


A fresh breeze

The airline that serves more top
business centers in the United States
now serves more top business centers
across the wide Pacific with more
nonstops than any other airline.

Convenient service to thirteen
cities in all, with all the advantages
that come with one airline service.

One airline to handle
ticketing, seat assignments,

boarding passes, and baggage for your
whole trip.

And, of course, United’s incom-
parable Mileage Plus, offering a whole
world of exciting travel awards.

friendly skies in First Class, Business
Class, and Economy.

Best of all, you'll be flying with a
friend. United Airlines. Now the
friendly skies covers the wide Pacific.

You'll enjoy United’s famous Call United or your Travel Agent.
Royal Pacific Service, the best of the You're not just flying
you're flying the friendly skies.

across the Pacific.
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MALAYSIA'S ECONOMIC
DIPLOMACY

The visit of Malaysia’s finance min-
ister to China in April represents the
latest in a series of recent initatives
the two countries have taken to re-
vive their flagging economic ties. Al-
though two-way trade—expected to
exceed $400 million in 1985—has
been inching forward at an average
annual rate of 3 percent, both sides
believe the potential for investment
and trade is much greater than the
statistics indicate,

Malavsia's main
China-

(‘\lllll'lf\ 1o

palm oil, rubber, cocoa, and
timber—face sluggish demand and
depressed prices in world markets.
But China’s vigorous economic
growth is fueling demand for these
same products. Malavsian business-
men, for example, are counting on
the heavy demand for wood in China
to rescue Malaysia’s timber industry
from massive production « uthacks.,
But to capitalize on the growing
China market, Malaysia will have to
act quickly. Indonesian exports to
China jumped [rom a mere §8 mil-
lion in 1984 1o $259 million during
the first 11 months of 1985, surpass-

ing Malaysia’s $146 million worth of

exports over the same period. Since
the countries’ exports compete di-
rectly, any inroads Indonesia makes
in the China market spell lost oppor-
tunities for Malaysian business.

The first country in ASEAN to nor-
malize relations with Beijing (in
1974), Malavsia now fears that Singa-
pore, Indonesia, and Thailand (the
only country in ASEAN that enjoys a
trade surplus with China) have
eclipsed Malaysia’s early gains. The
examples of Indonesia and Singa-
pore, neither of which have normal-
ized relations with China, demon-
strate the growing irrelevance of
“correct” political ties 1o economic
cooperation among Asian countries,
as other world markets recede.

But the trade picture stll looks
hopeful. Malaysia leads all other
ASEAN countries in cultivating and

processing raw materials. Its reluc-
tance to transfer processing technol-
ogy to China thus far rests on its fear
of turning China into a major com-
petitor. However, Malaysia may be
having a change of heart, casing its
objections to technology transfer if
China cooperates on other trade is-
sues. Malaysian Prime Minister
Mahathir has said that his country is
willing to sell China timber process-
ing and mining technology. At the
same time, he has urged China to in-
crease amports of Malaysian manu-
factures and to make good on its
promise to expand direct trade. (Ma-
laysian businessmen claim Beijing is
still contracting with agents in Singa-
pore to handle trade that should go
Lo import—export companies in Ma-
lavsia.)

Even if outstanding irritants in
Sino—Malaysian trade are removed,
political problems may still obstruct
relations. One sore point is China’s
practice of relying on Malaysia's eth-

nic Chinese minority (40 percent of

the population) to handle direct
Sino—Malaysian trade. These policies
are criticized as interfering with gov-
crnment efforts to boost the eco-
nomic position of ethnic Malays, or

bumiputras, who make up 50 percent
of the population.

Equally serious is China’s refusal
to repudiate its support for the pro-
Chinese Communist Party of Malay-
sta (CPM). Chinese foreign minister
Wu Xueqgian neglected to mention
the CPM last yvear when he declared
that China “has no relations” with
the Communist parties of Indonesia
and the Philippines. Although
Mahathir has publicly conceded that
the CPM is funded by Chinese-Malay-
sians rather than Beijing, and has
termed the issue a “‘minor matter,”
most Malaysian businessmen believe
that no dramatic improvement in
trade can precede a satisfactory reso-
lution of this 1ssue.

The finance minister’s visit 1o
Beijing last April and the prime min-
ister’s trip last November (accompa-
nied by the largest trade mission Ma-
laysia has ever dispatched abroad)
symbolizes the importance Malaysia
now attaches to its economic rela-
tions with China. But the next sym-
bolic step must come from China. It
the CPM question is resolved, Malay-
sia is likely to substantially ease travel
restrictions and promote private sec-
tor trade with China. But Beijing may
believe that these initiatives are
bound to occur anyway. With trade
protectionism on the rise and intra-
ASEAN trade going nowhere, Malay-
sia may have to pursue a more vigor-
ous form of economic diplomacy
with China without waiting for politi-
cal concessions. —DCD
WOMEN AND THE WORKPLACE

The juryisstill out on whether eco-
nomic reforms will prove to be a help
or a hindrance 1o the status of
women in China. On the one hand,
the reforms have stimulated the pro-
duction of labor-saving appliances
and the growth of the service sector,
developments that are helping to al-
leviate the burden of household
chores. But on the other hand, im-
proved efhciency in the workplace
has increased the amount of redun-
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dant labor—and women, who are
concentrated in low-level occupa-
tions, are generally the first 1o be dis-
missed. Displaced female workers are
encouraged 1o move into sideline
production, private businesses, and
the developing service sector—but
jobs in these areas often require
longer hours, provide fewer oppor-
tunities for advancement, and lack
the job and income security provided
by State-sector employment.

Women are now a crucial element
of the worktorce, accounting for ap-

proximately 150 million or one half

of the rural labor force, 36 percent
of the urban workforce (42 millicn),
and almost a third of the academic
and scientific community (2.4 mil-
lion). But the number of women in
leadership positions does not reflect
their percentage in the work force.
In the science and technology feld,
for example, female workers account
for a third of all employees. Yet they
make up only 23 percent of workers
at the level of engineer, and 13 per-
cent of senior engineers.

Reforms allowing some workers to
choose their managers may help
women move to the top. Workers
tend to select people who will look
out for their needs, and these caring
qualities are often associated with
women. However, the differential in
recommended urban retirement age
(60 for men and 55 for women) will
keep many women from entering top
management levels.

While several women have reached
leadership positions in the govern-
ment, such high-level female appoin-
tees are stll few and far between. Of-
ficials now recruiting the next
generation of leadership, commonly
called the “third echelon™ by the
Chinese, are reportedly having dith-
culty fulfilling their working target of
putting women into one-third of
these positions. Due to past biases,
there simply are not enough women
with the necessary qualifications to
go around.

But the problem actually begins
much earlier. Female high school and
college graduates suffer from sex
discrimination in job recruitment sys-
tems. Many employers hesitate to
hire women, believing that family
responsibilities detract from a wom-
an's devotion to her work. And the
new emphasis on measuring pro-
ductivity within a factory may com-
pound this problem. Managers may
concentrate on training male em-
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plovees who will not have 1o take
leave for childbearing or take exira
breaks from the job to visit the fac-
tory's nursery. Meanwhile, two so-
cialist ideals come into contlict for
women on the job: equality between
the sexes often suffers at the expense
of the beliel that evervone should be
given equivalent care Thus, male
leaders frequently pass over qualitied
women for promotions on the
ground that they already have “too
heavy a burden™ at home.

THE TAX BATTLE

The Chinese government no
longer forces State enterprises to
turn all of their profits over to the
State. Instead, a nationwide taxation
system implemented in late 1984 re-
quires most enterprises to pay 55
percent of their net profits in taxes.
But many Chinese units are trying to
part with even less.

A national investigation of govern-
ment agencies and enterprises con-
ducted in 1985 discovered tax eva-
sion to the tune of ¥1.1 billion ($344
million). Another State audit found
fully 70 percent ol State t'nlt'l'pl'ih‘t‘s
involved in some type ol evasion. De-
ception is rampant in the private
business sector as well—private en-
trepreneurs avoid paying at least half
of their taxes, with those individuals
transporting goods over great dis-
tances evading even more. The
poorly trained and understatted local
tax bureaus cannot keep up, and the
public reaction to tax collectors
doesn't help. Collectors have been
beaten up, subjected to verbal abuse,
and ignored.

Now the government is fighting
back in an effort to increase revenues
for the State budget and eliminate
economic corruption. The tax bu-
reau is rapidly expanding its ranks.
Price, taxation, and finance inspec-
tion campaigns organized by the
State Council will be conducted every
vear to monitor how enterprises use
their funds. As of this January, pri-
vate entrepreneurs must pay income
taxes with progressive rates ranging
from 7 1o 60 percent on top of their
business taxes. And Chinese enter-
prises aren’t the only target. Tax col-
lectors are reaching out to tap a po-
tentially lucrative and more
cooperative source—this year the
Beijing Tax Bureau has hit represen-
tatives of foreign companies with au-
dits to detect under-reporting of per-
sonal income taxes. —]SS8
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THE BUSINESS TRAVELER

X

The China Travel Quiz

Carol S. Goldsmith

Chances are that even the most frequent business travelers to China can’t keep pace with changing travel conditions
today. Newspapers abound with reports of new hotels going up, regional airlines increasing competition, and visas being
issued at the airport—true stories to be sure, but ones that create the false impression that traveling to and around China
is becoming a snap. Few people realize that the phenomenal growth of business travel during the past year, coupled with a
steady increase in tourism, has kept demand one step ahead of supply.

The following “true or false’” statements represent some common assumptions about travel in China. You may want to
take the quiz yourself before passing it on to your travel agent. The more you both know, the better the chances of a reason-

ably smooth trip.

Any US travel agent can now

book hotels and transportation
in China directly with China Inter-
national Travel Service (CITS).

False. C1TS, China’s primary travel
operator, has appointed approxi-
mately 60 tour operators as its US
agents. These wholesale companies
are authorized to sell tour packages
for China directly to your travel
agent. Relatively few of these whole-
sale companies handle individual
business travelers. In order to book
air or train tickets in China, hotels, or
a driver /escort for independent trav-
elers, your agent must work through
an operator that offers Foreign
Independent Travel (FIT) pro-
grams. A list of these operators is
available from the China National
Tourist office in New York, (212)
B67-0271.

It is now possible to book some
hotels in China through an in-
ternational reservation system.

True, but the number is still small. In
the United States, you may book
Beijing's Great Wall Hotel or the new
Huating Hotel in Shanghai through
Sheraton’s toll-free number, the
Beijing-Toronto (Jinglun) Hotel
through Japan Air Lines, Beijing’s
lido Hotel through Holiday Inn,
Guangzhou's White Swan Hotel
through the Leading Hotels of the
World, and either the Jianguo Hotel
in Beijing or the Garden Hotel in
Guangzhou through the Peninsula

Group. (Some other hotels may be
booked through Hong Kong travel
agents, depending on the agent’s
personal connections.) Since only a
limited block of rooms is available
through these reservation lines, you
may still need to rely on the old
method of sending one or more
telexes to China directly to book, un-
less you ask a tour operator that of-
fers FI'T arrangements to handle the
hooking for yvou.

Hotel rooms are only difficult to

find during the peak tourist
months of May, September, and Oc-
tober.

False. Anvone who traveled to
Beijing this spring or late last fall dis-
covered quite a few business travelers
sleeping in hotel lobbies. Due to the
increase in convention, exhibition,
and individual business trafthic, a sec-
ond “peak season’ now extends
roughly from early March to late No-
vember. Tt is advisable to book your
rooms at least six weeks in advance
during these periods.

4 Most hotels accept credit cards
as a room guarantee,

False. Only a few of the foreign-
managed properties take credit
cards, usually the American Express

Carol 5. Goldsmaith is director of China
Destination Management, the Washing-
ton, DC-based member of the Inter Pa-
ctfic Travel Management Group.

card. Even so, you may be asked to
pre-pay your room charge if space is
tight. Some hotels may only be willing
to hold reservations for 24 hours
when a line of cash customers is
forming outside.

Remember, too, that cancellation
policies vary among hotels. You may
be required to give three days notice
to avoid paving a penalty.

Travel agents in the United
States can sell confirmed seats
on domestic CAAC flights.

True, but chancy. Subject to avail-
ability, travel agents can purchase
tickets for flights within China
through CAAC's general sales agents
(GSAs) in the United States, such as
Northwest Orient, United Airlines,

Japan Air Lines, and other carriers

serving the PRC. or through desig-
nated wholesale travel companies
holding CAAC ticket stock. CAAC also
maintains its own offices in New
York, San Francisco, and Los Ange-
les.

Flights in greatest demand, such as
Hong Kong-Beijing, may be avail-
able only through Hong Kong at
peak times. A travel agent there can
secure your ticket with a photocopy
of your passport and advance pay-
ment. In either case, the agent proba-
bly will charge a booking fee or mark
up the price of the ticker, since CAAC
pays no commission on domestic
flights.

In the United States, the GSA
should be able to confirm your CAAC
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flight given enough advance notice.
Nonetheless, in China you must re-
confirm each flight—in person—
with CAAC at least 72 hours prior to
departure, or your reservation will
automatically be cancelled. But how
can yvou reconfirm your seat if vou
happen to he traveling at the ap-
pointed time? The best bet is to have
vour tour operator’s China represen-
tative office take responsibility for
contacting CAAC. If the operator has
no China ofhce, ask vour Chinese
host or representative to reconfirm
for you. You will need to provide
vour passport, flight information,
and ticket fare, if not already paid.

It is now possible, through

CAAC’s new computer system,
to book roundtrip domestic flights
within China.

False. Although CAAC has pur-
chased a computerized reservation
svstem from Sperry Corporation, it
will be some time before it is opera-
tional. For the time being, domestic
reservations will continue to be han-
dled by each CAAC regional office.
Iravelers flying from Beijing to
Xi'an, for instance, must still arrive at
their destination before they can pur-
chase a return ticket from the local
CAAC branch.

Tickets for regularly scheduled

flights on certain domestic
routes are available directly from
China’s new regional carriers.

False. Although CAAC’s monopoly
has been broken and regional carri-
ers are being formed, thev are still
largely unequipped to carry passen-
gers. Thus, reservations and ticketing
for most flights are still handled cen-
trally through CAAC. Eventually,
when China's airline system becomes
fully “deregulated,” CAAC will as-
sume a purely administrative role
similar to our FAA. A big question
for the short term is how China’s
emerging airlines will be integrated
into CAAC’s central reservation sys-
tem when it fiinally comes on line.

It is now possible to obtain a
visa at the airport upon arrival
in China.

True, but only when normal chan-
nels fail. Last year China set up visa
offices in a number of airports and
entry points to handle travelers who
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were unable to secure their visas be-
fore departure. According to the
China Natonal Tourist Office, these
include the international airports in
Beijing, Shanghai, Tianjin, Xiamen,
Kunming, Hangzhou, and Guang-
zhou, and the ports of Shanghai,
lanjin, Dalian, Fuzhou, Guangzhou,
and Xiamen. The visa authority there
will need an othcial invitation from
vour host organization, a passport
valid for six months beyond the trip
dates, two photos, two copies of the
visa application form, and a $7 appli-
cation fee. The system usually works,
but 1s not recommended as standard
operating procedure due to the lim-
ited staft of these offices. During the
peak season, when hotels and flights
are in short supply, all travelers
should obtain their visas and make
travel arrangements well in advance.

g Tourist visas can be secured in
place of business visas.

True. Especially when preparation
time is short, business travelers may
find it simpler to skip the official invi-
tation process and apply for a tourist
visa. The purpose of the trip is stated
as “pleasure” on the application
form; no ministry or foreign trade
corporation need be listed as host. (A
tourist visa may even be preferable
for persons planning to visit a num-
ber of people or agencies in China.)

The normal channel to obtain
tourist visas is through CITS® ap-
pointed US agents. Some of these op-
erators hold sizable visa blocks for
their tour groups. With proof of con-
firmed travel arrangements in China,
they can offer these visas to individ-
uals as well. Fees vary among oper-
ators. The service charge may be
nominal for travelers purchasing
other air or land arrangements. For a

visa only, however, the operator may
charge $100 or more to cover staff
time and costs.

1 0 You can bypass the tour op-

erator and apply for an indi-
vidual visa yourself.

True. You can send application
forms and fees directly to the PRC
embassy or consulates in the United
States. But vou may find it's not
worth the time and effort. To obtain
an individual tourist visa, you must
show proof of a confirmed hotel res-
ervation in each city—either by a
telex, cable, voucher, or reservation
number.

1 1 It is quicker to get a visa in
Hong Kong.

True. China Travel Service, the
PRC’s travel agency in Hong Kong,
normally can process a visa in two
working days, compared to 10 or
more in the United States.

1 “Bed and breakfast” plans
2 are available in most of Chi-
na'’s major cities.

True. Known in the trade as a
“mini package,”
option has recently become available
through a select number of US tour
operators. It includes your hotel,
breakfast, and roundtrip transfers
between the airport or train station
and your hotel. The mini package is
ideal for business travelers who need
to travel around China on their own.
However, if you need a driver, inter-
preter, or other special arrangement,
vou should book a full package of
travel services. The extra dollars
spent will be more than made up for
by the time saved during the trip.

this flexible travel

Pro Re Nata, Inc.
proudly announces the scheduled publication
of a major marketing research study on
THE PACKAGING INDUSTRY
IN THE PEOPLE’S REPUBLIC OF CHINA
This study is co-sponsored by and prepared in association

with the Packaging Machinery Manufacturers Institute
of the United States of America (PMMI)

— Professional Services for the China Market —

Suite 302, 20 Nassau Street, P.O. Box 240, Princeton, NJ 08542
Tel: (609) 683-4337 Telex: 5101010481 PRN PRINCETON
. Room 9047, Beijing Hotel, East Chang An Avenue, Beijing, China
Tel: 5007766-9047 Telex: 22427 (BHCTL CN)- 9047 Cable: PRN BEIJING




Corporate and Product Promotion

How to choose wisely among the growing number of ways
to spend promotional dollars in China

nformation about foreign

products and services is greed-

ily devoured in China today, as

anvone who has ever watched
tens of thousands of promotional
brochures disappear in minutes from
4 Chinese trade exhibition can
testifv. China has a voracious appe-
tite, unsatsfied for more than 30
vears, for knowledge of foreign com-
panies and the makes, model num-
bers, and specifications of their prod-
ucts. And companies now have a
myriad of tools at their disposal to
help satisfy that appetite.

Less than a decade ago there were
lew methods available 1o foreign
companies wishing to make their
products better known in the PRC.
Advertsing was certainly not an op-
tion; the industry became moribund
during the Cultural Revolution and
remained so for some tme there-
after. A firm's best bet in the late
1970s was to deliver technical semi-
nars in China on the products it had
to oftfer. The seminars were relatively
dryv affairs, attended by small groups
ol unidentified cadres who had been
selected by intermediaries. Tt was not
entirely clear whether a company was
reaching the right audience, and it
was extremely unlikely that materials
brought along would ever be passed
on to other interested parties.

As decentralization has muluplied
the numbers of people with a say in
selecting which products are im-
ported into China, the technical sem-
mar has dechined as a cost-eftective
strategy. To keep pace, firms are now
seeking ways to promote their prod-
ucts more broadly to many different
audiences. Not entirely by coin-
cidence, the number of vehicles avail-
able to reach Chinese audiences has
risen dramatically in recent vears.
Chinese media outlets have grown by
leaps and bounds, and virtually all

Scott D. Seligman

have opened the door 1o foreign ad-
vertisers. Publications are also be-
coming more receptive to editorial
input from abroad. A company’s di-
lemma is no longer how to get a mes-
sage across to the Chinese; it is how
to choose wisely among the plethora
of wavs now available 1o spend pro-
motional dollars in the PRC.

Choosing a promotional strategy:
mass advertising to targeted PR

If a foreign firm is willing to spend
the money, it can now make use of
China’s mass media to tell almost a
billion Chinese—or any smaller
group from Manchurian metalwork-
ers to Tibetan peasants—why they
should buy its products. But few
firms require the awareness of the Ti-
hetan peasantry to accomplish their
marketing objectives, and the broad-
brush exposure now available
through Chinese television and radio
is not necessarily the first option for
all—or even most—fhrms with an eve
on China.

As elsewhere, choosing the proper
mix of promotional tools in the PRC
depends on a firm’s marketing objec-
tives. Companies with products on
sale in local markets, or those with
ultimate designs on the Chinese con-
sumer market may be well-advised to
cast their lots with the mass media
right now. Mass advertising in China
is relatively cheap when one consid-
ers the size of audiences, and it pro-

Seott D. Seligman, sentor account execu-
tive and coordinator of China affairs for
the public relations firm of Burson-
Marsteller, has aduvised companies on
their marketing communications in the
PRC for many years. He previously
worked at the National Council for six
years as Beijing representative and as
divector of Development and Government
Relations.

vides companies with an excellent
opportunity to acquaint consumers
with their names, reputations, and
products.

The Gillette Company, which is
party to a joint venture in Shenvang
producing razors and blades for the
local market, is following this strategy
by concentrating on product aware-
ness and brand recognition. The firm
is using TV commercials and bill-
boards to “re-awaken latent aware-
ness’ of the Gillette name in a gen-
cration of Chinese who remember
King €. Gillette and the traditional
blue blades sold in China prior to
1049, explains William Kalan, direc-
tor of advertising services for Gillette
International. “"At the same time we
want to introduce the name to a new
generation.””

But few companies currently share
Gillette’s access to the shelves of local
stores. Most consumer products ex-
ported to China are sold only in the
country’s hard currency or “Friend-
ship” stores, frequented by foreign-
ers and the handful of Chinese with
access 1o foreign exchange. Even
companies hmited to this small mar-
ket sometimes opt for mass advertis-
ing, not so much to generate immedi-
ate sales as to establish product
awareness and position themselves
for a payoft when products can be
sold more broadly, and when com-
mercial time and space may not be
available so cheaply.

Even advertisements for products
that are not in the stores can help to
create popular demand. The experi-
ence of many Japanese manufactur-
ers, which began using China’s mass
media 1o promote consumer prod-
ucts in the PRC in the early 1980s, 1s
instructive: Sony tapes, Seiko
watches, and Sanvo tape plavers, for
example, eventually appeared in the
marketplace, available—though at a
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premium—ifor local currency.
Companies with more limited po-
tential markets in the PRC—by far
the lion’s share of China’s trading
partners—usually avoid mass media.
If a firm wants to sell machinery to
factories, for example, it is far more
cost-effective to take out an ad in a

journal with a large readership of

technicians and factory managers
than to broadcast the company name
to the general public. Manchurian
metalworkers watch TV, too, but an
ad i Machinist Cold Metalworking, a
domestic trade magazine, will also hit
the target audience, and it is vastly
cheaper.

Targeted PR efforts can do won-
ders for a firm’s image in China. The
Chinese tend 1o put a good deal of
faith in the veracity of the printed
word, and foreign companies are in-
creasingly using press conferences,
press releases, and media events as
promotional tools in China. Firms
with small numbers of potenual cus-
tomers may be best advised to under-
take efforts that focus directly on the
Chinese units with which they want to
do business. For these firms, activi-
ties such as hosting delegations, par-
ticipating in exhibitions and semi-
nars, donating equipment, and even
sponsoring Chinese trainees—activi-
ties that confer direct benefit on the
Chinese—may often be the very best
use of promotional dollars in the
PRC.

Revival of the domestic
advertising industry

Advertising embarked on its road
to rehabilitation in 1979, Tts revival
was justified by People’s Daily as a way
to invigorate the economy by “bridg-
ing gaps between production and
marketing and speeding up the flow
of commodities.”” Advertising also af-
forded foreign companies their first
opportunity to reach the Chinese
masses, and before the end of 1979
firms such as Westinghouse, Eastman
Kodak, Seiko, and Philip Morris were
already placing ads in the PRC (see
The CBR, Jan—Feb 1984, p. 12).

By 1982 the Chinese advertising
industry had grown into a ¥150 mil-
lion business ($79.3 million at then-
current exchange rates), and by 1985
total billings had more than quadru-
pled to ¥605 million ($206 million)
(see chart). Last year about ¥63 mil-
lion (over $20 million), or 10.5 per-
cent of this total, represented hard
currency billings from foreign ad-
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vertisers, a percentage that has
grown slightly over the last three
vears. By far the lion’s share of the
foreign advertising component—be-
tween 70 and 80 percent—comes
from Japanese firms. By contrast,
China is spending only about $20
million on its own export advertising
abroad.

According to China Daily, advertis-
ing revenues are expected to reach
¥ 1.5 billion by 1990, or about half a
billion dollars at current exchange
rates. In the shorter term, Zhou Li-
chen, deputy general manager of the
business department of China United
Advertising Corporation (CUAC),
predicts that ad spending will con-
tinue to grow at a rate of about 40
!1(‘]’(‘{'”[ 1){‘I' _\'('lll'.

Outdoor advertising accounted for
25 percent of local billings last year.

There are now more than 7,000 bill-
boards in China, with more than 600
in Beijing and Shanghai alone. Bill-
board advertising was exceeded in
revenues last year only by newspaper
advertising (see chart).

The largest category of domestic
advertising reportedly comes from
nonconsumer products such as ma-
chinery, equipment, and chemicals;
in 1983 these accounted for 39 per-
cent of total domestic spending. Ad-
vertising of consumer products and
domestic appliances came next with
27 percent of the market, while food
and traditional medicines claimed
less than 10 percent each.

Many Chinese organizations have
gone into the advertising business—
the number jumped from just 10 in
1978 to more than 6,000 last year—
although probably only a few dozen
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of them actually resemble foreign ad
agencies in their scope of business.
The industry now employs just over
40,000 people. Most advertising ac-
tivity is overseen by the State Admin-
istration for Industry and Commerce
(SAIC), which registers business units
throughout the PRC and controls the
use of billboards. SAIC set up the
China United Advertising Corpora-
tion (CUAC) in 1981 to help local
agencies in 25 cities engage in na-
tional campaigns and raise advertis-
ing standards generally.

The Ministry of Foreign Economic
Relations and Trade (MOFERT) en-
tered the field in the same year when
it set up the China National Foreign
Trade Advertising Association to
work with the network of more than
30 local advertising corporations
specializing in foreign trade and to
coordinate China’s expenditures on
export advertising placed abroad.
MOFERT ventured further into this
area early last year when it estab-
lished a profit-making entity called
China International Advertising Cor-
poration (CIAC), a company that han-
dles transregional foreign trade ad-
vertising for both domestic and
overseas clients. CIAC, with a staff of
over 50, has worked mostly for Japa-
nese clients through their ad agen-
cles.

TV advertising—the medium for
the masses

Of the many promotional vehicles
available to foreign firms in the PRC,
television deals have been among the
fastest growing and most widely pub-
licized. First was CBS’'s ground-
breaking agreement in 1984 to pro-
vide 64 hours of off-the-shelf
programming like “60 Minutes™ and
“NFL Football” 1o CCTV, China's
only network, in exchange for 320
minutes of advertising time. CBS
originally planned to market the time
to 10 companies in 32-minute parcels
at a flat rate of $300,000, sharing
revenues with CCTV. Although it fell
a bit short of this goal, CBS managed
to attract six advertisers in the first
season, and eight so far this year:
Boeing, Colgate-Palmolive, Dupont,
International Hydron, Eastman Ko-
dak, Phillips Electronics, Stauffer
Chemical, and Weyerhauser.

Cooperative exchanges of this type
are encouraged, since they earn for-
eign exchange and do not require the
Chinese to spend hard currency for
the programming. CCTV negotiated
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an arrangement similar to the CBS
deal with Yue-sai Kan, a Chinese-
American who produces and hosts a
Sunday night program entitled “One
World,”” which introduces Chinese
viewers to life in foreign countries.
Kan has already signed Procter and
Gamble and General Foods as spon-
sors for 52 weeks at a rate of
$450,000 for two 30-second com-
mercials per week, and Xerox Cor-
poration at the same rates for half
the vear. Any profits after produc-
tion costs will be spht between Kan
and the network.

China/USA Communications, a
US—-China joint venture involving a
subsidiary of CCTV, sells network ad-
vertising time at a rate of $10,000
per minute. The company also cre-
ates and shoots commercials in the
PRC for its clients at up-to-date facil-
ities provided by the Beijing Film In-
stitute, and it plans to produce the
spots that Xerox Corporation will air
on “One World.” China/USA also
offers internat’onal teleconferencing
services which foreign firms can use
for special promotions in the PRC.

Even one-shot deals can be struc-
tured along these lines. Chicago-
based TLI International, which rep-
resents a number of Chinese
journals, broadcasters, advertising
agencies, and newspapers (including
People’s Daily) in the US market, con-
tracted with CCTV to provide a Chi-
nese-language version of the
Superbowl, which was broadcast in
its entirety across the PRC in March,
““Superbowl Shuffle'" and all.
Hewlett-Packard, McDonnell-Doug-
las, Nike, Gould, and the state of Illi-
nois bought commercial time at a
rate of $50,000 for a 60-second spot.

l.ocal Chinese stations are catch-
ing on to the idea too. According to
China/USA’s President Clifford
Jones, there is an “increasing inde-
pendence and aggressiveness’ on the
part of the local stations, which are
now less mired in burecaucratic red
tape. “They are out to make deals;
they want to do it quickly and make it
happen.” Shanghai TV negotiated an
agreement with a Los Angeles firm
called Chinese World Television to
obtain 90 minutes of programming
in exchange for commercial time that
the firm attempted to market at
$2.500 per 30-second spot. At those
rates it was a difficult sell, however,
and the American firm eventually
withdrew from the deal. Soon after,
the local station agreed to allow an-

other American company, San Fran-
cisco-based GBH Enterprises, to
market commercial time on its behalf
in the United States and Europe.
GBH hopes to provide programming
in exchange for commercials pre-
sented at 30-minute intervals, a break
from the tradition of restricting ad-
vertising to slots before and after fea-
ture programs. Prime time slots will
sell for a hefty $5.000 for a 30-sec-
ond spot and $10,000 for a minute
about the same as CCTV's charges for
nationwide broadcasts.

Advertising rates for these special
packages vary, but in all cases they
are somewhat higher than those
charged foreign firms sponsoring do-
mestically produced programs, and
far higher than a domestic corpora-
tion would pay for the same time. On
CCTV, a minute of “golden time,”’—
the hours from 7:00 to 11:30 pm; the
Chinese equivalent of prime time—
normally sells for the equivalent of
$1,400 to Chinese organizations and
$8,000 per minute to foreign spon-
sors. Sponsors of “One World™ pay
$8,650 for a minute, and CBS’s rates
work out to $9,375. Similarly, Shang-
hai TV time normally costs $1,200
for a 30-second spot, but foreign
firms are asked to pay more than four
times as much by GBH. The justifica-
tion given for these price differen-
tials is the vast audience drawn by
foreign programming.

Reaching decision-makers
through print media

China’s print media are multiply-
ing at an astonishing rate (see The
CBR, Sept-Oct 1985, page 10), and a
long list of Chinese publications are
opening their pages to foreign ad-
vertising. Advertisers may also
choose from a growing number of
foreign publications produced ex-
pressly for the China market. Pioneer
journals such as International Indus-
trial Report and China Computerworld
have been joined more recently by
Chinese-language editions of such
general-interest publications as Sei-
entific American, Time-Life's Discover,
Science News, and a host of specialty
technical journals including
McGraw-Hill's Aviation Week and
Space Technology, American Machinist,
and Byte. Many of these publications
produce only one or two special Chi-
nese-language editions per year.

The foreign publications generally
depend on advertising to defray pro-
duction costs and reimburse the for-
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eign partners for their expenses, and
not all of them are yet running in the
black. Advertising rates tend to be
rather steep: in some cases the jour-
nals are distributed for free in China,
so all production costs must be re-
couped from advertisers. China
Computerworld, for example, asks
$3,300 for a full page black-and-
white ad. Its circulation in the PRC is
100,000, and it claims that a high
pass-along rate actually puts its read-
ership in the millions. The Chinese-
language edition of Byte charges
slightly more, and Discover asks
$6,250 for a one-time insertion.

Journals like these generally reach
important decision-makers. China
Automotive Journal, for example, puh-
lished by The Adsale People in Hong
Kong, is circulated without charge to
15,000 organizations in the PRC, in-
cluding ministries and commissions,
plants and factories, foreign trade
corporations, and research institutes.
Among the subscribers, according to
the publisher, are corporate manag-
ers (28.8 percent), plant managers
(22 percent), trade officials (9 per-
cent), and other government officials
(6.9 percent).

These publications are viewed as
good buys by many firms wishing to
reach specific technical audiences.
Recent advertisers in a Chinese-lan-
guage edition of Modern Plastics Inter-
national, a McGraw-Hill publication,
include B. F. Goodrich, Borg-Warner
Chemicals, Cabot, Easuman Chemi-
cal, and Monsanto. The journal,
which charges only $2,500 for a sin-
gle page ad, enjoys a circulation of
about 15,000 in China, and is sent to
a list of carefully selected decision-
makers in the plastics industry. It also
makes use of “bingo cards,” which
readers may mail in if they wish to
receive further promotional materi-
als from the adverusers.

Chinese publications offer even
better bargains. Although People’s
Daily, the ofhicial news organ of the
Communist Party, commands a
rather hefty $85 per column centi-
meter from those who would reach
its 5 million readers, specialty jour-
nals with wide circulations can
offer extremely attractive rates.
Electric Science and Technology, for
example, a monthly with a nation-
wide circulation of 60,000, offers ad-
vertisers a full black-and-white
page for just $850. And $1,255 will
buy a similar ad in Machinist Cold
Metalworking, which reaches over 3
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The Boeing Company hopes to make its name better known in the PRC with TV spots
aired in connection with programming provided by CBS. The inscription under these
cherubic Chinese children reads “Boeing Airplane Company brings people together

happily.”
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“Wang Computers Provide China with

a Rapid Mastery of Advanced Com-
puter Technology™ reads this ad,

which ran in People’s Daily last year.
The image underscores the message

with a head that is half traditional
Chinese opera mask, half computer chips.

Many older Chinese remember King C. Gillette and the traditional blue blades, which
are featured prominently on billboards and in television ads. The Gillette Co., party to
a joint venture producing blades and razors for the local market, is also trying to
introduce its products to a new generation.

1



million readers across China.

Public relations comes to China

Advertising is not always the pro-
motional tool of choice, and with the
advent of public relations in China,
other methods are becoming more
feasible. “‘Investors who have already
dealt with the problems of getting
their manufacturing capability in
place are starting to think about mar-
keting,"” says China/USA’s Jones,
“and many for which mass advertis-
ing is not a reasonable option are
thinking seriously about public rela-
tions and communications work, at
least as a start.”

Although foreign PR firms have
handled ad hoc projects for clients in
China since the late 1970s, two inter-
national public relations companies,
Burson Marsteller and Hill and
Knowlton, made their official debuts
in China only within the last year or
so. And the first national Chinese PR
agency, China Global Public Rela-
tions, was set up in 1985. A subsid-
iary of the Xinhua News Agency,
China Global signed an exclusive
agreement with Burson-Marsteller to
provide its clients with a full range of

communications services delivered
throughout the PRC through the
Xinhua domestic network.

Public relations offers companies
some channels that are more subtle
than mass advertising, and that can
be very effective at reaching target
audiences. Announcements of con-
tracts and other significant events
may now be accompanied by press
conferences. Just as in other coun-
tries, appropriate media and even
particular reporters can be targeted,
media advisories issued, and press
packets distributed. Local reporters
and foreign correspondents alike
generally attend in force.

In many respects, China is actually
a PR practitioner’s dream. Far from
worrying about poor turnout at a
press conference, promoters often
need to work out a reasonable
method of limiting attendance, since
every invitation generally draws a
participant. Press releases, provided
they deal with subjects relevant to the
PRC, have an excellent chance of be-
ing picked up by local media and are
frequently reprinted in their en-
tirety. Even announcements that are
clearly commercial in nature may

make their way into articles, since any
item dealing with foreign trade is
generally deemed newsworthy.
BellSouth International mounted
a highly successful press conference
in Beijing late last year. It was a ban-
ner week for the company, which
opened its first international office in
Hong Kong and co-sponsored a ma-

jor telecommunications conference

in China within a matter of days. The
firm made company spokespeople
available at a luncheon for foreign
and local press, and drew a capacity
crowd. Many newspapers and CCTV's
nightly news broadcast picked up the
story, and five months later
BellSouth Corporation was still being
profiled in Chinese trade magazines.

CCTV itself used effective public
relations in promoting viewership of
“One World" earlier this year. It sent
in camera crews to film a press con-
ference with foreign reporters set up
for Yue-sai Kan, and followed a news
announcement of the program’s de-
but with a 10-minute interview with
Kan featuring preview footage of an
upcoming program.

Staging media events in the PRC is
an increasingly popular and effective
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way to get publicity. Hotel openings,
groundbreakings, ribbon cuttings,
and factory openings do well in the
local press, which seems to have an
insatiable appetite for stories por-
traying China in the process of mod-
ernization. General Motors mounted
a product demonstration in Beijing
last year in which people were invited
to test drive GM cars. Chinese media
turned out for the event, and their
articles multiplied considerably the
number of Chinese who learned
about GM in the process.

Article placement is a low-cost but
extremely useful tool. Technical
Journals, always on the lookout for
new information about foreign prod-
ucts and technology, often welcome
editorial material from abroad. If the
material has educational value and is
of broad interest, Chinese publica-
tions will often do their own transla-
tions. They sometimes even offer
discounts on advertising to corpora-
tions that provide such information.

Firms can also earn considerable
notoriety in the PRC by underwriting
sporting and cultural events. The
Chinese are proving extremely flexi-
ble on the types of promotion per-
mitted in connection with such
events. The China Sports Service
Corporation, for example, has given
a green light to media accompanying
visiting teams, television broadcast-
ing back to the host countries, film-
ing commercials, and even allowing
sponsors to place identification on
players” uniforms.

Domestic organizations have ex-

pressed keen interest in the field of

public relations in the last two years.
PR societies are forming in some cit-
ies, and many government units and
State-owned enterprises have estab-
lished their own public relations of-
fices—Guangdong Province alone
boasted 60 such entities in January
1986. Though these occasionally
amount to little more than the old
“propaganda department’ restyled
and reincarnated, there is growing
awareness of the value of public rela-
tions and a good deal of curiosity
about how its practices can be
adapted to China’s needs. “*As the
mouth and the eves of a new enter-
prise,”” says an official of Guang-
zhou’s Baiyunshan Pharmaceutical
Factory according to the China Youth
News, “the PR department is largely
concerned with publicity and diplo-
macy. This is why we allocate so much
money for its operation every year.”
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Media and audience data hard to
come by

Some estimates place the total
number of Chinese television viewers
as high as 600 million, a figure that is
probably far too high. Projections of
the audiences for foreign program-
ming are generally in the range of
200-300 million. Not that there are
any hard numbers to back up such
claims, since there has not yet been
much audience measurement in the
PRC, for television or for any other
medium.

China is actually a PR
practitioner’s dream.
Far from worrying
about poor turnout at a
press conference,
promoters often need to
work out a reasonable
method of limiting
attendance.

The need for dependable audience
data has become clear as more and
more firms consider expensive pro-
motional vehicles like TV packages.
“People want to know pretty quickly
what they're getting for their
money,” says William Kalan of Gil-
lette.

Reliable audience research, scarce
at the moment, may be just around
the corner. The Chinese Institute of
Journalism has already begun con-
ducting media surveys in some areas.
A poll of over 88,000 families in
Guangdong Province revealed that
20 percent of the respondents had
television sets, and projected that 25
million viewers in the province watch
an average of three hours of televi-
sion per day. A poll in Zhejiang Prov-
ince established that 96 percent of
respondents listened to the radio, 75

percent watched television, and 67
percent read newspapers.

