1.5 billion through the third quar-
ter. This discrepancy is basically
caused by differences in the defini-
tions and accounting of CIF and
FOB shipping and dithculty in deter-
mining the value of goods from
China destined for the United States
but transshipped in a third country,
generally Japan or Hong Kong.

While China and the United States
do not agree on the trade balance,
both countries agree that US exports
to China are decreasing slightly while
China’s exports to America are grow-
ing. On the face of it, this news is
discouraging, but the aggregate hg-
ures disguise some positive trends
and strong growth areas.

US EXPORTS

US exports to China in 1986
amounted to $3.1 billion compared
to $3.8 billion during 1985 accord-
ing to US Department of Commerce
statistics. Several factors account for
US sales to China slipping 18 percent
last year, including the foreign ex-
change squeeze and Chinese limits
on imports to prevent uncoordinated
purchases in the wake of the eco-
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Karen Green

nomic decentralization, In a few
cases, China’s industrial ministries
took advantage of the country’s for-
cign exchange problems o set im-
port limits that chiefly served 1o in-
crease sales ol their own products.

Bad year for commodity sales

I'he downturn in Chinese imports
from the United States was not due
only to import barriers erected 1o
conserve foreign exchange. More im-
portant was the sharp decline in a
number of traditionally strong im-
ports such as wheat and lumber. The
value of US wheat sales in 1986 fell
over 90 percent, from $97 million to
$6.4 million. Wood and lumber sales
declined 45 percent, from $328 mil-
lion to $180 million.

And 1986 was not the first bad year
for US agricultural sales. In 1984,
China curtailed US grain purchases,
ostensibly in retaliation for US con-
trols on textiles. But China would
have probably cut back on large-scale
grain imports anyway in view of the
rapid growth of domestic produc-
tion. After a slight decline in 1985,
Chinese grain output rebounded in
1986 with a harvest vielding 390 mil-
lion tonnes, up 10 million tonnes
over 1985 and 4 percent above tar-
get. China has also developed alter-
native suppliers for cereals, currently
including Canada and Australia.

Karen Green is the program manager for
textiles, chemicals, and agriculture in
the Business Aduvisory Services depart-
ment of the National Council for US-
China Trade and aduviser to the Coun-
cil’s fmport: Committee. This article is
adapted from a speech given at the Coun-
cil’'s FORECAST 87, a seminar held
cach year for member firms in Washing-
ton, DC.

Wood and lumber sales have also de-
clined in part due to countertrade
deals with the Soviet Union that
probably exceeded 600 million board
feetin 1986.

Despite all this, the long-term pic-
ture in agriculture is by no means
bleak. China is now eligible for subsi-
dized agricultural sales under the US
Departument ol Agriculture’s Com-
modity Credit Corporation (CCC).
Communist countries first became el-
igible for CCC's export bonus pro-
gram last vear when the Soviet Union
bought 4 million tonnes of wheat.
Now, in an attempt to counter com-
petition from Western Europe, CCC
sales can be made to any country that
has purchased from the Furopean
Community (EC) under the EC’s ex-
port subsidy programs. A USDA dele-
gation returned from China in Janu-
ary to report that a 1 million tonne
wheat sale to China is close 1o fru-
ion.

By the end of the 1990s, China will
also have to import feed grains since
it must free up land to cultivate
enough grain to feed its increasing
population. China purchased
210,000 tonnes of US corn in late
1986, the first corn purchase from
the United States in two years. The
CCC also sold 145,850 1onnes of
sugar to China for delivery in the first
quarter of 1987, making it America’s
first large sale of sugar to China.

The shift to manufactures

But more significant on a broader
level, US exports are shifting from
foodstufts to manufactured goods.
The change portends a better long-
term market for US exports, since
China’s imports of manufactured
goods are far more stable than its im-
ports ol agricultural products,
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Sales of ratlwav vehicles, for exam-
ple. climbed dramatically to §170.7
million in 1986, Although this may
represent a one-time sale, such
sales often create bounnful follow-on
markets. The banner year in air-
craft sales in 1984 led 1o a 13 percent
increase i sales of aircraft parts in
1986.

One reason for the upswing in US
exports of manufactured goods was
the stronger Japanese ven, which
helped boost American competitive-
ness especially in high-technology
products. During 1986, sales of of-

fice machines and computers rose 28
percent to $244.3 million. US tele-
communications equipment sales
were up 49 percent as Japanese mar-
ket share dropped, but Western Fu-
rope picked up an even greater share
of business.

Although US technology is gener-
allv acknowledged to be the most ad-
vanced in many areas, the Chinese
still make their hnal purchasing deci-
sions based on price, and the attrac-
tive concessional financing available
from Western Europe and Japan puts
US suppliers at a real disadvantage.
Making a sale on the strength of the
product alone is not easy if a Euro-
pean competitor can offer millions in
government-backed loans, at low o1
no interest, for 30 vears, with a 10-
vear grace period. This disadvantage
is aggravated by US export controls,
which are stricter than those of other
mdividual COCOM nations or even
COCOM usell.

China increased imports from the
United States in key sectors desig-
nated for development in the Sev-
enth Five-Year Plan (1986-90).
Other priority areas include metal-
working machinery, which saw sales
climb 142 percent to $133.9 million;
clectric parts and equipment, which
jumped 23 percent 1o $124.8 mil-
lion; and power generating machin-
ery, which hit $99.7 million, up al-
most 14 percent.

Evolving market shares

China did not slash overall imports
in the wake of foreign exchange pres-
sures as some observers feared, but
instead dispensed with luxury items
and products that could be made do-
mestically while continuing to imponrt
products critical to modernization
plans. Here again the Japanese were
hardest hit. While the strong ven
caused them to lose market share o
Western Europe and the United
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States on products China was com-
mitted to buy, Japan lost even more
in nonessential items such as refrig-
erators, televisions, and tape record-
ers—markets that largely shriveled
up in 1986, In the first halt of 1986,

Japanese auto sales to China were

down 91 percent from the preceding
vear while color televisions fell 87
percent. Toyota, for example, sold
90,535 vehicles in 1985, while 1986
sales were only projected to reach
8,000,

The Chinese cite their chronic
trade deficit with Japan as another
reason for declining purchases from
that country. Japan had a $4 billion
trade surplus in 1986, which, though
down from $5.3 billion in 1985, 1s
still high enough to cause continuing
trade friction.

Both the United States and West-
ern Europe are picking up market
share as a result, but the Furopean
Community is outperforming the
United States. This trend will con-
tinue. The Chinese claim to be diver-
sifving their sources of supply, but
this diversification, like the supposed
link between their exports and im-
ports, may be largely a rationalization
for buving where it makes the best
economic sense. Western Furope of-
ten wins out because it is more willing
to license high technology and pro-
vide concessional financing.

Given the US budget dehcit and
the constraints imposed by the
Gramm-Rudman bill, the US trade

—
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position may not improve much in
the short term. But two to three years
from now the picture is more encour-
aging. The emphasis in Congress this
session will change from protecting
US industry at home to helping US
companies become more competitive
worldwide.

I'he Chinese are in a good position
to resume increased imports at the 6
percent annual rate projected in the
Seventh Five-Year Plan. China’s fi-
nancial picture is sound; foreign ex-
change reserves are stable; and Chi-
na's deficit is down since export
ecarnings grew while imports dipped.
The deficit from January through
November 1986 was less than half
that of the same period in 1985,
The Chinese are also becoming
slightly more amenable to interna-
tional borrowing at commercial
rates. In the hivst half of 1986, China
borrowed $2.57 billion, of which less
than 10 percent was at commercial

rates.

CHINA’S EXPORTS

US Department of Commerce
trade statistics for 1986 showed a
healthy 24 percent increase in Chi-
na's exports to the United States.
China’s success in increasing exports
to the United States is remarkable in
view of falling petroleum prices and
rising protectionisim.

Textiles take the lead

Until 1986, petroleum and its by-
products were China's leading ex-
port to the United States. China lost
$3 bhillion in export earnings world-
wide last vear due to falling oil prices.
Sales to the United States alone
o

dropped 32 percent, a loss of $:
million.

In the face of dwindling oil reve-
nue, how did China manage to in-
crease overall exports to the United
States? China's continued expansion
of textile trade was a key factor. A
78.4 percent increase in clothing and
accessories earnings moved this cate-
gory to first place among China’s ex-
ports to the United States, ahead of
petroleum sales. Earnings from tex-
tile varns and fabrics were also up
7.1 percent.

Despite the growing number of US
quotas, textiles and apparel account
for 46 percent of China’s total ex-
ports 1o the US. In 1980, when the
two countries signed their first bilat-
eral agreement governing textile
trade, only eight categories were cov-
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ered by quotas. Six years later, 67
categories are included. Three-quar-
ters of China’'s textile exports
now fall under US quota restraints,
but the Chinese have consistently
moved into new product lines as
developed categories fell under re-
straint. Within controlled categories,
they have also been able to improve
quality in order to add per-piece
value since the numbers cannot be
raised.

Without quotas the Chinese would
actually have less incentive to com-
pete directly with US producers in
high-quality goods and would stay in
low-end goods longer—a market seg-
ment already abandoned by US man-
ufacturers. And by limiting suppl\-‘.
quotas create an artificial demand

that drives up prices 1o consumers.
Since the Chinese will probably con-
tinue to find ways to maneuver
around the quota system, the value of
textile and apparel sales to the
United States is likely to continue
growing through 1987,

Emphasizing finished products

The strong showing of textiles vis-
a-vis petroleum products indicates a
shift in the composition of China’s
exports, similar to the trend in Amer-
ican exports. Chinese exporters are
deliberately moving away from com-
modities and into higher value fin-
ished or semi-finished products.

Newer Chinese product lines such
as lootwear, toys, and sporting goods
are emerging as (op revenue earners.
In 1981 the United States purchased
just $6 million worth of toys and
sporting goods from China, com-
pared to $412.2 million worth 1n
1986. Similarly, Chinese footwear
imports of $61.2 million in 1985 rose
to $83.8 million in 1986,

But China’s real goal for 1987 and
bevond is to beef up sales of mechan-
ical and electrical products. Last year
mechanical and electrical goods ac-
counted for under 10 percent of Chi-
na's total exports worldwide—but
exports in this area are growing fast.
Total sales in 1986 reached $1.68 bil-
lion, up more than $500 million from
the previous year.,

Taken together, light industrial
and electromechanical exports made
up over b0 percent of China's ex-
ports worldwide. China can be proud
of this achievement, since the export
economies of underdeveloped coun-
tries usually rely far more heavily on
textiles and commodities. But Chi-
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nese clectromechanical products are
mainly bound for Southeast Asia and
the Third World and have yet to pen-
etrate the US market.

Overall, China's export perfor-
mance in 1986 was excellent. With
the exception of petroleum prod-
ucts, traditionally strong sellers such
as garments, antiques, and artwork
all continued to grow in 1986. Bul
China is beginning to diversify into
light industrial and other manufac-
tured goods, and more such products
can be expected to penetrate the US
market in the future.

Bilateral trade issues

In 1986 there were no political is-
sues, such as arms sales to Taiwan, to
cloud the US-China trade picture.
Nor are any political issues currently
looming for 1987, But some trade is-
sues, particularly in the area of tex-
tiles, may create tension. China was
extremely upset about the Textile &
Apparel Trade Enforcement Act, or

Jenkins Bill, which would have cut

deeply into their textile sales. The bill
was vetoed by President Reagan last
August, with the veto narrowly sus-
tained by the Congress. The Chinese
lobbied hard to ensure the veto
stayved in place and in numerous
cases threatened to stop buying from
US companies il the Jenkins Bill went
through.

The ultimate failure of the Jenkins
Bill did not put an end to the prob-
lem. 1t resurfaced the same week in
Geneva at the signing of the exten-
sion of the Multiiber Arrangement
(MFA). The MFA is an international
agreement under the General Agree-
ment on Trade and Tarifls (GATT),
which controls international textile
trade. Months later, China still de-
clines to sign the renewed MFA
which, largely at US insistence, cov-
ers silk, ramie, and other vegetable
fiber products for the first time. Al-
though neither silk nor ramie are
produced in the United States, do-
mestic industry representatives con-
tend that they compete with other
US-made products. China is unwill-
ing to negotiate limits on these items,
believing limits are unjust since
China is virtually the world’s only
producer, but the United States has
already begun imposing unilateral re-
straints,

The issue will heat up in the latter
part of the year since America’s bilat-
eral textile agreement with China,

which falls under the framework of

the MFA, expires in December and
must be renegotiated before then (see
The CBR, Sept—=Oct 1986, p. 26).
Back on the domestic front, another
textile bill will be brought by Butler
Derrick (D-SC), Ed Jenkins' succes-
sor as the chairman of the House
Textile caucus. According to its
drafters, this bill will be far less strin-
gent than last year's Jenkin’s Bill so
Congress may have a better chance of
overriding the expected presidential
velo.

Another major issue of concern to
Chinese exporters is US import re-
straints, particularly antidumping
laws. In hling dumping petitions, US
producers ask the government to im-
pose duties on foreign products that
are sold for less than fair market
value and appear to be injuring do-
mestic industry (see The CBR, Sept-
Oct 1986, p. 22). Antidumping ac-
tions are becoming increasingly com-
mon—in 1980, only one such action
was brought, while in 1986 six were
decided. The products investigated
last year were bristle brushes, iron
castings, wire nails, wax candles, steel
pipe, and cookware.

But trade barriers are a two-way
street. The Chinese have hindered
access to their markets by banning
imports of some 40 types of products
and their production lines. They have
cerected indirect barriers as well (see
The CBR, Jan—Feb 1987, p. 42). One
example is the agricultural chemical
registration procedures that man-
date registration for all ag-chemncals.
The registration process involves ex-
tensive and expensive field trials and
toxicity tests. Foreign firms abiding
by the system have spent yvears ready-
ing a product only to see the Ministry
of Chemical Industry bring their own
version to market with no testing
whatsoever.

Trends to continue in 1987

The shift in the composition of
both US and Chinese trade and Chi-
na's increasing ability to diversify
product exports will continue into
1987, In 1987 two-way trade will
grow moderately, with the United
States making more rapid gains in
such areas as manufactured goods,
ofhce equipment, and telecommuni-
cations—areas where the United
States is taking market share away
from the Japanese. Except for some
tension late in the year over textiles,
the 1987 outlook for bilateral trade

relations is promising. 5
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China and the 100th Congress

A China trader’s guide to issues and personalities in the new Congress

hina traders will want to

keep an eye on Congress

during the next two years.

Leaders of both parties have
announced that measures to reduce
the recent trade deficit will replace
taxes as their top priority for the
100th Congress. Trade issues may
gain even further prominence as a
popular theme for presidential
hopefuls in the Congress as the 1988
clections approach.

Even the Reagan Administration,
which vetoed protectionist trade leg-
islation in the last Congress and con-
tinues to maintain that existing US
trade laws are generally effective, has
drafted proposals for specific “im-
provements™ in US trade policy. The
administration and the Democratic-
controlled Congress are thus likely to
compete for the lead in devising
trade initiatives and in striking a
workable balance between improving
US competitiveness abroad and ac-
commodating specific protectionist
pressures at home.

Where that balance is finally struck
may help shape the future of US-
China trade well into the 1990s. Both
countries want to maintain or in-
crease their share of each other's
markets, China is particularly con-
cerned about actions Congress may
take that will affect its export poten-
tial—and not without reason. After
all, in the last Congress the House
only narrowly failed to override a
presidential veto of the Textile and
Apparel Trade Enforcement Act,
which would have cut China’s textile
exports to the United States by more
than 50 percent. Moreover, the
House of Representatives also passed
a trade reform bill (HR 4800) last
vear that was labeled unfair to China
by Chinese Ambassador to the
United States Han Xu (see The CBR,
Nov-Dec 1986, p. 6).
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Paul Donnelly

The Senate turns to
“competitiveness”’
As trade has evolved into a para-

mount political issue. “competitive-
ness” has emerged as the consensus
goal in both Congress and the admin-
istration. The keynote of congres-
sional initiatives on competitiveness
this year is likely to be greater “‘reci-
procity”’—a principle that calls for
the United States to be as open to a
nation’s products as that nation’s
markets are to US products.
Spearheading the Senate drive for
greater reciprocity is Senator Lloyd
Bentsen of Texas, the new chairman

of the Senate Finance Committee.
On February 5 Senator Bentsen and
Senator John Danforth (R-Mo) pro-

posed the Omnibus Trade Act of

1987. Unlike the House, the Senate
trade debate has begun on a bi-paru-
san basis, with a majority of senators
of both parties co-sponsoring the
Bentsen-Danforth bill.

Both Bentsen and Danforth have
long pushed for “free but fair™ trade
through reciprocity. Bentsen
authored the amendment to the 1984
Trade and Tarift Act requiring the
US Trade Representative to make an
annual Report on Foreign Trade Barri-
ers. The China section of the latest
edition of this report estimates that
China’s various barriers to trade (in-
cluding tariffs, import quotas, re-
strictions on services, and lack of pat-
ent protection) cost the United States
about $260 million in lost opportuni-
ties in 1986. (To put this in perspec-
tive, however, the report estimates

Paul Donnelly, former assistant to Sena-
tor Christopher Dodd (D-Conn) and a
congressional campaign manager, has a
degree in Chinese from George Washing-
tan Uniaversity. He now lives and works
in Washington, DC.

that Japan’s protectionist policies for
tobacco alone cost the US tobacco
industry $600 million a year.)

The Bentsen-Dantorth bill would
authorize the president to negotiate
reciprocal trade agreements require
a series ol specific executive branch
trade policies to enhance American
competitiveness; and strengthen US
trade laws. Provisions that could af-
fect China include adding the follow-
ing to the list of unfair and unjustifi-
able foreign trade practices:
state-owned enterprises trading on
other than commercial terms; for-
eign governments requiring US firms
to make special concessions before
they are allowed to export; and re-
quiring technology transfer as a con-
dition ol sales.

Clearly, trade is the top issue for
the first months of this Congress. As
one Republican senator put it, it
would be “almost un-American’ not
to co-sponsor the trade bill. But
there is no unanimity even among
Senate Republicans, much less the
Congress as a whole, regarding the
particulars of trade reform. There
are thus likely to be significant
changes to the Bentsen-Danforth
proposals before the full Senate
votes on trade legislation.

The Senate Finance Committee,
under Bentsen’s active leadership, is
likely to take center stage in the trade
debates affecting China and other
countries that restrict US access to
their markets. The new Senate Ma-
jority Leader Robert Byrd of West
Virginiais not considered an ideolog-
ical trailblazer for the party and is not
likely to take a leading role on trade
issues involving China without a solid
consensus. Senator Republican
Leader Robert Dole will certainly
stake out a position on trade and for-
eign policy issues with an eye toward
the presidential elections, but he is
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widely viewed as a centrist in the
party and, barring unforeseen devel-
opments during the Republican pri-
maries, China is not likely to be a ma-
Jor factor in his campaign.

The House on trade

HR 3, the Trade and International
Economic Policy Reform Act, is the
current Democratic package of pro-
posed trade reforms in the House.
Introduced on January 6 by likely
presidential candidate Richard Gep-
hardt of Indiana, the *Gephardt bill’
had more than 180 original co-spon-
sors—all Democrats. The fact that
virtually every leading House Demo-
crat signed the Gephardt bill before
it was introduced does not mean that
every provision of the bill is likely to
survive the legislative process un-
scathed. Tt is a comprehensive bill,
and one that even Representative
Gephardt expects to be merely the
starting point for debate.

As such, the Gephardt bill sull pro-
vides an early indication of where the
debate is likely 1o go—and how US—
China trade may be affected. Accord-
ing to Gephardt, "There is nothing in
this bill to preclude China’s entrance
in the world economy. We would wel-

come an expansion ol China’s in-
volvement in international trade.”

The House trade bill has been re-
ferred to six different House com-
mittees: Ways and Means; Agricul-
ture; Banking, Finance, and Urban
Affairs; Education and Labor; En-
ergy and Commerce; and Foreign Afl-
fairs—which denotes either how
comprehensive or how fragmented
the House trade debate will be. In
many cases it is not yet clear which
committees will work on which issues.

It is clear, however, that the most
important committee for US—China
trade, at least in the early part of this
Congress, is likely to be the House
Wavs and Means Committee, chaired
by Daniel Rostenkowski of Illinois,
Fresh from achieving a major coup in
tax reform, Chairman Rostenkowski
does not intend 1o let has Senate
counterpart, Finance Chairman
Lloyvd Bentsen, dominate the interna-
tional trade arena.

Ihe Ways and Means Subcommit-
tee on Trade will handle much of the
initial reworking of HR 3 in early
1987, The full Wavs and Means Com-
mittee will then take up the bill be-
fore it goes to the whole House, The
full committee’s review later this year
will provide the best chance for fine-
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tuning the bill to reflect China trad-
crs’ concerns. The trade debate nmay
determine whether China’s objec-
tons to US trade law as ‘unfair and
inconsistent” are resolved or exacer-
hated, particularly controversies over
antidumping legislation, export con-
trols, and what China regards as in-
terference with internal matters such
as labor rights.

Trade themes

Protectionism. Members of Con-
gress respond to their constituencies.
With the promotion of Represen-
tative Tony Coelho of California to

Representative Don Bonker, chairman of the

Subcommittee on International Economic Pol-
icy and Trade: ““As far as technology transfer
to China is concerned, I only see things getting

hetter, not worse.”

the position of majority whip, the
House leadership contains no repre-
sentatives from the northeast for the
lirst time in decades. This may
presage a subtle shift toward con-
cerns of the southern and western
United States—and for China trade,
an even greater concern with pro-
tecting two of those regions’ key in-

dustries: textiles and semiconduc-
tors. The record trade deficit and
concentrations of high unemploy-
ment inimport-injured industries are
the driving force behind trade re-
form. As Coelho points out, “In
1986, jobs were being lost in every

congressional district as a result of

imports.”

