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China
Wire

Readjustment:

Some News is Good News

Nicholas H. Ludlow

ight now, China is rebuilding s

€CONOMY as a restaurant mana-

ger might expand a restaurant.
Planners want to serve more and better
meals and at the same time rebuild ev-
erything—walls, floor, ceiling, plumb-
ing, and power supplies, even as pa-
trons sit eating at the tables. How do
vou keep customers happy with all that
racket going on?

Somehow China's doing it.

Industrial production bottomed out
in the first quarter of 1981, inflation is
down, capital construction (slashed 45
percent earlier this year) is well under
its revised target, foreign trade will end
up with a nice dollar surplus (probably
$500 million), and China’s budget
could be balanced this year, contrary o
earlier indications.

Clearly someone is at the controls,
the controls are working, and the PRC
is gaining more experience in fiscal
management.

Three aspects of China's readjust-
ment process point to the future—
steadily improving statistics, the rein-
stitution of advanced academic de-
grees, and the PRC's increasing stress
on profitability.

Statistics. The State Statistical
Bureau (SSB), China's economic and
demographic recordkeeper, has been
gradually improving its data amid a
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national campaign to root out some
cadres’ practice of falsifying staustics.
The SSB, which spun off the State
Council’'s Population Census Othce (see
The CBR Sept.—Oct. 1981, p. 49), has
done an extraordinarily good job in
compiling national data with limited
stafl. As of the end of 1980, the SSB’s
Beijing headquarters had a stafl ol only
193, an extremely small number for a
nation China's size. By contrast, the US
Commerce Department’s statistical sec-
tion employs about 13,000 people.

Chinese economists propose that a
network of economic collection and
processing centers at the local and
national levels be established. And the
Chinese Enterprise Management Asso-
ciation emphasizes that “in making
operational decisions, we should attach
importance to information.” It points
out that since the commercial, banking,
and finance departments receive data
the most quickly, they are the first to
discover economic problems.

A commentator in the Beijing paper
Guangming Ribao lamented the habit of
a “few leading comrades™ drawing up
plans without referring to statistics, or
arbitrarily revising hgures il they do
not suit their needs. The government
should consider statistical organiza-
tions “the eyes and ears for under-
standing conditions,” the editorial said,

Most heartening is the frankness
with which the SSB and the People’s
Bank of China (publisher of the
quarterly Banking in China) discuss sta-
tistics—particularly the reasons behind
inaccuracies. Example: last year's can-
did revelation by PBOC’s President Li
Baohua about the reasons behind Chi-
na’s mushrooming deficit.

Advanced degrees. Another positive
sign that China’s technological develop-
ment will proceed on a better founda-
tion is that Chinese universities began
granung academic degrees this year. A
25-point implementation regulation
published in June specifies 10 branches
of “science” (including law, education,
history, and literature) that may confer
BAs, MAs, and PhDs. A 407-member
board presided over by Fang Yi will
oversee the granting of degrees.

Return on investment. ROl now
figures in all foreign business arrange-
ments involving local or foreign credit.
While China's artificial pricing system
still precludes realistic assessments of
prohtability, at least the emphasis being
given to the concept bodes well for the
future.

I'en times as many projects are being
financed with bank credits this year asin
1980, In some industries (energy,
metallurgy, building materials, and
broadcasting) and n at least one city
(Shanghai) more projects have been
bank-financed than bankrolled by the
state.

Total bank credits to various indus-
tries through September 1981 came to
¥2.45 billion. The switch from grants
to loans is causing a revolution in proj-
ect financing. Without access to free
government funds, enterprises must
now worry about paying back their
loans. The emphasis on prohtability re-
cently forced three projects—a furnace
at the Shanghai No. 3 Steel Works, a
Hunan power transmission line, and a
Shanghai quartz glass factory—to be
completely revised.

The average payback period for a
Construction Bank loan is now just 16
months, a policy that accords with Vice-
Premier Bo Yibo's motto: “Less invest-
ment, quicker returns, more profit.”

And now the bad news. . . Following
cries of protectionism for many
months, China’s Customs Administra-
tion on September 25 slapped a heavy
tax on imported television sets, radios,
tape recorders, and computers for pri-
vate use. The tax is designed to protect
domestic production; it is based on the
domestic retail price and not on an
item’s cif import value. *
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CULTURE AND BUSINESS

[ ] Washington, DC, December 16.
NCUSCT-sponsored briefing for mem-
bers only, "China Contracts 82,7 de-
signed to provide Council members
with information on features of success-
ful business arrangements and guide-
lines for navigating through the levels
of approval needed 1o win contracts.
For reservations, members may call the
Council’s Programs and Government
Relations Department, (202) 828-8330.
[ 1 Dallas, December 14-17. “World Qil
and Gas Show,” a wide-ranging confer-
ence of technological, economic, inter-
national, governmental, and political
challenges to the oil and gas industries,
at the Dallas Convention Hall. For in-
formation, contact the Dwyer division
of Clapp and Poliak, 400 N. Michigan
Ave., Chicago, 1L 60611, (312) 687-
7730.

[] Dallas, January, 11-14, 1982. Depart-
ment of Commerce East—West Trade
Domestic Seminar, designed to provide
traders with information on general
market prospects and business practices
in communist countries. For informa-
ton, contact C. Carmon Stiles, (214)
729-0542.

[1 Washington, DC, January 28, 1982.
NCUSCT-sponsored briefing for mem-
bers only, “New Trends in the PRC
Bureaucracy: Impact of US Business.”
For reservations, members may call the
Council’s Programs and Government
Relatons Department, (202) 828-8330).
[]Tulsa, January 11-15, 1982. Depart-
ment of Commerce East—West Trade
Domestic Seminar (see above).

[[] New York City, October 23—]anuary
31, 1982. Exhibition of 13 10th- to
I4th-century Chinese hand and hang-
ing scrolls and album leaves, “Master-
pieces of Song and Yuan Dynasty Cal-
ligraphy from the John M. Crawford,
Jr., Collection.” For information, con-
tact the China Institute, (212) 744—
8181.

[ Washington, DC, September 25—
January 28, 1982. Exhibition of 74
16th- to 17th- century painted manu-

scripts, “The Imperial Image: Painting
for the Mughal Court.” For informa-
tion, contact the Freer Gallery of Art
(202) 357-1300.

[) Milton, Massachusetts, October 21—
February 15, 1982. Exhibition of about
80 early 18th- to early 20th-century
Chinese export ceramics, “Famille
Rose: The Bloom on Chinese Export
Porcelain.” For information, contact
the Museum of the American China
Trade, 215 Adams St., (617) 696—
1815.

EXHIBITIONS IN CHINA

[] Shanghai, December 10-16. “Marin-
tec China '81,” international marine
seminar and exhibition. Cosponsored
by Shanghai Society of Naval
Architecture and the Marine Engineer-
ing and Marintec Press (Far East) Lid.
The event's purpose: 1o tacilitate scien-
technical interchange,
strengthen commercial cooperation,
and advance China’s maritime mdus-
tries. Contact M. Randolph Long, Intec
Press, Lid., (212) 697-4893.

(] Tianjin, February 17-23, 1982. Fx-
hibition of air-conditioning, refrigera-
tion, and electrical equipment, "CHINA
APEX '82." Conducted by Wellfull
Technology Promotion Exchange, Ltd.
to be held at the Tianjin Industrial
Hall. For information, contact Harvard
House 18-B, 105-11 Thomson Rd.,
Wanchai, Hong Kong.

[ PRC, March 1982. Process Control
Technical Sales Seminar, cosponsored
by the China Council for the Promo-
tion of International Trade and the US
Department of Commerce. For in-
formation, contact Reginald Beckham,
(202) 377-2801.

[] Beijing, March 16—24, 1982, Interna-
tional Petroleum Exhibition and Tech-
nical Symposium, sponsored by the
Society of Petroleum Engineers. For in-
formation, contact the society, 6200 N.
Central Expressway, Dallas, TX 75206,
(214) 361-6601.

(] Beijing, April 1982. Video/catalogue
exhibition on machine tools organized

tihe and
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by the Department of Commerce. For
information, contact James Cox,
(202) 377-4810.

[ Beijing, May 10-28, 1982. Technical
sales seminar on coal handling and ben-
eficiation organized by the Depart-
ment of Commerce. For information,
contact Kerry Gumas, (202) 377-4810.
[[] Beijing, July 1982. Video/catalogue
exhibition on textile equipment orga-
nized by the Department of Com-
merce. For information, contact Kerry
Gumas, (202) 377-4810.

['] Beijing, August 23-September 10,
1982. Technical sales seminar on food
refrigeration and freezing organized
by the Department of Commerce. For
information, contact James Cox,
(202) 377—4810.

[[] Beidaihe, Hebei Province, September
10-14, 1982. International technical
symposium and exhibition on grain,
milling, and baking. Cosponsored by
Sosland Publishing Co. and the Bureau
of Foreign Affairs in the Chinese
Ministry of Food. Event to provide a
review and discussion of the latest tech-
nology in grain handling and process-
ing, baked foods production, and inter-
national grain market trend analysis.
For information, contact Sosland Pub-
lishing Co., 4800 Main St., Rm. 650,
Kansas City, MO 64115; (816) 756—
1000.

['] Beijing, September 7-18, 1982. In-
ternational trade fair, "Environmental
Protection, New Sources of Energy and
Related Products.” Sponsored by May
Lee International, to be held in the
Beijing Exhibition Center. For in-
formation, contact Joanna Ball of May
Lee International, 11 Broadway, Suite
1061, New York, NY 10004;
(212) 425—4347.

[[] PRC, September 26—October 9, 1982.
Technical sales seminar on process
controls organized by the Department
of Commerce. For information, con-
tact Juergen Tooren, (202) 377-5186.
[] Guangzhou, December 8-13, 1982.
Electrical and mechanical materials
handling equipment and technology
exhibition, organized by Industrial and
Trade Fairs International Ltd. For in-
formation, contact I'TF, Radcliffe
House, Blenheim Court, Solihull, West
Midlands B 91 2BG: tel,, 021-705—
6707; telex, 337073,

CHINA’S EXHIBITIONS ABROAD

[ Munich, Germany, March, 1982.
Light industry and handicrafts.

[] Basel, Switzerland, April, 1982.
“Spring Samples International Fair,”
for light industry and handicrafts. g
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The -'ri‘fH.' n,’ next year's outlook ,fu? the
China trade brought nearly 200 representa-
tives of member frrms to the National Coun-
ail for US-China Trade's two fall briefings
in Washington, DC and Los Angeles.

Highlighted on the following pages are
some of the broad-ranging topics discussed
by six Council speakers.

Forecast’82:

Business Opportunities
in the China Trade

Martin Weil, staff writer, The China Business
Review

“There has been an apparent
decision to move ahead with the
Pingshuo open-pit coal mine in
Shanxt jointly witha US firm.
This project will probably be
worth tens of millions of dollars to
US equipment suppliers.”

The H'(I_\' Ahead: Chinajust experi-
enced three vears of economic expan-
sion, with growth rates of 12.4 percent
in real terms in 1978, and of 7 percent
in each of the past two years. We antici-
pate that China's real economic growth
will be between 4 and 5 percentin 1981,
and between 5 and 6 percent in 1982,
Foreign trade will probably continue to
expand rapidly at a rate ol 25=-30 per-
cent in both 1982 and 1983,

Prospects for Stability: Chinese
leadership shake-ups since 1976 have
been carried out with very litde social
disruption. Despite substantial dissatis-
faction in certain circles with current poli-
cies and leadership, and despite a very
small but vocal dissident movement, the
system is pretty firmly entrenched.
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Nicholas H. Ludlow, executive director, Pub-
lications, Research, and Planning.

“The prospects are for a healthy
foreign trade sector, but slow
growth of China’s domestic
economy and continued tight
budget restraints in 1982.”

Changes at the Top: Since rival
groups are pretty evenly balanced, Chi-
na's upcoming Twelfth Party Congress
is not likely to bring about dramatic
changes in leadership.

More Decentralization: Expect the
continuation of decentralizaton. Com-
panies will have to deal with more
Chinese corporations in 1982—more
foreign trading corporation branches,
more ministerial corporations, and
more provincial corporations. It will be
important to cultivate new contacts on
the provincial and local levels while
maintaining ties with old friends in
Beijing.

Decentralization Pitfalls: Remem-
ber that the decisionmaking authority
of provincial and local corporations is
still not clear. Many of the newer cor-
porations lack personnel trained in in-
ternational marketing and foreign

James B. Stepanek, editor, The China Business
Review

“US banks with the closest
istitutional ties with the Bank of
China are usually the furst ones to
be asked to participate in Chinese
projects.”

trade. You may be negotiating with a
trade othcial who does not understand
fundamental shipping terminology oi
how to hill out the standard form con-
tract.

Light Industrial Raw Material
I',“\'/mrl\.‘ ['he biggest growth area in
US exports to China is in light indust-
rial raw materials, and the trend seems
likely to continue into the future. Chi-
na’s drive to expand light industrial
output has created shortages of certain
key raw materials, notably synthetic
textile hibers. Imports are likely o n-
crease of textile hibers, leather, and
wood products—all areas in which the
US shows great \llt'll_t_:ih ulnl[Jd]'('(l
with our competition.

Technology Sales: High technolo-
gy equipment is another area in which
US sales are increasing. Exports of
sophisticated instrumentation, such as

The China Business Review/November—December 1981



Roger W. Sullivan, National Council vice-
president

“A key element in the Chinese
decision to go ahead with
normalization despite the
iability to resolve this sensitive
issue—arms sales to
Taiwan—uwas the various
assurances the Chinese were
given that the Unated States
would be ‘prudent’ in what it sold.
It has always been clear that a
high performance aircraft for
Tarwan would go well beyond the
Chinese level of tolerance.”

chemical and physical analysis equip-
ment, navigational aids, geophysical
and geotechnical equipment may top
the $60 million mark this year.

Agricultural Exports to China:
Wheat, corn, cotton, soybeans, and soy-
bean oil have led the surge in our ex-
ports to China, accounting for over 50
percent of total US sales, worth more
than $2 billion in 1980. Grain pur-
chases in 1981 also are expected to
reach 8 million tons.

Christopher M. Clarke, research associate

“Disagreements in the Chinese
leadership over economic policy
are, by and large, over emphasts,
timing, and relative priorities,
not over basic direction.”

Agnicultural Chemical Sales: The

US now supplies about 15 percent of

total phosphate fertilizer used in Chi-
na. Overall, US agricultural chemical
sales totaled almost $200 milhon 1n
1980, and sales could well continue
their rapid increase.

Financial Outlook: Not only does
our Exim Bank face competition from
other Exim banks, but it also faces
growing competition from within Chi-
na. It is often forgotten that the Bank
of China operates in a manner similar
to Exim banks, except that instead of
giving subsidized loans 1o exporters,
which is what other Exim banks do, it
gives subsidized loans to Chinese im-
porters. Through the practice of bor-
rowing funds from different sources—
some at high, market interest rates and
some loans at concessionary terms—
the Bank of China blends credits and

The China Business Review/November—December 1981

Carolyn L. Brehm, director, Importer Services

“Companies should be aware of
the alarming increase in US
detentions of Chinese foodstuffs,
pharmacewticals, and herbal
medicines due to noncompliance
with US Food and Drug
Admainastration regulations.
Member firms should call the
National Council to check on the
many problems peculiar to
Chinese products.”

lends money to domestic ministries and
state enterprises at very competitive
rates. Hence, the competition the Bank
and will in-

of China represents
creasingly pose in years ahead—is
potentially greater than that repre-
sented by Exim banks in Europe and

Japan.

Consulting Services: Companies
are learning that the deals which suc-
ceed must be tailor-made to very strict
requirements. Joint ventures and com-
pensation trade deals, for example,
usually must be designed so that they
produce exports, require limited cred-
it, and carry low nominal interest rates.

9



Given these tight constraints, coms-
panies need hnancial advice on how to
package their ventures.

Countertrade:
porations are solving the problem of

Some larger cor-

“what to do with the 12,000 cloisonné

vases” by establishing trading divisions
to import and sell a range of diverse
products taken in countertrade.

Evidence Accounts: As an aid 1o
countertrade, China has agreed to set
up evidence accounts with foreign
companies, The evidence account is an
agreement between a foreign company
and a Chinese entity to keep track of all
transactions between the two parties,
and to balance sales with purchases
over a period of ume. One US corpora-
tion has concluded evidence account
agreements with two Chinese minis-
tries, and is presently negotiating a
third with a province.

Feasibility Studies: As the Chinese
become better equipped to carry out
feasibility studies, they mav more
readily accept the idea of independent
studies by foreign companies. In car-
rving out these studies, the Chinese
now consider good statistics essential in
formulating policies and making eco-
nomic decisions. In 1982 and bevond,
this will provide continuing opportuni-
ties for sales of computers, micro-
processors, and software.

Exclusive Contracts: There is no
such thing as a nationwide exclusive
anvmore, due to the lack of central con-
trol over exports. Companies can still
arrange for an exclusive on a branch
basis, but with the risk that another cor-
poration or branch will sell the same
product to a competitor. China is
attempting to enforce the honoring of
exclusive contracts through their ex-
port visa system, but with litde success.

[)f'[fi’(’ij‘ Problems: Be prepared
for continued delavs in the delivery of
goods. China’s trains, roads, ware-
houses, container facihties, and ports
are strained to the breaking point
under the increased volume of trade.
China’s leaders are aware of this prob-
lem and have opened new ports to for-
eign trade and begun to modernize ex-
isting facilities.

Imports From China: Chinese im-
ports are not conspicuous in the US
marketplace, but the volume is grow-
ing. Examples: the Green Giant canned
mushrooms you ate in spaghetti the
other night were mushrooms grown
and canned in China; if the allergy pill
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vou took this morning was Schering-
Plough's Chloratrimeton, vou ingested
Chinese ephedrine; utility companies
from the states of Californa, Alaska,
and Colorado will soon produce elec-
tricity for their citizens using Chinese-
manufactured hydroturbine gener-
ators; the peanut butter on vour sand-
wich probably came from Chinese-
grown peanuts: the Hannel shirt you
bought from K mart was made in the
PRC:; and soon, Nike running shoes
and AMF-VOI'
balls will be available in the US mar-
ket—all made in the PRC.

PRC Mineral and Metal Ex-
ports: Imports are increasing in the
areas of Chinese minerals and metals
used in fiber-optics, mtrared, electron-
ics, and high technology information
retrieval and storage. The recently in-
itiated acquisition program for the US
strategic materials stockpile may offer
new opportunities for Chinese exports
of tantalum, ttanium sponge, vana-
dium pentoxide, and bauxite.

GSP: Do not expect lower, GSP
duties to be extended to Chinese goods
in 1982, GSP, or the Generalized Sys-
tem of Preferences, is a US program of

vollev- and soccer

allowing certain nonsensitive imports
to enter the US duty free. Under US
law, China must join the General
Agreement on Tarills and Trade be-
fore the president can consider GSP
extension. Although the Chinese are

actively studying GATT membership,
it 15 doubtful that a decasion will be
made before late 1982,

New Laws. China will continue to
modernize its legal system in 1982, Off
to a good start with a joint venture law,
income tax laws, foreign exchange reg-
ulations, regulations on foreign resi-
dent ofhces, and other statutes, the
Chinese will be looking to complete the
law on natural resources taxation so
crucial to foreign involvement in oil de-
velopment, and will probably pro-
mulgate laws on patents and copy-
rights.

Continuation of Guangzhou
Trade Fair: The trade fair will not die
as has been rumored for several years.
Instead it will serve as a valuable baro-
meter of the changes that are taking
place in China’s trade structure. The
fair is the only place where American
companies can conveniently make con-
tact with old Chinese friends and new
corporations from the four corners of
China—all under one roof.

The Business Future: Business
opportunities are multiplying, and
organizations in China are becoming
more [lexible. Provided vou can hve
with the frustrations as China con-
tinues with 1its economic transforma-
tion, it should not be too hard 1o de-
velop plenty of business n 1982, %

New Beijing Representative

eanne 1. Chiang will become the
I National Council’s Beijing repre-
Sentative starting January I, 1982,
Chiang replaces Scott Seligman, who
will have held the position a year.

of the Council’s Programs and Govern-
ment Relations Department, formed in

May of this year. Since joining the

Council, she has organized and
escorted delegations from China, coor-
dinated briefings on China trade, and

issues affecting trade with China.

Chiang was born in Hong Kong and

is Huent in Mandarin, Cantonese, and
Shanghaiese. She holds two masters de-
grees from Columbia and a certihcate

from the NYU Graduate School of

Business Administration. Her profes-
sional experience includes work in
advertising at the New York Times and in
neuroanatomy at Harvard Medical
School. E

Chiang is currently assistant director

kept members abreast of legislative

The China Business Review/November—December 1981



heng Tuobin takes over a minis-
try and a sector beset by prob-
lems. The “great leap to the
West” of 1978-74, for which his prede-
cessor, Li Qiang, apparently has been
held partly responsible, left China with

an accumulated trade deficit between
1978 and 1980 of $3.5 billion in China’s
total world trade, and of $4.3 billion in
its trade with the US. Zheng's appoint-
ment as minister of toreign trade on
September 10, 1981 gives him respon-
sibility for inding ways to cope with this
trade deficit. Zheng must also find
methods of curtailing certain tvpes of
imports and postponing projects, in
line with the government’s policy of
readjustment, without further alienat-
ing China’s trading partners.

Domestically, Zheng has apparently
been given something of a mandate to
reorganize the foreign trade sector.
Decentralization has spawned a whole
new generation of trading agencies,
many of which vie with the Ministry of
Foreign Trade for control over profit-
able export items. Better coordination
between the new and old trading en-
uties is badly needed to reduce the pre-
vathng confusion in the marketing of
minerals, metals, machinery, and other
scarce exports.

Zheng's ministry will need new blood
with new ideas and approaches. One
significant step in this direction was the
recent promotion of Lu Xuzhang, for-
mer director of the State Council’s
General Administration for Travel and
lFourism, to the position of vice-
chairman of the Foreign Investment
Control and Import-Export commis-
sions, and executive vice-minister of

New Foreign
Trade
Minister

Christopher M. Clarke

Zheng Tuobin faces the task
of correcting the country’s
trade imbalance with the
West—and especially with
the US.

the Foreign Trade Ministry. This step
is designed to incorporate more closely
travel and tourism activities in the for-
eign trade policymaking process.
Zheng succeeds Li Qiang, who was
made an “advisor to the State Council”
in September 1980, an honor presum-
ably designed to ease Li into reure-
ment. But 80-year-old Li did not retire
at that time, as many observers ex-
pected. Finally the problems confront-
ing the Ministry of Foreign Trade
forced the Chinese leadership to name

d SUuCCessor.

A Career Spanning East to West
Despite his relatively vouthful age of
57, Zheng Tuobin has accumulated
more than 30 years of international
trade experience. He has continuously
been positioned in those areas of
greatest importance to China’s foreign
trade. From 1953 to 1958, Zheng
served as deputy chief of the export
section of the Ministry of Foreign
Trade’s First Bureau (handling trade
with socialist countries). In this position
he was responsible for promoting and
facilitating exports to the Soviet bloc in

order to pay for the massive imports of

plant and equipment from the Soviet

Union and Eastern Europe during Chi-

na's First Five Year Plan (1953-57).
In 1958, as China's relations with the
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Soviet Union deteriorated, Zheng was
sent to the Moscow embassy as
commercial counselor. Remaining un-
til 1964, Zheng had the unenviable
tasks of trving to find commodities the
Soviets were willing to accept in pay-
ment for China's huge debt, and of
trying to cushion the effects of these
payments on China's catastrophic grain
situation from 1960-62.

Apparently Zheng's eftorts pleased
his superiors. By 1966, he was acting
director of the ministry’s First Bureau.

Zheng disappeared in late 1966 soon
after the start of the Cultural Revolu-
ton. First reappearing in 1971 in an
unspecihed capacity, he was identified
the next year as director of the Foreign
Trade Ministry’s Third Bureau (deal-
ing with Western Europe, Oceania, and
the Americas). Thus, as China’s trade
interest shifted, Zheng's responsibili-
ties took a corresponding turn.

Ties to Europe

Between 1975 and 1978, Zheng
Tuobin headed trade delegations to
Canada, Denmark, Norway, lualy,
Sweden, the Benelux nations, Austra-
lia, New Zealand, and North Korea. He
accompanied Deng Xiaoping to France
in 1975 as a member of a trade delega-
tion. By 1977, Zheng was promoted to
vice-minister.

Although he has not visited the
United States, Zheng is reported to
speak and understand a little English.
He is probably fluent in Russian. In

June 1977, he cohosted a banquet for

National Council for US—China Trade
ofhcials including Christopher H. Phil-
lips and Wilham Hewett, x
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THEORY:

A top international bank

should have the capability to
finance new business
opportunities wherever they exist.

Argentina - Australia - Austria - Bahamas - Bahrain - Belgium - Brazil - Canada - Chile - Colombia - France
Lebanon - Mexico - The Netherlands - Nigena - The Philippines - Puerto Rico

Singapore - Spain

Continental Bank is helping
customers do business in the
developing Chinese market.

Through our correspondent relationship withthe Bank
of China, Continental Bank offers letters of credit,
foreign currency, and trade financing. We also have
the technical expertise to arrange financing in the
key areas of mining, oil and gas. It's what you expect
from a top international bank. At Continental Bank,
it's reality.

v
CONTINENTAL BANK

Continental lllinois National Bank and
Trust Company of Chicago

United States - Chicago - Cleveland - Dallas - Denver - Detroit - Houston - Los Angeles - Miami - Minneapolis - New York - San Francisco - Seattie

The China Business Review/November—December 1981

Greece - Hong Kong - Indonesia - Italy - Japan - Kenya - Korea
Switzerland - Taiwan - Thailand - United Kingdom - Venezuela - West Germany



~ China Trade Variability

China’s trade with the US is about four times more erratic than its trade with the

rest of the world.

James B. Stepanek

hina traders understandably
get upset when contracts fall
through. As retrenchment
deepened in late 1980 and early 1981
businessmen moaned more than usual.
Some frustrated traders even ex-
pressed the opinion that China’s fore-
ign trade is always subject to wild
swings.
A test using linear regression analysis
provides a mixed answer. On the one
hand, swings in China’s foreign trade

Variability in
US Foreign Trade

in recent years appear to have been
about the same magnitude as fuctua-
tions in the foreign trade of Hong
Kong, Taiwan, and South Korea (see
chart). But while China’s world trade
may be relatively stable, China's trade
with the US has been anything but
stable.

Of course, the erratic behavior of
US-China trade simply reflects the big
ups and downs in grain sales to China, a
situation that is expected to improve

Variability* in China’s World Trade

under the new four-year grain agree-
ment the countries signed last October
22, That agreement calls for annual
grain sales to the PRC of between 6 and
9 million tons.

The puzzling result, however, is that
China’s foreign trade should bear
greater similarity to the smaller, ex-
port-oriented economies in East Asia,
and have less in common with the stable
trade behavior of the USSR, India, and
other large continental economies.

Compared With Other Countries and Regions

1971-80 1951-59 1960-69 1970-80
US trade with USSR + 6.2 World + 29 World + 4.6
the world + K4 World + 6.5 India + 35 India + 56
US trade with: Taiwan + 16.0 USSR + 38 Japan + 7.7
Japan + 11.% India * 16.1  Japan + 4.6 USSR + 8.9
-‘[‘;ljw;m + 15.3 China + 16.2 Taiwan + 4.7 Hong Kong + |2.8
Hong Kong + 19.0 Japan + 20.1 Hong Kong + 55  Taiwan + 14.1
India + 999 Hong Kong + 239  China + 11.9 China + 14.7
S. Korea * 37.0 S. Korea + 64.6° S, Korea + 20.1 S. Korea + 174
China * 642 1195659 only.
USSR + 66.2 2195359 only.
China's World Trade, 195]-1980
- kil : = B -

Growth Rate (Percemt Annual Change)

1951

1955

US-China Trade, 19741980
180 f——

120 }

Ol

120

Growth Rate (Percent Annual Change)

78 749 1980

1974

1960

1965

*Variability is defined

1970

1975 1980

as the probable range within which a country’s foreign

trade is likely to Huctuate. The numbers above indicate the outer bounds of that
range. For example, a figure of plus or minus 10 (% 10) means that the historic
Auctuations in the foreign trade of a country or region were within 10 percent of
its trend line 67 percent of the time. The results were obtained using least squares
linear regression analysis based on IMF, World Bank, and US Commerce Depatt-

ment data adjusted for inflation.

Graphs by John lsaacs

The China Business Review/November—December 1981

13




111311113

hina's computer industry is now
shifting emphasis from large
mainframes to small computers
that are “versatile, convenient, and
cheap.” The announcement by Li Rui,
vice-minister of the Fourth Minisury of
Machine Building (4th MMB) comes at
a time when Beijing has decided 1o “go
small” to better meet domestic needs.

I'he change in focus is partly a result
of the worldwide revolution in inte-
grated circuit technology that has
driven down the size and cost of com-
puters. Minicomputers possess the
same power and performance attri-
butes that were previously the hallmark
of the large mainframes. And today’s
microcomputers, which are about the
size of a typewriter, are even challeng-
ing the performance of the mini-
l(]llll)lll(']'.

Since Chinese enterprises do not vet
have use for many large computers,
this shift undoubtedly will speed up
China's current campaign to popula-
rize the use ol computers.

Spearheading this drive is the State
Administration of Computer Industry
(SACI) headed by Vice-Minister Li Rui
that spun off from the 4th MMB and
reports directly to the State Council,
According to Chinese sources, SACI is

14

The new emphasis on rapid
computerization means more
business for the West—and
eventual competition from
within China itself.

stlll in the process of obtaining addi-
tional resources to make its indepen-
dent status a reality. For the present it is
still operating under the leadership of
the 4th MMB and importing computers
and components through the mims-
try's trading arm, the China Electronics
Import and Export Corporation
(CEIEC).

Speaking for SACI, Li Rui recently

revealed four areas where the use of

computers will be increased:

P Factory production. More mini-
and microcomputers will be used 1o
automatically position machine tools
and control production processes,
especially in textiles and light indus-
tries.

P> Research and teaching. The need
is particularly great in educational re-
search and medical institutions.

P Economic management. Com-
puters will be used to automate ac-

counting, inventory, and scheduling
operations in state transportation and
communications enterprises, and gov-
ernment ofhces.

P Designing. Computers will be
adapted to design electronic equip-
ment and capital construction projects
such as hydroelectric dams.

Better Hardware Utilization

Computer exporters already are
feeling the effects of China's new poli-
cies. This year’s business activity has
seen a few orders for mainframes but
more sales of mini- and microcoms-
puters by a broad range of vendors, in-
cluding Honeywell, which signed its
first China contract in June for eight
mini systems worth $2 million. The
most notable mainframe deal was
announced by Burroughs in early
November. Valued at $5.5 million, it
calls for a B-7830 mainframe to serve as
the host computer in a network with
minicomputers and remote com-
munications terminals. Numerous
Chinese ministries brought together by
the Huafung Industry Corporation
will participate in the time-sharing
arrangement. As it is the most sophisti-
cated computer configuration ever
sold by a US company, obtaining ex-
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port approval from Washington will
not be easy.

Sales of large computers probably
will pick up only when the World Bank
disburses its $200 million to Chinese
research universities. About $38 mil-
lion has been earmarked for the pro-
curement of six large-scale systems
and eight miniconhgurations tor 14 dif-
ferent universities. Interested com-
panies should watch for the announce-
ment of technical specifications and the
invitation to bid in mid-February.

Improving Technical Services

According to Li Rui, what China
does need to do on the hardware front
15 to make more ethicient use of its in-
stalled capacity. Due to poor manage-
ment and planning, only one third ot
the country's computers are used more
than eight hours a day, another third
are used less than eight hours a day,
and the rest are not used at all. To
alleviate this problem, Li has proposed
that the PRC’s 26 computer research
imstitutes and 99 main equipment and
accessory plants devote about 30 per-
cent of their skilled manpower (30,000
to 40,000 people, of which 6,000 are
programmers) to technical services,

Herein lies the main business oppor-
tunity for computer vendors in China.
Said a spokesman for SACIs Beljing-
based China Technical Services Cor-
poration, which contracts with Chinese
users to repair, supply parts, and develop
soltware for both imported and domes-
tic machines, “Computers imported
the past were a motley collection of di-
verse models, and the training, mainte-
nance, and supply of spare parts were
all handled separately by the users,
causing a great deal of waste in labor,
materials, and financial resources.”

The problem has prompted SACI to
set up service organizations jointly with
toreign hrms to maintain and supply
toreign-built computers.

In April, the China Technical Ser-
vices Corporation signed an agreement
with Nippon Electric to establish a
jointly managed service center in Bei-
jing. The Japanese firm is equipping
the center, free of charge, with a
medium-size computer, spare parts,
testing instruments, and a power
source. Chinais providing the facilities,
operating personnel, and interpreters.
In addition, Nippon Electric will con-
duct a four-month training course
twice annually for 30 10 40 Chinese
software programmers. Five of the best
students from each class will continue
studying in Japan.

The China Technical Services Cor-
poration also has an agreement with
Sperry Univac and is in the process of
negotiating two others with Honeywell
and Wang Laboratories. It plans o
establish branch offices in Shanghai,
[anjin, and Sichuan next vear, and in
the rest of China’s provinces in the fu-
ture.

Hewlett-Packard Opens
Distributorship

I'his November, Hewlett-Packard
Company became the first computer
firm to open a jointly run distribu-
torship in China. Located in Beijing,
the distributorship will be operated in
cooperation with the CEIEC.

“The move,” savs HP Vice-President
William Doolittle, “is consistent with
our philosophy of bringing sales and
support closer to our customer.” Un-
like the service centers, which only
offer spare parts and maintenance,
Hewlett-Packard’s distributorship was
set up to aggressively market its prod-
ucts. This will require considerable di-
plomacy and business acumen since the
distributorship will be encroaching on
the market territory of other Chinese
importing agencies.

Importers

I'he bulk of China’s computer
purchases are made by INSTRIMPEX,
the toreign trade corporation set up
under the Ministrv of Foreign Trade in
February 1979 to handle electronic
equipment. Each of China’s seven
machine building ministries also has
set up trading companies to handle
its equipment needs. New on the
scene i1s the Oriental Scientihic Instru-
ments Import and Export Corpora-
tion, serving the needs of the Chinese
Academy of Sciences and its athliated
branches and research institutes.
Another heavy buver of computers, the
Ministry of Education, soon may estab-
lish its own trading concern. For Hew-
let-Packard the implication is clear: Its
distributorship will have to hustle o
win business away from such state-run
trading giants as these.

In most cases US exporters can ex-
pect to deal with either CEIEC or IN-
STRIMPEX, but there are no clear
guidelines on who buys what for whom.
Besides importing for the 4th MMB and
SACI, CEIEC is doing business on the
behalt of universities, previously
thought to be in INSTRIMPEX's do-
main. Because equipment involved in

Joint ventures of licensing would in-

volve SACI factories, this business is
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handled exclusively by CEIEC. In any
event, purchases of all minicomputers
and up need authorization from both
the State Scientihe and Technological
Commission’s Computer Commission
and Bo Yibo's State Machine Building
Industry Commission. Microcomput-
ers costing over ¥7,500 ($5,000) re-
quire Bo Yibo's approval; if the total is
under this amount, approval from the
relevant ministry is suthcient.

““We Do Everything
for our Customer”

Competition tor a prece of the com-
puter action extends bevond the trad-
ing corporations.  Increasingly,
Chinese computer manufacturers
themselves are vving for potential cus-
tomers. This follows on the heels of a
decision taken in earlv 1979 to remove
computers from the list of centrally
allocated goods and 1o consider them
market commodities instead, in order
to push quality up and prices down.

Advertising and customer service
have become the main weapons in this
new offensive. "We do everything for
our customer,” reads the motto S:I'( hi-
na's biggest computer producer, the
Shanghai Computer Factory. Going
further, the Weitang Computer Fac-
tory, which specializes i the popular
DJS-130 series, makes the tantalizing
offer in its brochure, “We ofler dis-
counts to universities and accept install-
ment payments with no interest.”

Presently, Chinese computer users
regard foreign products as superior 1o
domestic models, but the day is coming
when competition for the China com-
puter market will emanate from China
iself.

The Micro Market

US microcomputer exporters are
just beginning to reap the rewards olf
China's demand for low-cost, high-
performance computers. Among them
are Cromemco, Zilog, and Intel Cor-
poration, whose combined sales in the
last two years were $10-815 million,
Typical of the microcomputer con-
hguration being sold to China is Zilog's
MCZ-1/50 system, based onan eight-bit
processor with 64k bytes of RAM (ran-
dom access memory). Itis connected 1o
a CRT, a printer, and integral dual
floppy disks to supply the system with
600K bytes of external storage capacity,

Most US microcomputer firms an-
ticipate excellent opportunities. Bei-

Jing's commitment to accelerated com-

puterization will force it to buy interna-
tional equipment for the next few
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years. Chinese specialists who attended
the November US-China Computer
Conference in Palo Alto report that
Beijing purchased 500 to 600 micro-
computers last year, bringing China's
total mventory to 3,000
machines. Its goal is to have 2,000 to
3,000 new microcomputers installed by

micro

the end of the vear of which about 80
percent will be imported models.

Export Licensing:
A Bit Easier for Micro Vendors

Additional good news for the bur-
geoning micro industry: From a tech-
nical standpoint, there should be little
trouble obtaining a US export license.
In accordance with export control poli-
cies announced by the Commerce De-
partment in July, items with technical
levels twice those previously allowed
for the USSR are now in the presump-
tion-of-approval category. The process-
ing-data rate (pdr) of microcomputers
and most minicomputers is well below
the new pdr standard of less than o
equal to 68 set for China,

Commerce originally promised that
its new technical parameters would be
published in the Federal Register by Au-
gust and recently set a deadline tor late
December. These reportedly call for at

least a twotold increase for more than
40 commodites. Certain olhcials n
Commerce and the Pentagon who feel
these guidelines go too far are delaying
dissemination. In interagency discus-
stons, for example, the ofhcials are
pressing for an interpretation that
would make 68 pdr the maximum level
that could be approved, rather than a
threshold at awhich cases would require
more careful examinaton. T hese same
othcials also have been successtul in re-
versing in practice the policy that cases
not subject to COCOM clearance would
be unilaterally processed by Com-
merce.

Despite these problems, micro-
computers are stll the easiest class of
computers to license. Both Intel and
Zilog experienced some delays but easi-
ly won approvals.

Stress Application

US microcomputer firms should de-
velop a selling strategy around China’s
most important buying criterion—the
computer’s application. Three of the
largest purchase orders placed this
year provide a good sampling of the
kind of applicatons to target. Brielly,
these call for:

P 14 Intel microcomputer sysiems
to support laboratory work at Qinghua
University, the design of automated

16

This DJS-130 digital computer, produced by the Suzhou Radio Factory, has an average speed of

500,000 operations per second.
hiber-dying equipment by the Beijing
l'extile Research Institute, and process
control of drills and cutters in boiling
operations in the Beijing High Moun-
tain Machinery Company.

P Zilog MCZ-1/50 systems worth $5
million for aircraft factories of the 3rd
MMB, universities, and research insti-
tutes. One of these, the Beijing Auto-
matic Technology Insttute, will be de-
veloping airline and hotel reservation
Systerms.

P 50 Commodore (HK) microcom-
puters for universities and research in-
stitutes in 15 provinces. Applications
include medical diagnosis and research
mto the propertes of silicon.

Other potentially heavy users of mi-
crocomputers are Chinese factory man-
agers and financial analysts. Many of
these people are middle-aged and
probably unaware of the benefits com-
puters offer. Firms are realizing that a
familiarization seminar arranged
through either INSTRIMPEX or CEIEC
is a good way to cultivate this market.

Eventually sales opportunities will
take shape in the Chinese countryside,
where 53,000 communes and 699,000
production brigades are still laborious-
ly processing agricultural data without
electronic aids. Agrarian-minded Bei-
jing is now seeking to buy 2,000 micro-
computers for cotton harvesting and is
interested in learning how computers
can assist with farm chores ranging
from crop planning to livestock man-
agement.

Beyond Main Hardware Sales:
Peripherals and Software

As China’s inventory of small-size
computers increases, US vendors can
expect to sell fewer central-processing
units (CPUs comprise a computer’s
main memory, and control and arith-
metric centers) and more of the pe-
ripheral connections and software that
enrich the performance of the main
hardware.

