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¢ Vv s Changes Afoot in Agriculture

Grain Galore China sceks to strike a balance between production of
grain and other agricultural commaodities.
Frederick Crook

Shlf‘hng BOUHdGI’IeS From paddies to production Iines: many rural
Chinese are finding opportunities bevond the farm
Loraine A. West

Turning Farmers into Entrepreneurs  All-in-one agriculirl
production. processing. and marketing firms present opportunities for foreign
Investors

Tina Helsell
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Commentary

An argument for improving nacro-
cconomics at home and market
access abroad.

Deivid E. Brown
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With pressure mounting to nake sub
stantial moves toward reforming the
State-owned sector, PRC officials have
considered several new approaches to
address State-owned enterprise (SOE)
inefficiencies. Under a policy known as
shitat det fevrrg vico Carasping the large.
letting, the small go™), Beijing intends to
help larger SOEs become profitable by
retaining sharcholdings in roughly 1,000
industrial SOFs. smaller SOEs. mean-
while, will be allowed more lexibility 1o
restructure their operations by merging
with other firms, declaring bankruptey,
or sceking buyers. According 1o press
reports, State-owned banks also may
soon have greater leeway to refuse

loans to failing enterprises. In-addition,

Beijing plans to increase the number of

SOEs permitted 1o issue bonds o raise
capital.

Another initiative, announced by the
State Council in April. entails setting up
a special task force 1o deal with SOE
mergers, bankruptcies, and laid-oft SOE
workers. The task force will have au-
thority 1o shut down unprofitable firms
Also in
April. China's National Council of Light
Industry announced that the majority of
State-owned household product manu-

and auction off their assets

facturers would be merged into publicly
traded firms. As for smaller SOEs. Bei-
iing appears 10 be facilitating the bank-
ruptey process by allowing piccemenl
liquidation of assets. In June, the rem-
nants—including bricks. mobile phones,
and motorcycles—of three small SOEs in
Beijing reportedly were auctioned off. In
the past. the State has ended 1o sell the
assets of bankrupt firms in their entirety

Meanwhile, the central government is
abandoning other SOE reform measures.,
Beijing plans to phase out the "modern
enterprise svstem” pilot program: initi-
ated in 1994 The program has sought to
save from financial collapse 2.700
SOESs—100 designated by the State
Council and 1.700 chosen by local gov-

EDITOR'S NOTE: Lilliburton Co was
advertently onitted  from the list of corpo
rate sponsors and participants of the: April

nedical supplics to China s
Sichuan Provinee on which we reported in

the Tast issue of The CBR

Trends

NEW TACTICS IN STATE-SECTOR REFORM

crnments—Dby helping them reorganize,
supplving them with capital, and frecing
them from housing and medical care re-
sponsibilities for their employvees, The
program. however, has been criticized
for the lack of improvement in these op
crations, despite ;')I'L'TL'I'L‘nll.ll treatment
For example, Dow Jones News Service
reports that the 40 companies in Qing-
dao selected for the program reported
debt-asset ratio in 1997 ol 72 percent
only + percent lower than when the pro
gram began

Though Beijing has worked 1o de-
velop new and improve existing plans
of action. overemployment and ineffi
ciency continue to contribute o many
SOEs” poor performance. SOEs currently
employ roughly two-thirds of China’s ur-
han work force of
sorb over 70 percent of Beijing's total in-

170 million and ab-
vestment in industry. vet account for just
one-third of industrial ourput. Between
1989-95, SOE losses multiplied seven-
fold. Recent press reports indicate that
industrial SOEs lost Y60 billion (87.2 bil-
lion) in 1990, causing the State sector
tindustrial and non-industrial SOEs) to
experience its first combined loss since
the 1949 founding of the PRC. According
to the World Bank. half of China's SOEs
lost me mey last year, g'(:ll}[).ll'('xl O one-
third in 1995, For the first quarter of
1997, press reports reveal that SOEs lost
¥19.3 billion (52.3 billion), 11 percent

more than for the same period in 1996,

In some cases. SOEs™ inability 1o af-
ford 1o pay worker salaries or make
pension payments has sparked demon-
strations, In September 1996, Tor exam-
ple. 2,000 retirees i Taivuan, Shanxi
Province, protested because their forme
emplover. a State-owned electrical-
cquipment manufacturing firm, failed o
make pension payments. In Inner Mon
golia, SOEs owed S67 million in back
salaries in 1996, according 1o press e
ports.

Though burdened by overemploy
ment. SOEs have contributed 1o social
stability by providing workers with so-
cial security and health and education
services. Thus, reforms that cause large-
scale lay-offs or plant closures create a
precarious situation for Beijing. Some
analysts have estimated that up 1o one-
quarter of SOE workers could be Liid off
without affecting current production lev-
els. According to the World Bank. 2 mil-
lion surplus SOE workers were termi-
nated in 18 cities in 1996, By Beijing's
own estimates, improving SOE produc-
tivity will require that 15 million work-
ers. or 12,5 percent of the SOE work
force. be laid off in the next few vears.
Such estimates, and the steps taken in
1997, indicate that Beijing is no longer
considering whether, but rather how! 1o
implement further retorms

—Darlene M. Liao

PHONE RATES FALL...

July 1 marked not only Hong Kong's reversion to PRC rule but also lower
telephone rates for calls from the mainland to Hong Kong, Macao, and Taiwan.
Mainland residents placing calls to these destinations can expect to pay 30 per-
cent less than they paid in the first half of the year. Calls from Beijing to any
one of the three areas, for example, cost only ¥8.10 ($0.98) per minute, down
from the ¥11.60 ($1.40) pre-handover rate. The July cut, combined with the
November 1996 overall reduction in international telephone charges, has meant
a 45 percent cut on the cost of a Beijing-Hong Kong call a year ago.

. WHILE HEATING COSTS STAY HIGH

According to an ECA Windham survey, the average annual costs of heating
and lighting for a 1-4 bedroom home in both Hong Kong ($3,278) and Shang-
hai (83,272) top the New York metropolitan area’s costs (82,315). The average
annual water bill for households in the New York metropolitan area—8532—
ranked well above Shanghai's $297 and Hong Kong's $256 average annual wa-

ter charges.
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LETTER FROM THE EDITOR

The China Business Review:
ing among the vanous industry sectors and business issues covered.
~and in the lives of rural Chi-

In this issue of we hope you will find interesting read-
The Focus exam-
ines agriculture’s changing role in the Chinese economy-
nese—from the perspectives of a business consultant, o demographer. and
cconomist. Switching gears, we bring vou a Special Report on China's information
technology industry, where investors and suppliers alike are finding abundant oppor-
tunities. We also feature an analysis of the growing US trade deficit with China and
long-term strategies o reduce it. And if the handover of Hong Kong has vou wonder-
ing whether your China business stands to face higher taxes, a story on US, PRC, and
Hong Kong tax practices lavs out the major issues. For a lighter look at the handover,
read about how one Council staffer experienced it—from both sides of the border

On the home front, this issue is the first complete issue for the new stll of 7he

CBR. 1 am especially grateful to outgoing editor Vanessa Lide Whitcomb for all her
support, and wish her and her family the best.
The breadth of business activities in and with China continues o grow, and we

value your suggestions on issues to cover. 1 hope vou will let us know how we are

doing and look forward to working with you

Best regards,

Koatin, S loedin

Kirsten Sylvester

MORE WEBSITE STOPS FOR FALL

Internet-savvy China-watchers should find plenty of useful information among these
websites:

http://www.apectariff.org The
Tanft Database is equipped with the tariff schedules
including China, Hong Kong, and Taiwan. Users may search for
Tariff Schedule (HTS) codes, Schedule B numbers. or key

Asia Pacific Economic Cooperation (APECTs new
and Customs manuals of each
member
tariff rates by Harmonized

economy,

words. Access to this website is free.
http://www.ipanet.net— The Multilateral hivestment Guarantee Agency, a mem-
ber of the World Bank Group, has revamped its Internet-based information exchange.
the Investment Promotion Network (IPAnet). The 1997 [PAnet’s resources include in-
vestment profiles and project development opportunities; legal, policy, and regulatory
information: and insights on regional business conditions. While registration for basic
access to IPAnet is free, the Multlateral Investment Guarantee Agency adlso offers fee-
based membership with advertising options for companies.
http://www.asiafoundation.org—7he Asia Foundation is 1 nonprofit, non
governmental organization dedicated 1o leadership development, policy improvement,
and institutional strengthening in the Asia-Pacific region. The foundation has launched
its website to provide information about its current programs in Asia and online access
to some of its reports.
http://www.indiana.edu/~intlcent/aspire/aspire.html—APEC Stuedent Profes
sional tntegration and Re-entry (ASPIRE) offers a recruitment package for companies
seeking a cost-effective means of recruiting personnel in a number of APEC member
cconomies, including China, Hong Kong, and Taiwan. For a set annual fee (83,000 for
v limited package, $7.500 for a full package), companies can post recruitment ads on
the web, be profiled on the ASPIRE homepage. and conduct database searches,
http://winslo.state.oh.us:80/gpo—The GPO Access website, sponsored by 7The
Steate Library of Ohio, permits full text searching of such publications as Commerce
Congressional Record, Federal Budget, and Federal Register: This web
“hookmarks™ of those seeking information on

Business Daily,
site should be a worthy addition to the

China-related legislation and congressional testimony.
http://www.securities.com—/nternet Securities, Inc (1517s website, 18I Fmerging
Markets, is a subscription-based service that, for $300 per month, permits country-spe
and industry financial information,
and receipt of daily capital market up
—Ann M. Weeks

cific news searches, access to company analyses
from local and international brokerage houses

dates.
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The
ate-Summer

Holding

Robert A Kapp I att m

\\ ,'. (}' / }') Il! N
W/a‘ b[‘”h[()” c‘(ﬂ('[”\ nother vear's August calm settles over Washington, Trathic is sparse, restaurants [anguid

”/) /O}, f/)(’ The Washington media legions look for stories, too often in vain, Phone calls go unan-

swered; people are out of town. A soothing silence pervades the Capitol campus and

C[H[/()”—/l(”lg the |I.l!”‘\ of “,.mg“-w”.”‘f] office buildings. Except for the air temperature, heat—in a
. city whose inhabitants thrive on friction—is gone
o 11 Yet everyone knows that from the day after Labor Day in the first week of September, the pace
summit
will quicken, the phones will not let up, the breakfast mectings will run three and four days a
week, the gyms will again be filled with clock-conscious body builders. The vital processes o
washington—knowing but not telling. finding out and not telling, finding out and telling, not
knowing but telling anyway, publicizing one’s own moves, disguising one's own moves, predict
ing other people’s moves, eating too much. running late. racing around in tred taxis, running up
cellular phone bills, and mecting, meeting, mecting—will flow at full strength again. Those who
remain in Washington are thinking ahead

The autumn will be busy and important for the United states and China: The 15th Communist
Party Congress looms, and already has sparked intense curiosity and concern on both sides of the
Pacific. When all is said and done. the prospects for US business with China, and especially of US
invested enterprises in China itself, rest on the framework of soctal, economic, and political deci
sions that China's authorities adopt. Underlying the sense of suspended animation and treading
water that has entered many business perspectives on the China business scene over the past year
or so, the possibility for dramatic movement in the near future is widely acknowledged. We wait,
listen, and indeed hope

In Washington, too, there are stirrngs. Before the August congressional recess, literally dozens
of bills tocusing on China were introduced. with predictions that “there will be legislation this
fall.” A few of these measures offer genuinely constructive steps toward improved TS-China ties,
but others declare long lists of complaints before ordamning a variety of punitive responses. I'he
fate of numerous bills, stacked up against other pending and vital issues such as the renewal of
the President's “fast track”™ authority 1o conclude trade agreements, will become clearer in Septem-
ber, Vigilance and constructive ingenuity will be needed then: the Council will help to keep its
members informed and contribute to 20 i sense and \I\I]II_\ in the pu“x\ drend.

Most importantly, the US-China summit approaches. PRC President Jiang Zemin will call on Presi

dent Clinton and the American people this fall, probably at the end of October. While the two capitals

n The China Business Review / scpiciber-October 1997



doze, the biateral preparatory dialogue is
well under way. The early autumn will
see visits 1o China by two key US cabinet
officers, Commerce Secretary William: Da-
ley or the Joint Commussion on Com-
merce and Trade meetings) and Treasuny
secretary: Robert Rubin (lor the Joint Eco-
nomic Commission session). Advance-
party work tor the presidential visit will
intensify after September,

Summit meetings between leaders of
great nations are nevitably delicate. But
this summit 15 also Laden with possibility
and opportunity,

In recent months, Chinese guests, in
informal coaversations, have put the
same question o me: “What should our
leader and his team do o ensure that
the visit to the United States goes well?”
What “gifts.” as some have phrased it
should the Chinese guest bring to the
American host? It's not for me, on behalf
of the US-China Business Council, of
course, 1o presume to tell the leaders of
the government of the world's most
populous nation what to do. and I don’t
Yet 20-odd yvears of observing the inter-
actions of Americans and Chinese in
business and public affairs leaves me
with a few general recommendations for
both sides, Here they are
B Language is crucial. Each side. but es-
pecially the guest. must speak his own
linguage in o manner that specially
lends dtsell to successtul translation into
the host-country lunguage. Then, the
guest's words must be rendered into the
host's language in such a way that the
host cortitry audicnce will understand
the speaker's tended meeaning AND re-
sponid synipetoetically to what the piiest
says. This is not automatic: it twkes care
and skill. The -hetorical style. the vocab-
ulary, the svntax. the personal demeanor
of the speaker-—all of these are vital ele-
ments of successful presentation 1o a
“foreign” audience. Much as all leaders
understand the necessity at all times of
talking for the “home™ audience. and ol
being true to themselves, Teaders on
travel need to devote primary attention
to effective communication with the
host-country audience. Simply delivering
a vintage in-country speech when out-
of-country can be a recipe for unneces-
sary: misunderstanding. The content of
the remarks in the speaker’s native lan-

guige must be designed for most favor-
able impact on the foreign listener.
When President Clinton visits China. as
he is expected o do, this difficult but
cructal task will be his.

