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CHINA’S PROVINCES:

An Organizational
and Statistical Guide

CHINA'S PROVINCES s the definitive reference
guide for the professional in the China business—the ex-
ecutive who wants to expand sales and purchasing op-
portunities and contacts throughout the world's largest
market.

CHINA'S PROVINCES: An Organizational
and Statistical Guide 1s a prime information source,
essential for effective marketing in China, where the prov-
inces now have foreign exchange and the authority to
spend it

Use this book to design long-range China plans, target

advertising and promotion campaigns, learn more about
the provinces in which you operate and explore new ones

This exhaustive 476-page volume is perfect for carrying
out comparative market assessments of different parts of
China. Detailed and comprehensive output and other sta-
tistics for every province are included in a standardized
format. Both Chinese currency and US dollars are provided
for easy computations.

In the manual, every major organization in China's main-
land provinces, municipalities and autonomous regions is
listed in over 50,000 entries

Listings include:

[J More than 16,000 organizations,
including over 12,000 addresses,
15,000 telephone numbers, and 850
cable addresses and telex numbers;

products,

0 More than 4,200 Chinese officials
including all top Party and
government officials in China's
provinces, municipalities, and
autonomous regions,

Over 3,800 local government
agencies, including commissions,
bureaus, and state agencies,

More than 900 foreign trade
corporations, branches, and bureaus,
down to the county level

] Over 2,100 corporations in all
branches of industry, both state and
locally administered,

All local banking and insurance
branches and other financial
institutions,

O More than 5,800 factones, many with
descriptions of aclivities and

(1 Over 2,600 research institutes,
professional associations, universities
societies, and hospitals

CHINAS PRIVINCES:
An Organizat bl
and Stntistical Ganide

PLUS

[l Hundreds of statistics on each
province, with trends and detailed
breakdowns, including  agriculture
® commerce ® construction
e education e energy e finance

l » foreign trade e health and welfare

® industry e wages

O Detailed introductory chapters on all
provinces, which include e agriculture
e foreign trade e industry e minerals
and energy ® shipping and
transportation e social data
Information on local trade incentives
and special economic zones I1s
included

[ A complete list of county-level units of
each province

CHINA'S PROVINCES 5476
pages, 8%" x 11" perfect bound, with
calligraphy and indicator maps for each
province

To The National Council for US-China Trade
Publications Sales Department
1050 Seventeenth Street, NW—Suite 350
Washington, DC 20036

Please send me

copy(ies) of CHINA'S PROVINCES: An Organizational and Statistical Guide at $285

each, $185 for National Council members. Academic institutions, $235 Postage and handling, US and Canada $5, foreign airmail

$14
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[ Please bill me. (Prepayment in US dollars is required.)
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tosellto China, vou
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firms to begin sub-
contracting parts.
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Nuclear power:
The conviction that
nuclear power is the
wave of the future is
SPUTTIng on two
nuclear power
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Lumber: Centuries
of over-cutting have
left China woefully
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ments of American
softwood logs.
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NO MAJOR POLICY SHIFTS

As expected, the recently concluded
12th Party Congress charted no bold
new course for the future. The Con-
gresss main role was to put the final,
most authoritative seal on changes that
had already taken place. The most
important change was the reevaluation
of Mao Zedong with the abolition of the
“arty chairmanship position which had
become a symbol of his policies and ca-
pricious rule.

In terms of personnel, Deng Xiao-
ping appears to have made substantial
gains lower in the system. But the price
he had to pay was to retain his oppo-
nents at the top of the leadership.

The composition of the leadership
and the tenor of the speeches at the
Congress augur no major changes in
economic direction. Although foreign
“bourgeols corruption” was criticized,
the open-door policy was reathirmed.
Zarticularly noteworthy was the rise of
figures associated with the special eco-
nomic zones and liberal economic pol-
icies in Guangdong: Xi Zhongxun,
former Party hirst secretary of Guang-
dong, was elevated to positions on both
major executive bodies: the Polithuro
and the Party Secretariat; Yang Shang-
kun. tormer Guangdong second secre-
tary, to the Polithuro; and Guangzhou
Mayor Liang Lingguang, to the Central
Committee.

But it is obvious that the economi
policy disputes of the last few vears are
far from resolved. Most disappointing
was the vagueness of utterances regard-
ing the 19811985 five-year plan, which
reportedly was to have been discussed
in detail at the Congress, and later ap-
proved at the Natonal Peoples Con-
gress in November.

[t is now uncertain whether agree-
ment can be reached in time on the
contentious issues: How high should
investment be? How fast should con-
sumption be allowed to rise? How much

4

money should go into China's ailing
heavy indusuv? Political relations with

the US, Chinese leaders indicated, will
continue to develop and expand,
though perhaps less emphasis will be
placed on strategic cooperaton. The
Congress athrmed China’s member-
ship in the Third World.

DENG OPPONENTS REMAIN
AT THE TOP

Deng conspicuously failed 1 his at-
tempt to force the retirement of elderly
conservatives on the Polithuro. Eight-
cen ol the previous 23 members re-
tained thenr seats. Among the most
senior leaders, only Deng himself
joined the new Central Advisory Com-
mission (while retaining his Politburo
seat) that was meant to be a way-station
for retiring leaders—a clear signal of
his failure to get others to follow the
lead.

I'he six-person standing committee
of the Polithuro—which makes major
dayv-to-dav policy decisions—still con-
tains aging marshal Ye Jianying and
old-hne planner Li Xiannian, both be-
lieved to oppose many aspects of Deng’s
policies. This means that Deng and his
allies, Premier Zhao Zivang and Secre-
tarv-General Hu Yaobang (nominally
the Party’s number-one man), will have
to continue to respect their points of
view. Chen Yun, the most important
swing vote, probably will continue 1o
hridge the gap between Deng-—
Hu—Zhao and Li-Ye.

Though unable to abolish the Polit-
buro as he had wished, Deng may have
done the next best thing by bringing in
seven new members believed to be his
supporters. This expanded the Polit-
buro o 28, an unwieldy number for
making major decisions. The new
members, like the old, are almost all
over 70, This effectively turned the Pol-
ithuro into a board for senior states-
men.

Deng’s clear hope is to strengthen the
role of the Secretariat, a more tughtly
knit 11-person body charged with “run-
ning the Party’s dav-to-day affairs™ un-
der the Polithuro Standing Committee.
Four new tull members and two aler-
nates were added. Several of them, such
as Organization Department Director
Hu Qili and Textiles Minister Hao Jian-
xiu, are in their fortes or hities. Most
are believed to be tied to Deng and Hu
Yaobang, and they replace, as a rule,
more senior Deng and Hu cronies who
moved on to the Politburo. As belore,
the Secretariat contains representatives
from key bureaucratic power centers:
the economic planners, the foreign al-
lairs specialists, the propaganda appa-
ratus, the Party personnel department,
and the military.

When the Congress closed on Sep-
tember 11, the biggest winners ap-
peared to be leaders who gained seats
on both the Secretariat and Polithburo.
Three of therm—Wan Li, Xi Zhongxun
(the man who as first secretary of
Guangdong was instrumental in setting
up the Special Economic Zones), and
Yao Yilin (a Polithuro alternate)—are
strongly athliated with Deng and Chen
Yun. The tourth, Yu Qiuli (former
Planning Commission chairman), at-
tests to the continuing influence of the
old-line planners.

Even more significant changes were
made on the Central Committee, the
body to which the Secretariat and the
Politburo are immediately accountable
in somewhat the manner of a European
cabinet 1o a parliament, and which
more fully represents the major inter-
ests of the Chinese Communist Party.
Fully 97 of the 210 full members on the
committee are new to the body. Most
notable is the large number of eco-
nomic officials on the Central Commit-
tee. At least 40 members are ministers,
vice-ministers, and commission of-
ficials, a much larger percentage than
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betore: Chinas technocrats clearly will
have a much larger say than they did.

The military’s presence on the Cen-
tral Committee was cut sharply. The old
marshals Ye Jianving, Nie Rongzhen,
and Xuo Xianggian all retained their
positions at the top. But below them,
over b0 old military figures were retired
from the Central Committee, including
many deputy chiefs of staff, deputy po-
lincal commissars, and several military
region commanders. Deng was able to
place one of his foremost military allies,
General Yang Yong, on the Secretariat,
move another ally, Chief of Staff Yang
Dezhi, from the Secretariat to the Polit-
buro, and retire old friend-turned-
critic General Xu Shivou [rom both the
Polithuro and Central Committee. De-
fense Minister Geng Biao was similarly
retired. Deng remained head of the
Military Affairs Commission, the Pariy’s
kev instrument for controlling the
army.

NEW AIR CARRIER

The Civil Aeronautics Board (CAB)
1s expected at any time to designate the
second American air carrier that will
service China, beginning as early as
January 27, 1983, The big question is:
Will it be a passenger or cargo carrier?

In August US and PRC negotiators
agreed 1o a second air route covering
Beijing, Shanghai. Guangzhou, Tokvo
or another point in Japan, Honolulu or
Seattle, Los Angeles, San Francisco,
and Chicago. Service will be limited 10
cargo-only on one 747 aircraft for the
first 12 months. Afterward, the carrier
may provide a combination of pas-
senger/cargo service to all the desig-
nated stops except Beijing, at least for
now.

The new formula, an amendment o
the 1980 US—China civil air accord, at-
tempts to encourage (nmpt'lilinrl
among the airlines without jeopardiz-
ing the positions of CAAC and Pan Am,
the first air carriers to offer direct ser-
vice between the US and China. Air
tratfic 1s down in both directions, and
CAAC makes no secret of its concern
about adding another US carrier. A ne-
gotiator from the CAB admits that the
[2-month, all-cargo restriction was a
“concession to the Chinese” for agree-
ing to include Beijing on the route. The
US side hopes to negotiate Beijing pas-
senger service at a later date.

The two main contenders for the sec-
ond route are Northwest Airlines and
Flying Tigers, a cargo-only carrier.
Most insiders give the nod to North-

west. Considering the concern about
passenger trathe, however, the CAB
claims 1o be giving serious thought o
Flving Tigers, which would be permit-
ted to service two of the three Chinese
cities as cargo-only points.

The complicated frequency formula
permits two 747s to make a total of two
departures per week in 1984, The limi
is increased o three the following vear
(plus three accumulated. unused fre-
quencies), then dropped altogether in
1986.

The numbers are not the issue, ac-
cording to the CAB ofhicial. “The ques-
tion is whether there will be enough
demand to operate more than the mini-
mum frequencies provided in the
agreement.”

BALANCED DIET

With luck and hard work, China just
might balance its agricultural trade in
1982, Contrary 1o the impression lefi by
press reports about China’s large grain
imports, in most vears China produces
more agricultural goods for export
than it imports,

Agricultural exports surpassed im-
ports by a record $1.4 billion in 1976,
Ihe country’s agricultural trade sur-
plus fell to $650 million in 1978, and 1o
3360 million in 1979, In 1980 imports
exceeded exports by 8970 million—
which marked the first time in 16 years
that China became a net importer of
agricultural produce. The gap nar-
rowed to $430 million last vear, however,
and the US Agricultural Department
estimates that China could close the
gap, or even produce a small surplus in
1982,

China maintains a rough trade bal-
ance in agricultural products largely by
exporting rice to Southeast Asia, high
value canned goods such as seafood del-
icacies, and live animals to Hong Kong
and Macao (live pigs alone earned more
than $300 million last vear). These and
other export items such as vegetables,
fruits, and nuts helped China raise the
approximately $5 billion needed to pay
its impaorted food bill, of which about 40
percent generally goes for purchases of
American wheat, corn, soybeans, and
cotton, among other items,

The Soviet Union is another major
US grain importer. But in contrast to
China, Russia is a net agricultural im-
porter. Its worldwide agricultural im-
ports came to $19 billion last year, while
exports were $2.7 billion, or about hall
China’s level of agricultural exports. ¢
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“The logical alternative was
to transfer the respomibility to the Chinese.”

The Great Wall Story

Robert Boorstin

ore than 18 months ago, on a plot of land in northeast

Beijing, a distinguished group of American and Chinese

architects, builders, and busiess executrves gathered to

mark an important occasion. The guests had come from as far away

as California to celebrate a milestone in therr work, and in the

development of US-China joint ventures—the groundbreaking ceve-

mony for the proposed Great Wall Hotel. Months of

[T negotiations and planning had finally paid off, and there
~ L were smiles and handshakes all around.

el But amid this chorus (g/'(‘m;.gmlulmirmx, one partici-

- pant imjected a sobering note: “Today 1s at once the

S cubmination of 21 months of hard work between equal and

cooperating partners,” declared Richard Young, a spokes-

man for the US concern, “and

the beginning of 27 months of

even harder work which
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will require even more cooperation and
understanding between partmers.”

Much time has passed since that day
and, for the participants in the Great
Wall project, many things have
changed. In northeastern Beijing to-
day, the frame of the 22-story hotel has
begun to rise into the skyv. Concrete has
been poured tor the seventh Hoor and
both sides report satistaction with cur-
rent progress. The four-acre site has be-
come a hive ol acuvity, with massive
cranes and bulldozers and more than
1,000 laborers working three shifts a
day, seven davs a week.

But the frenzied pace has only re-
cently been resumed. For a ume, work
at the Great Wall site barely crawled
along, and talk of “fnendly coopera-
ton” gave way to complaints about “in-
compatibilities”™ and “ditferences” be-
tween the partners. Though the Great
Wall now has all the marks of a success
story, behind it lies a complicated tale of
delavs and disagreements—one which
sheds some light on wavs that future
investors can avoid the problems en-
demic to so many Chinese joint ven-
tures,

The Great Wall is easily the largest
and mostambitious of all the hotel proj-
ects in progress in China. Negotations
between Chinese tourism officials and
the E-S Pacihe Development and Con-
struction Company (ESPDC) date back
1o late 1978, when China began to think
seriously ol developing tourism as a
route toward modernization. Hotel
rooms were already in shortsupply, par-
tcularly m the popular capital city.
Tourism olhcials, reahzing they had
neither the ready cash nor the experi-
ence to undertake a massive hotel-
building program themselves, turned
to foreign investors. Negotiations were
opened, and in a relatvely short nme
the Chinese announced plans 1o nearly
double their supply of beds by building
31 new hotels. Fullyv a dozen of those
projects would involve foreign coopera-
tion in either financing, design, con-
struction, or management.

From the start, ESPDC—a Bermuda-
registered company co-owned by the
US hirms Becket Investment Corpora-
uon and Unison Pacthe Corporation—
had envisioned the Great Wall as a
modern, international-class hotel. In
scale and design 1t is hke nothing ever
seen in China.

Plans call for construction of a 22-
story building featuring three high-rise
rectangular guestroom wings radiating
from a central service core. The com-
plex will house 1,007 guestrooms (com-
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plete with color televisions, air condi-
toning, and smoke detectors), an

indoor pool, six restaurants, a variety of

shops. and parking garage. A five-story
glass-enclosed arrmm will lead 1o a tra-
chuonal Chinese tea garden.

Located in the Chaovang district and
facing Dong San Huan Road (which
leads to the Beipng airport), the hotel’s
huge glass facade will give it the ap-
pearance of a silver giant gazing down
5 million price
tag ranks the Great Wall as far and away

on an alien world. Its !

China’s largest joint venture hotel proj-
ect—and perhaps s largest joint ven-
ture.

Much publicity surrounded the sign-
ing ol the construction agreement in
Mav of 1979, Then as ESPDC and its
partner—the China International
Iravel Services (CITS) Beijing
branch—settled down to the hard work
of construction i the spring of 1951,
little news emerged from either office.
But within a few months of the time
work was slated to begin, rumors start-
ed to fly that the two sides were having
troubles. Other hotel developers would
have been surprised if problems had
not surfaced by then.

A recent US embassy report revealed
that several hotel projects in Beijing are
encountering difhculues. Plans with a
Hong Kong hirm to build the 1,500-
room Sun Palace Hotel were abruptly
cancelled when, according to the Amer-
ican consulting firm supervising the
project, managers were unable to ob-
tain sufthicient domestic materials for
the planned 26-story tower. Last vear
the New York firm Express United was
virtually evicted from the pre-fab hotel
it had erected on airport road. when
arguments arose over a rather loose ex-
change agreement whereby hotel reser-
vations would have been traded for
travel visas. Several other proposals are
stll idling in the negotiation stage.

In late June of this year, ESPDC an-
nounced that Becket International had
formally transterred its responsibility as
construction managers to CITS. The
othcial reason: “an incompatibility be-
tween Chinese and American construc-
tion practices.” Becket will stay on as
architect and interior designer, and the
rest of the project will remain mtact.

All the parties describe this develop-
ment as a positive step. “As it became
apparent that the inconsistencies be-

ESPDC Chairman C.B. Sung in Beijing.

tween American and Chinese methods
were delaying the project.” said Becket
International board chairman
McDonald Becket, “the logical alterna-
tive was Lo transfer the responsibility to
the Chinese.” Interviews with Becket,
C.B. Sung—the Shanghai-born, Har-
vard trained chairman of ESPDC—and
others reveal some dissimlar “philoso-
phies of construction™ that created
problems right from the start.

Becket officials had guessed that
things would be ditficult even before
construction began. After they received
the go-ahead for the project in the
spring of 1980, groundbreaking was de-
laved when the Chinese asked Becket to
produce all the architectural drawings
needed for the project. Western archi-
tects tvpically supply sketches for the
entire project at an early stage, produc-
ing the detailed drawings when re-
quired by the construction schedule,
After many discussions, however,
Becket acceded to the Chinese request
and produced more than 3.000 archi-
tectural drawings.

The Americans subsequently drew
up an American-style construction
schedule. ESPDC requested that the
Beijing construction managers maobi-
lize a large Chinese work force in order
to complete the structure as soon as
possible. But despite their agreement
that the project was to proceed ona “fasl
track,” the Chinese balked at the idea.
According to Sung, “The Chinese are
more in the habit of getting full as-
surance that the equipment will be de-
livered betore assembling a force. They
fear it the structure is completed and
equipment 1s not available for installa-
tion, the maimntenance of a large work

Photo by Boorstin



One foreign bank

has a Chinese nickname
that goes back over
120 years.

The Chinese characters stand for “Mai Jia Li”" (Makalee)

We've been known by this name in China since August 1858
when we opened our first branch in Shanghai.

No one knows for sure how the name originated, but some
say it's the Chinese version of Mackellar, the name of
our first manager in China.

The Chartered Bank was the first foreign bank
with branches in China and has a unique
record in having maintained a

continuous presence there. Today, our
Shanghai Manager is John Brooks but

the name Makalee lives on.

We believe that we understand the way
the Chinese system functions, and this expertise is a
valuable resource for our customers in developing their

business in China.

Chinese management already has
confidence in our financial skills and
international reputation and we remain
trusted bankers to Chinese institutions.
Foreign trade finance is still a large part of

our business. But we are very much involved
in the finance of major projects. For example, recently the
Standard Chartered Bank Group provided a substantial
project finance loan for Guangdong Province.

If you're a businessman engaged in this complex and highly
challenging market, no bank is better equipped to

help structure every kind of business, from
compensation trade to equity joint-ventures.

Contact us through our China Department in
Hong Kong, or your nearest Chartered or
Standard Chartered branch.

The Chartered Ban

Your bankers for China.

G.P.O. Box 21, 4-4A Des Voeux Road, Central, Hong Kong
Tel 5224011 Telex: 73230 CHABK HX



force with not enough work to do would
be oo costly.”

Differences also led 1o delayvs and
frustrations in procurement. Aher the
joint venture company had received
bids on the hotels boillers—the lowest

one coming from a Japanese hrm—a
Shanghai tactory offered the boilers
about hall the proposed Japanese
price. The Americans, at then Chinese
partners” urging. tentatively agreed o
accept the Shanghai bid. But shorth
thereafter, they recenved a second cable
from the company: The botlers would
in fact costmore than the Japanese ones.
CI'TS nonetheless insisted that the Chi-
nese product be used.

Ihe same thing almost happened
with elevator procurement. Japan’s
Hitachi and China=Schindler Elevator
(Shanghai), a joint venture with the
Swiss manufacturer and its Hong kong
partner, both came nowith promising
bids. The Americans supported pur-
chasing the Hitacht elevators: CITS 1s
rumored to have Evored lor the Shang-
hat models. The debate carried on unul
Becket gave up its management role. A
week alter the Chinese took control ol
construction, thev signed the Hitachi
contract.

“Here's the real prool.” said Sung,
“that one should not relv on rumors.
When the Chinese take responsibility,
they can move just as last as Western-
ers.”

Where the blame lies lor the various
communmnication hreakdowns is i subject
ol some debate. In private conversa-
tons—and m occasional arguments at
mectings—Becket representatives con-
plain about Chinese mdedsion and ar-
chaic business practices. Many imsiders
agree, however, that the real problem
was Becket nsell.

“Beckets people didn't want 1o know
anvihimg about Chinese practices.” one
source conhded. “Even when they were
aiven the right people to help them un-
derstand., they looked the other way.”

A member of the diplomanc commu-
nity in Beijing said that Becket's manag-
ers lacked patience. “American com-
panies in particular are alwavs in g
hurny,” he noted. "When they can't geta
black-and-white answer in a relatively
short time, they throw up their hands in
disman.”

One participant in the Grear Wall
project recalled that the American
maragers came mowith a “litde brothes
attitude”™ 1oward then Chinese part-
ners. The Westerners said, “Let us
mitke the deasions,”” the source re-
nurked. T The Chinese took the atu-

tude. "We want 1o use some ol voun

techniques, but our stutf is functional,
oo,

Add to these misunderstandings an-
other compheation: inhghting within
ESPDC. According 1o Sung., as prob-
lems mounted. the Chinese began ap-
pealing o him and his emplovees to
counsel the Becket-hired workers. This
put Sung’s managers in a delicate posi-
tion. “Eventually the Becket people and
Sung’s group had a couple of knock-
down, drag-outs,” said one source « lose
to the project. “Sung’s guys kept telling
them 1o calm down and adapt, and
Becket's people thought thev were in
California.”

Whatever the reasons for the trou-
bles—and it is clear that both sides
made mistakes—they helped delay the
project by several months. Sung feels
conhident that the Chinese will now
meet both time and quality standards
set down with ESPDC, despite rumors
about qualitv-control problems. Chi-
nese construction manager Li Wel says
that site tests carried out by Chinese and
American engineers “have proved that
the construction is up to the standard
specilied in the plan.” Sung savs he's
been “verv impressed” by the attituces
ol ofthcials at all levels of CI'TS.

Becket has withdrawn its 4 on-site
managers but has left a core ol men 1o
check on the work as it progresses. It
anyvihing should go wrong, Sung points
out, the June transfer agreement pro-
vides concrete assurances. "I we can
prove we have a problem.” he noted,
“the Chinese will either repair it or tea
down the specitic section and rebuild
it.” The agreement also obliges the Chi-
nese to hnish construction by Decem-
ber 10, 1983—and to absorb the ESPDC.
portion of the inancial burden, should
costs run bevond the fixed price of $75
million. “Tt's a very gutsy move on then
part.” Sung concluded.

Work on the hotel has reached a point
where a transition i responsibility can
successfully take place without causing
further problems or delays, Sung be-
lieves. But others in Beijing are less op-
tmistic.

One rival hotelier points out that the
Great Wall 1s a radhical departure from
the box-like, Soviet-sivle buildings the
Chinese normally erect. " They have
never built anything like this betore.” he
remarked. The hotels massive glass fa-
cade and complex interior mav. in his
view, cause problems,

As the civ’s Municipal Construction
Company No. 6 continues to work
around the clock, Berjing’s business
communiny looks for the lessons to be
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learned from the Great Wall., Sung
mentions one himself.

“In retrospect.” he said, “we did not
define responsibilities carefully
enough™ in the construction portion of
the contract. The operations phase, in
contrast, contains no ambiguities: ES-
PDC will take charge of the hotel for the
first three vears ol operation, leaving
CITS i control for the contract’s last
seven vears. Full control passes to the
Chinese in 1993,

Observers and msiders to the project
alike agree that the Grear Wall would
have henefited if the partners had fol-
lowed one cardinal rule: Keep it simple.
Almost unanimously they point to the
example of Clement Chen, the San
Francisco businessman who opened
Beijimgs first Western-style hotel earlier
this vear. Chen’s success with the Jian-
guo (Build the Nation) hotel can be at-
ributed Targely 1o two lactors. First,
that he personally controlled every
phase of the project. And second. as a
resident Benjing businessman notes,
that “he built in on a patern.”

The S22 million Jianguo is a near-
duplicate of a Chen-owned Holiday Inn
in Palo Alto, Cahifornia. Following an
established design freed Chen to con-
centrate on ensuring that the business
and construction ends went smoothly.
The Great Wall, people agree, would be
considered an ambitious project in al-
most any country ol the world.

The experience of the Great Wall
partners once again demonstrates the
need inany joint venture for Hexibilin
and patience. “We do not quite under-
stand their experience and they do not
completely understand ours.”™ Sung
concluded. “You cannot change certain
customs and practices overnight.”

Despite all of the project’s dithiculties,
construction 1s moving forward,
thereby showing that problems in a
joint venture can be solved. The Great
Wall contract was not written in stone.,
As with contracts in any country, dil-
ferences in echniques and operations
arise that mav, through compromise,
lead to o new approach. The fact that
the silver towers of the Great Wall Hotel
are rising above those problems is a
hopetul sign indeed. £

Robert Boorstin gradvated from Hearvard
in 1981 and 15 currently attending
Cambridge University on a Keasbey Fellow-
shape. During the past swmmer My, Boorstin
waorked i China as a free lance writer for
Ihe China Business Review and News-
week.



Chinese Ceramics
The History behind the Art

Andrew Heyden

ew of the products of human ingenuity have been so universally admired
and wmgh! after through the centuries as C ‘hinese ceramics. The potter’s
art in China is nurtured by the world’s longest continuous tradition of
ceramic technology. China’s china is today a focus of intense interest for
both Chinese exporters and Western buyers. One of their main goals is
to revive ancient styles and aesthetic qualities that have in many
instances been abandoned or neglected for almost two
centuries.

In their tireless efforts to create a substance that
approximated the qualities of jade, Chinese potters
of the Song period (960-1269) combined fine-
grained Kaolin clay, pulverized feldspar, and
quartz into a ceramic body that could withstand
high temperatures in firing and produced ves-
sels that were hard, white, translucent when

potted thinly, and rang like a bell when struch.
It was an ('\tmm'dmm'v achievement not (ml\'
in technological terms—it allowed for the pro-
duction of practical houschold articles more

durable than any known pottery—but also be-

cause it could be molded, carved, painted, glazed,

and decorated in a remarkable variety of ways.
Ouver the centuries, it was destined to provide the

world with some nj its greatest works of art.

While the ceramics of the Song are still considered by
many connoisseurs to be the highest expression of the

potter’s art, it was not until the succeeding Mongol, or
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Yuan dynasty that porcelain became a
factor in China’s trade with other coun-
tries. Many of the older centers of ce-
ramic production were damaged or
destroved in the original Mongol con-
quests, but. after the new dynasty had
consolidated its control, porcelain man-
ufacturing gradually recovered and
evolved in new directions.

New techniques of decoration were
developed, notably the famous under-
glaze painting in cobalt blue. Design
influences from Islamic countries also
under Mongol domination began to
appear in shapes and decorative motils
employed by Chinese ceramic artisans.
Experimentation in decorative tech-
niques continued into the Ming period,
reaching levels of astounding sophis-
tcation and attaining near perfection
by the middle of the Qing (Manchu),
China’s last imperial dynasty.

The earliest ceramics to be exported
from China were probably large earth-
enware jars emploved as containers for
vegetable oils and preserved foodstuffs.
But the durability and strong decora-
tive values of Chinese porcelain rapidly
created a demand for the product inde-
pendent of its practical application
packaging. Persian shahs, Arab sheiks,
and Turkish sultans prized porcelain
greatly, and when these rarities reached
Europe, porcelain’s aura as one of the
most precious of commodities was
firmly established. Porcelain gradually
became one of the three products that is
most closely associated with China’s
early trade with the West, along with
silk and tea.

Portuguese, Dutch, and English
tracers were beginning to take advan-
tage of trading privileges in southern
China, grudgingly granted by the Ming
(and later the Qing) court, by exchang-
ing gold and silver for Chinese tea, silk,
and porcelain. The porcelain was heavy
and was not damaged by temporary ex-
posure to sea water, so it was packed in
straw and loaded i ship hulls to pro-
vide ballast as well as a valuable trade
commodity.

Before the advent of sea trade be-
tween China and Europe, only a trickle
of Chinese ceramics managed to sur-
vive the long, overland trek across cen-
tral Asia from China. This insignificant
volume was further diminished, and
even halted for long periods, by political
and religious strife which interrupted
trade. Although sea trade increased
European familiarity with Chinese por-
celain, supply was still severely limited.
The Chinese were not producing spe-

A Qing dynasty soup
dish with the popular
“tobacco leaf” motif, which continues
to be reproduced in Japan and Europe.

cifically for export, and much of what
was sold to foreigners was damaged or
destroved in shipment. These prob-
lems, combined with the adamant re-
fusal of the Chinese to share the secrets
ol porcelain manufacturing, made Chi-
nese porcelain as sought after and as
precious in Europe as jewelry. Despite
the great expense, potentates all over
the European continent began to amass
great collections of Chinese ceramics.
Notable among these was Augustus the
Surong ol Saxony, a passionate collector
of Chinese ceramics including the curi-

ously decorated earthenware teapots of

Yixing. He set his own artisans o the
task of analyzing the shards of broken
Chinese porcelain in order 1o imitate it
The result was the first true porcelain
manufactured in Europe at Meissen in
what 1s now East Germany.
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China’s ceramics industry
never fully recovered from the
ravages of the Taiping Re-
bellion over a century ago.
Today the tradition of fine
quality Chinaware formerly
assoctated with Jingdezhen is
kept alive in Darby, Limoges,
and other ceramic centers in
Western countries.
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Production of porcelain in China
reached a peak ol sophistication and
volume in the prosperous and peaceful
period of the first hall of the Ming dv-
nasty (1368-1644 AD). But, with the de-
clining fortunes of the ruling house
came a parallel dechine in qualiy and
quantity of ceramic production. The
Ming fell to the nomadic Manchu tribes
which established their own dynasty,
the Qing, in 1644, The second emperor
of the Qing, Kang Xi, reestablished the
Ming mmperial kilns at Jingdezhen in
Jrangxa Province and set the sta
unprecedented growth in porcelain

e lor

producton and, subsequently, in ex-
ports. Technological advances were also
made, especially in the surface decora-
tion of porcelain with painted enamels.
Decoratuve techniques in molding, carv-
mg, painting, glazing, and multple
hring were gradually developed to pro-
duce an astounding variety ol complex
and sophisticated results. Pere d'En-
trecolles, a French Jesuit who visited
Jingdezhen in the seventeenth century,
reported well-developed assembly line
manufacturing where workers spe-
cialized n potting, decoration, firing,
ete. (rather than a single artisan taking
a piece through all the states of its man-
ufacture as was the case in Europe). This
was more than a century betore such a
division ol labor hecame common in
the West.

Even though ceramic manufacturing
in Europe attained great sophistication
in the eighteenth century, demand for
the imported Chinese product re-
mained high, as much for reasons ot its
exotic character as for its intrinsic qual-
iy, The name of the product had even
become synonymous with that ol the
country. Chinaware, or simply china,
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| A blanc-de-chine
Mao bust from the

i Cultural Revolution
illustrating the type
of “socialist realist”

| art mass-produced
for over a decade

| priorto1976.

became an indispensable partol the im-
age of refined and “modern” hiving for
the aristocracy and emerging middle
class. Tt was an integral partol the vogue
for Chinese design which has come 10
be known as “chinoiserie™.

Foreign traders established i the
Portuguese colony of Macao gradually
were able to increase their contacts with
Chinese merchants in Guangzhou, and
another remarkable development in
the evolution of China trade came
about. The Chinese began to accept de-
signs and shapes trom their foreign cus-
tomers and produced porcelain for
export that was unhike anvthing that was
being produced for thenr own domestic
market. This was one of the world's furst
examples of a product made to satisfy
an international demand.

