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<—'> The National Council for United States-ChinaTrade

announces its semi-annual

EXPATRIATE ORIENTATION
SEMINAR

November 4-5, 1987 in Washington, DC

e Working and living in China @ Differences in perception and logic @ Chinese-style banquet
® Protocol, customs, and etiquette ¢ Chinese attitudes toward foreigners
® Chinese politics, economy, and bureaucracy

® Using the telephone, setting up meetings, and locating interpreters, secretaries, and business services

Success in China requires not only patience and diplomacy, but an understanding of
how to operate in a different and often frustrating environment. A representative un-
prepared for living and working in China will cost your company money in unnec-
essary delays, misunderstandings, and reduced efhciency.

The National Council’s Expatriate Seminar, offered each spring and fall, prepares
business executives for both short- and long-term China assignments. The 114 day
program is designed to provide executives with the information, skills, and insight
needed to function successfully in the PRC.

An optional half-day Workshop on Living in China offers additional in-depth in-
formation for those planning a move to China. The workshop will address the imme-
diate problems of preparing for the move, adapting to Chinese society, and culture
shock. Expatriates with families are particularly encouraged to attend.

The National Council will also custom-design group briefings for your company.

Seminar only: $550 NCUSCT members Seminar and Workshop: $700 members
(12 days) $675 nonmembers (2 full days) $825 nonmembers

luncheons included

For reservations or more information contact:

Expatriate Seminar

The National Council for US-China Trade, 1818 N Street, NW, Suite 500, Washington, DC 20036
202-429-0340

RESERVATIONS WITH PAYMENT MUST BE RECEIVED BY OCTOBER 18, 1987
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OPENING THE BACK DOOR

Political contacts between China
and Israel are coming out into the
open. Late in March, China’s Xinhua
News Agency reported on talks held
at the United Nations between a se-
nior Israeli official and China’s se-
nior UN representative. Similar one-
on-one meetings, covering the
question of a Middle East peace con-
ference and, presumably, Israel’s de-
sire to establish diplomatic relations
with China, had gone unreported by
the Chinese press in the past. Three
months later in Beijing, Xinhua cov-
ered the first meeting in 25 years be-
tween leaders of the Communist
Party of Israel and top CCP officials,
an event marked by the normaliza-
tion of relations between the two
Communist parties,

China’s position is that it will not
recognize Israel until that country
withdraws to its pre-1967 borders
and accepts the right of Palestinians
to an independent state. But contacts
in a multilateral forum like the UN
are nothing to feel shy about. And
the establishment of Party relations is
a natural outgrowth of China’s re-
cent efforts to normalize relations
with all Communist parties.

Yet something of greater signifi-
cance is afoot. Israeli Foreign Minis-
ter Shimon Peres would like to estab-
lish diplomatic relations with China
now that plans for an international
peace conference are under way.
Participating in such a conference
would strengthen China’s image as a
major political power. And the Chi-
nese, who have said some nice things
about Peres in their press, would not
object to strengthening his hand
against the Israeli right-wing. If
China can persuade Israel to allow
the PLO to take part in the confer-
ence, perhaps the PLO and the Arab
states will not object to PRC recogni-
tion of Israel.

Even if plans for a peace confer-
ence fall through, China-Israeli rela-
tions are likely to deepen. In recent
years Beijing has permitted represen-

TRENDS & ISSUES

tatives from countries it does not rec-
ognize to attend multilateral forums
in China. Business executives may
also enter, and even organize trade
exhibitions. Because only bilateral,
official contacts are proscribed,
China had no trouble justifying the
direct-dial phone links it set up with
Israel in the spring of 1986, and the
“private”’ trade delegations now
heading in each direction.

Beginning in the 1970s, China’s
anti-Soviet position laid a solid foun-
dation for clandestine military co-
operation with Israel, which re-
sponded promptly with intelligence
about Soviet military designs and
sales of advanced hardware: includ-
ing, to date, missiles, radar, commu-
nication systems, electronic warfare
equipment, and artillery. No one
knows how much these sales have
been worth so far, but estimates run
into the billions of dollars.

In this decade, economic coopera-
tion has grown rapidly in civilian sec-
tors. Reliable accounts have it that
the Israelis are already helping China
raise everything from strawberries to
shrimp, improve irrigation tech-
niques, and develop China’s food
processing industry. In some cases,
Israel merely exports its know-how,
but in others investment is said to be
involved. Although China’s primary
focus is on tapping agricultural ex-
pertise, it has also reportedly signed
hotel and airport construction con-
tracts with Israeli firms, and many
other construction projects are
thought to be under consideration.

What does Israel get out of these
ties? Certainly earning some political
goodwill does it no harm. And Israel
is also eyeing long-term prospects in
the China market, not only in the
field of agriculture and construction,
but also in solar energy, electronics,
and laser technology. The absence of
diplomatic relations may be some-
thing of a nuisance to Israeli (and
Chinese) businessmen, but—in eco-
nomic matters at least—China has
been fairly accommodating. —DDK

EQUALIZING OPPORTUNITY

At a 1980 meeting between a US
governor and Deng Xiaoping, the
governor confided his concern over
growing income inequalities in his
state. The gap, he lamented, seemed
necessary to stimulate the state's
economy. The governor then asked
Deng what he would do. Deng’s re-
ply: “If it takes more money to get
good skilled workers to move to your
state, pay them more money!”

This pragmatic attention to effi-
ciency—even at the expense of social
equity and regionally balanced eco-
nomic growth—has led some observ-
ers to wonder whether China has
abandoned its commitment to egali-
tarianism. But economic develop-
ment under Deng has not been as un-
even as commonly believed, as
provincial statistics show.

China’s wealthiest provinces in
1981 have since increased their in-
dustrial productions at rates well be-
low the national average. The prov-
inces that began the period with only
average per capita production, how-
ever, have done much better, grow-
ing at rates of 60-100 percent from
1981-85. Jiangsu and Zhejiang,
ranking just above the national per
capita average in 1981, turned in the
strongest performances, growing 88
and 104 percent. Guangdong, Hu-
bei, Xinjiang, Fujian, and Anhui fol-
lowed with growth rates ranging
from 87 to 64 percent.

Statistics for 1986 continue the
same pattern. Heavily industrialized
cities in China’'s northeast saw indus-
trial output increase at rates well be-
low the national average, while indus-
trial growth in the middle-ranked
provinces averaged an impressive 13
percent. And while some of the poor-
est provinces continue to lag behind,
Hunan, Jiangxi, Guangxi, Ningxia,
and Qinghai all reported double-
digit growth in 1986.

If this pattern continues, differ-
ences between China's developed
coast and its backward inland areas
will continue to narrow. While the
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“egalitarian policies” of Chairman
Mao did little to eradicate income
disparities throughout the country,
Deng’s pragmatism may finally be
closing the gap. —Dawvid L. Denny

YOU GOTTA GIVE ‘EM CREDIT

The worldwide popularity of credit
cards—and the profits made through
commissions charged by the card-is-
suing companies—has not escaped
the notice of Bank of China (BOC)
officials. Not to be outdone, the Bank
of China issued its own “Great Wall”’
card in 1986 to attract the foreign
currency accounts of foreigners liv-
ing in China. With the bank charging
a ¥50-¥80 start-up fee and a 4 per-
cent commission on sales, the Great
Wall Card card could prove lucrative.

But foreigners have been slow to
apply, perhaps because seven inter-
national credit cards—including
American Express, MasterCard, and
Visa—are already accepted in China.
Last year these cards were used to
purchase $110 million worth of
goods and services, and a US credit
card executive estimates the total
may top $200 million this year.

The Bank of China also has an eye
on the domestic market. In February
BOC branches began issuing
renminbi-based Great Wall cards to
individuals with ¥1,000 ($270) or en-
terprises with ¥5,000 ($1,350) on de-
posit. Cardholders can get up to
¥200 in cash, or pay for goods and
services in designated shops and ho-
tels in 20 major cities. The renminbi
card, limited to companies and highly
paid individuals, is reportedly well on
the way to becoming China’s newest
status symbol.

The BOC is counting on money
spent by Chinese delegations travel-
ing overseas to help it take the Great
Wall card international. In March,
BOC joined MasterCard Interna-
tional, and Li Yumin, vice president
of the BOC, was elected to serve on
the board of directors. China’s first
internationally accepted credit
card—probably called **Great Wall
MasterCard”’—is expected to be is-
sued by the end of this year. In May,
the BOC signed another agreement
with Visa International to allow it to
issue Visa cards in China next year.

Joining these credit giants may
bring the BOC more than just com-
missions. Access to the most modern
credit card processing services and
technology may prove to be the big-
— Jinghong Guo

gest payoft.

THE MIGHTY COCOA BEAN
China’s rising standard of living
has stimulated the growth of a na-
tional sweet tooth, and with it a
craving for chocolate. But the coun-
try’s relatively young chocolate in-

dustry is facing a crisis: the lack of

COCoA.

China has relied mainly on cocoa
bean imports (27,000 tonnes in
1986) to supply its chocolate makers.
Yet tight foreign exchange restricted
purchases of the low priority beans
this year—and China’s nine major
chocolate producers (each equipped
with imported production lines) now
report underutilized capacity.

China's farmers are not in a posi-
tion to be of much help. The only
place in China where cocoa beans are
currently cultivated is one farm on
Hainan Island producing a mere 100
tonnes of poor-quality beans per
year. Other farmers cannot be easily
coaxed into the crops, since cocoa
plants take three years to bear the
first beans, and seven to eight years
to reach maturity. The government
began to study the feasibility of large-
scale cocoa cultivation two years ago
and may join with foreign companies
to get help in developing modern co-
coa bean plantations.

Meanwhile, there is no lack of en-
trepreneurial effort to get the choco-
late industry back on track. Although
the 3,000 tonnes of high-grade choc-
olates China now exports are made
with cocoa butter, the industry is try-
ing to develop substitutes for the
7.000 or so tonnes of low- and me-
dium-grade chocolates consumed do-
mestically each year.

Three Chinese factories now turn
out about 100 tonnes per year of co-
coa butter substitutes refined from
peanut and vegetable oil. China also
has abundant resources of stillingia
(tallowseed)—similar in flavor to co-
coa beans but much cheaper and
quicker to produce—that may be de-
veloped. And efforts of Chinese re-
searchers working to improve cocoa
seed breeding recently resulted in an

important breakthrough: breeding of

cocoa plants by tissue culture. Al-
though one factory is now engaged in
pilot production using these artifi-
cially bred beans, their quality is not
vet good enough for commercial pro-
duction. China’s chocoholics will
have to wait and see whether today’s
test tube beans become the chocolate
bars of tomorrow. —Andrew Ness
and Zheng Xiao
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GET YOUR GUIDE

If you're serious about investing in Ching,
“Foreign Investment in China: A
Question-and-Answer Guide” will be
the first investment you'll make.

Your Guide is jointly published by University
Publisher & Printer and China
International Economic Consultants Inc
(CIEC) which operates under the auspices of
China International Trust and Investment
Corporation (CITIC) a body sanctioned by the
State Council to channel foreign investment into
the PRC.

The author, Chu Baotai, is Deputy Director
of Foreign Investment Administration of China’s
Ministry of Foreign Economic Relations and
Trade. Mr Chu has promoted foreign

Also included: “Provisions of the State
Council of the People’s Republic of China
for the Encouragement of Foreign Investment”

investment in China extensively throughout the
world. From his discussions with leucﬁng
industrialists and businessmen in the countries
he has visited, he has gained an acute insight
into the needs of foreign investors in China. An
insight that is matched only by his specialised
and privileged knowledge of foreign
investment opportunities in China, and which is
now shared with readers of “Foreign
Investment in China: A Question-and-
Answer Guide”.

No other publication covers the current
investment climate in the PRC in more extensive
detail. And no other source matches the
privileged and specialised knowledge of its
participants.

Save US$6.80 on this Priority Offer
— Valid only until October 18 1987 —

Priority Order Form
Send to: University Publisher & Printer Kowloon Central P O Box 73031, Kowloon, Hong Kong

Please send me

~_ copies of “Foreign Investment in China: A Question-and-Answer

Guide” at the Priority price of just US543 per copy. Add USS10 for airmail or USS3 for surface mail
My crossed cheque/bank draft payable to  “University Publisher & Printer” is enclosed.

Name

Address

_Tel No. —

Please allow up 1o four weeks for airmail and up o eight weeks for surface mail




CHINASPEAK: A Puzzle for Real China Hands

T. K. Chang and Michéle Cone Chang

C A CBRMCCMTIDMOTP I CASC
C ONS UL TECS I ACNTI COAIX
A RTCHI NAHHI NCNCCCMEC
C CH I NATTEXTE I NOCOTCOMECS
S ECL E TCEXR RU CNOOCHTETCMA
Il 1 R C R I PCOSCOAPHTFX I HI
N PCOTMI NMTETALSETECI EC
O P E I I CBNACVENSI CHZCSC
C CBHCLCASPOACHTCILTCHIC
HNCOMOTFTERTROTCHI T KANZC
E Al CCH I OHTRCNPI ECNOA
M I T H S I T COCTCI HCAMCGTCF
M CSCHPCNODTCTMCI CPEHM
M P ENA AV | COOS S I PP HHCOADO
B O E T C S 1 CH 1 §CE I E S TCRR
] T X C O S $ T CcCoOCOXTCX S OT T

Like any other business fraternity, China traders have their own distinctive lingo, peppered with acronyms and
abbreviations that are incomprehensible to the uninitiated. Codewords such as CNOOC (“‘see-nuke’’), CITIC (“‘si-tick'"),
and MINMETALS have entered into the common vocabulary of China hands, in part due to the confusing similarity of the
names of Chinese corporations.

Some of these abbreviations originated from the cable address or telex answerback of Chinese trade corporations, such
as MACHIMPEX for the China National Machinery Import and Export Corporation. Others are simply acronyms, such as
CCPIT for the China Council for the Promotion of International Trade. In certain cases, foreign businesspeople still call a
Chinese corporation by its informal cable address name (e.g., TECHIMPORT for China National Technology Import
Corporation), although the Chinese prefer to use a different acronym (in this case, CNTIC). Certain Chinese corporations
have also created their own catchy abbreviations, like SINOPEC for the China National Petrochemical Corporation.

This puzzle will test whether you qualify as a Real China Hand. Hidden in it are 60 abbreviations or acronyms
commonly used in the China trade, including a few giveaways such as RMB and PRC. They are arranged horizontally (only
from left to right), vertically (only from top to bottom) and diagonally (in all four directions).

For the maximum challenge and difficulty, the Real China Hand will want to solve the puzzle without any aids or hints.
For the next level of difficulty, the China Expert can refer to the list on page 28 for the full unabbreviated versions of the
hidden terms. And finally, for the Busy China Trader, the complete list of abbreviations and the solution to the puzzle ap-
pear on page 45. Have fun!

The China Business Review/September-October 1987 7




China on the Eve

The 13th Party Congress will strive for “‘unity,” but serious divisions between
two groups of reformers lie just below the surface

he dismissal of General Sec-

retary Hu Yaobang in Janu-

ary and the ensuing drive

against “bourgeois liberal-
ization” have created uncertainty
both in China and abroad about the
direction of China’s reform program.
It is no wonder then, that the ap-
proach of the 13th Party Congress—
now set for October—has been ele-
vated to high drama. Has Hu’s fall
from power affected the reform mo-
mentum? Part of the answer is ex-
pected to emerge from the 13th
Party Congress.

As the Congress approaches,
the contest between two rival pre-
scriptions for China's future is
coming to a head. One view holds
that China’s socialist State can only
prosper, materially and “*spiritually,”
if it has the courage to apply Marxist
precepts flexibly and with imagina-
tion. This is the liberal view. The
other holds that in China’s headlong
rush toward modernity, it must never
lose sight of the Marxist vision that
guides its path. This is the conserva-
tive position. In recent months, para-
mount leader Deng Xiaoping has
managed to tip the balance in favor
of the liberals with his statement that
leftism (“'ossified thinking™) is a more
serious problem than rightism, lead-
ing to expectations that this line will
be a theme of the 13th Party Con-
gress. But the issues at stake are be-
ing so hotly debated that it is difficult
to predict whether the Congress will
end in muddled compromise or with
a bold program aimed at breaking
through the current stalemate.

The purpose of a Party Congress,
held every five years in China, is to
approve top leadership appoint-
ments and endorse a “work report’:
China’s version of America’s State of
the Union address. All decisions are
made by high-ranking Party ofhcials

Deborah Diamond-Kim

in advance. Only when the Congress
meets will outsiders learn whether a
liberal or conservative will become
general secretary,* and whether the
Party's Politburo, central committee,
and secretariat will continue to grow
younger and more liberal in member-
ship. And only then can analysts sur-
mise from the tone of the work re-
port what probable course China will
take over the next five years. Even so,
it may be months before the implica-
tions of policies approved at the Con-
gl'(‘s.‘b ht‘(‘()[]l(‘ (']far.

What is certain is that the main
concerns of this Congress will be do-
mestic policy. Aside from affirming
the continuity of the open door, nei-
ther conservative nor liberal ele-
ments in the reform spectrum are
likely to say much that will have direct
bearing on foreign interests in China.
All the same, the Congress will indi-
rectly affect foreigners, if only be-
cause three-quarters of the world
cannot help but be affected by what
the other quarter does.

There are inevitable areas of over-
lap between the economic and politi-
cal issues that will be brought up.
What follows is a discussion of each
of the categories that leading Chi-
nese officials have said will appear in
the Congress work report and a re-
view of liberal and conservative view-
points in each of these areas.

ECONOMIC REFORM AGENDA

At the Congress, both liberals and
conservatives will stand by the eco-
nomic reform program. They can ill
afford to do otherwise. Since 1978
both groups have staked their repu-
tations on the premise that reform is
the only guarantee for a brighter fu-
ture.

Deborah Diamond-Kim is associate edi-
tor of The CBR.

Liberals like Zhao Ziyang, Wan Li,
and Hu Qili, and conservatives like
Chen Yun and Peng Zhen, will agree
on something else, too. No matter
how much the economy is stimulated
by the reforms, the State must always
maintain firm control over economic
policies to ensure orderly economic
development and a proper socialist
orientation. But conservatives fear
that the liberal policies are already
chipping away at State power. They
want more central planning, not less,
and more State control over fi-
nances. Liberals, on the other hand,
believe that the State loses nothing—
and gains, in fact—Dby concentrating
on macroeconomic control and al-
lowing the enterprises to focus on
micromanagement. The more that
enterprises are encouraged to im-
prove their productivity, say the lib-
erals, the richer State coffers will be-
come from the larger tax payments
received. If the liberal viewpoint
holds sway, the work report should
strongly emphasize the merits of
combining guidance planning with
market mechanisms. A strongly
worded conservative viewpoint, by
contrast, would stress the combined
role of mandatory and guidance
planning, while acknowledging the
supplementary role of market forces.

Enterprise reform. The
most fundamental of Chi-
na's economic reforms,
enterprise reform is in-
tended to give State-owned factories
(and especially the factory manager)
authority similar to that already given
to some Sino-foreign joint ventures:

*Who will fill the highest government
post—the premiership—is not, properly
speaking, a matter for the Party Congress
to decide. But important clues may
t‘l]lt‘l’g(“,
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full control over all aspects of enter-
prise operation, including labor man-
agement, production, marketing, re-
investment, and
(including pooling resources and
funds) with other enterprises. The
13th Party Congress will have to ad-
dress at least two major issues: how to
explain and deal with the slow pace of
enterprise reforms to date, and
whether or not to encourage the
growth of collective and private en-
terprises.

On the first question, domestic re-
ports make it clear that only a frac-
tion of China’s enterprise managers
have achieved real independence, al-
though many claim to have instituted
some form of responsibility system.
Even where enterprise reforms are in
full swing, some forms of “‘contract
responsibility’” have apparently
failed to give sufficient incentives to
the manager, workers, or both, to as-
sume responsibility for the long-term
profitability of the enterprise. For
this reason, the Chinese press has
been devoting greater attention of
late to experiments with other forms
of responsibility, including leasing
enterprises or allowing them to sell
shares to other enterprises and, occa-
sionally, to individuals.

Both experiments are highly
controversial. The joint stock system
in particular has drawn the wrath of
conservatives, partly because they
view shareholding as a means of par-
celing out State ownership of assets.
They also reject the assumption made
by joint stock advocates that staff and
workers will feel they have a stake in
the long-term future of their enter-
prise only when they directly own at
least part of its assets—the implica-
tion being that State enterprises, by

cooperation

their very nature, alienate workers. If

the liberals prevail, the 13th Party
Congress will recommend bolder ex-
periments with various types of own-
ership reform.

The second question is whether or
not the leadership should continue to
encourage the growth of collective
and private enterprises. As orthodox
Marxists, conservatives believe that
enterprises should be predominantly
in State hands. In fact, however, col-
lectives and private enterprises are
growing rapidly and appear to be re-
sponding better than State enter-
prises to market-oriented forces in
the economy. Last year, for example,
Guangzhou officials revoked regula-
tions forbidding collectives to con-

tract for work on telecommunica-
tions projects. The result: collectives
reportedly completed the work 1n
one-sixth the time it would have
taken a State enterprise, and at one-
third the cost. Both collectives and
private enterprises are also soaking
up urban unemployment. From
198186, half of those entering the

work force found jobs with collec-
tives or in the private sector.
Liberals emphasize the socialist na-
ture of collective ownership and
maintain that the dominance of the
State sector is not threatened by the
growth of collective and private en-
terprises. In fact, they point out,
competition from these quarters will

e

this year.

At the last Communist Party Congress,
held in September 1982, important
Party positions were created or strength-
ened. A central advisory commission and
central military commission (both
headed by preeminent leader Deng Xiao-
ping) were established and a central dis-
cipline inspection commission (headed
by veteran economic planner Chen Yun)
reorganized to absorb elderly central
committee members, who Deng hoped
to ease out of power. But five years later,
Party elders still seem very much in con-
trol of the mainstream political process
while military elders continue to weigh in
heavily on crucial political decisions.

In a system marked by personalized
rule and attention to seniority, these el-
der statesmen have used the sheer weight
of their authority in ways that have both
helped and hindered the execution of
policies established at the 12th Party
Congress. Their support made it possible
for far-reaching personnel changes to be
implemented in the Party, military, and
government, enabling millions of youn-
ger, more professional, reform-minded
cadres 1o emerge at all levels. But at the
same time, their central role in gover-
nance has hampered the very institution-
alization of politics that the 12th Party
Congress hoped to initiate. Party elders
agree with their juniors that transition to
a modern society requires a political sys-
tem in which power is carefully defined
according to one’s job description. But
most, including those already in ostensi-
ble semi-retirement, seem unwilling to
make an example of themselves by with-
drawing entirely from politics.

PASSING OF THE OLD GUARD?

Acting General Secretary (then Premier) Zhao Ziyang (second from left) sits among Party elders (from left
to right) Chen Yun, Deng Xiaoping, Hu Yaobang, and Li Xiannian at the Sixth Plenary Session of the 12th
CPC Central Committee held in Beijing in October 1986. Chen and Li are said to be seriously ill, while
Hu, now in mild political disgrace, may withdraw from the Polithuro if conservatives have their way. If
Deng has his way, all Party elders, Deng included, will withdraw from the Politburo Standing Committee

Some may retire because of ill health,
il nothing else, this year. Ailing President
Li Xiannian told a visiting Japanese dele-
gation in July that he would step down
from the Politburo this year, although he
did not indicate whether he would relin-
quish his State post as well. As for the
rest, Deng Xiaoping, China’s preeminent
leader in all but name, is trying to shame
them into retiri

1g. He said not long ago
that he will give up one of his two Party
posts in addition to withdrawing from
the Politburo. If he remains chairman of
the Central Advisory Commission,
Deng's other chairing role is likely to fall
to the present vice chairman of the Cen-
tral Military Commission and loyal fol-
lower Yang Shangkun, whose Party cre-
dentials rival those of Deng. Thus
political prestige based on solid revolu-
tionary credentials is still paramount and
likely to remain so until all the revolu-
tionaries in their late 70s and 80s die.

For this reason, the next general secre-
tary and premier may well be transition
figures—men in their late 60s and early
70s like Acting General Secretary Zhao
Ziyang and Vice Premier Wan Li who
played a smaller though still important
part in the Communist revolution. Their
Party credentials may not be as lofty as
those of the more senior leadership, but
they have more experience in carrying
out economic reforms. When they even-
tually yield their posts to technocrats in
their 50s and early 60s—the so-called
“third echelon” figures like Hu Qili,
lan Jiyun, Qiao Shi, and Li Peng who
did not participate in the revolution-—it
will be the end of an era.

The China Business Review/September-October 1987




force State enterprises to become
more efficient. Conservatives, while
by no means opposed to collectives
per se, fear that ““the leading position
of [State] ownership may possibly
give way to collective ownership in

one or two decades,” in the words of

economist Xue Mugqiao. If the 13th
Party Congress stresses the impor-
tance of encouraging all enterprises,
whether State, collective, or private,
to boost productivity, the liberals will
have prevailed.

Price and market reform.

Contrary to widespread

opinion abroad, liberals

are not opposed to the
temporary slowdown in price re-
forms announced earlier this year.
To be sure, the liberal viewpoint
holds that price reforms have been
successful on the whole, and must
continue—however difficult this may
be. But many liberal economists have
also noted that care should be taken
when relaxing price controls, par-
ticularly on certain industrial goods
with long and complex production
cycles. In these cases, more efforts
are needed to stimulate supply in ad-
vance of price deregulation to avoid a
protracted period of spiraling prices.

Thus, both liberals and conserva-
tives recognize that productivity in
the State sector needs to be improved
before implementing a more com-
prehensive price reform package. A
liberal-leaning statement at the Con-
gress would be one stressing a sus-
tained, if gradual, effort to deregu-
late prices.

Liberals also remain committed to
the development of new domestic
markets for the exchange of materi-
als, technology, land, housing, and
labor. Conservatives object strongly
to much of this, particularly the land
and labor markets. Treating labor as
a commodity and selling land “‘be-
longing to the whole people” are, in
their view, “capitalist things™ with no
place in a socialist country. Commer-
cialization of housing may be less of a
threat since, after three years of ex-
periments in Chongqing, less than 1
percent of all individuals have been
able to afford nonsubsidized hous-
ing. Nevertheless, conservatives ob-
Jectin principle to this too, believing
that housing is a form of social wel-
fare that the State is obliged to pro-
vide. Liberals, on the other hand, see
the opening of all these markets as a
way to lessen the State’s growing fi-

10

nancial burden.

Domestic investment and
planning reform. Of con-
cern to liberal and con-
servative reformers alike
has been the rapid growth of domes-
tic investment in wasteful projects
outside the State plan. But rather
than backtracking from decentraliza-
tion because of misguided local in-
vestment decisions, liberals propose
making localities more accountable
for their decisions—although the
State will continue to provide some
guidelines. Conservatives oppose any
move to decentralize investment and
planning, regardless of the safe-
guards imposed. These areas have
long been a State preserve, and one
that they are loath to see, in their
opinion, whittled away. Liberals
counter that the State will continue
to be able to exercise macroeco-
nomic control as long as the central
bank has power over the money sup-
ply, and they favor laws stipulating
central bank control in this area.
Watch for a proposal in the work re-
port calling upon localities to open
construction projects to public bid-
ding and to avoid discriminating
against bids from other localities—a
favorite reformist strategy for com-
batting wasteful local expenditures.

Liberals also favor turning China’s
specialized banks into genuine busi-
ness enterprises. In the past, many of
these banks have acted like overeager
administrative departments, forcing
enterprises to take loans they didn’t
need, withholding urgently needed
credit when the State warned against
excessive lending, and yet reluctant
to compete with one another or with
the People’s Bank of China in setting
interest rates. A liberal proposal
would be to call for further enliven-
ing the banking sector.

Administrative reform.
Administrative reform is
aimed at getting bureau-
crats out of the business
of economic micromanagement. Fac-
tory directors complain that they
have to get permission from indus-
trial bureaus operating under the
municipal government before mak-
ing decisions on planning, produc-
tion, finances, investment, market-
ing, and personnel changes. In
addition, many complain that enter-
prise funds are “commandeered’ by
these and other local bureaus for var-

ious neighborhood improvement
projects. Liberals will no doubt want
to call attention to this problem and
note the achievements of the 16 cities
that have already been experiment-
ing with administrative reform. One
liberal proposal at the Congress
might be to extend the experiment
and call upon other municipalities to
set up economic commissions that
will concentrate on enforcement of
economic regulations and tax collec-
tion instead of enterprise manage-
ment.

If administrative interference in
enterprise operations is not sharply
curtailed, the draft enterprise law
and trial bankruptcy law will have lit-
tle meaning. Liberals argue that it is
hardly fair to penalize enterprises for
incurring losses brought on by inter-
ference from higher ups. They have
tried, therefore, to insert provisions
in the State enterprise law specifying
penalties for officials whose poor
policies and guidance bring losses to
an enterprise. Conservatives appar-
ently want to pass the enterprise law
without such a provision, and the dif-
ficulty the two sides have had reach-
ing a compromise accounts for the
delay in the law’s passage.

POLITICAL REFORM AGENDA
The liberal push to put political re-
form on the agenda reflects a grow-
ing recognition that the main threat
to the economic reforms stems from
a bureaucracy ill-suited to carrying
them out. Beyond this, many liberals
believe that a modern socialist State
must serve more than narrowly de-
fined State interests. Although the
mainstream liberal viewpoint envi-
sions nothing more than greater pop-
ular participation and supervision of
the political process, conservatives
will not even go this far. Wary of all
measures that seem to encroach
upon the powers of Party and State,
they oppose loosening restrictions on
the press and shielding academic
pursuits from Party interference.
Because the very thought of modi-
fying the political system frightens
conservatives, and because liberals
also admit that it poses nettlesome
problems, the 13th Party Congress
platform is likely to look more like an
agenda for administrative than politi-
cal reform. That is, the stress will
probably be on improving efficiency,
rather than adjusting the distribution
of power. If more radical measures
are taken, they will likely be provi-
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sions for streamlining the top-heavy
Party burcaucracy. But conserva-
tives would strongly resist such a
move since they are more heavily
represented at the top than at lower
levels.

Even administrative reform, the
tentative first phase of political re-
form, as liberals see it, will be a for-
midable job. According to Song
Tingming, deputy bureau director of
the State Commission for Economic
Structural Reform, it will take no less
than 10 years to accomplish. And
Deng Xiaoping has said that the en-
tire political reform program could
take two generations. For this rea-
son, the blueprint for political re-
form may be more cautiously worded
and sketchier than the economic
blueprint noted above.

Separating the roles of
Party and government,
and deciding how the
Party should strengthen
its leadership. Although some men-
tion of Party interference in govern-
ment work has been made in the Chi-
nese press, for the most part there
has been little open discussion of spe-
cific remedies. A glimpse of how the
process may begin has been provided
by a small municipal Party committiee
in Henan Province, which recently
reported dismantling its economic
and rural work departments because
they overlapped with similar depart-
ments in the municipal government.
But little of this has been done else-
where, or in more than desultory
fashion. Since the liberal leadership
has not made much effort to prepare
public opinion for possible changes
in Party functions, it seems unlikely
that many specific proposals will be
made.

Getting the Party to stop interfer-
ing in enterprise, let alone govern-
ment, affairs has been difficult
enough. Notwithstanding the in-
structions set forth by the 12th Cen-
tral Committee in October 1984,
Party influence is as strong as it ever
was in the vast majority of factories,
according to domestic surveys.
What's worse, liberals have not even
managed to get a clause into the drafi
State enterprise law specifying the
limits to Party powers. Nonetheless,
there could be surprises in store at
the Congress: a call for strict mea-
sures to ensure that leaders refrain
from holding concurrent Party and
State posts, for example.

12

Delegating powers to the
lower levels and clarify-
ing the relationship be-
tween central and local
authorities as well as between local
authorities. Liberals are likely to se-
cure conservative agreement to the
general proposition that government
departments at all levels should work
out clearly defined authorities and
duties. Conservatives are also likely
to agree with liberals that “‘regional
separatism’ —provincial and local
resistance to cooperation with gov-
ernment and economic organizations
outside their borders—is a serious
problem, as is cooperation between
departments in the same locality.
Somewhat trickier will be the job of
convincing conservatives of the im-
portance of giving county-level gov-
ernments powers to collect taxes,
make their own personnel decisions,
and plan how county-level funds and
other resources will be used. At
present, six cities have reportedly
delegated more of their decision-
making power to districts.

Simplifying administra-
tion and streamlining bu-
reaucracy. To all appear-
ances, this is the least
innovative of all the items on the po-
litical reform agenda. Attempts to
streamline bureaucracy have been
waged repeatedly and unsuccessfully
since the founding of the People's
Republic. More recently—between

1980 and 1985—the number of

Party and government cadres in-
creased 49.3 percent according to
Chinese press reports. Conservatives
and liberals are bound to unite be-
hind measures to cut back on the wild
proliferation of ad hoc groups that
seem to form in every department.

But streamlining the government
bureaucracy is not nearly so contro-
versial as talk of cutting the Party bu-
reaucracy. If Deng fails in his efforts
to get elderly cadres to withdraw
from the Politburo, a dramatic
restructuring could take place. Citing
official Chinese sources, some for-
eign press reports suggest that the
Politburo itself may be abolished,
with executive powers going instead
to the Standing Committee of the
Central Committee. Even if elderly
conservatives succeed in thwarting
such a move (if attempted) this time,
the matter of streamlining the Party
bureaucracy will inevitably come up
again.

