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By staying at the Hotel New Otani Of course with traditional Chinese, Japanese and
Chang Fu Gong’ Our Social Directors are there to French restaurants, a well-stocked bar, fitness
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staff are ready to assist you by providing that you're 6,000 miles from home.

A

little extra service that makes such a difference. And still see Monday night's game.
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Los Angeles Tel: (213) 629-1114 New York Tel: (212) 308-7491
London Tel: (071) 731-4231-3 Hong Kong Tel: (852) 529-2723
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Textile Crackdouwn
In early September, the US Cus-

toms Service raided 23 Chinese
textile trading company offices in
New York and California, seizing
documents and suspect shipments.
According to Customs spokespeople,
the raids are part of an ongoing
investigation into illegal Chinese tex-
tile exports, which are falsely labeled
as originating in other countries to
evade US quotas and tariffs. Customs
officials note that further raids are
possible in the future.

USTR Launches 301
Investigation

At the direction of President Bush,
the Office of the US Trade Represen-
tative (USTR) on October 10 initiated
a formal investigation into Chinese
market barriers to US exports. USTR
can take up to a year to conclude its
investigation, which will focus on
four key areas: transparency of trade
laws and regulations; import bans
and quotas; technical barriers to
trade; and the import licensing sys-
tem.

MEFN Conference Delayed

A conference to resolve the differ-
ences between the House and Senate
bills seeking to revoke Most Favored
Nation status for China appears
unlikely to conclude before the end
of 1991. Congressional Democrats
may wait to assess the outcome of the

USTR and Customs investigations of

Chinese trade practices before meet-
ing to confer on a final bill. However,
they will probably seek to draw a
presidential veto in 1992—an elec-
tion year—regardless of whether
they can muster enough votes to
override it. —VL

S &-Issues

— Letter from the Editor———

It’s hard to believe that this is already our final issue of 1991 —a year fraught
with tension and uncertainty for US-China relations. Even as we tie up our
production year and plan for 1992, the outstanding issues in US commercial
relations with China are far from resolved. USTR's investigations into China’s
intellectual property protection and market barriers are still underway, the
Customs Service is examining China’s alleged evasion of US textile quotas and
laws banning imports made by convict labor, the Federal Maritime Commission
is weighing evidence that Chinese shipping agencies have breached the terms of
the bilateral shipping accord, and the specter of withdrawal of China’s Most
Favored Nation (MFN) status still looms. The fallout from any of these issues
could have a profound impact on US-China business.

Politics aside, the view of China’s business climate is somewhat mixed. On the
investment front, many US businesses are reporting that profits will be up this
year, prompting some to actively scout out expansion and/or new investment
opportunities. At the same time, however, Chinese officials’ attempts to
reassert control over joint-venture wage policies have triggered alarm bells
throughout the international business community. On the trade side, US
exporters appear to be selling more than in 1990, but the US trade deficit with
China will still likely exceed last year's. The quality of much of China's exports,
moreover, has continued to decline, leading to high numbers of trade disputes.

All of this uncertainty presents a challenge to US businesses active in the
China trade, and to The China Business Review as well. We will continue to strive
to keep you informed on these and other issues, and to uncover the hidden
angles behind each. The need for accurate, thoughtful reporting is stronger
now than ever, and we are committed to providing you the best information
possible. We have already planned pieces for 1992 on electronics,
telecommunications, foreign exchange balancing, and negotiati()n techniques,
and I hope to receive suggestions on other topics from you in the weeks to
come. In the meantime, on behalf of the rest of the staff, happy holidays and
S€€ you next year.
Best regards,

(;%L\;\\_LL &_ @L&A— { LLX{ k
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Letter from the President

New evidence that China is exporting goods made with convict labor to
the United States demands a concerted effort from both US business and
government interests to persuade the Chinese to end this invidious prac-
tice. Otherwise, the law-abiding majority of traders in both countries
could end up paying the price.

A Threat to Legitimate Business

Recent revelations in the press
detailing China's use of forced prison
labor in the manufacture of products
for export are deeply troubling to all
Americans, but should be especially
repugnant to the business commu-
nity. This is an issue that cuts straight
to the heart of our moral integrity
and legal responsibility, and threat-
ens to significantly damage Sino-US
commercial relations.

Imports of goods made by convict
labor are illegal in the United States,
no matter the country of origin. While
China has never denied that inmates
in its penal institutions are required
to work, the Chinese government has,
on numerous occasions, insisted that
labor reform units are not permitted
to export goods abroad. But it now
appears clear that this policy is being
flouted by certain units, perhaps with
the tacit approval of Chinese officials.
Given the often arbitrary nature of
incarceration in China, which is
suspected to have imprisoned thou-
sands for their political beliefs, this
breach of trust is particularly noxious
to most Americans.

The US-China Business Council
abhors these practices, and believes
they must be stopped. This will
require the cooperation of all parties
involved in the illicit trade—the US
government, US companies, and the
Chinese government.

The US government, for its part,
has already taken some steps to block
illegal imports of Chinese goods
made with prison labor, but needs to
do more. The US Customs Service

has announced it will hold all ship-
ments of open-end spanners, socket
wrenches, and steel pipe made by
four factories—the Shanghai
Laodong Machinery Plant, the
Shanghai Complete Set of Labour
Tool Co., the Shanghai Laodong
Machinery Factory, and the Shanghai
Laodong Steel Pipe Works—sus-
pected of employing prison labor.
Acting Director of Customs’ Office
of Investigative Programs Steven B.
DeVaughn has also testified before
Congress that Customs has intensi-
fied its intelligence-gathering efforts
to detect forced labor products and is
“expanding its forced labor initiative
to wield the full range of its enforce-
ment and regulatory authority.”” The
US-China Business Council applauds
these moves, and further calls on the
Customs Service to negotiate with
the Chinese a memorandum of un-
derstanding to establish procedures
for promptly and effectively investi-
gating allegations of prison-made
exports, as instructed by President
Bush in his July letter to Senator Max
Baucus (see The CBR, September-
October 1991, p.50).

US companies should also take
strong action, adopting whatever
measures are necessary lo ensure
that they are not trading with,
investing in, or sourcing from fac-
tories that use convict labor. Import-
ers, in particular, must scrupulously
demand to know the origins of the
products they import, whether they
are dealing with a trading corpora-
tion or directly with a factory. US

companies should make it clear to
Chinese officials that export to the
United States of goods produced by
prison labor is unacceptable and
illegal, and that they will report any
instances of such activities to US
authorities.

Finally, the Chinese government
should immediately take steps to
enforce its stated policy. Shutting
down or fining offenders would help
reassure a skeptical foreign audience
that China is sincere when it says it
does not permit prison units to
engage in foreign trade. Aside from
being essential to improve its much
tarnished reputation, such moves
would be in Beijing’'s own interest—
the loss of a small amount of revenue
from illegal exports is hardly worth
the risk of jeopardizing billions of
dollars of legitimate trade. For as
long as China continues to export
prison-made goods to the United
States, pressure will mount on US
authorities to take retaliatory action,
such as the withdrawal of Most
Favored Nation trading status.

It is imperative that US and
Chinese authorities work together to
eliminate illegal exports and prevent
the convict-labor issue from being
blown out of proportion. The US-
China Business Council intends to
raise this issue with the Chinese
Embassy and in its contacts with
appropriate Chinese authorities to
impress upon them the importance
and potential divisiveness of this
matter. I encourage US companies to
do the same.

8

The China Business Review ® November-December 1991



DHL-SINOTRANS
Connect with China

The first joint venture air express company in China, we are committed to keeping our service the
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China Information at Your

Fingertips

An ever-growing amount of data s available on-line

ince China’s reopening to

the outside world, a flood of

publications about its peo-

ple, economy, and politics
has greatly increased western under-
standing of the business climate
there, but the sheer number of books
and articles ensures that any re-
searcher would find a comprehensive
literature search extremely time-
consuming. In recent years, however,
research efforts have been greatly
aided by the phenomenal rise of on-
line and ‘‘read-only memory” (CD-
ROM) databases, which can accom-
plish in minutes what previously
might have taken hours of painstak-
ing research. Most business maga-
zines, for example, are now available
on-line, making it possible for re-
searchers to access large numbers of
articles without ever leaving their
desks. In a business environment
where time is money, on-line re-
sources are quickly becoming indis-
pensable.

The convenience of electronically
transmitted information is not with-
out drawbacks, however. More data
doesn’t necessarily mean better data,
and navigating databases can take
considerable time and money. But
with a little practice, most academics
and businesspeople can find much of
the information they need at reason-
able prices via computer.

Dialing for data

As declining costs have made
computers and modems more acces-
sible to larger numbers of people,
there has been an explosion in the
number of databases and on-line
vendors providing pay-as-you-go ac-
cess to information. The types of
information available from elec-
tronic sources vary; some databases

Steven F. Jackson

provide only a brief citation (author’s
name, article title, journal name and
date) for a number of journals, some
also contain abstracts, while others
include the full text of some or all of
the articles they list.

In a business
environment where
time is money, on-
line resources are
quickly becoming
indispensable.

Most vendors file their informa-
tion according to specific areas such
as “‘business’” or “law.”” Researchers
interested in new laws affecting
foreign businesses in China, for
example, could enter “China” and
“law’ to pull up the list of descrip-
tors (descriptive phrases) used to
index the database entries. A subse-

Steven F. Jackson is a doctoral candidate

in political science at the University of

Michigan. He is also a research associate
for the Global Leadership Program, an
executive education program for [apa-
nese, European, and US business lead-
ers.

quent search using selected descrip-
tors would yield a more precise
listing of citations, abstracts, and, if
available, full-text articles. Each data-
base has its own set of descriptors;
those that work in one database
won’t necessarily work in another.

Because of the large number of
databases available—and the thou-
sands of individual entries within
each database—accessing files can
result in high bills. Familiarity with
search protocol and careful prepara-
tion, however, can keep costs down
(see box). To make the task easier,
each on-line service provides printed
guides—which are also available on-
line—describing the search process
and the applicable descriptors.

Among the major vendors provid-
ing information relevant to China
business are:
® DIALOG The world’s largest ven-
dor of on-line databases, DIALOG
provides access to several hundred
databases. DIALOG also offers some
of its databases on OnDisc, in CD-
ROM format. DIALOG's easily mas-
tered menu-driven program ‘‘Busi-
ness Connection’ is available for
most of its databases, and provides
users with a simplified command
syntax. A number of China-related
periodicals are indexed on DIALOG's
databases, including The China Busi-
ness Review.

China watchers may find several
DIALOG databases particularly use-
ful. In addition to databases citing
industry-specific and popular busi-
ness magazines, DIALOG users can
also peruse PAIS International, a data-
base of citations and short abstracts
for political and policy-related jour-
nals. Business analysts can use
NEWSWIRE ASAP to access a host of
citations or full-text files from US
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and foreign newspapers and wire
services.

More specifically, DIALOG main-
tains Asia-Pacific, a business-oriented
database that indexes and abstracts
articles and carries records on com-
panies in Asia, including over 1,000
Chinese companies which have (or
are seeking) foreign connections.
Information provided includes such
basics as name, address, and product
lines.

Another popular DIALOG offer-
ing, PTS Newsletter Database, provides
the full texts of articles from several
Asia-related publications, including
East Asia Express, East Asian Executive
Reports, and Kyodo News Service's
Asian Political News and Asian FEco-
nomic News. DIALOG users can also
access Chinese Patents Abstracts, a
small database in English of selected
Chinese patents.

Costs for using DIALOG vary con-
siderably, depending on the database
used and the type of information

Navigating
databases can
take considerable
time and money.

obtained. Generally, the more in-
formation received, the greater the
cost; article titles cost less than full
citations or abstracts, while full texts
are the most expensive. Over 90 of
DIALOG's databases are available on
Knowledge Index, a late-night and
weekend subset that can save users as
much as 75 percent over normal
DIALOG charges. Most researchers
generally find DIALOG fairly easy to
use, though it can take a good deal of
practice before one is able to conduct
effective and inexpensive searches.

e Mead Data Central Ohio-based
Mead Data is the vendor for the
popular LEXIS and NEXIS on-line
databases, which provide legal and

news information, respectively.
NEXIS is particularly useful for re-
searching business issues in China, as
it provides citations and full English
texts for a number of publications,
including post-1977 Xinhua news
releases, Asian Pacific Business, Fast
Executive Reports, and The
Financial Times’ power industry
newsletter, Power in Asia. In addition,
full-text articles from the New York
Times, Christian Science Monitor, Los
Angeles Times, Japan Economic Journal
(Nihon Keizai Shimbun), various wire
services, and a number of specialized
newsletters are available on-line. The
Economist Intelligence Unit's coun-
try report on China is also provided
in full-text format, offering a quar-
terly analysis of issues affecting the
economy and politics of China.
Lawyers accustomed to using
Mead’s LEXIS database for legal
searches will find a number of China-
specific data sets handy. Available on-
line is West Publishing, Inc.’s

Asian

Tips for
On-line Efficiency

e Decide your research needs in
advance. Subscribing to information
in CD-ROM format, which is up-
dated every few months, may be
cheaper than going on-line. Cor-
respondingly, if you need the latest
information, you will need to be on-
line, and can expect to pay more.

e Know how much a database will
cost before logging on. On-line
searches can be very expensive; some
databases cost more than $2 per
minute, not including charges for
printing citations, abstracts, and full
text of the articles.

e Avoid on-line experimentation or
fine-tuning. Most vendors offer

training courses and give subscribers
extensive manuals on searching tech-
niques. It pays to map out your
search commands before going on-
line; if a search brings up far more—
or fewer—citations than anticipated,
immediately log off to reformulate
your search strategy. Also, learn the
“break” command for your software
in order to stop a search that is
becoming too expensive.

e Experiment on a subset of in-
formation before searching the full
database. Some of the larger busi-
ness-oriented databases provide a
small subset of the database for
training and practice. Become famil-
iar with the subset before moving on
to the more expensive database.

e Use the vendor’s universal-search
mode first. An overall search will
give you an idea of which databases
offer the most citations on a specific
topic. There is no need to waste time
and money searching databases with
only a handful of records if one
database clearly has the bulk of
entries.

e Spend no more than 30 minutes
on-line, and print out no more than
50 citations on any one subject.
Before continuing, log off to see how
useful the first set of information is.

¢ Take advantage of special dis-
counts. Several of the largest ven-
dors, such as DIALOG and BRS, have
late-night and weekend discounts on
some of their databases, and the
savings can be significant. For exam-
ple, using DIALOG's Trade & Industry
Index costs more than $96 per hour
during the day, but the cost can drop
to $24 /hour at night and on week-
ends.

® Explore alternatives for large
searches. For a large number of
citations or full-text articles, it is
sometimes cheaper to have the ven-
dor print and mail them than to print
out while on-line. Most vendors will
provide these services on request.

e Look for tailored services. Many
vendors have ‘“alert’” services that
can notify a user of recent articles in
a specific subject whenever he or she
logs on, thereby saving some search
time. In addition, inexperienced
database users should consider using
a professional on-line searcher,
names of which can usually be found
in vendors’ newsletters or in special-
ized publications such as Online. The
fee is usually more than recovered in
the savings from efhcient use. The
business services of many public
libraries may also be able to conduct
paid searches. —Steven Jackson
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On-Line
Database
Vendors

Maxwell On-line
8000 Westpark Drive
McLean, VA 22102
(703) 442-3870

DIALOG

3460 Hillview Avenue
Palo Alto, CA 94304
(800) 334-2564

Mead Data Central
9443 Springboro Pike
P.O. Box 933

Dayton, OH 45401
(800) 543-6862

NewsNet Inc.

945 Haverford Road
Bryn Mawr, PA 19010
(800) 345-1301

Nikkei Telecom

Nihon Keizai Shimbun America,

Inc.

1221 Avenue of the Americas,
Suite 1802

New York, NY 10020

(212) 512-3600

On! USCBC

US-China Business Council
1818 N Street, NW, Suite 500
Washington, DC 20036

(202) 429-0340

The WEFA Group

401 City Avenue, Suite 300
Bala Cynwyd, PA 19004
(215) 660-6300

Wilsonline

H.W. Wilson Co.

950 University Avenue
Bronx, NY 10452
(800) 367-6770

Chinalaw, a publication that indexes
translations of Chinese legal docu-
ments as well as national and provin-
cial regulations governing foreign
business activity in China. LEXIS also
includes China Hand, which provides
the full texts of foreign investment
laws in China and other information
on doing business there.

The initial subscription fee for
using Mead Data Central is rather
high, about $1,000 a month plus
phone charges, but rates are read-

justed after the first month based on

monthly use. Searching is best done
on a dedicated NEXIS/LEXIS termi-
nal leased from the company, be-
cause the special keyboard allows
faster and easier access. Normal
keyboards, in contrast, don’t allow
the user to see the search commands
as they are typed, which leaves a
greater margin for error,

¢ Wilsonline Produced by the H. W.
Wilson Co. in New York, Wilsonline is
a relative newcomer to the on-line
business. Many readers are familiar
with the company's print indexes,
such as the Reader’s Guide to Periodi-
cal Literature, Index to Legal Periodi-
cals, and Business Periodical Index,
which are but three of the 25 indexes
provided in the full Wilsonline pack-
age. Citations for articles, pamphlets,
book reviews, and government docu-
ments are included in Wilsonline,
along with publications such as China
Law Reporter, Far FEastern FEconomic
Review, Beijing Review, and since
1989, The China Business Review.
Subscription rates vary with the
number of databases the user wishes
to access and the amount of on-line
search time. For users who do not
need information updated daily, a
CD-ROM version called WilsonDisc
is also sold.

® Nikkei Telecom’s Japan News and
Retrieval. Available in both English
and Japanese, this service provides
full-text news and company informa-
tion, mostly from Japanese sources.
One database potentially useful for
business in China is Nikkei Asian
Corporate Data, which contains
names, addresses, product informa-
tion, and limited financial data for
over 2,000 Chinese companies.