CBS has already underwritten
some audience research of its own to
measure viewer awareness of the cor-
porate identities and products of its
foreign advertisers. The network
hopes to prove the efhcacy of the ads
it places to augment its further mar-
keting efforts, and was heartened by
the results of its first poll, which con-
centrated on urban residents of
Beijing, Shanghai, and Guangzhou.
Over 50 percent of respondents re-
ported seeing American programs on
TV between five and 12 umes. Half
the respondents named Boeing as the
first aircraft manufacturer that came
to mind, and eight out of 10 named
Kodak spontaneously as a film manu-
facturer, with 57 percent mentioning
it first. Many of those polled also re-
call specific contents of the CBS
sponsors’ ads.

Etching on a “blank slate™

The various options now available
offer unparalleled opportunity to
create a corporate image in the PRC.
But it has always been possible to
spend vast sums of money in China
and obtain little or no “bang for the
buck.” A communications strategy
for the PRC, as for any other coun-
try, must proceed from a clear idea of
the market and an accurate assess-
ment of the target audiences. It must
also take into account the peculiari-
ties of reaching the Chinese audience
(see box).

Chinese awareness of foreign cor-
porations is still something of a blank
slate. The nation's isolation during a
critical period of the 20th century
has resulted in a significant knowl-
edge gap, and many world-renowned
Fortune 500 companies and prod-
ucts are still unknown. Because of the
fervent Chinese interest in learning
about life in developed countries, a
foreign promoter can generally
count on the public’s undivided at-
tention. At a time when advertisers in
the West fret about consumers *‘zap-
ping”” TV ads, Chinese viewers tend
to find commercials fully as interest-
ing as the feature shows they punctu-
ate.

The future belongs to those com-
panies that are already making their
bids for the public’s attention and at-
tempting to etch on this blank slate.
They are positioning themselves for
significant participation in the China

e

market in years ahead. T
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A step-by-step guade to ﬁnalizz’ng a contract in China

Investment Approval

hina's complex bureaucracy

can pose formidable prob-

lems for foreign companies

contemplating investment.
Getting approval for a proposed
project is a cumbersome process that
can take vears and has daunted
many determined investors. To make
matters worse, ac ('(']]I"(] I”'.ll'lj(‘(’
often differs from locality to locality,
frustrating efforts to define a
standard procedure for companies to
follow,

In recent interviews with officials
from the Ministry of Foreign Eco-
nomic Relations and Trade
(MOFERT) and other investment
organizations, we asked for clarifica-
tion of the approval process for for-
eign investment projects. A national
perspective on the process emerged,
with theoretical guidelines on how
the system should work.

Although not an exact road map of

what individual companies can ex-

pect, the following description of

procedures and organizations ap-
plies generally 1o the approval of eq-
uity joint ventures, and is also rele-
vant to contractual joint ventures
and wholly foreign-owned enter-
prises. The approval process is dis-
cussed in several discrete steps, not
all of which apply to every project.
Moreover, getting through one stage
does not guarantee success in the
next—nor does it ensure eventual re-
alization of the project. For that, only
time will tell.

1. Approval of project proposals
Since China has a planned econ-
omy, joint venture project proposals
are usually reviewed by the govern-
ment and, if approved, included in
either the local or national economic
plan long before contracts are signed
with foreign firms. The initiative for
|)I'()‘i(‘l'l I)I'U])UMIIS cdan come 1]‘()"1
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many different levels, but these pro-
posals are ultimately approved by the
Local Planning Commission (LPC) or
by the State Planning Commission
(SPC) if the value of the project ex-
ceeds local approval authority. Only
the State Council may approve
projects involving a total investment
of ¥100 million or more. Companies
should be aware, therefore, of the
project approval limit within a par-
ticular locality (see p. 20). The ap-
proval limit refers to the total value
of investment for a project, not sim-
ply the amount of foreign currency
involved. To avoid delays caused by
the intervention of higher authori-
ties, local government entities some-
times deliberately structure project
proposals so that they will remain
within the locality’s approval limits.
It should be kept in mind, however,
that MOFERT is authorized to review
all project proposals of any size to
ensure compliance with applicable
regulations. And whether approval
occurs al the national or local level,
foreign parties generally do not play
an active role in the process at this
stage.

When a company enters into dis-
cussions on a proposed project, it
should therefore first ascertain the
project’s official status—i.e.,
whether or not it has been formally
approved. In cases where a project
proposal is drawn up only after initial
Sino-foreign discussions, the foreign
company should make sure that the
proposal receives approval before
proceeding with more serious negoti-
ations. Companies can check with
MOFERT's Foreign Investment Ad-
ministration or, if a local project, the

Sue-fean Lee manages the National
Council’s Investment Advisory Program,
and Andrew Ness is a deputy divector of
the National Council’s Beijing office.

local foreign economic relations and
trade commission (FERTC) to try to
ascertain the project’s status, since
these organizations generally keep a
record of proposed projects.

During preliminary meetings,
companies may be asked 1o sign one
or more letters of intent or memo-
randa of understanding. These are
generally not legally binding docu-
ments, but merely statements that
both parties agree on common goals
or premises and would like to pursue
further discussions. Sometimes a
memorandum of understanding may
simply be minutes of a meeting, in-
tended 1o serve as a record of the
issues being discussed. In any case,
such agreements do not necessarily
mean that the project concerned has
already been approved.

2. Preliminary feasibility study

For certain types of projects a pre-
liminary feasibility study is con-
ducted by the Chinese entity to pro-
vide documented support for its
project proposal. “lLarge’ projects
(valued at ¥30 million or more) gen-
erally require a preliminary feasibil-
ity study before the authorities will
make a decision on the project pro-
posal. Projects that involve manufac-
turing a product on MOFERT's list of
controlled imports will also require a
preliminary feasibility study to justify
going ahead with the project despite
the import controls, which are pre-
sumably in place because demand
can be adequately met by existing fa-
cilities. No explicit regulations gov-
ern this area, however, and many
smaller projects forego this step.

In a preliminary feasibility study,
rough estimates can be used to pre-
dict the value of the projected invest-
ment, scope of production, price of
raw materials, energy consumption,
economic return, etc. Much of this
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data may be derived from national
sector averages rather than from a
detailed analysis of the actual condi-
tions of the proposed project.

The Chinese partner usually bears
sole responsibility for the expense
and preparation of a preliminary fea-
sibility study, although the foreign
partner’s assistance may be re-
quested—particularly in instances
where the prospective partner is al-
ready known to the Chinese side.
There is little chance that a foreign
company will be reimbursed for its
help on a preliminary feasibility
study, although this might be possi-
ble to negotiate in advance.

For most projects, there are no
strict rules on when to submit the
preliminary feasibility study. It 1s
sometimes submitted together with
the project proposal or, in other
cases, in lieu of a project proposal.
Burt service sector |:|'ni('c'ls (such as
hotels) that require a total invest-
ment of over $30 million may submit
the preliminary feasibility study at
the same time as the project pro-
posal, while manufacturing ventures
of this size should have the prelimi-
nary study approved first.

Depending on the locality, the pre-
liminary feasibility study is approved
by either the LPC or the local FERTC.
Again, for projects exceeding local
approval limits, the study must be
passed to the SPC for approval.

3. Joint feasibility study

A more detailed and formal feasi-
bility study is required by Chinese law
for all but the smallest Sino—foreign
equity JVs, and this usually takes
place after a project has been ap-
proved but before a contract has
been signed. Ttis a joint effort under-
taken by the Chinese and foreign
partners, covering all aspects of the
proposed project. The importance of
conducting a thorough feasibility
study has become increasingly appar-
ent as poorly prepared reports and
insufficient coordination between
decision-making departments have
led to problems implementing joint
venures.

While a good feasibility study can
isolate and help solve potential prob-
lems ahead of time, companies
should be aware that a detailed feasi-
bility study may also work against
them. For instance, companies may
be held to figures in the study that
were intended only as estimates, or
have since become outdated. In one
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case, a study’s estimates of expenses
for a project’s planned expatriate
staft was later interpreted by the Chi-
nese approval authorities as the ac-
tual negotiated salary level. There-
fore, when the project was
implemented two years later, the for-
cign partner was not allowed to in-
crease its earlier estimates to reflect
current costs.

The Chinese and foreign partners
to a venture may conduct the feasibil-
ity study themselves, if they have the
in-house capability, or hire an out-
side consultant, either Chinese or
toreign, 1o help. The cost of the study

A joint venture contract is of-
ten confused with a joint
venture agreement. The
agreement formalizes the
main points and principles
governing the venture rather
than the rights and obliga-
tions of the partners, and is
usually drawn up before the
contract, if at all.

is shared by the project partners ac-
cording to negotiated terms. In the
event that each side hires its own con-
sultant, the consultants should work
together since both should be operat-
ing on the same assumptions.

In December 1985 the State Coun-
cil promulgated a rule that, during
the Seventh Five-Year Plan, all feasi-
bility studies for joint venture
projects involving technical renova-
tion valued at ¥30 million or more at
collective or State-owned enterprises
must be appraised by the China In-
ternational Engineering Consulting
Corporation (CIECC). The regulation
also states that CIECC must review
feasibility studies for all joint capital
construction projects that require
SPC approval. Expenses incurred by
CIECC in appraising a feasibility
study requested by the SPC will ulti-
mately be included in the project’s
production costs. Since these costs
are generally borne by the joint ven-
ture partners, companies involved in
such projects should anticipate this
expense. CIECC may also act as con-
sultant directly to the joint venture in

conducting its feasibility study, rely-
ing on a network of corporations that
can subcontract with CIECC for work
on certain aspects of the study.

As part of the feasibility study, the
Chinese partner must submit reports
to each local deparument whose co-
operation will be needed for project
implementation. The reports should
state exactly what the project will
need from the departument through-
out the course of its operations. The
local departments must reply to the
report in writing, whether or not they
agree 1o supply the goods or services.
Their approval of the venture's re-
quests, if given, is considered bind-
ing, but companies should be aware
that problems could still arise. If the
local department claims it is unable
to provide the agreed-upon services,
or is simply uncooperative, the Chi-
nese partner may ask the LPC to in-
tercede on the project’s behalf to im-
prove compliance. But there is no
guarantee of success in these situa-
tions, which may be an early warning
signal for the project.

The LPC plays a very important
role in the feasibility study process.
In most localities the LPC approves
formal joint feasibility studies, in
consultation with the local FERTC.
But Shanghai and Jiangsu, for exam-
ple. are exceptions in which the
power of approval lies with the local
FERTC, which merely consults with
the LLPC prior to approving or reject-
ing the study.

Evenif a project exceeds the scope
of a given locality’s approval author-
ity, the LPC must still ride herd on
local organizations to secure their
eventual cooperation in the project.
The LPC is presumably familiar with
local conditions, politics, and person-
alities that might later affect project
implementation. The SPC in Beijing
simply lacks the manpower to actively
obtain cooperation at the local level.
But if the locality cannot meet a given
project’s needs, the SPC will become
more active and assign the task of re-
solving the problem(s)—usually to
the ministry that oversees the sector
involved. The fact that the locality
lacks the required resources, how-
ever, necessitating central govern-
ment intervention, might be a sign of
problems to come.

With the subject of foreign ex-
change becoming a major negotia-
tion issue for most investment
projects in China, MOFERT has also
become more active in reviewing the
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joint feasibility studies. Joint ven-
tures that anticipate problems bal-
ancing their foreign exchange are ex-
pected to propose a plan for
resolving profit repatriation as part
of the study. According to one
MOFERT ofticial, if countertrade is
part of the proposed solution, the
joint venture itself must actively seek
out a supplier of the second product
it wishes to export. If that product is
“in plentiful supply™ in the local

area, then local FERTC approval of

the proposal will be suthcient. If it is
a product whose export requires a
license, then it will be necessary 1o

(Jl)li‘i[l ';lpl)l'“\".ll [Alll' dan t’.\'p()l'l (Ill(l‘ll
from MOFERT's Import=Export De-
partment. If putting together a coun-
tertrade arrangement requires the
cooperation of a second ministry that
is reluctant 1o go along, however,
MOFERT can only discuss the matter
with the uncooperative party, but will
not pressure the ministry on the joint
venture's behalf. Indeed, MOFERT
othcials claim that they have little
clout in these matters—although
they have also indicated that regula-
tions pertaining to putting together a
countertrade arrangement in the
context of a joint venture should be

FEASIBILITY STUDY CHECKLIST

As feasibility studies gain acceptance in China, their format becomes ever more detailed.
While an official format has not yet been established, the following provides a basic guide to
what a feasibility study might include. Based on the specific needs of equity joint ventures
(JVs) in China, much of the information will also be relevant for other types of investment
projects. Each feasibility study is unique, and the degree of detail required will vary from
project to project. This checklist is intended, therefore, only as a general outline of issues to be
presented and considered in drawing up a feasibility study in China.

PART I GENERAL DATA

® JV name, location, objective

® Description of partners (include sponsor in China and name of persons with primary
responsibility for the project)

® Business scope, legal format (limited liability company) and duration

e JV administrative structure (include name and number of positions to be filled)

® Summary of total investment

—Proportion, value, and form of each partner’s contribution

—Loan details, if applicable

PART II MARKET ANALYSIS

® Current and future market for product
—Sales estimate (total and by price category)
—Projected foreign and domestic distribution
— Local industry conditions and prospects

* Past product imports and projected trends

¢ Role of the industry in national economy

* Anticipated competition (local and foreign)

PART III LOCATION AND SITE

® Land (site) use arrangement (include land-use fee and local department in charge if land not
part of equity contribution)

¢ Complete layout of |V plant/buildings and capacity

# Infrastructure improvements required

PART IV PRODUCTION/OPERATIONS PLAN

 Quality of product/service (include international technical standards if appropriate)

* Estimated annual output/turnover (both before project reaches full capacity and each year
thereafter)

® Transport and local storage requirements

* Product testing and quality control

* Trial production procedures and equipment

® Products, by-products, and waste (include estimated annual cost of waste disposal)

e Environmental protection plan (include projected pollution problems and treatment)

® Details on separate work locations, if applicable (input/output of each location, amount
processed annually, value added at each facility, labor costs)

PART V MATERIAL INPUTS

® Approximate input requirements for all materials

* Present and potential sources of supply

® Availability of utilities, especially power

¢ Transport routes planned

® Rough estimate of annual cost of local and foreign inputs

PART VI PROJECT ENGINEERING
# Description of technology and equipment to be used
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issued sometime this year.

In reviewing feasibility studies
MOFERT pays close attention to the
quality and general competitiveness
of the product and, particularly,
whether or not the product will actu-
ally be saleable in the markets it has
staked out. These factors all have a
direct bearing on the joint venture’s
ultimate ability to balance its foreign
exchange, the issue to which
MOFERT attaches greatest impor-
tance.

4. The contract and other
documents

A joint venture contract, as de-
fimed in the 1983 Joint Venture Im-
plementing Regulations, is a legally
binding document signed by the joint
venture partners that spells out the
rights and obligations of each part-
ner. A carefully prepared feasibility
study covering all the major issues of
concern to the partners should form
the framework for the contract, leav-
ing only the precise wording 1o be
negotiated and worked out.

The experience of many compa-
nies suggests that, in drawing up the
contract, it is advisable to follow the
sample joint venture contract pub-
lished by MOFERT as closely as possi-
ble. Clauses that are not entirely
agreeable to one of the partners can
be tempered with provisos that clar-
ity the partner’s position. When
MOFERT officials review a contract
that follows a format famihar to
them, they are likely to have fewer
questions, and the contract may be
approved more readily. Also, wher-
ever possible, foreign companies
should build into the contract bal-
anced and equal provisions that pro-
tect both parties, rather than one-
sided demands.

A joint venture contract is often
confused with a joint venture agree-
ment—a separate document occa-
sionally drawn up by the partners to a

joint venture. According to the Im-

plementing Regulations, the agree-
ment formalizes the main points and
principles governing the venture
rather than the rights and obligations
of the partners, and is usually drawn
up before the contract. Of the two
documents, the contract is clearly the
more i!llp(ll'lillll since ilS terms P]'(‘-
vail if a conflict occurs between the
two documents. If the partners
agree, they may forego the agree-
ment and conclude only a joint ven-
ture contract. In practice, very few
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companies have opted to sign a joint
venture agreement in addition to the
contract.

There may also be other tvpes of

agreements drawn up to govern spe-
cihic aspects of the joint venture not
covered in the main contract, such as
a licensing contract for the transfer
ol technology, a technical assistance
contract, or a labor management
contract. These can be negotiated
separately, but should be submitted
for approval together with the joint
venture contract.

5. Approval and registration

The documents that must be sub-
mitted to MOFERT or to the local
FERTC (if a project is within local ap-
proval limits) for final examination
and approval of a joint venture in-
clude an application for joint venture
approval: a copy of the approved
project proposal; the preliminary
feasibility study if applicable; the fea-
sibility study prepared by the joint
venture partners; the joint venture
agreement (if any); the joint venture
contract; the articles of association; a
list of the JV board members; and
supplemental statements {rom the
department in charge of the Chinese
partner and the local and other au-
thorities as relevant to the joint ven-
ture. MOFERT or the local FERTC are
responsible for coordinating review
of the documents by the relevant au-
thorities (such as tax and customs)
before making a final decision on the
joint venture contract.

Within one month of being
granted final approval, a joint ven-
ture must register and apply for a
business license at the local adminis-
tration for industry and commerce.
Fhis process is outlined in and gov-
erned by both the Joint Venture Im-
plementing Regulations and the

Regulations on the Registration of

Joint Ventures. It may be useful to
notify the local administration of in-
dustry and commerce early on during
project negotiations. In one case in
which the partners did not do so, an
otherwise uncomplicated process of
final joint venture approval met with
unexpected registration delays of
many months.

6. Variations involved in other
forms of investment

While other forms of investment
involve approval procedures similar
to those of equity joint ventures, the
complexity of the form of investment

The China Business Review/May-June 1986

determines how strictly the proce-
dures will apply.

The casiest element of the ap-
proval process to compare across the
different forms of investment is the
feasibility study. Reviewing the feasi-
bility study requirements for differ-
ent forms of investment provides
some insight into how general invest-
ment guidelines may vary in their
application. All equity joint ventures
require a detailed joint feasibility
study according to MOFERT, with
two possible exceptions: small
projects valued at only several hun-
dred thousand dollars, and oil ex-

ploration joint ventures that are con-
ducted by open bidding and already
require submission of detailed
analyses. Many large coproduction
ventures (or contractual JVs) that
involve manufacturing and services
also require a feasibility study.
Wholly foreign-owned enterprises
must submit detailed project propos-
als. If the proposal is approved by the
L.PC, the project can be implemented
without a feasibility study, since the
foreign company will assume all the
risk. However, if the LPC feels the
proposal is unclear or not in accor-
dance with China's law, it may re-

payment)

PART VIII MANPOWER

® Personnel training plan

® Project financing

—Proposed capital structure

® Production cost
—Initial establishment/installation cost

* Profit distribution plan

* Overall time schedule proposed

* Accounting statements
* Financing plan

e Cost estimate (include, if applicable, technology transfer fees, royalty rate, and terms of

* Rough layout of proposed equipment and costs
® Rough layout of civil engineering works and costs

PART VII ORGANIZATION AND OVERHEAD COSTS
® Planned organization structure (production, sales, administration, management)
® Estimated overhead (factory/operations, administrative, financial)

® Estimated manpower requirements (local/foreign staff by major category of skills)
¢ Units where employees will come from and positions they will fll
¢ Estimated wage scales, including overhead

PART IX FINANCIAL AND ECONOMIC EVALUATION
¢ Estimated total investment costs (include working capital, fixed assets and amortization)

—Proportion and value of each partner’s contribution
—Terms of proposed financing, if applicable

—Annual operation cost, analyzed by work location if applicable

—~Cost of technology, training, material inputs, transport, utilities, overhead

® Levy of taxes, duties, insurance (include expected rebates, reductions, and exemptions)
® Financial evaluation based on above-cost estimates (factoring in inflation)

® Projected annual profits (RMB and foreign currency)

¢ Cost analysis for products to be introduced later on, if applicable
e Statement of plan for balancing foreign exchange income and expenditure (must be
separately approved by MOFERT or local FERTC depending on size and nature of project)

¢ Evaluation of project impact on the national economy
PART X ]V IMPLEMENTATION SCHEDULE

® Schedule for preliminary operations and estimated cost
* Subcontractors and consultants involved (Chinese and foreign)

PART X1 ACCOMPANYING DOCUMENTATION
Indicate documents to be prepared, by whom, and specific responsibilities:
® Market studies, technical studies, economic studies, as applicable

* Written guarantees granted to investors, if applicable

* Written statements of opinion from relevant government organizations
* Formulation of JV agreement and/or contract

® Formulation of the JV articles of incorporation

® Other relevant documents, understandings, agreements

PART XII WORK PLAN PRECEDING ESTABLISHMENT OF THE JV
® Detailed plan for each stage of feasibility study, work flow chart

SOURCES: National Council interviews with Chinese officials, information provided by Chinese
officials to foreign companies during negotiations; UNIDO: Manual for the Preparation of
Industrial Feasibility Studies (Note: MOFERT officials have indicated that the model feasibility
study provided by this manual closely follows their requirements); Department of Commerce:
Joint Venture Agreements in the People’s Republic of China, appendix S.




GOVERNMENT ORGANIZATIONS INVOLVED IN
INVESTMENT APPROVAL

The following is a list of many of the organizations directly or indirectly involved in
the approval of foreign investment projects and a brief description of the role they
play. Their participation may vary with the size and complexity of each project.
STATE COUNCIL: Approves large projects requiring total investment of ¥100
million or more.

STATE PLANNING COMMISSION (SPC)/LOCAL PLANNING COMMISSION
(LPC): Approves project proposals and feasibility studies; involvement depends on
project size.

STATE ECONOMIC COMMISSION: May be involved in reviewing project pro-
posals; oversees implementation of State plans.

MINISTRY OF FOREIGN ECONOMIC RELATIONS AND TRADE
(MOFERT)/LOCAL FOREIGN ECONOMIC RELATIONS AND TRADE COM-
MISSIONS (FERTC): Responsible for final approval of all investment contracts;
may examine and approve project proposals and feasibility studies in some local-
ities; may be involved in partner selection and negotiation.

CHINA INTERNATIONAL ENGINEERING CONSULTING CORPORATION
(CIECC): Appraises technical renovation projects and reviews joint capital con-
struction projects at SPC request; can provide consulting services for feasibility
study preparation.

CENTRAL INDUSTRIAL MINISTRY (OR MINISTERIAL CORPORATION)/
LOCAL INDUSTRY BUREAUS OR CORPORATE BRANCHES: Oversee devel-
opment of the industry; allocate funds; supervise factories; approve preliminary
feasibility reports for proposed projects; may be directly involved in negotiations;
may take equity position; or, as parent entity, become joint venture partner.
MINISTRY OF FINANCE (MOF): General Tax Bureau manages State tax reve-
nues and handles joint venture tax issues; the Accounting and Management
Department oversees joint venture accounting practices.

MINISTRY OF LABOR & PERSONNEL/LOCAL LABOR MANAGEMENT
BUREAUS: Administer overall labor and wage aspects of enterprises; approve
labor contracts; review employee dismissal; may supply labor to joint ventures.
STATE BUREAU OF SUPPLIES & MATERIALS/LOCAL GOODS REGULA-
TORY DEPARTMENT: Organize and direct allotment, supply, and management
of goods controlled by the State; undertake storage and transportation of materials.

STATE ADMINISTRATION OF COMMODITY PRICES/LOCAL PRICING
BUREAUS: Determine domestic prices for import and export goods; prices of JV
products sold domestically may be subject to review and approval.

STATE ADMINISTRATION OF INDUSTRY & COMMERCE (SAIC)/LOCAL
BUREAUS OF INDUSTRY & COMMERCE: Protect legal business operations;
issue business licenses; register all businesses including equity joint ventures,
contractual joint ventures, wholly foreign-owned enterprises, and foreign company
offices; also register trademarks.

GENERAL ADMINISTRATION OF CUSTOMS/LOCAL CUSTOM
BRANCHES: Supervise and control import and export activities; levy customs and
other tariffs; approve applications for customs tariff reduction or exemption.
STATE ADMINISTRATION OF EXCHANGE CONTROLS (SAEC)/LOCAL
EXCHANGE CONTROL BRANCHES: Administer foreign currency income and
expenditure of all economic entities, including JVs and wholly foreign-owned
enterprises. SAEC approval needed before joint ventures or wholly foreign-owned
enterprises can set up accounts with and/or borrow funds from foreign banks.
AUDIT OFFICE: The Foreign Investment Audit Bureau supervises income and
expenditures of JVs, foreign businesses, and State firms using foreign investment.
STATE COUNCIL SPECIAL ECONOMIC ZONE OFFICE: Approves investment
incentives offered in SEZs as well as the zones' development plans,

LOCAL LAND MANAGEMENT DEPARTMENT: Approves use of site by JVs if
land is not contributed as part of equity; regulates land-use fees.

LOCAL BUREAUS OF ELECTRICITY USE AND PLANNING: Approves power
allocation for enterprises with high energy consumption.

BANK OF CHINA (BOC)/BOC TRUST CONSULTANCY COMPANY
(BOCTCC)/LOCAL BRANCHES OF BOC AND SUBSIDIARIES OF BOCTCC:
Not directly involved in project approval but provide financial support to Chinese
entity or joint venture through loans or taking equity positions. —SJL
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quest a feasibility study to clarify cer-
tain items or provide evidence that
the project conforms to the State’s
plan and laws. Processing and as-
sembly deals do not require a feasi-
bility study. The contract itself is suf-
ficient. Compensation trade
requirements vary according to the
size of the project. Smaller projects
usually do not require a feasibility
study, but projects involving several
million dollars do. Even for these
larger projects, the feasibility study
can be less detailed than those re-
quired for equity joint ventures,
since compensation trade does not
involve creation of a separate entity.
Technology transfer projects that
are not part of joint venture arrange-
ments require a feasibility study con-
ducted by the Chinese entity, which
usually does not involve the foreign
party.

Taking an active role

Potential foreign investors ap-
proaching the Chinese bureaucracy
can expect to hind repetitive proce-
dures, responsibility fragmented into
many complex levels, and often poor
communication between the orga-
nizations involved. Although foreign
investors will deal primarily with
their Chinese venture partner and
the local FERTC or MOFERT, they will
benelit from having more than a
vague understanding of the myriad
other “‘responsible departments™
that will become involved. Since
these vary from place to place, it is
well worth the foreign company's ef-
fort to identify them early and learn
as much as possible about what needs
to be approved, by whom, and when.
This knowledge can be used to assist
the Chinese partner, who is responsi-
ble for making reports to all the dif-
ferent entities.

Some localities, such as Shanghai,
have established their own distinctive
procedures for project negotiations,
examination, and approval. The for-
eign company should ask its prospec-
tive Chinese partner as well as local
FERTC ofhcials whether such special
procedures exist.

Careful monitoring of the ap-
proval process will help prevent ma-

jor setbacks and enable the foreign

partner to play a more active role in
promoting the project. Although
Chinese bureaucratic procedures are
complicated, they generally can be
followed by well-informed and pa-
tient foreign investors. T
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OVERVIEW OF INVESTMENT INCENTIVES

China may be opening to foreign investment in fits and starts, but there’s little doubt that significant progress has been
made. What began as a limited experimen! in the late 1970s in four small “special economic zones™ spread to major
populatwn centers on the east coast in 1984, and today touches on almost every part of the country. Even the most remote prov-
inces and cities have announced guidelines and special incentives to lurefore:gn investment. While local guidelines are often
far from clear, and sometimes seem to be mere restatements of existing national policy, they illustrate the extent to which a na-
tional consciousness of foreign investment issues has emerged.

This table provides the prospective investor with an initial point of comparison between special economic zones, open cities,
inland cities, and the provinces by highlighting the basic forms of preferential treatment being promoted in each. Such a
compilation cannot be exhaustive given the quickly multiplying and changing list of incentives offered, and the sporadic
nature of published information. Nevertheless, familiarity with the types of preferential treatment available is an excellent
starting point for discussions. Potential investors should always check with a given locality for the latest local guidelines,
keeping in mind that most incentives are negotiable and that additional concessions may be available from provincial, city,
and even county governments for high priority projects. Most forms of preferential treatment are not granted automatically.
They must be spec:ﬁmlly requested and are sub_}ed to approval by the relevant State or local authorities on a case-by-case ba-
sis. While the various reductions and exemptions in taxes and fees offered to foreign investors may not always be the main fac-
tor that determines where to locate a project, they are often a key part of the investment decision.

LOCATION/INVESTMENT APPROVAL CEILINGS ENTERPRISE INCOME TAX (EIT)

NATIONWIDE o New |V contracts for 10 yrs or more:

—tax exempt for first 2 profit-making yrs

—50% tax reduction for subsequent 3 profit-making yrs

IVs with long-term capital recovery, or in underdeveloped, remote areas, or engaged in low-profit operations

such as farming, forestry, animal husbandry, and deep-pit coal mining;

—15-30% tax reduction for 10-yr period after expiration of exemption and reduction, with approval from the
Ministry of Finance

—40% refund on tax paid on income reinvested in China for 5 or more yrs by a foreign JV participant

Wholly Foreign-Owned Enterprises:

—tax exempt in first profit-making yr

—50% tax reduction for subsequent 2 yrs

—15-30% tax reduction extension for 10-yr period after expiration of exemptions and reductions, with approval
from the Ministry of Finance

LOCAL EIT:
» Projects may be reduced or exempt at discretion of local authonties

Provinces, autonomous regions, and open cities generally
have local approval cellings of $5 milhion unless otherwise
noted. The inland cities ot Chongging. Harbin, finan,
Shenyang, Wuhan, and Xi'an may also approve projects
valued up to 85 million independent of the provinces in
which they are located

-

SPECIAL ECONOMIC ZONES (SEZs) * For foreign investments of $5 million or more in:
Shantou, Shenzhen, Xiamen, Zhuhai Service trades:
Heavy Industry: —tax exempt for first profit-making yr

¥50 million —50% reduction for following 2 yrs
Light Industry: High technology:

¥30 million —Ilax exempt for up 1o 5 yrs
Nonindustrial: e For Xiamen SEZ: Contracts of 10 yrs or more involving upgrading of export oriented enterprises:
(e.g., hotels) —exempt for first 4 profit-making yrs

¥100 million 50% reduction next 5 profit-making yrs

* Low profit enterprises in SEZ Xiamen
-reduced or exempt

14 COASTAL CITIES and HAINAN ISLAND
Shanghai and Tianjin ($30 milhon); Dalan and
Guangzhou ($10 million); Hainan island (85 million). In
April 1986 the central government rescinded the
approval ceiling of $5 million for the rest of the original
14 cities— Qinhuangdao, Yanta, Qingdao,
Lianyungang, Nantong, Ningbo, Wenzhou, Fuzhou,
Zhanjiang, and Bethai—although some of these cities
still claim this right. Foreign investment in these 10
aities must now be officially approved by their
respective provincial governments

Fconomic and Technological Development Zones
(ETDZs) in 14 Coastal Cities

o For most industries, 20% reduction of regular rate for specified penod
® 15% tax rate may be granted to:
—technology-intensive enterprises
-enterprises involving $30 million foreign investment
projects in energy development (excluding oil), transportation, port construction (criteria for approval varies
with each city)

® 15% tax rate

e For investments in transportation, energy, and telecommunications, less than 15%

e Fuzhou ETDZ: low-profit enterprises may be granted reduction or exemption of income tax
LOCAL HIT:

« Reduction or exemption may be approved by local government

& Qingdao ETDZ: exempt for first 2 profit-making yrs; 50% reduction for next 3 yrs

® Tianjin ETDZ: exempt until 1990

The China Business Review/May-June 1986



Tax exemptions, reductions and incentives noted below are based on the Sfollowing standards:

* A standard 30 percent national enterprise income tax (EIT) on the net profits of equity joint ventures (JVs) and a local sur-
tax levied at 10 percent of the national tax bring total enterprise income tax for JVs to 33 percent of nel profis. Wholly
foreign-owned enterprises pay a progressive tax of 20-40 percent as well as the 10 percent local EIT. The tax rates for
contractual joint ventures can fall into either category, depending on how the project is structured.

® The industrial and commercial consolidated tax (ICCT), similar to a sales tax on domestic, imported, and exported goods,
ranges from 1.5 to 69 percent for products, and 2.5 to 7 percent for services.

® Preferential treatment involving customs duties on imports tends to follow ICCT guidelines for imported products. Normal

customs duties range from 5 to 400 percent.

® Land use fees vary widely by location and industry sector, and should be checked in each area.
This survey of investment incentives throughout the country was compiled by Abigail R. Jahiel and Deborah C. Diamond.

INDUSTRIAL & COMMERCIAL CONSOLIDATED TAX (1CCT)

LAND USE FEES

ADDITIONAL INFORMATION/TARGET SECTORS

ON IMPORTS

* Exemption from raw materials, parts, components, and packing
matenials imported by foreign partner for processing or assembly
into complete production or for making export goods

o Exempt with approval of tax authority:
—equipment/materials imported as part of investment

® Preferential treatment at
discretion of local
authorities, usually provided
for cultural, educational,
scientific, or public welfare
enterprises. For other
sectors, see individual
listings

Spedial concessions for harbor construction projects:

tor contracts ot 15 yrs or more

—income tax rate 15%

—exempt from tax during first profit-making yr

—50% reduction next 5 yrs (may be extended for enterprises in
financial difficulty)

exempt from 10% profit remittance tax

guarantee of docking fees high enough 1o help generate

projected incomes

.

ON IMPORTS:
* With approval, the following are exempt:

—machinery, equipment, components, parts, raw and semi-
finished materials, fuel, and automobiles for use in construction
and production in SEZ
foodstuffs and tableware for use in hotels, catering trade,
tourism, and food industries

—machinery, equipment, and accessories imported for ofishore
oil exploitation

* 50% reduction on wines, liquors, tobacco, and daily necessities
other than those restricted for import by MOFERT

ON EXPORTS: Products produced in SEZ are exempt (Note: goods

purchased from inland but exported via SEZs are subject to

applicable export duties)

ON DOMESTIC SALES IN SEZs:

* 50% reduction on items such as mineral oil, liquors, and
cigarettes produced in SEZs

* Local government may approve reduction or exemption on
certain products

ON DOMESTIC SALES IN THE INTERIOR: All items transported to

and sold in the interior of China are taxed according to rate set by
tax law

For Shenzhen SEZ: projects
involving advanced
technology may be
exempted from local land-
use fees

For Xiamen SEZ: contracls
of 10 yrs or more involving
upgrading of export-
onented enterprises exempl
durlng construction pt-rmd
and first 5 yrs of operation

Exempt from 10% profit remittance tax

50% depreciation on machinery and equipment during first yr of
use

CUSTOMS DUTIES:

Incentives offered are similar to 1 1 import guidelines

-

Shantou SEZ: petrochemicals, electronics, textiles, plastics, toys,
building materials, metal products, agriculture, tourism, real
estate, electricity, transportation

Xiamen SEZ: electronics, microcomputers, precision machinery,
instruments and meters, building materials, fine chemicals,
textiles, food processing, tourism, transportation, communications
Zhuhai SEZ: building materials, electronics, daily-use chemicals,
tood, machinery, petroleum

ON IMPORTS:

 Production equipment, business facilities, and building materials
imported as part of investment, as well as vehicles to be used by
enterprise are all exempt

* Raw materials, spare parts, components or packing materials
imported for producing export products are all exempt.
(Will be taxed if goods are sold domestically.)

