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JOB CHOICE BECOMES
OFFICIAL—FOR SOME

China’s market reforms are sup-
posed to invigorate the economy, and
they are doing just that in the coun-
tryside. But as China’s reformers are
keenly aware, raising productivity in
the urban economy is much more
complicated.

The latest target of their efforts is
the Tabor force. Regulations issued in
September specily that laborers en-
tering the State-sector work force
must be employed under contract.
Designed to shake worker apathy and
assist the manager in boosting pro-
ductivity, the new laws seem bold,
even revolutionary. They promise
greater leverage for managers to hire
and fire according to work perfor-
mance, and greater opportunities for
workers to find the job of their
choice.

But reading the fine print in the
new rules that ook effect October |
reveals that their immediate impact
will be limited. The rules alfect only
new entrants into the work force, so
the 90 million State workers already
cmployed will continue to enjoy life-
time job security. With about 2.6 mil-
llon workers entering the State sector
work force each year and only 1.94
million retiring, it will be some 30
vears before this entire sector of the
work force comes under contract.
Moreover, new workers who have at-
tended technical high schools or re-
ceived advanced education will con-
tinue for the most part to be assigned
Jobs in government organizations
and State enterprises without the
benehit of contracts.

Mobility even for those workers al-
fected by the new regulations will be
limited, since the most highly prized
workers can be locked into initial
contracts lasting up to 15 years. The
State permitted 1H-vear contracts to
encourage enterprise investment in
training, but the end result, along
with a presumably better-trained
work force, will be less mobility for
the Kinds of workers enterprises most
want to hire. The less desirable work-
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ers will be casier 1o come by, since
their contracts range [rom only two
to hive vears.

I'he probability that the highest
skilled workers will be generally less
mobile than the average worker is
rather ironic, given the State’s cur-
rent emphasis on creating a more ra-
tional distribution ol scientific and
technical expertise. But even il
skilled workers were able to sign
shorter contracts, it is unlikely that
enterprises with an abundance of
skilled workers would be any more
willing to relinquish their best and
brightest than they have in the past.

How well will these reforms be re-
as far as

ceived? Perhaps very well
they go—Dby managers, who can now
recruit new workers by issuing public
notices and inviting applicants to
take competitive examinations or un-
dergo selective screening. The best-
managed enterprises, especially,
should have their pick of the job ap-
plicant pool. Yet all enterprises hir-
ing contract workers should benefit,
since the threat of dismissal is likely
to raise such workers” productivity.
Rules outlining grounds for dismissal
should give managers the ammuni-
tion they need to reduce chronic
absenteeism and shoddy work pertor-
mance. And the productivity of all
employees may go up as workers with
lifetime tenure try to keep up with
those under contract,

As for the workers themselves, the
blessings of contract labor are mixed.
On the bright side, the most qualified
new workers will be able to contract
their services to the highest bidder.
When their contract expires, they
can move on to different enterprises
if they so choose. On the other hand,
this new freedom is obtained at a
price. Employees who used to fret
over spending their whole lives in a
dull, unpleasant factory can now
worry about their chances of staying
on in one they do like.

A contract worker who loses his
Jjob can at least count on unemploy-
ment compensation, the cornerstone
ol the new labor reforms. Adminis-

tered by government othcals from
funds contributed by State enter-
prises, the unemployed will receive
60-70 percent of their salaries for
the first year, and 50 percent in the
following vear. The people who may
fall through this safety net are work-
ers who “unjustifiably™ refuse their
labor burcau’s job assignments more
than once.

I'he new labor laws are certainly a
step in the right direction. Greater
mobility should stimulate the devel-
opment of a labor market with a
range ol skills and rationalize the
value of labor. But reformist at-
tempts to promote mobility will face
some obstacles from below. Until the
residence registration system is
changed, for instance, job markets
will remain largely local in nature.
And scarce housing may make em-
ployees unwilling to leave an enter-
prise for one further away. These
problems have already been noted in
certain cities where labor experi-
ments have been conducted since
1980, In Shanghai, job mobility has
only ranged from 7 to 10 percent,
except awmong workers whose jobs
are exceptionally arduous or poten-
tially health-threatening. —Andrew
Ness

SEOULMATES

Sharply critical of the 10th Asian
Games recently held in South Korea,
North Korea's Party newspaper de-
clared last September that “to par-
ticipate in the Games means encour-
aging [South Korean] schemes 1o
perpetuate national division and dic-
tatorial policy.” But China didn’t see
it that way. What's more, China’s
H15-member delegation to the 10th
Asian Games held in Seoul from Sep-
tember 20 1o October 5 ignored
North Korea's suggestion that they
leave for Seoul indirectly via Hong
Kong. Instead they flew directly
aboard planes chartered from CAAC,
China’s national airline.

As the games ended, China seemed
pleased with the results. Having
placed first with 61 gold medals in
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the New Delhi games four years ago,
China stretched its lead this yvear with
94 gold, 82 silver, and 46 bronze
medals. Its athletes broke Asian game
records in many fields, proving espe-
cially strong in swimming and gym-
nastics. In a surprising upset, how-
ever, China’s traditionally superlative
table tennis athletes were defeated by
South Korea in both the men’s and
women's finals. South Korean teams
went on to an impressive finish, win-
ning 93 golds and coming perilously
close to overtaking China’s lead.

Yuan Weimin, head of the Chinese
delegation, said that the Games re-
vealed important weaknesses in Chi-
nese sports. China's teams will un-
doubtedly work hard to overcome
these deficiencies in time for the next
Asian Games, which China will host
for the first time in 1990,

China’s decision 1o participate in
the Seoul Asian Games over North
Korean objections is consistent with
its policy of separating sports from
politics—a policy enunciated on the
eve of the 1984 Olympic Games in
Los Angeles. Yet, unwilling to cause
undue offense to political allies,
Beijing has tried to make clear that its
presence in Seoul was sports diplo-
macy only in the broadest sense.
Tight-lipped about politics, Chinese
sports leaders in Seoul would go no
further than inviting South Korean
reporters to the Asian Games in
Beijing. This was nothing new, as
South Korean journalists have al-
ready covered Chinese-South Korean
sports events in China for the past
two vears. Meanwhile, in Pyongyang
in October, Chinese President L.i
Xiannian met with North Korean
President Kime Il-song, apparently
timed to be a symbolic gesture assur-
ing the North of China's continued
political support.

But with two-way trade between
China and South Korea now topping
$1 billion a year, North Korean ofh-
cials are not likely to rest easy. And if
they have been reading the English-
language China Daily these days, they
will note that “south Korea' has
lately begun to be spelled with a capi-
tal s’ —DDK

A PIANO IN EVERY PARLOR?

For Americans in 1928, Herbert
Hoover’s promise of a chicken in ev-
ery pot had powerful appeal. Urban
Chinese in 1986, however, are more
likely to be won over with the slogan
“a piano in every parlor.” Pianos are

selling out so fast that some enthusi-
asts are now placing prepaid orders
with a factory a year or two in ad-
vance. In Shanghai recently, lines re-
portedly formed outside a new piano
shop six davs before it opened for
business. And earlier this year, a lead-
ing musical mmstrument store in
Beijing reported 1,000 piano cus-
tomers on its waiting list. Sales of
other Western musical instru-
ments—especially electric organs,
accordions, guitars, and violins—are
also way up this year, with about 80
percent now going to individuals
rather than institutions.

Not even steep price hikes have
slowed the “piano craze,” as it is
called in the Chinese press. Since July
piano prices have risen some 30-40
percent, now ranging {rom ¥2,400
($650) to ¥24,000 ($6,500), largely
due to the rising cost of labor and
raw materials. The cheapest pianos
cost the average worker about two-
vear's pay; yet according to an infor-
mal store survey conducted in Wu-
han last spring, factory workers were
buying about 40 percent of the pi-
anos. Another 20 percent were being
sold to “private entrepreneurs.”” Al-
though the self-employed are still a
small percentage of the work force,
they are apparently a major factor in
the sharp increase in sales.

Why are so many individuals
putting such an expensive item at the
top of their shopping lists this year?
To be sure, the piano craze can be
explained partly by the ever-growing
popularity of Western music among
both young and old. But another im-
portant explanation seems to rest
with the attention Chinese parents
are lavishing on their only children.
Families that can afford to do so (and
lucky enough to find supplies in
stock) have already bought a color
TV, washing machine, and refriger-
ator—items considered important
for the whole family. Once these pur-
chases are made, the next major in-
vestment for many families is made to
enhance the education of the child.

Of course a piano remains beyond
the means ol most families, but the
limited supply makes it difficult to
gauge the depth of demand. China
produced 24,000 pianos last year,
but half were for export. Even after
annual output exceeds 100,000 pi-
anos—China’s goal for 1990—piano
manufacturers say they expect de-
mand o exceed supply by a wide

—DDK

margin.
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MENTARY

US Laws Threaten the Future of China-US Trade

Ithough China-US trade

has strong momentum be-

hind it, the present trade

volume sull falls far short
of the potential of both markets. Un-
fortunately, a number of US trade
laws and legislation now being con-
sidered by the US Congress threaten
to restrict China’s exports to the US,
and thus jeopardize the prospects for
growth in bilateral trade.

Not only are these laws and amend-
ments inconsistent with the US gov-
ernment’s oft-stated support for free
and fair trade, but they conflict with
US commitments—as provided in
our bilateral trade agreement—iuo
accord China “treatment no less fa-
vorable than is afforded to any third
country or region” and to take into
consideration that China i1s a devel-
oping country.

A telling example ol this inconsis-
tent policy toward China is a pro-
posal by the House of Represen-
tatives to amend Section 406 of the
US Trade Act of 1974, This proposal
would underscore the discriminatory
effect of the provision on countries
with ideologies different from those
of the US by allowing petitioners to
single out countries classified as
nonmarket economies and subject
them to import relief actions (under
standards that are not applied to
other countries) if their exports to
the US are increasing. This is particu-
larly unfair to China since it is a late-
comer to the US market, a fact that is
olten overlooked when the US im-
poses restraints on China’s exports,

Another threat to China's exports
is the US antidumping law and pro-
In handling
against China, the

posed changes to it
antidumping cases
US currently treats China dogmati-
cally as a nonmarket economy. We
strongly believe that it is not appro-
priate to continue rigidly labeling
China as such. China has come a long
way from a unitary planned economy

Han Xu

The US dumping law as ap-
plied to China is contrary to
what are generally consid-
eved the basic characteristics
of law—consistency, stabil-
ity, predictability and fair-
ness.

to one that combines planning with
responsiveness to market forces, In
fact, some of China's economic sec-
tors are already largely governed by
those forces. It is fitting and proper
that changes in US rade laws and
policies concerning China should re-
flect price reforms and other eco-
nomic changes taking place in China.

The US antidumping law as ap-
plied to China is contrary to what are
generally considered the basic
characteristics ol law—consistency,
stability, predictability, and fairness.
Since the US determination of dump-
ing margins is not based on the real
cost of the Chinese product, and as a
surrogate is selected only after a peti-
ton has been fled, it 1s impossible
for China to predict what the arbi-
trary “fair value” will be. Faced with
the constant threat of antidumping
petitions, China's exporters are
forced artificially to inflate prices.
This, in turn, unfairly restricts Chi-
na's access to the US market. More-

Han Xu has been China's ambassador to
the United States since April 1985, This
Commentary is adapted from a letter sent
by Ambassador Han to some members of
the US Congress and administration offi-
cials in September.

over, in certain antidumping cases
against Chinese products, the Com-
merce Department unfairly chose
suppliers who were at stages of cco-
nomic development by no means
comparable to ours, resulting in the
determination of inflated  dumping
margins.

Rather than addressing the dis-
criminatory effect of current US
antidumping laws, certain pending
proposals would erect even harsher
barriers to China's exports. One such
proposal would adopt an artificial
benchmark in antidumping proceed-
ings. This approach would ignore the
fact that, as a result of recent price
reforms, prices of Chinese commaod-
ities in most sectors now reflect their
are taking
responsibility for their own profits
and losses. We are particularly op-
posed to using the US average import
price as a benchmark, because it

costs and enterprises

would severely erode China's com-
petitive advantages in labor and raw
materials.,

Since 1972 China has run a large
cumulative trade deficit with the US.
I'hough the growth rate of some Chi-
nese exports to the US seems high,
their total volume is small. Since Chi-
na's ability to import depends on its
ability to export, any barrier to Chi-
na's exports to the US market will
adversely effect our imports from the
United States.

[t is in the interest of both coun-
tries to maintain good long-term eco-
nomic relations. China continues to
pursue an independent foreign pol-
icy and to adhere to the principle of
equality and mutual benefit in its
business dealings with other coun-
tries. The US has recognized China as
a friendly nonallied country. We
hope it will treat us as such and elimi-
nate policies that harm our bilateral
cconomic and trade relations and im-
pede China’s progress in achieving
cconomic reform.
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NEGOTIATION STRATEGIES FROM
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CHINA TRADERGS.

For the first time ever, the experiences,
knowledge and strategies of the western world’s
most successful China traders are available ina
videotape program, backed by a comprehensive
user guide and related books.

The Executive Information Network’s China
Business Negotiations: Style & Strategies That
Work includes:

Lucian Pye outlines classic Chinese negofiation

: strategies. Profocol and pitfalls. Alook into the
pras<cap s P(emem"""‘ gy cultural, political and psychological differences
Kamsky Associales 3M Company you need to know fo be successful.
Virginia Kamsky provides insight on how she
successfully represents over 40 corporations to
China, from AlG International to WESTVACO.
David P-C Chang explains how he established
production sourcing for Nike shoes in China.
John Marshall outlines successful strategy used
in negotiating the first wholly owned US subsidiary
company in China.
Wallace Anker discusses lessons learmed in
establishing First Chicago's Beijing-based effort.

Every subject is covered by experts with first
hand experience in negotiating sales agreements,
jointventures, countertrade deals, banking/finance
and legal transactions —as well as how you can
come to grips with whether your company has
what it takes to be successful in the China frade.
US$895. Introductory price, just $770.

Until March 1, 1987, save 15% off the
regular $895. Complete program includes the 60
minute China Business Negotiations videotape,

7 comprehensive User Guide, Lucian Pye’s Chinese
Charles Jennings, Writer/Producer ~ Stanley Lubman, Parfner Heller Ehrman, Wallace Anker, St VP First Notional Commercial Negotiating Style, and
el ERr oo Communicating with China, edited by Robt. Kapp
for US$770. Order today by calling 503/221- 0927,
or mail the coupon below:

Y 1
Luclan Pye, Professor MIT

F
Richard Chen, \VP/Asian Affairs, John Fluke, Jr., Chairman/CEO,
Occidental Petroleum

John Fluke Mfg. Co

I e e aacatic limiotis b e ot 1

| . Executive Information Network, Inc. i
Cruy ! @ 140 SW Arthur -
Co NESE I = Portiand, OR 97201 503/221-0927 i
NngMERCIA j Pleosesend _____complete programs. (@ USS770 S_ = 1
STYu: T’AT’NCL o i Shipping/handling USS$ 18 ea _ . 1
e 1 All funds quoted in USS TOTAL ]
')) » I ( )CheckEnclosed ( )Visa ( ) Mastercard 1
: Acent # - - _ Exp - - :
Sig N e — — = S
1 Nome/Title o o O - !
£, | Company - !
- - — — — — 1
N Address — o - o o 1
City o o __Stote _Up o 1
Phone () - - o - ]
‘ | Specityformat: [ '4"VHS [] '%"Belal  USA: NON-US: [ PAL |
1 [] %"U-MATIC [ '%"Betall [J NTSC [] secam 1

] Aliow 3 weeks for delivery [ Please send information on other EIN video programs and upcoming seminars 1

| F - = = ]



The Training Component

More and more companies are making training programs in the US part of their
China strategy. The question for them is, can it be done better?

any US companies find

that offering training

as part of technology

transfer programs in
China helps win contracts. Indeed,
most US companies active in China,
unless they are involved strictly
in import/export activities or di-
rect sales, have made some efforts to
train Chinese on the job or in US
factories.

By training Chinese workers in the
US, companies help to provide tech-
nical and managerial skills that China
lacks. Trainees also gain a better un-
derstanding of American culture and
work ethics., But training isn't a one-
way street. The Chinese can contrib-
ute vital information to a project,
such as the quality of materials avail-
able or knowledge of the regulations
that must be followed in China.
Building understanding and honing
technical skills can also help to en-
sure that US-made equipment is bet-
ter maintained and serviced in China,
and that jointly made products
achieve quality standards.

But training workers from another
culture, accustomed to a different
economic structure and working
environment, can also pose formida-
ble problems. One US training in-
structor complains, “‘the Chinese
don’t understand how US business
works, and many sull don’t under-
stand it even after being here.” To
make the most of the time, US com-
panies first need to evaluate who they
will train and what type of training is
appropriate for their project—and
then structure a well-organized pro-
gram.

WHO TO TRAIN

Having some control over trainee
selection is essential for the foreign
partner providing training for a
project, who naturally wants to train
the people who will benefit the most.

Julia S. Sensenbrenner

Training associated with licensing
deals is an exception—companies
generally play little or no role in the
selection because training is consid-
ered part of the technology the Chi-
nese are paying for.

Disagreements between the Chi-
nese and US partners to a contract
over the scale of training programs is
not uncommon. China’s eagerness to
train skilled workers abroad can
make a Chinese partner more con-
cerned with the number of people in-
volved than with the quality of the
program. The Chinese side is espe-
cially prone to sending more trainees
than necessary if the US side is bear-
ing most of the cost. But it is impor-
tant to choose an optimal number of
trainees. During negotiations, Chi-
nese cost-consciousness can be raised
by pointing out that in joint venture
projects the JV must bear all or part
of this expense, or that covering the
living expenses of trainees coming
over for licensing agreements will re-
quire a sizable chunk of foreign ex-
change.

Typically, the Chinese side
presents a pool of candidates from
which the US side either picks train-
ees or eliminates unqualified candi-
dates before the Chinese make the
final decisions.

Companies involved in the selec-
tion process can interview to evaluate
language and technical skills, review
the candidates’ credentials on paper,
or use an English test (see box on p.
12). One company has developed a
useful evaluation method that ac-
complishes two things at once. Anin-
terview is used not only to test Eng-
lish skills, but also to discuss the
candidate’s proposal for improving
the training program. Candidates re-
veal their understanding of the job

Julia S. Sensenbrenner is associate editor

of The CBR.

and technical subjects in discussing
their proposal. Training content is
debated until an agreement is
reached. This also gives the candidate
a preview of what is expected during
training, so that fewer misunder-
standings occur once trainees arrive
in the US.

In evaluating prospective trainees,
companies should look for basic Eng-
lish competency, solid technical and
educational backgrounds, and pracii-
cal experience. 1 trainees lack these
qualities, they may have trouble
learning new techniques and adapt-
ing them to the factory in China,

US companies should also inguire
about the trainee’s employer. Candi-
dates not connected with a Chinese
partner’s work unit should usually be
avoided since they will probably not
return to work directly on the
project. One company discovered
that several problem-making “know-
it-all’” trainees were actually from de-
sign institutes—units responsible for
techmical innovation within their par-
ticular industry. Such overqualified
people may be unwilling to partici-
pate in manual tasks and are some-
times restless in the classroom. And
since the trainees mav have access to
the plant and engineering depart-
ments, US companies may fear for
their proprietary technology.

TAILORING THE PROGRAM
TO THE TASK AT HAND

The approach US companies take
to training programs often depends
on the type of deal they are contem-
plating, although companies retain a
wide degree of latitude in structuring
their programs.

P A coproduction project usually
requires three to 10 Chinese to spend
several months in the US, gaining
“hands on™ experience with the basic
product and manufacturing engi-
neering. This experience becomes a
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strong asset during the second phase
of the project—implementing pro-
duction of the product in China. The
Chinese side generally pays for the
training when purchasing technology
or equipment—either as part of the
whole deal or in separate training
fees that the two sides agree upon
before signing the contract.

P Sales of equipment to update
factories are often accompanied by
traiming. In a typical arrangement,
the cost of training will be included in
a purchase price. Several Chinese
workers visit the overseas supplier to
be trained on the machines pur-
chased, such as advanced oil-related
equipment, large paper-making ma-
chines, and computer-controlled ma-
chine tools. Thus, when the Chinese
enterprise receives the new equip-
ment, a few employees will already
know how to operate it.

P Joint venture training scenarios
are usually the most complex. A high-
level Chinese management team of
four to eight people may spend a few
weeks in the US first, familiarizing
themselves with their foreign part-
ner’s operations, Drawbacks such as
the brief stav and the Chinese manag-
ers’ possible unwillingness to get in-
volved with technical details may be
offset by their increased loyalty to the
venture and heightened understand-
ing of the Chinese line personnel
who would benefit from training in
the US.

A minimum number of highly
skilled Chinese workers are then se-
lected for training abroad. Expatri-
ates working for the venture may of-
ten supplement this US program with
ongoing training programs in China.

Although usually not covered in
the contract, the need for managerial
training is increasingly recognized by
JV partners. One US company found
that their “technical’ training pro-
gram soon mushroomed to include
product planning, factory manage-
ment, manufacturing techniques,
commercial issues, scheduling, and
ways ol working with customers
through warranties or service agree-
ments. Exposing trainees to Western
practices may increase business efh-
ciency, making the extra expense
worthwhile.

P Gratuitous training programs
have declined in popularity as the
number of concrete business oppor-
tunities in China has risen. But such
programs are occasionally still set up
between companies and a Chinese

ministry or other official organiza-
tion. These programs aim to enhance
the foreign companies’ image in
China by earning goodwill and creat-
ing product recognition among offi-

clals.

WHAT TO INCLUDE IN THE
CONTRACT

Planning for a training program
should begin during the project ne-
gotiations. To affirm their commit-
ment 1o training, most companies
signing [V or licensing contracts in-
sert a general clause in the contract
that might read: “Party B [the seller]
shall be responsible for the training
ol Party A’s [the buyer] technical
personnel in Party B's relevant facili-
ties at Party A's expense and shall do
his best to enable Party A's technical
personnel to master the know-how of
the above product. (Details as per ap-
pendix to the contract.)”

Presenting a comprehensive train-
ing plan from the beginning can en-
hance a company’s negotiating posi-
tion and lead to inclusion of a
detailed appendix in the contract,
setting forth the specifics of the pro-
gram as agreed upon by the contract-
ing parties. The appendix sets the
ground rules for a training program,
although many companies may find
they stll need to make adjustments
throughout the training process. To
provide the foundation for a success-
ful training program the appendix
should include:

P Number of trainees and length
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of stay: US companies use different
tactics in designating the number of
trainees in the contract appendix.
Some stipulate a maximum number
of people and duration of stay, leav-
ing the flexibility to send fewer peo-
ple when the contract is implemented
and the Chinese have a better idea of
their actual needs. Other firms spec-
ifv only the total number of man-
months of training needed—and
schedule these later to suit the com-
pany’s needs. Still other companies
state the desired number of trainees
inan attempt to gain greater leverage
in selecting prospective trainees. The
duration of training depends on the
type of project; visits range from
three to four weeks (to familiarize
high-level joint venture management
with the US operation) to over a year
for some coproduction projects.

P Qualifications of trainees:
Stipulations might include English
competency, education, practical ex-
perience, and permanent assignment
with the joint venture (if applicable).
Some companies require a ‘‘quali-
fication or job description™ of each
person who will come for training,
stating type and level of education
and number of years on the job.

P Description of training pro-
gram: Some appendices are explicit,
with a schedule listing five to six
items to be covered each day, or the
teaching materials that will be used.
Other companies prefer to resolve
these details further into the project.

P Monetary arrangements: In

Eaton Corporation has committed to 382 man-weeks of training over four years as part of its
contract to license heavy-duty truck transmissions in China. Here, trainees work closely with
an American worker to inspect transmission cases.
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TRAINING A JOINT VENTURE TEAM AT LUMMUS CREST

Laughter swept through the class-
room as the students realized the irony
of US antitrust laws. To the 12 Chi-
nese students in the room, it was in-
conceivable that in the US, bastion of
free enterprise, the government
would prevent companies from realiz-
ing the ultimate prize for their suc-
cessful competition in the market-
place. But this is just one of the many
new ideas and confusing concepts
these Chinese trainees have been ex-
posed to during their time at Lummus
Crest Inc.’s New Jersey headquarters.

Lummus Crest and China’s
SINOPEC International established a
joint venture in 1985 to undertake
new construction projects and mod-
ernize petroleum refineries and petro-
chemical plants. SINOPEC has exten-
sive experience in China's
construction business, and Lummus
Crest will contribute state-of-the-art
technology in the fields of project
management, computer-aided design
and drafting systems, management in-
formation systems, project controls,
design, procurement, and construc-
tion management. The comprehensive
training program now under way aims
to pass on some of this technical
knowledge and managerial skill to Chi-
nese trainees at Lummus Crest’s US
facilities.

The first trainees arrived last July,
after the joint venture won a new con-
tract to provide engineering, offshore
procurement, and technical services
during construction and start-up of a
Chinese residue hydroprocessing
plant. The trainees came to help finish
the project’s basic design package and
strengthen managerial and technical
skills.

The trainees were given a week-long
intensive classroom orientation to
Lummus systems, procedures, and
business practices once they arrived.
The Chinese were then split up ac-
cording to the role they play in the
joint venture, and each group was as-
signed to work closely with a US em-
ployee on the job.

Chinese team leader Zhang Gouzhu
and joint venture President James Pan
have worked long hours to coordinate
the schedules of more than 20 trainees
who spent one to five months in the
US. In fact, Mr. Zhang laments how
little time he has had for his own man-
agement training, and recommends
restricting the number of trainees to
10 or less at one time to make it easier
for the company to conduct an indi-
vidualized program.

While it was a lot of work, the indi-
vidualized program brought high re-
turns. Trainees with strong engineer-
ing backgrounds worked on the job
about 90 percent of the time—read-
ing specs, performing calculations,
drafting designs on their own, prepar-
ing reports, and discussing everything
with their counterpart. Since these
workers know the actual conditions at
the plant in China, they were able to
make a major contribution to the tech-
nical execution of the project. Train-
ees responsible for plant design,
equipment design, and procurement
spent more time exchanging ideas due
to the differences between US and
Chinese methods.

Trainees involved with management
and project control spent most of
their time in the classroom. To supple-
ment in-house training, Lummus
Crest designed a 40-hour program at
Rutgers University's Graduate School
of Management. These lectures, inter-
spersed with projects and problem-
solving activities, covered such topics
as the management process, Western
business practices, small-group dy-
namics, project task management, op-
erations management, marketing, fi-
nancial management, and accounting.
While the students have found some
concepts difficult to understand—
among them the function and controls
on a corporation and the difference
between stockholders and partners—
they have eagerly participated in class-
room discussions.

When asked what they liked best,

the trainees’ replies demonstrated
their growing appreciation of the
American system. They included
Americans’ strong sense of respon-
sibility for their work and high effi-
ciency in finishing their assignments;
their well-planned approach; and the
ability to dismiss those who are not
qualified or not pulling their weight.

The Chinese also had a few sugges-
tions for future groups of trainees.
The group should be a mix of old,
middle-aged, and young workers. The
older ones can contribute experience,
the middle-aged are well disciplined
and more technically sophisticated,
and the younger ones are enthusiastic
and can more easily absorb all the new
knowledge. The trainees felt they
could have made more efficient use of
their time if they had learned more
English before coming and better fa-
miliarized themselves with back-
ground on the company and specifica-
tions used. Lummus management
added that US companies should be
flexible in modifying the training pro-
gram after trainees arrive if the need
arises.

James Pan comments, “when they
first arrived, I told the trainees that we
need to form a homogeneous team,
drop our barriers, and work to-
gether.” The Lummus Crest training
program has managed to do just that.
Thus when the project moves on to the
next phase—the detailed engineering
work back in China—the joint venture
should reap the benefits of its efforts
to train a cohesive team. —JSS

Lummus Crest held some of its training sessions at Rutgers University. Here David
Blake, dean of the graduate business school, reviews the management process for
Chinese employees of the Hua Lu Engineering Co. Ltd., a joint venture between
Lummus Crest and SINOPEC International.
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most cases, the Chinese side pavs for
airfare, room, and board. The US
side usually covers the cost of staft
tme spent in training, local transpor-
tation, and work clothes or tools.
However, companies should allow
for unexpected costs such as re-
producing information, renting vi-
sual aid equipment, hosting activities
for the Chinese, or even quietly sub-
sidizing housing costs to supplement
their visitors” frugal budget.

ELEMENTS OF TRAINING

The key to a successful training
program is anticipating situations
and problems. Comments Nelson
Chu of Honeywell, Inc., “the com-
pany should not act in a reactive man-
ner, but must plan ahead.” Experi-
enced US companies believe that an
effective training program should in-
clude the following elements:

P Hands-on experience. Most US
companies provide on-the-job train-
ing. Trainees work closely with an
“American lead engineer or foreman,
who supervises their progress. Train-
ees may be hesitant to try new things,
but working one-on-one with an
American counterpart increases the
probability that they will pitch in
wholeheartedly, And if their Chinese
colleagues are not present, they will
not lose face when they make mis-
takes. But even enthusiastic trainees
may return to China fearful of
putting into practice what they
learned in the US, as one US com-
pany found when trainees returned
to their factory claiming they had not
learned various techniques. This inci-
dent highlights the need 1o specify
what trainees are taught, so that the
US company is not blamed for failing
to fulfill its part of the training agree-
ment. Another company circum-
vented this problem by training the
Chinese on machines more complex
than their own. When trainees re-
turned to China, thev had fewer
apprehensions since they found the
machines simpler 10 operate than
those they were trained on.

P Time for review. Training in-
structors should be made aware that
Chinese education is generalsy not
participatory: students are more will-
ing to listen and absorb than speak.
The language barrier makes the class-
room even quieter when Chinese
come to the US.

Douglas Todd from General Flec-
tric Co. advises, "'[Chinese trainees]
need lots of time to work by them-

selves and discuss among themselves
to understand what is being taught.”
GE did not have this extra time built
into its training program, so chose to
extend the program to make it more
worthwhile., One instructor in
Honeywell's training program begins
each day by answering questions on
material covered the previous day be-
fore moving on to a new topic. In
class and on the job, teachers must
informally test trainees by asking
them to repeat what they have
learned. This helps prevent misun-
derstandings and indicates how much
information the trainees are absorb-
ing.

P A task force approach. While
they may be quiet in the classroom,
trainees are often more vocal during
their hands-on activities. Training co-
ordinators should anticipate that
trainees will ask many practical ques-
tions. One executive commented,
“when the Chinese come here they
have a hunger to absorb everything.
They want to know about areas and
details not always directly related to
the successful completion of the
project. They constantly ask ques-
tions and take up lots of the US com-
pany emplovees’ time.” To prevent
this inquisitiveness from sidetracking
the training at hand, Tom Howell of
Fluor Corp. recommends using a task
force approach, so work is project-
specific. Supplyving project manuals
and job-specific technical manuals
can also help satisfy the trainees’
hunger for information and provide
a useful reference when they return
to China.

P Receptivity to different operat-
ing methods. The Chinese sent to
work on electrical, civil, and process
engineering tend to have good tech-
nical skills, but their project execu-
tion style and approach is generally
slower. In China, more checks and
balances and careful bureaucratic
monitoring permit further revisions
to projects already approved. In ad-
dition, Chinese enterprises tend to
be more self-sufficient, and are 1in-
volved with all stages of a project.
This forces Chinese engineers to be
concerned with the manufacture of
everv nut, bolt, or seal, in addition to
producing the actual end-product.
Keeping these differences in work
stvle in mind, an instructor should let
trainees learn at their own speed.
The instructor should, by all means,
make constructive suggestions, but
never let impatience get the upper
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hand; direct criticism causes the
trainees to lose face.

P Preparation for company em-
ployees. Many problems can be
avoided by giving company employ-
ees an orientation before the trainees
arrive, to sensitize them to cultural
differences. Richard Sinko of Eaton
Corp. recommends explaining the
Chinese custom of reciprocating
gifts, for example. This custom
makes it advisable for the US side to
keep the cost of gifts low, since the
Chinese simply do not have the
money to respond in kind. The ori-
entation can also discuss workstyle in
a Chinese factory, Chinese etiquette
and dietary differences, and set up a
hospitality schedule.

Some companies have asked Chi-
nese—American employees to serve as
interpreters, instructors in the train-
ing program, or “hosts” responsible
lor some of the trainees’ after-work
activities, If trainees are with some-
one who shares at least some cultural
or linguistic bonds, the US company
tends to get more feedback and a bet-
ter understanding of Chinese train-
ees’ concerns and difficulties.

