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/ O Removing the Rose-Colored Lenses Theres litile question that
China's current investment environment is making foreign investors take a
long, hard look
Kimberly Stlver

14 Joining the World’s Truding Club with China's WTO membership in
sight, US firms may want to redesign their game plans in China
Richard Brecher and Catherine Gelb

=2 2 Standard Fare ~ew stndards and inspection requirements are raising the

bar for exporters to China, as well as foreign investors
lain K. McDaniels and Meredith Gavin Singer

> O i ; ;
e @ Shlpplng 0U|’ Who vou send to manage a China venture is an integral
part of any investment plan
Sheila Melvin aned Kirsten Svlvester

New Mining and Mineral Resources Developments

< O Providing the Parts

depends on the availability of high-quality, competitively priced raw materials

Patrick L. Heniafee

China's suceess in meeting its industrial targets

< O Striking Pay Dirt
China’s amended Mineral Resources Law
Lucille A, Berale

Increased foreign investment will likely result from
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Trends & Issues

I'he National People's Congress
wrap-up: mid-size manufacturers go
global; and the stamp frenzy in

Hong Kong.

O  Letter from the President
Ihe latest round of fieny
congressional attacks on China

lacks common sense
3 O China Data

3 & Commentary
I'he clock is ticking in Hong Kong.
hut businesses don't expect major
surprises on July 1.
Pamela Baldinger

5 2 Council Activities

The China Operations 97
conference takes place in Beijing:
the board of directors inaugurates

the Shanghat office’s opening

—

5 5 China Business
O O Classified Ads
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The new face of Betjing

Paul Lamb
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NATIONAL PEOPLE’S CONGRESS SUPPORTS

ECONOMIC REFORMS, STRENGTHENS RULE OF LAW

I'he March mecting of China's National
People’s Congress (NPC) ended with sur-
prisingly strong statements by the Chi-
nese leadership in support of continued
ceonomic retorm. as well as a tew devel-
opments indirectly related o foreign in-
vestment, Continuing a trend noticeable
in recent years, legislators seemed willing
to air independent views and differ with
the central leadership on a number of is-
sues by abstaining or casting negative
voles on certain work reports

FFor T'(II'L'i‘:n INVeSLOrs, One N )l{'\\(!l']]l_\
move was the elevation of Chongqing.
Sichuan Provinee’s most populous city, to
municipal status, the same rank accorded
Bedjing. shanghai, and Tianjin, The new
status gives Chongging officials the au-
thority o offer 1ax concessions 1o in
vestors and approve large-scale foreign
INVesIMents

Forcign anvestors also should be en
couraged by NPC Stnding Committee
Chairman Qiao Shi's call for the enact-
ment of aosvstem of kew Presumably,
Quio meant that Party officials should he
more accountible for their actions. The
passitge of anamended, though far-from
perfect, Criminal Law also should help
credte such a system

Premier Li Peng's kevnote, 39-page
government work report revealed the
leadership’s preoccupation with reform
of China’s State-owned enterprises
(SOEs). The longest section of Li's report
dealt with SOE reform through central
policies that

government promoite

ceonomies ol scale and commercial com

petition. The report endorsed the bank-
ruptey system tor smaller SOEs and advo-
cated management changes and mergers
and ACquiIsiions as ways o put pressure
on larger SOEs. Li pledged that 110 cities
would conduct experiments this vear to
accelerate SOE restructuring—almost
double the number last vear. Li also
promised that reserve funds for uncol-
lectible accounts of merged and bankrupt
SOEs would be increased. Li noted that
more government attention will be de-
voted to China's township and village en-
terprises. with the goal of strengthening
supervision of the financial expenditures
ol these enterprises.

Ihough they shed hode Tight on the ex-
tent o which Beijing will encourage for-
cign imvestment or which specific indus-
trics will be trgeted tor greater foreign
investment in the months ahead, the
work reports of Lic Minister of Finance
Liu Zhongli, and State Planning Comimis-
sion Chairman Chen Jinhua all under
scored the need for Illlll‘hﬂl SCrutmy Ol
proposcd foreign mvestment projects. Li
stressed the need o “direct” foreign in
vestment into such pPriority sedtors as
agriculture and infrastructure. while Chen
tor

noted the importance of "managing
cign mvestment by directing investors to
wird high-tech industries and agriculture,
and channeling investiment funds o the
central and western regions of China, Li
also emphasized China must boost ex-
ports and strengthen s ax enforcement
of |'(:I'&'i;_'n-iﬂ\vslt‘d t‘HIL‘I‘p]‘iH(‘\— -4 Preox

cupation echoed in Liv's work report.

In an cffort o bring about judicial re-
form and strengthen the foundation of
the Chinua, the NPC
amended the Criminal Law. With 452 arti-
cles, compared o 260 articles in the pre-

rule ol law in

vious law, the amended Taw details many
new crimes—including improper ex-
changing of inside or false information
on securities, and nanipulation of securi-
ties prices. The law, however, also ex-
cmpts police from responsibility for caus-
ing death or injury in the course of duty.

“Counter I‘('\Eﬂllll(lﬂ;ll"\‘ CTINCS Were
removed from the criminal code as part
of the ongoing cffort o distance China's
political and legal system from the arb
trariness of the Cultural Revolution. The
change appears o open the door o fu-
re |).II'L!')I]\ for some ot those convicted
ol counter-revolutionary activities during
the  Tiananmen 1989
Nonetheless, the immediate effect of the

ncident  of

change is likely to be minimal, since dis-
sidents can be prosecuted instead under
new statutes that criminalize “endanger
INg State security.

Perhaps reflecting dissatisfaction with
government elfforts 1o fight crime and
corruption. NPC legislators barely ap
proved reports by the Supreme People's
Court and Supreme People’s Procura-
torate. More than 40 percent of the 2,720
delegates withheld support for the annual
report of the procurator general and one
third abstained from or opposed the re
port of the supreme court,

fadi Levine Kamis

MORE MID-SIZE
MANUFACTURERS GO GLOBAL

The results of the seventh annual
Grant Thornton survey ol American
manufacturers, released o 1996, reveal
that more mid-size manufacturers (com
panies that are not subsidiaries of other
corporations. have annual sales be-
tween S0 million-5300 million, and are
categorized under standard Industrial
Classihication codes 20-39) are deriving
more of their revenue from exports. Ac
cording 1o the Grant Thornton report,

n The China Business Review / 1/

S0 percent of all Us mid-size manufac
turers have boosted their exports since
1994, and more than twice as many ex
porters currently carn at least 20 percent
ol their total revenues from foreign
siles, compared with 1994, Factors con-
tributing 1o this export surge include
better _'.-,:iu[\.ll distribution channels (cited
by 4+ percent of respondents). the man-
ufacturers” beliel that they now produce
improved products that appeal o e

national consumers (34 percent), and
stitfer competition on the home front

(27 percent).

Jrine 1907

STAMPED OuUT

In late March, thousands lined up for
hours in front of Hong Kong's main post
office hoping 1o purchase the last issue of
stamps bearing the hkeness of Queen
Elizabeth 11
complete sets for HRSTLO00 (S1.419)

Demand for the new

which were sold only in
ISSUC Was SO
areat that many people began pushing
and jostling inan atempt to make their
way into the line, One elderly philatelist
died while waiting in line, apparently af-
ter having suttered a heart atack



BRISK BUSINESS IN HONG KONG

Hong Kong's upcoming transfer to
PRC sovereignty appears to matter little
to those looking to set up operations
in the territory. Last year, the number
of new Hong Kong firms registering to
do business rose 51 percent over the
1995 level, according to figures com-
piled by Hong Kong's Registrar of
Companies.

Foreign firms, which account for
one percent of all companies regis-
tered in Hong Kong, are continuing

in Hong Kong in 1996 rose 14 per-
cent, compared to the 1995 figure.
Many of these are selecting Hong
Kong as the site for their regional
headquarters, according to a recent
study conducted by Hong Kong’s In-
dustry Department. The United States
appears to be leading the way, with a
total of 188 US firms registering their
regional headquarters in Hong Kong
as of June 1996, followed by Japan
(122), Great Britain (90), and China

to flock to the territory. The number  (85).
of foreign companies setting up shop

MORE WEBSITES OF INTEREST

Those on a job hunt or looking to hire can post resumes and job listings at no
charge on Bevond Asia's World Wide Web site, http://www.beyondasia.com. The
website's job page is also an excellent link to other Asia-related job sites

http://www.cbw.com China Business World, sponsored by ASM Overseas Corp.,
lists an abundance of information useful 1o anyone scheduling a trip to China. The

—Tali Levine Kamis

website has an on-line hotel reservation service and directory listing hotels by city,
province. and ranking, as well as current internal and international flight schedules
Businesspeople undoubtedly will also find helpful the extensive listing of 1997 trade
shows in China.

gopher://198.80.36.82/11s/current/news/geog/ea The US Information Agency's
website, a compilation of current press briefings on an assortment of topics related to
East Asia is the place to go for those in need of the Administration’s official line on
key issues in US-China policy.

http://ffas.usda.gov/cgi-bin/bico_cntr.pl This website, maintained by the US De-
partment of Agriculture’s Foreign Agricultural Service, provides statistics on US exports
and imports for numerous agricultural commaodities over the past five years. Searches
can be conducted by commaodity. country, or specific regional groupings, such as the
Association of Southeast Asian Nations (ASEAN) and the Asia Pacific Economic Coop-
eration (APEC) forum.

http://www.census.gov/ftp/ pub/foreign-trade/www/ The Census Bureau web-
site offers current and past trade statistics (imports, exports, and balance of trade) for
US trading partners. The website also includes special reports on trade-related issues.

http://www.ita.doc.gov/industry/otea/state/state&re.html This website, com-
piled by the Department of Commerce's International Trade Administration, enables
browsers to search for figures on specific state exports to different US trading partners.
Data is available on total state exports and exports by sector for the last three years,

http://www.aweto.com/china/ An excellent hub o over 500 China-related web-
sites, this website has links to international and Chinese newspapers, political and eco-
nomic websites, and immigration and employment websites. It also offers links to sites
focusing on demographics in China.

http://www.freepress.com/yz/beijing/ The Beijing Page website offers an abun-
dance of information on Beijing, including various sites for tourism, local entertain-
ment, and Beijing research institutes and government agencies. The website also pro-
vides a map of downtown Beijing

http://www.uschina.org/cbr Last but not least, 7he China Business Review's new
website is a “must visit” for those with Internet access but temporarily without the
magazine. Current and past issues, along with other US-China Business Council publi-
cations, can be ordered from the site. New readers can also download subscription
forms, and find out about advertising in 7he CBR.

—Tuali Levine Kamis
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Common
ense on

Kobert A. /\:"/’/’ M FN
©
Why the assault fOI' ‘ 1 I I a

on MEN
will not succeed

¢ are told that the controversy over the continuation of normal, Most Favored Na-

tion/No Special Treatment (MFN/NST) trade relations between the United States and

its fourth-largest trade partner in 1997, China, is no longer about business or trade or

economics. Instead, the anti-MFN forces assert, the battle over US tariffs on Chinese
goods is a conflict of moral absolutes.

A new coalition of American domestic political forces, from both ends of the political spectrum,
has aimed its artillery at Us-China trade and economic relations this spring, and at those who defend
the baseline of civility in US-China relations overall. This assault portrays US trade policy toward
China, and the upcoming vote on MFN/NST in particular, as a titanic battle of Good against Evil. In
this newly declared war for the soul of the nation, our adversaries argue that American business
views have no claim to legitimacy, no “standing,” as the Beltway jargon goes, because business is
“Beijing’s best lobbyist.” Since these firms' interests are |H'|Ill:l|'1i}' commercial, not ]'L'il)_‘.il)—l\()“'lh al, US
policymakers and legislators should dismiss familiar points about job creation, wealth creation, and
US competitiveness, and instead remake US trade policy according to the new agenda, conveniently
designed and delivered by the anti-MFN/NST cavalcade. Moreover, since the political parameters of
this year's MEN/NST debate have already been decisively redrawn with the “old” economic/commer-
cial claims already destined for the dustbin of history, MEN/NST has no future in the spring of 1997,
With MFN/NST doomed, the inevitable, all-out confrontation between China and the United States
can begin in carnest.

This analysis is mistaken. Thoughtful American legislators and government leaders will ponder not
only the domestic political implications of China policy choices, but the predictable consequences of
the actions they are called upon to take. It is on this crucial point that American policy toward China
must and, in the end, will be made. On MFN, at the end of the day, good politics and common

sense will be in tune.

Basic ComMmmMoN SENSE  Does closing the door, shutting the blinds, and hanging out
the “Not At Home” sign for the globe's most populous nation—a fluid and rapidly changing soci-

n The China Business Review



ety whose pell-mell modernization is 1o-
day creating a global arrangement that
the United States has never known be-
fore—increase America’s power o com-
pel rapid and basic change within
China? It does not. US-China relations
require more than a “Do Not Disturb”
sign.

Is there a higher virtue in telling
China to “get lost.” if the predictable re-
sult will be to entrench or deepen the
very practices that many Americans find
repellent? No.

EcoNOMIC
COMMON SENSE,
PartT 1

Closing US markets to Chinese goods
would close Chinese markets to US
goods., MEN/NST is provided for in a US-
China commercial agreement, in place
since 1980, While US law (written in 1974
to compel the then-USSR to permit the
emigration of oppressed religious minor-
ity members, and thus inappropriate to
China, whose immigrants the United
States struggles to limit) leaves MFN/NST
for China liable 1o cancellation every
year, but it must be remembered that this
is a two-way street.

To those who would thus close down
tivo-teay US-China trade, we reply, “You
tell that to the manufacturing workers,
the service sector employees, the trans-
portation workers, the retail employees,
and the consumers of economically
priced Chinese imports all over the
United States who will bear the costs of

vour decisions,”

EcoNOMIC
COMMON SENSE,
PartT I1

Shutting down US-China trade simply
hands current and future American eco-
nomic opportunities in the world’s most
populous nation Cand rapidly growing
cconomy) to America’s competitors in
Japan, Europe, and Asia, With precious
few exceptions, the United States is not
the sole supplier of the industrial and
agricultural products China needs. Threat-
ening annually to cripple US-China trade
and economic relations already has a
chilling. trade-diverting impact on our
ability to maximize benefits to the United
States. Carrying through on the threat

(9]

would merely deliver our advantages
all-too-willing third-country rivals,

COMMON SENSE
ON “ENGAGEMENT"”

With regard to the much ballyhooed “fail-
ure” of the US policy of engagement after
SIX or seven years, we asks “Please name
a government that suddenly changed its
deeply rooted patterns of non-economic
behavior under threat of foreign eco-
nomic attack.”

Do structural problems—social, eco-
nomic, or political—get solved suddenly,
anvwhere? Have we in the United States
managed suddenly to cut the Gordian
knot on the welfare morass, the federal
budget deficit, campaign finance, the nar-
cotics plague, inequality of opportunity,
the problems of public education, and a
host of other chronic dilemmas? Would
we promptly “solve” these problems if
one of our major trade partners ordered
us to do so, on pain of cconomic war-
fare? Of course we would not. Expecting

otherwise of China is self-deception.

COMMON SENSE ON
BUSINESS ADVOCACY

Does American business lack standing to
advocate in favor of expanded US-China
cconomic and commercial ties and stable
overall US-China relations because it pur-
sues commercial goals? No: just the oppo-
site is true.

Precisely becase American firms sell
so much to China, invest so heavily in
production there. generate economic
benefits on both sides of the Pacific, and
provide the essential adhesive that holds
overall US-China relations together, our
views on US China policy issues should
be listened to carefully. The charge that
we lose legitimacy on questions of US
trade policy toward China because we
trade with China is a bizarre departure

from simple common sense.

COMMON SENSE
ON VALUES,
PartT 1

Some say that values, not economics, are
the defining issue in the MFN/NST debate

this year, As the Council's 1996 report, [S

Corporate Practices in China, and other

<'li|\-\ (‘Il\ti["l

INVESTMENT (BVE LIMITED Caraming STRATEGIC ADVANTAGE In CHiNa

Knowing the art of
strategy (%) will
assure you of success
time and time again

Through our comprehensive
range of services
China Concept Investment
is committed to delivering results

to our clients in China

Industry Information
Market Strategy

Public Affairs

For further information on how
we can add value to your
China operation contact us in:
Hong Kong
Tel: (852) 2501 6577
Fax: (R52) 2810 6764
Beijing
Tel: (86 10) 6505 1306

Fax: (8610) 65035 4385

London
Tel: (44 171) 253 4590
Fax: (44 171) 251 2593

Email info@chinaconcept.com

Hong Kong « Beijing *+ Guangzhou « Shanghai « London
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SOME SAY THAT VALUES, NOT ECONOMICS, ARE THE DEFINING ISSUE IN THE

MFN/NST DEBATE THIS YEAR. CLEARLY, THOUGH, US FIRMS PLAY A

SOCIALLY CONSTRUCTIVE ROLE IN THE GIGANTIC

TRANSFORMATION THAT CHINA, OF ITS OWN CHOICE, IS UNDERTAKING.

studies have made clear, US firms play a
socially constructive role in the gigantic
transformation that China, of its own
choice, is pursuing. US companies’ efforts
are practical and wide-ranging, and con-
tribute meaningfully to real change in
China. Opportunities for US corporate
support of progressive and laudable so-
cial programs in China are increasingly
widespread. Have MFN/NST's bitter foes

contributed as positively?

COMMON SENSE
ON VALUES,
PartT 11

On the question of fidelity to conscience
and faith, now depicted in some quarters
as the kev to US tariffs on Chinese im-
ported products, we are not in the busi-
ness of prescribing specific views or
moral litmus tests. We are confident that
Americans share a broad ethical consen-
sus that, in defining our nation, leaves
room for diverse, personally held beliefs.
US tariffs on Chinese-made goods strike
us as a question of trade and economic
policy, not religio-political imperative.

We have noted, however, that a broad-

based coalition of evangelical Christian
Mission organizations, in a press release
in late March of this year, stated in part:

However well-intentioned such politi-
cal activism may be, a public Christ-
ian stance against MFN status for
China is not in the interest of the
church in China, and it will seriously
hamper the efforts of Christians from
aulside China who bave spent years
seeking to establish an effective Christ-
ian witness among the Chinese peo-
ple . Whether or not renewed efforts to
overturn China's MEN status suc-
ceed...the anti-China rbetoric that s
already accompanying the present
MEN campaign will bave serious nega-

tive consequences for the family of

God in China....Christians considering
a public stance against MEN for China
must ask whether their methods match
their intended objective. If their goal is
the public bumiliation of the Chinese
government and the further deteriora-
tion of relations between China and
the United States, then a confronta-
tional approach is the best choice....

Automotive information resources from vh[E ¥ 42 [

CHINA BUSINESS UPDATE

v CBU-Auto, eight-page monthly newsletter distributed worldwide

v CBU-Autostats, eight-page monthly statistical report

v’ CBU Directory of Chinese Vehicle, Component & Parts Manufacturers
v China’s Development Plan for Key Automotive Parts 1996-2000

v’ China’s Automotive Policies, Laws and Regulations

v China’s Long-Term Development Strategies for Auto Related Industries

To order these publications indispensable for vour China operations. please contact:

China Business Update, P.O. Box 1368, Amherst, MA 01004-1368, U.S. A
Tel (413) 253-5477 Fax (413) 253-2775
In China please contact:

CBU Automotive Resources, CATIC Plaza, Suite 1005, 18 Beichendonglu, Chaoyang
District, Beijing 100101 Tel. (010) 6494 1450 Fax (010) 6494 1451

or visit our Website at http://www.cbuauto.com
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COMMON SENSE

ON GREATER CHINA

We note further that Martin Lee, whose
stature as leader of the majority Democ-
rats in the current Hong Kong Legislative
Council and whose powerful advocacy of
political freedoms in Hong Kong have
justly earned him widespread respect and
admiration across the US political spec-
trum, has spoken out forcefully in sup-
port of continued US MFN/NST-based
trade policy, in the direct and immediate
interest of the people of Hong Kong. We
noted as well, in The Wall Street Journal
during the annual MEN/NST debate last
spring, the strong affirmation of support
for normal US-China trade by one of Tai-
wan's most influential and highly placed
commercial diplomats,

COMMON SENSE
ON THE MERITS

Has the field of debate over the mainte-
nance of normal US-China commercial
and economic relations been redrawn as
fundamentally as is claimed in the barrage
of anti-MFN/NST media releases? No.
MFN/NST is not a gift to China—we re-
ceive MEN/NST from China, too. Nor is it
“most favored” anything—of all the na-
tions of the world, only Afghanistan,
Cambodia, Cuba, Laos, North Korea, and
Serbia-Montenegro lack MEN/NST trade
with the United States. MEN/NST is, how-
ever, the basic policy prerequisite for US-
China progress, both in and beyond the
trade arena. MEN/NST should be vigor-
ously supported by a conscientious and
committed Administration and Congress.
We believe that MEN/NST merits that sup-
port, and that the United States and China
should bé¢ prepared to move effectively
toward longer-term and more stable com-
mercial relations, either in late 1997 or
early the following vear, 5



Need to learn more about China’s

Economic-Technological Development Zones (ETDZ)?
Participate in the
China Association of Development Zones’s (CADZ)

1997 Economic-Technological Development Zone Mission to:
Beijing Guangzhon Chongqing Wuban Xian

The purpose of the mission is to introduce your company to attractive investment opportunities in China.
Modern infrastructure, sophistication in working with foreign companies, proximity to large population centers,
and preferential financial terms are characteristics of these ETDZ. CADZ was established by the State Council to

promote investment in China’s ETDZ under the Special Economic Zone Office of the State Council,

The 1997 Economic-Technological Development Zone Mission will depart Hong Kong, Sunday, September 7, 1997 and
officially conclude in Beijing, Saturday, September 20. Participation will be limited to 15 North American com-
panies (one executive per company). This will enable each executive to have maximum exposure to exploring the

various investment opportunities in each ETDZ.
The Sponsors of the 1997 Economic-Technological Development Zone Mission

Joining CADZ in sponsoring the Mission are the ETDZ of Beijing, Guangzhou, Chongqing, Wuhan and Xian.
The low cost of US$2,975 for participating in the 1997 Economic-Technological Development Zone Mission has been
made possible by the sponsors. It covers the cost of domestic air travel and ground transportation within China,

single-person accommodations at four-star hotels, and meals while in China.

NORTHWEST Under a special arrangement with NORTHWEST AIRLINES, the Official
AJTRLINES Airline of the Mission, discount airfares for the international flights to and

from China are being offered to the 1997 Economic-Technological Development

Zone Mission participants.

FOR MORE INFORMATION, CONTACT WITHOUT OBLIGATION:

DONALD VOLLMER, PRESIDENT
BeiJiING DEvELOPMENT AREA (USA), INcC.
Washington Mutual Tower, Suite 2850
1201 Third Avenue Seattle, WA, 98101 USA
Tel: (206) 621-6570 Fax: (206) 621-6571
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the Rose-Colored
| enses

Kimberly Silver

/ ’
A [OZ[g Jer mere three years ago, the lure of the China market had reached new heights among for-
b v R eign investors. Giddy at the thought of tapping into the world's largest group of nascent
USITESS consumers and participating in the PRC's massive infrastructure development plans,

, multinational companies nearly tripped over one another in their quest to establish a
6)7”"17’0??”26721‘ presence in China.
From 1992-94, contracted investment—the value of all foreign investment contracts signed—rose
may z_(;‘a]‘]‘(ﬂz[ 50 percent, while utilized foreign direct investment (FDD—foreign funds actually invested in a given
- yvear—doubled. But the pace began to slow in 1995, when both contracted and utilized FDI rose
C[oser SC"Z-IJZ}“’ Of only ;l})(.)lll 10 percent over 1994 levels. In l‘)‘)(a‘.lhv number c_lI' contracts ;l‘ml the amount of con-
b tracted investment declined to pre-1993 levels. The amount of contracted investment dropped by
/ ; 11171 ; nearly one quarter over 1995 levels, while the number of contracts signed plummeted by one third
China investment [ P
l = To some China watchers, the FDI trends of the last two years are nothing more than a natural
[) ans evolution, reflecting the maturing of China's economy and the end of a feverish investment cycle.
For other observers, though, the latest FDI statistics suggest that foreign investor interest in China is
waning—Iargely as a direct result of policy changes taken by Beijing. The true reasons behind the
observed slowdown probably lie somewhere in between these two views, though a few more vears
of similar figures would perhaps confirm a distinct downturn in investor interest.

NATIONAL TREATMENT AND NATIONALISM

For much of the past two decades, Beijing has taken a number of steps to woo foreign investors,
Since the inauguration of the Special Economic Zones (SEZs) in 1979, foreign investors have been
granted special preferences on many fronts. In exchange for transferring technology, capital, and
management expertise to investments in the SEZs, foreign businesspeople have been able to take
advantage of a system of tax benefits and other forms of preferential treatment. To date, the “special”
areas offering benefits to foreign investors have multiplied to include 5 SEZs, 13 “free trade zones”
(FTZs), 14 “open” coastal cities, and 32 national-level “economic and technological development
zones” (EDTZs) (see The CBR, May-June 1995, p.10). Inducements vary among these types of zones,
but most offer income tax breaks of roughly half the national rate of 33 percent and reductions or
exemptions in import duties. The rapid proliferation of multinational companies with plants in these
zones seemed to indicate that such inducements offset, at least partially, the uncertainties of invest-
ing in a relatively untested market.

But there is no question that in the last few years the gatekeepers of China's economy have be-
come more selective. Some central-level leaders are particularly concerned that the post-1979 eco-
nomic gains have not come without costs to China'’s domestic industries. And, as the PRC economy
has matured unevenly, many interior regions remain far behind the affluent coastal provinces. A re-
cent study by the Chinese Academy of Social Sciences showed that average wages in east China are

Kimberly Silver is assistant director nearly 40 percent higher than those in the central and western regions, and that foreign investment
of business advisory services levels in the eastern provinces are up to 100 times greater than the levels in inland provinces.

in the US-China Business Coungcil's With the losses of the State-owned sector t"ﬂ‘:l':l[ill}i I|||‘n|¢ihnul the L‘;ll'l_\ 1990s, reac llillg ¥53 bil-

Washington, DC. office lion ($6.4 billion) in 1990, and estimates of tens of millions of redundant workers in State industries,
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China’s leaders no doubt feel compelled
to take action on behalf of domestic in-
dustry. The rallying cry of late has been
“national treatment” for domestic compa-
nies—the belief that no Chinese com-
pany should be treated worse than a for-
cign company in China. Foreign
companies consider such an interpreta-
tion of national treatment ironic, since
they have long sought to be treated no
worse than their Chinese counterparts.

In many ways, China’s playing field re-
mains tilted to the advantage of domestic
firms, which enjoy priority access to low-
interest loans, raw materials, and other
State subsidies. Nonetheless, PRC industry
leaders, company executives, and even
government ministers have complained
about the disadvantaged state of Chinese
firms vis-a-vis foreign-invested enterprises
(FIEs). Renewed nationalism—fueled by a
sense of unity derived from the Taiwan
crisis of 1996 and a sense of destiny in-
stilled by the impending return of Hong
Kong—encouraged China’s leadership to
take further steps in 1996 to protect do-
mestic industries. Toward that end, the
government has rescinded some of the
tax incentives that formerly enticed for-
eign companies to invest in China.

DWINDLING
INVESTOR PRIVILEGES
Several factors likely lurk behind the
drop in contracted foreign investment last
year. While reservations among foreign
firms about China's overall investment
environment almost certainly played a
role, at least some of the decrease can be
attributed to Beijing's efforts in the mid-
1990s to reduce speculative and “false”
investment—Chinese enterprise funds
funneled through foreign shell companies
to take advantage of the privileges avail-

able to foreign companies in China, But
the sharp drop also indicates serious un-
derlying problems that should serve as a
warning to Beijing that foreign investors
are becoming increasingly reluctant to
put their money in China. Not only does
the lack of transparency in the policy-
making process continue to confound
foreign companies trying to make long-
term investment decisions, but a number
of recently enacted policies have been
adverse 1o foreign interests outright.

Gone, at least on paper, are some im-
portant preferences once extended to for-
eign investors. For example, the 1996
cuts in the value-added tax rebate for ex-
ports from 17 to 9 percent has deterred
the formation of new export-processing
ventures, the preferred form of much
Hong Kong and other Asian investment
in China. More controversial was Beijing's
withdrawal of the privilege enjoyed by
FIEs to import capital equipment tax- and
duty-free. Presumably designed to boost
tax revenues for the woefully depleted
government coffers, the policy declared
that ventures formed after April 1, 1990,
would be required to pay taxes and tar-
iffs on all imported equipment. The an-
nouncement prompted a mad dash to
beat the signing deadline for contract ap-
proval. (The grace period for contracts
signed between October 1, 1995-April 1,
1996, was recently extended to Decem-
ber 31, 1997, allowing tax- and duty-free
import of capital equipment for projects
under $30 million.)