ON EXPORTS: With the exception of a small number of products

controlled by the State, all other export products are exempt

ON DOMESTIC SALES: Products sold in China are taxed according
to rate set by tax law

CUSTOMS DUTIES:

Import of production equipment, building materials, raw materials,
parts and fittings, components, motor vehicles, and articles for office
use are exempt

Ningbo ETDZ: reduction in
land-use fees

Guangzhou ETDZ: foreign
firms providing badly needed
technology will be exempt
trom land-use fees

» AlLETDZs exempt from 10% profit remittance tax

® Products made by |Vs, that use 70% domestic raw matenals and
are badly needed by China, may be sold wholly or partly on
China's domestic market

* Guangzhou ETDZ:
Overseas Chinese from HK, Macau, and Taiwan:
—granted extended tax exemption or reduction if they reinvest

share of profits in China

il nvestment is in advanced technologies, investor may sell

products on China’s domestic market during first 2 yrs

The China Business Review/May-June 1986
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LOCATION/

INVESTMENT
APPROVAL CEILINGS ENTERPRISE INCOME TAX (EIT)
Beijin
!élgmlllmnl
Fufian o Overseas Chinese investors:

%10 million)

—new contracts of 10 yrs or more: 5 yr exemption from enterprise income tax, 50% reduction during remaining period
— For investments in low-profit industries or for enterprises in underdeveloped areas, after first 5 yrs of exemption and reduction, may be granted
tax reduction of 15-30% for following 10 yrs

Gansu o Exempt for highly advanced technology
(85 million)
Guangdon, = For investments in low-profit industries or for enterprises in underdeveloped areas, after first 5 yrs of exemption and reduction, may be granted tax

($10 million)

reduction of 15-30% for following 10 yrs

Guangzhou:  Investments in the province’s mountainous counties granted additional preferential treatment
$10 million
Hamnan:
$5 million
Guangxi e |Vs in underdeveloped, remote areas exempt from enterpnise income tax during first 5 yrs
185 milhon) e For investments producing advanced internationally competitive products:
—exempt for 2 yrs
—50% reduction for next 4 yrs
LOCAL EIT:
® Vs in underdeveloped, remote areas exempt
o Exempt if annual income less than ¥ 1 million
Guizhou
(%5 million)
Hebet Low-profit enterprises pay reduced rate or are exempt during first 5 yrs
(85 milhon)
Heilongjiang
185 million)
Harbin:
£5 million
Hunan Low-profit enterprises exempt for first 5 yrs
1$5 million) LOCAL EIT:
IVs having difficulty paying taxes exempt for first 5 yrs
I"’”éé’" e For new |Vs of 10 yrs or more:
(85 mullion) —1ax exempt in first 2 profit-making yrs
—reduction for next 6 yrs
o For investments of $10 million or more, or investments in advanced technology industries, or for long-term projects (i.e., energy exploration and
harbor development): enterprise income tax rate reduced to 15—24%
o Additional 10-15 yr period of 30% reductions for investments in agriculture and animal husbandry
LOCAL EIT: ,
« Exempl for investment of $10 million or more, or investments in advanced technology industries, or for long-term projects
Liaoning
1$10 million)
Dahan:
$10 million
Shenyang:
$5 million

Ner Mongol

(85 million)
Ningxia IVs with contracts of 10 yrs or more:
(5 million) —1lax exempt for first 5 profit-making yrs
—20-40% tax reduction for following 10-15 yrs
Qinghat Ximing City:
($5 million) —enterprises importing capital technology exempt for 3-5 yrs.
—tlat tax for 5 yrs; project involves technical transtormation of existing enterprise (check with local authorities on rate)
Shaanxi JVs involved in agriculture and forestry or located in towns and villages:
($5 million) —exempt from income tax in the first 5 yrs of operation
Xi'an: —15-30% reduction in following 10 yrs
$5 million
Shanxt 5-10 yr tax holiday for the following types of enterprises:
(%5 milhon) o those with low profit activities in the agriculture, forestry, and animal husbandry sectors
o those in underdeveloped mountainous areas or other remote regions
e those involving investment of more than $3 million or hi-tech projects that have a long lead time to recoup investment
LOCAL EIT: Exempt for 5 vrs
Xinjang s Foreign partners’ reinvesting profits in area for 5 yrs or more can claim 50% reimbursement of income tax already paid on reinvested sum
(55 million) LOCALEIT:
e exempt for 5 yrs
® 50% reduction for enterprises with annual profits less than $1 million
Yunnan « 15-30% reduction of income tax from the 6th to 10th profit-making yrs for |Vs and cooperative enterprises with lerms of 10 yrs or more
(85 million) o For agriculture and forestry projects as well as enterprises outside of Kunming area, enterprise income tax reduced by 30%
Zhejian 15% tax rate for production of import substitutes or advanced technology products on approval
($5 mullion)

Soukcts National Council files, vanious investment guides and other published sources, National Council Beijing office
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INDUSTRIAL &
COMMERCIAL
CONSOLIDATED TAX
(1CCT)

LAND USE FEES

ADDITIONAL INFORMATION/TARGET SECTORS

Food processing, electronics, textiles, building materials, machinery,
metallurgy, chemicals, agnculture, animal husbandry

50% reduction in land use fees for overseas Chinese

Infrastructure (including harbors, railways, power stations, and
highways), mining, home appliances, microcomputers, precision
instruments, chemicals, engineering, building materials, textiles, food
processing, aquatic products

* Fees may be waived during construction period for certain projects
* Reduced by at least 50% based on national average

Water conservancy, textiles, leather, pharmaceuticals, timber, metallurgy,
tourism

2-yr exemption for
certain producls
approved for sale in
China (excluding sugar,
aigarettes, wristwatches,
spints, TVs, and cassette
recorders)

* Exempt from 10% profit remittance tax

¢ Energy, communications, transportation, food processing, textiles,
building materials, ceramics, mining, offshore oil, petrochemicals,
electronics, microcomputers, agriculture, amimal husbandry, fish
farming

* Production of internationally competitive products exempt from
grovisioml urban real estate tax for 7 yrs, 50% reduction for following
TS

* Hi-tech JVs exempt from land-use fee

* Quicker depreciation of fixed assets for JVs in underdeveloped areas
e Telecommunications, shirping, hydroelectric power, food processing,
household electrical appliances, chemicals, minerals, machinery

Low-profit enterprises exempt for 1-3 yrs from provisional urban real
estate tax

Ener| r(coal and hydropower), transportation, building materials,
metallurgy, machinery and electronics, textiles, agriculture, tourism

e Exempt from 10% profit remittance tax
¢ Food proceﬁsingi]texnles, building materials, electronics, chemicals,
tourism, animal husbandry

* Average land use fees less than in neighboring provinces and cities
® Prior to 1987:

—3 yr exemption on land use fees

—70-90% reduction of on-site development fees

Minerals, agriculture, timber, coal mining, petroleum Ermessmg, heavy
machinery, precision instruments and meters, livestock breeding, poultry
farming, pharmaceuticals, sugar-refining, papermaking

Lower land use fees for investments in advanced technology industries

Food packaging, textiles, electronics, machine building, metallurgy,
chemicals, construction materials, transportation, electric power, posts
and telecommunications

Reduction or exemption
of ICCT on certain
products approved for
sale in China

* Exempt or reduced on approval
® Investments in animal husbandry and agriculture exempt from land use
fees for 5 yrs

Animal husbandry, aquaculture and food processing, building matenals
(including cement, glass, and gypsum), minerals, porcelain, chemicals,
transportation, electronics (including computers), communications,
leather tanning, plastics, textiles, power plants

Shenyang City: foreign investments greater than $2 million or total
investment of more tinan $6 million, producing 70% of their products ior
export are eligible for significant reductions uFland use fees, and for a
50% reduction in site development fees

Machine-building, electranics, petrochemicals, building materials,
metallurgy, hight industry, textiles, transportation, communications,
nuclear power

Land use fees 30-50% less than in coastal cities

Machine-building, metallurgy, energy, electronics, chemicals, textiles,
leather, food processing, i)ackagmg, animal husbandry, porcelain,
railroad construction, building materials

Food, light industry, textiles, electronics, machine-building

Nonferrous metallurgy, animal husbandry, leather processing and
tanning, food processing, light industry, textiles, machinery, plastics

¢ Expont goods produced in this inland province will receive free
transportation
¢ Machine-building, textiles, electronics, light industry, mining, tourism

Exempt, upon approval,
from taxes on export
products

* Enterprises in underdeveloped or remote areas or those in coal and
chemical industries eligible for preferential land use rates

* Hi-tech projects and nonprofit-making ventures exempt from land use
fees

¢ All projects exempt from property tax for 1-3 yrs

 The following may be exempt from property tax for 3-5 yrs: low profit
investments, projects in remote or mountainous regions, projects
involving investment of more than $3 million, high-tech projects
requiring significant lead time

¢ Overseas Chinese investors applicable for further preferential
treatment

* Raw materials, fuel, and electricity sold at local market prices (usually
lower than in coastal regions) to enterprises involving foreign
investment. Up ta 10% discount if paid in foreign exchange

« Coal mining, glass, ceramics, gas, light industry, chemical fibers,
construction materials, food processing, animal husbandry, tourism

Export products
lexdud?n products
restricted by State) are
exempt

 Enterprises engaged in agriculture, animal husbandry, and irrigation
can enjoy lower rate or exemption of land use fees average for area is
¥1—30}m3/yr)

* 50% reduction in property tax for 5 yrs

Textiles, papermaking, electronics, detergent making, fur processing

Enterprises with contract periods of 10 years or more eligible for
preferential land use fees at the rate of ¥2-30/m?/yr

Energy development, transportation, nonferrous metals, forestry
(including timber processing and development of natural spices),
agriculture, animal husbanc?ry. machine guﬂdmg, electronics, textiles,
pharmaceuticals, building materials, tourism

Enterprises with advanced technology or in tourism are eligible for
unspecified preferential land use fees

¢ Exempt from 10% profit remittance tax
® Carpet-making, marble, tourism
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New breed of aduvisers and ﬁna,nciers appears in

China

Financing: Domestic
Sources of Assistance

William B. Johnson and David Richter

oreign companies seeking
to invest in China often
find the procedures time
complex,
and—above all, expensive. Although
there are no ready solutions to these

consuming,

problems, companies may now find
help in financial matters from a new
breed of domestic financial institu-
tions. These firms not only offer the
now-routine consulting and match-
making services, but are able to make
loans, take a hinancial stake, and even
become a project partner,

Apparently with Chinese govern-
ment encouragement, these compa-
nies, many of them formed in the last
year or two, take a more active role in
channeling technology and invest-
ment into China than was common in
the past. They not only promote, but
also target, projects for investment.
While vne or two major players in
China performed this function in the
past, now they are forming spin-oft
companies and joint ventures to per-
form more specialized invesument
SCTVICeS,

New financial practices

The amount of capital required to
start up a joint venture in China can
be substantial—especially in view of
stringent regulations issued last Jan-
uary covering debt/equity require-
ments for joint ventures—so compa-
nies are cager to find new sources of
financing. One option has been to
borrow from domestic banks. The
BOC has taken the lead in funding
Sino—foreign joint ventures, lending
$240 million to more than 220 joint
ventures in 1985 alone. Some 75 per-
cent ol all Sino—foreign joint ven-
tures in China have received loans
from the BOC since 1981, Other
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banks, such as the Agricultural Bank
of China and the People’s Construc-
tion Bank of China, have lent to joint
ventures, but on a much smaller scale
and usually in renminbi (RMB) only.

Another option recently made
available 1o Sino—foreign joint ven-
tures is borrowing funds from the on-
shore offices of foreign banks. For-
eign banks were restricted from
offering full branch services from
their China-based offices and instead
performed mainly liaison services un-
til 1985, when the Chinese govern-
ment granted approval to a limited
number of foreign banks to extend
loans from their offices in the special
CCONOMIC Z0Nes.

But if foreign banks in China are
eager to find lending opportunities,
thev are leerv of the risks associated
with Sino-foreign joint ventures.
Since these ventures are essentially
new companies with no track record,
foreign banks usually insist on loan
guarantees, either from the foreign
partner or Chinese government
organizations, before extending sub-
stantial credit.

These guarantees are difhicult 1o
come by, however. Few of the Chi-
nese government organizations au-
thorized 1o give guarantees have
been willing to do so, preferring in-
stead 1o limit obligations on their for-
eign exchange; of those who have
been willing to take a risk, none have
guaranteed the full amount of the
loan. The only recourse in such cases
is to have the foreign partner guaran-

Wilhiam B. Johnson is an associate in the
Investment Advisory Program at the Na-
tional Council for US-China Trade.
David Richter is a deputy divector of the
National Council’s Betjing office.

tee all or part of the loan. This, how-
ever. puts the foreign partner in the
position of having to add a greaten
amount of debt to its books.

Thus, Chinese organizations that
can either finance debt for the joint
venture with loans, or are willing 1o
take an equity position, are of great
interest to potential investors.
Among the first 1o provide foreign
companies with both equity financing
and consulting services was the China
International Trust and Investment
Corporation (CI'T1C). Established in
1979, CITIC is authorized to intro-
duce foreign investment and technol-
ogv to China and to take equity posi-
tions in selected joint ventures.
CITIC was an equity partner in 39

joint ventures by the end of 1985,

usually contributing 10-20 percent
of the investment.

Since CITIC was founded, other
ITICS” or trust and investment orga-
nizations, performing many of the
same services as CITIC, have been or-
ganized in a number of provinces and
municipalities. Although they often
work together with CITIC, these
ITICs are not CITIC subsidiaries.
There are currently some 18 regional
and municipal I'T1Cs, and their num-
bers are growing steadily.

Rising stars

Several new organizations are now
following CITIC's lead and offering
both consulting and equity financing.
Although they tend to be overshad-
owed by CITIC's high profle, they
should not be overlooked.

China Incomic Development Cor-
poration, established in April 1985,
originated—Iike CITIC and the Hong
Kong-based Everbright Corpora-
tion—from the All China Federation
of Industry and Commerce (ACFIC),
an organization composed of former
industrialists and businesspeople.
CITIC, Everbright, and Incomic are
referred 1o as the “Three Sisters”
corporations because they are
headed by the chairman of ACFIC
and two vice-chairmen respectively.
This close association means they of-
ten cooperate, and may share both
personnel and resources.

China Incomic began in 1984 by
providing consulting services to for-
eign companies. Then, on April 1,
1985, it broadened its business scope
to include investment and foreign
trade, as well as consulting. Incomic
has also received authorization to im-
portequipment for projects it invests
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A primary virtue of these organizations may be their ability to identify
projects that have already received approval to peruse joint ventures or
other forms of investment . . .. And sometimes when worthwhile projects
are proposed but not included in government plans, these organizations
may lobby on behalf of the project. Using their government connections,
they can often promote a specific project to the various approval
authorities and help obtain initial approval.

i and o act as agent for the ven-
ture’s products.

In addition 1o its consulting and
advisory services, Incomic is autho-
rized to invest in both domestic and
Sino—foreign joint ventures. Incomic
is currently negotiating 10 joint ven-
tures with foreign companies, includ-
ing one with the Beijing Winery and
Pernod Ricard of France, in which it
is expected to take a limited but as vet
unknown stake.

Incomic reports that it focuses on
small- to medium-size local projects.
It usually contributes only a small
percentage of the equity (about 10
percent). Additionally, Incomic looks
for projects that can balance foreign
exchange through exports or that
help conserve foreign exchange by
developing import substitutes, The
joint venture with Pernod Ricard, for
example, will provide wines for the
growing tourist industry and thus
earn foreign exchange.

Incomic has done consulting work
for General Electric, Babcock &
Wilcox, and Union Carbide among
others. As part of their agreement
with GE, Incomic participated in ne-
gotiations on the GE contract to co-
produce 600-megawatl generators in
Sichuan. Incomic has also done con-
sulting work for several Japanese,
French, and South American clients.
Although Incomic reports that it has
been approached by a number of for-
eign companies, it has on occasion
declined to represent companies in
cases of conflict with the interests of
existing clients.

Incomicis reportedly capitalized al
approximately $30 million, with au-
thorization from the BOC to convert
one third of these funds into foreign
exchange. This gives Incomic the ca-
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pability to import equipment and
provide foreign exchange loans as
part ol its equity contribution. Based
in Beijing, Incomic has a stafl of
about 50, one-third of which are ad-
visors with specialized backgrounds
(e.g., lawyers, accountants, and re-
tired high-ranking ministry officials).
[ncomic can also tap the resources of
over b0 local units of ACFIC. This is
particularly useful in identifying and
evaluating local projects for invest-
ment.

China Development and Investment
Corporation (CDIC) is another small
but growing company, established in
April 1985 by the BOC Trust and
Consultancy Corporation and
MOFERT's China National Export
Commodity Base and Construction
Group (CNECBC). The CNECBC
Group cooperates with manufactur-
ers and foreign trade corporations to
develop products suitable for export.

Headed by ex-MOFERT deputy
minister Lian Tianjun, CDIC receives
considerable  guidance from
MOFERT and holds a status equiva-
lent to that of a MOFERT foreign
trading company. CDIC's goal is to
help develop China’s export industry
by providing financial support to
renovate facilities at selected fac-
tories in China. Backed by a total reg-
istered capital of ¥50 million (con-
tribution split: 50 percent MOFERT,
50 percent BOC), CDIC has the au-
thority to invest in projects either
with RMB or foreign exchange.  Al-
though based in Beijing, CDIC can
draw on the regional offices of both
the BOC and MOFERT to increase its
reach into China’s interior for invest-
ment projects.

CDIC focuses primarily on small- to
medium-size projects, but if a large

project proves attractive, CDIC can
borrow addtional funds from the
BOC. CDIC ofthaials say they will gen-
erally consider only projects that
plan 1o export a majority of their
product, although exceptions may be
made for projects that will supply an
important product not otherwise
available domestically.

To date, CDIC has participated in
30 projects including some Sino—for-
eign joint ventures. One of these is a
$12 million joint venture with Nestle
Foods to produce infant milk powder
formula, in which €CDIC holds a ma-

jority of the Chinese share (45 per-

cent of total investment).

China Venturetech is one company
taking a less risk-averse approach to
mvestment. Billed as “China’s first
national source for technological in-
novation, risk investment, and high-
tech development,” Venturetech is a

joint venture with a 40 percent inter-

est held by the State Science and
Technology Commission and 60 per-
cent held collectively by CITIC, the
Ministry of Electronics Industry, the
Ministry of Petroleum Industry, the
Ministry of Coal, the Great Wall In-
dustrial Corporation, and the China
National Petrochemical Corpora-
tion.

According to company officials,
Venturetech plans to work primarily
with projects valued between
¥600,000-¥2 million that need h-
nancing to develop and market new
technologies such as data processing,
biology, electronics, and new materi-
als.

According to Venturetech director
Ms. Xiao Yang., Venturetech also
weighs heavily the quality of an enter-
prise’s management and labor force
in choosing projects. Since opening
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for business, Venturetech has re-
ceived over 300 requests from local

enterprises seeking investment, of

which Venwuretech has chosen only
12. Although there is no limit to the
amount it can invest in a given
project, Venturetech plans to estab-
lish a Airm foundation with smaller
investments before looking at larger
projects. Venturetech reports that it

has been contacted by a number of

foreign banks and corporations, but
has yet to sign any formal cooperative
agreements with them.

According to Venturetech man-
agement, the company is authorized
to draw upon foreign exchange from
some projects to repay foreign part-
ners of other projects that have a for-
eign exchange shortfall. But given
the higher level of risk that the com-
pany is willing to assume on such
projects, it is not certain that
Venturetech will have sufficient re-
serves of foreign exchange to draw
upon in all cases.

Venturetech is authorized to per-
form bond issues, investment, leas-
ing, and lending services. It differs
from a bank, however, in that it can-
not engage in commercial loans or
short-term fluid capital loans. Al-
though its staft of 40 is reportedly
well trained, there are not yet enough
specialists 1o provide in-depth con-
sulting services.

Regional organizations: In addition
to these nationally focused invest-
ment and consulting companies, a
number of new finance and trust cor-
porations focus their attention on
specific regions or sectors. One ex-
ample is the Pearl River Basin
(Zhujiang) Finance and Trust Cor-
poration, established in December
1984 by the Shenzhen, Guangzhou,
Foshan, and Zhuhai branches of the
Industrial and Commercial Bank of
China. Headquartered in Shenzhen,
the corporation extends loans to
joint ventures and cooperative enter-
prises for energy, telecommunica-
tions, and real estate projects in the
Guangzhou, Shenzhen, Zhuhai,
Foshan, and the Pearl River Delta
area.

The Zhongyuan Development,
Trust, and Investment Corporation
in Zhengzhou, Henan Province, is
another. A State-owned financial in-
stitution, Zhongyuan Corporation
was established to invest in and loan
funds 1o domestic and foreign joint
ventures that will explore and tap pe-
troleum, natural gas, and other min-
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eral resources in the region.

The established bankers

While these organizations might be
called the rising stars among finan-
cial and consulting organizations in
China, there are two more estab-
lished organizations—one already a
leader and the other in a position to
make a significant contribution—
that should be considered.

The Bank of China Trust and Con-
sulting Company (BOCTCC) domi-
nates the field in both size and activ-
ity. BOCTCC was established in 1983
when the BOC decided to become a
major force in foreign investment.
BOCTCC acts as BOC’s investment
arm, making equity investments in
various domestic industrial projects,
including Sino—foreign joint ven-
tures. BOCTCC operates through the

WHERE TO FIND THEM:

China Incomic Development Cor-
poration

93 Beiheyuan Dajie

Beijing, China

Tel: 554231

Telex: 22044 ACFIC CN

Cable: ACFIC Beijing

China Development and Investment
Corporation Ltd.

Dongjiu Lianzi Hutong

Bei Xinhua Dajie

Beijing, China

Tel: 652731, ext. 35

Telex: 22787 CEDEC CN

Cable: CDIC Beijing

China Venturetech

13 Hufang Lu

Beijing, China

Tel: 335931, ext. 291
Telex: 22349 SSTC CN

China Investment Bank
1/F Yanjing Hotel
Beijing, China

Tel: 863027

Telex: 22537

Cable: 2122 Beijing

Bank of China Trust and Consul-
tancy Corporation

¢/o Bank of China

17 Xijiao Minxiang

Beijing, China

Tel: 653431

Telex: 22254 BCHO CN

China International Trust and In-
vestment Corporation

19 Jianguomenwai Dajie

CITIC Building

Beijing, China

Tel: 502255

Telex: 22305 CITIC CN

offices of BOC in a number of major
cities such as Beijing, Shanghai, and
Guangzhou.

According to its statute, one of
BOCTCC's primary objectives is to
help foreign companies form joint
ventures and wholly owned corpora-
tions in China. To this end, it may
take an equity position in the enter-
prise if the project “will significantly
benefit China.”” BOCTCC has made
investments totaling $270 million in
133 joint ventures since its incorpo-
ration in 1983, Some of the most
prominent joint venture projects in
which it has participated include the
Shanghai Volkswagen Corp., Shang-
hai Yaohua Pilkington Glass Co., and
Beijing International Service Center,
ajoint venture with the China Base
Development Co. Lid. (HK) and the
Capital Iron and Steel complex of
China.

While the BOC maintains its role
as the primary supplier of foreign ex-
change credit in China, the BOCTCC
has become a major source for large
foreign investment funding. During
the Seventh Five-Year Plan (1986-
1990), it plans to increase its present
level of investment by 150 percent.

The China Investment Bank (CIB),
although not in the same league as
the Bank of China and BOCTCC, is
poised to make a small but significant
impact on the project financing
scene. Established in December 1983
with assistance from the People’s
Construction Bank of China, the
Ministry of Finance, and the World
Bank, CIB has granted loans to more
than 250 projects, although only one
of these went to a Sino—foreign joint
venture. Officials at the World Bank
report that while loans to Sino—for-
eign joint ventures are planned, they
have not been a priority in the past.

With funds coming primarily from
the World Bank, CIB was established
to act as a financial intermediary for
industrial lending on a smaller scale
than the World Bank normally un-
dertakes.

CIB loans are generally small (av-
eraging $1.5 million, while the larg-
est to date has been $9 million), long
term, and a mix of RMB and foreign
exchange. CIB’s loans have gone to
textile industries, metal goods, light
machinery, chemicals/pharmaceuti-
cals, and consumer electronics.In ad-
dition to CIB's own evaluation,
projects seeking more than $1 mil-
lion must also be evaluated and ap-
proved by the World Bank. It is im-
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portant to note that CIB loans are for
capital expenditures only; PBOC or
other lending institutions will need 1o
be tapped o provide the comple-
mentary working capital.

Help with the approval process

Are these organizations worth go-
ing to for assistance? Although few
have d pl'l’\'('ll ||'ii(‘k rec Ul‘(l. oven |h('
newest of these financial /consulting
institutions would appear 1o offer
potentially attractive services to for-
eign companies at several important
stages in the project negotiation and
approval process.

Belore any joint venture can be es-
tablished under China’s joint venture
laws, it must be approved by the cen-
tral or local authorities. Since mid-
1985, project approval has become
more difficult than ever to obtain.
The Chinese government stresses
that, to conserve foreign exchange, it
will only approve projects falling
within an industry sector targeted by
the Seventh Five-Year Plan. But since
specific project details contained in
the Seventh Five-Year Plan are for
internal consumption only, the for-
eign investor has little way of know-
ing whether or not his project falls
into the plan—a vital first step in
considering investment in China. A
primary virtue of these organizations
may be their ability as an insider to
identity projects that have already re-
ceived approval to pursue joint ven-
tures or other forms of investment.

Sometimes these organizations
may be able to do more than merely
identify projects included in provin-
cial, municipal, or State plans. When
worthwhile projects are proposed
but not included in government
plans, these organizations may lobby
on behalf of the project. Using their
Hll\'{'l’!ll!]l'll[ ('(1[1“('(‘“‘“”5. [h('l\‘ can
often promote a specific project to
the various approval authorities and
help obtain initial approval—in
which case a more extensive feasibil-
ity study will be required before a de-
aision is made on final approval. But
in the current climate of tight foreign
exchange and worrisome trade im-
balances, these companies, no less
than other government organiza-
tions, are evaluating projects more
carefully than before.

Foreign companies generally carry
out a detailed feasibility study before
deciding whether or not to invest in a
project, and all of the organizations
discussed can offer the foreign inves-
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tor, or the joint venture itsell, assis-
tance in performing a feasibility
study.

Once the feasibility study has been
completed and analyzed, and a con-
tract signed, important financing de-
cisions follow. Most of these corpora-
tions can be a source of debt or
equity. If the organization has been
involved in the feasibility study it may
be inan even better position to judge
whether or not to invest in a given
project, and how.

Distinguishing factors

Because many of these organiza-
tions are less than two years old, their
value has yet to be fully tested. How-
ever, foreign companies who have
worked with them generally report
satisfaction with the services re-
ceived. Before settling on the services
of one such domestic financial insti-
tution, a foreign firm should evaluate
and compare the influence and goals
of each organization with its specific
needs.

To help determine the Chinese
company’s abilities, the foreign firm
should keep the following questions
in mind: 1) How much power does
the organization have to deliver?
Who are its sponsors? directors?
With which other groups does it have
connections? 2) How much local help
can the company provide? How influ-
ential and knowledgeable is the com-
pany at the provincial, county, and
municipal levels? Does it have con-
nections with other regional firms
that would facilitate a wide-ranging
search for business opportunities? 3)
Are its financial services sound? Does
the institution have a working rela-
tionship with the BOC? Does it have
access 1o foreign exchange? If so,
how much?

The fact that many of these newer
companies offer similar services
raises the issue of whether or not they
are competitors. Chinese officials
from several of the companies insist
they are not. Because these organiza-
tions must first get approval from the
State Council, the PBOC, or MOFERT
before dealing with foreign compa-
nies, ofhcials maintain that the gov-
ernment can effectively limit compe-

tition by restricting the number of

such organizations promoting invest-
ment activities. Besides, they add,
there is plenty of business to go
around.

Distinctions can, however, be
made between them. For instance,

BOCTCC tends to be involved in
larger projects involving more com-
plex financing and structuring.
Newer companies primarily engage
in liaison and consulting. Fach or-
ganization has at least vaguely de-
fined its target lending sectors and
project size specifications. While
many are either wholly-owned sub-
sidiaries or joint ventures between
major government organizations
such as PBOC, MOFERT, and ICBC,
some do have limited private backing
and, perhaps, more flexibility to devi-
ate from official guidelines.

More investment organizations on
the horizon?

The number of domestic invest-
ment advisors is likely to continue to
rise. First, there will probably be in-
creased activity by the major lending
and advising organizations. BOCTCC,
for instance, plans to get involved in
more Sino-foreign joint ventures.
These large lenders are well
equipped to handle the projects of
greater size, sophistication, and com-
plexity that are emerging.

Second, new specialty companies
will probably continue to appear.
Most of the companies discussed are
less than a vear-and-a-half old and of-
fer some type of specialized services,
either by industry, geographic re-
gion, or both. Among them, Incomic
offers the broadest range of services
throughout China. With more
projects than ever seeking foreign in-
vestment, and interest among inves-
tors still high, it is a safe bet that
more of these specialized consulting/
investment companies will appear on
the horizon. As one BOCTCC official
observed, “There will be more of
these small companies offering ser-
vices similar to ours. But we are con-
fident that our services will attract
larger companies. There are many
smaller projects that these companies
can promote and arrange for foreign
investment.”

To aid in the process of absorbing
toreign investment, technology, and
management expertise, and to help
control the flood of new projects, the
Chinese government has begun to
delegate some authority for guiding
this foreign investment to a growing
number of domestic organizations.
As the Chinese economy grows and
investment increases, these organiza-
tions may become a more integral
part of China’s efforts to attract and

=

apply foreign investment. 7T
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China’s new provisions introduce creative ideas, but few practical solu-

lions

The Foreign Exchange

he thorniest problem fac-

ing most foreign companies

pursuing investment proj-

ects in China can be
summed up in two words: foreign ex-
change. From the outset of China’s
opening to foreign investment, for-
eign firms interested in penetrating
the China market have confronted
the dilemma of how to repatriate
earnings from a country with a non-
convertible currency.

Recently, China's State Council is-
sued long-awaited regulations that
foreign investors had hoped would
provide explicit and liberal solutions
to the foreign exchange problem.
Called ““The Provisions of the State
Council on the Question of the Bal-
ancing of Foreign Exchange Receipts
and Expenditures of Chinese-For-
eign Joint Ventures,” the Provisions
apply to equity and cooperative ven-
tures in all but the finance and insur-
ance fields. Even more than other re-
cent Chinese business legislation, the
Provisions are replete with vague lan-
guage that cries out for the interpre-
tation that the Ministry of Foreign
Fconomic Relations and Trade
(MOFERT) is expected to publish
soon in the form of implementing
regulations. At least until they are in-
terpreted and some key questions are
answered, the Provisions are not
likely to measurably encourage for-
eign investors.

Prior legislation lacks explicit
guidelines

Previous Chinese legislation, be-
ginning with the 1979 Joint Venture
Law, encouraged equity joint ven-
tures to export their products—at
least in sufficient quantity to balance
their foreign exchange receipts and
expenditures. With the foreign ex-
change earned from these exports,
[oreign investors could in theory re-
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Quandary

Timothy A. Gelatt

patriate profits, purchase foreign
raw materials and equipment, and
pay expatriate salaries and technol-
ogy royalties.

While the implementing regula-
tions of the Joint Venture Law that
appeared in 1983 reiterated the gen-
eral policy that joint ventures should
export their products, they intro-
duced a new measure of flexibility by
allowing joint ventures producing
import substitutes or other urgently
needed products to sell their prod-
ucts “primarily”” on the Chinese mar-
ket Complementing that provision
was the much heralded Article 75
which, in a highly ambiguous way, in-
dicated that provincial or central au-
thorities would “resolve’ the foreign
exchange imbalance of ventures that
were approved to sell goods on the
domestic market. Although Article
75 was not a self-implementing
“guarantee,”” it provided an unprece-
dented legal basis for converting
renminbi earnings into foreign cur-
rency for repatriation.

A few companies have subse-
quently negotiated provisions based
on Article 75 in their joint venture
feasibility studies and contracts, n
which a local or central authority
agreed to resolve foreign exchange
deficiencies resulting from local
sales, at least during part of the con-
tract period. But if such provisions
were difficult to negotiate in 1984,
they were virtually impossible 10
come by in 1985: the pressure on eq-
uity joint ventures to export and be
self-sufficient in foreign exchange
has regained strength as China’s for-
eign exchange reserves have dwin-
dled. As a result, more than a handful

Timothy A. Gelatt is a lawyer with the
international law firm of Paul, Weiss,
Rikfind, Wharton & Garrison who spe-
cializes in business with China.

of foreign companies put their China
investment projects on the back
burner last vear—if they did not take
them off the stove altogether. It
should come as no surprise, then,
that the new Provisions were eagerly
awaited and are being carefully scru-
tinized by the foreign business and
legal community to see what China is
prepared to do to resolve the foreign
exchange problem.

New provisions may be more
restrictive than past guidelines
The Provisions, which were pro-
mulgated by the State Council in Jan-
uary and took effect on February 1,
reatfirm the familiar proposition that

joint venture products should be

“exported to a great extent, to gen-
erate more foreign exchange and to
achieve a balance of foreign ex-
change receipts and expenditures.”
If, however, a venture produces
“highly sophisticated products with
advanced technology™ or “products
of superior quality that are interna-
tionally competitive,” and if the
products are urgently needed in
China and pass muster with unspec 1-
fied “departments in charge,” the
Provisions allow “preferential treat-
ment’” for the venture in terms of its
ratio of domestic sales to exports.

This section of the Provisions is
more restrictive than the 1983 joint
venture regulations in several re-
spects. First, the 1983 rules specifi-
cally provided that a venture could
sell ““primarily” on the domestic mar-
ket The Provisions are less explicit,
offering only “preferential treat-
ment’ on the percentage of domestic
sales.

Second, whereas the 1983 rules
made it possible, at least in principle,
for any joint venture producing im-
port substitutes to obtain special
treatment on domestic sales, the Pro-
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visions narrow the field to high tech-
nology and superior quality, interna-
tionally competitive products. The
stipulation that products must be in-
ternationally competitive is puzzling,
since 1t does not seem relevant to the
question of domestic sales.

Third, the Provisions add the re-
quirement that, to qualify for special
dispensation on local sales, the prod-
ucts in question must be appraised by
the departments in charge. Since de-
cisions on special foreign exchange
dispensation must be made at the fea-
sibility study stage—before the joint
venture has been established—the
Provisions imply that the foreign in-
vestor’s products will be the ones ap-
praised. What is not clear is whether
an additional appraisal of the joint
venture’s products will follow once
the venture begins production. If so,
could a joint venture whose own
products fail the test that the foreign
investor's products passed have its
benefits revoked?

Can MOFERT rob Peter to pay
Paul?

On the most crucial question—
what foreign exchange assistance the
Chinese government will provide to
ventures that are permitted to sell
domestically—the Provisions again
appear to cut back on the scope of
the 1983 regulations. Under the Pro-
visions, foreign exchange deficits are
to be resolved by central or local au-
thorities ““from among the foreign
exchange receipts’ of joint ventures
approved at the relevant central or
local levels. This rule seems to imply
that MOFERT or other authorities
have the right to rob Peter to pay
Paul—to requisition foreign ex-
change from one joint venture to
make up for the deficit of another.
But if this were what the rule in-
tended, it would contradict the fre-
quently repeated Chinese position
that joint ventures can use the for-
eign currency they earn without in-
terference from the Chinese govern-
ment.

In informal conversations,
MOFERT officials have assured for-
eign firms that Chinese authorities
will not force joint ventures to relin-
quish their foreign exchange.
Rather, the ofhcials explain, foreign
exchange voluntarily converted by
exchange-rich joint ventures needing
renminbi for local costs will be held
in reserve and used to meet the needs
of deficit-ridden ventures that sell
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domestically.

But reserves derived in this man-
ner cannot be expected to provide a
substantial base for assisting needy
joint ventures. Relatively few joint
ventures established in China to date
enjoy the luxury of a foreign ex-
change surplus that might be con-
verted, in part, into local currency.
The joint venture hotels that have
opened in China’s major cities
are the main exception, but few
additional hotel ventures are ex-
pected given the current moratori-
um on these projects in several key
cities, including Guangzhou and
Shanghai.

The Provisions seem to imply
that MOFERT or other au-
thorities have the right to
requisition foreign exchange

from one joint venture to

make up for the deficit of an-
other. But if this were what
the rule intended, it would
contradict the frequently re-
peated Chinese position that

joint ventures can use the
Joreign currency they earn

without interference from the
Chinese government.

If, as the Provisions imply, excess
foreign currency turned over by joint
ventures will be the only source
ol direct foreign exchange subsidies
for deficit-ridden ventures, then the
outlook seems decidedly more
bleak than it did under Article 75
of the 1983 rules. That article, at
least in principle, appeared to make
the Chinese government’'s own
exchange reserves available to joint
ventures that qualified for special
treatment.

Rules for import substitutes

If the Provisions promise little in

the way ol direct government assis-
tance to joint ventures, they do for-
mally set out a number of interesting
approaches that joint ventures may
take to help resolve foreign exchange
problems on their own.

The first option is to be approved
by the relevant central or local au-
thority as an import substitution ven-
ture. But instead of explicitly stating
that joint ventures producing import
substitutes may sell them for foreign
exchange to Chinese customers, the
Provisions merely state that eco-
nomic relations and trade depart-
ments should “actively support” Chi-
nese units wishing to buy import
substitution products “according to
international prices.” Government
support, however, does not guaran-
tee that import substitution ventures
will find domestic customers able and
willing to pay for their products in
hard currency. The Provisions imply
that Chinese buyers with no other
source of foreign currency will have
to draw upon the already limited pool
of foreign exchange derived from the
excess receipts of joint ventures,
rather than from government funds.
It is therefore unclear if, before con-
cluding a deal, a foreign investor will
be able to obtain adequate assurance
that Chinese customers will have the
foreign exchange necessary to pur-
chase trom the venture.

Equally uncertain is the prospect
that Chinese units with sufficient for-
cign currency will indeed use it to
buy from joint ventures. One venture
trying to use the import substitution
approach reports that convincing
Chinese purchasers to overcome
their customary preference for prod-
ucts from abroad is no easy task, even
if the venture can offer identical
goods at a lower price.

Another section of the Provisions
provides that even joint ventures not
engaged in import substitution may
seek payment from Chinese enter-
prises in foreign currency if they
have the approval of the foreign ex-
change control authorities. Article 8
indirectly implies that no such
approval is needed for foreign ex-
change sales in the SEZs and the eco-
nomic and technological develop-
ment zones of the 14 open coastal
cities, although no published rules
extend this blanket permission.
MOFERT should quickly clarify this
point, particularly in light of last
vear’s foreign exchange scandals in
southern China that have raised con-
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cerns among foreign investors.

New hopes for countertrade?

Another approach the Provisions
sanction is “overall compensation,”
by which joint ventures may “utilize
the sales connections’ of the foreign
investor to sell Chinese products on
the international market. In the past,
many foreign companies have sug-
gested the possibility that, if foreign
exchange is scarce, the foreign party
could take out some of its profits in
the form of a product available in
China. The company could then use
this product in its own operations or
resell it to other users.

In practice, this approach has sel-
dom worked unless the product the
foreign company wants to buy is pro-
duced either by the joint venture it-
sell or by the same ministry as the one
to which the Chinese joint venture
partner is attached. Chinese units un-
der separate authority usually cannot
be persuaded to sell their goods to a
jont venture for renminbi when they
could earn foreign exchange by sell-
ing abroad directly or to a foreign
trade corporation.

The Provisions themselves ofter no
guidance on this still unresolved

problem. One can only hope that, if

MOFERT approves a joint venture (o
carry out “overall compensation,” it
will require the relevant Chinese pro-
ducers to make their products avail-
able for this purpose. MOFERT re-
cently established a special
countertrade division to coordinate
compensation trade efforts (see page
TK), although it remains to be seen
what role this new office will play.
Another complication with the
compensation approach is that, if the
product the foreign company wants
to obtain requires an export license,
then MOFERT must give “‘special ap-
proval” to the transaction. The num-
ber of products subject 1o export li-
censing stood at 235 in February and
is constantly growing. Initial reports
are discouraging: MOFERT, no doubt
under pressure from foreign trade
corporations protecting their
monopolies, has been reluctant to
grant licenses for the export of Chi-
nese products by foreign investors.

Opportunities for currency
trading among joint ventures

Yet another carrot the Provisions
dangle is the opportunity for a for-
eign investor with two or more joint
ventures to use the foreign exchange
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surplus of one to balance the deficit
ol another. This idea has been
floated in the context of so-called
“umbrella ventures, 'several of
which have already been concluded.
In these projects, the Chinese and
foreign investors set up a joint ven-
ture holding company that in turn es-
tablishes several subsidiary ventures.
In negotiating these holding com-
pany deals, the Chinese have indi-
cated that the subsidiary ventures
might be allowed to trade among
themselves to balance their respec-
tive needs for foreign and local cur-
rency. The Provisions imply that,
even when a holding company is not
involved and the same foreign inves-
tor establishes two or more unrelated

joint ventures, some form of cur-

rency trading may be allowed.

The catch is that, before this form
of adjustment may be used, approval
must be obtained from all of the joint
venture parties concerned. It is
highly unlikely that a Chinese party
to a joint venture with a foreign ex-
change surplus would agree to trade
foreign exchange with an unrelated
venture for renminbi—unless the
foreign exchange authorities, who
must also approve the transaction,
will allow the use of an exchange rate
well above the othcial one. Under
current policies, only the offically
posted exchange rate may be used in
joint venture dealings.

Reinvesting profits in export-
oriented ventures

Yet another creative idea con-
tained in the Provisions would allow a
foreign investor short of foreign ex-
change to reinvest renminbi profits
in a domestic enterprise capable of
“newly generating” foreign ex-
change. In addition to obtaining the
40 percent income tax rebate on re-
invested profits promised by the joint
venture tax law, the foreign party
would be able to obtain foreign ex-
change to repatnate from the enter-
prise in which it invests.

Although perhaps the most in-
triguing of the Provision's offerings,
this arrangement, like the others,
raises troubling questions. The re-
investment tax incentive to which the
Provisions refer is interpreted by
China’s Ministry of Finance to re-
quire that the reinvestment be made
in either the original joint venture,
another Chinese—foreign joint ven-
ture, or a new joint venture created
by the investment. If that interpreta-

tion carries over to the Provisions,
then the domestic enterprise into
which the foreign investor places its
renminbi funds will be an equity joint
venture subject to all of the relevant
rules—including the requirement
that the foreign party normally take
at least 25 percent of the equity.

Even assuming a foreign investor’s
excess renminbi profits are sufficient
to meet the 25 percent rule, why
would a Chinese enterprise already
“capable of newly generating foreign
exchange” be interested in sharing
25 percent or more of its earnings
with a joint venture in return for a
renminbi investment? If “newly gen-
erating” means that more foreign ex-
change could be generated with the
assistance of the foreign investor,
then the only types of reinvestments
likely to be approved would be those
in which the foreign company agreed
to assist in exporting the end prod-
ucts. Yet the foreign company’s in-
ability or unwillingness to export in
its original venture may well have led
to the need for reinvestment in the
first place.

If the Provisions leave many issues
open, one thing is clear. If a foreign
investor agrees in the joint venture
contract or feasibility study to assist
the venture in exporting a certain
percentage of its products, and it
fails to meet this quota, the authori-
ties will not make up any resulting
foreign exchange deficit. An investor
wishing to apply for whatever direct
State assistance the Provisions pro-
vide must do so at the initial approval
stage. Presumably, however, the Pro-
visions” various ‘‘self-help” mecha-
nisms described above will, in princi-
ple, be available to joint ventures on
an ad hoc basis during the course of
their operations if the foreign ex-
change situation does not pan out as
predicted in the project’s feasibility
study.

