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Washington
0ocembsr aIB
Brown Bag Lunch
[:eatured Ken [)avies, senior ccononrist at the Organisation li)r
Liconomic Cooperation nnd I)cvclopnrcnt

Reception and Dinner in Honor of PRC Premier Wen liabao
(see p.5)

January 2004

US-China Logistics Conference Planning Meeting l;eatured
l)eputy Assistant Secretary of (irmmcrce Henry A. Levinc

MeetinS on lntellectual Property Rights l'catured Assistant
US'l rade R('presentativc ( US'l R ) lanres Mendenhall

fanuary lssues Luncheon lrcaturcd []vcrett Eissenstat, chicf
international trade counsel, Scnatc [:inance Conrmitteci l]rian
Ponrper, international trade counscl, I)cmocratic Staff, Scnatc
F-inance Conrmitteel and Iohn lirarde, slaff director,
(lonSressional-Executive (irnrnrissiun on China

WTO Quarterly Group Briefi-trg Ieatured Charles Frecman,
deputy assistant USTR lirr thc Per4rlc's Republic ofChina,
'Iiiwan, Hong Kong, Macau, and Mongolia

Forecast 2004 (idd right )

tebruary
February lssues Luncheoo l:caturcd Richard (1. Bush, scnior
l-ellrw and director at the I]rtxrkings lnstitution's Ccntcr Iirr
Northcast Asia Policy Studics

New York
January
China Business 2fiX: China Market Trends and
Opportunities in Financial Services 'l-hc interactive w<lrk-
shop featured USCBC's senior staff and New York company
reprcscntatives in a discussion of (lhina's financial services scc-

tor. Sponsored by Citigroup Inc.

+f fr h a tr + fr 
^

The Mainland and Hong Kong Closer
Economac Partnership Arrangernent:
What lt ls and \A/hat lt Means for US Companiea

Washington, 0C, March 5, 2fl)4

March lssues Luncheon
Washington, DC, March 18,2004

April lssues Luncheon
Washington,0C, April 15, 2m4

Biennial Gala and
Annual Membership Meeting
Washingrton, DC, June 3 and 4, axl4
li,r nrore informati()n, ,v1' p.4l

LISCBC President Robert A. Kapp and panelists at the Forecast 2004

conference.

'Ihe US-China [Jusincss (iruncil launchcd its annual lirrccast
conference with an cvcning reccption on lanuary 2tl that fea-

tured guests liom thc US glovernment and the PRC ernbassy.
'l he conference bcgun lhc next nrorning with a discussion on

Ohina and the gkrbal ccononric climatc led by William tlelcherc
of JP Morgan Chase & ( i,. ( tl K) and Pieter Boltelier of thc
fohns Hopkins Univcrsity, Paul H. Nitzc School ofAdvancccl
lntcrnational Studies. Scott Kcnrrcdy oI Indiana Univcrsity, ]u Li
of Tektronix, Inc., and Matthew Mc(i)nkey of Coudcrt Brothers
then spoke on Chinerie tradc associations and interest groups.

Itxrathan Pollack of the Naval War ()ollege and Evan Mcdciros
of RAND Corp. discussed Ohina's foreign relattrns in 2004 and
implications for US-Ohina cngagement. The lunchcon progranr
feattrred the Honorable lanres Sasser, frrrmer xmbasliador t() thc
l)R(l and US Senator fronr 'ltnncsscc, and Clyde Preskrwitz.
president of the Econ()nric Strirtegy lnstitute, who cxclrarrgcd
vicws on current politics.'l hc afternoon panel, which fcalurcd
Steve Monaghan of UPS and Ira Smith of Scala North Arncrica,
focused on China in thc global supply chain. Aftcr thc last panel,
memhe. company representatives met with USCtI(l staff filr tai
krred. individual stratcgy sessions.

EVENT WRAP-UP UPCOMING EVENTS

EL@il
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March-April 2OO4 IHE CHTNA BUSINESS EEVIEW

THE US.CHINA BUSINESS COUNCIL

Minneapolis
Fobruary
Chha Business 2fi)4: China Market Trends and
Opportunities for US Businesses Featured USCB(l's scnior
staff and Minnesota company rcpresentalives with interest in
(lhina business trends. Sponsorcd by (iargill, Inc.
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Council Hosts Forecast 2OO4
Reception and Conference
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Reception and Dinner in Honor of PRC Premier Wen Jiabao

t II

L

I

i \l t/,

(LBtt to righ0 tiSCBC President Robert A. KEpp, P8C Premier Wsn Jiabao,
and Fluor Corp. Group Presid8nt. lndustrial Eusiness Unit Robert A.

McNamara.

(Lsft to rightl Kapp. Prsmisr Wen, America China Forum Chair Henry A.

Kissingsr, and National Committee on Unit€d Ststes-China Eelations
President John L Hold€n.

The US-China Business Council and
the National Committee on United
States-China Relations in cooperation
with the America-China Forum, Asia
Society, Center for Strategic and
lnternational Studies, Committee of 1OO,

Council on Foreign Relations, US
Chamber of Commerce, and the United
States-China Policy Foundation, hosted
a reception and dinner in honor of PRC
Premier Wen Jiabao in Washington, DC,
on December 9, 2OO3. The Honorable
Carla A. Hills, chair of the National
Committee on United States-China
Relations, presided over the event. US
secretary of Agriculture Ann lVl.

Veneman spoke on behalf of the US
government. Christopher B. Galvin, for-
mer USCBC chair and former chair and
CEO of Motorola lnc., introduced the
premier. After delivering unscripted
remarks on his US visit and his child-
hood to an audience of roughly 6O0
guests, \ /en read from his prepared
speech on US-China relations and mutu-
al cooperation. The English translation
and Chinese text of Wen's speech may
be vie\ /ed on the USCBC website
(urww.uschina.org).

US-China Business Councilmembers 8nd guestsPRC Premier Wen Jiabao greets the audience

fHE CHINA AUSTTVfSS BEVIEW Match-April 2OO4 5
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Robert A. Kapp
PBESIDENT THE US,CHINA BUSINESS COUNC L

Welcome Aboard! But Keep
Seat Belt Securely Fastened
IFhc t-[rrra lruJi,rrJJ R!'r'i.'x ( (.-BR ).-rvhich "intpartial obscrvr'rs" like me considcr hands-dorvn

! r,' lrc rhe hc*r prrhlrc.rti,'n for [rusinesspeople and intcresterl lavpcrsons seeking tc) siav currr'nl
I 0n tr:r,lc.rn.l in!'c\lrDcnt uith (lhina-h.rs scored ir brcakthrottgh. For thc lirst tirnc, in 200'1,

lhc (.'llil is reaching thousands of air travclcrs on kcy routes .()ntrccting the Unitccl Statcs an<i China.
\A/c wclcome to the (i/lR linrily our Dew rcltl'rs nroving in arrcl oul of (]hinir on two grcat US carri-
crs: Llrrilcd Airlirrcs rncl Northwest Airlints.'lhcy join lravclcrs llyitrg to CIrina on sclccted (lathay

P.rcilic.rnd N'lalaysia Airlincs routes. Wc rrc Ihrillcd to have votr antl hope that yott will want to rn:rkc

thc (-/li,rr li/silrss llcyrcw a part of vour regular reading whethcr vou're in the air or irr thc otfice.

'l'hirt thc C'irirrri lllr-iir.ri-( Il.vi.rr,is tnkinS to
lhc air so vigorously is iust onc'of nranv signs of
how robust US-Clrina business relations now
rrc.'lwo'way tradt- in 2()01 rcached $l9l l)illiorr,
with Anrcrican exports lo (lhina up morc thnn
fll per..nt over 2002 (which rcgistered a l5 per'
cent i .rcnse over thc sanrc 1':t'riod in 2001).
(ihinr's nrassivc cxPorts k) lhe Llnited Stilrs
continucd lo advancc, rising 22.3 perccnt last

ycar ovcr 2002,leitvin8 thc I'RC merchanclisc
lraclc surplus with thc United States (by

Amcricnn countinS rrrethocls) at $ll5 billiort.
(V(t(r.rn\ ko(,\{ that ['S .rn,l t .hrncre iortntittg
nrethods ditlcr, rvith the Llnited States ovcr-
counting (ihinese exporls k) thc UIritcd Sl.ltcs

and (lhina under asscssing thenr.) By Chirta's
nunrl)crs, lotitl PR(l tradc in 2003 rose olore
tlriln -17 pcrcent year on ycar, even as Ohina's
gkrbal nrcrchandisc tride surplus droppcd b)- l6
pcrccnt, to S25.5 billion.

l hc sizzlc in Us-(lhirrn tr.rd. arises nrost

inrli)rl.lorlv from ( hirr.r',' hi6h S.rowth r.rt.'in
2(x)-1, nnd it is not cle.r wlrcther such rapid
cxpansion can, or should, continue. Rut thc 2lX)'}

trrrdc nunrbrrs hr:ar t)ut in observation th l we

nrarlc- during the struglilc to pass Permxnent
Nrrrrrr.rl li.rJe Rcl,rtiorrs ll'NTR) legishtt,,tr itt
tht'LlS (irngress tirur,veilrs a8o: whethcr thc
(lhincsc ec()nom,v grows at I0 percent a ),ear or
shrinks rl l0 percent a ycar is likcly to have a

lirciter impact on US cxporls to the PRC than
just about anphing found in China's Wrrld
'liadc ()rganization ( W'l O) colnmitnrcolri.
l\lcrrnrvhile, PRC expr)rts t() (ihina's larllest ovcr-
sr'as nrarket-the Llnitcd Statcs-retlecl not orrh'

Ohinl's growing abilitics to satisty US markct

demirnds but .llso the apparcnt rcsunlption of
strong ovcrall cconomic gr()wlh in tlre States

after a long strctch in the dolc'lrrrrns.

Anrong ils rncmber conrpanies, thc US-Chinl
Busincss (iruncil linds optinrisrrr lnd the inten-
1in6 1,r grow. ln,iced. the t.,runeil it.clt i' gror^-
ing, as comp.rnies of all sizcs arrcl liom manv US

regions tunr to (lhina \vith n ncw intensitl'of
iltrrcst. ()n( \ntJll indicltrrr rrf thr: interert i,i

the nunrbcr of seck)ral tratle associations nlrw
approaching thc US Chirra llusincss Council firr
aclvice or lirr spclking appeitranccs by rop
(louncil slrl[i rvc're meeting peoplc in :iectors

that fornrerll had little tinlc to lircus on China
busincss prospects.

ContributinS k) the gencral optinrism has

lreen thc rcmlrkable absencc ol tJS-China 6rc-
works ovc'r thc past couplc of ycrrrs. I hink back
[our years: rvc wcrc in the miclclle of the all-out
US politic.rl battlc'over PN1 R, rvith fresh mem'
ories of thc lraunra over the '(i)x (i)nrmission"
allegations oI PRO espionagei thc US bombing
oI Chinl's cnrbassy in Bclgratlc and the virulent
responsc on (:hinese city streclsi nnd a nasty
dust-up bctwccn'faiwan and thc mainland over
theD-Presidcnt l-ec'feng-hui's latcst vision ol thc
Tairvan-nrainland relationship,

Ferv woukl disirgree thal US-(lhina relations
toda-v arc ordcred and restraincci, thc'public
rhetoric nrcasurcd even whcn critical, and thc
ittmosphcri.' nruih intprtlverl. [ 5-l .htn.r conr-
munication nt thc policy lcvcl is t'xtcnsive and
continucs lo.xpnnd. Visits by top lcadcrs
emphasizc thc positive. Thc llcijing trrlks on
North Korca irrc back on the'tiont burner. With
weeks kr go bclirrc the laiwan presidcntial t-lec-

6 N-4arch-April 2OO4 fHE CHINA EUSINESS BEVIEW
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tion,.k)sc observers.lrr' holding their collcctivc breath thxt
thc Llnited States and (llrinl can avoid a collision that neither
wishes.

l)iffc'rcnces pcrsisl sonre important ones in thr'trade scc-
tor, notal>ly regartiing W'lO commitments, and others in
human rights or other sphcres-but the,v (l() not, for now,
bkrrr' Lrs off course-

At the LIS-Chinn llusincss (iruncil, howcvcr, our job is not
jusl k) turn on the aut(pilot but to scan thc skics lilr signs of
chalgcs in the weathcr.'lhc good ncws is that wc'rc not look-
ing at any typhoons heading straight tbr LJS-(lhina relations.
'fhe nrore cautious nervs is lhat there are sorrrc clouds and that
turbulence is possibk'. Whtn sc'ated, kecp seirt brll fastrnedl

What's in those ckrrrrls?

-l 
Thc possibility in thc shorter ternr o[ a Chinese

A cconomic slowdown I rpcrts rlifli'r, l)ul nrrr) \ce \['rn(r
gr()wlh is inevitnblc irn(l cvcn dcsiral)lc. lic\1 lrkc lhe
brcakncck cxpansirrr) ()l lhc l.lst vear or two .rs .r gir,cn firr the
lirturc, pointing iostcr(l t() crrcrgent sufplv bottlcnecks, the
clorvnsitic'r of proll igatc [r.tnk lcnding, lrtcl " irrrtional rxubtr-
rncc in thc brrilcling scctor.

/) 
US legislative action to punish the PRC for the US trade

4 defcit and China's rapidly expanding position in t}le US
market I r(,nrain skeplieal lhat China has sLrll)cient 'legs" il
lhis LIS cl('.tion yeir lo l)ccomc the fircur ol sueccsstil lcgisla
tiYc.rttacks on US-(lhina cconomic aclivil\. IIlt there irre
lhosc on (lapitol Hill who eotrlcl try k) "scnd (lhinx a mrssirge"
th l the Llnitcd Strrtcs clocsn't like its currcncy practices or its
traclc surplus rvith us.'l'hc congressionirl lcgislativc Iabyrinth
olli'rs thc opporlunitv to scnd simple nrcs'agcs to nrultiple au-
dicnces (one oIthe:rurlicnces bcinfl L]S votcrr). i\lorcovcr, in
s()nlc \lnlc\ !\,ith larSc clactor.ll vote purse\.rt stJkr, p()pulir
crrnccrn ovcr manul.rtluring and scrvicc scctor iob losscs u,ill
rr,sonalc. (irngrt'ss arrd the'Whitr Housc hirv('l).ci known l()
lcirP lirst and fircc thc .onsc(lucnces l.rte[. W(]rking to prevcnl
thnl sccnrrjo is a (i)uncil prioritl, sharecl lrv all rrf our nrenrbcr
c{)nrl).rnia\.

3 Escalation of til-for-tat trade actions to restrict imports
3 in the name of combating "market disruption" or 6ght-
ing dumping Strong political pressurcs in tlrc LJnited Stirtes
regularly dcmirnd k)u8hcr, nrore intensc adnrinistrdtion pur-
suit ol-such trade cises wilh (lhitra. llig issues intpend on tex
tilcs and apparcl, covcrcd lry tlrose so-callctl "li'xtilc
Salegulrrl" clauses of (:hinn':' final \VT() acccssion P3r;k3gc
thill thr Ljnited Srntcs first nc'gotiated with (lhin in its eirrlicr
bilatcrrl agreenrent of latc I999. High visibility LIS antidump
ing cases, and cvcn an cllirrt to invoke US tratlc law to punish
Ohina's allegcd currcncy mnDipulation, nrc unclcr way. China
has brisllcd at US nrcasurcs takcl or proposctl, lrut has also in-
vokcr.l its own antidumping procedurcs with increasing
licqucncv. No one lalks nl)out reciprocal rclirliilli()n, ol coursc:
c,uch clsr is strictly "on the nrcrits." Bul hanrnrcting can
bcconrc a war,of lifi anr.l of nraking a living-lnd sooner or
latcr thc sound of thc hanrnrering can drown out normal con
versxtioD,

lirr thc long hirul and to plan their (ihina invcstments in

lllobal long-ternr corltext, see su.h possitrilities out on thc
horizorr. Chino has known over invcslnlent, glut, antl shrkc-
out before. What it cin do to prevcnt it. cspeciallv as thc gov
erDment continucs to l<xrscn its grip oD private ccononric dc-
cisions in the I)R(), is a big question. With the transilion fronr
socialism to thc nrarkct flr fronr conrplcte, the rol.'of the
stntc in prescrving economic ordcr conlpctes with thc ncccs-
sit y of relincluishing thc state's griP on thc cconony in conr
plcx ways that cvcry US conrpany irr (lhind encountc'rs s(x)ncr
or latcr.

{ A lurking unccrtainly about the longer-term
Y distribution of global economic resources and economic
power Evcn thr ntrst slnguinc obscrvcrs ol (ihina's rapitl
nrovenrent to lhc tiont ranks ofthc worlcl's trading nJli()ns
strugllle to dcfinc lhr'long-term impact of(lhina's arrival
upon the svstcnr il has cntered so wcll in the space of l lirv
verrrs. (ihina, lirr its pnrt, has coincd thc tcrm "Peir.eltl llitpid
l'.nrcrgenctJ'and has actt'd in a nranncr dcsigncd to shorv th.rt
its cntrv creatcs bcnchts iirr all-nr:ighhoring statcs, trndirg
n.rtions able t() pcnctratc (ihinir's IIrge nrarkcts, ancl nrrrltilat-
cral ccononric boclics benchting trrrrn Ohina's overall conrnrit'
nlcnt to stiblc glol)nl irlstitutions. l}trt irnxictics pcrsisl ancl

grorv, as in thc surklcn re ignition ol a hoary US debatc over
tlrc lnture of the r\nrcriciln nranul.rcluring scctor, or Slol)nl
\Pcculation ovcr thc fllure of cncrgv rcsources r,"orldwitlc, or
.ln.rll'sts' deb.ttcs irl)out thc future oi a global flnanci.rl systcnr
irr which thc Anrcrican ccononry is hopclcssl,v in dcbt to
lirrcign lcntlcrs likc t.hioa r nd the t .hirresc c!(tn()r)y rcrl).r it)\
burclcned by bclraviors and inslitutionll wcaknesscs lhat it has

firuntl diflicult to rcnrccly.

In short, rvhilc'Scptc'mber II has nrassivelv readjustctJ
Arncrica's con(crns in a dangerous rvorld, pockcts of conc(rn

Pcrsist in the Llnitcd Stntes nbout (lhina's ultirnate intcntions
and capabilitics, both econonric and rrilitiry (ti)r cxirnrplc, thc
[.lS-Chinn l]conon)ic irncl Security llcvicw (irrnnrissioo, whosc
nldndate fron] thc LJS (ingress is k) cluri[y thc links bctwccn
LJS-(lhina tntic anr.l c.ononlic rclali()ns on thc onc hnnd.lnd
LtS nationirl sccurit\'()n the other, issuls pronoul,)(erncnts thxl
regul:trlr' r'ecr krwartl pcssinrisr'n ).

Ncverthclcss, thc bilateral rclationship bttwe(,n our ttt()
grcirt nations is ope111i11g far more snrtxrthly', and thc c.o-
norlic cngitllcnlenl of thc United Slatcs and (lhina has
rcached far nrorc tlccply, than wc nright hlve inragintd on11,a

li'rv vcars lgo.
r\s the nvo countrics h;rve erparrtlcd thcir engngr'rrrrn1.

including thc cconorlic lnd conrmcrcill aclivitics thni t()dJ)'
practicallv join rhe United States an(l (ihintl "at thc hip" (in
thc rcccnt rvorris ol onc senior (JS govcrrrnrcrrt othcial), kccp-
ing LlS-China re lations-incluciing lrn(lc irnd investmcnt
tics --1)n i1 sli[)lc lrricclorv ili Do lass crilicll thatr it wns whcn
thc trnde Jnd invcstnrcnt nuDbcrs wcrc low. 

_l hill m.rkcs il ir

k)p prioritv, Jlrvn'\'s,ll lhc US-(:hinr llusincss Council.
Some of thc (-/rirrrr Iirsirres-s Rc lir'rr/s new air[rornc reldcrs

h.rvc been m.rking thc (lhina trip lirr ycars, as our LIS-( lhina
llusiness (louncil's hundreds oI corpornie nrcmbcrs hilvc
done.'Ihey know thc nccd for vigilrrrcc, widc-ranging
ioquiry, and dcpcrrdrblt'reselrch il a shifiing econonric lnd
political cnvironnrcnt.'lhat's rvherc thc (-lJR nnd the (i)uncil
conre in. We hope our nov friends rvill rlirnt, ii turn, t() !()nra
in kr our nragazinc and to the LiS ( lhina llusiness Council lirr
thc long h.lul. i

2f Longer term, the possibility of over-investment and
a overproduction in China, with implications for US com-
mercial interests and the condition of the world economy
Sontc [.lS lirrrrs, sccking to clcfine their o1)p()rtuoitics in (]hin.r
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GoINGVIT,ST:
A PnoGRESS Rr,poRr

tI

Dennis Chen
(dchen@uschina.org.cn) as government aftairs
manager at the US'China Business Council in Beiiing

Fo,. the tast four years, the PRCa-F qovernment has been touting its
I- L.."t w"","rn Development strategy
(GWDS), an effort to improve the living
standards of the 367 million Chinese, more
than one-quarter of China's population, who
live far from prosperous coastal China. The

strategy has included massive government
funding of nernr infrastructure, efforts to
improve the poor state of the region's
environment, encouragement of local
industrial growth based on local resources,
development of local high-tech capabilities,
and efforts to attract foreign investors.

Thc adnrittedly long-term slratcgy has neverthclcss had decidedly
mixed results so lar from thr pcrspective of the lbreign inveskrr look-
ing at thc region as a potential invcslmcnl deslinnti(,n. Inliastructure
construction has bcen signilicant and in many cascs has successfully
modernizctl plrts of the region, but transportation costs rte still high
and transport nctworks are still unreliable. Thc cnvirunnrental aware-
ness oI oflicials, according k) forcign irrvestors basccl thcre, has

inrproved, at least in rnajor citics, but varies from district to district.
Industries bascd on lhe region's rich store of natural res()urces are

growing, as arc scctors such as aulos, which havc a long, history in the

Catherine Gelb and Dennis Chen
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Catherine Gelb
(cgelb@uschina.org) is editor of the CBR.
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CT.N'I'ITA I- GO\TRN [I T,N'I

ATTENTTON AND rtrNDS, cUrwdS tNTr.RrOIt

HAS MADE SOME PITOGITT]SS-BTII' NOT ENOUGH

'r'0 t"uR[ suBs'tAN't'rAt. toREI(]N tNvt_s t'[tt.NT

rvest, brrl irttcnlion lo ti)reign in\'!,st()rs' ncctls is uneven.
Lhrivcrsitics in nraior rvcstcrn citirs, such as Xi'irn,
Shlanxi,.rnd ()hengclu, Sichuan, arc cstablishcci sources
fi'r crrEirrr',.'rrrrg t.rl,'nl ,r(r,'\\(.hin.l. lrlrt .'rrrrp.rrrir'..rrc
still stnrs,Bling lo Iind and keep c.rpablc, [rilingual stall
i\ncl althotrg,h srrnrc lrigh-prolilc, high-tcch vcnturcs were

lnnounccrl ill ]0{)3, li)reiBn inv!'slnrcnt tlows into rvestern

rcgions arc still rvcak.

The vvestern development story
()\'cr thc p.rsl two decades, (ihiolr lr.rs grar.luallv

opcncd its ccononrv to nlarket-bdsad cornrrrcrcc lnd lirr-
eign irlv(stn1cnt. Most of thesc' c'llirrts hlvc lirctrscd on
cnstern ( lhina, piiLrticularly thc coaslal provinccs. As a

result, living stiindnrds of coastll rcsidcnts hrvc riscn. But
in (ihina's hintcrlanrl, poor intrrslruclurc, a nruch Iargr'r

rural population, arrd 6rnrly cntrencht'd govcrnment
intcrcsts nrcanl th:rt the central govcrnnrcnt's ec1)norric
libcrirlizirlion policies did oot extencl to thc residcnts of
(lhina's intcrior provirlccs. AFter nranv ycars during
which thc interior li'll firrthcr and furtlrcr bchind, the
PR(i g()vcrnnrent rcalized rhat the'inrbalancc irr ccononr
ic and socirl dcvelopment poscd,l thrc.t to lhc health of
tht'overlll ccononrv rnd statrility of thc countrl,and
decidcd it rvas time k) narrow thc girp. 'lhc government's
solution $'ils thc (;\VDS,.overing onc province level

nrutri(il'.rlil)' xrrJ I I pr,'r init' n,l Jut(,n'rrtou\ rc8.r()n:\:
(lhongqing, (;insu, (iuangxi, GuizhoLr, lnncr Mongolia,
Ningria, Qinghai, Sh:ranxi, Sichuan,'l ibct, Xinjiang, and
Yunnln.

'l hr, ovcrarching goal of the (lW[)S is to elinrinatc
poverty in thc western provinccs nrld signili.nDtly reduce
thc dcvelol>nrcrrt disparity between thc'c'ast antl the rvest

lnner Mongolia

Hohhoi

Bootou'

.K.shr

nsu

Xining.

Shaanxi

Tibel
Mi.ryrn! .

Chenedu'
Sidlu.n

zigone'

. G!iy8nS
Guizhou

Guangxi
Kunming.

Yunnan
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a

lry thc nridtllc crf this centur)'.'lhc lcnth l]ivc-
Ycar l'lan ( FYP, 200I-05 ) ofi]ciil goals .rrc lo
O lrrvcst hel|ily in infrastrtrcturc, l'ronr wntcr
rcsourcas, tran\portation, nnd cncrgv t() lcle-

O l{aver\e or at least halt cnvironrncntal tlclcri-
{)rnlion rrtd prelent Pollulion in thc u|pcr
rc.rchcs ol thc \ingzi Rivcr aori 'l hrec (iorgcs

nrcn, ils rvcll xs along olhcr ri!cr\ l()cnlcd i11 lhe
rvcstern provinces.
tD lnrprovc thc compctilivcncss ()l lgriculluril
l1r,\lrr(t\. nlincr.rl rc\r)rlr(c lft )i((l \, l,)rrri\tll.
lnd high-t.'ch industries.
tl l{.risr'rrlucation levels and inrprovc thc,qrrali-
l)' ()l hunriln rcsouracs.

O Nl.rkr signilicant inrfrovc renlr in th.' inlias
lnrclurc ol-pro!incial capitals aocl rrrban hcili-
lics rrl snrallcr citics lnrl krrrns.
O l:st.rblish a nlodern corpornlc s\\lcrn in larSc

.rrrl rrrc.lirrrn-rircd 5l.rlc-o!vrr((l (rrlcr'Ir r\(s
r 5( )l-.i) .lnd \ignifi ( Jrrllv rc(lrr(c llr( I'r p('rli('rr
ol slirlc.npitrl in thesc SOlls.

O Signiticantly raise the wcstcrn provinccs'pro
porlion ()i nati()nal forcign irlvcstnlcnl ind
trldc volunrcs.

O Supplv rur.rl rcsidcnts \i'ilh id(qu.tlt li)()d
antl clothing, ensure that the'living stantlards of
urban rcsitlcnts in thc inl.rior rc.l.h thr "well

o11-" (rirrtr krirr3) ler,el, ancl prcvcnl lhc cnst'wcst
incontc g1p fionr widening lurthcr.

S( lrt r.llcly. thL' 8o\ L'rnrllcnl i\ nl.lrrll.lin i nB

thr' nunrcrous inceDlive Policics in\tilr.rtcd in
l(X)0 lo iIttract invcstrrlcnl t() thc intcri(n. lhe
Br\'( rt]l]rcnt JllP.rrentl! h,'y'.'*,1r.,,,,,r"'*n
invcstors rvill trring not only, lirnds but also

cxp{rsLlrc l() nrilrkcl-l)ased l)chavior, cxlx,s!lrc
thal nright hclp governnrent ofl'icials in thc
regiorr apprcci.rtc lhc bcrrefits of nrarkct bascrl,

.r. opposcJ I't 8(r\(rrtrllcnt-|r(,rllotcri. t'.ononrit
gro\!th.

Irr\t,lhc ((r)lr.rl ti^,('rnmenl i. intrt.r.ing it'
budgc,t lirr inrcstnrcnl in kev proiccls in thc
intcrior, disbLrrsing rnore loans fiorr slntc l)()licv
hrnkr,.rrrJ (r(i'urxtins l(n(lirg ft,,rrr irrlerrr.r
ti,rn.rl ilrr.urti.rl ort.rrtiz.rti,rns anti f,,rcign 6,'r -

errnrcnls li)r projccts in western (lhina. lhc
laovcrnnrcnt will also encourage PII( I (()ornrcr-

cial banks to provitle nurre loans (evnluatcd on
thcir nrcrits. thc gov.rnment is cirrclil to notc)
li)r tlr( (('n\tru(tii'n,,l infrartru(trrrc f r,'ic(1.
likc, railrl^l's, trunk ronds,.rnd encrgv produc-
tion itnd tritnsnrissior'1.

Seconrl, tlrc ccltral governnrcnl is kr'cping a

virricty ol lirr hrcaks in placc'. Foreign-invcstcd
cnterpriscs (l'lllr) in scctors in which thc gov'
crnnrcnt cncouriSrs lirreign invcstnrcnt
,re.t'r.litttt t,' lhc I :.rl.r['S,ue euiJing I.rrcigtr
Invcstnrcnt io lnclr.rstry) bcne6t fronr a rcductd
inconrc tax ralc of l5 pcrcent for tht' lirst thrcc
ycars aficr;rn,v cxisting tax brcak encis. With
approval lirrnr thc prorincirl governnrcnt,
entr-rprises in cthnic nrinoritv arcls rr'ill bc ablc
to enjov rcducctl inconre tax or tre exenrptcd
allogcthcr. Ntrv enltrpriscs in thc lrnnsforl.t-
tion, clcctricit,v, postal servicc, anrl r.rtlio antl
tclcr. isi,rn scctrrr s ill lrc cxcrnpl iiorrr inc,'rrre
tax li)r lhc lirsl lwo yr'ars of opcration itncl will
pav only hallofthe nornlal incone tlx rilt. li)r
the following thrr:e ycnrs. An entcrprisc in thc
weslern rcgion thnl rL'c!'ives invc\tnlcnl t'r()m.rn

/ .!' ]p F i-,']

f,
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The government apparently hopes that foreign invsstors will bring not
only funds to vvostern Ghina, but also exposuro to market-bascd bohavaor.
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As a lead logistics provider with a well-developed logistics network with-
in China and the U.5., we are prepared to create integrated, end-to-end
logistics solutions for you. The 6-Log system will provide the technology
backbone of IBS Logistics' supply chain management seNices. You will find
us flexible and able to rcspond to your changing needs.
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Western China used

$1.72 billion in FDI in 2003,

a decline of 14 percent year on

year; this total FDI figure

accounted for only 3 percent of

total utilized FDI in China.

cxisting l:lIl sill cniov rll prclirentiirl policics
lirr Illis.rs Iong as the foreign intcstmcnt stakc
in thc ncrt companv is at lcast l5 pcrccnt. Thc

Bovcrnrricnt also issrlr'ti the (l.tt.tLrgut' of
Incourage'd lncltrslrir's lirr Forcign lnvcstnrcnt
in Middle and Westcrn liegions of (lhina, rvhich
li\l:. (r(,,urnt.(l irrtltrslricr irr l(t irrtcri,rr
plovinecs antl citics. Any FIFI in an industry
clc,scribcrl in thr: rirtrloguc will bc exe'mpt tronr
t.rri11's ancl v.rluc'acllccl taxcs fi)r c(lLripnrcut
inrporlccl lirr its own use, ns long as thc vllue of
thc inrports renrlirrs bclow the l'lE's total
it'tvcslnlcnt lmouDl.

l.ocrrl gtrvernnrcnts and devc'lopnrt'nt zones

also oflir thcir own iocenlivcs; thesc vary lionr
(li\tri(l L, Ji\lriLI .rrJ li,rnr Proi((t t' Iroi('ct
(j.. p.ll ).

The strategy in numbers
According to (ihirra s National Burcau of

St.rtistics, lronr 1999 to 1002, the grolrth rates
('l (;l)P. pcr (.rpit,r (il)P..rrrJ lix(rl-rsr(t inrrst-
nrent in \lcstcnr (ihin.r rverc slightll,higher than
thc national rltcs, inclicating thirt thc rvcstern
provinces arc cat.hirrg rrp in thcsc rreas, ifslorv-
l,y (-w"lJblc:i, p.l0). Ilct\r'cen 1999 and 2002,
(lhina's (il)l'ancl pcr (apitr (it)P increased bv
irbr:ut 2tt and 2i pcrc.,rt resPectivelr', but the
growth ratcs in thc rncstcrn rcgions arc signili-
cantll highcr than the nltion;rl ones-alrout Jl
nnd J0 pcrccnt, rcspcctiT'ch. Onl)' threc w.'stcrn
provinccs ((;.rnsu, (;ulngxi, and Yunnan) had
groKth rates o[(il)P and pcr capita GI)P below
lhc nnlionil gr()wth rrte-lhe rest t'rceedr'd the
lrationnl ralr. ()l co[rrse, thc'sc figurcs must be
t.rLr'rr nith .r gr.tin ol s.tlt..ts nt.tny ctonontirt'
have questioncd the' rc'liability of China's
provinci.rl (il )P ligr.rrcs.

llvcD il lhe ( il)P antl pcr capita (;l)P lig(rres
rccuratcly rcllcct thc nrassivc infrastruclure
dcvclopnrcrrt thirt occurred betwcen 1999 aIrd
2(x)2 il wcstL'rn Ohina. this monrenlum has not

translated into a narrowing of the wealth gap

between east and west. Urban per capita dispos-
able income in the western region between 1999
and 2002 rose 26 percent, but this 6gure still
lagged behind the national average urban
income growth figure of 32 perccnt. (Rural
incomes across the country grew only l2 per-
cent during this period -one reason tbr the
central government's recent focus on rural
areas.)

The ibreign dircct invcstmcnt (FI)l) 6gures
reflect the difliculties tacing central :rnd western
Iotal leaders in trving to cr:nvincr Irrrcign
investors to take a chance on China's hinter-
land. Despite thc incentives in place to lure 1'or-

eign investment west, the share of (lhina's total
utilized FDI that tlowed to western China actu'
ally declined in 2002, to 3.8 percent l'rom 4.6
percent in 1999. This downward nronrentum
(ontinued in 200.1. According to rcicnl \lxlisti(s
from China's Ministry of (i)mmer.e (MOF-
COM), the western regions used $1.72 billion in
FDI in 2003, a decline of l4 percent year on
year; total FDI used by western regions
accounted for only 3 pcrcent of total utilized
FDI in China. Gansu, Ningxia, Qinghai,'l'ibet,
and Xinjiang received the least FDI in China in
2003 (Tibet has attracted no FDI in the past

several years).
In contrast, foreign investors pourcd funds

into China's coastal areas. In 2003, the five
regions with the largest FDI int'lows were
Guangdong, )iangsu, Shandong, Shanghai, and
Zhe.iiang, all located along China! eastcrn coast.
The total FDI used by these 6ve regions
accounted for ncarly two-thirds of total utilized
FDI in China last year.

A region in flux
To be sure, Chongqing and the western

provinces and autonomous regions have some
comparative advantages over the coast: a ready
supply of educated workers who can be less

expensive for sonre positions.rnd fr()ximity to
abundant natural resources and second-tier con-
sumer markets. Companies that are abl('k, take
advantage of these features and hold the atten-
tion of local officials can probably make a pro-
ject work in western China (-sce p.l4).

Indeed lDI, though still a small contributor
to overall growth in wcstern China. is incrcas-
ingly visihle in the major western cities. particu-
larly in the high-tech and other industrial
development zones. BP plc, Ford Motor (b., and
foreign auto parts makers Iike'l-c'nneco
Automotive Inc. and Lear (lorp. hlve sel up in
western China; Intel Corp. just announced a

$375 millit>n chip testing and packaging facility
in Chengdu; and ln6neon lechnologies AG

12 tvfarch-April 2OO4 rHE CHINA gUSINESS BEVIEW
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PhatoI:Apr.l$20,2004
V6nuo: CECF (Pazhou) Complex
Exhlblts: lndustrial Products

Household Electrical Appliances; Electronics & lT
Products; Lamps & Light Fixtures, Toolsi Machinery

& Equipmentt Small Vehicles & Spare Parts;
Hardware; Building Materials; Chemical Products

& Mineral; Vehicles and Engineering Machinery

Venue: CECF (Liuhua) Complex
Exhlblts: Textiles & Garments / Foodstufl &

Medicines

Garments; Household Textiles; Carpets; Raw Textile;

Artex; Furs, Leathers, Downs, Down Producls;
Foodstulf, Tea; Medicines, Health Products &
Hospital Equipment

Exnibition spane

PlEse II : Apr.25-30, 2004

Venue: CECF (Pazhou) Complox
Exhlbits: Articles of Daily Use

Articles ol Daily Use; Native Produce, Animal By-

Products: Furniture; Ceramics: Houseware,
Kitchenware & Tableware: Foolware & Headgearl
Cases & Bags; Stone and lron Products

Venue: CECF (Lluhua) Complex

Exhibits: Gitts

Giltsi Decorations; Toys; Wrckerwork Articles:

Horticultural Products; Clock, Watches & Optical

lnstruments; Otfice Supplies: Sporting Goods, Tour

Equipments, Casual Goods; Jewellery, Bone

Carvings and Jade Carvings

For more inlormation, please visit our website: www.cantonfair.org.cn

iB *, o *,q a{ 64.
(tttNf 9E ExPoRr <oMMoorrtt5 far R

q

I

aI

r,fi u
II

-t

ll
\l

Add: CECF (Pazhou) Complex, Xingang Dong Road, Guangzhou, China
CECF (Liuhua) Complex, No. 117 Liuhua Road, Guangzhou, China

Organizer: China Foreign Trade Cenlre (CFTC)
Tel: 86-20-26082558 Fax:86-20-83335880 E-mail:info@icecl.com Http: www.cftc.org.cn
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lntervievv

businessrnan

lvorking in

Chengdu talks

about lhe

opportunities

and pit,talls

ol'irnrrsling

in Sichuan

SCOtt Zheng (scott. rhcnS(,,rwsil. nct ), a nativc o[ Fuiian,
rcccivcrl his l\lllA tionr (irlunrbia Univcrsit)'in thc nrid-1990s aDd dlier
srrnrc limc rvorking as an investnrent banker in Nov \irrk, lirund hinrsclf in
wcstc'rn ( lhina in 1002. He is currcntlv prcsidcnt dnd ( l|O of (lhini \\tstcrn
Si\lli In\.cstnrcnt (-()rp., an offshore invcstmcnt conrpany thit providcs equity
invcstnlcrl .rrrti investment consulting serviccs lo nrrrltinational and Chinese
conrprnics Iooking frrr cross-border transactions. Sincc founrlirrgl the compa-
nr- in 1003, Zhorg hds invested in and lirundcd Sichuan lirp ()ne iUedia &
(iulture lixchungc Oo., Ltd., a governnrcnt and corprrrllt'rvcnt nrcnagenrent
conrpany, irncl t)hcngdu lce & Fire 'ltchnology l)cvclopncnl (1o., l-td., ;rn
onlinc chal and garnr'company, and is in thc proccss ol heJping prc'pare the
ovtrscds IistinS ol-n major Chengdu bascd rcnl cstatc cornpnny.

