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THE 1983 BUSINESS OUTLOOK

The coming vear shows every sign ol
being a considerable improvement over
1982, The principal cause for optimism
is the increased availability of cash on
the Chinese side. The main develop-
ments:

P China’s reserves have tripled in two
vears. The IMF reports that China’s for-
eign exchange holdings stood at $6.3
billion at mid-year: its gold holdings (ol
12.6 million line troy ounces) are worth
well over §5 billion at today’s gold
prices.

P Lhe state budget is in balance for
the first time in five years. Finance Min-
ister Wang Binggian even hopes for a
surplus this vear. During the lean vears
from 1978 to 1981, the state budget ran
up an accumulated deficitapproaching
$30 billion, which was largely responsi-
ble for the sharp cutbacks in the new
investment—and imports—carried oul
in 1979 and 1980,

P Major projects that were once
postponed are being revived. October’s
People’s Daly carried a torecast by Ma

Hong, one of Chinas top industrial
planners, that “the construction ol -
jor projects that introduced foreign
technology and in which construction
was suspended two vears ago will be
resumed and continued.” The state-
ment comes from a man who strongh
advocated terminating major projects
back in 19749.

P China’s trade halance is projected
to show a S$3-6 billion surplus this
vear—the first in five vears (1981 trade
was in balance). If past behavior s any
clue, the Chinese leadership will adopt
a more hiberal mterpretation of sell re-
liance because a positive trade balance
in past vears has tended 1o pacify the
gOVErnment’s more conservative wing.

P I he PRC enjovs a healthy balance
of pavments. lourism alone mayv net
several hundred million dollars in 1982,
Other major earners of toreign ex-
change include profits from shipping
(the PRC’s merchant Heet has been
agrowing bv 1 million gross registered
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TRENDS & ISSUES

tons each vear), profits from Hong
Kong, Macao, and other foreign invest-
ments, remittances from Overseas Chi-
nese, and profits from labor exports
(more than 25,000 Chinese technicians
and workers are now working in 30
countries, and China has signed 600
contracts worth nearly $1 billion for var-
ious construction projects abroad). A
US government source predicts a cur-
rent account surplus in 1982 of $6.3
billion (the counurv’s anticipated trade
surplus plus invisibles). China's cash-
rich accounts could make it even harder
tor foreign banks to find customers in
China. Most of China’s borrowing re-
quirements probably can be met by the
World Bank, IMF, and government-to-
government soft loans.

P The Bank of Chinais lending more
abroad, and in recent months has
moved to expand its loans to Chinese
customers. The bank recently launched
a $1 billion loan program for small and
medium enterprises. $200 million of
this total will come from the bank’s
Hong Kong branch. Many of the bank’s
domestic branches have separately an-
nounced plans to increase lending to
facilitate China’s foreign trade.

DIRECT INVESTMENT DOWN
IN FIRST HALF 1982

Foreign investments during the first
halt of 1982 1otaled only about $100
million, the State Economic Conmmis-
sion revealed in October. Thisis just 6.5
percent of the total value of foreign in-
vestment contracts signed m 1981

Only four new equity joint ventures
were approved (bringing the total
signed since July, 1979, 10 44): 35 new
coproduction arrangements (bringing
the total to 425): and 10 compensation
trade deals (raising the total to 600).

Ihe decline largely reflects Hong
Kong's troubled economy, since at least
90 percent of the approximately $3 bil-
lion so far invested in China comes from
Hong Kong imvestors. The ciy's exports
declined in real terms during the first
nine months of 1982, and property val-
ues reportedly are down 40 percent as
compared with 1981

SHENZHEN SWEETENS THE POT
Hong Kong's recession is spilling over
the Shenzhen Special Economic Zone
just north of the city, where over half of
China’s total foreign investment report-
edlv is located. Shenzhen's response to
the decline in investor interest was o
promulgate a set of new investment in-
centives on October 4. The key terms:

P-Lower taxes. Exemption from the
Consolidated Industrial and Commer-
cial Tax is now possible in certain cases,
and “relatively large” enterprises may
obtain a 15=20 percent reduction in in-
come taxes paid over a period ol up to
three vears.

P Lower rents. Discounts ol 20—40
percent will be given to “relatively large
and advanced industrial enterprises.”
The basis for calculating new rentals
will be the “standard lease rae” of ¥10
per square meter per vear, which in fact
is not the standard rate but the absolute
minimum rate stipulated in Article 16 ol
the Guangdong’s November 17, 1981,
Provisional Land Regulations for the
Shenzhen Special Economice Zone.

Pl ower wages. From now on wage
rates are to be 50 percent lower than
those in Hong Kong under similar
working conditions.” This represents a
major concession. A lew years ago one
Shenzhen ofticial told the National
Council that wages in Shenzhen were to
be 10-15 percent below Hong Kong
rvates lor comparable work.

RECENT UPTURN IN JOINT
VENTURE ACTIVITY

[he large number ol equity joint ven-
tures currently under negotiation indi-
cate renewed interest in this form ol
investment activity, and mav even signal
areversal in the downward vend in the
number of joint ventures being ap-
proved.

The Foxbore Co. venture, The Mas-
sachusetts-based company is moving
quickly 1o set up an instruments joint
venture that has been three vears in the
making. The company is already train-
ing a group ol 21 managers and super-
visors and may soon choose suppliers
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and start shipping materials and equip-
ment. Foxboro signed the 20-vear. $10
million equity joint venture agreement
in April, [982, and received State Coun-
cl approval in August.

I'he joint venture company, named
Shanghai-Foxboro Co. Lid, will pro-
duce process-control instruments at the
Shanghai No. 3 Electric Meter Factorv.
Initially the company will produce two
product lines: the Spec 200, and the
800 series of transmeters. By late 1983,
according to a Foxboro source, the fac-
tory will be producing more than $3
million worth of the instruments per
vear.

Equipment for the production lines
will include both existing machinery at
the factory and new domestic and im-
ported equipment. Since the factory
will primarily be an assembly plant,
suppliers are also being selected for the
analogue electronic components for
the instrument sets. These components
will include: circuit boards, integrated
circuits, and display units. Some of
these will be supplied domestically;
others will be purchased from US and
Japanese companies.

Signiticantly, Foxboro is under no
commitment to buy back products,
though a company source said that some
components may be purchased and that
the joint venture could become a major
source of Foxboro equipment for their
Eastern markets. Now under discussion
Is an agreement to establish a service and
distribution arm of the joint venture.
Talks about a second Foxboro JV with
the Guangdong Instrument Factory
have been put on a back burner.

TWO UNIQUE PHARMACEUTICAL
VENTURES

After vears of talk about possible joint
ventures in pharmaceuticals with US
and West European companies, the
China Natonal Pharmaceutical Indus-
trial Corporation, along with local Chi-
nese companies, have signed two such
agreements in the past two months. But
the significance ol the two ventures
(one signed with Squibb International,
the other with a Swedish consortium)
goes Lar bevond breaking the ground
for cooperatinve agreements in this in-
dustrial sector. The terms of the agree-
ments are unprecedented in the recent
history of foreign investment in China.

Terms common 1o both contracts
which are particularly striking are an
equal equity split between the foreign
and Chinese partner, and an under-
standing that the bulk of the resultant
product will be marketed n China.
Moreover. the loreign company’s profits

will be repatriated in hard currency.
Most joint ventures in the past had 1o
pay profits out of export earnings.
The $8 million Squibb deal, signed
with the Shanghai Pharmaceutical In-
dustry Corp. and approved in October,
will set up a new lactory to package a
broad range of pharmaceuticals.
Initially, the 6.000-square-meter
plant will produce some 20 different
products including Squibbs Corguard.
and Capoten, both hypertension drugs.
Production will also include a range of
antibiotics and vitamins. The board is
evenly divided between Chinese and
US members. The chairman is Chinese,
but the president and vice-chairman
will be Michael W. Percopo, president of

Squibb International. Under the terms

ol the agreement, said Percopo, Squibb
will supply some of the more sophisti-
cated bulk formulas: others will be ob-
tained domestcally. Squibb has agreed
to purchase a sufficient amount of
product trom the joint venture 1o offset

Chinese foreign exchange purchases of

t'quipmcn[ and materials, but the Chi-

nese have agreed to market the bulk of

the output in China and to allow Squibb
to convert and repatriate its 50 percent
share of profits. In the future, Percopo
said, the joint venture may establish its
own trademark for exports.

Squibb deal is remarkably similarto a
Swedish joint venture signed at about
the same time with the China National
Pharmaceutical Industrial Corp.,

Jiangsu Province, and the city of Wuxi

on the Chinese side, and by a consor-
tum made up of the Swedish com-
panies Astra, KabiVitrum, Ferring,
Ferrosan, and Leo. The deal was report-
edly coordinated by the Swedish Phar-
maceutical Industry Association. As in
the Squibb deal. the equity spht for the
$12 million venture 1s 50-50. Only
about 30 percent of output will be ex-
ported, just enough to cover the foreign
currency outlays for imported bulk
pharmaceuticals from Sweden. The
joint venture, called Sino-Swede Phar-
maceutical Corp. Lid, will produce a
range of Swedish formulas including
KabiVitrum's fat emulsion, Intalipid
and 1ts amino acid, Vanun, as well as
hvpertension drugs under Astra’s pat-
tent and a Leo formula for a chewing
gum to help smokers cut down on ciga-
rettes,

The only previous foreign joint ven-
ture to produce pharmaceuticals in
China was signed by the Japanese com-
pany, Otsuka. Under that agreement, a
factory 1s now under construction near
Fanjin which will produce hospital so-
lutions. &
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The UN in China

The country that spurned foreign aid is now
seeking UN assistance as fast as Chinese planners

n 1978, seven years after the PRC

regained its seat in the United Na-

tions, Beijing announced its deci-
sion to become a recipient ol UN
technical and economic assistance for
the first time. Until that time China had
contributed $10 million to other devel-
oping countries through UN organiza-
tons but had declined to receive any
assistance itself.

I'he United Nations Development
Program (UNDP), the major channel for
mulilateral preinvestment aid, there-
upon established an office in Beijing
and began approving Chinese-pro-
posed projects as part of a $30 million
mini-program for China during the last
three vears (from 1979 to 1981) ol s
second aid disbursement cvele. Eagen
to fully participate in UNDP's third
funding cvcle (from 1982 1o 1986),
Rela-
tons with Foreign Countries (merged
in March with the Minisuy of Foreign

China's Ministry for Economic

Trade and now called the Ministry of

Economic Relatons and Trade) sent a
series of delegations to the headquar-
ters of thie UN's specialized agencies to
brainstorm on plans for a hve-vear
China program.

A $142 million wentative project bud-
get lor China was approved by UNDP's
governing council in June, 1980, mak-
g the PRC the third-ranked recipient
of UNDP assistance, after India and
Bangladesh, UNDP employs a complex
lormula to determine individual coun-
try allocations, the most important fac-
tors being GNP per capita and
population size. Though India and
Bangladesh have smaller populations
than China, they received larger alloca-
tions (5252 million and $201 million,
respectively) because they report lower
per capita income hgures than China.
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can generate proposals.

Karen Berney

However, after deductions to cover proj-
ects in China initated during the sec-
ond cycle, and Beijing's decision to
relinguish 5 percent (87.1 million) of its
allocation to UNDP in a gesture of “good
will,” China was left with an operational
budget of $119.9 million. O that
amount, $10 million will be spent over
the next two years, and $69.9 million
between 1984 and 1986. (834 million of
the $119.9 milhon total s stll uncom-
mitted for speafic projects.)

Ihough pleased 1o hnally have a
presence in China, UNDP ofhcials con-
cede that the funds available are inade-
quate to the needs of so large a countny
as China. Indeed. UNDP spending in
China only amounts to 2.5 percent ol
the agency’s $5 billion (1982-1986)
budget tor worldwide assistance.

Partly for this reason, other UN agen-
cres have [ollowed UNDP to China. The
United Nanons Fund for Population
Activities (UNFPA) has immaugurated a
$50 million (1980-85) China program
and taken a leading role in the PRCY
1982 population census. The Interna-
tional Fund lor Agricultural Develop-

ment (IFAD), which works in coopera-
tion with the UNYS Food and Agricul-
tural organization (FAQ), is supporting
a 360 million World Bank project in the
North China Plain with a $35 million
loan of 1ts own. FAO's other partner, the
World Food Program (WFP), has been
helping China feed laborers working
on large-scale agricultural construction
projects since September, 1981, The
World Health Organization (WHO),
under its regular aid program, funds
research and (raining activities in
China at an estimated cost of $1 million
avear. The Latest UN plaver to appear
on the scene is the United Nations Chil-
dren’s Fund (UNICEF), which has com-
mitted $20.16 million of its 198284
budget 1o China’s 350 million-plus
youngsters. And in June, 1983, Beijing
will finally occupy its seat in the Inter-
national Labor Organizaton (11.0O) in
Geneva, which could open the door to
1LO technical cooperation projects in
such hields as management, vocational
training, and occupational health and
saler.

Among the other active UN agencies
in China are: UN Industrial Develop-
ment Organization (UNIDO); UN Con-
ference on Trade and Development
ment (UNCTAD): Office of the UN
High Commissioner tor Relugees (UN-
HCR); International Telecommunica-
tions Union (I'TU); World Meteorologi-
cal Organization (WMO): and World
Intellectual Property Organization
(WIPO). These organizations serve as
the implementors for UNDP-hnanced
projects, and send officials shuttling in
and out of China arranging con-
ferences and study 1ours. UNESCO, for
example, awarded nearly 200 UNDP-
funded fellowships to Chinese scholars
between late 1979 and 1981
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Moving at a Fast Pace

Altogether, the UN family of agen-
cies has imitated 200 major projects in
China, and new ones are being ap-
proved as fast as Chinese planners can
generate proposals. "UNDP would re-
ally need about 15 vears in other coun-
tries to reach that number,” said Nessim
Shallon in an April interview with the
China Daily. Shallon, general coordina-
tor for all UN agencies operating in
China, attributes the successful launch-
ing of UN programs to Beijing's strong
commitment to developmental as-
sistance. China is particularly apprecia-
tive of UN efforts after having been “cul
ot for some tume from the Luest scien-
tific and technological developments
around the world,”™ he noted. The
smooth implementation of UN proj-
ects, he said, reHects the efhciency with
which Chinese officials identify realistic
projects and work with then UN coun-
terparts. A UNFPA official has also com-
mended the Chinese for their “remark-
ably efhcient financial reporting.”

UNDP Projects: Small but Beneficial
Ihe UNDPs China program was for-
mulated in accordance with Beijing's
principal of “relving mainly on its own
ettorts and seeking loreign assistance as
subsidiary.” Hence, China s providing
the mam hmancial iputs necessary loi
most UNDP projects, including funds
tor new construction and human re-
sources. A wypical UNDP project nor-
mally requives less than 1 million, and
is directed toward upgrading existing
institutions through research, traming,
and demonstrations. Since they aim tor
quick results, UNDP project ovcles sel-
dom exceed two or three years. All UN
projects are included in China’s current
five-vear (1981-85) development plan.
Ihe significance of UNDP projects for
the US business community is much
greater than the sums of ad suggest.
UNDP traditionally carries out pre-
investiment feasibilinv studies for the
World Bank, TFAD, and other mterna-
tonal lending institutions. Often, these
preinvestment studies represent the
carly phase of much larger projects. For
example, a group ol American, Aus-
tralian, and Canadian companies re-
cently conducted feasibiliv studies for
two Chinese dams 1o be developed un-
der a current World Bank program.
UNDP programs are also setting the
stage for more professional and sophis-
ticated business relations with the Chi-
nese. Whenever possible, the UNDP

encourages recipient institutions and
departments that have the requisite ca-
pability to directly take part in the ex-
ecution of projects. In two or three
years, therefore, US executives will be
negotiating with a larger number of
Chinese officials who have gained expe-
rience in managing foreign-assisted
projects.

From o technical standpoinr, UNDP
projects are also reducing the risks of
doing business in China. For example,
the construction of a $700.000 quality
control laboratory for consumer elec-
Lronic |nn(hl(‘[s mayv not represent a vast
market tor US equipment suppliers,
but it could save firms time and money
later on when they buy products made
by the Chinese electronies industry.

Business Opportunities by Sector

UNDP is actively recruiting experts,
teachers, and consultants in nearly
every held to implement projects. One
future project, tor instance, has bud-
geted $1.7 milhon (or foreign advisory
services 1o elevate the technical compe-
tence of Chinese civil aviation person-
nel. Other projects will require the
procurement of loreign-manufactured
goods. Under the terms of 1FAD's $35
milhon loan, $7 million will be given to
Hebei Provinee by 1986 to purchase 135
picces ol agricultural equipment, in-
cluding seeders, harvesters, transport
vehicles, leeding facilities, and animal
by-products processing machines. US
manutacturers of medical and labora-
tory equipment should note that about
60 percent of UNICEFs China budget is
carmarked for equipment purchases
on the mternational market. And in
some cases, Chinacitselt will be imponrt-
ing cquipment to support UN-assisted
projects.

The tollowing is a hist of all known
existing and planned UN projects in
China as of September, 1982, for the
period ol TY82-86, arranged by eco-
nomic sector. Interested companies are
urged 1o contact the appropriate ex-
ecuting UN agency.

Agriculture, Forestry and Fisheries

UNDP plans to spend atotal of $38.36
million on agriculiural technology. nat-
ural resource technology, and training
programs during its current program-
ming cvele, These are designed o
strengthen regional agricultural plan-
ning, scienthic farming, and ecological
control,
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Get to Know Your
UN Representatives in Beijing

A valuable but little known resource
accessible to the China-based US busi-
ness community in Beijing is the UNDP
ofhce located at 2 Sanlilu, Dongxijie.
Tel: 523721. Since opening in late 1979,
the UNDP staff has grown to include
over forty Chinese support personnel
and eight professionals representing
UNIDO, UNFPA, WFP, WHO, UNICEF
and UNHCR (FAO reports that it will
soon establish its own Beijing office).
The UNDP staff maintains close con-
tacts with China’s agricultural and in-
dustrial organizations, and may be able
to provide economic intelligence and
project information. The eight UNDP
officers are: Nessim Shallon, resident
representative; Alan Doss, deputy rep-
resentative; Yves De San, regional pro-
gram advisor; Narinder Kakar, as-
sistant representative; Kerstin Leither,
assistant representative; Anne Heyes,
assistant representative; Joseph Meyer,
program director; and Sirri Melchior-
Tellier, UNFPA coordinator.

UNDP Projects Executed by FAO:

National Training and Applications
Center of Agricultural Remote Sensing.
Begun in 1980 with $650,000 from
UNDP and $1.45 million from China,
the project will be completed in 1984,
UNDP recently granted an additional
S$800,000.

Pilot Demonstraton Center for In-
tensive Pasture Fodder and Livestock
Production in Inner Mongolia. Begun
in 1979 with $1.12 milhon from UNDP,
and $5.18 million from China. Addi-
tonal UNDP assistance: $400,000,

Research Center of Integrated Wood
Utilization. Begun in 1980 with
$500,000 from UNDP, and $786,000
from China. Additional UNDP as-
sistance: $700,000.

Improvement ol vegetable oil pro-
duction technology. Initial UNDP
grant: $S600,000,

Production of fish and prawns. Initial
UNDP grant: $S600,000.

Land resources utilization in Loess
Plaeaw. Initial UNDP grant: $600,000,

Cotton seed processing plant. UNDP
grant: $500,000,

Iropical Crops Testing Center. UNDP
500,000,

Forestry Inventory. Initual UNDP
grant: $500,000.

Sugar Processing Research Center.
Inial UNDP grant: $500,000,

grant: !




SHANGHAI

Down

Garments

LIGHT!
SOFT!
WARM!

We also export all kinds

of down & feather filled
quilts, pillows and
cushions, and welcome
your enquiries and

orders.

CHINA NATIONAL NATIVE PRODUCE

& ANIMAL BY-PRODUCTS IMPORT & EXPORT CORP.
SHANGHAI ANIMAL BY-PRODUCTS BRANCH

25, Chung Shan Road, E.I. Shanghai
Cable: BYPRODUCTS SHANGHAI
Telex: 33065 ANIBY CN

'1
H jﬁktou\,\
“OMS, WATER SALT.

5. OiLs AND FOODSTE

WHITSH IN COLGENR—G_ QU comoraTion

oy
A WIDE RAMEES

(PIECES &

SHRO

Al
s a.
J

14801 KTDCO CN

AARD
i

The China Business Review/November—December 1982



Preservation and processing of fish
products. Inital UNDP
S500.000,

Research and development of sov-
bean production. Initial UNDP grant:
S450,000.

Sericulture center.
$447 000,

Bening Vegetable Research Center
Begun in 1980 with $250.000. Addi-
tonal UNDP assistance: $400,000),

National Rice Research Institute. Ini-
tal UNDP grant: $400.000.

Center for Pesticide Research and
Development. UNDP grant: $100,000.

Unlization of salt lake resource ton

grant:

UNDDP grant:

potash tertlizer production. Initial
UNDP grant: $300,000.

Food processing technology. Inidal
UNDP grant: $200,000.

Improved quality of basic tractors,
Initial UNDP grant: $200,000,

Other planned projects vet 1o be for-
mallv itated will be i the areas of
fishery protection, pest control, tarm
mechanization, and the mprovement
ol oil-bearing crops and ginseng pro-
duction.

IFAD Loan:

I June. 1981 the TEAD approved o
S35 million loan tor grassland develop-
ment and ivestock breeding projects in
North China. China’s contribution of
S77.5 million will cover almost 70 per-
cent ol the project cost. The TFAD loan
will be repaid over a d0-vear period,
and vl percent annual service fee.
Ihe projects, involving the mechaniza-
ton of rigation, transportation, plant-
g, seeding, and harvestng opera-
tons, will be completed over the next
seven vears., The Machinery Tmport
and  Export Corporation  (MA-
CHIMPEX): in cooperation with FAO, 1s
responsible tor equipment procure-
ment.

FAQ Projects:

In addition 1o executing 20 national,
and lour regional. projects for UNDP,
FAO is conrently providing bilateral as-
sistance to China to:

Establish a Coconut Research Cen-
ter: S215.00.

Tmprove rosin gualing: 5105,000,

Lram agriculiural computer person-
nel: S120,000.

Improve olive producton and tech-
nologyv: $38.500.

Introduce seed technology and proc-
essing technology: $SH00,000,

Strengthen
K250.000.

remole  sensing:

FAO recently sent a mission to China
and was presented with a $40 mulhion
request from Beijing to tund projectsin
agricultural education and research.
FAO 1s now \('('l\illu donors for the pl'ni—
ects.

World Food Program Assistance:

The WEP began operating in China
m late 1979, Since then, it has financed
two emergency food operations valued
at S8.8 million, and 13 development
projects valued at 875.2 million. Of the
latter. two have been completed, nine
are operational, and two have vet to be
started.

WEP assistance 1s used to buv {ood
from exporung governments to supple-
ment the nutritional needs of Taborers
engaged i agricultural construction.
WIEPS most recent program was ap-
proved in October, and will supply Chi-
nese workers imvolved i World
Bank—IFAD projects with S1.3 million-
worth ol wheat and vegetable o1l o
seven months.

Light Industry and Consumer Goods
UNDP will provide $23.98 million
over the next hive vears 1o PRC con-
sumer goods and other light industries.

UNDP Projects Executed by UNIDO:

Svnthene Fiber Research and Devel-
opment Center. UNDP grant: $3.5 mil-
lion.

Plastics Processing and Application
Center. Begun m 1981 with $450.000
from UNDP, and $1.98 million from
China. Additional UNDP assistance:
$400,000),

Research and development of flv ash
utilization. ITnital UNDP grant:
S700,000.

Qualinv control laboratory for con-
sumer electronics products. Initial
UNDP grant: $700,000.

Window/door manufacture. Initial
UNDP grant: S605.000,

Aid to machme building mdusuy. In-
wal UNDP grant: $600,000),

Pulp and Paper Technology Center.
Initial UNDP grant: $500.000.

Cement Development Center. Initial
UNDP grant: 3500,000.

Institute ol Metal Research. Inital
UNDP grant: S315,000.

Photographic plates production
UNDP grant: 5309000,

Development of dyve-stufts. Initial
UNDP grant: $300.000.

Development ol moditied natural
rubber. rubber—plastic blends, and
anti-carthquake buildimg materials. Tn-
itial UNDP grant: 300,000,
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Control and testing of hlters. Initial
UNDP grant: $250,000.

Electrostatic precipitator. Initial
UNDP grant: $250,000.

Light Weight Building Materials Re-
search and Development Center. Initial
UNDP grant: $200,000.

Glass Development Center. Initial
UNDP grant: $200,000.

Hot processing technology used in
machine building. Inital UNDP grant:
S200,000).

Establishment of Central Leather
Laboratory in Shanghai. To be com-
pleted i early 1983 with $250.000 from
UNDP, and $231,329 from China.

Research and development i the
arca ol pesticides. To be completed in
carly 1983 with $164,650 [rom UNDP,
and SLO5 million from China.

Other projects still being planned are
in the areas of housing construction,
leather processing technology, food in-
spection. carbon fibers, research, bear-
ing testing techmques, and nondestruc-
tive testing,

Energy and Conservation

China has idennhed 12 energy pri-
orities which emphasize both imcreased
output and conservation. In the near
future, new projects will be identihed.
while the funding ol existing ones 1s
scheduled to imcrease.

UNDP Projerl‘s:

Oil and gas survev in Southwestern
China. Initial UNDP grant: $4.0 mil-
lion. Executed by UN Secretariat.

Divect coal hiquetaction. Tnital UNDP
grant: S700,000.

Lraiing center for thermal power
plant operators. Initial UNDP grant:
S600.000. Executed by UN Secretariat.

Oil well sand control techmques ap-
plicable to the Shengli Onlheld. Tniual
UNDP grant: $600,000. Executed by
the UN Secretariat.

Prospecting, developing, and utiliza-
ton of geothermal resources in the
vicinity of Tianjin. Inmital UNDP grant
ol $1.0 million is to be used in conjunc-
tion with 4 $7.0 million loan from the
Hahan government.

Energy Conservation Technical Ser-
vice Center. Inital UNDP grant:
S450.000. Executed by World Bank.

Solar Heating, Cooling, and Demon-
stration Center. Inital UNDP grant:
S100,000. Executed by UN Secretariat.

Rescarch Center lor Thermal Energy
LUtilization Technology. Initial UNDP
erant: 100,000, Executed by PRC gov-
ernment.



John Cella, Senior Director
Office for Projects Execution
UNDP

I United Nations Plaza

New York,

N.Y. 10017

Dennis Bathan, Chief

Procurement and Inventory Control
Section

UNFPA

220 East 42nd Street, 17th Floo
New York, N.Y. 10017

J. Kabore, Assistant Director General
Cooperation for Development and
External Relations

UNESCO

7, Palace de Fontenoy

75007 Paris, France

How to Introduce Your Company
to the United Nations

When a UN project is approved, the appropriate executing agency issues
invitations to a small list of qualified international suppliers to submit tenders.
The chosen few are selected from a long roster of companies and organizations
maintained by each UN agency. US firms interested in getting on an agency’s
roster can write to the Inter-Agency Procurement Services Unit (IAPSU), One
United Nations Plaza, New York, N.Y., 10017, for a “Company Profile Form”. The
TAPSU will in turn disseminate data on your firm to potential UN customers,

US firms seeking to bid on a particular project can directly contact the procure-
ment division of a UN agency for information and guidance on bidding proce-
dures. Whom to contact in major UN agencies, and where:

D. Gardellin

Purchase and Contract Services
UNIDO/Wagramerstrasse 4

P.O. Box 300

A-1400 Vienna, Austria

A. Doeve, Chiel ol Contracts Branch
Administrative Services Division
FAO or WFP

Via delle Terme di Caracalla

00100 Rome, ltaly

Arne Jensen, Director
Supply Division, UNICEF
886 United Nations Plaza
New York, N.Y. 10017

C.G. Nickius, Chiefl

Supply Services, WHO

20 Avenue Appia

1211 Geneva 27, Switzerland

Experimental Wind Power Station.
Initial UNDP grant: $200,000.

Geothermal resources development
program. Initial UNDP grant:
$372.645. Executed by UN Secretariat.

Biogas Training Center. Ininal UNDP
grant: $310,000. Executed by FAQ)

Hyvdropower Training Center. Initial
UNDP grant: S160,000. Executed by
UNIDO,

Other projects soon 1o be launched
will be in the areas of coal exploitation
and transportation. oil recovery tech-
niques, and renewable energy re-

SOLLICeS.

Transport and Communications

Much of China's mflrastructure is
highly susceptible to carthquake
damage and other natural calamities.
UNDP has allocated S7.19 million for
projects involving the establishment of
preventative measures to protect
China’s water resources.

UNDP Projects:
Establishment of carthquake predic-

tton  site in Beijing="Tianjin-

10

Fangshan—Zhangjiakou region. UNDP
will provide $2.0 mullion. Executed by
UNESCO.

Improvement of meteorological ser-
vices, Initial UNDP grant: $1.5 million.

Hvdrometeorological forecasting in
the midstream of the Changjiang
(Yangzi) River. ITnitial UNDP grant:
S900,000. Executed by WMO.

Motion radiotelemetry network. Ini-
tal UNDP grant: $635,000. Executed
by I'TU.

Evaluation of ground water resources
in Huang Huai Hai Plain. Initial UNDP
grant: $500,000. Executed by WMO.

Flood forecasting svstem tor the
Yellow River. Tninal UNDP grant:
5400,000. Executed by WMO.

Development of digital transmission
svstems. Initial UNDP grant: $400,000.
Executed by 'L,

Development of national water re-
source data, and Technology Transfer
Center. Initial UNDP grant: $200,000.
Executed by UN Secretariat.