From the early 1700s untl almost the
middle of the nineteenth century, trade
i export porcelam Hourished, hiest o
Furope, then to America. The How of
ideas - design and technigque went in
both directions. Sets ol china in Euro-
pean shapes were decorated with Chi-
nese motifs and enjoved 1 the West
while vases decorated with European
higures were made for the amusement
of the Emperor Qin Long. Another Eu-
ropean contribution was “vang cai,” o1
foreign colors, which were new enamels
imtroduced to China by Catholic mis-
sionaries that enabled the development
of a wider palette of colors for over-
glaze painted decoration, now referred
to as “famille rose”.

Porcelaim muade for foreigners during
this period is properly classified as “ex-
portware” since it is unlike the vast ma-
jority of porcelain that was produced at
that time for the Chinese market, with
many nonindigenous shapes and deco-

rative motifs. The trade in customized
exportware grew throughout the eight-
centh century and was given added im-
petus by the development ol opium as a
commodity sought after in China; West-
ern traders could provide 1t in lieu of
precious metals in exchange for then
purchases. The trade promoted spe-
cralization to an extraordinary degree,
with white porcelain blanks being man-
ulactured m Jingdezhen and in Shan-
tou that were then transported to
Guangzhou to be decorated in the tor-
eign “tactories” before their eventual ex-
port to the West.

The production of porcelain in
China was dealt a devastating blow dur-
ing the Taiping Rebellion (1850-1864)
when the imperial kilns at Jingdezhen
were demolished. Although the kilns
1864, they
achieved only a shadow of their former

were reestablished in
glorv. Some purists and collectors may
argue that it was a catastrophy from
which Chinese ceramics have never
fully I'he iability of the
Chinese tosupply their foreign custom-

recovered.,

ers gave added impetus 1o the develop-
ment ol ceramic techniques and
manutacturing in the West, which
culminated in two major contributions
to the field: bone or boneash china,
sometimes called hard paste (actually
developed in 1768 but not widely em-
ploved untl the nineteenth century)
and decalcomanias (plastic surface de-
cal decorations enabling the simulation
ol manyv hand-painted effects), which
were mvented i our own century.

In the internecine struggles which
marred the Latter vears of the Qing dy-
nasty and the early Republican period,
no advances in ceramic production
were made m China, while signihicant
developments were taking place in the
West. A major technological improve-
ment of this period was the develop-
ment of oil- and gas-hred kilns tha
allowed for more exact hring tempera-
tures than old-fashioned wood-burning
kilns, thereby reducing warpage and
breakage in firing. China’s production
techniques remained relatively primi-
tve throughout the vears of the Re-
public (1911-1949), and trade in
ceramics with foreign countries shrank
to a mere Iraction of what it had been a
century and a half earlier. Other than
supplving domestic demand for cheap
tableware, most Chinese manufacturers
were small-scale and concentrated on
producing shck copies of fine pieces
from earlier periods, many of which
were destined 1o be peddled overseas as
bogus antiques. &
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Andrew Heyden

The Modern
Ceramics Trade

ith the advent of the Peo-

ple’s Republic in 1949, there

began the first protracted
period of peace and internal stability
that China had known since the early
nineteenth century. The new regime
considered the potter’s art a “people’s
handicraft” and glorified it as a product
of the genius of the Chinese proletariat.
On a more practical level, 1t was recog-
nized that ceramic products of all types,
but especially dinnerware, were in short
supply domestically and were related to
the government’s efforts to raise the
standard of living. An ambitious pro-
gram of modernization was embarked
upon with the major emphasis placed
on increasing the volume ot produc-
tion, but unfortunately, without com-
mensurate concern for the quality or
variety of the output. Oil-burning kilns
replaced their wood-fired progenitors,

and some facilities for producing de-
calcomanias were acquired abroad in
the 1950s to provide cheap decoration
for mass-produced dinnerware. The
(‘-hilh'\'c' .|!sn |_1t

4

ran producing limited
quantities of bone china, but even today
the majority of production remains or-
dinary porcelain (sometimes referred to
as softpaste). The government encour-
aged the development of ceramic pro-
duction in all of China’s provinces and
autonomous regions, not only for din-
nerware and decorative objects, but also
ceramic products tor construction (ce-
ramic tile, sanitary ware) and new prod-
ucts like ceramics for chemistry and
electrical insulation.

Exports of Chinese ceramics also be-
gan to make a comeback, but since the
new government did not emphasize in-
vestment in light industry in its fArst
decades, the ceramics industry was

The China Business Review/September—October 1982

largely cut off from benehcial technical
and design interchange with the out-
side world. And, lacking a consistent
policy for export promotion, ov
growth in sales of porcelain and other
ceramic products was slow.

As an export commodity, the quality
of the Chinese product was problemat-
ic. The Chinese oil-burning kilns
(chosen because they were less expen-
sive than the natural gas type) often
caused black spotting of the white por-
celain bodies, and lack of concern with
the purity and cleanliness of the clay
paste made for an inconsistent output.
With the overwhelming government
emphasis on increased production and
on revolutionary themes in art, the
number and types of designs being pro-
duced in both practical and decorative
wares were severely limited. Manv of the
decorative themes and subtle shapes
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and glazes developed under the patron-
age of the imperial court and the old
scholar-elite were judged “reactionary”
or “feudal” and were abandoned in
favor of “socialist realist” themes (to em-
ploy the term borrowed from Soviet
Russia). This trend was especially pro-
nounced during the Cultural Revolu-
tion (1966-72) when fhigurines of
smiling workers gazing purposefully
into the future were produced by the
millions. Otherwise traditional paint-
ings of Chinese landscapes on por-
celain were dotted with steel suspension
bridges, red flags, and power lines as
part of the Communist Party’s massive
effort to revolutionize all aesthetic ex-
pression in China.

A Liling potter at work: the county in eastern
Hunan Province produces 90 million pieces
of underglaze daily-use porcelain each year,
and 10 percent of China’s total porcelain ex-
ports.

Not surprisingly, China’s highly po-
liticized atmosphere in the 1960s and
carly 19705 was not conducive to ce-
ramic exports. Chinese porcelain made
little headway exceptin the largely non-
critical markets of Hong Kong and
Southeast Asia. Europe and America
presented the best potential markets for
expansion of Chinese porcelain sales
overseas, but numerous factors stood in
the way of rapid growth. Besides the
previously mentioned problems of in-
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consistent quality and the unsuitability
of many modern Chinese designs to the
Western taste, Europe was, and re-
mains, largely closed 1o Chinese ce-
ramics because of quotas instituted at
the end of World War 11. These quotas
were established to foster the redevelop-
ment of indigenous ceramic manufac-
turing devastated by the war, but they
are stll hirmly in place.

Developing the US Market

I'he American market was com-
pletely closed to direct commerce with
the Peoples Republic until after the
signing of the Shanghai Joint Commu-
nique in 1972, Exports of Chinese ce-
ramics to the US began to develop
gradually after that, but did not expand
rapidly unul the lowering of the high 70
percent tarift which occurred with the
granting ol Most Favored Nation
(MFN) status to China by the Congress
in early 1980,

Taritfs were not the only obstacle im-
peding the growth of Chinese porcelain
sales to American buvers during the
1970s. Unul almost the end of the dec-
ade, the Chinese refused to consider
producing to foreign-supplied designs
or specifications. After the ousting of
the Gang of Fourin 1976, “socialist real-
ist” themes rapidly disappeared from
Chinese ceramics. Unfortunately, no
subsequent Howering of new, indige-
nous designs occurred. Instead. Chi-
nese manufacturers concentrated even
more heavily on the few, hackneyed tra-
ditional designs already being pro-
duced, while examples of “revolution-
ary” art in ceramics gradually became
collector’s items, more for their curi-
osity value than for any aesthetic con-
siderations. Furthermore, the pigments
used by the Chinese for overglaze deco-
ration were judged by the USFDA to
contain too much lead for items
intended for use as food recepticals.

The more pragmatic leadership in
Betjing began to make its influence telt
in the Chinese ceramic industry in the
final two vears of the last decade. It was
realized that dinnerware and decorative
giftware of porcelain and, o a lesser
degree of earthenware, were exports
that could increase earnings of foreign
exchange, simply by minor adjust-
ments in trade and management policy
and without substantial investment in
plant or equipment.

In 1978 and 1979, in antcipation of
the grantung of MFN status, the PRC
government finally allowed Chinese ce-
ramic manulacturers to produce ac-

US CERAMIC IMPORTS FROM CHINA

Million US dollars
Percent of total US ceramic imports

Low-Value Dinnerware

$2.9
P04 %0.2 0.3 211
1.5 1.6 2.8 $9.9*
$6.2 74.5°
54.5
Non Dinnerware
(Low Value)
$6.2
$0.7 $0.7 so0.g %23 249
200 204 192 119
$8.0°
37.5*
Non Dinnerware
(High Value)
N %0.5
$0.2 $0.2 $0.3  $0.3 3’“,? s
03 ik g 29 o
ik L2 5 Jilkiaved LB
Mugs, Steins, & Miscellaneous
$0.1 0.2 505 g 9
$0.04$0.02 >0 T, 44 113
a5 0.3 -

High-value Dinnerware, Earthenware, and
Hotel ware

. $1.4
$0.9 1.1 745
0.3 0.2 $10.9*
L, 8.7 )1t
$7.2 Ty
1.4
1977 1978 1979 1980 1981 1982

*Projection based on first quarter results multi-
phed by tour

“*Category also includes stoneware, decora-
tive articles, and bone chinaware, among
other items

SOURCE International Trade Commuission,
July, 1982

Table prepared by .M. Richards
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PEARL RIVER BRIDGE

SAN JIN CHIEW
PEARL RIVER BRIDGE BRAND
CHOICE MATERIALS
THE BEST COOKING WINE

A WIDE RANGE OF SPECIFICATIONS

ORDERS ARE WELCOME

IMPORT & EXPORT CORPORATION
GUANGDONG FOODSTUFFS BRANCH

Address: No. 48 Siti Erh Road Guangzhou, China
Cable: “FOODCO" GUANGZHOU
Telex: 44081 KTDCO CN

CHINA NATIONAL CEREALS, OILS & FOODSTUFFS
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SHANGHAI
Down

arments

LIGHT!
SOFT!
' WARM!

We also export all kinds

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

orders.

CHINA NATIONAL NATIVE PRODUCE

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

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




cording to specitications and designs
supplied by their buvers. This aban-
donment of the former “vou buyv what
we sell” atttude was part of a broad
change in policy to trv to maximize for-
cign exchange earnimgs from tradi-
tonal exports. This new flexibility was
welcomed abroad, especially by import-
ers ol chinaware in the United States. It
meant for many that thev could begin to
develop cost-effective alternative
sources of supply for the dinnerware
and giftware items they had largely
been sourcing i Japan. where prices
had steadily increased for over 20 vears.,

Ihe marker for porceln (and for
carthenware) may be subdivided into
several broad categories. These are din-
nerware. giftware, construction materi-
als, and miscellaneous ceramic articles.
(The last covers the broad range of
products from sanitaryware to elecirical
msulators.)

Although there has been some im-
port acuvity in the last two categories
since China was granted MEN status,
the main growth areas for ceramic im-
ports from China into the US have been
in dimnerware and gifiware. Each of
these 1s usually subdivided into “high-

value™ and “low-value™ categories,

which correspond to price ditferentials
and the tvpe of marketing outlet tor the
merchandise (high-end department
stores and boutigues or low-end budget
stores and supermarkets). There 1s also
the category ol antique Chinese por-
celain and carthenware, but this 1s an
entirely separate area [rom modern
production. And, since the PRC gov-
ernment has strict laws that prohibit the
export of any antquities predating the
Dao Guang period of the Qing dyvnasn
(1821-51), few important pieces ol an-
tique porcelain have been sold to over-
seas buvers by the Chinese. In fact,
China’s exports of antiques of all sorts 1o
the US have dechned signiicantly in
the last three vears.

Since early 1980, Chinese porcelain-
ware has achieved notable success i the
American market, but its experience
has not been equal e all sectors of the
market. Inexpensive, ordinary por-
celam, usuallv with decaled decoranons
(in sets of less than $56 in value) and
miscellancous articles, such as por-
celain blanks to be decorated i Amer-
ica, have achieved signihcant market
|J('l1('ll'.l|i(m in the two short vears since
MEN.
counted for almost S13 mulhon of the

Ihese two categories alone ac-

more than $22 million in US imports ol
ceramics from the PRC in 1981,

Ihe Chinese share of the US illll)nl[
market for low-value dinnerware has
grown from approximately 1.5 percent
in 1977 and 1978, to more than 50 per-
centin 1981 and has reached 745 per-
cent in the first quarter of 19820 This
remarkable expansion has come alinost
solelv at the expense of Japanese
exporters of low-end 1o moderately
priced porcelain who are concentrated
in the vicimiy of Nagova.

Japan sull holds the largest single
share ol the overall US chinaware im-
port market, accounting for over 10
percent ol purchases in 1981 But, the
growth ol chinaware exports from the
PRC has been so rapid that alarmed
domestic manutacturers of earthen-
ware hiled a peaton with the Interna-
tional Trade Commuission (1'TC) in the
summer of 1982 (o request guotias on
less expensive dinnerware coming from
China. Importers and ARTCHINA, the
China National Arvis & Cralts Iimport
and Export Corporation, however, were
able 1o show 1o I'ITCS satsfaction that
the impact of increased Chinese exports
had largely fallen on the already estab-
market share of

lished Japan.

|

Head Office:

82 Donganmen |ie, Beijing
TELEX; 22155 CNART CN
CABLE: ARTCHINA BELJING
FELEPHONE: 558831, hH2187
GENERAL MANAGER: Yu Guang

Branches:

Anhui

233 Changjiang Lu, Hefei
CABLE: ARTSCRAFI'S HEFEI or
0756 HEFEI

TELEPHONE: 75676

Beijing

1 Xiao Minxiang, Beijing
CABLE: PEKARTCO BELJING
TELEX: 22334 BJART CN
TELEPHONE: 754189, 754184
Fujian

Foreign Trade Building,

94 Dongflanghong Jie, Fuzhou
CABLE: ARTCRAFTS FUZHOU,
3310 FUZHOU

TELEPHONE: 31632, 32719

Ying, Yao Rutan, Zhang Pikun

Guangxi Zhuang
Hongxing Lu, Nanning

DEPUTY MANAGERS: Lin Youqiang,

The ARTCHINA Exporting Network

Most PRC ceramic exports are handled through the 18
domestic branches and 1 US office of the China National
Arts and Crafts Import and Export Corporation.

CABLE: ARTCRAFT NANNING
I'ELEPHONE: 4904
MANAGER: Yang Xisan
Guangzhou

2 Qiaoguang Lu, Guangdong

CABLE: ARTCANTON GUANGZHOU;

CERAMICO GUANGZHOL

TELEX: 44074 KCACK CN; 44079 KCACB

CN

IELEPHONE: 34208, 23398, 30496, 31686

MANAGER: Liu Yuxi

Hebei

8 Jichang Lu, Shijiazhuang
CABLE: CRAFTS SHIJIAZHUANG
IELEPHONE: 1638
Heilongjiang

53 Heping Lu, Harbin

CABLE: 6120 HARBIN
IELEPHONE: 52801

MANAGER: Deng Chy

DEPUTIES: Fang Xinzhi, Zhu Zhijian

Henan
6 Wenhua Lu, Zhengzhou
] CABLE: POTTERY ZHENGZHOLU
Xu 7671 ZHENGZHO
MANAGER: Wu Xingqi
DEPUTIES
Jiadian

Lu Baifu, Luo Lilian, Wang

Hubei

75 Shengli Jie, Wuhan
CABLE: HPCRAFTS HANKOU
I'ELEPHONE: 25048
MANAGER: Zhang Shude
DEPUTY: Wei Yansi

Hunan

103 Wuvi Lu, Changsha
CABLE: HNARTS CHANGSHA
IELEPHONE: 26215, 26278
DEPUTY: Xu Huishan
Jiangsu

I Baixia Lu, Nanjing
CABLE: ARTS NANJING
I'ELEPHONE: 44959
MANAGER: Zang Wen
Jiangxi

Nanchang

CABLE: POTTERY NANCHANG;

7177 NANCHANG

IELEPHONE: 62976, 94987

MANAGER: Yu Xiting

BRANCH OFFICE:
CERAMICS

6 Taibaiyuan Qiao Dong Lu, Jingdezhen
CABLE: CERAMICS JINGDEZHEN

TELEPHONE: 287
MANAGER: Yu Xianwen

DEPUTIES: Wang Yinchang. Xing

Shivuan
Jilin
81 Sidalin Dajie, Changchun

CABLE: INDUSTRY CHANG HUN;

7177 CHANGCHUN
IELEPHONE: 36178

DEPUTY MANAGER: Huo Shuntian
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Foreign Trade Building., Zhangian Lu,



(ARTCHINA was founded in 1978 with
ceramic giftware and dinnerware as one
of its major areas ol responsibility.)

During the ' T'C invesugation into the
umpact of Chinese exports of dinner-
ware on the US market, domestic pro-
ducers painted a picture of thousands
of Chinese factories poised to Hood the
US market with ever-increasing quan-
tities of cheap chinaware. This is hardly
a likely scenario. When American im-
porters began to seriously investigate
Chinese porcelain suppliers in the late
1970s, they discoveres! that the vast ma-
jority of Chinese manufacturers could
not meet the more exacting quality stan-
dards of foreign markets. So buving ac-
tivity was concentrated n the tradi-
tonal exporting areas ol Jingdeszhen
(Jiangxi), Shantou (Guangdong), and
Liling (Hunan), with himited amounts
of specialty potteries sourced from
other areas.

Some decaled dinnerware of an ex-
portable quality has also been devel-
oped trom suppliers in Tangshan
(Heben), and from a number of smaller
[actories in Liaoning Province which ex-
port through the auspices of
ARTCHINA in Shenvang. Most Ameri-
can importers leel that the apparent

—

Liaoning

Songshan Jie, Dalian

CABLE: ARTSDALIAN DALIAN or
ARTS DALIAN

TELEPHONE: 35407

Shandong

18 Baoding Lu, Qingdao
CABLE: CRAFT QINGDAO: NAPERY
QINGDAO: 2611 QINGDAO
TELEPHONE: 24060

MANAGER: Wang Shimin
DEPUTY: Qu Jingde

Shanghai

16 Zhongshan Dong Yi Lu
CABLE: ARTSCRAFTS SHANGHAL
TELEX: 33053 ARTEX CN
TELEPHONE: 212100

MANAGER: Yang Xiyuan

Tianjin

135 Tangshan Dao, Heping Qu, Tianjin
CABLE: FORCELAIN TIANJIN;
5669 TIAN]IN

TELEX: 22507 TJART CN
I'ELEPHONE: 37155, 31539
MANAGER: Xu Jingchi

Zhejiang

190 Baochu Lu

CABLE: ZJARTS HANGZHOU
TELEPHONE: 253969

China Arts & Crafts USA, Inc.
(Subsidiary of ARTCHINA)

212 Fifth Avenue, 14th Floor

New York, N.Y. 10010

MANAGER: Ma Ying

Manager responsible for porcelain: Xu
Liejan

TELEPHONE: (212) 689-9455

surge in Chinese porcelain exports to
the United States in 1980-81 was due
primarily to the granting ol MEN, cou-
pled with the producton scale and re-
quired minimums for Chinese manu-
facturers to make a proht on expornt
sales.

Importers further report that 1982
and 1983 will see a gradual leveling off
of US imports of Chinese ceramics. Fu-
ture expansion is seen as mcremental
and occurring only as the Chinese in-
vest to expand and upgrade the quality
ol their manufacturing facilities. This
attitude is prevalent among importers
ol ceramics, even from those reflecting
the relatively modest quahiy require-
ments of the low- to moderate-priced
dinnerware market. The growth poten-
tal for Chimese ceramic exports to the
lucrative high-end dinnerware and gift-
ware markets in the United States is
even more problematic.

Growth ol Chinese exports in the
high-value area (including hne bone
china and antique reproductions) has
been much slower than in the low-value
categories. The general experience of
American importers with the Chinese
in maintaining the confidentiality and
exclusivity of the designs they introduce
has been relatively good, but some of
the high-end design and import com-
panies hang back because of doubts
with respect 1o the protection of their
design property should they decide 1o
source their product in the PRC. These
doubts and uncertaintues will, 1t s
hoped. evaporate as importers gain
more experience with China as a reli-
able supplier. but they may linger until
China takes more definite measures to
protect intellectual propern. The qual-
ity problems that beset the Chinese as-
sault on the high-end of the market.
dre, ll‘)\\'t’\('l‘ Imore sl i‘lll\.

Chinese manufacturers arve still inca-
pable of producing many of the more
sophisuicated tvpes of decalcomanias
which have made Japanese porcelains
sosuccesstulinthe United States. Inthe
extremely exacting field of antique re-
production, importers report per-
sistent problems with the quality of the
Chinese product, resulting primarily
from impure raw materials and poor
color mixing. Wastage rates from losses
in the kiln are also reported to be exces-
sively high in China, running above 50
percentin some lactories visited by one
US importer. This raises the cost of Chi-
nese-made antique reproductions
above the level ol comparable pieces
made in Europe. Tromically, some blue-

and-white porcelainware, originally
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produced in China in the eighteenth
century, is now being reproduced in
Portugal because China is not a cost-
etfective supplier.

iven the overwhelming em-

phasis on mass-produced,

cheap, unlitarian wares in the
first decades of the PRC, it 1s not sui-
prising that China should have some
dithculty competing effectively in the
extremely fashion- and quality-con-
scious high-end sector of the chinaware
market. Despite the difhiculties that i
presents, the high-end of the market is
a sector that the Chinese can ill afford
toignore in the long-run. Some import-
ers feel that unless more attention is
given to manufacturing a higher quality
product in fashionable designs, the
PRC will be in danger of developing a
reputation as a producer of low-end
merchandise only. This happened 1o

Japan atter World War I, and has taken

Japanese ceramic producers three dec-
ades to overcome.

China has the oldest contunuous tra-
dition of hine ceramics manufacturing
in the world, and it sull possesses the
carth’s most extensive reserves of high-
quality raw materials for ceramics.
These factors, combined with China’s
nearly iexhaustible labor resources,
hold the potenual for China to once
again achieve preeminence as a pro-
ducer of fine porcelain and earthen-
wale.

But modernizaton, investment, and
vears of concerted eftort are required
before this may be achieved. Antque
Chinese porcelain as an investment
over the last decade has performed bet-
ter than gold, any other tvpe of anuque
or hne art, and beter than most se-
curities, It is doubtful that anv of the
ceramics produced so far in the People’s
Republic will achieve this rarvified repu-
tation. Yet, with the somewhat more lih-
eral attitude of the current authorities
toward design experimentation, and
the stimulus ol extended contact with
ceramics experts outside of China,
there is hope that the tull splendor of
Chinese porcelaim asan art form, as well
as an export commadity, mav vet be re-

vived. g

Andrew Hevden s assistant director of the
Counall’s Busimess Advisory Services f)f-‘fnufnu nt
Before joining the Council in May, 1982 hewvas a
froe-year vesident of Hong Kong where e was
active in consumer goods tradimg and hght-indus-
treal mvestment consultation



China’s Porcelain-

Producing Areas

Quality was allowed to deteriorate sharply in the 1960s,
but improvements since then have restored the world-renowned
status of a few centers in Jiangxi, Hunan, and Fujian.

Almost all provinces in China produce ce-
ramics and porcelainware for use in the do-
mestic market. The following areas, however,
specialize in higher-quality products more
oriented to the export market.

Virtually all ceramicware factories in
China are looking for foreign investment
and compensation trade partners, and are
willing to produce to buyer’s specifications.

ANHUL. The Qimen County Porcelain
Factory produces blue-and-white and fam-
ille rose porcelain. Art porcelain is made by
the Huainan Porcelain Factory.

FUJIAN. Jianyang County has revived
“Jianware” porcelain, a golden black glaze
with streaks of “hare fur,” a technique origi-
nating in the Song dynasty. Other export
centers are located at Dehua, Xiamen, and
Minging. Dehua’s factories specialize in
ivory-white porcelain (blanc-de-chine),
figurines, and tea sets, continuing a tradi-

tion begun in the Tang dynasty.

GUANGDONG. In the cities of Foshan
and Shiwan, 14 ceramics factories employing
20,000 workers produce mainly earthen-
ware decorative items (hgurines, vases, ce-
ramic tiles for roofing, and wall decor). Sixty
percent of production is reportedly ex-
ported.

Other producing areas in Guangdong in-
clude Fengxi, Shantou (Swatow), and Lian-
jlang. The Lianjiang (Hongxing) Porcelain-
ware Plant was cited in a national competi-
tion as one of the five most advanced
porcelainware manufacturing plants in
China.

GUANGXI. Factories produce “Xinhua”
daily-use porcelain, stoneware, and iron-
stone. The port city of Qinzhou is famous for
“nixing” (reddish) earthenware and artistic
pottery.

HEBEL Handan County is the home of two
renowned Kilns at Dingzhou and Cizhou,
I'he area is known for its bold, black-on-
white, and leat-and-floral designs dating
from the Song dynasty. 12,000 employees in
ten factories produced 100 million pieces in
1980, of which more than ¥ 13 million was
exported.

The No. I Porcelain Factory is Handan's
largest, with 2,200 workers in 11 workshops.
I'he factory specializes in ivory and white
porcelain. Seventy-five percent of its annual
production of 30 million pieces is exported.
I'he No. 7 Porcelain Factory, with 40 work-
ers, specializes in tableware and antique re-

productions, One-third of its annual output
of 1.5 milion pieces is exported.

Fangshan, another well-established por-
celain center, is known for gold bone ash por-
celain decorated with red and blue, and with
“Yulan™ and “white jade" glazes. A major
earthquake in 1976 severely disrupted the
area, but production has reportedly re-
turned o normal.

I'he 15 porcelain factories in Tangshan
employ 11,500 workers. The No. | Porcelain
Factory, manufacturing 300,000 pieces an-
nually of “Red Rose” brand bone ash por-
celain, plans to open a new production line
in 1983, which is expected to increase output
to 1 million pieces per vear,

A third area for porcelain production in
Hebei is the Xuanhua Porcelain Factory in
Zhangjiakou. This factory produces 17 mil-
lion pieces of porcelainware per year, of
which approximately 10 million is exported
every vear. Xuanhua porcelain is distinctive
for its purplish red glaze.

HUNAN. The export value of Hunan ce-
ramics totalled $24 million in 1981, The
province has 82 ceramics plants run by coun-
ties or higher-level administrative units, in-
cluding 14 major factories specializing in
exports. Total production of porcelain was
130 million pieces in 1981

Liling County porcelain, known for its
white color and thin potting, is produced at
five large and medium-sized factories em-
ploying 20,000 workers engaged in export
production, and one factory engaged in do-
mestic production. The county provides 10
percent of China'’s export production. Its
total annual output is in the vicinity of 90
million pieces of underglaze daily-use por-
celaimn.

Other factories in Hunan include the
Guoguang Porcelain Factory, which has an
exclusive arrangement with Mikasa, the
NXingbo Porcelain Factory, which employs
1.800 workers producing 17 million pieces
per vear, and the Qunli Porcelain Factory.

Tongguan County is known for its stone-
ware, which is heavy and opaque. and char-
acterized by brown or reddish brown glazes.

JNANGSU. Yixing County porcelain, well-
known in Europe since the 16th century for
its carved and decorated teapots, utilizes a
unique local clay, which retains purple,
brown, green, and other colors after firing.
The area also produces glazed pottery and is
renowned for carved and decorated teapots.

3,000 workers produce 60 million pieces an-
nually. Dingshuzhen, a town in Jiangsu, ex-
ported 5 million items of pottery in 1978,

JNANGXL China’s largest porcelain-pro-
ducing province, Jiangxi has 80,000 ce-
ramics workers in over 50 factories. The
largest producing center is at Jingdezhen,
which carries on a centuries-old tradition of
manufacturing high-quality porcelainware.
The Jingdezhen kilns specialize in dinner-
ware and display porcelain in underglaze
blue, rice pattern, famille rose, underglaze
red, polychrome, and eggshell porcelain.
Twelve large tactories and tens of small facto-
ries and cooperatives are engaged in por-
celain production. The area employs 30,000
ceramics workers and 1,000 artists. Jing-
dezhen’s annual production is 250 million
pieces, of which about half is export.

The Jingdezhen factories have signed con-
tracts with Mikasa, Weil Trading Co., and Pe-
king Imports, among others, and have
supplied importers in the United States, Eu-
rope, and Hong Kong. Export items are
transported by barge on the Nan River to the
Yangzi River, and on to the port of Shanghai
or other Yangzi River ports.

LIAONING. Five factories in Gangvaoling,
Haicheng County, make utility ware using
neopolychrome, transfer painting, spraving,
etch-guilding, and underglaze.

SICHUAN. "Rongcang” carthenware is the
province’s best-known ceramic product,

SHANDONG. The Zibo area in central
Shandong is known for “Ziboware,” charac-
terized by bold blue-black glazes, metallic
glazes, engraved porcelain, and translucent
“raindrop” glazes. 13 factories and 30 enter-
prises in this area make tea, coffee, and din-
ner sets. Annual output is 60 million pieces.

I'he Zibo Ceramic Industry Factory has re-
cently begun production of “Lubo™ brand
porcelain, china tableware with a smooth,
yellowish glaze finish developed by the Sili-
cate Research Institute of Zibo. 1981 output
was 560,000 pieces: projected output for
1982 is | million pieces.

ZHEJIANG. Celadon glaze porcelain from
the city of Longquan has a characteristic
light green glaze. Both decorative items and
tableware are produced. Productive activity
here is a revival of porcelain manufacture
dating from the Song dynasty.

— .M. Richards

18

The China Business Review/September—October 1982




Hebei preserved and dried fruits include: Dried Pear, Dried Apple, Dried
Apricot, Preserved Pear, Preserved Apple, Preserved Peach, Preserved
Apricot, Preserved Dates, Preserved Cherry-Apple and Haw Flakes. All are
prepared from the fruits produced in Hebei Province.

With just the right degree of sweetness and sourness, and distinctive
flavours, Hebei Preserved and Dried Fruits are delicacies at tea-time or
dinner party and top quality materials for all kinds of confectioneries.

YOUR ORDERS ARE WELCOME.

CHINA NATIONAL CEREALS, OILS & FOODSTUFFS IMPORT & EXPORT CORPORATION
HEBEI BRANCH

Address: 52, belma Road, Shijiazhuang, China Cable: “CEROILFOOD" SHIJIAZHUANG
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Direct Investment in China

The idea was to speed up the country’s development, but
in some respects the policy is having the opposite effect.

n these recessionary tmes it 1s

perhaps surprising that a strong

vote of confidence in the strength
of the capitalist system should come
from China. But a fund-raising drive s
now in full swing to convince foreign
companies to invest about $5.3 billion
of their “surplus capital™ in over one
thousand Chinese enterprises.

Ihe campaign actually began i July
of 1979, when China took the historic
step of welcoming foreign joint ven-
tures. In September ol the same vea
the hirst ol four Special Economic Zones
was established in Guangdong and Tu-
jan to attract foreign investment. Com-
mercial legislation soon followed (o
encourage, guide. and of course 1ax,
China’s fledging foreign enterprises.

Accelerating these developments,
ironically, was the downturn in China’s
economic growth rate beginning in
1979, which led to across-the-board
cuts i machinery and equipment im-
ports. As more projects were termi-
nated, China’s increasingly autono-
mous provinces began 1o investigate
wavs 1o t.ll\l‘ .I(l\'il]llilgt' ol ]llt‘ country S
liberalized investment policies in order
to mduce foreigners to fund what Bei-
jing no longer was willing to pay for.