Hc was prcvirlr.rsly vice presiclent .rt SI'lAIi Sichunn SMIi lnvcstnrcnt !und,
rr Wrshington, l)C-based, $23 nrillion vcntrrrc clpitrl fund with invcstnrcnt
lionr Ncw Yrrk Lifc Intcrnational LL(- ind thc Intcrnltional Irinirnce Corp.
At SFIA| Sichuan he led the fund's 6rst equity invcstnrcnt in Sichuirn Ncw
llighrvav & llridgc Nlachincr,v (io., Ltd., and (ihcngdu Ilarrglungrva Foods.

[]eli)rc nroving ioto venture capital, Zheng uas an;\sia Pacilic linance nran-
agcr lirr l)clphi Oorp. in Shanghai.

Zhcng rr:ccntl,v irnsrvered sonre questions posctl bv US'(ihina llusiness
(iruncil llciiing hased (iovernment Aft-:rirs irllnlger l)ennis (ihcn rrnd (lBR

Liiitor ( i.rtht'rine ( ielb.

a .Ilow does the market in western China-speci6cally Sichuan-

'compare with the other parts of China in which you have worked?

A

't4 March-April 2OO4 fHE CllltlA SUStl,lESS eEVIEW

What are the most notable differences in the business environment there?

A o llr" ,,r.,rkrt rn thc wcst r' qtrickly c.rt.hio6 up th,'trgh it ir still undcr
/ l. .lcucl,'l,e,l c,'rnp.rrcd with othcr parts of (ihina.'l his is prartly because

ol-thc policy clccision lo open up thc counlry to husillcss grrrir.rirlly irnd palt-
lv lrccirusc of l geographical brrrricatlc' that hlt], in cllect, "scalcd" thr' region
lionr th. rcst ol (ihina.'lhis polic,v changcd, horvcvcr, rvhco thc (ihinese gov-
crnrrrcnt rcllizr:rl that the increasing tlivergencc in econonric dcvekrpnrent
hctrvccn thr coast and thc intcrior might l,llnt thc scccls of soci,rl instabilitv.

'Ihc nrarkct in western China, and p.rrticularly,in Sichuln, is sonrervhrt
uniquc.'lhc provincc is r'ndorved rvith lbundant nalural rcsourccs such as

hvdroporvcr, r'rrirrus mincrals, plants,.rnd rviltl .rninrals, plus goocl arable
l.rn,.l and rvcather and so has historicallv bccn scll:sulllcient antl irr lact
slrilrs nruclr of its agricultur.rl prodrr(ti()D lnrl nllur.rl rcs()rrr(cs t() other
pnrts ()l (:hinn. I have scen husinrsscs suclr as pharnraccuticals, orirring, food
proccssinS,.rnrl Irocc'sse'cl lgricultural products bascti on lhosc rcsources
llourish as r result of conrparative advantagc. 'l hc lirllowing, irspccts oI the
business cnvirrrnmcnt diffcrentiirtr'Sichrrln fronr the rest ol (ihina:

O Ao unt['rr.lcvcl<lped,large consunrer rrrarkct with potcntinl purclrasing
prxvcr conrparatrlc lr) that ()f thc YnrrgTi or Pclrl rivcr rlcltit cconomic rcgirlns.
ln .rd,,lition, consLrort'risnr and a relixc litcstylc .lrc (lccply lootcd .rnrong tirc
popuhtion of 120 nrillion people. 'l his is particularly grxrd ncws for indus

Questions for a Venture
Capitalist in Western China
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tries such as consunrer products, apparel and tex
tilcs, logistics ancl distribution, and tourism and
leisure.
O llourishing industries based on natural
resourcc cxploitatiorr, rural and forcst products,
and pharnraccutical inputs extracted froor Plants
or aninlals
a A lower-cost l.lut well-cducated and stable
workforcc
O A distinct (lhinest'cultural and lristorical hcr-
itage with gr{ t Pro\pecl\ li}r bu ld ng tourirnr,
muscum, nnd arl industrics
tD One of the largcst trinsport infrastructure
netrvorks in (lhina as a result of continuous
inveslnrcnt in highwa,v and bridges that link vil
lages rvith citics
O ,\ largc l'.r.e rrf uilins \lilt( owned (onrpirric\,
and the legacy of thc soci.rlist "cold war syn-
dronre" thlt "hidcs" kcy inclustries from the vrrl-
nerable eastern coast

O Arr inrpr,'ving lrg.rl .rrrJ rrg,ul.rl,rry r'nvirrrn-
ment thal still needs to calch up with more
advrnced regions clscwherc in (lhina.

Ao WhaI rlo vou rhink are some of the

!t r"gion', biggcst challenges in attracting
investors, both Chinese and foreign?

/l o I,,,,rrn1'r'tc rn i t I r . , r , r . t , r I rcgi,,r. lirr invcst-
/ l' rn.rrt i.rpit.rl. t hergtlrr 5ichrr.rns i.rpit.rl
(rtr .ilJ \thurrr rrr'r'J tr: li'rrr. r'rr th( ir irr\c.t
rnL,nt cnvironlrl.nts. llanding out lavish tax holi'
dr1's.rrrrl prclrrcrrtr.rl lr(.rtr!(nl ol-nll \i'rl\ i\ r)r,l
suflicient to pcrsuarlc scrious invest()rs to conrc',

as othcr Parts o1 (lhina arc oftcring thc sanrc. Thc

B,)ver rrr)( rrl ncctis to t hrnl hrrrrl .ts .rn inl,est,'r
aboul how lo rcd(r(c invcslnrcnt risk and increase
inve\l()r rcl u rns.

In particular, thc govcrnnrcnt needs to be con
iernctl rr'itlr lll( 1,r,)l('( lr,rrr l'l invc\l()r intcrc\ts.

r, ilflfi!t!il
irH,litiilillf

E

tich l
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(iurrent leSal and conrmercial regulations olit'n
conlirse, lnd disc()urirgc rathrr thin enaourilSe,
lirrcign.rntl donr('stic privnte investmcnt, though
thcsc'hinclranccs nrny not be uniquc to Sichuan.

Scconcl, the prolcssionll quality and rvorking
e'tlicicncy oI govcrnrncot otlicinldon] nceds to
inrprovc in ortlcr kr rctlucc investnrent risk. I

havc sccrr str'arlv inrprrrvement in this regard.
'l_hird, thc govrrnnrr:nl ncetls to create a le'vel

pla,ving lit'ltl lirr all businessr's, (lhincsc and lbr-
cign.

lirurth, an .rre.r thitt is olien neglected, thc
provincc nccds to crcatc a conrparable li|ing
cnYironnrent lirr rxp.rtri.rtcs and their tlnrilics.
()ticn, I h.rvc hcrrd c\pxlriatcs conlplirin thill
thcr. is no intcrnaiional high school for tht'ir
tccnagc cltiklrcn.

(Jo Over the past sevcral years, the govern-

\' ment has invested huge amounts of
money into building highways in western
China, and yet the media have reported that
there is no traffic on some of these newly built
highways, Do you think Sichuan still needs
more highways to facilitate local e(onomic
developnrent?

/f o I rhink this i. .r .l.rrsiL c.r.c ,'l rrrisrrndcr -

' 
la tt.rrrJirrg th, t'hinc\r ca()nr)n)v. lhc ((nlr.rl

and prolineial golernnrents do pour hugc
nnro!rnts ()l fi()ncY irrt() inlidstructure. Ovcr thc
ncxt ricc.rclc', thc (ilrinr'sc Bovernnrcnt plans to
build roughlv ,12,(X){) knr of new roads in south'
westcrn (ihina.'lhis ligure rvill inclrrdc irlountl
3,400 knr ol ncw crpressways ancl 1,600 km ol
''grnrle onc" highwrys (similar to UK'N' roaris).
'l lrc rcnraindcr will largcly bc rnadt' up of lcsser

roads lhit !vill link snlilller towns and villagcs to
thc nrain road nclworks. lf the region is to cirtch

rup, highwavs antl cfhcicot logistics to nrove peo



TISC'S PE}IDUIUTI SERUICE
1INKS U.S. WESI COASI

GUl] AND AI1ANIIC COAST
WIIH EASI ASIA

IOKYO

?,lEwYoRx

FBEEPOAT

{a1 5L

MAIIZANILLO

.-I
Mediterranean Shipping Company (MSC) now of'lers an all Water

Pendulum Service fiom East Asia to the east and west coasts of'the U.S.

Port rotation: Ningbo. Chiwan. Hong Kong, Busan, Tokyo.
Los Angeles, Manzanillo (Mexico). Freepon (Bahamas)

to Savanniih and New Ytrrk.

The ports of Baltimore. Norfblk. Charleston, Jacksonville. Miami. New
Orleans and Houston, are served by express relay through Freeport.

MSC is the settttttl lurgesl t'ruttuiner r-urrier in the x'orld and utvers
all ntujor de.stinutions droutul the gk te.

MEDITERRANEAN SHIPPING COMPANY
(212) 7644800, NEW YORK

www.mscgva.ch

tiLA[TA 8ALn Oft EoSTOI| CHAnUSTOII OllnLOm CHlc|Go CttVELltlD oltL s oEI8olT tloull0l{
/70.953.0037 410,631 /567 617-241-3700 843-971.410! 704.35/ 0oOO 847.296-5r5r .140'871'6335 9/?-239.5715 73-1'955-6350 713-68r.8880

los tGEtEs tAl,| i6l oilE^ts toiFolx x[ r6rft, t.c. i H^ius. FnEEPonr,,rlssAU ollTlElt, c^li TmoxD, arr vrxcqrvES. cri
919660lll)O 305.477-92/1 504.831 9396 757.6250132 910.392.8200 2l?351 1158 5r.t 8'r'1371' 1162316431 60.-685 0131

WE BRING
THE WORLD
CLOSER



plc, produ.l\, nnd nlachiner)'in and out irre etsen-
ti.rl. As thc provincc is currentll,charactcrizc'rl bl its
largt'ly rural cconr:nrv, it will takc tinrc iirr thc scll:
suflicient c.ononrv to build its suPport nctworks up
tll r lr\.1 rl)l( tt:,'lier husincss,rpp,'rluniti(\ td oul.
siders.

( )l Li,rrr\.. th(rc,rr( prohlcrn. witlr (orruftiotl
anci spcnclinS sPrces in governnrcnt-6nitnccd pro
jccts. And in fircl as rccently as two ycars irgo, lw()
\,'ll\c(ulivc lr()\ in(nl highrv.ry t,,rrrnri'sioncrs wcrc
charged with c()rruptior) arrd nrishandling of con-
structi()rr [unds.

f) o Whar are some promising industries, if any,
\<' lhat weslcrn governments should
Promote?

A. lhc rrr.lrNtric. lh,rt nrev lr,: int('rc\lint l,) 1,,r.
r la .igrr lrtrsincsrc'.rrr. forc\trv. Lon5unr(.r Ir(,(l
ucls, ilul() l)irrts, crrergy (hydraulic powcr nn(l
naturill gns), l)cverlgcs, lood Irrocessi g, r.lcclronics,
high-qu.llily clcctr()nic conrponcnts ancl prodLrcts,
pharnraccutical prorlucls and distribution, specialtl
pncknEinE, lcti(iing local brandcd [,roclucts inclur]ing
lixxl, lcisurc busincss, and transportati()rr, Lrgistics,
lnrl dirtributirut.

a a Human resources are critical for economic
. development. How do you think the west-

ern provinces can stop the brain drain to the coast?

/l o lrr thc lrtrrg tcrrrr, Inrn Irot rvr)rric(l .rh(,ul lhi\
, l. sichu.,n,.'1,"(irll) lhe cit) ,,Ir ihcrgrlLr. pro
vidcs n l()w-cost but high-quality litistylc rhnt is

competitive with the econonrically aclvnnccd cotslnl
anci mitjor citics in castcrn China. For cxantplc, rcnl
ti)r thc sanre 60 nrr studi) apartment woultl proba-
bly be lrvo t() thrcc times higher in Shanglrai or uP
to lirur timcs nrorc in Beiling thirn in (ihcrrgdr.r. Br.rt

thc salarv of an cducated rshite collar rvorkcr in
thcsc.oirst.ll citics is onl,v tvvice as high as that ol l
(ihcngdu whitc collar worker.'lhere is no shortirgc
,rl qu.rlilietl rvorkcrs rr Sithurn, .ts thir prrrr irrrc ir
honrc to a p(,p(rlnlir)n oi 130 rnillion.

li therc i..r br.rin Jrlin, thr,'rrlv wrv li' \1.,f il ir
thrrrrrgh thr' rrr.rti,rrr (,f ,1I el,ici(nl, (()ntp(lilrv(
cnvironnrcnt lhrough which the growth ol-busincss
will crealc denranrl lirr qtrality prolission.rls who
will aonrc lo \\c\tcrn China-and stnv there-t()
w()rk for ulr.tl lhcY w()rth.

f). Can you offer an example of a successful

X'investment in lhe region, and why it was
successful? Can you give an example of an unsuc-
cessful investment?

A. lt.,.k wlren I w.rs with thu I 5 v(llrrrr (.rpil.rl
/ l. iurr.i. t lerl .rurl pirrriii1,ar,.,l irr rhe lurrrls
irrvcstnreDts in lrvo Ohinese privirlc con]pnnics. ()ne
wds.t hiFhwrv infritslructurc comp()ncnl lrlnkar nnd
thc olhrr, n lixxl proccssing conrPanv. lirth conrpl-
nics xrc oprrlting wcll rnd as planncd in thc inrcst'
nrcnl oranlornndn.

An investor should look for

companies with the following three

primary characteristics: strong and

honest managers, strong growth

potential, and attractive entry

multiples.

To be successlirl, an invcstor should never reducc
screcning criteria siurply because of the fact that thc
companies undcr cvalualiorr irrc locatcd in inlirnd
provinccs. Sinrilar lo any ctluity investment under-
taken in the Unite'cl Stirtcs, arr invcstor should look
[rrr (,rnrprrri(s witlr tlrc f,rlLrwing thrce prinr.rry
characteristics: :ilrong lnd hontst rllilnirgr'rs, str()r1g

Bro\rth potcntinl, ind nttrrctivc enlr)' nrultiples.
(l]nt11' mLrltiplt's rcl:rlc to how expcnsive the invcsl-
nrcnt is lo thc invcstor.'lhc hight'r tht'nrultiplc', thc
nrore expensive and m()re risky k) irn investor.)

t )ur sc.rrr'h enrfh.rrizcJ est'cri.rllv ronrplnicr
with managers rvho rvcrc opcn, honcst, and succcss-
firl, and who rccognizcd that they could profit liom
advice about lspccts ot thcir husiness in which thcy
necded to inrprovc thcir skills to grow, such as

llnitntial contr,rls. nt.trkct ing rkill.. l:.t Jc\r)urrtirg.
ancl human rcs()rrrcls nrnr)agcn'rr'11t. It wirs hard
wl)rk neg()tintirrH thc dcals bul in thc end, ahcr
scrt'cning out hundrctls ol_ conrparrics. rve were
rclicved and cncouraged to lind thit there arr, liood
conrpanies oul therc looking for snrart eqtrity clpital
and qualiti'grorvth.

ln contrast, thc issuc r)l-.ontrol k)ppled an invesl-
nrcnt conlpanl wilh invcstors liont lhiwan and th0
United States tlrrcc rnonths a!io. 'l hc investors t-ailcd

to lrirc thc ri11ht pcrson to le'ad thc conrpany to begin
with, and pr-obably chosc thc wrorltl local partners
t(x), ancl tlrcn flilcd lo inslall chccks ancl balanccs in

thc investnrcnt c(nnpanv k) prcvcnt misnranagt,nrenl.
lh( irNcslor:'houl(l h.rri .rlllreretl to lh( \rrrrc riE r
ous invcstnr.'nt practiccs tt picallv adoptt'd elseu,hert'.

f) o W'lrat approach or speci6c preparation is

\. necessary before investing in the region in
comparison with investing in coastal China?

/f o Alwayr, i.ruri,,rr, nll(rrlion t,r detlil. arrd rcri

' 
l'ous cltr.' .liligen.c w,,rk .rrc r*crrtirl b, forc

mirking an invcstnrenl, as rcspcct lbr rule of law has

not been conrplctcly estlblishetl;rnti law cnforce-
orcnt may take li,rcvcr t() in)plcment. We have seen

progress in tlris rcgard but tlrororrgh homework,
including duc diligcnc., ir' nec!'ssar\,. As a sophisti'
c.rted investor, thcrt'is r() cxcusr for rrot doing
honreuork corrcclll,. Ottcn, pcople sav: "Hevl 1'his ir
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Often, people say:

"Hey! This is China, things are

handled differently here." From my

experience, this is not true.

(ilrinl, things.rrc lrarttll.',.1 diltcrcntlv hcrc.' Fronr

nr\' cxpcricncc, lhis is not true.
It nould be espctially lrtlpful in thc duc dili-

Scoce fro.css to lind or tcitm up w ith a trttstworthy
local advisor or scck lrclp lionr cstirblishctl lirrcigrr
chambcrs ol conrucrcc, or trading nnd irrvcslnrcnl
rrprrscntirtives rvho arr prescnt in thr'rcgion. As

proli'ssiona lisnr in ( lhincsc (lPA lilors has signili
rlntlv irrcrc.rscrl tx'cr lhe lasl trr'o,vears, onc rtl our
approachcs is to 'lrorrorv" the crpertisc o[ l rc1,

utablc local (ll'A lirnr to concluct duc cliligcntc ort a

prosf cclivc c()nll)Jn\"s rccounlinB books.
('r,rrl.rrcJ rrith irrrr'.trnt in Lorrrp.trrr(\ irr r.r5l.

ern (lhina, a rcgi()rr lh.lt is nrl)re strucltrrcd nn(i
docunrenttl. ir vilsl rturrlbcr {)f wcstcrn I)li(l (()nl-

1',rrrits ltrnili,rrr w rtlr sh,,rt-:ightcd vi.ir'rr, rtrc.trrirtF

th.'y opcrnle wilhoul a husiness plarr, without gtxrtl
busincss intclligcncc anti nritrkct inlbrnra(ion, and
undcr invcst irt lc(hnoloSy and peoplc. t\nd evcn
r^hat i,'ul.l l', r.,,rt its h.tsit'. str.'h.rr r'.rri,rtr'.,rrp,,-
rrlc policics,.rrc not in 1,lacc.'fhcrt'lirre. qtritc olicn
inre.tort rrce.l to grritlc tltc wlj\tcrrr (.lrirrc\.
cntrcprco.rrr through nunrltr-g.rthering tnd lrusi
ness plln sessions in ()rder lo gct.ls nru(h inli)rnrir'
tion.rs ncticd.

(;cttintt g,(^'crnrncnl hclp can bt'a doLrblc cclgcrl

srrord. ()n orrc hiirtd,.ldnrinistrirtivt nlcAstrrcs ()r

pcrsonll gcslurcs citn bc really cffcctivc.rnd clli'
cicnt. ()n tlle othcr hiln(1, governmcrl rDiry lry l()
inllucncc thc tlccisionnraking procc'ss, wlrich thc
cquity invcsl()r nrry consitlcr olLlimits. ln ircluJlily,
horvcvcr, I lrrclcr sornc level of govt'rnnrcnt rcla_

tionship lntl cvcrt pcrsonal tiitldship, as this cittr

senrl l ps,vchokrgical sign.rl to lhe invcstcc: l)o rr()l

nress n'ith nrc. \\t hrtc nol trscd this trxrl lor lirc-
tighting, but in sl.rtus conseious Ohina. est.rblishing,

scni()r contacts iu)(i a uitic rclationship nctrvork
crrr,rlti provt' to be uselirl.

At lhc sarre tinrc,.tbicling lrv grx'crnnrcnl rcgu-
lations and larvs is inrportant lirr tirrcign business
survival. "Do thc right thing, rathcr than rio things
right all the tinrd'necds to be rr:ntcnrbcretl.

Olhcr suggestions: (lhcck on, and lakc advan-
trgc ot, the various prcfi'rcntinl trcrln)cnt policies
offlrcd locally, such ils tit\ holidays, cxport rcbatcs,
and tarill bre;rks, and cven hc preplrerl to:rpply tirr
govcrDrncnt lirnds rvhcn invcsting in thc govcrn-
nrcol's '('ncouraged invcstDrent s.alors." l h('se nre

sonrc arcas in rt'hich invcstors c.rn strikc birrgains.

a r You might have more caree. opportunities
. in China's large, prosperous cities like

Beijing and Shanghai. What made you decide to
develop your career in Chengdu?

/l o As t hc icrrtr.rl F()v( r'rr rr r( rrl i.nlr tt tlcs lt)
, l. rcli'fl its.ll .rrr,l it. l|r.ln.lE(n](rlt .rpBrrJlu:,
thc e()untry is gettirrllalosar to n nrlr'kct econonrv.
As a rcsult, thc opportunilics [i)r doing l)usincss:rrc
cv.rvwltcre..,' thcre is rr(l l.r(k ol ,,ll!'rtunitics-
lrlrt rlrthcr, a lack ol propl(. leho a.ln nol ()nlv spot
thc opportunities but also nrakc thcnr rellitv.

()f coursc, Bciiing anti Sh.tnglrai .trc PoPtrllr dcs-
tin:rtiorrs firr Chincsc rclrrrniog lr'rrrtt ovt'rst'as. 1hc're
arc nrauy choice's in lili'lo nr.lkc. nnd I likc thc
opporlunity to work in a lcss-dcvclopcd region of
(lhin.r thrt promises grcntcr Browlh 0d a l)tlter
chrncc of nraking, a leal inrpirct. Withirr nrv lirst
wrrrking yeitr in Chcngdu. in S.lrtcnlbcr 200-l l{c5l
(llri,rrr I)rril},, onc ()f tht'trvo nr.rjor local ncwspirprrs,
irwlr<ierl nre "Llxcellencd' stnlus or.rt of .l I \{est-
(llrina-l'rased husinrsspcoplc nonrinalctl in its rank-
ing of the "lirp'ltn linlrcprcncrrrs," in rccognition of
nrv invrslrrrr'nl \rr,rL irr ( h('rrq(lrt I (.lnn,)l irrl.lSill(
bt'ing.lvlrded such arr hotror in x .it)' likt' Shirnghri
or lle'ijing rvithin r l,car of crrnting back.

Ilcsidt's, Chcngdu is .r growing,, lirshionable citl
rvith (listinct lncicit Ohircsc cultLrrc antl hcritage.
Witlrin two hours'tilive ol thc city rtntcr, there'are
Lrts oI historical lirndnurks lnd rccrcational activi
tics. l hc governmcnl is currcrrlly brorrlcasting a

trrurisnr ad fbr (ihcnlidu on'l'V dircctc(l by thc
rcrtrwoctl (lhinese Iilnr clircctrrr, Zhang Yinrou. Thc
ld's skrgan is: (ihcngclu is a citl'you would never

wnnt k) leave, if t'()u shoultl evcr contc trt visil. For

l(', this is true. i-
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Going West: A Progress Report

Continued fron page l2

rltr:ounccd it wxs establishing iul intcgrirtcd cir-
cuil dcsigl ccnter in Xi'an's high-tcch park.
I ilrr'rtv l\lrrtrral lrrsurlrric t irotrl .rls,, iusl
launchcd its opcration in (,hongqing to scll
propcrtv anci c;rsualn insurancc. l\lrnv of these

.rnrl otlrcr l.rrgr sralc,rr high-pn'tilr: lirrcign
inv.'st()rs lhnt have set up in rvcslcrn (lhirra ha,,c
reccivctl the special treitnrenl thilt contcs with
l'.'irrl:.r rr.ri,'r [,i.rl cnr[lrvcr. str.h rtr.rtcgir
invcslnrcnls nr.ty yct yicld bcnelits lirr thcst,
conrpanics bcvond the, gorxlwill thc,v r'stablish
rvith lcldcrs in Bciiing hy sctting up in a less

clt'sirlble l<rcntion.
Itut the (]\VI)S has so f.rr llilcd to ntake

11r(rBrc\\ irr nt.tnr',rI thc ar,.r.,rl Sr(rl(sl irr)pr)r.
tancc to iovcstors, both tirrcign ancl (ihinesc:

a Transport infrastructure I)cspitc advances
in trirnsp()rt infr structure, invcstors in thc west
rcknowlcdgc tlrat translx)rtalion still accounts
lirr a llrgcr shrrt' of operiting .osts in thc interi
or thrn it docs on the coasl, anrl lhat transport
links still tend to be unrelirblc (i.. p.l4 ). This
nrav bc less of a conccrn tirr nranulucturcrs or
scrvicc pror'i<icrs sonrcing lronr, and sclling in,
krcal weslcrn nrirrkets, but hig,hcr-cnd goods like
irut()s still nrust travcl to thc waalthicr consurner
nrarkcts orr thc coast.'liansport.rtion is also a
problcnr lilr manufacturcrs who ainr to export
thcir p(xlrrcts or who nrust s()rrrac inpuls fronr
thc (oitsl or ()vcrscirs.

Inlrrstrrrctrrre inrpror'enrenls nraT accclerate
in thc nrcdium tcrm, though,.rs thc lhrec'
( irrrgcs l)anr bccrrmcs fillv opcr.ltional, nraking
inl.rrr.l .hippiog nrore cliirient. \r.'rv .rrrp0rtr
ancl cvcnlrrallv ncw air routcs cotrld bcncflt the
wcstcrn region as well.

A tlrornicr issuc is thc dcvcl4rnrcnt of ef6,
cicrrl nrultinro,.lal shipping options lirr irrland
h.rscJ .orrl'.rnie.. \4ullirrod.rl tr,lt\forl r(quir(\
coopernti()n nnn)n[l nrinislries .lnd local govt'rn-
nrr'nt:r thxt lcrid to rcsist suah a()()pcrntion. It also
rcquircs crrnsolitlation of inc'llicicrrt rnd protcct-
ctl intlustrics likc trucking, which has thousands
()[ tiny llccts sc.rttcred around thc aountrv.
a Thc environment Thc ccntrnl govcrnment's
push to clcan up the PRC crlvirololcrlt has
hccn c'1',:urc.l lrv h'c.rl r'llieills irr rrr.lor wc.t-
crn cilics. llul ns in edslcfir aitics, lhc tcndcncy
is to rcloiirtc polluting industri.s {rutsicle of the
cilY centcr-antl then tbrgct:rl)oul thcrn- l-hat
is, cnlirrccnrcnt of thc govcrnnrent's pollution
liws runs lrc.r,.llong into lo(il districts'desirc
fi)r thc lxx rcvenuc and cnrPLrynrcnt tlrat large
S()[s i11 stcl, chenricals, anrl otlrcr polluting
induslrics offi'r. A fbrcign conrpirnl, thnt scts up
r w<rrltl-class licility with slirte ()l- tltc art
wnrlc\\,.rtcr lrciltmenl tJcilitias rrrav linr'l tl'rirt its

Transportation

accounts for a Iarger share

of operating costs in the

interior than it does on the

coast, and transport links

still tend to be unreliable.

neighbors arc politically pnrte'ctcrl, polluting
SOf.s.

a Government capabilities (lovcrnnrcnt offi-
cinls in lhc wr':itcrn rc'gions rrc nruch lcss farnil-
iar $'ith lhc workings o[ a nrnrk!'t cc()nomy lhan
irc lhcir c(ustal counlcrparls-'l-he slo\r'or cven
nrtnc\islcnt ihrnge in thc nlin(l'(lr,'l nran\
lrrcal ofhcials krward tirrcign invcstors nrav be
thc (;WI)S's nlost noticcnbh Iirilurc thus fur
A rcccnl Asinn l)eveloPnrcnt l]nnk rcport, l)llcr
AttrddiltN l:l)l !o tr{cstrrrr (-/rirra notcs, "Many
local oflicials are not onl_y nol convinced o[ the
l)enelils ()l l:l)1, but are oulright susl,icious of it
.rncl vic\v Ijl)l as a zero-sunr ganrc-il thc
rn\(\htr i\ EJlnirlE \{rn)(lhint thcn ('lrin.l n)rr\t
bc losing."

'l hc c!-ntritl governnrcnt acknorvlt'dgr'd the

I'r,,hlcrrr.rs firr hir.k e' th, lqSo\, \^l]ol it iniliirt
ed a cadrc swap progranl in which sonre catlres
liortr r,r.rst.rl .lr(.r: wer( \(nl Ir' lrcll tlrr. il|tcri(lr
arcas liu a couple ofyears, antl oflicirls in the,

w(.:,lcrn rcgi() s took jobs rrr thc coast.'lhc pro-
granr h;s bcnctltc-d sonrc otlicials in wcslc'rn
(lhina, but thc snrall scalc of tlrc prt)granr hils
linrilc(l il. r.llc(t. Horv trr tr.rirr.rll thc intcriL,r
olhcials to lrt, open-minded and lirr$'.rrd-think-
irg is still ir challcnge for thc (iWl)S.

Sonrc lirrr'ign companies in wcsttrn (lhina
praisc lhc local officials wilh whonr thcy deal as

liexible Lrnd ac.omnrod:Jting. Yel thcsc conrp;t-
nics lcnd l() be the larger invcslors with lht, nrost
lirx rcvc'nuc itnd cnrf,lovnrcnl lrrospccl\ to offcr
local ccononries. Smallcr lirrcign invcstors, or
tho\c $'ithout llirns to cxpxnd thcir in\'('slnrent
nnylinrc \(x)n, lrnv suffer lionr thc 5hort-tcrm
fireus ol local governnrcnt othcials ancl lhcir
prcoccupirtion with the largc'rt tlxfrycrs.

'lhis short-sightcdn('ss hls trinslalcd inkr a

rtl.rtirclr ucltl \ct of inv(:'lrrr(rrl rnLcnli\(\ on
ollcr lirr lirreign investors in w.stcrn (lhina

srill
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bt'yond tht'national inccntivcs oft'ered to all

f<rreign investors. l.and costs renrain relatively
high, for exanrple, arrcl the fircus is mainly on
t.rx break' r.rther thirr on pr,,viding serviccs
that meet investors'needs. Officials in solnc ol'
western China's higlr-tech development zoncs
and investment pronlotion burcaus appcar to
bc showing greatcr flcxibility toward potential
invcstors, though thcv rrc ('nly iust Iearning
about the full rangc of \crviccs thcy must offcr
investors to win lheir business.

The central Bovcrnnrent's plans to rrnify
donrestic and foreign corporale income tax
treatnlent, moreover, could spell the end of the
practice of offerirrg special tilx breaks to foreiSn
investors. This nrakes the quality of governnrcr)t
actions-fiom streamlining .rpprovirl procc-
dures to adopting pt)lici('s thal promote conrpc-
tition-all thc morc importnnt.

O Human resources ln rtestc-rn (lhina, most

colleges and universilies arc locirted in Sichuan
and Shaanxi provinccs, specil'ically in Chengtiu
ancl Xi'an. But many graduntcs seek jobs in
Ilcijing, Shangh.ri, arrd othcr big coastal citics.
At thc same tinre, secondary r"'ducation in the
westcrn regtrns has not yr't adapted to nrecl the
nirrkct's demands lirr skillcd workers.l'he
result is that the qualiticd nrdndgcrs or techni-
ri.rr:r rvilling t,r rvork i wc\tcrn tihina are in
higlr denrand anrong forcign investors, anrJ

prrrblcm.' with rclcr)lion (Jn hc iust as intcnrc
xs on the coasl. Training dcmands arc also sig-
niticant both lirr high- and low-skilled workcrr'.

And human rcsorrrae issues cln take up nuch
of a firreign invesk)r's tinrc. 'l hus, though labor
(r':'ts nrJy hc Lrwcr tirr sotnc li'rci8n 6rrrt' in
thc intcrior, many olhcrs lincl lew labor cost

savings overall.

cDP (RMB billion)

Yo.r Chongqing Sichuan Guizho( Tiber Sharnri Garsu oinghai Ningxia Xiniiang

2002 r97.r3 487 5l lt8 50 223 20 l6 t4 203 60 I r6.t4 34 32.93 r59 83

1999 r47 37 371.16 9t t9 185.57 r0 56 t48.76 23.84 24.15 116.86

Per Capita GDP (RMB)

Yrar Chongqino Sachuan oriu hou Tibe( Shaanxi Gansu Oinghai Ningrin Xiniiang

2002 6,34i 5.766 3,r53 5,!79 6,0s3 5,523 4,493 6,426 5,804 8,382

1999 4,826 4.452 2,415 4,452 4,262 4,101 3.668 4,662 4,413 6,470

Fixed Asset lnvestment (RMB billion)

Yolr Chongqing Sichuan Guizhou Yunnan Tibel Sfiaanri Gansu Oingh.i [ingxia Xinii.ng

2002 89.93 190 27 63 30 8t 46 r0 66 9t 53 52.62 23.24

r999 52.53 122.44 31.r9 66 40 5.36 58 78 35.55 11.12 r2.81 52.67

Foreign Direct lnveatrnent ($ million)

Yor. Chongqing Sachuso Guirhou Yunna.l Sh8anri Gansu Oinghai Ningri! Xinii6ngTib€t

2002 195.i6 555.83 38 21 l69 0 360 05 61 2l 41 26 2? 00 r8 99

l9t)9 238.93 341.01 40 90 153 85 0 24197 41 04 459 51 34 24 04

Per Capita Dispo8able lncome-Urban (RMB)

Yoar Chonlqing Sichoan Guizhou Yunnan Tihol Sharoxi Grnsu oinghai ilingria Xittiiang

2002 1,238 6,61I 5,945 7,241 6,331 6,r51 6,171 6,067 6,900

1999 5.896 5,478 4,934 6,179 6,909 4.654 4.415 4,703 4.473 5.320

Per Capita Disposable Incorne-Rural (RMB)

Ysrr Chongqir|g Sichusn Guirhou Yunnsn T'ibel Shaanri Genlu oirghai l{inerir Xiniitng

2002 2.098 2,108 r.490 t,609 r,462 r,596 1,590 1,669 1,9r7 1,863
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1,456 1,357 1.4$1 1,154 t,4731999 1.737 1.843 1,363 t,438 r.309

Source: National Bureau of Slalistics. Chlrs Stalislic al Yearbook,2000, 2N3

Western China in Numbers
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lirr cxpatriates, a western China position can
bc a signi6cant hardship, particularly because of
the lack of support services, such as interna-
tional schools and expatriate-friendly healthcare
facilitics. I hi' is stdrting h) ch.rngc, h,rwevcr, in
the biggcr western provincial capitals.

Slovv and steady?
'l'hc (iWI)S is neither thc'first nor the lirst

of th. PII(lllo\,ernnrent's efforts kr dircct eco
nonric and conrnrercial dcvelopnrcnt. Past

cl'lirrts-cvcu lhc gov.rnm(r)l'\ tirst Iirr.ry into
'irpening" Ohina to commcrce in l9lt0, thc
Shenzhcn SPt'ciirl Economic Zonc-havc rnct
with sirtrilarly lukewarm initial responses from
investors u ntil comnrerciill circurlrstanecs
made lhc investnrent location a compelling
onc or until thc govcrnment swcctcncd thc

incentivc pot to make the new location nrorc
attractivc.