Chinese computer users are already
in need of mass storage devices tointer-

face with their CPUs. Domestic pro-
(lll((’l'\ now turn out ])lll](h('(l I).II)(']'
and magnetc tape, magnetic drums,
and magnetic disks. But US parnci-
pants at a recent exhibition of Chinese
computers in Beijing report that a new,
locally built line of magnetic disks was
housed in an air-condinoned room,
suggesting much greater sensitivity to
the environment than the rest ol the
computer configuration.

Software i1s acknowledged as the
“weakest link™ and the “decisive factor”
in China's computer industry. Ex-
plained a Chinese programmer to the
president of Sofiware AG of North
America: "It T write software myself 1t
may take 10 years. I[f we buy it, we save
time, scarce manpower, and improve
our data processing.”

Protecting Intellectual Property

Although Beijing does not plan 1o
extend patent protection to imported
software, China honors it as “intellec-
tual property.” The price of software,
including revisions and updates for a
certain number of vears, is covered in a
paid-up license fee. In exchange, the
Chinese enduser agrees not to copy or
transfer the software to a third party,
Some firms have negotiated terms
under which China pays for software
i”] l)]'()\ ements as [l]{'\' come on stream.

Meanwhile, a way to do business
without exporting software per se is
being explored by Scientific Process
and Research Inc. The firm has been
approached by a research institute of
the Ministry of Light Industry about
selling its program for designing plastic
components. Since Scientific Process is
not in the habit of exporting its pain-
stakingly developed product, it has
proposed an arrangement whereby the
Chinese would have real-time access to
its program via a satellite linkup be-
tween computers.

All software sales will have 10 be
licensed by the Office of Export Ad-
ministration (OEA). Licensing will be
done on a case-by-case basis since the
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Computers Produced by Factories Under The State Administration of Computer Industry

Major Technical Characteristics

Speed

Model Word length Memory size (operationsf

Computers (bits) (words) second) Factory

DJS-101 16 8-32 400,000 East China Normal University Scientific Instrument Factory

DJS-110 16 4-12 90,000 Changzhou (Jiangsu Province) No. 2 Radio Fm‘tory

DJS-112 16 4-32MOS 150,000 Changzhou No. 2 Radio Factory, and Shaoguang (Guangdong
Province) Radio Factory

DJS-130 16 32 500,000 Suzhou Computer Factory, Weifang (Shandong Province) Computer

(China’'s highest production volume computer) Factory, Beijing No. 3 Computer Factory, Tianjin Electronic

Instrument Factory and Tianjin No. 2 Radio Factory

D)S-131 16 32 500,000 Shanghai Computer Factory (formerly Shanghai No. 13
Radio Factory)

D]5-132 (Upgraded D]S-131 with cover protection) Tianjin Radio Technical Institute, Tianjin Electronic Instrument
Factory, and Suzhou Computer Factory

DJS-135 (Same as DJS-130, temperature resistant -15C°-45°C) Tianjin No. 2 Radio Factory, and Yunnan Electric Equipment
Factory

DJS-153 16 32-128 MQS 1.0—1.4 million Tianjin Radio Technical Institute, No. 785 Factory, Suzhou
Computer Factory, Weifang Computer Factory, and Tianjin
Electronic Instrument Factory

D)S-154 16 32 200,000 No. 738 Factory, and Dalian Radio Factory

DJS-183 16 28 500,000 No. 830 Factory

D]S-183 guided
navigation
computer

DJs-184
D)S-185

DJ5-186
DJs-210
D)5-220

DJS-240

D]5-260
JD-101
15-6

D)s-18

DIS-19
DJs-22

[21S-24 and
DJS-25

DIS-310

CJ-709
C)-1001
TQ-16

TQ-6 equivalent
to model
655

wai-i

HDS-801

16 (Comparableto the D]S-183)

16 32-128 400,000—~
500,000

16 32-124 500,000

(Comparable to the DEC PDP-11/35)

16 16—128 MOS 1.0million

32 32 50,000-70,000

32 32 100,000-150,000

(Comparable to the IBM 36/50)
64 64 400,000-500,000
(Comparable to the IBM 360)

64 128 1.0-1.5million

12 4 100,000

24 32-128 250,000

48 64 120,000

12 4-32 200,000

16 16 100,000

(Bk—32k RAM, 12k—96k ROM, scientific calculation
computer with an analog/digital converter, outputs

Chinese characters)

(Simulator, calculates linear equations
to the 8th order, can combine equations
of the 4th or 12th order)

48 32 125,000

32 64 500,000

48 32-64 150,000

48 128 1.0million

16 B8-64 500,000

(Small process control computer)

32 64-256 300,000~

500,000
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Hubei Radio Factory

No. 1915 Institute
Shanghai Computer Factory

No. 1915 Institute
Changzhou No. 2 Radio Factory

No. 734 Factory, No. 738 Factory, Shanghai Computer Factory,
Harbin No. 3 Radio Factory

No. 830 Factory and No. 15 Institute

No. 1915 Institute
Jiamusi (Heilongjiang Province) Electronic Instrument Factory

No. 738 Factory, Hunan Radio Factory, and Harbin No. 3
Radio Factory

Beijing University Electronics Instrument Factory, Jiamusi
Electronics Instrument Factory, and Zibo (Shandong
Province) No. 4 Radio Factory

Beijing Computer Factory
Xi'an Computer Factory
No. 734 Factory

Beijing No. 1 Computer Factory

Shanghai Changjiang Computer Factory
Shanghai Changjiang Computer Factory

Shanghai Computer Factory

Shanghai Computer Factory

Hubei Radio Factory

No. 1932 Institute

17



Model Word length
(bits)

Microcomputers based on US models

Major Technical Characteristics

Factory

Microcomputers using Intel 8080 computer chips developed through reverse engineering:

DJS-051 8,C 8 4k—6k RAM, 2k EPROM, Llakes 78 instructions
DJS-052 8k—48k RAM, 2k—16k EPROM, takes 78 instructions
DJS-054 8k—64k RAM, 2k—4k EPROM, takes 78 instructions
DJ5-050 8 Single board computer

Utilizes imported Motorola 6800 computer chips:

D}S-061 8 2k—8k RAM, 2k—8k ROM

D]5-062 8 8k—64k RAM, Tk ROM, Tk EPROM, takes 72
instructions

DJS-063 8 16k—48k, 1MH, takes 72 instructions

DJS-064 8 11k—64k RAM, 7k ROM, takes 7 2 instructions

DIS-060 8 Single board computer

Utilizes imported Zilog 80 computer chips and components:

FAS 8 Tk—2k RAM, 2k—4k EPROM, takes 158 instructions

D)S-045 NA Single board computer

Based on Rockwell International’s AIM-65 microcomputer:

DJ5-035 NA Single board computer

New trial-produced Chinese computers

Shanghai Changjiang Computer Factory
Anhui Radio Factory, Jiangsu Radio Factory

No. 6 Institute, Yentai (Shandong Province) No. 2
Radio Factory, and Shanghai Computer Factory

No. 6 Institute, No. 830 Factory, and Shenzhen
Electronic Assembly Plant

No. 1447 Institute

Hunan Radio Factory, No. 1447 Institute, and
Jinzhou (Liaoning Province) Computer Factory
(Sells for ¥20,000)

Shaanxi Electronics Institute
No. b Institute, No. 4500 Factory
No. 6 Institute, No. 4500 Factory

Shanghai Computer Factory (sells for ¥16,000).
No. 735 Factory

No. 734 Factory

64k—128k, BO0,000 ops (operations/second) with
memory cycletimeof 1.1-1.4 microseconds

DJS-140 high speed computer

64k RAM, utilizing Zilog 80 computer chips and
other imported components. Designed as a
Chinese character processing system, can
generate 5,000 characters.

Single board microcomputer

BCM-2 microcomputer

TP-801

DIM-330 China’s first general purpose hybrid (digital/analog)
computer capable of calculating linear equations
to the 24th order

Can store 600,000 Chinese characters of 500,000
bytes and produce 60 characters/second by laser
scanning. Takes 140,000 software instructions.
One of the projects of the 1978 science and
technology plan. Required ¥3 million
investment.

Microcomputer based on DJS-130

Computer laser editing typesetting
system

DYL-1300

Incorporates advanced acoustical optics; prints
1,000 characters/second.

China’s first 16k MOS dynamic RAM memory

24 beam Chinese character laser
printer

Computer memory
D)5-300 Reported as comparable to IBM 4341

Portable calculators

Produced jointly by Beijing No. 3 Computer Factory
and Qinghua University. Will be produced at
Jlinzhou Computer Factory and sell for ¥150,000.

Beijing No. 2 Computer Factory

Produced jointly by Beijing Engineering University
and Jingye Company (HK).

Semiconductor Research Institute of the Chinese
Academy of Sciences

Beijing University with six other units

Semiconductor Research Institute of the Chinese
Academy of Sciences

Laser Laboratory of Applied Physics, and Beijing
Engineering University

Semiconductor Institute of Chinese Academy of
Sciences

NA

Great Wall 204 4k RAM, 3k ROM, utilizes Zilog 80 computer chips,

performs 8 kinds of formulas
Stmplified liquid crystal type Does 7 operations up to 12 digits

Liquid crystal function type Calculates 7 functions up to 12 digits

Numerical simplified Does 7 operations up to 12 digits
Numerical function type Calculates 7 functions up to 12 digits

Storage and printer type Does 10 operations up to 12 digits

Nantong (Jiangsu Province) Computer Factory

Factory Nos. 750, 8460, 4509, and 4292

Beijing No. 5 Computer Factory, and Factory Nos.
8460, and 602

Dalian Radio Factory, and Shaoyang (Hunan
Province) Radio Factory, and No. 750 Factory

Yentai No. 3 Radio Factory, Beidaihe No. 1 Radio
Factory, Dalian Radio Factory, No. 750 Factory

No. 4292 Factory

SOURCE: State Administration of Computer Industry, Beijing, July 1981. SACI publications translated by I-chuan Chen and Karen Berney. Material
obtained by the National Council’s Beijing office from a Chinese computer exhibition held at the Beijing Exhibition Hall during September—October,
where 200 computers and peripheral devices built by 86 Chinese factories and research institutes were displayed.
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forthcoming advisory notes neither
clarity nor address the administration’s
policy on software exports to the PRC.

CAD and Export Controls

Another export opportunity, albeit
one constrained by export controls, is
for computer-aided design equipment
(CAD). CAD allows an engineer to test
design parameters that a software
program transforms into graphics on a
screen and then reproduces on a hard-
copy plotter. The advantage of CAD is
that it increases manpower productiv-
ity and reduces the lead time needed to
get new products to the prototype
stage.

In January 1980 Computervision re-
ceived a $1.5 million order to supply
two CAD systems to manufacturers of
watches and printed circuit boards in
Xi'an, and one to the Yan Shan Pet-
rochemical Works for oil-piping design.
Calma, another producer of CAD
equipment, is one of the many US firms
participating in a $30 million project to
build and equip a semiconductor plant
in Wuxi that will support the produc-
tion of 4 million color TVs a year. IBM
recently received an order for four
medium-size 434 1s, of which one will be
used for ship design by the Shanghai
Shipping Corporation.

Although the technical levels of CAD
equipment are below those of the soon-
to-be-announced criteria for approving
computer exports to the PRC, the OFA
says that CAD license applications will

be reviewed on a case-by-case basis.
License approvals, however, will be lim-
ited to CAD with relatively unsophis-
ticated two dimensional layout capabil-
ity. In addition, CAD for specific de-
vices, including mult-layer integrated
circuits, is likely to be denied.

So far, two of Computervision’s
licenses, those for oil piping and printed
circuit board design, have been cleared
by both the US and COCOM. But the
OFEA attached conditions requiring the
firm to downgrade the systems’ perfor-
mances by eliminating cathode ray
tubes and reducing the size of magnetic
disk storage from 80 million bytes to 30
million byes. Its third license along with
Calma’s and IBM's cases are still pend-
ing in the US.

Mastering the Technology

“If China only imports computers, its
industry will be in trouble. In the long
run the big push must be to acquire
technology, not end products.” This is
the assessment of an industry insider
who added, “The Chinese have come 1o
this realization and are beginning o
talk technology transfer.”

Examples of China’s pragmatic
approach are apparent in Zilog’s and
another US computer company's
agreements with CEIEC, which start
with assembly and testing operations as
the means to impart the skills necessary
for eventual hardware manufacture in
China. Zilog's deal is already under
way. The other computer vendor is

awaiting an export license and expects
tavorble considerable.

Following the delivery of about 100
MCZ-1/50 systems, Zilog began selling
CPU micro components to its Chinese
partner for assembly. Here China
agreed not to divulge proprietary de-
sign information o an outside party.
The next step will involve connecting
CPUs to peripherals. Putting a stan-
dardized microcomputer together isn't
too difficult, but assembling a larger
system, like the one involved in the
other agreement, is no easy task. The
constant testing and fine-tuning work
required will be the real learning ex-
perience for Chinese engineers. (Initial-
Iv China expects to assemble only a few
large systems a year.)

After the systems are installed and
operating, Zilog will send technicians to
China to teach repair and maintenance
to Chinese support personnel. If all
goes well, CEIEC and Zilog will com-
mence negotiations for licenses cover-
ing production technology of select
computer components. Presumably,
technology agreements with other
computer hrms will follow a similar
path.

As China's computer industry ma-
tures, American experts predict new
forms of US—China business coopera-
tion. Twenty years tfrom now, they be-
lieve, China could be a major supplier
of software talent and be writing pro-
grams for the manpower-hungry US
market. %

Peripheral Equipment Produced by Factories Under the State Administration of Computer Industry

Model Major Technical Characteristics

Photoelectric input  Speed of input  Tape length  Stop/start interval

devices {meter/second) (meters) (millimeters) Factory

RDG-5 0.75 NA <1 Yentai No. 6 Radio Factory

RDG-6 0.5 120 NA Yentai No. 6 Radio Factory

RDG-7 0.5 50 NA Yentai No. 6 Radio Factory

RDG-8 3.0 200 <500 Yentai No. 6 Radio Factory

RDG-9 3.0 200 <500 Yentai No. 6 Radio Factory

RDG-10 0.375 NA NA Yentai No. 6 Radio Factory

RG-3 2.5 50 <25 Hohhot No. 2 Electric Equipment Factory

RDG-12 0.75 NA <1 Hongze Electric Equipment Factory

RDG-13 2.5-1.25 NA <1 Hongze Electric Equipment Factory

RDG-14 1.5-0.75 NA <1 Hongze Electric Equipment Factory

RDG-16 2.5 200 <1 Yentai Radio Factory

RDG-17 1.5 200 <1 Hohhot No. 2 Electric Equipment Factory

RDG-18 2.5 200 300 Hohhot No. 2 Electric Equipment Factory

RDG-19 0.5 100 <1.5 Hohhot No. 2 Electric Equipment Factory
Drum wheel Number of Storage Speed

Model diameter magnetic capacity (revolutions/

Magnetic drums Type (millimeters)  channels (megabits) sec.) Factory

ZGC-101 Fixed head 310 232 0.82 1,500 No. 4292 Factory

ZGC-201 Floating head 220 204 1.2 3,000 No. 738 Factory

ZGC-202 Floating head 220 204 1.2 3,000 Jiaonan (Shandong Province) Radio

Factory
ZGC-401 A Floating head 310 304 4.3 1,500 No. 4292 Factory
ZGC-403 Floating head 350 288 4.1 1,500 No. 738 Factory
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Model Number of Speed

Line printers symbols (line/second) Factory

CYD-101 13 2.7 Nanjing United Front Radio Factory

CYD-103 16 20 Tianjin Red Star Factory

CYD-104 16 20 Harbin No. 4 Radio Factory

CYD-801 A,B 64 10 Nanjing United Front Radio Factory

CYD-802 B 64 10 Tianjin Red Star Factory

CYD-1202 96 7 Hangzhou Computer Peripheral Equipment Factory

CYD-120-3 96 600 lines/minute Factory No. 734, and Hohhot Electric
Equipment Factory

CYD-130-1 matrix printer 96 100 Chinese characters No. 734 Factory

CYD-1321 matrix printer 96 140 Chinese characters Nanjing Front Factory

CYD-132 matrix printer 96 120 Chinese characters No. 734 Factory

CYD-160-6 96 420 lines/minute No. 734 Factory, and Hohhot Electric
Equipment Factory

CYD-1302 two-way printer 96 180 Chinese characters No. 734 Factory

CYD-130RO two-way printer 96 180 Chinese characters No. 734 Factory

CYD-1302KSR two-way printer 96 180 Chinese characters No. 734 Factory

CYD-603 character needle type

printer NA 20 Chinese characters Suzhou Shenli Radio Factory

T-1202 platform printer

(Components imported from Tally, USA]

Fujian Electronics Technology Institute

Line width Speed

Model Number of (symbals/ (characters/
Console printers Type of symbols line) second) Factory
HZD-3 Matrix 96 72 23 Factory Nos, 830, 633
HZD-5 NA 96 130 15 Changzhou Electronic Instrument Factory
HZD-6 B Matrix 96 80 23 Jiangmen No. 2 Radio Faclory
HZD-7 NA 96 130 15 Tianjin Red Star Factory
HZD-8 Matrix 96 132 40 Shenyang No. 6 Radio Faclory
HZD-120 Matrix 96 120 45 Nanjing United Front Radio Factory
HZR-1 Thermo- 64 80 20 Beijing No. 4 Computer Factory

sensitive
DO9 Thermo- 64 80 40 No. 4291 Factory

sensitive
HZD-M1 Matrix 96 80 125 Jiangmen No. 2 Radio Factory
Model Specification Speed Percent of
Hole punch machines of tape (row/second) error Factory
CDZ-1 5.8 120 <10° Qingdao Microelectronic Machinery Factory
CDZz-2 5.8 100 <10 No. 4291 Factory
CDZ-3 A 5.8 150 <10" No. 4291 Factory
CDZ 4 5.8 75 <10° No. 4291 Factory
D-08 5.8 75 <10° No. 4291 Factory
Offline hole punch machines
BDF-1 5-8 <10° No. 8271 Factory
BDF-3 8 <10" Beijing No. 2 Peripheral Equipment Factory, and

Luoyang No. 2 Radio Factory
BDF-4 5-8 13.3 <10* Factory Nos. 8472, and 8271
CFJ-5 5-8 1353 <10" No. 4292 Factory
57-3 5 10.0 <10° Jlinan Radio Module Factory, and No. 733 Factory
Model Number of Starvstop
Magnetic Width of tape magnetic Speed interval
tape machines (inches) channels (meter/second)  (microseconds) Factory
ZDC-101 0.5 9 0.3 <28 Shandong Electric Equipment Factory
ZDC-102 0.5 9 0.3 <23 No. 4507 Factory
ZDC-103 0.5 9 1.0 <8.3 No. 4507 Factory
ZDC-104 0.5 9 0.3 <28 Taishan Instrument Machine Tool Factory
ZDC-105 0.5 9 1.0 <8.3 Shanghai No. 4 Electric Equipment Factory
ZDC-106 0.5 9 1.0 <8.3 Shandong Electric Equipment Factory
ZDC-202 0.5 9 2.0 <5 Shanghai Electric Equipment Factory
ZDC-203 0.5 9 2.0 <5 Manchuria Electrical Equipment Factory
ZDC-204 0.5 9 2.0 <5 Hohhot Electric Equipment Factory
DL-1 1.0 16 2.0 <30 Hohhot Electric Equipment Factory
ZDC-1 cassette
machine 0.15 2 19 mm./sec. <25 Qigihar North No. 2 Radio Factory
ZDC-3 cassette Uses C-60
machine magnetic tape 2 4.76 cm./sec. NA Shanghai Hongyu Electronic Equipment Factory
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Data transmission

Storage rate Average data
Model capacity (1,000 characters/ access time Ways of
Magnetic disk devices (megacharacters) second) imicroseconds) recording Factory
CY-50 changeable
magnetic diskette 58 312 <45 Double frequency No. 1915 Institute
ZPC-101/2 fixed head
magnetic diskette 2.5/5.0 470/940 <10 FM/MEM No. 4507 Factory
ZPC-1101 changeable
magnetic diskette 29 312 <40 Double frequency No. 4292 Factary
ZPC-1102 changeable
magnetic diskette 29 312 <60 Double frequency No. 1932 Institute
ZPC-201 double plate
magnetic disk 6 312 <50 Double frequency No. 4509 Factory
CP-81 6 plate
magnetic disk 3 93 <100 Double frequency Shanghai Huangpu
Instrument Factory
ZPC-1 floppy disk 3.1 megabits 250,000 bits 10 Double frequency No. 690 Factory
ZPC-2 floppy disk 3.1 megabits 250,000 bits 10 Double frequency Suzhou Electronic
Equipment Factory
ZPC-3 floppy disk 3.1 megabits 250,000 bits 10 Double frequency No. 4507 Factory
RCP-2 floppy disk 3.1 megabits 250,000 bits 10 Double frequency No. 738 Factory
Model Size of paper Speed Percent of
Plotter (sq. millimeter) (lines/second) error Factory
CTS-1A flatboard type 750 x 540 800 <0.15 Hohhot Electric Equipment Factory
CTS-2 flatboard type 1200 = 2500 4-6 meters/minute <0.2 Hohhot Electric Equipment Factory
CTS-4 rolling type 740 x 100,000 12 meters/minute <0.2 Hohhot Electric Equipment Factory
Flat electricity type 1800 x 1200 NA NA Shanghai No. 1421 Institute
LZ-10 340 x 500 1200 <0.2 Harbin Longkou Instrument Factory,
and Tianjin Automation Instrument
Factory
H)Z-2 440 x 920 15 meters/minute <02 No. 1915 Institute
Number of Number of
Model Size of screen Character Types of characters in edit
Visual displays (inches) specification characters each display functions Factory
ZFX-| 19 (color) 5 x7 64 512 7 Tianjin Qinghua Radio Factory
ZEX-N 19 (color) 5o 7 64-128 800 12 Tianjin Qinghua Radio Factory
DZX-2B 12 5 x 7 64 512 4 Fushen Electronic Instrument Factory
HZX-1 19 5x 7 95 960 9 Jiangsu Radio Factory
HZX-2 12 5 T 64 1280 12 Beijing No. 1 Peripheral Equipment
Computer Factory
HZX-3 12 5% 7 64 1280 16 Fushen Electronic Instrument Factory
HZX-4 2 5% 7 96 1920 1l Factory Nos. 4500, 734, tast China
Normal University Scientific Instrument
Factory, and Shanghai Yaguang Radio
Factory
HZX-6 12 5% 7 64 1280 2 Beijing No. 1 Peripheral Equipment Factory
Character
Display 12 5% 7 95 1920 6 East China Normal University Scientific
Instrument Factory
ZD-110
(tentative) 12 5 % 7 95 1920 5 No. 4500 Factory
ZD-1220
(tentative) 12 5x7 95 1920 13 No. 4500 Factory
ADM-3A 12 5x7 64 or 95 1920 6 Fujian Broadcasting Equipment Factory
(Components imported from Lear Siegler Co., USA)
ZXZ-10 12 5% 7 96 1920 NA Jiangsu Taichang Electronic Instrument Factory
Model
Light pen plotters Major Technical Characteristics Factory
HTX-1 Compatible with D]S-100 series computers. Equipped with 4k x 16k storage, major No. 734 Factory
frequency is 5 megacycles, produces 512 kinds of characters and symbols. Each line
can be extended to 40 meters. Time required to fix a bit of data is less than 22
nanoseconds.
751 type Equipped with 8192 x 9 slow memory storage, major frequency is 2-2.5 megacycles, No. 4131 Factory

75-1 character
display

produces 95 standard and 32 non-standard characters with 106 basic strokes. Time re-
quired to fix bit of data is 30 nanoseconds.

Equipped with 16k x 8k slow memory storage, produces 128 kinds of characters in

Hunan Radio Factory

7 x 9 form, Each screen holds a 15 x 16 characters. Speed of drawing lines is 0.5 milli-
meters/nanosecond, requires 17 nanoseconds to draw medium and small characters and
313 nanoseconds for large characters. Produces solid, dotted and pointed lines

SOURCE: State Administration of Computer Industry, Beijing, July 1981. Official SACI materials translated by I-Chuan Chen and Karen Berney.
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[nterviews

Fang Yi on science and technology
Zhang Wenbin on the oil industry

Tao Zuji on private consulting

Vice-Premier Fang Vi

Minister of the Science and Technology Commission

“We have not made a final decision on priority projects yet, but
we have a clear idea about some of them—agriculture, energy,
transportation, consumer goods production, and nonferrous

melals.”

China's Screnee and Technology Cononis
ston, reestablished i 1977 has become the
culting edge of China’s modernization pro-
gram. (.‘um,fn.'.frn. energy canservalion, and
agricudtural vesearch are among the 27 top
investment aveas wdentified i the comnits
ston’s ambilions zrg}'ff el ,fﬂ'.m ,f-u tech-
notogical development, wwveded e March
1978,
charge of the SET Comnussion, led Clina’s
delegation to the forst mecting of the US
China fomt Science and Technology Com-

Vice-Premier Fang Y1, minister in

missian held on Weashington, DC i October.
lhe CBR
were Nocholas H. Ludlow, editor-in-elief;
o (,IH.‘\fH‘fIhr'P Clarke, associate divector of
research ab the Cownetl, and Chen I-Chian,

Iiterviewing Fang Yo for

special assistant for language services at the
Council. Gervaise Lee ranscvibed the inter-
view, Attending this interview, held on Octo
ber 17, 1981, were Wu .'th_,':“\u_ divecton of
poliey veseavch al the SET Commassion, and

[in Xiaoming. interpreter.
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CBR: We have heard that yvou are pre-
paring a new science plan. Could vou
describe to us China's saience and tech-
nology plans and priorites for 1982 to
1990+

Fang: We are now preparing our sixth
five-vear plan. At the same time we are
formulating our science and technolo-
gv policy. We have not made a hnal
decision on priority projects vet, but we
have a clear idea about some of them—
dg iculture, enen gy, lransportation,
consumer goods production, and non-
ferrous metals.

More attention. too, 1s being paid to
these areas, and arrangements will be
made for the training ol science and
technology personnel according to the
new plan.

As for the training of this personnel,
we shall look at both the next few vears
and at an even longer period in the
future.

CBR: In Mayv of this vear. vou said that

“scarentibic research should alwavys
march ahead ol production and con-
struction.” Could vou explain China's
priovities in more detail?

Fang: Agriculture is the first prioriy
since we have one billion people in Chi-
na. With such a population, agriculiure
1s very important, because we cannot
live without grain for a day

Oursecond priority is energy. Thisis
to industry like grain is to agriculiure,
SO LIS very important.

Ihe third priority s raw materials.
We have already achieved good results
in these few areas. As tor the plan made
in 1978, we need to do some revisions
now because some ol the parts of the
plan. such as big scientilic projects,
were not suited to our economic condi-
tion. [Among the more costly projects
recently postponed were the develop-
ment ol China's fiest evelotron and
satellites for scientibic [)lll'])u\(-\.}

Iherefore, we need another plan.
On the one hand we need 1o do some
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revisions and on the other hand. we
shall proceed, particularly in agricul-
ture. And particularly in the breeding
of germ plasm and good seeds, and in
the extraction and the smelting of non-
ferrous metals.

CBR: Can vou comment on the future
role of computerization mm China's
economy:

Fang: Our government pays a lot of

attention to the question vou just
raised, to both hardware and software
of computers, but particularly to com-
puter software.

CBR: Can vou elaborate on that?
Fang: As for the computers, right now
we are doing research—our own re-
search—in production, and we are
trying to make bigger and better com-
puters. At the same time we are ready
to import computers—good com-
puters—from foreign countries, par-
ticularly microcomputers, so that we
can improve our computers by learning
from these imported computers.
CBR: You said the second priority in
science and technology research is
energy. What kind of plans do vou have
tor energy development:

Fang: We have a policy for energy.
First of all we put our attention on coal
production because China has very rich
deposits of coal. Due to the increase of
oil prices, the coal is being utilized more
and more, so we put our emphasis on
coal production.

We are also focusing on the extrac-
tion ol petroleum. In collaboration
with the United States, Japan, and
France we have found a great deal of o1l
in the South China Sea and Bohai Bay.

According to materials submited 10
us by foreign companies, there are big
oil deposits in oftshore areas. So we will
start bids at the end of the vear or at the
beginning of next yvear.

Apart from the petroleum produc-
tion, we also are focusing on hydro-
power since Chinais very rich in hydro-
power resoures.

Furthermore, we shall put our

emphasis on energy conservation,
CBR: Will vou emphasize nuclear
energy’
Fang: Right now we don’t have enough
funds toinvest in this industry. Besides,
we think there is great potential in our
existing energy resources—coal, pet-
roleum, and hydropower.

Here lies the ditference between our
country and the US and Europe. In
China only two percent ol our hydro-
power potential is being utlized, and
this 1s a very clean energy source. It is
also a renewable energy source.

CBR: What is the role of the Science
and Technology Commission in in-
dustrial research, feasibility studies,
and energy conservation?

Fang: The task of the State Science and
Technology Commission is to coordi-
nate all the departments, ministries, and
agencies mmvolved, and to make a
general plan for all of these agencies.
CBR: Could you explain the Science
and Technology Commission’s rela-
tonship with the State Economic Com-
mission, the Machine Building Com-
mission, and the Energy Commission?
Fang: Take nonferrous metals, for in-
stance. Our Science and Technology
Commission is responsible [or organiz-
ing technical informaton from the
Chinese Academy of Sciences, the tech-
nical bureaus of all the ministries con-
cerned, as well as the universites, to
solve technical problems involved in
nonferrous metals development.
CBR: What then are the specitic differ-
ences between the Energy Commis-
sion, the Machine Building Commis-
sion, and your commission?

Fang: The Energy Commission is re-
sponsible for petroleum, coal, and hyd-
ropower, while the Machine Building
Commission is responsible for the
building of machines. But these two
commuissions need science and technol-
ogy. which our commission is responsi-
ble for. Our commission has the au-
thority to direct other ministries in re-
gard 1o science and technology, and
every year the ministries have to report
their plans to us and submit plans to us
for approval.

CBR: All ministries?

Fang: Yes. Just for their major plans,
not minor plans. They submit the most
important interministerial plans. We
cannot afford to go into great detail
with these plans, otherwise it would be
too much for us to handle.

CBR: Will there be greater emphasis
on the research and development ol
new products and technology in
China?

Fang: Investment in new technology,
new projects, and saentbic research
will increase,

CBR: Will there be greater emphasis
on feasibility studies in the future?
Fang: That is for sure! At the moment
we are in the process of economic read-

Justment, and we are beginning to see

many good results from it.

Take agriculture, for example. We
have achieved very good results. This
vear the southern part of China was
stricken by floods and the northern
part by drought, but we can still achieve
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a good harvest; this year may be a rec-
ord vyear.

Our countryside is getting richer,
much richer than it was before. Howev-
er, a problem has developed with this
change. Now the peasants have money
in their pockets and their first demand
is to build new houses. This creates a
demand for great quantities of cement,
glass, and bricks.

I'here is also a request for good cloth
because the peasants’ standards have
improved. Their demands for necessi-
ties have also gone up. In the pastit was
sulticient to have a watch, a bicvcle, and
a radio. But now they want TV sets.
Take sofas, for example. There was no
need for a sofain the countryside: now
there is great demand.

Our capacity for producing these
things is not up to their demands, and
so we cannot satisty their demands,
This will certainly encourage workers
in factories when they have seen that
the peasants have done so much. And
they will think about what theyv should
do 1o improve the national economy.

Then there is the question of how we
should use industry to support agricul-
ture.

CBR: There is the question of heavy
industry versus light?

Fang: In the past most of our mvest-
ment was in heavy industry, But the
lack of funding in light industry pro-
duced problems because we could not
satisty the needs of the people. So we
switched and made a change in the
proportion of investment in heavy in-
dustry and light industry. The good
situation is just beginning. It's going to
get much better as time goes along.
Wu: In the past we lacked large-scale
feasibility studies. We have to study the
need of the market so we can arrange
production according to that need—
the proporton of light industry 1o
heavy industry.

CBR: Recent reports in the Western
press have indicated a change back to
heavy industry. Do yvou have any com-
ments on this?

Fang: We are inthe process of readjust-
ment, and in this process we will find
out what we should do. It cannot be
said that we are switching back our
attention to heavy industry. We are just
feeling our way in the process.

In the second half of this year the
speed of development of heavy indus-
try rose much higher.

CBR: So there has been an increase in
development of heavy industry?

Fang: Yes. An increase in the second
halt of this year. %

23



Zhang Wenbin

President of the Petroleum Corporation

“Onshore production is stable. We will continue to concentrate
on the big eastern fields of Daging, Shengli, and Dagang.”

hile the Chinese have been con-

vening behine closed doors to de-

cide upon contract terms with
Western compeonies, the owtside world has
been anxiowsly awarting thety decisions. All
that was known by nud-autmn was that real
progress had been made,

Atlantic Richfield, the first and only US
compeny thus far to sign ar agreement with
the Petroleum Corporation, rvecerved State
Council approval i late August to begin
negolialions on an operaling agreement. By
late September, an ARCO team was in Bei-
jing finalizing details for this agreement,
which will allow dvilling to proceed.

Also by late summer, the Chinese seemed to
be finalizing the tax law that both Chinese
and US ol executives want promulgated
before the bidding begins. Ol executives
were relieved when a PRC tax delegation
arvived in Washington i late September for
discussions with Treasury Department of-
frcials. In October, a number of US o com-
/mn.i.r*\ were u’f}nrn’l‘!ﬁ_\' in Beiping reviewing
final contract terms.

On Septenber 22, the Ministry of Pet-
rolewm stated that it expects to begin bidding

for vights to dvill in the South China Sea and
the southern Yellow Sea at the end of this
year or early in 1982,

Just prior to that announcement, Zhang
Wenbin, president of the Petroleum Cor-
f}mrh'frm nf the PRC., ri;{n‘r‘(l’ {o e .\f'f).’i‘fr.'!lf'l
HO interview with The CBR. Zhang, 62,
also serves as vice-minmster of the Minis-
try of Petvolewm and managing divector of
the Petroleum (,mpmrr.’mu‘.\ most imporlant
subsidiary, the Cluna National Oil and Gas
Explovation and Development Corporation.
The CNOGEDC has been the major plaver i
the negotiations with foreign companies for
cooperation in offshore development.

Stephanie R. Green, director of the Coun-
cal's Programs and Government Relations
Depeartment, interviewed Zhang on a meeting
that included Tang Changxu, 50, manager
of the Offshore Branch, CNOGEDC, and
Xing Zhifeng, interpreter. A second inter-
wiew was held on September 15 with You
Dehua, 50, deputy managing director,
CNOGEDC, as well as with Tang Changxu
and Xing Zhifeng. Green escorted the
Chinese oil f{ff.l'l wils when .fhf'_\' vistted the
United States in March 1979,

CBR: Why did vou origimally decide to
treat ARCO separately from the other
American oil companies?

Zhang: ARCO was the hirst US o1l hirm
to contact us. Ies chairman William An-
derson visited China, not as a repre-
sentative of an oil company, but as the
chairman of the Aspen Institute. short-
Iv after the normalizaton of relations
between the US and China. My, Ander-
son met with our Vice-Premier Li Xian-
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nian, and during the meetng asked
about the possibility of cooperation be-
tween ARCO and China. Vice-Premier
Li said there could be cooperation.

At that ume, none of the other ol
companies had come to China. So it is
only because ol history, not because ol
a particular intent to form a special re-
lationship, that ARCO was the hrst US
oil company in China. Because the rela-
tonship with ARCO was started earlier,

it was done on an individual basis.
CBR: Has the ARCO agreement been
approved by the State Council?
Zhang: Yes, it has been approved by
higher authorities. Now ARCO will re-
turn to China next week to negotiate
the operating agreement. It the nego-
tations are smooth, the contract will be
concluded quite quickly,

CBR: Will ARCO's contract be used as
the basis for negotiation with the other
major companies: Oris it an exclusive
document that does not applyz
Zhang: T'he ARCO contractis not quite
the same as with the other hrms. Some
provisions are the same, some are not.
CBR: Did vou give ARCO assurances
that taxes would be creditable for US
HCOME X purposes?

Zhang: The tax credit issue is under
discussion. We now think there will be
no problem with the tax credit. Com-
panmes have made many suggestions,
and vour government also knows the
SHuaton.

CBR: The Petroleum Corporation has
said that it hopes to announce ndding
for the unified Pearl River delta area
and the Yellow Sea by November, In
the West, we have heard many rumors
that the bidding will fall behind that
date. Can vou reveal the status of the
hidding=

Zhang: It is fact, not rumor, that we
cannot offer bidding in November.
During the last six months, I have dis-
cussed many of the questions involved
with all the oil companies, including
Exxon, Mobil, Conoco, Phillips. Chev-
ron, and Amoco.

We cannot offer bidding unul we
have the regulations for oftshore coop-
eration with foreign entities and the
mcome tax law. Without these, there
will be no law 1o protect foreign firms.

I think these two documents can be
promulgated by the end of 1981 so that
the bidding can begin early next year. |
don’t want to wait oo long. These
documents must be approved by the
State Councail.

I'he regulations are not the same as
the petroleum resources law, since the
petroleum law is not limited to offshore
oil. The regulations are. in essence, the
model contract.

CBR: Will you attend the Guangzhou
oil conference in November:

Zhang: This is only an exhibition, not a
conference. Whether or not itis impor-
tant, I don’t really know.

CBR: What do vou estimate will be the
length of time from the bidding
announcement to the signing of con-

tractsz
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Zhang: We cannot estimate the exact
period. We think the bidders should
have time to study the documents after
they receive them, and to discuss them
among themselves. After they give us a
reply, we will take some time to discuss
the issues among ourselves.

So perhaps there will be a period of
two or three months for the companies,
then two months for us. At that time we
will ask the companies whether they
have the capacity to be successful bid-
ders. It the oil companies share our
opinions, we will reach agreement
quickly. The whole period may cover
10-11 months.*

CBR: Under ideal conditions, could
contracts be signed by the end of 19827
Zhang: We leel the quicker the better,
if all the oil companies will agree to our
requirements.

CBR: Since you and the companies will
probably have at least a few differences
of opinion, when do you think the ear-
liest time would be for commercial pro-
duction to begin?

Zhang: We will rely on the efforts of the
US companies. Itis impossible for us to
predict.

CBR: In the contracts for US oil com-
panies other than ARCO, will the length
ol exploration and drilling be the same
as for ARCO?

Zhang: The exploration period in the
model contract is different from
ARCO's. Also, the exploration period
for each of the other companies will be
different because 1t will be decided
according to the acreage and the waten
depth in each area. In general, each
contract will be different because of
different conditions.

CBR: How do the seismic reports look
for the four blocks of the Pearl River
basin? Can you quantify the potenually
recoverable reserves?

Zhang: The companies have provided
different figures. Some are high, some
are low. For example, Mobil has said
13.8 billion tons, Occidental has said 9
billion, and Exxon 3 billion.

CBR: When will ARCO begin drilling?
Zhang: ARCO will begin within six
months after the operating contract is
signed.

CBR: Do you hope to have the same
kind of production-sharing with other
US companies as you have with ARCO?
You: Since the model contract is not yet
approved, we cannot say definitely. But
it will not be quite the same for other
firms. There will be the same kinds of
difterences between ARCO and other
US firms as you can find between the

ARCO/China contract and the Indone-
sian model contracts.

CBR: Rumors circulated widely in early
August that a draft tax law was com-
pleted and that vou invited some US
lawyers to review it. Can you comment?
You: The Ministryv of Finance is re-
sponsible for drafting the tax law.
I'here are several drafts, and we can’t
say whether the law is finished or not.
Our Ministry of Petroleum took partin
the discussions for the draft.

The Ministry of Finance did nvite
some tax experts from American uni-
versities and companies to visit China
in July and August.

CBR: What will be the rate of taxatuon?
You: This tax question is so compli-
cated. The basic principle i1s that the
income tax rate should benefit the host
country,

CBR: Will the rate be as high as 55
percentz?

You: No, it will not.

CBR: What will be the percentage of oil
pavback?

You: All the crude oil produced will
belong to the PRC. Then we will give a
portion of the crude oil to the US com-
panies. We have a different concept
from the practice of the United King-
dom. We have not finally decided the
amount vet, but in practice the foreign
contractor will receive two portions: re-
muneration and cost recovery.

