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You can do business in Japan
without shelling out a fortune.

For many companies, the higgest
barrier to new markets has been the
cost of business trips. Restaurants can
be expensive, and even the smallest
accommodations may carry oversized
bills. Yet those willing to be a little
adventurous will find that traveling
comfortably in Japan doesn 't require
packing a suitcase full of ven.

Hop on the bus.

A $20 bus ride from Narita Airport
may not strike you as a bargain, but
compared to a $150 taxi, it is. The
buses marked “Airport Limousine”
stop at all the major hotels in Tokvo.

Sleep cheap.

Business hotels are a fairly new phe-
nomenon. Catering primarily to

© 1990 Northwes! Airlines, Inc

Japanese businessmen, they e clean,

functional, and conveniently located.
Although vending machines replace
amenities like room service, at $40 to
$50 a night these hotels are a sound
investment. Two major chains are the
Tokyu Inn (tel. 03/406-0109) and the
Washington (tel. 03/434-5211).

Food for naught.

It should come as no surprise that
vou'll save money eating where the
locals eat. Good and reasonably
priced restaurants can be found in
department stores and the basements
of office buildings. At lunch, ask for
teishoku. 1t means special of the day,
and includes rice, miso soup, salad,
meat or fish. and dessert—all for
around five dollars. Kamenya and

sobaya (noodle shops) are perfect
places for a quick and tasty meal.

Northwest notes.

Since vour time is money too, we
make it as quick and easy as pos-
sible for you to get to Japan. by
offering daily nonstops from the
most LS. cities. So you can count on
arriving when vou want, rested and
ready to do business. And we give
you something else no other U.S.
airline can: the knowledge, under-
standing and insight that comes from
over 40 vears of helping people do
business in Asia. For international
reservations, call vour travel agent

or Northwest at 1-800-447-4747. To
find out more about doing business
in Asia, call 1-800-553-2215, ext. 183.

NORTHWEST AIRLINES
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Keeping China Calm

Stability, stability, and stability
were the three major priorities out-
lined by Chinese leaders at the
meeting of China’s National People’s
Congress, which ended in April
Modifications to the austerity plan,
such as loosening up credit to enter-
prises and raising purchasing prices
for key agricultural products, were
adopted in the name of maintaining
political, economic, and social order.

Rumors abounded before the
meeting that Prime Minister Li Peng
might soon be replaced by more
popular leaders such as Shanghai
Mayor Zhu Rongji or Guangdong
Governor Ye Xuanping, but the
emphasis on stability seems to indi-
cate that no such change is likely, at
least for the time being.

Concerns over stability were also
evident in the government’s precau-
tions to inhibit any demonstrations
reminiscent of last spring’s uprising,
which began in April on the occasion
of Hu Yaobang's death but was
fueled throughout the spring by a
succession of holidays and anniversa-
ries (such as the mid-April Qing Ming
festival commemorating the dead).
Armed police stood watch in
Tiananmen Square on several occa-
sions in April and cordoned off the
area to keep the public out.

Further from Beijing, the surface
calm gave way. In mid-April, large
parts of Xinjiang Province were
sealed off to foreigners because
Chinese troops were reportedly re-
straining anti-Chinese disturbances
by Moslem minority groups, who may
have been influenced by recent eth-
nic outbursts in bordering republics
of the USSR. Though Chinese lead-
ers have strenuously emphasized the
differences between their socialist
system and the rapidly-reforming
Soviet one—especially since last
May's Beijing visit by Mikhail
Gorbachev, which helped inspire
Tiananmen’s student demon-
strators—there are clearly more
similarities than they would like to
admit. —SER

China’s Favorite Soldier

In the largest mass political cam-
paign launched in China since the
Cultural Revolution, the government
has resurrected model soldier Lei
Feng in an attempt to rebuild social-
ist ideals and improve the army’'s
image. Lei Feng, who supposedly
died in 1962 at the age of 22, was
extolled by Mao for his selfless
devotion to the Party and people and
for his steadfast resistance against
“bourgeois liberalism.” The current
campaign, which began
months ago when army units were
instructed to study Let’s life, is
apparently intended to
loyalty to the government—and
erase the memory of last year’s
demonstrations for democracy and
the resulting army crackdown. While
Lei is credited with such deeds as
cheerfully washing and mending his
comrades’ clothes, today’s campaign
calls on children to sweep China's

several

reinforce

Lei Fengserving the government’s cause.

streets, and soldiers to act as “bare-
foot barbers,” providing free hair-
cuts around the country.

In a recent speech, Premier Li
Peng stated that the campaign was
launched to rid the government and
Party of corruption, and vowed it
would continue until that goal was
reached. Much of the population,
however, seems apathetic, and reads
the government’s
with Lei Feng as an outdated attempt
to manipulate and control the
attention away
from underlying social tensions and
economic contradictions. —VL

Pl'(‘()(('lll)il[ 1on

masses—and  shift

Crops Top Economic Agenda

In their continued efforts to en-
sure economic stability, China’s lead-
ers are going back to basics, once
again emphasizing agriculture as the
“key link.” In recent speeches oth-
cials have announced that developing
the agriculture sector will be the
State's top priority, and are staking
more than just rhetoric: loans to
farmers are to increase by 30 percent
in 1990, and State purchase prices of
cotton, oil-bearing crops, and sugar
will all be raised to avoid a repeat of
last year, when harvests of these
crops fell well short of their targets.

Despite
statements made during the past six
months hinting at recollectivizing
agricultural production, the govern-
ment has done little to clarify its
position, claiming that the household
responsibility system will be “stabi-
lized and improved,” but also that

rumors and occasional

moderate scale farming” will be
encouraged. Minister of Agriculture
He Kang has also announced that 10-
20 percent of the increased funding
to agriculture will go to rural enter-

prises, several million of which re-
portedly have been closed since the
beginning of the austerity campaign.
The increased funding likely indi-
cates official over rising
unemployment and declining pro-
duction rates in rural enterprises,
which generate about one-third of
China’s total industrial output.

A further “‘stabilization” scheme
has been introduced by Henan Gov-
ernor Cheng Weigao, called the
“double contract system.” Under
this system, which parallels the “dou-
ble guarantee system’ recently im-
plemented for key State industrial
enterprises, the government will
guarantee supplies of agricultural
materials, electricity, chemical ferul-
izers, oil, and credit to farmers, who
in turn will commit to cultivate
required acreage and meet grain
quotas. It remains to be seen whether
the new system will be implemented
in other provinces as well, though it
clearly indicates the government's
desire to extend its influence in the
—PB

concern

countryside.
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Short Takes

Finance News

The World Bank staff was forced
under US pressure to withdraw in
April a loan request for funds to
build a Shanghai-Jiangsu highway. A
week later, however, the United
States gave its approval to a $50
million loan for vocational and tech-
nical education. It seems that US
opposition to non-humanitarian
loans to China is unlikely to soften
before the Bank’s fiscal year ends in
June.

The US Export-Import Bank in
March approved a loan guarantee of
$33.6 million by the Philadelphia
National Bank to the Shenzhen
Huaneng Economic Development
Corp. to purchase a 94 MW gas
turbine power plant.

Bridging Hong Kong

As part of the massive infrastructure
development program Hong Kong
recently began, the territory is now
set to build the world’s longest
bridge, which will connect a new
international airport to urban areas.
The bridge will be privatized, and
bids will be taken in September for its
financing, design, construction, and
operation.

Taiwan Faces Facts

Taiwan in March authorized
businesspeople to make exploratory
visits to the PRC, bowing to the
reality that many Taiwan companies
are already deeply involved in manu-
facturing on the mainland, especially
in the coastal provinces. Shortly after
the decision, Taiwan’s Evergreen
Group, operator of the world’s larg-
est containership fleet, announced
plans to hold talks on the mainland
about establishing shipping links.

Football for China

Last year’s broadcast of the
Superbowl in China drew over 400
million viewers, but the airing of this
year's game, originally slated for
March 11, was postponed until May 6
due to lack of advertiser interest.

[etter from the Editor

In Search ot
a Regional Strategy

Let me make one thing clear up front: In focusing this issue on
Southeast Asia, we're not trying to imply that US companies should pack
up and get out of China. Rather, we're encouraging executives to take
the pioneering, risk-taking spirit that drew them to China on an
exploratory journey through the countries of the Association of
Southeast Asian Nations (ASEAN). Like China, in the past 10 years these
nations have grown economically and matured politically into a potent
global business force, but the extent of US involvement in their
economies has diminished rather than expanded. As the region
continues to grow, US companies should broaden their horizons 1o
place their China operations in a regional context by developing
strategies to maximize market opportunities and capitalize on economic
trends throughout Southeast Asia.

China certainly recognizes the growing commercial clout of its ASEAN
neighbors, and is rapidly expanding business ties even with those
countries with which it lacks formal political relations. Each side has
much to offer the other in terms of raw materials, technology, and even
capital, and smart US companies will try to take advantage of these
growing links to source materials more ethciently or reach new markets
for their China-made products.

Veteran China hands are among those looking beyond ASEAN to the
potential markets of Indochina. This issue’s special focus explains how
lessons learned the hard way in China may make it easier on US
prospectors in Vietnam, should the trade embargo be lifted 1o allow

American companies in.

On a different note, we've received many comments and compliments
on our 1990 face-lift. Thank vou for your thoughts, and please keep
letting us know how we're doing.

Shuir €. [P~

Sharon E. Ruwart
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" | Letter from the President

merican companies doing
business in China face a
serious challenge this
spring: an effort in Con-
gress to remove most favored nation
(MFN) treatment for imports from
China. MFN status, which must be
renewed annually, expires on July 3
unless the president and Congress
agree (o extend it for another year.
The financial cost of withdrawing
MFN to American importers, export-
ers, and consumers would clearly be
heavy, but there are also costs in-
volved if the battle for MFN is won
only after a protracted, bitter fight.
In that event, the annual renewal
process could no longer be taken for
granted. This uncertainty would add
significantly to the unpredictability
of doing business with China.

Changes in the process

Renewal has been a routine matter
ever since MFN was first granted to
China in 1980 and particularly in the
last several years, in part because the
section of the law requiring the
approval of both houses of Congress
was deemed to be an unconstitu-
tional congressional veto of presi-
dential action. With no congressional
action required, MFN was renewed
automatically after the president’s
notice of intent to renew had sat
before Congress for 60 days.

The MFEN renewal process has
been changed this year because
Congress wanted to regain an active
role at a time when the president is
considering extending MFN to a
number of Eastern European coun-
tries—and possibly to the Soviet
Union. Legislation has therefore

Roger W. Sullivan

been introduced that restores the
role of Congress by requiring con-
gressional approval to extend MFN.
The new rules treat a congressional

vote of (1i~.;|])]n'u\.‘|l as a piece of

legislation which the president may
veto, thereby satsfying the require-
ments of constitutionality.

The renewal procedure involves
preliminary certification by the presi-
dent, according to the requirements
of the Jackson-Vanik amendment,
that China allows free emigration. By
an unfortunate coincidence of tim-
ing, the deadline for Bush to issue
this certification is June 3, 1990, the
eve of the anmversary of the
Tiananmen killings. According to the
timing requirements, Congress must
thus vote on MFN by September.

Given the deterioration of US-
China relations in the past year, there
is reason to fear that the congres-
sional vote on MFEN for China will be
negative. At the same time, adminis-
tration othcials are suggesting that
while the president will certainly
propose MFN for China, he may not
be prepared to veto a congressional
vote of disapproval.

Heavy short- and long-term costs

The immediate effect of the loss of

MFN would be to raise tariffs to
prohibitive levels on most Chinese
exports to the United States (see
table). Later consequences would
include:

® Increased Chinese tariffs on US
goods, many of which could lose their
competitive edge and market share to
other countries, since the United
States is alone in considering with-
drawal of MEN. If China retaliates, as

American companies doing business in China face a serious
challenge: persuading Congress to renew China’s most
favored nation (MFN) status, due to expire in July. The US-
China Business Council 1s making a major effort to educate
Congress and the public about the importance of maintaining
China’s MEFN status.

can be expected, by transferring US
products from the “minimum® tariff
category—China’s equivalent of most
favored where US
goods now fall—to the “general”
category, import duties on US goods
could increase substantially. US joint
ventures that import American raw
materials and components could be
cut off from needed supplies.

* An end to all US government
programs supporting American
companies in China. Programs of
the Export-Import Bank, the Over-
seas  Private Investment Corp.
(OPIC), and the Trade Development
Program (TDP) are limited by law to
countries with MFN status.

¢ Economic dislocation in Hong
Kong. whose manufacturing compa-
nies depend heavily on factories in
China producing for the US market.
The social and economic costs to the
people of Hong Kong are incalcu-
lable. Over $8 billion—or 70 per-
cent—of China's 1989 exports to the
United States transshipped
through Hong Kong. American com-
panies in Hong Kong would also feel
the impact of lost business and
eroded confidence.

¢ Impoverishment of South China,
where support for reform and lib-
eralization is strongest and where
more than 60 percent of China's
exports to the United States are
produced. This area comprises hun-
dreds of private, village, and foreign-
managed plants operating on market
principles and employing millions of
workers (over two million in Hong
Kong-operated plants alone). With-
drawal of MFN would thus undercut
the very forces the United States

nation status,

were
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. .
Top 25 Dutiable US Imports from China, 1989
($1,000)
Customs 1989 Non-MFN
commodity MFN Non-MFN collected equivalent
number Items Value tariffs tariffs duties duties
61109000  Sweaters, pullovers, sweatshirts, $514,665 6.0% 60.0% $30,880 $308,799
vests, and similar goods

27090020 Petroleum, oils, and oils from $423,680 10.5 cts/bbl 21 cts/bbl $2,642 $5,284
bituminous minerals

95039060  Other toys; without spring $325,912 6.8% 70.0% $22,162 $228,138
mechanisms

64029915  Footwear not elsewhere indicated; $244,143 6.0% 35.0% $14,649 $85,450
uppers over 90% rubber or plastic

85171000 Telephone sets $186,190 8.5% 35.0% $15,826 $65,167

95021040  Dolls; not stuffed, under 33 cm in $181,653 12.0% 70.0% $21,796 $127,157
height

67029040  Artificial flowers; man-made fibers $177,114 9.0% 71.5% $15,940 $126,637

95034110  Stuffed toys representing animals/ $160,196 6.8% 70.0% $10,881 $112,137
non-human creatures

64039990 Nonwelt footwear; outer soles of $130,578 10.0% 20.0% $13,058 $26,116
rubber/plastic

85271111 Radio-tape player combinations; $120,599 3.7% 35.0% $4,462 $42,210
non-recording

42022215  Handbags, with/without shoulder $117,811 20.0% 45.0% $23,562 $53,015
strap

95034900  Toys; representing animals or non- $116,450 6.8% 70.0% $7,918 $81,515
human creatures

95049040 Game machines; other than coin or $114,559 3.9% 35.0% $4,468 $40,096
token operated

85163100  Electrothermic hair dryers $111,855 3.9% 35.0% $4,362 $39,149

61103030  Sweaters, pullovers, vests, and similar $108,564 34.2% 90.0% $37,071 $97,708
articles

62034240  Men’s/boys’ trousers, overalls and $107,453 17.7% 90.0% $19,019 $96,708
shorts; of cotton, other

62064030 Women's/girls’ blouses and shirts; $106,442 28.6% 90.0% $30,442 $95,798
man-made fiber, other

62061000  Women's/girls" blouses and shirts; of $105,480 7.5% 65.0% $7,911 $68,562
silk or silk waste

95038020  Toys incorporating an electric motor $104,690 6.8% 70.0% $7,119 $73,283

61102020  Sweaters, pullovers, vests, and similar $104,425 20.7% 50.0% $21,616 $52,213
articles of cotton

85163200  Electrothermic hairdressing $103,358 3.9% 35.0% $4,031 $36,175
apparatus; other

84145100  Fans; table, floor, wall, window, $101,985 4.7% 35.0% $4,793 $35,695
ceiling, or roof

42022160  Handbags, with/without shoulder $95,216 10.0% 35.0% $9,522 $33,326
strap or handle, not over $20

85271120 Rart‘iio-tape recorder combinations; $93,139 4.9% 35.0% $4,564 $32,599
other

62046240  Women's/girls’ trousers, overalls, $87,377 17.7% 90.0% $15,466 $78,639
breeches, and shorts of cotton

Total $4,043,534 $354,160 $2,041,573

Tariff as percentage of total value 8.76% 50.49%

SOURCE: US Customs statistics

should seek to support, and play into
the hands of those Chinese leaders
who view foreign contacts—includ-
ing trade—as something to be feared
rather than encouraged.

e Erosion of American competitive-
ness worldwide. Withdrawal of MFN
for China would demonstrate that the
United States believes it can use trade

as a domestic political pawn and as a
weapon to punish countries abroad
without paying a price at home.

Political pressures

The
Congress over the failure of Presi-
dent Bush's China policy to win a
positive response from Beijing, cou-

growing dissatisfaction in

pled with continuing repression in
China, make it likelv that if polled
today, a majority of the Congress
would oppose renewing MFN for
China. Those opposed would include
trade protectionists, conservatives
ideologically opposed to relations
with China, and liberals who believe
MFN should be a reward for coun-
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DHL-SINOTRANS
Your Best Link To China

here’s one international air express
company that has more people
in more places than any other to get
your shipping from wherever you are
to wherever you need it to be.
DHL-SINOTRANS.
We were the first joint venture air
express company in China. And we're
committed to keeping our service

WORLOWIDE EXPRESS '

the best — in China and around
the world — DHL is your No. 1 choice.
With fast and convenient pick-up and
door-to-door service, DHL-SINOTRANS
gets all your shipping there. From
documents to packages to air freight,
we'll get it there. For more H_ifu_rm.cz.‘.-‘.‘»n call:
On time. i;:rdl:::':l::gi’_‘?‘i:’!n:‘
All the time. L.'-qu\i.\':!wu 355034

for DHL-SINOTRANS

You couldn’t express it better.
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tries that respect human rights and
withdrawal a punishment for those
that do not. A
legislators may oppose MEFN to strike
back at the president for vetoing the
Pelosi bill or to shore up support in
witholding

number of other

upcoming elections by
support for what looks like a conces-
sion to China.

While a negative vote could be
vetoed by the president, there is no
assurance that he could defeat an
effort to override his veto—or that
he would even be willing to engage in
another bruising baule with Con-
gress over China policy, given the
apparent unwillingness of the Chi-
nese leadership to make reciprocal
moves to improve relations.

The Council speaks for companies

The US-China Business Council, in
cooperation with other
groups, is making a major effort to
educate Congress and the public
about the
keeping MFN for China. To spear-
head the effort, the Council has
formed an MFN working group,
which all members are invited to join.
At the group’s organizational meet-
ing, attended by 20 member com-
pany representatives on March 28,
the Council was directed to prepare a
lobbying paper for use by both the

business

critical importance of

Council and member companies. We
are also working to try to bring into
the Council non-member companies
that would be seriously injured by
withdrawal of MFN. Companies and
Council staft have been using the
Council's MFN paper since April to
impress upon members of Congress
and their stafts the serious implica-
tions of a negative decision on MFN.
Some companies have suggested
they would rather the Council take
the lead on this issue because more
pressing issues affecting them are
now before Congress. We understand
the constraints companies are under,
and their preference that we provide
a unified voice for them. To the
extent companies feel they can act
directly to make their views known to
Congress, the stronger the case for
MFN will be. If companies prefer to
ask
that they give us their support in the
form of information we need to make
a convincing case and, if it comes to
that, funding to do the job. We will
keep the membership informed of
progress on this critical 1ssue.

leave action to the Council, we
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ere busimessmen reign
supreme 1n Tianjin,

Tianjin’s thriving industries attract
a lot of visiting businessmen. Fortunately,
there’s an international hotel that makes
the trip all the more arttractive. Hyatt
Tianjin. Not just the best in Tianjin, but
one of the best in China.

The hotel was built expressly for the
business traveller. Nothing has been over-
looked in helping you look after business.
An efficient Business Centre handles THE
everything from telex to trans-
lation. Flexible function rooms

cater for meetings large and small.

HYATT
TOUCH

And the executive privileges of the
Regency Club are delivered with style on
the top two floors.

After a day's work is done, it's
easy to unwind with a luxurious health
spa and no less than seven restaurants
and lounges.

Hyatt’s experience makes business
travellers feel at home around the world,
and in Tianjin that's particularly welcome.
For reservations at over 150 hotels
and resorts worldwide, call your

nearest Hyatt or your travel planner.

F2ER RS EYHYATT TIANJIN

"PEOPLE'S REPUBLIC OF CHINA

Jre Fang North Road, Tuannn 300042, People's Republic of Chuina Tel: (86) (22) 318888 Tlx: 23270 HYTJN CN  Fax: (86) (22) 31002]
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The Uphill Climb
Toward Quality

China’s quality control levels are slipping

ver the past decade, Chi-
na's progress in assimi-
lating foreign technology
and standards has been

remarkable, but persistent lack of

awareness of the
quality control and assurance prac-

importance of

tices (QC/QA) and the scarcity of

trained quality control personnel has
created a number of problems for
foreign manufacturers in China. Ex-
acerbating  these problems s the
exodus of professionals from Hong
Kong, who comprise a signihicant
proportion of quality control inspec-
tors used by foreign firms in China.
Since last June, many Hong Kong
Chinese managers and quality per-
sonnel have refused to travel to
China for more than a few days at a
time regardless of the incentives
offered.

The scarcity of well-trained QC
personnel has caused the quality of
goods manufactured in China to
deteriorate  substantially over the
past vear, resulting in increased costs
for foreign companies. If China is 1o
become more competitive as a manu-
facturing locale, it must strive even
harder to educate its workforce,
from management levels on down, to
integrate the concept of quality at all
stages of production. Foreign com-
panies must clarify their expectations
and specifications, and be aware of
the obstacles in the way of achieving
consistent quality.

Unaware and inexperienced

The basic purpose of quality con-
trol processes is to ensure that a
product performs the function for
which it is intended and
manufacturing and safety require-
ments. Nearly every factory in China
employs some sort of quality control

meets

Khin Green

If China is to become
more compelitive as a
manufacturing locale, it
must strive to educate its
workforce, from manage-
ment levels on down, to
integrate the concept of
quality at all stages of
production.

process and statt. Chinese managers,
however, have vet to realize that the
concept of quality must be adopted
as a core belief from top-level manag-
ers 1o workers on the line, causing
problems with both quality and reli-
ability in every sector. Their inability
to make quality a universal priority
results in
and insuthcient supervision. 11 is not
unusual, for example, for QC per-
sonnel to have their decision to reject
a particular lot overridden by the
|1t'mlu(‘liun stafl, or for the engineer-
ing department to turn a blind eye to
certain More
management may override everyone
if the goods are urgently needed and
conform to safety specifications.

In addition 1o unfamiliarity with
quality, the  low
educational levels of most employees

ineffective  management

defects. often  top

the concept of

Khin Green s the owner of McRink
Surveyors Co., Ltd., an independent
third party inspection agency for OFEM
manufacturers. She has been a member of
the American Society of Quality Control
since 1982,

also hamper effective implementa-
tion of QC measures. Workers on the
factory floor are usually from the
countryside and have little formal
education or traiing. QC staff do
receive some training, but it is usually
on the job.

High workforce turnover compli-
cates efforts to ensure consistent
quality. Chinese factories often lay
oft much of their workforce during
slack seasons, and many workers
return to their villages after receiving
new year bonuses. The attrition rate
can be as high as 10-15 percent per
month, and 40 percent at Chinese
new vear.

Inadequate technology

Other quality
stem from China’s lack ol sophistica-

control problems

tion in production processes. In one
recent representative case, an Ameri-
can manufacturer could not under-
stand why the Chinese supplier could
not maintain a uniform color of
plastic throughout a production run.
Arriving at the injection molding
area, he discovered that the dried
plastic was stored in buckets and an
being used to
portion out the color mixture, mak-
ing measuring an inexact procedure
at best. The temperature, moreover,

enamel mug  was

was around 26 degrees Celsius, and
the humidity was over 70 percent; as
a result, the plastic retained mois-
ture, causing potential shrinkage and
molding problems.