'Ihe intt'rior may yet, over the long tcrnr,
conle to bcncfil lionr the coast's success. For
one thing, producti<)n costs on the coast are

starting lo risc, driving many manufacturcrs out
of the nrajor citics. Progress in inti structure
dcvelopment, k)o, should improve transport
and comnrunicalion links, power sources, and
other kcy support networks. And consumer
markc'ts in second tier cities around (ihina are
hcconting morc appealing-and morr acccsri-
ble to tirreign companies as World'liadc
Organization comnritments arc phased in. ln
thc short tcrnr, the irrcome gap may rcnrdin
wicle, Irowcvcr. And the development of"softer"
skills anrong the enrployment pool and bureau-
cracy mny tirkc tinre. The key nray wcll be sus-

tained government financial support lbr

lnner
Mongolia
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Chin.
Totsl

Nalionel
Tolrl

GroMh B[lo,
1999-2002

N6lional
Growlh Balo,
r 99F2002

WatleIn
Chinas Shrro ol
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govarnrlenl's commilnlcnl to Ncstcrn dcYek)p-
mcnt will r.main firn as rclirrnr oi tht'se and
olhcr wcak sections of thc ccononrv intensi6es
(though rrn r'irly 2004 plnn lo train lirrmers lbr
o11-llrnr jobs is cncouraging).

Mcanwhile, in lalc 2(X).1, thc Ohincsc govcrn-
rDcnt llunched yet anothcr rcgiootl develop-

0ne example of the cenkal government's

eflon to develop the west-the establishment

ot high-tech development zones in maior

cilres .pornts out how far western otlicials
have come, but also how much fa(her they

must travelto catch up to their counterpans

on the coast. The hiqh-tech zones in Xi an,

Shaanxi, and Chenqdu, Sichuan, for example,

have both recently won major investments

lrom lorerqn semiconductor manufacturers,

bul much of the foreagn investment participa'

tion in these zones is in technology lhat is far
lrom cutting-edge. The size of mosl invest-

ments has been relatively modest. And the

number of foreign-invested enterprises (FlEs)

withrn the zones remains far smaller than the

number of Chinese entities.

The Yangling Stata
Domonstration Zono of
Agricullural High-Tech lndustrio.

Yangling lies in the middle of the

Guanzhong Plain in Shaanxi,82 km lrom the
provincial capital of Xi'an. The high-tech 2one

was established in 1997 in part to take advan-

lage of lhe high concentratron ol academrc

resources rn Ihe area, rncludrng several agri-

cultural universities and research institutes,

whrch together employ about 5,000 research

slati.
Yangling s "mission," according to zone

otlicials, is to put agriculture-related scientific

and technological resources to industrial use

and to advance sustainable development of

arid and semi-arid areas to help restructure

the local agriculturalsector and raise larmers'

incomes. The overarching goal appears to be

to create a self-sustaining local agricultural

economy in western China.

The 2one may well be more interested rn

this mission than in tashioning itself as an

ideal location for foreign agriculture-related

investment. Though officials are extremely
helplLrl. and the zone offers the increasingly

ubiquitous "one-stoo shop" lor investors, the

large growth in output that the zone has

achieved has been accomplished wrth linle

lorergn involvemeat. Examples ol toreiqn par-

ticlpation in the zone include lsraelitechnolo'
gy at one Chinese-run lirm that manutactures

specialized sprinkler systems and imponed

American seedlings cultivated by one zone

enterprise lhat works to aid reforestation

effons across China.

Yangling is busy experimenting with new

ideas and business models. 0ne ol these,

called "Company + Expens + Farmers," has

been used successtully by some local compa-

nies. Under this model, a company engaged in

the raising ol livestocl hires expens to pro-

vide advice on scientific methods and also

lends baby hvestock to interested tarmers to

ra,se at the larmers'own barns. The tarmers

must follow the experts anstructions on how

to raise the livestock.0nce the livestock

mature, the company takes them back and

pays the farmers for "babysitting.'This model

seems to keep everyone happy, as the compa-

ny can cut its overhead costs because it does

not need to pay lor any animal maintenance,

the farmers don't need to worry about

whether they can attord to buy therr own

stock and whelher they can sell the adult live'
stock later for a good price, and the experts

are paid lor their expertise.

Enteapiso and zone ps oamance

O The rone is home to 600 enterprises with

total registered capital of Y3.5 billion ($423 mil-

lionl. 0l these, 15 are FlEs

a Nrneteen enterpnses in the /one had reqis

tered capilal ol more than Y50 million ($6.04 mil-

lion) each in 2002; l8 enterprises had annual

revenue o, more than Yl0 million {$1.21 million).

a The zone's output has inc.eased by around

20 percent on average per yeaL from y309 mil-

lion ($37.4 million) in 1997 to y805 million {$73.6

million) in 2002 By the end of 2002, zone

exports reached $15 million.

Selocted prelercntial policies

Yangling offersthe national-level incentives

for high-tech zones as wellas a number of

others, includrng

a An enterprise development fund, which
will be used to subsidize FlEs in the zone lor
any income tax that exceeds l0 percent oi

their revenue after their lirst profitable year.

a A 20 percent busrness tax refund until 2005

for tourism and information consulting entgr'
prises in lhe ?one that have paid more than

Y500,000 (560,386) in business tax a year.

a Exemption lrom business tax lor company

or individual income obtained from technolo-

gy transfer, technology development, or ser-

vices.
a Exemption from land"use tax for land used

lor aqriculture, f orestry, stockbreeding, and

fishing.

Contact intormation
iIs. Tang Limei

otficer, Foreign Atfairs 0ttrce
Yangling Ag.iculture Demonstration Zone

Tel: 86-29'8703'3981

Fax:86-29-8703-606I

E-mail: l-tang@ylaqri.gov.cn

Websiter www.ylagri.gov.cn

Xi'an High-Toch lndu.try
Dovolopmont Zono

Xi'an Hiqh-Tech lndustry 0evelopment

Zone (XHl0Zlwas lounded in May 1988 and

was approved by the State Council in l\4arch

199l as a national-levelrone XHIDZ is located

in the southern suburb of Xi'an, home to

numerous academrc and research institutions.

The ?one, which has plans 1o double in sile, is

divided into sub-zones locusing on aviation

science and technology, telecom, software,

and startups by returned overseas Chinese,

among others.

XHIDZ otficials are keenly aware that they

have tough competition lor loreign invest-

ment. During a recent visrt, they were open

about the tact that lntel Corp. had chosen the

Chengdu High.Tech Zone lor its lacility in

western China. But they were proud of the

lnfineon Technologies AG project they had

won and asserted that it was a better project,

because it was bringing more sophisticated

technology into Chin a

Some Chinese-run enterprises in the zone

that have received foreign investment include
(aimi Co., Ltd., an environmentally friendly

detergent manulaclurer lhat also produces

shower gels and other cosmetic soap prod-

ucts and that has staned to export to Japan

and South Korea (also the source ol some of

Kaimi's initialinvestment). And Xi'an Konq

Hong lntormation Technology Lld. an elec-

tronics enterprise that produces piezoelectric

ronr?ers for arr purificatron and piezoelectric

ceramic transformers for use in consumer

electronics, repons that it has received

investment from the lnternational Finance

Western High-Tech Zones
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roncrete efforts kr inrprovc thc interior's invest

nlcrll !-nvironnlenl.
IJut the Chinese governnrcnt is saddled rvith

rr.urr other, lrgu.rlrl)' rr.,rc urICnl pri(,riticr
rctirrnring thc 6r.rn.r.rl sc(l(rr.rnd sh,'ring up
thc niltion's frail social salcty net dre among the
nlost pressinB rnd il is unclc'ar whether the



Ir]cnt cfforl, this onc t() "llcvive the Northeast,"
China's rust bclt, which is suffcring from severe

unetnplovmcnl and rising social discontent.
(;overnment cflirrts lo Iure lirreign investors lo
this troublcd reSion nrry conre nt the expense r)f
westcrn (lhini, csprcially bt'cause of the essen-

tial rolt'of govt'rnnrcnt lindirtg in these pro-

iecls and campaigns. The government's exhor-
tations to investors to "Go West," then. if not
backed by nrore substantial incentives and mea-
surable improvcmenl in the commercial envi-
rr>nnrcnt, will not be enough to.iumpstart
wcstern China's market for foreign goods and
services. n

Corp. and the Carlyle Group. The patented

technology Kong Hong uses was developed at

Oinghua University in Beijing.

Zone performance

a By the end ol 2002, the zone had invested

Y14.75 billion ($1.78 billion) in infrastructure.

O ln 2002, revenue rose by a quaner, to Y48.1

billion {$5.8 billion}and G0P reached Yll.9 bal-

lion ($242 million), a 22.2 percent growth rate.

a The zone was home to 4,991 enterprises in

2002, of which 541 were foreign'invested.

a The top five foreign investment sources
were Hong Kong (35 percentl, the United

States (24 percent), Taiwan (9 percent), the

United Kingdom {9 percent), and Japan (6 per'

cent).

a Leading foreign investors include
Honeywell, NEC Corp., Fujitsu, Toyota Motor
Corp.,0akin, Brother lndustries, Ltd., Royal

Philips Electronics NV Boberl Bosch GmbH,

and Shangra-La Hotels and Resons.

a lnfineon Technologies announced in 2003

that it would set up an integrated circuit
design center in the zone.

Soloctod p1610rorti.l policios

ln addition to cenlral-government policies

common to all hiqh-tech zones. XHIDZ offers a

number ol other incentives, including

a An intellectual property rights fund to sup-
pon patent, trademark, and copyright registra-

tion both domestically and abroad.

a A one-time award of Y500,000 ($60,386)for

the establishment of a research and develop-
ment center in the zone by one of the 500

largest enterplises in the world or top 10

enterprises global industry leaders.

a For investors in certain industries and at

certain funding levels, preferential land

prices. (lnvestors that commit more than $100

million to the zone ca0 obtain land lor free.)

a Loan lacilitation for smalland medium-

st2ed enterprises.

Cootact llt,ornation
Mr. Lu Dongquo

Director, lnvestment Promotion Bureau

Xi'an High-Tech lndustry Development Zone

Tel:86-29-8833-3797

Fax:86-29'8833-3606

Website: wwwxdz.com.cn

Ch6ngdu High-Toch lndurtry
Oovelopmont Zono

The Chengdu High-tech lndustry

0evelopment Zone (CHlDzl was established in

l99l, like its fellow zones, to take advantaqe

oi the local educational resources, in this

case those of Sichuan s capital. The zone

received little suppon from lhe central gov-

ernment until the launch ol the Great Western

Development Strategy IGW0S)-yet the cen-

tral government allowed all the national-level

zones to otler the same incentives- The 2one

then had to distinguish itsell from its rivals

around western chtna.

Coverinq 67 km2, the southern two"thirds of

the zone consists of an R&0 and business

area, while the western section (about 20 km2)

is a manufacturing base, mainly lor information

technology (lT) and modern Chinese pharma'

ceulcal industries. Most ol the companies in

CHIDZ are in the lT and biomedical sectors.

The zone has an rncubalor wrlh 289 enlerprises

and "stanup parks" lor returned overseas

Chinese and Ph0 holders. 8y 2m2,313 Chinese

returnees and doctorate holders had launched

100 starlup companies in lhe two parks. The

first state-level expo(-processing zone in

western China was set up in CHI0Z in 2000.

When asked what challenges the zone

enterpnses faced, officials noted that trans-
ponatron rnlrastructure distance from major

markets-was a competitive disadvantage.

But they added that many companies in the

zone benefit kom its relatively transparent

setuices. 0nce the companies grow, they

want to branch out, but olten find it hard to
get used to the "conservative mentality" of

otficials outside the zone.

lnte.estingly, the zone otficials tout the

l€anness of their management (like several of
its counterpans, CHIDZ provides a "one-stop

shop" rnvestors) and show llexrbrlrty that rs

nol considered common among western PRC

gove.nment otficials But paradoxically, they

exhibit a minimal understanding of the kind ol
outreach necessary to lure lorergn companres

west, even as they express interest in market-

ing themselves to foreign investors.

Zone padormance

a CHIDZ had attracted 4,200 enterprises with
more than $1 4 billion in investment from lor-

eign investors by the end of 2002, includinq

Motorola lnc., Sumitomo Corp., Mitsubashi

Corp., Cornrng lnc.. and Compagnre Financiare

Alcatel.

O At the end of 2002, the zone had 480 FlEs.

ln 2002 alone,5l FlEs signed contracts and 15

actually set up operations in the zone. ln 2003,

the zone won lnlel Corp. s coveted 3375 million

semiconductor packaqing and assembly pro'

iect, reportedly the largest loreign investment
proiect in western China, over Xi'an,

Shenzhen, and Shanghai.

a Eelore the GWDS. the zone took in $30 mil'
lion in foreign direct investment (F0ll per year
ln the years since then.lhe zone has taken in

$60 million-by mid-2003, the zone had con-
tracted $50 million in F0l.

a ln 2002, the zone's value'added industrial

output reached y16.8 billion ($2.03 billion), up

25 percent, and total revenue was Y47.2 billion

{$5.7 billion), an increase of 27 percent. CHI0Z

was tenth in totaloutput in 2002 out ol 53

national high-tech zones.

O CHIDZ is the first high-tech zone in west-

ern China lo have passed lS0 14001 and UKAS

cenifications.

Prelersntial policios

a Comrnercial banls in the 2one are encour-
aged to give priority co0sideration to enter
prises in the zone when providing loans.

O ln 2003, the zone waived its application
tee.

a The zone will cover or subsidize land-use
fees for foreign companies that invest above

certain levels and in certain sectors.

a According to 20ne otficials, in addition to

the preferential policies posted on the web-

srle, olher preferentraltreatme0l can be dis.

cussed on a project-by-project basis.

Contact i omaliorl
Mr. Li Gang

Division Chief, Foreign lnvestment Promotion

Eureau

Chenqdu High-T6ch lndustry 0evelopment

Zone

Tel:86-28-8517-8684

Fax:86-28-8517-6329

Web: !v!vwc dht.gov. cn

Dennis Chen and Catherine Gelb
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China's rapidly

changing transport needr

call for new strategies

Transportation Sector

Albcrto Nogal€s
based in Washington, DC, is a consultant
fo. the World Bank in the East Asia and
Pacific Begion Transport Sector [rnit.

Graham Smith
is the lead transport specialist in the
World Bank! Beijing office.

E
! ...,"po.tation rnzill be increasingly vital in

I China as the nation's economy continues toII change from a planned, centralized system to
one that is market-based and decentralized. To

satisfy the rapidly changing needs of transport users,
provide the necessary conditions for economic
growth, improve access and mobility among the
poor, and protect the environment, China \ /ill need to
design and fund appropriate transport strategies.

China must address several key issues to reduce
risks and bottlenecks in its transport sector.

(ihina s govcrnnrcnt botlies nerd t() nd.lpt k) thcir ncw rolcs.rs rrgulnt()rs. Ecciluse

lhc ccnlral govurnnrcnt has only limitcd p()wcrr ovcr provinecs lntl (lhina lacks a sin
glc, nalion.rl rninistry rcsponsiblc firr all transport nrodcs, lhc pace ol-adtninistr.ltivc
rclirrnr vlries lirrnr prrvincc to provincc. And bec.rLrsc g()vcnrllcnl lrodics hlve rrrlin-
lninccl l slr()ng culturrl rcluctanac to cross jurisdiclionirl boundllics, scrviccs that
rcquirc erxrpcration across such boundrlics havc dcvclopccl sIrrvly.

Alberto Nogales and Graham Smith
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Shifting market needs
Shippcrs lntl passcngcrs havc rrrore opti{)ns Dow lhiln c\'cr

bclirrc and arc requiring t:rstcr and higher-qualitl scrviccs.
(ilrrently, ho\va\'cr, sonre shilrlrcrs resort k) c\p€nsirc in(l incl'
licient nrclsurcs, such as opcrating their t)wn truck llacls,l()
ensurc qunlitv scrvi(r. As users dt'nrand bctlcr scrviccs, rr()l

onlv will infilstructurc nnd othcr asstts hir!. to inrpr(ll't., l)t,t
v' rvill thc ..rl'.rtitr ,,1 olct.ttt r.l (('ntpJnic\ t(' iIll.Fr.tt( \(r -

Yiccs rcloss lritnrport nrode5.ind iurisdictions.
SPccilically, ro.rcl .rnrl rvatcrway lieight lr.lnsport will trkc

nrnrkct shxrc lirrnr rail-road transport becausc it ctn pr,rvidc
l)cttcr door lo-drxrr scrvicc irnd wrterway trdnsporl [)ccrr.rst il
is potcrlti.llly.hcnpcr lirr bulk protiucts. l{ail itnd buscs'sharc
ol-thc passcnF,cr trilrlsp()rl nrirrkel will also shrink,ls privittc
c:rr ownership.rnd passcngcr air scrvices grow.

l)cnund lirr aonlirincr lr.lnsport services rvill risc. sincc c<rn

t.rincrs.rnd nrullinrodal lrxns|ort reduce tr:lnsp()rl (()sls, ll.ili"
tat( glol).rl suPplv chrin., rncl providc thc reliatrlc scrviecs.tntl
tlclilcrl th.rt cxp{)rtcrs lnd forcign investors dcpencl oo.

Road transport
'l hc l)ll(. B{)\'crnnlcnt ficcs mirnv new chJllcngcs a()nacrn-

ing the oxtir)o s highrv.tr,s. While continuinS ltl cxpirn(l lhc
exprcsswiry syslcnl, (lhina worrlti clo well to tircus on ovcrall
road nclrvork nrnnllB,cnrant nnd nrilintcnancc. ()thcr key cross-
jurisclictional coordinltion issrres include irrrproving thc trilos-
p()rt stirnd.lr(ls ()l'wcslcrn prrovinccs and lhe nlnnitgcrncnt ol-

cntrics anr.l cxits lo citics, roacl saiety, logistics, ancl lirnrl usc.
(lhina's ro.rd invcslrncnl in 2002, including cr)llstruelion

xnd nrnintennr)c., l()talcd roughly $45 billion.'l'hcsc hig,h lcvcls
()l invc\tnlc t, $hich rcprcseDt about ,1.5 pcr.crll ot_thc
Dition's (;l)l).rnd havc bcco maintirincd during thc last tivc
veirs, irrc (xaaplionxl { fi\v (olrnlries ever spentl nrort lhan 2

China needs

to introduce more

efficient and

sustainable modes

of financing, such

as a surcharge

on auto fuel.

pcrccnt ()l their (;l)P on trilDs-

l'ortation). \tt firnding for main-
tcn:rncc antl construction of thc
sccondlry :rnd tcrtiarv netrgorks
rr'rnnins inndcquntc. Additionalll,
thc priv.itc sc(tor's sharc of high
rv.rv lilrncing is unlikel,v to
incrcasc in thc future. (:hina,

thercfi)rc. nccds lo introduce morc
t'llicicnt .rnrl sustainahlc nrodes of
finaocing, strch as a surcharge on
rruro lircl. ('lhc Strtc (loun.il
rpprovctl thc gas sLrrcharge con
cept in principlc in 1999, but
inrplenrcnting lcgislirtion hus yet

to be passed becausc of strong ol)jcclions liorn nrnny strkc-
holdcrs. This reform will cntail a f-itr-rcn.lring rr'structuring of
rcvcral m!jor tax revcnue sourccs, public slrcndinS lrorvers, ancl

lhc birlancc between nationul and provincial ntandates.)

Railurays
'l he pcrfirrrnance o[ (]hina's rail svslcnr is, b]' intcrnational

stanclards, vcry goorl, bttt th( slstcnr nccds lo cxPdnd its caPnc

it,v lirrthcr, keep raising thc rlu.tlity ofscrviccs, ancl acquirc
moclcrn tcchnology to renrrin.onrpctitivc in the litttrrc. In thc'

plst, PllC rail maniScrnent hits tctrdcd to enrphasizc rnaxinriz-
irrg volrrrrcs c.rrrietl rJth('r th.lrr 6crrer.tling r'cvcnttc,rr inrprr:v
ing, tlrc valuc of serviccs. llul nllitudcs nrc chirnSing.

'l-he PIIC liovernnrcrrt nrity lintl it usclitl to atldrcss thesc

longrr-tcrm strntegic qucslions: llow nruch c<xnpctilion
shoulcl be allowed:rrnong conrpanics olTcring rail transport
\crvi.cs (priv:rte or olhcr\!isc)? (ln0 pricing bt'nrade llexiblc
cnorrgh so that it rctlcats (osts rnorc it(currlclv, Pcrlt'lits fces on

a scrvicc-trv-servict- lrasis, and.rlkrws c.trricr\ ilnd cuslo,ners to
.nlcr into contrncts lh:tt cover pricc and scrT icc <lrralitv? An<l

rvhat is thc bcst *ir1' to hlndlc srrrl,ltrs lirbor as inlirrmation
lc(hn()log,v eliminrtcs thc neccl lirr nr.rnl iobs? (ihin.r opcnt'd
its r.ril licight mlrkcl to nc\v privatc.rrtd irrint vt'nturcs in spe

cillizetl nrarkets, such a:' contJincr scrvi.cs, as parr of its \\'crrlcl
'lraclc Orgarrization t'ntry. 'l hc playing licld for srch entrants
w,rtrl.l hc rrr,rrc l(\(l il lhc:'l.llc r.lilw.ry.rs JIr cnlcrl,ris. wcrL'

lcgally scparated tiorlr thc nrinistry thlt rcgulnlcs all {)perators.

\Natervvays
As (lhinJ's ('cononry nraturrs xnd shilts loward manufac_

turing high-value intcrnrcdirtc and linisheri products, tht pri-
mnrv scclor (firrming, lishing, forcstrv, attcl rtrining) lnd
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Regional disparities
lrovinacs ilong (:hinn's cnslcrn

seaboard havc bcnctitcd [ronr logisti
crl .rtccssibilitv antl lrcll-clo'clopctl
intrnstrua(urc, Jnd havt qr()\v11 t'rlore

quickll tlt.trt thcir !(t'stcrn counter-
pir rts. ( lurrcnt l)ll(lgovcrnnlcnt
cllirrts ainr t<r nlr([v lhe rvidening
rvcirlth .rntl ineonrc clisparitics
betwccn thc two rcgions l)y dttrrct-
ing ororc dorrrcstic lnri lirrcign
invcslnrcnl l() thc interi()r (J.. p.ll).
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construction will dt'clinc in rcl.llive imp()rtirnce,
shrinking thc rn.rrkct li)r inllncl wntcr trans

Porl. I h( (('.r\t.ll pr,'r incer u ill lc'el thi' tr.rn.i-
tion lirsl. llut inlnnd w.ll!'r trirnsp()rl mav
continuc lo thrivc lirr bulk eargocs, oversizcd
lolds, or dangerous cnrc(); it nrny cven prosper
irr thc lr.r.lrl pr,'r ir:,.r'. c.l'cei.rllv in rirer
tl.:lt.r.-whcrc rt,r r,r.r.l ,rr r.ril .rlt.rrr.rtrr, is

rc,rrlily.rv,ril.rl:lc. A ni(hc nl.lrkt.r lor (r,nl.riners
may ilso devclop in placcs wherc'roid and rail
service is delicicnt.'lilkcn logclher, the tlemancl
lbr tr.rnsport on Ohinl's nrirjor rivcrs is Iikcly to
renrain substantirl lirr at lcast thc next couple o[
dec;rdes.

'[b increase inland w.rl.r trnnsport elliciencv,
.ontinuing.hnnncl uPgritclcs and llcet nlrdcrn
ization, inclurling thc urc oi'\cp.lrnte bnrges irnd
pushcr units instt'atl oI sr-ll:porverc(i snr.lll les-
st'ls, rvill bt' ncccssrrv.

Prir.rtc frrntlinp rrr.rv lrr irrriial in nr(clinB
China's rvalcr transport dcrnands, l)ut further
((,nrr)l(.rL r.llr/.llitlrr rr.r\' lrc rlilliitrlt lrr'.rruse it

implies an cnd to l.rnrilv op('rated vcsscls,

which arc in inrporlillrt sourcc of cnPlovnrcnt.

Air transport

F-vcn though nir transport nrakes up thc
smnllest sharc ol (ihinJ's totrl ficiglrt transport,
it is the l'aslcst growing orotie,l|ith nrore than l
nrillion lons lranspt)rtcd in f{X)1, compnred
wilh onl)' l(X),{XX) to s in I9tt0. And ai. fr!'ight
is inrportnnl firr (lhinir's intcrnationrl lradc
sinic it .rlhrwr rluiiL.ri.es: lo tllrill.i: l\\,.) rrrJior
mirrkcls liuropc.rl(l lhc Lllited States.
(ihincsc ollicials rrrc awarc thitt llrc rilpid

Egowlh in lir travcl cr.atr's ir necd li)r strong
inliastrtrcturc invrstnrcrit in thc scct()r. Most

8o\r(rnDlcnt rcsourccs hir\ic bcen allocatcd to
linlncc ncrv runrvilvs. IIlt ls runwav use and
irircrafi sirc increasc, nrediunr- ilnd long-tcrnr
ir)\'(\lrrr(rtls wrll shili torv.rrrl p.ts\enger terDti-
nrls. In thc pJ:,l, nrost lunding has hcen llLrcat
cd to linancc, narv.!irports, tcrnlinlls, and other
Iacilities to scrvc l:rrgc cities in coastal
provirlccs. Sin.c lhc (lr(-at \\tstcrn
I)evclopnrrnt Stral('gy hcg ll in 2000, thc gov-
ernmcnt's irlltroli()n lr.rs shiftccl lo thc neetls of
(lhinr's intcrior.

China's Recent and Planned Transportation lnvestments
The PRC government has actively stepped up

its transpon sector development to strengthen
the country! economic qrowth and improve
living standards-

Roads

China has, in the past, underinvested in

roads; its road network still ranks among the
sparsest in the world relative to geographic

area and population. China's road network in

2002 extended roughly 1.76 million km, with
some 25,130 km of expressways and about
27,468 km of other high-grade highways in

oPeration.

Yet in recent years, governments at all lev-

els have embarked on major highway invest-
ment programs. At the core ol this program is

the National Trunk Hiqhway System (NTHS), a

35,000 km network composed of l2 maior
highways (live north-south corridors: Beiiing-
Fuzhou, BBiiing'Zhuhai, Chongqing-Zhaniiang,
Erlianhaote-llekou, and Tonqjianq'Sanva; and

seven east.west corridors: 0andong-Lhasa,
Hengyang-Kunmrng, Lranyungang-Huoerguosi,

0ingdao-Yinchuan, Shanghai-Chengdu,

Shanqhai-Ruili, and Suifenhe-Manzhouli) with
an estimated cost of $150 billion, connecting
all provincial capitals and cities with popula-

trons exceedrng 500,000 inhabrtants (100 major

cities). All sections of the NTHS will match US

lnterstate or European motorway standards.

8y 2002 roughly 27,000 km, or 77 percent, had

been completed. About 5,000 km are under

construction now, while the remaining 3,000

km are vet to be buih. The original tarqet com'
pletion date lor this program was 2020, but the
government has since decided to push up the

deadline to 2007.

Traditional runding resources are inade'
quate to meet the increasinq demands that a

growing economy places on road infrastruc-

ture. Financing for NTHS construction relies

heavrly on tolls to repay loans. The govern-

ment's cash contribution has been raised from

three earmarked road-user chargesithe vehi-
cle purchase tax ($4.5 billion in 2002), the road

maintenance fee ($10 billionl, and the highway
transpon management tee (s2.5 billionl. But

altoqether the charges only covered one-

quarter ol new conslructron expendrtures rn

2002. The road maintenance fee is inefficient,
expensive to administer, easy to evade, and

currently qenerates less than 40 percent of its
potential. 0f the revenue collecled, only 60

percent is actually used for road mainte-
nance; the remainder is spent on new con.

struction. The l99g authorization of a tuel tax
has yet to be implemented.

Belative to most other countries in the
world, private sector participation in the
growlh ol Chrna's hrghway system is extensrve.

0ver the last decade, some 80,oint venture

transactions between Hong Kong and mainland

Railways

By the end ol 2000, China's rail system

reached 68,000 km. The nation constructed
5,600 km ol new raildurinq the Ninth Five'Year

Plan (FYB 1996 2000), an I percent increase

over the live-year period. 0uranq this time, $29

billion was invested in railway inlrastructure

construction-28 percent more than durinq
the Eighth FYP (1991-95), which itsell had set
records for railway investment-

The nation's Tenth FYP (2001-05) proposes

to sxpand the size ol the rail network, speed-
ing up railway construction in western China

and adding capacity in the main corridors of
the eastern network-notably to link Beijing
and Shanghai. By 2005, the length of the
national railway is expected to.each 75,000

km, extending the rail network in western

regions by more than 2,000 km. The proiects
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developers and their mainland-counterpart
highway agencies in l4 provinces have raised

an addrlronal$3 billion from private sources.

Funhet assel securitization (the sale of high-

way equity through initial public otlerings and
private placements, as a substfute for long-

term debt financang) raised another $2 billion

through lglransaclions by 2001. Altogether,

though, private linancing has contributed less

than 10 percent of China's total commitment to
new construction since the earlv 1980s.



lvlodcrniz:rtion of air trafEc control in the
coastal air corridors has begun in earnest. l'hc
next stcp will lre expanding air routes as thc
demand frrr internal flights increases.

Urban transport inf rastructure
I)oPulation gr()!!th nnd incrcascd vchiclc r.rsc

ilrc \cvcrclr strnining (lhin.r's urbao tr.ln\porl
infrastructtrrr.'l hr ltsl decadr' his thu\ sccn n

dcclinr in nrobilitl lirr nrost tlpcs ol urban
t rinsp(,rt-cspcrinlll' bicvcling a nd rl'.r lk ing,. ,\s
f.rst irs ring rruds arr built, trlllic oip.rncis to lill
thcl]r..\rrJ lhc urhr,r irlrJ\lru(lurr l)1.llrlinB
pn,ics. i. ncrlhcr,.,,mlrr.h.rt\iv. n'rr \) \l(rtl.tli(.
Trallia nrrnigcnlcnt.rnd provisions lirr nonnro
torizctl trlllic arc hlnrpered hy diflicultics io
c(x)pcrJli() l)ctwccn thc policc, who irrc rcspon-
.ihlL lirr rr',rrl \.rlil\ .tlrJ tr.rlliL l.rw cllirr((l]rcnl.
anrl highr'.rv tiep.rrtnrents.

(lhin.r's rrrbilnization lntl nroloriz.rlion grorvth

rltcs hivc skvrockttcd.'l ht' central govcrnnrcnt's

currcI]t frrlicicr supfrort both trcnds, whi.h xr.
c\pcct.d lo conlinuc into th. Ii)rc:'cc.rhlc llturc.

should create rouqhly 14,f)00 km of high-spsed

track-that is, with maximum speeds ol

200 250 km per hour-across the national

network, about 25,000 km of double-tracl
lines, and 20,000 km ol electrified lines.

Atter careful deliberation and analvsis of
internatronal experience, the PHC governmont

has adopted strategic goals for the national

railway system, aiming to make it more

responsive lo markel needs. The railway rs

spinninq ot nontransport subsidiaries as inde-

pendenl companres, and rn cenarn regions

has initiated pilot operations where passenger

services are set up as profit centers separate
from treight.

The World Bank's Current
Lending Program for China

The World Bank's oporstional strategy in China is to support the nation while it
makes two historic traflsitions: from a rural, aqricultursl society to an urban, indus-

trialized society; and from I centrally plannod 6conomy to a more globally intsgrat-

ed market sconomy- The World Banks lending program has evolved overtime and

is constantly adEptinq to flt the changing noeds of China s transportation users.

The World Bankl porttolio for the transpon sector in China is the single largost
program in any sector worldwide. As of Docemb8r 2003, the Eank had approvsd 6l
proiects (34 clossd and 27 active) that totalsd $10.7 billion in the last two

decad€s-an aver€ge ol more than $500 million per yeor. The World Eank invssted

in all transpon modos except aviation. More than half of ths total lending hEs been

in highways (f,4 percsnt); mor6 than oneJifth in railways {22 percenl); more than

one-tenth in inland woterways and ports {11 percent} and in urban tlanspon; and

the remaining 2 percsnt in mixed modes or contsiner transport. The World Bank's

Chiness transpon clients have abundant access to othsr finance soJrcas and bor-

row from ths Bank mainly to eflhsnce thei. access lo intgrnational best practices

in proiect management and transport opsrations.

-Alberto Nogales and Grahan Snith

ing. 0n the rivers' upper sections, limited

water depth paevents sale year'round access

by vessels with capacity of more than I00

tons. But for a relatively modest cost, the nav-

igation channels on these rivers could be

deepened enouqh to enable much larqer ves-

sels to reach lar upstream. An added advan-

tage is that inland water transport creates

less ol an impact on the environment than rail

or road transpo( Accordangly, to ease the
pressure of demand for new roads and

improved railways, the government has

aecently increased investmenl in waterways

to deepen navigation channels and upgrade

navigationalaids.

lnstead, each proposalrs considered on its

own merits-

Watorwayr

China has large navigable rivers-espe-
cially in central and southern China that linl
many ol its major cities. l\roreover, China's

geography and the location of its popirlation

are exceptronally lavorable to inland water
transpon. These features create the potential

{or inland waler transpon lo claim a larger

share of China s inland transpon market,

which today makes up rouqhly l0 percent ol
freight in tons and, because ol the more effi-

cient use ol existing waterways, makes up 27

percent of the freiqht ton-km. Many rivers

carry large volumes of bulk cargo that are

hauled from ruralto urban areas for process.

Air transport

Althouqh central responsibility for airport

development remains with lhe General

Administration of Civil Aviation of China

{CAAC), China's provrnces are increasingly

involved in detailed planning, construction,

operation, and financing. CAAC will suppon

between 20 and 50 percent of the total airpon
development cost, depending on the airport's

role in the national hierarchy.

Arr navrqation rs stillrhe exclLrsive domain

of CAAC and is likely to remai0 so tor the tore-

seeable future. Althouqh a plan for the devel-

opment of air navigation facilities exists, there

is no overall strategy for aarpon development.

ilullimod.l tranrport and logittict

China has tor years maintained a hierar-
chrcal culture that resists crossing jurisdic -

tional boundaries. This culture makes it

ditficult to take advantage otopportu0ities
that require "horizontal" interaction such as

multimodal tra0sport. l\rultinrodal transpo(
requires cooperation betlve?n providers of

road transport and railways, which come
under separale mrnistries and rarely interact.

This may help explain why in 1999 China's

logistics costs were estimated at I8 percent

of GDe hiqh in comparison with the US share

of 9.5 percent in the mid-1990s, but about

averaqe tor a transition economy.

Transactions that are lengthy and costly to

complele. hrqh interest charges, and inetfi-

cient transport systems have contributed lo
China's hiqh logistics costs. ln developed

economies, transpon costs account for

roughly one-quarter of total logistic cosls,
while China s transport costs in 1999 totaled

roughly one-half of its logistics costs. Since

1999, big improvements have been made in

both transpon inlrastructuft, and servrces in

the coastal provinces, but the inland

provinces are still la g qing.

Albeno Nogales
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Accordirrg to United Nations firrctasts, (lhin.t's

urbir populition will increlsc frorn -10.2 pcrcent
of thc populatiorr (319 million) in 1995 to .19.1

pcr.erll (712 million) in 2020. (idr owncrship is

projcclcd to irrcrease tenfold lronr ln avcragc of
l0 cirs Pcr l,(X)0 residcnts k) l(X) crrs pcr 1,000

rcsi(lcnls during the samc period.

In thc short tcrnr, if the governnrcnt inrfrovc's
coordinltion bctwcen Chiin's transporl nr(xlcs
by crcirtinS Ministry ol Transport, tlc'vc[rps an

ef'fcclivc irrstitr.rlional ancl regulirtory c.rPacily, lnd
crcrtr's a sustirinnl)lr linancing vrurcc (irrcluding r

China's Passenger and Freight Tranaportation Trends

Pasaengor traffic
China's highway passenger traflic su.passed railway passenger traffic beginning in 1990 when both modes

experienced roughly the same traftic volume. Highway tratfic qrew more aggressively primarily because of its

flexible networks and faster construction growth rates. lf this trend continues, which is very likely, the 1980

modal split of railways and highways will reverse before 2005 the share ol highways will reach 60 percent and

the share of railways willlall below 32 percent.

Passenger traffic on waterways and aviation face opposite projections. While waterway transport volumes

are shrinkinq, the aviation sector is inc16asing its share substantially.

Figure 1 : China's Passenger Transport Evolution (1OO million passenger-krn)
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tucl tax), ir will achit'vc thr anrbitious goals

dc6ncrl in its current transportation plnns. In the
nrcr,liunr tcrrrr. il (.lrillr \U((c((ir i Dl.lir)lril]inll
high levcls of invcstnrcnl in tr.lnsporl infrnstruc
lure nnd sclecls iDvcslrlenls thnt will inrprovc
acccssibilitl' lirr laglling provinccs, it rvill rt'tluce
the regional disparitics bctrvccn cnslcrn nDd west-

ern China. But in the long term, only through
inrproved transporl logistics and trade facilita-
tion, and directly supporting market-based inilia-
tives for the provision of infrastructure and
services, rvill China create a nlore favorable envi-
ronment for privnte secbr invcstmenls and bc
able to take full advantage of globaliz;rtion. t

Freight traffic
China's rail system has dominated the nation s freiqht transport market tor years and will likely continue to do

so given the size ot its operations and lower costs. The nation's rail freight in ton-km almost tripled trom 1980 to

2002. But the railways'share ol the market has consistently dropped in favor of highways and waterwsys, which
increased their shares by 12 percent and 8 percent, respectively, over the last two decades. This trend is partly

explained by China's rapidly growing road network, which carried about six times more freiqht in 2002 than in

1980, and by more elticient uso of existing inland waterways, which carried more than five times 1980's volume

in 2002. The aviation sector, even though it has dramatically increased its volume, carries less than 1 percent ol

China's tolal freight.

