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Nanjing, People’s Republic of China

Opened in September 1986, the Center trains American and Chinese professionals
in a one-year residential program. The Center’s brand new facilities are located in
the capital of Jiangsu Province, one of China’s fastest growing regions.

The Hopkins-Nanjing Center offers American firms and their representatives:

® a program based on the belief that Americans can be more effective
if they are fluent in Chinese and knowledgeable about today’s
China, its culture, customs and thought

* courses on Chinese economics, politics and society taught in
Chinese

¢ advanced instruction in Mandarin Chinese

¢ facilities for corporate conferences and international meetings
(equipped for simultaneous language translation)

® a pool of talented, jointly trained Americans and Chinese who are
linked by lasting personal and professional relationships

For more information, please write: Dr. William Speidel, Director, Hopkins-
Nanjing Project, SAIS, 1619 Massachusetts Avenue, N.W., Washington, D.C.

20036. (202) 663-5801.

Administered by the
School of Advanced International Studies
The Johns Hopkins University
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GAMBLING ON THE FUTURE

After nine months of negotiations
with China, Portugal has formally
agreed to return the oldest European
outpost in East Asia to Chinese rule
on December 20, 1999. Or rather,
China has agreed to accept it. For
more than 400 years, China was in no
hurry to reclaim little Macau. The 16
sq km territory served as a naval base
in the 16th century from which Por-
tugal mounted operations against pi-
rates and other barbarians China
wanted removed from its southern
coast—including the Dutch. A
wealthy trading post until the 19th
century, Macau lost its luster when
Hong Kong cornered the opium mar-
ket. For the next 100 years, it was all
but forgotten. China wouldn’t hear
of taking it back, despite a United Na-
tions attempt in 1972 to earmark it as
a candidate for “decolonization” and
proddings from Portugal in 1974,

Why the sudden change of heart?
For a time, Macau was more useful to
China as a Portuguese-administered
territory. It was an important source
of hard currency, a supplier of min-
erals and metals from South Africa,
and an outlet for Chinese exports.
Nowadays, Beijing considers it more
valuable as the second demonstration
(Hong Kong being the first) of the
feasibility of “‘peaceful reunifica-
tion’": a policy chiefly aimed at per-
suading Taiwan to rejoin the main-
land by promising not to tamper with
its political and economic system.

Making Macau work as a test case
of noninterference will not be easy.
Although some 97 percent of the ter-
ritory’s 450,000 residents are Chi-
nese, the civil service is overwhelm-
ingly run by ethnic Portuguese. With
native Chinese slow to take up posts
in the government, the risk is that
China will have to send some of its
own to help with administration. Al-
ready the growing number of main-
land Chinese assuming prominent
posts in quasi-official organizations
has the look of a quiet takeover to
those who doubt the feasibility of

TRENDS & ISSUES

“one country, two systems.”’

Macau’s Chinese residents appear
to be of two minds about the future.
On the bright side, local Chinese
hope that reunification will bring
economic benefits to Macau, which is
a great deal poorer than Hong Kong.
China’s investments in Macau are al-
ready growing. One notable example
of cooperation is a Sino—Macanese
joint venture in Macau's budding
electronics industry that should assist
the territory’s efforts to expand high
value-added exports.

On the other hand, thoughts of
1999 raise fears of the unknown.
What will happen to gambling, for
example, which employs 6 percent of
the population and supplies more
than half of government revenues?
Most people believe that China will
not risk ruining the Macanese econ-
omy by closing casinos down. But no
one can say for sure.

Despite lingering apprehensions,
the Macanese seem more accepting
of the impending changes than are
their brethren in Hong Kong, who
may have a lot more to lose. Last
year, Macau held a conference enti-
tled “The Political Apathy of Macau
Residents Toward the Macau Ques-
tion.”” Only 40 people showed up.

—DDK

SETTING STANDARDS

A long history of problems with
low-quality goods makes Chinese
consumers leery of buying anything
but the best brand-name products.
Foreign customers often expect even
more.

The Chinese government is in the
midst of a concerted campaign to
stimulate domestic sales and exports
by improving product quality. De-
spite national, ministerial, industrial,
and local standards to regulate pro-
duction, only about 20 percent of
China’s major industrial products re-
portedly now meet international
standards. By 1990 China wants to
raise the proportion to 40 percent.

By introducing 2,500 international

standards in 1984, China achieved
the first goal of its ambitious drive,
begun in 1979, to rapidly adopt in-
ternational and advanced overseas
standards. The next step is to intro-
duce 500 more this year to bring
more products up to par.

But not all enterprises can afford
to develop or import the technology
needed to reach these standards, nor
are they realistically expected to do
so. Instead, since 1978 China’s Bu-
reau of Standards and Metrology has
emploved a three-tier classification
system to gradually bring enterprises
along. “‘Special-class’™™ enterprises
must meet international standards
for product quality; “first-class’™ en-
terprises must reach the global stan-
dards common in the 1970s or early
1980s; and ‘“‘second-class enter-
prises” are to match the highest do-
mestic quality standards for 1985.
While some enterprises are working
their way up the ladder, the bulk of
them remain at the lower end—or
even off—of the scale.

Enterprises in these three catego-
ries must also meet specific standards
governing their use of energy and
raw materials. If they meet both qual-
ity and efhciency standards, they are
rewarded with preferential treatment
in supplies, transportation, taxes,
loans, and foreign currency. To give
managers added incentive, the prices
paid by China’s consumers and for-
eign trading companies tor some goods
are now allowed to vary according to
product quality. while enterprises re-
peatedly failing product quality in-
spections are fined.

Politicians in China may currently
be lauding the merits of higher enter-
prise efficiency, but China's stan-
dardization drive has been promot-
ing this goal for years. —]JSS

A TRADE PUZZLE

A strange entry called “returned
goods” jumped into the top 10 US
imports from China in 1986, accord-
ing to US Department of Commerce
statistics. Trade analysts trying to un-
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derstand last vear's trade patterns
are puzzled by this category, which is
now China’s ninth largest export to
the United States, worth $57.7 mil-
lion in 1986. Just what is this entry,
and why did it increase 154 percent
since 19857

To be counted in the returned
goods category (otherwise known as
TSUSA 800.0035), a product must
have been sent to China and returned
to the United States unaltered—ex-
cept for some possible wear and
tear—through the US Customs ser-
vice. While a few big-ticket items
could make the value of these goods
surge upwards, the Bureau of Census
foreign trade statistics division has no
record of any individual items valued
at over $2 million in this category last
vear. Many small entries were there-
fore needed to add up to this vear's
total.

The category is best known to in-
clude defective goods. But when
most readers think of defective
goods, the images are of Chinese
goods sitting on US docks, rather
than the other way around. It is pos-
sible, however, that the amount of
goods being rejected is rising due to
China’s concerns over its shrinking
foreign exchange reserves.

The possessions that expatriates
take to China and then bring home
with them are another wild card. The
value of these goods returning to the
United States is probably on the rise
due to the growing number of US
expatriates living in China. And
heavy machinery, such as mining or
seismological equipment, on tempo-
rary loan or leased to China for spe-
cific projects is also lumped in the
800.0035 category when these goods
pass back through US customs.

In fact the rise is probably due to
an aggregation of these factors: re-
turned goods, the growing number
of US expatriates in China, China’s
increasing desire for leased and
loaned equipment, loaned art exhib-
its on their way home, and perhaps
even clerical mistakes by US Customs
officers. The size of this catch-all cat-
egory is testament to the increasing
complexity and diversity of goods ex-
changed by the United States and
China.

At least one thing about this mys-
terious category Is certain—the
United States cannot blame “‘re-
wurned goods™ for contributing to
the trade deficit it ran with China last
year. Because of its unusual nature,
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this category is not included in the
trade balance calculations. —]JSS

INVESTMENT PREFERENCES

In recent vears, MOFERT's annual
Foreign Trade Almanac has included a
large, albeit incomplete, list of Chi-
na's equity joint ventures with other
countries. This list includes about
half of the total number of joint ven-
tures that MOFERT claims were
signed with companies from all coun-
tries between 1979 and 1985. On the
list are 97 Sino—-American equity
joint ventures, with an average com-
mitment in China of $1.9 million.
MOFERT's sampling of US joint ven-
tures appears to be broadly represen-
tative, since this commitment is al-
most identical to the average US
equity share in all of the 134 Sino-
US equity joint ventures that
MOFERT claims were agreed to dur-
ing those seven years. This average
US commitment slightly exceeds the
$1.7 million average of three Asian
countries’ investments (the Philip-
pines, Singapore, and Thailand) but
is notably less than the averages of
$2.7 million and $4.5 million respec-
tively for Japanese and other West-
ern investors as calculated from the
MOFERT data.

US investors show a decided pref-
erence for locating equity joint ven-
tures in the major metropolitan areas
of Beijing, Shanghai, and Tianjin.
Over 43 percent of US equity joint
ventures are in these metropolitan
arcas, while 32 percent are in the
other coastal provinces of
Guangdong, Fujian, Zhejiang,
Jiangsu, Shandong, Hebei, and Liao-
ning. MOFERT's sampling of Japa-
nese and other Western equity joint
venture locales (i.e., investments
from Western Europe, Australia,
Canada, and New Zealand) are al-
most identical to each other—but
very different from the United
States. Only 30-33 percent of the
ventures from these other two broad
categories are located in Beijing,
Shanghai, and Tianjin, while 57-59
percent are found in the other
coastal regions.

This isn’t to imply that US inves-
tors don't want to venture beyond
the reach of the better transport,
communications, and living facilities
of the major metropolitan areas. A
larger percentage of US ventures
(25.7) are located in inland areas
than either Japan (7) or other West-
ern countries (12.1). —David Denny
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Political Watch

Conservatives muster strength, but no basic change in policy

he sudden resignation of

Chinese Communist Party
Secretarv General Hu

Yaobang in January amidst

shrill ofhicial denunciations of “bour-
geois liberalism™ raised fears of a ma-
jor setback in China’s reform policy.
But several months later, the Hu
Yaobang affair appears less and less
likely to herald a major policy rever-
sal. Rather, it marks the beginning of
the battle to determine the political
succession to Deng Xiaoping—a
struggle that may be concluded at the
13th Party Congress this fall, but
could easily extend bevond that time.
The conservatives who spear-
headed Hu's downfall are fighting
not so much to replace him with one
of their own as to retain a voice in
policymaking circles after Deng Xiao-
ping passes from the scene. All signs
are that they will succeed in this en-
deavor. Deng’s successor is likely to
be someone in tune with present re-

form policies but not anathema
Hu Yaobang was—ito the conserva-

das

tives and the military. As in the past,
the conservatives are likelv to retain
thewr role as a brake on the pace of
reforms.

Background to Hu'’s fall

Hu's downfall—and the nation-
wide student demonstrations that
precipitated it—caught both Chinese
citizens and foreigners by surprise.
But political tension had been build-
ing for some time as the Communist
Party prepared for its 13th Congress
this fall and the moment of truth ap-
proached for a final decision on
whether Deng would step down and,
il so, who would succeed him.

When Deng orchestrated Hu's ap-
pointment to the post of Party secre-
tary in 1981—the tdtular number-
one position in China—it was with
the intention of gradually handing

Martin Weil

Deng: mending fences

Hu the reins of power within the
Party. In the early 1980s a new gen-
eration headed by Hu Yaobang in the
Party and Premier Zhao Ziyang in the
government appeared to be taking
over. A number of young people—
many of them loyal to Hu Yaobang—
ascended 1o important Party posi-
tions, while several elderly ofhcials
were edged out of leading Party or-
gans at the 12th Party Congress in
1982 and the special Party confer-
ence in late 1985, Hu Yaobang and
Zhao Ziyang assumed higher profiles
and chaired important meetings,
while Deng Xiaoping withdrew from
routine administrative matters.

But on all the most important pol-
icy issues, Deng Xiaoping and, to a
lesser extent, his elderly colleagues,
retained decision-making power.
Deng conspicuously failed to give up
his positions on the Polithuro Stand-

Martin Weil, a frequent contributor to
I'he China Business Review, is director
of the National Council's Beijing office.

ing Committee and as head of the
Party’s Military Affairs Commission
(MAC)—a position making him the
de facto commander-in-chiel of the
military. Deng also found himself un-
able to retire key conservative Party
elders like President Li Xiannian,
Discipline Inspection Chairman
Chen Yun, or National People’s Con-
gress Chairman Peng Zhen. Others
who retired in name, such as Bo Yibo,
Song Rengiong, and Wang Zhen, re-
tained their influence behind the
scenes,

There is considerable circumstan-
tial evidence, furthermore, that Deng
himsell began to harbor doubts
about Hu Yaobang by the middle of
1985 and that these doubts grew over
time. His public promotion of a num-
ber of young reformist ““third gen-
eration” leaders such as Hu Qili in
the 1985-86 period suggests that he
was at least considering the possibil-
ity of retiring Hu gracefully at the
13th Party Congress in 1987, Deng's
motives can only be guessed at, but it
is likely that he watched with distress
Hu's failure to develop the necessary
political skill of pushing reform for-
ward while guarding his conservative
flank—a skill that Deng has shown in
abundance over the vears. Whether a
firm decision to retirve Hu had been
made or not, it is clear that by the
second half of T986 his future was fan
less secure than it had appeared dur-
ing the hrst two or three years of his
tenure as general secretary.

Hu’s liabilities

Hu Yaobang had long aroused vis-
ceral opposition from conservatives
who did not trust his ability to uphold
the political authority of the Commu-
nist Party during the course of re-
form. More important, Hu was never
accepted by the all-important mili-
tary, as evidenced by his failure to
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assume chairmanship of the MAC.

Opposition to Hu also hinged on
debates over basic theoretical ques-
tions. Hu, an outspoken advocate of
the political /ideological component
of Deng Xiaoping's reform program,
became a lightning rod for conserva-
tive discontent over the implications
of change in China—particularly the
abandonment of Marxist dogma and
Party control over literature, art, and
the media. Hu's unenviable job was
to preside over the Party at a time
when the overall thrust of economic
policy inevitably meant a diminished
role for both Party and ideology.

Finally, some ol Hu's difficulties
can be traced to personal style. He
appeared, to ordinary Chinese as well
as politicos, as an overexcitable, un-
dignified man. On many occasions he
evinced a tendency to make impul-
sive, embarrassing statements—such
as suggesting that China abandon
chopsticks in favor of knives and
forks and extending an invitation for
3,000 Japanese youth to visit China
in one large delegation which, to-
gether with other actions, also
stamped him as unseemingly pro-Jap-
anese.

The denouement

The student demonstrations for
greater democracy in November and
December of 1986 struck China's al-
ready unsettled political scene like a
thunderclap. While the students were
probably unaware of the details of
politicking over the succession issue,
they knew that China was approach-
ing a political turning point and
wanted to weigh in on the side of re-
form. But their demonstrations had
an unintended effect. They appeared
to confirm the conservatives™ worst
nightmares about the chaotic conse-
quences of a perceived breakdown of
Communist Party control.

By early January, Deng had proba-
bly decided that it was necessary to
give in to rising conservative de-
mands for Hu's ouster in order to
protect his larger interest of keeping
hard-won reforms intact. The title of
“acting secretary’ given to Zhao
Ziyang underscored the sudden, un-
planned nature of Hu's dismissal.

In the aftermath of Hu's resigna-
tion, conservative views gained a
prominence in the media unmatched
in the three years since the abrupt
termination of the “spiritual pollu-
tion”" campaign. But the new conser-
vative offensive has been confined
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primarily to selected attacks on intel-
lectual scapegoats and the ill-defined
concept of “bourgeois liberalism.”

Despite the greater visibility of
conservatives in recent months, Deng
Xiaoping is still a force to be reck-
oned with. By the end of March, he
felt confident enough to reintroduce
the highly sensitive subject of politi-
cal reform to the I3th Party Con-
gress agenda. And true to reformist
assurances (made with Deng’s im-
primatur), the attack on “bourgeois
liberalism™ has not been allowed to
develop into a full-fledged political
campaign.

-
Hu: had to be sacrificed

The conservatives have not yet
shown any signs of mustering enough
support to promote one of their own
into the highest positions. The top
Party position remains in reformist
hands, with Premier Zhao Ziyang in
control as acting secretary as well as
head of the government.

But the conservatives have ensured
that their voice will be heard in the
process of determining Deng's suc-
cessor. Informed sources say a small
committee of elders, almost all with
personal or factional ties to Deng
Xiaoping, is currently deliberating
the leadership lineup to be ratified by
the 13th Congress. The members of
this group have views spanning the
political spectrum, with the conserva-
tives represented by people such as
Bo Yibo and Wang Zhen.

Whether the post-Deng leadership
will be finalized at the 13th Congress
is still up in the air, and the Congress
could easily opt to postpone the deci-
sion by selecting elders. The Hu
Yaobang experience has proven how

difficult it is for a successor to con-
solidate his power as long as Deng
remains on the scene—and Deng,
having failed to establish the succes-
sion with Hu Yaobang, will almost
certainly have trouble doing so in the
six months before the Party Con-
aress.

Only a candidate acceptable to all
factions is likely to get the nod for a
high leadership post at the Congress.
Candidates are already being charac-
terized as “reformers’ (Vice Premier
Tian Jivun, for example), or “conser-
vatives” (Vice Premier Li Peng), but
these labels are misleading. The ex-
periences of someone like Li Peng,
essentially an ambitious middle-aged
politician, and the commitied elderly
conservatives like Peng Zhen or Chen
Yun, are too different to be lumped
together as one political category. All
the candidates are now trying to stake
a claim to the middle. Many different
combinations are possible—includ-
ing returning Zhao Ziyang solely to
the premier position where he can
serve as the guiding force for eco-
nomic reforms, or balancing Zhao
with someone who, while not a
hardcore conservative himself, has a
larger base in the conservative camp.

Policy implications

The heightened conservative influ-
ence in this period of political transi-
tion is evident in some discussions on
cconomic policy. Conservatives have
asserted the primacy of grain produc-
tion over cash crops and rural side-
line industry, and cautioned against
widening income disparities, hasty
implementation of new economic
practices such as issuing stock, and
allowing more resources to circulate
outside State planning channels.

So far, only a few conservative
measures have been adopted—nota-
bly restrictions on credit to enter-
prises whose projects are not part of
the State plan. On the foreign trade
front, the first part of 1987 has
brought an appreciable tightening of
the foreign exchange approval pro-
cess for imports of machinery and
equipment that China has the ca-
pability of manufacturing itself. This
echoes moves taken during the last
major period of economic conserva-
tism in 1981,

Where concrete measures have
been taken, however, an underlying
cconomic rationale usually supports
the move. Restrictions on nonplan
enterprise projects will help ensure
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continued access to key resources for
large government factories, while de-
clining oil export revenues have
forced planners to deal with shrink-
ing foreign exchange earnings.

High-ranking ofhcials—including
a number of conservatives—have re-
peatedly claimed that political events
are not affecting reforms or the
opening to the outside world. While
the pace of implementing new re-
forms has slowed down considerably,
the domestic reforms undertaken
during the past two 1o three years
have been left intact for the mosi
part. There have even been some new
initiatives such as the decision to re-
move China's three largest automo-
tive plants from the control of then
parent bureaucracy (the China Na-
tional Automobile Industry Corpora-
tion) and list them directly in the
State plan. And the investment cli-
mate has improved with the Provi-
sions to Encourage Foreign Invest-
ment and implementing regulations,
issued since the fourth quarter of
1986.

The popularity of Deng Xiaoping's
policies with the public gives rise 1o
optimism about the future of re-
forms. High-level othcials probably
have taken note of the public’s indif-
ference to the campaign against
“bourgeois liberalism,” its cynical
distrust of a “privilege-seeking”’
Communist Party, and its sudden
surge of sympathy for Hu Yaobang—
more popular now that he has re-
signed than he ever was as general
secretary. Any attempt to roll back
what has been given to people during
the past five vears is an invitation to
big political trouble, as both conser-
vatives and reformers are aware.

At the same time, maintaining the
momentum of reform will be dith-
cult. Even before the Hu Yaobang
affair it was apparent that most of the
“easy” reforms had already been im-
plemented. Further reforms—such
as freeing basic commodity prices
and labor markets or allowing enter-
prises to go bankrupt—run the risk
of cutting into people’s livelihood.

From now on, the process of re-
form is likely to be restrained and fit-
ful no matter what happens in the
political sphere. Hence, the continu-
ing presence of conservatives in the
leadership organs can be seen as sim-
ply another factor prolonging the
stop-and-go approach to reform that
China has exhibited so far in the

s

1980s. T
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he resignation of Chinese

Communist Party General

Secretary Hu Yaobang on

January 16, 1987, demon
strates limits to reform that even the
highest ranking Party official in the
country may not overstep. Hu’s mis-
take was to tolerate—and perhaps
even encourage—what other Party
leaders perceived as a public assault
on the power and legitimacy of the
Chinese Communist Party.

In short, Hu allowed a more far-
reaching discussion of economic and
political reforms than anything envi-
sioned by Deng Xiaoping and his
generation of Party elders. For Deng,
reforms are a means of attaining Chi-
na’s age-old goals of wealth and
power through greater economic and
political efficiency; he does not favor
fundamental transformation of the
existing system. But for the free
thinkers who flourished with Hu’'s
support, China’s existing system is
the problem. Increasingly in the last
two years they have voiced the view
that, without fundamental systemic
change, China cannot modernize.

One such challenge came from
university vice president Fang Lizhi,
who argued that democracy cannot
be bestowed by the Party but rather
must be seized from below. Official
tolerance of Fang's public position,
as well as the more direct influence of
speeches on campus by other outspo-
ken reformers, encouraged students
to take to the streets last Decem-
ber—apparently believing that their
demands for greater democracy were
supported by the highest levels of the
Party. Hu’s real *‘sin” was not so
much advocating political reform as
allowing the initiative to slip out of
the hands of the Party.

Hu’s mishandling of sensitive ideo-
logical questions was enough to
antagonize not only Deng, but any
Party leader interested in preserving
political consensus at the top. Virtu-
ally all Chinese leaders today can be
called “‘reformers” in the sense that
they support the goals of moderniz-
ing the economy, raising productivity
and efficiency, rejuvenating the lead-
ership, and improving the quality of
life. But almost all are “conservative™
in their belief that only the Party can
provide the direction and coherence
needed to implement reforms with-
out engendering economic and po-
litical chaos.

At the time of Mao Zedong’s death
and the purge of his radical followers
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in late 1976, public support for the
Communist Party had reached its
lowest point in 30 years. Under Deng
Xiaoping, the CCP set out to restore
its legitimacy by espousing policies
with wide popular support.

The first such reform efforts in-
cluded reviving many of the policies
that the same group of leaders had
used during the early 1960s to help
China recover from the disastrous
Great Leap Forward. Responsibility
for agricultural production devolved
to the household, cities and prov-
inces were given greater control over
their economic affairs, foreign trade

A Reform
Too Far?

Christopher M. Clarke

was decentralized, and the govern-
ment apparatus was streamlined. The
primary aim was to restructure deci-
sion-making to make the old system
work better—not to alter the system
in any fundamental way.

By the early 1980s, however, some
in the leadership, including Deng,
began to argue that reforms needed
to be broadened to stimulate initia-
tive at lower levels and increase indi-
vidual and corporate accountability.
Since 1984, the leadership has re-
sponded with a combination of eco-
nomic and legal reforms. More than
the earlier efforts, these reforms
have introduced an element of un-
certainty into people’s lives by dis-
rupting longstanding relationships.
A negotiable contract system in agri-
culture, for example, has largely re-
placed the State quota system of pur-
chases, while managers can
increasingly make hiring—and fir-
ing—decisions on their own.

Whereas the earlier wave of struc-
tural reforms produced mainly win-
ners, these post-1984 reforms
threaten many people. Making the
State less intrusive brings greater
personal insecurity, as responsibility
for many aspects of daily life previ-

Christopher M. Clarke is a China ana-
lyst at the Department of State. The views
expressed here are his own, not those of
any government agency.

ously handled by the government or
work unit shifts to the individual.

This process also raises many po-
litically sensitive questions which, by
the spring of 1986, were being
openly debated in China. The crux of
the issue was the proper mandate of
the Party and State in light of the
ongoing reforms. If they were to play
a reduced role in people’s lives, how
would they mediate conflict and en-
sure the social “safety net”’? Should
the Party be an active participant in
economic affairs or a distant guiding
force? And what of abuses by Party
officials—how much supervision
from the people should there be in
the form of elections and legislative
oversight, and what should be han-
dled by internal Party discipline?

Despite the fact that very few citi-
zens actually took part in these de-
bates, they generated strong reac-
tions within the Party. Of the more
politically conscious student popula-
tion, only a small minority appears to
have seriously debated these charged
questions; fewer still participated in
the student demonstrations of De-
cember 1986. But college students in
China have always been viewed as a
vanguard element with special social
responsibilities. The cynicism and
strong desire for change displayed by
these students and their mentors
shocked most Party leaders, who felt
that the terms of the debate were get-
ting out of control and feared that
the discontent might begin to spread
among workers.

Thus the political demise of Hu
Yaobang can be seen as the direct—if
unexpected—result of a process of
reform set in motion by Deng Xiao-
ping after his return to power in
1977. China's economic reforms
have reached a stage where, to many,
the system is now part of the prob-
lem. To achieve greater economic ef-
ficiency, political and institutional
relationships need to change. The
Communist Party, the stronghold of
power in China, cannot help but see
this as a challenge to its authority.

This evolutionary process will not
necessarily lead China to adopt
wholesale Westernization; indeed,
such a development is unlikely. But it
does suggest that the basic political
questions being raised in China will
have to be addressed by the current
or post-Deng leadership. Judging
from the controversy they have en-
gendered to date, the answers will

not come easily. %




NATIONAL COUNCIL COMPLETES
INVESTMENT ANALYSIS

The National Council for US-
China Trade has recently completed
US Joint Ventures in China: A
Progress Report, a study prepared
under contract for the Foreign Com-
mercial Service of the US Embassy in
Beijing.

A unique component of this
project was the preparation of a com-
puterized data base providing de-
tailed information on 155 Sino-US
equity joint ventures and 39 contrac-
tual joint ventures formed since
1979. Information was collected and
verified from many sources, includ-
ing Chinese officials and US partners
in the joint ventures,

A major portion of the study con-
tains a quantitative evaluation of the
194 US joint ventures identified in
the data base. This section analyzes
the characteristics of these ventures,
including their dollar commitments,
size distribution, regional location,
and economic activity. It also looks at
why joint ventures have failed or are
now inactive. Last, it compares and
contrasts the characteristics of US
equity joint ventures with the equity
joint ventures in China of other
countries. The analysis shows US
joint ventures to be widely distrib-
uted in terms of both location and
economic activity—and to be almost
evenly distributed between manufac-
turing and nonmanufacturing activi-
ties.

The study also takes an in-depth
look at the qualitative aspects of joint
venture operating experiences in the
past seven years. It explores issues of
concern to manufacturing joint ven-
tures in detail and identifies factors
that have contributed to the success
or problems of different ventures.
The study differentiates between is-
sues that can be constructively ad-
dressed by joint venture partners and
Chinese officials now and those prob-
lems requiring more long-term solu-
tions.

The final sections of the study de-
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COUNCIL ACTIVITIES

scribe China’s recent efforts to im-
prove the investment environment
and recommend ways for the US
partner in a joint venture to cope
with the problems inherent in invest-

ing in China today.

For information on obtaining the
study, contact Marianna Graham, di-
rector of Information Services, at the
National for US—China Trade.

DIALOGUE WITH INVESTMENT
OFFICIALS

The National Council hosted a
meceting between MOFERT Vice
Minister Zhang Haoruo and 16
member companies at the Coun-
cil’s Washington office on April 7.
Zhang, who has special respon-
sibility within MOFERT for invest-
ment issues, explained recent
developments in China’s invest-
ment regulations and answered
questions from company execu-
tives.

Nine sets of implementing regu-
lations related to last October’s
Provisions to Encourage Foreign
Investment have been released to
date. Zhang confirmed that more
regulations are currently being
deliberated, including rules for
providing foreign exchange to im-
port substitution joint ventures.

Seated left to right: Liu Yimin, director of MOFERT’s Foreign Investment Administra-
tion; Zhang Haoruo, vice minister of MOFERT; Roger W. Sullivan, president of the
National Council; Zhang Yundong, deputy director, State Council Foreign Investment
Leading Group.

Jan-Feb 1987, p. 8). This dialogue

The meeting continued the
Council’s ongoing efforts 1o raise
investors’ concerns with the Chi-
nese and improve conditions for
US investors in China. A Council-
led Investment Delegation began
a dialogue with Zhang Haoruo
and other Chinese leaders last No-
vember in Beijing (see The CBR,

will continue in September when
He Chunlin, director of the State
Council Leading Group for For-
eign Investment, visits the United
States at the Council’s invitation.
Mr. He, in charge of drafting and
implementing China’s investment
regulations, will meet with compa-
nies in several cities. His visit is
timed to allow for the completion
of all the implementing regula-
tions.
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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, Wuhan and Tianjin.
Futhermore, we have a substantial group of
specialists in HongkongBank China Services
Limited.

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 quarterly newsletter
to keep customers aware of economic events,
policies and developments in China.

Don't take business development in China for
granted. Before considering a business venture, talk
to the experts, talk to those with experience and
insight.

Contact HongkongBank China Services Limited at
13th floor, 1 Queen’s Road Central, Hong Kong, or
any of our 1,200 offices in 55 countries. We'll help
you grow in China.
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The Hongkong and Shanghai Banking Corporation

Marine Midland Bank * Hang Seng Bank
The British Bank of the Middle East * HongkongBank
of Australia * Hongkong Bank of Canada
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Equator Bank
Carlingford and Gibbs Insurance Groups
Concord Leasing
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Partners in Austerity

Economic relations between China and the Soviet bloc seem to thrive under

ineteen eighty-six was
not a banner year for
foreign sales to China.
China’s year-end cus-
toms statistics showed imports up by
less than 2 percent over 1985, Al-
though the value of Japan’s exports
to China dropped most sharply,
many other countries were also af-
fected by China’s decision to cut back
on imports after two years of heavy
spending in 1984 and 1985,

Not so the Soviet bloc. Tts share of

China’s foreign trade rose from 6.5
percentin 1985 1o 8 percentin 1986,
China’s imports from the Soviet
Union shot up 47 percent; from Po-
land, 130 percent; from Bulgaria,
106 percent; and from Hungary, 85
percent. Czechoslovak and Fast Ger-
man exports also turned in respect-
able performances, up 14 percent
and 2 percent, respectively. For all
these countries, 1986 marked the be-
ginning of their first ever hve-year,
long-term trade agreements with
China. Even the less fortunate Roma-
nia, whose exports to China slipped
by 6 percent, could take comfort in
China’s commitment to at least dou-
ble trade with every member of the
blocin 1986-90 from the trade levels
of the previous five years.

The start of something big?

With Sino—=Soviet bloc trade set to
grow much more rapidly than Chi-
na's total foreign trade over the next
few years, short-term prospects can
not be lightly dismissed. This is espe-
cially true now that political relations
are improving perceptibly with the
Soviet Union, and dramatically with
Eastern Europe. China normalized
party-to-party relations with East
Germany and Poland last fall, and
more reunions are scheduled to take
place this year. Bulgaran party lead-
er Todor Zhivkov will make a pilgrim-
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adverse conditions

Deborah Diamond-Kim

age to the Chinese capital in May,
while Chinese Acting General Secre-
tary Zhao Zivang will tour Poland,
East Germany, Czechoslovakia, Hun-
gary, and Bulgaria in June. This will
add up 1o de facto normalization of
relations with all bloc members ex-
cept the Soviet Union. Not to ignore
Moscow completely, China is sending
Vice Premier Yao Yilin there in May
to head up talks on bilateral economic
cooperation.,

Without normalized relations, Chi-
na’s trade with the Soviet Union may
be more vulnerable to political difh-
culties. After all, trade on both sides
is conducted overwhelmingly by
State-owned foreign trade corpora-
tions that respond to central govern-
ment directives. But Beijing has ap-
parently decided to encourage
economic cooperation with the So-
viet Union with less regard for the
political obstacles that stll stand in
the way of normalized diplomatic re-
lations.,

Although China wants to make the
most of the momentum it has set in
maotion, it would be premature to at-
tach long-term significance to its rap-
idly growing trade with the Soviet
bloc. China is, after all, in the midst
of efforts to rebuild its hard currency
reserves in the wake of record for-
eign trade deficits in 1984 and 1985,
A strategy of increasing barter trade
with the Soviet bloc while simulta-
neously stepping up exports to cap-
italist markets worked in 1986 and

Deborah Diamond-Kim, associate editor
of The China Business Review, lived
in Beijing in 1980-81 and traveled
through the Soviet Union in 1984-85.
She would like to thank CBR interns
Natasha Wei and Sarah Peaslee, and
Gideon Rosenblatt of the National Coun-
al, for thewr generous assistanee in the ve-
search of thes article,

may succeed again this year. If and
when foreign exchange reserves
climb back to levels acceptable to
Beijing, there is good reason to be-
lieve that China will again loosen its
constraints upon nonsocialist im-
ports, as it did in 1984 and 1985,

In fact, the better China's trade
balance looks, the less attractive
trade with the Soviet bloc appears.
How long the bloc’s share of China
trade will continue to rise may there-
fore hinge on the competitiveness of
China's exports, world prices for its
key raw material exports like oil, and
Western and Japanese willingness to
keep their markets open.

Economic courtship gets under
way

Alter two decades of political and
cconomic estrangement, China and
the Soviet bloc need time to assess
their trade and investment potential.
China’s economic priorities have
changed since 1960, when 1,390 So-
viet advisers withdrew from the coun-
trv. The Soviet Union can no longer
expect to dominate half of China’s
trade as it did in the 1950s, nor be a
primary supplier of loans and tech-
nical assistance. Unhlike the 1950s,
the Soviet Union and other bloc
members now have to compete with
developed capitalist countries in all
these areas.