AFTER TRAINEES RETURN TO
THE JOB

Job reassignment problems plague
training programs. The trained work-
ers are often moved within the fac-
tory, promoted to jobs outside of
their specialty, or sent to a new facil-
ity. Sometimes this happens because
a factory simply does not use its labor
resources efficiently. In other cases,
Chinese labor bureaus or ministries
responsible for highly trained techni-
cians have transferred the worker
over the objections of the factory
]llill]ilj_‘;(‘ll

Although some fortunate compa-
nies retain all their trainees on the
project, the experience of one US
training coordinator is more com-
mon. “Most of the 17 we trained are
working within the factory, but they
don’'t necessarily work in the areas
thev were trained in . . . when [ went
[to the Chinese factory] I only saw a
couple of familiar faces. They went
back and trained others, but the
training is never as effective the sec-
ond tume around ... . We found the
factory was not effectively servicing
[our] equipment.”

Monitoring trainees’ progress af-
ter they return to China is essential if
companies want to see new skills ap-
plied properly. As trainees prove
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they can execute the project, this
monitoring can decrease. Ongoing
contact helps build a loyal training
alumni network, and employee trans-
fers may decrease if the Chinese unit
knows the US company is willing to
continue helping and advising those
people trained in the US. One com-
pany found exchanging Christmas or

Chinese New Year's cards and host-
ing “reunion’’ dinners was a good
way to stay in touch with trainees af-
ter the US company’s role in the
project declined. A framed diploma
certifying graduation from the train-
ing program provides status and a tie
to the organization.

In addition to earning goodwill,

training programs demonstrate a
prolonged commitment to trainees
and the project itself. While not al-
ways easy to implement, a good train-
ing program can enhance a US com-
pany’'s reputation in China and
translate into a more successful
project and expanded business

opportunities, 7

1. Visas: Most trainees obtain an ““H-
3" visa. To document a person’s non-
immigrant temporary worker or
trainee status, the sponsoring com-
pany must first file an 11298 form with
the US Immigration and Naturaliza-
tion Service. This form can be ob-
tained from and is filed with the re-
gional immigration office nearest the
factory in the US where the training
program will take place. (Applications
from the East Coast are now sent to a
central office rather than local offices.
The address is: Eastern Adjudication
Center, PO. Box 1270, St. Albans,
Vermont, 05478-1270.) The office
processes the form, notifies the com-
pany of approval, and forwards the
petition to the appropriate US Em-
bassy or consulate in China, where
trainees apply for their visa.

Joint ventures may find that a few of
their employees are given L visas.
These are issued for an intra-company
transferee who has been employed by
the company for a minimum of a year.
The 1129B form must prove the com-
pany is a legal entity and that the
employee is a qualified manager, exec-
utive, or worker, with specialized
knowledge required in the US.

2. Export License: If the technology
in the project requires an export li-
cense, then the training segment also
requires one. The application process
is the same as technology licensing:
obtain an I'TA-622F application form
from the Department of Commerce’s
Office of Export Administration
(OEA) (PO. Box 273, Washington,
DC 20044) and submit 1t with a de-
tailed letter of explanation to the
OEA. The letter should include type
of training (engineering, technical,
maintenance), level of competency to
be achieved, and details of the tech-
nology trainees will work with. To
make a stronger case, include a list of
other Third World countries with
comparable technology and the prod-
uct’s licensing history.

If the technology has been licensed
before, companies report few prob-
lems in licensing training. But compa-
nies must be careful not to expose
trainees to technology not included

GETTING READY FOR THE TRAINEES

under the license. For example, al-
though trainees may be allowed to
learn about computerization of their
industry, they may be barred from ac-
cess Lo certain mainframe computers.

3. English-level screening: Due to the
one-on-one nature of most training
programs and the shortage of Chinese
technical translators, trainees should
understand and speak some English.
To test English competency before ac-
cepting an applicant, some companies
use a written test to complement the
more common practice of interview-
ing. A documentable test score per-
mits nonsubjective comparison, taking
some of the pressure off the foreign
firm to accept unqualified trainees.
The Chinese unit may not like using
rigorous cutoff scores since some
nominated trainees will not make the
grade. But, in the long run, testing
demonstrates the US company’s com-
mitment to getting the most out of the
training, and will promote more effi-
cient use of training resources.

One test already used in China is the
test of English for International Com-
munication (TOEIC). This multiple-
choice test, put out by Educational
Testing Service (ETS), evaluates the
listening and reading comprehension
skills of nonnative speakers who must
communicate in English in a business,
commerce, or industry environment.
(The better-known Test of English as a
Foreign Language (TOEFL) tests abil-
ity to communicate in an academic
environment.) ETS also offers the
Language Proficiency Interview (LPT)
program for companies that want to
evaluate spoken proficiency in a more
scientific manner. For more informa-
tion on these tests, contact: Mr. Steven
Stupak at ETS in Princeton, NJ (609-
921-9000) or Ms. Joanna Kitto at the
Institute of International Education
in Hong Kong (5-283251).

4. Insurance: Having insurance to
cover unexpected medical problems
or job-related injuries is a good idea.
US companies’ practices vary greatly
in this area. Some cover trainees un-
der a company-wide policy, while oth-
ers forego coverage, hoping that no

accidents will happen. For companies
interested in insurance to cover injury
or illness during the training process,
short-term medical coverage is avail-
able. One company specializing in in-
suring foreign visitors coming to the
US or US citizens going abroad is In-
ternational Underwriters/Brokers
Inc. For more information, contact
Mr. Richard Wallach at 703-255-9800.

5. Housing: If judged by China’s stan-
dards, most housing arrangements in
the US would be adequate, but certain
small touches can make the trainees’
stay more comfortable. The Chinese
often have trouble adjusting to West-
ern food, and appreciate access to
cooking facilities. (Cooking for them-
selves also cuts trainee costs!) Groups
generally prefer to stay together, so
renting a block of furnished apart-
ments or a house is ideal. The facilities
should be conducive to study, since
much of the new information will be
absorbed after work hours.

6. Arranging Activities: Most trainees
are first-time visitors to the US, eager
to see the sights and observe American
lifestyles. The host company should
not expect trainees Lo initiate these ac-
tivities or go out exploring by them-
selves. Instead, prepare a slate of ac-
tivities that could range from trips to
local tourist sites or large cities to
barbeques and baseball games.

Most companies have few problems
recruiting volunteers to lead trips or
host dinners. Indeed, one company
found its trainees overwhelmed by the
number of events planned. To avoid
exhausting the trainees and to coordi-
nate all the activities, one person
should be assigned to monitor invita-
tions and supervise transport.

If several trainees are coming at the
same time, renting a van eliminates the
need to arrange several drivers for
each excursion. Trainees working in
small towns with little public transpor-
tation would benefit by having a driver
on call for trips to the grocery store (a
stop at an Asian grocery if the city has
one may be appreciated) and other er-
rands. Providing a bicycle also gives
trainees more mobility. —]JSS
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The China Business Review/November-December 1986






Photos by Douglas Goralsk:

Translating Your Trademark

into Chinese

Be sure to do it right the first time

ames have always been
extremely important (o
the Chinese, and quite a
bit of thought goes into
naming a new child—or a new com-
pany. An auspicious-sounding name
is commonly thought to confer good
fortune on a venture; a badly chosen
one is sometimes
blamed for a fail-

ure. A name must ‘\E‘NZ

be carefully se- W
lected the first time.

“Once
given an ill-sounding

name,” goes an old

Chinese proverb, “he
will never be able to

a man 1is

wash 1t off.”

Translating company
names and trademarks
into Chinese is a compli-
cated problem that re-
quires a number of deci-
sions. Any company that
cares about its image in the PRC—
not to mention Hong Kong, Taiwan,
and other parts of Asia—should be
involved in the translation process
every step of the way.

There is no one way to translate a
given name into Chinese—there are
literally hundreds of them. Unlike,
say, English to French, where there is
often a one-to-one correspondence
between proper names—Iike James
and Jacques or Peter and Pierre—
Chinese has few generally accepted
standard translations of foreign
names. And if you entrusted your
company name to a dozen transla-
tors, they would probably come up
\\'i[ll ”t'}l'l‘]\' as l]l;llll\v' Versions.

Among the questions a good trans-
lator would ask are: should the name
be translated literally or transliter-
ated phonetically? Should a company
choose a foreign-sounding name or
opt for a more propitious-sounding

14

Scott D. Seligman

title at the risk of being mistaken for
a Chinese organization? If it's a
transliteration, which of China’s
many dialects should be used? Did
the company do business in China be-
fore 1949 under a trademark that
might still have some recog-
nition value in the PRC?
And what about a set of ini-
tials, such as NCR or I'TT,
which really don’t trans-

late into anything at all?
Companies with names

sk, CFREN that have specific mean-
1

ings attached to them in
English—a small
nority—are best ad-
vised to have them
translated directly
into Chinese. United

Technologies

Corp., for example,
S goes into Mandarin as
Lianhe [ishu Gongsi, a rendering that
carries the literal meaning ol
“united’ plus “‘technologies.”” This is
true also of companies such as Gen-
eral Motors, or Tongyong Qiche
Gongsi (“'general-automobile™), Con-
tinental Insurance or Dalu Baoxian
Gongsi (“‘continent-insurance’’), and
Apple Computer, which becomes
Pingguo Diannao Gongsi (“apple-
computer”). Airline names tend 1o
fall into this category as well—North-
west becoming Xibei, which literally
denotes that direction, and United
rendered as Lianhe, the same term as
above in United Technologies. Flying

mi-

Scott D Seligman is senior account exec-
utive and coordinator of China affairs
for the public relations firm Burson-
Marsteller. Based in Chicago, he has
lived in Beijing and Taiwan, and was
previously director of Development and
Government Relations for the National
Council for US-China Trade.

Tigers, too, becomes Fethu—
no more or less than the sum of
its parts. These are by and
large very elfective
renderings that lose liule
or nothing in the transla-
tion.

But what ol names like
Fluor, Avon, Kodak, or
Morgan Stanley—names
that don’t really have
any denotative mean-
ings at all? Appella-
tions such as these are usu-
ally rendered into Chinese syllables
that approximate the sound of the
English words. There has been some
attempt at standardizing such trans-
literations, but it is still somewhat of a
process. Two
types of syllables are generally used:
those with pleasant meanings and

catch-as-catch-can

those with either irrelevant or non-
existent meanings. These latter
words alert the Chinese listener to a
foreign name in translation.

Thus Fluor becomes Fulu, a pair of
characters whose pronunciation
sounds satisfactorily like the English
name to the Chinese ear and whose
literal meaning is ““fortunate-land,”
while Avon becomes Aifang, meaning
“love-fragrance.” But Kodak goes
into Chinese as Keda, “‘branch-devel-
opment,” and Morgan Stanley be-
comes Mogen Sitanli, a string of char-
acters that “rub-root-
this-level-benefit™ if you dug deeply
into a dictionary. In fact, these com-
pounds do no more than signal liter-
ate Chinese that they are dealing with
a foreign entity.

In advertising to the Chinese that a
firm is a foreign concern, translitera-
tions like the last one minimize con-
fusion with domestic companies. But
they are often unwieldy and seldom
particularly pleasant to the ear. Wes-

would mean

tinghouse, for example, started out
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in the market as Weisidinghaosi, a
mouthful of mostly meaningless sylla-
bles that was nonetheless a fairly
faithful phonetic rendering. Eventu-
ally, however, the company opted
for Xiwu, worlds apart phoneti-
cally but neatly encapsulating
the meaning
house.”

The accounting firm of
Coopers and Lybrand also
traded in a cumbersome pho-
netic rendering, Kebosi Laibulan,
for Yongdao, a compound meaning
“eternal-way."”
Chinese, the new name has nothing
whatever to do with the company’s
English name; further, it could easily
be mistaken for a Chinese concern.
Conversely, there are a few examples
of firms that use transliterations even
when they don’t need to. Digital
Equipment, for example, bypassed
an obvious direct translation of its
name in favor of the phonetic
Dijiduo, which carries a pleasant
enough meaning—"enlighten-lucky-
many.”’

The best transliterations are those
that are faithful to the original in
sound and also manage to carry
pleasant—and even better, rele-
vant—meanings in Chinese. The best
example of this is undoubtedly Coca-
Cola, which goes into Mandarin as
Kekou Kele, two compounds meaning
“tasty” and “‘evoking happiness,”
which also manage to sound a lot like
the English. Archrival Pepsi-Cola,
whose Chinese name means “‘one
hundred things” and “evok-
ing happiness’ (this latter
compound having over time
become synonymous with
the English word *“‘cola’),
doesn’t do nearly as well in
Mandarin—its pronunciation
Baishi Kele is a far cry from
the original English. Be-
atrice’s Meadow Gold ice
cream, another good case in
point, is sold in China under
the trademark Meidenggao, a
fairly close phonetic rendering
that translates roughly as
“beauty ascending heights.” The
meaning is further enhanced by
the fact that the first syllable is a
common abbreviation for “Ameri-
can’’ in Chinese. And S. C. Johnson's
insecticide Raid smokes Chinese bugs
out as Leida, “thunderous-reach,” a
phonetic approximation that just
happens to use the same characters
as the Chinese word for “‘radar.”

western-

Though elegant in

¢ L)
>

£2ETE

Meadow
Gold
pepsen s o8 8n

GRS
VANILLA

Direct translation is the option of
choice if a trademark can be trans-
lated faithfully without negative asso-
ciations, especially if a creative ren-

dering can be devised that uses
pleasant-sounding Chinese
characters. Alternatively, a
good transliteration is
completely acceptable
and by far the most com-
mon solution. In such cases
it is probably better to se-
lect syllables with auspi-

-

cious meanings—even at the risk of

sounding local—than empty words
that convey foreign origin. More
companies should consider solutions
the found by
Weyerhaeuser—the name Huihao, a
pair of characters meaning “‘favor-
good,”” which manage to sound
vaguely similar to the original with-
out the awkwardness of slavishly mir-
roring each syllable. It's also often

such as one

advisable to use a word or two to give

the listener a clue about the type of

business yvour company is in. Thus
Cummins  Engine

Company is translated

as Kangmingsi
Fadongji Gongsi, the
first word being a

phonetic render-
ing of the name,

the second
meaning “‘en- —

P '—\
gine. -

The Chinese language
in its written form is common to
all areas of China. But pronunciation
varies considerably from region to
region, and so a transliteration that
may be faithful phonetically in Man-

darin (the native dialect of much of

‘ north

China and also the national
language) may be worlds away from
the English when pronounced in
Sichuan, or in Guangdong or
Hong Kong, where the Canton-
ese dialect is spoken. In prac-
tice, foreign companies gener-
ally translate their trademarks
with either Cantonese or
Mandarin in mind and don’t
bother much about other
dialects. Many translitera-
tions were done first in
Cantonese, since the ma-
jority of Chinese living in the
West speak that dialect and since
Hong Kong was open to foreign mar-
keters much earlier than the Manda-
rin-speaking areas. So McDonald's,
for example, sells hamburgers in
Mandarin-speaking Taiwan under
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the trademark of Maidanglao, but in
Cantonese-speaking Hong Kong as
Makdongno, a much closer approxi-
mation. The characters are the same.
Pepsi does better in Cantonese,
too—it becomes Baksi, which sounds
to the Hong Kong consumer accept-
ably close to the English.

The best approach to the problem
of different dialects is to settle on a
transliteration in one dialect (Manda-
rin, by all means, if vour principal
market is the PRC) and simply live
with the fact that it may be a bit off
the mark in another dialect—just so
long as it doesn’t carry a negative
connotation. Even so, a few compa-
nies for one reason or another have
found themselves with different Chi-
names in different Chinese-
speaking markets. In Hong Kong, for
example, Chemical Bank is Methua
Yinhang (a compound that means
“America-China bank’). But in
Beijing a more literal Huaxue
Yinhang (“chemistry-bank™) is used.
Interestingly, the latter rendering
would be thoroughly unacceptable to
the Cantonese in Hong Kong, for
whom the term huaxue, in addition

to its literal meaning, conveys
a slang meaning of

“to fall

apart”’!

Citizen brand
watches are mar-
keted in Hong
Kong under the

trademark
Xingchen, meaning
“star-dawn,”” a per-
fecly pleasant-sounding compound
in any dialect; in TV ads and bill-
boards in the PRC, though, the
company uses a phonetic Xitiecheng,
reasonably close to the English in
sound but meaning an improbable
“western-iron-city.” Using different
translations in different areas keeps
the people who print up business
cards and advertisements busy, but it
poses major problems as China opens
further to the outside world, and is
best avoided if possible.

Many companies entered the PRC
with Chinese names they had been
using over the years in Hong Kong,
Taiwan, Southeast Asia, and even
Chinatowns in North America. Some
did a little digging and discovered
that some Chinese in the PRC already
know them by pre-revolutionary
names. Thus Navistar, which was still
called International Harvester when
it re-entered the China markert in the

nese

Wiy
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1970s, did not re-invent the wheel
with a literal translation, but rather
dusted off its venerable Wanguo
trademark—words meaning 10,000
countries.”” Citibank stuck with its
traditional moniker Huagi, or “flow-
ery-flag,” a nickname derived from
the American flag that once flew over
the bank's first China office in
Shanghai. So did Quaker Oats, whose
famous trademark was christened
Laoren (“'old man’’) in Hong Kong
and remains so to this day. Though
relatively few companies have the op-
tion of using pre-liberation names,
those that do enjoy the distinct ad-
vantage of latent brand awareness on
the part of the older generation in
China.

Firms whose
boil down to imitials 1n
English can often get
away without translating
at all. While most

names

them know

1s thus no

nearly all of
their ABCs. It b\
hardship—and no disad-
vantage—for I'TT to keep its initials
and not bother translating the sum of
its parts. NCR has also taken this
tack, all the more attractive because

. ok

. \;-:;@,u» ;
: Chi- E ;\00
nese do not speak English, - e

the firm’s initals no longer stand for
“National Cash Register’”™ as they
once did; this is true of FMC, whose
product line has expanded far be-
yvond food machinery. And IBM has
apparently abandoned the lengthy
Guoji Shangye Jigi Gongsi—"'interna-
tional business machines corpora-
tion”—for its simpler initials, which
are well on their way to becoming a
household word in the PRC.

Care must be taken by translators
to avoid potentially negative associa-
tions. The Chemical Bank example is
a case in point—the name it uses in
Beijing would be thoroughly inap-
[)rnpl'i;llt‘—nut to sav humorous—in
Hong Kong. And only a Chinese

would know that "7-Up,” for ex-
ample, should under no circum-
stances be translated literally
into Chinese even though
hoth
counterparts. The problem
lies in an obscure Chinese

words have obvious

“seven-
up., eight-down’’
presses “agitated™ or “perturbed” —

proverb wherein

€X-

surely not ideas one wants associated
with a soft drink. The solution? Qixi,
or “seven happinesses.”

In all cases translation should be
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Protecting Intellectual Property

A basic legal framework is emerging, but companies must still tread warily

n the 1979 Agreement on

Trade Relations between the

United States and the PRC,

China agreed to “seek to en-
sure’” that US patents, trademarks,
and copyrights would be accorded
protection equivalent to that granted
in the US. China also agreed that it
would seek to facilitate enforcement
of private contractual provisions pro-
tecting industrial property and pro-
vide means to restrict unfair compe-
tition through unauthorized use of
such property rights. But beyond this
goodwill gesture, China could do lit-
tle to offer concrete protection to US
investors without enacting the rele-
vant legislation.

China has subsequently done much
to improve the basic legal framework
for protecting intellectual property.
The 1982 Law of the PRC on Trade-
marks strengthened trademark pro-
tection, and the 1984 Patent Law of
the PRC afforded protection of pat-
ent rights for the frst time. Addi-
tional protection was provided in the
Law on Foreign Economic Contracts
passed in March 1985, the Regula-
tions on the Administration of Tech-
nology Import Contracts adopted in
May 1985, and the General Princi-
ples of Civil Law promulgated in
April 1986, China’s decision to join
several relevant international con-
ventions and organizations has been
a welcome supplement to legislation
in this area.

While some major legal gaps still
exist, the new laws indicate that
China is seriously committed to pro-
tecting intellectual property. Even in
cases where the rights of a property
owner are not clearly established or
enforceable under existing Chinese
law, the authorities have shown con-
cern over infringements, assisting
some companies in obtaining at least
some redress. Important new laws,

Jamie P. Horsley

such as a national copyright law, are
already in the works. All signs, there-
fore, point to further improvements
in China’s legal protection of intel-
lectual property.

TRADEMARKS

Basic trademark rules

The importance of trademarks is
rapidly gaining recognition in China.
According to the Trademark Office
ol the State Administration of Indus-
try and Commerce (SAIC), 127,056
valid marks were registered in the
PRC by the end of 1985—19,028 of
them foreign trademarks. With appli-
cations in 1985 up 66.6 percent over
1984, it 1s evident that Chinese enter-
prises, rural businesses, and individ-
ual entrepreneurs are scrambling to
get their marks registered to protect
them against use by competitors.

In this climate of “‘trademark
awareness,”’ companies can now get
substantial protection if they follow
the basic rules:

P The PRC follows a “first 1o file”
rule of protection. Since an applicant
does not have to prove ownership or
prior use, anyone can register a
mark—even one that is registered by
a different company elsewhere in the
world. The PRC, as a signatory to the
Paris Convention for the Protection
of Industrial Property (the *'Paris
Convention™), grants a six-month
right of priority to applicants from
other signatory countries if the party
has already registered the same mark
on the same goods in a signatory

Jamie P2 Horsley is a partner in the in-

ternational law firm Paul, Weiss,
Rifkind, Wharton & Garrison. Now
based in Hong Kong, she worked for the
firm in Beijing from October 1981 to
March 1984 and specializes in doing
business with China.
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country. Companies should apply to
register their marks as soon as possi-
ble to prevent trademark pirates
from registering them first, and be-
cause the registration process can
take at least one year.

P Trademark registration is volun-
tary, except for trademarks for
pharmaceutical products and ciga-
rettes, which must be registered. For
other products, a company can use
an unregistered mark if it does not
infringe upon a registered mark and
]}lt‘ ('(H]!I)ii[l\"b name and El(ld['(’HS Elp-
pear on the product label. However,
without registration, a company can
claim only so-called “moral rights™ in
atrademark, which are not legally en-
forceable.

P The registration can be revoked
if a company does not use a regis-
tered trademark for three years or
more. “Use’ in this case is defined
rather broadly to include use in pub-
licity, advertising, or display (includ-
ing samples that are distributed) in
catalogs, and in product literature.

PService marks cannot be regis-
tered in general, although service
marks on products like hotel statio-
nery are registerable as trademarks.
As a participant in the Paris Conven-
tion, the PRC has an obligation to
protect service marks, although it
need not provide for their registra-
tion. Morecover, the 1985 Interim
Provisions for the Registration and
Administration of Names of Indus-
trial and Commercial Enterprises
specify that foreign companies, as
well as Chinese enterprises, can apply
to register their names with the SAIC,
again under the first-to-file rule.
These provisions, however, do not
clearly state what rights, other than
preventing registration by someone
else, such registration ensures.

P Enforcement of trademark
rights is the responsibility of the
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trademark owner, so monitoring is
required. This may prove to be difh-
cult in a large country like China.

What’s in a name?

Many foreign companies have had
their trademark applications rejected
on the grounds that the marks are
too descriptive or generic. China’s
Trademark Law follows international
practice in requiring distinctive
words or designs.

Descriptive marks indicating qual-
ity, major raw materials, function, or
other specific characteristics also
cannot be registered, causing prob-
lems for some foreign manufactur-
ers. The marks Maincoat for clothing,
Sharp for knives, Old Spice for cos-
metics, Foammaster for foam, and
King of Beers for beer have all report-
edly been rejected on these grounds.

But a recent landmark decision
suggests that China is now allowing
exceptions to this rule. The change
came following China’s admission to
the Paris Convention in 1984, which
affords protection to well known or
famous marks. First to be affected by
the new policy was the mark Vitasoy,
originally rejected on grounds that
the mark combined the generic terms
“vitamin" and “‘soybean’ in English,
and “vitamin™ and “milk”" in Chinese
to describe a nutritious drink made
from soybeans. Now that Vitasey has
won its appeal, other rejected marks
may be reconsidered for registration
as “‘famous marks."”

The new trademark policy report-
edly requires that, to qualify as fam-
ous, a mark must pass three tests: (1)
the product must enjoy a leading
market position in the country of
original manufacture; (2) the prod-
uct must have a high degree of name
recognition on the international mar-
ket; and (3) the product must have
achieved a certain degree of fame
within the PRC. This last condition
can require that a foreign manufac-
turer pay a good deal of money for
advertising and product promotion
with no assurance of ultimately being
able to register the trademark.

In addition, marks containing a
country’s name, symbol, or flag, and
three-dimensional designs, are not
registerable. A mark may also be re-
jected if it is found to portray exag-
gerated or deceptive advertising,
have discriminatory connotations, or
be detrimental to socialist morality
and prevailing practice. For example,
a mark containing a triple “K" repre-
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senting the firm Kuhnle Kopp &
Kausch AG reportedly was initially
rejected on the grounds that it had
the unsavory connotations of the Ku
Klux Klan. And a mark that is similar
to a mark already registered in the
PRC will not be accepted. This prohi-
bition prevents registration of marks
whose Chinese translation is identical
to that of another previously regis-
tered foreign mark or a registered
Chinese trademark.

Application procedures
Foreign trademark applications
must be submitted either through the

Trademark Registration Agency of

CCPIT has helped resolve
many trademark disputes in-
volving foreigners. When a
Chinese factory tried to use a
bottle that looked identical to
the well known Coca-Cola
bottle, CCPIT reportedly
helped persuade the factory to
stop using the bottle by con-
vincing the unit that it could
surely come up with an even
better bottle design.

the China Council for the Promotion
of International Trade (CCPIT) in
Beijing or China Patent Agent (HK)
Ltd. in Hong Kong. Separate appli-
cations must be made [or each differ-

ent trademark and for each class of

goods on which the same mark is to
be used. Registration fees currently
run $275 per class in Beijing, and
$280 per class through China Patent
Agent (HK) Litd. CCPIT requires 15
copies of the trademark and China
Patent Agent requires 15-20, to-
gether with a standard form of power
of attorney authorizing the organiza-
tion to act as registration agent.
Applications for marks used on
pharmaceutical products must be ac-
companied by a PRC public health
manufacturing permit from the PRC
health administration authorities in
the area where the factory manufac-

turing the product is located or, in
the case of imported pharmaceuti-
cals, from a designated PRC health
department that tests such imports.

After preliminary examination and
acceptance, the application is pub-
lished in the Chinese-language Trade-
mark Gazette. 1f no opposition is filed
within three months, the trademark
owner receives a certificate of reg-
istration valid for 10 years.

Trademarks registered in the PRC
may be licensed using a contract. No
special form or separate license con-
tract is required for licensing. Many
licenses are simply included in tech-
nology transfer or joint venture con-
tracts. However, the contract should
be notarized in China if it has not
been approved by a higher-level State
agency, to evidence its legitimacy in
the event of any future dispute.

While the Trademark Office is not
required to approve licenses, a copy
of the contract containing the license
must be filed with the Trademark Of-
fice and with the local administrative
bureau for industry and commerce,
to record that the grant of rights is a
temporary license, not an assign-
ment. Companies should be aware
that the licensor remains liable to the
Chinese public for the quality of the
goods produced and sold in the PRC
under the licensed mark.

If a registered trademark is to be
assigned outright, an application
signed by both the assignor and as-
signee must be filed with the Trade-
mark Office. The original certificate
of registration must also be turned in
so that the assignment can be noted
on the certificate. The assignee then
assumes responsibility for the quality
of the product.

Trademark infringement

The 1982 Trademark Law provides
remedies for infringement of regis-
tered trademark rights—namely, the
unlicensed use of the same or a simi-
lar mark on similar goods, the unau-
thorized manufacture or marketing
of a mark and, in general, the unlaw-
ful infringement of another person’s
right to exclusive use of a mark. If a
trademark is infringed, the registrant
can enlist the administrative assis-
tance of CCPIT’s Trademark Reg-
istration Agency or the local bureau
for industry and commerce, or bring
suit directly in the local people’s
court. A foreign registrant may also
turn to CCPIT’s arbitration commis-
sion, which can assist with formal ar-
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bitration or informal mediation.

CCPIT has helped resolve many
trademark disputes involving for-
eigners, even in cases in which the
mark was not vet formally registered.
When a Chinese factory tried 1o use a
bottle that looked identical to the
well-known Coca-Cola bottle, CCPIT
reportedly helped persuade the fac-
tory to stop using the bottle by con-
vincing the unit that it could surely
come up with an even better design.
CCPIT's intervention also reportedly
stopped a Chinese enterprise from
using the Everready name for batter-
ies—even though Union Carbide was
still in the process of registering that
mark in China. Similarly, a food fac-
tory in Guangdong was enjoined
from using the Vitasoy mark on a soy-
bean product comparable to that
produced by the trademark owner,
which was still appealing the rejec-
tion of its application to register that
mark in China.

The SAIC reported that the local
bureaus for industry and commerce
and the people’s courts had handled
at least 15,570 cases of alleged trade-
mark violations in 1985, a figure that
represents a 280 percent increase
over 1984, But none of these cases
apparently involved foreign firms,
which are still reluctant to take their
trademark infringement cases to for-
mal court or arbitration proceedings.

By law, infringers are subject 1o
fines of up to ¥5,000, while remain-
ing representations of the mark can
be confiscated, marks from goods
and packaging in stock must be re-
moved, and damages must be paid to
the registrant. Damages are deter-
mined on the basis of the illegal prof-
its earned or the losses incurred by
the registrant as a result of the in-
fringement. In serious cases, under
Article 127 of the PRC Criminal
Code, the offender may also be sub-
ject to criminal detention, fines, and
up to three years imprisonment.

PATENTS

Theory and practice

While earlier legislation recog-
nized the desirability of encouraging
invention through rewards, the Pat-
ent Law of 1984 broke new ground
by also recognizing the proprietary
interest of inventors in their discov-
eries. Of course, patent rights are
granted only for new inventions, not
for those already patented elsewhere.
For previously patented or unpatent-

able technology, the foreign owner
must rely in China solely on contrac-
tual protection.

Foreigners have been eager to take
advantage of patent protection.
From April 1985, when the law went
into effect, until the end of March
1986, some 19,493 patent applica-
tions had reportedly been filed, 35
percent of them fled by foreigners.
And by June 1986, 883 patents had
been granted by the Patent Office—
54 for inventions, 593 for utility
models, and 236 for designs.

To qualify for protection, the
property must not have been publicly
disclosed worldwide, or used in the
PRC, prior to the time of filing. It
must demonstrate novelty, inventive-
ness, and practical applicability. Pat-
ents will not be granted for: scientific
discoveries, rules and methods for
mental activities (e.g., computer soft-
ware); methods for the diagnosis or
treatment of disease; substances ob-

tained by means of nuclear transfor-
mation; food, beverages, and
flavorings; pharmaceutical products
and substances obtained by means of
a chemical process (including pesti-
cides); and animal and plant varieties.
Process patents, however, may be ob-
tained for the latter three categories.
(For more on the 1984 Patent Law,
see. The CBR, Jan—-Feb 1985, p. 50.)
In practice, the rules concerning
nonpatentable discoveries have been
somewhat flexible. Chinese patent
officials now say that software “inte-
grally related™ to computer hardware
(software designed to solve a particu-
lar technical problem) may be patent-
able. In addition, Article 25 of the
lmplementing Regulations under the
Patent Law provides protection for
microbiological processes and the
products thereof (but not the micro-
organism themselves) but requires
that samples of the microorganism
and information on its characteristics
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be deposited with the designated in-
stitution, currently in Beijing or Wu-
han, on or before the date of fling;
until China joins the Budapest Con-
vention, companies must continue (o
send samples directly to China. And
although only the process used in
producing chemical or pharmaceuti-
cal products can legally be patented,
patent protection has in practice
been extended to the methods of use
of such products as well.

Applying for patents and claiming
infringement

Foreign applicants with no regular
residence or place of business in
China must file applications through
CCPIT, China Patent Agent (HK)
Lid., or the Shanghai Patent Ofhice.
All documents must be translated
into Chinese, a service that the patent
agent can perform for a fee. In the
past, some applications originally
filed in Chinese and not translated by
the above organizations were re-
jected because the language was not
in accord with standard modern Chi-
nese currently used in the PRC. Nev-
ertheless, if a Chinese ofhce trans-
lates the application, foreign
companies should have a technically
qualified expert fluent in Chinese re-
view all translations,

The patent offices and patent
agency personnel are required to
maintain confidentiality regarding
information contained in patent
applications prior to publication and
may be held criminally liable for any
violations of this obligation.