Immediately after the November
1986 elections, Chairman Rosten-
kowski led a Ways and Means Com-
mittee delegation on a fact-inding
tour of East Asia. One of the most
visible members of the delegation,
Representative Ed Jenkins of Geor-
gia (author of the textile quotas bill
vetoed by President Reagan as too
protectionist last year), repeatedly

reminded his hosts that Congress
would act on the record trade deficit
this year. Following his trip, Jenkins
observed that “'some ol the other
countries in Asia are just as con-
cerned that China will dominate the
textile and apparel market as we
are.” But while more moderate tex-
tile quota legislation will be proposed
this year by Congressman Butler Der-
rick (D-SC), Jenkins believes that the
pohtcal momentum is now behind a
more comprehensive approach to
trade legislation.

Export controls: Export controls
are likely to assume a prominent
place in trade debates this year, with
the outcome directly affecting US ex-
ports ol sensitive technology to
China. There is rising sentiment in
Congress that the present US system
of national security controls on high
technology sales has contributed 1o
the trade deficit, and that the system
needs to be simplified and rational-
ized. But some in Congress, such as

Jake Garn of Utah, former chairman

and now ranking Republican on the
Banking Committee, see the issue
more in strategic than economic
terms and continue to oppose liberal-
izing guidelines for increasing the
sale of high technology to communist
countries, including China.

For historical reasons, export con-
trols in the Senate are under the ju-
risdiction of the Committee on Bank-
ing, Housing, and Urban Affairs,
now chaired by Senator William
Proxmire of Wisconsin. But short-
term action on this issue is more
likely to come from the House of
Representatives. The Gephardt bill
contains an entire section on export
controls that specifically proposes
loosening restrictions on high tech-
nology sales to China.

Congressman Don Bonker ol
Washington chairs the House Sub-
committee on International Eco-
nomic Policy and Trade (under the
Foreign Affairs Committee), which
handles export controls issues for the
House. Representative Bonker has
long favored increased trade with
China, reflecting the interests of his
constituency in exporing processed
timber products. Bonker believes
that this administration’s policy of
liberalizing export controls to China
began well, but has since faltered in
COCOM. He expects his subcommit-
tee 1o Uhroaden, if anything, the ex-
port control section™ of HR 3. While
political developments in China may
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USER’S GUIDE TO THE 100TH CONGRESS

The following committees and subcommittees are likely 1o take up issues relating to US-China business in 1987 and 1988. For up-to-
date information on the House and Senate agendas, contact the Capitol switchboard: (202) 224-3121 (Senate) or (202) 225-3121
(House), or call the committees directly at the numbers listed below.,

Commiltee

SENATE

Appropriations
majority: 224-3471
minority: 224-7213

Chairman

John Stennis
(D-Miss)

Ranking Republican

Mark Hatfield
(R-Ore)

Relevant jurisdiction for China watchers

All federal spending

Foreign Operations

Daniel K. Inouye

Robert Kasten

Spending on foreign aid, UN, World Bank, ADB,

Subcommittee {D-Ha) (R-Wis) IMF, etc.
majority: 224-7274
Armed Services Sam Nunn Strom Thurmond Department of Defense, arms control
majority: 224-3871 (D-Ga) (R-5C)

minority: 224-7530

Banking, Housing, and Urban
Affairs
majority: 224-7391

William Proxmire
(D-Wis)

Jake Garn
(R-Utah)

International finance and monetary policy, export
controls, Foreign Corrupt Practices Act

Finance
majority: 224-4515
minority: 224-5315

International Trade
Subcommittee

Lloyd Bentsen
(D-Tex)

Spark Matsunaga
(D-Ha)

Robert Packwood
(R-Ore)

John C. Danforth
(R-Mo)

Tariffs, duties, import restrictions, international
trade, bilateral trade agreements

Foreign Relations
majority: 224-4651
minority: 224-7523

Claiborne Pell
(D-R1)

Jesse Helms
(R-NC)

Foreign policy involving foreign aid authorization,
treaties, State Dept. nominations

East Asia and Pacific Affairs
Subcommittee

Alan Cranston
(D-Ca)

Frank Murkowski
(R-Ala)

The geographic region defined by the Pacific Rim,
including China

HOUSE OF REPRESENTATIVES

Appropriations
majority: 225-2771
minority: 225-3481

Jamie Whitten
(D-Miss)

Silvio O. Conte
(R-Mass)

All federal spending

Foreign Operations

David R. Obey

Mickey Edwards

Spending on foreign aid, UN, World Bank, ADB,

Subcommittee (D-Wis) (R-Ok) IMF, etc.
majority: 225-2041
Armed Services Les Aspin William Dickinson Department of Defense, arms control
majority: 225-4151 (D-Wis) (R-Ala)

Banking, Finance, and Urban
Affairs
majority: 225-4247
minority: 226-7850

Ferdinand St. Germain
(D-R1)

Chalmers P. Wylie
(R-Ohio)

International finance, authority for US participation

in IMF and World Bank, Foreign Corrupt Practices
Act

Energy and Commerce
majority: 225-2927
minority: 226-3400

John Dingell
(D-Mich)

Norman Lent
(R-NY)

Commerce, including export promotion and foreign
investment in US

Interstate and Foreign
Commerce Subcommittee

Export promotion

Foreign Affairs
majority: 225-5021
minority: 225-6735

Dante Fascell
(D-Fla)

William Broomfield
(R-Mich)

Foreign policy, international trade (except bilateral
trade agreements), export controls

East Asian and Pacific Affairs
Subcommittee
majority: 226-7801

Stephen J. Solarz
(D-NY)

Jim Leach
(R-lowa)

The geographic region defined by the Pacific Rim,
including China

International Economic Policy
and Trade Subcommittee
majority: 226-7820

Don Bonker
(D-Wash)

Toby Roth
(R-Wis)

Export controls

Ways and Means
majority: 225-3625
minority: 225-4021

Trade Subcommittee
majority: 225-3943

Daniel Rostenkowski
(D1

Sam M. Gibbons
(D-Fla)

John Duncan
(R-Tenn)

Philip M. Crane
(R-111)

Customs, bilateral trade agreements, import relief
(e.g., antidumping, countervailing duties)

Not all minonity phone numbers were available at press time.
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have made the issue more controver-
sial this year, Congressman Bonker
says, “As far as technology transfer
to China is
things getting better, not worse.”

Antidumping provisions: An-
other trade debate mmportant to
China will concern the application of
antidumping rules to the exports ol
nonmarket economies. The Senate
Finance and the House Ways and
Means committees will debate
whether to perpetuate the surrogate
country method of determining
dumping margins, which the Chinese
condemn as inconsistent, or to re-
place it with a more predictable pric-
ing remedy, as the administration has
proposed.

concerned, I only see

Contentious political issues

Trade is not the only China-related
issue to watch in Congress. While it
may be on the back burner for now,
US policy toward Taiwan is among
the most potentially disruptive issues
in US—China relations. Congress ex-
plicitly assumed a role in maintaining
Taiwan's security through the 1979
Taiwan Relations Act and does not
necessarily consider itself bound by
the administration’s August 1982
communique in which the United
States pledged to diminish arms sales
to Taiwan.

The new chairman of the Senate
Foreign Relations Committee may
have a significant impact on the
course of US—China relations. Clai-
borne Pell of Rhode Island, a former
foreign service otficer, has long been
a leading advocate of self-determina-
tion for the people of Taiwan. Sena-
tor Pell is likely to hold hearings on
Taiwan’s future while he is chairman.
Such hearings might provide a more
visible forum for Taiwanese indepen-
dence advocates 1o present their
case. But, as they have in the past, the
Chinese—and even the administra-
tion—will probably pay little heed to
any Senate resolution regarding ‘Tai-
wan's future.

With Jesse Helms ol North Caro-
lina assuming the role of ranking Re-
publican on the Foreign Relations
Committee, the potential for discord
within the committee over China-re-
lated issues has risen sharply. The
ranking minority position provides
Senator Helms with a presumptive
right to speak first for Senate Repub-
licans on foreign policy issues. Sena-
tor Helms' record of obstruction on
the committee is already impressive:
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he has held up confirmations, includ-
ing that of US Ambassador to China
Winston Lord, and was the primary
force behind the requirement to ne-
gotiate an additional protocol to the
US—China Tax Treaty as a pre-condi-
tion to Senate ratificavion. Helms is a
longtime and outspoken foe of close
US—China ties and is likely to use this
commitiee position to promote rela-
tions with Taiwan.

The incoming chairman of the
Subcommittee on East Asian and Pa-
cific Affairs, Alan Cranston of Cali-
fornia, 1s another likely player in any
Foreign Relations Committee action

Senator Lloyd Bentsen, new chairman of the

Senate Committee on Finance: I don’t expect
Congress to pass trade legislation that will
single out China . .. I'll be pushing for . . . ex-
panding world trade . . . tearing down trade

barriers . . .

affecting China. Senator Cranston
was a key supporter ol the Taiwan
Relations Act and, during consider-
ation of the US—China nuclear co-
operation agreement, led efforts 1o
reinforce China’s commitment to
nonproliferation before that agree-
ment could take effect,

Another divisive issue in US—China
relations has been the US decision to
withdraw funding from the United
Nations family planning program be-
cause of allegations that China’s
birth control measures include
forced abortions. The Subcommittee
on Foreign Operations within the
Senate Appropriations Committee
has jurisdiction over spending on UN

programs. Senator Daniel Inouye of

Hawaii took over the subcommittee
this vear from Senator Robert Kasten
of Wisconsin, who sponsored legisla-
tion to protect Taiwan's seat on the
Asian Development Bank (ADB) and
remains a vocal critic of China’s fam-
ily planning policy. Inouye, on the
other hand, strongly favors US par-
ticipation in international family

planning programs. If action is taken
to restore the US contribution to the
United Nations family planning ef-
fort, it is likely to originate here in
the Senate subcommittee.

Will China stay out of the
limelight?

The only congressional forum ex-
plicitly devoted to US—China trade
no longer exists. The Energy and
Commerce Committee, chaired by

John Dingell of Michigan, has re-

cently disbanded its Select Sub-
committee on the Pacific Rim, origi-
nally called the Select Subcommittee
on US—China Trade. Created in 1983
and chaired by Al Swift of Washing-
ton, the subcommittee had no legisla-
tive jurisdiction, but provided a use-
ful forum for discussing US—China
trade issues such as technology trans-
fer and intellectual property rights,
In its place the Energy and Com-
merce Committee has formed a new
Subcommitiee on Interstate and For-
eign Commerce legislative jurisdic-
tion over export promotion.

Another committee that still pro-
vides information on China’s econ-
omy is the Joint Economic Commit-
tee, now chaired by Senator Paul Sar-
banes of Maryland. The JEC has
published a series of excellent re-
ports on China’s economy over the
vears and, while it too has no legisla-
tive jurisdiction, remains an intellec-
tual focus of long-range thinking
about China's economic develop-
ment and US—China relations.

At this point it looks unlikely that
any major foreign policy or trade cri-
sis will arise to precipitate congres-
sional action directly affecting US in-
terests in China. But with a major
omnibus trade bill brewing, issues
with an indirect impact on US=China
trade are sure to emerge.

The consensus is clearly for a gen-
eral, comprehensive trade bill. China
may thus stay out of the limelight for
much of the time. As Senator Bent-
sen puts itz “We want to tear down
barriers many countries have erected
to trade, particularly in manufac-
tured goods. 1 don’t expect Congress
10 pass trade legislation that will sin-
gle out China.” The Finance Com-
mittee chairman goes on: 1 would
hope that six years [rom today we
could look back and see world trade
that started a steady expansion in
1986. That would be good for US
businessmen, whether they do busi-

e

ness in China or anywhere else.”
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China needs new and revitalized enterprises to achieve economic goa:ls

The Evolving Enterprise

he boundaries between dif-
ferent types of enterprises
in China are blurring as the
government begins to relin-
quish direct administrative control—
and even ownership in some cases—
to the managers and workers within
an enterpris
forms seek 1o improve the internal
workings at each factory, more fun-
damental changes in the enterprise
ownership system imply redefinition

. While managerial re-

of the basic Marxist concept of “own-
ership by the people.” As enterprises
evolve, they are gradually tipping the
balance away from a predominantly
State-run economy to one in which
many enterprises set their own prior-
iies, based on the needs of the mar-
ket rather than the State.

How far these reforms will be al-
lowed (o go, and how fast, is by no
means certain. Reforms begun in
1984 with the goal of giving more
AULONOMY Lo enterprise managers are
still being obstructed by recalcitrant
bureaucrats and Party ofhicials who
refuse to acknowledge the new pow-
ers of the factory director. More fun-
damental changes involving new
forms of enterprise ownership are
stll at an experimental stage and
must weather opposition on both
practical and theoretical grounds.
But China’s leaders appear to have
accepted the fact that without
changes in the enterprise system,
cconomic reforms will be stymied.

Revitalizing State and collective
enterprises

® State enterprises operate largely
within China’s central planning sys-
tem. In 1985 the 7,900 large and me-
dium-sized and 85,800 small State
enterprises accounted for some 70
percent of China’s total value of pro-
duction. The State sets output targets
for these enterprises and supplies
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Julia S. Sensenbrenner

them with the raw materials needed

to achieve these targets.

Limited reforms are taking place
within this group, especially at the
smaller State enterprises. Until 1983
all State enterprise profits were re-
mitted directly to the State. Now en-
terprises pay a national corporate tax
and various local taxes and have
more control over how they use prof-
its and set wage and bonus rates (see
The CEBR, Sept=0Oct 1986, p. 62).

Nevertheless, the large and me-
dium-sized State enterprises, includ-
ing China’s 7,000 “key" industrial
enterprises, have been the slowest to
implement reforms separating the
Party and burcaucracy from manage-
ment of the enterprise. State and
Communist Party administrative “de-
partments in charge™ are particularly
reluctant to relinquish managerial
control over these backbone indus-
tries of the Chinese economy includ-
ing transport and communications,
energy, and other strategic sectors
such as steel, cement, nonferrous

Julia S. Sensenbrenner, associate editor

of The CBR, also serves as editor of the

National Council’s monthly newsletter

China Market Intelligence and follows
cconomic developments in China for
member companies.

metals, and lumber.

Late last year a survey conducted
by the State Fconomic Commission
confirmed that almost all large and
medium-sized State enterprises
“showed few signs of vitality, due to a
lack of decisionmaking powers.”” This
year, the government has made im-
proving the management and eco-
nomic ethciency of key industrial en-
terprises a top
accomplish this, it will place more of
these enterprises under the direct su-
pervision of the State Planning Com-
mission. Removal from the ministe-

priority. To

rial accounting systems allows the
economic performance of each en-
terprise to be evaluated more inde-
pendently and may also help enter-
avoid
mtermediate-level bureaucratic con-

prises some ol the
troland regional ties imposed by pro-
vincial planners. A second plan, en-
dorsed by a national conference on
cconomic work in late January, is to
use multiple variations on the
responsibility system to tailor man-
agement to the individual situations
of each large enterprise.

Passage of a bankruptey law in De-
cember 1986 by the Standing Com-
mittee of the National People’s Con-
gress should also help increase
ethciency among China’s State enter-
prises. With over 20 percent of State
enterprises now believed to be op-
erating in the red, the law threaten-
ing unprofitable State enterprises
with closure is an important break
with the past. Ta-kuang Chang dis-
cusses the debates and experiments
preceding passage of this law on page
42.

® Collective enterprises could
more accurately be termed semi-pri-
vate, semi-State enterprises. Collec-
tives were traditionally run by the
workers themselves, but during the
1960s and 1970s many of the larger
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urban industrial collectives came un-
der the direct control of national and
provincial bureaucracies. Today the
State is gradually withdrawing fund-
ing and handing the reins back to the
workers,

From 1980-85 the number of col-
lectives grew 25 percent, reaching a
total of 367,800, This growth reflects
increasing vitality in the economic
system and a national move to reclas-
sify small State enterprises as collec-
tives—by putting them under local
cuidance, removing them from State
planning systems, and implementing
atax on profits.

Managerial reforms have pene-
trated collectives fairly readily. But
their relative autonomy [rom the
State planning system is not always an
advantage. Collectives face increas-
ing competition for raw materials
and funds, lower wages and poor
working conditions, a shortage of
good managers and talented or
skilled personnel, and low-quality
technology and equipment.

Entrepreneurs and foreign
investors make a comeback

® Private enterprises did not to-
tally disappear when large private
companies owned by China’s capital-
ists were nationalized during the
1050s. Small individual enterprises
completely outside the State plan-
ning system continued to hll gaps in
the economy, particularly in the ser-
vice sector. Although the number of
individual enterprises steadily de-
clined in the 1970s to about 100,000
m 1978, theyv rebounded to more
than 11.6 million businesses employ-
ing almost I8 million workers by
1985,

The rapid growth of this sector
slowed in 1986 due to bureaucratic
interference; heavy and ofien arbi-
trary taxes (individual entrepreneurs
must pay a commercial, profit, and
new mmdividual tax); dithiculty in se-
curing a shop location and financing:
and trouble obtaining goods and ma-
terials, At mid-vear the number of in-
dividual enterprises had dropped by
190,000, although by vear-end it had
climbed back to 1985 levels.,

The serious problems that caused
this slump continue to plague private
enterprises, compounded by nega-
tive press reports (accusing individ-
ual entreprencurs of speculation and
other illegal activities) that have given
them a poor image. But the govern-
ment seems committed to this sector,
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A new organization, the All China
Sell-Employed Laborer’s Associa-
tion, was formed in late-1986, and a
new law 1o protect the rights of pri-
vate entreprencurs is in the works.
Individual enterprises and collec-
tives tend to be concentrated in the
service sectors, where they accounted
for 59.6 percent of all retail sales in
1985, (Collectives made up 37.2 per-
cent of the total and private busi-
nesses contributed the other 154
Percent.) Service sector enterprises
are generally more suited to individ-
ual or collective ownership because
they operate outside industrial sup-
plv channels, in areas less crucial to
the overall functioning of the econ-
omy, and require less start-up capital.
® Foreign investment enterprises
have grown rapidly in number since

1979, when China passed the first ol

aseries of laws allowing foreign in-
vestment. By the end of 1986, 7,734
contracts had been signed 1o estab-
lish enterprises involving foreign in-
vestment,

Although the value of their pro-
duction is still minor compared to the
State sector, enterprises with foreign
investment play a catalytic role in
promoting changes in Chinese enter-
prises. Sino—foreign joint ventures
served as operating models for Chi-
na's new joint-stock enterprises, for
example. And the desire of foreign
businesspeople to have laws govern-
ing all relevant aspects of their opera-
tions in China may be pushing Chi-
nese lawmakers to move ahead on
new legislation governing enterprise
ownership and operations.

Guangdong Province has become a
testing ground for experiments with
foreign enterprises and is pioneering
its own regulations to define corpo-
rate existence and responsibilities for
companies with a foreign element lo-
cated in the special economic zones.
Alexa Lam’s article on page 45 looks
at these important regulations, which
may serve as a test case for a national
corporation law,

New forms of ownership

® Leased State enterprises. In an
attempt Lo make State (‘nlt'l'pl'isvh
more profitable, the Chinese govern-
ment has begun to allow unprofitable
State enterprises—imainly in the ser-
vice sector—ito be sold or leased 10
collectives and individuals. In fact, by
October 1985, of the total 85,805
small State enterprises involved in re-
tail, commerce, and catering services,

more than 49,000 had reportedly
bheen leased 1o collectives and some
7.300 had been rented to individuals,
Another 7.847 were transferred to
collective ownership, and a few were
sold to individuals.

With the success of these service
sector experiments, China has moved
into leasing some small and medium-
sized industrial enterprises. Wuhan
reportedly leased 35 small industrial
enterprises, and most of them have
since emerged from the red. And in
October 1986, the first medium-
sized State enterprise, an automobile
engine factory also in Wuhan, was
leased to 10 Chinese investors. Al-
though the State gencrally retains
ownership of the original property
and funds of the enterprise, the col-
lective takes possession of the hxed
assets owned by the State and, in re-
turn, provides depreciation funds,
pays an agreed upon percent of prof-
its to the State, and maintains and
Tenews assels,

® Joint-stock companies. Reform-
ers hope that allowing enterprises 1o
issue public stock will increase enter-
prise accountability, raise emplovee
motvation, and help promote Chi-
na’s nascent money market reforms.

Most of the enterprises now issu-
ing shares in China are collectives or
private enterprises whose employees
buy the stock. But to test the idea of
converting State enterprises to a
share system, a few State enterprises
are also experimenting with stocks.
In Guangzhou, for example, several
State enterprises were allowed to sell
30 percent of their stock to employ-
ees in order to raise money and im-
prove management. And Chongqing
recently ruled that all new enter-
prises i that city should be set up as

joint-stock companies.

Stock-issuing enterprises pose the
greatest challenge yvet 1o the State
ownership system, since classification
of the enterprise as State, collective,
or individual becomes extremely dif-
ficult. The case of the Beijing
Tiangiao Department Store Com-
pany, which first issued public shares
in 1984 after the merger of two de-
partment stores and a wholesale
store, illustrates the ownership prob-
lem. The company sold 51 percent ol
its shares to the State, 26 percent to
bhanks, 20 percent to other enter-
prises, and 3 percent to individuals.
When it came time for the company
to register, Tiangiao was unsure what
type of ownership to claim. Finally, it
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was agreed that the company is a new
type of commercial entity—a mix-
ture of all three tvpes of ownership.