The Nikkei's information is
beamed daily via satellite from Tokyo
to New York, where US subscribers
must dial in to access the information
service. After paying a $100 initial
fee, users can select an unlimited on-

line time option for $1500 per
month. Researchers with less fre-
({u(‘nl (lil[i‘l Ilt‘(‘(lﬁ can ()p[ l~(ll‘ a pil)‘-ils-
you go fee scale, which costs $450
per month plus $1 per minute spent
on-line.
e NewsNet This on-line vendor car-
ries the full text of a number of Asian
business and technology journals,
such as Kyodo’s Asian Economic News,
Asian Political News, and East Asian
Business Intelligence, as well as other
business-oriented databases.
NewsNet also offers the FEast Asian
Express, a journal of general business,
and financial news; re-
ports of contracts awarded to foreign
companies; and an updated list of
currently available contract opportu-
nities from the National Technical
Information Service (NTIS) and other
SOources.

As with other vendors, costs vary
by journal and also according to
whether the user subscribes to the

economic,

journals included in the database;

non-subscribers can expect to pay
substantially more.

® WEFA Group A group of econo-
metric databases, WEFA contains sev-
eral databases of potential interest to
China business watchers. Most rele-
vant is the Asia Forecast database,
which contains some 1,500 annual
time-series of historical and forecast
data on the economies of Asian
countries, including China. The fore-
casts, which are updated quarterly,
provide economic projections for the
next six years, and focus on such
areas as investment activity, govern-
ment policies, production, and con-
sumer trends.

* Maxwell Online BRS Though it
offers fewer databases than DIALOG,
Maxwell's BRS contains many of the
same databases and accessing them
may be slightly cheaper than using
the same or equivalent databases on
DIALOG. Like DIALOG,
are given for late-night/weekend
users. Since the search commands for
BRS differ from those for DIALOG,
any potential savings must be bal-
anced with the need to learn a new
search command system.

¢ On! USCBC In addition to data-
bases offered on-line, electronic bul-
letin board services such as the US-
China Business Council’'s On! USCBC
are another potential source of
China business data. Such bulletin
boards can be targeted specifically to
China or Asia, and offer a wide range

discounts
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of information. On! USCBC, for
example, includes listings of all
China-related stories in major US
newspapers, and provides a bulletin
board for the exchange of informa-
tion on contracts and business
opportunities. Some sections, such as
a public forum for debate on China’s
Most Favored Nation status, are
available to anyone, while other
services are for the use of Council
members only.

Selecting the right databases
Deciding which databases offer the
most pertinent information for any
particular agenda may take some
legwork: in some cases, the desired
information may not be available at
all. Marketing and product informa-

Deciding which
databases offer
the most pertinent
information for any
particular agenda
may take some
legwork; in some
cases, the desired
information may
not be available at
all.

tion on China is scarce, for example,
as market research is still in the early
stages of development in China (see
The CBR, May-June 1989, p.48).
Information on who buys what prod-
ucts in China, if available, rarely gets
transferred to electronic databases in
any systematic way.

Also lacking in most databases
currently available in the United
States is accurate and detailed in-
formation on potential Chinese part-
ners or foreign competitors for
Chinese business ventures. Dun and
Bradstreet's Asia/Pacific Key Business
Enterprises, which is not available on
line, lists a handful of Chinese
companies, but even this publication
gives few financial details of the
nature routinely required of US
public corporations.  Apparently,
there are two Chinese vendors offer-
ing large databases of Chinese enter-

prise information on-line in Asia, but
neither is yet available in the United
States, Of the databases accessible to
US-based researchers, Nikkei
Telecom probably has the most ex-
tensive index of Chinese enterprises,
though information on the finances
of these organizations is largely
incomplete.

For research needs limited to
articles and bibliographies on doing
business in China, the on-line ser-
vices are a good start, but users
should still consult other sources.
Some useful journals, such as China
Trade Report and JETRO's China
Newsletter, are not available in any
electronic form and might be missed
by the researcher using only on-line
searching. Likewise, the US-China
Business Council’s database of over
500 US investments in China is not
available on-line through any com-
mercial vendors.

A growing stock of knowledge

Over the past decade, on-line
services have provided much more
rapid and efficient access to informa-
tion than was previously possible.
Particularly for users without the
time or access to the resources of a
large business library, conducting on-
line information searches provides
information that would otherwise be
unavailable. As more and more mag-
azines and journals are added each
year in both on-line and CD-ROM
format, business researchers should
be able to find at least a good portion
of the information they seek.

At the same time, however, the
increasing amount of data available
in digital form will make it essential
for database users to keep up-to-date
on what is available and how best to
access it. Choosing which on-line
services to subscribe to will depend
on the individual needs of each
researcher; those with more time
than money, for example, may want
to search for citations rather than
full-text articles, and then go to a
library to collect the desired articles.
In contrast, researchers with tight
time-frames may obtain the full text
ot relevant arucles, a task made
easier by the growing number of

journals available on-line. Though

information on markets and prod-
ucts in China remains sketchy, elec-
tronic information sources have the
potential to  greatly simplify any

-

business researcher’s task. 5
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FOCUS

The SEZs Come of Age

Now in their second decade, China’s Special Economic Zones are

ver since Deng Xiaoping

formally proposed the

establishment of China’s

Special Economic Zones
(SEZ) in 1979, these special regions
have evoked abject praise as well as
condemnation. The rags-to-riches
story of the most prosperous SEZ,
Shenzhen, has been the subject of
proud prose about China’s develop-
ing economy, while the other four
zones—7Zhuhai, Shantou, Xiamen,
and Hainan—have also received
their share of accolades. At times,
however, the SEZs have come under
attack for breeding corruption and
fostering inequality between Chinese
provinces.

During the post-Tiananmen
period, Western analysts have ques-
tioned the central leadership’s com-
mitment to the SEZs, citing land
development restrictions in Hainan,
tighter rein over SEZ leaders, and
reduced foreign-exchange retention
privileges for domestic investors in
the zones as evidence that the SEZ
experiment has run its course. Some
claim that the media’s preoccupation
with the new Pudong development
project in Shanghai is another indica-
tion that the SEZs have lost official
favor. Such pessimism, however, is
unwarranted, particularly in light of
the strong economic gains the SEZs
continue to post. In 1990, for
example, Shenzhen alone attracted
more than $500 million in foreign
investment, around 8 percent of
China’s total foreign investment that
year. As they enter their second
decade, the maturing SEZs will con-
tinue to be important foreign ex-
change generators, as well as China’s
major links to the two mini-dragons,
Hong Kong and Taiwan.

Attracting foreign investors
The role of the SEZs has evolved
concurrently with the adoption of

holding their own

Lawrence C. Reardon

As they enter
their second
decade, the
maturing SEZs
will continue

to be important
foreign exchange
generators, as
well as China’s
links to the

two mini-dragons,
Hong Kong and
Taiwan.

different national development strat-
egies in China. Conceived during a
period of economic reform and
adjustment, the SEZs were initally

designed to generate new sources of

foreign exchange. The leadership
coalition that emerged in 1979—
which included Deng Xiaoping, Li
Xiannian, and Chen Yun—was des-
perate to finance existing large-scale
turnkey projects, such as the Bao-
shan steel complex. These leaders
thus molded China’s development
strategy to emphasize the importa-
tion of advanced technology and
equipment, and financed these pur-
chases through innovative measures
designed to attract foreign capital.

Lawrence C. Reardon is a lecturer in the
political science department at the Uni-
versity of New Hampshire. He recently
received his Ph.D. from Columbia Uni-
versity, after having spent several years
teaching and conducting research in
Beijing and Guangdong Province.

One such measure was the Export
Processing Zone (EPZ) concept, a
strategy then followed by developing
economies such as Taiwan and South
Korea. The idea involved using com-
parative cost advantages in labor and
land to attract the capital, technol-
ogy, and entrepreneurial expertise of
foreign investors.

To boost production and sales of
Chinese exports to generate foreign
exchange, the State Council in 1979
promoted two types of Chinese EPZs.
The Export Commodity Processing
Base (ECPB) policy, which had already
been implemented, was given new
impetus by the State Council, which
issued stronger management regula-
tions and increased government sub-
sidies to these areas in 1979-80.
Under the ECPB scheme, China’s
most important export commodities
were centralized in bases in the
coastal and interior regions, but
remained entirely within the State
Plan.

The second type of Chinese EPZ
proposed by the Chinese Communist
Party (CCP) Central Committee in
1979 was the Special Economic Zone
(SEZ). Like the ECPBs, the SEZs were
designed to generate foreign ex-
change to finance China’s new im-
port substitution strategy. Unlike the
ECPBs, however, the SEZs fell outside
the State Plan, and were to rely
primarily on Chinese “‘compatriots”
abroad for the capital and technology
needed to develop export commodity
production. According to a State
Council document, the SEZs would
ensure regional and national devel-
opment by “motivating the enthusi-
asm of overseas Chinese and compa-
triots in Hong Kong and Macao to
participate in the socialist construc-
tion of the motherland.”

Shenzhen and Zhuhai, both in
Guangdong Province, were the first
areas designated SEZs in 1979, while

14
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FOCUS

a Central Committee document in
May 1980 approved planning for two
additional zones, Shantou (also in
Guangdong) and Xiamen (in Fujian).
Managed by their respective provin-
cial governments, the SEZs were to
permit Chinese from Hong Kong,
Macao, and elsewhere to invest di-
rectly in factories in China. Some
non-Chinese foreign manufacturers
were also allowed to establish new
factories or enter into equity joint
ventures with local entities.

Early gains

Early on, the SEZ experiment
proved particularly successful in

which were allowed to establish
branch offices in the zones. More
important, however, was the eco-
nomic interchange between the do-
mestic economy and the SEZs. SEZs
*were permitted by the State Council
to sell their products elsewhere in
China if the goods were scarce on the
domestic market, contained a large
percentage of domestically produced
components, or were produced by a
foreign-invested enterprise using ad-
vanced technology and equipment.
State, provincial, and local enter-
prises throughout China also were
encouraged to transfer technicians to
the SEZs to establish cooperative

Shenzhen

Population: 1 million

Major Industries: Electronics, toys, textiles

Exports: $5.11 billion
Imports: $4.28 billion

Calligraphy by Yang Zhifang

5 Y

1991 Foreign Investment (1st half): $406 million, 397 contracts

1990 Foreign Investment: $554 million, 796 contracts

All statistics are for 1990 unless otherwise noted.

Always the most free-wheeling of the SEZs, Shenzhen has maintained dynamic
economic growth despite central government efforts to curb credit to the area
under the austerity program. The city’s security exchange gained official status
in July 1991 after several years of frenetic market activity, and was the first in
China to allow a foreign-invested company to list shares. Total foreign
investment in Shenzhen from 1979-89 exceeded $5.5 billion, while export
volume soared from $9.3 million to $2.2 billion. The 1991 opening of the city’s
new airport and other infrastructure improvements currently under way
should ensure continued strong export performance in the future.

Shenzhen. Foreign—chiefly Hong
Kong—investment in Shenzhen's in-
frastructure jumped from 11 percent
(¥5.5 million) in 1979 to 50 percent
(¥135.3 million) in 1981; by 1984,
Shenzhen’s economy had grown 39
times over 1979 levels and accounted
for 43 percent of China’s industrial
exports. Although the other SEZs
never realized Shenzhen's spectacu-
lar growth rates, the infrastructure in
Zhuhai, Shantou, and Xiamen was
also rapidly modernized. Within all
the SEZs, new roads and port facili-
ties and improved water and electric-
ity supplies helped catalyze industrial
growth, especially in the older urban
industrial centers within the zones.
The capital for the development of
the SEZs came primarily from the
Bank of China and foreign banks,

ventures with local companies based
in the zones. Domestic partners were
to provide the raw materials and
semi-processed goods to the SEZ
partner, which in turn would process
the goods for export. By 1984 over
500 “inter-regional” enterprises
were established in Shenzhen alone,
producing goods ranging from tex-
tiles to consumer electronic prod-
ucts.

Competition from the coast

Spurred by the success of the
SEZs, some members of the leader-
ship coalition—especially Hu
Yaobang and Zhao Ziyang—argued
that the international market should
play a greater role in determining
China’s economic policy. They gradu-
ally convinced Deng Xiaoping to

Early on, the SEZ
experiment proved
particularly
successful in
Shenzhen. By
1984, Shenzhen’s
economy had
grown 39 times
over 1979 levels
and accounted for
43 percent of
China’s industrial
exports.

transform the import substitution
development strategy from an insular
policy of discouraging imports to a
more outward-oriented approach.
Eventually designated the “'Coastal
Development Strategy,”” the scheme
called for the more prosperous
coastal regions to be transformed
into major foreign economic trade
centers, which would be partially
integrated with the international
economy. The interior regions would
remain protected from international
competition, in order to concentrate
on production for the domestic
market. It was calculated that this
strategy would enable China's inte-
rior provinces to gain from the
ditfusion of technical and managerial
innovations being tested along the
Ccoaslt.

Under this framework, the central
leadership expanded foreign trade
and investment privileges, access to
foreign exchange, and taxation
abatement schemes for the coastal
areas. In 1984, the Central Commit-
tee designated 14 cities as “Open
Coastal Cities,” entitling them to
approve foreign investment projects,
offer various investment incentives
to foreign businesspeople, retain a
larger percentage of earned foreign
exchange, and import certain equip-
ment and technology duty-free.
These municipalities, however, re-
mained under Beijing’s control, and
did not enjoy the same bureaucratic
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autonomy or degree of preferential
treatment granted to the SEZs.

The Central Committee did allow
certain “‘open cities,”” such as Dalian,
Tianjin, and Guangzhou, to establish
Economic and Technical Develop-

ment Zones (ETDZs), which were
essentially mini-SEZs. In 1985,
“Large Open Coastal Economic

Zones” were set up in the Yangtze
and Pearl river delta areas and in
southern Fujian. The Shandong and
Liaoning peninsulas were later
granted similar status, though none
of these zones were able to exert the
same degree of autonomy as the
SEZs. Like the SEZs, the new zones
were set up to encourage the transfer
of technology, management reforms,
and production inputs between the
coastal and interior regions, though
their primary task was to break down
barriers to international economic
exchange.

With the introduction of the
coastal cities, the SEZs took on an
additional role. Not only were they
supposed to attract foreign capital
and technology, they were also to act
as role models for the open coastal
areas and experimental hothouses
for the coastal strategy reforms.
Theoretically, foreign technology,
capital, and management techniques
would first be introduced in the
SEZs, gradually utilized by the 14
Open Cities and their ETDZs, and
then disseminated to the interior
regions. In practice, however, the
SEZs were forced to compete for
domestic production inputs and for-
eign investment with the other
coastal areas. This competition ulti-
mately strengthened the SEZs, forc-
ing them to become more efficient. A
lack of investment capital in 1985-86,
for example, prompted Shenzhen’s
newly appointed mayor, Li Hao, to
reduce the number of basic construc-
tion projects and focus on those most
likely to attract foreign investors.

Criticism mounts

Despite the technical and eco-
nomic gains registered in Shenzhen
and the other SEZs, Beijing was
dissatisfied with certain aspects of
SEZ policy implementation eftorts
throughout the 1980s. Initially, the
central leadership was critical of the
methods used to attract overseas
Chinese investors for SEZ land devel-
opment projects. The more strident
critics claimed that the SEZs were

effectively creating foreign colonies
by selling territorial rights to foreign
investors.

Eventually, however, the govern-
ment turned its attention from land
use to corruption. Thanks to Chinese
laws giving SEZs the ability to import
certain foreign goods duty free,
“illegal'" trade between the SEZs and
the interior flourished for much of
the decade. Basically, SEZ companies
and officials acted as middlemen,
importing consumer goods duty free
and then selling them for large
profits in the interior. In 1980-81,

consumer goods. The result was a 30
percent drop in China’s foreign
exchange reserves in 1985, rapidly
climbing inflation, and inability to
meet State production quotas.
Following the SEZ Work Confer-
ence of January 1986, drastic read-

justments were implemented to rein

in the SEZs and turn them into
foreign exchange generators, rather
than foreign exchange spenders.
Stricter foreign exchange and trade
controls were adopted to prevent
illegal entrepot trade; Shenzhen, for
example, was separated from the

Zhuhai

Population: 500,000

P

)

4

Major Industries: Textiles, electronics, foodstuffs, metals and minerals

Exports: $678.4 million
Imports: $882.4 million

1991 Foreign Investment (1st half): $282 million

1990 Foreign Investment: $301 million, 424 contracts

All statisties are for 1990 unless otherwise noted.

While Zhuhai has greatly diversified its foreign trade and investment partners
over the past decade, Hong Kong and Macao are still by far the most important
foreign players in the territory. Zhuhai's export volume grew significantly in
the first half of 1991, jumping more than 30 percent over the equivalent period
of 1990. Companies in the city are playing an active role in the construction of
the new airport in neighboring Macao. The airport, which is scheduled to open
in 1994, should provide a boost to Zhuhai's foreign trade.

for example, a temporary CCP secre-
tary in Shenzhen allegedly approved
the importation of 135,000 television
sets, 86,500 radio-tape players, and
850,000 tape cassettes for transship-
ment to the interior. In 1984-85,
Hainan imported 341,000 vehicles,
most of which were sold to other
areas of China at exorbitant profit.
While the illegal entrepot trade
infused the SEZs with finance capital,
it had an adverse effect on the
implementation of the national
development strategy. Native indus-
tries were threatened by the increase
in imported durables, while provin-
cial governments and units increas-
ingly geared operations to produc-
tion of export goods to earn foreign
exchange. They then used the funds
to import automobiles, watches, bicy-
cles, sewing machines, and other

surrounding areas by a 108-km
barbed wire fence in 1987. The State
Council also directed the SEZs to
finance ‘‘outward-oriented’ indus-
trial and trading endeavors—i.e.,
those that would export at least 60
percent of production—to better
fulfill their role under the coastal
development strategy.