Quite simply, Chinese enterprises
were squeezed by the government’s
stringent policy ol “readjustment”™ and
import cutbacks in high technology
areas. The shift in policy set in motion a
sharp. conservative swing with dramtic
consequances. In January of 1981 a
number of Japanese, German, and En-
glish manulacturers were notihied that

20

James B. Stepanek

$2.6 billion in equipment orders tor the
Baoshan steel mill and four giant petro-
chemical complexes had been uni-
laterally postponed. As the vear wore
on, contractors around the world could
onlv wait and hope that their deals
would not be aftected. Litle did they
realize that thenr counterparts in Chi-
nese factories were probably even more
apprehensive, By the end of that year,
the mnvestment schemes kept alive
tended o be those that were urgent na-
tnonal priorities. or projects iimanced
trom abroad.

Enterprises tortunate enough to be in
Guangdong. Fujian, or one of China’s
major cties, which enjoved greater for-
cign trade antonomy than the rest of
the country in investment matters, had
already begun o acquire foreign ma-
chinery and technology through novel
arrangements like “coproduction™ and
“compensation trade.” The divect in-
vestment fever spread 1o the coastal
provinces, and then o the interior. By
1981 the central government relented,
and extended 1o all provinces some ol
the autonomy enjoved by Guangdong
and Fujan.

Soon loreign executives traveling in
Shandong. Liaoning, and even out-of-
the-way Anhui, became the objects of
fervent sales talks about “Hexible trade”
opportunities. As competition for the
attention ol the recession-weary execu-
tive intensihied, afew provinces adopied
more sophisticated entrepencurial
strategems. hose that had not alveady
done sotried to lure investors by setting
up “lIonternational Truse and Invest-

ment Corporations.” modeled alter the
China Internatonal Trust and Invest-
ment Corporation established in 1979,

Other provinces began to issue press
releases (usually through friendly
Hong Kong magazines) publicizing
thenr most promising investment proj-
ects, Their eratre tended 1o ger right
to the point: “Bicvele factory ready 1o
accept overseas investment o irans-
LT eNoL D Plastic

Plant wishes to import know-how to

form production .

raise the qualiy ol s wallpaper and
imitation leather.” “Fishing corporation
witnts to import 170,000 fish hooks and
850 Hoating signal lamps to increase
In early 1982
dozens ol such amnouncements began

globe fish expores.”

to appear cach week,

Most are modest undertakings call-
ing for a few pieces of imported equip-
ment to modernize an enterprise. ol
just one part of an enterprise. One am-
bitious exception to this rule appeared
this July. The announcement stated
simply: “Province wants to invest inde-
pendently or jointly with foreign firms
in the development of tmber resources
II] overseas l(ll.l]”[i(_'\ O ensure "“l'
hicient timber imports lor her domestie
industry and agriculture.” A separate
shipping joint venture will get the lum-
ber to China, and of course, mvestors
willing to contribute ocean-going
freighters are welcome. 1t said.

When tallied up, the number of pro-
posed ventures on these hists comes o
an astonishing LOOL projects. not in-
cluding another 121 projects on a select
list currently being sponsored by 23
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provinces, municipalities, and autono-
mous regions with the assistance of the
Ministry of Foreign Economic Relations
and Trade and the United Nations In-
dustrial Development Organization.

he response of foreigners to

China’s increasingly solicitous

“open door” investment pol-
icies has been somewhat cautious. The
bulk of the $2.897 million so far com-
mitted to nearly 13,000 Chinese enter-
prises m direct foreign investment for
the most part consists of simpler ar-
rangements.

Joint Ventures

Joint equity ventures, the hirst choice
of Beijing officials who want to maxi-
mize the importation of high echnol-
ogy and Western management know-
how, have proved unpopular. Of the 40
joint ventures approved through June
1982 worth $189.2 million (of which
BR7.5 million was contributed by for-
cign parties), 20 were approved in [980
and 20 in 1981, The loreign contribu-
ton to last vear's 20 ventures was only
520 million. Hence, not only have they
decreased in size over time (the average
contribution fell to just $1 million in
1981 from about $3 mullion the vear be-
fore), but few ventures are currently in
the process of formation. Thatis quite a
decrease [rom a year ago when China
announced that over 300 joint equity
ventures were in advanced stages of ne-
gotiation. Later, the number of joint
ventures could increase. China has indi-
cated that foreign service companies
wanting to  participate in the
PRCs offshore oil development should
set up joint equity ventures in China.

Coproduction

Ihe strong desire on both sides to
tatlor contracts to individual deals is in-
dicated by the growth of coproduction,
or “cooperative production” deals, in-
volving tourist hotels, apartment
houses (usually for the relatives of Over-
seas Chinese), electronics, botthing,
hishing. and animal husbandry proj-
ecls.

Fully 91 percent—S8 1,435 million—of
the total foreign investment received by
China in 1981 took the form ol
coproduction. Paradoxically, these are
also known to the Chinese as “contrac-
tual joint ventures,” an unfortunate
choice of terms that only makes matters
worse when shortened to “jomnt ven-
tures”. In November 1981 an othcial in
the Shenzhen Special Economic Zone
hoasted that not a single one of the 350

or so coproduction “jomnt ventures” in
the zone were of the equity variety. All
were approved outside the channels set
forth in China’s July 1979 Joint Venture
Law, he noted.

Ihe shift i interest from joint equity
ventures to the more adaptable
coproduction format, particularly for
building international-class resorts in
Shenzhen, has led 1o an increase in the
average size of coproduction arrange-
ments from about $2 million in 1980 1o
over $8 million 1 1981

The beauty of coproduction 1o the
Chinese is that virtually evervihing is
negotiable—an ambiguous and unset-
ting prospect to some Western negotia-
tors. “Both sides cooperate in opera-
tions and management in line with the
contract,” explained a Chinese official
last April, “but without forming a
unified organ of authoriy.” That means
the loreigner can be merely an advisor,
or play a forcetul managementrole, de-
pending on the terms of the agreement.
The latter case would describe the half
dozen “sole proprietorships” now oper-
ating in China that are 100 percent for-
eign-owned enterprises, mainly in
printing, dyeing, and other manufac-
turing pursuits. These are considered
coproduction arrangements because
the Chinese side provides the land and
labor, but no equity. Moreover, profits
are not splic according 1o each side’s
equity contribution, but according to a
ratio—any ratio—that both parties hap-
pen to agree upon. And the foreigner’s
equipment and other capital assets nor-
mally become Chinese property when

the contracted period of cooperation
terminates.

“Unlike joint equity ventures,” the of-
hicial continued, “the Chinese partici-
pants [engaged in coproduction] only
provide such necessary operational
conditions as land and buildings
while the foreign participants invest all
the funds and take the ris

s." Adding 1o
the foreigner’s risk is the government’s
policy of including joint equity ventures
in the state plan, but seldom coproduc-
I'his subtle distinction
means that coproduction enterprises

lon deals.

can escape the detailed surveillance by
state planning bodies that are responsi-
ble for supervising enterprises under
the state plan. But it means, too, that a
coproduction factory outside the state
plan might not get the supplies it needs
since 1t must depend on provincial and
local supply networks that have access
only to low-priority commodities. A
common complaint of foreign investors
engaged in coproduction is that high-
grade raw materials have 1o be im-
ported long after the cut-off date stupu-
lated in their agreements, because they
and their Chinese partners lack the po-
litical clout to requisition superior qual-
ity Chinese goods.

Compensation Trade

Ofhicial staustics gathered from scat-
tered local sources show that invest-
ment in compensation trade dropped
dramatcally i 1981, to about $79 mil-
lon, Between 1979 and 1980, $381 mil-
lion went into compensation trade
projects.

Direct Investment in China’s Four Special Economic Zones

In a one day tour of Shenzhen a foreign visitor can see about 80 percent of
all investment taking place in China’s Special Economic Zones and about
half of all direct foreign investment in the nation.

Percent of total
direct investment

1982

Investment in China as of
Zone (million $)  No. Projects December, 1981

Guangdong Province
Shenzhen 1,375.0 989 47.5

Shekou port 88.5 21 3.1
Zhuhai 84.0 9 2.9
Shantou 106.2 NA 37
Fujian Province
Xiamen (Huli) 74.3 5 2.6
Total $1,727.5 1,024 59.8%

SOURCES: National Council, and China Economic News, May 24,
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Under most compensation trade
agreements, the foreigner is expected
to give equipment to the Chinese free of
charge for laer pavment in the form ol
goods. These goods may be produced
bv the same machines, orat least by the
same enterprise, or in very rare in-
stances, by a totally ditferent enterprise
(usually under the same bureau) that
produces goods more in keeping with
the foreign partys marketing abilities,
The machinery becomes the propern
ol the Chinese side whenever the con-
tract so stipulates; upon arrival, over a
period of time as the foreigner is paved
back in goods, or when the contract
expires.

From the most comphicated to the
simplest deal, the charactenstic com-
mon toall such armrangementsis that the
foreigner supplies a major portion of
the necessary capital and raw materials,
and receves pavment 1l and when the
enterprise produces goods or services
that can be marketed abroad by the for-
eign party.

Ihe supulanon that output must be
exported was never strctly entorced,
and was modihied further when Vice-
Minister Wet Yuming in the Minisuory of
Foreign Economic Relations and Trade
announced in June that foreign enter-
prises can market their output in China
atter they export enough to pay all bills
denomimated m loretgn currency. “In
other words, the bhalance of foreign ex-
change in the enterprise must be main-
tained.” he said.

A parallel requirement for both
coproduction and compensation trade
is that financing 1s the foreigner’s worn.
Getting a foreign exchange loan is such
an ordeal for most Chinese enterprises
that the whole rason d'etre of China's
“Hexible™ trade arrangements seems 1o
be a device to avoid having to go 1o a
Chinese bank. That, most foreign inves-
tors have discovered, 18 not easier out-
side China. since the Bank of China—
China’s sole foreign exchange bank—
and other Chinese entities are loathe to
provide the repavment and perfor-
mance guarantees normally needed 10
geta loan rom a Western bank.

Processing

Arrangements involving “processing
and assembling with supplied materi-
als™ have carned China $328 million in
processing lees since 1979, of which S41
million reportedly consisted ol mnvest-
ments in quality testing instruments
and other equipment. The wotal ex-
cludes an estimated $2 million invested
in around 1.000 pioneering deals
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Principal Laws Governing
Foreign Investment in China

Marianna Graham

hough the following 31 laws are

the main pieces of legislation gov-

erning foreign enterprises in
China, investors should be aware that they
are by no means the only ones. Because so
many Chinese laws are kept secrel and out of
the hands of foreigners, it is very important
that investors understand that their enter-
prises in China may come under laws they do
not know about and are not allowed (o see.
Companies experiencing difficulties learn-
ing about such laws and regulations are
urged to contact the National Council or an
experienced lawyer. Some lawyers specializ-
ing in the China trade reportedly have been
permitted to study internal (“neibu”) Chi-
nese documents to allay their client’s ap-
prehensions.

The Law of the People’s Republic of
China on Joint Ventures Using Chi-
nese and Foreign Investment

Adopted on July I, 1979 at the Sec-
ond Session of the Fifth National Peo-
ple’s Congress and promulgated on July
28, 1979, Took effect on date of pro-
mulgation.

Regulations of the People’s Republic
of China on the Registration of Joint
Ventures Using Chinese and Foreign
Investment

Promulgated by the State Council on
July 26, 1980, Took effect on date of
promulgation.

Regulations of the People’s Republic
of China on Labor Management in
Joint Ventures Using Chinese and For-
eign Investment

Promulgated by the State Council on
July 26, 1930, Took eftect on date of
promulgation.

Regulations of the People’s Republic
of China on Special Economic Zones
in Guangdong Province

Approved at the Second Session ol
the Fifth National People’s Congress on
August 26, 1980 and came into force
alter adoption by Guangdong Provin-
cial People’s Congress and after submis-

sion and approval of the Standing
Committee of the National People’s
Congress of the People’s Republic of
China.

The Income Tax Law of the People’s
Republic of China Concerning Joint
Ventures with Chinese and Foreign
Investment

Adopted at the Third Session of the
Fifth National Peoples Congress (held
in Beijing from August 30 to Septem-
ber 10, 1980) and promulgated on Sep-
tember 10, 1980. Took effect on date of
promulgation.

Individual Income Tax Law of the
People’s Republic of China

Adopted at the Third Session of the
Fitth National People’s Congress and
promulgated on September 10, 1980,
Took effect on date of promulgation.

Detailed Rules and Regulations for
the Implementation of the Income
Tax Law of the People’s Republic of
China Concerning Joint Ventures with
Chinese and Foreign Investment
Approved by the State Council on
December 10, 1980 and promulgated
by Ministry of Finance on December 14,
1980. Took effect retroactively on Sep-
tember 10, 1980, the date of promulga-
tion of the Income Tax Law of the
People’s Republic of China Concerning

Joint Ventures with Chinese and For-

eign Investment,

Detailed Rules and Regulations for
the Implementation of the Income
Tax Law of the People’s Republic of
China Concerning Joint Ventures with
Chinese and Foreign Investment
Approved by the State Council on
December 10, 1980 and promulgated
by Ministry of Finance on December 14,
1980. Took effect retroactively on Sep-
tember 10, 1980, the date of promulga-
tion of the Income Tax Law of the
People’s Republic of China Concerning

Joint Ventures with Chinese and For-

eign Investment.
Interim Regulations of the People’s
Republic of China Concerning the
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Control of Resident Offices of Foreign
Enterprises.

Promulgated by the State Council on
October 30, 1980. Took effect on date of
promulgation.

Provisional Regulations for Exchange
Control of the People’s Republic of
China

Adopted at the Regular Session of the
State Council on December 5, 1980 and
promulgated by the State Council on
December 18, 1980. Took effect on
March 1, 1981,

Provisional Regulations for Providing
Loans to Joint Ventures of Chinese
and Foreign Ownership by the Bank of
China

look effect on March 13, 1981.

Additional Regulations Concerning
the Registration of Resident Offices of
Foreign Enterprises

Circular issued by the General Ad-
ministration of Industry and Com-
merce in accordance with the Interim
Regulations concerning the Resident
Ofhces in China of Foreign Enterprises,
promulgated by the State Council; an-
nounced in the Hong Kong press on
June 1, 1981, with note that the regula-
tions are being implemented.

Rules Governing the Carrying of For-
eign Exchange, Precious Metals, and
Payment Instruments in Convertible
Currency Into or Out of China.
Promulgated by the State General
Administration of Exchange Control
and published on August 10, 1981.

Rules for the Implementation of For-
eign Exchange Control Relating to
Foreign Representations in China and
Their Personnel

Promulgated by the State General
Administration of Exchange Conurol
and published on August 10, 1981,

Detailed Rules for Approval of Ap-
plications by Individuals for Posses-
sion of Exchange

Approved by the State Council and
promulgated by the State General Ad-
ministration of Exchange Control.
look ettect on January 1, 1982,

Detailed Rules Concerning Exchange
Control Relating to Individuals

Promulgated by the State General
Administration of Exchange Control.
Took effect on January 1, 1982,

Provisional Regulations on Registra-
tion of Enterprises in Special Eco-
nomic Zones of Guangdong Province

Adopted at the 13th Session of the
Standing Committee of the Fifth
Guangdong Provincial People’s Con-
gress on November 17, 1981. Took el
fect on January 1, 1982,

Provisional Provisions on Land Con-
trol in Shenzhen Special Economic
Zone

Adopted at the 13th Session of the
Standing Committee of the Fifth
Guangdong Provincial People’s Con-
gress on November 17, 1981, Took el-
fect on January 1, 1982,

Provisional Entry/Exit Rules for the
Special Economic Zones in Guang-
dong Province

Adopted at the 13th Session of the
Fifth Guangdong Provincial People’s
Congress on November 17, 1981, Took
effect on January 1, 1982,

Provisional Provisions on Wages in
the Enterprises in Special Economic
Zones in Guangdong Province

Adopted at the 13th Session of the
Standing Committee of the Fifth
Guangdong Provincial Peoples Con-
gress on November 17, 1981, Took el-
lect on January 1. 1982,

Income Tax Law of the People’s Re-
public of China Concerning Foreign
Enterprises

Adopted at the Fourth Session of the
Filth National People’s Congress on De-
cember 13, 1981 and promulgated the
same day. Took eflect on January 1,
1982,

Detailed Rules and Regulations for
the Implementation of the Income
Tax Law of the PRC Concerning For-
eign Enterprises

Approved by the State Council on
February 17, 1982 and promulgated by
the Ministry of Finance on February 21,
1982, Took etfect on January 1, 1982,
the same date as the publication and
enforcement of the Income Tax Law of
the PRC Concerning Foreign Enter-

prises.

Provisional Regulations on Lawyers

Adopted by the Standing Committee
ol the Fifth National People’s Congress
on August 26, 1980, Took effect on Jan-
uary 1. 1982,

Regulations of the People’s Republic
of China on the Exploitation of Off-
shore Petroleum Resources in Coop-
eration with Foreign Enterprises

Promulgated by the State Council on
January 30, 1981. Took effect on date of
promulgation.

Provisional Regulations of the Gen-
eral Administration of Industry and
Commerce of the People’s Republic of
China on the Payment of Registration
Fees by Joint Ventures Using Chinese
and Foreign Investment

Approved by the State Council and
released by the General Administration
of Industry and Commerce in March,
1982, It ook effect on the date of issu-
dnee.

Rules Concerning the Levy and Ex-
emption of Customs Duties and Con-
solidated Industrial and Commercial
Tax on Imports and Exports for the
Chinese—Foreign Cooperative Exploi-
tation of Offshore Petroleum

Approved on February 28, 1982 by
the State Council and promulgated on
April 1, 1982 by the General Admin-
istration of Customs and the Ministry of
Finance.

Temporary Provisions on Tax Regis-
tration for Foreign Enterprises That
Begin Operation or Close Down

Promulgated on April 15, 1982 by the
General Tax Bureau under the Ministry
of Finance. Took elfect on the date of
promulgation.

Provisional Articles on Control of Ad-
vertising

Promulgated on February 17, 1982,
Took effect on Mav 1, 1982,

Economic Contracts Law

Adopted at the Fourth Session of the
Fifth National People’s Congress on De-
cember 13, 1981. Took eftect on July 1,
1982,

Civil Procedure Law of the People’s
Republic of China

Approved by the 22nd Session of the
Standing Committee of the Fifth Na-
tional People’s Congress on March 8,
1982, and promulgated for trial imple-
mentation beginning on October 1,
1982,

The Trademark Law of the People’s
Republic of China

Announced on August 25, 1982, Will
come into force on March 1, 1983,
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struck in 1978 and early 1979, for which
little information is available. Equip-
ment supplied by the loreign side in
processing arrangements eventually
becomes Chinese property. although
a lew cases itis returned 1o the country
of origin when the processing contract
expires.

hough the total foreign invest-

ment in China comes to an

impressive $2.9 hillion. only
part ol this sum has actually found s
way 1o China’s shores. Investment
figures cited by ofhcial spokesmen gen-
erally refer to the value of equipment
and technology pledged and not im-
ported. Depending on the authorin
one listens to, China’s gains from direct
investment in the form ol installed
equipment and cash in the bank could
range anywhere from $600 million as of
early 1982, to a high of $1,400 million as
of June of this vear.

The lower estimate is based on an
April 1982 speech by Guangdong First
Party Secretary Ren Zhongvi who re-
vealed that only 21.2 percent of the total
foreign investment committed to
Guangdong—the recipient of nearly
two-thirds of the nation’s total—was -
ported as of that date. This tallies with
another official statement that only 154
percent of the capital promised by for-
eign investors in Shenzhen was im-
ported by the end of 1981, Observes one
Hong Kong banker: “China’s prefer-
ence for cheap deals has led 1o an influx
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Sony TV assembly line in Xiamen (Amoy), Fujian Province.

of shadv Hong Kong businessmen who
promise a lot but deliver litde.”

Ihe more optimistic estimate that
“about half™ of China’s investment proj-
ects are underway came from Ji Chong-
wel, a senior ofhictal in the Ministry ol
Foreign Feconomie Relations and Trade.
who also told participants at the June
China Investment Promotion Con-
ference in Guangzhou that two-thirds
of China’s 40 joint ventures are now op-
erational.

Ihe ambiguity over numbers is more
than just an accounting problem. Most
executives seem to hold the opinion
that before China attempts to
more billions it should stop. look, and

raise

listen. "One probleniwith the projectsis

York manufacturer. * They wanted tech-
nology and equipment for injection
molds. We would buy back their molds
i exchange. But our molds are custom
made for customers around the world,
and we can’t trust quality 1o an un-
known company.” The size ol invest-
ments the Chinese are looking for
puzzlessome. "I ound the project value
for equipment to be extremely low,” a
Rochester businessman said. “ They are
making no allowance for the know-how
involved.”

But these are small matters com-
pared with the number one cause of
investor dissatisfaction: China’s reluc-
tance to assist s investment projects
with loans or other forms of credit. The
reasons given for the policy is that the
country is too poor and interest rates
too high tor China o fuel its develop-
ment effort with high-priced foreign
loans. “Due 1o the current high interest
rates ol commercial bank loans,” Minis-
ter Chen Muhua said on June 9, “ow
country will not make use of commenr-
cial loans lor the tme being.”

Ihe mteresting tact, however, 1s that
China could increase its loans to Chi-
nese enterprises without borrowing a
cent. As a net lender to the rest of the
world (an unusual position for a devel-
oping countrv) itcould shift funds from
investment undertakings abroad to
projects back home. In August, 1981,
the Bank ol China comanaged two syn-
dicated loans to a Spamsh highway cor-
poration for $45 million: in September
it comanaged and managed svndicated
loans totaling S0 million to two Bra-
slian corporations. In the siime month
it participated i a $93 million syndica-
tion to a Venezuelan real estate corpo-
ration, and a few months later 1
participated in a S160 million syndica-

Most executives seem to hold the opinion that before China
attempts to raise more billions it should stop, look, and listen.

that their people don’t know what they
want,” a participant at the June
Guangzhou forum told The CBR. Ay
one meeting they said: “You have the
experience. You have to sell that stutt,
so yvou tell us what equipment to buy.”
Other potential investors have dith-
culty with the compensation trade con-
cept. “Counter trade or compensation
trade just doesn’'t work,” said a New

tion (ata margin of 04375 over LIBOR)
to help Venezuelan small businessmen
get subsidized credit. As recently as
June i participated in a $175 million
syndication to Denmark’s privately
funded Eximbank. These loans do not
include the bank’s $:4.5 billion in out-
standing loans to the eurocurrency
market—double the bank’s investment
porttohio of a vear and a halt ago. " The
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FOREIGN DIRECT INVESTMENT IN CHINA
July, 1979-December, 1981*
Only between a fifth and a half of the $2,897 million total

has been received by China, since direct investment figures refer to
pledges for future deliveries and not actual imports.
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*Official figures for all categories of direct investment generally go back only to July, 1979, when China’s joint venture law was promulgated. The value
of direct investment prior to that date was negligible. 'Figure represents proposed investments in four zones in the Bohai Bay and Gulf of Tonkin by the
Japan National Qil Corp., Elf Aquitaine, and To1AL. The jnoc indicated when it signed its contract in May, 1980, that it would spend $210 million over
five years. 2Excludes roughly 1,000 processing arrangements involving $2 million in direct investment concluded prior to July, 1979. JItis not known
how many of these may involve direct investment, though reports indicate even small processing arrangements often involve a contribution by the
foreign party of instruments and testing equipment.

SOURCES: Speech by Wei Yuming, vice-minister of Ministry of Foreign Economic Relations and Trade, to China Investment Promotion Conference in
Guangzhou, June 9, 1982; speech by Guangdong First Party Secretary Ren Zhongyi, April 3, 1982; speeches by Wei Yuming and Ji Chongwei to
EEC-China Business Conference in Brussels, March, 1981; Fconomic Reporter, April, 1982; and China Economic News, May 24, 1982.



Bank of China has learned it is very
profhitable 1o lend to creditworthy cus-
tomers at good margins,” observed one
international banker who has helped
the Bank of China with its syndications,

he policy of ignoring the real
cost ol money and capital is ol
course self-defeating since in-
vestors will just disguise their cost of
funds in higher equipment valuations,

Getling a foreign exchange loan is such an ordeal for most
Chinese enterprises that the whole raison d’etve for “flexible”
trade arrangements seems to be to avoid using a Chinese

bank.

I'he predicament facing the Bank of
Chinais that it cannot lend as much as it
might like to Chinese customers,
though 1t1s awash with funds. The rea-
son: “Interest rates on commercial
loans are usually higher than we can
altord. For instance, many of our enter-
prises cannot afford an interest rate of
17 or I8 percent,” according to Chen
Muhua, who took the opportunin
while in Guangzhou in June to an-
nounce that China has borrowed onh
$2 billion over the last three vears [rom
both public and private sources. “Our
country did not utilize commercial
loans very much in the first place.” she
added. Such statements confirm the be-
liet held by many Western economaists
that the level of China’s foreign debt is
exceedingly low relative to the country’s
exports and other sources of foreign
exchange earnings.

I'he notion that Chinese enterprises
are not willing and able to pay market
rates is questionable at best, observers
feel. Not only is the black market rate
for toreign exchange in China report-
edly much higher than anything seen
in Western capital markets, but some
Chinese enterprises are apparently
quite profitable. The Anging Cannery
in Anhui Province, for example, has
told prospective investors that it can
turn $700,000 worth of imported ma-
chinery into $19 millon in increased
output. Studies by the Bank of China of
123 exporting enterprises i Lanjin,
and another 347 in Nanjing, show that
in recent vears these enterprises real-
ized an annual average rate of return on
foreign exchange loans of 150 and 70
percent, respectively. With rates of re-
turn like that, an enterprise’s prot-
itabilityv and its contribution to the
nation’s export earnings would hardly
be diminished by having to pav interest
rates in Chen Muhua's forbidden
heights of 17 or I8 percent.
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as 15 done in certain Middle Eastern
countries where interest is not explicitly
charged owing to religious taboos.
Due to these domestic hinancial pol-
icies, Chinese enterprises that are will-
ing to pay the going rate lor capital are
being denied the chance of boosting
China’s exports because they cannot ob-
tain the necessary foreign exchange.

The Tianjin Light Bulb Factory is seeking a
joint venture partner to manufacture fluores-
cent bulbs and Christmas tree lights.

Meanwhile, China’s machinery and
equipment imports continue to de-
cline. Theyv fell during 1981, and
dropped by 43 percent m the firse six
months of 1982 compared with the
same period last vear, according to the
Ministry ol Economic Relanons and
Irade. US exports 1o China of ma-
chinery and equipment fell by 59 per-
cent in 1981, and could dechne sharphy

again this year. Trade statstics from
Japan, France, West Germany, and the
UK tell the same story. Indeed, the
value of the machinery and equipment
that 15 not being imported by China
could exceed the value of s foreign
mnvestments.

Ultimately, the problem comes down
to domestic politics. As long as China’s
heavy industrial sector remains in a
slump. it will be hard 1o overcome pro-
tectionist pressures from machinery
building ministries to allow increased
machinery imports. * The introduction
of equipment which can be produced
domestcally must be strictly forbid-
den,” an arucle in the People’s Daily has
urged. And as long as China refuses to
use large-scale commercial bonds,
loans, and other hinancal instruments
to import machinery, apparently the
onlyv solution (in the view of some Chi-
nese leaders) is o wait and hope for a
surge in direct foreign investment.

Such optimism, or perhaps it is a
form of fatalism, today characterizes
China’s thinking about direct invest-
ment. The State Planning Commission
is now clearing the decks for what it
believes will be a huge infusion of direct
foreign mvestment in the next few
vears. It hopes 1o use these funds to
supplement the 105 billion yvuan allo-
cated under China's Sixth Five Year
Plan (1981-85) to modernize China's
100,000 state enterprises. So bright are
the prospects, Vice-Minister Wei Yu-
ming told 500 foreign participants at

Guangzhou’s investment forum in

June, that “for the present and in the

near future,” absorbing direct invest-
ment should be “the most important™
means by which China utilizes foreign
assistance.

[t appears that some people have
taken literally what must have been a
wiv comment by Ji Chongwer to the
etlect that China’s investment policies
are really an example of the capitalist
and socialist systems working togethei
m harmony and to mutual beneht, with
China giving Western capitalists the op-
portunity to invest their “surplus capi-
tal” i China in return for securiy.
Whatever its real meaning, the com-
ment does describe the complacenay
and lack of realism evinced by some
Chinese officials toward prospective in-
vestors. “They forget our outlook is the
same as theirs,” observed an interna-
tonal consultant just back from
Guangzhou, "We are looking for invest-
ments with minimum risk and short
pavback periods. We look at things just
like they do.” %
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Planned Investment Projects

China is seeking over $4 billion in direct investment for

1,001 local and 121 national projects.

Provincial projects

National projects

MAKE YOUR COMPANY KNOWN
ALL OVER CHINA!

The 1983 Classified International
Business Directory for China

CEXTEE R T

Provides a'Yellow Pages' service in Chinese

Jointly published by:

China Council for the Pro-
motion of International
Trade, Beijing, China

Ta Kung Pao

China Cultural Corporation

The ‘Classified International Business Directory for China’ is
printed in Chinese, and serves to introduce Western companies
to the People’s Republic of China.

40,000 copies are distributed by the ‘Centre Introducing
Literature and Samples of New Foreign Products’ — a depart-
ment of China Council for the Promotion of International
Trade (Beijing). Recipients of the Directory will include all
Ministries, the major Government Departments and bureaux
of both central and local Government, Foreign Trade Organi-
zations, a selection of major factories, Mines, Universities
and Research Institutes throughout China.

Number Value! Number Value

Location (million %) (million $)
Anhui 444 158.0 5 10.7
Beijing NA NA 10 63.0
Fujian 1162 765.0°5 2 44.8
Gansu NA NA 1 3.5
Guangdong 986 1,000.0 10 246.0
Guangxi 1007 820.0 2 2.8
Hebei 5 NA 4 27.6
Heilong-

jlang 857 1,100.0 b 9.7
Henan 1002 NA 4 7.4
Hubei NA NA 7 23.2
Hunan 6 NA 6 8.6
Inner

Mongolia NA NA 3 16.8
Jiangsu 233 410.0 7 23.5
hiangxi NA NA 2 11.7
Jilin NA NA 2 11.3
Liaoning 683 NA 9 57.7
Shaanxi 22 NA 1.0
Shandong 57 128.0 10 16.7
Shanghai NA NA 11 133.5
Sichuan 10 NA 5 20.4
Tianjin 57 70.5 4 37.5
Yunnan NA NA 1 7.0
Zhejiang NA NA 9 38.6

1,001 $4,451.5 121 $845.0

' Figures probably represent a small percentage of the foreign
investment required, since most provinces and cities have
announced the cost of only a few of the local projects open to
direct investment.

2 Projects will be included in provincial 1982-85 development
plan if foreign investors can be found

' 10 to be joint ventures, four coproduction deals, and fifty-four
compensation trade agreements

' Provincial list may include one or more national projects

" Sum excludes proposed Xiamen refinery joint venture costing
¥ 845 million ($460 million).

& Projects on Hainan Island only

" Includes Datengxia dam project, but excludes nine other dams
which are part of $6.7 billion, 10-dam Hongshui River devel-
opment p|r1l‘| that Guangxi has opened up to private foreign
investors

SOURCE: National Council investment files.

Table prepared by Jim Stepanek

The 1981 edition has been published and is available
at half price of US$837.50 (air postage included)
specially for your inspection.

You are invited to add YOUR company to the new
1983 edition.

— o SEE ,,7773%,,_

To: The ‘Classified International Business Directory for
China’ Editorial Board.

G.P.0.Box 3724
(342 Hennessy Road) or
Hong Kong.

P. 0. Box 1420
(4, Taipingquiao St.)
Beijing, China.

We would like to receive more information about the
‘1983 Classified International Business Directory for
China’.

[J Please also send us a copy of the 1981 edition, our check
for US$37.50 is enclosed.

O

Name of Company
Address _......._.