CBR: What are your projections for
total Chinese oil production in 1985,
1990, and 2000*

You: We cannot predict the Tuture. It
will be according to the wealth of our
resources, and it will depend on the
first round of bidding.

Thisisavery, very complicated ques-
tion. Too much is unpredictable, espe-
cially i offshore development. But
anyway, we have good prospectsin pet-
I'U|t'l|nl resources.

CBR: Onshore production in China is
stable at about 100 million tons per
year. What policies and actions are you
pursuing to increase this production
level?

You: As vou mentioned, onshore pro-
duction 1s stable. We will continue to

concentrate on the big eastern hields of

Daqing, Shengli, and Dagang. We will
employ enhanced recovery methods 1o
raise production.

In the east, we might find new oil
pools to balance off other declining
areas. So far as we know, we might find
new pools within old large helds. We
are doing some exploration work in
these helds.

Most exploration work will be con-
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centrated in the northwest fields be-
cause of the good prospects. But trans-
port and logistics are very difhicult.
CBR: 50 the emphasis in the east is on
new pools in existing fields and not on
finding new helds?

You: We sull would like to find new
fields 1 the east!

CBR: Has the Ministry of Petroleum
assumed the rights to export crude oil,
or is this still in the hands of the Minis-
try of Foreign Trader?

You: We think our corporation should
have control of exploration, produc-
tion, and marketing. But there is not
really a problem of “right.” It is only a
question of the details of cooperation
between our two ministries. It is not so
important a problem: our ministries
will cooperate with each other.

CBR: Will the present block operators
in the South China Sea receive prefer-
ence during the bidding process?
You: No, theyv will not.

CBR: Do you want to have all 46 partic-
ipants in the South China Sea obtain a
block=?

You: Fach of the 46 companies will
have equal rights 1o participate in the
bidding, but this doesn’t mean that
each one will geta block. We will choose
the best ones. We think only a portion
of the 46 firms can obtain a block.
CBR: [ am sure you are aware of the
fear of “forced marriages™ on the part
of the big oil companies.

You: We do not have a policy of forced
marriages, only free marriages. This is
according to our marriage law!

CBR: Will bidding tor the Yellow Sea
or the Pearl River be conducted hirst?
You: Thisisvery complicated. We have
not made a final decision.

CBR: What is vour policy regarding
offshore rear and forward supply
bases?

You: Our policy is to use our own coun-
try. At present, we have established
bases in Beibu and the Bohai, where we
are expanding existing facilities. Some
foreign companies come by way ol
Hong Kong, so they have bases there.
CBR: What is vour policy on arbitra-
tion? Do you want to use the Legal De-
partment of the China Council for the
Promotion of International Trade?
You: We are sull discussing this. We
realize companies are worried about it.
We don't think it will prove too dithcult
a point. x

*For further discussion of the bidding
timetable, see The CBR, July-Aug.
1981, pp. 55-57.
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Tao Zuji

Manager of Shanghai Industrial Consultants

“SIC will imatiate many new projects that will of fer quuck,
extenstve, [and] effective, but low-cost, means of
communications to Chinese and foreign opportunity-seekers.”

he old business card of Tao Zuj,

one of Shanghai’'s most ambitions

and prominent citizens, veads lthe a
veleran newsman's resume: Shanghai
lrarson offrcer (nol to mention fownder) of the
China Translation and Publishing Cor-
poration, Shanghar special corvespondent
for The Market Journal, and correspon-
dent for the “mternal™ paper that corculates
only to high PRC officials, International
I'vade News. Tao's new business card,
however, boasts an even move impressive
positton: manager of what appears to be
China's only nongovernmental consulting
service for foreign businesses, Shanghai In-
chastrial Consultants.

Tao granted this exclusive interview to
The China Business Review's managing
editor, Carol S, Goldsmath, shortly before the
offrctal announcement of SIC's formation.
Joseph Borich, US consul in Shanghar, pro-
wrded tnvaluable assistanee as an intermedi-

ary.

CBR: Is ii correct that the Party Cen-
tral Committee and State Council
granted vou permission to establish
Shanghai Industrial Consultants, with
eightio 10 hand-picked employees, asa
business liaison for foreign hirms and
Chinese enterprises:

Tao: Yes. Your statement is correct,
But precisely speaking. the authority 1o
establish such an unoffical organzation
was not given to me directhv, but 1o
Shanghai local authorities with the
understanding that the new company
would be under my personal manage-
... T'he othcial authority to
operate was given by the State Council
through the Shanghai municipal gov-
ernment.

ment.

I'he company is already estabhished
since 1ts functions are now n actual
operation, and it is fully legalized with
the completion of company registra-
tion.

CBR: Please explain how SIC was
formed.
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Tao: SIC was formed on the basis of
what I have achieved in the past two
vears as a freelancer. .. in providing
counsel to Chinese and toreign indus-
trial and trading interests. My long
vears of experience with the state trad-
ing corporation MACHIMPEX has
offered me enough time to analvze the
problems that China has o solve to tap
the great potential in its foreign trade.
Aside from the stifl working svstem,
lack of exchange channels may be one
of the most important reasons for slow
progress. Since 1 have little power to
influence my senior people to change
their way of managing a trading cor-
poration. I decided to do something by
mysell in order to present belore them
concrete examples of how useful and
fascinating a trading outht can be.

In 1979, seemg the need tor China's
own translation and publishing service
for foreign hirms, I proposed o the
State Publication Afttairs Administra-
tion Bureau the formation of a cor-
poration to perform such functions.
I'he bureau authorities valued my
proposal and the China Translation
and Publishing Corporation was even-
tually established with myvself nominat-
ed as the Shanghat haison ofheer.
[ This] put me in a legalized positon to
work with mv toreign relations as a
freelancer.

My project developed rapidly and
very soon | found that mvsell and the
two voluntary assistants (all three work-
ed in our own spare time for job satis-
faction and not for personal gains)
were not in i position to cope with the
increasing requests from the growing
numbers of our domestic and foreign
clients. Our achievements and ditheul-
ties were made known to the state lead-
ers of our country. and then support
was given directly from above authoriz-
ing us to form an unofhcial, non-
governmental body so as to enlarge the
scope of our activities,

CBR: What types of services does S1C
perform:

Tao: The new company will be aimed al
building exchange channels between
Chinese and foreign organizations pri-
martly i mechanical and electrical
products, with concentration on the
promoton ol Chinese exports. SIC s
very interested i relaying imformaton
from one side to the other, but it will
not be satished by merely acting as mes-
senger. It will offer advice to both sides,
take initiative to discover or even create
opportunities, organize rendesvous in
such a wav that ethaent exchange of
ideas will take place, correct misunder-
standings wherever necessarv, and
finally bring the two sides together o
complete a business or start a mutually
benehaal relanonship m which both
sides will be able to oversee the whole
scheme of cooperation.

AsSIC otters onlv consultant services
in the capacity of a marriage broker o
help each side talk with the right coun-
terpart, it will not be involved in such
specific business dealings as buving or
selling. Decisions to buy or sell will have
to be made by the two sides contemplat-
ing the business. Since it 1s a non-
governmental bodv, 1t has great fHex-
ihilitv in realizing its own business
targets. Anvthing concerning normal
business operations and within the
limits of s terms of reference can be
determined and handled atits own dis-
cretion.

CBR: Xu Pengtler, vice-chairman and
managing director of the new Shang-
hai Investment and Trust Corpora-
tion, recently visited the Nauonal
Council. He said SITCO oversees all
business imvolving foreign investment,
and he also said that SIC reports 1o
Shanghai's First Bureau of Machinery
Industry. Is this correct? When asked
about the difference between SITCO
and SI1C, he sid SIC is involved in giv-
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g information, not arranging busi-
ness. Please explain.

Tao: Mr. Xuis right in saving that SI'T-
CO oversees all business involving for-
eign investment, but obviously SI1C can
also explore investment opportunities
for toreign firms and bring them in
contact with SITCO or any other invest-
ment controlling company in China,
[such as] CITIC, it such opportunities
are mature enough tojustify it to do so.
In short, SIC will assume the role of
explorer inidentifying business oppor-
tunities for state corporations as well as
industrial entities.

SIC is basically an independent con-
cern which operates on policies deter-
mined by its own board of directors. As
its main responsibility is for the promo-
tion of exports of mechanical and elec-
trical products, it is natural that the
First Bureau give it ftull support and
that SIC has a special important rela-
tionship with the bureau in business
operations. And also the First Bureau
has an appreciable part of interest in
SIC by participating in the SIC board,
and can exercise a certain degree of
leadership in the form of a holding
company, but essentially SICis an inde-
pendent company.

CBR: Since SIC is associated with the
First Bureau, is it limited to business in
machinery and electronics? You have
excellent contacts in translation and
printing. So can SIC do business in
those areas?

Tao: SIC's special close relationship
with the First Bureau will definitely no
prevent it from serving other bureaus
that have interest in these fields. Elec-
tronics is the fastest growing industry
in the world. SIC has already taken
notice of this important trend of de-
velopment, and has in fact been in-
volved in schemes of cooperation be-
tween US and Chinese companies in
computer technologies. As to transla-
tion, printing, and publishing. these
are established lines of business and are
indispensable means of information
disseminaton leading to technical and
trade exchanges. Theyv are SIC's basic
functions and will only be developed 1o
a still greater extent, not curtailed.
CBR: It foreign investment becomes
involved, does SIC work with SITCO? Is
there anv involvement with the CCPIT?
Tao: SIC's relation with other state cor-
porations such as SITCO and CCPIT 1s
complementary. Our service is fea-
tured by initiative and Hexibility. We
will be interested in taking initative 1o
explore opportunities that may seem to
be too small or oo dim for state cor-

porations to devote their massive ener-
gy to work on.
CBR: You reportedly have been in-
strumental in the past year in arrang-
ing several million US dollars of busi-
ness with foreign hirms. In what indus-
tries and with what firms? What types
of business have you transacted—joint
ventures, compensation trade, straight
sales?
Tao: So far we have not taken part in
Joint ventures or compensation trade,
but only in straight sales and other flex-
ible styles, such as processing with
buvers’ materials, producing against
supplied drawings. assembling with
supplied components, etc.
CBR: Can vou give us some case exam-
ples of business you've conducted?
Tao: Some time back I read from the
New Products column of Newsweek that
anewly devised deep sea computer was
available from an American manufac-
turer. | translated the reported mate-
rial [and] sent it to Shanghai Salvage
Company for their information. Im-
mediately I gota very positive reply. . .
that they were interested in purchasing
such a new device for use by their div-
ers in salvaging work, and that they
wanted to have an offer as soon as
possible. Through the help of Newsweek
I got the name of the manufacturer as
DACOR Corp., and in a very short ume
I was successtul in bringing the buver
and supplier together and hnalizing a
first business for this American firm.
An American lady whois the agent of
a very big buver of screws and nuts in
the US...
Shanghai Fasteners Corp. [to get] more
supplies for her principals. As if
heaven arranged, she ran into my col-
league in a lift in Shanghai's Peace
Hotel, who had some metal parts in his
hands. He immediately put me in touch
with her on the phone, and within min-
utes she got her business marriage
arranged so smoothly that contracts
amounting to a million US dollars fol-
lowed in the next few months.

tried in vain to get hold of

CBR: Does SI1C work on retainer or re-
ceive a commission? What percentage
would be considered a reasonable com-
mission’

Tao: SIC will gladly work with domestic
and foreign clients on retainer. At the
beginning we will charge only a moder-
ate fee for foreign clients of say
US$ 150 per month for the manpower
that will have to be spent in handling
their inquiries with accuracy and
efhiciency. Postage for letters will be in-
cluded in the basic rate, but telex
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charges will be collected at cost, as one
telex costs about US$15 here, 3 min-
utes minimum. Traveling expenses or
cost of contracting experts to do a spe-
cific job will also be for the originator's
account. We will charge a reasonable
rate of commission of say from 0.5 per-
cent to 3 percent depending on the
amount of the contract.
CBR: Does SIC retain all its revenues or
return a portion to the state?
Tao: The distribution of the revenues
is an undetermined question. As SIC is
very much experimental as a govern-
ment-funded, individually operated
firm. we have as yet no ready experi-
ence to follow in deciding what percen-
tage of earnings should go to the gov-
ernment and what to SIC for purposes
of further expansion of business.
The government is the investor and
will collect a portion of the profit (sales
minus operating costs). The balance
will be retained by SIC for reinvestment
and staff bonuses. The staft will receive
a bonus as in the case of other enter-
prises, but the figures are also vet to be
determined.
CBR: Mr. Xu said that SIC is an experi-
ment. Is it the only such consulting
group in China or in Shanghai* There
was a report a year ago that a foreign
trade consultant had been established
under the Ministry of Foreign Trade.
Is that true?
Tao: Mr. Xu is right. There have been
quite a number of consultant organiza-
tions established within China in the
past vear or so, including one (as [
know) under the Ministry of Foreign
Trade. But they are all state corpora-
tons. I have not heard of any indi-
vidually operated consultant service
designed for foreign relations (there
are some for domestic trade) approved
for operation aside from SIC.
CBR: What are your colleagues’ back-
grounds at SIC? What are their areas of
specialization?
Tao: They are either from manage-
ment in manufacturing companies or
from technical research institutes. Most
of them have good, strong technical
backgrounds, butapparently they need
practice and experience in trading. In
starting this new endeavor, | had the
original intention of bringing up a
good company of capable industrial
sales engineers, and L am glad that T am
heading for this goal.
CBR: What advantages does SIC offer
firms wishing to do business in China?
Can you help with contract terms,
taxes, tariffs, etc.?
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Tao: Very interesting question, SIC can
be of service to China traders in diver-
sihied ways. For US exporters to China,
we are capable of bringing their prod-
ucts to the potentially interested right
parties through:

1. low-cost technical adverusing in
specialized magazines for arousing
general interest of related parties. S1C
offers translation and letter-writing
services for Chinese endusers for effec-
tive communication with US manutac-
turers;

2. economical brochure-printing
services in the Chinese language (after
translation), followed by direct mailing
methods to SI1Cs 2,500 industrial
clients, or through special arrange-
ments with professional associations to
approach their member companies
with the product brochures, o
through low-cost classihed advertise-
ments in professional magazines to in-
vite requests for brochures;

3. approaching caretully selected
users either by mail correspondence o
by personal visits;

4. approaching “decisionmaking
bodies in control of the users’ purchas-
ing budget.

We can also offer expert advice re-
garding general requirements for
'l'il(l(‘, S h ds Laxes illl({ contract rerms.
For US importers of Chinese products
or their agencies, we will locate the sup-
pliers in China and collect information
[for] specific inquiries, and keep them
informed ol the various opportunities
to buy from China by letting them re-
ceive export promotion requests from
Chinese suppliers. [ That] approach for

selling to China can be equally effective
in reverse direction.

CBR: Where do you see most of vour
business coming from?

Tao: The US is a very big market 1o
deal with China. SIC has in the past
concentrated interest in the US and will
probably continue to do so in the fu-
ture. Of course, we are open to all other
areas, and are ready to establish rela-
tions with any friendly party interested
in exploring business possibilities with
us.

CBR: What do you see as the priority
business areas for Shanghaiz

Tao: The priority business areas for
Shanghai will be, according to my per-
sonal assessment, in the held of me-
chanical and electrical products. The
reasons are: Our country has attached
more importance than ever to the ex-
port of industrial technical goods,
Shanghai s an old industrial base with
good management and processing
skills. Shanghai is being given more
autonomy to handle its own foreign
trade aftairs. [It] has a vast potential in
manpower and technical capabilities 1o
offer US manufacturers for coproduc-
tion arrangements. Shanghai is a port
much more known to Western enter-
prises and more geared o internation-
al trade than any other inland prov-
inces or cites, so this puts it in a very
favorable position to liaise for other
parts of China with foreign cooper-
ators.

CBR: Mr. Xu said Shanghai plans to
develop a self-supporting business/res-
idential area between the airport and
citv with hotels, residences, offices, and

shopping. Can you give more informa-
tion? Will S1C become involved in for-
eign participation in this project?
Tao: SIC will be glad 1o investigate any
possibilities of foreign participation in
China’s construction work and make
appropriate recommendations to the
right parties for further negotation.
As to plans for Shanghai city construc-
tion, Mr. Xu 1s certainly more author-
itative than SIC in supplying the re-
quired information.
CBR: Do vou have any comments or
any questions for US companies?
Tao: The above [answers] are submit-
ted purely on a personal basis, and shall
in no way be interpreted as representa-
tive of an othcial source of information.
Faking this opportunity I would like to
ask one general question. Can vou
generalize the comments, opinions,
and criticisms from China traders in
the US on the questions now existing
with the development of Sino-US
trade? What are the crucial problems,
particularly on the Chinese side? Can
vou make anv constructive suggestions
for speedy remedy of these problems?
For vour information, I am the spe-
cial Shanghai corréspondent for the
Ministry of Foreign Trade's Internation-
al Trade News, the People’s Daily's Market
Journal and the Beijing-based Athletics,
[ am also very closely attached to the
celebrated economic journal World Fco-
nomic Herald in Shanghai. 1 maintain
other direct means of communication
with various parties in China. £

Readers interested in contacting SIC may
call Carol 5. Goldsmith at (202) §28-8355
for [urthey imformation.
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Workers at the Jianshe Machinery Plant in
Shanghai machine the rotor for a 55-ton
pump.

ince its establishment in 1949, the

People’s Republic has developed

the technical capacity to produce
1,400 types of machine tools. Today
approximately 140,000 machine tools
are produced annually, supplying
about 99 percent of China's machine
tool needs. This rapid advance has in
turn spurred the development of the
nation’s aerospace, electronics, and de-
fense industries.

Among China’s newest machine tool
designs is the SI-235 super-precision
lathe that produces a roundness of less
than 0.3 w and a surface finish of RA
(roughness average) 0.01-0.02 . (1SO-
R468-1966). The model MG-1432A
cvlindrical grinding machine grinds to
a surface finish of RA 0.01 p, and the
model TK4163B NC (numerical con-
trol) jig-boring machine has a positing
accuracy of 5 p. Other advanced
Chinese-made designs appear in the
accompanying chart.

Modern Facilities
Seven large research institutes and
121 major ftactories come under the

direction of the General Bureau of
Machine Tools of the First Ministry of

Machine Building, located at Sanlihe in
Beijing. The bureau employs a large
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China’s Machine

Tool Industry

Now supplying 99 percent of
domestic needs, the industry has
stepped up its activities in research

and foreign trade.

Liang Xunxian

contingent of engineers, technicians,
and other research scientists and
machine tool workers. The various di-
visions under the bureau determine
the country's machine tool develop-
ment policy and draw up annual and
long-term plans.

The factories governed by the bureau
produce metal-cutting machines, metal-
forming and forging machines, found-
ry equipment, timber-processing
machines, machine tool parts, measur-
ing instruments, cutting tools, abrasive
materials, grinding tools, synthetc di-
amonds, and borazon.

China’s ability to manufacture mod-
ern equipment and complete plants is
increasing. Complete sets of equip-
ment for manufacturing automobiles,
tractors, bearings, mining machinery,
and heavy machinery are now being
produced. By 1980, China had pro-
duced more than 20,000 units of high-
precision machine tools, such as jig-
grinding machines, scales, ball screws,
and indexing plates, as well as worm
and worm gears.*

Modern facilities in China have air-
conditioned workshops and are
equipped with master worm wheel ma-
chine tools and laser high-precision
scale-measuring machines. Of course,

some of these Factories also use import-
ed machining equipment and measur-
ing instruments.

The Shenyang No. I Machine Tool
Plant and the Beijing No. 1 Machine
Tool Plant, two of the General
Bureau's largest factories, produce
more than 100 types of machine tools,
as well as engine lathes and universal
milling machines. Annual output of the
two plants is more than 4,000 units.
Another advanced facility is the
Wuhan Heavy Machine Tool Plant, the
country's pioneer in heavy machine
tool development. The plant employs
more than 8,000 workers and super-
visors and has workshops totaling
80,000 square meters in Hoor space.
The factory is equipped with more
than 2,000 machines, including a
bridge crane with a lifting capacity of
150 tons. Its heavy machine tool re-
search institute has 500 technicians and
engineers.

Research Organizations

A research network that includes
major plants, research institutes, and
technical universities has been set up in
China to promote both basic and ap-
plied research in the machine tool in-
dustry. Qinghua University in Beijing,
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Model and type

Producing factory

China’s Advanced Machine Tool Designs

Main characteristics

Beijing

DG5432 high-precision
jig EDM

NC propeller milling
machine

X9421 rotor-slot milling
machine

Y31800 gear-hobbing
machine

Beijing Experimental
Machine Tool Plant

Beijing No. 1 Machine
Tool Plant

Beijing No. | Machine
Tool Plant

Wuhan Heavy Machine
Tool Plant

Hubei

Achieves positioning accuracy
of 0.002 mm.

Simultaneously operates 5
axes, and machines
workpieces with diameters
of 6m.

Machines workpieces 2.1 m.
diameter. 20 m. length, and
300 tons

Machines gears with
diametersof 8 m.

B2150 plane-milling
machine
CQ52100 vertical lathe

Wuhan Heavy Machine
Tool Plant

Wuhan Heavy Machine
Tool Plant

Jiangsu

Machines workpiecesupto 5
X 20m.

Rotating table diameter 10 m.

Centerless-grinding
machine

Interndl-grinding
machine

Wuxi Machine Tool
Plant

Wuxi Machine Tool
Plant

Liaoning

Achieves finishof RA 0.0l
(1SO)

Workpieces to roundness of
0.5-1.0p and surface
finishing of RA 0.01 (150)

S1-222 high-precision
magnetic-disk lathe

Shenyang No. 1 Machine
Tool Plant

Shandong

Machines magnetic disks used
incomputers of flatness of
0.3 with parallelism
between two planes of 3p
and surface finish of RA
0.01-0.02 (1SO)

281-400T multistation
automatic press

Jinan No. 2 Machine
Tool Plant

Sichuan

Press carries out 7 operations
per stroke

TGH432A jig-boring
machine

YG3780 high-precision
worm-gear hobbing
machine

Ningjiang Machine Tool
Plant

Chongqing Machine
Tool Plant

Tianjin

Positioning accuracy of 2u

Machines worm gears with
pitch accuracy of less than 1
sec., and with accumulated
gear error of less than 2 sec.

630-ton hydraulic metal
cold extrusion press

Tianjin Press Machinery
Plant

Yunnan

Produces workpieces to
accuracy in base thickness
of less than 0.1 mm.

QGA405
circular-dividing
machine

T42200 digital-readout
Jjig-boring machine

Kunming Machine Tool
Plant

Kunming Machine Tool
Plant

Zhejiang

Produces grating with
divisions accurate to +0.2
sec.

Worktable two meters by three
meters; positioning
accuracy 0.01 mm.

MG7132 high-precision
surface grinding
machine

Hangzhou Machine Tool
Plant

Grinds mirrors

October 1981.

Sourck: General Bureau of Machine Tools, First Ministry of Machine Building,
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Jiaotong University in Xian, the Cen-
tral-China Institute of Technology, the
Dahan Institute of Technology, and
the Northeast China Institute of Tech-
nology all have machine tool research
centers. Their emphasis is on fun-
damental theory and the development
of new technology.

The research institutes directly
under the First Ministry of Machine
Building serve machine tool factories
all over the country. The Machine Tool
Research Institute in Beijing 1s the
largest, with 430 technicians and en-
gineers as well as an experimental fac-
tory with 1,400 workers and super-
visors. The laboratories and workshops
cover an area of 40,000 square meters
and include a constant-temperature
shop of 1,500 square meters. Fun-
damental and comprehensive research
is undertaken imvolving machining and
manufacturing technology, machine
tool structure: and measuring, testing,
and automaton techniques. This insti-
tute is the national information center
for machine tool technology.

Some institutes are also responsible
for anumberof breakthroughs, among
them a laser thread dynamic measur-
ing machine, and a laser feedback
thread grinding machine. The Beijing
Machine Tool Research Institute has
developed electro-hydraulic servo
valves, NC (numerical control) and
CNC (computer numerical control)
units, grating NC rotating tables and
machining centers with 60-tool auto-
tool changers. These new products have
won prizes at national science confer-
ences and are now in serial production.
Moreover, Chinese researchers have
greatly increased their contacts with
toreign colleagues in Czechoslovakia,
East Germany, France, Italy, Japan,
Romania, Switzerland, the United
Kingdom, the United States, and
Yugoslavia.

Since the aim of basic research is to
provide new designs and technology to
factories as quickly as possible, a few
large machine tool plants have set up
their own research institutes. Among
them are the Shanghai Grinding
Machine Research Institute at the
Shanghai Machine Tool Plant, and the
Beijing Milling Machine Research In-
stitute at the Beijing No. 1 Machine
Tool Plant.

Foreign Trade in Machine Tools

In the 1969-1979 period, China im-
ported from the US, Japan, and West-
ern Europe a number of metal-cutting
and metal-forming machines. The total
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value amounted to several hundred
million US dollars. China began to ex-
port machine tools in 1957, and in 1979
and 1980, China exported more than
10,000 machine-cutting and metal-
forming machine tools to more than 50
countries and regions. In 1979,
machine tool exports consisted ol:
lathes, 30 percent: shapers and like ma-
chines, 12 percent; milling machines,
10 percent; drilling machines, 9 per-
cent; grinding machines, 5 percent;
and boring machines, 2 percent. The
majou types of metal-forming machin-
ery exports were presses (accounting
for 26 percent of the total). guillotine
shears, pneumatic hammers, and uni-
versal punching and shearing
machines. Most of these were conven-
tional machine tools. Only in recent
years has China begun to export ad-
vanced jig-boring machines and other
high-precision machine tools, notably
to Romania.

Cooperation With
Foreign Companies

During the past two years, China has
signed cooperative production con-
tracts with five French, three West Ger-
man, three Italian, and three Japanese
firms to produce lathes, drilling
machines, milling machines, boring
machines, grinding machines, and NC
lathes according to foreign blueprints,

The main types of business relations
between Chinese machine tool enter-
prises and foreign firms take place
through:

P Foreign agents. The First Minis-
try of Machine Building's own trading
agency, the China National Machinery
and Equipment Import and Export
Corporation (EQUIMPEX), often
appoints foreign agents to conduct
business on its behalf, sometimes on an
exclusive basis.

P Direct negotiation. Imports and
exports, sometimes on a consignment
basis, may be arranged directly be-
tween Chinese and foreign producers
and endusers. Foreign companies are
urged to contact Chinese machine tool
organizations and enterprises by cor-
respondence, telex or cable, and per-
sonal visits, as well as by attendance at
the Chinese Export Commodities Fair
held each spring and autumn in
Guangzhou.

P Subcontracting. Chinese enter-
prises manufacture products accord-

ing to the buyers’ blueprints. Terms of

payment are by sight letter of credit
(sight L/C). In exceptional cases, deliv-
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ery against payment (D/P) is also
acceptable.

P Processing and assembly.

Chinese enterprises process raw mate-
rials or assemble components provided
by foreign customers according to the
customers’ specifications. Finished
products are sold by the customers; the
Chinese side charges a processing fee.
If the customer provides equipment,
the cost is paid off by reducing the cus-
tomer’s processing charges.
P Compensation trade. The customer
supplies the necessary machinery,
equipment, and technical know-how
for which the Chinese side will pay in
installments in suitable finished prod-
ucts, but not in foreign currency.
Forms of payment fall into three cate-
gories:

1. Product buyback. The cost of im-
ports is directly repaid with the goods
produced using the imported machin-
ery, equipment, and technology. This
is called “direct compensation.”

2. Counterpurchase. The client pro-
vides the necessary machinery, equip-
ment, and technology. In compensa-
tion the client receives, within a fixed
period, certain goods that are not re-
lated to the machinery, equipment, and
technology supplied. This is “indirect
compensation.”

3. Muxed compensation. This is a com-
bination of préduct buyback and coun-
terpurchase. The terms of such hybrid
arrangements may be decided upon by
the two trading partners.

P Cooperative production. The two
sides produce or provide certain parts
and components, and one party or both
parties are responsible for final assem-
bly and marketing.

P Joint ventures. Such arrange-
ments must conform to the Law of the
People’s Republic of China on Joint
Ventures Using Chinese and Foreign

Investment (see The CBR, July—Aug.
1979, pp. 46—47). Joint ventures may be
located inside or outside China in a
place that both parties consider suitable.

Two foreign trade organizations
handle machine tools, and may also be
approached by foreign firms for in-
formation about compensation trade
possibilities and other forms of busi-
ness arrangements in the machine tool
sector. These bodies are the China
National Machinery and Equipment
Import and Export Corporation
(EQUIMPEX), which was set up in
February 1980 by the First Ministry of
Machine Building, and the China
National Machinery Import and Ex-
port Corporation (MACHIMPEX),
under the Ministry of Foreign Trade.
The two organizations are still trving to
establish a clear division between the
types of machine tools that each han-
dles. Their addresses:

EQUIMPEX: 12 Fuxingmen Wai Jie;
Beijing, People’s Republic of China.
Telex: 22186 EQUIP CN. Cable:
EQUIMPEX BEIJING. Telephone:
868541, 862375, 866462, Managing
Director: Jie Qinglin.

MACHIMPEX: Xijiao, Erligou; Bei-
jing, People’s Republic of China. Telex:
22242 CMIEC CN, 22328 CMIEC CN.
Cable: MACHIMPEX BEIJING. Tele-
phone: 891974, 89093 1. General Man-
ager: Cheng Jixian. x

*A worm gear consists of a toothed wheel (a
worm wheel) designed to gear with a
threaded, rotating screw (a worm).

Liang Xunxian ts deputy chief engineer
in the First Minustry of Machime Bulding's
Geneval Bureaw of Machine Tools. The
article was commissioned by China Features,
a subsidiary of Xinhua News Agency, for
exclusive publication in The CBR.

Pictured are two laborers at the Ming Ching Lathe Works in Shanghai.
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China’s 121 Principal Machine Tool Plants

Name

Address

Main
product(s)

57 Enterprises Under Direct Central-government Control

Beijing

Beijing No. 1 Heavy-type

Machine Tool Works plano-type,
gantry-type
bed-type, knee-type,
and CNC milling
machines

Beijing No. 2 External-grinding

Machine Tool Works and jig-boring
machines, and
machining centers

Gansu
Xinghuo Machine Tianshui County Heavy-duty lathes
Tool Works and roll lathes
Guizhou

The 6th Grinding Guiyang Synthetic diamonds,

Wheel Works borazon

The 7th Grinding Qingzhen County  Abrasive materials

Wheel Works and grinding tools

Dongfang Machine Dujun Planing machines,

Tool Works and openside planers

Xianfeng Machine Huishui County Centerless grinding

Tool Works machines, and roller
grindersand presses

Hebei
Baoding Casting Baoding Foundry machinery

Machinery Works

Heilongjiang

Harbin Measuring
and Cutting Tool
Works

Harbin

Surface-finish and
gear-measuring
instruments ane
cutting tools

Harbin No. 1 Harbin Special cutting tools

Tool Works

Qigihaer No. | Qiqgihaer CNC vertical lathes,

Machine Tool Works heavy-duty lathes, and
deep-hole drilling
lathes

Qigihaer No. 2 Qigihaer Milling, floor-type

Machine Tool Works boring and milling
machines and
automatic cold and
hot heading machines

Henan

The 2nd Grinding Zhengzhou Variety of abrasive

Wheel Works materials and
grinding tools

Zhongyuan Sanmenxia Pneumatic electric

Measuring and measuring

Instrument Works instruments, and
roundness-testing
instruments

Hubei
Wuhan Heavy-duty Wuhan Large-type and

Machine Tool Works

heavy-duty machine
tools, lathes, floor-
type milling, boring,
gear-hobbing, and
plane-milling
machines
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Hubei, continued
Wuhan Machine Wuhan Tools and cutters,
Tool Works grinding and
hob-sharpening
machines
Hunan
Changsha Machine Changsha Vertical-slotting,
Tool Works broaching and
planing, and shaping
machines
Jiangsu
Nanjing Machine Nanjing Automatic lathes and
Tool Works bevel gear-cutting
machines
Suzhou Casting Suzhou Foundry machinery
Machinery Works
Wuxi Machine Wuxi Centerless-grinding
Tool Works internal-grinding,
and special-grinding
machines for bearing
industry
Liaoning
Chinese and Dadong District, Boring, jig-boring,
Czechoslovakian Shenyang and radial-drilling
Friendship Plant Municipality machines
Dalian Machine Hekou District, Transfer machine
Tool Works Dalian Municipality  tools
The 1st Grinding Sujiatun District Variety of grinding
Wheel Works of Chenyang materials and tools

Shenyang No. 1
Machine
Tool Works

Shenyang No. 3

Municipality
Tiexia District,
Shenyang
Municipality

Tiexia District,

Engine lathes, CNC
lathes, lead-screw
lathes, vertical multi-
spindle auto-lathes,
petro-tube thread-
cutting lathes,
magnetic-disk lathes

Horizontal multi-

Machine Shenyang spindle automatic
Tool Works Municipality lathes and turret
lathes, and CNC lathes
Nei Monggol
Hushi Machine Tool Three-jaw chucks
Accessory Works and pneumatic
chucks
Ningxia
Changcheng Yinchuan Lathes and CNC
Machine Tool Works lathes
Dahe Machine Zhongwei County Vertical-drilling and
Tool Works honing machines, and
machine toolsassembly
Qinghai
Qinghai Heavy-duty Datong Heavy-duty
Machine Tool Works horizontal lathes
Qinghai Jichuang Xining Auxiliaries for
Machine Tool Works machine tools
Qinghai No. 1 Xining CNC milling
Machine Tool Works machines and tool
milling machines
Qinghai No. 2 Xining Hob-relieving

Machine Tool Works

grinding and
spline-milling
machines
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Shaanxi

Zhejiang

Hanchuan Machine
Tool Works
Hanjiang Machine
Tool Casting and
Forging Works

Hanjiang Machine

Hanzhong County

Hanzhong County

Hanzhong County

Boring and jig-boring
machines

Casting and forging
machine tool parts

Thread-grinding

Tool Works machine
Hanjiang Tool Hanzhong County Hobs, broaches, and
Works drills
Qinchuan Machine Baoji Gear-grinding
Tool Works machines
Shandong
The 4th Grinding Zhibo Synthetic diamonds,
Wheel Works borazon
Jinan No. 1 Jinan Lathes
Machine Tool Works
Jinan No. 2 Jinan Mechanical presses,
Machine Tool Works and horizontal
broaching machines
Qingdao Casting Qingdao Foundry machinery
Machinery Works
Yantai Machine Yantai Accessories for
Tool Auxiliary machine tools
Works .
Shanghai

Shanghai Forge and
Pressing Machine
Tool Works
Shanghai Machine
Tool Electrical
Equipment Works

Zhabei District

Putuo District

Forging and pressing
equipment

Variety of electrical
equipment for
machine tools

Shanghai Machine Jungong Road Surface, cylindrical-
Tool Works spline-crankshaft,
disk-, and gear-
grinding machines
Shanghai Tool Yangpu District Cutting tools
Works ;
Sichuan
Changjiang Machine  Neijiang Variety of electrical
Tool Electrical equipment for
Equipment Works machine tools
Chengdu Measuring Chengdu Cutting tools, and
and Cutting Tool hob- and gear-
Works measuring machines
Chongqing Machine Jiulongpo Street, Gear-master
Tool Works Chongqing worm-wheel
hobbing machines
Chonggqing Tool Chongqing Gear-cutting tools
Works and carbide gear-
hobbing tools
Ningjiang Machine Guanxian County High-precision
Tool Works machine tools,

Tianjin

jig-boring machines
for watch and meter
industry

Tianjin Forging and
Pressing Machine
Tool Works

Tianjin High-
pressure Pump
and Valve Works
Tianjin No. 1
Machine Tool

Hebei District

Heping District

Hedong District

Hyvdraulic presses

Hydraulic parts for
machine tools

Spiral-, bevel-, and
gear-cutting machine

Works tools
Yunnan
Kunming Machine Kunming CNC jig-boring,

Tool Works
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linear-grating, and
circular-grating
machines

Hangzhou Machine
Tool Works

Hangzhou

Surface-grinding
machines

64 Enterprises Under Joint Central and Local Control

Anhui
Hefei Forging and Hefei Forging and pressing
Pressing Machine equipment
Tool Works
Wuhu Heavy-duty Wuhu Horizontal-boring,
Machine Tool Works Anhui milling, boring, and
vertical fine-boring
machines
Beijing
Beijing Forging and Forging and pressing
Pressing Machine equipment
Tool Works
Beijing Measuring Variety of measuring
and Cutting Tool and cutting tools
Works
Precision Machine Precision lead screws
Tool Repairing Sta-
tion of the First Minis-
try of Machine Build-
ing Industry
Fujian
Shaowu Shaowu County Woodworking
Woodworking machine tools
Machinery Works
Gansu
Tianshui 213 Tianshui Electrical equipment
Machine Tool for machine tools
Electrical Equipment
Works
Guangdong
Shaoguan Tool Shaoguan Cutting tools
Works
Guangxi
Guilin Machine Guilin Milling machines
Tool Works
Guilin Measuring Guilin Cutting and
and Guilin Cutting measuring tools
Tool Works
Guizhou
The 3rd Grinding Guiyang Variety of grinding
Wheel Works materials and tools
Henan
Anyang Machine Anyang Lathes
Tool Works
Luohe Casting Luohe Foundry equipment
Machinery Works
Xinxiang Machine Xinxiang Vertical lathes and
Tool Works center-hole grinding
machines
Yuxi Machine Sanmenxia Turretand double-
Tool Works spindle vertical lathes
Hubei
Changjiang Machine  Yichang Gear-shaping
Tool Works machines
Huangshi Forging Huangshi Shears, and auto-
and Pressing matic cold heading
Machine Works machines
Wuhan Machine Wuhan Accessories for
Tool Accessory machine tools
Works

The China Business Review/November—December 1981



Hunan Shanghai, continued
Hunan Machine Tool ~ Changsha Circular-sewing Shanghai Hydraulic Hydraulic parts
Works machines Parts Works
Shaoyang Shaoyang Hydraulic parts Shanghai Lixin Hydraulic parts
Hydraulic Parts Hydraulic Parts
Works Works
L Shanghai Machine Putuo District Cast parts
Jiangsu Tool Casting Works
Changzhou Machine Changzhou Transfer machine : i .
e Shanghai Varietyof measuring
Tool Works w_OLLa."d drilling Measuring and cutting tools
R and Cutting Tool
Nanjing No. 2 Nanjing Gear-shaving, Works
Machine Tool Works ﬁee:)tl;_honm_g-,la.nd : Shanghai Meter Songjiang County Meter machine tools
SN SRS Machine Tool Works
Jiangdong Machine Nanchang Milling machines Shanghai No. 2 Forging and pressing
Tool Works Forging and Pressing equipment
Changchun No. | Changchun External-grinding Machine Tool Works
Machine Tool Works and ngmshu.ﬁl ! Shanghai No. | Zhabei District Gear-cutting machine
i§E Rl B S TR Machine Tool Works tools
-— — Liponing ' Shanghai No. 2 Jiangan District Lathes
Dalian No. 2 Dalian Engine lathes Machine Tool Works
Machine Tool ok v a3 ; ! :
Works Shanghai No. 3 : Xuhui District Jig-boring machines
sh Pored i Sos : y Machine Tool Works
Shenyang Forging enyang orging and pressing . b : et Y
and Pressing Machine equipment Shanghai Pressing Castings and presses
and Casting Machine
Tool Works Wolis
Shenyang 213 Shenyang Electrical equipment e s : :
Machine Tool for machine tools i:;‘;%t‘:rﬁ:'mhmg x::ﬁ:::;:;sg
Electrical Equipment Maciﬁne Toﬁl Works
Works
Yingkou Yingkou Electrical discharge Shanxi
Electrical-discharge machine tools Chandhl . " . o :
el gzhi Forging Changzhi Forging and pressing
Machine Tool Works and Pressing equipment
Yingkou Forging Yingkou Forgingand pressing ~ Machine Tool Works
and Pressing equipment Pai e : ;
i yuan No. | Taiyuan Openside planing,
Machine Tool Works Machine Tool Works milling, planing
Ningxia machines, and lathes
Changcheng Yinchuan Cast parts Taiyuan Tool Works  Tiayuan Cutting tools
Machine Tool
Casting Works Sichuan
- ’ E Ty Qinghai . Changzheng Zigong Variety of milling
Qinghai Machine Xining Forging parts Machine Tool Works machines
Tool Works - : E sl
Shaanxi Chengdu Machine Chengdu Internal-grinding,

3 : . = ; Tool Works tool and cutter-
Dongfeng Electric Lintong County Synthetic diamonds, grinding machines
Heating Element silicon, and 3 ] SRk . . ;

Works carbon (.hongqmg(‘astmg Chongqing Foundry equipment
: S Machinery Works
Guanzhong Tool Fengxiang County Cutting tools =2 : s ek : .
Works Dujiang i Guanxian County Woodworking machine
g ; F) ) i Woodworking tools
Shaanxi Machine Baoji External-grinding Machine Tool Works
Tool Works machines M O i fiial ” ;
Xi'an Forgingand Xi'an Forging and pressing a:(lj' l;?;si::;gmg i c;,;?[::f;:. a}:;:ssmg
_Il’_:f‘:ls":%:::mmc equpment Equipment Works fine-blanking press
Shandong Neijiang Machine Neijiang Gear-cutting machine
Dezhou Machine Dezhou Lathes and M-type Tool Works tools, and cylinder-
Tool Works deep-hole drilling boring machines
machines
Jiaoxian Forging Jiao County Forging and pressing Tianjin
and Pressing equipment Tianiin Machi T
M ‘ jin Machine Surface-grinding and
Machine Tool Works Tool Works spline-grinding
Jinan No. 4 Machine Jinan External-grinding machines
T'ool Works ik acatad machines Tianjin No. 2 Lathes and deep-hole
LS g K W T Machine Tool Works drilling tube machine
Shanghai Grinding Variety of grinding tools
Wheel Works materials and tools .
g g sns unnan
Shanghai Heavy- Minhang District Deep-hole drilling
duty Machine and guideway Kunming Milling Kunming Variety of milling
Tool Works grinding machines Machine Tool Works and boring machines
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Poster for Second Spring Mirroring the Moon.