Joint stock companies remain very
much an experiment. Conservatives
raise the theoretical n])il’(llnll that
stocks undermine the socialist nature
ol enterprises by eliminating owner-
ship by the whole people and raising
the specier ol exploitation, since
stock owners carn profits without
putting in labor. Opponents also ar-
gue that shares should only be sold 1o
workers in the issuing enterprise, not
the general public, precluding the
need to establish a whole new set of
institutions to supervise and regulate
stock transactions. Some planners
fear they will lose control of capital
construction spending it enterprises
are allowed to raise their own funds,
while other critics point out that indi-
viduals often do not realize the risk
they are taking by investing in stocks.
Yet so far these experiments with
joint stock ownership generally ap-
pear to be successful in raising em-
plovee productivity,. Moreover, the
government has demonstrated that it
can maintain control of stock-issuing
State l']][t‘lpl'i\('h i it chooses 1o, by
holding on to the largest block of
shares,

® Lateral economic cooperation.
Almost all economic transactions be-
tween China's enterprises used to be
administratively orchestrated, but
cconomic relorms now allow many
enterprises to establish their own
business relationships with cach
other. The term “lateral economic
cooperation’ is being used 1o de-
scribe the new forms of direct enter-
prise-to-enterprise cooperation, to
distinguish them from transactions
ordered and executed by adminis-
trative hierarchies.

One ol the most common new
torms of enterprise association is the
domestic joint venture. Large State
enterprises making brand-name,
high quality products have found ex-
panding production to be costly and
time-consuming, it not impossible
due to limits on existing infrastruc-
ture. To grow, they are now joining
forces with smaller enterprises in
towns and rural areas, Large enter-
priw\ escape restrictive adminis-
trative control and obtain new re-
sources, while their partner benefits
from readv-made markets and better-
quality production.

Other forms of l‘llh'lill'i‘u' ASSOCia-
tion include: successful but capital-
short enterprises (often collectives)
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that obtain financing from other en-
terprises; raw material or compo-
nents/parts producers that contract
to supply the producers of final
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regulate the activities of other types
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A law governing publicly owned
enterprises is expected to be pdsmxl
by the National People’s Congress
this spring, establishing fundamental
guidelines on how State enterprises
fit within the larger economy.
The law will detail the Tegal liabilities
ol enterprises, lactory directors,
and their administrative units;
the relationships between an enter-
prise and its administrative unit or
the local government; and an enter-
prise’s basic responsibilities and
activities,

To help resolve debates over own-
ership, a second important law will be
a national corporation (or company)
law governing enterprises that issue

shares or fall outside of the State
ownership system. Senior Chinese of-
ficials indicate that such a law will
probably be promulgated during
1987 but is not likely to be imple-
mented before T988.

The passage ol a corporation Taw
remains controversial due to its basic
assumption that corporations should
issue stock and have a board of direc-
tors. If the Chinese government
eventually does pass a law based on
such a “"Western”
cept, it will signal that the govern-
ment is ready to puat its stamp ol ap-
proval on the widespread and
fundamental changes taking place in

e

enterprises throughout China. 7

ownership con-

[T o P IE ] T I (it ey I R S S
New laws and relationships for China’s increas-
ingly independent enterprises

Law and the Enterprise

Natalie G. Lichtenstein

nterprises in China today

are, legally speaking, in a

state of flux. Their opera-

tions, administratively con-
trolled by the State for more than 30
vears, are changing dramatically as a
result of China’s greater reliance on
market forces and the growing sepa-
ration of business and administrative
functuons.

While many new laws and regula-
tions enacted in the 1980s attempt to
codify enterprise reform (see box),
defining an enterprise in legal terms
remains difficult. Indeed, experi-
ments in enterprise autonomy con-
tinue to outpace the national legisla-
tion that is needed to clarifly
enterprise rights and responsibilities.

What is an enterprise?

According to Article 41 of China’s
recently passed General Principles of
Civil Law, State and collective enter-
prises are considered “enterprise le-
gal persons.” More detailed defini-
tions of State enterprise rights and
obligations are expected in a State
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yvear.

Although the term “company™ (or
“corporation’) is now in vogue
among both State and collective en-
terprises, its legal implications re-
main unclear until China adopts a
company law. A proposed company
law, which is expected to address col-
lective as well as State enterprises,
has been under consideration fo
some time. The only existing legal
definition of a company in China is
found in the 1985 Provisional Regu-

lations on Registration and Control
ol Companies. These regulations de-
fine companies as “‘economic entities
engaged in production operations or
service businesses which are estab-
lished in accordance with the proce-
dure in these regulations, have inde-
pendent assets, are autonomous in
management, solely responsible for
profit and loss, and undertake eco-
nomic responsibility in accordance
with law.”" But this imprecise defini-
tion does not explain why entities
might prefer, as a legal matter, to
register as companies rather than as
enterprises—as many are now doing.

To obtain the status of a legal per-
son, State and collective enterprises
(and companies) must apply for an
operating license from the Adminis-
tration for Industry and Commerce
(AIC). The enterprise must submit
documents to the AIC showing that it
has been approved by the govern-
ment “‘departments in charge’” and
the relevant planning department; in
some sectors, it must also submit an
enterprise charter. (Every company
has to present a charter outlining its
PUrpose, powers, organization, and
other basic features.) The AIC, using
criteria spelled out in the Regula-
tions on Registration and Adminis-
tration of Industrial and Commercial

Enterprises, reviews the application
and decides whether to issue a li-
Cense.

Regulating enterprise activity

The State Industrial Enterprise
Rules, promulgated in 1983, provide
that State enterprises in certain sec-
tors (mostly energy- and transport-
related) must fulfill the responsibil-
ities set by their supervisory units
(usually the government department
in charge). Once these plans are met,
however, a State industrial enterprise
can supplement production and—
within the scope of State regula-
tions—purchase goods, determine
the price of its products, and apply

Natalie G, Lichtenstein serves as counsel
in the World Bank’s legal department.
She has also taught Chinese Law as an
adjunct professor at Georgetown Univer-
sity Law Center. The views expressed in
this article are those of the author and are
not necessarily those of the World Bank.
This article is adapted from “Legal Im-
plications of China's Economic Re-
forms,”" which appeared in Volume 1,
No. 2 of the 1CSID Review—Foreign
Investment Law Journal (October 1986).
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for an export license. The enterprise
is also given the right to manage its
funds; set wages, bonuses, and fines
for employees; and determine how i
should be organized. In return, the
enterprise assumes responsibility for
quality control, environmental pro-
tection, and fnancial discipline. But
it must still accept supervision from
the local people’s government in
such matters as public security, hre
prevention, land acquisition, and
sourcing local supplies.

A 1984 State Council decision sub-
sequently expanded State enterprise
power, permitting these enterprises
to retain 70 percent ol depreciation
funds and dispose freely of some
other enterprise funds, produce and
sell a broader range of products, set
prices within 20 percent of State
prices, and exercise greater decision-
making power in the hiring and pro-
motion of workers.

New relationship between the
State and the enterprise

In China’s planned economy, an
enterprise’s relationship to its super-
visory unit (or department in charge)
is crucial. All enterprises in China—
even the country’s few wholly for-
cign-owned enterprises—must re-
port to some hlll)('l‘\‘i‘i()l‘)‘ unit, usu-
ally a bureau within an industrial
ministry that supervises factories.

The State Industrial Enterprise
Rules of 1983 empower the supervi-
sOry unit to approve each enter-
prise’s long-term program, annual
plan, plans for major technical trans-
formation or import of advanced

technology, and appointments of

higher-level management. The super-
visory unit also determines the enter-
prise’s product orientation and scale
of production, and arranges the sup-
ply of inputs and sale of outputs un-
der the plan. Most significant from a
legal perspective is the stipulation
that the decisions of a supervisory
unit are binding on the enterprise,
although the enterprise is free to
propose changes. The supervisory
unit, in return, bears economic and
legal responsibility for its errors that
harm the enterprise.

The relationship between the State
and enterprises is changing as enter-
prise autonomy increases, guidance
planning is substituted for manda-
tory planning, and market deter-
mination of inputs and outputs grows
in importance. The fairly strict legal
provisions in the State Industrial En-
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terprise Rules are expected to give
way to further autonomy for enter-
prises when a State enterprise law is
passed.

No general laws or regulations de-
fine the responsibilities of collective
enterprises, although the number of
collective enterprises has grown al-
most 40 percent since 1978, Legisla-
tion regulating the powers and duties
ol collectives will become increas-
ingly important as their role in the
cconomic system grows. Laws for col-
lective enterprises need 1o be en-
acted, in particular o clarify the role
of supervisory units in the operation
of collective enterprises.

Monitored by many units

As the State substitutes indirect
cconomic regulation for direct ad-
ministrative control of enterprises,
the legal relationship among the en-
terprises, local State agencies, and
government departments is taking on
added importance. Agencies and de-
partments with a direct link to enter-
prise functions include:

e The ALC: In addition to register-
ing enterprises, the local AICs are re-
sponsible for certifying and invalidar-
ing enterprise contracts, as provided
in China’s Economic Contract Law.
The AICs also monitor enterprise
compliance with the Trademark Law
and the Regulations on Advertising.

e The tax burcaus: Now that State
and collective enterprises pay income
taxes, rather than simply remit prof-
its to the State, tax audits are a grow-
ing priority. Provisional Regulations
on Tax Management, issued in April
1986, strengthen the enforcement
powers of the tax bureaus,

® Financial Supervision: The Ac-
counting Law enhances hscal disci-
pline by establishing strict account-
ing procedures for State enterprises,
and providing legal penalties and
sanctions for noncompliance. Similar
provisions for collective enterprises
are alluded to in the Accounting
Law. Established under the 1982
Constitution and operating under
the Interim Auditing Regulations,
the State Audit Agency inspects and
reports on the financial performance
ol State enterprises.

e Banks: The advent of loan financ-
ing (in lieu of grants), coupled with
the economic responsibility system
for enterprises, has made commer-
cial partners out of banks and enter-
prises. State enterprises, in particu-
lar, will now finance major capital

construction through bank loans
rather than financial allocations. But
the bank still supervises enterprise
use of loan funds and project imple-
mentation until the loan is repaid.

L.oan contracts between the bank
and enterprise have strong legal
foundations. The Civil Law contains
a special section on creditor’s rights,
including legal protection for lawful
lending relationships. China has also
passed Loan Contract Regulations
that specily the content of loan con-
tracts including interest, security, re-
pavment, and default provisions.

In theory, loan contracts create an
arm’s-length relationship between
the bank and enterprise, with legally
enforceable rights and duties for
both parties. In practice, the rela-
tionship is flexible enough to permit
a bank to work out a compromise if
the enterprise cannot meet its loan
obligations. However, the Bank Man-
agement Regulations do prohibit
nonbank units from granting exemp-
ton from loan repayment to any en-
terprise without State Council ap-
proval.

Contracts gain greater acceptance

As reforms allow enterprises to
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make deals directly, without recourse
to burcaucratic middlemen, con-
tracts are no longer simply a way to
ensure that State plans are fulfilled. tract Law.

[o establish principles and regula-

tions governing the commercial use
ol contracts, in 1982 the State Coun-
cil promulgated the Economie Con-

According to this Law, a contract is

SELECTED LAWS GOVERNING ENTERPRISE
ESTABLISHMENT AND OPERATION

GENERAL

General Principles of the Civil Code. Adopted by the Sixth NPC 4/12/86; eftective
1/1/87. See The CBR Sept-Oct 1986, p. 46.

ENTERPRISE REGISTRATION

Provisional Regulations on the Administrative System for National Specialized
Companies. Issued by the SC 3/16/82

Regulations on Registration and Administration of Industrial and Commercial En-
terprises. Adopted 7/7/82. See The CBER Mar-Apr 1983, p. 28.

Provisional Regulations for the Registration and Control of the Names of Indus-
trial and Commercial Enterprises. Approved by the SC 5/23/85; issued by the SAIC
6/15/85.

Provisional Regulations on Registration and Control of Companies. Approved by
the SC 8/14/85; issued by the SAIC 8/25 /85,

Provisional Measures for the Registration and Control of Lateral Economic Associ-

ations. Issued by the SAIC 3/31/86.

ENTERPRISE OPERATION

Provisional Rules for State Industrial Enterprises. Promulgated by the SC 4/1/83.

Provisional Regulations on Greater Decisionmaking Powers for State Industrial En-
terprises. Issued by the SC 5/10/84.

Provisional Regulations on Control of Insurance Enterprises. Issued by the SC
3/3/85.

Provisional Regulations on Travel Agents. Issued by the SC 5/11/85.

Provisional Regulations on Control of Financial Trust and Investment Organiza-
tions. Issued by the People’s Bank of China 4/26/86.

Regulations on the Responsibilities of Directors of State Industrial Enterprises.
Adopted 9/15/86. Effective 10/1/86. '

Regulations on the Responsibilities of Party Organizations in State Industrial En-
terprises. Adopted 9/15/86. Effective 10/1 /86,

Regulations on Workers' Congresses in State Industrial Enterprises. Adopted
9/16/86. Effective 10/1/86.

ECONOMIC CONTRACTS

Economic Contract Law of the PRC. Adopted by the Fifth NPC 12/13/81; effective
5/1/82. See The CBR Sept-Oct 1984, p. 13,

Regulations of the PRC on Arbitration of Disputes over Economic Contracts. Pro-
mulgated by the SC 8/22/83.

Provisional Regulations of the SAIC on the Confirmation and Handling of Invalid
Economic Contracts. 7/25/85.

Provisional Regulations of the SAIC on Certification of Economic Contracts.
8/13/85.

SPECIFIC TYPES OF CONTRACTS

Contract Rules for Survey and Design of Construction Projects. Issued by the SC
8/8/83,

Contract Rules for Construction and Installation of Construction Projects. Issued
by the SC 8/8/83.

Regulations on Property Insurance Contracts. Issued by the SC 9/1/83.

Regulations on Contracts for Sales of Industrial and Mining Products. Issued by the
SC 1/23/84.

40

a written agreement between legal
persons, achieved through consulta-
tions and compensation of equal
value. The contrace should stipulate
its basic objective; the quantty and
quality of the goods involved; the
price, tme. place, and manner of
contract fulbillment; and responsibil-
ity in case of default. Contracts be-
tween legal persons and individual
entreprencurs are subject to the
same requirements, although con-
tracts strictly between individuals are
not. The law also spells out remedies
in case a contract s modihed or a
party defaulis—including  doubling
ol deposit, pavment of damages and
penalties and, finally, resort to medi-
ation, arbitration, and lirigation.

By prohibiting enterprises from
unilaterallyv altering or terminating
contracts, using coercion against the
other party, or soliciting interference
from outside, China's Economic
Contract Law has done much to allay
the qualms of enterprises who have
little experience with contracts. Be-
cause mediation or arbitration need
not precede litigation in the case ol
detault, the parties have greater con-
trol over dispute resolution. And if a
contracting party’s supervisory unit
is responsible for s failure to fulfill a
contract, the supervisory unit will be
charged with breaking the contract
and held liable for penalties and dam-
ages. This provision, together with
the provision on foree majeure, is reas-
suring to contracting parties that
may fear being held legally responsi-
ble for events bevond their control.

Greater contractual [reedom does
not mean that State planning has be-
come irrelevant, however., Economic
contracts must accord with State laws
and conform to State policies. Con-
tracts that fulfill mandatory State
plans must conform o State-set tar-
gets; contracts under guidance plans
must take o consideration State
targets as well as the actual condi-
tions at the units concerned. Con-
tract changes or cancellations are
permitted only i they do not harm
State interests or plans. On the other
hand, a revision or cancellation of
the State plan on which a contract is
based is immediate grounds for mod-
ifying or canceling the contract,

I'he number and scope of transac-
tions subject to State planning, and
in particular mandatory planning, is
likelv to decline as economic reforms
progress. For more and more trans-
actions the contract will become the
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primary means of ensuring that en-
terprises fulfill their economic
responsibilities. Hence, clear con-
tractual rules to win the confidence
of the contracting parties are needed
more than ever.

Other enterprise relations

A growing body of legislation is en-
couraging enterprises to improve
their performance by strengthening
economic ties with other enterprises
and by attracting new sources of capi-
tal.

According to China's Civil Law,
Joint business operations, for exam-
ple. may be conducted either
through a newly created economic
entity that becomes a legal person in
its own right, or through joint man-
agement by existing enterprises.
Joint business operations are encour-
aged and regulated by the State
Council Regulations on Lateral Eco-
nomic Ties. The Regulations allow
the participating enterprises to de-
termine the form and structure of
their associations and stress the vol-
untary nature ol such associations
illll()llg {'lll{’l'})]‘i.‘i(‘."\.

Another enterprise activity attract-
ing a great deal of attention is the
issuing of stocks and bonds to fi-
nance operations and investments. In
the absence of national legislation
governing stock and bond transac-
tions, experimentation is going on in
accordance with local rules. State en-
terprises in Guangzhou, Chongqing,
Wuhan, Shenyang, and Changzhou
can now issue dividend-bearing
stocks directly to other businesses
and individuals, with the permission
of the People’s Bank of China. Shen-
yang set up China’s first post-Libera-
tion securities market in August
1986, and Shanghai and Beijing have
since opened their own markets.
Shanghai has its own rules on public
offerings of stock, promulgated by
the local branch of the People’s Bank
of China, and last fall Guangdong
Province, the city of Xiamen, and
Hunan Province all passed regula-
tions governing management of
stocks and bonds. After sufficient lo-
cal experimentation with the various
alternatives, national regulations
should be forthcoming.

Carefully controlled competition
Experiments with inter-enterprise
competition, necessary to raise pro-
ductivity and improve enterprise
management, are also governed by a
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series of regulations. The 1980 Provi-
stonal Regulations on Promotion and
Protection of Socialist Competition,
as well as the 1984 Central Commit-
tee Decision on Economic Reform

recognize that inter-enterprise com-
petition is necessary to stimulate pro-
duction and improve enterprise man-
agement. Monopoly is forbidden
exceptin product areas under special

Regulations on Contracts for the Sale of Agricultural By-Products. Issued by the SC
1/23/84.

Regulations on Contracts for Processing Jobs. Issued by the SC 12/20/84.
Regulations on Loan Contracts. Issued by the SC 2 /28 /85,

Implementing Measures for Storage Contracts. Approved by the SC 9/25/85; issued
by the Ministry of Commerce, Ministry of Foreign Economic Relations and Trade, and
State Materials Bureau 10/15/85.

ENTERPRISE TAXATION

Trial Procedures for State Enterprises to Shift from the Profit-Delivery System to
One of Taxation. Approved by the SC 4,/24/83.

Trial Measures for the Second Step in Replacing Delivery of the Profits by State
Enterprises with Payment of Taxes. Approved by the SC 9/18/84.

Provisional Income Tax Regulations for Collective Enterprises of the PRC. Issued
by the SC 4/11/85.

Provisional Regulations on Tax Management of the PRC. Issued by the SC 4 /21 /86.

ECONOMIC REGULATION
Patent Law of the PRC. Adopted by the NPC 3/12/84; effective 4/1 /85. See The CBR

Jan-Feb 1985, p. 54.

Provisional Regulations on the Promotion and Protection of Socialist Competition,
Approved by the SC 10/17/80.

Provisional Rules on Control of Advertising. Issued by the SC 2/17/82; effective
5/1/82. See The CBR Mar-Apr 1983, p. 27.

Trademark Law of the PRC. Adopted at the 24th Session of the Standing Committee
of the Fifth NPC 8/23/82; effective 3/1/83. See The CBR Mar-Apr 1983, p. 28,

Accounting Law of the PRC. Adopted by the Ninth Session of the Standing Commit-
tee of the Sixth NPC 1/21/85; effective 5/1 /85.

Provisional Regulations on Auditing. Issued by the SC 8/29 /85,

Circular on Strengthening the Control Over Advertising. Issued by the SC
11/15/85.

Provisional Regulations on Bank Management. Issued by the SC 1/7/86.

Regulations Governing Several Questions on Further Promoting Lateral Economic
Ties. Promulgated by the SC 3 /23 /86.

Circular on Earnestly Solving the Problem of Tied Selling of Goods. Issued by the
SC 6/86.

Regulations Governing the Responsibility for Quality of Industrial Products. Pro-
mulgated by the SC 4/5/86.

The Law of the PRC on Enterprise Bankruptcy for Trial Implementation. Promul-
gated by the Standing Committee of the NPC on 12/2/86. See The CBR Mar-Apr
1987, p. 42.

LABOR

Provisional Regulations on the Recruitment of Workers by State Enterprises. Pro-
mulgated by the SC 7/12/86; effective 10/1/86.

Provisional Regulations Governing the Implementation of the Labor Contract Sys-
tem by State Enterprises. Promulgated by the SC 7/12/86; effective 10/1/86.

Provisional Regulations Governing the Dismissal of Undisciplined Staff and Work-
ers of State Enterprises. Promulgated by the SC 7/12/86; effective 10/1 /86,

Provisional Regulations Governing Unemployment Insurance for State Enterprises.

Promulgated by the SC 7/12/86: effective 10/1 /86,
(See also The CBR, Nov-Dec 1985, pp.40-45.)

Key:

NPC: National People’s Congress

SAIC: State Administration for Industry and Commerce
SC: State Counail
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management by the State. Monopo-
lies on advertising are also forbidden
under the Regulations on Advertis-
ing.

The State Industrial Enterprise
Rules define the State role as safe-
guarding lawful competition among
enterprises and prohibiting the use
of inappropriate or illegal compe-
tition, including trademark fraud,
consumer fraud, price control, and
bribery. In addition, the State Coun-
cil's Circular on Earnestly Solving the
Problem of the Tied Selling of Goods
attacks the practice of selling quality
products on the condition that infe-
rior items are purchased at the same
time.

Where true inter-enterprise com-
petition comes into play, cases of
bankruptcy may crop up. So far only
one has been reported, at the Shen-
vang Explosion Prevention Equip-
ment Factory, a collective enterprise
declared bankrupt in August 1986
under Shenyang’s municipal regula-
tions. National legislation on bank-
ruptcy, passed on December 2. 1986,
will go into effect three months after
the still-awaited State industrial en-
terprise law goes into effect. Officials
hope the fear of bankruptcy will spur
enterprises to improve efficiency and
profitability.