Looking “‘outward”

In response to this directive, the
SEZs increased investment capital to
“productive sectors” and made more
credit available to local high-tech
industries to develop competitive
export products. In Shenzhen, local
markets were developed to facilitate
the buying and selling of such pro-
duction inputs as materials, land,
capital, and labor, in order to invigo-
rate the role of the market in the
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FOCUS

Despite the SEZs’
close association
with the reformist
policies of Zhao
Ziyang, the current
regime has
maintained them
as the foundation
of its modified
coastal
development
strategy.

zone's economy. Shenzhen also
granted foreign investors preferen-
tial exchange rates, tax incentives,
and bonuses to encourage invest-
ment in ‘“‘outward-oriented indus-
iries.”” By the end of 1986,
Shenzhen’s foreign exchange earn-
ings (excluding foreign and domestic
loans) had increased 37 percent over
1985 levels to over $1.21 billion, of
which $378 million was earned from
exports. Export industries were ex-
panded in the other SEZs as well, but
the majority of projects in these
zones were still concentrated in the
production of labor-intensive ex-
ports.

The Beijing leadership, satisfied
with the growth in SEZ exports,
granted Hainan full SEZ status in
1987. Although the national read-
justment program introduced in
1988 reduced overall funding for
SEZ infrastructure projects, Beijing
continued to grant preferential treat-
ment to export-oriented projects,
especially those producing higher
value-added products, such as elec-
tronic goods.

Paying up

After the mid-1989 leadership
changes in Beijing, however, some of
the SEZs immediately underwent a
period of rectification. In May 1990,
Shenzhen Mayor Li Hao was re-
placed by Zheng Liangyu, ex-CCP
secretary of Xuzhou, Jiangsu Prov-
ince. Hainan Governor Liang Xiang,
who had previously served as Shen-
zhen CCP secretary, was also re-
moved from office. In addition,
Shenzhen University students, fac-

ulty, and staff found themselves in
around-the-clock political indoctri-
nation classes overseen by a new
university president, whose conserva-
tive views earned him the nickname
of “the Commune Party Secretary.”
Xiamen, Zhuhai, and Shantou,
though, emerged relatively un-
scathed by the political changes in
Beijing.

Despite the SEZs’ close association
with the reformist policies of the
fallen Zhao Ziyang, the new leader-
ship announced during the February
1990 SEZ Work Conference that the
SEZs would remain the foundation of
a modified coastal development strat-
egy. The SEZs’ mission as role models
was somewhat diminished, since the
new leaders were no longer eager for
the interior economy to experiment
with SEZ-type market reforms. They
were, however, anxious to expand
the SEZs’ role as foreign exchange
generators, seeking to tap the foreign

Qualified success

The SEZs’ ability to generate for-
eign exchange has clearly helped
them stave off excessive interference
from Beijing in recent years. Though
there is an inherent tension between
local and central officials given their
different constituencies and prior-
ities, the two sides appear to have
reached an uneasy truce. Basically, in
return for providing more foreign
exchange for Beijing's coffers, the
SEZs have been able to maintain
their relative autonomy from the
center.

In terms of their usefulness as
“United Front” mechanisms, the
SEZs have without doubt fostered
better political and economic ties
between overseas Chinese and the
mainland. Political, economic, and
psychological barriers between Hong
Kong/Macao and the SEZs have been
broken down, fostering a greater

Shantou

Population: 8.26 million

Major Industries: Textiles, agricultural products, paper products, porcelain

Exports: $497.2 million

Imports: $727.1 million

> *

1991 Foreign Investment (1st half): $102 million P -

1990 Foreign Investment: $274 million

All statistics are for 1990 unless otherwise noted.

\

On November 1, 1991, the Shantou Special Economic Zone was officially
expanded to include Chaozhou City. The zone now covers 234 sq km,
compared to 52.6 sq km before. By the end of 1989 there were over 300
foreign-invested enterprises in Shantou SEZ, primarily in the textile, chemical,

and machinery industries.

exchange earnings of Guangdong,
Fujian, and the SEZs to repay World
Bank and other loans due in 1991
and 1992. Although foreign ex-
change rules for foreign-invested
enterprises did not change, the SEZs
reportedly were required to remit to
Beijing up to 40 percent of earned
foreign exchange in 1990 to help
repay the national debt. Hainan,
which encountered difficulties fi-
nancing basic infrastructure projects
and attracting new foreign invest-
ment, was allowed to retain 100
percent of its foreign exchange earn-
ings.

degree of integration throughout the
Pearl River delta region. Hong
Kong/Macao businesspeople can
quickly and easily cross the border
into Shenzhen and Zhuhai, and
bureaucrats in both of these SEZs are
generally cooperating on mutual
cross-border problems such as infra-
structure needs, smuggling, and ref-
ugees. Similarly, the recent influx of
Taiwan capital to Fujian has helped
ease tensions between Beijing and
Taipei (see The CBR, September-
October 1990, p. 32).

Aside from their importance in
establishing links with Hong Kong
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and Taiwan, the SEZs deserve high
marks for serving as the "'laboratory”
for many of China’s national foreign
trade reforms. For example, most of
the ““Twenty-Two Articles” issued in
October 1986 (see The CBR, January-
February 1987, p.11) to encourage
greater foreign investment in China
were first implemented in Shenzhen.
The most successful tests included
reductions in land usage fees, elimi-
nation of taxes on remitted profits,
and preferential tax treatment for

Beijing is
concerned with
maintaining control
over the southern
provinces, which
have enjoyed more
than a decade of
relative political
and economic
autonomy.

foreign-invested enterprises.

The story on whether the SEZs
have been able to act as a conduit for
new foreign technologies is less clear.
Throughout most of the 1980s,
foreign investors in the SEZs were
willing to invest only in labor-inten-
sive, low-tech industries producing
items such as toys and textiles. Even

Haiman

Population: 6.5 million

Major Industries: Prawns and other agricultural commodities, light indus-

trial products, metals and minerals

) JWA
More noted for corruption than industrial production, Hainan is the youngest
and least developed of the SEZs. The island has been focusing on upgrading its
infrastructure, beginning work on the expansion of the port in Haikou and the
construction of the Fenghuang Airport in Sanya, for which Hainan has
received $35.7 million in concessionary financing from France. Foreign
investment has occurred primarily in real estate development, light industry,

Exports: $326.5 million
Imports: $490.2 million
Total Foreign Investment: $478.5 million

1990 Foreign Investment: $103 million

All statistics are for 1990 unless otherwise noted

and agriculture-related projects.

the highly vaunted Sanyo plant in the
Shekou industrial zone in Shenzhen
produces cheap electronic products
for third world markets using out-
dated technology. Now, however,
there is some evidence that the SEZs
may be able to attract more sophisti-
cated foreign investment. Companies
such as IBM Corp. and Hitachi, lured
by the high-grade facilities of the new
Shenzhen Science and Industrial
Park and the availability of highly
skilled labor, have invested in the
SEZ to produce electronic goods
ranging from 3.5-inch diskettes to
computer terminals. Though the
other SEZs have yet to establish

Xiamen

Major Industries: Electronics, textiles, agricultural and aquatic products,

granite
Exports: $900.3 million
Imports: $889.0 million

- > )
1990 Foreign Investment: $485.5 million )& I )

All statistics are for 1990 unless otherwise noted

Xiamen experienced explosive growth in 1989 and 1990, thanks to an influx of

Taiwan capital and investment. First-half 1991 figures, however, reveal that
Taiwan investment is down markedly over the same period last year, registering
37 projects worth nearly $25 million—a decline of 50 percent and 83 percent,
respectively. The drop reflects an overall slowdown in Taiwan investment in the
mainland, the result of the 1990 crash of the Taiwan stock and property
markets and corruption scandals involving Taiwan businessmen in Xiamen.

similar facilities to attract foreign
investors, Xiamen, which can draw
on Taiwan support and local skilled
labor, probably has the greatest
chance to successfully follow
Shenzhen's lead.

Support for a new decade

These factors leave the SEZs well-
positioned to command a strong role
in China’s economic growth in the
1990s. Deng Xiaoping appears to
have assumed personal responsibility
for the initiation and implementation
of the SEZ experiment, a commit-
ment underscored by the leader-
ship’s remarks at the February 1990
SEZ Work Conference. Similarly,
during an October 1991 visit to
Shantou, Li Peng reiterated support
for the SEZs, calling on them to
emphasize the development of high-
tech industry.

During his trip, however, Li Peng
also stessed the need to draw up a
unified, comprehensive development
plan for the SEZs. This reflects the
leadership’s concern with maintain-
ing effective control over the south-
ern provinces, which have enjoyed
more than a decade of relative
political and economic autonomy.
But unless alternative sources of
foreign exchange can be developed
in the near future—which rules out
the three-decade Pudong scheme—
Beijing will have to become resigned
to its comparatively diminished role

[

in southern China. 9
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Council Activities

Member Companies Address Possible 301 Sanctions

Council members met in Washing-
ton, DC, on October 9 to assess the
implications of the US Trade Repre-
sentative (USTR)’s 301 investigation
into market barriers in China. Joseph
P. Massey, assistant US trade repre-
sentative, and Lee M. Sands, USTR's
diyector for Chinese and Mongolian
affairs, summarized reasons for the
investigation, which has been
launched under 301 provisions of the
1988 Omnibus Trade Act. Massey
also outlined potential future strate-
gies by the Bush administration for
resolving 301-related disputes.

Executives from the more than 30
member companies represented at

Likely targets for
301 sanctions
include Chinese
products exported
in large quantities
to the United
States.

the meeting expressed a broad range
of opinion on the wisdom and
effectiveness of initiating a 301
investigation. In response to several

questions, Massey clarified the basic
criteria USTR will employ to select
which product categories to levy
sanctions against, should the dispute
fail to be resolved within the legally
mandated timeframe.

Likely targets for 301 sanctions
include Chinese products exported
in large quantities to the United
States for which there are alternate
sources of supply, which would mini-
mize the impact on the US economy.
Products produced by the State
sector in China are also likely to be
targeted, in order to prevent harm-
ing the more market-oriented sectors
of the Chinese economy.

@f Wf A stunning landmark in Shanghai.
A (W

Garden Hotel Shanghai

Managed by the ofoved Ofwra Tokyo
Amember of The“JeadingHotels of theWorld®

Rising prominently above Shanghai’s growing business
centre, is a hotel marked for a grearness all its own.
Introducing the Garden Hotel Shanghai.

Here, guest rooms look out on a rtraditional French
garden. Styling is art deco. The atmosphere, in fact, is
very much reminiscent of the old French Club the hotel
replaces.

More modern are the comprehensive business facilities.
The presence of a health club and pool. And the
impeccable management provided by Tokyo’s Hotel
Okura.

Come, spend some time with us at the Garden Horel
Shanghai. And experience the luxury of what is destined
to be one of the world’s great hotels.

33 floars, 500 guest rooms/Ballroom, | | multi-purpose banquet halls/
Fully-equipped business centre/Health club with mdoor pool/4restaurant
(Chinese, Japanese, Continental, Coffee Shop)

58 Maoming Nan-lu, Shanghai, People's Republic of China
Tel: (021) 433-1111, Fax: (021) 433-8866,
Telex: 30157 GHSH

Utell International: Hong Kong Tel:5258145, Singapore Tel: 223-9955, U.S.A. Tel: 800-44 UTELL, London
Tel: 01-995-8211, Paris Tel: 01-4208-4040, Duisseldorf Tel: 0211-369903,
Hotel Okura: New York Office Tel: 212-755-0733, Los Angeles Office Tel: 213-388-1151
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Can Pudong Deliver?

Shanghai’s ambitious planners are counting on foreign investors to
propel the new development area

or four decades, Shanghai

has chafed as its wealth,

output, and talent have

flowed to Beijing and other
parts of China for seemingly little in
return. Now, in order to regain its
former preeminence, Shanghai is
embarking on a massive development
scheme of its Pudong district. Aside
from reviving the city’s economy and
boosting its clout in Beijing, the
plan’s backers—which include for-
mer Shanghai leaders who are now
key players in Beijing—have several
other ambitious goals in mind: draw-
ing select foreign business activity
from south to central China; demon-
strating that China’s economic re-
forms and open door policy remain
in effect, especially in Shanghai; and
tackling many of Shanghai’s seem-
ingly intractable environmental, lo-
gistical, and social problems in a
comprehensive way.

The Pudong development
scheme’s huge scale and whopping
multi-billion dollar price tag have
made many local and foreign observ-
ers skeptical of its chances for
success. While the obstacles are
numerous, there are enough coun-
tervailing factors—not least of which
is the indomitable chutzpah of the
Shanghainese themselves—to merit
keeping an eye on Pudong.

Pudong: the facts

The Pudong New Area comprises a

triangular area of 350 sq km of

Shanghai municipality's Chuansha
County, across the Huangpu River
from the Bund. It is bordered on the
west by the Huangpu River, on the
south by the Chuanyang River, and
on the north and east by the Yangtze
River estuary, where the Yangtze
empties into the East China Sea.
Pudong's current population is 1.4
million, up 300,000 since the devel-

Thomas B. Gold

HR

While the obstacles
are numerous,
there are enough
countervailing
factors to merit
keeping an eye on
Pudong.

opment project was announced in
1989.

Though largely undeveloped,
Pudong is hardly a wasteland: it has
more than 2,000 industrial enter-
prises that together employ around
400,000 people. The area’s annual
industrial output accounts for 10
percent of the municipality’s total, as
does its agricultural output. Petro-
chemicals, shipbuilding and ship re-
pair, iron and steel, and building
materials are Pudong’s major indus-
tries.

Shanghai’s planners envision a
three-stage development program
for Pudong. In the first stage, which
coincides with the national Eighth
Five-Year Plan (FYP, 1991-95), im-
proving the physical infrastructure is

Thomas B. Gold is chair of the Center for
Chinese Studies and associate professor
of sociology at the University of Califor-
nia at Berkeley. He is currently conduct-
ing research on modern Shanghai under
a grant from the Luce Foundation.

to be emphasized. This will include
construction of two or three bridges
(the first of which, the Nanpu Bridge,
is scheduled to open at the end of
1991), five tunnels (the Yanan Road
Tunnel has been in operation since
late 1990), a ring road bypassing the
city center and extending out to the
Honggiao Economic and Technologi-
cal Development Zone (ETDZ), a
50,000-line program-controlled tele-
phone system, and gas and water
works (see map). The bill for this first
stage comes to approximately ¥10
billion.

The second stage, which dovetails
with the Ninth FYP (1996-2000),
should see work on a new interna-
tional airport in Pudong, as well as
more tunnels, a subway, a railroad,
and updated laws, regulations, and
policies. The final stage will extend
for two or three decades into the next
century and will focus on the con-
tinuous modernization of the area.
The total cost of the project is
estimated to be between $70-80
billion.

The Pudong New Area is to be
divided into five sub-districts. Ac-
cording to Pudong Development
Office spokesman Yang Xiaoming,
during the first stage development
will be concentrated in three of them:
e Lujiazui Finance Trade Zone This
area, directly across the river from
the Bund, is earmarked as a center
for finance, trade, and commerce.
Ideally, it will become an extension of
the Bund, Shanghai’s historical busi-
ness center. Foreigners will be per-
mitted to purchase and transfer land-
use rights and engage in retail sales in
this area. Office buildings, apart-
ment houses, and exhibition facilities
will be located in the nearby Huamu
District.

e Jinqiao/Qingningsi Export Pro-
cessing District Situated further

22
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north along the Huangpu River, this
zone is designated for high-technol-
ogy, export-oriented, non-polluting
industries. Such industries include
electronics, computer hardware and
software (a local Silicon Valley is on
the drawing board), and textiles.

e Waigaoqgiao Free Trade Zone Lo-
cated in the northeastern corner of
Pudong, Waigaogiao will include
port facilities (four 10,000 tonne-
class berths are to be built in the first
stage; 30-40 are envisioned in all),
export processing zones, a bonded
area with bonded warehouses; and a
base for the exploration of oil and
natural gas fields in the East China
Sea. A 3.6 million kw power plant is
also planned for this area. The free
trade zone will be enclosed and
separated from the surrounding ar-
eas by a two-meter deep ditch and a
barbed-wire fence.

The other two zones are the
Zhoujiadu/Liulu industrial zone,
which will accommodate factories
making steel plate and glass for the
shipbuilding and automotive indus-
tries, and the Beicai/Zhangjiang

Perhaps the
greatest
distinguishing
feature between
Pudong and the
ETDZs and SEZs is
Pudong’s
comprehensive
scope.

zone, which will be developed as a
science and education zone.

Each of the first three zones has a
newly established development com-

pany to manage the development of

its respective area. Each company has
¥100 million in registered funds and
is 60 percent owned by the Shanghai
government. The companies’ respon-
sibilities include constructing, sell-
ing, and renting buildings; running
service operations such as hotels and
restaurants; and serving as agents for

import and export trade. They can
also invest in key projects, including
joint ventures with foreign enter-
prises (see list).

Not just another SEZ

Overall responsibility for develop-
ment of Pudong rests with a leading
group headed by the mayor of
Shanghai. The Pudong Development
Office is responsible for implement-
ing plans, while foreign investment in
the area is handled by the Shanghai
Foreign Investment Commission.

These planners view Pudong's
development as integral to the eco-
nomic and social development of
Shanghai. The development scheme,
accordingly, is comprehensive in
scope. This is perhaps the greatest
distinguishing feature between
Pudong and the Special Economic
Zones (SEZs) and the Minhang and
Caohejing ETDZs in the western part
of the city. Pudong planners are
counting on some of the outdated
and polluting industries on the west-
ern side of the Huangpu—an area
known as Puxi—to set up cleaner,
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The warm welcome of Shangri-La in China awaits you.
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more technologically advanced fac-
tories in Pudong. The former plants
could then be torn down and the
obsolete equipment either destroyed
or transferred to the interior; the old
sites would be converted to other
use. Such a plan would greatly help
clean up the heavily polluted
Huangpu River and Suzhou Creek.
Moreover, if enough of Shanghai’s
13 million people move to Pudong,
much of the decrepit housing stock
in Puxi could be torn down and
replaced. This would lessen the bur-
den on Puxi’s overstretched facilities
and improve the overall quality of life
in the city.