The textile industry—in particular
the silk sector—provides a useful
case study of the types of technical
quality control problems inspectors
encounter in China. Quality control
problems in the silk manufacturing
process can begin even before pro-
duction is underway. In the last few
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The QC
System Evolves

Joe Scerbo, director of engineering and
quality assurance for Clairol Inc., has
been been conducting quality inspections
in China for five years. He shared his
thoughts with Associate Editor Pam
Baldinger.

CBR: How would you characterize
quality control procedures in China?

Scerbo: It very much depends on the
factory, but in general, the work ethic
is relatively undeveloped and skill
levels are still low, so most workers
need a lot of supervision. Quality
control has not yet been built into the
production process.

CBR: About what percentage of the
goods you examine pass inspection?

Scerbo: I'd say that about 10 percent
gets reworked. The Chinese are very
good at meeting safety and perfor-
mance requirements; the trouble is
usually in more subjective, detail-
type problems, such as handling and
aesthetics.

CBR: Since you started working in

" £
China, have you seen improvement in
quality control processes?

Scerbo: Yes, but there's still some
room to go. Outside inspectors are
teaching the Chinese to keep on their
toes and not repeat costly mistakes,
but there are all kinds of quality
control problems that derive from
seemingly unrelated areas like infra-
structure. For instance, many roads
in China aren’t very good, and goods
get jostled when they're being trans-
ported, creating more quality prob-
lems. Plus, it's usually cheaper in
China to hire additional labor than to
buy sophisticated equipment and try
to find someone capable of maintain-
ing it.

CBR: Do you foresee further improve-
ment?

Scerbo: | think there will be natural
improvement in the way China imple-
ments quality control procedures,
just as there was in Japan, Taiwan,
and South Korea. The Chinese will
have to improve and take more
control themselves in order to re-
main competitive, especially as labor
rates increase. That’s just the normal
evolutionary process.

years, many of the cocoons supplied
to  manufacturers contained
holes. A silk cocoon is a continuous
single hlament and holes make for
short filaments and knots, which are
unacceptable in fine silks like crepe
de chine.

Even when quality silk can be
manufactured, dyeing can be a night-
mare. Most Chinese dyeing factories
use outdated machines and have not
been exposed to Western quality
standards. Even factories that do
obtain advanced machinery often do
not fully understand how to use it.

have

sure the quality of their products.
The outside agency is hired as an
impartial observer to conduct a final
audit and ensure that the Chinese
factory’s own QC operations meet
the contract terms (see box).

There are about 20 well-known
quality inspection companies in
Hong Kong, which provides most of
the outside inspectors to China.
Nearly all inspectors hired by these
companies have technical back-
grounds and are able to read and
understand various sets of specifica-
tions in kEnglish. Hong Kong inspec-
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Holes in silk cocoons have become increasingly common, making it difficult to
produce the long filaments necessary to make high-quality fabric.

One factory in South China, [
instance, invested in top-of-the-line
silk printing machinery, and then
used the machines to print thick
cotton towels. Managers were sur-
prised to find afterwards that the
machines could not print fine silk.

Foreigners fill the gap

Since Chinese manufacturers’ own
quality control measures are often
inadequate, foreign buvers usually
hire independent inspectors to as-

tion agencies work in all manufactur-
ing sectors in China, though some
may specialize in products with espe-
cially stringent test criteria, such as
textiles, electronics, or toys.
[nspection company costs are usu-
ally assessed on a time basis. The
average inspection takes just over a
day and costs between $200-280 per
day. Some clients, however, prefer to
be charged a certain percentage—
usually 1-1.2 percent—of the FOB
value of the merchandise to be

11




checked. This allows the client to
avoid paying additional costs caused
by external delays such as power
outages or trathc jams, and obligates
the agency to complete the inspec-
tion.

Confusing safety with quality

Most American OEMs (Original
Equipment Manufacturers) source
products from China to take advan-
tage of cheap labor rates and are
confident that their Hong Kong
suppliers can assure that products
will meet the stringent safety regula-
tions in America and Europe. What
OFEMs often fail to realize, however,
is that meeting safety regulations
does not guarantee quality or prod-
uct performance. A surprising num-
ber of foreign companies have found
that although their products meet all

Although they complain
of inadequate quality
standards in China, few
American companies
clarify exactly what they
require from their Chi-
nese vendors in terms of
quality and product per-
formance.

the required safety standards, they
don’t necessarily work.

The blame for poor quality does
not lie entirely at the Chinese ven-
dor’s doorstep. Although they com-
plain of inadequate quality standards
in China, few American companies
clarify exactly what they require from

Chinese manufacturers in terms of

quality and product performance.
Many fail to outline product speci-
fications in sufficient detail, and
when they do, they often discover
mistakes in the design process that
may require new inputs or proce-
dures than originally called for. This
leaves the vendor very little room to
maneuver, as the Chinese factory may
lack foreign exchange to purchase
necessary equipment or materials,
and usually has not allotted extra
time to accommodate major changes
midway through production.

12

The Quality Control Process

While different industries may
have specific quality control proce-
dures, the basic process involves
checking the many stages through
which a product passes before it is
released for sale. The quality of most
Chinese goods inspected by outside
agencies is judged acceptable.
Though the pass rate in smaller
factories may be as low as 85 percent,
many larger enterprises have pass
rates in the high-90 percent range.

Incoming quality control

The simplest and most common
system is incoming quality control,
which deals with components. The
Chinese vendor's incoming quality
control inspector examines a certain
percentage of a sample lot to ensure
that it meets the specifications laid
down in the bill of materials. If it
does, it is certified as being within
acceptable quality levels (AQL, as
defined by MIL-STD-105D for mili-
tary applications or ABC standards
for commercial use) and released
into stock. If the lot falls short of
specifications, the components
should be rejected and returned to
the supplier. In practice, however, a
factory hard-pressed to obtain inputs
is likely to accept inferior compo-
nents rather than risk halting or
delaying production.

Pre-production inspection

Pre-production inspection in-
volves checking a small number of
produced units to see if they function
as intended and conform to the
safety requirements of the destina-
tion country. Trial testing allows
problems to be detected and solved
before full production begins. In
China, this is often a weak link in the
QC chain, as factories do not always
thoroughly inspect the test-run prod-
ucts before turning them over to the
client or outside inspector. This puts
the burden of catching production-
line problems on the client rather
than the factory, creating the poten-
tial for costly misunderstandings.

In-process inspection

During the manufacturing pro-
cess, the QC department will select a
random sample of a certain number
of units per production hour to
ensure that goods are being manu-
factured correctly. If the goods are
within AQL, that hour’s production
is released. If not, a decision is made
to rework that hour’s production or

to start production over again,
whichever is cheaper. If the goods
are borderline, the QC supervisor
indicates where production must be
improved and releases the sample
batch.

In-process inspection also involves
ensuring that machines are con-
stantly checked and calibrated and
that accurate records are maintained,
so that errors can be traced and
corrective action taken swiftly.

After a certain number of units are
produced and accepted, quality as-
surance steps in to ensure that the
QC process has not approved too
many lots of marginal quality, which
could result in the entire batch being
judged unacceptable. Another sam-
ple is selected at random from
packaged units and inspected against
the complete quality checklist.

Final audit

Accepted lots/batches must com-
ply with all the criteria laid out by the
buyer. In nearly all cases, however,
the buyer requests an audit by a third
party to ensure that the goods meet
product performance specifications
and safety requirements. The inspec-
tion agent conducts essentially the
same procedures as the Chinese
vendor's own QC staff but on a larger
scale, and also verifies that packag-
ing, instructions, and warranties are
in the correct language, that no
component substitution has taken
place, and that the correct compo-
nents have been used.

The outside agency’s findings of-
ten differ from the factory inspec-
tor’s quality assessment. The final
audit is more likely, for example, to
find inferior goods manufactured
during peak production times when
the factory’s own standards may slip
in the face of tight production and
shipping schedules.

If the goods meet all standards, the
agency issues the vendor an inspec-
tion certificate and releases the
shipment. If the goods fail, the
inspector rejects the shipment and
notifies both vendor and buyer.

While inspector and vendor almost
always agree on basic problems, there
may be gray areas. In these cases the
outside inspector contacts the buyer,
who then negotiates with the Chinese
vendor on the terms under which
shipment will be accepted. Until they
reach an agreement, neither goods
nor money change hands. —KG




More fundamentally, Americans in
many corporate boardrooms are un-
able to comprehend what a typical
Chinese factory is like. I remember
once being asked by one American
chief executive othcer how a factory
could be on the 13th floor! Despite
the many differences between the
Western  manufacturing ideal and
Chinese reality, however, most Amer-
ican companies and Chinese manu-
facturers genuinely try to overcome
them. The difhculties lie in their
inability to understand the other’s
way of thinking, and to agree on what
constitutes a contract.

Recent credit cutbacks and short-
ages of raw materials throughout
China have exacerbated misunder-
standings. One American OEM, for
example, placed an order for cutlery
with his Hong Kong agent, who
selected a Chinese manufacturer at

the Canton Fair. After months of

delay and repeated promises that the
product would be available soon, the
client, in desperation, flew to China
to see for himself what the problem
was. He discovered a pristine factory
with all machines lying idle—and
about 10 workers keeping the ma-
chinery and grounds immaculate
until the factory was allocated sufh-
cient foreign exchange to buy raw
materials with which to begin pro-
duction. This is by no means an
unusual problem; in China, certain
materials may not be readily available
because of price increases or trans-
portation bottlenecks, making it even
more dithcult to assure consistent
quality in finished products.

Staying competitive

Despite  these problems, China
compares favorably with other Asian
manufacturing locales. Although it
lags behind Japan, Singapore, and
South Korea in the quality of its high-
technology goods, China is on a par
with Thailand and Malaysia, and in
many sectors even with Taiwan.
Unlike workers in these countries,
however, Chinese workers are accus-
tomed to collective responsibility in
the workplace and the “iron rice
bowl”™  guarantee of employment.
Until recently, Chinese workers had
little incentive to maintain quality
throughout the production process,
and little  willingness 1o accept
responsibility for mistakes.

The need to improve quality con-

critical as both American and Euro-
pean buvers and their suppliers gear
up for the united Furopean market
of 1992 and the mmtroduction of
International  Standardization  Or-
ganization (ISO) requirements. This

to helping China meet the new
standards.

China has begun to recognize its
problems, and growing awareness is
bound to bring change. Already the
Chinese are learning to integrate

The Concept of Quality

Joe Scarry of the Howard Wagman Co.
has been importing goods from China for
six years. He spoke to Associate Editor
Pam Baldinger about his experience with
quality control in China.

CBR: How would you assess China's
quul ity control prurpd ures?

Scarry: It really depends on the type
of good you're importing, but I'd say
that generally the Chinese have had
superb levels of quality in their
traditional exports. We import bris-
tle, for example, and the China
National Native Produce and Animal
Byproducts Import/Export Corp.,
the trading company responsible for
bristle, always conducted effective
quality control. When trade was
decentralized, however, there were
suddenly terrible problems with cer-
tain lots and more marginal prod-
ucts. For the first time it actually
became necessary to define accept-
able quality levels.

We also import coffee mugs
through a Hong Kong supplier that
inspects them. Generally there have
been few quality problems, but the
Chinese are limited technologically,
and we have to import more compli-
cated mugs (involving more color)
from elsewhere.

CBR: Do you employ an outside inspec-
tion agency to audit the products?

Scarry: No, it's not necessary for the
types of goods we import. However,
we do send someone from our Hong

Kong office to inspect the leather we
buy. We've found that sending the
inspector has increased quality sig-
nificantly, because the Chinese actu-
ally bring problems forward early on
so that they can be corrected and
shipping schedules met.

CBR: Do Chinese and Western compa-
nies have the same understanding of
quality control?

Scarry: In some cases the Chinese
have a fairly sophisticated notion of a
standard, but generally, they do not
have the same concept of quality that
US buyers have. The Chinese will
usually try to agree on an acceptable
sample, but they can’t seem to get
beyond the physical object to a
written standard. They want the
norm to be a relationship-based one
rather than a paper one.

CBR: How does China’s quality control
compare to other countries in the region?

Scarry: We are just starting to import
from Thailand, so 1 really can’t
comment on Southeast Asia. But I'd
say that Taiwan today is noi much less
difficult to deal with than China,
though they were better a few years
ago. The Koreans will constantly test
you, but when challenged produce
goods of acceptable quality. But the
Chinese do this as well—they will test
the buyer to determine what the real
threshold of quality is, but it is
usually possible to find some com-
mon ground.

new international system of quality
standards is more stringent than
those that exist today and will eventu-
ally be adopted throughout the
world. If China is to keep up with the
competition, it must ensure that its
factories can consistently manufac-
ture at ISO 9000 levels. Foreign

computers into their production and
QC operations, for example. But
they must train more personnel—
especially in the wake of the decline
in Hong Kong inspectors—and vig-
orously promote the concept of
quality in production. If they do this
successfully, China’s manufacturing

trol in China is becoming ever more advice and technology will be crucial future should be bright indeed. T
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An SGS Tour of Quality
Control in China

ractically
in China has a bike,
and thev're all three-

evervone

66

speed models. There
are two types: black and blue. One
day a Chinese friend of mine asked
me if [ had a bike. When [ replied yes,
he asked if it was a three-speeder. |
said no, it was a 12-speed bike. He
was amazed—he had no idea there
was such a thing,”
international  account
United States Testing Co.,
of the SGS International Testing and
Inspection Corp. “And he worked
for the State inspection agency. It

says Brian Brophy,
manager at
a memben

just shows that even the ins]n'{[ms
don’t fully understand
norms, let alone how to enforce
them.”

Lack of awareness of lifestyles and
standards outside China i1s not the

foreign

only obstacle to improving China’s
record on quality control. Infrastruc-
ture and logistical problems, un-
familiarity with many products and
their end use, and lack of access to
quahity materials all compound the
difficult job of manufacturing quality
products in China. Recognizing the
to upgrade China's  quality
control system, the China National
Import/Export  Commodities  In-
spection Corp. (CCIC) entered into a
technical exchange agreement with
SGS (Societe Generale Surveillance),
the world’s largest inspection agency,

need

Pam Baldinger

Having little exposure
to and understanding of
the Western concept of
quality, the Chinese do
not pay attention to
details unless they are
clearly specified. In
some cases they do not
even know the end use
of the products they are
making.

in 1982, Since then, Hong Kong
inspectors from SGS have conducted
thousands of product inspections all
over China. Though many of the
problems the inspectors find are also
common elsewhere in Asia, some of

them have a unique China twist.

Logistical nightmares

Sometimes the biggest chore for a
quality control inspector is simply
reaching the inspection site. “Find-
ing the exact location of a factory can
be extremely difficult,” says Brophy.

Pam Baldinger is associate editor of The
China Business Review.

“Often clients will simply tell us that
a factory is located in Guangdong
Province. Well, Guangdong Province
Is pretty big: you can’'t estimate
traveling time and expenses without
a more precise location. Moreover,
many factories lack telecommunica-
tions links to the outside world,
making it impossible to fax or telex
them.” This is where SGS's relation-
ship with C1CC is particularly useful.
When SGS receives an assignment, it
contacts the local branch of CICC,
which ll(‘l])\ SGS locate factories and
figure out the best way o get to
them—though that is sometimes eas-
Brophy recalls
one factory in the northeast that took
two plane rides and a train to reach.
Transportation to and from the site
took five days, while the inspection
itself took only one.

CICC benefits from its relationship
with SGS by increasing the expertise

ier said than done.

of its inspectors, who accompany
SGS on all inspections and also
receive more formal, SGS-sponsored
training. For example, SGS has given
lectures to CICC employees and
Chinese factory workers on US and
European market requirements in
the toy and textile industries. They
hope to hold seminars on toy safety
on a yearly basis.

Primitive conditions

Once inspectors reach the factory,
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they often find themselves in the
midst of conditions unheard of in the
West.
defimitely had

Though foreign influence has
positive impact on
the quality performance of many
factories, it is not unusual to find
factories with dirt tloors, no doors or
substandard  storage
areas—all of which can create quality

screens, and

control problems.

If factories store inputs on dirt
in alleys, for example,
refuse such as sand or rodent feces
may get mixed into the goods,
contaminating the final product. SGS
mspectors have found rusty bolts in
shipments of coal and stones in
soybean meal because they were
improperly stored.

Factories sometimes also under-
take construction work on the
premises during manufacturing op-
erations, and building materials may
madvertently end up in the product.
Says Brophy,
detector when we check plush toys,
to make sure that
needles, bits of wire, or
extrancous in the stuffing.”

floors, or

“We always use a metal

there are no
anything

Infrastructure headaches

Many of the problems SGS inspec-
tors discover stem China’s
underdeveloped infrastructure.
Power supplies are often erratic,
forcing factories to compensate with
long shifts that put extra stress on
both employees and  equipment.
Brophy remembers one factory that
worked 24-hour shifts to make up
production time lost during power
outages. As the factory’s lights shone
through the night,
insects were drawn to the windows—
which had no screens. The bugs got
into the packing material in which
the products were stored, and the
entire contaminated lot—both pack-
aging :
stroyed and remade from scratch.

Other problems arise from inade-
quate domestic supplies of quality
basic materials. Much of the paint
used in China, for example, has lead
content exceeding US safety levels.
Even those Chinese manufacturers
who are aware of this problem have
no access 1o alternative materials.
Even when the factory is permitted to
import parts, such as electronic
components, there is no guarantee
they will arrive on time and in

from

thousands of

You cannot inspect
quality into a
product—simply hiring
an independent exam-
iner to conduct a final
audit cannot change
what has already
happened, though it
may prevent similar
mistakes from
occurring in the future.

sutficient quantities.

Transportation creates other prob-
lems, since most roads are bad and
trucks are usually not enclosed. SGS
example, re-

inspectors have, lor

jected men’s shirts that mildewed

after being rained on in transit.

‘Be there’

Few foreign buvers can conceive of

and therefore are
often not specific enough with their
manufacturing requirements. Hav-
ing little exposure 1o and under-

such conditions,

standing of the Western concept of

quality, the Chinese do not pay
attention to details unless they are
clearly specified. In some cases they
do not even know the use of the
products they are making, which
obviously prevents them from con-
ducting thorough quality checks. In
one factory Brophy inspected, he
discovered the Chinese manufac-
turer had made wrenches that turned
in the opposite direction of the
American standard. Since it didn’t
know what the wrench was for, and
the buyer had not specified the
direction in which it should open and
close, the manufacturer was unaware
of the problem. In another SGS final
audir,
tons flled with liquid and ghtter. The
Chinese manufacturer complied by
using tap water—technically accept-
able, as there were no stipulations in
the contract as to the type of liquid to
water was

a client ordered twirling ba-

be used. However, the

contaminated with salmonella bacte-
ria—a situation the buyer clearly
never envisioned—and the shipment
was rejected. Although the buyer was
able 1o avoid the same mistake in the
future by specitically calling  for
sterilized water in the contract, the
first 150,000 batons were unusable.

Such errors could have been
caught and corrected if the buyers
had hired an inspector to conduct an
in-process inspection. Savs Brophy,
“You cannot inspect quality into a

product—simply hiring an indepen-
dent examiner to conduct a final
audit cannot change what has already
happened, though it may prevent
similar mistakes from occurring in
the future. Companies looking to buy
from Chinese manufacturers should
visit the factory first and examine
conditions there before they sign a
contract, or they should hire an
independent inspector to do it for
Our watchword at SGS is ‘bhe
there' —

them.
even il it means going to 10
work has been
It's the only way
going on
over the

factories  because
subcontracted out,
you can really know what's
and  have control
situation.”’

some

Slow improvement

Despite all the problems, Brophy
thinks quality control implementa-
tion in China has improved, albeit
not as fast as buyers would like, and
not as fast as it did in Taiwan and
South Korea. Although there was a
noticeable slowdown in foreign man-
ufacturing in China following
Tiananmen, Brophy notes that the
pace has picked up and returned
pretty much to pre-Tiananmen lev-
els. Though there is sone risk of
future instability, Brophy believes
foreigners will continue to source
from China because production costs
In anv case, SGS's
business is growing and will probably
continue to do so as banks and
insurance companies increasingly re-
quire companies to hire independent
inspectors to reduce the risk of doing
business in China. SGS has already
expanded its Chinese presence,
opening in 1988 a consumer product
quality assurance center for
apparel, and gifiware in Shanghai.
Wherever China is making goods for
export, SGS inspectors are striving to
‘be there.”

are so attractive.

Lovs,

May-June 1990 e The China Business Review

15




= | Commentary

A former architect of China policy while serving in the State Department
and on the National Security Council, US-China Business Council
President Roger W. Sullivan challenges conventional wisdom on China
and exhorts today’s policymakers to rethink their views on Sino-American
relations in a speech recently given to government and military officials at
the National Defense University.

hina and America in a
Post-Cold War Environment

year and a hall ago I wrote

an article on the need for a

new China policy. We had

run out of road map, I
said. The geopolitical importance ol
the refationship had declined and the
goals of the policy of “normaliza-
tion" had largely been achieved. And
vet both sides continued along the
well-trod path touting symbolic ex-
high-level  visits  and
spouting rhetoric about “broaden-
ing"" and “deepening™ that never
seemed to occur. The relationship
needed to be redefined; both sides
needed to address what they wanted
from it. But neither country seemed
prepared to do so. We should not be
surprised, therefore, that US-China
relations, based as they have been for

changes of

the last two or three vears on an
outmoded policy, should have been
so badly damaged by the dramatic
and traumatic events of last June and
the retreat from reform and liberal-
ization in China that has followed.
On top of the changes in China, of
course, we  have witnessed  truly
revolutionary changes in  Eastern
Furope and the Soviet Union over
the past six months as captive peoples
have stood up and freed themselves
from what Czechoslovakia’s Presi-
dent Vaclav Havel calls the totalitar-
ianism that is “a source of night-

mares.” In the face of these changes

Roger W. Sullivan

we can no longer avoid a funda-
mental reassessment of our relations
with China. The alternative is to allow
the relationship to slip into mutual
recrimination and hostlity, an out-
come that would serve neither the
interests of the United States nor
those of the people of China.
Unfortunately,
after Tiananmen, we have not even
begun such a reassessment. Instead
policy ap-
proaches: one described by its advo-
cates as political realism and the
other as advocacy of human rights.
That so many Americans seem (o
believe that these are mutually exclu-
sive approaches, that morality is not

nearly one  vear

we are offered two

practical, and that there is little or no
room in practical
human rights and respect for human
dignity tells us more about the moral
illiteracy of American culture than
about the real Both ap-
proaches have their merits; each
alone, at least as expounded by their
defenders, is deeply flawed.

politics™  for

world.

“This is not 1971’

The defenders of political realism
are correct in seeing the need to
relate actions to policy goals. But the
goals they define are those of another
time. They complain that if there had
been the same level of criticism
directed at Kissinger's secret trip to

China in 1971 as there was about the
Scowcroft-Eagleburger missions  of
1989, China and the United States
never would have normalized rela-
complaint
point. This is not 1971, In 1971 we
could—and—did justify holding our
nose and dealing with Romania’s
Nicolai Ceaucescu. Certainly no one
suggested we do so again in 1989,
QOur overtures to China in 1971

tions. The misses  the

made sense for a number of reasons.
Normal relations with the PRC
served both our short-term and long-
term strategic goals, In the shor
term, we could reduce outside sup-
port for North Vietnam and facilitate
termination of direct US support for
South Vietnam, which had become
politically insupportable in America.
[t1s a hittle understood fact of history
that in the statement in the Shanghai
Communique promising withdrawal
ol American forces on Taiwan, “ten-
stion in the area’ was understood by
the PRC to mean Vietnam, not the
Taiwan Strait. It was also so under-
stood by Vietnam.