Central officials have stressed, however,
that future tariff reductions will offset the
increased costs incurred by the recent
withdrawal of preferential policies. For the
remainder of 1996 and into 1997, though,
investors have been cautious, apparently
waiting to observe the full impact of the

TaBLE 1

FOREIGN AND US DIRECT INVESTMENT IN CHINA

199596 ToTAL
Torar FDI 1995 1996 PERCENT CHANGE 1979-96
No. of contracts 37,011 24,556 -34% 282 344
;nu:unl uu‘nlmv.'lu!_l\' Elln_:n) - ;_’)‘: 73,276 =207 - ;(a__"i.’
Amount utilized® ($ million) 37,521 11,276 10¢ 177,331
US DIRECT INVESTMENT
No. of contracts 3.474 2,517 - 28% 22,239
;lllﬂ._lr;l L_lll"'lll".-!( ted (8 million) 7471 h_‘TIhi N - 7% 35,185
;n :;l :mll'lni' ($ million) 3,083 ﬂ?ﬁ_- B 12¢ 14,099
I_H ;h—.m- of contracted investment 8.2 o ‘)71“7 —_ 7.5%

Jigit Maoyi Niangian, 199596 and 199697

SOURCE: Ministry of Foreign Trade and Economic Cooperation (MOFTEC), Zhongguo Duitcai

NOTE: Includes utilized investment in material processing, compensation trade, and leasing

arrangements

To some China walchers,
the latest FDI statistics suggest that
[oreign investor interest in

China is waning.

new policy on existing ventures before
committing new funds to China. Accord-
ing to estimates by foreign business ana-
lysts, investment costs rose roughly 30
percent as a result of the capital equip-
ment policy change (see The CBR, July-Au-
gust 1996, p.32). Thus, while contracted
investment during the first quarter of 1996
jumped to $27.4 billion, an increase of
nearly 90 percent over the first quarter of
1995, by year's end the pace had fallen off
dramatically. Contracted investment in
1996 reached only $73 billion,

Chinese policymakers recently have
signaled that other financial incentives for
foreign investors will also gradually be
withdrawn. Likely first to go, perhaps as
soon as 2000, will be the special income
tax breaks under which FIEs pay no in-
come tax for their first two profitable
years and pay only half the standard rate
for the next three vears (the liang mian
san fian policy). Tax benefits offered by
the SEZs also are likely to be phased out
over the next decade. The State Council's
Office for Special Economic Zones main-
tains that the strengthening of the zones’
legal structure and other investment safe-
guards will offset the loss of financial and
tax concessions, but the short-term eco-
nomic impact on foreign investors in the
zones should not be discounted.
WarLLs, MORE WALLS

Al the same time that foreign investors
have seen many of their privileges disap-
pear, they have seen new barriers appear.
In 1995, Beijing issued the Catalogue
Guiding Foreign Investment in Industry,
which delineated sectors in which foreign
investment was encouraged, restricted, or
prohibited. “Encouraged” sectors are nu-
merous and include agriculture, trans-
portation equipment, and various types of
machinery. “Restricted” and “prohibited”
industries cover many services and utili-
ties, as well as low-technology electronics
industries. The catalogue prohibits wholly
foreign-owned businesses in many sec-
tors, and implies that approval and tax
benefits for joint ventures in “restricted”
sectors might be difficult to obtain. Cer-
tain sectors such as telecommunications

AND
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services are declared officially out-of-
bounds for foreign companies. These and
subsequent limitations have caused some
foreign companies with ambitious invest-
ment plans to scale back their commit-
ments or reconsider their China plans.

Since the catalogue was issued, Bei-
jing has taken a more subtle approach
when erecting new barriers. Rather than
make blanket announcements such as
those contained in the 1995 catalogue,
Beijing has issued, often only internally,
sporadic industry-specific directives.
Amid growing concern that FIEs have
been winning unacceptably large mar-
ket share, reaping profits at the expense
of Chinese firms and eroding the viabil-
ity of Chinese products, a few sectors
that were listed as “encouraged” or “re-
stricted” in the 1995 catalogue appear to
have become “restricted” or “prohib-
ited,” respectively. A revised catalogue
reportedly will be released this year.

Officials also have begun using direct
administrative measures 1o limit foreign
competitiveness. For example, national
guidelines established early in 1997 set
limits on the market share that foreign
firms will be allowed to claim in the beer
and machinery sectors. In the beer indus-
try, draft regulations were sent to the
State Council that would limit the produc-
tion of foreign and joint-venture brew-
eries in China as a way (o preserve mar-
ket share for domestic brands.

Several bureaucracies appear to be
seeking ways to curtail the alleged inva-
sion of foreign brands in consumer prod-
ucts, pharmaceuticals, and video games.
Such regulations would seem to be the
result of a debate among Chinese leaders
on the competitiveness of domestic in-
dustry that began in mid-1996, when the

domestic press was flooded with articles
on the importance of promoting Chinese
brand names and limiting market access
for foreign brands. For example, the State
Council recently announced a support
package for the domestic photographic
film company China Lucky Film Corp
The package reportedly includes tariff re-
ductions for imported inputs, streamlined
inspection and Customs clearances, and
State loans. In addition, new tariffs on
beer, crude oil, photographic film, and
video-cassette recorders (VCRs) are
scheduled to take effect July 1 in a move
government officials admit is aimed at
protecting domestic industries.

A number of industrial policy direc-
tives, while not in the public domain, al-
ready appear to be in place at the local
level, most notably in the machinery sec-
tor, in ways that may contravene World
Trade Organization (WTO) principles (see
p.14). For example, the Ministry of Ma-
chine Industry (MMI) apparently has
drafted an internal list of 77 companies
that are to remain entirely Chinese-held.
Equity caps on foreign participation in
joint ventures also have been put into ef-
fect for such sectors as building materials
and houschold appliances, as well as for
specific Chinese companies seeking joint-
veniure parners.

MMI also is implementing a plan de-
signed to step up control over imported
machinery and electronics products in an
attempt 1o reinvigorate the domestic in-
dustry. The plan would place about two
dozen types of machinery products not
previously subject to restrictions—includ-
ing refrigerator compressors, central air
conditioning units, and forklift trucks—
under quota and license management.
The measures would also strengthen the

TABLE 2

FOREIGN DIRECT INVESTMENT IN CHINA BY SOURCE COUNTRY OR REGION, 1996

(AMOUNT CONTRACTED IN $ MILLIONS)

Taiwan

Japan

=0

Others
38%

»

Hong Kong & Macao
390

SOURCE: Ministry of Foreign Trade and Economic Cooperation
NOTE: * Includes investments made through Hong Kong subsidiaries of foreign firms
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ministry’s control over FIEs that import,
in particular, equipment for small power
plants and other facilities.

Not only is protectionism increasing,
but the burdens on FIEs only seem to be
getting heavier. Since Beijing began im-
plementing policies to overhaul the social
insurance system, labor costs for all em-
ployers in China have mounted. Foreign
and domestic firms are now required to
pay into five mandatory funds: pension,
medical, accident and disability, mater-
nity, and unemployment insurance (see
The CBR, January-February 1996, p.8). In
addition, most localities are establishing
low-income housing funds to which en-
terprises must contribute even if they al-
ready provide housing to their workers.
Along with the funds mandated by the
1995 Labor Law, welfare funds, out of
which various subsidies are paid to em-
ployees, have long been required of
companies. The additional expense per
employee of these mandatory contribu-
tions ranges from 20 percent to as much
as 97 percent of an employee’s cash
compensation, depending on the munici-
pality. While the contribution require-
ments apply to both foreign and domes-
tic firms, reports suggest that they are
applied far more rigorously to FIEs.

MoORE

In addition to the series of non-tariff
barriers that have been quietly erected
over the last year, others are reportedly in
the works. Various ministries are known

BARRIERS TO COME

to be crafting, behind closed doors, in-
dustrial policies. Using these sector-spe-
cific policies—much as Tokyo did in the
1960s and 1970s—Beijing hopes to make
the designated sectors more competitive
by consolidating companies into industrial
conglomerates, improving research and
development capabilities, and developing
greater economies of scale. Beijing's first
experiment with this policy ol was the
1994 Automotive Industrial Policy, which
put into place rigorous approval
processes and stratified tax and tariff ben-
cfits to encourage technology transfer, lo-
calization, and high export volumes,
Foreign investors in all sectors tend o
be uneasy about China's use of industrial
policies, since elements from published
industrial policies often filter into other
sectors. For example, component local-
ization schedules, a key element of the
automotive policy, have become a re-
quired facet of foreign-funded machinery
and clectronics project approvals. Indus-
trial policies for machinery, electronics,
construction, and water resources indus-
tries are reportedly close to approval by
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the State Council. Telecommunications
and residential housing policies are also
in the planning stages.

Whether or not the pending industrial
policies will conform to WTO standards
continues to be the subject of intense de-
bate. Only when the policies are pub-
lished, however, can they be addressed
in WTO negotiations—even though for-
cign firms actively pursuing ventures in
these sectors report that they have al-
ready run into limitations on their invest-
ments. In the meantime, Beijing's reluc-
tance to either publish or renounce the
legislation leaves investors in the lurch.

LIBERALIZATION —
IN FITS AND STARTS

Despite what appear to be mounting
disincentives to foreign investment in the
PRC. some market liberalization steps—
though with strings attached—boosted
the spirits of the foreign investment com-
munity in 1996. The December 1 an-
nouncement that the renminbi (RMB)
was fully convertible on the current ac-
count brought China into compliance
with Article 8 of the International Mone-
tary Fund (IMF)'s Articles of Agreement—
four years ahead of schedule. Nonethe-
less, each foreign firm still must undergo
an annual audit by the State Administra-
tion of Foreign Exchange (SAFE), which
evaluates the extent to which the FIE has
met its contractual obligations, Morcover,
SAFE places a limit on the number of ac-
counts an FIE can hold as well as restric-
tions on the amount of foreign exchange
a company can hold before requiring that
it be converted into RMB

In October, Beijing began permitting
the formation of joint-venture trading
companies in Shanghai and Shenzhen,
addressing what had been a perennial
complaint about foreign firms’ limited
ability to participate in China's trading
and distribution sectors. The require-
ments, however, place such high de-
mands on revenue turnover and trade
volume for both the Chinese and foreign
partner that the pool of qualified appli-
cants is likely to remain small

On the banking front, the spate of gov-
ernment approvals last year for foreign
banks 1o open offices in China could of-
fer forcign investors somewhat greater fi-
nancing options and may enable other
foreign banks in the future to offer a
wider range of services in line with their
domestic counterparts. In a separate de-
velopment, eight foreign banks were ap-
proved in early 1997 to engage in RMB
business in Shanghai’s Pudong New Area
on an experimental basis. The strings at-

tached to this liberalization, however, are
that RMB loans cannot exceed 35 percent
of foreign exchange loans, and loan and
deposit rates must adhere to limits set by
the People’s Bank of China.

Also earlier this year, Beijing granted
approval to the first Sino-foreign insur-
ance company, Zhong Hong Life, a joint
venture between the Hong Kong sub-
sidiary of Canada’s Manulife Financial
and China Trust and Investment Corp.
The company's business scope includes
life and medical insurance and pension
management, Other foreign insurers op-
erating in China, such as American Inter-
national Group, Inc. and Tokio Fire &
Marine Insurance Co., are only permitted
to sell life insurance.

Officials have recently said that Beijing
will ease up on the longstanding insis-
tence that FIEs specify in their contracts a
commitment O export a certain portion
of their output, typically in direct propor-
tion to their equity share. In an effort to
shift foreign investment westward, Beijing
also recently boosted the authority of
provincial officials in interior regions to
approve projects valued up to $30 mil-

lion. In conjunction with the city of

Chongging’s new status as a municipality
under the central government, a move
approved at the March National People’s
Congress, the city recently promulgated a
set of investment incentives, including a
10-yvear tax holiday after the first prof-
itable year for foreign-invested enter-
prises with terms of 10 or more years.
Nonetheless, it remains unclear whether
other cities in the interior will issue their
own incentive packages. Last, but not
least, Beijing reportedly has committed in
WTO negotiations to grant trading rights
to all Chinese enterprises within three
years of accession. Though the move
represents a step forward, foreign in-
vestors still hope that foreign enterprises

Renewed nationalism
encouraged China s leadership to
lake further steps in 1996 to

protect domestic industries.

will be included in the trading rights lib-
eralization once the protocol is finalized.

WHAT NEXT?

The wheels of business will not stand
still for China; foreign investors must con-
tinue to make decisions about commit-
ting new or additional funds to the China
market. It is very likely that the number
of contracts signed in 1997 will be the
lowest in several vears (though utilized
investment levels are still likely to be
high, as investors in grandfathered pro-
jects race to import capital equipment be-
fore their exemptions expire). If China is
no longer the global darling of foreign in-
vestors, though, Beijing must recognize
the consequences of enacting policies
that contravene the letter—and spirit—of
free trade. Given the deterioration of the
investment environment over the past
two years, largely the result of deliberate
actions taken by the government, Beijing
should not be surprised by subdued in-
terest on the part of multinationals re-
garding investment in China. Some of the
steps Beijing has taken toward WTO en-
try may force China to ease up on invest-
ment controls, which would bring about
a gradual improvement in the investment
climate. For now, though, every foreign
investor needs to keep a close eye on re-
cent developments and weigh their im-
pact on the foreign company’s long-term
goals in China. L
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omning

the World:
~ Trading Club

C[OSW tO tbe m Richard Brecher and Catherine Gelb

US Compaﬁzes hina has I ng H(-.‘rll'\.’,hl membership iln lhf‘ World Trade Organization (WTO), one of ll.w k..“

global organizations it has yet to join. The news that came out of the March 6 meetings in

Geneva of the WTO Working Party, the panel of WTO members responsible for drafting

China’s accession protocol, rekindled hopes on both sides that a WTO accession deal for

t/ . (1/ . China could be struck by the end of the vear. At this point, though more than half of the protocol is
verr Gotna complete, many substantial differences need to be resolved.

, The WTO and its predecessor, the General Agreement on Tariffs and Trade (GATT), have estab-

Slfﬂlégt&\‘ lished rules and mechanisms intended to support a liberalized international trading system. China

' was an original signatory to the GATT in 1947 but the Nationalist government on Taiwan withdrew

need lo rethink

from the organization in 1949. Over the last decade and a half, China's economy has become one of
the world's largest and is now well-integrated into the global economy. China, now the world's
tenth-largest trading nation and the United States™ fourth-largest trading partner, attracts nearly $50
billion in foreign direct investment each year, second only to the United States. Yet the PRC remains
outside the GATT/WTO club, despite more than a decade of sporadic negotiation—and despite Bei-
jing's renewed push to join once the WTO came into existence on January 1, 1995 (see The CBR,
March-April 1995).

So, after years of little progress. global news organizations made sure to report the March WTO
accession talks as a “breakthrough,” in which Beijing conceded to extend full trading rights to all
Chinese companies within three years of accession. Subsequent reports, though, began to focus on
the many details important to US political and commercial interests that have yet to be worked out,
from the transitional steps along the road to full compliance and sticky market access issues—such
as full trading rights for foreign companies—to the liberalization of services.

Soon after the conclusion of the March talks, United States Trade Representative (USTR) Charlene
Barshefsky acknowledged the complexity of the remaining tasks. “We have seen some new progress
during the WTO talks this week with regard to China’s commitment to meaningful market reforms,
particularly in the area of trading rights, which are critical to addressing our market access concerns.
In our December 1994 ‘roadmap’ and the Geneva talks, we have established the critical end points
for China’s WTO accession...China must in wrn provide the specifics as to how the end points will
be achieved.” After years of on-again, off-again negotiations, China’s accession to the WTO may be
inevitable, but will not happen overnight.

Nonetheless, there are signs that the talks on China's WTO accession have taken on a new level
of intensity; all sides seem to be preparing themselves for the end-game negotiations that must deal
with many politically as well as commercially sensitive issues. US-China bilateral talks on market ac-
cess issues are scheduled to take place over the next three months, while the multilateral Working
Party is tentatively scheduled to reconvene in Geneva in late May.

While no one knows exactly when China will accede to the WTO, many analysts and government
officials agree PRC accession is likely 1o take place within the next year or two. This is not to say,

Richand Brecher is vice president of the however, that the PRC has a clear or easy path in the months ahead. It remains uncertain, for exam-
US-China Business Council. Catherine ple, whether the current political firestorm in Washington generated by the expanding allegations of
Gelb is assistant editor of 7he CBI improper Asian donations to American political campaigns will slow the momentum. If Beijing per-
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ceives that the Clinton Administration is
disinterested in pushing forward on an
affirmative China policy, including grant-
ing China permanent Most Favored Na-
tion (MFN) status in conjunction with its
accession to the WTO, then China’s will-
ingness to undertake painful but essential
economic reforms may erode.

MEMBERSHIP
HAS ITS OBLIGATIONS

For foreign firms with current or
planned business operations in China,
China’s accession to the WTO means a
number of changes and liberalizations in
the PRC trade and investment regime.
Indeed, no matter how the final acces-
sion package turns out, China’s admis-
sion will alter the fundamental calculus
that underlies foreign company deci-
sions about operating in the PRC. For-
cign companies currently operating in
China, for example, face high tariffs, a
host of non-tarift barriers, and restric-
tions on trading activities, all of which
are likely to be scaled back and elimi-
nated under a new, WTO-compatible
trade regime. To date, these restrictions
have played a large role in shaping for-
eign business strategies in China. In the
face of prohibitively high PRC import
duties on their products, for example,
many foreign firms have resorted to di-
rect investment projects as a way to gain
access to the otherwise protected China
market.

But WTO membership entails a full
range of commitments from countries
seeking accession to remove such barri-
ers to trade. The agreements under the
GATT and the WTO seek to reduce, sub-
ject to certain phase-in periods, overall
tariff levels and eliminate completely the
use of non-tariff barriers to trade, includ-
ing quotas, import licenses, and unwar-
ranted inspection requirements. The
Uruguay Round of the GATT, concluded
in late 1994, laid out requirements for tar-
iff reductions for both developed and de-
veloping countries. The Uruguay Round
also attempted to reduce uncertainty
about future tariff levels by increasing the
number of products subject to “bound”
tariff rates, or rates that cannot be ad-
justed above a designated level without
compensating affected parties.

In addition to tariff reductions, the
WTO makes specific provisions for agri-
cultural trade, sanitary and phytosanitary
standards for imports, Trade-Related In-
vestment Measures (TRIMs), textiles and
clothing trade, anti-dumping measures,
Customs valuation, preshipment inspec-
tion, rules of origin, import licensing

procedures, subsidies and countervailing
duties, and safeguards against import
surges. Separate agreements to which all
members must agree include the Trade-
Related Aspects of Intellectual Property
(TRIPs), the General Agreement on
Trade in Services (GATS), and dispute
settlement and trade policy agreements.
Several voluntary agreements address
such areas as trade in information tech-
nology. telecommunications, civil air-
craft, dairy products, bovine meat prod-
ucts, and government procurement
policies (see p.16).

Soon after China accedes, many of the
country's trade barriers will have to be
dismantled, exposing both domestic and
foreign firms in China to stiffer competi-
tion. Some foreign firms with operations
in China may need to rethink their invest-
ment strategies as the business climate
changes. Companies with expanding op-
erations that benefit from China's rela-
tively protected market will have to
adapt, like PRC domestic companies, to
reduced import tariffs and other non-tarift
measures. Stronger protection of intellec-
tual property rights (IPR), as mandated
by the WTO's TRIPs agreement, may em-
bolden foreign companies to increase in-
vestment in high technology ventures.
Moreover, the WTO TRIMs agreement
does not permit countries 1o require for-
eign companies to include, as a condition
of investment, specific levels of local con-
tent. China, which maintains effective lo-
cal content requirements in such sectors
as the automotive industry, presumably
will have to eliminate these requirements.
And though TRIMs does not explicitly
prohibit export targets, the agreement
does not allow governments to restrict
imports based on the volume or value of
exports, or on a company’s foreign ex-
change earnings. Once the Chinese re-
move these restrictions, foreign manufac-
rers in a range of sectors could have a
greater incentive to invest in China with
the aim of selling to the domestic market.

THE WTO,
COMPANIES

CHINA,
AND US

As the outcome of China's accession
hid will have a significant impact on for-
cign businesses operating in China, US
companies are paying close attention to
the negotiations. In a December 1996 Us-
China Business Council survey of some
50 member companies with stakes in
China, US firms identified a range of
WTO-related concerns. The survey also
found that US companies generally agree
that it is essential to bring China into the
WTO in the near term with a protocol

e L

China s entry info

the WT0 will alter the
[fundamental calculus that
underlies foreign

company decisions about

operating in the PRC.

that maintains the integrity of the WTO
system, while avoiding damage to China’s
own development objectives.

The Council survey looked at various
WTO agreements, targeting several issues
that are priorities for US companies from
all sectors. Respondents indicated that one
of the most troublesome issues for foreign
companies is the absence of legal and reg-
ulatory transparency in China. Foreign
companies operating in China currently
navigate an opaque system of laws and
regulations, abrupt and seemingly arbi-
trary policy shifts that complicate business
planning, and relatively limited ways to
challenge or appeal administrative deci-
sions. While transparency has improved
somewhat at the national level, local gov-
ernments continue to play by the old
rules, issuing and following internal
(neibu) regulations. In many cases, the
PRC also does not distinguish clearly
among formal laws passed by the National
People’s Congress, regulations originating
within government ministries, and policies
issued by central government ministries,
commissions, or agencies. Though such
policies—including export and other pro-
duction requirements and caps on foreign
equity—do not necessarily have the force
of law, local government offices may deny
approval to foreign-invested enterprise
(FIE) projects considered incompatible
with these edicts.

The WTO's transparency commit-
ments require member countries to pub-
lish all regulations and laws, and pro-
vide mechanisms for notification of, and
public comment on, all new laws and
regulations before they take effect. Al-
though the draft of China’s WTO proto-
col of accession makes it clear that
China will be obligated to apply trans-
parency requirements at the national
and sub-national levels, respondents to
the Council's survey agreed, almost
unanimously, that China’s protocol of
accession should include the shortest
phase-in periods possible for the WTO
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agreements relating 1o transparency. As
of March 1997, China has agreed to

e Enforce only those laws, regulations
and other trade-related measures that are
published;

e Provide advance notice of all such
laws, regulations, and measures in an of-
ficial journal (the Ministry of Foreign
Trade and Economic Cooperation
IMOFTEC]'s MOFTEC Gazette) and pro-
vide a period of public comment prior to
implementation; and

e Establish a central inquiry point for in-

THE WTO AT A GLANCE

Though foreign companies may differ

over what they consider the most impor-
tant World Trade Organization (WTO)
obligations for their China business,
China will have to abide by all of the
agreements below, subject to certain
phase-in periods. The agreements ad-
dress not only trade in goods and ser-
vices, but also trade in agricultural goods
and textiles, and a range of non-tariff bar-
riers. Generally, the agreements are de-
signed to improve transparency and mini-
mize protectionism in the trade policies
of WTO member countries:
B The Uruguay Round agreement of
the General Agreement on Tariffs and
Trade (GATT), the predecessor agree-
ment to the WTO, mandates that devel-
oped country tariffs are to be reduced by
an average of 40 percent, lowering the
trade-weighted average tariff 1o 3.7 per-
cent by 1999. Additional agreements ad-
dress various categories of products, For
instance, many of the major industrialized
countries have agreed to tariff harmoniza-
tion for selected chemicals and “zero-for-
zero” tariff commitments that would re-
duce to zero tariffs on certain products in
pharmaceuticals, construction equipment,
steel, distilled spirits, furniture, medical
equipment, farm machinery, beer, toys,
and paper. Developing countries’ tariff
rates on industrial products are to be cut
30 percent to a 6.3 percent weighted tar-
iff rate by 1999, unless otherwise speci-
fied in the country’s schedule.

The Uruguay Round also attempted to
reduce the amount of uncertainty sur-
rounding future tariff levels by increasing
the number of products subject to
“bound” tariff rates, or rates that cannot
be adjusted above the designated level
without compensating affected parties.
For developed countries, nearly all im-
ports (99 percent) enter under bound
rates, while for developing countries, 61

formation about the measures, and re-
quire a response to all inquiries within
30 days or, in some cases, 45 days,

US and other foreign companies have
long noted that the ability to learn of
and comment on commercial policies
would significantly improve the overall
business climate and reduce the oppor-
tunities for corruption. The absence of
such notification mechanisms makes
routine business planning nearly impos-
sible, For example, China’s confusing
implementation of the value-added tax

percent of imports by import value (73
percent of tariff lines) enter at bound
rates.

B The Most Favored Nation (MFN)
clause, found in Article 1 of the original
GATT, establishes the principle of national
treatment. Members are bound to provide
to the products of other members tariff
treatment no less favorable than that ac-
corded to the products of any other mem-
ber country. No country is to give special
trading advantages to or discriminate
against another, although certain prefer-
ences for developing countries are autho-
rized, and common markets and free
trade areas are permitted exceptions. The
GATT's Article III “national treatment”
provisions require that once imported
goods have entered a market, they must
be treated no less favorably than equiva-
lent domestically produced goods.

¥ The Agreement on Agriculture re-
quires WTO members to convert non-
tariff measures into tariffs Crariffication™
and bind commitments in the areas of
market access, domestic support mea-
sures, and export subsidies over a six-
year implementation period from 1995-
2000. Other requirements include
curtailing the use of subsidies and other
special treatment accorded domestic
producers.

B The Agreement on the Application
of Sanitary and Phytosanitary Mea-
sures ensures that when members exer-
cise their sovereign right to protect food
safety, and plant and animal health, they
do so based on objective scientific data,
while ensuring these rights are not used
for protectionist purposes.

B The Agreement on Textiles and
Clothing establishes rules for liberalizing
trade in textiles and clothing over a 10-
year period beginning January 1, 1995,
and integrates the Multi-Fiber Arrange-
ment (MFA) into the rules of the WTO.
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(VAT) over the past few vyears, along
with the 1995 revocation of the capital
imports tax exemption for FIEs, left
many foreign firms scrambling to under-
stand their obligations—and the full
business implications—of the new poli-
cies. Over the two years following the
VAT's introduction in 1994, the PRC State
Tax Administration twice reduced the re-
fund rate that FIEs could claim for ex-
ported goods, and instituted a grandfa-
ther clause and two complex refund
calculation methods, for which different

Members can impose a “transitional safe-
guard” or temporary quota against import
surges (of a specific product) that
threaten to cause serious damage to do-
mestic producers.

B The Agreement on Technical Barri-
ers to Trade establishes transparency
and consultation requirements when de-
veloping technical standards to ensure
that industrial standardization, safety, and
environmental regulations are not used as
non-tariff barriers to trade.

B The Agreement on Trade-Related In-
vestment Measures (TRIMs) requires in-
vestment measures to be consistent with
WTO provisions on national treatment
(Article III, GATT 1994) and calls for the
elimination of quantitative restrictions (Ar-
ticle XI, GATT 1994) within two years, un-
less there is a justifiable exception.

TRIMs explicitly listed in this agreement
as inconsistent with national treatment in-
clude local content requirements and im-
port restrictions by volume or value of ex-
ports. TRIMs explicitly listed as imposing
quantitative restrictions include regula-
tions that tie imported inputs to the
amount of final product exported, restrict-
ing access to foreign exchange based on
foreign exchange earnings; or that restrict
exports either by volume or value.

B The Agreement on Implementation
of Article VI of GATT ‘94 provides rules
for calculating dumping margins and con-
ducting investigations to protect the inter-
ests of exporters against protectionist
measures.

B The Agreement on Implementation
of Article VII attempts to unify proce-
dures for Customs valuation by laving
out, in hierarchical order, the five meth-
ods for determining the Customs value of
imported goods: the transaction value of
the good itself; the transaction value of
identical goods; the transaction value of
similar goods; the deductive method; and
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FIEs were eligible depending on their
start-up dates (see The CBE, September
October 1996, p.43).

Start-up FIEs importing capital equip-
ment free of import taxes were, in late
1995, notified that this privilege would
be eliminated within two years (see The
CBR, July-August 1996, p.32). FIEs ap
proved before April 1, 1996, with total
capital of less than $30 million would

enjoy these privileges only through the
end of 1990, while those FIEs approved

before April 1, 1996, with total invest-

the computed method. Upon the request
of importers, countries can value imports
on the basis of unit price of post-import
sale if goods undergo further processing
in the country of import.

B The Agreement on Preshipment In-
spection provides a framework of rights
and obligations to ensure that inspection
requirements are not used as trade barri-
ers, The agreement includes provisions
on national treatment, non-discrimination,
and transparency (including procedures
and criteria for inspection). All informa-
tion collected in the course of preship-
ment inspection should be treated as
confidential, and procedures must be es-
tablished to protect confidentiality and
avoid conflicts of interest.

B The Agreement on Rules of Origin
attempts to unify rules covering MFN,
anti-dumping and countervailing actions,
safeguard measures, and discriminatory
restrictions 1o ensure they are not used to
restrict or distort trade flows.

B The Agreement on Import Licens-
ing Procedures simplifies the process
for obtaining an import license so pro-
cedures do not present an unfair barrier
to trade. The agreement includes provi-
sions on neutral application and equi-
table administration of licensing proce-
dures, transparency, the time period for
submitting applications, the allocation of
foreign exchange for licensed imports,
and the protection of confidential infor-
mation. Two types of import licensing,
automatic and non-automatic import li-
censing, are outlined in the agreement.
Under automatic import licensing, ap-
proval is granted in all cases and there
are no restrictive effects on imports.
Such systems may be maintained as
long as underlying administrative pur-
poses cannot be achieved in a more ap-
propriate way. Under non-automatic im-
port licensing, the country should

ment of $30 million or more would have
until December 31, 1997. FIEs approved
after April 1 would not be eligible for
any preferential tax treatment on capital
imports. Recognizing that many foreign
parties were trying to accelerate the ne
gotiation and approval processes to
qualify tor the capital import tax breaks,
MOFTEC issued a notice on March 22,
1996, requiring that all FIEs approved at
the local level between December 28,
1995 (when the first announcement was
made about the elimination of the tax

ensure transparency by publicizing in-
formation concerning administration of
restrictions, licenses granted over the
most recent period, and, where practica-
ble, import statistics of the products
concerned.

