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S &-Issues

Reformers Make Mark at NPC

The National People’s Congress
(NPC) meeting of March 20-April 3
produced little in the way of major
policy changes, though the clear
signs of disagreement on a number of
issues could indicate greater political
posturing—by both reform- and con-
servative-minded forces—in the
months ahead.

The scope and pace of economic
reform dominated much of the meet-
ing, as anticipated. Premier Li Peng
reiterated in his keynote address on
March 20 that economic develop-
ment is the government’s top prior-
ity, echoing Deng Xiaoping's recent
calls to downplay ideology and poli-
tics. At the same time, however, Li
failed to repeat pronouncements by
Deng and the Politburo that “left-
ists” present the greatest threat to
reform and economic development.
Significantly, Li’s initial Government
Work Report was approved by the
NPC only after nearly 150 alter-
ations, including the insertion of
Deng's charge to “watch the right,

but mainly guard against the left.”

Li also emphasized that “'stability”
is vital, and his initial remarks re-
affirmed Beijing’s 6 percent target
for GNP growth in 1992. His revised
Government Work Report, however,
encouraged higher growth in 1993-
95. Li also conceded that growth can
be higher “where conditions per-
mit,” a comment that appears to give
latitude to Guangdong and other
coastal provinces to continue their
rapid development.

The meeting was also noteworthy
for the apparent divisiveness over the
Three Gorges dam project. Though
the project has received renewed
attention in recent months and its
approval by the NPC was all but
certain, loud protests came from one
legislator who stormed out of the
meeting in protest when he was
denied the floor. The final vote in
favor of the dam was marred by 664
abstentions and 177 nays—a remark-
able show of dissent for the tradition-
ally rubber-stamp congress. While

the NPC decided to make the dam
project eligible for inclusion in the
current ten-year plan (1991-2000),
no specific timetable for construc-
tion has been announced.

Deng's recent visibility—his Janu-
ary trip to Guangdong continues to
be widely publicized—and the revi-
sions to Li Peng's report are clear
signs that political maneuvering for
the 14th Communist Party Congress
has begun in earnest. The congress,
to be held in the fourth quarter of
this year, will determine key Party
and government personnel appoint-
ments for the coming years. Li's loss
of face at the NPC meeting and his
apparent foot-dragging on economic
reforms could foreshadow his ouster
as premier, though he may well ride
out the remainder of his term, which
is to end in March 1993. At this stage,
it is still too early to write Li—or
other hard-liners—out of the picture
entirely.

—VIW

Commerce Reverses Tactics on
Chinese Dumping Cases

In a surprise move, the Depart-
ment of Commerce (DOC) has re-
scinded a landmark dumping deter-
mination against Chinese lug nuts. In
its final ruling on lug nuts last
September, the DOC accepted Chi-
nese costs for crucial inputs, which
effectively resulted in a low dumping
margin of 4.2 percent (see The CBR,
January-February 1992, p. 12). This
decision was challenged by the US
lug-nuts industry, which claimed that
DOC had used market-economy
methodology for determining a
dumping case involving a non-market
economy (NME). In January the
DOC sought a voluntary remand of
the case, saying it could not support
its original finding, and in March

issued a re-determination based on
NME methodology, which requires
the use of prices from a surrogate
country to determine production
costs. The new margin increased
dumping duties ten-fold, to 42.2
percent.

At the same time DOC issued the
re-determination, it dismissed a
countervailing duty (CVD) case
against the Chinese lug-nut industry
on the basis that China's NME status
makes it impossible to distinguish
market-distorting subsidies. DOC of-
ficials are currently in China investi-
gating the oscillating and ceiling fan
industry, against which a CVD case
was also filed after DOC issued a
similar “‘mixed methodology” find-

ing in an earlier dumping case.

DOC authorities claim that the lug-
nuts reversal was industry-specific,
implying that in future cases other
Chinese industries could still be
found to be market-driven. But trade
lawyers note that the criteria used by
DOC for determining whether a
particular sector is market-driven—
no government involvement in pric-
ing or production levels, little or no
State ownership, and market-driven
input prices—are too narrow; in fact,
many market economies would be
unable to meet these requirements.
This means that transitional econo-
mies, like China, will probably find
themselves out of luck in the fu-
ture. —VLW

+4

The China Business Review ® May-June 1992




More Bourgeois Influences . . .

Move over tai qi quan, the Chinese
have found a new source of exer-
cise—the hula hoop. The large plas-
tic rings that captivated America in
the 1950s and ‘60s have taken Beijing
by storm. Young, old, male, female,
everybody's buying them—and doc-
tors have fueled the craze by extol-
ling the healthful benefits of
“hooping.”

Hula hoops aren’t the only West-
ern fad catching on in China.
Beijingers looking for a post-workout
treat can now head to their local malt
shoppe—Dairy Queen. In March,
International Dairy Queen, Inc. be-
came the latest in the flood of fast-
food firms to open in China. Fran-
chises of the company’s Dairy Queen
and Golden Skillet outlets were
opened in a new 565-seat food court
on Wangfujing, the city’s most popu-
lar shopping street. The food court
also features California-based Carl's
Jr. hamburgers and some Japanese
restaurants,

Franchised to Hop Hing Holdings,
Ltd., a Hong Kong-based cooking oil
distributor, the Dairy Queen outlets
will offer the familiar ice cream and

Short Takes

China Joins International
Arms Accords

In March China acceded to the
Nuclear Non-Proliferation Treaty
(NPT) and formally agreed to abide
by the principles of the Missile
Technology Control Regime (MTCR)
following a US promise to lift sanc-
tions imposed on two Chinese com-
panies last June.

Reducing Doublespeak

China is drafting regulations that
will supposedly allow foreign law
firms to call their operations—Ilaw
firms. (Currently, they must refer to
themselves as consulting firms.) The
regulations are not expected, how-
ever, to ease limitations on the types
of services foreign lawyers can offer
in China. Many standard business
activities, such as representing clients
before Chinese courts and issuing
opinions, will apparently remain re-
stricted to local law firms.

dessert products found in its US
stores. Taking a cue from the enor-
mous success of Kentucky Fried
Chicken, the Golden Skillet facility
will concentrate on fried chicken and
side items. Both stores intend to rely
on the same formulas and recipes
used in their US operations. The
initial plan calls for five Dairy Queen
stores and four Golden Skillet restau-
rants in the capital, with options for

development of up to 40 Dairy
Queens and 30 Golden Skillets
throughout China. —PB

Beijing

Foreign companies doing business
in China will find a number of
changes in China’s regulatory envi-
ronment this spring. As of April 1,
the import regulatory tax—a sur-
charge over and above import du-
ties—was abolished, lowering the
final costs of 16 items. Regular duties
on video cameras and some automo-
biles were raised, however, effec-
tively increasing overall import tar-
iffs on these goods.

China is also in the process of
instituting new product of origin
rules. After May 1, the “Made in
China’ label will apply only to those
products for which at least 25 per-
cent of the value-added is generated
by Chinese components and process-
ing, a clear attempt by Beijing to
increase the profitability of its out-

Overhauls Trade Regulations

ward processing industry and de-
crease its trade surplus with the
United States. Also starting on May
1, Chinese manufacturers of textile
products will be required to state
their names and addresses on export
licenses for products bound for the
United States, a move designed to
help prevent transgressions against
US textile quotas.

Foreign firms active in China
might also be helped by the release of
previously unpublished foreign trade
regulations. In February, the Minis-
try of Foreign Economic Relations
and Trade (MOFERT) published a list
of 14 trade regulations covering
export and import restrictions on a
number of products; a list of 17 other
such regulations was previously dis-
closed in December. —VLW
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Enforcement of Arbitration
Awards i China

Foreigners find the system sorely lacking

n the past few years, there has

been explosive growth in the

number of disputes between

Chinese and foreign parties
brought to arbitration. Gone are the
days when foreigners did not dare
attempt to arbitrate such disagree-
ments for fear of threatening future
business relations with China. More-
over, the Chinese themselves have
become more willing to accept ar-
bitration as a method to resolve
disputes with foreigners.

The increase in arbitration cases
has been greatly assisted by the China
Council for the Promotion of Inter-
national Trade's China International
Economic and Trade Arbitration
Commission (CIETAC) (see The CBR,
September-October 1990, p.42).
CIETAC handles almost all arbitration
arising out of disputes between Chi-
nese and foreign parties, and is now
the busiest arbitration center in the
world, hearing even more cases per
year than the Stockholm Chamber of
Commerce. CIETAC is widely cred-
ited by the foreign business commu-
nity as a relatively inexpensive, expe-
ditious, and fair forum for resolving
disputes with Chinese parties.

Foreigners' honeymoon with ar-
bitration in China may soon come to
an abrupt end, however, as they
discover the virtual impossibility of
enforcing arbitration awards in
China. Sadly, the hard-won respect of
CIETAC is being squandered by a
judicial system unable to make Chi-
nese parties pay up. In short, CIETAC
is making promises the courts do not
keep.

Theory vs. reality

On paper, at least, Chinese courts
are bound by PRC law to recognize
arbitration awards issued by CIETAC.

Matthew D. Bersani

In addition, as a signatory to the New
York Convention on the Recognition
and Enforcement of Foreign Arbitral
Awards, Beijing has promised to
enforce awards against Chinese par-
ties even when such awards are issued
by foreign tribunals, such as the
Stockholm Chamber of Commerce.
Though Chinese courts have rec-
ognized the vast majority of arbitra-
tion awards, practical experience has
demonstrated that a number of
obstacles stand in the way of a foreign

CIETAC is making
promises the
courts do not keep.

party seeking to enforce an arbitra-
tion award in China. The most
troublesome of these barriers is the
refusal of regional courts to enforce
awards against local economic inter-
ests. Lack of coordination between
CIETAC and Chinese courts and
insufficient funding of the court
departments in charge of enforcing
awards and judgments also cause
problems for claimants. In addition,
the recently promulgated civil proce-
dure law compounds existing proce-
dural difficulties in the enforcement
of arbitration awards in China by
providing more excuses for the
courts to avoid their responsibilities
in enforcement cases.

Under CIETAC's rules, arbitration

Matthew D. Bersani, an attorney with
the New York law firm of Paul, Weiss,
Rifkind, Wharton & Garrison, was the
resident representative in the firm’s
Beijing office during 1990 and 1991.

awards should be honored within the
time limit set out in the award, or if
the award has no time limit, immedi-
ately after the award is issued by the
tribunal. If the party ordered to
perform does not do so within the
allotted time, the other party may
apply to an intermediate-level court
in China for enforcement of the
award.

Procedurally, the steps to be taken
by foreign companies seeking to
enforce an arbitration award are
simple, albeit time-consuming. The
foreign company must first appoint a
local lawyer, since under Chinese law
foreign persons or enterprises can be
represented in Chinese courts only
by Chinese lawyers. Although foreign
lawyers are essential in the prepara-
tion of documents for submission to
the court and for keeping the foreign
company fully informed of the
progress of the enforcement pro-
ceedings, they cannot directly repre-
sent the foreign companies in court
actions.

Selecting qualified local counsel is
an important and often difhicult
process. Beijing, for example, now
has half-a-dozen law firms that spe-
cialize in legal matters relating to
foreign interests, though the abilities
of the individuals within each of
these firms vary greatly. It may be
wise to consult with foreign lawyers
resident in China or with companies
that have used local lawyers in order
to find the most appropriate local
counsel.

Once the foreign company has
identified the local lawyer it wants to
handle the case, the next step is to
prepare a power of attorney to
authorize this legal representative to
pursue the matter with the interme-
diate-level court. The power of attor-

6
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ney must be notarized as well as
“authenticated” by a Chinese notary
in a Chinese consulate in the com-
pany’s home country.

With the notarized and authenti-
cated power of attorney in hand, the
local lawyer, in coordination with the
foreign company's own counsel,
should prepare an application for
enforcement to submit to the court.
The application should set forth the
basic facts relating to the non-
performance of the award, and
should also include a copy of the
arbitration award as well as any
evidence relating to the non-perfor-
mance. After being signed by the
foreign party, this package of docu-
ments, including the power of attor-
ney, should be submitted to the
court. Until the recent changes to
Chinese civil procedure law, almost
all such requests were submitted to
the Beijing intermediate court.

Within four to six weeks of receiv-
ing the documents, the court will
issue a notification of acceptance,
and in most cases will request a small
enforcement fee of less than $100.
Once the court has accepted the case,
it should promptly assist the foreign
party by enforcing the arbitration
award. This, however, is usually when
the trouble begins.

Protective local courts

Though the procedures for re-
questing Chinese courts to enforce
payment of arbitration awards are
relatively straightforward, getting the
courts to act is no easy task. This is
due to the tendency of Chinese
courts to protect local economic
interests. Our firm has typically
found that Chinese courts protect
enterprises located within their juris-
diction by blocking attempts to
freeze the non-performer’s bank ac-
count, the most effective means to
secure compliance with an award.
Freezing the bank accounts of a non-
performing party in China requires
the approval of the court with
Jurisdiction over the bank in ques-
tion. Since most companies keep
accounts in their neighborhood bank
branches, this rule in effect means
that the non-performer’s local court
must cooperate in enforcement ac-
tions. Therefore, even if the case was
brought in Beijing and the Beijing
court argues on a foreign company’s
behalf, the non-performer’s local
intermediate court can render all

Once the court has
accepted the case,
it should promptly
assist the foreign
party by enforcing
the arbitration
award. This,
however, is usually
when the trouble
begins.

enforcement efforts futile by refus-
ing to cooperate. The lack of cooper-
ation arises not only in cases involv-
ing foreigners; a Chinese enterprise
located in Shanghai, for instance,
would find it very difhcult to con-
vince a Guangzhou court to cooper-
ate in enforcing an award against a
Guangzhou enterprise.

The increasing parochialism of the
country's court system is a predict-
able result of the growing economic
and political independence enjoyed
by China’s provinces. As a result, the
Chinese judicial system suffers from
rampant court-to-court hostility, a
problem recently acknowledged pub-
licly by Ren Jianxian, president of the
Supreme People’s Court. In his 1991
address to the National People’s
Congress, which is normally an
opportunity for highlighting the past
year's accomplishments, Ren stated
that “In recent years, local protec-
tionism has seriously affected the

judicial work of the courts. ... [I]n

order to protect local interests, some
courts deviated from the principle of
basing their judgment on the facts
and using the law as the basis of their
decision and were partial to local
parties.”

Ren’s observations ring true to
many foreign lawyers working on
arbitration cases on behalf of clients
in China. In one case, for example,
our firm represented a UK company
seeking settlement over a contract
dispute with a Ningxia corporation
that had promised to supply high-
quality cashmere. Though the com-
pany eventually supplied the wool,
the product was worthless because of
the large amount of impurities con-
tained in the fibers. The CIETAC
arbitration tribunal recognized this
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fact, and issued a substantial award in
favor of the UK company. The
Ningxia company, however, paid only
about two-thirds of the award and
refused to pay the remainder, claim-
ing that the CIETAC arbitration tribu-
nal made a mistake in calculating the
amount due.

Armed with a favorable arbitration
ruling and represented by a Chinese
lawyer, the UK company filed for
enforcement of the award with the
Beijing intermediate court, which
promptly accepted the case and
promised to get the Ningxia company
to pay the outstanding
Despite the Beijing court’s repeated
requests for the intermediate court
in Ningxia Province to cooperate in
enforcing the award, however, the
local court simply refused to do so.
After a great deal of persuasion by
the UK company, Beijing court per-
sonnel agreed to go to Ningxia to
meet face-to-face with their Ningxia
counterparts, accompanied by the
local Beijing legal counsel working
on the case.

The trip to the remote province
accomplished little, as local court and
bank officials in Ningxia essentially

amount.

From CIETAC’s
point of view,
difficulties
encountered in
enforcing the
award are a
problem for the
courts.

assisted the Ningxia company’s ef-
forts to disregard the arbitration
award. The local bank, for example,
claimed that the Ningxia company no
longer retained substantial deposits
with the bank, a statement we had
good reason to suspect was false. The
Beijing court personnel could gain
no ground with the Ningxia court,
which sided with the Chinese compa-
ny's claim that the arbitration tribu-
nal had miscalculated the damages
owed. Even efforts to bring CIETAC
officials in to settle the matter proved
fruitless. Despite the fact that the

Ningxia company's original arbi-

trator in the dispute, a high-ranking
CIETAC official, clearly stated that
there had been no error and that the
Ningxia company was acting in viola-
tion of PRC law, the Ningxia court
continued to refuse to cooperate in
the enforcement proceedings.

The Beijing court personnel could
do nothing but
register a complaint with the over-
worked and ineffective enforcement
division of the Supreme Court of the
PRC. As a result, the question of the
remaining settlement owed to the UK
company has not been resolved,
though the arbitration award was
issued more than a year ago.

return home to

The short arm of CIETAC

This case pointed out another
structural problem plaguing the en-
forcement of arbitration awards in
China—the near-complete lack of
coordination between CIETAC and
the Chinese courts. From CIETAC's
point of view, once the arbitration
issued, it should have
nothing further to do with the
dispute; difficulties encountered in
enforcing the award are a problem
for the courts. The courts, however,

award is




feel little compunction to comply I

with CIETAC decisions.

Even when the courts do act to
enforce arbitration awards, the re-
sults may be less than satisfactory to
the foreign claimant. A recent en-
forcement action on behalf of an-
other British importer and exporter
of cashmere, for example, ordered
the contracting Chinese supplier to
provide two tons of high-quality
cashmere to replace the original
delivery of substandard goods. The
Chinese company delayed for many
months and twice tendered goods
recognized by the court as inferior,
leading our client to conclude that
the Chinese company would never
produce goods in conformance with
the contractual specifications. The
obvious solution was for the court to

demand monetary compensation
from the respondent in lieu of
conforming goods. However, be-

cause the arbitration award did not
specifically allow for this, the court
was unwilling to pursue the foreign
company's request for monetary
damages.

Although we then made repeated
appeals to CIETAC for an amendment

to the arbitration award, these re-
quests were rejected. CIETAC said the
entire matter was out of their hands
and should be handled by the courts.
Eventually, we were able to persuade
the court personnel themselves to
approach CIETAC to request the
necessary amendment. Although we
were not permitted to attend this
meeting, we were told that the
conference ended in a heated ex-
change, with CIETAC officials accus-
ing the court of incompetence for
not being able to enforce the arbitra-
tion award as drafted and the court
personnel countering by criticizing
CIETAC for drafting an unenforce-
able award! Our clients became so
frustrated by the inability of the
court and CIETAC to settle the matter
that they eventually gave up the fight.

Impoverished courts hinder
results

Another serious problem encoun-
tered in enforcing arbitration awards
in China is the critical underfunding
of Chinese courts, especially their
enforcement divisions. Enforcement
arbitration award often re-
personnel from the

of an
quires court

place where the application for en-
forcement was filed to travel to the
non-performing party’s local court to
coordinate enforcement efforts. The
court officials are particularly loath
to go on such excursions because the
court provides them with a daily
allowance minuscule even by Chinese
standards. They must stay in the
cheapest hotels and eat at the worst
restaurants in order to stay within
their allowance, and must travel by
train rather than air, which can
require up to an extra week in transit.

As a result, court personnel often
request the company seeking en-
forcement of the arbitration award to
cover costs for such travel. In both
cases outlined above, the court per-
sonnel asked the foreign party to pay
not only for room and board but also
for round-trip airfares in order to
avoid the lengthy train rides. Such
requests are inappropriate and un-
professional; for US companies,
moreover, agreeing to these terms
would risk violating US laws relating
to corrupt overseas business prac-
tices. But to reject such demands can
cause considerable delay, or even
outright refusal of the Chinese court
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personnel to make the trip. If this
problem is not addressed, foreign
companies unwilling to fund these
enforcement expeditions will con-
tinue to face serious delays in secur-
ing the cooperation of court officials.

New laws compound difficulties

These practical problems encoun-
tered in enforcing arbitration awards
in China were recently compounded
by new legal obstacles. In April 1991,
the National People’s Congress
adopted a substantially revised civil
procedure law which further im-
pedes enforcement actions by limit-
ing where such actions can be
brought and by providing loopholes
with which the enforcing court can
review the arbitration award and
independently rule on its enforce-
ability.

Under the old civil procedure law,
a party seeking enforcement of an
arbitration award could bring its case
to either the court having jurisdic-
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China should
establish a central
judicial authority
responsible for
enforcing
arbitration awards.

tion over the non-performer (or his/
her assets) or the court where the
arbitration tribunal was located.
Since almost all arbitration takes
place in the Beijing office of CIETAC,
most enforcement actions were
brought to the Beijing intermediate
court. Under the new civil procedure
law, however, a claimant can only
bring suit in the court having juris-
diction over the non-performer or
his property. This change will greatly
inconvenience claimants, who will
now have no choice but to deal with
the non-performer’s local court.
Moreover, the new law also forces
claimants to approach local courts
directly, rather than through the
Beijing court. If the Beijing court has
been demonstrated to have little
leverage with courts elsewhere in
China, one can imagine what chance
a foreign company would stand.

The new civil procedure law has
also introduced a more ominous
problem. Before its promulgation,
the main obstacle to enforcement of
arbitration awards was the refusal of
courts to enforce legally valid awards
against local economic interests;
there was no provision under the old
law justifying this refusal to act,
however. Under the new civil proce-
dure law, in contrast, local courts
have been granted various excuses Lo
avoid enforcing arbitration awards.

Under the provisions of the new
civil procedure law, any court may
decide not to enforce an arbitration
award involving foreign interests if
any of the following circumstances
can be proven by the non-performer:
e There was no valid arbitration
agreement between the claimant and
the non-performer;

e The non-performer was not in-
formed of the arbitration proceed-
ings;

e CIETAC did not obey its own rules,
e The matter arbitrated fell outside
the scope of the relevant arbitration

agreement or the jurisdiction of
CIETAC;

e The arbitration award was contrary
to social and public interests.

This vaguely worded list provides
regional courts with a wide range of
reasons to delay or obstruct enforce-
ment of valid awards. Faced with the
task of overcoming all of these
possible objections in a court friendly
to the non-performer, a claimant
could not be blamed for despairing
of the prospects of success.