Attn e r e e e SRR Position/Dept. . ccoouinimsaccsasoass
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Protectionism and the ITC

China’s non-market econony, low wages, and
lack of cost accounting make it particularly vulnerable

ast May, the American Dinner-
ware Emergency Commitiee
submitted a petition to the In-
ternational Trade Commission request-
ing reliel from increased imports of
Chinese ceramic tableware. The Ameri-
can manulacturers claimed that im-
ports from China had injured the
domestic industry by HHooding the mar-
ket with low-priced chinaware. The next
month, the American Mushroom In-
stitute submitted a pention to the I'TC
claiming that imports of canned mush-
rooms had injured the domestic mush-
room mdustry. In July, the American
Textile Manuftacturers Institute re-
quested an ant-dumping investigation
against imports of textile piecegoods
from China, charging that the Chinese
were selling at unfar prices. American
manulacturers of ammonium para-
tungstate, manhole covers, steel nails,
jewelry, and footwear have begun to
murmur about taking similar actuon.
For anvone involved in trade with the
PRC, and especially for importers of
low-cost items from China, the issue of
protectionism is alwayvs hoverig i the
background. China's non-market econ-
omy, its low wage rate, and its lack of
cost accounting make it particularly
vulnerable to charges of unfair wrade
practices. Especially in areas where the
US domestic industry 1s faltering, more
and more manulacturers are likely to
turn to the International Trade Com-
mission for reliet.

The ITC’s Mandate

Ihe International Trade Commis-
sion is an independent agency with

28

to charges of unfair trade practices.

). M. Richards

quasi-judicial powers. Tt is authorized
by law to investigate all aspects ol inter-
national trade involving the United
States, and particularly the effect of
such trade on domestic production,
employment, and consumption. The
I'TCs authority derives from various
legislative acts, including, most recently
the Trade Act of 1974 and the Trade
Agreements Actof 1979, The main pur-
pose of the I'TC is o investgate and
propose solutions to imequities in inter-
national trade where domestic indus-
tries are involved. The commission
reports its conclusions and recommen-
dations to the president, who is free ei-
ther to adopt the proposed remedy or,
within limits, toimpose his own remedy.

Six commissioners and an mvestgat-
ing statt comprise the F'IC apparatus.
I'he commissioners hold hearings on
cases, study the pettons and briels
submitted by both sides, authorize the
I'TC staff to conduct supplementary -
vestigations when appropriate, and
finally judge the cases on the basis of all
available information. The post of Com-
missioner is often a political appomt-
ment. It requires no specalized -
ing in law o1 economics, though most ol
the commissioners have a background
im one or both areas,

IThe I'IC handles several difterent
types ol cases: anti-dumping cases, in
which pettioners argue that imports
are priced at less than Eir value: coun-
tervailing duty cases, in which peti-
tioners argue that subsidies from the
foreign government dhistort the price of
the good: “escape clause” cases. when a
trade practice on the part of a toreign
entity may have caused injury to a do-

mestic mdustry and either violates a
multilberal trade agreement or 1s “un-
justibiable, discriminatory or unreason-
able” (Secuon 301 of the Trade Act of
1974); cases alleging unfair methods of
competition, especially in the misuse ol
patents (Section 337); cases in which the
domestic industry mav have been in-
jured by fairly priced imports coming
from market economies (Section 201);
and cases i which the domesuc indus-
vy may have been injured by fairly
priced imports coming from non-mar-
ket economies (Section 406),

Of these six tvpes of cases handled by
the Internatonal Trade Commission,
two categories have recently been uti-
lized by US producers to seck relief
from Chinese imports: anti-dumping
and so-called “106™ cases.

Section 406(¢) of the Trade Act of
1974 states that “market disruption”
within a domestic mdustry occurs
whenever imports from a Communist
country “like or divectly competitive
with™ products made by US hrms “are
mncreasing rapidly either absolutely or
relatively, so as to be a significant cause
of material injury, or threat thereof 1o
such domestic indusiy.” The lollowing
elements must be present for market
disy UpLIon 1o exist:

pPresence of a “like or directly com-
petitive article™ produced by the do-
mestic pettioners;

P Absolute or relative increase 1 im-
ports; and

P Determination that these imports
are a Usignihcant” cause of mjury.

I'he ambiguous term “signihcant™
has made 1t somewhat easier for domes-
uc manufacturers to win 406 cases than
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201 cases. In the latter, involving the
alleged disruption caused by imports
from market economies, “substantal”
cause ol injury must be proven.

Filing Procedure

Ihe 406 case begins with a petition,
usually brought by the domestic indus-
try, that is submitted to the 1'TC. The
commission requests prehearing briels
from the petitioners as well as groups
opposing the petition. Public hearings
are held, posthearing briefs are submit-
ted, and then the commission decides if
injury exists. Two weeks after this deter-
mination, it submits a report to the
president evaluating the case and pro-
posing a remedy. The president then has
30 days to approve the I'TCS proposed
remedy, or suggest his own solution,

I'he timetable followed by the ce-
ramic tableware investigation is typical:

May 14, 1982 Petition submitted by
the American
Dinnerware Emergency
Committee.

May 2+4: Investigation instituted
by I'TC.

July 13: Prehearing conference.

July 14: Prehearing briels due.

July 19: Public Hearing.

Awgust 3 I'I'Cannounced
decision that no injury
had occurred.

['TC reported “no
injury” to the president.

August 23

The China Case

The ceramic dinnerware investiga-
ton provides a usetul case study in I'HC
procedure, as well as in the methods ol
combatting a relief petition.

The original petinon called tor “reliel

from market disruption” caused by -
ports of “certain household table and
kitchen articles trom the People’s Re-
public of China.” It was filed on May 14,
1982 by the law firm of Williams & Ince
on behall of the American Dinnerware
Emergency Committee, which repre-
sents seven US earthenware manufac-
turers. The petitioners tried to prove, in
briets submitted to the commuission and
in the public hearings. that imports ol
Chinese porcelain dinnerware had in-
jured the domestic earthenware indus-
try. Thev argued the following points:

I. That porcelain dinnerware from
China was imterchangeable with Ameri-
can-made earthenware, and should be
considered a “directly competitive”
product.

2. That imports of porcelain dinner-
ware [rom China had mcreased at an
alarming rate between 1979 and 1982

3. That these imports had severely
hurt the domestic earthenware indus-
.

The domestic producers explained
that earthenware and porcelainware
use the same manulacturing process,
but porcelainware requires more time
in the kiln and is therelore more expen-
sive. American consumers, they
claimed, when taced with a choice be-
tween porcelainware and earthenware
at the same price, will prefer to buy
porcelainware.

I'he Emergency Committee pro-
posed that an import quota be levied
against low-priced Chinese porcelain-
ware. Quota relief 1s one of several rem-
edies available to the 1'TC if 1t finds

mjury. Others iclude tarifls, tarifl

quotas (which mmpose a tariff on im-
ports over a given amount), and orderly
marketing agreements (under which
foreign governments, in order to avoid
the possibility of more severe re-
strictions, agree to self-imposed quan-
titative restrictions on their exports to
the US).

In response to the actions of the
American earthenware manufacturers,
importers of Chinese porcelainware
formed their own emergency commit-
tee and contacted the New York repre-
sentative ofhice of the China National
Arts and Crafts Import and Export
Corporation (ARTCHINA). The Ameri-
can importers and Chinese exporters
then hired two Washington law hrms
(Arter, Hadden, & Hemmendinger, and
Weil, Gotshal, & Manges) to represent
them in the case. The lawvers in turn
hired a consuliing hrm, 1CF Incorpo-
rated, to prepare and analyze the rele-
vant trade statistics, and conduct a
survey of dinnerware retailers. Thus
armed, the importers presented the
I'TC with their side of the argument:

I. Earthenware and porcelainware
are perceived by consumers as different
commodities. Therelore, they are not
“like or directly competve” articles.
The importers noted that imports of
Chinese carthenware account for only
about one percent ol earthenware sales
in the US.

2. Porcelainware imports from China
have not significantly atfected overall
US imports of dinnerware: the Chinese
have merelv taken the low end of the

Japanese share of the US dinnerware

market.
3. The domestc earthenware indus-
trv has not been mjured by Chinese por-
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celaimware. Domestic consumption of
earthenware remained steady over the
period of increased Chinese porcelain-
ware imports, while earthenware 1m-
ports from non-Chinese sources in-
creased sharply during this period.

Ihe weakness of the domestic earth-
enware industry is primarily due to the
failure of producers to design and mar-
ket attractive dinnerware patterns, they
claimed. Moreover, Corelle dinner-
ware, an opaque, tempered glass prod-
uct made by Corning, has cut heavily
into the market share formerly held by
US earthenware manufacturers.

Ihe 1importers recommended that
quantitative relief—quotas—against
imports of porcelainware from China
not be imposed since the two products
are not competitive and the earthen-
ware industry has brought its problems
itsell. ‘The I'TC, after reviewing the case,
decided in favor of the importers.

Formulating a Strategy

The ceramics case can be viewed as a
good example of how to formulate a
winning strategy.  The mvolvement of
the Chinese in the case, including then
willingness 1o assume part of the legal
cost. s a good sign that the Chinese are
taking these investigations seriously.
Lhe importers also moved quickly 1o
bring in the Chinese. hire lawvers, and
prepare a strong, convincing argu-
ment.

A kev dedision was to counter the as-
sertion that Chinese porcelain was “like
or directly competuve” with US prod-
ucts. I the Commission gives a narrow
dehiminon of industry, it is easier for
HNPOrErs 1o present i winning argu-
ment. This is because the more nan-
rowly delined are the categories of
“directly competitive” goods, the less
likelv it s that the categories overlap.
Hence, one can argue that changes in
one market do not attect goods in an-
other market.

The nmporters also recognized tha
the pettioners were likelv o ask for a
quota and not a taritt. China’s exports
are often priced so low that they dis-
courage taritts, since they remain com-
petitive even alter tariffs have been
imposed. For mimportant exports, the
Chinese mav even lower thew price
enough o negate the eftect of a tantl.
Because of this, US manutacturers fac-
ing competition from China usually re-
quest mmposition of a quota as reliel
from mjury, to limit imports quan-
ttatively.
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“If the PRC 1s to continue buying large quantities of American
products, there is a clear need for Chanese products to have fair

”

access to the US market. . .

Testimony Before the ITC by Council President

Christopher H. Phillips

Apart from providing trade facilita-
tion, business, and information services
to our members, the National Council
for US=China Trade maintains close
ties with the US and PRC governments,
though we are independent of both. As
the voice of American business in
China, we articulate the concerns of oun
members to both governments. In this
capacity we have made known to the
Chinese the sensitive nature of certain
products in the US market, and the
need for the PRC to adopt a more so-
phisticated export strategy.

While we have had the opportunity to
testify at various times before congres-
sional committees and before your com-
mission during the GSP hearing last
year, we are for the first time appearing
in a Section 406 proceeding. We are
establishing this precedent because of
the great importance the National
Council attaches to this case involving
mushroom imports from the People’s
Republic of China.

The National Council has played a
significant role in assisting both Ameri-
can importers and the Chinese in the
expansion of the US market for Chi-
nese foodstuffs. Since 1974, a great deal
of confusion has existed between our
Food and Drug Administration and
China concerning the registration pro-
cedures for Chinese canned food facili-
ties, including mushroom canning
factories. Both the FDA and the PRC
have been in need of assistance to facili-
tate the complicated registration pro-
cess. We have hosted several canned
food export groups from China over the
years and helped to organize an FDA
delegation to China in 1981 to improve
relations and to brief the Chinese on
the registration process.

Having facilitated the expansion of
China’s mushroom exports into the
mainstream of the US market, we are
hopeful that this small but growing
trade will not be halted by an unneces-
sary proceeding against China’s canned
mushrooms. Relief measures for the
domestic industry have already been in-
stituted under Section 201 of the Trade
Act of 1974, affecting imports from the
PRC, Hong Kong, Taiwan and South
Korea. In 1980, the president placed
duties on canned mushrooms that
amounted to an ad valorem equivalent
tariff of 34 percent in 1981, 28 percent
in 1982, and 23 percent in 1983. Until
this extraordinary tariff protection al-
ready afforded the US mushroom in-
dustry expires at the end of 1983, this
entire proceeding would appear to be
premature. For the I'TC to recommend
additonal quantitative relief when this
high tariff protection is already costing
US consumers dearly, would, in our
view, be a most unfortunate precedent.

Our view is that there is a single
mushroom market consisting ol two
major segments, the fresh mushroom
segment and the canned mushroom
segment. The demand for US-grown
fresh mushrooms is increasing rapidly,
and the industry as a whole, if the fresh
segment is included, is healthy. Unfor-
tunately, the commission found in 1980
that relief was appropriate for the
canned mushroom industry. Such a
narrow segmentation of Section 406
would lead to biased, protectionist re-
sults, which we hope the commission
will avoid.

In our opinion, the US mushroom
industry as a whole has not suffered
market disruption as a result of imports
of Chinese mushrooms. Whatever dis-

tress the domestic canners may be suf-
fering can be explained entirely, in our
view, by the recession, rising consumer
preference for fresh mushrooms over
canned, higher raw material costs in the
United States, the impact of prior duty
protection itself, and the very poor
quality of US canned mushrooms com-
pared with those from the People’s Re-
public of China.

We must look at this investigation in
context of our bilateral
trade relationship with the People’s Re-
public of China. The US has main-
tained a considerable surplus in
bilateral trade with the Chinese since

the broader

trade resumed in 1971, In fact, even
with the extension of lower, Most
Favored Nation tariffs to Chinese im-
ports, our exports to China exceed our
imports from China by two to one. Last
vear alone, we enjoved a trade surplus
of $1.7 billion with China.

The bulk of that surplus, $1.178 bil-
lion, can be attributed to our agricul-
tural exports to China. China National
Cereals, Oils, and Foodstuffs Import
and Export Corporation not only sells
mushrooms and other food products to
the US market, but is also our largest
overseas customer for wheat, buying
from the US 60 percent of China’s total
requirement. In 1981, China was our
fifth largest overall agricultural market,
purchasing $1.942 billion in wheat,
corn, sovbeans, and oilseed from the
United States. If the PRC is to continue
buying large quantities of American
products, there is a clear need for Chi-
nese products to have fair access to the
US market to earn the foreign ex-
change necessary to linance imports.

£
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Finally, when arguing an 1'1C case,
accurate statistical information and per-
ceptive analysis lend weight and author-
ity to any position. In the porcelamware
case, the domestic manufacturers sub-
mitted one chart, but without any de-
tailed analyvsis, and the statstician
accompanving the domestc industry
representative at the hearing seemed
confused and unsure of his own infor-
mation. The consulung hrm represent-
ing the importers, by contrast, sounded
authoritative and thoroughly well-pre-
pared.

Relief from Mushrooms

I'he mushroom case currently before
the 1'TC ditfers from the dinnerware
investigation in several respects. First ol
all, the issue has already come belore
the commission, in a shghty different
form. At that time, the commission rec-
ommended quota relief, which the
president changed o a taniff. The pre-
vious case covered Tatwan and South
Korea as well as the PRC, and the quota
recommendations were mtended 1o
cover all imports of mushrooms. Now,
Korea and Taiwan have cut back on
their exports of mushrooms to the US,
but exports from China have increased.
The new petinon, therelore, requests a
406 investigation and quotas against
Chinese exports of mushrooms to the
US.
strongly supported by Senator John

I'he domestic industrys case is

Heinz of Pennsylvania. Moreover, peti-
LONErs can point (o serious reverses in
the domestic industry, and it has the
I'TC precedent to support its position.
US mushroom importers have joined
with the representative ofhce ol the
China Nanonal Cereals and Oils 1m-
port and Export Corporation
(CEROILS) in hiring the law firms ol
Baker & McKenzie and Patton, Boggs,
& Blow to handle the case.

The Textile Controversy

Ihe pending ant-dumping petition
brought by the American Textle Man-
ulacturers Insttute against PRC cotton
and polyester printcloth, 1s an anti-
dumping case, handled jomthy by the
FTC and the Department ol Com-
merce. The 1979 Trade Agreement
Laritt Act of
1930 1o provide that "anudumping du-

Act, which modihes the

tes will be imposed when the Depart-
ment of Commerce determines that a
class or kind of foreign merchandise is
being. or is likelv 1o be, sold in the
Uninted States at less than Lair value and
the US International
ston determines that an mduasoy m the

Irade Commis-

United States 1s materially injured or
threatened with material injury.”

This rather tangled formulation
means that a successful anti-dumping
petition requires both a positive deter-
mination of dumping and a posiive de-
termination of injury. The fhrst invesu-
gation is handled by the Commerce
Department, the second is handled
concurrently by the I'I'C.

In the menthol case it was argued
that Chinese natural menthol was sig-
nificantly lower in price than menthol
imported from other countries, notably
Brazil. A US company, which produced
synthetic menthol, charged that China
was selling its menthol below the cost of
production. Since meaningful cost
hgures are notavailable for a non-mar-
ket economy, the Department of Com-
merce in s investigation compared
Chinese prices against prices of men-
thol from Paraguay, a “representative”
third country. The I'TC meanwhile
made a preliminary determination of
injury, but when it hinally looked at the
work done by Commerce in evaluating
the dumping charge, the Commission
found the methodology imadequate
and the fimdings unsound, so it threw
the case out of court.

The problem of finding a “represent-
ative” third counuy occurs every time
an anti-dumping petnon is brought
against goods from the PRC. Another
problem with this type of case is that the
only remedy available 1o the I'TC when
dumping is involved is the imposition of
antidumping duties. Whether such du-
ties would mhbibit Chinese sales 10 the
US is open 1o question.

Protectionism Here to Stay

The recent actions against ceramic
tableware, mushirooms, and piece-
goods, together with rumonrs of actions
AgAINSL ammonium paratungstate,
manhole covers, steel nails, jewelirv, and
footwear, suggest that protectionist
measures may he an nnportant Issue in
US-China trade tor some time to come.
Ihis new emphasis on protectionisn is
part ol a lirger trend. Onthe one hand,
domestic industries have been calling
for more protectionism across the
board. especially with regard to alleged
European abuses. On the other hand,
domesuc producers are alarmed by
China’s sudden entry into the US mar-
ket after Most Favored Nation status
was granted in 1980, The result has
been an imcreasing number of actions
against China.

Ihe policies pursued by European
countries contribute to the protectionist
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sentiment. The EEC generally has
more restrictive trade barriers than the
US. Its textile quotas, established
through bilateral agreements, are more
severe than American textile quotas.
The Europeans have unilateral quotas
on many products—tor example, por-
celainware from China and automobiles
from Japan, which have relatively free
entry to the US. American producers
often complan, with some justihcation,
that many products end up in the US
because they are restricted from enter-
ing the markets of other countries,

At the heart of the issue 1s a more
plamntive worry, that in many product
areas the US simply cannot compete
with foreign imports. ITmports of cast-
ings and lorgings trom Eastern Europe
and China, for example, are increasing
even as US loundries operate at 70 per-
cent capacity. In areas that have been
severely hurt by recession, the thought
ol more plant shutdowns due 1o im-
ports from China is alarming even 1o
those not directly concerned.

Ihe Chinese are slowlv becoming
aware of the need o respect the US
market structure, to avoid sudden
changes in their market share of partic-
ular products, and 1o set prices com-
petitively but not in a cutthroar fashion.
The actions of the New York ofhices of
ARTCHINA and CEROILS in the recent
T Cinvestigations indicate that the Chi-
nese have begun to treat these matters
sertoushy, In most cases, however, the
Chinese sell as much as they can for as
low o price as they can tolerate. In the
process, China’s non-market economy
makes 1t particularly vulnerable 1o
charges that its prices reflect unfairly
low wages and government subsidies,

US companies buving from China
should be aware ot the protectionism
issue, importers warn. Thev should
to monitor the prices and quanttes of
Chinese imports, and compare them
with prices in the US. One lesson 1o be
drawn from the recent I'TC actions is
that importers and Chinese should
work together, so that US buvers are not
torced 1o wage battle against US manu-
Lacturers, a sitwation all parties would
prefer to avold. &

Joan Marie Richards has covered im-
porter pssues and business—government vela-
hons while serving as acting associate of the
Councily Business Advisory Services De-
peoritment.
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Pharmaceuticals

American and Chinese manutacturers are
trying to establish themselves in each other’s
market. But regulations are stiff, and the process slow.

Chris Brown

hinese trade practices in phai-

maceuticals hit the front page

of American newspapers in re-
cent months when US ofhcials ex-
pressed concern over Chinese exports
of the narcotic drug methaqualone that
were ending up in illegal world chan-
nels. Although this may be the most
dramatic issue in US=China phar-
maceuticals trade, it 1s by no means the
only point of controversy. Imports of
commaodity pharmaceuticals from the
PRC. now a major presence in the mar-
ket, are a continuing concern to the US
industry. As bulk drugs such as antibiot-
1cs begin to appear in the US, the issues
multiply.

China’s greatest impact on the mar-
ket contimues to be in relatively simple
bulk compounds such as calfeine and
vitamins. China has become second
only to West Germany as a foreign sup-
phier of caffeine to the US, for instance,
and is second only to Japan as a sup-
pher of vitamin Bl. Even those Chinese
exports that hold smaller shares of the
US market have caused alarm because
of their low prices.

Ihe competitive advantage of Chi-
nese products is primarily due to low-
cost, labor-intensive manulacturing
processes. But some business execu-
tives claim that an ability 1o set prices
independent of actual production costs
and favorable duties also contribute to
the price advantage. Others complain
that Chinese trade practices encourage
transshipments that cause market dis-
torton.

Dealers have been particularly vo-
ciferous concerning the impact of Chi-
nese imports on the US caffeine
market. Traders have said that world
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supply of the product is some 50 per-
cent above normal. Yet worldwide de-
mand is down by 10 to 15 percent. In
the hard-hit US market, Chinese im-
ports jumped 66 percent from 1980 10
1981 (capturing 13.5 percent of the im-
port market). Meanwhile, imports as a
whole dropped nearly 40 percent.
Some industry observers say that the
Chinese product is priced 10 1o 15 per-
cent below the US market price. Do-
mestic suppliers have leveled com-
plaints at Japanese brokers for unload-
ing large quantities of caffeine bought
on the Chinese spot market. A few have
even suggested pressing Congress to
take protectionist actions to offset favor-
able duties allowed imports from China
because of 1ts Most Favored Nation sta-
tus.

As a supplier of vitamin BI, China s
making serious gains on Japan. China
captured a 31 percent share of booming
US imports in 1981 and supphed 26
percent of imports in the hirst six
months of this vear. Again, there are
some complaints that large traders
flood the market with the cheap Chi-
nese product, and sometmes resort (o
dumping. One major Japanese trader,
for instance, was accused of buying a
large quantity of Bl on China’s spot
market last vear for $33 per kilo and
then 1o clear s warchouse inventory
after the market had gone soft, selling

the vitamins at $26 per kilo.

Chinese vitamin C constitutes less
than 10 percent of US imports. None-
theless, the dramatic rise of China’s
market position, its low prices, and
market disruption brought on by trans-
shipment of the product cause concern

among chief US manufacturers. Tm-

ports of Chinese vitamin C held only 1.5
percent of total US imports in 1980,
climbing to 4 percent in 1981, and
reaching 9 percent in the first six
months of this year. In 1981, imported
vitamin C from all sources accounted
for 50 percent of the product con-
sumed in the US. The large US manu-
[acturers (Hoffman-LaRoche and
Plizer) are operating at well under ca-
pacity because it is ditheult to meet the
low costs of imports, partcularly from
China. In order to keep a share ol the
market, they are taking a beating in
head-to-head competition with Chi-
nese mports.

The Transshipment Problem

As one prominent trader com-
mented, "Right now, the single greatest
problem with Chinese imports is
China’s marketing strategy. They are
selling in a way to allow massive trans-
shipments through Hamburg.” The
core of the problem is that China mar-
kets certain pharmaceuticals in more
than one currency. China sells to bro-
kers in Hong Kong dollars, deutsche
marks, and US dollars. Every other ma-
jor supplier sells in one currency, unless
it 1s selling 1o an enduser.

Sources say that the adverse ellects of
this practice have become evident since
the last Guangzhou fair. At that nme,
Chinese vitamins and other phar-
maceuticals were sold to the US in dol-
lars and to European buyers in
deutsche marks. Subsequently, the
value of the dollar declined against the
mark, and German brokers such as
Helm, Siemsgluess, and Arnold Suhr
were able to transship the Chinese
products 1o the US and sell them at
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lower rates than goods imported di-
rectly from China. One industry ob-
server reports that in March of 1982
thousands of kilos of vitamin C were
transshipped from Hamburg and deliv-
ered principally to New York. The aver-
age cost of the product was $8.83—38
percent cheaper than the $9.62 per kilo
vitamin C that was arriving in Los An-
geles directly from China.

Another complaint of unfair com-

petition concerns the importation of

pseudoephedrine. In this case, domes-
tc suppliers complain that illegal ship-
ments of the drug are being allowed
into the US from China. Pseudoephed-
rine is an active ingredient in anti-
histamines and cold medicines. The
raw material from which it 1s made—
ephedrine—can be made at a very low
cost in China from plants that are
gathered from the mountainsides. Two
US companies import the Chinese
ephedrine as an intermediate under
long-term contracts. At least one of
these companies, Ganes Chemicals
Inc., complains that the price of its
finished pseudoephedrine is undercut
by pseudoephedrine being illegally im-

ported from China. Ganes director of

marketing, Peter Werth, says the prob-
lem is that the US Food and Drug Ad-
ministration (FDA) is neglecting to
enforce its own regulations.

According to FDA olhcials, the prob-
lem is that pseudoephedrine can either
be used in over-the-counter drugs or in
prescription drugs. depending on the
dosage. FDA's general practice 1s 1o re-
quire inspection and approval of man-
ufacturing facilives according to Good
Manufacturing Practices (GMP) stan-

dards for finished drugs to be used in
prescription dosages.

OT1C drugs may also be subject 1o
FDA approval, but this is generally re-
quired only in cases where there is rea-
son for concern. In the case of pseudo-
ephedrine, the responsibility falls on
the manufacturer of the dosage drugs
to submit a new drug application if it is
using an active ingredient coming from
a new source. Often, in the case of
pseudoephedrine, the drug is im-
ported by a broker and bought by a
manufacturer who does not know its
source. An FDA othcial acknowledged
that this may be a problem, and said
that, although it has not been a high
priority to the FDA, the administration
is beginning to investigate the matter.

Chinese Antibiotics and the FDA

China now is setting its sights on the
US market for bulk drugs such as anti-
biotics. Chinese lactories, again because
of low-cost manufacturing., are able to
be extremely competitive. The difhicul-
ties of conforming to FDA regulations,
however, are certain to keep US pur-
chases to a minimum for some tme to
come.

Imports of antibiotics from China be-
gan last year when the Tianjin Phar-
maceutical Company was approved by
the FDA for exports of Tetracycline
HCL (The preliminary plant inspection
was sponsored by 1CC Corp.) This vear,
three more factories were inspected and

approved by the FDA for a number of

antibiotics and one new drug. The
Shanghai No. 4 Factory (which failed a
1981 inspection) was approved for man-
ufacturing gentamicin, kanamycin, di-

===

compound.

Workers at the Tianjin Heping Pharmaceutical Plant filling bottles with an amino acid injection
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hvdrostreptomycin, and diphenhydra-
mine. The Long March Pharmaceuu-
cals Factory in Leshan, Sichuan, was ap-
proved for gentamicin in an inspection
sponsored by Flavine, and the Nantong
Pharmaceuticals Company of Nan-
tong, Jiangsu, was approved for
erythromycin in an inspection spon-
sored by 1CC.

During a visit to Chinain April of this
vear, however, an FDA inspector was re-
fused entry to two factories. The inci-
dent resulted from a mutual misunder-
standing and illustrates the difhiculties
of synchronizing US and PRC bureau-
cratic practices. The FDA Bureau of In-
ternational Investigations received new
drug applications from US agents to
approve imports from two Chinese fac-
tories. Having received a letter from
SINOCHEM stating that the Chinese or-
ganization welcomed inspection of its
factories, an investigator set off for
China without an explicit invitation by a
factory.

I'he first problem was geographical.
FDA authorities apparently confused
the Nantong Pharmaceuticals Factory
in Nantong (for which an applhcation
had been made) with the Nantong
Pharmaceuticals Factory in Nanjing.
Upon arrival in Nanjing, the investiga-
tor discovered that local authorities
were not aware that any inspection was
to take place. and had no clear idea
what the FDA was. The investigator met
similar obstacles in attempting to in-
spect the Beijing Chemical and Phar-
maceutical Works.

Since that aborted inspection tour,
the FDA has made it a policy to inspect
only factories from which explicit invi-
tations are received. SINOCHEM, for its
part, has reportedly become more scru-
pulous about communicating with fac-
tory management concerning FDA
plans. A more difficult problem to solve
may be the wariness of inspection on
the part of plant managers and local
authorities,

This wariness, apparently, was be-
hind the problems FDA encountered in
attempting to arrange two more inspec-
tions in September. According to one
FDA official, the Chinese factories had
earlier stated that they welcomed in-
spection. But when a schedule was pro-
posed, management from both facto-
ries said that problems had arisen and
requested that the inspections be
postponed until next year. The FDA has
since been trving to convince ofhicials in
Chinese industry to think of failure in
an inspection as guidance rather than
disgrace. Until such efforts succeed, itis
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unlikely that the 30 to 40 factories
SINOCHEM reportedly has chosen 1o
prepare for inspection will he supplying
the US market.

American importers that have suc-
cesstully obtained FDA approval for
Chinese suppliers have worked in close
cooperation with the factories. Both
1CC and Flavine report that they acted
as consultants to Chinese manufactur-
ers, explaining FDA standards and
practices and helping them prepare for
inspection. In return for their efforts
and expense, they received favorable
prices on imports. (ICC was promised
exclusivity in purchasing from the
[Manjin plant.)

Beginning in October, US companies
will incur less trouble and expense in
sponsoring inspection of antibiotic
plants. An FDA policy will go into eftect
that brings the certification process ftor
antibiotics in line with that of other new
drugs. Specihcally, inspection tour ex-
penses will be paid by the US govern-
ment, rather than by the sponsoring
company, and antibiotics will no longer
have to be sample tested for each batch
of imported product. Iewill only be nec-
essary that they be certified 1o have been
produced by an FDA-approved factory.

Traditional Chinese Medicines

According to reports in the Chinese
press, exports of tradinonal Chinese
medicines in 1981 were 12.5 times those
of 1970. The reports say that China now
exports 1,000 varieties of traditional
medicines, 100 medicinal spirits and
wines, and 100 nutrients made with
Chinese medicines to 70 countries and
regions. Few of these exports hnd then
way into the US for the same reason that
few antibiotics gain entry: problems
complving with FDA regulations.

The chief problem with imports ol
these PRC products, ofhcials say, is la-
beling. According to FDA regulations. a
label mayv not make unsubstantiated
efficacy claims. Chinese patent medi-
cines often bear long and unlikely lists
of curative powers that rival the wonder
elixirs of old American medicine shows.
For example, the literature that accom-
panies |zepao Sanpien Pills, a pre yluct
manufactured by the Yantai Phar-
maceutical Works, recommends the
medicine for the following affictions:
general weakness, untimely senility,
neurasthenia, sores in the waist and
back, overburdens of the brain, anemia,
dizziness, poor memory, involuntan
perspiration, insomnia, pale faces, and
poor &ll)l)(‘lllt‘.
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A second problem for the FDA is that
traditional medicines sometimes con-
tain powerful drugs not listed on the
label. One particularly dramatic case
last vear involved Chuifomg Toukuwan,
an herbal remedy associated with the
death of a 70-year-old woman in New
York Citv. Although the label listed only
herbal contents, FDA tests of the medi-
cine found that it contained indom-
ethacin, a prescription antiinflamma-
tory agent with serious side effects.
Other prescripuion drugs found in the
herbal remedy include hydrochlorothi-
azide, a potent diuretic and chlor-
diazepoxide, a tranquilizer. The label
suggests Chuifong Toukuwan for arthri-
tis, theumatism, headache, the fear ol
high winds, and paralysis, among other
ills.

According to FDA officials, most im-
ports of Chuifong Toukuwan originated
in Taiwan or Hong Kong, with a few
coming from the PRC. But the case
raises doubts about Chinese traditional
remedies in general. FDA officials are
not only suspicious of prescription drug
additives in herbal remedies, but also of
natural ingredients with which they are
unfamiliar.

