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Trends

INA’S ECONOMY IN REVIEW

Though China's economy grew at what
most economists considered a comfort-
able pace in 1996, PRC economic lead-
ers took only modest steps 1o resolve
some of the more pressing structural
problems that continue to threaten eco-
nomic stability. Gross Domestic Product
(GDP) in 1996 increased at an annual
rate of 9.7 percent, down from 10.2 per-
cent in 1995 and well below the 1992
high of 14.2 percent. Inflation, too, was
down from the year before, with the re-
tail price index (RPD ending the year at
6.1 percent, a significant drop from the
14.8 percent RPL in 1995, The consumer
price index (CPD), which includes prices
of services and utilities, was 8.3 percent
by year's end, down from 17.1 percent
in 1995.

MORE

INTERNET STOPS

At long last, The China Business
Review is the proud host of a new
site on the World Wide Web.
Check out www.uschina.org/cbr
to order copies of current and past
issues and other US-China Business
Council publications, or to sub-
scribe to the magazine.
www.china.com The China Wide
Web, sponsored by China Internet
Corp., is now up and running,
complete with links to China-based
web sites from businesses to educa-
tional institutions. The China Wide
Web is touted as an intranet that
will be developed into a business
information network for sub-
scribers. Visitors to the site can find
contact information for hundreds of
China-based businesses.
http://www.apecsec.org.sg Visit
the Asia Pacific Economic Coopera-
tion (APEC) forum secretariat to get
up to date on all APEC activities and
working groups, such as the tele-
com working group (apec.wg.com).

Though many economists consider the
1996 GDP growth rate sustainable over
the long term, China’s State-owned enter-
prises (SOEs) continue to be a drag on
the Chinese economy. While total value-
added industrial output was up 13.1 per-
cent over 1995, value-added SOE output
in 1996 rose only 6.7 percent over the
previous vear, Unsold inventory, accord-
ing to the State Statistical Bureau, was an
estimated ¥540 hillion ($65.1 billion). The
World Bank has estimated that as much
as 17 percent of China’'s GDP consists of
“unsaleable” SOE-made goods. Mean-
while, the value-added output of collec-
tively owned enterprises rose 17.7 per-
cent over 1995, and that of private,
joint-venture, and foreign enterprises in-
creased by 13 percent.

Despite the poor performance of State-
run firms, the government continued to
prop up SOEs with State-directed loans.
In 1996, the government relaxed its re-
strictions on new bank lending. The Peo-
ple’s Bank of China (PBOC) increased its
lending to SOEs by Y100 billion (512.1
billion). The government will not allow
large-scale SOE reforms until SOEs” social
welfare functions, from pensions to hous-

ing, are shifted to the local level. Until

then, a steady flow of working capital
loans will be needed if SOEs are to con-
tinue to provide these services to their
employees.

With government revenue declining as
a share of GDP, though, the central gov-
ernment is hard pressed to fund the cru-
cial social welfare reforms that will facili-
tate SOE restructuring, Other problems
include rising unemployment and in-
creasing rural-urban migration, along
with the generally slower growth rates of
the interior and rural areas.

Looking ahead in 1997, official PRC es-
timates for GDP growth range from 8-10
percent, and inflation is expected to re-
main at 1996 levels. But the higher in-
vestment levels called for in the Ninth
Five-Year Plan (1996-2000) could push
growth up by the end of the year, and
the government's relaxation of price con-
trols on a variety of goods and services,
from telephone service 1o heating oil,
could also lead to higher inflation. More-
over, dramatic progress on SOE and
banking reform is unlikely until after the
15th Communist Party Congress takes
place in Beijing this fall.

—Catherine Gelb

A NEW POWER SOURCE

Finalizing a move proposed in late 1995,
China has established a corporate power
entity that eventually will assume the
management and operational functions
of the Ministry of Electric Power
(MOEP). The late January announce-

ment paves the way for the creation of

the State Power Corporation of China
(SPCC), whose leadership and activities
will shadow most of those of MOEP un-
til 1998, when MOEP is supposed to re-
move itself from all power-related busi-
MOEP is to
responsibility for government regulation

ness activities retain
of the sector, though some officials have
indicated that MOEP eventually could be
dissolved and its regulatory functions
transferred to the State Planning Com-
mission and State Economic and Trade

Commission.
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China’s provincial and local power
companies, many of which were corpora-
tized under MOEP in recent years, will
become SPCC subsidiaries. SPCC, which
will have an estimated 1.6 million em-
ployees, will be responsible for construc-
tion and management of thermal, hydro-
electric, and nuclear power and
transmission projects.

A recent report from the US & Foreign
Commercial Service on the MOEP an-
nouncement notes that SPCC's existence
could facilitate project finance in power
construction in China, as the new corpo-
ration will qualify for export credits and
loans that MOEP, which could not use its
assets as collateral, could not obtain.

—Cuatherine Gelb



THECHINA

A happy Year of the Ox to all of our readers! Our focus in this issue takes us beyond
China’s borders to look at some issues of longer-term importance to China, Asia. and
vour business in that part of the world. In our focus on “Asia’s Century,” you can see
Linda Lim’s view of the “Asian economic miracle” and what the rise in intra-Asian
links means for China and for foreign company operations. Friedrich Wu, whose in-
sights we've been happy to share with you before, provides a fascinating look at
Shanghai’s coming of age into the modern banking and financial world—and how
the city poses a new challenge to Hong Kong and other financial centers. In our
third focus story, we explore the possibility that direct shipping links may soon
emerge between China and Taiwan, a development that could have political as well
as financial implications

Other fast-breaking news in this issue includes, of course, a look at the Deng cra
and what it has meant for US business in China. The US-China bilateral textile agree-
ment, concluded in early February, is another development covered in this issue. Fi-
nally, we bring you some insights into China’s forestry sector, and a look at the latest
wave of censorship rolling across China's entertainment industry.

The China market is large and diverse, and we strive to cover a wide variety of in-
vestor, trade, and other issues in every magazine we put out. As always, we welcome
your comments and your article contributions.

Best regards,

Vanessa Lide Whitcomb
Editor

Short

ROUGH TIMES
FOR THE SILK MARKET

ZHEJIANG AND
SHANGHAI TiDY UP

European and US efforts to block
imports of downstream silk products
from China may have backfired, as
raw silk from China is increasingly
hard to come by. The European
Union (EU) imported 5,000 tons of
silk apparel and accessories in 1993,
Quotas succeeded in cutting EU im-
ports to half that amount in 1995, ac-
cording to Economist Intelligence Unit
reports. But raw silk production in
China, which skyrocketed to 72,000
tons in 1994, has since plummeted
over 40 percent as Chinese-made silk
shirts and ties began to be shut out of
developed country markets. Conse-
quently, the Japanese, European, and
US silk industries may now find they
must look elsewhere both for raw silk
and for inexpensive locales in which
to base processing operations.

Prompted by growing concerns
about the pervasive effects of environ-
mental degradation, Zhejiang Province
plans to spend ¥33.3 billion (84 billion)
over the next four years in an effort to
curb pollution and create noise control
and drinking water protection zones.
Despite widespread construction in the
province, Zhejiang officials also hope
to create “dust-free” zones to cut down
on dust and airborne particulates,
while taking steps to reduce waste dis-
charges into nearby bodies of water.

Shanghai leaders appear similarly
committed to improving the city’s qual-
ity of life. Having spent ¥1.6 billion
($193 million) in the initial phase of
the clean-up of the Suzhou River,
which flows through Shanghai, city of-
ficials intend to commit another Y16
billion ($1.9 billion) for the project.
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Letter == roe reies

The Need

to Focus

Robert A. Kapp

wenty-five years have elapsed since the signing of the historic “Shanghai Communiqué,”

s ~ ) -~ . . e -
WC’ /%lCC’ a the document that laid the basis for modem US-China relations. Those of us who remem-
. ber what China was like in 1972, and who remember how little the United States and China
?’Zumbe‘?‘ ()/ could then point to as common interests, may marvel at how much has changed and devel-

oped in two and a half decades. Tt is appropriate that institutions devoted to the strengthening of
/)OSSIb[e US-China cooperation pause to mark the anniversary of the Communiqué, as will members of the
Board of Directors of the US-China Business Council during their visit to China in early March.

br(f&lki/]r()ﬂgbs [7] Since that historic moment, the development of American-Chinese contacts—whether commercial,

scientific, diplomatic, technological, cultural, or personal—has seldom been completely without fric-

f/](f }720}[!/]8 a/]e[[(l tion. Today, the two countries may be on the brink of important new steps forward in their commer-
cial relations, but new and powerful obstacles loom, and the chances of an historic accomplishment
are nearly matched by the chance that historic opportunities may be missed. For the US business
community in particular, 1997 will be a time for focus, for concentration, for cool-headness, and for
commitment.

The signs are multiplying that US and Chinese negotiators may be moving carefully toward bilat-
eral agreement on terms of China’s accession to the World Trade Organization (WTO), with addi-
tional multilateral negotiations poised for similar progress. The details of a pact are not yet worked
out, and certainly not yet in public view, but it appears at least possible that we will be looking at a
WTO package before the year is over.

If China's WTO package materializes, American companies with significant trade or investment in-
terests in China will, of course, have to evaluate its contents from their own perspectives. US busi-
nesses have already weighed in with increasing specificity as the signs of serious negotiations have
increased. The two sides have apparently passed beyond the stage of defining terms and establish-
ing an agenda, and have advanced to the point of bargaining over specific demands and offers,
which is a normal part of any trade agreement process

Beyond the specifics of China's WTO accession, though, a much larger task looms for the busi-
ness sector, which for a decade now has been the principal advocate within the American system for
stable and improved relations between the United States and China. That task will be to stay fo-
cused, and to keep the US national attention focused, on the substance of the trade and economic
content of any negotiated WTO agreements, and to prevent the WTO issue from being diluted, de-
lected, or simply buried by other issues in the broad field of US-China relations.

It would be ironic in the extreme, and historically tragic, if a successtully negotiated and commer-
cially defensible WTO accession arrangement finally emerged, after more than a decade of delay
and rancor and misunderstanding, only to have this building block of American economic interest in
the world economy (and of China's essential integration into the rules-based world economic sys-

tem) swept away under an avalanche of unrelated or tenuously connected issues.

n The China Business Review \/arch April 1997



The Council’s message is clear: WTO
accession on strong commercial terms s
a4 major priority of our member compa-
nics. We want o see China in the WTO
at the earliest possible moment—the mo-
ment. that is, when the set of commit-
ments from the acceding party, couched
in a realistic framework of tming and en-

forcement, is reached

MOVING AWAY FROM
THE ANNUAL MADNESS

We also wish 1o see normal MFN/NST
(Most Favored Nation/No Special Treat-
ment) tarift reatment extended o China,
not on a perpetually destabilizing annual
basis but permanently, once and for all,
We recognize that Permanent MEN
(PMFN) is not legally a prerequisite to,
or required by, China's WTO accession,
and indeed we would like 1o see PMEN
for China on its own merits. But we are
perfectly aware that conclusion of
strong WTO accession agreement will
be a fillip to the extension of MEN/NST
on a permanent basis. To turn the equa-
tion around. if and when the WTO
terms are finalized, PMEN/NST should
accompeiny Chinese accession, Evidence
of a lack of US commitment on that
point will. if anything. make accomplish-
ment of a genuinely commercially legiti-
miate WTO agreement more difficult,

These homilies are nothing new o us,
They take on added relevance now,
however, because the apparent progress
toward agreement on China's WTO ac-
cession is taking place against a back-
ground ol renewed uncasiness in the
United States over the future of US-
China relations. Unless advocates of sta-
ble and improved economic relations
between the two countries—in the Ad-
ministration, in Congress, and in busi-
ness—rise in support of [ strong, com-
mercially legitimate WTO accession
package. even a great agreement could
be sidelined by other concerns now sim-
mering and soon to be at full boil.

Of these dissues, at least from the
standpoint of congressional approaches
to US-China relations, Hong Kong's
transition to Chinese sovercignty looms
largest for the moment. Absent some
belated American consensus as 1o what
would realistically constitute an “accept-
able™ and “smooth”™ transition, there is
every likelihood that the transition to

Chinese sovereignty will be perceived
as intensely negative. Even experienced
congressional figures are cautioning
that the outcome in Hong Kong (how-
ever that might be defined, and how-
ever long it might take to be measured)
will likely have a critical effect on how
Congress views any China-related legis-
lation this yvear. All who value Hong
Kong's extraordinarily vital and valu-
able business environment, in its full di-
mensions—including its legal institu-
tions, unrestricted informational flows,
and civie integrity—should be hoping
and working for a seamless transition
with a minimum of economic, social,
and political discontinuity, to say noth-
ing of outright disruption. But, to quote
former New York Times and Wall Street

Journal reporter Frank Ching, now a

senior editor with the Far Fastern Fco-
nomic Review, “1Us about time the US
stopped its Tuneral orations for Hong
Kong. IUs not dead yet, so please don’t
kill it” (see p.30).

Other issues may also percolate to the
surface. The past several weeks have
opened new arcas of intense domestic
political controversy over US relations
with China. It now scems likely that
these relatons will figure in harsh do-
mestic political clashes in the United
States in coming months.

Again, we must remain focused on
the substance of the WTO issues, and
we must be heard. 1is in the US inter-
est—both commercially and geopoliti-
cally—that a good China WTO accession
deal be reached as soon as possible. 1F

that good deal surfaces, no matter what

E R TORS AL AT SN
The Council s message
is clear: China’s W10
daccession on strong
commercial terms is
a mdjor priorily

of our member companies.

other issues have moved to the fore-
front, it will need 1o be discussed on its
merits, and supported by its advocates.
It is not in our interests that a good, de
fensible deal be reached and then dis-
carded

Let us continue to tell our negotiators
what's needed in o strong WTO deal,
and encourage US trade officials 1o work
their hardest to achieve what is required.
But if they do succeed, let us prepare to
work very, very hard. in the most fo-
cused possible way, to ensure that 10
years of painful negotiations yield lasting
results, and that with WTO accession the
issue of PMEN/NST for China can be
faced and resolved as well

Substance, substance, substance. Fo-
cus, focus, focus. This is the mantra for
the year, amid a cacophony ol voices
and issues. If the substance of major
trade and economic policy questions
ends up drowning in a sea of non-trade
concerns, both the economic and non-
ceonomic interests of this country will

: .
be il served. 7T
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Tel. (010) 6494 1450 Fax (010) 6494 1451

or visit our Website at http://www.cbuauto.com
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The region s

Asia
2000

Linteta Lim

economies
stand ready

lo play a
dominant role
in global

commerce

he much-anticipated “return” of Hong Kong to China in 1997 marks a great deal more than
the simple reunification of the two entities concerned. The end of Hong Kong's colonial
status heralds the return of Asian countries to their historic prominence in world civiliza-
tion—an event of far greater significance than the 1989 collapse of the Berlin Wall and the
ensuing end of communism in Europe. Economic growth in East and Southeast Asia—which to-
gether account for one-third of the world's population—has outpaced growth in the rest of the
world by a factor of two or three over the past 30 years, doubling per capita output in these
cconomies every decade or so. Few disagree that the upcoming century will be the “Asian century,”
as the 20th, "American” century draws to a close
Despite some concerns in mid-1996 about a region-wide economic slowdown, international orga-
nizations like the World Bank, the Asian Development Bank, and the Organization for Economic Co-
operation and Development (OECE) continue to predict average real GDP growth rates of 7-8 per-
cent in Asia’s emerging economies for the foresceeable future. With such growth, the region’s shares
of world output, trade, and investment will continue to increase, as they have over the past 15 years
(see table). And all the signs suggest that the PRC will continue to be Asia’s (and the world's) fastest-
growing economy. Consequently, China likely will emerge as a bigger trade and investment partner
and competitor for its Asian neighbors, and the PRC share of the regional and world economy stands

to increase in the 21st century.

A MATTER OF TIME
Though East Asia’s move 1o center stage of the world economy may be virtually certain, the time
frame which will bring it there is perhaps less clear-cut. The reduction in the region’s export growth
in 1996 prompted much re-evaluation of its long-term economic prospects, including speculation
that the Asian growth miracle may be over, at least for the newly industrialized economies (NIEs) of
Hong Kong, Singapore, South Korea, and Taiwan. Pessimists emphasize that future growth will be
constrained by such structural problems as persistently large current account deficits (especially in
Malaysia and Thailand); the loss of comparative advantage based on hitherto cheap labor as wage
increases have overtaken productivity growth (especially in South Korea and Malaysia); lagging tech-
nological development and management skills required for industrial upgrading: continued eco-
nomic inefficiencies resulting from widespread corruption and resistance to economic liberalization
(especially in China, Vietnam, and Indonesia); and excess regional as well as global capacity in in-
dustries like automobiles, semiconductors, steel, and petrochemicals (especially in South Korea). In-
creased competition for capital and export markets from other economically emerging regions like
Latin America and Eastern Europe also puts pressure on the Asian economies 1o perform at maxi-
LindaLimisaprofessoratthe  mum efficiency. These structural impediments have been aggravated by such cyclical factors as the

University of Michigan Business School — sharp global downturn—now reversed—in the all-important electronics industry (see The CBR. No-
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vember-December 1996, p.8). Currency
issues, too, have played a role. Because
many of the region’s currencies remain
linked to the US dollar, regional competi-
tiveness was undermined when the dollar
surged 30 percent in 1996,

In addition, political risk has increased
in many countries of the region, though
with little apparent impact on foreign di-
rect investment (FDD to date. Political
risk factors in Asia include South Korea-
North Korea and China-Taiwan tensions;
uncertainties surrounding the impact of
Hong Kong's return to Chinese sover-
eignty; pro-democracy, ethnic, and reli-
gious unrest in Indonesia; rising crime in
Taiwan and the Philippines; and corrup-
tion scandals in several countries in the
region. Political developments are impor-
tant to economic growth because they
determine the willingness and ability of
governments to undertake the domestic
policy reforms necessary to ensure that
growth is based on real productivity in-
creases rather than simply on inputs of
cheap land, labor, and capital. Such re-
forms include continued trade, invest-
ment, and capital market liberalization;
privatization of state-owned enterprises;
business deregulation; increased public
as well as private investment in education
and infrastructure; and the development
of modern legal and financial institutions.

Meanwhile, large family- and state-
owned companies in the region are be-
coming less able to rely on government
patronage, protected markets, and the ex-
ploitation of cheap resources for contin-
ued success. Instead, these firms are in-
creasingly  required to  develop
firm-specific competitive advantages
based on marketing, technology, or man-
agement that will enable them to com-
pete—in newly liberalized home and re-
gional markets and in the world at
large—with formidable multinational
competitors, The giant Korean chaebol
(industrial conglomerates) and overscas
Chinese conglomerates all face this grow-
ing challenge.

TIGHTLY WOVEN
ECONOMIES

The past decade has seen a sharp in-
crease in intra-East Asian trade and in-
vestment flows as national barriers have
fallen. Currency realignments and com-
parative advantage shifts have helped

strengthen intra-regional ties, forcing in-
dustries in Japan and the NIEs to relocate
production to their less-expensive neigh-
bors in China and Southeast Asia. In the
early 1990s, when the economies of Eu-
rope, North America, and Japan all slid
into recession, some experts credited
these intra-regional links with maintain-
ing rapid growth in the rest of East Asia,
suggesting that regional growth was no
longer wholly dependent on the eco-
nomic fortunes of the industrialized
countries.

But the recent regional economic slow-
down and other factors show that this
prediction was perhaps too sanguine.
The fortunes of East Asia’s dominant
electronics industry, for example, are still
very much tied to market conditions in
developed countries—even to an indica-
tor as narrow as the book-to-bill ratio in
the US semiconductor industry. And the
region’s export competitiveness as a
whole is still severely affected by gyra-
tions in the yen-dollar exchange rate. In-
creased economic linkages with neigh-
boring emerging economies have not
proved sufficient to outweigh the still-
dominant influence of the world's top
two economies—the United States and

Japan.

If East Asian economies continue 1o
grow faster than the rest of the world,
their shares in each other's trade and in-
vestment flows should continue to in-
crease, though at a slower pace given the

Large family- and state-ouned
companies in the region are
becoming less able to rely on
government patronage, protected

markels, and cheap resources.

declining differential in the growth rates
between East Asian economies and in-
dustrial countries. The fact that most la-
bor-intensive export manufacturing pro-
duction has already been transferred
from Japan and the NIEs to China and
Southeast Asia means that little more will
come from these traditional sources. In-
deed, the recent fall of the yen against
the dollar may possibly reverse or delay
some Japanese multinationals” plans to
relocate yet more manufacturing produc-
tion to new markets in the emerging
economies of Asia,

Another indication that regional inte-
gration has perhaps peaked is the fact
that unilateral and multilateral trade and
investment liberalization throughout the
region is increasing direct flows between
East Asian emerging economies and in-
dustrial countries. Taiwan, for example,
has fallen from its position as the largest
or second-largest foreign investor in
countries such as Malaysia, Thailand, and

EAST ASIA’S SHARE OF THE WORLD ECONOMY

AS A PERCENT OF AS A PERCENT AS A PERCENT OF
THE WORLD, OF THE WORLD, EMERGING REGIONS,
INCLUDING JAPAN EXCLUDING JAPAN EXCLUDING JAPAN
1980 1994 1980 1994 1980 1994
Population 34 33 32 31 38 37
ahp 7 - 15 25 7 5 7 o 16 29
E.\]u s 7 N 13 24 l 10 13 _‘;H
l.mpom 14 . 22 7 ! 9 16 37 -
[n;ml FDI Stock . 14* a [§] 1;' B ;!H ﬁ]-' —
[n\;l H_')ITll W - - 20* N - 20° a - ;1.’: -
l-E\\;ml FDI Hllx; 7 : 17" 0 . 6" o 27 -
”'m*‘“”.d FDI I"Ic;w o - 20* - 13* . - _HH' -

SOURCE: World Bank, World Developmnent Report 1996, United Nations Conference on Trade and

Development, World Investment Report 1996
NOTES: * = 1995
== Data not available

“FDI stock”™ refers to the cumulative value of foreign direct investment over a period of years,
“FDI flow” refers 1o the value of approved foreign direct investment for a given year,
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There is little question
that East Asia’s home-groun
corporations are d

powerful force.

Indonesia in the early 1990s, to a lower
rank today, while Japan and the United
States have regained their former leading
positions. On the trade front, Taiwan and
Hong Kong purchased a combined 26
percent of China’s exports in 1995, down
from 44 percent in 1990, while Japan's
share rose from 15 percent to 19 percent
and the US share from 8 percent to 17
percent over the same period, according

to the International Monetary Fund. If

transshipment trade through Hong Kong
and Singapore is excluded, the United
States and Japan emerge as the region's
largest trade partners, positions which are
unlikely to change so long as they re-
main the world's largest and second-
largest cconomies, respectively.

Policy reforms may also reduce the
competitive advantages that Asian com-
panies have enjoyed in their home and
regional markets. These advantages have
traditionally been based on non-market
privileges such as government connec-
tions and experience operating in under-
developed institutional environments
with high (but now falling) transaction
costs and information barriers. In the case
of China, the removal of special privi-
leges for foreign investors will reduce the
extensive “round-tripping” that occurs
when Chinese capital exits the PRC only
to re-enter as “foreign” investment, in or-
der to qualify for such privileges. Statisti-
cally, this will cause China’s inward and
outward capital flows to fall, thus reduc-
ing the country’s two-way “investment”
with neighboring economies.

Governments in the region are becom-
ing far less enthusiastic about attracting
labor-intensive investments from their
neighbors, and increasingly interested in
targeting capital- and skill-intensive in-
vestments from industrial countries. And
companies  from  capital-surplus
economies such as Hong Kong, Japan,
Singapore, South Korea, and Taiwan may
have less surplus capital to invest in their

neighbors as their own economies slow,
savings rates decline, and the need in-
creases to invest more in the develop-
ment of technological, marketing, and
managerial advantages at home rather
than in regional ventures that merely
chase comparative advantage based on
cheap labor.

But there is little question that East
Asia’s home-grown corporations are a
powerful force, accounting for nearly 90
percent of all outward FDI flows origi-
nating from developing countries. Ac-
cording to the United Nations Confer-
ence on Trade and Development
(UNCTAD)'s World Investment Report
1996, 36 of the top 50 multinationals
based in developing countries (ranked
by foreign assets) are domiciled in East
Asia, including eight from China. Many
believe that the ranks—and reach—of
Asian multinationals can only expand,
transforming at least some of these com-
panies into major global competitors.
South Korean companies could already
be considered global competitors in au-
tomobiles, steel, semiconductors, and
consumer electronics; Taiwan firms in
computers; and Malaysian and Thai
companies in raw material extraction
and agribusiness. Such home-grown
companies also are increasingly attracted
by market opportunities and strategic
challenges in more distant foreign mar-
kets, such as the United States and West-
ern and Eastern Europe.

And, despite the flurry of activity fol-
lowing recent Association of Southeast
Asian Nations (ASEAN) and Asia Pacific
Economic Cooperation (APEC) forum
meetings, formal regional economic inte-
gration measures are unlikely to be un-
dertaken anytime soon. The ASEAN Free
Trade Area is not scheduled to start im-
plementing its Common Effective Prefer-
ential Tariff scheme untl 2003 (2008 for
Vietnam), with many exemptions likely
to persist after that date, including for the
automobile industry. APEC has an-
nounced that free trade will begin among
its developed-nation members in 2010,
with developing countries joining in
2020. APEC has moved ahead on cus-
toms and investment regulation standard-
ization and other similar bureaucratic
measures that should facilitate trade and
investment, but such moves are less im-
portant instruments of liberalization for
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member nations than is the World Trade
Organization (WTO).

CHINA'S PLACE

In the years ahead, China will continue to
garner a growing share of the regional as
well as global economy. Already, China’s
emerging market is a target for exports
and investment from Japan, Korea, Tai-
wan, and Hong Kong (see p.12). Two
Southeast Asian conglomerates—the
Charoen Pokphand Group of Thailand
and the Robert Kuok group of companies
from Malaysia and Hong Kong—are al-
ready considered the two largest foreign
investors in China, with multiple opera-
tions all over the country. The increasing
participation of China’s burgeoning in-
dustries in regional and world markets, as
well as the growing allure of China's own
domestic market, will also spur China’s
neighbors to improve their competitive-
ness on both the enterprise and national
levels. Thus, China's continued develop-
ment as a market economy should have a
positive impact on the entire East Asian
cconomy.

As the Chinese economy matures, it
will, like its Asian neighbors, look to de-
velop even greater linkages with Japan,
the United States, and other advanced in-
dustrial nations that can better provide
the technology and management exper-
tise that China needs, especially in such
technologically sophisticated and capital-
or skill-intensive sectors as aircraft and fi-
nancial services, The result may well be
that China’s trade and investment link-
ages with its emerging Asian neighbors
eventually decline relatively.

Sometime in the first quarter of the
21st century, China will become the
world's third-largest economy, and thus
the third-largest trade and investment
partner of many countries in the world,
not just of its Asian neighbors (see The
CBR, May-June 1996, p.12). Already, the
most important institutional development
for China’s economic relations with the
world and with its regional neighbors is
not APEC, but rather the WTO. China’s
accession to the WTO would greatly fa-
cilitate its trade and investment relations
with both its Asian neighbors and the rest
of the world, and thus is strongly sup-
ported by Asian countries.

China’s WTO membership would cer-
tainly strengthen any potential for an



“Asian agenda” in the trade body. Cur-
rently, most Asian nations are united in
opposing US and European efforts to
bring labor and environmental standards
under the WTO. Some Asian nations also
oppose Western attempts to establish
rules for foreign investment in their coun-
tries. However, some Asian WTO mem-
bers did join Western nations in approv-
ing a
information technology products at the

proposal for free trade in
WTO's first ministerial meeting in Singa-
pore in December 1996.

BOUNDLESS COMMERCE

Despite the recent slowdown, most of the
Asian economies are likely to continue
growing more rapidly than the rest of the
world, and thus continue to increase their
shares of world production and markets
in the 21st century. Intra-regional trade
and investment linkages will continue ex-
panding, but probably not at the expense
of expanded extra-regional linkages. In-
deed, trade and investment liberalization
in the 21st century is likely to occur more
rapidly on a multilateral than regional ba-

sis, progressively allowing non-Asian en-
terprises to participate in the Asian market
on the same basis as home-grown firms.

The pace of such liberalization, and
the political stability it requires, are by no
means assured, and delays and frustra-
tions are inevitable, making even
medium-range planning difficult. But if
Asia stands to increase its global pres-
ence, it stands to reason that multination-
als “must have a presence” in the region.
Investing in and trading with China will
be a strong part of this presence, but as
trade and investment barriers come
down—as they must and will—the op-
portunities will increase for regional and
global rather than national strategies in
sourcing, production, and marketing.
Multinationals themselves will thus play a
role in economically integrating the re-
gion both within itself and within wider
global networks.

At the same time, Asian firms will be
looking to increase their own competi-
tiveness vis-a-vis industrial country multi-
nationals that can be expected to invade
their markets as protectionist barriers fall.

This, in trn, will increase opportunities
for strategic alliances and partnerships
between Western and Japanese multina-
tionals and smaller Asian firms eager to
acquire technology and marketing exper-
tise, and that aim to penetrate industrial-
country markets. Because Western firms
tend to be uncertain about the pace of
economic reforms in East Asia, are likely
to confront a wide range of political and
cultural obstacles to doing business, and
have a strong need for local managers
and other resources, these firms will con-
tinue to view such partnerships as attrac-
tive ways to enter the markets of Asia.