B The Agreement on Subsidies and
Countervailing Measures strengthens
the GATT rules and expands the scope of
prohibited subsidies. The agreement is
constructed to ensure that “specific” sub-
sidies do not harm the interests of mem-
bers, and that countervailing measures do
not unjustifiably impede trade. The agree-
ment also offers guidelines for providing
relief to producers who are adversely af-
fected by subsidies.

B The Agreement on Safeguards estab-
lishes ground rules for imposing safe-
guard measures against import surges
that threaten to cause “serious injury” to
domestic industry.

B The General Agreement on Trade
in Services (GATS) extends GATT rules
for applying national treatment, market
access, and MFN conditions to trade in
services and establishes a framework for
liberalization. It contains specific an-
nexes on air transport and financial ser-
vices. The scope of GATS is limited and
countries have considerable flexibility in
identifying which specific services will
be obligated to meet MFN requirements.
To enhance transparency, however, each
country must establish within two years
a liaison office to provide information
on laws, regulations, and guidelines that
affect trade covered by specific commit-
ments.

B The Agreement on Trade-Related As-
pects of Intellectual Property Rights,
Including Trade in Counterfeit Goods
(TRIPs) requires WTO members to pro-
vide MFN, national treatment, and high
levels of IPR protection and enforcement
for copyrights, trademarks, geographical

free policy), and March 31, 1996, be
reapproved by MOFTEC

In Beijing's eyes, the move was com-
patible with the WTO's national treatment
standards, which require WTO members
to subject domestic and foreign firms to
the same trade and investment rules. The
implementation of the new tax and tariff
policies was inconsistent with WTO
ransparency rules, however, as the two
announcements were made with little
warning and with no time for public
comment beforehand. Even after China

indications, industrial designs, patents,
layout designs of integrated circuits, and
trade secrets. Members must implement
TRIPs within one year of accession.

The minimum standards of protection
build upon existing international conven-
tions negotiated under the World Intellec-
tual Property Organization, including the
Berne Convention on Protection of Liter-
ary and Artistic Works, the Paris Conven-
tion on the Protection of Industrial Prop-
erty, and the Washington Treaty on
Intellectual Property in Respect of Inte-
grated Circuits.

Other agreements include the Dispute
Settlement Understanding, the Trade Pol-
icy Review Mechanism, and the following
six plurilateral trade agreements, which
are binding only on members that volun-
tarily accept them:
® The Declaration on Trade in Informa-
tion Technology Products, which requires
members to eliminate and bind Customs
duties on a range of information technol-
ogy products;
® The WTO Agreement on Basic
Telecommunications Services, which ex-
tends MFN treatment in value-added
telecommunications services to those
members who sign on;
® The Agreement on Trade in Civil Air-
craft, which provides internationally rec-
ognized disciplines on aircraft trade and
calls for the binding of tariffs on aircraft
and aircraft components at a zero-duty
rate;
® The Agreement on Government Pro-
curement, which lays out general rules
and obligations to ensure non-discrimina-
tion and open competition for govern-
ment contracts in goods and services;
and
® The International Dairy Agreement and
the International Bovine Meat Agreement.

—Richard Brecher
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Under WTO rules,

China would have to justify
the decision to impose certain
standards.

accedes to the WTO, questions about
transparency are very likely to persist, es-
pecially as local-level and industrial min-
istry officials will no doubt continue to is-
sue neibu regulations.

THE INSPECTION GAMBIT

Another issue that US companies par-
ticipating in the Council survey flagged
as needing reform is China's confusing
maze of technical standards and inspec-
tion requirements. Beijing reduced tariffs
on 5,000 product lines on April 1, 1990,
and has eliminated a range of traditional
non-tariff barriers to trade, including
quotas, licenses, and foreign exchange
controls. At the same time, however, US
companies have begun to notice an in-
crease in the number and scope of tech-
nical standards and inspection require-
ments, and have complained that these
measures are increasingly being used as
non-tariff trade barriers in China (see
p.22). Within the last few years, for ex-
ample, foreign companies have faced a
new set of preshipment safety inspection
and certification requirements for ma-
chinery and electronic products ex-
ported to China. Such non-tariff mea-
sures raise the costs of doing business in
China and limit foreign companies’ mar-
ket access.

Under WTO rules, China would have
to justify the decision to impose certain
standards and provide a rationale for the
inspection criteria. Currently, for exam-
ple, China applies safety and quality in-
spection requirements on such seemingly
benign imported goods as jigsaw puzzles,
and insists that a long list of electrical and
mechanical imports undergo an expen-
sive certification process that requires for-
cign companies to pay for on-site visits
by Chinese inspection officials. Domestic
companies are exempt from this inspec-
tion requirement.

US companies responding to the
Council survey said they would like to
see a commitment from China to stop im-
posing, within two years of accession,
such discriminatory requirements for se-
lected goods imported into China. Unfor-

tunately, the tend is running in the op-
posite direction, and more requirements
for inspection certifications appear likely
to emerge as China dismantles traditional
non-tariff measures such as import licens-
ing and quotas. Thus, it appears that the
inspections are aimed not so much at
maintaining quality, but rather at generat-
ing revenues through fees for inspection
agencies, or protecting domestic produc-
ers from foreign competition.

THE
TRADING

In the US-China Business Council sur-
vey, trading rights emerged as another
priority issue that cuts across many indus-
try lines. Foreign firms interested in sell-
ing goods to the Chinese market find that
China's highly discriminatory foreign
trade system leaves them without the
right to export to China and sell directly
to endusers. FIEs in China are permitted
to trade—upon government approval—
but are limited to importing only raw ma-
terials, components, or other production
inputs necessary for their manufacturing
or assembly operations. Sales privileges
are linked to manufacturing, allowing for-
eign companies to sell in China only the
products they produce in China. Except
for a small handful of experimental ven-
tures that can import products they do
not themselves manufacture, finished
products can be imported only by Chi-
nese foreign trading companies.

The majority of the survey respondents
would prefer that China grant FIEs,
within 1-2 years of accession, the right to
import the full range of their parent com-
panies’ products and components and o
sell them on the PRC domestic market.
Foreign investors in China—and most
likely all foreign companies—would like
to be able 1o market and sell a full range
of products, regardless of where the
goods are manufactured. Without full
trading rights, companies are prevented

TOPIC OF
RIGHTS

from taking advantage of economies of

scale in their global operations and end
up duplicating investments. The ultimate
goal of foreign companies, as reflected in
the US-China Business Council survey, is
advancing universal trading rights—the
rights of all foreign enterprises and indi-
viduals to sell any product directly in
China without the aid of a Chinese State
trading company, FIE, branch office, rep-
resentative office, or any other establish-
ment in China.

Under the terms agreed upon in
Geneva in March, China agreed to ex-
tend, within three years of accession, full
trading rights to all PRC enterprises for
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all goods, except those explicitly re-
served for State trading (a list that in-
cludes grains, vegetable oil, sugar, to-
bacco, cotton, crude oil, processed oil,
and chemical fertilizers). Chinese offi-
cials are emphasizing that trading rights
for foreign companies is a topic to be
discussed in future GATS talks.

INVESTMENT
RESTRICTIONS GALORE

Clarifying the investment climate is an-
other issue foreign companies hope 1o
see addressed in China's accession proto-
col. Since 1978, high tariff and non-tariff
barriers to trade have made foreign direct
investment—usually in the form of equity
joint ventures—the chief vehicle for en-
tering the China market. US companies
have committed to invest in over 22,000
ventures worth nearly $38 billion, of
which about $15 billion has actually been
invested to date (see p.10).

Though FIEs have proven effective
commercial vehicles for many firms sell-
ing their goods and services in China,
foreign firms have been forced to accept
various trade-related restrictions as a con-
dition of investment approval. Many, if
not most, of these restrictions are incom-
patible with the WTO's TRIMs agreement.
China's current restrictions on the scope
of FIE business violate the WTO's na-
tional treatment and non-discrimination
(MFN) obligations. These restrictions in-
clude requirements that manufacturers
export a majority of their output, rather
than sell exclusively to the domestic mar-
ket; that FIE products contain a certain
percentage of locally sourced inputs; and
that FIEs commit to balance their foreign
exchange, among others. These restric-
tions have fallen heaviest on FIE manu-
facturers selling to the local market.

The survey respondents generally were
willing to be more patient on the TRIMs
issue; most agreed that China could
phase out the non-complying TRIMs over
a period of 3-5 years. Many of these
same firms have already invested sub-
stantial sums in China on the basis of
business assumptions governed by these
investment measures, and would need a
period of time to become competitive
with firms that enter the market unbur-
dened by China’s non-complying TRIMs.

INTELLECTUAL

PROPERTY PROTECTION
Another important issue to US compa-

nies is IPR protection, though companies

appear to be less concerned about PR

specifics in the WTO accession process

because of China’s recent achievements
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on the IPR front. China has made sub-
stantial progress in recent years on IPR
enforcement and has agreed to bring its
regime in line immediately with the
WTO's TRIPs agreement. TRIPs requires
WTO members to provide MEN status,
national treatment, and high levels of 1IPR
protection and enforcement for copy-
rights, trademarks, geographical indica-
tions, industrial designs, patents, layout
designs of integrated circuits, and trade
secrets. While USTR has made China the
subject of two Special 301 investigations
in recent years, a December 1996 “out of
cycle” USTR review found clear indica-
tions of “improved enforcement efforts
under the US-China IPR agreements.” De-
spite the positive findings, China’s
progress in implementing greater PR
protection mechanisms will remain under
close US scrutiny for the foresecable fu-
ture. The TRIPs agreement mandates that
all members come into compliance
within one year, although developing
countries may be granted an extension
for certain provisions. Most survey re-
spondents indicated that they hoped
China would phase in TRIPs within 1-2
vears, In the most recent set of WTO ne-
gotiations in Geneva, however, China

agreed to phase in TRIPs immediately
upon accession.,
THE SERVICES SNAG

The ability to engage in banking,
telecommunications, insurance, inspec-
tion, and other services industries is im-
portant to the development of US com-
mercial China,
respondents to the Council survey indi-
cated that China should embrace the

interests  in and

WTO's services liberalization agreements.
Liberalization of China’s services indus-
tries would support broader foreign com-
mercial and investment objectives in
China, where monopolistic services in-
dustries are technologically backward,
expensive, and inefficient. As US compa-
nies in the financial and telecommunica-
tions industries are among the most ad-
vanced and competitive in the world,
opening China’s services market is a pri-
ority of many of the surveyed firms.

US firms, according to the Council sur-
vey, would like China's WTO accession
package to address the Chinese invest-
ment restrictions that not nnly violate
TRIMs, but also hinder FIEs™ ability to
provide distribution, sales, and after-sales
(maintenance and repair) services to sup-

Companies with concerns
about distribution, sales,
and after-sales service are
likely to find the W10 services
negotiations particularly

[rustrating.

port the sales of their products manufac-
tured both in China and in other coun-
tries. The right to engage in distribution,
retail, maintenance, and repair services in
support of their full product lines is criti-
cal if FIEs are to compete with domestic
enterprises that are allowed to provide
these services

Some foreign companies consider dis-
tribution activities to be within the realm
of services, and thus expect them to fall
under the WTO's General Agreement on
Trade in Services (GATS), which requires
members to offer national treatment to
services of other members. The GATS
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After China joins the W10,
central leaders may

still find it difficult to
implement policies unpopular
with local officials.

also permits (subject to notification)
WTO members that are unable o offer
such treatment initially to claim exemp-
tions to the MFN obligation covering
specific GATS measures. National treat-
ment is only an obligation in the GATS if
members choose to apply it to selected
SCIVICes.

Pushing China to accept WTO obliga-
tions in services, particularly in the finan-
cial and telecommunications sectors, is
one of USTR's priority objectives, but
China is expected o move cautiously in
opening these sensitive sectors. To the
extent that distribution and after-sales ser-
vices are being addressed under the
GATS umbrella in the WTO negotiations,
companies with concerns about these
particular activities are likely to find the
services negotiations especially frustrat-
ing. Overall, foreign companies may have
a stronger argument under general na-
tional treatment principles, since foreign
goods that must be distributed through
PRC-controlled intermediaries are, by def-
inition, discriminated against compared 10
domestic goods that can be produced,
distributed, and serviced by the original
manufacturer.

Though the scope of GATS is limited
and countries have considerable flexibil-
ity in determining which of their services
to open to full and equal foreign partici-
pation, the GATS transparency protocol
requires each member to establish a liai-
son office within two years to provide in-
formation on services-related guidelines,
regulations, and laws. Countries can ex-
empt services from MEN treatment under
GATS for 10 years, though this target is
not enforceable.

FURTHER LOOSE ENDS

In addition to the many WTO-related
issues that affect companies across the
board, resolving certain sector-specific is-
sues is also crucial to the China opera-
tions of many US companies. For exam-
ple, US agricultural firms have particular
concerns about China’s highly regulated
agricultural sector, where import tariffs

and the VAT, as well as quotas in the
form of import licenses, discourage agri-
cultural imports. Foreign agricultural
firms, like companies in other sectors, do
not have trading rights in China and
many key agricultural goods can be
traded only by a handful of State trading
companies.

Foreign agricultural firms also bear the
brunt of China's many sanitary and phy-
tosanitary restrictions. In 1996, for exam-
ple, China rejected certain US wheat im-
ports on the basis that they might have
been infected with the tilletia controversa
kuhn fungus (TCK smut), though TCK
smut has not been scientifically proven to
endanger human health. Once China be-
comes a member of the WTO, however,
the country will be subject to the WTO
Agreement on Sanitary and Phytosanitary
Measures, which states that food safety
should be based on objective scientific
data. Meanwhile, though shipments to
China of some items previously barred
for supposed sanitary reasons, such as
apples and cherries, increased last year,
others, including poultry, fruit, and to-
bacco were, like wheat, restricted for san-
itary or phytosanitary reasons.

Another loose end is the question of
permanent MEN for China—a purely bi-
lateral issue that is now running head-
long into China's WTO accession process.
According to nearly three-quarters of the
Council survey respondents, the United
States should extend permanent MFN sta-
tus to China upon PRC entry into the
WTO. Under existing US trade law, the
United States conditionally extends MFN
treatment to China on an annual basis.
The WTO requires all members to extend
unconditional and permanent MFN treat-
ment to all other WTO members, wnless a
member invokes the non-application
clause of the WTO Agreement (Article
X1 at the time of the new member’s ac-
cession. The United States would not
have 1o apply the WTO Agreement (and
the various multilateral trade agreements
under the WTO) in its commercial rela-
tions with China if US trade officials were
to invoke the non-application clause.
Clearly, China's interest and willingness
to make meaningful concessions is
dampened by the prospect of obtaining
WTO membership on these flawed terms;
that is, terms that do not apply the full
WTO rights and dispute resolution
processes to one of its major trading part-
ners, the United States,

US companies recognize that the
United States must assure China that per-
manent MFN will be extended, either be-
fore or upon completion of the WTO ac-
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cession process, if a meaningful protocol
of accession is to be obtained. While
many in the Administration and in Con-
gress imply that, when the time is right,
China will be granted permanent and un-
conditional MFN, many companies be-
lieve that clearing away any suspicions
that the non-application clause would be
invoked would strengthen USTR's hand
in negotiating a strong agreement and
encourage China to make significant and
painful concessions. But as the number
of *donorgate” allegations of Chinese
campaign contributions increases, the
prospect of Congress moving swiftly 10
grant permanent MFN to China looks
more remote. Without such an assurance,
China may become increasingly reluctant
to grant concessions in the WTO negotia-
tions, with the understanding that, at the
end of the day, the United States may be
incapable of applying the WTO to China,
thus denying China the full benefits of
WTO membership.

Other sector-specific issues yet to be
addressed include voluntary agreements
covering such industries as civil aircraft
and information technology. China
might be reluctant to sign these in the
near term, despite the fact that a major-
ity of WTO members are signatories.
Beijing might hold off on signing, in
particular, those agreements in sectors
in which it is developing industrial poli-
cies, such as telecommunications. The
Ministerial Declaration on Trade in In-
formation Technology Products,
adopted in December 1996, calls on
member countries to reduce and bind
tariffs on information technology prod-
ucts—from fiber-optic cables to semi-
conductors—many of which China
hopes to be able to produce domesti-
cally in future. Thus, Beijing may be re-
luctant to expose domestic producers to
international competition.

Meanwhile, China's domestic industries
recently have begun to lobby Beijing for
protection from foreign competition.
Some of the policies Beijing has an-
nounced in response to these domestic
lobbying efforts impose tariffs and restric-
tions that violate WTO rules, as well as
the “standstill” agreement to which Bei-
jing agreed in November 1996. Under the
November agreement, China promised to
avoid erecting new trade and investment
barriers during the negotiating process.
The most recent cases include new im-
port tariffs on beer, crude oil, photo-
graphic film, and
recorders; an announcement that the
Ministry of Machine Industry will be sub-
jecting two dozen types of machinery im-

video cassette
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ports to new supervision and control;
and an announcement that pharmaceuti-
cals companies will be subject to new
price and profit controls by the end of
1997, Foreign companies in a variety ol
sectors thus are likely to push WTO ne-
gotiators to counter this trend toward
greater domestic protectionism, which
could slow down the accession process
considerably.

AFTER WTO

It is possible to construct a couple of

CHINA

scenarios of what China could look like
after its accession to the WTO. An ideal
scenario, from the perspective of foreign
companies, would entail early phase-in
periods for all of the various WTO
agreements, quickly resolving some of
the key difficulties US companies face
now in the China market. Perhaps a
more likely scenario would involve
some, but not all, of the arcas of con-
cern to US companies. Indeed, some el-
ements of the Chinese business environ-
ment are unlikely to change dramatically
after China joins the WTO: the difficulty
central leaders have in implementing
policies unpopular with relatively au-
tonomous local officials is one character-
istic of China’s business environment

that WTO accession is not likely to im-
prove in the near term

Moreover, when interviewed on their
future thoughts on the WTO, many US
company representatives stress that
however much some of their difficulties
in China could be relieved by WTO
obligations once China accedes, the
benefits to their China business are mini-
mal compared to the benefits WTO ac-
cession will bring to Chinese producers
and consumers alike. Some companies
note, for example, that the PRC's artifi-
cially high prices for crucial manufactur-
ing and agricultural inputs, that hun do-
mestic as well as foreign firms, result
from restricted trading in primary com-
modities.

At the same time that China is negoti-
ating for WTO accession, the PRC is also
moving forward—albeit slowly—with
State-owned enterprise reforms and sec-
toral reforms in agriculture and telecom-
munications that are starting to address
some of these inefficiencies. US compa-
nics point out that these reforms will
complement the phasing out of WTO-in-
compatible restrictions. Agricultural sec-
tor reform, which foreign agriculture-re-
lated firms support, would lead to lower
prices at all levels of the supply chain

Chinese farmers would gain more dis-
posable income from a freer grain mar-
ket, while consumers would see prices
for processed goods drop. Were China
to agree to the elimination of such trade
and non-trade barriers as import quotas
and sanitary and phytosanitary import
restrictions, the country would benefit
from a market surplus created when
China’s grain and foodstuffs prices drop
to current world market prices.

Almost all US companies surveyed
concede that though WTO accession
will profoundly alter the PRC business
environment, it will not solve all the
problems foreign companies confront in
their China operations. For example,
China’s underdeveloped infrastructure
will still take years to improve, even
though the opportunities in post-WTO
China for foreign contracting and invest-
ment in infrastructure projects may rise.
Local protectionism, underdeveloped le-
gal institutions, and poor transparency of
rules and regulations will likely persist.
And whether PRC compliance with
WTO obligations will be smooth at the
sub-national level will remain a concern
of any foreign businessperson in China
who understands that most business,

like politcs, is local. %

The Beijing Economic-Technological Development Area (BDA)

“Over 130 leading companies from around the world, including Coca Cola, Geneval Electric, Geneval Motors,
Cummins Engine, Kimberly-Clark and Lucent Technologies from the US have located in the BDA. We do whatever we
can to help vour business successfully locate as quickly as possible with the world’s leading companies already in the BDA.”

Why have so many leading companies chosen BDA?

B BDA—approved August 1994 by the State Council of China—is the newest Economic-Technological Development Zone (ETDZ) in

China

B BDA is located 17 kilometers from Beijing’s city center at the start of the new Beijing-Tianjing-Tanggu Expressway, only a 30-minute
drve from Capital International Airport, 15-minutes from the Beijing Freight Railroad, and 90-minutes from Xinggang Port (China’s second

largest port)

B BDA is o major focus of the State and the Beijing Municipality to build in the southem part of Beijing a modern industrial center and
satellite city in an area ot 80-100 sq. km. with a population of 400,000 to 500,000
B BDA provides easy access to a market of over 20 million people in a region that accounts for over 21% of China’s GDP
B BDA ofters preferential policies, including tax holidays, to companies locating in the BDA
B BDA, the closest ETDZ to the capital, offers casy access to the government and world-class living amenities; including medical facilities

and international schools

B BDA—with Beijing’s over 70 universities and colleges—provides access to the largest pool of skilled labor and market of educated con-

sumers in China

B BDA offers the best location tor business and living of any ETDZ in China.

For more information,
including a video,
contact without obligation:

John Y. Zhang/Paul W. Shi
Investment & Promotion, BDA
#4 Wanvuan Street, BDA

Benjing 100076, PRC

Tel: 86-10-6788 1209/-6788 1107
Fax: 86-10-6788 1210/-6788 1118

Donald W. Vollmer, President

Beijing Development Area (USA), Inc.
Washington Mutual Tower, Suite 2850
1201 3rd Ave., Scartle, WA 98101 USA
Tel: 206-621-6570

Fax: 206-621-6571

http: /www.china-window.com /inve /bda/main.html

The China Business Review / 1/ /une 1997



Standard

Foreign
Compaﬂz.e‘g now lain K. McDaniels and Meredith Gavin Singer
Jace a growing

ﬂumbef” OJPRC erifying and standardizing product quality using il'l..\]')(.'('[i(m '.md_ ‘li('cnsing procedures are
common in global trade. Technical regulations can foster more efficient production, protect

. consumers, and facilitate international trade. Standards also play an important role in ensur-

Sfﬂﬂddid&‘ (lﬁd ing the quality of a country’s exports, especially for companies in developing countries

, s secking international markets for their products.
Z?’I,.SpeCtZOﬂ China's recent efforts to establish such standards and procedures reflect, in part, its emergence as
a major trading nation, the maturing of its industries, and the government's recognition of the need
]"gquz'reﬂgenfs to provide safeguards for Chinese consumers—with particular emphasis on improving health, safety,
and environmental protection (see p.24). Beijing also views the imposition of standards as a way to
increase the efficiency of the nation's product maintenance and distribution systems. By the end of
1993, China had developed some 17,000 standards, over 4,000 of which have been aligned with in-
ternational standards.

Yet some foreign firms trying to sell their products in China complain that the PRC’s expanding
regulatory grip is somewhat heavy-handed. Though Chinese authorities assert that the focus of their
inspection and standards regime is to make PRC national standards conform to international ones,
the organizational structure of China’s inspection regime is opaque and difficult to navigate. There is
also some evidence that domestic firms are not always subject to the same inspection procedures re-
quired of foreign companies. Foreign companies in a number of sectors are finding that many of the
PRC’s standards, licenses, and inspection procedures interfere with their ability to market their goods
in China and, in effect, pose significant non-tariff trade and investment barriers. Those sectors af-
fected by standards, licenses, and inspection requirements include, but are not limited to, electric
machinery and related equipment, chemicals, pharmaceuticals, medical devices, cosmetics, food and
food products, shipping, and hazardous waste.

Some trade analysts might argue that the Chinese government is orchestrating the onslaught of
rules in an attempt to protect inefficient domestic industries and slow the trade liberalization process
that will kick in once China accedes to the World Trade Organization (WTO). Many would say,
though, that a fair number of the PRC standards challenge internationally accepted norms, including
those spelled out in the various WTO agreements (see p.14). Others point out that China’s economic
reforms have led to a decentralization of power—and a rising number of new turf battles among
lower-level organs. China's standards and inspection bureaus, like many other bureaucratic bodies in
the PRC, are responsible for raising their own operating funds, be it through sheer entrepreneurship
or the collection of fees. Many of the problems foreign companies currently face in China’s inspec-
tion maze may well stem largely from the search for funds on the part of these agencies.

A WORK IN PROGRESS
Inspection requirements are not new to China. One of the primary inspection bodies, the State
Administration of Import and Export Commodity Inspection (SACI), was formed in 1949. The coun-

lain K. McDaniels and Meredith Gavin try's first set of inspection regulations, the PRC Import and Export Commodity Inspection Proce-
Singer are business advisory services dures, was promulgated by the State Council on January 28, 1984. These regulations attempted to
associates in Washington, DC, office of control and monitor the quality, weight, quantity, and packaging of both impornted and exported
the US-China Business Council goods to protect the legal rights of parties involved in international trade, as well as promote the de-
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velopment of domestic industry and for-
eign trade in China. Only medicines,
foodstuffs, animals and plants, measuring
instruments, boilers and pressure vessels,
and ship-related equipment faced manda-
tory State inspection, though all traded
commaodities technically were subject 1o
inspection requirements.

By 1989, China's trade had grown to
$111 billion, more than double the $55
hillion figure in 1984, PRC authorities rec-
ognized the need for a more detailed set
of procedures to protect China’s citizens
from poor-quality products, as well as to
match the country’s overall standards
with those of developed countries. The
National People's Congress issued the
August 1, 1989, PRC Import and Export
Commaodity Inspection Law to replace the
1984 rules. Chinese authorities subse-
quently released two detailed lists of
commodities subject 1o import and export
inspection before they could be imported
or sold domestically. The lists include
those products covered by the 1984 regu-
lations, as well as several hundred items
in a wide range of categories, from min-
eral and chemical products, plastics, and
steel and other metal products, to house-
hold electrical appliances.

One list itemized products requiring in-
spection, but not safety licenses. The
other, released in September 1989, was
the Catalogue of Import Commodities
Subject to the Safety License System.
Known as the “first catalogue,” this list
detailed those items that would require
safety licenses in addition to inspections.
Many of the first catalogue products were
auto-related, but the list also included air
conditioners, refrigerators, and other
household appliances and electronics.
SACI was charged with carrying out the
inspections (and awarding safety licenses
when required) through its local-level
China Commodity Inspection Bureaus
(CCIBs) (see p.26). Each of the commodi-
ties listed had to obtain an Import Com-
modity Safety License Certificate from
SACI and bear SACI's own CCIB safety
mark before it could be imported into
China.

The 1989 catalogue was followed by a
second list in 1995, known as the “sec-
ond catalogue,” of 38 electrical and me-
chanical product categories, all of which
were required to meet the criteria—from
testing of samples to factory inspec-
tions—spelled out in SACI's 1992 De-
tailed Rules and Procedures for Imple-
menting the Safety License System of
Import Commodities. The second cata-
logue contained two deadlines: foreign
exporters to China or foreign manufactur-

ers of 20 listed products were supposed
to obtain safety licenses for their products
by October 1, 1996; foreign manufactur-
ers and exporters of the remaining 18
product categories have until October 1,
1997, to obtain safety licenses. The Octo-
ber 1996 deadline passed with little fan-
fare, as foreign companies found they
were able to apply for and receive safety
licenses for products on the first list after
the deadline with relatively little difti-
culty. Those companies that did not com-
plete the application process before Oc-
tober 1 could apply to SACI for an
extension.

Industry sources report that foreign
companies are nevertheless quite con-
cerned about obtaining safety licenses for
some of the high-tech products—includ-
ing medical devices and telecommunica-
tions equipment—subject to the October
1997 deadline. While the first deadline
applied to household items such as
washing machines, vacuum cleaners,
cooking ranges, VCRs, printers, and com-
puters, the second deadline applies to
auto and motorcycle tires, boilers, dialysis
equipment, electrocardiogram (EKG)
equipment, pressure vessels, security pro-
tection equipment, telecommunications
terminal equipment, and ultrasound
equipment.

A (SOMETIMES)
TORTUOUS PROCESS

The inspections aim to emulate [SO
9000, focusing largely on quality systems
and manufacturing controls. The products
named in the second catalogue clearly
merit some sort of safety evaluation. But
the inconsistent implementation of these
inspections and the maze of registration
requirements make the actual process
burdensome. The safety license process
requires manufacturers to fill out an ap-
plication and submit names, models, and
technical specifications, as well as rele-
vant technical documents and samples of
the commodities. Manufacturers must pay
substantial fees to SACI for testing the
samples, and must pay for onsite inspec-
tions at the production facility. Although
the factory inspection normally takes just
a few days, manufacturers must cover
travel, board, and lodging expenses for
the SACI investigators or inspection offi-
cials that have been accredited by SACI
All of the findings must be turned over to
SACI, which then issues the safety license
certificate and CCIB mark, presuming all
the criteria have been met. SACI or a
SACl-authorized foreign inspection orga-
nization can conduct follow-up and an-
nual inspections.

AT PR TESCTRR TAC

Foreign companies

are concerned aboult oblaining
safety licenses for some
high-tech products by the
October 1997 deadline.

The entire application process can take
up to six months, though industry
sources point out that the time frame
may also depend on how strictly the gov-
ernment wants to control imports of the
product in question. To complicate mat-
ters, the products listed in the second cat-
alogue are not presented with their corre-
sponding Harmonized Tariff System
(HTS) numbers, so importers have no
way to be 100 percent sure whether their
products require safety licenses. More-
over, if an item is produced by the same
manufacturer in several different loca-
tions outside of China, products coming
from each location must apply for a sepa-
rate safety license. Registering each prod-
uct typically costs about $2,000. Travel
expenses for the Chinese investigators,
which sometimes can total several thou-
sand dollars, also must be tacked on 1o
the registration fees. Extra costs may also
be incurred if SACI requires testing of
product samples, or if a redesign or other
alteration is necessary for the product to
pass inspection. The exact fees, including
an annual maintenance fee, have yet o
be published.