Additonal programs for implemen-
tation will be wentihied by China and
submitted 10 UNDP during the latter
part of s five-vear program,

Science, Technology, and Education

UNDP technical assistance, totaling
$26.37 million during the 1982-86 pe-
riod. will be utilized 1o strengthen
China’s educational system.

UNDP Projects Executed by UNESCO:

Inlormation processing center.
Started n 1979, the project is UNDP's
largest. UNDP grant through 1983: $6.7
million.

Strengthening the training and re-
search in keyv universities. Initial UNDP
grant: $S1.2 million.

Civil aviation professional training.
Inital UNDP grant: $1.2 million. Ex-
ecuted by the International Civil Avia-
tion Organization.

Strengthening vocational education.
Initial UNDP grant: $800,000),

Strengthening secondary education.
Initial UNDP grant $600,000.

Computer traiming and develop-
ment. Inital UNDP grant: $500,000.

Improvement of educational tacilities
for China’s national minority popula-
tons. Ininal UNDP grant: $500,000.

Training of medical personnel. Ini-
tal UNDP grant: $500,000.

Strengthening of Qingdao Advanced
Lranmning Institute. Inital UNDP grant:
$500.000,

Science and Technology Institute.
[nitial UNDP grant: $460,000.

Strengthening of agricultural educa-
ton. Ininal UNDP grant: $400,000.

Establishment of Beijing Training
Center lor Senior Geologists, Tnital
UNDP grant: 5409000,

Computer science training. Toiual
UNDP input: $311.500.

Film Laboratory Center. Initial UNDP
grant: $216.000.

Strengthening of China Research In-
stitute of Printing Science and Technol-
ogv. Inaugurated 1n 1980 with
S25L650, UNDP is providing $200,000
in additonal assistance.

I'V university adult educanon pro-
gram. Initial UNDP grant: $200,000,

Other Projects:

English for special purposes. Estab-
lishment of English centers in Shang-
hat, Beipng, and Xian at cost of §1.2
million. Executed by Chinese govern-
ment.

Enterprise Management Training
Center. Executed by UNIDO at a cost of
$500,000,

Iranster of know-how through ex-
patriate natonmals, Tnigal UNDP grant:
S560,000.
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Strengthening the Beijing Institute
of Posts and Telecommunications. Ex-
ecuted by I'T'U at a cost of $300,000.

New projects will be in the arcas ol
statistical training, export promotion,
educational broadcasting, teacher
training, and budgeting and auditing.

Part of the $38 million bud-
geted by UNDP is for research
to improve the production of
ginseng and other cash crops.

International Trade and Finance

UNDP Projects:

Preinvestment support. UNDP has al-
located $1.8 million to assist China’s
planning department in improving
their feasibility studies, project designs,
and contract management. Executed
by World Bank.

Assistance to the Institute for Inter-
national Economic Management. Be-
gun in 1979, UNDP is executing the
project with $800,000 of its funds, and
$1.53 milhon from China. To be com-
pleted in 1984,

[raining in computing technology
imvolving trade statstics. Initial UNDP
grant: $300,000.

Projects Executed by UNCTAD at a
Total Cost of $1.1 million (only project
titles are listed):

Export Packaging/Label Design In-
stitute:; ITmprovement of Commodity
Inspection Techniques; Trade Infor-
mation Development; Export Publicin
and Promotion: Export Training:
Trade Training College.

Other Projects:

Ihe World Intellectual Property Or-
ganizaton (WIPO) is hinancing several
training courses in the helds of patent
and trademark law protecuon.

Advance Notice on

Business Opportunities
To stay abreast of upcoming China
projects funded by the United Nations
and the World Bank, companies can
subscribe to the business edition of De-
velopment Forum. Ata cost of $250 for 24
issues a year, the newsletter provides
timely information on the services and
equipment required by particular proj-
ects, and furnishes instructions on how
to obtain tender documents. Subscrip-

tion inquiries should be sent to:

Development Forum/Business Edition
United Nations

CH-1211 Geneva 10, Switzerland
Attn: Annette Ekberg

The World Health Organi-
zation has already set up
an experimental center
using computer-controlled
diagnostic equipment.

Health and Population

Ihis area has received $7.19 million
from UNDP, $50 mulhon from UNFPA,
and $20.16 million from UNICEF.
UNDP Projects Executed by WHO:

Drinking water supply and sanita-
ton. Initial UNDP grant: $800,000.

Creation of model counties in rural
health care. Initial UNDP grant:
S6O0.000,

Establishment of Biomedical Intor-
mation Center, and mformaton net-
work., Begun in 1980 with $200,000
from UNDP, and $2.42 million from
China. UNDP has allocated an addi-
tonal $150,000.

Establishment of Experimental Cen-
ter tor Climcal Diagnosuc Reagents.
Begun in 1980 with $200,000 from
UNDP. An additional $150,000 has
heen budgeted.

UNFPA Projects:

UNFPA assistance will total $50 mil-
lion through 1985, and is likelv 1o be
increased through bilateral donations
to the agency. More than 35 different
])H]i{’l s are now underway 1o assist
Chimas population census (815 million
worth of computer equipment was in-
stalled for the 1982 population census):
demographic traimimg and research:
population education, training, and
publicitys statistics and evaluation: and
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the production and introduction of
contraceprives,

UNICEF Projects:

Over the next two vears UNICEF will
spend S13.24 milhon (of its $21.16 mil-
lion budget) on loreign equipment for
various China projects. Another $5.3
million will be used for training grants,
and the remaining $1.6 mullion is for
project support. Known projects calling
for internatonal competitive bidding:

Education: UNICLEF is now accepting
bids for printing equipment 1o maod-
crnize the People’s Education Press
Printing House in Betjing.

Nutrition, UNICEF 1s seeking modern
production and processing equipment
lor a protein-rich weaning lood facton
to be built in Shangha. Operations are
scheduled to begin in early 1984,

Health. UNICEF will be purchasing
modern laboratory equipment to sup-
port the development of immunization
delivery systems in hive provinces,

I MErEency (,‘HH,’M'HN.’IHH. UNICLEF |J]il]h
to equip a maternity hospital and a
number o schools as part of a continu-
mg rehabilitation post-earthquake
project in Tangshan. &

Karen Berney i a [reelance writer who
hes contrebuted [requentiy to The CBR.
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China and The World Bank

A Model Beneficiary in the Making?

he benehits conferred upon
China by World Bank mem-
bership in May, 1980, e al-
ready being felt both by China and
American manulacturers, Not only has
China recenved two loans worth S200
million and $S60 million, but a signih-
cant share ol the money appears des-
tned for the US. Indeed, about half of
the $43 million worth of contracts
awarded in the hirst round ol China's
education loan went to US firms.
China joined the World Bank at a
tme when commitments had aheads
been determined for fiscal 1981-83
from the Bank’s soft loan source—ihe
[nternational Development Association
(IDA) i which Berjing had the most
interest. So mitiallv, China had access
only 1o unallocated TDA funds, and a
small amount of profit transters o 1DA
from the Banks hard loan organiza-
ton—ithe Tuternational Bank for Re-
construction and Development (IBRD).

Loans to China

Loans 1o China thus Lar have not
tiken awav resources from other low-
mcome benehciaries ol the World
Bank, such as India and Alrican coun-
tries. Beijings two loans totaling $260
million (just a fraction of which hive
been disbursed), committed by the
Bank in s last biscal vear ending in
June 1982 represented only 2 percent
ol the Bank’s $13 billion i actual com-
mitments in that hscal vear

Nothing happens fast at the World
Bank. Project preparation is a methodi-
cal long-term process that may take sev-
eral vears, and five o1 more vears 1o
complete once a project has bheen ap-
proved.

12

Nicholas H. Ludlow

Early on, the Bank prepared areport
ol almost a thousand pages which pin-
pointed some of China’s real needs—

for energy conservation, energy devel-
opment, agricultural needs, improve-
ment i educational standards, and
better communications (see The CBR.
Julv=Aungust, 1981, page 6). The report
cimphasized the need for the PRC 1o
improve cconomic elliciency by better
planming, a revamped price structure,
more responsible mvestment decision-
naking, improved labor mobilin, and
beter loreign trade planning,.

Based on is study, the Bank report-
edv drew upa projec plan for the ap-
proximately SO0 mallion that was
available through 19830 with an equal
emphasis on spending lor education,
agriculture, energy. and mransporta-
tion. Funding for these projects was to
he splic 50-50 between TDA and TBRD
funding. IDA fimancing is virtually free.

IThe Bank's first China loan was
signed i November, 1981, calling for
S200 million in expenditures (halt and
hall TDATBRD) o imstruments, com-
puter equipment, and training at 26
kev Chimese universities,

IDA Cutbacks

China’s entry 1o the World Bank,
however, came at the time when the
Reagan administration reduced fund-
ing lor the World Bank. China, among
other poorer countries, was caught in
congressional resolutions which
pledged a US contribution 1o IDA'S
sixth replenishment of $3.24 billion, or
27 percent ol the total over four vears
mstead ol three.

I'he eftect of this was to reduce an-
nual IDA funding overall by 25 per-
cent. In hscal 19820 TDA Tending 1o
benehicuries of the World Bank actu-
ally lell by 23 percent. And the first US
pavment in August, 1981, was for $500
million, rather than the SLOS billion
origimally pledged.

Ihese cutbacks shifted the emphasis
Brom IDA funding 1o IBRD Lunding for
all Bank projects. including those un-
der preparation in the PRC. IBRD
loans carry an annual interest rate of
L3 percent. compared with a 0.75
percent service fee charged on TDA
loans. Now only abour 10 percent of the
Bank projecis curventlv under prepara-
tion in China mvolve 1DA fimancing.

The reduced US commitment to
DA wonicallv, came atatime when the
World Bank's fist loan to China was
demonstrating the beneficial relation-
ship between the Bank’s lending ac-
tvities and US exports. American firms
won about hall of the $43 million
awarded in the fiese round of bidding
on China’s educanon loan. while Jap-
anese hirms won a third of the awards,
and Furopean companies won 15 per-
cent.,

A consequence ol the US action 1o
reduce TDA funds available 1o China
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Photo by Ludlow

and elsewhere, has been the develop-
ment of a proposal for a special techni-
cal account that will bridge the current
IDA sixth replenishment with the next
(IDA 7), paid for by donors other than
the US, such as Canada, ltaly, and
France. Under the terms of this ac-
count, procurements will be from do-
nor countries only. American exporters

will not be eligible.

Backup Support

With Bank funding came all the re-
sources of the World Bank—training
for hundreds of China’s project plan-
ners at the World Bank’s institute in
Washington and at a counterpart in-
stitute in Shanghai, the consulung ser-
vices of some of the worlds foremost
economic planners, and management
of project development by experts at the
Bank.

This expertise, which is unlike that
provided by any governmental credit
institution or Exim bank, came at a time
when China’s planners appreciated the
need for i Indeed, abter the hasco of
China’s planning of the Late 19705, and
the waste of China’s scarce budgetary
resources in so many sectors, Beijing’s
readmission to the World Bank was pro-
piiously timed. The PRC might take
exception to some ol its operating prin-
ciples, but there is no doubt that the
Bank's advice and technical assistance is
appreciated.

The Bank has had 1o go through an
educational exeraise with each sponsor-
ing organization in the PRC: the minis-
tries of Educaton, Petroleum, Commu-
nications, and so on. It has also had (o
coordinate its activinies with the minis-
tries of Finance (the Bank’s “sponsor™in
China), and Foreign Economic Rela-
tons and Trade, which has acted as hai-

son on project development,

e N P o i
A major World Bank priority is to alleviate port
percent of the country’s cargo.
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The learning process has not been
without incident. China’s technical im-
portcorporation, TECHIMPORT, which
serves as agent for Chinese ministries
procuring equipment under Bank
loans, irritated some companies when it
asked them o discount their prices fur-
ther or it would go 1o other bidders—
after these firms had won bidding
il\\]ll'(l‘i. Some lll“L'.()[-l.l“)]"\ were ll[)h('l
with TECHIMPORT S insistence on such
things as arbitration in Benjing, and the
approval ol foreign export licenses
within six months (a matter that is
handled by foreign governments and is
out of the hands of private firms).

el -

congestion in Shanghai, which handles 40
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Despite these experiences, China’s
participation in the Bank’s activities as a
whole has been salutary for both par-
tics. Indeed, the PRC promises to he-
come a model benehcary nation. For
example, Chinaorganized evaluation ol
the first round of bidding oo its educa-
tion project within two months, when,
in Bank experience, 8=13 months is
normal for similar, but much smaller
projects in other Asian nations. In the
$60 milion North China Plain irriga-
tion project, the second approved by
the Bank, a major canal was dug within
weeks ol the loan being signed, much to
the Bank’s amazement,

China will be one of the chiel con-
tenders for a share of the SI18 billion
worth of IDA funds soon to be dis-
cussed among donors and benehcaries
mvolved in the forthcoming 1DA sev-
enth replenishment. If China con-
tnues to absorb the Bank's resources
quickly—and to good effect—undoubt-
edly the PRC will carry more weight
among Third World nations and set a
standard that will be hard 1o beat. £

Nicholas H. Ludlow is managing divector
of ITTM Assoctates, a Washungton-based
consulting form that serves as a clearing
howse for information on development bank
projects. Mr. Ludlow formerly was the Na-
tional Cauncitl’s executive director of pub-
lications, vesearveh, and planning.
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The Agricultural Outlook

Not only have reforms stimulated agricultural recovery,
but they are changing China’s agricultural trade with the world.

Frederic M. Surls

he rapid growth ol agricaliure

has been one of the brightest

leatures of China’s economic
performance i the last four vears, Pro-
duction of crops, livestock products,
and rural sideline indusory all showed
healthy gains, and raral incomes are up
by o wide margin. Because ol these
gains, China'’s imports ol Larme prod-
ucts, with the notable exception ol
grain, are now lalling.

Impressive as the recent surge in pro-
duction has been, agricultural progress
is much less striking when viewed from
a longer perspective. Over the last 25
vears, China’s farm sector has made
only limited gains in per capita produc-
tion, and most of the gains have oc-
curred in the last few vears. Morcover,
the recent pace of growth cannot be
maintained for an extended period,
and growth in the future as likelv 1o
slow. This will present China's leader-
ship with a new set of challenges in the
future.

The Performance to Date

Ihe growth of farm production since
1977 has been striking. Gross value of
agricultural ourput, China’s broadest
measure of farm sector performance
covering the production of crops, live-
stock, forestry, aquatic products, and
sideline industry, grew by 28 percent
between 1977 and 1981, Production of
crops advanced by 22 percent, and
meat production rose by over 62 per-
cent. Rural indusury also made miajo
progress. as houschold sideline pro-
duction, and the output of production
team and brigade enterprises, ad-
vinced by morve than 50 percent. Ruval

14

meomes grew at an even faster pace.
lollowing a round of major price in-
creases for farm products in 1979 and
subsequent smaller mcoreases i 1980
and 1981,

Ihe expansion ol crop production
has been uneven, however, with grain
showing the slowest growth and cash
crops such as oilseeds, cotton, and
sugar advancing by much Loger mar-
gins. Grain output rose by 15 percent
hetween 1977 and 1981, while oilseed
production rose 65 percent, and the
output of cotton was up by 45 percent.
An mmportant reason for the different
growth rates between gram and other
crops s the large decline in grain area,
as land has been shifted to the produc-
tion ol cash crops and to non-crop uses
such as pasture and torests. Also, farm-
ers in some areas have taken advantage
ol greater autonomy to cut back on un-
prohtable double cropping, especially
ol rice. Between 1977 and 1981, the area
planted in grain crops—wheat, rice,
coarse grains, and tubers—dropped by
6.6 million hectares, an area equivalent
to 6.5 percent of the 1977 area. Over the
same pertod, the acreage of major
otlseeds—sovbeans, peanuts, rapeseed.
and sunfowerseed—increased by 40
percent. Acreage devoted to other cash
crops also rose, but generally by smaller
margins.

Lhe shilts in acreage are onlv one
part ol the explanation tor the growth
ol production that has occurred. Yields
are also up sharply. Rapeseed vields
hiave now doubled those of 1977, which
was admittedly a poor vear. Yields of
other oilseeds are also up, with in-
creases ranging from 10 percent (sov-

beans) to 35 percent (suntlowerseed).
Cotton presents a similar picture, as
vields grew by nearly 40 percent.

Reasons Behind the Growth

Revised agricultural policies and sub-
stantial increases e lertilizer supphes
both contributed (o this growth in
vields. Fertilizer supplies grew vapidly
during the late 1970s as production
came onstream {rom the imporied
plants contracted in 1973 and 1974, and
China’s domestic production of phos-
phate fertilizers jumped. Between 1977
and 1981, domestic lertnlizer produc-
ton increased by about 70 percent. The
application of chemical tertilizers rose
at an even faster pace as ferulizer im-
ports also increased. During this pe-
riod, application rates doubled, grow-
ing from 66 1o 133 kilograms per
hectare.

The government’s new policies aimed
at improving icentives and imcreasing
elhiciency have also contributed 1o 1n-
creased output. There are at least foun
important aspects of the new policies:
P higher prices for farm products,
P cncouragement 1o larmers to spe-
cralize more, and limited freedom o
farmers to choose the crops they grow,
P incentive and paviment systems that
tie incomes more directly 1o work. and
P creater scope lor private produc-
ton.

Prices. Government purchase prices
were raised sharph in 1979, the hrst
large increase since the mid-60s. This
was followed by further selective in-
creases for a more limited range ol
crops in 1980 and 1981 The price -

creases were structured inosuch a way
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that prices were raised for compulsony
deliveries, and a premium price paid
tor deliveries in excess of the com-
pulsory quota. For example, the aver-
age price for the basic compulsory
delivery quota of grain rose by 20 per-
cent. A 50 percent premium was added
for above-quota dehveries. In additon,
once delivery quotas are tullilled, pro-
ducers can then sell remaining supplies
to the government at negotiated prices,
and, in come cases, on the free market.
Since compulsory delivery quotas have
generally not been raised, the propor-
tion of above quota sales and the aver-
age price at which products are sold has
continued 1o nse. Between 1977 and
1981, the average price paid Larmers
rose by about 40 percent. Since the re-
tail price of most basic commodities has
not risen, the government has incurred
rising budget subsidies 1o cover the
losses of the commercial system.

Specialization. Local self-sulficiency in
grain production was a major policy
theme during the Cultural Revolution.
I'his has given way to a limited encour-
agement ol speaahization. The govern-
ment is pursuing this approach by
several routes. Tt s actively promoting
land-use planning. has moved 1o shifi
marginal Lind to non-crop uses, and is
designating kev areas as bases for pro-
duction of specihic crops. These com-
modity bases are expected to have
higher-than-average marketing rates
and, i many cases, are receiving signi-
ficant amounts of state assistance and
priorviy supplies of inputs. The central
government is also guaranteeing sup-
plemental grain supplies for regions
which are approved for specialization.
These grain supplies probably have
been extremely important in inducing
areas to shilt from grain to other crops.
Previoushy, the requirement to be self-
sutficient discouraged farmers from
devoting land, fertilizer, and labor to
cash crops out of fear that other areas
would not provide them with gram.

In addition. producers now have
somewhat greater autonomy in decid-
ing what crops to plant. Just how this is
being done 1s not entirely clear—
acreage targets tor some crops are still
being set by the government, but pro-
ducers apparently have some hreedom
to choose what crops 1o grow and in
some cases, to ignore the plan without
worrving about criticism.

Incentrves, A third teature of Beijing's
new agricultural policies is the attempt
to Iink firmers” mcomes morve directly
to efforc and productivity. In order to
“break the mron rice bowl™

egalitarian

income distribution svstems popu-
larized during the Cultural Revolu-
a greater share of team income is
being distributed on the basis ol work

ton

performed. The new “production re-
sponsibility svstem™ (see page 16), in-
volves a variety of forms of contracts
between production teams and indi-
vidual households or groups of house-
holds. Their form varies widely and
extensive experimentation is still under-
way, In some cases the contract covers
only a limited and specific task such as

Since 1977 China has been
playing catchup—making
substantial gains by utilizing
surplus production capacity
created by the wasteful policies
of the Cultural Revolution
period. But these high growth

rates can be sustained only if

Bejing continues its flexible
agricultural policies.

management ol a certain plot of wheat
onceithas been planted. In other cases,
land of the production team is effec-
tively hroken up with individual house-
holds given complete responsibility for
specilic pieces of land and for the crops
that are grown on them. In this case the
household enters into a production
contract with the team. and is responsi-
ble Tor delivering a certain amount of
what it produces to the team, for paying
[or supplies provided by the team and
lor contributing to the team welfare
fund. Once these contractual obliga-
tions are met, households are free o
dispose ol surplus production as they
see i,

Private Farming. A hmal leatare of the
new policies that has contributed 1o
greater production and higher incomes
is the ncreased Latitude allowed for pri-
vate production. Area allowed for pri-
vate plots has increased, with the legal
naximum now set at 15 pereent of the
Land of a production team. Actual size
in most places s still well below this
limit, but the amount of land in private
plots has increased signibicantly. New
regulations that permitmore time to be
spent away from collective production
have also contributed to the expansion
ol private household production.
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Along with greater freedom for pri-
vate production, the reopening and ex-
pansion ol rural markets has also
contributed to the attractiveness of pri-
vate sector production. More than
10,000 such markets are now open; this
expansion of marketing opportunities
has made a major contribution to the
growth of all kinds of private activities,
and o the rise in rural incomes. In part
because of these changes, private in-
come now accounts for more than one-
fourth of total rural income.

I'he impact of these changes has
been substantial and, at times,
matic. Cotton production in the North

dra-

China Plun, once China’s major grow-
ing region, is one striking example.
During the mid-70, cotton acreage and
vields in the region dropped as a result
of the preoccupation with grain pro-
duction. Following cotton price in-
creases in both 1979 and early 1980 and
increased government supplies of grain
to areas producing cotton, vields in-

creased by 80 percent in one vear. This
was largely the result of the new pol-
icies, though very good weather and the
popularization of new cotton varieties
helped. Since 1980, cotton land in the
region has continued to expand, con-
tributing to China’s record cotton crops
in the last two years,

1982 Crop Prospects

Ihe trends of the last four vears are
continuing this year, and further in-
creases in production ol most crops are
likelv. despite a poor beginning in the
spring when sernous drought threat-
cned crops in the North China Plain
and drv weather in the Northeast o
much of the summer which damaged
crops there. The shilt of area out of
grain has continued, despite worried
government appeals to armers not 1o
reduce any further the land devoted 1o
grain cultnvation. The area of summer
grain crops—Ilargely wheat—was re-
ported to be down by 600,000 hectares
this vear. Further cutbacks i double-
cropped rice areas reportedly occurred
in central China. Despite dry weather
and the smaller available area, wheat
production in 1982 mav exceed last
vear’s level,

The early rice crop. which accounts
for over one-third ol total rice produc-
ton, rose by 3 percent to 1.5 million
tons. The Chinese government is op-
timistic about this tall's harvest of inter-

mediate and late rice. Coarse grain

crops across the North China Plamn are
reportedly doing well, although pro-
duction in the Northeast, an important
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producing region. will likely be down,
perhaps substantally, Inall, grain pro-
duction could be close 1o the 3335 ml-
lion tons called tor in the state plan, or
the 1979 record of 332.5 million tons. Tt
will certainly be well above last vears
325 million ton level.

Production of most cash crops should
be higher. The wrea of cotton land is up
by more than 5 percent and the third

hina's decision i 1979 o re-

strain the heavy hand ol cen-

tral planning, and let tarmers
mcereasingly grow what they want for
proht, has contributed o the longest
period of rapid growth in decades.
Though controls stll exist, the in-
creased freedom given to farmers has
already altered the composition ol
China’s Larm output, and of s agricul-
tural trade with the US.

By inducing greater efficiency in
cropping through various relorms,
China has succeeded in raising grain
output over the past three vears by 6.6
percent—on 5.6 percent less land. Re-
ports of record harvests ol whear and
rice in China this September surprised
many observers who last spring pre-
dicted gram shortlalls due 1o poor
weather condinons and reduced sown
acreage, Cotton and oilseed have shown
CVen greater gains,

At the heart of China's rural re-
surgence lies a reform called the “re-
sponsibility svstem.” Credited with
spawning new dvnamism in the rural
sector, these market-ortented mcen-
tives have had a marked impact on the
quantiny and diversity of China’s agri-
cultaral production over the past lour
vears. Much of the impact, too, comes

from accompanving reforms suc hasin-

consecutive record crop is in prospect.
Most otlseed crops should also register
mcreases, and a 6 percent mcrease in
total oilseed production is projected.
The rapeseed crop was 11 percent more
than last vear, and good crops of fall-
harvested oilseeds such as peanuts are
also likely, as 1s another record sugm
crop.

I he hivestack sector should also show

further gains i 1982, but the increase
in output is likely 1o be relatively small.
Alter very rapid gains between 1977
and 1980, meat production rose by only
about H00,000 tons last year: a similar
mcrease 1s likely this vear. Year-end in-
ventories of hogs have dropped for the
last two vears and sow numbers have
also declined. However, slaughter rates
have increased, as has the average

Returning Incentives

To the Farmer

Kathlin Smith

creased government procurement
prices, the liberalization of rural mar-
kets, and ofhicial encouragement to di-
versify production by expanding side-
line industries. This package has
resulted insome rural peasants enjoy-
ing higher living standards than then
urban counterparts. Between 1979 and
1981, netincome in peasant houscholds
reportedy increased by anaverage of I8
percent.

Many variants ol the responsibilin
system are in use today, Some appeared
as carly as 1951 and during subsequent
periods of liberalization. as in the e Iy
1960,

In 1977 vesponsibility svstems were
introduced in Sichuan and Anhut on a
trial hasis. A common form of these sys-
tems 1s reportedly the “contracting to
houscholds svstem.” similar 1o share-
cropping. Collective production has
bheen abolished (collective ownership
remains), and the production eam has
some sayv about which crops to plant,
althowgh their choice is sull guided by
the national plan and procurement
contracts, Contracts are drawn up he-
tween the production team and an imdi-

vidual or Lannly, which then is held
responsible for the fullillment of cer-
tam quotas. Fhe household can dec e
how it wants to utilize s Land and in-

and any-

puts 1o produce the quota
thing extra.

In areas where collecuve agricultune
remains relatively strong, often m areas
near cites, the responsibiliy system
tends to take more mited forms. Peas-
ants are given more specialized tasks,
Tunctiion more as a group, and are paid
i work points. Olten these collectives
devive a large portion ol their wealth
from sideline industries such as ool
making. weaving, or food processing.

Ihe princple of remuneration i all
forms remains the same: H the mdi-
vidual or family tultills its contract, pay-
ment is made according to the contract
terims, while any above-quota produc-
tion may be kept for home consump-
ton, sold on local free markets (\\I1|l
some restrictions), or sold to the gov-
CINMENL al premim prices.

Crop diversihication is one ol the
more obvious consequences ol the sys-
tem. Feonomic crops such as sugiar-
cane. e, silk, and tobacco have done

KNatllive Smth. ,’IH‘\!'H:'I'\ with the China
Conncil of the Asia Society, is completing hey
Master of Avts degyee on International
Development at Xmevican University.
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slaughter weight. The private sector has
plaved an increasingly important role in
raising hogs, which account for nearly
95 percent of China’s meat production.
Over 90 percent of China's 294 million
hogs are now privately raised.

China’s Changing Agricultural Trade

Higher agricultural imports accom-
panied the growth of tarm production

through 1980, but imports are now
dropping. Between 1977 and 1981, im-
ports of farm products increased from
$1.910 an estimated $6.3 billion. Larger
imports of both grain and cotton con-
tributed to most of the increase. Grain
imports rose from 6.8 million tons in
marketing vear 1977/78 to 14.5 million
tons i 198182, and are expected 1o
reach 16 million tons in 1982/83. Whea

better under the new system, and forest
and lake areas, forced into grain pro-
duction during the political mayhem of
the sixties, are being slowly restored.

The impact of reforms is also re-
flected in the changing pattern of rural
demand. Efforts by production units to
increase vields have led to a greater man-
ket for inputs—tertilizer (especially po-
tash), improved seed strains, and
pesticides.

Significantly, demand for Lurge-scale
agricultural machinery is down, nsell
an indication that the state can no lon-
ger sell to family units the tvpe of ma-
chinery previously sold to Lirger,
collective units. The demand for small
tractors, however, has risen greatly. In
Anhui province, sales of two-wheel
“walking”™ tactors (known as garden
tractors in the US) are running 10 times
above 1980 levels.

The proht incentive may be a good
cure for slow growth, but the medicine
has not been without 1ts side-ellects. 'To
name a few:

P The reduction in sown grain area
has begun o alarm Beijing. Approx-
imatelv 185 million tons ol grain pro-
duction reportedly has been foregone
over the past three vears due to ashiftin
crop patterns. This is attributable 1o
higher market prices for industrial
crops, and the flexibility allowed rural
producers to decide which Lind should
be used for various crops. While 9.6
percent of China’s arable land was used
tor industrial crops in 1978, more than
12 percent was used in TY81. An esti-
mated 4.5-million-ton annual increase

in grain production will be needed just /

1952
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to maintain 1981 per capita grain levels.
China’s leaders, aware of the problem,
have stressed that the sown grain area
must not be further reduced.

P The government, having already
spent $43.3 billion over the past three
vears on farm price subsidies, is in no
pOsIion 1o raise procurement prices
any more, This will make it harder 1o
keep incomes growing.

P [ he responsibility system has report-
edly led to greater income inequalities
in rural areas. Families with fewer able
laborers—and especially soldiers’ fam-
lies—are ata disadvantage in productiv-
ityv. As economic gain to the household
becomes more a function of the num-
ber of able workers, China'’s birth-con-
trol campaign could suffer a majo
reverse.