In terms of specific incentives,
Pudong offers potential investors
virtually the same treatment as the
SEZs (see p. 30). Tax rates and
exemptions are structured to favor
infrastructure projects, though for-
eigners may also invest in tertiary
industries (financial, real estate,
wholesale, and retail operations) and
can open foreign bank branches.
They are also permitted to engage in
entrepot trade for businesses in the
Pudong New Area. In fact, over the
past year Shanghai officials have
focused on presenting Pudong as a
zone for trade and finance as op-
posed to industry, perhaps to further
distinguish it from the SEZs.

The politics of Pudong

The idea of developing Pudong is
hardly new. Early in this century
there was talk of building a bridge
across the Huangpu, and Sun Yat-
sen, who led the overthrow of the
Manchu dynasty in 1911, saw its
potential as a port. Both before and
after World War II, development
plans were drawn up but never
implemented due to warfare.

The present push to develop
Pudong dates back to 1984. With the
blessing of the State Council, then
headed by Premier Zhao Ziyang,
detailed investigation began late in
1986 under current-Mayor Huang
Ju, who was assisted by Chinese-
American developer Lin Tongyan.
Then-Vice Premier Yao Yilin gave his
support to Pudong after a visit to
Shanghai in 1987, probably reflect-
ing the approval of Chinese Commu-
nist Party (CCP) elder and economic
guru Chen Yun, a native of the
Shanghai region. At an international
conference convened in May 1988,
then-Shanghai Party Secretary Jiang

After Tiananmen,
Pudong was seized
upon by the central
leadership as a
way to
demonstrate that
China was still
open and pursuing
reforms.

Zemin came out strongly in favor of
developing Pudong, largely because
of the enormous difficulties involved
in transforming the old city. He was
backed by the new mayor, Zhu
Rongji, and the former mayor, Wang
Daohan, a man known to have the ear
of Deng Xiaoping. Yao Yilin paid
another visit in March 1990 on
behalf of Premier Li Peng and Jiang
Zemin, who had been promoted to
CCP general secretary.

Li Peng himself came to Shanghai
in April 1990, and on April 18 issued
a formal statement on behalf of the
Party and the State on the opening
and developing of Pudong. Five
months later, the State Council ap-
proved two sets of policies regarding
development of the area. These
policies deal with such issues as
taxation, land use, foreign invest-
ment approval, and customs regula-
tions.

All of this activity indicates broad
central support for the project across
the spectrum of ‘‘conservatives’ and
“reformers.” It is also clear that
plans to develop Pudong were under-
way well before the fall of Zhao
Ziyang. Thus, identifying Zhao with a
southern development strategy and
Jiang Zemin with a Yangtze strategy is
overly simplistic. Nevertheless, the
June 1989 crackdown did help
Pudong; the development scheme
was seized on by the central leader-
ship—reportedly at the suggestion of
Yang Shangkun—as a way to demon-
strate to the world that China was still
open and pursuing reforms. More-
over, it was believed that Shanghai,
which is both geographically and
politically closer to Beijing than is
Guangdong, would prove easier to
control.

The local leadership has supported
Pudong all along, as a means to

reverse Shanghai’s decline. The
1980s were clearly the decade of
Guangdong and the SEZs, into which
Beijing poured significant money
and resources. Even the neighboring
province of Jiangsu, where thou-
sands of township and village enter-
prises have spearheaded an economic
takeoff, surpassed Shanghai in indus-
trial output in 1985. Shanghai's
industry grew at less than half the 14
percent rate of the rest of the nation
in 1987, though it has performed
comparatively well under the auster-
ity program. Nevertheless, the city's
revenues have continued to decline,
largely due to its heavy reliance on
money-losing, subsidy-guzzling State
enterprises outside the State sector.
These dinosaurs, many of which are
owned by the central government
and remit taxes directly to Beijing,
cannot compete with the flexible and
entrepreneurial new enterprises.
Shanghai leaders see the Pudong
project as a way to systematically link
Shanghai’s economy to that of the
Yangtze Delta region and beyond, up
to Wuhan and Chongqing. They want
the 1990s to be the decade of
Shanghai.

Who pays?

Although it is certainly bold, the
Pudong development scheme con-
tains what could be a fatal flaw;
Pudong’s backers expect foreign
loans and investment to cover about
one-third of the cost of the program.
There is little evidence thus far to
support such expectations; invest-
ment to date has been relatively
minor and much of the foreign
interest is in land speculation, rather
than productive investment.

For its part, Beijing has committed
¥6.5 billion ($1.4 billion) to Pudong
through 1995, while the Shanghai
municipal government aims to invest
¥1 billion annually until the end of
the decade. The actual figure, how-
ever, will depend on the annual
growth rate of Shanghai's enter-
prises, which could mean the ¥I
billion goal is overly optimistic.
Funds from domestic banks (10 have
established branches so far), invest-
ments from domestic enterprises,
and the sale of bonds are also
expected to take up some of the
slack.

But thiswill hardly be enough. The
only foreign loan awarded to Pudong
so far has come from the Asian
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Some Great Things Come
In Small Packages.

We finally did it!
XinTianMa 1s
here, without

7 ROM card!

With XinTianMa, the AsiaCom
software engineers have created the
Chinese text system of the 90’s. As a
software-only system, it now runs on
virtually any PC, including the Micro-
channel machines of the PS/2 series,
and laptops.

NewTianMa, of course, has all the
features that have made TianMa so
popular worldwide. Professional
translators, China-oriented businesses,
scholars and teachers at universities—
thousands of expert users in the field
of Chinese word processing have
adopted the AsiaCom software as the
standard of the future. NewTianMa
has many new features, such as:
ability to mix simplified and conven-
tional character text, scalable Chinese
and Roman fonts (two chinese font
faces included in the basic package:

Order from AsiaCom Inc.: 1117 Ste-Catherine West, Suite 606, Montreal, Qc, Canada H3B 1H9. Phone (514) 434-9373, Fax (514) 434-9374.

I*dngsnngu and Kaiti) to be combined
in your text in different sizes;
Hercules, EGA and VGA display up

to 800x600; a built-in character dictio-

nary based on radical/stroke count,
etc.—To give the user a tool for a
perfect look of mixed Roman/
Chinese text, we have even intro-
duced the luxury of “Roman boost™:
in mixed Roman/Chinese documents:
you can adjust the baselines of
Roman text and Chinese text relative
to each other, on a sliding scale.

“Full-featured program fast becoming
the most popular Chinese word processor.
Choosing proper characters from conlext,
converts phonetic transliterations, or
pinyin, to Chinese characters... as fast as
you type..."”

Home Office Computing in its May "9(0 issue
about TianMa

As a system which has been
re-designed from scratch, XinTianMa
is more user-friendly than ever,

with pull-down menus and pop-up
windows. Price US $695, FedEx over-
night shipping included. Order by

fax or phone, credit cards and fax
P.Os accepted.

Attention existing TianMa users: Send us
vour original TianMa distribution diskette #1
as proof of TianMa ownership (keep your
existing TianMa system with the ROM card),
together with your cheque or billing details,
and receive XinTianMa for the price of an
upgrade, for only US $395—shipping
included! This offer is valid for existing
I'lanMa owners only!

Attention manufacturers/exporters: If your
company is exporting a product to China that
uses a computer control system, or any form
of data processing, contact us to receive infor
mation on our “Localization Service.” Our
project engineers are experienced in inte-
grating ChineselJapanese/Korean language
capabilities into existing hardware/software
environments. Specify your requirements,
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Development Bank (ADB), which
loaned $70 million for the Nanpu
bridge. The ADB has also agreed to
guarantee interest payments on a $48
million complementary loan package
for the bridge, though the loan funds
will be provided by several Asian
commercial banks. The Chinese are
looking to the World Bank, other
international lenders, and foreign
governments for soft loans, but have
secured no firm commitments thus
far.

On the private-sector side, more
than 7,000 potential investors have
dropped in on the Pudong Develop-
ment Office. Over 70 foreign ven-
tures worth more than $100 million
have been approved; more than 40
are already in operation. By far the
largest investment to date is a $25
million joint venture between E.I. du
Pont de Nemours & Co. and two
Chinese enterprises to produce agri-
cultural chemicals (see box). If this
project is discounted, the average
value of investment in the area is
quite low. Most direct investment

Most foreign direct
investment seems
to be coming from
Taiwan, and is
being funneled into
light industrial
sectors such as
electronics, not
infrastructure.

seems to be coming from Taiwan, and
is being funneled into light industrial
sectors such as electronics, not infra-
structure.

Can Pudong fly?

The Pudong Development Office
is staffed by a group of bright,
articulate young people who have
clearly been instructed in western
sales methods. They show a slick
video, present a wealth of mockups

and charts, and make Pudong sound
like a viable project. Clearly, Pudong
does have a lot going for it. Shanghai
is an important industrial base and
has a large pool of talented labor. In
addition, the Yangtze delta contains
more than one-third of China’s
population and produces 40 percent
of its gross national product. A
foothold in Pudong could be key to
tapping this huge potential market.
But despite these advantages,
Pudong still faces a host of serious
problems which could derail plans
for development of the area. These
problems include:

e Changing political winds To what
extent does Pudong rely on the
tenure of Jiang Zemin, Zhu Rongji,
and their aged backers? It is not yet
clear whether these leaders have the
ability to bring domestic investors
and lenders on board. Moreover,
there are questions as to the commit-
ment of some of the elders, many of
whom blame the failure of the Soviet
coup attempt and the downfall of the
communist party there on the Soviet

Positive on Pudong

In April 1990, E.I. du Pont de Nemours
established a $25 million joint venture
with the Shanghai Pesticide Factory and
the Shanghai Pesticide Research Insti-
tute in the Pudong New Area. The
largest foreign investment in the Pudong
New Area to date, the 50-year Du Pont
venture will produce Londax rice herbi-
cide for both domestic and export markets
when it becomes operational in early
1992. CBR Editor Pamela Baldinger

spoke with Du Pont Agricultural Chemi--

cals Ltd. (Shanghai) General Manager
Dick Y.H. Liu about his impressions of
Pudong.

CBR: Why did Du Pont choose to locate
its joint venture in Pudong?

Liu: We considered a total of 14 sites
throughout China, and settled on
Pudong for many reasons. First, it is
near Shanghai. Aside from being the
biggest city in China, Shanghai also
has an excellent human resource
base—it has many good universities,
research institutes, and manufactur-
ing organizations. In addition,
Shanghai has a good transportation
network, and good utility (water, gas,
steam) supplies. We also received a

lot of support from the Shanghai
municipal government to locate in
Pudong.

CBR: Did the government offer you
special incentives to get you to locate in
Pudong?

Liu: We did not receive special
privileges or incentives from either
the central or Shanghai government.
But the Shanghai government has
been very supportive and encourag-
ing of the venture, and the central
government has expressed a strong
desire to protect our intellectual

property.

CBR: Infrastructure development in
Pudong is still in the early stages. How
has this affected your venture?

Liu: Lack of infrastructure is the
major disadvantage of Pudong at this
stage, though current water and
power supplies are sufficient for our
needs. Locating in Pudong has af-
fected us in other areas, such as
recruiting and hiring labor. Local
regulations, which limit wages to
120-150 percent of those in com-

parable State enterprises, have com-
pelled us to augment other areas of
the total pay package to attract
workers to Pudong. We also had to
buy the houses of the farmers who
originally lived on the land we now
occupy. This money was used by local
authorities to resettle the farmers
elsewhere.

CBR: Do you believe China's develop-
ment plans for Pudong are realistic?
Why or why not?

Liu: Both the central and local
governments are engaging in a very
ambitious program to develop
Pudong. I believe it will be hard, but
it's possible. Based on our experi-
ences thus far, I would encourage
other foreign companies to invest
there.
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Union’s opening to the outside and
laxity in ideological education.
Pudong could become a convenient
stalking horse for such individuals,
especially if it grants foreigners rights
even the SEZs don’t offer, such as the
ability to conduct free trade in
Waigaoqiao.

e Unclear lines of authority It is still
unclear who has ultimate authority
over Pudong. The CCP has been
loathe to grant too much autonomy
to Shanghai, both because of general
mistrust of the city’s cosmopolitan
residents and its importance in na-
tional industrial production and rev-
enue generation. Even now, Shang-
hai accounts for 7 percent of total
industrial output and 10 percent of
total gross revenue. Beijing, there-
fore, may not wish to grant Pudong
the autonomy to make rapid deci-
sions and plan its own development.
Moreover, some Pudong officials
fear that the SEZs and open cities will
try to use their clout to gain permis-

Pudong’s develop-
ment affects all of
Shanghai; yet it is
uncertain whether
all of the
constituent players
can be made to
coordinate strategy.

sion to provide incentive packages
more favorable than Pudong’s.

e Bureaucratic interference
Pudong’s development affects all of
Shanghai; yet it is uncertain whether
all of the constituent players can be
made to coordinate strategy. The
Caohejing and Hongqiao ETDZs, for
example, seem to be quickly approv-
ing projects they stalled on earlier for
fear that they will end up in Pudong
instead. It is equally uncertain
whether the corruption and rigidity

Pudong Development Companies

Export Processing District Development Co.

Shanghai

2111 Pudong South Rd., 6 F1
Shanghai 200127

Tel: 8849888 ext.605

General manager: Zhu Xiaoming

Deputy general managers: Zhou Bohua, Ting Wenhu, Yan Huhai
Office directors: Song Jinjiang, Xu Peiliang

Waigaogiao Free Trade Zone Development Co.

Shanghai

2111 Pudong South Rd., 7 Fl
Shanghai 200127

Tel: 8849888 ext. 709, 711
Fax: 8849692

General manager: Ran Yanhua

Deputy general managers: Li Shuming, Ju Delong, Chen Zaigao
Office directors: Zhou Youxiang, Jia Liuhai

Lujiazui Finance Trade Zone Development Co.

2111 Pudong South Rd., 5 Fl
Shanghai 200127

Tel: 8849888 ext. 511, 513
General manager: Wang Ande

Deputy general managers: Yu Li, Wang Yagu, Zheng Shangwu
Office directors: Qian Jiahong, Ge Huizhong

Foreign companies exploring investment opportunities in Pudong may also wish

to conlact:

Shanghai Foreign Investment Commission

Xinhonggiao Building, 20 F1
55 Loushanguan Rd.
Shanghai 200335

Tel: 2752200 ext 812, 803
Fax: 2754200

Director: Sha Lin

of Shanghai’s bureaucracy can be
checked enough to attract sufficient
foreign capital.

e Unclear role of local industry and
labor There are significant doubts
that Shanghai’s State industries will
be willing or able to make the
investment in upgrading necessary to
move to Pudong. Similarly, it is too
early to tell if Shanghainese will be
willing to move to Pudong or make
the cross-river trip to work; the
Shanghainese predilection to be at
the center of action could make
attracting talent problematic—or at
least more expensive.

® Insufficient incentives for for-
eign investors Pudong’s success ulti-
mately depends on the willingness of
foreigners to invest there. Yet
Pudong must compete not only
against growing opportunities in Eu-
rope, but against other regions of
China (and, after 1997, Hong Kong).
Returns on investment in infrastruc-
ture will come only in the very long
term, a disincentive to most potential
investors. Therein lies Pudong’s
catch-22; foreign investors generally
won't invest in an area without an
established infrastructure, yet with-
out foreign investment, the infra-
structure can't get established. More-
over, unlike other regions of China,
Pudong has no natural constituency.
Shanghai-born capitalists who fled to
Hong Kong after 1949 are unlikely to
want to commit great amounts of
funds to Shanghai.

No verdict yet

Shanghai used to be known as *‘the
Paris of the East,” and its boosters
constantly compare it to that city and
London—great financial, commer-
cial, and cultural cities that span both
sides of a river. At this point, the
Pudong development scheme is still
too new for analysts or potential
investors to evaluate conclusively.
Key infrastructure projects are un-
der construction and the zones are
taking shape. While the significant
amount of money and “face’ riding
on the project should ensure against
outright failure, the widespread for-
eign belief that the current regime in
Beijing may be short-lived has in-
creased uncertainty, leading poten-
tial investors to shy away from long-
term projects. Until Chinese leaders
can eliminate that uncertainty,
Pudong’s promise will likely remain

e

more fiction than fact. 7
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Putting Pudong in

Perspective

Pudong’s investment incentives are on par with those offered

or close to two '\’Cil]'!i now,
foreigners considering in-
vesting in China have been
barraged by the media blitz
surrounding Shanghai’s Pudong New
Area. Propaganda aside, two ques-
tions remain: Why choose Pudong?
How does it differ from the Special
Economic Zones (SEZs) or the Eco-
nomic and Technological Develop-
ment Zones (ETDZs) of the open
coastal cities? Potential foreign inves-
tors may find answers to these
questions by comparing the laws and
regulations governing these areas.

Not too special

Some 13 regulations have been
promulgated—mainly by Shanghai
municipal authorities—to give shape
and direction to the Pudong New
Area. Of particular interest to for-
eigners, the Regulations of Shanghai
Municipality for the Encouragement
of Foreign Investment set forth the
incentives available to foreign parties
who invest in Pudong. Basically, the
incentives offered in Pudong are
identical to those available in the
SEZs and ETDZs (see chart). Former
Shanghai Mayor Zhu Rongji report-
edly requested that Pudong be al-
lowed to grant more attractive incen-
tives to foreign investors, but the
State Council refused for fear the
existing zones would demand equal
treatment.

Article 25 of the regulation holds
out the promise that foreign inves-
tors in Pudong may be granted
special incentives if they invest in
projects especially encouraged by
Shanghai. Local officals, however,
have been remarkably coy when
asked what such projects and incen-
tives might be. It thus remains to be

by the SEZs

Norman P. Givant

Article 25 holds
out the promise
that foreign
investors in
Pudong may be
granted special
incentives if they
invest in projects
especially
encouraged by
Shanghai.

seen whether this provision will have
any real meaning.

Who is welcome?

Generally speaking, foreign invest-
ment in Pudong is encouraged in
several areas:

e Manufacturing enterprises, espe-
cially those that are technologically
advanced or export oriented;

® Projects for the development and
operation of large tracts of land; and
e Energy, transportation, telecom-
munications, and other infrastruc-
ture development projects.