But economic cooperation in the
1980s presents new types of opportu-
nities as well as new competition.
China’s shortage of funds for indus-
trial development will probably be es-
pecially acute in the next few years, a
fact likely to further encourage bar-
ter trade arrangements with the bloc.
China is now willing to discuss not
only coproduction arrangements,
but joint ventures and even wholly
foreign-owned ventures with Soviet
bloc countries.
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Labor offers another promising
avenue for cooperation. Critical
manpower shortages exist all over
Eastern Europe and in Soviet Siberia.
China’s ample but low-wage work
force could make a difference, espe-
cially since the post-Mao leadership
has renounced former ideological
objections to exporting “cheap la-
bor.”

Most of the bloc has already signed
labor agreements with China. East
Germany, for example, signed a 10-
vear agreement last year that will pay
Chinese workers local wages while
providing on-the-job training to Chi-
nese workers for two to four years at
a tme.

The chance to send Chinese work-
ers to Siberia looks especially promis-
mg. For some time, North Korea has
sent workers to fell trees in Siberian
[orests in return for a portion of the
timber. There appears to be room for
nmany more newcomers, not only in
the forestry sector, but in the extrac-
tive and construction industries as
well. Approximately 200,000 Chi-
nese laborers worked in Siberia dur-
ing the 1950s, and Moscow seems
willing to invite them back. In De-
cember 1986, on the occasion of the
first Soviet industrial exhibition held
in Beijing in 32 years, exhibition di-
rector Valery Shpakov expressed the
hope that Beijing and Moscow would
cooperate in exploiting the natural
resources of Siberia,

A question of mutual benefit

For the nations of the Soviet bloc,
China's economic overtures could

not come at a better time. With their
economies generally in the doldrums,
prospects for boosting exports to
nonsocialist countries in exchange
for hard currency are not good. Ex-
panding trade with China may not
carn much hard cash, but 1t does
keep the wheels turning in an other-
wise sluggish export sector.

From the Soviet perspective, China
makes an ideal economic partner. A
fellow socialist country, sharing the
longest border with the Soviet Union
of any country, it is also rich in natu-
ral resources. This puts China in the
same categories as the Soviet Union’s
other preferred trading partners in
the Third World: socialist and/or
neighboring countries like Afghani-
stan, Mongolia, India, Iran, and
North Korea, and resource-rich
countries lying further afield like Ni-
geria and Morocco. Were its geo-
political concerns more attuned to
those of the Soviet Union, China
would undoubtedly rank first among
Soviet trade partners in the Third
World, as it did in the 1950s. As
things now stand, it ranks second af-
ter India.

Motivated by a heavy dose of self-
interest, the Soviet Union is there-
fore likely to find many reasons to
cooperate extensively with its large
neighbor to the south. Soviet eco-
nomic interests in the Third World
are heavily concentrated in resource
development, and its technical assis-
tance is usually paid back through
compensation trade. Not only does
China have the world’s most abun-
dant mineral resources, but its Sev-

enth Five-Year Plan stresses many of
the sectors where Soviet expertise is
strongest: energy, transport, metal-
lurgy, and resource development.

Like the Soviet Union, other mem-
hers of the bloc are attracted to the
opportunities in China's extractive,
power, industrial raw material, and
transport sectors. They are especially
grateful for the chance to unload ma-
chinery and transport equipment
that does not sell well in the West. In
return, they get food, textiles and a
variety of other consumer goods in
short supply at home, without paying
hard currency for it. “'If China didn’t
exist, Eastern Europe would proba-
bly have to invent it,” notes Josef
Brada, professor of economics at Ari-
zona State University.

Although China may have reserva-
tions about the quality of Soviet bloc
merchandise (see box), goods are ren-
dered more palatable because they
can be acquired mainly through bar-
ter trade. And in a number of areas,
says Brada, “East European goods
may not be on the cutting edge, but
they are basically on a par with inter-
national standards. Even where their
equipment is less sophisticated, it
may be more appropriate given Chi-
na’s level of development.” This ap-
pears to be the case in such areas as
machine-huilding, textile machines,
and bottling lines, where Eastern Eu-
rope has made significant inroads in
sales to China.

Bloc exports of industrial raw ma-
terials are even more competitive. In
1986 China's imports of Soviet bloc
manufactured fertilizer accounted

USSR y .
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CHINA’S LEADING IMPORTS FROM THE USSR

(million dollars)

1985 Jan-Sept 1986

% imported % imported

Value from USSR Value from USSR

Crude Materials $135 5% $214 8%

Cork and wood 128 15 184 37
Chemicals and related products 108 5 78 3
Manufactured fertilizers 187 13 63 13
Manufactured goods 400 3 380 5
Nonmetallic mineral manufactures 26 8 28 10
Iron and steel 251 L} 249 5
Nonferrous metals 119 7 103 15
Machinery and transport equipment 290 2 282 2
Road vehicles 194 6 143 9
Other transport equipment 59 4 115 9

CHINA’S LEADING EXPORTS TO THE USSR

(million dollars)

1985 Jan-Sept 1986
% exported % exported
Value to USSR Value to USSR
Food and live animals $500 13% $381 12%
Meat and meat preparations 182 39 167 47
Cereals and cereal preparations 248 21 196 28
Oil seeds and oleaginous fruit 29 23 128 27
Crude materials 225 8 258 12
Textile fibers 44 4 56 6
Manufactured goods 150 3 171 4
Textile yarn, fabrics, and
made-up articles 144 4 167 6
Electrical machinery, apparatus, and
appliances 23 19 26 20
Articles of apparel and clothing
accessories 92 4 50 2
Miscellaneous manufactured articles 121 1 71 8

Source: China’s Customs Statistics
Compiled by Sarah Peaslee and Deborah Diamond-Kim

Currency conversion rates:
1985: ¥2.9367 = $1
1986: ¥3.3636 = $1

for nearly 30 percent of total im-
ports. Soviet bloc iron and steel made
up 12 percent of China’s imports
that vear.

Barter’s appeal—and drawbacks

Barter certainly offers strong in-
centives to the parties involved. An
article last year in Caljing Yanjiu, a

journal of financial and economic

studies, outlined the benefits of bar-
ter for Shanghai. Faced with “a sharp
decline in easily marketable goods,”
Shanghai began to negotiate its own
barter agreements (that is, outside
the framework of State-negotiated
agreements) with Eastern Europe in
1984. Such trade provides “demand
thirsty”

goods “such as children’s clothes,

Soviet bloc countries with

thermos bottles, enamelware, com-
mon hardware, hand tools, and sew-
ing machines.” In return, Shanghai
can import primary products, part of
which can be processed into finished
goods for export.

The fruits of Shanghai’s eftforts are
borne out in its export statistics for
vear-end 1986. After five consecutive
yvears of decline, the city's exports
grew by 7 percent last year—includ-
ing a 61 percent jump in exports to
Eastern Europe.

Shanghai is not alone
Province, too, attributes part of the
growth in its exports to barter trade
with the Soviet bloc. Other provinces

Liaoning

and municipalities have taken note.
At a symposium in Harbin last year,
trade officials from Guangdong,
Fujian, Shandong, Hebei, Jiangxi,

Jiangsu, Shanghai, and Tianjin

agreed 1o work with officials in the
northeast province ol Heilongjiang
to increase trade with the Soviet
Union. They plan to sell goods to
Heilongjiang, which will then market
these goods to the Soviet Union.

Jointly run export industries aimed

at the Soviet market are also envis-
aged.

The reasons behind this new inter-
est in barter trade are not hard to
find. Beginning last year, Beijing's
hard-nosed emphasis on an “export-
oriented” economy put trade oth-
cials at everv level under enormous
pressure to boost exports. But many
are not confident that they can—es-
pecially in light of State policies
aimed at curbing foreign exchange
expenditures for imported technol-
ogy. Without new technological in-
puts to increase the competitiveness
of export products, many trading
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corporations and enterprises have to
turn to the next best thing—expand-
ing barter trade with easier-to-please
trade partners. Any increase in ex-
ports is likely to be applauded—even
if it doesn’t earn much foreign ex-
change in the bargain.

Yet even conservative leaders like
Chen Yun and others who favor ex-
panding trade with the Soviet bloc
have said they do not believe that
such exchanges can supersede Chi-
na's trade with capitalist countries.
As Business PRC, a Chinese trade
publication, reported in its March
1986 issue, “"Chinese trade authori-
ties never believed [even in the 1950s]
that the Soviet pattern of barter
trade was of such high efficiency as to
be the norm o which they ought to
aspire.”

One problem with barter is that
the value of imports and exports,
which ought to balance, rarely do.
Some strange, and economically un-
sound, deals have to be made 1o cor-
rect imbalances. For example, China
has had to buy ships it didn’t need
from Romania and sell that country
coke briquettes it would have much
preferred to use at home.

Border trade limps along

Much has been made of the pros-
pects for complementary trade be-
tween China’s northernmost prov-
inces, with their numerous consumer
goods industries, and Siberia, which
is short of consumer goods but brim-
ming with timber, cement, and other
raw materials China sorely needs.

Ironically, Heilongjiang—the
province considered best able to
serve as a conduit for other provin-
cial efforts to expand trade with the
Soviet Union—recently suffered set-
backs in its Soviet trade. In 1986 its
export earnings rose nearly 20 per-
cent over 1985—vyet its trade with
the Soviet Union, expected to reach
$45 million in 1986, rose to only $14
million, an increase of just 8 percent.

Inner Mongolia, another region
whose trade with the Soviet Union
grew rapidly from 1983 to 1985, also
found additional gains hard to make
last vear, with exports to the Soviet
Union growing more slowly than its
total exports.

Signs that all is not well with Sino-
Soviet border trade were reinforced
by ofhcial Chinese statements that
trade with Eastern Europe is ex-
pected to grow at a faster rate than
trade with the Soviet Union in the
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Soviet trade officials apparently
have similar reservations since they
don’t expect Sino-Soviet border
trade to exceed 1 percent of total bi-
lateral trade for some time to come.

Commenting on factors hindering
the growth of Sino-Soviet border
trade, a scholar at the University of
Foreign Economic Relations and
Trade in Beijing noted five main ob-
stacles: 1) the absence of normalized
relations; 2) excessive central con-
trols in the Soviet foreign trade sys-
tem, which restrict the power of lo-
calities in the Soviet Far East to
conduct their own trade; 3) a small
market (Siberia has only 30 million
inhabitants) for which China faces
stft competition from Japan, North
Korea, and to a lesser extent, Austra-
lia and Singapore: 4) faulty packag-
ing of goods exported to the Soviet
Union: and 5) falling market prices of
China’s exports which, combined
with rising costs of production and

transportation, make the Siberian
market less attractive.

Technology takes center stage

Both China and the Soviet bloc
stand to benefit from much more
than just exchanging goods and
cquipment. Chinese missions have
begun to investigate Eastern Euro-
pean patents and their findings are
likely to gain attention in Beijing,
which is strongly promoting acqui-
sition of know-how over straight
equipment imports this year.

Contracts involving a transfer of
technology are also playing a growing
role in Sino-Soviet bloc trade. If
developments in 1986 are any indica-
tion, the Soviet bloc is already win-
ning some of China's big technology
import contracts, mainly involving
power-generation equipment. Dur-
ing the Seventh FYP, China proposes
to concentrate most intensively on
expanding thermal power produc-
tion, and the Soviet Union has al-

To those familiar with the quality of
Soviet and Eastern European goods,
China’s pursuit of Soviet bloc trade
may come as a surprise. Aren’'t the
Chinese aware of the shoddy work-
manship, the breakdowns, the inferior
performance of Soviet bloc products
in so many areas? The answer is, they
are—and they're still buying. While
China continues to complain about
the quality of the Soviet Union’s rough
equivalent to the Boeing 727—the
Tupolev 154-M—it has ordered 17 of
them and promises to buy more. Al-
though China demanded $1.6 million
in compensation from the Soviet
Union and Czechoslovakia due to ma-
jor malfunctions in nearly half of the
9,000 Zetor tractors it purchased in
1985, it continues to import and co-
produce a variety of Czechoslovak
transport equipment. In fact, Chinese
officials say that two-thirds of China's
automobile imports will come from
Eastern Europe in 1987.

The apparent explanation for Chi-
na’s persistent imports of goods with
such shortcomings is its desire to con-
serve foreign exchange. Expanding
barter trade with the Soviet Union,
Eastern Europe, and the Third World
is seen as a stopgap measure while
China struggles to improve the quality
and variety of its exports to countries
that pay in hard cash. An article pub-
lished in the scholarly economic jour-
nal Guoji Wenti Yanjiu in 1984 pro-
vides a candid Chinese view of the

SOVIET INDUSTRIAL COMPETITIVENESS:
A CHINESE VIEW

strengths and weaknesses of Soviet
(and by extension, East European)
technology in comparison with the
United States.

The Soviets, claims writer Gao Shi,
are 20 years behind the United States
in their chemical fiber industry, 10-15
years behind in petrochemicals, and
10 years behind in synthetic fibers. A
higher percentage of their steel is
flawed; some 20-40 percent of their
chemical fertilizers do not meet US
technical standards. Gao casts thumbs
down on Soviet metal-cutting machin-
ery (“low efficiency”), tractors (*“‘half
the life of US tractors™), trucks (“'need
more maintenance’’), and cement
(“*about 90 percent is low grade").
“To drill a 10,000 foot well,” says
Gao, "'a Soviet drilling team needs 14
months, but an American team needs
only 34 days.” In general, it takes an
inordinate amount of time for the So-
viet Union to recover its industrial in-
vestments. Management is poor, labor
productivity low.

Gao finds the Soviets superior in
producing only “a small number of
products.” These include certain
steel-making and metal processing
technologies, nuclear and hydropower
equipment, hydraulic coal mining,
power transmission and power gener-
ating technology, welding equipment,
and—now this is getting specific—the
technology of eliminating the stress of
the interior flakes of computers by
means of infrared rays!'—DDK
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SOVIET PROJECTS IN CHINA

On July 10, 1985, China and the Soviet Union signed a frve-year agreement to
cooperate in the renovation of 17 of the 156 key industrial projects built in China
with Soviet assistance during the 1950s. The agreement also calls for Soviel-
assisted construction of seven new projects.

No list specifying the names and locations of these 24 projects has ever been
made public by Chinese or Soviet officials. The following list, compiled from a
wide variety of sources, identifies the most likely candidates for cooperation tar-
geted in 1985. Since then, several Chinese factories have expressed reservalions
about their proposed Soviet partners. As of 1987, few projects appeared to be

actively under way.

SOVIET-ASSISTED RENOVATION PROJECTS, 1986-90

Project name [Province

Anshan Iron and Steel
Corp./Liaoning

Wubhan Iron and Steel
Plant/Hubei

Baotou Iron and Steel
Plant/Inner Mongolia

Fushun Aluminum Plant/
Liaoning

Xingantai Coal Mine/
Heilongjiang

Luoyang Copper Process-
ing Plant/Henan

Luoyang No. 1 Tractor
Factory/Henan

Luoyang Bearing Plant/
Henan

Xi'an Electrical Manufac-
turing Corp./Shaanxi
(Xi'an Power Rectifier

Plant, Xi'an Vollage
Apparatus Works,
Xi‘an High-Voltage
Porcelain Insulator
Plant)

Taiyuan Chemical Fertil-
izer Plant/Shanxi

Lanzhou Chemical Indus-
try Corp./Gansu

Nancha Hydrolysis Plant/
Heilongjiang

liamusi Paper Mill/
Heilongjiang

Harbin Flax Mill/
Heilongjiang

Previous Soviet aid

Originally Japanese-built;
rebuilt and equipped with
Soviet aid

Built and equipped with
Soviet aid from 1956-60.
Built and equipped with

Soviet aid in the 1950s,

Built with Soviet aid in
1954,

Built with Soviet aid in
the 1950s,
Built with Soviet aid in

the 1950s.

Built with Soviet aid in
1959.

Built with Soviet aid in
1953.

Built with Soviet aid in
1953.

Built with Soviet aid in
the 1950s.

Built with Soviet aid in
the 1950s.

Built with Soviet aid in
1957.

Built with Soviet aid from
1954-57.

Built with Soviet aid in
1952,

Details

Largest iron and steel complex in China.
Renovation expected to add 2 million
tonnes to annual production capacity.

One of the largest iron and steel com-
plexes in China. Cost of renovation: $3
million

One of the 12 largest iron and steel
complexes.

First and largest aluminum plant in
China.

Largest coal mine in northeast China.
Renovation to add 1.8 million tonnes to
annual production capacity by 1990.

One of the largest copper processing
plants in China.

First and largest tractor plant in China.
Main products: 75-hp crawler tractors.

Largest ball-bearing plant in China.

“XD" is China’s largest manufacturer of
heavy electrical equipment. Three of its
10 factories were slated for Soviet-aided
renovation under July 10, 1985, agree-
ment. In 1987, following an inspection
team’s visit to USSR, XD officials re-
ported Soviet technology less advanced
than XD’s. The High Voltage Apparatus
Works already has a coproduction
agreement with Mitsubishi.

Soviets to supply ammonia-based fertil-
izer technology.

First and one of the largest petrochemi-
cal complexes in China. The two
projects slated for Soviet-aided renova-
tion involve the corporation’s synthetic
rubber and chemical fertilizer plants.

Main products: alcohol for pharmaceuti-
cal industry.

Largest paper mill in China. Cost of ren-
ovation: $25 million.

Largest linen mill in China. Soviets to in-
stall weaving looms and 10 spinning ma-
chines.

ready garnered several lucrative con-
tracts in this area. Hydropower is
another area in which the Soviets ap-
pear keen to get involved. Last vear,
General Secretary Gorbachev pro-
posed “uniting the efforts of the Chi-
nese and Soviet people to exploit the
very rich resources and water engi-
neering installations in China for the
common benefit.” The suggestion is
reminiscent of Soviet proposals in
1950s to build dams and
jointly develop the hydropower po-
tential of the Amur River along Chi-
na's northeast border with the Soviet
L'nion.

Compared with thermal and
hydropower plants, China’s current
five-yvear outlook for nuclear energy
development is modest, and stresses
scll-reliance. Although two nuclear
power projects are under way, plans
for three more were shelved last year.

the late

Just the same, the Soviets are ready

for a change in policies. Early Soviet
transfers of nuclear technology en-
abled China to develop its first heavy-
water reactor in the 1950s, The Sovi-
cts offered to sell nuclear equipment
to China again in 1984 and have in-
vited a number of Chinese delega-
tions to study their nuclear energy
program. Some form of scientific co-
operation may be in the otfing this
vear, according to a Soviet official.

According to press reports, China
impaorted $4.45 billion worth of tech-
nology in 1986, Compared to the
United States, which signed 169 con-
tracts worth $657 million, the Soviet
Union signed only three—vet the to-
tal value of these contracts was $512
million, or 12 percent of China’s to-
tal technology imports last year! East
Germany also did well, with 11 con-
tracts worth $159 million, more than
three times the value of contracts go-
ing to Hong Kong, for example.

The bloc’s success in clinching lu-
crative technology contracts is out of
proportion to its share of China’s
foreign trade. This reflects the bloc’s
expertise in expensive heavy indus-
irial projects. China may also be at-
tracted to the generous training pro-
visions included in most Soviet bloc
technical assistance agreements with
the Third World. This factor alone
can be extremely important in costly
renovation projects. And many of the
projects going to bloc countries in-
volve renovating facilities they
helped establish in the first place.

By Chinese accounts, the Soviet
Union alone supplied two-thirds of
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the 320 complete sets of industrial
cquipment China purchased from
the bloc in the 1950s. The $2 billion
worth of Soviet bloc equipment (S1.4
billion of which came from the Soviet
Union) was crucial to the develop-
ment of China's industrial sector.

In July 1985 Beijing offered the
Soviet Union a chance to renovate 17
of the 156 kev industrial facilities it
helped build and equip in the 19505
(see table). These include the largest
iron and steel complex in China, the
largest ball-bearing plant, the largest
tractor factory, one of the largest
coal mines, and the largest linen mill.

But in many cases, these projects
have ver to get under way, suggesting
that Chinese end-users may harbor
doubts about the quality of bloc assis-
tance. Indeed. Japanese, US, and
Western European bidders are still
winning the majority of contracts to
renovate Soviet-built plants.

Strengthening transport links

On both sides of the border, kev
transport facilities remain largely un-
changed since the 1950s. In China,
these currently include three railway
stations—>Suifenhe in Heilongjiang,
and Manzhouli and Erlian in Inner
Mongolia; and the ports of Tongjiang
and Heihe, Nearlv two-thirds of the
bilateral freight volume travels by
rail.

Chronic delays and losses interfere
with rail and waterborne trade alike.
Because Soviet rail gauge is six inches
wider than that of China, goods are
held up at the border until they can
be reloaded onto the other country’s
rail cars. Handling capacity is dismal
at the ports of Tongjiang and Heihe
on the Chinese side, and Blagovsinki
and Lower Leninskoye on the Soviet
side.

So serious are these problems that
China and the Soviet Union estab-
lished a permanent transport work-
ing group that has met twice since
October 1986, Among the proposals
raised at these meetings: developing
containerized shipping, upgrading
the ports, and establishing a common
track svstem to carry Soviet goods di-
rectly to the major cities in northeast
China.

Meanwhile, construction has be-
gun on a 250-mile railwayv that will
link Urumgqi, the capital of Xinjiang,
with the Sino-Soviet border. China
has dusted oft a more than 30-vear-
old request for Soviet loans and assis-
tance with the project, which it hopes
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to complete by 1990, although no
formal agreements have been re-
ported to date. How quickly China
and the Soviet Union act to resolve
their common transport problems

may provide the first true measure of

their commitment to expanding
trade.

Growing dissonance over the long
term

China’s grand-scale efforts to re-
vamp its industrial sector should pro-
vide ample business opportunities to
the Soviet bloc for some time to
come. But by investing considerable

sums in technological renovation of

certain industries now, China hopes
to drastically cut back on the very in-
dustrial raw materials that now form
the backbone of Soviet bloc sales. Im-
ports of bloc machinery should also
diminish as China’s domestic indus-
ury develops. Like India, which is al-
ready scaling back machinery pur-
chases from the Soviet Union, China
mayv outgrow the need for manv kinds
of Soviet machinery. It may also lose
paticnce with the delaved deliveries
and poor servicing that plague bloc
exports not only to China, but to the
West as well.

In fact, except as an export mar-
ket, the Soviet bloc does not seem
well suited 1o China’s long-range
plans. The bloc will likely continue to

absorb an increasing percentage of

Chinese exports, not only of con-

sumer goods in short supply, but also
of certain kinds of machinery. China
already sells more of some machinery
to the bloc than it receives in return.
If the development gap between
China and the bloc continues to nar-
row, as is widely expected, China
could also emerge as an important
supplier of certain types of industrial
and metalworking machinery. Less
heneficial to the bloc are prospects
that its principal foreign exchange-
carning sectors, including textiles,
will be subjected to increasingly
fierce competition from China.

Most important, China is anxious
to strengthen its place as an integral
part of the vibrant Asian Pacific
economy. Its long-term goal of devel-
oping an “export-oriented econ-
omy” is intended mainly as a means
of earning foreign exchange. In
short, China is drawing its inspiration
mainly from Japan and the Asian
NICs. While it may continue to seek
lessons in Soviet bloc efforts at eco-
nomic reform, it does not see a blue-
print for an export-oriented econ-
omy there.

For these reasons, China and the
Soviet bloc appear more suited to
each other in foul weather than in
fair. It their export prospects in the
West pick up enough for them to in-
crease imports of hard currency
items, they are all likely to lose some
of their present enthusiasm for trade

e

with each other. 7

Project name/Province

Matou Ore-Dressing and Coal
Mining Plant/Hebei

Yiminhe Coal Mine/Heilongjiang

Yiminhe Thermal Power Plant/
Heilongjiang

Thermal Power Plants/Liaoning

Power Transmission Lines

Rail Electrification

Source: The National Council for US-China Trade

NEW PROJECTS TO RECEIVE SOVIET ASSISTANCE, 1986-90

Construction plans/objectives

Design with aid of Leningrad State Mine-Dressing Institute.
Soviets to supply coal-washing technology and equipment.

Design, build and equip open-cast coal mine with aid of
Soviet coal mining company, Tsvemetproexport. Add 5
million tonnes of mining capacity by 1990.

Complete installation of two 500,000 KW generating units
by August 1987,

One plant is to receive two 800,000 KW generating units;
the other, near Tianjin, will receive two 500,000 KW units.

Build 1,000 km of 500,000-volt transmission lines and sub-
station with Soviet-supplied equipment. One line extends
from Dongfeng via Changchun in Jilin Province to Harbin
in Heilongjiang. The other extends from Shentou in Shanxi
via Xushui in Hubei Province to Tianjin. Contract signed in
October 1986.

Length 1,000 km. Location to be determined during nego-
tiations.

Prepared by Natasha Wei, Deborah Diamond-Kim, and Sarah Peaslee
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Vice Premier Li Peng greets Nikolai Talyzin, first vice chairman of the Soviet Council of
Ministers, in Beijing in September 1986. Li, a rising star in China's leadership and an
active proponent of Soviet bloc trade, met with Soviet General Secretary Mikhail Gorbachev

tn 1985.

COUNTRY PROFILES

BULGARIA. Popula-

tron: 9 million (1986

est.); GNP: $56 billion

(1984 est.); Two-way
trade with China, 1986: $103 million;
Official projected trade volume, 1986—
90): $477 million.

Cooperation projects: A protocol
signed last year calls for cooperation
in the renovation of textile mills and
in the production of electric tools
and [ruit juices.

Best prospects: Bulgariais China’s
least important trade partner in East-
ern Europe. Balkankar Corp., which
accounts for some 20 percent of the
country’s industrial output is, and
will continue to be, Bulgaria's ke
link to the China market. It is already
exporting spare parts for trucks as
well as equipment for a forklift fac-
tory and automated warchouses in
China as part of a five-year industrial
cooperation agreement signed in

January 1986,

China plans to return the favor by
helping to modernize three textile
mills in Bulgaria. And this year, Bul-
garia should receive two marine die-
sel engines and six generating sets
from the Shanghai Shipbuilding
Corp

CZECHOSLOVAKIA.
Population: 16 million
(1986 est.); GNP: $128
billion (1984 est.);
Two-way trade with China, 1986: $542
million; Official projected trade volume,
1986-90: $2.4 billion.

Cooperation Projects: A protocol
signed at the end of last year provides

-d
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for Czechoslovak technical assistance
to 26 Chinese projects. These involve
machine building, electronics, geol-
ogyv, manufactured fertilizer, ight in-
dustry, textles, medicine, and nu-
clear energy.

Best Prospects: Czechoslovakia,
together with the Soviet Union and
East Germany, was a key supplier of
industrial equipment to China in the
1950s. But as many Czechoslovak in-
dustries have become badly out of
date since then, extensive participa-
tion i China's industrial renovation
plans is by no means guaranteed.

Power-generating equipment
should continue to figure promi-
in bilateral trade and invest-
1985 Czechoslovakia

nenth
ment. In

agreed to export two complete sets of

equipment for the Shentou No. 2
thermal power plant in Shanxi Prov-
ince, hatled in the Chinese press as
the single-largest Czechoslovak sale
of such equipment ever. Shentou had
carlier imported four 200,000 KW
generating sets from Czechoslovakia,
Czechoslovak
coal gasifying technology led to a

China’s interest in
contract last September for technical
assistance and equipment for a
project in Lanzhou scheduled for
completion in 1990, Another high-
light of last year's trade was China’s
I(‘];lnl('(] ])llll]l.l\(' of a Czec hlh]n\dk
cement works. Eight companies from
capitalist countries were said to have
competed for the order,

In a notable transport project,
Crechoslovakia s supplying China
with production technology and
spare parts for its heavy-duty Tatra

815 trucks. The Changzheng motor
and vehicle works in Hebel, which is
assembling these trucks, expects to
produce them on its own after five
years.

Crzechoslovakia will also share
technology for producing open-end
spinning machines, which it began
exporting to China last year. China
plans to produce these machines on
its own within a few years. In return
for the machines and know-how,
China will add four 7,000-tonne
freighters 1o Czechoslovakia's 14-
ship merchant fleet.

EAST GERMANY.

Population: 17 million

(1986 est.); GNP: $164

billion (1984 est.):;
Two-way trade with China, 1986: $510
million: Uﬁn 1al /n'nj#'n’r'rf trade volume,
1986-199(); §2 .8 billion.

Cooperation Projects: An Octo-
ber 1985 protocol calls for coopera-
tion in 43 projects involving coal and
mineral exploitation, renovating the
Zhengzhou Grinding Wheel Plant, a
polyvinyl chloride and a lignite wax
production facility, and technical as-
sistance for phosphate fertilizer
plants.

Best Prospects: In the 1950s East
Germany was China's second-largest
trade partner after the Soviet Union.
That discovered
the attractions of West Germany as a
trade partner (now fourth largest).

was before China

Chinese trade othcials say the out-
look for commodity trade is ham-
pered by East Germany’s rather lim-
ited supply of important raw
materials, Fast Germany's greatest
strength continues to be its heavy
industrial equipment. Its most cele-
brated deal in recent years was the
agreement to export 1,000 refriger-
ated rail cars worth $160 million to
China in March 1986. China’s Minis-
ter of Railways has named East Ger-
many the sole supplier of this equip-
ment until 1990, And last fall China
ordered 300 train coaches worth
$ 100 milhon for delivery in 1988 and
1989,

Technical assistance is an East Ger-
man forte, and the Chinese may wel-
come their help on a few large-scale
heavy industry, geological
prospecting, and construction
projects. The biggest deal so far this
year went to the Leipzig-Grimma
Chemiecanlagenbau combine and the
Schwarze Pumpe gas combine, to
supply China with technology and
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cquipment for a compressed gas
plant in Harbin. East German deliv-
eries of equipment for a soda ash
factory are 1o begin this vear.

East Germany's determined efforts
1o promote its electronics, and espe-
cially microelectronic products, are
getting only a lukewarm response in
China. More surprising perhaps, is
the poor showing of East German
optical equipment. Precision instru-
ments, another Fast German spe-
cialty, are listed among the commod-
ities slated for export to China under
the 1'TTA, and East Germany’s
Friedrich Ebert Electrical Apparatus
Works hopes to help upgrade one or
more of the measuring works they
helped to establish more than two
decades ago.

HUNGARY. Popula-

tron: 11 million (1986

est.); GNP: $77 billion

(1984 est.); Two-way
trade with China: $334 million; Offi-
cial ;n'u]f'r'h'rl' trade volume, 1986-90):
$1.4 billion.

Cooperation Projects: A protocol
signed in September 1986 calls for
Hungarian cooperation in 39
projects involving transport and ma-
chinery, coal, light industries, and
medical instruments.

Best Prospects: Hungary is no
heavyweight in Sino-Soviet bloc
trade. Trade was expected to in-
crease 1o $448 million in 1986; it fell
short of the mark by over $100 mil-
lon,

Hungary’s buses enjoy a good
reputation within the bloc, and China
has already ordered 510 buses and
1400 bus chassis for assembly in Chi-
nese plants. Hungary's Raba trucks
are also selling well. China ordered
780 of the 26-tonne trucks in 1986.
The highlight of Hungary's efforts
last year in technology transfer was
its export of technology and equip-
ment for producing sorbitol to the
large Nanning Organic Chemical
Works in Guangxi. Hungarian ma-
chine tools are considered among
the best in the bloe, and exports
in this category have good poten-
tial.

A high point of China’s efforts 1o
expand manufactured goods and ma-
chinery exports to Eastern Europe
was its recent contract to sell 21,400
television sets to Hungary, assembled
under a licensing agreement with
Hungary's Videoton Corp. Deliveries
began last fall.
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POLAND. Population:

38 million (1986 est.)

GNP: $229 billion

(1984 est.): Two-way
trade with China, 1986: $979 million;
Official projected trade volume, 1986—
90: $3.17 billion.

Cooperation Projects: A Novem-
ber 1986 protocol calls for coopera-
tion in 99 short- and long-term
projects, including, first and fore-
most, retooling China's coal mining
industries. Poland will also export
complete sets of equipment for the
machine-building industry. Other co-
operative projects cover universal
erinders, automatic lathes, construc-
tion and textile machinery, food pro-
cessing equipment, and transport—
including cooperation in ship design-
g and hyvdromechanics.

Best Prospects: Last vear, Poland
leaped muwo 11th place among Chi-
na’s leading trade partners, making it
the largest Soviet bloc partner after
the Soviet Union. China is now Po-
land’s Targest customer for motor ve-
hicles, which it buys in exchange for
large quantities ol tea and cotton. In
1985 Poland exported 76,000 trucks
and buses and 14,000 Polonez cars.
Poland appears to be one of China's
most anxious suitors—and for good
reason. Western analysts believe that
in 1986, transport sales to China
alone were enough to spare Poland
from another dismal export showing.
With its ample industrial raw materi-
als—including iron and steel, artifi-
cial resins, and manufactured fertiliz-
ers—Poland should remain China’s
second or third major trading part-
ner in the bloc.

The hifth-largest shipbuilder in the
world, Poland has ecarned Beijing’s
good will by maintaining a merchant
fleet (Chipolbrok) jointly owned and
operated with China through two de-
cades of strained Sino-Soviet bloc
relations. Polish participation in Chi-
na’'s coal mining industry is also im-
portant. The principal exports in this
arca include 1,700 open coal wagons
(due for delivery in 1988-90), hy-
draulic supports, coal cutters, and
chain conveyors. Considerable tech-
nical assistance is likelv to continue in
both the coal mining and shipping
industries.