Even US exports to China have fel
the effects of the countuys rural reform
policies. In the hrst seven months ol
1982, exports of cotton and soybeans
fell by 56 percent and 12 percent, re-
spectively, as compared with the same

has accounted for most of the increase
N IMPOTts; COATSE Grain Hports rose 1o
a record 3 million tons i 1978/79 but
have since declined. Imports i 198 1/82
totalled only about 1.3 million tons, al-
though they may reach 2 million tons
this vear.

Higher grain imports have been
caused by both rising incomes and pol-
icies favoring specialization. Greater in-

period Last vear. But wheat sales are up
12 percent on the same period, and
corn sales have increased by over 380
percent.

China’s rural policy now faces a di-
lemma, brought on, in part, by its own
success. On the one hand, the govern-
ment probably could not sustain the
large budget deficits needed o readjust
agricultural prices across the board,
and induce farmers to produce
willingly all the crops needed 1o feed
one billion people. Therelore quotas
will continue to be used to make farm-
ers produce what they probably regard
as unprofitable crops. On the other
hand, quotas must be implemented
without dulling the incentives which
have proven so important in agricul-
ture's recent advances. g

The Water Buffalo Parable

China’s famous economist, Sun
Yefang, was once ridiculed for ad-
vancing the “absurd” hypothesis
that individual incentives and the
price mechanism could guide an
economy as easily as a rope
through the nose of a water buf-
falo. Bureaucratic central plan-
ning of the Soviet variety, he
argued, was like trying to push a
water buffalo from behind. Today
Sun Yefang is one of Premier Zhao
Ziyang's chief economic advisors.
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comes in both urban and raral areas
have pushed up demand lor higher
quality grains such as wheat and rice. At
the same time, government procure-
ments of gram trom the countrvside
have ncreased very hittle. Onop of this,
the govermment has been translerring a
greater share of grain that it does pro-
cure back to the rural areas as part of
the incentive program to encourage
farmers 1o shift land and resources 1o
producing cash crops. This has further
mcreased shorclalls in urban areas.
These two factors have combined o in-
crease the demand for imported grain,
particularly wheat.

While grainimports have been rising,
the dramane growth of cash crop pro-
duction has reduced the need [or cash
crops imports. Cotton imports, which
had risen to a record 819,000 (ons in
marketing vear [979/80, fell to 566,000
tons in 198 1/82, and a further dechne 1o
390,000 tons 1s ln'ujt'('lt'd for 1982/83.
Imports ol sovbeans and sovbean oil
have been similarly alfected. Sovbean
imports reached a peak of 810,000 tons
i 1979/80 but have since fallen oft—
imports in [982/83 are expected to total
only about 400,000 tons. Sovhean oil,
imports ol which equalled or exceeded
100,000 tons in 1979/80 and earher
vears as China tried o alleviate a sevious
shortage ol vegetable oils, fell to only
25,000 tons in 1981/82. No imports are
expected in 1982/83.

This pattern of trade is indicative of a
policy of import substitution, in which
larger imports of grain are being used
to permit reductions mimports of other
agricultural products. The larger grain
imports ree domestically-procured
grain for shipment to areas which are

18

Mechanized sisal cultivation on the Leizhou Peninsula.

expanding cash crop production.
Ihese imports are viewed as the neces-
sary short-term costs for reducing im-
ports ol other agricultural products,
China’s long range foreign trade policy
appears aimed ac limiting the growth of
agricultural timports, so as o lree up
more foreign exchange for the pur-
chase of nonagricultural goods,

I'his same cautious approach 1o im-
ports is evident in the livestock sector,
Although policies announced in 1977
and 1978 envisioned rapid develop-
ment ol livestock production in and
around urban areas and. by implica-
tion, the rapid growth of grain-inten-
sive feeding operations, the pohcies
mmplemented since 1979 have been
much more cautious. Present policy
favors a more bhalanced approach: the
simultaneous development of range-

fed cattle, sheep. and goats together

The future outlook: output growth will have to come mainly from improved efficiency.

with some expansion of concentrated
feeding operations in and around the
large cities. This approach has slowed
the growth ol demand for animal feed.
Itis likely that one of the reasons for this
change was 1o moderate the demand
for imported livestock feed. Some of the
coarse grains China now imports are
being used for feed, but most is proba-
bly used for human consumption. Part
ol this vears increase in projected im-
ports is due to the shifts from wheat 1o
corn because of low corn prices. China
has also begun tommport small amounts
of malting barlev for use in brewing.
I'his pattern of rising grain im-
ports

and Lalling imports of other
farm products—is evident i US agni-
cultural exports to China. From 1977 wo
1980, such exports increased from $66
million 1o $2.3 billion. Over this period,
shipments ol both grain and cotton rose
sharply, reaching a combined total of
$2.0 billion in 1980, Shipments of soy-
heans and sovbean oil also grew 1o $226
million in 1980, Wheat shipments con-
tinued to increase in 1981, following the
signing ol the Sino=US graim agree-
ment in October, TO80. But US exports
ol cotton, sovbeans, and sovbean oil
taled off as China reduced purchases
ol these items and total US exports of
farm products 1o China dropped 13
percent to 32 billion. A further decline
to about S1L6 bilhon s expected this
vear because ol both lower prices for
exports and further cuts in China’s pur-
chases of 1S, cotton,

Playing Catchup

The production levels achieved by
China i the last several vears are less
striking when viewed in a longer-run

-
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perspective. Growth of per capita crop
production since the mid-hities has
averaged only about L6 percent per
vear, with most of the growth coming in
the last several yvears. As recently as
1977, the aggregate production of ma-
jor crops on a per capita basis was no
higher than it had been during the
mid-50s, despite the country’s in-
creased use of modern inputs such as
irrigation, fertilizer, and new varieties ol
major crops such as wheat and rice. For
the last several vears, therefore, China
has been plaving catchup—making
substantial gains by utilizing surplus
production capacity created by inel-
heient and wasteful policies of the Cul-
tural Revolution period. These high
growth rates cannot be sustained for too
long.

Looking ahead to the next several
vears, growth rates should slow. Inputs
are certain to grow more slowly, since
major increases i rrigation area, fertl-
izer availability, and agricultural ma-
chinery supplies, are not expected.

Ihis slowdown in input growth
means that the future expansion of
crop production will have to come from
mcreasing efhciency i using existing
inputs. Considerable latitude tor gains
from greater ethaiency do exist. For ex-
ample, chemical fertlizers are often
used wastelully and nutrients are lost
through volatilization before they have
their full eftect on crops. Greater el
hiciency could increase nutrient sup-
plies. and better use ol existing
irrigation facilities could also have a
positive impact on vields.

I'hese sources of growth, while po-
tentially substantial, can only be
achieved 1t the government continues
its Hexible agricultural pohlicies. This
means that a reassertion ol strong, cen-
al control over agriculture, and a re-
duction in local autonomy over
cropping patterns. is likelv to have a
serious negative impact on the growth
of production,

Continued technological progress
and effective dissemination of new tech-
nology will also be crucial 1o agricul-
tural progress. Given the severe impact
of the Cultural Revolution on China’s
agricultural research capabilities,
China s facing an extended period ol
dilficuliy as research and extension
capabilities are rebuilt. Expanded ex-
changes of technology with the West
and greater opportunities for Chinese
scientists to work with then foreign
counterparts will be an essential ingre-
dient in mamtaiming the recent mo-
mentum ol agricultural progress.

Agricultural imports are not likely to
grow dramatically in the next several
vears, particularhy it Chinacs successtul
m generatung mcreased domeste pro-
duction, The annual level of grain im-
ports may increase slowly, while imports
of other farm commodities will proba-
blv stagnate as long as production of
cash crops such as oilseeds and cotton
make modest gains. An important vari-
able in this pricture, however, is what
happens to the acreage of cash crops,
The government is stressing that the
contraction ol grain land must stop,
and that future gaims i production of
cash crops will have to come from
er vields. Whether the govern-
ment will be able to halt this decline is
far from certain, however. A continued
dechne in grain area would tend 1o in-
crease gram imports but would also
tend to reduce the importation of non-

I he thrust of recent trends therefore
seems clear: China will have to continue
the relaxed agricultural policies of the
past several vears and continue its more
open approach to international con-
tacts it the momentum of agricultural
growth of the last several vears is 1o be
maintained. 11 this can be done, then
vields should contmue 1o rise, although
at rates below those ol the recent past.

2

Frederic M. Surls s an agricultural econ-
omist with the US Department of Agricul-
tare's Economie Research Service. Has
duties include analyzing China’s agricul-

grain commodities. tural production and foreign (rade.

Output of Major Farm Products
(Million metric tons)
Grain shows the slowest growth, while the output of oilseeds, cotton,
and sugar show the fastest growth due in part
to the large increase in land devoted to cash crops.

1982
1970 1975 1977 1978 1979 1980 1981 Est.?
Total grain? 240.0 284.5 282.7 304.8 332.1 320.5 325.0 —
wheat 29.2° 45.3 41.1 53.8 B2.0 54.2 53.5. . 58.5
rice 110.0 125.6 128.6 136.9 143.8 139.3 143.2 145.0
Cotton 2.3 2.4 250 2.2 2.2 ¥ 3.0 3.2
Oilseeds? 17.0 16.0 14.7 16.4 17.4 202 14.3 25,8
Sugar Crops 15.5 1917 20.2 ' 238 24.6 ~29.1 360 " —
Tobacco — — 11 1,2 9 9 1.3 —
Meat# 6.0 8.0 7.8 8.6 10.6 12.1 12.6 —

10ctober, 1982, estimate by USDA.

2Includes wheat, rice, coarse grains, other miscellaneous grains, tubers, and
soybeans.

Includes soybeans, cotton seed, rapeseed, peanuts, and sunflower seed.

JIncludes pork, beef, mutton, and lamb.

SOURCES: China State Statistical Bureau, and USDA.

Index of Farm Output
1977 =100

Fisheries lagged behind, and livestock production well ahead, the overall growth
in agricultural output of 28 percent between 1977 and 1981.

1970 1975 1977 1978 1979 1980 1981
Crops 87.3 103.2° 1600 1095  117.2 1158 1220
Livestock 74.3 97.8 'N06.0 . 1050 - 120.85 T2 12316
Forestry 56.0 A9.8 0001055 0690 - 1215 Rl RS
Fisheries 78.9 100.0 100.0 101.7 94.6 105.3 108.5
Rural Industry* 48.4 1.5 . 100:0 © 112.0 1258 MH6S 156.2
Total 78.94 95.97 100.00 108.96 118.30 121.51 128.45

*Includes household handicrafts and output of production team and brigade
industry. Excludes commune and country-run industry.
SOURCE: USDA
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Reclaiming the Good Earth

The largest land reclamation project of the

past 20 years should mean business for US firms.

Chris Brown

o meet the challenge ol

Chinas dwindling area ol

Lirmland, the country has
embarked upon a campaign to reclaim
millions of acres of rontier wasteland.
But to accomphsh this gargantuan task
China will require mechanization far
bevond the country’s present idustrial
capaciiy,

For several vears, China’s Ministry ol
Agriculture has been buving small
numbers of sophisticated US farm ma-
chines tor experimental Lind develop-
ment projects. Now, the ministry is
ready to proceed with reclimation on a
much grander scale, and fTor the hirst
time it s dhvawing on international
financing to pay for the projects. The
World Bank is becoming a key plaver in
the enterprise. The bank has already

20

delivered a soft loan of S60 milhon to
the ministry for a land reclunation
project on the North China Plain, and
other loans are antcipated to bring that
total to as much as S250 nuillion next
Vear.

As reclamation plans pick up steam,
the Chinese will have to relv heavily on
form equipment imports. There e
also prospects for foreign cooperation
to help the Mimsty of Machime Build-
ing beel up s manulacturing ol mod-
ern, large scale equipment. In both
these areas, US companies have a dra-
matic lead in the imternational competi-
tion by virtue of their presence o the
slowlv growing market over the past hve
vears.

China’s reclamation plans are part of
astrategy 1o address one of the coun-
s most dire problems—ihe dechine of
arable land. According o Do Vaclin
Smil of the Universitv ol Manitoba,
China’s total area of allable Tand de-
creased by nearly one-third between
1957 and 1975 A 1981 report by the
USDA Ofhce of Tnernational Coopera-
ton and Development states that China
now has onlv 012 hectares ol ullable
land per person. This s less than one-
sixth the per capita tarmland of the US
andis even less than that of Bangladesh.

THE MEANING
OF LAND SCARCITY

If the US only had 0.3 acres of farm
land per person — the same ratio that
China has — then all of America’s food
would have to be raised on the available

Jarm land east of the Mississippi River.

Part of the reason lor the loss of farm-
Lind is deforestation. This is caused.
savs Smil. both by rarval peasants burn-
ing every available scrap of wood as fuel
i the absence of a sulficient coal sup-
phv. and by massive Tand clearing
Larms 1o feed the growing population
Ihevesultis erosion and Hood damage.
Another contributing factor 1s the
accelerating pace ol industrialization.
Liorecent vears, with the Chinese policy
ol promoting a mixed rural economny,
Lictories have begun o usurp prime
frmland. As this and other recent pol-
icies have mcreased rural incomes.
there has also been a greater denvaned
lor housing, for which morve farmland
is sacrihiced

China s meeting the challenge on
two hronts. One thrast has been 1o in-
stitute policies to conserve Lind and -
crease per acve vields i the heavily
populated areas stretching from
Guangdong in the south to the North
China Plamn. This has imvolved well-
publicized campaigns ol water manage-
ment, tree plantung, and beter efforts
at central plamnimg to it the area ol
levale Lind taken up by indusuy and
housig. To increase vields per acre,
agricultural policy has stressed betier
management meentives and improved
research i fertilizaton, plant protec-
tion, nvigation, loovest, and storage.

In these traditional growing areas,
there is livde need for Lirge-scale, maod-
crn mechanizaton. Emphasis is being
shulted from Lorge tractors to small two-
and lor-wheeled tractors better suited
tor the smaller, Lonilv-size work units
now permitted under the government’s
“rural responsibility system”™ (e page
16). Resource allocation, both human
and tuel, have also determined this
course. Agriculiural plinners hive no
desiie o exacerbate rural underem-
plovment by veplacing farmers with

machmes, nor are they willing 1o -
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crease fuel use unless it is necessary.
Agricultural machinery already ac-
counts for 40 percent ol the country’s
diesel o1l consumption. Increased al-
locations would be hard to justify in
light of China’s stagnant oil production
and the continued growth of fuel-hun-
grv industries.

A market forecast 1ssued by the Min-
istry of Agricultural Machinery (now
the Agricultural Machinery Bureau un-
der the Ministry of Agriculture) reflects
the emphasis on smaller machines. The
forecast breaks down China’s farm ma-
chinerv needs in 1982 as follows:
200,799 walking tractors of 3 1o 15 hp:

$60 Million for the
North China Plain

The World Bank alreadv has com-
mitted $60 million for a land reclama-
tion project on the North China Plain.
Lts purpose is to restore productivity to
Eirmlands that have been depleted by
overuse and flooding. Since the area is
already intensively cultivated, the prog-
ect will not require substantial farm ma-
chinery imports.

The World Bank’s International De-
velopment Association (IDA) delivered
the money for the project to the county
agriculture bureaus last summer. The

Since 1949 China has spent tens of
billions of yuan on Hood control in this
region. Now that much of the ground-
work has been done to straighten the
course of the river, dredge it, and build
dvkes and levies, the next step s to
drain, wrigate, and fertilize the land.

['he four-vear project calls for a
North China Plain Agricultural study,
accompanied by the construction and
improvement of main, lateral, and sub-
lateral drains and irrigation ditches;
construction of pumping stations and
tubewells (and provision of equipment);
expansion of the rural highways and

46,707 tractors ol 20 1o 100

144,589
husking ma- 14 {

)

horsepower;
powered
chines; 51287 spray irriga-

tion machimes; and 17,625
trucks. Virtually all of this
equipment can be supplied
domestically.

hinas second pol-

iy thrust is the rec-

lamation ol waste-
lands—a monumental ef-
fort that could require sub-
stantial foreign machinen
imports, The target zones
include the Northeast
provinces of Heilongjiang,
Jilin, and Liaoning. Recla-
mation is also envisioned
for areas of Inner
Mongolia and the Lo west-
ern regions ol Xinjang.
Unlike the cultivated areas
of the central and southern

—— "'\ |
' » .-:'J'.n ’* ’ ,

clectribication systems: the
| provision of chemicals and
agricultural machinery
and equipment; creased
research and extension ser-
vices: and comprehensive
sotl and water studies.
Apart from the purchase
of large quantities of im-
ported ferulizer, most of
the needed goods and
equipment will be supplied
domesticallv. A source
close to the project, how-
ever, reports that the Chi-
nese might buy foreign
earth-moving equipment.
I'he need lor heavy ma-
chinery is due to the in-
creased cost of peasant
labor. In the past, the Min-
istry of Agriculture rehed
on “volunteer” labor—
peasants who were willing

to work for subsistence

regions of East China, the northeastern
areas have litde available Tabor, and
short growing seasons. The rigors of
reclaiming this land and farming it will
require powerful, fuel-efficient tractors
and combines, automated irrigation
systems, and the mechanization for
grain handling and storage.

I'he workhorse of agriculture in the
Northeast has been the Dong Fang
Hong tractor, manufactured at the
Luovang Tractor Works. Tois a sturdy,
easilv maintained 75 hp crawler tractor,
but its maximum speed is only 2-3 km
per hour. To meet the schedules of
large-scale farming in a region with a
short growing season, a laster tractor is
required, and one that is more fuel ef-
ficient. Modern equipment from the
West has been purchased for testing on
model farms in China's Northeast, but
only when a World Bank land reclama-
tion project begins next yvear will for-
eign purchases begin on a larger scale.

The 12 hp tractor made by the Xiangtai
Tractor Plant.
Photo by Liv Zhiwei, New China Pictures Co

S0-vear 1DA Toan carries a .75 percent
service charge. STI7 million of the proj-
ect’s total cost of $177 million will be
borne by the Chinese.

Work will center on 200,000 hectares
of land in nine counties in the provinces
ol Shandong., Anhui, and Henan. This
is an area ravaged by vears of flooding
by the Huang He (Yellow River) and its
tributaries.

It is estmated that 6 million hectares
in the region are alfected o varving de-
grees by salinity and waterlogging.
Corn vields in the area are now about 2
tons per hectare—Iless than one-third
the average vield of US farmland. Ex-
perimental desalinization in Shandong
has reportedly increased corn vield 1o

7.5 tons per hectare.
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wages ol 70 to 80 fen a day (about 40¢).
As peasant incomes have risen in recent
vears, the government must pay two or
three yuan (about $1.25) per day to re-
cruit farm laborers.

$80 Million for
Heilongjiang State Farm Project

More important in terms of agricul-
tural mechanization is the anticipated
World Bank project 1o reclaim 200,000
hectares of swampland in the far North-
castern “three rivers basin™ of Heilong-
pang. The World Bank will put up $80
million for the project and the Chinese
will reportedly put up ¥ 270 millon
(S135 million at current exchange
rates). O the World Bank funds, $60
million 1s earmarked for agricultural
cquipment, such as combine harvesters
and large (130-160 hp) tractors, most of
which will probably he imported.
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An estimated 450 tractors will be
needed altogether. In addition, the
Ministry of Machine Building is seeking
a foreign coproduction partner to help
manufacture large horsepower tractors
i China. The World Bank loan is ex-
pected to provide a 15 percent bid ad-
vantage to domestic suppliers, and the
ministry is determined 1o get in on the
action.

Over the past few months, two dele-
gations from the MMB have been o the
US 1o discuss coproduction of Targe
horsepower tractors at the Shenvang
Tractor Works. The mimstry’s plan calls
for the US company to provide designs
and technology, and all but the simplest
components for the tractor in its hirst
vear of production. Alier a hive vear pe-
riod of technology transfer, the entire
tractor would be manufactured in
China.

Anarrangement ol this sort has been
under discussion in China since the
mid-1970s. In 1979, the Dalian com-
pany, Fiat, was believed to be close to an
agreement on the deal, but i early
1982 the agreement lell apart. Now the
Chinese seem to have narrowed the pro-
spective foreign partners down 1o a
handful of US companies, the front-
runners being John Deere, Interna-
tional Harvester, and Ford.

Members of the most recent Chinese
delegation, led by Shenvang Tracton
Works Director Wang Jiaofu, have re-
vealed that the ministry is now prepared
to move at [ull speed on the project in
an elfort to commence production in
tume for the World Bank bidding. Ac-
cording to Wang. the planned schedule
is to sign a contract with a US company
this vear. All tractor designs would be
transferred in 1983, and production ol
a small number of tractors could begin
the same vear. By 1987, he said, the
factory should reach an annual ourput
of at least 500 tractors built entirely with
Chinese-made components.,

Some observers question whether
the MMB can move quickly enough to
meet the World Bank’s bidding dead-
line. The loan is now being negotiated,
and bidding could begin next spring o
summer. Another question is whethe
the ministiys plan 1s workable. Some
observers say that the projected scale ol
output is simply too small to justty the
capital investment required both for the
Shanvang plantand all the ancillary fa-
cilities that must be built or expanded to
supply parts.

So far, only one US company has en-
tered an agreement with the Chinese
for coproduction of agricultural ma-
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The “Lantuo” brand walking tractor manufactured by the Lanzhou Hand Tractor Factory.

chinerv. Under a hve-vear contract
signed last year, Deere and Company
will supply technology and know-how
for the production of three different
types ol combine harvesters. Ihe com-
bines will be produced at two Chinese
factories—in Kaifeng, Henan Province,
and at Jiamusi in Heilongjiang
Province. Deere will buy back compo-
nents worth more than the value of its
sales. The diesel engines for the com-
bines will reportedly come from Deutz
Gmbh. in West Germany.

US Equipment Purchases
by Heilongjiang Model Farms

Experiments using all US equipment
on Hetlongjiang state farms began in
1978, In that year, Deere signed a con-
tract to supply over $1 million worth of
equipment to mechanize a develop-
ment project known as the Friendship
Farm. A 1,650 hectare area already un-
der cultivation was turned over for trials
using Deere equipment, which in-
cluded two model 8630 four wheel
drive tractors, tour 4440 tractors with
power shift and front wheel assist, three
7700 combines, and one newer 3820
combine. Deere also supphed a Tull
range ol implements. Center-pivot -
gation for the tarm was supplied by Val-
mont Industries Inc. Berico Industries
supplied a full wheat-drying and stor-
age line.

In 1980, a much larger project was
mitated with equipment from Interna-
tonal Harvester. The Honghe project,
located about 200 miles due north of
Jramusi and about 30 miles from the
Soviet border, imvolves the reclamation
of some 20,000 hectares of wasteland.

International Harvester supplied more
than 300 pieces of equipment for the
project, including 30 model 3588 front
wheel assist tractors, 20 model 986 con-
ventional tractors, and 46 model 1460
(170 hp) combines. As with the Friend-
ship Farm, center-pivor irrigation was
supplied by Valmont, and drving and
storag
tries. The project was hnanced by
Nishiman. The Japanese trading com-
pany will take repayment ol the loan

¢ equipment by Berico Indus-

(estimated to be m excess of $10 milhon)
n sovbeans.

These experiments in frontier land
development have taught the Chinese
what equipment they need and how to
use it. Now, with the World Bank’s help.
they are ready to undertake the Lirgest
land reclamation effort of the past two
decades. As terms tor the Hetlongjiang
loan are ironed out, preliminary discus-
sions have begun on an even larger
project in the Western province of Xin-
jang. That project will introduce cotton
growing on a vast area ol wasteland on
the slopes of Tian Shan—and also will
require extensive machimery imports
from the West. £

CORRECTION

The statement on page 31 of the Sep-
tember—October CBR that “US mush-
room importers have joined with the
representative office of the China Na-
tional Cereals and Oils Import and Ex-
port Corporation (CEROILS) in hiring
the law firms of Baker & McKenzie and
atton, Boggs & Blow to handle the
case,” is incorrect. Only the law hrm of
Baker & McKenzie has been retained.
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Equity Joint Ventures

he equity joint venture has

thus Lar been the least popu-

lar of the three principal
forms of mvesting in China. There are
roughly ten times as many “cooperative
enterprises,” and hiteen times as mam
“compensation trade” arrangements.
I'he reasons for this are not hard o
find. In these early vears of China's ex-
perimentation with various forms of di-
rect investment, 1t 1s often more
complicated 1o create equity joint ven-
tures than the other available forms., be-
cause joint ventures involve joint
organization and management ol a
new, limited liability company by parties
that come from different systems, are in
dilferent circumstances, and have dif-
ferent goals. The demands ol negotiat-
g and dralting the joint venture
contract, the articles ol association and
appended documents, such as supply,
marketing, and technology transfer
agreements, are generally greater than
for the other torms. The problems of
administering the entty once it 1s ap-
proved are also likely 1o be greater.

One should not infer from the fact
that only 40 equity joint ventures had
been approved as of January 1, 1982,
that foreigners are not enthusiastic
about this vehicle. This vear has wit-
nessed the conclusion of a number ol
new joint venture contracts, such as
those signed in September by the Swed-
ish pharmacentical industry and the
Geophysical Company of Norway with
their respective Chinese counterparts.

Although experience i concluding
joint venture contracts is stll limited, a
review ol some ol the principal prob-
lems that have been encountered in ne-

20 Potential Pitfalls
That Every Company
Should Know About

Jerome Alan Cohen

gotiations may be of interest to business
people who are considering this type ol
mvestment.

Voting. One problem that in-
variably arises is how the
board of directors of a joint
venture company (a "JVCEY),
which has supreme authorin
over the enterprise, will han-
dle voting problems. The
number of board members

representing the Chinese and
loreign sides usually retlects the owner-
ship shaves ol the partes. Foreigners
may have more than 50 percent ownetr-
ship and more than hall the positions
on the board, but ordinarily they will
not. Whatever the division ol owner-
ship. joint venture parties have o de-
cide in their contvact and articles ol
association how the board will govern
iselt. Will board decisions he made by
consensus, by a special majority, or by a
simple majoriey: Will some decisions re-
quire consensus, while others require
merely one tvpe of majoriny or another?
I'hus tar, China lacks a corporation law,
and the July, 1979, Joint Venture Law
does not deal precisely with the voting
problem. It does. however, imply that
unportant decisions should be made n
consensus rather than by voung, and
this Law spells out a varieny of matters
that constitute important decisions.
The Ministry of Foreign Economic
Relations and Trade has stated that only
decisions that revise the articles of asso-
clation, terminate a joimnt venture, or in-
crease, transler or mortgage its capital,
or call for s merger with another or-
ganizaton, will require unanimity: all
other decisions may be taken by a two-
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thirds vote or a simple majority. More-
over, some joint venture contracts do
provide for decision-making by major-
iy voting and tend to require. either
implicitly or explicitly, that a minimum
ol one director from each side be re-
corded as voting with the majority, at
least on important questions. This pre-
vents one-sided decisions and i effect
requires consensus prior (o action.
What the forthcoming Rules for the Tm-
plementation of the Joint Venture Law
will provide is not known.

What happens in the absence of con-
sensus? The Chinese way is to discuss
things until agreement is reached. In-
deed, the fivst board meeting of @ man-
ufacturing joint venture lasted eight
days! This shows how an imported in-
stitution may function difterently in the
Chinese context. But i’ the board is
stalemated. what is it going to do? Farly
termination of the venture is one op-
tion. and some joint venture contracts
provide for termination prior to sched-
uled expiration in specihed circum-
stances. Obviously, one tries to avord
termination, but certainly, i dralting
the contract, one has to take account of
the possibility of stalemate and the con-
sequences. OfF course, if the issues that
confound the board lend themselves 1o
conciliation and arbitration, that route
may be prescribed, and joint venture
contracts usually authorize i But many
business questions do not lend them-
selves to that kind ol thivd party mter-
vention, The absence ol any easy
remedy to resolve disputes, coupled
with the threat of early termination, in-
creases the importance of solving prob-
lems through discussion.
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Capital Contribution.
I'here is virtually no hmita-
tion upon the kinds of capi-
tal contributions that can
be made. Recently, how-
ever, a restriction on the
use of technology as a capi-
tal contribution has ap-

peared. In one JV under
negotiation, where the foreign investor
wishes its contribution to consist of
technology and a small amount of cash,
the foreigner also wants to be paid by

cise capital value of the land use then
becomes a matter of bargaining. Al-
though the Joint Venture Law implies
that it is for the Chinese unilaterally to
determine the value of contributed
land (as disuinguished from the value of
buildings and other facilities, the
ownership of which can be contrib-
uted), it is in fact possible to negotiate if
the loreign party feels that the asserted
value of the land use is unreasonable. 11
the parties cannot agree upon the value
of the land, they can decide to have the

-

Photo by Huang Xingquan, New China Pictures Co.

Assembling color and B&W TV sets at Hitachi’s joint venture in Fuzhou.

the venture for partof the technology in
the form ol a royalty under a license.
I'he Chinese side has said that, in these
circumstances, 85 percent of the capital
contribution ol the loreigner should be
in cash or the equivalent, and only 15
percent of the capital can constitute
technology. OF course, the rovahy that
would otherwise by charged will be cor-
respondingly reduced to the extent tha
part ol the technology 1s received as a
capital contribution, The matter is stll
being negotated.,

A stmilar problem arises inevaluat-
ing the value of land contributed by the
Chinese side, assuming that the right to
land use is contributed in the form of
capital. (Ownership cannot be contrib-
uted.) Local regulations prescribe land
use rates for jomnt ventures, but only
within rather broad boundaries. Local
authorities have the right 1o hix the pre-
cise charge for use of the site in light of
various Lactors such as the specific use
and its infrastructural requirements,
the condition and the locaton of the
land and the costs of removing existing
structures. Actually, evaluating the pre-
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venture rent the site and pay annual
rentals that can be hxed for the period
ol the venture. In the same fashion, the
venture can rent buildings and other
facilities il the parties cannot agree on
the value ol these contributions.