Meanwhile, another administrative
reform thought to have strong back-
ing from Deng calls for clarifying the
role of the Party Secretariat, which
has been doing much of the work
usually reserved for the Politburo
Standing Committee. Originally con-
ceived of in 1982 as an organ han-
dling the “day-to-day affairs” of the
Party, the Secretariat has in practice
become extensively involved in poli-
cymaking. Should officials to Deng’s
liking enter the Politburo Standing
Committee, some analysts believe
that the Secretariat will be forced to
conform to its original purpose.

Reforming the cadre sys-
tem. In addition to reit-
erating the need for
younger better
trained cadres, the work report may
take up a proposal raised several
times in the Chinese press: the need
for a civil service law establishing
procedures for, among other things,
recruiting, evaluating, promoting,
dismissing, and punishing State ofh-
cials. The Ministry of Supervision un-
der the State Council has recently
been reestablished to supervise the
performance of government offi-
cials, and a civil service law would
help it carry out this work.

In addition, liberals have proposed
that at least some government cadres
be selected from a pool of candidates
nominated in public by individuals
and organizations, a practice that has
already been tried out in Chongqing
and other select cities and districts.
Municipal officials, needless to say,
retain the power to examine candi-
dates and make the final selection.

and

Intensifying the building
of socialist democracy
and the legal system, and
improving the account-
ability of higher officials. This is the
most contentious item in the political
reform agenda. If it ever sees the
light of day at the Congress, conser-
vatives will try to pepper this section
with reminders to “‘combine democ-
racy with dictatorship,”" guard
against “hostile elements,” and pre-
vent “anarchy.” Liberals will press
for “'scientific policymaking’ and will
invoke the words of Deng Xiaoping
in 1980, who in his speech on politi-
cal structural reform, said that *“The
people have the right to expose, ac-
cuse, impeach, replace and recall, ac-
cording to law, all those who seek

©
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personal privileges.”

An affirmation of this principle in
the work report could pave the way
for laws granting powers of impeach-
ment to the National People’s Con-
gress. Although the NPC is not the
supreme organ of State power it is
supposed to be, there are intriguing
signs that it may soon be given the
power to remove offending high offi-
cials. A novel approach to establish-
ing official accountability came in
July, when the Chongqing municipal
government demoted eight officials
after a government survey of 10,000
people revealed just how unpopular
these officials were. No radical mea-
sure, the use of government surveys
is likely to spread elsewhere, since it
Iilily acltas a Silfely \’HIV(‘ ill_:'-lill"il ])()pll-
lar discontent without requiring ma-
jor adjustments to the political pro-
CeSS.

Of greater significance are the
widespread changes that have already
taken place this year in the local peo-
ple’s congresses, notably the exten-
sion of popular “elections™ to the
county level (previously restricted to
clections below the county level), the
requirement that the number of can-
didates exceed the number of seats,
and the abolition of ethnic, “model
worker,” and other quotas that made
it difficult to recruit well-qualified
candidates. Although local Party
congresses, unlike their State
counterparts, still appoint officials
according to the quota system,
changes in State procedures sug-
gest that similar Party reforms
may not be far behind.

There is talk of further measures to
upgrade the qualifications of depu-
ties to people’s congresses at all lev-
els, to ensure that they are capable of
taking an active role in assessing
State laws and programs, including
budget reviews. At present, the NPC
meets in full session only once a year
for a few days and does little more
than athrm policies and regulations
already approved by the Party Polit-
buro. When it is not in session, a
smaller group comprising a standing
committee dominated by high-rank-
ing Party leaders performs functions
on the NPC’s behalf. Given the Chi-
nese media’s increasing focus on the
opinions of ordinary NPC deputies,
it is quite possible that the Standing
Committee will be required to give
them more to do. A liberal initiative
in the 13th Party Congress work re-
port could further such a move by

referring to the need for greater
democratic supervision of executive
and judicial performance.

Another form of supervision the
liberals will be keen on mentioning in
the work report is that already being
performed by the press. Though not
“free’ by any means, the press is nev-
ertheless strengthening its role as a
monitor of abuses in the system. The
press is also a valuable source of in-
formation for leaders about public
opinion. Liberals want an honest, if
“responsible,”” press and favor a
press law defining the scope of
press freedom. Although the NPC
would be responsible for drafting
such a law, the Party Congress
could help the cause by calling atten-
tion to the need for a “watchdog”
press.

The conservative agenda for build-
ing “‘socialist democracy” champi-
oned by NPC Chairman and leading
Party elder Peng Zhen, is to
strengthen the legal system. This ap-
peals to liberals as far as it goes. But
many among them also want laws en-
suring an independent judiciary.
From top to bottom, the judicial pro-
cess has reportedly been tampered
with by Party leaders. Too often, the
courts have so much trouble render-
ing decisions that local cases are
P'dhs(‘(‘l ever lll)“‘ill‘d, \'”l]l('li"les Lo
top Party cadres with no particular
training in legal matters.

The fact that development of so-
cialist democracy has lately been
identified in the Chinese press as an
item in the political reform agenda is
revealing: some observers had
thought it would be left off the list of
major points. If, in the end, it is left
out, or its contents are greatly di-
luted, the conservatives will have
done well.

A reformist future?

Not all the proposals mentioned
here—all of which have been raised
in the Chinese press—will necessarily
appear in the work report. But even
those that are (particularly those
greeted enthusiastically by Western
observers) will take years, if not de-
cades, to implement. For as popular
as the reforms appear to be, their
success will require the efforts not
just of energetic national, provincial,
and municipal officials, but of mil-
lions among the rank and file, upon
whose support the reforms really de-
pend.

That is why filling more top Party
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slots with liberal-leaning reformers
will be only a beginning—if it 1s in
fact achieved at this Congress. In the
years to come, millions of lower-level
Party committees will have to be re-
staffed with a new breed of cadres.
The old breed—scornful of the
entrepreneurs, academics, and gov-
ernment bureaucrats that are assum-
ing a greater role in running the
country—have proved a formidable
obstacle to implementing the re-
forms.

Removing them will be a momen-
tous task lasting decades, at least.
Along the way there may well be set-
backs as conservatives and liberals
wrangle bitterly over personnel ap-
pointments at all levels of the Party
and State bureaucracy. But this much
is encouraging: it is the liberals, after
all, who have been mainly responsible
for drafting economic and political
proposals. Conservatives have found
much in the reforms to criticize, but
little 1o offer in their place. The fact
that political reform has finally been
placed on the Party agenda suggests
that, despite twists and turns, China’s
future is still aiming in a reformist

direction. 70
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Foreign Exchange Update

China’s export-oriented solution to its foreign exchange problem seems to be

he increased difficulty of

selling to the China market
during the past year has left
many in the foreign busi-
ness community wondering how long
China’s import controls will last. The
answer may lie in how well China
manages its balance of payments.
The signs so far are encouraging.
Exports are doing surprisingly well as
a result of healthy performances in
the manufacturing and commodity
sectors. Even low world prices for
China’s primary commodities have
not had the dampening effect on Chi-
na's foreign exchange earnings thai
they have had on many other devel-
oping countries. These positive
developments, combined with pru-
dent borrowing from abroad, suggesi
that China may be in a position to
ease its import controls sometime af-
ter 1988—and that they will proba-
bly not become a long-term feature
of the China market.

Cutting the trade deficit in 1986

China can fund the imports it
needs (o sustain its rapid economic
growth in two ways: by exporting
more of its own goods and by bor-
rowing from abroad. Its preference,
of course, is to expand export earn-
ings and to keep borrowing at levels
that can be easily repaid.

China managed to do just this last
vear. Exports hit $28.4 billion, up
12.7 percent from 1985, and imports
were held roughly at 1985 levels of
$38 billion—leaving China with a
$10 billion trade deficit. But with
$1.9 billion in invisibles earned from
sources such as tourism and remit-
tances, the current account deficit
shrank to an estimated $8.3 billion
last vear from $11.4 billion in 1985,

Although earnings from crude oil
and petroleum product exports de-
chined sharply—down from $6.6 bil-
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working—for the moment

John Stuermer

China nudged out South Ko-
rea to become the largest bor-
rower in Asia, signing ap-
proximately $1.2 billion in
syndicated loans during the
Sfirst six months of 1987.

lionin 1985 to $3.3 billion in 1986—
non-oil exports more than offset this
drop, rising about 35 percent to an
estimated $25 billion in 1986. Tex-
tiles, China’s other major money
earner accounting for just under 25
percent of total exports, contributed
significantly to the increase. The
value of textiles, yarns, and fabric ex-
ports rose 30 percent, while apparel
exports grew by 40 percent,

A closer look at the growth of non-
oil exports reveals a promising trend
toward diversification. The two lead-
ing exports, petroleum and textiles,
accounted for only about one-third
of total exports, down from a 44 per-
cent share in 1985, A wide range of
products made up the rest. Chemical
products, accounting for 5 percent of
totalexportsin 1986, grew 27 percent
over the year before. Other strong
performers were an array of miscella-

John Stuermer s wice president of the
Country Risk Management Division at
the First National Bank of Chicago.
Prior to joining First Chicago Bank in
1980, he worked for a consulting firm in
Tokyo and was a Fulbright Scholar in
Tokyo and Taiper. He last wrote on Chi-
na’s foreign exchange situation in the

Jan—Feb 1986 CBR.

neous manufactures, agricultural
products, and metal ore products.

At the same time, China managed
to hold imports to $38.6 billion
through a number of measures, in-
cluding slowing growth in domestic
demand, continuing depreciation of
the renminbi, and tightening central
control over imports. The country’s
gross domestic product grew 7.8 per-
cent compared to 12.3 percent in
1985, as investment in fixed assets
slowed from a 49 percent annual
growth rate in 1985 to 17 percent in
1986. While less investment reduces
the demand for imports somewhat, it
does not completely account for the
sharp decline in import growth. In-
creased central control over import
authorizations put an artificial
damper on imports. Although local-
ities can still import some products if
they have their own foreign ex-
change, most imports must now be
approved by the central authorities,

Unsustainable export growth in
Sirst half of 1987

China’s export picture continued
to look bright during the first three
months of 1987. The value ol exports
grew at an annualized rate of 30 per-
cent due to the continued strong per-
formance of non-oil exports and an
expanded volume of crude oil ex-
ports. Many types of textiles grew at
annual rates of between 50 and 100
percent, while semi-processed raw
materials and foodstuffs also regis-
tered significant gains.

Since April, however, annualized
growth rates for exports have slipped
to around 20 percent. Textile ex-
ports—about one-third of which
were bound for the United States in
1986—are being affected by China’s
gross overshooting of many textile
quotas in the US market. Resolving
this issue will not be easy in the face
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of mounting protectionist pressures
from the US textile industry. If the
US government decides to impose
tighter restrictions on future imports
of Chinese textiles, the growth rate
of China's textile exports will slow
down for the foreseeable future,
since no other export destination will
be able to absorb many more textiles
than it already buys from China. Chi-
na’s current export performance is
also vulnerable to General Agree-
ment on Tariffs and Trade (GATT)
demands for the elimination of ex-
port subsidies that give producers in-
centive to export even when it is not
economical to do so. To accede to
GATT, China may need to make ad-
justments in trade policy. According
to recent articles in the Chinese
press, China’s current export subsi-
dies are substantial—and by implica-
tion, export performance would be
weaker without them.

A somewhat more hopeful note
was sounded by China’s petroleum
industry which, during the first five
months of 1987, managed to increase
exports slightly over the same period
last year. If this pace continues for
the rest of the year, petroleum reve-
nues should rebound slightly to $3.9
billion as a result of the rise in the
average price per barrel for Chinese
crude—I{rom less than $13 in the
fourth quarter of 1986 to more than
$17 in the second quarter of 1987,
For the year, Chinas total exports are
predicted to grow 20 percent, to
$34.1 billion.

Imports during the first six months
remained under tight control. But it
is doubtful that this can continue
during the second half given the
rapid growth of the domestic econ-
omy this year. Industrial output
through June grew at an annualized
rate of 14 percent compared to 11
percent during 1986. Capital con-
struction expenditures were up 24
percent in the first quarter of 1987,
much faster than the 7 percent
growth in all of 1986.

The combination of rapid growth
in exports and in domestic output is
already straining the supply and dis-
tribution system. Faced with severe
shortages of raw material supplies,
Shanghai, for example, will be hard
pressed to sustain its current export
boom. And raw material shortages
will intensify as domestic growth—

fueled by an increase in the pace of

capital construction—accelerates in
the second half of the year.

To make up for material shortages,
Shanghai and other areas may be
forced to step up imports. If they do,
the country’s import bill may rise to
about $42 billion from $38 billion
last year. But with credible export
performances for 1987 as a whole,
China’s trade deficit should still de-
cline to about $8 billion with the cur-
rent account deficit falling to about
$6.2 billion.

China’s rising foreign debt
Against this backdrop of a promis-
ing but uncertain future for its ex-
ports, China has turned increasingly
to borrowing capital from abroad. In
1986 Chinese authorities estimated

that the country borrowed a total of

about $7 billion from abroad. As-

suming that direct foreign invest-
ment (excluding associated borrow-
ing) was around the 1985 level of $1
billion, and given the drawdown of
China’s official foreign exchange re-
serves by $1.4 billion, this 1986 esti-
mate for foreign borrowing appears
reasonable.

China’s total foreign debt thus
rose last year from the year-end 1985
level of around $20 billion to around
$26 billion, before making foreign
exchange rate adjustments. This in-
cludes the drawdown of a $600 mil-
lion IMF standby facility in Novem-
ber 1986 and a $3 billion rise in
commercial borrowings—bringing
total commercial borrowings to a to-
tal of almost $15 billion in 1986. Jap-
anese financial institutions are be-

CHINA’S BALANCE OF PAYMENTS

(Billion $)
1986 1987
1983 1984 1985 (est) (forecast)
Exports (FOB) 20.7 239 25.2 284 341
Imports (FOB) —~187 =239 -38.2 -38.6 —42.0
Trade Balance 2,0 0.0, -130 -10.0 -7.9
Invisibles (net) 2.5 28 1.6 1.9 1.7
Current Account 45 2 =1 -8.3 —6.2
Financing
Total -4.5 -2.5 11.4 8.3 6.2
Direct investment 0.5 1.1 1.0 1.1 1.0
Multilateral -0.3 0.2 0.7 1.3 0.8
Other official 0.9 2.2 0.1 s 1.8
Bank and other private 1.9 1.1 5.5 3.0 26
Change in reserves’ =33 -2.2 48 1.4 0.0
Errors and omissions? —4.2 49 -1.9 0.0 0.0
MEMO ITEMS
Foreign Liabilities
Total foreign debt 9.6 13.0 20.5 27.2 324
By source of funds:
Debt to banks and other private sources 4.4 5.4 121 14.7 17.3
Multilateral sources 0.4 0.6 13 2.7 3.5
Other official sources 4.8 7.0 A | 9.8 11.6
By maturity:
Medium and long term 5.6 6.7 10.1 17.0 219
Short term 4.0 6.3 10.4 10.2 10.5
Foreign Assets
Deposits in BIS Banks® 16.0 17.0 119 11.5 11.5
Official foreign exchange reserves 14.5 16.7 11.9 10.5 10.5
Unofficial assets 1.5 0.3 0.0 1.0 1.0
Gold (at market prices) 5.4 46 4.1 5.6 5.6

exchange reserves.

I Negative sign indicates addition to reserves equivalent to capital inflow; positive number indicates a
drawdown of reserves or usage of reserves equivalent to a capital outflow.

2 The large errors and omissions numbers for 1983 through 1985 reflect inconsistencies between
China’s official balance of payments data, estimates of China’s foreign debt prepared by the OECD,
and China’s official foreign exchange data. According to balance of payments accounting, the
current account should equal the sum of the annual net change in debt, change in reserves, and
errors and omissions after direct investment is subtracted out. The errors and omissions item is used
to balance out inconsistencies among the other values in this equation.

3 This figure includes deposits of all resident Chinese entities with commercial banks in countries
belonging to the Bank for International Settlements (BIS) as well as certain nonmember financial
centers, including Hong Kong and Singapore. The figure calculated by the BIS is usually larger than
the official Chinese foreign exchange figures, suggesting that resident Chinese entities—especially
those with offshore operations—may control financial assets not included in China’s official foreign

Sources: BOC, IMF, BIS/OECD, and estimates made by the author.
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lieved to account for nearly one-half
of this amount, owing to the low in-
terest rates and long maturities they
offer.

In contrast, US bank exposure in
China has dropped to less than $1
billion. In addition, China has drawn
heavily on nonbank credits from Ja-
pan in the form of bonds, Japanese
Export-Import Bank credit, and soft
loans from the Overseas Economic
Cooperation Fund (Japan's foreign
aid program).

Asia’s largest borrower

Preliminary trade data for the first
half of 1987 shows a trade deficit of
approximately $2 billion, but Chi-
nese authorities stated vaguely that
this deficit was financed “*without any
use of China’s own resources.” Most
likely the combination of service re-
ceipts, remittances, direct invest-
ment, and concessional financing
amounted to about $2 billion, so
China did not need to turn to com-
mercial rate borrowing during the
first half.

But China continued to sign agree-
ments for loans, floating rate notes,
and bonds during the first half of
1987, suggesting that commercial
rate financing will play an important
role in supporting China’s develop-
ment during the second half and be-
yond, China probably extends some
export credits to its foreign custom-
ers, and Chinese entities have signifi-
cant offshore investment, especially
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in Hong Kong and Macau, which
would require foreign financing in
excess of the amount suggested in
the first half foreign trade figures.

Indeed, this is probably why China
nudged out South Korea to become
the largest borrower in Asia, signing
approximately $1.2 billion in syndi-
cated loans during the first six
months of 1987. This amount is up
slightly from the $1.1 billion signed
in all of 1986. Deals include a $210
million syndication for the
Panzhihua steel complex in Sichuan,
a $250 million syndication for the
Shanghai branch of the People’s
Construction Bank, and a $280 mil-
lion borrowing signed in March for
construction of the China World
Trade Center in Beijing. Added to
this were many small, unpublicized
loans as well as a $200 million float-
ing rate note signed by the Bank of
China. Also, China probably issued
between $700-%$800 million in
bonds, slightly less than during the
same period last year.

But China will have to monitor the
currency composition of foreign bor-
rowing very carefully, especially if it
keeps accumulating yen debt at its
present rate. The yen-denominated
portion, accounting for as much as
40 percent of the total, will have to be
primarily repaid in US dollars—the
dominant currency of China’s for-
eign exchange income. If the value of
the dollar against the yen and the ma-

jor European currencies should de-

cline further, the dollar value of Chi-
na's foreign debt will rise
accordingly. Servicing the yen debt
may be easier because of Japan’s fa-
vorable terms, but continued depre-
ciation of the dollar would bring a
dramatic increase in the cost to
China. Making a crude adjustment
for the impact of a stronger yen—
and ignoring adjustments for the
smaller components denominated in
European currencies—raises the
dollar value of China’s foreign debt
to an estimated $27.2 billion at year-
end 1986.

Future sources of funds

Direct investment in 1987 is fore-
cast to remain around $1 billion,
roughly the same as in the last few
years. The World Bank will disburse
about $800 million this year, com-
pared to $1.3 billion in 1986. Credits
from ofhicial sources are difficult to
forecast, but probably will not
change much from other years.

With a smaller current account,
China’s borrowing from banks and
other private sources is likely to be
less than last year. Banks and other
private financial institutions will con-
tinue to assist Chinese entities by is-
suing bonds and floating rate notes.
Foreign financial institutions will
keep the vast majority of these issues
on their books, since sales of Chinese
securities to the nonbank public in
the West are still fairly limited.

Chinese authorities are aggres-
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sively diversifying sources of funding
by moving into new markets. In Oc-
tober 1986, China began to tap the
Singapore bond market when the
first US dollar issue was floated for
Fujian Province. More recently, part
of a $200 million floating rate note
issue was funded in the Singapore
market. And China’s first syndication
in the US market, a $200 million loan
arranged by I1B]J/Schroder, was com-
pleted in June.

China can be expected to explore

new markets in the future as a way of

resolving its dependence on the yen
bond market. The US Supreme
Court decision in March that ab-

solved the Chinese government of

any responsibility for the Huguang
railway bonds issued during the Qing
Dynasty, as well as a settlement in the
United Kingdom in which China
agreed to partially compensate de-
faulted bonds and other assets, opens
the door for Chinese bond issues in
both the US and Britain. But resolv-
ing the remaining administrative and
regulatory issues, such as establish-
ment of a credit rating and registra-
tion with local regulatory authorities,
probably precludes Chinese bond is-
sues in the immediate future.

China’s foreign debt will rise to an
estimated $32.4 billion in 1987. Bor-
rowing from private sources—mainly
commercial banks and bond issues—
is likely to remain the largest part of
this amount, accounting for around
$17 billion, compared to nearly $15
billion in 1986. Nevertheless, China’s
debt service burden will remain man-
ageable—probably not reaching
more than 10 percent in 1987—due
to still-modest debt service payments
and the country’s success in promot-
ing exports.

Chinese authorities have embarked
on an export-oriented solution to
their current foreign exchange short-
age. During 1986 and the first half of
1987, import growth was reined in
but without the wide-ranging con-
tract cancellations that accompanied
similar import cutbacks in the late
1970s and early 1980s. The rapid
growth of non-oil exports in 1986
and 1987 combined with growing
Chinese willingness to borrow from
abroad will permit the Chinese econ-
omy to remain on the high-growth
track it has settled into. This should
ensure that China remains an impor-
tant market for the goods and ser-
vices the foreign business community
has to sell. o

The China Business Review/September-October 1987

Manufacturing Equity
JointVenturesinChina

Anexperience guide to successful investment

This report is unique in its:

« comprehensive coverage of U.S., European, Japanese,
and Hong Kong investments in manufacturing.

- executive perspectives of 70 enterprises, based on field
interviews in China and with senior management abroad.

+ systematic methodology for successtul joint venture
investment, the Strategic Alliance Process, illustrated
in the accompanying diagram. This process reflects
A.T. Kearney's worldwide experience with joint
ventures and its extensive knowledge of China.

« descriptions of the most common problems and of how
successful joint ventures have found answers to them.

« ability to help you decide if China fits your Asian strategy.

The Strategic Alliance Process

y' Strategy Venture
Formulation Operations

To help your company address its strategic options regarding
China more effectively, you can obtain a copy of this report for
US$750 and arrange a personal presentation by the authors.

Contact William Stokes, director — Pacific, 703-836-6210

ATKEARNEY

World headquarters
222 South Riverside Plaza
Chicago, Illinois 60606

17



Provincial Trade Patterns

China’s provinces are getting credit for a growing share of foreign trade,
but real autonomy is still a long way off

ost of China's imports

and exports used to be

attributed in official

statistics to the central
government, no matter who was actu-
ally doing the buying and selling. In
the past decade, however, provinces
and localities have gradually estab-
lished the right to set up their own
trading companies instead of relying
only on national trading companies
headquartered in Beijing to handle
their business. The provinces now re-
ceive credit for most of their overseas
sales and some of their purchases:
about 90 percent of China's exports
and one-quarter of its imports are re-
corded by province.

The accommodation between cen-
tral and provincial traders has not al-
ways been easy. The central govern-
ment has been willing to let the
provinces control a relatively high
share of their exports, in part to help
achieve national export goals, but has
had less incentive to let go of deci-
sion-making power over imports.
And both sides have met with unex-
pected problems. Provinces have re-
alized that handling their own trade
is not always profitable. Although the
provinces are generally able to keep a
percentage of the foreign exchange
they earn on exports, the central gov-
ernment keeps most of what is
earned on high-profit sales of natural
resources, and provinces find they
are often left handling the export of
goods that lose money. The central
government, for its part, has found
that as it devolves trade decision-
making power, the provinces and lo-
calities do not always make decisions
in the best national interest.

After a period of several years in
which the provinces steadily in-
creased their role in foreign trade,
the last two years have been marked
by the return of a relatively strong
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David L. Denny

centralized trading regime in China
(see The CBR, July—Aug 1987 p. 30).
While the provinces are still active in
foreign trade—and some have be-
come important traders—the prob-
lems of handing real foreign trade
power to them are still very evident.

Understanding the export figures

The exports of individual prov-
inces now account for some 90 per-
cent of China’s total exports. The
other 10 percent are probably strate-
gic goods, such as military weapons,
that are considered central govern-
ment exports no matter who is in-
volved.

In Chinese sources, exports cred-
ited 1o the provinces are generally
called the “self-managed” exports
(ztying chukou) of the province. These
figures include foreign trade handled
by provincial trading companies as
well as the provincial branches of na-
tional foreign trading corporations
under the Ministry of Foreign Eco-
nomic Relations and Trade
(MOFERT). The system works as fol-
lows: the trading corporation that
signs an export contract is consid-
ered to have made the sale, and credit
is posted to its home province. Thus,
oil exports from the huge Dagqing
field are predominantly assigned to
Liaoning Province because trading
companies located in the Liaoning
port city of Dalian sign the contracts
with foreign buyers. Even if a com-
modity is controlled by the central
government and subject to strict ex-
port licensing—such as oil in this

Dauvid L. Denny is an economist with the
National Council for US-China Trade.
The author would like to thank John
Cook of the US Consulate in Chengdu for
information on Sichuan’s provincial
trade, and Sara Friedman for assistance
in preparing this article.

Jiangsu,

case—it is usually included in provin-
cial export hgures.

MOFERT’s latest annual almanacs
offer a consistent and authoritative
compilation of provincial exports
and imports in 1984 and 1985. Pro-
vincial statistical communiques are
an alternative source of data, but be-
cause each province publishes its
own, the numbers are less systematic
and the definitions may vary from
province to province. In general the
differences between the two sets of
numbers are small—MOFERT esti-
mates Shanghai’s exports in 1985 at
$3.30 billion while Shanghai itself re-
ported exports of $3.36 billion.

Although MOFERT's trade figures
are not considered as comprehensive
as those from China’s Customs Ad-
ministration, they are more consis-
tent for the purpose of comparing
and analyzing trade by province.
This article therefore relies wherever
possible on MOFERT's provincial
trade statistics. Since MOFERT's
latest compilation of provincial
trade is not yet available, trade
figures from provincial communi-
ques are used for 1986.

Coastal provinces dominate . . .
Exporting ability is far from evenly
distributed among China’s provinces.

Just eight provinces (Liaoning,

Shanghai, Guangdong, Shandong,
Hebei, Tianjin, and
Zhejiang in rank order) were respon-
sible for 55 percent of China’s total
exports in 1985, with the top four
accounting for 41 percent (see table).
And the $123 average per capita ex-
ports of the four largest exporters is
56 times greater than the average per
capita exports of the four lowest
ranking provinces.

All eight leading exporters are
coastal provinces, a fact that gives
them several advantages in conduct-
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ing trade. Their transportation costs
are much lower than inland prov-
inces because their products do not
have to be sent across the country
before overseas shipment. Coastal ar-
eas also had earlier contacts with for-
eign business, and their extra years of
experience have brought familiarity,
trust, and an ease of communication,
They also tend to have wealthier and
more developed economies produc-
ing goods that are better suited to
foreign markets.

But there is another—purely ad-
ministrative—reason for the histori-
cal dominance of the coast in export-
ing. Branches of MOFERT’s national
foreign trade corporations operating
in coastal provinces have grown ac-
customed to purchasing exportable
products from the interior and sell-
ing them to foreign buyers, thereby
transferring credit for the sales to the
coastal regions.

... but inland provinces are
coming from behind

Inland provinces are beginning to
narrow their exporting gap with the
coastal provinces. They have increas-
ingly begun to “self-manage” their
own exports in the last five years,
thus finally receiving the credit for
their sales. Partly as a result of this
shift in activity from coastal to inland
trading companies, inland provinces
have reported high export growth
rates during the last five years, while
coastal exports have witnessed a cor-
responding stagnation (see graph A,
p. 20).

The numbers speak for themselves:
the inland provinces of Guizhou,
Shaanxi, Sichuan, Shanxi, and Anhui
had China’s lowest per capita exports
in 1980, but their annual average ex-
port growth during the period 1980—
85 ranged from 36 percent to 72 per-
cent—Ifar exceeding the national av-
erage of only 7 percent. As for the
impact on coastal trade, 43 percent
of the exports credited to Shanghai
in 1980 (or $1.8 billion in goods) ac-
tually originated with inland prov-
inces. But by 1985, as inland prov-
inces handled more goods
themselves, they supplied only 21
percent, or $710 million, of Shang-
hai's exports.

Economic developments are also
playing a part in the surge of exports
from inland provinces. Some of Chi-
na's fastest growing exporters are
provinces in central China with
strong agricultural sectors, such as

Jiangsu, Anhui, Hubei, and Hunan.
These areas have taken advantage of
agricultural reforms to form small
rural industries processing agricul-
tural produce. They have also begun
to market their surpluses in coastal
cities like Shanghai. Their economies
have grown stronger as a result of
these opportunities—and so have
their exports.

Conversely, the coastal regions
have found some of their export ac-
tivities stymied by aspects ol eco-
nomic reforms. The relaxation of
mandatory central production and
price controls has made it more diffi-
cult for coastal provinces to gain ac-
cess to certain nonlocal commaodities.
Shanghai, for instance, has recently
had trouble procuring some raw ma-
terials (formerly provided at low cost
under the State plan) that it had tra-
ditionally processed for export. This
factor contributed to Shanghai's un-
impressive export performance dur-
ing 1980-85. Exports of products
made in Shanghai increased by a
mere 8 percent—hardly sufficient to
offset the drop in entrepot trade
from the inland provinces.

Geographic location accounts for
just some of the differences in pro-
vincial trade patterns. For reasons
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that are not always clear, some prov-
inces have been granted more trad-
ing leeway than others. The nature of
the goods they export may be a factor
in some cases: provinces whose ex-
ports are important to national goals
may have been given greater trade
authority in order to tap local enthu-
siasm and spur exports. Shanxi, for
instance—one of the first provinces
to win significant control over its ex-
ports—was allowed to sell its tradi-
tional medicines to Hong Kong and
its coal to Japan beginning in 1978,
Exports quickly took off and by 1985
Shanxi was given credit for managing
$226 million worth of its exports
while less than $50 million worth of
goods made in the province were
shipped to ports for marketing by
coastal trading companies.

But other provinces, such as
Sichuan, only recently gained greater
control over their exports. In 1985
Sichuan was finally allowed relative
autonomy in exporting its products,
but approximately one-third of its ex-
ports are still marketed through mid-
dlemen in the coastal ports. Provin-
cial officials say they must share 50—
80 percent of the foreign exchange
earned on these transactions with the
port traders.
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EXPORT GROWTH

The elusive ability to import

The central government plays a
greater role in provincial imports
than it does in provincial exports.
Provinces appear to be credited with
“self-managing™ their own imports
only if the transactions are handled
by provincial or local trading compa-
nies. Imports made by MOFERT's na-
tional foreign trade corporations,
which handle some 70 percent of
China’s import trade, are recorded at
the central rather than provincial
level—even if handled by a provin-
cial branch of the corporation.

As with exports, coastal provinces
have tended to dominate China’s im-
port picture. The most obvious ex-
planation for this is that they can use
foreign exchange earned from their
exports to import more. And local
pride and self-interest undoubtedly
bias local authorities toward using
their own trading companies to han-
dle their imports when they have this
option. Thus Shanghai, Tianjin,

Beijing, and Guangdong lead the
provinces in both per capita exports
and per capita imports. On the other

hand, the inland provinces of

Guangxi, Hunan, Jiangxi, Sichuan,
and Gansu all have per capita exports
and imports well below the averages
of $26.20 and $8.40, respectively,
for all provinces.

The regression line on graph B
shows the relationship between each
province’s imports and exports. The
fact that not all provinces fall on the
line indicates that a province’s level
of imports does not depend solely on
its ability to export. Powerful provin-
cial-level cities like Shanghai, Tianjin,
and Beijing, for instance, may receive
extra support for their import needs
from the central government. And
areas like Guangdong and Fujian

have large independent sources of

foreign exchange to spend on im-
ports due to remittances from over-
seas Chinese relatives and inflated
tourism earnings from the many
overseas relatives that come to visit.

GRAPH A

15 SHANXI @

Provincial Export Growth, 1980-85
SHAANX| @ Logarithmic Scale
10

ANHU!I ®
JILIN @
INNER MONGOLIA
5 SETRIN e ® NINGXIA
[
GUIZHOU
HEILONGJIANG ®
XINJIANG ®

3 ZHENANG ®

JIANGX! @

® HEBEI
2 HUBEI ®
CANSU @ o HENAN ® JIANGSU
15 YUNNAN @ SHANDONG @
= ® GUANGDONG
Hunan e  FUIAN® LIAONING @
1.0 GUANGX! ® BEIING ®
SHANGHAI ®
75 TIANJIN ®
3 5 1 2 3 5 10 20 50 100 200 300

PER CAPITA EXPORTS IN 1980 ($)
Prepared by David Denny and Sara Friedman.
Note: Export growth for each province is calculated by dividing 1985 exports by 1980 exports.
SOURCE: MOFERT, various provincial statistical communiques and provincial yearbooks, and
National Council files.

20

Arntwork by John Yanson

On the other hand, the poor but
politically significant provinces of
Xinjiang and Tibet, with their minor-
ity populations and strategic borders,
are allowed a high level of imports in
relation to their ability to export. By
bolstering their ability to import, the
central government is effectively
transferring resources from richer
coastal provinces to the poorest
provinces.

The products a province has to sell
also help determine its level of im-
ports. If a province’s exports include
natural resources (particularly coal
and oil), the value of that province's
imports tend to fall well below the
expected level—another indication
that the central government does not
allow provinces to retain much of the
foreign exchange they earn from ex-
porting natural resources. Thus oil-
exporting provinces like Hebei, Liao-
ning, Heilongjiang, and Shandong
show high per capita exports but low
per capita imports.