Needed changes

Currently, CIETAC arbitration de-
cisions are paper tigers, given the
difficulty involved in enforcing them.
To give them some claws, China
should establish a central judicial
authority responsible for enforcing
arbitration awards. The mandate of
this court may be limited to cases
involving foreign interests, but could
certainly also apply to domestic cases.
The court should be established in
Beijing, the site of most arbitration in
China, but should have the authority
to enforce awards throughout the
country. It should also have the
ability to freeze the accounts of non-
performers or take possession of a
non-performer’s assets without the
consent of the non-performer’s local
court.

This central court, however,
should have only limited powers to
review the arbitration awards handed
down by CIETAC or international
arbitration bodies. Instead, the court
should enforce all awards unless they
are defective on their face, e.g., if the
award is not issued by a recognized
tribunal or court. The enforcement
court would be responsible for set-
ting a specific deadline for perfor-
mance of the arbitration award, after
which the non-performer’s assets or
bank account would be seized. In
addition, the enforcement court
should work closely with CIETAC to
take whatever actions are necessary
to enforce the spirit of the arbitra-
tion award, even if this requires the
court to take actions not directly
specified in the arbitration award.

Although adoption of the above
suggestions is unlikely in the near
term, particularly in light of the fact
that the revised civil procedure law
was issued only about a year ago,
such drastic action is required to
ensure that Chinese courts can make
the work of CIETAC meaningful. %
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COMMENTARY

The US Role in
Hong Kong’s Future

Editor’s note: Council President Don-
ald M. Anderson recently testified before
the Senate Foreign Relations Sub-Com-
mittee on East Asian and Pacific Affairs
on the issue of Hong Kong's reversion to
Chinese sovereignly in 1997 and the
implications of this development for the
United States. The hearings, sponsored
by Senator Alan Cranston (D-CA), also
presented a number of views on the
United States-Hong Kong Policy Act of
1991 (§.1731), a bill introduced by
Senator Mitch McConnell (R-KY) last
September. This legislation, which now
has 20 co-sponsors, calls for the estab-
lishment of stronger US-Hong Kong
commercial, cultural, and educational
ties in an effort to ensure the territory

continues to enjoy a high degree of

autonomy after 1997. Specifically, the

bill would require the US Secretary of

State to issue an annual report on US-
Hong Kong relations and the implemen-
tation of the Sino-British Joint Declara-
tion, which stipulates that Hong Kong
will be allowed to retain its present
“capitalist system and lifestyle” for at
least 50 years beyond 1997. An excerpt
of Anderson’s testimony follows.

r. Chairman, thank you
for including me among
the witnesses today. As
president of the US-
China Business Council, T am well
aware of the vital role Hong Kong
plays in the operations of US compa-
nies, many of whom are members of
our organization. But I speak to you
today as a former US consul general
in Hong Kong, where I served from
1986-90, and I am pleased to have

Donald M. Anderson

The United States
has a major
interest in the
continued well-
being of this center
of free enterprise
and individual
freedom.

the opportunity to address the im-
portant question of Hong Kong's
reversion to China and the implica-
tions for US policy. It is my belief that
the United States has a major interest
in the continued well-being of this
center of free enterprise and individ-
ual freedom.

For many years American compa-
nies have found Hong Kong to be
one of the Pacific Rim's most attrac-
tive business sites. One of the world’s
finest deep-water ports, first-class
telecommunications networks, a
highly developed service industry,
and an industrious, well-educated
population have made Hong Kong an
ideal site to locate one’s East Asian
headquarters.

Today, over 21,000 Americans live
and work in Hong Kong, and the
American Chamber of Commerce

there is the largest in Asia and one of

the largest in the world. With over $7
billion in US investment, the terri-

tory is the third largest center of US
investment in Asia. Hong Kong is
also a major US trading partner, with
two-way trade totalling over $17
billion last year. It is home to 22
American banks, which find Hong
Kong an ideal center for their Asian
operations.

The United States is not the only
country to find Hong Kong an
excellent place to trade and invest. In
fact, we are no longer the largest
foreign investor in the territory,
having been surpassed by Japan and
China in recent years. Taiwan has also
demonstrated a high degree of confi-
dence in Hong Kong’s future, and is
becoming a major investor in the
territory. While it is true that a
number of British firms have relo-
cated their headquarters outside of
Hong Kong, their operations in the
territory remain undiminished, and
many continue to look to Hong Kong
as their primary source of profits.
Hong Kong has truly become an
international crossroads.

Significantly, China is also invest-
ing heavily in Hong Kong. With an
estimated $12 billion in investment,
Beijing is by far the largest outside
investor in the territory, with major
shares in the energy, transportation,
and telecommunications sectors, as
well as in retail sales. At the same
time, China provides 36 percent of
the territory’s imports. Thus, along
with the United States and other
countries, China also has a vested
interest in the continued stability and
well-being of the territory.

This is particularly true because

Congress must ensure that any US legislation conforms to the Joint Declaration
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Hong Kong is now the focal point of
China’s growing economic links with
the rest of the region. Hong Kong
has effectively become the economic
capital of South China, an area
encompassing over 65 million peo-
ple, and the most dynamic and
entrepreneurial region in all of
China.

Because of Hong Kong's rapidly
rising standard of living—and the
accompanying high labor costs—
much of Hong Kong's manufactur-
ing sector has moved across the
border into South China, and now
nearly 40 percent of the territory’s
manufacturing capacity is located in
Guangdong Province. Hong Kong
companies employ about four times
the number of workers in Guang-
dong that they employ in Hong Kong
itsell. Hong Kong has thus returned
to its historical role as the entrepot
and service center for the region.

Despite this economic synergy be-
tween China and Hong Kong, politi-
cally, there is some tension. Espe-
cially since the tragedy in
Tiananmen, Beijing has demon-
strated a disconcerting tendency to
demand a voice on issues which,
under the 1984 Sino-British Joint
Declaration, many feel should re-
main the prerogative of the Hong
Kong government—at least until
June 30, 1997. In most cases, an
acceptable compromise has been
worked out, and I remain confident
that both Hong Kong and Beijing will
refrain from any actions which might
upset the current delicate equilib-
rium between them.

Clearly though, it is in the interest
of the United States to take all
appropriate steps to encourage
Hong Kong's continued vitality, at
the same time respecting the Joint
Declaration. Many of the sentiments
expressed in the McConnell bill (S.
1731) could serve a useful purpose as
a gesture of US faith in the future of
Hong Kong. In fact, during my
tenure as consul general in Hong
Kong, I recommended several mea-
sures which the executive branch
could take to emphasize that the
United States places great impor-
tance on the continued well-being
and prosperity of the territory.

One means of demonstrating
American interest in Hong Kong's
future would be through visits of
senior Administration officials and
members of Congress. Congressional

visits in particular provide opportu-
nities to demonstrate American in-
terest in the territory, and I would
urge those members of Congress who
do visit to take the time to travel up to
Guangdong Province to witness first-
hand the tremendous economic dy-
namism between Hong Kong and
South China.

An example of the type of con-
structive measure the United States
has already taken is the Immigration
Act of 1990, which contained several
generous provisions applicable spe-
cifically to Hong Kong residents. In
particular, the law enables recipients
of US immigrant visas to remain in
Hong Kong for up to 10 years after
their visas are issued. This means they
need not leave the territory now for
fear of what might happen in the
future, but can stay on and see what
actually transpires.

Finally, while the future of Hong
Kong is a matter of concern for the
United States and the entire interna-
tional community, arrangements to
ensure a successful future must be
the prerogative of the United King-
dom, China, and Hong Kong itself.
While 1 endorse the sentiments in
S.1731 and believe that its expres-
sion of the sense of Congress could
be a useful contribution to maintain-
ing Hong Kong’s stability, 1 would
add a note of caution. The Chinese
government almost certainly will
claim that the bill represents interfer-
ence in the internal affairs of China.
In itself, that is no reason for the
Congress not to express its views on a
matter of concern to the US national
interest. I would suggest, however,
that the operative portions of the bill
be carefully scrutinized to ensure
that they are first, in conformity with
the Joint Declaration, and second,
carefully designed to achieve their
desired objective.

I am not a lawyer nor have I
studied the legislative history of this
bill, so it would not be appropriate
for me to make any specific recom-
mendations on its legal aspects. I
would simply urge this committee
and the Congress to work closely with
the executive branch, including the
Department of State, the Immigra-
tion and Naturalization Service, and
the Justice Department, to ensure
that any legislation relating to this
sensitive issue does make a real
contribution to the interests of both
Hong Kong and the United States.
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The Birth of Greater China

Growing economic links between China, Hong Kong, and Taiwan
may eventually reshape East Asia

or the past four decades

businesspeople dealing with

East Asia have learned to

work with three distinct Chi-
nese markets: the vast, centrally
planned economy of the People’s
Republic, the capitalist enclave on
the free-trading British colony of
Hong Kong, and the Japanese-in-
spired, newly industrialized economy
of Taiwan. The three areas had
relatively little commercial contact
with each other until China re-
opened its doors to foreign trade and
investment in 1978; by the mid-
1980s, Hong Kong had firmly estab-
lished itself as a bridge between its
communist neighbor and Western
trading partners. The Nationalist
government on Taiwan, in contrast,
held steadfast to its policy that

Taiwan citizens should have no con-

Pamela Baldinger

About 36 percent
of Hong Kong’s
industry has
moved across the
border to the Pearl
River delta.

tact with the enemy regime in China.

By the late 1980s, however, a
combination of political and eco-
nomic considerations—primarily the
rising cost of labor and manufactur-
ing in Taiwan—Ied Taipei to change
its tune (see The CBR, September-
October 1990, p.32). Now, the “state
of war” across the Taiwan Strait is
officially over, indirect trade is boom-

Greater
China

GUANGDONG

Shantou
Guangzhou

FUJIAN

Xiamen

SOUTH CHINA SEA

ing, and Taiwan is one of the largest
investors in its former enemy. The
island has also stepped up its pres-
ence in Hong Kong, largely in order
to deal more effectively with the
mainland.

The economic links among China,
Hong Kong, and Taiwan are growing
at a stunning pace, and promise to
eventually weave the three societies
into a single economic entity—
“Greater China.” Already, officials in
Taipei and Beijing are struggling to
exert political control over the forces
of economic integration, with varying
sucess. US businesses and policymak-
ers must also begin to adjust their
thinking, as they can now no longer
look at any of the three constituent
pieces of Greater China without also
considering the growing links be-
tween them.

Hong Kong and China: rapidly
blurring boundaries

Economic relations between
China, Hong Kong, and Taiwan are
characterized by the transfer of
labor-intensive manufacturing oper-
ations from Taiwan and Hong Kong
to the mainland. The division of
labor is well defined: Taiwan and
Hong Kong provide technology and
management expertise, China sup-
plies cheap, abundant labor, and
Hong Kong (and to a lesser extent,
Taiwan) provides value-added ser-
vices such as packaging and transpor-
tation.

This combination has led to explo-
sive growth—Hong Kong's total
trade leaped from around $69 billion
in 1978 to $99 billion in 1991, while
China’s grew from $21 billion to
$136 billion over the same period—
and also to significant restructuring

Pamela Baldinger is editor-in-chief of
The CBR.
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of Hong Kong's economy. According
to a 1991 survey of Hong Kong firms
conducted by the Hong Kong Trade
Development Council (HKTDC), the
number of manufacturing establish-
ments in Hong Kong, as well as the
number of people employed in such
concerns, dropped by 25 percent
from 1980 to 1991. During the same
period, however, the number of
trading entities grew by almost five
times to nearly 70,000—primarily to
handle the surge in China’s exports.
The activities of Hong Kong trading
companies extend far beyond the
traditional entrepot functions of ar-
ranging shipping and insurance; they
also include manufacturing-related
services such as quality control,
packaging, product design, and sam-
ple making.

These activities support the pro-
duction of thousands of Hong Kong
investments and outward processing
arrangements on the mainland.
There are now some 25,000 enter-
prises in Guangdong—employing 3
million workers—producing goods
for Hong Kong companies. About
two-thirds of these workers are en-
gaged in outward processing; the rest
work for Hong Kong joint ventures
or wholly foreign-owned enterprises.
About 80 percent of Hong Kong's
China investment—which now ex-
ceeds $10 billion—is in Guangdong
Province. According to Guangdong
officials, about 36 percent of Hong
Kong's industry has moved across the
border to the Pearl River delta.

The shift of Hong Kong manufac-
turing to China is reflected in the
pattern of Hong Kong’s trade; over
the last several years re-exports have
grown at a much faster pace than
domestic exports (see chart). Re-
exports now account for about 70
percent of Hong Kong's total ex-
ports, compared to 45 percent in
1986. Of the total export value of the
nearly 3,000 companies surveyed by
the HKTDC, Chinese-origin products
accounted for 58 percent, compared
to the 22 percent for Hong Kong-
produced products. The ratio was
equal in the HKTDC’s 1988 survey.

Investment between Hong Kong
and China has not been one-sided.
China has invested over $12 billion in
Hong Kong real estate and other
sectors, making it the largest outside
investor in the territory. Beijing has
also been playing a much more vocal
role in the political life of the

territory, openly criticizing govern-
ment spending schemes and various
democratic features of the colony. In
so doing, Beijing is clearly trying to
exert its influence in Hong Kong
prior to the territory’s 1997 rever-
sion to Chinese sovereignty. While
this has caused alarm in some quar-
ters, it has not slowed the pace of
economic integration. In fact,
Beijing's actions seem calculated to
drive home a message that has not
been missed by the business commu-
nity—that the future of Hong Kong
lies to the north, not the west.
While Beijing is not yet responsible
for Hong Kong's foreign relations,
the economic integration of Hong
Kong and South China means that
Hong Kong is increasingly affected
by China’s political and economic
relations with other countries. If the
United States—South China’s largest

Taiwan and China:
breaking the ice

While Hong Kong has clearly been
the primary mover of capital and
light industrial technology to China
over the past decade, Taiwan has
become a major player in the last few
years, thanks to political and eco-
nomic liberalization at home and a
red carpet from China. In 1991,
China-Taiwan trade conducted
through Hong Kong—there are no
direct shipping or air links between
the two—hit $5.8 billion, up 43
percent from 1990. Taiwan’s imports
increased 47 percent to $1.1 billion,
while its exports rose 42 percent to
4.7 billion. The real bilateral trade
figure is undoubtedly higher, as a
significant amount of business is
conducted on the sly or passes
through other areas such as Singa-
pore. Taiwan’s surplus with the main-

Hong Kong’s Export Trade, 1986-91
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export market—were to revoke Chi-
na's Most Favored Nation status, for
example, the Hong Kong govern-

ment estimates that the territory
would lose up to $15.7 billion in
overall trade, up to $2 billion in
income, and as many as 60,000 jobs.
Re-exports from China to the United
States would probably fall 35-47
percent ($4.6-6.2 billion). Hong
Kong government and business
groups have therefore sent numer-
ous delegations to the United States
of late to educate US policymakers
on the implications of their actions.

land is generated by exports of light
industrial goods such as man-made
filament, yarn, machinery, electical
and electronic parts, and plastic
materials. Its imports generally con-
sist of natural resources and raw
materials.

Analysts predict that Taiwan-China
trade will hit $7-8 billion in 1992,
which should still place it well below
the ceiling of 10 percent of total
trade informally imposed by Taipei.
The Nationalist government fears
anything above this figure would
result in excessive dependence on the

14

The China Business Review ® May-June 1992



FOCUS

mainland market and give Beijing
undue leverage in its dealings with
the island. Under pressure from
business interests, however, Taipei
has continuously increased the num-
ber of goods it permits to be legally
imported from China, and the list
now totals some 250 items, up from
50 in 1988. Most are raw materials,
though some semi-finished products
were added in late 1991. Despite the
increase in the number of products
that may be imported legally, nearly a
quarter of Taiwan's imports are
thought to consist of goods not on
the list.

For instance, oil trade between
China and Taiwan is thriving, though
its existence is officially denied.
Chinese gasoline is typically shipped
to Singapore, where it is refined and
shipped to Taiwan. Each month
Taiwan imports four-six shiploads of
200,000 barrels each. Fuel oil from
Sinochem's processing facility on
Okinawa is supposedly also being
shipped to Taiwan by a Taiwanese
trading company.

This pattern, whereby trade (and
investment) precede official recogni-
tion and sanction, has been the norm
in Taiwan, where the Nationalist
government must toe the difficult
line of maintaining the island’s eco-
nomic competitiveness and prosper-
ity while not allowing it to become
dependent on the mainland market.
In most cases the regime has sought a
face-saving way to recognize reality
without appearing too liberal on
issues regarding commercial links
with the mainland; in February, for
instance, Taiwan’s high court recog-
nized the Chinese yuan as legal
tender, on the grounds that it was
circulated and used by citizens in
territory claimed by Taiwan. In other
examples, such as the decision last
December to let Taiwan exporters
negotiate letters of credit with local
banks for mainland trade, the motiva-
tion seems to be to try to maintain
some semblance of control over
contact with the mainland, as well as
to ensure that Taiwan maximizes its
profit from the relationship.

For the most part, only privately
held companies have received per-
mission to openly trade with the
mainland; now, however, it appears
that State-owned companies, which
want equal access to cheap Chinese
imports to stay competitive, will also
gradually gain that right. Taiwan

Taipei fears
excessive
dependence on the
mainland market
would give Beijing
undue leverage in
its dealings with
Taiwan.

Power, one of the largest publicly
held companies in Taiwan, is ex-
pected to begin importing coal from
China via third parties. The coal
probably will have to be purchased
on the spot market and must not
exceed 30 percent of the company’s
total spot-market purchases; more-
over, the utility’s consumption of
coal from the mainland must not
exceed 20 percent of its total annual
purchases. Private companies have
been importing Chinese coal since
1988, and in 1991 imported 1.4
million tons (out of 18.6 million
total), according to the Energy Com-
mission of the Ministry of Economic
Affairs.

No qualms for Taiwan investors

The issue of Taiwan investment in
the mainland is more difficult for
Taipei to manage. As with trade, the
government first turned a blind eye
to to a phenomenon that was already
becoming commonplace, then an-
nounced in 1990 that labor-intensive
and sunset industries—which sky-
rocketing labor rates were making
non-competitive—would be allowed
to invest indirectly in the mainland
with official sanction. It then went a
step further and announced that
Taiwan firms and business delega-
tions investing in the mainland
should register with the government.
Since then, Taipei has approved
investments totaling $800 million by
2,800 companies; now it is calling for
an investment protection treaty with
China.

Estimates of total Taiwan invest-
ment in the mainland are sketchy, as
many of the investments are small
and were made secretly. Most China
watchers put the figure at around $2-
3 billion, $1 billion of which was
probably committed in 1991. Ac-
cording to Chung Chin, an econo-

mist at the Chung Hwa Institution
for Economic Research in Taiwan,
the figure should be around the same
this year.

Around 80 percent of Taiwan’s
investment in China is in neighboring
Fujian Province, where residents
speak the same language and often
have ancestral links with Taiwan
natives. The pattern of Taiwan's
investment in China is basically the
same as Hong Kong's, though it has
evolved over a much shorter period
of time: Taiwanese first tended to
lease workshops for processing ar-
rangements, then, increasingly, be-
gan to buy the workshops. Now they
are more likely to lease land to build
their own factories.

Most of the investment has been in
light industrial /consumer products,
such as footwear and sports equip-
ment. Taipei recently announced it
would also approve investment in
such service industries as restaurants
and entertainment, though such in-
vestments have already been taking
place for some time. Moreover,
Taiwan policymakers have said they
will eventually approve investment by
banks, insurance companies, and
securities firms on the mainland, but
no timetable for removing the cur-
rent ban exists. The Taiwan govern-
ment has remained steadfast in its
refusal to countenance investments
by Taiwan companies in strategic or
high-technology sectors, though this
policy is difficult to enforce and will
only grow more so with time,

The mainland has been extremely
welcoming  of Taiwan investment,
with numerous cities and provinces
setting up special investment zones
for Taiwan investors. Perhaps the
most ambitious development along
these lines was the recent announce-
ment that a special port for Taiwan
trade would be constructed on
Fujian’s Meizhou Island—the first
such port in China. Located north of
Xiamen and south of Fuzhou (see
map), Meizhou is less than 100
nautical miles from Taiwan and is
considered the hometown of Mazu
(the goddess of the sea), a popular
Taoist deity on Taiwan. Beijing has
committed about $5.5 million to
upgrade the port so that it may
receive  3,000-5,000 tonne ships;
eventually, it will be expanded to
accommodate 10,000 tonne ships.

The island is to be developed in
two phases by Hong Kong's Huayang

May-June 1992 e The China Business Review

15



MAKE A GooDp START IN CHINA AND STAY AHEAD.

China business is a challenge.
It takes strength, knowledge and
experience to turn its potential to
your advantage.

At HongkongBank we’ve been
in the China business for over 125
years. The expertise of our staff is
there today for your support.

Whether you require a bank to

finance a prospective or existing

project, to handle your trade-related
requirements, or to provide advisory
and research services, HongkongBank
can meet your needs. We now have a
network of nine offices in China, and
as the principal member of the HSBC
Group, we offer the support of the
Group's 1,400 offices worldwide.

Let HongkongBank put you in

the running in China. For more

information, please contact your

nearest HongkongBank office.

X
HongkongBank

The Hongkong and Shanghai Banking Corporation Limited

Fast decisions. Worldwide.

BRANCHES: Shanghai 185 Yuan Ming Yuan Road Tel: (21) 3291775 » Shenzhen 1/F, Century Plaza Hotel Tel: (755) 238016
Xiamen G/F, Seaside Building, Lu Jiang Dao Tel: (592) 225690
REPRESENTATIVE OFFICES: Beijing Suite 149, Jianguo Hotel Tel: (1) 5001074 » Dalian Rooms 604-606, Furama Hotel Tel: (411) 808196
Guangzhou Rooms 1363-1364, China Hotel Office Tower Tel: (20) 6677061 « Qingdao Rooms 400-403, Huiquan Dynasty Hotel Tel: (532) 279279
Tianjin G/F, Astor Hotel Tel: (22) 313407 « Wuhan Rooms 231-232, Wuhan Yangtze Hotel Tel: (27) 563825




FOCUS

Co., with additional funds from
Taiwan, Singapore, and Hong Kong
investors. The entire project is val-
ued at around $130 million. The first
phase, which is to take place from
1992-96, will feature construction of
a 3 km bridge connecting the island
to the mainland, development of the
Mazu temple area and a golf course,
and installation of the basic infra-
structure. Phase 2, which is to end in
the year 2000, will complete the
infrastructure and further develop
real estate, tourist facilities, and
commercial and service industries.