China Natonal Native Produce and
Animal By-products Import and Ex-
port Corporation (CHINATUHSU), the
corporation that markets traditional
medicines abroad, is trying to overcome
these obstacles by cooperating with for-
eign companies to prepare the products
in compliance with other country’s stan-
dards. Under an agreement between
the Otsuka Pharmaceutical Company
of Japan and the State Pharmaceutical
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of Hamel Park, McCabe, & Saunders
has been acting as liaison between the
Chinese organization and the FDA,
consulting with the Chinese on label-
ing, chemical testing, and product
modification to win certification. The
firm, in cooperation with the FMALI
Herb Company (4 major American im-
porter of ginseng and other Chinese
medicinal herbs) and the Beijing In-
stitute of Traditnonal Chinese Medi-
cine, had its first success last spring
when it won FDA approval of Renshen
Fengwangpang as a “health drink.”
Made for the US market. the product
contains ginseng and roval jelly. Con-
tents that mav have been included in the
Chinese domestic version of the drink
were omitted from the formula and no
ethicacy claims appear on the label.

Thelegal strategy for getting Chinese
medicinal herbs into the American
market, said a representative of the law
firm, is 10 have them approved as di-
etary supplements. The hirm, on behalf
of FMALL recently filed suit against the
FDA in an effort to change the regula-
tions pertaining to these imports.

In i September | hearing belore a
Federal District Court in San Francisco,
attorneys representing FMALI argued
that food substances that have been
used salely for many vears in another
country should be approved for impor-
tation into the US without chemical
analysis. According to a 1958 food addi-
tive law, a food substance is considered
an addiuve unless scientific procedures
have shown it to be sate. I the substance
was in use before the law was adopted in
1958, however, it may be considered safe
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China is now setting its sights on the US market for
sophisticated bulk drugs, such as antibiotics. Bul the
difficulty of conforming to FDA vegulations will keep US
purchases to a minamum for some time to cone.
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Administrative Bureau, researchers
from the two countries will jointly ana-
lyze some 5,000 plants used in Chinese
medicines, isolate their active ingre-
dients, and determine what illnesses
they can effectively treat.

In the US, CHINATUHSU has
teamed up with a law firm to break into
the market. The Washington, DC firm

based on the experience of its common
use 1n foods.

The suit takes issue with the FDA'S
definition of “common use in foods” as
“asubstantial history of consumption of
a substance by a significant number of
consumers i the United States.” FMALI
and its antorneys would like the defini-
tion to extend to common use i other
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countries as well. This would greatly re-
duce the cost and ume required 1o get
approval tor a number of Chinese prod-
ucts.

Exports to China

Although nearly every major US
pharmaceutical company has ap-
proached the China market, the results
have been meager. China is easily able
to satisty most of its domestic needs and
seeks to develop its own capacity 1o pro-
duce new treatiments,

Marketing pharmaceuticals in China
is an arduous undertaking that requires
selling both 1o medical practitioners
and 1o ofhcials that hold the purse
strings for foreign exchange spending.
I'he task has become even more dith-
cult with decentralization. One method
of entering the market emploved by
such companies as Squibb (with Cap-
topnil, an anuhypertension drug) and
Smithkline (with Tagamet, an ulcer
drug) s to supply new drugs for clinical
trials in China. But a set of Chinese
regulations issued at the end of last vear
has all but blocked that avenue. Pre-
viously, 1t was possible for US com-
panies to arrange chnical tals divectly
with hospitals without approval by the
Ministry of Health, The new regula-
tions make 1t explicit that the Ministry
must approve all such arrangements,
and that few will be approved. The first
provision of the document states:

Applications for the carrying out of clini-
cal trials i China must be handled very
n'rlrf."\, In ;;rfu‘?rft’, siech trials will not be
approved. Some medicines which would
greally anerease China's medical care ca-
pability meay be accepted for chinical trials;
they must indergo serious yeview by provin-
cral, mnicipal or autonamaons region -
lie health hureans, after whick they must be
submitted for approval to the Minsibry of
Public Healih.

Ihe regulanons also call for the for-
eign supplier to pay tor the relevant bu-
reau’s testing and retesting of the drug
at tees three to hive times the domestic
testing fees, betore clinical trials can be-
gin. The foreign company must supply
the drugs tor the trials free of charge,
and would be charged 500 1o 1500
RMB for cach medical application of
the drug. All fiinancial responsibility tor
any serious consequences, loss, or
damage resulting [rom the research
must be borne by the foreign company.
Taken wogether, US executives say that
these stipulations make clinical trials in
China more expensive than in the US.

For those companies that do manage
to enter the market, there are usually

US PHARMACEUTICAL IMPORTS
(million US dollars)
At least half of our pharmaceutical imports from China
are bulk vitamins and alkaloids.
1982  Percent change
(Through Jan.-July, 1982/
1980 1981  July) Jan.-July, 1981
Vitamin B1 PRC 1.60 375 .90 - 68.4
World 7.34 11.56 3.38 —-56.0
Drugs (not PRC 3.69 4.74 2.93 9.1
specified) World 47.44 5063 34.32 175
Vitamin C PRC 7 dc 2.90 2.18 56.1
World 45.07 63.05 26.88 -32.3
Drugs and related PRC 57 1,31 1.26 98.3
products such as World 64.22 5093 17.83 —49.5
mineral oil and
medicinal salts
Alkaloids and PRC 1.47 1.26 27.4
compounds World 32.47 31.08 16.55 -22.6
Vitamins (not PRC .29 1.66 J0 -27.0
specified) World 61.80 63.61 29.18 -27.1
Caffeine PRC .67 1.91 33 -80.4
World 27.08 14.44 7.04 —-24.4
Synthetic PRC .54 .33 -33.0
hormones World 43.81 54.66 34.88 17.1
Medicated PRC 19 A1 —
bandages World 5.99 8.89 7.64 41.7
Antibiotics PRC .06 .09 —
World 78.82 121,00 75.29 10.5
Drug compounds PRC 0 07 —
of vegetable World 13.14°  22.32 1 10.85 -25.1
origin
Natural PRC 0 .02 —_—
hormones (not World 10.84 8.50 6.55 37.5
specified)
TOTAL*
(based on
unrounded PRC 138 1853 1016 -12.9
figures) World  438.02 500.66 270.39 —-11.4
*Excludes minor miscellaneous categories.
Note: US exports to China of medicine and pharmaceutical products were only
$630,000 in 1981, and less than $1 million during the first seven months of 1982,
SOURCE: Schedule A tabulated by the Bureau of the Census, US Commerce
Department.
Table prepared by Chris Brown.

pressures for countertrade. Companies
active in Chima report that countertrade
demands often amount to 80 to 90 per-
centol the value of the US sale, and that
Chinese suppliers press for barter ar-
rangements in which goods are ex-
changed under a single contract with
no hard currency changing hands. This
allows the Chinese organization to con-
duct the deal without getting approval
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for foreign exchange spending. But
such arrangements are often unattrac-
tive to US executives because the US
company must choose from among
goods produced only by the ministry 1o
which it sells. and only within the
province in which it sells. Under these
conditions, companies report that it is
very difficult to find suitable goods ol
suttable quality tor trade.
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Worker ch-edcing the quality of a new anti-cance;&r;g.

Cooperation in Manufacturing

Last vyear, the State Pharmaceutical
Administration (recently absorbed into
the State Fconomic Commission)
formed a new subsidiary company,
China National Corporation of Phar-
maceutical Economic and Technical
Cooperation. Although the corpora-
tion was formed to discuss joint ven-
tures, countertrade, processing, and
manufacturing to specification with for-
eign hirms, it seems to have done little to
bring about deals in these areas.

So far, only one US company has
signed a contract for a joint pharma-
ceuticals venture in China. E. R. Squibb

& Sons is awaiting final approval from
China’s Ministry of Foreign Economic
Relations and Trade on a contract with
the Shanghai Pharmaceutical Industry
Corporation. The agreement calls for
Squibb and the Chinese corporation to
jointly formulate and package a wide
range of pharmaceutical products, n-
cluding antibiotics, steroids, and vi-
tamins. Under the terms for the agree-
ment, the joint venture company would
build a new factory according to Squibb
designs.

Other attempts at reaching coopera-
tive agreements have failed. Schering
Plough reports that it nearly came to an
agreement to coproduce rosamicin

The riboflavin ferment workshop of the Tianjin Hebei Pharmaceutical Plant.

36

with a Chinese factory, but that the US
company pulled out of the deal for rea-
sons having nothing to do with the Chi-
nese. Qutside observers say that the
issue in that deal was FDA findings con-
cerning the toxicity of the drug.
Smithkline officials say their discus-
sions continue. Many other companies
that have tested the waters for coopera-
tion agreements have chosen to stay
out.

The scarcity of cooperative manufac-
turing with foreign companies in China
is due to a number of factors—some are
problems common to all sectors, some
particular to the pharmaceuticals busi-
ness. As in any industry, pharmaceuti-
cals joint ventures in China must go
through several approval stages at the
local and national levels. There is also
the common problem of China’s ten-
dency 1o overvalue land and existing
tacilities that it contributes as equity to
joint ventures.

But the most serious obstacle to phar-
maceuticals joint ventures in China is
the lack of patent protection. China is
not a party to international patent con-
ventions, and it is no secret that drugs
still under US patent are being man-
ulactured in China.

When the long-awaited Chinese pat-
ent law is finally enacted, it is expected
to extend patent protection only to
pharmaceutical manufacturing proc-
esses—not to pharmaceutical products.
I'his would mean that Chinese factories
could continue to produce drugs under
US patent, as long as their production
techniques were not identical to those of
the patent holder. Even this protection
would only apply 1o pharmaceutical
processes patented after the law goes
mto effect.

As US—China trade in pharmaceuti-
cals evolves beyond simple import and
export deals, the complex problems of
establishing a framework to protect
property and market rights in China
will be an issue of increasing impor-
tance. ¥

CORRECTIONS TO
JULY-AUGUST CBR

Annex | of the Hydropower Protocol
was signed on March 15, 1980, and not
1981, as indicated on page 24. On page
25 the correct amount of TDP tunding
15 $400,000, not $500,000.

I'he phone number on page 40 un-
der the caption “First China Manufac-
turing, Processing, and New Technol-
ogy Exhibitnon™ should read (212)
75H9-6970),
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ubcontracting strikes many

companies, and even more Chi-

nese, as a mutually beneficial
way ol doing business. By sourcing
parts made o their own specihcations,
US hrms can gain buver credits and
long-term access to China'’s market.
without spending much more than it
would take to buy the parts off the shelf.
Ihe Chinese can obtain foreign cur-
rency and technology in the process.
Small wonder then that many US com-
panies have begun “testuing the waters”
by placing small 1o medium size or-
ders—especially since China is leaving
them lhittle choice.

Here is a tvpical scenario that repre-
sents the experiences of the companies
surveved for this article:

“When we realized that the Chinese
didn’t have the technological under-
standing to manulacture our com-
pany's product, our plans to buy the
hinished product from them had to be
scaled down. The Chinese insisted that
we buv something, anvthing, [rom
them, since they had come 1o rely on us
for support. We decided that the salest
things they could offer were castings.
We looked into processing electronics
as well, but frankly, we felt that tor any
items that required more than the sim-
plest specs and assembly, the learning
curve was not sufhciently steep to make
the investment worthwhile. With cast-
ings, we can at least maintain control
over processing and corrvect the inevita-
ble laws when the pieces are back m the
US.

“We are subcontracting in order to
develop and maintain a good relation-
ship with a number of Chinese minis-
tries, so we can eventually sell o the

McDonnell Douglas has been fabricating
Super B0 landing gear doors at the Shanghai
Aircraft Factory since late 1980.

them. Right now, therefore, cost is not a
primary consideration.”

I'he economics of subcontracting is a
sensitive subject, one which evokes tre-
mendous disagreement among the
firms willing to discuss it. At one ex-
treme is the company that has just done
further machining on a shipment of
castings that arrived three months late,
complete with problems i the metal-
lurgy. That company’s negative opinion
naturally runs counter to the teelings of
a firm that recently signed its first con-
tract with China and received its ship-
ment ot goods mtact.

In practice, buving even simple parts
requires the same patience and per-
sistence that foreigners must demon-
strate when dealing with joint ventures
and turnkev plants. Sometmes the ex-
traneous costs of a deal—such as the
nonrecurring costs of second tooling,
or the more general costs of coordinat-
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contracting in China

US firms reveal some common concerns,
and a variety of ways to deal with them.

Helen Kauder

ing communications and shipping the
goods—may cancel any savings from
using cheaper labor. But large firms,
particularly those with several years of
experience behind them, are candid in
declaring that they are willing 10 bea
any short-term losses because such
trade helps the Chinese increase con-
fidence in themselves and become
aware of the quality levels and delivery
patterns necessary to make their prod-
ucts competitive abroad.

Castings

General Eleciric, Rockwell Interna-
tional, Combustion Engineering, Lock-
heed, and Deere & Co. are just a few of
the companies sourcing castings in
China, either as part of a countertrade
agreement or through straightforward
purchasing. Their purchases explain
how imports of metal products from
China skyrocketed to $38.7 million in
1981, up 104 percent from the previous
vear.

['he subcontracting of these labor-
mtensive parts has become more attrac-
tive as manufactaring costs in the US
have soared, partly due to more strin-
gent OSHA standards. Many US found-
ries that were operating under capacity
or at a loss because of the recession
found it maore profitable 1o close down
and join the ranks of importers. For-
tunately for them, since castings require
further machining back in the US, the
labor unions and steel industry do not
view these imports as so much of a
threat.

Importers agree that China has de-
veloped its expertise in castings produc-
von; its low-carbon and high-alloy steels
are suitable for low-technology, low-risk
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uses. Chia's ron ore, particularly from
the Benxi deposits, 1s also good.

The export of castings, forgings, and
other metal products comes under the
jurisdiction of several foreign trade cor-
porations, including EQUIMPEX (ma-
chinery), CATIC (aerotechnology), and
CMIEC (metallurgy). The parts are pro-
duced by a number of factories
throughout the country. Yet ever since
the production of agricultural ma-
chinery and mining equipment took a
back seat to light industry, Chinese
foundries have experienced idle capac-

Yugoslavia remains a more competitive
source for castings.

Furthermore, the metallurgy is not
appropriate for every use. An aircraft
industry analyst pointed out that Chi-
nese castings are among the most dith-
cult products to be qualified for
airworthiness in the US.

Everything from pumps
to ball bearings

Popular items for subcontracting in-
clude ool parts. shock absorbers,

The subcontracting of labor-intenstve parts in China has
become more attractive as manufacturing costs in the US
have soared. One problem is that parts made in China of ten
require corvective machining when they reach the US.

itv. Castings production suddenly was
seen s an appropriate means of gener-
ating foreign exchange. Jay Naghib, for-
mer manager ol Far Bast projects at GE,
says that castings are often the predomi-
nant item on display in Chinese facto-
ries. The foundries are so anxious for
foreign business. claims George Koo,
managing director of Bear Stearns
China Trade Advisors, that they make
the purchase of these castings a prereqg-
wisite for any US sale.

Decentralization has caused factories
to step up competition for US blue-
prints. The desire to generate hard cur-
rency through subcontracting is re-
flected in an icreased willingness o
compete on prices. Earlier this vear, a
major US corporation signed a contract
to buy automotive castings as part ol a
countertrade deal. According to a com-
pany othcial, the price per casting was
less than the corporaton’s target price

ol $65 and less than hall the price of

similar castings sourced in Europe. Sie-
mens, a diversithed West German con-
glomerate, obtained competitive prices
by presenting the Chinese with a range
of products and parts being sub-
contracted in other parts of the world,
and asking them which prices they
could beat.

lmporting castings poses two prob-
lems for the foreigners, however. The
cost of freight is high by international
standards—sometimes 60 percent
higher than the cost of shipping from
Tatwan. Some companies feel that
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springs, fasteners, pumps, boiler parts,
“Hand tools are one
of the best small items China has to
olfer,” according to Henry |. Groen,
president of Chinawest, Inc. A distribu-
tor on the West Coast thinks China’s

and ball bearings.

cutting tools are the most competitive in
the world.

Ihe Allen Group has a long-term
agreement with the First Ministry of
Machine Building to purchase an-
nually about $10 million worth of hand
tools and hvdraulic jacks. This is the
Largest single purchasing deal reported
between the US and China. Despite
some minor cosmetic problems with
the jacks’ paint job, the arrangement is
proceeding well,

Quality, in many other cases however,
is not comparable with US qualine. For
this reason, many ball bearing distribu-
tors sourcing in China are anxious to
keep the country of origin a secret from
the end user. According to one 1m-
porter, only China’s best factories can
achieve the minimum standards of the
US market.

Sull other importers complain that
the Chinese normally do not give dis-
counts to large-volume purchasers.
Consequently, it may be cheaper to buy
the items in Hong Kong. Distributors
with so-called exclusive contracts some-
nmes have found themselves compet-
mmg with Hong Kong trading com-
panies who have managed to purchase
the same products from China at a
lower price.

Finally, subcontractors complain
about many of the standard aggrava-
tions in the China trade: the un-
answered telexes, the orders placed but
never received, the shipments reported
to be lost at sea that Later arrived at the
wrong port, and the delays—both out ol
the factory and off the boat on the West
Coast. Factory delavs often result when
a factory that 1s not a hard currency
generator, or part ol a high-priority in-
dustry, 1s not allocated sufficient raw
materials or fuel.

Strategies for Success

Despite the common problems, every
subcontracting deal is different, and
every company has its own ways of mak-
ing the China relationship work.

Bear Stearns puts a great deal of
elfortin the initial choice of tactory and
product, believing that this will deter-
mine whether the deal will be a happy
one. George Koo savs he tries 1o iden-
tty and approach those lactories that
are the most aggressive, rather than to
rely on foreign trade corporations or
ministries. He cautions that ministries
sometimes decide who will work with
US customers on the hasis of which fac-
tories are most backward and in need of
modernization.

McDonnell Douglas follows a policy
of incentives: the closer the Chinese are
to schedule, the more business the com-
pany gives them. McDonnell Douglas,
after postponing its much publicized and
overly ambitious plan to manufacture
enure planes i China, signed a more
modest deal with the Shanghar Aweral
Factory and CATIC for the purchase of
100 ship sets of DC-9 Super 80 landing
gear doors. According to Gareth
Chang, vice-president ol McDonnell
Douglas China Inc.. the company has
also arranged o have alternate sources
ol supply outside China, adding that
the pressure this competition puts on
the Chinese has helped prevent delays.
Ihe doors have been arriving on sched-
ule at a steady two ship sets a month,
Because of a sudden rise in demand for
spare doors, the company recently re-
quested an increase to four ship sets a
month. This has proceeded smoothly.

The expernences of at least two other
US companies teach this important les-
son: Even it one proposal doesn’t work
out, keep looking lor a workable ar-
rangement. Two divisions ol General
Electric were considering different sub-
contracting proposals in China—with
vastly different results. One concluded
that "the economic equation wasn’t at-
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tractive” for subcontracting electronic
components. Labor costs were 80 per-
cent of the Hong Kong rate, but pro-
ductivity was much lower. It made more
sense o process in other parts of Asia,
and the idea was dropped.

Meanwhile, in a totally unrelated pro-
gram, a division in Pennsylvania was
successtully sourcing locomotive cast-
ings made to GE specs through the
Ministry of Railwavs. According 1o
Graham Hamilton, general manager of
International Locomotive Programs at
GE. the deal might be described as ser-
endipitous. On one trip to China he
found that the Chinese had a much
greater capability in this area than he
had imagined. GE was coincidentally
looking [or a new source ol these cast-
ings and the contract was signed in un-
der six months. Shipment began in Late
1981 and the company has received ap-
proximately ST million worth of castings
to date.

Boeing went through a similar proc-
ess when the Chinese offered to sell
them castings and forgings. For reasons
of quality, Boeing declined the offer.
Instead it opted o buy 4,400 machine
parts lor the Boeing 737 and 747, The
contract, which was signed in Novem-
ber 1981 with CATIC and the Xian An-
craft factory, is valued at more than $5
million. This includes the cost of 15 Chi-
nese engineers working with Boeing at
US salaries and additional tems other
than hardware. According to Thomas
Bacher, director of mternational busi-
ness at Boeing, it took the FAA no lon-
ger to certily the Chinese parts than it
had taken for first-time certihcation ol
Japanese parts 10 to 12 years ago.

Delivery delays comprise one of the
biggest and most aggravating problem
areas for foreign firms. Virginia Kam-
skyv, president of Kamsky and Associ-
ates, suggests using expediters o
]'4[\“!.“1‘ ((i]“l)ill]\ l('[)l‘l'\('[llil[j\('\ from
the Hong Kong or Bening ofhce re-
mind the plant manager ot the order,
In fact, this custom is standard pro-
cedure among the Chinese themselves.
At any one time many of the Shanghai
hotels are hlled with ofhcials from
provincial factories, in town just 1o en-
tertain the manager of the tactory proc-
essing thenr order.

A number of irms advocate diversify-
mg sources in China, so that several tac-
tories in different provinces are
competing against each other. This
tends to reduce delayvs and costs.
be

Factory delivery times can

hastened sometimes it the foreign hirms

One trading concern learned the hard
way. The company had purchased some
welders leatherwear in China: by the
time the shipmentarrived, the snaps on
the processed pieces had corroded. The
factory could not secure new brass but-
tons, since 1t was not in a positon o
place an order at that time. The trading
company considered sending the ship-
ment back with its own buckles, but the
delay at that point would have been too
great.

A Chinese factory that has never pur-
chased raw materials for subcontracting
may be reluctant to try. Virginia Kam-
sky tells of one case in which a factony
took six months to agree to put up a
letter of credit to buy the material. “We
told them thacif they didn’t agree toit,”
she said, “we'd process in Taiwan or
Korea.” Alter that ultimatum, the proc-
ess went well.

I'he Chinese themselves have asked
some firms to send in the raw materials,
so they can avoid the lengthy and bu-
reaucratic process of applving through
the ministries. The foreign raw materi-
als may even be offered ata beter price,
since the Chinese factories get no dis-
counts ftor large-size purchases from
their own factories. The Allen Group,
on the recommendation ol the Chinese,
is considering supplying steel tubing on
consignment 1o cut costs in the man-
utacturing of its jacks and hand tools.

An alternative is having the Chinese
buy the inputs. The notion here is that
the Chinese would speed up the order
in their hurry 10 be reimbursed.

The Future

Poor qualiy and quality control is re-
garded by most American hirms as the
principal impediment 1o subcontract-
ing in China. Perhaps reassuringly, the
Chinese also view it as their greatest
obstacle to development. “There is a
great desire 1o learn about anvthing
that would improve qualin.” remarked
a Westinghouse othcial, who requests
that all workers involved in production
be present when he visits the factory tor
mspection. “Sometimes quality is all
that
eltorts.” he added,

On the Chinese side, there have been
some much heralded, though not par-
tcularly ground-breaking. inttiatives. A
Chinese society for quality control was
established that recently organized a
“quality month™. To popularize the
concept. plaques were given 1o deserv-
ing factories. There is now a bureau ol
quality control in the State Economic

workers have to show ftor their

supply the inputs and raw materials, ‘ Commission.
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More signihcantly, there have been

joint efforts with the US. Underwriters

Laboratory entered into a cooperative
agreement to work with the Chinese
Import-Export Commodities Inspec-
tion Corporation, the government’s
quality-control unit. The scope of the
services provided by the Chinese in-
spectors is limited 1o low-technology
tems such as Pillsbury canned mush-
rooms. Their lee is a reasonable .05 per-
cent of the value of the shipment.

Eftorts are also being made to teach
the Chinese after-sales services. Cum-
mins Engine Company, Combustion
Engineering, and Boeing have organ-
ized training programs for Chinese
here in the US. Select Machine Tools on
the West Coast and the Havleck Corpo-
ration in Toronto have arranged
through EQUIMPEX to train Chinese
technicians at their facilities.

I'he lack of servicing and spare parts
is one of the main reasons that firms
currently are wary of buving more than
just parts in China. Indeed, companies
that have considered processing entire
pieces of machinery and equipment
have discovered that spare parts are not
made i China unul needed, at which
point the factory undertakes their man-
ufacture,

Select Machine Tools has a stall of
four Chinese technicians, who are con-
sidered company emplovees. The
Havleck deal is actually a joint venture
with EQUIMPEX to service lathes, mill-
ing machines. and gear holdings.

Both arrangements are important
developments in that they increase the
possibility of Tuture improvements, and
make 1t casier for companies to justify
the current costs and risks of trade.

Subcontracting also hits that purpose
nicelv. By working with the Chinese on
a small scale, firms are essentially buy-
ing the time necessarv to introduce
Chinatoour wav of doing business. The
hope is that subcontracting small parts
today will mean bigger profits tomor-

OW, {

Helen Kauder is a sevaor at MET wegor-
g i econonaes. She spent a year in Tavwan
studying Chinese before joinimg The CBR
staff as a sunmomer intern.



The First Nuclear Power Projects

In a epic test of self-reliance, Zhejiang “728” will be designed
and built with very little technical assistance from abroad
and even less imported equipment.

hina’s off-again on-again plan

for a 1.800 megawatt nuclear

power plant in Guangdong to
be developed with foreign technology
and Hong Kong equity participation
has attracted international attention for
several years. Recently, the request to a
number of US engineering fhirms for
cost estimates for the plant, and an in-
formal comment by the governor of
Guangdong to the governor of Hong
Kong that the project has at long last
received dehnitive central government
approval, have stirred up excitement.

But in fact, bureaucratic and com-
mercial hurdles sull make the project’s
realization uncertain. Central approval,
by contrast, has already been granted 1o
an experimental 200 mw plant near
Shanghai being developed for the most
part by the Chinese themselves. Al-
though foreign observers believe this
project will prove more difficult ech-
nically than the Chinese antcipate, 1t
nonetheless stands the best chance of
becoming China’s hrst nuclear power
facility.

Foreign companies, therefore, can-
not count on China to All the void cre-
ated by the recent decisions of many
countries to suspend or cancel new nu-
clear power plants. US companies face
the most dithicult situation of all, due to
the seeming impasse in negotiations be-
tween the US and PRC governments
over a nuclear cooperation agreement,
without which they are not permitted to
sell nuclear technology.

Nuclear Power Policy
I'he Chinese leadership has ob-
viously not reached a firm consensus on
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China’s first pressurized water reactor, com-
pleted in Chengdu, Sichuan Province, in 1980.
Success on this 125-megawatt test reactor en-
couraged the Chinese to go ahead with a 300-
megawatt nuclear power plant near Shanghai.

the role of nuclear power, which means
that its contribution to the country’s
total energy picture will remain insig-
nificant for the foreseeable future.
Communist Party Secretaryv-General
Hu Yaobang's recent statement to
Agence France-Presse that China would
construct more than 10,000 mw in
10-20 years, as well as periodic press
reports that six plants would be con-
structed in Guangdong, Shanghai, and
Liaoning represent only the wishful
thinking of China’s nuclear lobby.
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Hu's authoritative position indicates
that the Chinese leadership may have
issued a vague, general approval for
such a plan. But several issues are caus-
g the Chinese to hesitate before em-
barking on a major nuclear develop-
ment program:

P The tremendous construction ex-
penses involved, in an era when re-
trenchment is sull the norm (see The
CBR, January=February 1981, p.32).

P Other options exist. China is en-
dowed with enough fossil fuels and
water resources to theoretically meet its
energy needs without resorting to nu-
clear power. The argument has been
that certain major-energy-consuming
areas are located far from coal and
hvdro resources, and can be more eco-
nomically supplied by nuclear energy.
But it seems doubttul that all alterna-
tives—such as minemouth coal plants
and/or large hvdro developments in
conjunction with high-voltage trans-
mission hnes—have been studied i sul-
hicient depth 1o give a final answer.
Meanwhile, coal and hydro advocates
are challenging the need tor nuclear
power. The State Council does not seem
to have chosen between the grandiose
schemes ol the various interests.

P A concern for safetv. Although
very little has been said pubicly about
the matter, numerous sources report
that the Three Mile Island accident in
the US raised a number of doubts tor
the Chinese. Fishing interests are
known to have raised questions about
China’s two proposed coastal plants,

In short, there is no vocal anti-nu-
in China.
group ol interests has raised questions

clear Tobby But a diverse
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behind the scenes that are contributing
to Beijing’s caution in proceeding with
nuclear development plans. Secretary
General Hu himself indicated as much
in his AFP interview.

Pronuclear Pressures

The pronuclear lobby, by contrast, is
quite vocal. This group is strong
enough to have won a commitment
from the government to develop a 300
MW nuclear power plant near Shang-
ha.

Regional interests form a part of this
lobby. Nuclear power is seen as a way to
reduce local dependence on potentally
hostile outside bureaucracies, such as
the ministries of railroads, communica-
tions, and coal. The amount of ura-
nium fuel required is small, and in the
cases of Guangdong and Liaoning, can
be produced within the provinces. The
appeal also rests on a powerful eco-
nomic argument: China's over-bur-
dened transportation system probably
could not supply every corner of the
country with enough coal.

Besides the regional lobby, there is
China’s nuclear industry, represented
Nuclear Industry
(tormerly the Second Ministry of Ma-
chine-Building) and the Science and

in the Ministry of

Technology Commuission. The priority
given to China'’s nuclear weapons devel-
opment since the mid-1950s has made
this group the county’s premier scien-
tific and technological elite.

When China experienced its first
pamnful readjustment alter the Great
Leap Forward in 19601962, vesources
sull poured into weapons development.
Nuclear scienuists also were spared from
the ravages of the Cultural Revolution.
The elders of China’s nuclear power es-
tablishment such as Prolessor Wang
Ganchang, are China’s Tellers and Op-
penhemmers. The momentum behind
the nuclear industry was such that by
1970, former Premier Zhou Enlai ve-
portedly gave the State Council and
Communist Parnv’s go-ahead to begin
nuclear power development.

Spurring on the Chinese was the con-
viction that nuclear power was the wave
of the future in developed countries. As
late as 1981, an article by one of China's
foremost nuclear advocates stated, “In
light of international experience, 1t is
correct 1o sav that the overall functions
of nuclear power stations are evidently
superior to ... coal or oil-tueled sta-
tions.”

Now, just as China i1s about to entel
the age of nuclear power, many coun-
tries, including the US, seem to be tak-

ing a step backward from nuclear power
for reasons such as cost, government
regulations, reduced power demand,
and safety, Whether the new skepticism
about nuclear power will influence
Chinais difficult to predict. Butenough
impetus is there to result in at least one
nuclear power plant in China.

A Boost for Self-Reliance

The State Council's approval for the
Zhejiang 300 mw plant represents a
major triumph for believers in self-
reliance. The Chinese intend to design
and build most of 1ts machinery them-
selves, importing only a few key compo-
nents—reactor coolant circulating
pumps, several lesser pumps, and the
neutron flux-mapping system, as well as
a few complex castings and forgings.
Despite an earlier request to foreign
companies for turbine-generator bids,
the Chinese have apparently decided 1o
build the generator themselves.

Even the name of the project strikes
the selt-reliance theme. “728." which is
also the name of the Shanghat institute
in charge of the design, reportedly
stands for 1970 (7). February (2), and
Eight (8), the date that Premier Zhou
authorized commencement of domes-
tic R & .

The project has had s ups and
downs. The political turbulence of the
Gang of Four era slowed work. And in
1978, a tentative decision was made to
acquire nuclear technology and equip-
ment from outside. China was on the
verge of signing contracts with

Framatome of France in early 1979 for

two Y900 mw plants near Shanghai,

But fortunately for those involved
with 728, readjustment struck first, and
along with it, a swing back toward selt-
reliance. As early as March 1980, Chi-
nese nuclear officials were conhdent
enough to tell forergners that 728 would
go ahead, and by early 1982 the Minis-
try of Nuclear Industry was soliciting
company bids for the foreign compo-
nents.  The ministry told at least one
company that the State Council had al-
located $100 million n toreign ex-
change for the project.