Poland’s electronics industry has
had greater success in China than any
other in the bloc. A Polish company
won what was reported to be the
industry’s largest foreign contract
everin September 1985, a $6 million

Chinese order 1o supply an entire
production line of high-power sili-
con-controlled rectifiers and transfer
technology.

ROMANIA. Popula-

tion: 23 million (1986

est.); GNP: $118 mil-

lion (1984 est.); Two-
way trade with China, 19586: $795 mil-
lion: Official projected  trade volume,
19806-1990: $5.2 billion.

Cooperation Projects: A Novem-
ber 1986 protocol provides for Ro-
manian cooperation in 31 projects,
including light industry, machine-
building, electronics, and electrical
appliances. The six projects in light
industry are evenly divided into tech-
nology imports and exports. China
will import 19 beer and orange juice
bottling lines, planing and cutting
machines, and matiress-making
equipment. Romania’s import con-
tracts include a watch production
line, 12 sets of cigarette-making
equipment, and candy wrapping ma-
chines. From 1979 to 1985 China
and Romania cooperated on 173
technology projects, 123 of which
involved Chinese imports from Ro-
NRITHE

Best Prospects: Well endowed
with industrial raw materials and
equipment, it is hardly surprising
that Romania recently ranked second
among China’s partners in the bloc;
eclipsed last year by Poland, Romania
remains an important supplier of
rolled steel, inorganic chemicals, fer-
tilizers, and machinery (including
oilfield equipment) and transport
cquipment. In exchange, it buys Chi-
nese coal, textles, and food. Much of
the coal going to Romania is part of a
compensation  trade agreement, in
which Romania provides equipment,
steel, and technical assistance for
three coal mines in Shanxi Province
(combined capacity: 6-8 million
tonnes) in exchange for a portion of
the output.

Major deals in the transport sector
include China’s order for 12 bulk
freighters and the coproduction of
“Roman’ heavv-duty trucks.

Although a member of the Warsaw
Pact, Romania is something of a mav-
erick in foreign policy, having re-
tained party-to-party ties with China
when other bloc countries were com-
pelled 1o sever them during the
1960s. Tts longstanding partnership
with China and its greater trading
Hexibility—including its willingness
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to pay hard cash for China’s crude
oill—has served 1t well over the vears.
But the Smo-Romanian connection
has become less special in the wake of
China’s growing ties with other blod

members.

USSR. Population: 280

million (1986 est.);
R GNP: $1.958 billion
(1984 est.); Two-way

trade with China, 1986: $2.64 billion;
Offrcral projected trade volume, 1986—
90: %168 billion
Cooperation projects: See table
Raw material trade under the
LTTA: According to the Soviet jour-
nal Foreign Trade, Soviet raw materi-

als being shipped to China in the
198690 period will include 2.8 mil-
2.15
tonnes of oil products and pig iron; 4
rolled
metal, steel pipes and other articles
for further ];llut'\\i!lj_(: 2.5 million

carbamide; 2.5 milhion

lhon tonnes of coal: million

milhon tonnes of ferrous

tonnes ol
tonnes of cement; 20 million sq m ol
sheet glass: 16 million cu m of 1im-
ber.

Chinese exports during this period
will include 1.6 million motor vehicle
storage batteries; 1.3 million tonnes
ol mining industry products; 10.3
million and  oil-

tonnes of cereals

bearing crops: 748,000 tonnes of

meat and meat products; 500,000
tonnes ol table salt; 275,000 tonnes
of cotton; 1.5 bilhon meters of vari-
ous fabrics: 15 million pairs of sports
shoes; 460 million rubles worth of
knitwear, garments, fur, down art-

cles and bed linen.

Best Prospects: Now China’s fifth-
largest trading partner, up from
ninth place in 1984, the Soviet Union
is a kev supplier of heavy industrial
cquipment and industrial raw materi-
als. In the latter category, the Soviet
Union has found a large market in
China tor its timber exports, which
accounted for 20 percent of China's
worldwide timber purchases in 1985,
and 37 percent in the first nine
1086,

Moscow Imp('s to increase the

months of

share ol machinery and (ransport
cquipment in its exports to China
third in 1985 1o
about 50 percent in the 1986-90 pe-
riod. Given the level of Chinese inter-

est in Soviet power—generating, met-

Irom less than a

allurgical, coal mining, and machine-
building industries, these should all
figure prominently in the Soviet ex-
port promotion campaign. Geologi-
cal prospecting, another area in
which the USSR can offer expertise,
1s almost certain to develop if politi-
cal relations improve. As far back as
March 1950, a month atter the Sino—
Soviet Treaty of Friendship, Alliance,
and Mutual Assistance was signed,
the two sides had agreed to joint
prospecting, extraction, and process-
ing of nonferrous and rare metals in
NXinjiang Province for 30 years. Joint-
stock companies were set up for this
purpose, but in 1955, China liqui-
dated these companies, apparently
feartul of Soviet encroachment on its
resources. Recently a more self-con-
fident China has imvited Soviet and
East European geological survey
teams to return. A Soviet team visited

Stow train to China. The Soviet Union supplies more than a third of China’s timber imports,
but deliveries such as this one to China’s Suifenhe Railway Station are often held up by
inadequate transport facilities.
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Chinese geological research facilities
in January 1985,

China is among the Soviet Union’s
largest customers for civilian aircraft.
What will happen to these sales when
China phases in its own medium-
range aircraft is another question.
Similar questions may be raised
about other manufactured goods
now popular in the Chinese market.
Soviet road vehicles and refriger-
ators, for example, have been pur-
chased for their relatively low price
and durability. In 1986 Soviet refrig-
erators reportedly sold for ¥800 in
Heilongjiang, while similar Japanese
refrigerators cost ¥1,800. But since
the Soviet Union has not signed co-
production agreements in this (or
any other) area, it may find sales
dwindling as new Chinese assembly

lines, produced under license with

Japanese, Western, and East Euro-

pean companies, introduce their
goods 1o the domestic market.

A long-term strategy toward the
China market may require the Soviet
Union to demonstrate the same will-
ingness 1o enter into coproduction
agreements in China that Eastern Eu-
rope has shown. Soviet “Volga™ cars,
noted for their sturdy performance
in cold weather, are a natural candi-
date for coproduction in northeast
China. Textile machinery is another
good bet, judging from the favorable
reaction of Chinese experts to recent
exhibits of Soviet textile machinery.

I'he Soviet Union, for its part, of-
fers China an enormous and under-
supplied consumer market. In the
1950s China supplied three-quarters
ol Soviet textile imports and two-
thirds of its food imports. Not much
has changed in the composition of
China’s exports to the Soviet Union
except that China is now exporting a
greater variety of these exports than
ever before. Formerly an importer of
Soviet cotton, China became a net ex-
porter to the Soviet Union in 1985,
with sales expected 1o grow rapidly
over the next few vears. By 1986
China had also become that country’s
largest sovbean supplier. Both coun-
tries are confident that Chinese ex-
ports in these categories can grow
substantially. And as things stand, the
Soviet Union is already a major cus-
tomer for Chinese foodstuffs and
textiles. In the first nine months of
1986, 47 percent of China’s meat, 27
percent of its cereals, and 10 percent
of its textiles went to the Soviet
Union. 7
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NEGOTIATION STRATEGIES FROM
THIS CENTURYS MOST SUCCESSFUL

For the first time ever, the experiences,
knowledge and strategies of the western world's
most successful China traders are available ina
videotape program, backed by a comprehensive
user guide and related books.

The Executive Information Network's China
Business Negotiations: Style & Strategies That
Work includes:

Lucian Pye outlines classic Chinese negotiation
strategies. Protocol and pitfalls. Alook info the
Lucian Pye, Professor MIT Virginia Kamsky, Presiden!, N John Marshall, Dir Bus. Dev, cultural, political and psychological differences
Kamsky Associates 3M Company you need to know to be successful.

= Virginia Kamsky provides insight on how she
' successfully represents over 40 corporations to
China, from AlG International to WESTVACO

David P-C Chang explains how he established
production sourcing for Nike shoes in China.

John Marshall outlines successful strategy used
in negotiating the first wholly owned US subsidiary
company in China.

‘ A‘ Wallace Anker discusses lessons learned in

Richard Chen,mvP. Asian Affairs, John Fluke, Jr., Chairman/CEQ David P-C Chang, VP Nike 851OD|IShIﬂg First ChICGQO S Bel}mg-bGSEG effor.

Occidentol Petroleum John Fluke Mig. Co Every subject is covered by experts with first
hand experience in negotiating sales agreements,
joint ventures, countertrade deals, banking/finance
and legal transactions—as well as how you can
come fo grips with whether your company has
what it takes fo be successful in the China trade.
US$895. Introductory price, just $770.

Until March 1, 1987, save 15% off the
regular $895. Complete program includes the 60
minute China Business Negotiations videotape,
‘ . comprehensive User Guide, Lucian Pye’s Chinese

Charles Jennings, \Writer/Producer  Stanley Lubman, Portner Heller Enrman, Wallace Anker, St VP First National Commercial Negotiating Style, and
LR I BonkolChicago Communicating with China, edited by Robt. Kapp
for USS770. Order today by calling 503/221- 0927,
or mail the coupon below.

e R e R s g )

—~——— Executive Information Nefwork, Inc. i

—fEIN 140 SW Arthur
= Portland, OR 87201 503/221-0927 :
Pleosesend complefe programs. (@ US$770. S 1
Shipping/handling US$18 ea ]
All funds quoted in USS TOTAL 1
( )Check Enclosed ( )Visa ( ) Mastercard 1
Accnt # Exp I
Sig o 1
Name/Title o 1
b Company B o :
S Address ) S - 1
City State Zip o 1
‘Phone C ) 1
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1 [ %"U-MATIC ] '%"Betall [ NTSC [ SECAM 1
1 Allow 3 weeks for delivery [] Pieose send information on other EIN video programs and upcoming seminars 1
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Economic Reform in China
and the Soviet Union

The world’s two socialist giants differ markedly in their approach

he idea of reform in cen-

trally planned economies

has captured the imagina-

tion of many of the world’s
socialist nations in recent years. By
introducing—or at least seriously
discussing—extensive changes in
planning and management, socialist
countries hope to lay the ground-
work for economic, social, and even
limited political change.

Planners in both the Soviet Union
and China are keenly aware that the
system of central planning as it now
exists fails to measure up against
technological advancements taking
place in the developed capitalist

John P. Hardt

world, not to mention surging
growth rates of capitalist “newly in-
dustrializing countries.” Both the So-
viet Union and China have underuti-
lized economic potential. Although
they have abundant natural re-
sources and a large labor pool, their
cconomic progress has been stunted.
Inordinate amounts of resources and
manufactured goods are lost through

carelessne
dated facilities. Labor productivity is
low in the absence of incentives for
better performance, while a deeply
entrenched bureaucracy stifles tech-
nological innovation in civilian sec-
tors of the economy. To advance

ss, poor planning, and out-

their strategic interests in world af-
fairs and to restore legitimacy to an
economic system that has been losing
credibility, Soviet and Chinese lead-
ers have come to recognize that radi-
cal changes may be in order.

The need for economic reform is
deeply felt in both countries, but
China has stolen the march by
putting ideas into practice. China will
likely continue to move faster and
with less resistance to reform—in
part because its economy has never
been as strictly controlled at the cen-
ter as the Soviet economy. For the
Soviet Union to attempt reforms of a
similar scale, it must overcome far

Socialist Economic Reforms,
Then and Now

hina’s foremost architect of

reform, Deng Xiaoping,

told visiting Australian

Prime Minister Robert
Hawke last year that he doubted the
Soviet Union had the **flexibility”
needed for economic reform. His-
tory appears to warrant Deng’s skep-
ticism.

Soviet reform efforts date back al-
most to the birth of Bolshevik rule.
When Deng was just a student in
Paris, Lenin launched his version of
the open door policy to encourage
foreign trade investment, and tech-
nology transfer. Lenin also tried to
energize the Soviet economy by loos-
ening the already stifling bureau-
cratic stranglehold over planning and
resource allocation. Then, as now,
“economic accountability’ was the
rallying cry.

For a time, it seemed to work. Un-
der the New Economic Policy (NEP)
(1922-26) industrial trusts and large
enterprises cut redundant labor,

22

concentrated on profit-making, and
paid for materials and fuel formerly
supplied by the State. Directors of
trusts and factories were encouraged
to run their own affairs, and quite a
few apparently did. By 1923 some 75
percent of retail trade was back in the
private sector.

What happened to the NEP? Party
and State authorities, seeing control

of economic planning slip out of

their hands, drove private traders out
of business by undercutting market
prices. And peasants, discouraged by
State efforts to keep grain prices in
check, took to hoarding, only to have
their produce confiscated. Artifi-

cially low prices created a shortage of

goods, which in turn increased the
“need"” for State control over pro-
duction and distribution. Although
many authorities resisted this rever-
sal of Leninist policies, most were
eventually convinced that their inter-
ests lay with derailing the market
economy.

Centralization gave these ofhcials
the power and resources to launch a
program of rapid industrialization.
But the tremendous industrial gains
scored over the next two decades
came at a high cost. Innumerable and
often contradictory planning targets
brought confusion; the obsession
with fulfilling these targets at the ex-
pense of efficiency and quality led to
a massive waste ol resources.

Although Khrushchev tried to re-
vive the drive for economic efficiency
and greater managerial autonomy in
the 1950s, his measures were con-
fused, erratic, and limited. His suc-
cessor, Brezhnev, began again with
an ambitious decree in 1965 that
combined greater managerial auton-
omy with centralization at the top—a
plan that in its basic outline resem-
bles the reforms that Gorbachev is
now trying to implement. But the at-
tempts to revive the profit motive in
the early years of Brezhnev's rule
were ineffective—in part because
prices remained unresponsive to de-
mand. Foot-dragging in one area was
enough to sidetrack other reform ef-
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greater bureaucratic opposition at all
levels of government.

Rural reform

Rural reforms provide the most
startling example of this dichotomy.
China largely dismantled the com-
mune system beginning in 1979, re-
turning to household-based farming.
The results were remarkable, espe-
cially compared to Soviet accom-
plishments during the same period.
Chinese peasant income has doubled
in less than a decade; from 1978-84,
grain production grew 4.9 percent as
compared to only 2.1 percent from
1957-78; and output of other crops
grew still more rapidly, allowing
China to become a net exporter of
coarse grains, soybeans, and raw cot-
ton.

These increases have been accoms-
plished without significant central in-
vestment, due in part to a growing
reliance on the use of rural credit.
Moreover, the greater incentives in-
herent in the family responsibility
system have led to more efficient use
of existing resources, enabling China
to increase output on reduced acre-
age.

While the decentralization of the
rural economy and market-stimu-

lated reforms are being put into
practice in China, comprehensive ru-
ral reform is as yet only a declared
policy in the USSR. Soviet rural re-
forms 1o date consist largely of insti-
tutional changes. The creation of a
new super-ministerial State Agro-In-
dustrial Commitiee (Gosagroprom),
which establishes a power base for
Gorbachev’s licutenants to control
the development and implementa-
tion of agricultural policies, is the
most significant step so far. A resolu-
tion passed in March 1986 called for
this “super-ministry’” to authorize lo-
cal units (i.e., families and cooper-
atives) to make planting decisions,
control distribution and marketing
of part of the harvest, and retain
profits resulting from revenue in ex-
cess of costs.

Reforming the industrial sector
Rural reform, by itself, is not likely
to bring the dramatic improvements
in economic efficiency that Soviet
and Chinese planners are looking
for. On the contrary, planners recog-
nize that the key to stimulating eco-
nomic productivity and efhiciency is
l‘f:f()rming the industrial sector, espe-
cially the cumbersome system of
mandatory planning, through which

the State sets production targets,
controls distribution, and allocates
supplies and capital to enterprises.
Chinese eftforts to shift from man-
datory to guidance planning and to
decentralize decision—making to in-
dustrial enterprises began in the fall
of 1984, Under the Chinese system,
which now affects basically medium-
sized and small enterprises, many de-
cisions about production, price-set-
ting, and marketing are left 1o the
enterprises, within certain State-de-
fined limits. Instead of deducting
profits from these enterprises, the

State now collects taxes
the remainder of the profit to be
used at the discretion of the enter-
prise for reinvestment, wage in-
creases and bonuses, and worker
housing and child care,

China has made far more progress
in the reform of its planning system
than the Soviet Union, although both
countries are keenly aware of the
need for reform in this area. Part of
the explanation may lie in the fact
that the planning system in China has
never been as centralized as it is in
the Soviet Union. In fact, China's
managerial reforms are consistent
with the comparatively decentralized
approach that distinguished Chinese

allowing

forts. By 1971 Soviet leaders were no
longer talking about reform, but
merely “improvements.”

The economies of Eastern Europe
are also locked in a bureacratic vise.
Despite the much greater successes
of Hungary and Yugoslavia in reduc-
ing the scope of mandatory planning
since the 1960s, administrative inter-
ference in enterprise management
remains considerable. Despite the in-
stitution of “‘worker self-manage-
ment”” in Yugoslavia in the 1950s, lo-
cal officials have turned Yugoslavia’s
individual republics into virtual eco-
nomic fiefdoms: economic coopera-
tion outside their borders is discour-
aged, and wasteful duplication of
effort is the norm. Hungary's offi-
cials are also having trouble letting
go. As one Chinese scholar noted re-
cently, “enterprises in Hungary
watch the bureaucracy more closely
than they watch the market.”

To be sure, trial implementation of
this or that reform is taking place in
the Soviet Union and Eastern Eu-
rope. The first socialist country to es-
tablish a bond market, Hungary is in
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the process of decentralizing its
banking system. The Soviet Union
announced its first bankruptcy in
March, while Poland allowed its third
State-run enterprise to go bankrupt

‘last year and is now giving enterprises

greater control over their hard cur-
rency earnings.

The problem is that these reforms
are piecemeal, rather than compre-
hensive. And as history shows, many
reforms that work well as experi-
ments fail when they are imple-
mented more widely.

No country understands the obsta-
cles to reform better than China,
whose present leaders have been re-
markably vocal about the need for a
comprehensive approach to reform.
Until this year, they have emphasized
the need for commensurate political
reforms to ensure that official poli-
cies are not quietly circumvented at
lower levels. In concentrating upon
these two fundamental obstacles to
reform—uncoordinated implemen-
tation of economic reform and ad-
ministrative interference—China’s
leaders have taken a great leap for-

ward. But by apparently retreating
from the consequences in 1987—
postponing political reform and
slowing the pace of economic innova-
tion—Ileaders have given rise to
speculation abroad in recent months
that their reform program is actually
taking a step backward—just as re-
forms in the Soviet Union appear to
be pushing ahead.

As Sovietologist John Hardt sug-
gests, however, the image of China
regressing and the Soviet Union pro-
gressing may be more a temporary
mirage than an enduring trend. Ac-
cording to Hardt, Soviet reforms are
still very much in the planning stage,
while China has forged ahead in prac-
tice.

Why does reform appear to be
more easy for China than the Soviet
Union? Hardt believes that central
control over the economy in China
was never as profound as in the So-
viet Union. For the Soviet Union to
match China’s progress, it may re-
quire even more radical changes than
those occurring in China. —Deborah
Diamond-Kim
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Chinese trade exhibition in Moscow, July 1986. The Soviets are intensely curious about Chinese

reform efforts. But for them to achieve similar results, they will have to overcome far greater

bureaucratic obstacles at all levels of government.

cconomic planning from the Soviet
model at the outset. Fven kev indus-
trial sectors such as steel, coal, and
machine building have only been par-
tially controlled in China. This rela-
tive slackness in the planning appa-
ratus makes it easier for further
decentralization to take place.

Ironically, substannal Soviet eco-
China in the

1950s may have helped spare China

nomic assistance (o
from the excesses of the Soviet cen-
tral planning system. During the
PRC's first decade, a good deal of
industrial planning was ‘made in
Moscow’ and transferred to China in
a predigested package complete with
technicians, blueprints, and detailed
management After the
break in Simo-Soviet relations in the

directions,
1960s, Chinese economic decision—
makers were beset with a series of di-
sasters requiring immediate atten-
tion: the loss of Soviet industrial aid,
the abortive Great Leap Forward
program, the agricultural orisis of the
carly 1960s, and the Cultural Revolu-
tion. Each successive crisis further
distupted the consolidation of a
firmly entrenched economic
Party bureaucracy.

and

The Soviet Union has a great dis-
tance to travel before it can attain
cven the levels of industrial decen-
tralization achieved in China belore
urban reforms got under way there in
1984. Gorbachev's urban
program apparently aims at stream-
lining the central apparatus rather

reform
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than changing basic rights and
responsibilities. The main objective is
to change the focus of central eco-
nomic ministries from “operational
management’ to long-range struc-
tural planning. ‘To this end, two in-
are sched-
created—a machine-
building bureau that spans several in-

dustries and a

dustrial super-ministries
uled to be

new energy super-
ministerial bureau. But these indus-
trial super-ministries may have less
success than the agricultural sector’s
equivalent, Gosagroprom, in transfer-
ring operational authority 1o the
lower-level bureaus. How will these
burcaus cope with the 4,000 major
product categories used by the State
Planning Commission, the 40,000 to
50,000 specifications of ministries,
and the 1 million detailed specifica-
tions of the State Committee for
Supply~

If enterprises are ever given sig-
nificant rights and responsibilities,
will they be held accountable for
poor performance? I so, will more

John P Hardt is associate director for

Research Coordination at the Congres-
stonal Research Serviee, and adjunct
professor of economics at George Wash-
ington and Georgelown universities in
Washington, DC. This article was
adopted from “fconomic Reform in the
PRC, Soviet Union and Fast Europe:
Comparative Themes Toward the Year
2000, published in the December 1986
tssue of Issues & Studies.

than a token number be allowed 1o go
bankruptz Will managers gain the
right to hire and fire workers? These
questions have been debated in the
Soviet Union but not
China, in 1986, went so far as to ex-

resolved.

periment with new contract labor
laws. In the Soviet Union, the most
significant development in this area
occurred in early 1986 when the cre-
the
Gosagroprom vesulted in temporary

ation  of SUper-minisiry
unemployment of as many as 3,200
State agricultural cadres. These
workers are reportedly receiving un-
precedented unemplovment and
carly retirement benefits, although
they have not yet been transferred
away from Moscow to jobs in smaller
cities, which would be a more signih-
cant step. Whether such a strategy
would be acceptable and achievable
throughout the urban-industrial
cconomy, given the political and so-
cial questions it raises, remains to be
seen.

I'he USSR still lacks a detailed strat-
cgv for reforming government and
Party cconomic bureaucracies. At this
stage, Gorbachev has merely defined
the outlines of his grand design.
Among the proposals awaiting imple-
mentation are plans to use prices and
honuses as an active tool of economic
and social policy; to allow enterprises
to market above-plan output as well as
unused materials and equipment; 1o
cncourage subcontracting and the
piece-work system at the team level
among work units and families; and to
legalize or co-opt the informal or ille-
gal service sector.

But reforms on the scale currently
being implemented in China may be
politically impossible in the Soviet
Union. Despite vears of discussion
and debate, the Soviet Union has not
vel been able 1o match China's
record inimplementing even the eas-
ier-to-manage rural reforms.

That is not to say that China faces a
clear road ahead either. Fear of the
costs ol reform may hold both coun-
tries back to some degree. These
costs include rising public expecta-
tions that cannot be quickly satishied
and declining political orthodoxy,
both of which may threaten Party au-
thority. Advocates of reform in both
China and the Soviet Union can be
expected to engage in an ongoing
])lm ess ol [)l‘nl]lt)[ing and reassess-
ing, as they search for solutions that
will strengthen the nation without
weakening their leadership. 5T,
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Soviet and US Connections

Beneath their Western suits, China’s middle-aged leaders have a wide range of
views. Where they were educated may have something to do with it.

hina's success in handing
over power—except at the
very highest levels—to a
generation of better edu-
cated, more technologically sophisti-
cated leaders in their forties and fif-
ties is well documented. This has led
many observers to wonder whether
these up-and-coming Chinese lead-
ers, many of whom were trained in
the Soviet Union during the 1950s,
will favor closer ties with Moscow.
The rapid rise of technocrats like
Vice Premier Li Peng, who studied
electrical engineering in the Soviet
Union from 1948-55, highlights the
immediacy of this question.

At the same time, Western-edu-
cated leaders are also landing key po-
sitions. The most prominent include
Chairman of the National Defense
Science, Technology, and Industry
Commission Ding Henggao and Sec-
retariat member Wang Zhaoguo.
Many of the 23,000 students trained
in the United States since 1979 can
be expected to join them in the com-
ing years.

Soviet influence in the 1950s

Between 1950 and 1960, more
than 11,000 Soviet experts worked
for extended periods in China. At the
same time China sent some 2,500 sci-
entists and college professors, 8,000
technicians, and 20,000 workers to
the USSR for training. Another 7,500
or so were enrolled as Chinese stu-
dents in Soviet universities.

Those expressing concern about a
possible tilt to the Soviet Union point
out that Soviet influence is not lim-
ited to this relatively small number of
Chinese who received formal train-
ing in the USSR. Soviet ideas were
also transmitted to a wider group of
university students in China who
studied Soviet textbooks or were
taught by Soviet lecturers. Years of
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Christopher M. Clarke

schooling in this environment and
decades of experience in Soviet-style
industrial sectors and bureaucracies
may have made it difficult for many
Chinese to abandon familiar bureau-
cratic patterns of management in fa-
vor of a more flexible approach to
politics and the economy.

At the same time, the influence of
Soviet thinking on China’s successors
ought not to be overestimated. Those
who studied in the Soviet Union rep-
resent only a small fraction of the
Chinese college graduates during the
1950s. Undergraduates sent to the
Soviet Union make up only I percent
of all Chinese college graduates be-
tween 1949 and 1959. The 2,000 or
so graduate students still represent
only about 5 percent of Chinese
graduate students during that time.
Moreover, exposure to the Soviet
Union on an extended basis has sel-
dom influenced Third World citizens
to be “pro-Soviet.” Although many
Chinese who studied in the USSR ex-
press affection for the Soviet people
in general and for their former col-
leagues or fellow students in particu-
lar, many conversely cite experiences
with isolation and perceived racism
to justify their alienation from the
Soviet system. And once Sino-Soviet
relations turned sour in 1960, the re-
turned students learned most of their
practical skills in a distinctly anti-So-
viet environment.

Attitudes among middle-aged
technocrats

The “‘third echelon” now being

Christopher M. Clarke is a China ana-
lyst with the Department of State. For-
merly a director of research at the Na-
tional Council for US-China Trade, he
has contributed numerous articles to The
CBR. The views expressed here are his
own, not those of any government agency.

promoted to positions of leadership
in China actually consists of two age
groups with rather different experi-
ences. Only those over 50 years of
age have had substantial exposure to
Soviet advisers either in the USSR or
in China. Members of this older
group spent their adolescence in war-
time China and grew into adulthood
during China’s “‘golden years” of the
1950s. Their attitudes were largely
shaped by the prevailing nationalism
of the late-war period and the opti-
mism, economic success, and relative
political stability of the early 1950s.

Those in their mid-forties and
younger, on the other hand, gener-
ally experienced more turbulence at
a younger age. While they attended
school in the 1950s, getting a good
education was seen as both a patriotic
duty and a means of personal ad-
vancement. Their political exposure
to the adult world, however, oc-
curred during the chaotic decade of
the Cultural Revolution. As a result,
this younger group wants at all costs
to avoid a repetition of that period.

The traumatic experience of the
Cultural Revolution has influenced
both groups of middle-aged techno-
crats to place a premium on order.
Law, science, and practical, though
largely apolitical, approaches to eco-
nomic questions dominate their
thinking. Attachment to a centralized
economic system and a bureaucratic
style of government may also be
strong; one of the first signs of re-
stored order in China following the
Cultural Revolution was the rebuild-
ing of the bureaucratic system. Thus,
fearful of a return to chaos, many of
these leaders are likely to resist fun-
damental change. This outlook may
increasingly come to clash with the
more adventurous outlook of Chi-
nese now being trained in or by the
West and Japan.
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Training the “fifth echelon’ in
the West

Since international exchanges
blossomed in 1979, China has sent
over 35,000 students abroad for
training, most to the West and Japan,
The estimated 23,000 students sent
to the United States since 1979 make
up by far the largest group. About
3.000 students have gone to Japan.
I'he Federal Republic of Germany,
Canada, the United Kingdom, and
France have each hosted 1,000-
2,000 Chinese students, and perhaps
500 each have gone 1o Romania
and Yugoslavia. Only about 300-
400 Chinese students are believed
gone to the USSR
exchanges with that country resumed
in 1984,

The number of Chinese trained in
the United States has already sur-
passed the number trained in the
USSR in the 1950s; by 1990 it will
exceed the number trammed in the
West between 1840 and 1949, And,

to have since

according to a recent US study, if
current Chinese and US policies con-
tinue, China will be the source of the
largest group of toreign students in
the United States by 1990,

No
been made to determine the attitudes

scientific assessments have
that China’s overseas scholars take
back with them about Western cul-
ture, politics, economy, and society.
Most likely, as with the returned So-
1950s,
experiences vary considerably and
their attitudes will be influenced by
the situation they return to in China.
Nevertheless, it appears that expo-

viet-trained students of the

sure 1o the advanced scientific and
technical rescarch methods in many
universities has promoted individual-
ism among students who grow accus-
tomed to thinking for themselves.
The most recent evidence ol this ten-
dency was the open letter sent to
Beijing expressing the concerns ol
1,000 Chinese students in the United
States over the political situation in
China following the dismissal of Gen-
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eral Secretary Hu Yaobang.

New policies toward study in the
West alter student attitudes,
however., Until recently, the Chinese

may

and some-

government permitted
times encouraged—students 1o stay
three to five years and did not dis-
courage them from hnancing their
own education. But China now wants
students to return home more
quickly, equipped with practical
skills. During the last two vears,
Beijing has moved to shorten for-
cign stays, monitor and influence
courses of study, and assure a
prompt return by restricting self-
funded stuely.

The longer term consequences of
these steps can only be guessed at.
But preliminary studies suggest that
most Chinese students in the United
States are unhappy and uncomfort-
able during the first year or two of
their stay; only after this adjustment
period do they overcome feelings ol
isolation and alienation. If this pat-
tern is typical, the government’s at-
tempt to shorten stays in the United
States could adversely affect the im-
age of the United States that China's
returning students—and future lead-
ers—take back with them.

What of the future?

Whether or Western-edu-
cated, fluent in Russian or in English,
the vounger generation of leaders in
their mid-forties and fifties are prac-
tical, task-oriented people, who have
no desire to see the return of dogma-
tism and fanaticism to China. They
support open door policies that allow

Soviet

China to draw lessons, not only {rom
the capitalist world, but also from so-
cialist countries experimenting with
reform.

It would be premature to suggest
that the educational tes of future
leaders to the Soviet Union or the
United States will cause them to tilt
China toward one “camp’™ or
other. China’s “independent foreign
policy™ has great nationalist appeal.
It is also a flexible policy that enables

dan-

China to favor one or another power
depending on the issue involved and
how well it serves Chinese interests.
Whatever their possible differ-
ences on such issues as the role of
central planning and the relative
merits of various reforms, China’s fu-
ture leaders—both Soviet and West-
ern trained—are likely 1o be united
in seeking to develop socialism with

e

Chinese characteristics. b
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EDUCATION OF CHINA’S HIGHEST LEADERS

Of the 343 members and alternates
of the Chinese Communist Party Cen-
tral Committee, educational data is
available on less than 60 percent. Of
these, 124 are known or strongly be-
lieved to have attended—though not
necessarily graduated from—some
type of college-level institution, while
76 probably did not.

The actual level of education is
probably lower than these figures sug-
gest since the numbers include lead-
ers such as Hu Yaobang who attended
Chinese makeshift universities in
Yenan and Party elders such as Deng
Xiaoping and Vice Premier Wan Li
who spent some time in colleges in
Europe during the 1920s. They also
include participants in advanced po-
litical training programs—Ilike Sun
Yatsen University—in the Soviet
Union during the 1920s and 1930s
and graduates of advanced Chinese
military staff and command training
programs during World War 11.

Only 20-25 members and alter-
nates of the Central Committee are
known to have trained in the Soviet
Union for some period between 1927
and 1960, while 10-12 received ad-
vanced training in the West, either be-
fore 1949 or after 1979. If this pat-
tern is representative of all Central
Committee members, it suggests that
between 10-13 percent have a col-
lege-level Soviet background and 5-6
percent have similar Western expo-
sure.

An undetermined number of Chi-
na’s leaders—perhaps as many as two
dozen—also received college training

in Western-run or -influenced col-
leges in China before 1949, including
Vice Premier Yao Yilin at Qinghua
University and Foreign Minister Wu
Xueqgian at St. John's College in
Shanghai. Secretariat member Wang
Zhaoguo and State Economic Com-
mittee vice chairmen Zhang Yanning
and Ye Qing are graduates of the joint
US—China management training cen-
ter in Dalian.

Although some information is not
available, the educational background
of the 22 members of China’s Polit-
buro, the key policy-making organ of
the Communist Party, illustrates this
diversity:

Deng Xiaoping, 82
Studied /worked in France, 1920-26.
Studied several months in USSR,
1926.
Zhao Ziyang, 68
No known higher education.
Li Xiannian, 76
No known higher education.
Chen Yun, 81
Possible short USSR stay in 1927.
Hu Yaobang, 71
Studied at the Anti-Japan Military and
Political Academy beginning in 1936.
Fang Yi, 70
University background, possibly stud-
ied in Shanghai.
Hu Qiaomu, 74
Auended Qinghua University 1930-
33.
Hu Qili, 57
Beijing University graduate, 1947-51
Li Peng, 58
Attended the Yenan Institute of Nat-

ural Sciences in 1941. Did advanced
research at the Moscow Power Insti-
tute from 1948-55.