The Guidelines for Industries and
Investment in the Shanghai Pudong
New Area give a clearer picture of

Norman P. Givant is a partner in the
international law firm Coudert Brothers
and opened the firm's Shanghai office in
1986. For the past three years he has also
served as co-president of the American
Chamber of Commerce in Shanghai.

the type of investment Shanghai
wishes to encourage in Pudong. They
provide a laundry list of desired
industries and projects, ranging from
power, water, gas, and waste treat-
ment plants to high-tech industries
such as computers, semi-conductors,
precision machinery, and bio-tech-
nical engineering. These guidelines
are not fixed in stone, however, and
the Shanghai authorities will gener-
ally consider any sensible non-pollut-
ing industrial project.

The specifics

The other regulations governing
foreign projects in Pudong cover a
number of areas, such as taxation,
land use, administration, and fi-
nance.
Taxation The tax and other incen-
tives to be granted to foreign inves-
tors in Pudong are stipulated in the
Regulations on Reduction and Ex-
emption of Enterprise Income Tax
and Consolidated Industrial and
Commercial Tax (CICT) to Encour-
age Foreign Investment in the Shang-
hai Pudong New Area. The regula-
tions state that Sino-foreign equity or
cooperative joint ventures and
wholly foreign-owned enterprises en-
gaged in manufacturing in Pudong
are to be taxed at the rate of 15
percent on profits. As far as tax
holidays go, those enterprises with
terms of operation exceeding 10
years will be granted a two-year tax
exemption and a 50 percent reduc-
tion for the three years thereafter.
These rates are the same as those in
the SEZs and ETDZs, but lower than
those in force in the rest of Shanghai
(excluding the ETDZs).

Joint-venture banks and financial
institutions, as well as branches of
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Incentrves for Foreign-Invested Enterprises in
China’s Special Investment Zones

ETDZs SEZs PUDONG
TAXATION
15% income tax rate
e for manufacturing ventures v v v
¢ for non-manufacturing ventures v v v
¢ for foreign joint-venture banks or foreign bank branches X v v

Tax exemptions
e for manufacturing ventures with terms of at least 10 years: 2
yr. exemption after first profit-making year, followed by 3
yrs. at 50% v " v
® for service sector ventures with terms of at least 10 years: 1
yr. exemption after first profit-making year, followed by two

years at 50% X v
e for banks with terms of at least 10 years and $10 million in

capital: 1 yr. exemption followed by two years at 50% X v v
Exemption from taxes on profits remitted abroad v v v

Additional tax exemptions/reductions available for
technologicaly advanced, export oriented, or infrastructure
enhancing ventures v v v

Eligibility for exemptions/reductions in CICT taxes, under
certain conditions

® on imports v v v
® on exports v v v
Exemption from export duties when at least 20% of value is
added by an FIE to non-coastal zone materials prior to export v v v
Exemption from property taxes, under certain conditions v v v
LAND USE RIGHTS
Maximum grant 50 or 70 years, 70 years 70 years
depending on
¢ location
Transferable v v v
BANKING AND FINANCE
Priority lending from Chinese financial institutions v v v
Right to establish foreign bank branches, Sino-foreign joint-
venture banks, and financial corporations invested with foreign
capital X v v
CICT tax levied at 3% on loan business Not applicable v v

Sources: Coudert Brothers, US Department of Commerce
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foreign banks with operating terms
of over 10 years and foreign-invested
capital (or foreign-allocated working
capital) of over $10 million, are to be
granted a one-year tax holiday from
the first profit-making year and a 50
percent reduction in tax for the next
two years. After this period, they will
pay tax at the reduced rate of 15
percent of profits. This treatment is
identical to that extended to joint-
venture banks and other service joint
ventures in the SEZs.

Land use Land use in Pudong is
governed by two sets of measures.
They permit the long-term lease of
land and the purchase of land-use
rights through public bidding, auc-
tion, or negotiation with the local
authorities. The maximum terms for
various uses of land are:

e Land used for commercial, tourist,
or recreational purposes: 40 years

e Land used for industrial purposes:
50 years

e Land used for the purposes of
education, scientific research, cul-
ture, public health, or sports: 50
years

e Land used for housing: 70 years

e Land used for other purposes: 50
years

These terms are comparable to those
in the SEZs, but are longer than
those granted in the rest of Shanghai,
where 50 years is the upper limit.
Approval procedures The proce-
dures for approving foreign invest-
ment projects in Pudong are con-
tained in the Measures for the
Examination and Approval of For-
eign Funded Enterprises in the
Shanghai Pudong New Area. The
Shanghai Foreign Investment Com-
mission (SFIC)’s $30 million approval
limit for projects in Pudong is the
same as its limit for projects in other
areas of the city. Procedural require-
ments for Pudong applications are
the same as well.

Domestic enterprises are also per-
mitted to invest in Pudong, subject to
the Provisional Measures of Shang-
hai Municipality to Encourage In-
vestment in Pudong by [Domestic]
Regions Outside [Shanghai]. Ap-
proved by the Shanghai municipal
government in May 1991, these
measures are unique. Domestic Chi-
nese units have already set up numer-
ous enterprises in the SEZs to take
advantage of the incentives available
there, but this is the first time that
regulations specifically designed to

encourage such investment have
been publicly promulgated. The mea-
sures allow domestic enterprises to
remit foreign exchange profits back
to their home provinces, to be
exempted from customs and CICT
taxes on imports, and in some cases,
to qualify for tax holidays. Domestic
enterprises will also have access to
Shanghai’s foreign exchange adjust-
ment—or ‘‘swap’’—center.

Banking and finance Interestingly,
one regulation promulgated as part
of the campaign for the promotion of
Pudong applies not just to Pudong,
but to Shanghai as a whole. The
Regulations for the Administration
of Financial Institutions with Foreign
Capital in Shanghai allows foreign
banks to set up Sino-foreign joint
venture financial institutions and
banks, or branches of their own
banks anywhere in Shanghai—not
just in Pudong. The establishment of
such institutions is subject to the
approval and supervision of the
People’s Bank of China (PBOC).
Despite Shanghai's efforts to per-
suade the PBOC to allow these
entities to carry out a broad range of
banking activities, the central bank,
under pressure from domestic bank-
ing interests, has limited them to
foreign-exchange business. More-
over, these banks may handle import-
settlement transactions for domestic
Chinese trading corporations only if
they supplied the funds for the
imports. The lucrative trade financ-
ing business in which foreign banks
should have a clear edge has thus
been preserved for the domestic
banking industry.

Despite this highly restricted scope
of business, by October 1991 two
joint-venture finance companies and
seven new foreign bank branches had
been approved to set up operations
in Shanghai; applications from 20
more banks are still pending. Though
all of the approved organizations
have opened their offices in Puxi—
Shanghai’s older, more developed
business center across the Huangpu
River—the Shanghai government is
looking to them to provide much of
the financing that will be required to
develop Pudong.

Waigaoqiao: a step apart

The one facet of Pudong that is
significantly different from the SEZs
and ETDZs is the free-trade zone in
Waigaoqiao. Firms located in this

zone will be permitted to import and
export goods for use in the zone duty
free. Other areas of China have
established bonded warehouses to
facilitate export processing, but
Pudong was the first to establish a
free-trade zone.

To address the special require-
ments of a free-trade zone (which for
tax and customs purposes must be
kept separate from contiguous ar-
eas), authorities have drafted four
regulations dealing exclusively with
Waigaogiao. They contain measures
detailing customs and foreign-ex-
change control procedures in the
zone, as well as administration of the
area. According to these measures,
individuals are allowed to work, but
not live, in the zone. Daily entrance
to and egress from the zone must be
made at a designated station and
both are subject to customs checks.
Import licenses are not required for
materials and components imported
into the zone for export processing,
and such imports are exempted from
import duties and CICT taxes.

Foreign companies, which are gen-
erally prohibited from establishing
trading companies in China, are
allowed to engage in entrepot trade
in Waigaoqiao. As export-processing
companies in the zone will likely
handle their own imports and ex-
ports, however, it remains to be seen
whether the zone will generate suffi-
cient entrepot trade to tempt foreign
investors to establish full-fledged
trading companies there.

Summing up Pudong

If viewed as a 20-year plan for the
development of Shanghai, Pudong
seems eminently sound. But it is not
the solution to all of Shanghai's
current investment needs; Pudong
will not attract—and cannot sup-
port—substantial foreign investment
until its basic infrastructure is com-
pleted. Moreover, Shanghai will have
to cease paying lip service to the
icons of economic reform and imple-
ment what it preaches if Pudong is to
succeed in the longer term. Specifi-
cally, it will have to simplify and
shorten contract negotiation and
approval procedures, improve access
to raw materials and markets, curb
the obstructionism of its bureau-
cracy, and reduce the excessive costs
of doing business in the city. Then,
Pudong might really turn some
heads. 5%
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A partner in China’s future

“United Technologies Corporation

is a high-technology partner in China’s
economic development.

As a leader in international markets,
we have made a commitment to a
long-range business strategy for China.
We are using technology transfer

in support of economic reform, and
have broad-spectrum involvement

in China through our operating units.”

Jonathan M. Schofield
President
United Technologies International Corporation

2% UNITED
TECHNOLOGIES

Pratt & Whitney aircraft engines Carrier heating and air conditioning

Otis elevators and escalators Hamilton Standard aerospace systems Sikorsky helicopters




AMCHAM’S CHINA BOOKS

China Commercial Relations Directory 1991/92

A bilingual, English-Chinese, published biennially
I'his year includes 119 companies. Also includes
“statstical anatomy of China™ in the form of 18
charts or listings repnnted with permussion of leading
rescarch publications on China. A **China Travel ™
chapter which gives information on getting visas,
transport connections, American business contacts
in the country , and foreign exhibiions calendar. Now
in its eighth edion. List price: HK$215/US$32 (HKS175/US$28 for
AmCham members)
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PRC Business Firms in Hong Kong and Macau
A guide to over 400 firms compiled by a team of
US government staff members and business people
active in Ch
Banking & Finance, Insurance, Oil Companies,
Shipping Agents, Travel Services, Publishing and
News Media; Geographic lisungs show company
connections 1o national, provincial, urban and Special
Economic  Zone corporations of China. Also
“arent/Holdings firms guide. Products & Services index and Chinese
language company names appendices: essays surveying nature and
history of Chinese corporate presence in Hong Kong and Macau; US
Commerce Department and Hong Kong Trade Development Council
review economic impact and trends of Hong Kong/Macau/China
connection. List Price: HK$265/US$38 (HK$215/US$32 for AmCham
members).

E

Hong Kong Connection — Doing Business in
Guangdong Province

Comprehensive introduction o how business works
and where to get help on the ground in Guangzhou
Special  Economic Zones and so-called “*Open
Arcas’’ like deltas of the three major rivers in the
province — the Pearl, Han and Jian. First book in
Englsh to offer a simple, straightforward and
mexpensive introduction to business conditions in the
province based on first-hand research. List price
HKS$215/US$32 (HKS$175/US$28 for AmCham members)

American Foods and Beverages in Hong Kong
Amencan Foods and Beverages in Hong Kong 1s
a directory of over 200 importers, supplemented with
chapters describing the American presence in Hong
Kong's food business and giving tips on how best
growing market. Published in
cooperation with the US Foreign Agricultural Service
(FAS) in Hong Kong

First edinon. List price: HK$165/US$27 (HKS$135
US$22 for AmCham members)

o enter  this

Returning to Hong Kong — A Home Employment
Resource Guide for Graduates of Overseas Universities
A guide to jobs for almost 4,000 graduating Hong
Kong students returning from overscas. Distributed
frec 10 graduating Hong Kong students at American,
Australian and Canadian universities i ation
with the Institute for Internatonal Education (IIE)
and International Development Program in Australia
HK$165/US$27 (HK$135/US$24 for
AmCham members)

List Price

Doing Business in Today's Hong Kong

Third edinon, a compendium of investment analyses
covenng the key sectors of Hong Kong's export-led
cconomy,  authored by
executives in the termitory's commercial life. Wnitten
the authors of

acive and successful
by businessmen for businessmen,
which arc drawn from the membership of Hong

Kong's largest grouping of foreign investors I'he

Ame n Chamber of Commerce. List price:
HK$185/US$29 (HK$165/US$26 w0 AmCham members)
. . * " . . . . . .

The American Chamber of Commerce

in Hong Kong

Room 1030, Swire House, Chater Road. Central
Hong Kong

Tel 5260165 Fax 8101289 Th 83664 AMCC HX
Mail Address: GPO Box 355, Hong Kong

Establishing an Office in Hong Kong

1990/91 seventh edition of this annual. Features
Hong Kong context reviews of business services as
vaned as freight forwarding, law and architectural
consulting. First-reference book for newcomers. Text
material divided into 17 brief chapters intended to
raise the right questions and offer the best references
supported by six appendices with referrals to key
organizations, AmCham busincss contacts  and
other sources. Five maps. List price: HKS165/USS27 (HK$135/US5$22
for AmCham members)

Estabinhing &

Who's Who in Hong Kong Communications 1990
312-page book with four major categones: **Who's
Who in Hong Kong Communications”™ carries
extended paid listings of 115 companies. providing
65 categonies of products & services. ~*Communica
tions in the Hong Kong Context™ includes 11 articles
reviewing themes in advertising, public relations,
publishing, desktop publishing equipment, and
printing. **Professional Support in Hong Kong'
includes a miscellany of 10 different lists/key documents. **Quick
Contact File™ 18 a telephone finders’ guide to about 4,400 companics
in Hong Kong. divided into 36 categones. List price: HK$215/US$33
(HK$175/US829 for AmCham members)

Hong Kong Electronics Handbook/Directory
Hong Kong Electromes Handbook/Directory s
divided into three major sections. The first introduces
the manufacturing side of the industry with articles
from people who know it

“Sourcing guide”” directory of 133 electronics
companies describes their products and services,
indicates if they do onginal equipment manufacturing
(OEM), describes the nature of their manufacturing
in China if any. and names their subsidiaries in Hong Kong, China
and the region

The last section of the book 1s a guide 0 Hong Kong's electronics
services sector. It includes 10 different articles by authors active in
cach sector covered. List price: HK$215/U83832 (HK$175/US$2K for
AmCham members)
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1989 seventh ediion guide for newcomers 10 the
region. First published in 1973, Divided into 15
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Communications Legal Information,
Schools, Leisure Activities and even a chapter on
the best way 1o leave. List price: HK$165/US$27
(HKS$135 24 for AmCham members)
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AmCham Members Directory 1990/91

Over 500-page book contmins four major sections,
including a guide 1o over 600 American private or
governmenl  Organiza s concerned with US
business development in Asia-Pacific. Lists 2,570
members  from 1,079 cc nies.  List  price
HKS1.170/US$162 (HK$720/US$112 for AmCham
members)

Hong Kong’s Training Services 1991

Extended profiles of 31 major traiming providers in
Hong Kong and mne major types of traming
surveyed, described are 17 educational
institutions and seven ““in-house” programs run by
specific companies or organizations. List price
HKS$175/U8$25 (HK$145/U8822 for AmCham
members)
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i 2l Commenta

The Air Freight Game

ong Kong is losing its
competitive advantage
due to excessive air
freight charges. The
fault lies not with air carriers, but with
an archaic air services agreement that
denies US freight carriers Fifth Free-
dom rights through Hong Kong.

This agreement, known as “Ber-
muda I1,” was drafted by the govern-
ments of the United Kingdom and the
United States in July 1977, before
deregulation of the US airline indus-
try. Bermuda II was designed to
provide a framework for the develop-
ment of air services between the
United States, the United Kingdom,
and the remaining UK territories,
including Hong Kong. At that point
in time, there was no way regulators
could foresee that freight movement
through the territory would skyrocket
or that dedicated cargo airlines would
carve an important niche in the
industry. Thus, Fifth Freedom rights
for cargo carriers was not an issue.

These rights enable holders to
carry revenue traffic between any
points on flights between three or
more treaty-partner nations. For
example, if an air-cargo flight origi-
nates in the United States and flies to
Japan, it may both off-load freight in
Japan and take on freight for its next
destination, say, Hong Kong. In
Hong Kong, that same air-cargo
flight may oft-load its cargo from
both the United States and Japan,
and take on freight for its next and
final stop, Singapore. Upon return-
ing from Singapore through Hong
Kong and Japan to the United States,
this flight may off-load and load
without restriction at any of these
locations.

The existing US-Hong Kong air
services agreement, however, allows
US flights to Hong Kong to deposit
only freight loaded in America; they
Singapore-bound
freight (for example) in Hong Kong.
Conversely, when the flight returns

cannot take on

Thomas E. Goetz

to Hong Kong from Singapore, it
cannot take on freight for Japan or
any other non-US destination. As a
result, in 1989 Federal Express was

forced to forego 29,000 tons of

available capacity on its flights within
the region—the equivalent of 263
fully loaded air freighters. The cost
of this wastefulness was borne by the
Hong Kong exporting community,
which in some cases had to resort to
more expensive charter flights or
slower ocean transport for lack of air
cargo space.

The cost to the economy

According to a privately commis-
sioned study conducted by Gellman
Research Associates in 1990, if Hong
Kong granted Fifth Freedom rights
to US cargo carriers, air cargo rates
for Hong Kong would decrease by
10-25 percent for intra-Asian
cargo—one of Hong Kong's top
potential growth areas. The study
involved 700 firms, which together
employ 267,000 people and account
for HK$2.48 billion in revenue.
Gellman Associates concluded that a
10 percent reduction in air-cargo
rates would stimulate sales of the
surveyed companies by HK$2.4 bil-
lion per year; a 25 percent reduction
in rates would increase sales for those
firms by HK$5.0 billion annually.
The increased sales of those 700
firms would add an additional
HK$700 million-1.5 billion to the
Hong Kong economy per year.

But lost revenue is not the only
cost of denying Fifth Freedom rights
to US cargo carriers; their absence
may also contribute to the territory’s
decline as a regional air hub. While

Thomas E. Goetz is chairman of the
government-appointed  Import/Export
and Wholesale/Retail Trades Aduvisory
Board and governor of the American
Chamber of Commerce in Hong Kong.
This article is reprinted with permission
of Inside Fashion.

