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DISCOVER IN CHINESE.

Now America’s largest science magazine
speaks the language of Chinese decision-makers.
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The Chinese Discover is the
first of its kind—the first foreign
consumer magazine to be trans-
lated into Chinese and sold at
nationwide retail outlets.

It’s printed in four-color, on
better paper than other Chinese
magazines, with a bigger page.
The price—twice that of other
Chinese magazines. The initial

s

circulation—20,000 guaranteed.
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to advertise to an elite Chinese

audience. A black-and-white page
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ONE BIG EXPORT
PROCESSING ZONE

When formation of the first Spe-
cial Economic Zone was announced
on September 6, 1979, the Chinese
explained that one of its purposes
was Lo try out new policies that could
later be introduced nationwide.

In fact, policies implemented in

the SEZs have spread to the rest of

China with amazing speed.

Among the first was the right of

eXport processing enterprises to im-
port raw materials, parts, and pack-
aging materials duty free. This right
was officially granted SEZ enter-
prises in Guangdong Province on Au-
gust 26, 1980, Then on April 8,
1983, China announced a “'prelimi-
nary plan’™ to extend this policy to all
export processing enterprises in the
country.

The creation of 100 percent for-
eign-owned enterprises in China has
spread just as rapidly. The first
wholly owned foreign enterprise in
China was established in the
Shenzhen SEZ in May 1980. The pol-
icy soon spread to other SEZs, and on
October 11, 1983, Vice-Minister Wei
Yuming of the Ministry of Foreign
Economic Relations and Trade an-
nounced that China would encour-
age 100 percent foreign-owned en-
terprises “'in China’s coastal areas
where conditions permit.”” Soon
thereafter, on November 15, the 3M
Company of St. Paul, Minnesota an-
nounced an “agreement in princi-
ple’” to establish a wholly owned
plant in Shanghai to make tapes, res-
ins, and connectors mainly for the
telecommunications industry.

The proliferation of SEZ-type
practices and regulations to the rest
of China could mean that foreign
banks will have limited branch banks
in China one day—as they currently
do in the Shenzhen SEZ. —J]BS

UNACCEPTABLE LOSSES
In China the quest for profits has
become a national preoccupation.

TRENDS & ISSUES

Zhang Jingfu, the head of the power-
ful State Economic Commission, re-
cently announced that all subsidies to
state enterprises failing to achieve a
profit will soon be cut off. The mea-
sure is part of a comprehensive cam-
paign launched jointly by the SEC
and Finance Ministry on September
29. A few of the campaign’s “'stop-
gap” and longer-term ‘‘radical”
IMeasures:

P State enterprises must cut their
losses by at least one-half this vyear.
Petroleum and petrochemical enter-
prises must eliminate their losses by
year's end.

Every money-losing state enter-
prise in China will be issued a dead-
line by the end of November 1983,
after which time its subsidies will be
cut off.
| 2 Enterprise managers will be held
personally responsible for the cam-
paign’s success, “Incompetent enter-
prise leaders will be sacked,” one
Chinese ofhcial claims. Warns an-
other: “Both the Party secretary and
factory manager will be asked to
resign.’”’

P Enterprises that fail o turn a
profit will be “‘shut down, amalga-
mated with other enterprises, or
switched to the manufacture of other
products.” In extreme cases the state
may even turn the problem over to
the workers and staft of profitless
enterprises, by signing a contract
with them granting a one-year tax
holiday, and thereafter letting them
sink or swim on their own.

P The number of money-losing state
enterprises must fall by 32 percent
this year, from 8,436 enterprises last
year to about 5,730 by the end of
1983, This will reduce the percent-
age of state enterprises operating at a
loss from about 30 percent in 1982
to 20 percent this year.

P Any enterprise currently losing
money must stop paying worker bo-
nuses at once.,

P In the long run the government
recognizes that prices must become

more rational if factories are to be-
come efhicient.

Coming (rom Zhang, the man who
helped implement China’s agricul-
tural reforms in 1979-80, these mea-
sures do not appear to be just an-
other round of lamentations over the
unprofitability of Chinese factories.

Moreover, the obvious concern
over enterprise profitability calls to
mind the comment of a China trader
a few years back, who predicted that
the Chinese would never let foreign
firms make reasonable rates of prof-
its until such behavior by Chinese
enterprises was accepted, even re-
quired, by the Chinese authorities.
That day seems fast approaching. In-
deed, it may have arrived. —]JBS

NUCLEAR POWER

China is edging into the nuclear
power era in fits and starts. Recently
the Hong Kong government ap-
proved in principle a joint venture
between the territory’s China Light
and Power utility and Guangdong
Province for the 1,800 mw Guang-
dong project near Hong Kong. As
currently structured, Guangdong
would have a 75 percent share in the
plant, with the rest held mainly by
China Light, which would buy about
70 percent of the power. The con-
crete commercial details—financing
and the price of power sold to Hong
Kong—remain to be negotiated.

The French company FRAMA.-
TOME reportedly has signed a
memorandum of understanding with
China to supply four nuclear reac-
tors, including two for Guangdong,
accompanied by the transfer of reac-
tor manufacturing know-how. But
many suspect that the Chinese will
wait at least until the spring to pick a
reactor supplier, in the hope that the
US will have reached a nuclear agree-
ment with China by then, making US
suppliers eligible to compete.

Progress toward the agreement
was made in (wo recent rounds of
negotiations, but there are still some
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outstanding questions. These include
the strength of China’s pledges to
avoid assisting other countries in nu-
clear weapons development, and the
modality of US inspections of China’s
facilities. The next round of negotia-
tions is scheduled for early Decem-
ber, in the outside chance an agree-
ment can be signed when Premier
Zhao Ziyang visits the US in January.

In the meantime, China has begun
signing some small contracts in the
nuclear power field. The French na-
tional utility EDF reportedly will do a
site and environmental survey in
Guangdong. A German firm will sup-
ply a major pump for the 300 mw
commercial reactor near Shanghai,
and the US firm Sargent and Lundy
has a consulting contract for a non-
reactor portion of the Shanghai
plant. —MW

WESTERN POLLUTION

A group of Chinese engineers
training at a major US company left
work on Friday, exhibiting the same
cordial behavior toward their hosts
that had characterized their stay. On
Monday morning one American in-
structor was surprised and disturbed
to sense a distinct chill in the atmos-
phere. The reason: A high-ranking
cadre had arrived from China to brief
the trainees over the weekend about
the dangers of “‘spiritual pollu-
tion'—the corrupting effect of
Western lifestyles and thinking.

This experience, thousands of
miles from home, mirrors a major
effort now going on in China to clean
the ranks of the Communist Party
and to eliminate what the leaders see
as a general decline in morality and

“socialist ethics.”

The process began in October
when the Chinese Communist Party
announced a three-year rectification
and re-registration of its 40 million
members. This is the latest, and pre-
sumably final, stage in the leader-
ship’s effort to groom successors and
set up an organizational structure ca-
pable of implementing the Four
Modernizations.

There are two basic targets of this
new drive. One is the category of
individuals called the “‘three types of
persons’—those who committed se-
rious crimes during the Cultural
Revolution, rose to prominence with
the Gang of Four, or persist in per-
petuating Cultural Revolution
factionalism.

The second target consists of those

who have lost their revolutionary
spirit, or who exploit their position
for personal gain. This includes in-
competent, senile, disenchanted, and
inactive Party members, those who
flagrantly use the “back door™ for
personal benefit, and those engaging
in  bribery, smuggling, or
profiteering.

The first stage of this consolidation
will take place through the winter,
and will involve central-level and pro-
vincial-level Party, government, and
military organs. Beginning in early
1984, the bulk of China’s 2.5 million
Party cells will reassess their
members.

At the same time, the Chinese lead-
ership is moving to combat what it
sees as the corrupting influence of
bourgeois ideology, culture, and life-
style. One senior cultural and propa-
ganda official has publicly criticized
himself for suggesting that personal
alienation from society could occur
under socialism. At the same time,
the director and a deputy editor of
the Party’s official newspaper, Peo-
ple’s Daily, were replaced for exces-
sive liberalism.

Paradoxically, it appears that the
relatively liberal Deng Xiaoping is
leading the campaign aginst “spiri-
tual pollution.”” This attack on
“rightists™ might be a tactic to pro-
tect his flank while he eliminates
“leftists” in the Party. But it also
reflects a real concern at the highest
government levels about the spread
of crime, corruption, influence ped-
dling, and the unbridled drive to get
rich by any means.

The impact of these two campaigns
for foreigners will undoubtedly in-
clude some temporary confusion sim-
ilar to that experienced during the
spring 1982 government reorganiza-
tion. Some Chinese officials will be
uncertain about their Party status
and will become cautious and stand-
offish in their dealings with foreign-
ers. Company executives should un-
derstand the reasons behind the
sudden change in attitude by their
Chinese counterparts, and give them
breathing room to work out their
problems. Meanwhile, foreign trad-
ers will have to keep their fingers
crossed that Deng and other top
leaders mean what they say about
keeping the “open door’” truly open.
Genuine technology transfer and
meaningful commercial discussions
are simply not possible if people are

too afraid to talk. —CMC
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COMMENTARY

Sino-American Relations: Trends and Prospects

hile relying mainly on
their own efforts to
modernize China, my
people are fully aware
of the importance of economic co-
operation with foreign countries.

China’s prospects for cooperation
with the United States are being en-
hanced as Chinese laws become more
specific and our country’s infrastruc-
ture receives major attention. Two-
way trade between China and the US
totalled $18.2 billion over the last
four years, registering rapid annual
increases. Our economic and tech-
nical cooperation encompasses a va-
riety of activities. Cultural intertlow
has expanded, as the presence of
10,000 Chinese students on Ameri-
can campuses demaonstrates,

The road to improving our bilat-
eral ties has, of course, been rocky.
The goal of a stable and durable rela-
tionship has yet to be reached. Some
people say that, given the wide differ-
ences in our (wo countries’ social
systems, the goal will always be be-
vond reach. In my view our differ-
ences should not be a major impedi-
ment. China strictly adheres to the
Five Principles of Peaceful Coexis-
tence in conducting its relations with
foreign countries. China maintains
good relations with Japan and many
other developed countries despite
differences in their social systems.

Some argue that any improvement
in Sino-Soviet relations will darken
the prospects for stable and durable
Sino-US relations. Such a notion
does not tally with reality. China has
consistently pursued an independent
foreign policy. It does not attach it-
self to any big power or group of
powers, and never vields 1o pressure
from any big power.

In my view, the Taiwan question is
the main obstacle to the further
development of our relations. Tai-
wan has always been an integral part
of China. So important is this ques-

tion that the establishment of diplo-
matic relations between the PRC and
the United States came about only
after the US government recognized
in the Sino-US joint communique of
January 1, 1979 that the government
of the PRC is the sole legal govern-
ment of China, and acknowledged
China’s position that there is but one
China and Taiwan is part of China.
Yet shortly after the issuance of the
communique, the US Congress
passed the Taiwan Relations Act. The
US government continues to treat
Taiwan as an independent political
entity and keeps selling large
amounts of arms to Taiwan, thus in-
fringing on China's sovereignty and
territorial integrity. To settle this dif-
ficult problem, the Chinese and
Americans issued another joint com-
munique last year. We sincerely hope
that the US government will strictly
abide by the relevant principles and
provisions set forth in the joint com-
muniques, and will not stand in the
way of China’s efforts to bring about
the return of Taiwan to the mother-
land by peaceful means. Only thus
can our relations gradually become
stable and durable.

Some American friends ask: Can’t
we just push ahead with our relations
while leaving aside the touchy Taiwan
problem? We have all visited the
Washington Monument and Lincoln
Memorial which symbolize the im-
portance a people attach to their na-
tional independence and unity. Thus,
there should be little ditficulty in un-

Readers are encouraged to send their
commentaries, not exceeding 800 words,
to: The CBR editor, The National
Council for US-China Trade, Suite 3510),
1050 17th Street, NW, Washington, DC
20036. Deadlines are one month prior to
the issue date that appears on the cover.
Opinions do not reflect Council policy,
unless indicated.
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derstanding the Chinese people’s
strong sentiments on these ques-
tons. "'One nation . . . indivisible” —
when 1 hear this US pledge of alle-
giance to the flag, I cannot help
thinking about the indivisibility of my
own country, whose territorial integ-
rity and sovereignty have so often
been encroached upon.

Trade i1s another area in which cer-
tain dithculties need to be ironed
out. However, thanks to the efforts
ol both our governments and peo-
ples, recent events indicate an up-
turn in this area. A case in point is
our new textile agreement. More-
over, the US recently decided to lib-
eralize technology exports to China.
I hope that the new guidelines will
prove that the US government re-
gards China as a friendly, non-allied
country, thus stimulating our mutu-
ally beneficial business transactions.

As for our overall relations, a num-
ber of high-level exchanges have
taken place, each adding to mutual
understanding and trust. The climax
will be the exchange of visits between
Chinese Premier Zhao Ziyang and US
President Ronald Reagan early next
year.

We in China attach great impor-
tance to Sino-US relations. Bearing
in mind the difficulties we both have
gone through to reach the present
level of our bilateral relations, we
must not let any undercurrent pass
unnoticed when we witness good
trends, nor forget the obstacles
ahead when we observe bright
prospects.

Together our two peoples can con-
tribute more to a better and safer
world. Let us be watchful guards of
the fruits of our friendship and ex-
changes. Let us be diligent workers in
building a solid edifice of Sino-US
relations.

—-Zhang Wenjin
Chinese ambassador to the US
November 16, 1983



Major reforms begun exactly

five years ago,

in December 1978, are

changing the face of the Chinese economy. But can Beijing overcome the
problems they have caused?

The Problem of Partial Reform

N late 1978 Deng Xiaoping ini-
tiated a set of policies that have
thoroughly shaken, and in many
ways improved, the perfor-
mance of the Chinese
These reforms were far-reaching, ex-
tending to industry, agriculture, for-
eign trade, and every facet of govern-
ment administration. The reform
proposals were also radical, involving
fundamental changes in economic
policies and institutions. Such drastic
measures reflected the sense of eco-
nomic and political crisis that per-
vaded the Chinese leadership after
Mao's death on September 9, 1976
and the arrest of the “gang of four”
which ended the
Cultural

cconomy.

one month later,
turbulent decade of the
Revolution.

The new leadership confronted an
economy in serious trouble. Indus-
trial activity was stagnant and efh-
ciency had declined. Agricultural
output had just barely kept up with
population growth, so that per capita
food consumption had not improved
since the 1950s. The Cultural Revo-
lution had slowed industrial produc-
tion and left the society embittered.
Respect for the Communist Party
and the
tremely low and people were in no
mood to respond to calls to continue
to sacrifice for the revolution. lLike
the 1956 Hungarian revolution, the
Cultural Revolution and its after-
math forced even the more conserva-

socialist system was ex-

tive leaders to agree that political
survival required economic reform.
These were implemented in the
months following the now-historic
third plenum of the eleventh Chinese
Communist Party Central Commit-
tee, convened in Beijing during De-
cember 18-22. The main reforms:

Susan L. Shirk and James B. Stepanek

Restoring a balance. The
government's first ac-
tion was to reduce Chi-
na’s high rate of invest-
ment in heavy industry,
I particularly in steel.
I'his lowered China’s
accumulation—consumption ratio, so
that less money was spent on capital
construction and more on raising
people’s living standards. In hind-
sight the change in emphasis may
have signalled a historic shift in strat-
egy from investment-led economic
growth to one of demand-led growth.

On March 10, 1979, former Vice-
Premier Li Xiannian revealed to a
visiting American delegation that a
complete reordering of economic
priorities was in progress. The weak
links to be strengthened, he said,
were agriculture, coal, oil, hydroelec-
tric power, communications, trans-
portation,
construction industry. At the second
session of the Fifth National People’s
Congress on June 18, 1979, former
premier Hua Guofeng publicly ter-
minated the grandiose Ten-Year Plan
for 1976-85 and its planned expen-
ditures on 120 giant projects an-
nounced the previous March, and
said that for the first time a lower
target would be set for heavy industry
than for light industry. These
changes, the Chinese press noted,
were 1o be accompanied by increased
decentralization.

In the five vears since 1978, heavy
industry’s share of industrial output
fallen from 57 per-
Agricultural out-

foreign trade, and the

value has, in fact,
cent to 50 percent.
put has experienced a five-year pe-
riod of unbroken, spectacular
recovery. Consumer goods produc-
tion has also expanded rapidly, and

June 1979, the

foreign trade increased from just 10
percent of GNP in 1978 to 16 per-
cent in 1982,

The new priorities also aggra-
vated the rivalry among industrial
ministries, causing such confusion
sectors that the reform
drive, while not halted entirely, has
been punctuated by efforts to re-
centralize the economy (see page
24). Moreover,

fect a healthier economic

in some

the attempt to af-
balance
between sectors exposed China’s
administrative and statistical short-
Economic data had not
been systematically collected during
the Cultural Revolution, and the
planners allowed to remain at their
posts during those chaotic years
had little time to pinpoint where
the economy was, let alone steer it.

comings.

But at the second session of the
Fifth National People’s Congress in
government re-
leased its first comprehensive eco-
nomic statistics in 20 years and
shortly thereafter stepped up ef-
forts to reform the Party and gov-
ernment bureaucracy (see page 10).

De-collectivizing agricul-
¥ ture. About 90 percent
| of China’s rural house-
holds today work under
one ol several “house-
hold responsibility™ sys-
tems introduced since
These have transferred deci-
sion-making power from collective
production units, such as teams, bri-

1979.

gades, or communes, to households
and individuals. Peasants typically
sign contracts with the collective to
provide certain services or amounts
of crops, and are pt‘l'lni[l(’(l to retain
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or sell the excess. These contracts
may even be inherited, and are more
like long-term leases than rental
agreements. The most widely used
form of the system is similar to share-
cropping, and involves assigning a
plot of land to each household for
cultivation in exchange for a share of
its output or rent paid to the collec-
tive. Peasants are also allowed to in-
vest their earnings in farm machinery
and even vehicles to engage in private
marketing. In short, farmers have ac-
quired the right to use the land as
though it were their own, indicating a
clear trend toward de facto private
ownership (see page 12).

Management reforms.
Beginning in 1979, en-
terprises were permit-
ted to retain a certain
percentage of their
® profits to use for their
own capital investment,

collective welfare, and worker bo-
nuses. As a spur to economize on
capital, enterprises were allowed to
retain more of their depreciation
funds, and for the first tme some
investment funds were provided in
the form of bank loans instead of
outright grants. Enterprises were
also given limited authority to make
their own arrangements with suppli-
ers and customers.

Prompting these reforms was the
knowledge that the Chinese economy
was rife with waste, a realization that
did not seem to hit home v~ ' the
statistical system recove: the
numbers shows ’ na
could vas’ ly
bv

n
ol
in «
to a

expe:
makin,

Thes
ment re
external
managenic
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broaden the
least for hon

products of ¢ 091

f.‘”[t‘['])l‘is("‘i wer
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Labor reform. To stimu-
late greater labor pro-
ductivity, piecework-

{ type bonuses and other
w types of bonuses have
been introduced since
1978 and wages have
increased several times. Al-
though basic wages are still based on
seniority and national wage scales,
bonuses have come to constitute at
least 20 percent of total pay. The goal
of these and other similar reforms
has been to reduce job security while
rewarding individual performance—
to break the “iron rice bowl,”” as the
Chinese say.

But Beijing has learned that it may
be easier to motivate managers than
workers. Though there have been
two major and one minor wage hikes
in recent years that affected most
industrial laborers, per-worker out-
put has yet to show strong gains. One
possible explanation is that workers
still look upon higher wages not as
incentives, but merely as compensa-
tion for past privations. They still
prefer to distribute bonuses equally
in order to avoid conflict. Moreover,
actual dismissals are still so rare that
workers are under little pressure to
achieve (see page 18).

been

.wer 1983

Financial decentraliza-
) [ tion. In order to combat

BB (he over-centralization
‘ of planning and budget-
ing, governments at the
provincial, municipal,
and county levels have
been allowed to retain a certain pro-
portion of the industrial profits and
tax revenues generated by the for-
eign business dealings of enterprises
under their control. They are free to
spend these retained tax revenues
and foreign exchange earnings on
local projects. In short, the fiscal re-
form measures enacted since 1978
have generally increased the financial
resources ol localities relative to the
central government. This has aggra-
vated Beijing’s budget crisis, and
made it more dithcult to prevent un-
authorized investment spending by
local governments (see page 21).
Meanwhile, state subsidies have sky-
rocketed since the reform movement
began. Nearly one-fifth of China’s
national income is now used to subsi-
dize the living standard of urban
workers and their dependents, who
constitute only about 15 percent of
the country’s total population (see
page 25).

THE 5-YEAR
REFORM
RECORD

Annual growth rate in current yuan,
December 1978-December 1983.

Foreign

19% trade

Agriculture

Industry

Sources: Chinese State Statistical Bureau and Bank
of China.



Those who have lost power and prestige due to
the reforms will surely seek to regain promi-

nence one day.

Political Reform

Kenneth Lieberthal

eijing has taken a number of

dramatic political steps

since 1978 to pave the way

for rapid economic growth.
Initially, these included removing
such key opponents to economic re-
form as Hua Guofeng from the Polit-
buro and other top decision-making
bodies, and replacing them with
strong reform advocates like Premier
Zhao Ziyang and Vice-Premier Wan
Li. Numerous other organizational
and political measures followed in
train. Many older and relatively un-
educated cadres have been moved
into advisory positions, with their
places taken by better-qualified mid-
dle-aged ofhicials. A major series of
reorganizations has slimmed down
the number of units in the State
Council, among other organs, in an
attempt to delineate more clearly the
lines of authority and responsibility.
Institutional authority has also been
shifted around. For example, the
State Planning Commission has lost
some of its former power to the bank-
ing and tax authorities, as part of the
effort to increase the use of financial
versus administrative levers in guid-
ing the economy. And in general the
Communist Party has been told not
to interfere in microeconomic deci-
sion-making.

These organizational changes be-
gan on the national level in Beijing in
March 1982, then moved to the pro-
vincial level in mid-1982, and now
are centering more on the subprovin-
cial cities and counties. They are to
be complemented with a planned
purge of the Party membership itself
starting this winter and continuing
for three years.

Politics, of course, consists of more
than personnel and organizational
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arrangements. Chinese culture
places a high value on the articula-
tion of a set of moral precepts as
guides to action. Because the striking
changes in priorities and methods
that had been implemented since
Mao’s death often ran contrary to the
values that Mao had preached in his
later years, the post-Mao leaders rec-
ognized early on that they would have
to find ways of adjusting the ideology
to fit a changing reality. Initially, this
took the form of Deng Xiaoping’s
insistence in 1978 that Mao Zedong
thought was itself a living body of
doctrine that placed high value on
pragmatism (“‘seeking truth from
facts”), even if Mao did not always
recognize this during his last years.
Then the Chinese put out an official
history in 1981 that treated the Cul-
tural Revolution period as an aberra-
tion. All of this helped to create room
for the new leaders by knocking
down the ideological -constraints of
the Maoist legacy. It did not, how-
ever, provide a satisfying substitute
for the ideological underpinnings of
Chinese society that had been weak-
ened. That is being attempted via the
publication in July 1983 of the Se-
lected Works of Deng Xiaoping, which is
said to provide a moral and political
rationale for the policies pursued
since 1978.

Thus, China’s current reform lead-
ers headed by Deng Xiaoping have
not hesitated to confront the difficult
issues facing any serious reform at-
tempt. They have taken initiatives on
everything from the sensitive ques-
tion of ideological reform to the po-
litically ticklish problem of moving
out older cadres in favor of younger
and better-educated people, and the
changes in almost all of these areas

amount to more than simply window
dressing. All indications point, more-
over, Lo a continuation of the reform
effort (if not a coherent reform pro-
gram) during the next few years.

Despite the leadership’s pragmatic
orientation, the question still re-
mains whether the government
makes decisions, particularly eco-
nomic decisions, more efficiently
than before. Most people who deal
with China are still impressed by the
amount of bureaucratic foot-drag-
ging they encounter. Does this simply
mean that the reforms have not yet
fully **taken hold,” or are there more
fundamental problems lurking be-
neath the surface that will limit the
effectiveness of the reform effort for
many years to come?

The long search for consensus

There are in fact several more fun-
damental problems that will limit the
results of the reform effort, regard-
less of the determination and per-
spicacity of the top political leaders.
Before detailing these impediments
to ethiciency, however, two broad ca-
veats are in order. First, none of
these impediments is absolute, and
indeed most are already the object of
one reform initiative or another. Sec-
ondly, all are so much a part of the
system that they will exert enormous
influence during the coming years
even in the face of attempts to miti-
gate their effects. What are these
core obstacles to enhanced efhiciency
and effectiveness in Chinese adminis-
tration and performance?

One of the most important is the
deeply ingrained cultural trait of seek-
ing a consensus among all affected
units before acting, which has actu-
ally been exacerbated by contempo-
rary Chinese politics. Foreign observ-
ers have naturally been struck by the
seeming centralization of the politi-
cal system and by Beijing’s ability to
focus the attention of the country on
a few key priorities. In reality, how-
ever, most decisions involve a long
search for consensus before any ac-
tion is taken. This practice is in part
an unintended consequence of the
murderous politics of the Cultural
Revolution, a period that stressed
group consultation and that proved
enormously hazardous for anyone
who had a penchant for seizing indi-
vidual initiative. The resulting ten-
dency toward rule by committee has
subsequently become so much a part
of the system that rarely does one
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person or even one unit have the
right to make a decision. But each
unit almost always has the right to
veto a decision. This 1s, ol course, a
poor environment in which to reor-
der priorities.

Two other key impediments en-
hance the pernicious effects of the
system of consensus building. First,
career patterns in China tend to keep
an individual in only one unit, or at
most within a group of closely related
units. Thus, excepting only a small
number of key executives whose ca-
reers span several different func-
tional systems, cadres from the minis-
try down to the enterprise level
spend their entire careers in the unit
{or at most a group of functionally
related units) in which they currently
are working. This personnel assign-
ment system naturally breeds a men-
tality that essentially identifies what is
good for China with what is good for
one’s own unit. This type of “depart-
mentalism’™ makes it hard for the
Chinese to reach consensus, as for-
eign negotiators can attest.

Moreover, jurisdictional confusion
and conflict in China is perhaps inev-
itable, since three different bureau-
cratic interests have a say in virtually
all major decisions. The state admin-
istration consists both of functional
hierarchies, which are organized
largely along industry lines under
ministries and their subordinate de-
partments, and of a territorial hierar-
chy of provinces and localities. Assur-
ance that this huge state bureaucracy
will stay on the right political track is
sought through the activities of the
Communist Party administrative hi-
erarchy that parallels the govern-
ment apparatus. While the Party hi-
erarchy does not now contain all the
functional departments that exist on
the government side, Party commit-
tees with subordinate staffs do exist
at each administrative level and su-
pervise the work of their government
counterparts. Such a formidable
gauntlet of overlapping and compet-
ing bureaucracies might intimidate
even the most determined decision-
maker.

The unintended result of trying to
build so many competing demands
into the bureaucratic hierarchy is
that on any given issue quite a few
units can block a consensus. Given
the different outlooks and career loy-
alties that are likely to characterize
those in functional, territorial, and
Party units, the impediments to

reaching consensus are great indeed.
In fact, this very dithculty goes some
way toward explaining the system of
political and economic campaigns
that Mao Zedong utilized so often.
Only by mobilizing the bureaucrats
and forming special organs to run
campaigns could Mao and his col-
leagues force lower-level bureaucrats
to cooperate. This “campaign style”
had its own enormous costs, how-
ever, and has now been jettisoned.
The problem this style was designed
to overcome, however, has not
diminished.

Four basic building blocks

A detailed look within China’s bu-
reaucracy reveals internal tensions
that also impede cooperation. This

Most  people who deal
with China are still im-
pressed by the amount of bu-
reaucratic fool-dragging
they encounter . . . The ten-
dency toward rule by com-
mittee has become so much a
part of the system that rarely
does one person or even one
unit have the right to make a
deciston. But each unit al-
most always has the right to
velo a decision.

can be seen by examining the four
basic building blocks of the system:
economics, culture-propaganda, se-
curity, and personnel.

The economic bureaucracies are in
charge of economic management and
growth. A main task under the re-
forms is to enhance ethciency. The
cultural bureaucracies, by contrast,
have responsibility for maintaining a
devotion to socialism, patriotism, and
a political esprit even while political
indoctrination is being de-
emphasized.

The security bureaucracies cover
evervthing from crime and fire fight-
ing to political dissidence, counter-
espionage, and national defense. Re-
form to them means increasing their
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adherence to law, lightening political
repression, limiting foreign subver-
sion, and modernizing the People's
Liberation Army. Finally, the person-
nel bureaucracies control careers
through the maintenance of personal
dossiers and control over employ-
ment and promotion. While person-
nel units are embedded in economic
enterprises and other organs, these
units have their own sets of regula-
tons independent of their host or-
gans. Under the reform program, the
personnel bureaucracies should cul-
tivate and promote younger and bet-
ter-educated individuals and weed
out former leftists still in responsible
positions.

The reform program has had a
complex effect on each ol these
bureaucracies. Some generalizations
are, nevertheless, possible. First, the
cconomic bureaucracies have to date
gained the most overall from the pro-
gram. They have greatly enhanced
their control over economic deci-
sion-making, allowing far less intru-
sion by the Communist Party than
had previously been the case.