Ni Zhifu, 54
Completed a correspondence school
technical study program.

Peng Zhen, 84
No known higher education.

Qiao Shi, 61
Higher educational training, possibly
in Suzhou,

Tian Jiyun, 57
No higher education.

Wan Li, 70
Studied in France.

Wu Xuegian, 65
Studied at St. John's College, in
Shanghai.

Xi Zhongxun, 73
Studied at the Central Party School at
Wayaobao, 1935.

Yang Dezhi, 76
No known higher education.

Yang Shangkun, 79
Studied at Shanghai University, 1925.
Later sent to Moscow to study at Sun
Yatsen University, 1927-30.

Yao Yilin, 69
Attended a teacher’s college and then
Qinghua University.

Yu Qiuli, 72
No known higher education.

Alternate Members

Chen Muhua, 66
Studied at Fudan University, Shang-
hai.

Qin Jiwei, 76
Attended a course at the Anti-Japan
Military and Political Academy, 1938.

From 1979 to 1986, 272 US investors committed over $1 billion to joint ventures with

US JOINT VENTURES IN CHINA:
A PROGRESS REPORT

This new study prepared for the Foreign Commercial Service of the US Embassy in Beijing by the
National Council for US-China Trade presents:

China.

* A list of US-China joint ventures with partner names, commitments, equity shares,
business scope, and status

* The investment setting: policy and legal framework, incentives offered investors, and
the investment approval process

® The operating experience of US joint venture partners: what works and what doesn't

® Conclusions and recommendations: minimizing risk

For information on obtaining this report, contact Marianna Graham, director of Information Services,
The National Council for US-China Trade; 1818 N Street, NW, Suite 500; Washington, D.C. 20036 USA;

(202) 429-0340
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Businessweek China
Business Briefing, filmed
by Hawkshead Commu-
nications Ltd. Produced
by Nigel Houghton. In-
cludes two tapes with a
total playing time of 75
minutes plus a 112-page text. Tapes,
1987. Text, 1986. Distributed in the
US by Direct Cinema Ltd., P.O. Box
69799, Los Angeles, CA 90069-
9976. $795. Multicopy discounts
available. Distributed in Hong Kong
under the title China Business Brief-

W8 48 BN B4 8 84 46 88 6 AE 44601 4 BERI A BN EE H i B
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China business has entered the
video era. The two new films re-
viewed here shed light on doing busi-
ness with China through a trendy, al-
beit pricey, new medium that offers
companies one alternative to the
now-commonplace China business
seminar. However, these videos cost
almost as much as a day-long semi-
nar, while providing less than 90 min-
utes of education and no question-
and-answer period. Thus they can

best be used by companies as part of

in-house training packages or by
banks and consultants that want to
educate their clients on the China
trade. These videos deal with similar
subjects, but each has a very different
approach.

China Business Briefing sets out to
educate the newcomer to China trade
and accomplishes this goal with flair.
The quality of the video (done by the
same group that produced the TV se-
ries, "‘Heart of the Dragon™) is pro-
fessional, as is the accompanying
text. Divided into two parts, the film
first broadly examines China’s his-
tory, geography, agriculture, and in-
dustry. Special note is made of how
aspects of Chinese culture such as
family or language affect business
practices. Five excellent case studies
of companies active in China in part
two are based on interviews with ex-
ecutives involved in negotiations.
The pros and cons of the different

28

ing by Longman Group (Far East)
Lid., 18/F Cornwall House, Tong
Chong St., Quarry Bay, Hong Kong.

China Business Negotia-
tions: Styles and Strate-
gies That Work, pro-
duced and distributed
by Executive Informa-
tion Network, Inc., 140
SW Arthur St., Port-
land, OR 97201. Includes a 60-
minute tape, user guide, and two

types of business arrangements are
clearly explained, with summaries of
important strategies at the end of
each case study.

This film comes with a text that
could stand alone as a basic guide to
doing business with China; it comple-
ments the video well, avoids duplica-
tion, and reflects a realistic, caution-
ary approach to the China market. It
is divided into four parts: the politi-
cal and economic context in China,
strategic considerations, tactics, and
a practical guide. Although the
book’s quality is good overall, its
typeface is not easy to read, and the
practical guide section sports a few
dated facts, such as the inaccurate
statement that daylight savings time
is not used in China.

China Business Negotiations: Styles
and Strategies that Work provides
training for business negotiations in
China and can assist in forming a cor-
porate strategy toward the China
market. It is targeted for an audience
that already commands a basic knowl-
edge of China. The film is divided
into four sections: planning, prepa-
rations, negotiating strategies and
tactics, and conducting successful ne-
gotiations.

Although the sheer wealth of use-
ful information provided in this
video is not equalled by the other one
reviewed here, it is more difficult to
absorb due to the disjointed format

books: Chinese Commercial Negotiat-
ing Style, 1982, and Communicating
with China, 1983. Tapes and guide,
1986. $895. Nonprofit organizations
$580.

Doing Business in China: 1987-1991,
produced by China Films, Ltd. Dis-
tributed by Money Maker$ News,
3804 N. Washington St., Westmont,
11, 60559. Includes 80-minute tape
and guide. 1987. $800. Available in
the fall; will be reviewed in a later

issue of The CBR.

ill'l(l relativ (‘l) ]]]l]li(l"lll(‘ ])]'(’S(‘lllllli(ill.
Short segments have been drawn
from speeches and interviews with
nine China business experts partici-
pating in a seminar in Seattle, Wash-
ington, in June 1986. The experts are
generally well known in the field and
present valuable insights from a
broad range of perspectives includ-
ing those of the corporate executive,
academic, lawyer, and consultant.
Other footage filmed in China is
tossed in, although the same scenes
annoyingly appear more than once
throughout the video.

China Business Negotiations bills it-
self as an “information-rich pack-
age.” The video comes with a slick
guide to be used with the Ailm and
two well-known books. The film
guide includes a transcript of the
video, a useful bibliography on China
and negotiations in general, photo-
copies of relevant journal articles,
and an excerpt from Rosalie Tung's
book, China Trade Negotiations.

Businessweek China Business Brief-
ing and Business Negotiation Strategies,
would best be shown in tandem. The
rich film footage and smooth organi-
zation of the former offer a realistic
introduction for the newcomer to the
China trade. The latter prepares the
businessperson for the next step by
offering advice on subtle techniques
required at the negotiating table,

— L
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CRS Sirrine: On a Fast Track in China

leading US design and con-

struction services com-

pany, CRS Sirrine (CRSS) is

also making a name for it-
self in China. The company has par-
ticipated in more than 20 major
projects in China since 1980. CRSS is
currently involved in the design and
construction of the Celanese ciga-
rette filter manufacturing plant in
Nantong and a 41-story office tower
and hotel complex in Shenzhen.

The most challenging of CRSS' re-
cent China assignments was building
the Heinz UFE Infant Food Factory
in Guangzhou. CRS Sirrine offered a
lump sum turnkey design/build pro-
posal to the H. ]J. Heinz Corp. and its
Chinese partners, the Yangtang
Combine and United Food Enter-
prises ol Guangzhou. The $9.1 mil-
lion contract, signed in December
1984, made CRSS responsible for the
construction of the Heinz factory, in-
cluding all the engineering and archi-
tectural design, equipment procure-
ment  and installation, and
subcontracts with Chinese or Hong
Kong suppliers and contractors.

The turnkey contract was paid 60
percent in dollars and 40 percent in
renminbi (reflecting the terms of the
60:40 Heinz UFE equity joint ven-
ture) with the understanding that
Chinese-supplied building materials
would come through the State alloca-
tion system and be purchased by
CRSS with the renminbi portion of its
payment. CRSS had the option of
purchasing other Chinese equipment
and construction services with the re-
mainder of the renminbi.

At their hirst meeting with officials
from the Yangtang Combine and
United Enterprises of
Guangzhou at the site in February
1985, the Chinese surprised CRSS
representatives by requesting that
they break ground immediately and
finish all design, procurement, instal-

Food

Perry M. King

lation, and start-up work by Decem-
ber 1985. This would have com-

pressed an 18-month project into 10
months! CRSS representatives ex-
plained that it would be counterpro-
ductive to start construction before
sizing underground utilities or to fin-
ish the building shell before the
equipment arrived. But the Chinese
continued toinsist that the project be
completed by the end of 1985, The
project was actually completed by

June 1986—in keeping with the orig-

inal schedule.

The availability of construction
materials was an important factor in
the construction strategy. During the
design meetings in Guangzhou it be-
came apparent the Chinese would
not he able to supply basic construc-
tion materials (such as cement and
reinforcing bars) through the State
allocation system as originally

Perry M. King is senior vice president for
marketing at CRS Sirrine corporate
headquarters in Houston. He served as
president of CRS Sirrine Asia Lid.,
Hong Kong, during construction of the
Heinz—UFE project. Mr. King has par-
ticipated in three National Council-
sponsored delegations to China and con-
ducted management seminars in five
Chinese cities.

planned. Under this system, materi-
als must be requisitioned a year or
two in advance in order to get into
the pipeline. No materials were avail-
able from the State system during the
fiscal year in which the Heinz-UFE
plant was to be built. Moreover, due
to a shortage of reinforcing bar on
China’s open market at the time con-
struction began, CRSS was forced to
purchase rebar in Hong Kong (with
foreign exchange) and ship it to
Guangzhou. This lead 1o unantici-
pated foreign exchange expenses as
well as initial delays in constructing
foundations. Because of the inade-
quate domestic supply of materials,
CRSS was unable to use up the
renminbi portion of its payment,
which is now collecting interest at 2
percent in a bank in China.

Maintaining quality control was
another important consideration. To
ensure the quality of workmanship in
both the structural design and inte-
rior finish of the plant, CRSS subcon-
tracted some of the work 1o two rep-
utable Hong Kong firms. These
firms, in turn, engaged local subcon-
tractors to assist them.

Success in meeting the tight de-
sign/construction schedule de-
pended upon strict cooperation be-
tween CRSS' design ofhice in Chicago
and its procurement office in Hous-
ton. Three hundred and eighty-eight
purchase orders for approximately
$3.5 million worth of equipment
were processed on the project and
were supplied by 139 vendors from
the United States, Western Europe,
and Hong Kong.

CRSS assigned a member of its
Hong Kong staft full time to super-
vise final shipment, receiving, and
customs clearance. To hasten deliver-
ies to the Heinz Factory, Chinese of-
ficials agreed to an unusual arrange-
ment whereby equipment containers
enroute from Hong Kong were able

The China Business Review/May-June 1987




VA

CEEEELLELd

to bypass time-consuming customs
inspections at the Chinese border; in-
stead, they were inspected at the con-
struction site upon arrival,

In addition to international pro-
curement, the CRSS Hong Kong of-
fice arranged direct procurement of
two 1,000 KW stand-by generators
from the Guangzhou Diesel Com-
pany and signed a fabrication con-
tract with the Ministry of Light In-
dustry to fabricate, weld, and deliver
14 stainless steel 3x8 meter storage
silos. The stainless steel was pro-
duced in the United States and
shipped to Guangzhou where it was
rolled, formed, shaped, and welded.
Other items procured in China in-
cluded building materials, motors,
pumps, fans, and office furniture,

The CRSS Hong Kong office super-
vised the day-to-day construction of
the plant and acted as a liaison with
the various Chinese bureaucracies in-
volved in the project. The latter
proved to be one of the most unpre-
dictable aspects of the project, since
approval was needed at various
stages from numerous governmeni

Phaotos courtesy of CRS Sirrine

&&&wa

agencies, including the municipal de-
partments of quarantine, environ-

ment, public security, and city plan-
ning. However, the plant did open on

AA 7
o0

schedule and is now in the midst of its
challenging task of operating a mod-
ern food production facility to USDA
standards in China.

,, aa AT,

Opening ceremonies at the plant, June 1986

AMCHAM
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SUBSCRIBE NOW!

* There are now over 800 U.S. compa-
nies with offices in Hong Kong

»

Hong Kong was the 17th largest mar-
ket of the US. in 1985 — surpassing
the EEC countries, Japan and Australia

In 1985, 15% of China's exports pass-
ed through Hong Kong and 33% of all
Chinese exports to the US. did the
same

25% of all U.S. trade with China pass-
ed through Hong Kong in 1985

*

The U.S. is the largest foreign investor
in Hong Kong monufacturing, ac-
counting for 53% in 1985

THESE ARE SOME OF THE
GOOD REASONS AMCHAM IS
READ BY THE INTERNATIONAL
BUSINESS COMMUNITY.

IN AMCHAM, THE ORGANIZA-
TION, OVER HALF THE MEMBERS
ARE NOT AMERICANS.

IN AMCHAM, THE MONTHLY
MAGAZINE, INTERNATIONAL
DECISION-MAKERS RAISE QUES-
TIONS, FIND ANSWERS, AND GET
DOWN TO BUSINESS.

SUBSCRIBE NOW AND IT'S
US$40 (SURFACE) OR US$75 (AIR-
MAIL) A YEAR, DELIVERED. OR
JOIN THE AMERICAN CHAMBER
OF COMMERCE IN HONG KONG
AND GET IT FREE. Send your
cheque or enquiry to the Publica-
tions Manager, AmCham Hong
Kong, 1030 Swire House or call
5-260165.

TELEX ADDRESS: 83664 AMCC HX
FAX: 5-8101289
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CHINA DATA

B) B A%

KEY INDICATORS

Exchange rate (yuan per US §)

Currency in circulation (bil ¥)

Reserves (bil, $)
Foreign exchange

Gold (at current market prices)

GDP* (bil. ¥)

State budget revenues (bil. ¥)

State budget expenditures (bil. ¥)
Consumer Price Index (1980 =100)

Gross value of industrial output (bil. ¥)

of which:
heavy industry
light industry

Gross value of agricultural output (bil, %)

of which:
grain output (MMT)
cotton output (MMT)

Population (millions)

1982
1.8887
439

15.9
14
4.8

552.9
1124

1153
104.6

550.6

274.0
276.6

278.5

353.43
3.598

1012.0

1983
1.9772

53.0

19.7
14.3
5.4

607.1
124.9

129.3
106.7

608.8

3134
295.4

3121

387.3

4.637

1025.0

1984

2.3200

792

213
16.7
4.6

691.5
146.5

151.5
109.6

704.2

370.7
3355

375.5

407.2

6.077

1034.8

Source: IMF Financial Statistics, State Statistical Bureau, National Council files.
All values in current prices unless otherwise noted.

Information for 1980-81 in The CBR May-June 1986.
In 1986 China switched to reporting GNP, rather than GDP. Figures for 1982-85 reported in constant prices. 1982-83

figures derived.

1985
2.9367
98.8

15.9
1.9
4.0

778.0
185.4

182.6
118.4

875.9

467.0
408.9

451.0

379.0
4,150

1046.4

70

60

50

30

20

10
1980 81

CHINA’S FOREIGN TRADE 1980-86

Total Trade (fob and cif)
bil §

Exports (fob)
bil $

Imports (cif)
bil §

38.04

18.10

19.94

Source: State Statistical Bureau
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1981

43.13

21,56

21.57

83

1982

40.88

21,94

18.94

1983

43.48

22.16

21.32

1984

51.78

25.03

26.75

1985

69.62

27.36

42.26

85

1986

73.83

30.93

42,90

1986
3.4528
121.8

15.2
10.5
4.7

938.0
222.03

229.11
124.4

1115.7
583.3
532.4
394.7
3911

3.540

1060.0

86

% change
1986/85

+6.0

+13

+1.6

OUTPUT OF INDUSTRIAL
AND CONSUMER PRODUCTS 9% change
1985 1986 86/85

Coal (MMT) 872 870 =0.2
Crude Oil (MMT) 1249 131.0 +4.8
Steel (MMT) 46.79 52.05 +11.2
Cement (MMT) 146.0 161.6  +10.7
Timber (MMT) 63.23 6288 0.6
Chemical insecticide

(MMT) 21 223 +5.7
Electricity (bil kwh) 410.7 445.0 +8.3

hydroelectricity 92.4 93.2 0.9
Motor vehicles

(thous. units) 437.2 369.0 -15.6
Locomotives (units) 746 818 +9.7
Machine tools

(thous. units) 167.2 158.6 -51
Bicycles (mil. units) 323 35.7 +10.6
Refrigerators (mil. units) 1.45 2.24 +545
Television sets (mil. units) 16.65 14,47 —-13.1

Color TV sets 4.32 414 42
Cameras (mil. units) 1.79 2.15 +20.0
Washing machines

(mil. units) 8.87 899 +1.4
Sewing machines

{mil. units) 9.91 986 —0.6
Wristwatches (mil. units) 54.31 64.45 +18.7
Cloth (bil. meters) 14.7 15.8 +7.5
Cigarettes (mil. cartons) 2370 2593 +9.4
Beer (mil. tons) 310 402 +29.7

Source: State Statistical Bureau

MAJOR ITEMS IN US-CHINA TRADE

TOP TEN US DOMESTIC EXPORTS TO CHINA IN

1986 (FAS, THOUSAND $)

Locomotives and tenders

Airplanes, nonmilitary, new for passenger
transport

Douglas Fir Logs

Oil & Gas Drilling Machine Parts

Digital Automatic Data Processing
Machines

Aircraft Parts for use in civil aircraft

Fertilizer and Fertilizer Materials

Polypropylene Resins

Machines and parts thereof for production
and assembly of semiconductor devices,
diodes, transistors and integrated circuits

Western Hemlock Logs

159,800

148,554
111,647
104,953

97,171
96,670
96,138
81,691

62,987
60,829

TOP TEN US GENERAL IMPORTS FROM CHINA IN

1986 (CIF, THOUSAND $)

Crude Petroleum and Shale Oil
Leaded Gasoline

Womens’, Girls’, and Infants’ Sweaters
Gold Coins

Cotton Print Cloth

Artificial Flowers

Stuffed Toy Animals

Wool Floor Coverings

US Goaods returned

Dolls

528,516
113,966
89,594
86,173
80,992
76,541
72,048
71,101
67,668
65,092

Source: US Department of Commerce Trade Statistics
7-digit Schedule B and TSUSA Numbers
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Cumulative US Investment in China, 1979-86

Total Number
of Projects
304

Total Contracted

Value
$2.7 billion

WFOE*
Contractual Equity $6.27 million
*Wholly Foreign WFOE*  Qil Joint Venture Joint Venture Other
Owned Enterprises 7 25 53 $528.08 million $54.5 million
FOREIGN TRADE WITH SELECTED COUNTRIES, 1982-86 % change US INVESTMENT COMPARED TO TOTAL
(MILLION §) 1982 1983 1984 1985 1986 1986/85 FOREIGN INVESTMENT IN CHINA
Hong Kong exports (fob) 1954 2495 5031 7858 7550 -39
imports (cif) 5431 5847 7131 7568 10460 +38.2 Number of Projects
Total 7385 8342 12,162 15426 18010 +16.8 1979-86
Share of 2-way trade 18.1% 19.2% 23.5% 22.2% 24.4% us All countries US %
Japan exports (fob) 3510 4912 7216 12477 9850 -21.0 Equity joint ventures 219 3,213 6.8
imports (cif) 5352 5087 5957 6482 5670 -12.5 Contractual joint
Total 8862 9999 13173 18959 15520 -18.1 ventures 53 4,383 1.2
Share of 2-way trade 21.7% 23% 25.4% 27.2% 21.0% Offshore oil 25 41 61.0
Uniited States exports (fob) 2912 2173 3004 3856 3105 -19.4 Wholly foreign-owned e -
imports (cif) 2502 2477 3381 4224 5241 +24.1 En P 4 ! ¥
Total 5414 4650 6385 8080 8346 +31.3 Total 304 7,775 39
Share of 2-way trade 13.2% 10.7% 12.3% 11.6% 11.3%
West Germany exports (fob) 853 1075 1038 2230 2867 +28.5 Contracted Value
imports (cif) 702 768 851 871 1200 +37.8 1979-85 (million $)
Total 1555 1843 1889 3101 4067 +31.2 US Al countries US %
Share of 2-way trade 3.8% 4.2% 3.6% 4.4% 5.5% Equity joint ventures 265.08  3,411.68 7.8
| f
ltaly exports (fob) 210 265 442 797 1002 +25.7 C‘i’.“:j::' joint ot - savaier  F0F
imports (cif) 428 414 43 593 682 +15.0 Om'huw oil %Ulno 2‘732.50 34'5
Total 638 679 873 1390 1684 +21.2 : ’ R )
Share of 2-way trad 1.6% 1.6% 1.7% 2.0% 2.3% Wity foreimenmed]
b i iy i ¢ ¥ . . enterprises 5.42 516.99 1.0
United Kingdom exports (fob) 179 244 424 512 783 +52.9 Compensation trade 54.54 1,253.72 4.4
imports (cif) 339 351 372 475 623 +31.1 Other 0 485.73 0
Total 518 595 796 987 1406 +42.4
Total 7504 16,660.71  13.0
Share of 2-way trade 1.3% 1.4% 1.5% 1.4% 1.9% ota 1730 g
France exports (fob) 136 450 310 781 666 -147 Source: US Joint Ventures in China: A Progress Report,
imports (cif) 437 433 440 499 583 +16.8 prepared for the Foreign Commercial Service of
Total 773 833 750 1280 1249 2.4 the US Embassy in Beijing by The National
Share of 2-way trade 1.9% 2.0% 1.4% 1.8% 1.7% Gouncliioel 5SC hinkEl chce:
Canada exports (fob) 1005 1295 968 929 797 -14.2
imports (cif) 182 219 284 326 407 +248
Total 1186 1514 1251 1255 1204 —4.1
Share of 2-way trade 2.9% 3.5% 1.9% 1.8% 1.6%

Source: IMF Direction of Trade Statistics, various trading partners’ official data

(billion $)

HONG KONG
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China’s Trade Balance with Selected Countries, 1986
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783 797
bbb
@ |o| Clam

ITALY UK FRANCE CANADA

The China Business Review/May-June 1987




How China
Buys
Technology

echnology transfer.

N(l\\fh(’]‘(‘ are these

words given more

weight than in China

today. Despite recent
swings in China’s overseas purchases,
technology imports as defined by
MOFERT have maintained a steady
upward march since 1981,

China is no newcomer to technol-
ogy transfer, although technology
purchases in their present form are
relatively new. In the 1950s, China’s
main technology suppliers were the
Soviet Union and Eastern Europe.
Manufacturing know-how came as
part and parcel of the large turn-key
projects built in China by these coun-
tries. When the Sino-Soviet split
brought these exchanges to an
abrupt halt in 1960, China turned to
Japan, Western Europe, and eventu-
ally the United States for technol-
ogy—again, mainly embedded in
large industrial projects,

By the early 1980s, as the open
door policy brought flexibility in for-
eign business transactions, China in-
creasingly looked at the more cost-
cffective option of buying know-how
separately from equipment. Purchas-
ing decisions gradually filtered down
to lower levels, consistent with the
overall thrust of trade reforms, as
technology transfer became the
mainstay of China’s industrial ren-
()\'2lli”]] |)|'ugr;un.

But by 1985 the leadership had
come to recognize the magnitude of
longstanding problems in the tech-
nology import process. These in-
cluded widespread purchases of in-

34

Building blocks of technology import decisions

appropriate technology, wasteful
duplication, and low utilization rates.
Since then, officials have been strug-
gling to make better use of the funds
being spent on foreign technology.

Changes in the way China pur-
chas
est to firms doing business through-
out China's industrial sectors. Most
difficult to generalize about are the
many relatively small technology
transfer projects. Unlike priority na-
tional projects supported with State
funds, the decision-making process
for smaller projects is less clear cut,
and funds may have to be raised by
the localities or enterprises them-
selves. The following articles look at
the building blocks of these smaller
technology import decisions.

As Roy Grow's case study demon-
strates, the voice of the factory in
technical decisions appears to be
stronger than ever. And as Alice Dav-
enport reports, local bureaucracies
also play a key role, since much of the
effort to better coordinate technol-
ogy imports is being made by city and
provincial governments. In 1986 the
number of technology import

s technology are of great inter-

TECHNOLOGY PURCHASES

1981-86
value No. of

(billion $) contracts
1981 $.107 73
1982 363 102
1983 .558 219
1984 951 332
1985 2.960 671
1986 4.455 744
TOTAL 9.394 2,141

Source: MOFERT

projects approved by localities
reached 39 percent of the total.

Many firms choose licensing as
their method of transferring technol-
ogy, and the common body of licens-
ing experience in China has grown
rapidly in the last three years. Jerome
Alan Cohen and David G. Pierce
summarize the issues a prospective li-
censor should consider. And China
licensing negotiator James K. Yuann
reminds companies that the negotiat-
ing process will not be easy, but with
the right preparation it can be very
rewarding.

Domestic technology is another
building block in technology trans-
fer. Chinese enterprises are told not
to import technologies already avail-
able domestically, and as Erik Baark
explains, great efforts are under way
to apply China’s research advances to
practical purposes. If a decision to
seek foreign technology is made, Chi-
nese research institutes may also help
production units select the appropri-
ate foreign technology.

In March, the State Economic
Commission, which has overall
responsibility for technical renova-
tion projects, announced that tech-
nology imports will be even more se-
lective this year. But these efforts to
screen purchases more carefully
should not—in most cases—be
viewed as an attempt to obstruct
sales. Rationalizing the technology
import process, as described by the
following articles, has become a na-
tional priority precisely because for-
eign technology is so essential to the
—Ed.

country’s modernization.
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How Factories Choose Technology

In this case study, competing Japanese and US firms learned that the end-user

hina has given the

world many essential

technologies, includ-

ing manufactured

steel, the suspension
bridge, and the cybernetic machine.
Chinese scientific skill gave us the
decimal system, immunology, and
modern geology.

Now the favor is being returned.
Almost every contract a foreign firm
signs in China puts the Chinese on
the receiving end of technology
transfer. Manufacturing expertise,
management strategies, and scien-
tific formulae play as large a role as
equipment in most business negotia-
tions.

The road to technology acqui-
sition, however, is a rocky one. Chi-
nese end-users in search of know-
how must steer their way through the
national, provincial, and local agen-
cies that channel the flow of technol-
ogies across China. End-users must
also consult their customers and sup-
pliers, each ol which has limited
power to veto any decision to change
the production process.

The case of the Fuyang Parts Plant
illustrates the hurdles a Chinese end-
user must overcome before making a
final decision on what technology to
acquire. The plant’s key personnel
set out 1o find new die-casting tech-
nologies to reshape their entire pro-
duction process. But locating appro-
priate foreign suppliers was only the
beginning. The real challenge came
when members of the enterprise
found themselves at loggerheads with
a battery of local and regional inter-
ests. Conflicting concerns within
their own factory complicated an al-
ready difhicult choice between two
very different proposals. In the end,
however, the factory leaders got the
technology they wanted, and the
plant is now expanding its opera-
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Roy F. Grow

tions.

What criteria did Fuyang consider
in choosing one supplier over an-
other? What strategies used by for-
eign suppliers worked best? Because
the decision-making process at the
Fuyang Parts Plant is in many ways
typical of the approach used by other
Chinese plants importing foreign
technology, the answers to these
questions hold important lessons for
the foreign technology supplier.

The Fuyang Parts Plant is located
on the outskirts of Shenyang, capital
of highly industrialized Liaoning
Province. The largest city in north-
eastern China, Shenyang is a regional
manufacturing and commercial cen-
ter. Many small and medium-sized
factories in the area are tied into the
huge iron and steel complex in neigh-
boring Anshan, China’s largest.

The Fuyang Parts Plant was estab-

lished in the 1940s as a supplier of

small parts for trucks. Today it has
grown to include several hundred
skilled and semiskilled workers. Its
maost i]llp()]‘[a!ll pl‘(l(lll(‘l.\' dare II](‘IHI
parts cast from a reheated specialty
steel made at Anshan. These parts are
shipped to other Chinese enterprises
for use in small appliance and ad-
vanced vehicle assembly operations.

Much of the plant’s equipment re-
ceived new life during the industrial
rehabilitation drives of the 1950s.

Roy F. Grow is a professor of political
science at Carleton College. For the past
10 years, he has worked on projects in-
volving over 100 Japanese and Ameri-
can firms in almost 250 technology
transfer projects in China. His book
Competing in China: American and
Japanese Firms in a New Market will
be published in the fall. Some of the
names in this case study have been
changed at the request of the subjects.

can increasingly call the shots

But by the early 1980s most of the
equipment was old, cranky, and out-
moded. The heating furnace, for ex-
ample, was a Soviet-style, coal-fired
model so inefhicient that one Chinese
visitor called it a “revolutionary mu-
seum piece.” Much of the other
equipment was in the same shape.
The plant’'s customers complained
about quality problems, delivery de-
lays, and cost.

Study group defines the problem

Personnel in the Fuyang plant had
been discussing these complaints for
some time. In 1983 the plant man-
ager, Mr. Xiu, put together a “cen-
tral study group” to rethink the
plant’s production capabilities. The
group included manager Xiu, the
plant’s chief engineer and several of
his assistants, the head of the cus-
tomer liaison office, and members of
several workers’ councils. They met
in a series of free-wheeling weekly
sessions to analyze the enterprise’s
needs.

Manager Xiu reported to the
group that several customers might
begin to buy parts from newly reno-
vated plants in Dalian and
Guangzhou. The group discussed the
impact that such customer “defec-
tions” would have on the long-term
health of the Fuyang plant—espe-
cially in hight of rumors that inef-
ficient Chinese plants might be
folded into other operations or even
allowed to go out of business.

The study group discussed the op-
tion of producing new kinds of parts
while simultaneously upgrading the
quality of the parts the plant already
produced. The group concluded that
their enterprise should seize the
opportunity that China’s growing de-
mand for light industrial goods—and

consumer products in particular—
would provide in the coming decade.
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They identified four products
needed by neighboring assembly op-
erations: casings for electrical toast-
ers, bicycle wheels and mirrors, head-

light covers, and kitchen utensils. If

Fuyang could produce high-quality
products in these areas while retain-
ing its old metal parts customers, the
plant would be assured of long-term
markets.

But the study group also con-
cluded that the current plant’s facili-
ties simply were not adequate for the
production of these new items. The
plant would need a more advanced
die casting system to stay competitive
with the south China factories begin-
ning to ship products into the area.
The chief engineer outlined the basic
requirements: a new heating fur-
nace—perhaps one fired by gas
rather than coal to maintain the more

uniform heating patterns required of

higher quality specialty metals; new
casting stands equipped with a more
up-to-date cooling system; and a plat-
ing system to give the products a
more durable and ‘shiny’ finish.

Searching for foreign suppliers

The Fuyang study group emerged
from its weekly discussions with a
shopping list. But how to find the
equipment and funds needed to fi-
nance the purchase?

Enterprise managers usually turn
to administrators in local bureaucra-
cies who are familiar with their unit,
fellow managers in other production
units, and patrons in municipal and
provincial organizations to provide
support, guidance, and information
on the technology acquisition pro-
cess, and manager Xiu was no excep-
tion. One Shenyang ofthcial later re-
called that whatever office he visited
during that period, Xiu always
seemed 1o have just departed. Many
of Xiu's visits led down blind alleys,
but some paid off in valuable knowl-
edge about foreign firms and their
operations. At one |)r<win<'i;|| ofhce,
for example, an elderly ofhcial had
been clipping advertisements from
foreign trade magazines for years; his
files contained information about
foreign products and firms, as well as
numerous pictures. Another ofhcial
brought forth a collection of foreign
business cards, catalogued by indus-

try and geographic region—includ-
ing remarks about each
businessperson’s personal qualities!
Manager Xiu and his staff spent some
time in these offices making notes on
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the foreign firms that could supply
the equipment they needed.

The next step was to seek out these
foreign suppliers. When manager
Xiu learned that an old acquaintance
in municipal government would visit
Japan in 1983 and New York, New
Jersey, Texas, Minnesota, and Cali-
fornia in 1984 as part of a Shenyang
delegation, he briefed his friend on
the factory’s needs. The friend urged
Xiu to prepare a one-page overview
of what the Fuyang Parts Plant was
seeking to be carried by the delega-
tion to Japan and the United States,
along with several hundred other de-

The price of the Mitsubishi
proposal was about half that
of the American proposal.
Matsubishi’s price was made
possible by an ingenious
marketing ploy that called
for them to sell, as a package,
several dozen furnaces to a
number of separate factories
in northern China.

scriptions of projects in the Shen-
yang area.

The Japan connection

Meanwhile, several Liaoning pro-
vincial officials were putting together
their own economic plan based on
several years of discussions with rep-
resentatives of the Mitsubishi
Group—the Japanese consortium
that includes Mitsubishi Bank,
Mitsubishi Shoji (the trading com-
pany), Mitsubishi Heavy Industries,
Mitsubishi Steel, and a dozen other
firms. The Mitsubishi Bank’s China
Research Section had long followed
developments in China’s steel indus-
try, especially at Shenyang’s Anshan
Iron and Steel Complex, built by the
Japanese in the 1930s. Their analysis
revealed that China’s growing con-
sumer spending was generating in-
creased demand for specialty steels
used in consumer items. By 1984
Mitsubishi representatives had vis-

ited most of the Anshan-related
plants in the area, including the
Fuyang Parts Plant.

Mitsubishi concluded that a num-
ber of Chinese enterprises crafting
manufactured metal parts and imple-
ments could use new equipment. In
1984 the Mitsubishi Group was ready
to open discussions on rehabilitating
or replacing many of the heating fur-
naces in the plants they had visited.
They proposed to work with provin-
cial and central government officials
to upgrade much of the provinces’
production capacity.

Two proposals take different
paths

Manager Xiu was fortunate. His
technology quest would yield, finally,
two foreign proposals to consider.
One resulted from a contact made by
his friend on the Shenyang delega-
tions’ American tour. The other
came from Japan's Mitsubishi Group.