In sum, 1997 does mark the end of an
era, and the 21st century will be “Asian.”
But the growing “Asianization” of the
world economy will also be accompanied
by the increased internationalization of
Asian economies and businesses them-
selves, replacing the regionalization of
the 1990s. This is only natural, as Asia
takes its place on the world stage as a
leading actor in a global drama with
other actors—and works from a script it
will have had a hand in creating. £

The Economist Conferences in China
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PRC INVESTMENT ABROAD AS OF JUNE 1996 UTILIZED EAST ASIAN
INVESTMENT
3,000 IN CHINA (MILLION $)
. JAN-SEPT
2,750 o+ 2 e 1296
oo & Hong Kong 20,060.4 15,125.5
L ¥
2,500 il Indonesia 111.6 326
‘ Japan 3,1085 2538
3330 Malaysia 2590 305.4
2,000 : @ NUMBER OF ENTERPRISES o NoKowes 135 NA
~ INVESTMENT VOLUME (million $) Philippines 105.8 39.6
1,750 Singapore 1,851.2 1,336.7
S. Korea 1,0429 940.2
1,500 Taiwan 3,161.6 24739
Thailand 2882 249.6
1,250
Vietnam 28.3 NA

1,000

SOURCE: MOFTEC's Almanac of China’s
Foreign Economic Relations and Trade
1996/97: China's Monthly Statistics,

730 November 1996

500

250

Australia Canada Hong Kong  Russia Thailand United States
T e T Y T L, T e I R S T G T T A S S T
SOURCE: MOFTEC's Research Institute for International Economic Cooperation

BT 22T VIR NG B b T S S T
PRC INVESTMENT IN PRC INVESTMENT IN EAST ASIA, 199495 (MILLION $)
EAST ASIA, 1995

AS A PERCENTAGE OF TOTAL 70
PRC GLOBAL INVESTMENT ;

East Asia -
39.7%

~ Other
60.3%
Indonesia Japan
SOURCE: PRC State Statistical Bureau e
NOTE: East Asia refers to Indonesia, Japan, SOURCE: PRC State Statistical Bureau
Malaysia, Singapore, and Thailand. NOTE: Statistics for Hong Kong, South Korea, the Philippines, and Vietnam are not available

The China Business Review ' Varch-April 1997



P . e e T e T T e I R R T S e TR e T e TS
CHINA'S TRADE WITH ASIA, JANUARY—NOVEMBER 1996 (MILLION $)

TOTAL PERCENT EXPORTS PERCENT IMPORTS PERCENT

TRADE CHANGE" TO CHANGE" FROM CHANGE"
Burma 584.2 -8.0% 455.4 -9.3% 128.8 -3.1%
Cambaodia 60.7 23.0% 54.4 23.7% 6.3 17.1%
Hong Kong  35,487.4 -11.5% 28,571.0 -12.0% 69164 9.4%
India 1,2248 20.4% 609.2 0.7% 615.6 80.0%
Indonesia 3,2120 8.7% 1,243.5 3.7% 1,968.5 12.0%
Japan 52,011.6 3.6% 27,223.1 8.1% 24,7885 -0.8%
Laos 311 -35.8% 23.6 -44.79% 15 31.6%
Malaysia 3,187.3 8.0% 1,193.9 7.7% 1,993.3 8.2%
N. Korea 506.2 4.0% 447.0 4.0% 59.2 3.6%
Philippines 1,197.5 4.3% 886.7 -2.3% 310.8 30.0%
Singapore 6,413.4 4.8% 33118 8.8% 3,101.7 0.9%
5. Korea 17,379.1 18.7% 6,590.5 14.1% 10,788.6 21.6%
Taiwan 16,168.5 2.4% 2,473.1 -B.7% 13,695.4 4.7%
Thailand 27289 -8.8% 1,104.9 -28.5% 1,624.0 12.1%
Vietnam 1,022.8 13.9% 744.3 21.5% 278.6 -2.2%

SOURCE: China's Customs Statistics, November 1996
* Change over previous 12 months

CHINA'S TRADE WITH THE WO

‘ ‘ . —— 1 North America
Africa 1.4% :

| ASEAN 6.9% Africa

Asia 538.6 Oceania \
13.0% |

| European Union ASEAN Asia
| Latin America 2.53%
- = European
North America 15.8% Union
Oceania 2.0%

‘ Latin America

| SOURCE: China's Customs Statistics, November 1996

CHINA'S TRADE WITH THE WORLD, JANUARY—NOVEMBER 1996 (MILLION $)

TOTAL m[:Fn/ PERCENT EXPORTS PERCENT IMPORTS PERCENT

TRADE SURPLUS CHANGE" TO CHANGE" FROM CHANGE"
Alrica 3.538.6 8929 3.1% 2,215.7 4.4% 1,3228 0.8%
ASEAN 17,795.7 -758.2 4.1% 85188 0.8% 9.277.0 7.3%
Asia 151,761.5 8,131.9 1.4% 79.946.7 -1.8% 71,814.8 5.3%
European Union 33.584.9 1,232.1 -0.9% 17,408.5 4.7% 16,176.4 -6.3%
Latin America 6,030.7 -460.2 12.6% 27853 0.8% 3.245.4 27.6%
North America 40,905.2 9,285.3 2.9% 25,095.2 6.7% 15,809.9 -2.4%
Oceania 5,284.5 -1,804.6 25.4% 1,740.0 5.5% 3.544.5 38.3%

SOURCE: China's Customs Statistics, November 1996
* Change over previous 12 months
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Chinas Financaal

Already China s
commercial
center, Shanghai
is likely to play a
larger role in
regional finance
in the coming
years

Friedrich W is vice president and head
of the Economic Research Department
at the Development Bank of Singapore
(DBS Bank). Jill Wong, is a senior
economist at DBS Bank. The views
expressed in this article are those of the
authors and do not necessarily

represent those of DBS Bank

Powerhouse

Friedrich Wu and Jill Wong

he re-opening in 1992 of Shanghai's financial services sector, after a nearly S0-year hiatus,

is one of the most significant developments for the PRC since China launched the Special

Economic Zones in 1979. The city as a whole, too, is undergoing a revival, spearheaded in

large part by the growing number of former Shanghai leaders who have joined the Polit-
buro of the Chinese Communist Party. Members of the “Shanghai mafia” within China’s highest Party
ranks include President Jiang Zemin, Executive Vice Premier Zhu Rongji, Vice Premier Wu Bangguo,
National People's Congress Standing Committee Chairman Qiao Shi, Foreign Minister Qian Qichen,
and current Shanghai Communist Party Secretary Huang Ju.

Top-level political support aside, Shanghai also owes its growing prominence to a strong indus-
triatl base, relatively good infrastructure, and its strategic location at the opening of the Yangtze River
delta. And with a population of 14 million, China's most populous city also boasts a fairly well-edu-
cated work force—perhaps a reflection of the fact that there are over 40 institutes of higher educa-
tion in Shanghai, the highest such concentration nationwide (see Table 1).

Such favorable conditions have enabled Shanghai to regain its former status as China’s domestic
financial capital and position itself to play a pivotal role in the country’s next phase of economic de-
velopment, which aims to help the interior provinces catch up to the faster-growing coastal regions.
Shanghai will act as a conduit for surplus funds, guiding such funds to the interior provinces. Bei-
jing’s long-term goal, however, is to groom the city to become a major financial powerhouse in Asia
by 2010.

UPGRADING SHANGHAI

A financial center, by definition, is home to a large cluster of banks and other financial institutions
that offer a wide range of services—from deposit-taking, lending, fund management, and insurance;
10 brokerage and underwriting of stock and bond issues; and trading of financial instruments such as
foreign exchange and derivatives. Such activities are fundamental to the operations of a modern fi-
nancial system, providing channels through which financial houses can recycle funds among bor-
rowers, lenders, and investors located in different regions. A financial center acts as an intermediary
for funds flowing across geographical areas and markets, adding value through the design and deliv-
ery of financial services

Though in Asia only Hong Kong, Singapore, and Tokyo currently fit this description, Chinese lead-
ers believe that Shanghai has the potential 1o emerge as another financial dynamo over the longer
term (see Table 2). The central government, as a result, has undertaken a series of initiatives to jump-
start the municipality's economy and financial sector. The development of Shanghai's Pudong New
Area, in particular, is a priority in China’s Ninth Five-Year Plan (FYP, 1996-2000). Pudong is a 522-sq
km-zone within the city limits that the central government aims to transform into a vibrant business
hub. Beijing is also positioning the Lujiazui Finance and Trade Zone (28 sq km), one of Pudong's five
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subzones, 10 emerge as a world-class fi-
nancial center to rival Wall Street in New
York, the City in London, and Hong
Kong, Singapore, and Tokvo. As a
demonstration of its commitment to
Pudong, the central government has in-
structed the Shanghai branch of the Peo-
ple's Bank of China (PBOC) and the
Shanghai Stock Exchange 1o relocate to
Lujiazui.

Determined to see its plans succeed,
the Chinese government has allocated
$11.3 billion during 1996-2000 to alleviate
infrastructure bottlenecks in Shanghai.
Plans call for the upgrading and expan-
sion of commercial ports, power genera-
tion facilities, and transportation and
telecommunications systems (see p.16),
Specific projects include extending the
subway system, and expanding Shang-
hai's Honggiao International Airport and
completing a second international airport
in Pudong to handle up to 40 million
passengers a year by the beginning of the
next century. The municipal government
also intends to add another 1.5 million
telephone lines and the capacity for an-
other 150,000 mobile telephone users in
Pudong by 2000.

Beyond these and other develop-
ments in basic infrastructure, the con-
struction of buildings and office towers
has accelerated in Pudong as well as
throughout the older parts of Shanghai.
Lujiazui alone boasts an estimated 100
office buildings either recently com-
pleted or under construction, according
to the Shanghai municipal government,
and Japan’s Mori Group is planning to
spend around $1 billion in Pudong to
build the world's tallest building, a 95-
story, 400-m-high office tower, The cen-
tral government has undertaken a num-
ber of other breathtaking infrastructure
projects in Shanghai, including the tallest
television tower in Asia and the longest
suspension bridge in the world,

Beijing also is offering more “carrots” to
attract foreign multinational corporations
(MNCs) to Shanghai, under the assump-
tion that a stronger foreign company base
will help boost demand for financial ser-
vices. The Shanghai government has ap-
proval authority for foreign projects of up
to $30 million in total investment. Special
opportunities in Shanghai for foreign-in-
vested enterprises include allowing for-
eign investors 1o set up joint-venture trad-

ing companies in Pudong. Pudong also
has been designated a pilot zone where
seven foreign banks—Citibank NA, The
Hong Kong and Shanghai Banking Corp.,
The Bank of Tokyo-Mitsubishi, The In-
dustrial Bank ol Japan, Standard Char-
tered Bank PLC, Daiichi Kangyo Bank,
Sanwa Bank—and the joint-venture bank
International Bank of Paris and Shanghai
are to start conducting renminbi (RMB)
business there in March.

The city appears on track 1o be home
to 500 regional MNC headquarters or
branches and 300 foreign banks by the
year 2010. Over the 9th FYP period, the
Shanghai government intends to lure an-
other $37.5 hillion in foreign investment to
Shanghai. MNCs that have already estab-
lished or are planning projects in Shanghai
include General Motors Corp. and Intel
Corp. of the United States; Mercedes-Benz
AG and Siemens AG of Germany; Hitachi
Lid. and Minolta Camera Co., Lid. from

Japan; The British Petroleum Co. PLC and

Unilever PLC from the United Kingdom;
and Daewoo Corp., Hyundai Corp., and

China's leaders believe
that Shanghai has the potential
to emerge as another

Sinancial dynamo.

The Samsung Group from South Korea.
By mid-1996, Pudong had attracted nearly
4,000 foreign-invested enterprises with
pledged investments totaling more than
517 billion. Japan's Hitachi, Marubeni
Corp., Ricoh Co., Lid., and Sharp, Corp.;
Philips’ Electronics N.V. of the Nether-
lands; Ford Motor Co. of the United States;
and Schindler Holding AG and Siemens of
Germany are among the foreign firms that
have established operations in Pudong,

GROWING BY
LEAPS AND BOUNDS

The presence of so many MNCs has
helped the city attract over 80 foreign fi-

TABLE 1: KEY ECONOMIC INDICATORS OF SHANGHAI AND PUDONG, 1995

SHANGHAI PUDONG

Total land area
Population

Total work force

6,341 sq km 522 sq km

13.0 million 1.5 million

1.8 million 0.8 million

GDP $20.5 billion $4.9 billion
GDPgrowth
1995 N 14.1% 22%
1991-1995 (average -;Inl'lll:l.“ o 13.0% 23% -
GDP percapita s, $3.500
Inflation N N
1995 . N o 13.0% -
]U‘)l-]')’T)'—’K&‘l.i}.{(";l‘;l\ll;l')_ 13.4% o o

Industrial output

13.4% —

$64.1 hillion $13.5 billion

as % of China’s total industrial output

5.8% 1.2%

Total exports

$13.0 billion $2.5 hillion

as % of China’s exports

8.7%

1.7%

Total imports

$7.5 hillion $3.2 billion

as % of China’s impons

Cumulative utilized foreign direct investment (FDI),

1991-1995

Foreign companies registered

as % of total cumulative utilized FDI in China

5.7% 2.4%
$8.3 billion N/A
7.3% N/A
13,580 3,931 (mid-1996)

SOURCE: PRC State Statistical Bureau, Shanghai Statistical Bureau

NOTES: —: not applicable
N/A: not available
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Shanghai appears on Irack
to be home to 500 regional
MNC headgquarters or
branches and 300 foreign
banks by the year 2010.

nancial institutions, including branches of
many of the world’s leading banks. As
Shanghai moves to rejuvenate its financial
sector, a number of areas hold potential
for future growth:

B Project financing and syndicated

loans Between 1992 and the first half of

1996, Hong Kong-based banks arranged
a cumulative $19.5 billion in syndicated
loans for Chinese borrowers, who are the
banks' second-largest group of borrowers
after Hong Kong residents. These funds,
much in demand as China’s tight credit
policy in recent years has made borrow-

ing difficult, have gone to finance work-
ing capital and industrial and infrastruc-
ture projects on the mainland. Lacking an
alternative closer to home with the criti-
cal mass of banks to support the volume
of private-loan syndications demanded,
Chinese entities have tapped the Hong
Kong market extensively.

Many foreign bankers are optimistic,
however, that Shanghai's fledgling loan
syndication market could give Hong
Kong a run for its money over the long
term. For instance, because physical
proximity to the project itself is impor-
tant for bank loan marketing efforts and
facilitates negotiation with potential bor-
rowers, Shanghai’s strategic position at
the gateway to China’s central and
northern regions suggests that the city
has the potential to evolve into a whole-
sale banking center for China, especially
after the RMB becomes fully convertible.
Second, since syndicated loans tend to
be large—typically over $10 million per
loan—and require risk-sharing among
different banks, Shanghai's efforts to

THE SHANGHAI PLAN

court a large and diversified presence of
international banks will help the city 1o
develop into a loan syndication “win-
dow” like Hong Kong. Lower transaction
costs in Shanghai also give the city a
competitive advantage over regional fi-
nancial centers like Hong Kong and Sin-
gapore. Currently, Chinese borrowers
have to pay a withholding tax of 10 per-
cent to the Hong Kong tax authorities
on top of their interest payments if their
loans are syndicated in Hong Kong.
Many international banks already have
felt the need to open an office in Shang-
hai and a few international houses have
moved their China operations from Hong
Kong to Shanghai, including Citibank in
1993 and Standard Chartered Bank in
1995. Other banks that have recently or
plan shortly to set up their China busi-
ness headquarters in Shanghai include
ABN-AMRO Bank, Bangkok Bank, Bank
of East Asia, Banque Indosuez, Credit
Lyonnais SA, Dresdner Bank AG,
HongkongBank, ING Bank, and Thai-
land’s TM International Bank. As of No-

China's National People’s Congress ap-
proved the Ninth Five-Year Plan (FYP,
1996-2000) and Long-Term Target (to
the year 2010) in March 1996, The 9th
FYP details major development goals
for the Chinese economy for the 1996-
2000 period, while laying out broader
goals for the next 25 years. According
to the PRC's State Council and State
Planning Commission, specific goals for
Shanghai call for a number of infrastruc-
ture projects to be completed by 2000,
including:

MW Construction of the new Pudong In-
ternational Airport, expected to handle
16-18 million passengers and 500,000
tons of cargo annually

B Expansion of the existing Honggiao
International Airport, to accommodate
20 million passengers a year

B Modernization of deep-water berths
to increase Shanghai's port-handling ca-
pacity to 4-5 million TEUs a year

B Construction of a total of 340 km of
new subway and light-rail lines

B Construction and expansion of sev-
eral power plants with a combined

generating capacity of 15-20
megawatts

In addition to these infrastructure
projects, Beijing has a number of broad
goals for Shanghai over the next few
decades:
B GDP growth is projected to rise at an
average annual rate of 10-12 percent
per year during 1996-2000, with the
city’s GDP set to reach $241 billion and
per capita income 1o rise to $18,072.
M Shanghai’s industrial output is tar-
geted to increase 14 percent per year,
and agricultural output for the Shanghai
region is expected (o grow 3.5 percent
per year.
B The relative shares of GDP of the
municipality’s primary, secondary, and
tertiary sectors is expected to shift be-
tween 1995-2000, from 1 to 2 percent of
GDP in the primary (agricultural) sector,
58.3 1o 53.0 percent of GDP in the sec-
ondary (industrial) sector, and 39.6 to
45.0 percent of GDP in the tertiary (ser-
vice) sector.
B Shanghai is scheduled to become a
center for the six pillar industries (auto-
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mobiles, household electrical appliances,
iron and steel, petrochemicals, power,
and telecommunications) earmarked for
priority development over the 9th FYP
period, with Shanghai's combined an-
nual output of these products forecast to
reach $46 billion by 2000.

B High-technology industries in Shang-
hai—including electronic information
equipment, modern biological and
pharmaceutical products, new materials
and environmental protection, as well
as environmentally sound technology—
are to receive priority treatment.

M By 2010, more than 300 foreign bank
branches and offices, 500 regional
headquarters and branches of multina-
tional corporations, and 1,000 head-
quarters and offices of domestic enter-
prise groups are expected to be located
in Shanghai.

B By 2000, Shanghai’s exports are fore-
cast to reach $20 billion, while imports
are targeted to reach $18 billion.

B By 2010, annual trade through the
port of Shanghai is projected to reach
$240 billion. —Friedrich Wu



vember 1996, 38 licensed foreign banks
and 49 representative offices of foreign
banks from more than a dozen countries
had established operations in Shanghai.

The immense financing requirements
of China’s large infrastructure projects,
coupled with the higher cost of borrow-
ing in Hong Kong and Singapore, have
already led to a significant increase in the
number of loans syndicated in Shanghai.
Recent deals included a $37.4 million
loan arranged by ABN-AMRO Bank for
China Xinhua Airlines, and a $20 million
loan arranged by four Japanese banks for
the China International Iron and Steel In-
vestment Corp., both in 1995, Other deals
forged that same year included a $45 mil-
lion loan for the Waigaoqiao Free Trade
Zone in Shanghai and a $30.5 million
loan for the Xingzhong Oil Staging Co.

There are signs, moreover, that foreign
bankers’ attitudes toward project risks in

China are changing, as reflected in a
$51.1 million syndicated loan for the Da
Chang Water Treatment Plant in Shanghai
in February 1996. The loan, which was
arranged by Barclays de Zoete Wedd
Lid., Credit Lyonnais, Standard Chartered
Securities Asia Ltd., and The Sumitomo
Bank, Ltd., bore no sovereign guarantees
and yet was highly sought after by for-
eign banks seeking to establish goodwill
with PBOC. The growth in syndicated
loans should gain momentum in the fu-
ture, and it is possible that PBOC will
grant Shanghai more latitude to engage
in more sophisticated financial services
such as derivatives trading, in an effort to
see some foreign banks shift their China
business operations from Hong Kong to
Shanghai.

B The stock market A well-developed
stock market is a fundamental element of

any financial center, and Shanghai ap-

Lower transaction costs in
Shanghai give the cily a
competitive advantage over
regional financial centers like

Hong Kong and Singapore.

pears to be emerging as China’s leading
example, both in terms of the number of
firms listed and in the national scope of
its listings (see The CBR, January-February
1997, p.8). Despite the underdevelop-
ment of Shanghai's stock exchange—its
stock market capitalization-to-GDP ratio
was only 8.5 percent in 1996, compared
to 250 percent in Hong Kong and 83 per-
cent on the New York Stock Exchange—
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The center of China’s
debt markel activity no doubt

will be in Shangha.

a growing number of financiers are con-
fident that Shanghai will indeed become
China's Wall Street. The central govern-
ment's ongoing efforts to draft a securi-
ties law, along with continued fine-tun-
ing of the stock markets’ regulatory
framework by raising disclosure require-
ments and tightening regulatory supervi-
sion and trading practices, should even-
tually enhance the quality of listed
companies and boost international in-
vestor confidence in the Shanghai
bourse. Such legislation will promote the
healthy development of China’s stock ex-
changes, and should strengthen the
Shanghai stock market in the years
ahead. The much-needed securities law,
moreover, would serve not only to unify
the existing fragmented regulations into
one national framework, but should also
strengthen the authority of the central-
level China Securities Regulatory Com-
mission (CSRC) over local authorities.

Further, with full RMB convertibility
planned for the beginning of the next
century, the path should be clear to open
up the A-share market to foreigners.

In a demonstration of international
market optimism over the long-term po-
tential of the Shanghai bourse, a number
of international brokerage houses, includ-
ing Jardine Fleming Securities Ltd., Pere-
grine Securities, Morgan Stanley Group
Inc., The Nomura Securities Co., Ltd., and
ING Barings, have already set up shop in
Shanghai. And more than 30 foreign sc-
curities firms are now licensed to trade in
B shares. Once Beijing allows interna-
tional brokerages to trade A shares and
government bonds, these foreign players
are likely to shift their China “portfolios,”
now handled mostly by subsidiaries in
Hong Kong, to the mainland. Potential
foreign listees, too, might no longer look
to Hong Kong, as they would be able to
list on the Shanghai exchange directly. In
one example, German automobile giant
Daimler Benz AG announced in May
1996 that it would opt to list in Shanghai
rather than in Hong Kong in the future.
Daimler Benz is already listed on the Sin-
gapore Stock Exchange and probably
aimed its announcement to cultivate ties
with Shanghai authorities.

L I e A N 1 BGPTSR T A T e LT
TABLE 2: KEY BANKING AND FINANCIAL INDICATORS OF SHANGHAIL, 1995-96

Lending rate 1-year working capital loans (% per year)

12.06%

year-end 1995
year-end 1996 o o 10.08%
Number of local banks - - o
NTmber of foreign b;nh_::g h;sumtions 7
" Branches - ' o 3 -
Representative offices : . ; - -:ll) -

Bank deposits

$30.06 hillion

Bank loans

$28.6 hillion

Foreign exchange market turnover

$65.5 hillion

Stock market capitalization, year-end 1996

A shares

B shares

stock market turnover, January-November 1996

$70.5 billion

$1.5 billion

$85.4 hillion

Listed companies, year-end 17996 316

Listed sccuritics, year-cnd 1996
(including A and B sh;lrrc;i;;d bonds) 3 -|‘ a

Number of foreign securities firms licensed 32

SOURCE: PRC State Statistical Bureau, Shanghai Statistical Bureau, Shanghai Stock Exchange
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Not only is the Shanghai bourse likely
to be viewed after 1997 as an alternative
to the Hong Kong Stock Exchange, but it
is closer to north China's industrial towns,
where there is enormous potential fund-
ing demand from large industrial firms.
Current estimates put the pool of poten-
tial mainland candidates for listing at
around 5,000. Once the market funda-
mentals improve, the closer geographical,
cultural, and linguistic links between
Shanghai and Chinese firms based in the
north should result in an increase in the
number of new listings, as the relative
sase of monitoring stock market develop-
ments compared to Hong Kong will im-
prove overall investor confidence in the
Shanghai exchange.

Aware of Chinese corporations’ rising
demand for capital, PRC regulatory au-
thorities also are taking steps to attract
more institutional funds to the Shanghai
exchange. PBOC is considering setting
up Sino-foreign A-share stock funds over
the next few years, a move that also
would be a first step toward unification
of the A- and B-share markets. To attract
more funds from institutional investors,
authorities cut trading fees in April 1996.
In July, the Shanghai Stock Exchange
launched a new stock index—the SSE
30—composed of 30 “blue chip” A-share
companies (some of which also trade as
B and H shares). Stock exchange officials
intend the index to serve as a benchmark
against which to measure market perfor-
mance. Institutional funds, in addition to
providing liquidity to Chinese companies,
also would help market stability in the
long run. In a promising indication of
growing global interest in the Shanghai
market, Dow Jones & Co. introduced the
Dow Jones Shanghai Index in May 1996
to help overseas investors track the per-
formance of the Shanghai stock market.
B Foreign exchange trading One of
Beijing's long-term priorities is the full
convertibility of the RMB, a necessary re-
quirement for the country’s successful
transition to a market economy. Though
the central government is taking an incre-
mental approach to the process, several
recent developments, including China’s
comfortable trade surplus and substantial
foreign exchange reserves, have led Bei-
jing to take larger strides in recent
months. In March 1996, for the first time,
foreign banks in Jiangsu Province and the
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cities of Dalian, Shanghai, and Shenzhen,
could apply for designation as “foreign
exchange trading banks,” enabling them
to conduct over-the-counter purchases
and sales of foreign currency for foreign-
invested enterprises. The experiment was
extended to all Chinese cities in July 1996.

Currently, foreign exchange trading in
China is conducted principally in the na-
tional interbank market for hard cur-
rency, the China Foreign Exchange Trade
System (CFETS), which has been based
in Shanghai since 1994. Whereas in the
past foreign banks could only act as bro-
kers on behalf of their clients, about 130
foreign bank branches are now allowed
to trade directly in the CFETS (see The
CBR, January-February 1997, p.16). In
1995, total transaction volume of the
CFETS rose by 21.5 percent, to $65.5 bil-
lion. Because of the high demand for for-
eign trade and investment transactions,
US dollar trades accounted for around 90
percent of the total trading volume. Trad-
ing in the Hong Kong dollar and the
Japanese yen comprised the remaining 10
percent. In 1996, Chinese authorities esti-
mated annual turnover surged to $92-
$100 billion. Meanwhile, the Chinese au-
thorities have indicated that new financial
products such as forward contracts could
soon be introduced for CFETS trading.

With the RMB officially convertible for
current account transactions since De-
cember 1996, Beijing has now taken a gi-
ant leap toward full convertibility of its
currency. Though capital account con-
vertibility for the RMB is unlikely before
the first decade of the 21st century, the
local currency experiment involving eight
foreign banks in Pudong is another clear
step toward full conventibility of the RMB.
The central bank has relaxed its one-
branch-per-city policy to enable foreign
banks with branches in Shanghai to es-
tablish “sub-branches” in Pudong. Simi-
larly, Beijing has reaffirmed its “in-princi-
ple” agreement to ease restrictions in the
near future on private use of foreign ex-
change by PRC residents traveling
abroad. These new policies should en-
courage the further relaxation of cross-
border capital flows—a necessary condi-
tion for full RMB convertibility. Foreign
bank branches in Shanghai would, in
such a case, be well positioned to
emerge as key players in China's foreign
exchange market.

M Debt issues Though China’s bond mar-
ket is considered small by Asian stan-
dards, averaging only 8 percent of GDP
over the last five years, the number of
bond issues is expected to increase
rapidly as the government grapples with
ways to finance its growing deficit as well
as the country's massive infrastructure in-
vestment needs. The World Bank has esti-
mated that China could require $616-5744
billion for infrastructure construction dur-
ing the 1995-2004 period, more than any
other Asian country. Infrastructure pro-
jects, by nature, require long-term debt fi-
nancing in addition to equity financing,
Thus, China will likely accelerate its shift
toward fixed-income securities in the
foreseeable future. According to the
World Bank, the size of China’s bond
market is projected to grow fivefold, from
around $30 billion in 1996 to $154 billion
in 2004, reaching 13 percent of GDP.
Treasury bills have dominated the
Chinese debt market over the last five
years, accounting for 85 percent of total
issues. As a result of Beijing's tight credit
policy and greater familiarity with debt
issues in the past year, however, Chi-
nese companies have started to turn to
fixed-income instruments to raise capi-
tal. In 1996, PRC firms received ap-
proval to issue over ¥25 billion (33 bil-
lion) worth of corporate bonds, almost
double the level approved in previous
years, In 1997, total corporate issues are
projected to reach a record ¥50 billion
($6 billion). As PBOC continues 1o steer
Chinese enterprises away from their ex-
cessive reliance on loans from State
banks (which have been saddled with
bad debt from State-owned enterprises),
the domestic bond market will become
an increasingly important way for PRC
business entities to raise capital. To in-
crease liquidity and spur the develop-
ment of a market yield curve, the cen-
bank
institutional investors such as insurance

tral recently invited local
companies to invest in treasury bills and
corporate bonds.