Once a patent right has been
granted, the patentee can claim in-
fringement if another party uses its
patent without permission. Article 12
of the Patent Law requires that, for
an entity to exploit another’s patent,
it must enter into a written license
contract and pay royalties. No unau-
thorized sublicensing is permitted.
After a licensing contract is signed, it
should be registered at the local pat-
ent ofhice to receive full protection
under the Patent Law. A PRC patent
holder is protected against any unau-
thorized commercial use of its patent
(or |);|1('11lc(l process) by any person
or entity in the PRC for 15 years for
an invention and five years (with pos-
sible three-year extensions) for de-
signs and utility models.

The remedies available for patent
infringement include an injunction
against future infringement, com-
pensation for damages, and criminal
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liability for passing oft another’s pat-
ent as one’s own. In the case of an
alleged infringement, a patentee can
sue directly in people’s courts or re-
quest the administrative authorities
institute disciplinary procedures,
with an appeal to the people’s courts.
Any action must be brought within
two years of the date of infringement
or the date the patent owner should
have known of it. Cases will be heard
first in the intermediate courts at the
provincial or municipal level, with
one appeal allowed to the higher peo-
ple’s court. The Supreme Court will
hear only exceptional cases. China
has embarked on an ambitious educa-
tonal program to train adminis-
trative and legal personnel in patent
issues, although no plans for estab-
lishing special patent courts have
been announced.

NONPATENTABLE
INFORMATION

Protecting confidentiality

For those areas falling outside the
Patent Law’s junsdiction, the rules
are still uncertain. A licensor’s pro-
tection will only be as good as his con-
tract for technology already covered
by a patent abroad, and non-
patentable technology, which in-
cludes “know-how™ or “‘trade se-
crets,” as well as those inventions and
discoveries not eligible for patenting
under the Patent Law.

But recent developments suggest
that China may well be on its way to
devising stronger protection for
nonpatentable property. Chinese law
now recognizes that industrial prop-
erty and proprietary technology have
a right to protection. The January
1986 Interim Provisions of the State
Council on Technology Transfer
(which recognized technology as a
commodity) and the May 1985 Regu-
lations of the PRC for the Adminis-
tration of Technology Import Con-
tracts (the “"Technology Regu-
lations™) codify this concept. The
Technology Regulations obligate a
Chinese licensee to maintain the con-
fidentiality of the nonpublic portion
of the licensed technology. They also
limit the maximum term ol most
technology licenses to 10 years and
require that the Chinese licensee be
free to use the technology without
restriction after the term expires.
Otherwise, the Technology Regula-
tions generally permit the parties in-
volved to decide the scope and dura-

tion of the confidentiality obligation.
(The only restriction on this freedom
is that a foreign licensor cannot re-
quire a Chinese licensee to pay for or
undertake any obligations for pat-
ented technology once the patent has
expired or the patent is found to be
“not usable.”") Thus, some foreign li-
censors have obtained an extension
of the confidentiality obligation be-
vond the term of the license itself.

Two local contract regulations for
the Shenzhen and Xiamen special
economic zones attempt to calm in-
vestors” fears ol “stolen’ technology
by expressly prohibiting Chinese per-
sonnel from unauthorized use or dis-
closure of technology protected by
contract. Shanghai similarly prohib-
its workers from taking technical ma-
terials, “results,” or specialized in-
struments with them when they are
transferred to a new work unit,

But in other locations the foreign
licensor has no explicit legal remedy
against an individual who is trans-
ferred to another enterprise and uses
the confidential technology in the
new job, unless a contract provision
binds that person. It is therefore es-
sential for foreign firms to remember
that the laws they may have relied
upon in an experimental economic
rone do not necessarily apply else-
where in China.

Many foreign companies have
wanted employees to sign an individ-
ual confidentiality contract with the
licensor. But in China most compa-
nies can only get a “best efforts™ ob-
ligation on the part of the Chinese
licensce to take all necessary and ap-
propriate measures to ensure that
the technology is kept confidential. Tt
may become easier to have confiden-
tiality clauses inserted into labor con-
tracts as China moves further in im-
plementing the individual labor
contract system.

Obtaining remedy

The Xiamen technology import
regulations contain a provision allow-
ing the foreign licensor to take back
the relevant information, terminate
the contract, and demand compensa-
tion for losses in the event of an un-
authorized disclosure of the propri-
etary technology. But since no clear
statutory remedies applying to the
whole country are given in the Tech-
nology Regulations or other provi-
sions, foreign licensors should spell
out as clearly as possible in the con-
tract the types of remedies they want
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enforced if the confidentiality provi-
sion is breached.

In the past, the conhdentiality of

foreign licensed technology could
not be enforced because Chinese law
did not provide a cause of action
against unauthornized third party us-
ers with whom there 1s no direct con-
tractual relationship. The Technol-
ogyv Regulations together with the
General Principles of Civil Law of the
PRC (the "GPCL™) may now provide
the legal basis for taking such action.
The Technology Regulations recog-
nize the owner's valuable right in
proprietary technology, without ac-
tually calling it a property right, and
Articles 94-99 of the GPCL
strengthen this concept by including
a natural and legal person’s rights in
“discoveries and inventions” apart
from patent rights in the definition
of protectable intellectual property.
For infringement of copyrights, pat-
ent rights, trademark rights, and dis-
covery and invention rights of both
citizens and legal persons, Article
118 provides remedies that include

injunctions, eliminating the effects of

the infringement, and compensating
the losses. The GPLC, however, does
not remove all obstacles to enforcing

proprietary rights. The language of

Article 97 implies that “discovery
rights” and “invention rights”—
terms not defined in the GPCL—can
be obtained only by citizens, and not
by legal persons. This may preclude a
broad interpretation of such rights as
covering trade secrets and know-
how. In the US a corporate entity can
own these rights.

Nevertheless, Article 117 of the
GPCL does provide some basis for ar-
guing that trade secrets and know-
how can be protected, by stating that
anvone who violates the property of
another must either return it or pay
compensation to the owner. Article
92 also establishes that unjust enrich-
ment rt‘quirvs ('mnpcnﬁ;llinn to the
injured party. These articles, stating
novel concepts in Chinese jurispru-
dence, establish new grounds for
bringing actions against unau-
thorized mfringers of intellectual
property rights in China. However, a
well-worded contract still affords the
best assurance a foreign company has
under current Chinese law of being
able to protect its nonpatentable
trade secrets and know-how.,

Official sharing

Many foreign companies also

worry about the number of Chinese
governmental agencies that are per-
mitted by law to have access to cer-
tain types of confidential informa-
tion. Even the growing number of
factories and other endusers with di-
rect authority to solicit foreign trade
and investment are still supervised by
a “department in charge.” In addi-
tion, many equipment sales and tech-
nology transfers are still made
through the auspices of a central for-
eign trade corporation such as the
China National Technical Tmport
Corp. (TECHIMPORT) or the China
National Machinery Import and Ex-
port Corp. (MACHIMPEX), which
represent numerous endusers. These
arrangements raise foreign suspi-
cions that intellectual property li-
censed for use by one Chinese fac-
tory could be shared with others as
well.

Aware of foreign uneasiness, the
Chinese have recently imposed gen-
eral confidentiality obligations on the
Chinese licensee for the duration of
contracts negotiated through
TECHIMPORT and MACHIMPEX. In
addition, foreign companies have ne-
gotiated more detailed contract
clauses aimed at maintaining con-
fidentiality after the contract term
expires or assuring that confidential

information is used only in the li-
censed plant for the purposes stated
in the contract. If an agent trading
company or State agency, rather than
the actual enduser factory, signs the
license contract, such stipulations are
essential.

Pharmaceutical and pesticide com-
panies that must provide samples for
certification before imports are al-
lowed have special cause for concern,
Since pesticides and pharmaceuticals
cannot be patented in the PRC, the
registrant has no recourse against
competing manufacturers who may
be given unauthorized access to in-
formation about the registrant’s
product by the reviewing agency. The
1984 Pharmaceutical Control Law of
the PRC requires that pharmaceuti-
cal inspectors keep confidential all
technical information provided by
pharmaceutical production enter-
prises and scientific research units in
the PRC. But the law contains no
such stipulation regarding informa-
tion about imported pharmaceuti-
cals. And while the 1982 PRC Provi-
sions on the Registration of
Pesticides stipulate that the review-
ing agency must keep confidential
the information and samples sup-
plied by the registrant, whether for-
eign or domestic, no remedy is pro-
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vided for breach of this confi-
dentiality obligation.

The GPCL, read together with
other relevant legislation, may pro-
vide some means for enforcing con-
fidentiality obligations against PRC
governmental agencies. Article 121
of the GPCL establishes the rule that
a State agency and its personnel must
bear civil hability if they infringe the
legitimate rights of citizens or legal
persons and cause them harm in the
course of executing their duties. Al-
though the Chinese licensee, rather
than its department in charge or
other State agency, is directly liable
for any breach of contract, Article
116 provides that the licensee will be
entitled to seek compensation from a
higher authority that caused the
breach of contract. Whether or not
the foreign licensor has a direct claim
against the higher authority under
Article 121 1s unclear.

As in trademark cases, foreign
companies have avoided formal court
proceedings in favor of the informal
assistance of CCPIT or the relevant
ministries and departments to bring
pressure, sometimes successfully, on
Chinese entities accused of infring-
ing proprietary rights.
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COPYRIGHTS

A copyright law is now under con-
sideration in China, and some for-
eign companies have been asked to
comment on various drafts. The State
Copyright Bureau was formed in
1985 to help determine what kind of
copyright law is needed in China, and
this law is expected to be adopted in
the not-too-distant future.

Until the new law is enacted, for-
eign publications have no copyright
at least accord-

protection in China
ing to the way that concept is cur-
rently defined in the US. China does
not have a copyright treaty with the
US, nor is it yet a party to either of
the two major international copy-
right conventions—the Universal
Copyright Convention and the Berne
Convention for the Protection of Lit-
erary and Artistic Works (the Berne
Convention), although Chinese offi-
cials have stated that China is consid-
ering joining one or the other. Au-
thors’ and translators’ rights have
limited recognition as “‘moral
rights,” and authors and translators
are entitled to enjoy “copyright™ (lit-
erally, the right of publication or the
right of authorship) under both the
1982 Chinese Constitution and the
GLCL. The scope of these rights and
the relationship between the author/
translator and the public user have
not been defined in Chinese law—
with one exception. This is the right
of Chinese authors and translators to
receive remuneration for their work,
granted under the 1980 Provisional
Regulations for Remuneration for
Book Writing (the “Remuneration
Regulations™), formulated by the
State Publishing Administration.

In the 1950s Chinese authors re-
portedly had the right to a “contribu-
tion fee” from publishers, the right
to decide whether to publish their
works, the right to publish under the
name of their choice, and the right to
prevent distortion or unauthorized
modification of their works. While
not guaranteed by law, these rights
were provided administratively
through standard form contracts and
payment rules adopted by the State-
controlled People’s Press. In 1957
the Ministry of Culture apparently
formulated, but did not promulgate,
temporary regulations providing
copyright protection to all works
published in China, regardless of the
author’s nationality. But the
antirightist movement and the Cul-

tural Revolution reversed these early
initiatives. Only in 1979 did authors
again begin to receive recognition
and remuneration for their efforts.

The Remuneration Regulations
were issued in 1980, in which year
China also joined the World Intellec-
tual Property Organization (WIPO),
an agency of the UNESCO, thus be-
coming eligible 1o accede to the
Berne Convention after a national
copvright lTaw is adopted. In late
1982 the Ministry of Radio and Tele-
vision advanced copyright concepts
by promulgating audio-visual provi-
sions that stipulate that copyrights
will be held by State corporations un-
der the Ministry of Radio and Televi-
sion rather than by the State itself,
and that such corporations will have
the right to seek unspecihied legal re-
dress against copyright infringers. In
addition, authors and performers are
to be paid royalties, as determined by
the ministry.

Existing impediments to the devel-
opment of copyright law in China are
under pressure to change. For exam-
ple, most authors were once salaried
employees of the State whose intel-
lectual labors were considered to be-
long to the State. But now individuals
striking out on their own have an eco-
nomic as well as artistic stake in ob-
taining copyright protection.

Copyright is recognized and reme-
dies provided for infringements in
the GPCL—these may give foreign
copyright owners firmer grounds
upon which to demand protection.
To date, court actions have been
brought by Chinese authors and pub-
lishers under the 1980 Remunera-
tion Regulations, although most dis-
putes are still handled informally,
and no cases involving foreigners
have been reported. But clarification
of the scope of rights and protection
must await promulgation ol a copy-
right law. Until then, foreign works
can be protected only by contract.
Some Chinese publishing houses are
agreeing to help protect foreign
copyrights and pay royalties. To date,
however, most have merely invited
those authors whose works have been
popularized through pirated English-
and Chinese-language editions to
visit China at the publishers’ ex-
pense. No matter how well-inten-
tioned, Chinese publishers and State
agencies will be hard pressed to pre-
vent unauthorized reprinting and
other use of the works as long as

ey

China lacks a copyright law. 7
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NUCLEAR TECHNOLOGY EXHIBITION
Beijing, China
sponsored b: AMERICAN NUCLEAR SOCIETY |

The People’s Republic of China (PRC)
represents an important market for ad-
vanced nuclear technology. Despite the
country’s emphasis on an indigenous
approach to nuclear, the PRC must
import many products and services.

The American Nuclear Society in con-
junction with the Chinese Nuclear
Society, is sponsoring its third Nuclear
Technology Exhibition, to be held

September 5-11, 1987 in Beijing, China.

This is the first solely nuclear exhibi-
tion to be held since the signing of the
bilateral agreement between the PRC
and the U.S.

The ANS/CNS Exhibition will present
an opportunity to meet face-to-face

CHINESE NUCLEAR SOCIETY

with engineers, technicians, managers
and key government officials in the
nuclear area. Many of these are im-
possible to reach through normal
business contacts. The Chinese need
pumps, valves, instrumentation, com-
puter hardware and software, control
and advanced radiation measurement
and monitoring equipment as well as
myriad services. Joint venture
opportunities abound.

For full information on the Nuclear
Technology Exhibition, contact Pat
Pollock, American Nuclear Society,
555 N. Kensington Avenue, La Grange
Park, IL, USA, call 1/800-323-3044,
or Telex 4972673. Act immediately as
space is limited.




Understanding China’s Bureaucracy

The first step lo a better corporate strategy

Kenneth Lieberthal and Michel Oksenberg

oing business with China’s vast bureaucracies

continues to frustrate and bewilder the Beijing

sojourner today, as it did a century ago. After

all, the Chinese invented bureaucracy over two
millenia ago, and in the interim they have discovered and
perfected all of its excesses. Understanding the nature of
China’s internal bureaucracy—and the behavior of Chi-
nese officials who participate in it—thus facilitates devel-
oping a rational corporate strategy.

UNIQUE CHARACTERISTICS OF THE
BUREAUCRACY

Two factors are often cited to explain Chinese bureau-
cratic behavior—the ubiquitous qualities of complex,
slothful, nonmarket economies and certain enduring Chi-
nese cultural proclivities. While these factors are certainly
at work, we do not believe they provide the whole answer.
If they did, officials in Eastern Europe, Taiwan, and Hong
Kong would share the same behavioral traits as othcials in
the People’s Republic. But China’s officials often exhibit
unique tendencies. Our research has therefore led us to
identify several distinctive structural features of the Chi-
nese system, outlined below, 1o provide a more ('ump](-lc‘
explanation of PRC bureaucratic behavior,

1. Personalized Rule at the Top.
Key to setting the political chimate for negotiations and
for actually approving very large projects are the top 25 to

35 leaders who rule China. The equivalent of the board of

directors and the executive committee of an American
corporation, these leaders derive their authority in part
from membership in such key decision-making bodies as
the Party Politburo, Secretariat, and Military Affairs Com-
mission and the government State Council. They fought
their way 1o the top through a combination of factors: the
influence of patrons who pulled them up; the persuasive-
ness of their policy recommendations; political acumen
and knowledge; and the network of personal connections
they built over the years.

Although formal rules and informal norms govern their
relations, power is more personal than institutionalized at
the apex. A rough and shifting division-of-labor exists
among these 26 to 356 leaders. A preeminent leader—Mao
Zedong in the past, Deng Xiaoping today—sets the ideo-
logical tone, helps shape the agenda, and provides initia-
tive and discipline for the group and, through them, for
the nation. A small number of respected elders—Chen
Yun, Li Xiannian, and Peng Zhen at present—influence
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policy, frequently moderate or challenge initiatives of the
preeminent leader, and broaden the political base of the
leaders. Several generalists—currently including Party
General Secretary Hu Yaobang, Premier Zhao Ziyang, and
Vice Premier Wan Li—integrate activities and policies of
the diverse, specialized burcaucracies over which the other
top leaders preside. They and their stafls spend consider-
able time resolving interagency disputes that are passed up
the chain-of-command.

The remaining top leaders are grouped into clusters
responsible for particular areas (e.g., foreign affairs, eco-
nomics, military affairs, ideology, personnel management,
education). These specialist groups link the top leaders
with the Communist Party and government bureaucracies
that actually implement policy in their respective spheres.
Officials in every national-level agency know who among
the top leaders carries the agency's portfolio or is responsi-
ble for it within the highest councils of State.

The personalized nature of rule in China produces an
atmosphere of policy instability that tends to breed caution
among lower-level bureaucrats. Since policies may well
change as leaders shift, there is a tendency (reinforced by
other structural dimensions of the system) to push deci-
sions “up” the national hierarchy. This personal element
in Chinese governance makes it important for the foreign
firm to identify and cultivate the leader responsible for the
activities in which the firm wants to get involved. Especially
in the case of a large-scale project, the ability of a Chinese
agency to get things done may depend on the efhicacy of
the person who leads that sector. In such a centralized
system, lines of authority only intersect at the top.

2. A Fragmented, Segmented, and Stratified

Bureaucracy.

Below the apex, the Chinese system consists of a be-
wildering number of national agencies, as well as provincial
and local units. Each has command over a distinctive set of
resources and is charged with a specific mission that gives it

Kenneth Lieberthal and Michel Oksenberg, both professors of
political science and members of the Center for Chinese Studies at
the University of Michigan, recently completed a study for the
Department of Commerce: Bureaucratic Politics and Chinese
Energy Development (Washington, DC: GPO, August 1986),
which draws upon extensive interviews of foreign businessmen
and Chinese bureaucrats as well as new documentary materials.
Its purpose is to enable American executives to understand the
labyrinth of Chinese organizations and related policy processes,
and hence to more effectively do business with the PRC.
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a measure of autonomy. Each is nested in a particular
functional hierarchy that includes certain superior units
from which it can receive instructions and several subordi-
nate units that it can lead. A unit tends to disregard
injunctions from agencies outside its command hierarchy.

Each unit has a jealously guarded “rank™ or “level”
supra-ministry, ministry, supra-bureau, bureau, depart-
ment, and so on. Rank-consciousness pervades the Chinese
bureaucracy, and agencies are loath to respond to units
below or equal to their rank, or outside their chain of
command. To obtain cooperation from a higher ranking
unit outside its chain-of-command, the petitioning unit
must either have an informal personal connection (guanxi)
with the target unit or offer some resource that the target
unit seeks. This is one source of the ubiquitous bargaining
that characterizes the Chinese system.

The structure within units also can take many forms, as
exemplified by the relationship between a line ministry and
the enterprises under its jurisdiction. Some ministries di-
rectly manage most of the State-owned enterprises in their
sector. Others manage only the most
important enterprises in their sec-
tor, leaving the remaining enter-
prises under more decentral-
ized control. The coal
ministry manages its key en-
terprises directly, for in-
stance, while the metal-
lurgical and chemical
industries’ ministries
share control over their :
key enterprises with provin-
cial authorities. Other minis-
tries (Textiles, Light Industry,
and Machine Building, for exam-
ple} do not manage any enter-
prises directly. These ministries
usually confine their roles to over-
all planning and balancing, supervision, and setting policy,
rather than direct administration of plants.

In addition to ministries, several national corporations
with the rank of ministries are responsible for key factories
in a particular sector that would otherwise fall under
different ministries. Some of these corporations play much
the same role vis-a-vis their constituent divisions that major
corporations do in the West, such as the shipping, ferrous
metals, and petrochemical corporations. Others, such as
the tobacco corporation, play a more limited role in the
operations of their subdivisions.

Finally, even nonproduction ministries may control
some production enterprises. This is true, for example, for
the Ministry of Public Security, which runs factories that
produce fire-fighting equipment for the 67 factories under
the Ministry of Railways, and so forth.

Adding to the complexity of the system is its perpetual
uncertainty. Relations between a ministry and its enter-

prises are continually being modified, as are the number of

superior agencies that have a command relationship
(lingdao guanxi) over a particular subordinate unit.

The implications for foreign firms are twofold. First,
simply talking to the relevant ministry may not be the best
corporate strategy to pursue in China, although it is proba-
bly a good place to start. A great deal depends on the
particular sectoral hierarchy in which a firm's activities
take place, and the position of Chinese counterparts within
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that hierarchy. Second, almost every arrangement in China
depends on the cooperation of different units that have no
power of command over each other. This demands success-
ful consensus-building on the part of the Chinese parties
concerned. Without understanding the nature of the inter-
nal consensus that its Chinese counterparts must put to-
gether, the foreign firm may misinterpret the needs and
negotiating strategy of its Chinese counterpart.

The lead agency in negotiations with a foreign firm
typically requires the cooperation and, sometimes, the
approval of many other agencies for an agreement to he
implemented. As a rule, the larger and more complex the
project, the more approvals are required, and the higher
the level from which the approvals must come. Many
agencies whose cooperation will eventually be important
for a project may also send observers to report on the
negotations, and occasionally participate in the discus-
sions. For example, the Ministry of Finance held talks with
the oil companies over pertinent tax clauses in the discus-
sions supervised by the China National Offshore Oil Com-

Mr. Yang says China is vast, the China market is vast, your opportunities are vast—so it
should not be such a surprise that our bureaucracy is also vast.

pany (CNOOC).

Many negotiations with foreigners either accompany or
become part of internal negotiations among the affected
Chinese partners. The various Chinese agencies frequently
have conflicting interests and views, and the internal nego-
tiations to achieve a unified Chinese viewpoint can easily be
more complex and acrimonious than the external ones.
Thus the patience that Chinese exhibit toward their for-
eign interlocutors may mask internal dissension on the
Chinese side. But once the lead Chinese agency feels the
internal setting is propitious, it can act with great urgency,
pressing the foreigner in turn to move swiftly.

3. A Complex Internal Bargaining System.

At the core of the Chinese system is an ongoing process
of bargaining among agencies, each of which command
resources that other units need but cannot obtain simply
by demanding or purchasing them. These bargains are
generally negotiated among bureaucrats to serve both
administrative and personal objectives. Here is how one
head of a provincial bureau summarized the situation: “*No
unit or individual lets you have something strictly accord-
ing to regulations. You must have guanxi or you come up
with nothing. The guanxi does not refer to old school ties
and so on. Rather, the guanxi is based on interest—strictly
a ‘vou scratch my back and I scratch yours' situation. The

25

Tl



exchange of goods and favors seals the deal. This situation
is pervasive because that is the way things are done at
higher levels, and until they do things differently, nobody
else will change.”

Bargains are struck, inter alia, at the local, provincial,
and national meetings, which determine the annual plan
and the State budget. The central government, for exam-
ple, reaches a separate complicated agreement with each
province as to the flow of revenue between the two (how
much money the province will transfer to the center or how
much the center will provide in subsidies to the province
for its budget), the amount of foreign currency the prov-
ince can spend on its own, the amount the center will spend
on centrally directed development projects in the prov-
ince, and the quantities of key, centrally allocated com-
modities (such as electricity, petroleum, coal, empty rail-

road cars, and certain metals), which the center will supply
to the province. While the separate parts of the bargain are
worked out within the appropriate commissions and minis-
tries—the State Planning Commission, the Ministry of
Finance, the Ministry of Foreign Economic Relations and
Trade, and so on—the final deal is struck between the
provincial Party Secretary and the Governor on the one
hand, and the top leaders of China on the other. The final
negotiations take place in national planning, economic,
and financial conferences and in high-level Communist
Party work conferences convened in Beijing, usually from
November through March. A similar bargaining process
occurs between units throughout the nation. Many of the
basic bargains were struck some time ago, and continue
year after year with only marginal adjustments.

Some traumatic developments, however, can alter the
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basis of the exchanges, set off reverberations throughout
the system, and require deals 1o be renegotiated. For

example, changes in the management jurisdiction of some

Shanxi coal mines and the introduction of a new profit tax
on coal production required adjustment of the revenue-
sharing arrangements between Shanxi Province and the

central government. The basic impulse involved in these

adjustments is the desire to compensate for shocks and
restore the previous equilibrium. This is one reason that
economic reforms proceed slowly—losers in the reform
process seek to r(’m‘g(:li;m' arrangements to recoup the
losses brought on by the reforms. The pressure is heavy on
reformers in some way to give back with the left hand what
they have taken with the right.

Thus, Chinese ofhcials alter broad balances among di-
vergent interests as conditions change over time. The entry
of a foreign firm onto the scene qualifies as one such
change, making new resources available and raising de-
mands outside the balances struck among the Chinese
parties to date. The weaving of a foreign firm into the
fabric of existing deals usually requires adjustments in the
previous bargains—a prolonged and difficult process.

No aspect of the bargaining system is more important
than central-provincial relations. Provinces cannot simply
ignore demands from Beijing. At the same time, central-
level officials recognize that the cooperation of local offi-
cials is necessary for a project to proceed smoothly. Lack-
ing provincial cooperation, the central government may be
overwhelmed by the effort to coordinate the myriad local
activities required to ensure major projects stay on sched-
ule.

“An investment
in knowledge
ays the best

interest”

Your Government has published thousands of books

to serve America. And now the Government

Printing Office has put together a catalog of the
Government’s “Bestsellers”—almost a thousand

books in all. Books like The Space Shuttle at
Work, Starting a Business, U.S. Postage
Stamps, and National Parks Guide and
Map. I daresay there’s even information
on one of my favorite subjects —printing.
Find out what the Government has
published for you—send for your
free catalog. Write —

New Catalog

Superintendent of Documents
Washington, D.C. 20402
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Put differently, most bargains are struck between un-
equals, but exchanges occur because each has resources
the other wants. Therefore, in our view, two popular

The top 25 to 35 leaders ruling China set the
political climate for negotiations and actually
approve very large projects. They are the
equivalent of the board of directors and the
executive committee of an American corpora-
tion.

concepts of the Chinese system—that it is highly central-
ized (Beljing-in-command) or a cellular system with consid-
erable local autonomy—are both inaccurate. Rather, the
national, provincial, and local levels all command re-
sources that other levels need, but the balance of power is
generally in the central government’s favor. The central
government has more resources at its disposal than an
individual province does—but it must elicit the coopera-
tion of the province to achieve many of its goals.
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The province acts as the central government’s gate-
keeper—providing access to lower levels and on occasion
inhibiting this access. While the central government may
try to ally itself with a city against the province (as it has
done with Chongqing and Wuhan against their respective
Sichuan and Hubei provincial governments on the issue of
hydropower development), provincial officials can also
often block the central government from reaching the
lower-level units it wishes to affect.

All sides recognize, therefore, that compromises must be
made among all the relevant parties if a major project is to
succeed. One provincial official summarized it this way:
“Provinces usually welcome a project that the center
wishes to build and for which it provides the investment
funds. Some issues do arise, of course. But when the center
decides to locate a big project in a province, there is
inevitably considerable negotiation between the center and
province.” Negotiations, bargains, and exchange, in short,
are essential ingredients of the Chinese system. It is no
wonder that many Chinese are tough and eftective negoti-
ators with foreigners. They have gained a lot of experience
at home, dealing with one another.

4. Ambiguities in Domestic Deal-Making.

Typically, a development project is initiated before firm
decisions have been made concerning the allocation of its
benefits and costs. This can be seen in the case of Pingshuo
coal development (see p. 26) as well as offshore oil develop-
ment. Guangdong provincial officials know they will bene-
fit from the production of South China Sea natural gas and
oil, but the precise payoff remains ill-defined—even in the
case of the possible joint venture with Arco to develop a
huge natural gas field discovered in the Yinggehai Basin.
The proponents of a project deliberately preserve this
ambiguity so they can build a broad coalition and sustain
support of potential beneficiaries behind the project.

Bargains among Chinese bureaucracies are wide rang-
ing, flexible, and subject to constant adjustment. Based on
this experience—and to the bafflement of legally minded
Westerners—Chinese often feel comfortable with con-
tracts that exhibit the same qualities of ambiguity and
flexibility.

5. Professional Negotiators.

A Chinese corporation’s chief negotiators are usually
not important executives or decision makers. They are,
instead, career negotiators—unlike their Western counter-
parts who are often corporate executives with limited time
to devote to key negotiations.

Chinese negotiators are usually housed in the foreign
affairs bureaus within each ministry, corporation, or prov-
ince. While they accumulate considerable technical exper-
tise, their formal training frequently focused on a foreign
language. This situation has begun to change, however. In
recent vears, China has begun to train younger negotiators
in law, and legal departments are beginning to play a role
in negotiating contracts.

Chinese negotiators do not appear to earn plaudits for a
job well done, but they are vulnerable to censure should
the contract not adequately protect China's and their
units’ interests. They usually have little incentive to bring
their discussions to an end, either in order to return to
their job or to earn a bonus for completing a job. Once the
current set of contracts is signed, they move to a new round
of negotiating.
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It is no wonder that many Chinese are tough
and effective negotiators with foreigners.
They have gained alot of experience at home,
dealing with one another.

bl S Sat e B R LB R
BUREAUCRATIC STRATEGIES

These features of the Chinese political system, coupled
with the political uncertainty and economic scarcity that
exist in China, help determine the broad strategies that
most bureaucracies pursue. Deals with foreign firms are
struck when they serve Chinese bureaucratic objectives.
The foreign firm can therefore enhance its prospects when
its proposals reinforce the often unstated purposes of the
Chinese partner. Here are the major (and not mutually
exclusive) bureaucratic objectives identified by our re-
search—and the role foreign firms frequently play in
advancing them.

B Strengthen one’s own organization.

That is, foster the loyalty of the members of one’s unit by
providing housing, travel, consumer goods, health facili-
ties, transportation, education, tickets to entertainment
events, employment of relatives, and so on. Bureaucrats
following this strategy value the creation of jobs—ithe
ability to accumulate a large staft and to keep them em-
ployed—more than they value efficiency. This strategy also
includes accumulating resources so as to reduce the vul-
nerability of one’s unit to the uncertainty of the political
world and the material supply system. A foreign connec-
tion provides opportunities for the Chinese enterprise to
bestow additional benefits on its members: foreign trips
and education, sometimes foreign consumer goods, addi-
tional employment opportunities, and so on.

B Diversify the mission of one’s unit.

Develop multiple goods and services within the unit,
which can then be used to strike bargains externally. The
China Nanhai Oil Joint Services Corporation (CNOJSC),
for example, began by directing its efforts solely to provid-
ing services in support of the offshore oil effort. As that
effort faltered during 1985, CNOJSC moved quickly to
diversify into Guangdong real estate, hotel ventures, and
other businesses that would reduce its dependence on the
oil sector. The foreign connection can facilitate this objec-
tive. For example, national defense industries are now
diversifying their product lines to include the manufacture
of civilian goods, and such firms frequently seck foreign
partners to assist them in their diversification efforts.

B Generate revenue.

Units that earn money have much more clout with the
higher levels than those that are a drain upon budgets.
Units that are plagued by deficits may become advocates of
price reform to change the situation. In the energy sector,
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the revenue-earning Ministry of Petroleum enjoys more
influence than the deficit-plagued Ministry of Coal—and

not surprisingly the coal ministry is a stronger advocate of

price reform, including coal price increases. In this con-
text, the foreign connection is considered particularly
desirable for the foreign exchange it might yield, a portion
of which usually remains with the Chinese enterprise.

B Cultivate patrons at higher levels.