B Remember the public roles of guest
and host. Obligations go with cach.
Guests don’t publicly instruct or judge
their hosts. Guests go out of their way 1o
appreciate the hospitality of their hosts,
Hosts, on the other hand. do everything
possible to make the guest feel re-
spected and appropriately treated. Hosts
should not stint on the extension of hos-
pitality,

B Don't iy o placate the implacable,
but do address forthrightly those of op-
posing views. This is a delicate mater.
[t makes no sense for any visiting head
of government to risk embarrassment
by trying to please intractably hostile
adversaries in a host country. On the
other hand, Americans prize and re-
spect those who engage seriously with
them on matters ol contention. Most
Americans are willing to listen, and they
value that willingness in others. Tt is far
better, in appropriate public or private
settings, for all sides oy to learn
more about cach other's concerns and
explore wavs of finding common
ground than o pretend that serious di-
vergences of view do not exist. The
two governments have moved in this
constructive direction since the spring
of 1990, Ideally, the exchange of presi-
dential visits will advance that process

more broadly, and will include inter-

ested sectors of American opinion be-
vond the confines of government itselt
B Cover many fronts, A summit that
achieves progress in only one area of
concern will be far less conducive 1o fu-
ture progress than o more ambitious ad-
vance. Economic and commercial rela-
tions between China and the United
States have for years been the backbone
of the positive relations that do exist be-
tween the two nations. Progress on
short- and long-term economic and
commercial questions must be a leading,
integral part of the overall advance the
two leaders should seek o achieve. But
the continued improvement of US-China
relations that could emerge from the
meeting of the two leaders must rest on
the widest possible foundation.

B Sct a course for the future, and lay the
groundwork for further long-term cooper-
ation. Coming as it does in a period of
tension between the United States and
China, the Clinton-Jiang summit will, ide-
ally. celebrate the positive components of
past relations and mark certain new un-
derstandings aimed at lessening existing
frictions. It should also expand the bases
of future communication and coopera-
tion. If possible, the mecting should end
with consensus on at least some elements
ol a forward-looking agenda. Progress on
China’s World Trade Organization acces-
sion. environmental cooperation, and per-
haps additional tension-reducing efforts in
the military sphere are but a few candi-
dates for positive commitments

It will be an interesting fall. %

The 2nd CBU International Conference on

Running Automotive Venture in China

-- Problems of Government Regulations, Finance & Tax, Human Resources,
Purchasing, Sales & Distribution

Time: October 16-17, 1997 Place: Hyatt Regency Dearborn
Organizer: China Business Update

Attendee comments on the Ist CBU conference on China held in Detroit in 1996:

“I have been to many conferences on China. This one is the best”" -- Dana Corp.

“Definitely first-class -- Automotive Resources Asia

For more information or to receive a conference brochure, please contact:
China Business Update, Tel (413) 253-5477, Fax (413) 253-2775; or in China:
CBU Automotive Resources, Tel (010) 6494-1450 Fax (010) 6494-1451

F-mail: cbuauto@aol.com
i

Website: http:lfwww.cbuauto.com
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China refocuises
0N grain
production,
despite the toll on

government
coffers

Frederick Crook 1s an agncultural

ceonomist with the U'S Departiment of

Agriculture. The views expressed in this
article are his own and do not represent

those of the 1S governiment

Freeerick Crook

hina's agricultural cconomy is a giant. The PRC is the world's largest producer and con-

sumer of such agricultural products as cotton, pork, potatoes, rice, tea, vegetables, and

wheat. China also is a leading exporter of fruits, vegetables, and processed foads, and is

a major importer of grains, cotton, and edible oils. Despite the historical importance of
agriculiure in China, the fundamental trend of the country’s development in the 20th century has
heen a shift away from an agrarian o an industrially based cconomy. The contribution of agricul-
ture to China's national output has declined steadily from well above S0 percent in 1956 10 20
percent in 1996,

As China industrializes, many are watching to see how changes in PRC agricultural demand
and supply conditions affect world commadity markets. Of most interest will be output changes
in grain, China's main agricultural commodity, since fluctuations in China's demand and supply of
arain have sometimes dramatically affected world commaodity markets. For example. the 1992 re-
duction in the PRC government subsidy paid to farmers 1o hold grain stocks contributed to PRC
wheat import declines in 1992 and 1993 of 37.6 percent and 35.8 percent, respectively.

GRAIN STOCKS AND FOOD SECURITY

Since ancient times, China's Teaders have defined food security—possessing sufficient stock-
piles of Tood 1o feed the populace—in terms of having enough grain. The Book of Rites, written
in the Afth century BC, cautioned that less than nine years of grain stocks were insufficient; less
than six vears of reserves created o tense situation: and less than three vears of stocks pointed to
4 government in decline, In the 1990s, maintaining a healthy level of grain stocks (wheat, rice,
corn. sorghum. millet. barley. oats, sovbeans, potatoes, and pulses) remains a top priority of the
Chinese government.

From the mid-1930s to the carly 19905, government-owned institutions managed the distribution
of agricultural products from farm gate to consumer. The Grain Bureau of the former Ministry of
Commerce (which merged with the Ministry of Materials to become the Ministry of Internal Trade
in 1993) purchased, transported, stored, milled, and retailed grain. The ministry purchased grain
from farmers at low prices to provide cheap grain to urban consumers through its ration system.

In 1992, Begjing introduced market reforms, in part to case the financial burden of the grain sub-
sidy policy. but also to hoost the economic efficiency of China's grain market (see The CBE, Novem-
her-December 1994, p 200, By vear-end 1993, 28 out of 31 provinces had begun phasing out the grain
ration system, leaving urban consumers 1o purchase grain at market prices. Meanwhile, China's lead-
ers adlso started o consider relaxing national grain self-sufficiency standards by allowing imports to ac-
count for up to 10-12 percent of the country’s total grain consumption requirements, compared with
the 1-5 percent previously permitted. With its kurge labor foree and wide-ranging agricultural climates,
China’s comparative advantage lies in producing more labor-intensive goods for export. rather than
Lind-extensive crops such as grain, Thus, o many observers it appeared in the carly 1990s that China
was ready to pursue a grain policy based more on free-market principles and comparative advantage.
REVERSING THE TREND

Between 1993-04, several developments prompted China's feaders 1o reassert government con-
trol over grain markets and veer away from the principle of comparative advantage. Attributing
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the stagnant grain production growth
rate of the carly 1990s 1o the decrease in
land area sown with grain, PRC officials
implemented policies to stabilize the
amount of farm land devoted to grain
production
and other inflationary pressures in 1994
prompted Beijing to reinstate grain price
controls. even though the inflationary

A sharp rise in rice prices

price increases had litle to do with agri-
cultural conditions. Rather. the price es-
calation resulted largely from the Min-
istry of Finance's increase of the money
supply to aid inefficient State-owned en-
terprises and boost wages and bonuses
of urban workers. But price stability has
always been important to China's cen-
tral leaders, many of whom witnessed
the country’s devastating hyperinflation
at the end of World War [ When faced
with the conflicting objectives of main-
taining price stability and raising farm
incomes, China’s leaders have tended o
choose price stability.

Also factoring into Beijing's decision
o limit agricultural market reforms and
cncourage grain |3l'(lL|il&‘Iit>|‘| were re
ports published in 1994 by both PRC
and foreign analvsts that questioned the
country’s capacity to produce enough
grain o meet growing consumption re-
quircments. The steady decline in the
PRC's total arable land—from 99.5 mil-
lion hectares tha) in 1979 to 94.3 million
ha in 1990—has coincided with a reduc-
tion in the percentage of area sown
with grain and an increase in the area
either farmed with more profitable

The US Agricultural Trade Office
Shanghai (ATO Shanghai), a part of the
US Department of Agriculture (LUISDA)'s
Foreign Agricultural Service, opened in
April 1996 to improve cooperation at
both the public and private levels be-
tween Chinese and American agricul-

ture representatives. A new division of

the US Consulate in Shanghai, ATO
Shanghai was established to expand
USDA's services for central and eastern
China. ATO Shanghai, along with ATO
Guangzhou and ATO Hong Kong, pro-
vide up-to-date information on China’s
agricultural supply and demand condi-
tions, and emerging market opportuni-
ties, o US agricultural producers and
exporters and PRC importers.

ATO Shanghai offers a broad range
of services and activities. The office
sponsors trade shows in which US ex-

crops such as fruits and vegetables, or
used for non-agricultural endeavors. By
1995, officials were again espousing
“limited self-sufficiency™ in grain, and
capped imports at 5 percent of total
consumption. Though no subsequent
policy statements have emerged 1o
change the 5 percent import cap, actual
PRC grain imports have continued to
decline, accounting for a mere 1.1 per-

cent of grain consumption in 1996 (see

p.13)

TRANSFERRING
RESPONSIBILITIES

In an attempt to increase government
control over the grain ecconomy, bolster
production, and limit grain im-
Beijing initiated the
grain bag responsibility system.” (i
daizi shengzbang fuzezhiy in late 1994

ardin

ports. Tgovernors’

The grain bag policy has shifted most
responsibilities for the supply, use. and
financial management of grain from the
state Administration for Grain Reserves,
the State Council, and the State Planning
Commission, 1o the provinces, Though
the policy applies to all grain crops, the
purchase quotas for corn. rice. and
wheat are more strictly enforced, and
trade in these grains is centrally con-
trolled. The policy assigns provincial
governors with responsibility for stabi-
lizing the area sown with grains in their
respective provinces: guaranteeing in-
vestment in inputs, such as chemical
fertilizers, used o stimulate grain pro-
duction: meeting central government

US AGRICULTURAL TRADE OFFICE ESTABLISHED

porters may participate and maintains a
list of trade leads for US suppliers of
food and agricultural products. US ex-
porters also can publicize their prod-
ucts in ATO Shanghai's monthly Buyer
Alert, which reaches approximately 300
Chinese companies.

Those interested in obtaining more
information about the China offices of
the Foreign Agricultural Service can
contact:

US Agricultural Trade

Office Shanghai

Shanghai Centre, Suite 331

1376 Nanjing Xi Lu

Shanghai 200040

Tel: 8621/6279-8622

Fax: 8621/6279-8336

E-mail: atos@public.sta.net.cn
Internet:http://www.redfish.com/ATOS

) R A i T

Since ancient times,

Chinass leaders have defined
Jood security in terms of

having enough grain.

targets for stock levels: ensuring the
completion of grain transfers into and
out of their respective provinees; stabi-
lizing grain supplies to urban areas;
minimizing inter-provincial grain and
edible oil price differentials o curb ex-
cessive grain tHlows across provincial
borders; controlling 70-80 percent of
commercial grain sales: controlling
wholesale grain market activity, raising
commercial sales as a share of total
grain sales; managing grain imports and
exports; and elevating the level of grain
self-sufficiency

Though the policy outlines these
goals tor provincial governors, how the
goals are reached is largely determined
on a province-by-province basis, Provin-
cial grain burcaus perform both policy
and commercial operations o achieve
grain bag policy objectives. Until
provincial grain quotas are filled, farm-
ers must sell grain at fixed prices to
provincial grain burcaus.

The central government's role is now
limited 1o subsidizing any losses in-
curred by the policy divisions of the

US Agricultural Trade
Office Guangzhou
China Hotel Office Tower
12th Floor, Room 1259
Lin Hua Lu

Guangzhou 510133

Tel: 8620/8667-7553

Fax: 8620/8666-0703
E-mail: ato@gitic.co.cn

US Agricultural Trade

Office Hong Kong

18/F St. John's Building

33 Garden Road

Hong Kong

Tel: 852/2841-2350

Fax: 852/2845-0943

E-mail: 106122.2744@Compuserve.com

—Ann M. Weeks
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grain bureaus. and managing national
grain stocks. County grain bureaus sub-
mit balance sheets of output and de-
mand to the provincial grain bureau,
which then makes arrangements for n
tra-provincial grain transfers and esti-
mates whether the provinee will have a
grain surplus or deficit. Governors re
port their provinee's grain status 1o the

Ministry of Internal Trade. Using this
data, the State Council orders the
buildup or release of grain stocks and

Heated negotiations over opening
protected agricultural sectors have a
long history in international trade, and
the current dialogue with China is
proving to be no exception. From
1988-93, for example, the United States
and France locked horns over the re-
duction of agricultural subsidies during
the Uruguay Round negotiations of the
General Agreement on Tariffs and
Trade (GATT), the World Trade Orga-
nization (WTO)'s predecessor. Simi-
larly, US-China talks on China’s WTO
accession protocol have vet to resolve
contentious agricultural issues, despite
some progress early this year in areas
such as trading rights and non-discrim-
inatory treatment for foreign firms in
China. Outstanding agricultural-related
roadblocks include export subsidies,
internal supports, market access and
tracling rights for foreign firms, sanitary
and phytosanitary measures, and tariff
rates. Whether China and the United
States can soon reach a consensus on
all these agricultural issues remains to
be seen, but the bilateral agriculture
negotiations are centain to take longer
than officials and observers initially
had hoped.

MIXED SUCCESS

The United States and China signed a
bilateral Memorandum of Understand-
ing in 1992, in which Beijing agreed,
among other things, to remove scientifi-
cally unjustifiable sanitary and phy-
tosanitary import restrictions on agricul-
tural imports. China has complied, at
least in part, by opening the door for
US exports of bovine embryos, Califor-
nia grapes, live cattle, and Washington
State apples and cherries. But other PRC
barriers remain that have hurt US ex-
ports of citrus from California, Florida,
and Texas; plums; tobacco; and wheat
from the Pacific Northwest.

directs State trading firms such as China
Cereals. Oils, and Foodstufts Import
and Export Corp. (COFCO) to import
grains that are in short supply. The
State Council also uses the data from
the grain balance sheets 1o formulate
quotas and prices for the following
vear's crops. In 1995, the central gov-
ernment purchased 30 million tons ol
grain from provinces at fixed quota
prices and an additional 50 million tons
at market prices

PRYING OPEN CHINA’S AGRICULTURAL MARKET

China has offered to make selective
changes to its trading rights regime for
some agricultural products, including
corn, cotton, oil, rice, sugar, tobacco,
and wheat. State trading companies,
which generally monopolize trading
rights for these commodities, facilitate
the PRC government’s implementation
of quantitative restrictions on imports
and exports. Non-State trading compa-
nies now are permitted to trade a por-
tion of certain agricultural goods under
a tariff-rate quota system, by which
goods up to a given quota amount are
imported at low duty rates. Imports ex-
ceeding the quota are subject to higher
tariffs, though PRC agricultural officials
have not made the actual quota
amounts public. In the past, countries
that sought GATT membership were re-
quired to accept schedules for annual
import increases of specified commodi-
ties. PRC negotiators also have stated
that foreign companies should have
trading rights, but have not offered to
guarantee that foreign firms will be able
to establish distribution companies.

Major agricultural exporters, such as
Australia, have joined the United States
in seeking further tariff reductions from
China for agricultural commodities. Cur-
rently, certain meat imports are subject
to a 50 percent tariff; selected dairy im-
ports such as butter, cheese, eggs, and
yogurt are levied a 65 percent tariff; rice
and wheat imports face above-quota
rates of 114 percent; and tobacco im-
ports incur 45-70 percent import duties,
depending on the product.