The center of China’s debt market ac-
tivity no doubt will be in Shanghai,
where the stock exchange already ac-
counts for 80 percent of the nationwide
trading in government bonds. Once Bei-
jing liberalizes the market by permitting
entry of international corporate financiers
and institutional investors, Shanghai likely
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Major barriers standing in the
way of further progress include
the dearth of high-quality
domestic companies on the stock
exchange that meel international
listing standards, the absence of a
transparent regulatory
[framework, and only a partially

convertible currency.

will become the national hub for the un-
derwriting of and trading in corporate
bond issues. Such liberalization is un-
likely, though, until the Chinese currency
becomes convertible for capital account
transactions. Any potential foreign buyers
of RMB-denominated bonds must be able
to sell the bonds and repatriate profits,
which the current exchange-rate regime
still prohibits.

OVERCOMING OBSTACLES
Such impressive gains since 1992
notwithstanding, Shanghai is still a long
way from attaining its goal of develop-
ing into an Asian regional financial pow-
erhouse. On the one hand, major barri-
ers standing in the way of further
progress include the dearth of high-qual-
ity domestic companies on the stock ex-
change that meet international listing
standards (or the risk criteria of global
credit rating agencies), the absence of a
transparent regulatory framework, and
only a partially convertible currency. On
the other hand, resolute political support
from Beijing means that Shanghai proba-
bly will be granted sufficient resources
to surmount these hurdles. Conse-
quently, barring a reversal of economic
reforms in China—a highly unlikely sce-
nario—the question is not if but when
Shanghai will join the ranks of Hong
Kong, Singapore, and Tokyo—Asia's es-
tablished financial centers. Shanghai’s as-
pirations, according to our cautiously
sanguine view, should be well within
reach before the end of the first decade

. e
of the next century. A



Setting Sail

Across the Strait

Deepening ties
on many fronts
could facilitate
direct shipping
links between
China and
laiwan

Neil L. Mevers, an American attorney
with the Beijing office of Graham &
James, has worked on both sides of the

Taiwan Strait and in Hong Kong,

Neil L. Meyers

or nearly 50 years, Taiwan and the People’s Republic of China (PRC) have maintained offi-
cial prohibitions on direct trade, investment, shipping, and travel between the island and
the mainland. The National Unification Guidelines, established by the Taiwan National As-
sembly in 1991, prohibit the re-establishment of the “Three Directs"—direct transportation,
shipping, and trade links between the PRC and Taiwan—until Beijing renounces the use of force
against Taiwan. For these links to be re-established, Beijing requires that Taiwan recognize the PRC
interpretation of the “One China” policy, in which Taiwan is considered a province of the PRC.

Despite the legal barriers to direct contacts, indirect links between Taiwan and the PRC have
grown dramatically in recent years. Figures released by Taiwan's Ministry of Economic Affairs
(MOEA) indicate that indirect trade between Taiwan and the PRC via Hong Kong jumped approxi-
mately 3,500 percent between 1980-95. This figure could well be an understatement, as significant
cross-Strait trade reportedly takes place, including cases where ships do not actually stop in Hong
Kong to “meet” their papers.

Though trade between the two Chinas continues to expand at an astonishing pace, the added
costs of indirect trade are high. According to press reports in late December 1996, Taiwan’'s vice
minister of transportation claimed that the cost of shipping goods from Taiwan to the PRC could be
reduced by 40 percent if the goods were shipped directly from the island to the mainland. Company
executives of the newly privatized Taiwan shipping company Yang Ming Marine, for example, esti-
mate that direct shipping could yield annual savings to the firm of up to $26 million.

Recognizing the increasing interdependence of their two economies, both the PRC and Taiwan
governments recently have issued regulations intended to establish a legal framework for cross-Strait
shipping. Whether or not implementation of the new regulations proves feasible, the new rules re-
flect the continuing expansion of investment, travel, trade, and other links between Taiwan and the
PRC, despite their ongoing political differences.

TRADE ACROSS THE STRAIT
At present, the vast majority of trade between Taiwan and the PRC flows through Hong Kong. Accord-
ing to Taiwan and Hong Kong Customs figures, Taiwan's main exports to the PRC include machinery
and machinery parts, electrical equipment and related parts, plastics and plastic products, synthetic
fibers, steel, and textiles. PRC exports to Taiwan include electrical equipment and related parts, steel,
mineral fuels and mineral products, shoes and footwear, cement, and wood and wood products.
MOEA statistics reveal that indirect trade between Taiwan and the PRC via Hong Kong grew from
approximately $311.2 million in 1980 to $11.5 billion in 1995. Throughout this period, Taiwan has
maintained a large annual trade surplus with the PRC, reaching roughly $8.3 billion in 1995, accord-
ing to MOEA. Other estimates are even higher; Taiwan’'s Board of Foreign Trade estimated the is-
land’s 1995 trade surplus with the PRC at $14.8 billion.
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Taiwan business travelers made
over 1 million trips to the
mamnland in 1995.

Taiwan's past surpluses with the PRC
resulted, in part, from Taipei's general
prohibition against most PRC imports.
Only those industrial items classified as
one of approximately one-third of the is-
land's industrial import categories for-
merly could be imported from the PRC.
In July 1996, however, Taiwan imple-
mented a “negative list” of items that are
no longer on the trade control list of for-
bidden industrial imports from the PRC.
Under this new system, PRC industrial
products in nearly two-thirds of Taiwan’s
industrial import categories can now be
imported, though most agricultural im-
ports from the PRC remain prohibited.
This new system likely will increase the
number of PRC imports and reduce
China's trade deficit with Taiwan. Accord-
ing to the Chung-Hwa Institute for Eco-
nomic Research in Taipei, the import lib-
eralization could lead to a 40-50 percent
rise in imports of Chinese electronics,
electrical machinery, and textiles.

TAIWAN'S DEEP POCKETS

Like trade, investment links between Tai-
wan and the PRC continue to deepen,
though Taipei officially prohibits direct
investment by Taiwan companies in the
PRC and tries to regulate the flow of indi-
rect investment into the PRC. Taiwan’s
MOEA approves investments in officially
sanctioned industries such as electrical
machinery, plastics, and textiles, but
these investments must be made indi-
rectly through a third country, usually
Hong Kong. Nonctheless, the mainland
remains an attractive investment locale
for many Taiwan companies. The PRC's
Ministry of Foreign Trade and Economic
Cooperation (MOFTEC) figures indicate
that total contracted Taiwan investment
in the PRC between 1992 and the third
quarter of 1996 was $31.1 billion. During
the first three quarters of 1996, Taiwan
was the third-largest foreign investor in
the PRC, accounting for 8 percent of total
contracted foreign investment in China,
according to MOFTEC.

Fearing that Taiwan companies that in-
vest large amounts of capital in the PRC
or come to depend heavily upon cheaper
mainland labor could become vulnerable
to PRC political and economic pressure,
Taiwan's leaders have generally viewed
investment in the PRC as a threat to the
island’s economic stability and indepen-
dence. Following China’s military exer-
cises and missile tests near the island
prior to Taiwan’s elections in March 1996,
Lee Teng-hui, Taiwan's newly elected
president, stopped short of issuing new
restrictions on investment but called for a
slowdown in Taiwan investment in the
PRC. He reiterated the Taiwan govern-
ment's “look south” policy of encourag-
ing Taiwan companies to scek invest-
ment opportunities in Southeast Asia. In
response to Lee's statements, a few
prominent Taiwan companies, including
Taiwan's largest industrial conglomerate,
Formosa Plastics Group, decided to halt
work on projects in the PRC. Last sum-
mer, Formosa Plastics withdrew an appli-
cation for what reportedly would have
been the largest Taiwan investment in the
PRC to date, a $3 billion power plant
project in Fujian Province. According to
recent press reports, Formosa Plastics has
since decided to proceed with the project
through a US subsidiary.

While many Taiwan companies have
invested indirectly in the PRC through
subsidiaries in Hong Kong or elsewhere
without formal approval from Taipei,
these investments tend to be relatively
small projects in such labor-intensive
manufacturing industries as textiles and
toys that are no longer competitive in
Taiwan because of rising labor costs on
the island. However, according 1o recent
press reports, some Taiwan companies
have begun investing in larger, more cap-
ital-intensive projects in computer soft-
ware, biotechnology pharmaceuticals,
and other high-tech industries.

The true extent of Taiwan investment
in the PRC, though, may be difficult to
discern, as the statistics kept by cach side
vary considerably. According to MOEA
figures, the number of Taiwan investment
projects in the PRC peaked in 1993, when
MOEA approved a total of 9,329 projects
worth $3.17 billion, an average of
$340,000 per project. Corresponding fig-
ures released by the PRC’s MOFTEC, in
contrast, are significantly higher because
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they take into account the large amount
of Taiwan investment in the PRC not ap-
proved by the Taiwan government. In
1994, according to MOEA, the number of
approved projects plummeted to 934 with
a total value of $962 million and an aver-
age project value of just over $1 million.
In 1995, MOEA approved only 490 Tai-
wan projects in China, though the total
value of approved Taiwan investment in
the PRC rose to approximately $1.1 billion
and the average project value was about
$2.2 million. In contrast, MOFTEC's esti-
mates of total contracted Taiwan invest-
ment in the PRC in 1994 and 1995 were
$5.4 billion and $5.9 hillion, respectively.

The most recent MOEA figures suggest
that the trend toward Taiwan investment
in larger and more capital-intensive pro-
jects in China appears to be continuing.
Between January-September 1996, MOEA
approved 285 projects worth $956 mil-
lion—90 fewer projects than were ap-
proved over the same period in 1995. The
total value of the approved projects over
this period in 1996, however, was $127.5
million higher than in 1995. MOFTEC re-
ports that Taiwan investors signed 2,400
agreements with PRC firms, committing to
invest an estimated $4.4 billion in the PRC
in the first 9 months of 1996.

ON THE TRAVEL FRONT
The high level of investor interest in the
mainland suggests that large numbers of
Taiwan investors are making frequent
trips to the mainland: according to The
Economist, Taiwan business travelers
made 1.26 million trips to the mainland in
1995. But as direct air links between Tai-
wan and the PRC are prohibited, cross-
Strait travel generally involves a transit
stop and plane change in Hong Kong.
Indirect air travel between Taiwan and
the PRC via Hong Kong may become
somewhat more convenient thanks to a
1996 multilateral agreement among Tai-
wan's China Airlines and PRC carriers
China International Airline Co., China
Eastern Airlines, and China Southern Air-
lines Co., Lid. This agreement allows pas-
sengers departing from Taiwan to pur-
chase directly from China Airlines both
their Taiwan-Hong Kong tickets and their
tickets for travel between Hong Kong
and any of 13 PRC destinations. Similarly,
PRC passengers may purchase tickets for
flights leaving from the same 13 PRC air-



ports to Hong Kong and on to Taiwan. A
1995 ground-handling agreement with
Jardine Airport Services in Hong Kong
also allows passengers from Taiwan to
check their luggage straight through to
their final destinations in the PRC without
having to claim and recheck their bags in
Hong Kong. Despite these recent agree-
ments on indirect cross-Strait air travel via
Hong Kong, the outlook is dim for direct
air links in the near future, according to
LS State Department sources.

SEA

While little
progress on establishing direct air links,

LINKS
there has been recent
the outlook appears somewhat more
promising for cross-Strait shipping. Tai-
wan took the first step toward establish-
ing direct shipping links with its May 5,
1995, issuance of “The Methods for the
Establishment of an Offshore Transship-
ment Center” (the Taiwan Rules). Subse-
quently, on August 19, 1996, the PRC
promulgated “The Methods for Adminis-
tration of Shipping Between the Two
Sides of the Taiwan Strait” (the PRC
Rules). While these two sets of regula-
tions nominally aim to facilitate cross-
Strait shipping, a closer look at the con-
tents of their respective plans reveals that
the two sides remain far apart on several
important shipping-related issues.

The PRC Rules ostensibly seck to “en-
courage the development of shipping be-
tween the two sides of the Taiwan Strait”
and “develop trade relations between the
two sides.” Thus, the apparent intention
of PRC authorities is to develop both di-
rect shipping links and direct trade be-
tween the mainland and Taiwan. Initially,
only two PRC ports, Xiamen and Fuzhou,
are to be opened to direct cross-Strait
shipping. These routes would do away
with the need for goods to be trans-
shipped through Hong Kong.

Article 1 of the Taiwan Rules, though,
states that the regulation is designed “to
develop Taiwan as a center of ocean
transport fransshipment” [emphasis
Article 2

transshipment center is to be operated on

added] specifies that Taiwan's
a “no Customs clearance, no entry” basis,
while Article 5 stipulates that the trans-
shipment center is to be available only to
“foreign ships.” Article 5 defines foreign
ships as “(1) foreign ships operated by

foreign shipping enterprises; (i) foreign

ships operated by Taiwan shipping enter-
prises; and (iii) foreign ships operated by
mainland shipping enterprises.” The Tai-
wan Rules do not define further the
meaning of foreign ships operated by
Taiwan or PRC shipping enterprises, but
Article 5 appears to classify as foreign
any ship sailing under a flag other than
that of the PRC or Taiwan. The PRC Min-
istry of Communications, the agency re-
sponsible for the PRC side of cross-Strait
shipping, has referred to this provision as
authorizing only ships sailing under a
“flag of convenience,” or those ships reg-
istered in certain countries but owned by
interests from other countries.

Article 8 of the Taiwan Rules stipulates
that ships authorized to travel directly be-
tween Taiwan's transshipment center and
the PRC may not carry Taiwan goods for
delivery to the PRC or mainland goods
for delivery to Taiwan. This prohibition
makes it obvious that Taiwan officials
have no intention of encouraging direct
trade between Taiwan and the PRC

LEGAL AMBIGUITIES
In contrast to the more clearly defined

Taiwan Rules, the language in the PRC

Rules tends to be vague, raising questions
about the intended meaning of certain
provisions. For example, Article 5 of the
PRC Rules stipulates that ships belonging
to or operated by wholly PRC-owned
shipping companies—and shipping com-
panies jointly owned by PRC and Taiwan
interests—may be authorized to engage
in cross-Strait shipping. This provision is
consistent with Article 3 of the PRC Rules’
treatment of cross-Strait shipping as “do-
mestic shipping subject to special admin-
istration.”

However, the reference to shipping
companies jointly owned by PRC and
Taiwan interests is not entirely clear. This
reference uses the term he zi, which, in
PRC legal terminology, commonly refers
to the legal form of joint venture known
as the equity joint venture. The implica-
tion, therefore, is that such companies
may be required to be established as eq-
uity joint ventures under the PRC Equity
Joint Venture Law, Though no such re-
quirement is explicitly stated in the PRC
Rules, if this reference is so interpreted,
only shipping companies established in
the PRC as either wholly PRC-owned

firms or PRC-Taiwan equity joint ventures
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Language in the PRC Rules tends
lo be vague, raising questions
about the intended meaning of

certain provisions.

could receive approval to engage in
cross-Strait shipping.

The PRC Rules further stipulate that to
qualify for cross-Strait shipping approval,
shipping companies must be registered in
the PRC and Taiwan. This may be an-
other case of imprecise drafting; it is pos-
sible that the Chinese word he should
read huo, meaning “or.” Though the PRC
Rules do not specify the nature of such
registration, as drafted, this dual registra-
tion requirement may prove unfeasible.
Considering Taiwan’s official prohibition
on PRC commercial activity in Taiwan, it
seems unlikely that Taipei would permit
any shipping companies established in
the PRC—whether wholly PRC-owned or
a PRC-Taiwan joint venture—to be regis-
tered in Taiwan. It is equally unlikely that
the PRC government, which refuses to
recognize Taiwan's sovereignty, would al-
low PRC companies to apply to the Tai-
wan government for registration approval.

On the other hand, if the reference to
shipping companies owned jointly by
PRC and Taiwan interests is not intended
as a requirement that such companies be
established in accordance with the PRC
Equity Joint Venture Law, then the com-
panies must be established in a third juris-
diction. This is because if the Equity Joint
Venture Law does not apply, no other
form of joint investment would appear to
qualify as he zi—an equity joint venture—
under PRC law; and Taipei's ban on PRC
investment in Taiwan would not permit
such a company to be established in Tai-
wan. Thus, a shipping company jointly
owned by PRC and Taiwan interests but
not established under the PRC Equity
Joint Venture Law could only be estab-
lished in a third jurisdiction. But a joint
PRC-Taiwan shipping venture established
in a third jurisdiction would then be con-
sidered a foreign shipping company—and
therefore be ineligible to engage in cross-
Strait shipping because the PRC Rules
treat cross-Strait shipping as domestic
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shipping and restrict such shipping to
PRC or PRC-Taiwan joint ventures.

In another case of ambiguous drafting,
Article 10 of the PRC Rules states that
“without [the] approval [of the relevant
PRC authorities], foreign shipping compa-
nies may not engage in direct or indirect
shipping across the Taiwan Strait.” The
reference to PRC approval of foreign ship-
ping companies o engage in Cross-Strait
shipping at least implies that such ap-
proval is possible, even though it appears
to contradict the regulation's provision
that cross-Strait shipping be restricted to
domestic shipping. Further, no provisions
in the PRC Rules specifically limit the ap-
proval of foreign shipping companies to
those owned by PRC interests or jointly

owned by PRC-Taiwan interests. Thus, if

this provision makes it possible for for-
eign shipping companies to receive ap-
proval o engage in cross-Strait shipping,
it also would be inconsistent with the
provision that only PRC or PRC-Taiwan
joint-venture shipping companies can en-
gage in cross-Strait shipping.

LIMITED PROGRESS

While the Taiwan Rules are more clearly
drafted than the PRC Rules, the Taiwan
Rules permit only transshipment of third-
country cargo and prohibit direct ship-
ment of Taiwan and PRC cargo across the
Taiwan Strait. If implemented, the Taiwan
Rules may provide a small added mea-
sure of convenience for foreign shipping
companies, whose ships would be able
to carry third-country shipments bound
for or dispatched from Taiwan or the
PRC—but would not actually permit di-
rect cross-Strait shipping. Moreover, the
Taiwan Rules seem to offer liule, if any,
practical benefit to commercial interests
on the two sides of the Taiwan Strait.
PRC goods en route to Taiwan and Tai-
wan goods destined for the PRC would
not be eligible to use the transshipment
center and, therefore, would still be sub-

ject to the additional costs and delays of

transshipping goods through a third juris-
diction, such as Hong Kong,

If the PRC Rules are to be imple-
mented, PRC officials first must clarify the
categories of eligible shipping compa-
nies, among other ambiguities. When
contacted by telephone late last year, an
official in the PRC Ministry of Communi-
cations office for Taiwan matters refused
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to discuss these ambiguities. The PRC's
treatment of cross-Strait shipping as do-
mestic shipping and the prohibition
against foreign shipping companics en-
gaging in cross-Strait shipping—while im-
portant from a political perspective to
PRC authorities—may not be commer-
cially practical.

ON THE HORIZON

Based solely on the two sets of regula-
tions issued to date, there would appear
to be little basis to expect that direct
cross-Strait shipping will begin anytime
soon. However, if the PRC and Taiwan
were able to offer their divergent sets of
regulations as a starting point for re-es-
tablishing direct bilateral discussions, the
two sides might be able to find some
common ground.

In a recent promising development,
though, private-sector shipping executives
from Taiwan and the PRC met in Hong
Kong on January 22 to discuss cross-Strait
shipping and reached a preliminary con-
sensus to allow shipping between the
southern Taiwan port of Kaohsiung and
the PRC ports of Xiamen and Fuzhou.
Taipei and Beijing stated the session was
unofficial, though representatives from
both the PRC and Taiwan governments
attended the meeting but reportedly took
no active role in the proceedings. Follow-
ing the meeting, some industry watchers
claimed that cross-Strait shipping could
begin as early as this March or April.

At the meeting, negotiators from the
Taiwan Strait Shipping Association (TSSA)
and their counterparts from the PRC's As-
sociation for Shipping Across the Taiwan
Strait (ASATS) signed a memorandum of
understanding (MOU) on cross-Strait ship-
ping. A spokesman from Taiwan’s trans-
portation ministry said that, under the
MOU, shipping associations on both sides
are to notarize Taiwan shippers’ applica-
tions to sail to Fuzhou and Xiamen. TSSA
and ASATS officials reportedly would
have nine days to assess the applicants’
qualifications. Following notarization, the
applications would, over the next 45
days, be forwarded and reviewed by
transportation authorities on both sides.
Such a timetable would make the spring
target date for cross-Strait shipping theo-
retically feasible.

While preliminary agreement was
reached to allow passage between



Kaohsiung and Fuzhou and Xiamen,
many uncertainties remain reguarding
what such a consensus entails, For ex-
ample, according 1o one press report,
both sides agreed that ships registered in
places other than Taiwan and the PRC
should be allowed to travel directly be-

tween Kaohsiung and the PRC ports of

Xiamen and Fuzhou. This report quoted
Taiwan’s vice minister of transportation,
who, while stating that he was pleased
by the outcome of the meeting, reiter-
ated Taiwan’s position that the routes
could be used for transshipment only
and that no cargo could be offloaded at
Kaohsiung. Such a consensus would
thus appear to be a step toward imple-

mentation of the Taiwan Rules policy of

treating these as offshore transshipment
routes.

Another report, however, stated that
Taiwan-registered ships will be permit-
ted to sail to Xiamen and Fuzhou, which
would appear to indicate that the Janu-
ary 22 consensus called for implementa-
tion of the PRC Rules policy of classify-
ing such routes as domestic. Meng
Guangiju, the head of the PRC delegation
to the meeting, was quoted as saying,
“We hope that not far in the future, bi-
lateral cross-Strait shipping could take
place.”

In light of these conflicting reports,
both sides may have agreed to stant pro-
cessing the paperwork, but it remains
unclear whether direct cross-Strait ship-
ping or simply transshipping will follow
Shippers hoping to begin transporting
goods across the Strait also face other
uncertainties, such as country registration
and flagging

Reflecting the fact that many issues
have yet 1o be resolved despite the
progress made at the January meeting, an
official from the Taipei Economic and
Cuhural Representative Office in Wash-
ington, DC, stated that he was “cautiously
optimistic” about the prospect of direct
cross-Strait shipping in the near term and
noted that “details still need to be
worked out, especially with regard to the
registration of foreign-flagged ships.” A
spokesman from the USA-ROC Economic
Council, a private, non-profit trade asso-
ciation in Washington, DC, concurred
with this view, noting that the prelimi-
nary consensus notwithstanding, “impor-
tant issues which must be addressed have

been put aside.” And PRC government
officials have followed a similar tack,
downgrading the importance of the re-
cently signed MOU by calling it a refer-
ence point for government agencies to
rely on in future negotiations,

While parties on both sides apparently
have agreed that shipping between
Kaohsiung and Xiamen and Fuzhou
should begin, further discussions are
necessary to hammer out the details. In
a broader context, though, if the cross-
Strait shipping issue establishes a prece-
dent for Beijing and Taipei to advance
mutual economic interests, the January
shipping discussions could pave the way
for direct links in other areas as well.

LTRSS R EDY

A preliminary

agreement was reached

to allow passage

between Kaobsiung and

Fuzhou and Xiamen.

And if the shipping news is a precursor
to an improved cross-Strait climate, the
two sides may be able to find practical

solutions 1o other long-standing political
differences. 7
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. Deng
Xlaoping

The road to Robert A. Kapp

normalization

o in 1904, Deng Xiaoping was both witness to and participant in China's century of up
[H](f ()/)()]]]'}[Q heaval and modernization. In 1904, the “last emperor” of China, Pu Yi, was not yet alive
‘ The famed Empress Dowager Cixi ruled the imperial court in Beijing from “behind the
screen,” the forlom emperor Guang Xu being held in seclusion afier throwing his suppon
to a failed attempt by dissident scholars to create a constitutional monarchy in 1898, The year after
Deng's birth, the imperial court abolished the 1,300-year-old Imperial Examination system. the ideo
logical link between classical learning, social advancement, and the maintenance o the governing
imperial-burcaucratic system. The court ordained a national curriculum of “new learning,” positing
mathematics, foreign languages. and the like as the key to China’s salvation from destruction. But
there were no teachers, no books, no resources with which to institute a new learning and a new
political culture overnight

Deng's younger vears spanned the end of the imperial system, the short life of the first hinese
Republic of 1911, the failure of imperial restoration by a powerful military leader in 19106, the de
scent into warlord chaos and the collapse of functional national government, the worst days of West
ern and Japanese gunboat diplomacy and intrusion into China's affairs, the rise of anti imperialist na
tionalism among educated elites, the advent of Marxism as a talisman to save China trom
extermination at the hands of predatory foreign powers, the infusion of Soviet communist influence,

and the birth of the Chinese Communist Party (CCP) in Shanghai in 1921
Freshly returned from eve-opening experiences in France just after World War 1, Deng, threw him
self into the work of building the Communist Party's power base. He joined the CCPin 1924 and
studiced in Moscow for several months in 1926, His Party career took him through the breakup of the
Communist-Nationalist United Front in 1927, the CCP abandonment of its urban base for the guerrilla
arcas of the interior, and 10 years of civil war against Chiang Kai-shek that included the desperate
Robert A, Kapp is president of the Long March in 1934-35 from Jiangxi Province to the remote reac hes of Yanan in the northwest, He

US-China Business Council honed his organizational skills in the military system that the Communists forged during the anti
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Japanese war of 1937-45 and in the decisive civil war that followed. He was in his
mid-forties when the People’s Republic of China was proclaimed in 1949.

THE NEW CHINA

As a senior figure, first with regional control over his native southwest China and later
as a member of the highest circles of power under the near-deity Mao Zedong, Deng
spent the second half of his life attempting to build a “New China” on the shattered
ruins that the first half of the 20th century bequeathed to him and his comrades. It is
difficult for Westerners, at times, to assess the immensity of this endeavor. Building a
revolutionary movement capable of seizing power throughout China by force was a
colossal enterprise; establishing a workable political/administrative system, rooted in a
set of doctrines and ideas that could be absorbed by a largely illiterate peasant popu-
lation and still legitimize the new regime among more sophisticated portions of the
populace in the coastal cities—all the while preventing the undermining of the regime
by its old enemies—was an even more daunting challenge.

Deng took part in just about all of this. The decades following 1949 were filled with
turmoil, political convulsion, and immense human suffering. The suppression of politi-
cal dissent in the “Anti-Rightist” period of 1957-58, the staggering costs of agricultural
communization and the “Great Leap Forward” of 1958, the devastating famine which
ensued, and then the hysteria of China's 10-year Cultural Revolution took up another
30 years of his time and energies, whether in power or in political exile.

It is said that during his disgrace and exile, at the height of the Cultural Revolution,
Deng was accused of having a “foreign slave mentality.” It seems that he had had the
temerity to remark that the Germans made good ships, and that if China wanted to
build better ships it might well see what could be learned from Germany. In the politi-
cal climate of China just 20 years ago—barely longer ago than the Nixon era in the
United States, which still seems so close for many Americans—a line like that was
enough to get a ranking Chinese political figure ruined on a charge of treason.

Deng re-emerged briefly as vice premier in 1973, before being criticized anew as a
“capitalist roader” and removed from all Party and military posts in April 1976. When
he rose again, in July 1977, China's charismatic leader, Mao Zedong, had died, the
Gang of Four had been arrested, and Hua Guofeng seemed to have emerged as Mao's
heir. On my first visit to China, in January of that year, when Deng was still in the
shadows and the dreary streets were full of flamboyant posters and graffiti celebrating
the “smashing of the Gang of Four,” I remember a little ditty splashed on a wall in
Shanghai calling to Deng to return, and lamenting, in effect, “real talent is hard to find.”

THE RETURN TO POWER

Reinstated as vice premier, and with his membership in the Politburo and Central Mili-
tary Commission restored, Deng now began to make his greatest contributions. Imagine
the impact of his words 1o the National Science Conference in March 1978, the first to
be held in more than a decade. China's scientific elite, battered, terrorized, beaten and
abused for being educated, and ruined for having “connections with the outside
world,” reconvened in Beijing. To this shattered band Deng announced that it was
once again virtuous to be educated, to contribute the work of learning to society, and
to engage fully in the global scientific dialogue. As Deng put it, China could take pride
in the “Four Great Inventions"—gunpowder, paper, printing, and the compass—but
China could not afford simply to reflect on its past achievements and grandeur. Sci-
ence, Deng said, was a world heritage, from which all could draw and to which all
could contribute. No longer would China's scientific and technological personnel be
imprisoned for subscribing to a foreign technical journal or writing a letter to a col-
league abroad. Instead, China’s scientists would receive special training—and even re-
search postings overseas—to prepare them to help China join the leading frontier of
physics, computers, space sciences, and other advanced technologies.

Deng went further. Thousands of people deemed in the 1950s to have “bad class
backgrounds™ and exiled to remote locations, often separated from their spouses and
loved ones for decades, were restored to a semblance of dignity and to the remnants
of their property.

Deng honed his
organizational skills in
the military system
that the Communists
Jorged during the
anti-japanese war of
1937-45 and in the
decisive civil war that
followed. He was in his
mid-forties when the
People’s Republic of
China was proclaimed
in 1949,
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Transitions from one
era lo the next in China
have never been
smooth, and the next
Sew months will no
doubt challenge many
of China's post-
revolutionary
institutions. Many,
both inside and oulside
China, will be keeping
a close eye on the
actions and words of
President Jiang Zemin
and other prominent
government and CCP
leadlers in the months
leading up the Party
Congress this fall

The regime under Deng struggled to
come up with an interpretation of what
China had endured in the Cultural Revo-
lution. While the outcome was carefully
contrived, it unleashed a flood of literary
expression and popular sentiment that
proved to a skeptical world that China
really could tell the difference between
propaganda and truth, between manu-
factured orthodoxy and clear-sighted
perception of unvarnished realities.