Carol S. Goldsmith

hen the Chinese actress Qin
Y1 made her entrance onto

the Kennedy Center stage, it
became clear to all she was the star of
the delegation. Dressed in a navy blue
velvet gown, head held high and hands
clasped neatly, the star of Two Stage
Sisters and other films projected a cu-
rious mingling of pride and nervous-
ness. Like the industry she represents,
Qin was making her debut on the
American screen, proud of the accom-
plishments of the past but perhaps un-
certain of the future.

China’s film industry lost a decade of
its history, and of its potenual, during
the devastating Cultural Revolution.
And now it is spending a great deal of
time and creative effort trying to rede-
velop this popular form of entertain-
ment. Last year 20 billion Chinese went
to the movies; on any given day, then,
more people are sitting in Chinese
theaters than are living in France. With
a ticket price of only 20 to 30 cents in
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the cities and a penny or two in the
countryside, films offer one of the few
forms of entertainment both afford-
able and accessible to most Chinese.

Unfortunately, the country has
neither the quantity nor quality of lilms
the people demand. In 1980 China re-
leased only 82 feature-length films and
32 animations. Newsreels, documen-
taries, and scientific and educational
films numbered well above 600, but the
people have tired of watching the rote,
unimaginative material that many pre-
sent. A description of hlms that became
popular after the fall of the Gang
summed up the art at that time: “"Korea
is laughing and crying. Vietnam is air-
planes and artillery. Romania is hug-
ging and embracing. China is collec-
tions of news briefs.”*

Until the arrival of Qin's delegation,
which brought the US a selection of hive
Chinese films as part of a cultural ex-
change, Americans knew even less
about China's film tradition than the

Chinese knew about ours. China's de-
sire for knowledge about the film in-
dustry is at an all-ume high, and the
business potential could come close to
matching it a few years from now. For it
has become clear that China’s film-
makers are turning their eyes West-
ward for clues on, and cooperation in,
making a wide-screen comeback.

Close-up on the Studio System

China supports a budding film
bureaucracy that should yield more
than 90 feature hlms this year

a
bumper crop in terms of recent history,
but one that still lacks much of the qual-
ity and richness that had been attained
before Jiang Qing and her Gang forced
their script on the industry.

It was back in 1896 that the Chinese
saw their first foreign hlm; nine years
later they tried their own hand at the
new art by filming a traditional Beijing
Opera. According to a historical
account just released by the China Film
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Publishing House, the mHuences ol
capitalism and China’s feudal culture
characterized the simple, status-quo
stories that were shot over the next 30
years. Film under the capualists gener-

ally served as an inoftensive form ol

entertainment. But when the Com-
munists’ Left-wing Writers” Association
got hold of the medium, setting up a
secret film group in 1932, film sudden-
ly became a vehicle for political change,
torcefully urging the people to mobil-
ize against Japanese aggression and
Kuomintang rule.

With the founding of the New China
came the establishment ol a socialist
hlm industry. Steady growth and artis-
tic improvements rewarded China's
loval acting and directing community
after 1949, up until the time thata plain
actress whom many considered talent-
less captured the country’s leading role
as Mao’s wife. Jiang Qing took swift and
effective revenge against the colleagues
who had previously spurned her,
acting out the part of the maddened
Circe. Actors, writers, and directoyps
were turned into pig farmers. Feature
film production was completely halted
between 1966 and 1972, and what little
art remained was reduced 10 political
dogma. An elderly musician in the
American documentary From Mao to
Mozart: Isaac Stern in China, tells ol
spending 14 months locked inside a
dark closet tor the crime of introducing
his students to Western music.

Things have been changing dramati-
cally since the Gang's fall, as many ol
the persecuted take charge of recaptur-
ing China’s nearly lost art. Today a hlm
hierarchy operating under the Minis-
try of Culture seems to be allowing a
measure of creativity that—while lim-
ited—still exceeds some flmmakers’
best eftorts.

I'he China Film Bureau, directly
1978 has
overseen the operaton of the country’s

under the ministry, since
film production and distribution net-
work. Eleven feature film studios now
operate in China, the major ones being
in Beijing, Shanghai, Changchun,
l'anjin, Wuhan, and Xian. (Even In-
ner Mongolia houses one of its own—
the Hohhot Film Studios.) Each prov-
ince maintains smaller production
units that turn out scientific and docu-
mentary films. And there is talk, says
one Beijing hlm director, of estab-
lishing a feature film studio in every
province.

As in the old Hollywood studio days,
each Chinese film studio operates as a
selt-contained unit, with its own actors,

Photo courtesy of the American Film Institute

directors, scriptwriters, technical crew,
recording studio, and lab. The Beijing
Film Studio has a payroll of about
1,300; Shanghai's employs an 1,800-
member staff.

While it 1s possible for a director,
actor, or crew member to be assigned to
another studio’s project, on the whole
each studio handles its work indepen-
dently. Chen Huaikai, a noted directo
with the Beijing Film Studio, explained
during his US trip with the film delega-
tion how China's studio system works.

I'he director is at the heart ol a pro-
duction, justas in the US. Tt is his or her
responsibility to work with the script-
writers on developing screen possibili-
ties, although the ultimate selection of
material rests in other hands. The
director, after choosing a number of
desirable projects, submits the hst to a
studio committee made up of artstic
and technical personnel. Such commit-
tees are similar in structure but differ-
entin funcuon, the Chinese insist, from
the groups that held sway immediately
after the Cultural Revolution. Rule by
committee, rather than by the indi-
vidual, was taken to the extreme: At
that ime cast and crew were permitted
to review and overrule every single de-
cision a director would make. An Au-
gust 1979 article in China Reconstructs
described 1t this way: “After the direc-

tor had been thoroughly frustrated by
all the crivcism, then the shooting
would start.”

Now the committees limit themselves
to evaluating the scripts and deading,
in conjunction with the studio head,
which of the director’s choices should
be approved. Chen calls this the “bot-
tom-to-top” process that governs most
hlm projects. On rare occasions (and
Chen emphasizes the rare) the Ministry
of Culture or a bureau may hand down
a film idea in the “top-to-bottom™ pro-
cess. But even then, Chen claims, the
studio has no obligation to do the film.

“ATrt
flatly.

The commitees and directors con-

cannot be ordered.” he said

sider three values in selecting their
scripts: artistic, social, and box office
value. Conveniently, film workers and
government officials define their
criteria in exactly the same way: “If it is
a work of art,” explained Chen, “cer-
tainly 1t has social value. If 1t 1s art, it
shouldn’t have disruptive effects on
society.”

Only recently has this mass “consen-
sus” begun showing public signs «of
strain. The banning this spring of the
1980 hilm Bitter Love, which portrays
persecution under Communist rule,
provoked an outpouring of criticism in

China—as well as the posting of a big-

The young actresses in Two Stage Sisters take on vastly different roles upon reaching Shanghai.
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character poster in Beijing. The over-
riding sentiment among the people
seems (o have been: “Allow usto see the
film and judge it for ourselves.” Since
then Chinese newspapers have carried
numerous editorials debating how
much influence over the arts the Parny
should wield.

After the selection of hlm projects
has been made, the studio allots a cer-
tain budget to each production—usual-
Iv about ¥700,000 ($4000.,000), said
Chen—partly on the basis of box ofhice
potential. The economics ol doing a
domestic hilm would make a foreign
producer envious: “Extras”™ volunteer
their services for crowd scenes, and
actors command hutle 1if any more in
wages than factory workers. (Populin
film star Zhao Dan reportedly received
the unheard of sum of ¥300 a month
the height of his career.) Occasionally a
project commands a higher budget,
such as Shanghat Film Studio’s ¥2 mil-
lion production of Ola Yilan. Chen
laughed as he added that unlike in the
US. the budget is determined before the
film s complete

Concern with box office value 1s en-
couraged by allowing the studios to re-
tain a percentage ol each hilm's profit,
Unfortunately, quality does not neces-
sarily translate mto vuan. A hlm’s for-

tunes rise or tall m China as they do
here—with the distributor. The Film
Bureau makes the inital decision on
how many prints will be made accord-
ing to its own tastes and standards,
I'hen the China Film Export and Tm-
port (Inl]ml.lliun takes on the respon-
sibility ol alloting those prints toits pro-
vincial branches.

China operates about 2,400 full-time
movie houses and shows films part time
in another 4,000 theaters and audito-
riums, primarily in urban areas.
I'hroughout the countryside peasants
see small-screen versions ol these
movies brought in by film production
units, which consist of one or two pro-
jectionists and two cameras. About
90,000 of China’s 110,000 projection
units work in rural areas.

T'he prints are made on a unique,
domestically ]nmluu'd 8.70-mm stock

that projects a slightly larger image

than the standard Super-8.

China’s ilm industry employs a huge
number of people—around 100,000,
Yet only one higher institute ol train-
g ollers a degree program in hlm.
I'he Beijing Film Academy, reopened
in 1978, offers four-vear creative and
technical training programs lor high
school graduates. Envollment now
stands at less than 1,000: the number

The way to revolution is through the wheat fields in the 1959 film Song of Youth.
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could go up or down at any time. “We
will train only as many as we need,” said
Chen, “so evervone can get jobs.”

Some talent 1s discovered and nur-
tured outside the educational or studio
system, Chen added. Actors and divec-
tors frequently come from “brother
units”in the theater, while scriptwriters
may be found in university hterature
departments. Anarticle in the Septem-
ber 1979 China Reconstructs said that the
studios receive about 2,000 unsolicited
SC |i|n-. a vear from amateur writers.

Very few of these are produced,
however, since most reflect the moralis-
tic plots and simplistic characteriza-
tions that China’s modern Almmakers
would rather avoid. Many Chinese con-
sider such writing the lowest of the
“three lows™ of creativity that are
hindering the development ol then
cinema: “low level of script,” “low level
ol direction.” and “low level ol per-
formance.”

Western Coproductions:
Long Shots and Short Takes

Since China established its Film Co-
production Corporation under the
“ilm Bureau in July 1979 and began
hinking about joint ventures with for-
signers, ilmmakers all over the world
have rushed to their producers with
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that one-in-a-million, creative idea that
makes this industry exciting: “Lets doa
film on the panda!™

I'he Coproduction Corporation in
its first eight months reported having
received 160 proposals and negotiated
with hlm and television producers in
more than 50 countries. The number
of proposals certainly has increased
since then, as more independents
check out the turf. But interestingly,
the number of actual cooperative ven-
tures remains small. China’s interest
has peaked and vallied in the last two
vears. Filmmakers often hind the Chi-
nese quite enthusiastic about a pro-
posal unul they sit down o negotiate.

Complamed one American agent in
the China field, "The Coproduction
Corporation is full of amateurs [who]
want to spend two or three years talk-
ing. By then the Americans lose in-
terest.” Countered Chen Huaikai:
“There is talk around the world that it
is difheult to start a coproduction with
China. But the other side wants 1o gain
profit for wsell only.”

Coproduction is a rather broad term
to the Chinese. Anvthing involving a
foreign firm, whether or not the
Chinese engage in a creative or techni-
cal role, 1s called a coproduction. Zhao
Wei, deputy director of the China Film
Coproduction Corporation, recently
outlined three possible arrangements
under this term:

P Firstis ajointinvestment, with the
percentage split determined by the
needs and capabilities of the partners.
Zhao said a Japanese hlm company is
now discussing this type of deal.

P Under the second approach, the
Coproduction Corporation covers all
the [oreign company’s local costs in ex-
change for having a Chinese delegation
travel with the ilmmakers, all expenses
paid.

P The third involves foreign pro-
duction control, with local support pro-
vided ata fee. Walt Disnev Productions
and numerous independents have fol-
lowed this route.

A handful of American filmmakers
and small network crews have been
able to push through some documen-
taries under the last option—which is
by far the easiest and least costly prop-
osition in China. The shooting time can
be a fraction of that required for a 35-
mm leature; the crew tends to be more
self-contained, needing little or no
ancillary equipment or technical assis-
tance; and—most important from Chi-
na's point of view—the script probably
adheres to the principle of “truth and

realism™ (though precisely whose real-
ism can be a sucking point).

Independent hilmmaker Shirley Sun
had a fairly easy time with her two Chi-
na projects: the documentary Old
Treasures from New China, which she did
in 1975-76, and the recent “Three
Cities” series aired by the Public Broad-
casting System. Likewise John Wilcox,
producer of ABC's "American Sports-
man’’ series, made 1t through the
cumbersome approval process and
lived 1o tell about his three projecs:
one on the life and times ot the glamt
panda (with former First Son Jack
Ford), another on the Gongga Moun-
tain in Sichuan, and a third that follows
a hiking team up the Tibetan side of
Mt. Everest.

Both hlmmakers started their leg-
work way in advance, allowing ample
time for the inevitable confusions and
burcaucratic delays. The China Film
Coproduction Corporation has its own
problems to deal with once it receives
the hilmmaker's detailed plans. The
only permission it can give on its own is
the right to film: terms for all location
work, technical assistance, and equip-
ment rentals must be hammered out
with the appropriate parties. A scene
shot in an opera house or zoo, for in-
stance, would require separate permis-
sion from the management. One
filmmaker said a helicopter scene nec-
essitated the involvement of the Peo-
ple’s Liberation Army.

In contrast to Shirley Sun’s early ex-
periences, the Coproduction Corpora-
tion now makes almost all such
arrangements for the hlmmaker and
includes them in the overall fee. Still
she advises a ilmmaker to triple-check
to see that everything requested in the
agreement is spelled out. And even
then the fabled Last-minute changes are
bound to come up—such as finding out
upon arrival that a particular site isn’t
available for ilming, or that the needed
equipment didn’t make it to Beijing.

Walt Disney Productions has fared
well with the hlming ol its one-hour
documentary, The Wonders of China, de-
spite the fact that the shooting involves
trips to every province of China and to
Tibet, and makes use of a “ponderous”
hlming process known as “Circlevi-
sion.” Nine 35-mm cameras and
assorted mirrors are needed to achieve
a 360 degree effect. (The hilm will pre-
mier next fall in Florida, in a new circu-
lar Disneyworld theater modeled after
Beijing’s Temple of Heaven.)

In the estimation of Disnev executive
Randy Bright, the China Film Copro-
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duction people were “very smart about
business. Theyv wanted a sense of who
we were and where we're coming
from.” And, he said, they wanted “reas-
surance that we're not going to make a
political statement about China.”

Subject matter and tone constitute
the biggest potential sticking points,
China generally insists on script
approval before filming and ediung
rights as the shooting goes on.

Shirley Sun viewed the omnipresent
Chinese onlookers as helpful in pin-
pointing inaccuracies in her travelogue
series. But Richard Richter, senior pro-
ducer of documentaries at ABC. found
that always having “"somebody looking
" made it impossible
to work—especially when he says ABC
made it clear before signing the agree-
ment that Chinese editing rights would
not be one of the terms.

ABC first discussed ats idea—a
documentary on the redevelopment ol

over our shoulde

the performing arts since the end of the
Cultural Revolution—a year ago with
the Ministry of Culture, After the first
meeting went well, Richter and his
comptroller met with the Coproduc-
tion Corporation to discuss locations
and fees. "We were as explicit as we
could be without having done exhaus-
tive research,” he said.

Stone silence followed the meeting.
Richter said 1t took numerous contacts
after the hrst of the year to secure
another invitation. When the news
team met the Chinese again, “They
claimed they didn't remember the con-
versations as well as we had, even
though we had documents.” Despite a
subsequent agreement and another
survey trip, Richter said it “became
apparent we'd have access to practically
nothing.” So he dropped the idea.

“I get the feeling they're touchy
about anvthing that's not a touris
film,” he added.

It 1s mteresting to note that Walter
Cronkite experienced none of these
difhiculuies when he hilmed two general-
interest “Universe” segments that were
shown the middle of this vear. Senio
Producer Brian Ellis said the China
Central Television Network had in-
vited Cronkite 1o come to China on
several occasions. When he hinally
assented and proposed his segments—
on herbal medicines and aquiculture—
the Chinese gave him a choice of shoot-
ing locations. Ellis says the Chinese nev-
er asked 1o see the script or screen the
material. Which may go to show that
China trusts Uncle Walter, too.

As productions become longer and
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more complex, dithculties seem to
grow as well. New York Producer Sid-
ney Glazier decided to take his produc-
tion of The Marvelous Mongohan else-
where because ol tresome delavs in
China. At least one Hollvwood studio
has pulled out of discussions on shoot-
ing a musical variety show in the PRC.
Industry talk has it that studios are still
smarting from the bad impressions said
to be left in China by Bob Hope Enter-
prises.

The 40-member Hope crew staged
an elaborate variety show in China in
August 1979 that used from 60 to 250
Chinese actors and technicians at any
given time. Producer-Director Bob
Wynn admits it was a pretty tense time.
“China was in the throes of change and
there were groups that didn’'t want us
there.” he said. “We had a good
Chinese producer [and we] met some
extremely competent people, but they
had no control over some of the poliu-
cally oriented crew.”

The temper flare-ups that several
producers believe caused hard feelings
in China occurred, claims Wynn, only
when his group was pushed bevond
reasonable limits. “Thev kept our
equipment in Tokyo for six davs.” he
said. “Thev chartered the wrong plane;
they would deade to do it therr way with
some ol our sophisticated electronic
equipment.”

The production turned out to be as
expensive as it was difhicult. But Wynn

savs he wouldn’t hesitate to do that o1
another China project again. “1 must
say we got what we went for, and then

some.”

Hollywood on a China Budget

Opinions vary as to whether China is
an expensive or inexpensive film site—
undoubtedly because China has not vet
developed a uniform fee structure for
foreign hlmmakers. One producer said
the charges can vary widely, depending
“on whether you're Walt Disney and
have $2 million to spend, or Robert
Halmi and can atlord $500,000, sav.”

New York Producer Halmi just com-
pleted production on a one-hour TV
film called Peking Encounter. The movie
is a simple love story, he said: “Amer-
ican boy meets Chinese girl. Falls in
love.” (Only the Chinese insisted that it
be an American girl who falls in love with
a Chinese actor—whom thev selected.)
Liberty Mutual underwrote the project
to the tune of $600,000, and now is
negotiating with the networks for a
spring air date.

Halmi shares most ilmmakers’ opin-
ion that filming is much more expen-
sive in China than it is here, though
some services tend 1o be underpriced.
['ranslations were exorbitant, he said,
running at about $200 per page. “Be-
cause it's really typesetting rather than
Lyping, one correction in a script can
run $300 1o $400.7

Actors and technicians reportedly

Romance, rather than revolution, occupies the minds of the workers in Bus Number 3.
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can be hired at a lower scale than in
most Asian and African countries. Hal-
mi found the Chinese actors he used to
be good, but different than he'd hoped.
Their style of acting is “much more
traditional and scholarly”™ than in the
West. “We couldn’t accommodate 1t [in
the script]. so we had to do it straight.”

I'he Ttalians who are iilming the $25-
million production of Marco Polo in
China have spent the past two vears
uying to accommodate their stvle of
work to the Chinese—in everything
from budgeting to scripting to schedul-
ing. Producer Vincenzo Labella has
brought together more than 100 ltal-
ians with 100 Chinese and a cast of
luminaries from around the globe for
this eight-hour TV epic. The crew has
had to cope with everything from
popsicle salesmen interrupting the ac-
tion to actors stripping off their costly,
time-consuming makeup jobs when the
set got too hot. Yet things seem to be
wrapping up satisfactorily, and the

project should turn out to be “mutually
benehicial,” as the Chinese like to say.
According o The Asian Wall Street four-
nal, the producers paid China $3.5 mil-
lion for services and the right to film.
The Chinese also have secured domes-
tic distribution rights and a 10 percent
shice of the worldwide profis.

Since the coproduction terms can
vary so much from flm to Alm, one
Hollywood executive suggests that pro-
ducers lay all their cards on the table
when they meet the Chinese. "1f you're
coming in as a small-time person doing
a one-shot,” said James P. Devaney,
president of JPD Enterprises, “they
might not charge a percentage.”

Devaney, one of the first producers
to enter post-Mao China, has clinched a
deal to distribute a one-hour version of
the Chinese film Bright China outside
Asia. Commissioned for the 30th
annmiversary of the PRC, the film uses a
lot of archive footage o tell the story of
liberation. JPD paid a flat fee to the
China Film Export and Import Cor-
poration, which governs distribution of
all Chinese films abroad and of all for-
eign films in China, for the nighto edi,
narrate, and show the hlm. Interesting-
Iy enough, the corporation rejected De-
vaney's inital offer of a percentage
split. That hgure, he believes, would
have given the Chinese “quite signif-
icantly more” revenues than the
agreed-upon flat fee.

Devaney offers some straightfor-
ward advice to producers who are
trving to get a lens in the door: Take in
the minimum number of crew: employ



some Chinese for coordination, logis-
tcs, interpreting, and crowd control:
and—most important—let the Chinese
in on the venture's potenual. “1f a per-
son 1s willing to go in with statstics and
projections” (audience and revenue
potential on cable TV, for instance), *1
think vou'd have a lot more excite-
ment.” Likewise, if the project has lim-
ited distribution and market potential,
Devaney savs to discuss that as well.
“Coproduction means coproduc-
ton,” he remarked, “so they should
know where the project is going.”

Lights. . . Cameras. . . Business

Some of the hlmmakers who have
succeeded with a China project have
made 1t a pomnt to involve the Chinese
in the actual production, 1o make the
filming a cooperative venture to the
greatest extent possible. Randy Bright
was favorably impressed with the skills
of the Chinese technicians who sup-
plemented Disney Productions’ nine-
member crew. Robert Halmi remarked
that by the time his production had
wrapped up, “the voung Chinese
sound man we used was as good as any
American.”

Home Box Oftice this spring filmed
an ice skating show in Beijing with an
all-Chinese television crew. Assistant
Director Linda Jackson said the Amer-
icans videotaped the rehearsal and
then discussed with the Chinese each
shot they did and didn’t like. The actual
filming went fine, she said. although
some editing problems have since
cropped up. The color is not what it
should be, and the focusing and zoom
shots are sometmes olfl.

“Their equipment is outdated,” she
remarked.

Filmmakers here say China's flm
studios have just about evervthing the
American studios have—only the
equipment is about 20 vears older.
(The television industry, while not en-
tirely modern, has been updated in re-
cent years with Japanese equipment.
More purchases should be made next
summer. In September the National
Council for US—=China
member companies a list of 34 types of

I'rade sent

broadcasting, television, and audiovi-
sual equipment to be purchased under
the terms ot a $30 million World Bank
loan now under consideration.)

All the motion picture stages and stu-
dios have been built or remodeled since
1949. The Beijing Film Studio, for in-
stance, has hive stages—one of them a
special-effects stage—which one US
equipment broker described as “pretty

Amencan Film Institute
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The young A Bing practices the music that will sustain him through the years of adversity.

standard.” About 85 percent of the fea-
ture hilms are shot in color, many of
them using Eastman Kodak or Fuji
film.
of their own color film (Kodak ofhcials
much), and most ol

I'he Chinese manufacture some

aren’t sure how
their black-and-white film.

China's feature hlms generally are
shot silent on location and dubbed lat-
er. The US equipment broker saw
nothing out of the ordinary in China's
scoring stages and mixing rooms, put-
ting them on a par with some older US
facilities. But the music that comes oul
ol them could start sounding a bit odd
betore long. Last fall the Chinese
signed an agreement with a New York
firm, Valentinos Major Production
Music and Sound Effects Library, to
use some of its background music for
Chinese hlms.

Business activity has been picking up
in the past year—and some Americans
think this is just the beginning. Magna-
Tech Electronics Company shipped six
packages of high-speed sound record-
ing, reproducing, and projection

equipment to China at a total value of

about $750,000. In March the RCA
Corporation installed about a half-
million dollars” worth of high-speed
sound-on-film equipment in Beijing.
One equipment trader said that China
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was comparing that system with a Mag-
na-lech system installed in Shanghai
for its dollar-tor-dollar value. Howev-
er, those results have lost their sig-
nificance now that RCA has phased out
that particular equipment.

Hollywood Film Company just deliv-
ered a half-dozen special-effect and
bidirectional printers at a price range
of between $50,000 and $150,000
apiece. And Mitchell Camera Com-
pany shipped six 35-mm cameras o
Beijing, cach ol them carrying a
$100,000 price tag.

Paul Yang of Paul Yang Associates,
who handled the deal, says most of Chi-
na's 35-mm cameras are domestically
made, although the studios also use
some German Arriflex cameras.

I'he Beiping Film Studio is testing
some Panavision PanaHex cameras and
lenses on the new film Chi Yum. Ofhcials
already have approached Panavision
about purchasing two lense sets. But
since the company is only in the leasing
business, Vice-President Raphael
Aramburo said the company has de-
cided “no sale.”

I'here is one, and only one, technical
aspect of China’s movie industry that
makes it the envy of every hlmmaker: It
has the world’s last Technicolor film-
processing lab. The Beijing Film Studio
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bought the system from the London
firm a few vears back. after all Western
studios had been forced to abandon the
dye-transfer method and switch 1o
Kodak color film when the company
dramatically cut its price. The system
that gave us such vivid films as The
Wizard of Oz and Gone with the Wind is
shared by the various Chinese studios,
but is not used for every film.

(Talk among a few US businessmen
that China has manufactured a domes-
tic version ol the Technicolor lab could
be substantiated by neither the Chinese
film delegation mentioned earlier, no
any other manufacturer interviewed
for this piece.)

China also has a one-of-a-kind
adjustable hghung system that it de-
veloped for its own use. Technicians
can move the lighting into 37 positions
by remote control. Paul Yang described
the system as “very ingenious,” but
doubted its practicality. "It takes too
long 1o adjust,” he explained.

From his numerous talks with the
Chinese, Yang got the overall impres-
sion they are trying to overhaul their
equipment in at least the partial hope
ol overcoming their other problems. 1
try to tell them s not the equipment,”
remarked Yang. “What they have is us-
able. The problem is management and
technical capability and scripts.”

Indeed, it is in its simplest film work
that China seems to excel. The Shang-
hai Animation Studio has received
numerous awards for its special anima-
tion techniques from festivals around
the world, including the London Inter-

national Film Festival and Cannes.
I'he studio’s painted ink-and-wash
method, for instance, adapts China's
stvlized brush strokes to cartoons. Its
paper-cut technique, hirst emploved in
the movie The Pig Eats a Watermelon,
combines the use of paper cuts with the
art of shadow puppetry. A Hat puppet
hide. or
sheepskin is treated with saltpeter,

made ol oxhide, donkey

scraped thin, and then dyed various
colors. Performers use sticks to man-
ipulate the dolls against a ighted white
background.

[t is generally agreed among
filmmakers that in this phase of the
industry, China has achieved the ex-

cellence it still seeks in feature hlms.

From Star Wars to Bus Number 3

['he PRC film delegation that just
departed the US is but the latest in
several creative and technical delega-
tions that have visited our film mdustry
in the past year. The Chinese are intent
on seeing as many foreign hlms and
filmmakers as possible, in the hope of
adapting foreign techniques 1o a
Chinese style of filmmaking. Movie-
goers and makersalike in China believe
their pictures must begin to move away
from the simplistic propaganda and
moralistic pieces that have character-
ized the cinema for so long. Instead,
they want the industry to march toward
social realism.

I'he people’s goals for their own
cinema are reflected in their tastes in
American hlms. Xie Rongjin, a for-

eign-film researcher at the Insttute of

Foreign Arts and Literature, said re-
cently that Kramer vs. Kramer and Ordi-
nary People were among the film delega-
tion’s favorite US movies. Why?: “Be-
cause they are realistic and representa-
tive of American life,” she explained.

When asked about the delegation’s
reaction to Star Wars, she and another
Chinese shrugged off the hlm. Said
Xie, “We don’t think thart film is repre-
sentative of American hfe.”

A talk with the delegates revealed a
surprising amount ol interest in and
knowledge of films worldwide. A blos-
soming of associations, research insti-
tutes, and cultural groups dedicated o
the creative and technical sides of film
has taken place since the Cultural Rev-
olution. Readers are said to be lining
up outside the Guojhi Shudian for
hours on the davs that various film
magazines hit the stands. The Chinese
Film Workers” Association alone pub-
lishes Popular Cinema, Cinematographic
Art, Cinematographic Technigue, and
Foreign Translations in Film Work. A
splashy English-language magazine
that premiered late last year—China’s
Screen—each quarter gives Westerners
an inside look at China’s latest ilm proj-
ecls.

To encourage artistic excellence,
China even has instituted three awards
programs to honor the best films: the
Hundred Flower Awards, the Golden
Cock Awards, and the Ministry of Cul-
ture Awards. The last carries with 1t
bronze statuettes and cash prizes rang-
ing from ¥1,500 for animation to
¥3.000 for features.

At left: poster for Third Sister Liu. At right: the militant—but amusing—ballads of Third Sister Liu moved the people to rebel against the greed of their

feudal lords.
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The first US—=PRC hlm exchange—
which China just completed with its
cross-country US tour—has given each
country a rare ghmpse into the other’s
cinematic art. Since normalization, the
masses have seen only a few B-grade
American hlms, like and
Futureworld (which is the movie the
actors are all rushing o see in the PRC
film Bus Number 3). The Ministry of
Culture has invited filmmaker Shirley
Sun to bring a halt dozen independent
films to Beijing, Shanghai, and Cheng-
du next fall. All that stands in the way
of the festival right now is the $60,000

Conuvoy

needed for translations and subtitling.

Unfortunatelv, commercial consid-
erations make 1t unlikelv the Chinese
will see many more recent studio re-
leases. China and the Motion Picture
Association of America have been un-
able to come to terms on distribution.
MPAA s standard terms involve the dis-

tributor getting a share of the box
office; China's provide for only a fHat
rental fee—and a small one at that,

MPAA President Jack Valent makes
the point that the industry would be
undercutting its other markets in the
East by giving China special deals. Chi-
na counters by saving the US doesn’t
understand the Tundamental differ-
ence the American and
Chinese movie industries.

Explained Chen Huaikai: “In China,
film. . . exists to serve the people, toin-
crease people’s knowledge, and to satis-
Iy thewr need for entertainment. In the
US the purpose is to make money.”

The ive PRC hilms sent here number
among the best pre- and post-Cultural
Revolution productions China has to
offer. (Some critics charge that the
American hlms the Chinese viewed this
spring are not necessarily the best we

between

could have sent: Shane, Snow White and

ho you know in China’s film in-

dustry is not nearly as important
as where you go, since coproduction
ventures are approved in a top-to-
bottom process reminiscent of the old-
er days of moviemaking.

While most filmmakers interviewed
for this story either contacted the
Ministry of Culture or went directly to
the China Film Coproduction Cor-
poration, the PRC embassy recom-
mends another route. Shu Zhang,
second secretary for cultural affairs,
says all inquiries concerning location

cooperation should be directed to the
Commission for Cultural Relations
with Foreign Countries. This ministry-
level organization, reestablished about
a year ago, then will direct the corre-
spondence to the Ministry of Culture—
which in turn will set the letter on its
proper course within the ministry's vast
domain.

Address for the Commission for
Cultural Relations with Foreign Coun-
tries: Shatan, Beijing. Minister: Huang
Zhen.

Once inside the Ministry of Culture,
inquiries go to the China Film
Bureau—the policymaking organiza-
tion that oversees the country’s produc-
tion and distribution network. Direc-
tor: Chen Bo. From there, letters in-
volving any type of location work in
China are referred to the China Film
Coproduction Corporation, at 54
Dongsi Nanjie Lishi Hutong, Beijing.
Manager: Li Weicun. Letters concern-
ing film exchanges or rentals proceed

work, film festivals, or other types of

to the China Film Export and Import
Corporation, at Xinjiekou Wai Dajie
No. 25, Beijing. This company has
absorbed the functions as well as the
name of the Film Distribution and
Showing Company. Manager: Hong
Zang; Deputy Manager: Li Xin.

Television producers wishing to film
in China have a choice of two approval
channels, depending on the type of
work to be done. Proposals for small-
scale TV productions requiring little
more than location shots may be sent to
the China Television Service Corpora-
tion, under the Central Broadcasting
Administration. Address: 2 Fuxing-
menwai Dajie, Beijing. More elaborate
productions that require technical
assistance, actors, or extras are handled
by the China Film Coproduction Cor-
poration.

The importing and exporting of film
equipment come under the domain of
the China National Film Equipment
Corporation, which Shu says operates
directly under the Film Bureau.
Address: Xinjiekou Wai Dajie No. B-
25, Beijing. Some confusion exists over
the approval channels for television
equipment sales. For instance,
MACHIMPEX and the State Bureau of
Broadcasting and Television Indus-
tries both have been mentioned in this
connection. Shu says perhaps the best
bet would be to contact the Central
Broadcasting Administration on
equipment sales, even though it has no
subsidiary designated for that specific
purpose. —CG
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the Seven Dwarfs, The Black Stallion, Guess
Whao's Comimg to Dinner, and Singin” in the
Rain—which the Chinese may or may
not have found representative of
American life.) In China's selections,
Americans can sense some of the rich
traditions of drama and mvth that were
broken by 10 years of havoc, as well as
appreciate the great efforts that
Chinese filmmakers must make to re-
capture their heritage.

I'he popularity of the festival’s single
comedy, Bus Number 3 (or The Younger
Generation), speaks to a new type ol
Chinese film that combines some ol the
wit and character of the older films with
current political teachings. Like cherry
cough medicine, this 1980 movie does
its job without leaving an unpleasant
altertaste.

The story line is simple: A voung
worker on Bus Number 3 takes out his
intense dislike for the job on his riders,
until one of the passengers develops a
loudspeaker that makes his work much
easier. Throughout the film, however,
the comic skits and plot twists drive
home some surprisingly critical points.
In one prolonged scene that virtually
every China trader can recognize, a bus
worker and her scientist friend spend
most of one day trying to hind an inte-
grated circuit board for another inven-
tion. First, the girl at the counter tells
them, "Have vour plans approved by
management, hifth floor.” When they
arrvive there, the manager says, “No,
that's equipment. Ground floor.” On
the ground floor they're told 1o go back
to planning. and so on.

Finally, when it seems certain they've
approached every department but this
one, the man behind the desk asks
them, "Have vou got a permit for that ="

The chmax of this romantic comedy
comes after the voung bus workers use
a new tape recorder that the scientist
designed as an address system, to play
back the shy inventor's declaration of
love to his girlfriend. Later, when the
system 1s hooked up to the bus, the
wrong tape is plugged in—to the riders’
general merriment.

The moral of the story speaks to the
state of China's industrial development
and the direction in which it is heading.
But the hlm says something very basic
and appropriate about the country’s
movie industry as well: “Please do not
laugh,” the bus worker tells the passen-
gers. “This is the first step in our mod-
ernization, and a lot is left 1o be done.”

*From the September 1979 Hong
Kong Dongxiang.
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Economic Courts
Paul A. Allen and Marc S. Palay

Among the [unctions of Clina's newly
established economic courts is Lo resolve dis
putes tvolving foreign enlerprises in Chi-
na. The pnﬂm'.'.'.'um n’f these courts, theur
prrocedures, and unusually ligh conviction
rates (often exceeding 90 percent) are issues
of vital importance to US firms contemplat-
ing any form of divect investment in China.
In this article, attorneys Allen and Palay of
Bergson, Borkland, Margolis & Adler,
Washington, DC, describe the structure and
operation of these novel forums. Their veport
is based on interviews with Chinese judges
and trade officials, and on personal observa-
tions obtained last spring l'l_\ Allen, who was
a member of a delegation to China of US
legal experts led by Professor Ernest Gell-
horn of the University of Virginia Law
.\.f'h”\'h’,

tartling developments in the
country’s legal system are accom-
panving China’s announcement

of economic reforms and us desire to
attract technology through foreign
trade and investment. Of greatest sig-
nificance for US businesses is the swift
establishment of more than 1,000 eco-
nomic courts since mid-1980.
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China Law

In the first of three articles on China’s developing judicial
system, two Washington lawyers discuss the workings of the

new economic courts.

Arbitration clauses are appearing more frequently in
contracts with the PRC. But as the second story explains,
this last resort pmrwluw may raise more questions than it

settles.

The third article examines the joint venture, labor, and tax
regulations, emerging as part of China’s legal framework

for foreigners.

I'hese courts are empowered to
handle disputes involving foreign firms
as well as a host of domestic criminal
and civil matters. As a result, the new
tribunals—with their high conviction
rates, “"People’s Assessors,” and policy
of only permitting representation by
Chinese lawvers—may aftfect a com-
pany’s business and legal strategy in
China.

Economic courts form one ol the
three divisions or tribunals within the
People’s Courts provided for in the
Organic Law of People’s Courts
adopted by the Fifth Nauonal People’s
Congress on July 1, 1979 (The others
are civil and criminal.) Growth has
been rapid: By the end of March 1980,
29 divisions operated in all Higher Peo-
ple's Courts at the provincial level, 277
in Intermediate People’s Courts in pre-
fectures, and 697 in Basic People’s
Courts at the county or district level.
An additional 600 are now being estab-
lished.

Jurisdiction

Economic courts are authorized to
dispose of civil and criminal cases in-
volving:

P contract and related commercial
disputes between Chinese organiza-

tions that cause heavy economic losses;

P trade, maritime, insurance, and
other business disputes involving for-
eign parties; and

P “cconomic” crimes which are spe-
cified in Articles 113-130 of the Crim-
1979) and
in the environmental protection and

inal Law (.ulu])lml July 1.

forestry laws. Economic crimes entail a
broad range ol offenses including
theft, bribery, smuggling, embezzle-
ment, tax evasion, trademark infringe-
ment, misappropriation of state funds,
economic sabotage, failure to treat in-
dustrial wastes, neglect of worker safe-
tv, and other “serious failures of duty
and responsibility.”

I'o guide the court, the third session
of the Fifth Nauonal People’s Congress
reaffirmed in principle the validity of
“more than 1,500 laws, decrees, and
administrative regulations enacted by
the state since 1949.7 Of these, 200
have been enacted since 1977, In addi-
ton, more than 50 new economic stat-
utes drafted by the State Council’s va-
rious departments are being reviewed
by the Economic Statutes Research
Center established in July 1981. The
center is also updating 30 other stat-
utes.
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“Seeking Truth From Facts”

The impetus for establishing the
courts was the often-voiced fear that
the slow method of solving disputes be-
tween enterprises—the traditional
practice of mediation by “superio
organs”—would retard the pace of eco-
nomic modernization. In the words ol
the Beijing Review, " The defect with this
method was that many economic dis-
putes could not be solved after long
wrangling.” Instead, the economic
courts were created and then touted as
disinterested forums that would pro-
mote “socialist modernization™ by
promptly seeking “truth from facts"—
to use the phrase of Vice-Premier
Deng.