Hong Kong currently is a favored
hub for many airlines, a growing
number of regional competitors are
offering cargo carriers significantly
more attractive opportunities. Singa-
pore, for example, permits US cargo
carriers 42 regional flights weekly;
Hong Kong allows none. Moreover,
with new airports scheduled to open
within the next few years in Shenzhen
and Macao—both of which are in the
immediate vicinity of Hong Kong—
US carriers will have new sites to
which they might move their hubs.
Such moves would end up depriving
Hong Kong of external investment in
terminal, handling, and maintenance
facilities and harming corollary in-
dustries such as freight forwarding.
They might also leave the new Hong
Kong airport underutilized upon its
completion (see The CBR, May-June
1991, p. 38).

What can Hong Kong do to bolster
its position and eliminate the waste-
fulness of the current situation?
When the US and Hong Kong
governments meet this winter to
review the existing agreement, they
should seek to liberalize it. The US
consul general to Hong Kong has
already indicated the United States’
desire to do so, but the Hong Kong
government appears to favor pre-
serving the status quo. Essentially, it
seeks to shield domestic carriers from
potential competition,

This protectionist stance will con-
tinue to force excess costs onto Hong
Kong exporters—the lifeblood of the
territory’s economy—and effectively
voids Hong Kong's claim to be a
bastion of free trade. In today’s
multi-faceted society, no decision will
please every group. The
deciding factor, then, must be the
largest common denominator. In the
case of the air services agreement,
the common interest calls for the
lowest possible cost of air services
and prompt action to achieve this
goal.

mnterest
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Reading

Between the Leaves

China’s tea industry is falling behind in its quest to be.number one

Keith Forster and Dan M. Etherington

n the surface, the Chi-
nese tea industry
presents a remarkable
picture of sustained
growth. Production and exports have
increased steadily since the mid-
1960s; by 1988 output had reached
545,000 tonnes, nearly four times
the 1971 figure. Exports during the
same period also grew at a fast pace,
rising from 53,000 1o 197,000
tonnes, for yearly earnings in excess
of $400 million. By 1984, tea had
become China’s most valuable agri-
cultural export, echoing back to the
previous century, when tea reigned as
the country’s primary export (see The
CBR, January-February 1987, p.46).
Despite this stellar performance, a
number of problems threaten fur-
ther expansion of the industry.
Large-scale planting efforts from
1965-77 led to increased output and
higher yields for many years, but
both output and yield per acre have
declined since peaking in 1988—and
no improvement is anticipated in
1991. This decline, coupled with
rising domestic consumption and
inefficient production, will make it
difficult for China’s tea industry—
currently the second largest in the
world in terms of production—to
keep pace with demand for the
foreseeable future.

Output climbs . . .

Tea grows across a wide range of

geographic and topographic areas in
China. Fermented black tea for
export comes mainly from the prov-
inces of Hunan, Guangxi, Yunnan,
Sichuan, and Hainan. The green teas
(which are not fermented) and oolong
teas (partially fermented) preferred
by domestic consumers are grown in
several regions, particularly in Jiang-
su and Zhejiang provinces. China’s

With nearly half the
world’s total tea
acreage, China
produces only
about 20 percent
of world output.

tea drinkers are also consuming
growing quantities of such scented
teas as jasmine, which is made by
adding dried flowers to green tea.
Tea was collectively farmed in
China until the late 1970s. By the
early 1980s, however, production
had become characterized by small,
scattered, household-managed gar-
dens operating on short-term con-
tracts, along with some larger State-
run farms. Tea output grew about 7
percent per year throughout the
1970s and 1980s—a dramatic
growth rate for any crop, but particu-
larly for a perennial plant that
typically takes up to 10 years to
produce at full levels. Though the
market reforms of the early 1980s
provided farmers with greater incen-
tives to grow tea, the rapid growth in
tea output was due more to mass

Keith Forster and Dan M. Etherington

are vesearchers in the Research School of

Pacific Studies at the Australian Na-
tional University, Canberra. They are
members of the Contemporary China
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stvely on the PRC and Taiwan tea
industries, and are currently writing a
book on the past 50 vyears of tea
production in China.

plantings than decollectivization. In
1973 and again in 1974, for example,
China planted 100,000 hectares of
tea—an area equivalent to the entire
tea-growing acreage in Kenya, the
world’s third largest producer.

. . . while yields stagnate

While the number of bushes
planted in China may have increased,
the actual amount of tea yielded per
acre has not. Though a few provinces
and State-run farms had yields in the
range of 1,000-4,000 kilograms/
hectare (kg/ha) in 1990, the average
yield nationwide was only 498 kg/ha,
a decline over the 516 kg/ha yield in
1988. These levels, moreover, are
barely half the yields reported in
China in 1914-18, before prolonged
civil war and the Japanese invasion
sent the tea industry into decline.

Compared with other tea-produc-
ing nations, China's tea vields are
extremely low. With nearly half the
world’s total tea acreage, China
produces only about 20 percent of
world output. In contrast, India, with
less than 20 percent of total global
tea-producing area, produces over
30 percent of the world’s tea. India's
average yield in 1990 was over 2,000
kg/ha.

The low efficiency in China sug-
gests that management of the acreage
planted in the 1970s has been poor.
Since new plants, if well managed,
typically yield at least 1,000 kg/ha
when mature, the minimal increases
in China’s average vyields over the
past decade are evidence of inade-
quate field management techniques.

National data, which became avail-
able in 1982, support this conclu-
sion. Government statistics indicate a
wide gulf between total planted area
and area actually harvested. In 1982,
for example, 256,000 ha were classi-
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fied as immature. By 1989, this area
should have joined the “‘plucked”
area as the young bushes matured,
but plucked area increased by only
70,000 ha. Furthermore, more acres
were added to the estimates of
immature fields, leaving a total of
198,000 ha of unplucked tea.

These figures suggest that China’s
unplucked acreage consists not only
of immature plants, but also of
abandoned and neglected areas.
Over the past five years, we have seen
many mature tea fields in China that
appeared seriously neglected; some
areas in Zhejiang and Anhui prov-
inces, for example, had large num-
bers of tea plants of roughly the same
age that clearly had received differ-
ent levels of care. The fields con-
sisted of a patchwork of small plots;
some were well maintained, but
others were infested with weeds.
Some plots had over-height bushes,
while others had recently been
pruned.

Projected shortfalls

Such findings suggest that China
may have difficulty meeting future
international and domestic demand,
both of which are on the rise. In
1988, the State Council projected
that by the year 2000 China’s tea
output should nearly double to
900,000 tonnes, of which at least
400,000 tonnes should be exported.
Domestic consumption, though low,
will also likely rise; annual per capita
consumption of tea in China doubled
from 0.18 kg in 1979 to 0.36 kg in
1988. If annual domestic consump-
tion increased to 0.5 kg/head by the
end of the century, total domestic
consumption would reach 650,000
tonnes. Combined with anticipated
export production, China would be
faced with an average annual short-
fall of 150,000 tonnes.

To meet the total projected de-
mand of 1 billion tonnes by the year
2000, an October 1989 article in
Economic Daily calculated that tea
output would have to increase at an
average rate of 5 percent per annum
during the current decade. Since
Beijing has stated that future in-
creases in output must come from
improvements in productivity rather
than from further expansion of area
devoted to tea growing, yields on the
current 1 million ha would have to
average 1,000 kg/ha-—nearly twice
the current average—in order to

One Sip

Few exports to the United States require a
quality assessment as rigorous as that
mandated for tea. By law, all tea
imported into the country must meet
minimum standards established each
year by the Food and Drug Administra-
tion (FDA). Associate Editor Vanessa
Lide recently spoke with Robert H. Dick,
who has served as the FDA's supervisory
tea examiner for over 30 years, about
trends in China’s tea exports to the
United States.

CBR: Why is tea so stringently in-
spected?

Dick: The Tea Act of 1897 was a
response to US tea importers’ com-
plaints about getting the “dregs’ and
having little legal recourse against
the suppliers of the shoddy ship-
ments. The Tea Act established mini-
mum-quality standards for tea im-
ports to protect against substandard
tea. In those days, China produced
every type of tea on the market, so
there were 10-12 standards estab-
lished each year just for Chinese teas.

Today there are eight standards
for all types of tea. Each year a board
of tea experts meets to decide on the
minimum standards for each variety
of tea; those standards are applied to
the following year's imports. We're
primarily concerned with the taste
and body of the tea—if it's too thin
or pale, for example, you might as
well drink water. Samples of the
minimum acceptable teas are made
available at cost to importers, who
can relay them to suppliers with

at a Time

instructions that they are the lowest
acceptable quality for US purchases.
All teas are subsequently judged
against these standards. At times, we
taste as many as 400 different teas in
a day, but few teas (less than one
percent) actually fail inspection be-
cause our standards are set low.
We've found that suppliers are un-
likely to send teas that might fail, as
they would either be re-exported—at
the supplier's expense—or de-
stroyed. Most rejected teas either
have too much moisture or mold, or
have picked up some foreign odor.

CBR: How do Chinese teas compare to
those from other countries?

Dick: China is different from other
countries because it produces just
about every type of tea available.
Though Argentina is now the leading
supplier of black tea to the United
States, if you added up all the
Chinese teas, China would be the
largest source of US tea imports. It
supplies everything from gourmet
Keemun black tea from Anhui Prov-
ince to the lower-quality teas grown
in southeast China. The Chinese have
also been experimenting with bushes
from other parts of the world, and
have come up with some good teas—
sometimes you can't tell them from
the best Assam teas from India.

CBR: How would you assess the quality
of China’s tea exports to the United
States?

Dick: Overall, the quality of Chinese
teas is going down. The biggest
problem is musty smell and taste.
Sometimes, tea is held in warehouses
in China for several years, but it
doesn’t hold up well in storage.
People there are used to the musty
flavor and consider it a sign of good
tea, but in the United States people
don’t like it. The musty smell can also
be caused by steam processing, which
can leave too much moisture.

Quality has also dropped because
more than 50 percent of all US tea
imports are used for iced tea and iced
tea mixes. While high-quality teas
produce a richer flavor, they also
produce a cloudy drink. US consum-
ers want a clear brew for their iced
tea, even if it means using lower-
quality tea.
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meet these targets. In a tacit
acknowledgement that such gains are
unlikely, the government recently
revised its projections and set forth
less ambitious goals under the Eighth

Five-Year Plan (1991-95).

Steeped in inefficiency

Improving China’s ability to meet
even these modified rtargets will
require further liberalization in the
areas of production, processing, and
marketing. On the production side in
particular, reforms are needed in
land-tenure arrangements for long-
lived perennial crops like tea. Many
farmers are reluctant to invest in
improved cultivation techniques
when land-tenure contracts average
only about four years—far less time
than it takes for a tea bush to mature.
Short contracts thus result in a
lfnd(.’n('y Lo I't‘il}) maximuim Sh()['l -run
profits by over-plucking immature
bushes, to the detriment of long-term
bush maintenance. This tendency has

been reinforced by the high costs of

fertilizer, machinery, and tools,
which have discouraged crop im-
provement efforts. When high infla-
tion raged in 1988, for example, tea
production costs soared, and returns
did not keep pace with those from
other cash crops. Farmers thus found
little incentive to re-invest in their tea

fields.

Furthermore, the small size of

most plots precludes farmers from
the benefits of economies of scale,
which in turn results in low yields. In
Jiangsu, the only province with col-
lectively-managed tea farms, the
1990 average tea vyield exceeded
1,000 kg/ha—far above the average
yields of other provinces. Jiangsu
collectives  profit
planning, management, research,
and processing. While individual
workers and families within the col-
lective receive their own production
targets, they also receive
prices for above-target production.
This incentive helps boost overall
production.

from large-scale

higher

Shoring up price and quality
Even if China is able to increase tea
production in the next few years, it

must concurrently improve quality if

its teas are to command premium
prices on the domestic and interna-
tional markets. This will require
Chinese tea processors to operate in
a more stable manner. In the mid-

After hitting a peak
of over 200,000
tonnes in 1989,
China’s tea
exports declined in
1990 and are
expected to fall
substantially in
1991.

1980s, for example, some tea proces-
sors, following changes in relative
prices, switched from green to black
tea and back to green again within
four years. Though most varieties of
tea leaf can be made into either
green, black, or oolong teas, each type
requires different processing tech-
niques and equipment. Attempts to
change manufacturing processes in
such a short time frame caused a
drop in quality, which was noted by
both domestic and overseas consum-
ers.

In addition, since the early 1980s
there has been an explosion in the
number of small-scale tea-processing
plants using crude equipment, add-
ing further to the problem of declin-
ing standards. Since 1980, local
governments all over China, whether
at the provincial, county, municipal,
or township level, have encouraged
the development of processing indus-
tries as a means of stimulating local
industry and raising taxation reve-
nue. All attempts by the central
government to regain control over
tea production have been rebuffed,
despite widespread recognition of
flaws in the system.

Another significant obstacle to
increasing efficiency in Chinese tea
production is the country's uneven
marketing reforms. In the early
1980s, domestic  distribution and
pricing of tea was subject to the
monopoly management of the Minis-
try of Commerce. In 1984, however,
individuals, enterprises, and other
government departments were en-
couraged to participate as well. State
Council Document 75, released in

June 1984, stipulated that the mar-

keting of tea was to be liberalized to
allow negotiated buying and selling,
leaving supply and demand to deter-

mine prices and the supply of differ-
ent varieties. The one exception to
the liberalization scheme was the
procurement and sale of “border
tea”’—compressed or brick tea pro-
duced in southern and southwestern
provinces and sold to minority peo-
ples in Xinjiang, Tibet, and Inner
Mongolia. For strategic, political,
and economic reasons, this type
remained under the monopoly man-
agement of the Ministry of Com-
merce.

Farmers, processors, and private
merchants responded immediately to
the newly liberalized tea industry;
farm-gate prices—the amount paid
for the unprocessed product—and
domestic retail sales increased, while
reserves fell. In 1985, the spring crop
reached the retail market a month
earlier than in previous years and
State marketing agencies, which had
previously accounted for about 90
percent of the tea procured, pur-
chased only 65 percent. At the farm-
gate level, prices rose by an average
of 35.8 percent, as processors and
procurers—I{rom State and collective
entities, as well as individuals—
fought for tea leaf for both the
domestic and export markets.

This led to a full-scale *“‘tea war’ in
1985, when rising prices and short
supply forced processors to scramble
for tea leaf. The limited marketing
reforms also created a situation
whereby different policies governed
tea production for different markets.
Farmers sought to avoid producing
border teas, for example, since they
remained under tight control of the
Ministry of Commerce. Instead, they
shifted toward providing green and
scented teas for the growing domes-
tic market, making it difhcult for
China to meet export targets.

The tea war continued unul 1989
in some provinces, fueled by a
deliberate State marketing strategy
that set aside about 60 percent of
total output for border and export
markets. The Ministry of Com-
merce’s Supply and Marketing Co-
operative, a State body in charge of
marketing many agricultural com-
modities, was reinstated as the princi-
pal channel for the marketing of tea
in 1989. Its share of sales from
farmers rose from a low of 62.4
percent in 1988 to 73.8 percent in
1989. Given slack domestic demand
under the current austerity program,
State marketing agencies—with large
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stocks to clear and large bank
loans—are reluctant to purchase
more tea. As a result, procurement
prices have fallen though production
Ccosts continue (o rise.

Stagnant exports

Decentralization of the tea indus-
try also lessened Beijing’'s control
over export quality. In 1982, one-
half of total national tea exports—a
full one-third of all black tea exports
and two-thirds of green tea ex-
ports—flowed through a single trad-
ing company in Shanghai. By 1988,
there were 17 trading companies
empowered to export tea. Though
some land-locked provinces such as
Anhui continued to use Shanghai as a
transshipment port, most of the tea-
producing provinces began to export
directly. These areas, however, lacked
Shanghai’s experience and trade con-
tacts. Moreover, the heightened com-
petition among the corporations for
mternational markets resulted in
relaxed quality control measures.

As a result, tea exports declined in
1990 after hitting a peak of over
200,000 tonnes in 1989, and are
expected to fall further in 1991 (see
chart), thanks to the recent abolition
of export subsidies. Under the new
rules, provincial trading companies
are now supposedly responsible for
their own profits and losses. China’s
black tea exports tend to be low
quality, and therefore fetch low
prices. At times, prices on the world
market have actually been lower than
production costs. Without export
subsidies to make up the difference,
China’s exports of black tea will likely

decline. Moreover, the rapidly chang-
ing economies in such traditional
markets as the USSR and Poland—
which previously purchased black tea
through barter trade—may pose real
problems for China’s
since all trade is now supposed to be
conducted in hard currency. It is
doubtful whether these economies
will have the cash.

In the green tea trade, which has
been far more profitable for China in
recent years, provincial rivalries
threaten to undermine consumer
confidence in product reliability and
quality. Though Chinese teas domi-
nate the world green-tea market, im-
porters in the primary North African

eXp reers,

markets have complained recently of

deteriorating quality. China has made
relatively few efforts to market this
beverage to other markets, though
there is growing interest worldwide in
the reported anti-carcinogenic prop-
erties of green tea.

Seeking foreign investment

Until the 1980s, China’s tea indus-
try was largely self-funded and self-
reliant. In the past few years, how-
ever, Japanese firms have made some
modest investments in the industry.
The most recent example, a joint
venture producing tea machinery,
went into production in Hangzhou in
March 1990. The factory aims to
manufacture 10,000 units of harvest-
ing and pruning machinery by 1995,
Western technology, which is cur-
rently used for such processes as
packing tea bags, may be increasingly
sought after as the industry seeks to
raise its standards.