AN ERA OF REFORM

In December 1978, at the Third Plenum
of the Eleventh Central Committee of the
CCP, China turned its focus on the “Four
Modernizations"™—agriculture, industry,
national defense, and science and tech-
nology. The December Plenum also
helped launch a number of other re-

forms, paving the way for new laws and
new agricultural policies.

By the spring of 1979, the United
States and China had established full
diplomatic relations. Deng's trip to the
United States in January culminated in bi-
lateral agreements to cooperate in agri-
culture, science and technology, high-en-
ergy physics, space technology, consular
relations, and cultural and scholarly ex-
changes. In Washington, the US-China
Business Council hosted a Kennedy Cen-
ter gala in Deng's honor. In Beijing, the
Council’s first China office was up and
running,

China’'s reforms proceeded at a fast
clip in 1979, with new laws passed to
pave the way for foreign representative
offices and Sino-foreign joint ventures,
import/export licenses, and foreign ex-
change controls. The Special Economic
Zones (SEZs), based on an idea proposed
by Deng at a Central Committee work
conference in the spring of 1979, were
formally established later that summer.
By the fall, one of the first US joint ven-
ture contracts had been signed to build
the Great Wall Hotel in Beijing. US com-
panies, which had been selling goods
and technology to China at an increasing
pace throughout the 1970s, now turned
their attention to direct investments in the
PRC.

To foreigners in general, Americans

CHINA’S FOREIGN TRADE
(BILLION $)

1979 1996
Total global trade 293 289.9
E’H(I L:,‘(Pllﬂh i I-j.f N lil-‘_l_ -
E_’H(I_iTnp(-)m - 71-‘:.‘ éliH‘H__
Balance -2.0 12.2

and subject to central political control
even at the micro level. “Opening” meant
full-bore pursuit of the benefits of global
involvement for the purpose of China’s
national development. Maurice R. Green-
berg, chairman and CEO of the American
International Group, Inc., comments,
“When the history of the 20th century is
written, Deng Xiaoping will long be re-
membered as one of the century's great-
est leaders.” Carla Hills, chairman and
CEO of Hills & Co. and former US Trade
Representative, notes that “China’s open-
ing to the outside world...must be re-
membered as a major milestone of the
20th century and one that enhances the
prospects for global peace and prosperity
in the 21st century.”

Everyone knows the results of this fun-
damental reorientation: China, a negligi-
ble trade presence in the mid-1970s, is a
huge trading force today, and derives as
much as 35 percent of its GDP from
trade. China’s GDP has doubled and re-
doubled in less than 20 years. The PRC
remains the largest single recipient of for-
eign investment in the world, with the
exception of the United States, whose
economy is still many times the size of
China’s. The PRC has erected almost from
scratch a complex legal edifice, particu-
larly directed toward the workings of the
economy and of foreign economic rela-
tions, which, though incomplete and still

US-CHINA TRADE
(BILLION 8)

1979 1996
Total bilateral trade 23 635
I-’R(i exports 0.6 o S1:5
ITR{i imports - 1.7 12.0
Balance -1.1 -39.5

SOURCE: PRC Ministry of Foreign Trade and
Economic Cooperation, General Administration
of Customs

NOTE: Totals may not add up due to rounding.

more particularly, and US businesspeople
even more particularly, Deng's great con-
tributions are summarized in the twin
policies of “enlivening the economy” and
“opening to the outside world” that the
regime cemented firmly in place at the
end of 1978. “Enlivening” meant permit-
ting and encouraging the development of
market forces within a Chinese economy
hitherto overwhelmingly bureaucratized
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SOURCE: US Department of Commerce

far from evenly enforced, has created a
business environment far different from
the Soviet-derived environment of the
pre-Deng years,

The dilemmas China faces today, and
they are vast, are mostly the products of
the success of Deng's efforts. They are
rooted in population pressures, uneven
development patterns, shortages of key
development resources, the legacies of
an earlier political-economic system out-
moded by the changes wrought by



Dengist policies, and the uncertainties at-
tendant upon China’s emergence as a
powerful and confident actor on the
world stage.

These challenges are Deng's legacy to
his successors, and that is fitting; they are
perhaps less amenable to the kind of
leadership that the last of the generation
of revolutionary heroes could apply than
they must be to the leadership of techni-
cal and administrative experts. Deng may
have saved the overall reform program
from destruction at the hands of ideologi-
cal conservatives by his famous Southern
Tour of 1992, when he encouraged the
rest of the country to develop as the SEZs
had done, but the reform program has
created its own dilemmas. Resolving such
conundrums (the future of unprofitable
State-owned enterprises, or the systemic
problems plaguing China’s banking sys-
tem, for example) will prove infinitely
complex, as any moves the government
takes could entail risks affecting the lives
of hundreds of millions of people. On
the social and political instabilities stem-
ming from the rapid social and economic
transformations of the Deng era, the elder
statesman proved rigid and sometimes
ruthless, as might be expected from a
man who led the life Deng did. His suc-
cessors, technically skilled and world-
versed to a higher degree than ever be-
fore, bring to the table a range of
expertise that China must have if the
daunting challenges of the end of the
20th century are to be surmounted. Their
individual and collective sense of China’s

national direction, and of the social and
political means necessary to achieve
China's goals, may reflect the genera-
tional change that Deng's death defines
so clearly.

Absent, for all practical purposes, from
both government and Party circles for
many years, Deng Xiaoping's quiet de-
parture is neither a cataclysm nor defin-
ing moment. The older strains of Chinese
sensitivity to foreign influence remain;
the newer strains of confidence and, oc-
casionally, an almost magical nationalism,
can be heard. In China, the dualism of
“China” and “foreign” will be with us for-
ever. But no one who knew the China
during the chaos of the Cultural Revolu-
tion can seriously argue today that after
nearly 20 years of “Reform and Opening”
China will head back into that intellectual
and economic poverty. Transitions from
one era to the next in China have never
been smooth, and the next few months
will no doubt challenge many of China’s
post-revolutionary institutions. Many,
both inside and outside China, will be
keeping a close eye on the actions and
words of President Jiang Zemin and other
prominent government and CCP leaders
in the months leading up the Party Con-
gress this fall.

Thanks heavily to Deng, China today is
a complex tapestry of rapidly changing
institutions and habits, business styles,
and relationships. American businesspeo-
ple are, as 1 have said on many occa-
sions, participants in an immense drama
of significance to the future of humanity.
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FOREIGN DIRECT INVESTMENT IN THE PRC

1979-89

1996

Total Foreign Direct Investment

Number of cc ntracts

21,776

9

24,5

Amount contracted

$32.4 billion

§73.2 hillion

Amount utilized*

$18.5 hillion

$42.4 billion

US Direct Investment

Number of contracts

959

3,023

Amount contracted

$3.9 billion

$9.7 billion**

Amount utilized® N

1.7 hillion

$3.8 billion**

US share of total contracted investment

12.2%

13.30%"*

SOURCE: PRC Ministry of Foreign Trade and Economic Cooperation, State Statistical Bureau (SSB)
* Includes utilized investment in material processing, compensation trade, and leasing arrange-

ments.,

** US investment figures for 1996 are US-China Business Council estimates based on straight-line

projections of January-September 1996 SSB data.

China today is a
complex tapestry of
rapidly changing
institutions and habits,
business styles, and
relationships. US
businesses have
learned to live within

that environment.

For every problem they face there, single
“right answers” are few and possible
“right answers” are numerous. Unlike
some foreign business environments, in
which institutions and interest groups
seem set in stone and immovable, China
is a place where everything is in motion.
US businesses have learned over the
years to live within that environment, and
in many cases to prosper, despite the
stark differences from familiar American
and Western business norms. In the past
year alone, some 3,000 US investment
projects were approved by Chinese au-
thorities, bringing total US investment in
the PRC to more than $35 billion, accord-
ing to Chinese estimates.

Deng Xiaoping's death does not
change these realities. Edgar G. Hotard,
president and director of Praxair, Inc.,
notes, “Systems have been put in place
such that the march to a market-based
economy will continue, even after Deng
Xiaoping's passing. We expect no im-
pact on our business, but it is now more
important than ever that the United
States and China solidify their relation-
ship.” Change and ambiguity are with
us for the long term in China, but Deng
Xiaoping's legacy suggests that much of
that change can—and probably will—
continue to be for the better when it
comes to economic and commercial ties
between American business and its Chi-

4
nese counterparts. 7

The China Business Review  \urch-April 1997



A new four-year
pact comes with a
lwelve-year
punch

Brenda A. Jacobs is of counsel in the
Customs and Trade Practice Group of
the Washington office of the law firm of
Powell, Goldstein, Frazer & Murphy,
where she advises US importers and
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Textiles

Brenda A. Jacobs

he Clinton Administration appears to have scored a significant victory in early February in
negotiating a new bilateral textile agreement with China. The Administration has touted the
agreement’s novel market access provisions, under which China agreed to lower and bind
tariffs on a number of foreign textile products. US quotas also were reduced on 17 cate-
gories of Chinese textile exports to the United States, resulting in a decline in total quota for Chinese
textiles in 1997. For many American importers and retailers, though, it is the agreement's long-term
preservation of US quotas on Chinese-made textile products that is particularly significant.

In the agreement, China conceded not only to lower the barriers to its textile market and allow
the United States to restrict China’s access to the US textile market, but also to extend the US right to
maintain and impose new restrictions on textile and apparel imports from China—even after China
becomes a member of the World Trade Organization (WTO). Analyzing these concessions has be-
come the subject of considerable debate. Did China concede on these issues because Chinese nego-
tiators were looking beyond the textiles trade toward continued progress on accession to the WTO,
or did the Chinese textile negotiators simply blink? Do the Chinese negotiators interpret the terms of
the new agreement favorably—or see room for changes to be made later? Or has China already con-
cluded that textiles trade will be of declining importance as China moves forward in the industrial-
ization process?

This agreement was not the first time China has bowed to the United States on textiles (see The
CBR, May-June 1994, p.9). In January 1994, when the US-China relationship was decidedly more
rocky and the Clinton Administration was maintaining a hard line on virtually all issues related to
China, the Chinese accepted a tough textile agreement. During the negotiations leading up to the
1997 textile accord, however, the US-China relationship had improved greatly, and all signs indicated
that the Clinton Administration ultimately would not permit disagreements over textile issues to cre-
ate a crisis in the larger trade relationship. Arguably, Chinese negotiators did not have to make as
many concessions this time as they did in 1994; it appears, however, that Beijing did accept some
tough new terms.

PUSHING THE ENVELOPE

A primary US objective in the negotiations to renew the bilateral textile agreement was to achieve
market access commitments from China, despite the fact that never before had a US bilateral textile
quota agreement—which typically serves only to restrict a supplier country’s access to the US mar-
ket—also included provisions requiring the supplier country to lower its own trade barriers. The
precedent for negotiating terms for market access in such an agreement had been set during the
1994 Uruguay Round negotiations, in which the United States gained specific textile and apparel
market access commitments from India and Pakistan, and reciprocated, in separate agreements, by
increasing the quota levels on these countries’ textile exports to the United States. But in seeking
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such commitments from China, US offi-
cials were perhaps also attempting to
pre-empt US legislation that would re-
quire that the protocol for China's WTO
accession include terms for market access
for textiles. Two such bills, backed by
strong support from the American textile
industry, were introduced in the 104th
Congress and are likely to be re-intro-
duced in the current Congress.

Despite initial Chinese resistance to ne-
gotiating market access terms, the new
agreement apparently calls for China to
reduce and bind tariffs on textile and ap-
parel imports over the next four years,
and to ensure that non-tariff barriers do
not impede access to the Chinese market.
According to US officials, the first tranche
of PRC duty reductions is scheduled for

1998, with further reductions in 1999 and
2000. Among the roughly 100 items in-
cluded in the tariff reductions package
are industrial and printed fabrics and
home furnishings, which US officials in-
sist are categories in which American
goads can compete in China. The precise
product classifications and tariff rates,
however, have not yet been released, re-
portedly at the request of the Chinese
government,

Surprisingly. the agreement apparently
contains no specific enforcement mecha-
nism or statement of punitive actions in
the event that China fails to follow
through on its market access commit-
ments. Instead, vaguely worded recipro-
cal provisions are included to allow each
party to “evaluate” whether the other

A primary US objective
in the negotiations to
renew the bilateral
lextile agreement was

lo achieve market access

commitments from China.

side is “fulfilling™ its commitments to
provide “meaningful and effective mar-
ket access.” Initially, the US negotiators
had sought specific language under
which China’s failure to lower and bind

US TEXTILE AND APPAREL PRODUCT QUOTAS REDUCED IN 1997 US-CHINA AGREEMENT

PERCENT REDUCTION,

CATEGORY unNIT 1996 BASE QUOTA 1997 BASE QUOTA 1996-97

530/501 [cotton yarns) kg 3,700,967 o 2,220,580 40.0 -
5;[cumm sheeting] - sqm —4] 2 m.ész 40.760,08‘) ) 71.2
31:-[[)(lplin/hr0ad2k;th] - sq m - 77-1'.’,541.224 - -4'7:!70,8-;7 - 0(1 -
315 [cotton prin; ;lnjll - sqm 159,895,472 lzl),_BS?,i 19 77718.5 o
338/339 [cotton knit shirts] _ doz . 2,370,396 - 2._?10.78] o 2.5 a
_538/55‘)5' [cotton knit shirts o . N -
_nthcr than tarilkitops and l-shir; doz 1,799,390 o ;,754.155 2.5

j-ﬁwuvcn Shirt-.‘i]_ i doz 816,568 o 781,557 . 4.3 o
340Z° [varn-dyed, n_appcd woven s;irts] o doz - 408,284 o 590&!‘79 o 4.26 B
347/348 [(‘(.)lt-(-;n lmu.;crs and sh;)rt:I - doz . 72,401.650 o 2,337,175 2.8

55—2[cuuun underwear) - :'l(w. - 1,801,164 1,629,153 9.5

362 [bed coverings] - o number 7,189,622 6,9(;6,745 _ 3.0 7
_56;tt()“'1'lsl - o a number 29,977,812 2;]_,98«1.468 : 29.6

:110 [wool Ihbrics;] a o a Sq m - 1,958,724 979,362 4‘)_.5 -
410;\‘ [woolen) o o sqm 1,570,129 . 785,065 774;9.5 -
11_03' [worsted] : sqm 1,570,129 ;5,065 49.5 a
433 [men’s wool suit coats) doz 7 22,823 o 20,643 9.5

442 [si(irls] - - N doz : 41,401 73;5..’8 N 4.5 -
44;m;:n‘.~ wool Qts] o o doz 133,754 127,702 4.5 -
447 [wool trousers and shorts) o doz 77,298 69,916 - 9.5

611 [rayon fabric] - Sq m N 5,193,696 5,163,832 0.6 -
640 Il'nan-m;lf.l(.T fiber woven shirts) o doz B 1,437,870 l.;‘!;,st% o 4.5 :
NOTE: * = sublimit

Reprinted with permission from the International Business and Economic Research Corp.
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Because China is

starting oul with a smaller
base as a result of agreeing lo
cuthacks in 17 US quolas

in the new agreement,

the longer term of the

quolas is especially significant.

its tariffs as agreed would entitle the
United States to reduce its quotas on
Chinese textile goods, In such a sce-
nario, CITA—the interagency review
committee composed ol representatives
from the departments of commerce,
state. labor, and treasury. and the office
of the Us
(USTR)»—would have gained the author-

Trade Representative
ity to evaluate a foreign government's
actions limiting US commerce. US im-
porters and retailers opposed such au-
thority for CITA, whose decisionmaking
process s less transparent than that ol
LUSTR's Section 301 Committee, which
has traditionally had responsibility for
determining whether foreign restraints
unfairly burden US commerce, US im-
porters argued that such determinations
should remain the domain of the USTR'S
Section 301 Commitiee

In the end, the vague language of the
agreement leaves open the question ol
which US body will take responsibility
for such reviews. But whether CITA or
the Section 301 Committee assumes  this
role. cuthacks on Chinese quotas are still
a potential consequence of any US deter-
mination that China has fallen behind on
its commitments. For example, the United
States was quick to target China’s textile
and apparel quotas for cutbacks in 1990
in retaliation for the perceived failure of
the Chinese government to meet its com-
mitments o protect US intellectual prop-
enty rights.

FOUR YEARS
BECOME 12 YEARS

In addition to market access commit-
ments from China, the United States ob-
lilint'd L'll[h;l(']\'.\ N NUMCrous (]U()(Llh on

Chinese textile imports and the right 1o
limit textile imports for cight years be-
vond the expiration of the bilateral agree-
ment on December 31, 2000, These ex-
tended  rights are based on the
assumption that China will aceede o the
WTO before the agreement expires,
Once China becomes a WTO member,
the WTO Agreement on Textiles and
Clothing (ATC), the regime that has gov-
crned textile trade among WTO members
since 1995, will apply to China. And
when the ATC expires in 2003, the bilat-
eral agreement stipulates that the United
States will have available a safeguard
against import surges [rom China. Some
of the key points of the new agreement
are as follows:

B Application of the ATC to China As-
suming China accedes to the WTO before
the bilateral agreement expires at the end
of 2000, the bilateral agreement stipulates
that the bilateral agreement automatically
will terminate and the ATC will apply t©
China thereafter. Among the ATC provi-
sions that could benefit the United States
in its textile trade with China is one that
permits a textile-importing nation o re-
tain quotas for the duration of the ATC,
subject to certain liberalization provi-
sions. The importing country need only
notify the Textile Monitoring Body
(TMB), a standing 10-person review com-
mittee, of the quotas in place as of Janu-
ary 1, 1995, or at the time that the export-
ing country becomes a WO member,

At the inception of the ATC, the United
States notified the TMB of all textile quo-
tas in place on WTO-member exports,
thereby continuing all of those quotas
under the ATC. It is safe to assume that
the United States will notity the TMB
about all the quotas it has in place for
China when the PRC accedes o the
WTO. Thus, assuming China joins the
WTO before January 1, 2001, the quotas
negotiated under this agreement will de-
termine the maximum levels of most Chi-
nese textile and apparel exports to the

United States until at lTeast the end of

2004. And because China is starting out
with a smaller base as a result of agree-
ing to cutbacks in 17 US quotas in the
new agreement, the longer term of the
quotas is especially significant.,

M Cutbacks in 17 quotas The new
agreement contains reductions ranging
from 1 percent to nearly 50 percent in US
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quotas on 17 Chinese products (see
table). Though there also were some
small quota increases, overall, China’s ac-
cess 1o the US market was reduced by 2.6
percent, based on what China's 1997
quotas would have been had the prior
agreement simply been rolled over (that
is, based on the 1996 quotas plus the ap-
plication of annual growth rates),

The quotis set in the 1997 agreement
will determine China's level of trade for
many years to come. While the levels
will increase slightly over time, the aver-
age annual growth rate specified in the
agreement is oomere one pereent. In
some categories, including some of
those for which quotas were reduced,
the growth rate is well below one per-
cent. For example, the annual growth
rate on cotton trousers and shorts (cate-
gory 347/348) is 0.2 percent, and 0.5
percent on most wool apparel cate-
gories. While membership in the WTO
carries with it the benefit of the ATC's
“growth on growth”™ provision, under
which existing growth rates are in-
creased by 16 percent during the first
three years of the ATC. by another 25
percent for the next four years begin-
ning in 1998, and again by 27 percent
beginning in 2002, the effect will be
minimal given China’s initial low growth
rates. Thus, a 16 percent increase on a1
percent growth rate means that the re-
vised growth rate is 1,16 percent. For the
next four years, that growth rate would
increase by 25 percent to 145 percent:
during the last three years of the ATC. it
would increase by 27 percent to 184
percent,

Originally. the United States targeted
more than 30 categories of Chinese tex-
tile and apparel exports tor 35 percent
reductions, contending that the cutbacks
were necessiary as retribution for re-
peated PRC illegal transshipment activity
and “overshipments™ (above-quota ship-
ments) of goods in those categories. The
justification for the quota cuthbacks was
questionable, however. An argument
can be made that further reducing
China's quota in these categories will
only create added incentive to transship
goods illegally.

In effect, the United States obtained a
double penalty with the cutbacks, since
the new accord continues to allow the
United States to redress alleged illegal
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Under the new US rules,

the origin of clothing
imported into the

United States is determined
by where the article is

assembled (sewn).
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transshipments by deducting from
China's quota those amounts that US of-
ficials determine, through “clear evi-
dence,” have been transshipped. In the
event of repeated transshipments, the
accord allows the United States to
deduct from China’s quota triple the ac-
tual import amounts.

The current agreement updates the
transshipment language of the prior ac-
cord by allowing the United States to pe-
nalize China only for alleged transship-
ments that have occurred up to three

TEXTILE AGREEMENT LEAVES
“COUNTRY OF ORIGIN” ISSUE UNRESOLVED

When the negotiations to renew the US-
China textile agreement first began in
October 1996, the Chinese government
stated its concerns that the new US
rules determining the “country of ori-
gin” for textile and apparel product im-
ports had already adversely affected
China’s trade. Because the new rules,
which came into effect on July 1, 1996,
have caused significant monetary losses
to China’s textile industry, Chinese ne-
gotiators suggested that they expected
some compensatory measures to be in-
cluded in the new bilateral textile
agreement. In the end, however, the is-
sue was left unaddressed in the agree-
ment, though the United States remains
under pressure from China and other
countries to adjust its quotas to com-
pensate for the impact of the new rules,

Under the new US rules, the origin of
clothing imported into the United States
is determined by where the article is as-
sembled (sewn). The origin of fabrics,
home furnishings (such as bed sheets,
comforters and tablecloths), and fashion
accessories (such as scarves and gloves),
though, is determined by where the fab-
ric is knit or woven. Under the previous
rules, which had been in place since
1984, the origin of textile and apparel
products was determined by where the
goods last underwent processing that
“substantially transformed” them into
new and different articles of commerce.
According to the US Customs Service
regulations for implementing that stan-

dard, a substantial transformation in-
cluded fabric-making; dyeing, printing,
and conducting two additional finishing
operations; cutting fabric to pattern; or
tailoring or sewing a product. Thus, the
origin of fabric entering the United
States was determined by where the fab-
ric-making occurred, unless the fabric
left its country of origin and underwent
dyeing, printing, and two additional fin-
ishing operations elsewhere, in which
case the second country was considered
the country of origin. Cutting and
sewing operations in yet another coun-
try might have resulted in the third
country being declared the country of
origin of the finished article. Similarly,
clothing was deemed 1o have originated
where its pieces were cut to shape, un-
less sewing operations in a second
country were complex, such as sewing
tailored items like dress shirts or suits.

China, as a major producer of fabric
and a major supplier of low-cost labor,
has much to lose as a result of the new
US rules. China ships raw fabric to
dozens of industrialized and develop-
ing countries, which in turn finish or
convert those fabrics and then either
use them to produce finished goods,
or sell the fabric to other markets. In
the area of apparel, Chinese workers
had served as the sewing labor force
for a number of economies, including
Hong Kong, Taiwan, and Korea, that
no longer had the employee base to
perform all the necessary sewing work.
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years prior to the date on which consul-
tations are requested. Further, the United
States will be permitted to notify the TMB
of the agreement's anti-transshipping pro-
vision, which conflicts with the ATC's
anti-transshipment language (Article 5),
when China accedes to the WTO. Thus,
US officials apparently hope that the bi-
lateral agreement’s notification clause
may permit the triple-penalty option to
persist through 2004.

With regard to alleged overshipments,
China’s above-quota shipments in 1995

Under the old rules, such early or lim-
ited involvement by Chinese enter-
prises usually meant that China was
not the “country of origin.” But the
new rules mean that, more often than
not, the United States considers China
to be the country of origin of the fin-
ished product, no matter that its role in
the production process is often far re-
moved from the final point of export
to the United States.

Many industry analysts had assumed
that the new US rules would mean that
China's quotas would fill more quickly
than ever, with goods previously con-
sidered to have originated elsewhere
now assigned to China. Rather, China
has picked up cutting work but lost
sewing work as manufacturers have
sought to avoid having the origin of
their apparel products revised. More
significantly, China has seen its fabric
sales drop off as downstream foreign
producers have realized the conse-
quences of the new rules.

But China is not about to allow its
US textile quota allocations to fill while
enterprises in other countries add the
value—and earn the foreign ex-
change—that could otherwise be done
in China. And so PRC officials are re-
fusing to issue visas for goods manu-
factured outside of China. The head of
the Chinese textile agreement negotia-
tion team, Li Dongsheng, Foreign
Trade Administration director in the
Ministry of Foreign Trade and Eco-



constituted only slightly more than one-
half of one percent of China's total tex-
tile/apparel trade with the United States.
A minimal amount of overshipment is an
inevitable consequence of a quota pro-
gram, since all supplier countries seek to
assure that quotas are fully utilized by al-
locating sufficient quota to compensate
for the fact that some orders may be can-
celed or goods not produced. As over-
shipped goods are routinely charged
against the subsequent year's quota, the
goods never avoid quota altogether.

nomic Cooperation, complained to US
negotiators that the city of Xiamen, in
the southern province of Fujian, had
suffered “dozens of millions of dollars
of losses from the new rules.” Accord-
ing to Li, these losses occurred be-
cause Xiamen enterprises could no
longer sell to South Korea raw fabric
which would then be printed and
dyed for export to the United States
because purchasers would need a Chi-
nese visa, or export license, for the fin-
ished product. “We cannot issue visas
for Korea,” he asserted to the US nego-
tiating team. Under the new rules,
even though China is far removed
from the production of the final prod-
uct, the United States has demanded
that the necessary visa be issued by
China. Previously, such products en-
tered the United States with a visa
from Korea. If the converter or proces-
sor were in the European Union (EU)

or Australia, the products were free of

visa requirements and quota restric-
tions altogether.

In stating its opposition to the rule
change to US negotiators, however,
China had limited leverage, since the
PRC is not a member of the World
Trade Organization (WTO). Previously,
China could have used the provision in
the now-obsolete Multifiber Arrange-
ment (MFA), which allowed recourse in
the event of such rule changes. Under
the WTO's Agreement on Textiles and
Clothing (ATC), which replaced the
MFA, countries that change their rules
have an obligation to provide an “ap-
propriate and equitable adjustment” in
those instances where changes in rules

Most likely, the Administration sought
the quota cuthbacks as a means to hold
back China's trade in those categories
and to deflect pressure from the US tex-
tile industry to support passage of the re-
cent textile bills, which include penalties
against countries that allegedly transship
goaods illegally. Trade in the two products
for which quotas were reduced most sub-
stantially also had been well below the
maximum allowed, so the reductions
limit China’s ability to develop this trade
later. Further, assuming China would join

“disrupt trade” or “upset the balance of
rights and obligations between the
Members concerned.” Though the new
origin rules were formulated while the
MFA was in effect, they were imple-
mented after the ATC replaced the
MFA. The 1997 US-China textile agree-
ment makes no mention of any US
obligation to compensate for the effect
of the change in the US rules of origin.
Nevertheless, China's options are not
foreclosed. The PRC's best recourse
may be simply to allow its customers to
carry the issue and to await the oppor-
tunities afforded by WTO membership.

Several purchasers of raw fabric, in-
cluding the Philippines and Thailand,
have initiated consultations with the
United States regarding their loss of ac-
cess to the US market as a result of the
new rules, now that their processing of
raw fabric no longer counts under their
respective US quotas. Even Australia,
which produces items such as bed and
table linens from raw fabrics sourced
from China, has expressed dismay over
the rule change, since the rule requires
that Australian exporters obtain a visa
from China for export to the United
States of goods made in Australia from
fabric sourced in China. Other suppliers
to the US market, including Pakistan
and El Salvador, have been able to ne-
gotiate slightly higher US quotas for cer-
tain goods to compensate for the impact
of the new rules on their textile indus-
tries.

The EU, pressed by its silk scarf in-
dustry, has engaged in several rounds
of consultations with the United States
regarding the effect of the rules on

the WTO soon, US officials probably
viewed these negotiations as the last
chance to obtain reductions in China’s
quotas, as the ATC provides no basis for
reducing a quota.

B Exceptions to quotas A handful of
product categories subject to quotas un-
der the current bilateral agreement
could be eliminated from the quota sys-
tem before 2005 if China becomes a
member of the WTO. One of the pri-
mary features of the ATC is its “integra-
tion schedule,” which provides for the

high-end scarf manufacturers and fab-
ric converters in Europe. For example,
though EU manufacturers design,
print, cut, and sew such scarves en-
tirely in Europe, they now must affix a
“Made in China” label on their exports
to the United States since the fabric
originates in China—a requirement

that they believe will detract from the

product’s image. The EU has signaled

that, if necessary, it will take the mat-

ter to dispute settlement.

In late November, the EU formally
initiated an “examination” to deter-
mine whether the US rule change con-

stitutes a violation of the ATC and/or

the WTO's Agreement on Rules of Ori-
gin (ARO). The ARO contains a “stand-
still” provision under which WTO
members cannot make any changes in
their origin rules pending completion
of an ongoing “work program” to de-

termine whether the many rules of ori-
gin of the WTO member countries can
be harmonized into a single interna-

tional rule. The work program, which
began in mid-1995, is scheduled to be
completed in mid-1998, after which an
agreement on harmonized rules would
have to be negotiated. Nevertheless,
the harmonization exercise offers
some promise for relief from the new
rules. Because the new US origin rules
for fabrics, home furnishings, and
fashion accessories diverge so signifi-

cantly from the rules of other WTO

members, the harmonization work
program could ultimately result in a

universal rule that is more akin to the

pre-July 1 standard.
—Brenda A. Jacobs
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The United States

obtained the right to limit
lextile imports for eight years
beyond the expiration of the

bilateral agreement.

incorporation of the textile trade into
normal WTO disciplines in three stages
(see The CBR, March-April 1995, p.35).
Once a product is integrated into nor-
mal WTO rules, any existing quota on
that product automatically expires and
no new quota can be imposed unless
there has been a determination of injury
under the WTO Agreement on Safe-
guards and Article XIX.