While the economic courts were con-
ceived primarily as imstruments of
domestic policy, they probably were
created with the foreign business com-
munity in mind as well. If so, the
Chinese mav have been responding,
however indirectly, to Western anxiety
over the resolution of disputes by the
same bureaucracy that provoked the
disagreementin the hirst place. Indeed,
they may have been particularly sensi-
tive to such concerns because ol their
own [resh memories of the turmoil of
the Cultural Revolution. Then, dis-
putes were generally resolved by deter-
mining which party was “Left” and
which one “Right,” rather than by
“seeking the truth from facts.”

Now, two vears after the creation of
economic courts and the announce-
ment of economic reforms, an impar-
tial facthnder has even greater appeal.
China’s general increase in trade with
the West and the decentralization of 1ts
foreign trade structure have signif-
icantly increased the potential for
more complex commercial disputes.
Moreover, as more Western personnel
operate in China, there is the potential
for job-related accidents and “eco-
nomic crimes” involving negligence or
environmental degradaton.

In this setting, economic courts pro-
vide a refreshing departure from prior
dispute/resolution systems. In fact, the
tribunals have some elements in com-
mon with Anglo-American law: inde-
pendent and elected facthinders, de-
fense counsel, and specified routes of
appeal.

But, as we observed during two trials
and three interviews with economic
court judges, judges may not be ade-
quately trained, lawyers represent “the
facts” and not a partcular client, and
the Chinese penchant for “working

things out™ usually prevails.

To foreigners the economic courts
are a double-edged sword: Ostensibly
they are imparual factfinders whose
goal is the “truth,” but they may pro-
vide the strongest incentive vet to settle
a dispute through “friendly discus-
sions,” conciliation, or arbitration.

Economic Courts as a Policy Tool:
The Bohai Oil Rig Disaster

The capsizing of the Bohai No. 2 ol
rigon November 25, 1979, and the Au-
gust 1980 trial in the economic division
of the Tianjin Intermediate People’s
Court, underscored Beijing's deter-
mination to use the law to hold man-
agers accountable for their actions. The
accident was the most serious in the
history of China's petroleum industry,
causing 72 deaths and a loss ol ¥37
million (more than $25 million). This
disaster, coming only five months after
the creation ol economic courts, was

the first major test of their authority,

Chinese commentators have de-
scribed how those responsible for the
disaster attempted 1o avoid the blame,
or at least tried to postpone it by send-
ing the investigation through
bureaucratic channels. Petroleum
Minister Song Zhenming was quoted as
saving that the disaster was caused by
an unpredicted storm, that the loss was
an acceptable price to pay to develop
the Bohai oilfields, and that in view of
these facts no further action was neces-
sary. Apparently his allies in the
bureaucracy helped curb the opposi-
tion. Indeed, Chief Prosecutor of the
Supreme People’s Procuratorate
Huang Huoging acknowledged that
there was “no small resistance” 10
trying those responsible.

Other Chinese leaders exerted press-
ure to wdentify and punish the guilty
through the economic courts, presum-
ably a less biased and charitable forum
than the Petroleum Ministry. The offi-
cial rationale for using the economic tri-
bunals was that leading cadres who pre-
cipitated “major accidents” or commit-
ted “big mistakes or faults” causing
great loss of public property should be
punished. 1f they were not, the argu-
ment went, there would be a decline of
quality ol work and Party discipline.

This line finally prevailed. Three
managers in the Petroleum Explora-
tion Bureau and the captain of Benhai
No. 282, the vessel that had towed the
Bohai platform, were tried and each
sentenced to a prison term varving
from one to four years.
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Resolving Disputes Over
Shoddy Workmanship

Soon alter this famous case, the eco-

nomic tribunals began hearing more
prosaic matters. The frst economic
trial ever to be held in Beijing involved
a dispute over an electric hoist for
which a factory of the Beijing Con-
struction and Engineering Company
had paid ¥4,935 o asupplierin June of
1978. According to a June 14, 1980
report in the Beying Evening Daily:

“As the hoist failed to function when

it was delivered, the factory was claim-

ing ¥7,000 in compensation to enable

it to buy a newer model, complaining
that the model it had bought was now

an old one. The court rejected this

claim, arguing that the factory had 1o

bear the consequences of its pur-
chases, but ordered the supplier to re-
pair the hoist and make sure that it
would be suitable for the purpose for
which the customer had bought it.”

Another early economic case in Bei-

jing involved a dispute between a local
tarpaulin factory and a weaving factory
in Heilongjiang Province. The Beijing
factory had refused to pay for the last
5,000 meters of a 30,000-meter
order of canvas, claiming it was of in-
ferior quality. According to the June
30, 1980 Xinhua report:
“After investigation the court deter-
mined that the main problem was that
there was a dull market in Beijing for
finished products made from the can-
vas for the tume being. A mediation
order worked out by the court ruled
that the Beijing factory should pay
¥5,000 in cash to the Heilongjiang
factory immediately and another
¥5,090 by the end of the year. Entail-
ing a reduction in the original price by
one vuan per meter of canvas, the
solution was welcomed by both sides,
according to court documents.”

Economic Court Players:
Judges and Assessors

A full economic court consists of one

judge and two People’s Assessors, who

are usually ordinary ciizens paid by
their work units while they serve on a
court. They have the same voting rights
as judges; a majority vote of two out of
three is necessary to render a verdict,

At the county level, judges and asses-
sors are elected by the population at
large, while at the prefectural level and
above they are selected or removed by
the standing committees of the People’s
Congress; they serve the same length of
term as the ofhcers elected by these
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congresses. While judges must be
nominated, however, anv Chinese
citizen at least 23 yvears old may be put
on the ballot to be an assessor. Accord-
ing to the Organic Law of People’s
Courts, judges and assessors, like most
judicial personnel, must belong to the
Chinese Commumst Party.

All the judges our delegation inter-
viewed in Tianjin, Nanjing, and Shang-
hai had some legal training, which now
consists of a four-vear university pro-
gram. However, they admitted that the
enormous disruptions of the 1966-76
Cultural Revolution deprived the
country of adequate numbers of qual-
thed jurists. At the present time China
has approximately 200,000 “judicial
workers"—employees ol public secur-
ity departments, procuratorates, and
courts at all levels, Of these, only 4,800
are lawvers.

I'he most important cog in China's
judicial machinery is the People’s Pro-
curatorate, the ofhice of the prosecutor
at each level of government that is
somewhat akin to our attornev gener-
al’'s ofhces at the federal and state level.
I'he prosecutor and deputies to the lo-
cal People’s congresses are elected a
the same time. The prosecutor’s actions
are not reviewable by the People’s

A majority vote of the judge (center) and two People’s Assessors is required for the verdict.

Court. Furthermore, the prosecutor is
the one othicial empowered 1o autho-
rize an arrest or search. or to ssue an
mdictment.

After a public security organization
arrests an individual, the facts of the
case are gathered and a report sent 1o
the prosecutor, who then examines the

(‘\I(l(‘ll(('. secures witness statements

and, if warranted, 1ssues an indictment

The Trial of Kang

Major differences between the
Chinese and American judicial systems
surfaced during the trial of Kang Lian-
guan, a lY-vear-old construction
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apprentice in Shanghai who dropped a
cement fragment from the third Hoor
of a building being erected by his pro-
duction team, killing a woman passer-
by. Kang was mstructed by the team
leader to shovel the debris to the north
side of the building, but atter area resi-
dents complained, he elected to deposit
it on the east side, where the acadent
occurred.

The case was assigned to the eco-
nomic court ol the Shanghai People’s
Court, not the civil or criminal division,
because it involved a “serious tailure of
responsibility™ on the part of an eco-
nomic enterprise. The act, which
would not have been criminal under
Anglo-Amenican legal principles, was
an alleged violation of Article 114 ol
the criminal code because Kang dis-
obeved a work rule lawfully imposed by
his team leader.

During the course of the trial at least
one important pre-trial development
surfaced: The construction team had
agreed to compensate the dead
woman's family in the amount of
¥1.600 (approximately $1.000), and
Kang had agreed to personally con-
tribute an additional ¥400. This illus-
trates the conunuing vitality ot the
usual Chinese policy ot settlement by
concihation.

Inside the Courtroom:
Arguing for Leniency

Kang was represented by a lawver,
one of only 70/ all of Shanghai, and
one of 30 from the Justce Ministry's
Legal Advisory Office there. (More
than 1.300 of these othices have now
heen established throughout the coun-
try.) Also participating in the case
were  lwo p]nst'(ul(n\ from among
500 employved by the Shangha People’s
Procuratorate.

The court is especially equipped for
foreigners; our delegation plugged in
carphones and heard a simultancous
translation of the trial.

I'he voung judge, perhaps 35 vears
old, was accompanied by two assessors,
two prosecutors, the defense lawyer,
and a scribe. Defendant Kang, as for-
lorn, embarrassed, and devastated a
defendant as one is ever likely 1o see,
was brought into the courtroom, head
bowed, to stand in front of the court,

The trial lasted only about two hours,
One prosecutor presented virtually all
the evidence. The trial began when two
witnesses appeared merely o athrm
the prosecutor’'s opening statement
that the debris had been wrongfully
dumped. The witnesses then departed

Defendant Kang (right) and the two pros-
ecutors listen to the defense.

without being cross-examined. The
prosecutor read the indicomentand the
witnesses’ statements which he had se-
cured out of the defense counsel’s pres-
ence. He also presented photographs
and a piece of the cement that had
struck the woman.

The prosecutor and the defense
counsel briefly examined Kang. He
maintained that his actions were excus-
able because ol the residents’” com-
plaints and the team leader’s absence.
Both lawvers then made closing state-
ments. The prosecutor argued that a
worker's action contrary to a work rule
clearly violates the eriminal code. The
defense lawver focused on mitgating
circumstances: Kang had been on the

job only 88 days. the team leader

should have been there, and there
should have been warning signs as re-
quired by local practice.

Following 15 minutes of delibera-
tion, the three junsts returned. The
judge, reading from a prepared text,
found Kang guilty but suspended his
one-vear sentence because he had a
“proper attitude.” he suffered from a
liver condition, and he was the princi-
pal wage earner in the familyv. Kang,

who could have been sentenced 1o
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three vears, then was grabbed by his
jacket collar and taken from the court-
room. He was released later that dav to
be given a new construction job.

Persons convicted in an economic
court can appeal as a matter of right to
the next highest court. As we saw later
in the Tianjin Intermediate Court, the
appeal is heard by one judge and two
People’s Assessors. According to the
admimstrator ol the court, the duty of
appellate courts is 1o determine
whether the testimony 1s true, the evi-
dence clear, the penalty correct, and
the law suitable to the crime.

The appeal our delegation witnessed
in Tianjin was surprisingly similar in
format and procedure to the Shanghai
trial. For example, the defendant’s
counsel argued only for a penalty less
severe than that imposed by the lower
courts. There was noargument that the
defendant was mnocent

Foreign Companies and
Economic Courts

An economic court is not hmited to
punishing crimes such as Kang's o1 to
resolving contract disputes between
two Chinese enterprises. It can also
assert jurisdiction over maritime
affairs, msurance, toreign trade con-
tracts, joint ventures, and environmens-
tal problems. In sum. a foreign com-
pany doing business in China is within
the long reach of the economic tribu-
nals under three general sets of cir-
cumstances.

P Ihe first, and easiest for the gov-
ernment to invoke, is il a company’s
contract or other agreement with a
PRC entity expressly authorizes ad-
judication in China. For example, the
China=Schindler joint venture agree-
ment provides for the resolution of dis-
putes arising under that agreement
through arbitration or in the “ordinary
court ol the domicile of the actual de-
fendant.”

P Second, even without express
contractual authorization, the author-
ity of an economic tribunal might be
invoked in connection with routine
commercial disputes over such matters
as product defects, delivery delays, o
insurance claims.

P Lhird, illegal acts of a foreign
company or its emplovees in the opera-
tion of a facility or enterprise on
Chinese soil could subject the person or
company to the jurisdiction ol these
tribunals. The most likely possibilities
are noncompliance with environmen-
tal regulations, orcriminal or negligent
acts by emplovees.
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To date, no foreign company has
appeared in an economic court. The
Legal Advisory Office of the China
Council for the Promotion of Interna-
tnonal Trade (CCPIT) was created two
vears ago to provide or recommend
Chinese lawyers to handle maters with
foreign countries. In that time it has
addressed many foreign cases, but
apparently all have been settled by con-
ciliation. The chiel judge of the Nan-
jing Economic Court did predict,
however, that “in the future mavbe we
will see this kind of dispute.”

Even when a case is submitted to the
court, says the CCPIT, “conciliation
.and the arbitra-
tion award or the court judgement will
be made only after conciliation fails.”

may be conducted . .

Presumably, the court would facilitate
conciliation with foreigners by assign-
ing a CCPIT lawver to the case.

Given the preference for arbitration,
it 1s not surprising that far more eco-
nomic cases are settled out of court
than are actually tried. Of the 6,132
cases examined by economic courts last
vear, the Xinhua News Agency reports,
4,382 were “administered through
mediation.”

Foreign firms brought before eco-
nomic courts will be properly repre-
sented, according to numerous ofhcial
pronouncements—including several
by Ren Jianxin, vice-chairman of the
CCPIT's Legal Affairs Department.
Non-Chinese nationals are not permit-
ted to represent clients in economic
courts, but Chinese lawvers are avail-
able 1o bring or answer lawsuits on be-
half of toreign clients. They also may
provide “consulting opinions™ o1
negotiate with Chinese entities on be-
hall of foreign firms. According to the
chairman of the Guangzhou Lawvers’
Association, his city Legal Advisory
Oftice even has specialists in matters
that pertain to foreign countries, in-
cluding joint ventures.

I'he structure of legal advisory
ofthces and the diverse services they
render prompted Vice-Chairman Ren
to tell an American that they are “just
like your law firms.” Although the com-
parison is generally inapt, there is one
similarity—clients must pay a legal fee.
The fees are not paid to lawvers,
however, but to the advisory offices. So
far the rates have not been announced.

Legal Pitfalls
The right of a toreign company to
legal representation in China should
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not obscure a vital point: the difference
between a lawyer’s responsibilities in
the PRC and the US. As the chief judge
of the Tianjin Intermediate Court
observed, “In our country lawvers rep-
resent the facts, not the client, and they
are the legal workers of the state.” The
Chinese lawyer, like the judge, is sup-
posed tobe a “truth seeker” rather than
a representative of any individual par-
ty. Thus, a Chinese lawyer will refuse 1o
representaclient ata trial if the chient is
believed to be “incorrect,” and on
appeal lawyers “must remain silent,”
according to Chinese law, if they think
that the result in the lower court was
proper.

Knowing when to obtain legal coun-
sel 1s one of the most important things
foreign companies will have to learn.
At least with respect to criminal cases,
the Chinese judicial process can be
swift: Two months elapsed between
Kang's accident and his trial. Under the
penal code, a defendant is entitled 1o a
lawyer only after indictment by the
procuratorate and arrest. It is unclear
whether a foreign company or its em-
plovees who commit crimes or “serious
failures of duty” are entitled to earlier
representation.

If a person is indicted for a criminal
oftense, there are clear incentives not
to go to trial in China: The procurato-
rate reportedly obtains convictions in
97 percent of the cases it institutes; a
defendant’s right to a lawyer does not
ensure a legal defense in the Western
sense; and courts are principally
forums for imposing punishment
rather than determining guil.

Future of the Courts

There 1s much evidence that eco-
nomic courts will have a growing role in
the resolution of disputes and the
punishment of economic crimes in Chi-
na. But important questions remain.
Mighta foreign company use the threat
of civil proceedings as a prod, for ex-
ample, in dealing with intransigent lo-
cal bureaucracies or enterprises that
fail to meet their contract obligations?
More importantly, will the largely un-
tested judicial system be able 1o with-
stand political pressures? In short, are
economic courts a fixture in the long-
term drive for modernization or are
they simply today’s ornament?

In the words of a Beijing University
law professor we interviewed, “The
courts are new and we are still ex-
perimenting.” *

Arbitration

Yeow Ming Choo

hina has become increasingly

receptive to the notion of

arbitration of commercial dis-
putes in neutral settings. The principle
1s explicitly recognized, albeit as a last
resort, in Article VIIT of the US-PRC
Trade Agreement signed on July 7,
1979. Moreover, a recent survey con-
ducted by the Arbitration Subcommit-
tee of the National Council’s Legal
Committee indicates that more than
half of all US—China trade contracts
contain clauses specifying arbitration
in third countries.

Chinese negouators still regard the
arbitration process with distrust due to
an ancient cultural aversion to settling
disputes by litigation. A preferred
method is “talking disputes into har-
mony” through mediation and con-
ciliation. If they could, the Chinese
would perhaps dispense with dispute
settlement clauses in their contracts
altogether. Indeed, three of the 29 con-
tracts covered in the Council’s survey
contain no such clauses.

China has always insisted that
arbitration be conducted only as a last
resort. Typically, a contract with a
Chinese agency or corporation con-
tains requirements that the parties
make their best effort to resolve differ-
ences through “friendly consuliation”
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China’s International Commitments and
Declarations on Arbitration

Article VIII of the US—China Trade Agreement, signed in Beijing on
July 7, 1979, and ratified on February 1, 1980:

The Contracting Parties encourage the prompt and equitable settlement

of any dispute arising from or in relation to contracts between their
respective firms, companies and corporations, and trading organizations,
through friendly consultations, conciliation or other mutually acceptable
means.

If such disputes cannot be settled promptly by any one of the above-

mentioned means, the parties to the dispute may have recourse to
arbitration for settlement in accordance with provisions specified in their
contracts or other agreements to submit to arbitration. Such arbitration may
be conducted by an arbitration institution in the People’s Republic of China,
the United States of America, or by a third country. The arbitration rules of
procedure of the relevent arbitration institution are applicable, and the
arbitration rules of the United Nations Commission on International Trade
Law recommended by the United Nations, or other international arbitra-
tion rules, may also be used where acceptable to the parties to the dispute
and to the arbitration institution.

Article XIV of China’s joint venture law adopted on July 1, 1979, at the
second session of the Fifth National People’s Congress and promul-
gated on July 8, 1979:

Disputes arising between the parties to a joint venture, which the board of
directors fails to settle through consultation, may be settled through con-
ciliation or arbitration by an arbitral body of China or through arbitration
by an arbitral body agreed upon by the parties.

Statements by Chinese officials:

More and more contracts provide for arbitration to be conducted in
China. In the recent year, not a few economic and trade contracts signed by
Chinese corporations and enterprises with those of US, Japan, Federal
Republic of Germany, United Kingdom, France, and others clearly stipu-
late: in the event of disputes arising between the parties, the disputes shall
be settled by themselves through f{riendly negotiation; failing that, the
disputes shall be arbitrated by the Foreign Economic and Trade Arbitration
Commission of the CCPIT. ... The commission is gratified with such
arbitration clauses contained in contracts signed by the Chinese and foreign
corporations and enterprises and shall fairly and reasonably settle disputes
in a truth-seeking way and on the principle of equality and mutual benefit
.. .. (Ren Jianxin, director, Legal Affairs Department, CCPIT, January
1981.)
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and “conciliation” before submitting
the issue to arbitration in accordance
with the contract's arbitration clause.
In all of the remaining 26 contracts the
Counal surveyed, the dispute settle-
ment clauses called upon both parties
to settle their differences through con-
ciliation. In two of them, in fact, the
only settlement mechanism specihied
was “friendly negotiations.”

Given their dislike of adversary pro-
ceedings, it 1s not surprising that the
Chinese seldom resort 1o arbitration.
The few instances of arbitration with
Western companies have all taken place
in Beijing, according to Chinese
sources.

Yet US lawyers involved in China
trade insist that the arbitration clause is
an indispensable part of any contract.
As the Council survey suggests, the
Chinese will include arbitration clauses
i order to meet the needs of their trad-
ing partners. But there is considerable
variety in the types of clauses agreed to.

At one extreme the language 1s so
vague as to be almost meaningless:
“Any disputes which may arise shall be
settled by friendly consultation or con-
ciliation, and failing such settlement
shall be submitted o arbitration.”

Chinese negotiators typically will
first insist that arbitration take place in
Beijing, under the provisional rules of
the Foreign Economic and Trade
Arbitration Commission of the China
Council for the Promotion of Interna-
tional Trade (CCPIT). Four of the Coun-
cil survey contracts contain language to
this effect. Although the commission’s
rules bear a resemblance to those used
by other arbitral tribunals, it is not sur-
prising that to many foreign com-
panies, Beijing does not represent the
optimum site for impartal arbitration.

A fallback position for Chinese nego-
tiators is often arbitration in the defen-
dant’s home country. One of the con-
tracts contained in the Council survey
calls for arbitration in China it a
Chinese party is the defendant, and in
Stockholm if the American party is the
defendant. To some US attorneys, this
is a very unattractive mechanism, as it
invites maneuvering on the part of
both sides to become the defendant,
which in turn may encourage intransi-
gence and delay a solution.

A far more preferable procedure, in
the view of most US companies and
lawyers, is arbitration in a neutral third
country under internationally accepted
rules of procedure. This condition is
acceptable in 14 of the contracts sur-
veyed. Arbitration in Stockholm,
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under the rules of the Arbitration Insti-
tute of the Stockholm Chamber of
Commerce, is by far the most common-
ly accepted format with the Chinese.
Stockholm traditionally has been fa-
vored as a neutral location for solving
trade disputes between Western and
socialist countries,

Other sites agreed to in the surveved
contracts include the Hague, Paris, and
Geneva. Tosome US lawvers, Switzer-
land is unatiractive since Swiss law
allows certain arbitral decisions to be
appealed.

The survev contracts also contain ex-
amples of the Chinese agreeing 1o use
the Arbitration Rules of the UN Com-
mission on International Trade
(UNCITRAL), “the arbitration proce-

dures of Sweden,” and the Rules of

Arbitration of the International Cham-
ber of Commerce (1CC). In general, 1CC
rules are rejected by experienced
Chinese negotiators because Taiwan is
ofthaally recognized by the 1CC. It is
quite likely that the contract in the
Council’'s survey calling for arbitration
by the 1CC was signed by a Chinese
organization relatively new to interna-
tional trade.

In several of the contracts, no fur-
ther elaboration was offered beyvond
the place of arbitration and the tribunal
whose rules were to be followed. Since
these rules specify the procedures,
there 1s no reason to define them fur-
ther in the contract. Some lawvers,
however, feel it advisable o at least spe-
cify how arbitrators are to be selected,
and many of the contracts surveyed in-
dicated that each side in the dispute is
to choose one arbitrator. The two arbi-
trators agree on another of neutral
nationality to act as umpire. Some of
the contracts also specithed how the
costs of arbitration were to be borne. In
most cases they were covered by the
losing party, although in one contract it
was agreed 1o split the costs evenly.
Other contracts exphcitly stated that
arbitraton is to be considered final and
binding, without appeal.

Trigger Mechanism

One of the crucial elements of a
sound arbitration clause, according 1o
US lawyers, is the so-called “trigger
mechanism™ which starts the arbitra-
tion process. Without a clear trigger, a
threat to take the Chinese to arbitration
loses all meaning. One ol the contracts
surveyed says only that “In case no
amicable settlement can be reached be-
tween the two partes, the case under
dispute shall be submitted to arbitra-
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ton, which shall be held in the country
where the defendant resides, or in a
third country agreed to by both par-
ties.” Nothing in the contract prevents
either party from resisting arbitration
by claiming that an amicable settlement
can still be reached.

The rules of major international tri-
bunals, including the Stockholm
Chamber of Commerce, the 1CC, and
UNCITRAL, all define the trigger as the
initiation of a request for arbitration by
one of the parties. Any contract which
stipulates that these rules be used does
not necessarily require further defini-
tion of the trigger in the contract. Yet,
in the opinion of some. itis best to do so
anyway to prevent misunderstanding.

Several of the contracts do soin vari-

ous ways. One indicates that “Each par-
ty shall appoint an arbitrator within 30
days after receipt of notihcation from
the opposite party...."

Another provides what should
perhaps be a model in negotiating
arbitration clauses with China:

“Any disputes arising from the execu-
tion of, or in connection with, this
Agreement shall first be setded ami-
cably by negotiation, failing which they
shall be submitted to joint conciliation
conducted by the American Arbitra-
tion Association and the Foreign Trade
Arbitration Commission of the China
Council for the Promotion of Interna-
tonal Trade. Notwithstanding the
foregoing sentence, either party to this
Agreement may at any ume have re-

Examples of Arbitration Clauses in US—China
Trade

Friendly Negotiations

In executing this Agreement, should there be any dispute arisen from
deliveries or any other unforeseen reasons, both parties will consult with
each other to solve the problem in an amicable way through friendly
discussion.

Undefined Arbitration

During the term of this Agreement, should any dispute arise, it shall first
be resolved through consultation and agreement between the two sides in a
friendly and cooperative spirit. In case agreement cannot be reached, the
differences shall be decided by arbitration to be agreed by both sides.

Arbitration in Beijing

All disputes in connection with this Contract or the execution thereof
shall be settled through friendly negotiations. In case no settlement can be
reached, the case may then be submitted for arbitration to the Arbitration
Committee of the China Council for the Promotion of International Trade
in accordance with the Provisional Rules of Procedures promulgated by the
said Arbitration Committee. The Arbitration shall take place in Beijing and
the decision of the Arbitration Committee shall be final and binding upon
both parties; neither party shall seek recourse to a law court or other
authorities to appeal for revision of the decision. Arbitration fee shall be
borne by the loser. Or the Arbitration may be settled in a third country
mutually agreed upon by both parties.

Arbitration in Beijing or Stockholm

All disputes in connection with this Contract or the execution thereof
shall be settled through friendly negotiations. When no settlement can be
reached the disputes shall be submitted for arbitration. If the sellers are the
plaintiff, the arbitration shall take place in Stockholm. Each party shall
appoint an arbitrator within 30 days after receipt of notification from the
opposite party and the two Arbitrators thus appointed shall jointly nomi-
nate a third person as umpire to form an Arbitration Committee. The said
umpire shall be confined to citizens of Swedish nationality. If the Buyers are
the plaintiff, the arbitration shall take place in Beijing and be conducted by
the Arbitration Committee of the China Council for the Promotion of
International Trade in accordance with the Provisional Rules of Procedures
promulgated by the said Arbitration Committee. The decision of the
Arbitration Committee shall be final and binding upon both parties; neither
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course to arbitration in Stockholm,
Sweden, to settle such disputes in
accordance with the UNCITRAL
Arbitration Rules in effect on the effec-
tive date of this agreement.”

I'his clause makes due allowance for
resolution by means the Chinese most
prefer, namely negotiation and con-
ciliation. Yet at the same time, it gives
the US side the clearly defined right to
obtain impartal arbitration il other
methods do not achieve satisfactory re-
sults.

Enforcement of
Arbitral Awards

Chimais not at present a party to the
Convention of the Recognition and En-
forcement of Foreign Arbitral Awards

(commonly known as the New York
Convention). However, responsible
Chinese ofhicials have offered assur-
ances that a foreign arbitral award will
be enforced in China “so long as it is
fair and not in violation of Chinese laws
and policies.” And Paragraph 3, Article
VIII of the 1979 US—-PRC Trade
Agreement offers these additional
assurances: “Fach Contracting Party
shall seek to ensure that arbitration
awards are recognized and enforced by
their competent authorites where en-
forcement is sought in accordance with
apphcable laws and regulations.”
Hence, there is a commitment on the
part of both governments to ensure
recognition and enforcement in then
respective countries of arbitral awards

party shall seek recourse to a law court or other authorities to appeal for
revision of the decision. Arbitration expenses shall be borne by the losing

party.

Arbitration in Stockholm (short version)

All disputes in connection with the Contract or the execution thereof shall
be settled through friendly negotiation. In case no settlement can be
reached, the dispute shall then be settled in a friendly manner by arbitration
in Stockholm, Sweden, in accordance with the rules of arbitration issued by
the Stockholm Chamber of Commerce, and in accordance with the laws of
Sweden.

Arbitration in Stockholm (more detailed example)

All disputes arising out of or relating to the Contract shall be settled
through friendly consultation between both parties. In the event that no
agreement can be reached through such consultation, the disputes shall be
submitted to arbitration.

The place of arbitration shall be in Stockholm, Sweden, and the arbitra-
tion shall be carried out according to the Swedish arbitration procedure in
the English language.

The Arbitration Committee shall consist of one representative appointed
by each party, and a Swedish member agreed upon by both parties.

The decision made by the aforesaid Arbitration Committee shall be final
and binding on both parties, and both parties shall act accordingly.

The Arbitration fee shall be borne by the losing party, except if it is
otherwise decided by the Arbitration Committee.

Arbitration Under International Chamber of Commerce Rules

If any disputes arise in connection with the Agreement, the Parties will
attempt to settle them amicably in good faith through negotiation, in the
spirit of cooperation. However, in the unlikely event that the Parties fail to
reach agreement on some matter, then it shall be settled through concilia-
tion or arbitration under the Rules of Conciliation and Arbitration of the
International Chamber of Commerce, by appointing one or more arbitra-
tors in accordance with said rules. The place of arbitration shall be the
Hague, Netherlands. Each party shall bear his own costs and they shall bear
equally all the costs of arbitration. The judgement upon the award shall be
binding upon the Parties.

SOURCE: Legal Committee, Exporter Services Department, National
Council for US—China Trade (ed.), Questionnaire Response: Dispute Settlement
and Penalty Clauses in US—-PRC Contracts, Washington, DC, April 15, 1981.
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rendered i the other country, As the
former general counsel of the Amer-
ican Arbitraton Association, Gerald
Aksen pointed out in the New York Law
Journal, “The only time the word ‘shall’
(which in legal language denotes man-
datorv) is used in the entire Article is in
connection with governmental assur-
ance of award enforcement.”

Conciliation

Situated between “friendly negotia-
tions” and arbitration is settlement by
conciliation. Only one of the contracts
surveved by the Council calls for joint
conciliation in the event that informal
discussions fail to resolve the dispute.

Conciliation involves mediation by a
third party, and does not lead to any
binding judgements or demands on the
disputants. As evolved through a series
of negotiations between the American
Arbitration Association (AAA) and the
CCPIT's Foreign Economic and Trade
Arbitration Commission (F1TAC) in the
mid-1970s, “joint concilianon™ in US—
China trade involved the appomument
of one American conciliator by the AAA
and one Chinese conciliator by the
FTAC to jointly assist the disputants in
reaching a mutually satsfactory agree-
ment. AAA authorities indicate that this
arrangement is not the most common
in international trade, and n fact
UNCITRAL procedures recommend
only one conciliator. The AAA-FTAC
procedures probably appeal o the
Chinese since both sides are repre-
sented by friends, or at least compa-
triots who presumably understand their
points of view. The process certainly
has more the Havor ol discussions
among friends than either the proceed-
igs under UNCITRAL rules or the for-
mal arbitration procedures. China has
set up similar joint conciliation
mechanisms with other countries.

Conciliation Case Examples

Concihation has already been used to
successfully resolve at least hive dis-
putes in US—China wade. The first in-
stance of conciliation took place in late
1979, and is the only case in which face-
to-face meetings of the conciliators
took place. The other known cases have
been settled by telex communication, in
some instances before conciliators were
even appointed.

The first case involved the claim of a
US exporter for several million dollars
in a large contract, involving possible
counterclaims by the Chinese. After
several months of exchanges between
the AAA and the FTAC by telex, the
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conciliators, one of whom was National
Council Counsel Walter Surrey,
reached a solution after seven davs of
meetings in Beljing. AAA spokesmen
stress that the Beijing site was not to be
considered a binding precedent for fu-
ture cases. T'he conciliators were in
constant touch with the parties of their
respective countries, but there were
few meetings involving both con-
ciliators and the two parties. AAA and
FTAC personnel rendered procedural
assistance, but substantive matters were
left to the conciliators.

I'he procedures used were made up
very much as the conciliation went
along, and in the process several differ-
ences in approach between the Chinese
and US sides became apparent. includ-
ing:

P The US side was very quick to
appoint a conciliator, whereas the
Chinese were reluctant to deal through
one individual. Indeed, no Chinese
conciliator was appointed until the first
meetings took place.

P 'he Chinese side was more reluc-
tant to hx procedures for conciliation,
believing that fixed procedures limited
the necessary give and take.

P The Chinese were reluctant to
agree to lace-to-face meetings until
there seemed to be some broadly
agreed-upon parameters for settle-
ment. The US side, on the other hand,
wanted face-to-face meetings precisely
because the two sides were so far apart
that there did not seem to be any such
parameters.

P The Chinese were reluctant to
accede 1o an American request for
backup documentary evidence, con-
sidering this to smack more of ad-
judication than negotiation. Eventual-
ly. however, the Chinese provided the
materials, which reportedly greatly
facilitated the conciliation.

Despite these differences, the AAA
feels that the concihation was accom-
plished remarkably quickly and
smoothly, and that, in view of China's
dlistaste for arbitration, the conciliation
mechanism holds great potential for
the future. %

Yeow Ming Choo is chairman of the Tax
Subcommittee and member of the National
Council's Legal Committee. Educated at
Harvard Law School, Choo currently works
al the Standard Oil Company (Indiana) in
Chicago.
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Doing business with China:
The Developing Legal Framework

Timothy A. Gelatt, A.B. Unwversity of
Pennsylvania (1977), |.D. Harvard Law
School (1981), spent the 1979-80 aca-
demic year studying and working in Beijing.
Now with the international law firm of Bak-
er & McKenzie, he prepared this article
during an assignment in Beijing.

Timothy A. Gelatt

ore than two years have

passed since the promulga-

tion of China's joint venture
law of July 1, 1979, which covers the
establishment of Chinese-foreign en-
terprises in China with joint equity con-
tribution. That brief and often cryptic
law, containing only 15 articles, was for
quite some time the only formal piece
of legislation specihically governing
foreign economic activity in China.
Would-be investors impatiently await-
ed the many additional laws and reg-
ulations necessary to fill in the picture
of doing business in this uncharted
territory.

Chinese ofhcials frequently indi-
cated during that first vear that regula-
tions regarding taxation, industrial
property rights, labor, and other areas
ol concern to foreign business were
under review, but made no promises as
to publication dates. Then, in the late
summer and early fall of 1980, the
promulgation of certain regulations
brought the long hiatus to an end—
regulations on joint venture registra-
tion procedures and labor manage-
ment, and income tax laws governing
joint venture companies and indi-
viduals in China. Though numerous
questions remain, a legal framework
has begun to develop with the emer-

gence of asignificant amount of legisla-
tion in several key areas relevant 1o in-
vestment and other economic activities
in China.

Joint Ventures

I'he joint venture law mentioned the
role of the General Administration for
Industry and Commerce (GAIC), estab-
lished in 1979, as a licensing authority
for joint venture companies formed
under the law and approved by the
Foreign Investment Control Commis-
sion. The Regulations on the Registra-
tion of Joint Ventures Using Chinese
and Foreign Investment, promulgated
by the State Council on July 26, 1980,
provide specific procedures for reg-
istration of a joint venture with the local
administrative bureau for industry and
commerce in the province where the
venture is located, followed by licens-
ing by the central GAIC. The process
seems straightforward enough, and
does not appear to cause any particular
problem for the foreign investor.

By contrast, the Regulations on
Labor Management in Joint Ventures
Using Chinese and Foreign Invest-
ment, issued at the same time as the
registration regulations, present signif-
icant dithculties. The joint venture law
provided little guidance on the all-
important issue of labor, and the labor
management regulations were among
the most anxiously anticipated by
potential investors. Unfortunately, by
leaving ambiguous what to foreign in-
vestors is the crucial issue—decision-
making authority over labor ques-
tuons—the regulations raise more con-
cerns than they allay.

For example, the regulations state
that labor contracts, covering the em-
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ployment, dismissal, and resignation of

workers and staff, labor insurance, and
related matters, must be signed by the
joint venture and a trade union orga-
nization formed in the joint venture,
and then submitted to the provincial
labor management department for
approval. The intent to discharge
workers must be reported to “the au-
thorities in charge of the joint ven-
ture"—a sweeping phrase that could
encompass numerous local and nation-
al bodies in China’s bureaucratic web.
Word also must be sent to the labor
management department, “for
approval.”

In these and other cases where the
regulations are similarly phrased, ob-
vious questions arise. What criteria will
the relevant authorities use in deciding
their approval or disapproval? Is there
any review procedure by which a joint
venture, or its participants, may protest
the authorities” decisions?

The answers, which should emerge
either in the course of practical experi-
ence or through further guidelines,
will be of much more help to foreign
investors than the regulations as they
now stand. By the end of this vyear,
more light could be shed with the pas-
sage of a new set of joint venture reg-
ulations intended to supplement the
jJoint venture law. These regulations,
currently in draft form, may help clar-
ity labor issues and answer a number of
other questions left open to further
regulation by the joint venture law: in-
surance, accounting, arbitration, tech-
nology valuation, land policy, and
others.

Banking, Financing, and
Foreign Exchange

The past year has seen significant leg-
islative developments in banking and
related areas. On September 22, 1980,
the new Articles of Association of the
Bank of China as approved by the State
Council, took effect. The text appeared
in the Hong Kong press a few weeks
thereafter. The arucles set forth the
bank’s organization, and clarify provi-
sions of the bank’s previous articles on
its authority to engage in various types
of loan transactions, to issue foreign
currency bonds and other securities,
and to participate in international
financial activities that the bank is either
engaging in or contemplating. The
publication of the articles will help reas-
sure foreign banks and other foreigners
that the bank is acting under the
Chinese government's formal au-
thorization.

One area of increasing activity for
the Bank of China is joint venture
financing. Prior to the State Council’s
March 13 promulgation of the Pro-
visional Regulations on the Bank of
China’'s Handling of Loans to Joint
Ventures Using Chinese and Foreign
Investment, the only provision on joint

venture financing was a joint venture -

law statement that a venture could
“obtain funds from foreign banks
directly.” The new regulations provide
the framework within which China’s
own ofhicial bank may extend loans to
joint venture companies, as it has in
several cases.

Under the regulations, any joint ven-
ture that has been approved, reg-
istered, and licensed in accordance
with the joint venture law and registra-
tion regulations may apply for Bank of
China loans. These loans may be used
to meet production and marketing
needs, to tide the venture over during
periods in which accounts receivable
for sold goods remain uncollected, or
to finance expansion and technical im-
provements.

Loans may be in RMB or foreign cur-
rency, with interest and principal pay-
ments made in the currency in which
the loan was granted. The regulations
require that the borrower provide
either collateral security or a guarantee
meeting with the approval of the bank.
Questions remain on the forms of col-
lateral or guarantee that the bank will
find acceptable, and which of the
two types of security it will deem
appropriate in which cases. Borrowers

will have to await the accumulation of

practice under the regulations.

The regulations’ default provisions
provide for the bank’s right of set-off of
overdue amounts against the account
which a joint venture is required to
open (with either the Bank of China or
with a bank approved by the BOC). The
bank may sell collateral upon default,
and may place an interest surcharge of
20 to 50 percent on overdue loans. How
the bank will determine the rate of a
given surcharge is not indicated.

Any violation of the loan agreement
with a joint venture allows the bank to
take “such economic measures to pro-
tect its interest as suspending loan dis-
bursements and accelerating repay-
ment,” depending on “different cir-
cumstances.” Foreign investors will
want to clarify in their loan agreements
exactly what rights the bank reserves
and the circumstances in which they
can be exercised, since the sweeping
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language of the regulations leaves this
issue open-ended.

Rules governing the foreign ex-
change activities of foreign individuals
and enterprises are included in the Pro-
visional Regulations for Foreign Ex-
change Control. The State Council
issued regulations on December 18,
1980. The Bank of China, the State
General Administration of Foreign
Exchange Control, and the SGAFEC
branches administer the regulations.
Specific responsibilities are assigned to
the two bodies, but their relationship is
not clarihed.

The regulations require that the
Bank of China act in accordance with
contract stipulations of foreign person-
nel working in Chinese organizations,
as regards the remittance or carrying of’
foreign exchange outside China. They
do not specify to what, il any, guide-
lines organizations that employ for-
eigners may be subject in negotiating
these stipulations.

The regulations do specify a ceiling
for remittance or carrying out ol
foreign exchange—>50 percentof after-
tax earnings—for certain categories:
1. personnel of Chinese-foreign joint
ventures; 2. representative offices of
foreign firms in China; and 3. enter-
prises with overseas Chinese capital
and enterprises with foreign capital.
(The scope of the third item is vague,
but supposedly it would include
branches, subsidiaries, and representa-
tive offices of foreign firms in China.)
This restriction will require careful
planning on the part of foreign person-
nel and their employers, to avoid send-
ing China wages that exceed twice the
amount necessary for the personnels’
use.