SACI is a profit-making organization
funded by fees charged to the industrial
and trading firms that require SACI inspec-
tions and by royalties collected from the
CCIB laboratories. Any inspection agen-
cies in China—or other government agen-
cies authorized to conduct inspections—
that do nat pay royalties or fees to SACI
are considered competitors. In the past,
SACI has been allowed to retain all of its
earnings, less a negotiated amount that
must be turned over to the Ministry of Fi-
nance. This arrangement, which is stan-
dard practice in China, reportedly has en-
couraged fee gouging. Foreign companies
have complained about SACI's excessive
fees and tendency to drag out the process
to maximize its profits. Some have even
denounced the organization outright as
corrupt. Recent reports indicate that SACI
will have to turn over all of its proceeds to
the Ministry of Finance in the future to
stem the allegations of corruption.
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RULES AT EVERY TURN

In addition to SACI's administration of
the safety license inspection process,
other PRC authorities in recent years have
instituted a number of confusing registra-
tion and inspection procedures applying
to a range of other products, including:
M Boilers The Ministry of Labor (MOL)
requires all boiler and pressure vessel im-
ports to have a safety license. Applicants
first must complete a formal application
to be submitted to MOL's Safety Quality
Licensing Office for Import Boiler and
Pressure Vessels. Then, according to MOL
regulations, the Burcau of Occupational
Safety and Health and Boiler and Pres-
sure Vessel Supervision will decide
whether 1o accept the application. If the
application is accepted, MOL's Center for
Boiler and Pressure Vessel Inspection and
Rescarch will perform the necessary in-

spection and review process, which in-
cludes a review of the documents and
materials and two assessments (by teams
of no more than three assessors) of the
manufacturer’'s production site. Upon
completion of this process, MOL will is-
sue a certificate and stamps that show
that the requirements have been met, but
the manufacturer is still subject to audits
and supervision by the center once a
year. Some manufacturers have had to
wait out a long and expensive inspection
process, involving multiple visits by Chi-
nese inspectors and total costs in excess
of $15,000 per application.

B Chemicals Since China’s National En-
vironmental Protection Agency (NEPA)
promulgated new chemical import regu-
lations on May 1, 1994, the foreign busi-
ness community has been working with
Chinese officials to develop a reasonable

GREENING THE INDUSTRIAL PROCESS
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product-based registration system for im-
ported chemicals. The current regulations
require foreign companies to conduct
tests and disclose product formulas, man-
ufacturing processes, and other confiden-
tial information regarding the composi-
tion of their exported chemical products
before these products can officially be
registered in China. Registration then al-
lows the foreign company to export these
products to China for a five-year period.

Foreign chemical companies objected
to these requirements on the basis that
they were discriminatory, as they applied
only to imported chemicals and not to
domestic products, and because the fees
charged for registration were unreason-
ably high. Though some progress was
made during 1994-96 in improving the
transparency ol the regulations, many
foreign companies still must negotiate on

Fulfilling a commitment made at the
June 1992 United Nations Conference on
Environment and Development in Brazil
to assess methods to support sustainable
development, the Geneva-based Interna-
tional Organization for Standardization last
September launched 1SO 14000, a new se-
ries of international standards establishing
requirements for environmental quality
management. Similar in structure to the
ISO 9000 series of standards, which re-
quire an organization to detail and imple-
ment a system designed to ensure product
quality (see The CBR, January-February
1993, p.34), the new ISO series compels
management to focus on the organiza-
tion's environmental policies. Completion
of a number of steps detailed in the orga-
nization’s environmental system-—plan-
ning, implementation, system checking,
corrective action, and management re-
view—help ensure successful execution of
the company’s environmental policy.

Along with environmental management
systems, 1SO 14000 covers environmental
performance evaluations and audits,
product life-cycle assessment, and ecola-
beling. The 1SO 14000 series is not legally
binding and does not include emissions
limits or standards, or substantive or regu-
latory requirements. But the voluntary,
primarily procedural standards aim to im-
prove corporate environmental perfor-
mance by establishing a single, uniform
set of internationally accepted measures
against which firms can gauge their envi-
ronmental procedures. The International

Organization for Standardization also
hopes the new standards will facilitate in-
ternational trade by eliminating uninten-
tional technical barriers to trade resulting
from incompatible country-to-country
standards.

Much as ISO 9000 certification has be-
come a global benchmark for an organi-
zation's commitment to product quality,
1SO 14000 certification is sure to become
essential for companies conducting busi-
ness worldwide. In China, the National
Environmental Protection Agency
(NEPA) is particularly hopeful that 1SO
14000 will spur organizations to comply
with Chinese environmental require-
ments and to commit to prevent pollu-
tion. Though PRC officials are eager for
Chinese companies to obtain certifica-
tion, to date Beijing has followed a tar-
geted approach under the leadership of
NEPA and the State Bureau of Technical
Supervision (SBTS). According to NEPA
head Xie Zhenhua, “China will take ac-
tion, but carefully, to expand the use of
the 1SO 14000 standards.”

Last December, NEPA designated Xia-
men as the first city in China to imple-
ment the standards, NEPA has selected 22
pilot enterprises (both Chinese and FIEs)
to implement ISO 14000, and is encour-
aging foreign-invested enterprises (FIEs)
to obtain this certification. In January
1997, four FIEs—ABB Xiamen Switchgear
Co. Ltd., Shanghai Gaogiao-BASF Disper-
sion Co. Lid., Qingdao-based Hai'er Re-
frigerator Systems, and Beijing Matsushita
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Color CRT Co. Lid.—obtained 1SO 14000
certification.

Under NEPA's supervision, the China
Center for Environmental Management
Systems is training company personnel
interested in becoming internal 1SO
14000 auditors. Pending State Council ap-
proval, a NEPA-led national certification
commission would approve ISO 14000
accreditation agencies, which would then
authorize qualified third-party organiza-
tions to certify individual facilities.

NEPA reportedly hopes to make 1SO
14000 certification mandatory in some
sectors, including the chemical industry,
though it has set no formal plans or tar-
get dates to date. SBTS, meanwhile, has
promulgated five ISO standards (14001,
14004, 14010, 14011, and 14012), which
ook effect April 1. —Tali Levine Kamis

Tali Levine Kamis is an assistant editor of
The CBR.

CONTACTS

For further information on SO 14000
certification procedures, interested
parties can contact:

The International Organization for
Standardization

Geneva, Switzerland

Tel: 4122/749-0111

Fax: 4122/749-0155
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Foreign chemical companies
must provide information

that can be costly, time
consuming, and, in some cases,

impossible to obtain.

an individual basis to register their prod-
ucts in various series, and registration
payments vary widely from company to
company. Moreover, the requirements
force foreign chemical companies to pro-
vide information that can be costly, time
consuming, and, in some cases, iMpossi-
ble to obtain.

B Cosmetics The Ministry of Public
Health (MOH) announced in September
1996 that importers of makeup products
and domestic manufacturers of cosmetics
for special use, such as weight loss or
blemish removal, would face mandatory
inspections. Domestic enterprises that fail

KNOWING THE PLAYERS

When it comes to complying with

China’s often confusing inspection, regis-
tration, and licensing procedures, merely
identifying which PRC inspection organi-
zation has authority over a particular
product is the first challenge. The re-
sponsibilities of some of the major in-
spection bodies in China may be clear,
though some of the lines between them
are not so clearly drawn. The chief play-
ers include:
B State Bureau of Technical Supervi-
sion (SBTS). which represents China in
all international standards bodies and is
responsible for the unified management
of national standardization, measurement
work, and quality supervision and con-
trol. Also included under its purview is
the issuance of Chinese GB (guojia
biaozbun) national standards and over-
sight for all domestic standards inspec-
tion, though individual ministries are
tasked with the actual development of na-
tional standards. As of September 1996,
SBTS represented China in 14 interna-
tional standards organizations, including
the International Organization for Stan-
dardization, the International Electrotech-
nical Commission, Pacific Area Standards
Congress, and the Asia Pacific Metrology
Program.

to meet national cosmetics standards
could be forced to close or required to
improve their products and services. Fur-
ther, since December 1996, both domes-
tic and imported cosmetics have been
subject to new cosmetics labeling re-
quirements, in an effort to standardize
China's cosmetics market. According to
the new regulations issued by the State
Bureau of Technical Supervision (SBTS),
General Association of Light Industry,
Ministry of Internal Trade, and All-China
Federation of Supply and Marketing Co-
operatives, labels for imported cosmetics
must include the product’s country of ori-
gin; name and address of the manufac-
turer; names of distributors, importers
and sales agents registered in China and
their addresses; and codes of approval of
foreign authorities in charge of public
health. Labels of domestically produced
cosmetics must contain the name of the
product, the name and address of the

manufacturer, production date or life of

product limitation, license and serial
number, and, it necessary, safety warn-
ings or special conditions for storage.
SACT officials reportedly want to add im-

B State Administration of Import-Ex-
port Commodity Inspection (SACI),
China's official trade-related inspection
body. SACI is responsible for the inspec-
tion of imported and exported products
throughout the country and has estab-
lished over 300 China Commadity In-
spection Bureaus (CCIBs) to carry out in-
spections in various regions and cities.
SACI is also in charge of enforcing the
Commodity Inspection Law of 1989.

The CCIBs under SACI's supervision
are responsible for the inspection, survey,
and supervision of product certification.
They also administer marks for health,
safety, and quality. Though the CCIBs are
supposed to act as independent third
parties, foreign firms report that they are
sometimes subject to discrimination by
SACI or the CCIBs.

The commodity inspection bureaus ad-
minister over 800 laboratories of various
types, including both testing and inspec-
tion labs. Over 70 of these labs have
achieved international accreditation.

B China Commission for Conformity
Certification of Electrical Equipment
(CCEE), which issues the Great Wall or
CCEE mark nationwide to certify the
safety and quality of electrical equipment.
Authorized by SBTS as a Chinese national
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ported cosmetics products to the list of
goods subject to SACI inspection.
B Medical equipment The inspection re-
quirements for medical equipment are
also murky, as SACI, the State Pharmaceu-
tical Administration of China (SPAC), and
MOH all have responsibility for certain as-
pects of medical equipment inspection
and approval. Many of these bureaucra-
cies are engaged in turf wars with each
other and their jurisdictions overlap, For
example, a foreign-invested enterprise
(FIE) that makes medical equipment in
China from mostly imported parns for sale
on the domestic market may have to ob-
tain approval from SACI, SPAC, and MOH.
Medical equipment contained in the
second catalogue, including X-ray, he-
modialysis and blood purification, EKG,
implantable pacemaker, and ultrasonic di-
agnosis and therapy equipment, must
have SACI approval before being brought
into China. To obtain SACI's CCIB ap-
proval mark, companies must submit de-
sign samples and specifications, pay the
required registration fees, and cover the
bill for a visit to the manufacturing site by
SACI inspectors

certification body with jurisdiction over
electrical equipment, CCEE represents
China in the IECEE-CB scheme (Interna-
tional Electrotechnical Commission Sys-
tem for Conformity Testing to Standards
for Safety of Electrical Equipment). CCEE
is responsible for implementing the 1989
Rules and Procedures for Certification of
Electrical Equipment. CCEE's certification
process involves type-testing and follow-
up factory inspections. Among the prod-
ucts that require the CCEE mark are com-
puter equipment, radios, televisions,
power tools, electrical appliances, and
laboratory and testing equipment. Re-
gardless of its manufacturing origin, any
product subject to these rules cannot be
sold or used in China without the CCEE
mark.

B Ministry of Labor (MOL), which is-
sues safety licenses for pressure vessels
and boilers. To ensure worker safety,
MOL requires safety inspections on all
boilers and pressure vessels imported
into China. The application process in-
volves numerous organs within MOL and
is estimated to cost $§15,000 plus ex-
penses per inspection.

B National Environmental Protection
Agency (NEPA), which is responsible for
creating, implementing, and enforcing
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While SACI controls the import of med-
ical equipment, SPAC is charged with in-
specting domestically produced equip-
ment. All technologically sophisticated
medical equipment produced in China
that has direct contact with the human
body or is designed to be implanted in
the body is considered a “category one”
device requiring SPAC approval. “Cate-
gory two” equipment, such as X-ray ma-
chines and EKGs, and “category three”
equipment, such as hospital beds and re-
lated low-tech equipment, are regulated
by local health authorities. In April, SPAC
announced a new certification program
for domestically produced medical equip-
ment that meets international standards.

MOH, which is charged with regulating
the sale of medical equipment, also regu-
lates and inspects certain types of equip-
ment, such as pacemakers. MOH appar-
ently is trving to expand its burcaucratic
jurisdiction. Ministry sources have stated
that the ministry will assume approval au-
thority for more than just pacemakers in
1998, though the full scope of the plan is
unknown. The Ministry of Labor is also
involved in this regulatory muddle, since

rules and regulations governing environ-
mental protection. NEPA is also responsi-
ble for implementing and enforcing
China’s chemical registration and inven-
tory, both of which apply only to im-
ported chemical products and substances.
B State Pharmaceutical Association of
China (SPAC), which inspects and ap-
proves high-tech medical equipment
manufactured in China that is meant to
come in direct contact with or be im-
planted in the human body.

B The Ministry of Public Health
(MOH), which currently is responsible
only for inspecting pacemakers. Recent
reports suggest that MOH is trying to ex-
pand its bureaucratic reach to oversee
inspection of other medical equipment.
B Foreign-funded commodity inspec-
tion enterprises (FFCIEs), which are at-
tempting to play a larger role in the in-
spection process and hope to simplify the
process for foreign companies. Currently,
there are 15 FFCIEs in China, including
SGS, a Swiss-based quality assurance, test-
ing, and inspection company; and Labtest,
a division of Inchcape, a British trading
firm.

B Foreign joint-venture inspection
firms, which are permitted by the 1995
Regulations on Establishment of Foreign-

it is charged with inspecting high-pres-
sure boilers, including medical sterilizers
and autoclaves.

B Pharmaceuticals According to US
pharmaceutical industry reports, this sec-
tor in China is also hampered by inspec-
tions that are conducted in the absence
of discernible standards. Both finished
and unfinished pharmaceutical products
being imported for the first time must be
inspected by MOH and secure a Drug
Import Permit. These inspections are of-
ten delayved, leading to high costs and
difficulties maintaining product sterility
and quality.

PLAYING BY
INTERNATIONAL RULES
Foreign companies crying “foul play”
over China's statutory inspection require
ments also point out that many aspects of
the PRC's inspection and standards
regime are incompatible with WTO re-
quirements, particularly the Agreement
on Technical Barriers to Trade (TBT).
And, according 1o WTO regulations, ap-
plying different inspection requirements
and fees to foreign and domestic enter

funded Import and Export Commodities
Inspection and Appraisal Enterprises. The

regulations allow the establishment of

Sino-foreign equity and cooperative joint
ventures for inspection, appraisal, and
certification of import and export com-
modities. Wholly foreign-owned inspec-
tion ventures are not permitted, however,
and the June 1995 Guidelines on Foreign
Investment in Industries reinforced this
prohibition. The Ministry of Foreign
Trade and Economic Cooperation is re-
sponsible for approving joint-venture in-
spection enterprises, while SACI must ap-
prove their business scope and supervise
their activities.

In March 1997, a commodity inspection
joint venture operated by the Canadian
Standards Association (CSA) and the
China Commodity Inspection Corp. (a
SACI unit), opened in Guangzhou. The
CSA/CCIC Customer Service Center will
be allowed to inspect commodities in
SACI's catalogues.

B Foreign inspection firms, which are
also permitted, in limited cases, to per-
form the necessary PRC inspections. Un-
derwriters Laboratories Inc. (UL), an inde-
pendent US organization, is certified to
conduct either SACI or CCEE inspections
for certain products on behalf of compa-

Applying different

ispection requirements

and fees to foreign and

domestic enterprises violates WI0

national treatment provisions.

prises violates national treatment provi-
sions. While international commercial
standards such as 15O, Quality System
(QS) 9000 for autos, and the World Intel-
lectual Property Organization are com-
pletely voluntary, the WTO's national
treatment and TBT requirements will be-
come mandatory once China joins the
WTO. How China adopts and uses tech-
nical standards are issues sure to be ad-
dressed in the final PRC protocol of ac-
cession 1o the WTO.

The main goal of the TBT, as stated in
the agreement’s preamble, is to “ensure
that technical regulations and standards,

nies applying for licenses in China. Most
of the UL-authorized testing services are
for electrical and mechanical items, in-
cluding television and VCR equipment,
computer components, and household
electrical goods.

UL also participates in the IECEE-CB
scheme as an issuing and recognizing
National Certification Body (NCB). As
such, UL is entitled to perform testing,
product evaluations, and issue a CB Test
Report and Certificate, which can be sub-
mitted to CCEE for recognition and for is-
suance of the CCEE/Great Wall Mark.

In addition to Underwriters Laborato-
ries Inc.. other foreign certification bod-
ies have received permission to conduct
safety and quality assurance tests on be-
half of SACI. CSA (Canada), Technische
Uberwachungs-Vereine (Germany), Ital-
ian Quality Mark Institute, Norges Elek-
triske Materiellkontroff (Norway), Japan
Quality Assurance Organization, and the
Standards Industrial Research Institute of
Malaysia are authorized to undertake
partial assignments for factory investiga-
tion and carry out follow-up service in
China.

—lain K. McDaniels
and Meredith Gavin Singer
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Al a minimum,
safely license inspections cost
$2,000 plus travel expenses for

the Chinese investigalors.

including packaging, marking and label-
ing requirements, and procedures for as-
sessment of conformity with technical
regulations and standards do nof create
HNNeCessary obstacles to hiternetional
trade” (emphasis added). Cerain situa-
tions or objectives in which trade can le-
gitimately be restricted, as explained in
Article 2 of the TBT, include national se-
curity requirements; prevention of decep-
tive practices; and protection of human
health or safety, animal or plant life or
health, or the environment.

WTO member countries are required
to adopt transparent standards and tech-
nical regulations at the central level. New
technical regulations that are promul-
gated must be explained in terms of how
the specific regulation conforms to Article
2. The relevant authorities must also pro-
vide evidence that the problem cannot be
addressed in a non-restrictive manner
and show that relevant international stan-
dards have been consulted, where applic-
able. When new technical regulations are
created that will have a significant effect
on the trade of other WTO members, the
TBT requires that, under normal condi-
tions, the proposal to introduce a techni-
cal regulation be published at “an ecarly
appropriate stage.” In addition, the prod-
ucts 1o be covered, as well as a rationale
and specific objective for the regulation,
must be transmitted to other members
through the WTO Secretariat. Copies of
the regulation, along with an explanation
of how it is different from existing inter-
national standards, are to be made avail-
able upon request. An information center
must also be set up to provide relevant
documents and answer “reasonable en-
quiries” from other members, Local gov-
ernments or non-governmental organiza-
tions that issue standards have the same
reporting requirements as central organs,
though they do not have to introduce the
new regulation to the Secretariat.

The Code of Good Practice for the
Preparation, Adoption and Application of
Standards of the TBT shapes the way that
WTO members are 1o establish and struc-
ture their technical regulations system.
The Code of Good Practice stresses the

importance of national treatment, a cor-
nerstone of the WTO, in its requirement
that products imported from any member
must be treated at least as favorably as
domestic products with regard to techni-
cal regulations. The Code of Good Prac-
tice also outlines a series of steps with
appropriate time guidelines for member
countries 1o follow in establishing new
technical regulations.

In a recent US-China Business Council
survey, US firms considered transparency
of technical standards a priority issue in
the current WTO negotiations over
China’s accession. Survey respondents
were also concerned about the time
frame for implementing a transparent sys-
tem, and hoped that China would have
such a system in place within one to two
years after its accession. Though China
might be able to claim longer phase-in
periods as a developing country for some
of the TBT requirements, no special pro-
visions are granted 1o developing coun-
tries regarding the most important issucs
that relate 1o the uneven PRC inspection
process—namely, national treatment.

The current draft protocol on China’s
WTO accession leaves several key issues
unresolved. In particular, there has been
no agreement vet on whether govern-
ment-mandated inspection agencies such
as SACTH will be allowed to inspect im-
ported goods for compliance with com-
mercial contracts. Though a consensus
appears to have been reached on the
publishing of standards and inspection
criteria and the removal of the two-tiered
system for inspecting imported and do-
mestic products, no part of the protocol
is considered final until agreement has
been reached on all the items.

China's current standards and inspec-
tion regime clearly falls short of WTO re-
quirements, but there are conflicting re-
ports about how well China abides by
the national treatment clause. For exam-
ple. though some observers report that
the fees charged o domestic companies
for inspections are much lower than
those charged 1o foreign companies, oth-
ers see i general parity. Moreover, the
TBT lists protection of human health and
safety as a primary goal of technical regu-
lations, which would seem 1o justify the
inspection of many of the goods listed in
China’s two catalogues.

And, despite the lack of transparency
in China's standards regime, the PRC has
mutual recognition agreements (MRAs)
with a large number of countries—tar
more, in fact, than the number of MRAs
negotiated by many European countries.
MRAs, which SACI has signed with about

. The China Business Review / 1/ /i 1007

F 0 ¢ U s

20 foreign bodies in such countries as
Hungary, Isracl, Malaysia, Poland, Singa-
pore, and the United States. enable these
foreign organizations to carry out inspec-
tions on SACIs behalf.

PERSISTENT HEADACHES

Though domestic firms do not escape
inspections altogether, as domestically
produced medical equipment and cos-
metics, and PRC goods for export must
also be inspected, the inspection burdens
borne by foreign and domestic firms can
be different. For example, domestic firms
are not subject to the same site visits by
inspectors as foreign firms. Lack ol trans-
parency also is a looming problem for
foreign companies, Fee schedules for
China’s safety license inspections for ex-
ample, have been compiled but are not
public information.

Foreign firms doing business with
China thus will probably continue to
face a range of inspections and stan-
dards regulations, though according to
China’s Individual Action Plan released
at the November 1996 Asia Pacific Eco-
nomic Cooperation (APEC) forum in
Manila, China will continue to adopt in-
ternational standards. The PRC promised
to attempt, by 2000, to bring over 60
percent of its new national standards in
line with international practices. The
standards to be reconciled cover a wide
range of products in various sectors and
industries, including chemicals and pe-
troleum, building materials, metals, med-
icine and medical equipment, and infor-
mation technology, among others. Over
the longer term, China intends to align
more of its standards with international
ones, and hopes to expand the number
of MRAs with other countries.

Perhaps of greatest importance o for-
cign firms is China's pledge to increase
transparency in its inspection regime,
and its short-term plans to exchange in-
formation more freely with APEC coun-
tries, especially in toy safety. Similarly,
the recent progress in China's WTO ac-
cession negotiations holds out hope to
foreign companies that once the PRC ac-
cedes, clearer guidelines will govern the
future development of China's inspec-
tion regime.

In the meantime, however, China’s in-
spection labyrinth will probably continue
to confound foreign exporters and pro-
ducers. Until officials settle the bureau-
cratic turf battles that have emerged, a
goal that is not expected o be reached
anytime soon, maneuvering through
China's standards and inspection systems

is unlikely to prove much casier. %
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Shipping Out

Expatriate
employees need Sheila Melvin and Kirsten Sylvester

more than a

ticket and visa

. S firms employ almost 7 million people outside the United States, and more than 100,000
beﬁ)re depﬂﬁlmg US firms are engaged in some type of overseas venture. Because globalization makes possi-
. " ble the duplication of many factors of production, people frequently make the difference in
/07' Cb”lﬂ an individual firm’s ability to stay ahead of the competition. Management of a global work-

’ force can thus be an important factor in the success or failure of a multinational corporation.

With daily headlines, in-depth cover stories, and frequent conferences all documenting the lure
of the China market, more and more global firms are now taking a long and hard look at whom
they send to China, and at the skills and knowledge these managers will need. Executive search
firm Korn/Ferry International forecasts that the demand for executives among large corporations in
China will increase by at least 400 percent over the next decade. And, with the typical annual ex-
patriate compensation package in China ranging from $250,000-$350,000, China postings are no
small investment.

The need for expatriate employees in China is increasing as a result of more foreign companies
expanding their existing operations there, or venturing into China for the first time (in China’s
case, “expatriate” generally refers to non-Chinese Westerners and ethnic Chinese from Hong
Kong, Taiwan, Southeast Asia, and the West). In 1994-95, Korn/Ferry documented a 45 percent
increase each year in its placement of senior executives in China. In a 1995 survey of 138 compa-
nies by the management consulting firm Windham International, China was the “emerging” for-
eign destination to which employees were most frequently assigned. The same survey also found,
however, that China ranked second after Japan in terms of countries that produce the greatest
number of assignment failures.

WHY EXPATRIATES?

“Localization —filling management positions with local hires rather than expatriates—is the end
goal of most foreign companies with operations overseas. But recent interviews conducted by the
US-China Business Council suggest that many foreign companies consider the success of their China
ventures to depend on having a minimum number of expatriate managers in the field, particularly
during the venture's early years. Some foreign-invested enterprises (FIEs) in China feel strongly that
only managers brought up through the foreign parent’s ranks have the full sense of the firm’s mis-
sion, products, and competition. Others cited having a reliable source of communication and some-
one who understands the corporate culture as important reasons to have “one of their own” in the
PRC. The particular skills required of the position, of course, also factor into the decision to send an
employee abroad.

Though many Western human resources experts believe that China is still at least five years away
from the point at which locally hired executives will begin to replace expatriate managers on a wide

Sheila Melvin is director of the US scale (see The CBR, May-June 1996, p.26), the cost of sending an employee to China has many firms
China Business Council’s Shanghai wishing localization could happen tomorrow. In addition to a base salary, the typical expatriate com-
office. Kirsten Svlvester is associate pensation package includes a foreign service premium. all moving and relocation expenses, Western-

editor of 7he CAR style housing, education expenses for children, home leave, annual leave, and a hardship premium.
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For a top executive posted to China, addi-
tional expenses might include a car and
driver, and rest and relaxation trips for the
entire family

But, as Yoshi Niguchi, managing part-
ner of the executive search firm Ray &
Berndtson, points out, localization tends
to occur over a period of decades. In the
1970s, for example, Japan was host to
many expatriates who, by the 1980s, were
largely unnecessary. Brian Renwick, man-
aging director of ECA China Lid., a Hong
Kong-based cross-cultural services firm,
also believes that localization in China is
proceeding slowly. Though more and
more local Chinese are filling deputy mar-
keting and production manager positions,
FIEs still tend to post expatriates for such
positions as chief financial officer, general
manager, and human resources manager
because the level of local expertise in
these areas remains low.
THE BEST CANDIDATE

The importance of human resources 1o
the investment equation in China cannot
be underestimated. Not only are personal
relationships a high priority in the Chi-
nese value system, but the current level
of management technology in China re-
quires experienced leadership in the
workplace. As business globalizes, US
companies face an array of options for
filling posts in China: selecting someone
from within the foreign parent; recruiting
a foreign national outside the firm in
Hong Kong, China, or the United States;
hiring a PRC national who has studied in

the United States; or working with one of

the many executive search firms that
have established offices in Hong Kong
and China to recruit personnel with a
specific mix of qualifications. Whichever
route a firm takes, technical or business
skills, language ability, and familiarity
with the PRC business environment are
three criteria by which applicants are
likely to be judged.

While a growing number of new expa-
triate hires are ethnic Chinese, who tend
to have superior Chinese language skills
and familiarity with, if not affinity for,
China’s culture, many experts caution
companies against hiring expatriates on
the basis of non-business criteria, stress-
ing that technical skills should always
come first. There is also considerable dis-
agreement among human resources ex-
perts about the wisdom of assigning an
ethnic Chinese expatriate to a China ven-
ure. Some maintain that these managers
can be particularly effective in China,
since they tend to be culrally vested in
China in a way that most Westerners are

not. Others feel non-Chinese expatriates
can wield more leverage in negotiations
with potential Chinese partners and com-
mand greater loyalty from their local staff.

Daniel Hsieh, vice president of the
management consulting firm William
Kent International, Inc., explains that
business skills should always outrank lan-
guage skills in importance to a com-
pany’s China operations. Because China
is not only one of the most volatile mar-
kets in which to do business, but also
one of the world's most competitive mar-
kets, says Hsieh, companies should send
their young, skilled, “rising stars” to
China, regardless of language ability or
ethnic origin, Executive qualities next in
importance, according to Hsich, are cul-
tural sensitivity and tolerance for China's
living and working conditions, followed
by Chinese language skills.

The vast size and complexity of the
China market demands the best talent
that foreign companies have, says Hsieh,
Many large, diversified multinational
companies are focusing their efforts on
developing the talents of promising em-
ployees in China, so that the company
can gain a competitive edge with its own
“China expertise”—a corps of China-
based employees who understand the
country’s business environment inside
and out, and whose knowledge is not
limited to a specific sector or product. If
the foreign corporation decides to go af-
ter market share in a given product or ge-
ographic area, the talents of these em-
ployees are readily applicable.