National Products, an American
supplier of heating furnaces for small
and medium-sized industrial firms,
had been secking a point of entry
into the China market for some time.
When they learned of the Fuyang
project, the firm decided to follow
up.

Not that geuting additional in-
formation was easy. Neither the US
Department of Commerce nor a
Hong Kong agent National Products
had used in past dealings in South-
east Asia could tell them more about
the Fuyang project. Finally, a small
National Products team went to see
the Fuyang plant for itself. Six weeks
later the team visited Fuyang again,
this time with several project engi-
neers and representatives from two
companies that supplied components
for a die cast operation.

This larger American team pro-
posed to upgrade the Fuyang Parts
Plant in stages. The first step would
involve replacing the heating furnace
itself, incorporating stands for new
types of dies, and installing a larger
cooling system with a more sophisti-
cated monitoring system. The plant
could later add an electric plating sys-
tem and perhaps several presses to
handle different aspects of the metal
forming process. Some Fuyang em-
ployees would be trained in the
United States. Components would
come from three US firms: the heat-
ing system from National, the cooling
system from a large Midwestern com-
pany, and the monitoring system
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from a maker of high-quality gauge
systems. The price of the project
was estimated at slightly over $8 mil-
lon.

Like their National Products coun-
terparts, Mitsubishi representatives
saw the heating furnaces as the start-
ing point of the plant’s renovation.
The Mitsubishi proposal also out-
lined renovations of the plant’s pro-
cess technology, with a cooling sys-
tem and quality-control monitoring
system supplied by other firms in the
Mitsubishi Group.

The price tag on the Mitsubishi
proposal was about half that of the
American proposal. Mitsubishi’s
lower price was made possible by an
ingenious marketing ploy that called
for them to sell, as a package, several
dozen furnaces to a number of sepa-
rate factories in northern China. By
working on all the projects at the
same time and by using a relatively
standard furnace configuration, the
Mitsubishi team figured it would save
money on start-up, transporta-
tion, engineering, and management
COSts.

Perhaps the greatest difference be-
tween the Japanese and American

proposals, beyond the economies of

scale, was that Mitsubishi worked pri-
marily through provincial and na-
tional-level agencies in putting to-
gether its plan. Mitsubishi had
devoted a great deal of energy to
forming a consortium of potential
Chinese purchasers with the same
general needs and then building rela-
tionships in Shenyang and Beijing to
tie the consortium together into one
large project. The Americans, on the
other hand, spent most of their time
designing a new production configu-
ration scaled specifically to the needs
of the Fuyang plant.

American firm wins favor at the
factory

Decisions on what technologies to
buy are most often made by the ac-

tual end-users—the managers, chief

engineers, and production specialists
who will use the new methods—and
the Fuyang Parts Plant proved no ex-
ception. The most important discus-
sions about the two proposals took

place among the plant personnel, of

whom Xiu was the most influential.
At first glance, Mitsubishi’s pro-
posal seemed far more attrac tive.
I'he Mitsubishi management was con-
versant with the plant and its needs,
the furnace was reputed to be of ex-
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cellent quality, and the price was low.
Much of the hnancing was to come
from a joint arrangement between
Mitsubishi Bank, and possibly the Ja-
pan Export—Import Bank. To
sweeten the deal even more, the
Mitsubishi Shoji representative
hinted that they might purchase
some of the Fuyang output for use in
a Mitsubishi truck assembly opera-
ton.

The American proposal, on the
surface, did not offer as much. The
price was higher, the management
team less familiar with China, and the
participating companies not as well

Both actual and potential
downstream customers of the
Fuyang Parts Plant also had
to be consulted. Some of them
were worried: would the new
production processes change
the quality of the plant’s out-
put? Would prices increase
as the plant paid for the new
equipment? How much
‘down time’ would be re-
quired for the installation of
the new equipment?

known.

The most important discussions
within the plant occurred in technical
staff meetings convened by the chief
engineer, who found some troubling
points in the Japanese proposal. In
order to reduce costs, for example,
the Mitsubishi plan called for a fur-
nace configuration that could be
used not only at the Fuyang Parts
Plant, but also by the other plants
included in the project. The furnace
was not, after all, that well suited to
Fuyang’s specific needs. The energy
required for heating and cooling was
greater than the plant had access (o,
and the mechanism by which the steel
billets were to be placed in the new
furnace required a more sophisti-
cated charging device than would be

available at the plant.

As the chief engineer reported his
findings, it was evident that either the
Mitsubishi proposal needed substan-
tial alteration or that more equip-
ment would have to be purchased.
The inital price might indeed be
lower, but the technology's suitability
was questionable. Within the plant,
then, a decided tilt toward the Ameri-
can proposal emerged.

Input from all sides

Discussions involving groups out-
side the plant were more compli-
cated. The Fuyang plant is part of a
complex network of suppliers in and
around Shenyang. The plant receives
energy, alloys, water, and other in-
puts from upstream suppliers.
Changes in the plant’s production
technology would lead to changes in
most of these inputs: gas instead ol
coal, different grades of steel and
other metals shaped in ingots and
strips of different sizes, increased wa-
ter for the new cooling system, more
electricity for the plating system.
Would all of these new inputs be
available?

Both actual and potential down-
stream customers of the Fuyang
Parts Plant also had to be consulted
about the proposals. Some of them
were worried: would the new produc-
tion processes change the quality of
the plant’s output? Would prices in-
crease as the plant paid for the new
equipment? How much ‘down time’
would be required for the installation
of the new equipment?

Manager Xiu discovered that
Mitsubishi had worked hard to culti-
vate a reputation for quality and reli-
ability in the region and that several
of his suppliers and customers al-
ready knew of the company. Several
Mitsubishi firms had given technical
seminars in Liaoning and had used
these seminars to build a Chinese
mailing list for company reports and
brochures. Because Mitsubishi was a
known quantity, there was a percepti-
ble tilt among Fuyang's suppliers and
customers toward the Japanese pro-
posal.

Negotiating political cross
currents

Manager Xiu discussed the plans
with agencies whose mandates cut
across Fuyang's inputs, outputs, and
work rules. The plant’s “official”
designation puts it under the nomi-
nal jurisdiction of one of Liaoning’s
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light industrial bureaus. But that bu-
reau is not the only agency important
to Fuvang’s continued well being.
Fuyang purchases its steel from An-
shan, and these contracts are negoti-
ated through a complex arrangement
between the Anshan Iron and Steel
directorate and two departments in
the Ministry of Metallurgical Indus-
try (MMI). The China National Auto-

motive Industry Corporation is an
important end-user of Fuyang's vehi-
cle components.

As he pondered the two proposals,

manager Xiu spent a great deal of

time discussing his plans—especially
construction plans and the possible
disruption in production sched-
ules—with ofhcials in some of these
ofhces. Manager Xiu also found him-

self discussing air and water pollu-
tion, transportation permits for the
new equipment, rates of taxation fo
marginal equipment, the need for ad-
ditional workers, and new work rules
for the plant’s personnel—each with
a different county, municipal, or pro-
vincial authority.

Manager Xiu received contradic-
tory signals from higher authorities.

China’s complex bureaucratic deci-
sion-making process in many ways
shapes the foreign side’s decision to
extend technology: some firms are
simply not capable of working
through all of the stages of negotia-
tions, Still, a growing number of for-
eign firms are adept at finding and
delivering the technologies needed in
China. Several valuable lessons about
technology transfer can be learned
from the experience of National
Products and other firms that have
transferred technology to China.

® The Chinese end-user is the
crucial link. Increasingly, the chang-
ing character of the Chinese economy
gives the end-user—the production
enterprises, service organizations,
and distributors—the most predomi-
nant voice in decisions about new
technologies. While State agencies
may put general guidelines for tech-
nology acquisition in motion, it is usu-
ally the end-user who has the exper-
tise as well as strategic position in the
decision-making process to make the
“first cut’ at a decision about specific
technologies. Will it be a Matsushita
or Honeywell machine? Del Monte or
Ajinomoto food processing equip-
ment? General Electric or Honeywell
CAT scanner? Many successful for-
eign firms in China find that it pays to
direct their most concerted efforts at
these end-users, especially factory
managers and chief engineers.

* Technical decisions involve nu-
merous interest groups. Each end-
user makes decisions about new tech-
nologies in close consultation with
other enterprise members—technical
personnel who may worry about a new
production configuration, workers
who resist new assignments, and spe-
cialists who feel threatened with ob-
solescence. Outside the unit, up-
stream suppliers must be consulted
about new inputs, downstream con-
sumers must agree to the new prod-
ucts and costs, and local agencies
must be consulted to allow them to
play their oversight role.

Unless the end-users have a solid
working relationship with each of
these different participants, their

LESSONS FOR BOTH SIDES

operation may well bog down under
red tape and unexpected complica-
tions.

* Ratification is not the final hur-
dle. The procedures for obtaining of-
ficial imprimatur for a project are
among the most difficult for outsiders
to comprehend. Understanding these
hurdles means distinguishing between
substantive decisions that produce re-
sults and administrative activity that
leads to final approval. In the Fuyang
project, Manager Xiu's decisions
about specific technologies were sepa-
rate from the Shenyang and Liaoning
bureaucracies’ approval of the gen-
eral project. Xiu negotiated the spe-
cifics, Liaoning ratified the choices,
and Beijing took note of the activity.

Many foreign firms that are new to
China confuse the decision and rati-
fication stages. A number of
businesspeople think they are “‘sell-
ing”" to a national ministry in Beijing
and later end up wondering what hap-
pened to their agreement.

¢ Contradictory demands come
from competing bureaucracies.
Fuyang was caught between the dif-
ferent priorities of municipal, provin-
cial, and national agencies in its
search for new heating furnaces. It is
a rare Chinese manager who has not
experienced competing pressures
from different bureaucracies. Eco-
nomic bureaucracies might view a fac-
tory’s acquisition of new technology
in a different light than, say, a munici-
pal environmental agency. Manag-
ers in such situations must make some
difficult choices that, if not handled
correctly, can be costly to future
projects. Foreign firms must be sensi-
tive to the cross-pressures faced by
the Chinese managers. Too often a
foreign firm will identify one Chinese
agency interested in a technology
transfer project and make the mis-
taken assumption that its favorable in-
fluence is all that is required.

* Enterprise managers have op-
tions. Competing lines of authority
and many points of control imply mul-
tiple points of access. An alert man-
ager can use these competing bureau-
cracies to his own end. Managers who

prove themselves enterprising and en-
ergetic in maneuvering through such
a system are more likely to be success-
ful in concluding their technology
transfer agreements.

* Big projects can be tackled as
many small projects. Many foreign
firms involved in large-scale projects
find it useful to think of the project as
a series of smaller and quite manage-
able choices about such issues as en-
ergy sources, transportation, raw ma-
terials, work rules, and construction
permits. While the process of ratifica-
tion frequently crosses jurisdictional
lines, the specific technologies, even
in larger projects, are usually the
province of technical specialists and
managers—not agency bureaucrats.
In large projects, as in small, the trick
is to focus on operational and tech-
nical decision-making as separate
from the ratification process.

® Price is not the same as cost.
Contrary to popular opinion, price is
not always the most important factor
to a Chinese end-user. Over the past
several years, many Chinese managers
have learned the hard way that low-
cost projects often have to undergo
significant modification. These ad-
justments can raise the final cost to
the organization. Chinese managers
increasingly undertake the complex
calculus of weighing the short-term
cash price against the unforeseen
problems that may arise in the future
from a short cut or inexpensive piece
of equipment.

* Some technology is too ad-
vanced. The “state of the art”’ contin-
ues to be seductive—who doesn’t
want a bit of the best? But tales of
managers and project directors who
have overreached their grasp are leg-
endary in Chinese managerial circles
today. Many managers have learned
the hard way that the best technology
for a given situation is not necessarily
the most advanced. Instead, “‘the
best™ is that most suited to solving a
particular, well-defined problem. The
most successful foreign firms are
those transfering solutions to prob-
lems, not simply “‘hi-tech’ hard-
ware. —RFG
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Officials at the China Natonal Auto-
motive Industry
claimed to be interested in the
Mitsubishi proposal. But they (as well
as ofhcials in other departments and
agencies) were also concerned about

Corporation

China’s growing trade dehicit with Ja-
pan. MMI was concerned that the
new proposals would require more
Anshan steel tor Fuyang, adding to
the growing demand for high-grade
steel. Shenyang municipal authorities
saw the project in personnel terms:
the Fuyang Plant’s proposal might
help increase employment ina region
that had been in the doldrums since
the late 1970s.

Negotiating strategies

After these consultations, the
Fuyang plant was ready to begin ne-
gotiations. The process proved to be
both delicate and time-consuming.

There are several ways to proceed
with negotiations once foreign firms
express initial interest in a project,
“Higher authorities™ at the provin-
cial and national levels can handle all
the discussions; a professional nego-
tating team may be called in to rep-
resent the major players; or the en-
terprise itself can take responsibility
for the negotiations.

Because of the very different logic
behind the American and Japanese
proposals, negotiations for the
Fuyang Parts Plant 1ook two forms.
With the American bidders, negotia-
tions were handled by a joint team
composed primarily of members
from several Shenyang agencies and
headed by manager Xiu himself. The
Americans brought a seven-man
team to Shenyang that met regularly
with Xiu during a three-week period.
Their discussions covered most of the
hasic considerations: delivery condi-
tions and schedules, training pro-
grams, warranty and service arrange-
ments, and financial details.

Discussions with the Americans
were peppered with moments of real
tension and friction. It was National
Product’s first negotiation in China,
and the company had dithculty with
both procedure and pacing. They
found it hard to accept, for example,
the fact that every change in the
Fuyang and American positions had
to be renegotiated in turn with many
Chinese groups and agencies,

But the American team included
some very talented technical special-
ists. Most important, the American
group showed flexibility. When the
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Fuvang representatives suggested
changes based on engineering and
production needs, the Americans
were willing to make the necessary
modifications. Over the weeks, a
good working relationship was estab-
lished, especially between the tech-
nical personnel on both sides.
Manager Xiu kept a much lower
profile in the Mitsubishi negotia-
tions. Fuvang sent several represen-
tatives to these sessions, but their in-
volvement was more passive than it
had been with the US firms. Mitsu-
bishi had worked closely with several
provincial-level agencies, so repre-
sentatives from each of these agen-

Manager Xiu worried that
choosing Mitsubishi might
prevent his factory from

Sfunctioning well as a pro-

duction unit. But if he went
with the American proposal,
the price would be higher
and the ruffled feathers of
provincial officials would be
difficult to smooth.

cies participated in negotiations,
Progress was slow, and it took Mitsu-
bishi and the provincial bureaucra-
cies over two months to reach an
agreement. The agreement was thor-
ough and detailed, specitving equip-
ment, delivery schedules, and types
of technical support. But Xiu was left
with important (|uc.\1iuu.~. about the
equipment still unanswered and
some very real worries about how his
constituencies might react.

Xiu makes a difficult decision

Ultimately, manager Xiu plaved
the pivotal role in choosing Fuyang's
supplier. Although provincial bu-
reaucrats hoped he would accept the
Mitsubishi proposal, they recognized
that Xiu, as the actual end-user ol the
new technologies, was clearly the in-
dividual who must make the final de-
CIS1on,

[o go with Mitsubishi would have

been, in many ways, a comfortable
decision: Mitsubishi Shoji had hinted
at the purchase of Fuyang output,
which would make the plant’s posi-
tion more secure, and higher-level
ministries wanted Fuyang as part of
their larger project. But selecting the
Japanese firm would bring additional
burdens for the Fuyang stafl, espe-
cially the engineers responsible for
making the technology work. The
“human dimension” did not seem
quite right: Mitsubishi seemed eager
to sell machinery but not to transfer
skills and expertise. Manager Xiu
worried that while choosing
Mitsubishi might generate valuable
goodwill from the provincial bureau-
cracies, such a decision might pre-
vent his factory from functioning
well as a production unit.

Nor was the American proposal
without pitfalls. Not only would the
price be higher, but the ruftled feath-
ers of provincial officials would be
difficult to smooth.

At the same time, the Americans
offered hands-on training, some of it
in the United States. They also tai-
lored their proposal to Fuyang's re-
quirements and seemed more willing
to work through special problems
with the Fuyang management.

A Chinese ofhicial familiar with the
project later recalled Xiu's dilemma.
The American proposal had more
merit on technical grounds, and it
had support within the Fuyang Plant,
The Mitsubishi proposal had slightly
greater support among the plant’s
important suppliers, customers, and
supporting network of agencies.

At this juncture manager Xiu's
consulting and negotiating talents
were critical. With his chief engineer,
Xiu made the rounds of the different
offices, explaining key differences
between the proposals. Several fac-
tors such as long-term costs, hands-
on training, and down time proved to
be the most telling points in the dis-
cussions. A loose consensus began to
build: The American proposal was
viewed as “safer” and potentially less
costly in the long run.

In late 1985 a group including
manager Xiu, Shenyang municipal
representatives, and several Liaoning
provincial officials initialed an agree-
ment with National Products. The
agreement called for a four-year
phased development project that
would begin with the heating furnace
and include the eventual rehabilita-

*

tion of the whole Fuyang plant. T,
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Local Technology Import Decisions

Learning how to buy foreign technology the hard way

he local experience

with technology trans-

fer has been a learning

process for all in-

volved. After technol-
ogy transactions became more wide-
spread in 1979, gradually the
decision-making process became
more decentralized. But local enter-
prises and provincial or municipal
import/export corporations proved,
not surprisingly, inexperienced and
ill-equipped to make technology im-
port decisions. Some provincial-level
trading organizations were accused
of indiscriminate foreign procure-
ment, and many technology study
groups, sent abroad by local import
departments, were nothing more
than junkets.

Local enterprises have faced their
share of problems in the process.
Limited knowledge of international
companies often led them only to the
best-known international technology
suppliers. Many enterprises entered
negotiations with littde idea of what
they wanted. In some cases, Chinese
authorities complain that foreign
firms took advantage of their inex-
perience to unload obsolete goods at
inflated prices. But Chinese buvers
admit that they sometimes contrib-
uted 1o the inflated prices by flood-
ing the market with price inquiries.

Beginning in the early 1980s, local
units were required to perform feasi-
bility studies before receiving ap-
proval to import foreign technology.
In theory, these studies were to in-
clude a careful technical assessment
of the item (compared with similar
items in China and abroad); an eval-
uation of the raw materials, energy,
communications, and transportation
requirements associated with the new
technology: and a cost-benefit analy-
sis conducted by trained accoun-
tants. The process assumed that
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Alice Davenport

Nanjing Municipality must
wait until national and pro-
vincial authorities have de-
termined its foreign ex-
change allotment before
assigning funds to local
projects. Sometimes it is mid-
summer before city authori-
ties have a clear idea of their
calendar year allotments. At
the same time, there is pres-
sure to spend the allocation
before the end of the year or
risk losing the funds. In the
past, this has led to an end-
of-the-year flurry of project
approvals and technology
purchases.

trained technical personnel from the
appropriate approval agency would
evaluate the feasibility study before
allocating funds. In practice, how-
ever, feasibility studies were often
nothing more than a formality used
to support a foregone conclusion.
By early 1985 imported equipment
lay idle throughout China because
factory personnel did not know how
to operate or repair it. Even worse,

Alice Davenport writes on trade and in-
vestment issues in China from Nanjing.

large amounts of foreign exchange
were being wasted on unnecessary
equipment and technology.

Reining in the localities

The country’s technology import
policies clearly bordered on chaos.
Beginning in 1985, national authori-
ties took concrete steps to rationalize
technology imports by strengthening
government supervision at all levels.
At the national level, the State Coun-
cil Othce for Introducing Technol-
ogy and Knowledge coordinates tech-
nology imports, while the State
Economic Commission plays a more
direct role. The SEC encouraged the
establishment of technical advisory
centers throughout the country to re-
view all technology import proposals
before contracts were finalized, mon-
itor technology upgrade projects,
and collect information on invest-
ments, negotiations, international
market prices, and technical evalua-
tion methods. Proposals submitted to
the advisory centers were to include
the aforementioned feasibility study
and a plan for assimilating the im-
ported technology.

National, provincial, and local eco-
nomic commissions were told to peri-
odically assess whether domestic pro-
duction can satisfy demand for items
to be produced with foreign technol-
ogy. 1f so, the economic commissions
are supposed to stop imports of the
technology or raise import taxes on
these items.

Throughout 1985 and 1986, the
State Economic Commission tight-
ened up on technology study groups
sent abroad by restricting participa-
tion of high-level cadres with little in-
dustrial expertise. Better planning
and preparation before attending (or
hosting) international technology fo-
rums was also advocated by the SEC.
This stepped-up government role will
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continue for the foreseeable future.

THE CASE OF NANJING

Nanjing provides a good example
of this local-level crash course in the
process of international technology
transfer.

Nanjing is the capital of Jiangsu
Province, traditionally one of China’s
maost prosperous regions. In 1978
Jiangsu began to handle many of its
own technology and equipment im-
ports, although the city of Nanjing
did not get independent authority to
import technology until a few years
later.

Demand for foreign technology in
cities like Nanjing remains strong de-
spite the many problems it has
brought. West German, Swiss, and
Italian firms are all important tech-
nology suppliers in Nanjing, partly
because they have shown the most
willingness to transfer technology
along with equipment.

The institutional framework

As in most cities, Nanjing's munici-
pal government plays an important
role in efforts to upgrade local enter-
prises. The Nanjing Economic Com-
mission (NEC) is perhaps the most
important branch of the municipal
government in the process. Although
economic commissions throughout
China have been charged with moni-
toring technology imports, their ef-
fectiveness varies from city to city.
The NEC, staffed with highly quali-
fied technicians and managers, has
thrown itself wholeheartedly into this
supervisory role, and provides a good
example of what such municipal
organizations are expected to do in
the technology import process.

The economic commission has two
technical branches, the Technical
Quality Department and the Tech-
nical Transformation Department,
that oversee new product design, en-
courage improvements in product
quality, establish product standards,
and issue certain types ol engineer-
ing permits. Both departments also
help enterprises assess the market for
new products and assist them in ap-
plving for loans to buy new equip-
ment. These technical departments
also help local factories deal with for-
eign companies and monitor the “di-
gestion and absorption™ of foreign
technology. Although only an adviser
in the technology import process, the
NEC often plays a key role in factory
decisions along the way.
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How factories learn about foreign
technology

The first hurdle for an enterprise
that hopes to import technology is
determining what type of technology
it needs. Nanjing factories claim that
advertising has little influence on
their purchasing decisions. Most of-
ten, they rely on favorable reports
from other local companies that have
bought a particular product. A Japa-
nese flame-cutting machine was such
a success at one Nanjing plant that it
led to a number of additional sales
after other local factory represen-
tatives visited the plant. If a technol-
ogy import project has been particu-
larly successful and can serve as a
positive example, the NEC may allow
copies of the regular progress re-
ports that technology importers must
submit to local authorities to circu-
late among city factories.

Local enterprises also learn about
foreign technology through exhi-
bitions and conferences organized by
provincial or nearby municipal eco-
nomic commissions. These local exhi-
bitions have been a boon for Nanjing
factories, since it is difficult for them
to find out about exhibitions in far
oftf Chinese cities—and usually im-
possible to send representatives 1o
such events abroad.

In a few cases, Nanjing factories
write directly to foreign companies to
request information about equip-
ment or technology. But this is rela-

Photos courtesy of Alice Davenport

tively rare, since few factories have
staft with a knowledge of foreign lan-
guages—and many factories are not
sure just what they are looking for in
the first place.

A pr'vl"t‘rrﬂl source of informaton
for many companies is the Chinese
media. The soaring interest in tech-
nology has given rise to a host of new
publications and increased the for-
tunes of old ones: Technology Market,
for example, formerly a local weekly
in Tianjin, was upgraded in mid-1985
to a national newspaper. Another
publication, a newsletter from the
National Defense Technology In-
formation Committee, is intended to
help transfer military industrial tech-
nology to civilian enterprises.

A lew factories have their own
trade research departments that col-
lect brochures, product catalogs, and
technical reports from Japan, the
United States, and Western Europe.
But most local factories are forced to
rely on advice from the Nanjing Eco-
nomic Commission, which often puts
them in touch with a special provin-
cial consulting service for more de-
tailed advice on foreign technology
and equipment.

When a local enterprise needs
technical as well as business advice,
Nanjing's Economic Commission
acts as a liaison with science and tech-
nology research institutes. Nanjing
has about 120 such institutes: some
are branches of national or provin-
cial research institutes, others are

The Nanjing Machine Tool Factory purchased this West German computerized machine tool
manufacturing system in 1983 at a reduced price, in exchange for the factory’s help in marketing
this product line in China.
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run by the city. All may contract with
local enterprises 1o do research in
their area of specialty (i.e., electron-
ics, chemicals, computers). The
Nanjing Economic Commission rec-
ommends several science and tech-
nology institutes to factories based
on thewr needs. The factory 1s then
free 10 shop around—institute fees
vary considerably

and negotiate its
own price for services. These insti-
tutes play an important technical ad-
visory role, since Chinese factories
rarely have the capability to carry out
technical research themselves.

The municipal review process

With the tightening ol national
controls on foreign currency in
1985, Nanjing decreed that new fac-
tories requiring foreign exchange to
import equipment or technology
must first present both project pro-
posals and feasibility studies to a spe-
cial municipal review board orga-
nized by the Nanjing Economic
Commuission. Those factories using
their own funds (or funds from a for-
eign partner) to import technology
are not required to go through this
extra review process, but they must
still routinely report their planned
purchases to the commission.

Members of the review board in-
clude experts in management, tech-
nology, and environmental issues. A
representative from the Nanjing
Planning Commission attends to en-
sure that the proposed project fits
into Nanjing's overall development
plan and that new equipment will not

overburden municipal services like
power and water supplies. Other
municipal bureaus and the People’s
Bank of China may also send repre-
sentatives on occasion.

The review process seems to be
viewed, at least in part, as a means ol
educating local factories about tech-
nology import procedures. After
municipal experts on the review
board have had a chance to comment
on the proposal, the local unit is
asked to incorporate these sugges-
tions into a second, more refined fea-
sibility study. The second study is
then brought before a smaller board
organized by the NEC which gives (or
withholds) its approval for the for-
eign exchange allocation requested
by the company.

In theory, securing foreign ex-
change allocations of under ¥5 mil-
lion for projects already approved by
the municipal government should be
a relatively straightforward proce-
dure for a Nanjing enterprise. After
a project is approved by Nanjing's
Economic Commission, the local
branch of the People’s Bank of China
is instructed to allocate municipal
funds accordingly. The bank, how-
ever, must clear the proposed trans-
action with provincial and national
authorities before it can turn over
the foreign exchange to the local
unit. This, of course, causes delays.

Higher level approval

Under current regulations, tech-
nology transfer projects valued at
over ¥5 million must be cleared by

The Nanjing Construction Machinery Plant has contracted with a Swedish firm to assemble these
drilling and boring machines in China, using a mix of Chinese and foreign parts.
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provincial or national authorities. In
these cases, the procedure is consid-
erably more complex. To take one ex-
ample, if a Nanjing machine tools
tactory wants to import foreign tech-
nology, it must first receive approval
from the Nanjing Machine-Building
Bureau, which weighs the merits of
the proposal against claims from
about 70 other factories under its ju-
risdiction. If the bureau supports a
factory’s proposal, the enterprise
must then secure approval from both
the city economic and planning com-
missions. Depending on the sum re-
quested, the proposal may need addi-
tional clearances from provincial and
national-level machine building bu-
reaus, and provincial and national
planning and economic commissions.
This already requires dealing with
three separate chains of command
with overlapping jurisdiction, and
the factory still must secure approval
from the People’s Bank of China.

Not surprisingly, the whole pro-
cess takes a good deal of time to com-
plete. In many cases, interested fac-
tories must wait more than a year
before they receive permission to
purchase foreign equipment or tech-
nology. Even in cases involving small
sums, there are frequent delays. For
example, since national and provin-
cial authorities determine Nanjing’s
annual foreign exchange allotment,
sometimes it is mid-summer before
city authorities have a clear idea of
their calendar vear allotments and
can assign funds to local projects.
Pressure to spend the allocation be-
fore the end of the year (December
31), or risk losing the funds, has in
the past led to an end-of-the-year
flurry of project approvals and tech-
nology purchases.

National authorities have begun to
take note of the local level dissatisfac-
tion with this clumsy approval pro-
cess. In late 1986 participants in two
national conferences supported the
idea of giving more autonomy back to
local factories for some types of tech-
nology import decisions. Although
no one is predicting a return to the
technology import boom of 1984-
85, national authorities have made
the approval process for foreign ex-
change easier in some cases. For ex-
ample, it should be relatively simple
for a Chinese factory to acquire the
foreign technology necessary to set
up assembly lines for products to be
sold abroad. But for less straightfor-
ward transactions, the central gov-
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crnment is not ready to loosen its
control over the pursestrings govern-
ing technology imports.

Promoting “‘digestion and
absorption” of technology

Having witnessed the numerous
problems of inexperienced local fac-
tories after purchasing foreign tech-
nology, the Nanjing Economic Com-
mission has taken on the additional
task of supervising and assisting with
the subsequent
sorption’ of foreign technology.

The NEC works informally with lo-
cal firms in a number of specific
ways. If a factory lacks sufficient
technical stafl to work with the new

“digestion and ab-

technology, the commission will tem-
porarily reassign technicians from
other units to help out. In some
cases, the city may call in foreign ex-
perts to unravel the problem—na-
tional authorities have been encour-
aging the use of [oreign experts as a
kind of “software.”

To ensure a steady supply of raw
materials and energy to the import-
ing factory, the city tries to ensure
that sufficient allotments for the fac-
tory are included in the city’s own
economic plan. And since building
materials are in short supply,
Nanjing will help procure building

materials (and equipment) to con-
struct new buildings if they are re-
quired for the imported technology.
The city has helped enterprises con-
struct special climate-controlled fa-
cilities for imported computers and
other sensitive equipment, for exam-
ple.

The NEC offers cash awards to
companies with good records in uti-
lizing imported equipment or tech-
nology, but these relatively small
sums are seen by factory managers
more as a token form of recognition
than as a major cash bonus. And
Nanjing officials look with favor on
factories that have already demon-
strated an ability to use foreign tech-
nology, so factories with good “diges-
tion and absorption™ records are
often successful when they apply to
the city for permission to import a
second item of technology.

City officials insist that technology
“digestion and absorption” has im-
proved in recent years, partly be-
cause of increased technical compe-
tence among factory personnel, and
partly because factories have pressed
foreign suppliers for more training
and after-sales service. Nanjing fac-
tories say that US companies have
not sent as many technical represen-
tatives as, say, West Germany or Ja-

pan. So, although many managers
feel US technology is very attractive,
they believe they will receive more
technical support from other coun-
tries.

In addition, many US companies
use Hong Kong agents to represent
them in Nanjing. Although there
have been a number of highly suc-
cessful relationships between local
factories and the Hong Kong agents
of US companies, some Nanjing en-
terprises complain that middlemen
tend to be unfamiliar with technical
details and unable to guarantee the
after-sales service they need.

In the future, the pattern of local
factories initating their own technol-
ogy buying decisions with help and
advice from local governments and
technology research institutes is
likely to continue. China's technol-
ogy import process will inevitably re-
quire considerable government in-
volvement, from the local
government approval process to the
central government’s control over
the amount of foreign exchange
available to each locality. Foreign
companies who find the process dithi-
cult should remember that it can be

just as frustrating for the would-be

Chinese purchasers as for the foreign
vendor. T

China says it wants to import “‘ad-
vanced and appropriate technology”
that its industries can “‘digest and ab-
sorb.” But foreign firms that try to pin
down just what the Chinese mean by
these terms are often left more puz-
zled than before.

In the narrowest sense, China de-
fines “technology transfer™ as trade in
technical knowledge—including de-
sign blueprints, patent manuals, tech-
nical standards and guides, and com-
puter programs for designing,
manufacturing, and testing technol-
ogy. But the concept of technology
transfer may also include the import
of key equipment in technical licens-

foreign experts, and technical training
programs. Sometimes Chinese tech-
nology transfer discussions include
any trade in equipment, testing meth-
ods, or production lines, blurring the
line between “software” (technology)
and “hardware’ (equipment).
Chinese buyers stress their desire to
import “advanced” technology. This
is often interpreted as state-of-the-art,
but many factories have a limited abil-
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ing agreements, the employment of

ity to use even early 1980s technology.
Therefore, buyers also mention that
technology should be “appropriate™:
that is, more advanced than the level
currently available, but not so ad-
vanced that Chinese enterprises can-
not assimilate it easily.

To determine whether an item of
technology is both appropriate and
advanced, the government advises en-
terprises to look at a number of crite-
ria. Will the technology lead to the
development and production of new
products? Will it decrease consump-
tion of energy and raw materials? Will
the technology help make better use of
local Chinese resources, help protect
the environment, improve product
safety, or upgrade management tech-
niques? More broadly, will the tech-
nology help expand China's exports
and increase the country’s foreign ex-
change earnings? And finally, will the
imported technology “‘contribute to
the advancement of science and tech-

nology in China?”

What Chinese officials mean when
they call for improving technology
“digestion and absorption™ is easiest

“ABSORBING AND DIGESTING” ... WHAT DOES IT ALL MEAN?

to define in a negative sense. It does
not refer to simple assembly or opera-
tion of foreign equipment, nor mere
copying of blueprints. Factories held
up as successful models of digesting
and absorbing foreign technology do
not all share the same characteristics,
but a composite profile might include
the following:

¢ The foreign vendor agrees to
transfer substantial technology to the
factory along with equipment sales,
and will provide extensive training and
after-sales service.

® The factory provides suitable facil-
ities for new imported equipment.

® The factory uses Chinese raw ma-
terials and parts whenever possible.

e If necessary, factory operations
and departments are reorganized to
facilitate assimilation of the foreign
technology.