Many provinces only began to
manage some of their own imports
during the past few years, but their
imports have grown quickly. In some
cases, provincial orders placed in
1984 and 1985 were not shipped im-
mediately, which may help explain an
upward trend in provincial imports
in 1986 despite China’s imposition of
general import restraints.

Gradual gains for provincial
traders

Just how significant is the fact that
China’s provinces are now responsi-
ble for some 90 percent of the coun-
try’s exports and a quarter of its for-
eign exchange receipts? A brief look
at the progress the provinces have
made to date indicates how far they
have come—and how far they still
have 1o go.

China’s imports and exports used
to be handled almost exclusively by
the national foreign trade corpora-
tions under MOFERT, each of which
held monopolies over certain prod-
ucts. But beginning in the late 1970s,
China’s planners began to reform the
foreign trade system to make it more
compatible with comprehensive re-
forms being introduced into the do-
mestic economic system.

The hirst step was to give authori-
ties at the provincial level and below
more power in the foreign trade sys-
tem. “"General foreign trade corpora-
tions" were set up in the provinces to
play a role in coordinating and ap-
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proving all foreign trade contracts,
including those signed by the provin-
cial branches of MOFERT’s national
foreign trade corporations. Al-
though these new corporations did
not in themselves change much, the
move was an important symbolic step
that signified a fundamental desire to
give local trade ofhcials more of a say
in their province’s foreign trade.

A second step involved widening
the range of commercial trade trans-
actions that these provincial orga-
nizations were allowed to undertake.
As China introduced “flexible’ trad-
ing practices—including joint ven-
tures, material processing, com-
pensation trade, and countertrade—
organizations at the provincial level
and below gained their first real
power to negotiate and approve
some deals. They got involved in
projects that primarily involved local
resources and were not a drain on the
central government's foreign ex-
change reserves. The local trading
companies gained the right to make
decisions involving the import of raw
materials, technology, and equip-
ment, and the export of finished
products from these projects.

Foreign exchange earnings

But a more significant transfer of
foreign trade power took place be-
ginning in 1979 as provinces gained
the right to retain a portion of the
foreign exchange they earned from
their exports. Under this system, part
of the foreign exchange is also set
aside for the local governments and
producing enterprises. Provinces
and localities do not have unlimited
access to “their” foreign exchange,
however. It must be deposited at the
Bank of China and they must receive
approval to use it from central plan-
ners.

The foreign exchange retention
system is complex: rates of retention
vary from province to province and
from product to product. Most prov-
inces are allowed to retain 25 percent
of the foreign exchange earned from
the export of commodities such as
steel, grain, cement, edible oils, iron
ore, and zinc. Guangdong and Fujian
have special status that allows them
to retain 30 percent, while minority
regions such as Xinjiang, Ningxia,
and Guangxi keep 50 percent. Tibet
and the special economic zones may
retain 100 percent of all the foreign
exchange they earn.

Foreign exchange retention rates

also vary by product and tend to be
higher in cases where China is trying
to stimulate producers and local gov-
ernments to increase exports. On the
other hand, low (or no) retention
rates probably apply to the export of
crude oil and coal from State-owned
mines. Yet even here, retention rates
may be set for exports that exceed
quotas set in the State export plan.

The rise and fall of provincial
power

In theory, the height of power for
provincial and local trading entities
came in September 1984, when
MOFERT announced a plan to com-
pletely revamp the foreign trade de-
cision-making system and restructure
the relationship between central and
local trade officials. Under this
scheme, MOFERT was to become an
administrative agency only and leave
the business of importing and ex-
porting to producers and end-users.
Foreign trade corporations would
become mere passive “agents’ han-
dling trade on their behalf.

But the reforms proved to be too
much too fast for most Chinese en-
terprises. Loosening MOFERT’s con-
trol over trade produced problems
almost immediately. Chinese orga-
nizations at all levels went on an un-
precedented shopping spree for cap-

ital goods, technology, raw materials,
and consumer goods. Some local
organizations illegally obtained for-
eign exchange or import licenses for
durable consumer goods that could
easily be sold on the domestic market
for large profits.

The resulting boom in imports and
stagnation in exports resulted in a
large foreign trade deficit and declin-
ing foreign exchange reserves.
Alarmed, foreign trade officials reim-
posed central controls over trade in
1985 and 1986 and put MOFERT
back in a powerful position. Many of
the trading privileges won by provin-
cial and local organizations over the
years were taken away. Beginning last
year, for example, all trading orga-
nizations were required to get
MOFERT approval in order to oper-
ate. And while the number of provin-
cial and local organizations involved
in foreign trade has soared in the past
three years, these companies are sub-

ject to important restraints on their

activities. MOFERT not only specifies
what trade activities a local organiza-
tion can get involved in, but tightly
controls trade in certain products
through an elaborate licensing sys-
tem that includes 212 export items
and 64 import items. Local trading
companies are often permitted to
deal only in products not controlled
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by MOFERT. Sichuan Province, for
example, has at least seven local trad-
ing companies in addition to the
Sichuan-based
MOFERT's foreign trade corpora-
tions. These companies qualify their
scope of business by saying that they
can “export products not included in
the State plan’ or that they “deal in

goods which fall within the scope of

local authority.”

Problems with provincial
autonomy

During 1984 and 1985, the coun-
try learned the painful side effects of
decentralizing trade 1o provincial
and local levels. Prominent among
these was the damage to the nation’s
export performance. In province af-
ter province, as local authorities took
over responsibility for a greater por-
tion of provincal exports, they dis-
covered that many ol their tradi-
tional exports were losing money.
Production costs often exceeded the
amount of renminbi that factories
could earn through exporting—and
the central government trading com-
panies were no longer subsidizing all
these exports.

The local response was to cut back
exports of money-losing products,
For example, Beijing’s local trade
organizations responded to pressure
to cut their losses on self-managed
exports by lowering procurement
prices and “‘reducing exports of un-
profitable commodities and increas-
ing the export of profitable commod-
ities.”” But Beijing's 1986 trade
statistics reveal, the municipality
has not been able to raise the value
of its exports significantly above the
$600 million higure for the last five
years.

The crux of the problem is that
provincial and local trading compa-
nies are hamstrung by structural
weaknesses in the Chinese economy.
Industrial enterprises do not make
rational economic decisions because
they still expect the gigantic bureau-
cracies they are part of to make up
their losses. Chinese planners keep a
close check on competition because
they lear that releasing market forces
will heighten cut-throat competition
among Chinese exporters and lower
carnings across the board. But the
most important structural impedi-
ments are China’s irrational domestic
price structure and overvalued cur-
rency. If left to market forces, no
Chinese organization would choose

pe
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branches of

to import necessities such as grain.
But a very large portion of the coun-
try’s limited hard currency would be
spent satisfying pent-up consumer
demand for washing machines, televi-
sions, and the like.

Faced with these problems, China
has temporarily halted plans to rad-
ically transform and decentralize its
foreign trade system and in many
ways reverted to a more centralized
trade system. Ironically, the present
system appears to turn on its head
the main thrust of the 1984 decen-
tralization eftorts: Chinese produc-
ers have not become significant ex-
porters. Instead, it is the nationally
controlled foreign trade corpora-
tions that have gained more power
over ensuring that exportable prod-
ucts get produced.

Where the provinces stand now

The provinces have emerged from
all this change with their decision-
making authority somewhat dimin-
ished but their administrative role in
trade relatively unharmed. Prelimi-
nary trade figures for 1986 show that
the self-managed exports of China’s
provinces are contributing to the suc-
cess of the country’s export drive.
Most of the provinces—with the ex-
ception of the major oil exporters
Liaoning, Shangdong, and Hebei—
expanded exports impressively last
year. Shaanxi, Heilongjiang, Hubei,
Guangdong, Sichuan, Shanxi, and
Inner Mongolia led the pack with
growth of 33-66 percent. Even
Shanghai, Beijing, and Tianjin recov-
ered from three years ol stagnation
to achieve modest export growth of 8
percent, 17 percent, and 14 percent,
respectively.

In terms of the total value of trade,
Guangdong Province jumped from
third to first place among Chinese
provincial exporters, reaching $4.3
billion in foreign exchange earnings.
Liaoning, China’s leading oil ex-
porter, dropped to second place with
$4.2 billion in exports, and Shanghai
came in third with $3.6 billion.
Rounding out the list of top 10 ex-
porters were: Shandong ($2.1 bil-
lion); Jiangsu ($1.7 billion); Zhejiang
($1.2 billion); Hebei ($1.1 billion);
and Beijing and Hubei (each with
$700 million).

Year-end figures for provincial im-
ports are only available for a few
provinces. But a major preliminary
conclusion can be drawn: the
strength of efforts to recentralize

trade varies greatly and no across-
the-board reduction in provincial im-
ports is evident. Sichuan’s imports
rose 60 percent, Heilongjiang's grew
43 percent, and Jilin and Jiangsu's
totals both rose 23 percent. On the
other hand, the provinces that tradi-
tionally import the most saw minimal
or negative growth. Shanghai, Chi-
na’'s second-largest importer, saw im-
ports fall 30 percent to $1.36 billion.

The long-term outlook

During 1986 minimal progress was
made on reforms to the foreign trade
system, and some provinces may have
fallen a few steps back in their drive
fora greater role in trade. One exam-
ple of backsliding was the slight in-
crease in the amount of products
from other provinces being counted
in Shanghai’s export total. Part of the
rise in exports reported by Tianjin,
Guangdong, and Beijing may also be
attributable to this factor.

The pressure on provinces to in-
crease exports in 1986 was so great
that some measures diametrically op-
posed to the spirit of trade reform
were instituted. Heilongjiang, for ex-
ample, announced that export enter-
prises must follow plans governing
foreign exchange earnings, contract
fulfillment rate, and “‘certification
rate” for export commodities. And in
March 1987 MOFERT Minister
Zheng Tuobin announced a new con-
tract responsibility system under
which export quotas will be assigned
to the country’'s national foreign
trading corporations, which will sub-
contract with their provincial
branches to achieve export targets.
Such a system serves to both increase
and institutionalize MOFERT s role in
provincial-level trade decisions.

These trends indicate that, for the
time being, the revolution of the for-
cign trade system is receding to a dis-
tant gleam in the eyes of Chinese re-
formers. A mounting trade dehcit
and other serious trade problems
have forced China to step back from
the sweeping changes contemplated
in 1984 and rely on older and more
predictable methods of trade. But
many in China’s top leadership still
appear committed to the principles
put forth in 1984. And while it
may be several years before serious
trade reforms are experimented
with again, the growing involvement
of provincial and local officials
in foreign trade is unlikely to be

reversed. 7
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announces the publication of

US JOINT VENTURES IN CHINA:
A PROGRESS REPORT

This new study prepared by the National Council for US-China Trade for the Foreign
Commercial Service of the US Embassy in Beijing presents a comprehensive, up-to-date analysis
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e A list of 194 US-China joint ventures with partner names, commitments, equity
shares, business scope, and current status

e The investment setting: policy and legal framework, incentives offered to
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e The US role in total foreign investment in China: types and shares of
investment

e Analysis of US joint ventures: average commitments, locations, sectors,
size, and duration

e Comparisons of US and other foreign equity joint ventures

e The operating experience of US joint venture partners: what works and
what doesn’t

e Conclusions and recommendations: minimizing risk

Awailable from: Department C
The National Council for US-China Trade 224 pages
1818 N Street, NW, Suite 500
Washington, DC 20036 USA

All orders must be prepaid. $95; $65 for National Council members; airmail orders, add $10.




very year from April 15-May 5

and again from October 15—

November 5, more than

25,000 importers, agents, and
even investors from around the world
converge on Guangzhou for China's bian-
nual trade extravaganza, the Guangzhou
(Canton) Trade Fair. For the first-time
fair-goer, the heavy city trafhic, bewilder-
ing fair layout, and cluttered hallways and
booths may be a little disconcerting. But
with proper preparation, the Guangzhou
Trade Fair can be a pleasant and reward-
ing way to scout out business opportuni-
ties without having to travel the length
and breadth of China.

Before you go

Most companies receive an invitation to
the fair from the Chinese trading organi-
zation they do business with. Those who
are new to China trade can secure an invi-
tation through the commercial section of
the Chinese Embassy or China’s consul-
ates in the US, which also provide a
packet of information on hotel accommo-
dations and visa requirements. If you pre-
fer, you can contact Chinese trading cor-
porations directly for an invitation.

To get the most out of your first trip, it
pays to research China’s trading structure
before the fair begins. Overlapping trade
jurisdiction and decentralization of con-
trol over some products means that there
may be multiple sources of supply for the
product you want to buy. Shoes, for ex-
ample, are sold by participants in both the
light industrial and arts and crafts delega-
tons.

Send your company brochures o tar-
get Chinese groups and request an ap-
pointment to talk at the fair. If you want
to purchase a “*hot’ item in short supply
you might even ask that certain products
be set aside for you. But during your first
trip to the fair, don’t set your sights too
high. The Chinese often “test” a compa-
ny's reliability by agreeing only to small
sales the first time.

The next step is to arrange transporta-
tion and accommodations. Although
Guangzhou may be the only Chinese city
with a surplus of first-class hotel rooms
most of the year, all rooms are booked
when the fair is in session. Making a hotel
reservation on short notice is a risky
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Guide to the Fair

Julia S. Sensenbrenner

proposition—even for travel agents with
good contacts in China.

Before the new international hotels
opened in the mid-1980s, Guangzhou
had far too few hotel rooms to meet the
demand during the fair’s peak times. As a
result, the three fair liaison offices set up
to assist foreign guests at the fair handled
the hotel arrangements for all visitors,
Juggling rooms and even beds to accom-
modate all the buyers. The liaison ofhces
will still make your hotel reservations if
you wish—and you don’'t care what hotel
you end up at. But now that the new ho-
tels allow individual reservations, the
business traveler who plans more than six
months in advance has more choices.

The China Hotel and Dongfang Hotel,
both located on Liuhua Road across from
the fairgrounds, offer the most sought-
after rooms. Rooms at the China Hotel
are convenient, comfortable and next to
impossible to get without the right con-
nections. The China Hotel's large lobby
and lounge are also the best spot for fair-
goers to see and be seen, although getting
a table for lunch or dinner or a telex ma-
chine in the evening can be an ordeal. The
Dongfang is older and its rates a bit
cheaper—but basically comparable—so
it generally fills up with Chinese officials
and overseas Chinese visitors.

The Garden Hotel, built in a rapidly
developing commercial section of Guang-
zhou, is the newest of the city’s interna-
tional hotels. Located about five miles
from the fairgrounds, the hotel offers a
complimentary shuttle bus that can take
you to the fair in 15-45 minutes depend-
ing on trafhc.

The view from the White Swan Hotel
(located on the Pearl River) can’t be beat,
but its location on the opposite side of the
city from the fairgrounds is a drawback.
In Guangzhou's heavy rush-hour traffic,
the usual 15-minute drive to the fair can
easily stretch to 30 or even 45 minutes.
The White Swan generally books more
tourists than traders, making it a good
place to get on a telex machine or escape
the hectic trade fair environment.

Julia S. Sensenbrenner, senior editor of
The CBR, represented the National
Council at the Guangzhou Trade Fair in
October 1986.

[t can be a trying task to get in or out of
Guangzhou during the fair. Those com-
ing from Hong Kong have a variety of
options: CAAC flies the 20-minute Hong
Kong—Guangzhou route four times each
day; express trains racing from the Kow-
loon Station to Guangzhou take just un-
der three hours and run two times a day.
Hovercraft make the two-and-a-half-hour
trip up the Pearl River three times each
day. But even with all these options, tick-
ets from Hong Kong to Guangzhou are
often fully booked at fair time, requiring
a layover of several days in Hong Kong.
And traders flying in from other parts of
China usually need to book their CAAC
tickets more than a month in advance.

On the fairgrounds

Once you've made it to Guangzhou,
you should have no problem registering
for the fair. Each major hotel has an in-
formation and registration desk for fair
participants. After showing your invita-
tion, you will receive a badge that allows
you to enter the fairgrounds every day.
Previously, this privilege was free, but as
of the spring 1987 fair, participants must
pay $11 for their pass. Those who forget
their invitations need only make a quick
trip to the No. 1 Liaison Office located in
the Dongfang Hotel and find their name
on the master invitation list. If going to
Guangzhou was a last-minute decision
and no invitation was received, bring a
business card and some company litera-
ture to the liaison office and you can usu-
ally get a pass.

Once at the fairgrounds, show your
badge at the booth by the door to obtain a
copy of the official fair bulletin. This valu-
able book, containing a map of the fair
building layout, delegation locations, and
the names of delegation leaders, will
quickly become your best friend. The
120,000 sq. m. fair layout can only be
described as a maze. Because more build-
ings have been added over the years, the
11 halls are not numbered consecutively;
hall 11 is on the east side next to hall 6,
quite far from hall 9 1o the north and 10
in the middle. Just as you are hurrying to
your next appointment, you will inev-
itably run up against a dead end since
hallways on the higher floors are not al-
ways linked to the next building. And
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there never seems to be a stairway where
you need one.

The hallways are lined with negotiation
booths where serious discussions take
place behind makeshift walls. Once you
find the right building and floor for your
product, check the booths for signs indi-
cating what products are discussed there.
Much of the visible action takes place at
the small tables in front of these booths.
Most of the time, Chinese sellers—both
trade officials who handle sales and tech-
nical staff who can discuss production
with potential buyers—uwill be at these ta-
bles. While you may already have appoint-
ments with key officials, it is worth taking
the time to talk with these ringside sellers.
They can provide new leads, key informa-
tion, and set up appointments with other
trade officials.

Be forewarned, however, to prepare
your strategy and talking points before
you go, since many Chinese traders prefer
holding a meeting on the spot to schedul-
ing one for the next day. It is generally
not necessary to hire an interpreter be-
cause Chinese trading delegations usually
bring their own translators.

Take some time to wander—there are
always surprises around the corner. The
rapidly growing number of groups par-
ticipating in the fair—including com-
bined industry-trade organizations, joint
ventures, small Chinese trading compa-

nies, and invest-
ment corpora-
tions such as
CITIC—may of-
fer alternative
sources for
your product.
The presence of
multiple suppli-
ers can some-
times work to
your advantage
if competition
becomes keen.
But before
leaping to a new
supplier, talk to
your old source
at the fair or
other traders to
ascertain that the new group really does
have the products to meet your specifica-
tions.

The fair is open from 8:30-11:30 am
and 2:30-5:30 pm every day except the
middle Sunday of the three weeks, when
the trading groups estimate their totals
for the first half of the fair and high-level
trade officials meet to discuss how to
boost their export totals. The daily sched-
ule thus leaves plenty of time to make
phone calls or send telexes back to your
office. A new addition to the business
communications offices of the major ho-

MAIN HOTELS CATERING
TO FAIR-GOERS

Baiyun (White Cloud) Hotel
(700 rooms)

East Huanshi Rd.

Tel: 667700

Telex: 44029 BYHTL CN

China Hotel (1,017 rooms)
Liuhua Rd.

Tel: 666888

Telex: 44888 CHLGZ CN

Dongfang Hotel (1,200 rooms)
1 Liuhua Rd.

Tel: 669900

Telex: 44139 GZDFH CN

Garden Hotel (1,100 rooms)

368 Huanshi East Rd.

Tel: 773388

Telex: 44788 GDHTL CN

(Part of the Peninsula Group in Hong
Kong.)

Liu Hua Hotel (650 rooms)
North Renmin Rd.

Tel: 668800

Cable: 0248

White Swan Hotel (1,000 rooms)
Shamian Island, 1 South St.

Tel: 668968

Telex: 44688 WSH CN

(Part of the Leading Hotels of the
World.)

A RESTAURANT
SELECTION

Panxi

(specializes in dim sum pastries)
151 Longjing Rd. West

Tel: 885655

Beiyuan (Northern Garden)
(Cantonese food)

202 Xiaobei Rd.

Tel: 333365

Datong (Great Harmony)
63 Yanjiang Rd.
Tel: 888988

Guangzhou Restaurant
(traditional Cantonese food)
2 Wenchang South Rd.

Tel: 887136, 887840

Nanyuan (Southern Garden)
(Cantonese and Chaozhou style food)
142 Qianjin Rd.

Tel: 448380, 449211

Snake Food Restaurant
(for the daring . . .)

43 Jianglan Rd.

Tel: 882517

Vegetarian Fragrance Restaurant
167 Zhongshan Liu Rd.
Tel: 886836
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There’s rarely a shortage of taxis at the fair.

tels are facsimile machines, which can cut
the time spent waiting in line to type and
send telexes.

Around town

After an exhausting day of trading, you
may want to escape the fairgrounds and
hotel to sample the night life in Guang-
zhou. Good restaurants abound, and
most accept reservations. The city's sev-
eral open-air markets teem with young
people on the prowl for “stylish” clothing
from Hong Kong and beyond.

Guangzhou is also entertaining by day.
Remnants of the British enclave in Can-
ton are evident in the buildings on
Shamian Island on the city’s south side.
Just across a canal from this island is the
Qingping Market, reputedly the largest
and most diverse free market in China,
which sells everything from Chinese
herbal medicines to the makings for some
of Guangdong's more exotic dishes—
monkeys, turtles, snakes, cats, and dogs.
Other favorite tourist spots are the
Guangzhou Museum in Yue Xiu Park just
east of the fairgrounds, the Peasant
Movement Institute and Exhibition Hall
of the Revolution located north of Sun
Yatsen Street, and the Temple of Six Ban-
yan Trees with its decorative pagoda.

Rest assured that, whatever the time of
day, vou can find a taxi to take you home.
In Guangzhou, unlike most Chinese cit-
ies, you can actually hail a taxi on the
street. Even when taxis are in greatest de-
mand—just after the fair closes each day
—the maximum wait at the China Hotel
generally runs only 10 minutes.

If you stay in town during the Sunday
when the fair is closed, a side trip may be
in order. Some of the more comprehen-
sive guide books provide information on
popular day trips from Guangzhou. And
two-day options might include taking the
train to the booming Shenzhen SEZ or
hiring a car to drive to Sun Yatsen's birth-
place in Zhongshan city, where there is
even a golf course designed by Arnold
Palmer and a warm spring to relax in after
several hectic days at the fair.
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The effort to sort out the skies becomes the nation’s number-one aviation

priority

Improving China’s
Air Trathic Control

Thomas P. Messier, James Etgen, and Edward Harris

fter several years of grap-

pling with the break up of

China’s civil airline mo-

nopoly, top aviation offi-
cials are now turning to the equally
complex problem of reorganizing
and modernizing the country’s air
traffic control system. The basic
equipment now in use is a 1953 vin-
tage system based on the Soviet
model. Civil aviation authorities con-
trol only “ribbons in the sky” and
limited airspace around airports; the
remainder falls under the military’s
Jurisdiction.

With air traffic expected to in-
crease several times by the year 2000,
such an antiquated system can no
longer safely meet China’s needs.
The emergence of new domestic air-
lines and the growing number of in-
ternational carriers establishing or
increasing air passenger and freight
services to China adds to the urgency
ol the modernization effort. A major
shift must be made from manual con-
trol of air tratfic (based on time and
distance separation of aircraft) to ra-
dar-based systems, a shift that was
made in the United States during the
1950s and 1960s. And civil and mili-
tary airspace must be safely inte-
grated—as was done in the United
States in 1958.

There is near-unanimous agree-
ment in China on the need to up-
grade China’s air traffic control facil-
ities and develop a national system
that integrates civilian and military
air traffic. The outstanding questions
are who will lead the effort, and how
quickly can it be done?

Little organizational coordination

China’s aviation planners have
turned first to the complicated insti-
tutional issues surrounding air trafhic
control. In many Western countries,
a strong civilian organization (such as
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the Federal Aviation Administration
in the United States) handles the na-
tion’s air traffic control, providing
service to both civil and military users
and setting aside airspace strictly for
military use.

In China, the situation is reversed,
with the air force controlling all of
the country’s airspace. Indeed, until
the 1970s, the bulk of China’s air
transportation was military: civilian
passengers and cargo traveled mostly
by rail. The General Administration
of Civil Aviation in China (or CAAC as
it is commonly known) is responsible
for safe civilian air travel throughout
China. Its department of Flight Op-
erations handles civilian air traffic
control, air navigation, telecommuni-
cations, surveillance, landing aids,
and meteorology.

The air force allocates just enough
airspace to CAAC for its immediate
needs: a width of eight kilometers
surrounding China’s 18 international
air routes (with two more to be added
later this year) and domestic routes
(about 200), as well as an additional
30-35 kilometers of airspace sur-
rounding China’s 80 civilian airports.
According to CAAC officials, the
State Council currently approves all
proposed civil air routes and resolves
any conflicts between CAAC and the
air force.

The air force also allocates a small
amount of airspace to the Ministry of
Aeronautics Industry for flight tests
of new aircraft, and to other minis-
tries for general aviation purposes in-
cluding agricultural spraying, map-

The authors work for the US Federal
Aviation Administration. Thomas P
Messier is the director of International

Aviation; James Etgen is the director of

Program Engineering and Mainte-

nance, and Fdward Harris is director of

the FAA Technical Center.

ping, and natural resource survey
flights. Helicopters used for indus-
trial purposes also operate outside of
CAAC’s air traffic control system.
CAAC therefore does not have any
control over—or generally any
knowledge about—military and gen-
eral aviation flights.

This lack of coordination between
civilian, military, and general pur-
pose aviation causes numerous prob-
lems and duplication of efforts.
About half of China's 80 civilian air-
ports are shared with the military,
but at each facility civil air traffic
controllers monitor civil traffic, and
a separate group of military air traf-
fic controllers regulate military traf-
fic.

Another problem is the lack of
standardization between civil and
military equipment. Unlike the prac-
tice in the United States, there are no
radar sites in China from which both
civil and military controllers can
share data. The air force uses pri-
mary radar for air traffic control and
other purposes, while CAAC uses
more sophisticated secondary ra-
dar—with which most military air-
craft are not equipped. The two sys-
tems also use different communi-
cations equipment, instrument
landing systems (ILS), and auto-
mated direction finding (ADF) equip-
ment, making interchange between
them difficult at best.

NATCA: The beginnings of
unified planning

The urgent need to unify air traffic
control planning is being addressed
through a major organizational re-
shuftling. The changes began last Au-
gust, when a special Air Traffic Con-
trol Leading Group was formed
under the direction of the State
Council. The group includes influen-
tial representatives from all of Chi-
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na's air traffic control bureaucracies,
including CAAC Director General Hu
Yizhou and leaders of the air force.

But this was just the beginning.
Shortly thereafter, the State Council
and the Central Military Commission
announced the creation of the Na-
tional Air Traffic Control Adminis-
tration (NATCA), a major new initia-
tive in developing an integrated
national air tralfic control system.
Officially set up in February 1987,
NATCA represents the most signifi-
cant aviation policy decision of the
last year. Reporting directly to the
State Council, NATCA is charged with
unifying the control of China's air
trafhc—the first step toward creat-
ing a Chinese version of the US com-
mon air traffic control system. For
the time being its staff is preoccupied
with long-range planning, but
NATCA is scheduled to assume opera-
tional control of air traffic by late
1990, the end of the current five-year
plan and thus a natural institutional
break-point.

Although plans are not yet final-
ized, NATCA is expected to continue
absorbing many air traffic control
personnel from CAAC and the air
force, and technical cadre from min-
istries such as astronautics and elec-
tronics. Some air traffic control re-
search institutes will be transferred
intact from CAAC and the military to
NATCA. The military will probably
continue to play an important role in
air traffic control, but the way in
which responsibility will be shared
with NATCA remains to be worked
out.

Although these organizational
changes represent a major step for-
ward, there may be problems and de-
lays in transferring ideas from paper
to practice. Among the numerous is-
sues to be resolved include how to
structure and share airspace, how to
ensure the commonality of equip-
ment and the necessary civil/military
coordination, and when to give the
military priority in certain airspace.

Long-range plans still up in the
ailr

While the question of who will be
responsible for air traffic control in
China’s future is beginning to be re-
solved, the practical issues of how the
air traffic control system should be
structured are just beginning to be
addressed.

NATCA's first major task is to eval-
uate China's air traffic control situa-

International air terminal at the Beijing Airport

tion. By the end of this year NATCA
intends to submit a proposal for re-
forming China’s air traffic control
system to the State Council, together
with a long-range plan for moderniz-
ing air traffic control. After the sys-
tem design and architecture are
agreed upon by both CAAC and the
military, a more detailed implemen-

tation plan will be required, but when
this will be drawn up is not yet clear.

To handle this job, NATCA will
have to get more funding from the
State Council after the initial report
is approved. NATCA did not obtain
the budget it expected for its inital
cadre of about 100 people and has
not been allocated funds to contract

The United States has begun to help
with China’s air traffic control mod-
ernization and is poised to play an
even more active role.

The US Federal Aviation Adminis-
tration is working actively with China’s
civil air authorities in several areas. In
March 1986 CAAC and the FAA signed
a Memorandum of Agreement for
Technical Cooperation in the Field of
Civil Aviation. The first annex to that
agreement, also signed in March, al-
lowed the FAA to extend a production
certificate to the MD-82 aircraft now
being built in Shanghai by McDonnell
Douglas, in conjunction with the
Shanghai Aircraft Industry Corpora-
tion. The annex was put to work al-
most immediately, as FAA authorities
certified the first aircraft off the as-
sembly line on July 31 (see p. 36).

The FAA is also involved in China's
air traffic control programs, and has a
working relationship with CAAC's air
traffic control authorities. The FAA is
also getting to know officials in Chi-
na's newly created National Air Traffic
Control Administration (NATCA). Se-
nior NATCA officials visiting the
United States, Canada, and Europe
were hosted by the FAA in August,
just two motnhs after the FAA hosted
a CAAC delegation. NATCA and the
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FAA are already discussing the pos-
sibility of signing a memorandum of
agreement similar to that between the
FAA and CAAC.

Last year, when China expressed in-
terest in developing a plan to guide
future aviation system development
and operation, the US government
Trade and Development Program
(TDP) offered to fund such a study—if
performed by US firms. TDP asked the
Federal Aviation Administration to
propose the outline for the study, and
sent the authors of this article, with
National Council Vice President Rich-
ard E. Gillespie, to Beijing in March to
meet Chinese aviation officials, tour
CAAC facilities, and develop the terms
of reference for such a study. Last
spring TDP extended an ofhcial offer
to China to fund the study, and is
awaiting CAAC's decision, expected
later this year.

Such a study could prove useful to
both the US government and industry
in identifying future areas of coopera-
tion in air traffic control. Guo
Yunzhong, director general of
NATCA, has already expressed an in-
terest in the US system as a starting
point for guiding the development of
China’s air traffic control system, tai-
loring it to China’s special needs.
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CHINA'S AIR TRAFFIC CONTROL
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out for additional help. NATCA plans
to ask for more people and funding
from the State Council for the 1988—
90 time frame, and because of the
priority now being given to this sec-
tor, they are optimistic that the re-
quest will be approved.

Funding for NATCA will only be
the first test of China’s commitment
to improving air traffic control. To

Anwork by Johs Yanson
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catch up with the key developments
and technologies now being used in
many other countries, China will
need to spend significant sums of
-money (see p. 32). These improve-
ments will not only enhance effi-
ciency but safety as well. As utiliza-
tion of China’s air traffic control
system grows, the potential for acci-
dents increases apace. More sophisti-

Soukc e CAAC Flight Operations Departiment

cated tools are required to accommo-
date additional air traffic without
causing long delays or compromising
safety. These include microwave
landing systems (MLS), automated
weather observation stations, aircraft
collision avoidance systems, im-
proved terminal and en route radars,
and advanced computers for use in
air traffic control.
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Managing short-term challenges

Until a long-range plan to unify air
traffic control is agreed upon, CAAC
will continue to handle day-to-day ci-
vilian air traffic control, within the
limitations imposed by the current
system.

And as long as the current air traf-
fic control structure remains in
place, prospects for increased num-
bers of flights or improved service
are limited. High altitude en route
traffic is restricted to one flight level
in any given direction. For instance,
aircraft flying from Beijing to Shang-
hai must stay at 9,000 meters, while
flights from Shanghai to Beijing must
remain at 6,000 meters. Since planes
cannot change altitudes when turbu-
lence occurs, travelers are often sub-
jected to bumpy flights. And only
three planes per hour can travel any
one route, because China's manual
air wraffic control system requires a
20-minute separation between air-
craft.

China’s civilian air system handled
approximately 400,000 take-offs and
landings last year, carrying some 10
million passengers—about the same

level handled in 1986 by Dulles In-
ternational Airport near Washing-
ton, DC. Only 16 of the 80 airports
used for civilian air traffic are consid-

ered major airports, and just three of

these—Beijing, Guangzhou, and
Shanghai—see as much air traffic as
a small American city.

Throughout the country there are
10 regional control areas, 14 termi-
nal control areas (regulating airport
approaches), and one control zone
in Beijing. Currently, approaches to
all airports except Beijing are rou-
tinely run from towers—using non-
radar control procedures. The pro-
cess is further slowed by a 10-minute
terminal separation requirement,
which means that no more than
six aircraft per hour can use one run-

way.

Goals for 1990

CAAC is attempting to work within
this structure to solve some of the
immediate problems before NATCA
becomes fully operational. The Asian
Games that Beijing plans to host in
1990, for instance, will require many
more flights and better scheduling
than can be handled at present.

CAAC has developed a plan for pri-
ority equipment purchases during
the Seventh Five-Year Plan period.
An important goal is to improve com-
munications and upgrade precision
landing systems at major airports—
problems that contribute to the flight
cancellations and disruptions for
which CAAC is frequently criticized.
Several high-use routes in the eastern
third of China need improved naviga-
tion aids and better communications
equipment to handle more traffic
safely. And in northwest China, exist-
ing air traffic control facilities are
poor, and better navigation, commu-
nication, and landing systems are
needed.