Investors must know where they
stand

One of the first questions that
MOFERT needs to address, even be-
fore interpreting some of the de-
tailed aspects of the Provisions, con-
cerns the relationship of the
Provisions to previous legislation.
Will the foreign exchange stipula-
tions of the 1983 joint venture regu-
lations become obsolete or will they
supplement the Provisions? The Pro-
visions do not directly address this
question, but state generally that if
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any earlier stipulation on the foreign
exchange balance question “con-
flicts™ with the Provisions, the latter
will prevail.

While foreign investors currently
involved in negotiations ponder the
significance of the new Provisions to
their deals, foreign companies al-
ready granted special foreign ex-
change treatment under the [983
joint venture regulations will want to
clarify where they stand. The 1985
Foreign Economic Contracts Law
contains the ambiguous provision
that foreign investment contracts ap-
proved prior to the promulgation of
“may”’ continue to be
implemented according to the pre-
existing regime. Chinese legal offi-
cials interpret this optimistically to
mean that, where more restrictive
rules are promulgated than those in
effect at the time of a contract, the
contract will not be affected; where
an improvement in the regulatory

new legislation

environment occurs, investors can
opt to benefit from it in their existing
deals.

As noted earlier, the Provisions
could well be regarded as offering far
less in the way of direct government
foreign exchange relief than the
1983 regulations. Even if new inves-
tors will no longer be able to rely on
the 1983 provisions, the PRC would
be well advised to publish an official
ruling to the effect that joint ven-
tures already holding foreign ex-
change guarantees broader than
those provided for under the new
Provisions will continue to enjoy the
benefits of those guarantees, while
also being able to partake of the new
approaches to the foreign exchange
problem set out in the Provisions.
Such a ruling, in addition to clarify-
ing the foreign exchange situation it-
sell, would significantly strengthen
the confidence of current and poten-
tial foreign investors in China. %=

PROVISIONS OF THE STATE COUNCIL ON
THE QUESTION OF THE BALANCING OF FOR-
EIGN EXCHANGE RECEIPTS AND EXPENDI-
TURES OF CHINESE-FOREIGN JOINT VEN-

TURES

Article 1. These Provisions are formu-
lated for the purpose of encouraging for-
cign joint venturers Lo establish Chinese—
foreign joint ventures in China and pro-
moting their balancing of foreign ex-
change receipts and expenditures in
order to benefit their production and op-
eratons and the remittance abroad by
foreign joint venturers of the lawful prof-
its they obtain.

Article 2. The products produced by Chi-
nese—foreign joint ventures should be ex-
ported 1o a great extent, Lo generate
more foreign exchange and to achieve a
balance of foreign exchange receipts and
expenditures.

Article 3. In the case of Chinese—foreign
Joint ventures approved and established
according to law whose foreign exchange
receipts and expenditures require adjust-
ment, the matter shall be administered
and resolved at different levels in accor-
dance with the himits of examination and
approval authority.

In the case of Chinese—foreign joint
ventures established with the approval of
the competent authorities of the State,
the competent authorities of the State
shall be responsible for making the ad-
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justment and resolving the matter from
among the foreign exchange receipts of
Chinese—foreign joint ventures within the
entire country. The competent authori-
ties of the State may also make the adjust-
ment and resolve the matter together
with the local people’s governments ac-
cording to an agreed upon ratio. In the
case of Chinese—foreign joint ventures es-
tablished with the approval of the local
people’s governments authorized by the
State Council or entrusted by the compe-
tent authorities of the State, or with the
approval of relevant departments under
the State Council, the respective local
people’s governments or departments
shall be responsible for making the ad-

justment and resolving the matter from

among the foreign exchange receipts of
Chinese—foreign joint ventures whose
establishment they approved.

Article 4. In cases where the foreign joint
venturer provides highly sophisticated
products produced with advanced tech-
nology or key technology, or products of
superior quality that are internationally
competitive, if such products are urgently
needed in China, after the products have
been appraised and found by the depart-
ments in charge to be up to standard,
preferential treatment with respect to the
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proportion of domestic sales and the pe-
riod of domestic sales may be granted
upon approval in accordance with the
limits of examination and approval au-
thority and the examination and approval
procedures stipulated by the State. The
aforesaid domestic sales shall be specified
in contracts signed by the producer and
the purchaser.

The foreign exchange balancing plans
of ventures referred to in the preceding
paragraph shall be formulated by the ap-
proval authority in accordance with Arti-
cle 3, Paragraph 2 of these Provisions.
The foreign exchange balancing plans
formulated by the approval authority
shall be submitted, in accordance with the
administrative hierarchy, to the Ministry
of Foreign Economic Relations and
Trade or to the local economic relations
and trade departments for examination
and comment. After such plans have been
reported to and approved by the State
Planning Commission or the local plan-
ning commission, they shall be incorpo-
rated into the long-term or annual plans
for the use of foreign exchange, and the
matter resolved in this manner.

Article 5. Chinese—foreign joint ventures
that produce products that China needs
to import over the long term or urgently
needs to import may, in accordance with
the quality, specification requirements,
and import circumstances of the products
in question, upon approval of the depart-
ments in charge under the State Council
or the local departments in charge, carry
out import substitution. This substitution
shall be specified in the Chinese—foreign
joint venture contract signed by the two
parties or in the contract between the
producer and the purchaser.

The economic relations and trade de-
partments shall actively support Chinese
end-user units in concluding purchase
and sales contracts, according to interna-
tional prices, with the Chinese—foreign
joint ventures referred to in the preced-
ing paragraph. Their foreign exchange
use plans shall be formulated in accor-
dance with the provisions of Article 3,
Paragraph 2 of these Provisions, and shall
be submitted, in accordance with the ad-
niinistrative hierarchy, to the Ministry of
Foreign Economic Relations and Trade
or the local economic relations and trade
departments for examination and com-
ment. After such plans have been re-
ported to and approved by the State Plan-
ning Commission or the local planning
commission, they shall be incorporated
into the long-term or annual plans for the
use of foreign exchange for imports, and
the matter resolved in this manner.

Article 6. In order to seek to achieve a
balance between foreign exchange re-
ceipts and expenditures, Chinese—foreign
joint ventures may, with the approval of
the foreign economic relations and trade
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deparuments, utilize the sales connections
of foreign joint venturers to market do-
mestic products for export, and carry out
overall compensation. However, in the
case of products that are centrally man-
aged by the State, those for which there
are export quotas and those for which
export licenses must be applied for and
obtained, the matter must be reported to
the Ministry of Foreign Economic Rela-
tions and Trade for special approval.
Without approval, Chinese-foreign joint
ventures must not engage in the business
of exporting such products.

Article 7. 1f a Chinese—foreign joint ven-
ture does not complete the export and
foreign exchange generation tasks it has
undertaken as stipulated in the contract,
and an imbalance between foreign ex-
change receipts and expenditures is
caused as a result, the relevant authorities
shall not undertake the responsibility for
adjustment and resolution of the matter.

Article 8. With respect to products sold by
Chinese—foreign joint ventures Lo enter-
prises with the ability to make payment in
foreign exchange in areas other than the
special economic zones and the economic
and technological development zones of
the coastal open cities, with the approval
of the State foreign exchange control de-
partments, it shall be permitted to com-
pute the price and settle accounts in for-
eign currencies.

Article 9. When the same foreign joint
venturer establishes two or more Chi-
nese—foreign joint ventures within China
(including in different locations or with
different departments), and some of the
ventures have a surplus in the foreign ex-
change portion of their lawful income
while some have a deficit, upon the ap-
proval of the State foreign exchange con-
trol departments, adjustment may be
made and the matter resolved among the
various joint ventures established by the
joint venturer in question.

Agreement to the adjustments referred
to in the preceding paragraph shall be
obtained from all the joint venture par-
Lies.

Article 10. With the approval of the for-
eign economic relations and trade depart-
ments and the foreign exchange control
departments, a foreign joint venturer in a
Chinese—foreign joint venture in which
foreign exchange receipts and expendi-
tures cannot be balanced may, in accor-
dance with Article 7 of the Law on Chi-
nese—Foreign Joint Ventures*®, reinvest
its renminbi profits distributed by the
Chinese—foreign joint venture in domes-

These Provisions were promulgated by the
State Council on January 15, 1986. Trans-
lated by Paul, Weiss, Rifkind, Wharton &
Garrison.

lic enterprises capable of newly generat-
ing loreign exchange or newly increasing
their foreign exchange receipts. In addi-
tion to enjoving the preferential treat-
ment of receiving a refund of a portion of
the income tax already paid, the foreign
venturer may use the foreign exchange
obtained from the newly increased for-
eign exchange receipts of the enterprise
receiving such investment to remit its law-
ful profits abroad.

Article 11. These Provisions shall apply to
Chinese—foreign cooperative ventures
established within China, and to joint
ventures and cooperative ventures estab-
lished in the interior of China by corpora-
tions, enterprises, and other economic
organizations of the Hong Kong, Macau,
and Taiwan regions, and shall also apply
to joint ventures and cooperative ven-
tures established with overseas Chinese
investment.

These Provisions shall not apply to ven-
tures in the finance and insurance fields
established within China by foreign joint
venturers, or to ventures in these felds
established in the interior of China by

joint venturers from the Hong Kong, Ma-

cau, and Taiwan regions.

Article 12. If any stipulation made before
the promulgation of these Provisions re-
garding the balancing of foreign ex-
change receipts and expenditures of Chi-
nese—foreign joint ventures conflicts with
these Provisions, these Provisions shall
prevail.

Article 13. The Ministry of Foreign Eco-
nomic Relations and Trade shall be re-
sponsible for interpreting these Provi-
sions.

Article 14. These Provisions shall go into
eftect from February 1, 1986.

*Note: Article 7 of the “*Law on Chinese—
Foreign Joint Ventures™ provides that:

After payment, pursuant to the provi-
sions of the tax laws of the People’s Re-
public of China, of the joint venture in-
come tax on the gross profit earned by
the joint venture and after deduction
from the gross profit of a reserve fund, a
bonus and welfare fund for staff and
workers, and a venture expansion fund,
as provided in the articles of association
of the joint venture, the net profit shall be
distributed to the parties to the joint ven-
ture in proportion to their respective
contributions to the registered capital.

A joint venture that possesses advanced
technology by world standards may apply
for a reduction of or exemption from in-
come tax for the first two to three profit-
making years.

A foreign joint venturer that reinvests
in China its share of the new profit may
apply for refund of a part of the income
taxes already paid.
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Renewed interest, little action

Countertrade Update

Carolyn L. Brehm

ountertrade is back in the

spotlight as Chinese and

foreign companies grapple

with ways to prolong Chi-
na's buying spree despite the coun-
try’s current squeeze on foreign ex-
change expenditures. But despite
renewed enthusiasm, very little coun-
tertrade has actually taken place.
Countertrade is not a panacea for
China’s foreign exchange problems.
In fact, many businesspeople believe
that it is even more dithcult 1o con-
clude a successful countertrade ar-
rangement today than in previous
years.

Many countries discourage the use
of countertrade and consider it an
inefficient and expensive way to do
business. Nevertheless, using coun-
tertrade as a marketing tool is re-
garded as a necessary evil in foreign
exchange-strapped countries.
Bureaucracy discourages forms of
countertrade

Countertrade 1s a broad term re-
ferring to various trade arrange-

ments that require the purchase of

products as a condition of sales. Bar-
CEE; compensation trade,
counterpurchase, and evidence ac-

counts are all considered forms of

countertrade (see box).

China’s attitude toward counter-
trade has generally been ambivalent
at best. In the recent past, counter-
trade was not emphasized. Cash was
readily available for priority pur-
chases either through regular chan-
nels or gray market trading of
renminbi (RMB) for foreign ex-
change. Instead of countertrade, of-
ficial policy stressed equity joint ven-
tures and technology transfer
because they could generate foreign
exchange while at the same time up-
grading technical levels of key indus-
tries.
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The lack of a central countertrade
policy and facilitating mechanisms
also discouraged countertrade. Chi-
na’'s rigid trade structure, in which
ministries and foreign trade corpora-
tions strictly control well-defined cat-
egories of products, does not pro-
mote flexible interaction among
organizations. To complicate matters
further, the trade decentralization
launched in 1978 gave local entities
greater control over import and ex-
port, and splintered the once-power-
ful foreign trade corporation bu-
reaucracy. Unlike Fastern European
countries, China has never had an
umbrella organization with direct
control over imports and exports or a
central bank mechanism to record
trade credits earned from purchases.
Countertrade transactions that re-
quire crossing ministerial or corpo-
rate lines have failed miserably as a
result.

There are exceptions to this gen-
eral rule. Bilateral barter agreements
with developing countries, for exam-
ple, are actively promoted by Beijing
and orchestrated by MOFERT. Moti-
vated largely by political rather than
cconomic lactors, these arrange-
ments allow for such exchanges as
Chinese rice for Pakistani jute; tea
and cotton for Polish vehicles; and
crude oil for Brazilian steel.

Another deviation from the trend
has been China’s support of com-
pensation trade agreements in which
the foreign party accepts payment

Carolyn L. Brehm is divector of China
operations for General Motors™ subsid-
tary Motors Trading Corporation
(MTC). She moved to Shanghai in June
1984 to set upp MTC's Shanghai office.
The former director of Business Advisory
Services at the National Council, Ms.
Brehm has been a frequent contributor to
The CBR.

for the sale of technology or equip-
ment in the form of goods manufac-
tured with that equipment. This is the
only form of countertrade for which
national guidelines were drawn up as
early as 1978. These simple com-
pensation trade deals work well
within the Chinese trade structure
because the buyer and seller are usu-
ally the same Chinese factory or cor-
poration. According to MOFERT sta-
tistics, more than 1,300 compen-
sation trade arrangements worth
$890 million were concluded from
1978 to mid-1985.

MOFERT's countertraders

In response to the resurgence of
interest in countertrade, and to fill
the void in countertrade policy,
MOFERT formed a new countertrade
division in May 1985, Under the min-
istry’s import and export depart-
ment, the group has a staft of five
and plans to expand. Headed by
Yang Fan, the countertrade division
is charged with coordinating and fa-
cilitating countertrade, although
compensation trade and bilateral
trade agreements are handled by an-
other division.  MOFERT's counter-
trade division expects to play the role
of matchmaker, helping a foreign
company bring together the two Chi-
nese units serving as buyer and seller
in a deal. But rather than initiating
countertrade proposals, MOFERT
will step in only if a deal is in an ad-
vanced stage. MOFERT ofhicials ac-
knowledge that difficulties will per-
sist if the two Chinese organizations
are in different provinces or minis-
tries, and they recommend involving
provincial or municipal trade cor-
porations that have both import and
export responsibilities to coordinate
countertrade arrangements.

MOFERT itself does not intend to
sign countertrade agreements or play
a role as principal in these deals.
MOFERT, moreover, will not pro-
mote countertrade that involves tra-
ditional Chinese export products or
products that might disrupt the nor-
mal business of the foreign trade cor-
porations. A good indication of the
products oft-limits 1o countertrade
arrangements is the list of centrally
controlled commodities that require
an export license—at last count over
230 commodities accounting for
more than hall of China’s exports by
value. MOFERT has indicated re-
cently that all import and export
commodities will eventually be
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COUNTERTRADE
Duixiao maoyi

of countertrade,

BARTER
Yihuo maoyi

agreement or contract.

COMPENSATION TRADE
Buchang maoyi

COUNTERPURCHASE
Fan goumai

EVIDENCE ACCOUNT
Jizhang maoyi
account for the two parties.

OFFSET

SWITCH
Zhuankou maoyi, or zhuanshou maoyi

Chart prepared by Carolyn L. Brehm.

COUNTERTRADER’S LEXICON*

HERE

Refers broadly to various trade arrangements that contain a requirement to
purchase products as a condition for sales, or that involve payment for the sale of
goods or services with goods. Compensation, counterpurchase, and switch are types

R E

A one-time exchange of product for product, normally performed under a single

HERE

Involves technology and/or equipment that is sold and paid for in full or in part
by goods manufactured with the technology or equipment. The foreign partner
accepts responsibility for marketing the finished goods outside China.

8k

A sale to China that is paid for in goods that are not made from or related to the
imported product, equipment, or technology.

KRR

The foreign or Chinese parties agree to balance sales with purchases over a
period of time, normally two to five years. The Bank of China keeps records of the

EEAE

A counterpurchase obligation on the part of the foreign partner, associated with
a large ticket purchase of capital equipment or a turnkey plant.

#oWE, BFEHA

Involves a third party that is brought into a countertrade arrangement to accept
goods that the original foreign company is unable to use or market itself. This is also
known as a three-way counterpurchase deal.

* Revised and updated from The CBR, Sept-Oct 1983,

placed under license.

The countertrade division contin-
ually updates a lengthy list of prod-
ucts available for countertrade that
currently includes raw cotton, jute
bags, black tea, minerals, machinery,
PV products, and steel products.
But an American trader noted that
most of the approved products are
predictably in oversupply on world
markets or are not competitive due to
poor quality.

Creative solutions proposed

Although it s too early to know
how helpful MOFERT's countertrade
division will be, a number of compa-
nies are already proposing creative
methods to resolve obstacles to coun-
tertrade in China. Delegations from
several major American corporations
have visited Beijing in recent months
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to discuss the feasibility of various
countertrade schemes to sweeten im-
port deals and expensive capital-
intensive projects. As one hope-
ful Hong Kong-based banker
put it, “Countertrade’s time has
come.”’

General Foods Corporation spon-
sored a seminar in January in Beijing
and Shanghai on “"International
Trade Certilicates™ (I'TCs). Pro-
moted worldwide by General Foods’
trading arm, the concept involves an
imternationally accepted document,
the I'TCLissued by aseller to a foreign
buver. The cerufcate, validated by
the seller countrv’s central bank,
grants the foreign buyer the right to
sell products back 1o the country for
pavment in foreign exchange or to
sell the certficate to another ex-
porter. For example, a Chinese tor-

eign trade corporation would issue
an I'TC to a US firm that has bought
Chinese goods. With this docu-
mented proof of its purchases, the
US firm should then find it easier to
sell products back 1o China and be
paid in foreign exchange. Czech-
oslavakia recently approved the use
of I'TCs, and some 17 countries are
said 1o be studving the proposal.

According to a foreign banker in-
volved in the seminars, the Chinese
think I'TCs are a good idea, but im-
plementing measures must still be
worked out, and “no one wants to
commit to trading awav foreign ex-
change revenues.” As with most new
concepts, the Chinese are likely to try
I'TCs on a case-by-case basis rather
than mtroduce them as a general
policy.

In what could be a precedent for
countertrade that crosses bureau-
cratc hines, McDonnell Douglas an-
nounced the formation of a trading
company in December 1985 to pur-
chase $300 million in Chinese prod-
ucts for export. McDonnell Douglas
and the Shanghai Aircraft Industrial
Corporation are assembling MD-82
aircraft in a coproduction agree-
ment. lo fulhill McDonnell Douglas’
oftfset commitment, the trading com-
pany has obtained preliminary ap-
proval to purchase products outside
the purview of McDonnell Douglas’
Chinese partner, including raw ma-
terials and general industrial prod-
ucts, although no purchases have
been made vet.

Another precedent-setting offset
proposal was discussed during Chi-
na's negotiations earhier this vear
with Kraftwerk Union, a subsidiary of
West Germany's Siemens AG, for a
$1.64 billion nuclear power plant.
Although the project became a victim
of retrenchment in China’s nuclear
industry plans, Kraftwerk had
planned, with West German govern-
ment backing, to bring in the metals
conglomerate, Metallgesellschaft, 1o
take back up to half the project’s cost
in tin, tungsten, antimony, copper,
and other metallurgical products
from China.

A number of companies have also
approached MOFERT about estab-
lishing an evidence account on the
central level to balance China-wide
sales with purchases. In some cases,
foreign traders want recognition and
credit for the foreign exchange they
have generated through purchases in
China. In other situations, particu-
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larly those in which a company is ac-
cumulating RMB from joint venture
sales or sales of products on the local
market, a central accounting svstem
for purchases of Chinese products
for foreign exchange might help es-
tablish a case for allowing exchange
of RMB into a convertible currency.
This would go a long wav to facilitate
the difficult problem of repatriation
ol profits

Central coordination plays key
role

But centrally administered evi-
dence accounts do not address the
fundamental problem with counter-
trade—how a Chinese
entiny \('”i!l_}_’. gqrn(l\ fon lnl('i“.{ll L
that 1t
to engage in countertrade
The difficuliy of
sharing
bureaucratic

Lo convinee

change is in their interest
instead.
transferring o1
foreign exchange across
makes
countertrade far less appealing 10

Chinese units than other

boundaries

forms of
trade.

One foreign resident attempting 1o
structure a deal cites the
of countertrade
trade

ignorance
Chinese
a real hindrance.
Any successful deal, he

among
ofticials as
- believes, re-
quires the foreign side 1o organize all
elements of the program, including
the sale of products 1o China, the
identification of Chinese products to
be taken back, and the third party to
whom the products are sold.

Despite MOFERT's attempt to fa-
cilitate deals, it 1s
doubtful the ministry has the power

countertrade

to direct ministerial on provincial
units (o :tllv])rl‘lh" Only in the most

prominent and capital-intensive
McDonnell
Douglas coproduction venture or the
aborted Kraftwerk nuclear power

plant deal, will the central authorities

l)]‘uit'tls‘ such as the

be in a strong enough position
to make work.
then, foreign companies may de-
mand a better selection or more com-

countertrade Even

petitive list of Chinese products o
export.

Although countertrade appears to
be an attractive short-term proposi-
tion in these tmes of ught foreign
exchange,
Chinese

the long-term direction of
reforms
against its widespread use. As import
and (‘X])Ull ])n\\('l'\ become more de-
centralized, it may bhe
difficult 1o achieve the coordination
necessary to pull off a successful
countertrade deal. o

CCOITONIC drgues

increasingly
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Reach the
fastest

food industry §aiee =
in the world
with FOOD PROCESSING

In 1986, FOOD PROCESSING's third annual Chinese
Language Edition will be published in conjunction
with the Chinese Ministry of Light Industry. Over 10,000
copics will reach all segments and sectors of the food
industry of the People’s Republic of China. Over 9.000)
copics will be directly addressed to either the director or
chief engineer of the food enterprise.

Planning,. translation, and printing is again being done in
conjunction with the Ministry of Light Industry in Beijing.

Inquiries/Follow-u

As a service to advertisers, FOOD PROCESSING translates
all inquiries and provides address labels/names in both
English and Chinese. Advertisers have received over 15,000
inquirics from more than 3,200 food processors/ readers.
Black & White Advertising Rates:

Y2 page (horiz.) $1590, 1 page $2850

Complete translation and Chinese advertisement prepara-
tion services are available. For more details, complete rates
and copy of 1985 Chinese issue — contact Roy G. Hlavacek,
Publisher, FOOD PROCESSING. Putman Publishing Co.,
301 E. Erie St Chicago, IL 60611, 312/6:4-4-2020).

Food
Processing

THE MAGAZINE OF THE FOOD INDUSTRY.
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Little-known resource f()’r foreign firms

Provincial Liaison
Offices in Beijing

Andrew Ness

oreign companies trying to

gather information in

China may want to add to

their list of contacts the
Beijing liaison offices maintained by
cach of China’s provinces, autono-
mous regions, and provincial-level
municipalities. These offices form a
little-known resource on provincial
projects and priorities, and can be
helpful in the often-frustrating task
of gathering trade and investment in-
formation in China.

Companies are well-advised to
learn as much as they can about the
sectors and organizations that inter-
est them before going to China, since
Chinese host organizations often
know little about what others are do-
ing and are primarily interested in
promoting projects under their own
Jurisdiction. Once in China, compa-
nmes may be able to benefit from the
regional perspectives offered by the
liaison offices. And they can take ad-
vantage of the ofhces” free informa-
ton on selling, supplying technology,
and investing in the provinces and re-
gions—without having to leave
Beijing.

Network of offices aids in
domestic supply and procurement

First established in the early 1950s,
the Beijing haison ofhces™ primary
responsibility is to represent pro-
vincial interests before the central
government and relay central gov-
crnment direciives back to the prov-
inces. The offices also act as legal
watchdogs for their provinces, taking
up the cudgel in disputes with central
government organizations, and pre-
senting the provinee's side of the ar-
gument before an arbitration panel
i the State Council,

Fach liaison ofhice in Beijing main-
tains three departments: a general of-
lice, in charge of political haison
work: a guest house, responsible for
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receiving provincial officials in Bei-

jing on business and supporting their

work in the capital; and a business
department. The liaison ofhces are
tvpically at or just below the level of a
bureau within the provincial govern-
ment hierarchy, giving them consid-
erable administrative clout.

Since 1984 the business depart-
ments of cach laison office have
been allowed to deal directly with
foreign firms. Previously, each busi-
ness department focused exclusively
on representing the province’s or re-
gion’s commercial interests in Beijing
and promoting economic coopera-
tion between the province and other
regions of China

Most provinces also maintain liai-
son offices in Shanghai, Guangzhou,
Shenzhen, and one or two other ar-
cas with which they have especially
close trade or industrial relations.
But these liaison offices generally
have more specialized missions and
less authority than those in Beijing.
One of the most important services
they perform is helping to procure
production supplies and sell above-
plan production to other provinces.
Since Shanghai is the most important
market for above-plan production
supplies. provincial liaison offices
there are mainly engaged in procure-
ment—ensuring that their home
provinces get the full quota of pro-
duction materials allocated to them
under the State plan, and making up
for provincial shortfalls by purchas-
ing above-plan production supplies.
The Guangzhou and Shenzhen liai-
son offices are responsible for ex-
porting those commodities left over
alter the provinces have fulfilled the
export quotas assigned to them by
MOFERT.

Remote and underdeveloped prov-

Andrew Ness s deputy vepresentative of
the National Council’s Beijing office.

inces and regions are more likely 10
maintain a broad network of liaison
offices than easily accessible ones.
Ningxia, for example, with its popu-
lation of only 3 million and prodi-
gious appetite for production mate-
rials, technology, and investment,
maintains eight liaison offices nation-
wide. By contrast, prosperous
Guangdong, with a population of
over 60 million, maintains liaison of-
fices only in Beijing and Shanghai.

When to use the liaison office

By the same token, the more re-
mote and previously overlooked a re-
gion is, the greater the importance it
attaches to the foreign business de-
velopment functions of its liaison of-
fice in Beijing. Although offices in
other cities are allowed to supply in-
formation to foreign companies, the
Beijing liaison offices in particular
are viewed as convenient places for
out-of-the-wav regions to make con-
tact with foreign companies and
organizations.

Among the functions performed
by the Beijing liaison othces are the
staging of press conferences to unveil
priority projects for which provincial
governments are seeking foreign
technology and investment. All the li-
aison offices have lists of such proj-
ccts on hand. Companies seeking
more information about already pub-
licized projects, ongoing negotia-
tions, or updates on contracts al-
ready signed would be well advised 1o
visit the Beijing liaison ofhce of the
province concerned.

The Beijing laison ofhices can help
companies with little previous experi-
ence in China to establish initial con-
tact with provincial foreign trade and
industrial organizations or arrange
an anspection tour of facilities in the
province. The liaison offices also usu-
ally have up-to-date information on
opportunities for foreign firms in-
volving traditional products that the
region excels in producing, such as
the wool of Xinjiang, the furs of
Ningxia, or the ceramics of Jiangxi.

Business departments within the
Beijing liaison ofhces are not full-
fledged business consultants, how-
ever. Thev offer foreign companies a
direct line of communication to their
provincial governments, but exercise
little independent decision-making
power. Exceptions are the Ningxia
and Nei Mongol haison othcees, both
of which are empowered to sign let-
ters of intent on behalf of their re-
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gions’ enterprises, and the Xinjiang
oftice, which can sign commodity im-
port and export contracts on behalf
of the region’s foreign trade cor-
porations.

Although some business depart-
ments will soon include permanent
representatives from the province's
economic bureaus and departments,
most are still staffed by generalists,
rather than specialists in industry or
foreign trade. And because these
business departments are nonprofit
government service organizations,
they are usually not as highly moti-
vated as organizations with a direct
monetary stake in promoting Sino-
foreign economic ties. For this rea-
son, foreign businesspeople hoping
to glean valuable information must
be willing to invest time and effort to
build up relations of trust with the
provincial staff.

Pros and cons of the provincial
perspective

A survey of 14 US company repre-
sentative ofhces in Beijing revealed
that only four of them had ever used
the services of any of the Beijing pro-
vincial haison offices, and some were
unaware that the haison offices even
existed. Many companies claimed
their business required working di-
rectly with long-standing personal
contacts in foreign trade corpora-
tions within the provinces, while oth-
ers reported that understatfing per-
mitted them little time 1o deal with
minor playvers like the liaison offices.
Most companies relied mainly on
their host organizations in China for
general advice.

But there are times when the pro-
vincial laison offices mav be able to
provide a useful provincial perspec-
tive for foreign firms. Those compa-
nies that have gone to the liaison
offices were given assistance in con-
tacting provincial trade authorities
and attending provincial exhibitions,
information on provincial projects
and industrial capabilities, and data
and back-up support for ongoing ne-
gouations with provincial authori-
Les.

In approaching the business de-
partments of the Beijing provincial
liaison ofhces, remember that their
task is solely to promote the interests
of their provinces, and their strong
loyalties to provincial authorities
color any information they might
provide. However, this loyalty can
work in the interest of a foreign com-
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BUSINESS DEPARTMENTS OF THE LIAISON
OFFICES IN BEIJING

. as

The Xinjiang provincial liaison office in Beijing.

Henan. Guangqumennei. Tel: 751287,
Hubei. Baishigiao Lu. Tel: 896256.

Jilin. Zhubaoshi Lu. Tel: 333801,

Shaanxi. Toufa Hutong. Tel: 666040.

Shanghai. Beichang Jie. Tel: 657046.

Tianjin. Heping Jie. Tel: 463017,

Anhui. Hepingli Xijie, Beikou. Tel: 465093,

Fujian. Deshengmenwai, Madian. Tel: 669331.

Gansu. Hepingli Xijie, Beikou. Tel: 464020.

Guangdong. Beiwacun Lu. Tel: 893757,

Guangxi Zhuang Nationality Autonomous Region. Donghuan Nan Lu. Tel: 782048,
Guizhou. Hepingli Xijie, Beikou. Tel: 465253,

Hebei. 7Zhuiba Hutong, Dianmennei Dajie. Tel: 442031,

Heilongjiang. Fuxingmen Bei Lu. Tel: 867495,

Hunan. Xuanwumen Xi Dajie. Tel: 341531,
Jiangsu. Xuanwumen Xi Dajie. Tel: 341531 ext. 225.
Jiangxi. Qianmen Xi Damochang. Tel: 755569.

Liaoning. Maxian Hutong, Dongdan. Tel: 554653,

Nei Mongol Autonomous Region. Chongwenmennei Dajie. Tel: 557904,

Ningxia Hui Autonomous Region. Andingmenwai, Fengsiting Hutong. Tel: 447587.
Qinghai. Hepingli Xi Dajie, Beikou. Tel: 466749.

Shandong. Xiaojiangfang Hutong, Xichengchu. Tel: 654415,

Shanxi. Langfang Toutiao. Tel: 332386,
Sichuan. No. 5 Gongyuan Xijie Toutiao, Jianguomennei. Tel: 551114 ext. 401.

Xinjiang Uygur Autonomous Region. No. 23 Sanlihe Lu. Tel: 890141 ext. 360,
Xizang (Tibet) Autonomous Region. Gulou Xi Dajie. Tel: 443658,

Yunnan. Hepingli Xi Dajie, Beikou. Tel: 466575.

Zhejiang. Beitaipingzhuang, Madian. Tel: 2011148,

Addvresses of the provincial liaison offices in the cities of Shanghai, Guangzhou, and
Shenzhen are available from the National Council for US-China Trade.

pany, providing them with a source
of information devoid of a Beijing
bias. If companies rely only on na-
tional-level corporations, ministries,
and bureaus to provide information
about potential investment partners,
they run the risk of learning onh
about centrally administered fac-
tories that are targeted for foreign
assistance.

Provincial liaison ofhices in Beijing
provide their own perspective on
economic priorities in the provinces.

Consulting them ensures that foreign
firms do not overlook qualified pro-
vincial entities in the search for ap-
propriate partners in China. This
sort of cross-checking is increasingly
indispensable given the looser, but
more complex, web of lovalties and
atfiliations emerging under decen-
tralization. As the Beijing represen-
tative of one US company recently
noted, “'In a country like China, it is
simply impossible to have too many
channels of information.”
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Pace-settz‘ng province tackles foreign investment pmble_ms

ujian’s Open Door Experiment

ujian Province has set the
pace for much of China's
open door strategy. Draw-
ing on a large overseas
Fujianese community willing to in-
vest in the homeland, the province
has attracted more than $600 million
in pledged foreign investment and
close to $150 million i foreign loans
and credits over the past five vears.
At the same time, success has
brought problems. While the number
of joint ventures has increased rap-
idly, the share of foreign investment
coming from Hong Kong and Macau
remains high, although it dropped
from 90 percent to 70 percent dur-
ing the last two vears. This high rate
makes Fujian captive of a single
source of income and vulnerable to
the charge that the provinee is able o
attract investment only from rela-
tives. And despite its relative success
in ;I|l|;u[il|g overseas investment,
Fujian is stll burdened with many of
the same trade and foreign exchange
problems that aftlict other open ar-
cas throughout the country.

Pioneering development with
foreign funds

For many vears Fujian was consid-
ered arisky site for large-scale invest-
ment due toits proximity to Taiwan.
Now, with Beijing’s push for reuni-
fication, Fujian’s strategic location
has become an asset: in recent vears
the provinee has been expected (o
showcase development on the main-
land and serve as the economic and
trade hink to Taiwan.

Many vears of neglect left Fujian
with a poor infrastructure, but s1g-
nificant improvements have been
made since 1980, Total provincial
capital construction expenditures ex-
ceeded ¥2.0 billion from 1980-85, of
which ¥ 1.7 billion was spent in the
Niamen SEZ alone. By 1984 Xiamen
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Victor Falkenheim

boasted four new berths at Dongdu
Port, an expanded airport, and basic
factlivies at Huli Industrial Park, the
industrial and processing zone north-
west of the iy, Meanwhile, the pro-
vincial capital of Fuzhou spent ¥750
million on capital construction, re-
dredging Mawer harbor and similarly
adding four new berths, bringing the
total cargo handled at Mawei to 3.5
million tonnes mm 1985,

The money for these and other
Large-scale development projects
came from a variety of sources, both
foreign and domestic. Perceived as a
financial imnovator, Fujian has been
very successtul i tapping overseas
sources of funds. The NXiamen airport
expansion was funded by Kuwaiti
banks, and the first phase of expand-
ing the provinee's merchant fleet
(which grew from 30,000 tonnes 1o
over 100,000 tonnes between 1979
and 1985) was assisted by $38 million
i loans from the First National Bank
of Chicago. To help the province re-
lieve chronic power shortages, Ku-
wail lunded construction of the
Shaxikou hvdropower facilitv (ex-
pected to come onstream in 1989),
and the World Bank is assisting with
the inancing of a 1.4 billion-kilowatt
(kw) hvdropower station at Shuikou
scheduled for construction in the
19905,

Innovative provincial financiers
But foreigners are not the only fi-
nancial bhackers of provincial devel-
opment. The provincially owned
Fujian Investment and Enterprise

Victor Falkenheim is professor of politi-
cal sctence and charrman of the Depart-
ment of Fast Astan Studies at the Univer-
sity of Toronto. His research interests
include China's open coastal cities, spe-
cial economic zones, and the adminis-
trative aspects of economic reforms.

Corporation (FIEC) helped Fujian
become the hirst province to raise
funds through an overseas bond issue
with a J¥5 billion issue in Japan in
1983, The province pioneered again
last November with the first non-
Bank of China guaranteed bond issue
I'he J¥10 billion issue,
which received an AA minus rating,
will help fund an oil refinery in the
Meizhou Bav area, the Kodak-
equipped Xiamen Sensitive Materials
Corporaton, and the Xiamen Avia-

i Japan,

ton Companv. The province report-
edlv plans a $50 million dollar-de-
nominated bond issue in Europe
later this vear.

A pathbreaking consortium set up
in 1983, the Xiamen SEZ United
Development Corp., links five Hong
Kong and Macau banks with the FIEC
and the Xiamen SEZ Construction
and Development Corporation. The
consortium has funded industrial
and commercial construction and,
most recently, provided leasing for
the Xiamen Overseas Electronics
Consortium, a new joint venture
planning 1o upgrade electroncs pro-
duction lines in 13 factories.

China’s first joint venture bank,
the Xiamen International Bank, links
the FIEC, the provincial branch of
the Industrial and Commercial Bank
of China, and the Hong Kong Panin
Finance Group. Formed in late 1985,
the bank provides both commercial
and investment banking services.
Xiuamen SEZ authorities view it as
part of a planned large-scale reform
of the banking system, which will pre-
pare the zone for its future role as
a {ree port by integrating a cen-
tral bank, a regional bank (plans
for a bank with capital of ¥100 mil-
lion are currently awaiting approval
from Beijing), two joint venture
banks, and several foreign bank
branches.
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Xiamen SEZ expands its role

A large portion of the province has
been opened 1o foreign investment
and trade through three officially
designated investment zones: the
Xiamen Special Economic Zone
(SEZ), the

Fuzhou,

open coastal city of
and the Southern Fujian
Economie Zone.

Xiamen's Huli Industrial Park. au-
thorized by the State Council as one
of China’s four SEZs in 1979, was the
first focal point of Fujian’s efforts 1o
atiract LLocal
pressures and the national desire 1o

loreign investment.

expand the open door policy
prompied a broadening of the scope
and functions of the Xiamen SEZ in
July 1985 to encompass all 131
square kilometers of Xiamen munici-
pality and the island of Gulangyu. Re-
designated a “comprehensive” zone,
the scope of Xiamen SEZ widened
from being an export-oriented indus-
trial zone to include commerce, tour-
ism, and overall industrial develop-
ment.

Xiamen SEZ’s careful selection of
projects that emphasize technology
and mdustrial manufacturing over
simple export processing has enabled
it to avoid some of the criticism re-
cently directed at other SEZs. For in-
stance, the SEZs have
of focusing on processing instead ol

been accused

introducing widely applicable tech-
nology and management skills. Since
NXiamen's processing operations in
1984 netted only $8 million in fees,
accounting for less than 2 percent of
provincial foreign exchange earn-
ings, the zone has not received the
scrutiny of Shenzhen, where process-
ing accounts for 10 percent of for-
eign exchange revenues.

But Xiamen has run into other
problems. Critics point to overbuild-
ing: many buildings in the Huli park
are stll without tenants. And al-
though the has autracted
high-profile investments from R. J.
Reyvnolds and Wang Laboratories,

Huli zone

Inc., few other large-scale projects

conforming to zone policies have
been forthcoming, and the pace of
industrial output has been slow as a
result.

I'he national government’'s en-
facilities ar
duty-free

dorsement of
Xiamen,
transhipment and processing center,
should encourage more invesunent.

free port”
mcluding a

The free port plans are being imple-
mented gradually, with the first step
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to commence next vear. If Xiamen
does become a free port, and realizes
its plan to raise the annual handling
capacity to over 20 million tonnes by
the vear 2000, the city may become
the major regional trading center for
southeastern China.