The growing economic links be-
tween Taiwan and China are both a
function of, and contributor to,
decreasing hostilities between these
two traditional enemies. While there
have been no political breakthroughs
as yet, it appears to be only a matter
of time before official contact is
made between the two. In the mean-
time, it will become increasingly
difficult for either regime 1o contain
the development of commerce across
the Taiwan Strait; competitive pres-
sures will ensure the increasing inter-
nationalization of Taiwan companies
and liberalization of Taiwan’s finan-
cial system, thereby eroding Taipei's
ability to rein in Taiwanese invest-
ment in the mainland. The mainland,
eager for Taiwan investment and
technology, will find itself increas-
ingly confronted by the “bourgeouis
influences™ that have accompanied
this investment—prostitution, con-
spicuous consumption, and smug-
gling. Even more important, perhaps
no other group poses quite the same
threat of “peaceful evolution™ than
the Taiwanese.

Hong Kong and Taiwan:
closing the triangle

As relations between Taiwan and
China have improved, Taiwan has
shown more interest in Hong Kong,
both as an entrepot and in its own
right. Previously, Taiwan commercial
relations with Hong Kong were
limited, primarily due to Hong
Kong's future reversion to Chinese
sovereignty. Now, Taiwan is Hong
Kong's fourth largest trading partner
and its largest source of overseas
visitors, accounting for over 20
percent of all arrivals in 1991. Hong
Kong has become Taiwan's second
largest export market, though 40
percent of the goods are re-exported
to China.

Taiwan is Hong
Kong’s fourth
largest trading
partner and its
largest source of
overseas visitors.

Signs of Hong Kong’s newfound
importance to Taipei are numerous.
Perhaps most notable, last Septem-
ber Taipei sent John Ni, the former
director-general of the Industrial
Development and Investment Center
in the Ministry of Economic Affairs,
to Hong Kong as Taiwan’s senior
representative. Ni, the highest-rank-
ing official ever to represent Taiwan
interests in the territory, is the head
of the Chong Hwa Travel Agency,
Taiwan’s de facto representative of-
fice in the territory. In his former
position, Ni was responsible for
foreign investment in Taiwan and
Taiwan investment abroad, and he
clearly will be keeping a close eye on
Taiwan's growing presence on the
mainland.

The China External Trade Devel-
opment Council, Taiwan’s trade pro-
motion organization, also set up an
office in Hong Kong last year, in part
to service Taiwan investments
throughout East and Southeast Asia,
including China. Taiwan’s three larg-
est banks also opened offices in Hong
Kong in 1991, and the Chinese
National Federation of Industries
established the Hong Kong-Taipei
Business Cooperation Committee
with the Hong Kong General Cham-
ber of Commerce. The function of
this group is to promote trade,
investment, and other economic co-
operation between the two business
communities. So far more than 60
Hong Kong companies have ex-
pressed interest in joining the com-
mitiee.

The future of Greater China

Full economic integration of Hong
Kong, China, and Taiwan cannot be
achieved until some sort of political
accommodation is reached between
Taiwan and China and restrictions on
market access, capital transfer, and
communications links between the
three areas are lifted. Clearly, not all
of these things will happen in the

near future, nor will they all happen
at once. Progress will be made
incrementally, but the momentum of
the forces at work and the comple-
mentarity of the economies involved
should ensure that the process con-
tinues.

Already, economists in the three
areas are devoting themselves to
studying the issue of Greater China,
though they don’t necessarily agree
on how the integration will proceed
or how the final entity will function.
Disagreement on the respective roles
of each of the players was evident at a
January conference on the subject in
Hong Kong. Hosted by the Democ-
racy Foundation of Taiwan and the
Hong Kong Baptist College, the
conference invited economists from
all three areas to discuss a framework
for economic integration. Despite
the discord between the attendees
from Taiwan and the mainland, the
delegates all agreed that they wanted
another congress next year; some
suggested establishing a permanent
coordinating agency to monitor the
process of integration.

Economists, businesspeople, and
policymakers outside the region
would also be wise to study the
ramifications of the emergence of
Greater China, for though the inte-
gration process might not be particu-
larly smooth or coordinated, its
impact will be great. According to
Business Week, the combined eco-
nomic output of Taiwan, Hong Kong,
and South China (southern Guang-
dong and Fujian provinces) was $275
billion in 1990, and will be on a par
with France by the year 2000. More-
over, each of the three areas is
already an important trading power
in its own right; combined, they
undoubtedly would create a new
global economic force. In the other
articles in this focus, we examine the
implications of Greater China on
three specific policy areas: the world
trading system, particularly the
GATT; international export control
regimes; and US political and eco-
nomic relationships with Taiwan,
Hong Kong, and China. Leaders in
each of these policy areas face special
challenges in trying to incorporate
the partially formed entity that will
eventually transform the economic
map of East Asia. Clearly, it is in their
interest to start examining the issues
now. T
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The US and Greater China

A changing economic order demands a new approach

he emergence of Greater

China is introducing new

challenges and complexities

into US policy toward its
three members—China, Hong Kong,
and Taiwan. In some cases, such as
US relations with Hong Kong, we
need new policies to cope with new
issues. In other cases, like US policy
toward China, we need to make
significant modifications in the ways
in which we approach the relation-
ship. With regard to US-Taiwan ties,
we need simply stay the course,
making only minor adjustments in
current policies.

Fortunately, there is a growing
awareness in the United States of the
advent of Greater China and its
broad implications for US policy.
Some policies are beginning to
change to take these new consider-
ations into account. But there is not

yet a comprehensive appreciation of

the implications of this historic devel-
opment for American interests.

Greater China and the global
economy

Admittedly, the full integration of

Greater China is clearly some time
away; administrative restrictions im-
posed by the governments on both
the mainland and Taiwan hamper the
flow of capital and commodities
along all three sides of the Greater
China triangle. But as these barriers
gradually diminish and economic
interdependence increases, the
United States will face a powerful
new international trading bloc. This
bloc will present the United States
with the same concerns as any other
newly emerging trading group;
namely, will it limit access to its own
markets, while becoming a more
potent rival for the United States
elsewhere in the world?

These issues are of particular
concern given the size of Greater
China. In 1991, the foreign trade

Harry Harding

As barriers
gradually diminish
and economic
interdependence
increases, the
United States will
face a powerful
new international
trading bloc in
Greater China.

conducted by Hong Kong, Taiwan,
and China totaled around $375
billion; the combined foreign ex-
change reserves of Taiwan and China
approached $125 billion. Much of
the world is concerned by the impli-
cations of the outward-looking but
neo-mercantilist policies that charac-
terized Taiwan’s economic strategy in
the past, and that still typify China’s
development policies today. These
policies produce efhcient export
industries, but tend to absorb signifi-
cantly lower levels of imports.

Such concerns make it imperative
that China, Taiwan, and Hong Kong
all participate in the key multilateral

Harry Harding is a senior fellow in the
Foreign Policy Studies program at the
Brookings Institution in Washington,
DC. He is the author of several books on
China, the most recent of which is A
Fragile Relationship: The United
States and China Since 1972
(Brookings, 1992). This article is based
on a talk given at the February 1992
conference “‘American Economic Rela-
tions with Greater China: Challenges for
the 1990s,” sponsored by the China
Business Forum and the American
Enterprise Institute.

institutions that govern the global
and regional economy, such as the
General Agreement on Tariffs and
Trade (GATT), the International
Monetary Fund (IMF), and the World
Bank. Hong Kong is already a mem-
ber of the GATT and the Asian
Development Bank, and its contin-
ued participation in such organiza-
tions is provided for under both the
Sino-British  Joint Declaration of
1984 and the Basic Law of 1991. On
this basis, Hong Kong should eventu-
ally join other international eco-
nomic institutions under the name
“Hong Kong, China.”

The issue of sovereignty remains a
major barrier to Taipei's membership
in these same institutions, but Tai-
wan’s importance to the interna-
tional economy makes it imperative
that such an obstacle be overcome.
The precedents set by Taipei's mem-
bership in the Asian Development
Bank and the Asia-Pacific Economic
Cooperation (APEC) group suggest
that it should be able to join other
international bodies as a customs
territory or an economic entity,
rather than as an independent na-
tion-state.

Securing China’s acquiescence to
such an arrangement for Taiwan will
be difficult. But Beijing's own inter-
est in joining the GATT and the
ongoing negotiations between China
and the United States over issues of
market access provide the elements
for a creative compromise. To gain
membership in the GATT, Beijing will
have to grant greater foreign access
to the Chinese market, reduce export
subsidies, and achieve greater trans-
parency in its trade and investment
regulations (see p. 24). Those adjust-
ments and concessions, in turn,
could also enable Beijing and Wash-
ington to successfully conclude the
market access negotiations currently
being conducted under Section 301
of the Trade Act. At the same time,
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resolving the question of China’s
membership in GATT would make it
possible to expedite Taiwan's applica-
tion to the same body, as a separate
customs territory.

As further progress is made in
developing economic and political
relations across the Taiwan Strait,
Beijing and Taipei should be encour-
aged to reach an understanding on
Taiwan’s membership in additional
international institutions. Ultimately,
it should be possible for Taiwan to
join these institutions as a distinct
economic territory under the name
“Taipei, China.”

Reassuring Hong Kong

Just as the emergence of Greater
China necessitates a coordinated
approach to ensure that the region
becomes a responsible player in the
international economy, it also re-
quires the United States to re-
examine its policies toward each of
the three component entities to
ensure that these policies conform
with rapidly changing circumstances.
In some cases, that reassessment has
already begun. In others, however,
US policy still seems wedded to
outdated conceptions.

Hong Kong's return to Chinese
sovereignty in 1997 places immediate
demands on US policymakers to
examine our ties to the territory. In
the past, preoccupied with the Tai-
wan issue, Americans were content to
leave the question of Hong Kong to
the British, trusting London to keep
the territory open to US traders,
investors, tourists, and shipping in-
terests. Over the last few vyears,
however, US policymakers have be-
gun to take a greater interest in Hong
Kong's future than ever before.

In part, this is due to the growing
economic stake that the United
States has in Hong Kong. Excluding
goods originating in China, bilateral
trade between Hong Kong and the
United States exceeded $17 billion
last year, while American investment
in the territory now totals more than
$7 billion. Apart from this obvious
commercial stake, increasing US in-
terest in Hong Kong reflects consid-
erable uncertainty over the territo-
ry’s future, both before and after
1997. Beijing's consistent attempts
to restrict Hong Kong's autonomy—
as evidenced in its insistence on
approving the territory’s airport
development program, its criticism

Hong Kong’s return
to Chinese
sovereignty in
1997 places
immediate
demands on US
policymakers to
examine our ties to
the territory.

of some of the winners in the
legislative elections last September,
and its disapproval of the Hong Kong
government’s latest budget—have
caused alarm among some members
of the US Congress, as well as among
many citizens of Hong Kong itself.
Moreover, while many observers see
a powerful, elected local government
as the key to maximizing Hong
Kong’s autonomy after 1997, Beijing
is clearly uncomfortable with the
thought of rapid or extensive democ-
ratization, and has consistently re-
jected proposals to increase the
proportion of legislators directly
elected by Hong Kong voters.

Though the United States has no
standing to challenge the Joint Dec-
laration, the Basic Law, or the return
of Hong Kong to Chinese sover-
eignty, it can help smooth the process
by providing a safety valve if there
are serious problems in the transi-
tion. One useful step already taken is
an amendment (sponsored by con-
gressmen Barney Frank [D-MA] and
Steven Solarz [D-NY]) to the Immi-
gration Act of 1990. The amendment
increased the number of immigration
visas granted to Hong Kong resi-
dents, but also permitted them to
stay in the territory until the year
2002, giving them the security of
knowing they can always leave if the
situation deteriorates. The amend-
ment therefore helped boost confi-
dence in Hong Kong by creating a
safety valve for the future, without
requiring residents to leave the terri-
tory in the immediate term.

But further steps also need to be
taken. Specifically, the United States
should:
® point out that, despite Beijing’s
claim that Hong Kong's future is a
purely bilateral issue between China
and Britain, the rest of the world has

a stake in the future of the territory.
US policy statements should also
stress to Beijing that only a Hong
Kong that is autonomous and demo-
cratic will, in the end, be economi-
cally prosperous and politically via-
ble. The US government can help
make these points through diplo-
matic exchanges with China and
cabinet-level official visits to Hong
Kong.

e ensure that Hong Kong's status in
American law is not negatively af-
fected by the change in sovereignty.
A bill to this effect, introduced by
Senator Mitch McConnell (R-KY)
and currently pending, is a useful
step in this direction (see p. 11).

® continue to support cultural, edu-
cational, and scientific exchange pro-
grams with Hong Kong so that the
territory is as fully integrated into the
international intellectual community
as it is into the world economy.

¢ help Hong Kong build effective
democratic institutions before 1997,
perhaps through such private foun-
dations and organizations as the
National Endowment for Democracy.
These organizations could assist in
developing effective political parties,
civic organizations, and legislative
bodies—all of which are essential to
the workings of democratic govern-
ment, but for which there is little
precedent in Hong Kong.

In all these cases, the Washington
policymaking community should
work with other friendly and con-
cerned countries—including Japan
and the members of the European
Community—to demonstrate that
our concerns with stability, prosper-
ity, and democracy in Hong Kong
reflect a broad international consen-
sus, and not simply the unilateral
whim of the United States.

Staying the course on Taiwan
While worries over Hong Kong's
future seem to be mounting, fears
regarding Taiwan’s security appear
to be decreasing, as the growing
linkages across the Taiwan Strait
reassure Chinese leaders who are
otherwise worried about the appear-
ance of a more vocal Taiwan indepen-
dence movement on the island.
Moreover, the creation of this
third of the Greater Chinese triangle
is defusing what has historically been
one of the most contentious aspects
of Sino-American relations. As the
relationship between Taiwan and the
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TABLE 1

China-US Trade
(% billion)

Source: China’s Customs Statistics

1987 1988 1989 1990 1991
Exports to US 3.0 3.4 4.4 5.2 6.2
Imports from US 4.8 6.6 7.9 6.6 8.0
China’s trade balance -1.8 -33 -3.5 =14 -1.8

China’s trade balance as seen by Beijing. ..

mainland acquires a life of its own,
the two sides can begin to deal with
each other directly, without having
the United States so centrally in-
volved as an intermediary. The emer-
gence of Greater China therefore
helps validate the American convic-
tion, first expressed in the 1972
Shanghai Communique, that the Tai-
wan question will ultimately be re-
solved by the Chinese themselves.

In fact, in this era of rapid change,
when so many policies need adjust-
ment, Taiwan is one area where US
policy has worked well and should be
continued. Basically, the United
States should encourage and endorse
any peaceful outcome that is mutu-
ally agreeable to both Taiwan and the
mainland. Conversely, the United
States should oppose efforts by one
side to impose its will on the other,
whether through the use of force by
the mainland or a unilateral declara-
tion of independence by Taiwan.

The full resolution of Taiwan’s
status will require time, as well as
changes in policy and leadership on
both sides of the Taiwan Strait. In the
meantime, the United States should
encourage the two parties to reach an
understanding on their relationship
pending final resolution of their
differences. Such an agreement
would presumably involve an expan-
sion of commercial, cultural, and
political ties between Taiwan and the
mainland; clarification of the param-
eters of the relationship (e.g., agree-
ment by each side not to impose its
will unilaterally on the other); and
provisions for Taiwan to play a more
active role in the international com-
munity.

The United States should also
work, within the rubric of the August
1982 communique, to ensure a stable
military equilibrium in the Taiwan

Strait. This implies continuing to sell
a reasonable amount of defensive
arms and production technology to
Taiwan, while encouraging other
friendly countries to do the same. It
also implies that, even if the present
military sanctions against Beijing
should be lifted, the United States
and its allies should refrain from
transferring military technology to
China that could appear to disrupt
the military balance with Taiwan.

Re-evaluating China policy

While the emergence of Greater
China clearly has implications for US
policy toward Hong Kong and Tai-
wan, it presents the greatest chal-
lenges to China policy. Already, the
phenomenon of Greater China is
altering trade patterns in ways that
complicate our commercial relations
with China.

As the United States’ trade deficit
has soared over the past several
years, increasing attention has been
paid to its bilateral trade balances
with individual countries. Calculat-
ing these statistics for trade with
China is particularly complicated, as

matters, China and the United States
do not count these re-exports in the
same way. US statistics consider
Chinese goods shipped through
Hong Kong to be Chinese exports,
but count American goods trans-
shipped through Hong Kong as
exports to Hong Kong, rather than as
exports to China. Chinese statistics,
in contrast, include most imports
from the United States, but consider
Chinese goods transshipped through
Hong Kong as exports to Hong
Kong, rather than as sales to the
United States. As a result, there is a
wide discrepancy between the two
countries’ statistics. Beijing believes
that China runs a bilateral trade
deficit with the United States, while
Washington is convinced that China
enjoys a substantial trade surplus (see
tables I & II).

While China’s trade surplus with
the United States has soared in
recent years (according to US statis-
tics), the surpluses of Taiwan and
Hong Kong have narrowed signifi-
cantly (see table III). This is in part
because both have transferred low-
technology manufacturing and pro-
cessing enterprises to the mainland,
in effect shifting their surpluses—
and the political burden that ac-
companies them—to China.

The movement of production from
Hong Kong and Taiwan to the
mainland is likely to continue, and
therefore to increase Chinese ex-
ports to the United States. This, in
turn, will provoke ever more strident
US criticism. China, for its part,
counters that the US figures are
inflated. According to Beijing, a
substantial portion of China’s ex-
ports to the United States consist of
products made from foreign-made

much of the trade is conducted materials, which are assembled in
through Hong Kong. To worsen China and re-exported to the United
TABLE 2
US-China Trade
($ billion)
1987 1988 1989 1990 1991
Imports from China 6.9 8.5 12.0 15.2 19.0
Exports to China 3.5 5.0 5.8 4.8 6.3
China's trade balance 3.4 3.5 6.2 10.4 19.7
Source: Department of Commerce

... and Washington.
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States. The Chinese claim they earn
only 7-8 percent of the total value of
these transactions, yet 100 percent of
the goods’ value is assigned to
China’s books by the United States.

This unsatisfactory situation
clearly demonstrates that a purely
bilateral accounting—even if ad-
justed to reflect Hong Kong’s entre-
pot role—can disguise the nature of
modern commercial relationships.
We must learn to take a more
comprehensive view of our trading
patterns with Greater China, rather
than obsessing on our bilateral trade
balance with each member.

This is especially true because the
growing links among mainland
China, Taiwan, and Hong Kong will
complicate future US attempts to
regulate trade with any one of the
three. For instance, textile manufac-
turers are already shifting final as-
sembly of garments from one econ-
omy to another, so as to take
advantage of unfilled textile quotas.
Of more concern are intra-regional
flows of controlled strategic goods;
unless adequate export controls are
put in place, American technology
transferred to Hong Kong or Taiwan
could well be re-exported to the
mainland, in defiance of US export
restrictions (see p. 30). Neither of
these problems is unique to China,
but the emergence of an integrated
Greater Chinese economy will bring
such problems in its wake.

China’s growing links with Hong
Kong and Taiwan are also complicat-
ing US attempts to apply punitive
sanctions against Beijing. Frustrated
by China’s behavior with regard to
human rights, missile proliferation,
and trading practices since

The growing links
among mainland
China, Taiwan, and
Hong Kong will
complicate US
attempts to
requlate trade with
any one of the
three.

Tiananmen, Congress has sought to
link the annual renewal of China’s
Most Favored Nation (MFN) trading
status to fulfillment of various de-
mands in these three areas. Obvi-
ously, the wisdom of using MFN in
this way can be challenged on a
number of grounds, but one thing
has become very clear: Hong Kong
(and Taiwan to a lesser degree) would
suffer significant losses if China’s
MFN status were conditioned or
removed (see p. 14). Both societies
have therefore urged the United
States to maintain China's MFN
status, and their concerns have re-
ceived a sympathetic hearing in the
United States.

While the growing integration of
Hong Kong, Taiwan, and China may
discourage the use of MFN as a tool
for disciplining Beijing, some ana-
lysts believe it presents other oppor-
tunities for leveling sanctions. An
article by Leslie Gelb in the New York
Times at the end of 1991 suggested
that some US officials believe that if
Beijing's behavior on human rights
and other issues does not improve,

TABLE 3

Greater China-US Trade
($ billion)

Source: Department of Commerce

% change
1987 1988 1989 1990 1991 from 1987-91

US trade deficit with China 3.4 3.5 8.2 104 A7 272.1
US trade deficit with

Hong Kong 6.5 4.6 3.5 =11 -82.3

US trade deficit with Taiwan 18.9 126 13.0 11.1 9.9 -48.0
US trade deficit with

Greater China 28.0 - 20,8 227 243 28.7 -18.1

Total US trade deficit 152.1 118.5 1094 101.7 66.2 -56.5

the United States should somehow
encourage the fragmentation of the
country, urging South China to form
a political and economic unit with
Taiwan and Hong Kong separate
from the rest of China.

This strategy would be a grievous
mistake. To threaten the dismember-
ment of any country is a hostile act,
and the United States, at a time of
shrinking defense budgets and do-
mestic preoccupations, cannot af-
ford a confrontational relationship
with China. Moreover, threatening
the physical disintegration of China
arouses basic issues of nationalism,
and therefore risks eroding the fa-
vorable opinion most urban Chinese
still hold toward the United States.

It is therefore clear that extreme
approaches to our differences with
Beijing are unwise. Instead, a tough
but precisely targeted strategy is
more appropriate, such as that advo-
cated by Senator Max Baucus during
last year’s debate over China’s MIFN
status (see The CBR, March-April
1992, p. 12). Fortunately, the Bush
Administration has adopted such a
strategy over the last several months
and has begun 1o some
preliminary results.

achieve

Sharing business insights

In short, the emergence of Greater
China is producing new challenges
and opportunities for the United
States, and requires us to change the
way we think about our policy toward
China. Especially in an election year,
US business can play a useful role in
making the American public and
policy community more aware of the
new calculations required by the
appearance of Greater China. In
particular, the business community
can document the harm that would
be done to Hong Kong, Taiwan, and
South China by the revocation of
China's MFN status. It should also
explain how the increasing US trade
deficit with China reflects the trans-
fer of manufacturing from Hong
Kong and Taiwan to South China.
Finally, business can play an active
and constructive role in the growing
national discussion of American pol-
icy toward Hong Kong. The Ameri-
can business community’s insight
into the emergence of Greater
China—an insight born of direct
involvement in the process—needs
to be shared with a wider audience. ©
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The Quest for GAT'T
Membership

Will Taiwan be allowed to enter before China?

n recent months, China has

stepped up the scope and

visibility of its efforts to join

the General Agreement on
Tariffs and Trade (GATT). Last Octo-
ber, in anticipation of the 10th
meeting of the GATT working party
on China's membership—the first
since the crackdown in Tiananmen
Square—Beijing delivered a report
to the GATT on developments in
China's foreign trade system and
overall economic reform since 1989,
In February, the two-day meeting of
the working party welcomed China’s
efforts, but noted the need for
further economic and legislative re-
forms and additional information on
China’s economic system, trade sta-
tistics, and integration with multilat-
eral trade regimes. The working
party closed the meeting by agreeing
to meet again in the “near future’ to
continue the discussion of China’s
GATT application.