Obstacles to Attracting For-
eign Management. The
Chinese want to attract for-
eign managers because
their expertise may be cru-
cial 1o the success of tech-

nology transter and the

general learning process

X related to the improvement
of PRC management. Yer the Chinese
are cautious, and sometimes ambivalent,
about hiring loreign managers, not
only for reasons ol nationalism but also
for practical reasons. Understandably,
they do not want to restrict their own
capacities for growth by relying 1oo
much on foreigners. Moreover, they
worry about the problems ol ethaently
assimilating loreigners into their enter-
prises and also about the social impact

foreigners will have on those around
them.

Perhaps this is why Chinese negotia-
tors seem less concerned than their tor-
eign counterparts about the major
obstacles 1o recruiting foreigners to
work in China. Yet these obstacles are
significant. For example, China limits
the amount of foreign exchange a for-
eigner may repatriate out of salary paid
to him in China. The foreign exchange
regulations provide that only 50 per-
cent of the after-tax compensation of a
foreigner working in China can be re-
patriated as a matter of right. The tor-
eigner can apply to repatriate the
balance, but has no assurance that his
application will be approved. This is a
signilicant disincentive, particularly be-
cause most ventures will have 1o pay
high salaries 1o attract foreign execu-
tives to hive in China. Although, under
current practice, the foreign personnel
can be paid outside China in full or in
part, and thus avoid the repatriation
problem. this solution would probably
require the foreign partner to bear the
full expense of the foreign payvment.
I'he problem can be solved more simply
it the authorities are generous i ap-
proving repatriation applications, and a
June 23, 1982, statement by the ex-
change control authorities indicates
that “all reasonable applications” are to
be granted.

Ihe issue of equal pay lor equal work
hegan to emerge as another potential
problem area by mid-1981. The princi-
ple. of course, is wholly unobjectiona-
ble. Why should Chinese not get paid
the same as loreigners? It sounds very
reasonable. Yet i practice itis causing a
lot of difficulty. 1f one has 1o pay
USS60.000 a year to get a competent
loreigner to become vice-president of a
joint venture in China, does it mean the
venture must pay a Chinese vice-presi-
dent $60,000, even though the indi-
vidual may only keep possibly $1.500
(the remainder going to the Chinese
government), and even though he o
she lacks the training and experience of
a foreign manager? In principle, the
Chinese answer thus far is “Yes.” Ob-
viously this could add substantially 1o
the cost ol the venture, which may easily
have eight 1o ten Chinese i manage-
ment positions equivalent to those as-
sumed by toreigners. The parties have
sought to resolve the dilemma in vari-
OUS Wilys.

One way out of the dilemmais to have
the venture pay the foreign vice-presi-
dentonly afraction of his total compen-
sation, say $10.000, and pay his Chinese
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counterpart $10,000, but then have the
loreign company pick up the entire
$50,000 remainder of the foreign vice-
president’s salary at home. But this so-
lution is unattractive, for it means that
the joint venture is heavily subsidized
bv the foreign company.

Some Chinese negotiators recognize
the dithculty this principle creates for
loreign parties, and have tried o he
Hexible. In one case the problem was
minimized by paving the Chinese presi-
dent a rather modest amount; the two
vice-presidents, however, were paid
much more than the president because
one of them is a foreigner—and be-
cause that was considered the only way
to cope with the principle. In another
negotiation, not vet concluded, 1t was
agreed that the parties to the venture
would strive to reduce over time the
salary differences of their respective ex-
ecutives, but that substantial dif-
tferences would be allowed to exist at the
outset, In a third instance, the Chinese
proved cooperative in reducing the
number of their representatives in the
venture who would be regarded as on
the same level as the toreign managers.
And i a fourth venture, the Chinese
agreed that their executives would be
compensated at roughly two-thirds the
foreigners salaries. But 1o date there
has been no general retreat from the
principle.

Perhaps the Chinese emphasize this
principle as a4 means of keeping down
the salaries of loreign executives, which
they frequently criticize as being oo
high for Chinese joint venture com-
panies. They are also concerned about
expensive fringe benehits, especially
travel and holiday costs, necessary (1o
attract foreign managers to China. In
drafting the contract, care should be
taken to spell ont these matters, as well
as housing, auvtomobile, and house-
keeping arrangements for foreign
nmanagers, in order to avord misunder-
standing.

Laxes may also be a disincentive, 1 a
company wishes 1o move a representa-
tive in and out of China, perhaps hav-
ing him there as licde as 30 days a vear,
he may nevertheless be considered 1o be
a Chinese taxpaver. For example. it the
emplovee is given a multiple entry visa
and a residence permit allowing him to
live in China more than 90 days, he may
be deemed a Chinese income taxpaver
even if he only spends a few davs n
Chinaon cach visit. Or il the mdividual
makes successive visits of only two or
three davs each, but never is absent
from China tor more than 29 davs at a

time, 90 davs after his first entry he may

become a PRC taxpayer (rom the date of

the hirst entry, even though each visit
was under a separate single-entry visa.
11 deemed to be a PRC taxpaver, he may
be expected 1o pay individual income
tax on his entire earned income, not
merely on that part paid to him in
China by the company. Thus far, the
PRC 1ax authorities have shown little
interest in allocating income between
jurisdictions i circumstances such as
this, but, in practice the rigor of these
rules may be relaxed in order 1o avoid
unreasonable results.

Management Roles. 1n
principle, Chinese and
foreign mmvestors agree
that some joint venture
management roles
should be hlled by foreign
experts, but that these ex-
perts should not stay in-
volved in the day-to-day
operation ol the venture any longer
than necessary. The foreign firm usu-
ally finds it burdensome and costly 10
recruit and mamtaim able managers in
China, where linguistic, cultaral, and
physical conditions are difficult for for-
cigners. As mentioned above, the Chi-
nese host is not eager 1o keep many
loreigners on the premises. In practice,
the problem is likely 1o be that the two
sides may have differing views about
how long it will be necessary for foreign
managers (o remain in their posts. In
dralting the documents, both sides usu-
ally recognize that only time will tell,
and that Hexibihty should be retained 1o
cope with the problem i the hight ol
actual experience.

In some recent ventures, the Chinese
have agreed to having a foreigner as
president for an inital period such as
five vears (the chairman must be ap-
pointed by the Chinese side, according
to the Joint Venture Law), and the for-
cign investor is usually able at the outset
1o place one or two other people inwhat
it regards as key roles, at least fora tme.
Some contracts call for a phaseout of
foreign managers over tume, according
to certain guidelines, while others pro-
vide for rotation, and a continuing bal-
ance between foreign and Chinese
managers. Most ventures have two vice-
presidents and provide for managers to
head functional departments such as
administration, hnance, auditing, mar-
keting, production, and research and
development.

[tis important to stupulate in the con-
tract that foreign managers will have
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access 1o China and the venture [rom
the outset. Several ventures would have
been launched more smoothly had the
hosts permitted the foreign managers
to start work in China during the or-
ganizing, planning, and equipment-
ordering stages rather than remain
abroad unul technology wranster be-

gan.

Lending to Joint Ventures.
[he idea of
financing is reemerging in
China. The Bank ol
China’s Rules for Lending

secured

to Joint Ventures authorize
the Bank of China to obtain
collateral security for such
loans, and foreign banks

are also going to be increasingly inter-
ested in obtaiming such security for any
loans they make to entites in China. In
the absence of security. guaranties are
often crucial 1o the availabilitv of such
lorergn credit. This is another evolving
area of PRC commercial law and prac-
tice. What kinds of guaranues, who can
make them, and in what circumstances,
are questions that are in need of an-
swers, Every foreign lender wants a
Bank of China guaranty, but the Bank
of China is careful to limit s commait-
ments. Other Chinese guarantors are
emerging, such as ministries, govern-
ment agencies, and the local investment
corporations that have been organized
to stimulate cooperation between then
city o1 province and foreign businesses.

Although the Bank of China has
some highly knowledgeable experts,
problems are often created by the lack of
sophistication on the part of local of-
ficials who are increasingly involved in
international transactions. Not long
ago a local PRC company contracted
with a loreign exporter (o import ma-
chinery, and o 1ssue promissory notes
that the exporter wanted to discount.
I'he Chinese company ofhcials did not
realize that when the notes fell due they
had to be paid, no matter what—even i
the foreign exporter failed to deliver
the machinery needed by the Chinese
company to make its product. (The sale
ol the product was supposed to earn the
loreign exchange necessary to pay the
notes.) When local ofhicials discovered
that a promissory note meant that they
had 1o pay on the due date, regardless
of the foreigner’s compliance with the
contract, they thought they were sad-
dled with an unreasonable obligation,
and extensive negotiations were re-
quired to reach a satustactory arrange-

ment.
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Control by the Ministry of
Foreign Economic Relations
and Trade. '1his new minis-
try, created in March, 1982,
by a merger of four institu-
tions—the former Ministry
ol Foreign Trade, Ministry
ol Economic Relations with
Foreign Countries, Foreign
Investment Control Commission, and
the Tmpore-Export Commission—is

charged with the responsibility of not
onlyapproving joint ventures and other
foreign investments, but also maintain-
g continuing scrutiny and control of
their operations. The ministry and its
predecessor agencies have issued many
rules, most of which are untortunately
not vet public, and it s the ministorys
task to approve the manner of their im-
plementation. Inevitably, this involves a

good deal of supervision over how con-
tracting parties exercise their discretion
in negotiation.

For example. if one of the mternal
guidelines provides that ordinarily a
technology license should be for a five-
vear term and that in some crcum-
stances a ten-year term will be permissi-
ble, it will be up to the ministry 1o
decide whether s legitimate lora joint
venture contract to authorize a 15-vear
term in response to the foreign inves-
tor’s desire to have the erm of the li-
censing agreement coincide with the
duration ol the venture. Tt will also be
up to the ministry 1o approve any
madification ol the license during the
Liletime of the venture.

It is very important that the ministry
specihcally approve all documents re-
Liting to the transaction, icluding all
appendices to the joint venture contract
and all subsequent modihcations of the
contract and appendices. It is the min-
1stnv's job to balance the need 1o provide
stability and predictability through
honoring the contract and the need to
take account of new developments that
have an impact on the imvestment.

In some cases, either because the -
vestiment is not large or because the
project did not require the allocation of
resources from other provinces, provin-
cral agencies have carried out these re-
sponsibilities on behall of the ministry.
As several American investors have dis-
covered, when the approval authority s
turned over to provincial-level bodies
under the ministry, the approval proc-
cessis accelerated. Tt remains to be seen
whether such autonomy 1s allowed 10
continue in hght of recent eflorts to re-
centralize many aspects ol economic
decision-making.
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Feasibility Study Costs. Dis-
agreement over who will
hear the cost ol a feasibility
study can get the parties’ re-
lationship off 1o a bad start.
The Chinese tend 1o be
Hexible about sharing the
cost of a feasibility study,

; and even the cost ol any pre-
liminary study, especially il it does not
involve out-of-pocket expenditures on
their part. For example, they are usually
willing to assign people to compile daca,
butare reluctant 1o pay the travel costs
ol foreign experts. Various arrange-
ments can be made. Many foreign hirms
endeavor to have the Chinese assume
some of the cost of a feasibility study, at
least as a demonstraton of sincerity and
good will, and to help defray what can
be large premvesument expenditures,

Access to Raw Materials.
Access to raw materials and
the pricing of raw materials
and utilives pose frequent
problems in Chinese joint
ventures. The Joint Ven-
ture Law requires a JVC o
give priority 1o Chinese
sources ol necessary raw
materials and other goods, but contract
provisions that put a ceiling on the cost
of certain PRC-sourced raw materials
are now accepted. Often the ceiling is
what it would cost to buyv the materials
on the mternatonal market: if the local
cost s greater than that, the venture 1s
then free to use its foreign exchange 1o
buv the raw materials abroad. The Min-
istry ol Foreign FEconomic Relations and
Irade has staed that precious metals
and natural resources that are used di-
rectly in production “should be priced
in the light of the international market
prices and paid in RMB.” while water,
clectricity, gas, and motor vehicle oil
should be paid for according 1o domes-
tic prices. If the materials required by
the venture fall mto the category of PRC
exports, they must be paid for i foreign
exchange i accordance with the FORB
export pricing.

Assuring access to Chinese raw mate-
rials and even utilities is not casy, and, in
view ol this, joint venture contracts gen-
erally obligate the Chinese party to -
range an uninterrupted and sufhicient
supphy. Te s usetul in this respect 1o
ascertain the venture’s position in re-
gard 1o the state economic plans—ie-
garding the pricing of both raw
materials mputs and production out-
put—and perhaps even record the par-
tes” understanding ol this in the

contract. Some approved contracts con-
tain non-discrimination clauses, stip-
ulating that prices charged the venture
be no higher than those charged to Chi-
nese enterprises and other joint ven-
tures and that the joint venture enjoy
equal access to raw materials. It may
also be possible to insert into the con-
tract a provision that makes the conclu-
sion of long-term agreements between
the venture and Chinese suppliers a
precondition to the assumption of the
parties” obligations under the joint ven-
ture contract.

Labor Problems. It is hard
for the Chinese 1o deter-
mine what constitutes Lair
compensation for their la-
bor. They do not want joint
ventures to be a vehicle ton
exploiting Chinese work-
ers. Yet they want joint ven-
tures to succeed, and the
higher the labor costs, the less attractive
itis for foreign imvestors to take risks in
anew environment rather than to con-
tinue nvesting in Taiwan, South Korea,
or other tamiliar places. In each ne-
gotiation, bargaining determines the
cost ol the total labor package, but it is
bargaining that takes place within
guidelines. These usually provide high-
er pay lor workers than they would re-
ceive inostate enterprises, and require
that the venture also pay the cost of la-
bor msurance, medical care, and a host
ol subsichies. The cost of these benefits is
said to be about 1.3 times the cost of ac-
tual wages. The total package is de-
signed 1o be competitive with other
countries.

Potential mvestors should not feel dis-
couraged il, in an early round, PRC
negotiators quote unreasonably high la-
bor costs. This is sometimes done to test
the himits of the possible or merely as a
bargaiming plov. Occasionally it is at-
tributable to inexperience. In any
event, as experience accumulates and
nationwide standards are lormulated
and made public, this problem should
become easier 1o deal with.

Ihe PRC has thus far proved Hexible,
atleastin principle, i negotiating other
conditions of emplovment such as al-
lowing the venture to test workers be-
lore hiring., making its own hiring
decisions, stipulating a probationar
period, and hiring workers il necessary,
A number ol joint venture negotiations
have Laced the problem of surplus Libor,
Hoa foreign firmis going 1o help mod-
ernize a plant that has 500 workers,
when the modernization is complete
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the plant may only need 200 workers.
Surely that is no way for a foreign inves-
tor to begin relations with a Chinese
communitv—Dby discharging 300 peo-
ple. Therefore efforts have to be made
to employ surplus workers.

Ventures will ordinarily have a labor
union that will conclude a labor con-
tract with the joint venture. Union of-
ficials will thereafter represent the
workers—but under the tight supervi-
sion of the local government labor bu-

rea.

Domestic Sales ver-
sus Exports. Some-
times the Chinese
want the venture to
market its products
in China in order to
meet PRC domestic
needs. More often,

R NG however, they are
more interested 1 earning foreign ex-
change by exporting the product and
resist pressure for entry into the domes-
tic market. Bargaining may be mtense
unless the foreigner is content to export
virtually the entire production. There
are a number of wavs that a foreign
COmMpany can use a joint venture o
gradually open up China’s domestic
market. Sometimes the parties will
agree that the venture should sell in
China a specified percentage of its pro-
duction each year. Or the venture may
start by selling only anmsignificant per-
centage in the Chinese market but in-
crease the percentage every year. Some
ventures do not enter the Chinese mar-
ket until they export a certain quantity
cach vear or cumulatively, over tme,
but once exports exceed a certain
figure, the venture is allowed 1o sell a
specified portion of 1ts subsequent pro-
duction in China. Because every ven-
ture must be responsible tor its own
foreign exchange needs, except in some
instances when the venture’s products
are deemed to be import substitutes,
cach must export at least enough 1o
carn foreign exchange suthaent to
cover its external needs.

Profits and Pricing.
Ihe Chinese leaders
want the foreign inves-
tor 1o make money in
China. They are not
plotting ways for him to
fail. On the contrary,
they want the loreign
uu)]):'t‘;lli():l cffort to

succeed, for otherwise

current economic development plans

will be adversely affected. Yet they do
not want foreigners to make too much
money, because, if they do, the govern-
ment will be accused of allowing China
1o be exploited. Therefore, as in the off-
shore oil negotiations that are under-
way, the art in each case 1s to agree upon
what constitutes a reasonable profit,
One standard that has been used, not as
a guaranteed return on investment but
as a goal in pricing the products of joint
ventures sold m China, is 15 percent
after tax on total turnover. This formula
was accepted in the contract to create a
joint venture to produce Schindler ele-
vators in Shanghai. Another standard
that is often thought to be reasonable is
20 percent before taxes on invested net
cquity, although current high interest
rates make this seem less than enticing
to some foreign companies.

Generally, when the venture sells
abroad it has to set its prices according
to world market conditions. But it must
also be concerned about 1ts ability 10
compete with other PRC producers of
the same product, which may receive
substantial state subsidies, while the
joint venture company is loaded with
extra costs that Chinese state enter-
prises do not bear. A non-discrimina-
tion clause should be placed in the
contract in this respect, as well as in
others.

How much freedom the venture will
have to set its prices i China s sull
unclear. Prices of many products in the
PRC are determined by the State Price
Control Commuission in light of the
state’s economic plans affecting a given
product and current production condi-
tions relating to the product. Experi-
ence is too limited o afford rehable
insight into the degree of autonony
joint ventures will have in settng their

domestic prices.

Foreign Exchange
Regulations. Each
venture usually has
to maintain a for-
cign exchange ac-
count sulhcient to
meet its foreign obli-
gations, such as pay-
ments for expatriate
salaries, imported raw materials and
cquipment, distribution of prohits, roy-
alties, and interest pavments on loans.
Ol course. there must also be enough
loreign exchange at the termination o1
expiration of the venture to assure the
fultillment of whatever arrangement
the contract provides regarding the
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purchase of the foreigner’s interest and
repatriation of capital. To cover the pos-
sibility that there may not be enough
foreign exchange for this last purpose,
the contract should provide some con-
tingency arrangements obligating the
Chinese side to undertake certain ac-
tions that would vield the necessary tor-
eign exchange, such as dipping into its
previous foreign exchange earnings or
making available suthcient additional
products for sale abroad. This solution
has already been unlized ina number of
contracts.

Another important foreign exchange
problem that ought to be cleared up
concerns the dollar—vuan exchange
rate 1o be used in calculating a venture’s
himancial Hows mto and out of China,
Will each dollar earned by the joint ven-
ture and converted o RMB be con-
verted at the official exchange rate (now
roughly 2.0 RMB per dollar)? Or will i
be converted at the higher rate given 1o
Chinese enterprises in order to encoun-
age exports: The later “internal trade
rate” has often been 2.8 RMB per dollar,
but individual Chinese enterprises have
sometimes been given substantially
higher rates on dollars earned. Consid-
erable confusion surrounds this subject
in connection with joint ventures, and
the feasibility study and the contract
should clarify the situation.

Protecting Industri-
al Property Rights.
The absence ol ef-
fective protection ol
industrial property
rights in China is
one of the most
troubling questions
for potential loreign
investors. At present, il an investor ne-
gotiates a joint venture with enterprise
A. there may be 12 other factories un-
der the same minmistry that are in the
same business. In such circumstances,
the investor naturally worries about
leaks, even though the joint venture
contract may contain conhidentiality
provisions that will bind not only the
venture but also enterprise A, More-
over, the same product may also be pro-
duced by enterprises under another
ministry. The joint venture contract
only binds enterprise A, of course, leav-
ing the investor with no assurance that
all the other enterprises will not exploit
the foreign party’s wchnology it they
can acquire or develop it Presumably
the patent law contemplated by the PRC
will provide such assurance. It IS ex-
pected to be promulgated in 1983,
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One should not exaggerate the nir-
vana that will be achieved by a patent
system. In the end, whether the PRC
otters protection through patents o
contracts, or both, a joint venture part-
ner can still cheat il i wants 1o, and
cheating could conceivably go un-
detected for a long time. Foreign inves-
tors, of course, are negotiating with
PRC enterprises because the foreigners
believe the Chinese want to do business
in good faith. Unfortunately, some re-
cent reports ol unauthorized dis-
semination and reproduction ol li-
censed technology by certain PRC
enterprises hearken back to an earlier
era betore the PRC decided to join the
world economic community and are
likely to erode the reputation for good
faith that Beijing has nurtured. On the
other hand, we should not forget that
Chinese joint venture partners have
competitive interest in not disseminat-
ing the ventures technology to compet-
ing enterprises, including PRC enter-
prises. Nevertheless, a Chinese joint
venturer might be ordered by a supe-
rior authority 1o do so or might, with
olhcial approval, secretly sublicense
other PRC enmterprises for a lee to be
concealed from s foreign partner. So
PRC good faith remains the kev. Pre-
sumably Chinese policy makers are
aware that a reputation for cheating will
severely diminish China'’s chances of at-
tractung future mvestment and also
harm the nation’s political standing,.

Early Termination.
In a jomt venture
contract, the lor-
cigner often tries
to enumerate the
sttuations unden
which he would be

allowed 1o term-

nate the venture
prematurely. This makes the Chinese
very uneasy. Thev sometimes think the
foreigner is more terested in bailing
out than in establishing the enterprise
i asuccesstul wav. Yet the Joint Venture
Law iselt provides for premature ter-
mination in certain circumstances, such
as heavy losses, and it is possible to list
other circumstances in a contract. For
example, foreign investors should con-
sider the possibiliy thar, alter the con-
tract 1s approved, new legislation o
administrative regulations or measures
applicable to joint ventures may make
the deal so unprohitable that they would
want to get out unless they can renegoti-
ate 1o achieve the originally contem-
plated economic benehits. In certain
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A worker at the Tianshan Woolen Textiles Co. Ltd., a joint venture established in October, 1981,
involving Xinjiang Province, Hong Kong, and Japanese venture capital.

instances, contract language that offers
this opportunity has been accepted by

the PRC.

Recognizing Intangi-
ble Value. How will
the parties evaluate
the venture upon its
lermination or ex-
piration? Does
China recognize the
idea of “going con-
cern value™ for pur-
poses ol buving out the foreigner's
interest? 1 ac the end of the venture’s
scheduled operaton it has proved 1o be
a profitable enterprise with substantial
good will, will there be some recogni-
ton of this intangible value or will the
investor only receive a pro rata return,
based ona percentage of ownership of
the ventures net book value?r Some in-
vestors insist on knowing at the outset of
the venture how these matters will be
handled: if going concern value is not
to be recognized at the end of the ven-
ture, they sav they will want to adjust
their expectations accordingly regard-
g the vield during the period of the
venture,

I some cases it has proved possible
to obtain some vague contract language
to the eflect that an increase in the ven-
I'he
problem is agreeing upon the formula

ture’s value will be recognized.

and procedure to use. Should the par-
ties agree in the joint venture contract
1o call in outside auditors or specialists
in the mdustry to make the determina-
tion at the tme ol expiration? On
should the matter be left to the parties

themselves 1o decide on the venture's

value, with the proviso that the question
will go 1o arbitration il the parties can-
not agree: The forthcoming Rules for
the Implementation of the Joint Ven-
ture Law should clarily the existing sit-
vation, which is murky regarding both
the criteria and the procedures or han-
dling this problem.

Dispute Resolution.
the Joint
Venture Law, concil-

Under

mtion and arbura-
tion are avatlable, ol
course, to resolve
disputes that the
parties cannot re-
solve i the Board of
Directors (or through the Ministry ol
Foreign Economic Relanons and Trade,
or by some other means). This law
makes no mention ol litigation as a
means ol dispute resolution, and it
seems clear that, if formal dispute reso-
lution is required, the PRC prefers ar-
bitration to gnil]g to court. Thus
Chinese enterprises agree to arbitra-
HON provisions i joint venture con-
tracts as well as others, Precisely because
evervone hopes to avoid arbitration as
well as lidgation, its availability has a
uselul mn teveorem effect and stumulates
the parties 1o resolve disputes on rea-
sonable terms through informal nego-
tations, as the recent settlement of the
Baoshan steel plant controversy dem-
onstrates. Therelore, even il the parties
never go toarbitraton, icis very impon-
tant that the contract make eflective
provision for this possibility. Plainly,
most problems will be handled infor-
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mally. and thus far this generally has
been done satstactorily.

There is usually a good deal of nego-
tiation about where arbitration should
take place, under whose auspices, and
according to what rules. The Joint Ven-
ture Law imphcitly authorizes arbira-
tion abroad as well as in China. Chinese
enterprises press for arbitration in
China under the Foreign Economic
and Trade Arbitration Commission of
the China Council for the Promotion of
International Trade, and according to
its rules, but they are careful not to risk
losing the deal because of this msist-
ence. Lheretore, when loreigners insist
upon arbitration in a neutral place be-
lore a neutral tribunal, the Chinese
usually acquiesce, although some addi-
tonal language may be inserted in the
contract also permitting arbitration in
Chinaif the parties should agree to icat
the time a dispute occurs. The Arbitra-
ton Insttute of the Stockholm Cham-
ber of Commerce is often accepted by
the PRC as a neutral forum, and either
its rules or those of the United Nations

Commission on International Trade

Law (UNCITRAL) are agreeable to the
Chinese.

Governing Law and
Sovereign Immunity.
Ihe PRC will not ap-
prove an investment
in China that re-
quires any dispute
concerning it to be
settled i accordance
with the law of an-

other country. However, loreign inves-
tors are reluctant to agree that Chinese
law, as vet largely unknown in the area
of contracts and joint ventures, shall ap-
plv. Usually a compromise is reached.
Ihe governing law is not spelled out,
and the choice of law is left o the ar-
bitration tribunal in case of a dispute.
Ihe Chinese generally feel confidentin
leaving the contract silent as to the gov-
erning law. More olten than not, the
place where the contract is negotiated
and signed, and (in an investment in
China) the place where it is 1o be per-
tormed, will lead, according to princi-
ples of private international law, 1o a
decision that Chinese law would apply.
Foreigners usually accept this compro-
mise m the beliel thar the problem is
likely to be settded betore i reaches ar-
bitration: or that, il it does go to arbitra-
ton, the arbitrators are not likely to
make a lormal choice of law:; or that, if
thev do, they will somehow import into

the applicable law whatever they think is
fair.

Anv investor that is reluctant to go
along with this compromise should
seek 1o imsert a provision that calls for
the contract 1o be interpreted, and any
disputes decided, in accordance with
generally accepted principles of con-
tract and commercial law and interna-
tional business pracuce. The accept-
ability of such a suggestion would be
enhanced it it is offered as a supple-
ment to Chinese law rather than in
place of it

Waiver of sovereign mmmunity from
arbitral or court jurisdiction is some-
tmes explicitly stated in the investment
contracts concluded by PRC state enter-
prises, which are mdependent legal
persons and not part of the Chinese
government. More olten such a waiver is
implicit in the agreement 1o go to ar-
bitration and in other provisions that
make clear that the transaction 1s com-
mercial and that both sides agree to be
subject to the contract’s dispute resolu-

tion procedures.

The Threat of Expro-
priation or Confisca-
tion. Foreign inves-
tors are naturally
mterested 1 reduc-
g the risks ol ex-
propriation or con-
fiscation by the
PRC. The US does
not vet have a bilateral investment pro-
tection agreement with the PRC, such
as the recent Swedish—Chinese agree-

ficant amount of the proceeds from the
venture remains accessible to the for-
eign investor in a bank account outside
China.

Apart trom the conventional insur-
ance of all tvpes that it offers. the Peo-
ple’s Insurance Company of China also
offers political risk insurance 1o anx-
ious foreign investors who are not sul-
hciently assured by the vague guaran-
tees stated in the PRC's existing
legislation. This insurance may be use-
tul protection against an ad hoc, emi-
nent domain type of PRC action, but it
cannot offer much assurance with re-
spect to an overall change in China's
policy that is designed 1o take over the
property ol foreign investors generally.
In these circumstances the PRC cannot
he expected to give back with the lelt
hand what 1t has taken away with the

right.

Tax Treatment. 1'n-
der the Joint Ven-
ture Income Tax
Law there are incen-
tives offered 1o
equity joint ventures
that do not exist for
other torms of doing
business in China,
which are governed by the Foreign kn-
terprise Income Tax Law. For example,
it a jomt venture is reasonably prohita-
ble, the tax rate it payvs will generally
prove to be somewhat lower than for the
other kinds of business organizations.
Moreover, the tax holiday provisions are
more generous. Also, under the Tor-

Potential investors should not feel discouraged if, in an
early round, PRC negotiators quote unreasonably high labor
costs. This is sometimes done to test the limits of the possible. . .

ment, but is i the carly stages of dis-
cussing one. [t is already possible,
however, for certain American com-
panies to obtain polincal risk insurance
[rom the United States” Overseas Private
Investment Corporation, thanks to a
1981 bilateral agreement with the PRC
concerning imvestment insurance and
guarantes. It mav be worthwhile, in
addinon, to seek to structure the con-
tract so that, at any given time, a signi-
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eign Enterprse Income Tax Law there
is no special treatment it a foreign firm
chooses to reinvest some ol its profits in
China for five years, but under the Joint
Venture Income Tax Law in such cii-
cumstances 40 percent ol the income
taxes paid on the reinvested amount
may be refunded as an investment in-
centive.