Done to protect one’s unit, this tactic is so pervasive that
it would be difficult to identify an official who does not at
least attempt to utilize it. The foreigner can play a very
important role in this process, particularly during visits to
China. When foreign business people call upon high-level
ofhcials in Beijing or provincial capitals, they enable the
middle-ranking officials with whom they are negotiating to
brief the higher-level officials before the meeting about the
project. The hope is that during the meeting with the
foreign businessmen, the high-level official will then en-
dorse the project.

B Support policies superficially.
The key to survival is to comply with policy guidelines in

form while covering all bases. Some officials even quietly
support a subunit that implements the opposite of current
policy. This gives the official the ability, in the event of a
policy change, to demonstrate that he was not an enthusias-
tic supporter of the abandoned policy. This strategy is
often adopted by nonactivist, cautious officials. Given the
current emphasis upon foreign cooperation, negotiating
with foreigners signals support of current policy, while
care in negotiating the terms of cooperation signals an
appropriate concern with protecting other interests.

B Turn one’s unit into a model.

A key strategy of eager-to-please officials who seek pub-
licity is to make their unit one others will be encouraged to
emulate. Past leaders of the Daqing oilfield followed this
strategy in a way that catapulted them to national power in
the 1960s and 1970s. Similarly, some officials who have
spearheaded joint ventures have sought to attract atten-
tion to their successes.

KNOWLEDGE FOR FOREIGN FIRMS

The foreign firm inescapably becomes an actor in this

NEGOTIATING IN CHINA:

FOREIGN PERCEPTIONS AND BUREAUCRATIC REALITY

Foreigners have acquired consider-
able familiarity in the past decade with
Chinese negotiating behavior. The
Rand Corporation has published two
monographs on the topic, and our
own interviews with experienced
American, Japanese, French, British,
and Norwegian petroleum executives
reveal a rich folklore of how Chinese
bargain over contracts.

To be sure, Chinese negotiating be-
havior is partly a deliberate tactical
ploy and partly a manifestation of
deeply ingrained cultural traits. But
the bureaucratic structure also helps
explain a great deal of Chinese behav-
ior. Frequently, what the foreign busi-
ness executive believes and what is
actually going on behind the scenes
are quite different. Our interviews
with foreign businessmen and Chinese
bureaucrats provided many examples
of how foreign perceptions contrast
with bureaucratic reality. Here are
four such cases:

Example One: The foreigner per-
ceives a desire to save face: ““The
Chinese negotiators would refuse to
back down. They acted as if the issue
was theirs to decide and if we did not
yield, the negotiations were at an im-
passe. They would then ask their
higher levels to intervene and overrule
them. They therefore did not lose face
by being the one to yield.”

The bureaucratic reality involves
the limited authority of the negoti-
ator: The Chinese negotiators often
have little authority. The structure of
the negotiations, rather than concern

for face, explains Chinese behavior.

Example Two: The foreigner per-
ceives patience: ‘“The main advantage
in the Chinese negotiating strategy is
that they were never in a hurry. The
Chinese béhave as if they had all the
time in the world. There is no effi-
ciency in their negotiating approach
and this is very frustrating.”

The bureaucratic reality involves
consensus building. The negotiators,
who have little personal incentive to
close the deal in any case, are probably
trying to secure the necessary clear-
ances and build a consensus for the
project among the relevant bureau-
cracies. Once the clearances are ob-
tained, the Chinese are frequently im-
patient to close the deal.

Example Three: The foreigner per-
ceives persistence: “‘The foreign side
would think that something was re-
solved. But the next time they came to
the negotiating table, it would come
up again, unresolved. It would be
raised by the same individual or per-
haps by a different individual. The
Chinese would keep beating on it.”
“Many times you reach an agreement,
and then the Chinese come back the
next day and everything is different.”

The bureaucratic reality involves
obstruction at higher levels. There is
a distinct possibility such situations re-
flect the inability of the person in
charge of the negotiations to win ap-
proval from his superior for conces-
sions he has authorized.

Example Four: The foreigner per-
ceives disingenuousness: “‘The Chi-
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nese conveniently forgot the regula-
tions as they are listed in the contract.
However, we complained about this
and it has been taken care of.” ““The
Chinese kept trying to trade the deal
up, even though they were not sup-
posed to attempt to do such a thing at
that stage, after the contract was
signed.”

The bureaucratic reality involves
ambiguity. In their own system, Chi-
nese bureaucrats feel totally comfort-
able in seeking to renegotiate, refine,
or reinterpret agreements as condi-
tions change. Chinese counterparts
may be ambiguous in the promises
they make to domestic supporters
about the distribution of benefits that
would flow from a foreign project.
Once the project gets under way, the
internal demands push the counter-
part to seek alterations in the contract
from his foreign partner to meet the
excessive commitments he has made.

These examples suggest that when
foreigners encounter difficulties in
negotiations, it is worth ascertaining
why they occur. Problems should not
immediately be attributed to clever-
ness, deviousness, cultural procliv-
ities, or negotiating strategies. The
Chinese partner may be reluctant to
disclose his internal problems, and it
may be in the foreigner's interest to
help his partner out. In any case, by
understanding the bureaucratic real-
ity the foreigner gets a better sense of
the obstacles he confronts and of the
length of time it may take to bring the
deal to fruition.
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complex landscape, the more so as the scope of its activity
or duration of its venture grows. At the very least, the
foreign firm must usually fit itself into a bureaucratic iron
triangle involving a manufacturing agency, an enduser,
and an import-export agency. Foreign airplane vendors,
for example, confront the Ministry of Aviation Industry
(the manufacturer), the Civil Aviation Administration of
China and its branches (the endusers), and to a varying
degree the China National Machinery Impori-Export Cor-
poration of MOFERT. In the sale of some types of petro-
leum equipment, the iron triangle consists of the Ministry
of Machine-Building Industry and its increasingly autono-
mous enterprises (the manufacturers), the oilfields (the

The foreign firm inescapably becomes an actor
on this complex landscape, the more so as the
scope of ils activily or duration of its venture
grows. At the very least, the foreign firm must
usually fit itself into a bureaucratic iron
triangle involving a manufacturing agency,
an enduser, and an import—export agency.

consumers), and the Ministry of Petroleum Industry (the
authorized import agency for certain petroleum equip-
ment).

The foreign company must be sensitive to the needs of its
chiel Chinese ally and have a strategy to neutralize possible
opposition from the other two corners. Typically, the
enduser secks foreign equipment, but the domestic manu-
facturer exhibits protectionist impulses that can be
blunted when the foreign vendor pledges to transfer tech-
nology or otherwise assist the domestic industry.

When a foreign compeny maps out an informed strategy,
it should try to identify the key bureaucratic players in-
volved in the various stages of decisionmaking as well as the
positions each is likely to adopt. To do this, the company
must ask the right questions and know who to approach for
ANSWEeTS.

No firm will be able to get satisfactory answers to all
questions. Recognizing that knowledge yields power and
influence, Chinese bureaucrats tend to hoard information
unless its dissemination can serve a discernible purpose.
Moreover, the system is in the midst of considerable re-
form, and many Chinese themselves do not know all the
answers. But firms contemplating or already involved in
business with the PRC should recognize that, for reasons
explained in this article, attempts to answer the following
questions are important to strategy and ultimate chances
for success. When analyzed in light of the distinctive
behavior of China’s bureaucracy, this information may
provide a concrete basis for optimism or, perhaps more
likely, help company executives develop more realistic
expectations of the duration of negotiations and the out-
come of their activity.
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What the foreign firm can ascertain:

Answers to the following four groups of questions are
usually ascertainable through persistence and research:

1. Who at the top of the bureaucracy is in charge of the
sector involved? If the proposed project is large enough to
require top approval, when in the negotiating process will
the leader become involved?

2. If the proposal originates with a Chinese agency, at
what stage is the project within the Chinese approval
process? Has it already been incorporated into the provin-
cial or national annual plan, is it on the inventory of
possible undertakings in the Seventh Five-Year Plan, or
does the agency propose undertaking it outside the Plan?
(The latter is possible, but requires obtaining supplies
outside the State allocation system.)

3. What is the rank or level of the Chinese counterpart
organization? With what other organizations must the
project be coordinated, and what are the ranks of these
organizations?

4. How does the project fitinto the policy guidelines and
organizational mission of the principal Chinese hostz Will
it be relatively easy for the host to reconcile the project
with preexisting commitments, or will the new activity
necessitate renegotiating previous deals? Here, of course,
is one of the advantages of the small undertaking: it is less
disruptive.

Chinese officials frequently will provide the answers to
these questions, particularly at the stage in which they are
attempting to cultivate foreign interest in the project.
Some persistence may be necessary, however, and it pays Lo
pose these questions to several officials to check for consis-
tency in the response. The commercial section of the US
Embassy in Beijing and the National Council for US-China
Trade may also be able to shed light on these questions.

More difficult questions to answer:

These questions may be more difficult to answer, either
due to secrecy or the murkiness of the system. But even
partial answers gleaned from snippets of conversation can
help the foreigner navigate uncharted bureaucratic ter-
rain:

5. What are the views of the top officials, if any, concern-
ing the proposed business activity? Most important, what is
the view of the vice premier or State councillor in charge of
this particular activity in the State Council? Does his influ-
ence extend beyond this portfolio, i.e., is he a leader with
wide influence and staying power? Should support for the
project be cultivated among other top leaders? Middle-
ranking officials may not disclose such information, and
while Beijing or Hong Kong gossip mills are often rife with
speculation on such matters, reliable information is fre-
quently unavailable,

Meetings with high-level officials, and a careful analysis
of their remarks are the best (and yet not a totally satisfac-
tory) way to probe these questions. Such probes are best
made once negotiations have gotten underway and the
sticking points begin to surface. Such meetings are not
easily arranged, however, and they depend on the size of
the project, the stature of the foreign businessman and his
firm, and the ability of the Chinese host organization to
arrange an appointment.

6. If the proposal originates with the foreign firm, which
agencies within China must approve the project? The
Chinese interlocutor tends, either as a tactic or due to his
own misunderstanding, to understate the approval process
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and neglect to identify some of the hidden partners in the
negotiation. For large projects, the pertinent bureaus in
the State Planning Commission, the Ministry of Finance,
the Ministry of Foreign Economic Relations and Trade
(MOFERT), and the State Science and Technology Commis-
sion are almost certainly involved. What are their predispo-
sitions toward projects of this sort?

Establishing contact with the relevant bureau is difficult
but not impossible. Foreign firms with Beijing offices or
representation in the capital can gradually accumulate a
range of personal contacts within these agencies. Hosting
Chinese delegations in the US is part of the process of
cultivating these contacts. Efforts to develop this capability
should begin as soon as a company decides to do business
in China, with the realization that a protracted, sustained
effort is required before results can be obtained.

7. Typically, a project that has reached the negotiation
stage has a history—and the larger the project, the longer
the history. Who in the past advocated/opposed the
project and why? What is the present bureaucratic lay-of-
the-land? What, from the Chinese perspective, are the
alternatives to this project: the other ways to use the land
involved, to secure the products, and so on? Chinese
officials may shed some light on these issues, but if the
project is a large one, a foreign firm is well advised to
undertake or sponsor research using library materials in
the US.

8. Is the host Chinese organization bureaucratically
strong or weak? What stature and influence does its leader
have and what patrons does the project have at higher
levels? What objectives does the enterprise seek through
cooperation with the foreigner? How do these objectives

TO ORDER, CONTACT:

fitinto the bureaucratic strategy the organization is pursu-
ing, as outlined above?

Finally, what are the personalities of the leaders of the
enterprise? Do they appear to be sycophants or loyalists to
their bureaucratic superior, in which case they will defer to
his desires? Or are they resolute defenders of the enter-
prise, in which case they will see the foreign connection as a
way of strengthening their organization and generating
revenue? Are they cautious, hesitant bureaucrats, in which
case they will proceed with the project only after building a
firm consensus for it? Or are they eager and ambitious risk
takers, in which case they will launch the project quickly
only to face difhiculties later on?

This last set of questions is among the most difficult to
answer, particularly since the negotiators for an enterprise
are usually not its leaders. Banquets, visits to the US, and
observing the relevant officials at work in China are often
the only way to form judgments about the qualities of a
Chinese partner.

Even if a company can obtain answers to all of these
questions and develop an appropriate strategy in response,
success in China is not guaranteed. The high cost of doing
business, problems in repatriating earnings, and inconsis-
tencies in the business environment may thwart even the
most intelligent strategy. But greater understanding of the
Chinese system and information about the specific sector
and project being contemplated definitely improve the
chances of success. This knowledge helps foreign firms to
coordinate high-level corporate visits with progress in the
negotiations, and identify the most promising localities and
enterprises in China on which to focus corporate time and
energy. 7
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Despite strains and growing competition, Japan’s position as China’s
number-one trading partner is not seriously threatened

Japan’s China Trade

upam's unparalleled $5.9 bil-

lion trade surplus with China

last year may have given Japa-

nese businessmen some mo-
mentary cause for elation. Yet the
very success of Japan’s export drive
has turned into a major problem this
year. Setbacks in bilateral trade are
certain, with two-way trade expected
to drop by several billion dollars
from last year’s all-time high of $19
billion.

Don’t expect Japan to be routed
from the China market, however. Its
China wrade in 1986 should still ex-
ceed that of other leading trade part-
ners by a wide margin. Moreover, Ja-
pan’s number-one position in China
is likely to remain unchallenged for
many years to come. China’s irrita-
tion with Japan on certain trade and
political issues i1s not suthcient to un-
ravel the intricate network ol eco-
nomic relations that binds both sides.

If economic motivations were not
enough, both sides have compelling
political reasons to keep trade rela-
tions sound. As powerful neighbors
sharing a similar strategic outlook,
China and Japan can be expected 1o
carefully regulate the stresses and
strains of what will continue to be a
troublesome, but vital, economic
partnership.

Trade imbalance disrupts
harmony

Though not nearly as comple-
mentary as both sides claim, eco-
nomic relations do provide a great
deal of what cach partner needs to
sustain economic growth. In ex-
change for the machinery, steel, and
chemicals that Japan can provide
quickly, reliably, and at reasonable
prices, China can supply Japan with
raw materials and basic manufac-
tures. And with Chinese technology
and industrial levels some one to two
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Deborah Diamond-Kim

decades behind that of developed
countries, Japan, in turn, helieves it
has found in China a large and en-
during market on its doorstep.

Along with the benefits of China’s
trade with Japan comes the potential
for an enormous trade deficit. To
offset its high value-added imports
and narrow the trade gap, China
must export a large quantity of pri-
mary commodities and light manu-
factures. Yet a country in the throes
of modernization draws heavily on its
Oown l)lil]l;l!"\/ P]'Udll(‘[ resources,
making increased exports of these
products dithcult. What's more, mar-
ket prices for primary commodities
are notoriously unstable, and a sud-
den drop in the prices of just a few
key commodities could create a trade
deficit where none existed before.

Still, for three years—1981 to
1983—China actually registered a
trade surplus with Japan, especially
pronounced in 1982 when it reached
$1.8 billion. This was a period of
“economic readjustment” for China,
in which capital construction
projects were sharply curtailed—
leading to cuts in Japan’s iron and
steel exports in 1981, and reductions
in Japan's machinery exports the fol-
lowing year.

1984 marked the beginning of a
sharp turnaround in the balance of
trade. Japanese machinery exports to
China doubled and steel rose 20 per-
cent. Enhanced consumer spending
power helped Japanese television
sales increase fivefold; sales of refrig-
erators and washing machines tni-
pled. Most dramatic of all was the in-
crease in automobile exports, up 11
times over the previous year. Not

Deborah Diamond-Kim, associate editor
of The CBR, wishes to thank JETRO for
its generous assistance in the research of
this article.

even China's increased sales of crude
oil (up 13 percent) and textiles (up 42
percent) could counteract the $1 bil-
lion trade surplus Japan gained that
year.

But the strain in relations was be-
ginning to show. In an otherwise
fairly optimistic assessment of Sino-

Japanese trade prospects, the Chi-

nese trade journal Guoji Maoyi de-
clared bitterly in November 1984,
“We will not be in the same position
as South Korea, Taiwan, and some
other regions whose cooperative re-
lations with Japan are merely ones of
one-sided reliance.”

1985: Year of the deficit

Despite these admonitions, the fol-
lowing year brought the largest for-
eign trade deficit in China’s his-
tory—mainly the result of huge
increases in imports from Japan. The
size of the trade gap seems to have
caught both Chinese and Japanese
trade experts by surprise. China’s im-
ports from Japan rose by 73 percent
(against an average of 54 percent
worldwide) while China’s exports
gained by only 9 percent.

Sales of Japanese consumer appli-
ances (up 200 percent) and transport
vehicles (notably trucks, which in-
creased by 500 percent) did ex-
tremely well. But consumer goods
purchases tell far from the whole
story. Not to be overlooked are the
surge in sales of industrial equipment
such as rolling mills and machine
tools, which increased in value by
1,364 percent and 359 percent re-
spectively. Exports of steel also rose
dramatically to an all-time high of 11
million tonnes, accounting for about
25 percent of Japan's export earn-
ings in China last year.

Growing demand for imports
within China are not enough to ex-
plain the enormous power of Japa-
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nese exports in 1985, Compared to
two-way trade of $19 billion between
Japan and China, Sino-US trade was
less than half—just $8.1 billion. And
according to US trade statistics, the
US even ran a small trade deficit for
the second year in a row. The largest
US export category, machinery and
mechanical apparatuses, increased
105 percent to $2.3 billion. But Ja-
pan’s sales in the same category
dwarfed the US total with earnings
amounting to §7.1 billion, up 139
percent from 1984. The US sold
more low value-added products than
Japan, of which lumber was the larg-
est item, and imported more light in-
dustrial manufactures from China.

Japan’s lead narrows in 1986

China appears to be doing more
than just warning Japan about the
trade problem in 1986. Japanese ex-
ports in the first half of this year have
dropped 23.5 percent from the same
period last year to $4.59 billion. Jap-
anese trade officials attribute the de-
cline to appreciation of the Japanese
yen, devaluation of the RMB (down
16 percent against major currencies,
including the yen), China’s shrinking
foreign exchange reserves (down to
$10 billion this year from $16 billion
in 1984), and a slowdown in the Chi-
nese economy.

What these officials don’t mention
are signs that China is not simply cut-
ting back its purchases: Japan is los-
ing out to its competitors in several
major export categories this year.
Chinese customs figures for the first
half of 1986 support this, showing a
relative decline in Chinese imports
from Japan. In the major categories
of purchases from developed coun-
tries: chemicals, manufactured
goods, and machinery and transport
equipment, Japan’s market share
rose only in chemicals.

Most dramatic was the decline in
Japan's share of machinery and
transport equipment sales. After cap-
turing 53 percent of the market in
1985, Japan's share in the first half of
1986 dropped to 37 percent (see Ta-
ble 1). In the competitive high-tech-
nology field, Japan’s share of tele-
communications sales dropped from
77 percent in 1985 to 58 percent in
the first half of 1986. Its share of
office machine and ADP imports
slumped from 47 percent to 34 per-
cent.

If Japan’s share dropped in these
areas, who gained? West Germany,

for one, whose sales of metalworking
machinery and telecommunications
equipment rose significantly. The US
gained, too, replacing Japan as the
leading supplier of office machines
and ADP equipment with 53 percent
of the Chinese market, up from 32
percent in 1985,

These figures suggest that Japan’s
trade surplus with China will decline
substantially this year, barring any
comparable decline in Japan’s im-
ports from China. Japanese trade of-
ficials report that their trade surplus
with China fell to $1.71 billion in the
first half of this year from $2.84 bil-
lion during the same period last year.
The Japanese External Trade Organ-
ization (JETRO) expects Japan's trade
surplus to drop to $3.2 billion, just
over half of the previous year's sur-
plus.

... but dependence on Japan
contlinues

Yet much as China is loath to de-
pend on any one country, its trade
remains heavily weighted toward Ja-

pan, even this year. Although Japa-
nese exports are slipping, Japan is
still China’s leading trade partner,
with two-way trade through the first
half of this year totaling $7.5 billion,
according to Japanese figures. About
half of China’s steel, and 40 percent
of its machinery, transport equip-
ment, and other manufactured goods
still come from Japan. Meanwhile, 50
percent of China’s crude oil exports
are bound for Japan this year, as well
as about a fifth of its food and chemi-
cal exports (see Table 2). |'—| 18.96
By contrast, China ac- billion
counts for just 6.2 percent
of Japan’'s foreign trade.
China's largest export
commodity, crude oil,
amounted to only 6.5 per-
cent of Japan’s oil imports
worldwide. In general, Ja-
pan’s raw materials come
from a diverse collection of
reliable suppliers around
the world, and Japan re-
mains reluctant to take too
many chances with the un-
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even quality and delivery of Chinese
supplies.

The inequality of this relationship
bothers China, although to some ex-
tent the pattern is reflected in all of
China’s trade relations with the de-
veloped world. But the sheer size of
Japan’s trade surplus with China, and
the degree to which China depends
upon Japanese supplies, place the job
of resolving economic grievances
against Japan high on China’s list of
foreign trade objectives.

TACKLING PROBLEMS IN
TRADE AND INVESTMENT

Chinese grievances against Japan
cut across a wide spectrum of eco-
nomic issues, but two general con-
cerns predominate—raising China's
exports to Japan, and raising the
level of Japanese investment in
China. The following analysis of
these two issues presents the prob-
lem, the Japanese response, and an
evaluation of the prospects for re-
solving the issue.

e OPEN THE JAPANESE MAR-

KET.

China has sharply criticized Japa-
nese import quotas and bans, dis-
criminatory tariffs, and strict stan-
dards on imported goods.

Under quarantine are certain
fruits, vegetables, and all live animal
exports. This ban is annoying
enough, but the Chinese are miffed
when Japan shuns its products in fa-
vor of identical products from Tai-
wan. China is also highly sensitive to
what it sees as Japanese tariff
discrimination against its products.
Carpets are taxed at a rate of 9.6
percent, against a rate of 4 percent
for carpets from the United States.
High levies have also been imposed
on Chinese tea and shoes.

Raw silk is another heavily pro-
tected product. Imports are con-
trolled by the Japan Silk Co., which
negotiates quotas every year with its
Chinese counterpart. From 1981
through 1984, imports of Chinese
silk actually declined from 2,400
tonnes to 1,500 tonnes. Without the
quotas, Chinese raw silk, at $25 a
kilogram, would fare well against do-
mestic silk costing $60 a kilogram.

Finally, Chinese exporters com-
plain that nontariff barriers can be
nearly as effective as outright quotas
in restricting Chinese access to the
Japanese market. Exporters of Chi-
nese herbal medicine, for example,
charge that import procedures are
unnecessarily strict. And Chinese of-
ficials claim that standards are
changed arbitrarily to protect domes-
tic interests.

China also believes there are
opportunities to increase its sales of
crude oil, coal, cotton, grains, and
nonferrous metals, and has asked the
Japanese government to assist its ef-
forts to promote these and other Chi-
nese products with good market po-
tential.

JAPANESE RESPONSE. Japanese
ofhicials do not deny the existence of
protectionist measures but disagree
that they are the main obstacle to
expanding Chinese imports. These
officials are adamant in their commit-
ment to quotas, citing the political
power of groups in protected indus-
tries and their concern for displaced
workers who might have trouble find-
ing other jobs.
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Japan, of course, faces demands
for market opening measures from
many countries with ambitions to
boost sales there. Powerful countries
like the US have made some inroads
this year, and what progress other
countries have made seems mainly
the result of US pressure on Japan.
But these countries will be hampered
in their ability to tackle Japan as long
as they lack effective means of retalia-
tion. In this area of trade consulta-
tions with China, Japanese ofhcials
have demonstrated the least willing-
ness to compromise. Resolution of
this problem will depend on the bal-
ance of forces within Japan, some of
whom support, and others who op-
pose the perpetuation of government
protection for unprofitable basic in-
dustries.

A more promising avenue for Chi-
na's efforts to promote exports is
countertrade. This year China is
pushing hard for more countertrade
transactions with Japanese exporters
as a means of selling more to Japan.
Japan’s general trading companies
(sogo shosha) estimate that, by 1987,
China will require them to accept
Chinese goods as compensation for
about 50-60 percent of their exports
to China. Many of Japan’s smaller
exporting firms may be hard hit by
the new insistence upon counter-
trade. But the sogo shosha, already
powerful in Sino-Japanese trade, are
likely to become even more so as
smaller companies depend on them
to manage their countertrade trans-
actions. As the role of the soge shosha
declines in North America and West-
ern Europe, where most trade is con-

ducted directly by manufacturers,
China's new emphasis on counter-
trade is likely to intensify, rather than
diminish, the stake the sogo shosha
have in the China market.

In a related effort to respond to
China's demands, last year Japanese
Foreign Minister Shintaro Abe pro-
posed establishing a joint trading
company to boost Chinese exports.
The Chinese agreed to this idea, lead-
ing to establishment of the Daya In-
ternational Industry Co. in Septem-
ber 1986 by CITIC and three
Japanese partners. Japanese firms
will be able to go through this com-
pany to export industrial plants to
China under compensation trade ar-
rangements.

Other measures that promise to be
more cosmetic than real in their im-
pact are the export promotion fairs
and “shopping’ delegations that Ja-
pan has put on its agenda for 1986—
87. Although welcomed by the Chi-
nese, these are devices that Japan has
resorted to before, with limited re-
sults, in its efforts to tackle trade
problems elsewhere in the world.

Though willing to help promote
Chinese exports, Japanese trade offi-
cials contend that most of the initia-
tive must come from China. Chinese
products will succeed or fail on the
basis of quality, price, and reliability
of supply. Quality is a chronic prob-
lem affecting Chinese exports from
coal to textiles and involves short-
comings in production techniques,
handling, and responsiveness to the
needs of the Japanese market. Chi-
nese suppliers are often reluctant to
reduce prices to compete with rival

suppliers. And Chinese delivery times
may be erratic due to domestic trans-
portation problems. Japanese buyers
also complain of difficulty obtaining
relief from China for shoddy supplies
and other breaches of contract.

OUTLOOK. China’s optimistic as-
sessment of its export potential in
Japan is based in large part on
greater price competitiveness in the
wake of the RMB devaluation and
steep appreciation of the yen. But
this optimism may be misplaced. If
Japanese competitiveness declines in
overseas markets, there will be that
much more competition among Japa-
nese manufacturers for their domes-
tic market, making foreign penetra-
tion even more difficult. (Where
competition is less keen, such as in
cotton and ramie production, Chi-
nese exports should do well) And
Japan’s 2 percent drop in exports
worldwide during the first half of
1986 may lower its demand for im-
ported raw materials and energy.
China’s exports to Japan are already
down by 9 percent over last year—
largely due to declining fuel prices.
And JETRO projects a 9 percent de-
cline for all of 1986, which would
reduce Chinese export earnings to
%5.9 billion from $6.5 billion in
1985. A look at several important
categories of trade shows the difficul-
ties China must surmount to increase
its exports to Japan.

Oil and coal. Chinese oil and coal
exports face a number of hurdles.
Although the Japanese power indus-
try is all in favor of cheap foreign
coal, MITI has been urging power
plants to make no drastic cuts in their
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purchases of domestic steam coal.
Thus, while Japan’s coal mining in-
dustry plans to phase out production
of coking coal by 1991, it may hang
on as a domestic supplier of steam
coal.

A more serious obstacle is China’s
poor competitive position. China’s
coal exports face stiff competition
[rom Australian, South African, and
Canadian suppliers. And the high
paraffin content of its oil puts China
at a disadvantage with Middle East-
ern and Southeast Asian suppliers.
As a result, while China was to export
47 million tonnes of oil from 1978 1o
1982 under the terms of the Sino—
Japanese Long-Term Trade Agree-
ment (1978-90), it managed to ex-
port only 39 million tonnes. Exports
of coking coal were to rise 1o 2 mil-
lion tonnes by 1982 but rose to only
about 1.3 million tonnes.

In the past China has sacrificed the
benefits of using its energy resources
domestically in return for foreign ex-
change. But this option is looking less
attractive as commodity prices con-
tinue to decline. Moreover, Japanese
demand for oil and coal is waning as
many energy-intensive industries re-
locate to energy-rich Third World
countries. Japan is turning away from
high residual oils in favor of LNG
and domestic nuclear and hydro
power, a development that Japanese
officials say is likely to reduce the
relative importance of China’s crude
oil. China’s promise to OPEC last
September to reduce its oil exports
should also cut into its export earn-
ings.

Minerals and metals. China hopes
to boost sales of nonferrous metals
by doubling domestic output during
the Seventh FYP. Yet China exported
only $400 million worth of all kinds
of nonferrous metals worldwide in
1985, while importing $800 million
worth in return. Even Chinese ofhi-
cials admit that China will remain a
net importer of aluminum, lead, and
zinc for at least another five years—
probably much longer according to
outside observers. China’s exports of
tungsten, a moderate foreign ex-
change ecarner, will be cut to force
prices up on the world market. And
hoosting other metal exports will be
difficult in light of China’s growing
domestic demand, power shortages,
and transportation bottlenecks. Even
if China could substantially increase
its nonferrous metals exports, it
would still have to worry about qual-
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ity, which has made Japanese import-
ers reluctant to buy even small
amounts of these metals. Chinese tin,
for example, has considerable export
potential, but cannot compete with
the quality of supplies from else-
where in Asia.

Strategic minerals may have
greater potential. Although Japan
has not yet imposed sanctions on im-
ports of South African strategic min-
erals (upon which it is heavily depen-
dent), and may resist pressures to do
so for some time, it has closely exam-
ined the Chinese alternative in recent
vears. Next year Japan's Metal Min-
ing Agency plans to send a team of
experts to Guangdong and
Heilongjiang to survey the potential
for joint development of vanadium
and molybdenum reserves. These re-
sources are essential for Japan's elec-
tronic industries as is gallium, for
which China is already Japan’s most
important supplier. And a consor-
tium of 33 Japanese companies has
agreed to joint development of ura-
nium in Qinglong, near Beijing. Ja-
pan’s demand for uranium is ex-
pected to double by the end of the
century. This is good news for China
in the long run, but with mining
of Qinglong uranium nearly 10
years away, Chinese uranium exports
will not have an immediate impact
on China’s balance of trade with

Japan.

Grain. Japanese imports of Chi-
nese cereals, especially corn, have
grown rapidly in recent years and
now account for about 20 percent of

Japan’s overall cereal imports. But

pressure to buy more grain from the
United States could constrain Chi-
na's potential in this area. In addi-
tion, although Japanese importers
find China’s ability to fulfill small or-
ders for grain a plus, they are con-
cerned about China’s reliability in
mecting delivery schedules. At
present, China exports corn from
only one port—Dalian.

However, China and Japan have
recently taken a constructive step
forward in their efforts to boost Chi-
na's corn exports. According to Japa-
nese press reports, China granted a

Japanese intermodal transport com-

pany permission to ship grain directly
from the Chinese interior to Japan
and other overseas markets. Japan al-
ready has a number of unique ship-
ping arrangements with Chinese cor-
porations, including direct-feeder
service from China to Japan.

e INCREASE INVESTMENT AND
TECHNOLOGY TRANSFER.

Although Chinese (and foreign)
statistics on the level of foreign direct
investment are highly uncertain, Ja-
pan’s level of pledged foreign invest-
ment—about $135 million through
July 1986 according to tables com-
piled by JETRO—appears to be well
under 10 percent of total foreign
pledged investment in China. These
tables also put the number of joint
ventures at 125 through July 1986—
but the actual number could be much
lower since the tables do not identify
which ventures have been cancelled
or indefinitely postponed.

China would like the proportion of
Japanese direct investment to match
its share of trade with China. To meet
this goal, Japan's share of total for-
eign investment in China would have
to rise from under 10 percent today
to about 29 percent—its share of
China’s foreign trade in the first half
ol 1986. China also complains that
both the amount and nature of tech-
nology transfer from Japan lag be-
hind that of West Germany and the
United States.

JAPANESE RESPONSE. Japanese
officials blame this seeming reluc-
tance to invest on China’s poor in-
vestment climate. Like other foreign
investors, Japanese businessmen are
unhappy about China’s inadequate
legal framework for foreign invest-
ment, restrictions on profit repatria-
tion, exorbitant land-use fees, exces-
sive documentation requirements,
and the distressing Chinese tendency
to abruptly cancel negotiations with-
out explanation. They also argue that
managerial and technological levels
in most enterprises are so low that
sophisticated technology can not be
properly absorbed. Nor do they vet
have confidence in the level of moti-
vation among Chinese managers and
employees, despite China’s recent
managerial reforms. These concerns
are not confined to Japanese firms of
course, but Japanese businessmen in
particular have a reputation for
avoiding risky investments.