Figure 3: China's Freight Evolution (1OO rnillion ton-km)
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How much time does China have?

Chi to

I

$1OO billion in government funds to strengthen the
big four state-owned commercial banks (the Big

Four). The other two of the Big Four, the lndustrial
and Commercial Bank of China (ICBC) and the

Agricultural Bank of China (ABC), are expected to be

Chi Lo

next rn line to receive similar bailouts. The

is author ol the book tryhen

Asia Meets China in the
New Millenniun.

recapitalization is also part of the bank reform package

that Beijing announced last December, which included
raising the individual foreign ornrnership limit on local banks
from 15 percent to 20 percent of total assets.
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hina launched an aggressive bank recapitalization
program on January 5 by injecting $45 billion
from its $4OO billion-strong foreign exchange

reserves into the Bank of China (BOC) and China
Construction Bank (CCB). t\n/o state-owned banks

preparing to list on foreign stock markets next year. The

move is the first step of a strategy to spend more than

h
,
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The continuing need for bailouts
clearly indicates that bailout programs
by themselves are not sufficient to
reform the banks fully.

Recapitalization alone is not enough'lhe continuing, ncul firr bailoLrts clearly intlicatcs that
bailor,rl Progranrs by thenrsclves arc not sufficient to refornr
the banks firlly. lleijing is opcning arrother round of 6nancial
refirrnr, but thc prcssirrg conccrn is whcther this round rvill
work and whcthcr (lhina has enough tiInc to lix its stnte-
owncd hrrnks

\{e, can probablv gct a cluc lrorn its publi. debt picture.
'l'hc sitr.rirlion at 6rsl gllnct looks grirtr: (jovcrnnrent debt has

surgcd in reccnt \,crrs-l)y 150 pcr.cnt sinre 1997, from Y550

billion (566..1 billion) lo Yl.9 lrillion ($219.5 billion)in 2001
(r.. figurt' I ). 'l his raist's thc llar that rising indc'btedness rvill
soon bring.rhout .r liscll erisis and tlcrail bank reforrn. The
assunrption is that lleijing's high dcbt lo.rtl rvill block reorgr-
nization {)f(lhin.is insolvcnt banks bt'c.ruse such a progranr
will rcvo['c lrounrl govcn)rtcrlt lrorrorving. Such a vic*'is
lvrong on two li()nts.

First, China has alrt'acly tricd nrassive bank recapitaliza-
tion. without succcss. lhat is why thc govcrnment has been
morc hcsitant this tinrc around. Birck in 1998, Beiiing issucd

Yl70 billion ($33 billion) in spccial lronds to recapitalize the
Big Four 'l hcn in I999, it crcdted four asset-nranagemcnt
corupanies (AM(ls)-Xinda for CCB, Huarong for ICBC,
[)ongfang frrr IXX], iDd (lhrngchcng for ABC. The Al\,lCs
rcccivc'd Y400 billion ($4ll billion) in scecl capital fiom the
lr'linistry of I'inrrncc (ltl()F) antl issuerl Yl trillion ($l2l bil-
lion) rvorth of MOIi-guaranteed bonds.'Ihey then used these
funds to bu),Y 1.1 trillion ($ 170 billion) ofbad loans fronr
thc rtatc ['ranks at face value.

Ilut thc progr nr has lililcd to cure thc banks'woes. Since
1998, th('pr'r.entngc (rf trad lo,rns on thr'banks'books has not

Figure 1:
Public Debt Has Risen Sharply
Percentage ot G0P
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China's public debt vvill remain stable for
another three to four years, giving Beijing that
much time to recapitalize and reform the banks
rnrithout interruption from market volatility.

l:rlL'n nruclr,.rntl thc Ai\1(ls havc'hrrd linrited success in
rccovcrin{ or sclling oll the bacl lssets. lvleanwl]ilt', corpo-
rirti: tl()vcoriln(c, trnnsparency, and risk mantgemcnt at thc
Itig lirur havc rrnly shown slighl inrprovenrent. (;ivin8

banks nlrrc r:roncy irftcr thcy have piled up krsscs through
inrprudcnt prrcticcs lhus risks creating r nrortl lrazarrl sil

untion in which lhcy are encouraged to kecp on lcnciing
lccklcssly.

Deeper pockets
than you might think

Scconcl, ()hina's govcrnnrcnt debt levels nre still lorv
cnough to allirrrl firrther b.rnk recapitalizlti()n. 

-lhc 
150

Pcrccnt iump in grrvcrnnrcnt dcbt liom 199, to l(x)l
nral'sccnr horrifi'ing, but thc total dcbl-to-(;[)P r.ltio, J\
ol l(x)2. \vns only lli pcrccnt. LYcn rvith todav s estinr^rtcel

t()rlrl dcl)r .rt il)oul :5 pr'rccnt of GDP, (ihina's public
tit'trt is still llr bckrrv thc 60 perccnt threshold lhnt thc
intcroxlionirl a()nln)unitv decnrs unsustxinlblc f<rr.t
hcalth,v ccononrv.

I:urlhcr, dcspite tlrt' surgc in dcbt, thc cost ol-clebt scr

vicing has plungeci thlnks to l:alling intcrt'st ratcs (s{'.

I;igur('l). lh. govcrrrrDcnl pitid an irvernge 9."1 pq1,jqn1

coupon on ciomcstic lic.rsury lxrnds issrrcd in t997 (it w.ls

.tl\,vc lll l(r(crrl l)(li'r( ll)ill,. llul lhL'J\(r.lllc inlcrcsl r.rl(
on [i(]vcrI]rl)clll rlt'lrt,.lro]rpccl to only 2.4 pcrccnl in 2(x)2.

Ite'ijing now spcnLls lcss on interest paynrenls as x l)cr-
ccnt ol k)till governnrent spenclinB than il did six yelrs
ne,o. It pnid an cstinral('d Y65 billion ($7.9 billion) in
iolcrcst on donr('stic drl)l io 1997 and Yl(X) billion (Sll.l

billion) in 20{)2. (;ranted. this is a 5,1 pcrccnt risc, But
Ji\lrihut((l rrvcr llvc rr'.rrs. thr' rt5(' rs nol e)i(c\si!'(. e{l)c.
cially rvith strong econonric growth averaging 1l pcrccit
cach yclr. IlLrrthermorc, annual intcrcst pavmcnls hdvc

bccn stahlc sinec l99lt, rirnging between Y9l billiorr ($ll
billion) .rnd Y l00 billion ($12.1 billion), despite thc srrrgc

in totrrl tlcbt. As a pcrcentage of total governnrcnt spcnd-
irrg, totdl interest prvments on domestic and loreign
clclrts clroppcd fionr 7.6 pcrccnt in I997 to 5.5 pcrccnt in
1002.

(lritia\ ticl that ln eventual upturn in the intcrcst ralc
ircle rvill r'rrrrh llciiing,. lin.rnie.,.r. ri\inH intcrc\t r.ll('\
will rlisc thc dcbt scrvicc burden srvittly. Rut thc imp.rct
()f int.rcst rnlc volitilitv on dcbt-servicing c<rsts \!ill bc
linritcd l)crnusc of thc rtccnt changcs in thc tcrnr strua-
turc of (ihirrl's public tlcbt. 'l he average maturiiy of
(lhincsc l-boncls lcngthcrrcd tiorn 3.{,vcars in 1997 t() 6.7

vcJr\ irr :t,o..1, Jn(l ntost of Ihe.e hondr iJrrv nn inlerc\l
coupon ol lcss than .l pcr.cnt. llv cxtcndinB thc t('rnl
stnrelurc, llciiins hil\ efGcti\,elv lockt'tl in threr'to Irur
vc.rr\ ol'inlcrcrt pnvnrcnts nt lcss than 4 pera('nt r vcar.

llcncc, (lhinr's pul)lic de'bt will remain statrlc tirr
nn()lhcr lhrec to for.rr yt'lrs, giving Beijing thar nruch
liorc lo re.npitalizc and rcfirrnr the banks wilhout intcr-
rultion ti1)nl nrirrkct volrtility. lncidentally, this tinrc-
lilnrc coincidcs with (lhina's pronrisc k) opcn up thc
hnnking scck)r k) lirll lirreign competition Llnder its
Wlrl(l liacie Organizirtion agrccment. But that ilso
nrc ns lhnt thc g()vcnrnrcnt is rircing tgainst tilne. li)(rr
ycars is not a lot of tirnc to conrplete thc'dnuntinS lnsk ol'
bank rcfirrnr.

Figure 2:
Total Debt and lnterest Payrnents

Pgrcentaqo of qovsrnm6nl expenditures
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Strong medicine needed
'I'hc nov bank rcli)rnr\ lhnt lleijing rrnveiled on

l)eccnrbcr l, 200.1, opcnintl th.'scctor llrther to lirreign
conrPetition, are still too rrrild and limited in scopc to iix
the systcm within thc tirrrcfirnre imposed b,v thc public
dcbt.onstrJint. l-hc tlccision to put only trvo state baoks
in a pilot rcli,rnr Progranr indicatcs cither conrphccncy
or reluctnncc to shrkc up thr systcln.

It is irlso unclcrr horv succcsstll the new m.thod of
rccapitilizrtion will be. Ilirthcr th.rn directly injecting
funtls, llcijing has csldblished the Central Huijin
Invcstorrnt (i).. l.ld. to clli'.t the firnd transfer ancl

suP!'rvisc thc invcstnrcnl in thc state banks.'l'hr: ccDlrill
birnk trrnsli'rrctl lirrr'ign cxchrnge to Huijin, which thcn
usecl thr.'firnds lo ptrrchasc cquity stakes in the two
brrnks. llrrijin will rccruit officials fronr MOF, thc Stile
Adnrinistralion ol lorcign l'lxchangc, tnd the.c'ntrnl
blnk lilr its bourd ol dircck)rs. llut it is hard to sec horv
Huiiin will bc nlrrc clli'ctive tlrirn thesr'entitics, \r'hiclr
alrtadv havc tirll regulatorv and supcrvisorv r.'sponsibili'
tics lbr the banks.'lir be efli'ctive, t3eiiing should appoint
indepenclcnt cxperts from txrth insidc and outsidc (.hina

to Huiiin's [ro.rrr.l to guirlc Ihc rccapitalization proccss.

Ncverthclcss, the l'railouls arc sorely needcd. 1ht' llig
For.rr, rvhich i.count lor nlmost 70 percent of total Pl{(i
bank asscts, are lcchnicllly insolvcnt. Their barl dcbts are

estinrntcd at 25 p.rc.nt ol lotal loans by thc govcrnncnt,
l)ul privitc se.lor csti l.ltcs put the'nr at double that
.rn](rurt. l.!cr trrrJcr sorrrr' optirl|i.li( Privat(-\cah'r r\ti-
mnles ol-il l)nd-nssel rccrrvcry rrte of 25 percent, a rt'duc-
tion of thc' bad l{un rrtio to ll perct'nt withir r few
vcirrs, antl a l()r{ a.rpitirl-issct rdti() of -3 percenl (wcll
lr'lorv thc l]ank of Intcrnntional Settlenrents guidclint'of
ll pcrccnl, l)rcilusr sl:rtc hanks irrc trnderrvritlen bv
ll'iiinB). th. cost ol bailirrg out thc llig Four rvou[l
cxcccd Y2 rrilli()n (S241.5 billion), or almost l5 p.'rccnt
of Chinr's 2(X)-1 ( il) l).

(iivcn thc <lcpth of tlr. prohlcm, iust repackaging the
blcl loans without acldrcssing thcir root cause;-lar
ilccounti g, poli.y lcnding bi.rs, and Poor corporatc govcr
nancc stlnclarrls-rvill not work. Fr.rrther recirl'ritilli/ation
irnd thc 5 prcrccnt incrcasc in thc irrdividrral forcign orvn-
ershit) lirrit ol (;hirrcsc hirnks to 20 pc'rcent are irlso insul:
hcicrrt t0 lir \l.rt( l).1llk rv(,(,i uillr ul .r(c(),Ip.lnyioS
relirrrn in thc donrt'stic crpitol mlrkct.

Withorrt an cllicicnt crpital mnrket, ChiDcsr bilnks, rs
the primJrl s()urc. of caPit.rl lbr the econonr,r', will contin
uc to lircc Prrlicv lcnriing prrssr.rrc. Arrrl thc stock lnd lror<i
lrnrkcts nrc currcntl]- both dvslunctional. 'l he donrcstic
stock nrarkcl is ri[' t ith rpccrrlrtors .rrrd distortcd by tlrc
govcrnnrr'nt lhrough ils clLrotl svstenr on initial putrlic
ofli'rings. ()flici.rls tcnd lo lirvor the listing of loss-nrrking
stitc lirnls whilc kec|ing thc jcrvcls firr the govcrorDeol,
lcatling to.rn irrlvcrse sclcction protrltnr in uhich onll'b.tl
6rnrs arc selcclcd tirr listing. lhc corporate bonci ntrrktt,
on thc <rthcr h.rnd, serlli'rs lronr thin trading, hearw
hure.rtr,.r.rtir' .orl r,rl,.rnrl irr,rtr,rn.rl I'ririn8.

Solving insolvency
(l()rrtr)l is thc lh()rnicsl issoc in banking rctirrnr, rs

lhc llig l{)rrr xrc lirllv grxcrn nrcn t -orvncd. Evcn il the

banks arc Iistcd publicly, regulations di.tatc tlrat lhc gov
crnmcnt nraintain 75 perccnt trlvnership, nraking it dilli-
cult to estahlish a trulv commercial culture ut the llig
lirur. Iheir strategic importance as lenders lo lhc stirta

tirnrs, which cmploy 85 million workers, als<) menns pol-
itics and lcnding rvill renrain entrvined. lvleanwhilc, the
statc banks themsclves are huge, with a workfirrce o[ 1.4

nrillion and ll6.(XX) hranches nationwide.
'lhc st.rte banks'long history as thc governnlcnt's

lcndingl arnr hrs also established the primacy ol p<rlicy

objcctivcs such as social stability ancl cqual in.onrc dis-
trihution (,ver comnlercini objectivcs. As a result, thc
stiitc l)irnks havc Iittle'experience with commercial prlc-
ticcs such as nranaging risk and pricing capital. As a

sk)l)gap nrensuac fi)r hnirncial refornr, the banks arc out'
sourcing lhe modern risk assessnrenl proccss lo fi)rci8n
cxpcris. llut lhe systenr is still changing at a glacial pace.

Simpl,v listing tht'banks in thc'domcstic slock nlarkct
rvill not solve this ownership problcm. Unlcss capital can

I.le alIrcrtcd bv market fbrces, partictrlrrrll' bl t'iecly
ildiustirrg intcrest rirtes, banks will bc unablc to rnakc
thcir own lending decisions based on propcr risk anal,vsis.

l\rt th. gov.rnnrent still stts bank interest rates, though it
is sLrrvlv widening thc' band of all<lwirble rltcs. Skrck nrlr-
kct rclirrnr is also nccessary so that conrpnny pcrlbrmnnce
cln bc aclcquately reflccted in stock market vllultions,
wlrich would lead to eilicient capitll irlkrcation.

( ircatcr lirreigo owncrship rnay not ncccssarily
inrprovc brnks'pcrtbrmance eithcr, bcciiusc thc legdl,

institulional, anri cultural infraslructurc of tlre locirl sys

lcnl nrittcr more to bank operatiorr thirn forcilln manag('
rncnl. Ilciiing rrrust ultimitely end statc conlrol of thc
l-nnks. Ilut this, in turn, depends vcry much on slo.k
nrarket reli)rnr to injecl nrarkct dis.iplinc into thc s,vstcm.

Don't forget the bonds
( ).rIit.rl nrarket reiirrnr should also he' cxtenclccl tr: thc

(lhincsc corpor;rte bond nrarket. llcijing has so lirr usctl
honcl issucs to hclp nranage the macroccononr!', lirr
insluncc, lo soak up exccss liquitlitv in the econonry. llut
thc corporirte bond market, which provirlcs lircl lirr the
growlh ol lhc frivnt{: sector, hits renraincd nrintlsctrlc
.rntl l.rrgcly il,,scJ t,r ltrrcign inve.trrr'.

(irrporatc bond issurnce peakcd in I991, with Y68l
billiru ($ll:.1 billion) issued. I.nst yei( only Y-12.5 billi()n
($.i.9 billion ) worlh of .orpornte papcrs rvcrc issued.

Ih()ugh r)utslnnding corporatc bootls havc riscn lronl
Y5l billion ($6.-3 I)illior) in 1997 to tl.il billion ($16.1

l)illiorr) in ]001. thcv palc in conparison rvith lhc tot.rl
Yl-1 trillion (SL6 trillion) in outstanding loans iD thc
brnking .r'rtcnr. -l-he 

rharc of corlxrrrte lrontls in thc
hrgcr bond nrrrkct ir also drrinclting, falling to.l.3 per-
ccnt ol all outstanding bonds litst yr'nr fronr alnrost;
pcr.cnt in 1997.

llciiing has curbed the grorvth of thc corporatc bon<l

nr.rrkct bccirusc of the high prolilc scarrd.rls irr th( 1990s,

nlost nr)tnbly (iunngdong Intcrnittionrl 'lrust .\
Invc:,tnrc t (:orp. ((;l'l lC), which tlcfaultcrl on $4.7 [ril-
lion irr rlclrts in l99tt.'l'lrc incident led kr intcrn.rlionnl

Continued on page 4l
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CASH
tvlanagernent ron

Foneign lnvestons
ash and treasury management in China
has never been easy, even for top-tier
multinational corporations (tvlNCs).

Wags to make Uour cash
manag€ment structur€ mor€
effective in China

Shannon Cheung
is senior vice president,

Global Payments and Cash

Management China, HSBC

Nevertheless, China's linancial s,vstenr hirs

developc'tl siSnificantly rrvcl tht'p.rst Iew ycirrs,

and nranv lechniclucs lhal wcrc once crrnsidcrcd
infeasiblc or difhcLrlt lo i rplcnrcit arc rtow p()s-

sible. for exrnrplc, until aborrt two ycrrs ago, the
prohibition of intcrconrpllv Lrans nrarlc cash

.oncentration inrpossitrlc in (lhina lnd causcd
nrany iVNCs to havc nlxs:iivcly incllicienl cilsh

managenrent structrrres lrccausc cxc,rss cash in
onc group cntilv could nol lrt utilized bv rnoth-
er. But thc' introtluction of rcnnrinbi (Rlvlll)
entrusted l()aDs his r1o$ nlndc int('raonrpirnr
loans possible lncl ,qulsi pooling arr,rngt'rncnts
ftrsihle. ( I rttrrrrtcti L,.rns .trc irttlrrt'. t rrrtt'r.,'rtt-
panv loans, using b.rnks as inlcrnrccliarics.'fhc
entrust('d l()ir1 dot's nol sit on lhc bahr'rcc sheet

of the Lrank, antl in return thc bank lclics a fie
firr thc scrvicc.) FLrrthcrnrorr, in ntid-2(X)-2 local
banks wcrc pernrittcd lo oflir llMI] ovcrtlrafts.
By 2(X)3, scle'ctcci firlcigrr b.tnks, inclr.rtiing
HSBC, rvere rlso.rllowctl l<r otlcr llMl] ovcr-
dratts.

Fullhcr dcvckrpnrenl\ lo ( lhin.l's l)ilnkiog
inliislrlr(ture rrr(l regLrl.rtor'v lianrovor'k rtre

cxpcctc(l ll).rl will ccrtainly nrlkc lhc job of .r

corporirla (ll:() ()r lr'(isurer (xsicr.

lnvestment vehicles in China
ln (.hin.l, aJsh nrilnilllrorent cJ r'rol l)(r

Iooked at in isolalion, but instcacl should alrvavs
be considr:rcd ahrng n itlr ()lh('r leg.tl .lnd tit\
issucs, in particullr thc lll N(: s a()rporntc struc
ture. For Iirrcign in!cst()rs looking to cst.lblish
rrr opcr.rtirrg prt.cric rrr t.hirr.r, tlrre. rrrarrr

f()rms ol inycstnrcnl rchiclcs rrc' avlilable.
a Equity ioint ventures (ElVs): l:lYs$cre thc
earlie'st form ol invcstnrcnl slruatr.rrc.lnd hr\'c
been available to lirr('ign invcst()rs sincc 1979,

rrhr'n ( :hin.r .)p( r).(l rtr J,,,r'r t,r li'rr'iAu irrrtst-
ment. A li)rcign invest!(l trlV is n lirnilc(l liabilirv
conrpitrly (w'ilh lcgrl lrcrson slxlrs) cst.blishcd by

at least onc (lhincsc rrntl orrc lirrcign invcstor. EIV
pnrlpcrs appoinl tlircclors lo thc boarr.i anrl share

N,4arch-April 2OO4 f llE CHINA EUSINESS BEvlEw
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Complex regulations, foreign exchange controls, a

lack of tax and treasury consolidation mechanisms,
limited investment products. unique operating
conditions, and a developing banking and clearing
infrastructure all inhibit the implementation of
effective cash management techniques that are widely
used in other cou ntries.E )
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pr()lits nc.ordinB to thr sharc of capitrl r'on-
tribulcd b1' tht rcspe.li!r invcsk)15.

a Cooperative ioint ventures (CfVs): (lolrlpilr('d
\vi(h t'.1\1s, (ilV\ givc invcsl(,rs grcntcr llcxil)ilil)
in structuriog thcir in\,cslnrcnls Jn(l irr thc disiri
bution ol-prohts. ln c()ntrist lo an I-.J\r, thc
nreihod ()f [)roht sll.lring unrler l (ilY can bc Pre'
scrilrd in thc (lJV cr)ntrl.t. ( lJ\'\ .in bc cithcr
lcgal 1,crs,rn or nonlcgJl |crson (ilVr. lhe nrain
tlitfer.'ncc is that nonlcgal pt'rson (lJVs.rrc not
linrite'd liabilitv conrplnics xnd ir)vcrilors d() not
cnior lin)ited lial)ilily prolection.
O Wholly foreign-owned enterprises
(WFOEs): Sincc thc Whrrllv [irrcign-Ownccl
Enter|ris. I.xrv took r'1lc.t in I986, \\'liolrs hnve

become irn incrcasingly popular lirrnr ol invcst-
mcnt li)r li)r.ign investors. A WI;Of.'s rcgistcrc(l
(JlilJl i\ ((!rlnl\ul..(l s,lelv lry thc li'rci$rr
invr,\1,!r. \A'l t )l . .r[r' gcrrerally r]r,)r(..lll r.r\livc i

[rusincsscs that involvr' intellcctu.rl ProPcrtv
rights irnd tradc sccrcts.

Hovv corporate structure
affects cash management

for nr.rnv l\lNt ' rvith \i/,rl)la 01,(rrli,,rs tlr
(lhina, the nccd t,r lirrnr scpirrnlc ioint !cnlurcs
(JVs) \!ilh dillercnt pirtners .rt .lilli'rerrt loca-
tiorrs. lirrritctl hu.rnc.s si,r['es..rnrl Jilli'rclt
rt'rluirc'nrents tirr Lrell rcg,istratirrn h.rs cluscd
nr.l v k) tirk!'on l conrPlic.rtcti aorp()r.lla strua
turc, ln acrlnin cJ\cr" r\()nrc (orP()r.rlc SrouPs
h.rvc llr,rrt lh.trl i(l \cl).lr.llL' lc$.rl crrlitr(\, \,,nrc
in Ihe lirrnr ol'nraioritv- or nrinoritr'-orr'ncd
J\'s, ()thcrs n:, \\'l:Olls. In .r(ldilion, llx)uBh r()nre
cntitics lrr' htld dircctly rrn,.ler a ( lhina ho[iing
.omp.lnI', othrrs nrrv bc dircctl)'hcld bv olf"
shorc spcci.tl purp()\c vchicl('\, which arc oticn
sct up l() h()ld n.onrpxrrr"s (:hinx invcstnrant li)r
tn\ rexs()ns,

I hi. ti.rllrrrcrrte.l \lnl(lUr( l,r'(ir'lll\.l nrr\:\irc
chrllc'rrgr, to l ()li() att(rnpling lo.cntr.llizc irnd

crnrilirr.rtr' llrr.lrt(l''.rn.l trrJ\lrrv rrrJrr.rE( nr( nt irri.
tiirtivcli,ls wcll ils stnnrlaldizc practiccs across
group cr)tities. I\rrthcrnrorc, tlrc rlLrplication ol
n)ost c()rc l)usillcss lillrcli()rts, slrch as ntarkcting,
Iinrncc, inltrrnrrrtion tcchlrokrgy (l l ), Procurc
nrr'nt, lnd adnrioistr.lti()11 is costlv Jn(l incllicicnt.

Llndcl such .r tlcccntralizcd sctul), (irclr cntity
nlnv Ilnv!' ncgolinlc(l irrclcpcnricntlv w ilh scpa-

rrlc [)xnks lirr l.rcilitit's irnt] scrr iccr, rcsulting in
tiitfircnt pricing ln.l lrrving stlnriards of scr'-

riccr pnl'itletl, s,ith no ccnlral erxrrr.linllion ol'
cash nr;nagenrcnt inilillivcs.

From.r lcg.rl nnd l.r\ pcrspc(li!c. ir g()up's
entitics nrc,llso consiticrcd l() l)a \cpxrrla, xn(i
thrrc Jrc n() .irr.lnucrrrentr tirr ecntralizcd
irtririiirtg .tntl .ltarc,l rcrr i.e..'l r,rtrr.r. ltotr'
bet\rccn group entities ire (orrsi(llrrcd .\tcI,n.ll
.rntl ruhject to valuc arllcci tn)i ()r husincs\ l,rx.

Thus, r nunrhcr ol lcatling i\lN(ls in (lhin.r
hlve crplorctl .rltcrnltivc \trualtrrcs lo cons()li-

Solution? A holding colnpany
l-()rriEn-in!('lcJ invcrttncttt ((,trrlrrrics

(nrrre commonlv knorr'n rs holdiog contlunics)
rclcr k) cntcrprises sc{ up rvith limil.d lint)ilit)"
\l.rlu\ lh.ll (rn cn8.rS( ih Jir(il ll)!c\lrrlcrll .r(li\
itics in China. Unlike other nlnnuf.rcturing antl
trading foreign conrpanics, rvhich nrxv onlt'c()n-
duct busincss in the place of thcir busincss reg-

istrltion, holding conrpnnics.rt pcrnlittcd to
invest in projccts rll over (lhinl.'lht'cst.rblish-
lncnt of holding companics rvas pcrnriltc(l in
1995. JoJ sin(r l hen, nror( thnn l{,ll li,r( i8r -

invested holding conrpanies have lrcen cstab-
lishcd in China, mostl,v in llrijing.rnd Shirngh.ri.

ln 100,3, thc ncwly estnblishcd lVlinistIy of
(irnrlnerce took up thc govcrnancc lnrl tcgula-
tion oI holding conrplnits .ind io ,uni: ](X]-1

issucd ils lirst regulction, the l'rovisions on lhc
Establishnrent of Invcstnlcnt ( i)nrplrnics l)v
Foreign lnvcsk)rs. Essentialh', this rr'gulation is ir

consoliclation of severrl cnrlicr oncs.-l htxrgh thc
,.,,nditi,,rn l,rr LrrntrnE lr,r in!..r'nrp.rni,'s
remrin unchangcd, thc nor' rcgulations erpitttd
ecl lhc pcrnrissible lTusiness rcr4rc, itntl li:rciFn
in!(\tor\ nr.N' r()\r' (.t.rhlish h('lLlin6 i,rnrp.rnicr
in r brolder rrngt'of inclustrics.

'[ he requiremcnts lirr csttblishing .r holding
cornprnv in (-hinl .rre high. ln.r(lditi{rn l{).r
nunr[rer of conditions on 6nxn(i.rl \trcnglh in(l
irr\,c.tnrrnt (J[1il.ll ((rnl l)ul((1, lirrcitrr ittvc.t0r*
llso have to conrnrit S-t0 nrillioo in lrcsh c.tpititl,
t,, lre p.riJ trp rvith irr tu', ' vc.r r' .rltt r rr't civtrt6 .r

busincss liccnse. Llntler the ncrv rcgul.llions, this
$-10 nrillion mav bc uscri to pur,:hrsc stoek
rights ofcionrestic conrpxni.s in (lhinl.

Holding conrpanics cirn llsrr providc ccntral
iz.,i rnirnirgernent .tttcl .ltar.',1 \crvi(r\ I, r irtvt\lcc
conrparrits rvith a stik€ ol iit lcirst l0 p!'raarlt.
I Iokling conrpanies rnay only providc lhcsc scr'
viccs, however, suL'riect k) th!'unnninr()us
Jpproval ofthc board ot clircctors ol thc
iovr,stcc c(Dlpi1lly. Based on lhcsc rights, a nunr-
[rer of NINCs irrc looking to cxp.tnrl lhe scopc r)l'

opcrntion of their holding conrpanics lo inclutic
trirding, as well as transurl- nnd cash ntlrritgc'
nrcnl aativilics.

For cxample', holdirrg conrfrnits ntlt'nr*r
.cll pr,,rJu. t. nranrri.rttrrreJ hr thcrr intc.t.cs irr

donrcstir rnd lirreign u.rrkcls ,rnd pror idt' .rlicr'
.alcr rcr\,i.,' li,r lh.r(' l\rr'(lu(tr. llr.r(lirrt,r'.r
principal in selling invcslccs' 1,ro.lucts, holtling
conrpanics ctrt rloN,ar'rrlrJli/c \irla\ rod invoic-
ing of group produ.ls, prcsenling rr "singlc l.rcc'
to cusk)mers. This illso enlbles comp.tnics rvith
thc riBht structure l() nrrnaSc nnd (cntrnlirc
their cash.rt thc h()ldiog cootpilnl lcvcl throtrgh
lcirding rntl lagging tcchniqucs (aelir.rstirrg thc
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date management of their legal entities: many
havc cstablished holding conrpanies for this pur-

POSe.



olding companies can now centralizeH

sales and invoicing of group products.

Better cash rnanagement via
corporate restructuring

Although thc holding.ompnny pr!'sents ir

ounrtrcr ol bcrcllts in tcrnrs of cc'ntralizcti nrarr-

ngenrcDt an(i scrviccs, it has lirrritirtions, inclutiing
rlillicultirs in conclucting interconrpany financr
.tn.l trc.rstrty.ritivities..r\ tacll J\ r'tllcr l.rr i\su('\.
r\s a rcsull, a nunlrcr ol lvlNCs, cvcn thosc with
holtling conrpanies, arc'exploring wirys to
inrprovc thcir intragroup cash nranlgcnrr.'nt
iretivitics bv strernrlining thr,ir lcgal stru.turc irnd
ior r solitl.rlirrg llrr nur:rher rrl lc$.rl rrrtities.

IJc.rllv. thc,,trjcitiv( r'l'nr.rnv l\1N(.\ r' t,'
ricrgc their Lrnits into l singlc lcgrl tntirv rvith
rrnclcrlt ing opc'rrting brJnclres. \\'ilh lhis struc'
Irlrc, l)e.iiu\. th( \'irious branchcs.rncl thc orlin
cntitl arc rrithin thc s.rmc lcgal cntitr', tirn<ls can
lrc prxrlctl .rnd nrovt'd ireelv u ithin tlrc rlnre'
Irrra. Il lhe crrlilv is localcd in ao arel such irs

Sharrg,hiti u'hc'rc lirrcisn [r.rnks lrc Pcrrlittcd to
oliir l{\ll} scrviccs, it is irlso possible to have a

lirrcign brnk ls l iirll-scrvicr'pirrtncr hv consoli
ri.tting Lrlrrs.tnd alsh,ndrlirgcrlrcflt scrvices rr'ilh
thc lirrcign bank. l\tc,rging ditlerent ,Vs tlith (ii,'

li'rcnt loiirl l)ilrtncrs to lirrnr a ncw JV can be

cunrbcrsonrc anrl eonrplcx, horvever.
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tinrinS of pxyntcnl ()r disbursenrent to rcflect
cxpr'atiltions rbout future currency nDvemcnts ).

Othcr MN(ls have also taken advanlage o[ thc
right to cxport products (fbr goods thirt ilrc nol
subjcct to export quota and licenses) to estahlish
an erporl procurement center undcr thcir hold-
inll compirnics. On the inrport sidc, a holding
conrpany can inrport goods worth up lo J5 pcr-
ccnl (rf ils cirpital ti)r the purposes oI systcnl
integratiorr and tri:rl sale.

( )r thc tirrunciul scrviccs sidc. holJing c,rrn-
panies may also provide operating leases of
nrachines and office equipment to their sub-
sidiarics. And as nreDtiooed earlier, upon con-
scnt lR)n'r the relevnl1t nuthoritics, the holding
conrpany can conduct intragroup lending an<l

bahncc foreign currency arnong invcstcc ao l-
panics. []ut in re'ality, it is often difEcult to
obtain approval from the People's Bank of
(lhina and lhc Stltc Adnlinistrarion oi lirrcign
lixchangc lirr such intragroup lending and bal'
ancing translctions.

It rh,rulJ bc rrotetl that hoLJing t,rnrp.rnies
lrr usually ll\cd at the lull statulory ratc of -11

pcrccnt. rvhcrcas manulacturing loreign- inr'est -

cd cnlcrprises (tlEs ) are usuall,v taxed at nruch
lowcr rates. Ilt'cause lax and cash rDanagement
arc intcrtwined in China, companics should
considcr tax rates when designing their cash
llow and trading structurcs.

The FICLS option
r\s a result. sonrc lirrcign complnics have

lirrnrcd lirreign-invcstcJ .onrl'llDics linritcd by
shnrcs (ljl(ll.S) .rs .rn .llttrnnt ive. 

-l 
he fl(-LS is an

incrcasingly pofulnr lbrnr ol-invcstnrcnt that is
allogcti to list rrn (llrinr's donr*tic stock market
irnd issuc corporalc lrontls, strbject t() thc relevnnt
r(8u1.!t,,r! .rPfrr'!il\. A I l( l.S is .rn entcr|rise
Ic6ll Pqr5lrn cslablishcd in accordancc rvith thc
1995 ltrtcrinl llcgul.rtions orr thc l:strrblishnrent of
Irorcign- I rrvcstcd ( irDrpirnics I-inlilcd b)- Shares.

ln t'sscncc, a l:l()l.S is a joint-stock company with
its crpitll rlividcrl inlo sharcs of equal amount
:rnrl its sharcholtiers br:.rring liabilitics to the
cxtent ol'thc sharcs lhcy hold. A Fl(ll.S rnust have
nrininrurn piriti-up rcgislcred ciipital of Y-10 mil-
lion ($.1.6-1 nrillion, tlrorrgh this docs not ieed to
be licsh capital) anLl a nrininrum ol-five promot-
crr or sh.rrt ltoLlc rs, with .rt lcirst ,rnc frrrcign
sharchoUcr hoUing at lcrsl l5 pcrccnt of the
c.rpitll (to nr.rint.rin ils'li)rcign-inYested" stirtus

in ordcr to qualitv Iirr pr.ti.r(nlinl tnx rates).'fht,
cst.rt)lishnlent of nnl conrpln,r linritccl lry shares,

rcgitrdlcss ol thc anrrrunt ol rrgislcrcd capitiLl or
Iirrcign invcstnrcnt, rcquircs .lpproval fiom the
i\linisrrv ol (i)nr)rcr.c.

I rrlrkc other lirrnrs,rt linritctl li.rhrlitv.om-
pxn)' such Js IYr, .r ( ll-S nr.ry providc improved
aorpornlr Er\'arnnncc nr)(i control to ir'rvestors.
lirr cxlnrplc, in a lV, thc rrrir)oritv invcslor has

l,r{ cllplir(, lSltl\ \!rth r(.\f.(l t(, lh('lr.tn\f(r oI
\h.rrc:' l)r lllt, r'lhcr irtrc\lorts), itn(l irr i,rrrrcnt is

rcquircd li)r.crtnin kcy clccisions, suclr as the
incrcasc itnti xssignnrcnt of r('!(islcrcd clpital,
nrcrgcr, lnd dissolutirrn. l)assing anv of these
rrrcastrrcs woulti rcquirc unarrirrrr:us approv:rl by
all clircclors prcscnl at a boarcl nrccting. Rut firr
l (ll.S, thc botly with thr highr'sl iiuthority is thc
shrrelr,rl,lcr'' p,.ntr.tl rttcctitrE,.rrrrl rto issucs
rerluire unarriororrs lrl)l)roval-in fir(t, tw()-
thircls ol sharclroltlers'vott's will tlccide the
incrcasc rrr issignnrcnl ot rcgistcred cilpitnl,
rrrc.rger, tiissolutiorr, :rnr.l othcr issucs. In rc:rlity,
howcver, thc pr()tccti{rn rrf nrinorit,v shirrcholder
inlcrcstr.an l)(' ncg()tiJtcd nnd c(:ntaint'd within
thc Il(ll-Ss articlcs ol nssociJtion.