For foreign operations located in re-
mote regions of China, where few West-
ern amenities are available and expatri-
ate communities are small and scattered,
some companies hesitate to post an ex-
patriate on a permanent basis. Instead,
an FIE might handle managerial func-
tions by sending in a home-office em-
ployee for up to six months to train a
local manager, combined with overseas
training for the local employee. Other
FIES opt to post an expatriate in a major
city in China who can then travel to
their more remote facilities on a weekly
or monthly basis.
CHOOSING WISELY

Though the expatriate phenomenon is
hardly new, the selection process for
China continues to stump many firms. In
many cases, technically qualified candi-
dates may be unwilling to transfer over-
seas. Among the qualified candidates
willing to take a foreign assignment,
some may be intimidated by the lan-
guage barriers or living conditions in

With the hpical annual
expatriate compensation package
in China ranging from
$250.000-$350.000, China

postings are no small investment.

China, while others with school-age chil-
dren might be deterred by China’s dearth
of international schools. Currently, only
Beijing, Dalian, Guangzhou, Shanghai,
and Tianjin have international schools.
Indeed, the high number of unmarried
people among China's expatriate commu-
nity lends credence to the image of the
expatriate employee as a maverick pio-
neer, staking the company’s claim on the
global business frontier. While human re-
sources executives from some multina-
tional corporations state that they send to
China only those employees who have
international experience, others admit
that they simply do not have a suffi-
ciently large pool of such employees to
select from based on this criterion.

Once practical criteria are applied,
human resources managers should at-
tempt to make sure that candidates pos-
sess certain personality traits, as the im-
patient or intolerant are not well-suited
for working in China. Rather, China de-
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The cost of sending an
employee to China has many
Sirms wishing localization could

happen tomorrouw.

mands flexibility, optimism. tolerance,
and perseverance. Further, because an
expatriate’s mission typically involves
training a local replacement, or at least
transferring knowledge to Chinese col-
leagues, companies should look for can-
didates who have qualities associated
with teachers (see box). “Expatriates
should be able to transfer information
even o people who don't know what
questions to ask,” says one China-based
human resources manager of a large US
manufacturing company. Expatriates
also must not expect to change radically
the ways of their local Chinese col-
leagues. Instead, a good expatriate em-
ployee will be able to adjust his or her
supervisory skills to reflect how Chinese
workers operate (see p.34). For exam-
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Fax: 86 21 6279-7698 or
E-mail: rvixin@online.sh.cn

ple. a Chinese employee may not be ac-
customed to resolving problems and
making decisions independently, partici-
pating in a Western-style business meet-
ing, or offering suggestions to a supervi-
sor. A good foreign manager should at
least be aware of such attitudes and. i
possible, use patience and encourage-
ment 1o bring about greater efficiency in
the work place.
PREPARATION IS CRITICAL
Though preliminary “look-see” visits
by potential expatriates and their spouses
to China have become commonplace,
surprisingly few expatriates-to-be and
their families receive in-depth training be-
fore leaving the United States. Manage-
ment consultants maintain that too many
companies equip these employees with
no more than a handbook or a one- or
two-hour orientation session before sce-
ing them off at the airport. The Windham

survey reports that only about one-third
of the surveved companies offered cross-
cultural preparation programs to all fam-
ily members involved in an overseas
transfer, more than one-third provided no
such training. and about one-third of-
fered training to the expatriate employee
and his or her spouse. Though cross-cul-
tural services firms report an increase in
pre-departure programs for China, many
of the larger multinationals report that
training, if provided at all, occurs in
China

When in-depth training is provided,
the curricula often skimp on general cul-
tural values and practices. Further, even
crucial “China business” training often is
lacking. Few expatriates are warned, for
example, that China's volatile market—
sudden tax and regulatory changes, re-
ductions in supplies, frequent turnover of
skilled labor, and other unpredictable
problems—often means that meeting

PASSING THE TORCH

Seeking to cut costs and confident
that Chinese citizens are, in the long
run, best qualified to run a business in
China, rapid localization has become
the mantra of many foreign-invested
enterprises (FIEs) in China. While FIEs
are constantly in search of skilled local
managers and of the right strategies to
retain them, few companies can claim
much success in reducing the number
of expatriates they have in China. In-
deed, many FIEs in China seem to be
increasing, rather than reducing, their
expatriate staff.

The reasons for delays in localiza-
tion are many, but failure to delegate
responsibility to local employees can
seriously impede the process. Expatri-
ates are the cornerstone of any local-
ization effort, serving as the conduit for
transferring to Chinese managers the
most vital information about running a
company, be it technical know-how,
managerial skills, business knowledge,
corporate culture, or familiarity with
people back at headquarters. But the
multitude of tasks that an expatriate is
asked to perform in addition to train-
ing his or her replacement tends to
make achieving localization of a given
position within two to five years unre-
alistic. Rarely, if ever, are such respon-
sibilities listed formally in the expatri-
ate’s job description. “Burn-out” among
expatriate managers in China thus has
become all too common, hindering
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daily operations as well as the longer-
term objective of localizing the China
venture's management.

Companies that want to turn local-
ization from a catchword into reality
may thus need to redefine each expa-
triate’s job priorities. Specifying that the
expatriate is responsible for training a
local manager is an important starting
point. Since requiring an employee 10
train himself or herself out of a job is
hardly natural in the corporate world,
the company should reward expatri-
ates who achieve this goal in the same
manner that attaining other business
goals would be rewarded.

Expatriates also should be given the
tools they need to transfer their skills
and knowledge to Chinese managers.
Because not all businesspeople are
born teachers, company-sponsored
“train the trainer” sessions may be re-
quired. Even expatriate managers with
solid teaching ability may need advice,
since norms governing teacher-student
and supervisor-employee relations in
China differ greatly from those in the
West. In short, companies that post ex-
patriates in the PRC who are neither fa-
miliar with Chinese culture nor trained
in the art of teaching may need to de-
vole more resources to cross-cultural
training—or extend their localization
timetables.

—Sheila Melvin



home-office goals and deadlines proves
infeasible, or makes accurate forecasting
much more difficult in China than back
home. While such conditions try the pa-
tience and skills of expatriate chief finan-
cial officers and general managers, hav-
ing a home office that faults the
expatriate for failing to live up to corpo-
rate expectations only adds insult to the
expatriate’s injury

While Chinese language ability may
not be the most important criteria in se-
lecting an expatriate for a China post,
having at least some level of comfort
with the language is important. Though
many expatriates are selected based not
on Chinese language ability but on their
technical skills, acquiring some basic
Chinese can be a crucial means of estab-
lishing trust with local Chinese col-
leagues. Companies that are serious
about their expatriates succeeding en-
courage—and pay for—ongoing lan-
guage training, rather than simply pro-
viding them with a translator.

SUPPORT
THE HOME

FROM

FRONT

The hundreds of thousands of foreign
firms that have established operations in
China. whether in the form of representa-
tive offices, joint ventures, or wholly
owned ventures, have invested in China’s
future. What is often overlooked is that
the expatriates who staff these operations
also represent a significant investment.
Assignment failure is difficult to quantify,
though ECA China's Renwick estimates
the expatriate failure rate in China among
FIEs to be as high as 25-30 percent. An
expatriate who departs ahead of schedule
or fails to achieve job-specific goals
means an enormous Unc\pt'(ltd cost 1o
companies, which then face the sk of
quickly replacing that employee. Family
adjustment problems, lifestyle issues, and
frustrations at work are just some of the
factors contributing to assignment failure.
Thus, many firms could benefit from de-
voting more attention to providing both
moral support and substantive assistance
to their expatriates if they hope 1o see re-
turns on their expatriate employees—and
on their overall China investments.,

Pre-departure training and/or orienta-
tion for soon-to-be expatriates and their
families should be only one element of a
company’s support. Once in China, an
emplovee’s needs multiply, from locating
housing, obtaining a local driver's license,
starting language training, and receiving
encouragement from the home office on
any number of issues. One relocation
specialist maintains that an expatriate’s

first three months in-country is when the
most support is needed,

Foreign companies that have been op-
erating in China for some time know the
value of providing employee support ser-
vices, but such assistance varies from
company to company and even from
business to business within one com-
pany. Some companies offer their em-
ployees assistance locating Western-
trained doctors and help with shopping
and hiring maids. Other companies in-
stead opt o outsource these types of ser-
vices to one of the many relocation spe-
cialists that have hung out their business
shingles in China.

On the job, though, many expatriates
could use more than just moral support
from the home office. Many expatriates
report that their workload in China is
much heavier than in the United States,
typically because he or she ends up with
multiple job responsibilities and func-
tions. As one expatriate lamented, it takes
“the first year of an assignment to figure
out where you are, the second year to
figure out what your job is, and forever
to make an impact.” Some companies
make a practice of sending home-office
managers to China for short periods to
understand better the daily challenges
that expatriates confront on the job

Though the expatriate
phenomenon is hardly new, the
selection process for China

continues to stump many firms.

For married employees, the heavy
workload of a China posting can have
devastating effects, as dual postings are
still a rarity and a non-working spouse
may be prone to feeling isolated or de-
pressed. Some companies retain a psychi-
atrist who travels to a firm’s various loca-
tions in the Asia region to offer
counseling to expatriates and their fami-
lies. Company-sponsored entertainment
for spouses and families can be another
important way to help employees main-
tain a stable home environment and
build support networks within the expa-
triate community; other companies make
it a point to provide generous entertain-
ment budgets. And although life in Bei-
jing and Shanghai has become much cas-
ier for expatriates in recent years, ample
leave for rest and relaxation is still impor-
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5 Zun Yi Nan Road, Shanghai 200335, China. Tel: (86-21) 6275 8888 Fax: (86-21) 6275 5420, For reservations, please contact your travel
agent or any Westin Hotel near you. (Conveniently situated next to the Shanghai International Exhibition Centre and ShanghaiMart )

Other Westin Hotels k Resorts and Caesar Park Hotels & Resorts can be found in the following cities in the Asia-Pacific: TATWAN - Kenting; KOREA - Pusan,

Seoul: JAPAN - Kyoto, Osaka, Tokyo; MACAU, GUAM; PHILIPPINES - Manila; SINGAPORE; INDONESIA - Surabaya; THAILAND - Bangkok, Chiangmai
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Many expalriales are content to
extend their terms in China—
some, though by no means all,
even believe that the “hardship”
designation for China has now

become an andchronism.

tant, especially for families. for whom
quality time together can be a scarce
commodity, For expatriates posted 1o re-
mote parts of China, companies should
expect to cover trips to larger cities for
supplies, as well as provide any neces-
sary funds for apartment renovations or
the installation of appliances

To
AND

CHINA—

BACK AGAIN

Posting expatriate employees in China
is an investment with both short-term and
long-term components. While the expatri-
ate’s immediate mission is likely o con-
sist of managing some aspect of the
firm's China venture, in the long run the
employee stands to contribute knowl-
edge gained overseas to the home office
and, more generally, enhance a com-
pany's “international outlook.” To maxi-
mize their short-term investment in hu-

man capital, companies are beginning to
lengthen the average stay for their expa-
triates in China. In many cases, expatriate
assignments in China have increased
from two years to three or even five
years, Given the speed with which West-
ern-style amenities are appearing in
China's major cities, many expatriates are
content to extend their terms in China—
some, though by no means all, even be-
lieve that the “hardship” designation for
China has now become an anachronism.
Further, most expatriates believe that

compensation levels have reached fair, if

not superb, levels and that their work has
become that much more challenging in
recent years as a market economy takes
firmer root in the PRC.

Some expatriates complain, however,
of the lack of performance evaluation
methods in place for their China posi-
tions. Indeed, a common fear among US-
based emplovees presented with the
chance to work in China is that, by doing
so. they will be bumped off of the parent
firm's promotion track. While companies
appear to be trying hard to fight this mis-
conception, and indeed many companies
already consider international experience
to be an essential part of career develop-
ment, anecdotal evidence suggests that
few FIEs in China have clear perfor-
mance measures and regular evaluations
in place for expatriates

While most companies tend to avoid
developing a corps of “perpetual expatri-
ates” who remain overseas indefinitely,

THE VIEW FROM THE CHINESE SIDE

F 0 ¢ U 5§

others realize that extending an em-
ployee’s stay in China can reduce overall
expenses by eliminating the costs of
moving and training a new employee
and his or her family. But for employees
who must move on, companies should
consider alternatives to simply sending
the employee back to the home office. A
company may have the option o assign
the expatriate to a different China opera-
tion or another posting in Asia, or ap-
point him or her as the primary China li-
aison within company headquarters.
Either of these moves would multiply the
benefits of an employee’s hard-carned
knowledge of the Chinese business envi-
ronment. And rewarding the expatriate
with a substantive assignment or promo-
tion—not simply with a horizontal move
to another position—upon completion of
the China posting will serve as a positive
example to other employees considering
overseas poslts.

There are few easy answers o resolv-
ing the problems that arise in managing a
global workforce. Working and living
conditions vary among countries, cities,
and companies. But, certainly, personnel
administrators must begin to meet the
challenge by tuning into expatriates” daily
experiences. Increasingly, as US compa-
nies venture into foreign markets as com-
plex and promising as China, they are
likely to discover—if they have not al-
ready—that attention to human resources
issues is crucial for long-term business

SUCCEsSs. %

For every foreigner who has to bal-
ance the rewards and tribulations of
working in China, there are dozens of
Chinese employees who balance the
pros and cons of working for a foreign
company. In some cases, the differ-
ences between foreign management
styles can leave Chinese employees
confused or discouraged.

According to human resources pro-
fessionals, the first question asked by
local Chinese candidates for high-level
management positions in a foreign ven-
ture is often, “To whom will 1 report?”
Fortunately for US businesses, many
Chinese consider US and British man-
agement styles to be supportive but
hands-off, and empowering to individ-
ual employees. In contrast, foreign
managers who interfere frequently in an
employee’s work or who appear unwill-
ing to put their trust in local hires com-

mand little respect among Chinese em-
ployees.

When asked what qualities they ap-
preciate most in a foreign manager,
many Chinese employees of foreign-in-
vested enterprises (FIES) mention pa-
tience, flexibility, and an ability to com-
municate. A willingness to teach and
explain why things are done in a partic-
ular way also is much prized. Said one
Chinese FIE employee, “Sometimes you
look and you see how your boss did
something and you think, ‘Why didn't I
do it that way?” Indeed, the opportunity
to learn and to develop professionally
tends to be the prime reason cited for
working for a foreign company. All the
same, many Chinese FIE employees pri-
vately note that their foreign supervisors
could be more flexible and even-tem-
pered. Said one executive secretary,
“Some foreigners work in China, but still
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have very Western ideas in their minds.
Western ideas are good, but they should
also try to adapt to the local situation.”

Differing attitudes toward work also
gives rise to potential conflicts. “For-
eigners are very concerned about their
work,” explained one woman who has
worked for several foreign companies
over the last five years. “Chinese people
are more concerned about their rela-
tions with their boss and their col-
leagues. At work, foreigners only think
about their job.” Despite differing atti-
tudes and the adjustments that Chinese
employees of FIEs must make, the Chi-
nese FIE employees interviewed believe
the positive attributes of their foreign
supervisors outweigh the negative, as
all expressed the desire to continue
working for foreign companies.

—Sheila Melvin
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DISCUSSION ON THE ISSUES MOST CRITICAL TO YOUR CHINA OPERATIONS:

9,10 & 11 July 1997, Kowloon Shangri-La, Hong Kong

Benefit from up-to-date, experience-based presentations from leading experts on:
ESSENTIAL POINTS OF THE PRC LABOUR LAW &
THEIR IMPACT ON HUMAN RESOURCE MANAGEMENT
Led by: Lawyers from the China Group of Clifford Chance
SOCIAL INSURANCE, COMPENSATION &
BENEFITS PLANNING IN CHINA

Led by representatives of:
The Employee Benefits Forum of China « FESCO (Beijing & Shanghai) * GTE China * Watson Wyatt
Worldwide * Hewitt Associates * 3M Shanghai * ECA China Ltd « KPMG Peat Marwick « Winconsult Ltd

BOOKABLE MANAGEMENT TRAINING &
SEPARATELY DEVELOPMENT IN CHINA

With contributions from:
The Motorola University * The Beijing Trainers’ Network « BASF China
IBM China * CEIBS ¢ Nokia China ¢ I Will Not Complain ¢ Universal Focus Intl

Organised by: Official Publications:
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AN o (5| STAFF BUSINESSREVIEW

“For more information please FAX this whole page to Customer Services, IIR Ltd, (+852) 2586-1999 « tel: (+852) 2586-1777

Please send me the a full Brochure on the 1997 China HR Series Please send me more information on exhibition opportunities

Mr/Ms/Dr

Job Title Company Name
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US-CHINA TRADE

Billion $ Us us us
60 Exports Imports Balance
_ ] US exports (fas) =
gl 1989 5.8 12.0 -6.2
© - US imports 1990 18 15.2 -10.4
1991 6.2 9.0 -12.8
30 mmm US Balance 1992 _— _Iz__’q 7:Hﬁ
o 1993 8.8 31.5 -22.8
= 1994 9.3 38.8 -29.5
1995 117 5.0 -33.9
1089 1990 1991 1992 1993 1994 1995 199G 1996 12.0 51.5 -390.5

NOTE: Cv, or customs values, are
approximately the save as fob or fas
values, i.e., no shipping or insurance
costs are included. Totals may not add
up due to rounding,.

SOURCE: US Department of Commerce

TOP US EXPORTS TO THE PRC, 1996

Inorganic and organic Commodity (HTS#)

chemicals 2.4%

Plastics
3.4%

Oil seeds 3.6%
Power generating equipment (84)
Cereals 3.7% Other
. craft (88)
Medical and surgical Aircraft

equipment 4.1% I iy gis
Electrical machinery (85)

Cotton varm
and fabric
0.1%

Fertilizer (31)

Cotton yvarn and fabric (52)
Fertilizer
S P

1Yo Power Medical and surgical equipment (90)
generating

equipment

Cereals (10)

19,20
Qil seeds (12)
Electrical machinery Plastics and articles thereof (39)
11.9% . ' ,
B norganic and organic chemicals (28, 29)
Aircraft
14.2% SOURCE: 1S Department of Commerce

TOP IMPO}

Commodity (HTS#)

Iron and steel 1.7

Medical and surgical equipment 3.0%

Plastics 3.4% Electrical machinery (85)
Other

19. 4%

Fumniture 4.0%
Tovs (93)
Leather and ’

travel goods 5.1% Footwear (64)

Power Apparel (61, 62)
generating

—0 Electrical Power generating equipment (84)

equipment 8.7%
machinery

17.3% Leather and travel goods (42)

Apparel Furniture (94)

9.8%
Plastics and articles thereof (39)

Medical and surgical equipment (90)

_ - Iron and steel (72, 73)
Footwear 12.4%
Toys 14.0%

SOURCE: US Department of Commerce

. The China Business Review / \/a)-/iie 1907



T IN CHINA

B Amount Contracted B Amount Utilized

Number

Amount
Contracted

Amount
Utilized

110 of Contracts (Million $) (Million $)
100 1986 1,498 2,834 2,245
—1 1987 2.233 3,709 2.647
90 1988 3,945 5.297 3,740
| 1989 5779 5.600 377
80 1990 7.273 (5,590 3,410
| 1991 12,978 11,980 1,366
70 1992 18,704 58,122 11,008
1993 83,437 111,436 27515
W 1 1994 17,490 81,406 33 787
1995 37 126 9(),300 37,700
011996 24,529 73,210 12,350
oL SOURCES: Zhongguo Duiwai Jingji Maoyi Nianjian, MOFTE(
A0)
0
10
0

1988

1990 ) 1991 1992

1996

Other 13.9% —

o)

Russia 2.4% =

Taiwan 6.5%

South Korea
Oy

ASEAN 7.

European Union 13.7

A SNAPSHOT OF CHINA IN 1996

... On the Street (ys8.3 = 51)

Dove chocolate bar

large pizza

eggs (1 kg)

asparagus (1 kg)

cup of imported cotfee
Qingdao beer (six-pack)
deodorant (1 stick)
toilet paper (1 rolh
Colgate tox -Cil;\hlr (1 tube)
Kodak film (1 roll)

locally produced Le Kai film (1 roll)

SOURCE: U'S-China Business Council

~ Japan 20.7 Country/ Total Trade

Region (Billion $)
. Japan 00,1
- United States 12.8
. Hong Kong 0.7
. European Union 0.7
— United States
14.8 . ASEAN 204
- South Korea 20,0
B aiwan 19.0
Russia 6.8

M~ Hong Kong 14.1¢ SOURCE: Chinc's Crstonis Statistics

... In the Factory

bicvcles

B cars 389,200

trucks 6R6.800
color TVs

video recorders

21.1 million
2.4 million
air conditioning units 6.5 million
washing machines 10,7 million
cloth 17

steel 10K

5 hillion meters

million tons

SOURCE: 1996 output as r
in Chinea Monthly Statistics
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Commentary

Beyond the Hype

M]ﬂl U ‘Zl[ - Pamela Baldinger

really change in

Hoﬁg Kong ceording to my countdown clock (a hot seller here these days, it was developed by a local
businessman and will start counting up, instead of down, come July 1), there are 76 days

df[erj”h, ]p left until Hu}m Kong reverts to Chinese -“""‘-'l"'iiim)'- By the ‘timw you read this article, the
v ' iandover will be around the corner and nearly 7,000 journalists will have descended upon

the territory to record this historic event. Predictably, members of the foreign media are seeking to
whip up public interest in the story by painting the territory and its transition in black-and-white
terms that make for catchy headlines, if sometimes spotty reporting and an over-emphasis on the
single date of July 1. Of course the politicians, who don't like to relinquish the spotlight, have joined
the fray; according to Hong Kong's Economic and Trade Office in Washington, DC, around one-
quarter of the US Congress has visited Hong Kong in the past nine months.

With all the noise surrounding the impending handover, it can be difficult to cut through the
rhetoric and determine just what changes foreign businesses in the territory really will confront af-
ter July 1. The issues most documented in the press—maintenance of civil liberties and the rule of
law, freedom of the press, relatively low levels of corruption, and independence of the judiciary—
will not change wholesale at the stroke of midnight June 30; it will take time to ascertain what, if
any, changes there will be in these areas and what the impact of such changes will be on Hong
Kong's society and business climate. And, more likely than not, the short-term trends will be far
from crystal clear.

Even when one moves away from contentious big-picture political issues to more mundane busi-
ness matters, in many cases the answer to what happens after 1997 is “unclear.” The inability of the
British and Chinese governments to reach agreement on many over-arching issues has pushed seem-
ingly less controversial ones to the back bumner. China, moreover, seems more willing to let the terri-
tory endure some uncertainty than even discuss certain issues with the British or current Hong Kong
government. Businesses will therefore have to wait until the Special Administrative Region (SAR)
government of Chief Executive-designate C.H. Tung comes to power before it becomes clear how
many of the questions arising from the change in sovereignty will be resolved.

Not everything is uncertain, however. The PRC, Hong Kong, and US governments have taken
many steps to clarify for businesses the status of international and bilateral agreements as they will
apply to Hong Kong, the territory's participation in international organizations, and the status of
Hong Kong's own business-related legislation after July 1. The 1984 Joint Declaration, the treaty be-
tween China and the United Kingdom that outines Hong Kong's change of sovereignty, and the
1990 Basic Law, the SAR's de facto constitution, also detail critical financial and monetary arrange-
ments that should provide some comfort to foreign businesses. A brief run-down of major business
issues and what we know about them vis-a-vis the handover follows:

B International treaties and organizations Hong Kong will continue to apply more than 170 in-
ternational treaties, covering such areas as shipping, labor, crime, and disarmament after July 1. It
will also continue to be considered a separate Customs territory from the PRC after July I, employing
separate Customs procedures and tariff rates from China, separate export control procedures, sepa-
rate tax systems, separate currencies, and separate intellectual property registration systems. Hong
Kong will also continue to be subject to distinct textile quotas and will remain a full member of the

Pamela Baldinger is director of World Trade Organization (WTQ) and Asia-Pacific Economic Cooperation (APEC) forum.
the US-China Business Council s M Bilateral arrangements Under the terms of the 1992 US-Hong Kong Policy Act, the US govern-
Hong Kong Operations ment will treat Hong Kong as a distinct Customs area, enabling the territory to continue to enjoy
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more favorable US textile quotas, export
control procedures, and immigration
controls than the PRC does. Congress is
considering amending the act to clarify
that such favorable treatment may be re-
voked if the United States perceives that
the “one country, two systems” policy
China has designed to preserve Hong
Kong's autonomy is not upheld.

The US and Hong Kong governments
have also negotiated a number of bilat-
eral agreements to ensure continuity of
the relationship after July 1. For the most
part, these agreements will take the place
of US-UK agreements currently extended
to Hong Kong, which will lapse after the
handover. All of the new bilateral agree-
ments must be approved by both the US
and Chinese governments. Thus far, only
the consular and civil aviation agree-
ments have been approved by all the rel-
evant authorities; the Agreement for the
Surrender of Fugitive Offenders, the
Agreement on Mutual Assistance on
Criminal Matters, and the Transfer of Sen-
tenced Persons Agreement have been
blessed by the Chinese and are currently
before the US Senate. Negotiations be-
tween the United States and Hong Kong
for a Bilateral Investment Agreement,
which would protect investments from
cach signatory in the territory of the other
by mandating compensation for expropri-
ation, provision of national treatment,
and prohibition of performance require-
ments, among other things, have not vet
been concluded. Tt will take high-level
political willpower to surmount the re-
maining obstacles during the next round
of negotiations, which likely will take
place sometime in May.

B Nationality and right of abode
Hong Kong's immigration ordinances
will undergo significant changes after
July 1, as China’s Nationality Law will be
applied to the territory. There is still
much uncertainty regarding the details
of the new scheme, but the broad out-
lines are now clear. For those with for-
cign nationality, there will be two major
changes. First, non-Chinese permanent
residents who meet the relevant criteria
will be permitted to gain the right of
abode in Hong Kong after July 1. This
means they may run for political office
and vote in elections. Residents with
right of abode also do not have to ob-
tain work permits and may not be de-
ported. Second, Chinese permanent resi-
dents who also hold foreign nationality
may lose (initially) the right of abode in
Hong Kong if they have been out of the
territory for three years and do not reset-
tle in Hong Kong within 18 months of

the handover. Once in the territory,
Hong Kong Chinese permanent resi-
dents who also hold foreign passports
must declare themselves as foreigners if
they wish to retain foreign consular pro-
tection in Hong Kong and China after
the handover.

B Legal cooperation and foreign in-
vestment Several issues of practical im-
port to foreign companies have vet 1o
be resolved—and probably will not be
by July 1. Neither the New York nor
Hague conventions, which govern mu-
tual enforcement of arbitration awards
and judicial judgements, the taking of
evidence, and service of documents,
will apply between China and Hong
Kong after the transition, because the
SAR will not be a sovereign country. It
is unclear how, or when, Beijing will re-
solve this issuc,

Beijing has stated unequivocally, how-

ever, that Hong Kong investors in China
will continue to be considered “foreign”
and therefore subject to all rules and reg-
ulations that apply to foreign investors
and individuals. Hong Kong investors
may also continue to avail themselves of
the China International Economic and
Trade Arbitration Committee (CIETAC).
the PRC arbitration body that handles
cases involving foreign interests.
B Finance and monetary issues Ac-
cording to the Joint Declaration and Basic
Law. the Hong Kong dollar will continue
1o be Hong Kong's legal tender, will re-
main freely convertible, and will not be
subject to foreign exchange controls.
Both the Hong Kong and PRC govern-
ments have pledged to support and de-
fend the Hong Kong dollar-Us dollar
peg, at least for the short term. The Basic
Law also gives the SAR autonomy over its
tax policies, The SAR government will re-
main solely responsible for the collection
and spending of tax revenues, but the
PRC government must approve all Hong
Kong budgets.

The government budget unveiled in
mid-March showed Hong Kong to be in
an enviable economic position, with of-
ficial estimates indicating an overall bud-
get surplus of HKS31.7 billion (USS$4 bil-
lion) in 1997-98, some HKS360 billion
(1'S$40.5 billion) in total fiscal reserves
by next March, and GDP growth of 5.5
percent over the next 12 months. For
foreign firms operating in Hong Kong,
the good news is that firms may now re-
ceive a deduction for foreign withhold-
ing tax on income subject to Hong Kong
profits tax, regardless of the residency
status of the company concerned. In the
past, only companies controlled and

The Hong Kong and Chinese
economies are already largely
integrated and there is much

optimism regarding their future.

managed in Hong Kong—but not for-
eign branches—were eligible for this de-
duction.

TIME wiLL

For all practical purposes, the major
short-term challenges to the transition
and China's one country, two systems
policy are political in nature, since it is in
the political/legal realms that China and
Hong Kong truly have two systems and
where most doubts as to China’s inten-
tions really lie. The two economies are
already largely integrated and there is
much optimism regarding their future,
Though companies assess the merits of
any business locale on a complex interac-
tion of factors, and Hong Kong is no ex-
ception to this rule, the degree to which
foreign businesses retain or lose conti-
dence in Hong Kong after the handover
will depend largely on how the SAR gov-
ernment and courts apply existing laws,
and how they implement any changes to
the current system,

There will undoubtedly be some con-
fusion in the immediate aftermath of the
handover, as opponents of the provi-
sional legislature will challenge its legal
standing and any laws it passes, and va-
cancies in the judiciary may not yet be
filled. The senior levels of the civil ser-
vice, on the other hand, will remain
largely unchanged. which should bolster
stability. Bearing the heaviest burden of
convincing the world that the one coun-
try, two systems policy is viable will be
Chief Executive C.H. Tung. All eyes are
already upon him to assess his indepen-
dence from Beijing and his ability to up-
hold Hong Kong's autonomy after July 1.
Though both Tung and Chinese leaders
in Beijing sometimes appear defensive or
evasive when discussing various aspects
of the Hong Kong transition, all are eager
to prove that the change of sovereignty
will make Hong Kong even more pros-
perous and dynamic than it has been un-
der British rule. It certainly won't take 50
vears to tell if they're up to the task, or if
Hong Kong can retain its stature as a

e

truly international city. %

TELL

The China Business Review / \iu)-june 1007 ¢



Special +** "

Providing
the Parts

Patrick . Hanafee

Improving the
supply and
processing of raw
malerials will

. ceording to a recent China National Automotive Industry Corp. projection, China will have

be[p Cbznﬂ meel 14-50 million vehicles on the road by 2010, when the annual demand for cars and trucks is

, 3 expected to reach 5.5 million. If such forecasts prove accurate, China will become the

Zﬂ([uﬁ‘trﬁﬂl tfﬂ'gets world’s third-largest automotive market early in the 21st century, trailing only the United
States and Japan.