® The foreign technology helps the
factory’s products find a profitable
market at home and abroad.

® The factory learns from its experi-
ences with imported technology and
develops lateral technology geared to
its own production needs. —AD
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Legal Aspects of Licensing Technology

Issues facing the licensor in China are becoming both clearer and more complex

Jerome Alan Cohen and David G. Pierce

oreign companies wishing to transfer tech-
nology to China now have a variety of op-
tions. They may choose to license technology
orsellitoutright (under PRC law the distinc-

tions are often minimal), provide it as part of

a compensation trade or coproduction arrangement, or
contribute it as their investment in a joint venture or
wholly foreign-owned enterprise.

Although this last option is an important means of tech-
nology transter worldwide, capitalization of technology is
often discouraged by Chinese authorities, who are increas-
ingly concerned about the underfinancing of ventures
launched with largely intangible assets. In the Shenzhen
Special Economic Zone (SEZ) and the Guangzhou Eco-
nomic and Technological Development Zone (ETDZ) the
use of technology as an investment contribution is specifi-
cally restricted by statute to 20 percent of the registered
capital in most cases. Both places also require that any
company investing technology make a capital contribution
in cash or goods-in-kind that is not less than the value of
the technology contributed. A January 1987 revision of the
Guangzhou provisions stated that a technology contribu-
tion of up 1o 30 percent of the registered capital is permis-
sible in the case of an equity or cooperative joint venture
located within the ETDZ that qualifies as a “technologically
advanced enterprise.”

Elsewhere in China, the Chinese side frequently tries to
discourage the contribution of technology as capital by
citing an “internal rule’ variously stated to impose a 15-20
percent maximum or even an absolute prohibition. PRC
officials deny the existence of such rules, however, and in
practice the Chinese and foreign parties often reach a com-
promise. Nevertheless, the problems involved in capitaliz-
ing technology have led to a greater reliance on licensing
when the licensor is a joint venture partner in the license.

Issues for technology licensors

Once the choice is made 1o license technology to a Chi-
nese unit, a licensor must know how to structure the trans-
action to suit the Chinese context. The most important
licensing considerations are discussed below.

1. A foreign firm should determine the
The identity, legal status, and authority of a
nature of the Chinese licensee I_J) reviewing its busi-

. ness license and, if available, its articles
licensee.

of association. At least at the outset,
the licensor will often be negotiating
with one of China’s specialized foreign trade corporations,
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not with the actual end-user. The licensor should therefore
establish that the end-user will also be a party to the con-
tract and bound by its provisions. On the other hand, if the
licensor is not dealing with a foreign trade corporation, it is
essential to confirm that the licensee has been given au-
thority to deal directly with foreigners and to spend for-
eign exchange. According to ofhicials of the Ministry of
Foreign Fconomic Relations and Trade (MOFERT), no
more than 200 State enterprises in China are now autho-
rized to import technology.

2. The Regulations of the PRC on the
Applicable :\(lministt';r|linn ol Contracts for the
I d Import of Technology (the “Regula-
EARR AR . tions™’) and the Measures for the
regulatw"s' Examination and Approval of Tech-

nology Import Contracts (the “Ap-
proval Measures™) apply in principle to all acquisitions of
technology by companies, enterprises, organizations, o1
individuals within China from sources outside of China,
except when the technology is contributed as capital to an
enterprise with foreign investment.

There are also local regulations to be dealt with if the
licensee is located in the Shenzhen or Xiamen SEZs or in
the Guangzhou ETDZ. Unfortunately, the national Regula-
tions and Approval Measures do not refer to such local
regulations, despite the fact that the original versions of all
three local provisions were promulgated earlier. The rela-
tionship between national and local legislation in China is
problematic, but MOFERT officials indicate that, when li-
censing contracts are concluded with entities in the various
zones, the local rules will apply—at least when they are
more stringent than the national laws.

While PRC law governs the formation of the licensing
contract and provides certain other basic principles, the
contracting parties are not required to choose PRC law to
govern most aspects of their relations under the contract.
Some foreign parties agree to a PRC governing law clause,
and occasionally a Chinese party can be induced to accepta
choice of foreign governing law. Yet the usual compromise
has been to omit a governing law provision and leave the
matter for resolution in the event of a dispute. Recently,
Chinese negotiators have pressed harder for an explicit
choice of PRC law, but most licensors continue to resist

Jerome Alan Cohen and David G. Pierce are lawyers .\p{'ri(ll'i:-
ing in China matters with the New York and Hong Kong offices
of the international law firm of Paul, Wewss, Rifkind, Wharton
& Garrison.
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such a choice.

3. A licensor should make sure that the
Documents relevant planning authorities hu\'('r au-

; thorized the proposed project. The
Conﬁnmng foreign party should ask to see the re-
project quired feasibility study prepared by
authorization. the Chinese party, as well as the

project authorization certificate. Sometimes the foreign
company may cven participate in the feasibility study’s
preparation, although unlike the case of joint ventures, the
law applicable to technology transfers does not require the
foreign company to do so. If the study is jointly prepared,
the parties should first agree on the terms for sharing costs
incurred in its preparation, preserving confidentiality, and

The Regulations provide that the license con-
tract may not, without special approval, re-
strict the licensee’s “acquisition from other
sources of technology similar to that imported
or lechnology of the same type that is competi-
tive with it.”” Obviously, such an acquisition
could completely undercut royalties based on
sales.

dealing with third parties.

The monetary value of the proposed transaction deter-
mines which level of government has the power to autho-
rize the project and approve the feasibility study and con-
tract. At present, projects involving more than $5 million
must be authorized by the State Planning Commission, and
the contracts for such projects must be approved by
MOFERT. Projects involving lesser amounts may be autho-
rized by provincial or municipal planning commissions,
with contracts for those projects approved by MOFERT's
designee or subordinate local organization.

It is inadvisable to rely exclusively on assurances from
the Chinese party or even from local officials that a local
authority has the power to authorize a project or approve
the contract. Occasionally, local personnel misunderstand
the relevant rules or erroneously claim that the authoriza-
tion and approval limits can be fnessed by dividing the
contract into phases, as one foreign company in Shanghai
recently learned at the cost of considerable delay. When in
doubt, it is always best to check with the relevant central
authorities.

4. Under PRC law, technology trans-
The level ferred to a Chinese p.‘.n'l}:"musl be “‘ad-
of lerhnology. ;:':l(lt(::;.ln(ll'»‘IPI)“;I){ |.‘m_ ) dnd'mcet -.‘u

£ as ¢ of a number of rather general
statutory criteria. The licensee is usu-
ally eager to obtain the most “ad-
vanced” technology available, while the licensor may be

The China Business Review/May-June 1987

convinced that such technology does not suit the particular
circumstances. In addition, the foreign party is often reluc-
tant to license its very latest technology because PRC law
usually allows the licensee unfettered use of the licensed
technology at the end of the contract term. Disagreements
should be expected.

One way to deal with the problem is to license technol-
ogy in stages, and use the achievement of certain levels of
production, sales, or market share as triggers for successive
stages. Another option is to postpone the issue by arrang-
ing only a limited initial transfer, with subsequent transfers
arranged in supplementary agreements, Presumably the
parties will, in the later stages, have a better appreciation
of what is appropriate under the circumstances.

5. Agreeing on the value of technology is
Technology often dﬂh( ult. Ilu" Rvgul;almns give

. [h(‘ pﬂ]'l]('.‘\ l)l"();l(l (IIM'I'('II( M OVET COIIl-
valuation.

pensation, requiring only that the con-
tract set forth the “remuneration, the
form of remuneration, and the means
of payment.” Some foreign parties may try to win over the
Chinese party by providing evidence of prices paid by oth-
ers for the same technology. Although many companies
understandably dislike disclosing the terms of other deals,
under the Shenzhen and Guangzhou provisions the licen-
sor is required to provide the licensee with copies of earlier
license contracts for the same technology, and under
the Xiamen provisions such copies may be demanded
by the licensee. One option is to appoint a third party to
make the valuation. This technique has received statutory
recognition in cases involving the capitalization of tech-
nology in Chinese—foreign equity joint ventures and has
been accepted by MOFERT in licensing transactions as
well.

6. Payment for technology may be made
Methods through lump-sum payments, running
rovalties, product payback, or a com-
of terms bination of these methods, according
and payment. to PRC law. MOFERT officials try to
discourage lump-sum payments, be-
cause they wish to defer the expenditure of foreign ex-
change and to tie payments to tangible results. Yet the
matter is open to negotiation. Each method has advantages
and drawbacks. A lump-sum payment, for example, avoids
the problems that arise in the calculation of royalties. Yet
in many cases the Chinese party can only pay out of sales
revenue. A variation that may resolve this problem is a
lump-sum payable in installments after sales begin.

If payment is to be made by running royalty, Chinese
negotiators typically seek to base the royalty on the "net
sales value™ of goods produced using the technology, de-
fined as gross sales revenue minus all costs incurred in the
course of marketing and selling the goods, including sales
taxes. Royalties usually range between 2-5 percent ol net
sales value, although PRC law leaves the entire matter to
negotiation.

The foreign party should be concerned with the manner
in which gross sales revenue is defined in royalty calcula-
tions. For example, should the Chinese domestic price or
the licensor's own export price be used as the basis for
computation? One solution is to use the greater of the
domestic sales price or a specified percentage of the inter-
national sales price for the same goods during the period in
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question. A further issue is whether to put a ceiling on the
licensee’s deduction for “costs”™ by referring to interna-
tional cost standards for similar operations. In any case, as
in all licensing contracts, the licensor should press for sub-
mission of regular and detailed reports by the licensee, as
well as the right to verify them.

Another concern regarding royalties is whether the li-
censee may later enter into similar transactions with the
licensor’s competitors. The Regulations provide that the
license contract may not, without special approval, restrict
the licensee’s “acquisition from other sources of technol-
ogy similar to that imported or technology of the same type
that is competitive with it.”” Obviously, such an acquisition
could completely undercut royalties based on sales.
MOFERT officials explain that the purpose of the rule is to
deal with “special circumstances™ in which the recipient
learns of better technology later. They recognize that the
original licensor should receive some compensation in the
event its interests are harmed by a subsequent acquisition.
The licensor should anticipate this problem and press for
inclusion of a reasonable restriction on its licensee’s rights
in this regard. Such a restriction might require the licen-
see to give the technology a fair chance to perform
before looking elsewhere. The contract should also deal
with the possibility of lost royalties due to a failure to meet
production targets for any reason other than a fault in the
technology. One solution is to provide for a fixed mini-
mum royalty. Most licensees strongly oppose this option,
however,

I'he licensee’s access to foreign exchange affects its abil-
ity to pay both lump-sum payments and running royalties.
If the source of foreign exchange payment is to be export
sales, or if compensation will be made in goods produced
with the technology. the licensor should first determine
whether the licensee has authority to export such goods
and whether a market exists for those goods. One advan-
tage of lump-sum payments is that it is easier to ensure thal
a definite amount of foreign exchange will be made avail-
able. The obvious advantage of product payback is that
foreign exchange is not required.

7. While the national Regulations do not

Acceptance refer specifically to acceptance testing,

. the Shenzhen, Xiamen, and
testing and : _ i S

Guangzhou provisions each state that

guarantee. the contract should expressly provide

for it. Even for licenses not subject to
these local regulations, the scope of the guarantee re-
quired by PRC law makes it imperative for both parties to
ensure that the technology transferred is complete and
operational in accordance with contract specifications.
They should therefore agree at the outset on the precise
method of testing the technology, including the standards
to be used and the technical personnel to be involved, as
well as responsibility for costs.

The objectives of the license and the expected results of

the licensee’s use of the technology must be set forth in the
contract as Tully and accurately as possible. This is because
the licensor is required not only to guarantee that the
technology is capable of achieving those objectives but also
that the objectives are attained, at least to the extent that
relevant inputs are under its control. A licensor will natu-
rally be uneasy about giving a broad guarantee when it has
no control over a licensee's raw materials, equipment, and
personnel. The licensor should be sure that the contract
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absolves it of responsibility for problems outside its con-
trol. A licensor may also wish to obligate the licensee to
abide by specified quality control procedures and to per-
mit inspection of the latter’s premises by the licensor’s
technicians to ensure that quality standards are main-
tained.

8. In addition to asserting the right of
licensees to import competing technol-
ogy, the Regulations strongly uphold
the rights of licensees in several other
important respects, not the least of
which are tie-in arrangements. Unless

Tie-in
arrangements.

hpc(‘i;xl approval is received, the licensee may not be re-
quired to purchase “‘unnecessary technology, technical
services, raw materials, equipment, or products,” nor may
its freedom to purchase ™
equipment” from sources other than the licensor be re-

raw Inill('l‘iill.‘i, S])ll['(‘ !)'d[‘l"i. or

stricted.

These rules pose a serious problem for potential licen-
sors, since such tie-in arrangements often provide a major
inducement to foreign companies to transfer their technol-
ogy. The scope of the guarantee required by Chinese law is
another concern. The contract must therefore present in
detail the licensee’s requirements for raw materials, equip-
ment, spare parts, and other inputs and make plain that
any restrictions upon sourcing of such inputs are essential
for attaining the contract’s objectives. The licensor should
further protect itself by providing that, 1o the extent that
inputs are not sourced according to the licensor’s speci-
fications, the licensor shall not be liable under its guaran-
tee for problems caused by inputs that do not meet tech-
nical specifications.

A separate sales contract may allow greater freedom for
the licensor o sell the licensee various inputs. In cases
where a trademark is also licensed, which should for rea-
sons explained below be done in a special trademark li-
cense contract, the foreign party may also wish to provide
that its trademark shall not be athxed to any goods pro-
duced with substandard materials.

9. Most foreign firms are unwilling to ac-
cept contracts that entitle the licensee
to use their technology to produce
goods that will compete with their own
products outside China. The Regula-
tions, however, prohibit “‘unreason-
able restrictions on the recipient’s sales channels or export
market.” Fortunately, Chinese authorities often accept
restrictions that prevent direct competition with the
licensor’s own products. A possible compromise is to
provide that the licensee may export goods produced with
the technology to designated markets that do not greatly
concern the licensor, such as countries of the socialist

Restrictions
on exports.

bloc.

As with licensing elsewhere, the con-
tract duration desired by the licensor
depends in part on whether payment is
by lump-sum or running royalty. In the
Chinese context, however, the licensor
must also be aware that in most cases
PRC law effectively makes a license contract an installment
sale by prohibiting, unless specially approved, restriction
of the licensee’s continued use of the technology following

10.

Duration and
restriction on
continued use.
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expiration of the contract.

The Regulations provide that license contracts shall gen-
erally not exceed 10 vears in duration. Shenzhen’s rules
make five years the normal limit. Ofhcials of MOFERT's
Technology Import and Export Bureau—which is respon-
sible for approving, directly or indirectly, all technology
licensing contracts except those between a foreign investor
and a Chinese enterprise formed with its investment—
indicate that terms of up to 20 years have been approved.
In practice, however, special approval for an extended
term is usually dithcult 1o obtain. Longer terms have
sometimes been granted to foreign joint venturers
that have licensed technology to their Chinese ventures,
such licensing contracts are approved, directly or in-
directly, by MOFERT's Foreign Investment Administration
Bureau.

At the negotiation stage, in order to downplay the sig-
nificance of a brief contract term, potential licensees often
indicate their interest in renewing the contract at the end
of its term. However, foreign parties should bear in mind
the inevitable diminution of their bargaining power, unless
the licensee needs continuing updates of the technology, as
well as the fact that the relevant authorities may later reject
an extension.

11. Because protection of proprietary
Patent rights under the terms of the contract
will not be effective against third par-

and trademark . . o *" ) I
. ties or in most respects beyond the ex-
nghts. piration of the license, the foreign

party should take all possible steps also
to secure protection available under the patent and trade-
mark laws of the PRC.

A thorny problem may arise if, before the licensor files a
PRC patent application, a Chinese entity or one of the
licensee’s present or former employees attempts to patent
the licensor’s technology within China. In a recent Shen-
yang case such an attempt was made (unsuccessfully) by a
former employee of the licensee who had been trained by
the licensor. The licensor should press for contract terms
that oblige the licensee to assist in protecting the licensor’s
proprietary rights within China. Such assistance could take
the form of reporting information relevant to any alleged
infringement and helping with the investigation and pros-
ecution of such acts.

Similar problems may arise if the licensor fails to register
its trademark for all of China’s relevant classes ol goods.
Under PRC law, a trademark must be registered in China
before it can be licensed to a Chinese entity. Trademark
licenses are often delayed because the would-be licensor
underestimates the time required to complete the registra-
tion process or the difhculty of obtaining approval for its
mark. PRC trademark law requires that copies of each
trademark licensing contract be filed with the Trademark
Office “for the record” and with the local administrative
departments of industry and commerce “for reference.”
Failure to file may raise questions about the validity of the
contract as well as whether the licensor has met the “use
requirement’”” of PRC trademark law. The trademark li-
cense can be included in the technology licensing contract
or, preferably, embodied in an independent contract. If
the trademark license is included in the technology licens-
ing contract and, after filing, either recipient agency finds
a flaw in the trademark arrangements, implementation of
the entire contract may be delayed.
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Both national and local PRC legisla-
tion obligate the supplier ol technol-
ogyv to train the recipient’s personnel.
A licensor should be prepared to pro-
vide such training either within China
or in the licensor’s home country or
both, and should include provisions in the contract for the
reimbursement of related personnel costs and travel, ac-
commodation, food, and insurance expenses incurred. Itis
also easier to have the licensee make domestic travel and
accommodation arrangements of a specihied standard for
the licensor’s personnel, and assist in obtaining necessary
entry and exit visas. The licensor should, of course, be
willing to undertake reciprocal obligations.

12.
Training.

PRC law provides that the licensee
must adhere to the confidentiality pro-
visions of the contract—and publicity
given to a recent Shenyang case involv-
ing the attempted appropriation of
proprietary technology by a licensee’s

13.
Confidentiality.

former emplovee was designed to confirm that the authori-
ties take the matter very seriously. Nonetheless, confiden-
tiality remains a worrisome issue, and licensors must be
careful to broadly define the scope of this obligation and
place limits on authorized disclosure.

The contract should first of all provide a detailed defini-
tion of confidential information. Second, the obligation of
the licensee not to disclose such information without writ-
ten authorization should continue after expiration of the
license. MOFERT ofhcials have indicated that conhdential-
ity periods extending beyond the term of the contract are
acceptable and that in one case a period of 99 years was
approved. Third, the contract should provide that disclo-
sure of confidential information to employees shall only be
on a need-to-know basis. Fourth, each employee to whom
such information is disclosed should sign an individual
confidentiality agreement with the licensee (and preferably
also with the licensor); this obligation should continue be-
yond the term of the license and remain valid regardless of
whether the individual is sull athliated with the licensee.

Finally, in the event of a breach of confidentiality obliga-
tions, money damages will usually not be sufhcient. The
licensor should therefore provide for the return of all pro-
prietary information and the right to terminate the license
contract, a right expressly conferred only by the Xiamen
provisions. In addition, of course, the licensor should have
a contractual right to compensation from the licensee for
all losses arising from unauthorized disclosure of confiden-
tial information by licensee, its employees or its former

employees.
Contract provisions seeking to limit a
. I 8
Product licensor’s liability to third parties for
liability damage inflicted by products pro-

duced with the transferred technology
and requiring the licensee to indem-
nify it for such claims have recently
increased in importance. The civil responsibility provisions
of the new General Principles of Civil Law reinforce other
recently promulgated regulations making “*product liabil-
ity part of PRC law, although the metter of liability of a
supplier of technology is not addressed in these laws. The
enforceability of contractual limitation of liability and in-
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demnification provisions has not vet been clarified under
PRC law. It should be |ms‘sihk‘, however, at least with re-
spect to products that are not regarded as extra-hazardous,
for the licensor to protect itself against liability and to be
indemnificd by the licensee, if the technology is legally
determined not to be at fault.

The Law on Economic Contracts In-
volving Foreign Interests (the “For-
cign Contract Law’") provides that
contracts should normally contain a
provision concerning the languages
used in the contract and their effec-
tiveness. The parties 1o license contracts often agree 1o
sign only an English text, although in practice a Chinese
translation will be prepared for internal review purposes.
To avoid misunderstandings it is essential that any Chinese
text, even if not signed, be an accurate translation of the
foreign language text. Moreover, il both the Chinese and
foreign language texts are to be signed, the contract should
provide that they are equally authoritative, unless of
course the parties agree that, in case of discrepancies, one
text prevails over the other.

Often, neither party is willing to make the text in the
other party's language the prevailing one. European com-
panies have in some cases found ingenious solutions to this
problem. One compromise had the contract prepared in
Chinese, English, and French (the language of the licen-
sor); the Chinese and French versions were said to be
cequally authoritative, but the English text was declared
definitive in case of dispute. In another matter a French
licensor agreed that English would be the only legally valid
text, with Chinese and French versions prepared for the

15,
Language.

parties’ reference only.

16. PRC legislation generally requires
Settlement cach foreign-related contract to have a
Of disputes dispute resolution clause. No special

rules apply to licensing, and details are
left to the parties. During negotia-
tions, however, the Chinese normally
press for an arbitration clause to follow the virtually obliga-
tory clause calling for “friendly consultation™ between the
parties as a first choice. MOFERT officials make plain their
strong preference for arbitration over litigation if some
form of adjudication should prove necessary.

Third-country arbitration clauses are permitted by the
Foreign Contract Law and are often accepted. Stockholm’s
arbitration institution is the most popular foreign choice to
date, although Zurich is occasionally agreed to, and Hong
Kong's current effort to become an arbitration center
seems to be drawing Chinese support of late. Chinese par-
ties sometimes suggest arbitration in the country of the
defendant as a compromise. However, Chinese licensees
have recently been negotiating harder for arbitration by a
Chinese arbitration organization, which foreign parties
have sometimes accepted.

Another solution might be to provide for arbitration
within China by an ad hoc body in accordance with the
Arbitration Rules of the United Nations Commission on
International Trade Law. The familiar and detailed proce-
dures and equitable selection of arbitrators under those
rules tend to comfort foreign parties. The award rendered
by such an arbitral panel may also prove easier to enforce
in China than that of a foreign panel. Yet the process of
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enforcing foreign awards in China has just been simplified
by China’s decision to accede to the 1958 New York Con-
vention on the Recognition and Enforcement of Foreign
Arbitral Awards.

17. The examination and approval process
Contract gives Chinese authorities an opportu-

! nity to second-guess the negotiators
approval. and impose lurther conditions on the

transaction. Of particular concern to

licensors will be whether restrictions
agreed to by the negotiators that require “special ap-
proval” under the Regulations will be considered neces-
sary and reasonable by the examination and approval au-
thority, which has broad discretion. A potentially useful
technique, recognized by the Approval Measures, is for the
licensee, before and during the negotiations, to keep in
close touch with the relevant authority and even request a
preliminary examination of the contract before it is signed.
In practice, however, it remains very dificult to obtain
even informal advance rulings in China.

As for the examination and approval procedure, the
Regulations provide that, within 30 days following signa-
ture, the license contract must be submitted along with
certain other documents to the relevant authority, which is
then required to make a decision within 60 days. 1f it fails
to act within that period, the contract is deemed approved.
The problems arising in connection with deemed approval
are very difficult, especially as this method of approval is
not mentioned in the Approval Measures themselves. One
obvious issue is whether a contract that contains clauses
requiring “‘special approval’ can be approved in this fash-
ion. Moreover, the requirement in the Approval Measures
that an “approval certificate”™ be produced in order to
carry out such procedures as applying for foreign ex-
change settlement and tax reduction or exemption makes
deemed approval virtually worthless, unless a certificate is
made available at the same time.

Although MOFERT ofhcials indicate that a deemed ap-
proval should be fully effective and that an approval certifi-
cate can be obtained on this basis, they admit that there
have been no cases to date. To shorten the period of uncer-
tainty (assuming that preliminary approval is unavailable),
the foreign party may wish to stipulate that the licensee
shall be obliged to submit the contract to the examination
and approval authority within a shorter period, say 10 days
after signature, and that either party may terminate the
contract if an approval certificate is not received within,
say, 70 days of signing.

“e

18. Before signing a contract, it is advis-
PRC able to seek a written ruling on the tax
sasation consequences of any transaction in

China and 1o include it as an appendix
to the contract. Unfortunately it will
be difficult to obtain one, even though
the Approval Measures recognize that the tax authorities
may agree in advance to tax preferences for certain tech-
nology transfers. In Beijing, the municipal tax bureau has
informed MOFERT officials that it will only give rulings
after a contract has been signed. The contract should
therefore spell out the anticipated tax treatment for the
transaction, obligate the Chinese party to assist the foreign
party in obtaining available tax reductions or exemptions,
and tie the contract’s effectiveness to official approval of
the desired tax treatment. Attempts to put the entire bur-
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den for the payment of taxes on the Chinese party have
been consistently rejected by the Ministry of Finance.

Licensors having an “establishment” in China will be
taxed under the Foreign Enterprise Income Tax Law on
net income at progressive rates, while others will be subject
on a withholding basis to a flat 20 percent tax on the gross
income. Generally, foreign enterprises earning fees for the
use within China of proprietary technology have been
taxed on the withholding basis. The withholding tax applies
to fees for the use of proprietary rights within China, tech-
nical training, technical services (whether conducted
within or outside of China), and technical documentation
provided in connection with a transfer of technology. It is
important to distinguish such fees from those relating only
to an upgrading of existing facilities or to the installation
and operation of equipment sold to a Chinese entity in
connection with a technical transfer but not involving a
transfer of proprietary technology. These amounts may
well be exempt from tax.

When technology fees are subject to withholding, the tax
may be reduced to 10 percent or a total exemption may be
granted under special provisions issued by the Ministry of
Finance. A reduction to 10 percent normally requires ap-
proval by the local tax authorities, but i’ the licensee is
located in one of the SEZs or the 14 open coastal cities the
rate of withholding tax has been reduced to 10 percent
across the board. The local authorities may grant further
reductions or a complete exemption from tax if the trans-
ferred technology is considered “advanced™ or the terms
of the transfer are “preferential.” For transfers to licens-
ees outside of such areas, total exemption from withhold-
ing tax must be approved by the Ministry of Finance itself
and will be available only if the technology is “advanced”

and the terms of the transfer are “preferential.”

Any special withholding tax rules in treaties between
China and the licensor’s country will also be relevant. For
example, the US-PRC agreement for the avoidance of
double taxation limits the rate of taxation of royalty in-
come by the source country to 10 percent. Thus, US licen-
sors are now entitled to a reduction of the 20 percent
withholding rate even for technology that does not other-
wise qualily for a reduction, at least with regard to royal-

Lies.

Lessons of experience

China’s present legislation governing the licensing of
technology has been enacted in the course of only three
years. Although some Chinese negotiators had accumu-
lated considerable experience with technology import con-
tracts before the onset of the Open Policy in 1978, much of
that experience related to policies quite different from
those which the present legal structure is designed to serve.
Moreover, the scale of the transfers sought and the num-
ber of Chinese technology importers have greatly ex-
panded over the past few years.

The new laws go a long way in helping both Chinese and
foreign parties decide how to structure a technology trans-
fer transaction. As further experience is gained, shortcom-
ings in the legal framework for technology transfers will
undoubtedly become clearer to PRC authorities as well as
to foreign companies, and necessary modifications are
likely to be made. In the meantime, it is important for
foreign parties to understand the laws and keep abreast of
current policy developments in order to tailor their objec-
tives and expectations to the realities of doing business
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Negotiating a Technology License

Tips from a leading US licensor in China

he process of transfer-

ring technology to

China has changed

dramatically in the last

two decades. When
Western countries first began to
transfer technology to China in the
1960s, China lacked project experi-
ence and engineering skill. Enter-
prise management was highly central-
ized, and end-users had litde say in
technology transfer decisions. Since
funds were supplied by the central
government, very little attention was
paid to absorbing technical know-
how in the most cost-effective way.
Individual risk and responsibility
were minimized by importing com-
plete plants and equipment on a
turn-key basis.

Economic reforms began to
change this picture in the the late
1970s. Chinese enterprises grew
more concerned with project costs as
soon as they were made to bear a por-
tion of the financial responsibility for
technology imports. End-users now
have an mcentive to take risks and
develop their own engineering and
construction plans.

China's technology buying pat-
terns have shifted toward purchases
of soltware and know-how and away
from hardware and turn-key imports.
To ensure that this know-how has
been properly transferred, foreign
companies are being asked to play a
more interactive role, that sometimes
entails cooperation with Chinese en-
gineering design institutes. Now,
more than ever, it is important for
foreign firms to know what will be
expected of them as they consider
technology licensing in China.

GETTING TO KNOW YOU

The invitation to China. After
identifying the need to produce a

50

James K. Yuann

specific type of product, the Chinese
government will authorize the pro-
posed manufacturer to conduct a
feasibility study. Although the scope
of the study depends both on the type
of product/technology and the size
of the required capital investment, all
feasibility studies cover such topics as
feedstock supply, capital cost esti-
mates, financing, utility require-
ments, end-product distribution and
market analysis, site assessment, and
preliminary technology  evaluation
based on published information.

Upon completion and approval of
the initial feasibility study, either the
end-user or a designated agent (usu-
ally a State-owned trading company)
will invite a carefully selected group
ol foreign suppliers to China for pre-
liminary discussions. Any company
accepting this invitation should pre-
pare thoroughly and be ready to face
a barrage ol detailed questions on its
technology capabilities.

Introducing the technology. As
part of preliminary discussions, for-
eign companies are usually asked to
hold a technical seminar explaining
the applications of their technology
to Chinese end-users and other inter-
ested parties. This seminar, which
usually takes place in the offices of
the Chinese trade agent involved or
at the factory itself, begins the offi-
cial technology screening process.
Many foreign companies require

James K. Yuann is director of licensing

and China liaison at the Standard Oil
(hemicals (,'ump(m_\'. a member of the
National Council for US-China Trade
since 1973 Mr. Yuann has extensive
husiness experience in China, where he
has negotiated several technology licens-
ing contracts. He has also negotiated li-
censing agreements in Taiwan, Japan,
Fastern and Western Furope.

prospective licensees 1o sign a con-
fidentality agreement before such a
Seminar.

The right project team is crucial.
The team leader should have a high
level of credibility and complete au-
thorization to negotiate on the com-
pany’s behalf. The rest of the team
should consist ol one or two tech-
nical specialists who can introduce
the technology and answer technical
questions. Retaining the same team
throughout the negotiations is an es-
sential means of gaining the Chinese
sides” trust. Including a bilingual
agent or company employee of Chi-
nese descent in the discussions may
help minimize the language barrier
during meetings and facilitate gen-
eral two-way communication. (The
Chinese side usually provides inter-
preters, but they vary greatly in abil-
iy.)

Preparing a comprehensive pack-
age of background information be-
fore leaving for China will make the
team’s job much easier. The National
Council for US—=China Trade can be a
valuable resource at this point. The
package should include general in-
formation about doing business with
China, specific information relating
to your industry sector and custom-
ers in China, and evaluations of your
technology relative to that of com-
petitors. Project specific background
information, however, is usually very
difhicult to obtain. Going to China
with as much information as possible
will facilitate good rapport with
counterparts in China. The parties in
China have usually done their home-
work, and you should follow suit.

Plant visit and project scope defi-
nition. If your company passes mus-
ter during the inival technical discus-
sions, the end-user will usually send a
technical team (consisting of end-us-
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ers, agents, and government ofhcials
directly or indirectly associated with
the project) to visit the foreign com-
pany’s plant. Sometimes, particularly
if funds are in short supply, the end-
user will request that the foreign
firm’s technical teams visit their plant
instead. Complex projects may re-
quire both steps.

I'he Chinese ask often probing
questions about technology under
consideration, but if the answer in-
volves proprietary company knowl-
edge and cannot be disclosed, it is
reasonable tosimplysayso. Anhonest,
directanswer is usually the best way to
establish reasonable expectations
among your Chinese counterparts.

During this second stage of con-
tact, both sides usually draw up a let-
ter of intent or a meeting memoran-
dum outlining the scope of the
technology transfer and the future
work plan agreed 1o in principle by
both sides.

GETTING THROUGH
NEGOTIATIONS

If everything proceeds smoothly,
formal contract negotiations will fol-
low. Formal negotiations begin with
technical discussions and then move
The
length of negotiations can vary from
approximately two weeks to five

to commercial discussions.

months or more and usually requires
the prospective supplier to make sev-
eral trips to China. Frequently the
Chinese invite several competing
suppliers for negotiations at about
the same time.

Chinese end-users preler to ap-
proach technical discussions based
on the technical appendix of their
own draft contract or the foreign
firm’s draft contract. The end-user
typically wants to discuss the follow-
ing arcas: overview of the scope of
technology to be licensed; descrip-
tion of technology; list of patents and
know-how to be licensed; description
of technical documentation with
specified delivery terms; training
program; technical assistance to be
offered at different stages of the
project; technology ownership and
warranty; personnel issues including
travel arrangements, visas, medical
care, and housing; and performance
guarantee.

A major portion of negotiating
time will be spent resolving the con-
flict between the end-users, who pre-
fer a very tight performance guaran-
tee, and the technology supplier who

The China Business Review/May-June 1987

wants to establish certain perfor-
mance margins. The Chinese often
propose holding back 20-30 percent
of the payment for technology until
alter the performance test period is
completed.

Commercial discussions cover le-
gal liability, contractual obligations
and penalties, and payment terms,
with the payment schedule and price
negotiations usually taking place last.
Pay special attention to the following
areas during commercial negotia-
tions:

Scope of technology. Although
agreed upon during technical negoti-
ations, the scope of technology needs
to be clearly restated at the beginning
of price negotiations to make sure
both parties explicitly agree on the
content of the technology to be li-
censed and the exact types and speci-
fications of product to be produced.