'lhcrclirrc, lirr corP<:rlte grouPs with nrultiple
lVs rvith nrultiplr partncrs, nrcrging thc diflcrent
l\/r t() l'()rnt.t ljl(11.5 is nrort' .rppropriite thtn
cstablishing.r olultipartv J\'. I:itstnriin Kociak (ir.
arr,.i L'rrilcvcr Pl( \'(r( ll)c llr\l ((,rl[t.rtric\ t)
cst.rblish l:l(.1.S tith l,rc.rl l,artncrs in (-hina.

Ncvcrthclcss. il shouLl bc nrcntioncd that tar
inr|liertiorts rnd otrtlining thc nccr'ssarv

.rppr()vnls iDVolving .rors- Provincial rlergers are
potcnti.tl stunrbling, blrrckr. r\nd LIS-bascd
1!lN(is shoultl n{)tc lhxl it fl(.1.S is not,r llot!-
Ihrough vchiclc lirr LrS tirx rt'Porting IurPosr,s.



Other alternatives for
liquidity managernent

Regional headquarters
and shared service centers
relocate to China

In r landnrrrk nrrvc in 1999, (irnrp.r6nic
Financiirt'Alcatcl nrovtri its rcgionll hcrtlqrrar-
tcrs (RHQ) lir Asi.r lrom Svdrrcv, Australia, kr
Shanghai. Iolltxring Alcatel's lcacl..r numbcr ot
other IUNCs hlve relocrted tlrcir (irc:rtt'r (lhin.r
,rr Ari.r-P.rriti. h...r,lqrr.rrtcrr tr, 5h.rngh.ri.

'lir tircilitltc and cncour.rgc I\lN(ls to cstablish
RltQs, thc Shtrnghai nrunicipal govcrnnrt'nt
issut'd thc Interinr Regulltions to Firrcorrrirgc thc
Estilhlislrnrtnl ol llcgion.rl Hcadqrrlrtcrr hv
Foreign Nlultinational (irrnp.rnics in Shrrnghri in

J ly 2(X)2. 'l his picce of ltgislirtitrn oflcrcd a nunr
ber of Iinirrrcial inccntivcs, supfori in establishing
rcgionul unJ 6loh.rl pr(,(rrr(nr(rl untl L'gistics
ccntcrs, as rvcll as possiblc cxPanticrl rights in
cash dnd tre{sury nunaScn'rcnt. At thc tinrc of
writing,53 MNOs, including l)clphi OoIp.,
Exxon Mobil (irrp., (ill Plastics, I loneywell,
Kodak, Sicnrcns Mobilc, anti othcr MN(ls lionr
thc Uniic(i Statcs, IluroPc, lapan, lndoncsia, llong
Kong, arrd Iaiwirn, hrvc.rplrlicd lilr nnd rc.cived
this of6cial lttlQ st.rlus.

ln l\'1.irch 2(X)l, rh. Shanghai govcrnnrcnr
relcasc'd thc lnrplcnrcn tat ion (irridclincs on thc
Interin] lte8ulirti()ns, in which the Shlnghai gov
{rnlrlcr]l cn({rrlrJEc\.r,nrnrcrri.rl lra k: rn

Shangh.ri to providt'tioancial serviccs such as

Let the cash flovv
(lhina has been successtul in attracting a

llrge number of tbreign investments in recent
ycars. Prt'viously, investors tended to set up
n).lnrrlaclrrring er)lilic:' lor €x|orl. hut n Br(r\ainll
number of investors has been investing to take
lclvirntagt'of thc expansion and opening of
domestic rnarkets.

Ohina's cash nrirnagenlent market in the past
rvar ehrracterizcd by a dcurth ol innrrvativc
i cas arrtl solutions, but is improving with
sleacly deregulation and the introduction of ncw
products. With the deadline for national treat-
nrcnl tirr all foreign banks looming in Deccmb.r
ll)(,h. thc hrnlrng reclor wrll see even nrorc sig-
nificarrt clranges in the coming ),ears. i

One MNC

set up an

accounting

jin that

supports

accounting

and payments

functions for

its operations

in l3 countries

center in

Tian

in Asia.
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IIN(ls lh.il nrc not Ircparcd l() undcr!i()
(r,rrrlrlc\ .rnJ tirrrc iorr'unrinB rc\lru(lufir[l (.rn

usc otht'r liqrritlitl,nlrDlScnlcnt lools, such as

the enlrustd loan, to inrprovc thcir cash nran'
aScnrcnt. ()thrr proclucls, variations baseri on
the cntru.tc(l lrrarr lcs.rl lr.rnrcr'','rL. h.rvc.rncc
hecrr clcvclopcd t() o[tcr ]\lN(ls lvan nrorc aon
reni('ncc in th!'.ldnrinislrition ln,.l nrlnagcnrcnt
of thcir liquitlitv.

HSBO, lirr exrrnple, has dcvcIrpcd a prrxluct
n.rnred tinrup I ntrust(l l,r.tn. rvhich is.rrt
extcnsitln of a phin cntruste(i l()nl nrrrng!,orcnt,
under rvhich the [rrnk Provirlcs cor]ror.rtc
groups with a singlc nrultilatt'ral entrustcd Ioan
arringenlcnt to cover all thcir intrr groul:)
entrusted loxn nrrlngemcnts. (lrsk)nrrrs slill
initixtc entrustcd loans, which arc scnt to thr'
bank via electronie banking, firx, or papcr clraw-
down noticcs.'fhe b.ncht is k) rctlucc'troth
administrirtive worklortls by rloing rw;ry with
the rrced to lravc scparatc cntrustcd lonn lcgnl
.rBreerrtcnts lrrcPirrc(l c.lah linle x lrirlsir(li,rr i\
exccutcd, as wcll as to consolidillc thc pnynrcnt
ol_stnmp drrlv on thc cnlrrrslcd l()r orrslcr
agrcemcnt. In adclition to group cntrrrstr:d lolns,
MN(ls havt'llso exc.utcd LlS d()llar ctrtrusled
lrr.tn'.tntrrng th.'ir grrrl crltilic:' rr (.lriu.r.

settlenrent and foreign exchange. and more
important, actively seek ways to support the
cash management requirements of RHQs,

Along with the relocation of RHQs and
regional functions to China, a number of other
MNCs h.rvc also relocated shared service tenters
(SSCs) to China. These centers support the pa),-

rtr(nl, trca\urv nt3nJSement, and accounting
o|erationr for multiple countries in Asia.

l,ocating other data processing and call centers
in China is also becoming a trend among corpo-
rate groups. One US MNC, for example, set up
an SSC in Shanghai to support the payments,
financial reporting, and cost accounting work of
its operatiorls in l7 countries. Another MNC set

up an accounting center in Tianjin that supports
irccrru n t ing .rnd payments functions [or its oper.
ations in l3 countries in Asia.

There are three main reasons behind the
relocation of such functions to China. First, for
l nr.rmber of MNCs, their business in China
ulreacly occupies a significant portion of their
Asian or glohal sales. Some MNCs also see

China as their most important growth market in
the world, so relocating such regional functions
to (lhina allows them to be close to their key or
strategic market. Second, the PRC government
ot-fers incentives to relocate RHQs or SSCs kr
China. Finally, whereas it was once challenging
to find the right staff for such service centers,
today skilled, multilingual labor (e.g. English-
spcaking staff in Shanghai, Iapanese- and
Korean-speaking staff in Dalian, Liaoning) are

now avirilable at comparativel), low costs-
Oorporations must consider business scope

issues bcfbrc setting up an SSC, as the State
Aclministration of Industrv and Commerce
nright query whether the entity housing the SSC

is engaging in business outside of its permitted
huriness seole. If they use holding conrpanies,
MNCs should bear in mind that serviccs can
only he provided to investee FlEs with at least l0
percent shareholding and that unanimous board
approvals from investee companies are required.
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Shanghai's
loan Syndication

Shanghai's banks are taking on
increasingly complex transactions

I * * H *Tt*il: ::r ,iir : : rr,r':'^il
maintaining adequate capital levels and risk profiles. As a

result, syndicated loans have emerged as an important source
of f unding in China.

A srrtlic.rtcri lrran is a loan tacilitv provided
trrrth r rrr' hrrrr rtrccrtlcrll, \\'ilh ((rl.lirr nc$,)liJl-
c,.l tcrnrs antl conditions, bv a g,roup ol tinancial
institutiorrs leti by rrnc or nrorc arranging lrlnks.
lr.reh ol thc participating blnks conrnrits part ol'
thc Irln, antl one.rgc l. usunlly n lcad irranger,
takcs ehargc ol thr lt)irn operirtion. N()l (nrlv docs

tlr!'syn(li.irtcd l(,an sinrplily largc-scale lirnding
lirr borrorvcrs lrv provirling l singlc contract lnd
p()int ol'a(),rtil(1, l)ul il irlso cnill)les thc l)orrower
trr cstrblish relatio slrips wilh nrorc banks.

l.()iln syndiciltion is l corc busincss in all ol'
thc largc, inlerrratiolal conrntcrcial tranks. l.oan
syrt,.lication thus lirllows a proccss wcll-cstilt)-
lishcd iotcrnutionalll'. l his inclutlcs.rnalyzinfi

lhe financial orirrkrt. i(lclttili ing .uslottltrs,
builtling euslontc'r rt'l.rtionships lncl ollcrirtB
rdvisory scrvi(cs t() rr'in thc lrrrrrorr'cr'r.tllc
giance, llLrnching thc svndication,.rlr.rtgirtg lhe
distribr.rtion, anrl i1 trcecssarr', sclling thc lo.rn in
a seconrllrl nrarkct. l\lcanrvhile, brnks ronsl.rnl.
ly firrnrulatc new strualures li)r svn(iicatcd lrrarrs

to nrt,et tlorrowcls (livcrsc tlcnr.rnrls. Ihis is par

ticLrllrly trrrc ol (lhirrcsc blnks. l:.ulv s,vntlicatecl

Ioans in (lhina had sinrple struclulcs, but lcnrl-
in,{ prrcticcs havc evolvcd akrng with hrrsirrcss

requirements. wilh lhc rcsrrll lhrtt lulgcr l'l{( )

banks norv oflcr linrilcrl lcc,rtrrsc loarrs, krrns
structrrrcd li)r i()inl varlturas, irtrl cvcn loarrs

with custoor-tirilorcd fi'atrrrcs.

This article expresses the author's own views and not necessarily those of CCB
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Loan
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It'itlns.

flrore reccnt litrcrrlization ol tht',-rrr-
rcnt irccounl .rnd lirrcign cxchange,
the choice betwccn l{Ml} antl US dol-
lar denonrinution rrow hingcs largelv
on movenrcnts il] thc cxehlngc ratc.
'[he Oricntal l)earl 'lbwcr transaction
sas euidcd bv thc ct'rrtr:rl lTlnk's
Shanghai br.rnch .rnd co-arrangcd hv
CCB nnd I(llXl.rcrirrg.rs thc RirlB
and lbreign aurrcn(v nBcnts, rcspc.-
t ivcll'.

flut pools ol clpit.rl accunrulirte.d
in largc coornrcrcial bltnks ancl ncrv
financing channcls opcncd via trust
conlpnni('s itnd (lhina's ll-shlrc skrck
marke,t, leacling to.r dcclinc in the
Shanghrri lo.rn s_vodicution nt.rrkct
tronr l99l k) 1996. \\'hilc sonre intcr-
national banks continurd h) sat up
slrdic.rt!,d loln lirtilitics, such as

those lirr thc Slranglr.ri l).rch.utg
\\ilter Plant I)rojcer and th('Sh.nghai
Zhirbci Portcr l)lant l)rojcct, lcird-
irrranged I't1, Ihr',:l.rys plc and
Stand rrl (lh.rrtc,rcti ple, respcct ively,
the donrestic banks Prrrsuctl ll.lll B
aod US-doll.rr trilatcral lo.rns rathe'r

l.oirn syndication lirst burst on1(,
thc Shanghri s.cne in the latc l9ll0s.
ln l9tt7, Sinopcc Shanghai
l)!'tro.hetri.il (i). I-td. borrorvt'tl
irroutr(i S:-i0 rrrilliorr thn:ugh intcrna,
tional svndic.rlion lo firnd its
-101),(X)0-k'n cthvlcnc proicct.
lntcrnltionll blnks srrch as Citibank,
NA .rrrl lrrJLrstri.rl lt.rnL ol l.rp.rrr rllll.
now pnrt ()l Mi/uho I-inancial Ciroup)
wcrc choscr as lcacl arrangers of the
trirnsncti()n on onc sidc, and Chirra
(lonstruction llank ((lCB, then
knou n as l)cr4rlc's Oonstruction llnnk
()f(ihirl.l) \!its 1hc borrorver h,rnk rrn

thc othcr sitlc. (l(lU signcd loan
igrccmcnls ri ith the interniltionirl
banks anri thcn,.rs thc on-lcnding
l':rovitlcr, siBncrl thc tinal loan agrcc
nrcnl rvith Shlnghai Petrocht'ntical.
I-his svnclication n(,t only girvc thc
t,roicct thc lintrn.irl support it ncr'd-
ccl, lrul |rovcrl to bc a nrilestone lirr
PII(l inv.slnlcnl and linucc systcnts.
Prior to thc Shanghai Petrochetrricll rleal, projccts il1 (lhirta
wcrc linanecd bv thc PIIC govcrnntenl according kr govern-
nrcnt plans, rvith [r.rnks plaving thc rolc ol cashicr and
i.r.c()unt.rnt.'l-his lrans.lction, whi.h involvcd nrore than 40
internation.rl banks, shorvcd that (lhincse conrnrcrcial lranks
couLl irxrrdinalc rvith the interrr.rtional linancial rnarkct
and lairJ thc grrrun<1work lirr turthcr invcstorcnt nnd linance
rclirrnrs.

ln thc cnrly 199{)s, thc dcnranci lirr lirrt'ign cUrr0ncy in
Sharrghai rcirl cstdtc and govcrnntcnt-sponsorcd mnnufactur
ing devclrrpnrcnts expandccl the Ioc,rl lrrln svndication ntar-
kct grc.rtly anti sprrrrcd tht'participation ol'nrajor banks,
includir)8 (l(lll, It.rnk ol (lhinrr (t]()(;), irnd lntirrstrial ancl
(bnrnrcrcirl llank of(lhina (ICUO) on thc ckrnrcstic side and
(lrrilit l.vonnais Sr\, r\llN-AlllR() Ilolding Nrv', tnci others on
lhc lirrcign sitle. An carlv exanrplc is thc lirst ()ricntirl Pcrrl
'Iirvcr l)rojc'ct sl,ntlic.rtion in 1991, onc ol thc li'w nt th.ll
tinrt'to involvc horh renminbi (ltl\lll)and li:rcign crrrrencl,.
[]orrowing in both RMR antl LIS dolhrs lllorvcd ciomestic
and intcrutional procurement, although with th( l,R(l's

thln syn<licatcd loans.
'lwo succcsslll deals in the l,rte 1990s l)rcathccl ncw life

ioto tht'Sh.rnghai Lran svndication nurk(t. In I997 irnd
l99lt, (:(lll su.ccssfully arranged two lirreigrr-currcncy svndi-
calcd Lrlns lirr Sh.rnghai Pctrochenrical's cthylcnc cxPansion
proiect. P.rrticipants, besides CCll, rvcrt rrll (lhinese branchcs
of lirrcign banks such as (lhase Manhnttiln (now |nrt of I P

Morgan Oh.rsc & (ir. ), IBJ, t)eutsche Ilank A(1, ancl
Surrritrrnrr llank (now part ol Sumitonro Mitsui Financial
(iroup).'l'hc clcals wtre CCB Shanghai's rcsponse to continu-
irrg rnarkct rclirrrrs. Alicr Shanghai Pctroclrcnrical becanre an
H-shrrc conrpanv, it was able to trorrott LlS dollirr lirnds
dircctly fionr international birnks. (i(ili Shanghai thus
changcd ils slratcgy to rvork togcthcr rvith inlcrnational
b.rnks hv u'ay ol svndication. The srriccsshrl rt'sults of thc trvo
cleals, togcthcr rvith continued changr's in thr nltrkct,
rrnervcd othcr donrcstic b,rnks'intcrcst in syndic.rtcd loans.

l.ocirl txpcrlisc also deepened as rieals grcw nrore conrplcx.
'lhc Shanghri (iN.l projcct rvas built in 1998 osing linrited-
rccorrrsc Projcct finrncirrg. Lecl lry Cititrank ancl co-Pl.rnned
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(l(lli arrrl l(illO sllctrhcittl loirtt sr lttlit'itlirttt ittttotlg

tlorrtcslic lriutks ulrile (litilrirltk is lltt' lttosl arl'livc lirrt'iglr

barrk in thc local loitrt srtltlicitliolt tttttt'kt'1.

l)v thc Pr(tic(l sponsors, (icneral IUolor\ (i)rP.
.rncl Sh.rrrghai Automotive lndustrv (iroup (irrp.
(SAl(l), this svndicatcd arringcnlcnl $as elassi-

ticri into rn lllvl| Ln18-ternr loan lircilin',.r tl5
dolllr long-ternt loan fircilitv, antl a workitrg-
cirl,itrl revolving, trrcility. lCBti, llt)ti, tit)l], and

othcr largc donrestic banks, logcthcr with SAI(l's
fin ncc irnl), Shnnghiri Autonrotrilc Iriolnec (ir.,
took dctivc rolcs in the synclication arrirnS!nleit,
rvhilc thc Shanghai lrranch of the Stirlc
Aclnrinistration of Forcign Exchangc tli,.1 nrtrch

ol thc coordinating rvork. iUorc th.tn 40 linancill
institrrtions lronr (lhina and abroad particip.rtcd
in this transactiott.

A rnaturing industry
'l'hc p.tcc ol'hran synclicalion hls rcccntl,v

quickcned.
a ln )irnurry 2(x)2, n $1.8 billion syorlieatccl

I , 
' 

. I I r i . r . i I i t r tirr.l 9(,().l ll,(,- l |] ctltylerr( pr',,1, it
in (lJoiing, n pctrochemical induslrv PJrk in
Sh.rnghri, was cstrhlishcd. fhc ploicct, iointlv
sponsorccl hv lll) plc .rnd Sinopct, i: onc rtl-scr'-

cr.rl inrl()rtint in\'astmenls in this ncw in(ltt:'lri
.rl p.rrk. All thc rn.tin locll blnks-,\gricultur.rl
ll.rrk r'l ( lrrn.r (Ali( r, ltJnl r , l- ( : r | | I ) I I I I I I 1 i -

(.lu',r)\. ll( )( , (.( li..rrd lt l(--t,,,'l l.rrt irr

both thc l{l\l lJ and LIS dollar lransactirrns. rvhilc
tlSIl(l rrnd I[]1, lh. only two ti)rcign banks
irrvr,lrcrl, iolcr.rl .r \(An)ort,l tlrt l,utigtt rtrr
rcney linancittg.
t Scvcral othcr syndi.ated lorns wrlc.on)Plct-
c(l in lnlc l0{)l irnd earl,v 20(}-1, inclttcling tlrt
(;rxcc Scnri.ondu.k)r Project and thc Y7.5 tril
lion (S905.6 nrillion ) svndi(.rtion li)r lhc
ShanBhai l)ccps'atcr P()rt Projc.l, l)(nlr lc.ld'
.rrr.rng,c(l lx (l(lB,.lnd srtditation lirr thc
KrupP Sl.rinlcss Stccl Nlill l'roicct phasc ll.l.
lcad'arrallgcd b,v (reditanstalt fii r \\'icd.rnulbittl
.rutl Al](1.

a In lntc 21x)-3, I(lllC,C(lB, ll()(:,,rrr(l thrct
olhcr locrl hanks arrangetl a syndicated ltran ol'
65 billirrn laprncse' ycn fi)r Shrnghrri SVA Nt:( l

l.iquid (lr,vstnl l)ispla,v Co. l.ld.'s'l l.l-1.(il) Pro
icct.
O As lhc (llitl Bor's to Press, (l(lB Sh.rnghai is

.rrrrnging a svndic.rted loan frrcilin lirr a 1,rrrv.'r
stntior llroir'(l in Shrlgh.ri, rthich i\ cxPC.lt'(l to
tbsc in thc lirst quirrler of llx).l.
O Sonrc locll banks also took [,nrl in s] ndicnlcd
l()dn trilns.rctions nrrlnged in lhc ll()nS, Kong

nlirrkcl in l(){)J, which showed tr(rt ortly tlrt

lunding strcngth ol lhest'banks but also thc
marked inrprolcnrelt in l'll(i banking skills.

Thc Shanghai svnrlicatiorr rrrarket und its

lnrticipants hxvc btS,uIl t(, mnturc through
thcrr:'rr.ies.lirl crl'cricrr. us. Nl.ti,'r drrt:rr.stir
banks and lirnrs have lrcconrc tuorc fanriliar
s ith 'yll.licirt i,,n. r' hilr' srrl'trvising .tscnr ics,

conmcrci.rl banks, and evt'tt sonrc largc-scltle

enterpriscs hirvc stnrled l() rnakc use of prolcs-
rional t,rl.'nt tcanrs- l.ocll l.rw offices and sontc
othcr lgcncics arc also cnrcrging as playcrs antl
rrc l.,rrDirg t,, rr,,rk to8r'thtr wilh thcir irrlcrrl.l-
tionill aountarl)nrt\. lntcrnational banks of
coursc pl.rr.ln inrporlirnl rolc in the markct s

clevelopnrcot, bringing in ncw idels lnd con
(( ll\ .lnJ nrr.lr)girl$, rrtrrtterrtttr lirrciErl inrcrl_
ment proiccls in Shanghai rn,ith local banks'
supporr anri p.rrt icip.rt ion. (i(il3 and IoB(i
il'errhc.trl l,,.tn \vrr(ii(,rli(,rr .rtn,rttg drrr:r, rtii
banks whilc (litibLrnk is lhe. mosl .rctive f(,rcigrl
bank in thc krcal Lran syndicltion markct.

Still room to grovv
ConrParctl with rhost ot othcr findn.iill .tn

ters, though, Sh.rnglrai's lo:rn svnclication nrarkcl
still falls short- Ooe |roblenr is thitt there is onl,'
a primarv nrar[ct lirr tlcbt in Shanghai. A scc-

ol1clary nrarkcl t().lllo$'l)nnks l() trirnsler or
,rssign tlrcir l('DJirr$ l.orlhlli,,\ i\ rrrnr.\r\l(rll,
l,'ikirrg lcrr,lcr'' int, ' rigiJ..rpitrtl lernt:., itllcr(.1
ratcs, tncl risk lcvels wltilc ntarket conditions
continuc k) cv(,1!c.

\n('thcr Pr,'hlcrrr is.r I.rtl ol-irrtrrrrrtrni..rli,rtt
lnrong banks. \\'lrilc l Lrng Kong has media clccl-

icatcd t() Ilr( A\inn llrntl .tncl lo.tn nrarkct, such

ils the nrrgnTinc lldsis Itirrt, Shanghai's b.rnks

har.c no cquivalcnt Public.rtiotl lnd considt'r tht'
price oI Iiasri I'rrrrrt Irohibilivc. r\n oPen ancl

traDsparcnt ehanncl lo putrlicizc' crcdit nrarkct

inli)rn)ntion nrusl hc cr't.rblishcd to crente il

bcnchnrark lirr tlrc prir.irtg rnd tc'rnrs of lcntiing.
'Iirciay, Shanghrri is pl.rnning to build itsclf

inl,).lll inrp,,rl.rnl lirr,rrr(i.ll (t,11lcr. first rr.rli0o_

rrlly antl thcn iotcrnrtionnlly. Belirle this cln
happcrr, (,hin.r's lcgal lrlnt*vork ancl birnking
practiccs ncrd to bc rclirrnretl. As tbr thc svndi-
cation nrirkct, unrcasonilblc rttlcs and rcg,ulil'

tions need to bt rctiretl or inrprovt'd,.rnd
lrrnkr' prrr.csv. lirr rvrrJi..rlnn fornrnti,rn. t(l-
ting of conrnrissions, rnd rolcs in sy ntlic.tt ioo
should all bc hroughl iDlo IiDc tvith intcrna-
tionrl pracliccs. i
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Continued from paqe 33

criticisnr {)f ( ill l( I lirr rrislcarling creditors int() belicving
thc ccntrill govcronrcnt lrad gUirnntc.d (;l ll(l's debt
whcn il had not.

Morc cruciirllv, thc ccntr.ll l)nnk's strict conlrol ovcr
irtlcr(\l rirlc\ rrrllt's it inrpossihle tr' P (c (r,rln)r.rlc
bontls accorrling to nrarkct lirrccs rnrl crcdit risks. Othcr
problcnrs also include the ln(k ol n strong blnkrtrptcy
law anti hugc tlcfault risk. And (lhillcsc sl.tlc hrnrs (lhr'
largcsl horrowers of cnpitirl) hnvc n(acss to chcnp moncv
vi.l thc t).inking systcnr and the donrcstic stock nrarl(et,
so lhcv hnvc no inccntive to tap thc lrond rrrarket firr
lir nd ing.

'lhc Slntc (ilrrncil has rccently irnnounccd its intcn
lion lo strengthcn the corporttt bond nrarkcl-and cap-
ital nrarkrts in gt'neral-bul irDplcntcntntion PIans arc
llol vcl Jp|nrcnl. tteijing rvill nceri lrr libcrllizc the
crrll)ryonic c(,rporate bonrj nrarkcl l)\'(utlirrg rcd tapc
(notnl)ly lh(' scvcn agcncics in chlrgc ol-approving Dew
boncls), rclaxing irrterest rnte cr)ntrolst in(l strcngthcnirrg
indcpcnrlcnt crctlit ratirrg agcncii:s. Onll,whcn these

strps.rrc txk.n effectivr'ly rvill .r strong sccondary hond
nrarkct enrcrge.

Racing against time
( lhina's window of ot)p()rtunjlv lirr bank rcfornt is

cLrsing rLrpidl,v. Rccapitalizing thc banks, identifying rhc
bad Lr.rns, and spinning tlrcn oll to tht, Al\ICs is thc c.rsv

l)nrl (,1 r(h,rnr. llut thc','tn,,rcr.rr..rx)t su[ti(i(nl tr' (llrC
thc blnkil]g seck)r's ills. As an crit \trnlcgv li)r recirpitill,
izing thc banks, Beijing rnust.tlso nct decisivel),to (rcntc
an cnvironnlcnt in which.\N4(ls c.rrr scll offbad loans to
rccoup lhcir Iosser. AII this rvill involvc firndanlental
rclirrnrs to thc legal systcnt, inslitutionnl fiantework, irnd
(()rl)orntc cullure.

At thc srnrc tinrc, (lhinn ncc(ls lo relirrrn the capital
l]lirrkct bolh lo tirel the gr()wth ol tlrc pri!ntc sector dnd
rcsolvc thc political orvnership ol thr haDking sechr. \\ith
lcsr political intervention lnd nrorc crctiible 6nlnci;rl clatu,
hanks will havc I [rcttrr ahil,lcc t() run kran hooks on a

r, 'rlnr('r( i.rl l).rsi\. \u(h llrrk(.1 .ii.(illilt(' i\ .t l)r( r( qui\ite
lirr thc trltinrrte success of hlnking rclirrm. 'i.
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THE US-CHINA BUSIITIESS COUNCIL
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BIEilIUIAI GAIA &
3T ST AililUAt IUIEMBERSHIP ]UIEETIIUG

Thursday, June 3 and Friday, June 4,2OO4
The Fairmont, Washington, DC

o Plan now for the Council's festive Biennial Gala by taking a corporate table and lining up your
distinguished guests.

o The President of the United States lnstitute of Peace, Dr. Richard Solomon, will address the Gala.

o The Council's Annual Membership Meeting will present a full menu of business-relevant sessions for
Council members.

Celebrate and support the work of your US-China Business Council
BIENNIAL GALA SPONSOBSHIPS ARE ENCOURAGED!

o Benefactor (S15,000)
a Patron (S10,000)
o Supporter (55,000)

Detaals at rrww.uschina.org
Contact Gloria Gonz6lez-Micklin, Director of Programs. USCBC
Tell. 2O2-429-O34O; ggonzalezmicklin@uschina.org
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. BUSINESS RESOURCES

Political risk insurance helps investors push projects ahead

Angela Gentile and Philippe Valahu

[n,r..,,nn in a developing country can be a daunting experi-

ence. ln addition to commercial risks faced by all projects,

doing business in an emerging economy can bring added risks,

real or perceived, of an undesirable political event that many

investors are simply not prepared to deal u/ith on their ourn.

These issues have gained even more prominence in recent

years. as concerns about borderless rnrars, financial crises. and

terrorism dampen investors' appetite for risk-taking.

IGA Chiroa

Angela Gentile
is senior communications
oflicer, Corporate Relations

at the lvlultilateral
lnvestment Guarantee

Agency (lr'llGA), a member

of the World Bank Group.

Philippe Valahu
is manager tor
intrastructure. oil and gas,

and mining, Alrica, Asia,

and the Middle East at

MIGA,

Reducing risk
Irolitical risk insuranac is.t in)portdnt inslrunlcnl lirr ctluily investors nntl linancicrs cotlct'rncd

Jl)out mitigating noncontntcrcial risks. A nunrbcr ol't'trtitics' l)olh public antl Privillc, olli'r strch

insurirnce. Of thcsc, thc Mrrltilrrteral lnvestmcnt (;o.lrnnlcr Agency (MI(lA), rr rrtcntbcr ol tlrc Wrrltl
Ilank ()ror.rp, ullers a typc rrl sccurily unavailablc anywhcrc clsc. MI(iA nuy bc ol Parti.ulnr intcrcst

to LIS investors in (lltina, as lhr: ()verseas Privxtc lnvcsllrlcot (irrP., a US govr:rnrtlcnt ngclr.y thnt

offlrs scrvices sinrilar to thosc of Ml(iA, is currcntll'prohibitcd lronl opcritting in (ihinit.
(lrcated in lgllu !\ilh $l l)illi()n in capital, N1l(iA norv has ncarly 52 billion.tnd l6-l cotrntrv

nr('nrbcrs. Thc agencv cncour;tgcs thc llorv of Prir'.rtt ,:itPital to dcvL-loping counlrics lo rcdu(c

povcrtl, by offering insurnn.c (or gultr;rntccs) lo illvcslor\ rnd lcnclt'rs and hv hclping dcvcl4ring

countrics attriat privitlc invcst,ncnt. l\11(iAs irrsurancc pr()lccl\ investnlcflts ngainst tlrc risks ofcur_

rcncy transfer reslriction or inconvcrtibility, cxl'rrrPriltion' brcit(h of contracl' war, tcrrorislrt' Ioti
civil <listurtrancc. lly l)cccnrbcr 2{x)3, Ml(lA hrd issucd ncirly 7(x) guarantccs tolitlinS nt()Ic than

$12 billion in coveragc, bringing thc amount of for.cign dircel invcstmenl (Il)l) ltr.ilit.rlc(l k) $50

[rillion.
Ml(;A l)oth sut4n)rls antl clraws on the rcsottrces of thc \Mrrltl l|:rnk Group to ()llir clitnts in-

tlcpth koou,ledge of cnrcrging cconomit's. lr'11(iAs unirluc stru.lur(', ils nD intcrnittional organization

rvhosc sharcholders includc ntost countrics in the rgorkl, also bcnchts clicnts. Bc(.I(lsc aotllltrics ilrc

sharcholders in thc ngcnc!, lUl(;A can help dctcr go\,ernnlenl x.tions that.ould disruPt invcst-

nrcDts irnd can hclp resolvc porcntinl disputcs. lor instirnec, in 1999, pror.incial govcrnnrcnl olhcials

in (ihinir unilaterally rctlucctl thc prices paid k) ccrlnin li)r(ign cl:ctric g*vcr protirrccrs. Nll(lA had

issued guarnntccs to onc of rhc affected invcstr)rs, providing protcctioD a8i]insl thc risks oI tratrsler

rcstriction, exproPrialion, rnd war lnd civil disturblncc. Whcn thc investor alcrled Ml(iA to its tlif-
liculties, the agency steppcd in. Ncgotiations with thc invcstor iutd goverDlllcol rcfrcscrrlitliv('s

evcntutlly yielded an ilgrccnrcnt to resolve thc grroblcnr and avoicl a claim by thc invcstor. 'lhis dis-

putc wns just one {ll sorne lrvo,.ktzcn that eruPtctl in (lhitta's powcr stctor tirllowing tht 1999 Pricc
change.

Insurance is particularl)' inrp()rtant tirr largc, c.rpital inttnsivt'projects in thc cncrgl, nrining,

hcnv,v industry, irnd infrlslructurc srctors. l'inancial instilutioos xlso often rcqrrire Political risk

insurlnce for projccrs in dc'vckrping countrics,lo Provide rrot onlv protectio|r ng.tinsl risks l)ut ilso
lo cnhance a projcct's crcdit profilc whilc lowcring thc institulion's country pror iri'rtrinS reqrrire
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nrcnls.'lhc.t{encJ's insurancc has othcr hljnctits, such as

rll()wiog irlve:,1()rs atrd lendcrs t() vcnlllrc into ncrv ntarkcts
with eonlicicncc and ichicvc inv.slmcnt-$rlcle or higlrer rat-
ings liu crrrcrging nrarket seculitics, irnP()rtitnt considcra
tions in torl.ry's tight narkrts.

Activities in China
( lhin.r uirs onc of the enrlicst mcnlbcrsol l\II(iA, loiningin

1991. Since thcn, IUIGA has activcly'supprrrtccl FDI into thc
countr), providing S-l,l,l nrillion in invcstnre'nt guarantr'cs. As
of l)eccnrbcr 100-1, MI(lAs porllirlio consislcd of l4 contracts,
wi(h gross cxposurc of :i 150 million, lirr pr()iects in the trrnnu
lircturing, Porvcr, and water seclor-s.

Whcn thc agcncl,first stlrtcd insuring projccts in China,
nranulitaluring projccts rvere nlosl popular. Ilut thert- is a

Pcrcapli()n n(^v that nranufncturing, n() l()ngar presents thc
kinrls of nonconrrnercial risks that conct'rn invesk)rs. Rathcr,
it is thr larger, p.rrticularly infrnstructrrrc, projects that arc
parccivcd its riskl'bv fnreign invcslors, who arc nevcrthclcss
lcnrf lcd b,v tlrcsc opportunitics.

As Ohiru gcars up fbr thr':00t1 Olynrpics in llcijing, ancl as

thc ccononry nrodcrllizcs furthcr, invcslnrcut in iDfrastrualut.c,
pnrliculilrly ir) lhc water, B)\,tr, and lrnnslx)rt sectors, h s

bcconrc a priorilv ftrr thc govcronrcnl. llccausc thcsc and
otltcr inliastructure Projccts ohcn involvc local governnrents
antl long-ternr concessions, ir)d thcrclirrc add rvhat somc pcr,
ccivc to bc lcsscr-knorr'n clcnrcnts t() tl)c nrix, investors in this
irrc.r lvpi..rll\.scck out political risk insurlncc.

In tlrc Pnst six nronths alonc, Illl(iA lras issued guarantccs
lirr trvo rvatcr projccts, in the I)udoog l)istri.t of Shanghai
anci in I)cqing, Zhejiang, with I lcw more in thc' pipelinc.
Onc lrrojcct lirr which MI(iA pr()vi(lcd a $70 nrillion guaran
tet iov()lvcs lhc lrcntnlent, distril)utiolr, irnd salc ofwnteri thc
nrninl(nnllcc ii d nranagcntcnt of Ia,:ilities; antl water supply
scrvi.cs in l\rrlong, honre lo morc lhan 1.7 rnillion rcsiticnts.
'lhc guaranlc.'covcrs thc invcslntt'Ilt lgainst the risli of
erPr,rgrriation lirr uP to 15 vcars.

l\ll( iA ir llso starting to sec ntorc l)ll( I investment in
Southcasl Asia particulitrl), Intloncsia, lhliland, and
Vicln.rnr-and invcslors havc cxprcsscd intcrest in l\,ll(iAs
covcrrga.'l he growing intcrcst stcnrs in pnrt trom a partncr-
ship launchctl by MI(iA and thc ()hioa llxport and Irnport
Oorp. (Sirrosurc), China's ollicial c'xporl crcdit insurancc
irgcncy, in I)ecember l(X)1. (Sinosrrrc was li)rmed b).a mrrg-
!'r ()l'thc c\porl credit insurrncc dcpirtnrents of the Pcoplc's
Insuriln(. (-()nr|inv of Chinn.ln(l 1lr. ljxport nnd Imporl
Ilank ol (lhina.) 'lhe 

PartncrshiP agrccntcrit calls lirr
Sinosurl and Nl l(lA to incrclsc coo|crntion .lnd, in p!rticu
Ilr, to support l'R(l investmcnl in dcr,rloping countries.

MIGA Contact lnlormation

l,rlGA slso provides fre6 investmsnt informstion on gmerging

economiss through its onlino ssrvicest wwwfdixchange.com.
wwwipanet,net, and wwwprivatizstionlink.com.

For moro information on MIGA, see www.miga.org, or contact
MIGAs corporate relations ottica., Federica 0al Bono, by tols-
phone at 202-473-9292 or by e-mail at fdalbono@worldbank.org.

Nll(ir\ is working ckrscll, rvith Sinosurc, bv co-hosting ilvcst
mc t insurancc scnlinrrrs io llcijing, tirr example, and lus
prrovided training Io its s(.ril.'lhough primarily an cxporl
crcdit insurer, Sinosurc is bcing drawn increasiogly into thc
ljcld of iDvcstnrcnt insurtncc.rnrl will likely work nrorc
ckrsclv rvith l\'11(iA in thc conring y!,ar orr coinsurnn(c iro(i
rcirlsur.l0Cc of inv.'sl mcnls.