Under stage one of the integration
schedule, which began with the imple-
mentation of the ATC, each importing
nation with a quota program was to re-
move from its list of textile and apparel
products eligible for quotas products ac-
counting for at least 16 percent of the
trade covered by the ATC, using 1990 as
the base year. (Each importing nation
chooses the products to be included in
its integration schedule.) Stage two be-
gins on January 1, 1998, when another
17 percent of trade must be integrated
by each importing nation. Stage three
starts on January 1, 2002, at which time
18 percent more of trade is to be inte-
grated. On January 1, 2005, all textile
and apparel trade should be free of
quotas.

Given the US integration schedule,
China’s non-WTO-member status has
not posed a disadvantage to PRC textile
exporters so far, since the United States
has not integrated into normal WTO
rules a single product subject to quota.
Thus, no WTO country has yet come out
from under a US textile quota before
China. The United States has not yet had
to integrate any products eligible for
quota restraints because the ATC covers
approximately 30 percent more products
than the predecessor international agree-
ment in textiles, the Multifiber Arrange-
ment (MFA). The United States could—
and did—choose from among the

non-MFA products for its first stage of
integration.

In stage two, a few products that are

under quota in the bilateral agreement
will be integrated, including carpets and
rugs, babies' garments, down-filled coats,
and silk products. Stage three integrates
yet a few more products of importance to
China, such as gloves, bathrobes, body-
supporting garments, pantyhose, and
clothing made of non-cotton vegetable
fibers (such as linen or ramie). Under the
US integration schedule, however, 89
percent of the apparel products tradition-
ally eligible for quotas will not be inte-
grated until the end of the ATC, on Janu-
ary 1, 2005.
B A special safeguard On top of the
eight-year term of what is ostensibly a
four-year bilateral agreement, four more
years were added as a result of the agree-
ment’s inclusion of a post-ATC “special
safeguard” provision that allows the
United States to impose quotas in cases
of “disruption” to the US market. China
apparently has agreed that upon expira-
tion of the ATC on December 31, 2004, a
special safeguard provision will be in ef-
fect until January 1, 2009,

Administration officials assert that the
inclusion of the special safeguard pro-
vides the United States with a means to
address import surges of textiles from
China. But US officials also have hinted
that such a provision is indicative of what
they will be seeking from China in a
number of sectors in negotiations on
China’s WTO accession. The special safe-
guard, almost identical to the “consulta-
tion mechanism” under previous bilateral
textile agreements with China, allows US
officials to request quota consultations
with the PRC government when they be-
lieve that imports of Chinese products
not subject to specific limits are causing
or are likely to cause market disruption.
If consultations produce no consensus
between the two sides, the United States
can impose a quota unilaterally, but for
no longer than one year. The formula for
calculating the minimum quota level that
can be imposed is the level of trade dur-
ing the first 12 of the most recent 14
months preceding the request for consul-
tations, plus 7.5 percent (6 percent for
wool categories).

During the period after China be-
comes a2 WTO member but before the
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ATC expires, the United States will be
able to establish quotas on unrestrained
textile products only by invoking ATC
Article 6, a transitional safeguard mecha-
nism under which all safeguard actions
are subject to review by the TMB and
can be challenged by the exporting na-
tion. Article 6 states that a restraint can
be maintained for no more than three
years or until a product is integrated into
normal WTO rules, whichever is sooner.
In the event of a challenge, the import-
ing nation must demonstrate to the TMB
that the restraint action is justified. The
exporting nation can seek a further re-
view pursuant to the WTO Understand-
ing on Rules and Procedures on Dispute
Settlement.

The special post-ATC safeguard in-
cluded in the bilateral agreement ap-
pears to be a significant derogation from
WTO rules, since it conflicts with the
WTO safeguard provision, which re-
quires public hearings to consider the
evidence and the payment of compensa-
tion when an importing country takes a
safeguard action. However, it would
seem that, at the very least, China could
apply the WTO’s Understanding on Dis-
pute Settlement to cases in which Chi-
nese officials believe that a US safeguard
action is unjustified. Currently, because
China is not a member of WTO, the PRC
has no recourse if it disagrees with a US
restraint action.

If China remains a major player in the
global textile market, the special safe-
guard provision could mean that many
Chinese products will continue to be sub-
ject to US quotas after all other WTO-
member producers have been freed from
US quotas. China could find itself disad-
vantaged vis-a-vis other suppliers to the
US textile market simply through its sta-
tus as the only WTO member vulnerable
to US textile quotas. Assuming there are
sufficient alternative supplier countries
for a given product, many US companies
contemplating sourcing decisions a
decade from now may be reluctant to fo-
cus on China as a supplier out of fear
that a sudden US quota action could
complicate those plans.

The extension of the US right to take
unilateral measures against Chinese tex-
tile products also has implications for the
survival of CITA. Most foreign govern-
ments and US importers and retailers had



assumed that CITA would cease to exist
once the ATC expires. However, with the
advent of the special safeguard for Chi-
nese textiles, CITA may have gained a
new lease on life. A number of Adminis-
tration officials have asserted that they
anticipate CITA will continue to function
after 2004 to administer the special safe-
guard.

EXCEPTIONS AND
EXEMPTIONS

Surprisingly, the two sides continued a
separate agreement that keeps US-China
trade in silk apparel products under US
quotas. Not only is China the only coun-
try whose silk clothing exports are under
US quotas, but China has not been filling
those quotas. However, the two sides
agreed to keep silk under quota for only
one year. Whether the silk agreement is
renewed again likely will depend on
whether China has become, or is about
to become, a WTO member in 1998, The
ATC stipulates specifically that pure silk
products cannot be the subject of an Arti-
cle 6 safeguard action and, further, pure
silk apparel is included in stage two of
the US integration schedule, which goes
into effect on January 1, 1998, The United
States apparently did not want to con-
cede any ground on the silk quota in ad-
vance of China's WTO accession or of its
own integration schedule.

Handmade rugs also were the subject
of an annex to the new agreement, as
Chinese negotiators were seeking an ex-
emption from quotas on certain hand-
made rugs. The provision actually had
been all but finally agreed upon by the
two parties some 18 months earlier, but
US officials delayed final agreement in or-
der to gain additional leverage in the bi-
lateral renewal process. Under the cur-
rent agreement, to qualify for the quota
exemption, imports of certain types of
Chinese handmade rugs must carry an
“exempt” certification in lieu of the usual
visa that applies to quota products. To
compensate for the removal of hand-
made rugs from the quotas, China agreed
to reduce the quota of the group of prod-
ucts (Group IID in which the rugs had
previously been classified.

The rug exemption in effect provides
China a head start on enjoying a benefit
it is likely to obtain eventually under the
ATC—the integration of rugs into normal

WTO rules on January 1, 1998. Presum-
ably, once China obtains the benefit of
the ATC integration schedule, including
the removal of rugs from the quota sys-
tem, the exempt certification system for
handmade rugs also will be eliminated.
Nonetheless, because the current agree-
ment makes no such reference to elimi-

nation of the exemption, the intentions of

the US and Chinese governments remain
unclear.

AN OMINOUS
PRECEDENT?

While relieved that an agreement was
reached, US importers and retailers have
expressed profound disappointment in
both the specific terms of the new bilat-
eral agreement and the agreement's im-
plications for the future. They believe
the agreement limits their sourcing op-
tions and maintains, if not increases, the
risks of relying on China as a source of
textile and apparel products. Though the
importers and retailers had expected the
new agreement to contain terms for
market access, they had not anticipated
that the United States would also obtain
quota cutbacks and a special safeguard
provision. The linking of access to a
supplier's market to access to the pro-
tected US market for textile products
could well turn out to be a recurrent
theme in future US textile quota negotia-
tions with countries that are not WTO
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The linking of access

to a supplier's market to
access to the protected

US markel for textiles

could well turn out to be a
recurrent theme in future US

lextile negotiations.

members. “Special safeguards™ also
could be increasingly accepted in the
"post-ATC era” that was supposed to be
quota-free.

China's declared satisfaction with the
new agreement surely is a reflection
more of Beijing’s desire for a smooth
path to the WTO than of its whole-
hearted support for many of the agree-
ment'’s specific provisions. While the Clin-
ton Administration has expressed
approval of the agreement, and would
seem now o have an added basis on
which to support China’s WTO accession,
the US textile industry is nevertheless un-
likely to be supportive of China's entry
into the WTO. Consequently, China may
still face an uphill battle for US support
for its WTO entry. %
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What’s

Fntertainment?

New censorship
and
consolidation
concerns plague
China s
enterlaimment
market

Lisa Atkinson, a film and television
producer and consultant, currently is a
digital production manager for
Rhythm & Hues in Los Angeles, CA. She
spent seven years in Chinaasa
consultant on international co-
productions and as radio, hlm, and
television coordinator at the Canadian

Embassy in Beijing

Lisa Atkinson

everal Asian-produced films have turned out to be box office hits in the United States in the

1990s. Hong Kong-produced “Rumble in the Bronx™ (1993), starring stuntmaster and martial

artist Jackie Chan, has earned $32.3 million to date. A number of movies filmed in China have

also proved to be quiet successes abroad, including “Farewell My Concubine” (1992), directed
by Chinese filmmaker Chen Kaige; and “Raise the Red Lantern” (1991), directed by Zhang Yimou.

The United States, though, remains the entertainment king—and Hollywood has set its sights on
extending its empire to Asia. According to a recent study by the media and communications invest-
ment bank Veronis, Suhler & Associates Inc., US revenues from motion picture, home video, and
television programming exports totaled $8.0 billion in 1994. This figure is projected to reach $12.9
billion in 1999, making entertainment products a leading US export.

China figures prominently in these projections. Chinese entertainment industry officials estimate
that PRC audiovisual sales will jump from the current level of roughly $300 million to $2.2 billion by
2001. The US films “Forrest Gump,” “True Lies,” “Schindler's List,” “The Piano,” “The Lion King,” and
“The Bridges of Madison County” have already earned substantial revenues in China.

That US-made films were screened in China at all, though, is the result of recent improvements in
US-China bilateral relations. specifically regarding both market access and the protection of intellec-
tal property rights (IPR). These two areas of particular concern to the US entertainment industry,
however, may be forced 1o take a back seat to a new round of worries stemming from the recent
backlash within the PRC against foreign “bourgeois” ideas, along with new indications that govern-
ment censorship is again on the upswing.

PROTECTING US INTERESTS

But there is little question that progress last year on the IPR front should help US entertainment ex-
ports over the next few years. Pirating of US films has been a sensitive issue in US-China relations in
recent years (see The CBR, September-October 1994, p.16). On June 17, 1996, Acting United States
Trade Representative (USTR) Charlene Barshefsky called off a threatened $2 billion in US trade sanc-

tions against the PRC, announcing that China had demonstrated sufficiently its commitment to pro-
tecting IPR. The alleged pirating of $2.3 billion worth of compact discs (CDs), films, and computer
software in China—which prompted US entertainment industry groups such as the International In-
tellectual Property Association and the Motion Picture Association to wage an intense lobbying cam-
paign for sanctions—was a major impetus behind US officials” tough stance on PR violations. Many
of the IPR concerns leading up to the negotiations last year revolved around pirate CD production,
including the manufacture of unlicensed laser discs, video CDs, music CDs, and CD-ROMs,

In response to US IPR concerns, China's Propaganda Department and Press and Publications Ad-
ministration halted the establishment of new pirate CD factories and the importation of unauthorized
CD presses. The Public Security Bureau also pledged to take a more active role in policing piracy. In
early June 1996, provincial authorities in Guangdong—where many of the IPR infractions were re-
portedly taking place—launched a major enforcement effort, specifically targeting producers, distribu-
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tors, wholesalers, and retailers of pirate
CDs and laser discs. A USTR review last
December found that the PRC continues
to make progress in PR protection. not-
ing that enforcement has improved. par-
ticularly in Guangdong

As a result of the June 1996 accord,
US record companies are now able to en-
ter into sales, production, display, and
performance agreements with Chinese
publishing houses in the sound recording
and motion picture industries. Just six

weeks after the June 17 accord, Warner
Home Video, a division of the media
conglomerate Time Warner Inc.. signed
an agreement with the Shenzhen Ad-
vanced Science Enterprise Group o dis-
tribute cartoons and Oscar-winning fea-
ture films.

During the June 1996 1PR talks, Chi-
nese officials also agreed 1o eliminate the
import quota on US-made “blockbuster”
films, which had stood at 10 films per
vear, Last year, the Chinese government
allowed 11 US movies 1o be screened in

theaters, and increased the number of

foreign films that could be shown at film
festivals. And while China's Propaganda
Department and the Ministry of Radio.
Film, and Television (MRFT) continue to
have the final say over which films can
be shown in China, China Film, the
State-run company that formerly had sole
responsibility for foreign film imports,
has lost its monopoly. In 1996, the Chi-
nese government began allowing Chi-
nese film studios to sign cooperative
agreements with US film producers to
distribute foreign films, The Shanghai
Film Studio signed o deal 1o distribute
Also
Changchun Film Studio won the rights 1o
distribute the film “Waterworld.”

“Toy  Story.” last year, the

CLEANING HOUSE

Though it loosened its hold in some re-
spects over the film industry last year,
Bejing simultancously tightened control
over the country’s 29 State-run film stu-
dios by assigning managerial and finan-
cial responsibility of these studios 1o one
department in MRFT. Such consolidation
appears aimed at streamlining responsi-
bility over the film sector by reducing the
number of burcaucratic players involved.

Bedjing's hope was that the reorganiza-
tion would make it casier for many debt-
ridden state film studios 1o climb out of

the red. When offering the rights o dis-
tribute foreign blockbusters to PRC film
studios, MRFT favored those studios that
produce “higher-quality™—or more politi-
cally correct—hAlms. The attraction of such
“carrots” may prove hard to resist; the
nine foreign Alms released in Beijing in
1995 represented but a tiny fraction of the
209 films screened i the city, but brought
in approximately 40 percent of the city's
hox office revenues ol ST million that
vear. Last vear, foreign films accounted
for roughly 40 percent of all Chinese
movie ticket sales.

Foreign film distribution rights have
proven to be a strong ticket o financial
success for Chinese studios. Film studios
that have won foreign film distribution
rights have been able o buy out their
wuiker counterparts, resulting inoa large
number of mergers and an overall reduc-
tion in the number of Stte-run film stu-
dios in China. Such consolidation, how-
ever, has turned out 1o be a double-edged
sword: fewer studios in operation has,
thus far. meant a drop in domestic film
production. Last year, Chinese film stu-
dios produced 70 feature films, a 50 per-
cent decline compared to the number of
feature films produced i 1995, However,
there appear to be no external factors to
prevent domestic film production from re-
bounding in the future.

A NEW WAVE

OF CENSORSHIP

To the dismay of Chinese officials at-
tempting to guide film and television
content (see box), foreign films are grow-
ing even more popular and are generat-
ing lurger profits than domestic offerings.
Forcign films and other foreign media
have come under attack in recent months
within China’s highest Party propaganda
organs as a threat to traditional Chinese
values. The Propaganda Department now
requires members ol the Chinese media
to cooperate with the pronouncement
made at the sixth plenary session of the

L4th Party Congress in 1992, which advo-
cated the promotion of model charac-
ters—typically average Chinese citizens—
that embody the “spirit of the times.”

In the months leading up 1o the 15th
Communist Party Congress, to be held
this fall, the latest campaign to promote
the values of a non-materialistic “spiritual
civilization™ appears to be an attempt by

The China Business Review

PRC President and Communist Party Sec-
retary Jiang Zemin to promote patriotic
sentiment and solidify the Party’s control
over the content and dissemination of in-
formation. The Communist Party has doc-
umented the steps that must be taken 1o
recreate this spiritual civilization in a
15.000-character manifesto, the “Con-
struction of Spiritual Civilization,” calling
on officials 1o be the “soul engineers” 10

RN SRNEEE TR
Chinese officials agreed to
eliminate the import quota on

US-made “Dlockbuster” films.

preserve the future of Chinese culture.
The manifesto calls for increased political
intervention in virtually every aspect of
popular culture, including film, television,
and the print media.

Following the instructions detailed in
the spiritual civilization nmanifesto, Propa-
ganda Department chief Ding Guangen
initiated a campaign last year 1o stress
“politics at every level,” in which he in-
structed editors, studio chiefs, and pub-
lishers o support current politics in all
forms of artistic content. Newspapers, for
example, exhorted Chinese citizens o
cmulate model citizens by buying Chi-
nese rather than foreign goods and
watching politically correct movies and
television, Betjing also initiated a ceiling
on foreign TV programming, regulating
the type of shows that could be aired aned
strictly limiting the broadeast time allotted
o foreign programs. In addition, Beijing
blocked “subversive™ Internet sites, rang-
ing from home pages teaturing pornogra-
phy to websites of standard Western
newspapers like The Wall Street Journel,
though many of these restrictions have
since been ifted,

In the artistic chill of the past vear, the
works of many independent Chinese
writers and film producers reportedly
were banned. Celebrity artists like Wang
Shuo—the author of more than 20 books
and the screenwriter for numerous
movies and TV programs, including the
successful TV series “Tales From the
Newsroom™—was forced 1o halt produc-
tion on his current film, “Relations Be-
tween Men and Women.” According 1o

Merrch-April 1997



Wang, it is ironic that the shooting ot his
film was stopped, since he considers the
film a Chinese version of “The Bridges Of
Madison County,” a huge box office hit
in China.

HOLLYWOOD

ENTERS THE GAME

Spiritual “clean-up” campaigns have
arisen before in modern Chinese history,
some lasting far longer than others. Ear-
licr propaganda bursts, however, gener-
ally ok place before China had opened
its market to foreign-made products. The
current campaign has atracted interna-
tional attention and has prompted an out-
cry from Hollywood. On December 10,
1996, several USs film stars, including
Richard Dreyfuss, Richard Gere. Paul
Newman, Tim Robbins, Susan Sarandon,
and Barbra Streisand, signed a letter o
Chinese Ambassador to the United States
Li Daovu, stating that the PRC govern-
ment's restrictions on the right of produc-

MAD ABOUT TV

During 1996, more than 950 million
Chinese people spent time in front of
the television. As in other countries,
the future of television in China ap-
pears to be cable and satellite televi-
sion. The Chinese government has
formed its own satellite, pay-per-view,
and cable television stations, and has
created numerous joint ventures to fi-
nance or acquire programming from
US suppliers like The Walt Disney Co.,
Home Box Office (HBQ), Entertain-
ment Sports Network, Inc. (ESPN), CBS
Broadcast International, and Turner
Broadcasting Systems. An effort to de-
velop educational and entertainment
programming (such as games and CD-
ROMs) for computer viewing also is
under way. In 1994, Microsoft Corp.
signed an agreement with Shanghai TV
officials to create Microsoft TV, a joint
venture to develop such programming
for direct computer viewing.

Last year, according to industry ana-
lysts, 40 million Chinese households
subscribed to cable TV services. By
2000, industry reports estimate that ca-
ble TV will reach 60 million house-
holds and nearly 300 million viewers.
Recent studies conducted by the Bei-

ers, directors, distributors, writers, and
others to express themselves freely were
“wholly unacceptable.” The letter urged
forcign film companies to “actively and
publicly oppose™ all Chinese government
efforts 1o censor films and demanded that
Beijing stop designating which Chinese
studios could sign agreements to distrib-
ute foreign films.

Also cited in the letter was “Kundun,”
a 86 million film about the life of the
Dalai Lama, Tibet's exiled spiritual leader.
The project is supported by a Disney
subsidiary and is scheduled for release in
theaters in the United States later this
vear. Chinese officials contend that the
film glorifies the Dalai Lama and inter-
feres in China's internal affairs. The Hol-
lywood letter criticized the rumored
threat by Beijing o stop Disney’s plans to
build a theme park near Shanghai be-
cause of its unhappiness with the pro-
duction of “Kundun.” Responding to the
letter, PRC Foreign Ministry spokesman

jing Meilande Information Co., a unit
of the local statistics bureau, reveal that
cable TV is increasingly popular
among Beijing residents. One-third of
the 100 families surveyed have cable
services and the remaining two-thirds
plan to subscribe soon. An undeter-
mined but apparently growing number
also have access to satellite broadcast
services. The number of homes
reached by direct broadcast satellite
(DBS) services, which do not require
widescale ground wiring, are expected
to surpass cable TV services by 2000.
The increasing number of broadcast
options available to Chinese viewers
will likely mean more business for for-
eign companies, regardless of Beijing's
attempts to regulate the types of televi-
sion programming and content. The
popularity of foreign programs contin-
ues to grow, and Chinese consumers
increasingly are willing to pay for the
necessary licenses and satellite dishes
that enable them to access Hong Kong
satellite and other satellite broadcasts.
Given this high demand, an increase in
Sino-foreign programming deals over

the next few years appears likely.
—Lisa Atkinson
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Cui Tiankai said that while Hollywood
studios have free rein over the content of
their movies, anything perceived by Bei-
jing 1o be “anti-China” is likely to have
negative  repercussions on a foreign stu-
dio’s efforts to do business in China. To
date, however, Beijing has not moved to
block the proposed Shanghai theme
park, and neither Disney nor the Chinese
government has commented further on
the issue.

A CONTINUING
HARD LINE?

Throughout the 1990s, the average Chi-
nese citizen’s personal income and
leisure time have risen dramatically. Chi-
nese citizens have begun satistying their
desire for new and different types of en-
tertainment, flocking to see foreign films
and listening to foreign music in record
numbers. It thus comes as no surprise
that Beijing's latest attempts to favor ideo-
logically correct Chinese-produced enter-
tinment over foreign offerings seem to
have backfired. Beijing's preferences
notwithstanding, foreign films continue 1o
outperform their Chinese counterparts at
the box office. and domestic film produc-
tion has dropped dramatically. Moreover,
Beijing is finding it difficult to censor the
growing number of increasingly popular
foreign cable and satellite TV offerings.

Though Beijing's chances of satisfyving
both Party ideological requirements and
popular demand appear to be slim, it
seems that the Chinese government al-
ready has started resorting 1o tactics used
in the early 1990s, when politically cor-
rect epics such as “Zhou Enlai” and "Mao
Zedong™ were re-released as alternatives
to “materialistic” foreign programming. In
1991-92. for example, “Zhou Enlai”
carned ¥120 million ($22.5 million) and
attracted 180 million viewers. This Janu-
ary, a television documentary praising the
life and times of Deng Xiaoping report-
cdly attracted a large audience. After
Deng's death in February, the airwaves
were filled once again with footage of
Deng's revolutionary days. While it re-
mains 1o be seen whether the Deng doc-
umentary will find its way to the big
screen, the latest winds of censorship
seem unlikely 1o die down anytime soon
as Jiang Zemin and other leaders try to

strengthen their standing in the lead-up
e

to this fall's 15th Party Congress. %
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New Growth
China's forestry

Zﬂdwfmes ]uggle Thomas K. Waggener and Weibuan Xu
market prices

he forestry sector in China provides a variety of important resources, from timber to paper-
(mdg()l’mlmeﬂt board, for the rapidly growing PRC economy. China’s total land mass of 9.6 million sq km,
or over 960 million hectares (ha), ranges from frozen tundra in the north to tropical forests
qlto;as in the south. Though China’s recorded forestry resources have expanded considerably over
the last 20 years, increased consumption of wood and paper products is placing new pressures on
China’s resources. Al the same time, though, this new demand creates some opportunities for for-
cign exporters and investors in the country’s forestry sector.

THE RESOURCE BASE

In 1949, forests accounted for an estimated 83 million ha, or 8.6 percent of China’s land base. The
most recent forest inventory, completed in 1993, reported total forest land of almost 263 million ha
and actual forested area of 133.7 million ha, or 14 percent of China's land area. The gain in forest
land is largely a consequence of the government's sustained efforts to establish plantations and en-
force limits on timber harvesting. China's total forested area includes roughly 113.7 million ha of tim-
ber forests, 16 million ha of “economic” forests (primarily horticultural projects and fruit orchards),
and almost 4 million ha of bamboo forests. The growing stock volume, or the volume of standing
timber inventory supporting forest growth, is 10.7 billion cu m, of which over 9 billion cu m comes
from timber forests and has commercial value. The Ministry of Forestry encourages the planting of
trees in rural areas around houses, along roads, and wherever space permits. Such growth currently
has an estimated growing stock volume of 332 million cu m.

But the distribution of forests in China is far from uniform. The forests are located primarily in the
northeast (Heilongjiang, Jilin, and Liaoning provinces, and Inner Mongolia Autonomous Region), the
southwest (Sichuan and Yunnan provinces), and the south (Anhui, Fujian, Guangdong, Guizhou,
Hainan, Hubei, Jiangxi, and Zhejiang provinces, and Guangxi Zhuang Autonomous Region). Some
82 percent of the country’s timber stand area and 87 percent of the total commercial forest area are
located in these three regions. Northeast China alone accounts for more than 76 percent of the coun-
try's forests and over 81 percent of total forested area While the forests of the northeast and south-
west are largely natural, many of the timber stands in South China are on plantations. The southern
region contains over half of all tree plantations, over hall of the total plantation timber growing stock
volume, much of the economic forest plantation arca, and most of the bamboo plantations.

Though total forested area in China is large in absolute terms, per capita forest coverage is
presently estimated at only 0.11 ha/person, or about one-sixth the worldwide average. China has ag-

Thomas R. Waggener and Weihuan Xu gressively pursued the establishment of tree plantations, particularly since the start of the Eighth
are professor and research associate Five-Year Plan (FYP, 1991-95). An estimated 34.2 million ha of plantations had been established by
respectively, at the Center for 1993. of which 21.4 million ha were timber, 11.8 million ha were horticultural, and about 1 million
International Trade in Forest Products ha were bamboo.
in the College of Forest Resources at the The majority of natural forests in China are under the administration of the Ministry of Forestry and
University of Washington in Seattle its provincial bureaus. The State forestry bureaus, numbering 138 by 1993, ntrol some 24 million ha
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of forest lands and 22 million ha of actual
forested land. In addition, China’s 4,256
State forest farms have planted area of ap-
proximately 25 million ha, while over
150,000 tree farm collectives control 8.7
million ha in planted area.

AWAY FROM
THE STATE PLAN...

From 1985-95, timber allocated and dis-
tributed under the State plan, subject to
State regulated and subsidized prices, fell
from about 40 percent to 5 percent of all
timber harvested. The present marketing
system consists of three tiers. Under the
first tier, certain provinces manage quo-
tas set by the State Council and require
State timber bureaus and State forest
farms to allocate a set amount of timber
at State-determined prices. Under the
second tier, tree farm collectives sell their
the
county/township level and are not sub-

products at prices set at
ject to central-level quotas. At the third
level, timber is sold through the emerg-
ing wholesale market in which prices are
allowed to fluctuate freely.

State quotas remain in place only in
Heilongjiang (1.5 million cu m), Jilin (1
million cu m), and Inner Mongolia (1
million cu m). Enterprises and forest
units in these provinces are now permit-
ted to sell timber on the wholesale mar-
ket after they have sold their respective
quota amounts to State enterprises. In
1995, total timber production in excess
of quota in Heilongjiang, Jilin, and Inner
Mongolia was 6.8 million cu m, 4.9 mil-
lion cu m, and 4.3 million cu m, respec-
tively. Of total officially recorded timber
production in 1995, 6.7 percent was har-
vested and sold under government quo-
tas. The first organized wholesale mar-
kets were established in 1992 in Jilin,
Hubei, and Fujian provinces, and ex-
panded into Heilongjiang, Sichuan,
Henan, and Guangdong in 1993, A major
wholesale market was established in Bei-
jing at the end of 1995,

... BUT NOT FROM
CENTRAL DIRECTIVES

Since the late 1980s, China has imple-
mented a number of policies to boost
forest sector output and minimize the
negative environmental impact of
forestry production. In the past, China’s
natural forests were harvested without

adequate reforestation programs or pro-
tection measures, reducing both the area
and productivity of the natural forest
stands. The Ministry of Forestry esti-
mates that commercial timber area de-
clined by some 2.8 million ha between
1981-88, with a corresponding decline in
mature inventory of about 7.7 percent.
From 1977-81, gross consumption
(which includes commercial removals;
losses to fire, pest infestations, and dis-
ease; and illegal harvesting) exceeded
total growth by 18.7 million cu m per
year. From 1984-88, this shortfall was
about 15 million cu m per year. In Hei-
longjiang, for example, harvestable tim-
ber reserves declined by some 81 per-
cent during this period.

Well aware of the drop in forest re-
sources, central forestry officials hope to
increase forest coverage to 16 percent of
the total land area by the end of this cen-
tury, or 160 million ha, and to 20 percent
(192 million ha) by 2020. Recent forest
inventory statistics are encouraging: new
reports indicate that the gross growth is
beginning to surpass gross harvest—from
1989-93, average annual growth was 419
million cu m, while annual average re-
moval was 320 million cu m.

Beijing also intends to shift from the
exploitation of natural forests toward
heavier reliance on intensively managed
timber plantations of fast-growing, high-
yield species. China aims to have plan-
tations with a timber base of some 30
million ha of fast-growing species by
2000, yielding harvests of some 27 mil-
lion cu m in 2000 and approximately 44
million cu m by 2010. Until the younger
timber stands on southern plantations
mature, though, harvests will continue
to be primarily from older, mature nat-
ural forests in the northeast and south-
west.