Enterprise relations with workers
concerning matters such as trade
unions, worker safety, wages, and
benehits, are governed largely by Chi-
na’s labor regulations. But with the
October 1986 introduction of a labor
contract system for all new employ-
ees in State enterprises, the State will
have to reconcile the differences be-
tween these regulations and workers’
own contractual provisions. Provi-
sional regulations on worker dis-
missal, recruitment, and unemploy-
ment insurance were promulgated at
the same time as the new labor con-
tract system. In the gradual change-
over Lo a labor contract system, these
new regulations will ensure workers’
rights are upheld as enterprises begin
using contracts to employ new work-
ers.

Protecting China’s consumers
Consumer rights are protected by
a growing body of legislation. The
Company Registration Regulations
protect consumers against underfi-
nanced companies or companies not
fully prepared to open for business.
Other regulations prohibit enter-
prises from using names that could
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mislead consumers or be easily con-
fused with another enterprise. The
State Industrial Enterprise Rules
prohibit the sale of below-standard
products and require manufacturers
to repair, exchange, or recall defec-
tive products. State Council regula-
tions on product liability in 1986 re-
inforce this concern,

Similarly, the Trademark Law pro-
vides for supervision of trademarks
in order to stop fraudulent practices
that harm consumers. Finally, rules
on advertising require that advertis-
ing be clear and truthful and indicate
when goods are substandard, trial-
manufactured, or on trial sale. The
rules also provide that “'no advertise-
ment will be allowed to practice fraud
or to hoodwink or deceive end-users

or consumers in any way whatso-
ever.”

An evolutionary process

In addition to legislation develop-
ing under the impetus of economic
reforms, Chinese enterprises are sub-

ject to myriad internal rules and

regulations written long before the
post-1978 reforms were introduced.
Often unpublished and specific to
particular economic sectors, these in-
ternal rules will eventually need to be
adapted to the restructured relations
between enterprise and government,
In the meantime, enterprise reform
is fostering legal consciousness
among enterprises that should pave
the way for greater adherence to the
many laws that reform has brought. %

The remarkable making of the Chinese bank-

ruptcy law

The East is in the Red

Ta-kuang Chang

n August 3, 1986, a historic

event took place in China’s

northeastern city of Shen-

yang. For the first time
since the founding of the People’s
Republic of China, a Chinese enter-
prise officially went bankrupt. Al-
though the Shenyang Explosion Pre-
vention Equipment Factory was only
a small collective enterprise with
fewer than 80 workers, its bank-
ruptcy heralded a radical step for-
ward in China’s program of enter-
prise reform and a new phase in the
gradual shift from central planning
to a mixed economy.

Characteristic of China’s empirical
approach to reform and legislation,
the country’s first bankruptcy was an
“experiment’’ conducted four

Ta-kuang Chang is an attorney with the
international law firm of Paul, Weiss,
Rifkind, Wharton & Garrison and is
based in Beijing.

months before the Law of the PRC

on Enterprise Bankruptey for Trial
Implementation (the “*Bankruptey
Law”) was passed on December 2,
1986. Moreover, trial implementa-
tion of the Bankruptcy Law, which
applies only to State enterprises, will
not begin until three months after
implementation of the Law of the
PRC on Enterprises Owned Wholly
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by the People (i.e., State enter-
prises)—a law that will not be passed
before the spring of 1987,

Unprecedented debate over draft
law

The two-year legislative process
leading up to approval of the Bank-
ruptcy Law was almost as remarkable
as the new law itself. In the past, ap-
proval of laws by China’s popularly
clected legislature, the National Peo-
ple’s Congress (NPC) and its Stand-
ing Committee has often been viewed
as a rubber-stamp formality. This
time the NPC Standing Committee
not only vigorously debated the
bankruptcy draft law, but also made
numerous substantive amend-
ments—in what was “an unprece-
dented democratic atmosphere,” ac-
cording to the Chinese press.

In another departure from tradi-
tion, the NPC debates on the law
were covered extensively in the press
and on television. And in the propa-
ganda campaign that customarily ac-
companies the lawmaking process,
slick new features were added: opin-
ion polls and “test market”

Foreign lawyers were even called in
by the legal draftsmen to discuss the
experiences of Western countries
with bankruptcy laws. Meetings held
in Beijing in August 1986 provided
foreign lawyers with a rare glimpse
into the thinking of some of the
draftsmen and highlighted the fun-
damental differences between Chi-

cities.

nese and Western conceptions of

bankruptcy. Drafters also considered
other bankruptcy models, including
China’s own bankruptcy laws of 1906
and 1935; the widely admired Hun-
garian and Yugoslavian bankruptey
laws: and the rarely applied law of the
Soviet Union.

The draft bankruptcy law was first
presented by a vice chairman of the
powerful State Economic Commis-
sion to the 16th session of the Stand-
ing Committee of the Sixth NPC in
June 1986. The law was originally
scheduled to be passed during the
August-September 17th NPC Stand-
ing Committee session, and indeed,
the usually authoritative Beijing Re-
view prematurely announced its pas-
sage in August. But controversy be-

tween blll)ptll'l(’l's and ()])I,)()IR‘IHS of

the law proved so intense that the law
was finally tabled until the Novem-
ber-December (18th) session. Even
then the draft law still encountered
heated debates and was only passed
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in December after the two sides

reached the peculiar compromise of

publishing the law but not imple-
menting it until at least six months
later.

The intensity ol the debate was not
unexpected for a law questioning so
many of socialism’s fundamental as-
sumptions. But the extent to which
the leaders allowed heated issues to
be played out in the press, for all—
including foreigners—to see, was
nothing short of astonishing.

Justifying a “radical” remedy

At the heart of the debate was the
question of whether bankruptcy was
possible in a socialist state. Some ar-
gued that it was not, since China’s
State enterprises are owned by the
State and operate in a State-con-
trolled economy. Mindful of earlier
claims that the absence of bank-
ruptcy in China proved the superior-
ity of socialism, many opponents
stressed the inherent duty of the so-
cialist state to protect the jobs of its
citizens.

Interestingly enough, the bank-
ruptey law also encountered objec-
tions from reformers who questioned
the practicality and fairness of forc-
ing enterprises into bankruptey as
long as enterprises lacked real con-
trol over their own costs, prices, and
management. But the reformers
turned the argument of the conserva-
tives on its head and instead called
for faster and more radical reforms
in order to give enterprises enough
decisionmaking power to make bank-
ruptcy a meaningful deterrent. Some

press commentators even boldly pro-
posed that the system of ownership in
the country should be altered, grant-
ing managers “relative ownership”
ol the enterprise, while the State re-
tained only “absolute ownership.”

Supporters of the law argued that
poorly managed enterprises were a
drain on China’s “socialist commod-
iy economy.”” Many pointed to a
need for a legal mechanism for disci-
plining and, in the worst case, closing
inefthcient enterprises.

Who goes bankrupt—and when?

At what point should a Chinese en-
terprise be considered bankrupt or
imminently bankrupt? The earlier
drafts of the bankruptcy law, tried
out in the test cities, stated that an
enterprise would be given a one-year
warning of imminent bankruptcy
when its balance sheet and income

statement violated certain financial
ratios. One draft set a ratio as total
debt exceeding 60 percent of tangi-
ble assets, while in another draft the
ratio was specified as losses exceed-
ing 80 percent of registered capital.

But the law drafters soon realized
that such mechanical financial-ratio
criteria did not work: they failed to
take into account the differing capi-
tal structures and circumstances of
Chinese enterprises, many of which
have tremendous debts and are
chronically in the red. Nor were the
drafters willing to allow major enter-
prises in vital industries to go bank-
rupt. In meetings with drafters,
American lawyers pointed out that
the former US bankruptey statute
contained analogous balance sheet
tests for bankruptey, but these were
abolished in 1978 in favor of the
broader standard for involuntary
company bankruptcies of “generally
not paying debts as they become
due.” Similar general standards are
found in the bankruptcy laws of
other Western countries.

During the August—September ses-
sion of NPC Standing Committee dis-
cussions, law draftsmen changed the
financial-ratio criteria for bank-
ruptey to a more general bankruptey
criterion—an enterprise  sustaining
heavy losses because of poor manage-
ment and unable to pay debts that are
due. A public utility enterprise or an
enterprise essential to the national
economy and the people’s livelihood
will not be deemed bankrupt if the
“relevant governmental depart-
ments’ provide subsidies or other-
wise helps it to repay its debts. An
enterprise will also be spared bank-
ruptey if it obtains guarantees that its
debts will be repaid within six months
of the petition for bankruptcy.

The question of foreign ventures

Earlier ambitious drafis of the
bankruptcy law would have applied
to Chinese—foreign equity joint ven-
tures, Chinese—foreign cooperative
ventures, wholly foreign-owned en-
terprises, individual enterprises, col-
lective enterprises, and State enter-
prises. To some foreign investors, the
drafts raised the alarming possibility
that some of their money-losing in-
vestments in China might actually be
declared bankrupt. Other foreign
lawvers and investors actually hoped
the new law would apply to Chinese—
foreign joint ventures. In acknowl-
edging the priority rights of secured
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creditors in such a law, China would
have taken an essential step toward
the establishment of a national mort-
gage system for joint ventures.

Without such a national mortgage
system, foreign bank loans to a joint
venture generally cannot be secured
by the assets of the joint venture.
Such loans now must be guaranteed
by the foreign investor (usually an
unacceptable risk) or by one of the
Chinese financial institutions autho-
rized to provide guarantees—most
ol which are dangerously overcom-
mitted on guarantees and must abide
by strict limits on the amount they
can guarantece.

But given the often-divergent rules
that govern Chinese enterprises and
those involving foreign investment,
innumerable technical difficulties
arose in drafting a bankruptey law
that would satisfy the needs and pe-
culiarities of both. Thus, during the
August=September session of the
NPC Standing Committee, the drafi
law was revised 1o apply only to Chi-
na's State enterprises. Meanwhile, a
separate local bankruptey regulation
for enterprises involving foreign in-
vestment is now being tried out in the
Shenzhen Special Economic Zone
(see P 45).

Although the Shenyang Explosion
Prevention Equipment Factory was a
collective enterprise, and so not cov-
cred under the revised Bankruptcey
Law, its bankruptcy proceedings con-
tinued under Shenyang's own Trial
Provisions, and its assets were auc-
tioned off in September 1986, re-
turning about 50 fen (50 percent) on
the yuan.

Pinpointing responsibility

Because a primary purpose of the
Chinese bankruptey law is to disci-
pline inefhicient enterprises, the law’s
drafters paid much attention to
developing effective means of pun-
ishing the management of bankrupt
enterprises and seemed disappointed
to learn that Western bankruptcy
laws did not contain such provisions.
In the United States, for example,
managers ol inefficient companies
can be fired but are subject to crimi-
nal penalties only if they commit
fraud or other crimes.

Earlier dralts of the bankruptcy
law provided severe penalties for the
managers of bankrupt enterprises,
and following the Yugoslavian bank-
ruptcy law model, prohibited such
managers from taking similar mana-
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gerial positions for three years. In
the Later draft, the rule became much
more general, providing that the le-
gal representative of the enterprise
and the leaders of the “department
in charge™ principally responsible
for the bankruptcey of the enterprise
would face “administrative sanc-
but that criminal penalties
could be imposed only il criminal acts

tions,”’

had been committed.

Discussing the bankruptey law with
the Chinese drafters also clarified for
Western lawyers the seldom-under-
stood importance of the
ment in charge”—the government
agency that directly supervises the
daily operation of all enterprises in
China, including Chinese—foreign

depart-

joint ventures. While the Chinese

government is beginning to recog-
nize that Chinese—foreign joint ven-
tures should not be tightly controlled
by the department in charge, this su-
pervisory unit still plays a crucial role
in the business aspects of Chinese en-
terprises—and bankruptcy will be no
exception. Under the bankruptey
law, the department in charge is the
only party authorized to petition for
reorganizing the bankrupt enter-
prise. And after the enterprise and its
creditors reach an agreement ap-
proved by the court, the department
in charge “carries out” and “coordi-
nates” the reorganization of the en-
terprise. But if the leaders of the de-
partment in charge are responsible
for an enterprise going bankrupt,
they are subject to “administrative
sanctions.”

Protecting the workers

Hardline opponents of the bank-
ruptey law were particularly con-
cerned about the plight of workers
laid-off” from bankrupt enterprises,
since the existence of a bankruptcy
law questions China’s long-held as-
sumption ol permanent employment.
Bankruptey law supporters first tried
1o head oft debate on this issue by
proposing that, since the State Coun-
cil had already passed the “Interim
Provisions on Unemployment Insur-
ance lor State Enterprise Employ-
ces,” specihic provisions on woi ker
benefits could be deleted from the
bankruptey law. But, in general, the
Unemployment Insurance Provisions
provide less generous benefits than
those specified in the early drafts of
the bankruptey law. For example, un-
der the Unemployment Insurance
Provisions, a worker laid off by bank-

ruptey will receive 50-75 percent ol
his previous wages (reduced from up
1o 90 percent) for two years (instead
of three), and such benefits will be
funded by employer contributions of
I percent of the total wage bill (re-
duced from up to 5 percent).

During the November—December
session, the conservatives amended
the final law o require that the gov-
ernment must “through all different
means, appropriately arrange re-
employment for and guarantee the
basic living needs of the workers of
bankrupt enterprises.” But the spe-
cific guidelines for unemployment
benefits of the earlier drafts were de-
leted from the final law.

In the Shenvang bankruptcey, the
factory’s handicapped workers were
placed into other jobs by the relevant
government departments; chroni-
cally ill and retirement-age workers
were allowed to retire; and other
workers received 75 percent of the
original wages for six months, then
¥30 per month from a relief fund if
stll unemployed.

Experimentation and the
lawmaking process

The legislative process for the
Bankruptey Law included many sig-
nificant innovations in soliciting pub-
lic opinion and attempting local ex-
perimentation, which may mature in
the future into uniquely Chinese
democratic institutions.

As with most Chinese laws, the law-
making process began with forma-
tion, in December 1984, of a drafting
task force comprised of othcials with
relevant experience or knowledge,
The drafting task force was headed
by a State Council official who, in an
unusual move one month earlier, had
published his own proposed draft of
the bankruptey law in the widely cir-
culated magazine Democracy and the
Legal System. The task force then
traveled to major cities 1o solicit
opinions on the draft,

China has evolved a successful pro-
cedure for getting the bugs out ol
new laws by implementing local ver-
sions of such laws in the special eco-
nomic zones or Guangdong Province
belore their eventual promulgation
on a national level. But industrialized
cities with their many older enter-
prises, rather than the newer eco-
nomic zones, were chosen as more
appropriate sites to test market”
the bankruptey law,

In February 1985 the Shenyang
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city government issued the Trial Pro-
visions for Handling the Bankruptey
and Closing of Urban Collectively
Owned Industrial Enterprises. Sub-
sequently, several enterprises in the
four test cities of Shenyvang, Wuhan,
Chongqging, and Taiyuan were given
“vellow warning cards” of imminent
bankruptcy. These enterprises were
warned that, unless theyv reduced
their losses within one year, they
would be declared bankrupt.

Some of these enterprises made a
turnaround and escaped bankruptcy.
One did not. To date, a total of 11
enterprises in the four test cities have
received vellow warning cards. Many
of these failing enterprises have been
described in detail in the press, per-
haps to serve as negative examples.

In September 1985 the task force
completed an opinion solicitation
draft of the Bankruptcy Law, which
circulated to a large number of na-
tional and local government depart-

ments for comment. This is one of

the most important steps in the Chi-
nese legislative process. After com-
piling the comments received on this
draft, the task force drew up a formal
draft law, approved in principle by
the Standing Committee of the State
Council on January 31, 1986, and
submitted to the NPC Standing Com-
mittee for approval.

But the opinion gathering went
much further than this. In a novel
experiment, more than 500 people in
four other cities responded to a de-
tailed poll about the law in January
1986. The generally favorable results
were widely publicized in the press
during that summer. But in a reveal-
ing commentary, one article re-
ported ingenuously that 81 percent
of those who had not already partici-
pated in a propaganda seminar on
the bankruptey law thought it would
not be possible to promulgate and im-
plement the law, But of those who
attended a seminar, 91 percent
agreed that the bankruptey law
should be promulgated as soon as
possible. This illustrated, according
to the article, the importance of pro-
paganda work.

Scholars, officials, and experts also
expressed their views on the Bank-
ruptcy Law at a major policy confer-
ence on the law held in Shenyvang last
vear, and their opinions will again be
solicited at the conference on the
Bankruptcy Law to be held next fall
in Wuhan and Chongqing.

Perhaps the most significant aspect
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of the making of the Bankruptcy
Law, as already noted, was the “un-
precedented democratic atmo-
sphere™ of the debates of the NPC
Standing Committee, and its impor-
tant input in the law’s formulation.
The conservatives in the National
People’s Congress who had voiced
opposition and supported amend-
ments to the Bankruptey Law are
precisely those who have disagreed
with the rapid pace of China’s recent

reforms. Led by Peng Zhen, chair-
man of the NPC Standing Commit-
tee, these conservatives used the oc-
casion of the January 1987 (19th)
session of the NPC Standing Com-
mittee 1o express their views on
“bourgems liberalization.” Therein
lies the paradox ol democracy: that
China's clected legislature is develop-
ing into the very forum for conserva-
tive opposition to the economic and
political reforms. e

Landmark regulations govern all companies
with foreign investment in Guangdong’s
SEZs—from establishment to dissolution

Foreign Corporate
Identi

Alexa Lam

wo experimental laws pro-

mulgated late last year in

Guangdong Province are

China’s first comprehen-
sive attempt to define corporate exis-
tence and responsibilities for compa-
nies with a “foreign element’” —
mcluding Chinese—foreign equity
ventures, Chinese—foreign cooper-
ative joint ventures, wholly foreign-
owned enterprises, and Chinese—for-
cign companies limited by shares. It
is no coincidence that these legal ex-
periments are taking place in
Guangdong—home to the majority
of China’s foreign investment
projects. Guangdong's pathbreaking
legislation may eventually serve as a
model for national laws related to
Chinese—foreign ventures, as na-
tional legislative draftsmen gradually
move beyond their current efforts to
define the legal environment for Chi-
nese enterprises.

The frst of these two laws, the
Regulations on Foreign Companies
of the Guangdong Special Economic
Zones (the “Regulations™), confer le-
gal person status on Chinese—foreign
cooperative ventures for the firs
time and provide some ground rules
for operating these ventures. Pro-
mulgated last September and in ef-
fect since January 1, 1987, the Regu-

lations address the establishment,
operation, management, liability,
and liquidation of the above four

types of enterprises located in
Guangdong’s special economic zones
(SEZs)—Shenzhen, Zhuhai, and
Shantou. The Regulations are not
retroactive, however—existing en-
terprises may continue to enforce
specific provisions in their contracts
and articles of association even if
they conflict with the new provisions.

The second law, the Foreign Com-
panies Bankruptcey Provisions of the

Alexa Lan, an attorney with the interna-
tional law firm of Paul, Weiss, Rifkind,
Wharton & Garrison, is based in Hong
Kong and travels frequently to China.
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Shenzhen Special Economic Zone
(“'the Shenzhen Bankruptcy Provi-
sions’’), promulgated on December
7, 1986, applies to all Chinese—for-
eign equity and cooperative ven-
tures, wholly foreign-owned enter-
prises, and Chinese—foreign
companies limited by shares and es-
tablished in the Shenzhen SEZ. They
supplement the Regulations, provid-
ing additional legal clarification for
the bankruptcy of certain Shenzhen-
based companies whose total assets
cannot cover debts as they fall due.
Although the procedures for
liquidating and dissolving companies
are generally set out in the Regula-
tions, it makes good sense, and is in-
deed common practice in the West,
to establish separate detailed rules
governing bankruptcy, which is just
one of the grounds for liquidating
and dissolving companies.

Limiting liability

China’s national laws governing
Chinese—foreign equity joint ven-
tures and wholly foreign-owned en-
terprises confer legal person status
upon these entities, entitling them to
civil rights and responsibility for
their own civil obligations. No similar
regulation yet exists for cooperative
ventures. The Regulations, however,
hold that at least in Guangdong's
SEZs, cooperative ventures and Chi-
nese—foreign companies limited by
shares are also Chinese legal persons.

In fact, the Regulations go a step
further by identifying all four types
of Chinese—foreign cooperation as
limited liability companies. The
Regulations do not explain what
“limited lability” means, however.
In most countries this term means
that liability for each of the compa-
ny's shareholders is limited to the
amount of the company’s capital that
has been subscribed but remains un-
paid by such shareholder, and indeed
similar principles are found in Chi-
na’s 1983 implementing regulations
for equity joint ventures.

But many Chinese organizations
find this definition hard to accept. In
one joint venture contract negotia-
tion, the Chinese party insisted on
deleting a clause stating that the
“creditors of the company shall not
have recourse to the joint venture
parties but shall look solely to the as-
sets of the company for satisfaction
of their debts.”” The Chinese claimed
that, since the concept of limited -
ability is well understood in China,
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putting such a provision in the con-
tract could only be taken as a lack of
faith in the sophistication and good
faith of the company's future credi-
tors. Yet one Chinese participant
later commented that it would not be
fair to allow joint venture parties to
deny liability to their creditors when
the joint venture has trouble paying!