New investment areas define roles
and interrelationships

In 1983 Fujian provincial planners
realized that Xiamen alone could not
carn enough foreign exchange to pay
for the province’s industrial growth
plans. Their solution was to designate
the entire southern Fujian area, in-
cluding the three cities of Xiamen,
Quanzhou, and Zhangzhou and their
11 subordinate counties, as an open
“economic zone’ early in 1985, Cre-
ation of a broader economic unit en-
courages agricultural exports from
the province's interior, such as fruit,
to take advantage of Xiamen's port
facilities. Formation of the Southern
Fujian Economic Zone has also stim-
ulated work on road development
and Quanzhou harbor moderniza-
tion, while strengthening the existing
natural links between the port cities
and the agriculturally oriented inte-
rior.

An integrated plan for the region
attempts to eliminate competing fa-
cilities. For example, since Xiamen
possesses advanced canning technol-
ogy, excessive canning capacity in the
province’s interior is now discour-
aged. While Zhangzhou will continue
to operate its established canning
factories, it has agreed not to buld
new factories. In return, a pulp and
paper plant based on canning resi-

dues, originally planned for Xiamen,
will now be built in Zhangzhou,
closer 1o raw material supplies.

The spring 1984 designation of
Fuzhou as one of China's 14 open
coastal cities targeted northern
Fujian and the lower Min River valley
for foreign investment for the first
time. Although Fuzhou was not
among the four priority open cities
slated for central funds in the cut-
back of the 14 coastal cities policy in
mid-1985, the city has proceeded
with the development of both its own
economic and technical development
rone at Mawei and a fishing /fish pro-
cessing zone several miles downriver.
Fuzhou has done well in attracting
investment, trailing only Shanghai,

Beijing, and Tianjin in the number of

foreign investment contracts signed
in the hrst halt of 1985,

Provincial planners originally envi-
sioned an integrated plan for the
province, with Xiamen entering in-
ternational markets wearing a “light
pack™ (electronics and light industry)
while Fuzhou “shouldered respon-
sibility for the rear’—i.e., heavy in-
dustry, chemicals, and machinery.
I'he division seemed logical since
Fuzhou was already the heavy indus-
trial center of the province, with
twice the industrial output and num-
ber of enterprises of Xiamen. But in
practice, since each area makes its
own investment decisions, guidelines
are often ignored in the effort to ob-
tain any project that will jusufy their
investment in infrastructure. Thus
Fuzhou is competing with Xiamen
for electronics projects. As a result of
this competition, the 50 electronics

The Heping wharf at Xiamen port.
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lines imported by the province dur-
ing the last four vears have lifted
it from 16th to sixth nationally as a
producer of electronic equipment.
A recent guidelines
recognizes this changing reality, and
encourages Fuzhou to develop elec-

shift in

[1_'ugli¢;<, as \_W‘” as ln(ul Inlcu t_"iﬁing

and forestry.

Joint ventures pick up speed after
a slow start

Fujian is beginning to see the pay-
off for its broad and innovative
development strategy. Foreign in-
vestment surged dramatically during
1984 and 1985 with the completion
of key construction projects and the
rapid expansion of areas open to in-
vestment. OF the provincial total of
304 joint ventures signed between
1980 and 1984 (134 equity joint ven-
tures, 162 cooperative ventures, and
eight wholly foreign-owned ven-
tures), 262 were signed in 1984
alone. In the first nine months of
1985, 327 additional venture agree-
ments were signed, most involving
tourism, commercial and residential
development, as well as electronics,
chemicals, and aquatic industries.
Fifty of these projects were capital-
ized at more than $1 million, includ-
ing 14 at more than $5 million and
seven exceeding $10 million. Foryy
percent of Fujian’s investment re-
mains centered on the Xiamen SEZ,
where contracts for 144 projects
worth $474 million were signed dur-
ing 1985.

Although 46 percent of investment
in the Xiamen SEZ durig the 1980—
85 period went to manufacturing and
industrial projects, the majority of
other provincial investment projects
focused on nonproductive tourism
and commercial development, where
returns on i]!\('?-llli('lll can IN' re-
couped fairly rapidly. Thus, joint
ventures have not significantly in-
creased the province’s industrial out-
put. The output of Xiamen's foreign
joint ventures was only ¥70 million in
1984, less than 5 percent of the city's
total industrial output. However, au-
thorities expected exponential
growth in joint venture output dur-
ing 1985, based on the hope that two
to three new joint venture factories
will come online. Fujian’s goal for the
next five vears is to boost the propor-
tion of industrial joint ventures to 60
percent of the total. The target ap-
pears achievable considering that
Shenzhen, with a two to three year
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head start, has already surpassed this

goal.

The quest for foreign exchange
Perhaps the biggest problem is the
fact that joint venture operations
have not significantly boosted
Fujian’s foreign exchange reserves
through export earnings. Provincial
analysts report the average 1984 rate
of foreign exchange earnings was a
disappointing 12.5 percent. Al-
though Fujian’s exports jumped
from $202 million in 1978 1o $380
million in 1981, they remained disap-
pointingly flat for several subsequent
vears, exceeding $400 million only in
1984. The picture may be improving
due to a vigorous export promotion
program—exports carned $465 mil-
lion in 1985—but over the past five

years Fujian’s import expenditures
have also increased. Even though the
province consistently exports far
more than it imports, its voracious
appetite for foreign exchange means
that Fujian cannot relax its export
drive.

One consequence of the gap be-
tween foreign exchange needs and
supply is a slowdown in the pace of
enterprise technological renovation.
Of the 718 renovation projects in-
volving foreign firms approved be-
tween 1979 and 1984, only 473 had
reached final contractual form by
year-end 1984, and only 239 were in
production. The foreign exchange
bill for the province's 1985-87 tech-
nical import plan alone comes to
$150 million annually. Even in the
relatively advanced Xiamen zone, the
$20-%50 million per year in export
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carnings falls far short of meeting the
need for funds 1o upgrade the citv's
plants.

Under provincial policy guidelines,
enterprises equipped with new prod-
uct lines or key equipment are ex-
pected to begin recouping expenses
through export earnings within two
to three vears, a timetable that can-
not always be met. The Fuzhou Me-
dinm Density Fiberboard Plant, a do-
mestic joint venture involving
provincial and national building ma-
terials agencies, demonstrates some
of the problems. Specialized equip-
ment ordered from a US plant and
shipped to China in 1982 was sup-
posed 1o be fully operational by the
end of 1983, However, a dispute
over defective equipment has vet to
be resolved, and the iberboard plant
is mired in debt and unable to repay
its Bank of China foreign exchange
loans. Onlv high-level government

intervention enabled this firm, origi-
nallv hailed as a model project, 1o
stave oft ll)”.l')\(',

In other cases, bureaucratic obsta-
cles delay or obstruct ilnplrl]l('nl;l—
tion of approved renovation plans.
Only three out of the 30 projects ap-
proved in Quanzhou in 1983 re-
portedly got off the ground due
to conflict between the bank,
light industrial bureau, and customs
over where equipment should be
mstalled.

Fujian can be legitimately proud of
the leading role it has taken in devel-
opment and investment strategy. Bui
for Fujian to move ahead as a show-
case of industrial development using
foreign investment, the province
must work in tandem with national
authorities 1o solve the foreign ex-
change and other problems that are
hampering the growth in foreign in-
vestment throughout the counuy, =

New d('v(}lopmmt strategy relies on diverse

sources of support

Northwest China:
Shifting Gears

Valerie ). Chang

orthwest China was once

an integral part of the

nation’s economy, when

the Silk Road snaked
through the region and brought trad-
ers and goods from Central Asia into
the Middle Kingdom. Todav, how-
ever, 1t has become a modern-dan
outhack that Tags far behind the rest
ol the country in economic develop-
ment. The five provinees and regions
ol the northwest—Shaanxi, Ningxia,
Gansu, Qinghar, and NXinjiang
count for 32 percent of China's total

dc-

land area but currentlv contribute
only 5 percent of the country’s total
agricultural and industrial output
The northwest is sparsely popu-
lated and underdeveloped, but holds
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vast potential for economic growth.
Large reserves of oil and coal remain
untapped. The region is the deposi-
tory for manv minerals; 115 are
found in Xinjiang alone. Expanses of
pastureland well-suited to animal
husbandry are underutilized.

A shortage of funds, technology,
and transport facilities have pre-
vented greater exploitation of these
resources. he northwest has tradi-
tonallv relied heavilv on the central
government for what funds it had,

Valerie | Chang, an MA candidate at
the Johns Hopkins School of Advanced
International Studies, has previously
written on agricultural mechanization

for The CBR.

and now even this is set to change. At
the August 1985 conference on
“Fconomic Development of China's
Western Region,” provincial and re-
gional authorities acknowledged a
cuthack i State funding that will
spare only those large projects too
costly for local governments.

Ihe region has responded by step-
ping up the search for alternative
sources of funds. Government rheto-
ric contnues to call for developing
the northwest so that it can become
an industrial base in the 21st century,
but achieving this goal mav be impos-
sible if the region does not succeed in
diversifving its base of support.

Transportation needs are great

Large-scale development of the
northwest is hindered by a poor
transportation system, and the cen-
tral government won’t be offering
much help in the near future. The
Seventh Five-Year Plan allocates ap-
proximately ¥335 billion for railway
development nationwide, but gives
priority to lines in the congested
northeast and coastal areas.

Recent press statements reiterate
the government's commitment 1o ex-
tending a rail line from the east coast
through the northwest to Iink up with
a Soviet line at the Alataw Pass, in
order to merease trade with Central
Asia, the Middle East, and Europe.
But this project has been on the
books since the Second Five-Year
Plan (1958-62) and is sull far from
complete. Construction now focuses
on a 240-kilometer section running
from Ninpang's capital of Urumgi
westward 1o Usu. The Minisury of
Railwavs s providing approximately
half of the funding for this ¥200 mil-
lion expansion project, with local
government moneyv making up the
Formerlv, this tvpe of
project would have been funded
solely by the central government, but

balance

now the autonomous region is de-
pending on a combination of central
and local money.

The line from Urumgi to Usu s
actually of littde consequence to over-
all rail system plans in the northwest,
Several other rail lines will be more
mmportant to the region, but funds
for them mav be even harder to se-
cure. More direct lines to western
coal fields and oil processing centers
are badlv needed. For instance., cur-
rent rail capacity is simply insuth-
aent to move large quantities of coal
from the northwest to the east. The
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northwest holds approximately 32
percent of China’s total coal re-
serves, but accounts for only 11 per-
cent of the nation’s coal output.
Large western coal mines—=Shenmu
in Shaanxi and Huating in Gansu—
will not be developed anvtime soon
because there is no money to build
the necessary new spurs to connect
the mines with the rail svstem.

Development of the northwest’s oil
industry may also be hampered by in-
adequate rail lines. Should extensive
exploration now underway in
Xinjiang reveal significant oil re-
serves, better transportation will be
vital. Eventually, the Chinese govern-
ment could build a pipeline from
Xinjiang to the east, but untl finds
large enough to warrant such an in-
vestment are made, the mefhcent
rail system would be the only alterna-
tive. The Karamay field, which now
inn(luu‘& 40,000 barrels per day, is a
day’s train trip from the nearest ma-
jor refinery.

Generating power for eastern
industries

In contrast to the transportaton
sector, the central government has
lavished substantial resources on
power development in the northwest,
but even this is primarily to benefit
castern industries rather than sup-
port nascent industries in the north-
west, The northwest is endowed with
rich hvdropower and coal resources,
and in the period 1981-85 the State
invested close to Y3 billion in the re-
gion’s power industry, raising the an-
nual output by 5.3 percent. Con-
struction accelerated on two large
hvdropower stations—Longyvangxia
on the Yellow River in Qinghai and
Ankang on the Han River in
Shaanxi—and five power plants were
expanded or built: Qinling (Shaanxi),
Qiaotou (Qinghai), Liancheng
(Gansu), Dawukou (Ningxia), and
Hongvanchi (Xinjiang). The Seventh
Five-Year Plan calls for completing
construction on the Longvangxia
and Ankang hydropower stations,
which will increase capacity by over
2,000 megawatts (mw), and for rais-
ing the installed capacity of these and
other northwest power plants by
1,000 mw to a total of 11,000 mw.
Transmission lines will also be ex-
tended and transformer substation
capacities raised,

Since the northwest is the only re-
gion of the country that produces
more electricity than it consumes, ef-
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forts have focused on expanding in-
stalled capacity and linking the
northwest to other grids so that
power can be supplied to other sec-
tions ol the country. Beginning in
1982, the northwest power system
began supplving 1.4 billion Kilowat
hours (kwh) annually to other parts
of China. By the 1990s it is hoped
that the northwest will be able to sup-
plv 9 hillion kwh to Beijing alone. Al-
though the State s willing to invest
heavily in large power projects that
will ultimately henefit the eastern ¢it-
ies, it has provided minimal aid fo
small-scale projects, forcing local re-
gions 1o raise the money to build

Regional projects are usu-
ally smaller than State
projects, and designed to ben-
efit localities rather than ad-
here to an overall regional
development plan. Large in-
[rastructure projects, which
will suffer most from State
cuthacks, are unlikely to be
undertaken by other prov-
1nees.

more than 3,000 small power stations
for rural areas.

Industries that consume large
amounts of energv. such as nonfer-
rous metallurgy, are being encour-
aged to shift operations from the en-
ergv-short east to take advantage ol
the northwest’s abundant power. The
northwest is slated to become the
center ol China's growing aluminum
industry, and the first phase ol con-
struction on China’s largest alumi-
num plant in Qinghai is already com-
plete. Other large metallurgical
works are located m Gansu and
Ningxia. While establishing such
plants is a significant step in develop-
ing industry, further growth could
again hinge on the ability 1o rans-
port materials to and from the plants,

Assistance from eastern provinces

Due to limited State funds, re-

gional cooperation has received in-
creasing emphasis as a means for
developing the northwest. Both the
Sixth and Seventh Five-Year Plans
mention the need for greater re-
gional cooperation. In a nutshell this
means that castern China should pro-
vide mmvestment funds, advanced
technology, and trained management
and labor in exchange for raw ma-
terials and energy from the western
region.

The overall impact that regional
cooperation will have in the north-
west is difficult 1o assess. While un-
doubtedly contributing to develop-
ment in certain pockets of the
cconomy, assistance {rom eastern
provinces cannot compensate fol
large reductions in central govern-
ment aid. Regional projects are usu-
ally smaller than State projects, and
designed 1o benefit localities rather
than adhere 1o an overall regional
development plan. Large infrastruc-
ture projects, which will suffer most
from State cutbacks, are unlikelv to
be undertaken by other regions.

Although interregional projects
tend to be smaller than State
projects, they are more numerous.
By 1981 over 17,000 project were
being negotiated or implemented un-
der interregional agreements, twice
the number in 1983, These agree-
ments range from co-production to
joint ventures, personnel training,
and long-term assistance. In 1985
alone, Gansu signed 208 contracts
with other regions, bringing in nearly
¥ 300 million in funds.

Regional cooperation is based on
the principle of relative strengths,
I'he northwest has strong potential to
expand agricultural processing, ani-
mal husbandry, and animal by-prod-
ucts processing. Regional products
with a potentially wide market in-
clude the reknowned Hami melon of
Xinjiang and herbal medicines from
Gansu. Numerous opportunities ex-
ist for developing food processing
and packaging, meat canning, hide
tanning, and textile weaving among
others.

Valuable technical aid for light in-
dustries such as these has come from
castern China. So far, technology
transfer projects have focused on
textiles, food processing, and build-
ing materials. The Gaova Cement
Factory in Gansu, for example, re-
ceived a ¥20 million loan from the
China National Shipbuilding Cor-
poration to purchase automated
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cquipment that can treble the plant’s
output. The Shipbuilding Corpora-
tion receives badly needed cement to
pay back the loan. Shenvang, the cap-
ital of Liaoning, will help upgrade
Qinghai’s textile, leather, and food
industries, and also aid in mineral ex-
ploration in the Qaidam Basin.
Qinghai, in return, will provide Shen-
vang with wool.

Shanghai has long been active in
technical cooperation with the north-
west, with relations dating back to
carly post-liberation davs. Today,
Shanghai msttutes and lactories are
engaged in projects ranging from
consulting and technology transfer
Lo training programs and joint ven-
tures. Jiaotong University, which is
proud of its many programs in
Ninjiang, has sent specialists 1o sur-
vev the region and serve as economic
consultants. On a lactory-to-factory
level the Shanghai No. 1 Television
Factory assisted the Xinjiang Radio
Factory in producing color television
sets for local consumers. The Shang-
hai Zhentai Rubber Factory and the
Ninjiang Urumgqgi Tire Factory
formed a joint venture to produce
200,000 tires annuallyv, Some
projects are designated to source raw
or semi-processed materials: Shang-
har will put up ¥80 million for an alu-
minum project in Ningxia, receiving
aluminum in exchange.

Region looks inward for help

Within the region itself, there are
wide disparities in the level of devel-
opment, and the potental for co-
operative projects among localities is
also being tapped. Despite its general
cconomic backwardness, the north-
west has advanced nuclear and aero-
space facilities and is home to several
other high-technology industries.
I'he foundations for such industries
were laid by strategic imvestment in
the region in the 1950s and 1960s.
Shaanxi Province, for instance, with
the region’s highest industrial out-
put, leads the nation in designing and
manufacturing aircraft, precision
tools, and certain power equipment.
Shaanxi has sent technicians to
Ninjiang to improve plant designs
and processes, and train technical
workers.

The five provinces and autono-
mous regions of the northwest have
convened three conferences aimed at
strengthening economic and tech-
nical ties among them and pinpoint-
ing areas for cooperation. They
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agreed 1o establish trade agencies
throughout the region and 1o form a
regional group to oversee improve-
ments in telecommunications and
Ihey also jointly
sponsor national and international
imvestment svimposiums. In July 1985

transportation

the West China Cities Economic In-
formanion Association was set up in
Lanzhou, Gansu, to serve as a clear-
inghouse for economic and techno-
logical information from the 18
member cities. Although such pro-
grams are just beginning, regional
coordination is likelv to become
more mnportant as central efforts di-
nunish.

Foreign investment focuses on
energy and textiles

Although limited 1o date, foreign
investment s being actively sought
for energy and mineral development,
as well as light industrial projects.
Foreign projects in the northwest are
commonly resource-related, intro-
ducing advanced technology and
processing equipment.

Resource development projects
put up for foreign cooperation in-
clude improvement of processing
planis for aluminum, bervllia, tita-
nium, copper, and magnesium
Bechtel Corporation has already

signed four letters of intent with the
NXinjiang government for resource
development projects, including the
possibility of a joint venture engi-
neering company, copper-nickel and
possibly gold mines, and plants to
produce lube oil and ethylene. Kel-
loge-Rust, Inc. (US) will modernize
two ethylene plants in Gansu, dou-
bling ethylene yields.

Foreign companies are being re-
cruited to help with oil exploration
and train the Chinese in up-to-date
geophysical techniques in Xinjiang.
American geophysical crews are ex-
ploring the Tarim Basin and French
crews are working in Karamay and
the Junggar Basin. The government
is so far unwilling to formulate plans
tor jointly developing oil fields, pos-
sibly because it hopes 1o develop
these resources without obligation to
foreign partners, but major foreign
oil companies remain interested in
expanding the level of cooperation.

Ninjiang has been the most active
recruiter of foreign investment in the
northwest. Its first investment sym-
posium, in September 1985, at-
tracted over 400 businessmen from
I'7 countries and Hong Kong.
Twenty-one industrial production
contracts were reportedly signed, in-
cluding a fruit canning factory, a
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wool fabric plant, a sugar refinery,
and a4 winemaking operation. The
largest contract, valued at over $490
million, was signed with the Hong
kong Gold Key Group to set up a
joint venture paper mill producing
printing paper from reeds. A total of
$169 million in foreign investment
was pledged at the meeting,.

The largest American joint venture
i NXinjiang is a $40 million cotton
spinning and weaving plant that will
use the high-quality, long-staple cot-
ton grown in Xinjiang to produce
grav and dved cloth for export. The
Globe Textile ( li['])nl'.l!inl] will pro-
vide $5.6 million to the venture,
scheduled 1o !)t_‘},’ill ()])t.'l.llinll mn
1987, Another textile venture al-
ready inooperation is the Xinjiang
Changji Cotton Mill, a compensation
trade project between Changji
Autonomous Prefecture and Japan.

In an unusual undertaking, the

Capital Bank of Miami has reportedh
set up a direct correspondent bank-
ing relationship with the Bank of
China through its branch in Urumgi
Capital Bank, the eighth US bank 1o
establish such a relatonship with a
Chinese bank, recently received ap-
proval to act as an agent between the
PRC and internatonal businesses.
Currently, Capital Bank and the
Urumgqi branch are working together
to tinmance the Globe Textile Cor-
poration venture.

Ningxia's first joint venture was
signed in 1984 with the US Interna-
tonal Environment Resource Center
for the manufacture ol agncultaral
and environmental monitoring
equipment. Ningxia has also im-
ported a production line from West
Germany for knitting plastic fibers
into bags, and has begun construc-
ton on a chenncal tactory that will
import equipment from Japan and

LU LI L B

‘1 ‘

The northwest is the only region of the country that produces more electricity than it
consumes. The Qingtongxia Gorge water conservancy project in Ningxia is part of the

region’s growing h\'drnpuu'g'r network.
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the Netherlands, As the home fo
over 1 omillion Mushims of the Hui
minority, Ningxia is also eveing the
international Islamic community for
help. In mid-1985, the China Ningxia
Iskamic International Trust and In-
vestment Corporation was estab-
lished to attract capital trom Islamic
countries and act as an agent and
consultant for mvestors. This strat-
cgy has gotten oft 1o a gnt)(l start—
during a recent trade svmposium,
Arab countnies concluded contracts
to provide Ningxia with textile tech-
nologyv i exchange for afforestation,
grass planting, and sand controlling

ll‘l]lllnlug\.

Setting regional goals

[he Seventh Five-Year Plan recog-
nizes difterent levels of development
within China and outlines three indi-
vidual strategies for developing east-
ern, central, and western arcas. The
advanced castern region is 1o develop
new industry and technology, absorb
foreign investment, and aid the rest
of the country. The central region is
to focus on developing energy re-
sources and raw materials while pro-
moting sclect advanced industries
where possible. The underdeveloped
western region, including the north-
west, is Lo give top priority to agricul-
tural activity, especially farming, for-
estry, and animal husbandry, as well
as transportation, to lay a foundation
tor further growth. Development ol
the northwest’s resources and pro-
cessing industries is also encouraged
by the plan, but given less emphasis.

IThe central government recog-
nizes that it cannot satsfy the massive
investment needs of the northwest
region, and thus supports the re-
gion’s quest for more regional and
foreign assistance. While this may
lessen the government’'s ability to
control the tvpes of projects under-
taken, it is the only pragmatic course
1o follow given the cutback in central
tunds. Having been left behind in
development plans before, the north-
west is anxious to ensure that 1t
doesn’t happen again. Thus it will
continue to actively recruit help from
other channels, in the hope of being
able to greet the 21st century as a
region that can contribute to, rather
than hold back, the nation’s
progress. Whether or not this can be
achieved will depend on the response
it gets from those who have the
monev and technology 1o make 1t
happen b

The China Business Review/May-June 1986



The good news is that Shanghai has many for-
eign investment laws. The bad news is that no

one knows about them.

Shedding

Light on

Shanghai’s Laws

Ellen R. Eliasoph

ince 1982 Shanghai’s drafis-

men Ilc‘\(' L8 |‘(';l|l’d o l“]n})]'("

hensive body of local legisla-

tion governing critical issues
for foreigners doing business in
Shanghai (see box). But unlike many
other cities in China that are seeking
investors, Shanghai has not ade-
quately publicized these laws or uti-
lized them in business negotiations.
Indeed, prior 1o the January 1986
publication of the Shanghai Overseas
Investment Utilization Manual—
which contains English translations
ol some but not all of Shanghai’s for-
cign investment legislation—{oreign-
ers unable to read Chinese had virtu-
ally no way of learning about the laws
and regulations governing their busi-
ness activities in Shanghai,

Although Shanghai’s solid indus-
trial base and proximity to the thriv-
ing markets of Jiangsu, Zhejiang, and
Jiangxi have attracted many potential
foreign investors, the difhiculty of ob-
taining reliable information abowt
laws and regulations may well be one
of the factors contributing to a grow-
ing disillusionment among foreign

companies and the recent closing of

several Shanghai offices.

A recent survey of a l'(‘})](’,\('l]['dl]-\(‘
foreign
businesspeople working in Shanghai
illustrates the problem. Except for
one manager whose Chinese counter-

CTross section of

parts provided him with Chinese
texts of some regulations, none of
the businesspeople had ever been ap-
prised of the Shanghai legislation de-
scribed in this article—notwithstand-
ing its direct relevance to then
business operations and ongoing ne-
gotations.
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Law on a “‘need to know’ basis

The dearth of information on
Shanghai’s foreign investment legis-
lation stems from a Chinese belief
that law is a sensitive subject, and le-
gal mformation should be held in
strict confidence. While atttudes
have changed somewhat in other cit-
ies, many Shanghai ofhcials are sull
reluctant to provide legal informa-
tion. “Foreigners don’t need 1o know
the Taws,™ a visitor was recently told
by an official from the Shanghai
Municipal Foreign Economic Rela-
tions and Trade Commission
(SMERT). “*We have special work
units that deal with foreigners.
Fhevill take care of evervthing for
vou”

Recently, a foreign representative
ofhce was accused by SMERT of vi-
olating a law concerning the hiring of
PRC locals. The foreign company
asked SMERT for a copy of the law in
question. When SMERT faled to re-
spond, the company finally obtained
a copy from another Chinese agency.
Although the law dated from 1982
and described “the procedures relat-
ing to registration, personnel resi-
dency, and engagement of staff by
existing and future resident repre-
sentative offices .. . established in
Shanghai Municipality,” it had never
been translated into English or circu-
lated 1o representative offices.
Shortly after this incident, SMERT is-
sued a notice to “reiterate’” the con-

Ellen R. Eliasoph, formerly the resident
Beijing attorney for the international
law firm Paul, Weiss, Rifkind, Wharton
& Garrison, now serves as the firm’s res-
ident attorney in Shanghai.

Selling to
China?

We wrote
the book.

® Translation

® Printing

e Word processing

e Direct mail

e Advertising

® Exhibitions/seminars

e Publications

For a free copy of “Adver-
tising and Selling to the
People's Republic of China,”
write or telex:

China Consultants International
(HK) Ltd.

Suite 905, Guardian House

32 Oi Kwan Road

Happy Valley

Hong Kong

Tel: 5-8332181 iw
Tlx: 75368 AMRHK HX =
Facsimile: (852) 5-8934200 CCI
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tents of the 1982 circular. However,
in transmitting this new notice to the
resident representative offices in
Shanghai, SMERT still failed to pro-
vide an English translation.

In another incident, a would-be
foreign investor referred to an Eng-
lish translation of some of Shanghai’s
legislation during joint venture nego-
tiations. The local lawyers represent-
ing the Shanghai investor asked to
see the document, and, apparently
caught by surprise, declared the leg-
islation nonexistent and—even if in
existence—not in effect. They im-
plied that the foreigner might wrong-
fully have obtained “'secret” in-
formation. Finally, (never having
seen the Chinese text) they clinched
their argument. The translation, they
said, was lousy.

In several other cases, foreign
companies conducting business in
Shanghai wound up in tax disputes.
Their Shanghai counterparts have
withheld money from the payments
due the foreign entity and paid the
sum directly to the Shanghai Tax Bu-
reau. While the withholding of tax by
Chinese licensees and agents is a
common practice, required in many
instances by Chinese law, the manner
in which it is carried out in Shang-
hai—often with no advance notice to
the foreign side and no clear explana-
tion of the basis for calculation—cre-
ates problems. In this as in many
other matters, Shanghai officials
tend to regard legal matters as of no
concern to the foreigner.

Shortage of lawyers contributes to
confusion

Shanghai's tentative attitude to-
ward law is in part a reflection of the
extreme shortage of lawvers in the
city. With a population of 12 million,
Shanghai has less than 300 full-time
lawvers, many of whom are either
older professionals whose careers
were interrupted by the Cultural
Revolution or very jumior lawyers
just entering the profession. Only a
fraction of them—about 30 accord-
ing to one Shanghai attorney—spe-
cialize in international economic re-
lations. This serious shortage of legal
assistance, together with conditions
that hinder dispersal of informa-
ton—computers and copying ma-
chines are rare commodities and the
phone call completion rate is a
dispiriting 40 percent—creates an
environment in which very few local
enterprises have access to legal ad-
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SOLVING THE
CHINESE PUZZLE

Over the past decade, China has region’s affairs in the pages of Asiaweek, every
experienced a transformation the scale and week. And our China Desk, comprising
scope of which few could have foreseen. journalists with a special interest and expertise
Its economy is undergoing a drastic overhaul  in Chinese affairs, is able to give Asiaweek
in the face of increasing foreign investment readers the fastest, most reliable and most
and the “open-door” policy continues to incisive coverage of one of the most important
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clearer understanding of China and the rest of
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While attitudes have changed somewhat in other cities, many Shanghai
officials are still reluctant to provide legal information. ““Foreigners
don’t need to know the laws,” a visitor was recently told by a Shanghai
official. “*We have special work units that deal with foreigners. They’ll
take care of everything for you.”

vice and information, particularly in
the area of foreign investment. It can
take weeks to obtain a copy of a law
or the answer to a simple question.

The failure of Chinese negotiators
to distinguish among law, policies,
and various internal guidelines that
plagues many business negotiations
in China runs rampant in Shanghai.
During a recent joint venture negoti-
ation in Shanghai, the US negotiating
team was told that *China’s law™ pro-
hibits the value of the technology
contributed by the foreign side as
part of its equity contribution from
exceeding 20 percent of the total
value of the venture's registered cap-
ital. Since Shanghai has not promul-
gated legislation specifically relating
to technology transfer, the US side
could not find a legal basis for this
statement. The only published regu-
lations containing such a prohibition
are the Shenzhen Special Zone Tech-
nology Transfer Regulations, which
apply only in Shenzhen. Puzzled, the
group consulted the US Consulate in
Shanghai, which ascertained that the
20 percent limit is a general “internal
guideline” SMERT has formulated,
not a law.

Foreigners attempting to learn
about the debt-equity requirements
for investment projects have encoun-
tered similar difficulties. Although
negotiators in Shanghai, as else-
where, have insisted since mid-1985
that ““the law™ requires Chinese—for-
eign investment projects to adhere to
certain hixed debt/equity ratios, they
have consistently failed 1o produce
written documentation confirming,
defining, or explaining these require-
ments.

In another example, a prolonged
debate arose when a Shanghai entity
insisted during negotiations, con-
trary to the provisions of China's
joint venture legislation, that the
Chinese text should govern in the
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event of discrepancies between the
Chinese and English versions of a

Jjoint venture contract. The reason

for this claim emerged later; the
Shanghai negotiators had seen such
language in a model joint venture
contract drafted by the Ministry of
Foreign Economic Relations and
Trade and had mistaken the model
contract for law.

Coping with the vague legal

environment

There are some encouraging signs
that Shanghai is attempting to im-
prove the level of legal awareness
among local entities. Many units that
have frequent dealings with foreign-
ers are sending junior othcials over-
seas to study law. Shanghai negou-
ators are coming to meetings with
copies of SMERT’s Shanghai Over-
seas Investment Utilization Manual
or other legislation in hand. The au-
thorities are beginning 1o distribute
tax notices and new legislation to for-
eign company othces more promply.
These efforts should help ease the
mutual suspicions that currently per-
vade many business negotiations in
Shanghai. But in the meantime, for-
eign companies—which may have
better access to information on
Shanghai's laws than their Chinese
counterparts—should take the initia-
tive in establishing their business on a
firm legal footing and keep the fol-
lowing steps in mind:

® Companies setting up represen-
tative offices in Shanghai should first
consult Shanghai’s representative of-
fice and visa legislation and maintain
copies of such legislation in their of-
fices.

® Nonresident companies deriving
revenue from business in Shanghai
should pav special attention 1o the
1984 SEZ /14 Coastal Cities Tax Pro-
visions that discuss the tax conse-
quences of contemplated transac-

tions  with  their  Shanghai
[(Jlllll(‘l'l)ill'lh.

® Foreigners coming to Shanghai
to negotiate investment and con-
struction projects should bring both
English and Chinese versions of
Shanghai’s legislation concerning
project approval, joint ventures, and
registration, as applicable, as well as
relevant national legislation. They
should also request that time be set
aside at the start of negotiations fo1
the parties to jointly review the legis-
lative regime that will govern their
project.

® US companies contemplating
business in Shanghai should be aware
of the services provided by the US
Consulate’s commercial section as
well as foreign consulting, account-
ing, and law firms with offices in
Shanghai. Such organizations gather
up-to-date information about law
and policy in Shanghai, much of
which, in the absence of any Shang-
hai-sponsored law and business re-
porting system, still tends to travel by
word of mouth,

These steps will help both sides
close gaps in their understanding of
the legislative regime and gain a
clearer picture of the procedural
road ahead. Beginning a working
relationship in this manner may also
encourage both parties to be atten-
tive to changes in the legal environ-
ment—such as the promulgation of
new laws and regulations and the im-
plementation  of regulatorny
and to keep each other ap-
prised of such changes. £

changes

For the 12 months ending December
31, 1985, National Council revenues
totaled $2,553,302. Expenses for the
year were $2,504,344, yielding a sur-
plus of $48,958. An audited financial
report prepared by Arthur Andersen
and Company is available to Council
members.
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Sustained efforts and foreign technology prime the industry for rapid

growth

Modernizing Flat
Glass Production

lat glass and other building

materials have been re-

ferred to in China as the

“food and fodder that
come before the troops and
horses” —items without which indus-
trialization cannot proceed. Taking
these words to heart, the industry has
performed impressively, achieving an
annual growth rate of more than 25
percent in production over the last
10 vyears, compared to 11 percent
from 1965-75. And this may be just
the beginning. The industry now
boasts two of China’s largest Sino-
foreign joint ventures, and foreign
technology and equipment are being
widely recruited.

Demand for flat glass products
shows no sign of letting up anytime
soon. New hotels and apartment
buildings are rising in all of China’s
major cities. Even peasants can now
afford to foresake traditional farm
houses made of mud and wood in fa-
vor of lwo-story concrete and steel
homes—with plenty of windows. A
recent survey by the State Adminis-
tration of Building Materials (SABM),
the ministerial-level organization
that coordinates developments in the
building industry, indicated that 8.5
million of China’s 170 million rural
houscholds plan to expand or build
new homes each year.

Despite its good record to date, the
glass industry must still struggle to
satisfy rising domestic demand. Nev-
ertheless, it has managed to keep the
lid on imports. In recent years, im-
ports have made up less than | per-
cent of the flat glass in use.

But if the flat glass industry is not
buying glass from foreign companies,
it s buying the technology and equip-
ment to produce it. By 1990 the in-
dustry hopes that continued equip-
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Kelly Ho Shea

ment purchases for flat glass
production will help China to reach
its flat glass target of between 3.8 mil-
lion and 4.4 million tonnes per year.

Antiquated facilities lead to
inefficiencies of production

The flat glass industry consists of
more than 200 glass plants around
the country, most of them directly
controlled by provincial or local au-
thorities. But almost half of total na-

UPCOMING EXHIBITIONS

CHINA GLASS '86/INTERNA-
TIONAL GLASS INDUSTRIAL
EXPO June 4-8, 1986. Shanghai.
Contact: Dame Associates, 51 Church
Street, Boston, MA 02116 (Tel: 617/
482-0097).

CHINAGLASS TECH ’'87/INTER-
NATIONAL GLASS & CRYSTAL
TECHNOLOGY & EQUIPMENT
EXHIBITION FOR CHINA Septem-
ber 23-28, 1987. Guangzhou. Contact:
James W. Teele, Business & Industrial
Group USA, Inc., 1327 Conwed
Tower, 444 Cedar Street, St. Paul, MN
55101 (Tel: B00/626-2295) or B&l
Group in Hong Kong (Telex: 32334
BIPC HX).

GLASSWORK CHINA B87/INTER-
NATIONAL EXHIBITION OF MA-
CHINERY, EQUIPMENT & MA-
TERIALS FOR THE GLASS &
GLASSMAKING INDUSTRIES Sep-
tember 1987, Beijing. Contact: Jessica
Daniels at Council member company
SHK International Services, Lid., One
Liberty Plaza, 4th Floor, New York,
NY 10080 (Tel: 212/766-6192/3).

Kelly Ho Shea conducts market research
at the National Council, and follows
developments in the telecommunications
and chemical industries.

tional production comes from the 13
plants administered by SABM. The
SABM facilities include China’s larg-
est glass plants, in Liaoning, Hebei,
and Henan provinces, and several
medium-sized plants.

The majority of China’s glassworks
employ the older vertical drawing
technique to produce sheet glass, us-
ing either Fourcault or Colburn fur-
naces. Some verv old facilities were
built as far back as the 1920s (includ-
ing the Qinhuangdao Yaohua plant
in Heber Province), but many were
built between the late 1950s and late
1970s. According to industry
sources, many of these older glass-
work furnaces have as little as one-
half the capacity of similar furnaces
now used in industrialized countries.

In addition, glass produced at
these older plants often has uneven
surfaces and poor transparency. Out-
dated equipment and the poor qual-
ity of some of the raw materials used
at many of the plants make it difficult
to improve production standards. By
China’s own admission, flat glass
rated as first-grade in China would
garner only a second- or third-grade
rating on the international market.

Another serious problem in the
older plants is high energy consump-
ton. One Western industry source
estimates that a typical sheet glass
furnace in the United States uses 8 to
11 million bru per tonne, whereas in
China the same furnace uses 11 1o 14
million btu per tonne.

Aside from inethcient production,
the industry has been hampered by
glass breakage during transport to
endusers. The problem would be
even more severe were it not for the
fact that many of the smaller sheet
glass plants are located in close prox-
ity Lo consumers.
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Despite these problems. the indus-
try has made progress in diversitying
its products to meet demand. China
now produces not only window pane
and plain hardened glass, but figured
plate glass, reinforced, laminated,
wired, and electrically heated glass,
glass for tanks, and bullet-prool
glass.

Float glass technology helps raise
quality

Modernization of the industry be-
gan in the late 1960s with experi-
ments on float glass technology.
Glass produced by the fHloat process
has uniform thickness and a bright-
hired polished surface that obviates
the need for mechanical grinding and
polishing. Moreover, float glass pro-
duction is much more energy eth-
cient, consuming about 6 million btu
per tonne in the United States, for
example. By 1971 the Luovang Glass-
works succeeded in converting an ex-
isting glass production line into a
crude float glass line, China's first.
Smaller domestically built float lines
have since been installed at Nanning
in Guangxi Province and Tongliao in
Neir Mongol.

While development of float glass
technology at Luoyang is considered
a milestone for the industry, China’s
adaptation of float glass technology
has not been an unqualified success.
I'he Luoyang float glass line had to
be upgraded three times before it at-
tained current levels of quality and
output. Foreign industry sources say
that even now the quality of China’s
Hoat glass is substandard. A second
float line at Luoyang completed in
July 1985 has, according to the Chi-
nese, met with far more success than
the hrst line. Built with equipment
and technology from Belgium, Japan,
and the United States, 1t not only
produces more glass than Luovang’s
first float line, but does so with fewer
workers, 350 vs. 450.

Joint ventures introduce technical
advances, but face problems

The Luovang experience indicates
the direction in which China’s glass
industry is moving. Though China
now has a float glass capacity of over
260,000 tonnes per year (1py), do-
mestic technology simply has not
been able to match the quality of
glass produced using foreign tech-
nology and equipment; thus many ex-
pansion projects currently underway
or on the drawing board involve for-
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CHINA PHONE BOOK
AND ADDRESS DIRECTORY

Order your copy of the directory experienced China traders have
come to rely on for eight years. An easy-to-use guide to commercial
and industrial enterprises throughout China, including foreign
businesses located in China. Address, telephone and telex numbers
for thousands of listings. Sorted for easy use by alphabet, geography,
or industrial sector.