Joint ventures, enterprises with over-
seas Chinese capital, and enterprises
with foreign capital all must deposit
their foreign exchange receipts with
the Bank of China and make all foreign
exchange disbursements from their
bank accounts. In order to remit after-
tax prohts and “other legitimate earn-
ings” out of China, enterprises with
overseas or foreign capital and foreign
participants in joint ventures must ap-
ply to the BOC. They must apply to the
SGAFEC or its local branches to remit
capital funds out of China. No indica-
tion is given of the readiness with which
the relevant authorities will approve
these applications, or of the considera-
tions that will figure in their decisions.

It is to be hoped that this and other
gaps in the foreign exchange regula-
tions will be flled in later by im-
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plementing rules, which are promised
in the regulations. Thus lar, the
SGAFEC has issued only two brief sets of
implementing rules (August 10, 1981).
These rules address provisions of the
foreign exchange regulations covering
the carrying of foreign exchange, pre-
cious metals, and payment mstruments
in convertible RMB (China's RMB-
denominated foreign exchange certifi-
cates) into or out of China, and to the
foreign exchange control measures that
apply to foreign diplomatic ofhces,
offices of international organizations,
and other [oreign representatives in
China. The forthcoming regulations on
joint ventures may well have more to say
about foreign exchange procedures
governing those entities.

Taxation

The joint venture law clearly antici-
pated both a joint venture income tax
and an individual income tax. Fourteen
months after its passage, the National
People’s Congress passed the Joint Ven-
ture Income Tax Law (JVITL) and the
Individual Income Tax Law (11TL)
(September 10, 1980). As sup-
plemented by implementing regula-
tions approved by the State Council and
issued by the Ministry of Finance on
December 14, 1980, the two laws go a
long way toward setting out the tax re-
gime that will apply to foreigners work-
ing in China and to joint venture enter-
prises. Nevertheless, numerous issues—
of which only a few can be mentioned
here—awant clarihcaton through fur-
ther regulation and experience.

In the ITTL and its regulations, the
main issue of concern to foreigners has
been residency. Individuals who reside
in China for more than 90 days but less
than an entire tax vear (which is a calen-

dar year) are subject to tax on income
“gained” or “sourced” within China.
According to the regulations, that n-
cludes wage and salary income from
“work within China.” Individuals resid-
ing in China not longer than 90 con-
secutive days are not liable for tax on
compensation paid by their employers
outside China for work in China.

On June 30, 1981, a notice was
drafted by the Central Ministry of Fi-
nance and issued by the Foreign Tax
Collection Ofhice (FTCO) of the Beijing
I'ax Bureau, which makes clear what
foreign taxpavers have already been
discovering in their dealings with the
I'ax Bureau—that the word “consecu-
tive” in the 90-day provision does not
mean what it might seem. The Chinese
apparently have defined residency
essentially as the right to remain in Chi-
na, as evidenced by visas. Thus, under
the notice, any foreigner who enters
China with a visa vahid for more than 90
days is presumptively a resident of Chi-
na for more than 90 days and thus liable
for monthly payment of the individual
income tax. The fact that he leaves Chi-
na before the end of that ume does not
excuse him from tax, so long as he re-
turns during the eflective period of his
visa,

An FTCo ofhcial recently indicated
that if a foreigner leaves China for the
last time (i.e., without intending to re-
turn on that particular visa) and can

show that he has actually spent a total of

90 days or less in China, he may have his
resident status revoked and be entitled
to a tax refund.

F1CO officials have added a startling
piece to the puzzle of China’s new tax
system. In their view, all wage and salary
imcome earned by an over-90-day resi-
dent of China (as defined in the notice)

during the period of residency is gained
or sourced in China and thus taxable.
No distinction is made, in other words,
between the concept of residency,
which subjects a foreigner to tax, and
that of income sourcing, which deter-
mines on which income he is to be taxed.
Thus, despite the language of the 1I'TL
regulations indicating that only income
from work “within China” is taxable as
China-sourced income, the FTCO takes
the position that under the new notice
the holder of a six-month Chinese visa
who spends four of those months work-
ing in China and two months working in
the US is taxable in China on six-
months” wage and salary income. The
extent to which tax authorites will seek
to enforce this approach—and the way
they will go about enforcing it—remain
to be seen.

Residents of China for a full tax year
are taxable on their worldwide income,
gained in or out of China, consisting of
wages and salaries, personal service
compensation, royalties, interest, div-
idends, bonuses, and rental income, as
well as any other income that the Minis-
try of Finance may later declare to be
taxable. However, if they reside in Chi-
na for less than five years. only that part
of their offshore income which they re-
mit to China is taxable.

The regulations state that “tempo-
rary” absences from China will not be
counted for purposes ol the one-year
residency provision. The recent Tax
Bureau notice defines this language by
indicating that foreigners with visas or
one-year residence permits (which rep-
resentatives of registered offices in Chi-
na must hold) who leave China and re-
turn during the eftective period of their
permit or visa are residents of China for
one full tax year—no matter how much

15, 1982.

Judy Bourke

Washington, DC 20036
Tel. (202) 828-8325

The China Business Review
1050 17th Street, NW, Suite 350

SPECIAL ADVERTISING OFFER

The New York Times is preparing a special all-advertising report on the PRC for its
February 1982 Business Day section. For one price, your ad will be run in Business Day
and in the March-April 1982 issue of The China Business Review.

Reach the China frade audience at prices starting from US$9,619. Deadline: January

For more information, contact:

Scott Seligman
National Council for
US-China Trade

The Beijing Hotel

Suite 1136

Beijing, People’s
Republic of China

Tel. 552231, ext. 1136

Basil C. Bicknell, Director
Intemational Advertising

The New York Times

Times Square, New York, NY 10036
Tel. (212) 556-1205

Cable: NYKTimes NEWYORK

Telex: 224734

54

The China Business Review/November—December 1981



time they actually spend in China. In
additon, a foreigner who “continuous-
ly" obtains short-term visas, leaving Chi-
na when each visa expires and obtaining
a new visa to reenter, is still a one-year
resident so long as his periods of ab-
sence between visas during the year are
30 days or less.

Again, under the Tax Bureau's con-
ception of income sourcing, all wage
and salary income (though not other
types of taxable income) earned during
a foreigner's one-year “residence” in
China is considered gained in China,
even though part of such income
reflects periods spent working outside
China. Thus, the question of whether or
not a foreigner remits wage and salary
income to China for work done outside
the country has no relevance for pur-
poses of Chinese taxability.

Another controversial issue on which
the I1'TL and regulations are silentis the
tax treatment of various fringe benefits
foreign firms provide to their em-
ployees in China. The recent Tax
Bureau notice, as clarified in discussions
with the FTCO. sets forth the following
regime. All fixed allowances provided
1o emplovees of foreign companies in
China, be thev per diem, monthly, or
otherwise, are taxable as wage and sal-
ary income. Payment by the employer
of what the notice calls “company™ ex-
penses—transportation, accommoda-
tion, telephone and telegraph expenses,
office expenses, advertisements, and
business-related social expenses—does
not resultin tax to the foreign employee
provided his company offers “proof”
which is “verified” by the local tax au-
thorities. The type of proof required
and the nature of the verification re-
main unclear. A foreign hrm's payment
for the employee’s pvrsnn;ll expenses,
such as food and laundry, will be
counted as salary and taxed.

Taxation under the I1TL is at gradu-
ated rates of 5 to 45 percent on wage
and salary income above Y800 (a
threshold that will at least for the pres-
ent exempt almost all Chinese from the
tax), and at a fixed 20 percent rate for
other forms of income covered under
the law. Administrative difficulties re-
sulting from the need to separate each
item of income to determine taxability,
deductions, and exemptions are among
the many practical matters that await
the attention of China’s tax authorities
as their experience in individual taxa-
tion develops.

Under the JVITL, joint venture com-
panies organized in China under the
joint venture law are subject to tax on

their worldwide income. The tax also
reaches branches of Chinese joint ven-
tures set up within or outside China.
The tax rate is 30 percent, with an addi-
tional 10 percent for use by local
treasuries. Provincial governments
may, according to the regulations, elim-
inate or reduce the 10 percent surtax
“on account of special circumstances.”
There is no indication of the proce-
dures or requirements for obtaining
this favorable treatment. In addition,
the JVITL also imposes a 10 percent
withholding tax on profis the foreign
participant in a joint venture remits out
of China.

The JVITL provides for a number of
possible tax reductions or exemptions.
Implementing an incentive referred to
in the joint venure law, the JVITL allows
a newly established joint venture that is
scheduled to operate for 10 years or
more to apply for a full exemption from
tax in its first profitmaking vear, for a 50
percent tax reduction in its second and
third profitmaking years. The extent 1o
which the tax authorites will automati-
cally approve apphications for this bene-
fit is unclear.

Detailing another incentive intro-
duced by the joint venture law, the
JVITL provides that a participant in a

joint venture in China that reinvests its

share of prohts in that or in another

joint venture may, upon approval of
the tax authorities, obtain a refund ol

40 percent of the tax already paid on
the reinvested funds. The regulations
leave a number of questions about this
incentive unresolved. For instance, it is

unclear whether only reinvestment of

undistributed profits in China qualifies
the investor for the refund, or whether
subsequent reinvestment of already
distributed profits would also sufhce.
The JVITL and the regulations pro-
vide detailed schemes for determining
the taxable income of different types of

joint ventures. In the case of deduc-

tions, the regulations use a number of
undefined terms such as “operating ex-
penses,” “cost of sales,” and others that
may or may not mean the same to the
Chinese as they do to foreign business
people. One point that raises particular
concern is the denial of a tax deduction
for “interest on capital.” Under the
broadest interpretation—which seems
an unlikely one—the provision could
be read to deny a deduction for interest
payments of any kind. More likely, the
term “interest on capital” refers 1o in-
terest on loans from shareholders,
which would be treated as nondeducti-
ble dividends, as are dividends under
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the corporate tax laws of the US and
other countries. Yet a third interpreta-
tion would read the term as requiring
thatinterest on a loan taken to acquire a
fixed asset be capitalized as part of the
cost of the asset and deducted over the
asset’s useful life in accordance with the
regulations’ depreciation provi
The Chinese will have to clarity this
provision betore joint venture partici-
pants will feel conhident in incurring
any sizable debt,

1ons.

The Regulations Regarding the
Levving and Exemption of Industrial
and Commercial Tax for Import and
Export Commodities, issued by the
Ministry of Finance with the approval
of the State Council on December 30,
1980, shed some light on a joint ven-
ture's position under China’s industrial
and commercial consolidated tax. That
tax is a turnover tax imposed on sales
and service proceeds and on the
amount of import purchases. As a
general rule, itapplies to all enterprises
established in China, including joint
ventures. The new regulations exempt
joint ventures from payig the consoli-
dated tax on imports approved by the
government of advanced technology
and prototypes (of equipment, etc.).
They also exempt the foreign joint ven-
ture participant from consolidated tax
on machinery, equipment, parts, and
raw materials imported under the
terms of the joint venture contract as
part of the foreign participant's equity
contribution. Joint ventures will pay
consolidated tax on other imports, as
well as on their sales proceeds. For in-
come tax purposes, the JVITL regula-
tions allow joint ventures to deduct
consolidated tax on sales from their
taxable income.

In addition to equity joint ventures
covered by the JVITL, other forms of
doing business in China are develop-
ing. These include the establishment of
branches, subsidiaries, or representa-
tive offices in China, coproduction
projects, and “contractual” joint ven-
tures, in which both partes contribute
to the venture and share profits but do
not form an actual joint equity com-
pany. A new Foreign Enterprise In-
come Tax Law—in draft form at this
writing—will apply to foreign enter-
prises employing these non-joint-
venture modes of business in China.

According to sketchy reports on the
new law, income of foreign companies
that set up branches or subsidiaries in
China, or which engage in coproduc-
tion ventures, will be taxable at gradu-
ated rates of 20 percent on net profits
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less than ¥500,000; 30 percent on net
profits between ¥500,000 and ¥1.5
million; and 40 percent on net profits
above ¥1.5 million. To each basic rate a
local 10 percent surtax will be added, as
in the case of the joint venture tax. The
scope of income to be covered by the
law and the definition of net profits
remain unclear. Exemptions, reduc-
tions, and tax holidays similar to those
provided under the JVITL apparently
will figure into the new tax law.

The new tax law reportedly will in-
clude a separate 20 percent tax rate,
though its exact application is as vet
unknown. According to some sources,
this rate will apply to the income gained
in China (from interest, rovalties, etc.)
by foreign enterprises with representa-
tive ofhces, as opposed to branches or
subsidiaries in China. Other sources in-
dicate that even companies without any
formal PRC representation will pay the
20 percent tax on their income gained
in China. If the latter information
proves correct when the law is released,
a foreign company involved in a licens-
ing agreement with a Chinese entity,
for instance, apparently would be
taxed on its royalties even if it had no
actual presence in China.

The law also is expected to cover the
joint exploration and development
projects with foreign oil companies due
to begin after China opens various
offshore locations to international bid-
ding. (Two such projects already have
begun with French and Japanese con-
cerns; details of the contractual tax
provisions for those deals have not
been published.) China’s awareness
that foreign oil companies will be reluc-
tant to enter contracts in the absence of
governing tax legislation 1s serving as a
major impetus to early passage of the
new tax law, quite possibly by vear's
end.

Special Economic Zones

Foreign investment and other eco-
nomic activity in the areas designated
as special economic zones—Shenzhen,
Zhuhai, and Shantou in Guangdong
Province, and Xiamen in Fujian—are
slated to take place under a legal re-
gime that will be largely separate from
that developing for the rest of China.
On August 26, 1980, the Standing
Committee of the National People’s
Congress passed a set of regulations for
the Guangdong Province SEZs. Those
very general regulations appear to
promise more control over labor mat-
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ters for foreign investors than the
ambiguous national labor management
regulations. They also provide a 15
percent income tax rate for joint ven-
ture or wholly owned foreign enter-
prises in the zones, with unspecified
“special preferential treatment” for en-
terprises established within two vears
of promulgation of the regulations, en-
terprises with investment of $5 million
or more, and certain others.

The regulations promise favorable
consideration on questions of land
rental, and exemption from import
duties on means of production for en-
terprises in the zones. Further, the reg-
ulations appear to contemplate foreign
exchange rules for the zones allowing
foreign individuals and enterprises to
freely remit foreign currency out of the
zones.

On August I8 of this vear, the
Chinese press service released a 10-
point set of policy guidelines,
apparently approved by the State
Council, that set the stage tor new reg-
ulations for the Guangdong and Fujian
zones. These new regulations will detail
and in some cases expand the favorable
treatment outlined in last year's
Guangdong regulations on import
duties, taxation, labor, foreign ex-
change, and other areas. The guide-
lines indicate, for instance, that under
the new regulations all goods for pro-
duction and consumer use imported
into the special zones will be exempt
from import duties, with the exception
of cigarettes and liquor (which will be
taxed at half the lowest applicable rate)
and of a small number of goods (on
which normal duties will be levied).
The new regulations reportedly will
grant tax holidays of from one to seven
years, depending on the type of ven-
ture, as well as tax reductions or ex-
emptions on reinvested profits.

Regulations Still to Come

Although there is certainly much
more to say now about the laws gov-
erning business with China than there
was a year ago, vast areas of concern to
foreigners contemplating economic in-
volvement in China remain uncovered
by laws or regulations. One or two
wholly owned foreign operations are
already under way in Shenzhen’s She-
kou industrnal district. Yet a governing
law, in the absence of a Chinese com-
panies statute and other relevant laws,
is not to be found. Nonequity joint ven-

tures, coproduction projects, com-
pensation trade deals, and the like are
proceeding, and probably will for some
time, on the bases of internal guidelines
and contractual provisions.

A patent law, and other regulations
relating to the licensing of technology,
have yet to emerge. The patent law has
undergone numerous drafts. As pre-
dicted, it is proving to be among the
most difficult laws for China to formu-
late in a way that protects foreign in-
terests while heeding the ideological
dictates of a socialist system. Chinese
legal ofhcials recently indicated that
foreigners should not expect its early
release. Revisions of China's 1963
trademark legislation are still only
promises.

The civil code, which will lay down
Chinese property law and other princi-
ples of relevance to foreign business,
and the civil procedure code, which sets
out the system governing actions in Chi-
na's civil and economic courts, have
undergone several drafts and have been
circulated internally for comment and
revision. Formal promulgation of the
procedure code is likely to come soon,
but the civil code’s release may be some
time in the future. A law governing con-
tracts with foreign businesses, a banking
law, and a natural resources law, are
among numerous other pieces of leg-
islation on China’s drawing boards.

Chinese legal and economic officials
have made it clear that they see the
evolution of China's system of laws gov-
erning economic activity as taking place
over a fairly long period of time. Wisely
reluctant to rush out laws cut of whole
cloth from other countries’ statute
books that will soon be found in-
appropriate for China, the Chinese
have adopted an approach of relying
on the formulation of new laws both on
the study and comparison of foreign
legal systems—both capitalist and
socialist—and on the accumulation of
practical experience at home.

Though it creates understandable
impatience and frustration on the part
of foreigners, this gradual approach
should prove to be to their advantage.
The Chinese expenditure of more time
now on legal and economic training
and on the absorption of experience
should ultimately be reflected in the
development of an increasingly com-
prehensive and workable legal frame-
work for doing business in China.

£
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By linking up with Intelsat, China would
rapidly expand its domestic communications
network.

ith the PRC’s September 20

launch of three scientific

satellites on a single rocket
booster, Beijing recommitted the coun-
try to the rapid pace of achievement
that has distinguished 1ts space pro-
gram since the launching of the first
Chinese-made satellite, the “East s
Red,” nearly 11 years ago. Neverthe-
less, hnancial considerations have
forced a reordering of space priorities.
Research and development ot earth re-
sources and meteorological satellites
has been pushed back in favor of an
all-out effort in space telecommunica-
tons. In 1983 or 1984, China’s twelfth
spacecraft, a 200-watt solar-powered,
experimental communications satel-
lite, will be launched into a geosynchro-
nous orbit by a new three-stage,
cyrogenic-driven rocket. An operation-
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Business in

Telecommunications

US firms are identifying select
opportunities as China begins
investing in its telecommunications

infrastructure.

Karen Berney

al communications satellite, experts
agree, will not be possible until the next
decade.

In the meantime, Beijing plans o
meet its most pressing domestic com-
munications needs by linking up with
the Intelsat network. Chinese and In-
telsat ofhcials are now negotiating an
agreement under which Beijing initial-
ly would lease one and one-fourth
transponders on an Intelsat satellite for
about $1 million a vear. One transpon-
der would be dedicated to nationwide
I'V stations,
while one quarter of another would be

broadcasts to two color

used for intercity telephone transmis-
sion.

Ground support for Intelsat services
would require an investment in earth
stations. Since Intelsat offers its cus-
tomers very little technical assistance,

Beijing is considering contracting with
a US telecommunications engineering
and designing firm for guidance in spe-
cifying the number, design, parameters,
and site locations of earth statons, and in
recommending possible equipment sup-
pliers. China probably will build some
earth station equipment locally and im-
port certain components (antennas, am-
plifiers, and testing instruments) where
its technology is lacking.

Regarding Beijing’s plans to pur-
chase a $200 million satellite-broadcast
and communications system from the
US—plans which in 1980 were “post-
poned for several vears"—NASA of-
ficials say Beijing will inform Washing-
ton of its ultimate intentions in the next
three to four months. Agency and in-
dustry observers alike doubt that the
PRC will revitalize the program.
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The sale of a Landsat ground station,
though, is imminent. Provided NASA
and the Chinese Academy of Sciences
can iron out a difference over China's
desire for separate locations to house
the station’s receiving and data process-
ing elements (see The CBR, March—
April 1981, p. 33) a contract will be
awarded in the early part of next year.
General Electric and the Cahifornia-
based firms of Pickering Research and
Land Resources Management, are
competing for the $8-$10 million deal.

Business Opportunities with the
Ministry of Posts and
Telecommunications

China's Ministry of Posts and Tele-
communications (MP& 1) plans only
modest investments in the country’s
communications infrastructure during
the next four vears. Work will focus on
incremental improvements i China's
existing hardware, according 1o in-
formation provided by a MP&T del-
egation that visited the US in late
September under the auspices of the
National Technical Information Agen-
¢y (NTIA). US business and govern-
ment representatives who participated
in the National Council’s telecom-
munications market seminar on
November 12 acknowledged the con-
straints on capital outlayvs by the
MP&T. But they stressed that hard-
ware sales opportunities do exist in a
few areas.

One such area is international com-
munications, where US—China trathc,
in particular, has been growing at a
phenomenal rate. Jesse Wang of I'T7]
World Communications Inc. reported
that in June 1979 two communication
trunks connected the US and China.
Today there are 21—seven 1o Beijing,
three to Shanghai, and one 1o Guang-
zhou. During February ot 1980 the US
received 3,646 minutes of telexes from
China. That figure more than tripled
during July of this year to 12,281 min-
utes of messages. I'I'T predicts an addi-
tonal need for ive more trunks in the
near future. As a result, the firm has
received positive feedback on its prop-
osal to sell computer-controlled elec-
tronic switching systems to China,
though the price is currently beyond
the reach of the MP&T's budget.

The MP&T plans toimplement a few
high-priority projects but has not vet
announced any timetable. These plans
include acquiring a computerized sys-
tem for radio frequency management
and spectrum utilization, installing
semiautomatic telephone links with

several countries, joining Beijing and
Shanghai international switchboards
with port cities and tourist centers,
upgrading the Beijing International
Switching Center, and introducing new
data services such as radiophotos.

Beijing's self-reliance thrust will, for
the near term, diminish central control
ol communications and enable prov-
inces with foreign exchange 1o strike
deals on their own. This situation,
according to David Bowie, a Chinese
telecommunications and electronics
specialist with the Department of Com-
merce, “will lead to a continuaton of
uneven acquisiion and apphcaton of
technology and equipment—a situa-
tion that US industry should exploit
where possible.”

For example, last spring Guangdong
Province announced that ¥200 million
($133 million) had been earmarked for
communications expansion in Guang-
zhou and the province’s three special
economic zones. By 1985, Guangzhou
hopes to have 80,000 lines each operat-
ing through its public and private ex-
change networks. This presents export
prospects for stored program control
and digital switching equipment cap-
able of handling 10,000 lines, said
Bowie. Guangdong already has pur-
chased Japanese equipment for 3,500
lines and a high-capacity microwave
system linking Hong Kong, Shenzhen,
and Guangzhou, from the Hong Kong
firm Cable and Wireless.

Last May, Fujitsu ol Japan receved
an order to supply Fuzhou with a
10,500-circuit switching system and
medium-size computer for calculating
telephone charges. Another sales
opportunity exists in conjunction with
upgrading the Xiamen switching cen-
ter. Japanese firms already have pre-
sented bids to the Fujian bureau of the
MP&T. But to be compeutive, the
MP&T delegation indicated that US
firms must furnish prices and technical
training packages comparable to their

Jil[)}lll(‘.‘\(’ counterparts.

Tapping Other User Ministries

US experts advise hrms to broaden
their marketing efforts bevond the
MP&T. The ministries of petroleum,
railways, electric power, and defense,
as well as the Public Security Bureau,
Central Television Administration and
press, all operate and maintain their
own communications networks. Lun
Zuqi, chiet of the Guangdong Broad-
casting Corporation, told US ofhicials
attending the October Guangzhou Fair
that he 1s very interested i obuaining
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information on US-made equipment
that could aid in upgrading radio and
TV facilities.

Perhaps the greatest business poten-
tal lies with the Ministry of Electric
Power (MEP), which currently must
lease channels from the MP&T to meet
its needs. Ina recent meeting witha US
foreign commercial othcer in Beijing,
MEP officials stated that the ministry
will be looking to buy various kinds of
communications equipment in the next
two vears. Specific items mentioned:
P computers to connect China’s six re-
gional power grids,

P automated flood-warning svstems to
be located upstream from hydropower
plants,

P wireless remote-control equipment
for new hydropower plants. (The MEP
hopes to finance such purchases with
foreign loans for the stations.),

P special equipment for operating
microwave relay systems in extremely
remote areas that would not require
the permanent stationing of technical
personnel, and

P coupling transformers to enhance
the efhiciency of transmission lines that
run below high-voltage power lines.

US experts encourage companies to
promote three- to six-month technical
training courses for Chinese engineers
and managers at their facilities. Money
from the United Nation's International
Telecommunications Union is avail-
able. The NTIA and Federal Com-
munications Commission also are com-
mitted to facilitating exchanges be-
tween the MP& T and US private indus-
try, manufacturing, and research cen-
ters. Such programs can serve as a way
for business executives to get to know
some of the people who will influence
telecommunications decisionmaking in
the future. %

Corrections: Sept.—Oct. 1981 CBR

p- 4 The Coopers and Lybrand
office listed is in Shanghai, not
Guangzhou.

P- 26 CCPIT is not subordinate to
the Ministry of Foreign Trade, as is
implied by the chart. Since January
1, 1981, CCPIT has been an inde-
pendent agency under the State
Council.

p- 32CTPS’s US-China Electronics,
rather than its US-China Agriculture,
took a $20,000 loss.

p- 32 George Hutter is publisher,
not president, of AE&I.
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ontrary to what many people

have been led to believe, textiles

and textile products are not the
only goods the PRC exports to the
United States. Peanuts were China's
number one export to the US during
the first three months of 1981. Gasoline
was number two. Some of the fastest
growing and more unique export items
included wallpaper, plastic and rubber
religious articles, Christmas tree lights,
and metal coins. A few of these items are
examined below; though each repre-
sents slightly different problems in im-
porting from China, together they raise
important issues and questions that all
US importers must face.

BEER

Thanks to a major promotional cam-
paign for ‘Tsingtao beer, brought into
the US by Monarch Wine, Inc. of
Brooklyn, New York, many Americans
are at least aware of this Chinese ex-
port. Other Chinese labels, such as
Great Wall or Yuchuan, have been spot-
ted on American shelves. But so far,
Monarch Wine seems to be the only
company able to establish a profitable,
growing business in Chinese beer im-
ports.

Throughout the 1970s, as many as
eight companies had licenses to import
Tsingtao beer from a German-built
brewery in the port city of Qingdao.
But only two or three actively marketed
the beer, and distribution remained
low. Then in early 1978 CEROILS ex-
tended an invitation to Monarch to par-
ticipate in what became the frst in a
series of negotiations to import Tsing-
tao beer and vodka. That September,
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Company President Leo Star signed an
exclusive three-year contract to import
both beverages to the US.

Since that time, Chester Moss, direc-
tor of operations for Monarch Wine,
has made six trips to China to discuss

import arrangements and product im-
provement. On one visit Monarch took
along a leading beer expert to help the
Chinese improve the head on Tsingtao
beer. The company also designed a new
label that the Chinese are now printing
themselves. Special bottle caps required
in certain states have been provided by
Monarch, along with six-pack carriers
and lab supplies. The two sides are also
discussing the possibility of importing
Tsingtao in cans.

Monarch reafirmed its good rela-
tions with the Qingdao brewery in
March 1981 with the signing of a
second five-year contract.

Last summer Monarch launched
what it termed the largest US introduc-
tory campaign for an imported beer,
spending an estimated half million dol-
lars in 1980 for print and television
advertising. (A Monarch spokeswoman
thinks that figure will drop slightly this
year.) A 10-second TV commercial was
run by all three major networks in 40
states; the message reportedly reached
91 percent of New York’s adult male
population an average of 10 times each.

Surprisingly, the campaign did not
lead to a large spurt in sales, though
sales have been increasing steadily. In
1980 Monarch sold approximately
250,000 cases in the US. The company
expects that figure to climb to 300,000
cases in 1981 and to reach a million
cases in the mid- to late-1980s. Already
Tsingtao has captured 40 percent of
the market for imported oriental beer.

A Few of
China’s
Unusual
Products

Kathryn L. Dewenter

The only major problem Monarch
officials say they've encountered with
the Chinese beer has been delays in
delivery. Originally only one feeder
vessel worked out of Qingdao, and the
cargo took approximately one month
to reach the United States. (Though
beer can sit on the shelves as long as six
months, one expert says its compounds
begin breaking down after 30 days.)
Recently that problem has been allevi-
ated as more feeder vessels have begun
serving Qingdao.

Growth of the Tsingtao market has
been strong enough to virtually force
out its number-two competitor in the
US. The New York-based China Trade
Corporation began working with
CEROILS in 1974 to import Great Wall
beer and vodka under a hve-year con-
tract. But sales were less than brisk.
Projects Manager Ed Bernard esti-
mates that between 1977 and 1980, the
company sold 22,000-25,000 cases of
vodka and only 6,000 cases of Great
Wall beer. To make a “viable effort” to
compete, the company realized it
needed “to put a couple of million dol-
lars” behind the Great Wall label, Ber-
nard continued. But since no US inves-
tors expressed interest in joining the
venture, the company just let its market
go fat.

Another short-lived Chinese beer
import is the Yuchuan brand, imported
by Franklin International of Los
Angeles. Franklin announced the ex-
clusive contract in 1975 in The China
Business Review, with the declaration
that Yuchuan would “receive much
wider distribution and marketing sup-
port” than Tsingtao beer. Today,
Franklin imports the beverage only
sporadically.
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According to Franklin President
I'homas Fairbairn, no single factor can
explain Yuchuan beer’s cool public re-
ception in the US. To begin with, the
company was never guaranteed a
steady flow of beer, and what did arrive
was often spoiled. The 1976 Tangshan
earthquake completely stopped pro-
duction in the Tianjin brewery for an
extended time.

The costs of importing the beer,
adverusing it, paying duty, and provid-
ing labels and six-pack carriers led to an
unrealistically high price. And now that
the novelty of the product has worn off,
FFairbairn says he faces an overly com-
petitive market. Because Tsingtao beer
is so well known, he says, any other
brand would have 1o sell for 10-15
cents less per bottle just to gain a foot-
ing in the market.

CHRISTMAS
TREE LIGHTS

Sales of Chinese lights for American
Christmas trees have potential for
further growth. Imports worth $1,000
in 1980 surpassed the $15,000 mark in
the first three months of 1981 alone.

Yet the whole import picture is not
necessarily bright. Problems of quality,
parts, price, and deliveries exist. Only
one US importer right now is willing to
struggle with the tremendous prob-
lems of importing from China, and he’s
not sure how much longer he can re-
main patient.

Murray Brandis, president of the
General Trading Company of Los
Angeles, has been working with the
Chinese for two years now and hasn't
received his first Christmas tree light,
His hope has been to arrange a 50-50
joint venture with the Decorated Lamp
Division of INDUSTRY's Shanghai
branch, whereby the partners would
manufacture C-7 tree lights, C-9 out-
doorbulbs, and three sizes of miniature
Christmas tree lights. Brandis would

put up $100,000 to buy one lineup of

six manufacturing machines that could
produce lamps and plug molds for
about 10,000 sets a month. The Chinese
would handle packaging and printing,
as well as provide 50 percent of the
funds up front.

Virtually nothing has gone right.
Over a year ago Brandis checked over a
string of lights and found the Chinese
didn’t have the proper wire, so he had
to order supplies from Taiwan. Later
he found that the paint on the outdoor
decorative bulbs burned off when the

lights had been lit awhile. For some
time now Brandis has been trying to get
the Chinese factory to secure an
Underwriters Laboratories (UL) cer-
tificate of approval to meet the require-
ment of most major American stores.
This would necessitate the Chinese
filling out applications for a permit
covering string lights and plugs. send-
ing product samples to UL, and enclos-
ing $3,000 in fees. A few months ago,
after Brandis supplied them with the
proper plug from Taiwan, the Chinese
finally sent in their application. But UL
is still awaiting the lights and the fee.

Brandis has offered his potential
partners plenty of free advice, having
invested between $10,000 and $20,000
in China trips alone. To gain a foot in
the market of about two million sets a
vear, he suggested they price their
lights at about 90 cents a set. The
Chinese made no decision. To make
their package more acceptable to
American buyers, they would need to
redesign their boxes, Brandis said.
Again, no decision.

At one point Brandis suggested the
Chinese use a home labor system that
would employ “village workers,” as
Taiwan does. Under it, work would be
parceled out to individual homes in
supervisory districts. Light sets would
be assembled and packaged rightin the
home. The Chinese expressed much
interest in the process, but stll took no
steps.

“I'm beginning to lose faith in these
people,” Brandis complains. “There
are no bosses around there”

POSTAGE
STAMPS

In October 1980, Unicover Corpora-
tion in Cheyenne, Wyoming, signed an
agreement with the China Natonal
Stamp Corporation (CHINASTAMP) to
create the China Stamp Agency, the
PRC’s designated stamp agent for
North America. The agency imports,
markets, and distributes stamps, souve-
nir sheets, presentation folders, stamp
booklets, postal stationery, and first-
day covers. (Though Unicover is Chi-
na's ofhcial stamp agent, it is not the
only one. Agents such as Fidelity Trad-
ing Company in Cypress, California,
auctioneers, and even private citizens
are selling old, regional, and current
issues of Chinese stamps.}

Unicover President Jim Helzer has
nothing but positive comments about
his dealings with the Chinese. "I cannot
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speak highly enough of the quality of
our relations. .." The China Stamp
Agency already has sold material worth
more than 200 percent of the com-
pany's original “optimistic” projections.
And Helzer savs his contract with CHI-
NASTAMP calls for “several million dol-
lars” worth of business over the next few
vears.

Apparently the Chinese share Uni-
cover's feelings. Business relations
have been going so well that Unicover
and CHINASTAMP recently signed an
agreement to establish a joint venture
called Ancient Coins of China. Under
the agreement, details of which have
not been released, Ancient Coins main-
tains the exclusive rights to a series of
stamps portraying ancient coins and
copies of those coins. Announcements
of the issues should begin appearing
any time.

Unicover has been doing much to
advance the US market for Chinese
postage stamps. The widespread pub-
licity surrounding the creation of the
China Stamp Agency helped notity col-
lectors about new issues of Chinese
stamps, and the value of imports to the
US grew from $8,000 in 1978 to more
than $250,000 in 1980. This fall the
company is bringing two Chinese
artists to New York for stamp exhibi-
tons.

All this publicity can only help mend
China's damaged reputation in stamp
collectors circles. Problems arose from
a deal China struck last vear to allow a
US firm to exclusively market a com-
memorative stamp issue for the PRC
national exhibitions in New York, Chi-
cago, and San Francisco. Initially the
price of the stamp sheetlets was high
but reasonable, considering the unique
and limited issue. But as the three-
month exhibition progressed, the price
continued to chimb until it exceeded
two and one-half times the face value.

The consensus among stamp dealers
is that the US company was responsible
for raising the price to increase its
profits. Still, much il feeling was
directed at the Chinese, and many in-
dependent dealers use this example to
illustrate China’s disorderly marketing.

Stamp purchases have also Hourished
in China, now that the Gang of Four can
no longer denounce stamp collecting as
a “bourgeois hobby” Current issues,
which are in the general public's price
range, are in greatest demand.

A less scholarly reason also could ex-
plain the recent interest in stamp col-
lecting. Word has it that Chinese
stamps often are bought with local cur-
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rency and smuggled to Hong Kong for
resale in hard currency. One business-
man reports that while he was contem-
plating a purchase in a Beijing shop, a
Chinese man bought a set and then
offered to resell it to him right in the
shop for US dollars.

As one observer put it, “Obviously
something is going on. There are con-
stantly huddles of people all around
and outside the stamp stores in China.”

One US dealer predicts that such a
high demand for stamps in China will
increase their resale price in the US,
since he says the biggest price factor is
the original price. More cautious deal-
ers believe the best investments and
greatest potential lie in the older, more
expensive stamps. A broker at Dumont
Stamp Company, Inc. in New York
points out that in the short term,
however, the price of older stamps
could level off as more come out of
China. The rarest Chinese stamp he
has seen—an 1ssue from the 1960s
showing a man holding Mao's Red
Book—is now selling for $6,000. With-
in a year he thinks that price will drop
to $1,000, but then it will appreciate at
an even greater rate in the long run.

Because Chinese stamps have been
available in the US only since the early
1970s, the market has been restricted.
Most dealers believe demand will in-
crease as supplies improve, provided
that China embarks on a major selling
and advertising campaign.

WALLPAPER

If there is one problem that this case
example and the preceding ones share,
it is undoubtedly China's inexperience
in marketing techniques. Left to their
own devices, the Chinese lack the ex-
pertise to tailor a product to the West-
ern marketplace. Those rare instances
where success is achieved are attribut-
able to the joint efforts of importers and
Chinese personnel working together on
product design, specilications, color,
and packaging.

Marguerite Shaw of K. J. Shaw Com-
pany, Inc., in Palm Desert, California,
has worked extensively with the
Chinese on marketing in connection
with China's exclusive contract to sell
grass cloth wallpaper in the US. When
she first arrived in China in 1972, the
PRC had barely heard of the grass cloth
industry. And yet in the hrst three
months of this year Shaw’s grass cloth
purchases from China totaled
$270.000.

A long-standing importer of grass
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cloth wallpaper from Hong Kong and
Korea, Shaw saw great potenual for
such an industry in China. Successful
production requires an abundant
supply of two things: natural fibers and
inexpensive, semiskilled labor. While
most countries have one or the other,
China has plenty of both.

Accordingly, Shaw contacted an agri-
cultural division in the Chinese govern-
ment in 1972 with a proposal to estab-
lish a grass cloth industry there. She
was soon invited to China’s laison
office (now embassy) in Washingion,
D.C. 1o outline her proposal. Many
months passed before a return invita-
tion was extended. Armed with a hand
loom, samples, a slide series detailing
basic instructions, and accompanied by
a friend from Hong Kong who spoke
nine Chinese dialects, Shaw gave the
first of a number of presentations.
Slightly more than three years passed
before she established her first grass
cloth enterprise in a Shanghai com-
mune.

Producuon was short-lhived, however.
The turmoil surrounding the tall of the
Gang of Four closed the factory in
1976. When Shaw returned to China
later that year she had 1o start from the
beginning with a new set of pupils in a
Tianjin factory. Before long the fates
intervened and the ecarthquake that
had halted Franklin International’s
beer imports closed down Shaw's
second factory.

Rebuilding a base of operations was
just one of her problems. Since the
Chinese workers had no idea of their
product’s end use, establishing a system
of quality control became almost im-
possible. And grass cloth producers in
competing countries began pressuring
the Chinese to sell their intermediate
product for finishing abroad. It took a
great deal of persistence to convince the
Chinese to finish their cloth and make a
name for themselves.

Shaw concedes that in the current
market Chinese grass cloth wallpaper is
“on the bottom rung of the ladder,”
suffering both from quality problems
and bad PR. Most of the unfavorable
press for her products is generated by
her Japanese and Korean competitors,
she believes. “Every mistake is am-
plified because those people don't want
it in the country.”

Yet given the recent pace of develop-
ment in China’s infant grass cloth in-
dustry, one cannot doubt that China
will become an important suppher of
grass cloth wallpaper in the future.

WIGS AND
HUMAN HAIR

Despite recent increases in wig and
human hair imports, many importers
are pessimistic about potential growth
for either product. The value of PRC
wig exports to the US grew from
$52.000 in 1979 to $309,000 in 1980,
and is expected to reach $316,000 this
year. Meanwhile, treated human hair
imports grew from $107,000 in 1979 to
$238,000 in 1980, and should total
$390,000 this year.

But importers are quick to point out
that most ot those higher figures can be
accounted for by substantial price hikes
over the past few years. Some even con-
tend that actual imports have fallen,
especially of Chinese wigs.

According to Julius Klugman of
Julius Klugman International Cor-
poration, "China came n [to the wig
market] when the big boom hnished.”
Demand began shifting a few vears ago
from wigs to human hair and hair prod-
ucts. One Philadelphia hrm, Wagman &
Wolf, Inc., completely discontinued its
wig imports from China and began pur-
chasing human hair from CHINA-
TUHSU, China Natonal Native Pro-
duce and Animal Byproducts Import
and Export Corporation. For a time the
service, quality, and costs all met the
needs of US importers, remarked Wag-
man & Wolf President Charles E. Gren-
amyer. But then the Chinese made a
drastic move.