The power of the cultural-propa-
ganda bureaucracies, by contrast, has
been cut back. The reform program
has played down the role of politics
when previously the raison d’etre of
these bureaucracies was to enforce
political orthodoxy. By all accounts,
it is now harder to make workers and
intellectuals take political study seri-
ously, and nobody Is quite sure any-
more just what constitutes the
boundaries of the politically permis-
sible. Extensive contacts with over-
scas Chinese and with foreigners
have simply made the task of these
bureaucracies more complex and
dithicult.

The security bureaucracies are in
SOIME Ways in even a worse position.
The 2.9 million rehabilitations fol-
lowing the Cultural Revolution re-
turned to power numerous cadres
who were once detained and abused
by the security organs. This could
hardly have made their former tor-
mentors comfortable. In addition,
power within the security bureaucra-
cies has now been divided somewhat.
Whereas by the early 1970s the secu-
rity organs could easily accuse, ar-
rest, try, and incarcerate an individ-
ual “in house,” now the reestablish-
ment of a judiciary and procuratorial
apparatus constrains the public secu-
rity organs. With the great increase in
China’s contacts abroad, moreover,
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the tasks of these bureaucracies has
also become vastly more complex. Fi-
nally, in the late 1970s the security
organs lost the right to penetrate and
discipline the Chinese Communist
Party itself. Overall, itis little wonder
that indications of demoralization
and dissatisfaction have repeatedly
surfaced within the public security
system.

The military side of the security
system has also had a mixed time with
the reforms. Reportedly, high-rank-
ing officers have been disgruntled
over the denigration of Mao, have
bridled at the greater political and
cultural freedom allowed, and have
chafed under the tight defense bud-
gets that have accompanied the rele-
gation of defense to fourth priority
among the four modernizations. At
the same time, the greater stress now
given to strict training and to upgrad-
ing the combat effectiveness of the
armed forces very likely does hold
considerable appeal for many mem-
bers of the armed forces.

Finally, the personnel system has
been put in charge of cultivating and
bringing into power a younger gen-
eration of better-educated cadres.
While this may sound like a relatively
painless task to fulhill, in reality per-
sonnel work has long been closely
tied up with the personal interests
and connections of people within
that apparatus, and a sharp change in
mandate must be traumatic to many.

Of all the Chinese systems, how-
ever, this is the one about which the
least i1s known in the West. There-
fore, it is hard to judge the degree to
which the personnel system has been
discomfitted by the reform program.
It is noteworthy, though, that the
personnel system has been com-
pletely dominated by the Communist
Party in the past, and the Party used
this system to help ensure the politi-
cal loyalty of people who rose to
power. Now these same people are
being asked to make decisions on
promotions based more on age and
on educational and technical quali-
fication than on the traditional crite-
ria that stressed political loyalties.
Resistance to the new promotion pol-
icies may explain Beijing’s decision to
reestablish special personnel organs
to handle the placement of relatively
educated cadres.

The economic bureaucracies have
clearly fared better than the cultural,
security, and personnel system under
the reforms. When Westerners deal
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with the Chinese, though, they in
general meet only individuals from
the economic
cisely those who have the most to

bureaucracies—pre-

gain [rom the foreign connection.
The other bureaucracies—which re-
main hidden from view—are more
involved in Limiting the “damage”™
done by these contacts with the West.
In the past, however, they were more
powerful than the economic bureau-
cracies, and only by reversing the tide
of reform can they recapture the
power that has slipped from them
since 1978, %

Kenneth Licberthal is professor of politi-
cal science at the University of Michigan
and research associate at the u rttt'e'r‘.\.l'.'“."\
Center for Chinese Studies. He is also
partner in The China Group, a San
Francisco consulting firm that has
advised clients in the minevals and met-
als, offshore /;f'h'rrlr'iun, pha rmaceutical,
and transportation sectors. Lieberthal’s
mast recent book, coedited with Nicholas
Lavdy and published by M. I5. Sharpe in
1983, 1s Chen Yun's Strategy for Chi-
na’s Development: A Non-Maoist Al-
lernative.
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Recent r(fform.c could mark the last stage in a

30-year process.

Incentive Farming

Albert Keidel

ural revolution is raging in

China. It is not going too

far to say that the changes

are epochal. The contract
responsibility system in agriculture
appears to be the last stage in a 30-
year process of protracted land re-
form, and both the author’s very re-
cent work in rural brigades and the
statistical record for 1982 confirm
that the new system is firmly estab-
lished and very successful.

A briel description of the “house-
hold contract responsibility system”™
places it in clear contrast to the col-
lective management system of the
previous 20 years. After 1949 lands
were confiscated from landlords, dis-
tributed to cultivators, gradually
combined under mutual-aid teams
and other organizatons, and finally,
in the Great Leap Forward of the late
1950s, wholly collectivized under the
central management of communes
and brigades. This system remained
through the Cultural Revolution un-
tl 1979, when experiments began in
Anhui Province with individual
household management. Variations
of the system quickly spread, and
now more than 90 percent of rural

households have made the switch.

The main point, of course, is that
there are now real work incentives.
Though state “ownership™ still pre-
vails, the right to use the land and
other assets has been effectively
transferred to families, hence the
trend is clearly toward de facto pri-
vate ownership. The contracts signed
by houscholds and their brigades are
even inheritable in some cases, and
resemble long-term leases more than
rental agreements.

Although they show almost infinite
variety in content and style, the con-
tracts usually involve fixed mutual
obligations for delivery of outputs
and inputs. Household sales and pur-
chases outside those required are to-
tally at the discretion of the house-
holds. In other words, after meeting
its contractual oblhigations, which are
not unreasonably burdensome, what
a farmer gets depends on what he
produces.

These new incentives are having a
dramatic impact on costs, yields, out-
put mix, and other indexes of operat-
ing efhiciency. The collective system
overemphasized expensive public
works projects, Soviet-styled heavy
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mechanization, subsistence produc-
tion, and commune economic self-
sufficiency, in general. Commercial
relations between communes, not to
mention counties and provinces,
were not encouraged.

Today the individual households
are cost-conscious, waste little, and
match appropriate resources with
production needs. As a result, crop
vields are up, planting mixes are
shifting to maximize value-yields, and
a great deal of attention is paid to the
intricacies of the timing and produc-
tion details so important for good
farming.

The popularity and success of this
system has spread to more special-
ized sideline agricultural activities
and state farms. In particular, animal
husbandry, which involves the com-
plex management of animal care, nu-
tritional balance, and fodder produc-
tion, has gone almost completely
over to the new system, not only for
pigs, but for cattle, sheep, and other
animals as well.

This dramatic shift in China’s land
reform has been supported by price
changes, credit reforms, subsidies,
and other policy changes. The 1979-
80 farm price increases have been
matched by eased credit arrange-

ments with the Agricultural Bank of

China, reduced prices for selected
farm inputs (such as concentrates for
fodder), and new rural organizations
for extension and marketing. There
are even prizes and certificates given
to farmers as rewards for making
money. In sum, the reforms are un-
doing much of the radical rural poli-
cies of the 1960-70s. The abolition
of communes and replacement with
townships has already begun in Si-
chuan Province, and is expected to
spread.

any criticisms have been

leveled against the new

system, however, the

main one being that
small family farms may be less likely
to use modern inputs and the econo-
mies of scale that only mechanization
can bring. But in the areas visited by
the author, and in reports from other
widely scattered localities, farmers
and herdsmen have recognized the
problem and begun to cooperate in
the use of equipment and grazing
lands. Although it may take some
time, voluntary cooperation could
succeed where compulsory coopera-
tion failed.

The threat of unemployment is
perhaps a more serious problem, be-
cause the distribution of land and
herds to qualified individual house-

holds will leave a large proportion of

the rural population without suffi-
cient productive assets. Officials in-
sist that there is land for all, but there

are no statistics and the degree of

actual rural unemployment is diffhi-
cult to estimate. It is certainly not
serious near cities and large towns,
where the growth in services and
other industries provides more job
opportunities.

In many of China’s isolated but
heavily populated areas, however,
the incentive to migrate to cities
could increase. Until recently, such
migration had been stemmed by tight
control on urban income sources and
the distribution of urban food and
lodging. Now, free markets and pri-
vate service establishments are begin-
ning to offer alternatives to state em-
ployment and rationed food. If this
trend continues, and a sizable pro-
portion of China’s 800 million peas-
ants is forced off the land and into
cities, there could be urban staple
food shortages and serious political
repercussions.

Beijing is currently addressing the
problem by forbidding the free sale
of land, in an effort o prevent the
concentration of land holdings by
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wealthy families. In addition, the gov-
ernment is (rving (o increase nonag-
ricultural rural employment, in part
by creating satellite towns and new
urban zones in rural areas. The ofhi-
cial statistical redefinition of urban
areas has already begun.

At this stage it is important to em-
phasize that these wide-ranging re-
forms seem to be not just more radi-
cal change in a never-ending cycle. It
makes more sense to interpret the
new system as the last stage in a 30-
vear process.

Experience around the world has
shown that land reform is more than
the mere distribution of land. For
success, it also requires simultaneous
reforms in rural credit, marketing,
inputs, water, and even the organiza-
tion of local police units and their
allegiance. Land reforms in south
and southeast Asia, Latin America,
and sub-Saharan Africa have often
failed as a result of ignoring the many
supporting reforms required. How-
ever, land reform in Japan, South
Korea, and Taiwan was successful in
large part because the authorities
paid attention to them all. China’s
job of reforming these many compo-
nents of rural power was perhaps
more difficult. It was carried out
through a radical program of com-
prehensive rural leveling, with all its
well-known excesses. As a result,

AGRICULTURAL
OUTPUT
PER CAPITA

Cross value of agricultural output in con-
stant 1980 yuan per capita of rural
population.
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Sourct: Wharton Econometric Forecasting
Associates, Washington, DC. Dollar figures are
based on 1980 yuan-dollar exchange rate of
¥1.4984 per US dollar
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however, a new generation of Chi-
nese farmers is ready to till its own
land.

It is also interesting to note that
something like this happened at the
very start of the Tang Dynasty in the
early eighth century AD. After reuni-
fication of the country, land was to be
distributed to farmers for their life-
times, to be returned for redistribu-
tion at age 60. The program seems to
have lasted at most a half-generation.
Beijing’s insistence that land is still
state-owned may have a similarly
short life.

Itis also clear that the last 34 years
of Communist rule in China has fol-
lowed a pattern dating at least to the
Chin and Han dynasties in the second
and third centuries BC. Chaos is fol-
lowed by brutal reunification, which

in turn is followed by the death of

principal leaders, and a relaxation
into a stable bureaucratic system.
This finally succumbs, centuries
later, to degeneration, corruption,
and eventual chaos. China is now in a
period of initial and guarded relax-
ation after an extremely disciplined
period of reunification, and the
houschold responsibility system is an
important part of that relaxation.

The fate of China’s industrializa-
tion and population policies also
rides on the new system. An impover-
ished hinterland would cripple the
economy by cutting off the country’s
growing industry from its largest po-
tential market. Moreover, the higher
rural incomes created by the new re-
forms hold the best hope for improv-
ing the economic, educational, and
employment status of rural women.
The end result is lower long-run fer-
tility and a declining population
growth rate.

In conclusion, the rush of rural
reforms represents a very promising
component in China’s overall eco-

nomic development. The degree of

ultimate success will depend on the
pace of other reforms and stability in
the current policy pattern, which has
turned China away from Soviet strat-
egies to those of its more successful
East Asian neighbors. £

Albert Keidel has made seven extended
missions, most rf’r'r‘!'r."l)‘ m _[ul_\'—()r'{nhm'
1983, to rural Heilongjiang, Hebei,
and Inner Mongolia as a consultant to
the UN on agricultural and livestock
projects. He is senior economast for China
at Wharton Econometric Forecasting As-
sociates in Washington, DC.

14

A variety of profit schemes are at the heart of
China’s industrial reforms.

The Profit System

Barry Naughton

hina’s industrial system has
experienced a nearly unin-
terrupted series of reorgani-
zations, abrupt changes,
and noteworthy setbacks since the
reform movement began in 1978,
But in spite of the uneven progress,
factories today are managed differ-
ently than they were just five years
ago. Decisions are now made by peo-
ple closer to the factories, and more
attention is paid to market conditions
than before. Enterprises conse-
quently are marketing more goods on
their own and selling less to the state.
Meanwhile, Beijing has decided to do
something about the one problem
few thought it would ever tackle: the
country’s irrational price structure.
From the beginning, China’s in-
dustrial reformers have concentrated

on drawing up an appropriate set of

rules to govern the division of profits
between the state budget and the in-
dividual enterprise. In the five years
since 1978, Beijing has put forward
three successive “‘reforms™ of the in-
dustrial inancial system. In each pe-
riod of reform a different principle
for dividing profits has been advo-
cated, but the proportion of profits
actually retained by enterprises has
increased steadily throughout the
three periods. This progressive de-
centralization has contributed to the
increased flexibility of Chinese in-
dustry during a period of rapid
change, but has also created serious
new problems of coordination and
control.

Initial experiments

The first wave of reforms began
with the decision to let some factories
keep a fixed percentage ol their prof-
its. The resumption of worker bo-
nuses and enterprise bonus funds in
1978 had already restored a modest
link between enterprise performance

and employee rewards when, in July
1979, the regime drafied an experi-
mental profit-sharing program to be
implemented in a limited number of
enterprises in ecach province. A
group was also convened under
Zhang Jingfu, then finance minister,
to design a comprehensive reform of
the industrial management system.
This first step in reform was carefully
planned. The goal was to decentralize
financial resources down to the en-
terprise level, in order to avoid
merely transferring control from the
central government to provincial
governments. Moreover, the profit
retention scheme was carefully calcu-
lated so that an enterprise would
have to exceed its past performance
to earn extra profit,

The profit-sharing experiment
spread much more rapidly than plan-
ners had intended. At the end of
1979, Beijing was trying to limit the
number of participating enterprises
to 1,400, but within a few months was
forced to recognize a total of 6,600
participating enterprises. These were
the largest and most profitable, ac-
counting for 60 percent of the out-
put and 70 percent of the profits
under the state plan. Meanwhile, sim-
ilar experiments were being insti-
tuted under the sponsorship of vari-
ous provinces and municipalities.
The National People’s Congress
meeting in August and September of
1980 announced that profit-sharing
would be expanded to all state enter-
prises by the end of 1981, For a brief
period, a constituency seemed to ex-
ist that favored a “quick and dirty”
reform of the entire industrial
system.

This period ol experimentation
ended when problems emerged.
Profit deliveries to the state budget
declined 17 percent in August 1980,
and estimates of the government’s
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deficit were revised drastically up-
ward. The rise in consumer prices
and runaway investment spending
were also blamed on the reforms. In
December 1980 Beijing halted the
enterprise reform experiments, en-
acted strengthened price controls on
consumer goods, and drastically re-
duced spending. Planned budgetary
investment was cut by 40 percent,
enterprise bank deposits were fro-
zen, and the new program of bank
loans for fixed investment was sus-
pended. The strong medicine slowed
industrial output, and profitability
fell even more. It quickly became ob-
vious that the deflationary policies
were enlarging the government defi-
cit they were intended to reduce, and
by March 1981 the most drastic mea-
sures had been rescinded. In Septem-
ber 1981 plans were readjusted up-
ward and expansion of heavy
industry resumed.

A loss of direction

As the regime labored through
1981 to undo the harmful effects of
its deflationary policies, it again en-
dorsed programs that would allow
enterprises to retain profits. In the

spring of 1981, a second period of

change in enterprise financial regula-
tions began, centering around the
system of “profit contracts” (vinghkui
baogan). Under this system an enter-
prise and its supervisory body would
negotiate a profit “base figure,”
which the enterprise had to deliver to
the state. Enterprises typically were
allowed to retain a high proportion,
ranging from 50 to 100 percent of
profits above the base figure. This
program, too, was implemented rap-

idly. By August 1981, 65 percent of

all state enterprises had adopted the
profit contract system or some other
profit retention program, and by
carly 1982 this figure had risen to
more than 80 percent.

Because the base figure was negoti-
ated, not based on the previous year's
financial results, an enterprise with
lower planned targets or falling sales
might reasonably ask for a low base
hgure. The need for worker housing,
more raw materials, or any other fac-
tor real or invented, could be used to
justify the least profit remittance to
the state. Not only did factories seek
favorable base figures, but their su-
pervisory agencies also tried to nego-
tiate the lowest possible base figures
with their superiors. Moreover, these
base figures were negotiated in the

early part of the year when plan tar-
gets were low. When production was
stepped up in the final quarter, many
enterprises easily surpassed their
base figures and the amount of profit
retained by enterprises expanded
substantially.

The profit contract system clearly
intensified a number of bad mana-
gerial practices. Since it was in the
interest of local governments to max-
imize the amount of profits retained
by their enterprises, the profit con-
tract system increased local govern-
ment meddling in the affairs of fac-
tories under their jurisdiction.
Moreover, even the low levels at
which the profit base figures were set
did not ensure their fulfillment.
Since the setting of the base figures
was to some extent arbitrary in the
first place, enterprises could argue
that circumstances beyond their con-
trol prevented them from fulfilling
their profit quotas. As enterprises
began to dodge their responsibilities,
it soon became clear that the vast
majority were immune to the threat
of serious penalties. In Chinese
terms, the enterprises had become
“responsible for profits, but not re-
sponsible for losses.™

The “‘tax-for-profit’ reforms

In spite of its defects, this system
was retained through 1982, and as
production expanded so did the
amount of retained profits. But in

1983 the “tax-for-profit’”’ system was
introduced, and so began the third
phase of the reform. Tried in some
200 Chinese enterprises since the pe-
riod of experimentation in 1980, this
system is scheduled for adoption by
all profitable state enterprises in
1983, The tax-for-profit system in-
volves a series of taxes, paid directly
to the state, that were substituted for
the delivery of profit to an enter-
prise’s supervisory body. In their
most developed form, the taxes in-
clude: P charges on fixed and cir-
culating capital, P the existing sales
tax or “industrial commercial tax’,
P an income tax, usually set at 40—60
percent of profits, and, P an adjust-
ment tax to ('(}ll]p('llsll[(' p(]("‘ enter-
prises for the unfair advantages—
higher (state-fixed) prices, better lo-
cation, superior raw materials, and so
forth—enjoyed by richly endowed
enterprises.

The system’s implementation in
1983 falls quite a bit short of this
ideal form. Today enterprises simply
have to pay a 55 percent income tax,
or progressive income tax in the case
of small enterprises, directly to the
central government. After this tax is
collected, profit-sharing ratios and
profit contract base figures will be
recalculated in order to leave enter-
prises with approximately the same
level of retained prohits as before. In
itself, this change will have little ef-
fect on enterprises, but will greatly

BONUSES

AS PERCENT OF
TOTAL WAGE
BILL IN STATE
ENTERPRISE
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strengthen the financial position of

the central government vis-a-vis pro-
vincial and municipal governments

since it channels a large portion of

enterprise revenues through the
hands of the Ministry of Finance.

No more free capital

A parallel reform movement has
begun to shake up another once-ossi-
fied practice: ignoring the true cost
of capital by giving factories free use
of money and equipment. Only in
1979 did the government require en-
terprises to begin paying fees for
fixed capital. But the results are
mixed, as implementation was left to
local governments. Annual fees for
fixed capital currently range from
2.4 percent in Sichuan, to 9.6 per-
cent in Shanghai. Some regions have
extended the changes to a substantial
majority ol their enterprises. Again
Shanghai appears to be the leader.

Though modest, the imposition of

these fees has tightened up enter-
prise finances. With a capital-use fee
of 5 percent, income tax of 55 per-
cent, an average proft for state en-
terprises of 15 percent (as a percent-
age of fixed and circulating capital),
and assuming no adjustment tax is

levied, then only about 30 percent of

total profits remains for division be-
tween enterprises and localities.
Since enterprises are already retain-
ing about 30 percent of total profits,
this will substantially reduce the
scope for bargaining over profit de-
liveries between enterprises and their
supervisory bodies.

This is precisely the objective of

the new program. By introducing a
range of taxes and fees that reflect to
some degree the scarcity value of
capital, the system is designed to in-

troduce a much greater degree of

automaticity—and fairness—to en-
terprise finances. This should reduce
the scope for bargaining, force enter-
prises to rely more on their own ef-
forts, and make them truly responsi-
ble for profits and losses. In its ideal
form, the new system should reduce
local government interference in en-
terprise management and simulta-
neously give the central government

greater control over the division of

revenues between center and local-
ity. Of course, this ideal remains a
long way oft.

A runaway expansion drive

Another problem undermining
Beijing’s control over enterprises is
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runaway investment spending, the
unavoidable result of letting factories
retain more of their profits. As for-
eign visitors can attest, China is en-
gaged in an immense house-raising
drive, as factories throw up worker
apartments and attempt to make up
for years of austerity in other areas.
This is drawing cement, steel, glass—
and money—away from projects Bei-

jing deems more important. No

longer disposing of the investment
resources it once controlled directly,
the central government has not yet
devised any indirect instruments to
control the scale of investment. As a
result, imvestment spending during
the past five years has tended to ex-
pand beyond the scale intended by
central planners.

This investment binge has had a
number of harmful consequences. In
the first place, the competition for
construction materials has led to es-
calating construction costs. While the

state has done an adequate job of

keeping the lid on price increases for
consumer goods, costs of construc-
tion have risen at an annual average
rate of 9 percent since 1978, In 1982
the central government was able to
complete only 47 of 80 large con-
struction projects scheduled for
completion in that year, largely be-
cause of construction material
shortages.

An even more serious consequence
of the continued expansion is the fact
that the state is forced to make even
more drastic investment cuts when-
ever the situation reaches crisis pro-
portions. We have already seen how
this occurred at the end of 1980. In
1983 the state is again making ex-
traordinary efforts to control the
scope of investment by confiscating a
portion of “extrabudgetary” funds
(local government funds beyond Bei-

jing's reach), and by enforcing a

stringent system of priorities to guar-
antee construction supplies for cen-
tral government projects. The need
for continued dramatic interventions
in the economy creates a vicious cycle
of administrative interference in
which a climate of instability makes it
increasingly difficult to hold Chinese
(and foreign) enterprises responsible
for their own decisions. Since 1m-
porting is one of the few areas in
which the central government retains
a high degree of control, the tempta-
tion is strong for the government to
restrict imports of capital goods in
order to hold down the overall scale

of investment. This is undoubtedly a
factor behind the low level of Chi-
nese imports in the past few vears
and giant accumulation of foreign
exchange reserves abroad.

Prospects for an immediate change
in this situation are not good. In fact,
China’s ability to control investment
has always been quite limited and the
recent financial reforms have only
attenuated that control. While the
regime so far has absorbed much of
the fluctuation in investment de-
mand by cutting back central govern-
ment investment, it ('uul(ljnsl as well
restrict access to hinancial resources
that the industrial reforms originally
hestowed on enterprises.

Seeking “‘basic” price stability
Further progress in industrial re-
forms depends crucially upon Chi-
na's ability to overhaul its distorted
price system. Some limited progress
has been made in this direction in the
past five years, both through the ad-

justment of planned prices and by

allowing market forces a greater role
in setting prices. But it must be said
that the distance traveled so far is a
small fraction of the distance that
remains. Chinese industry suffers
from the long-term undervaluation
of most basic raw materials, including
foodgrains. This gives processing in-
dustries artificially high levels of
profit. Eventually, the government
will have to raise the price of raw
materials enough to provide some
return on capital in those sectors (at
least sufficient to provide for re-
placement investment), and raise
wages and the sales prices of basic
foodgrains to reduce the massive
subsidies attached to grain consump-
tion. But too-rapid steps in this direc-
tion could ignite serious inflation,
and the regime is loathe to upset the
“basic stability”” of consumer prices.

During the past five years, planned
prices of some of the most seriously
undervalued commodities have been
adjusted upward, including coal,
iron, timber, and cotton cloth. At the
same time, prices of machinery and
some consumer durables either have
been set lower, or allowed to float
downward in response to excess sup-
ply. While these price adjustments
have reduced the profit margins for
downstream producers, they remain
woefully inadequate to resolve the
underlying undervaluation of raw
materials. The Chinese fully recog-
nize this problem, and are in the
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midst of computing a full set of new
prices on the basis of an 80-sector
input—output table compiled during
1982, Current plans call for the im-
plementation of a comprehensive
wage and price reform in several
stages, possibly beginning in 1985,

In some cases the government has
used the power of taxation to com-
pensate for its seeming powerless-
ness over prices. In the space of a few
months, the government reduced
sales taxes on several items in short
supply, such as soap and milk pow-
der, thus increasing profit margins
and stimulating output. Similarly,
taxes were raised on some items in
excess supply, such as automobile
tires. Also in mid-1983, a 50 percent
tax surcharge was imposed on fac-
tories burning crude oil in industrial
furnaces. A few months later, a value-
added tax was substituted for the for-
mer sales tax in several industries,
including agricultural implements,
bicycles, and sewing machines, a shift
designed 1o eliminate double tax-
ation and encourage specialization
and cooperation in the production of
these items. These changes reflect a
new sophistication, and a willingness
by the government to use “‘economic
levers” to control aspects of indus-
trial production that are relatively
decentralized and closely linked to
consumer markets.

Letting markets do their job
Another promising development is
China’s greater willingness to let fac-
tories sell products on their own.
This is beginning to force producers
to take a serious look at what the
market wants, as opposed to what
planners want. The practice of “se-
lective purchasing’ is the mechanism
bringing factories in closer touch
with markets. Begun in 1979, and
expanded nationwide in May 1980,
selective purchasing releases the
Ministry of Commerce from the ob-
ligation to buy the entire output of a
given factory. Instead, commercial
units only purchase the quantity of
output that they judge to be saleable.
The enterprise is then free to market
on its own the output that commer-
cial units have declined to purchase.
Even for products in great demand
that commercial organs used to buy
up, factories have generally been left
a small percentage (typically 3-5 per-
cent) of their output to market on
their own. All sales are supposed to
be made at the ofhcial state prices,

though factories that sell on their
own can collect the wholesale and
retail markups. By 1981 direct fac-
tory sales accounted for 9.2 percent
of total retail sales. Considering that
basic food products account for over
half of retail sales, this is a large
proportion of industrial consumer
goods output.

The marketing of producer goods
is more complicated. For a long time,
local governments have disposed of a
portion of producer goods output
without going through central plan-

How much has really
changed since 1978? The
country’s industrial system
certainly remains weakly
planned, and overwhelm-
ingly bureaucratic. Fac-
tories are still most likely to
attain “‘economic results’ by
currying favor with their
superiors. Yet it would be
unrealistic to expect such be-
havior to disappear in only

five years. What is most sig-

nificant is that the reform
movement has been sus-
tained for five years despite
succeeding waves of new
problems.

ning agencies. In the case of prod-
ucts like coal, cement, and iron, the
proportion of output under local
control is over 50 percent, and still
rising. For many of these products,
provinces have the authority to set
within-province prices, and for
scarce products, these prices have
been higher in general than centrally
set prices, though quality is usually
lower. Following the introduction of
the profit-retention systems, enter-
prises increasingly have been allowed
to market their above-plan output, if
they can arrange inputs themselves,
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and sometimes a fraction of in-plan
output, as well. This has released a
large quantity of producer goods
from the control of central planners.
Materials from both these sources
in which
more coms-

flow into “‘quasi-markets”
materials are sold, or
monly bartered, at relative prices
that come substantially closer to what
a free market might dictate than the
state-set prices.

One of the most prominent of the
quasi-markets is the barter trade be-
tween provinces. The province of
Shanxi, China’s largest coal pro-
ducer, contributes 60 million tons of
coal annually to the state’s allocation
system, but also disposes of an addi-
tional 10 millhhon tons above and be-
yond its own needs. This coal is
swapped with coastal and southern
agricultural provinces for grain, con-
sumer goods, and sophisticated ma-
chinery and technical advice.

The central authorities regard this
trade with ambivalence. It is legal,
and in some respects encouraged,
but the authorities try to ensure that
transactions take place at state-set
prices. Because these thousands of
arrangements are largely voluntary,
however, and central authorities
have no way to monitor them, this
intention is almost certainly frus-
trated. Since mid-1983, Beijing has
redoubled its efforts to stop large
centrally run enterprises from divert-
ing materials to quasi-markets at
prices higher than the officially set
prices. This is one part of the cam-
paign to keep high-priority construc-
tion materials from being diverted to
low-priority projects.

The quasi-markets, Beijing be-
lieves, are also aggravating the state’s
budget crisis. This is because large-
scale enterprises, which turn over the
most profits to the central govern-
ment, are forced to buy higher-
priced goods on quasi-markets each
time the state supply system breaks
down. This is precisely what worries
central planners: If supplies are not
guaranteed, the country’s largest en-
terprises will experience rising costs
that will reduce the profits the state
so desperately needs. Indeed, the to-
tal amount of losses in industrial en-
terprises has remained roughly con-
stant since 1978, at around 4 billion
per year. But whereas in 1978 over
half of these losses accrued to inef-
ficient rural steel and fertilizer plants
that have now been shut down, to-
day’s losses are borne by formerly
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prohitable factories (and newly estab-
lished factories) hit by rising costs.