]'}'[ more [/jaﬂ ]'Z{S[ While there is little doubt about China's growing love for the automobile—or about Beijing's ea-

gerness to develop the domestic auto industry—sourcing the raw materials needed to produce auto-
[be aufo iﬂ(hﬁ?ﬁ‘]’ motive components and \L:I:ril"k‘\ in (‘.|‘lin;l at competitive prices is likely to continue to be A major
. L'll.l”k'ﬂgt‘ for the mdu\“'_\_ ”]Ullf..{h China has an _||]1plL' Nllpph of many of these raw materials (see
Table 1), short- and long-term concerns about raw materials and automotive component sourcing
have fostered an unusual joint effort between US automakers General Motors Corp. and Ford Motor
Co. (both of which have been heavily involved in joint-venture development in China) to encourage
greater foreign participation in China’s raw materials sector (see p.44).

For Beijing as well, developing the capacity to process the raw materials used in China’s auto in-
dustry, as well as other sectors, ranks high on the priority list. The development of China's ability to
extract and process raw materials efficiently will have important implications for overall industrial
growth, as many of these materials are commonly used in a wide variety of industrial sectors.

Recognizing the need for foreign technology and investment in the mineral resources sector, Bei-
iing recently eased some of the legal barriers to foreign investment in this sector (see p.46). US and
other foreign auto manufacturers involved in China stand to benefit from such efforts. Chinese pro-
ducers of raw and intermediate materials also stand to gain from new resources from both Beijing
and abroad. In the Ninth Five-Year Plan (1996-2000), Chinese policymakers are taking a number of
other steps to spur the growth of the country’s mining and material processing industries, including
making specific pledges to renovate open hearth furnaces; expand China’s third-largest and most
modern iron and steel producer, Baoshan Tron and Steel Corp.; and further develop the petrochemi-
cal industry.

THE AUTOMOTIVE VALUE CHAIN

For the auto industry in particular, technical assessments of Chinese-manufactured components
tend to reveal a great need for improved quality. Under current Chinese policy, an auto joint venture
is expected to source increasing amounts of its components domestically, according to a predeter-
mined schedule. The legal changes to the mining and mineral resources regulatory regime should
now make it easier for US mining and other raw materials processors to form joint ventures to pro-
vide the high-quality raw materials needed to manufacture these components.

Many companies, including General Motors, make use of a value chain concept in determining
their raw and intermediate material requirements, The first step in this process is to identify the

Patrick L. Hanafee is director, Raw material composition of the finished product, or of the components used to build the finished
Materials, Metallic, General Motors product, The next step is to identify the material composition of intermediate materials and, ulti-
Corp. s Worldwide Purchasing mately, the raw materials needed to produce both intermediate and finished products. For exam-

m The China Business Review / 1/«)-/une 1997



ple, General Motors has identified baux-
ite, iron ore, crude oil, coal, natural gas,
and copper ore as key raw materials in
the value chain for automotive compo-
nents (see Table 2). By analyzing where
these raw materials are located in China,
how much they cost, and how they are
currently sourced, and by taking a
closer look at the composition of inter-
mediate materials produced from such
raw materials, the need for foreign min-
eral-sourcing technology becomes even
more apparent.

General Motors and other auto produc-
ers in China have concluded that it is es-

sential to develop reliable suppliers of

the following intermediate materials:

B Aluminum A typical car contains
about 112 kg (246 Ibs) of aluminum
sheet, extrusions, and casting products,
which account for roughly 8 percent of
the vehicle's net weight. The availability
of competitively priced, high-quality alu-
minum products is therefore of particular
importance for the development of the
Chinese auto industry. Though PRC re-
serves of bauxite, the principal ore of alu-
minum, are plentiful, the chemical com-
position of the bauxite and the processes
used in China to transform bauxite into

alumina make it difficult to obtain the
metallurgical-grade alumina needed 10
produce aluminum. The majority of Chi-
nese bauxite is monohydrate in form and
contains a high percentage of silicon
dioxide. Processing this type of bauxite
into alumina requires high digestion tem-
peratures and the addition of more caus-
tic soda, resulting in higher processing
costs. During the separation and crystal-
lization phases, during which iron, sili-
con, and other materials are extracted,
poor temperature control in China’s pro-
cessing facilities tends 1o leave a higher
percentage of silicon trappings. More en-
ergy is then required during the final
stages of converting alumina into the fi-
nal product, aluminum.

In part because of China's less-ad-
vanced processing technologies, the
country suffers from a chronic shortage
of alumina, making China a net im-
porter of alumina and aluminum prod-
ucts. Though China produced a record
2.5 million tons of alumina last year, an
additional 1.2 million tons had to be im-
ported to supplement domestic produc-
tion. In 19906,
minum metal were produced in China,
while net imports of aluminum metal

1.8 million tons of alu-

Technical assessments of Chinese-
manufactured components tend
lo reveal a great need for

improved qualily.

and scrap to China totaled about
760,000 tons. And China National Non-
ferrous Metals Industry Corp. officials
report that China will continue to rely
on alumina and aluminum product im-
ports for years to come.

Chinese bauxite extractors must also
grapple with transportation and energy
bottlenecks. Many major bauxite de-
posits are found in north-central China
and alumina processing facilities gener-
ally are located near these deposits, far
from the smelters scattered across the
country that produce the aluminum
used by manufacturing centers in east-
ern China (see map). Shanxi Province,
for example, holds nearly one-half of
China’s bauxite reserves but produces

ALUMINUM INDUSTRY

Bauxite reserves
Alumina refineries

Major smelters®

"OpO

Other smelters

* Tagether, these account for 55% of

Chine s total smelting capacity
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Chinese bauxite extractors
must grapple with transportation

and energy bottlenecks.

less than five percent of the country’s
aluminum ingots. Alumina processing is
energy intensive and many Chinese pro-
ducers, especially in northwest and
north-central China, must contend with
sporadic power interruptions, which fur-
ther reduce efficiency.

Another challenge facing automotive
manufacturers is identifying local alu-
minum producers whose products meet
surface finish, formability, and other ma-
terial requirements. Automotive body
panels, for example, require heat-treated
aluminum sheet, which cannot currently
be manufactured in China.

minum foil for packaging and consumer
products, and extrusions for automotive
and building products. In 1995, the Alu-
minum Co. of America (ALCOA) also
formed an aluminum-rolling joint venture
in Shanghai.
B Iron Iron, the key building block of
steel, is used for a variety of automotive
body panels and other parts and is an
equally important component of engine
blocks, manifolds, and other iron cast-
ings. A typical car contains about 845 kg
(1,863 Ibs) of steel and 134 kg (295 lbs)
of iron castings. Together, steel and iron
account for about two-thirds of a car’s
net weight.

China’s iron ore reserves, estimated at
9 billion metric tons, represent about 6
percent of the world's reserves. PRC iron
production accounts for about one-quar-
ter of total global production. China also
produces 19 percent of the world's out-
put of the intermediate material pig iron.
Last year, with over 102 million tons of

TasBLE 1

CHINA'S RESERVES OF SELECTED MINERALS, 1995

MINERAL THOUSAND METRIC TONS PERCENT OF WORLD RESERVES
Tungsten 1,530 40

Molybdenum 3,450 29

Rare Earth 30,200 27

Graphite 48,000 25

Tin 2,100 ‘ 21 _
;';:ndium o 2.800 20

Bismuth 7 200 19

Zinc 33,500 10 7

Iron 9,000,000 - (&

Copper 27,100 5

Bauxite 716,000 3

Nickel 3,780 3

SOURCE: PRC Ministry of Geology and Mineral Resources

Despite the apparent obstacles to sup-
plving foreign manufacturers with com-
petitively priced, high-quality, domesti-
cally sourced aluminum, several US
aluminum manufacturers have recently
established equity investments in China.
Aware that numerous opportunities exist
to supply aluminum products to meet the
quality standards of foreign car manufac-
turers, Reynolds International (China)
Lid., a wholly owned subsidiary of US-
based Reynolds Metals Co., formed its
first joint venture with China International
Trust and Investment Corp. in 1996. The
venture, Bohai Aluminum Industries, Ltd.,
is an integrated aluminum fabrication
plant near Beijing, manufacturing alu-

manufactured raw steel, China replaced

Japan as the world's largest producer of

raw steel.

Despite these high output levels, Chi-
nese iron reserves generally consist of
low-quality ore. Deposits contain only
about 35 percent iron, compared to the
optimal 60 percent level, and mined ore
tends to be high in impurities. To obtain
higher-grade ore, Shanghai-based
Baoshan Iron and Steel and other Chi-
nese firms import large quantities of iron
ore, primarily from Australia and Brazil.

Chinese steel-making processes, largely
based on Soviet technology, also lag be-
hind those of other countries. Most Chi-
nese iron and steel production facilities
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were installed during the 1950s and
1960s and many operate open hearth fur-
naces, which are both inefficient and pol-
luting. However, Baoshan, Shougang
Corp. in Beijing, and newer steel com-
plexes are now in the process of in-
stalling electric furnaces with continuous
casting operations.

Like aluminum, finished automotive
steel, particularly when used in body
panels, must adhere to stringent material
standards, many of which are impossible
to meet without newer technologies. Re-
cent PRC legislation designed to curb air
pollution (see The CBR, January-February
1997, p.34), though, could compel steel
executives to begin importing more envi-
ronmentally sound and advanced tech-
nology.

The prospects for US firms looking to
bring their technological expertise in ex-
tracting and processing iron and steel to
China appear to be improving. Pennsyl-
vania-based Allegheny Ludlum Corp.
and Shanghai No.10 Iron and Steel
Works, for example, formed a joint ven-
ture in 1996 to produce and sell preci-
sion-rolled stainless steel strip. Last year,
US-based Inland Steel Industries, Inc.
and Baoshan jointly invested in a steel
processing and distribution company.
Schloe-mann-Siemag AG, another Ger-
man firm, is providing technology for a
$600 million steel plant now under con-
struction in Guangdong. According to
recent press reports, Germany's Fried,
Krupp GmbH plans to make a 60 per-
cent equity investment in a joint venture
with Pudong Iron and Steel to build
China's largest stainless steel facility.
Foreign auto manufacturers, their sup-
pliers, and other steel and stainless steel
customers in China (particularly those in
the construction industry) are all likely
to benefit from the increased foreign in-
vestment and transfers of foreign tech-
nology.

M Plastics To improve fuel economy and
reduce material costs without sacrificing
performance, automotive engineers now
incorporate increasingly large amounts of
plastic products in vehicle designs. Like
aluminum, plastics comprise about 112
kg (246 Ibs) of a typical car's net weight.
China has large reserves of crude oil, nat-
ural gas, and coal—the basic building
blocks that are converted into petro-
chemicals and resins before being trans-
formed into finished plastic components.

Chinese officials acknowledge, how-
ever, that domestic production of critical
intermediate petrochemical products—in-
cluding benzene, toluene, xylene, butadi-
ene, ethylene, and propylene—used to



make the end plastic products is insuffi-
cient. The ability of domestic companies
to use these petrochemicals to produce
other intermediate materials, primarily
resins, is also limited. As a result, China
imports large quantities of several resins,
including polypropylene (used to pro-
duce bumper fascias) and polystyrene
(used to make instrument panels). Cer-
tain petrochemicals such as polythene

household appliance industries are also
likely to benefit from improved petro-
chemical production and capacity in
China.

B Copper Though copper accounts for
about 24 kg (53 Ibs), or just 2 percent of
an average car's net weight, it is used
extensively in all wiring applications, in-
cluding small motors and wiring har-
nesses. Over 1,000 deposits containing

TABLE 2
THE AUTOMOTIVE VALUE CHAIN

Jauxite Alumina/aluminum
Iron ore Pig iron, sheet steel
Oil, gas, coal Petrochemicals, resins

Copper ore Concentrates, wire

SOURCE: General Motors Corp

Body panels, brackets, wheels
Body panels, engine blocks, manifolds
Bumper fascia, head lamps, interior trim

Motors, wiring harnesses

polymer resin, which is used as a protec-
tive casing for automotive brake tbes,
cannot be produced locally and must be
imported. To the dismay of auto manu-
facturers in China, though, relatively stiff
import duties apply to resins. Polyethyl-
ene, for example, is subject to a 22 per-
cent import duty. Eighteen percent duties
are placed on imports of polypropylene,
polystyrene, polycarbonate, nylon 6/6
(used to make fans and radiator tanks),
polyvinyl chloride (used to manufacture
interior trim) and acrylonitrile butadiene
styrene (used to produce grilles and inte-
rior trim)

According to Ministry of Chemical In-
dustry sources, infusions of foreign capi-
tal and technology will be eritical to the
successful expansion of the Chinese
chemical industry and its plastics produc-
tion capability. In February 1997, Vice-
Minister of Chemical Industry Cheng Si-
wel new
accelerate foreign investment in the

introduced measures 1o
chemical industry. More favorable import
policies for foreign chemicals and ad-
vanced chemical-related equipment, as
well as invitations for foreign companies
to participate in key projects, such as
China Bohai Corp.’s polyvinyl chloride
production project, are among the steps
being taken to encourage new coopera-
tive ventures. While many US and Euro-
pean companies already have established
petrochemical operations in China, the
more favorable investment climate should
encourage the entrance of more foreign
petrochemical suppliers able to support
the automotive industry. The consumer
goods, toys, sports equipment, and

an estimated 27 million metric tons of
copper ore have been identified in
China to date, ranking China's reserves
as the third-largest in the world, behind
those of Chile and the United States. But
since Chinese copper deposits contain
mainly low-quality ore (two-thirds of

these deposits contain less than one

Chinese iron reserves generally

consist of low-quality ore.

percent copper), large quantities of cop-
pk'l ore .||]k| concentrates are i”lp(‘l‘]('(l.
primarily from Chile and Australia.

China National Nonferrous Metals
Corp. (CNNC) oversees all of China’s ma-
jor copper smelters and refineries, most
of which were built in the 1950s and the
1960s. With the exception of the Guixi fa-
cility in Jiangxi Province, these smelters
are hampered by outdated equipment.
According to a CNNC report released car-
lier this year, obsolete technology lowers
the production capacity of copper-smelt-
ing firms, forcing CNNC to import materi-
als at each production stage. The report
also notes that Chinese copper smelters
release excessive amounts of pollutants,
require large energy inputs, and fre-
quently have poor working conditions
due to the emission of sulfuric acid fumes
and inadequate safety precautions.

Not surprisingly, China remains a net
importer of virtually all copper products,
including concentrate, scrap, anodes,
cathodes, and semiconductors, CNNC of-
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The development of China s
mineral resources—

and stable supplies of raw and
intermediate materials—

has implications far beyond

the automotive industry.

ficials encourage foreign investment and
technology in all phases of the copper
production process. Aware that a need
exists for foreign technology and buoyed
by the CNNC's favorable attitude toward
foreign investment, foreign companies in-
volved i copper extracting and process-
ing to supply the auto, electronics, and
semiconductor industries are increasing
the scope and level of their China invest-

A JOINT APPEAL

ments. For example, Australian technolo-
gies are being used to help Zhong-
tinoshan Nonferrous Metals Co. triple its
anode-producing capacity, and Daye
Nonferrous Metals Co. has invested ¥600
million ($72.1 million) to purchase for-
eign-built equipment to expand its an-
ode-producing capacity. Jinglong Copper
Co. Ltd., a venture
Tongling Metals and Japan's Sumitomo
Metals, has undertaken a major renova-
tion, importing Japanese-built furnace
and related equipment from Sumitomo
valued at ¥1.9 hillion (5228.2 million).
Established foreign copper extracting

joint between

and processing joint ventures also should
benefit from an increase in the produc-
tion of copper-made finished products in
China, as seen by the recent formation of
joint ventures to manufacture high-quality
automotive wire harness products. One
such venture, Packard Electric Shanghai,
Lid; 1995
Packard Flectric China, Inc. (an affiliate
of Delphi Packard Electric Systems, a

was formed in between

To identify opportunities for foreign
suppliers to provide a range of compo-
nents, equipment, and materials to au-
tomotive manufacturers in China, Gen-
eral Motors Corp. and Ford Motor Co.
were the principal sponsors of the US-
China Automotive Component and
Equipment Suppliers Conference in
Detroit on February 19-21, 1997. Ap-
proximately 300 automotive company
and industry supplier executives, in-
cluding a large contingent from China,
attended the three-day conference.
Covering a range of issues related to
the mutual development of the US and
Chinese automotive component and
equipment industries, the conference
included a focus on foreign investment
options in the raw and intermediate
material industries in China.

The Chinese government mandates
local content targets in the auto indus-
try to encourage the development of a
fully integrated automotive sector. The
domestic supplier base, however, is
not capable of supporting China's auto
manufacturers. Though a growing
number of US automotive suppliers are
beginning to enter into joint ventures,
technology transfer agreements, and
other business arrangements in China,
there is a need for more suppliers with
advanced technology to enter the
China market.

While the development of the auto-
motive component and equipment in-
dustries is important for the success of
auto manufacturers in China, develop-
ing a reliable supply of high-quality,
competitively priced raw materials is
equally critical for foreign auto compo-
nent and equipment suppliers. General
Motors is currently working with min-
ing and materials processing compa-
nies to build a solid foundation in
China for sourcing raw materials, as
well as finished products.

For more information on the US-
China Automotive Component and
Equipment Suppliers Conference, inter-
ested parties can contact:

Bill Holland

Director of Supplier Development
Worldwide Purchasing and Logistics
GM China, Inc.

Beijing, China

Tel: 8610/6522-2288, ext. 8146
[US voice mail: 313/075-7983]
Fax: 8610/6515-0009

or

Patrick L. Hanafee

Director, Raw Materials, Metallic
GM Worldwide Purchasing
Pontiac, Michigan

Tel: 810/745-7763

Fax: 810/745-5201
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General Motors division) and Shanghai
San Lian Automobile Harness Co. to pro-
duce wiring harnesses for the China mar-
ket and for export.

JUMPING IN

Chinese manufacturers in virtually
every sector in China will have difficulty
meeting industrial targets unless they can
rely on domestic suppliers to process and
extract high-quality, competitively priced
copper and iron ore, crude oil, bauxite,
and other key raw materials into interme-
diate materials for their end products. Ea-
ger to develop an in-country supplier
base, Beijing is encouraging capable, ex-
perienced foreign companies to enter
into partnerships with local companies to
speed the localization process. Beijing's
amendment of the Mineral Resources
Law should encourage more foreign in-
volvement in China's raw materials recov-
erv industries, and also spark foreign in-
terest in minerals processing industries,
This invitation should also allow more US
companies to become part of the supply
chain for China's automotive sector, one
of the world's most significant growth
markets.

The development of China’s mineral
resources, though, has implications far
beyond the automotive industry. PRC
and foreign manufacturers in a wide
range of industries, from semiconductors
to consumer goods, should also gain
from Beijing's new attitude toward for-
eign investment in raw materials process-
ing. As China continues its efforts to
jump-start the automotive. petroleum,
steel, telecommunications, and other key
industries, the availability of stable sup-
plies of raw and intermediate materials
that meet stringent international stan-
dards will be crucial to the country’s
overall modernization. %
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Special *++
Striking
Pay Dirt

.. , Lucille A. Barale
Provisions in

China s amended

ccording 1o Chinese geologists, China houses the world’s third most valuable supply of

mz’ﬂjﬂg} [au! may mineral deposits, with an estimated potential value of approximately $90 trillion. The PRC
C v

minister of geology and mineral resources has noted that over 168 minerals have been dis-
'y N covered in China. Significant deposits are thought to exist for 151 of these minerals. But
pave the way for ks GO 8 OB 0 L) . _

v e the inefficiencies that have persisted for years within the sector, along with projected production
shortfalls, have prompted Beijing to amend the regulatory framework for the mining industry. These
changes, most notably the recently amended Mineral Resources Law, should encourage greater for-
. eign participation in the mining sector
investment Geology and Mineral Resources Ministry officials also report that more than ¥100 billion (512 bil-

lion) has been invested aver the last 40 years in developing China’s mineral resources. Though the

greater foreign

mining industry currently makes a significant contribution to China’s economic output, the industry
is dominated by debt-ridden State mines and outdated technology. As of July 1996, over 10,000
State-owned mines, 280,000 collectively owned or private mines, and 300 oil fields were in operation
in China, employing 21 million people. Plagued by structural and administrative problems, many of
these operations tend o have poor management and marketing practices, as well as poor safety
records and working conditions

Despite the inefficiencies and lack of advanced technology, recent Ministry of Geology and Min-
eral Resources statistics indicate that mining industry output has risen to almost 6 percent of China's
total industrial output; the combined output of the mining and mineral processing sectors now ac-
counts for more than one-quarter of total industrial output. Rising production in virtually every in-
dustrial sector, though, will continue o boost the demand for mineral resources. For each of China's
45 major mineral resources—a list that includes coal, oil, natural gas, silver, and titanium—PRC offi-
cials estimate that demand will outstrip supply by 33 percent by 2000, and by as much as 66 percent
by 2010. The frequently inefficient and labor-intensive State-owned mines are unlikely to be able to
meet this escalating demand, and the Ministry of Geology and Mineral Resources notes that Beijing
has allocated ¥5 billion ($600.5 million) per vear during the Ninth Five-Year Plan (1996-2000) to
modernizing the mining sector. Mining officials are now looking at encouraging greater foreign par-
ticipation in the sector as a way to attract both capital and advanced technology.

Unlike the case in other segments of the Chinese economy, foreign and domestic investors alike
have generally shied away from the mining sector because strict policies and laws have limited their
rights and their ability to exchange such rights. The 1986 Mineral Resources Law, which included
specific restrictions on the transfer of mining rights, greatly deterred foreign and domestic invest-
ment. Article 3 of the law, for example, prohibited mining rights from being purchased, sold, leased,
or mortgaged. Under Article 3, a Chinese enterprise with mining rights was not permitted to transfer
a share of the rights to a prospective joint-venture partner to bring in additional capital for develop-
ment, and could not count such rights among its assets when attempting to secure a loan. If the Chi-

Lucille A Barale is a partner nese enterprise and a foreign company formed a joint venture, the mining rights remained in the
in the Hong Kong office of the Chinese partner's name and could not be transferred to the new joint-venture company. The foreign
Freshfields law firm party thus had to be content to invest in a joint venture that could not hold any direct mining rights.

The China Business Review / \/u)-june 1007



CHANGES UNDER WAY

To remedy these legal shortcomings
and invite greater foreign investment,
technology, and expertise, on August 29,
1990, the Standing Committee of the Na-
tional People’s Congress amended the
1986 Mineral Resources Law. The
changes will affect primarily the mining
sector, though there may be some
spillover into the mineral processing sec-
tor, as foreign investors in processing in-
dustries stand to gain from the increased
availability of stable supplies of locally
extracted minerals (see p.40).

The amendments, which went into ef-

fect January 1, 1997, attempt to promote
reform of the mining sector and allow the
transfer of mining rights under certain
conditions. Some important changes in
the newly amended law provide for:
B Ownership rights Though owner-
ship of unmined mineral resources has
always been vested with the State, irre-
spective of the ownership of the land on
which the deposits are located, each
government agency with mineral re-
sources located within its jurisdiction has
tended to view itself as the sole entity in
control of the development of the re-
sources. In the past, this often resulted
in competition among local, provincial,
and central government agencies seek-
ing to administer the development of
mineral resources.

The amended law attempts to end
such divided administration by stipulating
that the State Council exercises owner-
ship over mineral resources, reinforcing a
principle previously included in the De-
tailed Tmplementing Rules to the original
1986 law, which were issued by the State
Council in 1994. According to the appen-
dix to the 1994 Detailed Implementing
Rules, mineral resources include energy
resources such as coal, gas, oil, and ura-
nium; metal resources such as iron, cop-
per, and gold; nonmetal resources such
as diamonds, phosphorus, limestone,
clay, and salt; and “water and gas™ re-
sources such as subterranean water, min-
eral water, carbon dioxide, and helium.

Under the amended law, the State
Council may delegate its authority over
the development of such mineral re-
sources to either the ministerial or local
government level. Article 16 of the
amended law specifies which projects
now come under the authority of the
Ministry of Geology and Mineral Re-
sources, including mineral resources in
mining arcas that are planned by the
State and that are of great value to the
national economy; those resources in
areas with large-scale quantities of ex-

ploitable mineral reserves that are not
under State planning; and those types of
resources subject to protection, which
Article 20 specifies as mineral resources
in scenic areas or in certain areas with
defense, infrastructure, and water facili-
ties. Article 16 also provides that mineral
resources within the territorial waters
and other waters under China's jurisdic-
tion come under the Ministry of Geol-
ogy and Mineral Resources’ authority.
According to the amended law, only
those projects of a “moderate size” that
are not planned by the State and do not
possess large-scale quantities of ex-
ploitable mineral reserves may be ap-
proved at the provincial, autonomous
region, or municipal level. The
amended law stipulates as well that pro-
jects involving petroleum, natural gas,
and radioactive minerals must be exam-
ined and approved by other depart-
ments such as the National Mineral Re-
sources Committee under the State
Council.

W Investor rights Though the 1986 Min-
eral Resources Law stated that State-
owned enterprises were to be the main
bodies involved in the mining of mineral
resources, and that collectively owned
mining enterprises and individuals also
could be involved in mining activities,
the law made no mention of foreign en-
terprises or other enterprise forms, such
as wholly Chinese-owned limited liahility
companies. Article 7 of the 1994 Detailed
Implementing Rules permits foreign in-
volvement in mining projects, however,
and the newly amended law explicitly
states that the State will protect the legiti-
mate rights of mining enterprises estab-
lished according to law, and does not
limit such enterprises according to legal
form or ownership.

B Mineral rights and ownership of
mined production The Mineral Re-
sources Law distinguishes between “ex-
ploration rights™ (tankuang qguan) and
“mining rights” (caikiang quan). Both
are “property-related rights” recognized
and protected under China's General
Principles of Civil Law. Article 6 of the
amended law states that, upon discovery
of mineral resources, the holder of an
exploration right shall have a priority
right to apply for a mining license. Min-
ing rights are defined as the “right to ob-
tain mined mineral products,” according
to Article 6 of the 1994 Detailed Imple-
menting Rules. This provision implies
that holders of the mining rights own
the mineral resources after the resources
have been extracted from the soil. How-
ever, the State retains ownership of min-

The amendments,

which went into effect

January 1, 1997, allow the
transfer of mining rights under

certain conditions.

eral resources removed illegally or with-
out exploration and mining rights. Third
parties who unknowingly obtain illegally
extracted mineral resources are pro-
tected according to the principles of
good faith acquisition under PRC civil
law doctrine.

B Transfer of rights The amendments
to the 1986 Mineral Resources Law
deleted the original law’s prohibitions on
the transfer, sale, leasing, and mortgaging
of mineral rights. The 1996 amended law
now provides certain conditions under
which both exploration rights and mining
rights may be transferred or assigned. Ar-
ticle 6 of the amended law stipulates that,
in the case of exploration rights, the first
stage of the exploration must be com-
pleted before such rights can be as-
signed. Article 6 also notes that mining
rights may be assigned when enterprises
merge, separate, or sell their assets; eq-
uity or cooperative joint ventures are es-
tablished; or a change in the holder of
mining rights arises from other changes
in the structure of the enterprise’s prop-
erty rights.

Based on these provisions, it appears
that foreign-invested enterprises (FIEs)
may acquire exploration and mining
rights either directly via a grant from the
State, or through a transfer of such rights
from other holders. The amended Min-
eral Resources Law states that the rele-
vant authority under the Ministry of Ge-
ology and Mineral Resources must
approve the transfer of both exploration
and mining rights in all cases. Engaging
in the speculative reselling of mineral
rights remains forbidden, though this
prohibition needs greater definition to
be meaningful.

The amended Mineral Resources Law
also includes language emphasizing that
the State “practices a system of compen-
sated acquisition of mineral exploration
rights and mineral mining rights,” al-
though Article 5 notes that exemption
and reduction of designated usage fees
may be available in special circum-
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The draft Regulations detail

steps that foreign investors must
lake if they intend to undertake
exploration and mining

projects in China.

stances. Based on the amended law's
provisions, compensating the State for
the granting of exploration or mining
rights appears to be a fundamental condi-
tion of any subsequent transfer of such

rights for value

SETTING RULES
FOREIGN INVESTORS...