How long there will be a separate
Joint Venture Income lax Law is not
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known, Eventually the tax authorities
hope to merge the two basic business
ncome tax laws into one coherent sys-
tem. Of course, the fact that there cur-
rently are tax mcentives (o create an
equity joint venture does not mean that
these incentives are necessarily sul-
fictent to warrant the selection of this
form of mvestment over some other ar-
rangement that comes under the For-
eign Enterprise Income Tax Law, since
the latter mav be more sensible for the
parties in other, more important re-
spects.

There are questions of how joint ven-
tures are going to treat not only their
non-Chinese employees but also their
Chinese emplovees with respect to the
withholding of individual 1ncome
taxes, and this 1s very much under dis-
cussion now within the Ministry of Fi-
nance. Joint ventures reportedly will
have 1o withhold the income tax due on
the incomes of Chinese emplovees who
are paid enough to be taxable under the
Individual Income Tax Law.

Originally, when this law came out,
PRC officials appeared to beheve that
only a handful of Chinese would come
underit, because tax is not payable until
one earns more than 800 yvuan a month.
Few Chinese who do not work for tor-
cign-related enterprises earn 8300 yvuan
amonth. But Chinese emplovees of for-
cign-related enterprises often earn
much more than that. In the latter cir-
cumstances, they may actually receive
lor thenr own use only a Iraction of the
wages paid in their name—an amount
far less than 800 yuan per month, and
the difference 1s pocketed by the Chi-
nese agency that made them available to
the loreign-related enterprise. Nev-
ertheless, under the current interpreta-
ton of the Individual Income 'Tax Law,
mcome tax must be withheld in their
name by the joint venture or the for-
eign-related enterprise that employs
them. Plunly, this must be taken intw
account by the foreign and Chinese par-
ties when negotiating the wage pack-
age. A joint venture that serves as
withholding agent is supposed to re-
ceive a commission ol one percent ol
the tax withheld, as compensation tor
1S SCIVICeS,

As PRC economic cooperation with
foreign hirms gathers momentum,
many new questions are being raised
concerning business taxes, and the law
1s gradually developing in this area. For
example, in the first year ol one joint
venture, the venture made a proht and
claimed a tax holiday because the Joint
Venture Income lax Law authorizes
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full exemption from tax in the first
proht-making year of a venture sched-
uled to operate for 10 vears or more.
[he local tax authorives refused to ap-
prove the holiday, What the law means,
they said, 1s that exemption should be
granted for the first profit-making vea
in which a prohtis made using the tech-
nologyv transterred from the foreign in-
vestor to the venture: as the technology
had not vet been transferred, there was
no entitlement to a tax holiday, The for-
eign investor in the venture challenged
this ruling, and the central authorites
agreed with the foreigner.

This is a very important point to ap-
preciate: 1t is possible, it one does not
think an interpretation by an agency is
correct, to question it—in a nice way.
Chinese tax authorities realize that
there are ambiguities giving rise 1o the
need for interpretation of the law, and
they wish to interpret the law reasona-
blv. Obviously their goal is to collect tax
revenues, but they do not wish to drive
out foreign mvestors by acting in wavs
that seem unfair,

Similan questions arise frequently
with respect to customs duties; the In-
dustrial and Commercial Consolidated
Tax, which 1s similar to a sales tax that s
imposed at every stage in the transfer of
goods from their producton through
marketing channels, and which varies
m its rate depending on the type of
goods taxed; the Buildings and Land
Tax: and the Transport License Tax. I
15 to be hoped that the interpretations
and decisions resolving these questions
will be collected and published so tha
all aftected persons can beneht from
the guidance offered. In the mterim,
investors must take care 1o spell out in
the joint venture contract not only the
various taxes but also their specihic ap-
plicanion to the venture.

Profit Distribu-
tion. The Joini
g Venture Law pro-
vides that the ven-
ture’s “net prohic
shall  be  dis-
tributed between
the partes to the

venture i pro-
portion to their respective capital con-
tributions. Net profit is determined by
1. ascertaining the gross profit (or gross
income less expenses); 20 deducting
from the gross profit the imcome rax
owed: and 3. deducting from the
amount thus derived a certain percent-
age of that amount, normally stipulated
in the articles ol association, o be set

aside for the three funds prescribed by
the law: the reserve fund, the bonus
and welfare fund for workers and staff,
and the expansion tund. The percent-
age for these three funds is arrived at
through negotiation and has varied
from mnvestment to investment. lhe
highest total percentage I have encoun-
tered 1s 20 percent, and 15 percent o
substantially less is usually agreed
upon. Sometimes, no specihic hgure is
selected, and the mater is left 1o the
board of directors to determine.

All of the net profit may be freely
distributed, unless the parties agree in
the contract to reinvest all or part of it
for a period, as they did in the
Schindler venture. The board of direc-
tors may also agree to restrict divi-
dends. il the venture is temporarily
shortof foreign exchange. for example.
In such circumstances, the board could
call for reinvestment of the net profit, or
distribute dividends with the under-
standing that foreign investors would
not repatriate their dividends unul sul-
hcient foreign exchange became avail-
able.

ne could easily write at

greater length about joint

ventures in China, or go into
greater detail concerning the matters
introduced above. This briel overview
should be sufficient, however, to indi-
cate not only some of the basic problems
that may arise, but also the solutions
that are being devised in the course of
the slow and dithicult, vet thus far in-
creasingly successtul, Sino—Western in-
vestment negotiations. During the past
lew vears the PRC and foreign business-
men have made impressive progress in
thenr unprecedented effort o establish
equity joint ventures. The next few vears
should prove to be even more challeng-
ing. as those mvolved in the process
move from negotiation to implementa-

ton. ¥

Jevome Alan Cohen s a partner i the
mdernational law form of Paul, Weiss,
Rifkind, Whavton & Garrison. He com-
weles to China from New York as the legal
advisor to American and foreign companies.
He also teaches part-time at Harvard Law
School.
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The Textiles Deadlock

The US could impose even more restrictions on
Chinese textiles unless a new agreement is

he most bitter economic dis-

pute between China and the

US since bilateral trade re-
sumed in 1971 is coming to a head, as
both governments attempt to negotiate
anew six-vear textle agreement before
the old one expires on December 31
Three rounds ol negotiations have re-
sulted in near-total deadlock. Tough US
negotiating tactics—including actions
to further restrict Chinese imports
while the talks are in progress—com-
bined with st Chinese resistance to
any compromise of its position has pro-
duced an emotionally charged auno-
sphere that could hurt US=China trade
as o whole.

I'he major stumbling blocks in the
negotiations: the number of textile and
apparel categories for which the US will
setimport quotas for China; the rates of
growth that will be permitted for items
under these quotas; and the rules gov-
erning the imposition ol new quotas
during the life of the agreement, a pro-
cedure also known as the “consultation
mechanism.”

Behimd the impasse on these issues s
the US recession, which has aroused the
powertul US wextile industony to a fever
pitch of opposition to foreign competi-
ton and particularly 1o competition
lrom China, the country the indusory
NOW Views as its most serious long-term
threat. This has deeply ottended the
sensitivities of the Chinese, who are de-
pending on their strong textile indusory
to earn the foreign exchange needed 1o
purchase US goods—includimg texules.
A point that Chinese negotiators neven
let the US side forget is that China’s
imports of US textile products far ex-
ceed the value of 1ts exports o the US.

reached this year.

Martin Weil

China is of course aware that textile
exports to the US are carelully con-
trolled, at least from the major pro-
ducers, but it expects the US o treat it
more leniently than the “big 3"—Hong
Kong. Taiwan, and South Korea. Its
claim for special treatment rests on the
county’s large purchases of American
textle hibers, the large size ol the Chi-
nese textile industry, and the short time
that China has been competing in the
US market. US negotators, however,
cannot please the Chinese without an-
gerimg domestic producers and other
exporters,

Another round of talks may be held
i mid-December to tv o reach an ac-
cord by vears end. But if the old 1980
agreement is allowed 1o expire without
anew settlement, the US will be free to
begin imposing any unilateral re-
strictions it hikes. While the exact conse-
quences of such a course of events
cannot be predicted with certamiy, they
can only be negative,

China Runs Up Against the System

Ihe Chinese are up against a care-
fully constructed exule barrier. For al-
most a decade priorto 1971, the US had
limited cotton textile and apparel 1m-
ports, but in that vear the US govern-
ment began signing comprehensive
bilieral agreements that limited all con-
ton, synthetic iiber, and wool textile im-
ports rom major suppliers. More than
20 countries have now signed such
agreements.

Ihe ground rules governing these
agreements, and those signed by other
mdustrialized nations, are set forth ina
series ol international multi-hiben
agreements, host concluded o 1973
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and renewed 1977 and 1981, The hrst
MIEA called tor developed countries to
increase textile quotas from developing
countries by at least 6 percent per vear.
But in fact most US bilateral agree-
ments have been more restrictve, stray-
mg further and further from original
MEA goals as time has passed.

The average annual growth in US ap-
parel imports between 1971 and 1979
was only 2.7 percent in quantity terms,
according to the US International
Irade Commission. More important
lor China, however, is the tact that 1971
1s the key reference vear. This has
locked Hong Kong, Taiwan, and South
Korea, substantial exporters at that
time, into positions as leading sup-
pliers. Collectively. they sull maintain a
10 percent share of the total US import
market, and close to a 60 percent share
of the apparel import market.

Countries with smaller market shares
are treated more liberally than the big 3,
but as their market shares grow they are
subject to more restrictive treatment.
Should a country expand its exports
suddenly it is hikelv 1o run up against
quotas sooner thanif i expands gradu-
allv. There are currently 108 1extile cate-
vories, including 72 cotton, synthetic
fiber, and wool apparel categories—any
ol which can be subjected 1o quota il
imports increase rapidly. Under this
comprehensive systen, a country ¢an
hope to overtake one of the big 3 only
over i very long period of time., if ever.

[he obvious problem that China
faces is that in 1971, the base vear. its
exports to the US were negligible. The
dilemma for the US side is how to inte-
grate acountry that is the world's largest
producer, with the greatest export po-
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tential, mnto a system that makes no
provision for the rapid entrance of a
major new supplier.

The 1980 Textile Agreement

Belore 1978 no attempts were made
to restrict Chinese textiles through a bi-
lateral textile agreement, mainly be-
cause its exports grew slowly and
erratically. But when exports shot up in
1978, the US government moved to
bring China into the system. US of-
ficials point out that no other country
besides China has ever been allowed 1o
achieve an annual export total of 201
million square vards (equivalent) before
restrictions were imposed. But it is a
measure of how restrictive the svstem 1s
that when the US sought negotiations
with China in 1978, China’s share of US
textile and apparel imports (in quantity
terms) was only 3.5 percent.

At that time, China was already be-
coming a sizeable supplier in a number
ol categories ol basic cotton apparel, as
1t began to increase sales ol low-priced,
less fashion-sensitive clothing. Formen
Special Trade Representative Robert
Strauss went to Beijing in May, 19749,
with the mtention of placing restric-
tons on some ol these categories

Ihe acrimonious
US—China textile negotiations began, as
one US source sad, with the two sides

history ol

“not even on the same planet.” When
the negotiations broke down. Strauss
placed unilateral quotas on PRC cotton
gloves, knit shirts and blouses, woven
shirts, trousers, and synthetic hiber
sweaters. China considered these ac-
tions to be unfair and refused o make
concessions in the negotiations for
about a vear. In October 1979, the US

imposed additional unilateral quotas
on blouses and synthetic hber coats,
and waited for the impact to register.
I'his happened quickly enough, as Chi-
nese shipments in excess of quota levels
were embargoed in bonded ware-
houses,

Finally, in April, 1980, the Chinese
made their hrst real counteroffer, and
after arduous negotiations, the two
sides concluded an agreement in Sep-
tember covering the yvears 1980 through
1982, Three-year quotas, or “specific
limits,” were set tor the seven categories
already restricted. This was a small
number of quotas compared with those
facing the big 3. But only in the gloves
category was China conhrmed as the
number one supplier, or allocated more
than a 15 percent market share.

I'he key for the US side was the con-
sultation clause, allowing the US o
place new restrictions on any category

i which there was judged 1o be "market.

disruption.” When market disruption
was claimed and a “call to consultation”
issued, the clause provided a formula
for the US to himit China's CXPOTLs 1o a
level only slightly above the average of
the vear ending two months before the
call was made pending final agreement
on a quota.

lThough China’s hard-line negotiat-
ing tactics may have gaimed it some con-
cessions, the basic contours of the
agreement were in line with US desires.
I'he key provision making the package
acceptable 1o the Chinese was a vague
private understanding that the US
would not call any category for consulta-
tions until China’s exports were com-
parable to the principal suppliers.

US Textile Imports by Value wiion us s

Problems with the 1980 Agreement

lensions continued after the agree-
ment was signed, as the US called seven
categories for consultations in 1980 and
1981, including wool sweaters, several
types ol cotton apparel, and two cate-
gories of cotton cloth. The quota nego-
tiations were unusually long and biter,

Despite these tensions, the US gener-
ally lived up to its informal understand-
ing in 1981 not to restrict Chinese
imports in a particular category until
such exports were the third largest.
China even managed 1o become the
number one or two supplier in several
categories under quota.

Evidence of similar good faith on the
Chinese side was the attempt to set up a
VISI SYSIem monitoring CXPorts to h('||)
China stay within quota hmis. How-
ever, provincial authorities continued to
make unauthorized shipments under
the decentralizing reforms then in
practice. The ditficulty ol enforcing the
visa system became noticeable when
wool sweater quotas were hlled, but
sweaters continued arriving on US
shores. Large numbers of sweaters
ended up in bonded warehouses caus-
mg great hardship lor importers,

In response to these problems, the
head ofhice of CHINATEX, the textiles
trading corporation under the foreign
trade ministry changed the visa svstem
for woven goods under quota i 1982,
Now only the head office, not branch
ofhices, can issue export visas. This has
created some new problems for import-
ers, who cannot be 100 percent sure
when signing a contract with a
CHINATEX branch whether the head

China’s exports to the US increased by over 100 percent $8,710
in the last three years, indicating once again that a country $8,669
which increases its exports suddenly is particularly il China
200/
vulnerable to quotas. $7,200
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office will allow the deal to go through
by issuing a visa.

Some US government insiders argue
that China did not make the best possi-
ble use of the agreement. Calls for con-
sultations could have been avoided. in
their view, if the Chinese had restrained
their export surge and maintained in-
formal contacts with the US govern-
ment to determine what were accept-
able export levels for each category.
Moreover, the Chinese could have
called tor consultations on certain cate-
gories themselves, and perhaps have
obtained higher quotas betore industry
lobbyists tied the government’s hands.

I'he Chinese, however, opted instead
to merease exports as quickly as possi-
ble. In part this was the result ol de-
centralizaton, which made it dithcult
for the head office of CHINATEX to
control exports. But the Chinese seem
to have made a calculated decision 1o
accelerate their export drive to stay one
step ahead of new calls for quotas. And
many observers believe that this was
China’s only option to avoid even tight-
errestrictions on its exports than it now
faces.

Consequently, the volume of China’s
exports increased by 41 percentin 1980,
and 73 percentin 1981, achieving a total
ol 5618 million square yards (equiv-
alent) worth $687 million. This repre-
sented 36 percent of China’s total
exports to the US in 1981,

Ihese inroads were by far the largest
made by any country in the 198081
period, and they caused alarm in the
domestic industry. To make matters
worse, China'’s exports increased just
when sales and employment in the US

textile industry were declining in re-
sponse to the worsening recession.

Big 3 or Big 4?7

The US textile industry would like
the administration to roll back quotas
for all major textile suppliers. Although
European governments are demanding
such rollbacks from the big 3, the US
administration is unwilling 1o resort to
this. President Reagan has, however,
committed himself to a policy of limit-
ing import growth to that of the growth
of the American textile market.

This commitment, by dehinition, ties
textile agreements with different coun-
tries to each other, The pattern lor the
big 3 was set in March, when an agree-
ment reached with Hong Kong called
tor growth rates in categories under
specific-limit quotas (meaning most
categories) of only 0.5-2.0 percent,
compared with earlier growth rates ol
1-6 percent. Similar agreements were
reached later in the summer with Tai-
wan and South Korea,

I'he relationship between these
agreements and the China agreement
lies at the heart of the current impasse.
From the pointof view of the US nego-
tiators, the big 3 have become the big 4.
In the year ending July, 1982, accord-
ing to Department of Commerce statis-
tics, China captured a 10.6 percent
share of total US textile imports (in
quantity terms), compared with 12,2,
14.5 and 17.9 percent lor South Korea,
Hong Kong, and Taiwan, respectively.
Ihe next largest third world supplier, by
contrast, was Pakistan, which accounted
for only 3.3 percent. Since it has become
a major supplier, US negotiators feel itis

US Textile Imports by Volume
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time China signed an agreement similar
to those with the g 3.

The Chinese argue that in terms ol
value they account for only 6 percent of
US imports. This is because Chinese
textiles tend to be of lower quality and
value. The fact that China can only
compete in the low price, less fashion-
sensitive market, in the Chinese view,
entitles 1t to more favorable treatment
than exporters from other countries
who can compete in a broader sector ol
the market and earn more foreign ex-
change by commanding higher prices.

The Chinese also maintain that their
exports, unlike those of the big 3, include
semifinished cloth, as well as garments.
In the area ol apparel imports, which has
tended 1o rouse the most controversy in
the US, China accounted for only 9.3
percent of USimports (by volume) in the
vear ending July, 1982, compared to
18-20 percent for the big 3.

Wanting to be Number One

Some observers feel that what the
Chinese really want is to be allowed 1o
overtake the big 3 within a reasonable
length of time and become the number
one suppher. This is only fair, from
China’s point of view, since it buys more
cotton and synthetic hbers from the US
than it exports in the form of finished
and semihinished textile products. In
1981, China's “textile tracdle dehent™ with
the US was about $450 million. In early
1982, Chinese purchases have declined.
But this is believed to be a temporary
slowdown caused by overpurchases of
synthetic fiber in 1981 (when a few
provinces used their increased auton-
omy from Beijing to go on a buving

1977 1978

*Annual projection based on January-June trade results mes two

1979 1980
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spree), as well as consecutive years ol
record cotton crops.

Although the Chinese do not put the
argument forth directly to their US
counterparts, another consideration is
believed to be China’s fear that a clamp-
down on textile exports would force it to
diversify s exports in order 1o con-
tunue expanding toreign exchange reve-
nues. Diversihcation might be relatively
easy for the more dynamic economies
of Hong Kong. Taiwan, and South
Korea, but not for China's centrally
planned, bureaucratic economy.

In short, the Chinese would like the
US to take other factors into account
besides the simple number of square
vards the US is importing. The entire
history of the textile protection pro-
gram, however, is characterized pre-
cisely by its single-minded concentra-
ton on the issue of import penetration.

Broader economic or foreign policy
concerns are generally excluded.

US government officials insist that
they are taking into account the special
factors in the China case. But as one of
them told The CBR. “These special fac-
tors entitle the Chinese to slightly bet-
ter treatment than the other major
suppliers.”
Ihe mital proposal to China in Au-

gust, 1982, provided more liberal treat-
ment than the fimal agreements with
Hong Kong. Taiwan, and South Korea,
according to US textile negotiator Peter
Murphy (under the othce of the US
Irade Representative). But such details
as have publicly emerged in the Chi-
nese media suggest an offer quite simi-
lar to those with the big 3.

Inadditionto the 10 categories (three
of which are actually combinations of
two categories) for which the two sides
have already agreed on quotas, the US s
reportedly asking for a total of 18 new
apparel speaitic mits in the new agree-
ment. With 31 controlled categories,
China would be in the same league as
the big 3. and unguestionably have o
slow the rate of growth of its extile ex-
ports to the US, The allowed growth
rates for nems under a specific limit
would range between 0.5 and 2.0 per-
cent, according 1o Chinese press
reports—identical to the rates given
Hong Kong.

Furthermore, the US wants to change
the consultation mechanism so that
hinal quota levels are set automatically
when Chinese exports in many unre-
stricted categories reach certain defined

levels. This represents a hardening of

the US negotiating position, in that pre-
viously there was room to negotiate the
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final levels atier initial restraints were
apphed under the consultation mecha-
nism. The US is also unwilling, in the
current negotiations, o reiterate its in-
formal assurance that restrictions un-
specitied in the agreement will not be
applied to China unul exports reach the
level of principal suppliers.

There are many who believe that the
initial US offer was a deliberately hard-
line position designed to jolt the Chi-
nese, and that there s actually consider-
able room for maneuvering. According
to this argument, the Chinese rejected
the proposal out-ol-hand 1o make tex-
tile industry havd-liners realize that
COMPToOMIse is NeCessary.

The lack of progress in the second
and third rounds of talks, [rom Septem-
ber through November, however, sug-
gests that the room for maneuvering
may not be very great. The Chinese
counterproposal does not provide any
hint of compromise. It, too, seems o
have been an initial hard-line position.
Anyv compromise will involve complex
give-and-take on a number of issues
that aftect each other: P the number of
categories under quota, p the size and
growth of quotas, and P the nature of
the consultation mechanism.

It is obvious that on the issue of the
number ol quota categories, the US is
showing hule Hexibility, In fact, knowl-
edgeable US government sources have
told The CBR that it is a nonnegotiable
issue. To drive home this point, the US
hegan imposing unilateral quotas
1982 under the consultation terms of
the old agreement, thereby presenting
Chinese negotiators with a faut accompli.
Four categories were called in April,
1982: cotton playsuits and three syn-
thetie fiber categories—woven shirts,
woven blouses, and women's trousers,
the first synthetic hber restrictions since
sweaters. On August 30, immediately
following the first round of negotia-
tions, lour more were called: cotton
sweaters, sull-ty pe coats, wool suits, and
svnthetic hiber women’s coats. Then.
alter the Lulure of the second round of
negotiations i October, the pressure
pattern continued with four more calls:
cotton nightwear, cotton terry cloth tow-
els, and men’s synthetic iiber coats and
trousers.

Some of these new calls, in contrast to
those in 1980=1981, clearly violate any
assurances the Chinese mav have been
given about allowing exports to build to
“major suppher” levels. In the case ol
wool suits, for example, China was only
the fhifth-largest supplier during the
first seven months of 1982, accounting

for only 8.1 percent of US imports.

Some observers believe that the most
recent calls signal aloss of control by the
more moderate voicesin the US govern-
ment. Ordinarily, calls must be ap-
proved at the assistant secretary level in
a number of agencies. But to these ob-
servers, the 1982 calls appear to be the
actions of lower-level bureaucrats. Par-
tcularly worrisome is the apparent
shunung aside of the State Department,
the agency with the most sensitivity 1o
the political issues at stake. Whatever
their motivation, the calls add a major
irritant to an already difhcult negotia-
tion. T is unusual for there o be so
many calls at a time when an entire
agreement is bemng renegotiated. To the
Chinese, they come across as crude
weapons to foreclose discussion on the
issues for which there should be some
give and take.

Also poisoning the atmosphere are
two dumping petitions by the domestic
industry against Chinese shop-towels
and polvester-cotton printcloth. For the
towels, the industry case rests on the
dubious logic that, since US lactories
are the most mechamezed m the world,
anvthing coming in under US pro-
ducer prices is ipso facto dumped. In
both cases, the industry petition passed
the first hurdle when the T'TC found
that there is “reasonable indication ol
injurv o the US indusory rom Chinese
imports. Although private indusory, not
the government, is behind this develop-
ment, the Chinese regard i as part ol a
broad pattern of protectionist harass-
ment.

Because of acuions hike these, the ne-
gotiations are being conducted in an
acrimonious atmosphere which was ab-
sent in negotiations with the big 3. In
those cases, there was good faith and
hard, pragmatic bargaining. In China’s
case, there seems to be genuine anger at
perceived discrimination. The concern
ol the
prompted the ambassador to meet face-
to-face with Commerce Secretary Bald-
viddge and US 'Trade Representative
Brock. Beijing’s English language
China Daily has printed government

Chinese has reportedhy

warnings that “strict restrictions on tex-
tile shipments would greatly harm rela-
tions between the two countries.”

What Will Happen?

A climactic fourth round of negotia-
tions 1s now planned for Lae December
in Beijing. The fact that the US congres-
sional elections are over may loosen the
U'S position a hude. But the stubborn-
ness of both the Chinese and the US
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textile lobby, not to mention the con-
tinued bite of the recession, make the
possibility of no agreement with China
a real one.

Judging from past precedent, the
Chinese will be prepared to reach a rea-
sonable compromise. In many negotia-
tions, they take a stubborn, hard-line
position until they are absolutely sure
the other side has given as much as it
has to give, and then strike the best deal
they can. This is precisely what hap-
pened during the first textile negotia-
tons i 1979, After a yvear ol stone-
willing, the Chinese relented when ex-
portorders began drying up in the face
of US unilateral quotas.

I'he US government is confident that
similar pressure from importers, who
will be unwilling 1o do business in the
chmate of uncertainty created by a no-
agreement situation, will again bring
the Chinese around. In purely cco-
nomic terms, there is no denving that
China i1s much better off with a reason-
able agreement than with no agree-
ment.

But the intensity of the Chinese reac-
tions so far raises the possibility that the
Chinese will not hbehave as the US ex-
pects. And conditions differ from 1980.
At that time, China’s pro-US policy was
atits peak. Now, pro-US forces in China
have just finished a long, political battle
on the Taiwan arms issue. Foreign trade
policy, too, has veered back toward the
more conservative idea ol balanced
trade. Finally, the fact that this i1s the
second knock-down-drag-out battle in
three vears makes the situation more
dangerous. It was a dithcult process for
the Chinese to make concessions the
first time around, and now they are
being asked to make major, new conces-
sions almost immediately. The big 3, by
contrast, negotiated their earlier (hve-
year) agreements in 1977,

Chinese actions will depend to some
extent on the bureaucratic entities most
involved in the issue. They are:
CHINATEX, the textiles trading corpo-
ration under the Ministry of Foreign
Fconomic Relations and Trade;
MOFERT itself, as disunct from
CHINATEX; and the Ministry ol For-
cign Alfairs. Of these, CHINATEX 1s
seen as the most willing to compromise,
given its greater day-to-day contact with
and understanding of the American
system, and its desire to get on with
business. The Ministry ol Foreign Af-
fairs also is thought to be anxious 1o
avoid a major battle with the US,
MOFERT, whose bureaucratic impera-
tive has traditionally been to balance

‘

trade, and get China the fairest deal
possible, is believed to be the most hard-
line of the agencies.

Although it would be dangerous o
read too much mto it, the fact that a
MOFERT othcial, Li Dengshan, heads
the Chinese negotating team is cer-
tunly interesting. CHINATEX officials
led the team for the hrst agreement.

I'he elevation of textiles minister Hao

Jianxiu to the Communist Party Secre-

tariat could also have some interesting
repercussions. I negotiations remain at
an impasse, the secretariat might have
to consider it in the end. But Madame
Haos views on the subject are not yet
known.

Retaliation

If the two sides seem close 1o agree-
ment on January 1, there 1s some pos-
sibility that the US will allow the current
agreement 1o be extended temporarily
until a new one is signed. The alterna-
tive, in the event of no agreement, is
unilateral US action. What can China
really do if the US acted unilaterallyr?
Ihe truth of the matter is that the eco-
nomic cards China holds do not com-
prise a particularly strong hand.

IThe Chinese media has charac-
terized US textile proposals as “contrary
to the principles of the US—China trade
agreement,” which calls upon both
sides o give each other Most Favored
Nation treatment. Presumably, there-
fore. the Chinese would consider them-
selves released from this obligation il
the US acted unilaterally. But what this
would mean in practice is not clear.

Purchases of textile fibers would be
the most obvious area for retaliation.
The threat to reconsider these pur-
chases has been made explicitly on sev-
eral occasions.

A cutoll would hurt some US syn-
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thetic fiber producers. But Chinese
purchasers in early 1982 declined for
purely economic reasons, which dimin-
ished the potenual impact of an abrupt
cutott.

The effect of a cotton cutolt today
would also be less than it would have
been a lew years ago. In 1980, China
purchased about 15 percent of total US
production. But rising domestic cotton
production, and slower increase in de-
mand for cotton textile products at
home and abroad, have already cut Chi-
nese purchases in 1982 to a projected
150,000 tons, or only about 6 percent of
anticipated production.

Retaliation in graimn purchases—a po-
tentially eftective political weapon given
the strength of the US farm lobby—is
probably precluded by a four-year gov-
ernment-lo-government agreement €x-
piring at the end of 1984 which commits
China to purchase at least 6 million tons
per year. Any attempted response in the
area of o1l would hurt China more than
the US.

Another possible action for China
would be to instruct its trading corpora-
tions to buy from sources other than the
US in cases where price and quality
were equal, and China was not other-
wise bound to buy American. Whether
this would register a big economic im-
pact is unknown. Its greatest impact
might be to give a political jolt to US
government ofhcials who have refused
heretofore to allow broader concerns to
bear on the textile negotiations.

No other country has really suc-
ceeded in applyving political pressure
that changed a textiles agreement in a
major way. In the end, China seems
stuck in a difficult position that will, one
way or the other, result in major new
restrictions o its textiles exports to the

US. %
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Tourism:

Changing Course

As the market slips, the issues multiply.

hina travel may have armrived a
a crossroad, Today, four vears
and two milhon foreign tour-
ists after the welcome sign went up, the
imdustry is taking stock of itsell] assess-
ing its considerable progress while pon-
dering the uncertainties ahead.
lourism has been something ol an
economic miracle for Chima. Income
last vear approached S700 million, up
some $83 million over the previous
vear. Tourists eager for their first peek
at the mamland traveled [rom 110
countries. The growth rate dipped be-
low the phenomenal increases ol the
first two travel seasons. vet remained
the envy of the Far East. In 1981 some
675,000 foreign tourists visited the
PRC. Onlyv a vear before that, the State
Statistical Bureau counted 529,000 for-
elgn tourists (see chart).