This crisis is heating up a long-
running debate over the role of
large-scale enterprises in the indus-
trial reform process. Chinese indus-
try is marked by a pronounced dualis-
tic structure. While 2,200 “key-
point” factories account for a third
of gross output and slightly more
than half of all profits and taxes, a
mere 97 enterprises account for 15
percent of the profits and taxes deliv-
ered to the state budget. Under these
circumstances, some planners appar-
ently are tempted to tighten their
grip over the giant enterprises to as-
sure budgetary solvency, while per-
mitting reforms to go forward in the
vastly more numerous small and me-
dium-sized enterprises. As of late
1983, planners have at least tempo-
rarily succumbed to this temptation.

In the long run, however, it will be
impossible to proceed with a reform
program that splits the industrial sys-
tem into two sectors, as there are
simply too many links between the
two sectors. But as a short-run strat-
egy, tghtening discipline over the
large-scale state sector may indeed
provide a “bridge” between China’s
former centrally planned economy,
and a future market-oriented
economy.

Returning to the original question:
How much has really changed since
19787 The country’s industry cer-
tainly remains weakly planned, and
overwhelmingly bureaucratic. Indi-
vidual factories are still most likely to
attain “‘economic results” by curry-
ing favor with their superiors, who
reportedly are as likely to thwart ini-
tiative as to reward it. And a factory
that does not wish to participate in a
potentially threatening competitive
environment still has ample bureau-
cratic nooks and crannies in which to
hide.

Yet it would be unrealistic 1o ex-
pect such fundamental behavioral
characteristics to disappear during
only five years. What is most signih-
cant is that the reform movement has
been sustained for five years, and the
response of the regime to succeeding
waves of new problems has not been
to abandon the reform process. In-
stead, important new roles for mar-
ket forces have been found, a major
financial decentralization has oc-
curred, and steps toward a more ap-
propriate price system have been
taken. If the Chinese are able to build
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upon these achievements and accel-
erate the pace of reform, we may
begin to see fundamental changes in
the behavior of China’s managers
and workers. But if the pace slows, it
will probably be followed by dramatic
restrictions on investment, which will
paralyze the reform process for a
long time to come. %

Barry Naughton is assistant professor of
economics at the University of Oregon.
He has recently returned from a year of
research on the industrial planning and
management system in China, hosted by
Wuhan University. This semester he is
teaching a course on the economy of
China at Yale University.
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Linking pay and /)e*;j‘ormance has created new
pmble-ms for management.

Rice Bowl Reforms

Andrew G. Walder

y the mid-1970s China
could no longer afford to
ignore its mounting labor
problems. A decade-long
policy of extreme austerity had abol-
ished all incentive pay and led 1o a
substantial decline in wage levels, and
consumer goods remained rationed
and in very short supply. Quotas and
other tools of labor discipline had
fallen into disuse, or else had been
abolished outright. Rules regarding
labor discipline often went unen-
forced by managers fearful of the
political consequences of punishing
members of the working class. Sloth-
ful work, poor quality, and high rates
of absenteeism became the normal
state of affairs. The general malaise
spilled over into a mini-wave of
strikes in 1975, The strikes in
Hangzhou were so large that the
army was called out to restore order.

Several national leaders, notably
Zhou Enlai and Deng Xiaoping, had
urged basic changes in prevailing la-
bor and wage policies from the early
1970s, but it was not until after the
death of Mao that they could put
their ideas into practice. Since that
time, industrial wages have risen con-
siderably, incentive pay has been re-
stored, and labor discipline enforced
more vigorously. These wage and in-
centive policies represent not so
much an innovative reform of the
Chinese system as a restoration of the
practices of the early 1960s, widely

deemed to have been relatively suc-
cessful. Based on practical experi-
ence rather than ideological pre-
scriptions, these new (or rather, old)
policies are designed to meet the la-
bor problems head-on. And as in the
1960s, these policies have created
their own set of problems.

No wage increases for 11 years

China's current labor problems
stem from a long and sustained fall in
real wages after 1964, and the total
abolition of incentive pay in the de-
cade after 1966. As originally envis-
aged in the mid-1950s, China's in-
dustrial workers were to be paid
according to an eight-grade scale,
with raises for substantial numbers of
deserving workers every two-three
years during national “wage read-
Justments.” By 1958, many Chinese
leaders, and especially Mao, decided
that urban workers should not re-
ceive increased pay as long as there
was surplus labor in the economy.
This policy was enforced during the
decade of remarkable austerity that
began with the Cultural Revolution
in 1966. There were no perfor-
mance-related wage readjustments
from 1963 1o 1977.

The effects of this austerity are just
becoming clear. Recently released
Chinese statistics show a decline in
the average annual state industrial
wage, from the peak of ¥741 in 1964
to ¥632 in 1977, This represents a
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nominal decline of 15 percent, and a
decline in real wages of 20 percent
after adjusting for inflation. By 1977
the average state-sector industrial
wage, in constant prices, had
dropped so far that it was lower than
it had been a quarter century earlier,
in 1952, Workers coped by putting
more family members to work, but
such prolonged austerity took a terri-
ble toll on motivation.

The abolition of monthly produc-
tion bonuses from 1966 to 1977
compounded the problem. Instead
of bonuses, workers were paid a
monthly “supplementary wage"
equal to the average monthly bonus
of prior years. It was completely un-
related to work performance or at-
tendance. Workers hired after 1966
did not get this supplement, and this
eftectively lowered the average wage
of the younger generation by an
amount equal to one pay grade.

Slack management practices wors-
ened the situation. Virtually all labor
management and supervision systems
were abolished as “capitalist” during
the Cultural Revolution, and their
restoration was resisted through the
mid-1970s. Setting quotas, inspect-
ing work, and keeping production
statistics—if such things were done
at all—were token efforts. Rules
specifying punishment and fines for
absenteeism, leaving the work post,
and failing to meet quotas went un-
enforced—not only because there
were no inspection systems to detect
this kind of behavior, but also be-
cause managers were afraid to be
censured for “suppressing the work-
ing class.”

Removing the Political Stigma
China’s post-Mao leadership ap-
proached the problem with a clear
sense of its causes, and with a
straightforward prescription: Re-
store the practices that had once
proved effective. Since 1977 two ma-
jor wage adjustments, and one minor
one, have given wage increases to 83
percent of China’s industrial labor
force. The average annual wage in
state enterprises had risen from ¥632
in 1977 to ¥852 in 1981 —a nominal
increase of 35 percent and a real
increase of 20 percent in only four

years.

The link between pay and perform-
ance is being restored, as well. The
most recent readjustment made an

effort to tie raises to evaluations of

worker performance. Monthly and

yearly production bonuses also have
been widely revived. By 1981, 17 per-
cent of the national wage bill was
paid out as production bonuses, up
from zero only five years before.
These changes reflect the growing
political pressure on managers to re-
ward good performance. Managers
have begun restoring quotas, shop-
floor inspections, and statistics. And
the political stigma attached earlier
to productivity is gone.

A more innovative reform—dis-
cussed in the early 1960s but never
widely implemented—was first
adopted in 1978, when large-scale
enterprises began to be allowed to
retain a percentage of their above-
target profit for the bonus fund. This
reform created larger bonuses and
tied them to increased productivity.
Managers were also allowed to retain
percentages of above-target profit
for renovating their machinery or ex-
panding capacity. Both of these
funds rise and fall with a factory's
profit, and are designed to give both
managers and workers enhanced in-
centives for productivity. Since 1981
most of China’s large and medium-
sized enterprises have used a form of
this scheme. This system goes far be-
yond what was permitted in the
1960s when enterprises drew their
bonus funds as a fixed percentage of
the wage bill (generally 6-9 percent,
depending on the industry). If the
lil('l()l'y met 1ts lzll‘gt“ls. bonuses were
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paid in fixed amounts, regardless of
the degree of plan overfulfillment, or
the actual profit attained. Whatever
profit the factory did make was remit-
ted to the state.

The productivity enigma

Despite the new measures, how-
ever, labor productivity has yet to
show a marked improvement. Per-
worker productivity in state indus-
trial enterprises increased only 6.5
percent during 1978-81 in terms of
constant dollars, and virtually all of
this increase came in 1979, Labor
productivity actually declined in
1981 and did so in 10 of 15 indus-
tries—most notably in machine
building and petroleum, where the
decline approached 10 percent.
When one considers that workers'
real wages increased 20 percent over
the same period, it is clear that indus-
try is getting less output per labor
dollar than before the reforms. The
decline in heavy industrial output,
for example, pushed labor productiv-
ity figures down and may have
masked some improved worker per-
formance, but it is equally clear that
any upward trend in productivity is
not yet measurable.

Nonstatistical evidence reveals a
similarly mixed picture. Emigre
workers interviewed by this author in
Hong Kong during 1980 generally
confirm that absenteeism, theft, and
indiscipline declined quickly after

CONSUMER
GOODS OWNED
BY URBAN
WORKERS

Average number consumer durables per 100
households in 1982.

Wrist-
watches

249
147 | Bicycles

Radios

Sewing
Machines

TV Sets

Washing
Machines

Soukce: State Statistical Bureau, Beyjing.
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China’s managers are already
rational—what is needed are incentives
to make it rational for them to be efficient.

1978, while interest in new skills and
after-hours training increased, but
output per worker reportedly re-
sponded much more slowly. Press re-
ports and academic “investigation re-
ports” published in China carry the
usual share of model success stories,
but many other articles have decried
continuing sloth and worker indisci-
pline. Beijing’s constant criticism of
the “iron rice bow!” (China's system
of unbreakable job security) and the
1982 enactment of harsher punish-
ments for recalcitrant workers un-
derscore official frustration with the
limited success of the incentive
reforms.

More disturbing to the govern-
ment has been the emergence of un-
desirable labor and management
practices that are the unforeseen
outgrowth of the new policies. One is
the reported upsurge in disputes
over wages. The second is related to
the first—managers and workers en-
joy greater incentive pay, but seem to
prefer the old practice of distributing
bonuses equally to all with only a
loose connection to individual per-
formance. As a result, bonus funds
have been skyrocketing as managers
successfully evade accounting
regulations.

Complicating Side Effects

It seems paradoxical that the sharp
wage increases in recent years should
lead to rising tensions over wage mat-
ters. However, many workers appar-
ently fear, with justification, that the
recent pay raises are just an expedi-
ent to make up for the losses of the
past 20 years, and do not represent a
new era of constantly rising wages.
This fear reportedly led to wide-
spread and disruptive haggling over
the evaluations that accompanied the
pay raises in 1979-80. Other issues,
such as the decision to abolish as
redundant the “‘supplementary
wages' that older workers have come
to regard as part of their fixed sala-

ries, have added to the atmosphere of

contention.

Efforts to tie bonus pay more
closely to worker output have been
vigorously resisted, as well. China’s
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workers have become accustomed
over the years to a relaxed pace of
work, and the long absence of clear
work rules and norms for earning
quotas have made it hard for people
to agree on what constitutes a fair
day’s work. China now faces the
enormous task of reestablishing work
standards almost from scratch. Such
a colossal effort has led to all the
predictable problems: Workers re-
portedly slow down when new quotas
offend them, haggle over the assign-
ment of “hard” and “soft’" jobs, ne-
glect quality standards to overfulfill
their quotas and intimidate quality
inspectors, engage in ‘‘chiseling,”
and refuse jobs that have impossible
quotas. Now that labor relations re-
volve around money once again, Chi-
na's managers confront problems
that they have little experience in
handling.

Playing it Safe

Managers appear to have re-
sponded conservatively and rational-
ly to the new tensions in labor rela-
tions. The surest way to anger
workers, managers quickly learned,
was to put them on a tight quota
system and then neglect to measure
their output accurately, or make
them wait for tools and parts. Some
managers have understandably taken
the easy way out by distributing bo-
nuses more or less equally regardless
of individual output—which they are
ill-equipped by training and experi-
ence Lo measure or supervise anyway.

One symptom of this management
response is the huge increase in the
payment of bonus funds from 19738
to 1981—an increase that has out-
stripped state limits and exceeded
any improvement in enterprise per-

Andrew G. Walder is assistant professor
of sociology at Columbia University's
Fast Asian Institute. He received his
Ph.D. at the University of Michigan in
1981, and in 1979-80 interviewed re-
r'f'n!!y emigrated Chinese managers, en-
gineers, technicians, and industrial
workers living in Hong Kong. This arti-
cle also draws on the author’s visits to
China it 1980 and 1952.

formance. In late 1978 the State
Council limited bonuses to 8-12 per-
cent of a factory’s wage bill. Yet ac-
cording to the Shanghai journal So-
ctal Seience, a 1980 survey of 90
factories in Chongqing showed that
bonuses comprised 40 percent of the
wage bill for that year, and bore no
relation to improved enterprise
profit performance. In Shanghai,
where labor productivity dropped by
I percent and profits increased by
only 4 percent in 1980, bonuses in-
creased by 22 percent. In Liaoning
Province in the same year, labor pro-
ductivity dropped by 1 percent, and
industrial output value rose by 8 per-
cent, yet bonuses rose 53 percent.
Fven factories that were losing
money were reporting large increases
in bonuses paid.

Nor were the increased bonuses
being handed out according to indi-
vidual performance. Factories in the
Shanghai Textile Bureau, described
as typical by one Social Seience writer,
paid out one-third to one-half of
their bonus funds equally to workers
at the end of 1980. Even the portion
of bonuses handed out monthly after
the evaluation of worker perform-
ance were often being distributed
with scant regard to performance.
Evaluations were often superficial or
pro-forma, differences in the sizes of
bonuses were set too small to matter
to workers, and in many cases work-
ers took turns receiving the higher
bonuses anyway. These practices
have been widely decried as “egali-
“eating from the
same pot,”” but there is little evidence
that the practices have been
curtailed.

Managers have often turned to a
number of bureaucratic, sometimes
illegal, strategies to inflate these bo-
nus increases. The old bureaucratic
game of hiding slack capacity and

tarianism’ and

past output still pays dividends in a
system where profit targets—the
chief measure of enterprise perform-

ance
formance. Managers who have been
most successful at this game in the
past are rewarded preferentially,
since they can now overfulfill profit

are based on past years’ per-
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targets in a way that allows them to
retain the maximum amount of
funds. Added to these old and ac-
cepted strategies are some new and
illegal ones—the covert raising of
prices and cutting of costs by skimp-
ing on quality; the filing of false re-
quests for overtime pay; the use of
plant welfare funds as wage supple-
ments; and the arranging of cash
kickbacks between industrial suppli-
ers and their customers—to cite the
most common practices exposed in
the Chinese press.

Reforming the Reforms

China’s leaders appear to have
drawn the only possible conclusion
from their experience of the past
seven years—that wage reform can
move forward only in conjunction
with other economic reforms. First
of all, real wages cannot be raised too
rapidly as long as unemployment ex-
ists. China’s industry currently faces
the prospect of absorbing a large and
growing pool of unemployed youths,
and this makes a large claim on wage
funds that would otherwise go to-
ward pay increases for currently em-
ployed workers. Secondly, workers
are only one of many competing
claimants on the state budget, and
the fiscal austerity of the period since
1980 has curtailed further rounds of
wage increases. And thirdly, sus-
tained increases in wages require a
shift in the composition of industrial
production toward consumer goods
in order to meet additional demand.
If the shift is not fast enough, the
incentive effect is dulled. Workers’
wages did increase faster than did
consumer goods production in
1977-80, and this is another reason
why China’s leaders may plan a more
gradual rate of wage increase in the
future.

Meanwhile, China has turned its
attention to punishing workers and
managers who break regulations. In
early 1982 a new set of national puni-
tive regulations for industry was re-
leased by the State Council and given
wide publicity. Discipline ranging
from fines to imprisonment were
specified for violations by workers
and managers. There is also a move-
ment away [rom positive wage incen-
tives and a return to the “spiritual
incentives” of the Maoist era. Fac-
tory party secretaries are now declar-
ing that “bonuses are not omnipo-
tent,”” and that they must go
hand-in-hand with intensified politi-

cal education that instills a sense of
duty to the nation. Other enterprises
are also experimenting with “floating
wages’ and contract hiring systems
for regular workers that threaten
heretofore sacred wage and job
security,

In the long run, wages can only be
tied to individual performance when
well-functioning—and enforce-
able—systems of quota-setting,
record-keeping, and inspection exist.
This will not happen as long as the

irrationality of the current system en-
courages managers to evade fiscal
controls and inflate their bonus
funds. China's economists are now
calling for more strict fiscal controls
over enterprises, including taxes on
fixed capital, and reform of the coun-
try’s irrational price structure so that
profits more accurately reflect enter-
prise efficiency. China’s managers
are already rational—what is needed
are incentives to make it rational for
them to be efficient. %
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The gap between urban and rural livz'ng stan-
dards is growing at the state’s expense.

Subsidies

Nicholas R. Lardy

eijing’s efforts to expand

the role of the market have

been undermined by grow-

ing distortions resulting

from price subsidies. Such subsidies
were relatively small in the 1950s.
But they grew rapidly during the
1970s and have skyrocketed since the
economic reforms bhegan. Nearly
one-fifth of China's national income
is currently devoted to subsidizing
the living standards of urban workers
and their dependents, who constitute
only about 15 percent of the coun-
try's total population. The political
consequences could be serious if the
gap between urban and rural in-
comes continues to widen. As subsi-
dies have grown more rapidly than
wages, foreign firms in China have
found their wage costs escalating,
since the wage rate they pay implicitly
includes the value of price subsidies.
The problem began when Beijing

Nicholas R. Lardy is associate professor
of economics at the University of Wash-
mmgton’s Henry M. [ackson School of
Iiternational Studies. The article draws
upon the more detailed analysis con-
tained in the author’s World Bank Staff
Working Paper No. 606, Agricultural
Prices in China, published in September
1983,
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decided to keep the prices of food,
housing, and other important goods
and services artificially low by subsi-
dizing their costs of production. As
the real—but disguised—costs of
goods and services have risen, so has
the strain on the state’s financial re-
sources, though only recently has it
been possible to measure the magni-
tude of the subsidy of certain con-
sumer goods.

Subsidies and fringe benefits ac-
cruing to the 75 million workers and
employees of the state in 1978, the
vear for which the most complete
data are available, averaged ¥526 per
worker. Subsidies were the equiva-
lent of 82 percent of the nominal
average wage of each worker and cu-
mulatively absorbed a staggering 13
percent of national income. By far
the most important subsidy program
is that for rationed cereals and edible
vegetable oils, which are sold at litdle
more than halfl of their costs to the
state. These subsidies cost the state
¥179.6 per worker in 1978,

But a broad range of other con-
sumption items of the urban popula-
tion is also subsidized. Housing rents
for state employees typically were
equal to only 3—4 percent of nominal
income, and covered only a quarter
of state costs. The subsidy was ¥85.3

n



per worker but would be substan-
tially higher if the underlying cost
measure provided adequately for
capital costs and depreciation. Re-
tirement, disability, mater-
nity, and other benefits administered
through the labor insurance system
are worth another ¥67 annually per
worker. Health care benefits cost the
state ¥48.3. Other services provided
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through work units, such as subsi-
dized day care, worker recreation fa-
cilities, and a broad range of other in-
kind benefits cost the state another
¥119.5 per worker.

In addition, there are three other
less-known subsidy programs. Coal
for home heating and cooking is sub-
sidized at amounts to
¥10.1 per Employees that
live a certain distance from work (the

a rate that
worker.

THE
WIDENING
INCOME

GAP

The modest 10
yuan subsidy re-
ceived by the aver-
age Chinese peas-
ant in 1982
amounted to a
miniscule fraction
of the nearly 900
yuan in price sub-
sidies and benefits
enjoyed by the
average state
worker. In recent
years the gap has
grown worse, as
the higher prices
paid to peasants
since 1978 have
not kept pace with
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subs:dtes to urban
workers during
the same period.

criterion of more than three bus
stops is often used) are eligible for
subsidized bus tickets. This benefit is
worth another ¥6.3 per worker, but
because this is an average figure, the
few workers who do commute proba-
bly receive a subsidy far in excess of
¥6.3 per year. Finally, those workers
who have a spouse assigned to a work
unit in another city receive a special
travel subsidy to underwrite the cost
of an annual visit. Not including the
extra vacation time to which such
workers are also entitled, this subsidy
averages ¥10.0 per year although the
amounts collected by those eligible
must be several times this great.

By comparison, the subsidies and
fringe benehts for rural households
are quite modest, and most, for ex-
ample, are not eligible for food subsi-
dies. In 1981 food subsidies averaged
¥4.5 per capita—only about 2 per-
cent of the value of subsidies of mem-
bers of households in which there
was a state employee. Peasant hous-
ing is privately owned and its costs
are borne entirely from peasant in-
come. Peasants are not eligible for
retirement, survivor, disability, ma-
ternity, and other benefits provided
with state funds through the labor
insurance system and they receive no
travel or heating subsidies.

Subsidies for the health and wel-
fare programs that exist in the coun-
tryside are financed through retained
earnings of collective units and state
budgetary funds allocated for “‘rural
relief.”” In recent years the program

financed from these two murces‘ of
funds have averaged about ¥4-5 per
from

capita—with ¥3-4 retained

v
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Sousces: Author’s estimates based on Chinese State Statistical Bureau data. "Includes collective income, private income from subsidiary activities, and the cash value of in-kind consumption.

**Price subsidies and fringe benefits. Artwork by John M. Yanson
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Nearly one-fifth of China’s national income is currently devoted
to subsidizing the living standards of urban workers and their dependents.

earnings and about ¥1.5 from the
state budgert.

Thus all price subsidies and fringe
benefits accruing to peasants total
less than ¥10 annually, a miniscule
portion of the benefits of privileged
state workers.

ubsidies have grown substan-
tally since 1978, Another
¥150 per year probably can
be added to the subsidy re-
ceived by each state employee, be-
cause of the government’s decision
to keep the retail prices of wheat
flour and rice unchanged following
the 50 percent increase in the state’s
procurement prices of cereals.
Fringe benefits financed through the
labor insurance system in 1982 cost

the state almost two and one-half

times those of 1978, although the
number of state employees increased
only 15 percent. Housing subsidies
have also skyrocketed. The state com-

pleted an unprecedented number of

urban housing projects totaling more

than 350 million square meters of

living space between 1978 and the
end of 1982, Although rising wages
and materials prices have pushed up
unit construction costs by an average
of 10-15 percent annually, rental
charges per square meter have not
been adjusted.

Cumulative subsidies of urban
state workers have increased far
more rapidly than nominal wages
over the past five years. The average
wage of state workers rose from Y644
in 1978 to ¥836 in 1982, an increase
of about 30 percent. Over the same
period the value of subsidies and
fringe benehts increased from ¥526
to almost ¥900.

Growing subsidies for food, hous-
ing, and other consumption goods
have substantially enlarged the gap in
real living standards between urban
and rural areas. Even during the

Maoist era, when the elimination of

this gap was a priority policy goal and
nominal wages of state employees
stagnated, the hidden subsidies for

the growth of price subsidies from
which urban workers benefit so
greatly.

Subsidies have not only worsened
the distribution of income but have
inhibited the development of market-
ing. Indeed, the budgets of some lo-
cal procurement and supply authori-
ties can no longer cover the losses
caused by the combination of rising
purchase prices and fixed ration
prices, with the result that state pur-
chases of cereals have actually de-
clined in some cases. This has
thwarted the state’s announced pol-
icy of increasing its purchases at
higher prices.

Consequently, the state has be-
come increasingly dependent on im-
ported wheat to meet urban con-
sumption requirements. But the
two-thirds increase in wheat imports
since the onset of reform in 1978 has
been extremely costly to the state
treasury. Wheat is imported at the
world price but flour is sold at the
domestic ration price, which has not
changed since 1965 and is not even
10 percent above the price that was
established in 1952, The subsidies
necessary to resell imported wheat at
an unchanging domestic price now
cost the state several billion yuan
annually.

Finally, the absolute cost of Chi-
na’s rationing system is large and
growing. The use of coupons to ra-
tion basic food commodities for as
many as 160 million or so urban resi-
dents covered by the system, other
than on a temporary wartime basis, is

CHINA’S SKYROCKETING
SUBSIDIES FOR URBAN

WORKERS

Compensation
per year in
current yuan

750 >

500 =

unprecedented.

Moreover, the political costs of ex-
cluding the majority of China’s popu-
lation—the peasantry—{from this ur-
ban rationing system could be
escalating. As more peasants try to
move to cities, the State Council has
had to enforce ever more stringent
regulations to stop them. The system
of internal passports, which is sup-
posed to prevent peasants from tak-
ing up permanent urban residence, is
being supplemented with more strict
regulations to deny rationed food-
stuffs to those peasants who manage
to inhltrate urban areas. Thus the
personnel of the Ministry of Com-
merce, the state agency that adminis-
ters the food rationing system, are
now supplementing the internal se-
curity forces to prevent rural to ur-
ban migration.

Beijing has considered plans to re-
duce subsidies, particularly for basic
foods and housing, but thus far any
decision has been deferred for both
technical and political reasons. Re-
ducing subsidies would require a
complex set of price changes and
wage adjustments. The leadership
also faces a fundamental dilemma.
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Subsidy and
fringe benefits

About 80 percent of the total income of state

urban workers grew dramatically. Al- employees came from wages in 1962, and only 20 Wages
though peasants have benefited since percent from subsidies. But the subsidy share rose
¢ o . . 250 » to approximately 45 percent by 1978, and to well
1978 from the higher prices they re- over 50 percent by 1982.
ceive for farm products sold to the
state, the gap between the real in- <
come of state workers and peasants T TR T AT R S T T T YT TR e
has widened, in large measure due to vo52 1957 1962 1967 1972 1977 1982
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On the one hand it is reluctant to
make explicit the degree to which
past policy has favored state employ-
ces and their dependents. Thus it
would be unwilling to eliminate sub-
sidies and raise wages enough to
maintain the current relatively high
standard of urban living. On the
other hand, the leadership would be

taking a risk if the wages of urban
residents were not increased to fully
compensate them for any subsidy
that may be eliminated. Urban work-
ers have come to regard such subsi-
dies as a birthright rather than a ben-
efit, and the leadership has been
unable or unwilling to challenge this
view. &
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The reforms have clearly intensified the old game

of economic survival.

Bureaucratic
Competition

Susan L. Shirk

Ithough some communist
officials abhor competition
and try to avoid it, the re-
cent economic reforms
have increased competition through-
out China’s economy. Enterprises
want to break into new domestic or
international markets—and protect
their old markets—in order to earn
more profits and foreign exchange.

Because prices are set by the state
and the other monopolistic condi-
tions of the command economy are
still in eftect, this rivalry is more akin
to bureaucratic warfare than true
“market’” competition.

The contest between the heavy and
light industrial ministries is particu-
larly revealing. The Ministry of Ma-
chine Building (MMB), for example,
recently decided to enter the lucra-
tive consumer goods market for
washing machines and refrigerators.
When the Ministry of Light Industry
resisted this challenge to its monop-
oly, the State Economic Commission
had 1o call a meeting among several
ministries to divide up the burgeon-
ing market for 10 high-volume con-
sumer products. MMB emerged vic-
torious, with a sizeable share of the
washing machine and refrigerator
business. (In washing machines, it
was awarded the multi-cycle and
washer-dryer machines, while the
Ministry of Light Industry kept the
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simple machines.)

Such turf warfare is commonplace.
The Petroleum and Geology minis-
tries have fought for control over
offshore oil exploration, and the Fi-
nance Ministry has clashed with the
industrial ministries and local gov-
ernments over tax issues. Perhaps the
only unique feature of the on-going
heavy-light industrial dispute is its
one-sided results.

Of course, the Ministry of Machine
Building enjoyed advantages from
the start. Since the early 1950s, for
example, the ministry has benefited
from investment policies that have
emphasized heavy industry, and its
plants have been allowed to supply
equipment to domestic enterprises
under virtual monopolistic condi-

Susan L. Shirk is associate professor of

political science at the University of Cali-
fornia, San Diego. She is currently re-
searching and writing a book on the
implementation of the post-1978 eco-
nomic reforms in China, with special
emphasis on foreign trade and invest-
ment. During visits to China in 1980,
1981, and 1982 she interviewed factory
managers and economic officials, and
plans to spend the 1984-85 year in
China conducting research as a Rockefel-
ler Foundation International Relations
Fellow.

tions. Not surprisingly, the value of
the ministry’s output expanded at a
rate of about 20 percent a year for
almost three decades. By 1978 nearly
one-third of all industrial enterprises
in China were machinery factories.
(With the increase in the number of
processing plants, the number is now
closer to one-fourth.)

When other industrial ministries
began to modernize their factories
with sophisticated equipment im-
ported from abroad, the MMB de-
manded a policy of “*buy Chinese.”" It
was successful in reestablishing un-
der its control a 1950s institution,
the special Equipment Approval Di-
vision, which has the power to ap-
prove all factory equipment imports,
even those for joint ventures. Re-
quests are first submitted to the State
Planning Commission, then passed
on to the division. If the ministry
determines that one ol its factories
can produce the same piece of equip-
ment (regardless of cost), it vetoes
the import. In a few instances, the
MMB has even prevented the Metal-
lurgical and Petroleum ministries
from sending representatives abroad
on shopping missions. Several
interministerial disputes over equip-
ment imports have had to be resolved
by the State Economic Commission
or State Planning Commission. Ma-
chinery industry protectionism has
not always prevailed, however, espe-
cially when a foreign firm is willing to
commit considerable capital and
technology to its China project. But
at the very least, the MMB has caused
delays.

he political strength of

heavy industry goes back

to the First Five-Year Plan

period (1953-57) when
the Chinese adopted the Soviet heavy
industry-first growth strategy. Ac-
cording to Chinese economic offi-
cials interviewed, heavy industry’s
priority status meant that the most
talented cadres from the provinces
were recruited into the heavy indus-
trial ministries. From that time on-
ward, it has been widely recognized
that the leadership of the heavy in-
dustrial bureaucracies is of superior
caliber.