Given this confusion over termin-
ology, it is not surprising to find that
the Regulations contain a contradic-
tory provision stating that if a co-
operative venture cannot pay off its
liabilities upon liquidation, the JV
partners are personally liable in ac-
cordance with the ratio of their profit
sharing—a classic formulation for
unlimited liability. The Shenzhen
Bankruptcy Provisions, on the other
hand, classify all four types of Chi-
nese—foreign companies as limited li-
ability companies, without noting the
personal liability, if any, of partners
in a cooperative venture. It is hoped
that such contradictions and ambigu-
ity will be resolved in the national
corporation law now being drafted,
since foreign investors need to know
the exact limits of their exposure in
any chosen form of investment.

Some investors may now face even
greater exposure with the new re-
quirement in the Regulations that all
four types of Chinese—foreign com-
panies must have registered capital
valued at a minimum¥1,000.000 (ap-
proximately $270,000)—at least 25
percent of which must comprise the
first payment. This may dampen the
enthusiasm of Hong Kong and Ma-
cau investors with small projects in
Guangdong Province.

Management concerns

The Regulations on Foreign Com-
panies of the Guangdong Special
Economic Zones introduce certain
subtle yet fundamental changes in
the management and control of eq-
uity ventures and cooperative ven-
tures that may shake up the delicate
balance of power in some joint ven-
tures. Previously, many partnership-
like cooperative ventures had a loose,
informal body as their nucleus of
control, but this practice is no longer
permitted.

China’s 1983 equity joint venture
implementing regulations specify
that the Chinese partner appoints the
chairman of the board, a pattern that
has generally held true for cooper-
ative ventures as well. (All four types
of Chinese—foreign ventures must

designate a board of directors as
their highest authority.) Typically,
the foreign partner appoints the gen-
eral manager, who has the final say
(without having to obtain his Chinese
deputy’s consent) on day-to-day op-
erational matters. The foreign party
uses this general manager to control
company operations while the chair-
man acts more as a figurehead. But
the Regulations now provide that, if
both partners and the municipal gov-
ernment agree, the venture’s chair-
man may be appointed by the foreign
partner and the deputy chairman by
the Chinese partner.

The right to appoint the joint ven-
ture chairman may be more impor-
tant now that the Regulations add to
the power given to the chairman un-
der the JV Implementing Regula-
tions. For instance, the chairman’s
responsibilities now include carrying
out board policy decisions and han-
dling major problems in accordance
with both the articles of associations
and board resolutions. And, if the
general manager and deputy general
manager of equity and cooperative
ventures do not agree, the chairman
makes the final decision.

The Regulations also grant the
board of directors power to set mini-
mum prices for a joint venture’s
products. If the general manager and
the deputy general manager sell be-
low this minimum without approval
from the chairman or the board, they
bear responsibility for the economic
consequences. If taken literally, this
provision also gives the chairman the
power to independently authorize
sales below minimum prices. As sales
are usually the venture's lifeblood,
the foreign partner will want at least
as much say as the Chinese partner in
setting prices. Although the foreign
partner may now want to :lppninl the
chairman to resolve this and other
management problems, the feasibil-
ity of doing so remains uncertain.

Foreign investors are often con-
cerned about the legal duties and li-
abilities of Chinese-foreign venture
directors. The Regulations make it
clear that if an enterprise commits
illegal acts such as operating outside
its permitted scope of operations; de-
liberately withholding information
from tax, municipal, and adminis-
trative bureaus; fraudulently avoid-
ing debts; or breaking the law, the
enterprise, its legal representative,
and all “persons responsible’ are
subject to criminal sanctions and
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fines. The national corporation law
needs to clarify a director’s fiduciary
duty to the company and its members
and indicate whether a director is in-
cluded in the “all persons responsi-
ble™ category.

Mortgage of equity interest

There is no national mortgage law
in China. The Provisions of the
Shenzhen Special Economic Zone on
Administration of Mortgage Loans,
promulgated in 1986, represent the
country’s first attempt, albeit at a
provincial level, to provide for the
creation, registration, and enforce-
ment of mortgages over certain types
of property, including stock owner-
ship in equity ventures and cooper-
ative ventures in the Shenzhen SEZ.

Under the Regulations, a party can
now pledge its ownership interest in
an equity or cooperative venture pro-
vided that the board approves. For
(uupm';lli\‘l‘ ventures, the amount se-
cured cannot exceed that party’s to-
tal investment less the return on in-
vestment received by that party so
far. Whether wholly foreign-owned
enterprises can mortgage their inter-

est remains unclear, although there is
no reason this right should be denied
to such investors.

Specific guidelines for companies
limited by shares

Companies limited by shares could
play an important part in opening up
ownership of the means ol produc-
tion. Already a number of State and
collective enterprises are experi-
menting with this corporate form
through the issue of shares to em-
ployees and members of the public.

As companies limited by shares be-
come more popular as a form of in-
vestment and a means of raising capi-
tal and minimizing risks, the rules
governing the structure, powers, and
liability of such companies and the
responsibilities of shareholders, di-
rectors, and officers must be clearly
spelled out for the protection of in-
vestors and creditors. The Regula-
tions begin to clarify some of these
issues, but uncertainties remain.

e Incorporation. The Regulations
specify that a minimum of five incor-
porators can establish a company lim-
ited by shares—burt at least half must

A workshop of the Huasi Enterprise Share Co. Ltd. in the Shekou SEZ. Companies in Guangdong’s
SEZ now invite share subscriptions from the public,

New factories crowd together in Shenzhen’s Special Economic Zone.
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be from the Guangdong SEZs. Equity
ventures, cooperative ventures,
wholly foreign-owned enterprises,
and companies limited by shares es-
tablished in the Guangdong SEZs
should all qualify, in theory, as “par-
ties from the Guangdong SEZs.” But
whether Chinese authorities will al-
low such a broad interpretation of
the term remains to be seen.

e Public vs. Private. The Regula-
tions do not say whether a company
limited by shares is considered public
or private. In the West, this is a prac-
tical distinction—investors wishing
to form a closely controlled corpora-
tion with limited outside access will
opt for a private company that, in
many jurisdictions, is not even re-
quired to file an official list of direc-
tors and shareholders. Public compa-

nies, whose shares are publicly listed
and traded, offer investors more li-
quidity. As China’s fledgling stock ex-
changes grow and new ones open, it
will be important to differentiate be-
tween public and private companies
and to impose stricter disclosure and
filing requirements on the former.

e Shares. The Regulations envisage
that, after fulfilling a 25 percent sub-
scription rule for incorporators, a
company may invite subscriptions
from the public. But the disclosure
requirements governing the prospec-
tus or offering document are rather
sketchy. While the prospectus must
disclose the company’s total stated
capital, the size of the offer appar-
ently need not be revealed.

The Regulations place no limit on
the number of shares a company may
issue or the number of shareholders
it may have. This echoes the Provi-
sional Measures of Guangdong Prov-
ince for the Administration of Stocks
and Bonds (the ““Stock Measures™),
which specifically restrict State enter-
prises to issuing shares with a stated
value less than 49 percent of their
aggregate net assets but places no
limit on other types of enterprises.

Even more important, the Regula-
tions specify that shares may be of-
fered to PRC entities and foreign in-
vestors. Apart from the requirement
that at least half of the incorporators
come from the Guangdong SEZs,
there are no other restrictions on the
nationality or domicile of the share-
holders.

All shares are freely transferable,
with two exceptions. Incorporators
cannot transfer their shares during
the first year, and any shares trans-
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ferred by directors must be approved
by the board.

® Dividends. Although the Regula-
tions do not impose any ceiling on
the amount of dividends payable, the
Stock Measures do stipulate that the
total amount of dividends and profits
distributed annually cannot exceed
15 percent of the company’s “capital
share” (presumably the capital repre-
sented by the total stated value of all
shares issued). Nor can the dividend
exceed by more than 20 percent the
rate of intervest announced by banks
tor one-year, hxed-rate deposits. (It
1s not clear, however, what size of de-
posit should be used as the standard
for determining interest.)

® Bonds. Share companies can also
issue bonds with the approval of the
SEZ municipal governments. Bonds,
like shares, may be sold to foreign
investors, and the value issued may
not exceed the company’s total net
assets. Funds raised by issuing bonds
with the alleged purpose of paying
off existing debts may not be used for
any other purpose.

In offering documents, the com-
pany must disclose the amount of its
paid-in capital, current net assets,
and the purpose of the issue. Some of
the information typically disclosed in
a bond issue in the West—such as the

company’s most recent audited bal-
ance sheet and profit and loss state-
ment, auditor's report, particulars ol
directors, list of shareholders, and
major contracts signed or obligations
undertaken by the company—do not
have to be disclosed.

Although the Regulations impose
No restrictions on interest rates pay-
able on bonds, the Stock Measures
stipulate that they cannot exceed the
interest rate offered by banks for
fixed-period deposits by more than
25 percent. (Again, it is not clear
what size deposit should be taken as
the standard.)

Allowing foreign investors in the
Guangdong SEZs to incorporate lim-
ited liability companies and acquire
shares and bonds issued by such com-
panies is a major step toward opening
up the Chinese capital financing mar-
ket.

Voluntary and compulsory
dissolution

The Regulations describe the liqui-
dation process from initial dissolu-
tion procedures 1o creditors’ meet-
ings, priority,
repayment, and civil as well as crimi-
nal sanctions. In general, the
Shenzhen Bankruptey Provisions
contain similar but at times contlict-

debt capital

ing provisions on company liquida-
tions due to bankruptcy. The bank-
ruptey provisions fail to specify their
relationship with the previously ap-
proved Regulations, or how conflicts
between the two picces of legislation
should be resolved.,

The Regulations specify two types
of dissolution—voluntary and com-
pulsory. For voluntary dissolution, a
company must apply to the municipal
government, which will approve the
request unless the company or the
joint venture partners have commit-
ted “gross violations.” Acceptable
reasons for voluntary dissolution in-
clude: expiration of the joint venture
term, an event ol force majeure, the
sale or transfer of all the company’s
assets, and fulfillment of any other
grounds for dissolution as stipulated
in the joint venture contract or arti-
cles of association.

Compulsory dissolution proceed-
ings begin when an interested party
petitions the local people’s court for
an order for dissolution. A company
failing to follow environmental pollu-
tion regulations, for example, could
be dissolved by the court upon peti-
tion by an interested party (see p. H1).
Other grounds include gross viola-
tion of the law by the company or a

Joint venture party, a major breach
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ol the provisions of the joint venture
contract or articles of association, o1
bankruptcy.

All companies being dissolved
must go into liquidation, voluntary
or compulsory, except companies
with no outstanding liabilities that
are dissolved due to merger or term
expiration.  Liquidation procedures
follow the British and Hong Kong
models, with the two types of liquida-
tion subject 1o different degrees of
administrative and judicial control.

Guide to bankruptcy proceedings

The Shenzhen Bankruptey Provi-
sions, which focus on only one of the
grounds for dissolution, i.e., bank-
ruptcy, permit either the company or
its creditors to petition the court to
declare the company bankrupt. Since
bankruptcey is defined as the inability
of a company to pay all its debts as
thev fall due because of insufficient
assets, a number of Chinese-foreign
joint ventures established with a pre-
carious debi—equity ratio, and op-
crating at a loss for some time, could
well be the subject of bankruptey pe-
titions. Newly established joint ven-
tures that expedt to operate at a loss
in the initial term should not be af-
fected unless the debts generated by
the losses exceed the assets (which in-
clude the registered capital) of the
ventures.

While the Regulations are silent on
this point, the Shenzhen Bankruptey
Provisions envisage that the company
and its creditors may proceed to a
settlement that will spare the com-
pany from a bankruptcy ruling. The
settlement terms must be approved
at a creditors’ meeting and accepted
by the court.

Once the municipal government or
court gives the order for dissolution,
aliquidation committee is set up. Un-
der the Regulations, the company
can appoint this committee if it is in-
volved in voluntary liquidation, but
the Shenzhen Bankruptey Provisions
make the court responsible for ap-
pointing the liquidation committee
in all cases.

A public notice of liquidation must
be published, stating the deadline for
filing claims. Written notice must
also be sent to the company’s credi-
tors. Creditors failing to file their
claims before the deadline have no
recourse to the company’s assets af-
ter they are distributed.

The liquidation committee takes
over the assets of the company, con-
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firms the creditor list and debt
amount, prepares a list ol assets,
winds down the company’s altairs,
calls in debts including the compa-
ny's subscribed but unpaid capital,
liquidates assets, pays oft all debts,
and distributes any remaining assets
to sharcholders. Liquidation pro-
ceedings must be completed within
180 davs—a short time if there are
overseas creditors or any disputes
over lability,

I'he duty of disclosing information
relevant 1o a liquidation is placed
squarely on the board of directors,

Allowing foreign investors
in the Guangdong SEZs to
incorporate limited lLiability
compa nies is a ma jm' step lo-
ward opening up the capital

financing market.

who may be ordered by the court 1o
deliver all relevant information. Di-
rectors are liable for concealing, de-
stroying, or forging relevant docu-
ments. In addition, the company, its
legal representative, and all responsi-
ble parties can be fined and prose-
cuted if they dispose of the compa-
ny's assets themselves alter the
company has been declared bankrupt.

After all debts are paid, the re-
maining assets are to be distributed
to the shareholders, joint venture
partners, o1 the proprietors of wholly
foreign-owned enterprises in accor-
dance with the ratio of their con-
tribution to the company’s registered

capital. This ratio may be altered if

specifically provided for in the joint
venture contract or articles. This
leaves room for what has been com-
mon practice among Chinese—for-
eign cooperative ventures—a con-

tract providing that all net assets of

the company will be transferred to
the Chinese partner upon expiration
ol the contract term.

Creditors’ rights

Under the Shenzhen Bankruptey
Provisions, certain transactions en-
tered into by a company within the

180-day period prior to the court’s
acceptance ol a bankruptey petition
are deemed invalid, Fraudulent fa-
voring ol creditors, voluntary trans-
fers of the company’s property with-
out  lan
repayment of debts not vet due can
be declared invalid, and presumably
the liquidation committee can re-
cover the property involved for the
benetit of creditors.,

The Shenzhen Bankruptey Provi-
sions define “debts provable in bank-

compensation, and

ruptey” o include all debts, whether
or not pavable by the date of petition.
The definition does not include in-
terest accrued alter the bankruptey
order is issued by the court, expenses
incurred by creditors in proving the
debts owed to them, and damages
suffered by third parties as a result of
a breach of contract resulting from
the bankruptey of the company con-
cerned.

Debts that have been proved are
paid in the following order: liquida-
tion expenses, employees” wages and
social security payments, taxes, and
then all other debts. Although “se-
cured loans’ are not bound to this
order, the rights of a secured credi-
tor are not clearly defined in the
Regulations. The Shenzhen Bank-
ruptcy Provisions, on the other hand,
formally recogmize that a creditor
whose loan is secured by assets of a
company shall be a preferred credi-
Lor.

The road to national legislation

Incomplete as they may be, the
Regulations on Foreign Companies
of the Guangdong SEZs will help Chi-
nese lawmakers understand many of
the issues ivolving foreign invest-
ment enterprises that sull require
resolution.

The national corporation law, ex-
pected sometime this year, should
also draw on the expertise gained
from implementing the Regulations
and, appropriate, the
Shenzhen Bankruptey Provisions.

The national corporation law
should spell out the relationship be-

where

tween the Regulations and the na-
tional law, establishing the respective
supremacy of these two pieces of leg-
islation in the event of conflict. As
China creates a body ol economic
law, it is not only imperative that each
picce of legislation is workable, but
that the body of law as a whole is
logically coherent and internally con-

e

sistent. T
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Curbing Environmental Pollution

1 bughe'r requ trements awail investors in the economic (lwvel()pm(.»m ZONes

hen negotiating parties
deliberate over a for-
eign investment con-
tract, environmental
protection normally ranks low on
their list of priorites. But foreign in-
vestors that breach local and national
rules governing environmental pro-
tection may be leaving themselves
open o ntrusive on-site inspections

ol their technology and records, stiff

fines, and even criminal prosecution.
Since new regulations appeared in
1986, enterprises in China’s foreign
cconomic development zones (ie.,
special economic zones, 10 coastal
cities, and economic and technologi-
cal development zones) are expected
to adhere to environmental stan-
dards that can be more stringent than
those applied elsewhere in China.
To avoid the risk of harsh and often
arbitrary penalties, foreign inves-
tors in these zones should deter-
mine their obligations under
national and local environmental
protection regulations before signing
a4 contract.

Because enforcement has been
limited and inconsistent to date,
some foreign firms underestimate
the importance of China’s environ-
mental protection regulations. Al-
though China’s existing environmen-
tal protection legislation dates back
to 1979, when the Environmental
Protection Law (for trial implemen-
tation) was promulgated, serious en-
forcement efforts began following
the establishment, in 1980, of the Bu-
reau of Environmental Protection
(SBEP). Upgraded 1o a State bureau
in 1984, the SBEP administers hun-
dreds of local bureaus and monitor-
ing stations. Substantially increased
funding for these bureaus and moni-
toring stations during the Seventh
Five-Year Plan should strengthen en-
forcement even further,
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Lester Ross and Mitchell A. Silk

Environmental regulations
can apparently override the
provisions of any contract.

New rules for China’s economic
development zones

The 1986 Provisional Regulations
for Environmental Management in
Foreign Economic Development
Zones (hereafter, the “Environmen-
tal Regulations™) are yet another in-
dication of China’s sustained com-
mitment to environmental pro-
tection. This set of regulations
requires, among other things, that
environmental protection clauses be
included in @/l future economic con-

Lester Ross, assistant professor of /mlm-
cal science at Purdue University, spent
1985-86 in China conducting research
at the Chinese Research Academy of
Environmental Sciences under a fellow-
ship from the National Academy of Sei-
ences, Committee on Scholarly Commu-
nication with the People’s Republic of
China and completing his forthcoming
book Environmental Policy in China.
Mitchell A. Silk works for the interna-
tional law firm of Coudert Brothers and
s currently conducting research and
teaching law at Beijing University under
a fellowship from the National Academy
of Sctences, Committee on Scholarly
Communication with the People’s Re-
public of China. Ross and Silk have re-
cently coauthored the book Environmen-
tal Law and Policy in China
(Greenwood Press, 1987).

tracts in the zones, This is a signih-
cant first, since the 1979 Environ-
mental Protection lLaw and the
existing joint venture legislation do
not contain specific instructions for
environmental certufication of for-
cign investment projects.

[he need for such regulation is
clear given the high levels of pollu-
tion in China’s major cities and wa-
terways, The special economic zones
in particular have developed in a
manner reminiscent of boom towns.
In their enthusiasm to attract foreign
investment, local officials at first gave
little thought to applying controls to
hazardous industrial operations such
as dyeing works and tanneries.

But while the environmental im-
pact of “progress™ may have been ig-
nored in the SEZs, it was not over-
looked in Beijing. Beginning in 1982
a growing chorus of conservative
Party cadres seized upon environ-
mental problems in the special eco-
nomic zones as ammunition with
which to attack their reformist rivals.
Recognizing the problems of disor-
derly development in the SEZs, re-
formers realized that stricter en-
forcement of environmental laws was
needed to put the SEZs—and for-
cign-assisted development in gen-
eral—in a better light.

I'he 1986 Environmental Regula-
tions had their origins in the seminal
case of Kaida Enterprises Lid, a
Hong Kong firm accused of violating
local pollution standards in the
Shekou District of
Shenzhen. This case remains the only
one ol its kind in China today. All
other disputes between foreign inves-
tors and China’s environmental pro-
tection bureaus have been settled
through administrative, rather than
judicial, procedures. The way the
Kaida case was resolved reveals much
about the principles and practices

Industrial
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governing enforcement of China’s
environmental protection legislation.

THE KAIDA CASE

Kaida Enterprises, Ltd. concluded
a deal in 1981 1o build a wholly for-
cign-owned plastic toy factory in the
Shekou Industrial District, involving
an investment of $16 million and a
planned work force of 1,100. Negoti-
ated before the Shenzhen Municipal
Regulations on Environmental Pro-
tection were issued in October 1982,
the contract contained neither spe-
cihc [Jl'u\i\inns for [)H“ll[illll control
nor any general references to envi-
ronmental legislation. The contract
was, however, subject 1o a provision
that the project would comply with
all relevant Chinese laws and regula-
tions.

After Kaida commenced produc-
ton in early 1982, local authorities

began receiving complaints about
foul odors and loud noises coming
from the factory. During the follow-
ing months the Shekou District Envi-
ronmental Monitoring Station re-
peatedly urged Kaida to take
remedial action, which Kaida esti-
mated would cost about $40,000.
I'he dispute simmered for a year. The
following month, the Shekou moni-
toring station gave Kaida 60 days to
comply with national regulations.
This coincided with the promulga-
tion of joint venture regulations that
contained an article banning ven-
tures operating in violation of pollu-
tion emission standards.

By December the environmental
protection authorities had grown im-
patient with Kaida’s inaction. The
monitoring station asked the
Shenzhen Intermediate People’s
Court to order Kaida to control its

PARTIAL LISTING OF CHINA’S ENVIRONMENTAL
PROTECTION BUREAUS

State Bureau of Environmental
Protection

Binhe Hotel, 1 Chedao Gou, Haidian
District, Beijing
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Guangzhou
Fu Qian Road
Tel: 33-0360

Dalian
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Tel: 23925, 28091

Qinhuangdao
Wenhua Road
Tel: 3058

Nantong
West Qingnian Road
Tel: 7000

Wenzhou
12 West Shuming Road, Lane 10
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Tel: 5415
Cable: 3981

Ningbo
138 Liuding Street
Tel: 64484

Fuzhou

Municipal Government Building
Niaoshan Road

Tel: 51791

Yantai
Municipal Government Building
Tel: 24451, ext. 384

Zhanjiang
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Hainan Administrative Area
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Tel: 74182; 73438; 75881
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Zhuhai City

Tel: city general operator
Xiamen

Xiamen City

Tel: 22548

pollution and pay compensation for
damages. During the court’s prelimi-
nary investigation, the monitoring
station presented evidence that
Kaida had violated State noise pollu-
tion standards and that malodorous
gases produced by plasticizers used
in Kaida's mold-pouring shop had es-
caped from the factory.