EIGHTH ANNUAL EDITION (1986) NOW AVAILABLE.

Some of The China Phone Book’s twenty thousand plus owners in
Europe, the US and Hong Kong have told us over the past eight
vears they use the Directory to:

® Prepare mailing lists targeted to the Chinese

® Research joint venture partners

® Find foreign businesses and embassies in China
®

Identify academic and research facilities in
150 cities throughout China

Discover factory sources for potential importing partners,
as well as identifying export possibilities

® Take as a gift to Chinese associates

® Point out an address to a Chinese cab driver since
listings are in both English and Chinese

® Give as a gift to Western clients doing business with China

ALSO AVAILABLE:
CHINA’S CHEMICALS AND PETROCHEMICALS
CHINA’S INSTRUMENTS AND METERS
CHINA’S ELECTRONICS AND
ELECTRICAL PRODUCTS
CHINA’S TRADE MARKS
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Contact the following distributors for
your copies and price:

Croner Publications Inc.
211-03 Jamaica Avenue
Queens Village, NY 11428
718/464-0866

China Books & Periodicals, Inc.
2929 Twenty-fourth Street
San Francisco, CA 94110
415/282-1994
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125 Fifth Avenue

New York, NY 10003
212/677-2650

Cheng & Tsui

25 West Street
Boston, MA 02111
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eign cooperation. China is actively
negotiating a one-time licensing ar-
rangement for float glass technology,
although discussions with several for-
eign companies have vet to lead to a
signed contract.

China’s glass industry has courted
the assistance of major glass compa-
nies in the United States—PPG In-
dustries, Libbey-Owens-Ford, AFG,
and Guardian—as well as those in
Europe and Japan. In addition to the
more common sales and technology
transfer agreements, PPG Industries
and Pilkington Brothers, PLC (UK),
have signed separate joint venture
contracts, and will transfer float glass
technology to their Chinese partners.
Pilkington’s $120 million project in-
volves construction of what will be
the country’s largest float glass
plant—a 220,000 tpy float glass facil-
ity being built near the older Shang-
hai-Yaohua Glass Works. PPG's $50
million-plus joint venture in
Shenzhen will produce 180,000

tonnes of glass annually. Construc-
tion on the project, known as the
Guangdong Float Glass (GFG) Plant,
is already well underway.

Each of these projects represents a
significant advance for China’s float
glass industry. Pilkington-Yaohua
will produce such products as trans-
parent glass, electro-float process
and LVC-processed glass, coating
glass and cut glass, all of varying
thickness, for the automotive, avia-
tion, and construction industries.,
One-half of the GFG plant’s output
will be sold on the international mar-
ket, reflecting the vast quality im-
provements expected in China’s float
glass. And whereas Luovang requires
350 workers for a factory one-half
the size of GFG, the latter facility
aims to employ only 250 workers—
the standard for a 500-tonne-per-day
float glass plant.

These joint ventures have not been
immune, however, from the prob-
lems, delavs, and cost overruns that

P Joikieio heis
Qinhuangdao-Yaohua Glass Factory,
Ltd,, Hebei/SABM

Shenyang Glassworks, Liaoning/SABM

Luoyang Glassworks, Henan/SABM

Dalian Plate Glass Plant, Liaoming/SABM

Zhuzhou Glass Factory, Hunan/SABM

Lanzhou Donglanghong Class Factory,
Gansu/SABM

Shanghai Yaohua Glass Plant/SABM

Nanning Plate Glassworks, Guangxi/
SABM

Tongliao Glass Plant, Nei Mongol/SABM
Hangzhou Glassworks, Zhejiang/SABM

Beijing Glass Plant/Beijing Building Ma-
terials Bureau

Kunming Plate Glass Plant, Yunnan/
SABM

MAJOR FLAT GLASS PLANTS

Current capacity

200,000 TPY. Two lines in operation:

1) 140,000 TPY line. Has been upgraded
with Belgian and Japanese equipment.
2) 60,000 TPY line. Completed end
1985. New furace added. Total cost of
expansion ¥ 52.8 million

Produced 180,000-200,000 1onnes in
1985.

166,800 TPY (Float) Two lines operating:
1) 74,800 TPY. Chinese-built float line.
Completed 1971; renovated 1974 and
1978; reached present capacity 1981.

2) 92,000 TPY. Onstream july 1985.
Equipment and technology from Bel-
gium, Japan, and the US. Cost: ¥52.8
million.

Produced 120,000 tonnes in 1985. Three
furnaces used. Mixing equipment im-
ported from Glaverbel (1984).

124,000 TPY. Produced 84,000 tonnes in
1985. New furnace adds 60,000 TPY,
onstream June 1985,

110,000-120,000 TPY. Produced about
56,000 tonnes in 1985. New furnace
onstream |une 1985, adds 120,000 TPY.

52,000 TPY.

48,000 TPY {Float)

Chinese-built float line. Completed 1984,

48,000 TPY (Float)

Chinese-built float line.

Produced about 48,000 tonnes in 1985
Produced about 46,000 tonnes in 1985

40,000-48,000 TPY.

Expansion details
100,000 TPY (Float). Under construction;

onstream end 1986. May seek second
float line expansion

SABM's plan to add new float line
(180,000 TPY) not yet approved.

Construction of third float line (estimated
capacity: 180,000 TPY) to begin 1986.

Proposes new float glass facility (500
TPD, 180,000 TPY). Approved by Dalian
Municipal Planning Commission but cen-
tral government approval uncertain.

Plan to build new float line (110,000 TPY)
not yet approved

SABM's plan 1o add new float line
(180,000 TPY) not yet approved.

220,000 TPY. (Float using Pilkington
technology.) Onstream late 1987, full ca-
pacity mid-1988. Largest glass joint ven-
ture in China: $120 million. Pilkington
Brothers Company Ltd. (UK) share:
12.5%. United Development Bank share:
12.5%, Chinese partners, Shanghai
Yaohua, Bank of China Shanghai, and
China National Glass, Ceramics Indus-
tries Corp., share: 70%.

40,000 TPY. Under construction;
onstream end 1987

Plant’s plan to build new float line not
yet approved.

FLAT GLASS
PRODUCTION

{million tonnes)

SOURCE: State Statistical Bureau

plague the rest of China’s glass indus-
try. For example, pre-construction
preparations at the Shanghai facility
had to be extended when it was dis-
covered that the chosen site was too
close to a udal creek. Even more seri-
ous difficulties have arisen in
sourcing keyv raw materials for glass
manufacture. In the case of soda ash,
for instance, China had guaranteed a
domestic supplier for the Shanghai
plant, but then postponed construc-
tion of a major new soda ash facility
in Jiangsu Province. Although more
expensive than domestic soda ash,
imports may be the only way to ob-
tain the material until supply short-
ages are relieved: imports may be
preferable in any case, given the
quality of most of China’s soda ash.
The problems of raw material sup-
ply and quality are certainly not re-
stricted 1o joint venture projects. Do-
mestically built glass plants also face
serious shortages that can inhibit
their ability to bring on expansion
projects, Float glass projects, in par-
ticular, face quality problems be-
cause of their greater need for high-
grade materials. And while SABM may
help ensure a supply of imported raw
materials for major plants under its

Jurisdiction, other facilities have dif-

ficulty paying for higher priced im-
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ported raw materials such as soda
ash.

Construction of 10 new float lines
already underway, including the two
Joint venture projects, will add over |
million tpy to China's float glass ca-
pacity. In spite of problems, China’s
glass industry plans to continue
working with foreign companies to
improve float glass production. The
Chinese often purchase key compo-
nents for a factory from a foreign
firm and do the rest themselves.
King, Taudevin, and Gregson Ltd.
(UK) agreed carlier this vear to sup-
ply China with an all-electric float
glass furnace. The turnkey project, to
be located in Kunming, Yunnan

Province, will have a capacity of

40,000 1o 45,000 tpy. In addition,
Glaverbel (Belgium) supplied equip-
ment to Luovang and is providing
equipment for another line in Tai-
yuan, Shanxi Province.,

Upgrading sheet glass production

Although the industry is moving
increasingly toward float technology,
it has not ignored sheet glass produc-
tion. Chinese planners are counting
on significant improvements in the
quality of sheet glass production to
supplement float glass supplies,
which will not satisfy domestic de-
mand for some years. Sheet glass
plants are generally smaller in size
and hence less capital intensive than
the larger float lines being planned.
Moreover, reliance on these smaller
plants to serve local needs reduces
the distance between supplier and

enduser, thus lessening the risk of

glass breakage and lightening the
burden on China’s transport system.

In order to upgrade sheet glass
production, the industry will have 1o
use imported technology and equip-
ment, as it has for float glass produc-
tion. Tianjin has already imported a
furnace and three production lines
which, when fully operational, will
produce 80,000 tonnes of glass a
vear. More recently, PPG Industries
granted a license 10 the Bengbu De-
sign Institute for production of sheet
glass using its Pittsburgh process.
The license will be used to build a
new facility making 300 tonnes per
day of glass in Wuhan. China is ex-
pected to also use the license to reno-
vate a number of smaller Fourcault-
process plants.

SABM strengthens its hand

In addition to the facilities already
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under construction, a number of ad-
dittonal float glass facilities are
planned for the next five years. Over
the long term, SABM hopes that float
glass will become the principal type
of glass used in China. To this end,
SABM hopes to build at least five new
float lines with capacities in the
180,000 tpy range to raise the per-
centage of float glass in the country’s
total flat glass production from about
10 percent 1o 40 percent by 1990
goal it may come close to meeting
based on the number of float lines
already under construction.

SABM will be instrumental in deter-
mining the extent of foreign involve-
ment in new float glass plants, even
for those plants not technically under
its jurisdiction. Ninety percent of the
new float glass capacity already un-
der construction is at SABM plants.
And according to regulations issued
during 1985, both SABM and
MOFERT must now approve the im-
port of foreign technology and

d

equipment for float glass production,
making it more difficult to initiate
new glass developments at the local
level without central support.
Dalian’s plan to expand production is
a case in point. The SABM-controlled
factory, one of China’s largest and
oldest sheet glass producers, wants to
build a new float glass line. The
project has already been approved
by the municipal planning commis-
sion and land has even been set aside
for it. SABM, however, does not
support the project, and instead
proposes to build a new 500-tonne
per day float line at the Shenvang
Glassworks, another SABM plant in
Liaoning.

The 1985 regulations appear to be
aimed less at minimizing foreign im-
ports than securing central govern-
ment control over future develop-
ments in the industry. Provincial and
local authorities, eager to build their
own float glass lines, will probably be
unable to do so without the active

Jihin Glass Works No. 1, Jilin/Jilin Building
Materials Bureau

Jiangsu Glassworks, Jiangsu/Jiangsu
Building Matenals Bureau

Xiamen Glass Plant, Fujian/SABM

Bengbu Plate Class Plant, Anhui/SABM

Sichuan Glass Works, Zigong, Sichuan/
Sichuan Building Materials Bureau

Tianpin Glass Factory/Tianjin Building NA
Materials Bureau

Henan, Sigou in Bo'ai County/Henan NA
Building Materials Bureau

Guangdong Float Glass, Shenzhen/ New plant
SABM

Shandong/SABM New plant

Chongging, Sichuan/SABM New plant

Taiyuan, Shanxi/SABM New plant

Wuhan, Hubei/SABM New plant

liangmen, Guangdong/SABM New plant

Dongsheng, Nei Mongol/Nei Mongol New plant
Building Materials Bureau

Hailar, Nei Mongol /Nei Mongol Building New plant

Materials Bureau

Produced about 40,000 tonnes in 1985.

Produced about 40,000 tonnes in 1985.

About 40,000 TPY

Produced about 24,000 tonnes in 1985,

Produced about 16,000 tons in 1985.

SABM'’s plan 10 add new float line
(180,000 TPY) not yet approved.

Additional 40,000 capacity being added.
Expected completion 1988.

40,000 TPY. (Float) Turnkey project for
electric float furnace with King,
Taudevin, and Gregson (UK). Onstream
by 1990.

80,000-100,000 TPY (Float). Preparations
for construction completed end 1985.
Expected onstream by 1990,

80,000 TPY (Float). Under construction.
Expected onstream by 1988,

80,000 TPY. Full production by 1990.
Furnace and three production lines pur-
chased from Glaverbel (Belgium). First
line (40,000 TPY) in trial production end
1986. Total cost of project estimated at
$24 million; Glaverbel's contract is $8.3
million,

48,000 TPY (Float). Construction began
1985. Onstream by 1990,

180,000 TPY (500 TPD) (Float using PPG
(US) technology). Construction begun
April 1985; onstream by 1987. China’s
second largest glass joint venture, valued
at $50+ million. PPG’s affiliate Thai
Penns Ld. has 50% share and China
Southern Glass 50%. One half of output
for export.

SABM's proposal to build new float line
(180,000 TPY) not yet approved.

SABM's proposed new float fine (180,000
TPY) not yet approved.

100,000 TPY (Float). Under construction;
expected onstream 1987-88. Some
equipment imported from Glaverbel

110,000 TPY (300 TPD). Will use newly
purchased PPG sheet glass license. PPC
(US) will provide engineening, technol-
ogy, and help in plant startup.

60,000 TPY (Float). Under construction;
expected onstream 1987-88,

Province proposes 1o build new sheet
glass plant (60,000 TPY) with help of for-
eign investment but the ¥ 40 million
project not yet approved.

Province proposes 1o build new float line
(48,000 TPY) with aid of foreign invest-
ment bul has not yet received approval
for ¥99 million project.
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involvement of SABM at some point
in the negotiation process.

China’s reliance upon foreign ex-
pertise for modernizing the flat glass
industry and its interest in negotial-
ing a one-time licensing arrangement
suggest a continuing desire for for-
cign participation, and present

trends point to the prospect of fur-
ther imports of foreign technology
and equipment. At the same time,
SABM is ready to exercise stricter
control over developments through-
out the industry, 1o ensure that the
expected rapid growth takes place in
an orderly fashion.

Modernizing on a low budget

The Reinforced
Plastics Industry

Alice Davenport and Peter ). Morrow

cinforced plastics (which

include all fiberglass and

other fiber reinforced

plastics) are the practical
answer to many of China’s construc-
tion and industrial needs, and have
already been widely applied in such
key sectors as defense, construction,
communications, and transportation.
They also have great potential as sub-
stitutes for wood, which is in critically
short supply, and as relatively low-
cost alternatives to high-grade steel
and aluminum. Given China's cur-
rent emphasis on conserving natural
resources and protecting the envi-
ronment, reinforced plastics are
likely to play a growing role in meet-
ing China’s domestic needs, and will
also enhance the competitiveness of
China’s industrial exports. The rapid
growth of China’s reinforced plastics
(RP) industry in recent vears attests
1o its value in the modernization pro-
gram. In 1984 production reached
some 50,000 tonnes (see graph), and
by 1995 total RP production is ex-
pected 1o reach 160,000 tonnes per
year.

Another advantage for the indus-
try is that basic glass reinforced plas-
tic plants are relatively easy to main-
tain and operate. Because of the
difficulty and expense of shipping
bulk finished products and the low
initial investment required to set up
an RP plant, smaller plants geared to
regional needs are often more cost-
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UPCOMING EXHIBITIONS

CHINAPLAS "86/THIRD ANNUAL
INTERNATIONAL EXHIBITION
ON RUBBER AND PLASTICS IN-
DUSTRIES June 10-16, 1986.
Beijing. Contact: Stanley Chu at Adsale
Exhibition Services in Hong Kong.
(Telex: 63109 ADSAP HX) or George
Kallman, Kallman Associates, 5 Maple
Court, Ridgewood, NJ 07450 (Tel:
201/652-7070).

PLASTECH '86/CHINA INTERNA-
TIONAL PLASTICS & RUBBER IN-
DUSTRY TECHNOLOGY EXHI-
BITION November 25-December 1,
1986. Guangzhou. Coentact: Daniel
Cheung at Expo Management Ltd. in
Hong Kong (Telex: 73546 EML HX).

CHINAPLAS '87/FOURTH AN-
NUAL INTERNATIONAL EXHI-
BITION ON RUBBER AND PLAS-
TIC INDUSTRIES November 24-30,
1987. Beijing. Contact: Stanley Chu at
Adsale Exhibition Services in Hong
Kong (Telex: 63109 ADSAP HX) or
George Kallman, Kallman Associates,
5 Maple Court, Ridgewood, NJ 07450
(Tel: 201/652-7070).

Alice Davenport, formerly with China
Energy Ventures Inc. of Washington,
DC, now writes from Nanjing, [iangsu
Province. Peter |. Morrow is managing
director of Hawk Mountain, Ltd., a
Hong Kong-based company that repre-
sents US RP companies in China.

effective than one large plant.
Although China’s RP industry does
not figure among national industrial
priorities in the Seventh Five-Year
Plan (1986-1990), it is an important,
labor-intensive industry that suits
China’s domestic needs and circum-
stances. The RP industry should, in
the long run, present some attractive
opportunities for foreign firms.

Civilian applications and
production on the rise

The RP industry in China has fol-
lowed the same development pattern
as that of the industry in the United
States. That is, the technology was
first used by the military before civil-
ian applications were introduced.
The Chinese military established the
RP industry in Beijing and Shanghai
in 1958, while it wasn’t until the early
1970s that RP products were devel-
oped for civilian purposes.

The major RP consumer in China
is still the military, with Beijing,
Shanghai, and Harbin as the centers
of militarv RP production and re-
search. Civilian production is con-
centrated along China’s eastern
coast, from Heilongjiang in the north
to Guangdong in the south. This pop-
ulous region is also China’s major
market for RP products.

China’s highest quality civilian RP
products are used by the building
materials industry, which consumes
about half of the country’s annual RP
output. The building industry uses
reinforced plastic in roofing, corru-
gated sheeting, decorative panels,
bathroom fAxtures, electrical insula-
tion, rain gutters, and other prod-
ucts.

Reinforced plastics are also impor-
tant to China’s chemical and petro-
chemical industries for anticorrosive
pipes, tanks, and lining materials, as
well as for heat exchange towers. The
pulp and paper industry and the
sporting goods industry are begin-
ning to use more reinforced plastics,
and China uses RP extensively in con-
densation and cooling towers—in
large modern hotels for example.

Chinese reinforced plastics prod-
ucts generally consist of glass fiber
and some kind of resin. In its simplest
form the process requires glass fiber,
polyester resin, a catalyst (curing
agent), and a mold. The glass fiber
and catalyzed resin are laid in the
mold by hand; the product then
cures in the shape of the mold.

China now has over 10 large- and
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Iin 1979 the People’'s Republic of China began allowing foreign companies to participate
in joint equity ventures.

By May 1986 nearly 2,000 foreign companies had committed US$12 billion worth of
capital to those ventures.

To help companies get the best return on that capital, Business International’s China
Division spent two years analyzing the experience of more than 50 foreign partners in
those joint ventures.

(&) Business International Presents

Joint Ventures In The People’s
Republic of China
A Corporate Guide

CHAPTERS 10 The Future of Joint Ventures in China
1 The Framework 11 Special Kinds of Ventures in China
2 Selecting Joint Venture Partners 12 Corporate Case Examples
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4 Structuring the Venture's Management

5 Staffing the Venture APPENDIXES

6 Financial Considerations A List of Joint Ventures
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8 Technology Transfer C List of Hotel/Tourism Ventures
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Joint Ventures In The People’s Republic of China
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Hong Kong  Asia/Pacific Headquarters: 1111-1119 Mt. Parker House, Cityplaza, Taikoo Shing, Quarry Bay. Hong Kong,
B.C.C., phone: 5-670491/8




medium-size continuous glass fiber
plants, with annual outputs ranging
from 2,000 to 8,000 tonnes each. In
addition, many smaller plants pro-
duce glass fiber for local needs. In
1984 China produced 60,000 tonnes
of glass iiber, up from 34,000 tonnes
in 1980, About 30 percent of all glass
fiber produced in China goes into RP
products for reinforcement. Only re-
cently has China’s RP industry begun
to introduce polvethvlene, polvpro-
pylene, polyvinyl, and nylon re-
inforcement.

China’s resin technology has not
advanced much since the mid-1970s,
although production rose from
11,000 tonnes in 1980 1o 40,000
tonnes in 1984, Ninety percent of RP
resins are unsaturated polyesters, in-
cluding general purpose polyesters
(65 percent of total sales volume),
water tolerant polyesters (11 per-
cent), and fire retardant polyesters
(10 percent). These resins are not
suited to new RP techniques like
pultrusion—where glass fiber
strands are pulled first through a
resin bath and then through a die
formed in the shape of the product.
Production of thermoset resins,
which involves high temperatures for
curing and sophisticated techniques,
1s limited, as is production of epoxy
and phenolic resins. As electronics,
aviation, and other high technology
industries develop, China will re-
quire greater amounts of these res-
mns.

By far the largest producer of rein-
forced plastics products for civilian
use 1s Jiangsu Province. The city of
Changzhou is the provinces's most
important RP production center, fol-
lowed by the cities of Nanjing, Wuxi,
and Suzhou. Jiangsu’s RP industry
includes at least 500 factories (pro-
ducing chemical resin, glass fiber,
and hnished product) as well as re-
search and development institutes
that emphasize civilian applications
of RP technology. Established as re-
cently as 1972, Jiangsu's RP industry
now produces about 40 percent of
China’s total RP output and almost
half of China's glass fiber each year.

RP boats have large potential
market

Lightweight and waterproof, rein-
forced plastic is an attractive product
for boatbuilding. It is also durable—
in contrast to wood, which is liable 1o
rot, and steel, which may corrode.
But RP’s biggest advantage lies in its
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ethciency of production. Once the
reinforced plastic mold is made, the
factory can use it over and over again
to produce individual parts. One RP
mold can ]n‘nt‘llu't‘ as many as 300
parts before requiring major mainte-
nance. In contrast, each steel boat
must be set up on a jig, which greatly
reduces ethciency.

China has a large potential market
for boats that can be used for inland
water transport, especially in the
south where small boats provide ba-
sic transportation for many peasants.
The RP industry is likely to benefit
from the Seventh Five-Year Plan’s
emphasis on the development of in-
land water transportation, although
it may have to compete with the alu-
minum industry for this lucrative
market.

The luxury boat market also holds
potential. Taiwan has already been
successful in producing luxury boats,
and China may also decide (o enter

this market. The hull and the deck of

such boats are made of reinforced
plastics, but up to 90 percent of the
rest of the construction may require
labor-intensive handiwork. Wuxi
Shipvard in Jiangsu has already done
some work with a US firm, and hopes
to build fiberglass boats through
some form of joint venture arrange-
ment. In addition, plants in the cities
of Shekou and Xiamen have been
producing pleasure craft for over a
vear.

But China’s RP boat industry lacks
the quality glass fiber products and
resin necessary to produce boats that

RP PRODUCTION,
1980-84

(1000 tonnes)

SOURCE: Chinese Journal of Fiber
Composites, 1984

are strong and light. The RP industry
also cannot yvet provide an attractive,
lustrous finish for boats, since it has
not sufthciently mastered the tooling
skills needed to produce high-gloss
molds, and lacks certain technical
aids. If China wants to succeed on the
world market, it must produce a boat
that is both attractive and durable.

Outdated technology hampers

competitiveness

In boatbuilding as well as other RP
industries, China stll has far to go.
The RP industry’s largest problem is
scarcity of high-quality raw materials.
China lacks suthcient quantities of
reinforcing materials like surface
veils and continuous strand mat, as
well as less sophisticated fiber re-
inforcing products. Also lacking is
quality chopped strand mat necessary
for building light, strong RP prod-
ucts. This makes Chinese glass fiber
products heavier, and therelore
much less competitive in the aircraft,
automotive, and boatbuilding indus-
tries.

Besides being scarce and of indif-
ferent quality, RP raw materials are
relatively expensive compared to tra-
ditional materials, raising the price of
finished RP products. In the United
States, finished steel costs about 250
percent less than finished RP, while
in China the price differential is
more than 700 percent. Until China
can bring down the prices of RP raw
materials, finished RP products may
have dithculty competing with steel
on the domestic market—although
China’s steel industry has its own
quality-control problems, and high-
grade steel is often expensive and
hard to come by.

China’s RP industry also faces
technical hmitations. More than 80
percent of all RP products still use
the hand lay-up method, and the in-
dustry hopes to gradually reduce this
figure to 50 percent by increasing the
use of injection, spraying, winding,
or pressing techniques.

Like many other industries in
China, RP factories have quality con-
trol problems resulting, in part, from
alack of adequate product standards.
The problem is particularly serious in
tooling RP molds, but should be rela-
tively easy to solve. A small invest-
ment in personnel training would
greatly improve the quality of RP
products. China already possesses
the skills to make high-quality molds
in the woodworking and ceramics in-
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Photos of the Nanjing FRP factory by Alice Davenport

THE NANJING REINFORCED PLASTICS INDUSTRY

The Nanjing area has about 50 reinforced plastics (RP) factories, which produced some 1,554 tonnes of finished RP products last year,

[from bathtubs to cooling towers. In 1985 Nanjing also produced 2,120 tonnes of glass fiber, 1,500 tonnes of unsaturated polyester resin, and

400,000 complete sets of sanitary wares.
Nanjing RP factories and research institutes are eager to acquire advanced technology and equipment from the United States, Europe, and

Japan, and several agreements have already been concluded. The Nanjing Research Institute, for example, recently decided to import three sets

of RP injection equipment for Resin Transfer Molding (RTM) from Venus Products, Inc. (US). In a larger deal with the Filon and Silmar di-
visions of Standard Oil Chemical Co. (US), the Nanjing FRP Co. (which produces FRP unsaturated resins and corrugated sheets) bought a
Filon production line to produce transparent corrugated sheets of FRE, with a capacity of about 1.5 million square meters per year. Filon has
agreed to let the Nanjing FRP Co. use its trademark for export purposes if the sheeting is up to Filon standards. The factory also bought
Stlmar polyester resin technology and 106 formulas for producing unsaturated polyester resin including button resins, transparent resins,

and shipmolding compound resins. Nanjing FRP Co. plans to sell these resins on both domestic and international markets.

Nanjing hopes to import more foreign RP equipment and technology, and the industry has applied for $ 10 million in foreign exchange for
1986. Given recent across-the-board cutbacks in foreign exchange allocations, however, this sum is by no means assured.

The reinforced plastics industry receives strong support from the Nanjing Municipal government. Deputy Mayor Wu Dingzhu, formerly an
engineer in the glass fiber industry, previously served as head of Nanjing’s FRP Research Institute and director of the Municipal Department
of Construction and Building Materials. Nanjing plans to set up a Nanjing-area Fiber Reinforced Plastics (FRP) Association in 1987, and
host the upcoming seventh session of the International FRP Composite Materials Seminar.

Factory
Nanjing FRP Factory

Nanjing No. 2 FRP
Factory

Nanjing No. 5 FRP
Factory

—AD

NAN]JING RP FACTORIES AND RESEARCH CENTERS

Qutput
500 tonnes/year fiberglass and
fiberglass cloth; 150 tonnes/
year finished FRP products.

280 tonnes/year fiberglass;
820,000 meters/year fiberglass
cloth; 320 tonnes/year finished

products (1984 total value of

FRP products = ¥4.7 million)

NA

Products
Fiberglass cloth and FRP prod-
ucts including cooling towers,
small boats, sheets, anticorro-
sive pipes and banks.

Fiberglass, fiberglass cloth. FRP
products include sanitary ware
units, vans, corrugated sheets,
bodies for trucks, and tanks for
acids and cooling towers

Sanitary wares. Main product is
high and low tanks for toilets.

Details
Currently using hand lay-up production
method. Interested in acquiring injec-
tion method equipment and technol-
ogy, filament winding technology

Currently using hand lay-up method.
Wants to acquire more sophisticated
hand lay-up method technologies as
well as injection technology from the
US. Also interested in glass fiber mat
production technology. Has recently
developed a new printing machine FRP
product. Produces a printing panel that
1s made of both lead and RP.

Mainly uses the injection method. In-
terested in acquiring information on
chemical make-up of sanitary wares in
us.

Nanjing Aeronautics
Institute

Nanjing Hydraulic
Institute

Nanjing University

Nanjing Technical
Institute

Nanjing FRP Research

Institute

SOURCE: Authors’ research, Nanjing FRP Research Institute

Special composite materials depart-
ment. Has produced a small, light RP
aircraft,

Research on using RP to reinforce ce-
ment.

Research on coupling agents to
strengthen glass fiber.

RP research

Established in 1978. Product design and
research in cooperation with RP fac-
tories in Nanjing, including bathtubs,
chemical tanks, cooling towers, radar
equipment covers, and saentific soil
sampling boxes,
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dustries and, if bureaucratic road-
blocks could be overcome, it would
be relatively simple for the RP indus-
try to tap these skills. Moreover, Chi-
na’s plastics industry has already be-
gun o make better quality molds. In
the early 1980s the plastics industry
realized that it must upgrade
its molds and nvest in training
if its products were to compete
successfully on the international
market. A marked improvement in
the quality of Chinese plastic prod-
ucts over the last few years has been
the result.

But the RP industry has vet to fully
address the problem of low-quality
molds, in part because the domestic
market does not yet demand a better
product, but also because the RP in-
dustry, which operates under the ae-
gis of the State Administration of
Building Materials (SABM), has lLittle
contact with potential RP users in the
shipbuilding, aircraft, or automotive
industries. If China’s RP industry can
upgrade its product standards by
tooling better molds, Chinese RP
products should become much more
competitive, for the cost of the labor
required to tool a mold contributes
significantly to the price of glass fiber
end-products in developed countries
like the United States. As it is, many
of China’s better RP products al-
ready use molds that are tooled with
foreign technical assistance, includ-
ing the boat and building materials
industries.

Some industry observers argue
that, because manufacturing RP is so
labor-intensive, the industry should
tocus on training technicians instead
of buving new equipment and tech-
nology. This viewpoint overlooks the
fact that selective imports of equip-
ment and technology can greatly en-
hance the efficiency and interna-
tional competitiveness of the RP
industry. And even with sufficient
technical staff, RP factories would
sull face the management problems
common across Chinese industries—
ranging from overstathng to lack of
information about world market con-
ditions—that training alone cannot
address.

RP industry looks at foreign
technology

The Chinese RP industry is par-
ticularly eager to draw on foreign
technology and equipment to up-
grade its resin technology and pro-
duction lines, but few major deals
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have been concluded. In the past few
vears China has imported some tech-
nical know-how and production
lines, including 10 cultured marble
production lines from Germany, and
molds trom France and ltalv. A num-
ber of Japanese companies are also
looking into opportunities in the RP
industry, but meetings between Japa-
nese and Chinese experts have nol
vet led to Targe sales of equipment or
l)](’(‘("\\l'\.

I'he US industry, with the world’s
most advanced RP technology, is of
great interest to Chinese experts. A
few American RP companies have en-
tered the market, including Venus
Products, Inc., which has sold lower-
cost, small-scale RP equipment in
China for several vears. And in 1985
the Silmar and Filon division of Stan-
dard O1l Chemical Company agreed
to provide polyester resin technology
and FRP panels, among other RP
items, to the Nanjing FRP factory in
Jiangsu.

Because the RP industry is not
given priority in the Seventh Five-
Year Plan, it is unlikely that it will
receive a large allotment of foreign
exchange from the government. It
will thus have to rely on methods of

acquiring foreign equipment or tech-
nology other than outright pur-
chases, such as attracting foreign in-
vestment.

China’s RP industry has a number
ol serious problems to solve betore
its products reach world standards.
Ihe most pressing need is lor raw
materials to improve resin and glass
hiber production. The Chinese RP in-
dustry also needs better molds, and
cquipment 1o tool molds. This, in
turn, must be supplemented by train-
ing programs and better quality con-
trol techniques.

But the industry has a number of
strengths as well. Compared to many
other Chinese industries, relatively
little time and investment will be re-
quired to upgrade and modernize the
industry. And China's current em-
phasis on developing the chemical
and petrochemical industries should
help the RP industry by lowering the
price of raw materials. Finally, Chi-
na's increasing domestic demand will
stimulate the industry. Continued
growth of the chemical and petro-
chemical industries, inland waten
transportation, and the construction
indusiry ensure a promising future
for China’s RP industry. £

In the midst of a costly transition

Producing Aluminum
Against the Odds

Carolyn Bevans Dowling

ndeterred by low world
prices and high electriciny
costs that are forcng alu-
minum production cut-
backs and smelter closings in the
United States and Japan. the China
National Nonferrous Metals Indusiry
Corporation (CNNC) s striving to in-
crease production. Official state-
ments indicate that the high priorin
placed on nonferrous metals devel-
opment during the Sixth Five-Yea
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Plan will carry over into the Seventh.
Aluminum will retain its place at the
top of the list with plans 1o double
current production to about 1 billion
tonnes by 1990,

Just how extensively foreign com-

Carolyn Bevans Dowling is a program
manager in the Business Aduvisory Ser-
vices department of the National Coun-
cil, qu-mm;mg in energy issues and
mining.

panies will figure in these ambitious
plans remains uncertain. Since 1979
CNNCand the Ministry of Metallurgi-
cal Industry, which handled nonter-
rous metals before CNNC's forma-
tonin 1983, have experimented with
various forms of foreign coopera-
tion. But CNNC has vet to establish—
for itself or potential investors—a
commitment to long-term foreign in-
volvement.

At least over the short term, the
greatest number of opportunities for
companies seeking to invest in Chi-
na's aluminum sector are likely to be
in the small but growing aluminum
processing industry. China’s recent
construction boom and new empha-
sis on light industrial development
have produced new constituencies
for what was once an industry de-
signed primarily to support military
and heavy industrial production. As
demand from both raditional and
new consumers grows, more empha-
sis 1s being placed on the search for
overseas suppliers of rolling mills,
extrusion presses, and other
kinds of aluminum processing equip-
ment.

Imports fill gap between supply
and demand

From aircraft frames 1o ballpoint
pens, China is short of aluminum.
High levels of industrial growth and a
greater consumer orientation have
placed added strains on already tight
supplies. Last year the price of in-
gots—the metal bars that are re-
melted during processing—rose
sharply in the northeast, and free
market prices reportedly were more
than double the State price. Shang-
hai factories complained bitterly of
irregular shipments in aluminum
from processing plants in Chongqing
and other cities with whom they had
contracted. Those plants blamed un-
expected ingot price increases on
production shortfalls. CNNC urged
industries throughout the country
using aluminum and other nonfer-
rous metals to cut consumption by
finding substitutes, but the recom-
mendation has had littde impact,

Although imported smelters in
Guizhou, Ningxia, and Gansu prov-
mmces have added almost 200,000
tonnes to total production capacity
in the past two vears, the increase in
demand continues to outpace the
development of domestic produc-
tion. The shortfall has led 1o greater
reliance onimports, much to the dis-

61



may of China’s nonferrous metals
planners. From 110,000 wonnes in
1980, aluminum imports soared to
469,000 tonnes in 1985 (see chart).
Total domestic production is not
published for national security rea-
sons—aluminum is an important ma-
terial in the defense industrv—but
independent estimates indicate that
imports constituted more than half
of domestic production in 1985.

China’s continuing need to import
aluminum stems not only from a
shortage of smelters, but also from a
shortage of alumina to feed the
smelters. China has plentiful reserves
of diasporic bauxite, which it refines
into alumina using a combination sin-
tering-Bayer process. Current pro-
duction of alumina is approximately
I million tonnes per vear. Much
more will be needed if ingot produc-
tion is to be doubled by 1990,

Efforts are underway to increase
production of mined bauxite and alu-
mina by expanding China’s largest
alumina processing facility at
Zhengzhou in Henan Provinee by
200,000 tonnes, and by constructing
a new 200,000-tonne-per-vear facil-
ity at Hejin in Shanxi Province. For-
eign involvement in alumina produc-
tion has been limited, though
Aluminum Pechinev of France has
recently been asked by CNNC to pro-
vide a bauxite digestion facility for
the Hejin plant.

But, even with these efforts, China
is unlikely to reduce its aluminum
shortfall in the near future and will
continue to import at considerable
cost in foreign exchange.

The high cost of self-reliance

The most significant obstacle pre-
venting China from bringing domes-
tic production up to levels of demand
is a shortage of the energy required
for aluminum ingot production. In
the United States electricity accounts
for approximately one-third of the
cost ol aluminum production. En-

crgy consumption levels are even
higher in China’s aluminum industry.
Most smelters are small, ranging in
capacity from 5,000 to 35,000 tonnes
P(‘I' vear, i]] contrast to lh(" maore en-
ergy efficient 100,000-300,000
tonne models overseas. These smaller
plants lack much of the automation
and computer control that boosts en-
ergy efficiency in newer smelters.
China’s most antiquated smelters
consume up 1o 20,000 kilowatt hours
(kwh) per tonne, compared to the
world average of 15.500.

Even China's larger plants are not
up to world standards. China’s Sixth
Five-Year Plan called for reductions
in average power consumption per
tonne of electrolytic aluminum from
17,050 kwh per tonne in 1980 to
16,090 kwh per tonne in 1985, still
significantly higher than the average.

The bulk of China's aluminum in-
got production is located along the
castern coast and in the north, areas
that suffer from electricity shortages
so severe that some [actories operate
only three 1o four days a week. Chi-
na’'s largest smelter, the Fushun Alu-
minum Plant in Liaoning Province,
now operates at only 20 1o 40 per-
cent ol its 100,000-tonne  capacity
due to the shortage of electric power.

Weighing the alternatives

China’s long-term goal is import
substitution—the development of
domestic production to replace pri-
mary aluminum imports. On the sur-
face, self-reliance appears to be a
sound strategy. A steady domestic
supply of aluminum would protect
China from sudden increases in
world prices and conserve the pre-
cious foreign exchange now spent on
imports. But many economists and
China analysts wonder if now is the
right time for China to develop more
smelting capacity. Aluminum prices
are likelv to remain low, and there is
excess capacity on the world marker.
The cost of developing the industry is

high, involving not only the construc-
tion of smelters, but also the develop-
ment of bauxite mines, alumina pro-
duction facilities, thermal and
hydroelectric power resources, and
“'HHSPHI'['{I[]”H.

When evaluated in terms of oppor-
tunity cost, the decision to step up-
domestic aluminum production
makes even less economic sense. Wil-
lham Byrd, an economist with the
World Bank, estimates that import-
ing aluminum rather than building
up domestic capacity would save
enough electric power to produce
goods worth up to 25 times the value
of imports.

Many Chinese advocates of self-re-
liance in aluminum production seem
reluctant to address the issue of
opportunity cost. But in what may be
an encouraging step in the other di-
rection, China International Trust
and Investment Corporation (CITIC)
recently expressed interest in obtain-
ing a 10 percent share of Alcoa’s
Portland aluminum smelter project
in Australia. The project is currently
on hold pending financing, with
Bankers Trust Australia seeking to
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UPCOMING EXHIBITIONS

METALLURGICAL INDUSTRY
EXPO/CHINA 86 (1o include fer-
rous and nonferrous metals and al-
loys). June 24-30, 1986. Beijing. Con-
tact: Andrew Kay at China Promotion
Ltd. in Hong Kong (Telex: 76270
CHOCH HX) or Ingrid Boyd at Glahe
International Inc., 1700 K Street,
NW, Washington, DC 20006 (Tel:
202/659-4557).

MINING CHINA '86/INTERNA-
TIONAL MINING EQUIPMENT
EXHIBITION (to include equipment
and machinery for the mining of non-
ferrous metals). September 11-17,
1986. Beijing. Contact: Stanley Chu at
Adsale Exhibition Services in Hong
Kong (Telex: 63109 ADSAP HX) or
George Kallman, Kallman Associates,
5 Maple Court, Ridgewood, NJ 07450
(Tel: 201/652-7070).