Forestry officials also have begun to
distinguish between “industrial” and “en-
vironmental” forests, reflecting increased
concern about maintaining environmen-
tally sustainable forest growth. Industrial
forests, which tend to be plantations, are
higher-quality timber forests harvested
for commercial timber production. Envi-
ronmental forests, in contrast, are low-
productivity lands that serve mainly to
“green” the countryside, maintain a
healthy level of biodiversity, and control
crosion and desertification,

Though tolal forested area in
China is large in absolute lterms,
per capita forest coverage is only

about one-sixth the worldwide

average.

New forms of land tenure are also en-
couraging more efficient use of forest
lands in China. Individuals and collec-
tives are now permitted to enter into in-
come-sharing arrangements for up to 50
years with State timber farms on State
forest lands. Under such arrangements,
about 30-40 percent of returns typically
g0 to the local private party. Foreign
partners can engage in joint forest devel-
opment of fast-growing species with lo-
cal forest departments under initial
tenures of 30-50 years, with 60-70 per-
cent of income accruing to the foreign
partner. According to the Ministry of
Forestry, foreign enterprises can also
rent forest land for forestry development
for terms of 30-50 years. And forest land
mortgages can be used as security for
bank loans if the lands have been evalu-
ated by a land valuation firm. As of
1995, some 29 Sino-foreign forestry joint
ventures had been established, with total
invested capital of $5.6 billion, of which
$364 million was provided by foreign
sources, Individual holdings of forested
land, under sub-leases that entitle the
lessee to own the planted trees and pass
the resources on to family members,
also now exist.

These changes have had a significant
impact on State forestry enterprises in
China. Heilongjiang forestry bureaus, for
example, now sell increasing amounts of
timber at market prices, which tend to
be higher than what State-owned
forestry enterprises can afford to pay.
Their inability to afford timber at market
prices has meant that many of Hei-
longjiang’s State-owned forestry enter-
prises are forced to operate well below
capacity. Capital investment subsidies
from the State are disappearing for the
large and medium-sized enterprises,
which increasingly are expected to pay
for State timber—and are now being
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Reports indicale that China s
gross growth is beginning to

surpass gross harvest.

held accountable for their economic per-
formance. Tax reforms under way,
though, may help ease the bite of mar-
ket reforms on forestry enterprises.
Some State-owned forest industry enter-
prises have been relieved of the “ad-
justable tax” obligation, and State-owned
forest farms facing “cconomic difficul-
ties” have been relieved of some income
tax obligations. In Sichuan Province, the
provincial government has relieved all
State-owned forestry enterprises from tax
obligations on logs, while in the north-
cast, the output tax on logs has been re-
duced from 10 percent to 5 percent.
Joint ventures that import unprocessed
wood and then re-export manufactured
wood products are now eligible for im-
port tax waivers,

THE HARVEST STORY

Because China's forestry sector includes
a centrally planned component and a
growing private sector component, as
well as unknown amounts of illegal or
unauthorized harvesting, information on
China’s timber harvest and forest prod-
ucts production is difficult to obtain. In
the past, the forest bureaus and State-
owned forestry enterprises were respon-
sible for passing production data to the
central government, which then set pro-
duction targets for the coming year and
allocated timber by quota to various
ministries and departments. As China’s
economy liberalizes, undocumented tim-
ber use is increasing. Rural residents
now enjoy greater [reedom to build
homes or add 1o existing houses, for ex-
ample. But only rough estimates are cur-

rently available for the rising levels of

timber used as fuelwood and for rural
household construction.

PRC authorities estimate that official
commercial timber production hit 67.7
million cu m in 1995—the highest total
reported since 1952—of which State pro-
duction accounted for 38.3 million cu m.
The State sector's production included
30.7 million cu m of industrial logs and

1.6 million cu m of fuelwood. The an-
nual cut, determined at the county level
based on local forest conditions, is
presently set at approximately 70 per-
cent of growth.

According to United Nations Food
and Agriculture Organization (FAO) esti-
mates, sawlog-veneer log production
from 1976-92 increased from 42 million
cu m to 47.6 million cu m, while pro-
duction of pulpwood, using primarily
conifer roundwood, increased from 3.9

R EN R TP T TR DI VY B e ]
TABLE 1

OUTPUT OF CHINA’S MAJOR WOOD
PRODUCTS, 1995 (MILLION CU M)

TOTAL  STATE SECTOR
Timber 38.3
Sawnwood i1.8 2.0
Panels 16.8 2.2
Plywood 7.0 0.5
- Fiberboard 2.2 0.7 -
Shaving board 4.3 0.9

SOURCE: PRC Ministry of Forestry

million cu m to 6.8 million cu m. While
annual average sawnwood production
exceeded 20 million cu m for 1980-91,
production in 1995 hit 41.8 million cu m,
a significant increase over the 12,9 mil-
lion cu m recorded in 1994, State sector
production of sawnwood, however, fell
from 2.2 million cu m in 1994 to 2.0 mil-
lion cu m in 1995 (see Table 1). The de-
cline appears to be the result of market
forces, as many State-owned sawmills
were forced to reduce output or close
for extended periods of time because
they could not afford to pay market
prices for timber, or operate profitably
without government subsidies.

Many of China’s forest-based industries
are located in northeast China, home to
much of China’s forestry output. The Hei-
longjiang Forestry Sales Bureau, under
the provincial Forest Industry Bureau,
sells much of the forest-based production
derived from the remaining natural
forests and industrial timber volumes.
The province’s 1995 timber production
reached 8.3 million cu m. Heilongjiang's
log consumption was estimated at only
[.4 million cu m in 1995, but the Hei-
longjiang Forestry Sales Bureau sold 4.1
million cu m of logs outside the State
plan to wholesalers and processing enter-
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prises in other provinces, in addition to
providing 1.8 million cu m of timber in-
side the plan.

Mountainous Fujian Province, the sec-
ond-largest timber-producing province,
has 6.1 million ha of commercial forests,
including almost 4 million ha of tree
plantations. The province harvested 5.0
million cu m of timber in 1995, shipping
about half of its log output and 80 per-
cent of its processed lumber to other
provinces. Total annual log-processing
capacity in the province is estimated at
1.2 million cu m, including the capacity
to process 900,000 cu m of lumber. Else-
where, Inner Mongolia, Jilin, Sichuan,
and Guangxi each harvested over 4 mil-
lion cu m of timber in 1995 (see p.47).

Production of wood pulp, a compo-
nent of paper and paperboard products,
remains modest in China. The paper in-
dustry relies largely on non-wood pulp
sources—only about 11 percent of
China's pulp production is based on
woaod fiber. But the Ministry of Forestry
plans to add approximately 600,000 met-
ric tons of wood-based pulp capacity
during the 9th Five-Year Plan (1996-
2000). Total pulp production, including
non-wood fibers, increased from 8.5 mil-
lion tons to 10.3 million tons from 1990-
94. Paper and paperboard production,
which incorporates both wood and non-
wood fibers, is significantly higher. Pa-
per and paperboard production, esti-
mated at over 3.3 million tons in 1976,
rose to 21.3 million tons in 1994,

Production has been relatively stagnant
at the roughly 1,600 pulp mills under the
General Association of Light Industry,
though, owing to limited raw materials
and increasing concerns about pollution.
But the 8,300 collectively operated small
mills have experienced more significant
agrowth. In 1993, these collectives pro-
duced approximately 10.6 million tons of
pulp, with the light industry association’s
mills producing some 8.9 million tons.
Because the small mills tend to generate
large amounts of pollution, their growth
in recent years has sparked concern
among environmental and forestry offi-
cials. Government officials apparently
hope to close all severely polluting small
mills (those with annual production of
less than 5,000 tons of pulp). Already, the
government has issued laws banning the
import of pulping equipment for facilities



producing less than 10,000 tons annually,
and ordered the closure of all mills in the
Huai River valley with production capac-
ity of less than 5,000 tons.

THE DEMAND SIDE

Though one of the largest countries in
terms of forestry production, China has
one of the lowest per capita timber con-
sumption levels. Total removals from for-
est inventory averaged 319.9 million cu m
between 1989-93. As with timber harvest
and production, however, information re-
garding consumption by product type
and enduser is often conflicting now that
less output is allocated centrally. Accord-
ing to the Ministry of Forestry consump-
tion survey for 1994, total wood con-
sumption 298 million cu m.
Commercial log use was 131.8 million cu
m and constituted 44 percent of total
consumption. Use of logs in non-com-

was

mercial construction was 62 million cu m,
or 20.8 percent. Fuelwood consumption
was 85.9 million cu m, or 28.8 percent.
Relatively little timber is used in urban
structural applications, including housing,
because prices of brick and concrete ma-
terials remain low.

Improving both the efficiency of timber
harvests and the quality of products while
minimizing total harvests remains a central
element of China’s comprehensive forest
policy. China's forestry officials have
stressed the importance of reducing waste
in logging and processing by making
greater use of byproducts and residues in
panel production. The Ministry of Forestry
recently has emphasized the integration of

T STSRARE S T A N A1V A TG
TABLE 2
PRC FORESTRY IMPORTS, 1995

Logs (wood in the rough) 2.6 million cu m

Conifer logs 0.6 million cu m

Temperate

hardwood logs 1.5 million cu m

Tropical
hardwood logs

0.5 million cu m

Conifer

(softwood) lumber 153.3 thousand cu m

Tropical

non-conifer lumber 151.8 thousand cu m

Plywood

1.4 million cu m

Pulp 0.8 million tons

Paper/paperboard 3.0 million tons

SOURCE: PRC General Administration of
Customs

particleboard and fiberboard production
industries to make more comprehensive
use of the existing timber supply. And
forestry officials intend 1o increase the in-
tegration of wood-product production by
encouraging enterprises in compatible sec-
tors to set up operations near to each
other. For example, a paper mill situated
close to a sawmill can make use of the
sawmill’s waste chips, with minimal trans-
portation cost.

In the face of declining harvests from
natural forests and mature timber stands
in the early 1980s, particularly in the
northeast, Beijing offered various subsi-
dies to encourage the establishment of
plantations of fast-growing species. This
move has boosted overall planted area,
but these stands remain immature and
have yet to contribute substantially to
overall timber supply. China has also im-
ported timber to supplement domestic
supply, but the State Planning Commis-
sion has regulated these imports, through
import quotas, import licensing require-
ments, and strategic structuring of timber-
related tariffs.

TRANSITION PROBLEMS

These policies notwithstanding, China's
forestry sector continues to be buffeted
by the transition to more market-hased
distribution and consumption patterns.
Except where State quotas are still in ef-
fect—Heilongjiang, Jilin, and Inner Mon-
golia—the Chinese government has
greatly reduced financial subsidies to the
sector. But unprofitable forestry enter-
prises continue to operate, particularly in
the northeast—and an estimated 40 per-
cent of State-owned forestry enterprises

currently are in the red.

Uneven application of quotas also has
skewed forest development. Quotas and
price controls on large-diameter wood
(more than 18 c¢m) used in industrial
processes, for example, discourage pro-
duction. Higher prices on smaller-diame-
ter wood encourage early harvesting, and
the supply of smaller-diameter wood (less
than 15 cm) from new plantations in the
southern and coastal regions is growing.

Rising transportation costs for timber
also have affected national timber sales.
Previously, timber was largely distributed
by rail under State allocation plans, and
often over distances of 1,000 km or more.
Now, many suppliers incorporate trans-
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PRC authorities estimate that
official commercial timber
production hit 67.7 million cu m
in 1995—the highest total
reported since 1952.

portation costs into their prices, with the
result that shipping distances have de-
clined. With the rise in the number of re-
gional markets, market forces increas-
ingly are determining where timber is
bought and sold.

Perhaps the most important reform af-
fecting forestry and timber markets has
been the relaxation of price controls and
the emergence of wholesale markets. The
US Department of Agriculture estimates
that up to 90 percent of China’s timber
and forestry product prices are now set
according to market forces. But the lack
of timely and accurate pricing informa-
tion continues to restrict the functioning
of the free markets to the extent that po-
tential buyers and sellers, including bro-
kers and foreign suppliers, do not have
full access to market data. The Ministry of
Forestry is reportedly implementing a
comprehensive price reporting system,
but its China Forestry Products Informa-
tion report remains available only to Chi-
nese forestry organizations. Lack of infor-
mation regarding product standards,
transportation rates, and import duties
and taxes; poorly disseminated regula-
tions on housing construction; and higher
tariffs on value-added timber products
are some of the other problems plaguing
China’s forestry enterprises and deterring
potential investors and trading partners.

THE
FORESTRY TRADERS...

Beijing has traditionally considered tim-
ber and wood imports to be a low prior-
ity, and China used to import timber
through barter arrangements, primarily
with the former Soviet Union. Since Rus-
sia began demanding hard currency for
its timber in 1991, China's barter trade
has fallen significantly. As a buyer, China
has tended to purchase logs for domestic
processing, rather than processed timber
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China has been a net importer of

most categories of forest products.

(see Table 2). Recently, however, China
has begun purchasing more expensive,
higher-quality timber and timber prod-
ucts, though these imports remain a rela-
tively small share of total imports. PRC
trade policies for forest products have
had four principal objectives: to make up
for the growing domestic shortage of
wood; to obtain larger, high-quality
wood; to broaden the species available to
domestic processing enterprises; and to
supply inputs to export-processing enter-
prises, including joint ventures.

At present, the regulations governing
timber imports are unclear. Beijing an-
nounced in May 1995 that all import quo-
tas and licensing requirements on logs,
lumber (excluding Paulownia), veneers,
and plywood would be removed effective
June 30, 1995. (Since China is a major
producer and exporter of Paulownia, offi-
cials do not want imports of this species
to compete with domestic production.)

Trading of forest products was to be
restricted to “State-designated compa-
nies,” but the role of these enterprises re-
mains unclear, About 70 such companies
have reportedly been designated to en-
gage in timber trading, with at least one
such company in each province. Many of
these companies, however, are “sideline”
businesses of larger timber enterprises or
of provincial or county forestry organiza-
tions, primarily in the Shanghai and
Guangdong regions. Other regulations
have eroded the influence of the designa-
tion scheme. For example, Sino-foreign
forestry joint ventures can import forestry
products on preferential terms and then
resell the timber domestically, avoiding
import taxes. Many of the Chinese com-
panies permitted to engage in wood im-
ports act on behalf of other non-desig-
nated firms for a 1-2 percent agency fee.
Attaining the official designation has be-
come particularly important for forestry
companies in interior provinces, where
there are fewer joint ventures to serve as
unofficial importers.

Certain other government organiza-
tions, including the Ministry of Foreign
Trade and Economic Cooperation and

the Ministry of Railroads, are permitted 1o
import timber and related products for
their own use. As with most imports into
Special Economic Zones (SEZs), timber
imports into SEZs are eligible for tax con-
cessions and license waivers. Preferential
policies for the SEZs are, however, cur-
rently under review and the subject of
debate, as leaders seek to balance growth
between coastal regions and the interior.
Special regulations also govern imports
conducted under barter agreements and
imports of timber-related commodities
considered 1o be of critical national im-
portance, or “centrally planned commodi-
ties.” These include primarily building
materials, lumber, and panel required for
government construction projects, In
April 1996, China reduced many tariff
rates on forest products, but the overall
tariff structure remains biased against
value-added wood products. While tariffs
on logs and lumber are in the range of 2-
5 percent, tariffs on veneer remain at 12
percent, duties on plywood, millwork,
particleboard, and fiberboard are 20-22
percent, and the tariff on windows and
doors is still 30 percent.

...AND
WHAT THEY TRADE

Despite the range of tariff and non-tariff
import barriers, China traditionally has
been a net importer in almost all cate-
gories of forest products. China also im-
ports significant quantities of machinery
for the sector, and the 9th FYP allows for
the import of $849 million worth of
equipment for the wood, pulp, and pa-
per industries. Forestry imports expanded
steadily until 1988, when Beijing imposed
strict foreign exchange controls to slow
down economic growth. Imports of all
solid wood products did not begin to rise
until 1992, reaching $1.6 billion in 1995.
Log imports, which tend to fluctuate with
government credit controls on the capital
construction sector, accounted for $368.4
million, or 23.6 percent of all wood im-
ports. Sawnwood imports were $148.4
million in 1995, with temperate hard-
woods accounting for the majority (67.2
percent). Imports of plywood, an impor-
tant construction input, reached $816.2
million in 1994 but declined to $556.6
million in 1995. And imports of wood
pulp, used for higher-quality paper prod-
ucts and for which China has limited pro-
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duction capacity, reached $844.5 million
in 1995, up significantly from $494.4 mil-
lion in 1994. The value of paper and pa-
perboard imports was also up in 1995
over 1994, but more modestly, rising
from $2 billion to $2.3 billion.

Conifer sawlogs, traditionally China’s
leading forestry import, reached a peak
of 9.5 million cu m in 1988. Over the
1992-95 period, total log imports declined
from 4.7 million cu m to 2.6 million cu
m; conifer log imports declined from 2.2
million cu m to 0.6 million cu m; and
non-conifer log imports declined from 2.4
million cu m to 2.0 million cu m. Almost
all the non-conifer imports were tropical
timber species rather than temperate
hardwoods.

Trade in sawnwood, while significant,
has been much smaller. Imports of
conifer lumber reached a peak of 278,800
cu m in 1988. Sawnwood imports
reached 1.2 million cu m in 1993, though
by 1995 had slipped to 851,000 cu m.
Conifer sawnwood imports dropped
sharply, from 370,000 cu m in 1992 to
only 153,300 cu m in 1995. Tropical, non-
conifer sawnwood imports, though, in-
creased from 85,000 cu m in 1992 to
224,700 cu m in 1993 before declining to
151,800 cu m in 1995,

Imports of other solid wood products,
with the exception of plywood, have
been quite limited. Though not differenti-
ated in Chinese Customs statistics, the
largest share of imported plywood has
been tropical hardwood veneers and
panels. Plywood imports declined in
1995 over 1994 to 1.4 million cu m. Im-
ported veneer, particleboard, and fiber-
board imports all increased significantly
during the 1992-95 period, perhaps be-
cause of rising demand for higher-quality
particleboard and the fact that the small
domestic particleboard industry has been
unable to compete with the quality of im-
ports. In 1995, veneer imports amounted
to almost 256 million kg, while particle-
board and fiberboard imports were about
209 million kg. Likewise, builder’s joinery
increased significantly.

Imports of pulp and wastepaper also
have been substantial. The major compo-
nent of this trade was wastepaper and
paperboard, followed (in volume) by sul-
fate wood pulp. Pulp imports in 1994
reached 1.5 billion kg, over one-third of
which was soda or sulfate pulp. Sulfite



pulp was the second-leading pulp com-
modity, closely followed by dissolving
pulps and mechanical wood pulps. Im-
ports of wastepaper, however, dominate
the pulp category, reaching 906 million
kg in 1995, China has also imported a
significant amount of paper and paper-
board products. By volume, kraft paper
and paperboard, along with printing and
writing papers, have constituted the
largest such imports. In contrast to log
and lumber imports, total imports of pulp
and paper-paperboard products in-
creased in volume during 1992-95,

US INVOLVEMENT

China holds great potential for US
forestry exports, as PRC imports continue
to shift away from primary to secondary,
value-added forest products. In 1995,
China imported almost $356.7 million in
timber, pulp, and paper products from
the United States. Pulp imports were
$131.4 million and paper and paperboard
totaled $141.5 million. Primary wood
products, half of which were conifer logs,
accounted for $24.8 million in Chinese
imports from the United States. China im-
ported just $6.3 million worth of sec-
ondary wood products from the United
States in 19935, of which $1.8 million was
wood furniture. Indirect US-China trade
via Hong Kong in hardwood lumber, ve-
neer, plywood, fiberboard, and particle-
board amounted to over $42 million in
1995 (according to US trade figures),

greatly exceeding direct trade in these
products.

SEEING

THROUGH THE TREES

The rapid decline of inventories of ma-
ture and over-mature timber from natural
forests, the premature harvesting of im-
mature timber, and lack of middle-aged
timber stands will limit the available sup-
ply of larger, higher quality logs for in-
dustrial use for most primary products.
An implicit quota established in 1993 for
the total consumption of timber of 240.0
million cu m for the first time included
timber consumption inside and outside
the State plan. Of this, a target of 99.9
million cu m of commercial quality tim-
ber was set, including about 60-65 mil-
lion cu m directly under the State plan.

China's forestry officials are becoming
increasingly aware of environmental and
other non-commercial aspects of forests,
including the importance of soil, water,
and wildlife protection and biodiversity
preservation. China already can claim
some progress in developing a more en-
vironmentally and economically sound
forestry sector thanks to improved forest

management and the rationalization of

production decisionmaking. But incom-
plete restructuring of the sector, along
with information gaps, still contribute 1o
distorted allocation of resources and un-
dermine environmental as well as eco-
nomic efficiency.

CHINA’S MAJOR TIMBER-PRODUCING PROVINCES, 1995
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China has sought foreign
lechmical assistance to modernize

ils forestry seclor.

Under the 9th FYP, China intends to
add 900 million sq m of new or im-
proved housing and increase urban per
capita living space from 4 sq m to 8 sq
m. Rural housing, agriculture, and fuel-
wood will account for much of the out-
side-plan utilization in the future. Though
Chinese housing construction typically re-
lies less on wood products than does US
construction, as Chinese consumers’ liv-
ing standards rise, more wood is likely to
be used.

Forestry officials, meanwhile, would
like to keep annual harvest and removals
below net growth and to encourage non-
wood substitutes where feasible to build
up the growing stock. This will prove dif-
ficult over the next two decades, though,
since demand for wood-based pulp and
paper for paper and paperboard produc-
tion is surging and trees on plantations
have yet to reach maturity.

China clearly intends to restructure fur-
ther and rationalize the forest sector
through greater reliance on the free mar-
ket. To date, significant reforms have al-
ready been implemented that loosen
State control over resource allocation,
management, and markets. Recent evi-
dence of rationalization of production
and consumption appear to be the results
of enterprises’ greater freedom to formu-
late business plans and make market-
based decisions. But tariffs and other
market impediments continue to distort
the forest products market, and the lack
of transparent rules and enforcement of
tax policies and licensing practices con-
tinue to discourage wider foreign partici-
pation. China has sought technical assis-
tance from and the participation of
foreign investors 1o aid the transition
from a centrally planned forestry sector
to a modern and efficient forestry base
and industry. New opportunities in direct
sales of forestry products in China are
likely to surface, as are opportunities for
those who can offer technical advice in
China's drive to develop its forestry sec-
tor and its forest products markets. 5
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FORECAST ‘97:

BALANCING OPTIMISM WITH CAUTION

Whether the topic was China's econ-
omy, political situation, climate for foreign
investment and trade, or relations with
the United States, the guest speakers at
the Council’s Forecast ‘97 meeting on Jan-
uary 30 agreed that China was on track to
achieve its many goals for the next year
and beyond. But the speakers
tempered their generally fa-
vorable views of China's
political and economic
successes with a daunting
list of uncertainties that
could knock the coun-
try off course—
ranging from
questions
about the
ability  of
PRC
dent

Presi-
Jiang
hold
on to power after

Zemin to

this fall's Communist Party Congress,
to the growing influence of domestic in-
dustrial interest groups lobbying for pro-
tection from foreign competition

Leading off the morning session, H. Ly-
man Miller, director of China Studies at
the School for Advanced International
Studies of the Johns Hopkins University,
highlighted the role this year's 15th Com-
munist Party Congress will play in shap-
ing the country’s political, economic, and
social development over the next five
years. Miller stressed that though Jiang
has strengthened his power base in re-
cent years, it is unclear who will replace
current Premier Li Peng, whose final term
expires in 1998, The decision over Li's re-
placement will likely bring 1o the fore
popular reservations about Jiang's strat-
egy of rushing Shanghai allies such as
Vice Premier Wu Bangguo up through
the Party ranks to serve in high-level po-
sitions in the central government

Miller also predicted that Chinese lead-
ers would not take dramatic moves to-
ward State-owned enterprise reform until
after the fall, in an effort to maximize do-
mestic stability in the lead-up to the Party

Congress. Other trends to look for in
coming years, Miller noted, include a de-
cline in the political influence of the
dwindling number of elder leaders, and a
renewed battle between the affluent
coastal and lagging interior provinces for
development resources.

Anne Stevenson-Yang, director of
the Council's China Operations,
then summarized the foreign busi-
She

sketched the current character of

ness climate in China.
the Chinese leaders concerned
with investment policy, many of
whom are “neo-conser-
vatives” who favor
State-directed capi-
talism and must
grapple with the
growing presence
of domestic players
lobbying for com-
mercial preferences.
These increasingly influential groups
have lobbied for improving labor benefits
and firms’ technological capabilities, with
generally little concern given to keeping
operating costs low. Stevenson-Yang also
discussed the rise of “chauvinist” values
in industrial policy, such as the stress on
developing “Chinese” standards for prod-
uct inspection and import requirements.
Despite the increasing domestic pro-
tectionism, Stevenson-Yang described
China as a “market-driven economy...with
thousands of distortions.” She cited value-
added telecommunications services and
retail and chain stores as sectors in which
there are numerous ways 1o cirrcumvent
official restrictions. Stevenson-Yang also
argued that PRC leaders scaled back the
auto industrial policy after realizing that
the fragmented condition of the industrial
base would slow efforts to develop the
sector from the center.
The final
Nicholas Hope, director of the World

morning speaker was

Bank's China and Mongolia Department,

who discussed China’s economic

prospects. He cited the 9.7 percent an-
nual GDP growth rate and low inflation
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in 1996 as evidence of the government’s
success in taming the runaway inflation
of two years ago. Other achievements
last year included a record grain harvest,
which Hope said could even exceed the
480 million ton official estimate; and im-
proved control over monetary policy. He
reported that the Ministry of Finance pro-
jects GDP to grow at 8 percent in 1997,
while the State Statistical Bureau esti-
mates growth at about 10.5 percent.
Hope called public finance the “weak
link™ in the Chinese economy, but stated
that “1996 may be the year in which fiscal
revenue as a share of GDP bottoms out.”
Other weaknesses in the PRC economy
include unemployment, which is rising;
oversupply problems and inefficient pro-
duction; and the ongoing State enterprise
dilemma. Nevertheless, Hope suggested
that the smooth resolution of three issues
in 1997 would “bode well for maintaining
confidence in the PRC economy™ the re-
turn of Hong Kong in July;
China’s World Trade Or-
ganization (WTO) ac-

cession; and the 15th
Party Congress. Dur-
ing the question and
answer period, Hope
noted that China's in-
adequate legal struc-
ture and lack of regu-
latory transparency
pose perhaps
the greatest
threats to for-
eign-invested
enterprises
Nonetheless, Hope predicted that the es-
tablishment of a build-operate-transfer
framework could “open the floodgates”
for foreign participation in power and
other infrastructure sectors within the next
2-3 years.

In the afternoon workshop on navigat-
ing standardization, conformity assess-
ment, and certification channels in China,
member company representatives were
thoroughly briefed on China's recently
imposed certification requirements. Be-



linda L. Collins, director of the Office of
Standards Services of the National Insti-
tute of Standards and Technology, out-
lined China's standards regime and de-
tailed some of the problems her office has
identified, most of which center around
the lack of transparency in China's rela-
tively new standards system. One of the
greatest difficulties, Collins said, was sim-
ply finding out which PRC body has re-
sponsibility for what standardization or
certification activity.

Gregory Galluccio, associate managing
engineer of Underwriters Laboratories
(UL)'s International Compliance Services
Department, reinforced Collins's remarks
during his presentation, which included
case studies of his experience navigating
the Chinese safety license process on be-
half of UL clients. The PRC's State Admin-
istration for Import and Export Commod-
ity Inspection now requires safety licenses
for imports of certain types of electrical
equipment. While one client’s product en-
dured a 12-week ordeal before receiving
the safety license, another client breezed
through the process.

The workshop on services featured
speakers from the fields of finance and
advertising. Mary Peng, executive director
and chief representative for China with
Dentsu Young & Rubicam in New York,
pointed out that regional differences as
well as regulations pose challenges 1o ad-
vertising in China. Nonetheless, advertis-
ing rates in China remain among the low-
est in the world—pennies spent on
advertising can produce results that reach
as many as 1,000 people. Peng cautioned
that regulation of Chinese media is

mounting. The 1995 advertising law
grants authority to the State Administra-
tion of Industry and Commerce to ap-
prove advertisements for television and
print ads. Centain products, including al-
cohol, food, tobacco, and pharmaceuti-
cals, must also receive approval from vari-
ous other agencies.

Robert Poole, vice president in the Asia-
Pacific marketing department for First
Chicago NBD Corp., detailed the services
that foreign financial institutions in China
can offer, including provision of credit in-
formation, risk coverage, and collection
services. There are currently 24 cities in
China open to foreign banks, with 155 fi-
nancial institutions represented, 1,140
bank branches, and 300 representative of-
fices. Net assets of the foreign financial in-
stitutions in China total $28 billion, of
which $3.3 billion is in foreign deposits.
Poole emphasized that significant barriers
to foreign bank activity persist, and pre-
dicted that the Chinese government would
continue to maintain a tight credit policy
and restrict foreign banking activity while
the domestic sector develops.