Environmental law takes
precedence

In preliminary negotiations, Kaida
denied any liability on the grounds
that its original investment agree-
ment contained no provisions for
pollution control, and because Chi-
nese officials did not provide scien-
tific data to support the complaints
or copies of the relevant State stan-
dards to which they were expected to
conform. Kaida also argued that in
Hong Kong, the government (rather
than the pollution source) bears
responsibility for damages arising
from industrial pollution—and
therefore the local government
should be responsible for any dam-
age to the environment.

Although China has yet to establish
specific standards to control air pol-
lution emissions for this type of
plant, the court evidently determined
that a lack of industry standards did
not exclude the application of more
general noise and air pollution emis-
ston standards 1o Kaida.

After conducting its own investiga-
tion, the court found that Kaida had
violated various provisions of the
Environmental Protection lLaw, na-
tional emission standards, and local
environmental protection regula-
tions. The court issued an injunction
ordering Kaida to suspend opera-
tions until the company was able to
comply with most of the relevant
standards and regulations and the
Shenzhen branch of the State Admin-
istration of Industry and Commerce
reissued a business license. Kaida was
ordered to meet all expenses re-
quired to control emissions and, in
addition, was burdened with a fine of
HK$20,000 ($2,565), court costs,
and the expenses of the govern-
ment’s consultants. Compensation
for damages were not mentioned in
the court’s decision, indicating that
damages were either not considered
serious or that claims for such dam-
ages would not be entertained.

The lower court’s decision estab-
lished that China’s environmental
regulations can override the provi-
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sions of any contract. The court also
emphasized that, as noted in Article 9
of the Environmental Protection
Law, Chinese law (including environ-
mental regulations) is applicable
throughout China in accordance with
the principles of national sover-
eignty—despite any special status
that may be granted to foreign and
Hong Kong investors.

The decision also created an im-

plied legal obligation on the part of

potential pollution sources to dis-
close information about their pro-
duction technologies to officials
monitoring compliance with pollu-
tion emission standards. At a mini-
mum, any pollution source charged
with a potential violation of environ-
mental standards or regulations may
be required to reveal technical details
about their operations.

Judging from administrative and
judicial practice in the Kaida case,
Chinese courts and environmental
protection bureaus appear to be less
restrictive than their US counter-
parts about admitting evidence and
establishing legal responsibility. And
China’s procedural safeguards do
not afford the same degree of protec-
tion to a defendant’s corporate se-
crets and property rights that US
laws do.

POST-KAIDA DEVELOPMENTS

The principles established in the
Kaida case were codified and
strengthened in the 1986 Environ-
mental Regulations, which require
China’s foreign economic develop-
ment zones 1o incorporate environ-
mental factors into their urban plan-
ning and commercial development
projects. New provisions in the Envi-
ronmental Regulations require the
zones 1o: 1) ensure that enterprises
conduct environmental impact
analyses in conjunction with con-
struction projects, 2) use zoning to
reduce the impact of economic devel-
opment on population centers and
fragile or sensitive areas, 3) formu-
late stricter and more inclusive local
standards than at the national level,
and 4) set a preference for nonpol-

luting or low-polluting imports of

technology and equipment. The
Environmental Regulations also stip-
ulate controls for all industrial pro-

cesses that are potential sources of

pollution. The additional stipulation
that enterprises are allowed to im-
port pollution control devices when
domestic substitutes are not available
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should be good news for the foreign
exporter of pollution control equip-
ment. The regulations also require
future economic contracts to include
environmental protection clauses
and grant environmental protection
bureaus the right to review the envi-
ronmental protection measures spec-
ificd in these contracts,

Advice to the foreign investor

Because the economic develop-
ment zones are required by law to
devise stricter pollution control stan-
dards than apply nationwide, foreign
investors should find out in advance
what their local environmental pro-
tection obligations are, and the ex-
tent to which these obligations may
be expanded in the future. In a pro-
posed joint venture, this job is best
left to the prospective Chinese part-
ner, since it presumably has better
access 1o such information and more
experience to draw on in dealing with
local environmental ofhcials.

Foreign partners in a joint venture
should also be aware that, even after
signing a contract, they may be held
solely responsible for the cost of in-
stalling additional pollution controls
at their factory, as was Beatrice
Foods in its joint venture in
Guangdong some years ago.

Foreign investors should be pre-
pared to satisty maximal or "'pri-
mary’’ Chinese pollution control
standards because of the more de-
manding criteria applied 10 new pol-
lution sources.
mental authorities may expect a
higher degree of compliance from

Moreover, environ-

technologically advanced foreign in-
vestment projects than they do from
State enterprisces.

Some foreign investors may fhind
these requirements costly or arbi-
trarily enforced. A US company’s
clectroplating plant in Shenzhen, for
example, was not allowed to install an
economical on-site steam generator
to power its plant because Chinese
ofticials feared pollution more than
the consequences of Shenzhen's
acute power shortage. Foreign inves-
tors may also have to pay higher pen-
alties for violating pollution control
standards due to their relatively large
financial resources, their greater
responsiveness to economic controls,
or even the lack of political connec-
tions that sometimes enable Chinese
enterprises to lessen the fines as-
sessed against them.

Although local enforcement of the
Environmental Regulations may be
arbitrary, the regulations themselves
are not out of line with comparable
provisions elsewhere in the world. In
fact, tighter regulation, if properly
enforced, could serve both foreign
and domestic interests in China.

Joint ventures in the zones could

even serve as models of environmen-
tal management for the whole coun-
try. While from a political perspec-
tive, tighter environmental regula-
tions might even strengthen support
for the zones, allowing China's open
door advocates to argue persuasively
that foreign investors will not reck-
lessly pollute the environment and
may actually contribute to enhancing

It. 7

!

Photo courtesy of China Features

Chinese and foreign technicians discuss the impact of construction plans on Shenzhen’s Shehou
industrial district.
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Mechanical and Elec-
tronic Industries Year-
book of China 1985,
compiled by the Me-
chanical and Electronic
Industries Yearbook of
China Compiling Com-
mittee. Hong Kong: Economic In-
formation & Agency (342 Hennessy
Road), 1986. 492 pp. $60 including
airmail postage.

This very impressive yvearbook is
the first comprehensive monograph
on China’s mechanical and electronic

industries to appear in English. Com-
piled with the assistance of Chinese
government departments and indus-
trial corporations, the book describes
over 60 types of industrial and elec-
tronic equipment manufactured in
China, ranging from farm machinery
to semiconductor components. In
most cases more than one ministry or
corporation produces a certain type
of equipment, and their individual
activities and contributions to each
sector are discussed.

Especially valuable for the foreign
businessman are the lists of China's
technology imports from 1981-84
that include information about the
type of technology imported and the
foreign partner. One chapter is de-
voted to output statistics by industry
and province. The book closes with a
directory of major enterprises ar-
ranged by industry sector. —]JLL

China’s Special Eco-
nomic Zones: Policies,
Problems and Prospects,
edited by Y. C. Jaoand €,
K. Leung. Hong Kong:
Oxford Univ. Press,
1986. 249 pp. $37.

A collecuion of essayvs written be-
tween 1983 and early 1985 by schol-

ars from Hong Kong University, the
Chinese University of Hong Kong,
and the University of New South
Wales, this work traces the develop-
ment of the SEZs since their incep-
tion in 1979, Divided into three
parts: environmental and demo-
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graphic problems, political and legal
developments, and the economy and
management, this book takes an in-
depth look at the problems of the
SEZs and how their shortcomings can
be expected to hamper their ability to
attract sizable loreign investment.

I'he authors generally agree that
the SEZs, though experimental and
plagued with problems of poor plan-
ning, Party interference, and an un-
derdeveloped infrastructure, have
proved their worth 1o the reformist
leadership that established them.

China’s Special Economic Zones gives
a thoughtful accounting of the SEZs
from a variety of perspectives: theo-
retical, economic, legal, and mana-
gerial. But as is the case with many
books surveying business develop-
ments in China, much of the material
covered has already been adequately
treated in Chinese and foreign peri-
odicals. The case studies in chapter
L1, for example, while interesting,
add little to the growing literature on
foreign investor’s experiences in
China. The book is valuable, there-
fore, more for its comprehensive cov-
erage than for new nformation on
conditions in the SEZs.  —Timothy
Cornish

The China Directory of Mechanical
Industry and Commerce, edited by the
China Directory of Mechanical In-
dustry and Commerce Editorial Of-
fice. Hong Kong: Economic In-
formation & Agency (342 Hennessy
Road), 1986. 376 pp. $53 including
airmail postage.

This book is a bilingual directory
listing mechanical, electrical, and in-
strumentation factories, corpora-
tions, and some research institutes in
China. Each factory profile lists the
pl;ml‘s name, address, and director;
its main products or business activi-
ties; and the plant’s trademark when
available. Like other Chinese factory
directories, this volume contains in-
formation that is highly valuable but
poorly organized. Inclusion of an in-
dex and cross references would have

made the job of looking up factories,
loosely arranged into 14 industrial
categories, much easier. An appendix
contaiming directory information for
China National Machinery and
Equipment Import & Export Cor-
poration is included. —JLL

Bureaucratic Politics and Chinese En-
ergy Development, by Kenneth
Lieberthal and Michel Oksenberg.
Washington, DC: International
Trade Administration, 1986. 405 pp.
$19. Available from the US Govern-
ment Printing Othce.

The purpose of this study is 1o ex-
amine how policies are made in
China. Taking the case of energy, the
authors introduce the principal lead-
ers and bureaucratic actors involved
in the policymaking process. The op-
eration and history of three minis-
tries are described in detail: Petro-
leum, Coal, and Water Resources
and Electric Power. Biographies in-
clude those of Vice Premier Li Peng,
Tang Ke, vice chairman of CITIC and
former Minister of Petroleum, and
State Councillor Kang Shi'en.

Primarily interested in demon-
strating the pivotal role of bureau-
cracies in decision making and assess-
ing how a variety of factors influence
policy outcomes, the authors buttress
their argument through detailed case
studies of hydroelectric and coal
projects. The authors also devote
considerable space to describing the
Chinese negotiating process and the
evolution of China’s approach to for-
eign assistance with energy projects.
Although only energy ministries are
analvzed, this valuable resource
should be applicable 1o other minis-
tries and thus of interest to all those
working in China.  —Bruce Vernoi

The Shanghai Capitalists
| and the Nationalist Gov-
| ernment, 1927-1937, by
| Parks M. Coble. |r.
Cambridge, MA: Har-
vard University Press,
1986. 269 pp. $21
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cloth, $14 paper.

Originally published in 1980, this
book hias been reissued with a new
preface inowhich the author main-
tams that “the economic system of
China today more closely resembles
that of the pre-1949 era than most
would have thought possible a de-
cade ago.”’

Coble’s thesis debunks the long-
held assumption that Chiang Kai-
shek’s Kuomintang was the hand-in-
glove ally of the Shanghai capitalists.
Covering the period from the
Kuomintang’s consolidation ol
power 1o the Japanese invasion of
1937, Coble proposes that the
Kuomintang's constant need for
money shaped its policies 1o the ad-
vantage ol foreign capitalists and the
detriment of local interests. Chinese
capitalists, who wanted limits placed
on foreign privileges, had lictle influ-
ence on the Nanjing government,
and never coalesced into a political
lorce.

Once Chiang’s Northern Expe-
dition against rebel warlords ended,
the conservative wing ol the
Kuomintang worked with the capital-
ists they distrusted (o preserve
the status quo. But their shared
mterest in quashing the Commu-
nist-controlled labor unions and
other dangerous manifestations ol
discontent was not enough to stave
off the growing hostility between
them.

Coble dismisses the idea that there
were any real ideological quarrels be-
tween the Kuomintang and their cap-

ialist “allies.” The government’s

g(
anticapttalist rhetoric reflected not
genuine conviction, savs Coble, but
the need to keep the power ol cap-

italists in check. This narrow inter-

pretation overlooks the prevalence of

anticapitalist sentiment among intel-
lectual nationalists, not only in China
bur in other countries sharing Chi-
na’s Confucian heritage—namely,
Korea and Vietnam.

Ihough less sensational in tone
and more scholarly in approach than
Sterling Seagrave’s popular book The
Soong Dynasty, Coble’s financial his-
tory of the Kuomintang is anything
but dry. His is a sordid tale of in-
trigue (including Kidnappings, drug
dealing, and personal financial
gain) that pits Chiang, the military,
and the Shanghai underworld
against the capitalists. There are
copious footnotes and a large biblio-
graphy. P
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CHINA BUSINESS

+ Y

Betsy Saik

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
For the most part, the accuracy of these reports is not independently confirmed by The CBR.

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 ta the attention of

Betsy Saik at the National Council for US-China Trade.

P 5p
"5

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH JANUARY 31

Product/Value/
Date Reported

Agricultural Commodities
(Australia)

(Thailand)

Ken-O-Kaw Farms Inter-
national Inc. (US)

Te Shen Co. Ltd. (New
Zealand)/Guizhou Prov-
ince Agriculture Depart-
ment

(US)

Agricultural Technology

Ibberson International
Inc. (US)/Xiangfan, Hubei

(Japan)/Heilongjiang

(New Zealand)/Guizhou
Province Forestry Depart-
ment

(New Zealand)/Guizhou
Province Forestry Depart-
ment

Charden Phokkhaphan
Group (Thailand)

Circle Steel Corp. (US)

Nutrex International (UK)

Will supply 1.5 million tonnes of wheat.
11/86.

Received order for 30,000 tonnes of gluti-

nous rice and 20,000 tonnes of mung beans.

$11.4 million (TB300 million), 11/86.
Will supply swine embryos. $50,000. 11/86.

Signed agreement to supply milk cows and
sheep. 11/86.

Will supply 210,000 tonnes of corn and
60,000 tonnes of soybeans. 12/86.

Shipped modular feed manufacturing fac-
tory. 10/86.

Will provide instruments and equipment for
Sanjiang Plain agricultural research project.
$5.4 million. 11/86.

Agreed to exchange scientific and techno-
logical information, tree seeds, and forestry
specialists and scholars. 11/86.

Signed letter of intent to have New Zealand
send specialists to Guizhou to participate in
constructing forest bases in Dulia Jiang and
Qingshui Jiang and have Guizhou send spe-
cialists to New Zealand to participate in for-
estry projects. 11/86.

Agreed in principle to establish animal feed
factory. 11/86.

Will supply grain storage bin prototype and
signed letter of intent to build factory to
make the bins. 11/86.

CT: Signed letter of intent to supply live-
stock, technology, and equipment in ex-
change for agricultural and animal prod-
ucts. 12/86.

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. Leasing (LEAS), Licensing (LIC), Compensation
(CT), and Assembling (ASSEM) deals are now included in the “China’s Imports” sec-

tion.
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United Milling Systems
A/S (Denmark)/China
National Seed Corp. and
China Seed Project Man-
agement Office of Minis-
try of Agriculture, Animal
Husbandry, and Fisheries

Western Equipment &
Supply Co., Inc. (US)/
China National Seed
Corp. and China Seed
Project Management Of-
fice of Ministry of Agri-
culture, Animal Hus-
bandry, and Fisheries

Western Equipment &
Supply Co., Inc. (US)/
Xiangming Factory,
Shanghai

United Nations/Tianjin

Will supply two sets of vegetable seed pro-
cessing equipment, 12/86.

Will supply two sets of cotton seed process-
ing equipment. 12/86.

Signed contract to manufacture cotton seed
processing equipment. $150,000. 12/86.

Will provide aid to set up experimental
aquatics breeding base using marine bio-
technology in salt ponds. 12/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

Eltech Systems (US);
Asahi Chemical Industry
Co. Ltd., Tokuyama Soda,
and Asahi Glass (Japan);
and Uhde GmbH (FRG)

Saudi Basic Industries
Corp. (SABIC)

Enichem Elastomeri (It-
aly)/SINOPEC

Sulzer-Escher Wyss Inc.
(Switzerland)/Tanggu
Saltworks, Tianjin

Woodville Polymer Engi-
neering Ltd. (UK)/
Qingdao Branch of
CNTIC, CNTIC, Dalian
Branch of CMEC, and
MACHIMPEX

Chemicals (Agricultural)

China-New Zealand Agri-
cultural Consultants and
East Coast Fertilizer Co.
(New Zealand)/Guizhou
Province Agriculture De-
partment

Saudi Basic Industries
Corp. (Saudi Arabia)

M.W. Kellogg Co. (US)/
CNTIC and Sichuan
Chemical Works

LIC: Will supply technology for fabricating
membrane cell components used in chlor-
alkali plants in Gansu, Heilongjiang, Beijing,
Tianjin, Liaoning, Shanghai, Lanzhou, and
Guangdong. 10/86.

Supplied 9,625 tonnes of low and high den-
sity polyethylene during 1986. 10/86.

LIC: Will supply license and sub-license
rights to produce styrene and butadiene.
11/86.

Installed line to produce 100,000 TPY of re-
fined salt. 12/86.

Signed contract to supply equipment and
know-how to produce polymer components
for bearing seals. $904,113 (£635,000),
12/86.

Signed letter of intent to study prospects for
manufacturing superphosphate fertilizer.
11/86.

Will supply 200,000 tonnes of urea fertilizer
in 1987. 11/86.

Awarded contract to provide ammonia pro-
cessing technology for new 600 TPY fertil-
izer facility. 12/86.
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Construction Materials and Equipment

Bison-Werke (FRG)/
Beijing particle board fa-
cility

FL Smidth Og Co. (Den-
mark)/Huangpu,
Guangdong

(Indonesia)

Birdsboro Corp. (US)/
CNTIC, Dalian Branch

Interkiln Engineering Ltd.

(UK)/Shanghai Pacific Ce-

ramics Ltd.

(NA)/Shi Tow Sugar Cane
Chemicals Complex,
Guangzhou

The China Engineers Ltd,
(HK), subs. of Sime Darby
Berhad (Malaysia)

The China Engineers Ltd.
(HK), subs. of Sime Darby
Berhad (Malaysia), and
Caterpillar China Ltd.
(HK)

Tumac Hoists Ltd, (UK)
and Sun Fai Engineering
Co. (HK)/Shenzhen and
Shanghai

Consumer Goods

Adler Sewing Machines
Co. (FRG)/Beijing No. 2
Leather Factory

Mitsubishi Electric Corp.
(Japan)/China Refrigera-
tion Industry Co. Ltd.,
Guangzhou

Received order for forming and pressline as
part of cooperative agreement to build 10
board plants. $2.9 million (DM5.86 million).
7/86.

Will supply cement plant. 10/86.

Will supply 100,000 tonnes of cement in ex-
change for 400,000 tonnes of coal. $13 mil-
lion. 11/86.

Awarded contract to design continuous bar
mill to produce rounds, reinforcing bars,
angles, and window sash shapes. 11/86.

Will design, supply, construct, and commis-
sion sanitary ware plant to produce 350,000
pieces annually. $14.1 million (£9.9 million).
11/86.

Signed contract to supply equipment to
produce 30,000 cubic meters of medium-
density fiberboard annually from sugar cane
residue. 12/86.

Signed contract to supply 40 cement trucks
for World Bank-supported Yan Tan Hydro-
electric Power Station Project, Guangxi.
$1.9 million (HK$15 million). 12/86.

Awarded contract to supply 24 32-tonne
off-highway trucks and four-wheel loaders
for World Bank-supported Yan Tan Hydro-
electric Power Station Project, Guangxi.
$6.4 million (HK$50 million). 12/86.

Received order for five passenger/good
hoists. $355,950 (£250,000). 12/86.

Supplied synthetic leather production line
and related equipment. $591,971 (¥72.2
million). 11/86.

Signed agreement to supply computer-con-
trolled production line and testing facilities
to produce up to 200,000 two- and three-
door frost-free indirect-cooling refrigerators
and signed seven-year agreement 10 trans-
fer technology and provide technical in-
formation, guidance, and training for new
plant. $10 million (first agreement only).
11/86.

Electronics and Electrical Equipment

Wang Laboratories Inc.
(US)/CNTIC

Calma Co., subs. of Gen-
eral Electric Co. (US)/
CNCCC

Barco Industries NV (Bel-
gium) and Toshiba Corp.
(Japan)

Semi-Tech Microelec-
tronics Corp. (Canada)/
Nanjing Telecommunica-
tions Works

Semi-Tech Microelec-
tronics Corp. (Canada)/
Shenzhen Electronic
Group

Hamilton/Brighton Inc.
(US)/Beijing University

JHL Research Inc. (US)/
State Physical Culture
and Sports Commission

Signed contract to provide computer system
for World Bank-supported Railways Project.
$1.4 million. 6/86.

Signed contract to supply two CAD systems
for World Bank-supported Fertilizer Re-
habilitation Project. $1.4 million. 9/86.

Barco will supply video monitors for
Toshiba's TV studio being built in Beijing.
10/86.

Signed agreement to supply microcomput-
ers and components. $1.8 million (C$2.5
million). 10/86.

Signed agreement to design and supply
microcomputers. $194.8 million (C$270 mil-
lion). 10/86.

Concluded contract to sell CHINALAW data
base developed at university’s law institute.
11/86.

Signed contract to provide 75 microcom-
puters for 1987 National Sports Festival in
Guangzhou. 12/86.
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Microphonics Technol-
ogy Corp., and MTI (Can-
ada), subs. of MTC (US)

Prime Computer Ltd.
(HK)/Karamay Oil Corp.

Electronics (Consumer)

NA (Netherlands)/China
Electronics Import-Export
Corp.