Il a technology transfer project is
large and complex, consider dividing
the technology transfer package into
several smaller components with dif-
ferent license fees. Depending on the
funding available, the end-user can
then choose a suitable combination
ol technology. Smaller technology
transfer projects are usually casier

for Chinese units to purchase and im-
plement—oparticularly if the project
does not have strong financial back-
ing from the central government. Ad-
ditional technology can always be of-
fered for future installation.

Be lorewarned, however, that the
end-user may perceive a decision to
divide the technology package as a
sign that integrated technology can
be purchased piecemeal. Don’t arbi-
trarily divide up the technology
transfer project simply to meet the
purchaser’s budget. The integrity of
the technology, its performance, and
important safety features cannot, of
course, be sacrificed.

Technical assistance fee. Having
the proper resources available for
technical assistance is essential in a
technology wransfer project. ‘Tech-
nical assistance fees should be deter-
mined in the main contract. Usually
this fee is distinct from the license
fee, negotiated on a cost-plus basis,
to be allocated by the licensee to the
licensor on a per diem basis. Travel
expenses associated with technical as-
sistance should be specified.

Guidelines govern the technical as-
sistance fees foreign companies can
charge. Although rates vary by indus-
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Listings of Seasoned
Experts

Detailed Business
Information

The Resource Guide con- PLEASE
tains detailed case studies
of successful business ven-
tures in China.

END ME
west USA/ChinaResource Guide at $48 per copy. Total Amount
Enclosedd _ Check or money order only, please

Other Midwestern companies

are already active in this mar-
ket. They accounted for one-

third of the $9 billion in U.S -
China trade last year.

The Midwest USA/China
Resource Guide is a compre-
hensive and inexpensive way
to obtain detailed market
information and how-to

guidance for the greatest

potential market we may
ever see.
Don't miss the chance of

a lifetime—order vour

copy today

copies of the Mid-

TELEPHONE NUMBER

COMPANY/ORGANIZATION

® Cardio-Pace Medical NAME
* Globe International T
® Rosemount Inc.
ADDRESS

e [bberson International

* [ B Fuller
® Bison Instruments

ZIP CODF

To order by telepbone call (612) 641-3233

Send to: Midwest China Center, 2481 Como Avenue, Saint Paul, MN

55108
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Photo courtesy of Standard Oil Chemical Company

try, technical assistance fees in China

generally do not exceed $275 per
day, and it is very difhicult to negoti-
ate a higher fee.

License fee payments. The pay-
ment schedule, along with the engi-
neering and construction schedule,
must be structured to reflect the fact
that a technology transfer project
takes several years 1o complete. Be-
fore discussing the payvment sched-
ule, the two parties should agree on
the general type of license fee pay-
ment—uwhether it will be in the form
of lump sum front-end payments or
running royalties,

A typical payment schedule of-
fered by the Chinese for a front-end
lump sum license fee would be: 15
percent of the fee payable shortly af-
ter the license agreement is signed
(usually 60 days since the contract
will need the Chinese government’s
approval to become effective); 30-45
percent payable alter the basic engi-
neering package is completed by a se-
lected engineering contractor and is
approved by the licensor; and 40-55
percent pavable after the plant starts
up. Most Chinese licensors prefer the
less-complicated front-end lump sum
option, and State-sponsored projects
often even have funds specifically al-
located to cover the license fee.

For a running license fee, the pay-
ment usually amounts 1o 2-5 percent
of the selling price (or cost) of the
product. Part of the license fee must
be made in the form of a down pay-

52

The Shanghat Petrochemi-
cal Complex has been op-
erating a plant using the
Standard Oil Company’s
technology since 1976.

ment shortly after the license agree-
ment is signed. The rest is paid to the
licensor over a |JL‘I'in(1 of five to 10
years after production begins using
the licensed process.

Payment schedule. Negotiating
the payment schedule is the next
step. ‘The licensor, of course, would
like an accelerated payment schedule
to realize a better net present value
from the license fee. Chinese negoti-
ators have come to understand this
point, and payment schedule discus-
sions now focus on the net present
value of the license fee.

[t is essential for both sides to
agree initially on the estimated inftla-
tion index over the entire payment
period. To avoid subjective esti-
mates, the forecasts of independent
financial institutions (such as the
World Bank or major international
banks) should be used.

Once the escalation factor is
agreed upon, the licensor is usually
able to explain to the buyer that the
license fee is based on the net present
value and must therefore be adjusted
for inflation on the basis of the pay-
ment schedule. Most Chinese negoti-

ators understand the time value of

moncey and will agree to adjust the
payment schedule within their au-
thority—although perhaps not as
much as the licensor would like.

THE BOTTOM LINE

Serious price negotialions are usu-
ally postponed until all the price-re-

lated issues are resolved. Since price
is the most critical part of any busi-
ness transaction, the hicensor should
start preparations well in advance,

First, participants should get to
know cach other and establish trust
belore beginning serious negotia-
tions. Licensing of technology is con-
tingent on building this relationship,
since the performance of the tech-
nology will not be proven to the end-
user until two or more years after the
transaction is initialed.

Although many Chinese enter-
prises are beginning to better under-
stand the technology transfer pro-
cess, smaller Chinese enterprises,
particularly those in more remote ar-
eas, can stll be unfamihar with inter-
national licensing practices. An accu-
rate calculation of the value of the
technology to the enterprise will help
convince the Chinese buyer of the
benehits to be gained. But quantita-
tive analysis is extremely difficult to
execute in China, as in many other
countries, because information such
as the price for feedstock and materi-
als, and project economic data is of-
ten not available.

Finally, the license fee should be

Jjustified carly in the negotiation pro-

cess, based on the value of the tech-
nology, the need for reasonable
proht, and any other benefits to be
derived from the licensing deal. These
principles should be conveyed to the
licensee long before price negotia-
tions begin. Be careful not to make
claims that will be hard to fulfill later.
Honesty is probably the most impor-
tant factor in negotiating in China be-
cause it builds trust, amajor consider-
ation in the Chinese decision.

Price negotiations are usually
lengthy, complicated, and difficult.
Pricing strategies need to be pre-
pared and reviewed before negotia-
tions begin, and Chinese counterof-
fers should be anticipated. If your
company has long-term goals in
China, your future market develop-
ment plans should play a role in set-
ting your license fee. Also, remember
that your competitor(s) may well be
negotiating at the same time.

Keep in mind that China likes to
conduct business on an “old friend”
basis, and referral is a common busi-
ness practice. A Chinese organization
will collect all the information it can
about a foreign company from other
Chinese organizations. If you deliver
what you promise, your China licens-
ing business can be very rewarding.
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Putting Domestic Technology to Work

Chinese researchers and scientists get down to business

he technology transfer

achievements of most

Chinese research and

development (R&D)

organizations are
nothing to brag about. For years the
5,000 institutions that make up the
core of the science and technology
system—operated by ministries,
provinces, municipalities, and the
Chinese Academy of Sciences (CAS)
—were told what to research by
higher authorities. Operating and re-
search funds were provided irrespec-
tive of performance. This left re-
searchers with little incentive to
worry about the practical applica-
tions of their work in industry and
agriculture.

To revitalize practical technology
exchanges within China, efforts to
strengthen the links between re-
search and production began in the
the early 1980s. Based on the simple
assumption that know-how can be ex-
changed as a commodity, the
mercialization of technology™ is al-
ready changing the nature of
domestic technology transfer. Con-
tracts are now used on a wide scale to
govern sales of research results or
technical services. One-third of all
China's research institutes were re-
portedly experimenting with con-
tractual R&D by 1985, while a 1986
survey found that 10 percent of the
central-level research organs en-
gaged in technical development have
become economically independent
by selling technology and services.

The proliferation of technology
fairs exhibiting—and marketing—
the latest advances of China’s R&D
institutes are another innovation. At
the first National Technology Fair in
1985, research institutions signed
letters of intent for project fees total-
ing more than ¥2 billion. The total

COom-
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Erik Baark

Few Chinese enterprises can
afford to spend more than I
percent of their output value
on R&D—a meager
amount compared to the 5—
10 percent spent by firms in
industrialized countries.

value of actual domestic technology
transfer in 1985 is estimated at ¥2.3

billion, or roughly one-quarter of

China’s total R&D expenditures that
year.

Diversifying research funding

The State Science & Technology
Commission (SSTC) sees this com-
mercialization of technology as pri-
marily a means to diversify research
funding. “The reform of the funding
system is currently our most impor-
tant task,”” an official from the SSTC
Policy Research Bureau explains.
The attempt to cut fixed State subsi-
dies for most research institutes en-
gaged in industrial R&D began with a
10 percent reduction of operating
expenses in 1985—with deeper cuts

Erik Baark is research fellow at the Insti-
tute of Economics and Planning,
Roskilde University Centre, Denmark,
and senior research fellow at the Re-
search Policy Institute, University of
Lund, Sweden. He is grateful to the Dan-
ish Social Science Council for support
instrumental in completing this article.

to follow. “Our goal is to abolish
fixed funds for these institutes by
1990, the official declares, adding
that the SSTC anticipates that many
institutes will be forced to team up
with enterprises while others will
verge on bankruptcy.

In the future, research funding will
consist of three major components:
(1) The Natural Science Foundation
provides basic science project grants
—primarily to institutes under the
Chinese Academy ol Sciences and
universities. Competition for these
grants has been keen since experi-
ments began in 1982, (2) Awards to
research institutes working on key
national projects are now made by
the SSTC through competitive bid-
ding. Reputation and past perfor-
mance are two considerations in
determining contract awards, but the
bottom line (i.e., who prn\‘i(lm the
lowest bid) perhaps plays an equally
significant role in deciding the out-
come of these tenders. (3) Research
contracts and sales of technology to
enterprises account for a growing
share of income for R&D units. Two
forms of long-term contractual ar-
]';l]]g(‘]llt‘[]l,‘i are Cominori: Some illﬁ[i-
tutes act as technology development
centers for a group of enterprises,
while others establish “combined re-
search-production units’ and receive
a share of the profits reaped by fac-
tories employing new technology.

In early February the State Coun-
cil decided to take these reforms one
step further by issuing the Regula-
tions to Promote Reform in the Scientific
and Technological Management System.
This calls on central ministries to del-
egate their managerial role in scien-
tific research to lower-level depart-
ments. To link research more closely
with production needs, research in-
stitutes are to be gradually integrated
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into large and medium-sized Chinese
enterprises. Many factories will wel-
come this move, since only 27 per-
cent of China’s large and medium-
sized enterprises now have their own
R&D departments.

A host of new technology
purveyors

The pressure caused by a decline in
direct R&D funding and the attrac-
tion of a booming market has lured
many old and new players onto the
scene. The Chinese Academy of Sci-
ences has teamed up with various
provinces to secure long-term co-
operation contracts for the acade-
my’s institutes. University professors
and researchers—previously largely
ignored as a source of know-how by
the government and enterprises
alike—are now involved in the busi-
ness of providing technical services.
More than 700 nongovernmental

technological development organiza-
tions had been established by the end
ol 1986.

With Deng Xiaoping’s blessing, re-
search organizations in the defense
sector have also entered the scene in
force, taking advantage of their so-
phisticated research facilities and
outstanding scientists. In fact, trade
in technology between defense re-
search units and civilian industries
reached ¥1 billion in 1985, almost
half the national total.

A host of new consulting firms are
also offering technical services or
acting as intermediaries in the pur-
chase of know-how. The Chinese
Association for Science and Technol-
ogy, for instance, appears to have
cast off its staid image as a promoter
of science popularization and inter-
disciplinary research, and now
presents itself in glossy brochures as
a leading consulting firm.

TAXING TECHNICAL ENTREPRENEURSHIP

To encourage technology transfer,
Chinese lawmakers have ruled that
the income from technical services
and the sale of technology is, in prin-
ciple, tax-free. In practice, however,
individuals and members of collec-
tives paid for their research or tech-
nical services are as likely to be pun-
ished as rewarded.

In a notorious case of overtaxation,
the Shanghai Tax Bureau effectively
caused the Shanghai Science and
Technology Consultative Service to
go bankrupt by demanding payment
of ¥400,000 in retroactive taxes for
1985, even though the firm had only
earned ¥220,000 during that entire
year. Officials from the Shanghai
Commission for Science and Technol-
ogy admit that the practice “may be a
bit unreasonable,” but explain that a
tax rate of 300 percent applies to bo-
nus rewards if they exceed the sum of
five months’ average wages. To dis-
tribute the income from technical ser-
vices among its members, the Shang-
hai firm would find itself paying a tax
rate of 30 percent on bonus rewards
exceeding ¥110, 100 percent on re-
wards exceeding ¥330, and the aston-
ishing rate of 300 percent on every
yuan beyond the sum of ¥550.

This rule applies only to employees
who receive rewards through their
work unit. Scientists working free-
lance in their spare time are taxed ac-
cording to new income tax regula-
tions in effect since January 1, 1987.
Any income the individual receives
from technical services, license fees,
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or other research activity is tax free if
the total is less than ¥800. Any income
above the ¥800 level is subject to a 20
percent tax rate. Cash awards from
State and local government for sci-
ence and technology achievements re-
main exempt from income tax. Then
rewards may be more liberal, but few
people can develop significant re-
search results on their own.

Individuals being paid for their
technical services may also be ha-
rassed by resentful local authorities.
Engineer Huang Daosheng, for exam-
ple, was sentenced to two years in
prison on a charge of embezzlement
for accepting ¥760 in bonuses upon
completion of a contracted project.
Huang headed a 19-member geologi-
cal prospecting group that, according
to a contract concluded in 1984-85
with Zhaozhuang Coal Mine, was to
receive substantial bonuses if they
completed the project ahead of sched-
ule—as they did. The procurator of
Gaoping County subsequently
brought Huang and the group’s ac-
countant to trial and confiscated
more than ¥10,000 from the other 19
members of the team—providing no
Jjustification for his actions.

The strict tax regulations on bonus
awards are effectively eliminating
technology development incentives in
the workplace and preventing the
growth of private or collectively oper-
ated R&D units. By using taxation in
this manner, China continues, even
after reforms, to stifle the creativity of
its R&D personnel. —EB

Strengthening control over the
technology market

The surge in China’s domestic
technology transfer business has
taken many authorities by surprise.
Almost instinctively, they reacted by
calling for strict management of the
markets. During 1985 a network of
technology market development cen-
ters was created at the national and
local levels to supervise transactions
and act as financial brokers for units
engaged in technology transfer.

At the end of 1985, authorities also
moved to curb some questionable
practices. For instance, some enter-
prises are trying to take advantage of
tax exemptions on technology sales
by registering the sale of spare parts
as technology transfer.

The tax authorities are aggressively
pursuing these offenders (see box).
The crackdown in Shanghai has been
so effective that it is credited with the
33 percent drop in the number of
consultation contracts signed (and an
85 percent decline in the amount of
money involved) in the first half of
1986.

The legal framework for technol-
ogy transfer and contractual R&D
fails to provide sufficient protection
for all parties. The section of the Eco-
nomic Contracts Law of 1981 that
deals with science and technology co-
operation is not detailed. A new
Technology Contract Law drafted in
1986 and expected to be passed in
1987 should provide a firmer foun-
dation for both domestic and inter-
national technology transfer con-
tracts.

Whether or not such a law is
adopted, most contlicts will probably
continue to be settled through medi-
ation. Chinese units and bureaucrats
generally resent civil lawsuits and
prefer to solve problems through the
intervention of higher authorities.

The bias against domestic
technology

These ongoing technology reforms
face a major hurdle in buyer's atti-
tudes. Although small rural enter-
prises are often eager to purchase
China’s latest technology, many
larger State-owned units are reluc-
tant to spend their money on domes-
tic technology, new or not. “People
stll do not understand the concept
of technology as a commodity,” a
vice director of the Science and
Technology Bureau of the Ministry
of Metallurgical Industry argues.
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“They want to receive new technol-
ogy gratis just like in the old days!™
Yet many Chinese managers exhibit
when

it comes to importing advanced tech-

high levels of “consciousness”
nology from abroad.

At least two factors contribute 1o
this prejudice. First, demand for
technology is largely dependent on
the ability of industrial units to raise
funds for technical transformation.
Previously, enterprises could use
their own funds to finance R&D, but
these efforts are being severely re-
stricted as the government attempts
to reduce excessive investment rates.
Few Chinese enterprises can afford
to spend more than 1 percent of their
output value on R&D—a meager
amount compared to the 5-10 per-
cent spent by firms in industralized
Even when they
approval to invest in R&D, the pri-

countries. receive
mary source of funds comes from the
State Economic which
apparently does not explicitly pursue
a policy of favoring indigenous

Commission,

sources of technology.

Second,
by a majority of Chinese R&D orga-
nizations still lack proven engineer-
ing development—a result of the
longstanding isolation of R&D from

the technologies offered

New Catalog

Post Office Box 37000
Washington, D.C. 20013
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Technicians analyzing laser-cut timber. New laser and infrared ray technology is being applied to
the machine-building, metallurgy, food, medicine, and timber processing industries in China.

the production sphere. Therefore,
purchasing domestic technology can
be risky; frequently, substantial
development costs must be added to
the budget, and many Chinese indus-
trial enterprises simply do not have
the personnel for such efforts.

The success of China's R&D re-
forms—and the survival of research
institutes—is coming to depend

KEEPUPINA
CHANGING
WORLD

Take advantage of the wealth of knowledge
available from your Government. The U.S.
Government Printing Office has produced a
new catalog. It tells about the most popular
books sold by the Government —nearly
1,000 in all. Books on agriculture, business,
children, diet, energy, health, history,
space, and much more. For a free

copy of this new catalog, write—

the
progress of economic reforms in the
Many Chi-
now keenly inter-

more and more on general

enterprises themselves.
nese scientists are
ested in the commercial applications
of their work, but whether industry
can make full use of this resource de-
pends on the availability of funds and
the degree of competition within

e

each industrial sector. 7T
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s the daily stresses of living

in China mount, many ex-

patriates turn to exercise

for relief—and most of the
options now open to them are also
available to the business traveler.
However you like your recreation—
as calm as putting on a practice
green, as laid back as a round of
bowling, or as vigorous as a game of
basketball or tennis—you can now
find facilities to practice your favor-
ite sport in Beijing.

Located primarily in the Western
hotels, these recreational facilities
are generally open to long-term resi-
dents and any foreign business trav-
cler—tor a fee, ol course (see table).
Hours of operation vary with the sea-
son and activity, so it is advisable to
call before you go.

But there are also ways to get exer-
cise without spending money. Ice
skating is a favorite pastime among
hoth Chinese and foreigners during
the winter months. And when the
ponds melt, rowboating becomes the
rage. Basketball and volleyball courts
can be found in parks, gyvmnasiums,
stadiums, and universities. All you
need is your own ball or to be invited
to join a game already in progress.

Joining the Hash House Harriers,
an international running group, is
one way 1o meet Beljing residents
while exercising. This group of ap-
proximately 40 runners goes out for
3-5 mile jogs every Sunday and in-
variably winds up at the pub in the
British Embassy. The people from
other countries you meet during the
run often pass on news about athletic
activities among other embassy
groups, such as an ad hoc soccer
league or baseball games.

Running is, of course, the most

Keith W. Strandberg, a Pennsylvania-
based free-lance writer and consultant
for companies doing business in Asia,
works out in Beijing whenever he can.
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Working Out in Beijing
Keith W. Strandberg

convenient athletic option, but to jog
in Beijing you must pay a price. Some
runners wear surgical masks to keep
from breathing the dust blown in
from the northern plains and the
noxious fumes let off during Beijing
trathe jams. And 1o escape the del-
uge of bicycles, buses, and cars, a
runner must rise before 6 a.m.

If you have the stamina, running
can be very rewarding. The business
traveler, often cooped up in meetings

or a taxicab all day, can get out to
explore the narrow back roads of the
city or the surrounding countryside.

OIF course, there is always tai ji
quan (shadow boxing) for those
whose tastes run to less strenuous ex-
ercise. Chinese practitioners of this
ancient martial art and health ritual
can be found in every park and on
almost any street. They won’t mind if
vou join in—as long as you stay at the
back of the pack.

Beijing Hotel

Dong Changan Avenue

Tel: 5005566

Facilities: Massage (¥35-¥45).

Changping Golf Course

Near Ming Tombs (located one hour's
drive from Beijing)

Tel: 331346

Cost: ¥250; rental golf clubs available.

Diaoyutai State Guest House

Sanlihe Rd., western Beijing

Tel: 868831

Facilities: swimming pool, fitness cen-
Ler, sauna, massage, tennis.

Hotel guests only.

Fragrant Hills Hotel

Haidian District

Tel: 285491

Facilities: fitness center (¥8), outdoor
swimming pool (¥8), sauna (¥8).

The Friendship Hotel

Baishigiao Road

Tel: 890621

Facilities: tennis (free with foreign
passport), outdoor swimming pool
(¥5), indoor basketball (¥5).

Great Wall Sheraton Hotel

North Donghuan Rd.

Tel: 5005566 x2251

Facilities: tennis courts (¥34/hour),
indoor swimming pool (¥12), fitness
center (¥18), sauna (¥18), basketball
court in rear.

The International Club
11 Ritan Road, Jianguomenwai

SOME RECREATIONAL FACILITIES IN BEIJING

Tel: 522144

Facilities: Outdoor swimming pool
(¥4), tennis courts (¥30-¥50/hour),
table tennis (¥6 /hour), billiards.

Jianguo Hotel

Jianguomenwai Avenue

Tel: 5002233

Facilities: indoor swimming pool.
Hotel guests only.

Jinglun (Beijing-Toronto) Hotel

3 Jianguomenwai Avenue

Tel: 5002266

Facilities: indoor swimming pool (¥5),
sauna (¥5), massage (¥20-40).

Lido Holiday Inn

Jichang Rd. and Jiangtai Rd.

Tel: 5006688 (bowling, x3805)
Facilities: Bowling (¥6/set), indoor
swimming pool (¥12), fitness center
(¥12, but free if swimming); golf,
squash, and racquetball facilities to
open May 1987,

Shangri-La Hotel

29 Zizhuyuan Road

Tel: 8021122

Facilities: fitness center (¥10), sauna
(¥10), solarium (¥20), massage (¥45),
indoor swimming pool (free for hotel
guests, ¥10 for others).

Xiyuan Hotel

Erligou, Xijiao

Tel: 890721

Facilities: swimming pool (¥5), sauna
(¥10), fitness center.
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CHINA BUSINESS

Betsy Saik

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.

For the most part, the accuracy of these reports is not independently confirmed by The CBR.

National Council member firms can contact the library to obtain a copy of news sources and other available background information
firms concerning the business arrangements appearing below. Moreover, 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 at the National Council for US—China Trade.

&K
¥4 b

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH MARCH 31

Product/Value/
Date Reported

Agricultural Commodities

(Peru)

CT: Signed agreement to supply 50,000
tonnes of fish meal in exchange for 100,000
tonnes of rice, 11/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

Iprochim (Romania)

Lummus Crest Inc., subs.
of Combustion Engineer-
ing Inc. (US)/SINOPEC In-
ternational

OLEF and Co.
Handelgesellschaft and
two other firms (FRG)/
Shanghai No. 2 Beilei
Plastics Factory

SinoKellogg Engineering
Co. (Sino-US joint ven-

Constructing 204 TPD phosphoric acid
plant and 465 TPY DAP plant in Tongling.
10/86.

Signed contract for 10,000 TPY
ethylbenzene expansion project in Shang-
hai. 12/86.

Put into operation line producing 250 plas-
tic bags per minute. $538,184 (DM1 mil-
lion). 12/86.

Signed two contracts: to provide 60,000
TPY linear low-density polyethylene facility

ture) at the Lanzhou Chemical Industry Co. and
to modernize 1,000 TPD ammonia plant at
the Dong Ting Nitrogen Fertilizer Complex
in Yueyang, Hunan. $75 million. 12/86.

Chisso Engineering Co. Signed agreement to build 10,000 TPY pro-

Ltd. (Japan)/CITIC

pylene oxide plant at Zibo, Shandong. 1/87.

NA = Not available.

NOTES: Contracts denominated in foreign currencies are converted into US dollars at
the most recent monthly average rate quoted in International Financial Statistics
(IMF). Contracts concluded over two months ago are also included if they were not
reported in the last issue of The CBR. Leasing (LEAS), Licensing (LIC), Compensation
(CT), and Assembling (ASSEM) deals are now included in the “China’s Imports’ sec-
tion.

KEY: CAAC: Civil Aviation Administration of China; CAIEC: China National Automtive

Industry Import-Export Corp.; CCTV: China Central Television; CEIEC: China Electron-

ics Import-Export Corp.; CEROILFOODS: China Natinal Cereals, Oil, and Foodstuffs
Import-Export Corp.; CHINATEX: China National Textiles Import-Export Corp.; CITIC:
China International Trust and Investment Corp.; CITS: China International Travel Ser-
vice; CNCCC: China National Chemical Construction Co.; CNOOC: China National
Offshore Qil Corp.; CNTIC: China National Technical Import Corp.; COSCO: China
Ocean Shipping Co.; CPIC: China National Corporation of Pharmaceutical Economic
and Technical International Cooperation; ICBC: Industrial and Commercial Bank of
China; INSTRIMPEX: China National Instruments Import-Export Corp.; ITIC: Interna-
tional Trust and Investment Corp.; MACHIMPEX: China National Machinery Import-
Export Corp.; MEI: Ministry of Electronics Industry; MLI: Ministry of Light Industry;
MPT: Ministry of Posts and Telecommunications; NDSTIC: National Defense, Science,
Technology, and Industry Commission; SINOCHEM: China National Chemicals Im-
port-Export Corp.; SINOPEC: China National Petrochemical Corp.; SINOTRANS:
China National Foreign Trade Transportation Corp.; SPC: State Planning Commission
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Leipzig-Grimma Chemi-
cal Plant Construction
Combine and Schwarze
Pumpe Gas Combine
(GDR)/Harbin

Occidental Chemical
Corp., subs. of Occi-
dental Petroleum Corp.
(US)/eNece

Singapore subsidiaries of
Royal Dutch/Shell
Group, Bxxon Corp., and
Mobil Corp./SINOCHEM

Speichim SA and Rhone-
Poulenc SA (France)/Liao-
yang Petrochemical
Complex, Liaoning

Chemicals (Agricultural)

Kuwait Petrochemical In-
dustries Co.

SinoKellogg Engineering
Co. (Sino-US joint ven-
ture)

(Canada)

Cros SA (Spain)

Dragados y
Construcciones SA
(Spain)/Sino-Arab Chemi-
cal Fertilizer Co. (Kuwait-
Tunisia-China joint ven-
ture)

Signed agreement to supply technology and
major equipment for new compressed gas
works. 1/87.

LIC: Signed agreement to supply technology
to modernize polyvinyl chloride (suspension
resin) plant in Wuxi, Jiangsu. 1/87.

Signed agreement to process 30,000 bpd;
15,000 bpd-20,000 bpd; and 35,000 bpd of
crude oil respectively in 1987. 1/87.

Signed contract to build phosphoric acid
unit. 2/87.

Signed two contracts to supply fertilizer and
400,000 tonnes of urea. 11/86.

Signed two contracts: to provide 60,000
TPY linear low-density polyethylene facility
at the Lanzhou Chemical Industry Co. and
to modernize 1,000 TPD ammonia plant at
the Dong Ting Nitrogen Fertilizer Complex
in Yueyang, Hunan. $75 million. 12/86.

Will supply 500,000 tonnes of potash for
fertilizer. $42 million. 1/87.

LIC: Will supply technology and manufac-
turing licenses for new fertilizer plant in
Hebei. 1/87.

Signed agreement to build 1,600 TPD di-
ammonium phosphate and 2,000 TPD com-
plex fertilizer plant in Qinhuangdao. $40
million. 1/87.

Construction Materials and Equipment

Indeco Engineers, subs.
of MND Holdings Group
(Singapore)/China World
Trade Center (under con-
struction in Beijing)

Consumer Goods

Therapedic International
(US)/Yugang Furniture
and Engineering Co. Ltd.
in Zhengzhou, Henan

THORN EMI Plc and GEC
Osram Glass Bulbs (UK)/
Rongcheng Glass Factory,
Shandong

Awarded mechanical and electrical contract
to supply and install intake substation, fire-
alarm and fire-protection equipment, air-
conditioning and heating system, two build-
ing automation systems, and water and
drainage systems. $60 million. 11/86.

LIC: Signed agreement to set up factory to
produce 100,000 mattresses annually.
12/86.

Will supply and maintain equipment for
wine glass production line including three
glass-blowing machines, a stem-stretching
machine, and a burn-off machine. $1.9 mil-
lion (HK$14.5 million). 1/87.
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Electronics and Electrical Equipment

Japex Inc. (Japan)/
MACHIMPEX

Penfield, Inc. (US)/Beijing
No. 2 Semiconductor De-
vice Factory and
SINOTRANS

Toshiba Corp. (Japan)/
Fuzhou, Fujian

ANT Nachrichtentechnik
GmbH (FRG)/Xinhua
News Agency

Digital Equipment Corp.
(US)/State Education
Commission

Fox Research Inc. (US)/
Beijing Polytechnic Insti-
tute

IBM China Corp. (US)/
State Education Commis-
sion

MacCaddy Ltd. (HK)/
China Star Technology
and Investment Corp.,
affiliate of NDSTIC

NEC Corp. (Japan)/Chi-
nese Academy of Sci-
ences

Sun Hung Kai Securities
Ltd. (HK)/State Education
Commission

Fujitsu Ltd. (Japan)/
Huadong Shifan Daxue
(East China Teachers’
College), Shanghai

Hitachi Ltd. (Japan)/two
Shanghai companies

IBM China Corp. (US)/
Hangzhou Institute of Fi-
nancial Management of
1ICBC

Matsushita Electronics
Corp. (Japan)/Dandong,
Liaoning

MITI (Japan)/SPC

Nisshin Electric Construc-
tion Co. Ltd. (Japan)/East
China Electric Industry
Bureau, Shanghai

Western Library Network
{US)/National Library of
China

Electronics (Consumer)
Nippon Ferrite (Japan)/
Beijing No. 7 Radio and
Television Parts Factory

NV Philips (Netherlands)/
Nanjing

Fujitsu Ltd. (Japan)/
Chongging Refrigerator
Plant, Fuzhou TV Factory
in Fujian, and Foshan Ra-
dio Factory in
Guangdong
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Concluded sales agency contract for
electrodischarge machines. 11/86.

Shipped sixth reverse osmosis water puri-
fication system for semiconductor manufac-
turing applications. 11/86.

Put into operation fluorescent lamp line
producing 3 million lamps annually. $5.1
million. 11/86.

Received orders to supply and install com-
puter systems for processing, storing, and
distributing news reports in Xinhua's head
offices in Beijing and Shanghai; and to in-
stall central computer system and 43 bilin-
gual workstations for English and Russian in
Beijing international newsroom. 12/86.

Signed contract to supply computer system
for World Bank-supported Provincial Uni-
versities Project. $5.4 million. 12/86.

LIC: Signed contract to manufacture com-
puter boards and translate database. 12/86.

Signed contract to supply computer equip-
ment for World Bank-supported Second
Universities Development Project. $1.1 mil-
lion. 12/86.

Supplied computerized fire detection sys-
tem including monitors, alarms, fire control
gas, and protective devices for computer
center of Geophysical Research Institute
near Beijing. 12/86.

Agreed to jointly develop Chinese-language
keyboard and accompanying software.
12/86.

Signed contract to supply computer equip-
ment for World Bank-supported Provincial
Universities project. $3.1 million. 12/86.

Signed memoranda of understanding to co-
operate in developing software for scientific
computations. 1/87.

LIC: Reached 5-year agreement for linear I1C
assembly and testing technology. $12.9 mil-
lion (J¥2 billion). 1/87.

Supplied computer system. 1/87.

Awarded contract to supply semiconductor
manufacturing technology and related facili-
ties. $2.6 million (J¥400 million). 1/87.

Will develop data base for economic in-
formation. 1/87.

Received order for 11 shunt reactors (pay-
ment with IBRD loan). $107.5 million (¥400
million). 1/87.

Signed agreement to supply software for
computerized card catalog system. 1/87.

Supplied equipment and technology to pro-
duce color TV set coils. 11/86.

Signed letter of intent to provide equipment
and technology for color TV tube plant to
produce 1.5 million tubes annually. $95.4
million (NG200 million). 12/86.

Will produce refrigerators and color TVs for
export. 1/87.

Nippon Electric Glass Co.
Ltd. and Sumitomo Corp.
(Japan)/CElEC and China
Electronics Leasing Co.
Ltd.

The Singer Co. (US)/
Ningxia Islamic ITIC,
Shizuishan Municipal
Foreign Economic Rela-
tions and Trade Commis-
sion of Ningxia Hui
Autonomous Region, and
Ningxia Nonferrous Met-
als Smeltery

Singer-Nikko Co. (Japan)/
amc and Shanghai No. 1
Sewing Machine Factory

TBS Development Co.,
(Japan)/China Interna-
tional Television Corp.

CT: Signed contract to build glassworks in
Anyang, Henan to produce 4.6 million color
picture tubes annually, including supplying
equipment, technology, and technical guid-
ance. $62 million. 1/87.

Signed agreement to supply tantalum elec-
trolytic condenser production line, $13.9
million (¥29.28 million plus $5.99 million for
purchase of technology and equipment).
1/87.

Concluded contract to supply manufactur-
ing technology and equipment and tech-
nical guidance, to cooperate on manufac-
turing sewing machines for home use, and
to develop new type of sewing machine.
1/87.

Will establish videocassette rental service.
1/87.