FOR

Though the amended law stipulates
that equity and cooperative joint enter-
prises can explore and mine for mineral
resources in the PRC, implementing reg-
ulations specifying the allowable types
of foreign investment have yet 1o be is-
sued. Additional regulations are also
needed to clarify the size of mining pro-
jects that must be approved by the cen-
tral government and the extent to which
the authority to approve projects can be
delegated to the local level. However,
the Ministry of Geology and Mineral Re-
sources has reported that a number of
regulations and administrative measures
are currently under discussion. For for-
eign investors in the mining sector, one

of the most critical will be the Regula-
tions on Foreign Investment for Explo-
ration and Exploitation of Mineral Re-
sources (the draft Regulations), which

under discussion. Article 2 of

Are NOw
the draft Regulations provides that for-
eign investors may participate in mining
projects either as joint-venture partners
or as investors in wholly foreign-owned

enterprises. No further stipulation is

made as to the legal form or structure of

the investment enterprise. which in any
case will be subject to the requirements
of China's foreign investment laws,

If enacted in their present form, the
draft Regulations generally will allow
the parties to decide which type of ven-
ture is best suited for the project, and
whether the Chinese party or foreign
party will take the majority share—
though various policies may be applied
periodically to impose special limits on
foreign participation in the development
of certain minerals. For example, the
State Planning Commission’s 1995 For-
cign Investment Industrial Guidance
Catalogue notes that foreign investment
in certain projects in metallurgy and the
coal industry is encouraged, while pro-
jects involving the mining of certain pre-
cious metals, nonferrous metals, and
precious nonmetallic ores are consid-
ered “restricted foreign investment pro-
jects (see box).

The draft Regulations provide that the
parties may make their contributions in
the form of exploration rights, mining
rights to which the results of exploration
operations are attached, and explo-

CHINA’S INVESTMENT PRIORITIES

rations and mining technology. Like the
implementing regulations to the Sino-
Foreign Equity Joint Venture Law, the
draft Regulations state that the valuation
of the three types of contributions may
be determined through consultation be-
tween the involved foreign and domes-
tic parties. However, when State-owned
assets are transferred, sold, leased, or
contributed to FIEs, the valuation proce-
dures issued by the State Asset Adminis-
tration may also apply. Further, these
stipulations are in addition to the re-
quirements regarding contributions to
the registered capital of an equity joint
venture or forms of contribution permit-
ted for cooperative joint ventures found
in the 1979 Sino-Foreign Equity Joint
Venture Law, which was amended in
April 1990, and the 1988 Sino-Foreign
Cooperative Contractual Joint Venture
Law

Previously, joint ventures established
to explore and extract mineral resources
were typically formed as cooperative
joint ventures, since the contributions of
the Chinese party often consisted of in-
frastructure, equipment, and labor, but
not the exploration or mining rights,
which could not be transferred to the
joint venture. Without a formal transfer
to the joint-venture company, such
rights could not qualify as a contribution
to the registered capital of an equity
joint venture, but their value could be
acknowledged through the profit-shar-
ing ratio of a cooperative joint venture,
With the recent amendments to the
1986 Mineral Resources Law allowing

The State Planning Commission’s For-
eign Investment Industrial Guidance
Catalogue (the Catalogue), issued in
June 1995 in conjunction with the State
Economic and Trade Commission and
the Ministry of Foreign Trade and Eco-
nomic Cooperation, classifies a number
of mineral resources projects as encour-
aged, restricted, prohibited, or permit-
ted:

B Encouraged projects The Catalogue
states that projects involving certain
metals (such as alumina, copper, iron,
lead, and zinc ores) and projects involv-
ing the “comprehensive development
and utilization of coal” are encouraged
and may be entitled to preferential
treatment under PRC law. However, the
scope of such preferential treatment re-
mains unclear and is only specified for

mining projects in the coal industry
with a large amount of investment and
a long pavback period. Such encour-
aged foreign investment projects, upon
approval, may be permitted to engage
in other business beyond their usual
business scope.

B Restricted projects Projects involv-
ing the mining of precious metals (such
as gold, platinum, and silver); certain
nonferrous metals (such as antimony
and tin); precious nonmetallic ores
(such as diamonds and other natural
gems); coking coal; ludwigite; and rare
earths are considered restricted under
category B, which means that proposals
for projects in these industries must be
examined and approved directly by the
State Council authorities in charge of
the relevant industry. Wholly foreign-
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owned enterprises for mining certain
metals (such as coking coal and pre-
cious nonmetallic ores) are prohibited.
¥ Prohibited projects The Catalogue
stipulates that the extraction of radioac-
tive minerals and the mining of boro-
magnesite and celestide are off limits to
foreign investors. If such projects were
approved prior to the issuance of the
Catalogue, they may be canceled.

B Permitted projects All other pro-
jects not mentioned in the Catalogue or
the amended Mineral Resources Law
can be considered permitted foreign in-
vestment projects, though the State
Planning Commission may issue addi-
tional ad hoc directives from time to
time limiting certain projects.

—Lucille A. Barale



transferability of mineral rights, and with
further clarifications impending in the
draft Regulations, Chinese and foreign
investors now have a meaningtul choice
of legal form for mining-related enter-
prises. Though the fexibility offered by
the cooperative joint venture will still be
attractive for some purposes, the equity
joint venture may become the preferred
form because many foreign partners are
more comfortable with the legal protec-
tions afforded this type of foreign in-
vestment.

Another important addition to the reg-
ulatory framewaork for foreign investment
in mining projects is the provision in the
draft Regulations stating that disputes
arising over exploration or mining rights
between an FIE (as the holder of such
rights) and another party may be settled
by arbitration before a Chinese arbitral
tribunal or “another arbitration agency.”
This provision may prove helpful be-
cause it allows the parties to structure
their contractual arrangements in accor-
dance with both China's Foreign Eco-
nomic Contract Law and international
practice
L. AND our
APPROVAL

SPELLING
PROCEDURES

The draft Regulations also detail the
steps that foreign investors must take if
they intend to undenake exploration and
mining projects in China. The parties
must submit a proposal for an explo-
ration program, or a proposal and a feasi-
hility study report for a mining project, to
the relevant department of the Ministry of
Geology and Mineral Resources, accord-
ing to Article 7
that the department shall, within 40 days,
offer a written opinion on the documents

Articles 8 and 9 provide

submitted, commenting on minerals, geo-
graphical boundaries, and area of the
project.
Articles 7 and 10 state that the Ministry
of Foreign Trade and Economic Coopera-
tion (MOFTEC) or its local branch will
examine and approve the establishment
of the FIE and issue an approval certifi-
cate. When deciding whether to grant the
mining-related FIE an approval centificate,

MOFTEC or its local branch must take
into account the written opinion pro-
vided by the Ministry of Geology and
Mineral Resources or its local branch. Ar-
ticle 11 stipulates that, having obtained
an approval centificate, the FIE is to regis-
ter with the State Administration of Indus-
try and Commerce or its local branch and
will then be issued a business license. Ar-
12, and 25 specify as well that
the FIE must register with the Ministry of

ticles 4,

Geology and Mineral Resources or its lo-
cal branch on the same level as the ap-
proval authority and be issued an explo-
ration permit or a mining license. Articles
15 and 27 stipulate that the Ministry of
Geology and Mineral Resources will issue
an FIE an exploration permit or mining li-
cense within 15 days after the FIE applies
for registration

The draft Regulations also detail other
specifications for exploration permits and
mining licenses. Article 15 notes that the
local government shall publicly announce
that an exploration permit has been
granted 10 an FIE. Article 13 notes that
100 sq km is the maximum area for
which an exploration permit may be
granted, though an FIE may apply for
more than one permit. Article 21
that an exploration permit may be

states

granted for a maximum period of five
vears, and that the permit can be re-
newed for further periods of two years
cach, while Article 32 stipulates that a
mining license can be granted for a maxi-
mum of 25 years, with subsequent 10-
year renewals,

DeriniNG FIE
MINING RIGHTS

The draft Regulations also reiterate the
scope of exploration and mining rights as
cnumerated in the 1994 Detailed Imple-
menting Rules, while specifving further
that the right to explore or mine shall be
an exclusive right. Article 16 of the draft
Regulations states that the owner of an
exploration right shall have the right 1o
search for minerals within the exploration

TEMECr RS N ERSTE

Several foreign firms have
recently announced the
[formation of mining-related

Joint venlures.

arca; the right to apply for a mining li-
cense upon discovery of mineral deposits
(this also applies for newly discovered
types of minerals); the right 1o construct
water pipelines, as well as electric supply
and telecommunications lines, in explo-
ration and adjacent arcas; the right to
pass through the exploration and adja-
cent areas; the temporary right to use
land located in exploration areas; and the
right to sell the minerals recovered dur-
ing the approved exploration operation.

Article 28 stipulates that the owner of a
mining right shall have the right to un-
dertake mining operations; the right to
sell the minerals recovered during the ap-
proved mining operation; the right to
construct facilities for production and
subsistence as required for mining; the
right to apply for land-use rights; and
other rights stipulated by law.

In addition to detailing exploration and
mining rights, the draft Regulations spell
out the financial obligations of foreign in-
vestors, which were discussed in general
terms in the amended Mineral Resources
Law. Article 16 of draft Regulations speci-

fies that the holder of a mining right
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shall, in addition to the usual taxes for
FIEs, pay royalties in form of a “mineral
resources compensation fee” and a spe
cial “resources tax.” As stipulated in the
Administrative Regulations for the Collec-
tion of Mineral Resources Compensation
Fees, royalties shall be settled in the cur-
rency used at the time of sale of the
mined mineral products and calculated
by multiplying the sales revenue of the
mined mineral products with a specific
compensation fee rate, while also taking
into account a “mining extraction rate.”
The compensation fee rates range from
0.5 percent for rock salt to 4 percent for
precious stones. Parties can apply for fee
exemptions and reductions. Mining li-
censes may be revoked in cases of seri-
ous irregularities in royalty payments
PRC tax rules also stipulate that a re-
sources tax will be levied, based on the
sales volume of mined mineral resources
according to a table of taxable items and
taxation scales

According to the draft Regulations, the
holder of an exploration permit or a min
ing license also must pay a usage fee. For
exploration permits, the draft Regulations
set the usage fee at ¥300 per sq km per
year. Holders of a mining license must
pay a usage fee at a rate of ¥3,000 per sq
km per year.

LAYING OUT
THE FRAMEWORK

Along with the draft Foreign Regula-
tions, other implementing regulations
are being prepared to clarify provisions
of the amended law, according to min-
istry officials. Such regulations include
the Administrative Measures for the
Transfer of Mineral Industry Rights (Ex
ploration and Mining Rights), which will
stipulate procedures and requirements
for the transfer of rights under the
amended Mineral Resources Law; the
Administrative Measures for the Regis-
tration of Exploration Blocks, which will
provide details for the block registration
system; and the Administrative Measures
for the Registration of Mining Rights,
which will stipulate the system for regis
tering the use of mining rights. A num-
ber of additional implementing regula-
tions are also reported to be in different
stages of preparation.

These new regulations will join the
core pieces of mining-related legislation,
the amended Mineral Resources Law
and the 1994 Detailed Implementing
Rules—which are broad in scope, incor
porating provisions for both Chinese en
terprises and FIEs, and which are also
expected to be amended in line with
the provisions of the amended Mineral

|
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Resources Law. This mining-related leg-
islation is also supplemented by a grow-
ing body of national and local legisla-
tion regarding administration, Customs,
environmental safety, registration, royal-
ties, and taxation, as well as special in-
dustry-related lL’glhI;mnn for the coal, oil
and gas, gold, and radioactive materials
industries.

DIGGING IN

Though much work remains to be
done to establish a complete regulatory
framework for foreign-invested mining
projects in China, the amended Mineral
Resources Law and the new provisions
specified in its soon-to-be-issued imple-
menting regulations serve as a solid foun-
dation. These pieces of legislation will
provide both Chinese and foreign in-
vestors with a more clearly defined and
mature framework in which to conduct
mining-related business in China.

The amended law already has attracted
substantial foreign investor interest. Less
than three weeks after the Standing Com-
mittee of the National People’s Congress
amended the 1986 Mineral Resources
Law last August, Australia’'s CRA became
the first foreign firm in over 10 years to
form a coal-mining joint venture, a pro-
ject estimated at $800 million.

Several US and other foreign firms also
recently announced the formation of
mining-related joint ventures or made
mining-related acquisitions. In January
1997, US-based Intertraex Inc. established
an $800 million joint venture to develop
mineral resources in Yunnan Province. In
February, Malaysia’s Ganz Technologies
Bhd acquired a majority share in the
Harbin Classic Mines Machinery Corp. in
Heilongjiang Province. In March, the
Canadian firm China Clipper Gold Mines
Ltd. signed an agreement to establish a
joint venture to explore for gold in Jilin
Province; another Canadian firm, Princess
Resources Lid., signed a joint-venture
contract entitling Princess Resources 1o
exploration and mining rights to three
precious metal Hunan
Province. Also in March, US-based Uno-

Pre ects n

cal Corp. signed a letter of intent with
Guangxi Zhuang Autonomous Region
government officials o establish a com-
prehensive energy exploration program
Given the recent increase in foreign in-
vestment activity in China’s mining sector,
it appears that the amendments to the
Mineral Law are achieving their intended
result: the formation of Sino-foreign min
eral resources joint ventures in which
technological expertise is exchanged for
exploration and mining rights A
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CHINA OPERATIONS ‘97 DISCUSSES

CHINA AFTER DENG XIAOPING

The Council hosted its third annual
conference for China-based members
on March 4-5 in Beijing. China Opera-
tions ‘97 brought together more than
130 member company representatives
to hear expert views on the Chinese
economy, political transition, and US-
China relations.

Following a plenary dinner and dis-
cussion on March 4, Richard Baum,
professor of political science at the
University of California at Los Angeles,
led off the morning session on March
5 by assessing China's political “infra-
structure”™—its government bureaucra-
cies and Party leaders—in the post-
Deng era and outlining possible future
leadership scenarios. While pointing
out that PRC President Jiang Zemin
has taken numerous steps to consoli-
date his grip on power following
Deng's death in late February, Baum
also cautioned that Jiang nonetheless
faces many challenges to his ability to
maintain control, including ethnic un-
rest, corruption and profiteering, and
increasingly polarized economic de-
velopment in rural and urban areas re-
sulting from uneven levels of reform
and inflation. He also added that as
the rule of law grows stronger in
China, conflict is inevitable between
different factions within the institu-
tional structure Deng has left behind.
He described the country as one ruled
by both a core group of leaders and a
growing rule of law.

Fan Gang, director of the China Re-
form Foundation and National Eco-
nomic Research Institute, followed
Baum with an optimistic forecast for
the PRC economy in 1997. Fan pre-
dicted that the Chinese economy will
enjoy another year of strong growth in
1997, though Beijing will continue to
control investment incentives to main-
tain stability and keep inflation under
wraps. Fan also noted that though
much work remains to be done, some
progress had been made in reforming
the State-owned sector, as demon-
strated by the recent corporatization of
smaller State-owned enterprises
(SOEs). Fan expressed his confidence
that these reforms will facilitate the in-
stitutional changes necessary for even-
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tual broad-based SOE reform. On fi-
nancial services, Fan predicted that re-
strictions on foreign banks will not be
lifted in the near future, as Beijing aims
first to develop local financial manage-
ment capabilities.

The final morning speaker, Yang

Jiechi, assistant minister of the Ministry

of Foreign Affairs, discussed US-China
relations and urged increased eco-
nomic and political cooperation be-
tween the two countries. Yang also
advocated increasing the number of
scientific and cultural exchanges be-
tween Chinese and US universities.
Turning his attention to PRC foreign
policy in Asia, Yang noted that China
intends to make the “one country, two
systems” policy succeed in Hong
Kong. He also added that for US-
China relations to prosper, the United
States must take into account the im-
portance of the “One China” policy, in
which Taiwan is considered a
province of the PRC. On human
rights, he admitted that no country has
a perfect human rights record, and
that all countries, including China,
must try to improve their records.

During the luncheon, Cui Tiankai,
spokesman for the Ministry of Foreign
Affairs, and George Wehrfritz, Beijing
bureau chief for Newsweek, shared
their views on foreign press coverage
of events in China. Both agreed that
though the conditions for foreign press
have improved in the past few years,
there is still room for progress.
Wehrfritz argued that certain restric-
tions placed on the press may lead to
the one-sided stories about China. In
contrast, Cui maintained that the steady
stream of negative reports generated
by members of the foreign press are
responsible for misinforming the US
public, and suggested that foreign jour-
nalists include more historical context
in their reports and offer constructive
solutions for pressing problems.

China Operations ‘97 concluded
with afternoon workshops covering the
Hong Kong transition, strategies for
US-China relations, channel manage-
ment and sales options in China, and
managing corporate relations with the
PRC government.



During this spring’s visit to China and
Hong Kong, the Council’s board of direc-
tors celebrated the opening of the Coun-
cil's Shanghai office and made its first trip
to the Council's Hong Kong office, which
was established in 1995.

Beijing was the first stop on the board
of directors’s March 9-14 trip. In discus-
sions with Chinese leaders, board mem-
bers expressed their support for China’s
ultimate accession to the World Trade Or-

BOARD OF DIRECTORS TOURS COUNCIL’S ASIAN OFFICES

nasty theatre in southern Beijing, enabled
the Council to welcome many Chinese
friends and member company represen-
tatives.

ON

TO SHANGHAI...

The Council’s board members then
headed south to inaugurate the Council’s
new Shanghai office. Directors and Coun-
cil staff hosted nearly 100 government of-
ficials and member company representa-

Carla A. Hills, chairman and CEO of Hills & Co., and Board Chairman Donald L.
Stabeli, chairman and CEO of Continental Grain Co., meet with Vice Premier Li

Langing.

ganization (WTO) and discussed a broad
range of business concerns. The board
delegation met with Vice Premier Li Lan-
qing. Shanghai Mayor Xu Kuangdi, State
Council Director of Foreign Affairs Liu
Huagiu, State Planning Commission Vice
Chairman Gan Ziyu, Ministry of Foreign
Trade and Economic Cooperation Vice
Minister Sun Zhenyu, Vice
Chairman of the People’s Bank
of China Yin Jieyan, Agricul-
ture Vice Minister Zhang
Yanxi, Dongpo,
chairman of the China Council
for the Promotion of Interna-
tional Trade. The board also
met with Beijing-based Council
members and US Embassy offi-
cials. Li and Sun both down-
played the importance of the
US-China trade deficit, though
they reiterated Beijing's interest
in joining the WTO and its
willingness to reform China's
trading system. A festive recep-
tion for nearly 200 at the his-
toric Zhengyici, a Ming dy-

and Guo

tives at the Jinjiang Hotel's Grosvenor
House on March 12, While in Shanghai,
the board also met with US consular rep-
resentatives; Executive Vice Mayor Chen
Liangyu; Zhu Xiaoming, chairman of
Shanghai's Foreign Economic Relations
and Trade Commission; Hua Yequan,
vice chairman of the Shanghai Interna-

The Board of Directors meets in Beijing.

tional Chamber of Commerce; and Wang

Junyi, vice chairman of Shanghai's For-

eign Investment Commission. Board
members raised their concerns about the
current investment climate in China and
Shanghai officials assured them that the
city welcomed foreign—especially US—
investment in most sectors and would do
its best to facilitate the investment
process. Brief visits to Pudong and the
new Shanghai Museum brought home
the magnitude of Shanghai's transforma-
non,

...AND HoNG KONG

In Hong Kong, board members had an-
other full schedule of meetings, including
a private lunch hosted by Chief Execu-
tive-designate C.H. Tung. Tung told the
board he still had not decided whether he
would visit the United States before he of-
ficially takes office July 1, but could only
spend a few days if he does go because
of his heavy work schedule. Chief Secre-
tary Anson Chan told the group that US
business and government officials cited
many concerns relating to Hong Kong's
transition during her early spring trip to
Washington. She stated that the current
Hong Kong government appreciates the
support of Hong Kong implicit in the
Hong Kong Reversion Act approved by
the US House of Representatives on
March 11, although some of the language
in the bill concerned Hong Kong officials.
The board also met with Hong Kong De-
mocratic Party Chairman Martin Lee.

On trade and financial matters, Secre-
tary for Trade and Industry Denise Yue
told board members that Hong Kong will
retain its free market economy after July
1 and will pursue its own trade
agenda in international organi-
zations, even if that agenda
does not mesh with that of
Beijing. Hong Kong Monetary
Authority Deputy Chief Execu-
tive Andrew Sheng pledged
that Hong Kong would main-
tain the US-Hong Kong dollar
peg after the transition and that
Chinese financial institutions
operating in Hong Kong will
not receive special treatment.
The delegation concluded its
visit to the territory with a re-
ception hosted by US Consul
General Richard Boucher and
his wife, Carolyn Brehm, at
their home on the Peak,
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COUNCIL GATHERINGS AT THE WORKING LEVEL

February and March saw an abundance
of meetings at the Council's Hong Kong
office. The Legal Committee addressed
liquidation of investments in China, as
well as equipment leasing matters. Jan
Blaauw of Coopers & Lybrand and John
Lees of Ferrier Hodgson & Marfan told
members that even if a joint-venture con-
tract clearly spells out the procedures to
be adopted upon default or termination
of the project, in most cases the formula
will not be enforceable, as Chinese courts
are loath to see assets leave their jurisdic-
tions. Carrie Liu, vice president of GE
Capital Finance, meanwhile, told mem-
bers that China’s equipment leasing mar-
ket is very underdeveloped (in terms of
volume), in part because of the lack of a
legal regime governing leasing. Currently,
lessors in China essentially provide unse-
cured loans and the default rate is high.
Draft regulations that would lay a legal
framework for this sector have been cir-
culating in Beijing for some time, but
there is no word as to when they might
actually be promulgated.

Diane Yowell, director of research for
HongkongBank's China services, brought

members up to date on February 25 on
China’s foreign exchange system and the
new rules governing foreign banks con-
ducting renminbi (RMB) business. Yowell
said that foreign banks will be able to
provide RMB services only to foreign cus-
tomers resident in Shanghai, and that
holding companies will not be able to on-
lend to their subsidiaries outside the
Shanghai area. Customers’ RMB liabilities
will not be permitted to exceed 35 per-
cent of their foreign exchange liabilities.

Marketing and Distribution Committee
members learned more about the plans of
retailers Yaohan and Park ‘n Shop in
China at the committee’s March 24 meet-
ing. Shozo Sawa, director of Yaohan In-
ternational Holdings Ltd., told members
that the company plans to open 1,000 su-
permarkets in China by 2005, and also
hopes to list on the Shanghai Stock Ex-
change. Park ‘n Shop Regional Managing
Director Russell Stucki saicl that the com-
pany will have more retail space in China
than in Hong Kong (where it has 170 su-
permarkets) by the end of 1998,

The Council's Labor Issues Working
Group and Financial Issues Working

Group, both based in Beijing, met on
March 3 for presentations and discussion.
The labor group heard presentations by
Ivy Chow of the executive search firm
Norman Broadbent on trends in hiring.
Officials of the Ministry of Labor’s Long-
Term Planning and Wage Department,
Foreign-Invested Enterprise Section, dis-
cussed the upcoming regulations on col-
lective bargaining. Maurice Lee of
Hongkong and Shanghai Banking Corp.
briefed the finance group on the
HongkongBank’s license to do RMB busi-
ness in Pudong, while Doris Yang of Price
Waterhouse discussed the total cost of so-
cial insurance benefits in China.

The Council’s High Tech Issues Work-
ing Group also met in March in Beijing.
Group members heard from Hao Tran of
IBM's Global Network on China’s data
communications infrastructure and data
communications-related regulatory issues.
Ministry of Electronics Industry officials
gave an overview of China's Goldens Pro-
jects, and Mark Bayuk of the US Foreign
& Commercial Service in Beijing dis-
cussed semiconductor technology sold to
China.
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China

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 rate quoted in the International Monetary Fund's fnternational Financial

Statistics.

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 editor,

SALES AND INVESTMENT
Foreign party/Chinese party

Advertising and Public Relations
INVESTMENTS IN CHINA

Hakuhodo (Japan)/Shanghai Advertising Agency
Will set up joint venture in Shanghai. $600,000. 1/97

OTHER

Roper Starch Worldwide (US)
Will open Asia regional office in Hong Kong. 3/97.

Banking and Finance
INVESTMENTS IN CHINA

Orga AG (Germany)/NA
Established Shenzhen Orga Smart Card System joint venture in
Shenzhen. $2.4 million. 2/97

OTHER

ADB
Will offer technical assistance to the People's Bank of China o
help develop the Government Securities Book-entry System
and the China National Automated Payment System. $150,000
2/97.

Bank of China
Opened branch in Lusaka, Zambia. 2/97.

HongkongBank (HK)
Will upgrade its office in Dalian, Liaoning Province to a
representative office. 2/97.

International Finance Corp.
Will extend loan through the Orient Finance Co. to finance
non-State-owned companies in China. $30 million. 1/97.

Abbreviations used throughout text: ADB: Asian Development Bank; BOC: Bank ol China
CAAC Civil Aviation Admunistration of China;, CNAIEC: China Nanonal Automative Tmpon
Export Corp, CATIC: China Natonal  Acro-Technology  Impon-Expont Corp. CITIC: China

International Trust and Investment Corp.. CITS: China International Travel Service, CNOOK
China National Offshore Oil Corp. ETDZ: Economic and Technological Development Zone

1CH Industrial - and  Commercial - Bank  of  China:  MPT. Ministry  of  Posts and
Telecommunications; NA: Not Available; NORINCO: China North Industries Corp., P&T: Posts
and Telecommunications; PBOC. Peoples Bank of China, SEZ Speaal Economic Zone,

SINOCHEM:  China  National - Chemicals  Impor-Export Corp, SINOPEC China - Nanonal
Petrochemical Corp, SINOTRANS: China National Foreign Trade Transportation Corp.: SPC: State
Planning Commussion, UNDP United Nations Development Program, UNICOM, China United
Telecommunications Corp

January 30-March 15, 1997
Arrangement, value, and date reported

Chemicals, Petrochemicals,
and Related Equipment

CHINA’'S ITMPORTS

Babcock International Group PLC (UK)/Sinopec Luoyang
Petrochemical Corp. (Henan)
Won contract to build paraxylene plant in Luoyang, Henan
Province. $70 million. 1/97.

Chiyoda Corp., Marubeni Corp. (Japan)/NA (Henan)
Won contract to build purified terephthalic acid plant. $100
million. 1/97.

Mitsui Engineering & Shipbuilding Co., Ltd., a subsidiary of
Mitsui & Co. Ltd., ITOCHU Corp. (Japan)/Petrochemical
International Corp. (Tianjin)
Won contract to build purified terephthalic acid plant in Tianjin
$100 million. 1/97.

INVESTMENTS IN CHINA

EIf Atochem, a unit of EIf Aquitaine SA (France)/Shanghai
Pacific Chemical
Signed letter of intent to establish hydrazine hydrate joint
venture in Shanghai. 3/97

BASF AG (Germany)/China Worldbest Group Corp.
(Shanghai)
Will establish BASF Hua Yuan Nylon Co., Lid. joint venture to
produce nylon-0 carpet fibers in Qinpu county, Jiangsu
Province. $100 million. 2/97

Boxmore International PLC (UK), Rotam Group
(HK)/Jiangsu Chemical Bureau
Established joint venture to build a blow molding plant to
produce high-density polyethelene bottles. $10 million. 2/97.

Dainippon Ink and Chemicals Inc., Sumitomo Chemical Co.
(Japan)/Wuxi Petrochemical Plant (Jiangsu)
Will establish joint venture to produce and market epoxy resin.
$15 million. (Japan:50%, 10%-PRC:40%). 2/97.

Dow Chemical Co. (US), Asahi Chemical Industry Co., Ltd.
(Japan)/NA
Signed agreement to establish polystyrene joint venture in
Shanghai. $85 million. 2/97.
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Elf Atochem, a unit of EIf Aquitaine SA (France)/Changshu
Jincheng Chemicals (Jiangsu)
Established joint venture to produce organic peroxides, 2/97

Norwest Corp (US)/Sichuan Mianzhu Elemental
Phosphorous Plant
Established joint venture 1o produce phosphates in Mianzhu
Sichuan Province. $5.9 million. (US:600-PRC:40%). 2/97

Rohm & Haas (US)/Beijing Chemicals Industry Corp.
Will jointly establish an acrylic emulsions distribution center in
Shanghai. 2/97.

Amoco Corp. (US)/SINOPEC
Signed contract to construct a polypropylene plant in Yanshan,
Yunnan Province. 1/97.

Eternal Chemical (Taiwan), DSM Chemical Co., a subsidiary
of DSM NV (Netherlands)/NA
Will establish joint venture to produce powder-coating resin in
Jiangsu Province. $10 million. 197

OTHER

BASF Group AG (Germany)/China Petroleum Corp., Gaogiao
Petrochemical Corp., Shanghai Huayi Group
Signed agreement to research feasibility of polyurethane joint
venture in Shanghai. $469.7 million. 2/97.

Phillips Petroleum Co. (US)/SINOPEC
Signed letter of intent to develop a wide range of industrial
projects, and triple the output of a high-density polyethylene
plant in Shanghai. 1/97

Shanghai Praxair Electric Instrument Gas Ltd., a joint
venture between Praxair, Inc. (US) and Shanghai Mike
Electronics Co.
Signed supply agreement with Shanghai Huahong Micro-
Electronics Ltd. for super-pure gas for the Huahong
Semiconductor Plant in Shanghai. 1/97

Consumer Goods

INVESTMENTS IN CHINA

Yamaha Corp. (Japan)
Established Xiaoshan Yamaha Musical Instrument Co. wholly
owned venture to produce keyboards and other components
for upright and electric pianos in Xiaoshan, Zhejiang Province
S15 million, 3/97

Chia Tai Samsonite Ltd., a joint venture between Samsonite
Corp. (US) and CP Group (Thailand)
Will establish joint venture to produce Samsonite brand
luggage products. 2/97

Victor Co. (Japan)/NA
Established color TV joint venture, $6.5 million. (Japan:70%-
PRC:30%). 2/97

OTHER
ZAP Power Systems (US)

Won LS EPA grant to market electric bicycles in China. $20,000.
3/97
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Electronics and Computer Software

CHINA'S IMPORTS

Microsoft Corp. (US)
Reached agreement with Legend Group (Beijing) to pre-install
Windows 95 on all Legend PCs sold in China. 3/97.