Such progress, impressive enough on
its own, i1s considered remarkable for an
industry that only began developing in
1978, China needed to do hitde more
than open its door 1o let i a tde of
tourists. The first three vears saw the
number ol foreign tourists mvited by
C1rs (Chima International  Travel Ser-
vice) increase by an annual average of
nearly 30 percent. Hotels in the majon
aties were severelv overcrowded, and
China recognized that major improve-
ments in the infrastructure would be
needed 1o satisty more foreign guests.
Fven so, the government saw no reason
that growth could not continue at s
previous rate. Throughout the vem
CITS stood by s earlier prediction tha
the number of foreign 1ourists would
grow by 30 percent annually for the
next five vears. Income could casily
reach $2 bilhion i 1985,

Ihat was the dream. Unlortunateh
tor China, and for tour operators here,
the reality is less promising.

36

Carol S. Goldsmith

I'his vear marks a definite slow-down
i the China vavel trade. According 1o
CITS staustics, the number ol foreign
tourists is clunbing at the lowest rate
since 1978, Fconomic conditions world-
wide have plaved havoc with people’s
travel plans. Cancellation rates the past
vear have been high, particularly from
Europe and the US. In 1981, CITS re-
ceived 272,000 wourists primarily from
Japan, the US and Furope—more than
a 24 percent increase over 1980, T CITS
meets its optmistic target of 300,000
this vear, the increase would be 10.2 per-
cent.

Meanwhile, Business China veports
this discouraging news: In the first six
months of 1982 the number of tourists
handled by C1TS and the Hong Kong-
based China Travel Service declined I
about 15,000 people. from the same pe-
riod the previous vear.

The Chinese have vet to acknowledge
this trend publicly, let alone discuss s
causes. But the downturn apparenthy
has made an impression. Ofhcials have
spent much of this vear announcing
new tourism policies, resurrecting some
ol the old, and then reversing certain
decisions that had just been made.
Earlv this vear CITS centralized s au-
thormy and adopted siricter deposit
pohaies to protect itsell from a high can-
cellatton rate. Tuneraries would be
standardized and prepackaged, of-
ficials announced. And operators
would be required o deal with the €118
head othee in Berjing rather than work
through the branch of thenr choce.

By October, though, it seemed that
othcials had again changed their
minds. Word leaked out that central
control would be relaxed, restoring
some measure of autonomy 1o the dis-
gruntled branch offhices. That same
month, oficials announced that China

would begim receiving individual tor-
cign tourists, and that tourists could
now visit 29 Chinese cities without se-
curing a special travel permit. The
move 1s part of 4 new campaign to -
crease the number of individual and
special-interest travelers.

Lour operators have been mightihy
conlused by the mixed signals coming
lrom China. Some of the policies, they
leel, show a flagrant disregard ol
changing market conditions and of the
sales problems that wholesalers have,
But e the same time, the Chinese have
made a few announcements that indi-
cate a greater willingness 1o considen
the grievances of US operators—and
even to discuss core issues on a formal,

bilateral basis.

hina gave the Commerce De-
partment somewhat ol a sur-
prise in August, when a
meeting called to discuss the possibiliy
of a US=China tourism agreement ac-
tually resulted i the signing of a bilat-
cral accord.

Peter McCov, undersecretary ol com-
merce for travel and tourism, went
to Betjing for talks with Han Kehua, di-
rector general of the General Admin-
istration for Travel and Tourism
(GATT), the policy body Tor China's
tourtsm imdustry.

Within a lew davs ol then moroduc-
ton, the ofhaals agreed 1o establish a
government-to-government commnutee
"o Lac i]il.llt'((m]n'l.lli(m and exchanges
m the held of tourisi.™ The Chinese
also accepted the applications of two
American tour operatars to open
ofhices mthe PRC: American Express
twhich already had o Betjing represent-
ative) and Foest Family of Travel. The
two companies were assured that they

are the hesttour opervators pevmitted to

The China Business Review/November—December 1982



open registered offices in China.

The bilateral states that the commut-
tee will meet “as necessary” to discuss
particular issues. Either co-chairman
may invite other government or private
sector representatives to participate.

I'hat language pleased the 20 tour
operators and hotel, airline, and adver-
tising concerns that comprise the
National Council’'s new Travel and
lourism Committee. The group was
formed in June as the only committee
to specifically represent companies in
the China tourism field.

Chairman David Flmore, president
of First Family, notes that the formation
ol a private sector and a government-to-
government committee has created a
“two-tiered policy bridge” between both
countries” tourism industries. Council
members brieled McCoy on tourism is-
sues just prior (o his trip to China, and
were credited with providing much of
the framework for the successful nego-
tiations.

China preceded the signing ol the
tourism bilateral with another unex-
pected announcement, this one imvit-
ing operators and tourism officials
worldwide to its first World Tourism
Conlerence, to be held between Febru-
ary 28 and March 5, 1983, Liu Zihan,
deputy director of CITS New York, he-
lieves the hirst day and a hall will be
devoted to a tourism update and policy
announcements for next vear, Between
speeches by the loreign guests, Liu says
operators will have time 1o meet with
ofhicials 1o “evaluate the China 1ow
product™ and discuss 1984 meraries.,

“This will be a milestone in the devel-
opment ol tourism in China,” states Liu.

US operators doubt some of the
grandiose claims. For one thing, they
sav, early 1983 will be too late for any
meaninglul discussions on 1984 tours,
since CITS will issue the programs in
the early spring. Individual meetings
will be ditheult, if at all possible 1o ar-
range. Officials are bound to be preoc-
cupied with the staging of their first
i“]l'l'nil[illllill ‘“lllt‘i’l'”( C.

“1 think we'll basically be sitting in
this big room hearing the Chinese hand
down policy statements,” savs one
wholesaler. “It's gonna be deadly.”

lurnout should be excellent, none-
theless. Virtually all of the 50 US whole-
salers doing China tours plan to attend,
mostly as ashow of good will. Some may
approach the initial meeting with trep-
iddation, given the vpe ol CITS an-
nouncements handed down this sea-
son. New policies were put forth
centralizing authority in the head
oftice, standardizing itineraries (tem-

porarily, at least), and declaring that de-
posits for 1983 bookings would be
nonrelundable.

Some operators rushed to Beijing on
the heels of the last two announce-
ments, expressing their shock that
China would respond 10 a declining
growth rate with increasingly rigid pol-
cles.

Tourises from the US this vear will fall
far short of the magic 60,000, That is
the figure accepted as the US share ol
China tour visas: it also is CITSs esti-
mate of American tourists this season.
Few of the major wholesalers foresee
much of an icrease over the 49,219 US
tourists CITS savs visited China last
year. One operator thinks a 15 percent
mncrease is the best that could possibly
happen in 1982, Next vear could be
more of the same. Interviews with the
top 12 US wholesalers, who account for
the bulk of the China market, indicate
that they have taken only about 55,000
visas for 1983,

Operators are in no mood for more
surprises. Several of China's recent pol-
1y decisions have been blamed for
creating, or compounding, their prob-
lems. This vear they would like 1o start
oll the new season by revising some ol
the 1982-83 policies, and by working
with China o develop plans that re-
spond to the changing market.

Deposits

No single policy has created as much
ill teeling as the nonrefundability of de-
posits. In the past China asked opera-
tors to pay a ¥ 50 (835) deposit on their
bookings a vear in advance. The fee

could be refunded up to three months
betore a group’s arrival. China felt, how-
ever, that the practice didn’t work, “ The
great majority ol operators declined to
pay the deposit untl three months be-
fore arvival.” remarks Liu Zihan, “Some
dechned even then.”

Subsequent cancellations could cost
Crrsabundle, since itis required to pay
deposits 1o each hotel and 1o China’s
airline. CAAC. The risk became in-
creasingly costly as the market de-
clined. So last Mav, CITS reacted by
turning the ¥50 deposit into a nonre-
fundable fee. The first ¥10 1s now due
upon tour confirmation one vear in ad-
vance ol departure, and the restin quar-
terly installments.

Wholesalers were stunned by the
conditions more than the concept. As
one major operator put it 1 don’t
think 1t's unreasonable that the Chinese
would wanttolevy such a fee. The prob-
lem that Tand many people have is how
1t 1s levied.”
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1980

Foreign tourists
and visitors

Overseas Chinese
hosted by CTS
or CYTS

Unescorted
Overseas Chinese
and compatriots
from Hong Kong
and Macao

3./ 7.76

million

million

CHINA'S FOREIGN
TOURISTS AND VISITORS

1980 1981
Foreign
Visitors* 529,000 670,000
Business

visitors hosted
by morerT and
other
ministries 230,000 300,000
Guests of

povernment

81,000 94,000

Foreign

lourists hosted

by China

International

Travel Service

1O which:)

218,000 272,000

(lapan) (124,155)
(us) (49,219
(Hong Kong) (26,000)
(France) (10,247)
(W. Germany) (7,000

{Others)
Overseas
Chinese
and compatriots
hosted by:
China
Travel
Service
China
Youth
Travel
Service
Unescorted
Overseas
Chinese and
compatriots

TOTAL

(55,379)

694,000 886,000

10,000

27,700

4,467,000
5,700,000

6,176,300
7,760,000
In 1979 362,000 foreign visitors toured
China; total visitors to China that year were
4,200,000, In 1978 there were 229,000 for-
eign visitors: 1,880,000 total visitors

Sourck: China International Travel Service,
head office tfigures provided to The CBR Octo-
ber, 1982), China Economic News (August 23,
1982), and National Council estimates.
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Both the fee and the payment sched-
ule vary, admits Liu, according to
CITSs relationship with a particular
wholesaler. One small firm interviewed
tor this story had never heard of the
deposit; a larger one said that CITS
waived or reduced his deposit tor cer-
tain tours, The majority, however, pay
the ¥5H0,

I'his seemingly small sum adds up
quickly for the major and medium-size
wholesalers. One member of the Na-
tional Council’s tourism committee has
calculated that the deposit amounts to a
$1.5 million interest-free loan for
China. Given the carrent market, oper-
ators say 1t is nearly impossible to get a
good fix on the number of tourists
going there one vear inadvance. "When
the Chinese receive a request for visa
allocations,” remarks Kurt Bodmer, se-
nior vice-president for overseas at Club
Universe, “they tend to think this is the
actual number of passengers coming
next vear. But at that point, we sull have
to promote the tours in order to gener-
ate any passengers.”

China'’s reasoning and the whole-
salers concern stem from the same sit-
uation: the United States’ high “per-
centage of nonmaterializaunon.”™ This
cumbersome term describes the per-
centage of tour cancellations trom a
given country. According 1o Liu, the
average cancellation rate for US opera-
tors “has gone up from 30 percent in
carlier vears to 50 percent in the most
recent year'—an obvious reflection, he
savs, "ol the changes in the tourism
market.” US operators cite these
changes as the very reason they should
not be “penalized” for trving to sell
China tours.

Japan, according to Liu, has experi-
enced a similar cancellation rate the
past vear. But it has not been lorced 1o
pay the same price. The Clhina Business
Rewvew obtaimed a copy of the terms and
conditions for 1983 wours as prepared
by the CITS Japan department. [t states
that Japanese operators pay a ¥50 de-
posit only three months prior to atour’s
departure. The full tour costs must be
paid 15 days prior to group entry, ver-
sus 30 davs for American firms.

September marked the deadline for
most US operators to make their first-
quarter installment tor 1984 tours,
Most wholesalers dutifully, but reluc-
tantly, paid their ¥10 fees. One major
operator decided to delay payment un-
1l executives could meet with CITS to
discuss the terms. Others undoubtedly
will make their own recommendations
known at the 1983 conference—
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ranging from abolishing the fee 1o de-
veloping some type of credit system.
Globus Gateway President Paul Al-
brecht suggests that cancellatons be
credited against the number ol extra
passengers delivered on a certain tour,
pointing out that operators incur
penalties for their shortfalls but no in-
centives when they make additional
bookings. Savs he, “Its definitely a one-
way street.”

Itineraries.

Shortly before CITS laid down the Taw
on deposits, it issued a startling policy
statement on tour selection: For 1984,
operators would choose tours from a
list of more than 200 standard itiner-
aries, rather than make recommenda-
tions to CITS. The idea was to divide up
the golden cities that are most in de-
mand—Beijing, Shanghai, Xian,
Guangzhou—and couple them with
less popular spots. Cried one operator,
“"We were being torced to pay a deposit
on programs that we felt wouldn’t sell.”

I'he hue and cry wentup quickly, and
the policy went out the window. But the
attitude didn’t change. China wants,
and needs, to develop more tourist
spots, both to expand its industry and to
alleviate the hotel erunch. Competition
for the golden routes has become more
fierce: many operators sull hind
nearly impossible to get more than two
hot cities on a trp.

Operators sympathize with the prob-
lem, but deplore China’s package ap-
proach. “You cannot make the whole
country a tourist spot,” says China
Sightsecing President Rowland Hsu.
And China shouldn’t be able o force
cities on tourists “any more than we
could require people who want to visit
New York City to go to Chevenne, Wyo-
ming.”

CITS early this vear centralized s
authority for itineraries and hotel book-
ings in the head ofhce, restoring the
powers 1t enjoved belore decentraliza-
ton. Operators generally see this as a
positive move. In the past, CITS
branches individually reserved blocks
of hotel and arline space, which later
could be cancelled through the same
branches. Some cancellations fell
through the cracks, and rooms thal
were actually empty remained booked
in the hotel register. Another group
might like to detour through a certain
cv il rooms were available, but with
decentralization there was no central
way 1o find out.

It remains to be seen how this system
will be atfected 1if C1TS does indeed re-

store more power to the branches. De-
spite the advantages to the new booking
system, i lew aperators worry that spe-
clal-interest tours will suffer under cen-
tral control. Previously, operators who
wished to circumvent the head ofhce
could ask a particular branch to ar-
range a tour— Jiangsu, for example.

Jiangsu then became the general con-

tractor, subcontracting travel arrange-
ments in other provinces to each
individual branch. The foreign opera-
tor paid one lump sum 1o Jiangsu
(about 20 percent ol the tour |)I'it e, ac-
cording to one firm), which in turn gave
a share 1o the branches.

Under this vear’s policy, Jiangsu
would become the subcontractor to the
head othee, and consequently would re-
ceive the lesser fee. It is not surprising
that this policy caused a good deal of
discontent within the branches. George
Roman, who runs Roman Specialty
Tours, encountered problems earlier
this vear when he tried 1o arrange a
backpacking tour through Northeast
China via the head office. Though the
overall service was good, he says the
prices were completely out of line. CITS
charged the standard rate for hotel ac-
commuodations even though the group
spent most of its time in the woods.
Backpackers supplied about 40 percent
of their own food, he says: vet CITS in-
sisted they pay for regular meals.

I'he head office justified these tees by
saying that “special arrangements” had
to be made tor the tour. Roman thinks
the branch ofhce could have been a
much more eftective troubleshooter it it
hadn’t lost some of the mcentives.

Prices.

The Law of supply and demand has
affected tour prices in China
not by much. CI'TS reduced s service

... but

fees for off-season 1982 tours by 20 per-
cent: meanwhile, domestic ar fares tor
December were cut by 20 percent and
train Lues by 10 percent,

“But 10-20 percent is hardly suf-
ficient to lure the traveler to China”
savs Rowland Hsu, especially in the win-
ter months.

lour operators have several prob-
lems with China’s price structure. Fon
openers, Americans must pay top dol-
lar tor everv item and service, while
overseas Chinese, Japanese, and othe
nationalities can buv the same things
for less. Secondly, prices vary wildly
across the country. Lin Zihan brought
up the subject himself. “Tourists com-
plain that they buy [a certain] quality ol
good in Beijing,” he remarks, “and then
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find 1t for a lower price in Shanghai.
The same thing with tourism.”

Most important, though, some oper-
ators believe CI'TS charges too high a
price for the China experience—not be-
cause tourists question its value, they
say, but because so many right now are
unable 1o justity such a big ticket ex-
pense.

Given the current market, “CI'TS
should lower its prices 20 percent in the
peak season and 30 percent in the slack
season,” according to China Holidays
President Thomas Wong. Globus Gate-
way’s Paul Albrecht suggests that China
“give less” on some tours to bring down
the price. “People would be pertectly
happy with less sightseeing and fewer
than three big meals a dav,” savs he.
More tours of shorter duratnon might
also be n order.

On the whole, however, US tourists
seem less concerned with the China
package price than the US operators
do. Inter Pacific Tours President Patrick
Yau points out that the daily land price
in China ($40 and up) 1s on a par with
prices in other Far East tourist destina-
tons. Domestic air fares compare favor-
ably as well. Operators agree that lew
tourists go into a China trip with much
hesitation about the cost, and even
fewer come out with any complaints.

But that could change in the future.
Some operators worry that as China be-
comes more familiar and less exotic o
tourists, many will begin doing more
comparison shopping in the Far East.
In Hong Kong and Japan, remarks one
US wholesaler, “evervihing 1s by voul
convenience. 11 vou don’t like the res-
taurant or a certain sightseeing activity,
vou can go somewhere else. In China,
evervthing is by the government.”

For the short term at least, the con-
sensus 1s that China should give tour-

ists—and operators—a better idea ol
what 1o expect for the set price. Neither
iwneraries nor lodgings can be con-
tirmed before a group’s arrinal. Com-
plains one wholesaler, "It's not easy 1o
explain to a retailer why my tour costs
more than another, unless T can give
him a good indication that we've got the
Beijing Hotel instead of the Friend-
ship.”

Competition.

Fach of George Roman’s specialty
tours this season—the backpacking ad-
venture, a “China Fishing Odvssey.”
and the first cross-country ski trip
through China—must be sold at be-

package, to make the staging of the trip
worthwhile. “Yet I open the paper and
see companies offering 18 days for
SLO95, including air fare,” he marvels,
“1 can’t understand how they can offer
that.”

Wholesalers have seen the US market
flooded by individuals, retalers, and
Hong Kong agents who have secured
their own visa allotments from China.
Taken together. their bookings are said
to equal 25 percent of the business han-
dled by wholesalers here. These com-
panies can cither sell their excess visas
(0 American operators, or crcumvent
them by offering tours directly to retail
agents, at prices deemed “unreahistical-
Iv low.”

CITS, by casting its net so wide, has
inadvertently drawn in manyv un-
qualihied or unscrupulous travel hirms.,
1o the detriment ol tourists, bona hde
operators, and inevitably China isell.
Some hirms try to make a quick dollar
by oftering an inferior, cut-rate prod-
uct. Others lay low unul the foreign
wholesalers have developed the man-
ket then they start selling their tours
direct. Laments one US operator, “l
spend S

50.000 per year on advertising
China travel. The Hong Kong agents
don’t spend anyvthing here.”

Manv wholesalers wish China would
step in to help s American friends.
One way would be to limit the numben
ol imeraries to Hong Kong that would
be marketable in the US (basically the
longer tours). Another would be to 1s-
sue guidelines on visa marketing
abroad. Operators realize this is a deli-
cate subject, since very often they have to
2o 10 Hong Kong for some of the most
popular itineraries. Sull. they say,
China should try o discourage such
competition.

“The government must realize.”
states Rowland Hsu, “that this is nof the
way to treat a loval, productive whole-
saler.”

hese loval wholesalers are ex-
pected 1o produce 60,000
tourists every vear through
their own promotional etforts. That
means producing advertisements,
booklets, brochures, posters, and hlms,
and it means educating the travel
agents—=RH percent of whom.™ savs
Ihomas Wong, “don’t know anvthing
about China.” Tt also means working
closelyv with the Chinese themselves,
tving to promote the idea of promo-
tion.
“This will be the decade of market-
ing.” proclaims Cord Hansen-Sturm,
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vice-president of First Family of Travel.
As competition stiffens and the num-
hers decline, more must be done to pro-
mote China as a desirable tourist spot.

Operators share the conviction that
“promotional efforts have to be done by
the country, not principally by the tour
companies.” The Chinese teel that right
now they're doing as much as they can.
GATT in June reported that 19 hotels,
with 9.600 beds, are being constructed
by the state. China sees its job as devel-
oping the infrastructure, while for-
cigners develop the market. “Ol
course,” says CI'1S's Liu Zihan, “we
would be happy to help.”

Many operators would be amenable
to forming some type ol cooperative
with the Chinese to promote travel and
tourism. Some have mentioned devel-
oping ajointadvertising campaign with
China, like the one Young and
Rubicam created lor Tanjin carpets, as
a “mutually benehicial”™ move. (See The
CBR, May—June, 1982, p. 15.)

In the near term, though, operators
would settle for recerving more and bet-
ter tourism information from the Chi-
nese. Surprisingly hule information s
available to help operators project tour-
ist numbers and travel trends. They
may know the number of US tourists
going to China every vear, but have little
idea about business travelers. (The
State Statistical Bureau counted
130,000 US travelers of all categories for
1981, but industry experts think that
hgure—il accurate—must refer to the
number of trips rather than individual
travelers) CLTS provides scant informa-
ton about the dozens ol areas being
cited as tourist spots. Tourism pro-
jections, sav wholesalers, reveal litle
more than China’s fondest desires.

Iravel mto this giant realm may be
limited for the next vear or two. But
China’s tourism potential is vast. Japan
last vear received more than 350,000
American travelers, according to the
Japan Natonal Tourist Bureau. Well
over 375,000 US tourists visited the tiny
colony of Hong Kong in 1981, Of them,
Sdavs one l.'ll)('l‘il“)!'. ”l'ill'l\ one j“ ovenry
three goes back.

A much smaller fraction of the Amer-
ican public has visited the mainland,
and most of those tourists have gone
only once. It China were to lower its
prices and continue to polish its image,
sav operators, tourism might resume
the incredible growth it enjoved for the
first lew vears ol normahizaton. Re-
marks Thomas Wong, “You could go to
China three or four times and sull not
see enough.”#
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hina's new two-engine turboprop passenger

airplane, the fivst civilian aireraft to be mass- |

produced in China, uses no foreign cquip-
ment, electronic components, or licenses. Produced

The Yun-7
China’s Newest Passenger Airplane

Shu Yao

China Features Correspondent

produced so far have met all mternational techmcal
standards required for certificanon. In July the Min-
sty of Aviaton Indusuy approved commercial pro-
duction. According to a ministry ofhcial, the

at the Xi'an Arcralt Com-
pany in Shaanxi Province,
the plane is designed to
carry between 48 and 52
passengers and 4.7 tons of
freight. Tt has a range of
1,900 kilometers (1,181
miles) and an average
cruising speed of 518 kilo-
meters (322 miles) per
hour.

I'he nine test models

plan emplovs “carly 19708
technology, and can land
on short, carthen runways.
The plane will phase out
older atreraft currently
used on China's domestic
routes (see below). lllll)llf.:ll
design work on the plane
bevan as carly as 1966, 1t
stopped during the Cul-
tural Revoluton and only
resumed i 1978, %

Number
acquired, Date Gross wit.
produced, delivered Passenger Cargowt.
Aircraft orordered or ordered capacity (Ibs.)
An-2 5,000 + 1955-65 13 12,127
2,750}
An-5 1970
An-12
An-24 25+ 1960s-70s 32 46,300
Aero 45 2-3 5- 3,000
1,310
Alouette 11 15 1967 4,190
' 330
B-5 “Hong-3" 400 19505

B-6 “Hong-6" 80 + late 1960
BT-6 2,000 1961
40

CHINA'S AIRCRAFT

E. Sabina Brady

Manx. speed
Cruising

speed Range
(mph) (miles)
159 i)
124 1,087
335 100
280 1,400
152 930
112 5010)

Engine
no., type
Max. power
1 xASh-62IR

1,000 hp

2xAl-24A
2,550 shaft hp

2 propeller

1 3-blade
main rotor with
single turbo jet

Commenlts

China has patent to produce USSK model
over 5,000 produced since 1957 for civil

and military use. 300 + i Civilian use

Adaptation of Soviet Mig-19; some An-5s
exported to Pakistan

Soviet model cargo transport

Soviet turboprop resembles Fairchild F-27

8 delivered between 1965-72

Czechtransport (Yungan No. 1) produced
in China

Helicopter

Light bomber copy of Soviet Hyushin 11-28
] I
produced in Harbin since 19504

Bomber produced in Shenyvang: copy of So
viet Tu-16

Maodelled atter Soviet Yak- 18; exported 1o
Bangladesh, N. Korea, Zambia; production
begun 1961
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Beijing No. 1
Bell 212

Boeing 7475P

Boeing
707-320

Boeing 737
Capital
No. 1
Chujiao-6
Citation 1l
DC-9
Dauphin

365N

F-5 “lian-5"

F-6 “lian-6"

F-7 “lian-7*

F-8 “lian-8"

F-9 “lian-9”

F-12
“lian-12"

Ferlong No. 1

Feng
Shou No. 2

H-5

Hetlongjiang
No. 1

HP R7
Herald 200

HS Trident

1L
HS Trident
2E

HIS Trident
B

1112
Hyushing
11-14
11-18
11-28
11-62

50

10

10-15

2,000 +

3

50

2,000 +
3,000 +

80

5,000 +

300

e

32

54-58

14-19

300 +

1958-60

2/79

3in 1980,

2in 1982/83

1972

1982/83

19605

1961

1/82-4/82

1982/83

1981-85

early
1960s

1965

19705

1959 (prod.)

1958 (prod.)

1958-80

1958

1965
1970
1972-77

1974-75

1950%

1950

1960

1950s

1971-72

8-10 6,600

14
291 630,000

85,980

160 322,000
51,482

5-10 4,210
1,320

2,415

430

8,470

3,982

= 19,180
6,480

22,050

3,300

4
14 -

3 584
56 44,000
109 117,000
112 145,500
152 158,500
27 38,000

1, 150

32 16,400

0. 350

B4-110 134,600
3,865

4,000

186 347,100
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186 H68
170
— 290
691 8,637
679
599 5,528
550
115 500
178 640
190 547
61
59(0) 86 13-
(Est. 1,366
Mach
2.05
Mach —
2.0
Mach 1.0 500
Mach 1.50
100 410
310 —
610
612 =
590 —
252 780-
202 1,240
930-
- 1,600
425 2,920
FE8-404
559 6H84
560

2xAI-T4R,
260 hp

Pratt & Whitney
turboprop PT-6
Ax|T-9D

Pratt & Whitney
IT3D 4 engines

2xMI11FR radhal,
160 hp

Housai 285
hp piston

Arriel engines

2xRD-9 Klimoy
turbojets

R-11
turbojet

2xTumansky
R-98 turbojets

IxM-T1FR,
160 hp

IxASh-62 1R,
1,000 hp

1 4-blade
rotor

IXxM-T1ER raclial,
160 hp

2xRR Dart,
2,020 shaithp

IxRR Spey
RB-T163-1

IXRR Spey
RB-163-25

3xRR Spey
512 +IRR
RB-162 booster

2xASh-82
NV, 1,850 hp
2xASh-827
1,900 hp

ANAI-20K
4,000 shatt hp

2xKhimoy
VK- 1 turbojets

AxNk8-4,

23,000 Ib thrust

Adaptation of Soviet Yak-16

Purchased from US; Additional 2 on lease
from Japan tor 1 vear beginning Aug., 1981,

Deliveries of first 3 made in March-Septem-
ber 1980; preliminary accord for purchase
of 1 and agreement in principle to buy an-
other reported October, 1982

China purchased 40 spare engines

CAAC and Boeing reportedly signed prelimi-
nary accord, October, 1982,

Adaptation of Soviet An-14; no serial pro-
duction

Resembles Soviet Yak-18A; exported to
N.Korea, Vietnam, Zambia

Purchased from Cessna under $1 mullion
“best efforts”buy-back agreement

Chinareportedly has reached initial agree-
ment to purchase 2 DC-9s from Mc -
Donnell-Douglas.

Aerospatiale helicopter coproduction in
Harbin and Zhushou

Copy of Soviet Mig-17

Unlicensed copy of Soviet Mig-19; ex-
ported to Albania, Bangladesh, Egypt,
Kampuchea, Pakistan, Tanzania, Zambia;
produced in Shenyang

Unlicensed copy of Soviet Mig-21; produc-
tion suspended mid-1970s; exported to
Lgypt, Albama, Tanzania

Adaptation of Mig-21; produced in She-
nvang; exported to Albania, Tanzania;
production suspended mid-late 19705

Turbojets Chinese-made; airframe based on
F-6 (Mig-19)

LInsuccesstul adaptation of Mig-2 3

Based on Shenvang No. 1 and Yak-12

Second version of An-2 transport; many
have been exported

Copy of Soviet Mi-4 helicopter made in She-
nyang under license

Based on Soviet
Yak-12

UK craft that resembles Fairchild [-27

4 used aircraft bought from Pakistan: 1
crashed in 1971

First 9 delivered
11/72—9/74

Resembles Convair 240);
deliveries in 1950

Resembles Convair 340
Resembles L ockheed
Hectra

Produced in Harbin

Resembles British
VC-10
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Li-2
(Lisunov)

Mi-1
Mi-2
Mi-4

Mi-6

Mi-8
Mig-15UTI

Mig-23

Messer-
schmidt
BO-105C

Mirage 2000
Nomad STOI

Red Flag
No. 1

Shenyang
No. 1

Sungari No. 1
Super Frelon
15-62

Tu-124

Twin Otter

Vickers
Viscount 843

Yak-12
Yak-18A
Yenan No. 1

Yungari
No. 1

Zhi-5

Zhi-6

28 19504 25
— 6-8
15 - 8-14
5 1965 70-80
100 + 1956 (prod.) -

3-4 mid-1970s 5
1 1983 (Est.) —
15 15
1958 O
1958 -
13 19705 27-37
4 28
2 60
4 1982 20
6 1963-64 H56-74
1975 —
9 test 1980-81 48-52
models
2 1980 -
6H-8
3
- 1954 (prod.) 2
1958
1958 5-7

1958 (prod.)