The self-reliance current, it should be
emphasized, runs strongly in the nu-
clear industry. The accelerated develop-
ment of nuclear weapons after the cut-
off of Soviet assistance is unguestion-
ably the greatest technical triumph
chalked up in the name of sell-reliance,
and has done much to feed the Chinese
beliel that self-reliance can accomplish
major feats. Personnel transferred from
the weapons program run 728,
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I'his does not mean that there are no
infuential advocates calling for the im-
portation of nuclear technology. There
are such people within the Nuclear
Ministry itself, including Wang Gan-
chang (who studied for years in the So-
viet Union). These people generally
line up behind the Guangdong project,
which is the opposite of 728 in that it
will rely heavily on foreign technology
and funding.

Some elements in the ministry are
trying to accommodate both points of
view at once. They recommend greater
use of mmports and the simultaneous
development of 728 indigenously in the
hope that the two will complement each
other (notwithstanding the fact that the
sponsors of the two projects, according
L0 some ('Ul]l})il”'\' accounts, are not on
the friendliest of terms). But as things
stand, 728 will definitely proceed,
whereas the Guangdong project is still
only a “mavbe.”

The 728 Project

lo the surprise of many toreign ob-
servers, who felt that China could only
build a nuclear power plant using the
heavy water technology developed dur-
ing its weapons program, the 728 plan
mncorporates the pressurized water re-
actor (PWR) technology pioneered by
Westinghouse. The latter is by far the
most commonly used throughout the
world. 1t is considered more advanced,
largely because there is no direct con-
tact between the steam from the nuclear
reactor and the steam powering the tur-
bine generator. This allows for the con-
struction ol separate nuclear and
turbine generator “islands.”

An important milestone was reached
in 1980 with the completion of a 125 mw
(thermal) PWR test reactor in Sichuan,
which the Chinese claim proves their
ability to go ahead with the 728 plant.

Design institutes under the nuclear
ministry are still toyving with the wdea of
a heavy water commercial reactor, and,
according to the JETRO China Report of
November-December 1981, there are
plans to construct a 125 mw heavy water
plant in Hunan Province. The 728
plant, however, clearly has higher fund-
g priority.

The 300 mw size ol 728 1s far smaller
than would be considered economical
in the West, but the Chinese feel it is
more manageable for a hrst trv. This
underscores the fact that the economics
of power planning is not the primary
consideration behind 728,

Ihe site will be located in Haivan
County, Zhepang, along the coast about
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50 kilometers from the Shanghai
border, The CBR has learned. All con-
templated sites involved seawater cool-
ing. Originally, Shanghai municipality
and Jiangsu Province were under con-
sideration, but the high water tables
and solt ground eventually eliminated
them. Unlike the Baoshan Steel Mill, a
nuclear power plant cannot be built on
piles.

Most companies believe the Chinese
are still in the conceptual engineering
phase. But the New China News
Agency announced that “the prelimi-
nary stage of construction is fully un-
derway,” meaning that some equipment
is already being manufactured, to-
gether with “related materials,” which
presumably means fuel. China is be-
lieved to be developing uranium fuel
rod fabrication facilities on its own. It
already possesses enrichment capa-
bilities. The report claimed that 324 of
the 423 equipment design projects in-
volved in the project have been com-
pleted.

Hitachi, Westinghouse, General
Electric. Borg Warner, and Kraftwerke
Union (West Germany) are all prepar-
ing bids for the foreign components.
US hirms, however, will only be able 1o
make turbine-generator sales if and
when the US and China reach a nuclea
agreement. With the aid of the foreign
components, the Chinese hope to com-
plete the project by mid-T1988,

I'he 728 Design Institute in Shang-
hai 1s in charge of overall design,
though the administration of the proj-
ect is quite comphicated. A 728 con-
SITUCHON Preparation eam is supervis-
ing overall construction, but may
overlap with a project preparation team
under the Ministry of Nuclear Industry
which will apparently run the nuclear
island.

I'he Southwest Research Institute
outside Chengdu, Sichuan Province,
will build the actual reactor. While other
manulacturing tacilities under the Nu-
clear Ministry will build some other
components, factories under the Minis-
try of Machine-Building. including the
Shanghai Boiler Works, will be needed
for some of the tubing and pressurizers
tor the steam generator. The East China
Electric Power Design Institute will pro-
vide transformers and switchvards,
while the Zhejiang Power Administra-
tion probably will run the actual gener-
ating station,

Safety
I'he Chinese attach great importance
to sadety, but are sull feeling their way as
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to how to proceed at 728. They have
shown interest in basing their own safety
codes on those of other countries, n-
cluding the US. But officials of the US
Nuclear Regulatory Commission have
pointed out that it would be difficult for
China to simply adopt the US code,
since it lacks a computer capable of
processing the code and because US
standards are closely tied 1o US man-
ufacturing practices that undoubtedly
differ greatly from those in China.

Draft standards for site selection have
been proposed by the Ministry of Elec-
tric Power, but not without some contro-
versy. The October 1981 issue of Dianh
Jishu (Electric Power Technology) car-
ried discussions and debates on
P whether to base the accident stan-
dard in the design on the melting of the
core, as in the US, or on the melting of
the fuel rod shells, p how 1o calculate
carthquake probabilities, and P how
to calculate the “maximum Hood level,”
above which all stations must be located.

Emergency cooling and reactor con-
tainment are integral parts of the de-
sign. The Chinese are apparently
talking about a 47,000 cubic meter shell
that could resist 212 atmospheres, and a
“three train” (triply safeguarded) cool-
ing system—one more train than cus-
tomarily used in the US.

The biggest concern about waste dis-
posal appears to be avoiding con-
taminating hisheries. At both 728 and
the Guangdong project, pressure from
fishermen has apparently led to plans
to dump low-level wastes some miles out
to sea. So-called thermal pollution does
not seem to be a major concern, as there
15 no discussion of cooling towers for
either 728 or Guangdong. Indeed,
company observers believe that the Chi-
nese might actually welcome the effect
warmer water would have on fish-life.

Can It Be Done?

Outside observers agree almost
unanimously that
bitious project. The Chinese do not
adequately appreciate, in the view of
many foreign experts, the complexity of

728 1s an overam-

the engineering task they face and the
potential for problems. Upscaling from
a 125 mw test reactor to a 300 mw power
reactor, lor example, is immensely com-
plicated. One company already detects
signs that operating the test reactor at
high pressures is proving dithcult.

Ihe Chinese lack of experience is re-
llected i the requests to companies for
components bids. Instead of the two-
inches-thick specihications the com-
panies expect from their regular cus-

tomers, the Chinese have only submit-
ted five pages. Developing the specifica-
tions will require much more time.

I'he Chinese are allowing no time for
slip-ups, however. One executive notes
that the Chinese schedule, calling for
completion of construction by 1988,
would be considered “fast track™ in any
country. Since much of the component
testing remains to be done, the fast
track is virtually impossible, he feels. In
addition, many companies question
whether China’s metallurgical technol-
ogy is up to par for some of the more
ditficult components.

But the Chinese, emboldened by
their military nuclear successes, are
pressing on. While recognizing the
usetulness of foreign assistance, they
seem determined to limit this assistance
to technical seminars (provided free by
foreign companies) or perhaps studies
of individual design problems. In other
words, companies probably will only re-
view Chinese plans, or troubleshoot.
Given the differences in the construc-
tion engineering systems used in China
and the West, itis unlikely foreign firms
could take on a larger role, such as con-
struction management, even if they
were invited 1o do so. In China, unlike
m the US, tme is not necessarily money.

The 728 project then, will be one of
self-reliance’s epic tests. As one com-
pany representative confessed, “1 am
both optimistic and pessimistic at the
same time. The Chinese often do not
know things we would expect anvone o
know. But then they surprise us by
knowing things we would never expect
them to know.”

The Guangdong Project

The Guangdong nuclear power proj-
ect is one of the most intricate, expen-
sive, and polincally dicev deals China
has discussed with foreigners. Tt is per-
has

haps for these reasons thae i

proven, and will continue to prove, dif-
heult to consummate.

Ihe 1L.8OO mw project (using two 900
mw reactors) was conceved 1 1980 as a
60-40 venture
Guangdong Province and the China

joint between
Light and Power utility in Hong Kong.
I'he concept was for China to hnance
the project by exporting part of the
power to Hong Kong. This would give
Hong Kong the increased power 1
needs without having to build a larger
factlity than it can use.

Ihe project would also tie China and
Hong Kong together in a dramatic way,
easing concern about the erritony’s fu-
ture alter the 1997 expiration of the
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New Territories lease. The Briush gov-
ernment encouraged 1t strongly on
these grounds, and also because it rep-
resents a business opportunity for Brit-
ish machinery exporters. The French
are aggressively pursuing the project,
but there is reportedly an understand-
ing with Hong Kong to trv to use West-
inghouse's British licensee as the
contractor i conjunction with West-
inghouse. The parent company would
supply parts of the nuclear generator
that its British licensee could not make.

Also driving the project was the ea-
gerness of both sides to gain access to
nuclear technology., Guangdong
plucked nuclear expert Wen Rui from
the Minisuv of Nuclear Industry o
head the project. Guangdong and
Hong Kong, with some assistance from
Quadrex Inc. ol California, then
rapidly executed a feasibility study
which "proved” that a nuclear plant was
economical, and that a joint venture was
commercially viable. In earlv 1981 this
study was forwarded 10 Beijing tor ap-
proval.

Trapped in the Bureaucracy

Since the proposal was submitted,
work has not completely stopped. A site
on Dapeng Bay has been selected,
about 70 kilometers northeast of Hong
Kong. Although the site is located over a
faulted area. the rock is hard granite,
and both the Chinese and Hong Kong
sides are satished that setsmic activity
does not present any salety problems
Ihe PLA Navy reportedly vetoed the
first and most attractive site under con-
sideration during the feasibility study.

For the most part, however, the proj-
ect has become bogged down in one of
the PRCS most publicized interagency
reviews, The central government re-
portedly approved the project “in prin-
ciple” months ago, but Beijing 1s not
about to allow an independent-minded
province to build a nuclear power plant
without supervision. Numerous organs
under the State Council must pass on
various aspects of the plan or partici-
pate inits implementaton— mcluding
the ministries ol Power, Nuclear Indus-
try, Foreign FEconomice Relanons and
Irade, and possibly Machine Building,
as well as the State Planning Commis-
ston and perhaps the Bank of China.

Not all of these agencies see eve-1o-
eve on the issue. The Minmistony of Water
Resources and Electric Power, for exam-
ple. seems more enthusiastic about for-
eign participation than the Minisuy of
Nuclear Industry, which 1s more in-
chined 1o take a selt-reliance position.
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Commercul sources sav that a truce
mav have been reached between the two
sides, perhaps based on a commitment
to mvolve the Nuclear Ministry heavily
in the constructon phase.

Inaclassic move to avoid an immedi-
ate decision on the matter. a couple of
months dgo the State Council report-
edlv asked for more detailed study on
several issues, imcluding safery and
finance. It called for a series of commit-
tees to be established at the ministerial
and provincial levels to conduct studies.

The China Business Review/September—October 1982

Ihe late July requests for cost esti-
mates made to US engineering firms—
Brown and Root. Gilbert Common-
wealth, Bechtel, and Gibbs and Hill—
seem an attempt during this review pro-
cess o elimnmate contusion caused by
conflicting earlier estimates. Com-
panies note that the request included
such items as workers” housing costs
and did not show a partcularly high
level of sophistication about the nuts
and bolts of nuclear power plant con-
struction. The tact that the companies
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were only given three weeks to respond
suggests a need (o meet some internal
deadline in the review. Observers spec-
ulate that the tuming was linked o an
August meeting between the Chinese
and Hong Kong sides, and perhaps
meetings with watchdog agencies in
Beijing.

Predictions differ as to what the Chi-
nese bureaucracy will do next. Many
companies believe, on the basis of what
Chinese othicials tell them, that the proj-
ect 1s moving slowly but inexorably to-
wards approval, that it has already been
passed by several ministries and com-
missions, and that within a yvear or so,
firms will be mnvited to bid. The gover-
nor of Guangdong Province apparently
indicated as much o the governor of
Hong Kong in late August.

China’s past performance on major
projects, however, suggests that when
the burcaucracy gives contradictory sig-
nals, as has been and remains the case
tor months in this instance, delays can
be expected unul all decision-makers
are in line.

The leasibility study purported o
demonstrate that a nuclear station is
more economical than a coal-hred one,
but itis interesting that in late 1981 the
State Council ordered accelerated con-
struction of the 1,200 mw Shajiao
coal-hired station in Dongguan County,
just outside Guangzhou. Clearly, cen-
tral planners consider coal a viable
short-term alternative to nuclear en-
ergy. China Light and Power is also
building large coal-burning facilities at
a rapid clip. Observers point out,
though, that China could combine
short-term coal use with long-term nu-
clear planning without relving ex-
clusively on either.

Presuming that the State Council
eventually swings more hirmly behind
the project. it is unlikely there will be
one final “approval.” Beijing will be re-
viewing a project ol this magnitude
every step of the way, which means that
opponents will have more than one
chance 10 fight,

In fact, the State Council is setting
conditions already, insisting that
Guangdong obtain “favorable” rates on
financing (the feasibility study assumed
7 percent interest), funds the project
entirely through electricity exports to
Hong Kong, and that no agreement be
signed that would allow foreign inspec-
ton ol the facilitv to ensure the non-
proliferation of nuclear weapons tech-
nology. Secretary Hu reiterated the fi-
nancing condition in his August
mnterview.
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One informed company reports that
the State Council has set another condi-
tion, namely no central government re-
sponsibility for loan guarantees to
foreign banks. As no company is hkely
to participate under such conditions,
approval with this proviso would proba-
bly doom the project without direct
State Council rejection.

Certainly, a purchase promise cannot
be considered as firm a commitment as
equity participation and any number of
factors could change Hong Kong's atti-
tude in the next 10 vears. If the Hong
Kong connection falls apart, itis hard to
see how the project could continue.
The US government’s failure to con-

clude a nuclear cooperation agreement

The rapud development of nuclear weapons after the cut-off
of Soviet assistance in 1960 s unquestionably the greatest
trivmph chalked up in the name of self-reliance. It did much
to feed China’s belief that self-reliance can accomplish

practically anything.

Commercial Tensions

The loan-guarantee issue highlights
the fact that more than internal Chinese
approval is required 1o build the proj-
ect. The Chinese must also reach agree-
ment with the foreign interests in-
volved, which may not be easy.

The Hong Kong and Guangdong
Joint venture partners already disagree
over how the project should be run. The
Hong Kong utility, unsure that China
can assimilate the technology without
help, wants to take charge of guiding
the contractor and operating the plant
for a period of up o 10 vears, gradually
turning over management authoriy to
the Chinese. The Chinese, predictably
enough, not only want control over the
project, butare demanding “total™ tech-
nology transter from the suppliers, a
stipulation as difficult o enact as it is
vague.

artly as a result of the disputes, the
Hong Kong unlitv is reliably reported to
have dropped its proposed equity share
to 10 percent in recent months, This in
iself would not necessarily kill the proj-
ect. It would effectively solve the prob-
lem of control in favor of the Chinese.

I'he kev question, however, is
whether Hong Kong would maintain its
purchase commitment for 40 percent
of the power at the begimning stages ol
operation. Although no negative signal
has emerged from Hong Kong vet,
some business executives think that
lower projected demand and the crash
development of four 600 mw coal-hred
units at the utiliny’s Castle Peak plant—
due to be completed in the late 1980s—
mean that Hong Kong no longer needs
Guangdong nuclear power so urgently.

with China also complicates the com-
mercial negotiations. This means that
Westinghouse and s Briush licensee
are blocked from selling the nuclear is-
land. Under the proposed arrange-
ment. the British would
provide about 70 percent of the hard-

licensee

ware, and Westinghouse the remainder.
Guangdong gives every signal that it
would like to deal with Westinghouse
directly, rather than through its French
licensee Framatome, the only other
practical alternative. The Britsh gov-
ernment pressured Washington to try
to resolve the issue so that Prime Minis-
IFhatcher could discuss the
Guangdong project during her Sep-
tember visit to China, but apparently 1o

no avail.

ter

It the Chinese central government
were Lo insist on 7 percent financing (as
it shows signs ol doing) this would also
work against the US and Britain—as
neither the British or the American
Lxim banks could meet the terms. The
Irench, though, are notorious lor
linancing nuclear power plant exports
rates. Former Presi-
dent Giscard offered China an annual

Al Concess1onary

rate of 7.5 percent two vears ago. 11 the
French were offered the contract, how-
ever, it might well reduce Hong Kong’s
enthusiasm.

I'he Hong Kong—Guangdong nu-
clear joint venture, so attractive in
theory, must therefore overcome many
complex hurdles before it becomes a
reality. This seems hkely to happenonh
il the Chinese central government
moderates some of its condiuons, and
supports the project more hrmly than it
has so far.
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The Elusive US—China Agreement

Negotiations appear stalled over the issues
of on-site inspection, and China’s refusal
to sign the UN Nuclear Nonproliferation Treaty.

egotiations between China

and the US for a bilateral nu-

clear agreement are at an im-
passe. Without such an agreement, US
firms will continue to be forbidden by
law from doing nuclear-related business
with the PRC.

Former Deputy Secretary of State
Walter Stoessel, speaking at the Na-
tional Councils June annual meeting
said, “We have been conducting discus-
sions with the Chinese on the possibility
of an agreement for peaceful nuclear
cooperation.” But it appears that in re-
cent months the government agencies
concerned have been unable to present
even a position or options paper to Pres-
ident Reagan, let alone move toward an
agreement with the Chinese. There
have been no high-level talks between
the two countries since Assistant Secre-
tary of State for Oceans and Environ-
ment James Malone visited Beijing in
September 1981,

One of the major sticking points has
been the Chinese reluctance to comply
with the demand the US ordinarily
makes of its nuclear cooperation part-
ners to open their nuclear facilities to
outside inspection. This is supposed to
ensure that no materials are being divert-
ed to nuclear weapons development,
and the issue is of particular concern to
many on Capitol Hill. But the inspec-
ton question has been overshadowed in
recent months by executive branch sus-
picions that China is supplving nuclear
materials and possibly technology to
countries believed to be developing nu-
clear weapons. Itis this latter possibiliny
that seems to be the main cause of the
current impasse.

Photo by Li Jilu, New China Pictures Co.
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Chinese scientist manipulating samples in re-
actor hot cell.

[0 the extent that China is exporting
nuclear materials without receiving
safeguards against diversion for mili-
tary use, it 1s certainly undermining
Americas nonproliferation policy. Re-
strictions on exports of nuclear raw ma-
terials and fuel processing technology
are the main weapons being used by
countries committed to nonprolifera-
ton. The Reagan administration is try-
img to elimimate what it views as
unnecessary restrictions on US nuclear
exports, butitcannot consider coopera-
ton with a country that is selling nu-
clear materials 1o weapons-developing
states. The problem is that the Chinese
may well be the victms ol false accusa-
tions in some of the controversial cases.
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Chinese Nuclear Exports
Ihe source of the controversy is
China’s decision in the last two vears to
export for hard currency part of the
excess uranium and heavy water stock-
piled for s own military program. One
informed source estimates that several
million pounds of U,O are available in
various forms, including “vellowcake™
(unenriched ore) and enriched ura-
nium (UF;), which s the immediate raw
material for nuclear power plant fuel.
Following a pattern that has come to
characterize China’s more de-
centralized economy, several different
organizations appear to be involved in
the marketing ettort, including the
China Nuclear Energv Industry Cor-
poration, a subsidiary of the Ministry of
Nuclear Industry which controls all of
China’s uranium mines and processing
plants, and MINMETALS, the spe-
cialized minerals and metals trading
arm ol the Ministry of Foreign Eco-
nomic Relations and Trade, The CNEIC
has Hoated the idea of supplying Eu-
rope with uranium in exchange for
techmical assistance to China'’s uranium
processing industry. Even the Ministry
ol Metallurgical Industry has talked
with companies about exporting by-
product uranium from gold mines.
China’s exports have not been large
compared with other supplying coun-
tries. Small amounts of heavy water and
uranium have gone to Japan and to
Swiss middlemen. The Federal Re-
public of Germany is also rumored 10
have made some purchases, although
this cannot be confirmed. One factor
limiting sales has been the typical Chi-
nese insistence on high prices, at a time
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when the fallott of nuclear power plant
construction throughout the world has
made the market fairly soft for many
kinds of nuclear materials.

Itis the manner in which the Chinese
have been exporting, rather than the
volume exported that has disturbed the
US government. New to the nuclear ex-
port scene, the Chinese, at least at first,
did not seem to act firmly to prevent
middlemen from reshipping Chinese
materials o suspected weapons-devel-
oping states. The US government, for
instance, has discovered a trail of Chi-
nese heavy water that led through Swiss
intermediaries to Argentina. The
Mainichi Daily News reported on Febru-
ary 28, 1982 that MINMETALS ap-
proached Japanese companies to sell
heavy water and enriched uranium that
would have ended up in India and
Yakistan. The paper added that the Jap-
anese turned down the Chinese offer in
at least one instance due to US pres-
sures, The US also made a vigorous
atter-the-fact protest to China about the
suspected Argentine shipment.

The South African Charge

I'he report attracting the most atten-
tion—apparently originating in the US
government—concerned China’s pur-
ported sale of enriched uranium
through Switzerland 1o South Africa.
The Washington Post printed the alle-
gation on November 19, 1981.

I'he South Africa charge brought
torth vehement denials from Beijing,
obviously worried about its political
standing in the Third World. The New
China News Agency, while admitting
that China exports “a limited quantity of
nuclear materials.” noted that the PRC
“has required and obtained commit-
ments rom all buvers that they
never transfer the nuclear materials to a
third country, particularly South Africa
and Israel, or use the same for non-
Ihe broker in-

will

peacelul purposes.”

volved in South Africa’s uranium pur-

chases for its Koeberg nuclear power
plants, Edlow International of Wash-
ington, DC, also emphatically denies
that the material originated in China.
Although some US otficials may still be-
lieve that some Chinese
landed in South Africa, it seems quite

uranium

possible that the charge was, as the Chi-
nese termed it, “totally unfounded,” the
result of a misreading of ambiguous in-
telligence data.

The embarassing publicity, however,
appears to have had the eftect of spur-
ring the Chinese to a more serious
ettort to accomphish what they claimed
to have done all along: namely, control-
ling reexports of their nuclear materi-
als. Sources indicate that in recent
negotiations with Swiss purchasers, the
the first time de-
manded government-to-government

Chinese have tor

assurances for peaceful use and non-
transfer. This development pleases the
US greatly, although some government
officials would like to see the Chinese go
even further and demand “non-explo-
sive” rather than merely “peaceful” use
of nuclear materials (to cope with con-
tngencies such as Indias 1974 explo-
sion ol a “peaceful nuclear device™).

But as China tightens policy, new al-
legations arise about the transfer of
Chinese uranium enrichment technol-
ogy to Pakistan. The Pakistani issue,
even more than the South Alrican case,
raises questions about the reliability of
US intelligence analysis, and of fac-
tonal dispute within the US govern-
ment,

Ihere have been rumors lor vears
that China has been assisting Pakistan,
its longstanding ally, in weapons devel-
opment, but none has ever been
proven. Some ol the rumors originated
with the Soviet Union, which can
hardly be considered a reliable source
on the matter. Sources sav that the US
received the most recent information
from the intelligence agency of a

friendly government. That govern-
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ment, according 1o the sources, does
not attach nearly as much significance
to the information as the US does.

Information on such a sensitive topic
as covert uranium shipments or tech-
nology transfers may never be com-
pletely clear. The more uncertain the
data, the more likely itis that prejudices
or the bureaucratic interests of the ana-
lyvst will color the results. Observers be-
lieve this may be happening in the
Yakistani case, which all acknowledge to
be harder to prove than the Argentine
heavy water shipment. Sources say that
certain quarters in the State Depart-
ment attach credence 1o the idea of
China as a “wild card” nuclear supplier,
and are thus naturally inclined to take
the Pakistan information more seri-
ously.

[t seems likely that the US govern-
ment is seeking clarifications from
China to prove or disprove the matter,
even as various US agencies debate the
issue behind the scenes. The govern-
ment probably is trving to get the Chi-
nese 1o adhere 1o a general export code
that 1s compatible with US nonpro-
liferation policy.

Behind the dispute over the veracity
of intelligence reports lies a more fun-
damental issue: Can the US govern-
ment trust Chinese assurances that
China will not divert US-supplied nu-
clear technology to third parties? Those
in the US government with the most
experience with China argue ves, but
there is sull no consensus within the
government on how to proceed with ne-
gotiations, or whether to submit a posi-
ton paper on the matter to President
Reagan.

Inspection and Safeguards

Setting aside the problem caused by
China’s uranium exports, is it realistic to
expect Chinaand the USto ever reach a
nuclear cooperation agreement? At
first, the answer might be negative,
given the historical differences between
the two countries over the nonprolifera-
tion issue. Nonproliferation has been a
paramount concern of US foreign pol-
1oy since the 1950s, and US law binds
the government to the stiffest re-
strictions in the world on nuclear ex-
ports. China, however, has championed
Third World opposition to the per-
ceved attempt by developed countries

Preparing research reactor for radioactive
isotope production.



to preserve ther nuclear monopoly. In
1964, China became the hrst Third

World country to develop nuclear

weapons. In flact, the Soviet Unions |

etforts 10 place restrictions on its nu-
clear assistance to China was probably
the most important cause of the Sino—
Soviet split.

[hough the polincal orientations ol
China and the US differ, there may sull
be some areas of common ground. The
New China News Agency statement on
the alleged South African uranium sale
that contained the language “or use the
same for non-peaceful purposes,”
strongly suggests that it is Chinese pol-
1y to limit the spread of nuclear weap-
ons, even though China has failed 1o
subscribe to the UN nonproliferation
treaty on grounds that it legitimizes the
superpowers nuclear superiority.

I'he Reagan administration, at the
same time, 1s clearly interested in
adopting a less restrictive policy toward
China than it might toward other coun-
tries. The underlving logic is that the
US nonproliferation law is designed to
prevent nations from obtaining nuclear
arms capability resulting from commer-
crial nuclear power development,
whereas China already has a nuclear
weapons capability.

Ihe language of the US nuclear non-
proliferation act calls for “sateguards as
required by Arucle 3 Section 2 of the
UN Nuclear Nonproliferation Treay.”
As Article 3 Section 2 does not stipulate
saleguards for weapons states, the State
Department interprets the law to mean
that none of the strict sateguards need
apply to China. Inother words, the Chi-
nese might not be required to open all
their nuclear facilities to periodic in-
spection by the International Atomic
Energy Agency (IAEA) to ensure tha
materials are not diverted to a weapons
development program.

Ihe executive agencies involved n
settng nuclear export policy—mainly
the State Department, the Arms Con-
trol and Disarmament Agency, and the
Energy Department—see the need for
sateguards against the diversion of ma-
terials from Chinese reactors built with
U'S cooperation. But the prevailing sen-
tment within the administration is that
these safeguards can be administered
on a bilateral basis, rather than through
the IAEAL In fact, the sateguards might
not involve formal inspection visits, in
the view of many government ofhicials.
Waorking levels in the US bureaucracy
have been considering alternative
means ol inspection, such as “study vis-

its” to each country’s facilinies arranged
under a government-to-government
nuclear cooperation program or US
('mnp;mi(’\' reports to the government
about what they see in Chinese plants,

These schemes are all devised 1o ac-
commodate China's tHat refusal to ac-
cept formal inspection of their tacilities
by either the IALA or the US govern-
ment on the grounds that either would
violate Chinese sovereignty, China has
so far refused 1o even join the TAEA,
charging that it 1s super-power domi-
nated.

What the Chinese repaortedly are will-
ing to ofter is a promise to devote am
reactor involving US assistance to
peaceful use only. To buttress the cred-
ibility of this promise, the Chinese point
out that it is more econonmical to obtain
weapons-grade materials from existing
Chinese military reactors than from nu-
clear power plants.

During Assistant Secretary ol State
Malones trip 1o China in Septemben
1981, these tamiliar positions were reit-
erated. The Chinese listened 1o US
ideas about alternatives to on-site in-
spection. Most of the US agencies in-
volved are eager for another round of
talks to explore the possibility of com-
promise in greater detail, and leel tha
the Chinese might well be receptive.

Since Congress must approve any nu-
clear agreement, however, feelings on
Capitol Hill have given the administra-
tnon pause. Formidable opposition is
i|])|)i||'l'||| on two fronts: |]]ll'\(' (Il'“]il]!(l'
ing strict safeguards and on-site inspec-
llll)L

skeptically on nuclear technological co-

tion. and conservatives who
operation with “Commumnist China™
I'he hrst group (mamly but not ex-
clusivelv liberal Democrats) maimtains
that the appearance of an exception foi
China undermines America’s non-
proliferation policy i other countries.
Fhe US requires TAEA inspection i its
nuclear power cooperation with Britain
and France, both members of the nu-
clear club: therefore, treating China
more leniently would set an unfortu-
nate precedent, opponents argue.
Manyv on Capitol Hill want some as-
surance that the PRC considers msell
part of the international nonprolifera-
tion community, either through a com-
mitment to join the TAEAL or by signing
the UN nonproliferation treay.

Ihe admmistration’s problems with
Capitol Hill are probably more ditheuh
now than they would have been a vem
ago. The nonprolileration advocates
have been aroused by what they regard
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as a series of “solt” administration ac-
and the
conservatives are upset with the admin-

tons toward other countries,
istration’s decision on laiwan arms
sales.

Prospects for Agreement

A prerequisite for any US=China nu-
clear agreement is Chinese adherence
to guidelines restricting its nuclear ex-
ports to consumers who will use them
peacetully. Even assuming the sensitive
negotiations on this issue bear fruit,
however, the prospects for US—China
nuclear agreement are uncertain.

On one hand, there is pressure from
business, and to some extent from the
British government, which is eager to
see Briush hirms (in cooperation with
Westinghouse) win a nuclear power
contract in Guangdong Province. But
on the other hind, Congressional lead-
ers could force the administration to
demand comphance with America’s
traditional nonproliferation policies.

One of the major unknowns in the
equation is how much Hexibility the
Chinese will show when earnest nego-
tiations for an agreement begin. All the
Chinese have presented so far is their
initial hard-hne position, manv obsery-
ers feel. Given what is thought to he a
Chinese preference for acquiring West-
inghouse pressurized water reactor
technology divectly from the American
company, it is possible that there will be
more pressure in China for a compro-
mise it and when the Chinese give a
final go-ahead 1o the Guangdong proj-
ect. A clear go-ahead signal from the
Chinese would also increase the pres-
sure on the US, and particularly on
Capitol Hill. Tt the Chinese are not seri-
ous about the Guangdong project. as
some US government officials believe,
the likelithood of 4 US—China nuclear
agreement is considerably smaller.

In the end, the possibility cannot be
ruled out that a sale to Guangdong will
goto the French, rather than to the US.
President Carter gave his approval,
through COCOM, to what seemed like
an imminent French sale in 1978, In
practice, it would be extremely difficult
for President Reagan to block the sale.
The French with the
peacetul-use assurances that the Chi-

seem content
nese have offered, and face none of the
legal barners that contront the US ad-
ministration. China, perhaps more
than any other case, highlights the diffi-
cult choices the government laces be-
tween remaining true to nonprolifera-
ton ideals and promoting US business. &



Lumber Sales

from the Pacific Northwest

The depressed US log industry

has captured a significant share

of the China market. Experts wonder if
demand will continue to rise when the price does.

Henry ). Groen

hina has become a very signifi-

cantexport market for US soft-

wood saw logs in the last two
vears, and an upward trend appears to
be establishing itself. Although sull well
behind Japan in volume, China is now
the second largest foreign purchaser of
US timber. Favorable US prices and
stagnant growth in Chinas domestic
timber production are the probable
reasons behind the steep rise in 1m-
ports.

The new buver is welcomed by many
i the depressed Pacific Northwest,
where 90 percent of US exported logs
are harvested. China’s recent entry is
particularly timely, since Japan has re-
duced its log buving due toits slumping
€economy.