The dominance of heavy industry
is reflected in many features of Chi-
nese economic life: Workers in heavy
industry are paid on a higher wage
scale than workers in light industry;
the managers of major heavy indus-
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trial plants such as the Anshan and
Wuhan Iron and Steel companies
have a cadre rank higher than some
provincial governors; the heavy in-
dustrial ministries have maintained
central control of more of their own
factories than have the light indus-
trial ministries, which have lost con-
trol of most of their factories to local
authorities; the heavy industrial min-
istries have successfully challenged
the monopoly of the Ministry of For-
eign Economic Relations and Trade
(MOFERT) to establish theit own
trading companies, while the minis-
tries of Light Industry and Textiles
have (with a few exceptions) been
unable to do so; and taxes and profits
from heavy industry constitute the
lion's share of the central govern-
ment’s fiscal base. Statistics bear out
the heavy industry sector’s undimin-
ished power: During 1982 and the
first nine months of 1983, heavy in-
dustrial output far surpassed the
comparable growth rate of light in-
dustry; their respective perfor-
mances were 10 percent and 6 per-
cent in 1982, and 13 percent and 8
percent thus far in 1983,

The preeminence of heavy indus-

try means that when the ministers of

Machine Building, Metallurgy, Petro-
leum, and Coal assert themselves,
they usually prevail. This is equally

true of the ministries in charge of

nuclear power, aviation, electronics,
armaments, and aerospace, which are
the agencies partially or wholly under
the military.

Heavy industry supporters cer-
tainly appear to have had a hand in
the effort to recentralize industrial
investment since 1982, They seem to
share the conviction held by some
leaders that the economic reforms
wenl too far, causing the central gov-
ernment to lose control over invest-
ment spending. Beijing’s increased
control over major national energy
and transportation projects could
mean more investment in heavy in-
dustry from the center, and in-
creased demand for coal, steel, and
large machinery.

In short, the officials leading Chi-
na’s heavy industrial sector appear to
have adapted to the new competitive
situation with considerable success.
But like the executives of some US
firms who are dependent on govern-
ment contracts, these ofhicials prefer
the predictability of selling to one
large bureaucracy to the risks and
uncertainties of competition. &

BT SRR 0 I S e e Tt
Policies that favor the provinces have left Bei-
jing with mounting budgetary problems.

Fiscal Relations

Audrey Donnithorne

ince 1949 China has experi-

enced a number of swings be-

tween decentralization and

recentralization of the econ-
omy as a whole. The most recent
shifts in the fiscal system, as in other
sectors, have generally been toward
greater local autonomy. These
changes form part of the intended
reconstruction of economic institu-
tions for the purpose of clearly delin-
eating responsibility. However, some
of the year-to-year changes are not so
much components of a grand plan as
reactions to immediate strains and
tugs-of-war between different levels
of the administration.

During my visit to China in 1982, 1
found that at least four different
methods of revenue-sharing between
provinces and the central govern-
ment were being practiced. In that
year the majority of provinces re-
portedly abandoned the system of
dividing only the industrial and com-
mercial tax with the central govern-
ment in favor of a system of dividing
all local revenues except customs du-
ties, profits of certain key enter-
prises, the newly introduced income
tax (payable by resident foreigners
and a very few Chinese) and tax on
banks. In some provinces practicing
this type of system, the composition
of the revenues to be divided may

Since 1969 Audrey Donnithorne has
been a professorial fellow in the Research
School of Pacific Studies at the Austra-
lian National University in Canberra.
She is the author of China's Economic
System (1967) among other works on
the Chinese economy, and in 1980 and
1982 conducted numerous interviews in
China with fiscal authorities.
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have differed somewhat from this
model.

On the average, some 80 percent
of local revenues were reported to
have been retained by the provinces
in 1982, This average was probably
calculated without taking into ac-
count the three cities of Shanghai,
Beijing, and Tianjin, which have pro-
vincial-level status. In 1980, Beijing
retained only 36.5 percent, Tianjin
31.2 percent, and Shanghai a mere
11.2 percent of its revenues. These
cities act as taxing agents, earning
large profits for the state by charging
high (state-fixed) prices on the con-
sumer goods they sell to the rest of
China. Thus, these cities enjoy large
revenues despite the small percent-
age of tax receipts they retain.

The second tax-sharing method
found in 1982 was that of Shanxi
Province, which still used the system
previously practiced by the majority
of provinces—dividing only the in-
dustrial and commercial tax. This
may have held true for some other
provinces, as well. The third method
of revenue-sharing was that of
Guangdong, which in 1982 was prob-
ably still paying Beijing a fixed sum,
as in previous years, rather than a
percentage of total revenues or a per-
centage of a particular tax. This may
have been to encourage Guangdong
to fulfill its role as a modernization
pace-setter. Fujian, which has also
received greater financial autonomy,
has also had its fiscal relations with
the center fixed in terms of an abso-
lute sum; in 1980 this probably took
the form of a transfer to Beijing, but
in 1982 Fujian may have received a
central government subsidy.

The fourth method of revenue
sharing in practice in 1982 consisted

25



of financial aid. Eleven provinces are
known to have received central gov-
ernment subsidies (see Table 1). Some
provinces fluctuate in and out of the
deficit category, which explains why
the list of deficit provinces in 1982 is

likely to differ slightly from that of

1980. However, there are five or six
hard-core deficit provinces, all
sparsely populated and strategically
located. Guizhou seems the nearest
to a province that qualifies for a sub-
sidy on the basis of poverty alone,
though its subsidy also may be used
for military defenses against nearby
Vietnam. The subsidies to other defi-
cit provinces may include disguised
military expenditures.

he changes in fiscal rela-

tions in 1982 clearly fa-

vored the provinces. By

giving the central govern-
ment a share of their local tax reve-
nues, the dozen or so provinces that
split the industrial and commercial
tax with Beijing were allowed to keep
a larger share of this tax. As a result,
the majority of China's provinces
won the right to receive a larger per-
centage of a growing tax base—the
industrial and commercial tax, which
rises as total output rises—in ex-
change for giving Beijing the right to
share in local tax revenues, which are
declining. This gave the provinces
“automatic creep” in their favor,
while Beijing got a percentage of de-
clining profits rather than of rising
tax receipts.

Enterprise profits, a major source
of local revenues, have fallen in the
past few years because of the man-
agement reforms that permit enter-
prises to keep more of their profits.
In addition, restrictions on raising
prices despite rising costs have
forced many enterprises to operate
at a loss. These de faclo consumer
subsidies, exceeding ¥32 billion in
1981, show up as reduced profits of
state enterprises and not as specific
subsidy items on the expenditure side
of the budget. Meanwhile, total out-
put has risen over the last few years,
and with it the receipts from indus-
trial and commercial tax. The new
fiscal system has reduced Sichuan’s
tax remittances to Beijing, for exam-
ple, from ¥600 million in 1980 and
somewhat over that figure in 1981
(despite the disastrous floods of that
year), to some ¥500 million in 1982.

The revamping of the system in
1982 in favor of the provinces may
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Table 1: Central Government Subsidies to Provinces
China has five or six hard-core
deficit provinces that depend on Beijing
for annual subsidies

Population Subsidy per
1980 subsidy in million  in million __ capita in Ranking by
persons, subsidy
Yuan Dollars year-end

1979 Yuan Dollars per capita
Inner Mongolia 1,063 709 18.52 57 38 5
Heilongjiang 886 591 31.69 28 19 6
Xinjiang 827 552 12.56 66 44 4
Guizhou 478 319 27.31 18 12 7
Tibet 438 292 1.83 239 160 1
Qinghai 365 244 3.72 98 66 2
Jilin 300 200 21.84 14 9 8
Yunnan 300 200 31.35 10 6 9
Ningxia 273 182 3.64 75 50 3
Guangxi 270 180 34.70 8 5 10
Jiangxi 138 92 3229 4 3 11
Total 5338 3,563 219.45 24 16 —

SOURCES: World Bank, Chinese Ministry of Finance, and Chinese State Statistical Bureau.

Table 2: Beijing’s declining share of revenues collected
by all levels of government
In 1957 the central government directly collected more revenues than it
spent, but in recent years its revenues have met less than a third of its
expenditures

Direct central
government revenues
as percent of

Direct central budgetary

revenues, including Central government

foreign borrowing expenditures central government
(million yuan) (million yuan) expenditures
1957 22,738 21,829 104
1965 15,607 28,984 54
1971 11,936 43,567 27
1977 11,385 39,370 29
1978 16,463 52,098 32
1979 18,756 64,589 29

SOURCES: World Bank and from Chinese Ministry of Finance.
Note: Direct revenues of central government exclude transfers from provincial-level units,
but central government expenditures include transfers to provincial-level units.

Table 3: Military Expenditures
Beijing’s rising share of military costs is
contributing to its financial problems

A B C
Total central CIA estimates of
government total military
expenditures expenditure
(million yuan, (million yuan in

Overt military
expenditures

(million yuan, Bas% Cas%

current prices) current prices) constant 1974 yuan) of A of A
1957 21,829 5,511 25
1965 28,984 8,676 30
1978 52,098 16,784 41,000 32 79
1979 64,589 22,266 45,000 34 70
1980 19,380 42,000

SOURCES: Chinese Ministry of Finance; speech by Minister of Defense on December 1,
1981; Beijing Review, January 11, 1982; and R. G. Mitchell, ‘Chinese defense spending in
transition’, in China Under the Four Modernizations, Part 1 (Joint Economic Committee of
Congress, Washington DC, August 1982), p. 606.
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have been Beijing's concession for
the ¥7 billion bailout from the prov-
inces in 1981. In that year, the cen-
tral government ran an ¥8 billion
deficit, while some provinces ran sur-
pluses. (These deficits and surpluses
are concealed in the “state budget,”
which is an aggregation of the reve-
nues and expenditures, excluding in-
ter-level transfers of the budgets of
the central government and prov-
inces, all the way down to the coun-
ties and lower.) Beijing asked the
provinces to lend it ¥7 billion or
more in 1981, according to a Decem-
ber 12, 1981 Xinhua News report that
claimed “‘this measure won the sup-
port of the local governments at vari-
ous levels, almost all of which have
contributed their respective shares.”
The implication is that some local
authorities did not accede to this de-
mand. After all, the provinces had
been assured that the fiscal arrange-
ments begun in 1980 would remain
in force for five years. Such a large
demand on their resources the very
next year might have required some
form of compensation to sweeten the
pill. On the other hand, if Beijing in
fact used its power over the People’s
Bank of China to confiscate the pro-
vincial budgetary surpluses, the prov-
inces may be more careful in the
future not to realize surpluses.
Another sign of the government’s
growing fiscal problems is its increas-
ing dependence on revenue transfers
from the provinces (see Table 2). In
1957, the central government di-
rectly collected more revenue than it
spent. By 1965, however, its revenue
met only 54 percent of its expendi-
tures. After the Cultural Revolution,
it was able to cover less than a third of
its expenditures from its own reve-
nue, and depended on remittances
from the provinces for the rest.
These figures in fact underesti-
mate the central government’s finan-
cial weakness on two counts. First,
the greater part of extra-budgetary
{funds accrues to local authorities and
to the enterprises under them. These
extra-budgetary funds include im-
portant regular sources of revenue
such as retained depreciation funds
and profits retained, either licitly or
illicitly, by enterprises and their local
bureaus or ministries. Other items
include local budgetary surpluses
carried down from previous years,
sundry local surcharges to taxes,
taxes on public utilities, and a host of
other imposts of various kinds. In

recent years, extra-budgetary reve-
nues may have amounted to the
equivalent of around half of total
budgetary revenues. Secondly, the
revenue figures include receipts
from domestic bond issues and from
foreign loans borrowed by the cen-
tral government or its agencies, ex-
cluding the banks. In most countries
loan receipts are not included in a
government’s revenue figures, but
are introduced as a balancing item.
The practice of using foreign loans
to balance the budget first became
significant in 1979. Taking the fig-
ures at their face value, the 1979
loans of ¥3.7 billion constituted only
3.4 percent of the central govern-
ment’s budgetary revenues from all
sources, but constituted 22 percent
of the revenues, excluding loans, col-
lected by the central government it-
self. Had Beijing not borrowed from
abroad in 1979, its own revenues
would have covered only about 24
percent of its expenditures. This
would have forced the central gov-
ernment to reduce expenditures
(swollen in that year by the war with
Vietnam), squeeze even more from
the provinces, or run a larger deficit.
Adding to these problems is the
rising share of the military budget
borne by Beijing. Military expendi-
tures were 34 percent of all revenues
collected by the central government
in 1979. That is the last year for
which published budgetary figures
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on revenues and expenditures were
broken down by level of government.
Though military costs were higher in
that year, because of the war with
Vietnam, CIA estimates place Chi-
na’'s military expenditures much
higher—at roughly 70 percent of the
central government’s expenditures
in recent years (see Table 3). But this
would have squeezed out nonmilitary
expenditures to such an extent that
one must either doubt the accuracy
of the CIA’s estimates, or consider
the possibility that the central gov-
ernment pays only part of the mili-
tary’s costs. It is likely that the cost of
building strategic roads and other
defense facilities are borne by the
provinces. This would explain Bei-
jing’s large subsidies to some prov-
inces in strategically important areas.
One must also remember that Chi-
na’s military is in some small measure
self-financing, since factories under
military control sometimes make
money on civilian sales and exports.

Overall, the government's finan-
cial circumstances will continue to be
difficult in the foreseeable future.
Relief in the form of rapidly rising oil
production is doubtful while the
chances of any significant tax reve-
nues from foreign enterprises in
China are uncertain. No quick pros-
pect of relief for the central govern-
ment’s budgetary problem is cur-
rently in sight. %

PROFITS
RETAINED
BY STATE
ENTERPRISES

As percent of total profits

1983

1981

1980

1979

1978

Source: Ministry of Finance, Beijing.

27



BUSINESS-BUILDING BOOKS
from the National Council for US-China Trade

China’s Provinces: An Organizational
and Statistical Guide
Millions of dollars worth of business is now
being carried out directly with the provinces,
which have substantial holdings of foreign ex-
change and the authority to spend it. This single
volume helps you to find the right contacts.

China® Provinces has over 50,000 entries in all,
including information on how to contact: 16,000
organizations; 4,200 Chinese officials; 3,800 local
government agencies; 900 foreign trade corpora-
tions; 2,100 corporations in all branches of indus-
try; all local financial institutions; 5,800 factories:
and 2,600 research institutes, professional associa-
tions, universities, societies, and hospitals. Hun-
dreds of statistics are provided on each province,
with trends and breakdowns.

476 pages, 82" x 117 1982
8285 (8185 to members), $235 to academic institutions.

US-China Trade Statistics 1982
US-China Trade Statistics 1982 provides de-
tatled information on trade between the United
States and the People’s Republic of China during
calendar 1982. It lists some 1.600 products ex-
ported to and 2,800 products imported from the

PRC, with both quantities and values in cach of

the past five calendar years.

The latest edition of the National Council’s
annual statistical compilation includes expanded
information in a new format. The $5.19 billion
worth of imports and exports can be quickly and
casily cross-referenced by seven-digit tariff and
SITC-based classification numbers or SITC
(Schedules A, B and E) groupings.

This volume includes imports and exports at
three levels of specificity, all-new tables on US
textile imports from China 1978-1982, and tables
illustrating recent US trade trends with the PRC
and China’s trade with selected foreign countries.

140 pages. 82" x 117, 1983, 840 (free to members).

CHINAS PROVINGCES:

et bl
amd Statistieal Gaite

L]

™S

American Firms Importing from the
People’s Republic of China

The past five years have witnessed a dramatic
increase in both the number of firms doing busi-
ness with China and in the diversity of imported
products. American Firms Importing from the
PRC tells you who imported what from the more
than $2.2 billion worth of goods the US purchased
from China last year. This directory—the first of
its kind—TIists, indexes, and cross-references over
2.300 companies. Each hsting includes the compa-
ny's name, address, telephone and telex numbers,
cable address, responsible executives, products im-
ported, ports used. business volume, and bank
references.

Also included is a cross-referenced index of
more than 200 companies engaged or interested in
countertrade—an ideal guide for every exporter
who may need to take partial pavment in goods.
93 pages, 82" x 11" 1982 885 (860 to members).

China Business Manual

China Business Manual has been described by
The Asita Mail as “concise . . . compact. .. exhaus-
tive, eminently practical . . . [and] indispensable™
to anyone doing business with China.

The Manual and its 1982 Supplement contain
detailed information on all commissions, minis-
tries, corporations, and organizations in China,
complete with street and cable addresses and tele-
phone numbers. The contents are organized by:
political structure, agriculture, energy, finance, for-
eign and defense affairs, foreign trade, media and
advertising, transportation, communications and
travel, science and technology, and provinces and
municipalities.

Both books are in a convenient 47 x 97 size. The
322-page Manual contains over 5,000 entries. and
the Supplement includes more than 700 new en-
tries and other changes.

Manual and Supplement package: $48 (840 1o members).
1982 Supplement only: 18 (810 10 members)

Mail to: National Council for US-China Trade
Publications Sales Department
1050 Seventeenth Street, NW—Suite 350
Washington, DC 20036, USA

[0 My check for Us$

(J Please bill me.

[] Please send me information on your other
publications,

[J Please send me information on membership in
the Natonal Council.

1s enclosed.

Name ___

Organization __
Address

I would like to purchase:

(circle applicable price)

copy/ies of US-China Trade Statistics 1982 (a $40 =$

copy/ies of China’s Provinces: An Organizational @$285/%185 =%
and Statistical Guide /§235

copy/ies of American Firms Importing from the (a $85 / $60 =$
People’s Republic of China

copy/ies of China Business Manual package: 1981, (o $48 / $40 =3
plus 1982 Supplement

copy/ies of China Business Manual—1982 @ $18 /%10 =$
Supplement

Arrmail postage and handhing (@ $2.00 per copy =%

TOTAL $



1982-83 China Official
Annual Report, English
edition, edited by New
China News Photos
Company. Hong Kong:
Kingsway International
Publications, Litd, 1982, Distributed
by Far Eastern Economic Review,
Tanjong Pagar, PO Box 89, Singa-
pore 9108. 939 pp. $60, plus §7 for
surface or $17.50 for airmail
delivery.

This second in the series of official
yearbooks covers 1981 develop-
ments, with some information
through March 1982, The format of
this very useful book closely follows
that of the first edition, and includes
a general introduction, chronology
of the main events in 1981, and de-
tailed information on topical subjects
(politics, law, military, foreign rela-
tions, finance, economics, science
and technology, culture, education,
health, sports, society, and names in
the news). New coverage includes
brief information on each of China's
provinces and additional sectoral re-
ports on metals and metallurgy, the
chemical industry, astronavigation,
and electronics. Many new maps,
charts, and tables are presented. Rel-
evant laws and statistics are provided
in each section.

Law Annual Report of
China 1982/3, English
edition. Hong Kong:
Kingsway International
Publications, Ltd.,
1982, Distributed by
Far Eastern Fconomic Review,
Tanjong Pagar, PO Box 89, Singa-
pore 9108. 536 pp. $85, plus $7 sur-
face or $17.50 airmail delivery.

This official handbook on China's
legal system and laws certainly reaf-
firms China’s “open door policy,” if
one measures that policy by the quan-
tity of information made available to
foreign firms. The book includes an
introduction, chronicle of events in
China’s legal system in 1981, selected
laws and regulations, discussion of

BOOKSHELF

legal studies in China, international
legal exchanges, and an appendix
and index.

The major portion of the book—
224 pages—is devoted to the texts of
important laws and regulations
promulgated in 1981 through early
1982 and those promulgated before
1981 but still in effect. There is espe-
cially good coverage of those laws
affecting foreign trade and invest-
ment. The volume also includes a
catalog of State Council bulletins in
1980, and the appendix contains a
list of important rules and regula-
tions issued between September
1949 and the end of 1979. This book,
together with the 1982/3 China Offi-
cial Annual Report (see above) can be
ordered as a package from Far East-
ern Economic Review at $130, plus
$14 for surface or $35 for airmail
delivery.

Collection of Laws and
Regulations of China
Concerning Foreign Eco-
nomic and Trade Rela-
tions. Published by
China Market Publish-
ing Corporation, Beijing, and David
Syme and Company, Australia, 1983,
Distributed in the US by China Con-
sultants International, 1511 K
Street, NW, Washington, DC 20005.
760 pp., numbered separately by sec-
tion. $250, including supplements
for one year.

This loose-leaf collection is the
most complete and up-to-date vol-
ume of Chinese trade and investment
laws currently available. Its conven-
iently tabbed sections cover general
legislation and most important laws
(through January 1983) governing
foreign investment, foreign trade ad-
ministration, special economic zones,
foreign exchange controls, taxation,
customs, inspection and quarantine,
resident offices of foreign enter-
prises, trademarks, resources, con-
tracts, arbitration, and maritime
transport. The Chinese and English
language texts of the laws and regula-

The China Business Review/November-December 1983

tions are displayed on facing pages.
There are no notes or commentaries.

This publication competes directly
with Oceana’s Commercial, Business
and Trade Laws: The People’s Republic
of China (see The CBR, November—
December 1982). Oceana’s publica-
tion, though broader in scope, does
not include Chinese language texts
and includes laws only through April
1982, At $125, it is also less costly.
Supplements will be available at a
separate charge, but none has been
issued yet.

When the content of two collec-
tions is similar, currency is the most
important factor in selecting a loose-
leaf legal service. While Collection of
Laws and Regulations of China Con-
cerning Foreign Feonomic and Trade
Relations is now the leader in the
field, the frequency of the updating
service will be the prime factor in
establishing which of these two im-
portant publications will maintain
that position.

BOOKS RECEIVED

On Introducing Technology to China,
by Liu Jing-Tong. New York: East
Asian Institute, Columbia University,
1983, China-International Business
Series. 72 pp. $7.

Economic Development and Social
Change in the People’s Republic of
China, by Willy Kraus. Translated by
E.M. Holz. New York: Springer-
Verlag, 1982, 432 pp. $48.
Technology, Politics, and Society in
China, by Rudi Volti. Boulder, CO:
Westview Press, 1982, 255 pp.
$27.50.

The Transition to Socialism in China,
edited by Mark Selden and Victor
Lippit. Armonk, NY: M. E. Sharpe,
1982, 326 pp. $25 hardcover; $12.95
paperback.

Books and business guides submitted

for possible review in The China Busi-

ness Review should be sent to the Na-
tional Council's book editor, Marianna
Graham.
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Who is the driving force for technical change in China today?

The Chief Engineer

ny society struggling to

modernize must first de-

velop the capacity to create

or adapt to new technol-
ogy, disseminate it, and then apply it
on the factory floor.

But where does new technology
come from in China? And how is it
disseminated? These are the overrid-
ing questions | have been exploring
since 1980 while on the faculty of the
Dalian management training center,
where the US Commerce Depart-
ment has sponsored an executive
training program for mid-level and
senior Chinese managers.

My on-site research along with
more than 100 personal interviews
over a three-year period led me to the
somewhat surprising conclusion that
technical know-how in China comes
pretty much from the same sources it
does in America. It comes from the
media, chance encounters between
individuals from different work-
places and professions, and exposure
to new products, especially foreign
products.

But my most interesting finding
was that China’s network of 8,000
or so elite research establishments,
on which the government lavishes
about 1.5 percent of the GNP each
year, appears to play a relatively
modest role in the process of tech-
nology dissemination in China.

To better understand this pro-
cess there is principally one place
to go—down. Down from the min-
istry-level science and technology
units that profess to be in charge
of new technology, down from sim-
ilar research outfits in the prov-
inces, right on down to the office
door of the chief engineer in a
Chinese factory. It is at this level
in the system that efforts to mod-
ernize industry must ultimately suc-
ceed or fail.

30

William A. Fischer

Grass Roots R&D

The job of supervising research
and development in a typical Chinese
enterprise lies with a vice-director,
who is usually also the chief engineer.
His or her educational level is gener-
ally low, surveys show. But it is my
impression that important enter-
prises normally will have a chief engi-
neer with a university education in a
technical field. Chief engineers are
responsible for all technical activi-
ties, whether for new-product devel-
opment or improvements in existing
processing technology. They super-
vise a management structure that is
remarkably uniform throughout the
country, owing to past Soviet influ-
ence on organizational design. For
R&D activities, this normally means
that under the leadership of the chief
engineer there is a group involved in
product design and another in
charge of new and existing produc-
tion processes. The chief engineer
most often is in charge of the enter-
prise’s technical information ofhice,
quality control, and the trial produc-
tion workshop. Furthermore, the
chief engineer leads the activities of
the technical teams located in each of
the enterprise’s workshops. In most
cases, an enterprise that establishes a
research institute will locate it within
the product design sphere of the
chief engineer’s activities. The practi-
cal result of all this is that there is
typically a “technical command cen-
ter’” within most Chinese enterprises
that handles all innovative decisions.

Unfortunately, there are many
things about the average Chinese en-
terprise that still appear to discour-
age the innovative process, despite
the management reforms enacted
since 1978. A Chinese factory is anal-
ogous to a single-product-line divi-
sion in a Western enterprise, for ex-

ample, and more closely resembles a
cost-center than a profit-center. It
has virtually no ability to diversify
and usually enjoys a guaranteed mar-
ket, since the state is obligated to buy
whatever the planners tell it to pro-
duce. Until very recently, a Chinese
enterprise had to practice “socialist
cooperation’ by sharing any and all
of its technical innovations with sister
facilities under the same ministry. It
i1s within such an environment that
most of the future technological
growth that China desires will have to
take place.

Financing Modernization

Funds for R&D activities within an
enterprise come from a variety of
sources, each of which may influence
the project selected. The bulk of
R&D funds comes mainly from an
enterprise’s own working capital. In
the past, funds were provided by the
state in return for the profits remit-
ted by the enterprise. Today, how-
ever, under the policy of limited au-
tonomy, most of an enterprise’s
working capital comes from retained
earnings, thus creating a direct link
between competitive performance
and investment in technical innova-
tion. Since welfare funds and bo-
nuses also come out of retained
earnings, there are strong counter-
pressures to spend these funds
on consumption rather than on
investment.

A second major source of R&D
funds is an enterprise’s superior bu-
reau or corporation. These funds fre-
quently come complete with specific
project assignments made by some
superior body. The assignments vary
according to the position of an enter-
prise within the economic system:
The closer it is to a ministry, the more
likely it is that higher authorities will
assign it research projects. Often
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these projects originate in the annual
science and technology plans of the
enterprise, which were submitted to

the scientific and technical otfice of

the bureau or corporation for ap-
proval. Consequently, such projects
do not represent unexpected night-
mares for enterprises as they are al-
most always negotiated between the
higher authorities and enterprise be-
fore the assignment is made. Addi-
tional R&D funding can also come
through contractual arrangements
from local scientific and technical
commissions, as well as from other
enterprises, including customers.
The decision about which projects
to pursue is ultimately made by the
chief engineer, and influenced of
course by the need for external fund-
ing. A series of screenings and eval-
uations are conducted, although in a
less rigorous and less formal fashion
than in the West. A survey of 45
market-oriented enterprises that |
conducted in 1983 suggests that the
most important criteria in selecting
projects are: Pthe magnitude of cap-
ital required to develop the innova-
tion; P the technical, managerial, and
manufacturing skills and resources

required; and Pihe amount of

worker training needed.

As might be expected in enter-
prises with more limited autonomy, a
project’s material requirements, im-
portance to the nation, and compati-
bility with the enterprise’s existing
activities are far more important cri-
teria than market forces. In either
event, project selection is normally
carried out by the chief engineer in
continuous consultation with the
plant’s technical personnel. For this
reason, there is not the degree of
formality in proposal review, selec-
tion, or rejection in Chinese enter-
prises that there is in the West; pro-
posals not favored by the chief
engineer are simply discouraged be-
fore they get to the point of a formal
decision.

Developing a Plan

Each fall every Chinese industrial
enterprise assembles a science and
technology plan that outlines the
proposed portfolio of innovative ac-
tivities that an enterprise intends to
support during the coming vyear.
Compiled by the chief engineer’s
staff and the various technical
groups, this plan covers objectives,
anticipated product properties and
characteristics, anticipated funding

requirements, progress charts for
each task, lists of equipment needs,
and the extent of cooperation with
other agencies that would be re-
quired by the planned activities. The
plan is submitted to the scientific and
technical ofhces in the corporations
and bureaus directly above an enter-
prise for review and approval. The
plan usually highlights the one or two
large projects for which the enter-
prise needs financial assistance, and
provides only a cursory overview of
the remaining portfolio. It is from
these plans that local corporations
and bureaus develop the plans that
they, in turn, send through the indus-
trial hierarchy for approval and sup-
port. A good number of the ministe-
rial plans submitted to the State
Science and Technology Commis-
sion, and ultimately included in the
national science and technology plan
itself, are drawn from these enter-
prise plans. In short, enterprises not
only supply the industrial capacity to
turn the national R&D plan into real-
ity, but they supply much of the
knowledge and insight that initially
go into the plans.