26,000
6,600

15,875
2,200

70,000
17,600

4,600

1,102

28,660
8,000

25,200
0,500

72,500
14,500

46,300

10, 360

7,715

1,981

1,310

15,000

24,000

150 1,200-

1.500

93-99 250-

300

168 310

167 357
138

111 310
84

121 —

165 584
152

170 6H60-

1,450

497-559 932-

1,552

210 6O00-

196 1,100

180 1,760
157

122 1,181
136.7
1025

118 —

2-propeller

1 4-blade
rotor

5 blade rotor,
2 gasturbines

2xAllison C-20
400 shafthp

IxA-T4R
racdial, 260 hp

IxM-11FR,
160 hp

Turbomeca Turmo
IE, 1,515 shaithp

2-propeller
2 turbojet

2xPW PT6
620 shafthp

AxRR Dart,
3,000 shaft hp

Chinese
design

4 engine,
piston

Pratt & Whitney

1T-30 engines

2xHousai-6,
285 hp

IxAl-14R
radial, 260 hp

Twin
engines

Single
piston engine

2 turboshatt
CnEines

Soviel version of
Douglas DC-3

Helicopter
Helicopter

Helicopter
Helicopter

Helicopter

Irainer also designated as F-2; no longer in
production

I purchased from Egypt after unsuc cessful
attemplt to copy

German helicopters purchased tor ol ex-
ploration

Contractsigned 1982
Purchased from Australia

Based on Soviet Yak-12; no evidence of se-
rial production

Based on Yak-12

Aerospatiale helicopter

Soviet modific ation of
Douglas DC-3

Purchased from Canada for geophysical
surveys

Purchased from UK

Patented version of Soviet An-2; exports de-
sired; production begunin 1975

Copyofll-14

Possibly copy of An-24, which possibly is
copy of Fairchild F-27

Copvof An-12;
exports desired

Resembles Boeing 707

Chinese design similar to Australian
Nomad, produced in Harbin; exports de-
siredl; piston engines to be replaced with
turboprops

Prototype ol 3-seater Hetllongjang No. 1
Soviet trainer: Chinese version Chujiao-5

Designed by Xi‘an
Arrcralt Factory

Based on Czech Super Aero 45 produced
inHarbin

Patented copy of Mi-4 helicopter; produc-
tion stopped in 1982; civilian version called
Whirlwind

Copy ot Mi-8

SOURCES: Aeronautics in China, American Institute of Aeronautics and Astronautics, New York, October, 1981; China s Approach to Technology Ac-
quusition: Part | The Arcrart Industry, The Rand Corporation, Washington, D.C, January, 1975; Crvil Aviation in Communist China Since
1949, The Rand Corporation, Santa Monica, CA, December, 1968; fanes All The Worlds Aircraft Supplement, 1979, (Air Force Magazine,
June, 1979); The Chinese War Machine, Salamander Books, Ltd,, London, 1979 The Aeronautical Establishment in the People's Republic of
China, US Department of Commerce, Washington, D.C_, February, 1980; and National Council files, &
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Chinese Commercial Ne-
gotiating Style, by Lucian
Pve. Cambridge, MA:
Oelgeschlager, Gunn &
Hain, 1982, 109 pp. $6.95
paperback, $17.50 hard-

CONET.

I'his slim volume is essential reading
for all China wraders, Based on inter-
views with Americans in the China
trade, Pye analyzes the style of Chinese
negotiators and illuminates the atti-
tudes and tactics that come into play
during the negotiating process. The
likely responses ol American negotiators
are examined, and their experiences are
compared with those of Japanese busi-
nessmen. The great value of this book is
that it analyzes, and not merely de-
scribes, the Sino—American commercial
negotiation process. It suggests some val-
uable negotiating principles.

U.S.-China Trade Negotiations, by
Rosalie L. Tung. Elmsford, NY: Per-
gamon Press, Inc., 1982, 283 pp.
$32.50.

Tung’s book emphasizes not styles ol
negotiations, though these are men-
tioned, but negotiations in the broader
context of business strategies in ap-
proaching and developing the China
market. Introductory chapters provide
an overview of US-China trade (which
unfortunately includes organizational
information outdated by China’s recent
reorganization). The core ol the book,
however, is a chapter reportung ques-
tionnaire himdings and six case studies.
I'he central chapter specifically ad-
dresses the mechanics of negotiations,
how 1o prepare for negotiations, factors
that contribute 1o success or fatlure, and
how companies organize for the China
trade. The information in this chapter
was compiled from 138 useable re-
sponses 1o a0 questionnaire sent to all
members ol the National Council for
US-China Trade i 1979, Six in-depth
case studies report the experiences ol
one government agency and hive corpo-
rations in developing their China rela-
nonships. A hnal thivd of the book is
devoted 1o appendices with a broad

BOOKSHELF

range ol contents: laws, speeches, and
information on various Chinese organi-
zations.

Commercial, Business and Trade Laws:
The People’s Republic of China, edited by
Owen D. Nee, [r., Franklin D. Chu, and
Michael J. Moser. Dobbs Ferry, NY:
Oceana Publications, Inc., 1982, Binder
I in 16 booklets, issued July, 1982, $125
basic subscription price; supplements
will be sent with additional charges: dis-
counts available 1o subscribers to some
other Oceana services,

T'his compilation of commercial law
texts with explanatory introductions is
an excellent relerence resource.
Planned as a comprehensive looseleal
service, forthcoming Binders TTand [11
will include principal bilateral agree-
ments affecting trade: Binder TV will
deal with issues in trade and investment
and include forms and sample con-
tracts. Updates to the materials will be
sent to subscribers; separate charges
will be made for the supplements.

The currently available compilation
ol booklets contains introductory mate-
rials, constitutional law, the structure ol
government and the judicial system,
contract law, foreign trade regulation,
registered olfices, toreign mvestment,
toreign exchange control, taxation and
accounting, special economic zones, ar-
bitration, and industrial property. Ma-
terials on transportation, labor law,
environmental law, and other regula-
tions aflecting the conduct of business
will be forthcoming. The booklets in-
clude the major commercial laws
adopted between late 1978 and Apnil
1982 as well as older laws and less-
known regulations that alfect commer-
cial relations. Not all laws aftecting for-
cign businesses are included, since, as
the introduction notes, there exists a
category of “internal” regulations that
are not made available to loreign busi-
ness executives. In this publication, the
translations of the official Chinese law
texts were prepared under the supervi-

sion of Mrs. Amber Wong Nee. head of

Coudert Bothers translation depart-
ment.

The China Business Review/November—December 1982

China Facts & Figures Annual, Vol. 5,
1982, edited by John L. Scherer. Gulf
Breeze, FL.: Academic International
Press (Box T, 32561), 1982, 346 pp.
Available by standing order or as a sin-
gle volume at $47 plus postage and han-
dling $1.35 in US: $1.75 elsewhere.

A handy compendium of facts and
statistics gleaned from other publica-
tions, the 1982 editon ol this annual
publication carries data on 1980, with
some coverage ol 1981, The book con-
tains a briet survey of developments in
1980 into 1981 and sections on China’s
government; party; military; economy;
energyv: 1980 provincial staustics; in-
dustry; agriculture; foreign trade and
aid; transportation; culture and com-
munications; imstitutions; health, edu-
cation, and welfare: and special topics,
such as a 1981 calendar ol events, a
chronology of US=China relations
1979-80, and a bibliography of key
works on China. A detailed table of con-
tents serves as the index, and Volume 5
contains the tables ol contents of Vol-

umes |—4.

Journey into China. Wash-
ington, DC: National
Geographic Society, 1982,
H18 pp. $19.95, plus 53
postage and handling:
deluxe edition, $29.95

plus $3.75 postage and handling.
A beautiful book combining Lascinat-
ing photographs with informative text,

Jowrney into China is sure to please. And,

its just in time for holiday giftgiving.
Enclosed in the book is a detailed wall
map ol China, and on the reverse, a
chart of the “Peoples of China.” il-
lustrating China’s ethnic diversity. &

Books and business guides submtted for
possible yeview m The China Business
Review should be sent to the National Coun-
cils book editor, Marianna Graham.
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Nicholas H. Ludlow Leaves

Council to Establish Clearinghouse
on Development Bank Projects

icholas H. Ludlow, the N:

tional Council’s executive di-

rector ol publications, re-
search, and planning, left the Council
November | to establish, with two part-
ners, a clearinghouse for information
on projects being funded by the World
Bank and other development banks.
[he new hirm, Internatonal Trade and
Marketing Association (I'TMA), alreacdy
has developed a unique worldwide data
base and has begun serving clients
throughout the US.

In announcing Mr. Ludlow’s resigna-
tion, Council President Christopher H.
Phillips said: “With Nick’s departure,
we are losing not only a pioneer mem-
ber of our stall but one of our most

1974: Volume 1, issue 1.

capable and dedicated stall members.
He will be sorely missed by all his
friends in the National Council.”
Ludlow was one of the first stall
members to join the Council in 1973,
He served as divector of publications
and research tor the first six vears of his
tenure, becoming the executive divector
ol publications. research, and planning
in May, 1979, During those years he was
responsible for the production of 61
publications on the China trade, in-
cluding Selling Technology to China, the
China Business Manual and its 1082 Sup-
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plement, and the recently published
China'’s Provinees.

Ludlow developed an extensive manr-
ket intelligence system to inform Coun-
cil members about the latest business
opportunities and changes m China’s
trade structure. He was the founder
and hirst editor ol The China Business
Review which was established in 1974 (o
present in-depth reporting and analysis
of the China trade. Under his direction,
the Council’s library grew mto the most
comprehensive information source in
the US on China’s economy, trade, and
political structure.

Nick Ludlow’s contributions to the
Council were more varied than his title
indicates. He organized and escorted to
China the Council’s first industrial del-
egation in 1976 (on agricultural chemi-
cals), and on numerous trips met senio
offhicials from the various commissions,
ministries, and provincal organiza-
tons.

In the US he escorted and helped 1o
organize the visits of many senior Chi-
nese officials, including the Bank of
China president, minister of inance,
and chairman of the CCPIT. He ar-
ranged and accompanied the first Chi-
nese investment delegation to visit the
US (April, 1982), staging hve seminars
in San Francisco, New York, and Wash-
ington, DC.

Ludlow has spoken widely on China
trade issues and has partcipated in
many conferences throughout the
country. His two-day conference on sell-
ing technology to China was the first in
the Council’s line of conlerences,
briefings, and seminars.

Throughout his nine vears at the
Council, Nick Ludlow initiated. di-

rected. and published a wide range of

in-depth reference materials that today
lorm the core ol many leading com-
panies” libraries on China. These works
have contributed more than informa-
tuon about the trade, however. His re-

cruitment and encouragement of

talented researchers for these projects
has helped launch the careers ol many
men and women who now direct the
China operations of major US firms.

Evervone here at the National Coun-
cil wishes Nick Ludlow the same success
in his own venture that he helped to
bring this organization.

Council Names William Clark
Vice-President For China Operations

wo important stall appoint-

ments were recently an-

nounced by Council President
Christopher H. Phillips. William W,
Clarke, lormer Director of PRC Aflairs
at the Department of Commerce and a
familiar higure n the US—China busi-
ness community, has been named the
National Councils Beijing Representa-
tive with the title of Vice President for
China Operations. Vice President
Roger W. Sullivan has become Execu-
tive Vice President of the Council,

Since Mav, 1982, Clarke has been
Vice President of BE'T Trading Associ-
ates, a lirm specializing in the trade of
energy-related products and technol-
ogy with socialist countries, and the
successor firm 1o BWT Trading Com-
pany ol Houston. In addition to his
seven-year tenure in the China Division
ol the Department of Commerce,
Clarke also served for ten vears at Com-
merce as a Division Director in the
Office of Export Control, acting many
times as technical advisor to US delega-
tions at COCOM in Paris.

I'he Council has worked steadily over
the past year to expand its Beijing ofhee
and the services it offers in China o
member hirms. During the past vear the
othce has been expanded, and now oc-
cupies a two-room suite in the Berjing
Hotel. A telex machine has been added,
and services available to member firms
now include arranging substantive
briefings, appointments with Chinese
ofhcials, and olfice support (including
temporary secretarial assistance, mes-
sage, mail. and elex receipt. and photo-
copying).

Clarke will join the Counal’s staff in
Washington in mid-November and will
assume his new responsibilities in Bei-
jing on January 1, 1983, 3
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CHINA BUSINESS

Jennifer Little
Research Assistant

The lullnh’illg tables contain recent press reports ol business arrangements exclusive of those listed in previous ssues. Jomt ventures, hcensing
arrangements, and other forms of business arrangements are included it classihed as such in Chinese and toreign media reports. For the most
part, the accuracy of these reports is not independently confirmed by the The CBR.

National Council members can contact the library to obtain a copy of news sources and other available background mtormation concerning the
business arrangements appearing below. Moreover, member hrms whose sales and other busimess arrangements with China do not normally

appear in press reports may have them published in Fhe CBR by sending the information to the attention of Jennifer Little.

& 5h
H 5

Foreign Party/
Chinese Party

Product/Value/
Date Reported

Foreign Party/
Chinese Party

EXPORTS TO CHINA: 1982 SALES AND NEGOTIATIONS THROUGH OCTOBER 15

Product/Value/
Date Reported

Agricultural Commodities
(Cuba)

(Thailand)

(Malaysia)

Hy-Line (US)

I.H. Williams and Sons
Pty, Lid. (Australia)

(Australia)

Chemicals

(Japan)

440,000 tons of raw sugar during 1982,
$300 million. 8/3/82.

110,000 tons of rice. $25. 2 million (B580
million). 8/11/82.

6,000 tons of refined palm oil. $2.14 mil-
lion (M$5 million). 8/22/82

Brown egg producing parent stock.
8/30/82.

Legume and grass pasture seed. 9/6/82.

220,000 bales of wool during the
1981/1982 season. 9/19/82.

8,300 tons of low density polyethylene,
1,000 tons of high density polyethylene,
and 5001ons of propylene. 8/9/82.

Chemical Plants and Equipment

Kanebo Ltd., Mitsui &
Co., and Toko Bussan
(Japan)

Mitsubishi, C ltoh &
Co., and Nissho lwai
{lapan)

Coal

Salzgitter (W. Germany),
Alsthom-Atlantique
(France), Focoex (Spain),
Asec (Belgium)/China
South West Energy Re-
sources United
Development Corp.

Bank of Tokyo (Japan)/
China National Coal De-
velopment Corp.

Are negotiating with China for the sale of
Kanebo's 10-year old acrylic fiber plant at
Hofu, Yamaguchi Prefecture, which will

be relocated to the Shanghai area. 9/5/82

Will construct ethylene glycol plants at the

Daqing and Nanjing petrochemical plants.

9/26/82.

Will participate in a regional coal exploita-
tion and development project. Salzgitter
will improve the Zhanjiang port facilities
19330 milhion); Alsthom will build a 3,000
mw power plant($1.5 billion); Focoex will
construct the mines ($2.3 billion); and
Asec will handle railway development be-
tween Liupashui and Zhanjiang ($2
billion). 8/82.

The bank has signed an agreement to pro-
vide advice on coal exploration and export
financing. 8/3/82.

Occidental Petroleum
Corp. (US)

Joy Manufacturing and
Denver Equipment (LS)

Construction Equipment

Komatsu Ltd. and Kato
Works Co. (Japan); Cat-
erpillar Tractor Co. and
Wabco Construction
and Mining Group (US)

Has proposed that Japan take partin its
planned development of the Pingshuo
steam coal mine. 8/16/82.

Have sold an indirect heat exc hange dryer
for the coal preparation plant at the Xiqu
mine in Shanxi province. 8/25/82.

Will open centers in Beijing to supply con-
struction machinery parts and service.
9/7182.

Construction Materials and Planning

Kuwait Fund for Arab
Economic Development

Power Engineering Asso-
ciates Ltd. (UK)

Japan Golf Promotion
Inc,

Prentice & Chan,
Olhausen and Vander-
weil Engineers (LIS)/
Chinese Academy of Ag-
ricultural Sciences

Consumer Goods

S.A. Egretier (France)

Will aid in the construction of the Ningguo
Cement Plant, Anhui. Loan of $49 million
(KD14.3 million). 8/82.

Compensation Trade: Has signed a letter of
intent with the Hexian Marble Quarry,
Guangxi, to provide quarrving equipment
and machinery for a marble processing
factory. ($1.8 million).

Has signed memoranda ot understanding
for: 1) Construction of a white marble
quarry in Leivang County (51 million). 2)
Expansion of the Hunan Marble Slab Plant
($1.2million). 31 Compensation Trade: Ex-
pansion of the Yexian Quarry, Shandong
($900,000). 8/82.

Will construct a golf course in Zhupang
City, Guangdong. $7 million
(¥1.82 billion). 8/17/82.

Will provide the arc hitectural design and
mechanical/electrical engineering services
respectively for a national plant genetics
resource center in Beijing. 9/10/82

A complete set of vinticulture equipment.
8/4/82.

NA = Not Available

NOTES: Contracts denominated in foreign currencies are converted into US dollars at the most recent monthly average rate quoted in International

Financial Statistics (IMF). Contracts concluded over two months ago are also included if they were not reported in the last issue of The CBR.
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Artois (Belgium) and
Technip (France)

Artois will brew a new beer in Guangzhou:
Technip will construct the plant. 8/27/82 .

Electronics and Electrical Equipment

Sharp Corp. (Japan)/
China National Ma-
chinery Import and
Export Corp

IBM Japan Ltd. (Japan)/
Ministry of Education
Hitachi Ltd. (Japan)/Min-
istry of Education

Computer Services Corp.
(Japan)

CSK (Japan)

California Computer
Systems (US)

IBM (US)/China National
Machinery and Equip-
ment Import and Export
Corp.

Arbat (UK)/China Elec-

tronic Import and Export
Corp.

Radofin Electronics
(HKIChina Merchants
Steam Navigation Co.

Fujitsu Ltd. (Japan)/
Qinghua University, Bei-
jing

Nippon Electric (Japan)

IBM (US)/Bank of China
EXO Corp. (USIYNA

Casio Computer Co.
(Japan)

General Robotics Corp.
(US)/Zhejiang Import
Corp.

Sanyo Electric (Japan)/
NA

Perkin-Elmer Corp. (US)/
China National Oil and
Gas Exploration and De-
velopment Corp

Power Engineering Asso-
ciates Ltd. (UK)

3,000 Kits for personal computers and
250,000 kits for desk-top electronic cal-
culators for assembly in China. $2.3
million (¥ 600 million). 7/16/82.

6 computers for universities. $6.4 million.
7/18/82.

8 computers for universities. $6 million.
7/18/82.

Will help China train computer software
programmers. 7/20/82.

Will present a medium-scale, general pur-
pose computer to the Chinese Academy’s
computer technology institute. 7/20/82,

Is negotiating to set up a plant in China to
manufacture microcomputer peripherals
(no location given). 8/82.

Have signed an agreement to exchange
technical assistance on Chinese character
processors. 8/2/82,

4 Digital Equipment PDPT1 minicomputers
for the China Aviation Administration and
for the Beijing Railway Administration $1
million. 8/19/82.

Coproduction of computer and video
games in the Shekou Special Economic
Zone forexport to the U.S. and Europe.
8/25/82.

Will cooperate in the development of soft-
ware for medium-size, general use
computers. 8/27/82.

Is training computer maintenance person-
nel and software engineers at its software
center in Beijing, 8/27/82

10 automated teller machines. 9/82.
Several System 8 computers. 9/82 .

Will ship 400,000 calculator kits for as-
sembly in China. $5.8 million(¥1.5
billion). 9/1/82.

DEC LSI-11-based computer systems
$500,000+ . 9/6/82.

Has signed an agreement to manufacture
portable desk calculators in China.
9/19/82.

Five 3220 mimcomputers for oilfield pro-
duction analysis, 10/82.

Joint Venture: has signed a memorandum
of understanding to expand the Maanshan
Magnetic Materials Plantin Anhui. 8/82

Food Processing and Processed Foods

Tokai Kogyo Co. (Japan)/
China National Cereals,
Oils and Foodstuffs Im-
port and Export Corp.

Thathua Trading Co.
(HK)/China International
Trust and Investment
Corp., Hainan branch

Iron Ore

Mountain States En-
gineers (LJS)

Four 4,000 ton capacity refrigerators for
Hebei Province to handle the export of
Tianjin chestnuts. 8/11/82

Compensation Trade: Four packing ma-
chines for the production of black tea bags
Payvment will be 50 tons of tea over a three-
year period. 9/13/82.

Has designed an ore and waste haulage
system for an iron ore project (no location
given). 6/82.

The China Business Review/November—December 1982

Light Industry

Power Engineering Asso-
ciates Ltd. (UK)/Liuzhou
Artistic Ceramics Plant

Machine Tools

UIS International (US)/
China National Aero-
Technology Import and
Export Corp.

Machinery

Nova Machinery Pty Ltd.
(Australia)

Mitsubishi Heavy Indus-
tries Ltd. (Jlapan)/China
National Technical
Corp.

Jungers Verkstads A.B.
(Sweden)/China Na-
tional New Building
Materials Corp. and Bei-
jing New Building
Materials Factory
Modern Label and Rib-
bon Manufacturing Co.
Ltd. (HK)/Shenyang
Tools Industry Corp.

Metals and Minerals

Mass-Global Corp. (US)/
Guangzhou Industrial
Development Corp.

Nippon Minng, Mil-
subishi Metals, and
others (Japan)

Military Equipment

Vosper Thorneycroft
(UK)

Petroleum and Natural Gas

Christensen, Inc. (US)/
China National Oil and
Gas Exploration and De-
velopment Corp.

Exxon Corp. (US)

Atlantic Richfield Co.
and Santa Fe Interna-
tional Corp. (US)/China
National Offshore Ol
Corp.

Consolidated Catering
Services—China (HK)/
China Nanhai Oil Joint
Service Corp.

Geophysical Co.of Nor-
way/China National
Offshore Ol Corp.

Esso Hongkong Ltd. and
Chan Ho Co. (HK)
Shenzhen Petroleum Co.
and Guangdong Trust
and Investment Corp

Compensation Trade: Have signed a mem-
orandum of understanding to expand the
Guanxi plant. $950,000. 8/82.

The US firm has been appointed by China
the exclusive distributor of the UIS Air Ar-
row cutting ool line. 9/20/82.

Four metal working machines to be used in
the shipyvards at Guangzhou. 5/15/82,

Three boring machines to be used in con-
structing railway bridges on the line
between Beijing and Qinhuangdao. $1.4
million (¥ 370 million). 8/13/82

Have contracted for the sale of rock wool
thermal insulation pipe section producing
equipment and technology. 8/30/82.

Will coproduce sticker platen presses at
the Shenvang City Corporation of Tools In-
dustry. 9/13/82,

Have signed a contract to supply an alumi-
num-extruding plant and anodizing
facility. The extrusion plant is to be sub-
contracted to Texas Hydraulic Corp. $2
million, 8/24/82.

2,707 mtof copper cathode in July 1982
and 1,000 mt in October 1982, 10/4/82.

Is negotiating to upgrade China’s Luda-
class destroyers. 7/29/82

Products and Equipment

Will establish an oilfield machinery sales
and service facility at Dagang called Chris-
tensen Energy Tools. 7/19/82.

Is discussing with the Guangdong au-
thorities the technical details of a project to
pipe liquified petroleum gas to Shenzhen
residents. $6.6 million. 7/29/82.

Have signed an agreement which calls for
aseismic program, exploration, and drill-
ing in an offshore area south of Hainan.

The US companies are to assume 100% of
the exploration costs; China will take a

minimum share of the oil production, and
the remainder will go the the US. 8/23/82.

Joint Venture: May set up a venture to pro-
vide catering services for bases in the South
China Sea. 9/3/82,

Jomt Venture: Have signed a 50-50 venture
agreement to provide geophysical and
SEISMIC survey services to companies plan-
ning to drill off the Chinese coast. $2.5
million capital. 9/12/82.

Joint Venture: Have opened an Esso service

station in Shenzhen. 7/29/82 .
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Alrtrust Pty Ltd. (Sin-
gapore)/China Nanhai
Oil Joint Service Corp

Pharmaceuticals

Astra, KabiVitrium, Fer-
ring, Ferrosan and Leo
(Sweden)/China Na-
tional Pharmaceutical
Industry Corp

Joint Venture: Have signed three letters of
intent in which Airtrust will provide heli-
copters, supply vessels, and salvage and
towing services to support China's offshore
ol development. 9/27/82.

Joint Venture: Have formed the Sino-Swed
Pharmaceutical Corp. Ltd. to build atac-
tory in Wuxi and produce pharmaceuticals
for the Chinese market and for export. Total
investment $12 million. 9/22/82.

Ports and Related Equipment

Marubeni Corp. and C.
Itoh & Co. Ltd. tJapan)

Yoshinaga Manufactur-
ing Co. and Wako Koeki
Co. {Japan)

Power

Sieverts Kabelverk (Swe-
den)/Shenyang Cable
Plant, Liaoning

Scientific Instruments

Tellurometer (UK)/China
National Machinery Im-
port and Export Corp.

Finnigan Corp. (US)
China National Techni-
cal Import Corp.

Shipping
NA (Norway)

Maruzen Showa Unyu
Co. Ltd. (Japan)/China
Ocean Shipping Agency

Japan Van Lines/China
Ocean Shipping Co. and
China Ocean Shipping
Agency

Ishikawajima Harima
Heavy Industries Co.
and Nomura Trading Co.
Ltd. tlapan)¥China Na-
tional Tec hnical Impont
Corp.

Mitsui Engineering &
Shipbuilding Co., Im-
amura Zosensyo Co. and
Kanematsu-Gosho Ltd.
(Japan)/China Nanhai
Oil Joint Service Corp

Ishikawajima Harima
Heavy Industries Co
(Japan)/China Shipbuild-
ing Corp

Thoresen Ofishore Ser-
vices Ltd. (Norway)/
Guangdong Shipbuild-
ing Industry Import and
Export Corp.

Daihatsu Diesel Mig.
Co. (lapan)/China Ship-
building Corp

Steel and Steel Products

Sumitomo Metal Indus-
tries, Nippon Kokan,
Nippon Steel, and Ka-
wasakt Steel (Japan)
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Have signed a letter of intent for the con-
struction of a dock in Shandong for the
shipping of liquified chemicals. 8/16/82.

Two 200-ton floating cranes for the con-
struction of part facilities in Shijlusuo,
Shandong. $3.8 million (¥ 1 billion).
9/20/82.

Production equipment for cross-lhinked
polyethylene power cable. $12.9 million
(Rmb 25 million). 8/82.

Ten distance-measuring systems.
$170,000 (L100,000). 9/82.

15 mass spectrometer systems. $4 million.
9/22/82.

Two 13,000-ton used containerships. 8/62.

Have concluded a contract to facilitate
Japan-China intermodal door-to-door
transportation. 8/6/8.2.

Have signed a contract for full-container
intermodal door-to-door transportation.
8/19/82.

Have signed an agreement to provide three
tughoats: 2 tor Shijiusuo harbor and 1 tor
OQinhuangdao harbor. $4. 31 muillion (¥ 1.1
billion), 8/2 3/82.

Have signed letters of intent to sell atotal of
& supply boats to be used in the South
ChinaSea. $31 million. 9/17/82

Two diesel engines tor container ships and
two 35-ton deck cranes. 92182,

Have signed a letter of intentinwhich
Thoresen will supply the tec hnology and
equipment tor the construction of 8 off-
shore oil service vessels. $50 milhon.

9/ 30/82.

The Japanese firm will provide a factory i
Anging City with engine parts and technol -
ogy to produce shipengines. 10/5/82

60,000 10ns of seamless steel pipes.
8/7/82

Telecommunications

Ericsson International
(Sweden)

Nippon Ltlectric Co.
(Japan)/Ministry of Posts
and Telecom-
munications

Essex Group Inc. (US)

Hitachi Ltd. (lapan)

Cable & Wireless (UK)/
Guangdong Posts and
Telecommunications
Administrative Bureau
and China Nanhai O1l
Joint Service Corp.

Has conc luded a contract to install 7,500
lines tor a computerized digital telephone
system called AXE10. $8.6 miullion + (£5
million + ), 6/2/82

Electronic switchboards for international
telex transmissions. $763,000 (¥ 200 mul-
lion). 8/18/82.

Has signed a technology transter agree-
ment to make telephone cables i
Chengdu, 8/28/8.2.

Has signed a contract for the sale of the dig-
ital PBX system. 9/1/82.

Joint Venture: Will provide telecom-
municalions service between offshore oil
rigs in the South China Sea and their
onshore headquarters. $17. 2 million (£10
million). 9/7/82

Textile Plants and Equipment

Power Engineering Asso-
ciates Ltd. (UK)/Huzhou
Silk Printing and Dyeing
Plant, Zhejiang

Textile Products

Itoman & Co. (Japan)/
Qingdao Joint Textile Im-
port and Export Co. and
Qingdao No. 1 Knitwear
Mill

Tourism

Hua Biao Real Estate
Corp, (HK)/Shenzhen
Special Economic Zone
Development Corp. and
Shenzhen Travel Service

Overseas Chinese Travel
and Recreation Corp.

(HK)

American Express and
First Family of Travel
(USYChina General Ad-
ministration for Travel
and Tourism

Dusitant Hotel Group
(Thailand)/Shenzhen
Special Economic Zone
Development Corp.

NA (Canada)

Transportation

World Jet Aircraft (US)
General Admimnistration
of Civil Aviation of China

International Civil Avia-
tion Organization
General Administration
ol Civil Aviation

Mercedes-Benz (W, Ger-
many)/China National
Import and Export Corp.