OUTLOOK. Some observers he-
lieve that fear of enhancing Chinese
competitiveness is the most impor-
tant factor behind the Japanese re-
luctance to invest. But this theory
would hardly explain Japan’s prefer-
ence for investing heavily in the
newly industrialized countries of
Asia: South Korea, Taiwan, Singa-
pore and Hong Kong. These coun-
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tries are already advancing into
knowledge-intensive and high-tech-
nology areas that pose a far greater
immediate threat to Japan's competi-
tiveness in world markets than China
does. While China’s vast human and
natural resources and vigorous tech-
nological progress may challenge Ja-
pan’s economic position one day,
that day is likely to be at least a cen-
tury away.

In fact, the most important factor
limiting Japanese investments in
China does indeed appear to be—as
the Japanese say—China’s relatively
unfavorable investment climate. One
has only to look at Japan’s stake in
ASFAN to understand the importance
of this factor. Japanese direct
(pledged) investment in ASEAN stood
at over $12 billion through the end
of 1985, compared to slightly more
than $100 million invested in China
during the same period. ASEAN in-
vestment incentives are far more at-
tractive, on balance, than those of-
fered by China. These countries
allow freer repatriation of profits,
provide cheaper labor, and (with the
exception of the Philippines) enjoy a
reputation among Japanese firms as
politically stable—more so, in Japa-
nese eves, than China today.

Hard and soft tactics

Despite some new initiatives this
vear, no dramatic resolution of out-
standing problems in Sino-Japanese
relations appears imminent.

None of the recent high-level dele-
gations that have met this vear have
made any breakthroughs. In April
Chinese Foreign Minister Wu
Xueqian paid a week-long working
visit to Japan. In his talks with Prime
Minister Nakasone and Japanese For-
eign Minister Abe, Wu noted that
Sino—Japanese trade problems could
be resolved il each side showed re-
spect for the other’s ““national senti-
ments.” In other words, economic
problems can be resolved through
initiatives at the highest levels, if the
political will exists to resolve them.
But no documents were signed at the
end of the visit, an indication that the
two sides failed to make significant
progress.

Although Chinese officials have
been sharply critical of Japan this
vear, they have also proved them-
selves adept at mollifying the Japa-
nese when necessary. Late last year
Deng Xiaoping warned Japan that
China’s trade dehcit could be toler-

ated for one or two years “‘but it
won’t do for long.” This admonition
had its desired effect of stirring up
the Japanese business community. By
September 1986, Deng was once
again stressing the positive, pointing
to the long-term potential for even
closer economic cooperation. This
carrot-and-stick policy, or “hard and
soft tactics” as they are called in Chi-
nese, has long been a favorite tool of
Chinese diplomacy.

The year of Europe

While such hard and soft tactics
are nothing new, Chinese leaders ap-
pear to be using them more openly
on Japan this year. On the political
front, the most noteworthy develop-
ments were [h(’ St_’pill'll[t_‘ tours cover-
ing nearly every country in Western
and Eastern Europe by Foreign Min-
ister Wu Xueqian, General Secretary
Hu Yaobang, and Prime Minister
Zhao Zivang earlier this year. Al-
though the raison d’étre for this mas-
sive descent on Europe was mainly
political, Chinese headlines hailing
the potential for increased Sino-Eu-
ropean trade could not have failed to
make an impression upon Japanese
businessmen. And Chinese leaders
and commentators have repeat-
edly praised Western Europe for its
efforts to transfer technology to
China, promising rewards for such
bhehavior.

Will anything come of China’s Fu-
ropean campaign? On the positive
side, the yen appreciation appears to
have given Western Furopean firms a
wedge into the China market. Their
opportunities are especially good in
public telecommunications and some
categories of industrial equipment.
The willingness of some Western Fu-
ropean governments to compete with

Japan in offering concessionary loans

is another plus.

But trade with Western Europe has
its limitations, as China is well aware.
West Germany aside, Western Fu-
rope has been slow to take a serious
interest in the China market, with
trade and investment concentrated in
the developed countries, in resource-
rich countries in the Middle East and
Africa, and to a lesser extent in East-
ern Europe. Second, as the Chinese
themselves acknowledge, albeit re-
luctantly, European firms have gen-
erally found it harder to adjust to
changing market conditions in China
and to offer competitive prices.
Third, although the Chinese have
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been more conciliatory in their ap-
proach to European protectionist
measures—when compared to the
tough stance they have adopted in
trade negotiations with Japan and the
US—obstacles to expanding exports
to EEC countries appear no less
thorny.

Finally, China’s trade deficit with
Western Europe, while small com-
pared to the deficit with Japan, is still
sizable. In 1985 West Germany,
which regularly accounts for about
half of all EEC trade with China,
($3.1 billion in 1985) racked up a
trade surplus of over $1 billion in its
trade with China. As it turns out, the
ratio of West Germany's trade sur-
plus to two-way trade is virtually
identical to the level of Japan's trade
surplus as a share of two-way trade
with China. Put another way, both
countries exported twice as much as
they imported from China last year.
Although China’s exports to EEC
countries are growing faster than its
imports from them, it would be pre-
mature to identify this as an enduring
trend.

Thus, China's upbeat prognosis
for the future of Sino-European
trade and cooperation should be
read carefully. The emphasis is on ex-
panding Sino—European ties, but not
on lifting them above China’s rela-
tions with Japan.

Trade between China and Eastern
Europe faces its own set of obstacles.
First, Eastern Europe is not capable
of offering the kind of technological
inputs that China needs to modernize
rapidly. Second, although Eastern
Europe may be able to absorb an in-
creasing percentage of Chinese ex-
ports, it will have to pay for these
through barter arrangements that do
little to help China earn more foreign
exchange.

The political dimension of China’s
relations with Eastern and Western
Furope should not be overlooked.
China has courted the EEC ever since
1964, when it stopped viewing the
economic body as a bastion of inter-
national capitalism, and began to see
it as an independent force eager to
resist US hegemonistic designs.
China hopes to encourage a more
united and independent Europe—a
continent it describes as the “cockpit
of US=Soviet contention’ —as a
means of lessening the influence of
b« )lh SII[)('!")()\‘\'('I'S.

Since Chinese strategic thinkers
have long equated economic power
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with political influence in world af-
fairs, it stands to reason that China
would consider growing European
economic strength in its strategic in-
terest. As a recent issue of Xiandai
Guoji Guanxi puts it, ““It will be both
economically and strategically signifi-
cant for Western Europe to capture a
‘fair and reasonable’ share of the
China market.”” The question is, how
far is China prepared to go to sup-
port these strategic objectives? China
is not likely to favor European firms
over their Japanese rivals if the latter
offers better terms. But if all else is
relatively equal, some analysts say,
the European firm may have the ad-
vantage. And if the yen appreciation
brings European prices more in line
with those quoted for Japan, Euro-
pean companies may indeed gain new
opportunities. But as Table | shows,
even West Germany's share of the
China market looks rather small
when compared to Japan's. The in-
roads it has made this vear in no way
challenge Japan’s overall dominance
of exports to China.

From China’s perspective, an ef-
fective campaign to diversify trade
may force Japan into making more
concessions. Even if diversified trade
does not reduce the overall level of
China’s foreign trade deficit, China
will be more content with a deficit
dispersed more evenly among many
partners.

One non-European country having
the potential to become a strong rival
to Japan in the China market is South
Korea. Like Japan, its government
and businessmen have an almost fe-
verish commitment to strengthening
economic relations with China. Its
pattern of trade with China is much
the same as that of Japan’s and it of-
ten rivals Japan in the price of its
manufactured goods. And China’s in-
hibitions against trading with South
Korea (with which it has no diplo-
matic relations) are steadily abating.
Two-way trade was estimated at $1.4
billion last year.

A closer look at the pattern of
Sino-Japanese economic relations,
and the tremendous efforts of Japa-
nese firms in China suggests, how-
ever, that all of China’s leading trad-
ing partners have a long road to
travel before they can challenge Ja-
pan’s role as China’s number-one
trading partner.,

The future

Japanese companies generally ex-
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pect trade with China to temporarily
level off at about $15 billion in 1986
and 1987. They realize that China is
likely to meet a greater percentage of
its import requirements through Fu-
ropean and US suppliers as long as
Japan’s trade surplus remains high.

The upward climb of the yen that
began last September has not made
matters easier. China has responded
by demanding hefty discounts on
some Japanese exports. Granting
these discounts, which range from 3-
30 percent, has already hurt Japa-
nese exporters, especially small trad-
ers.

The way US businessmen see it,
however, the yen appreciation has
not had a sizable impact as vet on
Japanese competitiveness in the
China market—at least in areas
where the Japanese stake is greatest.
Most US firms competing with the
Japanese for high technology sales,
for example, say they have yet to see
Japanese products lose their price
competitiveness this year. Japanese
companies who can afford to do so
appear willing to accept razor-thin
profit margins, or no profit at all, to
keep prices attractive in the short
term. And the sogo shosha have the
added options of exporting more
from their bases overseas and linking
up with foreign firms doing business
with China. The yen appreciation has
made the “international strategic
venturing'’ approach increasingly at-
tractive this year, says A. E. Klauser
of Mitsui & Co. USA. But, as Table 1
shows, something s affecting Japa-
nese competitiveness in the first half
of this year. The yen appreciation,
combined with greater Chinese
responsiveness (o alternative suppli-
ers, seems the logical explan-
ation,

Despite the obstacles Japanese
traders see to increased trade and in-
vestment in China over the next two
years, most remain optimistic over
the long-term. This optimism is based
in part on a widely held belief in the
cyclical expansion and contraction of
China’s import volumes. Writing in
the July 1985 issue of the fournal of
Japanese Trade & Industry, Tamio
Shimakura, director of the Institute
of Developing Economies’ current
affairs department, noted the ten-
dency of Chinese imports to surge in
the two years preceding the start of a
new five-year plan. Basing their fore-
casts on this assumption, many Japa-
nese China analysts believe that bilat-

eral trade levels should begin to
recover in 1988.

The notion of Chinese import cy-
cles may have merit. But as Japanese
businessmen themselves admit, Ja-
pan’s export prospects rest on more
than Chinese economic cycles. Still
unclear to Japanese analysts is how
China will be able to close its massive
trade gap with Japan over the next
few years. Changes in China’s pattern
of exports to Japan—now heavily
concentrated in primary commod-
ities and basic manufactures—will
take decades, not a few vears, 1o
accomplish. Raising the quality of
these exports is also a long-term
challenge. And major increases in
Japanese investment will probably
occur only after substantial im-
provements are made in the quality
of China's infrastructure and labor
force.

Thus, although Japanese exports
to China are likely to revive in 1988,
continuing strains over the bilateral
trade imbalance may affect the de-
gree to which Japanese firms can cap-
italize on future surges of Chinese
imports. Japanese businessmen will
fare better if the trade imbalance,
now half that of 1985, can be cut in
half again in 1987.

But even if Japan's trade surplus
stays constant over the next few
years, bilateral frictions will likely be
tempered by the generally solid foun-
dation upon which the Sino-Japa-
nese economic relationship is built.
China and Japan share a strong eco-
nomic interest in close ties, rein-
forced by a political commitment to
closer cooperation on strategic issues
in the Asian Pacific region. Though
disappointments mar relations over
specific issues, both sides share a be-
lief in the overarching impor-
tance of the Sino-Japanese relation-
ship.

Japanese competitiveness in the
China market will also continue to
benefit from the pattern of coopera-
tion that binds Japanese firms and
government agencies, the intimate
personal relationships formed
between Chinese and Japanese
executives and officials, and most
important, from the persis-
tence of Japanese businessmen invol-
ved in the China trade. The article
that follows examines the issue
of Japanese business practices in
China, and how they strengthen Ja-
pan’'s already strong position in the

e
market. 7
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Well-cultivated in China

All eyes are on China. It’s a land of vast
resources and tremendous opportunities. With
an attitude towards trade and contact with the
rest of the world that has changed radically in
recent years. However, a great deal of
experience and understanding are necessary to
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to develop our present knowledge of China and
to have the largest representation of any foreign
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Guangzhou, Shanghai, Shenzhen, Xiamen and
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Hong Kong.
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As well as supplying information on commercial
law, tax regulations and how to avoid pitfalls;

HongkongBank even produces a monthly
newsletter detailing the spate of trade enquiries
that come from China. Plus a quarterly review
to keep customers aware of economic events,
policies and developments in China.
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for granted. Before considering a business
venture, talk to the experts, talk to those with
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Contact Simon Edwards of China Desk
New York at § East 59th Street, New York
NY 10022, USA.
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Canada * HongkongBank of Australia
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Fast decisions. Worldwide.
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i e e e Sl b v I T R
The Japanese approach to the China market

The Power of
Commitment

Deborah Diamond-Kim

lways, the pace of Sino—
Jil[)ill'l{‘.‘i(' economic ]'('Iil-
tions has been set by the
governments of the two
countries. And on trade issues, the
governments of Japan and China
have cooperated like no one else.
Without question, government

support is an important element of

Japan’s success in the China market.
Japanese corporate efforts are made
that much more effective by a pattern
of cooperation between the Japanese
government and the private sector—
and within the private sector—that
can give Japanese firms an advantage
over their competitors. This marshal-
ling of forces helps Japanese firms to
1) react quickly to changing market
conditions within China, 2) benefit
from the favorable and extensive soft
loans Tokyo extends to China, 3)
cover losses suffered in one area with
profits earned from another activity,
and 4) exert pressure on Chinese im-
porters by linking negotiations on
one project to others also under con-
sideration or already under way.

But the most distinctive charac-
teristic of Japanese efforts—among
large and small traders alike—re-
mains Japan’s commitment to boost-
ing exports, on the world market in
general and the China market in par-
ticular. As firms from the United
States know all too well, Japan’s
unique combination of government—
private sector cooperation and deter-
mination to export are hard to beat.

Personal relations provide the
glue

Since Deng's first visit to Japan in
1978, Chinese and Japanese leaders
have frequently exchanged high-level
visits marked by extraordinary
warmth and fanfare to demonstrate
the value each side ascribes to rela-
tions with the other. Deng Xiaoping

40

has visited Japan twice in fact—once
before and once after his January
1979 trip to the US following estab-
lishment of Sino-US diplomatic rela-
tions. Former chairman Hua Guo-
feng had his day in Tokyo in 1980,
Prime Minister Zhao Ziyang in 1982,
and General Secretary Hu Yaobang
in November 1983, Japanese Prime
Minister Ohira visited Beijing in
1979, Prime Minister Senko Suzuki
in 1982, Prime Minister Yasuhiro
Nakasone in March 1984 and again
this November,

In recent years the flurry of high-
level visits has given way to less dra-
matic, but important regular con-
tacts such as the yearly conferences
between Japanese and Chinese minis-
ters of trade, as provided under the
Long-Term Trade Agreement. These
consultations were extended to the
vice-ministerial level this year.

This personal dimension is more
prominent in Sino-Japanese trade
relations than in China's relations
with any other capitalist country.
Among some of the older generation
of political leaders and businessmen,
personal ties with the Chinese have
been developed over a period of
three decades. Some even date from
the 1930s. Among the members of
the Japan—China Economic Associa-
tion (JCEA), for example, is Yoshihiro
Inayama, former president of Nip-
pon Steel, who concluded a five-year
steel agreement with China in 1958
and went on to play an integral part
in major trade negotiations in the fol-
lowing decades. Another member,
Kaheita Okazaki, began his career as
a foreign service officer in Beijing
immediately after World War II.
Yaeji Watanabe, former JCEA direc-
tor general, was active in China trade
in the early 1960s as a MITI official.

Men such as these, with their inti-
mate ties to both government and

business, also illustrate how blurred
the lines between government and
business really are, and how, there-
fore, even ostensibly private trading
activities have an official aura to
them—one that readily appeals to
the protocol-conscious Chinese.

Not only have the Japanese sent
more business delegations to China
than any other country, but each
delegation represents scores or even
hundreds of business interests in Ja-
pan. The privileged access of these
delegations to China’s top leaders is
legendary. Nongovernmental orga-
nizations (which have a quasi-official
cast to them nonetheless) such as the
Japan—China Economic Association,
Japan—China Society for the Ex-
change of Economic Information,
Keidanren (the Japanese federation
of trade unions), and countless other
business and regional organizations
constantly shuttle across the East
China Sea to explore a host of pros-
pects for economic cooperation. The
comprehensive links between eco-
nomic groups in Japan and their
counterparts in China is also appar-
ent in the number of “sister rela-
tions™ Japan has developed with Chi-
nese cities, counties, and provinces:
more than 80 in 1985, nearly twice
the US—China total.

On the corporate level, 100, the
Japanese are keenly aware of the im-
portance of cultivating good rela-
tions with the Chinese. Their efforts
have ranged from inviting Chinese
officials to lavish banquets, and of-
fering gifts and travel benefits, to less
glamorous but highly effective strate-
gies such as persistent calls on offi-
cials and prospective customers.
These personal ties are developed
not only by well-staffed offices in
China (consisting largely of men who
uncomplainingly endure the hard-
ships of a long stay in China) but also
by high-ranking executives from Ja-
pan. The general manager of Mitsui's
China Department has reportedly
made more than 60 business develop-
ment trips to China over a period of
20 vears.

Ask a Japanese businessman in
China what the key elements of suc-
cess in the market are, and he is likely
to tell you: fluency in Chinese and
close personal ties with bureaucrats
and potential customers. Large Japa-
nese companies do not consider lan-
guage training a luxury, as some
Western firms do. The majority of
Japanese representatives in China
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were posted there only after exten-
sive language training at Chinese in-
stitutes and universities. Mitsui re-
portedly has 120 employees fluent in
Chinese; C. Itoh boasts 150,

The importance of language is un-
derlined in the comments of a Chi-
nese chemical factory manager in

Beijing. Pointing to a shortage of

English-language speakers in the av-
erage Chinese factory, the manager
notes that many Chinese enterprises
simply find it more convenient to
seek out the numerous Japanese rep-
resentative ofhices in Beijing—where
they can always count on finding pro-
fessionals fluent in Chinese. But, the
manager adds, seeking out Japanese
firms is more a matter of conve-
nience than of general preference.

The role of cheap money

One of the most telling signs of Ja-

pan’s stake in China is the level of

free aid the government has been
willing to provide. In 1982 China re-
placed Indonesia as the largest re-
cipient of Japan's overseas develop-
ment assistance, with $389 million,
or 14 percent of the total. By 1984
China’s share of development assis-
tance had soared to half, or more
than $2 billion.

More central to the Sino—Japanese
relationship has been Japan’s ability
to offer low-interest loans. Accord-
ing to the Japanese Ministry of Inter-
national Trade and Industry (MITI),
Japan accounts for about half of all
foreign government loans to China.
China has welcomed these Japanese
government loans to finance a variety
of development projects. From 1979
to 1986, the Japanese government
has pledged $10 billion in loans to
China at rates of 3-6.25 percent to
finance Japanese plant exports and a
variety of construction, transporta-
tion, and natural resource develop-
ment projects. Japan's Eximbank
credits have amounted to 419.4 bil-
lion yen (about $1.8 billion) com-
pared to $112.5 million extended by
its US counterpart through mid-
1986, Following the government
lead, a consortium of Japanese pri-
vate banks headed by the Bank of To-
kyo has extended $10 billion from
1979-85.

Financing has not only helped Jap-
anese exports, but has proven indis-
pensable in fulfilling the terms of the
Long-Term Trade Agreement, under
which China was to purchase $7-$8
billion worth of Japanese industrial

plants by 1985, Although actual
plant sales fell short of this mark, Jap-
anese earnings were nothing less
than spectacular. JETRO trade statis-
tics show that from 1979 to March
1985 Japan exported $6.3 billion
worth ol plants, including more than

$1 billion outside the [ramework of

the LTTA. This amounted to 54 per-
cent of China’s total plant imports
during the period. By comparison,
the US and West German shares were
7 percent and 21 percent, respec-
tively. Japan is still leading all other
trading partners in sales of complete
plants this year although the Chinese
have reportedly stepped up pur-
chases from Western Furope. Japa-
nese sales in 1986 (through July)
amounted to $617 million.

Financing was the key to reviving
major Japanese projects in the steel
and petrochemical industries in
1981-82, which China could not
have otherwise aftforded. Low-inter-
est loans were not only vital to sus-
taining the pace of China’s modern-
ization, they were—and remain—
central to Japan’s strategy ol devel-
oping China’s natural resources and
transportation and communications
infrastructure to suit Japanese im-
port needs.

Just as Japan is China's single larg-
est source of soft loans, it is by far the
most important source of bond fi-
nancing. From 1982, when China
floated its first bond issue, to Sep-
tember 1986, China has raised $1.5
billion in Japan. And most of the un-
derwriting for China's latest Furo-
dollar issue, raised last October,
came from Japanese banks. Coming
in a poor second is the Deutsche
Bank of West Germany, which man-
aged a note issue worth $103 million
in 1985 and a $200 million Eurodol-
lar note issue in June 1986,

Up to now, Japanese financial in-
stitutions, which vie intensely for
opportunities to lend to China, have
proven willing and able to offer inter-
est rates lower than their European
and US competitors. Unfortunately
for Japan, however, the yen's appre-
ciation from J¥240:$1.00 in Septem-
ber 1985 to [¥155:31.00 a year later
has made loan repayments more ex-
pensive for the Chinese.

Some analysts see the bond issues
raised through Deutsche Bank over
the last two years as the beginning of
a shift to Europe. And some US ob-
servers believe that, with the US
bond market now open to China (see
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The CBR, Sepi—=Oct 1986, p. 40.),
China may turn more to the US. But
as late as August 1986, the director
of the Tokyo branch of the Bank of
China claimed that Japan's role as
China’s number one lender would
continue, “During the Seventh Five-
Year Plan, China will raise a signifi-
cantly greater amount of funds than
the $15 billion it raised during the
Sixth. Japan will remain the main tar-
get in raising funds.”

Market intelligence means more
business

Another area where the Japanese
clearly excel is knowing the Chinese
market. In China, this means fa-
miliarity with government regula-
tions as well as specihc market de-
mands. It also means constantly
gauging developments and policy
changes, since China's economy is
anything but static.

In these areas, the role of the sogo
shosha cannot be underestimated.
The sogo shosha, with their extensive
international trading activities, have
an unrivaled ability to gather market
intelligence, finance major undertak-
ings, and conduct countertrade for
their own purposes or on behall of
smaller companies.

In an informal survey of Chinese
managers conducted by the National
Council for US-China Trade, the
managers unanimously agreed: Japa-
nese companies are more familiar
with both Chinese government regu-
lations and the specific needs of Chi-
nese enterprises. And, when a Chi-
nese enterprise solicits foreign
cooperation, Japanese firms are usu-
ally the first to arrive.

One key to Japan's outstanding
ability to gather information on the
China market lies in the sheer num-
ber ol Japanese representative of-
fices and staft in China. By the end of
1985, nearly one-third of China’s
1,440 foreign offices were Japanese.
The proportion of Japanese oflices
to the foreign total is even higher
outside Beijing: Japan accounts for
about hall of the foreign office total
in Shanghai and three-quarters of the
total in Dalian. Statistics from Chi-
na’s State Administration for Indus-
try and Commerce show Japan main-
taining its large lead in the number of
new ofhices established. In 1985, for
example, Japanese companies set up
360 new offices in China, compared
to 230 for Hong Kong and Macao,
and 120 for US firms.
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Japanese othces in China rate mar-
ket intelligence gathering as one of
their most important functions. Japa-
nese bank representatives, in particu-
lar, view their role as “listening
posts” as even more important than
their financial role at present.

The emphasis on gathering in-
formation has encouraged Japanese
firms to establish cooperative ar-
rangements with Chinese govern-
ment organizations that help them
obtain an inside track on economic
developments in China. Since last
year, for example, Japan’'s Science
Industry Stems Consulting Inc.
(SISCO), a Tokyo-based consulting
firm, has jointly conducted technical
and market studies with the Institute
of Scientific and Technical Informa-
tion under the China State Science
and Technology Commission. This
effort gives SISCO access to informa-
tion gathered by its Chinese counter-
part on provincial institutes and com-
panies in China. Another agreement
concluded in September 1986 be-
tween Japan Eeonomic News and the
China Statistical Information and
Consultancy Service Center, pro-
vides the Japanese newspaper with
statistical information on the bud-

gets, management, and output of

2,000 Chinese companies.

Only after a company has done a
thorough job of assessing market
conditions can it adapt its product to
local needs. Managers responding to
the National Council survey were
nearly unanimous in their belief that

Japanese firms are more willing than

US firms to adapt their product to
the needs of the customer.

First in feasibility studies

Much of the information Japanese
firms acquire is based on fhrsthand
investigation. Especially noteworthy
is the Japanese reputation for con-
ducting thorough feasibility studies.
Says James Chiang of Digital Equip-
ment Corporation, “The Japanese
tend to define the bigger picture
first. Often they end up understand-
ing the area they are asked to study
better than the Chinese customer.
When the customer asks questions
outside the specific scope of the
study, the Japanese agent already has
the information at hand. A US com-
pany’s focus tends to be more nar-
row.

The comprehensive approach to
conducting feasibility studies serves a

dual purpose. First, it helps win con-
tracts. Second, the broader the scope
of the feasibility study, the more
likely it is that the study will provide
valuable insights into other projects
that may require the firm’s assis-
tance. And, as James Chiang points
out, the Japanese have no qualms
about sharing this information, un-
like US firms. “Even Japanese firms
who would be called ‘competitors’ in
the US exchange information about
the China market.”

Such in-depth feasibility studies of-
ten take more than a year to com-
plete. Examples include the study of
Shenzhen's industrial potential pre-
pared by the Hokkaido Takushoku
bank last year and the joint Chinese-

Japanese survey of China's automo-

bile industry financed by Toyota,
which is scheduled for completion by
the end of next year.

The US government’s Trade and
Development Program, which fi-
nances feasibility studies to promote
US exports and help American firms
get in on the ground floor of project
development, has also begun to con-
sider this type of broad-based study.
But US efforts in this area still have a
long way to go to equal Japan’s.

To do business effectively, good personal
relationships must be established between
senior Chinese officials and senior
nonresident executives
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Consulting services and training
leave a lasting impression

The Japanese offer their consult-
ing services gratis to a variety of Chi-
nese organizations. Japanese firms
became the frst to offer these ser-
vices in 1981, and since that time,
some 651 Japanese experts have re-
portedly provided free consuluing
services to more than 130 factories.

The various Japanese government
agencies and economic associations
providing these services gain direct
access to China’s State Economic
Commuission as well as such valuable
organizations as the China Interna-
tional Engineering Consulting Cor-
poration (CIECC), which evaluates
foreign and domestic feasibility stud-
ies. Making an impression on CIECC
is useful for a foreign company seek-
ing to enhance its reputation among
potential domestic clients. And the
most direct benefit, openly acknowl-
edged by SEC othcials, is the prefer-
ence given to companies providing
consultancy services when contracts
are awarded—as long as their prices
are competitive.

The extent to which private Japa-
nese companies can establish cooper-
ative relations with Chinese official-
dom is nothing short of remarkable.
This is particularly the case in north-
east China where the Japanese pres-
ence is strongest. Here one finds
some of the most well-developed
organizations for Sino-Japanese co-
operation, such as the Dalian Eco-
nomic Development Association, the
Dalian Port Development Associa-
tion, and the Japan—China Northeast
Development Association. An article
appearing last year in The Oriental
Economist describes the personal na-
ture of these relations. Reporting on
what is described as close relations
between lsao Masamune, senior ad-
viser to the Industrial Bank of Japan,
and Chinese State Councilor Gu Mu,
the article also notes that Masamune,
“having been instrumental in the for-
mation of a Sino-Japanese trading
firm, . . . has close ties with high oth-
cials in the [Liaoning] provincial gov-
ernment.”’

Another way in which large Japa-
nese companies like Mitsui and No-
mura Securities make important con-
tacts in China is through training
programs in Japan. These programs
emphasize training for mid-level Chi-
nese government officials to a much
greater degree than is common in the

West. When the Chinese trainees re-
turn to their country, they often re-
tain a sense of loyalty to the company
that trained them. And when these
returning trainees are employees of a
high-level ministry or commission,
that counts.

Commenting on the training pro-
gram established by Nomura Securi-
ties for Chinese trade ofhcials, one
former employee there notes: “The
Chinese spend six months to a year at
Nomura, After attending special
classes on banking and international
finance, the trainees are rotated
throughout the company.” But, from
the look of things, the program’s em-
phasis is mainly on cultivating good
personal ties. “'I'm not sure how
much trainees actually learn at No-
mura,” says the employee. ““Mostly
they just sit there and watch, since
the office staff doesn’t have much
time to train them. But Nomura does
treat them well. They live in the most
comfortable company dorm, go on
trips, and receive a stipend.”

The same emphasis on cultivating
personal relations can be seen in the
work of Nomura’s “China ofhce.”
Staffed with over a dozen high-level
executives, its main duties are greet-
ing the frequent Chinese delegations
that pass through, and acting as go
betweens for smaller companies ea-
ger to do business with China,

Culture, geography, and history:
how important?

Anyone who has done business in
China is aware that a successful ap-
proach involves style as well as sub-
stance. More difficult to judge is the
degree to which cultural similarities
give Japanese businessmen an edge
over their Western counterparts.

Although Japanese and Chinese
cultures are markedly different in
many respects, both cultures share a
similar emphasis on Confucian social
etiquette. For this reason, Japanese
businessmen have an advantage in
knowing when and how to raise diffi-
cult issues, when to be formal, and
how to read unspoken gestures and
signals. On largely ceremonial occa-
sions, for example, Westerners have
been known to raise unseemly, trou-
blesome questions that Chinese
would prefer kept to a private, busi-
nesslike meeting. But Japanese,
aware of the importance of “'face-sav-
ing"’ (their own and that of the Chi-
nese official involved), know when to
avoid contentiousness. On one re-
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cent occasion, when a newly ap-
pointed senior Chinese official in-
vited questions from a group of
foreign businessmen, Westerners
took the opportunity to raise a host
of grievances. When it was a Japanese
businessman’s turn to speak he de-
lighted his host by asking, "It Japa-
nese businessmen go all out to de-
velop business with China, do you
think this will further improve
friendly relations between our two
countries?”’

But not all cultural advantages be-
long to the Japanese. Among the
older generation of Chinese are a
number of graduates from American
schools whose fond college memories
contrast sharply with the memories
of those who stayed at home to face
invasion by Japan. And many Chinese
students prefer to study in the West,
especially in the United States. More
than 15,000 Chinese students were
enrolled in American universities in
1985, compared to only 2,730 Chi-
nese studying in Japan.

Chinese who have had personal ex-
perience with Westerners say that
they often develop better rapport with
their Western partners, whose de-
meanor is frequently described as
less ““aloof” than that of the Japa-
nese. But until Westerners devote the
same effort to cultivating business
relationships as the Japanese, and de-
vote as much attention to achieving
fluency in Chinese, the actual extent
to which culture influences business
may never be known,

The other bugaboo of Western
businessmen, Japan's geographic
proximity to China, is real enough.
Japanese businessmen spend one-
sixth the time that US businessmen
do traveling to China, and less than
half the money. But geography has
had its greatest impact on the psycho-
logical makeup of Sino—Japanese re-
lations. Ever since Japan opened its
doors to trade in the 19th century, it
has viewed China as key to its eco-
nomic survival.

Japan’s tenacious belief in the link
between trade with China and its
long-term economic prospects is just
as evident today. The commitment to
an enduring economic relation-
ship—exemplified in the 1984 estab-
lishment of the 21st Century Com-
mittee for China—Japan Friendship
by Prime Minister Nakasone and
General Secretary Hu Yaobang—is
the driving force behind bilateral re-

L4
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China’s Computer Strategy

The goal of a strong, dynamic computer industry requires foreign help
but technology will take precedence over equipment purchases

hina’s leaders see computer-

ization as a prerequisite for

advances in scientific re-

search, industrial productiv-
ity, communications, and defense.
They also see a strong domestic com-
puter industry as the key to achieving
this goal. State investment in the
computer industry during the Sixth
Five-Year Plan (1981-1985), which
totaled ¥5 billion, is expected to dou-
ble during the Seventh FYP. China
will concentrate on developing four
computer and electronics bases in
Beijing, Shanghai, and Jiangsu and
Guangdong provinces.