Perhaps the most contentious agricul-
tural-related issue in China’s bid for
WTO membership, however, involves
market access for US farm exports. In
1996, Chinese officials rejected several
shipments of US wheat, claiming that the
wheat was infected with tilletia contro-
versa kuhn fungus (TCK smut). Beijing

m The China Business Review / \crcimber-Ocober 1997

Under the grain bag policy. provinces
with frequent grain deficits, such as
Guangdong, must agree o uy to expand
gram pre duction in the next growing se
son by stabilizing or increasing the area
sown with grain, increasing the supply ol
inputs to raise vields, or providing subsi-
dies to grain producers. Grain-deficit
provinces seeking to bolster supplies
with imported grain must obtain an im-
port license from the State Council and
submit a list detailing the amounts and

now requires US exporters to certify that
wheat shipments are TCK-free. TCK
smut has not been proven to endanger
human health, and China has in the past
accepted and treated such wheat after its
arrival in the PRC. Meanwhile, China’s
sanitary and phytosanitary standards,
which US agricultural officials claim are
not based on objective scientific stan-
dards, hurt US exports of fruit, poultry,
and tobacco. The TCK smut issue, and
China’s sanitary and phytosanitary stan-
dards in general, threaten to block signif-
icant progress on the agricultural front.

SMALL STEPS IN 1997

This year began with PRC and US
policymakers confident that talks on
China’s WTO accession would gather
momentum. But in spring discussions,
resolution of agricultural issues ap-
peared to slide backward with China's
reported request for permission 1o re-
tain State trading arrangements for eight
commodities, including grain. During
July multilateral talks, China reportedly
offered token tariff concessions for a
short list of industrial and agricultural
products, though the list has not been
made public. Press reports indicate that
Beijing also promised to phase out nu-
merous import quotas according to a
shorter timetable than previously pro-
posed, and to refrain from imposing
agricultural export subsidies. Unre-
solved, however, is the issue of indirect
supports, which may be construed as
subsidies.

Given the importance of agricultural
interests to US trade negotiators,
China’s market barriers to farm exports
are likely to remain a stumbling block
to China’s WTO accession.

—Ann M. Weeks

Ann M. Weeks is assistant editor of The
CBR.
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The grain bag policy

shifted responsibility for the
supply, use, and financial
management of grain from

Beijing to the provinces.

types of grain to be imported. Mean-
while, governors of provinces with sur-
pluses are required 1o maintain sutfi-
ciency and facilitate sales of excess grain
1o grain-deficient provinces.

THE

Both self-sufficient and grain-deficient
provinces have responded 1o the grain
bag policy by increasing the area sown
with grain, while garain
provinces have diversified their crop
production. As a result, grain-sown land
has expanded by 2.8 million ha. bring-
ing the nationwide total to 1124 million
ha in 1996, a figure which includes mul-
tiple crop plantings on single plots. The
increase in grain-cultivated area has re-
sulted in record output levels, while cul-
tivation and output levels of cotton. edi-
ble-oil crops, and hemp have dropped.
Indeed, China's multiple-cropping ratio
for grain—the arca sown with crops as
a portion of the amount of arable land,
and an indication of intensity of Tand
use—rose between 1994-90 from 1,50 o

CUP RUNNETH OVER

surplus

a record 1.61.

Bumper grain harvests o 1995 and
1996 have caused market grain prices to
fall. To provide farmers with a financial
incentive to continue planting grain,
provincial grain burcaus have been
forced to purchase grain at above-mar-
ket prices. The grain bag policy has be-
come for
provinces in 1997, Despite overflowing
grain bins from 1996 harvests, provinces

especially  burdensome

pushed farmers to increase grain-sown
area in 1997, causing market prices 1o
fall as much as 15 percent below the
State-fixed in
provinces. Perhaps a reflection of the
difficulty local governments are having
in payving higher prices for grain. in July
Beijing reiterated that local governments
must continue to buy grain at fixed
prices and not issue 10Us 1o farmers for

quota prices some

grain purchases,

DEMONSTRATING
COMMITMENTS

The grain bag policy also pushed
both central and provincial government
departments o increase overall invest-
ment in agriculture. Total investment in
1996 in the agricultural sector—agricul-
ture, forestry, animal husbandry, fish-
eries, and waler conservation—regis-
tered Y335 billion (54 billion), up 27.5
percent from 1995 levels. Agriculture’s
share of total national investment rose
from 1.8 to 1.9 percent. Also benefiting
the country’s agricultural sector was Bei-
jing's added investment in transportation
and communications infrastructure, 1o
¥301.2 hillion (536.3 billion) in 1996—
an increase ol 22.1 percent over 1995,

Twenty provincial governments in-
creased investment in agriculture by

F 0 ¢ U 5§

about 15 percent in 1995-96. Many
provinces bolstered investment in agri-
cultural extension, allocating funds for
rural technicians to demonstrate new
farming methods and teach courses on
improving crop vields and farming cffi-
cieney. Such investments have resulted
in the use of new sced varieties and
more efficient irrigation and chemical
fertilizer use.

Meanwhile, provincial governments
have increased purchase prices for
grains. According to a 1996 Ministry of
19 the
provinces surveyed added subsidies 1o

Agriculture survey, of 25
the State-fixed quota grain purchase
price. presumably as aninducement to
farmers to plant grain. The subsidies
ranged from Y40-Y420 (55-550) per ton.
Local governments also provided chemi-
cal fertilizer subsidies ranging from 100-
640 kg of chemical fertilizer per ton of
erain sold under the fixed quota system.,
As a result, chemical ftertilizer applica-
tion rose on a nutrient-weight basis
from 33.1 million tons in 1994 10 359
million tons in 1995 and 38.2 million
tons in 1996—increases of 8.1 percent
and 0.5 percent, respectively. Domestic
chemical pesticide production rose from
268,000 tons in 1994 1o 427.000 tons in
1990.

In 1995-96, provincial governments
also funded water control projects 1o
improve flood and drought mitigation
measures. Provinces continued to mobi-
lize rural laborers in corvee projects, re-
quiring them to work on government
water-works construction projects 20-30
days each year. In 19960, China effec-
tively irrigated 50 million ha. an increase
of 1.5 percent over 1995,

“GRAIN BAG POLICY” OBJECTIVES AND RESULTS, 1995-90

OBJECTIVE

1995 RESULT

1996 RESULT

Stabilize or incredase grain-sown area

Increase supply of chemical fentilizers
Improve grain vields

Increase grain production

Guarantee grain stocks

Guarantee on-farm stocks

Enforce grain transfers between provinces

Stabilize grain supplies for urban residents

Stabilize gramn and edible ol prices

Increase government control over commercial grain sales

Maintain central government control over grain imports and exports

Raise level of national grain self-sufficiency
SOURCE: I'rederick Crook
NA=Not available

Increased

Lip 8.1%

Up 4.9%

Rose 25 million tons

Increased

Achieved

Achieved
Partially achieved

NA

Achieved

Up from 90.3% in 1994 10 96.7% in 1995
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Increased o 41,23 metric tons ha

Increased
Up 7.1%

Increased

Up 4.9%

2 nullion tons

Rose:

Increased
Achieved

Achieved

Partially achieved
NA
Achieved

Rose 1o 99
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TAKING STOCK
Though Beijing has been relatively
successtul in accomplishing most of the
arain bag policy objectives (see Table),
implementation of the policy has gener-
ated some problems. Inadequate grain
storage and bumper crops have resulted
in larger-than-normal grain losses and
have pushed down the market grain
price. High grain stocks have tied up
capital that could be used o develop
other parts of China's economy. More-
over. the grain bag policy has slowed
the emergence of more market-oriented,
advantage-based rural eco-
nomic trends, Because the current and

comparative

potential costs of the grain bag
are high, China's leaders likely will be
forced to make appropriate adjustments
Such changes might include importing
more grain, improving the management
ol grain stocks and grain distribution,

policy

and promoting agricultural specializa-
tion according to China's comparative
advantages,
ON THE HORIZON

The US Department of Agriculture
(USDA)'s grain projections for China
through 2005 predict a scenario in
which the demand for food and feed-
grain outpaces supply,

despite grain

production increases. According to
LUSDA estimates, China will import
roughly 274 million tons of grain (8.9
million tons of corn, 2.3 million tons of
barley. 14.7 million tons of wheat, and
1.5 million tons of milled rice) and ex-
port only about 700,000 tons (300,000
tons of corn and 400,000 tons of milled
rice) in 20050 Though China probably
will continue to be a net grain importer
in the its dvpcmlrm'v
on world grain markets will probably be

coming decade,

marginal and PRC trade should not dis-
rupt the world grain trade, China basi-
cally will feed aselt
China’s net import levels for cotton
and sovbeans also are likely 1o rise in
the near term. PRC
during the next 10 years are estimated
180-pound
to 2.3 million bales in

net cotton il]]')( s

to grow from 1.6 million
bales in 1996-97
2005-06. China’s net imports of soy
beans are expected 1o increase from 1
million tons in 1996-97 to 3.5 million
tons in 2005-06. And as domestic de-
mand for protein meal Tor livestock feed
rises, net sovbean meal imports are pre-
dicted 1o reach 2.9 million in 2005-06.
up from 1.6 million tons in 1996-97
Already one of the world's Targest ex-
porters of horticultural products. China
likely will expand its exports of such
goods. The variety of China’s horticul
twral output has expanded rapidly in the
last decade, supplving foreign as well as
domestic consumers with a growing ar-
ray of vegetables, fruits, spices. tea, and
other specialty products. In 1994, net
horticultural exports totaled $2.7 billion,

compared with net grain exports of

At the end of 1995, net
horticultural exports had grown to $3.3
billion. while China's grain trade bal-
ance registered a 535 billion deficit, In
1996, PRC horticultural exports 1o the
Us alone totaled $295 million

Though China's agricultural trade
should yicld short-term benefits, the
PRC could encounter difficulties over
the next 30 vears in uving 1o feed its cit-
izens. unless proper policies are imple-
Northern China likely will ex
perience water shortages unless the

5255 million.

mented

government mitre wluces more water con-
SEMVALON Progrims, raises water pr ces,

Or INCreases investment in water ransfer

PRC GRAIN IMPORTS", 1986-1996

Million tons

25

B Towal imports MImports from the United States
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SOURCE: I’I(L(n'm'l,ll Administration of Customs, 1S Census Bureau
" Grain includes wheat. milled rice, corn, and sovbeans

CHINACONCEPT

NVESTMESE B LT Conaming Srarneic Asvantase In Cuims

Knowing the art of
strategy (%) will
assure you of success
time and time again

Through our comprehensive
range of services
China Concept Investment
is committed to delivering results

to our clients in China

Industry Information

Market Strategy

Public Affairs

For further information
on how we can add value to your
China operation contact us in:
Beijing

Tel (86 10) 6318 2518

Fax (86 10) 6518 2520

London
Tel, (44 1711 253 4590

Fax (44 1715 251 2593

Hong Kong
Tel. (K52) 2501 6577
Fax |\i7|7‘h’|\|l"r-|

Email into@ chinasconcept com

Beijing « Guangzhou » Hong Kong « Shanghai « London

The China Business Review / \cpiciuiber-Ociohber 1007




In the coming decades, China
will be in the markel for grain
storage and bandling equipment.

infrastructure
projects such as cold storage networks,

projects. Investment in
arain handling facilities, and food pro-
cessing and packaging facilities also
could fall short of needs, resulting in
continued food loss between farm gate
and consumer (see The CBR. July-August
1997, p.12). The decline ininvestment
during 1980-95 in new sced develop
ment stands to constrain crop vield im
provements for the coming decade,
since new seed varieties ke o certain
amount of time to move from the Labo-
ratory 1o the ficlds. To increase vields,
Beijing will have 1o increase funds for
domestic seed technology development.,
import improved seeds. or create an in-
vestment climate conducive to - toreign
seed companies.

Decisions over the size of grain
stocks appropriate for China's condi
tions also could prove problematic for
PRC policymakers. Choosing to hold
large stocks entails o heavy financial
burden that denies scarce capital for
other uses. Low stock levels, however.
may risk contributing o civil unrest i
Chinese citizens lose faith in Beijing's
ability o manage China's food system
Policymakers also must decide on the
degree 1o which grain markets will

function independently ol the govern-
ment, thus forcing Beijing to choose he-
tween the merits of developing a glob-
ally competitive agricultural sector and
maintaining national grain self-sutfi-
While China has the capacity to
feed isell. the government's policy deci-
sions will affect China's actual levels of
grain production, consumption, imports,

CIency

and exports

RirE
Growth in China's rural cconomy

OPPORTUNITIES

over the next 10 vears should provide a
wide range of opportunities for US com-
panies. in arcas such as the following:
M High yield seeds Because China is a
relatively land-poor country on a per
capita basis. improving grain yields—Dby
importing or developing high-yield
seeds—is crucial

B Fertilizer Though grain imports have
fallen under the grain bag policy and
may remain low in the short term,
chemical fertilizer imports have gone
up. suggesting that chemical fertilizer
may be an indirect import substitute for
grain. Strong demand for fertilizers
likely will continue, and China no doubr
will continue 1o purchase such products
in the international market. China’s
chemical fertilizer industry also may
seek greater foreign investment.

B Water-saving and treatment tech-
nology Though improved irrgation has
contributed significantly o China's rela-
tively high crop vields, industrialization
and urbanization threaten to deplete
agricultural water supplies. Currently,
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about hall of China's caltivated Tand s
irrigated. As water needs rise, the de
mand for foreign water-saving and
wiste-treatment technology and equip-
ment also should increase.

B Machinery Though China has the
world's Targest agncultural labor force
(see p.15), farm labor shortages still oc-
cur during wheat harvests and prepara-
tion for summer corn planting. The
need for plowing, sceding. and harvest
ing machines and inexpensive vehicles
at such crucial times should present op
portunities lor foreign machine and ve
hicle manufacturers

B Storage equipment and technol-
ogy Though China is one of the world's
largest exporters ol horticultural prod-
ucts, millions ol tons of fruits, grain, and
vegetables perish cach year because ol
inadequate food packaging. processing.
In the
coming decades, China will be in the
market for grain storage and handling
equipment, as well as packaging, cold

and storage facilities in China

storage, and tood-processing equipment
and technology

B Alternative power-generating sys-
tems Because rural residents tend 1o
rely on wood and crop residues rather
than electricity or natural gas for house-
hold energy needs, foreign manutactur-
ers of energy-cfficient stoves, combus
tion technology, and alternative
powcer-generating systems also should

find a market in China.