A long-term goal was to reinforce
the split that had already taken place
between China and the Soviet Union
for the very obvious benehts that split
was bringing to Asia and the countries
of Western Furope. That policy, for
which President Nixon deserves full
credit, was an unreserved success and
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has been rightly applauded and
supported by an overwhelming ma-
jority of Americans and by every
administration since Nixon's. In his
testimony before Congress earlier
this month, Undersecretary of State
Eagleburger observed wryly that
the time received attention
here.”” He has a short memory. Strong
opposition was voiced by the general
public, the Congress, and even within
the executive branch to our apparent
abandoning of the policy of backing
the Chinese on Taiwan to embrace a
communist dictatorship. President
Carter ran into the same kind of op-
position when he recognized the
People’s Republic of Chinaas the sole
legal government of China in 1978,

That opposition was overcome not
just by the geopolitical argument but
by the general acceptance of the fact
that the Chinese communist govern-
ment was firmly in control and had
the support of the majority of the
Chinese people. By 1979 only bleed-
ing hearts of the left or right-wing
kooks continued to fight against the
proposition that the Chinese Com-
munist Party was in charge, and that
the only realistic course for the
United States was to accept that fact
and conduct our foreign policy ac-
cordingly. How many believe that
today? Instead, we see a regime that
even Chinese ofhcials in private
concede has lost its credibility, its
legitimacy, and the support of its
people. No, this is not 1971.

scant

Diverging strategic interests

Given this new reality, what should
be our policy toward China in 19907
The advocates of so-called political
realism argue there is no need to
change our China policy despite
Tiananmen, China’s retreat into Sta-
linism, and the momentous changes
in the Soviet Union and Eastern
Europe. The realists either ignore or

do not appreciate the significance of
the reality that China is now one of

the few remaining communist re-
gimes, along with Cuba, Albania, and
North Korea, to pursue what surely
will prove a failed effort to hold back
the tide of history by repression,
intimidation, and control over the
flow of information and ideas.

They argue that the strategic value
of our relationship with China has
not declined, even though, as
Eagleburger noted in a marvelous

‘somehow, the political repression of

We should not be sur-
prised that US-China
relations, based for the
last two or three years
on an outmoded policy,
should have been so
badly damaged by the
dramatic and traumatic
events of last June and
the retreat from reform
in China that has
Jollowed.

understatement, “The dramatic re-
forms in Eastern Europe and the
Soviet Union have altered the strate-
gic scene.”” They certainly have. What
has also altered the strategic scene is
China’s decision to retreat into Sta-
linism and accuse the United States
of being at the center of an interna-
tional conspiracy seeking the over-
throw of communism. Where now
are the areas of common interest we
sought to identify over the past 10
vears? Surely if the strategic interests
of the United States are at stake here
at all, they are different from the
ones that made the relationship so
important in the 1970s and 1980s.
The administration seems to  ac-
knowledge this in two ways: by
conceding that the Soviet dimension
of our relationship with China has
declined in importance, and by talk-
ing more about our strategic con-
cerns over China’s ability to project
its power and influence into the
Middle East through missile sales and
into Asia by its size and military
capability. These are valid concerns,
but they would seem to call for a very
different policy than what we fol-
lowed when we were seeking cooper-
ation on shared or parallel interests.
Our new concerns suggest not the
“friendly, non-allied’” China of the
past 10 years, but a more unstable,
potentially threatening China.

Masking economic problems

Even if we no longer share com-
mon strategic interests, the realists
argue, we still have our economic and
commercial ties to draw us together.
For the past five years or so, com-

merce has grown in importance, not
only as the glue holding the relation-
ship together but as the engine
driving it forward. Trade has gone
from zero in 1971 to over $15 billion
last year. In 1979 there was no
American investment in China; by
the end of last year there were over
600 American investment projects
with committed investment of over
$4 billion. More important than
these numbers was that American
and other foreign business was being
integrated, albeit still on a very small
scale, into the Chinese economy.
China was looking to foreign enter-
prises as models and laboratories for
its own reform program, as China
moved slowly but seemingly inexora-
bly away from the rigidities of the
central planning of a Leninist system
to decentralization of decision-mak-
ing and greater reliance on market
forces.

A year ago China appeared to be
far ahead of the Soviet Union or
Eastern Europe in understanding
that the Stalinist economic model is a
dead end and that an effort to
preserve it while opening the econ-
omy to the outside, was doomed to
fail. Then came Tiananmen and the
resurgence of hardline ideologues in
China—and the door began to close.

There is not time here to give a
detailed analysis of China’s economic
policy since Tiananmen. But I want
to make a least a few general points to
counter the false impression that
China, by reducing inflation and
balancing its foreign trade, has dem-
onstrated that it is not retreating
from reform, but simply moving
pragmatically and successfully to
correct the mistakes made by the
reformers. This is wrong on several
counts. It applauds the Chinese
leadership for succeeding at the only
thing communists are good at
squeezing their economy until there
is no inflation and no trade imbal-
ance. It ignores how the Chinese
leadership is bringing down inflation
and balancing trade and the long-
term costs of dismantling the struc-
ture of reform. Finally, it maligns the
reformers, whose only major mistake
was in failing to make clear up front,
as the new governments in Eastern
Europe are now doing, that reform-
ing a communist system inevitably
involves a lot of short-term pain in
terms of unemployment, inflation,
and reduced real income.
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Only after reform has begun,
President  Havel observed in his
address to the US Congress, do
people become aware of the “enor-
mous number of growing problems
that slumbered beneath the honeyed,
unchanging mask of socialism.” Re-
form makes the problems “manifest
themselves in all their enormiry.”
China’s hardline leaders are not
solving problems, they are simply
trying to hide them under that “‘mask
of socialism."* Economists argue over
whether the appropriate response to
problems encountered in reformis to
charge ahead or to slow down or even
pause for a time to allow the society
to adjust to the changes already
made. But no responsible analyst
suggests that dismantling reform is a
viable option. And vet that is what
some powerful elements within Chi-
na’s divided leadership seem bent on
doing.

Rhetoric vs. reality

World Bank experts argue that
China should be opening up instead
of retreating into a pre-reform policy
ofautarky. Chinashould be exploiting
its comparative advantage in the
export of a whole range of manufac-
tured goods produced by small enter-
prises in the south. This would
suggest a number of policies: decen-
tralize trading authority from local
bureaucracies to enterprises them-
selves; encourage the more efficient
private and collective enterprises in
towns and villages and ensure their
access to credit, raw materials and
energy; and, above all, China should
do nothing to upset its special
relationships with Hong Kong and
Taiwan, which will continue to he
China’s  main source of export
growth.

What is China in fact doing? In
addition to recentralizing foreign
trade authority, it has shut down
almost two million private and village
enterprises and is imposing govern-
ment controls over those that remain;
announced a policy of preferential
access 1o power, raw materials, and
credit for large- and medium-size
State enterprises because they are the
“backbone’™ of
adopted a policy toward Hong Kong
that threatens its long-term economic
viability. Hong Kong manufacturers
who were reassured by reform and
liberalization in China and responded
by moving manufacturing operations

socialism;  and

Justify

Our approach should be
the mirror-image of Chi-
na’s approach to us.
They want the maxi-
mum official recognition
and the minimum pri-
vate interchange. We
should encourage pri-
vate contact and restrain
our official contact.

into South China are now looking for
alternative sites in Southeast Asia,
Mexico, and Central America. The
examples go on and on, and still
experts who ought to know better
repeat the Chinese line that the
current “retrenchment” is simply a
pragmatic response to the mistakes of
the reformers.

Human rights: ends and means
Those who advocate making hu-
man rights the basis of our policy
toward China would agree with much
of this analysis. But they make the
same mistake the realists do in not
thinking through what our interests
are in this changed situation and how
we should act to protect or advance
those Instead, human
rights advocates tend to skip that step
and leap to prescriptions for action.
Important to them is that we express
our ()l]ll"‘lg(' élnd ()[)])(J\Hh)n 1o hll-
man rights abuses, and in this they

mterests.

are, in my view, correct. Millions of

people now emerging from decades
of oppression are telling us that we
were a beacon of hope and a source
of inspiration during those long vears
when there appeared 1o he no hope.
Political realists may be embarrassed
by this and disparage it as naive—bu
what could be more naive than to
believe the changes we have seen in
the past year? As it has turned out,
Andrei Sakharov was right when he
said human dignity is not an issue—it
1s the issue.

But I part company with human
rights advocates when they advocate
retaliating against or punishing the
repressive totalitarian regimes they
rightly condemn. Asked how they
sanctions in - circumstances
when itis not clear whether we would

be punishing the right people o1
simply hurting ourselves, they usually
repeat that we must express our
outrage and add that the rulers of
these repressive regimes must see
that their actions in violation of basic
human rights are not without cost,
The problem here is that there is no
connection between means and ends;
no clear exposition of goals that are
both desirable and attainable.

The risk of stability

What should our broad
goals be and how would they differ
from those the administration cites as
having guided our China policy for
the past 20 years? To paraphrase
President Havel's statement on the
Soviet Umon, we might state the
policy as follows: the sooner, the
more quickly, and the more peace-
fully China begins to move along the
road toward genuine political plural-
ism and to a working market econ-
omy, the better it will be not only for
the Chinese but for the whole world.

This is quite different from the
formulations carried over from the
1970s, which emphasize our interest
in “a strong, secure, and stable”
China. That formulation reflects a
time when we wished to reassure the
Chinese—and put the Soviet Union
on notice—that we would regard any
attempt to destabilize or threaten
China as contrary to our interests. Is
China’s stability a national interest of
the United States today? Certainly we
hope China will evolve peacefully.
Nor would we wish or do anything to
encourage internal unrest in China.
But how can we assert that a stable
China is an American national inter-
est when the changes we would like 1o
see take place in China—which will
almost certainly occur over the next
several vears—will inevitably pro-
duce some degree of social unrest
and instability? When the challenge
to the current regime comes, the only
forces favoring “stability’” will be the
forces of repression. For us to
identify stability in China as a na-
tional interest makes us appear either
out of touch with reality, or on the
wrong side—intent on conferring on
the Chinese government a legitimacy
its own people deny it.

policy

Substance, not symbols

President Bush is absolutely cor-
rect in emphasizing that we must
continue to try to draw the Chinese
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out of isolation and engage them in
efforts to reduce international ten-
sion. Cultural and educational ex-
changes with China have done a lot to
promote greater openness and re-
spect for human dignity in China.
And increased economic and com-
mercial relations, particularly over
the past 10 years, have clearly ad-
vanced movement toward a more
market-oriented economy. Even the
Chinese leaders acknowledge this.
But now they fear such contacts,
seeking to eliminate those they do
not want and control the ones they
cannot yet do without. For us to
impose sanctions that restrict such
contacts further simply plays into the
hands of those in China who want
their country to retreat into a more
easily managed isolation.

This is not to say we should follow a
business-as-usual policy toward
China. Rather, we should have a
policy which makes clear to our own
citizens, as well as to China, that we
regard the current Chinese govern-
ment as a transitional one following a
doomed policy of pursuing modern-
ization while repressing dissent, shut-
ting out new ideas, and reinstituting a
Leninist command economy.

The correct response to such a
regime is to make it face the contra-
dictions of such a policy. That means
continuing the kinds of ties that will
inspire reform and greater pluralism:
trade and investment, travel, and
cultural and educational exchanges.
These contacts helped to bring about
the reforms of the past 10 years in
China and encouraging them to
continue, despite the obstacles China
puts in the way, is the most effective
way to speed the current regime's
passing from the scene.

But it is essential that we keep a
certain distance from this regime, to
position ourselves to work with the
next government and to make our
disapproval clear so that we do not
demoralize the thousands of Chinese
who are now suffering for their
commitment to reform and respect
for human dignity. We walk that fine
line by distinguishing between public
and private contacts and between the
substantive and the symbolic.

Our approach should be the mir-
ror-image of China’s approach to us.
They want the maximum official
recognition and the minimum private
interchange. We should encourage
private contact and restrain official

contact. There need be no iron-clad
“no high-level contact’” rule. When
there is something to talk about, we
should talk. But we must avoid
contacts which plainly are, or can be
made to appear, symbolic of a closer
relationship than is possible at this
time, which suggest we want to pick
up where we left off or which in any
way tend to give the current Chinese
regime legitimacy and demoralize the
forces of reform and liberalization
who will be the next leaders of China.

A principled, pragmatic approach

In international forums we should
be guided by the same principled but
pragmatic approach. The World Bank
has arguably been the most effective
force for economic reform in China.
We should to the extent possible
support its program. The current
administration policy of supporting
human needs loans but opposing
resumption of project loans strikes
me as wrong. If the Chinese were to
adopt policies which suggested they
might misuse or misdirect funds
intended for human needs, we would
certainly want to oppose even “‘hu-
man needs” lending. The criteria
should be what the loan is for and
whether it will advance China's
progress toward a more pluralistic
market economy. Our policy should
therefore be to support any loans the
Bank can justify on the economic
grounds on which it customarily
insists.  Any such project will by
definition encourage reform and
sharpen the internal contradictions in
China’s economic policies. If a pro-
posed agricultural project appears to
be assisting an effort at recollect-
ivization of agriculture, we would not
support it—and neither would the
Bank. In other cases, such as a project
to assist development of village indus-
try, we might support a loan forcing
the Chinese to resolve the contradic-
tion between the needs of economic
development and the leadership’s
desire to preserve control and a
Leninist economic system. To go
beyond such a position and oppose
sound projects would move us into
the unwise position of trying to use
withholding of World Bank loans as a
sanction. This is not only improper, it
is contrary to our own interests.

Recognizing a new reality

I am well aware that the approach
I have outlined makes assumptions

and judgments that run counter to
the conventional ['()1‘L‘ign policy and
China-watching wisdom, which holds
that Eastern Europe was occupied
territory and is therefore not a
model for what may happen in either
China or the Soviet Union. The
conventional wisdom maintains that
China is different; democracy and
“Western”’ economic traditions have
no roots there. And finally, Eagle-
burger tells us, we have to get over
the naive idea that governments are
“good™ or “bad” and join the real
world.

The conventional wisdom is out of
touch with reality now. James
Billington, the librarian of congress
and one of America’s most distin-
guished experts on revolution and
the Soviet Union, opened a recent
and very thoughtful article with this
observation: “'In the midst of any
great historical change, witnesses and
participants alike are often unable
not only to predict and control
events but even to understand the
essential nature of what is happen-
ing.”" Instead they “‘perpetuate the
intellectual weakness of the old wis-
dom: that economic acquisitiveness
and manipulative political leadership
are all that move history and a
skepticism that beliefs and ideas
really matter.” They conclude, there-
fore, that the only way to get things
done is through realpolitik played
with leaders who show policy inde-
pendence—Ilike Deng Xiaoping and
Nicolai Ceaucescu.

What is going on is not just a
liberation of Eastern Europe from
the Soviet Union—a development of
little relevance to China—but a
general crisis of legitimacy affecting
the entire communist world. Con-
trary to the popular wisdom, Billing-
ton argues, the crisis of legitimacy
may be deeper in the Soviet Union
than in Eastern Europe because it
deals with the evil inflicted on
themselves rather than an evil im-
posed from without, and because
“the criminal party is still in charge.”
This analysis is very relevant to
China, which, like the Soviet Union,
imposed the evil on itself and is still
under the control of the group that
imposed it.

This is the reality we need to
understand if we are even to define,
let alone protect and advance, our
interests in the Pacific in the coming

—

decade. =1
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Tuia M Council Activities

New Investment Study Includes Analysis and Project List

The Council is completing a new,
two-part investment study culminat-
research. US
Investment in China contains in-
formation on more than 500 US
investment projects in China, along
with an analysis of investment trends,
case studies of US companies in
China, and comparisons between US,
Japanese, European, and other for-
eign investment.

Over 500 ventures listed

At the core of the study is a
database of more than 500 US
investment projects in China, a con-
siderable expansion of the 194 joint
ventures described in the Council's
1987 Study, US Joint Ventures in
China: A Progress Report. Each entry
includes names of all joint venture
contracting parties, year and type of
agreement, business sector, purpose,
and information on the value of the
investment and partners’ shares. Pro-
files of 100 key projects in represen-
tative sectors are also included.

ing three years of

Tracking down investors . . .
Guided by Research Director Da-
vid Denny, database researchers
sifted through every available source
on investment in China, both in
English and Chinese, published in
the last five years. Verifying the
status of each project was no easy
task, as many US investments come
from small companies. Other Ameri-
can investors are individual entrepre-
neurs, often of Chinese descent, who
initiate small projects in their ances-
tral villages. In many cases, the
information could only be verified by
locating and contacting the compa-
nies or individual investors directly.
Verification was complicated by the
fact that different sources often give
conflicting information about invest-
ment projects. The researchers had
to be language detectives too, since
translation problems abound. Realiz-
ing, for instance, that the mysterious
“Weigeshi Co.” is actually Vickers

Corp. was among the challenges
researchers faced.

... and taking their pulse

Although the number of US inves-
tors has grown dramatically in the
past three years, many are having
second thoughts about China since
last vear's economic retrenchment

well as in hard copy form.

While the investment project list
will be printed as part of the invest-
ment report, companies may also
choose to purchase a companion
diskette, enabling them to manipu-
late and customize the information.
Purchasers can use the diskette to
track competitors, research prospec-

The Council's new publication on US investment in China is the culmination of
months of research and analysis by Publications Director Madelyn Ross, Investment
Adviser Rich Brecher, Research Associate Bryan Batson, and Research Director
David Denny.

and political turmoil. To assess how
investors are coping with the uncer-
tain environment, the Council’'s In-
vestment Adviser Rich Brecher sent
more than 600 questionnaires to
investors this spring, then compared
their responses to a similar Council
survey conducted one year ago. The
new study’s report on investment
includes the survey results, along
with a detailed discussion of China's
current investment environment.

Diskette allows easy access

US Investment in China marks the
first time that the Council has
released information on diskette as

tive markets, add their own data, and
analyze developments in their sec-
tors. The diskette version of the
database also contains addresses for
each China project, and can be used
to generate multiple mailing labels to
all ' US joint ventures and wholly
foreign-owned enterprises in China,
or to any chosen market segment.

Council members may purchase
the investment report, including the
project list printout, for $80 (non-
member price: $110). The member
price for the entire study, including
both the report and diskette (dBase
[T+ format) is $185 (non-member
price: $250).
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Legal Committee
Discusses Export Controls

The Council’'s Legal Committee
meeting on February 27 focused on
export controls issues for US equip-
ment and technology
James M. LeMunyon, deputy assis-
tant secretary for Export Administra-
tion at the US Department of Com-
merce, discussed the current status
of US and COCOM export controls
policy for China, and the prospects
for future revisions.

LeMunyon stressed that US export
control policy has remained un-
changed following the Tiananmen
crackdown last June, though pros-
pects for further liberalization pres-
ently look dim. Implementation of a
distribution license system for China,
for example, is on hold indefinitely.

As for COCOM policies, LLeMun-
yon pointed out that COCOM is
considering reducing the number of

C.\'l)(!l'lt'l'\,

items included in the control list and
further streamlining the approval
process. China stands to gain from
any relaxation of controls that go
beyond the China green line. These
issues will be discussed at the next
COCOM meeting in May.

On March 28, representatives of
20 Council member companies con-
vened in Washington, DC, to kick off
the Council’s efforts to lobby Con-
gress on maintaining China's most
favored nation (MFN) status, which is
due to expire July 3. In the wake of
continued repression in China and
growing dissatisfaction in the United
States with the failure of President
Bush’s policies to garner a positive
reponse from Beijing, the debate
over renewing MFN is likely to be
fierce, and the inevitable Congres-
sional vote a close one (see p. 6).

Though the Council does not
believe that Congress could muster
the necessary two-thirds vote to
override a presidential veto of any
attempt by Congress to deny China
MFN status, it is clear that the

Council Companies Convene Meeting
on Saving China’s MFN Status

administration believes it cannot af-
ford to expend more political capital
to sustain the status quo in US-China
relations. Thus it falls primarily to
the business community to make
Congress and the general public
aware of the high stakes involved in
revoking MFN, and the Council plans
to continue convening the new MFN
Working Group to coordinate in-
formational and lobbying activities of
member companies.

Council staff have been contacting
member companies for weeks to alert
them to the issue and how removal of
MFN might affect their sectors.
Companies in need of further in-
formation about the role they can
play and the effects of the MFN
debate should contact the Council
immediately.

Mark Herlach, a partner with
Coudert Brothers, also spoke to the
group outline the US export
control and describe the
organizations, regulations, and pro-
cedures involved. He the
importance of knowing about rele-
vant controls during the
formulation contracts

Lo

process

stressed

(“;\'])UI'I

ol sales Lo

allow enough time to obtain required
approvals and to include provisions
to the possible denial of
licenses.

Herlach remarked that although
there has been no change in official
US policy toward China, companies
have experienced greater delays pro-
cessing some license applications.
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Becoming a Region

Southeast Asia’s economic z’ntegmtz'on presents opportunities for US

companies active in China

Linda Y. C. Lim and Clyde D. Stoltenberg

en  years ago, most US
companies  had  little  in-
volvement in Asia beyond

Japan, Taiwan, and Hong

Kong. Countries like Thailand, Ma-
laysia, or even giant Indonesia at-
tracted attention  as  exotic
tourist destinations than as potential
markets for US products and ser-
vices. Yel since Japan was not the
ecconomic powerhouse it is today, the
United States was actually the largest
trade partner and investor in South-
east  Asia—though the volumes
weren’'t much to speak of (see map).
Today, the region's economy has
been transformed. Japan has now
emerged as a world economic super-
power, and has replaced the United
States as Southeast Asia’s leading
trader and investor. The N1Cs—the
newly-industrialized countries of Sin-
gapore, South Korea, Taiwan, and
Hong Kong—are now among the
world’s top 20 trading nations, with
high-tech economies that export cap-
ital and technology world-wide. The
countries of Southeast Asia, espe-

more

cially Thailand and other members of

the Association of Southeast Asian
Nations (ASEAN), have been dubbed
the *
tured exports continue to expand
Market-oriented economic reforms
such as privatization, liberalization,
and deregulation, along with growing
democratization, have begun 1o have
a major impact on many of the
region’s economies. And most sig-
nificantly, intraregional trade and
capital flows are growing quickly,
giving rise to an integrated regional
e (il]()l‘”‘\‘.

These developments have en-
hanced Southeast Asian countries’
attractiveness to US companies both
as sourcing or manufacturing plat-
forms and as huge potential markets.

next NICs" as their manufac-

Although the regional
trends in Southeast Asia
present numerous in-
vestment opportunities,
the share of US invest-
ment in local and re-
gional markets has de-
clined.

For US companies, particularly those
adventurous enough to have tackled
the China market, the next decade
presents great opportunities in
Southeast Asia to find lower-cost
production locales and new markets
(see charts).

The key to effective regional in-
vestment and trade strategies lies in
understanding how changes in each
country's  politics and  economics
have aftected regional development,
expecially in terms of increasing
ASEAN’s  commercial  links with
China (vee p. 350

Fiscal reforms are key

Today's intraregional links resulted
chiefly from the many trade, invest-

Linda Y. C. Lim s vesearch divector of

the Southeast Asia Business Educational

Resources Program at the University of

Machigan. Clyde D. Stoltenberg ts execu-
tive director of the Fast Asia Business
Program at the University of Michigan.
This article was based on an executive
education seminar offeved at the Univer-
sity of Michigan on
Doing Business in Newly-Industrialized
and Less-Developed Countries of East
and Southeast Asia.”