This vague promise reflects the
ambivalent attitude of GATT member
nations toward China's admission.
On the one hand, if allowed to join
the GATT, China, already a signifi-
cant player in world trade markets,
would find itself subject to rules of
the GATT. Other GATT signatories
would thus benefit from the lower
tariffs and increased transparency of
China’s regulatory regime that would
be required under GATT rules. At the
current time, however, China’s cen-
trally planned—albeit reforming—
economy is fundamentally incompat-
ible with the GATT’s market-economy
principles. While collective efforts
through the GATT might bring China
more in line with international trade
norms, some countries may find that
their bilateral demands on China will
be less effective if China is accorded
full GATT status. The United States,

James V. Feinerman

China’s centrally
planned—albeit
reforming—
economy is
fundamentally
incompatible with
the GATT’s market
economy
principles.

in particular, would probably be
unable to exert the same degree of
economic pressure on China it cur-
rently can once China accedes to the
GATT.

Membership perks

The GATT's 108 full members
enjoy many benefits by virtue of their
participation in the organization.
Principally, they are guaranteed min-
imal tariff restraints in each other’s
markets, a feature of major interest
to Beijing since an estimated 85
percent of China’s foreign trade is
conducted with GATT member na-
tions. As a contracting party to the
GATT (China currently has observer
status), China would be able to
eliminate the more than 90 bilateral
trade arrangements it now has with
its trading partners. Although these
bilateral treaties provide benefits
similar to those promised by the
GATT, such arrangements must be

James V. Feinerman is an associate
professor of law at Georgetown University
and editor-in-chief of the American Bar
Assoctation’s China Law Reporter.

periodically re-negotiated and may
be unilaterally terminated.

In China's case, however, the
promise of automatic Most Favored
Nation (MFN) status—which China
would enjoy in its trade relations with
each GATT member as stipulated in
the organization's guiding princi-
ples—is clearly the most significant
motivation for Beijing's efforts to
rejoin the trade body. As a contract-
ing party to the GATT, China would
be less susceptible to the now-annual
US threats to condition or revoke
China's MFN status.

Yet GATT membership alone would
not necessarily guarantee China's
unconditional MFN status from the
United States, as the experiences of
both Poland and Romania attest.
Both of these GATT-member coun-
tries had their MFN status withdrawn
by the United States in the 1980s. In
Poland’'s case, MFN was revoked in
reaction to the communist govern-
ment's bloody suppression of the
Solidarity movement; the status only
was restored years later once the
process of reform had resumed.
Romania’s MFN was withdrawn in
the waning years of the Ceaucesceu
regime, in response to its increasingly
bizarre and repressive behavior. It
thus seems clear that as long as the
Jackson-Vanik  Amendment—which
requires communist nations to have
their MFN status renewed either
annually or semi-annually—remains
in force, not even accession to the
GATT can ensure that China’'s MFN
status will not subsequently be re-
voked or conditioned by the US (or
any other) government.

China’s application to the GATT
for admission as a developing coun-
try might entitle it to privileges
beyond MFN and low tariffs. For
example, China would become eligi-
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ble for Generalized System of Prefer-
ence (GSP) tariff benefits, which are
available only to GATT members. The
GSP privileges of the United States,
which currently are not extended to
China, provide a wide range of
special tariff rates for classes of
goods from countries recognized as
“developing.” China already enjoys
some GSP benefits under the laws of
other GATT member countries, in-
cluding most European Community
countries,

Again, however, many of the indus-
trialized nations party to the GATT
might be hesitant to grant China any
preferential terms, for fear of a flood
of even cheaper, tariff-free Chinese
goods in their domestic markets. In
the United States, this concern might
result in limitations on GSP, particu-
larly in certain industries already at
risk from foreign imports, such as
textiles, apparel, footwear, and small
electrical appliances. Nevertheless,
many developed countries are willing
to bargain with China, and will offer
concessions in return for improved
access to China’s own markets.
China, for instance, might be granted
access on footwear, in return for
reciprocal access and lower barriers
on high-technology imports.

Membership in the GATT would
also provide China with other, more
intangible benefits. For example, the
GATT serves as an impm‘lan( forum
for coordination of international
economic policy and resolution of
trade disputes. In addition, the GATT
Secretariat compiles detailed in-
formation about the economic poli-
cies and activities of member nations;
such material would assist China in
formulating its foreign economic and
trade policy. Moreover, the GATT's
requirements and market orientation
would be conducive to deepening
reform in China’s domestic economy,
a goal espoused by the Chinese
leadership at the March session of
the National People’s Congress.

Knocking on GATT’s door

Chinese diplomats have been lob-
bying the GATT intensively since the
early 1980s to gain admission. China
became an observer to the GATT in
1982, and joined the Multilateral
Fiber Agreement (MFA) in 1983 as a
kind of dress rehearsal for full GATT
membership. It was thought by the
international trade community that
participation in the MFA would

As long as the
Jackson-Vanik
amendment
remains in force,
not even accession
to the GATT can
ensure that
China’s MFN status
will not
subsequently be
revoked.

equip Beijing with the knowledge
needed to prepare a formal applica-
tion for GATT membership.

China submitted its application to
the GATT Secretariat in 1986, and
requested that a working party be
established to consider China’s trad-
ing system and to determine the
conditions for its membership in the
free market-oriented body. During
the late 1980s, there was consider-
able optimism—both in China and
among its trading partners and other
GATT members—about prospects for
China’s GATT membership, though
everyone realized that the process
would not necessarily be smooth or
rapid. A combination of interna-
tional revulsion at the treatment of
student protesters and other Chinese
citizens in June 1989 and Chinese
reluctance to enact domestic eco-
nomic reforms, however, set back
China’s application for GATT mem-
bership at least several years.

In the last nine months, though,
China has taken a number of steps
that have again made its application a
live issue. For instance, earlier this
year a new research institute opened
in Beijing to “study international
trade rules and help the country
rejoin the GATT.” GATT Director-
General Arthur Dunkel attended the
opening ceremonies and promised
the full cooperation of the GATT
Secretariat to help the institute spon-
sor seminars and other studies. The
new institute has been working to
provide ammunition for China’s
application, assembling data to estab-
lish the admissibility to GATT of
countries with non-market econo-
mies and citing the admission of
socialist Poland, Hungary, Czecho-

slovakia, Romania, and Yugoslavia as
precedents. Researchers are also
working to document China’s com-
mitment to open-door foreign eco-
nomic policies and the introduction
of market mechanisms,

Moves in the right direction

In Beijing’s eyes, China has already
bowed to GATT policies on a number
of issues. The abolishment in 1991 of
subsidies for Chinese trading firms,
for example, and the reduction in the
margin between the official and
quasi-market foreign exchange rates
are steps Beijing claims to be in line
with GATT compatibility. The adop-
tion of a new harmonized tariff
computation method in 1992 is
another step China’s trade officials
proclaim as evidence that China is
ready for full membership in the
GATT.

Aware that transparency in trade
regulations is a bedrock principle of
the GATT and that centrally planned
economies must report State trading
activities, China has also been touting
that its basic trade legislation now
complies with GATT’s mandate. For
instance, a draft foreign trade law,
geared to GATT provisions but still in
embryonic form, has been circulated
within China and abroad. Formerly
netbu (internal) documents describ-
ing China’s foreign trade regime
were made public to the GATT
Secretariat in February; English and
other foreign language translations
have been promised.

According to Western GATT signa-
tories, however, China still has a long
way to go. In addition to the trade
liberalization and other economic
reforms already undertaken, China
will almost certainly need to improve
market access for existing GATT
members by lowering tariffs, publish-
ing trade rules, and removing non-
tariff barriers to trade. Other for-
merly socialist nations were required,
as a condition for admission to the
GATT, to make specific promises:
Poland, for instance, committed it-
self to a 7 percent annual expansion
of imports from GATT contracting
parties, while Romania promised to
increase imports from GATT member
countries at the same rate at which it
calculated total Romanian imports
would grow in its Five-Year Plan.

For its part, China may be required
to provide detailed information
about its purchasing plans—includ-

May-June 1992 e The China Business Review

25



FOCUS

ing plan documents and procure-
ment policies—to exporters in GATT
member nations. If China can fur-
nish sufficient evidence that it is
willing to buy more from GATT
member countries and make its own
buying practices more transparent, it
is unlikely to be asked to follow the
Polish model and commit to specific
levels of import growth. As none of
the other socialist nations were
forced to adopt convertible curren-
cies before joining the GATT, the fact
that the renminbi is not convertible
should not prove a problem in the
short term. Over the longer term,
however, other currency issues in
China, such as access to foreign
exchange and repatriation of profits,
may be of greater concern to GATT
members.

Such long-term concerns are inte-
gral to China’s GATT bid. The ongo-
ing Section 301 investigation by the
US Trade Representative (USTR) into
China’s market practices can be
viewed as a kind of “‘stalking horse”
for the GATT, as many of the issues
being pursued by USTR are precisely
those of concern to the GATT China
working party. On the other hand,
US worries on such issues as intellec-
tual property protection go beyond
the current realm of the GATT, and
may set the stage for further bilateral
negotiations between China and
other countries once China accedes
to the GATT.

“Greater China” and the GATT

Aside from the concerns of GATT
member nations over China's trade
practices, China's GATT application
has been complicated by the concur-
rent application of Taiwan. Beijing,
which insists that. Taiwan is an in-
alienable part of Chinese territory,
has repeatedly opposed Taiwan'’s sep-
arate admission to the GATT, even
though the island has applied as the
autonomous customs territory of
“Taiwan, the Pescadores, Kinmen,
and Matsu.”” Taipei had high hopes
that its 1990 bid for membership
would be approved since it had not
applied as the ““Republic of China,”
which certainly would have drawn
objections from Beijing.

Ironically, the Nationalist govern-
ment was one of the GATT's 23
founding member nations in 1948,
but quit the organization in 1950
after the communists came to power
on the mainland and the Nationalists

In Beijing’s eyes,
China has already
bowed to GATT
policies on a
number of issues.

fled to Taiwan. Currently the world’s
thirteenth largest trading nation,
Taiwan has good reason to seek
membership in the world’s primary
international legal and trading re-
gime.

In contrast, the issue of Hong
Kong's GATT status has been much
less problematic. At the time it
applied for membership, Beijing
made clear its willingness for Hong
Kong to join the GATT as a separate
customs territory, so that Hong Kong
could continue to enjoy the benefits
of GATT membership it had always
received as a colony of the United
Kingdom. Hong Kong's long-stand-
ing commitment to principles of free
trade and the familiarity of other
GATT members with its economy
made agreement on the territory’s
accession in April 1986 a relatively
€asy process.

Lobbying against Taiwan

As a matter of principle, Beijing
has insisted that China, as a founding
member of the GATT, need only
“resume’’ its seat, which it claims was
illegally occupied, and then aban-
doned, by the Nationalist regime.
This position has made little practical
difference to China’s negotiations
for GATT membership, despite its
symbolic significance to the Chinese
leadership. The United States and
European member nations of the
GATT have determined to conduct
the process for Chinese membership
as though it were a new accession.
Thus, China will have to reach
agreement with the other GATT
members on substantive trade issues
before it can enjoy GATT member-
ship.

Indeed, one of Beijing's great
frustrations with the process of
gaining GATT membership is the
consensual nature of the GATT and
its decision-making processes. Essen-
tially, all important issues, including
membership, are decided on the basis
of consensus among the hundred or
so GATT member nations. Thus,

haggling is inevitable, and delays
result. Any nation can stall China’s
bid, just as China has pressured its
developing country allies to block
Taiwan’s admission. The United
States and Europe have sought the
middle road by suggesting a compro-
mise to let both China and Taiwan

join the GATT at the same time,

though Taiwan could join sooner if
Beijing were to soften its stance.

For the moment, though, it ap-
pears that Beijing has been successful
in ensuring Taiwan does not get into
GATT first. China’s objections and its
lobbying of certain European nations
seem to have curbed Taiwan's bid.
Despite President Bush’s assurances
to Senator Max Baucus (D-MT) last
vear that the United States would
press for Taiwan’s prompt admission
to the GATT, the United States has
done nothing to counteract Beijing’s
objections.

Ultimately, though, it may prove
difficult to stall much longer on the
Taiwan issue. Taiwan's status as a
major trading power and its adher-
ence to the free market policies
embodied in the GATT qualify Taiwan
for membership now. It is thus up to
the GATT's members to determine
whether they will decide questions
about Taiwan's admission on the
basis of economic fundamentals or
on political considerations.

The waiting continues

Predicting when China will finally
enter the GATT is difficult; Hungary
waited four years, Romania three
years, and Poland eight to be off-
cially admitted into the GATT. As a
technical matter, the protocol for
China’s accession to the GATT could
be drafted and endorsed by the end
of this year, if the situation allowed.
But the twists and turns of Chinese
economic reform over the last dec-
ade have caused considerable unease
among China’s trading partners, with
the result that few are eager to
proceed with haste to consider Chi-
na's bid for GATT membership.

The demise of other centrally
planned economies, many of which
had joined GATT under special condi-
tions, may also increase the hesitancy
of GATT contracting parties to make
special concessions for China, whose
political stability has been shaky in
recent years. Some GATT members
may also be eager to defer a decision
on China in order to avoid dealing
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with the requests of Russia and other
former states of the Soviet Union;
should China join the GATT, it is
likely that such countries will demand
GATT membership as well, though
China clearly is much further along
the road to economic reform.

In the long run, however, it may be
in the GATT's best interest to con-
sider China’s application—and Tai-
wan's along with it. The GATT's
pretensions to universality are hollow
as long as these major traders remain

outside. Despite peculiar features of

China’s “planned market economy,”

China is perhaps more like the rest of
membership—most  of

the GATT
whom retain some degree of central

planning in their economies—than
are the Western industrial democra-
cies. Moreover, the Chinese economy
may prove an even more disruptive
force outside of the GATT than within
it, as its $12 billion surplus with the
Unites States last year attests. If
China were a member of the GATT,
the United States and other trade
partners could demand reciprocal
treatment from China to help narrow
the gap; as a part of the GATT
decision-making process, China per-
haps could be “‘tamed” by the rules it
would have a hand in deciding.

Most important, the international
community's desire to foster political
and economic liberalization in China

arguably necessitates China’s admis-
sion to GATT; China’s meaningful
participation in the world trading
order would require it to embrace
market principles and economic
rationality. Moreover, an accommo-
dation which brings China into the
GATT may portend the eventual
normalization of East-West commer-
cial relations, whereby trade is con-
ducted according to true market
principles. And for the largest econo-
mies in particular, GATT membership
for all three members of Greater
China could mean greater market
access to this dynamic region. %

Council Activities

301 Clock Ticks On

The deadline for resolution of the investigation
remains October 10; the next round of talks will

L 1]

likely take place in Beijing at the end of May

n April 7, Assistant United
States Trade Representative
Joseph Massey addressed a
joint meeting of the Import and
Legal committees on the ongoing
Section 301 market access talks. The
tough-talking trade negotiator reit-
erated the four goals of the govern-

ment’s investigation: transparency of

China’s trade-related laws and regu-
lations; reduction of tariffs and the
elimination of all quantitative barri-
ers; dismantling of the import licens-
ing system; and removal of technical
barriers such as unfair or
essary testing and standards require-
ments. Massey refused to comment
on the April talks held in Washing-
ton, claiming the only thing that
matters is the final outcome of the
negotiations. The deadline for reso-
lution of the investigation remains
October 10; the next round of talks
will likely take place in Beijing at the
end of May.

If the US government decides that
insufficient progress has been made

unnec-

by late August or early September
(about 45 days prior to the deadline),
the office of the US Trade Represen-
tative will publish a retaliatory ‘‘hit-
list” of Chinese products that may be
subject to prohibitive tariffs if no
agreement is reached by the dead-
line. Companies learned that the
same 12 criteria used for creating the
Special 301 list—which focused on
State enterprise-produced goods for

which there are alternative sources of

supply—will be used for the new list.
However, since the market access
talks involve trade worth billions of
dollars, Massey said the new list
would be “‘substantially larger than
the one issued for the Special 301
investigation, by multiples.”

Following Massey's talk, members
of the Import Committee traveled to
Capitol Hill to lobby for China’s
Most Favored Nation status. Senator
Alfonse D’Amato (R-NY) advised the
importers to expand their contacts
with the Senate to voice their con-
cerns.

Assistant US Trade Representative Jo-
seph Massey warned Council importers
that the potential 301 hit-list would be
massive.
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FOCUS

An Export Controls Clash

Western export control policies for Hong Kong and China are

hile the growing eco-

nomic interdepen-

dence of Taiwan,

China, and Hong Kong
may be a boon to US companies
seeking a foothold in the dynamic
Greater China region, it will probably
prove a bane to US officials in charge
of export control policy. Confronted
by an evolving world order in which
economic competition is fierce and
military alliances are no longer rigid,
these officials will undoubtedly find
it increasingly difficult to develop
any coherent approach to export
controls. The blurring boundaries
between Hong Kong, China, and
Taiwan—which are afforded very
different treatment under the cur-
rent US and international export
control make
their task more challenging.

regimes—will only

A changing picture

Limits on the transfer of US
technology abroad are essentially
established by the US Export Admin-
istration Act and the Coordinating
Committee for Multilateral Export
Controls (COCOM), an over-arching
international body consisting of Ja-
pan, Australia, and all NATO coun-
tries except Iceland. The logic be-
hind export controls is to limit the
transfer of technology with potential
military applications to countries
perceived as unfriendly or unreli-
able. Export controls are also used—
especially by the United States—as
“carrots” or “‘sticks” with which to
achieve foreign policy objectives. To
be effective, export controls must be
clearly defined, multilaterally imple-
mented, and carefully monitored. To
maintain such a policy for China will
prove daunting, as US and foreign

perceptions of the country—and of

on a collision course

Erik C. Wemple

One of the chief
methods employed
by Washington to
encourage
changes in
Beijing’s behavior
has been the
imposition of
sanctions on the
sale of various
high-tech items to
China.

Hong Kong and Taiwan—are under-
going profound change.

As Western concern over the for-
mer Soviet Union and its influence
has eased, China’s usefulness to the
United States as a strategic ally has
diminished. More attention, there-

fore, is being paid to other facets of

the Sino-US relationship, such as
human rights, trade, and arms prolif-
eration issues, especially since the
Tiananmen crackdown of 1989. In-
creasingly, the United States seems to
view China as a rogue element in the
international arena and is striving to
make it conform to international

Erik C. Wemple is the editor of Export
Control News and a consultant for MK
Technology-Deltac, a Washington, DC-
based export management firm. He holds
a B.A. from Hamilton College and an
M.S. in foreign service from Georgetouwn
Unaversity.

norms in each of these three areas.
One of the chief methods employed
by Washington to encourage changes
in Beijing's behavior has been the
imposition of sanctions on the sale of
various high-tech items to China.
The same forces that have in-
creased tension between the United
States and China, however, have
worked to decrease it between the
United States and Hong Kong and
Taiwan. Taiwan has significantly lib-
eralized its political and economic
systems and has reduced its trade
surplus with the United States by
about $6 billion over the past five
years. Hong Kong-US trade has also
become more balanced, and US
officials have taken a number of steps
to help safeguard the territory’s
democratic and capitalist base in the
years preceding and following its
reversion to Chinese sovereignty in
1997 (see p. 11). In contrast to China,
for which the United States has
sought to limit access to advanced
technology and weaponry over the
last few vyears, Taiwan and Hong
Kong have seen restrictions on tech-
nology transfer eased, either inten-
tionally or through general relax-
ations in their country groupings.
While political differences be-
tween Taipei and Beijing remain
acute enough to prevent significant
transfers of advanced technology
from Taiwan to the mainland in the
near term, the same cannot be said
about Hong Kong. Impending Chi-
nese control over the territory calls
into question whether current US
and COCOM policy to delineate be-
tween the two is realistic. And should
China use its future power as admin-
istrator of Hong Kong to circumvent
the territory’s export control regula-
tions, the risks are high: China could
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channel such technology to the pro-
duction of missile delivery systems,
which it might then sell to such
unstable regions as the Indian sub-
continent and Middle East.

Easing sales to Hong Kong

According to the 1984 Sino-British
Joint Declaration on Hong Kong,
when the territory becomes a “spe-
cial administrative region’ of China
in 1997, it will retain its status as a
separate customs territory. As such, it
will be able to negotiate and imple-
ment its own trade arrangements
with the rest of the world. Since
management of export controls is a
routine function of a customs terri-
tory, the declaration implicitly recog-
nizes Hong Kong’s right to develop
and maintain regulations on ship-
ments of high-technology items to
other areas, including China.

As a colony of the United King-
dom, Hong Kong has long main-
tained a strict export controls system
that conforms with the standards
established by the British govern-
ment and the multlateral trade
control regimes in which it partici-
pates. Hong Kong’s export control
bureaucracy is a reflection of the UK
model, for it features separate offices
for key export control functions such
as commodity classification, license
review, and export ennforcement.

To ensure that its controls match
those of COCOM member countries,
Hong Kong has adopted and imple-
mented the three official COCOM
commodity control schedules: the
Industrial List, the International
Munitions List, and the International
Atomic Energy List. Of these, the
COCOM Industrial List has the great-
est impact on Hong Kong's trade
because it covers a wide universe of
high technology dual-use items—
those with both commercial and
military applications—that pass in
high volume through the territory.
The Industrial List outlines controls
on the following categories of ad-
vanced dual-use goods: materials,
materials processing (machine tools),
electronics, computers, telecom-
munications and cryptography, sen-
sors, avionics and navigation, marine
technology, propulsion systems, and
transportation equipment.