Although the national R&D plans
help the central government formu-
late national scientific and technical
policies, the actual impact of these
plans on local R&D activities appears
far smaller. Many of the R&D manag-
ers I interviewed appeared to be un-
familiar with the particulars and the
rationale of the national plan. This
was especially evident in smaller en-
terprises under municipal authori-
ties, which seem quite removed from
the policy dictates of Beijing. This
lack of clarity about the R&D plan
has apparently led to some frag-
mentation within the economy (more
than was evident in 1981 and 1982,
but still less than during the period of
experimentation in 1980), which has
introduced diverse goals into what
was once a more centrally orches-
trated system.

In one survey of 15 centrally con-
trolled enterprises and 18 munici-
pally run enterprises, I found that
the national R&D plan was the least
important source of direction in new
product planning for both groups. In
another case, Shanghai's planners
tried to integrate all local television
and television-related manufacturing
facilities into a single organizational
entity. They managed to bring at least
45 plants together, but two others
absolutely refused to participate:
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they wanted to maintain separate
indentities and safeguard their tech-
nical expertise. The case of the Tian-

jin consumer durables factory is also

instructive. The plant reportedly
failed to inform its superiors of a
“boot-leg” project that was funded
out of its retained earnings, until a
new product was perfected that gave
the plant a technological lead.

Such examples obviously suggest
that central planners cannot manage
all of the nation’s scientific and tech-
nological resources, and that the
new-found discretion exercised by
enterprises can frustrate efforts at
coordination. But greater enterprise
autonomy may also have desirable
consequences by increasing the local
incentive for technical change among
enterprises that stand to profit from
such activities. This increases the to-
tal amount of eftort being expended.

A New Breed of Salespeople

Marketing, long absent from Chi-
nese industry, is fast becoming a criti-
cal factor in enterprise success. A
scientific instruments enterprise in
Beijing now maintains a marketing
staff of nearly 30 individuals (all with
technical backgrounds) headed by
the plant’s former chief engineer,
who still takes charge of new product
development. A committee coordi-
nates the marketing and new product
planning functions under the leader-
ship of the new marketing director,
factory director, vice-director for
technical activities, and the directors
of planning and finance.

This marks a departure from the
not-so-distant past, when marketing
and R&D were only tangentially con-
nected. For years, the “'sales and pur-
chasing” ofhces in most Chinese en-
terprises typically spent some 80
percent of their time in purchasing
and only 20 percent in sales, accord-
ing to several sources.

The reemergence of market forces
as an important element in the indus-
trial environment has changed all
this, while providing enterprise man-
agers with a new source of ideas for
R&D. Even the managers of heavy
industrial combines are beginning to
pay more attention to market needs.
This is particularly true in those
plants forced to seek additional or-
ders following the central govern-
ment’s 1979-80 budget retrench-
ment. As a result, it is no longer
unusual to find such managers visit-
ing old customers in an attempt to
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drum up business. Some plants have
even switched out of heavy industry
altogether, one vivid example being
the industrial freezer factory that be-
gan making small “shop-size” freez-
ers, home refrigerators, and popsi-
cle-making equipment. Another is
the high-pressure valve factory that

switched its emphasis to the needs of

fishermen. A third is the Dalian ma-
chine tool factory that now assembles
home washing machines.

As might be expected, China’s less
centrally controlled light industrial
enterprises were the first to take
marketing seriously. A Tianjin elec-
tronics firm, for example, has been
sending its quality control people to
visit one or two customers a month
to better understand their needs.
Technical staff reportedly partici-
pate in these marketing visits. Notes
the factory director, who has led a
few visits himself: “‘Engineers are
better at selling than marketing peo-
ple because they understand the
product better.”

A Shanghai television plant has ar-
ranged periodic “‘store meetings”
that bring together disgruntled cus-
tomers with local department store
representatives and the plant's de-
sign, process technology, and quality-
control people. In the apparel indus-
try, factory staffs often set up booths
on “free-trade’ streets of major cit-
ies (where individual entrepreneurs
are allowed to run private stalls), to
gather first-hand impressions from
customers.

Imitating the Japanese

Official Chinese publications give
the impression that the country is
engaged in a large-scale effort to
copy foreign technology. The official
line is that all plants must share any
know-how gleaned from foreign
products, and not import any foreign
item that has already been success-
fully duplicated. According to an Au-
gust 25 commentary in the Guang-
ming Daily: “Initiation of any item of
technology or equipment should be
based on the principle of importation
by one unit with the results shared by
brother units. . . . After the import
of technologies, if the equipment in-
volved is found to be within our
power to produce, no more such im-
ports should be repeated so as to
safeguard the development of indus-
try in our country.”

Despite the official encourage-
ment given to “‘reverse’’ engineering,
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the fact remains that the Chinese are
probably the least successful copiers
in Asia. The PRC admires and secks
to emulate the success that Japan
enjoyed throughout the 1950s-60s
when that country acquired large
amounts of foreign technology. But
what the Chinese fail to grasp is that
the Japanese maintained a substan-
tial R&D program aimed as assimilat-
ing, adapting, and improving foreign
pl‘nlu[)‘])tw

The Chinese have not done this to
the same degree. In the first place,
knowledge of foreign technologies
and practices appears to be un-
equally distributed throughout Chi-
nese industry. Technical managers
seem to spend a considerable amount
of time going through Western jour-
nals and trade magazines in search of
information about international
technical trends. Access to such ma-
terial, however, often tends to be a
matter of chance. Such information
also tends to be so fragmentary that it
is of little practical use. Some minis-
tries have tried to improve informa-
tion access by publishing circulars
that highlight international trends
and compare the specifics of both
domestic and foreign competitive
products.

I did visit one factory where the
ministry had established a “‘united
committee on foreign information.”
Its activities included collecting for-
eign patents, standards, product de-
scriptions, technical documents, and
historical documents on the indus-
trial development of leading foreign
enterprises. The committee had es-
tablished a center for foreign infor-
mation analysis and disbursal, and
committee members were reminded
to encourage visits by foreign techni-
cians. Yet, despite this commitment
to learning about foreign technol-
ogy, the design of the factory’s prod-
uct looked at least 50 years behind
the times. Moreover, the only prod-
uct this factory was beginning to pro-
duce through imitation had come to
the factory’s attention totally seren-
dipitously, completely apart from the
parent ministry’s information-gath-
ering process. An overseas relative of
one of the workers chanced to bring
the product with her during a visit to
China. The worker brought the item
to work and it was disassembled and
reverse-engineered in order to de-
velop the basic plans for what has
become a new product offering.

This case is not unique. Most re-

\'(.‘IAA‘S("('Ilgill(‘l'l'i"g SUCCESSes ill)[)("dr
to be attributable to the efforts of
individual factories. The deservedly
famous Chinese thermos bottle, for
example, has recently been augment-
ed by a model that includes a pump-
ing mechanism, copied directly from
an imported item. Chinese bicycle
factories are beginning to import a
few sample foreign 10-speeds to
study for defensive purposes, in case
the Chinese ever give up their prefer-
ence for the heavy-duty, single-speed
behemoth that is today’s staple. In
one lt)llslllll('l'-g(li)(l.‘i [)]lll’" lh(‘ man-
ager explained how his factory’s
soon-to-be-unveiled product was
taken from a Japanese design: “"We
designed the product independently
but, of course, we did refer to Japa-
nese products as samples. First, we
analyzed the characteristics of the en-
tire Japanese product, then we
opened it up to analyze the parts and
process. Third, we developed our
own model."”

Some factories ask local import-
export corporations to obtain sam-
ples and information for them. One
engineer in an electronic compo-
nents factory claimed that he often
borrowed samples from trading cor-
porations and neighboring factories
in his search for new designs. Simi-
larly, the manager of a machine tools
plant spoke of sending technicians to
Tianjin to observe a new American
gear-cutting machine that had just
been imported.

These individual efforts are some-
times remarkably successful. Accord-
ing to a 1983 report by members of
the Shanghai municipal govern-
ment's Economic Research Center, a
recent survey showed that 11 foreign
products imported by the city’s elec-
tric machinery plants had been cop-
ied, reproduced, and exported
within one year of the time the prod-
ucts had been imported. The report
added that the average electric ma-
chinery plant normally requires two-
to-three years to import, copy, and
export a product from foreign
design.

But my personal observations sup-
port the view that the Chinese are
fairly law-abiding corporate citizens.
One Chinese enterprise I studied re-
stricted access to the foreign technol-
ogy as it was supposed to do under its
contractual agreement with a foreign
company. Another Chinese enter-
prise carefully avoided exporting to
foreign markets that by mutual
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agreement were “‘off-limits.”

The barriers of the past, which of-
ten prevented Chinese enterprise
technical personnel from interacting
directly with foreign customers or
equipment suppliers, are being
lifted, though the actual decision as
to what sort of technology will be
purchased by a particular factory is
still not a clear-cut one, nor is it
entirely left to the factory’s discre-
tion. In most situations, it appears
that a variety of “higher authorities”
play a role in the decision-making. A
cotton textile-weaving mill, for exam-
ple, was chosen by its Provincial Tex-
tile Bureau for expansion to enter
the export business. The textile bu-
reau made all the important import
decisions regarding technical issues
such as the number, size, kind, and
function of the machines to be or-
dered, as well as determining which
machinery would be obtained domes-
tically and which would be obtained
abroad. Similarly, the chief engineers
in one of China’s leading automobile
factories noted that their factory has
a detailed plan regarding the new
technology needed for the develop-
ment of a major new product. This
plan is sent for approval by the fac-
tory to the China Automobile Indus-
try Corporation, which has replaced
the ministry in the direct leadership
of the factory. It is the corporation,
not the enterprise, that decides
whether the desired equipment will
be domestically produced or im-
ported. All decisions are made on an
item-by-item basis. According to the
sources interviewed, the general rule
is that all new technology must be
Chinese-made, unless one can
prc'st‘lll da Sil‘tll‘lg case fur an
exception.

“Buying Hens to Lay Eggs”

One of the weak spots in China’s
ability to exploit new innovations is
its existing industrial capital stock.
Despite a burst of spending on for-
eign process technology a few years
ago (the “buying of hens to lay eggs,”
as a People’s Daily writer put it), the
current emphasis is on upgrading ex-
isting plants and equipment. Est-
mates vary widely, but it is certain
that much of China’s fixed industrial
assets are quite old. In the machine
tool industry, for example, an analyst
at the Academy of Science’s Econom-
ics Institute has estimated that only
30 percent of the equipment now in
use is of 1960s vintage, while 60 per-

cent dates to the 1940s and 1950s. In
the Shanghai textile industry, long a
principal source of foreign ex-
change, 68 percent of the cotton-
spinning equipment, 36 percent of
the wool-spinning equipment, and 41
percent of the knitting facilities are
from the pre-1949 era. This suggests
an industrial base quite out of step
with the country’s need to produce
modern products,

Despite the official encour-
agement given to “‘reverse’”
engineering, the fact remains
that the Chinese are probably
the least successful copiers in
Asia. The PRC admires and
seeks to emulate the success
that Japan enjoyed through-
out the 1950s—60s when that
country acquirved large
amounts of foreign technol-
ogy. But what the Chinese

fail to grasp is that the Japa-

nese maintained a substan-
tial R&D program aimed
as assimilating, adapting,
and improving foreign
prototypes.

A second major weakness stems
from China's traditional policy of
self-reliance. This policy grew out of
the civil-war experience in the border
areas, where isolation forced each
local communist government to be
self-reliant. The policy persisted after
the conclusion of the civil war both
because of its obvious national secu-
rity advantages, and because direct
market linkages between producers
and consumers of technology either
did not exist, or were woefully inade-
quate. Visitors to Chinese factories
cannot help but be struck by the
technical ingenuity exhibited by the
workers who often build their own
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equipment. A consequence of such
self-reliance has been the atrophying
of technical specialization and “'natu-
ral”” market linkages between enter-
prises. Beijing is aware of the need
for industrial specialization and, in
fact, is refashioning industries, usu-
ally at the local level, to encourage
specialization. The watch industry,
for example, is being restructured so
that each factory, which once self-
reliantly produced the entire prod-
uct, is now integrated into a multi-
factory company with each spe-
cializing in a specific part of the
fabrication process. The larger fac-
tories generally have become respon-
sible for final assembly. Already done
in the television and computer indus-
tries, among others, this represents a
major step forward in the coordina-
tion of available industrial resources
and the reduction of redundant pro-
duction capacity. Such increased
specialization should also serve to
sharpen competition on a national
scale.

Quality is, at present, the primary
means of discriminating between
products, given that the system of
state-fixed prices has reduced price
competition, and the excess of de-
mand over supply in the Chinese
market has reduced the importance
of product design. As a result, among
the many chief engineers and other
technical managers that I inter-
viewed in 1983, quality improvement
was always selected as being the
firm’s most important technical con-
cern. The evidence can also be seen
on China’s factory floors where qual-
ity-control process charts and total-
quality-control posters are every-
where (though the statistical capa-
bility of most Chinese factories is
typically too low to really support
such quality control campaigns).

The preeminence of quality con-
siderations, I suspect, has reduced
the commitment to product innova-
tion, while perhaps supporting the
long-standing preference for process
innovation. For years, process inno-
vation has been pursued at the ex-
pense of product innovation largely
because of the national criteria for
enterprise performance evaluation,
which stressed cost-reduction and
production efficiency rather than
lll;ll'ke[ ('_\'Pilnsi()n Elll(i revenue gt’l]-
eration. Today, at a time when atten-
tion to profits should be awakening
interest in product development,
there remains a persistent feeling
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that any product that maintains a
satisfactory image of quality in the
biannual ministerial quality reviews
will always find a market.

Perhaps the most insidious ele-
ment working against modernization
at the enterprise level, and one which
is virtually invisible, is the persistent
belief among managers that they are
insulated from world competitive re-
alities. Such feelings naturally affect
the technological activities of an en-
terprise. In 1983, at a time when the
Chinese press was awash with articles
and opinions urging the government
to close, or at least cut back uncom-
petitive enterprises, many managers
continued to retreat behind the time-
worn defense that ““China is a big
market. We'll sell everything that we
make.”" Even in enterprises without a
national reputation, one gathers that
provincial reputations can be suffi-
cient to provide the perception of
security and reduce the commitment
to innovation that would otherwise
be developed. Obviously, not all en-
terprises share this casual attitude
toward the virtues of R&D, but it is
pervasive enough within the econ-
omy to diminish China’s prospects
for technical achievement.

People Make the Product

As in the West, it is the people who
represent a Chinese firm’s most criti-
cal resource. Fortunately for China,
most technical innovations take place
in factory workshops under the guid-
ance of a chief engineer and cadre of
seasoned workers, since the country
has few trained R&D personnel.
Even after being established for
more than three or four years, the
stafts of many enterprise research in-
stitutes often remain limited or in-
complete. One reason for this is that,
given the scarcity of adequately
trained scientific and technical peo-
ple in China and the restrictions on
job-hopping, the staffing of any new
research institute must, of necessity,
come from the factory's existing
work force. The shortage of trained
personnel must pose considerable
difficulty in those industries for
which the technology has been revo-
lutionized. One can only imagine the
problems of a factory manager in an
enterprise producing field-surveying
equipment, where the international
standards have changed from pure
optical equipment to sophisticated
electronics and lasers. In one such
case, the enterprise was unable to

34

secure the university graduates it
needed and was bravely attempting
to retrain its experienced workers.
New university graduates are sim-
ply too few to go around. One result
of this is that some of the new general
corporations, which are replacing the
ministries in some industries, are un-
able to staff their own technical of-
fices, and have had to rely on the
technical groups of the larger enter-
prises under their direction. Interest-
ingly enough, once research insti-
tutes are staffed, they tend to allocate

a disproportionately large amount of

their energy to the smaller enter-
prises with which they are affiliated,
requiring the better-endowed, larger
enterprises to rely on their own tech-
nical capabilities.

Recently, with the reappearance of

contract research, some aggressive
enterprises are quickly hiring tech-
nical personnel on a contract basis. A
watch factory interested in the pos-
sibility of digital watches, for exam-
ple, contracted with another enter-
prise in the electronics industry for
technical assistance. Quite a few
other factories contracted with uni-
versity engineering departments for
faculty consulting. Contracting is still
new to China, however, and until the

Chinese work out all of the details of

a contract system, such relationships
will not bécome widespread.
Meanwhile, experienced workers
from the shop floor are being trained
to fill technical positions. The recent
introduction of examinations into
the Chinese industrial system is prov-

ing, in a few select cases, to be of

considerable assistance. In a Tianjin
electronics factory, examinations are
being used to place people in tech-
nical positions up to and including
section leader. In this enterprise, an
examination is offered once a year
covering mathematics, physics,
chemistry, practical and operational
skills, and occasionally Chinese com-
position to test for presentational
abilities. The examination helps the
personnel section make the best
staffing choices for incoming work-
ers, and encourages all other workers
to maintain an adequate level of per-
formance in order 1o keep their posi-
tions. A similar, though less formal
means of screening worker skills was
observed in the selection of enter-
prise employees for assignment to
the design department of an apparel
factory, where a feel for fashion de-
sign was especially useful in promot-

ing export sales. In this case, the
chief designer continuously ap-
praised the skills of the factory's
workforce, looking for evidence of
talent. Those workers selected by him
for inclusion into the design staff can
then be sent to the provincial arts
and crafts institute for six months
training in painting.

A related problem is that of moti-
vation and reward. Although the Chi-
nese government has recently re-
introduced national awards in
applied science and technology,
there is considerable skepticism
among R&D managers at the enter-
prise level as to just how inspiring
such rewards can be. Too often the
rewards are financially insignificant
and are shared by such a large num-
ber of people that they lose their
impact entirely. Furthermore, there
appears to be a widespread doubt
among many industrial enterprise di-
rectors about the actual value of
R&D. One joke recently making the
rounds among Chinese industrial sci-
entists and engineers was the reac-
tion from factory management that
suggested that nearly anybody has
better career potential than an R&D
person. Said the factory manager to a
young researcher: “"Another success-
ful discovery and I'll promote you to
a job in the tool storeroom.”

Fortunately, such attitudes are
changing. In a children’s clothing
factory, for example, designers’ per-
formance was measured and re-
warded by indicators such as the
quantity of orders bearing their de-
signs and the votes of their colleagues
in the garment trade. In an optical
instrument factory under the Acad-
emy of Sciences, a limited number of
outstanding R&D performers are be-
ing rewarded with 60 percent ““free”
time to work on their own design
projects in an experiment to foster
greater creativity.

Such initiatives, limited as they
may be, represent the beginning of
new R&D personnel policies de-
signed to stimulate China’s drive to
modernization. &

William A. Fischer is an associate pro-
fessor at the University of North Caroli-
na's School of Business Administration
in Chapel Hill. He has served on the
Sfaculty of the Dalian program since its
inception on fune I, 1980. His specialty
is RGD management and technology
transfer.
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Truck Turnaround is Faster
at the Port of San Francisco

Served by 200 trucking firms, the Port of San
Francisco provides fast, direct intermodal service
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Licensing

Contrary to popular belief, companies

can benefit from a licensing

few years ago China would

sign at most 10 or so tech-

nology licenses per year.

But in 1983 the number
seems likely to reach into the hun-
And recently Beijing an-
nounced its intention to acquire
3,000 more items of hcensable tech-
nology by 1985, These include essen-
tial technologies
wide over China’s machine-building,
electronics, chemicals, and metallur-
gical sectors.

Some licenses involve the manufac-
ture of just one piece of equipment,
others thousands. Some are essen-
tially co-manufacturing agreements,
in which the foreign party supplies
some parts and the Chinese the rest,
while others involve 100 percent Chi-
When they are all

dreds.

ranging far and

nese content.

added together, the amount of
money at stake is in the hundreds of
millions, or possibly the billions, of

dollars.

The Chinese
new deals, however
ily been m'(‘mnp;mwd by a compara-
ble alacrity in implementing them.
The experience of foreign firms to
date suggests that China can absorb
licensed technology slowly, at best,
particularly when the technology is
not associated with a complete, or a
nearly complete, plant purchase. De-
lays and frustration are common,
though not the universal experience
of licensing companies.

China still tends to
press very tough conditions on its
licensing partners concerning pay-
ment, duration, company guarantees

eagerness 1o enter
, has not necessar-

Moreover,

and obligations, and the re-export of

licensed products. Despite the soft-
ening of China’s position in some
recent deals, many licensing firms
frankly admit that they either expect
little profit or less than they would
get by licensing in other countries.
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agreement with China.

Martin Weil

Why do companies persist? China
msists on it. Most sizable equipment
purchases are now tied to a compa-
ny’s willingness to license. If a com-
pany is unwilling, there is usually a
competitor who is. Companies also
feel that a license gives them a market
foothold that will promote future
sales while blocking out the compe-
tition, and that a licensing agreement

usually leads to immediate sales of

products and components as the li-
censee ;lll(‘l]ll)lh o gear up
production.

The evidence supports the view
that the indirect benefits, particu-
larly the follow-on unit and compo-
more often than not offset
the disadvantageous terms and im-
plementation difficulties associated
with doing a license in China.

nent sales,

The Attitude Barrier

Licensing is by no means a new
phenomenon for the Chinese. In
the 1950s, China was the benefi-
ciary of probably the most intensive
technology transfer in history when
it built an entire industrial system
on the basis of Soviet and East Fu-
ropean know-how. In this one in-
stance, design and operational
know-how were considered part and
parcel of the construction of com-
plete plants purchased from the So-
viet bloc, Neither side considered it
a distinct category to be given spe-
cial treatment.

This attitude toward know-how
continued in the 1960s when China
began purchasing complete plants
from Western Europe and Japan,
mainly for the metallurgical and
chemical sectors, Indeed, it was com-
pounded by the Chinese fear, fed by
the sudden cutoftf of Soviet assis-
tance, of entering into long working
relationships with foreign compa-
nies. Furthermore, the Cultural

Revolution, which cut off contact be-
tween companies and the Chinese,
made the acquisition of pure know-
how impossible. The vendors at that
time generally did not even find out
until years later where their plants
and technology had been used.

When complete plant purchases
resumed on a larger scale in 1972,
and the frst US licenses to China
were concluded, manufacturing
know-how remained distinctly subor-
dinate in importance. The licensor
was typically under subcontract to an
engineering contractor, rather than
in a direct relationship to the Chi-
nese. The license fee was often bur-
ied in the hardware price. Only in a
few cases did the Chinese experiment
with direct licenses.

During the mid-1970s, some faint
harbingers of things to come were
three lhicenses in the machine-build-
ing sector: Rolls Royce Spey military
aircraft engines, Siemens industrial
steam turbines, and Nuovo Pignone
centrifugal compressors. But the real
change came with Deng Xiaoping's
open door policy in 1978-79, which
permitted Chinese to begin working
with foreigners on a long-term basis.

Of equal importance was the philo-
sophical shift (caused paradoxically
by the continuing influence of the
self-reliant current in Chinese think-
ing) away from purchasing complete
plants toward purchasing technology
The rationale
was that China could not afford the
expense of purchasing complete
plants, and that buying know-how
would be a cheaper way to achieve
the long-term objective of self-reli-
ance. Obviously, the protectionist
pressure mobilized by Chinese manu-
facturing interests in the machine-
building ministries contributed to
the change.

Thus, in 1979-80, the Chinese be-

and know-how alone.
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gan to require foreign equipment
vendors to transfer some of their
manufacturing know-how. But just as
a number of licensing agreements
were signed with firms such as
Hughes Tool, Sperry, Westinghouse,
Combustion Engineering, and Cum-
mins Engine, the effort was tempo-
rarily cut short by the budget cuts of
the 1981-82 readjustment program.
The Chinese were still willing to dis-
cuss licensing if payment was ac-
cepted in finished product. This was
a non-starter for the vast majority of
potential licensors, whose motivation
was to penetrate the China market.
But by the end of 1982, the Chinese
were dropping the condition and of-
fering cash.

The current explosion in licensing
really began with the finalization of a
new five-year plan in mid-1982, the
rise in investment spending at the
central level, and the consequent
willingness to spend foreign
exchange.

As a result, many negotiations that
had been dormant since 1980 have
been concluded, and many more are
under active discussion—including
big ones involving aircraft and nu-
clear power equipment. The Chinese
now want to license virtually every
sophisticated product their industry
currently requires in any quantity.

The move into high technology is
particularly significant. Semi-con-
ductor manufacturing know-how has
been licensed from one US firm, and
microcomputer production from an-
other. Mainframe computer disc
drive technology is under discussion.
The liberalization of US export con-
trol regulations coincides neatly with
the new spurt of Chinese activity.

Changes in Approach

The semiconductor case drama-
tizes the increased Chinese apprecia-
tion for the intangible part of know-
how. Whereas previously, the
Chinese had focused on drawings,
blueprints, and patents, they now
seem willing, at least in the semi-
conductor case, to pay millions of
dollars just to learn how to maintain
the order, cleanliness, and quality
control essential to state-of-the-art
manufacturing.

The Chinese are also more willing
to consider, at least in certain cases,
something less than full technology
transfer. In the rail locomotive deal
recently concluded with General
Electric, for example, they have not

tried to license the engine technology
yet, realizing that it might be more
than they could handle. This stands
in marked contrast to early licenses,
such as the Spey aircraft engine deal,
where they tried for everything at
once and failed.

Even the chemical and metallurgi-
cal licensing process is changing.
Rather than handle everything
through a contractor, who arranges a
complete plant sale, the Chinese are
entering into direct relationships
with process licensors. Most con-
tracts, such as those signed this year
with Scientific Design, Lubrizol, and

The current explosion in
licensing really began with
the finalization of a new
Sfirve-year plan in mid-1982,
the rise in investment spend-
ing at the central level, and
the consequent willingness to
spend foreign exchange. To-
day many negotiations dor-
mant since 1980 have been
concluded, and many more
are under active discussions
—including big ones in-
volving aircraft and nuclear
power equipment. Basically,
the Chinese want to license
the entire range of sophisti-
cated products their industry
needs.

Mitsui, call for Chinese participation
in basic design, and joint efforts by
the Chinese to select equipment in
China and abroad. The licensor must
do much more work than previously,
particularly in training.

Changing Partners

As China’s licensing strategy
changes, so do the participants. The
role of the end-users is clearly ex-
panding at the expense of the foreign
trade corporations under the Minis-
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try of Foreign Economic Relations
and Trade. Prior to 1981, only the
China National Technical Import
Corporation (TECHIMPORT), or oc-
casionally the China National Ma-
chinery Import and Export Corpora-
tion (MACHIMPEX), were empow-
ered to sign contracts. Now, the
China Machinery and Equipment Im-
port and Export Corporation
(EQUIMPEX, also called CMEC, un-
der the Ministry of Machine Build-
ing) signs almost all contracts involv-
ing Ministry of Machine Building
|J|:illlS. SINOPEC, the new petro-
chemicals corporation, has begun to
sign contracts in that sector. Mean-
while, the State Economic Commis-
sion still plays a key role in determin-
ing overall licensing priorities, and
the budgets allocated to each item.

In many cases, licensing plants
themselves are co-signing contracts,
something that previously was difh-
cult or impossible. It is perhaps no
coincidence that as the influence of
the licensing plant increases, interest
has shifted from the “newness” of a
technology to the more practical
question of its reliability.

Shanghai and Tianjin, as well as
other localities with their own funds,
are beginning to initiate negotia-
tions. One recent contract was co-
signed by Shanghai and SINOPEC;
Shanghai has even signed a licensing
contract on behalf of Zhejiang Prov-
ince, according to one source.

Where TECHIMPORT fits in is less
clear today. In some cases involving
int‘xperien('e(l end-users, it will nego-
tiate and sign the commercial part of
the contract. In others, it will act as
an advisor, and in still others, it will
play a purely behind-the-scenes role
in the State Council review that is
made after each contract is signed.