“Strategies  for

ment, and financial liberalization
measures most Asian countries have
adopted in the past 10 years or so.
Parucularly  swift were
prompted by the global recession
early in the 1980s, when global
demand for commodity exports de-
creased sharply. Disillusionment with
economic growth strategies depen-
dent on commodity export earnings
led Southeast Asian countries to try to
diversify their exports and find new
markets beyond developed countries
such as the United States. The
adoption of investment incentives
such as tax holidays, subsidized indus-
trial estates and utilities, and pref-
erential tariff treatment of imported
inputs  were also key to greater
industrial diversification, for these
measures have helped attract invest-
ment from other Asian countries (see
The CBR, March-April 1988, p. 49).

The trade policies of the developed
especially  the United
States, also encouraged greater eco-
nomic integration within the region.
US acuons included the removal in
1988 of General System of Prefer-
ences (GSP) wariff rates for the NICs,
pressures  for currency
appreciation, and stepped-up investi-
gations of dumping and countervail-
ing duty complaints, all of which
helped turn Japan and the NICs
toward Southeast Asian countries as
a base for economic activities. Re-
gional trade now has a pronounced
triangular pattern: Southeast Asian
countries import capital goods and
manufactured inputs from Japan and
the NICs for local processing, with
the final products exported to the
United States, or, increasingly, within
Asia.

Similarly, wage reforms have been
a large factor in increasing regional
interdependence. Taiwan and Korea

actions

countries,

mounting
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US Trade with Southeast

Asian Countries: 1988

($ billions)

SOURCE: US Department of Commerce, International Trade Admistration.

U
s to: $5.7

S imporss from: $24.8

us

US imports from: $10.2 TRADE

in particular experienced rapid wage
increases in the past decade; in
Taiwan, for example, wages increased
by 35 percent in 1987, and an
additional 12 percent in 1988, mak-
ing Taiwan’s wage rate about three
times greater than comparable rates
in Indonesia, and five times more
than those in Thailand and Malaysia.
The rapid rise in labor costs has

encouraged Northeast Asian inves-
tors to relocate their labor-intensive
industries to Southeast Asia.

Major adjustments of individual
currency rates is another key factor
in the growing regional economy.
The currencies of Korea and Taiwan,
signifi-
cantly during the past few vears.
Since 1985, the Korean won has risen

for example, appreciated

almost 30 percent against the dollar,
while the New Taiwan dollar has risen
by over 40 percent. The currencies of
Malaysia, Thailand, Indonesia, and
the Philippines did not appreciate
significantly, however, enabling these
countries 1o
investors eager to capitalize on the

attract new  foreign

cheaper currency rates.
['he higher labor costs and cur-
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rency appreciation of the Northeast
Asian countries have in turn led to a
decline in their competitiveness in the
area’s traditional exports. Japan and
the NICs are responding to this
adversity by shifung their focus from
traditional labor-intensive manufac-
tures to higher value-added products
using more advanced technologies.
Morecover, by relocating their labor-
intensive industries to  Southeast
Asian countries, Japan and the NICs
have eased their own labor shortage
problems, and have helped finance
infrastructure growth in Asia’s lesser-
developed nations.

While sweeping hiscal reforms have
affected much of the region, political
and economic factors within each
country have given each a unique
climate for foreign trade and invest-
ment. Recognizing these factors is
essential to American businesses seck-
ing to implement successful regional
investment and trade strategies.

Thailand: Investment and growth

The government of Thailand, de-
spite some instability within the
coalition that elected Prime Minister
Chatichai Choonhavan in 1988, has
been able to facilitate continued
economic  prosperity—industrial
output rose 10 percent in 1988—
while minimizing the social unrest
that often accompanies rapid indus-
trialization. The Thai economy ap-
pears primed for continued growth,
as government spending and invest-
ment remain healthy. The Thai gov-
ernment’s fiscal 1989 budget, for
example, called for an increase in
investment spending of over 50
percent. Foreigners, led by Japan
and Taiwan, continue to invest
heavily in new manufacturing capac-
ity. However, the number of applica-
tions filed with the Board of Invest-
ment dropped between 1988 and
1989, reflecting new restrictions on
promotional incentives and  in-
creased emphasis on a few key
industries, particularly in areas out-
side of Bangkok.

Thailand’s rapid growth has put
pressure on the existing infrastruc-
ture, plagued by major bottlenecks.
Ground transportation, port, and
utility projects now underway will
ease the crunch as they are com-
pleted over the next several vears.
Also, within a few vears the current
building boom is likely to ease the
shortage of commercial buildings.

For US companies, par-
ticularly those adventur-
ous enough to have tack-
led the China market,
the next decade presents
great opportunities in
Southeast Asia to find
lower-cost production lo-
cales and new markets.

Low skill levels—although the lit-
eracy rate is higher than in China
also constrain - growth.  Significant
increases i the 1989 education
budget reflect efforts to upgrade skill
levels, but the payoft is some years
away. In the meantime, higher wages
commanded by engineers and man-
agers in technical fields will continue
to force producer prices upward.

Among the ASEAN
I'hailand is probably the most vulner-
able 1o US wrade policy actions,
although its export markets are well
diversified, with less than a fifth of
total exports destined for the United
States. Thailand’s GSP eligibility has
been challenged recently for inade-
quate intellectual property protec-
tion, and labor rights are also under
increased Anti-dumping
proceedings have been filed by the
United States concerning Thai ex-
ports of  steel, ball-bearings, and
other products. With increased man-
ufactured exports to the US market
Thailand is likely to become the
target of more US trade actions.

countries,

scrutiny.

Malaysia: Benefiting from
economic liberalization

In Malaysia, Prime Minister
Mahathir Mohamad has successfully
overcome factional conflicts to main-
tain political stability, while gradually
encouraging greater private enter-
prise. l.ocal private investiment has
also been encouraged, along with
efforts 1o lure investors from Japan,
the United States, and the NICs.
Commodities account for almost half
of Malaysia’s exports, and continued
commodity price increases since the
1985-86 recession helped drive eco-
nomic growth to well over 7 percent
in 1989, At the same time, traditional
exports of rubber, palm oil, tin, and

wood have been augmented by new
exports of cocoa, meat, fish, and
fruit. In addition, manufacturing
production for 1989 was
across a broad range of sectors and
rose nearly 14 percent over 1988
levels, while exports of industrial
manufactured goods have also risen
steadily. Despite eftorts to diversify
commodity exports, however, manu-
factured exports remain highly con-
centrated in electrical machinery,
textiles, and electronics. Recent at-
tempts to encourage foreign invest-
ment in other sectors of the economy
have had litle effect, and Malaysia
continues as one of the world's
leading exporters of semiconductors.
Volatility in the markets for these
manufactured goods makes Malaysia
vulnerable to fluctuations in the
global marketplace. The end of the
1983-84 boom in semiconductor
consumption was particularly hard
on Malaysia, for new ouput from

st rong

_l;lp;illcﬁt‘ producers flooded the mar-

ket, sending world down
sharply.

Although the government has tra-
ditionally emphasized public sector
investment to achieve growth, a more
liberal regulatory structure adopted
in 1986 has greatly encouraged both
domestic and foreign investment
growth. Combined investment in the
manulacturing sector, for example,
more than doubled between 1987
and 1988, with Japan and the NICs
alone accounting for roughly half.

Malaysia’s infrastructure is better-
developed  than  Thailand’s, and
higher public and private sector
investment levels in infrastructure
will help maintain this lead. Unlike
China or Thailand,
Malaysian workers have a long his-
torical association with Western work
ideals, and can more easily adapt 1o
foreign  workplace
While the available labor pool cur-
rently exceeds demand, accelerated
growth in the manufacturing and
service sectors could quickly soak up
available labor.

Among the ASEAN countries, Ma-
laysia is second only to Singapore in
terms of the openness of its trade and
investment policies. Tariffs are gen-
erally low, and few nontariff barriers
exist. Although Malaysia had enjoyed
a rising trade surplus, its growth
declined last year despite renewed
strength in commodity prices, chiefly
machinery

prices

the case in

expectations.

because of a rise 1in
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imports. The Malaysian ringgit,
though widely acknowledged to be
undervalued, has not yet come under
US pressure for appreciation. GSP
privileges were in jeopardy for a time

during 1988-89 due to criticism of

restrictions on unionization in the
electronics industry (which is domi-
nated by US multinationals), but a

recent investigation by the othce of

the US Trade Representative found
that some progress in  Malaysian
labor rights had been made, and GSP
status was maintained.

Indonesia: Diversified exports,
growing market

In Indonesia, President Suharto
has taken positive steps to improve
the business climate, although there
15 some uncertainty about
stability when his term ends in 1993.
Indonesia stands out among the
ASEAN countries for its large popu-
lation, which is more than three times
the size of either Thailand’s or the
Philippines’s, and therefore has the
potential to become an enormous
consumer market. Although income
distribution is uneven, the sheer size
of Indonesia’s domestic market
makes the country somewhat less
dependent on foreign trade and less
vulnerable to external pressures than
other ASEAN countries. As a major
petroleum exporter, Indonesia’s eco-
nomic growth was hit hard when

future

All too often US busi-
nesses see Southeast Asia
only as a potential
“dumping ground” for
exports from their China
plants, particularly if
these products are not of
suttable quality for the
US market.

world oil prices collapsed in the early
1980s. The end of the oil boom led
Indonesia to diversify its production
base; while oil exports comprised
more than B0 percent of total ex-
ports in 1981, by 1989 oil exports
were but 40% of total exports.
Indonesian  export  competitive-
ness was enhanced by currency deval-
uations i 1983 and 1986. The
predominance of low-tech products
(such as processed food, plywood,
and certain electrical components)
among manufactured exports, how-
ever, still leaves Indonesia vulnerable
to demand slowdowns. Although the
size of Indonesia’s domestic market
may make it harder to regionalize its
economy compared to other ASEAN
countries, recent deregulation ef-

forts, relaxed investment and tarift
regulations, and low labor and op-
erating costs have attracted high
volumes of investment in the past few
years. Approved foreign investment
in 1988 was more than five times that
two vears earlier, and 1989 saw an
increase of almost 35 percent, to
$5.9 billion. Japan, Korea, and Hong
Kong, the three largest foreign inves-
tors last vear, committed a total of
almost $1.8 billion. Financial liberal-
ization in Indonesia has also made it
possible for foreigners to buy Indo-
nesian stocks. Foreign portfolio capi-
tal has spawned phenomenal growth
in the stock market,
which recently surpassed even Tai-
wan’s stock market growth.

Indonesian

While these events are encourag-
ing, hurdles remain to be overcome.
Indonesia’s $50 billion external debt
is the largest among Asian developing
countries, and eats up a full third of
the government’s total annual budget
for debt service. So far, the govern-
ment’s effective management of the
debt has helped inspire confidence in
the international financial commu-
nity. Although interest rates have
fallen, high prime rates of 18 to 20
percent persist. Official unemploy-
ment rates remain fairly low, in part
because chronic underemployment
provides for unproductive jobs—
while hampering productivity. While
economic growth during the past few

China, Japan, and Southeast Asia: Comparative Profiles
Population Population GDP GDP Manu- Unemploy- Average Literacy
(in millions, growth rate  ($ million, growth factures mentrate hourly wage rate
1988) (%/year, 1987) rate as % of  (1988)  rate for pro- (% of
1987-2000) (%/year, GDP duction  popula-
1980-87) (1987) workers tion,
(1988) 1988)
e e ———
China 1,087.3 1.3% 293,380 10.4 20% 2.0% **$0.41 73%
Hong Kong L 1.0% 36,530 5.8 22% 1.4% $2.43 88%
Indonesia 177.4 1.7% 69,670 3.6 14% 2.2% $1.30 74%
Malaysia 17.0 2.2% 31,230 4.5 25% 8.1% *$0.46 76%
Philippines 63.2 1.9% 34,580 -0.7 25% 8.5% *$0.40 86%
Singapore 2.6 0.8% 19,900 5.4 29% 3.4% $2.67 87%
South Korea 42.6 1.0% 121,310 8.6 30% 2.5% $2.46 96%
Taiwan 19.8 1.0% 91,330 8.3 44% 1.7% $2.71 929
Thailand 54.7 1.5% 48,200 5.6 24% 3.5% *$1.10 91%
Japan 122.2 .5% 2,374,000 3.8 132% 2.6% $13.14 99%
NOTES: *1986 figures; ** based on preliminary 1990 estimates; t includes mining;
SOURCES: World Bank, World Development Report 1989; Far Eastern Economic Review; Asia Yearbook 1989; Asian Develop-
ment Bank, Key Indicators of Developing Member Countries of ADB, July 1989; Asian Development Outlook 1989; US Bureau
of Labor Statistics; Royal Thai Embassy; US-China Business Council; and Malaysian Development Authority
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years has risen to the 5-6 percent
range, infrastructure and skills defi-
ciencies may inhibit future gains, and
rising production costs caused by
wage increases could further erode
Indonesia’s competitive position.

Singapore: Gateway to Asia

The political situation in Singa-
pore appears fairly stable, with First
Deputy Prime Minister Goh Chok
Tong the heir-apparent to Lee Kuan
Yew. Singapore's unique position
among the ASEAN countries as a
transshipment point between
ASEAN and China has enabled it to
profit from the large growth in
intraregional trade. With no debt to
speak of, Singapore is well-posi-
tioned to enhance its role as a
financial center and net capital ex-
porter to other ASEAN countries. A
highly developed physical infrastruc-
ture and exceptionally skilled human
resource base have helped the high-
technology and service sectors de-
velop effectively. Of the ASEAN
countries, Singapore has long had
the most open trade and investment
policies, so it has not run afoul of
developed country trade policy to the
extent of Korea and Taiwan. Also,
despite some appreciation against
the US dollar, the Singapore dollar
has not undergone the rapid appre-
ciation of the currencies of Korea
and Taiwan.

The main constraint on Singa-
pore's future growth is the tight
labor market, which is putting in-
creasing pressure on wages. Though
the highest among ASEAN countries,
wages in Singapore are still less than
two-thirds the rates of Taiwan and
Korea, which are at a comparable
level of technological development.
Another limiting factor on growth is
the small size of the domestic market,
which forces greater interaction with
outside economies. As neighboring
countries such as Indonesia and
Malaysia develop, their need for
inputs from Singapore’s highly devel-
oped service sector may diminish, but
that appears to be some time off.
Given its increasing reliance on the
regional and world economies for
continued growth, Singapore re-
mains particularly vulnerable to po-
tential global recession.

The Philippines: Instability
persists

The economy of the Philippines

$12 billion. '

$203 billion

Inter-Regional

Trade Flows
1970

Asia—Pacific

$28 billion

1988

Asia—Pacific

SOURCE: National trade statistics and Arthur D. Little, Inc.

%20 billion

North
America

$308 billion

America

remains the most problematic in
ASEAN, primarily because of contin-
ued political instability. Although
progress has been slow, the post-
Marcos era has brought some favor-
able developments. Infrastructure
investment and privatization of
State-owned enterprises have im-
proved the investment climate in the
Philippines, though potential foreign
investors continue to cite a number
of drawbacks to setting up there.
Obstacles include the requirement of

a local partner in many areas open to
foreign investment, along with mi-
nority ownership limitations. As in
China, US companies active in the
Philippines also complain of bureau-
cratic delays and lack of govern-
mental responsiveness.

Inflation, which had hampered
stability and economic growth, was
brought temporarily under control
through an International Monetary
Fund-mandated contraction of the
money supply. By mid-1989, how-
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ever, inflation had gone back up to
double digits. As with other ASEAN
countries, there has been a shift from
dependence on traditional commod-
ity exports to manufactures, with
semiconductors and garments now

accounting for more than a third of

total exports. levels have
generally increased, as has invest-
ment, which nearly doubled between
1988-89. Foreign investment also
increased significantly in 1988, 1o
well over four times the 1987
amount. Stable exchange rates and a
relatively low-cost and highly-train-
able labor force help encourage
investment. Unlike China, the Philip-
pines is able to emphasize to US
investors its long association with the
Western industrialized nations and
familiarity  with  foreign business
expectations.

Despite these positive indicators,
deficits in both foreign trade and the
government budget pose serious ob-
growth. Last
vear's most recent failed coup at-
tempt, moreover, dampened invest-
ment enthusiasm; further significant
decline in business expansion in the
Philippines is likely to exacerbate the
trade deficit and drive up inflation
rates. In spite of austerity measures,
the debt level remains high, while
domestic savings levels remain low.
Although the large labor pool will no
doubt moderate pressures for higher
wages, perpetuating low wage rates
will also thwart a rise in the standard

Export

stacles to  economic

of living and inhibit narrowing of

income disparities within the popula-
tion, further weakening the domestic
market.

Regional opportunities for US
business

With these political and economic
developments in mind, now is the
time for US companies to become
more informed on the intraregional
forces in Southeast Asia, and to take
full advantage of new trade and
investment Knowl-
edge of each country’s political and
economic trends and future pros-
pects—along with their growing links
with China (see p. 31)—will help
companies with footholds in China
extend their reach throughout this
dynamic region.

This task will not necessarily be an
Although the regional
trends in Southeast Asia present
numerous investment opportunities,

opportunities.

easy one,

Singapore has become the transshipment center for intra-ASEAN trade.

the share of US investment in local
and regional markets has declined.

Japan, Korea, and Taiwan have now

become the leading foreign investors
in Thailand and Indonesia, and have
an increasing presence in other
countries as well. The United States,
on the other hand, continues to
invest more than Japan or the NICs
in China, but has maintained its role
as the leading foreign investor in the
Philippines.

The rise of Asia as a
regional economy has also made it an
increasingly important trading part-
ner. The volume of trade between

ﬁ[l'()llg

North America and the countries of

Asia has skyrocketed in the past two
decades (see diagram), making it even
more crucial for US businesses to
adapt to the changing economic
environment. By all accounts, how-
ever, it is likely that trade between the
Asian
volume of

countries  will surpasss the
trade North
America and the Asian countries this
vear, which should give US industry
even more incentive to tap into the
opportunities presented by the new
regionalism. Furthermore, by ensur-
ing trade surpluses with developing
countries—which in 1980 already
accounted for 40% of all US ex-
ports—the United States can help
reduce its global trade deficit.

For US multinationals, the oppor-
tunities are Increased
intraregional trade and investment
and multinational activity are begin-
ning to integrate the industrial sec-
tors of individual Southeast Asian
economies beyond the plans of ofh-
cial ASEAN integration
schemes. For historical reasons,
many Asian countries would welcome
US corporations far more warmly
than those from Japan, which has not

between

many.

regional

completely shed its negative histori-
cal image as a builder of empires in
Asia. And, the Asian countries are
eager for more US business partici-
pation—including cheaper dollar im-
ports that can substitute for Japanese
parts and products made more ex-
pensive by the strong yen.

All too often, though, US busi-
nesses see Southeast Asia only as a
potential  “dumping ground” for
exports from their China plants,
particularly if these products are not
of suitable quality for the US market.
Yet, these countries are increasingly
likely to themselves produce the same
items at a cheaper cost, or to import
them from Japan or the NICs. For
US business, failure to see the NIC
and ASEAN countries as important
markets in their own right is a costly
mistake, particularly as consumer
demand for more Western goods
continues Lo increase.,

Like Japan and the NICs, US
multinationals should consider locat-
ing related operations in neighboring
countries to minimize costs and
maximize output quality. For exam-
ple, capital-intensive, high-tech, and
service-oriented activities can be lo-
cated in Singapore, while medium-
technology and semi-skilled activities
of the same multinational can be in
Malaysia, and low-cost, labor-inten-
sive activities in Thailand or Indone-
sid.

At present, US companies have a
window of opportunity in Southeast
Asia to re-emerge as a presence in the
region and as powerful economic
players. The Asian NICs and the
“next NICs™ offer many opportuni-
ties for US business, particularly if
US firms can become fully integrated
into the region’s triangular patterr

(4

of trade. %
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China’s Links to
Southeast Asia

Building regional bridges will increase China’s global competitiveness

hina’s links with Southeast

Asian economies have in-

creased enormously in two

decades—in 1985, total
trade between China and the ASEAN
(Association of Southeast Asian Na-
tions) countries was more than 20
times the 1970 total—but are still
nowhere near their potental in
volume or diversity. The 1990s
should continue to see rapid expan-
sion of both trade and investment
between China and its neighbors,
however, since those economies—

among the world’s fastest growing—
have much to offer: raw materials,
industrial technology, and financial
resources, as well as growing markets
for China’s light industrial and con-
sumer goods.

The region’s and
kaleidescopic politics have had as
much to do with helping—or hinder-
ing—trade with China as the abun-
dance or lack of viable commercial
opportunities, and it's no accident
that the progress of economic links
has closely paralleled political rap-
prochements between China and its
ASEAN neighbors. The pace of prag-
matism has also been a factor:
Singapore, for example, has held a
hard line against communism for
years, but has become China's largest
ASEAN trading partner though the
two lack official political relations.

Personal connections have also
helped build commercial bridges
between China and ASEAN. The large
overseas Chinese communities in
Singapore, Thailand, Malaysia, and
Indonesia in particular have been

complex

among the most active proponents of

trade and investment, especially in
South China’s export-oriented man-
ufacturing sector.

Clyde D. Stoltenberg

For US companies op-
erating there, China’s
growing links with
Southeast Asia present
countless opportunities
for regionalizing opera-
tions, such as sourcing
from one country for
processing in another, or
transferring personnel
and know-how between
countrees.

For US operating
there, China’s growing links with
Southeast  Asia  present
opportunities for regionalizing oper-
ations, such as sourcing from one
country for processing in another, or
transferring personnel and know-
how between countries. Understand-
ing the nature and extent of eco-
nomic and political interaction
between China and its Asian neigh-
bors is the first step toward capitaliz-
ing on those connections.

companies

countless

Singapore: Pragmatic principal
partner

Singapore, ASEAN's largest China
trader, also plays a distinctive role as
a center for transshipment of Chi-
nese goods to countries like Malaysia

Clyde D. Stoltenberg is executive director
of the Fast Asia Business Program at the
University of Michigan.

and Indonesia. Total trade with
China increased from $45.9 million
in 1970 to $2.85 billion in 1988.
Singapore’s exports to China in 1988
came to $1.25 billion, while imports
from China totalled $1.5 billion
(much of Singapore’s deficit repre-
sents transshipped goods). Likewise,
Singapore’s exports to China have
long included significant reexports
of rubber and other primary com-
modities. The past 10 years have,
however, seen a substantial increase
in Singapore’s domestic exports to
China, including industrial machin-
ery, transport equipment and compo-
nents, rubber products, processed
wood, chemicals, pharmaceuticals,
and medical and scientific equip-
ment.

Singapore’s imports from China
consist largely of petroleum (crude
oil is imported and refined, much of
it for reexport to China) and food-
stuffs.  Manufactured imports in-
clude chemicals, machinery, textiles,
iron and steel, and metal manufac-
tures.