AGRICULTURE
AND THE WTO

I China joins the World Trade Orga-
nization (WTO), the volume of the
PRC's agricultural trade will expand
over time. though initially the change
will not be great Csee po o) In time, Bei-
jing may have to change some of its
policies, including the grain bag system,
which runs counter to WO principles,
Producers and consumers inside and
outside of China stand 1o benefit once
China commits to pursuing, its compari-
tive advantages in agriculture. Adjust-
ments in the agriculural sector of China
and other countries will be required.
though what form these adjustments
will take s difficult to foresee. On the
whole, the United states will continue
to have a comparative .lkl\;ll]l.l:_{L' mn ¢X-
porting land-extensive crops such as
wheat, corn, soybeans, and certain
pre soessed Tood items, China's vast work
force, meanwhile, puts the PRC's advan-
tage squarely in exporting Llabor-inten-
sive agricultural products such as fruits,

vegetables, and processed foods. %



Shitting

- Boundaries

cily 1s reshaping Lonaine A West
rural China

hough the widely held perception of China as 4 nation of peasants tilling the Lind seems
distinet from the image of China as o growing cconomic power, in fact China's rural poOpL-
F

ntegration into the global cconomy. Whether contributing to the country's increasing ex-

an important role both in the country's rapid cconomic growth and its

port volumes or providing Libor resources tor new enterprises, China's 86+ million rural residents
have been and will continue o be crucial to the PRC ccononiy's development

CHANGING INCENTIVES

Betjing's cconomic reform program began in rural China in the late 19705, and the countryside

as since led the way in expanding the use of markets. The more efficient allocation of rural Libor
resources, i particular, has resulted in more diversilicd sources and higher levels of income for
rural residents. Many farmers have boosted their incomes by engaging in specialized agricultural ae-
tivities such as animal husbandry, aquaculture, and orchard production, in addition to raising tradi
tional crops. Urban residents, inwrn, have henefited from the wider variety and higher quality of
food products. A growing number of these goods are finding markets overseas, For example, PR
exports of fishand other aquatic products grew at an average rate of 20 percent per vear during
1O85-95.

The rural cconomy’s diversification, however, has led to a sharp drop in the share of Chinese en
saged in full-time farm works By 1993, 03 percent (287 million pe

SN
frmers. down from 91 pereent in 1978 The reforms also have contributed 1o a drop in the amount
of cultivated Land. Currentdy. only 10 percent of China's wotal land mass is cultivated. and this por-
tion continues to decline in the face of urbanization and industriadization. China is losing about 0.5
percent of its farm land to conversion annually, according o official published estimates, A Chinese
Farmer cultivates, on average, only one-third ol a hectare (ha).

Though both villages and farmers are well compensated for Land sold or leased for industrial o
commercial use. Betjing has recently implemented policies o curh Lind conversion. Rural Tand con-
version often involves investments in physical structures that are not buill into the country's five-
vear plans and that tend 1o contribute o inflation by increasing the demand for construction materi-
als and other inputs. Betjing also is concerned about producing enough arain (o feed China's
population without relving heavily on imports (see p.8). Earlier this vear, the National Pe ples Con-
gress passed a L that made unauthorized Tand transters punishable by up o five vears in prison,

Laind conversions it did not au-

and the state Council ordered @ one-year freeze on all ag
thorize, How effective these new measures will bein halting the rend, however, remains o he

sSeen
Lorame A Wesis an economist a the The relatively meager land holdings of individual houscholds likely will continue to motiyate
1S Bureau of the Census m the some farmers 1o engage inononagrcultural activities such as producing handicrafts, transporting
International Programs Center The goods. running small shops, or engaging i scasonal wage labor. Others may quit farming alto
views expressed in this article are her gether in favor of wage emplovment. Township and village enterprises CIVEs —rural enterprises
ot do not represent those of the owned and operated by townships, villages, joint houscholds, or single households—Iuve -

ment counted tor the bulk of increased wage income carned by the rural PO wilace, TVES represent one
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A B A N,

The Chinese government
estimates the overall floating
population to be more than

SO million.

of the PRC cconomy’s most dynamic sec
tors—redal average gross TVE output
value has grown nearly 20 percent a vear
since 19780 As of 1995, TVEs emploved
nearly 130 million workers. From 1978
93, more than 100 million rural Chinese
found new jobs in TVEs. Nonagricultural
cployment in the rural private sector
also has increased considerably. Private
enterprises created 35 million new jobs
in rural arcas from 1978-95, and by 1995
provided primary employment for 8 per
cent of the rural labor force tsee Table 1)
By cemploving surplus rural workers,
these enterprises have allowed China to
avoid, so far, many of the negative con-
sequences of rapid urbanization.

As China’s surplus rural labor has
shifted out of actual farm work, agncul
tural Libor productvity has risen. Per
capita grain production, for example, has
exhibited an overall upward trend since
the beginning of reforms, The introduc-
tion of houschold-based production in
the carly 1980s, which drastically
changed rural workers™ incentive struc
ture, was largely responsible for early
productivity gains
chemical fertilizers, better quality: sceds,
plastic mulch, and pesticides has further

Increased use of

contributed 1o improvements in per
capiti output of grain and other agricul-
tural products. From 1978-96, grain oul-
put increased at an average annual rate
of 2.0 percent, while China's population
grew at an average annual rate of 1.3
percent. Output ol such goods as
oilseeds, sugar cane, and animal prod-
ucts has grown at even faster rates than
erain over this time period, in response
to rising State and market prices.

BRIGHTER
Though the PRC
nantly rural society, China’s rural popula-

HORIZONS
remains a predomi-

tion growth rate is declining. The share
of the PRC population living in the coun-
wryside has fallen from 81 percent in the
carly 1980s to 71 percent in 1996, Mean-
while, rural-to-urban migration, classifica-
tion of formerly rural areas as urban, and
natural incre:
growth of China's urban population,
which reached 339 million in 1996

es all have spurred the

Rural-to-urban migration is occurring
despite PRC laws that require cach citi-
zen 1o register in one administrative juris-
diction to obtain a permanent residency
card, or hkon. Officially changing one's
huikou requires approval from the Public
Sccurity Bureau (PSB). People who
move without officially changing their
Iukon are not entitled 1o the benefits of
legal residency. such as free schooling
for their children, in their new places of
residence. Obtaining PSB approval for a
hukon change because of marriage is
fuirly routine if the move oceurs between
rural arcas or within the same level of
urban center. But changing a hukon
from a rural 1o an urban location, espe-
cially a major city, is extremely difficult

B R TR SR L 2 S e T [y L T 4 R B T AR R RN T
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Rural EMPLOYMENT BY TYPE OF ENTERPRISE

Millions

500

100

1504

W1U7S W1995
300

R 306,14
278, —280.6

200

0.0

Township and
village enterprises

nonagricultural
firms

Private & individual

Total

Farming

SOURCE: PRC State Statstical Bureau

m The China Business Review / cpcnibor Qctober 1997

Betore reforms began in carnest, strict
State control over grain markets made
ceven temporary migration difficult, since
people had access 1o staple foods only
in their home towns. By the mid-1980s,
however. such items had become readily
available on free markets inourban areas,
Consequently, large numbers of people
began migrating to cities and other more
prosperous rural arcas from their home
villages and towns, without officially
changing their permanent residence
Though the central government has con-
trolled permanent migration through the
houschold registration system, Betjing
has permitted migration of temporary Li-
hor.

The focus of much press atention,
China's migrants tend to be rural resi-
dents in search of better opportunities
The 1990 census defined a migrant as
anyone who had changed his or her
hukow to a different county or city or
been away from his or her place of resi-
dence for at least a vear. Based on this
definition, the average annual net rural-
to-urban migration rate in the late 1980s
was 3.7 per 1,000 rural residents, The
1995 population survey, which expanded
the definition of “migrant” to include res-
idents away for six months or more,
found the rate for the first half of the
1990s to be 2.4 per 1,000 rural residents
The apparent slowdown is partly due to
the fact that many migrants actually had
not moved to urban locations. but to
rural areas surrounding cities, where
housing tends to be available and more
affordable. For example, many farmers in
counties classified as “rural” but located
on the outskirts of Beijing now rent
rooms (o migrants who work in Beijing.

The Chinese government estimates the
overall loating population—those away
from their place of houschold registra-
tion for any period of time—to be more
than 80 million, of which 30 million are
cither in large cities with populations
over 500,000 or medium-sized cities with
populations between 200.000-500,000. OF
the 80 million, however, Beijing esti-
mates that 60 million remain in their
home provinces, with only 20 million
outside of their home provinees

The largest lows of rural migrant la-
bor are within and 1o China’s coastal ar-
cas—particularly Beijing. Shanghai. Tian-
jin. Jiangsu
provinces—which has facilitated the

and Guangdong and
rapid growth of the economies of these
regions. Migration within central China,
primarily 10 provincial capitals and other
nutjor cities, is also signiticant. On a
smaller scale, many people who have ac-



quired specialized skills in booming
coastal regions, such as tailors and repair
technicians, are relocating to central
China. where such skills tend o be in
demand.

Despite the recent increase in rural-to-
urban migration, Chinese tend o reside
in one place for long periods at a time,
In the October 1995
population survey. for example, 87 per-
cent of those surveved had lived in the
same place since birth, and roughly 6 of
every 1,000 Chinese moved internally

even generations

during 1990-95. compared to 163 of

every 1,000 Americans,
CLEARING HURDLES

Migrant workers nonetheless face a
number of obstacles in their scarch for
urban opportunitics. Ministry of Labor
regulations. for example. now require
that o migrant worker obtain a temporary
resident certificate from the police station
in his or her destination city, a certificate
veritying eligibility for employment from

the labor bureau in his or her county of

origin, and a card showing proof of ¢m-
ployment from the labor burcau in the
destination city,

Adherence o the rules varies by city,
in part because of a lack of familiarity
with the regulations and the sometimes
prohibitive fees associated with obtaining
the centificates. Local surveys by Chinese
scholars, for instance. indicate that the
majority of migrants in Guangdong
Province lack temporary resident certifi-
cates, while the majority in Beijing have
them. Enforcement of the regulations,
which typically involves sending laborers
back to their home villages, also varies
by region and city. Governments of cities
with rising unemployment caused by
State-owned enterprise (SOE) bankrupt-
cies face pressure from permanent resi-
dents to clamp down. Rural migrants
also must overcome hiring discrimina-
tion. Several local governments, includ-

ing Shunghai, have banned the hiring of

migrant laborers for certain, more desir-
able jobs, and stipulated that they be re-
served for Laid-off SOE workers

ABUNDANT
OPPORTUNITIES

A number of provinces have estab-
lished labor office networks across China
[O arrange t'||1|11(l\'i11L'I1l for workers from
the respective provinees. Gansu Provinee,
for example, reportedly has 8,000 such of-
fices. But surveys by Chinese rescarch in-
stitutes indicate that the majority of indi-
migrants find
relatives, friends, and fellow villagers,

vidual jobs through

likely because they consider labor office
fees 10 be excessive. Government labor

office networks tend 1o be used to

arrange employment for Lirge groups of

rural workers

Rural migrants currently engage in both
unskilled and skilled jobs in the formal
and informal sectors of industry, services,
and agriculture. Many work as manual Ja-
borers or on assembly lines in TVEs,
SOEs, urban collectives, and private and
forcign-invested enterprises (FIEs), Ac-
cording 1o the Ministry of Labor, at vear-
end 1995, enterprises in cities employed
14,3 million workers who lacked urban
hitkon. These workers represented 7 per-
cent of SOE employees, 15 percent of ur-
ban collective enterprise workers, and 23
percent of those emploved by other types
of urban enterprises, including FIEs and
private tirms. Many rural migrants find
cmployment in restaurants and hotels as
dishwashers and maids, while others take
up strect-side wholesale and retail trade
in a variety ol goods. In wealthy coastal
arcas such as Guangdong's Pearl River
delta, they often farm land in place of 1o
cal residents who have chosen higher-
paying nonagricultural work

Though the average wage of China's
formal employces—those working for
SOEs, urban cooperatives, FIEs, and ur-

Several local governments,
including Shanghai, have
banned the hiring of migrant
laborers for certain, more

desirable jobs.

ban private enterprises—increased at a
real average annual rate of about 3 per-
cent from 1985-95, the ample and rising
supply of rural migrant labor throughout
China has helped suppress upward pres-
sure on wages. Whether employed in
rural or urban areas, migrant laborers
generally have been willing 1o work for
lower salaries and fewer benefits than
their local counterparts. Nonetheless,
most migrant laborers from rural areas
send at least part of their income to rela-
tives back home, which has tended to
boost the economies of these regions,
Recent studies by various Chinese re-
search institutes indicate that migration
typically raises rural household income
more in poorer areas than in prosperous
rural areas.
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Most migrant laborers from
rural areas send at least part of
their income to relatives back
home, helping lo boost the

economies of these regions.

COMPARING BENEFITS

Despite their ability to seek employ-
ment opportunities in urban arcas,
China’s rural citizens have their share of
grievances. PRC State Statistical Bureau
data indicate that after a narrowing of
the disparity between urban and rural in-
comes in the early 1980s, the gap
widened. In the past two years, the gap
has narrowed, but urban per capita in-
come remained almost 2.3 times that of
rural residents in 1996 (see Table 2). It
remains unclear whether the recent re-
versal s a result of record grain harvests,
or is 4 more lasting phenomenon.

Simple income disparity, however, does
not capture fully the welfare gap between
urban and rural residents, since urban
workers typically enjoy in-kind benefits
through their employers, such as subsi-
dized housing and social insurance pro-

grams. Though Beijing’s ongoing reform
of the country's enterprise-based social
security system is reducing subsidies to
urban workers (see The CBR. January-Feb-
ruary 1996, p.8), the rural populace con-
tinues to be largely on its own in provid-
ing for retirement. Beijing has introduced
a pension program for rural residents
aged 20-60, who can make personal con-
tributions to individual retirement ac-
counts. Some townships and villages
match a portion—up to 15-20 percent—of
the contributions, but this usually occurs
only in wealthy rural areas such as the
Pearl River delta. Moreover, as the real in-
terest rate on savings deposits, even re-
tirement savings accounts, is quite low,
many rural residents consider more
worthwhile investments in new housing
for themselves or their children or in an
enterprise that they will help manage. As
a result, only about 15 percent of eligible
rural residents currently contribute 1o
such accounts, and their accumulated sav-
ings usually are insufficient o pay for re-
tirement entirely. Most rural residents con-
tinue to rely on children, especially sons,
to care for them in old age

The health care system for rural work-
ers, likewise, pales in comparison to that
enjoyed by their urban counterparts.
While most urban residents have govern-
ment- or enterprise-sponsored health in-
surance through their employers, only

rural residents who work for county or
township governments have employer-
covered health insurance. The quality
and availability of medical personnel,
clinics, and hospitals in urban areas tar
exceeds that in rural arcas, where most
residents rely on county hospitals, town-
ship clinics, and “barefoot™ doctors—
those with only informal medical train-
ing. Though rural residents represent
almost three-quarters of the total PRC
population, they account for only about
one-quarter of all medicine consumed in
China each year. In 1993, a typical urban
resident spent Y142 (817) for medicine
and the use of medical equipment, while
a rural resident spent only Y17 (52). Prior
1o economic reforms, many rural resi-
dents participated in health cooperatives
organized by the collectives. These coop-
erative schemes fell apart when Beijing
introduced the houschold responsibility
system in the early 1980s. Though the
central government is calling for the
reestablishment of rural health coopera-
tives, few have been created to date, in
part because medical costs, and thus in-
surance premiums, have escalated be-
yond what rural residents can attord.
SORTING OUT TAXES

Chinese history is speckled with cases
of rural unrest caused by excessive cen-
tral government taxation. As recently as

TaBLE 2

URBAN AND RURAL PER Carrra Income (RMB), 1978-96
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Chinese history is speckled with
cases of rural unrest caused by
excessive central government

leaxalfion.