Reports on TECHIMPORT's per-
formance vary from company to
company, and according to the indi-
vidual TECHIMPORT negotiator.
Some companies claim TECHIM-
PORT is more assertive and sure of
itself than end-user negotiators,
while others say it is more wedded to
habit and less flexible. A few US ne-
gotiators talk about contlicts between
TECHIMPORT, which is concerned
solely with negotiating the deal most
favorable to China, and end-users,
who are more interested in making a
deal work. Companies have even
found themselves forced to medi-
ate between TECHIMPORT and end-
USers on occasion,
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SELECTED US LICENSING AGREEMENTS WITH CHINA

Product or process Firm Date Description
Automotive parts
Diesel engines Cummins Engine 1981  10-year agreement signed with
TECHIMPORT for Chongqing MMBI
plant
Automotive thermostats ~ Standard Thomson, 1982  10-year agreement with No. 2 Auto-
Allegheny mobile Plant, Shiyan; soon to be
Industries turned into a joint venture
Turbochargers Holset Engineering, 1982 Signed with TECHIMPORT for Wuxi
Cummins Engine Plant
Electrical equipment
Power capacitor McGraw-Edison 1979-80 Signed with TECHIMPORT for MMBI
capacitor plant in Xidn
Copper rod forming General Electric 1981  10-year agreement signed with
technology TECHIMPORT for MMBI's Harbin
Cable Factory
Power-plant air- Combustion 1981  15-Year agreement with MMBI for
preheater Engineering Shanghai, Harbin and Sichuan
plants
Thermal power-plant Combustion 1981  15-Year agreement with MMBI for
boilers (300 and 600 Engineering Shanghai, Harbin, and Sichuan
MW) plants
Thermal power-plant Waestinghouse 1981  15-Year agreement with MMBI for
turbine generators Shanghai, Harbin, and Sichuan
(300 and 600 MW) plants; first agreement signed with
EQUIMPEX
Molded-case circuit Westinghouse 1982  Signed with TECHIMPORT for
breakers Huadong Switchgear Plant,
Shanghai
Thyristors for high-volt-  General Electric 1983  7-year agreement with MMBI at Xian
age direct current Rectifier Plant
transmission lines
Mining and minerals processing
Ball mills Allis-Chalmers 1980  China to manufacture one ball mill
for Yongping copper mine at
Shenyang
Water gel explosives for  DuPont 1980  10-year agreement signed with
coal mining TECHIMPORT for Coal Ministry plant
in Huaibei
Vibrating screens Tabor Machinery, 1981  B-year agreement with MMBI for 10-
Subsidiary, Roberts foot screens at Anshan
and Schaefer Co.
Dewatering centrifuges  Bird Machinery 1982  9-year agreement with MMBI at
Luoyang Mining Machinery Plant
Vacuum and shriver-type Eimco, Subsidiary, 1983  9-year agreement with MMBI
filters Baker Int’l.
Petrochemicals
Acrylonitrile Sohio 1973 Plant in Shanghai; 50,000 tpy
Aromatics extraction uor 1973  Shanghai-Jinshan
Aromatics extraction Atlantic Richfield 1973  Liaoyang
Ethylene C-E Lummus 1973 Yanshan; 300,000 tpy
Polypropylene Amoco 1973  Liaoyang; 35,000 tpy
Ammonia Kellogg 1973-74 11 plants around China; 300,000 tpy
Ethylene glycol Scientific Design 1974  Yanshan; 60,000 tpy
Alkylbenzene uoP 1975  Nanjing; 50,000 tpy
Aromatics extraction uorP 1975  Yanshan, Beijing; plant constructed
by China
Benzene catalytic Air Products & 1975  Yanshan; 100,000 tpy
dealkylation Chemicals
Aromatics extraction uop 1976  Tianjin
Terephthalic acid Amoco 1977  Yanshan; 36,000 tpy
Aromatics extraction uorp 1978 3 plants in Nanjing, Shanghai-Jinshan,
and Shengli
Dewaxing of oil Mobil Oil 1978  Shengli
Ethylene C-E Lummus 1978 3 plants at Nanjing, Shengli, and
Jinshan; 300,000 tpy
38

Negotiating the Tough Issues

Although the Chinese are slowly
agreeing to more liberal and creative
terms in their licensing contracts,
they still deserve their reputation as
tough negotiators. They are famous
for playing competitors off one an-
other; breaking an agreement down
into many components, and then
shooting for maximum concessions
on each; or simply waiting stubbornly
for the other side to give. On one
recent occasion, they even reopened
a supposedly concluded negotiation
when a company’s CEO came for the
contract signing. Only a company
that has what the Chinese badly want
is likely to win more favorable terms,
and then only after protracted dis-
cussions. Among the issues most dif-
ficult to negotiate:

Term of payment. The Chinese tend
to offer a very low sum as an up-frunl
payment (often less than the price of
one machine in the case of large,
expensive products) combined with a
royalty in the neighborhood of 2-3
percent of the value of the machines
made and sold under license. In
many cases, the up-front money is in
the neighborhood of 10-20 percent
of the total anticipated payments,
and the Chinese try to limit it to the
tangible costs of transferring the
technology; that is, to just the cost of
document shipment and training.

The up-front payment, with some
variation, is usually staggered over 3—
4 installments: a down-payment upon
a company’s receipt of an export li-
cense from its own government; a
portion after shipment of technical
documents; sometimes a portion af-
ter the completion of training of Chi-
nese technicians; and a portion, usu-
ally in the neighborhood of 10-20
percent of the total up-front pay-
ment, upon the successful trial pro-
duction in the licensing factory. One
creative contract in semiconductors
calls for installment payments based
on the plant’s increased efficiency.

Certain companies prefer to take
all their payments up-front, rather
than tie their payments to the unpre-
dictable and difficult-to-verify Chi-
nese production levels. The Chinese
side has sometimes agreed to substi-
tute fixed payments for running roy-
alties. Certain stubborn firms have
obtained up-front payments 5-10
times the Chinese side’s initial offer.
But only a few up-front fees are be-
lieved to exceed $10 million.
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Not so long ago, the Chinese re-
fused to offer production-based roy-
alties at all for fear of implying long-
term control by foreigners. They are
now willing to raise the payments as
high as 5-6 percent of the US price
on finished goods, and 9 percent on
parts for products with limited pro-
duction volume. They still seek to
base the royalty on the Chinese sell-
ing price, but as Chinese prices are
difficult for foreigners to ascertain,
and are subject to arbitrary changes,
companies prefer to use their own
prices as the standard. The Chinese
often acquiesce if pressed hard
enough. Some contracts call for the
Chinese price, or a specified percent-
age of the US price, whichever is
higher.

The Chinese also resist escalation
of royalties with inflation. But in
some contracts, they have agreed to
an inflation index based on the rates
in several different countries. At
least one company has dealt with the
problem of value and inflation by
fixing an absolute royalty per unit
produced, regardless of local content
(almost all royalty clauses exempt
parts purchased abroad), with an
agreed-upon increase from year to
vear.

An increasing number of con-
tracts, furthermore, contain a clause
laying out a fixed minimum royalty
payment regardless of the licensed
plant’s production. Thus, companies
are protected if the Chinese do not
meet production projections, but
still they
expectations.

So-called “‘counterpurchase’”
cases, involving payment in parts
rather than cash, seem less frequent
today, perhaps owing to the in-
creased access to foreign exchange

benefit if surpass

on the Chinese side. For some, a
“best effort” counterpurchase clause
suffices, while for others a counter-
purchase arrangement is required
under the contract. Companies seem
to be making sincere efforts to com-
ply with their counterpurchase com-
mitments, though quality control
problems apparently make it difficult
and expensive to do so.

One company is falling behind on
its counter-purchase obligations be-
cause the Chinese do not respond to
its requests to bid on parts the com-
pany is willing to have manufactured
in China. The company believes the
Chinese do not understand or feel
incapable of meeting the company’s

Ethylene Stone & Webster 1978  Daging; 300,000 tpy

Hydrocracking of heavy  Union Oil 1978 4 facilities: Maoming, Shanghai, and 2

oil at Nanjing

Hydrotreating Union Qil 1978  Shengli

Metacresols Hercules & UOP 1978  Yanshan; construction not yet begun

Oxoalcohols Union Carbide 1978  Daqing and Shengli; 70,000 tpy

Polyethylene (high- Union Carbide 1978  Shengli; 140,000 tpy

density)

Synthesis gas generation  Texaco 1978  For use in 3 ammonia plants in Zhe-
jiang, Ningxia, Xinjiang, and an un-
limited number of others.

Synthesis gas generation  Texaco 1978  For Shengli oxoalcohol plant

Terepthalic acid Amoco 1978 Shanghai-Jinshan; 200,000 tpy

Caustic soda chlorine Diamond Shamrock 1979 Shengli; 200,000 tpy

Terepthalic acid Amoco 1979  Nanjing; 450,000 tpy

Alkylation of gasoline Phillips Petroleum 1983 3 refineries in Tianjin, Shanghai and
Zhejiang; 1,700 barrels per day;
signed with SINOPEC

Ethylene glycol Scientific Design 1983  Nanjing; 200,000 tpy

Lubricating oil additives  Lubrizol 1983  Jinzhou No. 6 Petroleum Factory

Petroleum equipment

Jack-up drilling rig, (200  Bethlehem Steel 1981  3-year contract with Guangdong Ship

feet) Building Corporation in joint ven-
ture with Wah-Chang, Singapore

Rock drill bits Hughes 1981  10-year agreement signed with
MACHIMPEX for Jianghan plant, Hu-
bei Province under Petroleum
Ministry

Equipment for offshore  National Supply, 1983  B-year contract with Lanzhou Petro-

drilling rigs (6,000~ ARMCO leum Machinery Plant under MMBI
8,000 meters depth)

Well-head equipment McEvoy 1983  7-year agreement with MMBI in
Shanghai

Other Licensing agreements

Pressure monitoring Rosemount, Emerson 1979  For Xidn Instrument Factory

instruments Electric

Aircraft pumps Sperry-Vickers 1980 NA

Axial piston pumps Sperry-Vickers 1980 NA

Hydraulic valves Sperry-Vickers 1980  Agreement signed with TECHIMPORT
for Yuci Factory, Shanxi

Television glass bulbs Corning 1980  Signed with Shanghai local
authorities

Combine harvesters John Deere 1981  10-year agreement signed with
TECHIMPORT for MMBI plants in
Jiamusi and Kaifeng

Valve actuators Limitorque 1981  10-year agreement signed with
TECHIMPORT for MMBI plant in
Tianjin

Metal-forming presses Verson Machine Tool 1981  10-year agreement with MMBI for
Jinan No. 2 Machine Tool Factory

Plastic telephone cable  Essex Wire, United 1982  10-year agreement signed with

Technologies MACHIMPEX for Chengdu Cable
Plant under Ministry of Posts and
Telecommunications
External & internal gear  Sperry-Vickers 1983  Several different agreements
pumps for medium and
high pressure
applications
16-Bit microcomputers  General Robotics 1983  Agreement signed with MACHIMPEX

Corporation

for Tianjin No. 5 Radio Factory

MACHIMPEX China National Machinery Import and Export Corporation
MMBI Ministry of Machine Building Industry

MW Megawatts

SINOPEC China National Petrochemical Corporation
TECHIMPORT China National Technical Import Corporation

tpy tons per year

SOURCES: National Council licensing files.
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price targets. Nonetheless, the Chi-
nese continue to make their cash pay-
ments without objection.

Taxes. The 1982 foreign enterprise
income tax law called for a 20 per-
cent withholding tax on royalties
paid foreign firms. Although the tax
was not applied retroactively to con-
tracts signed before 1982, it was
promptly levied on up-front and roy-
alty payments alike with new con-
tracts. In early 1983, though, the tax
was reduced to 10 percent. And US
firms have recently succeeded in in-
serting contract language making
their payments exempt of any Chi-
nese taxes. The language typically
calls for the Chinese contracting
party to refund any taxes not credit-
able against US taxes. There is at
least one case, however, of the Chi-
nese side failing to honor this kind of
contractual commitment—opossibly a
sign of interagency fighting between
the licensing ministry and the Minis-
try of Finance, which loves to collect
its taxes.

Guarantees and Penalties. The Chi-
nese demand exhaustive guarantees
and nettlesome penalties for non-
performance. The penalty for the in-
complete delivery of documents can
go as high as 10-20 percent of the
fixed fee, and in chemical plant con-
tracts, in particular, there are often
high penalties if the plants do not
perform to standard.

Seldom, if ever, have the Chinese
actually collected penalties. But they
have delayed payments much longer
than the companies felt appropriate,
on the grounds that document ship-
ments were incomplete. In the case
of chemical plants, the threat of pen-

alties has often led to the adoption of

more conservative—and expen-
sive—design parameters than might
}'I':l\‘(’ been ll('['(’ﬁ.‘iill'_\'.

In recent negotiations, the Chinese
have relented. One contract with
EQUIMPEX does not mention any
penalty and performance bonds, and
stipulates only a refund in the event
the documents are not shipped. This
contract offers only the normal com-
pany warranty. In some cases involv-
ing sophisticated technology, the
Chinese have even agreed to perfor-
mance standards lower than for the
same equipment made in the US, re-
alizing that they are unlikely to pro-
duce to US quality standards right
away.

When there are performance guar-
antees, they are usually written in the
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form of standby letters of credit
opened by the licensor, normally val-
ued at about 10-20 percent of the
total up-front payment. They can
cover non-shipment of documents
and/or the successful production of
licensed items, though frequently the
penalty for unsuccessful trial produc-
tion is simply the withholding of a
scheduled payment.

The Chinese continue to insist on
linking a certain portion of payment
to the successful production of a trial
“verification unit.”’ Internal Chinese
regulations require the verification
test, without which a factory will al-
most certainly be unable to market its
products. Thus, even though this test
is not a standard feature of interna-
tional licensing practice, it is in com-
panies’ interests to do their best to
help the Chinese pass the test.

Contract Duration. The Chinese
naturally desire to keep the royalty
payment period as short as possible,
but typically agree to 8-10 year li-
censing contracts. Their initial offer,
however, will be closer to 5-7 years.
In one case, they even agreed to pay
royalties for 10 years. But they re-
quired the licensing company to in-
form them of improvements in the
process for only 5 years, a major
departure from standard interna-
tional practice. This may possibly
have been related to the continuing
Chinese reluctance to share their im-
provements in the process with the
licensor. In another recent case, the
Chinese settled for automatic disclo-
sure of the licensor’s improvements
for only 5 years, rather than agree to
mutual disclosure of improvements
for 10 years. There are some recent
reports, though, that the Chinese
have agreed to mutual disclosure.

Contracts of over 10 years’ dura-
tion are extremely rare. Significantly,
none of the known ones involves roy-
alties based on production. There are
also no known instances of the Chi-
nese renewing licensing agreements.

Exports of Licensed Production. The
Chinese usually ask for much
broader rights to export licensed
products than companies are willing
to grant. Though it is almost impossi-
ble to deny exports to the Chinese
altogether, firms for whom this is
important usually succeed in keeping
them out of the markets of developed
countries.

A number of contracts restrict Chi-
nese exports to countries such as
Cuba, North Korea, Burma, and Ye-

men; one even restricts them to Chi-
nese engineering units working in
third countries. Sometimes, however,
there is a loophole allowing the Chi-
nese to export under government-to-
government contracts, which cover
much of their trade with the Third
World and Eastern Europe.

A number of contracts call for the
licensing company to act as China’s
sales agent. While this gives the com-
pany some measure of control, it also
creates the potential for tension
when an eager licensee asks a reluc-
tant licensor for marketing assis-
tance. In other cases, Chinese quality
problems will make the whole issue
academic.

Secrecy. Although it is often dith-
cult to draft secrecy and nondisclo-
sure clauses to the satisfaction of
company lawyers, the Chinese do rec-
ognize the need to reassure compa-
nies that their technology will not be
transferred to unauthorized third
parties within China. Companies can
obtain language that calls on the Chi-
nese not to disclose informaton to
plants other than those mentioned
specifically in the contract during the
life of the agreement. But it is difh-
cult, if not impossible, to get the
Chinese to maintain such confiden-
tiality after expiration of the
contract.

The Chinese have felt free in the
1970s and 1980s to replicate plants
using technology licensed in the
1960s, and it is probably reasonable
to assume that they will do so in the
1990s with plants licensed in the
1980s. Most licensors take the view
that this is a calculated risk, and that
their technology will have advanced
so much in 10 years that disclosure of
old technology will do them little
damage.

Of more immediate concern is the
possibility that Chinese technicians
trained by companies as part of a
licensing agreement will be trans-
ferred to work at other factories.
One of the very few suspected
breaches of confidentiality to date
resulted from just this kind of
transler.

A Look at the Results

The licenses governing complete
or almost complete plant and pro-
duction-line purchases, particularly
in the chemical sector, are being im-
plemented successfully. Although
plant startups have usually been de-
layed, this tends to affect the licensor
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only minimally, as most of the pay-
ment has already been made. Once
the plants finally begin operation,
they tend to work well. US firms such
as Scientific Design, which licenses
ethylene glycol, are already negotiat-
ing or signing new contracts based on
the success of their old ones.

In the machine-building sector,
however, the record is far spottier,
particularly when it is a question of
upgrading production in an existing
plant. Local content schedules have
not been met, the volume of produc-
tion has been much lower than pro-
jected, and there have been frequent
quality problems.

The Spey engine license is perhaps
symbolic of the problems encoun-
tered by all three major machinery
licenses of the 1970s. Production was
discontinued after completion of the
trial units, in part because a suitable
airframe could not be developed, but
also in considerable part because of
quality problems. Nuovo Pignone
compressors have appeared only in
small numbers after seven years of
licensed production. Though visitors
report that Hangzhou produces Sie-
mens turbines of reasonable quality,
there have been marketing problems,
and Siemens chose not to license
other turbine lines after the initial
agreement expired.

Some of the post-1980 deals have
gone more smoothly. But the parties
still must cope with many of the same
problems:

Blunting the Opposition. Most ma-
jor deals seem to arouse the opposi-
tion of anti-foreign interests that feel
that China can design and manufac-
ture the product on its own. This
opposition must be neutralized or co-
opted if a deal is to proceed satisfac-
torily. One viable compromise seems
to be to license foreign technology
and develop domestic designs simul-
taneously, as is the case with a 300
megawatt turbine generator deal.
The Chinese factories are building
the machines to the specifications of
Westinghouse and to two separate
Chinese designs.

Opponents in key positions of au-
thority are of course in an excellent
position to sabotage an agreement
after it is concluded. For example,
money may be mysteriously unavail-
able to purchase equipment the two
sides had earlier agreed would be
necessary. Or, a company's telexes to
arrange implementation will go un-
answered, and visits can be delayed.

In several cases, obstructionism of
various kinds persisted until there
was a reorganization of the licensing
plant’s management. In one instance,
several reorganizations were
required.

Changes in the overall political cli-
mate can strengthen the opposition’s
hand, as was the case when readjust-
ment was intensified and the “petro-
leum clique’ attacked in early 1981,
The Hughes drill bit license, signed
about six months earlier, was at-
tacked openly in the Chinese press.
Atone point it looked as if it might be
cancelled. In the end, it was neces-
sary to renegotiate parts of the deal,

Follow-on sales are sweet-
eners the Chinese have in-
cluded in almost all licens-
ing arrangements, knowing
Sfull well that many compa-
nies would not even consider
licensing without them. The
most recent example is Gen-
eral Electric’s sale of 220
rail locomotives for over
$200 million in conjunction
with its locomotive license.

although Hughes insists that none of

the critical commercial terms had
been changed.

The Hughes case demonstrates
that some Chinese do not necessarily

consider a signed contract sacred if

they believe China made a bad deal.
Although the horror stories are the
exception not the rule, there has
been at least one other case of pay-
ments being suspended temporarily
as the Chinese unsuccessfully tried to
renegotiate a signed contract. Such
cases merely reflect a larger reality:
You must learn to deal with China’s
fractious, sometimes anti-foreign
bureaucracy.

Quality Control. Factory managers
not accustomed to strict quality con-
trol procedures often resist a licen-
sor’s injunctions, and either stick to
their old ways or try for cheap and
easy solutions that do not work. In
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one plant, for example, the foreign-
ers pointed to the problems in the
casting, but instead of changing the
casting method, which would have
required about a month, the Chinese
tried to adjust the machining. In an-
other, a machine that was supposed
to run continuously for optimum
performance was turned on and off
repeatedly because of interruptions
in power supply. In still others, the
Chinese have not set up quality con-
trol systems at all.

Sometimes, the licensee may be
forced to use locally available raw
materials even if they are not up to
standard. And if a Chinese factory
must rely on another ministry for a
key input, it may have little influence
over its quality. Licensing companies
have written language into their con-
tracts giving them the right to inspect
and reject raw materials, but this
does not seem to solve all the
problems.

Penny Wisdom. One of the most
common reasons for poor quality is
the Chinese reluctance to spend even
a nickel more than what the contract
calls for. By their very nature, licens-
ing agreements entail unforeseen
events and expenses. The Chinese in-
variably insist that they fall under the
scope of the original contract, even if
they require extra work by the
company.

For example, many contracts allow
for a definite number of technician
work-days in China at the company’s
expense, requiring the Chinese to
pay for any visits above this number.
Rather than pay for an extra visit, the
Chinese are just as likely to leave an
important problem unattended, or
try to browbeat the licensor into pay-
ing. Likewise, the Chinese have
sometimes been slow to spend money
for tooling that the licensing com-
pany recommends.

Adapting to Change. Virtually all
advanced technologies licensed to
China change with improvements in
design. By definition, state-of-the-art
technologies are not static. But the
flood of design innovations some-
times overwhelm Chinese managers
already having trouble assimilating
the company’s initial design.

Marketing. Companies cannot as-
sume that licensed products will
automatically find a market. For one
thing, Chinese managers are unused
to doing their own marketing. Also, it
is becoming apparent that end-users
have more power to select their prod-
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Photo courtesy McDonnell Douglas Corp.

MeDonnell Douglas is currently negotiating a licensing agreement to manu-
facture complete airframes (minus the engines and avionics) in the PRC.
Two MD-82s will be delivered to CAAC’s Shanghai bureau by mid-December
1983 for domestic use as well as its Shanghai-Tokyo and Shanghai-Hong
Kong routes.

Photo Iy Xenhua

When its Chinese licensee achieves full production in mid
1984, Standard Thomson truck and automotive thermostats
will be marketed throughout the PRC.

Based on the success of its 1973 licensing agreement with the Beijing Petrochemical Works
(above), C-E Lummus agreed to license more ethylene technology to plants in Nanjing,
Shengli, and [inshan in 1978.

ucts than is commonly known, and
that the central authorities cannot
always enforce their supply and mar-
keting plans.

The Chinese press has published a
complaint by Siemens’ Hangzhou li-
censee regarding so-called “‘regional
and departmental blockades.”” These
refer to the de facto market barriers in
China between localities and minis-
tries. The same article mentioned an-
other phenomenon confirmed by US
firms in China, namely that Chinese
end-users are suspicious of products
manufactured under license, believ-
ing that nothing made domestically
will ever compare with products man-
ufactured abroad. As a result, several
companies licensing in China have
ended up competing with their li-
censing partners. Certain customers
with access to foreign exchange insist
on buying American, and the number
would probably be greater if the Chi-
nese central authorities did not insist
that licensed products sell at the
same price in domestic currency as
those purchased abroad.

In a departure from normal licens-
ing practice, several companies are
developing their own marketing
strategies to promote the sale of their
licensed products in China, and to
break down the prejudice against do-
mestically made products. Others
find 1t advisable to service licensed
products with foreign personnel.

Other Irritants. Although relatively
minor compared with the larger fi-
nancial issues, communication and
travel problems sometimes present
real irritants. The Chinese tend to
send large numbers of technicians to
the US for training (in most in-
stances, more than companies feel
necessary). Often, they lack the nec-
essary English skills. Or, after signing
contracts that call for every conceiv-
able technical document, the Chinese
will find themselves buried under un-
translatable paper.

Particularly when a licensing plant
is located in an outlying area, the lack
of telecommunications will hinder
communications between the licen-
sor and the Chinese licensee. Poor
accommodations have created prob-
lems for companies whose techni-
cians are reluctant to volunteer for
work in China.

Are the Payoffs Worth It?
Companies have other motivations

in licensing besides m;tking a success-

ful technology transfer, of which the



most important are: obtaining fol-
low-on product and unit sales; freez-
ing out their competition; and po-
sitioning themselves for future
business in other product lines. In
practice, some of these goals have
been met more consistently than oth-
ers, but on the whole, licensing com-
panies are satisfied they have gained
advantages that would have other-
wise been unobtainable.

The most predictable benefit has
been follow-on unit and component
sales. These sales are sweeteners the
Chinese have included in almost all
licensing arrangements, knowing full
well that many companies would not
even consider licensing without
them. The most recent example is
General Electric’s sale of 220 rail
locomotives for over $200 million in
conjunction with its locomotive
license.

Furthermore, such sales have
tended to be larger than originally
anticipated both because of delays in
implementing licensing agreements
and because of stepped-up demand
for licensed products. Certain licens-
ing factories even prefer to assemble
imported parts though they have the
theoretical capacity to manufacture

some of their own, feeling that for-
eign content improves their market-
ing possibilities. In short, many com-
panies have found that it is easier to
conclude product sales after they
have licensed in China; these sales
have often meant the difference be-
tween profit and loss.

But licensing has not always guar-
anteed the licensor an exclusive posi-
tion in the China market. France's
Aerospatiale Helicopter, for exam-
ple, has failed to prevent Chinese
operators from buying or leasing off-
shore oil service helicopters from its
American rival Bell, despite its licens-
ing agreement with a plant in Harbin.

The key factor affecting exclusivity
is of course a company’s success in
setting up a licensing agreement and,
conversely, the failure of its competi-
tors to do the same. For example, it is
doubtful that General Electric could
have sold military aircraft engines to
China were it not for the failure of
the Rolls Royce license.

Another is the relationship be-
tween the licensing factory and its
Chinese end-users. In general, it
seems easier for the licensor to gain
an exclusive when both the licensee
and its customers are in the same

ministry. In the helicopter case, for
example, Bell was preferred by
CAAC, which was not a party to
Aerospatiale’s deal with the Ministry
of Aviation Industry. Some compa-
nies have obtained written exclusivity
commitments from the Chinese ei-
ther in the contract or side-letter, but
it may well prove difficult to enforce
such a commitment outside the pro-
ducer’s ministry. Even with these ca-
veats, however, most firms find li-
censing improves their position
vis-a-vis competitors, even if it does
not guarantee total dominance.

Most importantly, no worst-case li-
censing scenario h:
For example, no Chinese licensee is
poised to threaten its mentor on the
international market. Likewise, there
have been few, if any, violations of
confidentiality provisions.

Thus, for all of its attendant difh-
culties, licensing seems to offer com-
panies enough real or projected re-
turn to keep them interested.
Although both the Chinese and their
licensors are going through obvious
growing pains, licensing appears des-
tined to be a dominant mode of busi-
ness with China for the foreseeable
future. ¥

come to pass.

China National Light Industrial Products Imp. & Exp. Corp.
Guangdong Branch Guangzhou Office
Address: No. 87, The Bund, Guangzhou, China
Telex: 44078 LECKB CN.

Cable: “INDUSTRY" 6464 Guangzhou.
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The New JV Regulations

Three years after passage of the Joint Venture Law, China has
Jormalized its policies and even broken some new ground.

Jerome Alan Cohen and Jamie P. Horsley

n the spring of 1979, as China’s economic and legal

planners prepared to permit foreign investors to

cooperate with Chinese enterprises in establishing

equity joint ventures in the People’s Republic, they
confronted a dilemma. If they sought to stimulate foreign
interest by immediately promulgating detailed laws that
would address all the problems that every foreign invest-
ment encounters, experience might prove those laws to be
embarrassing, inadequate, and even unfavorable to China.
Yet if they failed to enact detailed laws, foreign business
people might hesitate to invest because of the consequent
lack of legal certainty.

The Joint Venture Law that appeared on July 8 of that
vear represented a compromise. It prescribed a basic
framework for investment, and its relatively few, rather
general, provisions resolved more problems than some
critics acknowledged. But it left open many important
questions. Those questions, Chinese officials maintained,
would be dealt with in forthcoming implementing rules.

Drafting a comprehensive set of implementing rules
without experience, however, proved more difficult than
anticipated. Some ofhcials advocated an alternative—
publication of early joint venture contracts as “‘models”
for would-be investors. These could offer guidance with-
out binding the Chinese government as official regulations
would. But this idea was aborted in the spring of 1980,
when the Hong Kong magazine, China Economic News,
created a furor by publishing the highly confidential
Schindler elevator joint venture documents before their
review by the Foreign Investment Commission, which
eventually gave its approval only after requiring substantial
changes. The approved Schindler documents were never
published, and it became clear that the idea of using
models had been abandoned.

Yet the need for guidance persisted, despite the appear-
ance of various joint venture laws and regulations concern-
ing registration, labor management, taxation, and loans by
the Bank of China, as well as the publication by the Chinese
authorities of a series of apparently official guidelines
regarding joint ventures.

The long-awaited implementing rules were finally pro-
mulgated on September 20, 1983 as regulations (hereafter
the “‘Regulations”). Their 118 articles codify many of the
provisions found in joint venture contracts concluded
during the past four years as well as policies that have been
announced or practiced on a piecemeal basis, and they
break new ground in certain respects. What follows is an
attempt to summarize the significance of the Regulations
according to the same problem areas discussed in an earlier
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issue of The CBR (see Jerome A. Cohen, "'Joint Equity
Ventures—20 Pitfalls that Every Company Should Know
About,” November—December 1982, pp. 23-30).

The Regulations clarify the Joint Ven-
ture Law (hereafter “the Law’’) by re-
quiring a unanimous vote of the board
on only a few types of decisions: those
relating to the venture’s termination
or merger; amendment of its articles
of association (and, one would presume, of the joint ven-
ture contract as well); and increase in or assignment of its
registered capital. Only the votes of those directors actu-
ally present or represented at the meeting need be ob-
tained for these purposes. Voting arrangements on all
other decisions are to be set forth in the articles of associa-
tion. The Regulations also make clear that a board meeting
requires a quorum of two-thirds of the directors, appar-
ently including those represented by proxy.