Believing the market would absorb
any price, China raised its prices two to
three times between 1978 and 1979
(and in the case of some long styles, four
times), according to Grenamyer. “We
thought there was some mistake,” he
said. At hrst American and Southeast
Asian importers, who make up the bulk
of the market. were forced to pay the
tariff. Later the price hike had the pre-
dictable effect of decreasing demand—
at least in the US market, where the
need for dark, thick oriental hair is not
so high.

Importers like Grenamyer and Klug-
man doubt that the drop in demand will
aftect prices very much. The Chinese do
not seem eager to expand this business
to a great extent. While they can supply
short hair pretty readily, says Grenamy-
er, long hair is both harder to come by
and more bother to dress. For the mo-
ment they seem content collecting high
prices primarily from Korea, Hong
Kong, and Japan.
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MUSICAL
INSTRUMENTS

Musicians ranging from the Hute
player in the local high school band to
the concertmaster of a metropolitan
symphony offer a potential market to
China. Sales of Chinese instruments,
both inexpensive and top of the line,
have been growing in the US. Exports
of all types of string, woodwind, and
percussion instruments to the US sur-
passed $162,000 between January and
April of this year. China even did
$3,000 worth of business in grand
pianos.

Importers, when asked to pinpoint
the market and predict the future for
Chinese instruments, tend to sound a
discordant note. Some see limited
opportunities for less expensive band
instruments here. Others forecast a
bright future for finely crafted, quality
instruments. Two US companies—
Multivox and Ideal Musical Merchan-
dise Company—have followed com-
pletely different importing plans, and
each has achieved some measure of
success.

Multivox ot Hauppauge, New York,
has been importing a wide range of
Chinese instruments for a little more
than two years. Originally a Canadian
agent handled all design and material
improvements with the Chinese; now
Multivox works directly with several
INDUSTRY branch ofhices while trying
to arrange direct importing links with
Chinese factories. Imports include pri-
marily inexpensive band and string in-

struments and some higher-quality
strings.

Multivox has been fairly pleased with
the quality of its Chinese imports. (On
the average it receives one bad instru-
ment in five.) But the company doubts
the imports will capture much of the US
market. The musical instrument mar-
ket overallis neither large nor growing,
acompany spokesman remarks. And he
believes the only hope of expansion lies
with lower-cost instruments that appeal
to student musicians.

While Multivox does not emphasize
the instruments’ nationality in its
promotions, Jack Loeb at the ldeal
Musical Merchandise Company makes
a point of showing the China label. His
first trip to the PRC in 1973 convinced
him that China had much to ofter in
higher-grade musical instruments,
particularly in strings. At that time,
however, the Chinese “bent over back-
wards” to hide where the instruments
came from, Loeb said.

Loeb’s campaign to have the Chinese
label their violins with the model and
factory name had a twofold purpose: to
give the instruments credibility in the
international music community, and to
allow them to enter international com-
petitions.

For lack of a label, the Chinese violins
Loeb submitted to the biennial Violin
Society of America competition in 1976
and 1978 were not permitted to enter.
But they did earn a great deal of profes-
sional acclaim. Last year Loeb was able
to enter four Chinese violins with the
makers’ names, biographical sketches,
and pictures. One instrument crafted

by Chen Jingnong captured the gold
medal for tone.

Loeb’s efforts to promote the quality
and credibility of Chinese instruments
run the gamut from adverusing to
marketing advice and cultural ex-
changes. His main mission in China
these days is trying to convince export-
ers to concentrate on selling quality in-
struments to experienced dealers. The
cheaper instruments could damage
China’s overall reputation in the field,
he cautions. Furthermore, if the
Chinese “indiscriminately sell to whoev-
er can get a letter of credit, then they
will do themselves a disservice,” Loeb
remarks.

Loeb keeps in close touch with
Chinese factory managers and violin
makers on developments in the inter-
national music trade. Right now he is
trying to arrange for one or two
Chinese violin makers to work in his
Manhattan shop, believing they could
learn first-hand how to correct prob-
lems of craftsmanship.

The market has changed in a way
that can only beneht quality Chinese
instruments, Loeb believes. The older,
famous-name lines are fast disappear-
ing from view. Those that remain are
often priced according to their antiqui-
ty, not their quality.

In Loeb’s view, the fact that Chinese
string instruments already are being
used by members of the New York
Philharmonic sounds a positive note
for the future. £

Kathryn Dewenter works at the Chemical
Bank in New York, and is coauthor of Chi-
na Business Manual 1981.

e ey :"m---- —
43& : {1 B ise
A i 1 P S
¢ : »
- - TP ™
<P oWt
o it
1 ve
1
p
1} v
3
- -
E b v - -

-

b

4

-

L ’ o

9 S ARRCEERE S | |

i by BTy Ty T b

b ) o

: : () oo (M S PR e au r
B AL SSLSS S

AJ on the lower left corner of a PRC stamp denotes a
commemorative stamp, while a “T” denotes a special
issue. The three numbers following the letter give the serial
number of the set, the number of stamps in the set, and the
number of the stamp itself, in that order. The year of issue is
on the right side. Denominations tend to range from one-
half fen (less than 0.3 cents) to 20 yuan ($13), with 4 fenand 8
fen being the most common denominations.

Between 1949 and 1979, China issued more than 340 sets
of stamps with more than 1,490 designs. Prior to the estab-
lishment of the People’s Republic in 1949, China put forth
80 issues with 108 designs, the first in 1878.
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The New Internal Exchange Rate

Ruth E. Goldberg

By tying its internal settlement rate to the US dollar, at
¥2.8to $1, China hopes to counter some of the
problems of decentralized foreign trade.

2.05
February 16
1973

Official
Exchange Rate

n January 1, 1981, the Bank of

China instituted a new inter-

nal exchange rate of ¥2.8 to
the US dollar, which is the rate oftered
by the Bank of China to other Chinese
entities engaged in foreign trade. The
new rate exists side by side with China’s
official foreign exchange rate, now
roughly ¥1.8 to the dollar, that is used
by all foreign entities (including tour-
ists) engaged in foreign currency trans-
actions with the Bank of China. While
the old, variable external exchange rate
is pegged to a basket of foreign curren-
cies (including those of several de-
veloping countries), the newly estab-
lished internal rate is tied only to the
US dollar.

64

2.0
January 8
1974

Why did China in eftect devalue the
yuan? Apparently the aim of encourag-
ing exports and discouraging im-
ports—the reason why most countries
devalue their currencies—was at best
only a secondary consideration. Most
observers believe that China adopted
its new “internal settlement rate,” as it is
officially called. to overcome problems
caused by the decentralization of for-
eign trade that began in 1979, Prior to
decentralization, the Ministry of For-
eign Trade and its foreign trade cor-
porations (FTCs) had been responsible
for orchestrating essentially all busi-
ness transactions with foreign coun-
tries.

Because of the ministry's near

1.75
March 12
1975

monopoly over foreign trade and the
fact that the Chinese yuan is not a freely
convertible currency, the ministry
could clear its own internal accounts
without regard to the ofhicial exchange
rate maintained by the Bank of China.
This meant that transactions with for-
eigners could be handled at one ex-
change rate, a rate that would maintain
the image of the yuan as a strong cur-
rency. At the same time, agencies and
enterprises could transact foreign ex-
change at a different, considerably de-
preciated exchange rate.

The need to apply internal exchange
rates is not new in China. Since domestic
prices for the most part are fixed ad-
ministratively instead of by the market,
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domestic prices paid or charged by the
FTCs are generally unrelated 1o cost
and prices on the international market.
Typically, the FTCs have had to subsi-
dize exports and recoup these losses
with prohits earned on imports.
Although a vi
might have been emploved by the
FTCs to correct this implied overvalua-
tion of the yuan, alternative internal
exchange rates established on an ad
hoc basis were apparently used most
often.

ety of mechanisms

With decentralizaton, the Ministry
of Foreign Trade and its trading cor-
porations were no longer the only en-
tities permitted to conclude foreign
trade deals. [t then became necessary 1o
promulgate a unified internal ex-
change rate system applicable o all
domestic trading organizations, includ-
ing enterprises newly involved in for-
eign trade. The government charged
the Bank of China with administering

this new internal settlement rate of
¥2.8 to the dollar. According to some
accounts, this rate is the average of the
internal exchange rates then in use.

1.95
February 12
1976

Foreign Exchange Policy
Under Decentralization

Decentralization has encouraged the
creation of a host of new ministerial
and provincial trading corporations
that either conduct trade in their own
right, or negotate trade deals on their
own and use the good ofhces of an FTC
to represent them at the contract sign-
ing.

If a Chinese factory that lacks its own
foreign exchange wants to buy goods
from abroad, it must first obtain per-
mission from China’s Import and Ex-
port Commission. Normally only pur-
chases in excess of $3 million are
referred to the commission, and pur-
chases in excess of $100 million are re-
ferred to the State Council. Other rules

apply in the provinces of Guangdong
and Fujian, where transactions do not
need central approval il they do not
involve materials or capual from out-
side the province.

Little information is available on the
specific banking transactions that en-
sue. Piecemeal reports, however, indi-
cate the following: Once permission
has been obtained, the F1C represent-
ing the factory buvs the approved
amount of foreign exchange trom the
Bank of China at the internal settle-
ment rate of ¥2.8 to the dollar. The
FTC uses these dollars or other foreign
currency to make the import purchase.
It then sells the imported goods to the
factory for the agreed amount of yuan,
normally charging a 0.5 to 3.0 percent
comimission.

On the exportside the conditions are
reversed: The F1TC buys the commodi-
ty from the producing unit at an
agreed-upon yuan price and then sells
it on the international market. The
foreign exchange received from that
transaction is converted back into vuan
by the FTC at the internal exchange
rate of ¥2.8 10 $1.

1.91
November 5
1977

This process short-circuits when
Chinese enterprises possess their own
foreign exchange earned through ex-
ports. Such enterprises are allowed to
maintain foreign exchange accounts in
the Bank of China and retain about
10=15 percent of their foreign ex-
change earnings. Nevertheless, they
must pay commissions for “services” to
local and central authorities. What the
nature of these “services™ 1s and which
authorities are involved is not clear.

Typical Case Examples

To better understand how goods are
paid for, let us look at how an FTC
imports a piece of machiery ordered
by a Chinese factory. Once the factory
has obtained permission to import, it
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approaches the appropriate F1C,
which i this case might be the China
National Machinery Import and Ex-
port Corporation (MACHIMPEX). The
factory and MACHIMPEX then agree
ona price or acceptable range of prices.
MACHIMPEX will then negotiate a
price with a foreign company within
these parameters. If the machine costs
$100,000, MACHIMPEX will draw
down its account by this amount with
the Bank of China to pay the foreign
supplier, and sell the machine o the
factory for ¥280,000 plus a commis-
sion of, sav, ¥5,000. Thus, the total cost
to the enduser is ¥285,000. 1t is clear
from this example how applving a de-
valued internal setlement rate of ¥2.8
to the dollar could make importing
more expensive to the enduser: If the
external exchange rate of ¥1.8:81 were
used, the tactory could have purchased
the machine at the much lower price of
¥ 185,000,

Inthe case ol exports, a Chinese firm
would work out an agreed purchase
price with MACHIMPEX of say,
¥250,000. MACHIMPEX would buy the
goods from the producer at that price

May 17
1978

and sell them abroad for at least
$100,000. Again, we can see how ap-
plving a devalued internal exchange
rate of ¥2.8 to the dollar could encour-
age producers to export. Using an ex-
change rate of ¥1.8 to the dollar, the
FTC would have to pay the Chinese
tactory a much lower price in yuan
which might discourage i trom export-
ing.

In many cases, however, the new in-
ternal rate simply replaces former ad
hoc subsidies and charges. To the ex-
tent that this is so, producers and end-
users continue to realize the same
yuan payments and charges as they did
in the past; there is no incentive to buy
less and sell more o the FT'Cs. Estab-
lishment of the new internal rate en-
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courages exports and discourages im-
ports enly when price changes are
passed on to producers and endusers,
as in the previous examples. The de-
gree to which the devaluation of the
mnternal settlement rate has actually
affected domestic prices 1s not known.

In any event, even using the new
rate, special measures are often re-
quired 1o compensate for great differ-
ences between foreign and domestic
prices. Some Chinese exports still re-
quire subsidization, due to either pro-
duction mefficiencies or price 1rra-
tionality, and some critical imports
must also be supported by the govern-
ment to make them affordable domes-
tcally.

China stll employs a variety of unof-
fictal exchange mechanisms to address
these situations. Most are not only sanc-
uoned, but are directly controlled by
the government.

Other Exchange Mechanisms

Subsidies. As mentioned above, the
Chinese government has long subsi-
dized certain export and importitems.

Suppose a Chinese good which sold
for $100 on the international market

1.60
May 30

cost ¥200 to produce. At the old rate of
¥ 1.5 to 81 (just before the internal rate
was implemented in 1981), an FIC
would have had to offer a subsidy of
¥50 or more in order to compensate
the producing unit for its costs of pro-
duction. The FTC could have offset
much of these losses by prohting on
export items that were produced more
cheaply than abroad, or on profits from
imports.

This subsidy of ¥50 might have
assumed a variety of forms in Chinese
accounts, including an alternative ex-
change rate, a direct payment, or simp-
ly a higher goverment purchase price.
Whether explicit or not, the ¥50 sub-
sidy represents an exchange rate of ¥2
to the dollar for the producer.
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The new rate of ¥2.8 per dollar has
reduced the need for ad hoc subsidiza-
tion of this type, but even now there is
information that the government con-
tnues to apply different rates ol ex-
change. Rates higher than ¥2.8:81
would be used for exports which are
otherwise noncompetitive, or for im-
ports which authorites particularly
wish to discourage. Likewise, a lower
exchange rate is occasionally used
when imports are deemed necessary
and desirable. In the case of wheat, for
example, the implicit exchange rate is
currently ¥1.5 1o the dollar, according
to Ji Chongwel. vice-chairman of the
Foreign Investment Control Commis-
S1011.

The domestic price of wheat is fixed
(as are the prices of all state plan items)
and was not allowed to increase to re-
flect the new internal exchange rate.
Thus, Ji claims, the Chinese govern-
ment suffers a loss of ¥400 on every
ton of wheat imported. The domestic
prices of other key imports were also
unaflected by the new internal rate; for
example, imported cotton, chemical
fertilizers, sugar, and agricultural
chemicals all sell in China at very low

1.50

prices relative to their prices abroad.
Subsidizing these and other imports
will cost the government more than
¥10 billion this year, according to Vice-
Chairman Ji.

Market determination. In October
1980, the government established a sys-
tem allowing state-owned enterprises
with surplus foreign exchange to sell to
other state enterprises. An enterprise
can only hold foreign exchange if it has
accumulated foreign exchange earn-
ings {rom exports, or holds a foreign
exchange quota. But the possession of a
quota does not mean that the Bank of
China necessarily has foreign exchange
available for sale. The new system
established brokerage houses at Bank
of China branches (notably in Guang-

zhou, Tianjin, and Shanghat) to facili-
tate currency exchanges between en-
terprises with temporarily idle foreign
exchange and those that desire to
purchase foreign exchange to hll their
quota.

Through these special facilities, the
Bank of China simply brings buvers
and sellers together and charges a com-
mission. The brokerage fee of 0.3 10 1.0
percent is collected from both the
buyers and the sellers. The Bank of
China does not take a position itselt in
the transactions. These transactions re-
portedly must be within 10 percent of
the ofhcial internal exchange rate,
though much wider variatons have
been noted. No foreign transactions
between two or more foreign curren-
cies (such as yen into marks) have been
reported. Normally transactions take
place between the yuan and the US dol-
lar, Hong Kong dollar, or pound ster-
ling.

Other rates. A number of additional
exchange rates reportedly exist, in-
cluding a black market rate about
which hittle is known. In addition,
transfers of foreign currencies between
Bank of China branches, or even ex-

2.8 January 1, 1981
New Internal Rate

1.62
February 18, 1981

changes of equipment between
Chinese enterprises, might involve or

imply numerous other exchange rates.

The Consequences
of Devaluation

Chima’s recent adoption of an inter-
nal settlement rate generally systema-
tizes the informal internal rates pre-
viously maintained by the Ministry ol
Foreign Trade. To the extent that it
does, the new internal rate will have no
impact on producers and endusers.
The eflfect of devaluing the currency
for internal transactions also will be
muted by the contunued need for sub-
sidies, accompanied by efforts to re-
coup those losses by profiting on -
ports.
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The Outlook

I'he problems of pricing, exchange
rates, and inconvertibility of the vuan
will be recurring themes in China’s eco-
nomic reform program. As long as
prices remain irrational, no single ex-
change rate will be adequate without
mechanisms to correct for both over-
valued and undervalued commodities.

Beijing may well view the administra-
tion of both an external and internal
exchange rate svstem as a transitional
measure to help gauge the most
appropriate rate for an ofhicial devalua-

tion in the future. Just since January of

this vear, when the internal rate was
established at ¥2.8 to the dollar, the
external value of the yuan has dropped
from ¥1.5 to ¥1.8 to the dollar. If the
external rate continues to devalue ovel
time, it might come to approach the
mternal rate—eventually eliminating
the need for a separate rate for internal
accounting.

Sull, the continued prevalence of
subsidies at the current internal rate
indicates that, even at ¥2.8 to the dollar,
the yuan might well be overvalued for
most transactions. The question of
what China's exchange rate ought to
be. however, will be a dithcult one o
answer. As long as administrative
mechanmisms isolate China's economy
from the world marketplace, determin-
ing the most appropriate exchange rate
for the vuan remains an impossible

task. E

Ruth E. Goldberg will be jorning the Washington
office of Geneval Atlantic Trading. Inc. in Janu-
ary 1982, She was formerly with the US State
Department’s Office of Chinese Affarrs, The views
expressed in this article are solely those of the
author

US-PRC Exim Bank Agreement

n October 1, William H. Draper I11, president and chairman of the US

Export-Import Bank, and Wang Weicai, vice-president and vice-
chairman of the Bank of China, signed Exim Bank'’s first loan to assist US
export sales to the People’s Republic of China.

The $28.4 million loan will facilitate Combustion Engineering’s sale of
$37.9 million in power-generation equipment and services to the China
Machine Building International Corporation and the China National Elec-
trical Equipment Corporation. The transaction will help to upgrade China’s
capacity to produce large (300-mw and 600-mw) electric power generating
equipment at facilities in Shanghai and Harbin. A second loan of $28.7

million for a companion sale by Westinghouse, will help cover the sale of
) g

engineering design services and components for a 315-mw and 630-mw
turbine generator set. The loan was signed in early November.

Exim Bank has been open for business with China since spring of 1980,
when it established a working relationship with the Bank of China. The two
banks formalized the relationship in May 1981 by signing both an operating
agreement and an overall credit agreement in Beijing.

As approved in Exim’s February 1981 Preliminary Commitment for the
CE transaction, the Bank of China will make a $5,683,500 cash payment,
and First National Bank of Chicago will provide a $3,789,000 loan without
Exim Bank's guarantee.

Exim Bank will make a $28,687,500 direct loan in support of Westing-
house’s $38,250,000 sale at an 8.75 percent annual interest rate, as
approved in its February 1981 Preliminary Commitment. The Bank of
China will make a $5,737,500 cash payment, while Westinghouse has
arranged a $3,825,000 loan from Chase Manhattan Bank, N.A.

Both transactions will be repaid in 10 semiannual installments beginning
August 1985, The equipment and most of the services are scheduled for
delivery by early 1985.

The concluding handshake: Seated left to right are: Gregory Tallas, vice-president in
charge of China, First National Bank of Chicago; William H. Draper 111, president and
chairman of the US Exim Bank; Wang Weicai, vice-president and vice-chairman of the
Bank of China; and Chai Zemin, China’s ambassador to Washington.

Photo by William Salus courtesy of US Export-lmport Bank
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Business Facilitation:

Its Many Facets and Failures

Scott D. Seligman

eteran business executives who

have been pursuing the China

market since the early 1970s
are forever recounting stories of the
“bad old days,” when the business cli-
mate was only slightly warmer than a
January in Harbin. The frosty recep-
tion accorded Americans and others of
their bourgeois ilk is exemplihed in the
story of one trader at an early Guang-
zhou Trade Fair, who made the error
of suggesting that a particular product
be manufactured to foreign specifica-
tion. He recalls being told in no uncer-
tain terms that China did not cater to
capitalist whims, and that it he was not
interested in purchasing China’s social-
ist products as they were, he needn't
remain at the fair! Equally vexing for
traders then were the obscure methods
by which Chinese authorities made de-
cisions, the unpredictability and occa-
sional abruptness of negotiations, and
the foreigners’ total dependence on the
good willof the Chinese hosts to accom-
plish even the most minor of logistical
arrangements.

With the fall of the Gang of Four and
the onset of normalization, China's atui-
tude toward American traders soft-
ened considerably. To achieve the new-
Iy espoused Four Modernizations, Chi-
na had to have access 1o foreign equip-
ment and technology. And to purchase
such equipment abroad, China needed
to expand vastly its export earnings.

The new-found emphasis on exports
heralded a dramatic change from the

previous decade, when the Ministry of

Foreign Trade, then at its nadir, was
better known by the sobriquet “Minis-
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try of Selling Out the Country.” Today
a flexible response to “capitalist whims”
1s the order of the dav.

With increased trade came a growing
interest in trade delegations. The typ-
ical, multicompany delegation fol-
lowed a rigid itinerary that included a
few site visits, technical seminars, and
some sightseeing. The format pro-
vided a relatively painless way tor the
Chinese 1o gain a great deal of useful
information in a short period of time
with minimum eftort and expense.

I'he Chinese escorted the foreign
delegates evervwhere and soon began
inviting individual firms to send repre-
sentatives on their own. But these, like
all delegations, were short-term affairs:
after negotiations and the mandatory
trips to the Great Wall and a commune
or two, the foreign friends were ex-
pected to shake hands with their hosts
and go home.

The Turning Point

The late 1970s saw a profound
change in China’s relationship with
foreign businesses. The Chinese found
it in their interest to allow some for-
eigners to establish long-term repre-
sentative offices in China. Thev saw the
benefits of this concession—improved
communication with foreign com-
panies, increased access to technical
knowledge (not to mention consider-
able additional foreign exchange rev-
as outweighing the incon-
venience of having foreigners more or
less continually in their midst.

enues)

This decision has in turn spawned
other liberalized measures. When ac-

cess to China was limited, the Chinese
made even the most minor logistical
arrangements. Having foreigners in
residence created a great deal of pres-
sure for China to take at least some
ty for their daily affairs.

It's much easier now to obtain visas,

responsi

travel within China, clear customs, and
rent ofhce space. In some areas the
Chinese merely have attempted to stan-
dardize and rationalize existing sys-
tems and procedures and gear up the
organizations in charge 1o serve for-
eigners; in other areas where no guid-
ance existed, new laws and regulations
were drafted to regulate activities.

Sull, artificial barriers to normal bus-
iness relations remain. Some of the out-
standing business-facilitation issues:

Visas. Prior to August of last year
only the Ministry of Foreign Trade
(MOFT) was authorized to issue invita-
tions for foreigners 1o make business
trips to China. If a foreign trade cor-
poration (FTC) or other organization
wanted to invite a foreign business rep-
resentative, the request had to be pro-
cessed by the MOFT before the invita-
ton could be authorized and the visa
issued. This posed grave problems be-
cause of the wav in which the Chinese
bureaucracy is organized: Cutting
across ministerial or organizational
lines inevitably causes problems. Hor-
ror stories abound of visas “lost be-
tween the cracks” that separate orga-
nizations from each other and from the
Ministry of Foreign Trade.

The process began to be liberalized
last autumn as provincal and even
municipal authorities were granted au-
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thority to invite foreigners to China.
Local FTC branches could then go
directly to local authorities instead of
applying through their head ofhces to
the Ministry of Foreign Trade in Bei-
jing. Although visas are now much
easier to obtain, it 1s still true that only
the people the Chinese want to see at a
particular time may visit. Obviously,
problems can arise when there are con-
flicts in negotations and companies
cannot send the necessary people.

Multiple-entry visas are still reserved
for the select few due to inflexibilities in
the system and some real constraints.
Facilities, particularly hotel rooms, are
in short supply, and the system by
which they are allocated is not equip-
ped to handle large numbers of for-
eigners arriving from abroad without
reservations made in advance by their
hosts. All foreigners must sull be
hosted by Chinese organizations that
take responsibility for the foreigners’
welfare and accommodations. Very few
activities can be arranged by the for-
eigners themselves.

That multiple-entry visas are now
readily available 1o long-term repre-
sentatives of registered firms repre-
sents a major step forward in the nor-
malization of trade relations. Although
other traders have been able 1o obtain
them—usually those who have good
business relations with the Chinese—
the vast majority of business repre-
sentatives in Beijing still hold short-
term, one-time-only entry visas. Much
paperwork is required each time they
leave and reenter the country.

The interests of both the Chinese
and the foreigners would clearly be bet-
ter served if in additon to resident ex-
patriates, US- and Hong Kong-based
American business representatives pri-
marily responsible for China business
in their firms were also granted multi-
ple-entry visas.

Office registration. Last October the
Chinese government promulgated
provisional regulations governing the
registration of foreign representative
offices and resident personnel. These
guidelines were published at approx-
imately the same time the US Com-
merce and State departments stepped

up efforts to normalize the status of

Chinese trading groups operating in
the US. There are now 11 US sub-
sidiaries of Chinese ministerial or for-
eign trade corporations. Most are
based in New York City, and nearly all
are now registered to do business and
are subject to US taxes.

In September 1980 the Chinese

passed an individual income tax law
which aftects all long-term foreign resi-
dents, as well as a handful of locals
whose monthly incomes exceed ¥800
($475)—ecarnings that probably origi-
nate abroad, since not even the highest-
ranking cadres technically take home
that much in China. Still to come is a
law 1o assess taxes on the business activ-
ities of resident corporations.

Despite many remaining questions,
the very fact that these regulations have
been promulgated at all signals sub-
stantial progress. If nothing else, they
confer on foreign ofhces a measure of
approval to operate over the long term
in China. They also spell out the bene-
hits of being registered, such as mulu-
ple-entry visas and facilitated internal
travel, as well as the penalties assessed
on those firms that do not register.

Residential and office space. The
problems of an overpopulated,
crowded country are felt acutely by
even China’s foreign community.
While foreign diplomats are for the
most part assigned apartments in dip-
lomatic compounds, Beijing offers for-
eign business executives precious little
ofhice space and virtually no acceptable
apartments or houses. Expatriate trad-
ers are confined to hotels set aside for
foreigners, whether they are transient
or long-term guests,

As a result, ofhces frequently are
established in residential space. For-
eigners wishing to set up representative
offices have often brought their type-
writers and hles into their hotel rooms
and set up shop. The Chinese have
made a small amount of rather expen-
sive nonhotel space available to foreign
enterprises, but there has never been
enough to goaround. And with China’s
increased emphasis on tourism,
already scarce hotel rooms will be in
even greater demand.

Despite the lack of alternatives,
rumors continue to circulate in the for-
eign community that firms with long-
term ofhces in certain hotels—usually
the prestigious Beijing Hotel—will be
pressured to find other accommoda-
tions. The rumors will continue until
firms are able to sign long-term lease
agreements on the space they rent. The
Beijing Hotel maintains arbitrary res-
trictions against bringing in office furn-
iture, files, and office machines, against
installing telex machines, and even
against allowing large numbers of peo-
ple to congregate in guest rooms. The
Chinese feel that hotels should be used
as hotels; business executives counter
that until alternative space is provided,
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they will have 1o continue to work in
their rooms.

Business representatives criticize the
Chinese for the seemingly arbitrary
way in which hotel space is alloted. Un-
like most other countries, China has no
facility for reserving hotel rooms more
than a day or so in advance. Visiting
business executives generally have no
idea where they will stay in Beijing or
elsewhere until they arrive at the air-
port. Nor do foreigners have any say as
to where they will stay. Here in Beijing,
the municipal First Service Bureau is
responsible for assigning all hotel
rooms to foreigners. It does not deal
directly with foreign guests, but re-
ceives room requests from Chinese
host organizations. All too often assign-
ments are then made based on the rela-
tionship between the bureau and host.
Hosts with more clout usually have a
better chance ol reserving better
rooms. Moreover, the bureau always
sets aside certain hotel rooms in case a
high-ranking cadre arrives at the last
minute. Most of the time the set-aside
rooms are not used at all; and even
when they are vacant, their availability
is never acknowledged and they rarely
are oftered to foreigners who request
them,

The Chinese prohibit business rep-
resentatives from allowing anyone 1o
use their rooms while they are awayv—
including company colleagues—unless
the host organization first issues a letter
ol approval. And it a colleague is com-
ing to China under the auspices ol a
difterent host, he often will be required
to pay for other accommaodations. With
the growth in tourism and the cancella-
tion over the last few vears of several
joint venture hotel and office com-
plexes in Beijing. business representa-
tives doubt there will be a significant
improvement in this situation in the
near future.

Internal travel. lravel in China by
foreign business representatives is reg-
ulated by the Ministry of Public Secur-
ity through its local bureaus through-
out China. Certain areas of the country
are not open to foreigners because local
conditions are deemed “unsuitable,”
meaning that an area may be too back-
ward, too poor, or unequipped with
hotel facilities deemed appropriate for
foreigners. While permission to travel
to “open” cities is fairly easy to obtain, it
still requires a great deal of paperwork.
Normally, a foreigner’s host organiza-
tion must write a letter to the local Pub-
lic Security Bureau requesting permis-
sion to travel. If the bureau approves, a

69



travel permit is issued, which in turn
allows the purchase of train or airplane
tickets. The whole procedure usually
takes a few days.

Because Chinese organizations have
been given incentives 1o engage in
“socialist competition,” dependence on
a host organization can have real draw-
backs. There have been instances ol
one entity making it difficult for a
potental foreign business partner to
travel elsewhere in China to discuss
business with a rival organization.
Many foreign traders have been told by
the head ofhce of a particular F1C here
in Beijing to deal directly with it, and
not with a branch othce in another city.
Yet if a business executive wishes 1o
travel to that city anywav, he or she
must ask the head office to make the
travel arrangements,

Long-term representatives of for-
eign firms are now granted six-month
travel permits for up to 20 cities in Chi-
na, where they can travel without prior
approval of their host organizations.
I'his is an important concession cham-
pioned by the General Administration
for Industry and Commerce, which
oversees company registration. lrad-
ers are hopelul that restrictions on
their colleagues™ travel will be loosened
as well. In particular, foreigners ought
to be free to travel to “open” cities with-
out having to deal with the complicated
system of internal travel permits, which
in recent years seems to have become
little more than a formality.

The vagaries of travel within China
are many. But foreign travelers are not
singled out for bad treatment in China,
except insofar as they must pay pre-
mium rates for seats on trains and
planes. Locals and foreigners alike
must deal with an air and rail system
that has no round trip tickets; that re-
quires confirmed, ongoing air reserva-
tions to be reconfirmed at each stop
and that permits frequent Hight can-
cellations due to rain and fog. Booking
of international CAAC flights was re-
cently computerized: a reservation that
once took days 1o make can now be
done instantly. Perhaps the domestic
reservation system will follow suit.

Customs. The Chinese Customs

Administration charges duties of

varying rates on imported foreign
equipment. A few years ago duties
were never levied on foreign equip-
ment brought in for temporary use (as
in seminars, for example), since it was
assumed it would be carried out again.

The system became complicated
when foreigners took up long-term res-
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idence in China and began importing
goods they did not intend to carry out,
In addition, sample merchandise
brought in began to be sold to Chinese
organizations. Long-term residents
were stll permitted to bring in items
duty free, but if they departed China
without the merchandise—even tem-
porarily—customs would hold a de-
posit on the equipment until the travel-
er's return,

One bugbear of the system is that
rules and rates are not enforced uni-
formly at different ports of entry and
exit, or even at the same airport if a
different customs ofhcer is in charge.
While Beijing's Central Customs
Bureau maintains that a $3,000 photo-
copving machine must be properly
assessed at 25 percent of purchase
value, a foreign firm with an ofhce in
Beijing recently reported being as-
sessed nearly 50 percent of value for
such a machine. Arrangements made
with Beijing customs often are not hon-
ored in Shanghai and Guangzhou, and
adeposit left at the Beijing Airport can-
not be redeemed in Shanghai. Occa-
sionally, customs duties are charged
twice on the same item, as when a piece
ol ofhce machinery is taken out of
China for repair or servicing and then
is reimported.

Customs rates also can be arbitrary.
Beijing customs recently assessed a US
firm $1,600 on medical equipment
brought in for technical seminars,
though the full amount ultimately was
refunded when the merchandise lef
China. The ad valorem duty on a $1,000
electric typewriter is currently 12.5
percent or $125, and a $220 slide pro-

jector is now assessed at $66. Blank

paper is technically assessed at 10 per-
cent of its invoiced value, though for-
eign hrms frequently pay as much as 50
percent.

Communications. Getting in touch
with the outside world is a costly prop-
osition in China. Long distance tele-
phone calls cost two to three times what
they do if they originate in the United
States, and the cost of cables and telexes
similarly exceeds prices abroad. Most
resident American business executives
reverse charges on telephone calls
home and even use credit cards so that
telex costs are charged, more cheaply,
to the other end.

Recently efforts have been made to
improve the situation. Telex booths
were installed on the first Hoor of the
Beijing Hotel late last year, though us-
ers of these machines must pay a sur-
charge earmarked for the hotel's cof-

fers. Other hotels are beginning to fol-
low suit. Authorities have not allowed
messages to be received by the Beijing
Hotel telex machines, nor, until recent-
ly, had approval been given for the in-
stallation of any additional telex
machines in guest rooms—a constant
source of consternation for the many
businesses with ofhces here.

Installing and operating a telex
machine mm China costs a great deal
more than it does elsewhere in the
world, and the domestically made
machines are often of the antiquated
clatter-and-ring variety. The Ministry
of Posts and Telecommunications re-
quiries an inital startup deposit ol
about $2,000 (versus $450 in the US).
Monthly charges average about $200,
but the hotel may assess an additional
daily charge for the privilege of main-
taining a telex machine. That can raise
the hgure above $600. In the US a
typical monthly fee runs about $110.

Communications from the US to
China are often plagued with problems
of a different sort. Many American
firms have sent letter upon telex upon
cable to their Chinese counterpart
organizations, raising questions that
are met with astony and often puzzling
silence. Asian etiquette frowns on
direct negative responses to friends;
naysaying is seen as potentially causing
aloss of face. Rather than tosay notoa
request, the Chinese would prefer o
say that something is inconvenient or
very difhcult to accomplish; frequently,
they would rather say nothing at all.
Other Asians may understand instine-
tively how to read such an indirect re-
sponse, but Westerners generally don’t
deal well with ambiguity.

Local labor. Despite the ideological
risks of allowing uts citizens 1o work for
foreign capitalist enterprises, China is
interested in providing resident for-
eigners with both ofhce and domestic
help in order to earn foreign exchange.
To serve this need, organizations have
been formed in the major cities with
resident foreigners. In Beying the
Friendship Commercial Service Cor-
poration performs this service.

As the corporation has gained ex-
perience, methods of matching people
with positions have greatly improved.
Whereas foreign corporations asking

for assistants were previously forced to
hire locals sight unseen and skills un-
tested, now an interview regularly pre-
cedes an engagement. The corporation
still will not permit firms to interview a
pool of candidates and then choose
among them. But a firm may interview
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serially and make an independent deci-
sion each time. The capabilities of these
workers vary greatly, and few have any
real training in ofhce skills.

While foreign entities are charged
relatively large sums of money (by

Chinese standards) for the services of

these people, the workers themselves
receive only about one-tenth of the fee
collected by the Friendship Commer-
cial Service Corporation.

Market information. There is a real
need for China to be more forthcoming
about its long-term economic develop-
ment and budgetary plans. All oo
often economic information is clas-
sihied as “secret” for no apparent
reason. China has just begun to issue
tenders for bids on equipment it wishes
to purchase, but the practice is still the
exception rather than the rule. More
than one firm has discovered Chinese
mterest in a particular product line
only by reading press reports outlining
deals already struck by their competi-
Lors.

One problem which has been fairly
successfully addressed in recent vearsis
that of access by foreign businesses to
Chinese endusers, who alter all are the
key decisionmakers on the question of
whether to import new equipment.
I'he decentralization of economic de-
cisionmaking coupled with a more
liberal attitude toward making contact
with foreigners has ameliorated this
problem to a great extent.

Openness in the area of specihic
purchase or sales interest clearly ben-
efits both sides when firms are in-
volved in competitive bidding, since
the best deals are made when there is
more, rather than less, information
available. Many business representa-
tives hope for a consistent set of proce-
dures to be followed by all Chinese
organizations involved in foreign trade
and a network of foreign companies
and other commercial organizations
through which market information can
be dispersed in a umely and ethcient
way.

Price gouging. One of the most ob-
jectionable practices confronting trad-
ers, tourists, and diplomats alike is the
two-tiered price system governing cer-
tain commodities and services for for-
eigners. Air and rail tickets, for exam-
ple, are sold at one price to foreigners
and at a considerably lower price to
Chinese citizens. When foreigners call
attention to this point, the Chinese
usually express surprise that any objec-
tion should be raised at all, since for-
eigners have more money to spend and

so should obviously be expected to pay
more. An argument sometimes made s
that the Chinese government subsi-
dizes travel for its citizens, but no such
subsidy is or should be made available
to others. The large price differenuials
often charged make the argument less
than persuasive to foreigners.

Prices in local stores for Chinese-
made goods do not, as a rule, vary
according to purchaser, but an increas-
ing number of stores are either set
aside exclusively for foreign patronage
or have certain sections that cater ex-
clusively to foreigners. Merchandise in
these stores is more expensive than that
available for locals, but 1t s also more
carefully selected for quality. This is
true both in the Friendship stores and
tourist hotels.

Another problem is that foreign
business representatives occasionally
are accorded special treatment and
given special services—such as
limousines instead of private cars, hotel
suites instead of single rooms, or guest
houses instead of the more reasonable
hotels—and then charged exorbitant
fees for them later. In many cases the
Chinese genuinely are trying to make
their guests as comfortable as possible,
with no intent to overcharge. Yet busi-
ness representatives believe they are
paving too high a price for services
neither requested nor necessarily de-
sired.

Charging foreigners extra may in-
crease foreign exchange earnings in
the short run, but the practice dimin-
ishes the sentiments of good will and
friendship that are toasted at so many
banquets. Successful business rela-
tionships are based on mutual benefit,
and firms that must absorb consider-
able up-front expense in their China
activities are not likely to offer Chinese
buyers the most atractive prices for
their equipment.

Nevertheless, the current business
climate in China has come a long way
from the frosty environment of the
Guangzhou trade fairs in the early
1970s. The Chinese have endeavored
to normalize their trade relationships
and to provide for the comfort and
convenience of their foreign friends.
But China must actively encourage—
not merely tolerate—the presence of
business entities and their activities.
Much more remains to be done before
doing business in China will be as con-
venient for Americans as it is in other
Asian countries—many of which com-
pete with China for foreign investment
capital and other types of business. &
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Now Available:

CHINA TELEPHONE
DIRECTORY 1981

The first official book listing tele-
phone numbers and addresses
throughout the People’s Repub-
lic of China is now available to
the general public.

The China Telephone Directory
1981 is a useful, comprehensive
guide to the telephone numbers
and addresses of governmental
organizations and institutional
offices in the areas of finance,
commerce and industry, culture,
travel, and more—in all major
cities throughout China (includ-
ing Beijing, Guangzhou and
Shanghai).

Each listing is in both English
and Chinese. The Directory fills
nearly 800 pages, and measures
7%ax 10inches. It is reasonably
priced at $55.00(U.S.), which in-
cludes postage and handling.

This is a publication no one in
the China trade should be with-
out! Send your order to our Sales
Manager, Mr. Ikeda, at:

OCS America, Inc.

27-08 42nd Road

LongIsland City, New York

11101

(212) 3922070

or for further information, con-
tact Mr. Satoh at:
OCS America, Inc.
Terrace #26
National Press Building
14th & F Streets, N.W.
Washington, D.C. 20045
(202) 347-4233
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RAISE YOUR
CHINA 1.Q.