1994, the rural sector accounted for 26
percent of Beijing’s tax revenues, but re
ceived only 9 percent of government ex
penditures. Betjing's failure 1o provide
more equitable distribution of funding,
and services among rural and urban ar-
cas sparked demonstrations outside Tocal
government offices in 1993, Farmers
|ll'(}ll"\lt'l| excessive taxes and fees, cor
ruption, and the issuance of promissory
notes instead of cash for crops sold o
the government. Beijing responded by
pressuring local governments 1o redeem
promissory notes and capping cach
farmer's tax burden at five percent of the
previous year's net income.

Reform of the country’s fiscal system is
under way, with the aim of rationalizing

expenditures of the various levels of goy

ernment and preventing local government
agencies, in particular, from arbitrarily
levving fees or making unapproved out
Lavs. Bedjing is currently focusing on nuk-
ing local government agencies more (g
countable for the fees they impose by
gradually shifting revenue from such
sources into the local government trea-
surv. Beijing is also requiring that local -
nance burcaus and ultimately, the local
People’s Congress approve local govern-
ment expenditures. Despite such mea
sures, Beijing continues to encourage 1o-
cul governments to respect the five
pereent cap on farmers’ net income. Bei-
jing's pleas o local governments may sig
nal that farmers” grievances have resur-
faced, or simply that the central
government intends to pressure loc al gov-
ernments 1o comply with fiscal reforms by
citing discontent among farmers

A TOUGH

ROW TO HOE

With the rise in China's

coastal regions over the past decade

Viges In

production in these arcas has begun 1o
move into higher technology and more
capital-intensive types of ventures. Many
toreign mvestors have started 1o invest in
less kll'\\'l()l\t‘il parts of coastal I‘H‘\'iﬁk\"\

F 0 ¢ U 5§

or interior China, where wages tend 1o
be lower. shenzhen, for example, re
ported that in 1996 the city’s migrant la
hor torce declined for the first time. But
further increases in foreign mvestiment in
China's interior will require substantial
improvements in infrastructure. Some
forcign firms with operations in central
China, for example, have found that, al
though wage costs can be relatively Tow,
transportation problems can prevent
timely delivery of their products to mar
l\L'!

Despite Beijing's desire to reduce re
gional income disparities, the central
government is likely to continue using
the bulwark of the houschold registra
ton system to limit permanent nugra
tion to cities. But economic develop
4 more mobile labor
the

houschold registration system obsolete

ment's need for

force could eventually rendes
In the countryside, the small size of land
holdings will make it ditficult for farm
ers to carn a living from agriculture
But. il rural residents can continue 10
leave farming for nonagricultural jobs
the size of land holdings should ex
pand. giving @ much-needed boost 1o

agricultural efficiency £
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Turning

Farmers 1nto
[intrepreneurs

New, vertically Tivid Bl
integrated

321717 3 g

(’()H[/)(!H"(’)‘s are hina's agricultural sector was among the first 1o be reformed in the ke 19705, when small
. . G family-owned farms reemerged from the breakup of the PRCs agricultural commune sys-
L\/’U(HH/””H(Q tem, Commercialization of the sector, however, has lagged behind commercialization in
oo . other sectors in China such as light industry, due primarily to rigid price controls on agri-
(;/Jf”({ S cultural goods and staple foodstufls. But in the Tast fes years, the government has refaxed such
controls, and carried out economic reforms that have fostered competition among industrial and
([(q;'ft‘[{/f[”'ﬂl commercial entities that Tormerly monopolized their respective sectors, As aresull, China's agricul

tural production sector is quickly growing more market-oriented
.\‘(,)(,‘/()r Further, the PRC government has come 1o recognize the importance of amore streamlined, inte
grated approach o production and sales of agricultural products in China. The Ministry of Agric ul-
ire (MOA) is encouraging. through tx incentives and direct funding, the development of com-
mercial agribusiness entities that integrate the production and sales activities ot farmers
processors, wholesalers, and retailers Gsee p 20k These ettorts have resulted m the transtormation
of provincial- and municipal-level agricultural commissions and Tocal State farm: burcaus into eq
uity holding companies tor the State farms under their jurisdiction: a growing number of township
and-village enterprises CIVES) and collectives devoted 1o agricultural activities: and the establish
ment of cconomic and technological development zones intended to promote integrated
agribusiness firms. Rural cooperatives also have emerged throughout the country: which, like col-
lectives. pool resources among numerous small-scale farmers and ancilliry service pros iders such
as processors, packagers, and retailers. But, unlike collectives or holding companies, which ofien
encompass a range of different agricultural products, cooperatives tend 1o focus on activities sur

|'(umd||]f_1 one commaodity, such s cotton

\ltogether. roughly 3.000 agribusiness firms of various types have been established o date, pri
marily in China's more developed coastal areas, These firms, which aim o link farmers to agricul-
tural wholesale and retail outlets, developed in response to bottlenecks created by China's tradi
tonally cumbersome and regionally focused agricultural market system. The integrated

orgamizations supply fairmers with market demand information and other important feedback: pro-

Fina Helsellis st director at Pacihe Rim vide enterprises that process raw materials and those that market the processed goods with suffi-

Resources, Ine.. a management cient, consistent. and more varied supplies: and enable hoth farmers and sales entities o share the
consulting fimn specializang in market risks and rewards of the entire process—{rom production o sales

nsiness developmient By entering into i contract 1o supply s materials o an integrated agribusiness firm. farmers

strategies in the Greater Clina region henefit from the firms purchase of o guaranteed volume of raw material, greater cconomies of

E The China Business Review / scjomher Ociober 1907



scale, access 1o lucrative export markets,
and access o farming technology and
training. In this way, these production
structures integrate rural communities
with both urban and export markets—
and can boost sales margins, depending
on the product. Though occasionally
Farmers are forced o lower their sales
prices to an agribusiness Arm, farmers
selling high-quality hybrid crops such as
long-grain white rice, or raw material
foodstuffs  that go into premium
processed foods, tend o command satis-
factory prices. To foreign suppliers of
raw materials and other inputs, these in-
tegrated firms represent an increasingly
sophisticated customer base. Foreign
companies also now have opportunities
to invest in China's agricultural produc-
tion sector through these agribusiness

L‘T‘HQ‘I'}H ISCS

BREAKING DOWN
OLD BARRIERS

These new agricultural production
and distribution structures stand in stark
contrast both to China's taditional agri-
cultural market system, and 1o the pro
duction and distribution systems charac-
teristic of central economic planning
China's traditional market system, which
preceded tand largely survived) the
Communist revolution in 1949, involved
an interlocking, hicrarchical network of
markets in which cities formed the core,
Farmers typically did not sell beyond
their respective localities, hindering im-
provements in production and sales effi-
crency

Under post-1949 central cconomic
planning. cach production and supply
chain component of agricultural goods
and staple foodstuffs was separate, with
limited or no overlap among the opera-
tions of farmers, suppliers, and sales out-
lets. Centrally planned allocation direc-
tves determined all output and supply
and tended to result in oversupply of cer-
tin goods and inadequate supply of oth
ers. Government bodies divided up the
responsibilities for agricultural production
and marketing. MOA primarily oversaw
production, while the Ministry of Com-
merce (which merged at the central level
with the Ministry of Materials in 1993 1o
form the current Ministry of Internal
Trade) controlled virtually all wholesale
and retail outlets for food and food pro-
cessing. Similarly, the Ministry of Chemi
cal Industry dominated the production o
raw nterials such as pesticides and fertil-
izers, but only companies under the for-
mer Ministry of Materials were permitied
to handle distribution of the materials

This system changed in the Lie 19705
and carly 1980s with the partial relax-
ation of central planning. In the mid- 1o
Late-1980s, MOA began allowing State
Larms 1o purchase fertilizers and pest-
cides directly from factories or indepen
dent distribution companies, eroding the
monopoly formerly held by local bu
State farms also

reaus of materials

started o source raw muaterials directly
from fLactories and sell goods directly 1o
retail markets and, in some cases, export
markets. Other government-controlled
monopolies dissolved during this period,
cnabling competition in food retailing to
arise. For example, local burcaus of
commerce and local agricultural com-
missions were able o establish compet
ing food retail operations

Despite such recent progress, harriers
Lo open u)mimlillnll in China's .I_-_:I'ull\
tural sector persist. Nestiges of the tradi-
tional market hub system remain intact in
many regions of the country, with farmers
in the interior provinces stll serving local
markets almost exclusively. In general,
there are few large-scale, vertically inte-
grated production and sales structures in
these regions. Morcover, price controls on
certain staple grains and cereals, including
wheat and rice, remain in place. As a re-
sult. many of the new vertically integrated
companies m urban centers focus on \ll}.:h
value-added, specialty crops, including
certain types of grains and cereals that are
used in P‘i\|\.l‘u(‘\| breakfast cereals,
|mxu|\ and other rox essed foods sold in
high-end supermarkets. Such crops com

mand relatively higher market prices

1o foreign suppliers of raw
materials and other inputs.,
China s integrated agribusiness
Sirms represent an increasingly
sophisticated customer base.

SHAPING UP

THE STATE FARMS

Fhe development of vertically inte
grated agribusiness operations nonethe
less attests 1o the gradual commercializa-
tion of the agricultural sector. Shanghai's
transformation of its State farm sector re
flects Beijing's commitment 1o improving
clficiency and attracting foreign invest-
ment and Western technologies to the
seCtor

Fhe Shanghai Agriculture, Industry &
Commerce  General  Group
(SAICGC) was spun oft from the Shanghai

Corp.

Agriculiural Commission in 1995 1o over-
see economic growth of the municipality's
.Ij_'l'l:Hlllll'.il pre uction sector, Local State
farm burcaus Gormerly subordinate o the
Shanghai Agriculural Commission) at the
county. district, and village levels were
transtormed in 1993 into “agriculture, in
dustry, and commerce corporations
(AICCS) (see The CBR. November-Decem
ber 1994, p.28). These AICCs are now ¢q
vty holding companies for State farm op

crations, with SAICGC at the top of the
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Farmers in the interior
provinees still serve local

markets almost exclusively.

Bicrarchy as an asset management and
husiness development company. Manage
ment of commercial operations thus has
heen hived off from the Shanghar Agricul
wral Commission, which has retined re
sponsibility only for administrative matters
and for developing and implementing,
government policies

With over ATCCs, 400

frctories. 230 joint ventures, and 52,000
|

10 subsidian

hectares Cha) of Tand, SAICGC integrates
production, processing. and marketing,
of agricultural commodities. Tts products
include beet, pork. aquatic products,
milk and dairy goods, frune and vegeta-
bles, high quality grain, flowers, and
trl, SAICGC also operates food process

ing and ransportation services. and runs

wholesale companies and supermarkets
1 supervises and assists the AICCs
which also are vertically integrated enti-
ties. The ALCCs sell the agricultural
goods that they produce. process, and
package to wet markets o retail outlets
that they or SAICGC own,

The shanghat Dairy Group Co. (5DG,
for example, subordinate 1o SAICGC, s
among the Targest vertically integrated
duiry products companies in China. SDG
has annual sales of roughly Y14 billion
(S1.7 billiony and employs 5.600 people
The company, which supplies 95 per
cent of Shanghar's dairy needs (ocal
small-scale dairy: companies satisty the
remaining S percent), has o virtual mo-
nopoly over the sales and marketing of
duairy products in shanghai. SDG also
has o nationwide sales network. and has
milk and milk powder production bases
and dairy processing facilities in North
China. The firm operates cow breeding
farms, ditiry farms, dairy processing facil
ities, dairy: machinery factories, storage
companies, wholesale sales and distribu
tion companies, retail chain stores, and

IN THE NEXT ISSUE OF THE CBR

An update on China’s
car and motorcycle markets

The nuts and bolts of setting vp a
representative office in China

Business developments in southwestern
China

Communication issves for China executives
to consider

Foreign brands find their
niches in the PRC
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joint ventures such as the shanghai
France Dannon Dairy Co. SDG also sub
contracts with farms. feed factories. and
local dairy companies. The company
sources 00-70 percent of its raw materi
als trom its wholly owned farms and
subcontracts with suburban Shanghai
dairy farms for the remaining 30-40 per-
cent. For the local farmers with whom it
contracts, SDG provides technology and
cquipment, and offers training and
profit-sharing programs

In addition 10 AICCs such as SDG,
SAICGC operates wholesale commaodity
distribution centers throughout Shanghai,
to which SAICGC's subsidiaries can deliver
e wducts for sale o domestic or overseas
customers. SAICGC has foreign trading
rights l|||<s|\_\_(|| Its import export corpord
tion. the Shanghai AIC Foreign Trade Co

SAICGC'S mandate is to produce high-
quadity, value-added tood for anincreas
ingly sophisticated consumer base. In
deed, SAICGC is known for high-quality,
well e RJ;_',C&I food, which it sells art pre
mium prices Gas much as 40 percent
higher than competing products) through
its subsidiary markets. Stores owned by
SAICGEC or subordinate AICCs range from
small wet markets to large supermarkets
and compete with those run by local bu-
reaus of commerce or private entrepre
neurs.

SAICGC's joint ventures, meanwhile
report healthy sales margins and profits
These joint ventures serve specialized
markets such as foreign hotels, restau
rants. and premium: sales outlets cater-
ing to China's growing middle class
The Vegetable Division of the Shanghai
Agricultural Commission has been par-
ticularly successtul in promoting toreign
investment in greenhouse projects. To
date. five such joint ventures have been
established in Shanghai between
SAICGC or its AICCs and several foreign
partners to produce high-quality. organi-
cally grown vegetables. The Shanghai
Dong Hai Vegetable Demonstration
Base and the Shanghai Pudong New
Development Zone Sun Qiao Modern
Agricultural Development Area are Sino
Dutch joint ventures established in 1996;
cach covers 3 ha and employs 40-30
people. The Shanghat Minhang District
M Qiao Vegetable Garden, Shanghai
Nan Hui County Vegetable Garden Ltd.
Co.. and Bao shan Luo Dian Vegetable
Guarden are all joint-venture green
houses between the local district goy
crnments and three Isracli firms, Fach ol
the temperature-controlled greenhouses
covers 3 ha and employvs 30 people,
and produces primarily: beans, cucum



bers, herbs, lettuce, sweet peppers, and

Lomatoces.