Singapore’s commercial links with
China also include exports of ser-
vices, technology transfer, and direct
investment. Singaporean investment
in China has primarily focused on
infrastructure projects such as ports,
airports, and hotels, along with light
industry and oil-based services. The
following examples of 1989 Sino-
Singaporean joint-venture deals il-
lustrate the range of activity:

e Singapore Intraco Trading Firm
and the China National Packaging
Import/Export Corp. signed a $2.5
million deal for export and reexport
of packaging materials to China;

sSingapore’s Hong Lemng Co. and
the Xiamen Tourism Corp. agreed to
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China’s Commercial Ties To Southeast Asian Countries

Political Bilateral trade China’s China’s China’s China’s Commercial
relations  volume export import major major agreements
established volume volume imgorts exgorts
Singapore — *$2.7 billion $1.5 $1.2 billion Industrial  Petroleum, 1981: Trade
billion machinery, foodstuffs, representatives

transport & chemicals, exchanged
electrical  textiles, 1979 & 1980: Trade
equipment, iron, steel agreements signed

rubber 1986: Tourism
products, promotion treaty
processed 1986: Investment
wood protection treaty
1989: Double
taxation treaty
Thailand 1975 1$1.2 billion $500 $750 Rice, corn, Crude &  1985: Investment
million million sugar, diesel oil, protection treaty
rubber, chemicals, 1986: Double
tobacco, produce, taxation treaty
steel, pharma-  1986-present:
synthetic  ceuticals, Annual trade
fiber machinery protocols
Malaysia 1975 t$1 billion $350 $690 Rubber, Textiles,  1985: Memorandum
million million palm oil, cereals, of Understanding on
timber, oils, direct trade; double
logs, cocoa produce, taxation treaty
beans light 1989: Trade

industrial agreement;

goods and investment

machinery protection treaty;
joint economic and
trade committee

established
Indonesia 1953-1967 *$920 million $240 $680 Plywood, Coal, 1985: Direct trade
(suspended) million million rubber, cotton, agreement
rattan, machinery,
cement, electrical
pepper, appliances,
coffee light
industrial
and agri-
cultural
equipment
Philippines 1975 1$340 million $257 $83 million Fertilizers, Crude oil, 1975: Long-term
million coconut  machinery, trade agreement
oil, electrical  1986: Long-term
bananas,  goods, trade agreement
copper coal, 1989: Long-term
concen- textiles, trade agreement
trates and foodstuffs
cathodes
Brunei — *$9 million $3.1 $5.9 million Crude oil  Light Discussions
million industrial underway to
products, establish direct
steel, trade relations
machinery,
foodstuffs
*1988
11989

NOTE: Chinese statistics commonly show trade surpluses where China’s trading partners report the opposite (see text).
Discrepancies are caused by differences of definition of valuation and also by transshipment of much of China’s trade
through Hong Kong.

SOURCE: Clyde D. Stoltenberg and China’s Customs Statistics 1990
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establish the $25.7 million Xiamen
Haijing Hotel,

eThe Chinese Academy of Sciences’
Satellite Communications Technol-
ogy Corp. and Singapore's New
Technology PTE Lid. agreed to
jointly produce satellite TV receivers;
¢The Huanmei Furniture Co. Lud. of
Singapore and the CITIC Industrial
Development Co. signed a deal to
produce floorboard and veneer in
Tianjin;

sJoint venture trading corporations
were established in Singapore by the
Beijing Arts and Crafts Import/
Export Corp. in partnership with Tai
Heng Pri Lid. of Singapore, and by
the China State Construction Engi-
neering Corp. and Tung Guan Co. in
partnership with the Nism Trade
subsidiary of Singapore’s National
Iron and Steel Mill.

Economic ties suffice

In spite of the absence of formal
diplomatic ties, commercial ties be-
tween the two countries have been
institutionalized, starting with trade
agreements in 1979 and 1980, fol-
lowed by an exchange of trade
representatives in 1981, Additional
agreements on other aspects of eco-
nomic relations have also been signed
(see table). Although last summer's
political turmoil in China drew a
strongly negative reaction from Sin-
gapore’s Prime Minister Lee Kuan
Yew, in mid-June First Deputy Prime
Minister Goh Chok Tong said during
a trip to Japan that Singapore would
continue to promote private-sector
economic exchanges with China, and
urged Japan to do the same. In July,
Minister of State for Trade and
Industry Mah Bow Tan stated that as
long as China’s open trade policy
continued, Singapore’s investments
in China’s export-oriented industries
would likely continue. Subsequent
months have indeed proved that
Singapore’s interest in strengthening
economic ties to China supersede—
at least for now—political differ-
ences between the two.

Thailand trade gains

Thailand’s trade with China
jumped dramatically in 1989, posting
a gain of 9.5 percent over 1988 to
nearly $1.2 billion. Trade has diversi-
fied as well as expanded: While in
1980 almost half of Thailand’s im-
ports from China consisted of oil
products, that share has dropped to

about 15 percent. In addition to
crude and diesel oils, China’s princi-
pal exports to Thailand include
chemicals, pharmaceuticals, native
produce (especially cotton, raw silk,
medicinal plants, and soybean cake),
and industrial and agricultural ma-
chinery. Thailand’s exports are domi-
nated by food and industrial raw
materials. China, for example, is the
largest purchaser of Thai rice, and

Light industrial goods are some of China's

has also traditionally purchased corn,
sugar, green beans, and tapioca.
China has also regularly imported
natural building
materials (such as glass and steel
tubes), and synthetic fibers. Recent
trade protocols have provided for
Chinese purchases of coconut oil,
gemstones, fruit, fish
leather, and pulp.

Thailand has suffered from trade
deficits with China almost every year
since normalization of relations in
1974, and Thai leaders would like to
reduce the gap. China notes in
response that it now from
Thailand foodstuffs for which mar-
kets could not be found elsewhere.
As its economy grows technologically
more suphisti('atv(l, Thailand could
perhaps follow Singapore’s example
of attacking its deficit in merchandise
trade by increasing service exports to
China.

rubber, tobacco,

powder,

buys

Two-way investment

As with trade, Thailand ranks

-

second, after Singapore, among
ASEAN countries in investment in
China. By mid-1989, Thai companies
had established nearly 50 enterprises
in China. Although Thai investment
is not as technologically sophisticated
or diverse as Singapore’s, il encom-
passes a wide variety of goods and
services, including fodder, aquacul-
ture, and livestock production; man-
ufacture of products such as glass,

ey exports to ASEAN.

motorcycles, carpet, synthetic fabric,
plastic products, building and pack-
ing materials, air conditioners, paint,
and beverages; printing facilities; and
hotels and guesthouses.

The Chia Tai group, Thailand’s
largest transnational corporation
and one of the biggest
agricultural groups, has
invested in about 30 joint ventures in
20 different Chinese locations. Chia
Tai has been exploring possibilities
for investing in China’s petrochemi-
cal and auto industries; during 1989,
for example, it agreed to establish the
largest foreign-funded enterprise in
the Shantou Special Economic
Zone—a petrochemical plant to pro-
duce synthetic resin and organic
chemicals such as ethylene.

Chinese investment in Thailand
has also grown rapidly, with some 40
enterprises established since 1984
producing fasteners, pharmaceuti-
cals, dye, salt, rubber, iron and steel,
textiles, soy sauce, tin, antimony,
paper, polypropylene fiber, brushes,

world’s
business
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and furniture. China also operates
auto assembly and casting plants in
Thailand, and the China General
Building Construction Co., which has
been heavily involved in building
projects there, had in 1989 com-
pleted more than half of 80 ongoing
projects.

The regulatory framework estab-
lished by Thailand and China to
facilitate economic interaction in-
cludes a series of trade agreements
similiar to Singapore’s (see table). In
addition, since 1986 a joint commit-
tee on economic cooperation has
developed annual protocols stipulat-
ing what is to be imported and
exported and fixing trade volumes—
targets that have been constantly
overfulfilled since 1985.

Though economic interaction has
and would clearly continue to benefit
both countries, it should not be
forgotten that the present close
relationship between Thailand and
China initially grew out of their
common opposition to  Vietnam’s
invasion of Cambodia. Il that com-
mon threat is reduced as a result of
Vietnam’s withdrawal from Cambo-

the past few years.

dia, it remains to be seen whether
existing economic links will be strong
enough to support the relationship.
Malaysia: Partner of necessity
Malavsia was the first ASEAN coun-

try to establish diplomatic relations
with China in May 1974, Although

2 e 0 A o
2 S, 2 oA e

Malaysia’s imports of Chinese agricultural products have grown significantly over

the two countries had maintained
direct trade relations since the
1950s, Malaysia’s fears of Chinese
interference in domestic ethnic poli-
tics prevented trade volumes from
increasing rapidly until the 1980s,
when Malaysia expanded commercial
ties with China as part of an effort 1o
overcome its own economic slow-
down. As a result, total trade be-
tween the two countries has nearly
doubled since the mid-1980s, from
$560 million in 1987 to about $1
billion in 1989, The fact that China
has traditionally run a surplus, how-
ever, has been a source of continuing
friction between the two countries.
The composition of Malaysia’s ex-
ports to China has remained stable,
with emphasis on raw materials,
including rubber, palm oil, timber,
logs, and more recently, cocoa beans.
Manufactured goods are a relatively
small proportion of total exports but
should increase. China’s major ex-
ports to Malaysia include textiles,
light industrial products and ma-
chines, cereals, vegetable oil, pro-
duce (such as vegetables, tubers and
roots, soybeans, and fruit prepara-

ik b =

tions), and animal by-products.
Investment levels between Malay-
sia and China have not approached
those of Singapore or Thailand. The
first Sino-Malaysian joint venture was
established in Tianjin in 1986 1o
produce mattresses. During a visit to
the factory last summer, Malaysian

Minister of Trade and Industry Datin
Paduka Rafidah Aziz noted that the

joint venture's matiresses were gain-

ing popularity in China and called for
more  Sino-Malaysian  enterprises.
China has also displayed interest in
investing in Malaysia. Last fall, for
example, the Dalian Hydraulic Pres-
sure Machinery Plant signed a deal
with a Malaysian holding company to
build a facility in Kuala Lumpur to
manufacture hydraulic  pressure
cquipment, including hydraulic driv-
ing machines for both heavy-duty and
light industrial use. The joint ven-
ture’s entire production is slated for
Malaysian and Southeast Asian mar-
kets.

Politics hinder more ties

The regulatory infrastructure for
trade and investment between Malay-
sta and China has been longer taking
shape than for Singapore or Thai-
land. Prime Minister Mahathir’s No-
vember 1985 visit to China did result
in a memorandum of understanding
on direct trade as well as agreements
on double taxation avoidance and a
processing joint venture. However, a
number of factors, including Malay-
sian concerns about China’s ties to
communist activity in Malaysia and
the social costs of favoring more
prosperous ethnic  Chinese
businesspeople over the majority
indigenous Malay population, have
constrained more rapid  progress.
1989 finally saw break-
throughs: A trade agreement, an
investment protection agreement,
and an agreement for establishing a
joint economic and trade committee.
These agreements, combined with
the recent large increase in two-way
trade, may herald a new era in Sino-
Malaysian trade cooperation.

sorme

Indonesia: Fluctuation and
expansion

The history of recent trade rela-
tions between Indonesia and China
can be regarded as two periods
divided by the 1965 coup attempt.
From 1953, when Indonesia first
established ties with China, trade
continued to expand on a fairly
balanced basis. Communist involve-
ment in an attempted coup in Indo-
nesia in September 1965, however,
eventually led to suspension of for-
mal relations in 1967, followed by a
period of indirect trade at substan-
tially lower levels. The Indonesian
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government did not
pressure from the business commu-
nity to resume direct trade until the
economic contraction and fall-off of
oil exports in the early 1980s. Even
then, the 1985 agreement leading to
resumption of direct trade was “un-
official,” negotiated by the Indone-
sian Chamber of Industry and Com-
merce and the China Council for the

respond  to

certain new goods, including $43
million worth of crude oil and $4
million worth of paper pulp. China’s
main exports to Indonesia are coal,
cotton, light industrial products, soy-
beans, traditional Chinese medicines,
hardware, machinery, small electrical
appliances, and agricultural equip-
ment. By mid-1989, there had been
no direct Indonesian investment in

-
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Among China’s principal exports to Thailand are pharmaceuticals.

Promotion of International Trade,
and endorsed by Presidential In-
struction.

Sino-Indonesian  (rade volumes
have since expanded significantly,
with 1988 trade totalling $920 mil-
lion—nine times 1985 totals. Unlike
its trade patterns with other ASEAN
countries, however, China suffers a
significant deficit with Indonesia; in
1988, for example, exports from
Indonesia to China totalled $680
million, while Indonesia’s imports
from China came to $240 million.
Total trade volume—and the defi-
cit—moderated in 1989, with trade
for the first three quarters totalling
$448 million (Indonesian exports to
China of $312 million against im-
ports from China of £135 million).

China’s chief imports from Indo-
nesia are plywun(l, rubber, rattan,
cement, pepper, coffee, and some
raw malterials, though the compo-
sition varies from year to year. In
1989, for example, China reduced its
imports of Indonesian plywood be-
cause of high prices but imported

China, though exploratory activity is
underway.

Hopeful political signs

Chinese business interests have
complained of restrictive Indonesian
import practices and poor reception
of Chinese products. For example,
Indonesia’s commodity inspection
rules require that all Chinese export
goods be licensed by SGS, a Swiss
commodity inspection company. Un-
til SGS began operating in China, this
effectively forced China to export the
bulk of its goods 1o Indonesia via
Hong Kong. Another barrier to
marketing Chinese goods is  that
Chinese-language advertisements
cannot pass through Indonesian cus-
toms because of government policies
to discourage the use of the language.

Trade barriers between China and
Indonesia may be lowered as political
relations gradually warm. The first
high-ranking contact between the
two nations since termination of
diplomatic relations in 1967 oc-
curred in February 1989, with a

meeting in Tokyo between President
Suharto and Chinese Foreign Minis-
ter Qian Qichen. They agreed upon
future efforts to normalize bilateral
relations and to make regular contact
through their respective envoys to
the United Nations.

Philippines: Oil imports cause
deficit

Before 1971, the Philippines and
China did not conduct direct trade,
and Chinese goods were imported via
Hong Kong and Singapore. In 1972,
the Philippines formally legalized
trade with socialist countries, and the
following year established diplomatic
relations with China. By 1976, two-
way trade totaled $96 million. The
two countries executed a long-term
trade agreement in 1979 forecasting
a total of $2 billion in trade through
1985, with China supplying crude oil
and some refined petroleum prod-
ucts and the Philippines supplying
sugar, copper concentrates, and co-
conut oil. By 1985, total trade
volume had increased over five times
1975 levels, and a trade protocol
signed in January 1986 provided for
annual balanced exchange of prod-
ucts of $180 million each way.

A new trade protocol executed in
1989 set a bilateral trade target of
$400-450 million annually. Under
the protocol, China will import fertil-
izers, coconut oil, bananas, copper
concentrates, and copper cathodes.
The Philippines will import crude oil,
machinery, electrical products, coal,
textiles, and foodstuffs.

The Philippines runs a chronic
trade deficit  with China—among
other socialist trading partners—
largely because of the volume of its
oil imports. Problems balancing its
trade have led the Philippines to
promote countertrade with socialist
countries, especially involving gar-
ments and construction materials.

Brunei: Tiny but steady

Untl recently, trade between
China and Brunei was rather incon-
sequential, though it is on the rise.
Average annual trade volume before
1988 was $2.7 million, but total trade
in 1988 increased to $9 million,
following a rise in China’s imports of
Brunei's oil. The first nine months of
1989 saw another big jump, to $13.5
million.

China's chief import from Brunei
is crude oil; it exports light industrial
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products, steel, agricultural machin-
ery, and food. The two countries do
not have diplomatic
trade is conducted via Hong Kong
and Singapore. However, China re-
sponded to an invitation from Bru-
nei's Ministry of Industry and Pri-
mary Resources by sending a
delegation led by MOFERT Assistant
Minister Gu Yongjiang for consulta-
tions last fall, Through this visit,
views were exchanged on establishing
direct trade relations and
possible forms of cooperation.

relations, so

other

Increasing regional and global
competitiveness

China's recognition of the need to
build stronger commercial ties with
its Southeast Asian neighbors was

symbolized by a symposium held in
Beijing last November on economic
and trade between
China and the Asia-Pacific region. In
order to integrate itself more fully
into the regional economy, China
would do well to follow the advice
offered at the meeting by a represen-
tative of Japan's Industrial Bank,
who characterized China’s enter-
prises as producing goods for a
seller’s market, even
world economy has become a buyer’s
market in which the most important
asset is the customer's
China, manufacturing high-quality
products will be essential to compete
in Asian markets, for there will be no
shortage of alternative products.
China was further advised not only

cooperation

though the

trust. For

to consider the overall conditions of
markets, but to make case-by-case
studies of different commodities and
different ways of entering markets in
order to establish a network (o
facilitate after-sales service and sat-
isfy customer demands. In particular,
China would do well to encourage
greater investment by its Asian neigh-
bors. When wages increased in Korea
and Taiwan, for example, China was
able to attract from them labor-
intensive manufacturing, and should
be on the lookout for other such
market opportunities. Developing an
effective Southeast Asian  strategy
will enhance China’s overall competi-
tive position in an increasingly com-
petitive global environment. g

ITEXZSE
HANG
K#&ENG
INDUSTRIAL
TRADE FAIR

19-22 NOVEMBER

Recognised for the past 8 years as one of
Asia's most important exhibitions for
industrial machinery and technology, the
1990 Hong Kong Industrial Trade Fair will
have a special focus on the environmental
issues facing Hong Kong.

Consumer awareness and government
legislation means that industry must adopt
new techniques, environmentally sensitive
to waste management, pollution control and
conservation of energy

Organised by:
H&ENG Hong Kong Trade Fair Group
K#NG 44th Floor, China Resources Building.
Tmoeraw 26 Harbour Road, Hong Kong
Tel: (852)573 6211 Fax: (852)891 3831
Telex: 68444 HKTF

The 1990 Hong Kong Industrial Trade Fair
offers a timely opportunity for suppliers
and manufacturers of environmental
technology to capitalise on a growing
market. Enabling them to demonstrate
to an international audience, especially
those from Hong Kong and the Asian-
Pacific region, their achievements in all
aspects of pollution control and cleaner
technology.

In Association with:
H Hong Kong Trade Development Council

Industry and Environment into the 90s

Industrial machinery and equipment for
production and technology enhancement
continue to be an integral part of the Fair,
together with this new emphasis on
environmental technology.

As Asia's focal point for both suppliers and
buyers, the Fair is an effective forum for
companies to promote their products and
services to decision-making industrial
visitors from the Asia-Pacific region.

Talk to us now about being an exhibitor at this influential event on the Asian industrial scene.

Sponsored by:

The Chinese Manufacturers’ Association of Hong Kong
Federation of Hong Kong Industries

The Hong Kong General Chamber of Commerce

Yes! | want to know more about the 1990 Hong Kong
Industnal Trade Fair. Please send me information

I am interested in
Exhibiting RS, [
VISIING oo N
Advertising in the Fair's Official Catalogue [

Name: Mr/Mrs/Ms

Company:
Address:
Tel:
Fax: Telex: CB
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Looking South

China hands see promise in Vietnam

ecently more and more

China seeking

diversification and alterna-

tive manufacturing bases,
have found themselves turning to
Southeast Asia. While Thailand, Ma-
laysia, and the Philippines have long
been favorite locales, growing atten-
tion is now being focused on Viet-
nam. While a US government trade
embargo prevents American compa-
nies—and discourages those of allied
countries—from doing business in
Vietnam, many Hong Kong compa-
nies with a historic presence in China
have already begun to send some of
their China teams on exploratory
fact-finding trips to Vietnam. One of
Hong Kong's biggest and oldest
hongs, a pioneer trading house, has
already set up a representative othice
in Ho Chi Minh City, the operations
of which are spearheaded by its
China team.

Interest in Vietnam is not limited
to Hong Kong, however. Seats on all
flights from Bangkok to Ho Chi Minh
City are sold out weeks in advance,
often to overseas Vietnamese, Thais,
Japanese, Koreans, French, and the
occasional  American. Many West-
ern—including  American—compa-
nies are making exploratory trips to
Vietnam, and the Japanese have
already begun to trade motorcycles
and consumer electronics, albeit with
caution.

Despite the surge of enthusiasm

mnvesLors,

and curiosity, so far the number of

completed business deals involving
foreign firms in Vietnam is small—
the major investments could proba-
bly be counted on one hand. Many
potential Vietnam investors are cau-
tious, looking for clear indications
that Vietnam’s economic reforms will
remain on track. As one Hong Kong

merchant  banker explained, It
seems that everyone is waiting for
someone else to make the fhrst

Phato courtesy of Laurence |. Brakm

Laurence J. Brahm

move.” Nevertheless, in time, more
deals are sure to come.

Though many potential investors
with experience in Asia look at the
list of failed joint ventures in China
and shake their heads cynically when

traders could reap the benehts of
economic acceleration in Vietnam as
they did in China in the mid-1980s,
Development of the hotel industry in
China serves as a useful example for
what might happen in Vietnam,
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The Saigon Floating Hotel, one of the few major foreign investments in Vietnam,
has changed the expatriate landscape in Ho Chi Minh City.

the topic of Vietnam comes up,
China traders also comprise one of
the biggest groups visiting Vietnam
in search of opportunities, drum-
1]1':‘]“ UI) ('()l'])(!l'ill(' i!l[(‘l'(‘SI or actu-
ally spearheading new operations in
Vietnam. As one experienced China
trader commented, “Ten years of
dealing with China has given me the
state of mind to deal with this place.™

Cashing in on China experience
Among traders seeking to apply
their experiences in China to Viet-
nam, one commonly held view is that
like China, will  require
significant capital construction at the
outset 1o environment

Vietnam
create  an
conducive to foreign investors estab-
lishing processing and assembly op-
erations. The economy might then
take off, and foreign investors and

Laurence | Brahm, a lawyer in the
international law firm Denton, Hall,
Burgin and Warrens, is based in Hong
Kong and divides his time between
China and Vietnam.

[n 1980, all hotels in China were
State-run. Both booking and service
were erratic at best. The Beijing
Hotel was the best hotel in Beijing,
and tour operators fought for the
privilege of booking their groups
there. Then came the joint-venture
hotel boom, and businesspeople and
tourists flocked to the new foreign-
run hotels. The Beijing Hotel soon
fell in status.

The same process seems to have
begun in Vietnam. Virtually all hotels
are run by the State. Advance book-
ings are difficult to come by, as hotels
count the number of guests leaving
cach day before accepting new res-
ervations. Now, however, there is an
exception. The recently opened Sai-
gon Floating Hotel, a completely
modern, Australian-managed hotel
complex constructed on a barge and
berthed on the Saigon River, is
attracting  significant  numbers  of
loreigners visiting Ho Chi Minh
City—despite charging nearly four
times the room rates of State-run
hotels. Just as the 1982 opening of
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The Vietnam Embargo

he US trade embargo against
Vietnam was initially imposed
by President Johnson against
North Vietnam in 1964 under the
Trading with the Enemy Act. Tt was
extended to the rest of Vietnam in
1975 after the fall of Saigon.
Enforced by the Office of Foreign
Assets Control at the Treasury De-
partment, the embargo prohibits US
citizens and companies (including
foreign subsidiaries) from engaging
in transactions that will provide
economic benefit to Vietnamese citi-
zens, companies, or subsidiaries. Vio-
lators of the embargo may be fined
up to $50,000 and imprisoned for up
to 10 years for each offense.
Embargo regulations do permit US
citizens to travel to Vietham to

explore possible future business, and
in certain limited cases, Treasury may

the joint-venture Jianguo Hotel
redrew the expatriate landscape in
Beijing, so now the scene is quickly
changing in Vietnam.

1979 vs 1990

The trend for China traders and
investors is to compare today’s Viet-
nam to China in 1979, when the
country opened the door to foreign
trade and investment. Since Viet-
nam’s traditional and modern politi-
cal structures were modeled after
China’s, certain similarities are obvi-
ous. Vietnam, like China, is a socialist
state with a centrally-planned econ-
omy, embarking on—or maybe sim-
ply experimenting with—market-ori-
ented Both
countries were closed to the West for
a period of time after the current
regimes came to power, and then
opened their doors to foreign invest-
ment. In order to nurture that
investment, Vietnam has drawn on
China’s experience to create an
effective legal regime (see p. 43).

In several areas, however, such as
infrastructure, Vietnam today looks
somewhat better than China did in
1979. For instance, when foreign
investors began to return to China in
the late 1970s, they found a severely
outdated infrastructure of either
pre-1949 vintage or 1950s Soviet
make. Although much of Vietnam's
infrastructure will also make foreign
investors feel they are in a time warp,

economic reforms.

give special permission for commer-
cial transactions. Only travel-related
business transactions are permitied
during exploratory visits, however,
although US businesspeople may be
accompanied by outside counsel.
The government’s current quid
pro quo for lifting the embargo
hinges on Vietnamese cooperation in
resolving the Cambodian conflict.
However, some businesspeople seem
to be growing impatient with the
official US stance, citing Vietnam's
economic reforms and growing Asian
investment in the country as reasons
to lift or moderate the embargo. A
delegation representing the US
Chamber of Commerce in Hong
Kong, for example, will visit Washing-
ton in late May to urge the president
to permit US investment in Viet-

nam.