You owe it to yourself and to your company
to be fully informed about the China market.
Take full advantage of membership in the
National Council for US-China Trade:

* China Market Intelligence and
The China Business Review

* Business advisory services
* Research services

* Beijing office

* Delegations

® Publications discounts

Council Members
Get The Full Story

You're already reading The China Business
Review for bimonthly, in-depth coverage of

Sino-US trade. noRLD

Now you can get monthly updates on the o |

latest trade developments...in China Markel involvi"

Intelligence, the newsletter published o 8

exclusively for members of the National mal e

Council for US-China Trade. China Market -

Intelligence brings you up to date on: ol the,§

e Immediate business opportunities e

* What's happening—in Washington and in oot S
Beijing—that will affect your business, 2 ¥ (’
from the insider's perspective o B /

e Upcoming Council delegations to and of ' SR
from China '
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e Exhibitions—who's showing what where

e And much more fo

Send in the form below for more information
on how the National Council can help you.
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The National Council for US-China Trade
1050 17th Street, N.W., Suite 350 * Washington, D.C. 20036

Attn: Council Development

Yes! | want to learn more about how the
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Guangdong Rice Vermicelli

Best Quality

Tasty and Refreshing
Easy to digest
Delicious both for
soup and dried frying
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CHINA NATIONAL CEREALS,
OILS & FOODSTUFFS IMPORT & EXPORT CORP.

GUANGDONG CEREALS & OILS BRANCH
Address: 2, Qiaoguang Road, Guangzhou, China.

Cable: CNCOFC GUANGZHOU
Telex: 44089 CEOILCN




China
Bookshelt

GENERAL

Shanghai: Revolution and Develop-
ment in an Asian Metropolis, edited by
Christopher Howe. Cambridge: Cam-
bridge University Press, 1981, 444 pp.
$69.50. Twelve papers presented at the
Contemporary China Institute Confer-
ence in 1977 address the role ol Shang-
hai in the evolution of modern China.
Despite earlier government policies de-
signed to equalize regional differences,
Shanghai has remained a major force
in the country’s political and economic
life. The papers, written by China spe-
cialists, help 1o explain how Shanghai
has maintamed its cultural, ideological,
and economic identty. Included is a
chronology of modern Shanghai,
1842-1979. An index lollows the text.

China: A Geographical Survey, by
I. R. Tregear. New York: Halstead
Press, 1980. 372 pp. $46.95. Two ear-
lier books by Tregear. Geography of Chi-
na, published in 1965, and Economic
Geography of China, 1970, with little up-
dating, form the basis for this work.
Where updating has occurred, the
most recent information provided is
for 1975. The volume's lack of recent
informaton is especially evident in the
chapter on foreign trade, where tables
present statistics of the mid-1970s.
I'hroughout the book, place names
appear in Wade-Giles romanization.
Although some portions of the work
remain relevant, this publication can-
not be considered a “new” book.

ECONOMY

China’s Economy in Global Per-
spective, by A. Doak Barnett
Washington, DC: The Brookings In-
stitution, 1981, 752 pp. $32.95 hard-
bound, $16.95 paperback. The latest in
a series of valuable contributions by
one of America’s most influential sinol-
ogists, China's Economy in Global Perspec-
five marshals a voluminous quantity
of useful information and nsight on
the development of China's economy
and its increasing assimilation into the
international economic system. Basical-
ly five short books in one, Barnett's
volume deals with China’s evolving
modernization plans since the death ol
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U.S.A. and CHINA

Technology and Patros
Sale and Licer

Mao Zedong: issues in technology
transfer from both Chinese and for-
eign perspectives; China’s role in the
world food svstem; China's role in the
world energy system: and the develop-
ment of Sino-American economic rela-
tons since 1971, Appendices and an
index are included, —CC

China's Modernization Strategy and
the United States. by Lynn Feintech.
Washington, DC: Overseas Develop-
ment Council (1717 Massachusetts
Ave., NW, 20036), August 1981, De-
3. This
Femntech,

velopment Paper 31. 74 pp. !
important study by Lynn
head of political analysis in the Bank ol
America’s Economics Policy Research
Department, reviews Chinese eco-
nomic policies during the past three
vears and the industralized world’s re-
sponse, especially that of the United
States. How China finances its foreign
trade is thoroughly examined. The au-
thor looks ahead to closer US—=PRC eco-
nomic ties and examines factors that
could aftect the pace of the developing
relationship.

SECTORAL STUDIES

China Energy Report. Hong Kong:
Energy Committee of the American
Chamber of Commerce (1030 Swire
House, Hong Kong), March 31, 1981,
57 pp. $20 plus $2.95 airmail postage.
Issued in two sections, the first halt of
the report looks at China's energy de-
velopment and plans, using data
through September 1980. The second
half of the report focuses on China's
onshore and offshore oil development
through 1980. The report concludes by
stressing that China needs a compre-
hensive energy plan to solve its energy
problems and that foreign technology
will be needed to increase onshore and
offshore oil production.

&
-

Water Management in the Yellow
River Basin of China. by Charles
Greer. Austin: University of
Press, 1979. 174 pp. $25. Greer de-
scribes the Yellow River Basin's man-
agement
times, giving special attention to how
China combines modern technology

I'exas

history down to modern

with [oreign assistance and radinonal,
labor-intensive methods. Greer con-
cludes that the Chinese have been very
successful in Hood control and that the
root problem—the silt load of the
Huanghe, or Yellow River—will con-
tinue to frustrate engineers, as it has
over the centuries. Appendices, notes,
a bibliography, and an index are in-
cluded.

China’s Silk Trade: Traditional In-
dustry in the Modern World, 1842-
1937, by Lillian M. Li. Cambridge:
Harvard University 1981. 288
pp- $15. This well-documented study
traces the development of China’s silk
industry and trade from the opening of
the treaty ports in 1842 to the world-
wide depression in the 1930s and the
collapse of the silk market. A final
chapter compares the experiences ol
the Chinese and the Japanese silk in-
dustries during the period. Notes, a

Press,

bibliography, glossaries, and an index
follow the text.

CHINA TRADE

USA and China Technology and Pa-
tents Sale and License: The LES Guide
to China, edited by Edward P. White.
Stamford: Licensing Executives Soci-
ety, 1981. 182 pp. $50 (members of
LES), $60 (nonmembers). (Order from
E. P. White, 2 Linden Road, Chapel
Hill, NC 27514.) The reportis based on
the November 10-23, 1980, trip of the
US Patent Licensing Delegation to Chi-
na. In ring-binder format, the volume
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contains sections on China’s current
economic readjustmentand its implica-
tons for technology acquisition, con-
siderations in approaching the market,
advice on whom to contact, opportuni-
ties 1n cities and economic zones, the
main features of a technology transter
agréement, the Chinese legal system
and proprietary rights, taxes and insur-
ance, US government export controls,
and a review of China’s geography and
industrial potential. Appendices con-
tain texts of Chinese laws and regula-
tions, and examples of technology
transfer agreements. A copy of the US
Commerce Department's Doing Busi-
ness with China, 1980 edition, 1s in-
cluded. The report will be uselul 1o all
businessmen considering technology
transfers to China.

China Trade: A Guide to Doing
Business with the People’s Republic
of China, by Herbert B. Azil. Coral
Springs, FL: Intraworld Trade News
(1500 NW 103rd Ln., FL 33065), 1981.
131 pp. $19.95. Azif’s book, an up-to-
date primer on China trade, will be
most useful 1o newcomers. How-to in-
formation s emphasized. Although the
author states that a few chapters carry
direct quotes from the Commerce De-
partment’s Domg Business with China,
quoted portions are not noted in the
text. A useful feature of China Trade is
its listings of consultants and agents in
trade, advertising and banking. The
book contains a large number of Chi-
nese advertisements, and three chap-
ters are devoted to what China has to
sell.

China Business Manual 1981, com-
piled by Christopher M. Clarke and
Kathryn L. Dewenter. Washington,

DC: The National Council for US—Chi-
na Trade, 1981, 318 pp. $9.50 10
National Council members, $11.95 to
nonmembers.* A comprehensive
directory of China’s economic bureau-
cracy and foreign trade organizations,
the China Business Manual 1981 sup-
plies information on leading officials;
and the cable, telex, and phone num-
bers and addresses ol commissions,
ministries, foreign trade corporations,
banking institutions, and other service
organizations. The organizational
structure of seven provinces and muni-
cipalities is explained. Organized by
subject, the China Business Manual is in-
dexed by organization name and by
product. The manual is a vital resource
for doing business with China.

The China Business Review Index
and Microfiche, 1974-1979. Index
compiled by
Washington, DC: the National Council
for US—=China Trade, 1981, Index, 140
pp- Index and microfiche, $160. Index
only, $150. Microfiche only, $90.* The
China Business Review Index 1974-1979
provides access to information in The

James A. Stevens.

China Business Review by subject, organ-
1ization name, and country or region.
The accompanying microfiche package
contains all issues of The China Business
Review 1974-1979. The index and mi-
crofiche will be especially useful to
China researchers.

Trademark Registration in the
PRC, compiled by Christopher M.
Clarke and Nicholas H.
Washington, DC: the National Council
for US—China Trade, May 1981. 59 pp.
$40 1o National Council members, $75
to nonmembers.* This report includes
the imformaton and the documents

Ludlow.

The China Business Review/November—December 1981

needed to register a trademark in the
PRC. Procedures tor filing applica-
tons, renewals, changes of address,
and assignment of trademarks are de-
tailed, and application forms are pro-
vided. Also included are official state-
ments and regulations on trademarks
and other background materials. This
publication updates the Council’s 1978
edition of the same fitle.

HISTORY

1587: A Year of No Significance:
The Ming Dynasty in Decline, by Ray
Huang. New Haven: Yale Umiversity
Press, 1981. 278 pp. $19.95. In an
account of the lives of seven prominent
officials, the author portrays the court
and ruling class of later imperial China
and uts ability 1o adapt to change.

LITERATURE

Outlaws of the Marsh. bv Shi Nai'an
and Luo Guanzhong, translated by Sid-
ney Shapiro. Bloomington: Indiana
University Press in cooperation with
the Foreign Languages Press, Beijing,
1981, 2 volumes. $37.50. A cherished
classic of Chinese literature, Outlaws of
the Marsh recounts the adventures of an
outlaw army battling the tyrannical rul-
ers of the early 12th century. Hlus-
trated with woodcuts from a Ming
Dynasty edition, this work is the first
unabridged English translation of the
14th century novel. An earlier con-
densed translation of the novel is Pearl
Buck's All Men are Brothers. Outlaws of
the Marshis the birstin aseries of literary
and scholarly books to be copublished
by Indiana University Press and the
Foreign Languages Press of Beijing.

The Story of the Stone (Dream of the
Red Chamber), a novel in five volumes,
by Cao Xueqin. Volume 3: The Warning
Voice, translated by David Hawkes.
Bloomington: Indiana University
Press, 1981. 637 pp. $35. The third
volume of a five-volume set. The Warn-
ing Voree continues this translation of
the classic 18th century novel of man-
ners, The Story of the Stone.

*Prices shown for the National Council
for US—China Trade publications do
not include postage and handling. For
prepaid orders, please add $1 per copy
to cover those costs.

Books and business guides submatted for
possible review in The China Business
Review should be sent to the National
Council’s book editor, Marnianna Graham.

75



Five Goats Brand Cloth Shoes and Lion Brand Rubber Shoes

N

N BRAND

Five Goats Brand

Our Corporation is a leading supplier of light industrial products in China. The products
handled by our Corporation are General Merchandise, Stationery, Sports Goods, Household Electric
Appliances and Building Materials. Buyers’ brands, designs and materials are also accepted.

CHINA NATIONAL LIGHT INDUSTRIAL PRODUCTS IMPORT & EXPORT CORPORATION
GUANGDONG BRANCH

Address: 2, Qiaoguang Road, Guangzhou, China.
Cables: INDUKT GUANGZHOU
Telex: 44079 KCACB CN
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Guangdong Children’ s Wear
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CHINA NATIONAL TEXTILES IMP. & EXP. CORP.,
GUANGDONG BRANCH

255, Yen-an Road |1, Guangzhou, China

Cable: "CANTEX" or *0093"

Telex: 44071 KTTEX CN

Phone: 31750

EHERER . HLT
ks LET
CHINA RESQURCES CO.

Gloucester Road. HONGKONG
Cable: CIRECO HONGKONG



CHINA BUSINESS

Jennifer Little
Assistant Librarian

The following tables contain recent press reports of business arrangements exclusive of those listed in previous issues. The
total-value figures for China’s exports and imports distinguish between sales (which press reports indicate are dehinite) and
negotiations (which are deals reportedly still under discussion). Joint ventures, licensing arrangements, and other forms of
business arrangements are included if classified as such in Chinese and foreign media reports. The accuracy of these reports is
not independently confirmed by The CBR.

National Council members can contact the library (202-828-8376) to obtain a copy of news sources and other available
background information concerning the business arrangements appearing below. Moreover, member firms whose sales and
other business arrangements with China do not normally appear in press reports may have them published in The CBR by
sending the information to the attention of Jennifer Little.

EXPORTS TO CHINA: 1981 SALES AND NEGOTIATIONS THROUGH SEPTEMBER 15

Status/
Company/Country Product/Plant/Technology Value Date Announced
Agricultural Commodities
(Thailand) 100,000 tons of rice during the second half of 1981, NVG Will sell
4/1/81
(Egypt) 150,000 bales of cotton. NVG Will export
7/13/81
(us) 53,900 pieces of hide in the 1981 marketing year. NVG Will sell
8/81
NA 100 chinchillas for breeding for their pelts. NVG Exported
8/81
Australian Wheat 500,000-metric-ton wheat sale for delivery from $107.6 million Sale announced
Board November 1981 to January 1982. (Aus. $78 million) 8/4/81
(Australia)
(LISSR) 300,000 cubic meters of timber. NVG Will export
8/5/81
Chemical Plants
and Equipment
Vereinigte Edelstahlwerke Plant to manufacture pyrethrum insecticide. $11 million Negotiations
(Austria) announced
8/19/81
Compagnia Tecnica Machinery and technical services for processing $70million Announced
Internazionale Progretta polypropylene chips into finished plastic products such as 9/81
(Italy) bags and floor coverings.
Consumer Goods
British-American Tobacco Has provided equipment and supervised a cigarette factory $1.4 million Announced
Co. in Beijing. (£750,000) 8/19/81
(UK)
Dodwell Trading Co. Is marketing Pabst Blue Ribbon Beer in Shanghai; 100,000 $668,337 Contract signed
(Hong Kong) 24-can cases to be sold this year. (HK$4 million) 8/19/81
Electronics
Solartron Instrumentation Has opened a service station in Beijing. NVG Announced
(UK) 3/6/81
Unimor 100,000 Neptun 625 monochrome sets (TV receivers). NVG Order announced
(Poland) 3/6/81
D.D. Webster Electronics Three Spectrum microcomputers for Beijing Institute of $50,000 Sold
(Australia) Technology. 8/81
Reed Corp. Hotel management system. NVG Will export
(Japan) 8/4/81
Commodore Electronics, Ltd. Will provide and install 50 microcomputer systems in 15 of NVG Contract signed
(Hong Kong) China's provinces; each system consists of a CBM 4032 8/19/81
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computer, a CBM 4040 floppy disk drive, and aCBM 4022
printer.
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Food Processing and Packing

Coca-Cola Co. Second Coca-Cola bottling plant to be built near NVG Agreement signed
(US) Guangzhou. 8/28/81
Machinery
Seattle Boiler Works Model SDH-4500 diesel, gas, heavy oil marine supply NVG Shipped
(us) boiler for medium-density fiberboard plant bought by the 8/5/81
Fujian Forestry Import and Export Corp. from Washington
Iron Works.
Acigraf and Cerutti Will supply a complete unit for color printing flexible $1.3 million Contract won
(ltaly) packaging material. 8/19/81
Petroleum and Natural Gas Equipment
Whittaker Corp. Six 34-man survival capsules for use on offshore platforms. NVG Shipped
(US) 8/3/81
Scientific Instruments
VG Analytical Four advanced mass spectrometers for mineral exploration $937,850 Sold
(UK) and scientific research. (£500,000) 8/81
Shipping
Universal Dockyard, Ltd. Will build seven self-propelled split-type hopper barges for $8.3 millian Contract secured
(Hong Kong) TECHIMPORT. (HK$50 million) 8/19/81
Tourism
Unitours Will charter the Chinese cruise ship Goddess for excursions NVG Agreement signed
(US) on the Yangzi River beginning September 25. 8/2/81
Transportation Equipment
China Orient Leasing Co. Contract with a Beijing TV factory for containers and NVG Signed
(Japan and China) forklifts. 7/22/81
Santa Fe China Agreement with the Guangdong Provincial Transportation NVG Signed
Trucking, Ltd. Department to be allowed to operate a container-truck 8/81
(US) service from Hong Kong to Zhanjiang via Guangzhou.
Miscellaneous
(Australia) Flood and drought relief to Hebei and Hubei provinces: Will send
a)medical supplies $100,000 5/13/81
b) wheat $2 million
(France) French patents contained in 1.4 million documents Gift Announced
weighing 40 tons. 7/16/81
Lehman Brothers Kuhn Will provide financial advice to the Bank of China and the NVG Agreement signed
Loeb Inc. China International Trust and Investment Corporation. 8/15/81
(US)
(USs) Clothing and food for the victims of the flood in Sichuan $25,000 Aid awarded
Province. 9/10/81
Total value of 1981 sales listed through September 15 . ... . oviiiiiiiiiiiii ittt it sa e s sassrannrnns $203.4 million +
Total value of 1981 negotiations listed through September 15. . .. ... cuiuiiiiiiiiii ittt ie et enaaas $4.4 billion +
':P ﬂ‘ CHINA’S EXPORTS: 1981 SALES AND NEGOTIATIONS THROUGH SEPTEMBER 15
Status/
Company/Country Product/Plant/Technology Value Date Announced
Agricultural Products and Equipment
(Thailand) The Guangdong Farm Machinery Import and Export Corp. NVG Agreement signed
will export 7,000 rice and wheat harvesters. 7/13/81
Light Industries
Sunweave Plans to import tablecloths and placemats. NVG Announced
(US) 8/10/81

The China Business Review/November-December 1981
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Power

Oriental Supply &
Engineering Co.
us)

Shipping
(Hong Kong)

Total value of 1981 sales listed through September 15
Total value of 1981 negotiations listed through September 15

Has contracted the China National Machinery and
Equipment Import and Export Corporation for:

a) a725-kw water turbine generating set to Hellhole
Hydroelectronic Power Station in Placer County,
California

b) a630-kw water turbine generating set to Baily Creek
Hydroelectric Power Station in California.

Wharf to be built by China Merchants Steam Navigation
Co., Ltd. near Tuen Mun for vessels of 10,000-20,000
tons.

$230,570

NVG

$66 million
(HK$400 million)

Agreement signed
7/15/81

Announced
8/31/81

Announced
1/19/81

& 5p

JOINT VENTURES: 1981 PRESS REPORTS THROUGH SEPTEMBER 15

R 5
Foreign Party Chinese Party Technology/Terms Value Status
Jay Ease Construction China Merchants Steam Hua Jay Joint Venture Co. is erecting NVG Announced
Co. Navigation eight blocks of four-story factory 6/5/81
(US) buildings in Shekou.
Chan Brothers, Ltd. Fujian Province Marketing of the whole range of Chinese NVG Agreement signed
(UK) products handled by all foreign trade 7/81
corporations under the Fujian Foreign
Trade Corp.
Fasteners’ Institute First Ministry of Machine A screw-making factory NVG Negotiations
(Japan) Building (no location given). announced
717181
Various foreign China Construction Nine joint ventures: the Yemeni-China NVG Established
construction entities Engineering Corp. Construction and Engineering Co., the 7/13/81
Gulf Realty Construction Co., the
China-Thailand Construction and
Engineering Co., the Companhia de
Construcao Fomento Predial Hwashan,
Ltd., the Carino Realty Co., Ltd., the
Watson Architectural, Engineering, and
Design Consultant Co., the Wuyi
Construction Co., Ltd., the
Ryoden-China Engineering Co., Ltd.,
and the China Overseas
Construction-Shengli Co., Ltd.
(Singapore) Fujian Developmentand ~ 50-50 joint venture to build a hotel and NVG Letter of intent
Construction Corp. office complex in Xiamen and Fujian. signed
The Chinese will provide land, public 7/22/81
utilities; the Singaporeans, capital.
Inchcape Enterprises, China Merchants Steam Bus service in Guangdong Province. NVG Is under way
Ltd. Navigation Co. and 8/81
(Hong Kong) Guangdong Bureau of
Traffic
Uni-Shanghai Shanghai Textile Industry  United Woollen Spinning and Knitting $6 million Established
Wooltex Bureau Factory will produce yarn and sweaters 8/5/81
(Hong Kong) from angora and lamb’s wool; Hong
Kong partners own 40 percent and the
Chinese 60 percent. Contract for 15
years, renewable.
China Light & Guangdong Power Co. Two pump-storage reservoirs that could NVG Feasibility study
Power Co. supply four 200-mw plants for eight considered
(Hong Kong) hours in peak periods daily. 8/14/81
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¢ 5p OTHER ARRANGEMENTS: 1981 PRESS REPORTS THROUGH SEPTEMBER 15

A 5

Foreign Party Chinese Party Technology/Terms Value Status
Kubota, Ltd. Jilin Province Plans to open a center to provide training NVG Announced
(Japan) in rice cultivation and use of machinery 1/28/81
for this purpose.
Chan Brothers, Ltd. Fujian Province Processing: cooperative deal for the NVG Agreement signed
(UK) processing and marketing of frozen fish 7181
fillets.
JFP Well Service NA Is granted the option to contract the NVG Memorandum of
(Hong Kong) Nanbhai | jackup for drilling outside understanding signed
Chinese waters. 7/81
A Lun Gold Co. Bank of China Gold-lending agreement. NVG Signed
(US) 7/31/81
Hawker Siddeley Rail NA Technical cooperation for diesel electric NVG Arrangement signed
Projects, Ltd. locomotives, heavy duty power 8/81
(UK) semiconductor devices, railway brake
equipment, and railway signaling
equipment.
Lindblad Travel Inc. Wuxi branch of CITS Long-term agreement to charter a cruise NVG Signed
(US) ship for tours of the Suzhou-Yangzhou 8/81
section of China’s ancient Grand Canal;
China is responsible for providing meals,
free provision of tea, soft drinks, mineral
water, fresh and dried fruits, and pastries.
Electronic Space China Machinery and Have entered into a cooperative NVG Announced
Systems Corp, Equipment Import and agreement for the manufacturing and 8/5/81
(us) Export Corp. and Xiangtan marketing of the ESSCO Stand Alone
Electric Manufacturing Solar Power Plant.
Works
(Sudan) NA Trade protocol for the 1981-82 fiscal NVG Agreement signed
year under which Sudan will export 8/11/81
cotton, gum arabic, and other
commodities and import from China
building materials, tea, medicines,
chemicals, and rice.
(Hong Kong) Guangdong and Guangxi  Possible cooperation to develop NVG Feasibility study
provinces hydroelectric resources. submitted
8/14/81
Arbor Acres Guangdong Provincial Will supply a farm near Guangzhou with NVG Contract signed
FarmInc. Foodstuff Corp. chicken breeds and technical assistance. 8/15/81
(US)
Danieli & Co. NA Contract to transfer know-how to China’s NVG Negotiations
(Italy) steel mills. announced
8/19/81
Deere & Co. Ministry of Agricultural Will provide technology for the design NVG Announced
(US) Machinery and manufacture of combine harvesters 8/29/81
in Henan and Heilongjiang provinces.
Sanhill Co. Huasheng Radio Factory  Processing: first lot of frequency and NVG Delivered
(Hong Kong) amplitude modulated variable 8/31/81
capacitors for radio receivers China
assembled for Sanhill Co.
Hitachi Seiki Co. MACHIMPEX Licensing: three-year contract to provide NVG Signed
(Japan) blueprints, technology, and training in 9/81
the operation of milling machines to be
built at the Beijing No. 1 Machine Tool
Plant.
Martingare, Ltd. China Corp. of Has been appointed as general agents for NVG Announced
(UK) Shipbuilding the UK, Europe, the Middle East, Asia, 9/81
and Australasia,
Spectra International China Corp. of Processing: five-year contract for the NVG Signed
(US) Shipbuilding processing of dairy equipment; the 9/81

Jiangganshan Machinery Plant will
produce a dozen varieties of pipe joints
including sensors, roll-on ferrules, and
BM claws with materials supplied by
Spectra.
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Tokai Bank
(Japan)

Arnold Palmer

Course Design Co,

(US)

Hewlett-Packard Co.

(US)

China Trade Corp.
(US)

NVG = Novalue given.

Bank of China Cooperation agreement involving the NVG
transfer of computer technology and
training.
NA Will discuss the design of a golf course to NVG
be part of a new $50-million resort
complex.
NA Has agreed to create a distributorship in NVG
Beijing to sell and service the company’s
electronic equipment in China.
a) ChinaRailway Foreign Compensation trade: will transfer Payton NVG
Service Corp. Corp.'s technology to China for the
manufacture of innovative freight car
undercarriages; CTC will market the
product.
b) China Highway Technology for diesel engines products NVG
Transport Industry Co.  to be produced in China. Probably
and the China compensation trade.
Transportation
Technical
Consulting Services
Co.
¢) ChinaNational Aero-  Transfer of technology for the NVG

Technology Importand manufacture of a three-engine aircraft

Export Corp.

except for the engine and avionics.
Probably compensation trade.

Signed
9/81

Announced
9/1/81

Announced
9/3/81

Framework for
agreement announced
9/10/81

Framework for
agreement announced
9/10/81

Framework for
agreement announced
9/10/81

NOTES: Contracts denominated in foreign currencies are converted into US dollars at the most recent monthly average rate quoted in International

Financial Statistics (IMF).

Contracts concluded over two months ago are also included if they were not reported in the last issue of The CBR.

September 9
Bid
Offer
Median
September 10
Bid
Offer
Median

September 12
Bid
Ofter
Median

September 15
Bid
Offer
Median

September 17
Bid
Offer
Median

September 22
Bid
Offer
Median

RMB:Dollar Rates

september 2
RMB/ USe/ September 23

October 6

e Bid 1.7318 57.7434 Bid
R EMB Offer 1.7404 574581 Offer
Median 1.7361  57.6004 Median
September 24 October 7
1.7708 56.4717 Bid 1.7404  57.4581 Bid
1.7796  5H6.1924 Offer 1.7492  57.1690 Offer
1.7752  5H6.3317 Median 1.7448 57.3132 Median
September 25 October 8
1.7601  56.8150 Bid 1.7491  57.1723 Bid
1.7689  56.5323 Otfer 1.7579 56.8861 Otter
1.7645  56.6733 Median 1.7535 57.0288 Median
September 26 October 9
1.7477  57.2181 Bid 1.7579  56.8861 Bid
1.7565  56.9314 Ofter 1.7667 5H6.6027 Offer
1.7521  57.0744 Median 1.7623  56.7440 Median
September 29 October 14
1.7233 58.0282 Bid 1.7526  57.0581 Bid
1.7319 57.7401 Offer 1.7614  56.7730 Offer
1.7276 57.8838 Median 1.7570  56.9152 Median
September 30 October 16
1.7147 58.3192 Bid 1.7631  56.7183 Bid
1.7233 58.0282 Oftfer 1.7719  56.4366 Offer
1.7190  5R.1734 Median 1.7675  56.5771 Median
October 4 October 21
1.7095  58.4966 Bid 1.7437 57.3493 Bid
1.7181 58.2038 Otfer 1.7525 57.0613 Offer
1.7138  58.3499 Median 1.7481 57.2050 Median

SOURCE: The First National Bank of Chicago.

1.7332  57.6967
1.7419  57.4086
1.7376  57.5506
1.7419  57.4086
1.75607  57.1200

7463 57.2639

1.7280 57.8704
1.7366  57.5838
1.7323 57.7267
1.7211  58.1024
1.7297 57.8135
1.7254  57.9576
1.7297 57.8135H
1.7383 57.5275
1.7340  57.6701
1.7417 57.4152
1.7505  57.1265
1.7461  57.2705
1.7487 57.1853
1.7575  56.8990
1.7531 57.0418
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CHINA NATIONAL NATIVE PRODUCE
& ANIMAL BY-PRODUCTS
IMPORT & EXPORT CORPORATION
SHANGHAI ANIMAL BY-PRODUCTS BRANCH
Address: 23, Chung Shan Road (E.1)
Shanghai, China
Cable Address: “BYPRODUCTS" Shanghai

Telex: 33065 ANIBY CN



Guangdong leather clothing,
leather gloves and leather products

CHINA NATIONAL NATIVE PRODUCE & ANIMAL
BY-PRODUCTS IMPORT & EXPORT CORP.

GUANGDONG ANIMAL BY-PRODUCTS BRANCH

Address: 48 SHAMIAN NANJIE, GUANGZHOU, CHINA
Cable: “BYPRODUCTS” GUANGZHOU

TELS: 88632 84665

TELEX: 44073 KABB CN



Our natural wall-
paper is lovely and
durable, yet it costs 5% to
10% less than conventional
wallpapers, And if you thought that
top quality natural wallpaper was a
thing of the past, send for an air-speed
sample of our straw, sea grass, jute, sisal,
bamboo, wood, grass, and other natural wallpapers.
It won't take you long to realise that quality natural
wallpapers are very much a thing of the future,
All our wallpaper measures one yard across, and it's available
in any length.
Special packaging is available on orders of more than 2,000 rolls — 20
rolls per carton, 0.162-0.28 cubic meters per box — and a special discount
is negotiable on orders of more than 5,000 rolls. We'll make to your specifica-
tions, too.
Don’t turn your back on nature — get back to it ... because your market's getting back

to it, too.

N
v CHINA NATIONAL ARTS & CRAFTS IMPORT & EXPORT CORP., GUANGDONG BRANCH.
2'Qiao Guang Rd., Guangzhou, China. Cable: “ARTCANTON". Tel: 44079 KCACB CN.



T'he National Council for US-China 'Irade

OFFICERS AND STAFE

OFFICERS

Chairman: Davin 8. Tarean, Jr.
Vice-Chairman: Davin C. Scor
Secretary-treasurer: HARRY TAvLOR
Counsel: WALTER STERLING SURREY
President: CHRISTOPHER H. PHILLIPS

WASHINGTON OFFICE
President: CHRISTOPHER H. PHILLIPS
Vice-President: ROGER W. SULLIVAN

DIRECTORS

CArOLYN L. BREHM, Importer Services
PAatTrICIA P. CAPERONES, Administration
NORMAN W. GETSINGER, Exporter Services

COMMITTEES

EXPORTER COMMITTEE CHAIRMEN

Agricultural Machinery: BENsox |. Lamep,
Ford Tractor Operations

Agriculture: EARL MORGAN, FMC Corp.

Banking and Finance: Surz CHex, Bank of
America

Engineering, Design, and Construction
Services: HAROLD SORENSEN, Fluor Corp.

Food Processing and Packaging Machinery
Equipment: ROBERT W. COUGHLIN,
Preumatic Scale Corp.

Industrial Machinery and Equipment:
ROBERT YEAGER, Rockwell International

Legal: WALTER STERLING SURREY, Surrey and
Morse

Mining, Metallurgy, Construction
Equipment, and Related Services:
WirLiaM CHERONES, Harnischfeger
International Corp.

STEPHANIE GREEN, Programs and
Government Relations

NicHoLas H. LuprLow, Publications,
Research, and Planning

RicHARrD L. PETERMAN, Comptroller

ADDRESS
1050 17th St., NW
Washington, DC 20036 USA

TELEPHONE NUMBERS
Main Number: (202) 828-8300
Business Services
Import: §28-8366
Export: §28-8347

Petrochemical and Petroleum Processing:
ROBERT W. BRIMBERRY, Dresser Industries

Petroleum Production: KENNETH
CrAWFORD, Caterpallar Tractor Co.

Pharmaceuticals and Medical Devices:
ADOLPH SINKOW, Brotherston Hospital
Supply Co.

Telecommunications and Electronics:
DonaLp L. MiLLER, Rockwell International
Corp.

Transportation: C. J. DONOGHUE, Drave
Corp.

USGOVERNMENT REPRESENTATIVES

AMERICAN EMBASSY, BEIJING

Chief Economic Ofhcer: Davin Browxs

Ofhcers: HOwARD LANGE, ROBERT A.
PHiLLIPS, FREDERIC W, MAERKLE, 111, JOHN
P. MODDERNO

Agricultural Representative: JEROME KUHI
(FAS/USDA)

Acting Counselor for Commercial Affairs:
Davip Lavx

Telephone: 522033, ext. 215,216

Address: 17 Guanghua Lu, Beijing

Cable: American Embassy

1971 1972 1973
US Exports — 63.5 740.2
USTImports 4.9 324 64.9
Total 4.9 95.9 805.1

*National Council projection.
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SHANGHAI CONSULATE
1469 Huai Hai Zhong Lu
Consul General: DONALD ANDERSON

GUANGZHOU CONSULATE
Dongfang Hotel
Consul General: JEROME C. OGDEN

FCS Commercial Officer: Davinp AL HUGHES

Telephone: 69-900

US-CHINA TRADE, 1971-1981
(million US dollars)

1974 1975 1976 1977
819.1 303.6 135.4 171.3
114.7 158.4 201.0 202.7
933.8 461.9 356.4 374.0

The China Business Review: 828-8350

Programs and Government Relations:
828-8330

Library and Research: 828-8375

Membership: 828-8320

Publications Sales: 828-8325

Cable: USCHINTRAD

Telex: 710-822-0173

BEIJING OFFICE

Suite 1136, Beijing Hotel

Representative: SCOTT SELIGMAN

Deputy Representative: STEPHEN
MARKSCHEID

Assistant: L1 WENDA

Telephone: 552231, 556531, 558331, ext.
1136

IMPORTERS’ STEERING COMMITTEE
Chairman: CHARLES Rostov, Trans-Ocean
Import Co., Inc.

Vice-Chairman: Eric Ho, AMAX, I'ne.
Importers’ Steering Committee Members:
MURRY BERGER, Seabrook International

DavID COOKSON, Phibro Corp.

TerENCE DOYLE, The Allen Group
Rarei DREYFUSS, Cometals, Inc.

SiMON KA'1Z, New York Merchandise Co.
WirtLiam M. KincH, W. R. Grace & Co.
Hy Krimax, World Impex Corp.

MARC KUNEN, Maven International, Inc.
STEVEN MELNYK, George Uhe Co., Inc.
HAROLD POTCHTAR, Toscany Imports, Inc.
SUZANNE REYNOLDS, 8. R. Reynolds, Inc.
STEVEN SAUER, R. Greenspan & Co., Inc.
LEWIS SHANKS, East—West Trade Ltd.

HONG KONG CONSULATE

26 Garden Rd.

Consul General: THOMAS P. SHOESMITH

Economic Section:

Chief: HENRYA. ENGELBRECH |

Deputy Chief: MARSHALL ADAIR

FCS Senior Commercial Officer: WitLiam
G JACKSON

FCS Commercial Officer: J. RusseLt
TROWBRIDGE

Telephone: 5239011

1978 1979 1980 1981*
8236 1,716.5  3,749.0 3,800
324.1 592.3  1,058.3 1,900
1,147.7 23088  4.807.3 5,700
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YR H M R E
" I don’t know who you are.
KAHEAENDT

I don’t know your company.

£ N ST I S OB N N O

[ don’t know your company’s product.
KAMBEEMmLaREMSL

I don’t know what your company stands for.
KA RasBLEmE

I don’t know your company’s customers.
RAMMAEN RS HEEH

Idon’t know your company’s record.
RAMBHEMHRFE R WMEA —
I don't know your company’s reputation.
B EBEBREMSFLLFER?"

Now — what was it you wanted to sell us?”

A 2.

INTERNATIONAL INDUSTRIAL REPORT
helps you do business in the
People's Republic of China

Since 1973, American Industrial Report
fAIR) has been bridging the information gap
between U.S. and Chinese business and
industrial circles.

With a circulation of 40,000 copies
monthly, and a pass along readership
averaging 30 readers per copy, your
advertisement reaches more than 1 million
influential decision-makers, in every province
and major city in the People’s Republic of
China.

Our long track record and high
reputation in the PRC have created a loyal
and highly responsive readership, especially
important in the unique cultural milieu of
China where meaningful business
relationships take great patience and
persistence Lo cultivate.

QOur commitment 10 service for
advertisers, coupled with a very responsive
readership, yield hundreds of solid business
leads which might otherwise be difficult or
impossible to secure. Reader reply cards are
translated for the benefit of advertisers.
Provided along with the cards are bi-lingual
mailing labels for ease of follow-up mailing
— at no extra cost to advertisers.

AIR was the first foreign publication
permitted by the PRC to conduct an
extensive Readership Survey; and the first
magazine for the PRC to apply for
membership in the BPA Audit Bureau of
Circulations, Inc.

International Industrial Report

Beginning in June 1981, International
Industrial Report brings an international
scope of advertising and articles to the same
loyal circulation and readership.

Additional services available

The publishers of International
Industrial Report, China Consultants
International (Hong Kong) Ltd., and their
partners, the McGraw-Hill Publications
Company, provide marketing support services
for the PRC market which are complementary

to advertising in International Industrial Report.

China Consultants International (CCI) is
a leader in the field of translation,
typesetting, printing and distribution of
technical and sales literature in the PRC.

For more information contact your
nearest International Industrial Report
McGraw-Hill sales representative:

New York: Joan Silinsh (212) 997-3585
lan Stewart (212) 997-2946

Chicago: Bob Gilot (312) 751-3716

Denver: Shirley Klotz (303) 825-6731

Houston: John H. Pariseau (713) 462-0757

Los Angeles:  Lynne Simonfy (213) 487-1160

London: Richard Harradine 01-493-1451
Peter Welland 01-493-1451

Vivien James 01-493-145]
Paris: Ken Davey 720-3342
Milan: Roberto Laureri 86-90-617
Frankfurt: Irmgard Oettinger 72-01-81
Tokyo: Akio Saijo (581) 9811/5

Hong Kong:  Cynthia Chin 5-270639




CHINA
BUSINESS
MANUAL 1981

“Knowing the right person, or the right
department to contact is the key to any
business, and especially in the People’s
Republic of China with its huge bureauc-
racy. This wonderful little book, the China
Business Manual, is the key to all those
doors to business opportunities with
China.”

Archie R. McCardell
Chairman and Chief Executive Officer
International Harvester Co.

Over 5,000 different entities and over
1,000 Chinese officials named. Addresses,
phone/telex/cable numbers listed. Or-
ganization of seven provinces and
municipalities listed in detail. All prov-
inces, prefectures, and counties included.
Contents organized by:

e Political Structure
Agriculture

Energy

Finance

Foreign and Defense Affairs
Foreign Trade

Media and Advertising
Transportation, Communications, and
Travel

Science and Technology

e Provinces and Municipalities

China Business Manual 1981

What is the structure of China’s economic
hierarchy? Whom do | contact and how?
Who can represent my needs in China?
Who deals in my product? The China
Business Manual is an encyclopedia of
China’s trade and economic organiza-
tions, designed to answer all these ques-
tions.
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Please send me

[ My check is enclosed for $

The comprehensive China Business
Manual provides detailed information on:
All top party and government officials; 88
commissions, ministries, and state agen-
cies; over 500 corporations; over 270
foreign trade corporations and branches;
almost 500 societies, associations, and
research institutes; more than 200 fac-
tories; some 350 scientific and technical
publications; over 2,500 provincial and
municipal subunits; over 850 provincial
and municipal commissions, branches,
etc.; over 100 banks and branches; plus
exhibition centers, advertising agencies,
port authorities, Chinese weights and
measures; and much, much more.

Indexed and cross-referenced by product
and organization.

Pocket-size for Easy Reference

The China Business Manual is a must for
anyone doing business with the PRC —
importers, exporters, lawyers, agents,
advertising executives, retailers, etc.
Whether you are a first-time China trader
or an old hand in the business, govern-
ment, or academic communities, the
China Business Manual is indispensable.

Handy, 336-page, pocket-size volume costs only $11.95 plus
$1.00 postage and handling. Only $9.50 plus $1.00 P&H for
member companies of the National Council.

copies of the China Business Manual

0 Please bill me.

Return to: The National Council for US-China Trade
Department 10A = 1050 17th St., NW, Suite 350
Washington, DC 20036

Published by the National Council for United States-China Trade
Distributed overseas by Prentice-Hall International, Inc.
Money-back Guarantee

“In business — or, want to do business
with China? Buy this book! It's a gold
mine of trade and economic information.
Every company executive in business with
the PRC should have the China Business
Manual as a basic tool of the trade.”
Eugene A. Theroux
Partner

Baker & McKenzie
Beijing Office