The following summary illustrates
some of the short-term challenges
and solutions CAAC will be working
on for the next few years:

e [nstrument Landing Systems
(ILS) are available at only 16 major
airports (see map), all qualified for
Category I approaches (200-foot ver-
tical ceiling and one-half mile hori-
zontal visibility). The lack of preci-
sion landing aids at even the largest
airports severely handicaps schedule
reliability. Authorities hope to install
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REPORT FROM THE BEIJING AIRPORT

Beijing’s airport—the newest and
most modern in China—is ready to take
on a greater role in air traffic control as
China’s air traffic rises. But for now its
facilities and equipment remain under-
utilized.

Open from 6 am until 10 pm daily,
the Beijing Airport averages only 20 to
30 take-offs and landings each hour in
fair weather, compared 1o about 120
operations per hour at a major US air-
port. Some 20 air traffic controllers—
L1 fully trained and certified—work at
the Beijing Airport, a number sufficient
to handle the present level of traffic.

The Beijing Airport includes a new

but rather austere terminal building. Tt
1s connected to the city by a modern
two-lane roadway that should easily be
able to accommodate an increase in the
trafhc traveling that route today. The
airport is served by a pair of relatively
smooth and well constructed parallel
runways—I8 and 36 left and right—
suitable for handling 747-class air-
planes.

Planes approach and depart the
Beijing Airport via six routes, four
south and east, two north and west, op-
erating to and from the two parallel
runways. The routes are eight kilome-
ters wide and authorized for CAAC's
use at altitudes up to 12,000 meters and
a distance of approximately 35 kilome-
ters from the airport.

Both runways are served by Category
Linstrument landing systems (ILS) man-
ufactured by Plessey (UK) and touch-
down runway visibility range (RVR)
equipment. For some time, the ILS sys
tems were not completely trusted by pi-
lots, due to CAAC's lack of flight inspec-
tion capability. They are now inspected
and being used with greater confidence.

A Wilcox (US) 585B Very High Fre-
quency Omnidirectional Range (VOR)
radar system also serves the airport,

Photos courtesy of Richard E. Gillespie

Air traffic controllers in the Beijing tower
use approach control radar supplied by
Thomson CSF.

Air-to-ground voice

tape recorder
supplied by Racal.

along with dual nondirectional beacons
(NDBs). The VOR system is currently
inoperative due to signal interference
and is awaiting relocation to a more suit-
able site. A doppler VOR system less
susceptible to interference may be pur-
chased to replace the current system.

The airport is equipped with airport
surveillance radar manufactured by
Thomson CSF (France), although
Beijing’s air trafhic controllers only use
it to confirm control instructions based
on manual time and distance proce-
dures. There are also dual precision ap-
proach radars of Japanese manufacture
servicing both parallel runways, but
they are seldom used due to the lack of
trained personnel.

.

The area control center houses five long-
range secondary surveillance radar con-
soles, two of which are in operation.

The traffic control tower at
Beijing has two control positions, one
for approaches and departures and an-
other for landings, takeoffs, and ground
control. The approach/departure posi-
tion is equipped with one VHF fre-
quency and a Thomson CSF BRITE ra-
dar display that uses radar data
processed by a Thomson system, provid-
ing alpha-numeric tags for the targets to
permit easy aircraft identification. An
approach control room in the old termi-
nal building is currently not in use.
Opened in 1985, it remained in opera-
tion only about six months, because

CAAC lacked the approximately 40 con-
trollers needed to staff both the tower
positions and the radar room. The low

The flight control briefing room. ‘Notice to Airmen’ bulletin board at right lists equipment that
is not operational at various airports on China’s major domestic and international routes.

volume of air traffic does not warrant
the investment—yet.
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Category I systems at all major air-
ports, while upgrading the TLS sys-
tems at Beijing, Shanghai, and
Guangzhou to Category 11 (100-fool
ceiling and 700-foot horizontal visi-
bility) by the early 1990s. This will
help reduce many of the long delays
travelers are subject to when visibility
at the departure or arrival points is
poor.

e Radar is used only for tracking
aircraft, not for directing and con-
trolling them. The shift to full radar
air traffic control will require a mas-
sive retraining of personnel and allo-
cation of additional airspace to ma-
neuver aircraft both vertically and
horizontally. CAAC hopes to begin
this process by extending secondary
radar coverage throughout the cast-
ern third of the country by the early
1990s.

e I'n route communications rely on
extremely outdated High Frequency
(HF) equipment; Very High Fre-
quency (VHF) coverage in China is
limited to airport terminal areas. By
contrast, in the United States, VHF
and UHF (ultra high frequency) com-
munications have been the rule since
the 1950s. Military aircraft are
equipped with a different range of

the frequency spectrum, so very few
can tune to civil communications
equipment when operating at the
civil airports. CAAC would like to in-
stall VHF communications for en
route control. The expense and logis-
tical problems of placing receivers
and transmitters in remote locations
are daunting—especially when air
traffic control centers must be linked
to remote facilities using China’s un-
reliable telephone lines. But China’s
aviation authorities hope to establish
VHF /ground communications along
all major air routes in time to serve
increased traffic during the Asian
Games.

e En route navigational aids are
still primarily nondirectional beacons
(NDB). There are also some VHF om-
nidirectional ranges with distance
measuring equipment (VOR/DMEs),
although they frequently do not
overlap. CAAC would like to establish
a comprehensive VOR en route
structure in for the Asian
Games.

e Ground-to-ground civil aviation
communications still rely in large
part on the public telecommunica-
tions network, operated by China’s
Ministry of Posts and Telecommuni-

time

cations (MPT). Although MPT is try-
ing to upgrade telecommunications
throughout the country, it is ex-
pected to have considerable ditficulty
meeting the needs of a modern air
trathc control system. Top CAAC of-
ficials concede that their own satellite
system may eventually be needed to
solve their communications prob-
lems.

CAAC is busy coping with the short-
term challenges of managing air traf-
fic control between now and 1990,
when it expects to turn over these
functions to NATCA. But the struc-
ture it must work within allows for
only limited improvement to the air
traffic control system. There is a des-
perate need to unify the control of
airspace between the military and
civil users and move toward a full ra-
dar-based air traffic control system.
These are the-long range challenges
that NATCA is now studying. Al-
though the organizational changes
have begun, and operational ques-
tions are under study, it will still take
many years before a unified system
can be put into operation given the
normal budgetary, bureaucratic, and
technical constraints any developing

country can expect to face. v

Chamber Releases 1987 Guide To Over
Two Thousand AmCham Members

he 1987 Members Directoryto

the American Chamber of

Commerce in Hong kong has
been released. The 462-page directo-
ry is divided into six major categories
of informaton:

A) “Who's Who"”
of over 2,300
members
which  gives
photographs
in most cases
as a help for
members in
recognizing
business con-
tacts at Cham-
ber events, in
addition to name and title, com-
pany address and phone number;

e

Membery Derecion

B) Companies Listing of the com-
pany members represented, de-
fining their nature of business,
contact information (e.g. telex,
facsimile, etc.), and lists of com-
pany employees who are Cham-
ber members;

C) A separate Products and Services
listing which groups company
members into over 30 categories
of business;

D) A guide to AmCham services for
members and non-members on
how to join;

E) An organization profile that de-
fines the approximately 20 action
committees of AmCham, as well
as the elected and staff authority
structures;

F) A contact and address directory

to all other American Chambers
of Commerce or related organi-
zations in the Asia-Pacific re-
gion.

A directory to U.S. Consulate of-
ficers and their special interest
areas.

It is now available for purchase at

HK$750/US$100 for non-members.

Checks should be made payable to
the American Chamber of Com-
merce in Hong Kong and sent with
orders to the attention of the Publica-
tions Manager, Rm 1030, Swire

House, Central, Hong Kong.

o
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When and where will China’s limited funds be

spent?

Sizing up the Air
Trathic Control Market

Richard E. Gillespie and Beverly Musolf Lopinto

Ithough China is similar in
size to the United States, it
has neither the need nor
the resources to invest any-
where near the $12-$15 billion allo-
cated to the US National Airspace
System Plan, which will guide air traf-
fic control modernization in the
United States through the year 2000.

In fact, China has spent less than
$50 million since it began to procure
a new generation of air traffic con-
trol equipment in the early 1970s.
Purchases have been made from an
assortment of foreign suppliers, with
apparently little effort at national co-
ordination. Political considerations,
as well as price, appear to have fig-
ured prominently in these decisions.

Major suppliers to date have been
largely Western European and Japa-
nese firms. Thomson CSF of France,
under a contract negotiated in 1973,
provided primary and secondary ra-
dar for the top-priority Beijing—
Shanghai air corridor. Other impor-
tant sales have been awarded to the
Japanese companies Toshiba and
Nippon Electric Corporation, and
Racal and Plessey of the United King-
dom. US firms began to make some
inroads in the early 1980s, including
small sales of approach radars and
instrument landing systems from
companies such as Eaton’s AIL Divi-
sion and Northrop’s Wilcox Electric
Corporation (see table).

China appears 1o be continuing
this uncoordinated approach to air
traffic control purchases. Of the
eight major airports where secondary
radars are now being installed, equip-
ment from at least five foreign ven-
dors is in the pipeline: Thomson CSF,
Plessey, Toshiba, Nippon Electric,
and Cossor (in conjunction with

32

Raytheon). This could create serious
problems in making equipment com-
patible, acquiring spare parts, and
training personnel for each type of
t'qlllpnlt'lllA

Purchase plans for the future

Purchases of air traffic control
equipment are currently funded by
CAAC and the central government
and usually negotiated by the China
Aviation Supplies Corporation under
CAAC. Some equipment orders origi-
nate with local aviation authorities,
who submit their equipment needs to
CAAC. But procurement plans are
also formulated by CAAC’s planning
department, which came up with a
plan to purchase equipment for 20
airports during 1986-90. After two
rounds of negotiations with foreign
suppliers in 1984 and 1985, CAAC
bought equipment from Toshiba
(secondary surveillance radar), Nip-
pon Electric Corporation (air traffic
control equipment), and Plessey (ad-
vanced Watchman radar systems).

Modernization during the rest of
this decade will focus on upgrading
major air routes in the eastern third
of China, with the heavily traveled
Beijing-Shanghai-Tokyo, Shanghai—
Guangzhou, Beijing—Guangzhou,
Beijing—Chengdu, and northern Eu-
ropean routes receiving the greatest
attention. Increasing secondary sur-
veillance radar coverage, extending
Very High Frequency (VHF) air-to-
ground communication facilities
along major routes, upgrading preci-

Richard E. Gillespie is vice president of
the National Council for US-China
Trade. Beverly Musolf Lopinto conducts
organizational research at the National
Council.

sion landing capability, and provid-
ing VHF omnidirectional range with
distance measuring equipment
(VOR/DME) coverage on these
routes will take priority.

The US Federal Aviation Adminis-
tration estimates that imports worth
$8-$12 million will be needed for
these programs, including naviga-
tional aids, landing aids, communi-
cations equipment, and installation
services. To make these purchases,
China’s newly established National
Air Traffic Control Administra-
tion (NATCA) is predicting a sig-
nificant rise in spending and foreign
procurement during the last two
years of the Seventh Five-Year Plan
(1989-90).

China’s spending on air traffic
control should continue to climb
during the 1990-2000 period, assum-
ing aviation officials go forward with
the plan to establish a new nation-
wide air traffic control system. The
outline of the system will remain un-

clear until NATCA'’s ongoing study of

long-term air traffic control needs
has been completed. But NATCA offi-
cials provided some clue as to what
may lie ahead when they voiced inter-
est in equipping at least some air-
ports with the modern microwave
landing systems (MLS); further ex-
panding VHF air-ground communi-
cations, perhaps by renting one or
more INTELSAT transponders to al-
low satellite coverage, extending
VOR/DME coverage to all air routes;
and purchasing airport surface de-
tection equipment (ASDE) radars for
China’s busiest airports.

These improvements could prove
expensive. According to FAA esti-
mates, foreign procurement of air
traffic control equipment could run
in excess of $1 billion during the
1990s. Establishing modern air route
traffic control centers in each of Chi-
na's 10 flight information regions,
for instance, could cost up to $40
million per region. And installing ter-
minal radar approach and tower con-
trols in high-density airports such as
Beijing, Shanghai, and Guangzhou
could generate another $10-$20 mil-
lion worth of foreign imports at each
airport, depending on the size of the
facility.

Efforts to upgrade domestic
production

While significant purchases of for-
eign services, technology, and equip-
ment are definitely required to move
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China toward its air traffic control
goals, the Ministry of Electronics In-
dustry (MEI) hopes to replace im-
ports with domestically manufac-
tured equipment wherever possible.
But domestically made equipment
will be able to make only a small dent
in China's equipment needs through
the end of the decade.

Some of the equipment that can be
produced in China is still only in the
testing stage and is not yet used for
commercial operations. For instance,
China now produces two types of air
traffic control radar: a primary radar
system, capable of search and detec-
tion, and a more advanced secondary
radar system. The first was installed
last year for experimentation at
Chengdu’s Shuangliu Airport, and
MEI hopes to make similar radars
commercially available for other air-
ports with heavy traffic by mid-1988.
The secondary radar system is being
installed for testing at the Jinan Air-
port in Shandong.

MEI has also been in touch with a
number of foreign firms to explore
the possibility of jointly producing
some types of equipment such as ra-
dar and navigational aids. The first
technology transfer agreement in the
air traffic control area was signed in
1985 with the British firm Racal for
the assembly of nondirectional bea-
cons in China, and NATCA officials
say that there will be more opportu-
nities for similar types of deals.

Maximizing US competitiveness

Chinese aviation authorities have
made it clear that they are looking to
the United States as the source of
much of the world’s most advanced
air traffic control technology. The
decline in the value of the US dollar,
combined with the relaxation of US
export controls, has helped make US
firms more competitive in China’s air
traffic control market. At least 25 US
companies are already trying to mar-
ket services, technology, and equip-
ment to China, and many more may
become active if China’s purchases
begin to pick up.

But maximum US competitiveness
will require further relaxation in uUsS
export controls. Most air trafhic con-
trol radars, VOR, ILS, and MLS
equipment fall within acceptable
technical limits for sales to China on
the US government Commodity Con-
trol List. But the data processing and
networking required to process some
of the information supplied by more

sophisticated radar is technology that
remains tightly controlled by the US
government.

Other countries also stand to gain
from China’s expected rise in pur-
chases, and these governments will
continue to offer mixed credits to

ment exports to China. As China be-
gins to reorganize its air trathc con-
trol structure, the market appears set
to pick up in the next few years. Po-
tential suppliers around the world
are already busy assessing the pros-
pects and positioning themselves.

el

stimulate their technology and equip- The race is on. 7.
MAJOR AIR TRAFFIC CONTROL PURCHASES 1980-87
Company Item Date of Contract Remarks
Thomson CSF (France) SSR NA
Racal Corp. (UK) Doppler VOR (11) July 1987 China will make some
components of the
antenna system
Racal (UK) HF linear amplifiers/ June 1987 For Beijing Airport
transmitters (3)
Wilcox Electric Corp. (US) ILS (7) 1987 For Guiyang, Shantou,
Chengdu, Foshan,
Huiyang, Yantai,
Guangzhou
Cossor Electromics (UK) Monopulse SSR (1) 1986
Wilcox ILS (6) 1986 For Beijing (2), Tianjin,
Hefei, Changchun
Nippon Electric Corp. (lapan) ATC system 1986 For Shanghai
Plessey (UK) ATC system 1986 For Xiamen
Racal DVOR station (1) 1985 DVOR for remote site
NDB (40) in south China; NDBs
to be assembled in
China under
technology transfer
agreement
Toshiba Corp. and ATC system (including 1985 For Beijing,
Nissho Iwai Corp. (Japan) airport surveillance Guangzhou/Beihai,
radar and 9 SSRs) Wuhan, Dalian, and
Xi'an
Standard Electric System 4000 Navaid (1) 1985 For Beijing and Tianjin
Lorenz (FRG)
Denro (US) ATC communication 1984 For Guangzhou
system (1)
Wilcox VOR (2) 1985 For Beijing and
Shanghai
Wilcox DME (1) 1985
Wilcox ILS (6) 1985 For Beijing, Beihai,
Meixian, Guangzhou,
and Qingdao
Park Air Electronics (UK} VHE-FM transmitters 1984 For ground-to-air
and receivers (200+) communications
Wilcox DME (4) 1983
Racal International 1982-85
communications
recorders (40)
Wilcox VOR and DME (1) 1982
Wilcox VOR/DME/ILS (1) 1982 For Xiamen
Eaton Corp. /AIL (US) SSR (1) 1981 For Guangzhou
Wilcox (US) DME (7) 1981 For colocation with
Wilcox ILS and VOR
equipment purchased
in 1980
Wilcox VOR (2) 1980
Wilcox ILS (5) 1980 For Chengdu, Xi'an,
Guilin, Shenyang, and
Xiamen
(Thomson CSF (France) was a major ATC equipment supplier in the 1970s.)
Compiled by John D. Lewis
ATC = Air Traffic Control Navaid RS Na\-‘lga.hona.l Al
) NDB = Non-Directional Beacon
DME = Distance Measuring Equipment .
i SSR = Secondary Surveillance Radar
ILS = Instrument Landing Systems s
HE = B d o VHF = Very High Frequency
8 quency VOR = VHF Omnidirectional Range
Soukce The National Council for US-China Trade
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Coping with the strains of an aging fleet

Forecasting China’s
Aircraft Needs

Adam M. Pilarski

he demand for aircraft in a
given country depends on
the health of the airline in-
dustry, which in turn is a
function of the level of air traffic. In
China, both international and do-
mestic air trathe are booming. Do-
mestic air travel grew at an average
annual rate of more than 25 percent
between 1972 and 1985, while inter-
national travel increased almost 240
times, or more than 50 percent an-
nually! Although such a rapid pace
cannot be sustained forever, both
China’s domestic and international
air trafhic are expected to continue
growing at double-digit rates for the
remainder of the century—putting
tremendous pressure on the airline
industry to increase its service.

Predicting air traffic

Since most of China’s air passen-
gers are traveling on business for
State-owned enterprises, and be-
cause CAAC and the recently formed
regional airlines are owned by the
government, the Chinese govern-
ment ultimately both pays out and
collects most airline industry reve-
nue. This dominance of the govern-
ment is, however, less important in
forecasting air travel than one might
suspect. In fact, a centrally planned
economy allocates resources to air
transportation in much the same way
that individual travel decisions are
made in other countries.

Studies in country after country
confirm the same basic relationship:
as national income grows, so does air
traffic—and at a pace one-and-a-half
to two-and-a-half times faster than
income. As levels of productivity and
education rise, the value ol people’s
tume increases, making them more
likely to hop a plane than take a train.
And as incomes go up, people can
afford to spend more on luxuries like

34

The existing fleet—minus
anticipated retirements and
including the 69 firm orders
Jor new aircraft as of early
1987 —falls far short of sat-
isfying China’s needs.

air travel. These principles apply in
China as well as in other countries:
as national income rises, the gov-
ernment has more money to send
personnel on business trips. And rec-
ognizing the importance of effi-
ciency, the government is likely to
want to get them there and back as
fast as possible.

The need to decrease CAAC's high
load factors (the measure of how
many plane seats are flled on aver-
age) will also have an impact on air
traffic in the coming years. In the last
few years, CAAC's load factors have
been substantially higher than those
ol airlines in other regions of the

Adam M. Pilarski is chief economist at
Douglas Aircraft Company, part of the
MeDonnell Douglas Corporation. The
China fleet forecast is based on early
1987 data from official Chinese sources.
The opinions are those of the author, and
do not necessarily reflect the views of the
McDonnell Douglas Corporation. A full
text of the speech from which this article
is adapted will appear in China’s
Global Presence, to be published this
year by the American Enterprise Insti-
tute’s Center for Public Policy Research.

1985 most CAAC routes
were being flown at 70 percent—and
in some cases more than 80 percent
—ol capacity, showing the difficulty
China is having in meeting the rapid
increases in demand. Although high
load factors are profitable, they do
not necessarily maximize profits.
China’s planes are so crowded that
CAAC is actually turning away many
passengers. Making greater use of an
aircraft (a fixed cost) by adding new
flights could therefore bring in more
revenue even if the plane is less full.
[t can be assumed that aircraft use in
China will increase and load factors
will decrease to an average load fac-
tor of 65 percent by the year 2000—
the level Chinese aviation analysts
claim is reasonable for their country.

The number of plane departures
should continue to rise an average of
11 percent annually between 1985
and 2000. This figure is unusually
high because CAAC’s current level of
service is still very low compared with
other countries.

Based on these and other calcula-
tions, China’s domestic air traflic is
predicted to grow at double-digit
rates for the remainder of the cen-
tury: 13.7 percent from 1986-90;
12.1 percent from 1991-95; and
10.5 percent from 1996-2000, yield-
ing an average 12.1 percent annual
increase in air traffic over the next 15
years. These numbers are twice the
world average, which is expected to
increase by only about 6 percent an-
nually during these years.

According to this forecast, China’s
domestic air trafhic in the year 2000
will be more than five times greater
than in 1985. In other words, by the
year 2000, China's domestic air traf-
fic should reach 43.85 billion passen-
ger-kilometers, up from 7.88 billion
in 1985. But the size of this increase
should be put into perspective. Even
this level of growth will amount to
only 12.5 percent of the projected air
traffic in the Soviet Union in the year
2000, and less than 5 percent of the
level in the United States.

world. In

Implications for the fleet

While China’s air traffic in the year
2000 will still be relatively small by
international standards, it will be
large enough to pose a serious chal-
lenge to the country’s aging fleet of
aircraft. The country’s civil fleet con-
sists of less than 150 planes of some
I8 different types, most of them old
and no longer efficient. As a conse-
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quence, CAAC's average plane pro-
ductivity is low compared with other
world airlines. If CAAC continues to
retire its aircraft after 20 to 30 years,
most of the planes currently in opera-
tion will be out of service by the year
2000, leaving only about 35 of to-
day’s aircraft in operation. Those put
out of commission will generally be
smaller, short-range planes. The ex-
isting fleet—minus anticipated re-
tirements and including the 69 firm
orders for new aircraft as of early
1987—falls far short of satisfying
China’s needs, based on the fore-
casted 12.1 percent average annual
trafhic growth over the period.

To satisfy demand, the CAAC fleet
must grow to an estimated 462 planes
by the year 2000. If China chooses to
buy all of these aircraft from abroad,
it will need to purchase an additional
358 passenger aircraft by the year
2000 at a cost of about $7 billion (in
1986 dollars). During the first five
years of the forecast, mainly small,
short-range planes will be needed.
But between 1996 and 2000 larger
aircraft are likely to gain favor to al-
low China to meet rising demand
without causing delays or overcrowd-
ing in the skies. If feeder aircraft are
excluded from this calculation,
China would need 186 jets, costing
$5.7 billion in 1986 dollars—roughly
3.3 percent of total predicted inter-
national demand for aircraft during
this 15-year period.

The need for large quantities of
new aircraft poses a difficult question
for China. Should the country take
advantage of its huge labor force to
try to play a major role in the interna-
tional aircraft market during the 21st
century? Or should it stick to a more
modest role as a producer of smaller
aircraft, buying or jointly producing
large trunk aircraft with the assis-
tance of foreign aviation firms?

China’s present strategy aims (o
balance imports of foreign equip-
ment and technology with increased
production of some domestically de-
signed aircraft. Between $300 and
$350 million is set aside in the State
budget for commercial aircraft devel-
opment programs during the years
1986-90. The money will be used to
keep China basically self-sufficient in
feeder planes by improving the do-
mestically designed Yun-7, Yun-8,
and Yun-12. CAAC has already or-
dered 40 of the Yun-7, now being
modified in Hong Kong, to be deliv-
ered by 1990. In all, China plans to

build some 200 commercial aircraft
during the 1986-90 period, includ-
ing the Yun-7, Yun-8, Yun-12, MD-
82, and general aviation planes.
China’s aircraft industry leaders
also appear interested in assuming a
major international role by produc-
ing greater numbers of large trunk
aircraft—but the risks are great and
the costs high. While the country ei-
ther possesses or will acquire sufh-
cient technical knowledge to plan,
design, and manufacture such a
plane, it will have to raise the pro-
ductivity of its work force and skill of
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middle-level management if it hopes
to make a viable product for the
world market. What’s more, the non-
recurring costs of developing an all-
new plane normally reach more than
$2 billion. The additional tooling,
component purchases, and other
production costs will require an in-
vestment of up to $10 billion prior to
delivery of the first plane.

Trying to close a gap of decades in
too short a time may only produce
frustration, waste large sums of

money, and result in noncompetitive
e

products that are difficult to sell. %
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McDonnell Douglas: The Management Challenge
Madelyn C. Ross

n March

1985, McDonnell
Douglas Corporation (MDC)
made history by signing the
largest Sino—American tech-

nology transfer agreement to date,
through which it will help a Shanghai
factory join the highly select frater-
nity of factories throughout the
world producing major passenger
aircraft. The 500-page, 12-year
agreement between McDonnell
Douglas, the Shanghai Aviation In-
dustrial Corporation (SAIC), and the
China Aviation Supply Corporation,
covers the production license for the
MD-82 aircralt, product support, the
establishment of a flight crew mainte-
nance and training center, offset and
countertrade, future technology co-
operation, and technical and man-
agement assistance.

Embroiled in the technical com-
plexities of finalizing this agreement,
many Chinese project executives un-
derestimated the management prob-
lem involved in getting such a huge
venture off the ground. According to
Gareth Chang, president of McDon-
nell Douglas China, there simply
weren't enough Chinese managers
with hands-on experience in com-
mercial aircraft production. Al-
though the Shanghai Aircraft Manu-
facturing Factory (the division of
SAIC that is actually building the MD-
82) had designed China’s experimen-
tal Yun-10 passenger aircraft and
done numerous aircraft overhaul
projects, it had never before faced
the rigors of commercial production.

Before McDonnell Douglas and
SAIC could get down to work, the
contractual partners’ respective roles
had to be clarified. McDonnell Doug-
las is not an equity partner in the
project, a fact posing certain difficul-
ties for company managers in China.
Under the terms of the license agree-
ment, McDonnell Douglas personnel
are technical and management advis-
ers who may express opinions but do

Photo courtesy of Madelyn C. Ross

Working face to face: Joseph A. Benko, MDC
director of Manufacturing and Wang
Hongnian, vice president of Shanghai Air-
craft Manufacturing Factory.

not make most final decisions. For
since. MDC personnel are
not directly in charge of Chinese re-
sources, they cannot make any
changes in the number or type of
Chinese personnel on the project.
Great patience and diplomacy are re-
quired to resolve such differences of
opinions to the satisfaction of both
parties.

imnstance,

Technical and time pressures

Things might be easier on SAIC if it
could afford to experiment and learn
from its mistakes. But the factory has
agreed to an ambitious delivery
schedule with its customer, CAAC.
Not only are the planes expected to
be ready to go into operation when
they come off the line, but at CAAC’s
insistence they must also be certified
by the US Federal Aviation Adminis-
tration.

Madelyn C. Ross, editor-in-chief of The
China Business Review, has followed
the McDonnell Douglas project since
1983. She interviewed American and
Chinese managers at the Shanghai fac-
tory in 1986, and would like to thank
Sfree-lance reporter Charles Barton for
sharing insights from his visits to SAIC
this year.

aircraft

In order to certify MD-82
built in China, the FAA must be satis-
fied that the procedures and quality
control systems being followed at the
factory in Shanghai are a mirror im-
age of those in Long Beach; in other
words SAIC must become “Long
Beach West” in the words of one
FAA executive. But all these systems
have had to be built up from scratch
at SAIC, where the factory has had
more experience with Soviet than
American technical procedures.
SAIC Vice President Wang Hongnian
explains that not only are US
drawings more detailed, but material
specifications also differ consider-
ably.

The MD-82 certification program,
a new role for the FAA, is a
precedent that may soon be tried
elsewhere—South Korea, for in-
stance. Although the FAA has regis-
tered some concern about how
closely its procedures are being fol-
lowed in Shanghai, FAA officials
have praise for the overall MD-82
program in China, which they see
ushering in a new era of inter-
nationalization in aircraft produc-
tion. They even credit the Shanghai
factory with some procedural im-
provements, such as using a more
precise tool than the FAA requires to
solve a certain wing problem.

Creative team building

Because of the extreme pressures
on the project, both sides admit that
unusually close teamwork is vital to
its success. This need has been met at
the top through the creation of a 20-
member joint executive management
board that meets once a month, co-
chaired by Gareth Chang of MDC
and Jing Deyuan, president of SAIC.
Board members not only resolve dis-
agreements but oversee the progress
of the entire cooperative program.

A great deal of effort has gone into
creating a viable team of Chinese and
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The beginnings: a delegation from China looks over the McDonnell Douglas commercial
aircraft facility in Long Beach, CA, in 1977.
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American managers. MDC execu-
tives and their Chinese counterparts
share responsibility for important
functions such as quality assurance,
production, and engineering. Ap-
proximately 150 SAIC employees
were sent to Long Beach for several
months of training shortly after the
contract was signed in 1985, and
many returnees have since assumed
leadership positions with the project.
Their training in the United States
has proven invaluable in understand-
ing MDC management control and
work procedures.

Gradually a closely knit team is be-
ing fashioned through innovative
management—or, as Gareth Chang
calls it, “People’s Integrated Team
Building.”” The first such effort, in-
volving 15 top managers from each
side, took the form of a four-day sem-
inar in the fall of 1985. The partici-
pants were encouraged to lay their
concerns on the table, no matter how
insignificant—or sensitive. At first
some of the Chinese participants
were reluctant to say anything critical
about the project. But gradually the
team “‘broke the code,” and began to
review not only the MD-82 project in
general but individual responsibil-
ities and actions. After much discus-
sion, fist pounding, and even shout-
ing, they ironed out a number of
misunderstandings. These sessions
are continuing, and managers on
both sides of the project feel that
they help clear the air, allowing them
to get on with the work at hand.

And every Friday afternoon, Chi-
nese managers meet to learn manage-
ment theory from Chuck Nunnelly,
who is responsible for management
development on the project.
Nunnelly is instructing them in the
“grid”’ theory, which encourages

open communication, and lies at the
heart of the management strategy
used by McDonnell Douglas and
many other US companies. Chinese
workers are used to a more depart-
mentalized approach, in which dif-
ferent factory units are assigned sep-
arate functions and have little need
to communicate with each other.
Nunnelly hopes that once the Chi-
nese personnel understand US man-
agement techniques, they and their
US partners will be able to work to-
gether more effectively.

Breaking down barriers

One of the greatest challenges for
Nunnelly is encouraging workers to
actively acquire and question knowl-
edge. He explains that workers in
China rely almost exclusively on an
exam system as a measure of knowl-
edge. “If you pass the examination,
you're qualified. The practical appli-
cation of these things and the validity
of the information itself is unques-
tioned. From our point of view, that’s
just where you begin your ques-
tions.” This approach can lead to
passivity on the job, summarized by
one US executive as an attitude of
“‘give us your manuals so we can
translate and study them.” Nunnelly
has brought case studies and practi-
cal problem-solving exercises to
Shanghai and feels that the workers
are gradually becoming more willing
to air their views and go to their im-
mediate superior with questions.

The problem of language remains
a basic roadblock to effective team-
work—and one of the most difficult
to resolve given the vast amount of
personnel and technical material in-
volved in this project. The factory
employs approximately 300 people
to translate a mountain of produc-

MORE THAN A DECADE
IN CHINA

1975: John Brizendine, president of
Douglas Aircraft Company (part of
the McDonnell Douglas Corp.), writes
to the Ministry of Aeronautics propos-
ing a technology transfer project.

1978: The Ministry of Aeronautics no-
tifies Douglas that they are seriously
considering the technology transfer

proposal.

1979: Shanghai Aviation Industial
Corporation (SAIC) begins producing
main landing gear doors for the Mc-
Donnell Douglas DC-9 at SAIC facili-
ties in Shanghai. McDonnell Douglas
Corporation (MDC) signs an agree-
ment in principle for coproduction of
MD-82 aircraft in China.

1980: MDC Chairman Sanford Mc-
Donnell meets with Deng Xiaoping to
discuss the joint aircraft production
project. Later, economic readjust-
ment in China leads to a three-year
postponement of the company’s nego-
tiations.

1983: Delivery of two MD-82 aircraft
sold to the Shanghai Regional Admin-
istration of CAAC.

January 1984: MDC signs a second
preliminary agreement for the copro-
duction of aircraft in China.

March 1984: State Council gives its ap-
proval for Shanghai and the Ministry
of Aeronautics to proceed with the
second stage of aircraft coproduction
negotiations.

March 1985: McDonnell Douglas Cor-
poration and Shanghai Aviation In-
dustry Corporation sign a technology
license agreement covering the pro-
duction of 25 MD-82 aircraft, with op-
tions on 15 additional aircraft.

May 1985: 143 personnel from Shang-
hai Aviation Industry Corporation go
to Long Beach, California for up to
eight months of training at McDonnell
Douglas facilities.

September 1985: Delivery of the third
MD-80 aircraft to the Shanghai Re-
gional Administration of CAAC.

December 1985: Delivery of two MD-
80 aircraft to CAAC’s Shenyang Re-
gional Administration, bringing to five
the number of aircraft MDC has sold
and delivered to China.
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January 1986: Shipment of the first
aircraft assembly kit to Shanghai for
the initial phase of the MD-82 copro-
duction project.

March 1986: The US Federal Aviation
Administration and China sign a
memorandum of agreement. The an-
nex to this agreement makes US certi-
fication of the Shanghai-built MD-82
possible.

April 1986: Assembly of the first MD-
82 begins with approximately 40 MDC
personnel working on-site at SAIC.
Official FAA inspection visits begin
and continue at intervals of several
months.