Striving for a balanced approach

A major issue for China's com-
puter industry is determining the op-
timal balance between indigenous
(I('\’('!U])llle]” and ill][)()l‘[ﬁ ﬂl (‘(lllil)'
ment and technology. Going it alone
would make it nearly impossible for

China to rapidly raise the levels of

computerization or manufacture
computers comparable to—and
compatible with—foreign equip-
ment purchased in the past. Reliance
on imports would place an intoler-
able burden on China’s foreign ex-
change reserves. Although China in-
tends to steer clear of both extremes,
finding the right mix will not be
casy.

If China’s planners differ on the
degree to which domestic develop-
ment should be stressed in the cur-
rent FYP, they do not differ in objec-
tives. In early 1982, the leadership
articulated a blueprint for computer
development aimed at advancing
China by 1990 to the technological
levels achieved in the West in the
early 1980s—an ambitious target
given China's poor communications
infrastructure and the fact that com-
puter design and manufacturing ca-
pabilities lag far behind those of the
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Denis Fred Simon

US and Japan. This strategy was fur-
ther developed in 1983 and 1984 at
major nationwide conferences on
computer development,

Ofhcials in China’s computer in-
dustry believe development alterna-
tives lie somewhere between the ap-
proach of Brazil and India, and the
strategy of South Korea and Taiwan,
In the cases ol Brazil and India,
strong protectionist policies were im-
posed to limit foreign competition
and induce foreign firms to provide
technology in return for greater mar-
ket access. In South Korea and Tai-
wan, foreign models have been imi-
tated or copied; hirms in these two
countries saw imports as the quickest
way to meet their computerization
needs. China’s emphasis on technol-
ogy transfer, combined with ele-
ments of “protectionism’ in its ap-
proach to computer imports suggest
that it may be leaning more toward
the India/Brazil approach, particu-
larly in the microcomputer area.

The role of foreign technology
Despite the stress on indigenous
development, foreign technology will
continue to play a role in the drive to
build up China’s computer industry.
In the 1950s China relied on So-
viet technical specifications to launch
its domestic development program.
In the 1970s China used foreign de-
signs to initiate the DJS-100 and DJS-
200 series, respectively. Foreign
technical materials have continued to
flow into China throughout the last
two decades—even during the Cul-
tural Revolution. And visits to Chi-
nese industrial and research facilities

Denis Fred Simon is professor of man-
agement and technology at the Sloan
School of Management, MI'T. This arti-
cleis adapted from a larger study of Chi-
na’s computer imdustry.

reveal some US-made and other for-
eign computers clandestinely
brought into the country via Hong
Kong, some prior to the relaxation of
US and COCOM export controls.

During the Sixth FYP, the Ministry
of Electronics Industry (MEI) re-
ports that China imported more than
$1 billion worth of foreign computer
technology, much of it from the
United States. US sales of automated
data processing equipment to China
exceeded $150 million in 1985,

To encourage technology acqui-
siion rather than straight equipment
sales, a license is now required to im-
port computers, and duties have
been raised. Import controls will be
less strict for more sophisticated
equipment such as minicomputers
and mainframes. Keyv technologies
for components such as microchips
will remain another import priority.

One project consistent with Chi-
nese objectives involves the import of
a disk drive production line from
France in mid-1984 by the Jiannan
Electronic Equipment Factory in Hu-
nan. Another involves the proposed
10-year, $12 million licensing agree-
ment between Gould Corp. and the
Tianjin Automation & Instrumenta-
tion Factory concluded in late 1984
for assembly and manufacture of
dedicated industrial computers. Un-
der this agreement-in-principle,
Gould will provide instruction in
manufacturing techniques, testing
operations, quality control pro-
cesses, and equipment maintenance.,

The import problem

The decision to stress technology
over equipment was strengthened by
China’s skyrocketing purchases of
microcomputers through last year.
One Hong Kong estimate suggests
that such imports may have grown
from 4,500 items in 1983 to more
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than 70,000 in 1984! Many organiza-
tions, taking advantage of their newly
won powers (o import equipment,
found the allure of foreign comput-
ers too great to resist. Only later did
they consider the need for personnel
to operate and maintain the equip-
ment. One US computer expert sug-
gests that China will waste between
$20-$85 million from 1985 to 1988
due to improper use and mainte-
nance of imported computers.

From 1981 to 1985, China’s
microcomputer “‘development ef-
forts™ were largely limited to assem-
bly of imported kits. While these
brought in large amounts of revenue
to those doing the assembly opera-
tions, they did little to stimulate in-
digenous technological progress.
Some of these imports were simply a
form of profiteering. Purchasers in
Guangdong and Fujian, for example,
had abundant foreign exchange and
did not require special licenses to im-
port computers in 1981-84, so they
acted as computer brokers. Machines
were bought in Hong Kong, dis-
assembled to qualify for lower duties,
brought into China for reassembly,
and subsequently sold on the domes-
tic market at prices up to ¥45,000
(approximately $15,000).

Imports have since been cut back
to curb excessive foreign exchange
expenditures and the growing depen-
dence on foreign equipment. Most
affected by the cutbacks are 8-bit ma-

chines and many types of 16-bit com-
puters, which the Chinese increas-
ingly produce on their own. By 1990
MEI officials hope that about 80 per-
cent of China's microcomputer
needs will be met by domestic suppli-
ers. As one Chinese author recently
stated in addressing China’s pen-
chant for buying equipment and ig-
noring technology, “*Let us change as
soon as possible the formula of the
first machine being imported, the
second machine being imported, and
the third machine also being im-
ported™ into one of “the first ma-
chine being imported, the second
machine being made by China, and
the third machine being exported.”

The appeal of joint ventures

As China shifts emphasis from im-
ports to technology transfer, the role
of Sino—foreign computer joint ven-
tures can be expected to grow. Joint
ventures conserve expenditures,
while introducing foreign technology
and management techniques. The
foreign partner, in addition to
contributing capital, can ensure that
components and other elements
needed for production are available,
a problem that frequently plagues
domestic manufacturers. The foreign
partner is also expected to introduce
better quality control. This should
boost domestic sales, since many Chi-
nese endusers have little confidence
in the quality of computers made by
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Chinese manufacturers.

Thus China expects its method of
cooperation with foreign firms to
evolve away from mere assembly to
joint manufacturing of computers
and related components. Foreign
firms may find themselves with little
alternative but to establish joint man-
ufacturing facilities or license their
technology in China if they want to
sell microcomputers (16-bit) on the
Chinese market. Yet joint venture
agreements already signed or
planned with such firms as IBM,
Wang, Burroughs, and Hewlett-
Packard have proven difficult to im-
plement, and their contribution to
China’s computer industry is likely to
be realized only gradually.

Strengthening manufacturing

The goal of an advanced computer
industry is supported by efforts to
improve the quality of China’s semi-
conductor and microelectronic com-
ponents. Efforts include programs to
improve large-scale integrated cir-
cuits in both the memory and logic
areas. Yet low yields and poor reli-
ability remain major problems.

At present, almost all the major
manufacturers of computers in
China rely extensively on imported
chips. Even China’s much heralded
Galaxy (Xinhe) supercomputer relied
primarily on imported components.

China’s manufacturers must de-
velop the capability to produce both
standard and custom components.
They will also have to find ways to cut
costs. For example, a 64K DRAM costs
$1.50 in the international market and
close to $5.00 to produce in China. In
part this is due to the industry’s past
military orientation, in which cost fac-
tors were subordinate to the need to
meet special requirements.

Peripherals such as disk drives,
printers, and monitors are another
problem area. Taiwan and South Ko-
rea have been able to push forward
on monitor development because of
their achievements in television tech-
nology, but China has no comparable
technological foundation.

Finally, techniques for mass pro-
duction of final products are severely
lacking. Even though ad-

vanced components are

being developed in the
laboratory, factories
lack the equipment
and managerial
know-how to
mass-produce



high-quality items. But current prob-
lems should be viewed against the
backdrop of China’s pre-1978 ex-
perience. The Chinese produced
their first electron-tube computer in
1958 and their first transistorized
computers in the mid-1960s. The
Cultural Revolution dealt a severe
sethack to computer development at
a time when the West was just start-
ing to catapult ahead. Nonetheless,
by the early 1970s the first comput-
ers with integrated circuit technology
appeared in China. These achieve-
ments were attained by a small, select
group of specialists working, in many
cases, without the benefit of a strong
and well-coordinated R&D support
network.

A milestone in China’s computer
development occurred in 1973 with
the introduction of the frst serial-
ized machines, the DJS-100 and 200
series. The D]S-200 series was mod-
eled alter various members of the
IBM-360 series, based on foreign
technical literature and, perhaps, il-
legal access to equipment in Hong
Kong. The machines never attained
the levels of performance associated
with the IBM due to architecture and
software problems. While some were
tailored to meet the needs of special
endusers, such as the defense sector,
they never entered large-scale serial
production. Due to political pres-
sures at the time, the DJS-200 series
was also ‘sinicized,” leading to
compatibility problems with IBM ma-
chines. Today this sinicization strat-
egy, which constrains software shar-
ing, is no longer in vogue.

The DJS-100 series has been the
more successful, and is compatible
with a limited range of Western soft-
ware. Modeled after the NOVA com-
puter developed in the US, the DJS-
100 series now includes a number of
different models. But these machines
are still slower than their Western
counterparts and lack much of the
software to support widespread use.
In the future, China may scrap even
this relatively successful series and
[k]('ll‘i on (I(‘V{‘l( )!)illg ('()l“])lll(‘l'.‘i maore
compatible with foreign models.

Mainframe computer develop-
ment, which experienced serious
problems in the past, is now entering
a recovery stage exemplified by the
757 computer (10 mips) designed
and produced by the Chinese Acad-
emy of Sciences, and the Galaxy (100
mips) designed and produced by the
National Defense S&T University in

Hunan. In late 1985 Beijing was des-
ignated a special site for mainframe
computer development, to include
an R&D and production complex
centered around several key insti-
tutes overseen by MEID and the State
Council Leading Group for Invigora-
tion of the Electronics Industry. The
emphasis, dictated by considerations
of standardization, software
compatibility, and networking needs,
will be on equipment compatible with
models produced by such firms as
DEC, IBM, and Control Data. This
will ensure that domestically built

machines can interface with many of

the computers China has imported.
The microcomputer, better suited
to China’s prevailing production ca-
pabilities, and possessing a more fa-
vorable cost-performance ratio, will
probably receive the most attention
throughout this decade. Minicom-
puters will also gain in importance
for computer networking both within
and between organizations.
Large-scale production of micro-
computers is top priority. In 1985
China produced some 35,700 micro-
computers in scattered facilities
throughout the country according to
MEL Although this was up from
27,000 the year before, it still does

not come near to meeting the de-
mand, which is particularly high in
the industrial and service sectors.
Thus, there is currently strong inter-
est in forming a joint venture with
IBM to produce the powerful 5055
microcomputer.

China’s stock of microcomputers
has been growing rapidly with the
help of imports. Between 1983 and
1985, the number of microcomput-
ers, including single-board machines,
rose from about 40,000 to over
250,000, Some 60 percent were used
in research and engineering. But in
contrast, there were well over 2 mil-
lion microcomputers in use in the US
by early 1984.

China’s computer specialists hope
that the appearance of the Great
Wall 0520 microcomputer repre-
sents the first step in building a more
credible domestic computer indus-
try. The 0520 series, which uses an
Intel 8088 16-bit microprocessor, in-
cludes three models designed to meet
specialized user needs in engineering
design, scientific research, and fac-
tory management. Similar to the
IBM-PC/XT—though not an exact
copy—the 0520’s main board has
two serial ports and one parallel port
plus built-in Chinese-character pro-
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The Foundation for
American Chinese Cultural Exchanges
in cooperation with
The Shanghai Research Institute
of Economy and Trade
announce the 1987 summer program in
TRADE, LAW AND LANGUAGE
June 16 - August 11, 1987
Shanghai, China

® Study of current economic policy, rules and regulations

and business practices governing Chinese foreign trade.
e First hand examination of significant problems and op-

portunities presented by the Chinese market.
® Course work includes lectures and discussions by Chinese

government officials, academics and business executives.
® Meectings with foreign businessmen.
e Case studies, seminars.
® Relevant language training.
Minimum one year's Chinese Language training highly recommended.

Financial aid available.
For further information contact:
FACCE
475 Riverside Drive, Suite 245, New York, NY 10115
(212) 870-2525
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cessing capabilities,

Weak links: Training and
software

Improving computer manufactur-
ing will do little good if the new com-
puters are not etheiently used. Ofh-
cials estimate that more than 18,000
microcomputers were gathering dust
in warchouses by the end of 1985.
The utilization rate of installed
microcomputers in Beijing, for ex-
ample, is reportedly only 26 percent,
while the national average is an even
lower 15-20 percent.

This problem has its roots in per-
sonnel shortages, which in turn are
partly responsible for poor mainte-
nance and post-sales service. Train-
ing is thus a key aspect of China's
computerization drive, Estimates are
that China will need some 600,000
computer operators by 1990—a dif-
ficult target, since there are only
about 100,000 now.

Computer science departments
have sprung up throughout China’s
higher education system, and a $200
million World Bank education loan in
1982 spearheaded equipment pur-
chases and the introduction of
higher-level computer courses.
These programs are complemented
by a broad-based effort 1o introduce
China’s elementary and high school
students to the role of computers. Al-
though China has gone farther than
the USSR in trying to popularize com-
puters, they still have far to go.

Some manufacturers are also be-
ginning to play a role in enhancing
computer literacy. The Shaoguan Ra-
dio Factory in Guangdong, for exam-
ple, a leading manufacturer of 8-bit
and 16-bit microcomputers, has as-
signed a number of its engineers and
skilled workers to outreach and sales
teams in the province.

Software is another weak link.
Much of the groundbreaking re-
search in this area is being conducted
by universities in east China. A na-
tional university computer software
center was established in Beijing by
the Ministry of Education in carly
1984 1o offer technical services. A
few months later a software industry
association was established to share
information on research projects. In
early 1986 China’s first comprehen-
sive software package was introduced
by Xi'an’s Jiaotong University and
five other institutes. The package has
42 programs ranging from measure-
ment statistics to modern spectral
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analysis. Shanghai also has ambitions
to become a national leader in sofi-
ware development. Pioneering work
in this area is now being done at
Shanghai’s Jiaotong University.

However, as in the past, much of

the software being developed tends
to be machine-specific. The introduc-
tion of central government standards
for software development as well as
the appearance of software organiza-
tions with numerous branches
throughout the country may help
remedy some of these problems.

Applications multiply

In contrast to the earlier focus on
scientific calculations, computers are
being used today in bookkeeping, in-
ventory control, product design,
medical diagnosis, and traffic man-
agement. Most of China’s ministries
are being encouraged to create a
computer applications office to pin-
point areas where computers could
raise overall productivity.

Computers have an especially im-
portant role to play in efforts to mod-
ernize existing industrial facilities
during the current period of tech-
nical transformation of industry. At a
national conference on computer
applications in June 1986, Lu Dong,
minister of the State Economic Com-
mission and vice chairman of the
State Council’s leading group on
clectronics, stressed that all enter-
prises in the machine-building and
clectronics industries should experi-
ment with computers during the
Seventh FYP. The Ministry of Ma-
chine-Building Industry’s work on in-
dustrial automation has proceeded
rapidly in the last two years. One
MMBI rescarch center focuses on in-
troducing CAD/CAM technologies—
although efforts are being held back
by the lack of specialized components.

Examples of effective application
of computers include a computer-
based flood warning system; social
science data storage and analysis in
the Chinese Academy of Social Sci-
ences; a computer center at the
Daging  Oilfield 1o
prospecting information and re-
search; and a svstem for exterior car
body design produced through the
clforts of the Shanghai Tractor and
Automobile Research Institute and
Fudan University. Significantly, the
Communist Party has also gotten
caught up in the computer revolu-
tion: the provincial Party office in
Shaanxi, with help from the Lishan

handle

Microelectronics Company, has in-
troduced a computer system for gen-
eral management,

Foreign firms have also taken the
opportunity to help China in this
area. Fujitsu has agreed 1o develop a
prototype network teller system for
the Agricultural Bank of China and is
bidding for a project to computerize
and connect the bank’s 28,000
branches. Burroughs Asia Ltd. is sup-
plying the Bank of China with a
microcomputer network worth $1.1
million. Honeywell outfitted four
Chinese hotels with computer-based
building management systems. And
Prime Computer has sold computer
systems for industrial management
and resecarch. Some firms have
helped China develop software for
specific applications to facilitate sub-
sequent sales of the hardware to run
IIIQ’S(’ I)l'()g]'ili“.‘i.

China is attempting to establish
several nationwide information net-
works for such fields as posts and
telecommunications, finance, en-
ergy, transportation, weather fore-
casting, and national defense during
the Seventh FYP. There are attempts
to draw upon Western data bases in
addition to creating their own data
retrieval systems. Progress, however,
has been impeded by China's poor
communications infrastructure.

Quality is job 1

With the computer industry in the
spotlight during the current FYP,
computer industry planners, techni-
cians, and manufacturers can be ex-
pected to work hard at increasing
output. But in the race to catch up
with the advanced computer indus-
tries of the world, quality will be per-
haps the most critical factor ensuring
the success of its efforts.

Already there is tension between
Chinese endusers who want high
quality (meaning foreign) computers
and planners who want China to rely
on its own computers (o the extent
possible. For the two groups to reach
a consensus, the quality of Chinese
computers will have to be raised.

Foreign expertise can make a big
difference in this area. Whether by
supplying component technology to
raise the standard ol the finished
product, or by offering management
and technical advice through joint
ventures, foreign firms have the po-
tential to play a crucial role in help-
ing China meet its long-term goals

prey
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A look at policy vs. practice in the sale of computers

Liberalizing Controls
on Exports to China

he most important factor

determining a firm’s ability

to export to the People’s

Republic of China is the
level of demand for its product. The
prospective exporter, however, must
also consider factors affecting the
ability to supply the type of product
or level of technology that will satisfy
Chinese demand. For the manufac-
turers and exporters of computers
and other high-technology goods,
not the least of these factors is the US
Export Administration Act and im-
plementing regulations.

Guidelines governing many high-
technology exports to China are
gradually but significantly loosening.
The most important recent policy
breakthrough came in November
1983, when China was transferred to
country group ““V'—one of the
“free world” country groups used
for the purposes of the US Export
Administration Act (see box). The De-
partment of Commerce also created
“green zones™ in 1983 for seven key
high-technology categories of ex-
ports to China. This system provides
exporters with guidance on the level
of technology eligible for expedited
license review in these seven product
areas, which make up the bulk of
high-technology exports to China.

The next major step came in the
fall of 1985, when representatives
from COCOM countries agreed on a
list of exports to China that could be
approved without prior COCOM
scrutiny. This in effect created a
COCOM “‘green zone” for 27 prod-
uct areas, including the original
seven categories liberalized in 1983.

Exporters trying to comply with
these changing regulations, and gov-
ernment officials attempting to mon-
itor their impact, often differ in their

assessment of the practical effect of

policy changes. Computers illustrate

Barbara D. Ranagan

well the problems involved in inter-
preting and complying with export
control regulations. Computers con-
stitute the largest single category of
China license applications—and
compared with other “green zone”
items—their technical parameters
are relatively straightforward. Even
with computers, however, the divid-
ing line between technology that falls
into the green zone (requiring only
Department of Commerce review)
and that which surpasses green zone
levels (thus requiring Department of
Defense concurrence) is sometimes
less than clear.

Computer networks: green zone
gray area

Following the announcement of
the green zone system for China in
1983, some exporters discovered
that applications to export comput-
ers approved under green zone
guidelines were still not receiving ex-
pedited review. Export license appli-
cations involving computer “‘net-
works,”" for example, were
automatically referred to the De-
fense Department for review, al-
though the exporter often believed
that both the technology and the con-
figuration of the individual comput-
ers fell within the green zone.

It took some time to iron out dif-
ferences between the Defense and
Commerce departments, on the one
hand, and between Commerce and
the exporting community on the
other—first, as to the technical
meaning of a computer “network,”
and second, as to whether all com-

Barbara D. Ranagan is an attorney in
Washington, DC, and a December 1986
candidate for a masters degree in China
Studies from the Johns Hopkins Univer-
sity School of Advanced International
Studies.
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puter exports involving networks
would require Defense Department
review,

Gradually the guidelines on net-
works were clarified for exporters.
Generally speaking, the green zone
permits the export of computer sys-
tems that constitute a “local area net-
work”—meaning a network with
well-defined and limited geographi-
cal area, such as a university cam-
pus— whereas computer systems for
a “wide area network™ (although they
may involve the same type of com-
puter) must be referred to the De-
fense Department because of poten-
tial strategic applications. It is not
always easy to distinguish between a
local area network and a wide area
network, however. As one Defense
Department official explains it, eval-
uating the computer software in-
volved is critical. If the combination
of hardware and software allows the
local area network under review to
communicate with another local area
network, the system will be consid-
ered a wide area network.

A glimpse at “‘yellow zone” policy

Time and time again, officials in
both the Commerce and Defense de-
partments emphasize that the green
rone is simply a positive list of tech-
nology likely to be approved for ex-
port to China. It by no means repre-
sents the upper limit of technology
that the US government is willing to
approve for export to China. But
technology exceeding the green zone
thresholds is always carefully re-
viewed on a case-by-case basis.

The US government is showing in-
creasing flexibility on the types of
computers it will approve for export
to China. As one ofhicial in the De-
partment of Commerce has noted, al-
most anything short of a
supercomputer can go to China sub-
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ject to specific and sometimes strict
conditions. The Commerce Depart-
ment, for example, approved the
shipment of large mainframe com-
puters to China for seismic applica-
tions—such as the IBM 3081 and
IBM 3083—although the license was
approved subject to the conditions
that the computers be leased and not
sold, that they be monitored round-
the-clock by Western observers, and
that the Chinese will not actually op-
erate the computers. Computers that
come close to the supercomputer cat-
egory are subject to this tvpe of ex-
tensive oversight to ensure that they

are not diverted to such sensitive mil-
itary applications as weapons design,
antisubmarine warfare, or
cryptonanalysis.

Mid-size computers pose less of a
problem. Says a Defense Department
official: “The US is prepared 1o ap-
prove for export to China what
would be roughly characterized by
Western standards as mid-sized gen-
eral purpose business computers,”
provided the enduse does not raise
strategic concerns. The official
points out that the United States has
approved mid-sized systems for li-
cense to China (again for seismic

The US Export Administration Act
authorizes the president to impose
controls on the export of goods and
technical data originating in the
United States to protect national secu-
rity, further US foreign policy objec-
tives, and safeguard key commodities
that are in short supply. The Depart-
ment of Commerce implements the
requirements of the Export Adminis-
tration Act through its Office of Ex-
port Administration.

Although the Department of Com-
merce is the primary regulatory
agency in the export control process,
it is by no means the only agency that
reviews license applications. A license
application may also be referred for
review to the departments of Defense,
State, and Energy, as well as the intelli-
gence agencies. The Department of
Defense plays a particularly active
role. It is authorized by statute to re-
view license applications of exports af-
fecting the nation's security as well as
to assist the Department of Commerce
in the development of the Commodity
Control List (CCL). The CCL, a list of
commodities whose export is con-
trolled for national security or other
reasons, is part of the implementing
regulations of the Export Administra-
tion Act.

The principal device for controlling
exports from the United States is the
export license, granted or denied on
the basis of essentially two criteria: the
nature of the good to be exported,
and the relationship between the
United States and the country of des-
tination. Export destinations are orga-
nized by country groups according to
their relationship with the United
States. The Commaodity Control List is
linked to the country groups: along-
side each commodity listed in the CCL
is a statement specifving the country
groups for which the exporter must
obtain a validated license to export the
commodity, and indicating whether a

THE BASIC FRAMEWORK

quantitative limit is imposed on the
amount of a particular commodity to
be exported under a general license.

The “green zone” is the shorthand
name given to guidelines added to the
CCL in 1983 that specify levels of
technology considered favorably fo
export to China. The green zone re-
flects, in essence, a consensus between
the departments of Defense and Com-
merce on the technical levels ex-
empted from review by the Defense
Department. First implemented in
1983, the original green zone covered
semiconductor production equipment
(CCL no. 13565A), electronic instru-
ments (1529A), microcircuits
(1564A), computers (1565A), record-
ing equipment (1572A), oscilloscopes
(1584A), and computerized test
equipment (4529B). Thus, for exam-
ple, if an item fell within the published
technical levels, it was likely to be ap-
proved for export to China. Items with
technical specifications exceeding
green zone thresholds might still be
approved on a more stringent case-by-
case basis pursuant to unpublished
guidelines known as the “‘yellow
zone.” There is also an unspecified
“red zone” for items whose level of
technology pose a threat to national
security and that, accordingly, will not
be granted an export license.

On top of this national review pro-
cess is an international license review
mechanism known as COCOM. Head-
quartered in Paris, COCOM was orga-
nized in 1949 by the US and several of
its allies to coordinate export control
policies toward communist countries.
Today the organization is composed
largely of NATO countries and Japan.
Because China remains a controlled
destination, license applications that
exceed certain minimal levels are still
sent to COCOM. —BDR
(For more background on export con-
trol policy toward China, see The CBR,
May-June 1984, p. 58.)

applications) conditioned only upon
quarterly or semi-annual visitation
reporting. Although a processing
data rate (PDR) above 155 exceeds
the green zone guidelines, the De-
fense Department has been approv-
ing computers with a PDR of up to
250 for innocuous applications like
banking since earlier this year with
no special or onerous conditions im-
posed upon the exporter or the Chi-
nese purchaser.

The Department of Commerce of-
ficial noted the same trend. “"Most of
the general purpose business ma-
chines for sale in the US, the kind
used by business in ordinary applica-
tions, and which are not major com-
puter systems, can be sold to China
without any problem.” In processing
data rate terms, he adds, “"Comput-
ers with a PDR of 300 to 500 can be
approved fairly routinely to China.”

Both Commerce and Defense de-
partment officials agree, however,
that computers with a PDR of 1,000
probably represent the upper limit of
what can be exported to China, and
Chinese access to those with a PDR of
between 500 and 1,000 will be
strictly controlled. The Defense De-
partment cautions that other tech-
nical specifications, including
peripherals, disk drives, and main
memory capacity, are important fac-
tors determining whether an export
license can be approved. The con-
figuration of the entire system is an-
other important consideration. For
example, whereas the sale of a com-
puter with a PDR of 250 possessing
ordinary peripherals might be ap-
proved fairly easily, the same com-
puter could face stringent controls if
combined with an array transform
processor. In this example, the array
transform processor has its own PDR
which, when combined with the com-
puter, could add up to a configura-
tion with a significantly higher total
PDR.

Working within the system

Some computer exporters have
tried to anticipate and address these
concerns when selling computer sys-
tems to China. At least one leading
computer firm has attempted to
identify in advance which of its prod-
ucts are green zone and which are
yellow zone technologies. When it
negotiates the sale of a computer sys-
tem including an item that makes the
system exceed green zone levels, it
can advise the Chinese buyer and al-
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low the buyer to decide whether that
item is essential to his needs.

Although the Defense Department
tries to work with manufacturers to
understand their products, one De-
fense Department official admits that
they are not always successful in ar-
riving at solutions that satisfy both
national security concerns and the
manufacturer’s need to offer a viable
product for sale in China. For in-
stance, the Defense Department has
expressed reservations about 32-bit
desktop workstations that have spe-
cial graphics capabilities or that can
do real-time simulation work. The
concern here is that such computers,
when combined with computer-aided
design (CAD) or computer-aided en-
gineering (CAE) software, could be
used to design very large-scale inte-
grated circuits. Moreover, work-
stations cannot be monitored as eas-
ily as large, stationary mainframe
computers.

Thus, while it appears that US gov-
ernment controls on computer ex-
ports bound for China are becoming
more flexible, the prospective ex-
porter should not develop unrealistic
expectations. If the underlying tech-
nology exceeds green zone thresh-
olds, the license application will be
referred to the Department of De-
fense and probably to COCOM for re-
view. Such license approvals will take
longer—a fact that all the parties to
such a transaction should take into
consideration,

Although there are still delays and
confusion about the regulations, the
establishment of a system of technical
guidelines at least puts the exporter
on notice that technology above
green zone thresholds has only been
given the “yellow light"'—and its sale
may be denied or subject to stringent
conditions pending the outcome of
the review.

The expanding role of DOD

Another encouraging trend for
computer and other high-tech manu-
facturers is the declining percentage
of China cases being referred by the
Commerce Department to other gov-
ernmental agencies for review. For
example, in 1984 more than a third
of all China license applications re-
ceived by the Department of Com-
merce were referred to the depart-
ments of State, Energy, Defense, and
the Central Intelligence Agency. In
the first six months of 1986, that
number dropped to less than a quar-
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ter. And as a proportion of all US
license applications to all country
destinations referred for inter-
agency review, the number of China
cases dropped from 23 percent in
1984 to 9 percent in the first half
of T986.

As for the China cases still referred
outside the Commerce Department,
however, the Defense Department
plays the dominant role. Whereas in
1984 the Defense Department re-
viewed less than half of all such China
cases, in the first half of this year it
reviewed nearly three-fourths of the

China license cases sent outside of

the Commerce Department. This
trend, however, is not China-specific:
the Department of Defense has in-
creased its review of license applica-
tions for exports to other country
destinations, too.

For the most part, where China is
concerned, the Department of De-
fense reviews only the intermediate
technologies that exceed green zone
technical levels. However, it contin-
ues Lo review green zone computers
with PDRs of between 90 and 155
under what it calls a “quick look”
procedure. The purpose of this pro-
cedure, explains a Defense Depart-
ment official, is to make sure that the
computer will not be used in a man-
ner contrary to US strategic interests.
A “quick look™ review is conducted
in less than 10 days, in contrast to
customary review procedure that by
law may take up to 40 days. And, says
the Defense Department official, the
staff in the Defense Department’s Di-
vision of Strategic Trade spend con-
siderably more time reviewing license
applications of the more sophisti-
cated computer exports to China

Applications for Export
to China Received
by DOC in 1985

CCL categories not
in the green zone

Total value of applications: $8.058 billion

SOURCE: US Department of Commerce

than they spend on green zone
computers.

In recent years, the Department of
Defense has broadened its role in the
multilateral review process as well. It
not only helped finance efforts to up-
grade the administrative capabilities
of the COCOM Secretariat in Paris,
but also played a strong role in deter-
mining how the money was spent.
Among other things, it paid for a
management study and the cost of
implementing an automated system
at COCOM—both intended to
bring COCOM into the modern era
of office procedures. Moreover,
the Defense Department has greatly
increased bilateral consultations
with representatives of the defense
ministries of other COCOM member
countries.

Although COCOM controls are
strategic in nature, their application
in the past has been primarily deter-
mined by commercial and political
factors. As one Defense Department
ofhicial explains, the United States is
usually the lone voice expressing
strategic concerns because it is the
only country whose defense depart-
ment plays an active role in control-
ling exports. The present goal is to
bring the other defense ministries
into the export control process to
balance the commercial and foreign
policy interests of other COCOM
members. In a similar vein, the offi-
cial indicated that the Defense De-
partment, as part of a broader US
government and COCOM effort,
wants to work with the countries in
the Pacific Basin to develop stronger
export controls.

The reaction of US exporters to
the growing political role of the De-
partment of Defense is likely to be
one of concern. In recent years, some
US firms have alleged that many of
the high-technology goods they are
prohibited from selling to China are
freely available either from the newly
industrializing Pacific Basin coun-
tries or even from other COCOM
member countries. Accordingly, they
argue that export controls only hurt
US industry without stemming the
flow of high technology. For its part,
the Department of Defense, while
not unsympathetic, apparently be-
lieves the solution lies not in relaxing
controls within the United States, but
in strengthening export controls
among COCOM members and other

principal competitors of US compa-
"
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Will it break the bottleneck?

New COCOM Policy

Barbara D. Ranagan

oth the number and dollar

value of applications for li-

censes to export to China

surged after the late 1983
US regulatory changes. This rise in
US license applications for China in
turn produced a dramatic increase in
the number of China cases referred
by the US to COCOM by 1985. As a
result, even when China case process-
ing worked smoothly and quickly in
the US, applications could languish
for months at COCOM. Although the
consequences of such delays are of-
ten difficult to prove, some exporters
claimed they were losing deals be-
cause of the long export license pro-
cessing times in the US government
and COCOM.

In the fall of 1985 the US and its
COCOM partners responded to the
problem by agreeing to raise the
minimum technical levels that trigger
COCOM review for 27 commodity
categories. Technology within the
new limits can be shipped to China at
national discretion, without pre-ex-
port COCOM scrutiny. In effect, the
agreement creates a "COCOM green
zone’ for 27 CCL categories, includ-
ing the original CCL categories liber-
alized under US law.