—PB

the key difference is that Vietnam’s
infrastructure is outdated by litle
more than 15 vyears. The Ho Chi
Minh City airport, for example, was
the most heavily trafficked airport in
the world in the 1970s.

Likewise, Vietnam has more ex-
perience in dealing with Westerners
and Western notions of doing busi-
ness than China had 10 years ago.
Concepts of Western and interna-
tional law, which have painstakingly
China, are
readily many Viet-
namese who previously had direct
experience with the French and
Americans. Also, a surprising num-
ber of Vietnamese officials speak
excellent French, English, and Man-
darin Chinese.

been ntroduced into

understood by

A new Guangdong?

Though Vietnam may appear to
compare favorably with China in

1979, the question in the minds of

potential investors—especially those
from Hong Kong and Taiwan, the
largest groups visiting Vietnam these
days—is whether Vietnam can pro-
vide a manufacturing base that will
draw production away from southern
China.

They are finding some encourag-
ing signs. Vietnam’s average labor
wages, for instance, are said by State
ofhicials (and accepted as legitimate
by most [‘nreignm‘s) to begin at $50
per month, less than the $63 oftered

in China’s Special Economic Zones,
but higher than the rest of China,
where the average is around $31 per
month. Quality control problems are
said to be similar.

Potential Taiwan and Hong Kong
investors are also attracted by the
large Cantonese and Mandarin-
speaking populations in Ho Chi Minh
City. Improving transportation links
between Vietnam and the rest of Asia
will only strengthen this interest.
Cathay Pacitic  Airlines and  Air
Hongkong, for example, have just
been granted direct routes from
Hong Kong to Ho Chi Minh City and
Hanoi, which will bring Vietnam as
close to Hong Kong in flying time as
either Hainan or Fujian provinces.
Perhaps the most important lure for
foreign business, however, is the lack
of foreign exchange restrictions in
Vietnam that complicate investment
in China.

Free remittance of profits

Difficulty balancing foreign ex-
change remains to this day the most
frequently cited obstacle to foreign
investment in China. Because foreign
investors in China may remit only
foreign exchange profits, they often
find themselves with piles of incon-
vertible renminbi. In Vietnam, by
contrast, profits in dong, Vietnam's
]]llli()]]al ('lll'rt’l](‘(\} IIlll‘\' be (‘()l’]\'(‘l'[(f('
to foreign exchange through the
Bank of Foreign Trade of Vietnam at
the othcial rate and freely remitted.

Vietnam has also avoided institut-
ing China’s two-tiered currency sys-
tem. The dong is freely traded with
the US dollar, and the difference
between the official and black market
rate is now only 4 cents per dollar,
compared with the 25-80 cent spread
in China. The dong today ofhicially
trades at a rate of 4,100:81, with the
black market rate hovering around
4,300:8%1.

Contacts and communications
Despite such attractive features,
there are still some shadows hanging
over Vietnam's investment and trade
environment. No investment project
in Vietnam can be approved entirely
at the local or provincial level—all
must be referred to Hanoi for final
approval. This fact instantly conjures
up images in investors’ minds of the
arduous process of submitting invest-
ment applications to Beijing. Look-
ing at the actual distances between
central and local government in
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Vietnam, however, the whole ap-
proval process may not be any more
onerous then obtaining approval for
a project at the Guangdong provin-
cial level. There is less distance from
top to bottom in Vietnam, and
perhaps better accessibility to high-
level officials than in China.

Communications are also a serious
problem, and will remind China
traders of the days before interna-
tional direct-dial service came to
China, often left
screaming T Wed!” into a seemingly
bottomless telephone receiver. In
Vietnam it is not always possible to
know how long it will take to book an
overseas telephone call—it could
take anywhere from 15 minutes to
half a day. In addition, telexes are
very expensive, running from $60-
100 for a 10-minute telex.

Vietnamese authorities recognize
this problem, however, and have
already foreign  help to
improve their communications net-
work. Abouta year ago, an Australian
group called OTC installed a satellite
communications system in Ho Chi
Minh City in exchange for a percent
of the charges for all telephone calls
placed through the system—and are
already turning a profit.

when one was

enlisted

Beware hasty conclusions

Despite the striking similarities,
one must be careful about coming to
the conclusion spouted by many
China hands, that “*Vietnam is China
all over again.” Although the paral-
lels between  Vietnam today and
China of a decade ago are real,
conditions are not identical. Eco-
nomic reform in Vietnam is moving
at a startling pace, at least in the
south, where most economic activity
i1s concentrated. The market orienta-
tion of the economy and society in
Ho Chi Minh City, for example, is
already stronger than in Shanghai, or
even Shenzhen. The Vietnamese have
taken the time to study China’s
experience, and are trying to avoid
the problems that have made 1t
dithicult for foreigners to invest
there. In their foreign investment
law, for instance, the Vietnamese
adopted all three forms of invest-
ment utilized in China in a single
piece of legislation, thereby capitaliz-
ing on almost 10 years of Chinese
experience.

Potential investors in Vietnam
should also avoid making too many

A China Hand Looks at Vietnam

Belvin Friedson is chairman of the

Windmere Corp., a manufacturer of

electrical appliances in China, and co-
chairman of the US-Vietnam Trade
Council. He recently shared his impres-
sions of Vietnam and China with
Associate Editor Pam Baldinger.

CBR: How would you compare Viet-
nam today with China in 1979, when
Windmere first became active there?

Friedson: I'd say Vietnam is a bit
further ahead in terms of economic
reform, but the Chinese govern-
ment had more resources and
strength. Vietnam just doesn’t have
the resources to undertake the vast
investment China poured into the
Special Economic Zones (SEZs) and
to upgrade its infrastructure.

CBR: How would you compare the
labor forces of the two countries?

Friedson: Conditions in Vietnam
are primitive, but the industry and
energy they showed during the war
should be able to be applied to
business. Vietnam has been ex-
posed to more extensive foreign
influence than China has, and many
officials speak good English as well
as French. Therefore, 1 think Viet-
nam will be easier to enter than
China was. Our first venture in
China was a failure—the educa-
tional levels of the Chinese were
just too low. It seems better in
Vietnam—their strong points are
low labor costs and a relatively

comparisons with China when dis-
cussing business with Vietnamese.
Vietnam, dominated by China
throughout much of its history, has
always struggled against that domina-
tion. And despite having adopted
many aspects of Chinese traditional
and modern culture, the Vietnamese
remain a very independent and indi-
vidualistic people.

Nevertheless, the comparisons be-
tween Vietnam and China will remain
obvious in the eyes of China traders
and investors looking for alternative

educated workforce.

CBR: What are the significant differ-
ences between the two countries as
investment locales?

Friedson: In China, many US com-
panies work through their Hong
Kong partners. The closest equiva-
lent to a Hong Kong for Vietnam is
Thailand, which has been very
aggressive in pursuing opportuni-
ties there and in trying to put
together a common market with
Indochina. I think it would be very
difficult, however, for US compa-
nies to work through Thai compa-
nies. Also, although Vietnam has
many ports, many goods would still
have to be transported through
Thailand, which already has an
overburdened infrastructure.

The direction China currently
appears to be moving in—that is,
recentralization—is a problem. Al-
though decisions must also be
passed up in Vietnam, it is a smaller
country, and therefore probably
easier to control corruption. Also,
as a smaller country, an infusion of
foreign business will probably be
more influential in Vietnam than in
China.

CBR: Is there a lot of US business
interest in Vietnam?

Friedson: Well, the US-Vietnam
Trade Council has gotten a very
good response. I'd say there’s a lot
of interest in exploring Vietnam
once ties have been resumed.

markets and manufacturing bases in
the region. Some of Southeast Asia’s
long-time favorites for such forms of
investment may not be looking so
good these days, as the Philippines
faces political problems and Thailand
struggles with its overburdened and
somewhat clogged infrastructure.
With Indochina opening up, Vietnam
may present a new and viable option
for companies with China invest-
ments looking to diversify in South-

. e
east Asia. .
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China’s Influence
on Vietnam’s
Foreign Business L.aws

Veterans of China business will find familiar territory

990 may well be the year that
the United States government
finally dismantles its long-
standing embargo against do-
ing business with  Vietnam, frst
instituted against North Vietnam in
1964. This step may come when a
political settlement emerges from the
current complex diplomatic situation
in Cambodia, which could happen as
early as next autumn, when voting
takes place for that country’s United

Nations seat. An important part of

that settlement would undoubtedly
be elimination of the ofhcial US
prohibitions against trade and invest-
ment in Vietnam by American na-
tionals and companies, including
foreign subsidiaries.

These prohibitions have had a
punishing impact on Vietnam’s eco-
nomic development far beyond their
direct legal applicability. The US
government has used their existence
to justify bringing strong political
pressure to  bear
against allied governments to pre-
vent their major companies from
engaging in significant transactions
with Vietnam, even when those com-
panies are not technically subject to
the embargo.

Yet despite these obstacles, interest
in Vietnam is strong among US as
well as other foreign companies, as
shown by the frequent exploratory
missions now being conducted by
American firms. Once the embargo is
lifted, we can expect a sudden spurt
of international business activity in
Vietnam.

In the front ranks of foreign
companies eager to explore Viet-
nam’s commercial potential are many

and  economic

Jerome Alan Cohen

Through Vietnam’s new
foreign business legisla-
tion is far from perfect,
it nevertheless represents
remarkable progress—
from virtually nothing
several years ago lo the
underpinnings of a
plausible system.

that have long been active in China.
They hope to capitalize on the
experience gained in dealing with
one centrally planned, bureaucratic
system Lo ease their way into another,
Foreign companies will indeed find
many similarities, since Vietnam has
based much of its foreign-trade legal
system on relevant Chinese law. Yet
differences abound, and while China
veterans  will certainly  find  their

experience stands them in good

stead, they should also beware of

taking too much for granted.

Mutual expectations

Foreign commercial interest in

Vietnam is matched by Hanoi's keen

Jerome Alan Cohen, a partner in the
international law firm of Paul, Weiss,
Rifkind, Wharton
made six exploratory visits to Vietnam
with US companies. His latest book,
Investment law and Practice in
Vietnam, was published by the Longman
Group, Hong Kong, in April.

& Garrison, has

desire for foreign help in developing
a viable economy that will lift Viet-
nam out of the ranks of the world’s
poorest countries. Although Vietnam
hopes to benefit from the assistance
of multilateral organizations such as
the United Nations and the World
Bank, as well as foreign governments’
bilateral aid programs, planners have
allocated a major development role
to business cooperation with private
companies and financial institutions,
As with China since 1979, Vietnam
hopes private sources will provide
not only capital, but also technology
and management skills that can be
successfully combined with local la-
bor and natural resources to estab-
lish an impressive industrial base. As
a result, Hanoi has given high prior-
ity to creating a legal environment
attractive 1o foreign investors and
bankers.

Although Vietnam had enacted
regulations on foreign investment as
early as 1977, these initial efforts
reportedly led to approval of only a
small number of foreign investment
projects. Political events then re-
sulted in postponement of plans to
develop a legal system congenial to
foreigners until the mid-1980s.

Legal deja vu

What kind of legal environment do
foreign companies find in Vietnam?
In short, one that will seem quite
familiar to veterans of the China
trade. Despite their perpetual—and
not always successful—resistance to
Chinese domination over the centu-
ries, the Vietnamese, in their quest
for mnstant modernization, have re-
cently imported and adapted much
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Vietnam Trade
Council Established

ust as the US-China Business

Council was established well be-

fore US-China political relations
were normalized, the International
Center for Development Policy in
Washington, DC is establishing a US-
Vietnam Trade Council in anticipa-
tion of normalization of US-Vietnam
relations.

The new council came about when
Nguyen Co Thach, Vietnam'’s foreign
minister, invited former Ambassador
William Sullivan, the chairman of the
Asian Commission at the Interna-
tional Center, to visit Hanoi in May
1989. Thach asked Sullivan if he
thought there would be US business
interest in a US-Vietnam trade coun-
cil. When Sullivan and his associate,
businessman Belvin Friedson, replied
positively, Thach asked them to form
such a council.

Though Friedson and Sullivan,

who serve as co-chairmen of the
council, are still in the process of
formally establishing it, the council

of China’s foreign business law.

For example, the Foreign Invest-
ment Law of Vietnam and its detailed
implementing decree, which both
came into effect in 1988, are based
largely on the Chinese model. This
legislation ofters potential investors a
choice among essentially the same
three investment structures available
in China—equity joint ventures, co-
operative /contractual joint ventures
(known in Vietnam as “‘contractual
business cooperation”), and wholly
foreign-owned enterprises

Similarly, the 1988 Decree-Law on
Transfer of Foreign Technology into
Vietnam also resembles its Chinese
counterpart in many respects. It is
implemented by Rules on the Pur-
chase/Sale of the Right to Use
Inventions, Useful Methods, Indus-
trial Designs, and Trademarks on
Goods and Technical Secrets (other-
wise known as the Licensing Rules).
Though the Rules, unlike their Chi-
nese analogues, apply to both domes-
tic and international licensing, they
are quite similar in substance and
procedure.

The 1988 Decree for the Establish-
ment and Operation of Resident

has already started offering some
services. Through its Vietnamese
counterpart, the Vietnam-US Trade
Promotion Board, the council helps
members who want to visit Vietnam
set up itineraries and answers specific
business queries. The council also
holds monthly briefings with guest
speakers.

Currently the US-Vietnam Trade
Council has about 60 members,
including about 25 companies and
law firms. But according to Friedson,
“Response to the council has been
very good—it offers a valuable ser-
vice for people interested in Viet-
nam.”

For more information contact:

International Center of
Development Policy

US-Vietnam Trade Council

731 8 Street, SE

Washington, DC 20003

tel: 202/547-3800

fax: 202/546-4784

Representative Offices of Foreign
Fconomic Organizations in Vietnam
will also look familiar to companies
that have set up shop in China.
Moreover, even local regulations
sometimes follow Chinese practice.
For example, in Ho Chi Minh City
representative  offices  of  foreign
companies that wish to employ Viet-
namese must go through the local
equivalent of the Foreign Enterprise
Service Co. (FESCO).

Building support for the law

In Vietnam, as in China, the
evolution of legal institutions has
lagged behind the rapid promulga-
tion of substantive legislation. Never-
theless, both countries have recog-
nized that failure to develop their
legal institutions would diminish the
importance of many new laws by
reducing the likelihood of credible
and consistent implementation.
Therefore Vietnam, like China be-
fore it, has begun to train more
lawyers for international
tions, to prepare the courts to handle
foreign-related disputes, and o
strengthen the Foreign Trade Ar-
bitration Council, which untl now

transac-

has been largely confined to settling
disputes with the trade organizations
ot other socialist states. In the past
yvear, Vietnam has also introduced
300 lawyers from the ancien regime,
the defunct Republic of (South)
Vietnam, to the basic principles of
socialist law so that they can be
deemed politically reliable enough to
staff the refurbished legal institu-
tions and serve as socialist interna-
tional lawyers. This pool of talent,
originally trained in Western law,
represents a potentially useful re-
source for foreign companies seeking
help in building bridges between
Vietnamese and international busi-
ness practices.

Improving on the model

Vietnam has not imported China’s
laws uncritically,. In the case of
investment legislation, Vietnamese
drafters studied the laws of many
countries and reviewed drafts pre-
pared by foreign experts, including
American legal experts sent by the
United Nations. These contacts un-
doubtedly influenced the extent of
Vietnam’'s departure from the Chi-
nese model.

Some of these departures seem
commendable.  For example, the
Vietnamese form of contractual busi-
ness cooperation is more clearly
defined China’s  confusing
counterpart, the cooperative joint
venture. Vietnam makes clear that no
new corporate entity can be created
under this form, avoiding the uncer-
tainty that China fosters by allowing
corporate and non-corporate entities
to fall under the same provisions,
thereby blurring distinctions  be-
tween equity and cooperative joint
ventures.

Fortunately, the Vietnamese draft-
ers did not import into their invest-
ment law one of the more confusing
aspects of China’s counterpart legis-
lation, which distinguishes between
two types of binding documents—an
“agreement’ and a “‘contract.” In
China, an ‘“agreement,” although
binding, is not the final expression of
the investors’ will, but rather a
record of their understanding on the
basic points of the transaction—a
kind of halfway house en route to the
final, binding document—the *
tract.” This legislated distinction has
caused much confusion, and it has
not been consistently observed, espe-
cially since most foreign investors

than

‘con-
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come from countries that do not
distinguish between agreements and
contracts. Vietnam'’s investment leg-
islation only acknowledges the con-
tract, which contains the investors’
binding agreements and forms the
principal basis on which government
approval of the project is granted.

Streamlining the bureaucracy

Vietnam has also made institu-
tional modifications to the Chinese
model. For example, the State Com-
mission on Cooperation and Invest-
(SCC1), which has
authority to approve all investment
contracts in Vietnam on the govern-
ment’s behalf, has been placed apart
from the various ministries that have
an interest in investment projects in
order to more effectively coordinate
their [n China, by contrast,
what was originally an independent
Investment Control Com-
mission when it was established in
1979, was in 1982 incorporated into
the Ministry of Foreign Economic
Relations and Trade (MOFERT), shift-
ing government approval power for
investment contracts to an institution
that operates at
other interested ministries, and thus
lacks sufficient coordinating author-
them. This has created
problems [or some foreign compa-
nies, which found that
after MOFERT approval
their contracts have not received the
full cooperation of other

ment statutory

VIeWs.

Foreign

the same level as

Hy over

have even

receiving

govern-

ment organizations in the absence of

specific agreements with them.

Vietnam has avoided another Chi-
nese administrative  pitfall by au-
thorizing SCCI not only to approve
the investment contract  but
stmultaneously to issue the investment
license required to initiate business
contrast, China re-
quires the parties to obtain MOFER]
approval and then to apply o the
State  Administration  for Industry
and Commerce (SAIC) for the invest-
ment license. This additional bureau-
hurdle
troublesome when SAIC exercises its
discretion independently to review —
and in
changes in—aspects of the contract
despite MOFERT s approval.

also

operations. By

cratic occasionally  proves

SOMme  cases, to insist  on

Troublesome changes

Yet not all of Vietnam's changes to
laws  represent
ments from the foreign investor's

Chinese mprove-

Photo courtesy of Laurence . Brahm

Many Vietnamese, like this Ho Chi Minh
City shoe salesman, are quite familiar
with Western business practices.

viewpoint, especially in the vital areas
of corporate taxaton and foreign
exchange.
the taxation of foreign enterprises

The provisions concerning

that appear in Vietham's foreign
investment law and implementing
decree are rather vague, and give

SCCT great discretion in determining
the tax treatment of each enterprise.
While a 1989 circular issued by the
Ministry of Finance clarifies some-
what the bases on which most enter-
prises will be taxed, the arrangement
remains confusing and  potentially
arbitrary even compared 1o Chinese
legislation, which has been criticized
for imprecision.

Foreign exchange rules, by con-
trast, are not so vague. The problem
with them is that they insist not only
that  joint their
foreign exchange earnings and ex-
penses, but also that the enterprise
carn enough foreign currency o
wages  paid to  Vietnamese
employees—even though the wages
will be paid in Vietnamese currency.
This effort to maximize the country’s
foreign-exchange earnings will be a
substantial disincentive 1o foreign
investors seeking to take advantage
of Vietnam's low labor costs.

Furthermore, the rules applying to
the dissolution of joint ventures also
contain restrictions designed to en-
hance Vietnam’s foreign currency
holdings, by requiring that, for exam-

ventures balance

cover

ple, in ordinary cases the transfer of

the foreign investor's share of the
capital remaining after
debts must be spread out over three

vears in equal amounts rather than

payment of

paid in a China
provides. Though this requirement is
not in itself a significant deterrent to
investors, unexpected events in
China over the past year that have
precipitated the dissolution of a
number of joint ventures will lead
potental Vietnam investors to look
more carefully at dissolution provi-
sions than they might otherwise have
done.

lump  sum, as

Making progress

Though Vietnam’s new foreign
business legislation is far from per-
fect, it nevertheless represents re-
markable progress—from virtually
nothing several years ago to the
underpinnings of a plausible system.
Thanks to the legislation, and despite
the US rtrade embargo, over 100
foreign investment projects repre-
senting  companies from some 15
countries already  been  ap-
proved, involving authorized capital

have

of over $800 million, most of it
Western equity in  offshore oil
projects. Other sectors that have

attracted signihcant foreign interest
are hotels and tourism; light indus-
trial projects, including assembly of
electrical components and manufac-
ture of textiles; and aquaculture and
fisheries.

Hanoi ofhcials are quick to ac-
knowledge their inexperience with
both the new legislation and with
foreigners, as well as the incomplete-
ness of the legal system. The Viet-
namese—especially in the South—
are also sometimes willing to learn
from foreign companies about how
to cooperate to achieve goals of
certain industries and to be very
flexible in applving legislation to
meet the needs of the transaction. In
the hotel industry in particular, some
deals have benehitted from very
flexible interpretation of tax provi-
sions to accommodate the industry’s
unique needs.

Handicapped by inadequate infra-
structure, lack of capital, scarcity of
trained and frequent
changes in policy—not to mention
the general rigidity of socialist ideol-
ogy and a central planning regime—
Vietnam really needs an attractive
legal system to lure foreign investors
with vital cash and expertise. Viet-
namese officials know this, and are
doing their best to build one, bor-
rowing from—and improving

upon—~Chinese models. 7T

workers,
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ELE B 13 Bookshelf

Beijing Jeep:

The Short, Unhappy Romance of American Business in China

Jim Mann. New York, NY: Simon &
Schuster, 1989. 333 pp. $19.95 hard-

COUET.

As the title implies, Jim Mann's
book attempts to illustrate the gen-
eral disappointment of American
companies in China during the 1980s
through a detailed case study of the
most notorious American joint ven-
ture in China, the Beijing Jeep Corp.
Though well written and thoughtful,
this book by the former Los Angeles
Times Beijing correspondent is a
better case study of one company
than a definitive assessment of the
overall experience of American busi-
ness in China.

The vicissitudes of the jeep joint
venture, from the start of negotia-
tions with American Motors Corp.
(AMC) in 1978 to the temporary
evacuation of Chrysler expatriates
from Beijing during June 1989, are
described in compelling detail. Mann
brings to life important features of
AMC /Chrysler’s  experience which
will seem archetypal to China veter-
ans: problems with identifying and
influencing  Chinese decision-mak-
ers, pervasive bureaucratic interfer-
ence in factory management, con-
flicts between Chinese bureaucracies
and the American company, the
boom and bust cycles of the Chinese
economy, and so on.

The story of Beijing Jeep's much-
publicized foreign-exchange crisis in
1985-86, which threatened to close
down the project but ended up
transforming it into a “‘model” joint
venture, is told here with more clarity
and detail than in any other account.
This melodrama not only makes
fascinating reading, but also high-
lights the fact that much of China
“business’ is really about politics.

Unlike other books about the US
business experience in China, Beijing
Jeep makes a commendable effort 1o
give the Chinese perspective. Al-
though the author's access to Chi-
nese personnel was clearly limited, he

nonetheless convincingly depicts the
Chinese reaction to American ex-
travagance and high-handedness. Us-
ing vignettes about seemingly trivial
phenomena, such as the posture of
Chinese negotiators, he shows how
unfairly critical Americans often are
of unfamiliar Chinese actions. Over-
all, his effort to apportion respon-
sibility for Beijing Jeep's troubles to
the American and Chinese partners is
objective and even-handed.