In accordance with COCOM policy,
Hong Kong must control all Indus-
trial List items to countries tradition-
ally viewed by COCOM members as

The drastic US
reduction in
burdensome export
control licensing
requirements will
undoubtedly act as
a strong incentive
for companies to
develop stronger
trade ties with

Hong Kong.

potential threats to Western security:
the former republics of the Soviet
Union, Czechoslovakia, Hungary, Po-
land, Albania, Bulgaria, Romania,
Mongolia, and China. The controls
vary from basic application proce-
dures for easily obtained licenses to
thorough investigations of potential
endusers. Through the UK COCOM
delegation, Hong Kong submits li-
cense applications for exports of the
most advanced COCOM-controlled
goods to these destinations to the
committee for review.

Furthermore, Hong Kong has im-
plemented controls on items useful
in the production of missile delivery
systems, as well as chemical, biologi-
cal, and nuclear weapons. These
controls, which cover low- to me-
dium-technology goods and apply to
countries of proliferation concern in
the developing world, extend beyond
the purview of COCOM export regu-
lations and are instead modeled after
the regulations of three international
proliferation control regimes: the
Missile Technology Control Regime
(MTCR, for missile delivery systems),
the Australia Group (AG, for chemi-
cal and biological weapons) and the
Nuclear Non-Proliferation Treaty/
Zangger Committee (NPT, for nu-
clear weapons).

Each of these regimes, like
COCOM, has developed a standard
control list to which member coun-
tries are obligated to adhere. Al-
though Hong Kong is not an official
member of these proliferation con-
trol regimes, it has adopted their
control lists in its domestic export
control regulations. To observe the
guidelines of these regimes, Hong
Kong must place strict controls on

exports of all MTCR, AG, and NPT
commodities to China. Such com-
modities include:

e MTCR: rockets, air vehicles and
subsystems, propulsion components,
missile structural composites, launch
and ground support equipment and
facilities, and dual-use items helpful
in missile design and production;

® AG: 50 chemicals with applications
in the production of chemical and
biological warfare agents;

e NPT: uranium enrichment equip-
ment and technology, nuclear-grade
graphite, and other materials and
technology designed for nuclear
applications.

In recognition of Hong Kong's
progress in establishing a domestic
export control system, the United
States and other COCOM countries
are preparing to accord the territory
“associate’”’ COCOM member status.
According to US Department of
Commerce (DOC) officials, a regula-
tory amendment instituting licensing
relaxations for Hong Kong com-
mensurate with associate status will
become effective as The CBR goes to
press in mid-April. Under this ar-
rangement, Hong Kong will enjoy
the same US export licensing privi-
leges as such countries as Ireland,
Switzerland, Sweden, Austria, and
Finland. Basically, the implementa-
tion of associate status will result in
the elimination of validated licensing
requirements for exports of nearly all
US-origin COCOM-controlled dual-
use commodities to Hong Kong.

In practical terms, the regulatory
change expands the range of high-
technology goods that US exporters
and foreign re-exporters may send to
Hong Kong without filing license
applications with the DOC. The
relaxation will apply to all integrated
circuits, most advanced telecom-
munications equipment and machine
tools, and all computers except su-
percomputers. The list of items
excluded from this treatment is short
and covers products of little commer-
cial importance such as surreptitious
listening devices, encryption technol-
ogy, and certain state-of-the-art cam-
eras. The UK has already imple-
mented a set of similar licensing
benefits, and other COCOM coun-
tries may soon follow the leads of
Britain and the United States in this
regard.

Receiving asssociate COCOM-
member treatment should stimulate
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Hong Kong’s trade in high-technol-
ogy goods. The drastic reduction in
the United States’ burdensome li-
censing requirements will undoubt-
edly act as a strong incentive for
companies in COCOM countries (o
develop stronger trade ties with
Hong Kong, both in the form of
exports and direct investment. Ac-
cording to Eric L. Hirschhorn, an
expert on overseas investment and
trade with the Washington law firm
of Winston & Strawn, “‘Dramatic
reductions in export licensing re-
quirements—such as the one in store
for Hong Kong—often have a direct
and tangible impact on business
decisions by internationally inte-
grated high-technology companies.”
Hirschhorn notes that computer
companies, which are tightly regu-
lated by COCOM export curbs and
often source components from facili-
ties in Asian countries, would be
most likely to take full advantage of
the changes.

Clamping down on China

While the United States and other
COCOM members are moving to
liberalize export controls for Hong
Kong, they remain hesitant to ease
current restrictions on high-technol-
ogy shipments to China. Virtually all
developed countries imposed sanc-
tions forbidding the sale of weapons
and military goods after Tiananmen,
and the United States added further
sanctions against the transfer of
certain high-technology items in June
1991. These later sanctions were
imposed to punish Chinese firms
thought to be violating international
arrangements governing sales of mis-
sile- and nuclear-related technology.
China has since agreed to adhere to
both the NPT and the MTCR,
prompting the United States in
March to rescind its June 1991
sanctions.

Despite China's recent swing to-
ward cooperation with multilateral
arms-control efforts, controls on
exports to China under COCOM and
MTCR continue to reflect serious
concerns about China’s military ca-
pabilities and proliferation activities.
COCOM member countries still re-
quire individual validated export
licenses for all shipments to China of
items on the three COCOM lists. This
policy allows licensing authorities in
each member country to conduct a
thorough review of the Chinese

Despite China’s
recent cooperation
with multilateral
arms control
efforts, COCOM
countries still have
serious concerns
about China’s
military
capabilities and
proliferation
activities.

customer and the proposed end use
of every proposed
COCOM-controlled items.

A detailed set of commonly
agreed-upon guidelines governs the
standard of scrutiny that member
countries apply to any given ship-
ment of a COCOM-controlled com-
modity to China. For example, mem-
ber countries have implemented a
policy of “extended review or de-
nial”’ for license applications involv-
ing goods and technology related to
nuclear weapons, electronic and anti-
submarine warfare, intelligence gath-
ering, power projection, and air
superiority.

On the other hand, low-level
COCOM commodities are treated to a
“presumption of approval” policy,
under which member-country gov-

ernments expedite the processing of

license applications and block ship-
ments only under extraordinary cir-
cumstances. Examples of commod-
ities qualifying for this licensing
treatment include computers with a
Composite Theoretical Performance
(CTP) not exceeding 20 million
theoretical operations per second
(Mtops) and international fiber-optic
telecommunications systems with
transfer rates not exceeding 156
megabits (Mbits)/second. The DOC
often processes presumption of ap-
proval cases in less than two weeks;
there is no COCOM plenary review
for these cases.

COCOM regulations stipulate a
policy of “favorable consideration™
for the intermediate tier of COCOM-
controlled technology outlined in the
Industrial List. All export license

shipment of

applications in this category receive
thorough scrutiny by member coun-
tries—in the United States, the DOC
refers all such cases to the Defense
Department for review—and an of-
ten protracted COCOM plenary re-
view. COCOM exporters may have to
endure a wait of two months for
approval of sales of goods in this
category.

Export applications for items that
exceed the parameters for presump-
tion of approval and favorable con-
sideration are reviewed on a case-by-
case basis. As might be expected,
individual country and COCOM re-
view of these cases is more thorough
than for special category cases.

Since COCOM vamped its Indus-
trial List in 1991, it has displayed an
unwillingness to consider further
liberalization of restrictions on trade
with China. For instance, in March
several key COCOM countries—the
United States, United Kingdom, Ger-
many, France, Japan, and Italy—
negotiated a new telecommunica-
tions agreement, but decided to
explicitly exclude China from eligi-
bility for any control relaxations.
Similar future reviews of controls on
computers and other Industrial List
categories may also differentiate be-
tween China and other COCOM-
proscribed destinations.

The licensing policies of MTCR
member countries for exports to
China are straightforward and do not
provide for varying scrutiny stand-
ards on the basis of technology levels.
All MTCR countries—and particu-
larly the United States—perform a
separate, extensive license review for
exports of missile-related items to
China. Since all such export applica-
tions are viewed suspiciously by
licensing authorities, exporters in
MTCR countries bear the burden of
proving that the export commodity is
destined for an exclusively civilian
application.

The widening technology gap

The strict COCOM and MTCR
licensing policies for China contrast
sharply with the corresponding treat-
ment that Hong Kong receives under
the guidelines of these regimes. After
the United States formally imple-
ments associate COCOM status for
Hong Kong, for instance, US compa-
nies may export computers with
CTPs under 196 Mtops to Hong
Kong without filing for an individual
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US Export Controls for Greater China

Commodity Taiwan Hong Kong* China
Dual-use Non-MTCR Items
— computers =20 Mtops: No =195 Mtops: No =12.5 Mtops: No

— telecommunications
transmission equipment

individual
validated license
(IVL) required

>20 Mtops: IVL
required.
Presumption of
approval applies

IVL required

>195 Mtops: IVL
required.
Presumption of
approval applies

IVL required

>12.5 = 20 Mtops:
IVL required.
Presumption of
approval applies

=20 =23 Mtops:
IVL required.
Favorable
consideration
applies

>23 Mtops: IVL
required.
Considered on a
case-by-case basis

=156 Mbits/sec: No
IVL required

> 156 Mbits/sec:
IVL required.
Presumption of
approval applies

No limits

No IVL
requirements

=45 Mbits/sec: No
IVL required

>45 = 156 Mbits/
sec: IVL required.
Presumption of
approval applies

>156 = 565 Mbits/
sec: IVL required.
Favorable
consideration

applies

>565 Mbits/sec:
IVL required.
Considered on a
case-by-case basis

— machine tools

>4 interpolating
axes: IVL
required.
Presumption of
approval applies

No limits

No IVL
requirements

>4 interpolating
axes: [VL
required.
Considered on a
case-by-case basis

Munitions Control List Items
— launch vehicles
— firearms
— military vehicles
— military aircraft engines
— military & space electronics
— military-related technical data

Munitions license
required.
Considered on a
case-by-case basis

Munitions license
required.
Considered on a
case-by-case basis

Prohibited

MTCR Items**
— propulsion components
— composites
— flight instruments
— launch/ground support facilities
— inertial navigation systems

IVL required.
Presumption of
approval applies

IVL required.
Presumption of
approval applies

IVL required.
Considered on a
case-by-case basis

* All entries for Hong Kong reflect associate COCOM-member status.

** MTCR items also on the Munitions Control List (MCL) are subject to the controls listed under the MCL.

Compiled by Erik C. Wemple
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validated license with the DOC.
These exporters will be able to take
advantage of the DOC’s General
License for COCOM Trade (GCT)
authorization, which enables US ex-
porters to ship nearly all COCOM-
controlled commodities to COCOM
and associate COCOM countries with-
out submitting license applications.
However, no such general license
authorization exists for shipments of
US-origin  commodities to China.
Current COCOM-based US control
policies for China—which are un-
likely to change in the near future—
dictate that any computer with a CTP

exceeding 12.5 Mtops requires an
individual validated export authori-
zation. Although the special treat-
ment provisions of the COCOM regu-
lations allow for expedited and
favorable review at certain levels
above the 12.5 Mtops mark, the
United States and COCOM member
countries have the opportunity to
review—and thus deny—shipments
to China that will proceed without
any license review whatsoever to
Hong Kong.

Although the MTCR control guide-
lines require licenses for shipments
of missile-related commmodities to

any destination, the license review
process for such exports from mem-
ber countries to Hong Kong is
perfunctory. For example, when re-
viewing an application from a US
aerospace company (o export an
airborne radar system (an MTCR-
controlled item) to a Hong Kong
entity, the DOC would make a
routine check to ensure that the
proposed end use was legitimate and
that the Hong Kong buyer had not
been previously involved in illicit
missile technology diversions. If this
review produces no red flags, the
exporter could expect approval in

A Decade of Export Control Policy for China

Under the legislative authority of
the Export Administration Act of
1979, the Commerce Department's
Bureau of Export Administration
(BXA) administers controls on ex-
ports of a wide range of dual-use
goods and technologies to China.
These controls are outlined in the
Export Administration Regulations
(EAR), which codify licensing re-
quirements according to the export’s
technological sophistication and
country of destination. These regula-
tions are based in large part upon
agreements that the United States
reaches with its partners in the
Coordinating Committee on Multi-
lateral Export Controls (COCOM).
Over the past decade, the United
States and COCOM have imple-
mented numerous significant
changes in export control policy for
China, as described below:

1983: The Department of Commerce
implements two measures to upgrade
China’s export licensing status. First,
it places China in country group V,
which includes friendly, non-aligned
countries in Africa, Asia, and Eu-
rope. Second, it issues a list of seven
technology categories eligible for
expedited and favorable review for
shipment to China.

1985: COCOM implements a similar
set of licensing preferences for ex-
ports from member countries to
China. Specifically, the new policy
allows authorities in member coun-
tries to process license applications
for 27 commodity areas with a
presumption of approval. In addi-
tion, plenary COCOM reviews of

export license applications that qual-
ify for this policy are eliminated.
COCOM refers to the new favorable
treatment policy as the China “'green
zone."”

1986: COCOM adds three commodity
areas to the list of goods and
technologies eligible for green zone
treatment.

1987: COCOM significantly liberal-
izes the export licensing parameters
for products that qualify for green
zone policy and adds two additional
commodity areas to the green zone
list. Applications that receive green
zone treatment account for over 70
percent of China applications re-
ceived by BXA.

1988: The Omnibus Trade and Com-
petitiveness Act, passed by Congress
in August 1988, mandates the estab-
lishment of distribution licenses for
China. The distribution license al-
lows US exporters to make bulk
shipments to pre-approved custom-
ers in a pre-approved sales territory.
COCOM further liberalizes the
technical parameters outlining eligi-
bility for green zone treatment.

1989: China’s brutal repression of
the Tiananmen Square protests re-
sults in the imposition of a munitions
embargo by most Western govern-
ments and a moratorium on further
liberalization initiatives by COCOM.
The United States suspends efforts to
complete the implementation of dis-
tribution license benefits for China.

1990: COCOM countries eliminate
licensing requirements for certain

dual-use commaodities with diminish-
ing military applications to all con-
trolled countries, including China.
However, the liberalization does not
affect China green zone commod-
ities.

1991: COCOM approves the most
dramatic deregulation of dual-use
goods and technologies in its 42-year
history and introduces a streamlined
control list format. As in 1990, the
decontrol eliminates licensing re-
quirements for low-level items for
export to China as well as to other
COCOM-proscribed destinations, but
does not extend the number of goods
qualifying for green zone treatment
for China.

To signal its disapproval of China’s
missile proliferation activities, the
Bush Administration announces on
June 16 a set of special export
controls on satellites and high-per-
formance computers and sanctions
on two Chinese entities—the China
Precision Machinery Import-Export
Corp. and the China Great Wall
Industry Corp.—involved in sensi-
tive overseas missile projects.

1992: After receiving assurances
from Chinese Foreign Minister Qian
Qichen on China’s intentions to
adhere to the Missile Technology
Control Regime (MTCR), the US
drops the June 1991 controls and
sanctions.

In March, several key COCOM
member countries decide to exclude
China from eligibility for a landmark
liberalization of international tele-
communications export controls.

—Erik C. Wemple
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less than two weeks.

An export application for the same
item to a Chinese entity would likely
be subject to scrutiny by an array of
offices and inter-agency committees
throughout the vast US foreign trade
and national security bureaucracy. In
such a case, the US exporter should
expect a lengthy processing period
and, at the end of it, possible denial
of the license.

In fact, the routine US licensing
guidelines for exports of missile-
related items to China are so strict
that the special missile control sanc-
tions imposed by the Bush Adminis-
tration in 1991 had little practical
effect on US technology transfers to
China. These sanctions imposed new
controls on high-level computers and
satellites and a policy of denial for
sales of missile-related items to two
Chinese companies notorious for
their involvement in overseas missile
projects (see box). Under current
MTCR and COCOM regulations, all
items to which the sanctions applied
already required a validated license
for export to China; the United
States thus would likely have denied
license authorization for these ex-
ports even in the absence of the
sancuons.

The incentive for China to subvert
Hong Kong's export control regime
post-1997 and use the territory as a
high-tech shopping mart is consider-
able. US export control officials,
h()\\'(‘\r’(‘l'. appear 'I'l‘.']ll('{ii]“ Lo con-
sider this possibility. When asked how
the United States would respond if
such a situation develops, a State
Department official involved in
Hong Kong trade issues responded,
“Since I can’t recognize the exis-
tence of a problem, I can't offer a
possible solution.” A policy-level
official in the DOC's Bureau of
Export Administration, the agency
that handles the licensing of US dual-
use exports, conceded that Chinese
interference with Hong Kong’s Cus-
toms administration would pose a
serious export control problem for
the United States, but indicated that
no one has yet formally addressed the
issue.

Instead of waiting for the problem
to occur, the United States and other
COCOM countries should explore
ways to discourage Chinese meddling
in Hong Kong's system of export
controls in order to prevent a crisis
from developing. Otherwise, the re-

sponses that might be adopted to
reduce Chinese infringement—such
as the imposition of trade and
economic sanctions against China or
the downgrading of Hong Kong's
(and therefore China's) access to
COCOM technology—could have
dire consequences for China, Hong
Kong, and US companies alike.

The best way to prevent this
scenario  from occurring involves
nurturing a responsible Chinese ap-
proach to international technology
transfer. China’s leaders recently
took significant steps in this direction
by acceding to the NPT and declaring
in principle their willingness to ad-
here to the MTCR. As previous
Chinese commitments along these
lines have not led to the implementa-
tion of concrete measures to halt
illicit shipments of missile- and nu-
clear-related items, however, most
Western governments are still some-
what skeptical of China’s intentions.

Therefore, the United States and
other developed countries must care-
fully monitor China’s progress in
establishing the domestic mecha-
nisms that are essential for compli-
ance with its new obligations under
these control regimes. China must
create the necessary administrative
framework—based largely upon the
models of COCOM- and MTCR-mem-
ber countries—to educate exporters
about the new controls, review ex-
port license applications, and punish
firms that violate the controls.
Clearly, implementing these regula-
tory steps will be difficult for the
current Chinese leadership, which
has historically promoted exports of
weapons technology in order to earn
desperately needed hard currency.

Nevertheless, if China successfully
adopts such measures, the payoff
could be great. The dramatic change
in China’s export control policies
would enable COCOM- and MTCR-
member countries to narrow—and
perhaps eventually close—the cur-
rent gap in technology access be-
tween China and Hong Kong. Thus,
China, Hong Kong, and Western
exporters all stand to benefit sub-
stantially from China’s compliance
with its recent non-proliferation
commitments—a fact that foreign
governments and companies should
emphasize in their dealings with the
Chinese to ensure that Beijing clearly
understands the potential costs and

4

benefits of its actions. 7
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Interview

In October 1991, Victor Fung, chairman and CEO of Prudential Asia, assumed
the chairmanship of the Hong Kong Trade Development Council (HKTDC), the
territory’s official trade promotion body. A few months later he traveled to North
and South America to meet with key trade contacts and lobby for renewal of
MEFN status. While in Washington he met with Editor Pamela Baldinger
to discuss HKTDC’s activities in the United States and China.

Selling Hong Kong

What are your goals for your
tenure as chairman of the
HKTDC?

The greatest challenge for the

head of any trade development
body is to respond strategically to
change and, where possible, to antici-
pate economic trends. That is my
personal aim. In the HKTDC I'm
lucky to have inherited a structure
built on excellent foundations and
which also has the flexibility to
respond quickly to change.

Right now we're witnessing monu-
mental upheavals and realignments
in the world economy. The rise of
Asia as a market and the formation of
continental trade pacts present both
challenges and opportunities  for
trade. Old distinctions between trad-
ing and manufacturing are dissolving
as borderless production, sourcing,
and marketing are on the rise. My
role at the HKTDC is to help create
and maintain an overall environment
in which trade can flourish in Hong
Kong. This involves developing new
markets, helping manufacturers to
diversify and upgrade their products,
encouraging the development of
Hong Kong-brand labels, improving
the image of Hong Kong and its
building
Hong Kong into the trade fair capital
of Asia. I think the ultimate destiny
of Hong Kong is to become the
regional business center for South
China and Southeast Asia. This is
reflected in our promotional strategy
both in Hong Kong and overseas, We
spend about 60 percent of our $100

products overseas, and

I think the ultimate
destiny of Hong
Kong is to become
the regional
business center for
South China and
Southeast Asia.

million annual budget on operational
and promotional activities.

The HKTDC has become increas-
ingly involved in the mainland,
especially in the consumer retail sector.

What are your impressions of the
consumer market in China?

While we currently spend more

in the United States than in
China, the percentage allotted to
China projects is growing as the
consumer market there develops.
The consumer market in China is
really booming at present. The “‘one
billion consumers” are starting to
look less like myth and more like
reality. In part, this is because China,
which is keen to re-enter the General
Agreement on Tariffs and Trade
(GATT), is allowing market forces to
operate. With this commitment to
economic reform, attitudes toward
consumerism have softened—espe-
cially in big cities—and restrictions
on imports have been eased.

Individual spending power has also
risen dramatically in recent years,
particularly in the south, where
average per capita income is more
than double the national average.
These are all encouraging signs for
foreign companies looking to enter
China’s consumer market. As it’s a
relatively new frontier, all kinds of
consumer goods are in demand.
Foreign competition is warming up,
but it will still take time and much
patience and research to establish a
bridgehead in China’s retail market.

Is the market for consumer goods
primarily in South China, or is

demand strong throughout the country?

AWhiIe the south obviously has

the best immediate potential for
individual consumer spending, the
volume of sales further north is
considerable. In terms of turnover,
three of the four busiest department
stores in China are in Beijing and
Shanghai. However, there are dis-
tinctive differences in buying habits
between regions. For example, in the
north people are much more con-
cerned about appearance and cloth-
ing than in the south, where con-
sumer electronics, watches, toys,
electrical appliances, and other
household products are enjoying a
boom. But there is one unifying
element in consumer markets
throughout China: shoppers are very
brand-name conscious. They are of-
ten prepared to pay three to four
times as much for items carrying
foreign or joint-venture labels then
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what they'd pay for goods made by
State enterprises.

Last autumn HKTDC renovated

the Nanfang Department Store in
Guangzhou. When and why did
HKTDC decide to become involved in
this project?