ChinaWire Corp. Chairman Gilles
Stucker discussed his company’s long-
term contract with the Ministry of Posts
and Telecommunications to operate an
international remittance system. Chi-
naWire, through an agreement with Seat-
tle's KeyBank, allows for remittances to
China through specially designed auto-
KeyBank
branches in Seattle and Portland.

The afternoon workshop on the 1997

matic teller machines in

US legislative agenda and Congress's
China policy featured senior staff from the

CHEMICALS WORKING GROUP MEETS

key House and Senate trade oversight
committees, a Washington trade policy at-
torney, and Council Vice President
Richard Brecher. Discussion focused on
the difficulties of moving legislation to
grant China permanent Most Favored Na-
tion status in the midst of the ongoing
WTO accession talks and Hong Kong's re-
version to Chinese sovereignty.

The investment environment work-
shop, moderated by Stevenson-Yang, fo-
cused on how PRC government-set indus-
trial policies and regulations have created
challenges for foreign companies in
China. Kenneth DeWoskin, senior China
adviser for Coopers & Lybrand, explained
the forces driving China’s regulatory
regime. DeWoskin noted that though the
number of regulations to which foreign
firms are subject has been increasing, en-
forcement has typically been conducted
on an ad hoc basis. Keith Davey, director
of Business Development and Analysis for
Ford Motor Co., shared Ford's views of
the Chinese investment environment.
Pointing to Ford's long history in China,
Davey emphasized the importance of es-
tablishing relationships with government
officials at the central and local levels,
and stressed the fundamental role consen-
sus-building plays in efforts to conduct
business in China. After a summary of key
themes in the investment environment by
Kimberly Silver, assistant director of the
Council’s business advisory services, par-
ticipants discussed specific issues con-
fronting US investors today, including the
changing regulations on capital imports
duties, foreign brand-name registration,
and intellectual property protection.

IN WASHINGTON

The Council’'s Chemicals Working
Group met on January 29 to discuss
the investment environment in China's
chemical industry and the legal frame-
work for protecting intellectual prop-
erty rights. Addressing the group were
the Council’s Director of China Opera-
tions, Anne Stevenson-Yang, and Andy
Sun, associate director of the Dean
Dinwoodey Center for Intellectual
Property Studies at George Washing-
ton University.

Stevenson-Yang noted that although
China’s chemical industrial plan has not
been released in its entirety, it is already
operative within the Ministry of Chemi-
cal Industry. The industrial plan stresses
technology transfer as a condition of
foreign investment, places heavy em-
phasis on mergers and acquisitions, fa-
vors technical renovation rather than
new construction, and espouses adher-
ence to international environmental
standards.

Sun described the status of China's
intellectual property protection regime.
While admitting that chemicals firms
are likely to continue to face local pro-
tectionism and a lack of willingness to
enforce existing laws, Sun touted
China’s rapidly developing legal infra-
structure and its shift from administra-
tive enforcement to judicial enforce-
ment of laws and regulations,
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A HONG KONG PERSPECTIVE
ON THE HONG KONG TRANSITION

The 1997 Forecast meeting's luncheon

speaker was Frank Ching, senior editor of

the Far Eastern Fconomic Review. Ching,
a long-time Hong Kong resident and re-
spected journalist, offered members a dis-
tinctly Hong Kong view of the territory's
July transition to PRC sovereignty. In
Ching's mind, the current situation in
Hong Kong is “relatively stable™ a recent
poll reported an 80 percent level of con-
fidence among the Hong Kong popula-
tion, while the stock exchange and prop-
erty markets achieved record highs in
1996. Business confidence remains high

as well, Ching noted, with 95 percent of

respondents in a 1996 survey by the
American Chamber of Commerce ex-
pressing optimism about the Hong Kong
business environment in the next five
years.

The bulk of Ching's remarks focused
on what he considered to be the foreign
media’s unwarranted pessimism about
the transition. In particular, he disagreed
with a January 30 New York Times edito-
rial that asserted that the PRC govern-
ment was on course to “strip Hong
Kong of its liberties” after July 1. Ching
explained that such views incorrectly in-
terpret the newly formed provisional
legislature’s moves to repeal a small
number of laws enacted by the current
Hong Kong Legislative Council (LegCo).
Representatives of both the PRC govern-
ment and new provisional legislature
contend that the 1991 Bill of Rights and
the popularly elected LegCo are not
valid according to the Joint Declaration
and the Basic Law (the documents that
serve, respectively, as guidelines for

Hong Kong's transition and its post-July
I constitution). Thus, the PRC claims
that many ol the civil rights laws of the
early 1990s are invalid. Ching asserted
that Hong Kong “does not have a rights-
based culture” because “Great Britain
never inculcated rights in Hong Kong.”
Prior to the Tiananmen massacre in
1989, he pointed out, the British govern-
ment was satisfied with the legal system
that existed in Hong Kong,

Ching downplayed the nonrepresenta-
tive nature of the provisional legislature,
pointing out that 33 of the 60 members
are also elected members of the LegCo.
He also countered the popularly held
view that the PRC had some influence
over the selection of the Hong Kong chief
exccutive in December by pointing o
Foreign Minister Qian Qichen’s statement
to members of the selection committee to
vote according to their consciences.

Despite his assertions that foreign
pessimism about Hong Kong's political
future is exaggerated, Ching warned
that the government’s ability to sustain
the rule of law in Hong Kong is ques-
tionable. The monumental process of
translating Hong Kong's case law from
English into Chinese will lead inevitably
to changes of meaning that could un-
dermine the territory’s legal foundation,
When asked about the future of press
freedom in Hong Kong, Ching offered
his opinion that self-censorship in the
Hong Kong media already is occurring.
Rupert Murdoch, for example, dropped
BBC news coverage on his Star TV sys-
tem after China protested a BBC docu-
mentary on Mao Zedong.

UPDATE ON LEGAL ISSUES IN HONG KONG

ALL EARS TUNED TO

TELECOM LEGISLATION

The Council's Washington office
hosted a delegation on December 11
headed by Liu Cai, director general of
policy and regulation at the Ministry
of Posts and Telecommunications. The
delegation, which included represen-
tatives from various government orga-
nizations involved in drafting China’s
telecommunications law, was visiting
the United States, Canada, and Europe
to learn more about foreign telecom-
munications regulations and opera-
tions.

In his remarks 1o Council members,
Liu stated that China intends to invest
roughly $12 million per year in tele-
com infrastructure, adding 15-16 mil-
lion new subscriber lines per year
over the Ninth Five-Year Plan (1996-
2000) period. While equity investment
in telecom services will remain off
limits for foreign companies, China
likely will continue to encourage for-
eign sales of cellular and switching
technology, and will also emphasize
foreign participation in manufacturing
and value-added services such as
computer network and data services.

Lawmakers drafting the telecom law
continue to conduct consultations, but
Liu stated that a draft should be ready
for approval by the National People’s
Congress in late 1997 or early 1998, Is-
suance of implementing regulations
would follow promulgation of the law.
Liu divulged that the current draft of
the law contains no provisions for
lowering telecom import duties.

The Council's Legal Committee dis-
cussed the Security Law of the PRC at its
January 20 meeting. Alicia MacPherson
of Clifford

overview of the various security docu-

Chance provided an
ments needed for power projects, point-
ing out that much remains to be clari-
fied in the Security Law's as-yet
unreleased implementing regulations.
Zhang Songyi of Morgan Stanley Group
Inc. discussed the implications of the
law on limited recourse financing, not-
ing that only a handful of projects using

limited recourse financing in China have
heen approved to date, and that ceven
these are not traditional limited recourse
deals. Zhang stated that the inability of
most potential Chinese projects to get a
clean legal opinion makes it easier o
raise financing through capital markets
than from commercial lenders.

Deputy Solicitor General Stephen
Wong addressed Hong Kong members
on January 27 on Hong Kong's legal
system before and after the transition to
PRC sovereignty. Some 6060 laws will
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have to be adapted for the SAR, and 45
localized. All of these laws are drafted
first in English, then translated into Chi-
nese. The Privy Council will not accept
Hong Kong appeals after March 1, in or-
der to be able to clear its dockets of
Hong Kong cases by June 30. Thus,
there will be a gap of at least four
months (before the Court of Final Ap-
peal in Hong Kong is established) dur-
ing which there will be no final adjudi-
cation of appeals.



Heart to Heart

Heart to Heart

AIRLIFT
¥o {_hina

Help send this gesture of goodwill to the people of China!

he Government of the People’s Republic of China has launched a five-year “Poverty
Alleviation Campaign” to help people it has identified in west and southwest China
who face shortages of food and basic supplies such as medicines. As doors to trade
open wider between China and many new members of the global community, the time
is ideal to organize a medical airlift as an expression of friendship. Heart to Heart
International has decided to do just that.

Heart to Heart is sending a medical airlift in April 1997

* An airlift of 50 tons of pharmaceuticals and medical supplies worth millions of dollars will be
sent to hospitals in Chengdu and rural areas of the Sichuan Province.

= Pharmaceutical companies, key corporations, and individuals in numerous countries can help
support this humanitarian airlift.

* Heart to Heart is working with the U.S. Embassy, the Division of International Non-govern-
mental Relations for the China Ministry of Health, professionals in the health care system, and
numerous caring corporations and individuals to coordinate the shipment.

= Federal Express is providing aircraft, EAS International Ltd. will provide in-land transporta-
tion, and McDonnell Douglas Corporation has offered a leading cash gift. Heart to Heart seeks to
raise $300,000. Co-chairing the project will be FedEx’s CEO Fred Smith and Michael Sears,
President of Douglas Aircraft Company .

* A delegation of Heart to Heart staff, business leaders, health care professionals, and others will
Join the China airlift and distribute supplies, pro-
viding manpower, credibility, and accountability.

* Heart to Heart International is a grassroots
network empowering volunteers to mobilize
resources to meet needs throughout the world. The
organization facilitates projects that alleviate
human suffering. With this China Airlift, Heart to
Heart will surpass the $100-million mark in dis-
tributing aid— medicines, medical supplies,
nutritional products, and other provisions. Heart
to Heart has organized 17 major medical airlifts,
responded to disasters with volunteers and sup-
plies, and launched a program to meet the needs of
the poor in the United States. More than 98 per-
cent of Heart to Heart contributions go directly to its relief efforts.

Call Heart to Heart for more information! 001-913-764-5200
E-Mail: 102223.1246@compuserve.com
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BEIJING SCENE
GUIDEBOOK 1997

BEIING, PRC: BEIJING SCENE
PUBLISHING, 1996. 567 PP. ¥220 SOFT-
COVER.

Founded in 1995, Beijing Scene, the bi-
weekly newspaper edited by young
American expatriates and distributed free
at office buildings, bars, and restaurants
throughout the city, has been a welcome
addition to Beijing's media offerings. In
1996, Beijing Scene released its first edi-
tion of Beijing Scene Guidebook, a hand-
hook for long-term expatriate residents of
China's capital and a rich compendium of
nightspots, health facilities, sports arenas,
and entertainment options.

Thin on travel-related information, the
Guidebook focuses instead on answering
the questions that foreign residents for-
merly had to spend months investigating:
What kind of dog is legal in the city, and
how should it be registered? How does
one Hl')(.’n an Internet account or ()hlllin a

Book ="+

driver’s license? Is it possible 1o find
housing for less than $1,000 a month?
Where do people roller skate in Beijing?

The Guidebook opens with basic tourist
information on Beijing's history and cul-
ture, currency, weather, visa require-
ments, and arrival and departure advice.
These tidbits are followed by chapters on
doing business, health care, families,
schools, housing, transportation, arts and
culture, wining and dining, nightlife,
sports and recreation, sightseeing, tele-
com and computers, shopping, and ser-
vices. Those just arriving will value in par-
ticular the information about housing and
schools; long-term residents will appreci-
ate the guide to services and the detailed
comparison of health club facilities. And
with the Guidebook in hand, Beijing's ex-
patriates no longer have an excuse 1o stay
home on a Saturday night: the book re-
views 9 jazz clubs and 11 discos; lists as-
sorted Chinese classical music venues,
coffeechouses, and movie theaters; and in-
cludes an extensive pub guide.

In contrast to the many Chinese-pro-
duced tourist publications, characterized
by spotty and often unreliable informa-

tion and a tone that weds stodginess to
effervescence, reading the street-smart
Guidebook feels more like a rueful con-
versation in a train station with a fellow
traveler. Perhaps like a traveling compan-
ion, though, the Guidebook's slightly
smug tone can wear thin, Women are un-
likely to appreciate the references to
“Chinese men” dating “foreign girls.” The
book also could have benefited from a
more comprehensive index and a more
thorough explanation of the permits re-
quired to stay in China legally. Informa-
tion on business services, such as tempo-
rary-employment agencies, office supply
stores, and conference organizers, also
would have been useful. Generally
speaking, though, the Guidebook fills a
critical information gap in Beijing and
makes the city a little more friendly to
those just starting to find their way
around. Best of all, we can look forward
to a4 new edition next year.

Anne Stevenson-Yang
Anne Stevenson-Yang is director of the
Council’'s China Operations.
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THE CHINESE ECONOMY: FIGHTING INFLATION, DEEPENING REFORMS

WASHINGTON, DC: THE INTERNATIONAL
BANK FOR RECONSTRUCTION AND
DEVELOPMENT/THE WORLD BANK,
1996. 112 PP. $9.95 SOFTCOVER.

An update of its 1994 country cco-
nomic memorandum, the World Bank's
latest China analysis details the PRC gov-
ernment’s recent successes in taming both
growth and inflation rates, and offers rec-
ommendations for further structural re-
forms. With 40-odd pages of concise text
and graphs (and more than 70 pages of
technical notes and statistical annexes),
this publication should serve as an invalu-
able resource for any foreign business
even remotely exposed to the ups and
downs of China's economy. And, as the
Chinese government must approve the
public release of all World Bank China-re-
lated publications, the PRC economic

leadership no doubt has reviewed the
publication’s many “proposed” reforms.
The World Bank study thus provides a
window into the changes in store for the
Chinese economy.

The first part of the book summarizes
a number of recent developments, partic-
ularly regarding State-owned enterprises
(SOEs) and government finances. Among
the important issues examined in depth,
for example, is the fact that although the
government's own deficit, at 1.7 percent
of GDP in 1995, is considered reason-
able, the true “public sector” deficit calcu-
lation should include SOE debt. In this
study, the World Bank estimates that the
size of China's deficit is 8.7 percent of
GDP, and includes a technical annex on
how analysts arrived at this figure.

The annexes of economic statistics
constitute the bulk of the study. Most of
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the charts go back to 1979, and provide
data from China’s national accounts, mer-
chandise exports, and domestic and ex-
ternal debt, to the balance sheets of
China's rural credit cooperatives. Culled
mostly from China's official statistical
yearbooks and from the International
Monetary Fund, the data are presented in
a user-friendly fashion. Readers using
these charts for their own number-
crunching are able to avoid wading
through both the IMF's International Fi-
nancial Statistics and the 800-plus pages
of the China Statistical Yearbook. Though
the data extend only through 1995 (and
some charts list only 1994 figures), the
study as a whole is likely to continue to
be relevant until the Chinese government
embarks on the range of structural re-
forms that lic ahead.

—Catherine Gelb



THE HONG KONG READER:
PASSAGE TO CHINESE SOVEREIGNTY

EDITED BY MING K. CHAN AND

GERARD A. POSTIGLIONE. ARMONK, NY:
M.E. SHARPE, 1996. 224 pp. $21.95
SOFTCOVER.

As July 1997 approaches, Hong Kong's
promised autonomy remains a question
mark. Those outside Hong Kong cannot
fully grasp the implications of the transi-
tion for Hong Kong's future, however,
without a basic understanding of how the
changeover has come to be, and The
Hong Kong Reader does just this. A col-
lection of essays written mostly by au-
thors living in the territory, the book ex-
amines the critical stages of negotiation
between Great Britain and the PRC lead-
ing up to this year’s handover. Insightful
analysis is provided on the evolution of
Hong Kong's Joint Declaration (1984) and
the Basic Law (1989 —the definitive legal
documents for the new Hong Kong-China
relationship. The book also examines key
debates and trends in politics, economics,

and society that surround what will be a
historically unique blending of two eco-
nomic systems within one country.

The Reader is divided into sections on
political developments and legal change;
on education and migration issues; and
on economic integration between Hong
Kong and the mainland. Though many of
the articles, written from 1991-95, are al-
ready dated and target an academic audi-
ence, the collection provides important
statistics and background information on
how the transition agreements were
reached. From burgeoning investments
and trade following China's announce-
ment of its Open Door Policy in the late
1970s, to unprecedented political agita-
tion in Hong Kong after the 1989 Tianan-
men massacre, the complex and chang-
ing nature of the bilateral relationship is
well documented. The book also in-
cludes an interesting, yet somewhat mis-
placed, chapter on Hong Kong immi-
grants in New York's Chinatown.

In the book’s conclusion, the editors
speculate on Hong Kong's dilemma dur-
ing the impending changing of the guard.
On the one hand, Hong Kong will likely
continue to be the center of South China's
Pearl River delta economy. On the other
hand, Hong Kong is becoming marginal-
ized from political decisionmaking in Bei-
jing. While providing no clear answers as
to how these two forces will be recon-
ciled, Chan and Postiglione imply that
Hong Kong's remarriage to China must be
evaluated in the context of regional inte-
gration and in long-term historical per-
spective. Consequently, the book proves
better at articulating where Hong Kong
has been than where it is headed. But for
the reader interested in exploring the
challenges Hong Kong faces in its pas-
sage to Chinese sovereignty, it is certainly

a worthwhile primer. —Paul Lamb

Paul Lamb is director of programs at the
Council,

B T T s
INTELLECTUAL PROPERTY
PROTECTION IN CHINA: PRACTICAL STRATEGIES

EDITED BY MICHAEL FAWLK. HONG
KONG: ASIA LAW & PRACTICE LTD.,
1996. 199 PpP. $170 SOFTCOVER.

Intellectual Property Protection in
China: Practical Strategies, a wide-rang-
ing review of intellectual property (IP)
issues, goes beyond translating China’s
IP laws and bemoaning the lack of [P
protection. Instead, the book offers
hands-on advice to help foreign corpo-
rations protect their interests and make
full use of China’s existing IP laws and
regulations. The book provides a frame-
work for evaluating risk and lays out
options for preventing and seeking re-
course for infringement. In short, ntel-
lectual Property Protection is a concise

“how-t0” manual for the complex and
sometimes frustrating process of protect-
ing intellectual property in China.
Written primarily by lawyers, the
book targets those on the front lines of
the IP protection battle, namely other
lawyers and corporate decionmakers.
Though technical in tone, the book is
comprehensible to the general reader.
The first chapters present the rationale
for IP protection, point out ways to pre-
vent infringement, and describe China’s
court system and the administrative or-
gans responsible for enforcement of 1P
protection. Later sections deal with
trademarks and service marks, patents,
and copyrights, and describe how China
defines infringement of these forms of

IP. The essays also address IP issues in-
volving computer software, technology
transfer, and trade secrets, and point out
that foreign companies often must com-
bine trademark, patent, and copyright
protection measures to fashion a suc-
cessful IP protection plan. In sum, the
book's pragmatic approach to protecting
intellectual property in China would be
equally useful to companies that have
already established China operations,
plan to license technology in China, or
are contemplating entering the China
market.

—lain McDaniels

lain McDaniels is a business advisory
services assoctate at the Council.
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THE BAMBOO NETWORK: HOW EXPATRIATE CHINESE
ENTREPRENEURS ARE CREATING A NEW ECONOMIC SUPERPOWER IN ASIA

BY MURRAY WEIDENBAUM AND SAMUEL
HUGHES. NEW YORK, NY: THE FREE
PRESS, 1996. 264 PP. $24 HARDCOVER.

This book tells two stories. The first
concerns the startling accomplishments of
a handful of ethnic Chinese entrepreneur-
ial families who have built business em-
pires in Southeast Asia and made possible
the “Bamboo Network,” or cross-border
movement of people and goods in South-
east Asia. The second story concerns the
opening of the Chinese economy to the
outside world and the rapid expansion of
trade that has resulted. Both stories are
well told, but the authors’ attempt to tie
them together is less than satisfactory.

Weidenbaum, chair during the Reagan
Administration of the Council of Eco-
nomic Advisers, and Hughes have done a
good job of pulling together information
on Chinese trade over the past 15 vears,
including an overview of the experiences
of US companies in China. This material
will be quite familiar to anyone who has
kept up with China trade issues, but it
would make an excellent introduction for
others new to the topic.

The initial chapters on Southeast Asian
entrepreneurs cover matters that few
Americans know much about, despite the
publicity af-

recent—and unwelcome

forded the Riady family of Indonesia. The
authors outline what they see as the char-
acteristics of ethnic Chinese entrepreneur-
ial families in Southeast Asia. But the
more interesting insights concern the
business aspects of these enterprises.
Businesses organized along family lines,
the authors claim, are not capable of sus-
taining the complex research and manu-
facturing efforts required in the high-tech
sector. However, in a part of the world
where the institutions that support stable
commercial relations are not well estab-
lished, tightly controlled yet flexible fam-
ily businesses have a strategic advantage
over bureaucratic corporations. Such busi-
nesses are more free to cultivate the close
personal relations with political and eco-
nomic power-holders that are necessary
to compensate for the instability of the
business climate.

The authors link the two parts of
their book by arguing that Southeast
Asian entrepreneurial families have been
the leading force in the expansion of
China's trade with the outside world.
Unfortunately, they provide little evi-
dence to support this claim beyond
anecdotal accounts of the investments of
a few of these entrepreneurs (primarily
in their hometowns) and statistics 1o
demonstrate the close economic ties be-

tween mainland China and Hong Kong,
Macao, and Taiwan. Another aspect of
the relationship between overseas Chi-
nese investors and the Chinese economy
that the authors mention, but fail to dis-
cuss in depth, is the question of business
standards. Weidenbaum and Hughes
point out that some mainland Chinese
critics have accused overseas Chinese in-
vestors of corrupting Chinese officials,
but are quick to dismiss this complaint.
But if the overseas Chinese do indeed
have a competitive advantage in China’s
arbitrary, unregulated economy, might
they not also have an interest in prevent-
ing the introduction of the rule of law?
The book ends with several possible
scenarios of China’s future role in the
world economy and international commu-
nity, which range from complete isolation
and collapse under a revived communism
1o a dominant position as leader of a
powerful East Asian economic bloc. The
future of the “Bamboo Network™ itself is
tied closely to China's, and, as the authors
are too modest to take a stand on China’s
future, they also leave the network’s fate
up in the air.
—Kristin Stapleton
Kristin Stapleton teaches East Asian bis-
tory at the University of Kentucky.

THE TAIWAN-CHINA CONNECTION:
DEMOCRACY AND DEVELOPMENT ACROSS THE TAIWAN STRAITS

BY TSE-KANG LENG. BOULDER, CO:
WESTVIEW PRESS, 1996. 157 pp. $16.95
SOFTCOVER.

The Taiwan-China Connection fo-
cuses on the changing nature of state-so-
ciety relations in Taiwan and its effect
on Taipei's formulation of policies to-
ward the mainland. Leng examines the
crusade by Taiwan's private sector 1o in-
vest in the mainland and argues that
such investments have hampered
Taipei's ability to coordinate cross-Strait
economic policy.

The book provides an overview of vari-
ous theories of democratization, followed

by an analysis of Taiwan's China policy
since 1949, with particular emphasis on
the post-Chiang Ching-kuo era (1988 to
present), which has seen significant politi-
cal liberalization. Leng argues that the rise
of bureaucratic politics and of various in-
terest groups has led to protracted squab-
bling in bureaucratic negotiations, in-
creased conflict between business and
government interests in China policy, and
the institutionalization of interest group
representation. By far the most valuable
sections are the overviews of the various
political factions in Taiwan and the differ-
ent China policies that each supports; of
the government bureaucratic structure;
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and of the impact of political liberaliza-
tion on the policymaking process,

Leng focuses only on the Taiwan side
of the equation, making the book’s title
somewhat misleading. A chapter on how
the PRC responds to and affects Taiwan’s
China policy would have been useful.
This drawback aside, the book will help
scholar and businessperson alike to un-
derstand Taiwan's China policymaking
process.

—Christopber V. Harris
Christopher V. Harris is a research assis-
tant at the Council.




IR M RN 3. B Sy M 0 5 T L R R M R TR S R LT S S YOS
MEDIA LAW IN THE PRC

BY H.L. FU AND RICHARD CULLEN.
HONG KONG: ASIA LAW & PRACTICE
PUBLISHING LTD., 1996. 297 pp. $170
SOFTCOVER.

Media Law in the PRC offers an
overview of media-related regulations
and concepts in the PRC, including
print, radio, television, and e¢lectronic
media laws. Not surprisingly, formal
laws play a limited role in media regula-
tion in China. Instead, media control de-
pends largely on ad hoc notices, sec-
ondary regulations, and administrative
practice.

The book’s chapters cover China’s
laws governing print press, electronic

media (including the Internet), State se-

crets, sedition and subversion, defama-
tion, advertising, copyrights, as well as
prospects tor Hong Kong's post-1997
press. Unlike many Asia Law & Practice
manuals that casily serve as quick refer-
ence guides, Media Law in the PRC is
best read in its entirety. Fu and Cullen
put the development of PRC media reg
ulations in historical context, but fail to
illustrate how, if at all, Western proce-
dures have influenced Chinese ap-
proaches to regulation of the media.

Ihe book's principal shortcomings lie
in its format. Each chapter could have
benefited from a clear listing of the laws
that apply to the given subject. Inclusion
of the text of the most important media

related regulations would have been

helpful. A subject index would also have
been a welcome feature

Though not organized as well as it
Media Law in the PRC is a

comprehensive source of background

could be,

information on media regulation in
China. The narrative style, as well as the
theoretical and historical approach ol
the book, diminish its usefulness as a
reference guide, but those in journalism,
advertising, and public relations should
find the book's subject matter and case

studies interesting.

—Meredith Singer

Weredith Singer is a business advisory

services dssociate at the Council.,

THE KEY TO THE ASIAN MIRACLE:
MAKING SHARED GROWTH CREDIBLE

BY JOSE EDGARDO CAMPOS AND HILTON
L. ROOT. WASHINGTON, DC:
BROOKINGS INSTITUTION PRESS, 19906,
198 Pp. $26.95 HARDCOVER.

Many experts have attributed the East
Asian economic “miracle” to such condi-
tions as authoritarian leadership, export
oriented growth policies, and protection-
ism. In The Key to the Asian Miracle
Vaking Shared Growth Credible, Jose
Edgardo Campos, a World Bank econo-
senior re

mist, and Hilton L. Root, a

search fellow at the Hoover Institution,
challenge such theories. The authors ar-
gue that the governments in many of
these economies collaborated with vari-
ous sectors of the population to achieve
astonishing levels of growth over the last
two decades. In many “high-performing
Asian economies” (a group that includes
Taiwan, South Korea, Singapore,
Malaysia, Indonesia, and, to a lesser ex-
tent, Hong Kong and Japan), government
policies were aimed at convincing people
that short-term sacrifice would be more
than compensated by long-term gains.
This book progresses from describing

the actions required to legitimize the

policies of authoritar-
ian regimes, such as
land reform, to de-
tailing the policy im
plementation
process in specific
countries. The au
take

pains to describe

thors greal
the unique social
and economic sit-
uations of each
economy and
how govern
ment leadership
contributed to
economic
growth For
example, the N
authors argue
that the lessons learned by
the Kuomintang (KMT) following their
loss to the Chinese Communists in 1949
were largely responsible for the KMT's
land reform policies and support for
small- and medium-sized enterprises in
Taiwan.

The book concludes with general
findings on the link between leadership
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style and eco
NOMIC SUCCess,
though there is
little direct dis
cussion of China
in the context of
Asia's other eco-
noOmiC SUcCcesses
Of particular rele
vance to China,
though, is the au-
thors” conclusion
that growth can be
unsustainable in the
absence of clearly
defined  property
rights. In short, this
work would be an
excellent resource for
academics or busi-
nesspeople interested
in understanding

broader aspects of the Fast Asian eco-

nomic miracle.

—/Jim Laubner

Jim Laubner is a research assistant at the
Council
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The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues. For
the most part, the accuracy of these reports is not independently confirmed by The CBR. Contracts denominated in foreign currencies are
converted into US dollars at the most recent monthly rate quoted in the International Monetary Fund's International Financial Statistics.

Firms whose sales and other business arrangements with China do not normally appear in press reports may have them published in

Christopber V. Harris

The CBR by sending the information to the attention of the editor.

SALES AND
Foreign party/Chinese party

Accounting and Insurance

INVESTMENTS IN CHINA

Allianz Versicherungs AG (Germany)/Dazhong Insurance
Co. (Shanghai)
Signed agreement to set up a life insurance joint venture in
Shanghai. 11/96.

OTHER

CIGNA International, a unit of CIGNA Corp. (US)
Will open representative office in Guangzhou, Guangdong
Province. 1/97.

Price Waterhouse (US)
Awarded Ministry of Finance licence to establish member firm
in Beijing. 1/97

American International Group, Inc. (US)
Will establish its second Asian Infrastructure Fund in 1997, §2.2
hillion. 12/96.

Agricultural Commodities
and Technology

INVESTMENTS

Oakfields Thoroughbreds (South Africa)/Guangzhou Jockey
Club (Guangdong)
Established joint venture to breed and sell South African-
exported thoroughbred racing horses in Guangzhou,
Guangdong Province. $6 million. (S. Africa:4006-PRC:60%).
12/96.