November 1986: Work begins on a
flight crew training and service facility
for the MD-82 aircraft at Shanghai’s
Honggqiao Airport, jointly established
by McDonnell Douglas and CAAC.

March 1987: Approximately 75 MDC
employees are working at SAIC. MDC
responds to the Ministry of Aeronau-
tics’ call for a proposal to coproduce
150 trunk aircraft in China.

June 1987: The first MD-82 aircraft is
completed at SAIC facilities.

July 1987: Successful test flight of the
coproduced MD-82 aircraft in Shang-
hai. The aircraft is awarded an air-
worthiness certificate by the FAA and
delivered to the Shenyang Regional
Administration of CAAC.

August 1987: The first coproduced
MD-82, based in Shenyang, goes into
operation on domestic Chinese air
routes.

December 1987: The second jointly
produced MD-82 aircraft is scheduled
for delivery to the Shanghai Regional
Administration of CAAC.

1988: Four additional jointly pro-
duced MD-82 aircraft are scheduled
to be produced by SAIC and delivered
to CAAC. The MD-82 flight crew
training and service facility is sched-
uled to open at Honggiao Airport.

1989: Seven jointly produced MD-82
aircraft are to be delivered to CAAC.

1990: Eight jointly produced MD-82
aircraft are to be delivered 1o CAAC.

1991: Four jointly produced MD-82
aircraft are to be delivered to CAAC.
Last year of the coproduction agree-
ment.

Photo courtesy of Madelyn C. Ross
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tion documents and quality control
procedures. Another 80 interpreters
work in the factory. Many MDC em-
ployees have their own full-time per-
sonal interpreter. Some of the Amer-
icans are tutored in Chinese on
Saturday, and the factory also spon-
sors English-language training ses-
sions for interested Chinese employ-
ees. This army of translators,
interpreters, and teachers are finally
beginning to get both sides talking
the same language, but it is a long,
slow process. '

Motivating employees is another
challenge. In addition to the normal
individual bonus system, extra bo-
nuses awarded every three
months to the shops that have ex-
celled in meeting quality standards
and deadlines during the preceding
evaluation period.

MDC advisers have also succeeded
in getting an overtime system in place
to help make up for delays in the pro-
duction process—although first they
had to convince factory employees
that if they worked extra hours in a
day, they were expected to accom-
plish more than they would in an av-
erage work day. The factory also im-
plemented a two-shift, seven-
day-a-week work schedule at the
beginning of this year to bring the
production of the first plane back on
schedule.

are

Laying groundwork for the future

After long, hard years ol nego-

tiations, both McDonnell Douglas

Putting the aircraft together, July 1986,

The first flight of the MD-82.
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Photo courtesy of McDannell Douglas Corp.
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and SAIC executives approached this
coproduction project with high
expectations and an overriding de-
sire to finally start building airplanes.
This sense of urgency may have
compounded frustrations with the
many inevitable delays that occur
on a project of this magnitude in
China.

But the story of building an effec-
tive team is far from a tale of total
[rustration. Despite all the problems,
the factory has managed to stick to its
original production schedule. The
first plane rolled off the assembly line
in June of this year, passed its test
flight and received an airworthiness
certificate from the FAA in July. De-
livered to the customer, the Shen-
yang Regional Administration of
CAAC on July 31, the plane was put
into service immediately on domestic
air routes.

Another measure of success is the
optimism with which McDonnell
Douglas views the prospect of even
larger China projects in the future.
The company is currently consider-
ing an option to produce additional
aircraft in China between now and
the 1990s. And early this year the
company responded to a Ministry of
Aeronautics request for foreign com-
pany proposals to jointly develop and
manufacture 150 medium-range
commercial jetliners in China. A for-
cign partner for this project may not
be chosen for one to two years. In the
meantime, McDonnell Douglas is
continuing to learn the technical and
management challenges of aircrafi
production in China in the most di-
rect—and practical—way possible.
The way McDonnell Douglas execu-
tives see it, that makes them a logical
choice to take on China’s even bigger
aviation challenges in the future.

|

-
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Learning the Ropes

The influx of Chinese offices to the United Stales

uch can be found in

the China trade litera-

ture on the plans and

problems of foreign
representative offices in China. Far
less well publicized are the activities
of the growing number of Chinese
businesses passing the other way
through China’s open door.

The United States, with its large,
comparatively open domestic market
and ample supply of technology, is
the second most popular site for Chi-
na's overseas offices after Hong
Kong. Having grown in fits and starts
since 1980, the number of registered
Chinese offices in the United States
jumped from 54 to 64 in just the first
six months of 1987. And despite Chi-
na’s current emphasis on conserving
precious foreign exchange, efforts to
set up Chinese trade and investment
organizations in the United States
show no signs of abating.

Gaining a foothold

These offices are a diverse lot: 36
are wholly owned by the Chinese, 20
are joint ventures, and eight are Chi-
nese representative ofhices that act as
intermediaries, according to a survey
conducted by the National Council
for US—China Trade (see table, pp.
42). The first to arrive—in 1980—
were Chinese companies with long-
established contacts with the West,
such as the People’s Insurance Com-
pany of China and China Interocean
Transport Inc. The China Patent and
Technology Trade (USA) Ltd., a con-
sulting company specializing in pat-
ents and trademarks, is the latest to
join the group, and openings are im-
minent for a second China National
Tourist Office to be located in Los
Angeles and a company based in New
Jersey to trade in Western and Chi-
nese medicines, set up by the Na-
tional Medicines and Health Prod-

Jinghong Guo

ucts Import—Export Corp.

Chinese organizations that want to
set up an overseas office must receive
permission to do so. Companies un-
der the aegis of a ministry or na-
tional-level corporation get approval
from the State Council, while trading
companies must apply to the Ministry
of Foreign Economic Relations and
Trade (MOFERT). Local enterprises
need only provincial-level approval.

Approval does not mean financial
sponsorship, however, and once
these companies are registered they
must depend on parent company
funds and—if an incorporated
rather than representative office—
on commissions. Most prefer incor-
porated status, since with it comes
the opportunity to make a profit—
even if this means paying the taxes
from which representative ofhices are
exempt. Whatever profits are
made—and they tend to be small—
are usually sent back to the parent
company. Ofhces operating at a loss
are subsidized by the same source.

The growing number of these
organizations attests to China’s
determination to promote bilateral
trade and investment. But most are
still not well established. About half
have been active in the United States
for three years or less. Shortages of
staff and tight budgets force the ma-
jority to operate on a small scale. And
a lack of familiarity with US business
practices has limited still further
what many of these offices can ac-
complish.

For the present, Chinese parent
companies appear convinced that

Jinghong Guo, a student al the Yale
School of Organization and Manage-
ment, worked in China's travel business
before coming to the United States in
1986. From 1982 to 1983, she was
based in a Chinese office in London.
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their overseas branches serve a
worthwhile purpose—at the very
least, for the knowledge they provide
about US markets and potential sup-
pliers. They are also valuable training
grounds in Western management, ac-
counting, and marketing techniques
for promising employees. Although
these US-based organizations do not
talk much about their operations, at
least some appear to be thriving un-
der the American system.

From agents to enlrepreneurs

Before 1984 all but two of the Chi-
nese corporations and representative
offices in the United States could be
found on the East Coast. But in the
past three years the distribution has
widened, with California stepping in
as a popular location.

Most of the offices tend to be
small, generally consisting of five to
20 staff members. At least five Chi-
nese companies have registered un-
der two distinct names that reflect
their different functions, products,
or type of ownership. For example,
the Cypress Book Company buys books
to send to China, while Cypress Press
publishes Chinese books for distribu-
tion in the US market—although
they share the same office and staff.

The ofhices can be divided into sev-
eral general categories:

e Trade and investment firms.
Twenty-eight of the 37 Chinese
wholly owned concerns are involved
in trading; most are subsidiaries of
the specialized import and export
corporations under MOFERT. Chi-
nese trading companies in the United
States deal in a large range of prod-
ucts. They sell garments, tools, and
canned fruit from China, and buy ev-
erything from American wheat to ad-
vanced machinery to sell back to
China. Others, like California-based
CATIC Industries, a subsidiary of the
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China National Aero-Technology
Import-Export Corp., focus on intro-
ducing American companies to in-
vestment opportunities in China.

At least one has used its status as a
US firm to take an equity share in a
joint venture back home—contribut-
ing the needed equipment or tech-
nology for the project, which it pro-
cured in the United States. Amico, a
subsidiary of China National Metals
and Minerals Import-Export Corp.
(MINMETALS), acts as the US partner
for a joint venture valve factory in
Ningbo, Zhejiang. Chinese factories
welcome such arrangements with
overseas trading companies. Al-
though their “foreign” partner is,
strictly speaking, a Chinese firm, they
still get advanced equipment and
technology and enjoy the same favor-
able treatment accorded other Sino-
foreign ventures.

By far the largest Chinese trading
company with an office in the United
States is the New York-based China
United Trading Corp., set up by a
group of national and local Chinese
companies in February 1983. A
branch of the China Economic and
Trade Consultants Corp., which in
turn is a division of MOFERT, China
United acts as MOFERT’s agent in the
United States. Its first president was
a former director of MOFERT's De-
partment of Foreign Trade Adminis-
tration. Ties between MOFERT and
China United remain strong under
the current president, a former se-
nior vice president of MOFERT's
China National Machinery Import—
Export Corp.

Like many other trading corpora-
tions, China United is coming under
increasing pressure from controlling
companies back home to assist in Chi-
na’'s current export drive. ““Most of
our business in the past has been sell-
ing to China,” says China United
President Yue Jixian. But, he adds,
“we hope to export more products to
the US.” To do this, China United
has begun to organize provincial
trade shows in New York City (see The
CBR, July-Aug. 1987, p. 40) and has
stepped up its role as host to visiting
provincial delegations.

China United has proven a good
base for exploring the US business
jungle. With more than 20 divisions,
it is able to act as an agent for both
national import—export corporations
such as China National Instruments
Import—Export Corp. and local for-
eign trade organizations in provinces
such as Jiangsu and Liaoning. But
like a parent caring for growing chil-
dren, China United is aware that at
least some provinces will choose in-
dependence when the time is ripe.
Some municipalities and provinces
already have—among them Beijing,
Shanghai, and Guangdong—all of
which recently moved from the China
United umbrella into their own of-
fices. By establishing an identity dis-
tinct from China United, these
municipalities and provinces will
have more direct control over trade:
pricing can be more flexible and pri-
orities can be worked out free from
central-level monitoring.

While local companies are estab-
lished primarily to serve local needs,
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they are by no means averse to han-
dling business outside their geo-
graphic boundaries. But some re-
straints apply to their activities:
products regarded as vital to China’s
foreign trade (such as petroleum, di-
amonds, and textiles for export; lum-
ber, iron and steel, and chemical fer-
tilizers for import) are still controlled
exclusively by the specialized na-
tional import—export corporations
headquartered in Beijing.

¢ Independent corporations. An-
other force in China's foreign trade
are corporations that are relatively
independent of MOFERT and other
government control. Those with of-
fices in the United States include
such well-known groups as CITIC and
Everbright Industrial Corp., and oth-
ers such as GLNIC Corp. of America
and Yue Xiu Investment Corp. Many
have longstanding Hong Kong of-
fices, where they have sharpened
their business experience. These
firms tend to be more accustomed to
flexible negotiating, and some are ac-
tive in real estate and banking in ad-
dition to trade and investment. Am-
bition runs high, and innovation is a
hallmark of these companies. A presi-
dent of one of these firms recently
broke with convention by announc-
ing plans to provide intensive man-
agement (raining to company execu-
tives, hire some locals to staff
overseas offices, and take out com-
mercial loans.

® Service-sector organizations. In
addition to the companies handling
trade, about 10 Chinese financial
agencies, consulting firms, transpor-
tation agents, and publishing compa-
nies have opened for business in the
United States. Most prominent
among these is the Bank of China
(BOC) which, with 135 employees,
boasts the largest staff of any Chinese
office in the United States. The New
York office on Madison Avenue,
which opened in 1981, was joined in
1985 by a branch in Chinatown set
up specifically to handle retail bank-
ing. BOC employees are involved in
the purchase and issuance of bonds;
letter of credit preparations; finan-
cial dealings for Chinese delegations,
students, or Chinese offices based in
the United States; and maintaining
working relations with US banks.

® Joint ventures. Compared to US

joint ventures in China, China’s

counterparts in the United States are
small operations. Nearly all are trad-
ing companies set up in cooperation
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with Chinese-Americans—and some
are targeted at this group as well.
Both the Chenghwa International
Trading Co. and Meishan Co., for ex-

ample, are very active importers of

Chinese food and native products for
the US market.

US joint venture partners can of-
fer valuable advice on how to im-
prove product quality, marketing
techniques, and business skills. But
partners to small joint ventures also
tend to outgrow one another faster
than larger ventures. Sometimes,
when a partner becomes familiar with
market conditions in the other part-
ner’s country, it may decide to go it
alone. If disagreements arise on how
to divide profits or management
responsibilities, the decision to dis-
solve may come that much faster. At
least two joint ventures have already
dissolved for these reasons.

Learning Western ways

Most US-based Chinese offices are
struggling to some degree with the
American operating environment.
The experience of Shandong Enter-
prises is typical. Vice President Wu
Jingdong says his organization had a
hard time when it first entered the
American market, ‘“‘because Ameri-
can businessmen are very strict about
[delivery] schedules.” But according
to Wu, efficiency and quality control
have improved. “We are able to do
this because we have been dealing
with particular products for any-
where from two to 30 years. We know
exactly the quality of the product
from each mine or factory.”

The fact that most employees are
posted to the United States for just
two to four years makes it difficult
for the Chinese offices to build up
experience. The parent companies in
China often offer attractive jobs back
home to their US-based managers af-
ter they gain valuable on-the-job
training in Western business skills.
And while this continual *“‘brain
drain’’ heightens the need for experi-
enced managers, most offices are re-
luctant to hire locally. This is due, in
part, to their inability to pay competi-
tive salaries, although a sense of un-
ease with foreign personnel may also
be a factor.

Telephone manners are one indi-
cation of how far many Chinese com-
panies still have to go. When the tele-
phone rings in one of these offices,
the person answering often simply
says “‘Hello” or “Wei"" (hello in Chi-

nese) without indicating the firm’s
name. Although most staff can speak
some English, communication is al-
most never very easy and can become
more difficult as you move up the hi-
erarchy.

Some American clients complain
that these organizations do not al-
ways adequately brief them about the
business deals they are pursuing.
Upon arrival in Beijing, supposedly
to cement a deal, some executives
find themselves starting negotiations
all over again with a different organi-
zation. Others learn only after arriv-
ing in China that there are many
competitors for the same project, in-
cluding Japanese or European firms
introduced by other overseas offices
of the same corporation they con-
sulted in America. Sometimes, they
find that American competitors have
also been recommended by the same
Chinese office in the United States.

Patience is a virtue in the USA,
too

But China’s US-based offices have
complaints of their own. Sometimes
enterprises in China request their as-
sistance and then are never heard
from again. “‘I guess the Chinese
company is not to blame—they prob-
ably failed to get the foreign cur-
rency quota for the project,” says
one office representative. “But this
makes our work really difficult.”” Chi-
nese offices have tried to circumvent
this problem by strengthening their
ties to factories, sometimes develop-
ing exclusive relationships with large
producers. A few have been success-
ful, including China United’s North
Industry Division and China Nonfer-
rous Metals Corp., which work
closely with many factories and mines
back home. Because they are in close

touch with the exact requirements of

producers and buyers, they claim to

be more successful in finding the

right match in the United States.
Another problem is the growing

number of visiting Chinese delega-
tions the US offices are expected to
handle. For an office consisting of
only four or five staft members, host-
ing a delegation makes extraordinary
demands on time. At least one repre-
sentative must meet the delegation
members at the airport and escort
them to all their appointments, in-
cluding those in other states.

The source of greatest frustration,
for some trading corporations at
least, is the complex web of US laws
and regulations—in particular, US
import restrictions. China United,
for example, was initially successful
in importing cookware to America,
but the business came to a halt when
antidumping actions were filed in the
US. And CHINATEX, predictably, is
frustrated by mounting restrictions
on Chinese textile imports. As one
representative explained, the quality
of Chinese textiles has improved
greatly in recent years, while delivery
times have grown shorter. Yet just as
China’s textiles are becoming more
competitive, the market is shrinking
due to the rising number of import
quotas. The representative sees no
reason why contracts signed before
quotas were imposed should not be
honored.

Patience is clearly a virtue for Chi-
nese business organizations in the
United States, just as it is for US busi-
nesses in China. It will take time to
sort out the various problems that
have limited their effectiveness in the
past. Corporations that now spend
most of their time gathering informa-
tion about US companies, translating
technical articles, and making intro-
ductions for US and Chinese clients,
will have to develop more aggressive
means to promote trade and invest-
ment as US and Chinese companies
outgrow the need for simple liaison
work. Instead of waiting for custom-
ers to call, as is now often the case,
these organizations will need to go
out and make things happen. 3

China United President Yue Jixian meets with a client.
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CHINESE OFFICES IN THE UNITED STATES

Company

AERA Corp.
130 Franklin Streel
Oakland, CA 94607

Affiliation

Bank of China
Ministry of Aeronautics

Staff
Wanyen Chang, president

Date opened; Business scope

1985; Software development,
programming service, |/E with focus on
high-tech equipment

»

AMICELL, Inc.
6 Stamford Forum
Stamtord, CT 06901

China Natl Light Industrial Products 1/E
Corp

.H. Mao, president

1982; Exports forestry products, paper,
paper board, and pulp to China

AMICO
2 Executive Dnive
Fort Lee, N 07024

China National Metals and Minerals I/E
Corp

Wenhai Yin, president

1985; I/E of minerals, metals, and other
products

Bank of China
410 Madison Avenue
New York, NY 10017

Bank of China (head office)

Zhenxing Zhou, director
130 employees

1981; Commercial banking

Beijing Book Company
701 Fast Linden Avenue
Linden, NJ 07036

China Natl Publications I/E Corp

Yulong Wang, president

1981; Exports books to China

-

BITIC of California
Alameda, CA 94501

Beijing Intl Investment & Trust Co.

Yongxu Wang, president

1985; Trade, investment, consulting, and
real estate

" Carroway Enterprises (USA) Ltd.
713 Annoreno Drive
Addison, IL 60101

China Natl Machinery & Equipment I/E
Corp.

Man Kwan Wong, president
15 employees

1983; Imports electric appliances and
housewares from China

CATIC Industries Inc.
12041 Mora Drive
Santa Fe Springs, CA 90670

China Natl Aero-technology I/E Corp

Shanjun Xiong, president
5 employees

1987, 1/F of aviation equipment and
products

CEROILFOOD NEW YORK, INC.
560 Sylvan Avenue
Englewood Chiffs, N 07632

China Natl Cereals, Oils, and Foodstuffs
I/E Corp.

Guofeng Li, president

1981; Imports canned food, seafoods,
elc; exports food and grain

* Chenghwa Intl Trading Co.
102 Bowery Street
New York, NY 10013

Foshan Commission on Foreign
Economic Relations and Trade

Yuan Liang, general manager

1985; Imports native products, food,
light industrial products, and textiles
from Foshan

Chi Mei Metals Corp.
21 Village Square
Glen Cove, NY 11542

China Natl Metals and Minerals 1/§
Corp

lohn C. Li, president
15 employees

1980; I/E of nonferrous metals

China American Insurance Co. Ltd
99 John Street
New York, NY 10038

People’s Insurance Co. of China

Art McDivelt, manager

1980; Insurance and reinsurance

China Arts & Crafts (USA) Inc.
17 West 17th Street
New York, NY 10011

China Natl Arts & Crafts I/E Corp.

Ying Ma, president
13 employees

1982; Promotes Chinese arts and crafts
exports

 China Association for the Intl
Exchange of Personnel
2755 Ordway Street, NW
Washington, DC 20008

China Association for the Intl fxchange
of Personnel

Zhouqian |ing, representative
1 employee

1986, Finds American consultants for
Chinese firms; brings Chinese trainees 1o
us

China Daily Distribution Corp.
15 Mercer Street
New York, NY 10013

China Daily Newspaper

L.K. Wong, general manager

1983; Distributes China Daily; offers
translation service

China FESCO American Corp.
150 5 higueroa St
Los Angeles, CA 90071

Foreign Enterprises Service Corp.

Michael Chu, chairman
12 employees

1986; Facilitates trade; agent for CAAC
and representative for Intl Cultural
Exchange Center

China Film Export-import Corp.
2500 Wilshire Blvd.
Los Angeles, CA 90057

China National Film I/E Corp.

Xiaolin Chen, president

1985; 1/t of films and videos; arranges
film coproductions

t China Intl Trust & Investment Corp.
Two World Trade Center
New York, NY 10048

China Intl Trust & Investment Corp
(CITIC)

Chen Ding, North American
representative
5 employees

1985; Investment banking

China Interocean Transport Inc,
One World Trade Center
New York, NY 10048

Houston Office and Warehouse
San Francisco Office and Warehouse
New Jersey Office and Warehouse

China National Foreign Trade
Transportation Corp.
(SINOTRANS)

SW. Quao
15 employees at 4 offices

S.R. Zhang, general manager
Xijin Yang, district manager
Limou Li, vice president

1980; Sea, air, and inland transport,
freight forwarding, warehousing

1986
1984
1983

China Media Services
4700 Reseda Blvd.
Northridge, CA 91324

China Tourism Audio-Visual Publications
Corp. of Natl Tourism Adminisiration

Roland Tseng, general manager

1985; Markets tourism videos and films;
negotiates film/TV program production

 China Natl Marine Fisheries Corp.
817 West 72nd Avenue
Anchorage, Al 99518

China Natl Marine Fisheries Corp.

Shanxuan Li, chief representative

1985; Represents Chinese fishing
vessels; provides supplies 1o vessels

t China Natl Tourism Office
60 East 42nd Street
New York, NY 10165

Natl Tourism Administration of China

Zihan Liu, director
4 employees

1981; Promotion, marketing and
research, public relations

China Nonferrous Metals
70 Pine Street
New York, NY 10270

China Natl Nonferrous Metals I/E Corp

Chongyue Wu, president

1987; 1/E of nonferrous metals, mining,
and processing equipment

China Ocean Shipping Co.
North America Inc.
One Harmon Tower
Secaucus, N) 07094

China Ocean Shipping Co

Senchang Chang, president

1985, Ocean transportation services,
focuses on container services

China Ocean Shipping Co. (COSCO)
Inc. (address same as above)

West Coast Office

633 Battery Street

San Francisco, CA 94111

China Ocean Shipping Co.

China Ocean Shipping Co.
North America Inc

Senchang Chang, president

Weijie Gao, owner's representative

1985; Owns and manages shipping fleet

1982; Ocean transportalion

t China Offshore Oil Corp.
10777 Westheimer Road
Houston, TX 77042

China National Offshore Oil Corp.
(CNOOC)

Xilin Zhu, director
4 employees
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* China Overseas Thread Corp.
510 3rd Street
San Francisco, CA 94107

CHINATEX Corp.

Sen Cheng, president

1987; I/E of thread (see CHINATEX
below)

China Patent and Technology Trade
One World Trade Center
New York, NY 10048

China Council for the Promotion of
International Trade; China Patent Agent
(HK)

Lugang Xu, general manager
4 employees

1987; File and process patent and
trademark applications; consults on
technology and investment

China Resource Products (USA) Ltd.
Head Office and I/E Division

225 West 14th Street

New York, NY 10123

Jewelry Division
450 7th Avenue
New York, NY 10123

Arts & Crafts Division
47-44 3151 Street
Long Island, NY 11101

Beijing Commission for Foreign
Economic Relations and Trade

Yingming Guo, chairman/president

Baocai Wang, manager

Yushan Sun, manager
6 employees

1980; I/E of textiles, electric and
petroleum products, etc

1980; I/£ of jewelry

1980; I/E of arts and crafts

China Sport, Inc.
1950 Stemmons
Dallas, TX 75207

China North Industries Corp. of Ministry
of Ordnance

Ran Men, chief representative

1986; Imports sports rifles

China Technical Corp.
7315 Wisconsin Avenue
Bethesda, MD 20814

Houston Office
10777 Westheimer Road
Houston, TX 77042

China Natl Technical Import Corp.

China Natl Technical Import Corp

lingshai Ma, president

Yuanzhuang Li, president

1982; Imports technology and
equipment to China

1987; 1/E of technology and equipment
for oil industry

China United Trading Corp.'
One Penn Plaza

250 West 34th Streel

New York, NY 10119

Aeolus Automotive Division
Aerotechnology Division |

Aerotechnology Division 11
One Landmark Square
Stamtord, CT 06901

Automotive Division (Detroit)
30555 Southfield Rd
Southfield, MI 48076

Electronics Division

Exhibition Division
14-16 West 24th Street
New York, NY 10010

Fujian Division

Guangdong Branch
Guangxi Division
Guangzhou Division
Heber Division
Heilongpang Division
Hubei Division
Instruments Division
liangsu Division
Liaoning Division

Machmnery I/E Division (LA)
931 £. Lomita Avenue
Glendale, CA 91205

Machinery Division
North Industries Corp
Petrochemical Division
Shandong Division

Techmical Division

Tianpin Division
14-16 West 24th Street
New York, NY 10010

Ministry of Foreign Economic Relations
and Trade

Aeolus Automotive Corp.
China Aerotechnology 1/t Corp

China Aerotechnology I/t Corp.

China Natl Automotive Industry 1/E
Corp.

China Natl Electronics 1/E Corp.
China United Trade Corp. in New York

Fujian Foreign Economic Relations and
Trade Commission (FERTC)

Guangdong FERTC

Guangxi FERTC

Guangzhou FERTC

Hebel FERTC

Heilongjiang FERTC

Hubei FERTC

China Natl Instruments |/E Corp.
Jiangsu FERTC

Liaoming FERTC

China Natl Machinery I/E Corp

China Natl Machinery 1/E Corp.
China North Industries Corp.
China Natl Petrochemical Corp.
Shandong FERTC

China Natl Technical Import Corp

Tianjin Commission for Foreign
Economic Relations and Trade

Jixian Yue, president
50-60 employees at 20+ offices

Qibao Song, general manager
Shanjun Xiong, general manager

[1an Guan, manager

Yashun Cheng, general manager

Qiang Gan, general manager
Jian Zhang, deputy manager

Fengchi Huang, general manager

Hanmin L1, general

Guoheng Peng, general manager
Baocheng Din, general manager
Hanbo Wang, general manager
Guagqing Wu, general manager
Xuelin L1, general manager
Zhengpin Tian, general manger
Jianqun Tu, general manager
Xihong Chen, general manager

Hengchang Liu, general manager

Chengjun He, president

Cai Xu, general manager
Lieyang Liu, general manager
Xiangyu Wang, general manager

Fengwan Ye, general manager

Ximin Wang, general manager

19813; Trade and related business

1983; I/E of automobiles and pants;
technology transfer

1983; I/E of aviation equipment;
technology transfer

1986; 1/E of aviation equipment;
technology transfer

1986; I/ of parts; technology transfer

1983; I/E of electronic parts

1987; Arranges exhibitions in US and
China; has exhibition hall in NYC

1983; US-Fujian trade

1983; US-Guangdong trade
1983; US-Guangxi trade
1983; US-Guangzhou trade
19413; US-Hebei trade

1983; US-Heilongjiang trade
1983; US-Hubei trade

1983, I/E of instruments
1983; US-Jiangsu trade
1983; US-Liaoning trade

1986; 1/E of machinery, handtools,
machine parts, and agricultural
implements

1681; I/E of machinery

1983; 1/E of equipment and machinery
1983; I/E of petrochemical products
1983; US-Shandong trade

1983; Exports technology and
equipment to China

1981; Trade between US and Tianjin;
assists joint ventures in Tianjin

China-US Liaison Office for Intl
Enterprises

425 Midcontinent Tower

Tulsa, OK 74103

China-US Limson Office for Intl
Enterprises

He Wiling, director
3 employees

1987; Promotes trade between small and
medium-sized enterprises in China and
the US

CHINAM Inc.
177 Third Avenue
Paterson, NJ 07514

China Natl Packaging Corp.

Ji Xing, vice president
13 employees

1986; Papermaking factory

CHINATEX America Inc.
(Huafeng Trading Corp.)
209 West 40th Street
New York, NY 10018

China Natl Textiles I/t Corp,

Sen Cheng, president

1981; Imports garments, knitwear,
cotton yarn, and synthetic fiber

CITIFOR, Inc.
4270 1s1 Interstate Ctr.
Seattle, WA 98104

China Intl Trust and Investment Corp.

Wei Yao, chairman
7 employees

1984; 1/E of logs, lumber, and forest
products; shipping

Civil Aviation of China (CAAC)
45 Fast 49th Street
New York, NY 10017

Civil Aviation Administration of China

Nairong Zhang, general manager

1981; Airline and cargo services;
ticketing; charters airplanes

=

CMC Overseas Corp.
25 West 43rd Street
New York, NY 10036

China Natl Machinery I /E Corp.
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Nguy Anh, general manager

1982; 1/E of hand tools, machinery, and
equipment



CSCEC-US, Inc.
56 Penimeter Center East
Atlanta, GA 30356-6024

China State Construction Engineering
Corp

Jintang Tao, president and CEO

1987; Contracts for construction projects

Cypress Book (USA) Co,, Inc.
205 Robin Road
Paramus, NJ 07652

China Intl Book Trading Corp.

Tingsun Chen, president

1985 Distributes Chinese publications

Cypress Press
204 Robin Road
Paramus, NJ 07652

China Intl Book Trading Corp.

Tingsun Chen, president

1987, Publishes books and magazines
about China

Exan Trading Ltd.
350 Fifth Avenue
New York, NY 10118

Tianjin Economic Development Corp.

Sam Ko, president

1981; Technology transter, equipment
export, introducing joint venture
partners

»

GLINIC Corporation of America
350 S. Figueroa St.
Los Angeles, CA 90071

Guangdong Lingnan Industrial Products
1/t Corporation

I. Lee tasum, president
10 employees

1987; Imports explosives, chemicals,
electrical /mechanical products,
instruments, and sporting goods

Goodring International
150 S. Figueroa St
Los Angeles, CA 90071

China National Chemicals 1/E
Corporation

Shuping Zhong, president
5 employees

1987; 1/E of petroleum products,
chemical fertilizers, plastic resins, paints,
and synthetic rubber

Guangdong Int tional, Ltd,
The Embarcadero
San Francisco, CA 94111

Guangdong Commission for Foreign
Economic Relations and Trade

S.Y. Chen, president

1985: Imports foodstuffs, machinery,
native and animal by-products

Guangzhou LA. Trade
1101 7th St., West
Los Angeles, CA 90017

Yue Xiu Enterprises HK, L1d.;
Guangzhou FERTC

Lin Wang, president

1986; Trade and investment between US
and Guangzhou

* Meishan Co.
Los Angeles, CA

Sells natural products from Shantou to
overseas Chinese in US

MINMETALS
2 Executive Drive
Fort Lee, NJ 07024

China National Metals and Minerals | /E
Corporation

Wenhai Yin, president

1980; 1/E of barite, bauxite, tin, pig-iron,
steel, and hardwares

NEM, Inc.
9801 Westheimer Road
Houston, TX 77042

China National Machinery 1/E
Corporation

Zijjao Zhang, president

1980; 1/E of machinery and equipment

NT International
613 Hegenberger Rd.
Oakland, CA 94621

Sino-American Machinery Corporation,
New |ersey

Nelson Tsuy, president

1984; I/E of machines, equipment, and
other products

" Shandong Enterprises, Inc.
3110 Fifth Ave.
New York, NY 10001

Shandong Foreign Trade Corporation

Allen C. Wong, president

1980; Imports textiles, minerals,
medical, chemical, and light industrial
products

Shanghai International Corp.
The Embarcadero
San Francisco, CA 94111

New York Office
One World Trade Center
New York, NY 10048

Shanghai Commission for Foreign
Economic Relations and Trade

Rutang Yang, president

Rutang Yang, president

1986, Trade; introduces investment 1o
Shanghai

1983

" Shanghai Investment & Trust Corp.
909 Monigomery St
San Francisco, CA 94113

Shanghai International Trust And
Investment Corporation

WK. Zhang, CEO.

1985; Promotes business between US
and Shanghai

* Shanghai Pacific Partners
909 Montgomery St
San Francisco, CA 94133

Shanghai International Trust and
Investment Corporation

TM. Chang, president

1985; International investment, finance,
trade, and consulting; assists JVs

Sino-American Marine Co., Inc.
China Interocean Transport, Inc.
One World Trade Center

New York, NY 10048

China National Foreign Trade
Transportation Corporation
(SINOTRANS)

Songyan Chen, president

1981; Freight forwarding; ocean
transportation

Sino-American Machine Tool Corp.
709 East Gardens Blvd.
Gardena, CA 90248

China National Machinery & Equipment
I/E Corp.

Xiaofei Zhang, president

1984; I/E of machine 1ools

Sino-American Machinery Corp.
2100 North Central Road
Fort Lee, N) 07024

China National Machinery Equipment
1/t Corporation

Yichuan Huang, president
15 employees

1983; 1/ machinery and equipment

* Sino-Development Corporation
150 Fifth Ave.
New York, NY 10019

China National Light Industrial Products
I/E Corporation

A.L. Shvetz, president
15 employees

1985; Imports apparel, leather goods,
cosmetics, medical supplies,
housewares, electronics, etc.

SINOCHEM (USA), Inc.
Two World Trade Center
New York, NY 10048

China National Chemical I/E Corp

Dazhi Zhu, president and chairman
1 employees

1982; I/E of petroleum products,
fertilizers, plastics, elc

Solid Beam Industrial Corp.