Hitachi Ltd. (Japan)/
Shenzhen

Minolta Camera Co. Ltd.
(Japan)/Shanghai Camera
Factory and Shanghai ITIC

Toshiba Corp., Mitsui &
Co. Ltd., and Nichimen
Corp./MmE1, China Elec-
tronic Equipment and In-
strument Industrial Corp.,
and CNTIC

Signed agreement to distribute software
products including speech input system,
style writer buffers, laser printers, personal
computer board testers, and modems.
12/86.

Signed contract to supply oil exploration
computer software system and CAD system
for design and construction. $2.5 million.
12/86.

Will supply 2,200 14-inch color TVs in 1986
and 50,000 in 1987. 11/86.

Agreed to build plant to produce 1.6 million
color TV tubes annually. 12/86.

ASSEM: Supplied camera manufacturing fa-
cilities and parts to assemble 50,000 single-
lens reflex cameras annually. $7.7 million
(J¥1.25 billion). 12/86.

Signed agreements to build plants in Shang-
hai, Xianyang (Shaanxi), and Nanjing
(Jiangsu) to produce tubes for color TV sets
(850,000 tubes/year, 1.6 million tubes/year,
and 1.5 million tubes/year respectively); to
supply equipment to produce color TV
tubes at Xianyang Color Tube plant; and to
manage Shanghai color TV tube production
project. 12/86.

Engineering and Construction

Taywood Engineering,
subs. of Taylor Woodrow
Group (UK)/Beijing

Japan International Co-
operation Agency/Shang-
hai Scientific and Tech-
nological Committee

Will evaluate condition of reinforced con-
crete highway bridges and conduct training
under consultancy agreement funded by
Overseas Development Administration.
10/86.

Signed agreement to cooperate in building
bridge over Huangpu River. 11/86.

Finance, Leasing, and Insurance

New York Stock Ex-
change (US)/BOC

GZB-Vienna, part of the
Raiffeisen Banking Group
(Austria)/Agricultural
Bank of China

Signed agreement to encourage and pro-
mote exchange of personnel, academic
data, and financial information. 11/86.

Signed agreement to exchange information
on technical and commercial developments
and to support agricultural development.
12/86.

Food Processing and Food Service

Stollwerck AG, subs. of
Imhoff Group (FRG)/Chil-
dren’s Food Co., Shang-
hai

Henry Simon (UK)/
Jiujiang

Industrie Zanussi SpA (It-
aly)/MACHIMPEX and
Jiangsu Foreign Economic
Relations and Trade
Commission

Awarded contract to supply plant to manu-
facture chocolate bars. 10/86.

Received order for flour mill. $1.85 million
(£1.3 million). 11/86.

Will supply production line to produce

400,000 refrigerators annually for World
Bank-supported Suzhou Fridge Factory

Project. $10 million. 11/86.

Machine Tools and Machinery

Daniel Smith & Co. (UK)

Elof Hansson Co. and
Holmen Paper Mill (Swe-
den)/CNTIC and Dandong
Paper Mill, Liaoning

Hitachi Seiki Co. Ltd. (Ja-
pan)/Beijing No. 1 Ma-
chine Tool Works

Signed letter of intent to supply welded
tube mill. 12/86.

Signed contract to provide 120 TPY second-
hand paper production line and technical
software. 12/86.

Signed contract to set up two horizontal
processing workshops and install floating
machine shop for milling machines. 12/86.

Medical Equipment and Devices

Amersham International
Plc (UK)/China Isotope
Corp., Beijing, and
SINOCHEM

Concluded three-year agreement to supply
radioactive and related products for use in
medicine and to establish program for tech-
nological cooperation. $1.4 million (£1 mil-
lion). 10/86.
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Bio-Engineering Group
Ltd. and Inter-Business
Global Corp. (US)/Rain-
bow Development Co.,
Beijing, and Beijing Food
Institute

Environmental Tectonics
Corp. (US)/Institute of
Awviation Medicine,
Beijing

Signed agreement to distribute
“Catalasemeter’” bacterial detection device.
10/86.

Signed contract to install and provide train-
ing for Gyrolab spatial disorientation device.
$1 million. 11/86.

Metals, Minerals, and Processing Technology

(Japan)

China Resources Machin-
ery Co., Ltd. (HK)/CNCCC

(US)/Shenyang Copper
Material Plant, Liaoning

Kawasaki Steel Corp. (Ja-
pan)/Baoshan General
Iron & Steel Works,
Shanghai

Ovako Svenska AB (Swe-
den)

Trade Interface Corp.
(US)/Shanghai Public
Utilities Bureau

(USSR)/Wuhan

Research Development
Corp. (Japan)/Beijing In-
stitute of Iron and Steel
Technology and Chinese
National Research Insti-
tute for Metals

Mining Equipment

Nokia Corp. (Finland)/
Shandong Radio Factory

Powerscreen Interna-
tional Ltd. (UK)/Shanxi
Province Coal Import-Ex-
port Bureau

Packaging Materials

G.F. Tomlinson Group
Ltd. (UK)

Will jointly exploit rare metals including co-
balt, vanadium, and molybdenum, with
joint geological survey team beginning work
in Guangdong and Heilongjiang in 1987.
9/86.

Signed contract to supply wire, deformed
bar, steel channels, and I-steel for World
Bank-supported Fertilizer Rehabilitation
Project. 9/86.

Supplied 3,500-tonne extruder. $1.5 million
(¥5.5 million). 11/86.

Will supply steel mill design and engineer-
ing expertise to double mill capacity to 6
million TPY. 11/86.

Signed contract to supply 7,720 tonnes of
bar steel by year end 1986 and preliminary
agreement to supply 3,780 tonnes during
first quarter of 1987. 11/86.

CT: Will begin trial production of steel tube
plant producing 40,000 pipes annually. $4
million. 11/86.

Signed contract to renovate Soviet-built
metallurgical plant. $3 million (SwF5 mil-
lion). 12/86.

Discussing supply of technology for extract-
ing silicon, niobium, and phosphorus from
scrap metal of automobiles and electric ap-
pliances. 12/86.

Will supply digital radio relay system and
multiplexing equipment for local coal
mines. 12/86.

Signed contract to supply coal preparation
plant. $750,000. 12/86.

Concluded agreement to supply paper-pulp
moulding systems to three paper mills for
manufacturing packaging trays for eggs and
apples. $1.1 million. 10/86.

Petroleum, Natural Gas, and Related Equipment

British Gas Corp. (UK)/
China Offshore Gas Utili-
zation Corp.

Exploration Consultants
Ltd. (UK)/Karamay Oil
Co.

).P. Kenny (UK)/China
National Offshore Oil
Development and Engi-
neering Corp., subs. of
CNOOC

Progetti International
Technical Co. (Italy) and
Texaco SpA (ltaly), subs,
of Texaco Inc. (US)/Capi-
tal lron and Steel Co.,
Beijing

Will act as consultants on development of
Yinggehai offshore gas field in South China
Sea. 9/86.

Will study petroleum potential of southwest
part of Junggar Basin in Xinjiang Autono-
mous Region and provide training program
for World Bank-supported project. $1 mil-
lion. 11/86.

Awarded contract to conduct study for sub-
marine gas pipeline in Qiongzhou Strait be-
tween Hainan Island and Guangdong,
11/86.

Signed contract to supply technology to
convert coal into cooking gas. 12/86.

Rexnord Inc. (US)

Pharmaceuticals

Dorr-Oliver BV (Nether-
lands), subs. of the British
Petroleum Co. Plc (UK)/
Mudanjiang Pharmaceuti-
cal Plant, Heilongjiang

Ports

Sum Cheong Piling Pte.
Ltd. (Singapore)/Nanhai
Oil Shenzhen Develop-
ment and Service Corp.

Received order for oil-pipeline monitoring
equipment to measure flow and usage of
crude oil along Tieling-Dalian pipeline,
Liaoning. $2.5 million. 12/86.

Signed contract to supply starch plant to
process 500 TPD of corn into pharmaceuti-
cal grade starch. $10 million. 11/86.

Will finance construction of Mawan Port in
Shenzhen SEZ and railway linking port with
Guangzhou-Shenzhen line. $60 million
(port) and $50 million (railway). 11/86.

Power Plants and Equipment

Alsthom (France)/Beijing
Heavy Machinery Works

European Economic
Community/Zhejiang

Huatian Co. (Sino-Japa-
nese |V)/Fujian Provincial
Power Industry Bureau
and MWREP

Innse, member of
Intalimpianti Group (It-
aly)/China Machine
Building International
Corp. and Qigihar

Alsthom (France)/CNTIC
and Jiangyou Thermal
Power Plant, Sichuan

John Brown Engineering
and Jardine Engineering
Corp. (HK)/CNTIC and
MOP

Mitsui & Co. Ltd. and
Toshiba Corp. (Japan)
and Combustion Engi-
neering Inc. (US)/CNTIC
and Zhejiang Provincial
Electric Power Bureau of
MWREP

Signed contract to supply two 330-MW
steam turbine generator units. $196.2 mil-
lion (FF1.3 billion). 11/86.

Signed agreement to jointly develop new
energy resources on Dachen Island. 11/86.

Signed letter of intent to build 1400-MW
Shuikou Hydroelectric Power Station fi-
nanced by World Bank loan. $149 million
(¥551 million). 11/86.

Awarded contract to construct steam tur-
bine plant. $4.3 million (L6 billion). 11/86.

Signed contract to supply two 330-MW
electric generating units. $200 million
(DM403 million). 12/86.

Signed contract to supply gas turbines to
five power plants at Liaohe Oilfield (Liao-
ning) and Shengli and Zhongyuan Oilfields
(Shandong). $64.5 million (HK$500 million).
12/86.

Signed contracts to supply 600-MW turbine
engine and boiler system for World Bank-
supported Beilun Harbor Thermal Plant in
Ningbo, Zhejiang. 12/86.

Printing Equipment, Publishing, and Broadcasting

Ministry of Radio (Yugo-
slavia)/Ministry of Radio,
Cinema, and Television

China Media Services,
Ltd. (US-Sino JV)/Beijing
Television Station

Encyclopedia Britannica
(US)/Encyclopaedia of
China Publishing House

Lorimar-Telepictures
Corp. (US)/Shanghai Net-
work

TASS (USSR)/Xinhua
News Agency

Property Development

Det Ostasiatiske
Kompagni A/S (The East
Asiatic Co.) (Denmark)/
Capital Iron and Steel
Co., Beijing

Cselt, member of Stet
Group, and Giorgio
Parmegiani (Italy)/Beijing

Hilton International Co.,
subs. of Trans World
Corp. (US)/Oriental Arts
Building Co. Ltd.

Will cooperate in broadcasting and ex-
changes of television programs and report-
ers over next five years. 11/86.

Signed three-year contract to act as exclu-
sive agent in supplying US programming, in-
cluding sales of commercial time to ad-
vertisers, 12/86.

Published final book of 10-volume Chinese-
language version of Concise Encyclopaedia
Britannica as part of six-year project, 12/86.

Reached five-year barter agreement to sup-
ply programs in return for advertising time,
12/86.

Signed journalistic exchange agreement.
12/86.

Will build office/residential complex. $25
million. 10/86.

Negotiating agreement to construct postal
center. 11/86.

Signed 15-year agreement to manage
Beijing Oriental Hilton International. 12/86.
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The Sheraton Corp.,
subs. of ITT Corp. (US)/
Shanghai Municipal
Tourism Bureau

Mainland Investors Pte.
Ltd. (Singapore)/Shanghai

Telecommunications

Plessey Telecommunica-
tions Ltd., subs. of The
Plessey Co. Plc (UK)/Hu-
nan Posts & Telecom-
munications Administra-
tion

GEC Telecommunications
Ltd., subs. of The General
Electric Co. Plc (UK)/
Shenda Telephone Co.
(Sino-UK V)

Oki Electric Industry Co.
Ltd. (Japan)/Beijing

Nippon Electric Co. (Ja-
pan) and Philips (Nether-
lands)/Ministry of Posts
and Telecommunications

Ericsson Information Sys-
tems Sverige AB, subs. of
Telefon AB L.M. Ericsson
(Sweden)/China Electric
System Engineering and
China Zhihua Corp. Ltd.

Matra SA (France)

NEC Corp., Nissho Iwai
Corp., Dai-Ichi Kangyo
Bank, and China Com-
modities Corp. (Japan)

Opened Hua Ting Sheraton Hotel. 12/86.

Awarded contract to build 30-story hotel.
$43 million. 1/87.

Will supply two optical fiber telecommuni-
cations transmission systems to link Chang-
sha and Xiangtan, Hunan. 8/86.

Will supply single-mode optical fiber com-
munication system for Shenzhen City. 9/86.

Will supply 352-line automatic switchboard
system, 9/86,

Will supply technology and equipment for
2,400-km optical fiber communications line
along Yangtze River. 10/86.

Received order for office telephone ex-
changes. $7.2 million (SK50 million). 11/86.

Signed contract to install informatics system
in Chinese satellite control center. $7.5 mil-
lion (FF50 million). 11/86.

Signed letter of intent to establish commu-
nications network in six provinces to link
production bases with distribution areas.
11/86.

Pan Am Pacific Satellite
Corp. (US)

British National Space
Center (UK)/Ministry of
Astronautics Industry

Cable & Wireless Ltd.
(Far East) Ltd. (HK), subs.
of Cable and Wireless Plc
(UK) and Pirelli (UK) PLC/
Guangdong Posts & Tele-
communications Admin-
istration

Telefon AB L.M. Ericsson
(Sweden)

Wako Koeki Co. Ltd. (Ja-
pan)/Ministry of Posts
and Telecommunications,
Tianjin, and Shanghai

Signed formal agreement to launch commu-
nications satellite on Long March rocket.
11/86.

Signed memorandum to send scientists to
UK to help design British satellite in ex-
change for British experts lecturing in
China. 12/86.

Signed contract to install optical fiber com-
munications system between Hong Kong
and Guangdong. 12/86.

Received order for advanced radio-commu-
nications systems. $10 million (SK70 mil-
lion). 12/86.

Awarded four contracts to supply optical fi-

ber cable, materials for connecting telecom-
munications line, tools for repair and main-

tenance jobs, spare parts, and fittings. $93.4
million (J¥15.2 billion). 12/86.

Transportation and Transportation Equipment

Netherlands Airport Con-
sultant Organization/
Shanghai Municipality

All Nippon Airways Co.
Ltd. (Japan)

British Aerospace Plc
(UK)/CATIC and Shenyang
Aircraft Corp., Liaoning

Cummins Engine Co. Inc.
(US)/China National
Automotive Industry
Corp. and No. 2 Automo-
bile Works in Shiyan,
Hubei

Will provide master plan for new Honggiao
airport. 9/86.

Signed accord allowing ANA three flights
per week between Tokyo and Beijing in ex-
change for allowing CAAC to fly to Nagoya
or a city in Kyushu. 11/86.

ASSEM: Signed contract to assemble aircraft
rudders. $750,000. 11/86.

LIC: Signed 10-year contract to provide
technology, training, technical assistance,
diesel engines, and engine components to
produce 60,000 diesel engines for heavy-
duty trucks. 11/86.

AMCHAM

( hina

F nerow

SUBSCRIBE NOW!

* There are now over 800 US. compao-
nies with offices in Hong Kong

Hong Kong was the 17th largest mar-
ket of the US in 1985 — surpassing
the EEC countries, Japan and Australia

* In 1985, 15% of China's exports pass-
ed through Hong Kong and 33% of all
Chinese exports to the US. did the
same

25% of all US. trade with China pass-
ed through Hong Kong in 1985

* The U.S. is the largest foreign investor
in Hong Kong manufacturing, ac-
counting for 53% in 1985

THESE ARE SOME OF THE
GOOD REASONS AMCHAM IS
READ BY THE INTERNATIONAL
BUSINESS COMMUNITY .

IN AMCHAM, THE ORGANIZA-
TION, OVER HALF THE MEMBERS
ARE NOT AMERICANS.

IN AMCHAM, THE MONTHLY
MAGAZINE, INTERNATIONAL
DECISION-MAKERS RAISE QUES-
TIONS, FIND ANSWERS, AND GET
DOWN TO BUSINESS

SUBSCRIBE NOW AND IT'S
US$40 (SURFACE) OR US$75 (AIR-
MAIL) A YEAR, DELIVERED. OR
JOIN THE AMERICAN CHAMBER
OF COMMERCE IN HONG KONG
AND GET IT FREE. Send your
cheque or enquiry to the Publica-
tions Manager, AmCham Hong
Kong, 1030 Swire House or call
5-260165.

TELEX ADDRESS: 83664 AMCC HX
FAX:5-8101289
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Nissan Motor Co. (Ja-
pan)/Changchun No. 1
Automobile Works

Siderbras (Brazil)/CiTiC

Sumitomo Corp. (Japan)/
Bureau of State Farms
and China National Seed
Corp.

Welgas Holdings Ltd.
(New Zealand)/NORINCO

General Electric Co, (US)/
Beijing Civil Aviation Ad-
ministration

Wako Koeki Co. Ltd, and
Fuji Heavy Industries Ltd.
(Japan)/Ministry of Rail-
ways

Miscellaneous
(FRG)

(Bangladesh)

(Kuwait)

(North Korea)

(Poland)

(Switzerland)

China Countertrade Ltd.
and London Export
Group (UK)/Chongging
Foreign Trade Bureau

LIC: Finalizing talks to provide design and
production expertise on cabs for three-
tonne trucks, 11/86,

Negotiating deal to exchange railway equip-
ment and iron ore for coking coal. $50 mil-
lion. 11/86.

Signed contract to supply 47 8-9 tonne
trucks for World Bank-supported Seeds
Project. $1.1 million, 11/86.

Signed contract to design and develop
compressed natural gas technology for large
truck and bus engines and conduct training
in marketing and technical expertise,
$359,940 (NZ$700,000). 11/86.

Signed memorandum of understanding to
supply engines to power five new Boeing
aircraft. $130 million. 12/86.

Awarded two contracts to supply two 30-
ton flat cars, two operation coaches, three
railway connection installation vehicles, and
relevant special tools. $93.4 million (J¥15.2
billion). 12/86.

Signed agreement for express mail service
between China and FRG. 9/86.

Signed barter protocol for two-way trade to
be increased by $1 million in 1987. 11/86.

Initialed agreement to establish Kuwait-
China Joint Committee to supervise imple-
mentation of all accords signed between
two countries. 11/86.

Signed protocol on exchange of goods.
11/86.

Will implement agreement on cultural and
scientific cooperation during 1987 and
1988. 11/86.

Signed agreement to mutually promote and
protect investment and to cooperate on
peaceful uses of nuclear energy. 11/86.

CT: Signed agreement to supply machinery
and technology in exchange for products.
12/86.

p S
B %

Foreign Party/
Chinese Party

JOINT VENTURES AND DIRECT
INVESTMENT THROUGH JANUARY 31

Arrangement/Value/
Date Reported

Agricultural Commodities

Mitsui & Co. Ltd. and
Taito Co. Ltd. (Japan)/
Everbright Holding Co.
and Modaomen Multi-
purpose Development
Co., Zhuhai SEZ

Agricultural Technology
China-New Zealand Agri-
cultural Consultants and
Department of Scientific
and Industrial Research
(New Zealand)/Guizhou

Circle Steel Corp. (US)

Signed letter of intent for 3,000 TPY sugar
refinery. $20 million. 12/86.

Signed letter of intent for joint venture
project to breed pasture seeds. 11/86.

Negotiating joint venture factory to manu-
facture low-temperature grain storage sys-
tems. 11/86.

Construction Materials and Equipment

NA (Thailand)/
Guangdong Highway
Construction Co.
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Will jointly invest in construction of 300-km
highway linking Shenzhen and Shantou
SEZs. 11/86.

Nissei Industrial Co. (Ja-
pan)/Tianjin

Consumer Goods

Bojut SA (France)/
Nantong Menthol Factory

Jin Chi Group (HK)/Fujian
Enterprise Holdings Co.
Ltd., Fujian Investment
Enterprise Co., and
Putian Economic & Tech-
nical Coordination Corp.

Brevetti Orafi (Italy)/
Beijing Arts and Crafts
Corp.

Caffco International (US)

SOCOP (France)/NA
(Tianjin)

(Japan)/Shanghai Branch
of China National Arts &
Crafts Import-Export
Corp.

(US)/Shanghai Branch of
China National Arts &
Crafts Import-Export
Corp.

Concluded negotiations on establishing
Tianjin-Nissei Construction Industrial Co. to
manufacture prefabricated houses. 11/86.

Established Nanjing-Bojut Co. to produce
“European Aroma" range of cosmetics in-
cluding 3.1 million bottles of perfumes.
9/86.

Began construction of three companies to
produce 20,000 tonnes of beer, 10,000
tonnes of malt, and 50,000 tonnes of glass-
ware annually. $22.3 million (¥82.84 mil-
lion). 10/86.

Established Beijing Orafi Ornament Co. to
produce gold jewelry. (Italy:30%-PRC:70%).
11/86.

Established joint venture to build plant to
produce raw materials for pre-made floral
arrangements. 11/86.

Formed joint enterprise to produce 500,000
feet of goat, kip, and pig leathers monthly.
11/86.

Established joint venture factory to produce
embroidered shoes. 12/86.

Established joint venture to produce equip-
ment for making gold jewelry. 12/86.

Electronics and Electrical Equipment

Hamilton/Brighton Inc.
(US)/INSTRIMPEX

Chronar Corp. (US)/Har-
bin Electronic Instru-
ments Co. and Harbin
Steam Turbine Corp.

3D (US)/China Merchant
Steam Navigation Co. in
Shekou SEZ

JHL Research Inc. (US)/
MEI

Minolta Hongkong Ltd.,
subs. of Minolta Camera
Co. Ltd. (Japan)

Electronics (Consumer)

Car Audio Electronics
(CAE) (Netherlands)/
Huiyang Prefecture In-
dustrial Development
Co., Guangdong

Matsushita Electric Indus-
trial Co. (Japan)/Beijing
Electron Tube Factory

Minolta Camera Co, Ltd.
(Japan)/China Household
Electric Appliances Im-
port Corp.