We got involved when top man-

agers from the Nanfang store
asked us for design input for the
renovation of their nine floors. They
also wanted advice on how to mod-
ernize merchandising, retailing, and
sales techniques. In effect, they
wanted to be the first Hong Kong-
style department store in China.
Support came from the highest lev-
els; the governor of Guangdong and
the mayor of Guangzhou both at-
tended the opening ceremony last
November.

Our strategy reflects a number of
first-hand observations about main-
land department stores. These stores
offer a range of choice that Chinese
consumers find elsewhere,
and they have access to much more
sophisticated merchandise
other outlets. Department stores are
thus a major drawing card, whether
for family outings or domestic tour-
ists—it is not uncommon for traffic
to reach 200,000 people a day in
large-city department stores. More-
over, there is a lot of internal
competition among them to become
showcases of modernization and to
boost turnover and profits.

cannot

than

The consumer
market in China is
really booming.
The ““‘one billion
consumers’’ are
starting to look
less like myth and
more like reality.

[t makes a lot of sense for Hong
Kong to pioneer the penetration of
China’s consumer market through
established department stores. Be-
cause of the nature of merchandising
in China, imports involving foreign
exchange transactions are subject to
high tariffs and require special per-
mits for distribution. It is much
easier to market the products of
Sino-foreign joint ventures; these
products in effect promote China’s
modern manufacturing sector and
therefore are in line with overall
policy. Hong Kong, of course, is
deeply involved in joint-venture man-
ufacturing in the Pearl River delta,
where there are around three million
workers employed in some 25,000
Sino-Hong Kong joint ventures.

Part of our agreement with the
Nanfang Department Store authori-
ties was that we could have prime
space in the store to promote sales of
Hong Kong brand-name products on

Companies displayed on the Hong Kong Showcase floor in the newly renovated
Nanfang Department Store in Guangzhou are enjoying brisk business.

a long-term basis. Eighteen Hong
Kong companies now have sales
counters there, with products rang-
ing from fashion and accessories to
watches and costume jewelry. All the
companies have manufacturing activ-
ities in China and rights to establish a
direct sales presence there.

Because of the commercial success
of the Nanfang promotion, HKTDC
has been approached by represen-
tatives from 19 other department
stores wanting similar facelifts. We
have some more projects in the
pipeline for this year, including
Beijing’s Xidan Department Store,
the Dalian Department Store, and
the Wuhan Department Store.

I understand that HKTDC will

also organize trade shows in
China. What is your strategy for this
activity? Do you believe these shows will
be as lucrative for HKTDC as those you
organize in Hong Kong?

We've signed an agreement with

authorities in the Shenzhen Spe-
cial Economic Zone to organize
international trade fairs there as part
of our strategy of helping Hong
Kong joint ventures promote their
products. As many Hong Kong com-
panies have shifted their production
plants to the Pearl River delta, there
is a need to introduce their products
to overseas buyers as well as to buyers
from other parts of China. Shenzhen
is close to Hong Kong and many
Chinese provinces have set up offices
there, making it a natural location for
us to undertake promotional activi-
ties. We also hope to catch the buyer
traffic passing through Shenzhen
each spring and autumn after the
Guangzhou Trade Fair. Any funds we
generate from the Shenzhen fairs will
be ploughed back into future activi-
ties there.

Our first cross-border show will be
the Shenzhen International Machin-
ery & Industrial Supplies Fair in
October. Over 30 percent of the $8.7
billion worth of machinery and parts
imported last year by Hong Kong was
re-exported to China. We believe
there is tremendous potential for
machinery exports to China, espe-
cially since duties were cut by 50
percent last year.

For the spring of 1993, HKTDC is
planning a fair to project a high-end
image for joint-venture products
made in Shenzhen.
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Is HKTDC active in Taiwan?
Can Taiwan companies work with
HKTDC to get into the mainland?

We have a consultant’s office in

Taiwan to handle the growing
number of trade inquiries originat-
ing there and to coordinate our trade
promotion projects. This year we're
leading commercial delegations from
Hong Kong to two trade fairs in
Taiwan and have plans for depart-
ment store promotions in two cities.
We believe that trade between Taiwan
and China will intensify and that
Hong Kong will be a direct benefi-
ciary, especially now that Taiwan may
gradually ease barriers against im-
ports from China.

In what activities is HKTDC
involved in the United States? Are
your activities limited to helping US
companies do business with Hong Kong?

The United States is a long-

standing and stable trading part-
ner for Hong Kong. HKTDC's main
goals in the United States are to
maintain and improve Hong Kong's
market share and to raise the image
of Hong Kong products in the eyes of
American consumers. At the same
time, we work closely with both the
private and public sectors in the
United States to promote American
exports to Hong Kong. We also help
US companies explore business
opportunities in  China through
Hong Kong.

We have a very active trade promo-
tion program in the States, where we
arrange some 30 events per year. We
organize the participation of Hong
Kong companies in major trade
shows across the country, coordinate
trade groups to and from Hong
Kong, and stage consumer promo-
tions with prominent retailers. Each
year these events help generate about
33,000 trade inquiries, most of which
involve sourcing products from
Hong Kong.

How concerned are you about the
state of US-China political rela-
tions, including the Most Favored Na-
tion (MEN) debate and 301 investiga-

tion?

HKTDC’s US offices monitor
these issues closely, especially
for their potential effects on Hong
Kong’s trade. China is now Hong

HKTDC works
closely with both
the private and
public sectors in
the United States
to promote
American exports
to Hong Kong.

Kong’s number-one trading partner
and, because of cross-border manu-
facturing, Hong Kong is the largest
foreign investor in China (see p. tk).
Hong Kong's re-exports are now
more than twice the value of the
territory’s domestic exorts, so any
trade friction between the United
States and China causes concern in
Hong Kong. Punitive trade measures
taken by either party against the other
would have a direct impact on Hong
Kong's overall economic well-being.

As you know, I led one Hong Kong
mission to Washington in January to
lobby about Hong Kong's concerns
over the possible loss of MFN for
China in 1992. More missions will be
led by both the Hong Kong govern-
ment and the private sector on this
subject. While we were pleased that
President Bush’s veto of a bill seeking
to attach conditions to renewal of
China’s MFN status was upheld by
the Senate in March, it was by a
reduced margin compared with pre-
vious votes on this issue. We there-
fore are by no means complacent
about the final outcome on MFN,
especially not in the highly charged
political environment of a US elec-
tion year. Hong Kong will continue
efforts to make its voice heard on
Capitol Hill and the HKTDC is part of
that effort.

In addition to your position as
chairman of the HKTDC, you are
the CEO of a major investment house.

What is your opinion of China’s fledg-
ling securities markets?

AJudgiug from the degree of
over-subscription, the issuing of
“B” shares on the Shanghai and
Shenzhen exchanges has certainly
aroused a lot of interest and brought
an enthusiastic response. However,
there is still a need to establish

standards for accounting and to
develop laws to protect shareholders’
interests and clarify the duties and
standards of behavior of company
officers. Still, the new stock markets
in China provide the possibility of an
exit route for direct private equity
investments in China and hence will
encourage the further flow of invest-
ments.

Hong Kong is taking a leading role
in placing mainland shares with
foreign companies. The territory’s
stock exchange is also looking at the
possibility of listing mainland firms
on the local market through holding
companies incorporated in Hong
Kong. This approach could provide a
solution to many concerns regarding
the lack of national company law in
China.

What thoughts do you have on the
growing economic links between
Hong Kong, China, and Taiwan? What
challenges and opportunities does the

emergence of “‘Greater China present to
US companies?

There is a great deal of synergy

between the three. Both Taiwan
and Hong Kong need access to the
labor-rich hinterland to beat soaring
wages and land shortages. China,
meanwhile, needs to modernize its
industries, improve living standards
for its people, and have access to a
sophisticated service and transship-
ment center. While the Xiamen Spe-
cial Economic Zone in Fujian is likely
to become for Taiwan what Shenzhen
is now for Hong Kong, in the
foreseeable future there will still be a
need for Taiwan to access the main-
land through Hong Kong.

If there are challenges for US
companies, they include getting to
grips with the natural geographical
and other advantages enjoyed by
Hong Kong and Taiwan. Because of
ethnic, historical, and cultural links,
there is already an established net-
work. of highly effective business
connections among Chinese
throughout Greater China and Asia.
US companies would be wise to
factor this into their Asian business
strategies from the outset and to
make business connections that will
enable them to function well within
this milieu. Another challenge, of
course, is for the United States and
China to maintain a relationship
favorable to trade.
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Bookshelf

The New Emperors:

China in the Era of Mao and Deng

by Harrison E. Salisbury. New York, NY:
Little, Brown and Co., 1992. 544 pp.
$24.95 hardcover.

Harrison Salisbury begins this
splendid new book with a seeming
irrelevance: ** . . . near the southeast
corner of the Forbidden City long
ago stood the Tower of Yearning,
where in the 18th century the Fra-
grant Concubine, Ke Fei, spent many
long hours. She would climb two
flights 1o a window and gaze for
hours on the Moslem bazaar and
mosque that Emperor Qianlong had
built to ease her heartache for
Kashgar, where she was born.”

Qianlong, writes Salisbury, had
built a dream landscape, a living
picture album of Ke Fei's beloved
home. No matter that the bazaar was
probably constructed for the conve-
nience (and control) of a consider-
able number of Moslem traders who
passed through 18th century Peking.
The scene depicts a deeper reality in
China: that the wills, imaginations,
and whims of the nation’s top leaders
are daily translated into mortar-and-
brick reality.

Consider, for example, Mao
Zedong's Third Line, about which
Salisbury writes succinctly. This
1950s strategy of defense against
nuclear attack called for China’s
military complexes to abandon the
cities of the coastal area and retreat
to the vast, undeveloped interior.
Thus, in Sichuan’s mountainous re-
doubts, in Gansu’s dry hills, and in
Qinghai’s uninhabitable plains were
built coal mines, aeronautics plants,
steel mills, and hydropower facili-
ties—all the infrastructure necessary
to run a war. China’s army, mean-
while, was to “swim among the
people,” supported by the peasants.
[ronically, Mao entrusted his most
energetic deputy, Deng Xiaoping, to
implement the Third Line; decades
later, Deng would devote equal

energy to dismantling the bloated
and isolated factories.

The joy of this book lies in such
details. Half history of post-revolu-
tionary China and half dual biogra-
phy of Deng and Mao, The New

Emperors represents the fruit of
exhaustive interviews with almost
everyone of political significance

alive in China—with the notable

exception of Deng. Most poignant is
the careful recounting of the deaths
of Mao’s enemies, real and, mostly,
imagined. Salisbury dwells at greater

length than have most historians of

modern China on the political vio-
lence that stained Mao’s reign.
Salisbury finds the Cultural Revo-
lution best explained by focusing on
individual cases; the attacks so lacked
coherent philosophical motivation
that they seemed personalized.
Though Liu Shaogi’s final torments
have been described in earlier works,
the details provided here are particu-
larly moving—Liu's farewell to his
wife, for example, and his children’s
search for his ashes, which were
eventually found in an unmarked
wooden box that had been used to
stub out cigarettes. Gruesome tales
are recounted of the great writer Lao

She’s final hours of torture and his
(apparent) suicide; and of Deng’s son
Pufang, beaten by Red Guards and
confined to a closet painted with
human blood. Lin Biao’s last, and
fatal, flight is also described, but
those hoping for the definitive ex-
planation of his “plot™ against Mao
will be disappointed.

Like many journalists, Salisbury
excels in scrupulously detailed and
telling description, but his book lacks
binding analysis. With a brief pream-
ble, he declares that he intends to
place Mao and Deng within a cultur-
ally rooted tradition of imperial
tyranny, and makes frequent refer-
ences throughout the text to the two
leaders’ interest in the ancient classic
The General Mirror for the Aid of
Government, a primer of imperial
government. But if Mao was less
interested in Western Marxism than
in China’s reformist dynasties, Salis-
bury has not proven it in this volume.
Similarly, his interesting speculation
that Mao may have been addicted to
opium is never validated with any
hard evidence. Finally, Salisbury fails
to illuminate the great mystery of
Mao Zedong: how such imagination
and empathy could coexist with such
willful ignorance and cruelty.

Yet, readers can find plenty else in
Salisbury’s book, which should be
read for the dense texture it adds to
the weave of a story that is known
only in outline. Salisbury writes
superbly, and his story would be
gripping even in the hands of an
uninspired writer. Nothing could be
sadder or more fascinating than the
spectacle of individual heroism,
moral collapse, collective delusion,
and complicity in evil presented by
Mao’s China.

—Anne Stevenson-Yang
Anne Stevenson-Yang was formerly asso-
ciate editor of The China Business
Review and is currently editor of The
Foreign Service Journal.
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Forer
Reform in China
by Nicholas R. Lardy. Cambridge, UK:

Cambridge University Press, 1992. 197
pp. $44.95 hardcover.

This study of China’s foreign trade
system contains interesting informa-
tion for economists and China spe-
cialists alike. Author Nicholas Lardy,
a professor at the University of
Washington, explores the links be-
tween China's opening to interna-
tional trade and its domestic eco-
nomic reform program, going back
to the economic and trade policies of
the 1950s to examine their implica-
tions for the reform and opening
policies begun in 1978.

While Lardy feels that China’s
recent foreign trade performance
has been “‘nothing short of spectacu-
lar,” he concludes that the legacy of
China’s centralized foreign trade
system is not easily overcome. He
states that future progress in the
foreign trade area is contingent on
domestic reforms that will be diffi-

Trade and Economic
1978-1990

cult to achieve, as the entrenched
pricing, housing, labor, and capital
systems will likely resist change.
Foreign Trade and Reform in China
is clearly written and thoroughly
researched, relying heavily on Chi-
nese sources as well as Western
scholarship. It is also very timely
given recent discussions on China’s
application to rejoin the General
Agreement on Tariffs and Trade
(GATT) and the ongoing US-China
negotiations over access to the China
market. While he does not address
GATT in detail, Lardy points out that
some current aspects of China's
foreign trade regime, such as export
promotion programs, may have to be
modified to conform with GATT
rules. The book does contain a very
detailed analysis and history of Chi-
na's foreign exchange policies, which
will play a critical role in its GATT
application and future interaction
with the foreign business community.
Although the book avoids discussion

of political issues such as Tiananmen,
Lardy notes that price adjustments of
key goods have continued despite an
overall slowdown in the pace of
reforms since 1989.

The book’s fifth and last chapter
will be the most useful to those
interested in the current state of
foreign trade reform and implica-
tions for the future. An interesting
discussion of regional foreign trade
performance points out that struc-
tural differences between local econ-
omies, as well as preferential trade
policies, have played an important
role in the relative success or failure
of various regions. In short, Lardy is
impressed with China’s foreign trade
performance from 1978-90, but
warns that the country cannot afford
to rest on its laurels. Without tackling
more difficult structural reforms,
China’s external economy will not
reach its full potential; without lib-
eralization of the domestic market,
reforms can have only limited effect.

—Madelyn Ross
Madelyn Ross is director of the US-
China Business Council’s China Busi-
ness Forum.

The Four Laittle Dragons:

The Spread of Industrialization

by Ezra F. Vogel. Cambridge, MA:
Harvard University Press, 1991. 138
pp. $16.95 hardcover.

Ezra Vogel, noted scholar of East
Asia, provides a fascinating look at
the economies of Taiwan, South
Korea, Hong Kong, and Singapore in
his latest book. The Four Dragons: The
Spread of Industrialization in East Asia
examines the metamorphosis of these
areas from relatively obscure, unde-
veloped backwaters into economic
powerhouses—an outcome few
would have predicted in the immedi-
ate post-war years. Ravaged by World
War Il and seemingly bereft of
technology and natural resources,
the little dragons have nevertheless
emerged as Asia's new industrial
dynamos.

Vogel's book looks at each of the
four areas, tracing the difficulties
each faced in transforming itself into
a modern, prosperous economy. In
all four cases, Vogel finds that a
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helpful and creative—if mostly non-
democratic—government led a hard-
working labor force through rapid
stages of economic growth. He notes
that many of the governmental orga-
nizations within the dragons closely
resemble Japan's official industrial
organizations and have adopted the
Japanese approach of using export
earnings from labor-intensive indus-

in Fast Asia

tries to upgrade technology and
worker-training levels to increase
productivity. Like Japan, these areas
now also face such problems as
overcrowding, aging populations,
pollution, and lack of cheap labor.
Such concerns, Vogel warns, seri-
ously threaten the future success of
the little dragons.

This well-documented analysis is
recommended as good background
reading for those doing business in
East Asia and anyone looking for
general information about the explo-
sive economic growth in these coun-
tries. Though short and therefore
limited in its coverage, the volume
provides a good introduction to the
economies of Hong Kong, Taiwan,
Singapore, and South Korea, and
contributes much to a greater under-
standing of East Asia by a wider
Western audience. —Greg Jones
Greg Jones is a San Francisco-based
[freelance writer focusing on Pacific Rim
ssues.
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The Agriculture of China

by Xu Guohua and L.J. Peel. Oxford,
UK: Oxford University Press, 1991.
300 pp. $90 hardcover.

Designed to provide basic informa-
tion about China’s farm sector for
agricultural specialists and general
readers eager to learn more about
conditions in rural China, this vol-
ume consists of works by 15 scholars
in China. The project was led by
Professor Xu Guohua of the Beijing
Agricultural Engineering University
and L.J. Peel of University of Read-
ing, both prominent agricultural spe-
cialists in their respective countries.

The primary strength of the book
lies in the editors’
authors capable of providing the
reader with a uniquely Chinese per-
spective on China’s agriculture. Visi-
tors to China and those who study
from afar can learn much from these
scholars and their perceptions of the
strengths and weaknesses of China's
agricultural sector. For example,
nearly a quarter of the book is
occupied by two chapters dealing
with the natural environment (geog-
raphy, weather, soil, and water re-
sources) and the historical and social
background of China’s agricultural
sector. Western scholars, in contrast,
would likely focus on current prob-
lems and place far less emphasis on
geography and history when called
upon to introduce their own agricul-
tural sectors.

Many of the contributors have had
experience in China’s administrative
system, which makes them uniquely
qualified to write about their respec-
tive topics. Professors Chen, Xie, and

selection of

Yao, the authors of the chapter on
“The Rural Economy,” for example,
had access to archives on China’s
urban and peasant incomes in order
to measure inequalities in income
distribution—data not generally
available outside of China. In an-
other chapter, Li Xiaochun, an advi-
sor in the Ministry of Agriculture’s
Bureau of Education, concisely de-
scribes the functioning of China’s
agricultural education, research, and
extension systems—a topic I have
always found somewhat of a mystery,
even after 25 years in the field. The
four remaining chapters in the book
cover ““The Components of Agricul-
ture,” ““The Ten Agricultural Re-
gions of China,” “Infrastructure and
Agricultural Inputs,” and a summary
discussing both current problems
and future prospects facing China’s
agricultural sector.

The Agriculture of China is recom-
mended for first-time
China’s rural areas, as its comprehen-
sive view of the agricultural sector
and three appendices of important
geographical terms and economic
concepts peculiar to China provide
invaluable background material. It
will also be appreciated by specialists
outside China because it identifies
key scholars there and contains inter-
esting tidbits of hard-to-find in-
formation.

Happily, these strengths far out-
weigh the book’s weaknesses, which
include a paucity of references. For
example, the author of the “*Histori-
cal and Social Background™ chapter
noted that “‘some’’ scholars had one
opinion, while others came to a
different conclusion. A source note
in each sentence would allow the
curious to find greater details on the
debate. Another area where improve-
ments could be made is in the
acknowledgement of the vast body of
research being conducted both in-
side and outside of China. Where
appropriate, comments on work
done by other scholars could be
noted in the text and added to the
reference sections to give readers
confidence that the authors were at
least aware of the writings of other
researchers. —Frederick Crook
Frederick Crook is an agricultural
economist specializing on China at the
US Department of Agriculture.

visitors Lo

Coping
with China

by Richard King and Sandra Schatzhy.
Cambridge, MA: Basil Blackwell Inc.,
1991. 174 pp. $29.95 hardcover,
$12.95 softcover.

Drawing from the experiences of
expatriate students, teachers, and
businesspeople, Coping with China
provides a quick and easy introduc-
tion to living and traveling in China.
Though short in length, this book
sketches an accurate picture of con-
temporary China, offering helpful
advice on everything from what to
pack to how to negotiate with Chi-
nese officials. Although the travel
tips are useful, the book’s most
valuable advice is contained in brief
chapters outlining the bare essentials
of Chinese history and culture.

The authors maintain an even-
handed tone throughout the book,
balancing an appreciation for popu-
lar fiction, theater, and philosophy in
China with the less tasteful territory
of spitting, public toilets, and staring.
“Respect, charm, and extreme per-
sistence’ are recommended for deal-
ing with difficult bureaucrats, while
direct confrontation is dismissed as
ineffective. These pearls of advice are
frequently followed by short anec-
dotes reflecting the experiences of
seasoned expatriates.

The text features a good amount of
supplemental information, including
a recommended reading list, maps,
translations of Chinese poetry, and a
dynastic timeline covering 5,000
years of civilization. On the lighter
side are cartoons and a recipe for
spicy peanut (gongbao) chicken. Sub-
ject titles are noted in the margins of
each section and a detailed index
makes this recipe—and other top-
ics—readily accessible.

Easily read in one sitting, this
China primer is one of a 12-part
series offering advice on cultural
adjustment in various countries. The
China volume can help a newcomer
learn from the mistakes of others,
and even includes a crash course in
survival Chinese. ~ —Bart Broome
Bart  Broome was formerly business
manager of The China Business Re-
view and currently works for Kingman
Products, Inc. in San Francisco.
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Pumping Profits Out of

China

Nanjing Goulds took just one year to start showing a return

ew York-based Goulds

Pumps Inc. came to

China with a modest

proposition; it wanted to
invest in a joint venture that would
use basic equipment to manufacture
a standard product. With a limited
transfer of technology and equity,
Goulds established a venture that
relies solely upon domestic inputs to
manufacture a low-cost product com-
petitive in international markets. The
company now has a profitable ven-
ture and a growing presence in
China.