Overseas Technology & Equip., Inc.

One World Trade Center
New York, NY 10048

China Everbright Holding Co.,
Hong Kong, Beijing Everbright Industry
Co

X.W. Wan, director and vice president

1984, Exports machinery, equipment,
and technology; imports Chinese
products

SUNRY Import-Export Corporation
Paramus Plaza Il
North Paramus, NJ 07652

SUNRY Seattle, Inc
10105, 336th S1.
Federal Way, WA 98003

China National Native Produce and
Animal By-Products Corp.

Weshan [ia, president

Wenchai L1, vice president

1981; I/E of native and animal by-
products, including tea, wood, and
leather

1985; Exports logs and lumber

Tri-Union (USA) Corporation
6 Stamford Forum
Stamford, CT 06901

China National Light Industrial Products
I/E Corp.

J.H. Mao, president

1986; Exports hight industrial products

Yue Xiu Investment Corp.
1105 W. 7th St.
Los Angeles, CA 90017

Key:

'All China United Trading Corp. offices are located at 250 West 34th St NY unless otherwise listed.

b joint venlure
1 = representative office

Yue Xiu Enterpnises Co.,
Hong Kong; Guangzhou FERTC

(All others incorporated trade and investment offices )
Source: The National Council for US-China Trade.

1987 Investment and trade

Note: Number of staff provided where available.

List prepared by Betsy Saik and Jinghong Guo.
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9.
10.
11.
12.

Answers to CHINASPEAK

(c*a a(c)s @@x
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@2
C

[D(M{O? P c A

. ARTCHINA
BITIC

BOC

CAAC

. CNAIC

). CAMC

. CASS

. CBR
CCAFM
CCle
CCPIT
CCTV

13.
14.
15.
16.
17.
18.
19.
20.
21.
22,
23
24.

Busy China Trader Level

CEIEC
CEROILFOODS
CHINASILK
CHINATEX
CIEC

CITIC

CITS
CLETC
CMEC
CMTD
CNCCC
CNODC

25,
26.
217.
28.
29.
30.
31.
32.
33.
34.
35.

36.

CNOOC
CNPIEC
CNTC
CNTIC
CcCOCOM
CONSULTEC
COSCO
CSCEC
CSSC
cTs
FESCO
FEC

37.
38.
39.
40.
41.
42,
43,
44.
45.
46.
47.
48.

INSTRIMPEX
MACHIMPEX
MEHECO
MINMETALS
MMBI

MMI
MOFERT
MOPI
NORINCO
NPC

PBOC
PENAVICO

49.
50.
51
52.
53.
54,
55.
56.
57.
58.
59.

. TECHIMPORT

60

=

5
>

PICC

PRC

RMB

SAEC

SAIC
SINOCHART
SINOCHEM
SINOPEC
SINOTRANS
SITCO

SSTC

T.K. Chang, an attorney with Paul, Weiss, Rifkind, Wharton & Garrison, and Michele Cone Chang have been residents of
China for the past two years.
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China's Plastics Problems

A highly fragmented industry experiences growing pains

any may recall the
scene in the 1960s
movie The Graduate in
which a middle-aged
executive buttonholes a young col-
lege graduate at a party. ‘I have just
one word for you,” the businessman
whispers . . . “‘Plastics.” In the
movie, the student fails to heed the
cryptic message. China, on the other
hand, has since become the world’s
seventh-largest producer of plas-
tics—the synthetic resin from which
plastic products are made.

Plastic materials are quickly gain-
ing ground as a substitute for short
supplies of metals, wood, and other
raw materials. As in other parts of the
world, plastics are being used in
China for everything from pipes for
the building industry and agricul-
tural sheeting to protect crops to
consumer items such as household
appliances and furniture. Export in-
dustries, too, are discovering grow-
ing uses ranging from zippers to slip-
pers. And China’s export drive is
fueling growth in the packaging in-
dustry, which is adding to the rising
demand for plastics.

With demand up in so many quar-
ters, it comes as no surprise that Chi-
na’'s total resin consumption has
soared—from about 1 million tonnes
in 1980 to 2.5 million tonnes in
1986. Yet production has a long way
to go before it can satisfy the enor-
mous demand of the 3,500 factories
that mold and compound plastics
into final products. Despite the large
number of plastics producers and
processors, China lags far below the
world average in terms of per capita
consumption: just under 2.3 kilo-
grams a year compared to the 96 kilo-
grams consumed in the United States
every year. Even the developing
economies of Latin America aver-
aged a per capita plastics usage of 18

46

Gideon Rosenblatt

The biggest challenge for
Chana’s plastic sector in the
coming years is how to co-
ordinate its two very differ-
ent and yel mutually reliant
industries.

kilograms in 1983.

As consumption levels rise, China’s
plastic resin manufacturing may have
difficulty supplying the needed raw
materials for the plastics processing
industry. The largely decentralized
light industrial sector—where the
majority of China's plastic processing
occurs—is fast growing and more
market-oriented than the centrally
planned resins manufacturing indus-
try. The biggest challenge for China’s
plastic sector in the coming years is
how to coordinate these two very dif-
ferent and yet mutually reliant indus-
tries.

Building up plastics output
Gearing up to meet the challenge
of increasing China’s plastic resins
output are the China National Petro-
chemical Corporation (SINOPEC)
and the Ministry of Chemical Indus-
try (MCI). Plastics resins are gener-
ally classified as either thermoplastics
or thermosets. MCl is responsible for
most of the more expensive thermo-

Gideon Rosenblatt is manager of the
chemicals sector at the National Council

for US-China Trade.

sets and engineering thermoplastics.
But SINOPEC, a ministerial-level cor-
poration that manages China’s petro-
chemical industry, i1s the more impm*»
tant player in terms of sheer volume.
It has primary responsibility for plan-
ning and coordinating the produc-
tion of China’s high-volume com-
modity thermoplastics—polyvinyl
chloride (PVC), polyethylene, poly-
propylene, and polystyrene—which
account for over 80 percent of Chi-
na's total plastics production. Inex-
pensive and suitable for all but the
most specialized applications, ther-
moplastics are used to make every-
thing from styrofoam and plastic
bags to heavy-duty containers.

* Commodity thermoplastics are
petroleum-based resins that are most
efficiently produced at petrochemi-
cal complexes. Back in the early to
mid-1950s, however, production was
extremely small-scale and dependent
on raw materials other than petro-
leum. The opening of the Daqing
oilfield and China’s first refinery at
LLanzhou in Gansu Province enabled
China to build up reserves of ethane
and propane, petroleum by-products
essential to the production of mod-
ern petroleum-based thermoplastics.
But ethane and propane by them-
selves were useless. To make thermo-
plastics on a large scale, China
needed ethylene production centers.

The first step was taken in 1968,
when the Lanzhou refinery and
chemical complex installed an ethyl-
ene center from Lurgi (Italy), poly-
ethylene technology from Imperial
Chemical Industries (ICI) (UK), and
polypropylene technology from
Zimmer AG (FRG). In 1975 China
set up an even bigger ethylene cen-
ter, the Yanshan Petrochemical Com-
plex in Beijing.

Anticipating a rapid growth in
plastics demand, China’s planners

The China Business Review/September-October 1987



decided it was time for another quan-
tum leap in plastics production. But
in 1979, having bought four large
(300,000 tonne) ethylene centers,
China had to postpone plans to in-
stall them due to a lack of foreign
exchange.

Then, in 1983, as China’s foreign
exchange reserves were picking up,
SINOPEC was created to assume con-
trol over the poorly managed petro-
chemical industry from the Ministry
of Petroleum Industry and MCIL.
SINOPEC’s first major task was reviv-
ing the four ethylene projects to be
located at Daqing (Heilongjiang
Province), Qilu (Shengli oil fields in
Shandong Province), Yangzi
(Nanjing), and Jinshan (Shanghai).
Limited production began in Daging
in 1986, and trial production got un-
der way this summer at both Qilu and
Yangzi. The last of these, at Jinshan,
was finally launched last spring,
thanks to a $242 million loan from a
consortium of foreign banks.

In addition to these four facilities,
contracts signed at Panjin (Liaoning
Province) and plans for added capac-
ity at Fushun (Liaoning) and
Luoyang (Henan Province) should
increase China’s production capacity
for polyethylene, polyvinyl chloride,
polypropylene, and polystyrene some
120 percent by 1990 (see table).

e Engineering thermoplastics
such as nylon, polycarbonate, and ac-
rylonitrile butadiene styrene (ABS),
account for only 2 percent of China’s
total thermoplastic production. Most
of the 18,000 tonnes of engineering
thermoplastics China made in 1985
was allocated to the industrial sectors
because superior qualities such as
tensile strength and flame resistance
make them well suited for use in elec-
tronic products and precision equip-
ment. SINOPEC and MCI share
responsibility for the production of
thermoplastics, with SINOPEC han-
dling the commodity thermoplastics
and MCI the more complex engi-
neering thermoplastics.

e Thermosets differ from thermo-
plastics in that their chemical struc-
ture does not allow them to be re-
melted once they are formed—"or
set”’. These plastics account for less
than 20 percent of China’s total plas-
tics output and fall mainly under
MCI jurisdiction. Like engineering
plastics, thermosets play an impor-
tant role in industrial sectors due to
their special properties such as
nonconductivity.
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Phenolic resins are the largest sin-
gle type of thermoset, accounting for
almost 40 percent of China's total
210,000 tonne production of ther-
mosets in 1985. Inexpensive, since
about 50 percent of the resin consists
of fillers such as sawdust and glass,
phenolic resins are easy to mold,
nonconductive, and thus well suited
for use in electronic appliances.
About 85 percent of phenolic resins
are used for this purpose.

The fastest-growing type of ther-
moset production in China is unsatu-
rated polyester plastics. Total pro-
duction in 1985 was over 40,000
tonnes, up 27.4 percent from the
previous year. Much of this increase
is tied to its use in China’s fast-grow-
ing fiber reinforced plastics industry
(see The CBR May-June 1986, p. 56).

Using foreign technology

To obtain technology to modern-
ize plastics production and raise ca-
pacity, SINOPEC turned to licensing
foreign technology. Japan, more
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than any other country, has led the
way both in technology and engineer-
ing sales to China’s plastics industry
(see table). Some of the more success-
ful firms have been Mitsui,
Mitsubishi, and Toyo Engineering.
But Western firms have by no means
been left out of the picture. British
Petroleum recently signed two major
contracts at Lanzhou for the produc-
tion of linear low-density polveth-
vlene, and at Panjin for low-density
polyethylene. Himont (US) has con-
tinued its impressive record in licens-
ing its polypropylene technology with
the recent signing of a contract at
Panjin. Engineering contracts for
these projects have been awarded to
Western firms as well.

Licensing, by and large, has
greater appeal than joint ventures to
SINOPEC’s foreign partners. The ma-
Jority of SINOPEC plants are fully in-
tegrated facilities that are not easily
compartmentalized into the smaller
undertakings that foreign investors
have proven most comfortable with.
And since these plants use older tech-
nologies, foreign companies do not
find it as necessary to closely super-
vise use of their technology.

MCI has already been involved in a
number of licensing arrangements,
like last year's acquisition of PVC
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technology for plants in Tianjin,
Shanghai, and Jinxi from B.F. Good-
rich (US). MCI, moreover, has found
a number of firms interested in pur-
suing plastic-producing joint ven-
tures in China. US companies that
work with the newer engineering and
thermoset plastics are usually less
willing to license their technologies,
preferring investment as a means of
retaining closer control over their
technology. To date, however, no
joint venture contracts have been
signed in this area due to concerns
over the protection of intellectual
property and length of the joint ven-
ture contract. In addition, companies
have voiced concern that MCI often
wants to locate joint ventures far
from the main consuming factories in
Shanghai.

Demand still exceeds supply

As a result of SINOPEC and MCI
efforts to develop a comprehensive
production plan, plastics production
capacity is planned to increase from
1.2 million tonnes in 1985 to 2.5 mil-
lion tonnes in 1990. But even this as-
tounding growth rate is not enough
to meet demand.

MLI reports that its factories will
need to consume 3.6 million tonnes
of plastic resins in 1990, suggesting
that MLI already plans to import 1.1

SOURCE: China’s Customs Statistics,
Planning Bureau of the Ministry of
Chemical Industry
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million tonnes on top of the 2.5 mil-
lion tonnes that domestic producers
expect to supply. But actually, the
domestic supply situation will be
worse than these figures suggest,
since MLI factories are not the only
consumers of plastics in China. Total
nationwide demand in 1990 is pro-
jected to reach 5.44 million tonnes,
based on reports submitted by pro-
vincial and local authorities in 1985.
If accurate, these figures point to an
additional shortfall of 1.84 million
tonnes that non-MLI factories will ei-
ther have to import or do without.
The domestic shortfall could be
worse still if domestic production
does not run at full capacity.

Some types of thermoplastics
should come closer to meeting pro-
jected demand than others, although
all will be in short supply. MLI pre-
dicts that in 1990 polyethylene pro-
duction will be able to meet only two-
thirds of the demand from its
factories, PVC about three-quarters,
and polypropylene just over two-
thirds of demand. Polystyrene pro-
duction will meet only one-third of
projected demand, although total de-
mand for this type of thermoplastic is
much smaller than that for the other
three.

Plastics imports fill the gap

All or part of this shortage will
have to be made up through im-
ports—depending on the amount of
foreign exchange China is willing to
spend. As demand for plastics has
grown, China has become increas-
ingly reliant on imports for much of
its plastics supply. Over the last three
years, domestic polyethylene ac-
counted for only one-third of total
consumption, polypropylene for 27
percent and polystyrene for 21 per-
cent. All told, China now spends a
total of $1.22 billion on plastics each
year (se¢ graph).

The largest single importer of plas-
tics is the China National Chemicals
Import—Export Corp. (SINOCHEM),
under the Ministry of Foreign Rela-
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tions and Trade (MOFERT).
SINOCHEM is responsible for fulfill-
ing annual State import plans. [t was
the exclusive buyer until 1983, when
local Chinese import—export compa-
nies were allowed to make direct pur-
chases. Removed as it is from pro-
cessing factory concerns about
maintaining a production line at full
capacity, SINOCHEM is more con-
cerned with price than reliable sup-
ply, quality, and follow-up service.
Consequently, SINOCHEM's long his-
tory of working with these companies
has been summed up by one US com-
pany spokesman as “'a series of short-
term relations over a long period of
time.”’

By carefully timing its purchases
on the spot market, SINOCHEM has
succeeded in buying plastics at some
of the world’s lowest prices—but not
without some hidden costs. Foreign
companies may be willing to accept
cut-throat prices for their plastics in
times of excess supply, but when sup-
plies drop, they are unlikely to see
SINOCHEM as a priority customer.
Now that a worldwide shortage has
pushed prices for polyethylene, poly-
propylene, and polystyrene up 15-50
percent, China is having trouble buy-
ing the plastics it needs. When
SINOCHEM General Manager Zheng
Dunxun led a sourcing mission to the
United States this June, he soon
learned that companies were unable
to provide the quantities he was seek-
ing because most supplies had al-
ready been committed through long-
term contracts to more reliable
customers. When it became clear that
SINOCHEM would be unable to fulfill
its purchasing targets this year,
Zheng predicted that during 1987
and 1988, factories in the plastic pro-
cessing industry would feel the pinch
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and growth rates would fall 1-2 per-
cent from the annual 8 percent
growth targets set for each year
through 1990.

SINOCHEM now appears to have
recognized that a single-minded em-
phasis on price can affect the reliabil-
ity of supplies for the plastics pro-
cessing industry. In the future,
SINOCHEM may well try to establish
long-term relationships with a few
foreign suppliers to ensure at least a
partial supply of resins should China
again be faced with a tight world mar-
ket.

But China’s plastics processors
have already lost patience. Out of
desperation caused by severe plastics
shortages this year, many flactories
are now approaching US suppliers
directly to ensure the reliable and
long-term supplies SINOCHEM has
been unable to provide.

Learning to live with shortages

IFactories that are unable to import
have had to find other ways to adjust
to domestic shortages. One way is to
work with a combination of different
plastics. When one type of plastic
is in short supply, the factory
simply shifts to another processing
line if possible. This hardly makes for
economies of scale but is often
the only way a factory can continue
operating.

In an attempt to get around critical
shortages of polypropylene, for ex-
ample, some enterprises are blending
it with easier-to-obtain plastics such
as high-density polyethylene. As sup-
plies of polypropylene drop, its pro-
portion in these blends decreases ac-
cordingly. US suppliers are now
reporting that some factories are
working with ratios as low as 20 per-
cent.
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Another means of coping with
these shortages has been the wide-
spread recycling of plastic products
in the countryside. According to Chi-
nese press reports, farmers now take

products like plastic agricultural
sheeting and bags and recycle them
at small local factories into every-
thing from plastic bottles (o rain-
coats.

Plant and location
Daging Petrochemical
Complex, Heilongjiang
Province

Target capacity
LDPE: 60,000 tonnes

LLDPE: 60,000 tonnes

HDPE: 140,000 tonnes

PS: NA

CHINA’S MAJOR THERMOPLASTIC PRODUCERS

Details

Imhausen/Ruhrchemie (FRG)
technology; Uhde (FRG) engineering;
purchased July 1978; on stream 1986.
Union Carbide (US) technology;
Mitsubishi Heavy Industries (JPN)
engineering; purchased in 1984;
expected on stream 1988.

Mitsui (JPN) technology; Mitsui
engineering; commissioned in mid-
1986.

Planning for 25,000-tonne project in
progress.

Fushan Petrochemical
Corp., Beijing

PS: 10,000 tonnes

New plant; licensing by Cosden (UK)
Technology.

Fushun Petrochemical
Works, Liaoning Prov.

PVC: 15,000 tonnes
PP: NA

LLDPE:

Chiyoda (JPN) technology; expected on
stream 1988.

New plant believed to be under
consideration,

New plant believed to be under
consideration.

Zhuzhou, Hunan Prov.

PVC: 25,000 tonnes

Mitsui Engineering and Shipbuilding,
Nippon Zeon (JPN), and Nissho Iwai
(JPN) to build plant; expected on stream
1989.

Fuzhou No. 2
Chemical Plant, Fujian
Prov.

PVC: 15,000 tonnes

Chisso Engineering (JPN) and C. Itoh
engineering; BF Goodrich (US) licensing.

Gaogiao
Petrochemical Plant,
Shanghai

PS: under 5,000 tonnes
PVC: 15,000 tonnes

Domestic design and construction,
Domestic technology; Polysar (Canada)
to raise capacity 3-5,000 tonnes; plan
for 100,000 tonnes capacity using
Jinshan ethylbenzene not yet finalized.

Jilin Petrochemical
Works

PS: 5,000 tonnes

Domestic technology and engineering.
Toyo (JPN) contracting; expected on
stream 1989,

Jinjiang Chemical
Factory

PVC: 20,000 tonnes

On stream 1984.

Jinshan Petrochemical
Complex, Shanghai

PP: 70,000 tonnes

LDPE: 140-160,000
tonnes

Himont/Mitsui (US/JPN) technology;
Tecnimont (ltaly) engineering; expected
on stream late 1989.

Mitsubishi technology; Hitachi (JPN)
equipment; purchased in 1970s.
Additional 80-100,000 tonnes LDPE
expected on stream 1992; no contract
yet signed.

Lanzhou
Petrochemical Plant,
Gansu Province

PP: 10,000 tonnes

LDPE: 40,000 tonnes
LLDPE: 60,000 tonnes

PS: 30,000 tonnes

Zimmer (FRC) technology; purchased
1963; on stream 1968.

24,000 tonnes with ICI (UK) technology;
Simon-Carves (UK) engineering;
purchased 1964; on stream 1968.
Subsequent expansion to 40,000 tonnes
LDPE. British Petroleum (UK)
technology; Sinokellog (UK) engineering
for LLDPE renovation; expected on
stream 1990,

GDR or USSR technology; Chinese
built.

Liaoyang
Petrochemical Plant,
Liaoning Province

PP: 35,000 tonnes

HDPE: 35,000 tonnes

AMOCO (US) technology; Technipetrol
(Italy) engineering; on stream 1983,

Hoechst (FRG) technology; Uhde
engineering,

Liaoyuan Chemical
Works, Shanghai

PVC: 35,000+ tonnes

Domestic technology and engineering.
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Poor central planning

The Bureau of Plastics Industry
under the Ministry of Light Industry
establishes annual and long-term
production goals for the majority of
enterprises engaged in plastics pro-
cessing. But while the State-run plas-
tics producers have and will continue
to receive a great deal of planning
guidance and control, the processing
enterprises have been given a great
deal of freedom. Currently about
70 percent of them are collectives,
and thus generally less tied to State
plans.

The result is a plethora of local
producers, most simply too small—
with output averaging just several
hundred to several thousand tonnes
per year—to achieve economies of
scale. While these factories are rela-
tively well equipped in terms of mold-
ing machinery, domestic mold-mak-
ing capability is poor. A Japanese
plastics expert visiting some of Chi-
na’s plastics molding factories was
shocked to find molds produced us-
ing measurements but no technical
drawings.

A lack of constraints and planning
in this sector has also resulted in
duplication and excess capacity for
some products, while China is faced
with shortages in other plastic goods.
For example, a glut in the supply of
plastic pipes and fittings appears to
be around the corner. The Beijing
Branch of the Construction Bank of
China is estimating that production
capacity for these products will reach
233,206 tonnes in 1990—but de-
mand will lag far behind at only
12,000 tonnes. Other examples in-
clude production capacity for plastic
wall paper that will reach more than
six times the forecasted demand, and
plastic flooring capacity that is esti-
mated to exceed demand by more
than 25 times.

Processors seek foreign help

Faced with these problems, China
is increasingly turning to outside
help. Last year, Mitsubishi Petro-
chemical and Sumitomo Chemical,
along with 13 other Japanese firms,
signed an agreement with SINOPEC
and MLI to assist with production
technology and quality control know-
how for polyethylene films. And
the Dalian Plastic Industrial Com-
pany and another Japanese com-
pany set up a joint venture to de-
velop mold-making technologies in
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Japan.

A large number of plastic process-
ing factories see the joint venture as a
solution to their problems. The ma-
jority of these projects are small ven-
tures with Hong Kong partners that
produce inexpensive products like
plastic slippers, purses, and toys. A
portion of the factory’s products are
usually exported to Hong Kong,
where they are either sold or re-ex-
ported by the Hong Kong partner.
Because of low startup costs and the
popularity of their products on the
world market, most of these ventures
have proven successful, according to
Chinese press reports.

A few Western and Japanese com-
panies have also chosen to set up
joint ventures. The Nanjing No. 4
Plastics Factory has hooked up with a
West German company to produce
PVC imitation leather and PVC car-
peting and wallpaper. Australian In-
dustrial Pipe System Lid. and Esdan
Flavel Pty Lid. of Australia an-
nounced in July that they were form-
ing a joint venture with China North
Industries Corp. (NORINCO) to pro-
duce PVC plastic piping as well. As to
US involvement in this area, Tennes-
see Plastics and Engineering Co.,
Manton Division of Cadillac Rubber
and Plastics Inc., Talon Inc., and At-
lantic Ocean International Co. have
all established joint ventures with
various Chinese partners; most will
produce nylon zippers for the gar-
ment industry.

Brighter days ahead?

The tremendous potential for
bringing in valuable technology and
capital from abroad to make plastics
and plastic products has to this day
remained untapped. Careful plan-
ning and investment is needed to re-
lieve some of the strains on the plas-
tics industry—and help may be on
the way. In response to a request
from SINOPEC, the World Bank
agreed in July to provide SINOPEC
with a $3 million grant to fund an in-
depth study of China's petrochemical
industry. The study is planned to be-
gin this year and is slated for comple-
tion in mid-1989. Its goal is to exam-
ine the needs of the industry—
particularly with regard to plastics
production—during China’s Eighth
Five-Year Plan (1991-95), but it will
also examine options to the year
2000. The study will take a look at the
plastic industry’s current status and
outline a number of development

strategies to close the gap between
the centrally planned plastic resin in-
dustry and the rapidly increasing
processing capacity of the many fac-
tories it is trying to supply. As a

means to this end, the World Bank-
funded study will lay the groundwork
for the selection of China’s new ther-
moplastics bases—the Dagqings and
Jinshans of the 1990s. T

Luoyang
Petrochemical Works,
Henan Province

PP: 50,000 tonnes

West German and Italian involvement
for technology and engineering;
expected on stream 1990.

Panjin Petrochemical
Plant, Liaoning
Province

PP: 40,000 tonnes

LDPE: 125,000 tonnes

Himont/Mitsui technology; Technipetrol
engineering; expected on stream 1991,
Portion of PP exported as
compensation.

British Petroleum technology;
Technipetrol engineering; purchased in
1987, expected on stream 1991.

Qilu Petrochemical
Complex, Shandong
Province

PP: 70,000 tonnes
LDPE: 60,000 tonnes
HDPE: 140,000 tonnes
PVC: 200,000 tonnes

PS: 25,000 tonnes

Himont/Mitsui technology; Fluor (US)
engineering; expected on stream 1989,

Status unknown.

Union Carbide technology; CJB (UK)
engineering; expected on stream 1988.
Shin Etsu (JPN) technology; expected on
stream 1988,

Dow Chemical (US) technology;
Lummus Crest (US) engineering;
expected on stream 1988.

Quzhou General
Chemical Works,
Zhejiang Province

PVC: 20,000 tonnes

20,000 tonne expansion from previous
8,000 tonne capacity.

Tianjin Chemical Plant

PVC: 10,000 tonnes

Mitsubishi Kasei Vinyl, Kanematsu-
Gosho (JPN) technology and equipment;
Mitsubishi-Kasei and one other
company technoengineering,.

Tianyuan Chemical
Works, Chonggqing

PVC: 10,000 tonnes

Mitsubishi Kasei Vinyl technology;
Kanematsu-Gosho, Mitsubishi-Kasei,
and one other company
technoengineering; expected on stream
1988.

Wujing Chemical
Works, Shanghai

PVC: 200,000 tonnes

Toyo Engineering engineering; expected
on stream 1989.

Yangzi Petrochemical
Complex, Nanjing

PP: 140,000 tonnes

HDPE: 140,000 tonnes

Himont/Mitsui Technology; expected on
stream 1988.

Mitsui technology and equipment;
expected on stream 1988.

Yanshan
Petrochemical
Complex, Beijing

PP: 115,000 tonnes

LDPE: 180,000 tonnes

PS: 50,000 tonnes

PVC: 120,000 tonnes

80,000 tonnes with Mitsui
Petrochemical technology; C. Itoh
engineering; purchased 1973; on stream
1976. Additional 35,000 tonnes with
Himont technology; Mitsui
Petrochemical engineering; expected on
stream 1988.

Sumitomo (JPN) technology;
Ishikawajima-Harima Heavy Industries
(JPN) engineering. Purchased 1973; on
stream 1976.

Dow Chemical technology; Lummus
Crest engineering; purchased mid-1986;
expected on stream 1988.

Hoechst technology for original 80,000
tonnes; BF Goodrich technology for
40,000 tonnes; expected on stream mid-
1988.

Key:
LDPE:
LLDPE:
HDPE:
PS: Polystyrene

Low-Density Polyethylene
Linear Low-Density Polyethylene
High-Density Polyethylene

PVC: Polvinyl Chloride

PP: Polypropylene
NA: Not Available

Soukrce: The National Council for US-China Trade

Compiled by Gideon Rosenblatt and John D. Lewis
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hen US companies do

business in China, they

find that sales and pur-

chase contracts are al-
most always drafted on the basis of
standard forms provided by the Chi-
nese side that do not provide a
choice-of-law clause. When they pro-
pose amending the contract to apply
US law, the Chinese side often dis-
agrees. Nor will the US side usually
agree to applying Chinese law to the
contract. To break the deadlock, the
parties may leave the standard form
contract without such a clause
practice that can make interpreting
the contract difficult later on.

Starting next year all this will
change when a new international
contract law comes into effect. The
United Nations Commission on In-
ternational Trade Law organized a
working group in 1969 to draft a
contract law that foreign contracting
parties can apply in place of domestic
law. The result is the United Nations
Convention on the International
Sales of Goods (CISG). Signed by 11
countries so far, including the United
States and China, the law will take
effect on January 1, 1988.

By its terms the CISG will automati-
cally apply to contracts for the sale of
goods between parties with “'places
of business’” in the United States and
China unless the parties specifically
state their desire to exclude the CISG
in their contract. In a few cases, one
party will have sufficient bargaining
power to convince the other side to
agree to exclude the CISG and apply
either Chinese or US law to the con-
tract. But the majority of contracts
between US and Chinese parties will
probably continue to omit a choice-
of-law clause after January 1, 1988—
thus activating the CISG terms.

Just how much of an improvement
the CISG will be over existing ar-
rangements should be more evident
after it has been applied on a large
scale. But this much is clear: the CISG
will offer greater flexibility and reli-
ability to US companies negotiating
sales or purchase contracts with their
Chinese partners. Because it appears
that no other country omits a choice-
of-law clause as frequently as does
China, the CISG may have a wider im-
pact on trade with China than on US
trade with any other country.

d

Some distinct ambiguities

As comprehensive as the new law
is, it will not apply to all business
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The UN
Convention
on the
International
Sale of
Goods

How will it
affect US trade
with China?

Preston M. Torbert and Jia Zhao

transactions. The CISG will not, for
example, apply to sales of ships, ves-
sels, hovercraft, or aircraft. Such ex-
ceptions leave some room for ambi-
guities that will need to be addressed.

For example, does the exclusion of

aircraft also cover contracts for kits
or spare parts needed to produce or
repair aircraft? Are long-term distri-
bution contracts covered? What
about the sale of computer software?

Also excluded are contracts for the
supply of labor or services (including
technology transfer contracts) and
those in which the buyer supplies
most of the materials necessary for
production. Thus, many compensa-

Preston M. Torbert is a partner in the
international law firm of Baker &
McKenzie. He divides his time between
Chicago, Beijing, and Shanghai. Jia
Zhao is a foreign service officer on leave
Jrom China’s Ministry of Foreign Af-
Jairs. She is currently a special counsel to
Baker & McKenzie.

tion trade deals will not be covered.
As for sales involving a mixture of
goods and services, it is still not clear
whether the CISG will apply.

Another ambiguous point in the
law concerns the definition of a
“place of business.” The meaning of
this term seems clear in most con-
texts, but not all. For example, will
the site of protracted negotiations in
China constitute a “‘place of busi-
ness?’’ In most cases, the contracting
parties will have places of business
only in the United States or China.
But what happens when a US com-
pany has a representative office or
commission agent in Beijing? In such
cases, the issue is whether the head
office or the representative office has
the “closest relationship™ to the con-
tract. If the head office of the US
company is making the sale, it would
probably be designated the place of
business. The CISG would then auto-
matically apply to the contract be-
cause the relevant places of business
of the buyer and the seller would be
in different contracting countries.
But if the company’s representative
office in Beijing negotiates and signs
the contract, while the head office
merely notifies the factory to ship the
goods, the representative office
might have the “closest relationship”
to the contract. In such cases, the
CISG would not automatically apply
because the places of business of
both buyer and seller would be in the
same country, i.e., China.

Similar issues arise when a Chinese
entity sells or purchases through an
office in the United States or when a
US party makes sales to China with
the assistance of a Hong Kong
branch.

These questions will have to be re-
solved on a case-by-case basis in US
and Chinese courts. This poses a
problem since similar cases could be
resolved differently in each country.
It has been proposed that an interna-
tional conference be held every few
years to discuss differences in inter-
pretations of the CISG.

Issues left to domestic law

The CISG also leaves a number of
issues to be resolved by domestic law.
Among the key items not covered by
the CISG, which will continue to be
covered by US or Chinese law, are
the following:

® Agency. The CISG mentions
“parties” to the contract but does
not clarify the legal authority of one
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person to represent another as an
agent. Under what conditions will an
agent’s authority be sufficient to
make a valid contract? The answer is
left to domestic law.

e Statute of Limitation. The CISG
does not set a deadline for bringing
claims for damages based on the
CISG. The United Nations prepared a
convention on the Limitation Period
in the International Sale of Goods
and a 1980 Protocol aligning the
convention with the CISG, but the
United States has not ratified this
convention.

¢ Validity of contracts. The CISG
does not state when a contract will be
considered invalid due to a defect in
its formation (e.g., fraud) or in its ef-
fect (e.g., contrary to public policy).
Domestic law will govern these issues.

e Product liability. The CISG gov-
erns the legal relationship between
the buyer and the seller, but not be-
tween the manufacturer and the ulti-
mate user of the product. Claims for
death or personal injury by consum-
ers against manufacturers will there-
fore continue to be governed by do-
mestic law.

e Third party claims. The CISG
places a general obligation on the
seller to deliver goods free from any
right or claims of a third party. But it
does not address how claims by third
parties may affect a contract gov-
erned by the CISG. For example,
whether a bona fide seller can trans-
fer the title of the goods to a pur-
chaser regardless of claims by third
parties is a question of local law.

e Warranty disclaimers. The CISG
obliges the seller to deliver goods
that are of the quantity, quality, and
description required by the contract.
This includes any guarantee by the
seller that for a period of time the
goods will remain fit for their ordi-
nary purpose or some particular pur-
pose, or will retain specified qualities
or characteristics. But the CISG does
not impose any other warranties on
the seller and does not state whether
any warranties are implied or under
what circumstances disclaimers are
valid.

e Trade terms. The CISG does not
define certain commonly used trade
terms, such as “CIF,” “FOB,” and
“FAS.” Definitions of these terms
will be left to domestic law.