Voting
by the
Board of
Directors

Problems The Regulations state that a joint ven-
Of Capital :.l,n'o'..whi‘ch la'kesb (l‘lf"l'(rlt'lll f;fa ]imiteg
s iability company, is a “legal person,
Contri- and make clear that the participants
butions are only to be liable for obligations of

the venture to the extent of their sub-
scribed capital, that is, the contributions to which they are
committed. The Regulations spell out permissible forms of
contributions in kind (such as buildings, factories, machin-
ery, equipment, materials, industrial property rights, and
proprietary technology) but do not mention contributions
by foreign ventures of services and training. Moreover,
they allow the parties to the venture to jointly select a third
party to assess the value of each contributed item (other
than the use of a site, which is still to be valued unilaterally
by the Chinese) if the parties do not wish to establish the
value through negotiation. The Regulations further specify
conditions to which contributed machinery, equipment
and other materials, industrial property rights, and propri-
etary technology must conform, and require approval of
these contributions by both the department in charge of
the venture (usually the government department in charge
of the Chinese participant) and the Ministry of Foreign
Economic Relations and Trade (MOFERT), or a govern-
mental entity entrusted with MOFERT's approval power
pursuant to conditions also set forth in the Regulations.
If the venture is to obtain technology not through a
capital contribution but through a technology transfer
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contract with one of its investors or a third party, the
technology must be appropriate and advanced, and the
terms of the transfer must comply with the requirements
set forth in the Regulations for such transactions and must
be approved by both the department in charge and
MOFERT, or its authorized agent. The conditions imposed
on these technology transfer agreements, such as no re-
strictions on product exports, reasonable fees, no tie-ins,
and permission for the Chinese transferee to continue to
use the transferred technology after the expiration of the
agreement (which generally shall not exceed 10 years),
correspond to those announced earlier by the Chinese as
being applicable to transfers of technology generally.

If the venture acquires the right to use a site not as a
capital contribution of a Chinese participant but by means
of a contract to rent the land from the local government,
the Regulations authorize adjustment of the original land-
use fee only after five years, with periodic readjustments
thereafter in intervals of three years or more. If, however,
the right to use the site is contributed as part of the
investment of a Chinese participant, the Regulations pro-
hibit any adjustment of the value of this right during the
contract period of the venture.

The Regulations also resolve some practical problems
that have arisen relating to the registered capital of joint
ventures, prescribing that registered capital shall be the
total investment subscribed by the parties rather than the
amounts initially contributed, and that it may be registered
in either Chinese or foreign currency. When cash contribu-
tions are converted into another currency, the conversion
rate is to be the official Chinese exchange rate on the day
of the contribution and not, as some foreigners thought,
the “internal settlement rate” used in connection with
China’s foreign trade transactions.

When a participant seeks to assign any part of its invest-
ment to a third party, the Regulations not only require the
consent of the other participants, but also give them a
preemptive right to purchase the interest on no less favor-
able terms. In addition, they prohibit reduction of the
venture's registered capital.

The Regulations seem to reduce, if not

Obstacles to

. entirely eliminate, one substantial ob-
Attra_ctmg stacle with respect to the provision of
Fﬂrelgn the foreign exchange regulations that
Management only 50 percent of the after-tax com-

pensation of a foreigner working in
China can be repatriated as a matter of right. The Regula-
tions set forth the principle that foreign staft and workers
of a joint venture can apply to the Bank of China for
permission to remit all of their afier-tax foreign exchange
income once a deduction is made for their living expenses
in China. How generously the new provision will be inter-
preted remains to be seen.

Interestingly, the Regulations are silent regarding the
principle of “equal pay for equal work,” which in effect has
required that Chinese officials in a venture be paid the
same salaries that are received by its foreign managers of
the same position or responsibility. Foreigners have been
upset at the lack of legislative basis for this demand as well
as the additional costs it imposes. Indeed, the recent
American Motors joint venture contract reportedly autho-
rizes the venture to pay the additional salaries required
under this principle into an escrow account until such time
as some form of legislation is promulgated. Chinese offi-
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cials confirm that the Regulations simply leave it to the
board to decide management compensation, presumably
according to the merit principle that they endorse for
compensation generally.

Defining
Management
Roles

The Regulations reveal a sensitivity to
conflicts of interest. They prohibit the
venture’s general manager and deputy
general managers not only from hold-
ing similar posts in other economic
organizations but also from having any
connections with organizations that compete with the ven-
ture. This may mean that employees of the foreign investor
who are given management posts in the venture will have to
sever ties with the home company. The Regulations, how-
ever, do permit directors to hold management positions in
the venture.

The Regulations are virtually silent on
the question of debt-financing. They

Lending

to s simply refer, in passing, to the 1981
jomt regulations for handling loans to joint
Ventures ventures by the Bank of China, and

reafirm the authority to seek loans
from foreign banks. Unfortunately, both the problems of
providing security for foreign loans and matters concern-
ing third party guaranties are neglected.

Continuing The Regulations rm.'nnfn'm the rol(‘. of

Control MOFERT in approving and regulating

auire joint ventures. They articulate the gen-

b eral criteria for entrusting this role to

MOFERT provincial or other central agencies

under MOFERT’s scrutiny in cases of

smaller investments that will not affect the state plan, but

do not indicate the precise amounts of investment that

constitute the dividing line between centralized and decen-
tralized authority.

The control by MOFERT and its authorized agents is not
exclusive. The Regulations not only make the department
in charge of the venture responsible for guiding, assisting,
and exercising supervision over it, but also grant to the
agents that registers joint ventures—the provincial or
municipal level administrative bureau for industry and
commerce—the same power that MOFERT and its author-
ized agents enjoy to supervise and inspect implementation
of the joint venture contract and articles of association. It
will be fascinating to observe how these overlapping
responsibilities are exercised.

Signficantly, the Regulations attempt to define the role
of joint ventures in China’s planned economy. The law
seeks to ensure a certain degree of autonomy for joint
ventures while at the same time guaranteeing the ventures’
priority access to centrally located resources. For example,
ventures are given the right to do business independently
under China's laws and the contract documents; they are to
be guided and supervised, but not directed, by the Chinese
government authorities. They are to develop their own
construction plan, which is to be included in the construc-
tion plan of the department in charge, and given a priority
claim upon domestic supplies in order to assure fulfillment
of the plan. Furthermore, planning and administration
departments are warned not to issue directives to ventures,
but to leave them alone to work out their own production
and operating plans.
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Although they do not address the
question of costs, the Regulations do
reaffirm the importance of a feasibility
study report as the basis for approving
and carrying out a joint venture. They
also make clear that before such a
report can be prepared and contract negotiations take
place, a project proposal and preliminary feasibility study
report prepared by the Chinese side must be approved by
both the department in charge and MOFERT or its autho-
rized agent. This requirement adds a formality to the
investment process but offers potential investors some
assurance that higher authorities are favorably disposed to
their projects before they incur the expense of a full
feasibility study and negotiations.

Feasibility
Study
Costs

Costs Of Raw The Regulations prescribe the domes-

: tic agencies through which joint ven-
Materials tures must buy various types of materi-
and als. As for the purchase price and the
Utilities currency of payment, they follow the

Chinese foreign exchange regulations
applicable to joint ventures in providing P that six raw
materials used directly in production for export—gold,
silver, platinum, oil, coal, and timber—shall be priced
according to international market prices, and be paid for in
either foreign currency or renminbi (at whose option is
unclear); P that the purchase prices of imported commod-
ities or those that would otherwise be exported by Chinese
foreign trade companies shall be negotiated, taking into
account international prices, and shall be paid in foreign
exchange; and P> that the costs of all other materials,
including coal used for fuel and oil for motor vehicles
needed for manufacturing domestic goods, and the fees
for utilities, transport, and services provided to ventures
shall be the same as those charged to state enterprises and

Photo by Huang Xingquan, New (China Pictures Co

Workers assemble television components at the Fujian-Hitachi TV
Set Company, Ltd., a China-Japan joint venture.
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paid in renminbi.

Obviously, one should expect a certain amount of flex-
ibility in the application of this provision. For example, one
manufacturing joint venture, the Tianshan Woolen Textile
Company, was recently permitted to pay for its principal
raw material, wool (an export item), in renminbi rather
than foreign exchange as originally required, in order to
help make it profitable.

The need

to “heed the
opinions”
of workers

Here the most noteworthy aspect is the
right granted to representatives of the
venture's trade union to attend meet-
ings of the board of directors as non-
voting members to discuss not only
matters related to labor conditions,
but also general operations and development plans. The
board is instructed “‘to heed the opinions of the trade
union and obtain its cooperation’ in connection with
labor-related issues. The Regulations make clear the ap-
plicability to joint ventures of the requirement of China’s
trade union law that employers allot a sum equal to 2
percent of the salaries of all staft and workers as union
funds.

Domestic China’s recent decision to open its do-

mestic market is reflected in the Regu-
Sales lations. They “‘encourage’ exports,
versus g

but provide that products that are ur-
gently needed or currently imported
can be “primarily” sold at home. Gen-
erally, how each product is to be marketed within China
depends upon how it is classified by the planning system. A
venture normally will enjoy the option of doing its own
domestic marketing only when its product is not covered by
the state plan, or when it has already sold the required
quantities to official marketing organizations. If, however,
the product is one that a Chinese foreign trade company
needs to import, it may be sold directly to that company for
foreign exchange.

Profits
and
Pricing
Policy

Exports

The Regulations offer no guidance to
contract negotiators as to what may
constitute a reasonable profit, but they
nevertheless shed light on the stan-
dards and procedures for setting sales
prices. For domestic sales, ventures
are ordinarily to rank their products according to quality,
set their prices according to state-set prices for that prod-
uct quality, and receive payment in renminbi. However,
they may ask Chinese price-control departments to make
exceptions and permit some prices to take account of the
international market. It is unclear whether in such cases
the venture can expect payment in foreign currency. Ex-
port prices may be freely determined by the venture. In all
situations, however, the venture must file its prices with the
department in charge as well as with the price-control
agency.

Since some ventures, in accordance
with their feasibility study reports and
contracts, are now allowed to sell their
products primarily in China, they may
not be able to maintain sufficient for-
eign exchange earnings to balance
their foreign exchange needs, as is generally required. In

Foreign
Exchange
Regula-

tions
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such cases how will the imbalance be cured so that foreign
exchange expenses can be met and profits remitted
abroad? The Regulations come up with an innovative, if
vague, answer. The provincial or municipal level govern-
ment authority, or “responsible department under the
State Council,” shall make up the deficit from its own
foreign exchange reserves. If the problem cannot be re-
solved in this manner, after approval by MOFERT and the
State Planning Commission, the imbalance shall be in-
cluded in the state plan.

The Regulations do not indicate whether joint venture
foreign exchange earnings, if converted into renminbi, will
be converted at the official exchange rate or at the higher
“internal settlement rate” given to Chinese enterprises to
encourage exports, nor whether foreign exchange pro-
vided to a joint venture under the above provision will be
sold at the published rate or the internal rate. Chinese
officials have stated, however, that joint ventures will be
treated just as domestic enterprises are in this respect.
Foreign exchange sold to or purchased from the Bank of
China will be priced at the internal rate.

Although the Regulations contain sev-
eral provisions that protect the inter-
ests of Chinese recipients of foreign
technology transfers, they do little to
enhance the protection of companies
that transfer the technology. That is
left to the forthcoming patent and technology transfer laws
and, pending their enactment, to individual contracts.

Protection

of Indus-
trial Prop-
erty Rights

Surprisingly, the Regulations do not
provide detailed guidelines for the du-
ration of different types of ventures,
such as tourism, light industry, and
heavy industry. Instead, they state that
ordinary projects will usually have a
term of from 10 to 30 vears, but that projects that involve
large investments, lengthy construction periods, and low
profit rates may have a longer term.

The Regulations elaborate upon the Law’s cryptic refer-
ence to those circumstances that justify early termination
of a venture. They reiterate that heavy losses, breach of
contract, and force majeure can trigger dissolution, but in
each case add that such circumstances must result in an
inability to continue operations. They also introduce a
broad new standard—"failure of the joint venture to
achieve its business objectives, coupled with no possibility
for future development”—and add that the parties in their
contract may stipulate other reasons for premature
dissolution.

Reasons

for
Early

Termination

Recogmzmg l:l(‘IR('gulatmns do not mdu‘ftlo
¢ . whether, in placing a value on the for-
Going e placing a vaiu
eign investor's interest in a venture
Concern upon its termination, there will be
” 5 T e
Value some recognibon of its gomng con-

cern value.” They do authorize the
board, under the supervision of the department in charge,
to work out procedures and principles for liquidation, and
to nominate a liquidation committee. The committee is
obligated, among other things, to propose a basis for the

valuation of property, thus presumably leaving the issue of

intangible vaiue open until that time. Incidentally, in some
circumstances accountants and lawyers registered in China
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may be invited to serve on the committee.

Arbitration The Regulations make an important
and addition to the Law by providing that

: disputes may be settled in the courts,
DlSPUte not solely by arbitration, if friendly
Resolution consultation or mediation cannot re-

solve them. If there is no written ar-
bitration agreement between the parties, any party may file
a suit in the Chinese courts, which, since enactment of the
trial Civil Procedure Law in 1982, are open to foreigners.
The Regulations do not appear to contemplate suit in
foreign courts. They do, however, clarify the Law by
afhrming that arbitration may take place outside China
with the parties’ consent, either in a third country or in the
foreign investor’s country, if it is the defendant.

Immumty No tpemum is made of sovereign im-
d munity, and probably none need be
an becau o A
. ecause the existence of explicit
Governlng means of resolving disputes should
Law eliminate any fear that Chinese com-

mercial entities will invoke that doc-
trine in an effort to evade responsibility,

The Regulations make a major change, however, with
respect to governing law. No longer will the foreign and
Chinese parties be able to compromise, upon what is a
sensitive point to each, by agreeing to make no reference to
governing law in the joint venture contract. Article 15
expressly provides that the formation, legal effect, inter-
pretation, and implementation of—and resolution of dis-
putes under—a joint venture contract will all be governed
by Chinese law. This provision will worry many foreign
investors and put Chinese lawmakers under even greater
pressure to complete the civil code, the foreign economic
contract regulations, the patent law, and other necessary
laws that have long been in the works.

There was a time when some Chinese
othcials expected that the Regulations
would offer foreign investors more
specific legal protection against this
threat than that found in the general
language of either the 1982 Chinese
Constitution or the Law. Yet the lawmakers apparently
decided to leave the matter to the bilateral investment
protection agreements that China has signed or is now
negotiating with foreign governments. To the extent that

Threat of
Expropria-
tion or
Confiscation

they are unprotected by such agreements or further legis-
lation, foreigners will have to look to their investment
contracts and to political risk insurance for protection.

Taxes The Regulations state that, on dissolu-

d tion of the venture, the foreign partici-
an o 2

pant shall pay income tax on the

Customs amount, if any, by which its pro rata

Dutles return of the net assets or remaining

property exceeds its investment. The

tax is to be paid when the funds are repatriated.
Other significant provisions concern the industrial and
commercial consolidated tax and customs duties. The
Regulations confirm exemptions from both for designated

joint venture imports, and exempt most exports from the

consolidated tax while remaining silent about customs
treatment. They also hold out the possibility that a venture
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will enjoy an exemption from or reduction of the consoli-
dated tax on domestic sales, if difficulties arise during its
initial period of production.

The Regulations clarify several points

Profit

. has regarding profits. The reserve fund
l?u.trlbu (one of three funds deducted from the
tion after-tax gross profit to arrive at net,

that is, distributable, profit) may be

used not only to make up losses but
also, after appropriate administrative approval, to add to
the available capital for expanding the venture's produc-
tion. No profits are to be distributed unless previous years’
losses have been made up. Moreover, there is no legal
requirement that the board distribute profits annually; the
matter lies within its discretion.

s we have noted, the Regulations do not address

all the questions confronting foreign investors,

Nor do they clear up all of the questions that they

do address. For example, they seek to articulate
the implicit distinction that the Law makes between an
“agreement” and a “contract.” They tell us that the for-
mer records “certain important points and principles’
governing the establishment of the joint venture, while the
latter records the parties’ rights and obligations. But what
function does an “‘agreement’” serve? Is it merely an in-
terim negotiating document, or can it suffice to initiate a
project? Is it binding upon signature, without higher gov-
ernmental approval? Is it to be approved before the con-
tract and articles of association, as practice suggests, or at

the same time as the other documents, as one might infer
from the Regulations?

Plainly the Regulations raise many new questions of
interpretation. Only one more will be mentioned here. Will
the Regulations be applied in all respects to existing ven-
tures or, in order to avoid the unfairness of retroactive
application of certain provisions, will such provisions only
be applied to future ventures? For example, will foreign
investors who resisted inclusion of a Chinese governing law
clause when negotiating their contracts now be told that
such a provision has been imposed upon them? In analo-
gous circumstances, in order to avoid creating so unattrac-
tive a precedent, the Ministry of Finance has generally
been careful to make its tax promulgations prospective in
application, and perhaps a similar interpretation will be
given to the Regulations.

In any event, although questions inevitably exist, the
Regulations provide much useful guidance and represent
vet another major step forward in China’s long march
to create a legal environment attractive to foreign bus-
iness. £

Jerome Alan Cohen is a partner in the international law firm
of Paul, Weiss, Rifkind, Wharton & Garrison. He commutes lo
China from New York and Hong Kong as the legal advisor to
American and foreign companies. He also teaches part-time at
Harvard Law School.

Jamie P Hovsley is an associate with Paul, Weiss, Rifkind,
Wharton & Garrison, and has been residing in Beijing for the
past two years.
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CHINA BUSINESS

Jennifer Little
Research Assistant

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
Joint ventures, licensing arrangements, and other forms of business arrangements are included if classified as such in Chinese and
foreign media reports. For the most part, the accuracy of these reports is not independently confirmed by The CBR.

National Council members can contact the library to obtain a copy of news sources and other available background information
concerning the business arrangements appearing below. Moreover, member firms whose sales and other business arrangements with
China do not normally appear in press reports may have them published in The CBR by sending the information to the attention of

Jennifer Little.

b 4

ﬁ 5 CHINA’S IMPORTS THROUGH OCTOBER 20

Product/Value/
Date Reported

Foreign Party/
Chinese Party

Agricultural Commodities

(Australia) 1.5 million metric tons of wheat.
$237,465,000 (Aus$270 million), late 1983~

early 1984, 7/25/83.

62,800 day-old chicks. $531,000 (DM
1,418,900). 8/1/83.

Lohmann Tierzucht
GmbH. (W. Germany)/
China National Animal
Breeding Stock Imp. &
Exp. Corp. (CNABSIEC)
(W. Germany)/CNABSIEC 196 milk cows. 8/1/83.
210 hogs. 8/1/83.

1,628 rabbits. 8/1/83.

(Hungary)/CNABSIEC

(US) and (W. Germany)/
CNABSIEC

(Switzerland), (France),
and (Japan)/CNABSIEC

230 tons of pasture seeds. 8/1/83,

Donation of 38,000 Ibs. of bread flour.
8/20/83.

Minnesota Wheat Re-
search and Promotion
Council (US)

Joe Buckner (UK) Signed 10-year contract to sell ducks.

8/30/83.

State of Idaho (US) Negotiating sale of logs. $125 million.

9/13/83.

NA (Macao)/Aquatic
Breeding Co. of Nafu
Commune, Guangdong

Cooperative aquatic breeding farm in
Taishan County, Guangdong. Macao invest-
ment: $128,000 (HK$1 million). 9/19/83.

(US) 120,000 metric tons of wheat for delivery in
1983-84, bringing 1983 total grain pur-
chases to 3.5 million tons. 10/5/83.

CSR Itd. (Australia)/ Signed long-term contract for the supply of
CEROILS raw sugar. 10/11/83.
Agricultural Technology

Sand Livestock Systems Signed 5-year contract to operate swine-
(US) confinement units. 7/83.

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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United Nations Develop-
ment Program

Signed agreement to continue cooperation
on the development of the China Agricul-
tural Remote Sensing Training and Applica-
tion Center. 9/12/83.

Chemicals
(Kenya) 10,000 tons of soda ash. 7/28/83.

(Switzerland), (France), 128 tons of fodder additives, 8/1/83.

and (Japan)/CNABSIEC
(Brazil) 55,000 tons of urea. $90/ton fob. 8/15/83.

(Saudi Arabia) 50,000 tons of bagged urea. $130/ton fob.

8/15/83.

4,000 tons of polyethylene per month for 6
months. 9/20/83.

Showa Denko (Japan)/
SINOCHEM

Chemical and Petrochemical Plants and Equipment

Albright and Wilson (UK) Negotiating contract to expand a detergent

plant in Tianjin, 6/27/83.

Tecnimont, subsidiary of
Montedison (Italy)

Negotiating sale of technology. 7/11/83.

Mitsui Toatsu Chemicals Has entered into an agreement to assist in

Inc. chemical plant technology for Tianjin, ini-
tially to involve chloralkali and polyvinyl
chloride. 8/2/83.

(Philippines)/Shenzhen
Municipal Petrochemical
Industry Corp.

Signed letter of intent to build an oil refin-
ery in Shenzhen, $500 million. 8/7/83.

Asahi Chemical Industry
Co. (Japan)/China Na-
tional Chemical Con-
struction Corp.

Will convert a Lanzhou caustic soda plant
to the bipolar membrane process. $2 mil-
lion, 8/17/83.

Teijin Ltd. and Nissho
Iwai Corp. (Japan)/
TECHIMPORT

Contract for a polyester filament plant. $21
million. 8/29/83,

USS Engineers & Consul-
tants Inc., subsidiary of
US Steel/Shanghai Gao
Qiao Petrochemical
Corp.

Used equipment, engineering services, and
limited license to make and sell ABS. $5 mil-
lion. 10/18/83.

Construction and Construction Materials

Yamabhiro (Japan)/China
National New Building
Matenials Corp.

Are discussing supply of a dry-wall screw
plant. 7/83.

Simplex Housing Interna- Contract to build 6-story office building.
tional (US), Thyssen 8/8/83.

Rheinstahl Technik

GmbH. (W, Germany),

and Haibin International

Co., Ltd. (HK)/SITCO and

Jing Jiang Hotel Group
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Veneer Products Ltd. and
Singapore Southseas
Commodities Private Ltd,
(Singapore)

Shin Nippon
Airconditioning Engineer-
ing Co. (Japan)

(Denmark)/Heilongjiang

Toyo Sash Co. (Japan)

Monier Ltd. (Australia)

Consumer Goods

Industrie Riunite
Eurodomestici (Italy)/Bei-
jing Refrigerator Factory

Kam Tai Co. (HK)/
Shantou

Philip Morris Inc. (US)/
Guangzhou Cigarette
Factory No. 2

Philip Morris Engineering
Service (US)

Electronics

Ai Electronics Corp.
(Japan)

International Scientific
(Japan)/China Aviation
Equipment Corp. (SITCO)

Tokai Bank (Japan)/
Shanghai Investment and
Trust Corp.

Future Computers (UK)

Apple Computer (US)

joint Electronic Teller
Services Co. (HK)/Bank of
China

Cable & Wireless Systems
Ltd. (HK)

Hitachi (Japan)

Swire Engineering Ltd.
(HK)/Mindong Develop-
ment Corp. of New Tech-
nology, Fujian

Seiscom Delta Inc. (US)/
Ministry of Petroleum

IBM Japan Ltd./
INSTRIMPEX

Fanuc Ltd. (Japan)/
TECHIMPORT

Aydin Computer Systems
(US)

Swire Systems

NA (US)/liatong
University

Video Technology Ltd.
(HK)

Sony Corp. (Japan)

50

Signed agreement to develop and operate a
warehouse complex in Shenzhen. 8/24/83.

Air conditioning system for the Lido Hotel
located in Beijing. 8/29/83.

Signed agreement for joint manufacture of
heat insulation pipes. 8/31/83.

Aluminum sash for: 1) Garden Hotel,
Guangzhou. $1.6 million (¥400 million); 2)
Bank of China building, Beijing. $1.23 mil-
lion (¥300 million). 9/20/83.

Contract for supply and installation of a
prestressed concrete pipe-making plant in
northeast China. 10/14/83.

Signed agreement to provide refrigerator
know-how and production methods.
7/31/83.

Will jointly operate a furniture and decora-
tion firm. B/23/83.

Will conduct a joint feasibility study.
10/10/83.

Contract for 50 cigarette-making machines
to update factories in Shanghai and two
other provinces. 10/10/83.

20 16-bit microcomputers. $348,000 (¥85
million). 6/83.

Signed agreement for supply of equipment
and know-how for construction of personal
computers and semiconductor factories.
$41 million (¥10 billion). 7/83.

Bank will supply computer know-how and
will cooperate in arranging trade deals be-
tween Japan and China. 7/26/83.

Microcomputers. $3 million (£2 million).
7/28/83.

500-600 microcomputers. 8/83.

100 NCR 1780 automated teller machines
and two NCR V-8555 Model Il computers,
$5 million. 8/83.

13 Emerson uninterruptible power supply
units. 8/83.

Seven mainframe computers, $5 million.
8/83.

Agreement to assemble microcomputers.
8/1/83.

Two geophysical virtual image plotter sys-
tems and two 3d generation Megaseis mul-
tiprogramming systems with software.
8/1/83.

11 4300-series mainframe computers. $1.2
million. 8/26/83.

Have established a digital control device
service center, Beijing Digital Control
Equipment Plant, 8/29/83.

An image-processing system for a textile
factory. $200,000. 7/27/83.

350 Victor 16-bit microcomputers. $3.5 mil-
lion. 9/1/83.

Cooperating on software development.
9,/10/83.

Negotiating sale of 20,000 Laser 200 color
home computers. 9/11/83,

Audio-video equipment. 9/26/83.

Dataprep (HK)

Sems (France)

Far East Computers
(Singapore)

Sinclair Research (UK)/
South China Computer
Co. and China Flectron-
ics Import and Export
Corp.

Food Processing

Producer Manufactures
Pty Ltd. (Australia)

Sodima (France)

NA (Denmark)/Xingxia
No. 3 Sugar Refinery

Mojonier Co. (US) and
Seitz, Enzimkur, and Noll
(W. Germany)/Shanghai
Food Industry Corp. and
Shanghai Soda Water
Factory

Fronz Bass Co. (Austria)
and Tebopharn Co.
(Netherlands)/Shanghai
Food Industry Corp. and
Taikang Food Products
Factory

Hebenctreit Co., Collich
Co., Loesch Co. (W. Ger-

many)/Shanghai Food In-

dustry Corp. and Shang-
hai No. 1 Yimin Food
Products Factory

Bosch Co. (W. Germany)

and Carle-Montonair Co.

(italy)/Shanghai Food In-
dustry Corp. and Shang-
hai No. 6 Yimin Food
Products Factory

(Denmark)/Heilongjiang

Vitasoy Edgell (HK) and
Peterville Co. (Australia)/
CERONLS, Guangdong
branch

Orion Machinery Co. (Ja-

pan)/China National
Aero-Technology Import
and Export Corp.

Machinery

Shoda Iron Works and
Tomei Trading (Japan)/
Heilongjiang Interna-
tional Technology Co-
operation Corp.

Housten Systems Manu-
facturing Co. (US)/China
National Machinery
Corp.

Toshiba Corp. (Japan)/
TECHIMPORT

Metals and Minerals

Fluor Corp. (US)/China
National Coal Develop-
ment Corp.

Nippon Light Metal Co.

Ltd. (Japan)/Guizhou Alu-

minum Works

(UK)

50 GE 2030 printers. $60,000. 10/83,

An 516 small-scale production line that just
began trials, 10/83.

20 computer systems for technical institutes.
$653,000. 10/83.

Agreement to assemble home computers in
Guangzhou. 10/83.

A 2,000-ton capacity cold storage complex
to be located at Huangpu. 7/5/83.

Contract for dairy production assistance.
7/18/83.

Loan, technology, and equipment for a
sugarbeet processing plant. 8/8/83.

Production and bottling equipment.
8/22/83.

Waffle production and packaging equip-
ment. 8/22/83.

Chocolate wafer production and packaging
equipment. 8/22/83.

Candy production line. 8/22/83.

Signed agreements to provide dairy product
and beer processing technology. 8/31/83.

Vegetable processing technology. 9/11/83.

Dairy machine parts and assembly know-
how. $226,000 (¥55,200,000). 9/20/83.

Wood processing machinery for a furniture
factory in Qigihar. $1.23 million (¥300 mil-
lion). 7/83.

Signed contract for 13 portable steam gen-
erators for enhanced oil recovery projects.
$5.5 million. 8/83.

Received plant order for manufacturing
laundry equipment to be located in Beijing.
$1.04 million (¥250 million). 8/5/83.

Contract for basic engineering of the
Huolinhe coal mine in Nei Monggol.
8/22/83.

30,000 metric tons of alumina. 8/26/83.

650 tons of nickel alloy. 8/29/83.
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Ramsey Engineering Co.
(us)

Nippon Steel Corp. (Ja-
pan)/TECHIMPORT

British Steel Corp.

Mining Equipment
Komatsu Ltd. (Japan)/
China National Coal
Development Corp.

Anderson Strathclyde
(UK)

Petroleum

AMF Geo Space (US)/
China National Oil and
Gas Exploration and
Development Corp.

Offshore Joint Services
Co. (Singapore)/China
Nanshan Development
Co.

Offshore Joint Services
Co. (Singapore)/CNOISC,
Equipment Maintenance
Co.

Osprey Electronics (UK)/
Chinese Shipbuilding
Trading Co.