Eligibility
Projc(ts eliSiblc li)r Ml(iA-g,(,arantL,e covcragr includc

ncrv, cross-border invcstntcnts originitting in any mentbcr
courtry and destincd lirr lny clcveloping melnbcr country.
Nc!v i,lvesln'reits :rssocinlcd wilh thc cxpansion, nrodcrrriza,
t ion, or financial restru(turing of cxisting projects, and
.ri.1rri'itirrn. inlolr inA I'rir.ttrz,rti,,rr .rl' \tJte cnlcr Iri\(\, Jr(.
also cligiblc. Tir qualifv lirr covcragc, projects nrust.ontril)ut(
lo host counlrv devclopnrcnt nccds, via jt)b crattion, tr'(h,
tloloH! transfer, or axporl gcncrati()n, nnd bc 6nanciirllv, cco,
nonlicallv, and environnrcnlnlly sound.

Illigiblt' f<rrnrs ol invc5tntcnt includc equit1,, sharcholclc.r
loans, ancl loan guarantccs issucd by equity holdcrs, as wcll
as technicll nssistancc, mnt)itgcnteDt contra(ts, lenscs, nnd
lrlnchising nnd licensing rgrccmcnts.'l'ht' agencv nrny nlso
insurc loans from unlfliliatcd tin ncial institutions lo thc
Projects it guarantees, as rvell as sharcholdcr loans lionr
lTanks to their devcloPing corrntrv subsidiaries.
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Coverage
l\11(iA covers up to 90 perccnt of the villue oI cquity

invcstnrcnts, and up lo 95 pcrc.nt of dcbt, with covcrirgc typi
cally rvailable fbr I5 ycars.'l hc rgcncy nornrally insurcs gll0
nrillion per project, bul cirn go up to $200 million dcpcnding
{)11 couDtry cxposLrrc and typc ()f proiccl. lvtore cln I')c

arrrngcd as needed. I)ricing is tictcrmined according to pro-
icct risk in thc host country. lhc inycsk)r has thc (4rtion to
c.tnccl .r polio atier thrcc vclrs; l\1I(iA nrar not cirnccl tht'
covcragc ()thcr than lirr nonpaynrcnt of prenriunr nnd brc ch
of rva rra n t1'.

ln ildditi()n to its invcslntcrlt gunrantcc service's, which
con:plcment those providcd by other public iind privatc cnli-
tics, Ml(iA hclps devc'loping nrcnrbcr countries attract inv.st-
n)crl l)I' slrcngthcorns rh(. \irp.r(iry of inve:,tm(,nt
intcrnretlilries ancl cquipping thenr with thc kx)ls, tc(hniqucs,
rnd know-hou' k) tnr!!(t xnd win Fl)1. lbr examplc, lvll(i,{ is

currtntlv helping China's Sichuan Invcstment ProntolioD
Burcau conduct a benchnrlrking cxercise to deternrinc ihc
rcgi()n's rclative strcngths, inrpr()vrnrcnts in thc invcstnlcnl
clinr.rlc, nnd changes io scctor rJynamics. ';.
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D CODE,S
CONDUCT

Addressing Labor Rights Problems i n China

OF

l-r-l n. attraction of doing business in china is
I undeniable. The country's low labor costs, in

I- particular, enable companies to manufacture
apparel, footwear, toys. and many other products very

cheaply. China is also emerging as a large consumer market

for many goods. At the same time, terrible labor rights and

human rights conditions persist even as China's economy

develops. Foreign companies must address these conditions

if they \ /ish to operate in a socially responsible manner.

Itot rU l. ltosot l
(rrosoff@igc.org) is director ol
the China Working Group, an

organization composed ot
companies, nongovernmental
organizations, and socially
resDonsible investors workinq

together to address labor
rights problems in China.

Some Western conrpanies are already
addressing thc problcnr of labor rights viola-
tions in their (lhinesc tactorics. Their innova
tive strategies and programs to irddress labor
law violations arc bcsl understood in the con-
text of the requirl'ments of (lhinese labor larv,

typical violations, thc typcs (,f factories oPcr

ating in China, and thc ntany codes of con-
duct that companics have cr:rtied to cstablish
nrinimum standarcls lbr supplicrs.

PRC labor larnr

The 1995 PRC Inbor Law is comprehensivc,
covering labor contracts, working hours, wa8es,

worker safety, child labor, and labor disputes,

among other subjects (scc the CBli, fanuary-
February 2004, p.20). (iovcrnnrcnt rcgulatiorrs
provide additional dctail and rights. For exam-
plc, the law currently mandates a maximum
workweek of40 hours. Minimunr wages are

established locall,v, and wages cannot be

dcducted or delayed without reason. If empl()y-
ccs must work m(rr( lhdn 4{) hours, ovcrtintc
pay at 6xed rates is mandatory. Workers are

gunrnntccd at least one day oli cvery week.

\\brking conditions are retluired to bc safe and

slnilar;-.
ln practice, hon'cver, thc rights o[(-hinese

workcrs are routinely violatcri. Wrrkcrs:rrc
oftcn required to work lir nrorc lhlrr 40 lrours
l wcck, havc fcw days ot1, arc prid bek:w the

nrininrrrnr wage, and are ntrl piticl reqrrircd
ovcrtinrc. lmproper tleduclions lrorn wages

arc comrrrotr. Sorrre Chinrsc workcrs nlust pay

l llrgc sum of moncv as a "dcposil" k) thcir
cnrlrl,rycr, arrd they may h.rvc to pay ir

"rccrtritnrt'nt fec" in order lo bc'hirc<i. lhese

l\lyrrrcrrl\ (rn prevenl wttrk.r\ li.)nr lcdvinH
jobs wlrere their rights ilrc violat.d. Physical

abusc of workers, antl dangerous wrtrking
conditions, are also conrnron.

Chinese factories
-lhe 

t)-pcs of lab()r rights violatittns tirund
in a (,hincsc lactory trra-v dcpcotl, to a clcgrce,

on thc nitturc'of laclorv owncrship .rnd the

sizc of thc factory. Four brold t1'pcs of enter
priscs r'xist in (lhinir todar': privatc, stJtc
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A number of foreign companies are taking innovative steps

to ensure good labor conditions in their PRC factories

ownc'd, lirrcigrr-lunded, and tolvnship and-vil-
lagc' cntt'rprises. Bcforc thc mid- 1990s thcrr-
wcrr clcar clifferences bctwetlr state owncd
''s()(i list' Ii(t"ries, whir h olti:'rcrl lrlcrir r,

cnrploynrcnt, housing, and nreclicirl carc, and
privnlc scclor l-it(tories, which providetl littlc job
sccurity, low wagcs, an<l no tiingc benclits.
lirrl.rv, hrrrvcvt,r, rompctitior: lntl r l\.r}i\lcul
goverrrncnt cffort to privatirc stntc owned firns
has led tvcrr thcsc cnrplovcrs lo offcr lcss job
sccurity,li'wer rvelfare brncfits, antl strict llbor
conditions.

(icncr.rlizations are di16cult, but .lrc possiblc
lrased on cvidcnce of labor rights abuse in PRC
llckrrics:

t l.lbor rights violations arc so widcsPrcatl in
(lhina that violations can be prcsuntrd kr cxist
in cvcrv fir.torv until proven othcrrvisc.
O liactories lillt owned lncl opcrated bv lirr-
r'ign.on)prnies that irnplt'ntcnt good codcs of
conduct tcnd to have li'rv violations.
a [.nrgc f.rctories with dirc.l invcstll)cnl lron],
and nlanagcmcnt hy, Wcstcrn contpanics also
tcnd to hav(' lcwcr violations, bcc.lusc \\tstcrn
conrpanics oftcn strcss the intportancc ol latror
hw cornpliancr,. Larger lnatorics nlso tcnd k)
hrvc cnough ordcrs to kccp production lincs
goilg, cn.rblirrg thc tactories k) pnr w.orkcrs on
tinrc.
a A \{cslcrn c()rnpilny with a grxrd crrde of
(r'r(lu(t will hirvr. grc.rrcr sueicss ilrrplctncnting
thc codc in lictories over whiclr it controls I sig,
ni6cant nnl()unt oi thc liclory's ()utput, t)cciluse
it w ill havr. nrorc negoti.ting lcvcrnge ()\'cr tick)-

a Ifr \\t'sl.rn conrp:rnY do.s n()t control a sig
r:ilir.rnt .rrrr,,rrnt i)l i l;(t(,rv \ (,UlI t, il i.rn .rrt
t()gdher with other con'tpdnies thni usc thc tirc-
k)ry to (icm:lnd naaeptablc lrentnlcDt ofworkers.
O l.titories owncJ hy Hong Kong t ihinc.t,,
'Iiiwan, ancl Soutlr Korcnn conlpJnics lcnd lo
havc worse condiiions, irs rlo snrall, Priv.rtelv
orvncri Pl{( I lirctories.
O Lnr8c norr-\\'cstcrn (usurllv Asian ) lirreign-
lundcci llctories tcnd k) hrvc l)ettcr aornplinnce
thJn snrillcr fn.tories.

Codes of conduct
and inspections

'li, n)ccl (()rporatc social rcsponsihilitv ((iSR)
ol,lieirtiorrs in couotrits likc (lhinn lhJt h.rvc

scrious I.rlxrr rights and cnvironnrt'nt.rl lTrob-
lcnrs, contpanies are incrc'asingly arkrptin!i codes
of contluct lhilt set forth lahor rights, hurnan
rights, anrl social, ethical, antl cnvironntc'ntal
rc(luircrncnls firr sup;rlitrs. Accorcling to a

rcccnl csli lilc by the World llank, thcrc are
nl)oul 1,00{) difli'rent codcs io cxislcncc lodny.
'lhcy lrc issLrcci hy conrlranit's, rrrulti stakeholder
groups such as thc Chinl \\'rrrking (irorrp, non-
govcrnrncntal organizatitrns, and unions.

Althrruglr the l,rrrguagc of thc codcs nray dif-
fcr, the substlnce is rrsr.rally sinrillr in c<:des

adr4rteti by rpparel, f<xrtwca( irnd othcr light
ntlnulacluring companics, inelucling: prol'ribi-
tions ()n thc usc of f<rrcetl labor irnd chilci labon
dct.tilctl provisions concerning wages, bcncfi ts,
rnd lcrrns ol crrrplovnrcnt; lintitirtions conccrn
ing hrrurs oI work; nondiscrinrinnlion guaran-
tccs; prohibition. of harassnlcnl, abtrsc, irnd

Labor Rights Resources

The Lrbo. Lrw ol the Pooplos Ropublic ol China
www.usmra.com/china/Labouryo20Law htm

Comp.ny Codor ol Colduct .nd lntamstionrl St ndardr: Ao Anllytical Gomplrison,
Pan I o, ll; Appo.el, tootwdr !nd Light Mrnulact|lring: AgriburiB.ss; Tolriln
wwwworldbank.org/privatesector/csr/doc/Company%20Codes%200f%20Conduct.pd,

Business Pinciples lor Human Rights ol Workerc in Chinr
www.amn€styusa.org/business/chinaprinciples.html

For information on Reebok and other compsnies' experimsnts with lsbor rights
improvements in China, sss

CECC Roundbblc: Cod.s ol Conduct ll.S. Coipor.to Conplilnca Progrlms ond
Wo*ing Conditions in Chinoro t.ctori.!
www.cocc. gov/paqes/roundtables/042803/index.php

www.cecc.gov/pa ges/roundtablos/042803/cahn.php

'/v!vw.cecc. 
gov/pa ges/roundtables/042803/niepold.php

wwwcecc.gov/pages/roundtables/042803/vanHeerden.php
www.cec c.gov/pa ges/roundta bles/042803/.osenbaum.php

Adid.s-Solomon AG

www.adidas-salomon.com/en/sustainability/welcome.asp

Ro!bok Lrd.

vvwwreebok.com/x/us/humanBights/pdVB€ebokHR SowingsSeam.pdf

iks Corp.

www.nik€.com/nikebiy'nikobir.ihtml?page=25
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tvpr's of disciplin.rr)' n.l ion; lr!'nllh and sali{v

l(,li(i(\i rrld co\'irorrlrtcr)l.ll \t.lndrrJs.
(irmpanics prcllr to nd(,pt one code to 8()v-

crn all their intcrnatirrnitl opcrations, and sottlc

codcs rleclare lhat workcrs tlrLrsl have rhe right
kr fieedom of associiliorr a cl colledivc brrgain-

Reebok believes that giving workers

an independent voice in the operation

of factories will reduce labor rights

violations and lead to better working

conditions, which, in turn, will

strengthen the loyalty of workers and

be good for business.

ing, although in l,rletic.'thcsc rights.rre clt'nicJ

t. (.hirtrrc rvrrrltr.. ltr Iv')v, lhr(c (,rnrfrrrries

and 2l organizations cnclrrrscrl "Busincss

I'nniiplc\ li'r lltrnr.rtr l{i6ltts,rl Workcr. rrr

( lhinr," l cotlc clralicd bv thc Ohina Wirrking
(iroup spccilicrllv to lrltlrcss lhe hunran rights
and ltbor rights viol.ttions cornnron in (lhina
( s.. p.l5 ).

( onrp.rrric' ll)rl r)lJn(rt.l.lttr(' itr (.hill,1 ll.irll.l
subcontrnctors hivc lirurrtl that nrcrclv contntu
ni.:rting the contcnts ol thcir t<rdes kr subcon-

tractors is insullicicnt. lns|cctions, eithcr by tltc
cornpitly's owrr inspcctrrs or bv professional

nronitoring conrpanics, nr( nece'ssar,v l() dclcr-
nli,r( lhc L'rlcnl ol rrrrrtPli.rttr:c. lIl5l,.it,,rs ! i\il
fl(t()rics, dclcrnrirra conrPliance rvith thc conl_

l.irnv corie, and inlirrnr thc conrpanl ol results.

Afier receiving n rcP()rt ol lilat()rv nona(,nlPli_

ance, complnics lhen rpprolch fackrry orvncrs

to rliscLrss changr:s in laclor'1'r:pt'ration with tlre

gorl of achieving lirll tonrpliancc.
( irdes ol condrrct and itrs;rcctions arc

unqucstionably usclul. (irtlcs establish hig,hcr

standards than nrxnv \ul)cotltraak)rs cn)Plov,
whilc inspections cnsur( grcitler contPlinocc
tharr rvoultl othcrrvi'c cri\I. Ilut in (lhina this
crxlc inspcction rcginrc hits b.'cn onlv p.rrti.llll'
srrc,:cssfll, lirr rcvclitl rcasons:

O Although (lhir.l h.ts an acicqtrate'labor l.rw, it
is poorly errlirrcctl.
O ( irdts rrtrfoserl ,rrr l.t(li)rv (rwtt(rs rrris. .osl',
so r,wrrr'rs lrrrrc.r lrrr,llrai.ll irr(crrti\( Lr) rBrr(,r(

codc rcqtrirenrcnts. l:.rctor)' otvrlcrs ilrc bcconr

ing increasinglv adcpt nt circumvcnting insPc.-
tions, through pncticcs such ls double book-
kccping and coaching of rvorkers. As a rcsult,
inspectors are oftcn dcccivcti ancl "clean" attdil
reporls oftcn do not rcllccl rcirlity.

O (lhina hrs a virtLrally itre'xhaustible suppl,v trf
nrigranl workcrs, nnrsl ol *'honl are ignoritnt of
thcir rights under Ohincsc law nnd are \rilling l()

work under any conrlilions rr'ithout protest.

O l'hc (ihincsc gotcrnnrcnt prohibits the cxis-

tcrr,.c ol' indcp,:ntlcrrt tr.rJc urtiotts. lc.rr inH

workcrs rvithout rrprcscntillives who can discuss

violations with nr rllEcnlenl. Work€rs rvho havc

tritcl to fbrnr inricpcndc'rrt unions or lead labor
pro(csts havc l)ccn inrprisonr'tl.
a $r\tern (onrI)rnic\' \our(ing f rJ(ti(c\ (.lr)

contribute to thc problcnr s'hen, lbr exanrplc,
largc or<lers arc maric rvith short deadlincs, the

kxvcst lxrssible priccs.rrc dcntanr.led, antl ortiers
are changed al thc litsl nrinulc. Fitctorv owncrs
.rrc alraid to losc busincss if thcy rclise ordcrs,

cvcn if thc'y have to violatc lhc law to conrplct.
rrr order.

ln .rJJitton, er'rrrl,Irri(\ tnnt)(tl:r( lttrinH in
(lhinir that seri()usl! nltcnrpt to irnplenrent good

codt's of conduct ha\,c li)und thc !-fli)rt n) bt'

cxpcnsivc and onlv Partly succt'ssfttl. 
-llrcrcfirrc,

\()nlri (,tmlJrrir\ irr( .cclinF nl.,rc !rc.ltt!c
slrategies to ensrrrc thc Prolccti()n of their \tll)_
aontractors' cnrPl()Yccs in (lhina.

Ne\A/ strategies
Iract'd rvith rccrrrrcnt labor rights abuse in

\ulr(i 
'rrt 

rr( l()r l.r(loric.,ltsPrtc trtJc in\P((llon
rctirrr('\. n lcw ((,rttf.lni(\ h.l\'( l)(('n c)ilcri
nrcrrtirg rn ilh rrlora irrrl,)\.llr\'( \lrJl(8i(. lr,
ltltlre'ss abuscs. Suclr stratcgics include entpow-
cring (ihilesc rvrrrkcrs through democratit litc-
l,rr) (l(cti{,rr\ ('l rcl)rc.cnt.rlir'etl cdui.ttinB
workcrs aboul thcir rights trndcr Chitrcsc hbor
law; secking to protc.l thc rights of labor
.rclivists; and working rvith the Chinese [rrrsincss

conrmunit_v.

a Democratic elections
In 2001 nnd 100:, llccl)ok, I.td. facilittrtcd lhc

rl,jn,rrralir clr( lr,n .'l tll)ir,l) r(lrL'scnltlliv(\
using secret [:allols in onc llong Kong-intcstccl
llctory and onc'liiwnn-invcstcd lilak)ry l()
which it subcontracts. It wls the 6rst opcn cle.-
tion of its type in ( lltina, itncl it t(x)k plircc with
thc knowlcdgc ol-|rovio.i.tl oflici.tls of lhc st.llt-
.ontrolled All (lhinx lr(d.rnlion of liddc
tlnions. Setling uI lhc clcctions and educating
thc clcated reprascnl.llivt.s nb()ul how k) ailrrv
oul thr duti€ri ()f trn(ic union nrc'nrbt'rs has bccn

ih.tllcnging, hut Il,,l,,'l heliclc. th.rt giting
w,,rkrrs lrr irr(lcPen.l(nl y('l(c in lh( ()lcr,rlt,rr)

ol l-;rctories will rcclucr: l.tlror rights viollti<rtrs
rund le'ad to bcttcr working conclitions, which, in

lurn, rvill strcng,lhcn tlrc' krvaltv ol workers atrcl

bc grxrd firr [rLrsincss.
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lrainin8s.rrc P.lrl ol n largcr pro,c.t undertirkeo
by thc ()hilt.r \!irrking (irouP to cn$agc thc
Chinesc btrsincss cotrrnrunily conccrning labor
righrs nnd (lslt. Wirlr Chinl's cntr_v ink) thc
\\r,rlJ lr.r(ir ( )rl,l.rnr/Jlii) .llr(.11 i'.r gr,'rring
rr.'arcncss antl intcrcst rr.ilhin thc (-hinesc'[rusi-

A number of companies, including Nike

Corp., Adidas-Solomon AG, Reebok, and

Sears, Roebuck & Co. have produced

posters in Chinese that summarize the

main provisions of China's Labor Law

and include telephone numbers of PRC

officials responsible for law enforcement.

ness conrrnunitv etrn.crning (lSlt. l..lii)rts to
lruilJ .trv.rrcrrls.,,l t 5l{ wilhlt ( lrin.\( \,,(iclf
sl'rould lrclp irlprovc labor conrlilions.

\Nays to get started
Foreign conrprnics can trke a nunrber of

.r(tions tr).rrl(lr(\\ lJbor rights prohlcrrrs in
China. Firsl, lhcy.itn own lnd opcratc Chinesc
fhctorics dircctly. If this is not grssiblc, thcy can
signilicantly inlluerrce a lactory s conrJitions bv
sharing iht'cosls oI upgrading lahor stanrlards,
especiallv if thcv control a largc percentage of thc'
factory\ output either irlonc or krqether rvith
other conrpxni.s. Second, they cln,.rn<l should,
J(l()pl .r J(lnilc(l iorlc rrf r n,lur. r .rnrl hirc conr-
pctent nnd cxpericriced monilors to irsscss coDr
pli:to.c, wlrilc cnsurinA thcrr sorrriing pr.rclices
do not .ontributc to these problcnts. 'l hird, sincc
codes and ntorritoring are only Partll elfective in
China, conrpanics can, and shoukl, seck to
ctnpr)wcr (:hin(\c w()rkc15 trr .t(t on thcrr (,wn
behalf by erlucating them alroul thcir rights, by
hclping workers clcct thcir own firctory rcprescn-
tatives, and hy sccking to protect llrc right of
rv,)rkcr\ t() Pr(rlc\t ahrrser. F,,urth, (onlfJltf* (irn
serk t.r.'rtgagc the t lhinese lrrrsirrcss ronrnrunitv
concerning thc inrportancc of (lSll. [:inally, com-
panies cln, anrl should, edualtc thatnsclvcs about
their oprtions, through organizatiorrs such as thc
Ohina Working (iroup and others. It is difficulr to
nreet basic (lSll rcquirements whr'n ntiinufictur-
ing in (lhina, hut innovative tcchniqucs can help
nuke this possihlc. i,

47

O Educating workers about the PRC Labor Law
A nunrber o[ conrplrrics, inclLrding Nikc

(irrp., Atiidas-Solonron A(i, lieebok, anrl Scars,

l.l,rL'lrrr.k & tir. h.rvc fr,,tlrrtcti ['rr.tlrs in
(lhincsc that sunrnrlri:/r lhr ntain provisions rrf
( lhin.is t-.rbor Llrv arrd inclLttlc telephonc nurn,
bcrs ol l)ll(l offcials rcsponsiblc tbr lirrv cnli:rr;c-
r)rcnt.'l-hc posters ilso inelutlc the phonc
nLrlttbcr of I call ccnter cst.rblishcd to Provirlc
inli)nnJlior) irnd aclvice kr workcrs who bclicvc
lhcir righls are lreing violntcd. ln 200-1, lhc
post(rs w!-rc hunc in llctorics used by tht'sc
(,'rill\lrllc\,.rnd lhc (.rll (cnl(r h.ts hccrt rc((t\,-
ing conrpl.rints and rcclucslr lirr advicc. It is too
t'.trly to rlctcrntint' rvhcthcr this.rtten)pt.tt
workcr cducation has rcclrrccd latror riglrts viola
liorrs in thc trrgcte(l lirctorics, bLlt the nt()ra
(lhinesc rvorkers lcarn thc1, have rights untlcr
( lhinesc law. thc nrorc thcv cln b.. expc'ctL,d k)
scck to cnd liolirti()ns ol thcsc rights.
a Prote(ting Chinese labor activists

I.rlrrrr protcsts.rrc irrcrc.r:,ing in t'hitr.r .rs.r
rcsult of labor rights rhusc, rising unt'nrploy
rncnl, liak ()f ir social salety nct, frlucl by sonrc
Lrclory owners, rntl laek of responsivcncss lry
govcrnnrcnt ofhcials. ()ltcn, rvhcn rvorkcrs
p()lcsl in lnrge nun)bcrs, thc ()hinese govr'rn
nrc t will xrrcst nnd i,nPrir() thc protcst lc.rd-
ers lnd pav off tht, wrrrkcrs. lirr many yctrs,
krhn Klnrnr has proveti thrrt Wcstcrn busincss-
peoplc can effectivcly approach the PII(lgovcrrr,
rncnt irn(l hclp k) li.c thcsc wrongfullv
inrprisrrncd labor rights.rctivists. Altlrough ntost
ol his intervc,ntions have'occurrcd during conli-
dcnlinl nrr'ctirlEls with I)ll(l otficials, Kanrrn
hc6.rrt thrs work pulrltilv rr I990.rs !i(c Prc\i-
rlcnt ol ()cciclt'ntal (lhcnrical antl presidcrrt rrl'
th. Anrcricln (ihlnrbcr ol-( irnrnterce in I long
Kong. At a public dinncr hc called on Bcijing's
scni()r rcfrc'sentirlivc in li)ltg Kong to rr'lt'ast'
Yil() \i)n87hnn, i str.tdcnt who haci been dctirined
ancl tortrrred shortll'llicr thc lilnannrcn ntas-
sacrc. Alrout thrcc wccks l.rtc( \io wns rcl(.irscd-
L.rrg,c r,,ntP.tnier h.tvc t.rlgt \inliliir it.tion.
l(et'h,rl wr,'lr'.r l.tl(.r lo rhL lrrrhrrresi.rn prcsi-
dcnt urging the rel!'ase of inrprisoneti
lnt]oncsirn labor rights.rrtivist, I)ita Sari, rvho
s.rs also released. (lhincsc rlorkers must bc ptr
nrillcd lo lsscrt thcir rig,hls undcr Clrincse hw.
-l 

hesc cxaorplt's indicntc lhilt \\tstcrn .(nnpn
nies..rn takc bcncficial .rctions on behalf of
wronglirlly inrprisoncd citizcns withor.rt h.rrnring
conrpany brrsiness.

O Engaging the Chinese business community
r\dirlas, Nike, ancl (ill, lnc. hrve agreecl ro

parti.il.ltc in a project lo cnliagc Chincsc sm.rll
and ntrdiunr sized c'nt.rpriscs (SMEs) not cur
rcnlly n)nnufacturirr!l dirc.tly lirr \\t'$tcrn .oor,
P.rnrcs.'l ltc llrirnJry S('.rl will l'.'t,r t,,nvinic
SN4l'is to conply rvith (lhina's l.abor l.aw lntl
conrpanv codes of conduct, so Wcstern conrpa-
ni.s ..rn ordcr from thcur dircctlv. -l 

ht'se Strlu
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SaleS and lnVgstment NoVEMBER 16,2003-JANUARY t5,2004 Conpited by Doris Grage and lsaac chens

The following tables contain recent press rspons of business contracts and negotiations exclusive of those listed in previous issues. For the most

part, the accuracy of these rep0ns is not independently conlirm€d by the CBA Contracts denominated in forsiqn currencies are converted into US

dollars at the most recent monthly rate quot8d in the lnternational Monetary Fund's lnternational Financial Statistics.

Firms whose sales and other businsss arrangements with China do not normally appear in press rsports may have them published in the CBFby

sending the inlormation to the attention ol the editot

Abbrsviations usod throughour text ABC: Aodcultural Eank of China; AOB: Asian Devslopment Btnk; ASEAN: Associstion ol Southeast Asian Nstions; AVIC I afld ll:

Chins Aviation lndustry C;rp. I 6nd ll; BOC: Bank ol China; CAAC: Gonoral Administration ot Civl Avaetion ol China; CAW: ceblo televasioni CSRC: Chins 8.alin0
Hegulatory CommrsronjCCB: China Connruotion Esnk; CCTV: Chrna C€ntr6l Telsvisioo; CDEr Chins Dovelopmsnt Eank; C0MA: codo division mullrple access; CEIEC:

Ch;ns Nar;onal Electronics lmport and Erpo( Corp.; China Mobile: Chins Mobilo Communicalions Corp.; China Nelcom: China Nstcom Co.p. ltd-; Chins Railcom: China

Rarlway Communicstions Co.: ltd.; Chin; Taloc;m: China Tel6communicetons Group Corp.; China lJnicom: Chrna lJflit€d Tslocommunications Corp.; CIBC: China

lnsurarice Regulatory Commission; CITIC: China lnlernational Ttust snd lnvostm€nt Corp.; CITS: China lnlsrnatio nal Travel Soruica; CN00C: China Narional otlshore 0il

Corp.; CNpC,-Ctin, lirrional Petroleum & Gas Corp.; C0FCo: China Nadonal Cs.eals, Oils, snd Foodst!ffs lmpoft and Export Corp.; C0SC0i Ctina 0cean Shipping Co.;

CSii: China Sscurities Rsgulatory Commission; OSL: Diqital Subscrib6r Lino; ETDZ: 6conomic and tschnolooical dsvelopm€nt zons; GS[4: Global System for lVobile

Communicationi ICBC: lndu;trisl and Commorcial Bank of China;lT: informstion tochnologyi LNGrliquiliod natural gss; MlliMinistry of lnformation lndustryi M0FColV:

Ministry ol Commorco; MOU: msmorandum ol undorstandino; NA: not 6vailabls; NDRC: Notional 0svolopmenl and nr,otm Commission; N08lNC0: Chin, North

lndustries Corp.; pAS: porsonal accass systom; P80C: People's Bank ol Chin6; Petrochins: Potrochina Co., Ltd.; BM8: ronminbi; SARFT: Stale Admrnislralion of Radio,

Film. snd Tolevision; SEZ: sp€ cia I oconomic ron6; SINOPEC: Chana National Petrochomical Corp.; S IN0TRANS: Chi6a National Foreign Trade Transponston Corp.i tiNDP:

Uniled Nations 0ovolopmonl Progrsmi SME: small snd medium'sizod enlerprtse; WF0E: wholly lororgn'ownod enterpriso

Tenlleco Automotive lnc. {US)/Chengdu Lin0chuan Mechanical
Plant (Sichuan)

Sigrr((l rgr(cnrcrrl to Lrn ioint v!nlur(,(:hongqirrgtVirlltr l:rharrst

Sv\t(m ( o l.ld., k) iupl)ll entissi0rr eortlnrl prodttils rnil rYstents trr

( h.rns.rn l1!rd (rr. l id. ( L 5:61)'\, l'l{{.: 10r\,). I 1 /l).1.

Zt F.iedrichshsten AG (Gemany)/FAWEB Automotive Psrts Co.

ttd. {Jilin)
SiSrr((l agrr.nrcnl k) li)r,rr joinl vcnlurc, Zl lAWlrl( (.hitssis

'liehnol,rgv { rr. l.td., tu protiuer' chrtssis conrptrncnts .rntl systtnls iirr

I,.r"elucr irrr .urtl contrrrcr.rrl !.hi.lc\ I l/(l\

OTHER

Continental AG (Germany)/Shanghai Automotive lndustry Corp.
(sArc)

Ag,rer.rl rrr nrergc Shanghili Aul(rrrl(rli!a Ilrakc S,Ystcnls (.o. l.t!1. iln(l

Shrnghii  ulonn)tivc llrJkc Al:lurlion (j). I kl. to dt vtlof rnd

IlrrnulJaturc hritkc s\slcm.. I ]/01.

DaimlerChrysler AG (Gemany), China Motor Corp.
(Taiwar)/Fuiian Motor lndusiry Group

\\1)n.rl|()v.rl lront\l)lt( l(t(\l.rhli\lr.rLrloj(rint''(rrluft'lol)r()du.ir
trlt rrti:s llrrrz vrns in l uzlroLr. liriirn. Sl5l.l nrilliorr. ll/0.1.

General Motors Corp. (USl. Volkswagen AG {Germanyl, ToYota

Motor Corp. Uapan)
Rr(.iy.J irilixl (.ltR( rllnr\.il l,' r'|(n.rullr l nir \\ lol \. ll/(ll.

Honeywell Transportation and Powet Systems, a unit of

Honeywell lnc. {lJS)
signcilrsrc(nr( nl.rP|flrving ltL iiing North i\rrrtricxn shirl( {ir. Ltd k)

rr rkrl Pr.stinrt brind rulo Ilt.rrrll.rt.tn(. frorlLr.t\ in ( hill.r. ll/(1.1.

CHINA'S IM PO RTS

Sabre Airline Solutions (US)

\\trn (ontrlat lrom China liuslcrn Airlincs Corp.l.td.lor soliwnrc to

nanagr its tlight schedulcs xDd inrProle profit;rbilii)1 ll/0-1.

Sichuan Airlines Co. Ltd.

Signcd c(rrlracl wilh Airbus SAS li)r four Al l9s. I l/03

CHINA'S INVESTMENTS ABROAD

Boiling Jeep Corp. Ltd., a ioint venturc betwe8n

0aimlorchryslsr AG (Germany) and Boiiinq Automobile lndustry

Holdings Co.

Si$ned aSrcrnr(nt wilh Adior N{otor (jr. (l'itkistxn) to begin irsscmhly

rod s;llcs oi il\ llJ:010 nnrdrl in tiirir.hi. I l/()1.

China National Bluestar(Gloup)Corp.

\\ill.requircS'.rngrorrgIl,lor(.o.(Soulh I',,r(r) l l/01

Dolphi Corp. (US)

will open wfol k) build and operatc t..hni,] l .e0ler, Dchhi (:hina

'li'chnical Ccntcr (i). t.td., in Shanghai, k) dev.loP conlponents and

syslems enginecring. l2l0J.

Hitachi Ltd. (Japan)/shanghai Highly (Group) Co.

Signad igrccnr(nl lr) s(l LlP air cnSin( \l,rrl.r ir)inl vcnturr

( lifitn:66.6'r1,.Il{(.r t l.l\,). $ l(1.5 nrillir . I l/r)l

lshikawaiima-Harima Heavy lndust.ies Co. Ltd., llochu Corp.

(JapanI/FAWER Automotive Parts Co. Ltd. Uilin)
trst.tblishc(li(,int rrnlurc,(.hang,lhun I.\$'lllt llll lirrbo{-o.l.trl.,trr

nrirnutil.turc, s(ll,ln(l Irovidc altr:r'dclivt rl- s':rviccs lirr aLrlo turhrt

(hirgcrs.(lirp.rl:55r\, l'lt( :.15.1,).:111.()rnilli0n I l/(J1.

Bobert Bosch GmbH (Germany)/liVuxi Weilu Group Co. Ltd.

{Jiangsu)
li)rnrcd ioiDl vcnlun' lr) Irtakc rliesel nozzlts li,r citrs;rntl lrLtcl'
((;.rrnrny:67'li,-l)l{(::.}.1'}i,).$189 millir)n. I I/0-1.

'cHaNA BUstNEss

Aviation/Aoro!paco
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Automotive

INVESTMENTS IN CHINA

Cooper Tire & Bubber Co. (US)/Xenda Rubber lndustrial Co. Ltd.

(Taiwan)

willbuild planl Io product radialpirscngcr an,l liSht tru.k lirl\ in

Ji;inBsu. l2l{).1.
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OTHER

Ghina Eastern Airlines Corp. Ltd. (Shanghai)

Will halt Shanghai l\,hnich and ShlDghai-Mrdrid routes and add

Shanghai Lordon route startingApril 2001. l2101.

Eurocopter SA (trance), Singapore Technologies Aerospace
Ltd. (Singapore)/Harbin Aircralt lndustry Group Corp., China

National Aero-Technical lmpon-Export Coip.

Signcd rgrrcmcnt tu buikllssenrblr' line lrr nranLrlialurr li!e seirt

E(lll0 h.li.opl(rs il llirrbirr, l{eilongjirng. ( Frin(c:61r,(,-

Singxporci I 5i'o-1rR(-:.24it). I l/0-1.

CHINA'S IM P O FITS

Aker Kvaerner ASA (Noruvay)

Won coDtract fron Yangtze River Acctyls Co.l,td.lbr expansiolt ofits
acetic acid facility in Chongqing. $) 7 million.0l/04.

Davy Process Technology Ltd. (UK)/Union Carbide Corp., a

subsidiary olthe Dow Ghemical Co. (US)

Signcd agrcfnrcnt l{) li.cnsc;rnd in4)lanrent p()aess tcchnolog,v tor

SINOI'E{1.\ oxo rlcohol pl.rnts in Jilin antl Shantlong. I2103.

Fluor Corp. (uS)

Won.onlra.t lrom BAS!AG ofCermanyand Us-based Huntsman

Ioternationdl LLC lo build chcmical conplex in Caojing. Shanghai.

$350 nrillion. I l/03.

Shanghai Chemical lndustry Park lndustrial Gases Co., a ioint
venture ol Praxair, lnc, (US) and Air Liquide SA (France)

Sc.ur.d in(lurlrirl qls fifclinr supfl\'runrr.rrts r!ilh Shrngh.ri

Liinh.nt Ito.\.rnrl. (ir. l.tJ..nd Shxnshri IJ,\SI: Pr)lvurcthlnc (.r).

Ll(l.lo snfllr lhcnr wilh hvilnrccn ln(l e.r r(rn monrrrid..

S lll)nrrll()r I l/01

INVESTMENTS IN CH INA

Hcrcules lnc. (lJS)

Acquired carboxymethyl cellulose producer Quantun Hi-Tech in

Guangdong. l2l01.

J.P Morgan Chase & Co. (US)

\{ill invrst in conslru(tir)n ol'l pctl1).hcnri.al storagc wharl in

Yangzhong, Jixngsu. Sl -10 milli(n. lll01.

Noveon, lnc. (US)

Will construtt a thermoplastic p0lyurethane manufircturing facility

in Shanghai.l2103.

Korn/Fer.y lnternational (US)/Ialent Shanghai Co. Ltd., an

atliliate ol the Shanghai Personnel Bureau

l-orn\ed !n creculivc scxr(h ioinl vcnturc. ll/0-1.