IN CHINA

Abbreviations used throughout text ADB: Asian Development Bank; BOC: Bank of China;
CAAC: Civil Aviation Administration of China; CNAIEC. China National Automotive Import
Export Corp., CATIC: China National Aero-Technology Impon-Expont Corp ;. CITIC: China
International Trust and Investment Corp.. CITS: China International Travel Service; CNOOC

China National Offshore Oil Corp.; FTDZ: Economic and Technological Development Zone
1CBC: Industrial and Commercial Bank of China, MPT: Ministry of Posts and
Telecommunications; NA: Not Available: NORINCO: China North Industries Corp.; PET: Posts
and Telecommunications, PBOC: People’s Bank of China, SEZ: Special Economic Zone;
SINOCHEM: China National Chemicals Impon-Export Corp.; SINOPEC: China National
Petrochemical Corp., SINOTRANS: China Natonal Foreign Trade Transportation Corp.; SPC

State Planning Commission; UNDP- United Nations Development Program: UNICOM: China
United Telecommunications Corp
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INVESTMENT November 16, 1996-January 30, 1997
Arrangement, value, and date reported

Delta & Pine Land Co. China, Pte, Ltd., a joint venture
between Delta & Pine Land Co., Monsanto Co. (US), and the
Singapore government/Hebei Provincial Seed Industry
Group Corp.
Established Hebei Ji Dai Cotton Seed Technology Co., Ltd. joint
venture to produce and market varieties of Delta & Pine Land
Co. cottonseed in Hebei Province, 11/96.

OTHER

ADB
Will provide technical assistance to the Chengdu Water Supply
Project. $600,000. 12/96.

World Bank
Approved loan for second phase of the Tarim Basin 11
agricultural project in Xinjiang Uygur Autonomous Region.,
$150 million. 12/96.

Banking and Finance

INVESTMENTS IN CHINA

NCR Corp. (US)/NA
Will establish two ATM joint ventures. 11/96.

OTHER

China Construction Bank
Will open branch in New York City. 12/96.

Bank of Montreal (Canada)
Will upgrade its Beijing representative office 1o a full-service
commercial branch. 11/96.

China Investment Bank
Opened a representative office in Hong Kong. 11/96,

First Chicago NBD Corp. (US)
Opened full-service branch in Beijing. 11/90.

ITT Industries
Won government approval to establish ITT Industries (China)
Investment Co., Lid. in Beijing as its China holding company
11/96.



Chemicals, Petrochemicals, and Related
Equipment
CHINA'S IMPORTS

IMC-Agrico Co., a joint venture between IMC Global Inc. and
Freeport-McMoran Resource Partners, Ltd. (US)
signed two-year sales agreement with SINOCHEM for the
supply of diammonium phosphate. 1296,

INVESTMENTS IN CHINA

Dong Sung Chemical Co. (S. Korea)/Fengkai Forest Products
Industry Group (Guangdong)
Will establish Fengkai-Dong Sung Chemical Co. joint venture 1o
produce disproportionate resin to be used in synthetic resin
production. $2.0 million. (5. Korea:7000-PRC:30%0). 12796

INTEC AG (Germany)/Zhujiang Construction (Group) Corp.
(Hainan)
Signed contract to establish rubber-processing joint venture,
539.3 million. (Germany:51%-PRC:49%). 12/96.

OTHER

DSM N.V. (Netherlands)
Acquired BASF Group's (Germany) 30 percent stake in a joint
venture with Jinling Petrochemical Co. in Nanjing, Jiangsu
Province. 12/96

Sinopec Qilu Petrochemical Corp. (Shandong)
Licensed Union Carbide, Kvaerner low pressure oxo-technology
o expand its oxo-alcohols plant in Shandong Province. 11796

Taixin Chemical Industrial Co., Ltd. (Gansu)
Became the sole distributor of Sterling Chemical Cos (US)
styrene products. 11790,

Consumer Goods

INVESTMENTS IN CHINA

Olympus Optical Co., Ltd. (Japan)/NA
Will establish joint venture in Beijing to produce medium-speed
duplicators for cameras, $1.76 million. 1296

Singer Nikko, a subsidiary of International Semi-Tech Corp.
(Canada)/Shanghai Industrial Sewing Machine Co.
Signed letter of intent to establish sewing machine joint venture
in Shanghai. 1296

OTHER

China National Complete Import and Export Corp.,
Guangzhou Branch (Guangdong)
Will supply electric fan spare parts 1o Santa Clara Electric Fan
Co. in Cuba. $3 million. 12/96

Osotspa (Thailand)

Opened representative office in Shanghai. 1296

PICS, Inc. (US)/Guoguang Electric Co. (Guangdong)
Signed agreement to promote the Lifesign Stop smoking
Program in China. 12906

Electronics and
Computer Software

CHINA'S ITMPORTS

Microsoft Corp. (US)
signed agreement to sell the China Investment Bank an
advanced computer system based on Microsoft software. 1296

CA Corp. (US)/Xunye Group, Zhongzhou Railway
Administration (Henan)
signed cooperation agreement to provide CA-Unicenter railway
station management programs to assist in ticket sales and
reservations. 1190,

INVESTMENTS IN CHINA

Nova Software Development Corp. (Japan)/Beijing Dakai
Electronics Technology Co.
Will establish joint venture to produce bilingual computer
dicionaries. $200,000. (Japan:73%-PRC:25%). 12/96.

CA Corp. (US)/Fudan University (Shanghai)
Established Fudan CA-Unicenter Technical Support Center to
provide CA-Unicenter software and technical support 1o Fudan
University. 11,96,

Sybase, Inc. (US)/PRC State Information Center
Established Yoxinja Information System Co., Lid. joint venture
to produce various types of application software. (US:49%
PRC:51%). 11/96.

OTHER

Hewlett-Packard Co. (US)
Signed agreement with Beijing Jingxin Electronics Co., Lid. to
develop wircless high-speed beeping coding system. 1/97.

Ziff-Davis International Media Group (US)
Will launch Chinese language version of its ZDNet online
service. 1/97

ESS Technology, Inc. (US)
Opened sales office and technical support center in Beijing.
12/96

Microtec Rescarch Inc. (US)
Signed cooperation contract establishing the Center of
Embedded Software Designing. 12/96

Engineering and Construction
INVESTMENTS IN CHINA

Armstrong World Industries, Inc. (US)/Shanghai Advanced
Building Materials Co.
Established joint venture to produce mineral fiber acoustic
ceilings. $42 million. 12/96

Marley Cooling Tower, a division of United Dominion
Industries Ltd. (Canada)/Beijing Xingye Industrial Holdings
Co.
Established joint venture 1o manufacture and construct cooling
towers for the power and consumer goods industries. $1.3
million. (Canada:31%-PRC:49%0). 12/96.
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Environmental Technology
and Equipment

INVESTMENTS IN CHINA

Ebara Corp. (Japan)/NA
Will establish Shanghai Ebara Engineering and Services Co. to
produce environmental protection equipment. §7.2 million
12/96

Ecology and Environment, Inc. (US)/NA
Established the Tuanjin Green Engineering Co. joint venture 1o
enhance environmental protection and resources in Tianjin
(US:50%-PRC:S0%0). 1296,

OTHER

ITT Flygt, a division of ITT Fluid Technology Corp. (US)
Established otfice in Shanghai. 11906

Food and Food Processing
CHINA’'S IMPORTS

Alanco Environmental Resources Corp. (US)
Will export its Sgt. Fry Food Iine 1o China. 12,96,

INVESTMENTS IN CHINA

Nichimen Corp. (Japan)/China National Cereals, Oils, and
Foodstuffs Import and Export Corp.
Established joint venture to export and import foodstutts,
machinery, and electronics, 1290,

American Craft Brewing International Lid. (US)
Will open a micro-brewery in Shanghai. 11796

Kirin Brewery Co. (Japan), President Enterprises Corp.
(Taiwan)
Established Zhuhai Kirin President Brewery Co. in Zhuhai,
Guangdong Province. (Japan:60"-Taiwan:40%). $29 million.
11/90.

OTHER

International Grocers Alliance (US)
Signed cooperation agreement with 02 stores from the China
Resources Corp. to provide marketing and management
consulting. 12/96

Medical Equipment and Devices
INVESTMENTS IN CHINA

Universal Medical Systems, Inc. (US)/JIC Holdings (Jilin)
Formed joint venture o introduce its vascular, optical imaging,
and inquiry management application systems to China. 12,96

OTHER

Innotech, Inc. (US)/Suzhou Medical Instruments Factory
(Jiangsu)
Signed letter of intent o establish jomt venture in Suzhou,
Jiangsu Province. 1.97

Exim International Trading Co. (US)

Signed agreement with Laserscope Surgical Systems (US) to
market its products in China. 1290,
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Metals, Minerals, and Mining

INVESTMENTS IN CHINA

Finland Autoqunpu Copper Tube Co., Ltd./NA
Established Autogqunpu Copper Tube (Zhongshan) Co., Lid,
joint venture to produce screwed copper tubes. $373.4 million
12:90.

Vishay Intertechnology Inc. (US), VDI Co. (Isracl)/China

National Non-Ferrous Metals Industry Corp. (Nanchang)
Established joint venture to produce tantalum capacitors in
Nanchang, Jiangxi Province. $40 million. 1296

Packaging, Pulp, and Paper
INVESTMENTS IN CHINA

Asia Pulp & Paper Ltd., a subsidiary of Sinar Mas Group
(Indonesia)
Announced plans 1o invest $3 billion in paper plants in China
over the next three vears, 11796

Petroleum, Natural Gas, and
Related Equipment

INVESTMENTS IN CHINA

Fortune Oil (UK)/NA
Will establish Chester International joint venture to refine oils
and gas. (UK:51%-PRC:AY0). 1196

OTHER

Phillips China, Inc., a unit of Phillips Petroleum Co. (US)
Signed agreement with CBM Energy Associates LC to gain
majority ownership of @ coal-bed methane concession in
Hedong, Shanxi Province. 197

Kerr-McGee China Petroleum Ltd., a wholly owned
subsidiary of Kerr-McGee Corp. (US)
Signed contract with CNOOC to explore for oil in the Pearl
River delta. 12/96.

Occidental Petroleum Corp., Exxon Corp. (US)
Signed contract to explore tor ol in the western part of Bohai
Bay. 11.96.

Sinopec Daqing Petrochemical Engineering Corp.
(Heilongjiang)
Was selected as the contractor tor Unocal Corp. (US)'s liquefied
petroleum gas terminal joint venture in Zhangjiagang, Jiangsu
Province. 11/96.

Pharmaceuticals
CHINA’'S IMPORTS

SciClone Pharmaceuticals, Inc. (US)
Launched its ZADAXIN thvmosin alpha | drug in China as 2
rreatment for chronic hepatitis B 12/96.

INVESTMENTS IN CHINA

Pharmagenesis, Inc., Presidential Pharmaceutical Corp.
(US)/Suzhou Bureau of Public Health (Jiangsu)
Formed SPP, Ltd. joint venture to manufacture Pharmagenesis
products in Suzhou, Jiangsu Province. 12/90.



SmithKline Beecham PLC (UK)/ China Biotechnology

Products Corp., Shanghai Biotechnology Research Institute
Established joint venture to produce human vaccines in the
Pudong New Area in Shanghai. $30 million. 12/96.

Ports and Shipping

OTHER

Mitsui 0.5.K. Lines (China) Co., Ltd., a subsidiary of Mitsui &
Co., Ltd. (Japan)
Changed the name of its Shanghai office 1o Mitsui O.S.K. Lines
(China) Co., Ltd. 12/96.

Mitsui 0.S.K. Lines (China) Co., Ltd., a subsidiary of Mitsui &
Co., Ltd. (Japan).
Will open branch office in Tianjin. 12/96.

Power Generation Equipment
CHINA'S IMPORTS

Foster Wheeler Energy Corp., a subsidiary of Foster Wheeler
Corp. (US)
Won Hebei Electric Power contract to supply two 660MW
boilers and related equipment to the Hebei Hanfeng Power
Generating Corp. $174 million. 11/96.

Mitsubishi Corp. (Japan)
Won Sanhe Power Generation Corp. contract to supply power
equipment to project in Hebei Province. $179 million. 11/96.

INVESTMENTS IN CHINA

Shanghai Zhadian Gas Turbine Power Generation Co., a joint

venture between GE Capital Services, a unit of the General

Electric Co. (US), and Shanghai Municipal Electric Power Co.
Will build a 400MW gas turbine power plant in the Pudong
New Area. $250 million. 12/96.

Yieldful Holdings, a subsidiary of Golden Land Investments
(UK)/Yangchun Steel Group (Guangdong)
Will establish joint venture to construct and operate a power
station in Guangdong Province. 12/96,

OTHER

ADB
Will provide loan to increase the power supply of the Guizhou
Hongjiadu Dam in Guizhou Province. $170 million. 12/96.

The Export-Import Bank of Japan
Will offer export credits to Japanese companies bidding for
Three Gorges dam project contracts. $440 million. 12/96.

The Federal Council of Switzerland
Extended export credit guarantees to Asea Brown Boveri and
Sulzer Lid, (Switzerland) so that they may bid for Three Gorges
dam contracts. $273.8 million. 12/96

Western Resources (US)
Signed agreement with China Power International Holdings,
Lid. to develop jointly several power development projects in
central China. 12/96.

AES Corp. (US)
Will acquire its affiliated company, AES China Generating Co.,
in a stock swap. $107 million. 11/96.

The Export-Import Bank of the US
Oftered loan to support the sale by Foster Wheeler Energy
Corp., a subsidiary of Foster Wheeler Corp. (US), of six 350MW
coal-fired boilers for the Yangcheng Power Plant in Shanxi
Province. $408.8 million. 11/96.

The Export-Import Bank of the US
Offered loan supporting the sale by Bechtel Power Corp. (US)
of non-nuclear balance of plant equipment and services for the
Qinshan I nuclear power plant in Jiangsu Province. $383
million. 11/96.

International Bank Group (Consortium of 29 international
banks)
Extended loan to the Guangzhou Zhujiang Power Plant to help
finance the second stage of construction. $240 million. 11/96.

Property Management and Development

CHINA'S INVESTMENTS ABROAD

Oriental Land Co. (PRC)
Purchased the Royal Garden Building in Hong Kong from K.
Wah International (HK). $733 million. 12/96.

INVESTMENTS IN CHINA

Tysan Holdings (HK)
Will buy out other investors to double its stake in the Tianjin
International Building. $103 million. 12/96

OTHER

First Pacific Davies (China), a unit of First Pacific Davies
(Hong Kong)
Will manage the Shanghai Shui On Plaza. 1/97.

Société Générale (France), Commerzbank (Germany),
Development Bank of Singapore/Shanghai United Finance
Co., Shanghai International Finance Co.
Extended working capital loan to Shanghai Lujiazui Finance
and Trade Development Zone Co. for the Taolin Housing
Estate Project in Shanghai. $18 million. 11/96,

Telecommunications

CHINA'S IMPORTS

Nortel China, a unit of Northern Telecom (Canada)
Was awarded China United Telecommunications Corp.
(UNICOM) contracts to expand GSM networks in Shandong
Province and Ningbo, Zhejiang Province. $10 million 1/97.

AsiaSat (HK)
signed agreement with the Ministry of Radio, Film, and
Television to lease more transponder capacity to improve
China’s television coverage. 12/96.

Compression Labs Inc. (US)
Will supply videoconferencing products to the Ministry of
Railroads and Zhejiang Electric and Power Co. $5 million
12/96.

Decibel Products Inc., a division of The Allen Group Inc. (US)
Was awarded Guangdong Machinery Import and Export Corp.
contract to supply base station antennas and related cable for
the expansion of GSM and DCS 1800 wireless communications
systems in Guangdong Province. $9 million. 12/96
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Glenayre Technologies Inc. (US)
Won Hebei P&T Administration contract to supply 280MHz
high-speed paging infrastructure for a new network that will
service 10 cities in Hebei Province. $5.5 million. 12/96

LM Ericsson (Sweden)
Signed contract with Shandong P&T Administration to develop
Shandong’s GSM network. $30.48 million. 12/96.

Motorola Inc. (US)
Signed agreement with Fujian P&T Administration to expand its
analog and digital telecom systems with Motorola cellular
infrastructure equipment. $108 million. 12/96.

One Leader Communication (Taiwan)
Signed agreement with APT Satellite Holdings to lease four Ku-
band transponders on the Apstar 1R satellite for data and video
transmission. 12/96.

AT&T (China) Ltd. (US)
Signed agreement with the Ministry of Railways to provide
strategic consulting services 1o upgrade its telecommunications
systems. 11/90.

LM Ericsson (Sweden)
Won Guangdong Mobile Communications Corp. contracts to
expand local mobile phone networks. $280 million. 11/96

LM Ericsson (Sweden)
Won contract to supply MPT with digital mobile phones in
1997. $51 million. 11/96.

LM Ericsson (Sweden)
Signed contract with China National Posts &
Telecommunications Industry Corp. and the China National
Posts & Telecommunications Appliances Corp. to supply digital
mohile phones. $400 million. 11/96.

GPT, Ltd., a subsidiary of the General Electric Co., PLC (UK)
Signed agreement with the city of Zhuhai to provide 8 FOCUS
meeting TV sets. 11/90

Guangdong-Nortel Telecommunications Switching
Equipment Ltd., a joint venture between Northern Telecom
(Canada) and NA (PRC)
Won Beijing P&T Administration contract to supply Northern
Telecom DMS-100 switch equipment. $25 million. 11/96.

INVESTMENTS IN CHINA

First Pacific Co., Ltd. (HK)/NA
Will establish China Merchants joint venture to build a mobile
phone network in Shenzhen, Dongguan, and Huizhou,
Guangdong Province. (HK:60%-PRC:4006). 12/96.

GPT Ltd., a subsidiary of the General Electric Co., PLC

(UK)/Shanghai Railway Communications Equipment Factory
Established Shanghai GPT Telecommunications Equipment Co.
to produce SDH equipment for optical fiber networks in
Waigaogiao Free Trade Zone in Shanghai. (UK:50%-PRC:50%)
12/96.

AVIC Group International Inc. (US)

Will acquire a majority stake in Hainan Minyuan Modern
Agricultural Co.'s paging subsidiary. 11/96.
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OTHER

China Aerospace International Holdings Ltd.
Was extended a term loan facility agreement by a consortium
of international banks to support its switching equipment joint
venture in Jiangsu Province. $55 million. 12/96.

Nextel Communications (US)
Will sell its 60 percent stake in the Shanghai McCaw
Telecommunications Systems Co. joint venture with Unicom
Corp. and Mitsui & Co. (Japan) 12/90.

IM Ericsson (Sweden)
Signed cooperation agreement with the Beijing Institute of
Technology to research and develop radio and communication
technologies for the Chinese market. 11/96.

Transportation

CHINA'S ITMPORTS

Gecas Corp. (US)
Will lease three Boeing 737-300 aircraft to the China Aviation
Suppliers Import and Export Corp. and the China General-
Purpose Airline Co. 12/96.

McDonnell Douglas Corp.
Will supply 20 MD-90 airplanes to China Northern Airlines and
China Eastern Airlines. $1 billion. 12/96.

CFM International, a joint venture between General Electric
Co. (US) and Snecma (France)
Won contract to supply aircraft engines to China Northwest
Airlines. $130 million. 11/96.

Kia Motor Corp. (S. Korea)
Will export pans-making technology to Yue Fa Automotive Co.
(Guangdong). $3 million. 11/96.

INVESTMENTS IN CHINA

Adtranz, a joint venture company between Daimler-Benz AG
and Asea Brown Boveri (Holding) Ltd. (Switzerland)/
Changchun Car Co. (Guangdong)
Will establish joint venture to produce rail cars for the
Guangzhou and Shanghai subway systems. 12/96.

Airbus Industrie (EU), Alenia, a unit of Finmeccanica (Italy),
and Singapore Technologies Aerospace/NA
Reached agreement to build a 100-seat jet in China. 12/96.

Japan Conveyor Co. (Japan)/NA
Will establish a joint venture to produce forklifts in Beijing.
12/96

Rockwell Heavy Vehicle Systems, a subsidiary of Rockwell
(US)/China National Heavy Truck Corp.
Established Jinan Rockwell Axle Co., Ltd. joint venture to
produce various Rockwell axles and parts in Jinan, Shandong
Province. (US:30%-PRC:50%). 12/96.

AB Volvo (Sweden)/Shanghai Automotive Corp.
Established joint venture to manufacture buses in Shanghai
(Sweden:50%-PRC:5000). 11/96

Rockwell (US)/Shanghai Aviation Corp., Shanghai Broadcast
Equipment Factory
Established joint venture to design and build a global
navigation system for China. (US:00%-PRC:20%, 20%). 11/96



OTHER

New World Infrastructure Corp., Ltd. (HK)
Signed letter of intent with the Tianjin municipal government to
build a series of highways. 12/96.

Airbus Industrie (EU)
Will pre wide on-site support for Chinese operators of Airbus
aircraft in Beijing. 11/96

China Southern Airlines Co., Ltd.
Acquired all equity held by Hainan Airlines in Hainan Phoenix
Information Systems, Ltd., a joint venture between Phoenix
Information Systems Corp. (US) and Hainan Airlines. $7.36
million. 11,90,

Cleveland Structural Engineering (UK)
Won Jiangsu Province contract to build bridge over the Yangize
River, 5166 million. 11/96.

The Timken Co. (US)

Will open a product design and sales center in Beijing. 11/96

Miscellaneous

INVESTMENTS IN CHINA

Bertelsmann AG (Germany)/Shanghai Scientific & Technical
Publishers
Signed letter of intent to establish a publishing company in
Shanghai. 12/96.

OTHER

China Business Consultants Group (US)/Xinhua News Agency
Signed agreement to produce jointly business information
newsletters. 1/97.

ADB
Will provide loan to research China’s decentralization policies
$600,000. 12/96.

King World Syndicate (US)/Sino Universal International,
China Central TV International Television Corp.
Signed agreement for the barter syndication of “The Little
Rascals” series on Chinese television. 12/906.

United Nations
Will establish the United Nations Trade Network China Center
in Beijing. 11/96.
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POSITIONS WANTED

Chinese govt specialist seeks posn with US firm expanding
or doing start-up in PRC. Contact: Ji Dongning, Tel: 303/399-
9811.

Experienced in intl trade and jv in PRC, will be relocated 10
Hong Kong in June. Willing to represent US firms in the area.
Contact: George Liu, Tel: 908/566-6011 or Fax: 908/566-5802.

POSITIONS OFFERED

China Venture Advisors secks an associate w/ exp in
facilitating US-Sino jvs. Adv degree and exp w/ jv process pre-
ferred. Significant travel. Send résumé and writing sample to:
Jay Rothstein, 1032 Irving Street, Suite 716, San Francisco,

CA 94122,

CLASSIFIED AD RATES

$10/line, four-line minimum ($40),

36 characters per line, including all spaces &
punctuation. Submit only typewritten ads

and send with payment 6 weeks before issue to:

Classified Advertising

1818 N Street, NW

Suite 200

Washington, DC 20036, USA

Now Available from the

US-China Business Council
B Labor Developments in China, january 1996

Deciphering the labor law and social welfare fund requirements.

B Management Training for Local Hires, january 1996

A survey of foreign investor training preferences and options.

B US Corporate Practices in China, /ine 1996
A look at charitable activities US companies have become involved
with in China.

B Hong Kong's Transition to Chinese Sovereignty,
October 1996
The legal and business issues affected by the Hong Kong transition.

® China and the WTO: A Reference Guide,
November 1996
A comprehensive look at the full range of WTO requirements as they
may apply to China.

ook ok ok

SPECIAL PRICES FOR COUNCIL MEMBERS!
*okk kok ok

To order,
contact the

Publications Department

US-China Business Council
1818 N Street NW, Suite 200
Washington, DC 20036

Phone: 202/429-0340 Fax: 202/775-2476
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BUYING LOCAL

Like many newcomers to Beijing, 1 expected to find China an
inexpensive place to buy the many necessary and not-so-nec-
essary items that make a new apartment a home. Unfortu-
nately, for expatriates with mid-range budgets like mine, my
expectations were slightly off the mark. Moving to Beijing on
a moderate budget entails arriving with a suitcase full of elec-
trical converters and enduring a three-month wait for the slow
boat to arrive with furniture and utensils from home, or, as in
my case, “buying local.” Soon after landing in Beijing, 1
quickly began bargain-hunting.

First on my list was a humidifier for the sauna that is my
apartment. My two-bedroom flat has not one, but five indus-
trial-size radiators that, not surprisingly, are centrally con-
trolled, making it impossible for me to turn the heat down.
And Beijing during the winter months is so dry that without a
humidifier, smog laden with coal dust creeps in through the
windows and walls and radiators and practically burns one's
nostrils by morning. In the course of my humidifier search, |
found myself face-to-face with a common problem foreign in-
vestors confront in China: uneven quality control. Quality
problems are so widespread that all the local department
stores require their salespeople to unpack, assemble, plug in,
or otherwise test each item before the customer takes it home,
as proof that the product was in working order, at least for a
few seconds, at the time of purchase. When the saleswomen
demonstrated the least-expensive locally made humidifier on
the Beijing market, it seemed to work just fine, though I won-
dered about the accompanying bottles of a green, goo-like
substance. The saleswomen explained that 1 should add a
drop or two of the stuff once a week to counteract Beijing's
hard, mineral-rich water. They even gave me an extra bottle
free of charge, as part of a sales promotion.

Not even a month had passed before 1 had developed a
nightly humidifier ritual: add one tablespoon of goo along
with pre-boiled water to filter out some of the minerals, and
flick the on/off switch 50 times just to get the machine humid-
ifying. 1 just bought a new, more expensive locally made hu-
midifier to get me through the rest of the winter. It stopped
working after five minutes.

My next purchase was an ironing board. 1 chose not to go
for the super deluxe, ¥999 ($120) imported model since 1 fig-
ured an ironing board was an ironing board. Not so—after
ironing my first shirt, my new, locally made ironing board,
which turned out to be made of plastic, curled up like a
potato chip.

I also bought a small stereo—no impressive karaoke setup,
but something simple to play CDs at a volume that would not
disturb the neighbors. 1 opted for a mini-stereo comparable in
price to what | would pay in the United States, and that cost
about half the price of what foreign imports go for in Beijing.
But whether because of the lingering dust in my otherwise
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humidified apartment or some other reason, the CD player
quickly showed signs of maobing (litle problems). When the
stereo simply stopped working after less than a month, |
lugged it back to the west side of Beijing hoping for a refund
on my Visa card. After an hour of waiting for the clerks to
consult with their managers, 1 was told that my only option
was to exchange the model for another one. So after com-
plaining about the poor quality of the machine, I was forced
1o exchange it for another of the same brand—not only a loss
of time, but of face! The good news is that the replacement
machine is still working after three weeks. But the bad news
is my neighbor's CD player—exactly the same brand—broke
after just four months.

On to the really big-ticket items: I bought a washing ma-
chine last week. This time 1 purchased a high-end locally
made model. When it came time to install the machine in my
apartment, the water for the entire building had to be shut off,
since the water supply, like the heat, is centrally controlled.
But once it was hooked up, the washing machine wouldn't
work because of a faulty part. Once the electricians fixed the
part, they discovered that the machine used more electricity
than my apartment was wired for, especially when summer-
time air conditioning loads are factored in. The electricians
say they can fix it, though they haven't yet, and I'm not sure 1
want them to—I am thinking about making a fire ladder to
climb down 13 floors to the street in case a super-spindry-cot-
ton-cycle-induced electrical fire breaks out.

Next on the list was furniture. The sofas displayed at all the
department stores and furniture warehouses come in the mint
green and cotton-candy pink, stuffed Naugahyde variety,
which were well out of my price range and really not 1o my
taste anyway., When 1 happened upon a couch maker, 1 im-
mediately requested one with dark blue cotton upholstery. My
other fabric choices included a Neapolitan-like pattern of
brown, pink, and cream; or green and brown polka-dots.
Three weeks later 1 had the couch, and am enjoying the wel-
come addition to my living room.

I've not had much luck with other purchases, though. I
bought a vase for flowers; it leaks. 1 bought a pot for baking,
making sure to ask if it could be used in an oven; it cracked. 1
bought some wooden furniture and was assured that the
wood was seasoned and would not split; it all split. I bought
some dishes; the protective enamel on the bowls peeled off.

Anyone, anywhere, on a limited budget faces selection
problems—what you like probably isn't in your price range.
And I've had my share of maobing among my purchases in
the United States. But my experiences suggest, at least to me,
that China’s recently imposed requirements that imported
goods obtain safety and quality certifications could also be ap-
plied with equal vigilance to products made at home.

—Piper Lounsbury

Piper Lounsbury is deputy director of the Council’s Beijing office.
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How can you read the Chinese market if you
don't know the difference between these characters?

There is actually no difference other than the calligraphy;
both characters mean the same word - business. But only
those who know Chinese culture well will appreciate the
subtleties behind these writings. It takes time to
understand China. And in business, there's a lot more to

understand than language. HongkongBank has been in

China for over 130 years. Long enough to gain market

insights and do business with confidence. With the strength
of our global network and indepth understanding of this
unique market, HongkongBank can help you to read
between the lines when doing business in China. For more
information, please contact us in Hong Kong on
tel : (852) 2822 2699, fax : (852) 2868 1646 or in London on

tel : (44) 171-2600 366, fax : (44) 171-2600 236.

Branches : Beijing. Qingdao, Shanghai, Shenzhen, Tianjin, Xiamen Representative Offices : Chengdu, Dalian, Guangzhou, Wuhan
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