CHINA METALS ’87/INTERNA-
TIONAL METAL MINING & MET-
ALLURGICAL ENDUSER TECH-
NOLOGY EXCHANGE CONFER-
ENCE & EXHIBITION April 8-17,
1987. Maanshan, Anhui Province.
Contact: George Roman or Amy Lewis
at Council member company Roman
Associates, 3572 Terrace Way, #1,
P.O. Box 1607, Lafavette, CA 94549
(Tel: 415/284-9180).
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arrange a syndicated loan on behalf
of CITIC. The Australian smelter will
produce 300,000 tonnes of alumi-
num annually when it goes onstream
in 1988,

The more expedient and less ex-
pensive alternative of expanding ex-
isting facilities (which China is pursu-
ing in numerous other industries,
such as iron and steel) is not consid-
ered a viable option for smelters in
north and eastern China due to ex-
treme clectricity shortages. In fact,
some provincial and local authorities
have diverted electricity away from
power-hungry smelters to other,
more energy-efficient industries. In
The Shenyang Smelter Byrd describes
how Liaoning authorities tried to
persuade CNNC and other central of-
ficials to move the State-run Fushun
Aluminum Plant to another part of
China. Although the central authori-
ties prevailed, they had to compro-
mise by approving new thermal
power plants not previously planned
for the area.

Starting from scratch in western
China

The government has devised a rad-
ical solution to the aluminum indus-
try’s problem of electric power short-
ages—it decided in the late 1970s o

shift all new aluminum smelting
projects to the northwest and south-
advantage of

west  to take

hyvdropower potential there. This
means that basically CNNC has had to
start from scratch. Despite the need
for renovation at older smelters 1o
bring operations to full capacity, the
State Planning Commission recently
indicated that, during the Seventh
Five-Year Plan, existing aluminum
smelters in the east will neither be
expanded nor revamped. This policy
continues to afteci the proposed alu-
minum complex in Zhengzhou,
which is unlikely to receive permis-
sion to go ahead with the construc-
tion of a planned 100,000-tonne-per
vear smelting facility during the cur-
rent five-year plan period. The pro-
posed Xitan smelter in Shaanxi has
also been stalled for this reason, al-
though it may be approved following
planned construction of an addi-
tional thermal plant there.

As part of the policy o shift the
aluminum industry westward, indus-
trial cities in the east are being en-
couraged to invest in smelters in the
west 1o ensure adequate supplies of
ingots for their fabrication plants.
Tianjin responded by investing ¥40
million in the Qingrongxia smelter in
Ningxia, which put the funds toward
the purchase of a used smelter from
Mitsubishi Light Metals.

Little foreign role in ingot
production

In the late 1970s China whetted

the appetites of foreign companies
with invitations for proposals detail-
ing how China should develop its alu-
minum industry. Expectations of
substantial foreign involvement,
however, have not materialized. De-
spite ambitious plans to build what
amounts to almost an entirely new in-
dustry, CNNC does not appear to
have decided on the appropriate role
of foreign involvement. In part,
CNNC and the State Planning Com-
mission, which must approve all
smelter projects due to their size and
lack of an exportable end-product,
appear 1o be waiting to evaluate the
achievements of a domestic
project—the Qinghai Smelter, lo-
cated near Xining. The 110,000-
tonne-per-year smelter, due to come
onstream in 1987 in conjunction
with the Xiaovi bauxite mine and
Hejin Alumina Plant in Shanxi, and
supplied with electricity from the
Longyangxia hydropower station,
has used little foreign equipment
aside from fume control devices. Its
technology for modern pre-bake an-
ode pots was developed at the Fu-
shun Aluminum Plant and is already
being used at the Baotou smelter in
Nei Mongol, which was renovated
during the Sixth Five-Year Plan.
Because of CNNC's reduced ability
to pay for imports due to the present
foreign exchange shortage, it no
longer imports new turnkey smelters
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or even secondhand smelters. In the
past, when more foreign exchange
was available, CNNC purchased a
turnkey 80,000-tonne-per-year ca-
pacity smelter from Nippon Light Al-
lovs to bring the Guizhou Aluminum
Plant up to 110,000 tonnes per vear.
ltalso imported two used plants from
Japan 1o expand the Baivin Smelter
in Gansu and the Qintongxia Smelter
in Ningxia, respectively. Part of the
reason for purchasing these smelters
outright instead of using a compensa-
von trade arrangement was CNNC's
unwillingness to export a product in
such short domestic supply.

But the option of foreign partici-
pation in the industry remains open.
Foreign exchange considerations
may force CNNC to consider foreign
investment more seriously. CNNC has
begun to advertise the proposed
Pingguo aluminum complex as a
Joint venture in the hope of attract-
ing foreign investment. It admits,
however, that attracting a foreign
partner willing to market the alumi-
num outside of China mayv be difh-

cult in light of the currently over-
stocked world market.

Processing holds brighter
prospects

Smaller in scale, much less energy-
mtensive, and possessing a more
likely product for export, the alumi-
num-processing industry probably
offers greater immediate opportuni-
ties for foreign involvement. Tradi-
tional consumers of China’s alumi-
num production such as the defense,
energy, and acronautics industries
must now (‘()'Illil("(‘ \\'ilh new end-us-
ers in the ight industry and construc-
tion materials industry. Whereas iron
and steel once suthced for door and
window frames, demand is now grow-
ing for lightweight and rust-free alu-
minum. To meet this demand, China
is asking foreign companies to supply
aluminum extrusion equipment and

technology in exchange for export of

products

China’s growing volume of con-
sumer exports has also led to foreign
assistance in the development of alu-

The high demand for processed aluminum products offers potential opportunities for
fﬂrrigﬂ investment.
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minum packaging. In addition to alu-
minum foil production technology
for exports of cigarettes, tea, and
pharmaceuticals, the Chinese are in-
terested in amporting cold rolling
mills to step up production of alumi-
num cans. In December China’s first
aluminum pull-top beverage can pro-
duction line, provided by Reynolds
Metal, Inc. (US) in exchange for cans
for export, went into production at
the Changjiang Electrical Appliances
Plant in Chongqing.

While the Chinese do have the ca-
pability to produce machines for alu-
minum foil and extruded parts pro-
duction, they
concentrating on imports of foreign
technology in these two areas. The
Guangzhou Aluminum Fabricating
Works is currently seeking foreign as-
sistance to help expand its produc-
tion of aluminum plate, corrugated
sheet, and foil to 56,000 tonnes per
vear. The China Investment Bank is
supporting construction of a new
aluminum foil mill in Shanghai that

appear to  be

will produce light and heavy gauge
aluminum foil primarily for cigarette
packaging. Davy McKee (UK) has
been awarded the contract for a cold
rolling mill, light and heavy gauge
toil, shitting machines, and laminat-
ing machinery and has subcontracted
with US firms for some of the equip-
ment.

As for the aluminum processing
sector as a whole, its greater level of
fragmentation may have contributed
Lo more extensive foreign participa-
tion than can be seen in the priman
aluminum industry. Companies seek-
ing opportunities in aluminum pro-
cessing will find that CNNC is not the
only place to look. Other depart-
ments and corporations involved in-
clude the Ministry of Machine-Build-
ing Industry, the Ministry of
Aviation, the China National Tech-
nical Import—=Export Corporation,
and municipal authorities.

The smaller scale of the aluminum
products industry and its ability 1o
produce readily exportable prod-
ucts

and thereby earn foreign ex-
change—make this likely 1o be a dy-
namic sector in the short term, both
for domestic producers and foreign
equipment suppliers. This may oftset
the slower pace of foreign imvolve-
ment in China’s primary aluminum
smelting activities, which is con-
strained by foreign exchange short-
ages and the sector’s more self-reli-
ant stance. e
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STAY UP TO DATE ON
CHINA'S ECONOMY !

The 1986 China Statistical Handbook
is the first systematic presentation

of official data on China's 1985
economic performance. Prepared by
Rock Creek Research, the Handbook
will give you the most recent

statistics in an historical context,

with both actual data and their
growth rates clearly laid out from

1981 through 1985.

" So many statistics, \
so soon after their release!
Chinese statistics for any given year are
released in stages, with the first major
presentation in the form of a State
Statistical Bureau communique in March. .
More complete information is not available
until much later in the year. The RCR
Handbook combines statistics from the
communique with the latest revisions of
historical data from other sources to give as
full a picture as possible of China's

remarkable 1981-85 economic performance.
If you are tired of leafing through dog-

W ®

eared clippings for that number you want,
you can find it and many others in the 25
pages of more than 500 tme series
compiled in the Handbook. More than just

the latest data, it gives a quantitative history

of Deng's reforms. The Handbook's

matching 1981-85 growth rates free you

from time-consuming calculations and a n O O
Qeveal major trends in China's economy. /

r-----------—--—-—--------------------1

SPECIALIZING IN CHINA'S ECONOMY
CHINA PROJECTION REPORT ROCK CREEK RESEARCH
11171 14TH STREET, NW, SUITE 800
WASHINGTON, DC, 20005-5603, USA
TEL 202/289-2289 TLX 284871 RCR UR

O Please send me free excerpts
O Fall 1985US $175
O
S

1986 CHINA STATISTICAL HANDBOOK — |

Send me one Handbook. |

O 1have enclosed payment of US $35. Tite |

O Please bill me. 1
Affiliation

Address I

CHINA MACROECONOMIC NEWSLETTER |

[0 Please send me a sample copy City State Zip COUNTRY |

O One year subscription (24 bi-weekly issues) US $185 |

Overseas postage--add US $15.50 per year. Phooe I

|

|

|

|

Fall 1985 and Spring 1986 (May) US $295

__------_----—---------—------------J
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Until recently, obtaining useful in-
formation about investment in China
bevond what was printed in journals
and newspapers was difficult.
MOFERT's 1982 publication, Guide to
Investment in China, was the first vol-
ume by Chinese authorities to lay out
the policy and framework for invest-
ment. This guide has since evolved
into an annual edition (see No. | be-
low) edited by China International
Economic Consultants, a MOFERT
subsidiary. Another current, authori-
tative source is Foreign Investment in
China: Questions and Answers (see No.
3). which draws on the past experi-
ence of MOFERT's Foreign Invest-
ment Department. A sizable portion
of the information made available by
Chinese investment authorities takes
the form of Chinese official re-
sponses to questions on foreign in-
vestment (see Nos. 3 and 5), which
elaborate the fine points of the pro-
cess of setting up a joint venture.
Lacking in these sources are detailed
step-by-step guidelines on how to en-
ter, negotiate, and operate a joint
venture. In contrast, Business Inter-
national’s Corporate Guide (see No. 2)
provides practical checklists and de-
tails on procedures of vital concern
to potential investors.

Recent literature is also beginning
to evaluate the experiences of the
joint venture pioneers. China's Open
Door Policy (see Bookshelf, The CBR,
Nov=Dec 1984) does an excellent job
of analyzing some of the early joint
ventures. Other, more recent, for-
eign company experiences are pre-
sented as case studies and are more
commonly available In investment
guides and periodical sources (see
Nos. 1 and 2).

Several books analyze the applica-
tion of foreign investment legislation
promulgated since 1979, Owen
Nee's commentary in Commercial,
Business and Trade Laws: People’s Re-
pu.’u'fr of China (see Bookshelf, The
CBR, Jan=Feb 1986) describes how
recent investment laws are applied in
practice. In Forergn Trade, Investment
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INVESTMENT BOOKSHELF

and the Law in the People's Republic of
China (see Bookshelf, The CBR, Jan—
Feb 1985) Michael |. Moser examines
these laws in depth. An early look at
these laws was undertaken by various
legal experts in Legal Aspects of Doing
Business in China 1983. Texts of the
laws have been reprinted many
times—the most current complete
collection is found in the China In-
vestment Guide 1986 (see No. 1) and in
two looseleal legal reference services
published by Oceana Press and Com-
merce Clearing House.

Data on investment and joint ven-
tures in China had not been released
systematically until recently. The
1984 and 1985 versions of the Alma-
nac of China’s Foreign Economic Rela-
tions and Trade offer joint venture
lists and information on the aggre-
gate value of investment. Nai-Ruenn
Chen's booklet (see No. 4) compiles
investment data previously released
by a multitude of Chinese sources.

The constantly evolving nature of
foreign investment in China often
dates books prior to publication.
However, many journals, newslet-
ters, and newspapers published in
China and abroad help keep one
abreast of recent events, and often
contain useful advice not published
elsewhere.

I. The China Investment
Guide 1986, by China
International Economic
Consultants, Inc. Lon-
don: Longman Group,
1985. 809 pp. $125 plus
$4.50 shipping and han-

dling.

An updated version of the China
Investment Guide 1984/85, the 1986
Caade 1s an excellent, authoritative
reference source for commercial in-

formation vital to investing in China.
Organized in the same fashion as the

Books and business guides submitted for

possible review in The China Business
Review should be sent to the National
Council’s book editor, Jennifer Little.

previous Guide (see Bookshelf, The
CBR, Jan-Feb 1985), some portions
have heen expanded to incorporate
new material gathered through June
30, 1985, In addition to chapters de-
scribing the economy and foreign in-
vestment potential of each of China's
provinces, special economic zones,
and 14 coastal cities and Hainan Is-
land, a new chapter describes the
open economic zones of the Yangize
River, Zhujiang River, and southern
Fujian deltas. Chapter 7, which pro-
vides an overview of China’s major
industrial sectors, has been updated
to include 1984 data and plans for
1986 1o 2000. Much of the material
covering central government and in-
vestment-related organizations re-
mains the same, although the Audit
Office has been added. The two
chapters that list trust and invest-
ment and consulting corporations
contain some new listings, while some
listings from the previous edition are
not repeated.

The joint venture case studies con-
tained in Chapter 15 are all new, ex-
cept for one that has been revised.
This chapter also contains a table list-
ing 651 of the 741 joint equity ven-
tures and 26 wholly foreign-owned
venture contracts signed in 1984,
The collection of Chinese foreign in-
vestment and trade laws and regula-
tions has been updated to include
laws released through mid-1985.
This edition contains a more useful
set of appendices than in the past,
including a list of foreign banks regis-
tered in Beijing; a brief list of air-
lines, other transportation, and
travel agents; and the application
forms for registering a foreign office
in China.

2. Joint Ventures in the People’s Re-
public of China: A Corporate Guide.
Hong Kong: Business International
Asia/Pacific Lid. (1111-1119 Mount
Parker House, 1 1th Floor, City Plaza,
Taikoo Shing, Quarry Bay), 1985.
Two vol. 702 pp. $2,200, additional
copies $220.
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This well-organized study is a com-
prehensive guide to setting up a joint
venture in China. An excellent in-
formation source for foreign compa-
nies secking to enter into an equity
joint venture, this multichent study
also touches upon cooperative and
wholly foreign-owned ventures.

The study takes the potential inves-
tor through the steps of planning, ne-
gotiating, and operating a venture.
This report has compiled a great deal
of the useful information published
on joint ventures, organized it in a
clear, logical fashion, and embel-
lished 1t with pertinent case studies
drawn [rom interviews with 50 joint
venture foreign partners and an
equal number of foreign companies
negotiating ventures. The study takes
a realistic look at setting up a joint
venture, outlining the perils and pit-
falls as well as the motives for under-
taking such a step in China. Advice
on how to select a Chinese partner
and tips for successful negotiations
are offered, and the venture’s man-
agement, labor, financial consider-
ations, marketing, technology trans-
fer, and production decisions are
described in detail. Ten case histories
illustrate the experiences ol success-
ful foreign companies.

The appendices in Volume 11 list
many of the current joint equity ven-
tures, oil industry service and supply
Joint ventures, and hotel and tourism
ventures for which datais available. A
compilation of the major laws affect-
ing joint ventures is included, along
with a sample model contract and ar-
ticles of association,

Although the Corporate Guide is ex-
pensive, it may well pay for itself by
preventing a foreign company from
making costly mistakes.

3. Foreign Investment in China: Ques-
tions and Answers, by Chu Baotai.
Beijing: Foreign Languages Press,
1986, Distributed by China Books
and Periodicals, 2929 24th St., San
Francisco, CA 94110, 281 pp. Bilin-
gual. $9.95 + $1.50 postage and han-
dling.

Written by the deputy director of
MOFERT's Foreign Investment Ad-
ministration, this handbook answers
103 basic questions about investing
in China—on topics ranging from
foreign investment protection, to pay
scales and bonus systems for equity
Joint ventures, to liquidation of a
full-term joint venture. Answers 1o
the questions reflect MOFERT's ex-
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perience and interpretation of Chi-
na's investment regulations, and are
arranged under topical headings. Ap-
pendices contain the joint venture
law and implementing regulations.

4. Foreign Investment in China: Cur-
rent Trends, by Nai-Ruenn Chen.
Washington, DC: International
Trade Administration (Othce of the

PRC and Hong Kong, US Dept. of

Commerce, Washington, DC 20230),
1986. 30 pp. Free, although only a
limited number of copies are avail-
able for distribution.

In 1985 foreign investment in
China rose 57 percent over 1984,
This is the kind of information that
comes Lo light in this useful booklet,
which contains the most complete set
of statistical data published on for-
eign investment in China to date. Its
23 tables detail China’s investment
trends from 1979 1o the present, us-
ing vear-end 1985 information when
available. After briefly reviewing the
history of foreign direct investment
in China, the author explains how in-
vestment terms are defined and elab-
orates on these various types of in-
vestment.

Data for direct foreign investment
is enumerated in Tables 1 and 2 by
type, country of origin, and coastal
city. A major portion of the data in
this compilation deals with equity

joint ventures, and related charts list
joint equity ventures by number,

vear, value, type, foreign countries,
province, SEZ, and coastal city. Sta-
tistical information is less available
for the other five forms of invest-
ment, but the number and usually the
value are provided.

The report concludes with a sum-
mary of the outlook for these forms
of investment in China, painting a
bright future for most. The author
provides a list of Chinese sources for
the investment data, although
sources for individual tables are not

cited.

5. Guide to Equity Joint
Ventures, edited by Ex-

Economic Daily,
Beijing. Hong Kong:
Economic Information
& Agency (342, 12th
Floor, Hennessy Rd.), 1985, Bilin-
gual. 223 pp. $40.

This compilation contains reprints
of useful documents concerning eq-
uity joint ventures from the weekly

ternal Services Dept. of

newsletter China Economic News and
other sources. The joint venture law
and implementing regulations as well
as the sample contract for joint ven-
tures and sample articles of associa-
tion are included.

A large portion of the book con-
sists of Chinese legal experts” answers
to questions on the joint venture im-
plementing regulations. Included
here are answers to a wide variety of
issues that concern foreign compa-
nies entering into a joint venture
agreement: how the Chinese define
their terms, the parameters within
which joint ventures can be under-
taken, the approval process, stathng,
loans, prices, technology fees, opera-
tions, marketing, taxes, dispute set-
tlement, and others. These questions
and answers unfortunately are not
grouped by topic: the reader must
scan the entire 57 pages to avoid
l]'ll.‘sﬁl'l'lg d I)t‘]'lll]t‘[]l Pﬂ]n[.

6. Partnership with
China: Sino-Foreign
Joint Ventures in Histori-
cal Perspective, by David
G. Brown. Boulder, CO:
Westview Press, 1986.
175 pp. $17.50.

This book traces the history of Chi-
na's commercial opening to the out-
side world from its beginnings in the
5th century BC to the present day.

The author describes how this open-

ing came about, discusses the nature
of foreign investment in China today
and the prospects for investment in
the future.

By examining the roots of foreign
commerce in China, the author pro-
vides a historical context in which to
view present Sino—foreign business
relations. He points out that today’s

joint ventures are ‘‘neither unique

nor fortuitous,” and that foreign
commercial activity in China in the
distant past is actually the prototype
for joint ventures undertaken today.

A detailed description of pre-1976
commercial activity between China
and foreigners is followed by a chap-
ter covering commercial activity
from 1976 to 1985, the era of for-
eign investment in China as we know
it today. Examples of compensation
trade, joint equity and cooperative
ventures, and oil development are
given as well as a summary of the in-
stitutional framework for laws and
special economic zones. The author
closes with a brief outlook for the fu-
ture of foreign investment in China.
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The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
Joint ventures, licensing arrangements, and other forms of business arrangements are included if classified as such in Chinese and
foreign media reports. For the most part, the accuracy of these reports is not independently confirmed by The CBR.

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

Betsy Saik.

Foreign Party/

CHINA’S IMPORTS THROUGH MARCH 31

Product/Value/

Chinese Party Date Reported
Agricultural Commodities
(Denmark)/Guangzhou Exported 200 milk cows. 12/85.

Yantang Agricultural-in-
dustrial-Commercial Inte-
grated Co.

DeKalb AgResearch, Inc.
(US)/Guangdong NA

(Thailand)/CEROILS

(Canada)/Foreign Trade
Animal By-Product Im-
port/Export Co., Liaoning

Li Min Trading Co. (HK)/
NA

Agricultural Technology
Hickman’s Micro System,
Inc. (US)

AnemTech Ltd. (US)

Foss Electric Co. (Den-
mark)

Signed agreement to provide stock for 650-
sow Guangdong farm and to sell additional
hogs to farm in future. 12/30/85.

Signed trade agreement to export addi-
tional 80,000 tonnes of rice and 150,000
tonnes of maize. 2/5/86.

Exported 86 milk cows. 3/86.

Signed contract for purchase of 10,000 cu-
bic meters of American timber for rural wa-
ter supply project financed by World Bank
loan. $870,000. 3/86.

Sold 14 miniature micro dry-weighing in-
gredient feeders (Micro Systems). 11/85.

Received contract to sell frozen cattle em-

bryo transplants. 12/2/85.

Won contracts for infrared milk product an-
alyzers and milk-fat testers for north China
pastureland building projects funded by
IFAD loan. $228,974 (Kroner2.05 million).
2/86.

Franz Kirchfeld GMBH (W, Won contracts to supply ammonia com-

Germany) pressors, air coolers, and vacuum packaging
units for north China pastureland building
projects funded by IFAD loan. 2/86.

NA = Not available.

NOTES: Contracts denominated in foreign currencies are converted into US dollars at

the most recent hily

Y age rate q

d in International Financial Statistics

(IMF). Contracts concluded over two months ago are also included if they were not
reported in the last issue of The CBR. Leasing (LEAS), Licensing (LIC), Compensation
(CT), and Assembling (ASSEM) deals are now included in the “China’s Imports” sec-

tion.

Hemmer GMBH (W. Ger-
many)

Hong Kong Cambridge
Co. ltd.

Karl Kolb GMBH (West
Germany)

Sumitomo Corporation
(Jlapan)

Won contracts to supply combined scouring
and milling machines for north China pas-
tureland building projects funded by IFAD
loan. 2/86.

Won contract for milk separators for north
China pastureland building projects funded
by IFAD loan. $70,791 (DM173,000). 2/86.

Won contracts to supply AC and smoke
generators for north China pastureland
building projects funded by IFAD loan. 2/86.

Won contracts to provide tractors,
hayrakes, mowers, cultivators, grain seed-
ers, and light harrow ploughs for north
China pastureland building project funded
by IFAD loan. $1.5 million (J¥300 million).
2/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

Stamicarbon (Nether-
lands)/cNCCC

Stamicarbon (Nether-
lands)/SINOPEC

Smelt (Yugoslavia)/
SINOPEC, Guangdong

SCM Chemicals (UK)
Mitsui & Co. Ltd. (Japan)

Fluor Daniel Ltd., subs. of
Fluor Corp. (US)/Gas
Utilization Corp. of
CNOOC

Tecnimont, of Iniziativa
M.E.T.A. and Montedison
Group (Italy)/CNCCC

Signed contract to supply inspection equip-
ment and train inspectors for CNCCC urea
plants. 1/13/86.

Signed contract to modify urea plant to al-
low retrofitting of computer-based control
system and to supply appropriate software.
1/13/86.

Signed contract to build 15 million barrels/
year, 98-octane, lead free gasoline refinery.
$21 million, 1/22/86.

Received order for titanium dioxide.
$250,000. 1/29/86.

Signed contract to sell 4,000 tonnes of
phosphate fertilizer. $840,000. 2/86.

Awarded contract for first phase of South
China gas utilization project including 620-
mile gas pipeline and four compressor sta-
tions. 3/86.

LIC: Signed contract to supply license,
knowhow, and engineering services for iso-
baric double recycle technology used to
modernize Luzhou, Sichuan urea plant.
3/20/86.

Construction Materials and Equipment

Columbia Machine Co.
(Us)

Hino Automobiles Asso-
ciation (Japan)/China
Beifang Grasslands
Project

Won contract to build 10 million tile/year
capacity concrete roofing tile plant in
Hubei. $1 million. 2/86.

Awarded contract to sell 4 dump trucks and
related parts. $54,981 (J¥11 million). 2/86.
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Hino Automobiles Asso-
ciation (Japan)/China
Beifang Grasslands
Project

Terex Equipment (UK)/
China North Industries
Corp.

GEC Hong Kong/
Longquan Hotel, Beijing

Japan Steel Works Ltd.
and Takiron-Rowland Co.
(Japan)/Beijing Spectacles
Factory

Misawa Homes (Japan)

Sekisui House (Japan)

Consumer Goods

NA (W. Germany)/Shang-
hai No. 2 Daily-Use
Chemical Factory

Rinnai Corp. (Japan)

Awarded contract to sell 55 trucks and
cranes, $804,718 million (J¥161 million).
2/86.

ASSEM: Received order for 40 dump trucks
and spare parts for mining applications
throughout China. $5.7 million (£4 million).
2/20/86.

Awarded contract to supply and install air-
conditioning and ventilation equipment.
$770,000 (HK$6 million). 2/24/86.

Acetate fiber board production line went
into operation. $550,000. 2/24/86.

Won contract to supply materials for Kun-
ming Resort Hotel. 3/86.

Supplied prefabricated parts for two-story,
four-bedroom home at Shanghai Tongji
University. $124,956 (J¥25 million). 3/86.

CT: Commissioned skin lotion production
line with 70% of products to be sold by
German company for three years. 12/85.

Concluded technology transfer agreement
to produce 600,000 portable gas heaters
per year in Guangzhou, 300,000 heaters per
year in Taiyuan and Lanzhou, and 200,000
rice cookers per year in Jilin. $3.2 million
(1¥643 million). 2/17/86.

Electronics and Electrical Equipment

Gould Instruments Ltd.
(UK)/CEIEC

Prime Computer (US)/
Nineteenth Steel Corp.

ANT (W. Germany)

L/F Technologies (US)/
Ministry of Education

Perry Offshore Inc. (US)/
Oriental Scientific Instru-
ments Import/Export
Corp. of China Academy
of Sciences and Shen-
yang Automation Insti-
tute

Philips Hong Kong, subs.
of Pye Telecom (UK)/
Guangzhou

Zenith (US)/Shanghai In-
strumentation and Elec-
tronics Corp.

Matsushita Electric Trad-
ing (Japan)/Television
Equipment Agency

State of Minnesota (US)

Electrak International
(UK)

Crosfield Electronics (UK)

Prime Computer (US)/
Beijing Institute of Tech-

nology

Received order for digital storage oscillo-
scopes and digital waveform processor.
11/85.

Formalized agreement for CAD/CAM
equipment. 11/15/85.

Sold newsroom computer system offering
split-screen, two-language simultaneous
display capability. 1/86.

Signed agreement to supply over 200
microcomputer systems and peripherals.
$1.5 million. 1/86.

Sold 15-year supply of technology for man-
ufacturing underwater robots. 1/86.

Awarded contracts to design and supply
police radio communication system includ-
ing 100 portable pocket phones, 30 mobile
transmitters, and 3 four-channel base sta-
tion transmitter receivers. 1/86,

Reached agreement to sell projection TV
monitors including technical training, pro-
duction, and testing of equipment for final
assembly. $3 million. 1/8/86.

ASSEM: Shipped 1,000 VCR kits. 1/20/86.

Signed protocol to run software laboratory.
1/22/86.

Will build assembly plant to produce plug
and keyhole-shaped sockets. 1/23/86.

Won order for computerized printing
equipment for stamp manufacturing plant.
$1.4 million (£1 million). 1/25/86.

Sold 9750 minicomputer and Medusa CAD/
CAM software package for Wuhan network
design and bridge construction. $600,000.
1/27/86.
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Sofrecom (France)/CEIEC

Philips (Netherlands)/MEI

Honeywell Information
Systems Inc. (US) and
Honeywell Yamatake (Ja-
pan)

IBM (US)/Industrial and
Commercial Bank of
China and Hangzhou Fi-
nancial Management In-
stitute

Jiada Semiconductor Co.
Ltd. (HK)/Leshan Radio
Factory, Sichuan (MEI)

Miller Electric Manufac-
turing Co. (US)/EQUIMPEX

Northwest Instrument
Systems (US)/Beijing Mi-
cro Electronics Technol-
ogy Application Research
Institute and CEIEC

Recognition Equipment
(Asia) Pte Ltd. (Singa-
pore)/NA

Kanematsu-Gosho Ltd.
and Mitsumi Electric Co.
(Japan)/MACHIMPEX,
Guangdong branch

Acrobe Automation
Technology Inc. (US)

Hardware Software Tech-
nology, Inc. (US)

National Research Center

(France)/Shenyang Insti-
tute of Automation

Hitachi Ltd. (Japan)/BOC

Olivetti Co. (Italy)/Yun-
nan Electronic Equipment
Factory

Lamp Metals (UK)

John Fluke Mfg. Co., Inc.
(US)/Beijing Radio Re-
search Institute
Autodesk Inc. (US) and
Kanematsu-Gosho Ltd.
(Japan)

Fuji Electrochemical Co.

(Japan)/Shanghai External
Trade Corp.

Kanematsu-Gosho Ltd.
(Japan)/Beijing Sixth
Semiconductor Factory
Electronics (Consumer)
Corning Glass Works
(US)/Hengyang, Hunan

Corning Glass Works
(US)/Shijiazhuang, Hebei

Won contract to supply research center for
integrated circuitry in Wuxi. $60 million
(F450 million). 1/27/86.

Will develop automatic teller machine sys-
tem with language capabilities, recovery
functions, and security measures tailored to
China market. 1/30/86.

Agreed to supply additional technology for
TDC 3000 digital process control system.
2/86.

Will set up computer technical training cen-
ter using IBM 4381 computer system. 2/86.

Signed contract for two diode production
lines. $1.6 million. 2/86.

Signed technology transfer agreement (sub-
ject to US and Chinese government ap-
proval) for Shanghai Electric Welding Ma-
chine Works to manufacture arc welding

equipment and power supplies for mainland
market. 2/86.

LIC: Announced technical cooperation
agreement to manufacture and market
NWIS products. $2.5 million. 2/86.

Sold Tartan computer system including 62
terminals, six disk drives, two tape drives,
one line printer, and two printers for off-
shore data entry. 2/86.

Concluded deal to export magnetic head
manufacturing and testing equipment for
recording devices to Shenzhen plant. $6.5
million (j¥1.3 billion). 2/1/86.

LIC: Signed contract to manufacture indus-
trial robots for paint-spraying, point- and
arc-welding, and cargo-carrying. 2/10/86.

Will sell computer equipment and consult-
ing services. $171,531. 2/10/86.

Discussing robot technology technical
transfer programs. 2/10/86.

Received order for 15 large and medium-
sized computers for setting up on-line sys-
tem to link main office with branches. $25-
$30 million. 2/13/86.

Signed agreement for technology and
equipment to produce 16-bit microcomput-
ers. $500,000. 2/17/86.

Won contract to supply capital equipment
and install production line to manufacture
tungsten used in electric lamps. $47.4 mil-
lion (£33.3 million). 2/22/86.

Signed agreement for production of 9000
Series Microsystem Troubleshooter, $1 mil-
lion, 3/11/86.

Will sell Auto CAD software. 3/15/86.

Signed contract to export 20 million/year
capacity alkaline battery plant. $3 million
(%600 million). 3/27/86.

Received order for set of semiconductor
production equipment for TV production.
$3.5 million (J¥700 million). 3/29/86.

Negotiating construction of color TV glass
manufacturing plant. 3/12/86.

Negotiating construction of black-and-
white TV glass manufacturing plant.
3/12/86.




Corning Glass Works
(US)/Xi'an

Negotiating expansion of TV glass manufac-
turing plant. 3/12/86.

Engineering and Construction

CRS Sirrine Inc. (US)/
Nantong, Jiangsu

Franki Contractors Ltd.,
subs. of Franki Invest-
ments Ltd. (HK)

Finance

Sumitomo Trust and
Banking Co. (Japan)/In-
dustrial and Commercial
Bank of China

Food Processing

Tyler (US)/National Trad-
ing Import Corp. and
Luoyang Refrigeration
Machinery Factory

NA (US)/Tianjin-US
Foodstuffs Co. Ltd.

Japan International Co-
operation Agency

Restaurant Technology
Group Inc. (US)

Brewing Products Ltd.
(UK)

Will provide engineering design, equipment
procurement, and construction manage-
ment services for new cellulose acetate cig-
arette filter manufacturing facility. 2/27/86.

Awarded three contracts including founda-
tion work for Guangdong bridge, piling
work for Shajiao, Guangdong power plant,
and new Shenzhen stadium. $6.4 million
(HK$50 million). 3/11/86.

Concluded correspondent banking agree-
ment. 3/5/86.

LIC: Will provide manufacturing equipment
and technical expertise for manufacturing
refrigerated display cases, walk-in freezers
and coolers, and other equipment. 1/86.

Imported Maxwell instant coffee production
line and plans to import powdered drink
production line. 2/86.

Will provide technical cooperation in meat
processing. 2/86.

Will build 12,000 TPY non-citrus juice plant.
$4-%5 million. 2/86.

ASSEM: Won contract to export beer kits.
2/6/86.

Machine Tools and Machinery

Mitsubishi Heavy Indus-
tries and Devron-Hercu-
les (Japan)/Jiamusi Paper
Mill

Battenfeld (Switzerland)

King, Taudevin, and
Gregson (UK)

Elof Hansson Co. (Swe-
den)/China Light Industry
Foreign Economic and
Technological Coopera-
tion Corp. and Jilin Paper
Mill, Guangzhou

Motoren Werke Mann-
heim AG (W. Germany)/
China Shipbuilding Trad-
ing Co. Ltd.

Hotoku Company (Ja-

pan)/China Handicrafts
Import/Export Corp.

Medical Equipment
Health Packard Co. (W.
Germany)

Received order for Devronizer steam
shower to be installed on Mitsubishi/Beloit
bi-nip press. 12/85.

LIC: Will produce injection molding ma-
chines. 1/86.

Won orders to design and supply three
glass furnaces, $5.7 million (£4 million).
1/21/86.

Signed contract to provide second-hand 20-
tonne/day paper production line including
equipment, materials, spare parts, fittings,
and technological documents. $4.8 million
(Kroner36.3 million). 1/27/86.

LIC: Concluded contract to produce diesels
for agricultural and construction equipment,
generating sets, and marine propulsion,
2/86.

Received order for metal chair manufactur-
ing equipment including welding machines,
tube-bending machines, and woodwork
machines. $500,000 (J¥100 million). 3/86.

Signed contract to sell 50 neonatal monitors
for medical colleges, hospitals, and health
centers in Shanghai, Sichuan, Shandong,
Ningxia, and Heilongjiang. $220,000. 3/86.

Metals, Minerals, and Processing Technology

Padaeng Industry Co.
Ltd. (Thailand)/
MINMETALS

Continuous Properzi (It-
aly)/China Harbin Inter-
national Economic Tech-
nical Cooperative
Development Corp.

Continuous Properzi (It-
aly)/Shenyang Cable Fac-
tory
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Signed contract to supply 2,000 tonnes of
zinc ingots, $1.5 million. 1/3/86.

Signed contract for aluminum rod produc-
tion line at Harbin Cable Factory,
Heilongjiang. 2/86.

Received order for aluminum rod produc-
tion line. 2/86.

Takeuchi Press (Japan)/
Hua-Tai International
Economic Cooperation
Corp.

Darlington and Simpson
Rolling Mills (UK)/
MINMETALS

Nippon Steel Corp. and
NA (Japan)/MINMETALS

Aluminium Pechiney,
subs. of Pechiney SA
(France)

Mitsui Mining and Smelt-
ing Co. and Toho Zinc
Co. (Japan)/Xibei Smelter,
Gansu

CLMC Group (Philip-
pines)

Sairex SA Co. (Switzer-
land)

Six major steelmakers (Ja-
pan)

Military Equipment
GEC Avionics (US)/CATIC

Mining Equipment
Brown and Ward Co.
(UK)/Shanxi

Komatsu (Japan)/
Heilongjiang Sanjiang
Plain Development
Project

Mitsubishi (Japan)/
Heilongjiang Sanjiang
Plain Development
Project

Ireco Co. Ltd. (US)/China
National Nonferrous
Metal Import/Export
Corp.

Packaging Equipment
Burwell, Reed, and
Kinghorn, British subs. of
Rockwell (US)

Metal Box Engineering
(UK)

Guarantee Instrument
Systems (US)

(Switzerland)/Zhanjiang
Canning Factory

Exported aluminum manufacturing plant.
$5.6 million (J¥1.13 billion). 2/86.

Won order to supply hot-rolled profiles to
manufacture steel windows. $2.85 million
(£2 million). 2/12/86.

Received order for 1.6 million tonnes of
rolled steel products. 2/24/86.

Signed contract to provide 660,000 TPY
bauxite digestion unit for Hejin, Shanxi alu-
mina production plant. 2/28/86.

Signed contract to supply zinc smelting
equipment and technology. $5 million.
2/28/86.

Signed six contracts for 50,095 tonnes of
steel products for rural water supply project
financed by World Bank loans. $8.17 mil-
lion. 3/86.

Signed two contracts for welding tubes and
5 MM high-intensity steel wire for rural wa-
ter supply project financed by World Bank
loans. $690,000. 3/86.

Received order for 650,000 tonnes of steel
products including carbon steel products,
such as plates, wire rods, and cold rolled
sheet for shipment first half 1986. 3/12/86.

Will supply radars, airborne computers, and
head-up displays to upgrade F-7 intercep-
tors. $42 million. 1/23/86.

Won contract to supply two automatic turn-
ing machines to produce spindles for coal
mining conveyors. $142,490 (£100,000).
1/7/86.

Signed contract to buy land levellers. 2/86.

Signed contract to buy flatbed tricycles.
2/86.

Signed contract to sell dynamite mixing
trucks, emulsified dynamite technology, and
designs for dynamite manufacturing plant
for construction of Dexing Copper Mine,
Jiangxi. 2/17/86.

Won contract to supply mould-making
technology and specialized machinery for
moulding glass containers. $1.4 million (£1
million). 1/3/86.

Awarded two contracts to supply packaging
systems. $3.9 million (£2.75 million).
1/29/86.

Building modular high-speed beverage can
manufacturing line. 2/14/86.

Sold set of high-frequency welding equip-
ment. $450,000. 3/86.

Petroleum, Natural Gas, and Related Equipment

American Bureau of Ship-
ping (US)/Petroleum Cor-
poration of China

Barnes Drill Co. (US)/
MACHIMPEX

Nippon Steel Corp. (Ja-
pan)/MACHlMPEX

Awarded class and certification contract for
three offshore platforms for development of
oil/gas field. 1/8/86.

Signed contract to supply six drill honing
systems, including filters, fixtures, and tool-
ing to manufacture equipment for petro-
leum industry. $3 million. 2/86.