INVESTMENTS IN CHINA

Hawker Batteries, a unit of BTR PLC (UK)
Will purchase Hwadar Power Supply Company in Shenzhen,
Guangdong Province. 3/97.

IBM China, a unit of IBM Corp. (US)/China Great Wall
Computer Group, Shenzhen Kaifa Technology
Established joint venture to manufacture magneto-resistive head
gimbal assemblies for computer hard drives in Shenzhen,
Guangdong Province. $42.5 million. 3/97

PointCast Inc. (US)/China Internet Corp.
Will form PointCast Asia joint venture in Hong Kong to create
and operate English and Chinese versions of the PointCast
Internet network. 3/97

Hitachi Co. (Japan)/Beijing Daheng Co.
Signed contract to pursue joint development and sale of chip
processors, electronic components, and parts. 1/97

Micron Design and Technology Ltd. (Taiwan)/Haikou Electric
Industry Corp. (Hainan)
Established Alcom Computer Co. joint venture 1o produce
motherboards and computers in Haikou, Hainan Province.
$149 million. 1,97

News Corp. (Australia)/The People’s Daily (Beijing)
Established PDN Xinren joint venture to create and maintain
ChinaByte Internet website for Chinese computer users
$5.4 million. 1/97

SyQuest Technology Inc. (US)/Legend Group (Beijing)
Signed memorandum of understanding to create a joint venture
for the manufacture of SyQuest's SyJet and EZFlver removable
cartridge hard drives in Guangzhou, Guangdong Province
(US:60%-PRC:40%). 1/97.

OTHER

Atlas Technologies, Inc., a wholly owned subsidiary of
Productivity Technologies Corp. (US)
Opened representative office in Beijing. 3/97.

International Data Group (US)
Launched its Software magazine in China. 3/97.

Placer Technologies, Inc. (US)
Acquired Infomet Investment Corp. and its joint venture with
Xin Hai Technology Development Lid. (Beijing) in stock swap.
3/97.

Engineering and Construction
INVESTMENTS IN CHINA

Hitachi Construction Machinery Co., a unit of Hitachi Ltd.,

Ninomiya Industry Co. (Japan), Hefei Machinery Mining

Plant, a joint venture between Hitachi Ltd. and NA (PRC)
Will establish joint venture to manufacture cabins for hydraulic
shovels in Hefei, Anhui Province. 3/97



Hyundai Engineering and Construction Co., Hyundai Corp.,
both subsidiaries of the Hyundai Group (S. Korea)/NA

Will establish a construction joint venture in Shanghai

$37.5 million. 3/97.

Kone Oy (Finland)/NA (Jiangsu)
Will establish joint venture to produce lifts and escalators in
Kunshan, Jiangsu Province, $29 million. (Finland:90%-
PRC:107%). 3/97

Mitsubishi Materials Corp., a subsidiary of Mitsubishi Corp.

(Japan)
Will purchase a 260 stake in Hainan Kunlin Cement Enterprise
Co., Ltd., ajoint venture between Asinco Ltd., Great Eastern
Investment Lid. (UK), and Xingxing Engineering Construction
and Real Estate Development Corp. 3/97.

Bayer AG (Germany)/Beijing Guangyi Polycarbonate Panel
Co., Ltd.
Will establish Baver Guangyi Panel Co. joint venture to
produce polycarbonate products for use in construction.
$12.5 million. (Germany:70%-PRC:30%). 2/97

Environmental Technology and Equipment
INVESTMENTS IN CHINA

Perlis Plantations Bhd, Chemquest Snd Bhd (Malaysia)/Benxi
Water Bureau (Liaoning)
Established Kerry Benxi Water Resources joint venture (o
improve local water supply. $28.0 million. 2/97.

OTHER

CGE Tianjin, a joint venture between Générale des Eaux
(France) and Tianjin Water Works
Won 20-year concession to run drinking water plant in Tianjin.
$30 million. 2/97

Degremont, Inc., a subsidiary of Lyonnaise des Eaux SA
(France)
Won Hangzhou munincipal contract to manage water purifying
plant. $25.4 million. 2/97

Food and Food Processing
INVESTMENTS IN CHINA

OMAP Holdings Inc. (US)
Acquired 607 stake in Nantong Aitesi Beer Co.. Lid. through
the purchase of American China Development Corp
(Bahamas). 3/97

President Enterprises Corp. (Taiwan)
Will establish a holding company in Shanghai. $30 million. 3/97

Pine Seal Investment Ltd. (Taiwan)/Tsingdao Brewery Co.
Ltd. (Shandong)
Will establish Shenzhen Tsingdao Beer Co. Ltd. to produce
Tsingdao Beer for South China market. $30 million.
(Taiwan:496-PRC:51%), 2/97.

Boston Chicken, Inc. (US)
Announced plans o open 600 Boston Market restaurants in
China and Taiwan. 1'97

Fushile Co. (Netherlands)/Zhuhai Mechanical and Electronic
Co. (Guangdong)
M}.,'I]t‘d contract tor the joint pre duction and sale of l.':llll|ﬂt'lt‘
sets of biscuit-producing machines. 1797,

Gammon Construction Ltd. (HK)
Won Carlshberg Brewery Co. contract to build Carlsberg brewery
in Shanghai. $13.7 million. 1/97

Machinery and Machine Tools

INVESTMENTS IN CHINA

Forbo Holding AG (Switzerland)/Shenyang General Rubber
Belt Factory (Liaoning)
Will establish Forbo Sieling (Shenyang) Belung Co., Lid. in
Shenyang, Liaoning Province. (Switzerland:80%-PRC:20%). 1/97.

Medical Equipment and Devices
OTHER

Advanced Technology Laboratories, Inc. (US)
Established ATL China representative office in Beijing. 3/97.

World Link Medical Centers (US)/Rui Jin Hospital, NA
(Shanghai)

Opened outpatient medical facility in Shanghai. 2/97

Metals, Minerals, and Mining

INVESTMENTS IN CHINA

Princess Resources Ltd. (Canada)/Hunan Xinxiang
Geological Mining Co.
Signed joint-venture contract giving Princess exploration access
and mineral production rights 1o three precious metal projects
in the South China Fold Belt in Hunan Province. $2 million.
3/97

Ganz Technologies Bhd (Malaysia)
Signed agreement to take over 5070 investment in Harbin
Classic Mines Machinery Corp. in Heilongjiang Province. $4
million. 297

Intertraex Inc. Group (US)/China Chenggong Yinle Group
(Yunnan)
Established Yindun Mineral Resources Development joint
venture in Kunming, Yunnan Province, $800 million, 1/97

OTHER

China Clipper Gold Mines Ltd. (Canada)/Tonghua County
Gold Co. (Jilin)
Signed cooperation agreement 1o estiblish joint venture to
explore the Nancha area in Jilin Province. 3/97

Packaging, Pulp, and Paper
INVESTMENTS IN CHINA

SCA Packaging, a unit of AB Svemsla Cellulosa (Sweden),
Weyerhaeuser Co. (US)/Wuhan Beverage No.2 Factory
(Hubei)
Established SCA Weyerhacuser Binjiang Packaging Co., Ltd.
joint venture in Hanvang, Hubei Province. $25 million. 3/97.

KNP Leykam, a unit of NV Koninklijke KNP BT
(Netherlands), Asia Pacific Resources International Holdings
Ltd. (Singapore)
Will establish joint venture 1o produce coated fine paper near
Shanghai. 1/97

]
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Petroleum, Natural Gas,
and Related Equipment

INVESTMENTS IN CHINA

Fortune Oil PLC (UK), Fairy International Ltd.
(HK)/Jiangmen Haicheng Trading Development Co.
(Guangdong)
Established joint venture 1o develop new oil depot facilities in
Jiangmen, Guangdong Province. $6.5 million. 3/97

Unocal Corp. (US)
Signed letter of intent with Guangxi Zhuang Autonomous
Region government for a comprehensive energy exploration
program in the city of Qinzhou. 3/97.

Harbison-Walker Refractories Co., a unit of Global Industries
Technologies, Inc. (US)/NA
Signed letter of intent to establish a joint venture to
manufacture refractories for China's coal gasification industry

2/97

Fortune Oil PLC (UK), Vitol Holding BV (Netherlands)/China
Aviation Oil Supply Corp. (Guangdong)
Established South China Bluesky Aviation Oil joint venture to
distribute aviation fuel in Guangzhou, Guangdong Province
$167 million. (UK:24.5%, Netherlands:24.5%-PRC:51%). 1/97.

OTHER

Benton Oil & Gas
Will explore for oil and natural gas in the WAB-21 block in the
South China Sea. 3/97.

Energy Development Corp., a wholly owned subsidiary of
Noble Affiliates, Inc. (US)
Acquired all of Amoco Orient Petroleum Co.’s rights in the

Cheng Dao Xi block in the Bohai Bay. 3/97.

Union Texas Petroleum Holdings, Inc. (US)
Agreed to purchase a 4070 working interest in an oil
exploration project in Bohai Bay from Phillips China, a unit of
Phillips Petroleum Co. (US). 3/97.

China Petroleum Engineering Construction Corp. (Beijing)
Signed syndicated loan agreement with international
consortium of banks to finance the building of large oil storage
facilities and oil and gas pipelines in Kuwait, $80 million. 1/97

LG Engineering Co., Ltd., a unit of the LG Group (5. Korea)
Won Caltex Ocean Gas and Energy Lid. procurement and
construction contract for liquefied petroleum gas terminal joint
venture in Shantou, Guangdong Province. 1/97.

Santa Fe Energy Resources (US)/CNOOC
Signed agreement to give Santa Fe Energy the right to explore
for hydrocarbons in the South China Sea. 1/97

SINOCHEM
Will supply Yugoslavia with 2 million metric tons of crude oil
annually for the next five years. 1/97

Pharmaceuticals
INVESTMENTS IN CHINA

Mitsui & Co., Ltd. (Japan), NA (HK)/NA
Established joint venture in Hong Kong to market Western-made
drugs in China. $990,000. (Japan:40%, HK:40%-PRC: 20%). 3/97.
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Nippon Zoki (Japan), NA (Taiwan)/Beijing Fan Hua Medical
Technology Research Institute
Established Beijing Fan Hua East Medical Technology joint
venture to manufacture and market drugs and small medical
equipment. $1.57 million. (Japan:23%, Taiwan:24%-PRC:53%).
2/97

Roche Holding Ltd. (Switzerland)/Shanghai Nex Asiatic
Pharmaceuticals Co.
Established joint venture to produce vitamin B in Shanghai.
$29.6 million. (Switzerland:60%-PRC:40%). 2/97

Ports and Shipping
OTHER

Cosco Line Inc., a subsidiary of COSCO
Received loan guarantee by US Department of Transportation
to purchase four US-built container ships. $138 million. 3/97,

Mitsui O.S.K. Lines (America) Inc., a subsidiary of Mitsui &
Co., Ltd. (Japan)
Will accept less-than-container load cargo sailing from Shanghai
to the US and Canada through its Shanghai Container Freight
stations. 3/97

Sea-Land Service, Inc. (US)
Signed three-year contract with the Ministry of Communications
to offer transportation services between various cities within
China. 1/97.

Power Generation Equipment
CHINA'S IMPORTS

GEC Alsthom, a joint venture between Alcatel Alsthom
Compagnie Générale d'Electricité (France) and the General
Electric Co. PLC (UK)
Awarded China Petroleum Technology and Development Corp
contract to build power plant in Kuerle, Xinjiang Province. $31
million. 2/97,

OTHER

Sithe China Holding Ltd., a subsidiary of Sithe Energies Inc.
us)
Reached loan agreement with Marubeni Corp. (Japan) to
finance cogeneration facility in Changzhou, Jiangsu Province.
$20.3 million. 3/97

ADB
Will carrv out feasibility studies on the rehabilitation of coal-
fired power plants in China. $750,000. 2/97

Export-Import Bank of Japan, Industrial Bank of Japan,

Tokyo-Mitsubishi Bank, Ltd./State Development Bank
Reached loan agreement to help finance Qinshan nuclear
project near Shanghai. $280 million. 2/97

IES Industries, Inc. (US)/Jiaxing City Power Bureau
(Zhejiang)
Signed agreement to operate local power project. $13 million,
2/97.



Property Management and Development

OTHER

First Pacific Davies (HK)
Was appointed sole retail marketing agent and consultant for
Concord Plaza in Shanghai. 3/97

Bouygues Shanghai, a joint venture between Bouygues SA
(France) and NA
Won contract to build Shanghai Maxdo Centre. $92 million.
2/97

New World Hotels International Ltd. (HK)
Will open hotels in Dalian, Liaoning Province: Nanjing, Jiangsu
Province; and Shanghai. 2/97.

Telecommunications

CHINA’'S IMPORTS

Asia Pacific Cellular Infrastructure Group, a unit of Motorola
Inc. (US)/Zhejiang Technical Import and Export Corp., China
Eastern Communications Co., Ltd. (Zhe¢jiang)
Signed supply contract for Motorola's digital cellular
infrastructure equipment. $58 million. 3/97.

LM Ericsson (Sweden)
Signed contract with Shanghai P&T Administration to provide
mobile phone equipment for the city’s fourth mobile phone
network. $22 million. 3/97.

IM Ericsson (Sweden)
Signed contract with Shangdong P&T Administration to provide
SDH technology. 3/97

LM Ericsson (Sweden)
Signed contract with Ningbo Telecommunication Bureau
(Zhejiang) 1o develop SDH transport network. 3/97.

Loral Space and Communications Corp. (US)
Will sell satellite to China Telecommunications Broadcast
Satellite Corp. to provide video, data, and digital voice services.
$100 million, 3/97

Oy Nokia AB (Finland)
Signed contract to expand a GSM network in Beijing
$50 million. 3/97.

Oy Nokia AB (Finland)
Signed contract to supply mobile phone equipment to
Shanghai P&T Administration. $20 million. 3/97.

Motorola Inc. (US)/Great China Cellular Infrastructure
Division (Beijing)
Signed contract to build digital cellular network in Beijing,.
S16 million. 2/97

Siemens AG (Germany)
Won equipment supply contract for Tianshang DC High
Voltage Transmission Project in Guangdong Province
$183 million. 2/97.

Beijing Nokia Mobile Telecommunications Ltd., a joint
venture between Oy Nokia AB (Finland) and NA/Yunnan P&T
Administration

Signed contract 1o expand Yunnan's digital GSM system,

$25 million. 1/97.

Goldtron Telecommunications Pte., Ltd., a unit of Goldtron
Ltd. (UK)
Will sell pager design and manufacturing technology to
Hangzhou Communications Co. (Zhejiang). $20 million. 1/97.

Lucent Technologies Qingdao Telecom Equipment Ltd., a
joint venture between Lucent Technologies (US) and NA
Will sell switching machines to 10 provinces and cities. 1/97.

Northern Telecom (Canada)
Will provide a DMS mobile switching center in Shandong
Province and increase the mobile switching capacity in Ningbo,
Zhejiang Province. $10 million. 1/97.

INVESTMENTS IN CHINA

AVIC Group International, Inc. (US)/Hebei Provincial
Government
Established joint venture to develop telecommunications and
other related projects in Hebei Province. $105 million. 3/97.

Oki Electric Industry Co., Ltd. (Japan)/Guoguang Electronic
Corp. (Jiangsu)
Established Changzhou OKI-GEG Telecoms Ltd. joint venture
to produce PBX telephone exchanges and key telephone
systemns in Changzhou, Jiangsu Province. $7.3 million.
(Japan:70%-PRC: 30%). 3/97.

OTHER

Texas Instruments, Inc. (US)/Huawei Technology Co.
(Guangdong)
Signed memorandum of understanding to establish a digital
signal processing solutions cooperative laboratory in Shenzhen

2/97

CLI Corp. (US)
signed agreement with the Hunan Electric Industry Bureau to
cooperate on a teleconferencing project. 1/97,

Textiles and Apparel

INVESTMENTS IN CHINA

Blue Light Trading Co., Ltd. (Australia)/Dalian Duca Wool Top
Co., Ltd. (Liaoning)
Will establish joint venture to produce wool yarn. $16 million.
(Australia:50%-PRC:5000). 1/97

Transportation

CHINA'S IMPORTS

The Boeing Co. (US)
Signed contract with Air China to sell five Boeing 777-200
passenger jets. $685 million. 3/97

The Boeing Co. (US)
Will sell one 757 passenger jet to China Xinjiang Airlines. 2/97

INVESTMENTS IN CHINA

Chicago Rawhide, a unit of AB SKF (Sweden)/Anhui Ningguo
Zhongding Automotive Components Co., a joint venture
between ASIMCO Corp. (US) and NA
Will establish joint venture to produce oil and fluid sealing
products in Anhui Province, $24 million. 3/97.
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General Motors Corp. (US)/Shanghai Automotive Industry
Corp.
Will establish two joint ventures to produce Buick luxun
sedans. $1.6 billion. 3/97

AB SKF (Sweden)/Wafangdian Bearing Factory (Liaoning)
Established principal spherical roller bearings joint venture in
Dalian, Liaoning Province. 845 million. (Sweden:3000-PRC:70%).
2/97

Nisshin Transportation Co., a wholly owned subsidiary of
Hitachi Ltd. (Japan)/China Railway Foreign Service Corp.
(Beijing)

Will establish joint venture to help develop China's railways

2/97

ASIMCO Corp. (US)/Shenzhen Mengliyuan Commerce and
Industry Co., Ltd. (Guangdong)
Established Shenzhen Menglivuan Commerce and Industry
Automobile Co. Lid. joint venture in Longhua, Guangdong
Province, $5.8 million. 197

TRW Inc. (US)/Shanghai Clutch Factory
Established joint venture to manufacture and sell seat belts in
China, 1/97.

OTHER

Nippon Express Co. (Japan)
Will begin to forward international cargo in China through its
Hong Kong joint venture. 3/97

Southwest Research Institute (US)
Was selected |!_\ Dalian Locomotive and R xllllllu stock Works
(Liaoning) to cooperate on designing, building, and testing a
new diesel locomotive engine. 3/97

American Airlines, Inc. (US)/China Eastern Airlines
Signed memorandum of understanding to begin a reciprocal
code-sharing program, 2/97.

China Southern Airlines Ltd.
Will offer non-stop service from Guangzhou, Guangdong
Province to Los Angeles, CA. 1/97

Japan Freight Railway Co. (Japan)
Signed agreement with the Ministry of Railways to start cargo
distribution between Japan and China. 1/97

Miscellaneous

CHINA’'S IMPORTS

Siemens AG (Germany)/China Institute of Atomic Energy
Signed supply contract for Siemens” SIGMSYS fire detection and
warning technology. $2.2 million. 1,97

INVESTMENTS IN CHINA

Iris Ohyama Inc. (Japan)
Established Ins Ohyama Industry and Trade wholly owned
subsidiary in Dalian, Liaoning Province to produce plastic
products and office supplies. $40 million. 2/97

OTHER
International Chamber of Commerce (France)

Will establish Hong Kong as its Asia regional headquarnters.

397,
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Playdium Entertainment Corp. (Canada)/Chinachem Group
(HK)
signed letter of intent to establish a joint venture to expand its
out-of-home entertainment products in Hong Kong and China.

397

ADB
Will provide technical assistance on increasing the central
government's project evaluation capacity. $350,000. 2/97.

MasterCard International (US)
Became the official sponsor of the “Visit China ‘97" tourism
drive. 1797
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generally. Broad “China hand” knowledge base accumulated
aver years of study & experience. Interested in doing work
involving: negotiations, business planning, legal supervision,
problem anticipation & avoidance, mrkt research, forecasting,
Contact: 206/320-9597 or email: streklor@msn.com.

CLASSIFIED AD RATES

$10/line, four-line minimum (340).

36 characters per line, including all spaces &
punctuation. Submit only typewritten ads

and send with payment 6 weeks before issue to:

The China Business Review
Classified Advertising

1818 N Street, NW

Suite 200

Washington, DC 20036, USA

1997 China Human Resources Series . . . . . .. p.3
‘97 International Conference

on China Market & Investment . p.43
Asia Low & Practice . .. ... ... ... .. .. Insert
Beijing Economic-Technological Development Area p. 21
China Association of Development Zones c...p. 9
China Business Update . ... ... .. . . . . p. 8
China Coneept ... conwovins son v oan 2o v iew s s P 7
C|Iinll|'|ole|"""""""‘..........A,‘..,._|1,h_ﬂ
China Energy Report . ... ... ... ... . ... .. .. ... p. 54
China’s Tariff and Non-Toriff Handbook .. .. . . p. 13
China Venture Advisors .. .. ... ... . . . p. 49
HongkongBank . .. ... . . . p. 64
Pacific Bridge - et v v e o PoBl
Palace Hotel ... . .. . . p. 25
Ramoda Hotel . ... ... . . p. 19
Seymonr Cooke . .. ....... ... . .. : . p. 45
Shanghai Centre . .. ... ... ... . ST
Shangri-La Changchun — v s s P 2
The China Business Review . .. ... ... ... .. . . . . . . .. p. 61
Trickle-Up Program . . .. ... ... ... ... ... . .. . . .. p. 50
US-China Business Counail . . . ... ... ... .. ... . . .. p. 51
Westin Toi Ping Hotel . . .. ... .. ... ... ... . . . .. p. 33
World Link Medical Centre. ... p. 32




l earn the

usiness Costs and
B Opportunities The CBR

tracks all pertinent legal
developments and monitors
industrial sectors and geographical
regions in China to keep vou up-to-
date on where the action is. Recent
issues have explored new trademark
protection legislation, the Chinese
auto and telecom sectors, and the cost
ol labor in different Chinese cities.
Upcoming focuses will address the
petroleum and food/beverage sectors
and China's largest province, Sichuan.

uthoritative
A Analysis

Published by
the US-China Business
Council, The CBR has
been the top journal of
the China trade for over
20 years. Our staff are
on-site in Washington,
Beijing, and Hong Kong,
reporting the latest China
business develop-

ments and trends,
Our feature articles
are written by
execulives and
officials expert on
China business issues—
Paul Volcker, Ezra Vogel,
Maurice Greenberg. Vice
Premier Zhu Rongji, and
the governor of Hong Kong
are just a few examples. NO
other publication offers such
depth of expertise or analysis.

ase Studies How do foreign
l:t')mil;lnius structure their
investments in China? Or market
their goods to the Chinese populace? The
experiences of such companies as Xerox,
Avon, Foxboro, Ford, and Microsoft will
show vou how.

with
Join the thousands of

top executives who already
enjoy the benefits of The CBR’s
first-rate coverage—simply fill out and return the coupon below:

YESI | want the best analysis of China business available anywhere. Please send me The China Business Review
® for one year (six issues) at: 1 US$99.00 (USA & Canada—DC residents add 5.75% sales tax)
4 US$150.00 (International airmail)

J Enclosed is my check (made payable to The China Business Review)

1 Please charge to my credit card: 4 Visa 1 MasterCard 1 Amex Cod# _
Exp. Date — : S — Signature _
Nave | e

COMPANY

ADDRESS

TYPE OF BUSINESS i TEL FAX

Enclose in envelope and return to Circulation Manager, The China Business Review, 1818 N St., NW, Suite 200, Washington, DC 20036, USA
Tel: (202)429-0340 Fax: (202) 775-2476




STEPPING OUT OF THE

SQUARE

Last "+

On my last visit to Tiananmen Square
in October 1989, groups of armed police
patrolled the square’s perimeter and the
tracks of the armored vehicles that had
rolled in on June 4 could still be seen on
the square’s stone surface. An autumn
wind brought with it a feeling of disap-
pointment and suspicion. | remember
looking out over the square oward the
Forbidden City and thinking, “What will
be next for China?” Like many at the
time, | was not optimistic.

During a trip to China this March, 1
encountered a very different Beijing, as
well as a far more buoyant Tiananmen
Square, The buildings and architecture of
the historic plaza were unchanged, but
the mood there was altogether different.
Chinese and foreign tourists snapped
photos. children flew kites, and festive
banners announced the convening of the
annual National People’s Congress. An
international marathon had attracted a
sizeable crowd of flag-waving enthusiasts
along nearby Jianguomenwai Avenue
The Hong Kong reversion countdown
clock, impossible to miss across the main
thoroughfare, flashed a constant re-
minder 1o streams of passersby of
Chinua's promising future,

Despite the fact that Deng Xiaoping
had died only a week before, Beijing
dwellers were in no mood for mourning.
While the rest of the world speculated
about potential power struggles within
the Party leadership, the people with
whom | spoke shrugged their shoulders
and went on with the business of life
and the life of business, “He wis old and

he died” was the type of matter-of-fact

response | oreceived o inquiries on the
meaning of Deng's passing. So much for
student movements and revolution—RBei-
jing in 1997 clearly has other things on
its mind.

Even a pair of bomb explosions a few
days apart in the city’s Xidan district did
little to disrupt the frenetic ebb and flow
of traffic and people in China’s capital
city. Rumors abounded about what had
happened, how many people were
killed or injured, and who was responsi-
ble, but the conversations were casual
and most people didn't seem especially
preoccupied with the news

Throughout the city, there are dra-
matic clues to a modern makeover.
Nearly gone are the billboards and street
signs that used o encourage greater so-
cialist fervor and trumpet the virtues of
social policies, In their place are high-
tech advertisements for Japanese elec-
tronics and American soft drinks. Nostal-
gic, [ was relieved o see on a few main
street corners the red and white bill-
board signs listing the 30 activities that a
“civilized citizenry” should pursue. Spon-
sored by the Capital Spiritual Civilization
Establishment Committee, the exhorta-
tions ranged from “beautify the city”™ and
“passionately love the motherland,” to
“respect the aldg dove. ihe young: Andil
noted with amusement that the back
windowssef each Beijing taxi displayed a
bright green slogan promoting “superior
serviee.”

I was equally fascinated during this
year's trip by Beijing’s burgeoning night
scenc. The number of pew Chinese and
Western restaurants, bars, discos, jazz

v

clubs, ethnic eateries, and tea houses
that cater to the city's new “yuppie”
crowd is astounding. The night-time en-
tertainment atmosphere of Beijing
seemed similar to that of Taipei in the
late 1980s—the only difference is that the
streets outside are teeming with bicycles.

Turning on the television, 1 was sur-
prised to see that Chinese programs no
longer consist of emotionless news re-
POTLers announcing ever-greater in-
creases in grain production. Instead,
fashionable and personable hosts com-
plement their news reports with “person-
on-the-street” interviews. Variety shows,
call-in talk shows, and modern soap op-
eras appear o have replaced the military
propaganda dramas and drab reports on
visits of key leaders to machinery facto-
ries. Splashy computer graphics, music
videos, and Western-style commercials
are now the TV norm,

Though a part of me clings to what
may have been a less complicated soci-
ety a decade ago—excluding, of course,
the trauma of Tiananmen—the rapid
transformation of a city like Betjing into a
cosmopelitan hub is a rare and fascinat-
ing sight. For many in Beijing, life seems
a litde casier and a lot more hopetul. 1
am still notwertain of what will be next
forsGhina, but in 1997 1 found myself
asking the quustion to a citv that is not
afraid—and is in fact delighted—o an-
swer back.

s aud Lamb

Peiril-Leimb-is-director of programs at the
Us-Ching Business Council.
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hereas many hotels = R

have fine reputations, one
in Guangzhou is more

like a legend."

(There is, of course, a new world of difference.)

Over the years, stories abound.

Of genuine warmth. And impeccable service.
Where business and life’s pleasures thrive.
Fine dining, shopping, entertainment, spots.
Under one roof ... in the heart of the city.
Renewed. Renovated. Ready to greet.

Next time you return

to relax amongst friends

at the China Horel.

Welcome home
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UQ)NEW W O R L D H O T E L S I N T EFERNATI ONAL

CHINA HOTEL: Liu Hua Lu, Guangzhou 510015, China. Tel: (86-20) 8666 6888 Fax: (86-20) 8667 7014 lelex: 440888 CHLGZ CN
Reservations - Renaissance: 1 800 HOTELS 1. Utell: 1 800 44 UTELL.

HONG KONG * MACAU » BEIJING * GUANGZHOU » HANGZHOU + HARBIN * SHANGHAI « SHENYANG « TIANJIN + XIAN « HO CHI MINH CITY
KUALA LUMPUR * MANILA « YANGON + HANOI 1997 « BANGKOK 1998 « DALIAN 1999 « NANJING 1999 + JAKARTA 1999 » SHANGHAI 2000

A Member of Renaissance Hotels Incernacional




How can you read the Chinese market if you
don't know the difference between these characters?

There is actually no difference other than the calligraphy;
both characters mean the same word - business. But only
those who know Chinese culture well will appreciate the
subtleties behind these writings. It takes time to
understand China. And in business, there's a lot more to

understand than language. HongkongBank has been in

China for over 130 years. Long enough to gain market

Branches : Beijing, Qingdao, Shanghai, Shenzhen, Tianjin, Xiamen

insights and do business with confidence. With the strength
of our global network and indepth understanding of this
unique market, HongkongBank can help you to read
between the lines when doing business in China. For more
information, please contact us in Hong Kong on
tel : (852) 2822 2699, fax : (852) 2868 1646 or in London on

tel : (44) 171-2600 366, fax : (44) 171-2600 236.

Representative Offices : Chengdu, Dalian, Guangzhou, Wuhan
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