Coproduction: Have a memorandum ol
understanding to expand the plant. $9.8
million. 8/82

Compensation Trade: Have extended thei
6/79 agreement to produce knitted under-
wear, 9/27/82.

Will construct a recreation center which
will include a hotel, race track, and several
gondalas. $30.8 million iIHK$ 200 milhion).
81182,

Will build a holiday camp and tourist cen-
ter at Dapenwan in Shenzhen. $15.4
million (HKS 100 million). 811782,

Under a memorandum of understanding
the US companies will become the first tor-
eign tour operators to do busmess in China,
assisting American travelers, 8/22/82.

Will construct a resort hotel, golt course,
and other recreational facilities. $ 30 mil-
lion. 9/16/82.

Joint Venture: Is building a hotel in cooper-
ation with the Berjing municipal tourism
service. 9/26/82

Two CEM56-25 Tor use in a protolype re-en-
gining ol a British Trident arrcratt, 7/8.2.

Will provide technical assistance and help
train maintenanc e engineers and air trattic
engineers. $1.8 milhon. 72482

Will open a service center in Berjing.
7i25/82
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Fruehauf Corp. (US)

Volkswagenwerk AG (W.
Germany)/Shanghai
Motor Vehicle Plant

Nissan Diesel Motor Co.
{Japan)/China National
Machinery Import and
Export Corp.

RIS Corp. (US)/Shanghai
Foreign Trade Corp.

Mitsubishi Motors Corp.
(lapan)

Pacific Lease Hongkong
Ltd. (Japan)/Bank of
China, Shanghai branch,
Shanghai Investment
and Trust Corp. and
Shanghai Friendship Taxi
Service.

Licensing: Will manufacture its truck-trail-
ers and container chassis at an auto
assembly plant in Guangzhou. 7/29/82.

The Shanghai plant will assemble 100
“Santana” cars. 8/23/82.

Will sign an agreement to open a depot for
truck parts and service located outside Bei-
jing. 8/26/82.

An RJS-Model 70 tire plunger test ma-
chine. 8/30/82.

Will open a technical service center in the
suburbs of Beijing for truck and bus main-
tenance and parts supply. 9/3/82.

Leasing: 95 Datsun sedans and 5 Nissan
minibuses. 9/6/82.

Miscellaneous

Shoko Chukin Bank
(Japan)/China Trust
and Investment Corp.,
Liaoning

TDI1 International (Aus-
tralia)

United Nations Chil-
dren’s Fund

Washington State (US)/
Sichuan Province

Springer Verlag (W. Ger-
many)/Shanghai Science
and Technology Publish-
ing House

Bill Burrud Products (LJS)

Have signed an agreement to promote joint
ventures, exchange information and staff,
and promote capital procurement.
7/130/82.

Has won the advertising rights in China for
major airports, railway stations and sea
ports by offering to build duty-free shops at
the ports in exchange for an exclusive 10-
yvear contract. 8/6/82.

Will provide China with funds for child de-
velopment care and research. $20 million.
8/12/82.

Have signed a friendship agreement de-
signed to foster technological assistance.
B8/16/82.

Have cooperated in the publication of two
medical books. 8/22/82.

Has sold 30 episodes of “"Animal World”
and the documentary “Vanishing Africa”
8/24/82.

& 5
" %

Foreign Party/
Chinese Party

Product/Value/
Date Reported

Foreign Party/
Chinese Party

CHINA’S EXPORTS: 1982 SALES AND NEGOTIATIONS THROUGH OCTOBER 15

Product/Value
Date Reported

Agricultural Equipment

Pakistan Engineering
Co./China Agricultural
Machinery Corp.

(Thailand)

Construction

Air-Consult (W, Ger-
many)/China Airport
Engineering Consultants

Edok S A.-Eter 5. A. Con-
tractors (Greecel/China
Civil Engineering Con-
struction Corp.

Asahi Co. (Japan)/China
National Metal and Min-
erals Import and Export
Corp.

The Pakistani company will produce the
Chinese-style diesel engines for farm use.
8/15/82.

380 Sichuan-produced Emei-7 walking
tractors. 9/5/82.

The Chinese subsidiary of CAAC is part ot
the West German-led consortium which
has been awarded the contract to conduct
afeasibility study for an international air-
port at Macao. 8/82.

Have signed a five-year agreement to pro-
vide Chinese construction labor for the
Greek firm's projects. 8/12/82.

Joint Venture: Have tormed a firm in Tokyo
to import and market Chinese granite and
marble. 9/7/82.

Electronics and Electrical Equipment

American Underwriters’
Laboratories (US)/China
National Import and Ex-
port Commodities
Inspection Corp.

Lawrence Crow Elec-
tronics, Inc. (US)/China
Electronics Import and
Export Corp.

AMEF Inc. (US)//China Na-
tional Machinery Impaort
and Export Corp., Elec-
tronics Components
Industrial Corp., Shang-
hai Radio Factory

Foreign Aid

(Liberia)

Have agreed that Chinese electrical ap-
pliances will be inspected on behalf of the
US organization. 8/82

The US firm has signed an agreement to be-
come the sole sales agent of Chinese
electronics products exported to the US.
9/15/82.

Have signed an agreement in which the
Shanghai plant will produce electrical re-
lay circuits. 9/23/82

China will finance the revitalization of the
Barreke sugar refinery. Loan of $30 mil-
lion. ltwill also present 20 military jeeps, 2
limousines, and 4 buses, 6-7/82.
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(Mauritius)

(Libya)/Mintistry of
Public Health

(Guinea Bissau)

Machinery

Thorsen Tool Co. (USY/
Chima National Ma-
chinery and Equipment
Import and Export Corp.

Park Corp. (US)

NA/Shanghai People's
Motor Plant

(Philippines)/Beijing lron
and Steel Design In-
stitute and Taivuan
Mining Machinery Plant

Meltals and Minerals

Mitsubishi Corp. and
Awamura Mining Co.
Ltd. (Japan)/China Na-
tional Metallurgical
Import and Export Corp.,
Jlangxi branch.

Tanzania State Mining
Corp.

(Japan)

Has signed a protocol with China for anin-
terest free loan for the construction of an
airport at Plaine-des-Roches. $15.9 million
(MR175 million). 8/22/82.

The Chinese will dispatch a medical team
to serve in Libya. 8/29/82.

China will build a center for disseminating
ric U-growinglm hmqum, 9/82.

Are negotiating the purchase of flat wrench
hand tools. $1 million for first vear. 8/82.

Will auction European-made machine
tools which Park acquired from China. $21
million. 8/16/82.

Submersible pumps. 8/18/82

A high-speed finishing mill for rolling steel
rods. 8/22/82.

1,200 tons of tungsten fines. 8/16/82.

Has signed an agreement with China to de-
sign the Tanzanian Kiwira coal mine, to
include an access road, bridge, and power
plant. 8/28/82.

Has signed an agreement in which China
will export 4.5 million tons of coal in 1983,
6 million tons in 1984, and 7-8 million tons
in 1985, 9/23/82.
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Military Equipment

Pakistan Air Force

(N. Korea)

Petroleum
Wickland Oil Co. (US)

(Singapore)

(Japan

Pharmaceuticals

1CC Industries (LIS

H. Reisman Corp. (LIS)
China National Chemi
cals Import and Export
Corp

Shipping
Midatlantic National

Bank (US)/China Inter
ocean Transport Inc

Parley Augustsson Corp
Norway) and Ocean
Shipping and Enterprises
(HK)/China State Ship
building Corp.

Chinaissupplying 42 A-5 Fantan-A ground
attack fighter aircraft. 5/82

40 Chinese-made MIC-21 jet tighters
10/13/82

A tankerload of gasoline. 8/12/82

1.5 billion barrels of crude o1l during the
first quarter of 1982, $48 mullion +
9/19/82

Has signed an agreement to import 8-8.6
million tons of crude oil annually between
1983 and 1985. 9/23/82

Is distributing ervthromycin, an antibiotic
manutactured in Nanjing. 8/17/82

16,000 bottles of dihydrostreptomycin sul
phate. 9/13/82

The bank is financing the Chinese pur-
chase of a warehouse/office facility in
Linden, NJ. $875,000. 8/5/82

Have signed a contract tor the construction
1in Wuhan of six tug-supply vessels, The
equipment will be supplied by the Nor
wegian firm. $40 million. 9/27/82

Telecommunications

Central African
Republic

Textiles

I\.qu.m\

Tourism

Salen Shipping Group
(Sweden)/China Ocean
Shipping Co.

Trade Agreements

(Mozambique
Bangledesh), and
Libya

Transportation

Pan American World Air
ways (US)/China
National Foreign Trade

[ransportation Corp.
(SINOTRANS)

Miscellaneous

Mezhounarodnaya
Kniga (USSR)/China Na
tional Publications
Import and Export Corp.
and Guoji Shudian

China Services

RIGGS -LEADERS
IN CHINA RECRUITMENT

China will provide two sets of 50 kw trans-
mitters and antennas for the Bimbo
broadcasting station along with construc-
tion of the machine room and other
buildings. 8/31/82

Has agreed with Chinato seta 23.6 million
square meter trade volume of silk and satin
for the period between 1/1/81 and 3/31/83

9/6/82

Has chartered the “Yaohua” passenger
crutse ship for coastal and Yangzi River
cruises. 9/6/82.

Have signed trade agreements with China
)

during August 1982

Have signed an agreement in which
SINOTRANS will act as cargo agent for Pan
Amin Betjing and Shanghai. 8/82.

Have signed agreement on the trade terms
of mutual deliveries of printed matter
9/14/82

Doing business in China is not difficult. That is, if you let Riggs handle the problems for
you. Eleven years’ experience in The Far East has given us the expertise.

We can —

» Set up an entire office for you
*+ Provide you with staff for long-term contract
* Supply temporary staff for trade fairs, delegations and exhibitions

* Provide trained interpreters and translators

Give full advice on visa/travel arrangements, accommodation

+ Rates of pay and market trends

RIGGS SOLVE THE PROBLEMS. YOU DO THE BUSINESS.
RIGGS CHINA SERVICES

4th Floor, Dominion Centre, 37-59 Queen’s Road East, Hong Kong
5-284548 Cable Address: RIGGSPERS or Telex: 74903 RIGGS HX
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CHINA DATA

Total gross industrial and

Gross value of industrial

Gross value of agricultural

Grain production

. GNP
KEY INDICATORS o
1977 1978 1979 1980 1981 Percent 1982 Percent change 15
change  projection*  change
GNP (billion yuan, current prices) ¥307.4 ¥349.8 ¥391.4 ¥424.1 ¥443.2 4.5 ¥460.9 4.0
$165.5 $207.8 $251.7 $283.0 $259.9 8.2 $249.1 4.2
Population iyear end, million) 945.2 958.1 970.9 982.6 994.0 12 1,010.0 1.6 per capita GNP
¥325 ¥365 ¥403 ¥432 ¥446 3.2 ¥456 2.2
$175 $217 $259 $288 $262 9.0 $247 5.7 78 79 80 8 82
GROWTH
agricultural output value ¥553.1 ¥616.1 ¥668.6 ¥716.7 ¥749.0 4.5 ¥784.2 4.7 ATES
(billion yuan, 1980 prices) $299.0 $365.9 $430.0 $478.4 $439.3 8.2 $423.9 1.5 cent change
output (billion yuan ¥3729 ¥419.9 ¥455.6 ¥497.4 ¥517.8 4.1 ¥545.6 5.4
$201.6 $249.3 $293.0 $332.0 $303.7 8.5 $294.9 29 ustry
¥240.1  ¥258.5 ¥263.9  ¥251.5 4.7 ¥271.6 8.0 agriculure
$1426 $166.2 $176.2 $147.5 -16.3 $146.8 = 78 79 80 8l
¥179.8 ¥197.1 ¥233.4 ¥206.3 14.1 ¥274.0 2.9
$106.8 $126.8 $155.8 $156.2 0.3 $148.1 5.2 GRAIN PRODUCTION
million metric tons
= & 34()
output (billion yuan, ¥180.2 ¥196.2 ¥213.0 ¥218 ¥231.2 5.7 ¥238.6 3.2
$97.4 $116.5 $137.0 $146.0 $135.6 & $129.0 4.9
300]
{million metric tons) 282.8 304.8 332.1 120.5 325.0 1.4 335.0 3.1
260
*1982 first half results times two. Grain projection by State Statistical Bureau 77 78 79 80 8) 82"

*Projected or planned

hELESEL L0 ATREE XS AT

* fE RS FEE *

FEERSHOMERSHE X -FX  BER EM% - TEXE
CBEE S EE  HHE B  BREER - MeE s BN RERT O H
HEYEERESAMEH ¥R EEELZTASE ) XREARAMAEKX
2 OB

CHINA NATIONAL NATIVE PRODUCE & ANIMAL BY-PRODUCTS
IMPORT & EXPORT CORPORATION GUANGDONG TEA BRANCH

= THE SCOPE OF BU'SINESS *

The following kinds of products are handled for export by us, the Guangdong tea branch
and its Swatow office and Hainan office:

Black tea, green tea, scented tea, oolong tea, pu-erh tea, beeng cha, tou cha, lemon tea,
kooloo tea, canned drinks and a variety of teas in small packages. We also specialize in handling
imports and exports of coffee and its products. Each item has its own special characteristics
and is welcomed by consumers both at home and abroad.

FREEMN A =SB LEEMITEIR

17-19 Sha Ji Dong Yue, Phones: 87848, 87986 & 84538
Liu Erh San Road, Guangzhou, China Cables: NATIONTEA Guangzhou
P.0O. Box 210, Guangzhou Telex: 44120 GDTEA CN




CONSUMER GOODS OUTPUT
(Million units unless otherwise indicated)

BICYCLES
SEWING MACHIN
million units
ol output

Percent Percent Percent 1982
1978 1979 change 1980 change 1981 change projection*
Bicycles 8.54 10.09 18.1 13.02 29.0 17.54 34.7 23:1
Sewing machines 4.86 5.87 20.8 7.68 30.8 10.39 35.3 12.6
Wristwatches 13.51 17.07 26.4 22.16 29.8 28.72 29.6 32.0
v
TV sets 0.52 1.33 157.1 2.49 87.5 5.39 120.0 55
Radio sets 11.68 13.81 18.2 30.04 117.5 40.57 35.1 18.1
Cameras (thousand units) 178,95  238.0 33.0 373.0 56.7 623.0 67.0 867.8 million units
f out
Light bulbs 760.3  850.0 1.8 950.0 1.8 970.0 i 0850 g ”:”‘I”
Cotton cloth AR
(billion square meters) 10.286 11.43 111 12.80 12.0 13.4 5.0 151
Woolen piece goods
(million meters) 88.84 90.17 15 101.0 12.2 113.0 11.9 123.3
Silk textiles (million meters) 610.35 663.45 8.7 759.0 14.5 8350 10.0 910.7
*January-September production figures times 1,333,
CHINA'S TOTAL
C}_‘II_NA'S FOREIGN TRADE FOREIGN TRADE
[BI“IOH yuan/dollars) bellion US clotlars
Percent Percent 1982
1977 1978 1979 1980 change 1981 change projection
Exports (fob) ¥14.0 ¥16.8 ¥21.2 ¥27.2 28.3 ¥i6.8 35.5 ¥39.6°
$7.5 $10.0 $13.6 $18.2 31.5 $21.6 18.5 $20.0°
Impoaorts (cif) ¥13.3 ¥18.8 ¥24.3 ¥29.1 19.8 ¥36.8 23.1 ¥33.8*
$7.2 $11.7 $15.6 $19.4 24.1 $21.6 1.2 7.
Total Trade (fob/cif) ¥27.3 ¥35.5 ¥45.5 ¥506.3 3.7 ¥73.5 29.0 ¥73.4°
$14.7 $21.1 $29.3 $37.6 28.5 $43.1 14.7 $37.1* :
Total reserves (period end) $2.89 $2.14 $2.74 $2.83 3.3 $5.29 86.9 $6.82 RESERVES
Of which: biltlion US dollars
Foreign exchange $2.35 $1.56 $2.15 $2.26 18.2 $4.77 111.0 $6.32°*
Gold*** $0.54 $0.58 $0.59 $0.57 -3.2 $0.52 -9.6 $0.50**
(Gold reserves in
million fine troy 0z.) 12.8 12.8 12.8 12.8 0.0 12.7 -0.8 12.62**
*1982 first half trade results times two.
**May, 1982
***Valued at SDR35 per fine troy ounce and converted into US dollars at end-of-period dollar’'SDR exchange rate.
TRADE SHARES
reent
FOREIGN TRADE WITH SELECTED COUNTRIES e
(Million US dollars)
Percent Percent 1982
1977 1978 1979 1980  change 1981 change  projection*
Japan
Exports (fob) 1,955 3,074 3,674 5,109 39.1 5,076 -0.6 3,600
Imports (cif) 1,560 2,045 2,933 4,346 48.2 5,283 21.6 5,400
Total 3,515 5119 6,607 9,455 43.1 10,359 9.6 9,000
Share of China's total two-way trade 24.0 24.2 22,6 25.1 — 24.0 — 243
JAPAN—CHINA TRADE
Hong Kong hitlion US doll,
Exports (fob) BRI 63 82 1,249 227.0 1,964 57.2 2,040 Japanese
Imports (cif) 1,735 2,249 3,021 4,401 45.7 5,272 19.8 5,160
Total 1.779 2,312 3,403 5,650 66.0 7,236 28.1 7,200
Share of China’s total two-way trade 121 10.9 11.6 15.1 - 16.8 — 19.4
W. Germany
Exports (fob) 501 995 1,493 1,145 -23.3 1,017 11.2 600
Imports (cif) 288 367 534 808 51.3 769 -4.8 720
Total 789 1,362 2,027 1,953 -3.7 1,786 8.6 1,320
Share of China's total two-way trade 5.4 6.4 6.9 L - 4.1 - 3.6 ’
HONG KONG-CHI
Canada TRADE
Exports (fob) 347 442 507 2 464 776 4.6 960 bilitenilisdoller
Imports (cif) 77 83 143 132 -7.7 183 8.6 180
Total 424 S25 650 74 34.5 959 9.7 1,140
Share of China’s total two-way trade 2.9 2.5 2.2 2.3 - — 30

*1982 first half trade results times two.

SOURCE: Direction of Trade Statistics (IMF), various dates,

52

*Projected or planned
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US—CHINA TRADE

US-CHINA TRADE billion US dollars
(Million US dollars)
1st half 1982/
1st half 1981 1982
US EXPORTS (fas, schedule E) 1978 1979 1980 1981 % change  projection®
Food and live animals 362.3 488.3 1,264.7 1,332.5 18.8 1,417.2
Beverages and tobacco 0.0 0.1 0.3 1.1 -82.1 0.3
Crude materials, inedible
except fuels 223.9 531.8 1,183.3 1,102.9 -349 859.9
Mineral fuels, lubricants, US TRADE SURPLUS
and related products 1.8 0.7 1.8 31 754.3 6.0 billion US de
Animal and vegetable oils
and fats 37.8 42.0 73.4 21.8 -77.2 7.8
Chemicals 60.5 125.2 3185.6 405.3 45.1 499.8
Manufactured goods by
chief materials 25.3 243.9 423.6 446.9 -36.2 318.2
Machinery and transport
equipment 93.0 228.7 358.4 211.8 -6.2 224.9
Misc. manufactured articles
not classified elsewhere 13.7 55.2 55.8 70.7 -11.9 74.2
Items and transactions US SHARE OF CHINA'S
not classified Negl. 0.6 2.1 2.5 -12.3 2.6 TOTAL TRADE
ercent
Statistical error 5.3 7. 5.4 — — Raceer
Total 823.6 1,724.0 3,754.4 3,598.6 -8.3 3,410.9
US IMPORTS (Customs value, schedule A)
Food and live animals 26.0 51.4 57.3 96.3 35.0 123.5
Beverages and tobacco 0.6 0.8 1.4 2.3 239.1 7
Crude materials, inedible,
except fuels 58.0 66.0 126.5 332.9 -69.7 140.8
Mineral fuels, lubricants,
and related products Negl. 96.4 134.7 293.5 166, 2 419.8 MACHINERY AND
Animal and vegetable TRANSPORT
oils and fats 3.3 3.4 2.0 0.3 63.6 0.7
Chemicals 34.2 59.8 110.4 125.5 19.7 156.3 million
Manufactured goods by
chief materials 95.1 93.4 235.3 377.0 32.0 4443
Machinery and transport
equipment 0.5 1.1 5.7 39.6 123.4 47.0
Misc. manufactured articles
not classified elsewhere 105.4 215.5 381.8 621.9 39.3 744.7
Items and transactions TEXTILE
not classified 0.9 4.4 5.3 6.1 7.2 6.8 MANUFACTURERS
Statistical error 0.1 0.1 -4.8 -0.1 — <=8 US imports in
million US dollar
Total 324.1 592.3 1,053.6 1,895.3 19.7 2,088.6
Total two-way trade 1,147.7 2.316.3 4,808.0 5.493.9 0.6 5,499.5
UStrade surplus 499.5 1,131.7 2,700.8 1,703.3 — 1,322.3
US two-way trade as
percent of China’s
total trade 5.4 7.9 12.8 12.7 — 14.8
*1982 first half trade results times two.
YUAN/US DOLLAR
EXCHANGE RATES
(Period averages)
1982
1977 1978 1979 1980 1981 Ql Qnl Qin Oct.
Yuan per US dollar 1.858 1.684 1.585 1.498 1.705 1.808 1.837 1.935 1.980
US cents per yuan 53.8 59.4 64.3 66.7 58.7 55.4 54.1 51.7 50.5
lapanese yen per yuan 144.5 125.0 140.9 151.3 129.3 130.5 132.5 133.4 138.0
Hong Kong dollar /
per yuan 3.300 3.250 31.200 3.329 3.315 3.230 3.150 3.100 3.330
Pound sterling YEN/YU
per yuan 0.308 0.309 0.303 0.287 0.289 0.299 0.306 0.300 0.297
W. German marks
per yuan 1.250 1.193 1.179 1.213 1.326 1.302 1.290 1.284 1.279

SOURCES: State Statistical Bureau, Ministry of Finance, Bank of China, General Customs Administration, Jnternational Financial Statistics

(IMF), Direction of Trade Statistics (IMF), and US Commerce Department.
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MEMBER SPOTLIGHT

CUMMINS ENGINES ON STREAM

Engines designed by Cumimins are starting 1o roll off the
assembly line ac Chong Qing, accordimg 1o Denms Kelley,
Cummins director ol China marketing. In the birst produe-
ton under a 10-yvear licensing agreement signed in March,
1981, the Chong Qing plant has begun test manufacturing ol
Cummins NH Series engines—=850 cubic inch diesels with
horsepower ranging from 230 1o 475,

Inital producton will be straight assembly using all Cum-
mins parts, but the factory is expected to be producing 20 1o 30
percent of the components within 18 months, said Kelley.
Outputis projected to be 400 engines in 1985 and s hoped o
reach an annual rate of 2,000 engines by 1986,

I'he engines now being assembled are one ol two series
licensed under the agreement. The second series, called the K
series, includes three models, a straight six ovlinder, 1150
cubic-inch unit with 450 10 600 horsepower, a 2300 cubic-inch
V=12 with 95010 1200 horsepower, and a 3.067 cubic-inch V-16
with 1350 10 1600 horsepower. Technology tor all components
lor the models will be vansterred over the duraton ol the
agreement, along with any mnovations in- design developed
during that period. The terms tor the deal are straight cash
with both front-end pavment and rovalties. Cummins is also
actively setting up a distribution center to support end-users
with after-sales parts and service.

Meanwhile, Holset Engines, Lid., Cummins” whollv owned
subsidiary in Hatterstield, England. received State Council
approval in August to heense two models of turbo-chargers for
producton at the Wuxi Engine Factory near Shanghai. Under
the contract with TECHIMPORT and the Agricultural Ma-
chimerv Bureau under the Ministry of Agriculture, the turbo
chargers will be used in 50 1o 100 horsepower tractors builtin
China,

SUN HUNG KAI TAKES BEAR STEARNS ADVISORS

Member Company Bear Stearns China Advisors has re-
cently become the New York Representative Ofhee of Sun
Hung Kai (China) Lid., Hong Kong. The transfer of the New
York Office (which had been a joint venture between Bea
Stearns Securities and Sun Hung Kai Securines) follows the
acquisition last summer by member company Mervill Lynch ol
25 percent of Sun Hung Kai Securities.

The New York office recently won a $1.2 million contract for
IMS minicomputers under a World Bank loan, and concluded
sale of semiconductor equipment for the Beijing Electron
lube Factory. At present, the ofhce is negotiating a containen
joit venture on behalt of Paceco Inc.and an oil-drilhing plat-
form joint venture for McDermott. As a representative of Sun
Hung Kai, the division will continue to act primarily as a
manufacturers” representative, but it will also expand into
commaodities trading.

54

SUZY CURTAINS SEWS UP CHINA DEAL

Lorraine Home Fashions of China has sewn up one ol the
more lucrative product development deals in China. Also
known as Suzv Curtains, the New York-based importer and
manufacturer brought in over $5 million in embroidered
cotton-polvester curtains in 1981 In 982 imports are pro-
jected o value S12 million.

Suzy Curtains keeps five factories and close to 20,000 won k-
ers in the Shanghai area busy embroidering curtains accord-
ing 1o the company’s specthcations and designs. Most of the
hand embroidery is sent outon a piece basis 1o Chinese homes
where women embroider them in their spare time. The pieces
are then assembled, finished, pressed, and packaged for ex-
port in the factories, Company President Bernard Rittenberg
chose China to source his curtains because of the unique em-
broidery techniques and the extraordinarily high quality of the
workmanship.

Conscious of the problems of protecting exclusive designs in
China, ARTCHINA Shanghai Branch has assigned ownership
of the curtains “Lantern Brand™ trademark to Suzy Curtains
for the US market. I any other company attempts to import
the curtains into the US, US Customs can seize the merchan-
dise as a trademark violaton.

CCIC READY FOR OFFSHORE OIL NEGOTIATIONS

With negotations for off-shore oil development contracts
expected to begin by mid-vear 1983, First National Bank of
Chicago's Energy Project Finance Division s ready for “sub-
stantial work and major opportunities” according to the divi-
sion’s vice-president, Robert S, Bucklin. The US bank’s Hong
Kong athliate, CCIC, is acting as consultant to the China Na-
tional Ottshore O1l Corp. (CNOOC) under a three-year agree-
ment signed in July,

CCIC has already put the agreement into full swing, with
First Chicago providing the bulk of advisory services. In Au-
gust, the bank conducted a semmnar which addressed such
crucial topics as negotiation strategy, bid analvsis, and himancial
analvses of western oil companies. Also at that seminar, CCIC
outlined computer models based on the Chinese model con-
tract. The models, prepared by First Natonal, are pro-
grammed to allow hnancial analysis of a project under
difterent assumptions for such variables as size of reservoir and
production decline.

I'he US bank is now conducting feasibility studies for service
bases and ol Ishore drilling contracts. The studies include anal-
vsis of the drilling industry market, cost of rigs, and relative
advantages for making, buving, or leasing the rigs. The con-
sulting company has also begun to advise the Chinese on
where 1o get hinancing.

CCIC is providing consultation to CNOOC for a Hat annual
fee. First Chicago holds a 30 percent share in the Hong Kong
joint venture. Bank of Japan and Bank of China each hold 30
percent, as well, China Resources Co., Hong Kong, holds the
remaining 10 percent. &
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What’s China Consultants International doing
about offshore oil in the South China Sea?

PLENTY.

Professional translation and printing of technical, legal and financial documents for oil companies,
manufacturers, banks, service and supply companies.

Market research on the PRC oil and gas industry.

INTERNATIONAL INDUSTRIAL REPORT special sections on oil and gas, reaching PRC oil and gas
decision-makers nationwide.

PLATT's OILGRAM newsletter and newswire sales representatives in Hong Kong.

Providing specialized interpreters for technical and commercial discussions; with oil industry training
programs planned for interpreters to work in South China Sea oilfields and installations.

IR PETROLEUM INDUSTRY END-USERS BUYERS GUIDE — first buyers guide for readers in China’s
oilpatch with classified and display advertising from international suppliers.

Translation and dubbing of training and technical films, videotapes and slide presentations for the oil
and gas industry.

Direct mail distribution of sales literature to comprehensive lists of PRC oil and gas end-users.

Translation and printing contractor to the Society of Petroleum Engineers for their International
Petroleum Equipment and Technology Exhibition in Beijing, March, 1982.

For more information on how China Consultants can help you tap this exciting growth market, write or call:

Jane Sharp Thomas D. Gorman

China Consultants International Inc. China Consultants International (Hong Kong) Ltd.
1511 K Street Northwest Suite 500 Dominion Centre

Suite 804 Investment Building 43-59 Queen's Road East

Washington, D.C. 20005 Wanchai

U. S A Hong Kong

Phone: (202) 393-4343 Phone: 5270639

Twx : 710-822-9063 CHINA CON WSH Telex: 75368 AMRHK

Cable: ENTRECHIN



Hebei preserved and dried fruits include: Dried Pear, Dried Apple, Dried
Apricot, Preserved Pear, Preserved Apple, Preserved Peach, Preserved
Apricot, Preserved Dates, Preserved Cherry-Apple and Haw Flakes. All are
prepared from the fruits produced in Hebei Province.

With just the right degree of sweetness and sourness, and distinctive
flavours, Hebei Preserved and Dried Fruits are delicacies at tea-time or
dinner party and top quality materials for all kinds of confectioneries.

YOUR ORDERS ARE WELCOME.

CHINA NATIONAL CEREALS, OILS & FOODSTUFFS IMPORT & EXPORT CORPORATION
HEBEI BRANCH

Address: 52, belma Road, Shijiazhuang, China Cable: "CEROILFOOD" SHIJIAZHUANG