Energy Projects (SE Asia)
Ltd. and Petroleum New
SE Asia Ltd./CNOJSC

Yau Luen Shipyard (HK)/
Nanhai West Oil Co.

Nippon Steel Corp. (Ja-
pan)/China Ocean Engi-
neering Services

Mitsubishi Heavy Indus-
tries Ltd. and Chengbei
Oil Development Corp.
(Japan)/China Bohai Oil
Co. and China Offshore
Platform Engineering
Corp.

Esso Petroleum China
Ltd. (US)

ENI (Italy)

Pharmaceuticals

(Brazil)/Ministry of Public
Health

Sanofi (France)/Ministry
of Public Health

Lark Co. (Italy)/State
Pharmaceutical Adminis-
tration and TECHIMPORT

Ports
NA (Austrahia)

Norsk Hydro AS
(Norway)

Industrial Bank of Japan/
Shanghai Trust and In-
vestment Corp.

Four coal sampling systems and two coal
laboratories for the ports of Shijiusuo and
Qinhuangdao. $3.2 million, Summer/83.

Signed contract to provide managerial and
technical training for the Baoshan Iron and
Steel complex. 9/15/83.

Discussing sale of two used steel works.
$25.6 million (£17 million). 9/29/83.

Negotiating sale of opencut coal mining
equipment. 7/25/83.

Signed contract to produce coal shearers in
China. 9/20/83.

Geophysical cables, connectors, and test
equipment. 7/4/83,

Will take a 30% interest in operating the
Chiwan supply base. 8/83.

Contract for repair and maintenance of off-
shore rigs and support vessels. 8/83.

An underwater TV system to be installed on
a semisubmersible. $75,000 (£50,000).
8/4/83.

Contract for oil industry familiarization and
training for CNOJSC personnel. 8/5/83.

Contract to repair the Nanhai 1 rig.
8/26/83.

Signed contract to lift an oil storage jacket
on the bed of the Bohai Sea. 9/15/83.

Signed contract to build five offshore plat-
forms. 9/23/83.

Signed agreement to build an oil terminal
and pier in Shenzhen. $1 million. 9/30/83.

Is discussing collaboration in research for
development of new offshore oil fields and
assistance and modernization of land-based
oil fields. 10/11/83.

Signed protocol to cooperate in Chinese
medicinal herb applications, acupuncture,
treatment of cancer, and investigation of
tropical diseases. 8/19/83.

Negotiating the transfer of hepatitis B vac-
cine technology. 8/24/83.

Signed contract for the technology using
cephalosporin C to produce vaccine strains
and cephalosporin C zincate. 9/12/83.

Signed contract to build a dock at Mawan,
Shenzhen. 7/24/83.

Will build a fertilizer terminal in Shekou.
8/16/83.

Signed memorandum of understanding to
provide technological cooperation for the
construction of a new Shanghai port.
9/13/83.
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Scientific Instruments
Amarel Precision Instru-

ments (US)/Shanghai Op-
tical Instruments

Instron (UK)
Kratos (UK)

Seiscom Delta Inc. (US)

Japanese International
Cooperation Corp./China
State Scientific and Tech-
nological Commission

Rank Cintel (US)/
INSTRIMPEX and China
Central TV Station

Amano Corp. (Japan)

Tektronix Co. (US)/Ori-
ental Scientific Instru-
ments Import and Export
Corp.

Shipping
Amatista Shipping Corp.
(Liberia)

NA

Blue Star (UK)

Brown Boveri Co. (Swit-
zerland)/Shanghai
Shipyard

Skipskonsulent A/S and
Flekkefjord Shipyard
(Norway)

NA (Thailand)/Shantou
Special Economic Zone
Development Co.

British Royal Navy, Hy-
drographic Dept./Shang-
hai Ocean Shipping Co.

Star Offshore Services
(HK)

Telecommunications

Philips Telecommunica-
tions Manufacturing Co.
Ltd. (Australia)/Ministry
of Electronics Industry

Lynch Communications
Systems (US)

Nippon Electric Co. Ltd
and Sumitomo Corp. (Ja-
pan)/MACHIMPEX, Tianjin
branch and Tianjin
Municipal Administration
of Posts and
Telecommunications

Textiles
Pierre Cardin (France)

Textile Equipment

Mitsubishi Corp. and
Nissan Motor Co. (Ja-
pan)/Yichang City, Hubei

APl will market the Shanghai company’s
products in the US and provide engineering
assistance. 7/83.

Materials testing equipment. $337,500
(£225,000). 7/7/83.

An electron spectrometer. $330,000
(£220,000). 7/7/83.

Signed letter of intent to form a company
near Beijing to make equipment for use in
oil and gas exploration. 7/26/83.

A nuclear magnetic resonator for polypro-
pylene research. 8/15/83.

Two Digital MK IIC flying-spot telecines.
9/83.

Time recorders. 9/1/83,

Have established the Beijing Tektronix
Technical Service Center. 9/6/83.

A 7,695-ton ferry. $3.9 million. 7/5/83.

Three large Greek-flag tankers for
shipbreaking. 7/7/83.

Two British-flag cargoships. 8/10/83.

Established a turbosupercharger service sta-
tion. 8/15/83.

A fishery research vessel for 1984 delivery.
8/23/83.

Signed agreement to form a company to
handle passenger and freight shipping be-
tween Shantou and Hong Kong. 8/29/83.

Signed ocean shipping cooperation agree-
ment in which China will be provided with
British admiralty charts and other publica-
tions. 9/24/83.

Two offshore supply vessels for the BP con-
sortium, $7.5 million (HK$64 million).
10/12/83.

430 units of mobile radio equipment, and
perhaps 1,000 more. $1.3 million (Aus$1.5
million). 7/23/83.

Trial installation of concentrators. 8/22/83.

10,000 telephone exchanges, a number of
1,000-circuit long-distance exchanges, 199
32-channel pulse code modulation trans-
mission systems, and 3,500 push-button
telephones. 9/21/83.

Signed contract to set up Cardin sales
counters in Beijing hotels and stores.
9/1/83.

Order for a texturized polyester yarn plant
including 120 water jet looms. $6 million
(¥1.5 billion). 8/2/83.
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Shuulchi Saito Corporate
Planning Office Brother
Industries Ltd. (Japan)/
Shenyang Clothing In-
dustry Corp.

Chia Tai International In-
vestment Co. Ltd.
{Thailand)

(Japan) and (W. Ger-
many)/Liuzhou Knitwear
Mill

(Switzerland) and (W,
Germany)/Nanning City
Knitwear Mill

Tourism

Wing Wah Agency Ltd.
(HK)

Wing Luem Shim Ltd.
(HK)/C1Ts, Dongwan
County, Guangdong

Robin Shipbuilders Pri-
vate Ltd. (Singapore)

Mitsubishi Transport As-
sociates (Japan)/
Changjiang Reservoir
Tourist Area
Administration

Nanyang Commercial
Bank Ltd. (HK)/Guilin
City Tourist Co. and Bank
of China, Trust Dept.

Transportation

CompaAir Reavell (UK)/
China National Aero-
Technology Import and
Export Corp.

Sumitomo Corp. and
Toyo Kogyo (Japan)/
Chongging Automobile
Factory

Daihatsu Motors (Japan)/
Tianjin Automobile
Factory

NA (Australia)

Peugeot (France)/
MACHIMPEX

Renault (France)/
MACHIMPEX

Farrel Bridge (UK)

Scamia (Sweden)/Ministry
of Forestry

Kuehne & Nagel Air-
freight Inc. (US)/China
National Foreign Trade
Transportation Corp,

Urban Transportation
Development Corp.
(Canada)/Shanghai In-
vestment and Trust Corp.

Wam Fai, Wai Shing
Trade and Transport Co.
(HK)/Wuzhou Automo-
bile Transport Co.

Isuzu Co. (Japan)

NA (Japan)/MACHIMPEX
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Have agreed to operate a repair center for
industrial sewing equipment at the Shen-
yang Sewing Equipment Factory. 8/22/83.

will invest in a wholly-owned carpet factory
to open in Shantou. 8/23/83.

Warp knitting machines. $960,000. 9/12/83.

Finishing equipment, dyeing machines, and
driers. $200,000. 9/12/83.

Will renovate the Haiban Hotel in
Zhanjiang, 7/83.

Signed agreement to jointly develop and
manage the Humen Tourist Village. 8/1/83.

Is constructing the 500-room Lido Hotel in
Beijing. 8/29/83.

Undertaking construction of the Changjiang
Hotel and the Changjiang Entertainment
Center. $7.75 million (HK$58 million). 9/83.

Jointly constructing the 800-bed Guishan
Tourist Center. $15 million. 9/12/83.

Test equipment for development of jet en-
gines. $750,000 (£500,000) 6/21/83.

Discussing production of commercial vehi-
cles. 7/83.

Will assemble light trucks. 7/83.

Signed contract to build a railway connect-
ing Mawan with Boji in Shenzhen. 7/24/83.

Signed contract for 200 model 504s plus
spare parts. 7/30/83.

Signed contract for 200 R-18 TS automo-
biles. 8/2/83.

Cross-ply tire-making machinery for Dun-
lop-contracted tire factory in Guangzhou.
$2.25 million (£1.5 million). 8/4/83.

150 64 trucks. 8/15/83.

Has been authorized as an air freight agent
for freight moving from the US to China.
8,22/83.

Signed agreement for a feasibility study of a
proposed rapid transit system for Shanghai.
8/29/83.

Will cooperate to service imported motor
vehicles. 9/12/83.

Will start a Beijing service station. $400,000
(¥100 million). 9/20/83.

2,000 vehicles, including deluxe coaches,
limousines, minibuses, and truck chassis.
9/20/83.

Teijin Ltd., Toyobo Co.,
Toray Industries Inc., and
Unitika Ltd, (Japan)

Miscellaneous

G & B Automated Equip-
ment Ltd. (Canada)

Trans-Lingual Communi-
cations Inc, (US)

Flonico (UK)

(Switzerland), (France),
and (Japan)

Nomura Research Insti-
tute (Japan)/Shanghai In-
vestment and Trust Corp.

International Publications
Corp. (USSR)/China Na-
tional Publications Import
and Export Corp. and
Guoji Shudian

Industrial Bank of Japan/
State Economic Commis-
sion, Energy Bureau

Hoya Corp. (Japan)/
China North Industries
Corp.

Canadian Broadcasting
Corp./Ministry of Radio
and Television

First Interstate Trading
Co. (US)/Bank of China,
Trust Dept. and Shanghai
Foreign Trade Consulting
Corp.

Contracts for 1,200 tons of nylon tirecords.
9/20/83.

Signed letter of intent in early '83 to mod-
ernize an abrasive plant. 6/27/83.

Appointed exclusive US agent for three PRC
newspapers. 8/83.

Two plastic tanks for a water treatment
project. 8/83.

82 police dogs. 8/1/83.

Signed contract to establish a joint consul-
tant office for urban construction, industrial
development, and technical renovation in
Shanghai. 7/26/83.

Signed book exchange accord. 9/12/83.

Will cooperate in developing energy-saving
technology; IB] will act as intermediary to
transfer Japanese technology. 9/13/83.

Optical glass manufacturing plant and pro-
duction know-how located in Chengdu, Si-
chuan. $14,000 (¥3.5 million). 9/14/83.

Will exchange radio and television pro-
grams. 9/16/83.

Signed agreements to assist each other in
marketing and marketing research. 10/3/83.

+
B’ %

Foreign Party/
Chinese Party

CHINA’S EXPORTS THROUGH OCTOBER 20

Product/Value/
Date Reported

Agriculture

(Sri Lanka)/China Agricul-
tural Machinery Import
and Export Corp.

(Brazil)

(United Arab Emirates)

(USSR)

Mitsubishi Corp. and
Yamada Co. (Japan)/
CEROILS

Construction
Yamazaki Construction
(Japan)/Xi’an Municipal
Base Construction
Council

(Mali)/China Construc-
tion Engineering Corp.

NA (HK)/China Construc-
tion Engineering Corp.

325 sets of small tractors and 100 sets of
combine harvesters. 7/24/83.

Signed protocol to promote exchanges in
agriculture, animal husbandry, and fishery.
8/3/83.

1,050 lambs from Xinjiang. 8/15/83.

750 tons of frozen meat from Anhui.
8/18/83.

Signed 3-year contract to supply fresh veg-
etables. 8/23/83.

Contract to train Chinese construction
workers, half to be employed by Yamazaki
for overseas projects. 7/83.

Signed contract to build an Islamic cultural
center in Mali. 8/22/83.

Awarded contract for the first phase of con-
struction of the Tuen Mun town park in
Hong Kong. $4.1 million (HK$32 million).
9/11/83.
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(HK)/China Overseas
Building Development
Co.

Electronics

Fujitsu Ltd. (Japan)/
Qinghua University
Food Processing
Siribala Sugar Refinery
(Mali)

(Zambia)

Foreign Aid
(Central African Republic)

(Senegal)
(Sri Lanka)

Machinery
(Pakistan)

Ministry of Hydraulics
(Algeria)/China National
Agricultural Machinery
Import & Export Corp.

Military Equipment
Zimbabwe Air Force

Petroleum

(Thailand)

Naess Hallman Inc. (US)/
Shanghai Offshore Petro-
leum Engineering Corp.
(PRC-US joint venture)

Kashima Qil Co. (Japan)

Power
(Philippines)

Telecommunications
MEYEI (US)/China Elec-
tronics Import and Export
Corp.

Transportation

Burlington Northern Rail-
road (US)/China Railway
Foreign Service Corp.

Topac International Trad-
ing Co. (US)/SINOCHEM

Trade Agreements

(Albania), (Argentina),
(Pakistan), and
(Seychelles)

(Bulgaria), (Canada),
(Mexico), and (Nigeria)

Miscellaneous

Eotvos Lorand University
(Hungary)/Ministry of
Culture

AMEF Co. (US)/Shanghai
No. 3 Rubber Products
Factory and INDUSTRY,
Shanghai branch

Awarded a tender for construction of a
housing development project in Shatin, New
Territories. $8.07 million (HK$67 million).
10/83.

Computer software, 8/31/83.

Will have its equipment overhauled with
Chinese assistance. 8/12/83.

China handed over the Chingola maize mill.
8/18/83.

Loan to improve CAR’s radio network, med-
ical services, and agriculture. $15 million,
7/31/83.

Medicine and medical apparatus. 9/6/83.

Airlifted relief materials including blankets,
garments, and fabric. 9/8/83.

China is studying three cooperative projects:
a heavy-duty machinery plant, a casting
plant, and a machinery repairing plant.
8/1/83.

1,000 diesel engine pump units for irrigation
and drainage. $800,000. 9/12/83.

24 MiG planes plus training for pilots and
maintenance personnel. 7/83.

50,000 tons of Shengli crude. 8/19/83.

Two semisubmersible drilling platforms and
other rigs. 8/22/83.

300,000 barrels of Daging crude. $27.70/
barrel. 8/30/83.

Hydroelectric power station for the Magat
River project. $2.2 million (24 million pesos).
8/11/83.

US company will market Chinese telephone
sets in the US; 60,000 already ordered.
7/25/83.

12 electric switch machines. 7/83.

10,284 passenger car tires, 8/25/83.

Signed trade and economic cooperation
agreements in August and October.

Signed science and technology agreements
in August, September, and October.

500 Chinese books. 9/13/83.

750,000 rubber balls for 1983 and 800,000
for 1984. 9/26/83.

The China Business Review/November-December 1983

B 4
R 5

Foreign Party/
Chinese Party

DIRECT INVESTMENT/PROCESSING/
COUNTERTRADE THROUGH OCTOBER 20

Arrangement/Value/
Date Reported

Joint Ventures

Chada Computer Co.
and Jilu International
Trading Co. (HK)/two
Beijing companies

Bishop Graphics Inc. (US)
and Thai-An Trading Co.
(HK)/Shenzhen Electric
Appliances Manufactur-
ing Co. and Bank of
China, Shenzhen branch

Dyvi Offshore (Norway)/
CNOOC

Cable & Wireless (UK)/
China Nanhai Oil Joint
Services Corp. and
Guangdong Provincial
Posts and Telecommuni-
cations Bureau

Cheong Ming Toy Fac-
tory (HK)/Fujian Enter-
prises Co. Ltd.

Tokyo Maruichi Shoji Co.
and The Core Group (la-
pan)/China Electronics

Import and Export Corp.

IMT Tractor Plant (Paki-
stan)/China National
Farm Machinery Import
and Export Corp.

Australian-Hong Kong
consortium/Shenzhen
Municipal Petrochemical
Industry Corp.

Occidental Petroleum
Corp. (US), Société
Nationale EIf AGuitaine
and Total Exploration
(France), and Tricentrol

Exploration Overseas Ltd.

(UK)/CNOOC

Occidental Petroleum
Corp. (US), Hispanica de
Petroleos S.A. (Spain),
Ampol Exploration Ltd.
and CSR Ltd. (Australia),
and Tricentrol Explora-
tion Overseas Ltd. (UK)/
CNOOC

Chia Tai International In-
vestment Co. Ltd. (Thai-
land)/Jinan joint Co. of
Animal Husbandry, In-
dustry and Commerce

China-Agro-Industries
Development Co. (HK)
subsidiary of Lark Inter-
national Ltd. (US)/
Guangzhou Xintang
Orchard

(Tanzania)

Goodyear Group (HK)/
Shenzhen

Esso-China Ltd. (US) and
Shell Exploration (China)
Ltd. (UK}/CNOOC

Formed the Zhongming Computer Co. to
provide technical consultation on comput-
ers, assemble and repair hardware, and train
personnel with software. 5/83.

Have entered into a 10-year agreement to
manufacture and distribute printed circuit
design products. $1 million +. 7/19/83.

Signed agreement to charter rigs for off-
shore drilling. 7/22/83.

Formed the Huaying Nanhai Qilfield Tele-
communications Services Co. to provide
service for oil exploration and development
of the South China Sea. $2.7 million initial
investment. (PRC: 51%-UK:40%). Signed
7/25/83.

Joint operation of an electronic toy factory
in Hong Kong. $770,000 (HK$6 million) ini-
tial investment. 7/31/83.

Have formed the Beijing Core Soft Co. to
develop computer software. (PRC:51%-)a-
pan:499). Capital: $61,000. Signed 8/83.

Discussion of joint production of the Chi-
nese Taishan-25 tractor in Pakistan. 8/1/83.

Negotiating construction of a large petro-
chemical complex in Shenzhen. $1.75 bil-
lion. 8/3/83.

Signed contract for oil exploration in the
South China Sea. 8/6/83.

Signed contract for offshore oil exploration
in the South China Sea. 8/6/83.

Negotiating establishment of a condensed
animal feed plant. Investment: $2.6 million.
8/8/83.

Cooperation on a joint cattle farm in
Guangzhou to export beef and milk.
$300,000. (PRC:40%-US:60%). 8/13/83.

Cunduc!ing feasibility studies of Chinese-
Tanzanian ventures in the areas of ship re-
pair, fishing, and construction. 8/14/83.

Opened a printing and packaging plant, and
the East Lake Hotel. 8/15/83.

Signed contract for offshore oil exploration
in the South China Sea. 8/23/83.
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MIS Co. (US)/Yinchuan
Electrical Meters and In-
struments Factory,
Ningxia

Carveston Co. (HK)/
Xinghua Commerce &
Industry Co.

Universal Toy Co. (HK)/
Shanghai Toy Import and
Export Corp.

Occidental Chemical Co.
Ltd. (HK)/Duyun Elec-
tronics Industrial Co.,
Technological Research
Institute of the Ministry
of Electronics Industry

Meishek Investment Ltd.
(HK)/China Nanhai Oil
Joint Service Corp.

Japan National Oil Corp./
CNOOC

Idemitsu Oil Develop-
ment Co. Ltd. (Japan),
Natomas (Far East) Ltd.
(US), and Cluff Oil P.L.C.
(UK)/CNOOC

Kam Kui International
Holdings and Nanyang
Finance Co., Ltd. (HK)/
Hangzhou Tourist Co.
and Hangzhou Interna-
tional Trust and Consul-
tancy Corp.

Gentex Co. (ltaly)/Shang-
hai Foreign Trade Corp.

Libyan Arab Foreign In-
vestment Co./Zhejiang
International Trust and
Investment Corp.

Hua Jin United Enterprise
Ltd. (HK)/Shanghai Furni-
ture Co.

Exectrade Ltd, (HK)/Tian-
jin No. 6 Garment Fac-
tory and Tianjin Eco-
nomic Development
Corp.

Ministry of Fisheries (Sn
Lanka)/China Interna-
tional Engineering Corp.
for Agriculture, Livestock
and Fishery

British Columbia
Resources Investment
Corp. (Canada)/CiTic

Crown Zellerbach
(Canada)

Geoservices Co, (France)/
CNOOC

Feltex New Zealand Ltd.

Compensation Trade

Joseph Corn & Son (US)/
Ningxia Wool and
Leather Industrial Co.

Wing Hing Cotton Yarn
Co. (HK) and Ingolstadt
Factory (W. Germany)/
No. 3 Cotton Mill of
Shijiazhuang, Hebei and
CHINATEX, Hubei
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Signed letter of intent to form a company to
produce rural environmental protection
equipment. Investment: $10 million.
8/29/83.

Agreement to jointly construct and operate
an exhibition and exchange center in
Guangzhou. $21.7 million, 8/31/83.

Signed agreement to form the Shanghai
Universal Zinc-Alloy Toy Co. located in
Minhang. 9/83.

Will sign agreement to convert its distribu-
torship to a 50-50 venture located in
Shenzhen. 9/83.

Formed the Nanhai Oil Center to develop
and operate a housing, business, and
recreation center for oil personnel. 9/2/83.

Signed contract for oil exploration in the
Pearl River mouth basin. 9/5/83.

Signed contract for oil exploration in the
Beibu Gulf. 9/5/83.

Have approval to construct the 680-room
Hangzhou Dragon Hotel. Investment: $30
million. (PRC:55%-HK:45%). 9/5/83.

Formed the Shanghai Overseas Trading
Corp. located in Geneva to promote Shang-
hai exports, 9/5/83.

Signed agreement to form the China-Libyan
Arab Textiles Co. to be located in
Hangzhou. (PRC:45%-Libya:55%). 9/12/83.

Established the Shanghai Upholstered Furni-

ture Co. located in Shekou. (PRC:45%-
HK:55%). $385,000 (HK$3 million). 9/14/83.

Established the Tianjin Synthetic Padding
Joint Manufacturer Ltd. to produce spray
banded web, bulk fiber, and bonded fab-
rics, Registered capital: $818,000 (¥1.62 mil-
lion). (PRC:60%-HK:40%). 9/19/83.

Signed 20-year agreement to establish the
Lanhua Fisheries Co. in Colombo to raise
aquatic products. (PRC:49%-Sri Lanka:
519%). 9/26/83.

Discussing a forest products venture. 10/83.

Discussing a venture. 10/83.

Signed contract to form the China-France
Bohai Geoservices Co. Ltd. based at Tanggu
to provide mud slurry logging services.
10,/8/83.

Reached a preliminary agreement for a car-
pet manufacturing plant located in Suzhou.
$6.5 million. 10/12/83.

Processing and tanning facilities in exchange

for lamb wool goods. 7/24/83.

Two spinning machines in exchange for
yarn. 8/15/83.

Mitsui and Co. Ltd. (Ja-
pan)/ih Ju League Textile
Industrial Co., Nei
Mongol

Crown Trading Co. Ltd.
(Japan)/Hainan Agricul-
ture-Industry-Commerce
United Enterprises Corp.
for Land Reclamation

Hing Wai Trading Co.
(HK)/Beihai Marine Fish-
ing and Salvation Co.

Fong Chou Wooden
Ware and and Toy’s Mfg.
(HK)/Nanning Furniture
Co.

Chori Co., Ltd. (Japan)/
Longsheng County Tal-
cum Mine

Kanematsu Gosho Ltd.
(Japan)/China National
Native Produce and Ani-
mal By-Products Import
and Export Corp., Jiangsu
branch and Economic
Planning Commission of
Wujiang County.

Kanematsu Gosho Ltd.
(Japan)/Zhangyu Wine
Brewing Co., Shandong

Licensing

Scientific Design Co.,
subsidiary of Texas East-
ern Corp. (US) and Toyo
Engineering (Japan)/
TECHIMPORT

AGA Navigation Aids
(UK)/Guangzhou Scien-
tific and Technical Ex-
change Center

Berg Industries (US)/Min-
istry of Public Health

Yamato Scale Co., Ltd.
(Japan)/Yingkou No. 3
Instruments Plant,
Shenyang

Coproduction

Teccor Electronic Inc.

(us)

Best Land Development
Ltd. (HK)/Shanghai
Jinjiang Hotel, Shanghai

Trust and Investment Co.,

and Shanghai Patriotic
Construction Corp.

Mannesmann Demag (W.
Germany)/Dalian Hoist
Plant

Leasing

Glacier Metal Co. and AF
International (UK)/
THCHIMPORT

China Orient Leasing Co.
Ltd. (PRC-Japan joint
venture)/Liuzhou Printing
and Dyeing Mill

Tokyo Manki and Showa
Leasing (Japan)/Qingdao
No. 2 Confectionery,
Qingdao Leasing Co.,
Qingdao First Light In-
dustry Bureau

British Airways Helicop-
ters/CAAC

Equipment for a woolen interlining fabric
mill in exchange for its products. 8/28/83.

Technology and equipment to raise stevia
rebaudina, a natural sweetener perennial, in
exchange for a percentage of the crop.
$400,000. 9/5/83.

Fishing boats and gear in exchange for
aquatic products. $230,000. 9/12/83.

Processing equipment and new designs in
exchange for furniture. $38,000. 9/12/83.

Technology and equipment for processing
talcum powder in exchange for the powder.
9/12/83.

Loan for purchasing equipment and tech-
nology for a rabbit hair weaving mill in ex-
change for mixed rabbit hair wool. $1.6 mil-
lion (¥400 million). 9/19/83.

Wine cultivation and storage technology in
exchange for wine. 9/19/83.

Ethylene oxide-ethylene glycol technology
for a new plant in Nanjing. 6/83.

Are discussing production of navigation
aids. 8/83.

Production of “Perception’’ sunglasses.
8/3/83.

Technology and equipment for production
of the EC series electronic belt-balance.
$850,000. 9/12/83.

Negotiating joint production of semi-
conductors and control devices, 3/83.

Have formed La Belle de Chine to produce
clothing from orders made by tourists.
8/8/83.

313 bridge cranes for the Baoshan Iron and
Steel Complex. 7/22/83.

Machinery, $1.5 million (£1 million).
7/26/83,

Printing, dyeing, and cutting machines,
$1.32 million. 9/12/83,

Instant noodle-making equipment. $214,000
(¥52.41 million). 9/26/83.

Two used 5-61 helicopters for offshore oil
support. 9/30/83.
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THE NATIONAIL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: WALTER STERLING SURREY

Vice-Chairmen: Davip C. Scorr,
Wittiam C. Dovck, CHARLES 1
RosTOV

Secretary-Treasurer: HARRY TavLor

Counsel: BEN[AMIN P FISHBURNE 111

President: CHristorHErR H. PHILLIPS

BOARD OF DIRECTORS

Wit iaMm R, ARTHUR, chairman, Merrill
Lynch International, Inc.

SaM AYOL B, senior executive vice-
president and chief financial othcer,
The Coca-Cola Co.

MURRY P. BERGER, president and chief
executive officer, MB International
Consultants, Inc.

WirLiam H. Bricker, chairman of the
board, Diamond Shamrock (.‘m‘pumlirm

Wittarp C. ButcHeR, chairman and
chief executive ofhicer, The Chase
Manhattan Bank, N.A.

WitLiam C. Douvcr, chairman and chief

executive othcer, Phillips Petroleum
Co.

MicHEL FrRiBoURG, president and chief
executive othcer, Continental Grain
Co.

Prrer A, GEORGESCU, president, Young
& Rubicam International

WiLiiam B, GrataM, chairman, Baxter
Travenol Laboratories, Inc.
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TELEVISION

COMMERCIALS
ARE NOW
BEING BROADCAST IN
THE WORLD’S

LARGEST MARKET...

WILL YOURS
BE AMONG THEM?

The national television network of the People’s Republic of China—CCTV—will begin weekly,
primetime broadcasts of quality CBS Television Network programming in October of 1983.

By joining CBS on CCTYV, ten international advertisers have the unique opportunity to
reach the largest country in the world. Your company should be one of this select group. Consider
the possibilities:

Reach key audiences, national trend setters, business and industry, government officials,
consumers and prospective employees.
Associate your company’s commercials with proven CBS network quality programming on
an ongoing, long-term schedule.
—Enjoy product-category exclusivity while building brand loyalty.
—Take advantage of an attractive entry price.
—Develop long-lasting relationships in China which will enhance your status as future
commercial opportunities arise for you.
—Travel to China to observe their television operation, monitor TV research and talk with key
CCTYV executives.
Remember that there is a market for industrial goods in China right now! With a billion people
rapidly becoming more aware of new technologies, new products and a need to accelerate their
production capacity, the opportunity to be one of a select group of television advertisers is not
only excellent commercial diplomacy, but plain good business!

[f you want to be the exclusive advertiser in your product category
and pre-empt your competition, contact Charles Walsh at CBS
Broadcast International. Phone 212-975-1858 or telex 662101CBINY.