Finance, Leasing, and Insurance

Copenhagen
Handelsbank A/S (Den-
mark)/ICBC

The Nippon Credit Bank
Ltd. (Japan)/China Invest-
ment Bank

Signed agreement to exchange business in-
formation and employees. 12/86.

Concluded business cooperation agree-
ment. 1/87.

Food Processing and Food Service

Nippon Reizo KK (Japan)/
CEROILFOODS and
Aquatic Products Freez-
ing Plant in Tangshan,
Hebei

NA (Denmark)/
Heilongjiang Sugar Co.
and Hailun Sugar Plant

C. Itoh & Co. Ltd. (Ja-
pan)/Rudong County,
Jiangsu

MacBeth Engineering
Corp. and Wego Chemi-
cal and Mineral Corp.
(US)/CNTIC

Nora Industrier A/S (Nor-
way)/Beijing Five Star
Brewery

Verenigde Machine-
fabrieken Stork NV
(Netherlands)/Beijing

(Austria) and (Sweden)/
Yongkang Foodstuff Fac-
tory in Hefei, Anhui

Will supply prawn freezing plant. 11/86.

Signed contract to supply 3,000 TPD sugar
plant. $17 million. 12/86.

CT: Put into operation 2,000 TPY frozen
vegetable production line. 12/86.

Supplied potato chip production lines to
Potato Chip Researching Center in Enshi
(Hubei) and plants in Hohhot (Inner Mon-
golia) and Taiyuan (Shanxi). 12/86.

Signed contract to brew alcohol-free beer.
$418,293 (NK3 million). 12/86.

Signed contract to supply 250,000 TPD
dairy product processing plant. 12/86.

Installed equipment for edible oil refining
facility to process 60,000 tonnes of rape-
seed oil and 20,000 tonnes of refined oil an-
nually. $8.9 million (¥33 million). 1/87.

Machine Tools and Machinery

Transamerica Delaval,
Inc. (US)/CNCEC

Century Machine Inc.
(Us)

Nokia Corp. (Finland)/
Beijing No. 5 Rubber Fac-
tory

BSP International Foun-
dations Ltd. (UK)/Ministry
of Communications and
Third Navigation Bureau

Cutting Machinery (UK)/
Fuxin Rubber Plant, Liao-
ning

Feldmuehle AG (FRG)/
Jiangsu

Signed contract to supply synthetic gas top-
ping turbine internal, two air trains, HP
compressor, and spare parts for World
Bank-supported Fertilizer Rehabilitation
Project. $2.1 million. 10/86.

Will supply horizontal honing equipment.
$95,000. 11/86.

Installed PVC boot injection molding line to
produce 1 million pairs of boots annually.
11/86.

Awarded contract to supply 30-tonne hy-
draulic piling hammer. $602,520 (£400,000).
12/86.

Received order for machine to manufacture
heavy duty conveyor belts. $376,575
(£250,000). 12/86.

Will supply used paper machine. 12/86.
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Foseco International Ltd.,
subs. of Foseco Minsep
Plc (UK)/Qinhuangdao
Refractories Plant

Lentjes AG (FRG)

Rautomead (UK)/China
National Metallurgical
Products Import-Export
Corp.

Thermo Process Systems
Inc. (US)/CAIEC

Japan Servo Co. Ltd. (Ja-
pan)/Changzhou Electri-
cal Machinery and Instru-
ment Factory, Jiangsu

Signed contract to transfer technology and
supply specialized equipment to manufac-
ture insulating boards for Chinese steel-
works. $1.7 million (£1.16 million). 12/86.

Signed agreement to cooperate in industrial
plant and pipeline construction. 12/86.

Awarded contract to supply continuous
casting machine. $301,260 (£200,000).
12/86.

Awarded contract to supply gear processing
equipment. $1.2 million. 12/86.

Will supply plant to manufacture 500,000
stepping motors annually. 1/87.

Metals, Minerals, and Processing Technology

Sumitomo Metal Indus-
tries Ltd. (Japan)/Anyang
Steel Corp. and
Dashigiao Brick Factory

ADE Corp. (US)/Shanghai
Smelter No. 2

Schmutz Manufacturing
Co. (US)

BNF Metals Technology
Center (UK)/Beijing Re-
search Institute for Min-
ing and Metallurgy and
copper refinery at
Zhuzhou, Hunan

Nippon Kinzoku Co. Ltd,
(Japan)/transformer man-
ufacturing plants in Xi‘an,
Baoji, Fuyang, and
Chengdu

Nisshin Steel Co. Ltd. (Ja-
pan)/China National Met-
allurgical Products Im-
port-Export Corp. and
Taiyuan lron & Steel Co.

Kaiser Engineers and
Constructors, Inc. (US)/
CNTIC and Baogang Iron
and Steel Complex,
Baoshan

Military Equipment
GEC Avionics Ltd. (UK)/
CATIC

Department of Defense
(US)

Mining Equipment

Kolmex (Poland)/
MACHIMPEX

Packaging Materials

Kirin Brewery (Japan)/
MLI, China National Light
Industrial Machinery
Corp., and Guanghua
Glass Factory in Wukou,
Anhui

Black Clawson Interna-
tional (UK)

Fried, Krupp GmbH (FRG)

Chuo Kagaku (Japan)/
Beijing Municipal Gov-
ernment and China Rail-
way Administration

Will supply equipment and technology to
manufacture refractory materials for revoly-
ing furnaces and assist in improving electric
furnace operation. 11/86.

Shipped two silicon sorters. 12/86.

Signed contract to supply aluminum-pro-
cessing machinery. $1 million. 12/86.

Will modernize refinery. 1/87.

Supplied 0.03-mm silicon steel sheet. 1/87.

Signed contract to provide expertise and
technology for 3% years to improve produc-
tion of cold-rolled stainless steel plates.
1/87.

Awarded project to design and supply com-
puter-aided heating control system for met-
allurgical coke oven facility. 2/87.

Signed contract to supply electronics to
modernize 100 Jian-7 fighter aircraft. $100
million. 12/86.

Will supply radio and radar equipment. $62
million. 1/87.

Signed contract to supply 1,700 open coal
wagons and transport steering stands. $77.1
million (SwF120 million). 1/87.

Will supply portion of bottle-manufacturing
plant and supplementary technology.
$323,666 (¥50 million). 11/86.

Signed contract to supply process line to
convert bamboo into packaging material.
$4.5 million (£3 million). 12/86.

Awarded contract to supply three can man-
ufacturing plants. $5.4 million (DM10 mil-
lion). 12/86.

Wwill cooperate in manufacturing polystyrol
foam food containers. $400 million. 1/87.
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Petroleum, Natural Gas, and Related Equipment

Geolograph-Pioneer, Inc.
(US)/Xinjiang, Liaohe,
Dagang, and Sichuan
Oilfields

Fluor Corp. (US)/Port of
Dalian
Pharmaceuticals

Nippon Zoki Pharma-
ceuticals Corp. (Japan)/
CNTIC

Ports

ICH Coland NV (Nether-
lands)/Yantai Port,
Shandong

Power Plants and Equipment

Balfour Beatty Ltd., subs.
of BICC Plc (UK)/
Yueyang, Hunan

Antona (UK)/Guangdong

Eb Nera, part of Elektrisk
Bureau, which is subs. of
Investa, A/S (Norway)/
Guangdong General
Power Co.

State of Washington Ex-
port-Assistance Center
and Ederer Inc. (US)

Weir Pumps Ltd., subs. of
The Weir Group Plc, and
GEC Turbine Generator
Services Ltd. (UK)/
Guangdong Nuclear
Power Joint Venture Co.

Completed first of four scheduled ship-
ments of solids control equipment for oil
well drilling. 12/86.

Will supply components and equipment for
gas plant. 1/87.

Signed contract to supply plant to manufac-
ture blood products such as gamma-
globulin, blood plasma, and albumin in
Shanghai. $19.4 million (}¥3 billion). 1/87.

Provided technology to build screw dredger
for port expansion project. 12/86.

Negotiating for 350-mw coal-fired power
station. 10/86.

Received order for steam components for
new nuclear power station. $4.5 million (£3
million). 12/86.

Awarded contract to supply radio transmis-
sion line equipment, $5.6 million (NK40 mil-
lion). 12/86.

Arranged Export-Import Bank guarantee for
sale of cableway system to be used in con-
struction of Yantan hydroelectric project.
$1.75 million. 12/86.

Signed letter of intent to supply six tandem
reactor feed pumpsets for Daya Bay Nuclear
Power Station. 12/86.

Printing Equipment, Publishing, and Broadcasting

20th Century Fox (US)/
CCtv

Baker & Taylor (US)/State
Education Commission

Paramount Pictures, subs.
of Gulf & Western Indus-
tries Inc. and Universal
Pictures, subs. of MCA
Inc. (US)/cCTv

Property Development

Holiday Inns Inc. (US)/
Guilin and Dalian

Mainland Investors (Sin-
gapore)/Shanghai Jinjiang
Holding Corp.

The Sheraton Corp. (US)/
Guilin National Palace
Hotel Co., Guangxi

The Sheraton Corp. (US)/
Yanyuan International
Hotel

Tian An Hotels Interna-
tional Ltd. (Sino-US joint
venture)

Scientific Instruments

Uniphase Corp. (US)/
Beijing Scientific Instru-
ment Factory

Shipping
Offshore Marine Engi-
neering Ltd. (UK)/CNOOC

Barter: Will provide 52 features with six
minutes for international sale in each and
cCTv will air one feature per week. 12/86.

Signed agreement to supply books for uni-
versities, 1/87.

Agreed to supply 100 hours of television
shows in return for advertising time. 2/87.

Signed contracts to manage Guilin Hotel
and Dalian Hotel. 1/87.

Awarded contract to build Jinjiang Manda-
rin Hotel in Shanghai. $43.7 million (5594
million). 1/87.

Signed management agreement to operate
567-room Sheraton National Palace Hotel
to open in 1989. $40 million. 1/87.

Signed contract to manage Sheraton Tianjin
Hotel. 2/87.

Signed contract to manage Bell Tower Ho-
tel in Xi‘an. 2/87.

Signed contract to transfer portion of he-
lium-neon laser technology, including pro-
duction equipment and component parts.
$1 million. 12/86.

Signed contract to install saturation diving
system aboard diving support vessel in
Shanghai. $1.5 million (£1 million). 11/86.
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Marinteknik Shipbuilders
(Singapore), part of
Marinteknik Verkstads
(Sweden)

Koninklijke Nedlloyd
Groep NV (Netherlands)/
COsCo

Telecommunications
Fujitsu Ltd. (Japan)/CNTIC

NEC Corp. (Japan)

(Iran)/Great Wall Industry
Corp.

Dominion Video Satellite,
Inc. (US)/Great Wall In-
dustry Corp.

Furukawa Electric Co.
Ltd., Oki Electric Industry
Co. Ltd, and Anritsu
Corp. (Japan); and Case
Communications Ltd.
(UK)/Ministry of Railroads

BellSouth International
(US)/Shanghai Center

Cable and Wireless Plc
(UK)/Guangdong Posts
and Telecommunications
Administration

International Telecom-
munications Satellite Or-
ganization (US), subs. of
Cable and Wireless Plc
(UK)

KDD (Japan)/MPT

Nokia Corp. (Finland)/
Dagqing oilfields

Nokia Corp. (Finland) and
Standard Electrik Lorenz
AG (FRG)/Ministry of
Railroads

Awarded contract to build catamaran units,
12/86.

Signed service contract for 160 vessels.
1/87.

Will supply 70,000 circuit electronic switch-
board. 11/86.

Will supply 40,000-circuit electronic switch-
boards to Tianjin and Guangzhou. 11/86.

Signed letter of intent to launch communi-
cations satellite on Long March 111. 12/86.

Signed agreement to launch direct-broad-
cast satellite before December 1987 and a
second before March 1988. 12/86.

Signed contracts to provide telecommuni-
cations to equip Datong (Shanxi)-
Qinhuangdao (Hebei) railway. 12/86.

Signed 18-year contract to provide voice
and data communications equipment and
services. 1/87.

Signed agreement to develop mobile radio
telephone and paging services in
Guangdong. 1/87.

Will supply satellite repeater to improve
communications for rural areas. 1/87.

Will provide 2,000 telex terminals and four
echo suppressors at no cost. 1/87.

Received order to supply telecommunica-
tions network including digital switching
system for fixed and mobile subscribers.
1/87.

Signed two contracts to supply telephone
switching, facsimile, and optical fiber sys-
tems for Datong (Shanxi)-Qinhuangdao
(Hebei) railway. $7 million. 1/87.

Textiles and Textile Plants and Equipment

Sumitomo Bank,
Sumitomo Corp., and a
garment company (Ja-
pan)/Qingdao Textiles
Joint Import-Export Corp.
and Qingdao No. 7 Knit-
wear Mill

Hua Shek Co. (US)/
Xinghua Garment Manu-
facturing Factory (Tianjin)
and Tianjin Branch of
CHINATEX

Sir James Farmer Norton
(International) (UK)

Will supply 20 knitting machines, one fash-
ion processing equipment set, and 100 sew-
ing machines to set up T-shirt assembly line
to process 4 million shirts annually. 11/86.

Signed contract to provide managerial skills
and expatriate managers 1o supervise oper-
ation of two factories. 12/86.

Awarded contract to supply range of textile
machinery including rotary screen printing
machine. 12/86.

Transportation and Transportation Equipment

(US)

Metro Canadian Interna-
tional Ltd. (Lavalin Inc.
and Urban Transporta-
tion Development Corp.
joint venture) (Canada)/
Beijing Subway Authority
and Xiangtan Electric
Manufacturing Works
(XEMW)
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Signed accord to exchange information on
railway science and technology and to work
together on railroad projects over next five
years. 12/86.

Signed agreement to study Beijing’s transit
system and plan ring-type subway with four
branch lines; will cooperate with XEMW to
produce rolling stock for project. 12/86.

Sicma Aero Seat (France)

Volvo AB (Sweden)/
Shanghai

Apollo Services, Inc. and
United Airlines, units of
UAL Inc. (US)/CITS,
Beijing

Boeing Commercial Air-
plane Co., unit of Boeing
Co. (US) and Rolls-Royce
(UK)/Guangzhou Branch
of CAAC

Pratt & Whitney, subs. of
United Technologies
Corp. (US)/CAAC

Racal-Milgo (US) and Ca-
ble & Wireless Systems
Ltd. (HK)/CAAC

Verson International Ltd.
and Verson Wilkins (UK)/
Shanghai

Miscellaneous

Southern Illinois Univer-
sity (US)/Hangzhou
Teachers College

Awarded contract to supply seats for Airbus
aircraft. $500,460 (FF3.10 million). 12/86.

Will provide consultancy services and
know-how to set up public transport net-
work, $605,923 (SK4 million). 12/86.

Signed three contracts including supply of

computerized reservation services and sell-
ing of United's tickets in China (subject to

Chinese regulatory approval). 1/87.

Received order for three 757 jetliners. $125
million. 1/87.

Received contract for 16 engines and un-
specified number of spares for use in Boeing
767 and 747 aircraft. $100 million. 1/87.

Signed contract to supply and install com-
puterized airlines reservation system net-
work. $423,000. 1/87.

Will supply presses, provide overall engi-
neering design, and make all critical internal
components to produce 100,000 cars annu-
ally. 1/87.

Signed formal agreement for 5-year pro-
gram of scholarly exchanges. 11/86.

% B
¥§ o

Foreign Party/
Chinese Party

JOINT VENTURES AND DIRECT
INVESTMENT THROUGH MARCH 31

Arrangement/Value/
Date Reported

Agricultural Technology

International Rice Bran
Industries Ltd, (US)

Signed six joint venture agreements to sup-
ply technology for producing food products
from rice bran. 11/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

Loctite Corp. (US)/a
Shandong Province co.

S.C. Johnson and Son,
Inc. (US)/a Shanghai
chemical plant

Consumer Goods

NA (Japan)/Liyuan Town-
ship Industrial Co., Wuxi

NA (US)/a social welfare
shoe factory in Jinan,
Shandong

Herald Metal and Plastic
Works (HK)/Shanghai No.
1 Aluminum Product Fac-
tory, Shanghai Minhang
United Development Co.,
and Shanghai Kailong In-
vestment and Develop-
ment Co.

Maes International NV
(Belgium)/Dalian

Sunstar Inc. and ADI (Ja-
pan) and Shuihua Enter-
prises Development (HK)/
Baiyunshan Pharmaceuti-
cal Corp.

Signed joint venture agreement including
manufacturing, technical services, sales, and
marketing for sealants and adhesives. 11/86.

Scheduled to sign agreement establishing
joint venture enterprise to produce shoe
polish, wax products, insecticides, and cos-
metics. $8 million, 2/87.

Put into operation 15-year joint venture to
produce photo albums, wrapping paper,
and printed plastic paper. $2.7 million (¥10
million). (50-50). 1/87.

Signed contract to establish joint venture to
produce 1 million pairs of womens’ leather
shoes annually. 1/87.

Signed contract establishing Herald Metal
Products Co. to produce aluminum nonstick
cookware. $1.3 million (HK$10 million).
(HK:51%-PRC:49%). 1/87.

Set up joint venture to produce kitchen-
ware. 1/87.

Signed agreement establishing Rixing
Baiyunshan Co. Ltd. to produce cosmetics
and toiletries including medicinal skin-pro-
tection products. $3 million. 1/87.
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S.C. Johnson & Son, Inc.
(US)/a Shanghai chemical
plant

Scheduled to sign agreement establishing
joint venture enterprise to produce shoe
polish, wax products, insecticides, and cos-
metics. $8 million. 2/87.

Electronics and Electrical Equipment

Kollmorgen Co. and
Dijoh Co. (US)/Shanghai
Instruments and Meters
Factory and Shanghai
Computer Development
Corp.

NV Philips (Netherlands)/
Nanjing, Jiangsu

Carrier China Ltd., subs.
of Carrier Corp., subs. of
United Technologies
Corp. (US)/Shanghai First
Refrigerating Machinery
Works

Carrier China Ltd. Tech-
nologies Corp., subs. of
Carrier Corp., subs. of
United Technologies
Corp. (US)/Shanghai Me-
chanical, Electrical, and
Industrial Investment
Corp.

Digital Equipment Corp.
(US)/INSTRIMPEX

Electronics (Consumer)

NA (HK)/Ningxia Islamic
IMC and Shenzhen Gen-
eral Corp. of Culture and
Education Enterprises

Signed 15-year contract establishing Delta
Electric Circuit Co. to produce 50,000
square meters of standard printed circuits
annually as well as solder-mask and anti-
corrosive printing inks. 12/86.

Signed letter of intent to establish joint ven-
ture to build plant to produce 1.5 million TV
tubes annually. $95.4 million (NG200 mil-
lion—for equipment and know-how).
(NETH:30%-PRC:70%). 12/86.

Established 30-year joint venture Shanghai
Hezhong-Carrier to produce semi-hermetic
compressors, reciprocating chillers, and
centrifugal chillers, Total investment in two
Carrier ventures (see below): $18.3 million
(¥68 million). 2/87.

Established Shanghai Tong Hui-Carrier Air
Conditioning Equipment Co. Ltd. 30-year
joint venture to manufacture, market, and
service air handlers and air terminals for
heating and cooling. Total investment in two
Carrier ventures (see above): $18.3 million.
(¥68 million). 2/87.

Signed agreement establishing DEC Beijing
Service Center to provide computer mainte-
nance and training. 2/87.

Established joint venture to produce video
tapes in Shenzhen sgz. $1.6 million.
(HK:25%-NIITIC:61%-SGCCEE:14%). 1/87.

Finance, Leasing, and Insurance

Islamic Bank (Egypt)/
Ningxia Hui Autonomous
Region

Put into operation 50-year joint venture
China Ningxia-Islam International Invest-
ment Co. to conduct financial business ac-
tivities in and outside China. $40 million in-
vestment for Phase-I. Registered capital:
$120 million. (50-50). 1/87.

Food Processing and Food Service

Gerber Products Co. (US)

Leyland Ltd. (HK)/China
Electronic Kitchenware
Corp. Ltd.

Marubeni Corp., Nitto
Food Manufacturing Co.,
and Toa Shokuhin
Kaihatsu Co. (Japan)/a
Chinese research institute

Suez Asia Development
Capital and Pernod-
Ricard SA (France) and
Caldbecks Macgregor
(UK)/Beijing Winery and
China Incomic Develop-
ment Corp.

Suntory Ltd. and Toko
Inc. (Japan)/CAAC and
Cmc

TME Resources Inc. and
OFFA International (US)

Negotiating contract to establish baby food
joint venture in Beijing. 12/86.

Put into operation Huali Food Corp. Ltd. in
Shenzhen SEZ to produce 45 million tonnes
of ham annually. 12/86.

Will establish joint venture to produce
konnyaku (food made from ground-up root
of devil's tongue plant) in Chonggqing,
Sichuan. $1 million. (MC:37.5%-
NFMC:10%-TSK:2.5%-PRC:50%). 1/87.

Signed 14-year contract establishing Beijing
Friendship Winery Co. Ltd. to produce 600
TPY of various wines. $967,196 (¥3.6 mil-
lion). 1/87.

Established 12-year joint venture Beijing Air-
port Dining Service Corp. $1.9 million (¥7
million). (S:20%-TC:20%-CAAC:50%--
CITIC:10%). 1/87.

Negotiating letters of intent to establish
joint venture restaurants. 2/87.

Machine Tools and Machinery

Cord Turbo-Blowers Ltd.
(Canada)/Shenyang
Blower Works

Trasko Corp. (Japan)/
Qingdao Economic
Development Corp.

Signed joint venture agreement to manufac-
ture blowers for sewage treatment. 11/86.

Established Trasko China to produce
100,000 internal combustion engine filters
annually. Capital: $2 million. 1/87.
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Keytech Co. Inc. (US)/
Chengdu Seamless Steel
Tube Plant and Deyang
No. 2 Heavy Machine
Manufacturer, Sichuan

Established Hua Mei Steel Tube Engineering
Corp. to produce steel tube equipment and
offer other services related to steel tube in-
dustry. 2/87.

Medical Equipment and Devices

International Hydron
(US)/Tongji Medical Uni-
versity, Wuhan

Military Equipment
Australian Aircraft Con-
sortium Ltd.

Established joint venture to sell soft lenses
and solutions. (50-50). 12/86.

Negotiating contract to purchase and co-
produce turboprop trainers. $4 billion.
12/86.

Minerals and Metals, and Processing Technology

GEC Industrial Controls
Ltd. (UK)/China Metallur-
gical Construction Corp.
and Ma’anshan Iron and
Steel Design and Re-
search Institute, Anhui

Leybold-Heraeus GmbH
(FRC)/INSTRIMPEX and
Technology Populariza-
tion Division of Beijing
Iron and Steel Research
Institute

National Research Insti-
tute for Metals (Japan)/
Beijing Steel Academy

New Energy Develop-
ment Organization (Ja-
pan)/Ministry of Coal In-
dustry

Signed agreement to open joint technical
department. 10/86.

Opened INSTRIMPEX-Leybold Heraeus Ser-
vice Center to provide installation, adjust-
ment, and maintenance of instruments and
personnel training for iron and steel busi-
ness. 1/87.

Will jointly develop iron ore reserves to pro-
duce gallium, chromium, nickel, and cobalt
including construction of steel mill to pro-
duce 1 million TPY of crude steel and 30
million TPY of gallium. 1/87.

Will jointly investigate coal resources in
Shandong Province. 1/87.

Petroleum, Natural Gas, and Related Equipment

Kawasaki Heavy Indus-
tries Ltd. (Japan)/Fushun,
Liaoning

Pharmaceuticals

CIBA-Geigy AB (Switzer-
land)/Beijing General
Pharmaceuticals Corp.

Warner-Lambert Co.
(US)/cPIC

Signed 5-year contract to jointly produce
steam generators for oil recovery, 2/87.

Will establish joint venture plant to produce
cardiovascular, infection-fighting, and anti-
rheumatism products. $11.6 million (SF18
million). 1/87.

Began construction of gelatin capsule plant
in Suzhou to produce empty hard gelatin
capsules. $14 million. 1/87.

Power Plants and Equipment

Huatian Co. (Sino-Japa-
nese joint venture)/
CNTIC, Fujian Provincial
Electric Power Bureau,
and Fujian Huafu Interna-
tional Tendering Co.

Huangpu Co. Ltd. and
Hong Kong Electric Lamp
Co. Ltd., subs. of Li
Jiacheng Group (HK)/
Wuxi

Signed final contract for 1.4 million kw
Shuikou hydroelectric station. $147 million
(¥550 million). 12/86.

Established joint venture to build 2.4 million
kw power plant. (HK:40%-PRC:60%). 1/87.

Printing Equipment, Publishing, and Broadcasting

Intercontinental Publish-
ing Corp. (HK)/China Na-
tional Publishing Industry
Trading Co.

Parry China Development
Corp., subs. of Parry Cor-
poration, and ICOM Ltd.
(Australia); and COMSAT
(Usy/ccrv and
INSTRIMPEX

Xerox Corp. (US)/China
Computer Systems Engi-
neering Corp., unit of MEI

Established joint venture to produce book
on the history of the Long March and a view
of life along Long March route. 9/86.

Signed 20-year contract to design, develop,
and operate international broadcast ex-
change center in Beijing. $50 million.
(PCDC:50%-CCTV:30%-INSTRIMPEX:20%).
1/87.

Established Beijing Xerox Electronic Printing
Center service bureau in Beijing. 2/87.
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Property Development

Promises Investment Ltd.

(Sweden-Finland-HK joint
venture)/Beijing Huagiao
(Overseas Chinese) Man-

sion

NA (Hong Kong) and NA

(Switzerland)/Xi"an Gen-
eral Merchandise Corp.

Deutsche Lufthansa AG,
Lufthansa German Centre
GmbH & Co. KG,
Kempinski International
SA, Philipp Holzmann
AG, and Heilit-Woerner
Bau AG (FRG)/Beijing
Municipal Government

NA (Japan)/a local travel
agency, Hangzhou

Ansett Transport Indus-
tries Ltd. (Australia)/
Jiangtai Rural, Agricul-
tural, Industrial, and
Commercial Combine of
Beijing

Aon Alpha Construction
Co. (Canada)/Guilin
Municipal Travel and
Tourism Corp.

CIT-UIC (Singapore-Sino
joint venture)/Tianjin
Travel and Tourism Corp.

Shipping
EAS Express Aircargo Sys-

tem (China) Ltd. (HK-Sino
joint venture) /SINOTRANS

Telecommunications

Ericcson Information Sys-
tems Sverige AB (Swe-
den)/Beijing lingan Co.

Training ‘n’” Technology
Inc. (US) and SEC Tech-
nologies (Canada)/Chi-
nese Academy of Elec-

tronics Technology

Textiles

Nichii Co. Ltd. (Japan)/
Dalian

Marubeni Corp. (Japan)
and NA (HK)/Shenzhen
Hualian Textiles Co.

Marubeni Corp. (Japan)
and Naniji Knitting Co.
Ltd. (HK)/Zhuanglun En-
terprise

Established joint venture to renovate hotel.
Registered capital: $12.25 million. (50-50).
12/86.

Established equity joint venture to build and
manage Xi'an Tongji Mansion with Swiss
firm providing financing and management
services, $35 million, 1/87.

Signed preliminary joint venture contract
establishing Beijing Lufthansa Center multi-
purpose business complex including 600-
room hotel. $215.3 million (DM400 million).
(50-50). 1/87.

Signed contract to build Putuoshan Interna-
tional Hotel. $4.5 million. 2/87.

Signed final agreement to build business
service center. $13.2 million (A$20 million-
first phase). 2/87.

Established Guilin National Palace Hotel Co.
to construct Sheraton National Palace Hotel,

2/87.

Established Yanyuan International Hotel Co.
to construct Sheraton Tianjin Hotel. 2/87.

Concluded agreement for a joint operation
in port of Tianjin to transfer shipments be-
tween land and sea. 1/87.

Signed contract establishing Beijing service
center for radio communication systems.
12/86.

Establishing 15-year joint venture SINO-CAD
circuits to build PCB plant in Zhuhai SEZ.
12/86.

Established joint venture clothing plant.
11/86.

Signed joint venture contract to establish
two lady’s garment plants in Shenzhen.
$192,246 (HK$1.5 million). 12/86.

Signed joint venture contract to establish
garment plant in Fujian. $192,246 (HK$1.5
million). 12/86.

China Thread Develop-
ment Co. Ltd. (HK)/
Guangzhou No. 2 Cotton
Mill

Gruppo Finanziario
Tessile SpA (Italy) and
Natcan Finance (Asia)
Ltd. (HK)/CITIC, Tianjin
Economic and Techno-
logical Corp., Tianjin
Garment Industry Co.
Factory No. 12

Proneco Co. (Spain)/
Beijing Textile and Gar-
ments Development Co.
and Beijing ITIC

Put into operation Guangying (Guangzhou-
Britain) Yarn Co. Ltd. joint venture to annu-
ally produce 23,000 spindles of polyester
yarn for industrial sewing machines. $10.8
million. (50-50). 1/87.

Established Tianjin Jintak Garments Co. Ltd.
to produce 200,000 Western-style suits an-
nually. Registered capital: $2 million. 1/87.

Established Beijing Fashion Corp. to pro-
duce 150,000 women’s garments annually,
including overcoats, Western-style dresses,
pants, and skirts. $1 million. (PC and
BITC:45%-BTGDC:55%). 2/87.

Transportation and Transportation Equipment

The Flying Tiger Line Inc.,
subs. of Tiger Interna-
tional Inc. (US)/CAAC

Hutchison Whampoa Ltd.
and Lockheed Aircraft
(Asia) Ltd. (HK), subs. of
Lockheed Corp. (US)/
Guangzhou Branch of
CAAC

DHL International Ltd.,
subs. of DHL Worldwide
Express (US)/SINOTRANS

Protech Capital Invest-
ments (Australia)/Jiangsu
Automobile Company

Shortridge Co. (HK)/CITIC

Miscellaneous

ACT Enterprises Pte Ltd.
(Singapore)/Tianjin
Municipal Science and
Technology Co.

Koike Manufacturing (Ja-
pan)/Beijing

(FRG)

Established joint air cargo venture for char-
ter flights between China and other coun-
tries. 10/86.

Submitted proposal for establishing 30-year
joint venture aircraft service center in
Guangzhou. (HWL:25%-1LC:25%-
PRC:50%). 12/86.

Signed agreement establishing DHL
SINOTRANS air express joint venture in
Beijing. 1/87.

Signed letter of intent to coproduce Chinese
economy car that will run on soybean and
diesel fuels. 1/87.

Opened Union Car Rental Co. joint venture
in Beijing offering rental and repair services.
1/87.

Will open Tianjin International Science and
Technology Consultants Co. to offer con-
sulting, design, production, and sales ser-
vices. 1/87.

Will set up technical service center. 1/87.

Signed agreement to jointly run industrial
technology training center in Tianjin to train
teachers, managerial personnel, and techni-
cians to work in machinery and electronics
cooperation enterprises and in economic
and technological cooperation projects.
$5.4 million plus $13.4 million (FRG:DM10
million plus DM25 million as loan). 2/87.

CLASSIFIED ADVERTISING

Seeking pos w/firm & bank involved

PRODUCT INFORMATION POSITION WANTED

i China trade or hnancing, joint
venture., Contact Po-ming Wang
(212) 866-7098,

MAYTAI ASIAN LANG. Typeset-
ting and translation. Chinese /Japa-
nese/Korean. Free typestyles catalog
available on request. Ask for Jane,
(213) 722-1553.

RECENT MBA w/high government
connection & 2 vrs trade exper seeks
pos in consulting & market develop-
ment. Former college teacher in
China, bilingual. Mr. Li, 1809 SW
I 1th, #315, Portland, OR 97201

BYU GRAD Fluent Mandarin, Can-
tonese, BA Intl Rel, 3 yrs HK-Taiwan
exper. Joseph Huft, 251 Vista Del
Escuela, El Cajon, CA 92019 (619)
442-3719.

GRADUATING MIA 'Intl Finance &

Trade Columbia Univ. Native PRC.
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To develop business successfully
in China an in-depth under-
standing of the country and its unique culture is
vital. Standard Chartered Bank has been in China
since 1858 and as such we have a wealth of
experience and a profound understanding of all the
problems that may be encountered in developing
China trade.

Our branches in major trading centres provide a full
range of banking services including trade financing
and business advice. We also offer comprehensive
business information and a variety of special
publications, such as “China News", “Leasing in
China" ,"China Business Information” and

“A Forfait in China”, all of which will give you a
clearer understanding of the China market.

Benefit from our China experience, come and
discuss your China business project with us today.

Standard = Chartered

Standard Chartered Bank

Chm.l Area Headquarters
Centre. 1 Connaught Place

e

Telex aoau SCCHQ HX
Cable STANCHARTF
Fax 58100807

CHINA OFFICE ADDRESSES:

Beijing Guangzhou Shenzhen

chmen

Suite 117 & 118 Jianguo Hotel,  Room 409, China Holel Office Tower Ground Figor 404, Lujiang Hotel
Jianguomenwas Dajie Liu Hua Lu Shenzhen Internalional )
Tel 5002233 ext 119 Tol 677688, 663388 ext 24092419 Ted NMMJ 23& Trade Centre 24622 ext 403404

Telex 90068 SCBXM CN

Telex 20439 SCBBJ CN Telex 44366 SCBGZ CN Telex' 33067 SCBSH CN Renmun Nan Lu
Cable STANCHART BELJING Cable STANCHART GUANGZHOU Cable STANCHART Tel 39190, 25730, 25731 Cadle STANCHART XIAMEN
SHANGHAI Telex 42244 SCBSZ CN Fax 20005

Cable: STANCHART
SHENZHEN

Dalian

Room 420 Dalian Hotel
6 Shanghai Lu

Znong Shan Qu

Tet 239527

Telex 86183 SCBOL CN