Advantages and objections
The CISG provides US and Chinese
trade partners, at last, with an oppor-

tunity to agree upon a law to govern
their contracts. Because it is an inter-
national convention drafted and
agreed upon through consensus by
representatives of many countries, it
does not favor any particular country
or buyers or sellers. It is written in
simple language free of Anglo-Amer-
ican legal jargon. It is to be inter-
preted, first, in conformity with the
general principles of law on which it
is based, and alternatively, in accor-
dance with ordinary choice-of-law
rules that will apply the law of a par-
ticular country.

Perhaps most important, the CISG
emphasizes the freedom of the par-
ties to determine the terms and con-
ditions of a contract. Under the CISG
they may choose to exclude its appli-
cation completely, to apply it com-
pletely (subject to a few reservations),
or to apply it to all but a few provi-
sions. The CISG also allows the par-
ties to supplement its provisions by
clarifying issues that the convention
did not cover or only covered in part.

China has objected to the fact that,
under the CISG, oral promises could
constitute a valid contract. At
present all contracts in China must
be executed in writing and signed by
authorized Chinese officials. This will
continue to be the case after January
1, 1988, since China notified the con-
vention of its reservation.

Roots of CISG

Like any other contract law, the
CISG sets forth rules governing the
formation of contracts and the rights
and obligations of buyers and sellers.
Many of these rules are similar to
those in American contract law for
the sale of goods as specified in Arti-
cle 2 of the Uniform Commercial
Code and to those in China’s con-
tract law applicable to foreign sales
and purchases spelled out in the For-
eign Economic Contract Law (FECL).

The CISG appears to be based on
the Uniform Commercial Code, but
there are subtle differences that can
substantially affect any particular
contract. For example, under the
CISG: ‘“‘consideration’ is not re-
quired for the formation of a con-
tract; a contract will not be formed
when there are significant alterations
in the purported acceptance of an of-
fer; the buyer has the right to reduce
the price for the difference in value
for goods not conforming to contract
specifications; interest is granted for
payments in arrears; and damages
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can include lost profits.

The final instrument of the CISG,
adopted in 1980, predates China’s
Foreign Economic Contract Law
(FECL) by five years and in some re-
spects may have inspired it. The
FECL, in fact, seems to have adopted
the CISG language almost verbatim in
some instances. The articles of the
FECL that stipulate the obligation of
the breaching party to mitigate dam-
ages, the payment of interest on pay-
ment in arrears, and the excuse for
nonperformance due to an event
classified as force majeure are almost
identical to those in the CISG.

The CISG, however, is a more spe-
cific and complex law than the FECL.
For example, it provides details on
the role of offer and acceptance in
the formation of contracts that are
not included in the FECL. But both
the CISG and the FECL, unlike the
Uniform Commercial Code, are rela-
tively new laws that lack a body of
interpretation by the courts.

Consider your options

Assuming present practice contin-
ues after January 1, 1988, and no
choice-of-law clause is inserted in
sales and purchase contracts between
US and Chinese parties, the CISG will
apply automatically to these con-
tracts. In light of this development,
US parties should review their cur-
rent practices in drafting and negoti-
ating contracts with the following
questions in mind:

e Do we have sufficient bargaining
power to insist on contract provisions
applying US law?

e Are our contracts covered by the
CISG?

e [s the CISG preferable to Chinese
law?

e How should we draft our con-
tracts to fill important gaps in the
CISG or delete some of its unde-
sirable provisions?

e How will the domestic law of the
parties affect our contracts despite
the application of the CISG?

e How can we reconcile our con-
clusions regarding the application of
the CISG with tax considerations re-
garding the situs for a sales company?

Although the CISG will certainly be
welcomed by many US companies do-
ing business with China, it may not be
the law of choice for everyone. US
companies will have to consider their
options carefully to ensure that they
choose the contract law and provi-
sions best suited to their needs. £
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The Statistical Yearbook
of China 1986, compiled
by the State Statistical
Bureau. Oxford: Ox-
ford University Press;
Hong Kong: Economic
Information & Agency;
Beijing: China Statistical Informa-
tion & Consulting Service Centre,
1986. 761 pp. $84.

This annual reference compen-
dium, expanded from its previous
editions and updated with 1985 sta-
tistics, offers more than 100 new ta-
bles and two new chapters covering
developments in capital construc-
tion, city construction, and environ-
mental protection. The Yearbook also
includes more provincial information
than before and more than is avail-
able from any other English-lan-
guage publication. Fach chapter has
been expanded with new statistical
categories. Of note are figures for
utilization of foreign capital, the
number of foreign and domestic pat-
ents filed, and details of civil legal
personnel and documents. The notes
at the end of the book that define
terms and explain statistical methods
are more extensive and better orga-
nized than in past editions. —]JLL

China Economic Handbook, by
Karsten Grummitt. London:
Euromonitor Publications Ltd. 1986,
246 pp. $80. Distributed in the
United States by Gale Research Co.
This book is arranged in two parts.
The first part outlines the history of
China’s economic development from
1979 to 1984 and discusses individ-
ual sectors of China's economy.
Among the sectors covered are agri-
culture and rural development, in-
dustry and energy, transport and
communications, and finance and
banking. With only 133 pages of text,
however, this volume provides little
insight into the complexities of Chi-
na’'s developments in these areas.
The second part provides statisti-
cal information as well as addresses
of major Chinese government and
foreign-trade related organizations.
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The book would have better served

its readers by including descriptions
and charts identifying the functions
and affiliations of these organiza-
tions. Even less satisfying are the 55
pages of statistics, none more recent
than 1984, taken from the Statistical
Yearbook of China 1984 and China: A
Statistical Survey in 1985. This por-
tion of the book offers little new ma-
terial and is superseded by reference
works that are more up-to-date.

The value of this work is its encap-
sulated review of China’s economy,
although it is a high price to pay for
distilled and already outdated in-
formation. —]JLL

The Economic Develop-
ment of China, by Victor
D. Lippit. Armonk, NY:
M.E. Sharpe, 1987. 269
pp- $35 hardcover,
$14.95 softcover.

Is China going cap-
italist? Ever since the country began
introducing a package of economic
reforms and open door policies in
the late 1970s, some observers have
jumped to this conclusion. But in his
thoughtful book, Professor Lippit of
the University of California, River-
side, argues that the development of
a completely privatized economic sys-
tem in China is highly unlikely. Writ-
ten from a Marxist perspective,
Lippit provides a refreshing and sym-
pathetic view of the ideological as
well as purely economic consider-
ations that will shape China’s reform
policies in the years to come.

Unlike many other Western econo-
mists, Lippit is cautiously optimistic
that China’s leaders will find a way to
combine market-oriented reforms
with central controls. He believes that
China’s reforms have already bene-
fited the working class by raising their
living standards and giving them a
measure of control over their enter-
prises. To Lippit, these improvements
form the true essence of socialism,
providing both the ideological and
practical basis for workers’ support of
the reform movement.
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Lippit concedes the possibility of
reforms going awry if the State fails
to remove basic impediments to mar-
ket socialism like the irrational price
structure and bureaucratic interfer-
ence in enterprise management. He
also fears the consequences of grow-
ing economic and social inequalities
as living standards rise for some more
than others. Unless the State can
solve such problems, China may re-
vert to a highly centralized system of
economic planning. But Lippit be-
lieves that the success of the reforms
so far provides grounds for opti-
mism.

Lippit’s book is not for the unini-
tiated. His use of Marxist terminol-
ogy will not attract popular audi-
ences. In explaining his essential
analytical framework, for example,
Lippit writes: “Economic develop-
ment is a class-specific process both
in the sense that whether it occurs
depends above all on the interest of
the dominant class, and in the sense
that if it occurs, it does so in a way
that reflects that interest.”” And those
looking for an up-to-date account of
China’s reforms will not find it here:
the author has written an essay, not a
textbook. Most of Lippit’s discussion
of industrial reforms is based on pre-
1984 developments. Given the diffi-
culties that have arisen over the past
three years, readers will wonder if
Lippit is still so optimistic about Chi-
na’s future. But they can rest assured
that the questions Lippit raises in his
book are still very much on the minds
of China's leaders at present.

—David Denny

China’s Development Strategies and
Foreign Trade, by James T. H. Tsao.
Lexington, MA: Lexington Books.
1987. 209 pp. $32.

This book represents one of the
most recent efforts by a Western
scholar to examine China’s domestic
and foreign economic policies since
1949. Given the tremendous changes
that have occurred in both these ar-
eas since 1979 and the volume of eco-
nomic information that China has re-
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leased over the past few years, there
is ample room for many such retro-
spective works on China’s post-liber-
ation economy and foreign trade.

Regrettably, and in spite of its title,
this book has little to say about strate-
gies, domestic or foreign. So little, in
fact, that the book serves mainly as a
chronology of State plans and tar-
gets, made only somewhat more com-
prehensible by brief, desultory refer-
ences to the political and social
context in which they appeared. The
fierce debate between Maoists and
reformers over development strate-
gies during the first three decades of
the PRC is poorly summarized in a
small paragraph. The brief chapter
on problems in China’s economic
development might have made
amends for the lack of analysis in pre-
vious chapters. Instead, it fails even
to sort out the salient bottlenecks in
China’s economic development. Five
of the 12 pages in the chapter de-
scribe energy shortages in China, but
not one mention is made of China's
inadequate transportation system,
which Chinese officials have them-
selves identified for decades as one of
the most serious obstacles to eco-
nomic growth. Part Il on foreign
trade is even more disappointing.
Statistical descriptions of China’s
two-way trade, which account for
much of this section, merely restate
the information provided in tables in
the appendix.

Some general interest readers will
appreciate the format of the book,
which is arranged in small, digestible
paragraphs preceded by subhead-
ings. And scholars may want to re-
view the author’s econometric model
of the Chinese economy, outlined in
Appendix C. But for a comprehen-
sive analysis of policies, readers will
have to turn elsewhere. —DDK

BOOKS RECEIVED

Physical Geography of China, by
Zhao Songgiao. Edited by Christo-
pher Salter. Beijing: Science
Press; New York: John Wiley &
Sons, 1986. 234 pp. $29.95.

The 14 Coastal Cities and Hainan
Island, edited by Su Wenming.
Beijing: Beijing Review, 1986.
Distributed in the US by China
Books and Periodicals. 261 pp.
$5.95.
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The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
For the most part, the accuracy of these reports is not independently confirmed by The CBR. Contracts denominated in foreign
currencies are converted into US dollars at the most recent monthly average rate quoted in International Financial Statistics (IMF).

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

the Business Information Center at the National Council for US—China Trade.
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Foreign Party/
Chinese Party

SALES AND INVESTMENT THROUGH MAY 31

Arrangement/Value/
Date Reported

Agricultural Technology

China'’s Imports
Cooper Energy Services
International (US)/CNnCC

Signed contract to provide a process air
compressor to the World Bank-supported
China Fertilizer and Energy Saving Project.
$1.1 million. 3/87.

Awarded contract to supply 53 tractors and
spare parts, 90 front loaders, and 90 rear
blade levellers and parts for harvesters for
World Bank-supported agricultural project.
$3.3 million. 4/87.

John Deere International
Ltd. (US)/CNTIC

Semodja Holland B.V.
(Netherlands)/CNTIC

Awarded contract to supply beet analysis
instruments for World Bank-supported agri-
cultural project. $141,936 (NG290,260).
4/87.

Awarded contract to supply eight sets of in-
stant seed water content analyzers for
World Bank-supported agricultural project.
$41,429 (DK282,900). 4/87.

Foss Electric Co. (Den-
mark)/International Ten-
dering Company of CNTIC

Chemicals and Chemical and Petrochemical Plants and Equipment

China’s Imports
Haldor Topsoee A/S
(Denmark)

Signed contract to reconstruct an ammonia
plant. $4.4 million (DK30 million). 10/86.

Abbreviations used throughout text: BOC: Bank of China; CAAC: Civil Aviation Ad-
ministration of China; CAIEC: China National Automotive Industry Import-Export

Corp.; CCTV: China Central Television; CEIEC: China Electronics Import-Export Corp.;

CEROILFOODS: China National Cereals, Oil, and Foodstuffs Import-Export Corp.;
CHINATEX: China National Textiles Import-Export Corp.; CITIC: China International
Trust and Investment Corp.; CITS: China International Travel Service; CNCCC: China
National Chemical Construction Co.; CNOOC: China National Offshore Oil Corp.;
CNTIC: China National Technical Import Corp.; COSCO: China Ocean Shipping Co.;
CPIC: China National Corporation of Pharmaceutical Economic and Technical Inter-
national Cooperation; ICBC: Industrial and Commercial Bank of China; INSTRIMPEX:
China National Instruments Import-Export Corp.; ITIC: International Trust and Invest-

ment Corp.; MACHIMPEX: China National Machinery Import-Export Corp.; MAI: Min-

istry of Aviation Industry; MEI: Ministry of Electronics Industry; MINMETALS: China
National Metals and Minerals Import and Export Corp.; MLI: Ministry of Light Indus-
try; MOCI: Ministry of Coal Industry; MOPI: Ministry of Petroleum Industry; MPT:
Ministry of Posts and Telecommunications; MWREP: Ministry of Water Resources and
Electric Power; NA: Not Available; NDSTIC: National Defense, Science, Technology,
and Industry Commission; NORINCO: China North Industries Corp.; SINOCHEM:

China National Chemicals Import-Export Corp.; SINOPEC: China National Petrochem-

ical Corp.; SINOTRANS: China National Foreign Trade Transportation Corp.; SITCO:
Shanghai Investment and Trust Corp.; SPC: State Planning Commission
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Worthington Compressor
(Us)/cNeC

Sumitomo Corporation
(Japan)/CNCC

MAAC Canada Ltd. and
Fort Saskatchewan Engj-
neering Services Ltd.
(Canada)/Hunan Province
Import Corp.

Toyo Engineering Corp.
(Japan)/jilin Chemical In-
dustry

NA (Japan)/Jinling Petro-
chemical Co., Nanjing

Hitachi Ltd., Marubeni
Corp., and NA (Japan)/
CNTIC

Mitsui Petrochemical
Corp., Mitsui Shipbuild-
ing Corp., and C. Itoh &
Co. Ltd. (Japan)/CNTIC

Three Japanese compa-
nies/CITIC

MDA Scientific Inc. (US)/
Jilin Chemical Industry
Corp., Beijing Everbright
Industrial Co.

Scientific Design Com-
pany Inc. (US)/Shanghai
Petrochemical Complex

Investments in China

NA (Singapore)/Guizhou
Province

Hong Kong-Macau Inter-
national Investment Co.
(HK)/Anda Chemical In-
dustrial General Plant,
Heilongjiang

Lixingyanghang Co. (HK)/
Qionghai County Devel-
opment and Construction
Corp., Hainan

Signed contract to provide a carbon dioxide
compressor to the World Bank-supported
China Fertilizer and Energy Saving Project.
$1.6 million. 1/87.

Awarded contract to supply carbon dioxide
and refrigeration compressors to the World
Bank-supported China Fertilizer Rehabilita-
tion and Energy Saving Project. $3.3 million.
3/87.

Will supply 1,500 TPY ethylene amine plant
to be operated by the Xiangtan Fine Chemi-
cal Co. $3 million. 4/87.

Constructing 9,500 TPY polystyrene unit to
be completed in 1989. 4/87.

Exported a set of cycloparaffin equipment
with 10,000 TPY production capacity. $9.1
million (¥34 million). 5/87.

Signed contract to provide equipment to
the Jinan Polyester Fiber Factory in
Shandong for making 66,000 tonnes of
polyester annually. 5/87.

Signed contract to provide equipment to
the Jinan Polyester Fiber Factory in
Shandong for making 75,000 tonnes of
para-phenylene dimethyl acid annually.
5/87.

Signed contract to provide the Zibo Petro-
chemical Plant in Shandong with equipment
for producing 10,000 TPY of acrylic oxide.
$4.5 million (J¥640 million).

Signed two-year agreement to supply toxic
gas monitoring systems. $1 million. 5/87.

Awarded contract to build and license
monoethylene glycol plant with 120,000
TPY capacity. $50 million. 5/87.

Put into operation joint venture to produce
1000 TPY of plastic bags and industrial and
agricultural plastic sheeting. $440,000, 3/87.

Signed joint venture contract for the con-
struction of the Anda Chemical Industrial
Co. Ltd. to produce organic glass. $42.7
million (¥159 million). 4/87.

Began operation of jointly managed
Qionghai Polyester Fiber Factory to produce
5,000 tonnes of polyester filament annually.
$2 million (HK$16 million). 5/87.
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Chemicals (Agricultural)

China’s Imports
Sinochem International
Oil (HK) Company Ltd.
(supplier, Philippines)/
Anhui Province

M.W. Kellogg Co. (US)/
Cangzhou (Hebei), Shuifu
(Yunnan), Liache (Liao-
ning), Luzhou (Sichuan)

Mitsubishi Corp. (Japan)/
CNTIC

Sinochem International
Qil (HK) Company Ltd.
(supplier, Norway)/Anhui
Province

Signed contract to supply diammonium
phosphate to the World Bank-supported
Pishihang Chaohu Area Development
Project. $2.7 million. 2/87.

Constructing ammonia retrofits at these
sites. 4/87.

Awarded contract to supply 20 tonnes of
pesticide and 20,000 liters of agents for
World Bank-supported agricultural project.
$87,245 (DM158,000). 4/87.

Signed contract to supply NPK compound
fertilizer to the World Bank-supported
Pishihang Chaohu Area Development
Project. $5.4 million. 4/87.

Construction Materials and Equipment

China’s Imports
Duplus Domes Ltd. (UK)/
Guilin Mandarin Hotel

Sumitomo Corporation
(Japan)/International Ten-
dering Company of the
CNTIC

NA (Austria)/Building
Materials Factory of the
Taiyuan Chemical Plant

ASK Corp. (Japan)/East
China Power Administra-
tion, Shanghai

NA (Italy)/China-Italian
Glass Fiber Reinforced
Plastics Factory (Sino-Ital-
ian joint venture), Jixian,
Heilongjiang

Investments in China

NA (Japan)/Two Chinese
companies

Philco International Co.
(US)/Tianjin Municipality

McAir Industries (Singa-
pore)/China National
AeroTechnology Import
& Export Corp. and the
Xiamen Industry and
Trade Center

NA (Japan)

Esdan Flavell and Indus-
trial Pipe System (IPS)
(Australia)/Ling Yun Fac-
tory, Hebei

Caterpillar Inc. (US)/
China Machine Building
International Corporation
and CNTIC

Consumer Goods

China’s Imports

Tokyo Maruichi Shoji Co.
(lapan)/Beijing Everbright
Industrial Co.

Investments in China
Molins Plc (UK)/China
Tobacco Import and Ex-
port Corporation, Shang-
hai

Will supply aluminum base curbs and poly-
carbonate rooflights. $195,648 (£120,000).
12/86.

Awarded contract to supply 40 sets of hy-
draulic excavators and parts. $78,206 (J¥301
million). 4/87.

Began operation of plastic window and
door frames production line imported from
Austria, 3/87.

Received order for a piping insulation ma-
terials plant. $40.3 million (¥150 million).
5/87.

Imported fiber-bound glass fiber reinforced
plastic pipe and vessel production line.
5/87.

Signed contract establishing joint venture to
make 2000 lifts annually using Mitsubishi
technology. $9.5 million. (JPN:25%-
PRC:75%). 1/87.

Signed joint venture agreement to manufac-
ture air conditioners. $1 million. 3/87.

Will construct joint venture air conditioner
manufacturing plant in Xiamen. $3.4 million.
(50-50). 4/87.

Opened the Shanghai-Sinko Air Condition-
ing Equipment Co. Ltd. 10-year joint ven-
ture to produce fan coil units for air condi-
tioners. $2.7 million. (50-50). 5/87.

Established Asia-Oceania Plastic Products
Corporation 20-year joint venture in Zhuo
Xian, Hebei to produce plastic and nylon
gas pipes, hoses, and other products. 5/87.

Signed technology transfer and training
agreements under which China will manu-
facture track-type tractors, wheel loaders,
log skidders, and diesel engines for con-
struction equipment, 5/87.

Received order for leaf tobacco processing
plant and technical assistance in quality
control.

Opened a joint venture parts store to ser-
vice cigarette factories throughout China.
1/87.

The China Business Review/September-October 1987

Two Japanese companies
and a Hong Kong com-
pany/Guangzhou
Baoyunshan Pharma-
ceuticals Factory

Fushi Enterprise Co. Ltd.
(HK)/Yichun Wooden Ar-
ticles Industrial Co.,
Heilongjiang

Brevetti Orafi SpA (ltaly)/
Beijing Arts and Crafts
General Corporation

Simpson Holdings (Aus-
tralia)/Tianjin Household
Electrical Co., and BOC

Perusahaan Tinggi (Ma-
laysia)/Zhengzhou Lique-
fied Natural Gas Control
Department, Henan

A furniture group (Can-
ada)/Anshan Steel Wood
Furniture Factory and An-
shan Huali Technology
Development Co.

Fujitsu Co. (Japan)/CEIEC
and Tianjin Communica-
tion Machines and
Household Electrical Ap-
pliances Factory

Takasago Perfume Indus-
trial Co. (Japan)/Shanghai
Jianchen Perfumery and
Shanghai Daily-Use
Chemical Industrial Co.

Far East Technology
Trade Co. (Japan)/China
Yunhai Aerotechnology
Development Industry-
Trade Co. and China
Guangzhou Economic
Technology Cooperation
Development Co.

Signed contract establishing joint venture to
produce chemical and medical products for
skin care and cosmetics. $3 million. 1/87.

Established the joint venture Yichun
Guangming Furniture Co. 3/87.

Began sales of Italian-style jewelry made by
the joint venture Beijing Orafi Ornament
Company. Registered capital: $2.4 million.
5/87.

Signed agreement establishing Tianjin Simp-
son Household Appliance Co. joint venture
to produce 200,000 washing machines an-
nually. $4.9 million (Aus$7 million).
(AU:50%-T):35%-BOC:15%).

Signed 15-year agreement establishing
Shaolin Kitchen Appliances to jointly manu-
facture gas stoves. Registered capital:
$500,000. (50-50). 5/87.

Established the Anyi Furniture Co. Ltd. joint
venture to manufacture office and house-
hold furniture. Registered capital: $1.5 mil-
lion (¥5.56 million). 5/87.

Established cooperative venture to produce
color televisions. 5/87.

Established the Sanlian Perfume Co. Ltd.
joint venture. $591,064 (¥2.2 million).
(PRC:51%-)PN:49%). 5/87.

Established the Guangzhou Yunhai Interna-
tional Consultancy Co. Ltd. joint venture
which set up a bicycle factory in Zhuhai.
$699,399 (J¥100 million). (JPN:70%-
PRC:30%). 5/87.

Electronics and Electrical Equipment

China’s Imports
Cybernex Company
(Canada)/No. 1 Radio
Factory, Chengdu

Tomorrow Discovery
Company (Canada)/
Jiangsu Technology
Development Company

ARC Company (US)/
Beifang Computers Com-
pany

Ryoden Electric (HK)/
Century Plaza Hotel,
Shenzhen

Apollo Computer Ltd.
(US)/Ministry of Machine
Building Industry, and
educational institutes

Synercom Co. (US)/
Guangzhou municipal
government

Cable & Wireless Systems
Ltd. (HK), subs. of Cable
& Wireless Plc (UK)/
Guangzhou Foreign
Trade Corporation

Telex Communications
Inc. (US)/Bank of China

Fort Worth Corporation
(US)/International Ten-
dering Company of the
CNTIC

Supplied semi-automatic production line to
make 36,000 computer terminals annually.
7/86.

Will supply two million pocket-size digital
computers for English-language educational
project. $97.7 million. 7/86.

Signed agreement to provide advanced
technological service to computer users in
China. 9/86.

Supplied an IBM computer system and
Lodgistix software. $160,000. 12/86.

Signed contracts to supply computers. $3
million. 1/87.

Will supply a Synercom mapping and in-
formation management system. 1/87.

Will supply, install, and service recorders for
five electric power organizations in
Guangdong. $128,057 (HK$1 million). 3/87.

Received order for 70 telex terminals and
20 printers. $128,300. 4/87.

Awarded contract to supply computer sys-
tem for a World Bank-supported project.
$466,744. 4/87.
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Nestar Systems Inc. (US)/
Computer Technology
Research Institute of the
Chinese Academy of Sci-
ences and an army hospi-
tal

Control Data Corpora-
tion (US)/NA

Far East Computers Pte.
Ltd. (Singapore)/China
Shipbuilding and Trading
Corp., CNTIC, INSTRIMPEX,
and three other import
companies

EECO Computer Co. (US)/
Beijing-Toronto Hotel,
Dragon Hotel
(Hangzhou), Guilin Man-
darin Hotel, and Ramada
Renaissance Hotel
(Guilin)

Westinghouse Electric
Corp. (US)/East China
Power Administration
and the Guangdong
Power Bureau

Asian Instruments Co.
Ltd. {AIC)/Zhao Jun Hotel,
Hohhot, Inner Mongolia

Far East Computers Pte.
Ltd. (Singapore)/China
Shipbuilding and Trading
Corp.

Investments in China

NA (HK) and NA (Can-
ada)/Zhuhai Develop-
ment Co., and Radar Bu-
reau of the MAI

NA/Fuxin TV Kinescopes
Factory, Liaoning

NA (Japan)/Xiamen Spe-
cial Economic Zone

IBS Company (Japan)/
Shanghai Computer
Technology Research In-
stitute

General Electric CALMA
Company (US)/CNTIC and
the Electric Power Plan-
ning Engineering Institute
of the MWREP

Prime Computer Inc.
(US)/CEIEC

Hamilton/Brighton/
INSTRIMPEX

Leemah Datacom Secu-
rity Corporation (US)/
Zhongyuan Radio Fac-
tory, Wuhan

Huafei Color Display Sys-
tem Company Ltd., Novel
Technology Development
Company Ltd. (HK) and
Philips Co. Ltd. (Nether-
lands)/Huadong Elec-
tronic Tube Factory

Other

Technical Center of the
Engineering Society
(FRG)/Electronics Scien-
tific Research Institute of
the MEI

Synercom Co. (US)/China
Zhuhai Corp.
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Supplied a PLAN-2000 network system for
the creation of a computerized hospital
management system, 4/87.

Negotiating the sale of two computer sys-
tems. $869,450. 4/87.

Received orders for computer-aided design
and manufacturing hardware and software
packages. $795,000. 5/87.

Signed contracts to supply EECO hotel man-
agement systems. 3/87.

Awarded contract to provide control and
automation services for the Wangting and
Guangdong power plants and for a blast

furnace at the Panzhihua steel mill. 5/87.

Signed contract to install hotel management
systern. 5/87.

Received order for computer-aided design
and manufacturing hardware and software
packages. $795,000. 5/87.

Signed contract establishing joint venture to
produce multi-layer printed circuit boards
for civilian use in Zhuhai and export to the
United States. $1.4 million. 1/87.

Signed contract to establish joint venture to
produce 300,000-500,000 color TV kine-
scopes annually. $7.7 million (¥28.4 million).
1/87.

Will establish Xiari Electronics Co. joint ven-
ture in Xiamen. 2/87.

Signed agreement to establish jointly man-
aged computer software development com-
pany. 3/87.

Opened the General Electric CALMA CAD
Technical Service Center joint venture to
provide users with training, repair services,
and parts. 4/87.

Signed contract establishing service center
in Beijing to provide service and parts. 5/87.

Will co-establish the Computer Technology
Center under the Ministry of Railways to
service American-made systems. 5/87.

Will cooperate to import and manufacture
modems. 5/87.

Signed agreement to coproduce 15,000
electronic color picture tubes annually.
5/87.

Opened offices in Beijing and West Berlin
to promote cooperation in electronics and
information transfer and to provide services
to Chinese and West German institutions.

Will install a Synercom mapping and in-
formation management system for dem-
onstration purposes in the Huangshan
Computer Center in Beijing. 2/87.

Nihon Keizai Shimbun,
Inc. (Japan)/China Statis-
tical Information and
Consultancy Service Cen-
ter

Electronics (Consumer)
Investments in China
NA (HK) and NA (Japan)/
Tianjin Jinrong Company
(Sino-Japanese joint ven-
ture)

Signed agreement to process Chinese busi-
ness, economic, and social statistics on Ni-
hon’s Nikkei data system. 5/87.

Signed contracts for the sale of 780,000 cas-
sette recorder sets and player parts. 5/87.

Engineering and Construction

Investments in China
Wah Tak Marine Engi-
neering Co. Ltd. (HK)/
Guangzhou Tunnel
Development Co.

Shanghai Pacific Partners
(US)/siTco and Shanghai
Honggiao United Devel-
opment Co. Ltd.

Will cooperate to construct a 1,130-m cross
river tunnel from Huangsha to Fangcun.
$41.4 million (¥154 million). 2/87.

Will construct Shanghai Golden Bridge
Mansion apartment building. 5/87.

Finance, Leasing, and Insurance

Other

Osthoff, Goller and
Bruckner (FRG)/MOFERT
and Shaanxi No. 3 Print-
ing and Dyeing Mill

Banque National de Paris
(France) and other
French, Portuguese and
British banks/Chinese
banks

Trilease International
(HK)/Beijing Trust and
Consultancy Corp.

Westpac Finance Asia
Ltd. (Australia)/Tiantan
Hotel, two members of
the BOC Group

Knutsen & Terpstra Inter-
national Associates (US)/
MACHIMPEX, Shanghai

Bank of America (US)/
Communications Bank of
China

IB) Schroder Bank and
Trust Company (US)/BOC

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

Nanyang Commercial
Bank (HK) and syndicate
of other banks/Guishan
Tourist Hotel Co. (joint
venture between Kwong
Li Nam Investment
Agency, Mildew Co. and
Credit Glory Co. (HK)
and Guilin Tourist Co.,
BOC, and Nanning
Branch Trust & Consul-
tancy Co).

Connecticut National
Bank (US)/China Industry
Commerce and Develop-
ment Bank

South America Corpora-
tion/Tianjin Huajian Cor-
poration and Tianjin In-
dustrial Investment
Corporation

Will provide loan for technical renovation
of mill and purchase of washing and drying
ranges and coating units. 2/87.

Signed loan agreement to finance the con-
struction of a fiberglass joint venture in
Zhuhai. $23 million. 3/87.

Signed contract to cooperate on the struc-
turing of finance and leasing packages. 4/
87.

Signed contract to finance the construction
of the Tiantan Hotel in Beijing. $8.5 million,
4/87.

Signed agreement to provide market re-
search and financial consulting on shipping
and transport. 5/87.

Signed agreement to develop a range of fi-
nancial links. 5/87.

Negotiating five-year loan. $150 million. 5/
87.

Signed agreement to begin correspondent
and depository relationship and cooperate
in trade and investment financing. 5/87.

Signed loan agreement for construction and
development of the Guishan Hotel joint
venture. $33 million. 5/87.

Signed agreement to assist New England
companies in export efforts to China. 5/87.

Established Tianjin Huamei Corporation Ltd.
joint venture to improve the investment cli-
mate in Tianjin. Registered capital:
$100,000. 5/87.

Food Processing and Food Service

China’s Imports
FMC Company (US)/
China Food Industrial

Technology Development

Corp.

Supplied concentrated orange juice produc-
tion line that recently went into operation.
5/87.
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Investments in China

Nissan Co. (Japan)/
Qingdao Foodstuffs Fac-

tory

Torin Sangyo Kaisha Co.
Ltd. (Japan)/Shenzhen
SEZ

Toyo Seaweed Co. (Ja-
pan)/Dalian Aquatics Bu-
reau

Tokyo International
Trade Company (Japan)/
Beijing Foodstuffs Indus-
try Technical Develop-
ment Company

Kente Co. and Hokkaido
Shoji Co. Ltd. (Japan)/
Shanghai Confectionary,
Cigarette and Wind Co.,
and Shanghai Foreign
Trade Corp.

A HK investment com-
pany/Shanghai Xinxin
Clothing Co. and Shang-
hai Foreign Trade Corp.

SEN Co. (FRG), Mitsubishi
Co. (Japan), FMC Co.
(US), and two other US
companies/CEROILFOODS

NA (Poland)/NA

NA (Poland)/No. 4 Im-
port Business Division of
MACHIMPEX

NA (FRG) and NA (UK)/
Shenzhen

Established Nissan International Food
Development Co. joint venture to produce
sweetened bean paste for export to Japan.

Established Dongnan (Southeast) Food Co.

joint venture that recently began producing
beancurd. $805,997 (¥3 million). (50-50). 3/
87.

Established Dalian Aquatics Co. Ltd. 17-year
joint venture to produce essence of kelp
products. $2.1 million (J¥300 million). (50-
50). 3/87.

Signed agreement to establish joint venture
to cultivate, process, and export vegetables
and other farm products. $139,880 (J¥20
million). (50-50). 3/87.

Established Shanghai Xianghe Foodstuffs
Co. Ltd. joint venture to market and export
sweetened bean paste, chestnut, and biscuit
products. $1.5 million (¥5.5 million). 3/87.

Established Shanghai Wanshida Shoes Co.
Ltd. joint venture to produce sports and
rain shoes and slippers. $730,000. 3/87.

Will supply equipment for beverage pro-
duction line to be installed at Shanghai No.
5 Cold Storage Plant. 3/87.

Constructing cold storage facilities in
Beijing. 3/87.

Signed contract to import three sausage
casing production lines.

Signed agreement to establish joint venture
brewery, with all equipment and technology
to be imported from West Germany. 5/87.

Machine Tools and Machinery

China’s Imports

Schmidt Manufacturing &
Equipment (UK)/Shanghai
Municipality

Mather & Platt (UK)/
CNTIC Beijing Branch

Ferranti Metrology Sys-
tems (UK)/Renmin Ma-
chinery Company, Beijing

KTM (UK)/Dalian Ma-
chine Tool Company,
Liaoning

Johnson Corp. (US)/NA

Investments in China
Rotorex Corp., subs. of
NYCOR Inc. (US)/China
Leasing Ltd. (Beijing) and
Jinling Machinery Factory
(Nanjing)

Supplied compact suction sweepers. 10/86.