The Shanghai region, though the

leader in implementing new forms of

agricultural business, is not the only area
to have established integrated agricul-
tural enterprises. Beijing Agricultural In-
dustry and Commerce Group Co. (BAIC)
vertically integrated con-
glomerate with a structure similar 1o
SAICGC's. BAIC 16 AICCs,
over 2,000 subsidiary companies,
more than 245

is i large-scale,

SUPETVISEes
a ver-
erinary medicine factory,
joint ventures (including a cattle breed-
ing farm), and numerous restaurants and
retail food outlets.
the Beijing Huadu Group Co. (Beijing
Huadu)—formerly the Beijing Animal
Husbandn a vertically
grated animal husbandry conglomerate,
with 28 subsidiaries including process-

Another operation,

Bureau—is inte-

ing, sales and marketing, and wholesale
and retail distribution companies. Beijing
Huadu also has six commercial egg-lay-
ing farms, seven feed mills, vaccine pro-
duction plants, and pig processing facili-
ties.

The Beijing Agricultural Commission
formed BAIC and Beijing Huadu as sepa-
rate legal entities with sole responsibility

for profits and losses. Like SAICGC, they
are asset management companies. Al
though both report to the local agricultural
BAIC and Beijing Huadu
manage their day-to-day operations inde-
pendently and compete directly with each
other in the animal husbandry market.

commission,

POOLING PRODUCTION
formed by
merging local farming operations, are

also enabling a growing number of farm-

Agricultural collectives,

ers 1o benefit from greater economies of
scale and expansion of their customer
bases 1o include more distant urban con-
sumer markets. As
developed, many have become conduits

for the introduction of technology, man-

the collectives have

agement systems, and high value-added
raw nuterials and other inputs into local
farming communities

In Shanghai's Fengxian County, for in-
stance, economic reforms, coupled with
local government incentives 1o encour
farming units to form
collectives, met notable
The Shanghai Fengxian Food Group
Corp

age small-scale
have SUCCESS.
was created by the merger of
Fengxian Food Company and several
hundred of the county’s small-scale pig

farmers, after the Fengxian County gov-
ernment encouraged local pig farmers 1o
pool their land and resources to form a
large-scale, vertically integrated com-
pany. The county government
tributed funds to reconfigure land and
resources, purchase equipment, buy ad-
and set up retail
facilities. The

con-

ditional real estate,

stores and other basic
farmers now own and manage Shanghai
Fengxian Food Group Corp., which inte-
grates pig breeding and raising, feed and
meat processing, and meat packing and
sales through its large-scale
nd meat packing plants, 14 large-scale
pig farms, and 15 sales outlets.

Fengxian County aims to attract foreign
investment for a number of similar ven-
tures, including a vegetable production

processing,

and processing facility designed o pro-
vide the Shanghai market with high-qual-
ity canned corn, asparagus, and mush-
rooms: a pork breeding, processing, cold
storage, and feed additive venture; and a
fruit and vegetable enterprise incorporat-
ing both seed development and fruit,
vegetable, and flower production.

I'he Shanghai Pudong Modern Agricul-
tural Development Zone Company (SP-

MADC), an economic and technological
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development zone (EDTZ) established in
1994, became one of the first EDTZs to
be devoted to technically advanced agri-
cultural production and development.
The zone is intended to introduce mass
production systems for fruits and vegeta-
bles, lowers, and aquaculure, and link
Pudong's farming community with the
Shanghai market. SPMADC integrates lo-
land with
SPMADC-financed mass production

cal farmers’ and output
schemes. Output is sourced from local
farms for mass processing, and sold
through captive wet markets and super-
markets. The schemes also include train-
ing programs to introduce farmers to the
benefits of using advanced, value-added
raw malterials—including high-yield

seeds, bio-technology seeds, and ad-

vanced fertilizers and pesticides that en-
rich rather than deplete the soil.

By using such imported or joint-ven-
ture-produced technologies and raw ma-
terials, the zone company has been able
to produce higher quality products with
better yields: SPMADC grows five veg-
etable crops per year in its fields while
two crops a year is the norm in China.
Like SAICGC, SPMADC's output com-
mands premium prices on both domes-
tic and export markets, which has a di-
rect and positive financial impact on
both SPMADC and local farmers

COMMERCIALIZATION
IN PERSPECTIVE

State farms and their holding compa-
nies, and agricultural collectives and co

HUNGRY FOR INVESTMENT

Who Will Feed China?, a 1995 book
written by Lester Brown, sparked an
ongoing debate over whether the PRC
will be able to feed itself in the future.
An answer favored by many observers,
and the Chinese government, is that
“China will feed China.” But how
China will achieve this is the crucial is-
sue. The agricultural sector is bur-
dened by the small size of land hold-
ings, low investment levels, and
inadequate distribution infrastructure.
Beijing’s solution to these problems in-
volves restructuring the sector and in-
creasing both domestic and foreign in-
vestment. The government's efforts to
expand the size of holdings, introduce
improved seed varieties, and use agro-
chemicals more efficiently should en-
able China’s agricultural sector to grow
dramatically.

In 1996, capital investment in agri-
culture and related areas—including
agricultural research and development,
irrigation, land preservation and recla-
mation, and water conservation—
amounted to 24.3 percent of the cen-
tral government's total fixed-asset
investment for the year, compared to
just 16.9 percent in 1995. These im-
provements in infrastructure should en-
hance the environment for private do-
mestic and foreign investors.

ROADBLOCKS
TO INVESTMENT

Over 6,000 foreign-invested enter-
prises (FIEs) have been established in
the agricultural sector to date, utilizing
more than $10.2 billion in foreign

loans, direct investment, and aid. Un-
der the Ninth Five-Year Plan (FYP,
1996-2000), the Ministry of Agriculture
(MOA) hopes to attract $7 billion in
foreign investment in the farm sector,
and $14 billion in the wider agribusi-
ness sector, which includes related
light industrial processing and agro-
chemicals.

At less than 2 percent of China’s to-
tal foreign direct investment (FDI),
however, FDI in China’s agricultural
sector to date has been limited, largely
because other sectors have provided
more attractive opportunities. For ex-
ample, export-oriented manufacturing
enterprises—especially those in Spe-
cial Economic Zones—have benefited
from foreign investment tax breaks as
well as official local-level support.
Meanwhile, China prohibits wholly
foreign-owned enterprises from engag-
ing in such profitable activities as
wholesale, distribution, and trade of
agricultural commodities. Much of the
FDI in China’s agricultural sector has
gone into processing ventures, though
deregulation and other incentives are
attracting more investment to primary
production as well as retail.

In addition, many foreign firms with
investments in primary production
projects have had to resolve issues re-
garding land values and legal titles.
Unpredictable government pricing and
trade policies for certain agricultural
commodities also have made accurate
business planning difficult. The fact
that insurance and financing facilities
are relatively new institutions in China
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operatives, are now free to engage and
compete directly in all stages of the
value chain, from production, process
ing, storage, and distribution, to whole-
sale and retail sales, and international
trade. With ambitious productivity
goals, these entities represent a large
and growing customer base for foreign
providers of fertilizers, pesticides, and
seeds, as well as agricultural vehicles,
food processing and dairy equipment,
plastic sheeting for greenhouses, animal
feed, animal health products, and grain
and feed silos.

Increasingly attractive to outside in-
vestors, agribusiness enterprises should
facilitate further the overall develop-
ment of China's agricultural production
sector. For example, the CP Group of

has meant that investors and their fi-
nancial supporters must be willing to
bear the risks of disease, floods, and
droughts. In addition to relatively
steep investment costs, foreign-in-
vested processors may face raw mater-
ial shortages because of natural disas-
ters, high prices, import restrictions,
and unexpected increases in State
quotas. Inconsistent quality of local in-
puts also has hindered some foreign-
invested processors. Though using im-
ports could smooth such operations,
tight government control over agricul-
tural commodities trade has made
gaining access to imports difficult.

IMPROVING
INVESTMENT CONDITIONS
In view of the Ninth FYP agriculture
goals, Beijing has introduced a num-
ber of measures to attract foreign in-
vestment to the sector, especially in
comprehensive projects, from agricul-
tural processing and improving basic
agricultural facilities, to introducing ad-
vanced agro-technology. Under a co-
ordinated plan between central and
provincial governments, some
provinces are granting foreign-invested
agricultural projects preferential in-
come and land tax treatment, with
rates varying according to location and
project type. MOA also has initiated an
information dissemination program,
which includes The China Agricultural
Development Report. A publicly avail-
able policy review written in both
English and Chinese, the report con-
tains statistics and updates on the de-



Thailand recently formed a joint ven-
ture with a collective farm in Songjiang
County in Shanghai that includes a pig
breeding farm, feed mill, slaughter-
house, and distribution hub. The Sino-
Netherland Flower Co. Lid. joint ven-
ture between SAICGC and a Dutch firm
produces more than 6 million roses and
other flowers per vear. With imported
technology from the Netherlands, the
joint venture has the most advanced
flower production technology now in
use in China. Other recent agreements
include a rice-polishing joint venture
between Nichimen Corp. of Japan and
MOA on a State farm in Heilongjiang
Province: and a cooperative effort be-
tween Israel and the PRC to establish a
commercial fruit, vegetable, and flower

velopment of the rural economy. The
report should help improve regulatory
transparency within the sector. Beijing
clearly intends that these measures
send the message that the sector is
opening.

PROVINCES VIE
FOR INVESTORS

Several provinces have designed
their own agricultural investment in-
centives. For example, Jiangsu, tradi-
tionally one of China’s main grain-
and meat-producing provinces, has
tended to lag behind other provinces
in attracting FDI in agriculture. In
1995, however, the Jiangsu Provincial
Government established eight “agri-
cultural export zones” in Changshu,
Changzhou, Donghai, Gaochun,
Huaiyin, Nantong (in Rudong
County), Sheyang, and Xuzhou (in
Fengxian County). To attract investors
who could offer advanced agricultural
technology, management systems, and
equipment, provincial officials imple-
mented the following incentives in the
eight zones:
M Transferable land use rights at pref-
erential rates for up to 70 years;
B A two-year corporate tax exemption
after the first profitable vear, followed
by a three-year 50 percent reduction
for agricultural processing projects
with terms of 10-14 years;
W A five-year tax exemption followed
by a five-year, 50 percent reduction
for agricultural processing projects
with terms of at least 15 years;
B A value-added tax exemption on

demonstration farm and processing fa-
cility in Shandong Province
Large-scale, commercially focused
agricultural production centers are con
centrated in China’s major urban cen-
ters. Though greater efficiency in agri
cultural production throughout the
country is crucial to sustaining overall
cconomic growth, commercialization
threatens to weed out smaller-scale and
less efficient farms near urban areas.
Fhus, agricultural policymakers and
regulators, like industrial reformers in
China today, must constantly weigh the
risks and rewards of further commer-
cialization of the sector. While opportu-
nities are likely to remain concentrated
in China's major urban centers and their
surrounding farming communities in

domestic sales by FIEs engaged in ani-
mal husbandry, farming, fisheries, and
forestry;

B A reduction of or exemption from
tariffs on imported capital equipment
and raw materials necessary for the
operation of the enterprises, including
animal stock breeders, agrochemicals,
feed, and seeds; and

B A negotiable increase in the portion
of total output that can be sold do-
mestically for projects with total in-
vestment over $5 million. For crops or
varieties that currently are not pro-
duced in the province, foreign in-
vestors can sell up to 100 percent of
their output domestically.

Other provinces have implemented
more general incentives for foreign in-
vestors. In Heilongjiang, agricultural
processing is one of 10 industries that
have received greater access to public
utility supplies, as well as reduced in-
come and land use taxes, The Hei-
longjiang Provincial Government also
has increased the availability of funds,
mainly loans, for agricultural invest-
ment. Meanwhile, Shandong’s incen-
tives focus on boosting investment in
poultry and pig ventures. Shaanxi offi-
cials are attempting to attract foreign
investors to the province's grain and
fruit industries.

In a bid to attract investors to help
redevelop its cotton industry, Xinjiang
has implemented, on a trial basis, a
policy of leasing land directly to
wholly foreign-owned enterprises for
up to 50 years. Such a policy is the
first of its kind in China, as leases are

the near to medium term, the imple-
mentation of pilot programs in inland
regions based on these new types of
agricultural production centers likely
will facilitate—gradually—similar invest-
ment opportunities throughout the
country.

Ultimately, despite the threat of dislo-
cation caused by the elimination of in-
efficient agricultural operations, the re-
structuring of the sector should benefit
not only China’s farmers, who will gain
from higher profit margins, and Chinese
consumers, who will face an ever-grow-
ing varicty of agricultural products in
their local markets, but also foreign
firms looking for sales and investment

e

opportunities in agriculture, T

usually only granted to joint ventures
for shorter time periods.

Guangdong, which has lost much
agricultural land to commercial uses,
recently began offering certain foreign-
invested agricultural projects greater ac-
cess to the domestic market and re-
duced land use fees and taxes. The
provincial government also has estab-
lished 30 special agricultural export
zones that offer incentives similar to
those of Jiangsu. Guangdong report-
edly attracted 150 foreign agricultural
projects worth $163 million in 1996—
an 87 percent increase over 1995.

FERTILE OPPORTUNITIES

Because Beijing and many provincial
governments appear to have made
firm commitments to modernizing the
agricultural sector, the long-term out-
look for foreign investors in the agri-
cultural and agribusiness sectors looks
bright. Rising demand for food prod-
ucts, especially meat and processed
foodstuffs, and relatively low levels of
domestic investment and technology in
the sectors should mean ample oppor-
tunities for foreign investors. In shon,
China may well be able to feed its
people, but in doing so will seek to
utilize fully the benefits of foreign in-
vestment and technology.