One problem with the case study of
the Beijing Jeep venture is that Mann
relies too much on the perspectives
of former AMC International Vice
President Tod Clare and former
Beijing Jeep President Donald St.
Pierre. Despite the lack of sufficient
alternative sources, the reader will
find that the illumination of the
venture's inner workings more than
makes up for the potential distor-
tions drawn from the testimony of
these far-from-disinterested observ-
ers.

Interspersed throughout the book
are general China’s
economy and trade and information
on US-China business relations over
the past decade. Although these
sections lend some broader perspec-
tive to Beijing Jeep's experience,
they are not of the same quality as the
case-study section of the book.

Mann’s chief failing is his tendency
to cast the entire US business experi-
ence in China in terms of deceptive
public relations (Chinese as well as
American) and disappointed expec-
tations. Most of the vignettes about
companies other than AMC/Chrysler
(including Orlando Helicopter, Wes-
tinghouse, Beatrice Foods, Hill &
Knowlton, and others) depict execu-
tives or politicians ignorant (often
willfully so) of the gap between the
rhetoric of a modernizing, westerniz-
ing China and the reality of a
bureaucratic, suspicious, tradition-
bound China. Without exception,
their bubble eventually bursts as the
real China emerges, most shockingly

chapters on

with the Tiananmen massacre.

While it’s true that the heady hopes
of American companies in the early
days of the Deng Xiaoping reform
era have heen disappointed, Mann
overlooks the fact that not all US
companies have failed in China.
Barely mentioned are the profits
earned by US bulk chemical, lumber,
and aircraft manufacturing compa-
nies, as well as toy, shoe, and luggage
makers in China, not to mention the
successes of petroleum exploration
and high-technology companies.

The fact is that many American
executives had  even
Tiananmen incident become consid-
erably more realistic about China
than they were in the early days of
Deng Xiaoping. Many had reached
the same conclusion that could be
drawn from a careful reading of
Beijing Jeep—that business in China
tends to be uneven, cyclical, and
difficult, suitable for some compa-
nies and not for others, but by no
means uniformly unrewarding or
unchanging.

This point is most powerfully and
ironically illustrated by the fact that
even Beijing Jeep's bottom line has
been favorable. As former AMC
Chairman  W. Paul Tippett
described the venture: “‘Pretty it
wasn’'t—profitable it was.”

—Martin Weil

before the

once
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China Hand:

Investing, Licensing, and Trading Conditions in the
People’s Republic of China

This enormous set of information
is a valuable aid to anyone doing
business in China. Virtually all as-
pects of business and trade are
addressed within this two-volume
reference. The biggest challenge is to
figure out where to look—but fortu-
nately the systematic table of con-
tents, tabs, and numerous indexes
make this an easy task.

Business International, which pro-
duces among other publications the
China newsletter, has in
China Hand placed business trends
and developments in their historical
context and provided essential refer-
ence materials, such as
Chinese laws and regulations and
general information about China.

A significant disappointment is the
lack of case histories—an important
and popular component of the Busi-
ness China newsletter. China Hand
should have them, too, in order to
illustrate how regulations are imple-
mented and how companies have
adapted their operations to real-life
practices and problems. For in-
stance, the discussion of foreign
representative offices in China raises
the issue of what constitutes taxable
revenue, but provides little informa-
tion on how companies have mini-
mized their tax exposure.

Overall, China Hand scores high
marks both in quality of information
and ease of access. The two volumes
are logically divided into 15 chapters.
The first three present basic data
about China, ranging from popula-
tion and geography to political and
economic systems. The next two
chapters list foreign trade organiza-
tions and their representative ofhces
abroad. The remaining sections
foreign trade systems and
practices in areas such as licensing
and intellectual property protection;
taxes; tariffs; marketing; financing;
representative offices in China;
countertrade; investment;

Business

relevant

cover

foreign

Hong Kong: Business International
Asia/Pacific Ltd., 1990. Two-volume
binder set with one-year subscription to
supplements: $1.400  plus shipping
charge.

and regulations and conditions in the
Special Economic Zones and open
cities.

The information in each chapter is
thorough, well-organized, and
clearly presented. For example, the

China Hand

Investing, Licensing. and Trading Conditions

in the People’s Republic of China

section on countertrade and cooper-
ation agreements first introduces the
forms of countertrade and the vari-
ous incentives and/or benefits of
each. Then follows a succinct but
comprehensive discussion of how
these agreements work in practice,
which is right on the money in its
analysis of the difficulties involved in
crossing ministerial lines, the addi-
tional complexities introduced by
trade decentralization, and the over-
riding importance of the importing

organization’s clout in concluding a
deal. The discussion also includes
practical tips, suggesting, for exam-
ple, that countertraders write sepa-
rate buy and sell contracts. A list of
actual deals concluded is helpful, but
tantalizingly brief. This section, like
all the others, ends with an index and
appendix which provides the text of
key relevant laws and regulations. It
would be difficult to find a more
concise, practical guide to doing
business.

The very breadth of information
poses the biggest obstacle to making
this book easy to use; for instance,
the spines of the binders span more
than two inches, and itU’s difficult to
turn pages. More significantly, the
sections were written at different
times (the dates of publication are
noted in each section), and thus some
are out of date or at least question-
able. For example, the chapter on
investment was written in May 1988,
the money and banking section in
June 1987, and the list of Chinese
trade and commercial offices abroad
is dated as early as March 1986! The
subscription service providing new
pages will have o work hard to keep
all the chapters equally trustworthy
and useful. Also, it would be more
convenient to be able to receive the
updates in both printed form and on
computer disks—the latter would
not only be easier to work with than
the binders, but would cut back
substantially on hefty shipping costs.

China Hand is an excellent refer-
ence for businesspeople, corporate
counsel, and consultants. Less ex-
pensive alternatives are available, but
none approaches the scope of these
two volumes. Though the price
would seem to confine its appeal to
those seriously committed to China
business, for a company still contem-
plating involvement it may be a more
cost-effective resource than hiring a
consultant. —Richard Brecher
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One year after the June 4 massacre
near Tiananmen Square, an abun-
dance of books has appeared as
evewitnesses and China-watchers
strive 1o shed light on the events and
Lo commemorate them.

One of the earliest to publish an
account of Tiananmen was Harrison
Salisbury, a career New York Times
journalist. who happened to be in
Beijing last June o complete a
television documentary. Tiananmen
Diary reprints his actual journal,
giving a vivid record that is unfortu-
nately quite limited in scope. Salis-
bury arrived in Beijing on June 2 and
departed June 7, spending most ol
those five days in his seventh-floor
room at the Beijing Hotel. Though
this afforded him a bird's-eve view of
events in the square, he provides
little background or analysis into the
dyvnamics of the students’ demands
and the leaders’ internal struggles
that dictated the action. Everything
hidden from Salisbury’s physical view
was apparently beyond his mind’s eve
as well.

A more comprehensive diary ac-
count comes from a scholar also on
the scene in June. Michael S. Duke
arrived in Beijing May I8 intending
to interview several Chinese authors,
but ended up writing an account ol
the demonstrations called The Iron

One Year After:
Accounts of Tiananmen

House. Biking around the city and
interviewing students gave Duke a
much broader scope than Salisbury,
vet he relies to a surprising degree on
second-hand reportage. Duke’s sym-
pathetic view of the students’ pro-
tests is reflected in the appendix,
which lists relief organizations world-
wide involved in
Tiananmen events and assisting Chi-
nese students abroad.

Going beyond graphic eyewitness
reports, Canadians Scott Simmie and
Bob Nixon add historical  back-
ground to their account of the
demonstrations, Tiananmen Square.
The narrative is woven from chronol-
ogies of events, lessons from Chinese

documenting

history, and personal interviews with
ordinary Chinese. This blend will
help without
knowledge of China understand how
the demonstrations fit into the con-
temporary Chinese scene. However,
the account occasionally veers far off
the main narrative track, which is
cluttered by details about the Great
Leap Forward, Gorbachev's reforms,
and the life of hunger-striking Tai-
wanese singer Hou Dejian, among
other things, leaving the
searching for the focus promised by
the title.

In Crisis at Tiananmen, Chinese

readers extensive

reader

journalist Yi Mu and Mark Thomp-

Morgan Chua, Asia’s leading political cartoonist, draws scathing sketches to
commemorate last spring’s events in Tiananmen: A Cartoon Series.

[

Tiananmen Diary: Thirteen Days in
June

Harrison E. Salisbury. London: Unwin
Paperbacks, 1989. 176 pp. $9.50
softcover.

The Iron House
Michael S. Duke. Layton, UT: Gibbs
Smith, 1990. 160 pp. $7.95 softcover.

Tiananmen Square

Scott Simmie and Bob Nixon. Seaittle,
WA: University of Washington Press,
1989. 224 pp. $14.95 softcover

Tell the World
Liu Binyan. New York, NY: Pantheon
Books, 1989. 195 pp. $18.95 hard-

cover.

Crisis at Tiananmen: Reform and
Reality in Modern China

Yi Mu and Mark V. Thompson. San
Francisco, CA: China Books & Periodi-
cals, 1989. 283 pp. $14.95 softcover.

Ying Xiong Shi Ye
Hong Kong: Zheng Ming Publishing
Co., 1989. 64 pp. Price N/A softcover.

Beijing Spring

Photographs by David and Peter
Turnley, Hong Kong: Asia 2000, 1989.
176 pp. $24 softcover.

Tiananmen: A Cartoon Series
Morgan Chua. Hong Kong: Chinatown
Publications, 1989. 112 rp. 825

softcover.

son also strive to provide context for
understanding  the events of last
spring. In addition to giving a broad
chronicle of the protest movement,
the authors analyze the causes and
eftects ol each development to give a
cohesive, multifaceted picture of the
uprising and its aftermath. Particu-
larly helpful are reprints of key
articles and speeches, such as the
April 26 article in People’s Dazily
condemning the students, Premier Li
Peng's declaration of martial law,
and a transcript of the testy, televised
exchange student leader
Wu'erkaixi and Li Peng,

Prominent investigative
reporter Lin Binyvan offers succinet
coverage ol the events, along with

between

Chinese

profound insights from his career, in
his book, Tell the World. The book's
three parts discuss the demonstra-
tions, why they took place, and what
they mean for China's future. Liu
paints a picture of a China disinte-
grating in recent years, of which the
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Photographs in Heroic History and Beijing Spring powerfully
capture the story and spirit of the movement.

1989 demonstrations are but one manifestation. He
describes actual incidents—such as peasants angrily and
violently resisting tax collectors—to show how dissatis-
faction with the system has been building throughout
China. His anecdotes from the countryside—where most
foreign journalists never go—give this book more meat
and meaning than most other accounts of Tiananmen.

Photojournalists have also mined their experiences in
Beijing to produce collections of photographs of the
demonstrations and their tragic aftermath. From Hong
Kong, the Zheng Ming Publishing House's book of
photos, Ying Xiong Shi Ye, (Herowe History) covers 50
climactic days of the movement. Though the quality of
the photos (with captions in Chinese) reveal the haste
with which the book was slapped together, even the
fuzziest shots remain powerful and painful. A much more
professional rendition also comes from Hong Kong: Asia
2000 has released a collection of photos by two American
photographers, the Turnley brothers, called Beijing
Spring. The book's large, sharp images and the short
accompanying captions focus on both the triumph and
tragedy of the movement. It's impossible to flip through
quickly—the photos demand attention.

Asia’s most famous political cartoonist, Morgan Chua
of Singapore, uses his unique talents to document
events—and to satirically sting some of the players in
Tiananmen: A Cartoon Series. While most of his drawings
don't require captions—it’s hard to miss the meaning
behind his caricature of Deng Xiaoping’s head as the
body of a tank, for example—many of his images
presuppose familiarity with Chinese history, politics, and
customs. He refers several times, for instance to early
20th century poet Lu Xun, to Jiang Qing, the former
Madame Mao, and even to the hungry ghost festival,
which is not commonly known outside China. As the
triumph of the demonstrations turned into tragedy last
spring, Chua’s tone correspondingly darkens; joking
visual and verbal references to Deng's dimunitive stature
give way to scenes of mayhem with the leader, now drawn
huge and terrifying, at the center of destruction and

blame. —Dan Reardon

May-June 1990 o The China Business Review

Aur Asia Ryvirw oF Books

“It looks terrific. Congratulations.”

Macmillan Publishers (HK)
“...an exciting venture for Hong Kong and
the region.” ‘
Roy King (H.J. Heinz Co.)
“Both content and presentation are
excellent.”

Robin Lynam (Writer)

“I’ve read it from cover to cover — a record!”

Faye Sutherland (Academic)

Asia’s only literary monthly has really taken off. A
good leisure read, glreat book reviews, crccptive
interviews, in-depth theatre, travel anciJ music
columns. . . . all this is yours with a subscription to
the All Asia Review of Books.

If you are interested in Asia and enjoy a stimulating
read, then you'll be imprcsscd.

We also have our own book club and mail order
service!

SPECIAL SUBSCRIPTION OFFER!
12 issues cost you:

Hong Kong ~ HK$350 (you save HK $28)

Asla HK$470 (you save HK$32.80)
Australasia ~ A$71 (you save A$5.80)
US/Canada  US$66 (you save US$5.40)

To become a subscriber, post this coupon and your
payment to:

Geoghegan Publishing Led

GPO Box 13311

Hong Kong

Or you can fax us your details.
Fax: 852-577-6215

Name

Address .

O Payment enclosed

Card Number | | | [ ] \ L

O American Express O Diners Club [ Visa
0 MasterCard

' Cardholder’s signature:

Expiry date:
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Interview

his lifetime

Born in Hainan in 1922, David S. lappan, Jr. has helped oversee nearly
two decades of Fluor Corp.’s involvement in China. On the occasion of his
retirement this year as chairman and CEO of Fluor and as a long-time
member of the US-China Business Council’s board of directors, T appan
reflected with CBR Editor Sharon k. Ruwart on how China has changed in
and what the changes have meant for business.

A Long-Term Look at China

CBR: Tell me about your background in
China.

Tappan: | have a standard reply to
“Oh, you were born in China!”" It has
two parts. One is: My parents domi-
nated that issue—I didn’t have much

say about it. Second, one-fourth of

the people born in this world were
born in China, so anybody who wasnt
born there has kind of defied the law
of averages!

But being born in Hainan Island is
unusual—maybe even weird. My par-
ents were educational missionaries in
the Presbyterian church and my
father was involved in organizing
middle schools, which he did for a
number of years in Hainan.

[ spent 12 of my first 18 years
living in the Far Fast. L lived on
Hainan, in Hong Kong, Canton,
Shanghai, Peking .. .schooling was
catch as catch can. For two years 1
went to British schools. First grade |
went to the Peak School in Hong
Kong . . later I spent seven years in
Shanghai's American school.

CBR: You came to the United States for
college in the late 1930s. When did you
next return to China?

Tappan: 1 was not back in China until
the late 1970s. As soon as Nixon
made his [1972] trip to China, we in
Fluor got interested in China, and
started getting involved in China in
about 1973, a year after the Shanghai

Communique. We took a long-term
view that China was eventually going
to open up and we had to be
involved. [ share Richard Nixon's
philosophy on this absolutely—it’s a
matter of when, not whether, China
will be major player on the world
stage. So Fluor got involved with
what was then called the National
Council for US-China Trade [now
the US-China Business Council] . ..
and played an active role in what the
Council was trying to accomplish,
which was basically to promote US-
China trade relations.

CBR: Has your China background
3 g
given you an edge in doing business

there?

Tappan: If there was any real rele-
vance it would be in understanding
the Chinese their
culture. To the degree 1 could help
interpret for the people that didn't
have that background, it was helpful.
But it’s more a psychological plus
than a practical commercial plus. We
don’t get jobs in China because I was
born in China—that’s ridiculous. But
it doesn’t hurt. The Chinese know
that you probably understand them
better than somebody who doesn’t
have that background, so they feel
more comfortable . . . it's an advan-
tage—Dbut a small one, not a big one.

mentality and

CBR: How did Fluor's China strategy

evolve?

Tappan: We have a very consistent
philosophy on doing business around
the world, and it makes no difference
whether it's China or Czechoslo-
vakia. First of all, vou have to have a
long-term view. Every time I've ever
been asked this in China I've said
‘We're interested in doing business
with you for a minimum of 25 years.’
We're not going in for one project, in
and out, fast bucks—that is the
opposite of our philosophy.

Second, we go in there to really
transfer technology—take
there and build a business enterprise
that can be successful by supplement-
ing what's there. The Chinese have a
whole array of strengths—and they
have needs, 10o. So you try to
structure your penetration of that
market based on what's there and
what can be added 10 it.

A third point is being a good
corporate citizen. We don’t necessar-
ily believe that when in Rome vou
must do as all Romans do, but we
certainly think that a corporation to
be successful in a foreign country has
to be a good corporate citizen. We
work hard at respecting cultures and

what’s

customs—the opposite of being an
ugly American.

CBR: lHow have China’s austerity
measures and the spring 1989 unrest
changed prospects for Fluor?

Tappan: We don’t go in and invest,
we work with others, but in June
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1989 we had about 10 active con-

tracts on-going in China. None of

them was interrupted by the turmoil
in Beijing. Since then we've signed
three new contracts, and we've fin-
ished one. Since our first contract
was signed in 1978 we've done about
55 contracts in China, of which two-
thirds to three-fourths have been in
the last three or four years.

The business environment for our
company is probably better today
than it was two vears ago, because the
Chinese are so much more flexible
and eager to show they haven’t
turned back the clock. There's been a
slowdown, but if you have a viable
project today you can strike a better
deal than you could two years ago.

CBR: Are there viable projects around?

Tappan: The most critical disad-
vantage is funding, foreign loans. To

the degree that those were shut off

and financial ties were cut temporar-

ily, there was a serious deferral of

projects. The Chinese went back to
reestablishing  specific  priorities,
which they had to do to scale [the
economy| back, but as far as the
individual business deal, you can
make a better one today—if you've
got the courage to go in there and
you want to put the money in—than
you could have before the
Tiananmen turmoil.

CBR: Has there been a fall-off in
contracts since _]um’ or are Ihz'rtgs up to
pace?

Tappan: 1'd say up to pace. Now
there are significant large projects
that we thought were going to
happen in 1990 that are being
delayed. Those projects are going to
come back. The good news in recent
weeks is that the World Bank has
reactivated their loans.

CBR: But those are humanitarian loans
only. What if the World Bank doesn’t
reactivate non-humanitarian loans in
the near future?

Tappan: Even humanitarian loans
are progress. But the World Bank is
only one institution, though they do
have a big program in China . . it
would be very helpful if we could get
the TDP [US Government’s Trade
and Development Program] to re-
activate some of the seed money that

they were putting into projects, but
that hasn’t happened yet. Hopefully
it will happen.

Right now, I think that the [Bush]
administration is a little frustrated at
the lack of response to some of the
olive branches they've been waving,
and they need some positive indica-
tions from the Chinese side that
they're going to curb repression and
do some other things. Until that
happens, it’s going to be hard polit-
cally for the administration to restore
financing and trade relations at a
governmental level to the position
they were prior to last June.

CBR: But even before last June the US
government export finance and conces-
stonal loan programs weren't as ample as
those of some other countries, and that
has affected Fluor in China. Do you find
the prospect of getting back to a point that
wasn't ideal to begin with frustrating?

Tappan: We've learned to live with
those disadvantages. The United
States is not a big supporter of US
business outside its borders in any
country, so its policy is not discrimi-
natory against China . . .

I agree with US policy that we don’t
subsidize business but if evervbody
else does, it’s a problem. But it's a
general problem, not particularly
generic to US-China trade...If you're
going to operate in an international
business, you learn to live with the
realities that exist. And there are
ways around it, so it's not fatal. You
learn to cope with the Japanese.
They've got their own set of
idiosyncracies  and  there are big
problems being competitive. But it’s
not the end-all.

The long-term perspective of a
China trying to get where it wants to
go—to becoming a modern nation—
hasn't changed. You have a few
embattled older leaders who earned
their stripes on the Long March. Give
them credit for it, they bought it with
their blood, they're entitled to that
revolution, and as long as they hang
around they're fighting for their
survival. After their departure from
the scene, things are really going to
change . . . I'd like to see the old men
come (o ll]f‘ ('U!].[Clnp()]‘}ll'}’ scene da
little bit more, but it's probably
unrealistic to think that they will.
They have a mindset that I don't
think can adjust to the kinds of things
that are going on in this world. With

Tiananmen, they created a problem
that won't die. Beneath the surface,
in my judgement, things are seething.

As businesses you have to be
patient and hang in there. I don’t
agree at all with sanctions, 1 don't
agree with withdrawing from
China—that’s an arrogant US atti-
tude that's a holdover from the days
of our presumed military and eco-
nomic supremacy. It accomplishes
nothing, unless it makes certain
people feel good that they're doing
something moral and righteous at no
price to themselves. But in terms of
the ultimate benefit to either US
business, US jobs, and the US econ-
omy, or to China's development,
sanctions are counterproductive.
The path to educating China to
modernize, to reform, and to become
more open is to stay involved.

CBR: What's your final word on
prospects for US-China relations?

Tappan: ['ve been privileged to meet
a lot of Chinese leaders, and one of
the individuals under house arrest at
the moment, [former premier| Zhao
Ziyang, is one of the most far-sighted
and progressive. 1 met with him a
number of times when he visited the
United States, and just before he left
[ asked him what had impressed him
the most. He said he could not have
ever possibly imagined, though peo-
ple had told him it existed, the depth
and the breadth of feeling for the
Chinese people that exists across the
United States...1 can’t explain it, but
[it] exists in the United States more
than in many other parts of the
world. The Chinese are hated in some
parts of the world because they're
commercial hustlers. They come into
town and open a laundry, and five
years later, they own a square city
block. People don’t like that! But in
the United States there's a reservoir
of good will for China—and Zhao
said that was the most significant
thing he noticed.

I think that that’s the most signifi-
cant thing—the reservoir of good
will and rapport that exists between
the two peoples. It's troubled, and
set back a little bit at the moment, but
it will take more than the Tiananmen
turmoil to permanently change that.
We just have to be patient, stay
involved, and hope that the next
convulsion will be as peaceful as
possible.
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S '® 7B China Business

David Stifel

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous
issues. For the most part, the accuracy of these reports is not independently confirmed by The CBR. Contracts denominated in
foreign currencies are converted into US dollars at the most recent monthly average rate quoted in /nternational Financial
Statistics (IMF).

US-China Business Council member firms can contact the library to obtain a copy of news sources and other available
background information 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 the Business Information Center at The US-China Business Council.

SALES AND INVESTMENT THROUGH
March 15, 1990

b b
R 5

Foreign party/Chinese party
Arrangement, value, and date reported

Agricultural Commodities

China’s Imports

Dekalb Swine Breeders (US)/China National Animal Breeding
Stock Import/Export Corp.
Negotiating to import 500 porkers. $300,000. 2/90.

Investments in China

Edmonton (Canada)/China National Native Produce and Animal
Byproduct Import/Export Corp. and Harbin International Tech-
nology and Economic Cooperation Corp.
Will jointly produce sanitation chopsticks from white poplar. $2.9
million (C$3.4 million). (CN:70%-PRC:30%). 1/90.

China’s Investments Abroad

NA (North Korea)
Yanjin Joint Marine Product Co. joint venture will annually pro-
duce 4,500 tonnes marine products in Ch'ongjin. $1 million
(NK:51%-PRC:49%). 10/89.