Signed agreement to supply reservoir and
booster pumps and training to Beijing No. 9
Water Treatment Plant. $3.3 million (£2 mil-
lion). 1/87.

Received order for coordinate measuring
machine. $244,560 (£150,000). 2/87.

Signed contracts supplying kit and fully built
machining centers and a machine cell and
systems software package. $2 million. 4/87.

Signed contract to supply seven steam units
used to return high temperature condensate
in heating systems back to the original
source. $140,000. 4/87.

Signed agreement licensing for Jinling Fac-
tory to produce rotary compressors for air
conditioning and commercial refrigeration
products. 6/87.

Medical Equipment and Devices

National Cancer Re-
search Center (US)/Tongji
Medical University

Medical Laser Center,
Luebeck (FRG)/Beijing,
Guangzhou, and
Zhejiang universities

Will conduct joint research on the relation-
ship between silicosis and lung cancer, to
be completed by 1988; NCR will provide
funds, equipment, and latest information.
2/87.

Signed cooperative agreements. 3/87.
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Metals, Minerals, and Processing

China’s Imports

Dowa Mining Co., Toho
Zinc Co., and five other
companies (Japan)

Mannesmann Demag
Sack GmbH and AEG AG
(FRG)/Wuhan Iron and
Steel Co.

Associated Iron & Metal
Co., div. of Addlestone
International Inc. (US)

New Japan Iron Smelting
Co. (Japan)/Shanghai
Baoshan Iron and Steel
Complex

Mesta Engineering Co.
(US)/Capital Iron and
Steel Complex, Beijing

Lamp Metals, subs. of
Thorn EMI (HK)/China
National Import and Ex-
port Corp.

SAMP SpA (Italy)/Shen-
yang Cable Works

Investments in China
Wong's Hong Kong Inter-
national Ltd. (HK)/China
Huanyu Electronic Union
Co. and Eurasky Co.

Kanthal AB (Sweden)/
Beijing Steel Wire Plant,
div. of Capital Iron and
Steel Complex, Beijing

Bundy Tubing Company
(Australia), assoc. of
Bundy Corporation (US)/
Qinhuangdao municipal
government, Central Iron
and Steel Research Insti-
tute of MMI

Other

Kreditanstalt fur
Wiederauf Bank (FRG)/
MOFERT

Broken Hill Proprietary
Company Limited (BHP)
(UK)/MMI

Broken Hill Proprietary
Company Limited (BHP)
(Australia)/Yichang,
Hubei

Ministry of Metallurgy
and Heavy Engineering
(Czechoslovakia)/Mmi

Military Equipment

Investments in China
Weaver Arms Corp. (US)/
China North Industries
Corp. (NORINCO)

Signed contract to export 3,000-4,000
tonnes of zinc ingots between March and
May 1987. 3/87.

Will construct a complete cold rolling mill
to produce 130,000 tonnes of tin plate an-
nually. $21 million (DM38 million). 3/87.

Exported 22,000 tonnes of scrap steel. $2-$3
million. 3/87.

Received order for heat retrieving equip-
ment to retrieve steam discharged by sinter-
ing, ventilating, and cooling machines. $7
million (J¥1 billion). 3/87.

Signed contract to supply highly automated,
twin-strand continuous slab caster and re-
lated technical services. 3/87.

Signed contract to supply new production
line to Ganzhou Tungsten and Molybde-
num Plant, Jiangxi. $742,733 (HK5.8 million).
4/87.

Signed agreement to supply computer-con-
trolled, robot-assisted plant to produce an-
nealed copper wire. 4/87.

Established North Lamination joint venture
to make copper-clad laminated sheets in
Hubei. $5.3 million. 2/87.

Established 20-year wire-making joint ven-
ture. Registered capital: $53.7 million (¥200
million). (50-50). 5/87.

Established Huayan-Bundy Tubing Corpora-
tion 20-year joint venture to produce
“Bundy” tubes, refrigerator condenser
pieces, and equipment to form automobile
brake tubes. Registered capital: $4.5 million.
5/87.

Will conduct feasibility study for Guilin talc
mine. $82,827 (DM150,000). 2/87.

Signed memorandum of understanding call-
ing for cooperation in the fields of mining
and steel production. 2/87.

Signed agreement to conduct joint feasibil-
ity study for a major ferroalloy smelter.
3/87.

Will establish group to promote technology
exchange and cooperate in the manufactur-
ing of equipment. 5/87.

Negotiating joint venture to manufacture
automatic and semi-automatic weapons.
4/87.

Petroleum, Natural Gas, and Related Equipment

China’s Imports
Japanese Gas Equipment
Factory (Japan)/CNTIC,
Beijing

Inductoheat Inc. (US)/
MACHIMPEX

NA (New Zealand)/
Sichuan Province

Ampac Oil Ltd. (HK),
subs. of Chintex Oil &
Gas Co/NA, Beijing

Signed agreement to supply technology for
producing gas-fueled water heaters. $2.1
million (300 million). 12/86.

Supplied six induction processing systems to
two oil goods plants in Yumen, Gansu, and
Tianjin. $1 million. 3/87.

Will construct a compressed natural gas
plant in Sichuan,

Signed agreement to finance Ampac Oil Re-
finery joint venture in Zhanjiang,
Guangdong. $1.1 million (¥4 million). 4/87.
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Caterpillar Inc. (US)/
Nanhai West Oil Cor-
poration (NWOC)

KRW Energy System (Kel-
logg Rust Synfuels), subs.
of The Signal Companies
Inc. (US)/First Heavy Ma-
chinery Works, Fularji,
Heilongjiang

Trico Industries Inc. (US)/
CNTIC

Caltex Oil Hongkong Ltd.
(HK), subs. of Caltex Pe-
troleum Corp. (US)

Investments in China
Total CFP, Technip, and
the French Petroleum In-
stitute (France)/Gaogiao
refining company, Shang-
hai

Sofregaz, subs. of Gaz de
France (France)/NA

Other

Kawasaki Heavy Indus-
tries Ltd (Japan)/China
Oil Industry Bureau and
MACHIMPEX

Canadian International
Submarine Project Com-
pany (Canada)/Jiaotong
University, Shanghai

lapan-China Oil Devel-
opment Corp. (Japan)/
CNOOC

Fairfield Industries, Inc,
(US)/Anhui Oil Corp.

Ports

China's Imports

EKPAC (Sweden)/CNTIC
and Communications Bu-
reau, Hangzhou

Mitsubishi Heavy Indus-
tries Ltd. and Mitsubishi
Corp. (Japan)/CNTIC

Other

Singaporean Consultancy
Service Pte (Singapore)/
Tianjin Port Administra-
tion

Japan International Co-
operation Agency, Japan/
China Northeast Devel-
opment Association (Ja-
pan)/Overseas Coastal
Development Institute

Received order for two generator sets to be
used at Potou, Zhanjiang. 4/87.

Engineering fuel gas from coal gasification
plant. $25 million. 4/87.

Received order for hydraulic pumping units
for Liaohe oil field, Liaoning. $6 million.
4/87.

Supplied 3,000 tonnes of diesel engine
lubricating oil. $1.5 million. 5/87.

Concluded agreement to jointly construct
paraffin wax hydrotreating units. 4/87.

Made bid to construct pipeline between
Hainan Island and Guangzhou for
Yinggehai Gasfield project. 3/87.

Signed contract to cooperate in producing
high-pressure steamers to force out petro-
leum in heavy content offshore oilfields.
$1.4 million. 1/87.

Signed contract to jointly develop remote
control underwater device used for oil ex-
ploration. 5/87.

Signed agreement on joint development
plan for southern Bohai oilfields. 3/87.

Signed agreement to conduct onshore seis-
mic exploration in Anhui. 3/87,

Signed loan-financed contract to supply
goods for Hangzhou wharf construction
project. $2.4 million (SK15.4 million). 4/87.

Signed contract to manufacture a coal-han-
dling system to serve Beilungang and
Zhenghai coal-fired power stations in
Zhejiang. 3/87.

Signed contract to provide consultancy ser-
vices for wharf construction project. 2/87.

Will conduct feasibility study on Dalian port
expansion. 3/87.

Power Plants and Equipment

China’s Imports
Dulmison Australia (Aus-
tralia)/CNTIC

Systems Control Inc.
(US)/CNTIC

Combustion Engineering
(US)/eNTIC

US Zurn Industries Inc.
(US)/Beijing International
Service Center Ltd.

Will supply 13,950 space dampers for use
on 500,000-volt transmission line. 12/86.

Signed contract to provide energy manage-
ment system for the World Bank-supported
Lubuge Hydroelectric Power Project. $4
million. 12/86.

Signed contract to supply 600-MW boiler
island for World Bank-supported
Beilungang Thermal Power Project. $54.7
million. 1/87.

Signed contract to supply four Keystone
boilers. $8 million. 4/87.

Mitsui & Co. Ltd. (Japan)/
Ningbo, Zhejiang

Investments in China
Cheung Kong (Holdings)
Ltd., Hutchison Wham-
poa Ltd., and Hong Kong
Electric Co. (HK)

Other

Institute of Nuclear Safety
& Protection (France)/Na-
tional Nuclear Safety Ad-

ministration

ASEA AB (Sweden)/Elec-
tric Power Research Insti-
tute of MWREP

Electricity Advisory Ser-
vices Ltd. (EASL), subs. of
China Light and Power
Co. Ltd. (HK)/MWREP

Will supply 600,000 kw coal-fired generat-
ing equipment for World Bank-supported
Beilungang Thermal Power Project. 5/87.

Signed agreement to build 2.4 million kw
power plant in Wuxi in exchange for coal
shipments to HK. $1.3 billion (HK$10 bil-
lion). (HK:40%-PRC:60%). 5/87.

Will cooperate on seven-year joint assess-
ment of safety of Daya Bay Nuclear Power
Plant. 12/86.

Signed letter of intent to establish power
transmission development center at Beijing
Power Research Institute. 4/87.

Signed memorandum of cooperation to ex-
change information relating to the electric-
ity industry. 5/87.

Printing Equipment, Publishing, and Broadcasting

China’s Imports
(FRG)/BOC, Jiangnan Pa-
per Mill, Shanghai

Porelok Co. (US)/Nanjing
Seal Engraving Factory

Man Roland (US), subs.
of Man Roland (FRG)/
Jiangsu Provincial Foreign
Trade Corp. and SITCO

Investments in China
Hong Kong United Hold-
ings Company (HK)/
Hangzhou

Great Hakka Inc. (US)/
China Welfare Institute

Yukonsha Publishing Co.
(Japan)/“China Village
and Town Information”
publication and China
Computer Technical Ser-
vice Corp.

Shibuya Chikagai Co. Ltd.
and Tokyo Maruichi Shoji
Co. Ltd. (Japan)/Beijing
Municipal Catering Ser-
vice Corporation

Philips NV (Netherlands)/
Shenzhen

Other

Radio-Television Organi-
zation (ERT-1) (Greece)/
China Central Television
(CCTV)

State Committee of USSR
for Television and Radio
Broadcasting (USSR)/
Ministry of Radio, Film,
and Television (PRC)

Sold set of art printing paper equipment.
$10 million. 3/87.

Put into operation imported atom seal pro-
duction line. 3/87.

Supplied Uniman presses to upgrade news-
paper printing in Nanjing and Shanghai.
4/87.

Signed contract establishing copper paper
joint venture. $13 million. 2/87.

Established Shanghai Ouai Fast Printing Co.
Ltd. commercial printing joint venture.
$270,000. (GH:60%-PRC:40%). 3/87.

Established the China Information Center
joint venture to encourage Japanese and
foreign investment in China. $2 million. (50-
50). 4/87.

Established Beijing-Tokyo Photo and
Graphic Art Co. Ltd. joint venture. Regis-
tered capital: $1.1 million (¥4 million).
(SC:44%-TMS:5%-PRC:51%). 5/87.

Will establish Shenzhen Hi-Tech Laser
Video Corporation Ltd. joint venture to
manufacture videos and compact disks.
Registered capital: $40 million. 5/87.

Signed agreement to exchange television
programs, films, and tapes pertaining to po-
litical, economic, scientific, and athletic top-
ics. 5/87.

Signed agreement for cooperation in areas
of television and radio. 5/87.

Property Development and Property Management

Investments in China
Wing On (Holdings) Ltd.
(HK)/Shanghai Industrial
Investment Co. Ltd.

NA (HK)/Xinjiang Bofeng
Trade Co.

NA (Italy)/NA

Signed joint venture contract to construct
Shanghai Wing On Center. $100 million.
2/87.

Will jointly build Silk Road Hotel in Shang-
hai. $10 million. (50-50). 3/87.

Established the Shanghai International Tele-
vision Exchange Company Ltd. joint venture
that will build a hotel to be financed by It-
aly. $55 million. 3/87.
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Two Hong Kong compa-
nies/Shanghai Haigang
Industrial Co. Ltd.

Shanghai Industrial In-
vestment Co. Ltd. (HK)/
Shanghai Commercial
Development Company

Chah Sing Investments,
subs. of Jurong Engineer-
ing (Singapore)/Beijing
Jinglin Enterprise

Kosaido Development
Co. Ltd. and Toko Bussan
Co. Ltd. (Japan)/China
Sports Service Company,
Dongfeng Farm of Beijing
Corporation of Agricul-
ture and Industry

US Shelter International
Inc. (US)/Lhasa travel ser-
vice

A construction co. (Sin-
gapore)/China National
Building Engineering
Corp.

Other
A Libyan company/
Guangzhou Yuexiu Park

Scientific Instruments
Investments in China
ACT Enterprises Co. (Sin-
gapore)/Tianjin Municipal
Science & Technology
Co.

Shipping

Investments in China
International Shipping
Co. Ltd. (Czechoslo-
vakia)/COSCO

Telecommunications

China’s Imports
Taletera-Pirelli (Italy)/
Fujian Administration of
Posts and Telecommuni-
cations

Alcatel (France)/NA
Italtel (Italy)/NA

Nokia Telecommunica-
tions (Finland)/MOPI

NA (Canada)/Nanjing Ra-
dio Factory

Cable & Wireless Systems
Ltd. (HK), subs. of Cable
& Wireless Plc (UK)/
Guangzhou Foreign
Trade Corp.

Philips Telecommunica-
tion & Data Systems, div.
of Philips Hong Kong/
Beijing Institute of In-
formation Technology
Application

Philips Telecommunica-
tion & Data Systems, div.
of Philips Hong Kong/
Zhenhua Electronics In-
dustry Corporation,
Beijing

Will construct Shanghai Haigang Hotel.
Registered capital: $1.4 million. 3/87.

Signed contract to jointly build architectural
complex in western Shanghai. Registered
capital: $100 million. 3/87.

Will jointly construct hotels in Hangzhou,
Xi‘an, and Guilin. Total investment: $134
million. 4/87.

Established Chaoyang Golf Club 15-year
joint venture in Beijing. Registered capital:
$3 million. 4/87.

Signed joint venture agreement to build ho-
tel at Dekhong in the Maizhokungar County
hot spring area. 4/87.

Will cooperate to build projects in China
and Singapore, including the Xi'an Restau-
rant and garden of the Qindu Restaurant.
Chinese investment: $10 million. 5/87.

Will cooperate in establishing an exhibition
hall inside the park to display advanced for-
eign electricity and telecommunications
hardware and software. $5 million. 3/87.

Signed agreement establishing joint venture
to provide consulting services to Chinese
and foreign firms on science and technol-
ogy market. 2/87.

Signed agreement establishing jointly run
shipping company. 4/87.

Signed contract to import optical fiber
equipment for first stage of Xiamen-Nanping
telecommunications project. 7/86.

Awarded contract to supply 72,000 line
switches to Beijing. 11/86.

Awarded contract to produce telephone
equipment in China. 11/86.

Received order to supply Daging Oil Field
with communications network for both
fixed and mobile subscribers. 3/87.

Supplied production line to make satellite
ground telecommunications stations. 3/87.

Signed contract to supply, install, and ser-
vice Dictaphone recorders to five power-
generating organizations. $128,057 (HK$1
million). 4/87.

Signed contract for the sale of eight PABX
systems for an integrated services digital
network linking eight cities. 5/87.

Signed contract for the sale of five PABX
systems. 5/87.
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Philips Telecommunica-
tion & Data Systems, div.
of Philips Hong Kong/
public security bureau,
Shenyang

Nokia Telecommunica-
tions (Finland)/Ministry of
Railways

Kabmatik AB (Sweden)/
CNTIC

Investments in China
NA (Japan)

Wandel and Goltermann
(FRG)/China National

Posts and Telecommuni-
cations Appliance Corp.

Ericsson L.M. Telephone
Co. (Sweden)/Liaoning
Provincial Posts and Tele-
communications Bureau

Signed contract for one PABX system. 5/87.

Received order for digital telecommunica-
tions network for Datong-Dashizhuang rail-
way. 5/87.

Signed contract to supply production line
for Tianjin No. 2 Cable Factory. $2.7 million.
5/87.

Signed 20-year contract to establish joint
venture to produce optical fiber cables in
Xi‘an. $14 million (J¥2 billion). (50-50). 6/86.

Opened cooperative service center for im-
ported communications measuring equip-
ment in Beijing. 4/87.

Signed agreement to jointly establish train-
ing center for AXE-10 program-controlled
telephone system. $1.6 million. (50-50).
5/87.

Textiles and Textile Plants and Equipment

China’s Imports
NA (France)/Heilongjiang

Mitsui Co. (Japan)/Yih Ju
League Cashmere Knit-
wear Factory, Inner Mon-
golia

Investments in China

A textile mill (HK)/
Hangzhou

NA/China Drawnwork
Export United Corp.

NA/China Drawnwork
Export United Corp.

Marubeni Co. (Japan),
Nanyi Textile Co., and
Guanglun Industrial Co.
(HK)/Yuanhua Textile Co.
and Nanjing Youyi Gar-
ment Co.

Nanyi Textile Co. and

Guanglun Industrial Co.
(HK), Marubeni Co. and
Urata Textile Co. (Japan)

Began operation of imported linen produc-
tion line in Shuangcheng County. 3/87.

Signed compensation trade contract to set
up a second production line, doubling cash-
mere output. 5/87.

Signed contract establishing joint venture
denim cloth plant. $550,647 (HK4.3 million).
2/87.

Signed contract to construct joint venture
linen fabric factory in Shanghai. $30 million.
3/87.

Signed agreement to construct joint venture
textile factory to produce cotton-yarn fab-
rics. $2.7 million (¥10 million). 3/87.

Will jointly establish Yuanhong Garment
Co. Ltd. in Shenzhen. $192,086 (HK1.5 mil-
lion). (JPN:30%-HK:20%-YH:35%-NJ:15%).
3/87.

Will jointly establish Nanquan Clothes-Mak-
ing Co. Ltd. in Nanan, Fujian. $192,086
(HK1.5 million). (NTC:50%-Gl:15%-M:20%-
UT:15%). 3/87.

Transportation and Transportation Equipment

China’s Imports
Motokov foreign trade
enterprise (Czechoslo-
vakia)/Engineering Ma-
chinery Import-Export
Company

Daimler-Benz AG (FRG)/
Nos. 1 and 2 Machinery
Plants, Baotou City, Inner
Mongolia

ASK Corp. (Japan)/Beijing
City Building Materials
Products General Factory
Investments in China
Orlando Helicopter Air-
ways Inc. (US)/

Guangzhou No. 3 Ma-
chine Tool Works

Airborne Express (US)/
China Courier Service

Signed agreement to increase cooperation
in the production of trucks. 4/87.

Will supply manufacturing technology and
machinery for producing heavy-duty trucks.
$180 million (¥670 million). 5/87.

Received order for factory to manufacture
beater sheets to seal automobile engines.
5/87.

Established Guangzhou Orlando Helicopter
Corporation Ltd. joint venture to assemble
§-55 helicopters. 5/87.

Signed agreement to establish China Cou-
rier Airborne Express joint venture to pro-
vide express services both in and outside of
China. 5/87.

61



Hongkong Shanghai In-
dustrial Investment Co.
Ltd. (HK)/Shanghai Binhai
Industrial Technology
Service Company and
Shanghai Huashen Cul-
tural Service Company

Werkzeugmaschinen-
Werkzeuge Company
(GDR)/No. 4 Import Busi-
ness Division of
MACHIMPEX

NA (Brazil)/China Na-
tional Foreign Trade
Transportation Corpora- 87.
tion and MINMETALS

Other

(Macau)/Zhuhai munici-
pal government

facturers. 4/87.

A tourism development
company, subs. of Japan
Airlines (Japan)/CAAC

Boeing Aircraft Company

(US)/MmAl craft. 4/87.

Established Shanghai Xiangdao Machine
Manufacturing Company Ltd. joint venture
to produce parts for motor vehicles.
$362,698 (¥1.35 million). 3/87.

Signed contract to import 72 large and me-
dium-size presses for use by motor manu-

Established L.A.-Asia Transportation Agency
Ltd. joint venture to ship iron from Brazil. 5/

Discussing construction of international air-
port on Xiao Henggin Island 5 km from
Zhuhai and 2 km from Macau. $53.7 million
(¥200 million). (50-50). 2/87.

Signed agreement to build helicopter base
for tourism in Ming Tombs area. 3/87.

Will help in wind tunnel tests on Yun-7 air-

Miscellaneous

Investments in China
Yidali Fire-Fighting Co.
Ltd. (HK)/Shanghai

Co.

(Japan)/China Film Co-

and E'mei Film Studio

Other
(Poland)

ince

Mitsubishi Bank and
Mitsubishi Corporation
(Japan)/China Industry

ment Corp.

Schwabe, Williamson &

try and Commerce
Development Corp.
(INCOMIC)

of Harbor Superinten-
dency

branch of EQUIMPEX and
Shenda Technical Service

Gakken Co. Ltd. and Ta-
naka Promotion Co. Ltd.

production Corporation

Republic of Serbia (Yugo-
slavia)/Heilongjiang Prov-

and Commerce Develop-

Wyatt (US)/China Indus-

Coast Guard (US)/Bureau

Completed construction of jointly operated
Shanghai Yili Fire-Fighting and Protecting
Engineering Co. Ltd. $200,000. 3/87.

Shooting Sino-Japanese coproduction film
“The Story of the Pandas” in Sichuan. 5/87.

Signed trade protocol committing Poland to
import Chinese rice, maize, tea, textiles,
minerals, light industrial products, and
handicrafts, and China to import Polish ma-
chinery, cars, steel, soda, and copper. 1/87.

Signed long-term cooperative economic
and trade agreement calling for mutually
balanced exchange of goods. 1/87.

Signed agreement to promote Japanese
technology transfer and investment in
China. 3/87.

Signed agreement to provide mutual legal
counsel, as well as business and govern-
mental services to Schwabe clients. 4/87.

Signed bilateral agreement on maritime
search and rescue operations, including co-
operation in equipment, communications,
and technical matters. 5/87.

CLASSIFIED ADVERTISING

TRANSLATION

PROMOTIONAL, LEGAL, tech-
nical translation into PRC Chinese;
typesetting, key art, A/V voiceovers.
The Corporate Word, inc., 3 Gate-
way Center 18 South, Pittsburgh, PA
15222 (412) 391-0378. Outside PA:
(800) 455-9919.

POSITION WANTED

SEEKING POSITION in computer-
related trade with PRC, Asia. From
PRC, green card. BS in CS, Math,
addit. 4 years Eng. mjrin univ. Exp in
programming, customer support,
Eng/Chinese trans. Call Mr. Tung,
3000 Valley Forge Circle, Apt. 1345,
King of Prussia, PA 19406 (215) 783-
6282

BBA/INTL MARKETING. Bilin-
gual, Chinese/English with extensive
exp: designing mkting lit, tendering,
sales, organizing trade shows, con-
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ducting training programs, translat-
ing manuals . . . have good business
contacts. Seeking mkting develop-
ment or sales position related to mkt
in China. Jenny Lu, 2070 Allen Blvd.
28, Madison, WI H3562. (608) 233-
4391.

INT’L TRADE/MKTG POS. MBA
w/BS. Speak English/Chinese.
Keenly aware of trade opp’ties &
strategies. Contact Erik 1431%
Laveta Ter. L.A., CA 90026; 213-
482-3261.

JOB OPENING

MANAGEMENT EDUCATION
on China and Japan. The University
of Michigan is seeking a director for
its East Asia Business Program, de-
signed to help American business
deal with the East Asian challenge.
The director will develop and partici-
pate in executive education courses
and manage Fast Asian business-re-

lated activities on campus. Qualifica-
tions: a combination of graduate
training and experience in Asian
studies and in business, competence
in Chinese or Japanese, initiative and
creativity. Salary up to 40K. Equal
opportunity position. Write to John
Campbell, East Asia Business Pro-
gram, Lane Hall, University of Michi-
gan, Ann Arbor, M1 48109.

ADVERTISE IN CBR CLASSI-
FIEDS: $8.50 perline, four-line mini-
mum ($34). Count 36 characters per
line, including spaces and punctua-
tion. Copy must be typewritten and
received by the first of the month
preceding theissue (i.e., June 1 for the

July-August issue). Prepayment re-

quired. Send to The China Business
Review, 1818 N Street, N.W., Suite
500, Washington, DC 20036. Pub-
lisher reserves right to reject or cancel
advertising at any time.
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THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Cravs M. HALLE

Vice-Chairmen: CHARLES E. HUGEL, JOHN ].
MURPHY, ALEXANDER BRODY

Secretary-Treasurer: WiLLIAM |. MCDONOUGH

Counsel: WALTER S. SURREY

President: ROGER W. SULLIVAN

BOARD OF DIRECTORS

WiLLIAM R. ARTHUR, former chairman, Merrill
Lynch International, Inc.

DoNALD R. BEALL, president and chief
operating othcer, Rochwell International
Corporation

ALEXANDER Bropy, president and chief
executive officer, DYR Worldwide

PETER K. CHAPMAN, president, United
Technologies International Corporation

ALAN CHIEN, chairman, Abacus Group of
America, Inc.

R. DEREK FINLAY, senior vice president, F.[.
Heinz Company

THOMAS L. GOSSAGE, corporate group vice
president, Monsanto Company and senior
Vice President, Monsanto Chemical Company

WiLLIAM B. GRAHAM, senior chairman, Baxter
Travenol Laboratories, Inc.

ROGER W. HALE, group vice president,
corporate enterprises, BellSouth Corporation

Craus M. HALLE, president, Coca-Cola
International

US GOVERNMENT OFFICES IN CHINA

CHArLEs E. HUGEL, president and chief
executive officer, Combustion Engineering,
Ine.

WILLIAM A. LIFFERS, vice chairman, Amencan
Cyanamid Company

J. Davip LUENING, group director, APG staff-
Westchester, IBM World Trade Asia/Pacific
Group

WILLIAM |. MCDONOUGH, vice chairman of the
board, First National Bank of Chicago

JOHN ]J. MUrPHY, chairman of the board,
president, and chief executive officer,
Dresser Industries, Inc.

CHRISTOPHER H. PHiLLIPS (Honorary), retired
president, The National Council for US-
China Trade

PauL RavVESIEs, president, ARCO International
0il & Gas Company

STEVEN G. ROTHMEIER, chairman and chief
executive officer, Northwest Airlines, Inc.

Davip S. Tappan, JR., chairman and chief
executive officer, Fluor Corporation

Davip TENDLER, chairman, Tendler Beretz
Associates Lid.

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

COLIN WEBSTER, executive vice president, The
Standard Oil Company

FRANK ZARB, partner, Lazard Freres &
Company

WASHINGTON STAFF
President: ROGER W. SULLIVAN
Vice President: RICHARD E. GILLESPIE

Business Advisory Services: KAREN GREEN

China Business Review: MADELYN C. Ross

Information Services: MARIANNA GRAHAM

Business Information Center: JENNIFER LITTLE

Management and Budget: RicHARD L.
PETERMAN

Address

1818 N Street, NW, Suite 500
Washington, DC 20036 USA
(202) 429-0340

Telex: 64517 NcuscTUW
Cable: USCHINTRAD WSH
Telefax: (202) 775-2476

BEIJING OFFICE

Director for China Operations: MARTIN WEIL
Deputy Representative: ANDREW NESS
Project Adviser: ZHENG X1A0

Assistant Adviser: LiU JINGMING

Suite 1136, Beijing Hotel

Telephone: 5007766, ext. 1136, 551361
Cable: USCHINTRAD

Telex: 22637 NCPEKCN

HONG KONG:
Associate Counsel: BENJAMIN H. FISHBURNE, 111

EMBASSY

Ambassador: WINSTON LORD

Deputy Chief of Mission: PETER TOMSEN

Agricultural Counselor: Davip M. SCHOONOVER

Commercial Counselor: RICHARD JOHNSTON

Commercial Officers: DENNIS BARNES, WILLIAM
BREKKE, PAUL THEIL, VINCENTE TANG

Economic Counselor: KENT WIEDEMANN

3 Xiushui Bei Jie

Jianguomenwai, Beijing

Telephone: 52-3831

Telex: 22701 AMEMB CN

CHENGDU CONSULATE

Consul General: WiLLIaM W. THOMAS, JR.

Deputy Principal Officer: SCOTT BALLARD

Jinjiang Hotel

180 Renmin Road

Chengdu, Sichuan

Telephone: 28-24481

Telex: 60128 ACGCH CN

GUANGZHOU CONSULATE

Consul General: MARK PRATT

Deputy Principal Officer/Economic Section
Chief: STEPHEN A. SCHLAIKJER

Commercial Officers: Nora SuN, BARRY
FRIEDMAN

Economic Officer: SOCHING TsaAl

Dongfang Hotel

Telephone: 669-900

Telex: 44439 GZDFH CN
Aun: USA Consulate

SHANGHAI CONSULATE

Consul General: CHARLES T. SYLVESTER

Deputy Principal Officer/Economic Section
Chief: MATTHEW P. WARD

Commercial Officer: BARBARA SLAWECKI

1469 Huaihai Zhong Lu

Telephone: 379-880

Telex: 33383 usce CN

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE

Consul General: C. EUGENE DORRIS
Economic Officer: LAWRENCE A. WALKER
Commercial Officer: WiLLiaM CENTER
No. 40, Lane 4, Section 5

Sanjing St, Heping District

Shenyang, Liaoning

Telephone: 290038

Telex: 80011 aMCs N

HONG KONG CONSULATE

Consul General: DONALD M. ANDERSON

Deputy Principal Officer: ARTHER KOBLER

Commercial Officers: LyNN W. EDINGER, YING
PrICE, NED QUISTORFF

Economic Section Chief: KAARN |. WEAVER

26 Garden Rd.

Telephone: 5-239011

Telex: 63141 uSDOC HX

EMBASSY

Ambassador: HAN Xu

Minister Counselor for Commercial Affairs:
HuanG WENJUN

2300 Connecticut Avenue, N.W.

Washington, DC 20008

Commercial: (202) 328-2520 thru 2527

Visas: (202) 328-2517

Telex: 440038 prc UL

Commercial: 440673 prec Ul

CHICAGO CONSULATE GENERAL

Consul General: DENG CHAOCONG

104 S. Michigan Avenue, Suite 1200

Chicago, 11 60603

Administration: (312) 346-0287

Visas and Consular Affairs: (312) 346-0288
HOUSTON CONSULATE GENERAL
Consul General: N1 YAoLI

Commercial Consul: WU MINXIAN

3417 Montrose Blvd.

Houston, TX 77052

Commercial: (713) 524-4064

Visas: (713) 524-4311

Telex: 762173 CHINCONSUL HOU

NEW YORK CONSULATE GENERAL
Consul General: TANG XINGBO
Commercial Consul: MENG DEY1

520 12th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 330-7409

Telex: 429134 cGeNy

SAN FRANCISCO CONSULATE GENERAL
Consul General: ZHA0 XIXIN
Commercial Consul: LU ZUWEN

1450 Laguna Street

San Francisco, CA 94115
Commercial: (415) 563-4858

Visas: (415) 563-4857

Telex: 4970121 ccsy



Well-cultivated in China

All eyes are on China. It's a land of vast resources
and tremendous opportunities. With an attitude
towards trade and contact with the rest of the world
that has changed radically in recent years. However,
a great deal of experience and understanding are
necessary to do business successfully in China.

It has taken the Hongkong and Shanghai Bank over
a century to develop our present knowledge of
China and to have the largest representation of any
foreign bank in China. We have offices in Beijing,
Guangzhou, Shanghai, Shenzhen, Xiamen, Wuhan
and Tianjin. Furthermore, we have a substantial
group of specialists in HongkongBank China
Services Limited.

We arrange immediate introductions to the major
Chinese corporations. We also advise on direct
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investment, market conditions, trade practices and
documentation requirements. As well as supplying
information on commercial law, tax regulations
and how to avoid pitfalls.

The Hongkong and Shanghai Bank even produces
a quarterly newsletter to keep customers aware of
economic events, policies and developments in
China.

Don't take business development in China for
granted. Before considering a business venture,
talk to the experts, talk to those with experience
and insight.

Contact HongkongBank China Services Limited
at 13th floor, 1 Queen's Road Central, Hong
Kong, or any of our 1,300 offices in 55 countries.
We’ll help you grow in China.

] . . A
T . AN

<

HongkongBank

The Hongkong and Shanghai Banking Corporation

Marine Midland Bank  Hang Seng Bank
The British Bank of the Middle East * HongkongBank
of Australia * Hongkong Bank of Canada

Wardley * James Capel « CM
Equator Bank

&M

Carlingford and Gibbs Insurance Groups

Concord Leasing

ASSETS AT 31 DEC
“ED US$91 BILLION

EMBER 1986