Toshiba Corp., Mitsui &
Co. Ltd., and Nichimen
Corp./ME1, China Elec-
tronic Equipment and In-
strument Industrial Corp.,
CNTIC, and Nanjing
Huadong Electron Tube
Plant

INSTRIMPEX-Hamilton-Brighton Computer
Maintenance Service Station opened for
business to service US-made computers and
peripherals and provide technical consul-
tancy services and training. 10/86.

Received approval from US and Chinese
governments to establish Harbin-Chronar
Solar Energy Electricity Co. amorphous sili-
con photovoltaic-panel production facility.
(US:28%-PRC:72%). 11/86.

Signed letter of intent to establish joint ven-
ture to produce video cassettes, compact
discs, and CD players. 11/86.

Planning two joint ventures to produce
computers and editing and printing soft-
ware, 12/86.

Established Beijing maintenance center for
photocopiers and photograph equipment.
12/86.

Established Car Audio Electronics (CAE)
(China) to produce car audio equipment.
$2.5 million. (CAE:70%-PRC:30%). 11/86.

Signed preliminary agreement establishing
joint venture to produce 1.81 million color
TV picture tubes annually. $160 million. (50-
50). 12/86.

Signed agreement to provide after-sales ser-
vices. 12/86.

Signed protocol on possibility of setting up
joint venture with Nanjing plant to produce
color TV tubes, 12/86.

Food Processing and Food Service

(lapan)/Shanghai

Will supply food packaging materials to pro-
duce B00 tonnes of plastic packages annu-
ally. $2.7 million. 10/86.
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Jin Chi Group (HK)/Fujian
Enterprise Holdings Co.
Ltd., Fujian Investment
Enterprise Co., and
Putian Economic & Tech-
nical Coordination Corp.

Nestle AG (Switzerland)/
China Development & In-
vestment Corp., Beijing
and Dairy Industry Corp.
of Shuangcheng County,
Heilongjiang

Pepsico Inc. (US)/Ministry
of Light Industry, Fujian
Investment and Enter-
prise Corp., and Fujian
Enterprises Co.

The Coca-Cola Co. (US)/
Shanghai ITIC and Shang-
hai Food Industry Devel-
opment Center

Began construction of three companies to
produce 20,000 TPY of beer, 10,000 TPY of
malt, and 50,000 TPY of glassware respec-
tively. $22.3 million (¥82.84 million). 10/86.

Signed 15-year contract establishing Nestle
Shuangcheng Ltd. in Harbin to produce in-
fant formula, infant milk cereals, and instant
milk powder. $12.8 million (¥47.5 million).
(N:60%-CDIC:20%-DIC:20%). 12/86.

Received approval to open Fuzhou Pepsi-
Cola Soft Drink Factory in January 1988 to
produce 550 bottles per minute, with US
providing bottling and quality-control
equipment and water treatment facilities,
and partners supplying land, labor, and
management for bottling and sales opera-
tions. $4 million (US investment). 12/86.

Announced “cooperative venture’ agree-
ment to open new facility to bottle Fanta
Orange and Sprite soft drinks, produce PET
plastic bottles, and manufacture Coca-Cola
beverage base for local Chinese soft drinks
and concentrate, 1/87.

Metals, Minerals, and Processing Technology

Tecnotrade Spa (Italy)/
Ministry of Coal Industry

Davy McKee (Poole) Ltd.
(UK)/China National Met-
allurgical Products Im-
port-Export Corp.
Military

Aeritalia (Italy)/CATIC

Signed agreement establishing company to
produce, transport, and distribute coal.
10/86.

Signed letter of intent establishing 3 million
TPY iron and steel complex near Beilungang
port, Ningbo. $4 billion. 11/86.

Signed agreement to produce improved A5-
M attack aircraft, 11/86.

Power Plants and Equipment

Hutchison Whampoa Ltd.
and Hong Kong Electric
Co. (HK)

Property Development

Consco Investment Co.
Ltd. (HK)/Tianjin Interna-
tional Investment & Engi-
neering Co.

Yida (Beijing) Tourism &
Investment Co. Ltd. (HK)/
China Law Academic Ex-
change Service Co.

All Nippon Airways Co.
Ltd. and C. Itoh & Co.
Ltd. (Japan)/Beijing Trust
and Consultative Co. of
BOC and Beijing Xiyuan
Hotel

Will establish joint venture company for 2.4
million KW power plant in Wuxi, Jiangsu.
$1.3 billion (HK$10 billion). (HK:40%-
PRC:60%). 11/86.

Signed 20-year contract establishing Tianjin
International Building Co. Ltd. to build com-
mercial/residential complex. $10 million.
(HK:80%-PRC:20%). 10/86.

Signed contract establishing Tianping Build-
ing Co. Ltd. to provide meeting sites and
services for international and domestic law
conferences and activities, Registered Capi-
tal: $12 million. (50-50). 10/86.

Signed 18-year contract establishing China
New Century (Epoch) Hotel Co. Ltd. to build
hotel and office building. $77 million.
(ANA:32%-CICL:8%-BOC:40%-XH:20%).
11/86.

LKN Investment Interna-
tional (Singapore)/Shang-
hai International Ven-
tures & Consulting Corp.

Sapporo Breweries Ltd.
and Tokyo Maruichi Shoiji
Co. Ltd. (Japan)/Beijing
Beiwei Hotel

Tishman Speyer Proper-
ties and Shearson Leh-
man Brothers Inc.,
owned by American Ex-
press Co. and American
Express Asset Manage-
ment Holdings Inc. (US)/
Beijing Computer Indus-
trial Corp. and Beijing

No. 1 Semiconductor De-

vice Factory

Minnesota Brown No, 1
Development Co. (US)/
Shanhaiguan Economic
Development Corp. in
Qinhuangdao, Hebei

Takenaka Komuten Co.
Ltd., Japan Airlines Co.
Ltd., and Japan Airlines
Development Co. Ltd,
(Japan)/Diplomatic Per-
sonnel Service Corp,,
Beijing

Scientific Instruments

Ludwig Krohne GmbH &
Co. (FRG)/Shanghai
Guanghua Instrumenta-
tion Works of China Nu-
clear Energy Industry
Corp.
Telecommunications
Tee-Comm Electronics
Inc. (Canada)/Winco
Electric Manufacturing
Co. (HK-PRC joint ven-
ture)

Established joint venture to build hotel and
international club. $60 million; partners in-
vesting $15 million with remaining $45 mil-
lion coming from loans. (50-50). 11/86.

Signed 17-year contract establishing Beiwei
Sapporo Corp. to construct and manage ho-
tel and annex. $6.8 million (¥25.2 million).
(JAP:40%-PRC:60%). 11/86.

Signed contract to build Beijing American
Express Center office/apartment complex.
$150 million. 11/86.

Signed contract to build hotel and villas in
planned Laolongtou Holiday Resort. $50
million. 12/86.

Signed contract establishing Beijing Interna-
tional Club Co. Ltd. to expand and upgrade
the Beijing International Club including con-
structing hotel and office building and in-
stalling recreational facilities and office
equipment. $90 million. (JAP:49%-
PRC:51%). 12/86.

Signed contract establishing Guanghua-
Altometer Instrument Co. to produce 4,000
flow meters annually in Minhang Economic
and Technological Development Zone,
Shanghai. $5 million. (FRG:40%-PRC:60%).
12/86.

Established joint venture to supply technol-
ogy, blueprints for stampings, and tooling to
Winco joint venture plant that manufactures
pay telephones in Guangdong SEZ. $5.6 mil-
lion (C$7.8 million). 8/86.

Transportation and Transportation Equipment

Sankyu Inc. (Japan)/
SINOTRANS, Tianjin
Branch, and SINOTRANS

Iskra Associated Enter-
prises (Yugoslavia)/
Sichuan

Agreed to establish Tianjin Container Truck
Transport Corp. to transport cargoes from
new Tianjin port inland to northeast and
northwest China. $1.9 million (Registered
Capital: ¥7 million). (JAP:40%-T):40%-
SINOTRANS:20%). 8/86.

Opened joint venture factory to manufac-
ture parts for aviation industry. 10/86.

CLASSIFIED ADVERTISING

POSITION WANTED

SEEK MKTG/COMM POSITION
w/firm in jv/trade w/China, Far
East. Mandarin speaker, 3 yrs Taiper,
exp in mkig, pr. Suzanne Lark John-
son 617 /298-0822,
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SPONSOR SOUGHT

MOUNTAINEERING EXPE-
DITION offers well-organized spon-
SO0 U[)l)()!'llll’]ily f()!' (()l'[)(ll'il[l' [)l'll-
motion in China and UK. British
Amne Machin Expedition, 15
Church St, Hadfield SK14 SAD, UK.

HELP WANTED

TECHSEARCH ASIA. a division of
lechmark Asia, Lid., provides re-
cruitment services for technical-ori-
ented positions at Hong Kong com-
panies.  Engineers, technical
specialists, and managers needed.
Contact Ravlene Thompson, Brooks
Lud., 21/F Belgian
House, 77-79 Gloucester Road.,
Wanchai, Hong Kong.

Thompson
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LIQUIDATION

[E CATERPILLAR

SURPLUS FOUNDRY EQUIPMENT OF THE MAPLETON FOUNDRY "BUILDING’ B, MAPLETON (PEORIA), ILLINOIS

¥
T

I &

THE UNITED STATES' LARGEST OFFERING OF MODERN,

WELL MAINTAINED FOUNDRY AND PLANT-SUPPORT
EQUIPMENT TO BE FOUND UNDER ONE ROOF!

(9) CORE MACHINE SYSTEMS, UTILIZING SYSTEMS MFG. BY BEARDSLEY
& PIPER, SUTTER AND DEMMLER. .. SYSTEM NO. 1: Sutter, Model 1730,
Isocure Core Machine, Scrubber And S-Blade Mixer; SYSTEM NO. 2:Sutter,
Model 1730, Hot Box Core Machine, CARVER S-Blade Mixer; SYSTEM NO
3. B & P, Model 254, Isocure Core Blower, CARVER S-Blade Mixer;
SYSTEM NO. 4: Sutter, Model 1730, Shell Core Machine; Bucket Elev.;
SYSTEM NO. 5: B & P, Model 254, Isocure Core Machine, CARVER S-
Blade Mixer; SYSTEM NO. 6: B & P, Isocure Core Machine, CARVER S-
Blade Mixer; SYSTEM NO. 7: B & P, Model CB254GF, Isocure Core
Machine, CARVER S-Blade Mixer; SYSTEM NO. 8: DEMMLER, Model
80AHB, Hot Box Core Machine, CARVER S-Blade Mixer; SYSTEM NO. 9
CARVER S-Blade Mixer

SAND-HANDLING AND PROCESSING SYSTEMS: Sand Coating Systems;
Sand Reclaimation Systems; Vacuum-Feed Truck-Unloading Sand Systems;
Sand Delivery Systems; Sand Storage Systems

MISCELLANEQOUS SYSTEMS: Aufo. Storage Systems; Paftern Storage
Racking System; Small Core & Large Core Storage Systems; B & P Muller
System; Oil-Sand Dept. System; Core Drying System

DUST COLLECTION SYSTEMS: (4) LEAR SIEGLER Dust Collectors; (4) SLY
Dynaclone Dust Collectors; (4) Air To Air Heat Exchangers

TREMENDOUS SELECTION OF (8) LATE MODEL MOLDING LINES:
60"x130"x33"/33" Herman Auto. Molding Line; 60"x80"x26"/26"
Auto. Molding Line; 46"x60"x18"/18" Auto. Molding Line; 46”60 x18"/18”
High Pressure Molding Systems; 38 %63 x15"x15" High Pressure Molding
Systemn; (2) 38"x38"x13"/13" Auto. Molding Lines; 24"'x24"x24" /4" Auto.
Molding Line

COMPLETE MELTING DEPARTMENT: (10) 5400 KW, 25 TON BROWNBOVERI
Coreless Induction Furnaces; (2) Hyd. Charging Systems; Ho f-Melt
Transfer Cars @ Charge Buckets

TREMENDOUS SELECTION OF FOUNDRY AND PLANT SUPPORT EQUIP-
MENT BEING OFFERED ON AN INDIVIDUAL ITEM BASIS INCLUDING: Air
Transporters @ Blast Cleaning Machines ® Bucket Elevators @ Chip
Dryers ® Conveyors @ Core Equipment @ Core Machines ® Core Ovens
® Cranes @ Dust Collectors ® Furnaces @ Grinders ® Glue Stations
® Heat Exchangers @ Investment Foundry Equip. ® Ladles @ Material
Handling Equipment @ Mixers ® Mullers ® Mold Line Dust Collectors
® Qverhead Chain Conveyor Systems @ Painfline @ Parts Washing
Equip. ® Presses ® Resin Pumping System @ Rod & Wire Equip.
® Sand Storage Silos ® Scales ® Scrubbers and Incinerators ® Shake
Out Equip. ® Steam Generators @ Prefab Buildings ® Welders ® More

ASK FOR OUR FREE BROCHURE, PRICES OR TO ARRANGE AN INSPECTION

THIS LIQUIDATION IS BEING CONDUCTED UNDER THE AUSPICES OF WORLDWIDE FOUNDRY SALES. PO BOX 106, MAPLETON. IL 61547 A JOINT VENTURE COMPANY OF THE PARTNERSHIP BELOW

. National 880 Croig Rd « Surte J0B « St Lows MO 63141

k\‘ Industrial B e
Services,

Incorporated 3]4'567'6474

CALL TOM BARANOWSKI, OUR IN-PLANT SALES REP

309-675-8796 & (98)

Foundry 26401 Wiles Ra

LS e o 216-464-5044




THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Cravs M. HALLE

Vice-Chairmen: Josern Boyp, CHARLES E.
HUGEL, JOHN ]. MURPHY

Secretary-Treasurer: WiLLiam J. McDONOUGH

Counsel: BENJAMIN P. FISHBURNE 111

President: ROGER W. SULLIVAN

BOARD OF DIRECTORS

WiLLiam R, ARTHUR, former chairman, Merrill
I..\‘Jlf’i' International, Inc.

Donarp R. BeaLL, president and chief
operating ofhicer, Rockwell International

Mugry P. BERGER, president and chief
executive officer, MB International
Consultants, Inc.

DRr. JosepH Bovp, chairman, Harris Corporation

ALEXANDER Bropy, president and chief
executive officer, DYR Worldunde

ALAN CHIEN, chairman, Abacus Group of
America, Inc.

R. DEREK FINLAY, senior vice president, H.f.
Heinz Company

THOMAS L. GOSSAGE, senior vice president,
Monsanto International

WiLLiaM B. GRAHAM, chairman, Baxter
Travenol Laboratories, Inc.

Crauvs M. HALLE, president, Coca Cola
International

RoBerT B, HOorTON, chairman of the board
and chief executive officer, The Standard
Oil Company

US GOVERNMENT OFFICES IN CHINA

CHARLES E. HUGEL, president, Combustion
Engineering, Inc.

WALTER B. KISSINGER, chairman, president,
and chief executive ofticer, The Allen
Group, Inc.

. Davip LUENING, group director, Asia,

Pacific group staff, Westchester,
International Business Machines Corporation

WiLLIAM |. MCDONOUGH, executive vice
president and chief financial officer, First
National Bank of Chicago

JOuN J. MURPHY, chairman and chief

executive ofthcer, Dresser Indusiries, Inc.

CHrisTOPHER H. PHiLLIps (Honorary), retired
president, The National Council for US-
China Trade

SteveN G. ROTHMEIER, chairman and chief
executive officer, Northwest Airlines

Davip C. Scott (Honorary), chairman of the
executive committee, board of directors,
Allis Chalmers Corp.

WALTER STERLING SURREY, partner, jones, Day,
Reavis & Pogue

Davip S. Tapean, Jr., chairman and chief
executive officer, Fluor Corporation

Davip TENDLER, chairman, Tendler Beretz &
Associates, Ltd.

PauL W. VAN ORDEN, executive vice president
and member of the Corporate Executive
Ofhee, General Electric Company

FRANK ZARB, partner, Lazard Freves &
Company

WASHINGTON STAFF

President: ROGER W. SULLIVAN

Executive Vice President: BRUCE VERNOR

Business Advisory Services: RICHARD E.
GILLESPIE

China Business Review: MapewyN C. Ross

Development and Government Relations:
Joun J. CALLEBAUT

Information Services: MARIANNA GRAHAM

Business Information Center: JENNIFER LITTLE

Management and Budget: RicHARD L.
PETERMAN

Address

1818 N Street, NW, Suite 500
Washington, DC 20036 USA
(202) 429-0340

Telex: 64517 NCUSCTUW
Cable: USCHINTRAD WSH

BEIJING OFFICE

Director for China Operations: MARTIN WEIL

Deputy Representatives: ANDREW NEss,
GIDEON ROSENBLATT

Assistant Advisor: LIU JINGMING

Project Advisor: ZHENG X1A0

Suite 1136, Beijing Hotel

Telephone: 507766, ext. 1136, 551361

Cable: USCHINTRAD

Telex: 22637 NCPEKCN

EMBASSY

Ambassador: WINSTON LLORD

Deputy Chief of Mission: PETER TOMSEN

Agricultural Counselor: Davip M. SCHOONOVER

Commercial Counselor: RICHARD JOHNSTON

Commercial Officers: CATHERINE HOUGHTON,
NED QUISTORFF, GEORGE LEE, PAUL THEIL,
VINCENTE TANG

Economic Counselor: KENT WIEDEMANN

3 Xiushui Bei Jie

Jianguomenwai, Beijing

Telephone: 52-3831

Telex: 22701 AMEMB CN

CHENGDU CONSULATE

Consul General: WiLLiaM W, THOMAS, |r

Deputy Principal Officer: Joun G. COOKE

Jinjiang Hotel

180 Renmin Road

Chengdu, Sichuan

Telephone: 28-24481

Telex: 60128 ACGCH CN

GUANGZHOU CONSULATE
Consul General: MARK PRATT
Deputy Principal Officer/Economic Section
Chief: STEPHEN A. SCHLAIKJER
Commercial Officer: Nora SUN, BARRY
FRIEDMAN
Economic Officer: SOCHING Tsal
Dongfang Hotel
Telephone: 669-900
Telex: 44439 Gzp¥H CN
Attn: USA Consulate

SHANGHAI CONSULATE

Consul General: THOMAS STANLEY BROOKS

Deputy Principal Ofhcer/Economic Section
Chief: MATTHEW P2 WARD

Commercial Otheer: 1ra KASOFF

1469 Huaihai Zhong Lu

‘Telephone: 379-880

Telex: 33383 vusca N

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE

Consul General: JOHN A. FROEBE, JR
Economic Officer: LAWRENCE A. WALKER
Commercial Officer: BARBARA SLAWECKI
No. 40, Lane 4, Section 5

Sanjing St, Heping District

Shenyang, Liaoning

Telephone: 290038

Telex: 80011 amcs N

HONG KONG CONSULATE

Consul General: DoNALD M. ANDERSON
Deputy Principal Officer: ARTHER KOBLER
Senior Commercial Ofhcer: LyNN W, EDINGER
Economic Section Chief: KAARN |. WEAVER
26 Garden Rd.

Telephone: 5-239011

Telex: 63141 USDOC HX

EMBASSY

Ambassador: Han Xu

Minister Counselor for Commercial Affairs:
HuANG WENJUN

2300 Connecticut Avenue, N.W,

Washington, DC 20008

Commercial: (202) 328-2520 thru 2527

Visas: (202) 328-2517

Telex: 440038 pre UL

Commercial: 440673 prec Ut

CHICAGO CONSULATE GENERAL

Consul General: DENG CHAOCONG

104 S. Michigan Avenue, Suite 1200

Chicago, 11 60603
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Administration: (312) 346-0287

Visas and Consular Affairs: (312) 346-0288
HOUSTON CONSULATE GENERAL
Consul General: NI YAOLI

Commercial Consul: Wu MINXIAN

3417 Montrose Blvd.

Houston, TX 77006

Commercial: (713) 524-4064

Visas: (713) b24-4311

Telex: 762173 CHINCONSUL HOU

NEW YORK CONSULATE GENERAL
Consul General: TANG XINGBO
Commercial Consul: MENG DEYI

520 12th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 330-7409
Telex: 429134 cGeny

SAN FRANCISCO CONSULATE GENERAL
Consul General: ZHAO XIXIN

Commercial Consul: LU ZUWEN

1450 Laguna Street

San Francisco, CA 94115

Commercial: (415) 563-485H8

Visas: (415) 563-4857

Telex: 4970121 ccsF
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To develop business successfully
in China an in-depth under-
standing of the country and its unique culture is
vital. Standard Chartered Bank has been in China
since 1858 and as such we have a wealth of
experience and a profound understanding of all the
problems that may be encountered in developing
China trade.

Our branches in major trading centres provide a full
range of banking services including trade financing
and business advice. We also offer comprehensive
business information and a variety of special
publications, such as ‘““China News”, “Leasing in
China” ,"“China Business Information” and

“A Forfait in China", all of which will give you a
clearer understanding of the China market.

Benefit from our China experience, come and
discuss your China business project with us today.

Standard -~ Chartered

Standard Chartered Bank

CHINA OFFICE ADDRESSES:

China Area Headquarters Beljing Guangzhou
5F Cc t Centre, 1 Connaught Place,  Suite 117 & 119 Jianguo Hotel,  Room 409, China Hotel Otfice Tower
Jia D

Shenzhen Xiamen Dalian
Grou 4 Re

T ek 4436 Z CN
Cable' STANCHART GUANGZHOU

Tolex 80814 SCCHQ HX

F=1al]
Cable STANCHARTE Telex 42 BSZ CN
Fax 58100807 Cable STANCHART

SHENZHEN