CHINA'S IMPORTS

NCB Corp. (US)

Won contracl from Bank oiChina to provide ATMS and maiDtenance

$16 million.0l/04.

INVESTMENTS IN CHINA

HSBC Holdings plc {Hong Kons)

BouSht 50% stike in Fujian Asia UiDk Ltd.;China Ping An Iiust &
Inlestn.nt Co. l,kl., a subsidiirry of Ping An InsuraDre ((;roup) will
purchrsc thc rcrnaining 50rxl. $20 millim. l]/{)1.

Kingsway financial Services Group Ltd., a subsidiary ol SW

Kingsway Capital Holdings Ltd. (Hong Kong)/Shanxi Securities

Co. Ltd., China Gaoxin lnvestment Group Corp.
\iI rrl :!r,r' rr, rt t,' r't .rp trrn,l r' .rrr ',:trr 

,:r r r,,r,t \ (rru r( in

Shrnqhri.(ll(nu (org:-ll'11,'PltC:67')1i) $11 nrillir)n. I 1/l).1.

SHK tinancial Group, a subsidiary oI Sun Hung Kai& Co. Ltd.

(Hong Kong)

l)uRhis(d l0'I strkr in I)aLiln (.iti (jrnrnrcrcirl Ilrnk. S19.-1 nrillirrr
Ilol

Bank lndonesia/Bank ol China

Signcd bilateral swap arrangement to bolster thr'ir li)reign exchange

rcscrves. $l hillioD. I2l03.

Merill Lynch lnvestment Managers (US), B0C lnternational
Holdings (Hong Kong)/B0C lnternational (China) Ltd, (Shanghai)

\\hn liaensc lionr (lSI((i to cslahlish r joiDt vr'nlurr iund nranaqrnrrlrt

.onrfanv, [10(. ]ntcrnational lnvestntcnt l\liinitgers. (tlS:l6.5qh' ltrnrg

Iions: 16.5(!, Plic:67it,). I l/0-1

All-Bussian Regioral Development BanUICBG

)rFneJ lcllcr,,1inr(nt 1,, prnJ thr'rr .ur1,er.rti,'rr rn erpUrt

tindncing lbr mcrals xnd gold. I l/0-1.

Banque PSA Finance, a subsidiary oI PSA Peugeot Citroun

Group SA (France)

Approv.d trv (lBl{(l 10 open I rep(,scnttlivc oltl.e in llcijing. I l/0,1

Mizuho Corp. Bank, Ltd. (Japan)/CDB

Signed (onlrn.l k) joinlll linanrc intlustrial dcvrlopnl.nt p()je.ts in

China. I l/0.1.

CHINA'S IM PO RTS

OTHER

CHINA'S INVESTMENTS AB ROAD

PSA Corp. Ltd. {Singapore)/C0SC0 Pscilic Ltd., a unit ol China

0cean Shipping {Group) Co. (Beiiing)

Fornrd joint \'enlurc, C()S(.0 PSA T.rnrir!l I)1. l-td., to ntnni$c itn(l

opcr.t[] ltro herlhs rl PSA\ Pitsir Irlnjrng ttrninrl in Sinqirf(]rc.

(SingrIorc:5 I 
(',, I1l(.i191ii,). | :/0.1.

Eanking & Finance

Chsmicals, P3trochomicals & Belatod Equipmont

Gonsulling

Distribution, Logistics & Rolated Serviceg
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INVESTMENTS IN CHINA
APM Terminals (Denmark)/Shanghai lnternational Porl Group

Iirrnrcd ioint vcrtun, thc Shrnlthai L..tsl (int.ri0cr Icrnrin.rl loint

\i'nlurr (.o., lo i)frrrt..l .orrlain.r tcrnrinill rl \\lilxo(lhr, I\1

( l).nnriirl:19(\,.1)l{(. 5lr\,1. I l/01.

Dragados SPI- (Spain)/Iangshan Pon lnvestmenUBeiiing
Jinzhou Engineering & Technology

\\'ill (rn\lrLl. t .l rl ol)(r.ttr .r lcrnrr)Jl in lh( llort ol Jinrl.rrrt, rre.rr

Itciiing. S.15.7 nrillion. I l/{)-1.

Xawasaki Kisen Kaisha, Ltd. (Japan)/China Shipping (Group)

Co. (ShEnghai)

l0rnrc(l ir)irll v(Irturc, oricnt ScI Iiighwrv Scrvii<\ (lo I t(l., in

shrnqhri lo |flrr idlr nr.lrin. trrnsfort lirr (-hin.\r \chirlrs.

' l.il,.rn .1r,,.,.I'Rr jl",.r !t rnrlli.,n t/(,.1

0entsu lnc. (Japan)/Beiiing University, Renmin University of
China, Oinghua university, Beiiing Broadcasting university,
Fudan University, aod Shanghai University

Siqn((l .()nlr.l,:l\ l() c\llhlish A(ly.rtisi,u rnd ( ()rrrrrrurri.,rIr,rrrs

ln\t it ul. il ll(ijiIg. ll/(ll.

CHINA'S IMPORTS

Boyal Philips Electronics NV (the Netherlands)/Jilin Sino-
Microelectronics Co. Lld.

I'ornr.J lirnl \ frrturr, l'hiIf\ lilin \(nri(ondu.n)r (r). t l(1., rr)

dcl'tirf. ile'ign..rrr,l rn.rrrLrl.r. tLrrc hipol.rr prrrcr produ! ts ll/lr.l

Miracle l-inux Corp. (Jap8n)/ned Flag Soltware Co. Ltd.
(Beiiing)

l:slilhlish&l p.rlnrrshiI lo JtvLLlt Irrv cost l.inur-hascd tcehnoLrgy

srrvi..\ {)l/0.1

Altium Ltd. (Australia)

5rl up rcfr.s.ntrtiYC olij.c in Sh;rnghriand appointcd nd( (-hincs.

distriburr)r\ ti)r ils \\ indo$s'hascd clctlronics design sotrw.R'. ll/l)-1

Elpida Memory lnc. (JapanySemiconductor Manulacturing
lnternational Corp. (Shanghai)

signc(l .lgr.anunl to lro(lu(.: |lfidr:\ drn.lni( rrnd(lnr iic(a\s

nrcnn)rr.hif\ in Shlnghxi. ll/0.1.

Cedara Soltware Corp. (Canada), IBM China, a unit ol IBM Corp
(us)

Signcd \loLl to (iclclt\r ioinl.h.rnncl\trrter! li)r hcirllh.rr.
inli)rnrxli(,rr \y\tcnr\ lr\irr{ ( (Jirr sl,ftrvrrc and ltlll hrrdrilr..
l l/01

OTHER

SAP AG {Germany}
Signed agrrcnlcnt with 0hina Evcrbright Brnk to strclnrlinr
livcrbri{hl s of cr.ltions wilh cnterprise resourac f llnnrng solutiorrs

Jnd indurtry-spccilic rppli.ittions for ils banking portlolio\. lll0-i.

IFS UFSolt a ioint venlure between ltS AB lSwedenland
UFSott Co. Ltd. {Shsnghai)

Sign!'d (onlri.l \{ilh Shitndong Rizhao SSf i\ll} Pulf iud Pnfer (.r).

l-ld.lo inrplamcnl sufph ahlin and resourac nlJnJgcnlL'nt

,rf plicirti{)os. S I nrillion. I l/0-1.

INVESTMENTS IN CHINA

Texas lnstruments (US)/Skyworth {Group) Co. ltd.
SiqrlcJ LoIlr.r(l l1) \rl Lrlr l;rh to Lltvclolr scnrieonrlu,:tor tc,:hnologr

lirr high-Llclinition tcltvrsions.0l/0J.

Myson Century lnc., a subsidiary oI Yulon Group
(Taiwan)/Shanghai Belling Co. l"td.

lilrnr.(l j,,int \.nlur( Io (icvtlo1, rnd prrrrluec chipr rr:eil lrrr

hr,r.rrl[.rnrl lntcrn.t.riie*.S.].i rilli(nr. l.l/(1.1.

Cl( Engineering Co. Ltd. (South KoreayHarbin Huako lnvestment
Devslopment Co. Ltd.

lirrrr.(l joint lcntur(, lJ.lrhin High'tcch Scnricorilu.t(,r (i). 1.1J..

to prorluc,: 3 inch .rnrl t' ineh serniconductrrr silico ehiIr. (\oLrth

lior(x:.15.io,,-ljll(.:i l.-lr\, ). $:l million. I l/{)1.

Voirh Siemens Hydro Power Generalion lnc., a ioint venture
between J.M. Voith AG and Siemens AG {Germany)

\\i,n .ontrirr't lronr lhrhri Shuihlryx (i)||'lru.tion (i). li)r nrc( hrlir.rl
cquipnrcnt .rrrrl LI sign |r)r li)Lrr l]r.rnci\ turbircs xnci aurililricr tirr

Iurbin(\ on lh( (.linrii.rrg l{iy(r iI lluhci. S-ll) nilliorr.0l/01.

ABB Lld. (SwiEorlsrd)
\lbn order tiom Shandong l-uneng Matcrialand Goods M&C Croup

for transfornrers, breakers, and other power products tojoin
Shandong and Nonh China power grids. $13 million. I l/03.

ABB Xiamen Switchgear Co. Ltd,, a urit o, ABB Ltd.
(Switzerland)

A\!r(le(l aonlrir(t hr'l iJr)jin Nlelro (lrf. to supplr- switchgc.rr l{r

I'iirnjin lU(tn) Iinc I proic(l.S.l..l nrillion.11/0-1.

CHINA'S INVESTMENTS A A ROAD

cPc
Willbuy 60% stake in Russi.n energy fi.m ZAO Stimul, acquiring

rights to lhe OrenburB oil and gas field in Russia. $180-200 million
12t03.

CHINA'S IMPORTS

Enoigy & Eloctric Powor
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Taiwan Micro Display Corp./Henar Ancai CPT Glass Bulb Group

Si{nrd.onlr.r(l lo(lr\rljf hr!h d(llnilion l.lcvision ofli.Jl..l)Lincs.
0i/01.

CHINA'S IM PO RTS

Ahnlab lnc. (South Korea)

Signcd .ontra.l wilh SINA U)rp. (sina.com) to prrvidc stcurity

solutions.0l/04.

Shell Solar GmbH, a unit ol BoyBl Dutch/Shell Group {the
Netherlands)

\\i)n cr)rlra(l to pr()\'i(l( soliir-l)or,r'crc(lclcatri(il! to l6 runx)10

villat,:s in Iurrnrn :rnrl XiniirnS. $.1..1 nrilli(n. I l/0-1.



INVESTMENTS IN CH INA

CITIC Pacific Ltd. (Horg (org)/lrner Mongolia Electric Power

Group Co., Ltd., China Huaneng Group Gorp. (Beiiingl, Sh€nhua

Group Co., [td.

Sirncil e, xrpcrlt ive .rgrtc nrcnt to lirrm hrSC, (orl'lrlscrl thrrnrrl

prwer joint rrntur,r in llohhol. lnner tlln)goliLr. (lhnS F.or$rll)"tr.

Ilt(.:lt(I\,). S l..l billn)n. I l/01.

CLP Power Hong Korg Ltd.

!Vill hLril(l r wrl( r powcr slirti(nr in Sichurn. $l{0 rrillion. I l/{).1

Sunspark Power lnvestment Co. Ltd., a subsidiary ol CITIC Pacific

Ltd. (Hong Kong)/Wuxi Municipal Clectric Power Co. (Jiangsu)

I (,r,r.(l ioirrl \.nlurr r{).i)n\lru.t fLlnrfcd \t0r.rtr' lrr rlr.rLrlii prnrcr

|lJfll (lloIS K,',rS:;l)"r l'}R(:-\l)", ) Sls nrillior llllrl

INVESTMENTS IN CHINA

Al China Breweries Co. Ltd., a ioint venture betweon ltochu

Corp. and Asahi Broweries Ltd. (Japanl/Iingyi{Cayman lElands}

Holding Co.

will li)rn) h.v(rrs. ioinl vcnturc ['ingvi Asxhi-]to(hu llcy(rirs(|,.

( lu|in:5(pl, I'lt(::5{)r'1,). Sr)5{) nrillion. 0 I /01.

Calcol lnc.lUS)
l)urahascd 20gi) slakc tionl loaaljoinl venture partncr (lhina Nationill

Ffi)d lndustry (irf. k) nssumc lull owncrship of its sott drink

nranulircturingjoint vcntun, Sanhe [4eile Soli Drinks fu.01/04.

Dingyi lnternationsl tood Corp. Ltd., a subsidiary ol Master

l(ong (TaiwanyHebei Zhongwang Group

I:r)rnr.J instrr)l Irx\llc ioint r'(nlur.. Hch.i Sint.li/i (.o. l.ld.

( lii$rn:i(}'o I)ll(.:5(J",,). S;l million. lll0-].

Danone Asia he, a subsidiary ol Gtoupe Danone (France)

l\u(h.r\((i .1.()",, 'lIlir in ItriShl l)riri & Ii)('d (ir.lrorn Shluhli
qo|cl11rn(nt, rrisirq l).rrorr,:ls lrrrltlings to 7.7'11,. $ l.l l, nrillion. I l/0.1

Heineken NV (the NolherlandsyAsia Pacific Ereweries Ltd.,

an alfliale ol Heinokon

\\'illnr.rg. ofirr.rliDD' irrtul nlxkr Hairaken Asia I'l.ili. llroltrir:
(.hinr th. \rjlr fn)Ju.cr .lnd rlrrk.t.r ol Heinckcn hclr in (lhinr.

0t/t).1

lmperial Tobacco (Ul()/l{ongta Group (Yunnan}

SiSncd l(t-lcar ixrfcrrtior rgrr'cnrtnt lir Hongta to scll Impcrirlls

\\tsl i]igxr.lt. hr.nd xn(l li,r lnltrinl kr urkrl Il(nrgli's brnnds

ovcrscils. (11/{)4.

OTHER

CHINA'S IM PO RTS

Voith AG {Gsmany)
I\bn rontracls lilrnr h{o unnr nrtrl domrstic conrpanies and onc

ioreign vcnturc ttr supplv pap!'rnr.k inB equipnrenl. S495 million

CHINA'S INVESTMENTS AB ROA D

Nippon Psper lndustries Co. Ltd. {Japarychengde Dixian

Textile co. Ltd. (Hebei)

lirrln.(l Ir.rlJ( r rrrirnuli.lr.rring joirrt vrnturc in Hclrci. (jrIxn:55",

l'l.l(l:1i", ). Ti(,.5 nrillir)I. ll/(r.1.

I{ippon Paper-Pak Co. Ltd.. a subsidiary ol Nippon Pape.

lndustries Co. Ltd. (Japan)/Elopak A/S {NonflEy)
I_r,rnlc\l t{nnl r.ntur(, I:hl,.rk (.hinr l-1J., in Shinghili k) r)rnnuli(lur(

rnd \ril l)c\'.r.rg(.rrlons. ( hfin:15'\-Nor$av:;5o,,). S I8 nrillion.

D/01.

OTHER

I Il).1

VA Tech Wate. Systems Division, a unit of VA Technologie AG

(Austria)

\\i,l (,,nlr.i(, l,' fr,^ i.[ h( JuJ!( lr(.r'rrr,tl .tn(nr l,,r

\i.rl)horr{nr.l] \\'.rn(wrtrr l'r.rtnlanl l'lxnlinl)rrins,ltriiirrS.$l;.1
nrillron. ll/l)1.

INVESTMENTS IN CHINA

Hono Tong Holdings Ltd. (Hong l(ongychina Science

Enterprises Group (Holdings) Corp.

lirt rcti .rqrtr nrcnt to cstrblish j(rint lcrlur. in l)r)trggurn lo

in.iILrxl.ln(i fro..r's !!irsllr.(HonSI(rn]$90'h l]R( :I0r'r).!,ll.l
Drilli(,n. ll/(1.1.

0nyx, a unit ol Veolia Environnement SA {France), Citic Pacilic

Ltd. (Hong Kong)/Shanghai Chengtou Environment lndustry

Development Co,

tiqnc(l l(t r(.rr J{rrcn)ant r' rth the ShIngh.ri L rhrn ;\ffc.rr.nat JnJ

l:n\ ironnllnt.ll \.lnilllir)n lJurcxu ilnli ShrnllhIi L'rh.rn (-onrlru.lion

Invlr\lnr(nl Ih\'(lolnrcnt (.{,rf. li)r lhc !rnrnrualiorr, r)l,rrrliorr. itnd

rr.ir\lir ol rhc I io{ing Iluni.DJI \\inr l..rn(llill nr'.rr Shirngh]i.

(l r.tn.r:6(1", I'R(.:10',,) ll/0.1.

Veolia Water, a unit ol Veolia Environnement SA

(France)/Beiiing Gapital VW lnvestmBnt Co. Ltd.

Sr{ncJ (ontrr.l (o pur.hr* l5r')i, stilk. ol Shcnzh!f $ll(r (;n)LIf (ir.

I ttl..rntl nr.rn.rtc its pnrtluction lntl tiistrihutiorr rrl $.tlrr, fu\l(nn(r

rclirtions, .rrrtl ioll,:ttir,rr .rDd tre.rtnrcnl ()l \!r\l(r!rt(r li'r 50 \(rrs.
( I r.rrr(r:15,'".1'lt( i;5',,,). S10(1 nrilli(nr. ll/01.

Sercel, a unit ol Compagnie G6n6rale de G6ophysique (francel

l(!uii( d 51"0 \tik. ir Hr'bci lunling (icophr.sit.rl (i). LtJ.,lhc n)rirl

proviritr o! qtophoncs lnd seisnria (irblcs lor tha (.hincs. nrirkrt.

I I/{)1.

CHINA'S IMPORTS

EnviTonmontal Equipmenl & Technology

Food & Food Procoi.ang
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INVESTMENTS IN CHINA

Liberty Mutual lnsurance Group (US)
()pcncd its lirst ( hinc'c lrrirrrih in ( hrngqing to ollir Irol).rl\ .rnJ

!JsuJllr insrrrJn.c to o\'(rs(J\ lirn(1.(l !(nllrr{r\ in lhc nrrnl.if.rlil\
0t/r)1

OTHER

Matsushita Electric lndustrial Co., hd. (Japan)/CCW, Dayang

Technology Development lnc.

hill toinll\ (1.\(l(r1, II hnr.(l(rst |r)(lu.lion \vslenr h.r\c(l on

SI.rtsushil.i' t(.hn('loS) lo inttqrirte rrrirk proecssts li,r thr ncrrs rnd

rlo(unrurtill i$ on (.( I \: ll/{)1.

Win Win Gaming lnc. (US)

Si{nrd i8rccnr(nt wilh lhc Shanghii (lhini \\'!'liare Lott('rv kr

d(vdop rc$ lnslarl 
-liakel 

lollarySilnr('s rnd a n('\'Tv lolk'rv ganre

rhow to br mirrkrttd throughout lhe Shanghri resion. ll/0-1.

INVESTMENTS IN CHINA

Iiger Technology Fund {US}
Ilousht lSu, slaLc in lhngtl.rng.iorn. (ihinr's l.rrgr'st orrlint hool
s!'lle. SI I nrillion. llit).1.

FreeStar Technology Corp., Xinhua Iinancial Network
{Hong Kong)

.\greed rr) hrn) joirt \ (nlur. u'irh olli..\ in Sh.rngh.ri, liriiinS. rnJ
llong KonS t,r rlirtrihure I:r('ast.lr\ Inl.rnat ,:rrdil .lrd p.rtnrcrl
pro.essing producls in Arir. I l/(Jl.

OTHER

IBM Corp. (t S)/Asia Unitsd Tolscom and etwork Co. Ltd.

{Beiiiog)
Signetl Il0U to.oop.rrle in lntcrnct .i]tr' chain busin.ss ir (lhior,

Nith lirst.ent.r io \\'irngiijin{, B.ijinq. I l/01.

orbolech Ltd. (lsrael)
\{ill supplv automatr'd opticxl inspcclion svslcms ,i)r L( I)- I I l'
produ.tirnr linr tar Shrnghii S\A-NU(l Liqnid (lrvstirl l)isplirv (i).

Lrd. Il/0.1.

OTHER

Mitsubishi Heavy lndustries Ltd.. and Sumitomo Corp.
(Japan)/Shanghai Diesel Engine Co. Ltd.

lstrhlishctl irrinl\cnturt,Shurrgh;ri l\1lll lurhoehing(r( o.l l(l,t0
munull.lLrrc Jrl(lr11rr[(l lu o(hirrl.r\.(j.rf.rn:(]0't, l'jl{(:l{)"0) ll/01

CHINA'S IM PORTS

CHINA'S EXPORTS

Baosteel loternational Economic & Trading Corp. Ltd.,

I subsidiary ol Shanghai Baosteel Group Corp.

\ignLil inrn orc tr.rnrporl .('rxrx.ls lrilh \ifpl'n \ir\.n Niishr rr)d

\lit\LI ()\L l.in.\ I td.,b,nh,)f Iif.rn. ll/{).1.

CHINA'S IM PORTS

Voest-Alpine lndustrieanlagenbau. a subsidiary ol VA

Technologie AG

\\'on.oolr.r(l\ li{) liJnHru \hnsnnS (,n)up li)r lhc (on\lru(liol] of.l

hc.ltr' pl,rtc r,rlling nr rll .rnd lhr Il.o\i lnrn & Sl.rl((]roof) (.o. Ltd.

krr l\\o n.1v hrir.(lif g.rlrr0irirg linc\. S 16.1.9 nillion. ll/{)-1.

Mitsua Enganeering & Shipbuilding Co. {Japan)

ItciL'ivcil,url.'r Irr.r iLrrnre,: hLnrrr lionr 5h.rnqh.ri I|.n'\t.(l (;rouf

( (,r1. Sl(, nrillr,rn. I l/(1.1.

CHINA'S INVESTMENTS ABROAD

China Huaneng Group Corp. (Beiiing)

A(quir.(i 5(loi, (qLrilr in (oJl l)(r\!.r opcritor Oz(icn,I subsidiarl ol

Int.r(;.n. i joint vtnlurc hctNccn Roy-rl l)utth/Shcll (iroup Ind

Ite(hlrl l:ntrrfri\cs Iirldings In.. $1.16.9 nrillirnr. ll/{)-1.

INVESTMENTS IN CHINA

0rogen Holdangs (BVl) ltd., a subsidiary oI Gold tields
Ausrralasia Pty. Lrd. (Australia)

Itought r.7",, shil11 i {r,lil crpkrrirturn rntltltvrl,Inrrnl corrf.rny

11|i.Ir /iiir l\liIin$ lrxlustrr (.rr. I tri. irrrrl rrill IirInr sepxrirle 60 10

ir)inl !.nlurc \\ ilh Tiiin Nlirrint.0l/01.

Arcelor SA (Luxembourg). Nippon Steel Corp. {Japan)/Baoshan
lron & Steel Corp., a subsidiary ol Shanghai Baosteel Group

Corp.

5i(nlll.rgre.Ir.nl lo li,fln iornl v(nlurr.Shrn{h.ri lllosl.rl
\\( /lr(clor lLrtornotiy( Stc.l Sh(cls (.o. I l(l.,lo rrl.rnul,ralurc.rnJ

v lL high gr.rr[ i,,ltl rollrri shccts rnd hot.tlip qlh'irnizcJ slrtcts.

{ hf.llr:.ll{'r,, I u\rnrhourg:ll'\, lill(-:ill'!,) $.161 nrillion ll/0.1.

SPx Corp. (US)

l-st.rblished Wl-Olllianjin Stecl Cooling Tech nologr Co. to produce

adrnnccd singh-row ;rir.oohd tondensers. $4.2 millinn. l2103.

INVESTMENTS IN CHINA

Warner Bros. lnternational Cinemas, a unit of Time Warner lnc.
(USyoalian Wanda Group Co. l-td. (Shanghai)

Signcd lqretnrcnt lo lirnr .in.Irl ir)inl \fl)lur. [, ol\'r.rl( ]lr\\ltl I(r
\\intl.r nrultipl<'x.inenr.r\ thn)ulhrnrl (lhiI.r.l,l/(ll

Wsrner Bros. lnternationsl Cinemas, a unit oI Time Warner lnc.
(us )

Signrd rgr.rnrcnl \!ilh (iurnqrhou Itrl;rnrIn(( (ir. t0 huikicight t0

lcn cincnus in r ulhcrn (.hinx.0l/([.

Bertelsmann China Holding GmbH, a division of Bertelsmann
AG (Germany)

.{.qurrrd J0r\, \hrrc ol llriiing I l\r ( cntur\, Ii(',)I (lh.rin. ll/t).1.

lnsurance

Machinery & Machine lool.

Media, Publi$hing & Entertainment

Motalr, Minor!|3 & Iltining
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China StatG Shipbuilding Corp.
\\i)n .ont Ct iro Nillon Yuscn Kai\hx oi lapnn x) build rr{o
175,00(l-dc.rd\!cight'ton hLrlk carrierr in thc l{ligroqiao Shhvird in

Shirnshii. 1ll0.].

INVESTMENTS IN CHINA

Wallem & Co.. Ltd"/China 0cean Shipping Agency Co. Ltd.
5isn((l.rS((nu l lo \Lrl lor.ign \hiffing ioinl \'(nlu(', Ptn'\\illtm
5hiIfinq \l:rvii(s ( o. Lt(1. rr ith olii(rs in IlcitinS, t)rli.rn, \ingbo,
(.)irr!drr,Shin$hri, I ixriin, rnd \iinren. 0l/0.1.

WSrlsile P.opulsion, s subsidiary of Waerlsilae 0yi
(Finland)Zheniiang CME Co. Ltd. Uiangsu)

lornr.J i(iinr \ (nrurc. \\'iir!\il:i.( Il L lhrnliLrnq ltof.'llcr (-(,. l.kl.. kr

nr.Irulr.llrr('hitr pr,I,.ller\ { t inlrnd:-15'!,.PR(.:{5'\,). I l/l)-1.

CHINA'S EXPONTS

Blackwatch Resources Ltd., a subsidiary ol Caledon Resources
plc (United Kingdom)

Silnrd l.rIcr (,1 intcnr \tirh ]\ll)iiunS Ilirring I inrir.(l (ir. ('liIrr.nr)
rll()rvilrll.r 7(1",, c(luil\ \lxl,. ils wcll r\ r Ll(lr" inlrrc\l on (\florrtirnr
grountl to be.rcquircrl irt \oLrlh(rn \irnn.rrr. I l/{).1.

Wl Pacific lnc.lCanada)
l\bn governmenl license lo estahlish its subsidiirrl', llunan Pacilit
ccok)gi.al Exploralion lnc.,lhc lirst nintral clplorllion WIOh in

China.0l/0.1.

Kanematsu Corp. and Nippon Steel Corp. (Japsn)/Tianiin Tiantie
Coking and Chemical Co.

['ornrtl i,rk,:pn'Llucti,rn ]oirrt lcnlur(, li.rniin lic\onS( okin!(.o.
( l.ttin:-15",,. I'l{(.:6i'\, ). I ]/0.1.

Erasteel, a subsidiary ol Elamet {France)/Iiangong Co. Ltd.
(Jisngsu)

Forned ir)irlt \'.nture. liJr)gonS Lrr\l(cl ( r). Lld.,lo prrrrluir high

sp(d (c.l ,i)r nrirnulrilurr rtl .ulling lrr)l\. (lian(c:h(l'\,- llR( :1i)(\, )

I I/l).1.

OTHER

Shenarin Alumina Co. (US)

Signcd rhrr \{.lr (ontril(l ro pr(^ id{ 160,01)(l nltlrir lons oi snrr:lkr
qr.rlcirluninr.rnnuallr I()(.hinr.596nrillion. ll/l).1.

CHINA'S INVESTMENTS AB ROAO

Lalarge Group ([]ance]
\\'illhui sr,:ond lrotluitirrn lint to nrrrre thrn rir)uhl( output rl ils
( hrnl{(linq.rnr0r)l l;r.lor\: S1(l rrillion. ()l/01.

CHINA'S IMPORTS

Honeywell lnternalionsl (lJSl

\\trn aonlraal lnnn (-NO(X ilnJ (:h!.\'ron li'xil.ol\ )oirl \'cnlurc to

rulonulc l,rocrsscs rn,l prolidc hrc xnd $Js r'nl(l\' sl\larnr lr) th(
tlozhonu oilhr:ld in lJohai llrv S{ nrillion. I l/01.

INVESTMENTS IN CHINA

Panva Gas Holdings Ltd. (Hong Xong)
Iir)Lrghl .i t5',,, \l.rk( in losh.rn (irr irr (irr.rngJdrs rrr(l lull r(luil! in

l)i)i(;.ts( o.in Si.hurn,lrilh 50 r(Jr.r,rrlrir(t\ li,rpipurl g.r' irr

11)\hirn .it\ n(l I).rIir0Lrnlu (ll/01.

Titan 0il, a subsidiary oI Titan 0il (Hong Xong) Co. ltd.lz henrong
lnternational Petroleum Co. Ltd., E subsidisry ol Zhuhai Zhen
Rong Corp.

l,,rrn,'.1t,,rrrl\r'rl,,r,'1,,l'r,,'r.ft',l,lr,lt,'.1Ir.,rr'lr/'l.rlr',r,,i'r,lr.t!l.
( llnrg l..r)Dtr0.0 I rrr- l'lt( :r).(re",,) I l/0.1.

Sunwing, a subsidiary ol lvanhoe Energy (Canada)/ClTlC
(Beiiinq)

Signcd irgr..nrcnl lo ir)irnlr d.!{lof lhgirng oil froi.(1. ll/{).1

CHINA'S IM PO RTS

INVESTMENTS IN CHINA

Hutchison Chinese Medicine lnvestment Ltd., a subsidia.y o,
Hutchison Whampoa {Hong Kong)/China Beiiing Tongrentang
(Group)Co. Ltd.

trrrnrcll ioinl v(ntLrrc, l1riiinN lonrr.II.tIu llut(hirsrnr
l)hrrnrricrrticll lnvcslnrcnl (lr). l.kl..l(r rloeLrf nrr(l in!f\l lr
tlirditurnirl (.hinesc nrtrLernc.rnrl ht.rlth- rd.rt(l f rotr'ct:.rrrtl
(itcrt)ri\cs.(llong(o lt ()th.r:loo)$l.l(llrlli()L
[/r)1.

Meiii Seika Kaisha Ltd. (Japan)/Shandong Lukang
Pharmaceutical Co. Ltd.

\\ill n,rnr.r f h.rrnrr..Lrrir.rL i(,inr \cnrur.. ( i.rt.rnrrl)' l'R( rl)'
l)rh.r l(r,,ir \)l) nrilli,)n I li(ri

INVESTMENTS IN CHINA

L'0real Group (France)

Signerl ;rg,rtcnrcnts to.requirc slirr a.rr( l)rnnd iUirinL[sa n0d

.l\\o(i,rl(d n nulil.lurirrg h.iiilic\ in Uuhci. ll/l)3.

Bulgari SpA {ltaly)
l\ ill rrpcn trrrr sirtglc-brand luruty icwclry rnd wirtch storcs il
llcitirg.rnd Shu8h0i. I l/01.

The lnternational tinance Corp., lhe private seclor a.m of the
World Bank

r\Sr((rl r(, in!.\r $0.f, nrillion irl rcl]il .hilin (l()rc \lunrrrl Sloras, Inc

0{ lk iiing. ll/l)1.

Nesh Cosmetics ltd. (lsr8el)/Chirdex lnternational, lnc. (US)

lornr((i ioirl !.nlur., \.rtur'.rl IrxrrrLrl.r,\sia,l.t.l.,loJislrihul(lhc
N.sh lrr.rIJ,rl \.rlrrr.rl l(),'rrrul.r .(\nrlrli.\ l(, rcl.ril i)hrrnr.liir\ i

( hirrr' I l/l)l

OTHER

Seven-Eleven Japan Co., Ltd., a subsidiary of 7-Eleven, lnc.
(US)/Beiiing Shoulian CommercialGroup Co. Ltd., China
Nalional Sugar & Alcohol Group Corp.

It((rir.J ,rfIn,\.il lk,n) \l0lr( (l\l lo n,r nr joint \'.nlurc to J.\ci(\r ;'
I l(\(n \lor.\ il llcriiIS.Ir(l \urroul(linS l)ro\ in\.\.01/lll.

Potroloum. Natuial Ga3 & Rolatod Equapment
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CHINA'S IM PO RTS

Alcatel Shanghai Boll, a ioint venture ot Compagnie Iinanciare
Alcatel SA (France) and Mll

\\i) \(,r)lr.r.l lroll ( h lit trlohilc I, .\pilllil ils (iS\l rrcrrr 0rL irr
(;in\u $ l.l nrillir)n (ll /l)1

LM Ericsson AB (Sweden)
Signrd coltr0ct with 0hinir lini.on] for phnsc III (il)MA1000

inti!$lru(lurc cxpxDsiors lir corr'and radio network cquDmc t

ineluding tfuininr, nr:trvr)rk r('llout, and te.hIi.il sufport.
59.l nrillion.0l/01.

Lucent Tochnologies (USl

Signcr.l rgn'rrnrnts with (ihina'lelecom and China Unicom,inrluding
expansion ol 0hinr Unicom'.\ CDiUA network,l\lPI-S s\ril.hing
solutirus [or (-hina Uniconrls data backbone,and opli(alsvstams and
swit.her tirr (lhinil Tclc.()m. 5350 million. 0l/04.

Motorola lnc. (USl

W)n conlr.cl lrom (lhina Nlobile to expand and rrygrld. its (;SNl

nctwork in llc'ijin8. 55l0 nrillion. 0l/04.

Motorola lnc. {USl
\\t)n (onlrr.r ironr (ihina Uni.om to expand its (ll)MAl000 nctwork
and upSrad. its (;Sl\t nctwork in Beijing and l: pruvin(cs.

$556 milli(rn.0l/0.1.

UTStarcom, lnc. {US)
Signcd.ontract with (ihina'llle.om for deploynrcnt ol its PAS

infraslructurc cquipmcnr. 5.200 million. 0l/0.1.

UTStarcom, lnc. (US)

hi)n .ontrr(l lrom China'li.l.com to d.ploy 110,000 lint's ol irs lP-
bascd nctwork.0l/04.

Alcatel Shanghai 8ell. a ioint venture oI Compagnie Financidre
Alcatel SA {Flance}and Mll

\{'on ar)ntr al liom IJ(riiiDE (.urrnruoiantiuts (j)r|., ir suhsiclilry rrl
(:h inn Ncl(on (1)rf.l.kl.,kr build nr op(i. l n.tNork to inrIr)v(
inlirrnr.rti0n inliirstruelurc in Ucijing. $10 million. l:/01.

Nokia Corp. (tinland)
sign.d .(nrlr.r(l wirh (.hin.r \lohil. tr) exfand il\ (iStrl nctrfurl jn

llcnin lo 1l)rr)rllirrr uscrs.Sl:5 million. ll/0.1.

UTStarcom,lnc. (US)

.\\r.lr(icJ .rrrlrr.l h\'( hin.r )irtcon to crplnricri\ling Il,-lus.d l, \
n(trrork\ in \irnnirn.S.l-l milli{n. Il/0-1.

Heiloogiiang Provilce lnternational Economic & Trade Corp

PLrtuh.l\rd ll)(1,(,(ll)unit5r)l ( l)\lr\ l(x){) I\.Inr.rr l)hor1c\ ln,ln
I('l\(D hlr.lr(nri.\ ( o. I lil. {rl S(\)lh Kord.r. :r.l million. I 1/l).1.

LM Ericsson AB lSweden)
\\i)n (onlrxcl ironr (;uin8xi [1ohil. (irmnnrni.alions t]o. Ltd.lo
(')ifand CSIU nclwork in (;uin$xi. 556 nrillt)rr. I l/01.

Eoctifier Technologies P8cific Ltd., a subsidiary oI ICE Corp. ltd
(Australis)

Signcd two licr:nsc irgrccnrrnts with Wuhan Putliln 'leleconl

Equipnrenl {b. I-td. tr) nrilnuiiralur( and distributc tclecom l owcr

supplv sysl(ms. I I/0.1.

UTStarcom, lnc. (US)

Signed.ontrd.l i!irh ( hinil Nct.on lirr PAS handscts in LiioniDg.

Sll nillion l l/l)l

UTStarcom, lnc. (uS)

Signt'd contrac[r.ith Shanxi (]hina Net.om to expand and upgradt

existinS IP'based PAS nctlrorks in Shanri. $30 million. I l/01.

INVESTMENTS IN CHINA

IBM China, a unit ol IBM Co.p., lntel China, a unit ol lntel Corp.
(US)/fianhong Group

Signcd rgrcrnrcnt to rlt'|loi l rl ilrlcss local irrcir nclrvork irr

\inqlu.un r.sid.,rrll.rl (listri.r ol It(,iiiru. l2/0.1.

NEC Coe. {Japan)/IechFaith Holding Ltd. (Beiiing)

I-ornled joinl y(ntur(, S I 11l' I..hnolo8lcs (tlcijing) (h.l-ld.,lo drsiHn

irnd devclop 1.5(; xn(i .1(; rnohilr l(r,ninrl\. (liUirn:-10or,- PR(l:70q{,).

S6.5 nillion. ll/{).1.