Although touted as another big lib-
eralization, the new guidelines fell
short of the expectations of some ex-
porters. For the CCL categories for
which a green zone previously ex-
isted under US law, the COCOM
agreement added very little. In the
computer area, for example, COCOM
agreed that it need not review license
applications for machines with a pro-
cessing data rate (PDR) of 155 or less
(providing all other green zone speci-
fications are met)—a level identical
to the US green zone threshold in
effect since 1983,

As for the remaining 21 categories
liberalized, one senior Defense De-
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Number of license applicatios

partment official speculated that
these CCL categories would expedite
processing for only an additional 2 or
3 percent of all US export license
applications to China. A Commerce
Department official noted that some
of the newly liberalized CCL catego-
ries reflect the commercial interests
of other COCOM members. But, fa-
miliar with the difficulty of extracting
compromises from the other COCOM
members, they believe the [inal
agreement represents a genuine eas-
ing of COCOM restrictions. And
COCOM members agreed to meet
every six months to determine
whether China cases approved on an
ad hoc basis during the interim pro-
vide the necessary precedent for fur-
ther liberalization of the guidelines.
Although the regulatory changes
announced in December 1985 were
intended to reduce the COCOM case
load, data for the hrst half of 1986
indicate that China cases still consti-
tute about 93 percent of all US cases
sent to COCOM. Since, by definition,
green zone cases in 27 CCL catego-
ries no longer go to COCOM, the evi-
dence at first blush suggests that the

Number of US Export License

Applications Reviewed by COCOM
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COCOM regulatory changes do not
sufficiently address the growing vol-
ume of China applications.
However, as a Defense Depart-
ment official points out, the number
of China cases referred to COCOM
has been substantially reduced, but
other factors distort the 1986 num-
bers. He cites, for example, the fact
that the number of license applica-
tions sent to COCOM for exports to
Eastern bloc countries has
dropped—Ilargely because the ailing
economies of Eastern Europe cannot
afford as many high-priced Western
goods. Meanwhile, China license
applications remain at high levels,
making China cases as a share of total
cases in COCOM appear larger than
they would have had the applications
for Eastern Europe remained con-

stant or grown.

An executive with a leading US
computer manufacturer that exports
to China concurs, and notes that the
1986 half-year data do not accurately
reflect changes between the first and
second quarters. Exporters were not
required to comply with the Decem-
ber 1985 regulations until the end of
February 1986, A significant down-
ward trend in the volume of China
cases might therefore not become ev-
ident until at least the second quarter
of the year or perhaps later.

Equally important, the executive
said, is the change in the time it takes
to process a China case, which is not
captured by data on the volume of
applications. In the past, it was not
uncommon for processing of China-
bound computer export applications
to take six to nine months—Ilargely
due to COCOM delays. With the im-
plementation of the December 1985
rules, his company has noted a dra-
matic reduction in processing times
for its green zone cases—in some in-
stances, to as little as two weeks for
microcomputer products with a PDR
of less than 28. From the date of li-
cense submission to the date of vali-
dation, the company’s microcomput-
ers were being approved in under 20
days on average, and their larger
computer systems in 20 to 30 days.
Although some green zone license
applications still take up o 60 days
for approval, the executive believes
that if the exporter properly labels
the green zone license application as
such, and has built up credibility with
the license reviewers, the green zone
license application ought to go
through like “‘greased lightning.” %
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China Strategies: The In-
side Story, by Nigel
Campbell. Manchester:
University of Manches-
ter/University of Hong
Kong, 1986. 161 pp.
$175, including post-
age. Available from the Department
of China Research, Manchester Busi-
ness School, Booth Street West, Man-
chester M15 6PB, United Kingdom.

China Strategies is a timely and am-
bitious study of the goals and atti-
tudes of foreign businesses in China.
The author, a lecturer at the Man-
chester Business School, surveyed
115 foreign firms with Beijing offices
for their views on current business
conditions in China. Two features of
this book distinguish it from earlier
survey investigations. First, unlike
previous studies, the sample includes
US, European, and Japanese firms.
The information on Japanese busi-
ness activities is particularly wel-
come, given the vital role they have
played in China’s foreign trade. Sec-
ond, the survey covers not just trad-
ing firms, but those with direct in-
vestments in China as well,

The survey results make fascinat-
ing reading. They reveal widespread
dissatsfactuon with China’s treat-
ment of foreign firms. Foreign busi-
nessmen were particularly critical of
high office rents and price gouging,
with the majority of American and
European companies expressing the
belief that such practices would even-
tually force some foreign firms to
leave China altogether. Also interest-
ing is the finding that equity joint
ventures were not seen by most of
those surveyed as the key to a secure
long-term strategy in China. While
American, European, and Japanese
respondents tended to agree on
many questions, they also differed
significantly in their approach to the
China market. The differences iden-
tified in the survey are at least as illu-
minating as the similarities.

To his credit, the author goes be-
yond merely reporting the survey re-
sults, and uses case studies and statis-
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tical analysis to suggest ways in which
those entering the China market can
succeed. He notes that success in
achieving different objectives often
requires flexible operating practices,
and that firms entering the China
market should spend as much time
clarifying their goals as adjusting
their work styles.

Foreign firms interested in map-
ping out their own China strategies
should begin by reading this book.
Survey results this comprehensive
and up-to-date are simply unavailable
elsewhere. — Jeftrey Taylor
China Market Atlas: The
Complete Graphic Guide
to the World’s Poten-
tially Largest Market, by
Marcel Toussaint. Hong
Kong: Business Interna-
tional Asia/Pacific Lid.
(I/F, Mount Parker House,
Cityplaza), 1986. 222 pp. $345 plus
airmail postage. Orders also ac-
cepted from Business International,
One Dag Hammarskjold Plaza, New
York, NY 10017.

The most colorful statistical guide
to China’s economy to date, China
Market Atlas contains more than 800
tables, charts, and maps based pri-
marily on official Chinese sources.
The illustrations are accompanied by
brief descriptions and include such
topics as: location of natural re-
source deposits, national accounts,
population and labor, foreign trade
at a national level, exchange rates, in-
come and spending, transportation
and shipping, and provincial profiles.
[nformation is easily accessible
through an index at the beginning of
the book. A large portion of the book
consists of agricultural and industrial
output charts.

Although attractive in format, the
book does not provide information
unavailable elsewhere; in fact, more
up-to-date statistics can be found in a
variety of other English-language ref-
erence works. Some figures for 1985
are provided, but the most recent
commonly cited statistics are for

1983 and 1984. —IJL
Equity Joint Ventures in the People’s
Republic of China: A Specially Com-
missioned Report, by Stephen Hood,
Karl P. Herbst, and Grace M. C. Lau.
Hong Kong: Longman Group (Far
Iast) Lid. (18/F Cornwall House,
Tong Chong St., Quarry Bay), 1985.
50 pp. $125. Orders also accepted
from Longman Group USA, 500 N.
Dearborn St., Chicago, 1L 60610,

This report describes the legal
framework for foreign firms inter-
ested in establishing an equity joint
venture in China. The authors not
only analyze the joint venture regula-
tions promulgated through the end
of 1984, but offer their views on what
is still lacking in these laws.

This report describes in detail the
procedures for joint venture estab-
lishment and registration, its form
and registered capital, site use and
land fees, accounting and profit shar-
ing, sales, exchange control, staffing,
termination, dispute settlement, and
taxation. The report closes with a
brief discussion of the retroactiv-
ity of these joint venture laws on pre-
viously existing and approved joint
ventures.

Like other publications on the sub-

ject, this report faces the problem of

rapid obsolescence. New Chinese
laws and provisions seem to be
emerging about as fast as authors can
write commentaries on them. Thus
the reader should carefully supple-
ment what he reads in this report
with more recent information avail-
able in Chinese and foreign periodi-
cals. —]JL

Corporate and Individual Taxation in
the People’s Republic of China: A Spe-
cially Commissioned Report, by Timo-
thy A. Gelatt and Ta-kuang Chang.
Hong Kong: Longman (}rnu]) (Far
East) Lid., 1985. 57 pp. $125. See
entry above for ordering informa-
ton,

Summarizing the situation as it
stood in mid-1985, this report pro-
vides the most detailed examination
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and analysis of China’s tax law to
date. The report evaluates the effects
of the Chinese tax law on a complete
range of foreign business activity—
straight sales, technology transfer,
leasing, processing and assembly, ser-
vice centers and consignment sales,
countertrade, and foreign invest-
ment. Different forms of taxation are
discussed in depth: individual, corpo-
rate, and customs duties. Also de-
scribed at length are laws applying
only to the special economic zones
and open coastal cities. —I]JL

s  China, by Robert Delfs,
Thomas D. Gorman,
and Owen D. Nee, Jr.
London: Euromoney
(Nestor House, Play-
house Yard, London
EC4V HEX), 1986. 192

pp. $60.

Although it has the appearance of
a book destined merely for the coffee
table, this handsome volume is also
serious in content. It is an excellent

general reference for readers inter-
ested in China's history, economy,
politics, and foreign trade system. In-
cluded are chapters on China’s for-
eign investment laws and regulations,
and case histories of several foreign
companies currently active in China.
Descriptions of the banks and the ac-
counting and law firms that spon-
sored the book are also included.
One serious omission in this other-
wise well-conceived publication is the
lack of an index. —]JL

China Facts & Figures Annual, Vol. 8,

1985, edited by John .. Scherer. Gulf

Breeze, FL: Academic International
Press, 1985. 399 pp. Available by
standing order or as a single volume
at $69.50.

This book compiles a variety of ta-
bles and descriptive material cover-
ing Chinese events, statistics, and ma-
jor documents for 1984 and
sometimes 1983. The sources for this
data are primarily Chinese news re-
leases although the foreign press is
also cited. Topics covered include
China’s government leadership,
economy, agriculture, foreign trade,
transportation, science, and culture.
A useful chronology lists the major
events of 1984, —]JL

Books and business guides submitted for
possible review in The CBR should be
sent to the National Couneil’s book edi-
tor, Jennifer Little.
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CHINA BUSINESS

Betsy Saik

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

Betsy Saik.

¢ 5
B %

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH SEPTEMBER 30

Product/Value/
Date Reported

Agricultural Commodities

Sapporo Breweries (Ja-
pan)/Xinjiang Shanshan
Grape Development
Corp.

Will assist in cultivating hops. 7/86.

Brentwood Farms Inc. Will supply 350 head of Angus cattle.
(US) $455,000. 8/86.

Will supply 145,850 tonnes of sugar. $15.3
million. 8/86.

Department of Agricul-
ture (US)/CEROILS
Chemicals and Chemical and Petrochemical Plants and Equipment

Socsil (Switzerland)/
Beijing Oxygen Factory

Supplied equipment to produce 150 TPY of
nitrogen monoxide. 4/86.

ERF Plastics Ltd., subs. of
ERF (Holdings) Plc

LIC: Signed contract to provide technology
to manufacture plastic-based products and
equipment. $1.1 million (£750,000). 5/86.

Sino Fluor Engineers (US-  Awarded contract to supply four pressur-
Sino JV)/SINOPEC
plex ethylene plant in Heilongjiang. $3 mil-

lion. 5/86.

ERF (Holdings) Plc (UK)
and Morton Machines
(Scotland)/Dongfang In-
sulation (Sichuan), Harbin
Insulation, and State Bu-
reau of Supplies

PPG Industries (US)/NA
(Nanchang, Jiangxi)

Will supply two machines to mix plastics.
$75,465 (£50,000). 6/86.

LIC: Signed agreement to provide technol-
ogy and equipment for 10,000 TPY silica
plant. 6/86.

Awarded contract to construct 50,000 TPY
plant to convert salt into sodium sulphate.
$2.6 million (SF4.5 million). 6/86.

Sold technology and equipment to produce
10,000 TPY of sorbitol. 7/86.

Sulzer-Escher Wyss Inc.
(Switzerland)/Yumen
Chemical Plant, Gansu

(Hungary)/Nanning Or-
ganic Chemical Works,
Guangxi
(Japan)/Hongyan Paper- Commissioned plastic production line. 7/86.
board Box Factory in

Chongging, Sichuan

ized storage tanks at Daqing industrial com-

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. Leasing (LEAS), Licensing (LIC), Compensation
(CT), and Assembling (ASSEM) deals are now included in the “China’s Imports” sec-
tion.
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NA (US)/Fularji No. 1
Heavy Duty Machine
Building Plant,
Heilongjiang

Bayer AG (FRG) and
Mobay Corp. (Bayer US
Division)

Cincinnati Milacron Inc,
(US)/Wuhan Plastics Ma-
chinery

East China Ltd. (HK)

Flakt Danmark A/S, subs.
of ASEA AB (Sweden) and
Niro Atomizer A/S, subs.
of De Danske
Sukkerfabrikker A/S
(Denmark)

Lurgi SA (France), subs. of
Metallgesellschaft AG
(FRG)/Shanghai

Marubeni Corp. and
Toyo Engineering Corp.
(Japan)/CNTIC, Tianjin

Mitsui & Co. Ltd. (Japan)/
Heilongjiang

Slaghekke Engineering
(Holland)/No. 5 Chemical
Factory in Changchun,
Jilin

Soken Chemical and En-
gineering Co. (Japan)/
Guangzhou Dongfeng
Chemical Co.

Suzuka Toryo Co. (Japan)

Tabacos de Filipinas and
Tecnicas Reunidas (Spain)

NA (Italy)/Luoyang No. 6
Plastics Factory, Henan

Atochem SA, subs. of
Nationale EIf Aquitaine,
Ste (France)/Oriental Sci-
entific Instruments Im-

port/Export Corp.

Will supply coal gasifying equipment. 7/86.

Supplied herbicide for weed control in soy-
bean crops. 7/86.

LIC: Will manufacture double screw extru-
sion machinery. 7/86.

Awarded contract to supply 6,000 liters of
calixin EC for World Bank-supported China
Rubber Development Project. $54,338
(DM117,000). 7/86.

Received order for desulphurization plant.
$3.7 million (DK30 million). 7/86.

Signed contract to supply benzine ring
steam cracker for petrochemical plant. $260
million (FF1.8 billion). 7/86.

Awarded contract to supply 20,000 TPY
propylene oxide plant for World Bank-sup-
ported Petrochemical Plant Project, $9.5
million (J¥1.5 billion). 7/86.

Concluded agreement for trade and tech-
nological cooperation in petrochemicals,
heavy industry, and finance. 7/86.

Awarded contract to build two factories to
process cyanide powder into yellow and red
salts. $50 million. 7/86.

Awarded contract to supply 1,000 TPY acry-
late emulsion plant. $1.9 million (4300 mil-
lion). 7/86.

Reached agreement to supply know-how
for 11 acrylate emulsion spray paints for
building industry and to construct 5,000
TPY paint plant. $1.1 million (J¥180 million).
7/86.

LIC:Will build chemical plants in Fushun,
Liaoning and Suxian, Anhui. $200 million
and $50 million respectively. 7/86.

Sold second-hand plastic production lines
and other related equipment. $700,000.
8/86.

Signed contract to provide know-how to
produce thermofusible glues. 8/86.
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BP Chemicals Interna-
tional Ltd. (UK)/SINOPEC
and Lanzhou Petrochem-
ical Industrial Corp.,
Gansu

Hoechst Gosei KK (Ja-
pan)/Shenyang

Reichhold Chemicals Inc.
(US)/CNCCC, Beijing Or-
ganic Chemical Co., and

Huangiu Chemical Engi-

neering Corp.

Sino Fluor Engineers (US-
Sino JV)/CNTIC and Qilu
Petrochemical Complex,
Shandong

Triad Engineering Ser-
vices Ltd. (Canada)/
Shaanxi

Chemicals (Agricultural)

Kemira Engineering (Fin-
land)

Kemira Engineering (Fin-
land) and Jacobs Engi-
neering Group Inc. (US)

Chilean Chemical and
Mining Co. (Chile)

Dragados y
Construcciones SA
(Spain)

Uhde GmbH (FRG) and
Snam Progetti Co. (ltaly)/
Zhongyuan Chemical
Fertilizer Plant, Henan

Humphreys & Glasgow
Ltd. (UK)/CNCCC and
Luzhou Natural Gas

Chemical Co., Sichuan

Philippine Phosphate Fer-
tilizer Corp. (Philippines)/
SINOCHEM

Signed contract to install 60,000 TPY linear
density polyethylene plant. 8/86.

LIC:Will supply technology to produce
emulsion for textile-printing binders. 8/86.

LIC:Will build 15,000 TPY plant to manufac-
ture vinyl acetate ethylene emulsion poly-
mers. 8/86.

Awarded contract to provide engineering,
procurement, and technical assistance ser-
vices to build 70,000 TPY polypropylene
plant. 8/86.

Will supply 10,000 barrel/day oil refinery.
$20 million. 8/86.

Awarded contract to supply fertilizer. $7.9
million (FM40 million). 5/86.

Awarded contract for feasibility study to de-
termine if Chinese phosphate deposits are
suitable for fertilizer production. 5/86.

Signed agreement to sell 60,000 tonnes of
sodium nitrate. $7 million. 6/86.

Will build fertilizer plant. 7/86.

Signed contract to supply 300,000 TPY syn-
thetic ammonia and 520,000 TPY urea pro-
duction line, 7/86.

Awarded contract to increase ammonia
plant output to 450 TPD. $10 million. 8/86.

Awarded contract to provide 80,000 tonnes
of finished fertilizers. $14 million. 9/86.

Construction Materials and Equipment

C. Itoh & Co. Ltd. (Ja-
pan)/Anhui Provincial
Water Resources Bureau

The Summa Group Ltd.
(US)/CNTIC

Hitachi Kenka (Japan)/
Jiangnan Hydroelectric
Power Bureau, Guizhou

Marubeni Co. (Japan)/
Anhui Provincial Water
Resources Bureau

NA (Austria)/Xiamen Plas-
tic Special Materials Co.
Ltd. (Sino-foreign JV)

Atlas Copco (Sweden)

Fives-Cail Babcock SA
(France)/Yunfu,
Guangdong

Hellmuth, Obata &
Kassabaum Inc. (HK)/
Guangzhou

Paduana (Spain)

GEC Hong Kong Ltd. and
Express Lift Co. (UK)/
Bank of China, Zhuhai
Branch

Awarded contract to supply round steel bar
for World Bank-supported Pishihang-
Chaohu Area Development Project. $2.9
million. 5/86.

Awarded contract to supply steel wire rods
for World Bank-supported Lubuge Hydro-
electric Power Project. $1.1 million. 5/86.

Received order for 2 oil pressure shovels for
Tianshenggiao dam. $1.9 million (J¥300 mil-
lion). 6/86.

Awarded contract to supply deformed bar
for World Bank-supported Pishihang-
Chaohu Area Development Project. $1.9
millon. 6/86.

Will supply software to produce plastic
doors and windows. 7/86.

Received order for drilling, tunnelling, and
loading machinery to be used in construct-
ing two-track Beijing-Guangzhou railway.
$4.5 million (SK32 million). 7/86.

Signed contract to build cement works. $30
million. 7/86.

Awarded contract to build Guangzhou
Convention and Exhibition Center. $135
million, 7/86.

Will build acrylic sheet manufacturing plant.
$7-%8 million. 7/86.

Awarded two contracts to supply and install
lifts, escalators, and generator sets. $3 mil-
lion (HK$23 million). 8/86.

The China Business Review/November-December 1986

Deutsche Nichimen
GmbH (FRG), subs. of
Nichimen Corp. (Japan)/
CNTIC

Consumer Goods

(ltaly)/Guangzhou
Leather Industry Co.

Indesit-Industria
Elettrodomestici Italiana
(Italy)

British United Shoe Ma-
chinery Co. Ltd./Beijing
and Zhejiang

Cryodynamics Co. (US)

Matsushita Greatwall
Corp. (Singapore)/Shan-
gri-La Hotel in Beijing
and Xiamen Holiday Inn

Signed contract to supply particle board
manufacturing plant. $10.1 million (J¥1.6
billion). 9/86.

Will supply three shoe leather manufactur-
ing lines. 7/86.

Signed contract to build vacuum cleaner
and electric motor factory. $3.5 million.
7/86.

Will install shoe-making machinery equip-
ment. 8/86.

LIC:Signed letter of intent to supply house-
hold refrigerator manufacturing technology.
$10 million. 8/86.

Received order for spring mattresses.
$503,340 (5%1.1 million). 9/86.

Electronics and Electrical Equipment

Eskofot (Denmark)

Hartman & Braun AG,
subs. of Mannesmann AG
(FRG)/Yongsheng Elec-
tric Meter Plant, unit of
Guiyang Industrial Corp.,
Jiangxi

Sumitomo Corp. (Japan)/
Ministry of Communica-
tions

China Hewlett-Packard
Co. (US-PRC joint ven-
ture)/MOFERT

Disco Abrasive Systems
Ltd., Kaijo Electric, and
Kanematsu-Gosho Ltd.
(Japan)/No. 6 Semi-
conductor Plant, Beijing

Asahi Chemical Industry
Co. Ltd. (Japan)/Eco-
nomic Daily (Jingji Ribao)
Publishing Co.

Intellemetrics Ltd. (Scot-
land)

Novel Technology Devel-
opment Ltd. (HK)

Burroughs (Asia) Ltd.
(US)/BOC, Guangzhou
Branch and Guangdong
Provincial head office

Calma Co., subs. of Gen-
eral Electric Co. (US)/
INSTRIMPEX, MMI, and
China National Nonfer-
rous Metal Industry Corp.

Control Data Corp. (US)/
National Nuclear Safety
Administration

ISC Systems Corp. (US)/
Industrial and Commer-
cial Bank of China,
Tianjin Branch and
Tianjin New Technology
Development Co.

Japanese International
Cooperation Agency/
Chinese Patent Office

Longines Watch Co.
(Switzerland)/Beijing

Signed contract to supply graphic reproduc-
tion cameras. 3/86.

Signed contract to transfer electric meter
manufacturing technology. 4/86.

Awarded contract to supply computers for
World Bank-supported Three Ports Project.
$3.7 million. 4/86.

Awarded contract to supply 60 minicomput-
ers. $10 million. 6/86.

Will supply semiconductor manufacturing
equipment including dicing machines and
wire bonders. 6/86.

Will supply photoengraving system. 7/86.

Shipped semiconductor instrumentation as
part of 8-year sales and technology transfer
contract. $1 million. 7/86.

Awarded contract to supply 9 teletypewrit-
ers and electric typewriters for World Bank-
supported China Rubber Development
Project. $44,120. 7/86.

Will provide two mainframes and
peripherals. $1 million. 8/86.

Received order for 22 CAE/CAD systems. $5
million. 8/86.

Will supply computer for regulatory safety
analysis; partly financed by UN Develop-
ment Planning Office. $900,000. 8/86.

Signed agreement to supply video display
terminals for banking computerization.
8/86.

Signed agreement to provide computer sys-
tem. 8/86.

Will supply time-keeping and data-process-
ing equipment for Artistic Gymnastics
World Cup Finals. 8/86.
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Toshiba Corp. (Japan)/
MEI

GEC Hong Kong Ltd./
Tianhe Coliseum,
Guangzhou

Electronics (Consumer)

Fuji Electric (Japan)/
Rugao Radio Factory in
Nantong, Jiangsu

Harris Broadcast Group
(US)/Hunan

Matsushita Electronics
Corp. (Japan)/Shandong
Foreign Trade Corp.

Will supply assembly lines to produce per-
sonal computers. 8/86.

Awarded contract to supply two giant
color-matrix TV display systems. $2 million.
9,/86.

Signed agreement to supply technology,
equipment, and materials to manufacture
color TV high-voltage silicon diodes. 6/86.

Received order for television-program dis-
tribution system. $1 million. 8/86.

Received order for color TV linear inte-
grated circuit (IC) plant. $4.4 million (J¥700
million). 9/86.

Engineering and Construction

Everbright-Kumagai
Development Co. (HK-Ja-
pan JV)/Guangdong

Finance

Bank of Montreal (Can-
ada)/Agricultural Bank of
China

Awarded contract to build bridge across Xi
River in Jiangmen. $23 million. 8/86.

Signed agreement to cooperate on promot-
ing joint ventures, exchanging technology,
and acting as agents. 8/86.

Food Processing and Food Service

Liebherr GmgH (FRG)/
Wuhan Freezing Cabinet
Factory, Hubei

Interimpex Enterprise of
Skopje (Yugoslavia)/
MACHIMPEX

Signed agreement to provide freezer pro-

duction line to make 200,000 units annually.

$5 million. 6/86.

Barter:Signed contract to supply refrigera-
tion, poultry farm, and fruit and vegetable
processing equipment; bottling machinery;
and sausage-filling machines in exchange
for ballbearings, spices, rice, cocoa, and
consumer goods. $40 million. 7/86.

Machine Tools and Machinery

Brown Boveri Kent (Sin-
gapore)/Shenzhen

Ahlstrom Machinery Inc.
(US), subs. of A. Ahlstrom
Osakeyhtio (Finland)

Numeritronix, Inc. (US)/
China United Shipbuild-
ing Ltd., Shanghai

Cincinnati Milacron Inc.
(US)/Wuxi Machine Tool
Plant

Thorn EMI Protech (UK)/
MACHIMPEX and Beijing
No. 2 Automation Instru-
ments Factory

Engineered computer-based telemetry con-
trol system at water treatment plant. 5/86.

Will supply lime kiln. 7/86.

Negotiated contract to supply CNC ma-
chines. 7/86.

LIC:Signed agreement to manufacture inter-
nal grinding machines. 8/86.

Signed technology transfer agreement to
produce fire protection equipment. 8/86.

Medical Equipment and Supplies

Instrumentation Labora-
tory SpA (ltaly), subs. of
Allied Corp. (US)/Nanjing
Analytical Instrument
Factory

Signed agreement to supply pH/blood gas
analyzers, sodium analyzers, and related
equipment. 7/86.

Metals, Minerals, and Processing Technology

(USSR})/Ministry of Coal
Industry and Shanxi

(Australia)

GEC Transmission and
Distribution Projects Ltd.
(UK)/Guangdong

Duval Marble Co, (US)

Hazemag Dr. E. Andreas
GmbH & Co. (FRG)

Kobe Steel Ltd. and
Shinsei Koeki Co. Ltd. (Ja-
pan)/Anshan Iron and
Steel Co., Hebei
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Will provide plans to construct 800,000 TPY
coal-preparation works. 4/86.

Signed agreement to provide 30,000 TPY of
aluminum. 5/86.

Received order for electricity conditioning

systems for steelworks. $603,720 (£400,000).

5/86.

Agreed to exchange information for exclu-
sive foreign marketing rights for cultured
marble products made in China. 6/86.

Received order for limestone crushing
plant. $1.1 million (DM2.4 million). 6/86.

Signed agreement to supply slab casting
equipment. 7/86.

Sumitomo Metal Indus-
tries Ltd. (Japan)/MMI

Fried, Krupp GmbH
(FRG)/Shanghai Iron and
Steel Works

Ipasco Ltd. (UK)/China
International Steel and
Fujian

Kockums Jarnverk, subs.
of Volvo (Sweden)/Fujian

Mining Equipment
Kaiser Engineers and
Constructors, Inc, and
Consolidation Coal Co.
(US)/Ministry of Coal In-
dustry

Varpalota Factory of
Veszprem Mining Enter-
prise (Hungary)

NA (GDR)/Ministry of
Coal Industry

Hunter Petroleum Corp.
(US)/MMI

Saarland Federal State
(FRG)/Shanxi
Packaging

NA (FRG)/Hefei No. 1
Plastic Factory, Anhui

Will study iron manufacturing methods that
use oxygen. 7/86.

Will supply rolled steel plant. 8/86.

Will supply 125,000 TPY Swedish steel
works. 8/86.

Sold steelworks. $4.2 million (SK30 million).
8/86.

Awarded contract to analyze feasibility of
using US-made underground continuous
mining equipment and developing a mining
plant for new underground coal mine in
Shaanxi. 7/86.

Received order for 80 coal mine roof sup-
port shields. 7/86.

Signed agreement to supply wax-extracting
technology. 8/86.

Received order for Caterpillar mining and
road building equipment. $500,000. 8/86.

Signed coal and iron cooperation treaty,
8/86.

Will supply computer-controlled equipment
to produce polypropylene membrane pack-
aging material. 8/86.

Petroleum, Natural Gas, and Related Equipment

Industrial Pipe Systems
(Australia)/China North
Industries Corp.

Jardine Engineering Corp.
and Mather & Platt (HK)/
Shenyang Pump Factory

ITM and Rolls-Royce Ltd.
(UK)

Drexel Equipment UK
Ltd./MACHIMPEX

Geolograph Pioneer Inc.
(US)/Ministry of Petro-
leum

Eason Oil Co., subs. of
ITT and Eason subs, C&C
Enterprises (US)/Lanzhou
Petroleum and Chemical
Manufacturing Works,
Gansu

Ports
PWH Co. (FRG)/CNTIC

Will supply nylon pipes, tubes, and pipe fit-
tings to develop natural gas supply network
in Tianjin. 5/86.

Signed agreement to transfer technology for
manufacturing injection pumps. 5/86.

Awarded contract to fabricate 3 power gen-
eration modules for oil industry. $1.8 mil-
lion (£1.2 million). 6/86.

Signed contract to supply oilfield subsurface
pressure recorders and accessories. 7/86.

Negotiating 5-year contract to manufacture
solids control drilling equipment. $50 mil-
lion. 7/86.

Signed three agreements; to provide opera-
tional support and drilling assistance, to
identify US companies interested in submit-
ting proposals for services and equipment,
and to purchase oilfield pumping units and
related products. 8/86.

Awarded contract to supply equipment for
third-phase construction of Qinhuangdao
Coal Port. $50.4 million. 7/86.

Power Plants and Equipment

Dulmison Co. Lt. (Austra-
lia)

Ansaldo, subs. of IRI-
Finmeccanica and
Gruppo Industrie
Electtromeccaniche (ltaly)

Tokyo Electric Power Co.
(Japan)/Ministry of Water
Resources and Electric
Power

Japan Atomic Energy Re-
search Institute/Qinghua
University, Beijing

Signed contract to supply 14,000 four-wire
spacer bars for transmission lines. 6/86.

Signed two contracts to construct three
electric power stations, 8/86. $338.2 million
(L500 billion). 8/86.

Signed memorandum calling for exchanges
in utility service and power generation man-
agement expertise, regular meetings of ex-
perts and technicians, and vocational train-
ing. 8/86.

Will collaborate in developing high tem-
perature gas-cooled reactors. 9/86.

Printing Equipment, Publishing & Broadcasting

BBC (UK)/CCTV

Will provide TV programs in return for
sponsorship and advertising revenues. 8/86.
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Consolidated-Bathurst
(Canada)

Property Development
Holiday Inns Inc. (US)

Pacific Consultants Inter-
national and Interna-
tional Development Cen-
ter (Japan)

Misawa Homes Co. (Ja-
pan)/Tianjin International
Golf Club

Tian An Investment Co.
(HK)/Beijing Diaoyutai
Economic Development
Co., Beijing

Scientific Instruments

Pacific Consultants Inter-
national and Japan Inter-
national Cooperation

Agency (Japan)/Shanghai

Shipping

NA (Japan)/Dalian Marine
Transport Authority

Glamox (Norway)/Shang-
hai

Jeuro Container Trans-
port Co. (Japan)/
SINOTRANS

TNT Skypak (US)/
SINOTRANS

Telecommunications

NEC and Marubeni Corp.
(Japan)/Zhuhai Post Of-
fice Bureau and
Guangdong Provincial
Machinery Import/Export
Corp.

Swedish Space Corp.

GTE Telecommunicazion
SpA (Italy), subs. of GTE
Corp. (US)/CNTIC

Telefonica (Spain)/Beijing

NA (Canada)/Guangzhou
City Telecommunications
Bureau

Western Union (US)/
Great Wall Industrial
Corp.

Signed contract to supply newsprint mill.
$72.4 million (C$100 million). 8/86.

Reached agreement to manage Holiday Inn-
Canton/City Center Hotel to open in late
1988. 7/86.

Received order for plan to develop Hainan
Island. $2.5 million (J¥400 million). 7/86.

Received order to construct clubhouse. $1.3
million (J¥200 million). 9/86.

Signed contract to build Diaoyutai Hotel.
$42 million. 9/86.

Will conduct study on atmospheric pollu-
tion. $1.3 million (J¥200 million). 7/86.