US log and lumber imports have
made dramatc gains in China since
1977. Sales of softwood logs, for exam-
ple, went from practically zero in 1979
to 203 million board feet (bd. ft.) last
year. Japan, while still the United States'
biggest customer, decreased its pur-
chases during the same period: 3.1 bil-
lion bd. ft. in 1979, down to 1.8 billion
bd. ft. in 1981. Based on industry
sources, China’s purchases of US soft-
will approach 500
2.5 million cubic

wood logs in 1982
million bd. ft., or
meters,

Ihe projected quantity of US soft-
wood logs that China will buy this year

represents only about 5 percent of

China’s domestic tmber production.
American exports are 65 percent
Douglas Fir, 25 percent Western
Hemlock, and 10 percent Spruce and
miscellaneous other categories. Almost
all are US Grade Number 2 Sawmill
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and better. The logs feed into China’s
castern, northern, and northeastern
sawmills, many of which are partof inte-
grated woodworking complexes. The
largest is the Beijing Woodworking and
Furniture Factory, a 200-acre complex
composed of a sawmill, plywood plant,
particleboard and hardboard plants,
panel iimishing plant, and numerous
wood-working and furniture-making
facilities.

A big consumer of this wood right
now is the Japanese-financed port proj-
ect at Shijiusuo, Shandong Province,
and the railroad project that eventually
will connect Shijiusuo with Yanzhou.
Ihe 300 kilometer double-tracked rail-
way, which will carry unit trains of coal
castward, 1s being built with wooden
cross ties. Bridge trestles and numerous

buildings on the railroad and in the
port will require huge quantities of
wood betore their completion, perhaps
by 1985.

nly a handful of US log com-
panies have a real stake in the
China Wever-
haeuser dominates the field, providing
over half the logs that China buys.

business.

Weverhaeuser’s size, coupled with its
huge holdings of private timber land,
ensure its future domimance n this
market. I'T'T" Rainier ranks second as a
log seller to China. Callall Brothers For-
est Products of Portland, highly experi-
enced in Japan, ranks third and is
gaining quickly in importance. In gen-
eral. the major American log exporting
firms deal directly with China, though

Centuries of overcutting have left China short of timber. Above: a narrow gauge train pulling

timber in Nanping, Fujian Province.
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some of the trade is conducted by
snialler log companies through inter-
mediaries in Hong Kong and Japan.

Few frms can manage the full
financial risk of cutting, storing, and
transporting the logs (o loreign ports,
given the tight proht margin in today’s
buver's market. Ships that are con-
tracted from iternational carriers must
be tightly scheduled to ensure availabil-
ity and avoid cost overruns. The high
cost of holding inventory under current
mterest rates makes tuming even more
important.

Until now, problems with China such
as incorrect or late letters of credit, or
contract misunderstandings, have
caused only minor delays and cost in-
creases. (The Japanese presented the
same tvpes of problems when they be-
gan buving logs.) However, the Chinese
have introduced one bhusiness condition
that i1s posing serious difficulties for
some US exporters. They are insisting
on inspecting the cargo alter it is as-
sembled and ready to load. And they
are making this a negotiating term of
their letters of credit.

Standard operating procedure in the
Pacific Northwest is for both the buver
and seller to relv on independent log-
scaling companies to rate the qualiy
and board feet volume of each log that
is sold. All scaling companies conform
to a unitorm grading standard.

As logs are trucked into the holding
vards, they are graded, measured, and
then permanently tagged. Once a
cargo is sorted and made up according
to contract specifications, it is ready 1o
be loaded on the ship. To have a cargo
inspected—Ilet alone rejected—at this
point, even though it meets the desig-
nated scaling bureau’s grading rules,
means a signihicant cost to the exporter.
Workers must break open the loads
manually to release the logs for inspec-
non. The exporter in the meantime
must either hold the ship at portif there
is an extended delav, or trv to trade it 1o
another exporter. Keeping the ship be-
vond the contract schedules usually
costs the exporter about $6.000 a day in
demurrage costs.

China already has rejected whole car-
gos i this manner, largely because of
disagreements with the grading svsten.
The Chinese and the Americans have
been operating under different ideas of
what is required in a No. 2 Sawmill log.
At present CHINATUHSU, the China
National Native Produce and Animal
By-Products Import-Export Corpora-
ton, is educating US log suppliers
about China’s requirements in a No. 2.

New China Pictures Co

Photo by Wu Zuzhen

China’s timber land encomr;rl;aisses 242 million acres, (:r})nly 32 percent of the US total. Above:
logs floating down the Dadu River in Sichuan Province.

I'he new stundard log will be called the
C-Sort, once evervone reaches agree-
ment, just as logs purchased by Japan
are called the J-Sort.

Once the criteria are established,
American companies will want the Chi-
nese to agree to an independent scaling
of the C-Sort.
against unexpected changes in criteria,
that can result in either the expensive
process of resorting at the terminal, or
in outright rejection of cargos.

['his would ensure

Port congestion in China i1s another
fact of domg business that creates prob-
lems for foreign firms. Each branch of
CHINATUHSU must get its own port
clearances for the lumber it has pur-
chased abroad. I the port Later cancels
that particular opening. even though
the shipmentis on the wayv, the exporter
can do hitde but live with the situation.

One US log company enroute 1o
Chinarecently learned that there would
be a one-month delay at his port of des-
tination. Knowing that the delay would
cost an mmpossible amount, and hear-
mg of some market interest in another
IUHSU branch, the exporter set sail for
Lianjin. There, the savvy Chinese were
able to purchase the logs from the dis-
tressed exporter at bargain-basement
prices—at a cost to the firm of roughly
S100,000.

ince 1977, timber production in
China has stagnated. 1981 pro-
duction of 4942 million cubic
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meters is below the level achieved 5
vears ago. At the same time, achange in
direction in the economy favoring the
consumer sector has increased the de-
mand for wood products. There is a
boom in urban and rural housing, and
today people have more money to hil
those houses with furniture.

Anestimated one half of China’s lum-
ber goes into the construction industry,
although relatively hude is used as struc-
tural lumber. The percentage would be
much higher were it not tor the exten-
sive use of brick and concrete. The ex-
traction industry uses an estimated 20
percent of the lumber supply. This
higure may be declining because mine
activity has remained level for several
vears. Furniture and boxwood account
tor about ten percent.

Millenia of population pressure on
the land leading to over-cutting ol for-
ests has left modern China with an in-
adequate forest resource base. Over-
cutting is not just a problem of the past;
itis continuing. Afforestation programs
since liberation have had limited suc-
cess. The main element working
against the Chinese is time. It takes over
a century to grow the types of logs im-
ported from Oregon and Washington.
Whereas modern China’s early al-
forestation schemes have sulfered
greatly from periodic neglect, and rela-
tivelv voung stands are sull vulnerable
to indiscriminate cutting by, peasants,
forest management programs are allow-
ing the American Northwest to replace
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Courtesy Port of Tacoma

tmber ata rate ten percent faster than it
1s being cut.

Articles in the Chinese press decry-
ing the unauthorized felling of trees are
common. A particularly alarming aru-
cle describes conditions in Fujian
Province, the foremost forest region in
South China:

During the 5-vear period between 1973
and 1978, the forest area throughou! the
province declined by 19.39 million mu or 21
percent. During the 21-year period from
1957 10 1978, mature timber forest reserves
declined by nearly 100 million cubic meters
ina greater than 52 percent decline. During
1979, cutting of forests exceeded the amount
groun by 21 pereent. . . Unless depletion is
stopped at once, i s estimated that after
1985 usable forest resources [in Fujian] wall
be almost entirely cul down.!

Forest areas previously considered in-
accessible are being opened up through
modern logging operations; thus, pro-
duction levels have been sustained.
However, the gap between near- and
medium-term demand for timber, and
its domestic avatlability will widen. Re-
placement is falling further behind,
and transport to industrial areas from
the far-removed major forest resources,

chart prepared by Henry |. Groen artwork by John Yanson

notably i Heilongjiang Province, will
become increasingly problematic.
What the Chinese mav not realize 1s
that the American lumber market will
become problematic as well. Suppliers
are willing to undersell themselves as
long as the market is down. But the
depressed market situation will not last
forever. When Japan begins buying
heavily again, and the C-Sort is unavail-

Loading logs for China on the Blair Waterway at th
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to 81 percent in

*Preliminary estimate

SOURCES: Forest Resources Economic
Research Office, US Forestry Service,

US Softwood Log Exports to the PRC

(million US dollars)
China’s share of total US lumber exports has risen from 55 percent in 1980

the first half of 1982.

~‘.. s-‘ 16.3 i - (2
_r\\)ne 83 'bf’.

and US Commerce Department.

able at the current low price, will China
try to compete for the logs: Will Ameri-
cans still want that market?

Because of its long-term lumber de-
mand, itis in China'’s interest to cultivate
log suppliers by complying with ac-
cepted trade practices. It would also be
prudent tor China to purchase more

e Port of Tacoma

lumber, or partially manufactured
wood products. Under future tight sup-
ply conditions this pattern of buying
might curry favor with lumber sup-
pliers, not to mention with the laborers
and legislators who see every sale of
whole logs as costing more American
jobs.

Whether China will sustain the pres-
ent buying pattern is not totally pre-
dictable. A command economy has more
control over rising expectations, such as
in the demand tor housing. On the other
hand, a command economy has the most
control over scarce foreign exchange and
can direct it toward imports, if the need is
severe. Economic wrends by themselves
indicate Chimma will continue to buy soft-
wood logs [rom the US, and i large
quantity.

*E
Henry [. Groen is [um.'n"r‘m‘ of China
West, Inc., a consulting firm that vepresents

[ HH?”/"'.’ ll,f ,’F"f'\l’f\ {.’!.’f’ FH."JI_(:'\ CORECETrNS
doing bustness with the PRC. Groen has
heen an the China freld for 19 years.

Wuangming Daily, Betjing, Nov. 5, 1980, p.2
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RICH IN NUTRITION,
FULL OF FRUIT FLAVOUR,
FRAGRANT IN TASTE,
APPETIZING AND REFRESHING,
IDEAL TO DRINK,
WELCOME TO PURCHASE.

White Wine

HEBEI BRANCH

Address: 52, Beima Road, Shijiazhuang, China Cable:

CHINA NATIONAL CEREALS, OILS & FOODSTUFFS IMPORT & EXPORT CORPORATION

“CEROILFOOD"" SHUIAZHUANG
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China’s Pulp and Paper Market

As in so many other areas,
the US and Japan are competing
for shares of a potentially lucrative market.

Julia Sensenbrenner

he China market for US

exports of pulp, paper. and

paperboard has been an
unsteady one. The Chinese “buving
spree” that took place in 1980 and the
first half of 1981 has been cartailed.
Relatively littde purchasing was done
this vear. But now. some US business
executives believe the situation could
change agam. Several companies are
mvolved i negotiations. Several others,
while notdivulging products or specitic
amounts, have conhirmed that the
Chinese have placed orders.

One executive from a major papen
and pulp firme said, “The market has
dehnitely picked up for the people who
have been heavily ivolved in the China
market and have established the right
contacts.” At last, the Chinese seem -
terested in developing long-term rela-
tionships, preferring to deal with
companies that have the size and tech-
nology to support long-term demands.

Many of those firms are Japanese and
Canadian. Japan mamtaims anefhaent,
well-established paper and paperboard
mdusty that has capured a large pan
of the China market. In 1981 and again
this vear, Canada maintaned 1ts posi-
ton as the main pulp exporter to the
PRC—a position previoushy held by the
US. American hrms, oo, have made
some nmportant inroads, And as China
mcereases its import demands, greate
sale opportunities m paperboard. pulp.
and several related areas could arise.

Chinese purchases from the US have
chietly consisted of wood pulp and krafi
linerboard. Wood pulp exports ac-
counted for 33,9 percent of the total
value of US pulp, paper, and paper-
board exports to China in 1980, and
7.8 percent in 1981 Kralt linerboard

w1
L]

made up 483 percent of the otal value

in 1980, and 38.3 percent in 1981,
Demand for the Later has increased
signihicantly since the Chinese initited

thetr new modernizanon program and

accelerated their export drive. Krafi
linerboard is important for interna-
tional shipping and packaging: its
strength makes it an ideal materal for
high-grade packaging i cartons and
for the outer surfaces of corrugated
cardboard boxes. Unfortunately tor
China. domestic machinery is unable to
produce suthdent packagimg material
that meets high imternational stan-
dards. The US. as the most efhicient
paperboard producer. would seem 1o
be the logical place tor the Chinese 1o
buy. But it has tough competition from
the second Largest producer, Japan.

Through 1979, China purchased up
to 85 percent of s linerboard from
Japan, at a maximum value that vear ol
S30.6 milhon. The PRC also bought
from Japan 875.7 million worth of pa-
per and paperboard—abont hall ol s
total impores. Those proportions
changed temporarily in 1980, as the
strengthened value of the dollar, low US
prices, and imaeased Chinese demand
lor linerboard allowed the US o cap-
ture $93.5 million worth of husiness. o
61 percent of the market. Japan’s total
sales were then running at about $45.1
million.

Ihe buving surge—and the dreams
of US paper executives—Ilasted only as
long as the contracts. Since the con-
tracts expiration in June of 1981, paper
trade between the US and China has
heen atavery low level. For the first hve
months ol this vear, US exports of pa-
perbase stocks were S6.5 million as
comparedhto S5 2 million in Januan o

Mav 1981 paper and paperboard ex-
ports totalled S6.1 milhon versus 853.8
million in 1981

Several reasons account lor the de-
arease, including less favorable prices,
shortages of foreign exchange, high
stock levels that resulted from overbuy-
ing in 1980, and renewed competition
from Japan. At present the yen is enjoy-
ing a favorable rate of exchange in
China. This, combined with lower ship-
ping costs. tends to make the Chinese
more receptive to offers from their “old
friends.” Teas also presently rumaored
that Japans paper industy, sultering
from increasing energy and raw materi-
als costs. s selling below its real costs in
order 1o generate additional business.

Despite such suff competition, pre-
dictions for US sales are favorable. Ac-
cording to Thomas M. Clephane, a
Morgan Stanley principal who closely
lollows the hinerboard market, 1983
could bring Chinese lmerboard pur-
chases from the US to around 200,000
tons, up 15 percent from the 1981 1otal
ol 173879, The US could reasonably
expect this greater share as trade grows
and the Japanese paper indusury faces
the reorgamzations necessary to make
it more ethaent, Clephane savs.

[F Chinese import requirements grow
about 10 percent vearly, as some experts
predict, China should require
250.000-300.000 tons a vear from the
U'S by the second hall of the decade.
Accarding to one paperboard com-
panvexecutive, the USis ina good posi-
tion because 1t "has the qualing capacity,
and know-how to meet this growing de-
nand.”

Chinese paper factories import
about 200,000 tons of pulp annually o
supplement the hmited domestic sup-

The China Business Review/September—October 1982



plies. The factories using this pulp pro-
duce writing and printing papers,
newsprint, tissue, and other low-quality
products for domestic consumption.
The long hiber of imported pulp adds
strength to the various tvpes of papers
which comprise up 1o 70 percent ol
short crop hibers such as bagasse, straw,
and bamboo.

Canada has been the major exporter
of pulp to China, shipping $32.6 mil-
lion worth in 1979, In 1980, however. it
had to share the market with US pro-
ducers. Yet Chinese purchases in-
creased so dramatically that, although
the Canadian market share declined
from 55.5 percentto 33.7 percent, over-
all sales increased 92 percent, 1o $62.6
million. This statistic demonstrates the
magnitude of the Chinese buving
spree.

True to form, pulp sales in the hirst
quarter of this vear declined 88 per-
cent. US industry executives nonethe-
less remain conhident about future
mcreases in sales to China. The coun-
trv’s dependence upon imported pulp
for domestic paper products should
continue lor some years.

Dr. Irene W, Meister, vice-president,
international, at the American Paper
Insttute, believes it will take 50 vears
for China to fully develop a forestry
base. In the meantime, a full-scale
modernization of the paper industiy
would requive huge inputs of capital for
machmery, energv. transportation in-
frastructure. and pollution equip-
ment—capital that the Chinese cannot
currently spare.

One very small area of the paper
trade is writing and printing paper,
Japan last vear exported 23,338 metric
tons to China—a relatively low amount
that sull satishied most of China's de-
mand. US writing and printing paper
sales to China are about one-hifth that
amount. Chinese imports of paper

Photo by hang Xingguo, New China Pictures Co.

Only about 10 percent of China’s lumber output is used in paper making, due to the increased
use of rice stalks, bamboo, and other substitutes. Above: a lumber yard in Daxinggou, Jilin
Province.

should remain relatively low, as the
country prelers to import raw materials
which can be processed in labor-inten-
sive factories. Also, natural hibers can be
combined with imported pulp to pro-
duce a lower-quahty, low-cost, final
product for domestic consumption.

China has made a couple of pur-
chases ol wastepaper recently, which
can be used for either low-qualitv Chi-
nese [)Qll)(’l I)U.”'(! or ])('(U[l\(‘l’lt’(l Lo ”H'
corrugating medium used in boxes.
[hese purchases signal a new stage ol
increasing output, since China in the
past had been selt-sufficient in terms ol
wastepaper utilization.

An area which seems to have long-
term potential but limited short-term
sales is paper and pulp machinery. Un-
der the new decentralization programs,
mills have been given the authory o
recommend purchases of foreign
equipment in order to bl production
quotas. In theory, provincial organiza-
tons can then issue the orders for new
equipment and deal with the foreign

organizations. In practice, hinal ap-

proval is necessary from state othicials,
For instance, when negotiators from the
Washington Iron Works met with both
provincial and national officials Tast
vear. theyv found that both sets of of-

1978 1979

Paper &
Paperboard

5 439 2,975
Japan 35.433 75.708
Canada 10.320 22,615
Pulp
us 4.051 3.883
Canada 15.082 32.584
Japan 1.245 2.194

Major Chinese Purchases
(million US$)

Jan.—Mar.
1980 1981 1982
130.232 49.542 5.78
108.973 56.543 11.938
25.635 38.228 1.063
66.858 67.876 1.580
62.573 68.804 16.639

SOURCES: US Department of Commerce; “Exports by Commodity:

Statistics Can-

ada;” “Japanese Export Statistics Monthly Report.”
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fictals had to be satisfied with the terms
betore a deal could be made.

So far the Washimgton Tron Works'
sale of an STLS million hiberboard plam
n late 1980 is the only sale made by the
US. Germany has sold particle board
cquipment for a plant which is already
operating. and the company has re-
cently completed a new deal. Sales
much bevond these may have to wait
untul China’s foreign exchange situation
iltlplnu's.

Though the last vear has been a slow
one for US exports of pulp and paper-
board to China, there are positive signs
that the Chinese are giving the US
greater consideration as a supplier. The
Chinese have expressed o several large
companies their desire to have long-
term relations with US firmis. The PRC
has already established a permanent
trading oftfice in New York—originally
called the Smo Development Corp.and
Cel-
lulose)—which has permined easier

now called Amacel (American
communication between Chinese
buvers and US \11|)])|i('| s.

The long-run predictions for total US
paper and pulp exports o China are
favorable. This could continue for
least the next 10 vears, because ol the
slow rate of development of the Chinese
pulp and paper industries and China’s
reliance upon such imports, especially
for packagig gracdes. In this industry,
as inomost, according o D Meister,
“The potental of the China market is
dependent on how the Chinese struc-
ture the growth ol their economy and
on the subsequent amount ol foreign
exchange carned through exports.” g

Judia Sensenbrenner worked on the staff
of The China Business Review as a 1982
summer intern before veturning to Princeton
University to rmf.'/f[r.‘f fier .UH(:’I‘I_;"P(H:’J‘:‘(!I’!'
degree in East Asian Studies.
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CHINA BUSINESS
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Jennifer Little
Research Assistant

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

National Council members can contact the library (202-828-8376) 1o obtain a copy of news sources and other available background intormation
concerning the business arrangements appearing below. Moreover, member firms whose sales and other business arrangements with China do not

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

NV, No Value Civen

s
R 5

Foreign Party/
Chinese Party

|
|

*

Product/Value/
Date Reported

Foreign Party/
Chinese Party

EXPORTS TO CHINA: 1982 SALES AND NEGOTIATIONS THROUGH AUGUST 15, 1982

Product/Value/
Date Reported

Agricultural Commodities
(Singapore)

(Indonesia)

Brewster, Leeds & Co.
(us)

Ampac Trading Co. (US)

MacMillan Bloedel Ltd.
(Canada)

(Canada)

European Economic
Community

(NA)

Fijt Sugar Corp./China
National Oils, Cereals,
and Foodstuffs Import
and Export Corp.

Agricultural Technology

(Hungary)

China-New Zealand Ag-
ricultural Consultants
(New Zealand)

McPherson (US)

Harry Sharp & Son Co.
and IBG (US)

Ministry of Agriculture,
Forestry & Fisheries
(Japan)/Yunnan Acad-
emy of Agricultural
Science

Namoi Cotton Coopera-
tive Ltd. (Australia) and
Rawcott International
Ltd. (Hong Kong)/
Shihezi Agriculture-
Industry-Commerce
Complex

Timber products. $5.1 million (S$10.7 mil-
lion). 5/13/82.

Plans to sell 20,000 tons of rubber. 6/9/82.

Feed supplement for poultry and swine.
6/21/82.

Is shipping 2.5 million board feet of west-
ern Oregon unfinished logs, 6/25/82.

100,000 cubic meters of unprocessed
Douglas fir logs. 7/6/82.

500,000 tons of red spring wheat. 7/8/82 .

I million tons of mainly French wheat.
$130/ton FOB. 7/10.82.

I milliontons of sugar. 7/27/82.
120,000 tons of raw sugar. 8/2/82.

Fodder processing equipment for four
plants, each with an annual capacity of
30,000 tons. 5/31/82.

Technology and machinery for grassland
construction, management, and scientific
livestock breeding in Guangxi. 5/31/8.2,

Automalic pine-seed processing equip-
ment. 7/12/82.

Two sapling greenhouses. 7/19/82.

Will undertake a genetic rice plantim-
provement research project. 6/29/82.

Compensation Irade: The Xinjiang com-
plex will provide the foreign parties with
cotton cloth and other products in ex-
change for fertilizer, pesticides, farm tools,
and spare parts. $1 million. 6/28/82.
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Farmland Eaton World
Trade Co. (US)Heilong-
jiang Administration of
Farms

Chemicals

Japan Urea & Am-
monium Sulphate
Industry Association

Joint Venture: Have agreed in principle to
establish a soybean processing factory.
6/28/82.

140,000 tons of urea fertilizer to be deliv-
ered between 6/82 and 9/82. $26.6
million, 7/28/82.

Chemical Plants and Equipment

Olin Corp. (US)

BASF Chemicals
(W, Germany)/NA

Mariletta Chemicals Co.
(US)/Dalian Dyes
Factory

Montedison (Italy)/
Shanghai Investment
and Trust Corp.

Coal

Feoso Oil Ltd. and
Tsinlien Trading Co.
(Hong Kong)/Tianjin In-
ternational Trust and
Investment Corp.

Lotus Corp. Ltd. (US)/
Jiangsu Xuzhou Mining
Administration and
China National Metals &
Minerals Import & Export
Corp., Jiangsu Branch

Is negotiating construction of an industrial
chemical plantto be builtin Liaoning.
7/9/82.

Licensing: BASF is discussing the transfer
of know-how and assistance in construct-
ing manufacturing facilities, 6/15/82.

Joint Venture: Have reached a preliminary
agreement to establish a factory with an
annual production of 10,000 tons of hquid
sulphur dyes. $3 million. 6/21/82.

Joint Venture: Have signed an agreement
for joint industrial and commercial proj-
ects. 8/5/82.

Have formed the Tianfang Gas Develop-
ment Co. which will run a Tianjin
gasification plant and will handle its ex-
ports of coke, ammonium sulphate,
benzene, pitch, and sulphur. 7/5/82.

Compensation Trade: US firm has a con-
tractto provide a loan to transform and
expand the Zhangji Coal Mine in exchange
for coal. $35.6 million. 7/5/82.

Construction Materials and Projects

Posford, Pavry and
Partners (UK)

Have been appointed by the World Bank to
provide consultancy services for three new
container terminals being built at Tianjin,
Shanghati, and Huangpu. 6/82



Mendes Junior Interna-
tional (Brazil)/China
Civil Engineering Con-
struction Corp.

Peca Private Ltd. (Sin-
gapore)/China National
Building Stone Carving
Corp.

Gladhover Ltd. (Hong
Kong)/Zhuhai Special
Economic Zone Devel-
opment Co.

United Oceans Co. Ltd.
and Mr. James S.P.
Chang (Hong Kong)/
China Construction En-
gineering Co. and
liangxi Provincial Ma-
chinery and Electrical
Products Import and Ex-
port Corp.

Consumer Goods
NA(US)/Nanjing

Baode Co. (Hong Kong)

London Export Corp.
(US)/China National Arts
and Crafts Import and Ex-
port Corp.

Have joined to offer manpower, technol-
ogy, design, and financial resources to
compete for worldwide engineering and
construction projects. 5/31/82.

Compensation Trade: Economic and tech-
nical cooperation in quarried stone and
carving stone products. 6/21/82.

Joint venture: Will construct a housing es-
tate and two industrial towns, $1.03
billion. 7/14/82.

Joint Venture: Have formed the China
Hongkong Construction Synthetic [sic]
Corp. Ltd. to undertake projects in Hong
Kong and Macao. 7/26/82.

Joint Venture: Are negotiating a cosmetics
venture. 7/5/82.

Processing: Toy production. Loan of
$650,000 (HK$4 million). 7/25/82.

Joint Venture: Will market Chinese por-
celaininthe US. 6/4/82.

Electronics and Electrical Equipment

Realisations et Etudes
Electroniques (France)

Automated Systems
(Hong Kong)/Nanchang
Telegram Office, liangxi

Sanvo Electric Co.
(Japan)/Dongfeng Televi-
sion Factory, Beijing

Western Geophysical
Co. (USYMinistry of
Petroleum

Hitachi Ll (Japan)

Sanwa Electric Ltd.
(Japan)/Liaoning No. 3
Radio Factory

Daimnichi Kiko Co.
(Japan)/Shanghai Uni-
versity

Wah Chang Interna-
tional (Singapore)

Elite Engineering (UK)

D.O. Industries Inc.
(US)KTianjin Optical In-
strument Corp.

Fujitsu Ltd, (Japan)/Tian-
jin Science Technology
Committee

Sun Hung Kai (China)
Ltd. (Hong Kong) and
Olympia Werke AG (W,
Germany)/China Na-
tional Technical Import
Corp. and China Na-
tional Instrumentation
Corp.
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Is negotiating the sale of the “Micral” mi-
crocomputer, 5/25/82.

2 Digital Equipment PDP-11/34 minicom-
puters. 5/28/82.

Components for 200,000 television
tuners, in addition to technical coopera-
tion. 6/1/82.

An IBM System 3033, 7/82.

An M-180 computer to handle rail and uni-
versity data, 7/82.

Are negotiating to upgrade the factory’s
technical capability to produce recording
machines and to continue cooperation be-
tween the two companies, 7/5/82.

A microcomputerized robot. 7/20/82.

Production equipment and technology for
a TV plant in Guangdong. $1.4 million.
7/28/82.

Work station for assembling circuits.
7/28/82.

Have signed coproduction memaoranda to
produce shde projectors, photocopiers,
and cameras. 7/26/82.

Have jointly developed a Chinese lan-
guage computer system, 5/19/82.

Joint Venture: Have set up Sinoty pe Sys-
tems Ltd. to sell a Chinese character
microprocessing system in Hong Kong.
5/31/82.

Chiu Hwa Electronic En-
terprises Ltd. and Tsinlin
Trading Co. Ltd. (Hong
Kongl/Tianjin Corp. of
Electronic Parts and
Components

Chartered On-Line Ltd.
and Chai Luk Interna-
tional Trading Co. (Hong
Kong)/Beijing Compuler
Industry Corp. and China
Electronics Import & Ex-
port Corp.

Joint Venture: Have set up the China Triplet
|sic| Joint Venture Electronics Co. Ltd. to
produce and sell cassette tapes and to pro-
Cess, .hs(‘m’ble, and cooperatively
manufacture electronic products. Regis-
tered capital of $147,000 (HK$900,000).
6/14/82.

Joint Venture: Have formed Sino On-Line
Ltd. to provide China with design and tech-
nology assistance and to act as sales agent
for its computer products. Initial paid up
capitalof $170,000. 7/16/82.

Food Processing and Processed Foods

Nitchu Bussan Kaisha
Ltd. and Chikuma Co.
(Japan)

Danish Turnkey Dairies
(Denmark)/Dongzhimen
Dairy Plant, Beijing

Irish Dairy Board/China
National Cereals, Qils,
and Foodstuffs Import
and Export Corp.

Mivamoto Sangyo Co
Ltd. (Japan)/Baotou
Sugar Refinery, Nei
Monggol

Marine Resources Co.
(US)/China National Ce-
reals, Oils, and
Foodstuffs Import and
Export Corp., Liaoning
Branch

NA (US)/Suzhou

Machinery

Institut Dr. Forster (W.
Germany)

Ishikawa Gasket Co.
{Japan)

Karlstads Mekanisia
Werkstad AB (Sweden)/
Beijing General Paper
Mill

Bison Corp. (W, Ger-
many)/Linjiang Forestry
Bureau

NA (India)/China Agri-
cultural Machinery
Import and Export Corp.

Schindler Lifts Ltd.
(Hong Kong)

Oxy/Metal, DEK Printing
Materials (UK), En-
gelhard (US), and
Jidenco

Nordic Leasing Interna-
tional BV and Nordic
Leasing Ltd. (UK)/China
Leasing Co.

Fupitec Co. (Japan)/
Shenvang Lift Factory

Refrigeration facilities with a capacity of
10,000 tons to be installed in
Qinhuangdao, Hebei. $1.73 million

(¥ 410 million). 5/25/82.

Milk processing equipment and instru-
ments, $1.9 million (Dkr15 million).
6/28/82.

1,000 tons of full-cream milk powder.
$1.56 million. 7/14/82.

Compensation Trade: Sugar beet granula-
tors and squeezers in exchange for dried
granulated sugar. $720,000., (¥ 170 mil-
lion). 7/26/82.

Processing: US will supply 1,000 tons of
codfish, freezing equipment and technical
advice and China will process and package
the fish. 7/14/82.

Joint Venture: Are negotiating a beer pro-
duction deal. 7/5/82.

Drill pipe test system. 5/82.

Tec hnological know-how for the design
and praduction of gaskets for cylinder
heads at the Yantai City gasket factory,
Shandong, 6/29/82.

Turnkey plant for paper production. $4.4
million (Sek27 million). 7/82.

Shaving board equipment. 7/19/82

Indian firm will manufacture Chinese-
designed rice plant transplanters. 7/27/82.

Will supply the China International Trust &
Investment Corp. complex with 9 high-
speed elevators. The China Schindler Ele-
vator Corp. will provide after sales
servicing. 7/28/82.

Coating machinery. 7/28/82

Have agreed to promote leasing of capital
machinery between China and the UK,
Denmark, Finland, Norway, and Sweden.
6/82.

Have agreed to jointly install and repair Fu-
jitec elevators and escalators, 6/21/82.
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Jebsen & Jessen Co. Ltd.
(W. Germany)/China
National Native Produce
and Animal By-Products
Import and Export Corp.,
Anhui Branch and Wuhu
Feathers and Down Plant

Ferranti Engineers (UK)

Otis Elevator Co. (US)/
Tianjin Lift Co.

Metals and Minerals

(Japan)

(Japan)
NA

General Refractaries Co.
(Austria)/Ministry of
Metallurgical Industry

Compensation Irade: Feather processing
equipment in exchange for down pillows.
$600,000. 8/2/82.

Licensing: Construction of FD 40 cranes
for lifting containers. 7/28/82.

Joint Venture: Have signed an agreement
to establish the China Tianjin Otis Elevator
Co., Ltd. which will sell, install, and repair
elevators, escalators, and moving walk-
ways. 7/5/82.

2,200tons of electrolytic zinc and perhaps
2,300 tons later. 7/2/82.

4,000 tons of electrolytic copper. 7/8/82.
Between 100,000 and 200,000 metric tons
of copper. 8/3/82.