Abbreviations used throughout text: BOC: Bank of China; CAAC: Civil Aviation
Administration of China, CAIEC: China National Automotive Import-Export Corp.;
CATIC: China National Aero-Technology Import-Export Corp.; CCTV: China Central
Television; CEIEC: China Electronic Import-Export Corp.; CEROILFOODS: China
National Cereals, Oil, and Foodstufts Import-Export Corp.; CHINALIGHT: China
National Light Industrial Products Impart-Export Corp.; CHINAPACK: China Natienal
Packaging Import-Export Corp.; CHINATEX: China National Textiles Import-Export
Corp.; CHINATUHSU: China National Native Produce and Byproducts Import-Export
Corp.; CITIC: China International Trust and Investment Corp.; CITS: China
International Travel Service; CMC: China National Machinery Import-Export Corp.;
CNCCC: China National Chemical Construction Co.; CNOOC: China National Offshore
Qil Corp.; CTIEC: China National Technical Import-Export Corp.; ETDZ: Economic
Technological Development Zone; ICBC: Industrial and Commercial Bank of China;
INSTRIMPEX: China National Instruments Import-Export Corp.; MLI: Ministry of Light
Industry; MMEI: Ministry of Machinery and Electronics Industry; MOE: Ministry of
Energy: MOTI: Ministry of Textile Industry; MPT: Ministry of Posts and
Telecommunications; NA: Not Available; NDSTIC: National Defense, Science,
Technology, and Industry Commission; NORINCO: China North Industries Corp.; SEZ:
Special Economic Zone; SINOCHEM: China National Chemicals Import-Export Corp.;
SINOPEC: China National Petrochemical Corp.; SINOTRANS: China National Foreign
Trade Transportation Corp.; SITCO: Shanghai Investment and Trust Corp.; SPC: State
Planning Commission

Agricultural Teéhnology

China's Imports

Danish Turnkey Dairies Ltd. (Denmark)/Harbin No.1 Dairy Pro-
ducts Factory, Heilongjiang
Sold processing equipment for production of sterilized milk,
yogurt, and ice cream. $3.1 million (DKr20 million). 2/90.

Granitec A/S-Jesma (Denmark)/Jiashan Feed Factory, Zhejiang
Sold feed processing equipment. $2.58 million (DKr16.64 mil-
lion). 2/90.

Maskinfabrikken Derby A/S (Denmark)/Guangzhou Refrigeration
Industrial Corp., Guangdong
Sold production line and related equipment to produce 45,000
commaercial freezers annually. $7 million (DKr45.5 million). 2/90.

Banking and Finance

China’s Imports

Philips (HK) Ltd., subsidiary of N.V. Philips (Netherlands)/In-
dustrial and Commercial Bank of China, Shanghai branch
Sold 20 automated teller machines. $620,000. 1/90.

Investments in China

Mastercard International Inc (US)/ICBC
Will issue RMB-denominated credit cards. 1/90.

Other

Industrial Bank of Japan Ltd. (Japan), Dai-lchi Kangyo Bank Ltd.
(Japan), Sumitomo Bank Ltd. (Japan), and Sanwa Bank Ltd.
(Japan)/China International Iron and Steel Investment Corp.,
Beijing
Will extend loan to finance import of second-hand equipment
from Nippon Steel Corp. for Meishan Steel Works, Jiangsu. $20
million. 3/90

Five foreign banks/Shanghai Investment and Trust Corp.
Will extend commercial loans to upgrade equipment of industrial
enterprises. $20 million. 2/90.

International Development Association (IDA), World Bank

Group/Planning Commission of Jiangxi, Nanchang, Jiangxi
Approved resumption of loan for Jiangxi Agricultural Develop-
ment Project. $60 million. 2/90.

Japan
Will extend government loan to develop export-oriented in-
dustrial and agricultural products. $700 million. 2/90.
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Bank of Tokyo (Japan)/BOC
67 Japanese banks activated credit line to China. $2 billion. 1/90.

France
Planning financial assistance package for Citroen automobile
joint venture, Wuhan. $500,000. 1/90.

Chase Manhattan Bank (US), Banque Nationale de Paris

(France), Bank of East Asia (HK), Banque Indosuez, and KEB

(Asia) Finance Co. (South Korea)/China Resources Holdings Ltd.
Signed loan to finance recent investments, including land
development and joint ventures. $50 million. 12/89.

Chemicals and Petrochemicals

China's Imports

Pet Nitrogen Works (Hungary)/NA, Mudanjiang, Heilongjiang
Will provide training and technology for use in sorbite plant.
11/89.

Investments in China

Asia Pacific Industries (China) Ltd., a subsidiary of Asia Pacific
Industries Group (US) and Alcan Aluminum (Canada)/Zhongshan
Fine Chemical Industrial Company of China
Established United Aerosol and Home Products Company (Uni-
sol) joint venture to produce industrial, household, and con-
sumer sprays. $47 million. 1/90.

NA (France)/Xi'an
Meihekou Ethyl Alcohol Factory, funded by French company in
form of compensatory trade, will annually produce edible ethyl al-
cohol and distillers’ grain. $10.02 million (¥47.32 million). 1/90.

USSR/Shenzhen
Established building materials joint venture. 11/89.

Construction Materials and Equipment

China’s Imports

Pan Asian Oasis Inc. (HK)/Shanxi Province Planning Commission
Will supply cement through Asian Development Bank's Shaanxi-
Xiaoliu Railway project. $2 million. 10/89.

Investments in China

Mitsubishi Mining and Cement Co. (Japan)/Yantai, Shandong
Will establish joint-venture factory to produce 1.5 million tonnes
cement annually. $131 million (J¥20 billion). 3/90.

NA (France)/Heilongjiang Forestry Administration, Jiamusi City
Sino-French Comprehensive Furniture-Processing Co. joint ven-
ture began batch production of furniture components. FR:$17.5
million (FFr100 million) PRC: $21.2 million (¥100 million). 2/90.

Hong Kong Longson Scientific Equipment Co. Ltd. (HK)/China
National Light Industrial Products I/E Corp., Chongqing branch
and a company in Zhuhai
Established Chongging Kelike Glassware Co. Ltd. joint venture
to produce and export $300,000 worth of glass goods in 1990.
$169,000 (¥800,000). 1/90.

PPG (US)/Dalian Glass Factory
Planning to establish joint venture to produce 136.5 million kilo-
grams of glass annually. $100 million. 12/89.

~ Consumer Goods

Investments in China

Tokuyama Soda Co. (Japan), Shinsho Corp. (Japan), and Figaro
Engineering Inc. (Japan)/NA, Tianjin
Planning to establish joint venture to produce home-use gas sen-
sors and alarms. Production to begin 1991. $4.12 million (J¥630
million). (JP:40%-PRC:60%). 3/90.

Edmin Corp. (US)/Lugougiao Agricultural, Industrial, and Com-
mercial Corp. and CITIC
Operations begun at Beijing Xinmen Spectacle Co. joint venture
producing sunglasses, lenses, and videotapes for export to the
US. $2.48 million (US:25%-PRC:75%). 2/90.

NA (US)
Started operation of Jinling Jewelry and Ornament Company Ltd.
joint venture. $1.5 million. (US:70%-PRC:30%). 2/90.

Seiko Instruments Inc. (Japan)/Dalian Watch Industry Co.
Established Dalian Jingmi Industry Co. Ltd. joint venture to pro-
duce watch components for export to Japan. $22 million.
(JP:65%-PRC:35%). 1/90.

Triple Y Co. Ltd. (HK)/Panyu Real Estate Development Co.
Work begun by Lok Kai New Town Development Co. joint ven-
ture on three-year development project on Shajiao Island, Guang-
dong. 1/90.

Japan Gourmet Powder Co. (Japan)/Tianjin Non-Staple Food and
Flavourings Co. and affiliate Tianjin Guangrong Soy Sauce
Factory, Tianjin
Tianjin Tianwei Gourmet Powder Co. Ltd. joint venture has
begun operations, processing vegetable protein hydrolysate lig-
uid in Tianjin Economic-Technological Development Area.
$450,000 (¥2.1 million). (50-50). 12/89.

‘Electronics and Co_mpruter Software

China's Imports

Compagnie des Machines Bull (France)/Science and Technology
Information Institute of the China Nuclear Industry General Corp.
Sold DPS7000-260 mid-range mainframe computer system in-

cluding MISTRA and TEMPUS-LINK software. 2/90.

MAG Co. (Austria)/Fuzhou Electric Wire Plant, Fujian
Will sell wire production lines and test equipment. $5.74 million
(AS68.32 million). 2/90.

Hitachi Ltd. (Japan)/Jinjian Electric Factory, Chengdu, Sichuan
Will sell video tape recorder assembly and production tech-
nology. 1/90.

Mitsui & Co. (Japan) and Fujisawa Co. Inc. (Japan)
Will sell manutacturing technologies for compound metal parts
used in switches and TV tubes. 1/90.

Automated Systems (HK) Ltd./Ministry of Public Security
Sold three DEC MicroVAX computers with Easyway networking
control systems for use in Beljing, Shanghai, and Guangzhou air-
ports. $128,200 (HK$1 million). 9/89.

Investments in China

NA (HK)/Foshan No.6 Radio Factory
Donggang Electronic Industrial Co. Ltd. joint venture commis-
sioned to annually produce 15 million volt dependent resistors.
2/90.

NA (Japan)/Shanghal Mould Research Institute
Shanghai Youtaike Software Corp. joint venture approved by
Chinese authorities. Expected output in first operation year:
$250,000. 2/90.

Canon Inc. (Japan)/Zhuhai
Established wholly owned subsidiary to manufacture 1,250 com-
pact cameras per month. $10 million. 2/90.

Elite Industrial Holdings Ltd. (HK)
Opened Elite Building in Shenzhen to manutacture and as-
semble answering machines, telephones, cameras, projectors,
laser printers, and plastic injection molding machines. $21 mil-
lion. 2/90.

Kisho Corp. (Japan)/Kaiping, Guangdong
Started operation of factory producing portable audio equipment.
$2.49 million (J¥380 million). 2/90.
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Other

Arab Bank/Yichang Steel Strip Co. Ltd., Sino-British joint ven-
ture
Will extend loan to fund import of steel-making equipment. $10
million. 2/90.

Military Equipment

Investments in China

Pakistan/Nanchang Aircraft Manufacturing Co.
Jointly developed K8 jet trainer to be launched in May 1990.

Packaging, Pulp and Pape'r

China'’s Imports

Black Clawson International Ltd. (US)
Will sell $90,000 worth of de-inking equipment and $300,000
worth of screening equipment to a mill in northern China. 12/89.

Investments in China

Hong Kong-Macao International Investment Co. Ltd/Shandong
Paper-Making and Printing Joint (Group) Corp. and Jinan High-
Grade Thin Faper Mill
Established joint venture to annually produce 10,000 tonnes
high-grade processed paper. $21.08 million. Registered capital
$12.5 million. 1/90.

Petroleum and Natural Gas

Investments in China

ICF (US) and CMT (US)/China Shenyang Gas Corp.
Established joint venture at Shenyang Nanjiao Coalfield to
develop coal seam methane gas. 1/90.

Pharmaceuticals

China’s Investments Abroad

NA (Australia)/Guilin Pharmaceutical Factory
Established Xingjiagui Medicine Production Co. Ltd. in Mel-
bourne to annually produce 50 tonnes of levamisol. 1/90.

~ Power Plants

China's Imports

Stewart and Stevenson Services Inc. (US)/ Shenzhen Huaneng

Economic Development Co. (Sino-HK joint venture), Shenzhen
Sold 100,000kw gas turbines and equipment for construction of
200,000kw gas turbine power plant. $39 million. 12/89.

Investments in China

China Light and Power (CLP) (HK)/Guangzhou Pumped Storage
Developement Co.
CLP to buy rights to 50% of capacity of Guangzhou Pumped
Power Station. 1/90.

Nanhaiyang Co. (HK)/Shenzhen Xi Li Electronics Industry
Development Co. and Hua Tien Southern Development (Group)
Co., Shenzhen
Nanshan Thermal Power Plant joint venture to begin operation
March 1990. Annual production capacity: 3.6 billion watts. $53
million (¥250 million). 1/90.
NA (Japan)/Liaoning
Will build joint-venture dam and hydropower station, Guanyinge
Resevoir, Taizi River. Capacity: 70 million kw/h annually.
$135,000 (J¥20.67 million). 12/89.

China’s Investments Abroad

Bangladesh Power Development Board/CMC
Will set up 210 MW thermal power station at Raozan in Chittag-
ong, Bangladesh. China will provide suppler’s credit on deferred
payment basis covering 90% cost of equipment and 30% con-
struction cost. 1/90.

Other

Stewart & Stevenson Services (US)/Shenzhen Huaneng
Economic Development Corp.
Will provide design and assembly services and procure US sales
for 94 mw gas turbine power plant through Export-Import Bank
(US) loan. $33.6 million. 3/90.

Ka Wah International Merchant Finance (HK) and four inter-

national banks/Guangdong Sanshui County Hekou Power Plant
Extended loan to finance power plant construction. $14 million.
11/89.

Property Management and bé\iélopment

Investments in China

Dong Jian Real Estate Co. Ltd, a wholly foreign owned venture
(HK)
Will construct Yuk Yung Garden on 28 acres comprising 15 lux-
ury residential buildings in Fuzhou, Fujian. $12.7 million (¥60 mil-
lion) 1/90.

Scientific Instruments

Other

Japanese Scientific Research Instruments Co. Ltd. (Japan) and

Shinsei Trading Co. (Japan)/China National Electronics import/

Export Corp. and Beijing Huihua Electronics Engineering Co.
The Scientific Research Instrument Maintenance Service Center
joint venture opened in Beijing. 12/89.

Ships and Shipping

China’s Imports

HDW Shipyard (FRG)/Shanghai Ocean Shipping Co.
Delivered 48,000 tonne container ship. 12/89.

Telecommunications

Investments in China

N.V. Philips (Netherlands)/Yangtze Optical Fiber and Cable Co.
Ltd., Wuhan, Hubei
Established joint venture to produce optical fiber and cables.
$38 million (G72.5 million). (50-50). 12/89.

Other

NA (Japan)/Fuzhou, Fujian
20,000 F150 program controlled telephones and 2,000 line pro-
gram-controlled long-distance exchangers went into operation.
1/90.

Nippon Telegraph and Telephone (NTT) Corp. (Japan)
Resumed helping China establish information systems for
economic analysis through Japanese government loan. 1/90.

Textiles

China's Imports

Asahi Chemical Industry Co., Kanebo Ltd., Mitsubishi Rayon Co.
Ltd., Toho Rayon Co., Toray Industries Inc., and Toyobo Co.
(Japan)

Will resume imports of acrylic fibers. 3/90.

56

The China Business Review ® May-June 1990



LK-NES (SEA) PTE Ltd., a subsidiary of GN Store Nord A/S (Den-
mark) and NA (HK)/Shanghai Nankong Military and Machine
Factory
Operations begun at Shanghai LK Electrical Co. Ltd. joint ven-
ture to produce power distribution equipment. 2/90.

NEC Corp. (Japan)
Will establish two joint ventures to produce integrated circuits
and digital switching boards in Beijing and Tainjin. $300 million.
2/90.

Samsung Corp. (South Korea)/Huali Electronics Co. Ltd.
Korean firm acquired 19% stake in Chinese firm. $1.1 million.
2/90.

Philips Co. (Netheriands)/Caohejin New Technology Develop-
ment Area, Shanghal
Shanghai Philips Semi-Conductor Co. joint venture will begin pro-
duction of double-diode integrated circuits, TVs, radios, and
stereos by end of 1991. Investment: $52 million. (ND:49%-
PRC:51%). Registered capital: $17.6 million. 1/90.

Philips Electronics South-East Asia Holding B.V., a subsidiary
of N.V. Philips (Netherlands)/Zhu Kuan Investment and Develop-
ment Co. Ltd., Zhuhai
Established joint venture to produce shavers, hairdryers, and
irons. $5 million. 1/90.

3Com Corp. (US)/South Information Enterprise Co. Ltd., Shen-
zhen
Established 3Com-China Co. joint venture to work on continued
establishment of on-line networking application. (50-50). 12/89.

Canon Inc. (Japan)/Dalian
Will establish wholly foreign owned venture to manufacture toner
cartridges for photo copier machines. 12/89.

lon Laser Techology (US)/Shanghai institute of Laser Tech-
nology, Shanghai
Joint venture to manufacture laser equipment. $2.3 million.
(US:26%-PRC:74%). 12/89.

NA (Hong Kong) and NA (Japan)/Shenyang Peripheral Equip-
ment Factory
Established Shenyang Tianxing Peripheral Equipment Co. Ltd.
joint venture to manufacture printers, word processing systems,
monitors, floppy disk drives and other peripherals. $1 million.
11/89.

China'’s Investments Abroad

NA (US)/Chongging, Sichuan
TCC Electronics Co. joint venture will begin production of black-
and-white and color pickup cameras, liquid crystal television
sets, and video liquid crystal displays, in Holliston, MA, in April
1990. $800,000. (50-50). 1/90.

Environmental Technology and Equipment

Other

International Development Bank
Loan extended to improve water and sanitation in rural areas.
$100 million. 12/89.

Food and Food Processing

Investments in China

USSR/NA, Shenzhen
Established bean canning factory. 11/89.

Machinery and Machine Tools

China’'s Imports

Logan Company (US)/Shenzhen Post and Telecommunications
Bureau, Shenzhen
Sold automatic parcel- and mailbag-handling system. $2.8 mil-
lion. 1/90.

Investments in China

Ingersoll Co. (US)/Qingdao Qianshao Machinery Plant, Qingdao,
Shandong
Joint venture will produce model 7801 pneumatic drills, valued at
$1 million, to be sold in the US. $508,000. 1/90.

NA (Japan)/Yantai Economic Development Zone
Established Yantai-Huchuang Technological Research Co. Ltd.
wholly foreign owned venture to annually produce 1.2 million
sets of 201EX bearings for sale on the world market. $196,000
(J¥30 milllion). 1/90.

Plantechnik Industrial equipment Co. (FRG)/three Chinese enter-
prises, Liaoning
Will establish Dalian-Cologne Chain and Sprocket Company Ltd.
to annually produce 3.4 million meters of chains. $21 million
(¥99.8 million). 12/89.

China's Investments Abroad

Jianlong Industrial Co. (HK) and Guangchang Machinery and
Wood Factory (Thailand)/Guangdong Enterprise, Shantou branch
Established Jianlong (Thailand) Industrial Co. joint venture in
Thailand to produce sawing machines and wood products.

(HK:35%-TH:30%-PRC:35%). 11/89.

Medical Supplies and Equipment

China's Imports

Merck & Co. Inc. (US)
Will supply technology for hepatitis B vaccine and train Chinese
technicians and engineers in US. 12/89.

China's Investments Abroad

Gulistan City (USSR)/Dalian Foreign Economic and Trade Corp.
Jointly operated hospital to be established in Gulistan City.
Ruble1.5 million. (USSR:50%-PRC:50%). 2/90.

Other

UNICEF
Will extend grants for 20 projects in 1990-94 involving maternal
and child care, training of school teachers, immunization, re-
search, and rehabilitation. $80 million. 12/89.

Metals and Minerals

China’'s Imports

Maschinenfabrik Andritz Co., a subsidiary of Creditanstait-Bank-
verein (Austria)/Shanghai Nonferrous Metals Corp.
Will sell 4-roller reversing cold rolling mill and copper plate and
strip bright annealing furnace. $8.71 million (AS103.72 million).
2/90.

NA (Japan)/China National Metals and Minerals Import/Export
Corp.
Sold 150,000 tonnes of seamless steel pipes. 2/90.

Nippon Steel Corp. (Japan)/Wuhan Iron & Steel Co., Hubei
Will offer technology for production of high-grade silicon steel
sheets. 1/90.

Investments in China

Mitsubishi Heavy Industries Ltd. (Japan) and Sumitomo Metal In-
dustries Ltd. (Japan)/Ministry of Metallurgical Industry
Will establish joint venture to design and engineer continuous
steel-casting machinery. 1/90.

Nissho Iwai Corp. (Japan) and JGC Corp. (Japan)/Yanzhou Coal
Mine Administration, Shandong
Established joint venture to produce coal and water mixture.
$24.9 million (J¥3.8 billion). (JP:49%-PRC:51%). Registered
capital: $8.3 million (J¥1.27 billion). 1/90.
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Investments in China

NA (Indonesia) and NA (Taiwan)/Xiamen SEZ
Began construction on Xianglu Polyester Fiber Co. Ltd. joint ven-
ture to annually produce 140,000 tonnes polyester. $200 million.
2/90

Xielian Machinery Industrial Co. (HK)/Guangzhou Baiyun Area
Development Co., Guangzhou, Guangdong
Established Guangzhou Hongfa Chemical Fibers Enterprise joint
venture to produce chemical fibers and yarn. $4 million. (50-50).
11/89.

China's Investments Abroad

NA (Mexico)/NA (Shanghai)
Shanghai-Mexico Garment Processing Co. joint venture began
operations in Ayutla, Mexico. $1.2 million. (MX:51%-PRC:49%).
9/89.

Transportation
China's Imports
Boeing Co. (US) and McDonnell Douglas Aircraft Corp.
(US)/CAAC
Plans to purchase 19 aircraft including Boeing 747s and 757s

and McDonnell Douglas MD-82s. 1/90.

Airbus/China Eastern Airlines
A300-600 Airbus delivered. 11/89.

Investments in China

Peugeot Corp. (France)/Guangzhou Peugeot Co.
Opened Beljing service center to repair and provide parts for
Peugeot automobiles. 11/89.

China's Investments Abroad

Aerospatiale Company (France) and NA (Singapore)/CATIC
Will manutacture parts in China for use in assembly of model
P20 light duty helicopters in France. 2/90.

Chia Tai Group of Companies (Thailand)/Jinan Heavy-Duty
Trucks Group, Shandong
Will launch joint venture in Thailand to annually produce and ex-
port $150 million worth of Huanghe-162 trucks. 1/90.

Other

Konrad Rosenbauer KG (Autria)/Shanghai Fire-Fighting Equip-
ment Plant
Will sell technology and equipment with annual production capa-
bility for 40 heavy-duty fire engines. $5 million (AS60 million).
2/90.

Kuwait
Will extend government loan for Xiamen airport expansion. $20
million. 2/90.

C.A. Litzler Co. Ltd. (US)/Qingdao Number Two Rubber Co.,
Shandong
Will help construct semi-turnkey factory through Asian Develop-
ment Bank’s Qingdao Tire Development Project. $4.5 million.
12/89.

Zimmer AG (FRG)/Qingdao Carbon Black Co. and Qingdao Num-
ber Two Rubber Co., Shandong
Will help construct semi-turnkey factory through Asian Develop-
ment Bank's Qingdao Tire Development Project. $17.45 million.
12/89.

Miscellaneous

China's Investments Abroad

Hamburg, FRG/Tianjin Foreign Trade Bureau
Opened West Europe Trade Corp., Ltd. joint venture in Ham-
burg. 2/90.

Other

Baden-Wurttemburg, FRG/Jiangsu
Will jointly finance industrial information and consulting center
for promotion of economic and technical cooperation of small
businesses from the two regions. 2/90.
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China’s

Premier Hotel

comes 10

Beijing’s No. 1

address.

At No. | Jian Guo Men
Wai Avenue in the heart
of Beijing’s business,
cultural and diplomartic
district, Shangn-la’s new
China World Hotel
has risen. In the midst of
the new China World
Trade Center, in prime
position at the head of
Beijing's central
thoroughfare, it will offer
travellers from around
the globe superb luxury,
service and locaton.

Opening June 1990

&3 China World Hotel

BELJING
HOTEL* CONFERENCE « EXHIBITION CENTRE
A SHANGRI-LA INTERNATIONAL HOTEL

CHINA WORLD HOTEL, NO | JIAN GUO MEN WAL AVENUE, BELJIING 100004, CHINA. TEL: (1) 505 2277. TLX: 222981 THBBC CN. FAX: (1) 505 0828.

SHANGRI-LA INTERNATIONAL: USA & CANADA (1-800) 359 5050
SHANGRI-LA INTERNATIONAL HOTELS and RESORTS: CANADA * CHINA * FLIL * HONG KONG = INDONESIA » MALAYSIA » PHILIPPINES (1991) * SINGAPORE » THAILAND