China’s Tea Exports
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The tea industry’s largest potential
source of foreign investment funds
and technology, however, is Taiwan.
Taiwan tea companies have already
provided technical assistance and
investment to the adjacent province
of Fujian, partcularly in the process-
ing of volong teas, which are favored
in Taiwan. Until the Taiwan govern-
ment lifts the embargo on imports of
tea from the mainland,
Taiwan investment in the mainland
tea sector will remain limited.

however,

Falling behind

Whether China’s tea industry will
offer significant opportunities for
foreign investment depends on
whether it can recover from its
recent decline. If the rates of growth
from 1963-88 could be maintained
until the end of the century, China
probably would overtake India to
become the largest tea producer in
the world, and perhaps even the
largest exporter. The fall in output
over the last two years, however,
suggests that this is unlikely. Beijing’s
stated policy of not increasing total
tea acreage, along with the slowed
pace of economic reforms, will likely
prevent the industry from maintain-
ing such rapid growth rates.

Without the cushion of new plant-
ings to rely upon, China will have to
improve the management and utiliza-
tion of existing tea plants to sustain
output and exports. Though some
short-term gains may be made by
properly caring for existing fields,
long-term increases in output will
require more extensive planting,
renovation of old fields, and replant-
ing with higher-yielding varieties.
However, these changes are unlikely
to occur under the current institu-
tional structure, in which bureau-
cratic and provincial rivalries
abound, given the distinct goals of
each of the major players. The
Ministry of Agriculture is charged
with production, research, and ex-
tension; the Ministry of Commerce
has jurisdiction over processing and
domestic sales; and the Ministry of
Foreign Economic Relations and
Trade (MOFERT) handles exports.
Calls from within the industry for a
single national tea authority seem to
have gone unheeded. Without better
central coordination, China’s world
tea ranking may well slip back behind
third-place Kenya in the next few
years.
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Bookshelf

Joint Ventures in the People’s Republic of China: The
Control of Foreign Direct Investment and Socialism

Margaret M. Pearson. Princeton, NJ:
Princeton University Press, 1991. 335
pp. 839.50 hardcover.

China’s attitude toward foreign di-
rect investment has gone through
several permutations since the ad-
vent of the open policy in 1979. In
Joint Ventures in the People's Republic
of China, essentially a published
Ph.D. dissertation, Margaret Pearson
has constructed a useful framework
for understanding the evolution of
China’s investment policies and
anticipating future developments.
Much of Pearson’s discussion ad-
dresses the relative ability of socialist
host economies to maximize the
benefits—and minimize the costs—
of foreign investment. She explores
the hypothesis that China, because of
its planned economy and alluring
domestic market, has exceptional
leverage in setting the terms for
foreign investment. Basically, she
finds that while the Chinese have
indeed had a comparatively strong
negotiating postition, their ability to
effectively regulate foreign invest-
ment has varied, due to both internal
and external pressures. She correctly
distinguishes between policy and
implementation of policy, highlight-
ing the clash between the two often
encountered at the working level.
Pearson tracks the Chinese leader-
ship’s contradictory objectives of
both controlling and attracting for-
eign investment throughout the
1980s, finding that emphasis on one
or the other generally shifted with
political winds. In the late 1970s and
early 1980s, for example, conserva-
tives and reformers arrived at a
consensus that foreign direct invest-
ment in China should be permitted,
but strictly controlled. By the middle
of the decade, the conservatives had
been eclipsed by the reformers, who
increasingly recognized both the
value of foreign investment and the
disincentive of excessive controls
upon it. Thus, efforts were made to

- —
s 4
| Ty 3
> 1

iy o

Joint Ventures

. . B

: in the People’s - J
’-i' Republic of :

. China
k. 5

X &

4 >

] "

:

¢

MARGARET M. PEARSON

reduce the amount of control ex-
erted by Party and State organs over
foreign investment projects. Foreign
investors responded to this liberaliza-
tion of the investment environment
by increasing the flow of investment
into the country.

The ascendency of more conserva-
tive elements since the late 1980s has
resulted in a reassessment of the pace
of economic reform and opening.
Basic suspicion of foreign economic
forces has and will continue to slow
the implementation of reforms
sought by foreign investors. While
still supportive of foreign invest-
ment, the current regime is seeking
to more firmly assert its influence
over it.

Pearson’s well-documented, thor-
ough analysis provides useful insights
to  businesspeople accustomed to
dealing with capitalist systems. She
makes clear that there is a rationale
for the plethora of seemingly contra-
dictory statements and regulations
regarding foreign investment in
China. Whether that rationale is
ultimately in the best interests of the
Chinese people, however, is a ques-
tion still open to debate.

—Richard Brecher

Doing Business in China

edited by William P. Streng and Allen
D. Wilcox. New York: Matthew Bender
& Co., Inc., 1990. §95.00 looseleaf.

One of the most recent compendi-
ums of legal and practical guidelines
to doing business in China, this
volume stands out for its breadth of
scope and depth of discussion.
Whether discussing general princi-
ples of contract law in China or such
practical concerns as intellectual
property protection, taxation, or
insurance, Doing Business in China
offers sophisticated and useful in-
formation for law firms and corpo-
rate counsel.

The book’s contributors read like a
“Who's Who” of the China legal
profession, with Jerome Cohen,
Richard Goosen, Jamie Horsley,

Stanley Lubman, Pittman Potter,
Clark Randt, Mitchell Silk and others
lending their expertise. The chief
drawback is that not all sections were
written at the same time. For in-
stance, the copyright section was
written prior to the passage of the
copyright law in 1990, and the
chapter on foreign investment vehi-
cles appears to have been written as
far back as 1987, a significant—if
perhaps unavoidable—shortcoming
in the fast-evolving world of China
business. However, the looseleaf for-
mat, which allows the reader to
remove needed sections from the
binder easily, should make it possible
to keep the volume current—pro-
vided the publisher prints the peri-
odic updates it has promised.
—Richard Brecher
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Manufacturing in Guangdong:
An Executive Guide to Operating in Southern China

by Business International. Hong Kong:
Business International, 1990. 146 pp.
$795 softcover.

While Guangdong Province's Spe-
cial Economic Zones (SEZs) offer
relatively similar tax incentives to
foreign investors, the costs of doing
business in each can vary signifi-
cantly. Shenzhen, for example,
charges foreign-invested enterprises
(FIEs) for hiring workers from out-
side the city—to the tune of ¥10,000
each. Workers in Shekou and the
Guangzhou Economic and Techno-
logical Development Zone (ETDZ)
command the highest basic wages
(from ¥500-900 per month) in
Guangdong, but in Shekou 50 per-
cent of the wages must be paid in
Hong Kong dollars. To help business
planners keep tabs on such factors,
Manufacturing in Guangdong assesses
several sites in the province, includ-
ing the three SEZs, Shenzhen,
Zhuhai, and Shantou; the ETDZs; and
several municipalities in the Pearl
River delta, including Guangzhou,
Foshan, Dongguan, and Huizhou.
Chapters address such issues as real
estate, transportation, utilities,
wages, labor supply, finance, and the
regulatory environment.

Each chapter includes anecdotes
relating how foreign companies have
dealt with the topic discussed; H.].
Heinz Co., for example, built its own
generators in order to ensure a
constant supply of energy for its
Guangzhou joint venture, even
though they cost twice as much to use
as the local utility. A final chapter
features 10 full case studies culled
from interviews with managing direc-
tors of FIEs throughout the prov-
ince.

This book is targeted at investors
already set on establishing manufac-
turing facilities in Guangdong Prov-
ince; it offers little comparison be-
tween Guangdong and other regions
in China. However, the volume’s
large type and numerous graphs and
tables help to highlight the distin-
guishing factors of sites long popular
with foreign investors. —DR

by Randall E. Stross. New York, NY:
Pantheon Press, 1990. 330 pp. $25
hardcover.

This review of Sino-American com-
mercial dealings from the 1970s
through the end of the 1980s will be
an amusing read for anyone familiar
with China business. The book does
not attempt to provide a comprehen-
sive history of its subject, nor does it
make predictions about the future.
Instead, Stross, a professor of inter-
national business, focuses on the
sometimes funny and sometimes sad
encounters between Americans and
Chinese in the course of their devel-
oping commercial relations.

Stross has a good feel for the pulse
of the American business community
in China, and his descriptions of
expatriate life in China are full of
good stories. The complex mix of
exuberant optimism, frustration, and
deep-seeded bitterness felt by many
American business representatives in
China is also well captured.

In its serious moments, this anec-
dotal history provides plenty of food
for thought. The author argues
persuasively, for example, that Sino-
American business encounters have
fundamentally changed both sides,
and that the influence of western
business played an important role in
the events of May and June 1989 in
China. But the book is at its strongest
when examining larger themes and
the motivating forces behind human

Bulls in the China Shop
and other Sino-American
Business Encounters
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behavior. The chapter titled *'Negoti-
ations,” in particular, contains an
excellent summary of the evolution
of negotiation styles and strategy on
both sides, making all other publica-
tions on the subject seem out of date.
Stross also explores the familiar
theme that neither side has lived up
to the other's expectations, and has
some interesting thoughts about why.
He argues that both Americans and
Chinese still tend to have unrealistic
and often overly sentimental images
of each other, leading to persistent
misunderstandings and periods of
deep disillusionment.

This book is well-written and pre-
sented in an attractive volume. It
might be just the thing for the China
trader on your gift list this holiday
season. —Madelyn Ross
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Interview

The China International Trust and Investment Corp. (CITIC) has be-
come one of China’s most successful and respected companies since its
Jounding in 1979. A transnational conglomerate, CITIC has 25 sub-
sidiaries, 20,000 employees worldwide, and a portfolio encompassing
domestic and foreign investment as well as leasing, real estate, finan-
cial, and consulting services. Editor Pamela Baldinger met with CITIC
Chairman Rong Yiren to discuss CITIC’s strategy for the 1990s.

Helping China Prosper

In 1989 CITIC was investigated

by central authorities and fined
$5.1 million for illegal profiteering and
tax evasion. Restructuring also resulted
in CITIC suspending construction in a
number of projects. How did these events
affect your overall strategy and profit-
ability?

CITIC’s profitability increased in

both 1989 and 1990 (see chart).
We continued to expand both over-
seas and at home; CITIC is a partner
in 121 joint ventures with foreigners,
and 179 joint ventures with other
Chinese organizations. We are also
the sole owner of 63 enterprises.
Since 1982 CITIC has raised $1.6
billion through 12 overseas bond
issues. This money has been used for
investment funds and loans and also
for our leasing and real estate
operations.

As for our strategy, we have to be
guided by the Eighth Five-Year Plan,
which puts restrictions on certain
areas. We seek to attract foreign
investment in light of the needs of
the State.

The Eighth Five-Year Plan em-
phasizes the service sector—do you
plan to increase investments in this area?

We mainly invest in the indus-

trial sector, but we will also make
some progress in the finance and
service sectors.

CITIC's Annual Profits
(¥ million)
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What about CITIC’s investments
abroad? Will you continue to

invest strongly in Hong Kong?

Hong Kong is a unique case, as
China will resume sovereignty

over the areain 1997. In Hong Kong,
we must invest with the idea of
maintaining the area’s stability and
properity. In the past few years we
invested extensively in Hong Kong,
and will continue to invest in the
future. This year we plan to establish
a waste recycling joint venture in
Hong Kong with an American com-
pany.

Thus far your Hong Kong subsid-
tary has invested heavily in the
territory’s infrastructure, buying into the
transportation and telecommunications

sectors. Does it plan to invest in the
energy sector as well?

We do not have such plans right

now. CITIC Hong Kong does
have plans to get into power generat-
ing plants on the mainland, however,
in Jiangsu Province.

If I were a potential foreign
investor interested in the main-

land, which sectors or parts of the country
would you refer me to?

I would advise you to invest in

energy, transport, telecommuni-
cations, the development and use of
raw materials, or the updating of old
enterprises. If you were interested in
establishing a joint venture with
CITIC, we would emphasize non-fer-
rous metals, petrochemicals, and the
updating of old enterprises. We will
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not invest in such industries as bicy-
cle, television, and household electri-
cal appliance manufacturing, where
production already exceeds demand.

Q To date there has been little foreign

investment in the petrochemical
industry as petrochemical projects tend to
be very expensive and SINOPEC is very
protective. What plans do you have for
this sector?

We plan to establish a joint

venture in Shanghai with
Du Pont [E. I. du Pont de Nemours &
Co., see p. 27] to manufacture
agricultural chemicals. The chairman
of Du Pont recently visited China to
discuss this project.

Many US investors are interested

in investing in China to serve the
domestic market; but China's emphasis is
on exports. Will CITIC continue to invest
in  consumer product-manufacturing
Joint ventures that target the domestic
market?

A few years ago China’s foreign

reserves were low, so the govern-
ment stressed raising them through
exports. Now that they've recovered,
I think the policy will be more
flexible. We will consider export
products as well as those that contrib-
ute to the improvement of the
livelihood of the domestic popula-
tion,

Do you have any plans to partici-
pate in China’s new national
securities market?

One department of CITIC

Shanghai is acting as an agent
for the Shanghai Securities Ex-
change. The exchange is still a test
case, so while we are getting involved,
we are still very cautious.

Does CITIC have any business
dealings with Taiwan companies?
Many Taiwan businesspeople
have come back to the mainland
to explore cooperation with main-
land enterprises. CITIC has given
some of them advice. We have had
many guests from Taiwan, but not
many large enterprises; the big entre-
preneurs are still restricted by the
Taiwan authorities. But we do have a

few small joint ventures with Taiwan
investors.

Currently, US-China commercial

relations are shaky given the
controversy over Most Favored Nation
(MFEN) renewal and the possibility of new
economic sanctions. How has this uncer-
tainty affected CITIC and your altitudes
toward doing business with American
companies?

According to my experiences,
most US companies seem to
want to continue their business rela-
tions with us. If anything happens to
MFN, there will be some problems.

As China’s
objective is to
double GNP in the
decade to come, |
think the same
thing should apply
to CITIC.

These will not only affect the two
sides, but Hong Kong as well.

Are you avoiding dealing with US
companies during this period?

As long as American business-

people are willing to deal with
us, we will be happy to deal with
them. Our plans are made with the
best scenario in mind, but of course
we are prepared for the worst.

What are your goals for CITIC for
the 1990s?

As China’s objective is to double

GNP in the decade to come, 1
think the same thing should apply to
CITIC.

Fortune magazine has called you
one of the world’s most interesting
businessmen. How do you respond?

I'm just an ordinary Chinese

businessman, trying to contrib-
ute my share to my country. I only
wish to see China prosper, and
China's contact with the interna-
tional community grow.

THE PULSE OF

HONG KONG,

IN THE HEART
OF BEIJING.

Hong Kong efficiency meets
Swiss hospitality.
right in the middle of Beijing
For business travelers who enjoy

the best of both worlds.
swissdtel 47
BEIJING
HONG KONG MACAU CENTER
USA & CANADA |1 8001 637 9477*  HONG KONG (8571 810703

GREAT BRITIAN (0 800) 898.338*  TOKYO il BOSE"
SERIN SINGAPORE 800-8545°
tel (86-1) 5012288

fax (86-1) 5012501 * Toll-tree call
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c'? 18 '@ 7 China Business

Krista Rogers & Val Huston

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous
issues. For the most part, the accuracy of these reports is not independently confirmed by The CBR. Contracts denominated in
foreign currencies are converted into US dollars at the most recent monthly average rate quoted in International Financial

Statistics (IMF).

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

SALES AND INVESTMENT THROUGH
September 15, 1991

Foreign party/Chinese party
Arrangement, value, and date reported

P
A %

Banking and Finance

Other

Midland Bank (UK) and eight other British banks/NA
Finalized a 20-year syndicated loan to be used to purchase UK
equipment for the Xinjiang Ethylene Project. $170 million. 9/91.

BankAmerica Corp. (US)
Opened Shanghai branch office. 9/91.

Bank of Tokyo Ltd. (Japan)
Will upgrade Shanghai representative office to full branch office.
7/91.

Nippon Credit Bank Ltd. (Japan), Chuo Trust Bank (Japan),
Ogaki Kyoritsu Bank (Japan), Chokyo Bank (Japan), Nishi-Nip-
pon Bank (Japan), and Norin Chuo Bank (Japan)/CITIC
Provided loan to support CITIC's construction projects in the en-
ergy, chemical, and textile industries. $23 million. 7/91.

Chemicals and Petrochemicals

China’s Imports

Tecnicas Reunidas (Spain) and Toyo Engineering Corp.
(Japan)/CNTIC
Signed contract to supply equipment for an ethylene complex in
Tianjin. $150 million. 8/91.

Abbreviations used throughout text: BOC: Bank of China; CAAC: Civil Aviation
Administration of China; CAIEC: China National Autemotive Import-Export Corp.;
CATIC: China National Aero-Technology Import-Export Corp.; CCTV: China Central
Television; CEIEC: China Electronic Import-Export Corp.; CEROILFOODS: China
National Cereals, Oil, and Foodstuffs Import-Export Corp.; CHINALIGHT: China
National Light Industrial Products Import-Export Corp.; CHINAPACK: China National
Packaging Import-Export Corp.; CHINATEX: China National Textiles Import-Export
Corp.; CHINATUHSU: China National Native Produce and Byproducts Import-Export
Corp.; CITIC: China International Trust and Investment Corp.; CITS: China
International Travel Service; CMC: China National Machinery Import-Export Corp.,
CNCCC: China National Chemical Construction Co.; CNOOC: China National Offshore
Oil Corp.; CTIEC: China National Technical Import-Export Corp.; ETDZ: Economic
Technological Development Zone; ICBC: Industrial and Commercial Bank of China;
INSTRIMPEX: China National Instruments import-Export Corp.; MLI: Ministry of Light
Industry; MMEI: Ministry of Machinery and Electronics Industry; MOE: Ministry of
Energy: MOTI: Ministry of Textile Industry; MPT: Ministry of Posts and
Telecommunications; NA: Not Available; NDSTIC: National Defense, Science,
Technology. and Industry Commission; NORINCO: China North Industries Corp.; SEZ
Special Economic Zone; SINOCHEM: China National Chemicals Import-Export Corp.;
SINOPEC: China National Petrochemical Corp.; SINOTRANS: China National Foreign
Trade Transportation Corp.; SITCO: Shanghai Investment and Trust Corp.; SPC: State
Planning Commission.