Compensation Trade: Are negotiating con-
struction of magnesia workshop in
Haicheng, Liaoning, with an annual pro-
cessing capacity of 50,000 tons, 5/31/82.

Petroleum and Natural Gas Products and Equipment

Baker Marine (US)/China
Corp. of Shipbuilding In-
dustry

Hongkong Polytechnic
and South China Sea In-
stitute of Oceanology
(Hong Kong) and
London Centre for Ma-
rine Technology (UK)

Blohm and Voss (W. Ger-
many)

Meishek Co. Ltd. (Hong
Kong)/China National
Offshore Qil Corp.,
South China Service
Branch

C.H. Grant (US)/China
North Industries Corp.

(Pakistan)/NA

First National Bank of
Chicago (US) and Indus-
trial Bank of Japan/Bank
of China and China Re-
Sources

Pharmaceuticals

SmithKline Beckman
Corp. (US)/Tianjin Phar-
maceutical Co.

Power

Board of District Heating
(Denmark)

United States Trade De-
velopment Planning
Agency/Ministry of
Water Conservancy and
Power

Contractto construct a BMC 1600 semi-
submersible rig atthe Jiangnan yard,
Shanghai. They are also negotiating to con-
struct two more, Rigs will be jointly
owned. 6/82.

Will help with design research for struc-
tures used in offshore oil exploration. 7/82.

Is negotiating a rig repairing agreement.
7/23/82.

Catering services for Total Chine in Zhan-
jlang. 7/23/82.

Joint Venture: Have formed the China
American Trading Co. to market oilfield
equipment, explosives, and chemicals in

the US. 5/17/82.

Joint Venture: Are discussing possibility of
joint oil exploration in Pakistan. 6/82.

Joint Venture; Have established CCIC Fi-
nance Ltd. which will act as financial
consultant to the China National Offshore
Ol Corp. 7/1/82.

Joint Venture: Are negotiating the con-
struction of a pharmaceutical factory.
6/8/82.

Have signed a preliminary agreement with
Tianjin to supply know-how and equip-
ment for a geothermal-based district
heating system. 6/82.

The agency will provide a US company
$400,000 to carry out a feasibility study for
ahydroelectric project in Guangxi. 7/82.
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Framatome and Al-
sthom-Atlantique
(France); Rheinisch-
Westfalische Elec-
trizitatswerk (W.
Germany); Westing-
house Electric Corp.
(US); and General Elec-
tric Co. (UK)

China Light and Power
(Hong Kong)/
Guangdong Electricity
Co.

Scientific Instruments

Hitachi Koki Co. Ltd.,
Nisser Sangyo Co. Ltd.,
Wako Koekt Co. Ltd,
(Japan)/China National
Instrument Import and
Export Corp.

University of Tokyo
(Japan)/China University
of Science and Technol-
ogy

Hong Kong Polytechnic
(Hong Kong)

Finnigan Corp. (US)/
China National Instru-
ments Import and Export
Corp.

Gould Inc. (US)/Tianjin
Automation Instrument
Plant

ESI

Ringway (UK)

D.O. Industries Inc.
(US)/Tianjin Optical In-
strument Corp.

Shipping

Havashikane Shipbuild-
ing and Engineering
(lapan)/China Ocean
Shipping Co

Steel and Steel Products

Sumitomo Metals Indus-
tries Ltd. ; Nippon Kokan
K.K.; Nippon Steel
Corp.; and Kawasaki
Steel Corp. (Japan)

{lapan)

Daido Steel Co. (Japan)

Steel Plants and Equiment

Officine Meccaniche
Danieli titaly)

Telecommunications
Datron Systems (US)

Zimmer (W. Germany)

Are bidding for the construction of a nu-
clear power station. 8/5/82.

Joint Venture: Will build a 900-mw nuclear
reactor in Guangdong. 6/82.

Have agreed to set up the Hitachi Koki
Centrifuge Service Station in Betjing.
5/31/82.

Have signed a scientific cooperation agree-
ment in fields of preciston machinery,
materials, physics, information science,
and management. 6/25/82.

A wave tank. $123,000 (HK$750,000).
7/82.

Will open a Finnigan products service cen-
ter in Beijing. 7/26/82.

Will establish a service center for program-
mable automatic control devices. 8/2/82.

Lasers for trimming circuits, 7/28/82.
Climatic chambers for testing. 7/28/82.

Coproduction: Of infrared photometers.,
7/26/82.

A 15,000 dwt. product carrier. 7/28/82,

100,000 tons of seamless steel pipes
5/25/82.

Agreement to sell 853,600 metric tons of
steel products in last halfof 1982, 7/20/82.

1,000 tons of alloy tool steel, heat-resistant
steel, and stainless steel. 7/20/82

Services for renovation of small rolling
mill, Wuyang Steel Works, Guangzhou.
$2-3 million.

A Tiros-N tracking station. 6/82.

Contact with TECHIMPORT for 4,700-ton
per year, fast-spinning, polyester filament
plantin Nantong, Jiangsu. Startup 1984.

$3.6 million (dm 9 million). 8/9/82.
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Textile Plants and Equipment

Textures International,
Inc. (US)/iangsu Nan-
tong No. 2 Cotton Textile
Mill and China National
Textiles Import and Ex-
port Corp., Jiangsu
Branch

Coats Patons and Seatex
(UK)

Kanebo Ltd. (Japan)

Textile Products

Asahi Chemical Industry
Co., Kuraray Co., and
Unitika Rayon Ltd.
(Japan)

Dia Fibers Co. and Japan
Synthetic Fibers Co.
(Japan)

Toray Industries, Inc.,

Teijin Ltd., and others
(Japan)

NA (US)/Nanjing

Tourism

Aga Khan Foundation

Mitsubishi Co. (Japan)
and Transport Engineer-
ing Co. (Hong Kong)/
Zhongshan

Transportation
Nissan Diesel Motors
Co. (Japan)

Plasser Und Teuerer
(Austria)/Ministry of
Railways

Compensation Trade: US will export spin-
dles and looms in exchange tor plant’s
cotton textiles. $13 million. 7/5/82.

Compensation Trade: Will provide equip-
menttothe No. 2 Wool Mill in Nei
Monggol inreturn for fabric. $5 million.
7/28/82.

Is negotiating to sell its acrylic fiber plant.
8/10/82.

7,120 tons of rayon staple fibers. $29.6
million (¥ 7 billion). 6/15/82.

5,000 tons of acrylic staple fibers. 6/29/82.

2,500 tons of polyester filament. $6 mil-
lion. 8/3/82

Compensation Trade: |s negotiating the
production of artificial leather. $3 million.
7/5/82.

Is interested in building hotels in Guizhou,
Xian, and Beijing. 6/28/82.

Joint Venture: Will construct a hotel-recre-
ational complex in Zhongshan,
Guangdong. Japanese and Hong Kong in-
vestors to provide $5.2 million for the first
stage. 7/7/82.

49 truck-crane carriers. $2.13 million
(¥ 500 million). Reported 5/19/82.

Are discussing the feasibility of technical
cooperation regarding railway construc -
tion equipment. 5/31/82.

Automobiles Peugeot
France and La Télé-
meécanique Electrique
(France)/Nanjing Truck
Factory and No. 213
Electrical Apparatus Fac-
tory

MichelintW. Germany)

Hino Motors Ltd., Isuzu
Motors Ltd., and Mit-
subishi Motors Corp.
(Japan) and Mercedes-
Benz AG (W. Germany)/
China National Ma-
chinery Import and
Export Corp.

NA (India)/NA

Graham Hunt (Aus-
tralia)/NA

Miscellaneous

Adsale People (Hong
Kong)

Granada (UK)

Bank of America (US)/
liangsu Provincial Inter-
national Trust and
Investment Corp.

World Health Organiza-
tion

Zucker Products Corp.,
(US)/Tianjin Foreign
Trade Corp.

Reditfusion Television
(Hong Kong)/China Ad-
vertising Co.

Talch Co. (US)/
Changzhou

Modernization of automobile parts pro-
duction equipment. 6/10/82.

Car tire production line for the Zhengtai
rubber plant, Shanghai, beginning produc-
tion. 6/21/82.

Will collaborate to construct and operate a
large truck and bus parts service center out-
side Beijing. 7/20/82.

Joint Venture: Are negotiating a moped and
scooter production venture. 6/18/82.

Joint Venture: Are negotiating to research,
design, and develop jet-powered airships.
8/2/82.

Has been appointed the sole Hong Kong
agent for foreign advertisements in Interna-
tional Trade News. 4/82

Has sold a film and television series, and
will film two segments of another series in
Xinjlang and Yunnan, 5/26/82.

Have agreed to mutual provision of busi-
ness proposals, introduction of prospective
firms for economic and technical coopera-

tion, and exchange of information. 7/5/82.

57 American purebred whiterats. 7/8/82.

Have established a sales office and show-
room in New York City. 7/28/82.

loint Venture: Have joined to form Media
East which will be the exclusive agent for
foreign commercials broadcast on China's
national radio stations. 4/82.

Joint Venture: |s negotiating the production
of nylon zippers. $3 million. 7/5/82.

P 5p

CHINA’S EXPORTS: 1982 SALES AND NEGOTIATIONS THROUGH AUGUST 15, 1982
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Foreign Party/
Chinese Party

Product/Value/
Date Reported

Foreign Party/
Chinese Party

Product/Value/
Date Reported

Construction

(Hong Kong)/
Guangdong Water Con-
servancy and Hydro-
Power Engineering De-
velopment Co.
(Algeria)/China Civil En-
gineering and
Construction Corp.

NA (Japan)/China Na-
tional Building Stone
Carving Corp.
International Slate and
Tile Co. (Australia)/
China National Building
Stone Carving Corp.

NA (US)
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Will lay the pipes fora 20.6 km pipeline in
Hong Kong. 5/82.

Will build a railway in Algeria and provide
technical assistance on another line.
6/3/82.

Granite floor slates. 6/21/82.

Granite for a parliamentary building in
Australia. 6/21/82.

83,665 Ibs. of manhole frames and covers
7/182.

Electronics and Electrical Equipment

NA (W. Germany)/Bei-
jing Computing
Technology Institute
Foreign Aid

Palestine Liberation Or-
ganization

United Nations Relief
and Works Agency

Machine Tools
Master Machine Tools
Sales Inc. (US)
Machinery

Honda Motor Co
(Japan)/Jialing Machine
Factory

1,000 BCM-1l microcompulers. 8/3/82.

Emergency aid. $1 million. 6/28/82.

Aid for Palestinian refugees. $20,000.
8/3/82.

Will import machine tools. 4/82

Tool sets provided as standard equipment
for motorcycles. 6/2/82.
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Nikko Co. (Japan) China
Civil Engineering Con-
struction Corp

Taiz Yemen Metals Mfg.
& Trading Co. (Yemen)

National Thermal Co.
Ltd. (India)/Beijing Cen-
tral Engineering and
Research Institute for
Non-Ferrous Metallurgi-
cal Industries

(Cuba)

NA (US)/Wu Lin Ma-
chinery Factory,
Hangzhou

Metals and Minerals

(Singapore)/Beijing Cen-
tral Engineering and
Research Institute for
Non-Ferrous Metallurgi-
cal Industries

Pharmaceuticals

(Thailand)

Food and Drug Admin-
istration (LS)/Shanghai
No. 4 Pharmaceutical
Plant

Will export a compact-sized concrete
planttolraqg. 6/9/82

Machinery for the manufacture of alumi-
num products. $60,000 + . 6/14/82.

The Chinese institute has won a bid to dis-
pose of the cinders from the Indian heat
and power station. 6/21/82.

200 diesel engines and 49 diesel electricity

generating units, 7/5/82

29,000 “Flying Pigeon” pulleys. 7/16/82

Metallurgical technological services and
the design and equipment for a factory for
retrieving gold. 6/21/82.

Patent herbal drugs. $34,313
(HK$210,000). 6/7/82.

Has approved three Chinese injectable an-
tibiotics for sale inthe US. 6/3/82.

Petroleum Products and Equipment

Cities Service Co. (US)

Almost 500,000 barrels of crude oil.
8/9/82

Power

(India)

NA (Philippines)/Beijing
Central Engineering and
Research Institute for
Non-Ferrous Metallurgi-
cal Industries

Shipping

Worldwide Shipping
Group (Hong Kong)/
Jiangnan Shipyard

Plymouth Shipping and
Nelson Shipping (US)
Guangzhou Shipyard

China Interface Corp.
(US)/Shanghai Ship-
building Corp.

Telecommunications
Voice of Zanzibar
Trade Agreements

(Niger), (Norway), (Fin-
land), (Benin), (Italy), and
(Sudan)

Transportation
(Sudan)
Miscellaneous

Grand People’s Study
House of Korea (N,
Korea)

Sumitomo Bank (Japan)

Aluminum conductors for a transmission
line. $32.3 million (Rs300 million).
5/15/82.

Equipment for a heat and power station
and the design of a power plant. 6/21/82.

A 27,000 ton freighter. 5/31/82.

Each have purchased an 11,000 ton con-
tainer ship. 7/14/82.

Five pleasure boats. 7/19/82.

Aradiotransmitter. 5/21/82

Have signed trade agreements with China
during June and July 1982,

200 trucks and jeeps. 7/14/82.

150,000 Chinese books. 7/23/82.

Will train 7 employees from the People’s
Bank of China. 7/7/82.

in cooperation with

and

hina Trades
Strategies
For Success

A Two-Day Conference

in New Orleans
October 28—29, 1982

Sponsored by
The National Council for US-China Trade

The International Trade Mart of New Orleans

You'll find out about new and successful approaches to the
China market by individuals with years of hands-on
experience in all aspects of business in the PRC.

Learn—

» How the Chinese really make decisions about purchasing
foreign equipment

» Effective tools for penetrating the market

» How to negotiate the best possible deal with a Chinese

corporation

» What to watch out for in joint venture and countertrade

agreements

¥ How to identify who in China is likely to be your most
advantageous business partner

» How to arrange creative financing which addresses China’'s
foreign exchange constraints

A partial list of speakers and panelists:
® The Hon. Chai Zemin, Ambassador of the People's

Republic of China to the United States
® Mr. Christopher H. Phillips, President, The National Council

for US-China Trade
® Dr. Kenneth Lieberthal, Professor of Political Science.
Swarthmore College

The Port of New Orleans
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Please send me further information about the |
{ CHINA TRADE: STRATEGIES FOR SUCCESS conference |
| Name I
| Title |
| Firm |
| Address |
| i
| The National Council for US-China Trade Il
| 1050 17th Street, NW #350 |
] Washington, DC 20036 (202) B28-8330 |
2 SR UNG BRI R IR ST

® Mr. Eugene Theroux, Partner, Baker and McKenzie

® Mr. Richard L. Johnston, Jr., Vice President and Beijing

Representative, The Chase Manhattan Bank, NA.

Mr. Robert W. Brimberry, President, Dresser Trading

Division, Dresser Industries

® Mr. Dennis B. Kelley, Director of China Operations,
Cummins Engine Company, Inc.

& Mr. Bernard Rittenberg, President. Lorraine Home Fashions

of China

® Mr. A. C. “Ace” Dalton, President, Young and Rubicam

Special Markets

® Ms. Roberta Lipson, President, US-China Industrial

Exchange, Inc.
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Guide to Investment in
China, English edition,
edited by China Interna-

& B

tonal Economic Consul-
GUIDE TO ‘ :
INVESTMENT | tants, Inc. and Economic
IN CHINA . L.
Information & Consul-

tancy Co. Hong Kong:

Economic Information and Agency,
1982, Distributed by Export Division of
China National Publications Import
and Export Corporation, P.O. Box 8,
Beijing. 363 pages including advertis-
ing. Airmail, $57; surface, $45.

Sponsored by the Ministry of Foreign
Economic Relations and Trade, this
much-needed manual on investment is
both authoritative and up-to-date. The
introductory chapters include an excel-
lent general survey of China, brief de-
scriptions of the investment environ-
ment and mvestment priorities, and
good definitions of forms ol invest-
ment. A section on each province and
municipality gives brief geographicand
demographic data, resources, prod-
ucts, infrastructure and areas for coop-
eration with foreign companies, and
lists provincial investment organiza-
tions. The mvestment situation in the
Special Economic Zones is outlined, as
are China’s taxes and tarifts. The orga-
nizations controlling foreign invest-
mentare described, and procedures for
foreign investment are outlined. The
complete texts of all major laws on for-
eign mvestments through Februan
1982 are included.

60

BOOKSHELF

China’s Provinces: An
Organizational and Sta-
tistical Guide, by
Christopher M. Clarke.
Washington, DC: The
Nattonal Council for
US—China Trade. July
1982, 462 pages. $285 ($235 for aca-
demic instututions: SI85 for National
Council members), plus $5 postage and
handling.

As the autonomy of China’s provinces
has grown, so has the need for informa-
tion on provincial economic structure.
This major compendium provides the
economic data and organizational in-
lormation necessary for doing business
with China’s provinces. Each ol the 29
chapters contains a general introduc-
tion to the province or muric ipality: ter-
ritorial administratons down to the
county level: details of the political, ad-
ministrative, economic, research, edu-
cational, corporate, and factory struc-
ture, with names ol kev leaders, where
avatlable, and contact information: and
all available provincial statistics for 1978
through 1980,

China Business Manual 1982 Supple-
ment, compiled by Christopher M.
Clarke. Washingron, DC: National
Council for US=China Trade. 1982, 46
pages. With China Business Manual
1981, S48 (540 for National Council
members): separately SI8 (S10 fo

members), plus $1 postage and han-
dling.

I'his manual is designed to be used
with the China Business Manual 1981. It
updates entries aflected by China's re-
cent govermment reorganization and
provides information on newly created
organizations. The 1982 manual is ar-
ranged by sectors, corresponding 1o
those n the earlier edition. Pages al-
fected i that edition are indicated. The
original manual and its 1982 supple-
ment provide a wealth of information
on China’s national economic and trade
organizations.

China’s Economic Development:
Growth and Structural Change, by
Chu-vuan Cheng. Boulder, CO: West-
view Press, 1982, 535 pages. Hardcover
S35: paper S15.95.

Designed as an upper division under-
graduate or graduate textbook on the
Chinese economy, the book analyvzes
Chinese economic development since
1949, focusmg on the transformation of
China’s tradinonal institutions into a
socialist centrally planned svstem. The
book contains an extensive hibliogra-
phy and an index.

China’s International Banking and Fi-
nancial System, In Paul D. Revnolds.
New York: Praeger, 19820 221 pages.
$23.95.

A good survey ol Chinas himancial

svsten and internatonal banking rela-
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tions. the book emphasizes systems, in-
stitutions, and policy in mid-1981, with
an afterword providing updates
through vear-end 1981. Topics covered
mclude an overview of the economic,
monetary, and banking svstem: the
Bank of China and its role; the role of
foreign banks: hinancing policies, prac-
tices, and requirements; and sources of
Tunds. Appendices, a glossary, and an
index are included. A curious Haw in
the book is the consistent misspelling of
Chinese ofhicials' names.

Mass Communication in
China, by John Howkins.
New York: Longman,
Inc., 1982, 160 pages.
$24.95.

Based on the author’s

1979 visits to China, the
book surveys the communications me-
dia, emphasizing the roles of television
and radio broadcasting, hlm, publish-
ing and printing, telecommunications,
and advertsing. A useful review of each
sector 1s provided, though some infor-
mation has been outdated by China's
recent reorganization and by further
developments, especially in the tele-
communications sector. Appendices
and an index are included. The book is

arevision of the authors report Media in
China, published by Nord Media, Lid,
n 1980,

Coming Alive: China
After Mao, by Roger Gar-
side. New York: McGraw-
Hill, T981. 458 pages.
$12.95,

Roger Garside, a career
British diplomat who
served in Beijing from 1968-70 and
from 1976=79, has written a very read-

able and sympathetic portrait of a peo-
ple attempting to pick up the pieces
after ten vears of chaos. Unlike many
popular accounts of modern China,
Garsides unravels many of the com-

plexities of factional politics. The mix-
ture of hrst-hand experience and
reliance on both Chinese official infor-
mation and the most reliable of Hong
Kong’s “rumor mills”™ gives a compre-
hensive and comprehensible picture of

struggles over economic, social, and

cultural policy from the death of Mao to
1981.—CC

China Companion: A
Guide to 100 Cities, Re-
sorts, and Places of In-
terest in the People’s
Republic of China,
Evelyne Garside. New
York: Farrar, Strauss,
Giroux, 1981. 276 pages SI14.95.

An excellent new addition 1o the
travel guides to China, China Companion
covers 100 cities and places of interest,
arranged by geographic region. The
detailed descriptions and maps of
many tourist sites will be most useful
and interesting to China travelers; and
the author’s candid comments on res-
taurants and hotels will be appreciated.

= The Pinyin Chinese-En-
e | glish Dictionary. Editor-
B | |, Chiel Professor Wu
Jingrong, Beijing Foreign
Languages Institute. Bei-
jing: The Commercial
Press; New York: John
Wiley and Sons, 1979, 976 pages. $15.

r

This excellent dictionary, compiled
by the Beijing Foreign Languages In-
stitute, has been copublished n a pa-
perback edition by the Commerical
Press, Beijing, and the US publisher

John Wiley.

Three new China maps have been
published by the Central Intelligence
Agency. The maps mav be ordered
from the Natonal Technical Informa-
tion Service, Springheld. VA 22161,
NTIS orders must be prepaid and the
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NTIS number should be used when or-
dering.

Betping, NTIS #PB82-928204, $9.50,
15" x 3427 Index on reverse side.
Shanghai, NTIS #PB82-928207, $7.50.
33" x 39" Index on reverse side.

China'’s Ratlroads, NTIS #PB82-92820)3.
$7.50. 219" x 17 %"

Ihe tollowing books are not directly
China-related, but their subject mater
may be of interest to our readers.

Beyond Industrialization: Ascen-
dancy of the Global Service Economy,
by Ronald Kent Shelp. New York:
Praecger. 1981, 242 pages. $29.95.

An analysis of the role of services in
the mternational economy, this study
examines services in industrialized, de-
veloping, and socialist economies: re-
views regulation ol services: and
suggests wayvs in which to liberalize the
mternational How of services.

The Expatriate Dilemma: How to Re-
locate and Compensate US Employees
Assigned Overseas, by Stan Frith. Chi-
cago: Nelson-Hall, 1981. 177 pages.
S18.95. The book addresses all aspects
of expatriate administration, but
focuses on a model compensation pack-

age.

Books and business gwides submitted [or
possible review in The China Business
Review, should be sent to the National
Counail’s book editor, Marianna Graham.
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THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Charmrman: WALIER STERLING SURREY

Vice-Chairmen: Dawin C.Scort, Witiiam
C.Dovck Chartes L Roston

Secretary- lreasurer: HARRY T aviow

Counsel: Bexpasiy P FISHBURNE LI

President: Christortaer H. Priroes

BOARD OF DIRECTORS

RoBERT ANDERSON. chairman and chief
executive officer, Rockwell Titernational
(,'ruﬂ

Wittaoe Co AR g, charman, Merrdf
Lynch International, Inc.

SAM AYOU B, senior executive vice-president
and chiel fiimancial ofticer, The Coca-Cala Co

Murry P Brrerr president and chiet
exccutive of heer, MB International
Consultants, Ine.

Wittiam H Bricker, charrman of the
board, Dumond Shamrock Corporation

Wittarn C. Buroner, chairman and chiet
executive othcer, The Chase Manhattan
Bank. N. A

Josern R, Curiis vice-chairman, Seattle First
Natwonal Bank

Witriasm C. Dovcr. president and chiet
exccutive ofbieer, Plallips Petrolenm Co.

Micher Frisou ve president, Continental
Corain (o,
Jeroyr Ko GrEEN, president and chiel
executive officer, J1 Case Co ( Tennecn)
Frep Lo Har ey, charrman and president,
Union Ol Co.of Califoriia

Hoarry Hoviay, (k. chief executive otheer,
Armeo, Dic

Astory Hovcriros, v chairman, Corning
Class Works .

- USGOVERNMENT OFFICES

AMERICAN EMBASSY, BEIJING

Ambassador: ARTHUR WoHUMMEL R

Economic Counselor: Dawin G Brows

Fconomic Ofhcers: Howarp Lascr, Jonx P
MoDDERNO, N1CHODAS RibG

Agnicultural Representative: JErRoME K

Commercial Counselor: Meinvin WoSEARES

Commercial Ofheers: Crark T RaxD1,
PETER HANIRY

Science Counselor: Jack GOSNELL
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Jors Vo Jasts, chairman and chief executive

othcer, Dresser Industries, Inc.

WaLTER B, KissINGER. chatrman, president,
and chief executive olticer, The Allen
Growup, Ine.

P KaicHt president and chairman of
the board, Nike, Inc.

DosALD C. Prartes, chairman, Chemical
Bank

M. JoseEri LAPENSKY, ])l't'\ith'nl and chiet
executive ofhicer, Northwest Aorlines, Inc.

Craries L Rostov, president, frans-Ocean
Import Co., Ine.

Davin C. Scort chairman and chiet
executive oficer, Allis Chalmers Corp.

WALTER STERLING SURREY. senior partner,
Surrey & Morse

Davin S Tarean, Jr. presidentand chief
operating othicer, Fluor Corp.

Harry T a1 Or, vice-chairman,
Meanufacturers Hanover Trust Co

WitLias E. Treker chairman and chiet
executive officer, Caltex Petrolenwm
t'mprurlrmn

BEIJING OFFICE

Representative: Jeasst T CHIANG

Deputy Representative: ROSANNE
DRrUMMOND

Advisor: L1 WENDA

Suite 1136, Bejing Hotel

Telephone: 552231,556531, 558331 ext.
1156

Cable: USCHINTRAD

lelex: 22637 NCPEK CN

SHANGHAI CONSULATE

Consul General: Doxarn M. ANDERSON

Economic/Commercial Officer: KN
WIEDEMANN

1469 Hua Har Zhong Lu

Telephone: 379-880

GUANGZHOU CONSULATE
Consul General: JEroME COGDEN
Economic Otheer: Javes HoHawt
Donglang Hotel

Telephone: 69-900

WASHINGTON STAFF
President: Crristorier H. PHiLLIps
Vice-President: ROGER W SULLIVAN

Directors

CArOYS L. Bretisn, Business Advisory
Services

Parricia PoCarkroNEes. Administration

Lcnean CHex. Special Assistant for Liaison
and Language Services

NicHoras H. Luprow, Publications,
Research, and Planning

Scor DoSenesan. Development and
Government Relations

Address
1050 17th St.. NW, Suite 350
Washington, DC 20036 USA

Telephone Numbers

Main Number: (202) 828-8300

Bustniess Advisony Services: 828-8366

The China Businesy Revtew: 8B28-8350

Deq rt'n/um nt and Gooernoment
Relations: B28-8330

Library and Research: B28-8375H

Memberstipr: 828-8321

Publications Sales and Advertismg: 828-8326

Telex: 64517 Ncvscitwm

Cerhle: USCHINTRAD WSH

HONG KONG CONSULATE
Consul General: Buriox LEVIN
Economic Section:
Chiet: HENRY AL ENGELBRECHT, R
Deputy Chiel: MARSHALL ADAIR
Economic Ofhceers: Joas ML PLAISTED.
ANGUS SIMMONS, DOUGLAS G SPELMAN
Senior Commercial Ofheer: | RUSSEL
I ROWBRIDGE
26 Garden Rd.

lelephone: 5-239011

The China Business Review/September—October 1982



What’s China Consultants International doing
about offshore oil in the South China Sea?

PLENTY.

Professional translation and printing of technical, legal and financial documents for oil companies,
manufacturers, banks, service and supply companies.

Market research on the PRC oil and gas industry.

INTERNATIONAL INDUSTRIAL REPORT special sections on oil and gas, reaching PRC oil and gas
decision-makers nationwide.

PLATT's OILGRAM newsletter and newswire sales representatives in Hong Kong.

Providing specialized interpreters for technical and commercial discussions; with oil industry training
programs planned for interpreters to work in South China Sea oilfields and installations.

IIR PETROLEUM INDUSTRY END-USERS BUYERS GUIDE — first buyers guide for readers in China’s
oilpatch with classified and display advertising from international suppliers.

Translation and dubbing of training and technical films, videotapes and slide presentations for the oil
and gas industry.

Direct mail distribution of sales literature to comprehensive lists of PRC oil and gas end-users.

Translation and printing contractor to the Society of Petroleum Engineers for their International
Petroleum Equipment and Technology Exhibition in Beijing, March, 1982.

For more information on how China Consultants can help you tap this exciting growth market, write or call:

Jane Sharp Thomas D. Gorman

China Consultants International Inc. China Consultants International (Hong Kong) Ltd.
1511 K Street Northwest Suite 500 Dominion Centre

Suite 804 Investment Building 43-59 Queen's Road East

Washington, D.C. 20005 Wanchai

U. S A Hong Kong

Phone: (202) 393-4343 Phone: 5270639

Twx : 710-822-9063 CHINA CON WSH Telex: 75368 AMRHK

Cable: ENTRECHIN



‘Anextraordinary

wealth of
essentialdata...

44

Dr. Armand Hammer
Chairman, Occidental Petroleum

THE CHINA DIRECTORY OF
INDUSTRY AND COMMERCE AND
ECONOMIC ANNUAL 1982-1983

Who is Publishing The China Directory?
The China Directory of Industry and Commerce
and Economic Annual 1982-1983 is a joint publica-
tion of Xinhua News Agency of the People's Republic
of China; Science Books International, Inc., an
International Thomson Organisation company;

and ChinaTrans of Washington D.C.

What is The China Directory?

The Directory, a guide to 10,000 enterprises of
China-licensed companies interested in doing busi-
ness in the world-wide marketplace. In addition to
the listings, you'll find these features. ..

e How to Trade With China

* achapter-by-chapter breakdown of each major
Chinese industry

e thirty chapters detailing each municipality,
province, and autonomous region

e achapter of Economic Laws and Regulations,
including 1982 regulations

The listings are broken down into 17 major busi-
ness categories — Chemical Industry; Commerce;
Communications and Transportation; Construc-
tion; Electrical Machinery: Electronics; Energy
Industry; Foreign Trade: Government Organs;
Instruments and Meters: Light Industry: Machine
Building Ministry; Metallurgy; Pharmaceutical:
Postal Service and Telecommunications; Textiles;
Tourism; Banking; and Civil Aviation.

Each listing includes the details you need to start a
business transaction — name of the company, name
of the manager, telephone number, cable or telex
number, number of employees, a description of the
product or service being offered by the company, plus
the address for each company in Chinese characters
on a form suitable for photocopying.

What Do People Say About
The China Directory?

“An extraordinary wealth of essential data for
any firm wishing to do business with the People’s
Republic of China. It is superbly detailed and incredi-
bly accurate.”

Dr Armand Hammer,

Chairman, Occidental Petroleum

“...avery marketable reference guide for companies
serious about long term prospects in the PR.C. as
well as for any reference or university library. The
fascinating thing about this material is that it repre-
sents the first serious attempt by the Chinese
themselves to put China's industry and economy
within a compact format..”

Nicholas H. Ludlow.Editor-in-Chief,
The China Business Review

“...one of the outstanding elements of the Directory
is the detailed description of the particular enter-
prise, and the mailing square provided with the
Chinese translation will be most helpful for Amer-
ican firms to use in written communications to the
individual industries in China.”

Forest W. Sanders,
Director, Major Accounts Marketing
Clark Equipment Company

1Yes, | would like to open the doors to China with the China Directory
of Industry and Commerce and Economic Annual 1982-1983. | under-
stand the price is $395.00 until October 15th, $495.00 thereafter. (We
pay postage and handling)

check enclosed company purchase order enclosed
Master Card Visa/Bank Americard

charge 1o credit card
American Express

Please send me a complete brochure on the China Directory

Account Number

Signalure N

(required for processing order)
Name Title___ —
Company B Phone # —
Address - =
City, State, Zip
Mail to The China Directory, Science Books International, Inc.

|
|
|
|
|
|
|
I Expiration Date _ =
|
|
|
|
|
I
|
|

51 Sleeper Street, Boston, MA 02210 - (617) 542-6564