—feremy Gordon

Jeremy Gordon is the London director

of China Concept Investment, a Beijing-
based consulting firm that publishes
The China Agribusiness Review,

The China Business Review / scpcmber October 1007



Installing a
Software Sector

Catherine Gelb

Foreign and
Chinese software

s China’s reliance on computers has grown in recent years, it is no surprise that the coun-

ﬁ7 ms dre trv's demand for software—and the sector's growth—have kept pace. According 1o Chi-
i nese press reports, PRC software sales totaled ¥9.2 billion ($1.1 billion) in 1996, a 35 per
COﬁZpefﬁ'lg. (H'Id cent jump over 1995. Computer hardware sales reached similar heights, with an estimated

¥71.5 hillion ($8.6 billion) sold last year, a 50 percent jump over 1995. Because most analysts expect

COO[)(/)]‘“[]'}-Zg’ tO such high growth to continue, foreign software companies, which together already claim a 60 per-

cent market share in China, are braving the country’s fragile intellectual property rights (IPR) regime

buz'[cl a dﬂl;na}nz'c o c\.[.ihlislj [Iwmwl\'us‘lur future expansion. In the process, lh.c.w companies are bringing to China
- the strategies and practices that have proven successful worldwide.

The flurry of strategic alliances that have sprung up among competitors, both foreign and domes-
tic, is just one example of the tactics that are laying the groundwork for a modern software industry
in China (see Table). Companies are cooperating with one another to produce mutually compatible
software, and are pairing up o develop new products for China and the international market
Though industry giants like IBM Corp., Microsoft Corp.. and Oracle Corp. currently dominate PRC

sector

software sales, domestic companies such as User Friend Software (Co.) Lud. (also known as UfSoft
Group) and Beijing Founder Electronics Co. (Founder) have been successful as well. The relatively
undeveloped market means that, perhaps more than in other industries, cooperation between for-
eign and Chinese software companies can benefit all participants.

HARDWARE DRIVEN

Despite such cooperation, growth in the software market, for the foreseeable future, will depend
on the growth of the market for hardware. China had a total installed base of PCs of roughly 5 mil-
lion by the end of 1996, according to China’s Ministry of Electronics Industry (MED. More than 2 mil-
lion PCs were sold just in 1996, and some analysts estimate total sales in 1997 will reach 3 million.
The market in China for higher-end computers that tic networks together is growing just as quickly:
industry analysis by International Data Corp. (IDC) revealed that the value of server imports to China
grew more than 50 percent in 1996.

Though such figures pale in comparison to computer use in developed countries (more than 5
million PCs were sold in the United States in the fourth quarter of 1996 alone), MEI estimates tha
China could be producing up to 8 million PCs a year by 2000, with 5 million destined for the domes-
tic market. Each of these computers will require its own set of software programs, including an oper-
ating system such as Microsoft's Windows 95 or IBM's OS/2, and applications that allow the com-
puter to perform specific tasks, from accounting to desktop publishing to word processing Similar
software requirements hold true for higher-end machines such as workstations, servers, and routers,
that power business and communications networks, management information systems, and ad-
vanced manufacturing and design systems (see p.38).

FOREIGNERS CLAIM A FOOTHOLD—FOR NOW
Though foreign software accounts for 60 percent of the overall market, the China Software Indus-
try Association (CSIA) estimates that foreign companies control 95 percent of the PC market for op-
erating systems. Market share figures for individual products are difficult to obtain and often inaccu-
Catherine Gelb is associate rate, but Jiabin Duh, president of Microsoft (China) Co., Lid., noted that the simplified Chinese
editor of 7he CBR version of Windows 95 is Microsoft's biggest seller in China, thanks in part to the large number of
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copies sold to original equipment manu-
facturers (who load the operating system
onto the PC at the factory). Duh said that
the company expects Windows to con-
tinue to be its “most important”™ product
in China in the future.

In addition to Windows 95, Graham
Brant, director of consulting for Mi-
Far East, notes that the com-
pany’s “Back Office” suite of products,

Crosolt

used by businesses for networking and
database activities, is also a large source
of revenue in China. Because the high
piracy levels in China for Microsoft's PC
operating systems and applications sup-
press the company’s sales of those prod-
ucts, Back Office makes up a larger pro
portion of Microsoft's total PRC sales
than in other countries.

Microsoft has wholly foreign-owned
operations in Beijing, Guangzhou, and
Shanghai, and manufactures in-country
most of the products sold in China,
while foreign-language products are its
main exports to the PRC. The Beijing of-
fice, in particular, conducts research and
development activities, The China sub
sidiary is the company’s fastest-growing
division, according to Bryan Nelson, di-
rector of Microsoft's Greater China re
gion. A recent Fortune magazine profile
reported that the company’s PRC sales in
1996 (excluding sales to original equip-
ment manufacturers) grew 100 percent
over 1995

Press reports suggest that [IBM's OS/2
operating system also has a sizable share
of the China market, in part because
05/2 preceded Microsoft's large-scale
1994 entry into China. In May of this
year, IBM signed an agreement with MEI
to develop an office automation version
of OS/2 for the ministry. IBM also estab-
lished the IBM China Research Lab in
1995 in Beijing to develop software
products for sale in China and around
the world. The lab is currently working
on projects o develop speech recogni
tion software, Chinese language process-
ing, and network computer applications
Recent products reportedly include a
Chinese language version of a spell-
checker that identifies errors in Chinese
characters, and that is part of IBM's Lo-
tus SmartSuite 97 (a business networking
software system); an automatic schedul-
ing application for IBM's Notes and
0O5/2 systems; and a .\[)L'u'h recognition
program scheduled for release in Octo-
ber 1997 called “Putonghua.”

Though IBM was the largest supplier
of PCs in China in 1996, a company rep-
resentative observed that “IBM is not of
ten referred to as the largest software

company in the world, which we are.”
With China revenue growing an average
of 50 percent each year, and eight joint
ventures and one wholly foreign-owned
enterprise, he added that China is “an
essential growth market across our
whole range of products.”

Meanwhile, US database firms Oracle,
Informix, Inc., and Sybase, Inc., together
claim most of China's database market,
though Microsoft appears to be gaining
market share at the lower end. Oracle’s
products currently make up the bulk of
this market. Through its operations in
Beijing, Guangzhou, Shanghai, and
Shenzhen, Oracle provides a full range
of database and database development
tools; packaged accounting, manage-
ment systems, and decision support
products; and full-service technical sup-
port, training, and consulting

Other foreign companies involved in
the PRC software market include Long
Island, NY-based Computer Associates
Inc. (CA), which has signed a number of
deals to provide its mainframe-type busi-
ness software systems to PRC organiza-
tions. In 1995, the Ministry of Communi-
cations, China National Petroleum Corp.,
and China Radio International adopted
CA software. More recently, CA signed a
deal to provide its CA-Unicenter railway
station management system to the
Zhongzhou Railway Administration in
Henan Province.

A number of leading non-US software
firms are also developing their presence
in China, most notably German com-
pany SAP (Systems, Applications, and

R i
All foreign software companies with
an eye on China recognize that
entry into the market cannot come
without Chinese language versions

of their existing products.

Products in Data Processing), the world's
leading producer of client/server appli-
cation software, As carly as 1994 SAP
was supplying its business process sys
tem SAP R/3 to Siemens AG's optical
fiber joint venture in Chengdu, Sichuan
Province. And Japanese computer giant
NEC Corp. announced plans this year to
start up software development opera-
tions in China and India, because of
these countries’ ready supply of skilled
programmers. One of the tasks of the
China operation will be to adapt NEC
software to accommodate the “year
20007 date change.
GRAPPLING WITH CHINESE

Aside from providing operating sys
tems and business-related applications, a
number of foreign companies have de-
veloped products that simplify the com-
plex task of entering Chinese characters
into computers. Two such products were
introduced in late 1996. Apple Computer,
Inc.’s “Apple Advanced Chinese Input
Suite” allows users to enter Chinese char-
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SELECTED DEALS IN THE PRC SOFTWARE SECTOR, 1996-JuLy 1997

FOREIGN PARTNER/PRC PARTNER VENTURE Date

Apple Computer, Inc. (1'S) Announced Apple Advanced Chinese Input Suite software, which allows entry of Chinese 11/96
characters into a computer using speech, handwriting, and keyboard

Apple Computer, Inc., Motorola Inc. (US) Formed strategic alliance to manufacture computers with MacOS platform in China 3/96

Advanced Systems Development Corp., a joint venture  Announced delivery of reusable, object-oriented software components and application 5/00

between IBM Corp. (US)/Qinghua University (Beijing)  packs to be marketed through the Internet

Cheyenne Software Inc. (US) Opened representative office in Bejing, 496

Computer Associates International, Inc. (CA) (US) Established Fudan CA-Unicenter Technical Support Center to provide CA-Unicenter software 10/96

Fudan University (Shanghai) and technical support 1o Fudan University

CA/Xunye Group, Zhongzhou Railway Signed cooperation agreement 1o provide CA-Unicenter railway station management programs 10796

Administration (Henan) to assist in the booking and selling of tickets

Digital Equipment Corp. (US), Microsoft Corp. (US), Formed alliance 1o cooperate in China. 5/96

Oracle Corp. (US)

GeoQuest (US) Awarded China National Offshore Oil Corp. (CNOOC) contract to supply reservoir 5/96
characterization and data management software. $2.2 million

1BM Opened an information technology center in Shanghai 1/96

IBM/PRC State Education Commission Will set up IBM technical centers in 23 Chinese universities. The centers will be supplied with 5/96
IBM computers and equipment including software development tools, databases, and network
management software,

Informix, Inc. (US) Announced that the Chinabyte website is using Informix database products. 3/97

Intel Corporation (US) The China Software Industry Announced a “new generation” of multimedia software to be manufactured by CSIA and 9/96

Association (CSIA) Intel Software Architecture Development (Shanghai) Co. Lid., which will run on PRC-made
personal computers based on Intel Pentium processors

Logic International Software Pre. Lid. (Singapore) Will launch software development joint venture, Solution Logic International Software 7/97

Solution Science & Technology Co Development Co. (Singapore: S0%0-PRC:5006), $4 million

MK Group, an independent business unit of CA Nanjing Jincheng Machinery Co. Lidd., China's third-largest motorcycle manufacturer, chose MK 2/97
Group's business software system, MK Manufacturing.

Microsoft User Friend Software Co., Ld. Established joint venture to develop a new generation of financial and managerial software 196

Microsoft Signed agreement with China Investment Bank for an advanced computer system based on 12/96
Microsoft software.

Microsoft Legend Group Co. Reached agreement to pre-install Windows 95 on Legend PCs sold in China. 3/97

Microtec Research Inc, (US) Signed cooperation contract on establishing the Center of Embedded Software Designing. 12/96

Motorola: Legend Group IM.] iblished joint venture to cooperate in software developme nt $1 milli ion 6/96

Motorola (Lexicus division) RL‘Ic ased "W |-(Inm[’cn handwritten Chinese character recognition software in C| |11n‘l 2/97

NEC Corp. (Japan) Will train software engineers in China Iu-lp adapt NEC's software to accommodate the 297
year 2000 date change.

Nova Software Development Corp. (Japan)/Beijing Will establish joint venture to produce bilingual computer dictionaries. (Japan:75%-PRC:25%). 1296

Dakai Electronics Technology Co $200,000.

Oracle Will sell software to Rayes Technology Group in Shenzhen to build computer information 3/96
network China Online. $3.5 million

Parametric Technology Corp. (US) Donated Pro/Engineer software to China's top scientific research institutes and colleges to help 696
develop China's software sector. $10 million.

RSA Data Security. Inc. (U'S) Agreed o appoint the computer center of MOFTEC and the Chinese Academy of Sciences 196
Graduate School's Laboratory of Information Security RSA’s exclusive representatives in China

SAP AG (Germany), Siemens Nixdorf (Germany) Will sponsor joint foundation to support business, economic, and information technology 10/96
research at ();m,hu; University in Beijing and ll.IlJl( ng. University in Shanghai

Sybase, Inc. (US)/PRC State Information Center Established Yoxinjia Information System Co., l.[d. joint venture to produce various kinds of 10790
application software. (1US:49%-PRC:51%).

Symantec Corp. (US) Will release (Ihitww l-.mgu-.tgc version of Norton AntiVirus 2.0 for Windows NT. 5/97

System Software Associates, Inc. (1) Moved its \\n Pacific headquanters from Hong Kong 1o Bu;lm, 196

Unify Corp. (US)PRC General Association of Signed a I|u nsing and thlrlhu[u n agreement that includes a \u:npvnwln n provision for 9/96

Light Industry pirated copies of Unify software

Verity Inc. (US)/Sino-Software Systems Co Will cooperate to bring Verity's Search 97 information search and retrieval product suite 3/97

of applications to the Chinese market.

SOURCE: 15-China Business Council files

NOTE: These listings are culled from recent press reports of business contracts and negotiations, and are not meant 1o be comprehensive. For the most
1 9 s
part, the accuracy of these reports has not been independently verified by 7The CBR
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acters using a keyboard, handwriting, or
speech. And Motorola Inc.’s Lexicus Divi-
sion released its “WisdomPen” program,
which recognizes handwritten Chinese.
Many smaller foreign companies are
similarly busy developing software
products for China. Among them is Zi
Corp., based in Alberta, Canada, with
offices in Beijing, Hong Kong, and San
Francisco. In addition to
browser software, Zi Corp. has released
a multilingual e-mail application called
Zi Mail. Zi Mail, which runs on both
Chinese and English versions of Mi-
crosoft Windows, allows users 1o type in
English, and simplified and traditional
Chinese characters, all in the same mes-
sage. In June 1997, Zi Corp. announced
that it would be distributing copies of Zi
Mail to users of China Online, an Inter-
net service provider in South China,
Software companies are adapting their

Internet

products, as a matter of course, to
China’s language needs. All foreign soft-
ware companies with an eye on China
recognize that entry into the market can-
not come without Chinese language ver-
sions of their existing products—and
without a steady stream of new Chinese-
language software tailored to local needs.

Nonetheless, press reports and anec-
dotal evidence abound regarding the
initial incompatibilities that arose when
China-based users first tried 1o meld PC
operating systems and applications that
used different Chinese language coding
standards. Some companies use the in-
ternational Unicode standard (which in-
cludes character sets for many lan-
guages, not just Chinese), while most
Chinese language software produced for
the PRC market uses the GB (guojia
biaozhun) standard. In Taiwan, mean-
while, software tends to use the Bigs
standard for traditional characters. In re-
sponse, H[‘JC\‘I‘1| software tools have
been developed to allow otherwise in-
compuatible software programs to recog-
nize different types of encoding and to
convert the content for display.

The software used for more mathe-
matical tasks, however, often does not
require a complete overhaul—typically
only the “help™ sections need 1o be
translated into Chinese. Other applica-
tions must be adapted o PRC laws. Chi-
nese accounting software packages, for
example, must incorporate PRC tax law,

CHINESE FIRMS—AND
SKILLS—GROWING STRONG
The CSIA estimates that there are more
than 13.000 software development firms
in China, which employ half a million

people. Some of these firms consist of
only a few employees, while others are
large, diversified companies with govern-
ment support or assistance from foreign
firms. Generally, PRC software manufac-
turers are stronger in applications than
operating systems. Several of these firms,
according to Microsoft's Bryan Nelson,
are “world class.” China’s User Friend, a
financial software company, has an ac-
counting package that currently claims 40
percent of that market. Founder, mean-
while, has a popular desktop publishing
program that Business Week reports has
been sold to 80 percent of China's print
media and publishing firms, and is also
popular in Southeast Asia. Founder re-
portedly also just released its own e-mail
software, which recognizes all types of
Chinese character coding. And educa-
tional software developer Beijing Kelihua
Co. currently holds a 30 percent market
share in that subsector.