Meeting mutual needs

The 20-year Nanjing Goulds joint
venture was established in 1986 with
capitalization of $3 million. Goulds
Pumps Inc. and Nanjing Deepwell,
one of China’s largest pump produc-
ers, each hold 45 percent of the
project; the remaining 10 percent is
held by the Bank of China. Goulds
contributed $750,000 in equity—
much of which went toward building
the venture's foundry—and design
technology valued at $600,000. Nan-
jing Deepwell, located approximately
35 km from Nanjing, provided the
venture's labor force as well as land
and buildings next to its own facility
in Jiangsu Province's Luhe County.
Nanjing Deepwell has also provided
the venture with a network of domes-
tic suppliers and sales outlets.

Nanjing Goulds produces sub-
mersible and vertical line-shaft tur-
bine pumps and components. In-
tended primarily to draw
underground water for irrigation,

for its investors

Steve Barru

Goulds uses its
influence as an
investor in China to
win contracts to
supply big-ticket,
high-tech products
it manufactures in
the United States.

the pumps, which come in 4-14 inch
sizes, also have industrial applica-
tions in electric power and chemical
plants, cooling systems, and hotel
water-pumping stations. Goulds'’
proprietary closed-end pump design
expends less energy to direct the
upward flow of water than the older,
open-end designs typically used in
China—hence Nanjing Deepwell’s
interest in the joint venture. Al-
though the finished product is fairly
basic, the venture has been classified
high-tech by nature of the trans-
ferred design technology.

Goulds has used its China venture
to accomplish three goals. First, it has
reduced manufacturing costs in the

Steve Barru is an English teacher who
[frequently writes on the experiences of
foreign companies and personnel in
China. Currently based in Nanjing, he
has studied in Beijing and at the Johns
Hopkins-Nanjing University Center for
Chinese and American Studies.

United States by importing low-cost
components from the joint venture
for a Texas facility manufacturing the
same product line. The company also
buys finished pumps from the ven-
ture and sells them in the United
States and other foreign markets to
keep its retail prices down. Finally,
the venture has allowed Goulds to
carve a niche in China's lucrative
pump market.

Cashing in

The joint-venture contract speci-
fies that all of Nanjing Goulds’
exports are to go exclusively to the
US parent, which pays for them in
hard currency at a 25 percent pre-
mium over cost. Goulds then markets
the products through its own inter-
national distribution network and
retains all of the sales income.
Earnings from sales of these compo-
nents and pumps—which now ac-
count for more than 30 percent of
the venture's total sales—represent
the Nanjing venture’s largest and
most important contribution to
Goulds’ balance sheet.

Goulds also uses physical product
in lieu of hard cash to repatriate
profits. When the venture issues
dividends from profits, the US com-
pany’s share is used as a credit against
future purchases. Because Goulds’
purchases have consistently ex-
ceeded its share of profits, the
venture has generated significant
foreign exchange earnings. The for-
eign exchange is converted into
renminbi to help cover operating
costs.
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The remaining 70 percent of Nan-
jing Goulds’ output is marketed in
China, where the pumps are sold for
renminbi though they have been
designated import substitutes. The
venture's well-established reputation
for quality has aided domestic sales,
as have Chinese energy conservation
measures, which encourage indus-
trial users to turn to more energy-
efficient pumps. Initially, domestic
pump sales were handled by Nanjing
Deepwell, but steady sales growth
prompted the venture to begin creat-
ing its own sales force and distribu-
tion network in 1988. The company
currently has 22 sales teams working
throughout China, in addition to
warehousing facilities in Guangzhou
and Shenyang.

The venture’s domestic sales, how-
ever, are not at the heart of Goulds’
strategy to penetrate the China mar-
ket. Rather, Goulds uses its influence
as an investor in China to win
contracts to supply big ticket, high-
tech products it manufactures in the
United States. Goulds’ ability to
provide easily accessible information
about its products and in-country
customer service through the joint
venture have given it an advantage
over many foreign competitors. To
date, the company has won contracts
to supply chemical and petrochemi-
cal producers with stainless steel and
horizontal line-shaft pumps the Chi-
nese currently are not able to manu-

Photos courtesy of Steve Barru
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facture up to international stand-
ards.

Since opening in December 1986,
Nanjing Goulds has been profitable
in all but its first year of operation
and has issued $540,000 in cash
dividends. In 1990 the joint venture
generated $1.87 million in profits
from $13 million in total sales. Last
year's sales, however, were far below
the venture’s expectations, and prof-
its dropped to $750,000, largely as a
result of the summer floods and the
Gulf War. The floods, which inun-
dated Jiangsu and neighboring prov-
inces, crippled sales to the venture's
primary domestic customers. Inter-
national sales to key buyers in Kuwait
and elsewhere in the Saudi peninsula
were curtailed by the Gulf war. In
1992, however, the venture expects
not only to recover the ground lost
last year, but to surpass its 1990 sales
record.

Developing a partnership

Nanjing Goulds’ financial success
has not come easily, given occasional
friction between the foreign and
Chinese partners. For instance, dif-
ferent priorities regarding exports
troubled relations between the
American and Chinese investors
from the outset. With an established
reputation to maintain, Goulds was
willing to purchase only quality prod-
ucts from the venture. Nanjing
Deepwell, on the other hand, was

Nanjing Goulds currently exports around 30 percent of total output.
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eager to earn foreign exchange and
wanted its US partner to buy the
venture’s products in large quantities
regardless of quality.

These conflicting views were not
resolved during the early negotia-
tions; in fact, the English and Chi-
nese versions of the final contract
contained different language regard-
ing exports. Specific information
from the venture’s feasibility study
regarding potential export volume
and foreign exchange earnings were
incorporated into the Chinese-lan-
guage contract as actual quotas for
the US partner’s purchases. Though
Goulds knew the two contract ver-
sions were different, it ignored the
potential for trouble.

The venture began exporting in
small quantities soon after opening,
but quality problems plagued these
first efforts. Several orders were
returned because of poor quality and
the replacement shipments were not
sent in time, with the result that the
venture was fined for late delivery.
This experience eventually convinced
Nanjing Goulds’ Chinese partners
that rushing into international mar-
kets with less than top-quality prod-
ucts did not make good business
sense. By 1988, quality improve-
ments enabled Goulds to purchase
the export amounts requested by its
Chinese partners, and the export
requirements became a non-issue.
The English and Chinese versions of
the joint-venture contract, however,
have never been reconciled.

Other tensions have also troubled
the partnership. The most serious
conflict surfaced in 1989, when
Goulds discovered that Nanjing
Deepwell was manufacturing its own
line of pumps using a design almost
identical to the proprietary one
Goulds had brought to the joint
venture. Though the joint-venture
contract contained a clause stating
that the Goulds technology was for
the sole use of the joint venture, it
did not have more specific language
protecting the US partner’s intellec-
tual property rights. Because the new
pump was slightly modified, Nanjing
Deepwell claimed it had not violated
the contract; Goulds disagreed and
threatened to pull out of the venture.
At this point, the venture's chairman
of the board, a member of the Luhe
County Industrial Bureau, per-
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suaded Nanjing Deepwell to discon-
tinue producing the new pump. The
support of the chairman was key;
without his help the general manager
would probably not have been able to
arrive at any solution, much less one
that avoided public loss of face and
further damage to the already
strained relationship between the
partners.

Adapting to the countryside

Goulds has also seen conflicts arise
as a result of the venture’s location.
Initially, Goulds had negotiated with
a Shanghai manufacturer to set up
the project, but signed on with
Nanjing Deepwell after these talks
dissolved. According to Nanjing
Goulds’ General Manager Ebb
Hinchcliffe, Goulds had little idea of
the problems the Luhe location
would create.

Ironically, the difficulties that
might be expected in a rural locale—
transportation, supplies, and
power—have not proved especially
troublesome. The regional transpor-
tation grid and Nanjing's deepwater
port on the Yangtze River keep the
venture adequately supplied with raw
materials and enable it to get its
products to market. Power shortages
and supply bottlenecks have been
sporadic and short term, with little
impact on the venture’s production.
Furthermore, as the venture’s inputs
do not require a high degree of
technical sophistication, local suppli-
ers have generally been able to meet
quality requirements.

Instead, dealing with local person-
nel has been the most formidable
challenge for Goulds. Nanjing
Deepwell initially had little notion of
international business norms, and
was content to tell Goulds’ negoti-
ators what they wanted to hear; the
Chinese assumed the US company’s
expertise would solve any problems
that might arise later. Goulds, for its
part, had little comprehension of
local conditions. For example,
Goulds took at face value the claim
that Nanjing's ample pool of well-
educated talent could satisfy the
venture's needs for skilled labor.
Unaware of China's residence permit
(hukou) system, Goulds did not know
how difficult it would prove to attract
workers from Nanjing, as the move to
Luhe entailed the loss of the prized

Dealing with local
personnel has
been the most
formidable
challenge for
Goulds.

urban hukou.

In addition, the venture found
little initial support from the Luhe
bureaucracy. County officials, lack-
ing previous experience with foreign-
ers, were determined to protect
narrowly defined local interests. For
example, when the discovery of
Nanjing Deepwell’s competing prod-
uct line first came to light, local
officials sided with the Chinese part-
ner, informing Goulds and the US
commercial consul from Shanghai
that competition was healthy! Since
then, local attitudes have improved
measurably, albeit slowly. The ven-
ture’s ability to provide tangible
financial benefits for all participants
is winning it increasing support from
Chinese partners and officials.

Moreover, since Nanjing Goulds is
now Luhe’s largest enterprise, the
company has developed significant
clout. The venture has easy access to
key officials, and management has
strived to cultivate relationships with
government officials at all levels.
Hinchcliffe, for example, serves on a
committee to encourage foreign in-
vestment in Jiangsu Province,

Upgrading the workforce

Finding the right personnel has
been an ongoing struggle for the
Nanjing Goulds joint venture. Its
initial labor force was poorly trained
and educated in comparison to urban
Chinese workers. Steeped in a tradi-
tional rural value system which
strongly resisted change, these work-
ers found it difficult to innovate or
adapt to new methods. Goulds there-
fore sought to upgrade skill and
performance levels step-by-step,
starting with the managers and work-
ing down.

In order to form a team of Chinese
managers capable of defining and
implementing corporate goals,
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Hinchcliffe, the only expatriate
among the venture’s 485 employees,
works closely with his top staff. Brief,
regular stand-up meetings—a depar-
ture from the hours-long seated
meetings most Chinese managers are
accustomed to—provide an on-going
forum for managers to share experi-
ences and needs. In particular,
Hinchcliffe helps managers to isolate
trouble spots and develop specific
means to remedy them. He stresses
that goals must be stated in a way that
allows achievement to be measured
with objective criteria; ‘“‘working
harder,” for instance, must be de-
fined as increasing output by a
specified amount within a certain
time period.

To undercut the role of patronage
and emphasize the importance of
competence, Hinchcliffe demands
that managers post job vacancies and
consider any qualified, interested
employee who applies for the posi-
tion. To encourage this philosophy,
Hinchcliffe recently began instruct-
ing managers and floor supervisors
in personnel evaluation procedures
to be used to assess each employee's
performance.

Managers who fail to abide by such
criteria may find their tenures cut
short. Hinchcliffe tells of one man-
ager who insisted that the venture
hire one of his relatives, suggesting
that such consideration was his due
as top-level staff. When Hinchcliffe
refused to budge, the manager
threatened to resign. Hinchcliffe
shocked him by promptly accepting
his resignation, setting an important
example to the rest of the staff.
Hinchcliffe has also sought to mini-
mize the impact of favoritism by
insisting that individuals recognized
at the annual “outstanding em-
ployee’” ceremony be selected solely
on the basis of their contributions to
the workplace, rather than their
connections to senior Chinese man-
agement.

Introducing financial incentives

To further motivate managers and
workers, Nanjing Goulds has insti-
tuted a number of financial incen-
tives. In 1987, the company intro-
duced an annual 10 percent profit-
sharing plan which distributes profits
according to a complex formula
determined by each employee’s posi-
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tion and seniority. In 1990,

Hinchcliffe expanded the profit-
sharing scheme in lieu of increasing
basic wages. Now, while the 10
percent distribution remains in place
for profits equal to the previous
year’'s total, any additional increase
in profits is distributed at the rate of
30 percent. Managers who fail to
meet the targets they have devel-
oped, however, receive a reduced
share of the profits.

In addition to the profit-sharing
plan, employees may qualify for
monthly bonuses based on achieve-
ment of measurable productivity
standards. The total salary and bonus
package of Nanjing Goulds staff thus
averages some 40 percent more than
that paid by the Nanjing Deepwell,
although the venture's basic wage
rates are only marginally higher than
those of the Chinese enterprise.

Aside from increasing productiv-
ity, Nanjing Goulds’ financial incen-
tives have also helped the venture
minimize expenses. For example, the

Lo

Workers have
begun to act as
watchdogs for the
venture’s overall
quality control
program, and are
empowered to halt
production when
they see quality
problems arising.

he made the change when it was clear
his bonus was at stake.

The financial incentives have also
helped ensure quality levels. Bonuses
to the venture’s quality control man-
ager are directly linked to his perfor-
mance, while productivity bonuses

-

linkage between the purchasing man-
ager’s bonus and his mandate to
reduce costs led him to investigate a
cheaper—and lead-free—alternative
to the paint used by the venture.
While this manager had previously
ignored Hinchcliffe’s requests to
switch to lead-free paint in order to
meet US health and safety standards,

Nanjing Goulds’ workforce had a hard time adjusting to Western management
techniques, but responded enthusiastically to a shortened work week.

for the rest of the workforce are tied
to overall production. Workers have
therefore begun to act as watchdogs
for the venture’s overall quality
control program, and are empow-
ered to halt production when they
see quality problems arising.

While financial incentives have
clearly improved performance at
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Nanjing Goulds, the need to monitor
and implement both the bonus and
profit-sharing schemes has become
increasingly unwieldy. Hinchcliffe
has therefore formed a task force to
study ways of restructuring the ven-
ture’s compensation package, in the
hope of finding a formula that unifies
the various incentives in a simpler,
more comprehensive package.

In the meantime, he has taken
other steps to improve the quality of
the work environment. Educational
meetings are held on a regular basis
to ensure employees understand the
venture's strict safety regulations.
And in 1989, the work week was
shortened to five days (45 hours), a
reduction from the six-day standard
in most Chinese enterprises. The
result, according to Hinchcliffe, was
an immediate and dramatic improve-
ment in morale and productivity.

Stepping up operations

Nanjing Goulds’ success convinced
the partners to earmark ¥2.5 million
from retained earnings to build a new
machine shop and purchase com-
puter-driven lathing machinery for
the venture. The machine shop,
which came on line last November, is
located adjacent to the foundry and
allows for more efficient handling of
materials than the previous facilities.
By reducing the number of opera-
tions needed to turn rough castings
into finished components, the shop’s
new lathing machinery has increased
capacity five-fold with no change in
the number of employees.

The next challenge facing Nanjing
Goulds is to identify new domestic
markets. Plans to manufacture
pumps made of materials other than
cast iron are already being discussed,
but no final decision has been made
on the new product lines or markets
the venture intends to target. Goulds
is also considering expanding its
China operations beyond the joint
venture, perhaps by opening a repre-
sentative office in Beijing. Moreover,
the company is investigating the
possibility of warehousing replace-
ment parts in China in order to
provide better service to its Chinese
customers. Whether Goulds embarks
on one or more of these projects, the
company will continue to rely on
Nanjing Goulds to provide the entree
to new markets in China.
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@] ﬁ P AlChina Data

US-China Trade, 1986-91

$ billions ($ billions)
20
15
US exports  US imports  US balance
(foh) (cif)

10

1986 3.1 4.8 A7

. 1987 35 6.3 2.8

1988 5.0 8.5 -3.5

0 1989 5.8 12.0 6.2

E 1990 48 15.2 -10.4

1991 6.3 19.0 12,7
-10
-15

1986 1987 1988 1989 1990 1991
O US imports [ US exports B Balance Source: Department of Commerce
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Medical instruments 5.0%

Selected US Exports to China

($ billions)
1990 1991 % Change

Grain 5124 3634 -29.1%
Power generating 859.9 1,058.2 23.1%

machinery
Aviation and 7491 1,082.6 44 5%

aeronautical equipment
Fertilizer 543.8 981.7 80.5%
Chemicals 2725 305.7 12.2%
Cotton yarn and fabric 2809 326.6 16.3%
Medical instruments 226.8 317.6 40.0%
Iron and steel 44.1 106.0 140.4%
Electric machinery 264.1 2774 5.0%
Plastics 165.8 297.1 79.2%
Pulp and paper 141.7 218.0 53.8%
Wood 179.9 168.2 -6.5%

Source: Department of Commerce

Breakdown of 1991 US Exports to China
Grain 5.8%

Power generating

Other 29.5% machinery 16.8%

Aviation &
aeronautical
equipment 17.2%

Cotton and
yarn 5.2%

Chemicals 4.9%
Fertilizer 15.6%

Selected US Imports from China

($ billions)
1990 1991 % Change

Apparel 3,197.1 34348 74
Toys, games, and

sporting goods 2138.7 2,612.8 22.2
Electronics 1,926.0 2,583.0 341
Footwear 1.477.4 2532.0 714
Leather goods 873.9 1,177.1 347
Petroleum 660.9 567.4 -14.1
Power generating

machinery 471.8 662.3 404
Aquatic products 396.2 279.3 -29.5
Plastics 387.2 500.3 29.2
Down and feathers 2333 300.7 28.9
Iron and steel 245.9 282.7 15.0
Chemicals 205.2 234.6 14.3

Source: Department of Commerce

Breakdown of 1991 US Imports from China

Other 28.5% Apparel 18.1%

Toys, games,
& sporting
goods 13.8%
Power generating
equipment 3.5%

Petroleum 3.0%

Leather goods 6.2% Electronics 13.6%

Footwear 13.3%
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Foreign Investment in China, 1986-91

Amount contracted ($ billion )

i Number of contracts (thousands)

I Number

B Amount

1986

1987

1988

1989

1990

Source: Ministry of Foreign Economic Relations and Trade

China’s Output of Major Industrial

and Agricultural Products

Industrial Products

Bicycles (1,000 units)
Cement (MMT)

Chemical fertilizer (MMT)
Chemical fiber (MMT)

Cloth {1 million meters)

Machine-made paper
and paperboard (MMT)

Plate glass
{million standard tons)

Power generation
equipment (1,000 kw)
Steel (MMT)

Televisions sets
(1,000 units)

Agricultural Products

Grain (MMT)

Sugar cane (MMT)
Oil-bearing crops (MMT)
Fruit (MMT)

Cured tobacco (MMT)

Energy Output

Total energy production*
1 million tons of standard
coal equivalent (SEC)

1988 1989 1990 1991
414011 36,4021 31,4085 36,266.2
2101 203.9 2029 2436
17.4 18.6 191 199
13.0 147 16.2 187
18,790.0 17.615.0 17,3550 16,645.0
127 114 114 126
729 83.3 802 85.7
11.093.0 11,697.0 11,430.0 NA
594 61.2 66.0 70.6
25,050.7 27121.0 26,6243 26,221.0

1988 1989 1990 1991
3941 4075 4462 4352
49.0 488 576 66.3
13.2 13.0 16.1 16.4
16.6 183 187 216
23 24 23 29

1988 1989 1990 1991

l 9580 i 1,016 4 l 1,020.2 | 1,028.4 |

MMT = million metric tons

* excludes solar, geothermal, nuclear, and bio-energy production.

Sources: State Statistical Bureau, US Department of Agricuiture
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Number of Amount
contracts contracted
($ billion)
1986 1,498 33
1987 2,233 4.3
1988 5,936 6.2
1989 5,779 6.3
1990 7,273 6.6
1991 12,978 11.9

1991

China’s Foreign Exchange
Reserves, 1990-91
($ billions)

$ billions
42

40 /
38
. /

34
32 ‘
) /

. /
. /7
24

¥ 4
JJASONDJFMAMJJASO
1990 1991

Month/Year

Source: /nternational Monetary Fund
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ICHAM'S CHINA BOOKS

China Commercial Relations Directory

AMCHAM'S

American Foods and Beverages in Hong Kong
[ Food d Beverages

Returning to Hong Kong — A Home Employment
Resource Guide for Graduates of Overseas
Universities

AmCham Members Directory 1991/92

Over 50( ains four major
ncluding a guide 0 American private of
government organizations concerned with US business
| in Asia-Pacitic. Lists 2,425 members

price: HK$1,220/US$169

sechons

)-page book cont

3 over

companies. L

The American Chamber of Commerce
in Hong Kong

Room 1030, Swire House, Chater Road

Central, Hong Kong

Tel: 526 0165 Fax: 810 1289

Thx: 83664 AMCC HX

Mail Address: GPO Box 355, Hong Kong

Address

PRC Business Firms in Hong Kong and Macau

Who's Who in Hong Kong Communlca!lons

I'I..\MI-.‘IHI.-‘

JS$44 (HKS$195/U5$38

for AmCham members)

Hong Kong Electronics Handbook.fDIreclory
—s———— Hong Kong Electronics Handbook/Directory s
s The first introduces
> industry with arty

divided into th
the manutactu

who know it

ng side

* directory of 133 electronics

ORDER FOR

Enclosed is my [ che

ck/bank dr
[ pay by credit card for

Copies of B

Total HK$ — —

Signature
(not valid

Jned)

CHARGE TO MY [ American Exprass [ Vis:
[ Master Card [ Diners Club

Card IssungBank
Card No

Expiry Date —

Hong Kong Connection — Doing Business in
Guangdong Province

HONG KONG BOOKS

Establishing an Dfﬂce in Hong Kong

Living in Hong Kong
The guide tor newcomers lo the
published in 1973. Divided irlto 15 chap!
topics as Living
Legal Informatio
a chapter on the best way I
US$40 (HK$175/U5835

{Quoted prices include local/foverseas postage )

F————e—————

MORE
| INFORMATION |
e —————

I [ Joining AmCham HK I

I [] The AmCham HK Business Briefing Program, I
a service for business visitors interested in doing

I business in Hong Kong, China or Asia-Pacific I

I [] AmCham HK VIP Luncheons/Commitiee Meetings I

I ] AmCham HK Seminars and Conference Programs I

I [J AmCham HK Publications

[] Advertising in AmCham HK publications

-
I
I
I
I
I
|
I
|
I
I
L ——




China Business

Val Huston

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 International 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.

TR v TR I TR | Other
SALES AND INVESTMENT THROUGH
g Hp March 15, 1992 Canadian International Development Agency/Ningxia Hui Autono-

mous Region
ﬂ E :::::‘gg';"r:'::vf:m:.::::rx. reported Will provide loan for agricultural development. $10.55 million.
£l L]

2/92.