Barter: Will export two second-hand
freighters in exchange for $844,000 worth of
processing-grade fish. 5/86.

Awarded contract to supply lighting for five
dry bulk carriers. 7/86.

Signed provisional agreement to transport
soybeans and other crops from inland
China to Japan and other destinations,
8/86.

Began “Premier’” desk-to-desk document
and small parcel courier service. 8/86.

Signed two contracts to supply digital com-
munication systems. 5/86.

Will supply airborne maritime surveillance
system. 5/86.

Awarded contract to supply digital micro-
wave communication system for World
Bank-supported Lubuge Hydroelectric
Power Project. $1.3 million. 7/86.

Will sell telephone exchange technology
and equipment. $20 million. 7/86.

Signed 10-year agreement to set up 300
telephone booths for local and long-dis-
tance calls. Canada: $1.2 million. 8/86.

Signed letter of intent to launch communi-
cations satellite on China’s Long March
rocket. 9/86.

Textiles and Textile Plants and Equipment

NA (Belgium) and NA (It-
aly)/Yiyang, Hunan

Instron (UK)

NA (FRG)/Chongging
Shirt Factory

NA (Italy)/Tianjin Indus-
trial Sewing Machine Fac-
tory

NA (Japan)/Shanghai In-
dustrial Sewing Machine
Factory

Mitsubishi Electric Corp.
(Japan)/China Standard
Sewing Machines Corp.

Sold two computer-controlled carpet weav-
ing lines. 4/86.

Received order for materials testing ma-
chines. $2.1 million (£1.4 million). 6/86.

Will supply 3 shirt production lines. 7/86.

CT: Signed contract to supply know-how to
produce single-needle lockstitch sewing
machines. 8/86.

Signed contract to supply equipment to
produce 96,000 single-needle lockstitch
sewing machines annually. 8/86.

Signed contract to supply technology to
manufacture 35,000 sewing machines and
parts to assemble 40,000 machines. 8/86.
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Transportation and Transportation Equipment

Wako Koeki Co. Ltd. (Ja-
pan)/CNTIC

Alsthom-Atlantique SA,
subs. of Generale de
Electricite SA, Cie
(France)

Ballast Nedam Group
NV, Philips BV, Nether-
lands Airport Consul-
tants, and Airport Man-
agement Services, part of
Luchthaven Schiphol
(Netherlands)

Dengyo (Japan)
French Railway Authority

Societe Generale (France)

Toko Bussan Co. Ltd. (Ja-
pan)

General Electric Co. (US)/
Civil Aviation Supply
Corp., div. of CAAC, and
CAAC, Shanghai Branch

Gottlob Auwaerter
GmbH & Co. and
Neoplan (FRG)/NORINCO,
Beijing

Nissan Diesel Motor Co.
(Japan)/No. 2 Automobile
Works in Xiangfan, Hubei

Miscellaneous

International Trade Expo-
sitions Inc. (US)/
Guangdong Province

International Trade Expo-
sitions Inc. (US)/Tianjin

Omni Films International
(US)

Mitsubishi Corp. (Japan)/
China Science Technol-
ogy Exchange Center

Awarded contract to supply signal cable for
World Bank-supported Railway 1 Project.
$2.7 million. 1/86.

Will provide 61 engines for Shenmu,
Shaanxi coalfield rail link, 7/86.

Negotiating contract to expand and mod-
ernize Honggiao Airport, Shanghai, $82.4
million (DG200 million). 7/86.

Received order for cars to test railway track.
7/86.

Will build 250 km of 800 km Shenmu coal-
field rail link. 7/86.

Signed financing agreement to build rail link
to Shenmu coalfield. $577 million (FF4 bil-
lion). 7/86.

Awarded contract to supply 70 passenger-
cargo buses and 8 sets of electronic scales
for World Bank-supported China Rubber
Development Project. $523,329 (J¥83 mil-
lion). 7/86.

Signed contract to supply 5 turbofan aircraft
engines. $40 million. 8/86.

LIC: Reached 10-year agreement to supply
10,000 kits for transit and inter-city buses.
8/86.

Agreed to sell labor management and qual-
ity control expertise 1o produce heavy-duty
trucks. 8/86.

Signed contract to act as agent for province.
6/86.

Signed formal contract for trade exposition
and “sister co.” contract to act as agent for
bringing in business. 6/86.

Sold 15 180-degree theaters. 7/86.

will become sole agent to introduce Chi-
nese technology to Japan in areas of agni-
cultural chemicals, medicines, and telurium
and lithium processing. 8/86.

% g
R 5

Foreign Party/
Chinese Party

JOINT VENTURES AND DIRECT
INVESTMENT THROUGH SEPTEMBER 30

Arrangement/Value/
Date Reported

Agricultural Commodities

NA (US)/CEROILS,
Guizhou Miao and Dong
Autonomous Prefecture
Branch

Agricultural Technology

Aeration Industries, Inc,
(US)/Chongging Tech-
nique Equipment Co.

Aeration Industries, Inc.,
(US)/Design and Re-
search Institute of
Aquatic Products, Yun-
nan

Signed 10-year joint venture to explore oil-
bearing crop resources in southeast
Guizhou. $7 million. (50-50). 4/86.

Signed letter of intent to form joint venture
to manufacture and market aspirator aera-
tors. 8/86.

Signed letter of intent to form joint venture
to research and promote use of aspirator
aerators. 8/86.
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Rice Bran Industry Co.
(US)/Miaotong Grain and
Edible Oil Co., Guizhou

Wattie Industries (New
Zealand) and Prima (Sin-
gapore)/Yantai Feeds
Corp., Shandong

Signed 10-year agreement to provide oil
crop-processing equipment. $7 million,
8/86.

Signed 22-year agreement establishing
Xinzhongxin Feeds Corp. to set up animal
feed plant. $2.4 million. (NZ:25%-5:25%-
PRC:50%). 9/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

NA (Canada)

Asian-Pacific Investment
Corp. (Australia)/
Hangzhou Dongnan
Chemical Plant

Zimmer AG (FRG) and
Lagood Co. Ltd./
Zhongshan Polyester Fi-
ber Plant, Guangdong

Pfizer (US)/Haicheng Talc
Mine

Consumer Goods

Sino-French Industrial
and Commercial Invest-
ment Co./Tianjin No. 1
Leather Goods Factory

NA (HK)/Nanchang
Watch Factory, Jiangxi

Everbright Group and NA
(HK)/Wanli Leather Co.
of Guangzhou Leather
Industry Co.

Iwaya Corp. (Japan)/
China Light Industrial
Products Import/Export
Corp., Beijing Branch

Established 15-year joint venture to produce
3,000 TPY butadiene styrene latex and to
develop four other products. (50-50). 4/86.

Signed 16-year contract establishing Asian-
Pacific Soap Co. Ltd. to coproduce solid and
liquid soaps. $4 million. (A:49%-PRC:51%).
7/86.

Commissioned to build 10,000 TPY joint
venture polyester yarn plant. $18.6 million
(DM40 million). 7/86.

Established joint venture to construct
100,000 TPY flotation plant to produce talc
for coating plastics. 8/86.

Signed agreement establishing Tianjin
Global Leather Goods Co. Ltd. to produce
gloves, fur coats, and other leather prod-
ucts. 6/86.

Reached 10-year agreement to produce
electronic quartz watches. $1 million. 7/86.

Established Guangsheng Leather Co. Ltd. to
produce shoes. $1.5 millicn. (EG:35%-
NA:5%-PRC:60%). 7/86.

Negotiating toy-making joint venture, 7/86.

Electronics and Electrical Equipment

Fujitsu Ltd. (Japan)/Agri-
cultural Bank of China
and North China Com-
putation Technology Lab-
oratory

Finance

Bank of Credit and Com-
merce International and
Abu Dhabi Investment
Authority (United Arab
Emirates)/CITIC

Agreed to jointly develop software for teller
terminals. 8/86.

Will establish joint venture finance co. $30
million. (33.3-33.3-33.3). 8/86.

Food Processing and Food Service

NA (Singapore) and Hong
Kong Gulf Industrial Co.
Ltd./Mouping Marine
Products Co., Shandong

Baskin-Robbins (US)/
Shanghai Poultry & Egg
Corp.

Nisshin International (Ja-
pan)/Qingdao Food Fac-
tory

Abay Engineer Group
(Belgium)/CNTIC and
Changsha, Hunan

Heinz Co. (US)/CIMIC and
Guangdong Joint Foods
Enterprise

Signed contract establishing Dayang Co.
Ltd. to produce fish products. $1 million.
(50-50). 5/86.

Signed letter of intent for joint venture to
manufacture ice cream. 7/86.

Established Qingdao Nisshin International
Food Development Corp. $1.6 million (¥5.7
million). 7/86.

Signed contract establishing Changsha Fruc-
tose Factory. $2.7 million (¥10 million).
(B:30%-PRC:70%). 8/86.

Signed letter of intent for joint venture to
produce ketchup. $10 million. (US:60%-
PRC:40%). 9/86.

Medical Equipment and Supplies

Bausch & Lomb Inc. (US)/
Beijing No. 609 Factory

Bayer AG (FRC)/Shanghai
Dental Materials Factory
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Signed 3-year contract establishing Beijing
Contact Lens Ltd. 8/86.

Established Bayer Shanghai Dental Co. to
produce false teeth and other dental prod-
ucts. $1.9 million (DM4 million). (UK:55%-
PRC:45%). 8/86.

Metals, Minerals and Processing Technology

Davy McKee Ltd., Gen-
eral Electric Co. Plc, Brit-
ish Oxygen Co. Ltd., and
Northern Engineering In-
dustries (UK), and Bab-
cock and Wilcox, subs. of
McDermott International
Inc. (US) and Ferrostaal
GmbH (FRG)/MMI and
Ningbo

Packaging

Canmakers Australia/
Guangdong Foodstuffs
Corp. and Guangzhou
Economic and Technical
Development District In-
dustrial Development
Corp.

Negotiating joint venture to build 3 million
TPY steel mill. $4.1 billion (£2.7 billion).
7/86.

Signed agreement establishing joint venture
factory to produce 7.5 million cans and 200
million bottle seals annually, $2.8 million
(A$4.5 million). 7/86.

Petroleum, Natural Gas, and Related Equipment

NA (Canada)/Shanghai
Jiaotong University

British Petroleum Devel-
opment Ltd. (UK)/CNOOC

Cluff Oil PLC (UK) and
Den Norske Stales
Oljeselskap AS (Staloil)
(Norway)/South Yellow
Sea Corp., subs. of
CNOOC

I.P. Kenney (UK)/China
Offshore Oil Develop-
ment & Engineering

Corp., subs. of CNOOC

Amoco Orient Petroleum
Co., unit of Amoco Corp.
(US)/cNOOC

Will develop remote-controlled undersea
scuba device for use in offshore petroleum
exploration and underwater salvaging work.
8/86.

Signed contract to explore in South Yellow
Sea. 8/86.

Signed agreement on joint excavation of
first exploratory well in northern region of
South Yellow Sea. 8/86.

Signed agreement to conduct joint feasibil-
ity and conceptual design study of Qiong
Zhou Strait crossing (south of Hainan Island)
for 620 miles gas pipeline linking Yacheng
field in South China Sea with mainland.
8/86.

Signed third contract for cooperative oil ex-
ploration in 19 blocks of Pearl River Mouth
Basin in South China Sea. 9/86.

Power Plants and Equipment

Fluor Daniel International
Corp. and Fluor Engi-
neers and Constructors
Ltd., subs. of Fluor Corp.
(US) and British Electricity
International, Ltd.

Property Development

Scan Dev A/S (Norway)/
Beijing Huayuan Eco-
nomic Development Co.

Axiom International
Development Corp.
(Canada) and OFFfA Inter-
national (agent) (US)/Tian
Lun Service Corp. and
Beijing ITIC

C. Itoh & Co. Ltd. (Ja-
pan)/China State Physical
Culture and Sports Com-
mittee

Tokyu Corp. (Japan)/
Wauxi City Travel Co. and
cImc

Nitchukaihatsu Co. (Ja-
pan)/Economical Devel-
opment Service Corp.
Eastern Country Region,
Tianjin

Seibu Department Store
Ltd., Kijima Corp., Tokyo
Mutual Life Insurance
Co., and Mitsui Loan Co.,
Ltd. (Japan)/Wanshou
Hotel

Awarded contract to provide operation,
training, and maintenance services for new
power station. 7/86.

Signed 20-year contract to jointly build and
manage Huawei Center in Beijing. $45 mil-
lion. 5/86.

Signed contract establishing Beijing Tian Lun
Hotel Co. to construct Tian Lun Hotel, Ax-
iom Beijing. $48 million. (AIDC:40%-
TLSC:50%—BITIC:10%). 7/86.

Established Beijing International Tennis Cen-
ter Co. to build rental condominiums and
tennis courts for 1990 Asian Games in
Beijing. $9.5 million (J¥1.5 billion). (Ja-
pan:49%-PRC:51%). 8/86.

Established 15-year joint venture to con-
struct and manage Wuxi Hotel. $10 million
(¥32.5 million and |¥175 million). (TC:49%-
WCTC:36%-CITIC:15%). 8/86.

Established Tianjin Golf Club joint venture.
9/86.

Signed agreement to jointly build new hotel.
9/86.
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Printing Equipment, Publishing, and Broadcasting

Filmline International
(Canada)/China Film Co-
production Corp.

Jardine Printing, div. of
Jardine Marketing Ser-
vices Ltd. (HK)/Cultural
Relics Printing and Pub-
lishing House of China
and China Economic and
Trade Consultants Corp.

Robert Chua Production
House Co. (HK)/
Guangdong TV Service
Center

Scientific Instruments
Ametek (US)/Shanghai
Instruments and Meters
Corp. and Shanghai No.
4 Automated Instruments
Factory

Telecommunications
(Brazil)

Furukawa Electric Co.
Ltd. (Japan)/Xi'an Electric
Cable Factory

Will coproduce mini-series based on life of
Norman Bethune. 8/86.

Established Wenwu and Jardine Printing Co.
in Beijing to provide commercial printing
services for Chinese and foreign companies
and hotels. 8/86.

Signed agreement establishing joint venture
TV production unit to produce commercials,
documentaries, and educational programs.
$1.2 million (HK$9 million). (50-50). 9/86.

Negotiating joint venture to produce 1.1
million pressure gauges. 8/86.

Signed agreement 1o manufacture and
launch satellite for gathering meteorological
and agricultural information. $6 million. (50~
50). 8/86.

Signed agreement establishing Shianfu Op-
tic Fiber and Cable Co. Ltd. to produce
10,000 km of optical fibers and 2,400 km of
cable annually. 8/86.

Textiles and Textile Plants and Equipment

NA (HK)/CHINATEX, Yun-
nan Branch and NA (local
garment factory)

Brother Industries (Ja-
pan)/Fujian Investment
Corp.

MacQuarie Worsteds
(Australia)/Beijing No. 1
Cotton Mill

Established E.H.C. Yunnan Garment Co. Ltd.
to manufacture blouses and cotton jackets.
$750,000. (HK:25%-CHINATEX: 30%-
NA:45%). 1/86.

Established knitting machine service center
in Fuzhou. 7/86.

Signed contract establishing Jing-Ao Wool
Co. to produce 400-600 TPY of wool yarn.
7/86.

Transportation and Transportation Equipment

NA (US)/Foshan Motor-
cycle Plant of Guangdong
Provincial Motorcycle In-
dustrial United Corp.

General Motors (US)/
China National Automo-
tive Industry Corp.,
Beijing Internal Combus-
tion Engine Plant,
Wanyuan Corp., North
China Industrial Corp.,
and CITIC

Signed 18-year coproduction contract to
build motorcycle plant in Foshan,
Guangdong. $40 million. (US:75%-
PRC:25%). 5/86.

Negotiating joint venture to produce vans,
heavy-duty trucks, passenger cars, engines,
and casting and stamping parts and compo-
nents. 7/86.

Grumman Corp. (US)/
Shanghai Fire Protection
General Plant

O'Phee China Trade Co.
Ltd. (HK)/Zhuhai

Pratt & Whitney, div. of
United Technologies and
Elliott Co. (US)/CATIC and
Chengdu Engine Co.

Shaw Tegee Co. Ltd.
(HK)/Ma'anshan Steel
and Iron Corp. and CITIC

United Tires Industry
Canada Ltd. and Hong
Kong Sam Yed Co. Ltd./
Tianjin Rubber Industry
Co.

General Signal Corp.
(US)/China Railway Signal
and Communications
Corp.

Messerschmitt-Bolkow-
Blohm GmbH (FRG) and
McDonnell Douglas
Corp. (US)/Ministry of
Aviation Industries

Transworld Group (US)/
Great Wall Industry
Corp., Beijing Wanyuan
Industry Corp., China
Leasing Co., and China
Capital Engineering
Works

Miscellaneous
NA (France)/Nantong

Superkleen USA Inc.
(US)/Tianjin Economic
Development Corp.

Melewar Corp. (Malaysia)
and Asia Eagle Co. (HK)/

Guangdong Foreign Eco-
nomic Corp.

Matsushita Greatwall
Corp. (Singapore)/Tianjin
Economic and Techno-
logical Development
Area Corp. and Tianjin
Furniture Industry Co.

Negotiating joint venture to manufacture
fire trucks. 8/86.

Signed 25-year contract to build and oper-
ate O'Phee (Zhuhai) Trailer Co. Ltd. to pro-
duce tractors and trailers. $10 million. 8/86.

Will develop and coproduce industrial gas
turbine engines. $150 million. 8/86.

Signed letter of intent on establishing
Ma’anshan Axle Plant 18-year joint venture
to produce axles. $22 million (¥80 million).
8/86.

Signed joint venture contract to produce
engineering tires. $30.6 million. 8/86.

Signed contract establishing Casco Signal
Co. in Shanghai to produce rail traffic con-
trol systems. 9/86.

Will develop 100-seat jet aircraft. 9/86.

Established Global Aviation Modernization
Association Corp. to modify and retrofit
Boeing fleet. $40 million. (50-50). 9/86.

Established Susang Leather Co. Ltd. to pro-
cess sheepskin into leather. 7/86.

Established joint venture automatic dry-
cleaning store. $285,000. (US:35%-
PRC:65%). 7/86.

Signed agreement establishing Melewar
Guangdong Trade & Development Corp. to
promote trade and investment between Ma-
laysia and China, (MC:51%-AEC:16%-
GFEC:33%). 8/86.

Signed agreement establishing joint venture
factory to manufacture mattresses for hotels.
$3 million (5$6.5 million). (50-50). 9/86.

CLASSIF

IED ADVERTISING

CONSULTANTS

PC CONSULTANT

POSITION WANTED

Gnossos Soft-

MANDARIN SPEAKING exec seeks

ware. Int’l PC consulting, training,
and software in Beijing, Washington,
& NY. Coming to Beijing 3/87. Con-
tact Steve Kantor, 1616 15th St. NW,
Washington DC 20009; 202/387-
(85H8.

sales /mktg position in China. |D,
telecom & int'l business bkgrnd.
Exper living in Asia. Jeff, ¢/o 2528
Georgetown Ave, Toledo OH 43613,
513/281-6954.

GRADUATING BA/Economics,
moving to China or Taiwan 2/87.
Secking pos w/firm involved in Far
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Fast/China trade, market devel, or

joint ventures. Willing to travel and

locate anywhere. Alan True, 1310
College Ave., Suite 1271, Boulder
CO 80302 (USA).

DEDICATED to growing US-China
trade. Have set up US mkts for int’l
co's. boyrs sales/mkig mgmt exper.
Speak/read Mandarin. MBA/MIM
(I'BIRD). Contact T. Rayle, 404/
874-4390.
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BUSINESS

TO BUSINESS

[iQuiDATION
[E CATERPILLAR

SURPLUS FOUNDRY EQUIPMENT OF THE MAPLETON FOUNDRY 'BUILDING’ B, MAPLETON (PEORIA), ILLINOIS

-
1

T

¢
'

THE UNITED STATES’ LARGEST OFFERING OF MODERN WELL MAINTAINED
FOUNDRY AND PLANT-SUPPORT EQUIPMENT TO BE FOUND UNDER ONE ROOF!

(9) CORE MACHINE SYSTEMS, UTILIZING SYSTEMS MFG. BY BEARDSLEY
& PIPER, SUTTER AND DEMMLER ... SYSTEMNO 1 Sufter, Model 1730
Isocure Core Machine, Scrubber And S-Blade Mixer; SYSTEM NO 2 Sutter
Model 1730, Hot Box Core Machine, CARVER S-Blade Mixer; SYSTEM NO
3 B & P, Model 254, Isocure Core Blower, CARVER S-Blode Mixer
SYSTEM NO 4. Sutter, Model 1730, Shell Core Machine; Bucket Elev
SYSTEM NO 5 B & P, Model 254, Isocure Core Machine, CARVER S
Blade Mixer; SYSTEM NO 6 B & P. Isocure Core Machine, CARVER S
Blade Mixer, SYSTEM NO 7 B & P, Model CB254GF. Isocure Core
Machine, CARVER S-Blade Mixer; SYSTEM NO 8 DEMMLER Model
80AHB, Hot Box Core Machine, CARVER S-Blade Mixer, SYSTEM NO 9
CARVER S-Blade Mixer

SAND-HANDLING AND PROCESSING SYSTEMS: Sand Coating Systems
Sand Reclaimation Systems; Vacuum-Feed Truck-Unloading Sand Systemns;
Sand Delivery Systems; Sand Storage Systems

MISCELLANEQUS SYSTEMS: Auto Storage Systems; Pattern Storage
Racking System: Small Core & Large Core Storage Systems; B & P Muller
System; Oil-Sand Dept System: Core Drying System

DUST COLLECTION SYSTEMS: (4) LEAR SIEGLER Dust Collectors, (4) SLY
Dynaclone Dust Collectors; (4) Air To Air Heot Exchangers

TREMENDOUS SELECTION OF (8) LATE MODEL MOLDING LINES:
60 x130"x33°/33" Herman Auto. Molding Line, 60 x80 x26 /26
Auto. Molding Ling; 46 x60 x18 /18" Auto. Molding Line; 46 x60 x18 /18
High Pressure Molding Systems; 38 'x63"'x15 x15  High Pressure Molding
System; (2) 38"'x38 x13 /13 Auto Molding Lines; 24 x24 x24 /4" Auto
Molding Line

COMPLETE MELTING DEPARTMENT: (10) 425 KW BROWNBOVERI
Coreless Induction Furnaces. (2) Hyd Charging Systems; Hot-Melt
Transfer Cars @ Charge Buckers

TREMENDOUS SELECTION OF FOUNDRY AND PLANT SUPPORT EQUIP-
MENT BEING OFFERED ON AN INDIVIDUAL ITEM BASIS INCLUDING: Air
Transporters @ Blast Cleoning Machines @ Bucke! Elevotors @ Chip
Dryers ® Conveyors @ Core Equipment @ Core Machines @ Core Ovens
® Cranes @ Dust Collectors ® Furnoces @ Grnnders @ Glue Srations
® Heal Exchangers ® Investment Foundry Equip @ Lodles @ Material
Handling Equipment @ Mixers ® Mullers ® Mold Line Dust Collectors
® Qverhead Chain Conveyor Systems @ Painfline @ Parts Washing
Equip @ Presses ® Resin Pumping System @ Rod & Wire Equip
® Sand Storage Silos ® Scales ® Scrubbers and Incinerators @ Shake
Out Equip ® Steam Generators @ Prefab Buildings ® Welders ® More

ASK FOR OUR FREE BROCHURE, PRICES OR TO ARRANGE AN INSPECTION

THIS LIQUIDATION IS BEING CONDUC'IED UNDER THE AUSPICES OF WORLOWIDE FOUNDRY SALES, P.O BOX 106. MAPLETON, IL 61547 A JOINT VENTURE COMPANY OF THE PARTNERSHIP BELOW

St Lows MO 63146

National ) Croig & w
\\ Industriol ! n" ” ﬂ'r'ﬂ‘w i

Semres

., 314-878-2300

CALL TOM BARANOWSKI OUR IN-PLANT SALES REP

309-675-8796 & (98)

3645 Warrensville Center Rd
Suite 105 Shoker His Ohio 44122
Telex 75163BFLS

medw

62

L S""pc 216-991-0176

The China Business Review/November-December 1986



THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Cravs M. Have

Vice-Chairmen: Josern Bovp, CHARLES E.
Hucer, Joun J. Mureny

Secretary-Treasurer: WitLiam . MeDoNovGH

Counsel: BExjaMin P FISHBURNE 111

President: RoGeEr W Suppivan

BOARD OF DIRECTORS

Wirpiam R. ARTHUR, former chairman, Merrill
Lynch International, Inc.

Doxarn R Beart, president and chiel
operating othcer, Rockwell International

Murry P BERGER, president and chief
exccutive ofticer, MB International
Consultants, Ine.

Dr. Josern Bovp, chairman, Harris Corporation

THorNTON F. BRADSHAW, chairman, RCA
Corporation

Wirtiam H. Bricker, chairman of the board,
Ihamond Shamrock Corporation

ALEXANDER BroDy, president and chief
executive officer, DYR Worlduwide

R. Derek Fintay, senior vice president, H.J.
Heinz Company

Tromas L. Gossacr, senior vice-president,
Maonsanto International

Witriam B. Granam, chairman, Baxter
Travenol Laboratories, Inc.

US GOVERNMENT OFFICES IN CHINA

Cravs Harve, president, Coca Cola
International

Roprrt B. Horton, chairman of the board
and chiel executive officer, The Standard
(il Company

Amory HovGHToN, JR., chairman of the
executive committee, Corning Glass Works

CHaries E. Hucer, president, Combustion
Engineering, Inc.

Warter B, KissiNGER, chairman, president,
and chief executive officer, The Allen
Group, Inc.

M. Josern Lapexsky, chairman ol the board
retired, Northwest Arrlines, Ine.

Witiiam |. McDornovGH, executive vice
president and chief financial officer, First
National Bank of Chicago

Jouxn J. Mureny, chairman and chief
executive officer, Dresser Industnies, Inc.

CHristorHer H. PHiLLps (Honorary), retired
]:lt‘\itlc'lll_ of The National Council for US-
China Trade

Davin C. Scort (Honorary), chairman of the
executive committee, board of directors,
Allis Chalmers Corp.

WALTER STERLING SURREY, partner, Jones, Day,
Reavis & Pogue

Davin S, Tarean, Jr., chairman and chiel
executive officer, Fluor Corporation

FRANK ZARB, partner, Lazard Freves &
Company

WASHINGTON STAFF

President: RoGER W, SULLIVAN

Executive Vice-President: BRuce VERNOR

Business Advisory Services: Richarp E.
GILLESPIE

China Business Review: Mapeiys €. Ross

Development and Government Relations:
Jonn ] Carvesau

Informaton Services: MARIANNA GRAHAM

Library: JENNIFER LITTLE

Management and Budget: Richarp L.
PETERMAN

Address

1818 N Street, NW, Suite H00

Washington, DC 20036 USA

(202) 429-0340

Telex: 64517 NcuscTUw

Cable: USCHINTRAD WSH

BEIJING OFFICE

Director for China Operations: ChHris BRowN

Deputy Representatives: ANDREW NESS,
MarTIN WELL, GIDEON ROSENBLATT

Assistant Advisor: Liv JINGMING

Project Advisor: Znese Xiao

Suite 1136, Beijing Hotel

Telephone: 507766, ext. 1136, 551361

Cable: USCHINTRAD

Telex: 22637 NCPEKCN

EMBASSY

Ambassador: Winston Lokrnp

Deputy Chief of Mission: Perer ToMmseN

Agricultural Counselor: Davin M. SCHOONOVER

Commercial Counselor: RICHARD JOHNSTON

Commercial Officers: CatnerINE HOUGHTON,
NED QUISTORFF, GrORGE LEr, Pavl THELL,
VinceNTE TANG

Economic Counselor: Kext WiEDEMANN

3 Xiushui Bei Jie

Jianguomenwai, Beijing

lelephone: 52-3831

Telex: 22701 AMEMB €N

CHENGDU CONSULATE

Consul General: Wirriiam W Thosas, Jr

Deputy Principal Otheer: Jous G Cookr

Jinjlang Hotel

180 Renmin Road

Chengdu, Sichuan

lelephone: 28-24481

Telex: 60128 acaoH €N

GUANGZHOU CONSULATE

Consul General: Mark Prani

Deputy Principal Ofhcer/Economic Section
Chiel: STEPHEN A, SCHLAIKJER

Commercial Officer: Yino Price, Barry
FRIEDMAN

Economic Ofheer: SocHinG Tsar

Donglang Hotel

lelephone: 669-900

Telex: 44439 GZ0FH ON

SHANGHAI CONSULATE

Consul General: THOMAS STANLEY BROOKS

Deputy Principal Ofhcer/Economic Section
Chief: MartHEw P Warnp

Commercial Ofheer: Tra Kasorr

1469 Huaihai Zhong Lu

Telephone: 379-880

Telex: 33383 vsca oN

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE

Consul General: Jons AL Froresg, Jr
Feonomic Ofheer: LawreNce A WaLKER
Commercial Officer: BARBARA SLAWECK]
No. 40, Lane 4, Section 5

Sanjing St, Heping District

Shenvang, Liaoning

Telephone: 290038

Telex: 80011 amces oN

HONG KONG CONSULATE

Consul General: Donarp M. ANDERSON
Deputy Prinaipal Officer: ARTHER KOBLER
Senior Commercial Ofhcer: Lysns W Enincer
Economic Section Chief: Kaarn | Weaver
26 Garden Rd.

Ielephone: 5-239011

Telex: 63141 vspoc nx

EMBASSY

Ambassador: Han Xu

Minister Counselor for Commercial Atfairs:
Huane WENJUN

2300 Connecticut Avenue, N.W.

Washington, DC 20008

Commercial: (202) 328-2520 thru 2527

Visas: (202) 328-2517

Telex: 440038 pro vt

Commercial: 440673 proc v

CHICAGO CONSULATE GENERAL

Consul General: HUANG ZHIRONG

1045, Michigan Avenue, Suite 1200

Chicago, 11. 60603

Administration: (312) 346-0287

Visas and Consular Affairs: (312) 346-0288
HOUSTON CONSULATE GENERAL
Consul General: TanG XINGBO
Commercial Consul: Wo Misxian

3417 Montrose Blvd.

Houston, TX 77006

Commercial: (713) 524-4064

Visas: (713) 524-4311

Telex: 762173 CHINCONSUL HOL

NEW YORK CONSULATE GENERAL
Consul General: J1 Lipk

Commercial Consul: MenG Devi

520 12th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 330-7409
Telex: 429154 coony

SAN FRANCISCO CONSULATE GENERAL
Consul General: TANG SHUBEI

Commercial Consul: WANG BaORONG

1450 Laguna Street

San Francisco, CA 94115

Commercial: (415) H63-4858

Visas: (415) ho3-48577

Telex: 4970121 cosk



Tokeep pace withChina’sgrowth...

Standard Chartered
Bank also grows.

The longest-established international bank in China, operating
continuously since 1858, is today the fastest growing, with a firm
commitment to the long-term future.

— In Hong Kong, more than sixty experienced, specialist staff in
our China Area Headquarters are equipped to assist you with
all types of trade and investment in China, whether you're a
newcomer to the market or an old China hand.

— In China, we have branches in Shanghai and Shenzhen,
representative offices in Beijing, Guangzhou and Xiamen and a
joint venture leasing company in Dalian — a unique network
which is at present being extensively upgraded and expanded.
(Our new modern Shanghai premises opened on 8th October.)

— In London and Los Angeles, Toronto and Tokyo, New York and
Adelaide, Kuala Lumpur and Singapore, Milan and Hamburg,
Brussels and Paris, our China Desks provide on-the-spot
advice and assistance, with direct links to our offices in China
and Hong Kong, and of course to our more than 2,000 offices
worldwide.

We can provide you with the latest market information, identify
business partners, assist you in structuring ventures and provide
specialised financing for your China business, as well as normal
banking services. Contact us today to discuss your plans.

Standard . Chartered

Standard Chartered Bank

If you \_Nould Iikq to receive copies of our China publications - “China Services", *China Business Information”, “China News" or
“Leasing in China", contact us at the following address:

Business Information and PR Division, China Area Headquarters, Standard Chartered Bank, 5th Floor, Connaught Centre, 1 Connaught Place, Central, Hong Kong.
Telephone: 5-8410111  Telex: 80814 SCCHQ HX Fax: 5-8100807