Construction of oil terminal at Shengli
Oilfield, Shandong. $25 million (J¥4 billion).
2/86.
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Shime-dzu Co. (Japan)/
Zhongyuan Oilfield
Development Project

Waltrex International Co.
(US)/Zhongyuan Oilfield
Development Project

Vetco Gray, subs. of
Combustion Engineering
Inc. (US)/Petroleum Cor-
poration of China

Offshore Navigation Inc.
(us)

Pharmaceuticals

Tanabe Seiyaku Co. (Ja-
pan)/Yen An Pharma-
ceutical Factory, Shang-
hai

Ports

OIL (Asia) Pte Ltd., part of
Straits Steamship Group
(Singapore)

Signed contract to import automatic X-dif-
fraction instrument and related auxiliary
parts. $130,954 (J¥26.2 million). 2/86.

Signed contract to import 18 seismographs
for lab use. $24,000. 2/86.

Received contract to act as well completion
contractor, including responsibility for
equipment supply, controls, and installation
of 9 wells for development of oil/gas field.
$13 million. 2/5/86.

Sold flight-tracking system for use in con-
junction with China Sea offshore opera-
tions. 3/86.

LIC: Concluded contract to export
Herbesser heart drug technology. 3/15/86.

Won contract to manage Zhuhai port and
oil supply base. 1/31/86.

Power Plants and Equipment

The Singer Company (US)

General Electric (US),
Babcock and Wilcox
(CAN) and GIE Ansaldo
(Italy)/Huaneng Interna-
tional Power Develop-
ment Corp.

Karl Kolb GMBH (W.
Germany)

Zung Fu Co. Ltd. (HK)/
Xintang Dairy Farm,
Guangzhou

Rees Instruments Ltd.
(UK)/Chinese Nuclear En-
ergy Industries Corp.

Alsthom, div. of Cie.
Generale d’Electricite and
Stein Industrie, subs. of
Alsthom (France)/
Guangdong

German Nuclear Society
(W. Germany)/Chinese
Nuclear Society

Framatome and
Electricite de France
(France)/Guangdong Nu-
clear Power Joint Venture
Co.

Mitsubishi Heavy Indus-
tries Co., Mitsubishi Elec-
tric Corp. and Mitsubishi
Corp. (Japan)/Huaneng
International Power
Development Corp.

Will develop fossil fuel power plant simu-
lator. 1/20/86.

Signed contract for two 700 MW coal-fired
power plants (2x350) for Dalian and
Shijiazhuang. 2/86.

Won contracts to supply AC generators and
smoke generators for north China pasture-
land building projects funded by IFAD
loans. 2/86.

Received contract to supply three sets of
electric power generating units. 2/86.

Received contract to supply closed circuit
TV equipment for nuclear plant inspection.
$114,000 (£80,000). 2/13/86.

Won order to build 100-MW oil-fired ther-
mal power station in Shantou including sup-
ply of two gas turbine generators, one
steam turbine, control room, transformers,
high-voltage equipment, and two boilers.
$36 million (F270 million). 2/18/86.

Signed agreement to promote peaceful use
of nuclear energy and technology including
academic and technical exchanges.
2/26/86.

Signed letters of intent on Daya Bay nuclear
power plant with Framatome supplying two
1,000 MW nuclear reactors and EDF re-
sponsible for overall engineering design.
$3.7 billion (reactors-$1.3 billion). 3/13/86.

Signed contract for two 700-mw power
plants (2x350) for Nantong and Fuzhou.
3/20/86.

Printing Equipment, Publishing & Broadcasting

Rockwell-Gross, subs. of
Rockwell International
Corp. (US)/Shanghai
Press

Paramount Pictures, subs.
of Gulf & Western Indus-
tries Inc. and Universal
Pictures, subs, of MCA
Inc. (US)/China Film Cor-
poration.

LIC: Signed agreement for technology to
build four newspaper printing presses.
2/5/86.

Signed agreement to exhibit and distribute
films in China. 2/7/86.
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General Telephone &
Electronics Co. (US)

Property Development
Tokai Salvage, Kokusai
Soken (Japan)/Tourist
Service Co., Shijingshan
District, Beijing
Hopewell-Kanematsu

Development Holdings
Ltd. (Japan)

(Japan)/Dalian Jinzhou
Tourist Development Co.

Scientific Instruments

Bausch and Lomb (US)/
China Beifang Grassland
Project

Teca Tor (Sweden)/China
Beifang Grassland Project

Air Quality Division,
Menitor Labs Inc. (US)/
Import Corp. of Henan

Menitor Labs Inc. (US)/
CNTIC

Hewlett Packard Asia Ltd.
Co. (US)/MOFERT

John Fluke Mfg. Co., Inc.
(US)/Beijing Polytechnic
University

Shipping
(Netherlands)

Rickmers Line (W. Ger-
many)

Italy-China Trading Co.
(Italy)/Wenzhou

Baker Marine Corp. (US)/
China Communications
Import/Export Service
Corp. of Ministry of
Communications

Telecommunications

Edmonton Telephone Co.
(CAN)/Harbin Municipal
Telecommunications Bu-
reau

NTT, NIKKI, and Nisshin
Software (Japan)

Plessey Telecommunica-
tions (UK)

BTM Company (Bel-
gium)/Shanghai

Matsushita Communica-
tion Industrial Corp. and
Sumitomo Corp. (Japan)/
Beijing Posts and Tele-
communications Acad-
emy and Ministry of Posts
and Telecommunications

Awarded contract to supply China with offi-
cial telephone directory. 3/86.

Building Beijing International Sports Center.
$5 million (J¥1 billion, first stage). 2/86.

Sold Shenzhen train station building.
2/1/86.

Exported 10 housing buildings and one
multifunction bar room. 3/86.

Signed contract for set of universal biologi-
cal microscopes. $14,500. 2/86.

Signed contract for two automatic protein
instruments. $50,069 (Kroner380,000). 2/86.

Signed contract for mobile air quality moni-
toring system for Luoyang Environmental
Protection Bureau. $100,000. 2/24/86.

Signed three contracts for parts, kits, train-
ing, and test equipment for Beijing Analyti-
cal Instrument Factory to assemble and sell
air quality monitoring equipment. $1 mil-
lion. 2/24/86.

Signed 26 contracts under World Bank
loans to sell equipment for higher educa-
tion development projects including meters
and apparatus, automatic meterology data
collecting system, spare parts for comput-
ers, microscopes, multipurpose scanners,
frequency and spectrum analyzers, and
wide-wave amplifiers. $500,000. 3/86.

Donated two sets of automated electronic
test and measurement systems. $70,000.
3/11/86.

Will cooperate in maritime transport, port
construction, shipbuilding, and telecom-
munications. 1/30/86.

Initiating service between US gulf states and
Huangpu, Shanghai, Qingdao, Xingang, and
Dalian ports to transport timber and timber
products. 2/10/86.

Signed agreement to construct Longwan
pier including two 10,000 tonne berths.
3/86.

Received Maritime Administration approval
to sell 6,031-gross-tonne barge. 3/21/86.

Will supply 17 2,000-line switchboards, ad-
vanced technology, and training. 1/86.

Signed contract to install communication
equipment, mainframe and personal com-
puters, PBXs, telephones, and facsimile ma-
chines in Beijing’s International Exhibition
Center. $14.3 million. 1/86.

Won contracts for telephone systems. $1.8
million (£1.25 million). 1/5/86.

Signed two contracts to import 52,000-line
Model S 1240 numerical program control
telephone exchanges. 2/86.

Will export motor vehicle cellular telephone
systems. $199,930 (J¥40 million). 2/86.
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Saskatchewan Telecom-
munications Corp.
(Sasktel) (Canada)/Jilin
Post and Telecommuni-
cations Administration
Bureau

GTE Sprint (US)

Northern Telecom Ltd.
(CAN)/CAAC

Northern Telecom Ltd.
(CAN)/Shougang Beijing
(Capital Steel Factory)

Siemens AG (W. Ger-
many)/Meishan Telecom-
munications Equipment
Plant, Ministry of Posts
and Telecommunications

Siemens AG (W. Ger-
many)/Ministry of Posts &
Telecommunications and
Hunan Telecommunica-
tions Administration

Westinghouse Electric
Corporation (US)/Kang
Hua Industrial Co.,
Beijing

Signed agreement to supply PBX equipment
and training. $355,467 (CAN$500,000).
2/17/86.

Will offer long distance telephone service to
China. 2/26/86.

Signed agreement to supply digital SL-1 pri-
vate branch exchange, 2400-line SL-IXN for
Baiyun Airport, Guangzhou. 3/86.

Signed agreement to provide digital SL-1
private branch exchange, 4640-line SL-IXN,
for voice and data communications. 3/86.

Signed agreement to export technology and
jointly produce analog and digital telecom-
munications and measuring meters and in-
struments including microprocessor-con-
trolled programmable meters, digital
analyzers, and digital circuit analyzers. $4
million. 3/86.

Received order for local and trunk digital
exchanges, PCM transmission systems, opti-
cal waveguide trunk network, and opera-
tion and maintenance center. 3/1/86.

Awarded contract for 100 single-channel
powerline telephone carrier terminals,
$200,000. 3/12/86.

Textiles and Textile Plants and Equipment

Zimmer AG (W. Ger-
many)

Unitika, Ltd. (Japan)/Syn-
thetic fiber plant,
Wuzhou, Guangxi

Rockwell-Rimoldi, subs.
of Rockwell International
Corporation (US)/North
China Industrial Corpora-
tion

Smit Nuovpignons, subs.
of Eni Group (Italy)/
Shanghai Textile Machin-
ery Manufacturing Works

Commissioned first block of Nanjing polyes-
ter polymer plant including three produc-
tion lines for direct spinning of 400 tonnes/
day of polyester fibers and production of
200 tonnes/day of polyester chips. 1/13/86.

Will export 1,500 TPY facilities to dissolve
and spin polyester filament. $7.5 million
{1¥1.5 billion). 2/86.

LIC: Will produce industrial sewing ma-
chines at Changsha, Hunan plant. 2/5/86.

Concluded technology transfer agreement
for shuttleless looms. 3/5/86.

Transportation and Transportation Equipment

(Japan)

Nippon Cable Co. (Ja-
pan)/NA

Hino Automobiles Co.
Lid. (Japan)/China
Beifang Grassland Project

Hino Automobiles Co.
Ltd. (Japan)/China
Beifang Grassland Project

Japanese Automobiles
Co. Ltd./China Beifang
Grassland Project

Japanese Automobiles
Co. Ltd./China Beifang
Grassland Project

Japanese Automobiles
Co. Ltd./China Beifang
Grassland Project

T D Materials, Inc. (US)/
Xi‘an Aircraft Co., Shang-
hai

Signed bilateral agreement to increase pas-
senger capacity on two-way routes 45%
and freight volume 70%. 1/86.

Will construct high-speed cable car system
at tourist site north of Beijing. $2.2 million
()¥450 million). 1/86.

Signed contract to sell two mini buses.
$32,539 (J¥6.51 million). 2/86.

Signed contract to sell 5 automobiles and
parts. $127,955 (J¥25.6 million). 2/86.

Signed contract for 26 small goods wagons.
$193,000 ()¥38.6 million). 2/86.

Signed contract to sell 6 tools wagons.
$38,187 (J¥7.64 million). 2/86.

Signed contract to sell 17 liquid nitrogen
transportation cars and related parts.
$150,000 (J¥30 million). 2/86.

Signed 3-year contract to supply aircraft ex-
trusions and other structural components
for use in ship-sets for Boeing 737-300 jet
transport tail sections. 2/86.

Toho Metal Co. Ltd. (Ja-
pan)/Cangzhou Platinum
Factory, Hebei

Canadian Pacific Airlines

NA (Japan)

Italy-China Trading Co.
(Italy)/Wenzhou

Numerex Corp. (US)/
Beijing Electric Furnace
Works

Ricardo Co. (UK)/Minis-
try of Railways

Schienenfahrzeuge Ex-
port/Import VE (E. Ger-
many)/MACHIMPEX and
Ministry of Railways

Daihatsu (Japan)/Tianjin
Motor Vehicle Industrial
Co.

Miscellaneous

Kowin Companies (US)/
Anhui Province

Nippon Gakki (Japan)/
Central Conservatory of
Music

Signed contract to import knowhow and
equipment for tungsten contacting point
used in motor vehicle ignition systems.
2/86.

Signed bilateral agreement to provide direct
flights between Vancouver and Shanghai.
2/10/86.

Signed contract to provide 55 cars for rural
water supply project financed by World
Bank loans. $213,025 (J¥42.62 million).
3/86.

Negotiating construction of 248 km Jinwen
Railway. 3/86.

Signed 3-year marketing agreement on heat
treatment process (ionitriding) for aircraft
parts and carbon, stainless steel, titanium,
and titanium alloy cutting tools. 3/3/86.

Will cooperate to update diesel engines,
3/3/86.

Signed five contracts to export 1,000 refrig-
erated train wagons and two diesel power
generation wagons, including 10-year tech-
nical transfer contract. $145 million (SFr300
million). 3/7/86.

Signed contract to produce 10,000 Daihatsu
Charade automobiles per year. 3/24/86.

Signed contract to find US and European
funding sources and joint venture partners
for high tech, industrial, and other projects.
1/27/86.

Will provide electronic organs. 2/86.

(& 5h
& 5

Foreign Party/
Chinese Party

JOINT VENTURES AND DIRECT
INVESTMENT THROUGH MARCH 31

Arrangement/Value/
Date Reported

Agricultural Technology
AnemTech Ltd. (US)

Signed letter of intent to form joint venture
in cattle embryo transplant technology.
12/2/85.

Chemicals and Chemical and Petrochemical Plants and Equipment

C. Itoh and Co. (Japan)
and China Merchant In-
dustries Ltd. (Hong
Kong)/Shanghai Petro-
chemical Complex

Siope Corp. (Tunisia) and
Petrochemical Industrial
Corp. (Kuwait)/Ministry
of Chemical Industry

Consumer Goods

Pacific Dunlop Ltd. (Aus-
tralia)/NA

Sino World Industries
(HK)/Beijing ITIC and

Beijing Polyester Fiber
Mill

Established Shanghai Jingshan United Indus-
trial Co. joint venture to produce 2,000 TPY
of plastic film bags. $1 million (HK:30%-
JAP:19%-PRC:51%), 2/12/86.

Formed Sino-Arab Chemical Fertilizer Co.
Ltd. joint venture to build Qinhuangdao
plant to produce 480,000 TPY of diammo-
nium phosphate or 600,000 TPY of nitrogen
phosphorus potassium. $50 million (Tunisia
and Kuwait:60%-PRC:40%). 3/19/86.

Will build Shanghai factory to produce 2
million pairs of leather footwear per year.
(AUST:40%-PRC:60%). 2/19/86.

Signed 10-year contract to set up KTK Furni-
ture Co. joint venture to produce single
bedsteads, single-bed mattresses, bed
screens, and sofas. $624,707 (¥2 million).
(HK:25%-PRC:75%). 2/24/86.
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China International Ven-
tures Inc. and China
United Trading Co. (US)/
Tianjin No. 5 Factory and
Tianjin SEZ

Will expand Tianjin No. 5 Factory to pro-
duce shoes. (ventures:27%, trading: 12%-
factory:51%, zone: 10%). 3/26/86.

Electronics and Electrical Equipment

Kexi Company (Japan)/
Tianjin Economic and
Technological Develop-
ment Zone General
Company

Sanko Development Co.
Ltd. (Japan)/Dalian
Beiyang Industrial Stock
Corp. Ltd.

Yokogawa Hokushin
Electric (Japan)/Xi'an In-
dustrial Instruments Fac-
tory

Progeni Systems (New
Zealand)/CATIC and
Beijing Institute of Aero-
nautics and Astronautics

Electronics (Consumer)

Huangguangtai Industrial
Co. Ltd. (HK)/
Heilongjiang Provincial
No. 1 Radio Factory

Signed contract to jointly finance and oper-
ate Tianjin (Kexi) Company to produce and
develop computer peripheral equipment,
computer accessory products, and plasma
cutting and welding devices. 1/16/86.

Signed contract to establish Dalian Beixing
Computer Co. joint venture to develop and
produce computer software and provide
consulting services in computer technology.
3/86.

Will establish 30-year joint venture to supply
and install electronic plant management sys-
tems. $3.5 million (J¥700 million). (50-50).
3/86.

Will establish computer education center
and evaluate joint venture to develop
fourth-generation learning system for China
and overseas markets. 3/28/86.

Concluded agreement to jointly manufac-
ture high and medium grade radio cassette
recorders, $2.5 million (50-50). 2/86.

Engineering and Construction

MEI Co. (Singapore)/
Beijing Automatic System
Engineering Design Insti-
tute

Wadaco Corp. (Poland)/

Beijing Automatic System
Engineering Design Insti-
tute

lapan Engineering Con-
sultants/Beijing Commu-
nications and Transport
Corp.

Will jointly design and cooperate on build-
ing system projects. 1/86.

Will jointly design building systems projects.
1/86.

Established road construction consulting
company through joint investment.
§199,930-$299,895 million (J¥40-¥60 mil-
lion). 2/86.

Finance, Leasing, and Insurance

Wearne Brothers, subs.
of Overseas Chinese
Banking Corp. (Singa-
pore)/BOC and Wuhan
Leasing Co. Ltd.

Hutchison Holdings Ltd.
(HK)/China Hunan Inter-
national Economic Devel-
opment Co. and Tai
Cheng International Ltd.

Signed agreement to set up Central China
International Leasing Co. joint venture. $50
million. (50-50). 2/2/86.

Held inaugural ceremony of Hunan Hong
Kong Investment Co. Ltd. established to in-
troduce foreign investment funds and mod-
ern technology into Hunan. 2/5/86.

Food Processing and Food Service

(France)/Shaanxi Province

Compagnie Commerciale
Sucres et Denrees
(France)/Guangzhou
Shitou Enterprise Cor-
poration

Will cooperate in construction of fruit juice
concentrate factory and soft drink factory
(See Joint Ventures, Packaging for first phase
of agreement.) 2/86.

Formed Sugar and Foodstuffs Industrial En-
gineering Company Ltd. joint venture in
Panyu Country, Guangzhou. 3/8/86.

Machine Tools and Machinery

Cincinnati Milacron Inc.
(US)/NA

NA (W. Germany)/China
Dalian Diesel Locomotive
Research Institute,
Hualian Co., Economic
and Technological Devel-
opment Company of
Dalian SEZ

Signed agreement with a Beijing institute to
open service center to train machine tool
maintenance people to install and provide
ongoing maintenance of Milacron equip-
ment, 2/3/86.

Signed contract to provide accessories for
automatic industrial chain and sprocket line.
3/86.
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Medical Equipment

Cardio-Pace Medical,
Inc. (US)/Qinling Semi-
conductor Factory

Erma (Japan)/NA (Beijing
and Dandong factories)

Siemens (W. Germany)/
Beijing Foreign Trade
Corporation and Xuanwu
Hospital

Signed 15-year agreement to establish
Qinling Medical Co. joint venture in Baoji to
produce pacemakers. $1.5 million.
(US:49%-PRC:51%). 2/86.

Will cooperate in production of clinical
analysis apparatus. 2/86.

Opened service center. 3/20/86.

Metals, Minerals & Processing Technology

Hong Kong Industrial
Trading Company Ltd./
Xianing Industrial Associ-
ated Company,
MINMETALS, and
MINMETALS, Hubei branch

Robinson Technical
Products (US)/NA

Hat Rea Company (HK)/
Yunnan Provincial Im-

port/Export Corporation
Packaging
(France)/Shaanxi Province

Established Qining Company Ltd. joint ven-
ture in Zhujiawan, Hubei, for exploitation of
quartz and production and sale of silicon
and silicon products. 2/86.

Entered into joint venture to manufacture
natural soapstone. 2/86.

Formed joint venture to process jade and
other gems for export. $450,000. (HK:45%-
PRC:55%). 3/4/86.

Signed agreement to jointly construct plastic
bottle production line at Ganquan County
Mineral Water Factory. $20,000 (F150,000).
2/86.

Petroleum, Natural Gas, and Related Equipment

(Norway)

British Cluff Oil Plc (UK)/
CNOOC

Amoco Orient Petroleum
Company (US)/CNOOC

Occidental Eastern, Inc.
(US), UNOCAL Pearl River,
Inc. and Japan Petroleum
Exploration Co. Ltd./
CNOOC

Ports

Japanese consortium (40
companies), Overseas
Economic Cooperation
Fund (Japan)/Dalian

Multiterminals Interna-
tional, of Pakhoed Hold-
ings (Netherlands)

Opened 12-year Guangzhou joint marine
engineering and design company to design
offshore projects, carry out offshore oil
development feasibility studies, and offer
consulting services. 1/29/86.

Signed contract on joint oil exploration and
development of Yellow Sea block. 2/5/86.

Signed contract for oil exploration and
development of Pearl River mouth basin
block. 2/18/86.

Signed contract for exploration and devel-
opment of Pearl River mouth basin block.
3/31/86.

Will establish Dalian Port Development
Study Group steering body to investigate
possibility of joint venture for Dalian port
expansion including 80 berths and 50 mil-
lion TEU /year cargo handling capacity (10
berths to be built in first phase). 1/10/86.

Signed joint venture agreement to operate
two port terminals at Nantong. Approx.
$100 million. 1/24/86.

Power Plants and Equipment

Okano Valve Mfg. (Ja-
pan)/Dalian High Pres-
sure Valve Factory

Property Development
Huali Trading Co. and
Hong Kong Haitong Co.
Ltd. (HK)/Ningbo Tourist
Co.

Yuanbang Trading Corp.
(HK)/Supply and Market-
ing Cooperatives of
Yuyao, Jiangsu

Established Dalian Okano Valve Plant 22-
year joint venture to produce power gen-
eration valves. $1.1 million (¥3.5 million).
(JAP:40%-PRC:60%). 2/86.

Will jointly fund construction of Asian
Huayuan Hotel. $7.2 million. 12/85.

Signed joint venture agreement (pending
government approval) to build Longshan
Hotel. $6.4 million, 12/85.



Nissho Iwai Corp. and
Shimizu Construction/
Agro-Industrial-
Commercial Corp. of
Haidian District, Beijing
and Zhenhai Agro-Indus-
trial-Commercial Corp.

Overseas Chinese Bank-
ing Corp. (Singapore)/NA

NA (Canada)/Guangzhou
Municipal Construction
and Development Corp.

China Hotel Develop-
ment Joint Venture (US,
Norway, and HK)/All-
China Journalists’ Assn.

Misawa Homes (Japan)/
Tianjin ITIC

Publishing and Broadcasting

(Algeria)

Shipping

NA (Sweden)/Nanhai
Shipping Instrument
Equipment Corp. of
Shanghai Shipping Re-
search Institute under
Ministry of Comm.

Telecommunications
Nitsuko Ltd. (Japan)/
China National Electronic
Technology Import/Ex-
port Corp.

Will construct apartments for foreigners
through joint investments. $9 million (J¥1.8
billion). 2/86.

Expected to sign agreement to build hotel in
Xi‘an. $43 million. 2/2/86.

Signed 20-year contract to establish Tianhe
Hotel with Chinese side providing land and
Canadian side responsible for investment.
$50 million. 3/86.

Reached agreement in principle for invest-
ment and management of China Interna-
tional Information Center to be located in
Beijing. 3/86.

Formed joint venture to build and lease 30
foreign residences. $31.2 million (¥100 mil-
lion). (50-50). 3/86.

Signed three-year radio and television co-
operative agreement. 1/86.

Set up Huarui Shipping Equipment Co. Ltd.
joint venture to manufacture automatic con-
trol and detection equipment and instru-
ments. 3/86.

Will establish joint venture company to pro-
duce telephones and small-capacity digital
PBXs. $1.5 million-$2 million (J¥300-}¥400
million). (50-50). 3/8/86.

Textiles

Maxivac Co. Ltd., subs. of
Kaihin Enterprises Co.
Ltd. (HK)/Beijing Fengtai
District Hua Xiang Indus-
try Co. Ltd.

Italy-China Trading Co.
(Italy)/Wenzhou Munici-
pal Economic and Tech-
nical Development Co.

Established 15-year joint venture to seek ad-
vanced foreign technical knowhow to make
fashion garments for Chinese and foreign
customers. (HK:60%-PRC:40%). 1/22/86.

Signed 12-year cooperative agreement to
build 1.2 million/year capacity plant to man-
ufacture woolens and worsteds. $4 million.
3/86.

Transportation and Transportation Equipment

British Railway Engineer-
ing Co./Ministry of Rail-
ways

American Coal Enterprise
(US)/Ministry of Railways

Captive Air Ltd. (HK),
subs, of Captive Air Inc.
(US)/Guanghua Trade
Development Co.,
Zhuhai SEZ

Miscellaneous

American International
Group (US)/China Light
industrial Corp. for For-
eign Economic and Tech-
nical Cooperation Ltd.

Italy-China Trading Co.
(Italy)/Wenzhou Munici-
pal Economic and Tech-
nical Development Co.

Will cooperate in revamping Changchun
Railway Passenger Car Plant and coproduce
new types of passenger cars financed with
World Bank loan. 3/3/86.

Signed memorandum of understanding to
produce coal-fired steam engines for loco-
motives at Datong Locomotive Works in
Shanxi. 3/5/86.

Signed 25-year joint venture agreement to
establish Tai Ping Co. to manufacture bicy-
cle and wheelchair tires. $4.6 million. (50-
50). 3/17/86.

Established Light Industrial International
Corp. for economic and technical coopera-
tion joint venture to help foreign light in-
dustry firms invest in China and Chinese
firms buy foreign technology and equip-
ment. 1/86.

Signed agreement to manufacture leather.
3/86.

CLASSIFIED ADVE

RTISING

CONSULTANTS

PR/PA CONSULTANT avail for
short/long term project work. Over-
scas trade expo, conf org exper.
Speaks  Chinese /French/Japanese.
Contact Roger Cobb, 159 D Street
SE, Washington DC 20003; 202/
H43-4942

MINING GEOLOGIST, hands-on
China mines experience, many third-
world projects, available for consult-
ing on minerals/mining ventures.
Fred Barnard, Ph.D., 1835 Alkire
Street, Golden, CO 80401; 303 /232-
1553.

POSITION WANTED

RECENT GRAD, MBA U. of Wisc,
Marketing. Fluent Mandarin, US/
Asian work exper. Seeks sales or
project mgmt position. Mr. ]. C.
Coey, 116 E. Gilman #6C, Madison,

WI 53703,

GEORGETOWN ASIAN STUDIES,
School of Foreign Sve grad w/good
Mandarin, some Japanese & over |

74

year's exper & work in Republic of
China seeks extended opp'ty in Far
East/China trading & mkt devel op-
erations. Travel & /or reloc no prob-
lem. Summer position consid, all
terms nego. Pls contact John
Thomas, 202/944-1533.

FLUENT MANDARIN, some Fujian
dialect. Exper using Chinese in pub-
lic relations, negotiations, personnel.
Skills in microcomputers, spread-
sheets, statistics. MA Stanford. 8 yrs
Taiwan. L. Arrigo, 346 Grove St. Jer-
sey City, NJ 07302; 201 /332-8075.

CHINA BUSINESS—Engineer/Ex-
ecutive, age 32, bilingual Eng/Chi-
nese with sound China exp in project
& trading seeks proj/business devel
post. Have extensive hi-level business
contacts. Contact Adrian Low,
20013 Rainbow Way, Cerritos, CA
90701; 213/926-4798 or 924-7082.

RECENT GEORGETOWN cum
laude grad with Int’l Finance /Com-
merce degree & work experience; has
lived in Orient, speaks Mandarin,
seeks position in firm dealing in East
Asia. D. Chamorro, 2201 Wisconsin
Ave., Box 410, Washington DC
20007.

EXPER CHINESE MBA grad, BS
engineering, 4 yrs mgr in PRC, Man-
darin/Cantonese, age 29. James W,
Bridge Hall #200, USC, Los Angeles,
CA 90089; 213,/743-2272,

EXPERIENCED TECHNOLOGIST
12 vrs exp in Europe/USA. All
phases of indus/comm/auto battery
mig/mgmt/mkig/consulting, offers
services in China. Contact AJK,
10376 GW Michael Todd Terr.,
Glenview, 11. 60025,

ADVERTISE IN CBR CLASSI-
FIEDS: $8.50 per line, four-line mini-
mum ($34). Count 36 characters per
line, including spaces and punctua-
tion, Copy must be typewritten and
received by the first of the month
preceding theissue (i.e., June 1 for the
Julv-August issue). Prepayment re-
quired. Send to The China Business
Review, 1818 N Street, N.W., Suite
500, Washington, DC 20036. Pub-
lisher reserves right to reject or cancel
advertising at any time.
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BEIJING OFFICE EXPANDS

The National Council’s Beijing of-
fice has expanded both its staff and
office space over the last year and a
half to provide more assistance
to member companies in China,
strengthen liaison services with Chi-
nese officials and organizations, and
conduct market research for Council
projects and individual member com-
panies.

COUNGIL ACTIVITIES

Chris Brown, director of the of-
fice, is joined by deputy directors Se-
bastian Bonner, Andrew Ness, and
David Richter. Liu Jingming serves as
assistant advisor and Zheng Xiao as
project advisor.

The main office is in Room 1136 of

the Beijing Hotel. An annex was
added last May in Beijing's
Xuanwumen Hotel to allow for more
meeting and research space.

Members of the National Council’s Beijing office staff from left to right: David Richter,
Sebastian Bonner, Andrew Ness, Chris Brown, and Zheng Xiao.

Today’s China
Market:

‘ Strategies
for Success

a two-day seminar sponsored by

<‘ The National Council
for US-China Trade

in cooperation with

TheDallasChamber

A detailed and practical program for senior
executives and international marketing
managers of large and small companies
interested in marketing and/or investing
in the People’s Republic of China.

DALLAS

June 10-11, 1986

For further information and registration
materials, write The National Council for
US-China Trade, 1818 N Street, NW,
Suite 500, Washington, DC 20036. Or
phone us at (202) 429-0340.

Hyatt Regency Dallas
300 Reunion Boulevard
Dallas, TX 75207

The China Business Review/May-June 1986 75



CHINA DATA

B) 3 4

KEY INDICATORS % change
1980 1981 1982 1983 1984 1985 1985/84
Exchange rate (yuan per US $) 1.4984 1.7050 1.8887 19772 2.3200 29367 +26.6
Currency in circulation (bil ¥) 346 39.6 439 53.0 79.2 98.8 +24.7
GDP* (bil. ¥, 1985 constant
prices) 486.7 510.5 552.9 607.1 691.5 778.0 +12.5
State budget revenues (bil. ¥) 108.5 109.0 1124 1249 146.5 185.4 +26.5
State budget expenditures
(bil. ¥) 121.2 115 1153 129.3 1515 182.6 +20.5
Consumer Price Index 100.0 102.5 104.6 106.7 109.6 118.4
Gross value of industrial
output (bil. ¥) 489.7 512.0 550.6 608.8 704.2 875.9 +24.3
of which:
heavy industry 258.8 248.3 2740 313.4 370.7 467.0 +26.
light industry 2309 267.3 276.6 295.4 3355 408.9 +219
Gross value of agricultural
output (bil. ¥) 218.0 246.0 278.5 3naa 3755 451.0 +20.1
of which:
grain output (MMT) 320.52 325.02 353.43 387.28 407.20 378.98 -69
cotton output (MMT) 2.207 2.968 3.598 4.637 6.077 4.150 -N.7
Population (millions) 994.9 1007.8 1012.0 1025.0 10348 1046.4 +1.12

* 1980-83 figures are derived from applying national income growth rates to the GDP figures released from the State
Statistical Bureau for 1984 and 1985. The Chinese definition of GDP appears to be similar 10 that used in the West,
although it has yet to be officially defined.

Source: IMF Financial Statistics, National Council files, State Statistical Bureau.

All values in current prices unless otherwise noted,

CHINA’S FOREIGN TRADE 1980-1985 % change
1980 1981 1982 1983 1984 1985 1985/84

Total Trade (fob and cif)

bil ¥ 57.00 7383 77.20 86.02 120.12 204.4

bil $ 38.04 4313 40.88 43.48 51.78 69.62 +34.4
Exports (fob)

bil ¥ 27.12 36,76 41.43 43.85 58.06 80.35

bil § 18.10 21.56 21.94 22.16 25.03 27.36 +93
Imports (cif)

bil ¥ 29.88 36.77 35.77 42.17 62.06 124.10

bil $ 19.94 21.57 18.94 21.32 26.75 42.26 +58.0

Source: State Statistical Yearbook

MAJOR ITEMS IN US-CHINA TRADE

TOP TEN US DOMESTIC EXPORTS TO CHINA IN
1985 (FAS, THOUSAND $)

Aircraft, new, nonmilitary for passenger

transport 364,649
Douglas Fir Logs 229,783
Oil & Gas Drilling Machine Parts 202,316
Phosphate Fertilizer 115,939
Textured Yarns 101,362
Aircraft, new, nonmilitary for passenger/

cargo transport 97,237
Wheat 97,009
Western Hemlock Logs 83,720
Digital Automatic Data Processing

Machines 80,436
Rotary Wing Aircraft 77,603

TOP TEN US IMPORTS FOR CONSUMPTION
FROM CHINA IN 1985 (CUSTOMS VALUE,

THOUSAND $)

Crude Petroleum 715,683
Gasoline 194,587
Stuffed Dolls 90,355
Tin 60,126
Stuffed Toy Animals 53,300
Cotton Print Cloth 45,974
Wool Floor Coverings 42,190
Anrtificial Flowers 40,783
Coins 36,906
Fireworks 36,692

Souxci: US Department of Commerce Trade Statistics
Schedule B Numbers

China’s Reserves, 1980-85

(billion $)

19.7

current market
prices
10.6

10.1

1984 1965

SOURCE: IMF, International Financial Statistics
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FOREIGN TRADE WITH SELECTED COUNTRIES, 1980-85

(MILLION $) 1980 1981 1982
lapan exports (fob) 5078 5095 3510
imports (cif) 4323 5291 5352

Total 9401 10386 8862

Share of 2-way trade 24.7% 24.1% 21.7%
Hong Kong exports (fob) 1249 1957 1954
imports (cif) 4401 5264 5431

Total 5650 21 7385

Share of 2-way trade 14.7% 16.7% 18.1%
United States exports (fob) 3755 3603 2912
imports (cif) 1164 2062 2502

Total 4919 5665 5414

Share of 2-way trade 12.9% 13.1% 13.2%
West Germany exports (fob) 1145 1017 853
imports (cif) 808 769 702

Total 1953 1786 1555

Share of 2-way trade 5.1% 4.1% 3.8%
Sowviet Union exports (fob) 110 60 88
imports (cif) 95 68 75

Total 205 128 163

Share of 2-way trade 5% 3% 4%
Canada exports (fob) 742 776 1005
imports (cif) 145 201 182

Total 899 a1 1186

Share of 2-way 1rade 2.4% 2.1% 2.9%

1983

4912
5087
9999
23%
2495
5847
8342
19.2%

2173
2477
4650
10.7%

1075
768
1843
4.2%
189
172
361
8%

1295

219
1514
3.5%

Source: IMF Direction of Trade Statistics, various trading partners’ official data

% change
1984 1985 1985/84
7216 12477 +72.9
5957 6482 +8.8
13173 18959 +43.9
25.4% 27.2%
5031 7858 +56.2
713 7568 +6.1
12,162 15426 +26.8
23.5% 22.2%
3004 3856 +28.3
1381 4224 +24.9
6385 8080 +26.5
12.3% 11.6%
1038 2230 +114.8
851 71 +2.3
1889 3100 +64.2
3.6% 4.4%
380 666 +75.3
415 706 +70.1
795 1372 +72.6
1.5% 1.9%
968 929 -4.0
284 326 +15.2
1251 1255 +0.3
1.9% 1.8%

China’s Trade Balance with Selected
Countries, 1985
(billion $)

B | mports

() peficit
(] Surplus

.87

Hong Kong uUs W. Germany
ANNUAL FOREIGN INVESTMENT IN CHINA, 1979-85 Cumulative
TYPE 1979 1980 1981 1982 1983 1984 1985 1979-85
EQUITY JOINT VENTURES
Number of Agreements 6 20 28 29 107 741 1300 2231
Foreign Investment pledged (mil §) 8 63 28 29 188 1060
Foreign Investment realized (mil $) 74 250

COOPERATIVE VENTURES

Number of Agreements 320 70 402
Foreign Contribution pledged (mil $) 500 1300 926

Foreign Contribution realized (mil $)

WHOLLY FOREIGN-OWNED VENTURES

Number of Agreements 33*
Foreign Investment pledged

JOINT Oll DEVELOPMENT
Number of Agreements 8 4 0 1
Foreign Contnbution pledged 110 112 0 170
Foreign Contribution realized 110

COMPENSATION TRADE

Number of Agreements 417 173 282
Value of equipment to be supplied
by foreign companies (mil $) s 79 265

Value of equipment actually
supplied by foreign companies
(mil $)

TOTAL (including processing and
assembling arrangements)

Foreign Contribution pledged (mil $)

Foreign Contnibution realized (mil §)

*represents 197982 cumulative figure.

331 1089 1500 372
504

238 470
15 26 46 120
99
18 0 4 35
1031
296 520
181 in
107 160
150

2742 2650 5850

1254 1570

Source: Chen, Nai-Ruenn, Foreign Investment in China: Current Trends; vanous Chinese sources

Compiled by Valerie |. Chang and Madelyn C. Ross
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International Equity
Joint Ventures
Signed Annually

by country by sector

.‘BO.

total: 20

o
(7 .
1981

total: 28

1983

total: 107
6%

b3

1984
total: 741

- Hong Kong - Agriculture
- us D Manutacturing
E Japan - Services
- W. Europe - Petroleum-related
- Other D Engineering/design
SOURCE: Chen, D Toursm-related

Nai-Ruenn, Foreign
Investment in China: l:l Other

Current Trends

Number of Joint Ventures

B0 81 82 B3 84 85
Full breakdown for 1985 not available; 1984 numbers estimated
from available data
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THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Davin C. Scortr
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Suite 1136, Beijing Hotel

Telephone: 507766, ext. 1136, 551361

Cable: USCHINTRAD

Telex: 22637 NCPEKCN

EMBASSY

Ambassador: WINSTON LORD

Deputy Chief of Mission: PETER TOMSEN
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Well-cultivated in China

All eyes are on China. It’s a land of vast
resources and tremendous opportunities. With
an attitude towards trade and contact with the
rest of the world that has changed radically in
recent years. However, a great deal of
experience and understanding are necessary to
do business successfully in China.

It has taken HongkongBank over a century
to develop our present knowledge of China and
to have the largest representation of any foreign
bank in China. We have offices in Beijing,
Guangzhou, Shanghai, Shenzhen, Xiamen and
Wuhan. Furthermore, we have a substantial
group of specialists in our Area Office China in
Hong Kong.

We arrange immediate introductions to the
major Chinese corporations. We also advise on

direct investment, market conditions, trade,
practices and documentation requirements.

As well as supplying information on commercial
law, tax regulations and how to avoid pitfalls;

HongkongBank even produces a monthly ‘A}
newsletter detailing the spate of trade enquiries
that come from China. Plus a quarterly review I On kon Bank
to keep customers aware of economic events, g g -
policies and developments in China. The Hongkong and Shanghai Banking Corporation
Don't take business development in China M':_fi“" :“‘";“d B:“" 'H“":“:‘.':'“ :’“'l‘.k of
- o e T ' - anada ®* HongkongbBank o ustralia
for granted. Before considering a business _ The British Bank of the Middle East
venture, talk to the experts, talk to those with Hang Seng Bank Limited * Wardley Limited
experience and insight. HongkongBank Limited
i s : ' p
Contact Simon Edwards of China Desk Fast decisions. Worldwide.
New York at 5 East 59th Street, New York

v "y 11 CONSOLIDATED ASSETS AT 31 DECEMBER 1984
NY 10022, USA. EXCEED USS$61 BILLION