Snamprogetti Corp. (UK)/CNTIC
Signed contract to supply equipment for the Xinjiang Ethylene
Project. $172 million (£100 million). 8/91.

Investments in China

Imperial Chemical Industries (UK) and Swire Pacific Co. (HK)/NA
Will establish paint manufacturing joint venture in Guangzhou,
Guangdong Province. $22.2 million (£13 million). (UK:56% -
HK:34% - PRC:10%). 9/91.

Imperial Chemical Industries PLC (UK)/NA
Will establish wholly-owned enterprise to develop new polyure-
thane products in Shanghai. $1 million. 7/91.

Other

Royal Dutch Petroleum Co. (Shell) (Netherlands)/CNOOC,
SINOPEC, China National Oil and Gas Corp., Guangdong provin-
cial government, and China Merchants Holding Co. Ltd.
Will conduct feasibility study for proposed $2.5 billion refining
and petrochemical joint venture.

Gaz de France
Agreed to carry out studies, install equipment, and train person-
nel to modernize Beijing's 1,200-mile gas network. $3.4 million
(Ffr20 million). 7/91.

‘Construction Materials and Equipment

Investments in China

Onoda Cement Co. Ltd. (Japan) and Mitsui & Co. (Japan)/
Chinese Construction Material Investment Corp.
Will establish joint venture to produce cement. $54 million (J¥7.5
billion) (Japan:57%-PRC:43%). 7/91.

China's Investments Aboard

Uganda National Housing and Construction Corp./China

Sichuan Corp. for International Techno-Economic Cooperation
Established Eastern Africa Construction Co. Ltd. joint venture in
Uganda. 7/91.

Consumer Goods

Investments in China

Pierre Cardin Corp. (France)/Beljing Liyuan Corp.
Established joint venture to produce cosmetics. $1.2 million.
(Fra:51% - PRC:49%). 9/91.
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Minnesota Mining & Manufacturing - 3M (US)/3M China
Will expand Shanghai facilities to produce telecommunications,
health care, electrical, and electronic consumer products. $12.5
million. 9/91.

Kin Son Electronic Holdings Co. (HK)/Seagull Co.(Shanghai)

Established joint venture to produce, distribute, and service cam-

eras in China. $1.28 million (HK$10 million). (HK:50% -
PRC:50%). 9/91.

Toshiba Battery Co. (Japan) and GP Batteries International
(HK)/Huizhou
Will establish battery manufacturing joint venture in Guangdong
Province to produce zinc-carbon batteries. $10 million. 8/91.

Mitsubishi Corp. (Japan) and Young Chang Akki Co. (ROK)/NA
Established joint venture to produce metal parts for pianos. $1.3
million (Japan:10%-ROK:60%-PRC:30%). 7/91.

NA (Japan)/Xiangxian County, Hebei Province

Established joint venture to produce straw sandals. $120,000.
7/91.

China's Investments Abroad

NA (Ghana)/Shanghai No.3 Bicycle Plant
Will establish joint venture to produce bicyles. $1 million. 7/91.

Electronics and Computer Software

China's Imports

International Business Machine Corp. (US)/Anshan Iron & Steel
Co., Liaoning Province
Will supply computers for management and machinery mainte-
nance systems. $8.4 million. 9/91.

Investments in China

Bakat Co. (Singapore)/CATIC
Established the Hangxing International Automation Engineering
Co. joint venture to design and install industrial process control
systems and to develop software. $1.5 million. (Singapore:25% -
PRC:75%). 9/91.

NA (Japan)/Fudan University
Established Shanghai Zhonghua Software joint venture to de-
velop Japanese-language software products. 7/91.

T&W Co. (US)/Stone Corp. (Shanghai)
Will establish software joint venture in the Pudong New Area.
7/91.

Other

Ashton-Tate Corp. (US)/Beijing
Will market a Chinese-language edition of its dBASE IV version
1.1. 7/91.

Environmental Technology and Equipment

Investments in China

Sea Express Co. Lid. (US)/Shanghai Sea Eagle Mineral Water
Equipment Manufacturing Corp.
Will establish joint venture to produce water filters. $850,000
(US:25%-PRC:75%). 7/91.

Food and Food Processing

Investments in China

President Enterprises (Taiwan)/Xinjiang International Trust Co.
Will establish joint venture to produce tomato paste in Urumgi,
Xinjiang Province. $5 million (Taiwan:70%-PRC:30%). 7/91.

Itoman & Co. Ltd. (Japan) and Samioh Foods Co. Ltd.
(Japan)/Shanghai Food Import-Export Corp. and Shanghai Ani-
mal and Egg Corp.
Established Shanghai Shenteng Domestic Animal Co. Ltd. joint
venture to export frozen chicken. $21.12 million (Japan:50%-
PRC:50%). 7/91.

Other

NA (Denmark)/Hailun Sugar Processing Plant
Provided loans to import Danish sugarbeet-processing technol-
ogy and equipment. $18.85 million. 9/91.

"Hachinery and Machine Tools

Investments in China

Hitachi Koki Co. Ltd. (Japan), a subsidiary of Chuo Co. Ltd.
(Japan)/Shanghai Electrical Machinery Corp.
Established Shanghai Hitachi Power Tool Co. Ltd. joint venture.
$10 million (Japan:25%-PRC:75%). 7/91.

Societe Emeraude SARL (France)/Beijing Metallurgical Automa-
tion Engineering Corp.
Will establish Hua Teng Numerical Control Equipment Co. joint
venture to produce digital-controlled equipment in Beijing. $1.37
million (Fra:25.5%-PRC:74.5%). 7/91.

Medical Supplies and Eqﬁlpment

China’'s Imports

The Cambridge Instrument Co. PLC (UK)/NA
Sold 35 cryostats to medical centers across China. $431,575
(£250,000). 7/91.

Investments in China

Toshiba Corp. (Japan)/Beijing Medical Radiation Equipment
Factory
Established joint venture to produce X-ray machines. 7/91.

China’s Investments Abroad

NA (HK, Philippines)/Wujiang Medical and Health Care Products
Factory
Will establish joint venture in the Philippines to produce medical
materials for the US market. 7/91.

" Metals and Minerals

Other

US Department of the Interior/China National Non-ferrous Metals
Industry Corp.
Signed cooperation protocol in the fields of non-ferrous metal
mining and minerals research. 7/91.
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Packaging, Pulp, and Paper

Investments in China

NA (HK)/Shanghai News Printing Development Co.
Will establish Shanghai Security Printing Co. Ltd. joint venture to
print securities documents. 7/91.

Power Plants

China's Imports

Technopromexport (USSR)/CNTIC
Sold two sets of 800,000 kw generators for the Suizhong power
plant in Liaoning Province. $699 million. 7/91.

Investments in China

Hopewell Holdings Ltd. (HK)/Guangdong General Power Co.
Established joint ventures to build two coal-fired power plants in
South China. $3 billion. 7/91.

Other

Asian Development Bank/Lishi Shanxi province
Approved loan for Shanxi Liulin thermal power project. $65 mil-
lion. 8/91.

World Bank
Approved loan to construct dam and power station for the Ertan
Hydropower Project in Sichuan Province. $380 million. 7/91.

Prope;ty Management and Developmeﬁt

Other

Motorola Inc. (US)
Signed lease for 10,000 sq m in Tianjin. 8/91.

_ Shi'ps and Shipping

Investments in China

Fairbreeze Shipping Co. (HK), Tong Ling Shipping and Enter-

prises Co. Ltd. (HK), and Teh Tou Shipping Co. Ltd. (HK)/NA
Established Shanghai Far East Container Co. Ltd. joint venture
to produce shipping containers. $7.9 million. 7/91.

Schierack Beteiliguns (Ger)/Shanghai Zhonghua Shipyard and
Jiangnan Shipyard
Established joint venture to build ships for transporting chemical
and petrochemical products. $12.5 million (Ger:40%-PRC:60%).
7/91.

Telecommunications

China’s Imports

GEC Plessey Telecommunications (UK)/Beijing
Signed contract to provide optical fiber cable and transmission
equipment for five major routes covering more than 1,400 km in
southwestern Hunan Province. 9/91.

Investments in China

Philips Electronics N.V. (Netherlands)/Wuhan Optical Fiber Com-
munication Technology Co. and the Wuhan Trust and Invest-
ment Corp.
Began operation of Yangtze Optical Fibre and Cable Co. Ltd.
$48 million (72.5 million guilders + ¥56 million) (Neth:50%-
PRC:50%). 7/91.

NA (Switzerland)/NA
Established Shanghai Standard Radio and Telecommunications
Co. Ltd. joint venture. 7/91.

Other

MCI (US)/Ministry of Posts and Telecommunications
Signed agreement to establish direct long-distance phone con-
nections to China and to sell analog microwave transmission
equipment. 7/91.

US Sprint (US)/Ministry of Posts and Telecommunications
Signed agreement to establish direct long-distance phone con-
nections to China. 7/91.

Textiles

Investments in China

Jet Fashion International Co. (HK), Opec Co. and Tamurakoma
Co. (Japan)/NA
Established clothing plant in Dongguang, Guangdong Province.
$769,000 (HK $6 million). (HK:50% - Japan:50%). 9/91.

Chemtex (US) and Marubeni Corp. (Japan)/Guangzhou Asian
American Polyester Co.
Established polyester-chip manufacturing joint venture. $20 mil-
lion. (US:25% - Japan:25% - PRC:50%). 7/91.

| Transporiétion

China's Imports

The Boeing Co. (US)/CAAC
Received order for 13 757-200 passenger jets. $800 million.
9/91.

Other

World Bank
Approved loan to double-track the 949-km Zhegan line between
Zhejiang and Hunan provinces and to expand the Xuzhou rail
yards. $330 million. 9/91.

World Bank
Approved IDA loan for Shanghai Metropolitan Transport Project.
$60 million. 9/91.

NA (France)/Hainan SEZ
Will provide loan to build Fenghuang International Airport under
condition French companies provide electrical equipment, ma-
chinery, and designs. $35.7 million (Ffr220 million). 7/91.

Asian Development Bank
Will provide loan for competion of the Yaogu-Maoming railway in
Guangdong Province. $67.5 million. 7/91.

SBH Co. (Germany)
Established a representative office in Shanghai to deal with high-
way, tunnel, and urban traffic control equipment. 7/91.
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POSITION WANTED

Legal /business consultant, 11 yrs.
practice E. Asia business, cover PRC,
Vietnam, Taiwan, Hong Kong. TIMO-
THY A. GELATT, tel 212/529-5681
or 212/998-6292; fax 212/529-4587

NEEDED: RESIDENT POSITION IN
CHINA. Literate in Mandarin. Exp. in
electronics, metrology, physics. WAL-
TER ELLSBURY; 9674 Luna Vista, Las
Cruces, NM 88001 505/382-5057

SEEKING BUSINESS POST: CHINA/
HK Fluent Mandarin & Spanish,
conversant Cantonese & Japanese.
Work experience China & Singapore.
Lived 13 years Asia. GARTH PETER-
SON, 219 The Oaks, Cornell Univ,
Ithaca, NY 14853-3991 Tel: 607/
256-0838

POSITION OFFERED

Multi-million $$ US corp. expanding
to Hong Kong, Taiwan, Japan. Seek-

ing ambitious and focused individuals
for ground floor opportunity. Call
914/782-1546 or 914 /457-9022.

CLASSIFIED AD RATES
US $10/line with 36 characters per
line, including all spaces & punctua-
tion. Submit only typewritten ads and
send with payment 6 weeks before
issue date to:
Classified Advertising
1818 N Street NW #500
Washington, DC 20036 USA.

THE US-CHINA BUSINESS COUNCIL

OFFICERS

Chairman: JONATHAN M. SCHOFIELD

Vice Chairmen: JACK MURPHY, ALEXANDER
Brooy

Secretary-Treasurer: CHARLES F. JACEY

Counsel: LIONEL H. OLMER, Paul, Weiss,
Rifkind, Wharton & Garrison

President: DONALD M. ANDERSON

BOARD OF DIRECTORS

RONALD |. ANDERSON, president, Asia-Pacific
Divisions, American International Underwriters

DonaLDp R. BEALL, chairman of the board and
chief executive officer, Rockwell
International Corp.

Treopore H. BLACK, president,
chairman, and chief executive officer,
Ingersoll-Rand Co.

ALEXANDER BrODY, president, Ogilvy & Mather
Worldwide

ALAN CHIEN, chairman, Abacus Group of
America Inc.

R. Derek FINLAY, senior vice president, H.J.
Heinz Co.

Joun W. GEORGAS, executive vice president,
The Coca-Cola Co.

GERALD M. GLENN, group president, Fluor
Daniel, Inc.

US GOVERNMENT OFFICES IN CHINA

Joun A. Hinps, president, AT&T International
Inc.

Joun C. HUNTER, 111, vice president and
general manager, MCC Asia Pacific,
Monsanto Co.

CHARLES F. JAcEY, JR., vice chairman
International, Coopers & Lybrand

PATRICK J. MARTIN, vice president and general
manager, China Business Development,
Xerox Corp.

Jack MurpHy, president, chairman, and chief
executive officer, Dresser Industries Inc.

WiLLiaM R. PEARCE, vice chairman, Cargill
Incorporated

JONATHAN M. SCHOFIELD, president, United
Technologies International Corp.

CHRISTOPHER A. SINCLAIR, president,
Pepsi-Cola International

Don E. Six, president, Texaco International

EUGENE THEROUX, partner, Baker & McKenzie

Davip TENDLER, chairman, Tendler Beretz
Associates Lid.

PauL W. VAN ORDEN, executive vice president
and member of the Corporate Executive
Office, General Electric Co.

CurisTOPHER H. PHiLLIPS (Honorary), retired
president, US-China Business Council

RoGerR W. SULLIVAN (Honorary), retired
president, US-China Business Council

WASHINGTON STAFF
President: DONALD M. ANDERSON

China Business Review: PAMELA BALDINGER

China Business Forum: MApeiyN C. Ross

Management and Budget: RicHARD L.
PETERMAN

Address

1818 N Street, NW, Suite 500
Washington, DC 20036 USA
Telephone: (202) 429-0340
Fax: (202) 775-2476

Telex: 64517 NcusCTUW

BEIJING OFFICE

Director for China Operations: JOHN FRISBIE
CITIC Building, Suite 22C

Telephone: 5002255, ext. 2263, 2266
Cable: USCHINTRAD

Telex: 22637 NCPEKCN

Fax: (861) 512-5854

EMBASSY

Ambassador: ]. STAPLETON Roy

Deputy Chief of Mission: LyNN B. PASCOE

Agricultural Counselor: EDWIN A. BAUER

Commercial Counselor: TIMOTHY P. STRATFORD

Commercial Officers: ALICE DAVENPORT, JOHN
MUEHLKE, JR., STEVE HENDRYX, MATT BRAZIL,
DaviD SCHNEIDER

Economic Counselor: STEVEN A. SCHLAIKJER

3 Xiushui Bei Jie

Jianguomenwai, Beijing

Telephone: (861) 532-3831

Telex: 22701 AMEMB CN

Fax: (861) 532-3297

CHENGDU CONSULATE GENERAL
Consul General: MARSHALL P. ADAIR
Deputy Principal Officer: KENNETH JARRETT
Jinjiang Hotel

180 Renmin Road

Chengdu, Sichuan

Telephone: (8628) 24481

Telex: 60128 ACGCH CN

GUANGZHOU CONSULATE GENERAL

Consul General: DENNIS HARTER

Deputy Principal Officer /Economic Section
Chief: Joun J. TRacCIK, JR.

Agricultural Officer: PHILIP A. SHUL

Commercial Officers: JONATHAN MaRks, DENNY
BARNES

Economic Officer: THEODORE MANN

Dongfang Hotel

Telephone: (8620) 669-900

Telex: 44439 GZDFH CN
Atmn: USA Consulate

Fax: (8620) 66-6409

SHANGHAI CONSULATE GENERAL

Consul General: FRANK P. WARDLAW

Political /Economic Section Chief: JoHN J.
NORRIS

Commercial Officers: Davip MUrPHY,
ROSEMARY GALLANT

1469 Huaihai Zhong Lu

Telephone: (8621) 336-880

Telex: 33383 uscc oN

Fax: (8621) 433-4122

SHENYANG CONSULATE GENERAL

Consul General: MorToN |. HoLsrooOK, 111

Economic /Commercial Officer: PauL
STEPHENSON

No. 40, Lane 4, Section 5

Sanjing St, Heping District

Shenyang, Liaoning

Telephone: (8624) 290038

Telex: 80011 amcs N

Fax: (8624) 29-0074

HONG KONG CONSULATE GENERAL

Consul General: RICHARD WILLIAMS

Deputy Principal Officer: Davip G. BrowN

Agricultural Officer: PHiLLIP C. HOLLOWAY

Commercial Officers: LEE BoaM, WILLIAM
BrexkE, HENRY RICHMOND

Economic Section Chief: GILBERT |. DONAHUE

26 Garden Rd.

Telephone: (852) 5-239011

Telex: 63141 usDOC HX

Fax: (852) 877-0735



MAKE YOUR MOVE INTO THE CHINA MARKET
FrRoM A PosSITION

China’s market is challenging. It
takes strength, knowledge and
experience, and at HongkongBank
we've been doing business in China for
over 125 years.

Today, as the principal member
of the HSBC Group, we offer the
support of the Group’s 1,300 offices
worldwide.

HongkongBank can help you in
your quest for success. Our staff can

support you with a strength of

knowledge, experience and expertise in
doing business with China.

Whether your banking needs are
project or trade related, import/export,
foreign exchange or advisory services,
HongkongBank can help you.

Today HongkongBank has a
network of offices in China with
branches in Shanghai, Shenzhen and
Xiamen; representative offices in
Beijing, Dalian, Guangzhou, Tianjin

and Wuhan.

CONSOLIDATED HSBC GROUP ASSETS AT 30 JUNE 1991 EXCEED US$149 BILLION

OF STRENGTH.

Go forward from a position of
strength. For more information, contact

your nearest HongkongBank office.

<
HongkongBank

The Hongkong and Shanghai Banking Corporation Limited

Fast decisions. Worldwide.