Banking and Finance

Advertising and Public Relations

Investments in China Other
Spain/People’s Construction Bank of China
Signed agreement on the borrowing of Spanish government
loans through Spain’s Instituto de Credito Oficial in Beijing. 1/92.

Ogilvy & Mather Worldwide Inc. (US), a subsidiary of WPP Group
PLC (UK)/Shanghai Advertising Corp.
Opened the Ogilvy & Mather Shanghai joint-venture advertising

agency. (US:51% - PAC:49%). 2/92. Dalioh) Katigya Rank Lid. (ligan)

Will upgrade Shanghai representative office to full branch office.

McCann-Erickson Worldwide (US)/Guangming Newspaper Group 1/92
Opened the McCann-Erickson China advertising joint venture, '
which is headquartered in Beijing and has an office in Thai Military Bank and M. Thai Group (Thailand)

Guangzhou. (US51%:- PRC:48%). 2/02, Signed an agreement to establish a commercial bank in

— S — — — Shantou. 1/92,
Agriculture
China’s Investments Abroad

Investments in China
Industrial and Commercial Bank of China/Singapore

Chemical Industrial Joint-Stock Co. (ROK)/Heilongjiang Provin- Will open overseas office in Singapore. 1/92.

cial Agricultural Development and Construction Co. - S I
Signed agreement to establish the Heilongjiang Sanjiang Agricul- Chemicals Petrochemicals and
tural Development Ltd. Co. joint venture which will reclaim : - ’
570,000 mu of wasteland to produce grain and soybeans. ¥227.8 Related Equipment

million. (ROK:50% - PRC:50%). 2/92.

China's Imports

Abbreviations used throughout text: BOC: Bank of China; CAAC: Civil Aviation UBE Industries Ltd. and Toyo Engineering Corp. (Japan)/CTIEC
Administration of China; CAIEC: China National Automotive Import-Export Corp.; Will use government loans to sell synthetic ammonia equipment

CATIC: China National Aero-Technology Import-Export Corp.; CCTV: China Central & 5 ;
Television; CEIEC: China Electronic Import-Export Corp.; CEROILFOODS: China and urea equipment to the Shaanxi Weihe Chemical Plant. $210

National Cereals, Oil, and Foodstuffs Import-Export Corp.; CHINALIGHT: China million. 1/92.
National Light Industrial Products Import-Export Corp.; CHINAPACK: China National
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 Other
International Travel Service, CMC: China National Machinery Import-Export Corp.;
CNCCC: China National Chemical Construction Co.; CNOOC: China National Offshore
Oil 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-Expaort Corp.; MLI: Ministry of Light

Tecnimont, a subsidiary of Ferruzzi-Montedison Group
(Italy)/Guangzhou Ethylene Complex, China Petroleum Interna-
tional Corp., and China National Technical Import-Export Corp.

Industry; MMEI: Ministry of Machinery and Electronics Industry; MOE: Ministry Will build a 130,000 tpy ethylene production plant in Guangdong
of Energy: MOTI: Ministry of Textile Industry; MPT: Ministry of Posts and Province. 1/92.

Telecommunications; NA: Not Available; NDSTIC: National Defense, Science, |

Technology, and Industry Commission; NORINCO: China North Industries Corp.; SEZ Italy/BOC

Special Economic Zone; SINOCHEM: China National Chemicals Import-Export Corp.;
SINOPEC: China National Petrochemical Corp.; SINOTRANS: China National Foreign
Trade Transportation Corp.; SPC: State Planning Commission; UNDP: United Nations
Development Program

Signed agreement to provide loan for Xinjiang's polyethylene
and polypropylene sectors. $45.3 million. 1/92.
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Computers and Computer Software

Investments in China

MKC Co. Ltd. (Japan)
Will build a software development center in Beijing to produce
custom versions of MKC's existing software, including the Algos
distribution management system. 1/92.

Other

3Com Corp. (US)/Qinghua University Science and Technology
Development Corp.
Established a service and repair center to support 3Com'’s net-
working products. 2/92.

China's Investments Abroad

China National Computer Software and Technology Service
Corp. (CS&S)/Sun Prop Institute of Japan
Began operation of the Tokyo-based CSTEC joint venture to de-
velop software for the China market and to organize the import
and export of computer hardware between China and Japan.
$312,000. (Japan:51% - PRC:49%). 2/92.

éonstructi;ri"Materials

Investments in China

PPG Industries (US) and Asahi Glass (Japan)
Will jointly develop a float glass manufacturing plant in Shekou,
Guangdong Province, and are conducting engineering and feasi-
bility studies for a proposed glass plant in Dalian. 1/92.

Consumer Goods

Investments in China

Colgate-Palmolive Co. (US)/Guangzhou Jieyin Daily Use
Chemicals Factory
Established the Colgate Guangzhou Co. joint venture to manu-
facture toothpaste at the local partner’s facility. 2/92.

High Technology International Co. (US)/Anshan Meihua Bicycle
Corp.
Opened the Anshan Sportsman Bicycle Co. joint venture to
produce Sportsman and BMX bicycles. 1/92.

China's Investments Abroad

Shanghai No. 1 TV Factory/North Korea
Established a joint-venture TV production line at the Datongjiang
TV Factory in Pyongyang. 2/92.

Food and Foai_Processing

Investments in China

France Food Industry Co. (HK)/Beijing Cereals Industry Co.
Signed a contract 1o establish the Beijing Grand Mill Co. Ltd.
flour-processing joint venture in Beijing. $7.5 million. (Fra:51% -
PRC:49%). 1/92.

Itoman & Co. (Japan)/Shanghai municipal government
Established the Shanghai Shenteng Livestock and Poultry Co.
joint venture to process chicken for export to Japan. $8.6 million.
(Japan:41% - PRC:59%). 1/92.

Foreign Assistance

Global Environment Facility (World Bank, UNDP, UNEP)
Will provide grants for two environmental protection projects,
one to focus on issues and options in greenhouse-gas emission
control and the other aimed at protecting biological diversity in
China. $3.68 million. 3/92.

World Bank
Will provide loan to support education in 114 remote and poor
counties in the six least developed provinces. $130 million. 3/92.

World Bank
Will provide International Development Association credit for the
Rural Water Supply and Sanitation Project to develop clean
water supplies in Guangxi, Yunnan, Hunan, Gansu, Xinjiang, and
Inner Mongolia. $110 million. 2/92.

Asian Development Bank (ADB)
Will provide technical assistance grant for the monitoring and
protection of arid and semi-arid areas in Shanxi, Shaanxi, and
Inner Mongolia. $500,000. 2/92.

Canada
Will provide concessionary loan and export credits to be used for
energy, transport, and telecommunications projects. $380 mil-
lion. 2/92.

Belgium/ICBC
Will finance up to 85 percent of all contracts signed between Bel-
gian exporters and Chinese buyers. $29.4 million. 2/92.

China's Imports

Spain/Wuhan Iron and Steel Corp.
Will provide mixed loans to sell two 250-tonne converters, a con-
tinous steel rolling line, RH vacuum processing facility, and
equipment for a general automatic control system to the No. 3
Steel Making Plant in Hubei Province. $316.5 million. 3/92.

Stein Atkinson Stordy Ltd. (UK)/Southwest Aluminum
Fabrication Plant
Will sell thermal, heat recovery, and process-control equipment
for an aluminum coating line in Chongqing. $11.2 million. 2/92.

Investments in China

Electric Machinery Co. (Italy)/Haihe Refrigerator Compressor Co.
Will establish a joint venture to produce refrigerator compressors
in Tianjin. 3/92.

Hitachi Power Tool Co. (Japan)/Shanghai Power Tool Plant
Will upgrade the Shanghai Hitachi Power Tool Co. Ltd. joint ven-
ture by transferring technology for 14 products. $875,000. 1/92

Other

Sanyo Electric Co. and Toyota Corp. (Japan)/CMC
Signed agreement to transter rotary-compressor production
equipment and technology to an air conditioner manufacturer in
Shenyang, Liaoning Province. $24.2 million. 1/92.
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China’s Investments Abroad

Fushun Economic and Trade Co. Ltd./No. 1 Automobile Repair
and Spare Parts Co. (Mongolia)

Began construction of a welding rod joint venture in Ulaanbaatar.

1/92.

_Metal_s, Minerals, and ﬁiningﬁ

China's Imports

Bucyrus-Erie Co. (US)/CTIEC
Sold five electric shovels to an opencut coal mine in Inner
Monogolia. $40 million. 1/92.

Komatsu Dresser Co. (Japan-US)/CTIEC
Will sell 50 154-tonne trucks to the Jungar opencast coal mine.
$50 million. 1/92.

Investments in China

Link Hing Metal Co. (HK)/Nanhai Dali Urban Economic
Development Co.
Asian Aluminum Factory joint venture in Guangdong Province
began operations. Estimated annual production capacity is
12,000 tonnes. 1/92.

Other

Bank of Tokyo and seven other Japanese banks (Japan)/China
International Steel Corp.
Will provide loan to the Meishan Iron and Steel Co. for the con-
struction of a steel rolling mill in Jiangsu Province. $34 million
1/92.

Japan
Will provide loan for coal-mine and oilfield exploration. $5.69 bil-
lion. 1/92

_Packaging; PulpTand Eaperi

China’'s Imports

CIC Co. (Canada)/CTIEC
Will use government loan to sell bleached pulp and oftset-paper
equipment to the Shaowu Pulp Mill in Fujian Province. $30 mil-
lion. 1/92

' T’etrt?eum, Natural GE, and
Related Equipment

Investments in China

ARCO (US) and Kuwait Foreign Petroleum Exploration
Co./CNOOC
Will jointly develop a natural-gas drilling project to be used for
electricity generation. The project will include an underwater
pipeline connecting the Yacheng 13-1 gas field south of Hainan
and Hong Kong. $1.2 billion. (US:34.3% - Kuwait:14.7% -
PRC:51%). 3/92.

Lubricating Specialties Co. (US)/Daqing General Petrochemical
Works and Xiangzhou District Petroleum Co.
Began construction of the Puging Lubricating Specialties Co.
joint venture to process crude oil into high-grade lubrication oil
products in Zhuhai. $10 million. 2/92.

Pharmaceuticals

Investments in China

Ivax Corp. (US)/Kunming Pharmaceutical Factory
Signed agreement to establish the Kunming Ivax Pharmaceutical
Co. Ltd. joint venture to produce six kinds of lvax-patented medi-
cine. $8 million. (US:51% - PRC:49%). 3/92

- Pomr Plgﬂtsr

China’s Imports

GEC-Alsthom (France)
Will use concessionary loan to sell equipment for the construc-
tion of a thermal power plant in Dalate, Inner Mongolia. $31 mil-
lion. 2/92.

Investments in China

New World Development Co. (HK)/Guangzhou Economic
Construction Development Co.
Established the Zhujiang Power Corp. joint venture to construct
and manage the Guangzhou Zhujiang Thermal Power Plant.
$369 million. (HK:50% - PRC:50%). 2/92.

Other

Asian Development Bank (ADB)
Will provide technical assistance grant for an energy/electricity
demand and supply analysis. $600,000. 1/92.

7Propérty Management and Development'

Investments in China

V-mark Resources Ltd. (HK)/Real Estate Co. of Tianjin
Began construction on the Tianjin Cris Real Estate Investment
Development Co. Ltd. joint venture. $18 million. 3/92,

NA (Japan)/Nantong County, Jiangsu Province
Signed a 70-year land lease for 80,000 sq m near Langshan.
$3.64 million. 3/92.

Taikong Finance and Investment Ltd. (Japan)/Putian City
Signed a 10-year land lease for 15 sq km on Meizhou Bay,
Fujian Province. $500 million. 1/92.

Pacific Concord Holdings (HK)
Opened the 16,000 sq ft Concord Department Store in Beijing.
1/92.

_Ships and S-I;ipping

China's Imports

Mitsui & Co. and Hitachi Zosen Corp. (Japan)/China Ocean
Shipping Co.
Will sell three container vessels, each capable of carrying 3,800
20-TEU containers. $350.2 million. 2/92.
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Investments in China

Lucky Goldstar Co. and Ace Co. (ROK)/Cangzhou Chemical Ma-
chinery plant
Began production of 20-TEU containers at the Hebei Jile Ace In-
ternational Container Co. joint venture. $25 million. (ROK:25% -
PRC:75%). 2/92.

Schierack Beteiligungs KG (Germany)/Zhonghua and Jiangnan
Shipyards
Shanghai Edward Shipbuilding Co. joint venture began construc-
tion of 15,000 cu m liquefied- petroleum vessels. $12.5 million
1/92.

Other

Huayang Co. (HK) and Taiwan and Singapore investors/People’s
Construction Bank
Will develop the port of Meizhou to strengthen Taiwan-PRC
trade. $129.8 million. 3/92.

Telecommunications

China’s Imports
Ascom Hasler Corp. (Switzerland)
Will use mixed loans to sell 80,000 programme-controlled tele-
phones to Nanchang City, Jiangxi Province. $19.8 million. 2/92

Hughes Aircraft, a subsidiary of General Motors Corp. (US)/MPT

Will provide advanced telecommunications equipment for a satel-

lite-control ground station in Beijing and a monitoring station in
Tibet. 1/92.

Other

AT&T (US) and KDD (Japan)/MPT
Opened the Sino-US-Japanese high-speed digital special satel-
lite network, which will support voice, data, and video applica-
tions. 2/92.

Textiles

Investments in China

Shiyuan Co. Ltd. (HK)/Shanghai Baoshan Down Garment Factory
and Baoshan Industrial Import-Export Co.
Established the Shanghai Baoyuan Garment Co. Ltd. joint ven-
ture to produce down garments. 1/92.

Transportation

China's Imports

N.V. Fokker (Netherlands)/China Eastern Airlines
Will sell seven Fokker 100 aircraft with Rolls-Royce PLC en-
gines. $250 million, 2/92.

Other

Noy Engineering (ltaly)/Construction Bank of China
Will use loan and export credits to sell equipment and technol-
ogy to a tire-cord manufacturing plant in Hainan Province. $10
million loan. $41.6 million export credits. 2/92.

Miscellaneous

Russia/China
Signed economic and trade agreement. 3/92

C. Itoh Co. (Japan)/Beijing
Received approval to establish a wholly owned trading subsid-
iary in Shanghai. 2/92.

Cuba/China
Signed a trade agreement for Cuba to exchange nickel, sugar,
citrus, and medical products for food, medicines, and spare
machinery parts from China. 2/92

ROK/Shanghai
Shanghai Foreign Economic Relations and Trade Commission
will open a trade office in Seoul. 2/92.

POSITIONS OFFERED

SENIOR EXECUTIVE

New industrial US/Taiwan joint-ven-
ture seeks experienced general man-
ager with degree; multi-lingual. Ex-
cellent salary & benefits/future.
Confidential, must: resume /salary to
CHINA DESK: Randall Howard &
Associates, Inc., 5353 Flowering
Peach Dr., Memphis, TN 38115.

POSITIONS WANTED

IVY-LEAGUE TRADE BANKER
with imp/exp & Mandarin lang bckgd.
Lived/studied in PRC, ROC. Reloc to
Asia desired. Call 212/420-0516.

Fl, MBA 7/92; Certi. grads study in
IE; BS in engr 7/84; 3+ yrs exp in
manuf & State admin in China; 2 yrs
resrch asst. in univ & sml firms in US;
will reloc. Lv msg 410/467-9155.

CLASSIFIED AD RATES

US$10/line with 36 characters per
line, including all spaces & punctua-
tion. Submit only typewritten ads and
send with payment 6 weeks before
issue date to:

Classified Advertising

1818 N Street, NW

Suite 500

Washington, DC 20036 USA
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Address

1818 N Street, NW, Suite 500
Washington, DC 20036 USA
Telephone: (202) 429-0340

Fax: (202) 775-2476

Telex: 64517 NCusCTUW

BEIJING OFFICE

Director for China Operations: JoHN FRISBIE
CITIC Building, Suite 22C.
Telephone: 5002255, ext. 2263, 2266
Cable: USCHINTRAD

Fax: (861) 512-5854

EMBASSY
Ambassador: |. StapLeToN Roy
Deputy Chief of Mission: Lyx~ B, Pascor
Agricultural Counselor: Epwin A, BAUER
Commercial Counselor: TiIMOTHY P2 STRATFORD
Commercial Ofhcers: ALICE DAVENPORT, JOHN
MUEHLKE, JR., STEVE HENDRYX, MATT BRrazIL,
DAVID SCHNEIDER
Economic Counselor: STEVEN A, SCHLAIKJER
3 Xiushui Bei Jie
Jianguomenwai, Beijing
Telephone: (861) 5b32-3831
Telex: 22701 AMEMB CN
Fax: (861) 532-3178
CHENGDU CONSULATE GENERAL
Consul General: MArRsHALL P Apair
Economic/Commercial Officer: JouN BRENNAN
Jimjiang Hotel
180 Renmin Road
Chengdu, Sichuan
Telephone: (8628) 582-222
Telex: 60128 AcGeH N
Fax: (8628) 583-520
H83-792

GUANGZHOU CONSULATE GENERAL

Consul General: DENNIS HARTER

Deputy Principal Officer/Economic Section
Chief: Joun J. Tracik, JR.

Agricultural Officer: Painie AL Snun

Commercial Officers: JONATHAN MaRKS, DENNY
BARNES

Economic Officers: LEE A, BRUDVIG, SHIRLEY
LoNG

Dongfang Hotel

Telephone: (8620) B88-8911

Telex: 44439 GzpFH CN
Atn: USA Consulate

Fax: (8620) 886-2341

SHANGHAI CONSULATE GENERAL

Consul General: FRANK P WARDLAW

Political /Economic Section Chief: Joun |.
NORRIS, JR.

Commercial Officers: Davin MurpHY,
ROSEMARY GALLANT, VIVIAN STEPHENSON

1469 Huaihai Zhong Lu

Telephone: (8621) 433-6880

Telex: 33383 vuscc oN

Fax: (8621) 433-4122

433-1576

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE GENERAL
Consul General: Morton |. Hovsrook, 11
Commercial Officer: SHARON BEERMAN

No. 40, Lane 4, Section 5

Sanjing St, Heping District

Shenyang, Liaoning

Telephone: (8624) 290-000

Telex: 80011 amcs €N

Fax: (8624) 290-074

HONG KONG CONSULATE GENERAL

Consul General: RiCHARD WiLLIAMS

Deputy Principal Officer: Davip G. BRown

Agricultural Officer: PHiLLIP C. HOLLOWAY

Commercial Othicers: THOMAS LEE BoaMm,
WiLLiam BREKKE, HENRY RICHMOND

Economic Section Chief: Giisert |. DONAHUE

26 Garden Rd.

Telephone: (852) 523-9011

Telex: 63141 vspoc HX

Fax: (852) B45-1598

EMBASSY

Ambassador: ZHU QIZHEN

Minister Counselor for Commercial Affairs:
WaNG TIANMING

2300 Connecticut Avenue, N.W.

Washington, DC 20008

Commercial: (202) 328-2520 through 2527

Visas: (202) 328-2517

Telex: 440038 rrc U1

Commercial: 440673 prec UL

CHICAGO CONSULATE GENERAL

Consul General: DENG CHAOCONG

104 S. Michigan Avenue, Suite 1200

Chicago, 11 60603

Administration: (312) 346-0287

Visas and Consular Affairs: (312) 346-0288

HOUSTON CONSULATE GENERAL
Consul General: ZHU QIUSHENG
Commercial Consul: LUO JIZHONG

3417 Montrose Blvd.

Houston, TX 77006

Commercial: (713) 524-4064

Visas: (713) 524-4311

Telex: 762173 CHINCONSUL HOU

Fax: (713) 524-7656

LOS ANGELES CONSULATE GENERAL
Consul General: MA YUzZHEN

501 Shatto Place, Suite 300

Los Angeles, CA 90020

Administration: (213) 380-3105

Visas: (213) 380-2506 & 2507

Fax: (213) 380-1961

NEW YORK CONSULATE GENERAL
Consul General: WENG FupEl
Commercial Consul: SHI JINGXIN

520 12th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 330-7409

Telex: 429134 ccony

Fax: (212) 502-0248

SAN FRANCISCO CONSULATE GENERAL
Consul General: ZHAO X1xIN
Commercial Consul: Lu ZUWEN

1450 Laguna Street

San Francisco, CA 94115

Commercial: (415) 563-4858

Visas: (415) 563—-4857

Telex: 4970121 cos¥
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You've got China with American Express.

From Guangzhou to Harbin. From Shanghai
to Urumgqi. The American Express® Card is
accepted in more than 130 cities all over the
country. Now consider the other privileges
our Cardmembers and customers enjoy.

Emergency Check Cashing

Should you need emergency cash, just bring
your personal check and the Card to
designated branches of the Bank of China,
the CITIC Industrial Bank or the Bank of
Communications all over the country. Your
checks will be cashed on the spot.

Travelers Cheques

You can cash American Express Travelers
Cheques at most hotels and branches of the
above three banks too. If they are lost or
stolen, you can claim a refund at most of
their branches. And with our Worldwide

Refund Delivery Service, we can arrange to
have your refund* delivered to where you
are staying. Just phone the American
Express Regional Refund Center in Hong
Kong (Tel: 852-8859331).

Travel Services

In cooperation with China International
Travel Services (CITS) Beijing Head Office,
we can arrange bookings of the best tours,
hotels and airline tickets for you. Our exclusive
Worldwide Customer Care Service is also
available at our Beijing Office, White Swan
Hotel in Guanghou and the CITS branch
offices in Shanghai, Xian, Guilin and
Chengdu to provide on-the-spot travel
related services.

Beijing Office
Qur friendly staff will help you with travel

information, reporting of lost Cards and
Travelers Cheques, emergency Card
replacement and even a client’s mail service.
These are some of the many services that
support the American Express promise that
‘Membership Has Its Privileges . You will
find us at Shop L115D, West Wing, China
World Tower, China World Trade Center,
Beijing. Or call 5052639.

* Except war zones and disaster areas.

Pevamene] TRAVEL
seness RELATED
SERVICES

An American Express company

The American Express Card is welcomed in over 130 cities. The include Beijing, Chongging, Dalian, Fuzhou, Guangzhou, Guilin, Hangzhou,
Kunming, Nanjing, Shanghai, Shenzhen, Suzhou, Tianjin, Wuhan, Wuxi, Xian, Yangzhou and Zhuhai.