Coding Technologies AB (Sweden)/Beiiing E-World Technology
l'onrkd ioint \ rnlur.. il.iiiIu Il.(li.r \\i,rli\.1,, .r.rlc.rnd liccnsr.r

ntrr'.rLrLIir r,,nrlrcssrrn/d..onrf r.\\L{in\ (l(rvi.c 1 l/l).1.

Eastman Kodak Co. (USyShanghai Mobile, I unit ot Chira Mobile
Sign(d rfrr.Il(nt l(, li,flr) \lr.rt.rl. l).lrtn(r\hil lo jointlr erprntl
shrrc in thr nr0l.ilr tliSitrl inrlgin! nrxrl.l. ll/0.1.

lC Star MMS, 8 subsidisry o, Telecom Communications, lnc.
(Hong Kong)n721 lnter China Network Soltware Co. Ltd. (Beiling)

h,rnr.d frnnrr\lril 1,, rllr'111,p short nrr:rs.rging servirc. multimcdrit

nrc\r'lliint \(ryi.., rn(l ,)lhcr \\ rr(l(r\ \(rri(c\. ll/0.1.

Subex Systems Ltd. (lndiay80C0 lnter-Telecom (Beiiing)

l:ntercd p.rrtncrrhip to prnnr)l( li.lu{l nrilnirqorrcnl r,olulion t0
( hinc5clclc(onr.ollrprnr(\. I]/(1.1.

Codan Ltd. (Australia)

Sct up rcpr.saolitivt' olllit irr ltcijing to ,:strblish ir nati(nral sill.s

Dclwork lir its \rl(llila, high Ircqucnlv rudi0, rnd nticrowlvc rirdio

.onlnrunic.ltiol] \olLrtion\. I l/0.1

Sierra Wireless (Canoda[Putisn E8stBrn Communications
G,oup Co.. Ltd.

Signcd lgrccnrcnt to d istrih0t. Air(..rrd ii5 rrireless P(- [xrd in
(.hinr. ll/0-1.
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Tolocommuricationr

CHINA'S EXPORTS

Huawsi Technologies Co. ltd. (Shenzhen)

\\irn arrrtrilat lront Sundry (:rtmnrunicrtioos oi Hong Xont to huiil
its h'(.1)IIl .l(; ocx{ork. Sl l6 nillion. lll0-1.

Huawei Technologies Co. Ltd. (Shenzhen)

Si8nc(la(nrlrii(t rvith l.lhirrpirn Tclccomnrunicltirnr ( or|.lr) rc|lirac
cxislins irnxlogu. \witchrs rncl outdated legaci- tliflittl sr it.hcs.

$l{) nrillion. l:/01.

Huawei Tochnologies Go. Ltd. {Shenzhen)
Stlcctr,,rl br lnrhncsi.r'hirscd Pl BirkrieTr:lccom t0 buill rts
(.1);UAl00{) l\ \rinlc\s locnl l(x41 nelrlork. Il/0.1.

Huawei Technologies Co. Ltd. (Shenzher)
Signediontrrit r|ith llltnurNone i-esleSA lobuikl il\ l0(;olll,.il
hl.kbon. in Rio dr Iincil(). ll/0.1.

OTHER

Yahoo! lnc. (US)/SINA Corp. (Shanghai)

Signed agre!'n)cnt to li)rrn joinl vcnturc lhil nill provide auction

based c-comnrcr(c \crvicc. 0 l/0-l.
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in China.

l-hina continues to attract record levels of foreign

I direct investment as multinational companies
\J (lvlNcs) from all industry sectors either expand their

existing business operations or contemplate neu/ investments
there. And unlike the "gold rush" years of the mid-199Os, when
foreign companies rushed blindly to China to form joint
ventures (JVs), many companies norrv have a greater

understanding of the market-entry problems they \ /ill
encounter and assess the market by analyzing the lessons

learned by pioneers. Today, this more thorough due diligence
process applies not only to structuring business models,

understanding customers, developing marketing plans, and

adapting products and services to the Chinese market, but also

to implementing capital building programs-\ /hich includes

selecting qualified engineering and construction firms.

Q4nt
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Do not compromise on your company's fundamental risk
management practices just because you are in Ghina.

On the contrary, apply them rigidly.

Thc cxprcssion "votr get what 1ou pav lirr" is norvhere nrort'
true than in (ihina, p:trticul.trl,v rcgarcling construction pro-
jects. Ovcr thc lasl dtcaclc', numt'rous lirrcign MN(i project
heads in (ihinl havc succunrbed lo locirl pressure to design
and construct facilitics without thc involvenrent of lbreign
enginec'ring rnd construction Iirnrs. At thc urging ol munici-
pal oflicials, special ccononric and devcl<)pnrcot zone snles rep-
resentatives, and local tlcsign institutes, tlresc MN(ls accepted
"greirt deals" only lo discovcr thilt thc rcsulting facilities did
not meet quality, (ost, schcdule, irnd snti'ty cxpectatiorls. Many
fircilitics rcrluirccl signilicant rclrolits or p()st-proicct modifi ca-
tions k) nlcct illtcrnationil stdndirrcls. ln nranv cases, these
extrr c()sts lDd rlclays ncgatcd any cost savings, and cost the
conrpany nrorc than if thc projcct had bcen structured ancl

inrplctncnlcd cffcitirclr lronr thr bcgrnr:irrg.
Iluilding l frtcility thal nreets inlt'rnalionirl standards in

China is a high'risk cndcalrrr lirr an)'conrl,ant, and is partic
ularly unprcdict.rble lirr a eonrpanv lhat dcci<lt's to "go local." lt
can bc donc anci has bccn donc,l',ut not without proicct atrd
constructt)n nrirnirgcmcnt. (:itv nrrd dcr'elrpntent zone ofli-
cials, clesign institutcs, and cvc'n thc (onrpanv's orvn Chinese lV
partncrs cnn make it dillicrrlt lirr lirrcign lvlN(ls to exer.ise
sound judgnrcnt ancl to approlch r crpitiil invcstmcnt that
meets internationrl strndirrds in il transptrent and predictable
way. Thcsc wcll'nreaning olficills lack an undcrstanding of
internrtionirl project tlelivcry rcquircnrcnts, inlernational quali-
ty stirndarcls, nnd thc cflcctivt' rolc thLrt lirrcign engincering anci

construction firrrrs plly in thc (lhin.r nrrrkct. Natrrrally, no
shorttge of problcnts will occur whcn M N(ls are unirware of
local realilit's ancl are quick to ircccpl a deal th:rt is too good lo
be trtre.

China's building environment
(X'cr Ihr l.lst tlce.rrlc.lhc lircilitics lD,lrkcl in tlhina has

irnPro,ed signilicantly irr tcrrrrs ol-

O Thc availlbilitv oi r(luilJnrcnt antl crrnstruction nraterials in
(lhini thdl nlccr inlcrn.rri()nnl \lnndards
O l ht'av,ril.rbilitv of crPclirrc.,tl lirrcicn cngineering antl
c()nstruction lirrns in (lhina
tl 'l ht'lrlarcncss o[, lnd denrand fi)r, intcrn.rtiotrnl qualit)
among lirrcign \1N(ls.rnd their IY st.rkcholdcrs
a ( irn\lru.'lr(,n \.ll(l! fri)Fr.rrI\ irr rrr.tior citic'
O Qualifications ol (ihint'sc dcsign insritutcs and contractors

Chin.r is still classificti as r high risk e'ngint'cring antl con-
struali()n cnvironn)cnt, h()wcver. Such risk is dctcrrnincd by
evalulting trlnspirrcnt tend.ring pr.l!ti.cs, liccnsc anrl perntit
approvals, labor tlu.rlity, costs, prcdi.t.rbility ol .onstruction
quality anLl scht'drrlcs,,rrrd arbitrntion tnd lcenl recoursc.
According to an lir.tirrt'r,r'irrt Ncu:s Rccor,/ survcy, (ihinir ranked
third in globll c.tpital rPq11l 19 in 1999 [)ut just ibove Indir in
".otrstruction risk." (l hc Unitc,il Statcs rankecl first in global
iul'itirl rfcrrrlirrS .r nrl he thc k'rn est llr r'-v. .r r r, rr r slrr r. li,rr

risk scorc---I.7; (lhina und India, on the other hand. scored
constru.tion risk scores abovc 42 ). As such, foreign MNCs
(nt(ring (:hiIl nrust l)c ilrv.lrc lhat lh( s.lrne pr(rjcct nlJr)ag(-
ment and impl.mentntion tindamenlnls that apply in their
home countrics rlso apply in (ihina, if nr)t more so.

'lhus in (lhina, MN(ls nrust not ignore the basic risk
asscssmcnts lhcy pcrlirrnr clscwhcrt, in thc world, though they
should of coursc irriapt lrojcct ancl inrplcnrentation plans to fit
(lhina's work cnvironnlcnt ancl processes. Foreigr conrpanics
must rigidly applv inrplerncntation firndamentals such as

scopc of work, scopc ol scrviccs, division of responsibilities,
crediblc lrudgcts and schctlulcs, nratcrial Drnnngen]cnt, nnd
organiziitir)nal struclurcs. Withoul an effective proiect rnan-
agemc'nt plln, thc cost bcncfit frorrr thc Dtandator), use of locnl
design inslitulcs; tht'rvidclv rvailable, qualiUed local and IV
supplit'rs and vendors; and relativcly inexpt'nsive local con-
structi()n aontrrctors r)liry bc lost. Such projccl nranagenlent
planning, organization, and inrplcnrcnlation is horv foreign
design and construction 6rnrs:rtld value lbr their MNC cus
bnlers in (lhinn.

\Nhat to expect
lvlN(ls th.rt construrt ldcilitics in (ihina, particularll,fbr tht'

lirst tinrr', rvill likcly cncounte'r these' issues:

O I:-\irggcrdttd .ost ancl schcrlulc claims, l,c,t insufficient
krtowlcJlic ol thc MN( 's qu.rlrty ('xl('(l.rli,)r\
O Iixaggclatcd clainrs oI inl'rislructurc quality and availability
O lxtcrrsivc:tntl unprcclictatrlt, license and permit require-
mr'nts-particullrrly (,rrtsidc oujor orctropolitan areas

a Prcssure k) support lhij govcrnlncnt's drivc to devel()p west-
ern (lhina

! Olainrs b,v dcvclopnrcnt zoncs thnt lirll service capabilities
arc availirblc to Ilan, tlcsigrr, anrl construcl t'ir.ilitics through
tht'ir exisling nctwork ol rclalionships
O An insislence on thc part ol local ofliccs (possiblv for
unspok!'n rcils()r)s ol protcation, tirac, or cvcn corruption) that
thcrc i\ "no ncerl lirr lirrcign enginr'ering and construction scr-
vict'provitlt'rs."

l hc lasl itcnr is a grrxving and visiblc pht'lomenon in
Chinir. Llnlirrtunrtclr., ( lhincsc IY plrtrrcrs olien echo this
asscrtion b...lu\e th$, lail to undcrstand thc Yalue that foreigtr
cnginecring and .onslru.tion firnrs trring to China projects.
Although (;hincsr lirnls milv n(.onrplish nrorc than 90 percent
of tlre rctrral construction work, internationll-stand:rrd pro-
fessionrl risk and tluality nranrgcnrcnt is still lacking in Ohina.
Nhny IV partrers (anrl sonrc lvlNCs) tail to recognize the
inrportancc ol proli'ssionll project mrnngenrent dnd thus do
not budSct lirr il. 'l he ownc-rs rnust eitlrer provide this plan-
ning lnrl oversight thcnrsclves or hirc tirrcign 6rms that have
cxpcriencc working in (lhinl.

Continued on page 6l
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Underwriters

Laboratories opens

its lirst joint venture

in Chinu
U[-CCIC's testinq iacility in Suzhou, Jiangsu. Photo courtesy of UL'CCIC

ST,INDARD Br,tRER

V'siniu A. Hrlr.
(vh ulme@usc hina.org )

is associate editor of
the CBR.

and inspections of Underwriters Laboratories lnc. (UL) and

should be safe to use. Roughly 9,OOO manufacturers in China,

both Chinese and foreign-invested, are authorized to apply the
UL mark. UL expects this number to more than double over the
next five years, in part because companies are not just
manufacturing in China these days. According to Doug

Johnson, general manager of U[s joint venture (JV) in China,

companies are beginning to develop advanced products in

China, as shown by the fact that UL has received applications
for such products.

f.stablished in 1894 and headquartcrc(l in Northl)r(x)k, lllinois, LJL dcvclrps safely standards and

rrr$urcs thnt products dcstincd firr LJS stort's, and ultinralcly US homes, meet these standards. 'l hc
lcnding procluct safety testing and certiticalion orglnizalion ti)r lhc United States and (lanada, UL
hrs obtained American National Stnndards lnstilutr itcceptdnce tbr 65 Percent of its 876 sxfety stnn'
clards. lirr the last 20 years, Ul. h.ts also offercd nunagcntcnt system certifications, such as ISO 9000

certi6cation.
'lhe LJl, process is relatively sinrplc: Ul, cnginccrs tr:st proclucts irccording to Ul, and intcrnalional

sati'ty and performancc standards and cvalualc lhc rcsults using a pass/fail system. Products that
nrcot rcquirements are authorized &r usc thc correspondiltg ccrtilicalion nrark. When products l-ail,

Ul. alerts thc manufacturers about which spccific tcsts thc products failed. This helps thc manufac-
turcr itltntrty.rnJ corrett the prrrl'lcttr.
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(Lstt) The lobby of UL-CCIC s testing tacility in Suzhou, Jisngsu.
Photo counesy ol UL.CCIC

(Below, top 1o botom) uL-CCIC General i,Ianager 0ouglas
Johnson. Photo couftesy ol UL-CCIC

UL-CCIC tests products for the ditferenl voltagss lound around
lhe world. Photo counesy ol Virginia Hulne

Ul-'CCIC pertorms many electrical tssts on special tssting
bonches Photo counesy ol Virginia Hulne

Testing a light lixture Pholo couftesy of Vteinia Hulne

UL in China: A long history of cooperation
U[- is not just a LIS-based organization; sincc thc 1920s LIL has been

active intl]rnntionally and not{ has cusk)nt.rs in 99 aountries, affiliates
dnd rcprcscnlltivc olhces in 2l countries, ilnd ll7 inspc(tio11 centers in
65 countrics.

Ul- 6rsl .irnrc to (lhina in 1980, rvherr it cst:rblislrecl ir cooperative reld-
tionship with (:hirln (lcrti6cation & lnspcction ((;roup) (b., Ltd. (LICIC),
fornrerlv the (lhina Nali(mal lrnport & [j,xport (i)rnn)oditics Inspe.tion
(irrp., to conrluct li)ll()!v-up inspections of (lhirrcrc lirclorics. Authorized
l))' thc Stntc ( i)uncil and accredited by thc Stntc Adnrinistrxti(nr of
Qualitl, Supcrvision, lnspcction, atrd Qunrnntinc and thc (lhina Nationnl
Ccrti6cation aod Accrc,clitation Administriti('n ((lN(;\), (:(.1(l pcrtirrms
conrnrociitv inspection, accrcditati()n, tcsting, and ccrtihcation, as rvell as

inspccliru of containers and transport tools th,rt co liin inrPrlrts and
t'xports. l.ike Lll., (:(ll(loffers ntalraglrncnt svstcnl ccrtitications, but does
not tcst producls li)r the (ihina Conrpulsory (lcrtili(ition ((i(i(i) nurk
(-scc tlrr.(-'liR, MLry-hrnc 2003, P.32).

LJncler the crxrpcratir)n agrcenlent, UL tcsts products mude in China
at its ncnrcsl tcsting f-ircility capable ol pcrlirrrriI1g the ncccssary tests for
thnt piirti.ular product, usuallv U[- t-acilities locatcd in llong Kong or
Tiriwan. ()ncc,r protJuct passes the tesls lnd rr'ccives thc UL nrark, CCIC
tontlrrctr tlrc t;rrirrtlrlr frrllrrv up in'l'ecti,,n..
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Th. Srrh", testing facility currently performs

tests in the most popular product categories,

inclrdtng small home appliances such as lights,

[ans, rice coohers, toasters, and eleckic tools.
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lo 200-1,61.1,7LI ntanutlcturers hacl lrccn authtrrircci to.rpply the Ul.
mark to thcir produ.ts. ()ncc UL h s authorizcd a product k) carrv a

ccrtili.ntion nrark, Ul- inspects the factory thirt orakcs it lo dctermine
that thc prodLrct still conrplies with thc stlndrr(l's rcquirellcnts. lf nol,
Ul- rc-cvalualcs thc product. U[- conducts tlrcse "firllow-up" insPcctions
iil l!'asl li)ur tirrtcs a vcar,lhough therc arc cxccptions li)r products not
nranufacturcd yelr-round, such as (ihrislnrls lights.'llrorrgh technically
"unJnnounac(l, Lll,.tsks manufaclurers to idcntill rnantrl_ucluring
'rrrntl,rrrs, rlLrrirrgr'hiih ['l i,'nJuit. rnspctti,rrr..
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ln 2001, grrxling dcrrran<l lirr product s:rlity lcst
ing and ccrtiliclttrn scrvicc's promptc'd U[, and
(l(:l(. to bcgin ncgoliations to sct up a f\'. Ul. had
alread), opcncd lwo rcprcscntnlive' offi ces in China,
in the manulircturingarcas of (iuangzhou ( 1994)

and Shanghai (1997), to.rrswer proceduril and
lcihrri,.irl qtrcsti,rnr.ln(l pr.vid(' b( llcr :crvi((' l.
cLrstomcrs in (lhina. Still, hrving n testing facility in
China would hring UL closcr to its customcrs rnd
$,ould sdvc cLlstonrcrs tinle and nroney [recause lhcy
could pay in rcnnrinbi lnd wouldn'l have to slrip
their prorlucts atrroa<l.

'l-hc partncrs signcd tht'ir JV contract in lunc
.l(x):. Jr)hnsl'r) .rttrihutc' thc hrcr itv rrf ncgrrtiirti,rns
to the lnct that thc two partnr'rs have r{orked togeth'
er for nrore thirn :0 vcars and knou'each otlrcr rvcll.

The nerry JV
Thc ventrrrc, L)1. (l(ll(l(i)mprny l.inrited, is a 50

50 lV rvith lolnl invcslmcnt of $15 nrillion. Set up in

lanuary 2003, LIt.-( l(il(i is headquartcrcd in
Shrnghai, with hranchcs in llciiing, Cuangzhou,
Suzhou, aocl Slunghai. (l)arcnt co,npan'! l-ll- still
nlaintnins ir rcprcscnt.ltivc ()fiice in Guangzhoul tht'
old Ut. Shanghai rcprcscntiltilc ofhce becnnrc a LII-'
(-(il(- brnnch.) Lll exPccts its share in lhc lY t() risc
to 70 perccrrl in c.irlr l(x).1. as under China's \\trrltl
lrirrir ()rF.tniz.rtirrtt ( \\"1'( )) \r,nrniln)cols rtl.li')rilv
forcign orvncrship rv.ts to be allorted in this scctrrr bv

Dcccmbcr I l, 200-1. IlquipDrcnt, training, pr()ccssqi,

and systenrs lrr xll l)ascd on Ul requirencnts; (i(il(i
invcsts in thc lV ancl providcs it with 25 pcrccnt ol its
scnior nr.rrr.rScr:. I .rr trrrv li'll,rw up itt'pc. tiottr
renrairr outsidc thc Purvicw of UL-(ICIC; LIt. still
contrn.ts tho:\c our lo (l(il(1.

UI- also ollcrs ulnnagement svsten'r certitiaation,
comnrcrcill insl,ectitrn lntl testing, and elc'ctrom!g-
netic conrpltibilitr scrvicls, ns lrcll as relxtcd trnin-
in8 lrrogranrs. ,\nr.i ir) l\l.r\']00,1, CNCA iruthori/crl
Ul. C(ll(l as a r.Bist!'rcd agcnt k) assist donrcstic
and ovcrscrs cuslonlcrs rvith thc OOC application

I'roces., rll,,r'irrF t l trr serve n,'t.rnly contl.tnier
producing for cxpolt, bul also thosc prodr.rcing lirt-

thc (k)nrcsli( nrrrkct or inrporting into China.
UL chosc to locntc ils tcsting flcility in Surhou

because of thc city s ccntral location on (lhinn's ensl

coast, rvithill thc \'.rngzi ltiver Dtlta, where mnnufitc-
turing ir heavily conccntr.ttr'd.'fhe heirrl of the l\1,

the Suzh()u testing l.l.ilil)' crrrrcntl,v pcrlorms tcsts

in thc nrost populnr pro.luct cntegories, including
snrall horrc irppli.rnccs sr.rch ;s lights, [ans, ricc (ook-
ers, krastcrs. ancl clcctric trxrls.'Ihe tacility's cap.rbili
ticr $ ill gr.rJrr.rll! erl'.tttti l,r perf,'rrrr lc\t\ {rn iusl
ahout ln,vtlring ex1,orl.d lionl (lhin.r.

ln facl, Lll.-(l(ll(l is [roking to beconre it "onc-

sbp" test sitc, nol iusl lirr goocls destincd for thc US

nrarket, but lirr gorxls cxpr:rtcd around thc'globc-
ancl aims kr have t sharc of thc European sattty cer'
tification nrlrkcl by 2(X)5. Ilut UL-CCIC is not thc
onll- testing conrplny with this idea; sonrc o[ its
cornpclik)rs, su.h ns lt,\/ Rheinland tiroup, also

hopr'to become a tr'sl site ti)r (lhinr's cxports to the
rcst of thc world. Becausc []1. is lcss rvcll knorsn in
(.hirra th.rn il i\ in th(' 5l.rl(\, lhc .r'trtl'.rnv is rai:ing
its profilc'bv providing training progranrs for enist-
ing and polentjal cusk)nrcrs, and is rvorking rvith
trrdc associations, in addition lo traditional ddver-
tising Ind trade-show parti.ipnlion clf(,rts.

Lll--O(il(l is held to thc'samc high standards as

any othcr U[- affiliatc. Ul--(](ll(l nliuraEL'rs report
not only to (ieneral Manager krhnson, but also kr
mnnagcrs at U[,'s regional hcatlqrrirlcrs in Hong
Kong. UL-(i(ll(l cmployces also accc'ss lhc samc

conrprny s,vstems, such as intrnnct nnd c-nr!il, ds

othcr Ul- enrplol,ees rvorldrvidc. r\nd oIcoursc, the

lY shirres the s:rme public salctv rrrission. lohnson
cstinrntcs that the venture rvill turn a profit in 2005

nnd hrcak even on thc t()tnl invcstnrcnl in 1006 or
1007.

Ramping up capacity
[]1, is rapidlv expanding crrprrcit,v, r:spr:cially at the

SuThou te:'t t-rrcilit,v. ln Octtrbcr 3(X).t, Lrl. (:(ll(: had

155 cnrpkrl'cr-s, of rvhich rrcarlv l{)0 rvcrc hired in
thc l.rst ve.rr. Just over 70 ()l thc ncw anrpl()vccs irrc
loc.rtcd in Suzhou. Bv 1009,lh. \enture rxpc.ts to
cnrllor ir()und .100 pco|lc, nrrst of rr'honr rlill rvork
.rt rhc Suzhou tncilit),.'l'hc rcstinE t.rcilitl is currentll
.1,.100 m:, [)ut rvill douhlc io sizc b,v thc entl of 3l)05.
Lll.-(:(:l(: hns no inrnrc'cliatc plans to sel uf nrore
test (colcrs in th.'near lirtrrrc,l)rrt nray consitlcr
brlnchcs in other cities, pnrtic(rlnrly in wcstcrn
( lhinr.

Lll.-(i(llC has had no prrrblcnr iinding qrtrli6cd
r.nginccrs tirr its tcsting hcilit,v, but thcy still must be

tr.rincd, usuall)- in c(Dpcration with Ut- ltcilities in
I long kong, Tai\r.r1, irnd thc LJnitcd Stnlcs. f-nch

cnginec'r Iearns the standilrds, tc\t5, nnd hrrv to ct'll-
untc lcst rcsulis li)r a numlrcr ol Pro rrcts. lilining
..ln tnke tinrc; sotne !'Dgincrrs go to Ul-s llong Kong
facilitl'fbr six to cight wcrks l() lrnrn a pilrticular
standard, lnd ln,v rtlltcti sutrstandilr(l\. For instanae,
iro engineer nray be qualilied to cvalualc lesls fi)r the
inlirrnration tecl, nologv erluiPnrcnt (1'l !l) slnndard,
but rvithin I'l'li are nunrcrous substand;trds.
l:xlrcricncccl cngineers ofi cn itc(luirr' strlndrrcls
rrpr'rti'r' itr J vnrirtr.rl pr.,(lrr(l (,rl(F0rrr\.

lohnson cxplains that irs th. eol,inccrs in the
Suzhou fircilitv get up t(, sfccd, th.)'will takc <x'cr

ln{)st ol thc work currentl)'hcing srnt k) LI[- testing
lrrcilitics in Hong Kong.rnd l:riwan.

(lustonrc'rs alreadv havc high cxpcctirtions, irnd
Lrl has had to explain th.rt tl'rc Surhou facilitl'can
nol pcrlirrnr eYerl test right arva,v. l:r,cntually, the
org,anizntion pl;rns to be able to nlact l]lore ihan 130

lL'r(cnl i,l-thc dcnrnrttl lirr Irl tc.tirlgscrrilt'r io
(lhitln. lrortunntelv, UL-(](ll(lhns x lrorr<i ol direc-
t,,r's that understlndr that qLr.rlity i'jrrsl :r. irnpor-
lJnl ,ii sl(.J in this lrusirtt'sr. .rrtri Ih.rl inl(Er rly i\
cvcrvtlring. Ihus UL-(l(:l(i is inrProving thc quality
rnd tinrcliness of its servicc's tluickl,v without cLrt-

ting corners or conrpronrising intcgritl. ;:
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Elernents of successful
construction projects

File ket'periirrrlt.tnct lletors atlcct thc srrcer.ss ol
capital [ruildirrg projr'rts in (.hinir.

I Concept and preliminary designsI
Concept and L,reliminarv clcsigrrs, trsuallv tlotkrperl

eithcr on. or,rtfshorg lr1 hrreigrr tirrr\. nru\t In(('rlrr
ratc' international standards, conrply with (lhincsc crrticr,
and standards, and rnatch tht, availabilitl,ol nrillcrirls
and equipment. Without thcse iDitiirl stcps, thc lirrcign
firm mirv nt.cJ lr) red.\i8n thc l,r('ic(l (,r i lporl nt.rl(ri-
als, thus increasing thc proiqEl'..,r., and causing rlellys.

1 Desicn institute manasement

China's design institutts otfcr a widc rangc ol cap.r'
bilities, vet man,v are unfanrili.rr with thc qu.rlitv rx1,ci-
tations of forei€in lvlN(is. Tvpically thc institutcs Pro!iclc
minimal inlerdisciplinarv coordination, no last-trlck
drawing release procedures, poor schcrlulc aontr()1, prc
determined equipment specilications and vcndors
(some of whonr receive ctrnrnrissions), little r.rndcrstan.l-
ing of international qualitv sl:rlrdards, and a ntininral
regard for intcllcr'tual prr4rc11v p1111.s11,,',.

MNCs will need to supcrvisc thc dcsi!in proccss

closely befirrc construction begins. 'lhis is particrrllrl)'
true with process; nranufacturing; and nrcchanical, clcc,
trical, and instrunrerrlation systenrs.

Q The permit process

Obtaining permits is a complex process thnt o..:urs
throughout the proiect's lifr'. I)evcloping rclationships
with relevant ofticials is imporlant kr strcanrlirrc thc
procrsr. lt is Ilc(es:\.lry lo hJve.l Iull-tinrc pcrrrit r'rrgi-
neer on lhe teanr to ensure that dcsign nd construation
approvals are obtained in a tinrcly nrunncr.

,zl Procurementa
Key material and equipment ciecisions must bc nrarlc

early in the project to dcternrinc'whether they will be

sourced on or offshore. Because (lhinl's marrufireluring
sector is expanding rapidly, nrost c'quipnrt'nt and mxte-
rials can be sourced in (lhina-but MN(ls mrrst bc
aware thal counterteiting is widesprcad. ln addition,
contractors do nol create "shop drawings," so equip-
ment details must be incorporated into thc design
drawings.

E ConstructionJ
Construction contractors arc schedule driven-

many times at the expense of quirlily and sirfut1,. 'fhc

lirctrs ol .rnl' intcrnltionally cxpcricncc.ci sitc tcanr
shor.rl,l be rlrralitr'.rrrcl srlctv. lhc libcral usc oIcrali ccr'

tiljeirtior .rntl tr:'linB, r)o(kups,lnrl sitnrplc hoirrds is

\l r-()llFly rca()rDrrlcn(l((1.

Sirnple rules
SpLrrrcd bv l:oth drrnrcstic lnd Iirrcign spcntling,

ijlpit.rl (onslru.ti()n irr (ihin.r is boonring. lvlarry pro
iccts ltalc hccn sueccsslirl lntl havc nrct all ol-thc owl-
crr' cost, scltrdulc. qualitr', lnti s.rfcly cxpc(tirtions. l|ttl
ilr plcnrcn t.rl ion in ( lhina is dillicult, uncl thcse Proiccts
\\'crc rl() t 5ua(csslrrl lrr'.rccitlcrtt.

\\'ltc rr torr'irh rirr$ .r ..rpit.rl t,rL ilitv irr\,C\tnr(nl in
(lhina, irlN(ls ntltsl not .onrlr()rDisc on thc cnginccrirrg
.tnd ar)nstruali()n irldustrv lilrrdinrenldls ol- sound plan
ning, thrrrotrgh risk.rsscssltcnl and nralagcnrcnt, cl_lcc'

tirt stllling, .r cltrr irn(l do.uolcnt.d s.opc of work. and
thc clivisiorr ol rcsPonsitrilitics anrong all nrt'nrbers
inrrrI c.].

I hc li'lIrs irrg rirrrplc rrrl(\ .ln(l (ornnlon-\c sc l)nr)-
(iplcr.rpplt' t()..rpit.tl hrility irr\'cstnrents in (llrina, as

clscrvhcrc:
O Avoirl h.rsirg phrs only on chirrr bv ovcrzcalous
titv rntl dcvcIrl,nr(rrt zrrnc oftici.rls and rlcsign insti'
lLltcs.

O l{c.rlizc th.rt c.r[,ital cosr .rnd schctlulc savings can be

achicvcrl rrrl'il thc Projcet is elii'ctivcly organizr'd,
plannccl. lnd inrplsnrenlcd bv pcoplc rvho.trc knorvl-
crigcablc about ( ihin.r.
a I)o n('l ((,nrpr{),nisc on voLrr tonrplnv's lindanrcnlal
rt.k trt.ttrag. ttr.ttl Ir.t(li(c\ tLr\l Ireiaurc vott arc in
( ihina. On lhc (()ntr.rrt, .rp|l!' thcnr rigitllv.
O ()n rrrrrr lirst frrricet, consider usirrg lirrcign lirnrs
thal hr\. .r ( -lrina prcscntc lnd expcricncc.
O l[,voLr .rrc thc rrrajrrritl' shrrcholdt'r and yotrr IV prrrt-
ncr rclil\ss tl) rrrrrlcrstand,lcccpt, ilnd co()fcrlte, or
ttttricrtrtttt.. r,'ur cllirrl\ hr u\( l,'rci8n lfiric(t nt.trt.tBc-
nranl. (i() n()l tontprrrntisc. irl.rkc surc vrrur corprrralc
!\ccuti\cr un(icr\t.rnd this prrsition bclirrc tlcals arc
nrltlc.
(D Il votr .rre an cqr.rl or nrinrrritv sharcholdcr, usc a

proi('at nl.tn.rgrnlclrt tirnr to proteal your inlcrcsl tnd
pav lirr it thrrrLrgh "ti)rpornt!'.' lt's good insurancr'.
Whcn lrrttr tt'itnr is reitsonctl, you can go local on thc
ncxt pr()icLt.

O l)o your honrcrvork. (.hcck with nrnnuf.lurinll
.onrpirnies thJt h.rvc built sinrillr f:rcilitics, thc LJS

(ihina llLrsint'ss (iruncil, thc IJS (]onrnrt'rcial Scrvicc,
the AI]lcriairn ( lhilnrtrcr ol ( irnrnrcrcc, drrd othtr (,rga,
nizations tr: validatc tlrc inli)rnlnti(nr provicled by city
,,lliii.rls, Jcrel,,prrrenl /or(\, .ur(j .le.rEn irtrtitutcs.
a Ienrpar rour projc.t rxpeal.ltions; inrplcnren tat ion is

rlillicult.
( .hill.r (,1'l(r\ ('\ Ir.rlul.r(lur(r:, urrrrltrc pportrrlliticr

to Irolit lronr dontcstie and intcrna(ionol ntarkets. llut
lo nrccl lhe (lcnunds ()l your custonrcrs, your Ohina
rnanulicturing lircility nrust proclucc "salcablc" proclucts
:rs srxrn as possiblc, so brrikiilg your fircilily wcll, anrl on
schcdulc, nrusl bc your priority. t
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Red Light for Chinese Businesses

tlhina h.rr.rttrrrng thc hig,hcst erpit.rl requircnrcnts in thc rvrrrlcl

li)r sl.lrtin!, n brr:'incss, leeording lo thc \{<:rlLl lhnk'r rcccntlv
rclcascd rcport, l)orr.q Ilrrrrrrr'sr i,/ ftl(r.L Sl^rrlins r lrusinr.'ss in (lhina

rcr.lr.r irr..s ,r n .rvcr.tgc rrl' I I proccclurtr.rnti .16 tl.r1's, contpirrci.l Io .tn

.rlcrrgc ol right pr,rccdurrs and or, d.rvs lirr L..tsl ,\si.t.ts a rvhole.

,\nri s hilc thr .rvcragr eost ol ineorpor.tl ior (S l l t.69 ) is .t h.rrglin,
(lhina srrlt'r' lionr thc worlcl's sceonrl-higlrest ripilill r.quircnrtnt
lt S-16,1.10-nrore th.rn -ll{ tinres lhe per.Jpitit nrti()nJl in.(rnc.

Sctting Lr1t.t lrttsincss in,\ustrJliir, thc (ourllrv rno\t aondtlaive
lo:\l.rrtuf\, r((luira\ ()rrlt'trv{) (l.l)'s, l1\'o Procadur.ll stcps,.lnd il \tlnr
ol S{01. ( lirtrd.r r.tnkr sceoud irt lhc urtrltl with lhrt'c tlavs anr.l trvo

froec(iurc\i incrrrprrrrlion thcrc eosts onlv lill7. Ncithcr has nrini-
nlurll..rfilJl rctluit'ettrttrls,.rccording to tht rcptrrt.

US-China Arbitration
Center to Open in Septernber

'l he Ne$'\irrk-brscd (.1'R lnstitutc ti)r I)i:'l'ulc Res()lult)n ((:PR

lnstitrrlc)ind thc ltciiing-bascd (lhinr (louncil li)r lht l'ro otion
of lntcrnirtional Iiaclc t(l(ll'l l ) signcd tn lgrccmcnt on lanuarv l9
k) liul(h .l ncrv businrss disIute'rcsoluliorr ccntcr.-lhc LjS (lhina

llusiDess i\lediJti()n (lcrtcr-whiclr rr ill havc otlitts in Nc*' \irrk
and l3eijing-rras crci.rlc(l lr) providc [.lS .rnd f l{( ] comPlnics in
necd of disPutc rcsoluli()!r wilh a llstcr and lcss-erPcnsile alterna-

livc l() (lhini's iudicial slslerrr and binding arl',ilrntion. l hc tt{()
orglnizations phn to op('n thc ccrler by Scplcmber and k) sclecl

ind train .lll professionrl rrrcdi.rtors by the errd of thc 1'r.rr.

NPC Deputy Harvests
Proposals f rorn the Airvvaves

lnsl,irctl bv rtrlgcstion\ liorrl liicrlds o\crscas, Zhou Xiiroguang

beclnrc thc tirst N.rtiorral l'co|lcJs ( irng,rcss (NI'(.)d('futl k).ativrss
h(r Zhcii.lng c(nrslitr.rcnts firr idc.rs and ol,inions trsing lY lclvcrtis'
ing. llrc .rdvcrtiscnrelt, rvhich cosl S.1,.10{) nnd rcceivcti support fnrm
thc k)..11 Nl'( I S(aoding ( i)rnmiltce, rnn fronr llnuarv llt lo l-ebruart
ll on lht' \'irvrr telc\ irirtn st.rtiott,

Zhou receivcd hundlcds ol propositls anri is l,rcplring the bcst

of thcnr a:' motir:ns lirr lhc trpconring NI)(l st'ssion in i\l,rrch. Shc

ilso s(l up a hotlinc, rvhich has rcccilcd nx)rc thiln -100 phonl calls,

and a livc-nrcnrber pnncl t() r.\'icw the pr{)pos,rls. Zhou notcd that

mrnl'ol'the prr4rosals foetrs on agricultural lnd firming issucs,

anvirorrnlantnl problenrs. or punishncnt ol corruption.
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speriolized equipmenl. (0S(0 s new (orgoSmort porrot, lnfOLink Voke Response System ond (orgo Troring System ollow
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Scala Business Solutions has been successfully delivering
connected supply chain solutions to global companies in
emerging markets such as China for over 25 years.
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