Other successtul Chinese software firms
exist as well. Stone RichSight Information
Tech. Co., Lid., a division of the Stone
Group, produces the RichWin line of soft-
ware products, which includes a Chinese
language operating system and add-ons
such as World Wide Web browsers that al-
low English-language systems to display
Chinese characters. Beijing-based Sun-
Tendy has developed Chinese Star, a sup-
plement to English-language operating
systems that enables viewing and entering
of Chinese characters.

Many Chinese software firms are set up
with modest amounts of venture capital

e e —

China's growing base of

skilled engineers and
programmers is fueling the

rise of domestic software

Jirms, and is attracting foreign
companies on a constant search

Jor qualified employees.

obtained from universities, according to
Weichou Su, Beijing managing director of
the US Information Technology Office,
Founder and Legend Group Co. (the
PRC's largest PC maker) both fall into this
category. Some software firms also re-
ceive government funding, such as User
Friend, which reportedly receives support
from the PRC Ministry of Finance. Unfor-
tunately, Su notes, China's insufficient
laws defining property rights could hinder
future development of domestic software
companies. Once a company becomes
profitable, a previously disinterested uni-
versity management might want 1o share
in the profits.

China's growing base of skilled engi-
neers and programmers, in part, is fuel-
ing the rise of these domestic firms, and
is also attracting foreign companies on a
constant search for qualified (and rela-

TITLE VERIFICATION OFFICE OPENS

In April 1997, the US Information
Technology Office (USITO) was named
the title verification office for the US
software industry in China. The estab-
lishment of a title verification office is
mandated in the 1995 US-China IPR En-
forcement Agreement. USITO acts as a
liaison between the Chinese government
and three US software associations—the
Business Software Alliance (BSA), the In-
teractive Digital Software Association
(IDSA), and the Software Publishers As-
sociation (SPA). USITO's title verification
duties include processing verification re-
quests from China's National Copyright
Administration (NCA), relating them to
the three US software associations, and
relaying their responses back to NCA.
USITO also provides lizison, administra-
tive, and reporting services on behalf of
BSA, IDSA, and SPA.

To learn more about USITO, contact:

Christine Keck, US Representative
1730 M Street, NW, Suite 700
Washington, DC 20036-4510

Tel: 202/331-1801
Fax: 202/223-8756
E-Mail: usitodc@aol.com

In China, contact:

Su Wei-chou, Managing Director
C 312 A Lufthansa Center Offices
50 Liangmagiao Road,

Chaoyang District

Beijing 100016

Tel: 8610/6465-1540/41/42
Fax: 8610/6465-1543
E-Mail: usitobj@iuol.cn.net
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tively inexpensive) employees. Some for-
cign companies are reportedly hiring stu-
dents of science and mathematics univer-
like Qinghua to
programming projects. This practice
tended to be informal untl a couple of

sities undertake

years ago, when the Chinese government
apparently began to broker such employ-
ment arrangements and require compa-
nies to contribute on behalf of the stu-

The lack of adequate legal criminal
enforcement of intellectual property (IP)
laws has been regarded by Chinese and
foreign observers alike as one of the
most significant weaknesses in China’s
IP enforcement regime.

Foreign and domestic owners of IP in
China typically have encountered diffi-
culties convincing Chinese prosecutors
to investigate counterfeiting cases or 1o
bring confirmed counterfeiters before
Chinese criminal courts for prosecution.
These difficulties have stemmed from a

number of factors, including a lack of

resources, manpower, and training
among prosecutors; protection of local
interests by local enforcement authori-
ties; and the general lack of priority
given to [P infringement by local gov-
ernments that supervise the work of
prosecutors.

Chinese prosecutors have frequently
imposed fines on IP infringers and or-
dered them to pay bail without any le-
gal basis for doing so. Local prosecu-
tors, citing stretched resources, have
generally regarded these ad hoc penal-
ties as an effective, albeit illegal, substi-
tute for prosecution before criminal
courts. On January 1, 1997, however,
amendments governing “private prose-
cutions” (zi su) in China's Criminal Pro-
cedure Code entered into effect. These
amendments should facilitate criminal
enforcement against trademark and
copyright infringers. While the Criminal
Procedure Code already provides for
prison terms of up to seven years for
many trademark and copyright viola-
tions, the amendments should eventu-
ally lead to a substantial increase in the
number of prison terms handed out
against counterfeiters.

Private prosecutions are a form of
criminal litigation pursued by victims in
place of government prosecutors. In-
fringed IP owners in Taiwan and Singa-
pore commonly invoke this type of
prosecution through their lawyers.

dent employees to China’s social insur-
ance funds.

COOPERATION
WITH COMPETITORS

Almost all of the software companies
in China, whether foreign or domestic.
are signing agreements with one another
to develop new products wilored to the
China market. Many foreign companies

PRIVATE PROSECUTIONS IN IP DISPUTES

China’s amended Criminal Procedure
Code (the amended Code), enacted in
March 1996 by the National People's
Congress, established detailed proce-
dures on the handling of private prose-
cutions by criminal court judges in
China. In December 1996, the Supreme
People’'s Court issued and circulated
among local criminal courts an “Expla-
nation” to the amended Code. The
amended Code and Explanation, which
was released on a trial basis, substan-
tially eliminate barriers to private prose-
cutions of 1P violations.

CRITERIA FOR FILING

Article 170 of the amended Code per-
mits private prosecutions in infringe-
ment cases not previously pursued by
Chinese prosecutors, provided the IP
owner has evidence of an infringement
meeting the relevant standards for crim-
inal prosecution. Numerical standards,
based on the value of infringing goods
and the infringer's profits, have been
established only for copyright viola-
tions. Local courts are expected to use
similar standards for trademark infringe-
ments. Article 1.2 of the Explanation ex-
plicitly allows IP owners to bring com-
plaints over trademark and copyright
violations directly to criminal court
judges for prosecution without prior ap-
proval from local prosecutors or other
authorities.

Neither the amended Code nor the
Explanation clarifies whether IP owners
may pursue private prosecutions for
patent infringements and unfair compe-
tition disputes, including those concern-
ing trade dress, unregistered trade-
marks, or trade secret violations.
Officials at the Supreme People’s Court,
however, have recently indicated that
private prosecutions for patent infringe-
ments and unfair competition are pro-
hibited, at least for the time being.

Private prosecutions are explicitly for-
bidden for certain types of cases. Article
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are also pouring resources into research
and development facilities, often affiliated
with Chinese universities, in a bet that
Chinese programmers will produce soft-
ware for the global as well as domestic
market. IBM has formed a venture with
Shenzhen University and the Bank of
East Asia called the International Software
Development Co., and another with Qing
Hua Service Co. and Qinghua University,

1.2 of the Explanation precludes trade-
mark and copyright owners from bring-
ing private prosecutions directly to
criminal courts in “cases which seri-
ously harm social order and national in-
terests.” This standard, regrettably, is
not defined more precisely in the
amended Code or Explanation and
could be relied upon by local prosecu-
tors to ensure that politically reliable of-
ficials handle prosecutions concerning
extremely serious or highly publicized
cases. At the same time, however, the
standard might be used by corrupt offi-
cials to deny IP owners access to pri-
vate prosecutions,

If an IP owner first approaches a
criminal court judge to pursue an IP vi-
olator for trademark or copyright viola-
tions, and the judge designates the case
“serious,” Article 1.2 stipulates that the
matter should be referred first to the lo-
cal Public Security Bureau (PSB) 1o in-
vestigate, rather than the local prosecu-
tor. The PSB would then determine
whether to present the case 1o a gov-
ernment prosecutor for a public prose-
cution before a criminal court.

Some local lawyers have advised IP
owners to present all disputes 1o PSB
officials before filing a private prosecu-
tion with criminal courts. In some cases,
this appears necessary to avoid further
delays and preempt attempts by local
judges to refer a case back to the PSB.

In trademark or copyright cases des-
ignated as “serious,” Article 1.2 suggests
that TP owners initially must rely on lo-
cal prosecutors to pursue infringers be-
fore undertaking a private prosecution.
Article 145 of the amended Code specif-
ically requires Chinese prosecutors to
respond in writing to complaints from
victims. If a prosecutor decides not to
try an infringer, Article 145 permits IP
owners either to appeal to a higher-
level court or pursue private prosecu-
tion in a criminal court, using the prose-
cutor's written refusal to prosecute as a




the Advanced Systems Development
Corp., to develop application software
specifically. The IBM China Research Lab,
meanwhile, is working on projects with
Beijing, Fudan, Jiaotong, and Qinghua
universities, and the State Science and
Technology Commission.

SAP and another German information
technology firm, Siemens Nixdorf, agreed
in late 1996 to join together to suppor

basis for acceptance of the case by the
criminal court judge.

In the past, prosecutors handled po-
lice-oriented tasks associated with
prosecuting and participated in crimi-
nal trials. The amended Code now re-
quires PSBs to assume greater respon-
sibility for investigating crimes, and
mandates that prosecutors focus pri-
marily on preparing criminal cases for
criminal trials.

PSB ROLE IN
IP ENFORCEMENT

To date, PSB officials have limited
their involvement in IP matters primar-
ily to providing physical protection for
administrative enforcement bodies dur-
ing raids against potentially dangerous
or armed infringers. However, China’s
administrative [P enforcement agencies,
which are responsible for handling the
vast majority of IP enforcement actions,
generally possess insufficient police
powers, including the right to temporar-
ily detain infringers. Administrative
agencies’ lack of police powers has lim-
ited the overall deterrent effect of IP
laws in China. To correct this, the Min-
istry of Public Security (MPS) reportedly
is developing new regulations and pro-
cedures for local PSB involvement in [P
cases. The regulations likely will ex-
pand PSBs’ role to include aiding IP
owners in the execution of seizures and
gathering evidence required to pursue
private prosecutions. Such changes
should significantly boost the effective-
ness of China’s IP laws. No target date
for these changes, however, has been
announced,

Until MPS introduces further reforms,
the PSBs have no formal responsibility
for handling IP enforcement. In the
meantime, the Supreme People’s Procu-
ratorate reportedly has issued a notice
to local prosecutors, discouraging them
from initiating and leading raids. The
bulk of IP seizures and other enforce-

business, economic, and information
technology rescarch at Beijing's Qinghua
University and Shanghai's Jiaotong Uni-
versity. CA announced in April 1997 an
agreement with the Chinese Academy of

Sciences and the PRC State Economic and

Trade Commission to bring 100 Chinese

corporate heads to the United States for a
training program, called the Advanced
Program of Information Management

ment work will continue to be handled
by administrative enforcement authori-
ties, including the administrations for in-
dustry and commerce (AICs) and tech-
nical supervision bureaus (TSBs).

GENERATING EVIDENCE

The amended Code generally re-
quires IP owners to take responsibility
for producing evidence in support of
private prosecutions. To obtain evi-
dence through seizures of infringing
goods, IP owners likely will continue to
rely on various administrative enforce-
ment bodies that have the power to
conduct raids on commercial premises.
These bodies include the economic su-
pervision departments and trademark
and advertising departments within lo-
cal AICs and TSBs. Article 195 of the
Explanation, however, states that when
IP owners pursuing private prosecu-
tions are unable to produce all of the
required evidence due to “objective rea-
sons,” the courts may “seck [evidence]
pursuant to the law.” In this regard, Ar-
ticles 158 and 171 of the amended Code
confirm the power of criminal court
judges to obtain evidence from court
police (fa yuan jing cha), through “in-
spections, examinations, detention,
evaluation, inquiries, and sequestra-
tion.”

CIVIL COMPLAINTS
FOR COMPENSATION

While pursuing a private or public
prosecution, IP owners can pursue civil
remedies for IP violations through ei-
ther civil or criminal courts. Over the
past five years, China has established
specialized 1P tribunals in the civil
courts of major cities. Private prosecu-
tions, however, can only be brought be-
fore criminal courts. IP owners can at-
tach petitions for compensation to their
criminal complaints at any time prior to
the conclusion of a prosecution. De-
mands for civil remedies, including

And database firm Sybase established a
joint venture late last year with China’s
State Information Center to develop ap
plication software,

The alliances between foreign and Chi-
nese software companies and between
the foreign companies and PRC govern-
ment and educational institutions, illus-
trate the web-like structure of China's
software industry, and the willingness of

compensation, will be determined by
criminal courts, without the involve-
ment of the new IP tribunals. It is ex-
pected, though, that criminal courts,
which are not versed in deciding civil
claims, will seek informal guidance
from these IP tribunals. In any case, IP
owners, uncomfortable with the ability
of criminal courts to handle compensa-
tion claims, may file separate civil com-
plaints with a civil court after the con-
clusion of a criminal prosecution.

MEDIATION
AND SETTLEMENT

Article 172 of the amended Code un-
derscores the potential value of private
prosecutions to [P owners in China by
explicitly encouraging IP owners and
infringers to settle criminal litigation via
mediation (tiao jie). Although highly
unusual by international standards, this
provision also permits IP owners to
withdraw their criminal complaints
without penalty or prior approval of the
court. This should greatly increase the
leverage of IP owners to achieve satis-
factory settlements.

As the fines imposed on counterfeit-
ers under China's trademark and copy-
right legislation are relatively low, in-
fringers have regarded them as an
acceptable cost of doing business. The
amended Code’s provisions on private
prosecutions should force counterfeiters
to negotiate settlements, or face crimi-
nal penalties for their actions. With
time, this should help instill a more
deeply rooted respect for IP in China,
and deter further piracy.

—Joseph T. Simone

Joseph T Simone is an American lawyver

with Jobnson Stokes & Master in Hong
Kong and Shanghai. He specializes in
intellectual property protection and li-
censing in Greater China. He represents
the Software Publishers Association in
the PRC.
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foreign firms to help build the sector—
and their reputations in China. Japan’s
Nova Software Development Corp., for
example, established a joint venture with
Beijing Dakai Electronics Technology Co.
in December 1996 to produce bilingual
computer dictionaries. Microsoft has been
cooperating with User Friend since April
1996 on the development of financial
software based on its Windows NT net-
working platform (Microsoft also has co-
operative agreements with Great Wall
Computer Co., the Stone Group, and
with Chinese competitor SunTendy, pro-
ducer of the Chinese Star program,
among others). Motorola and the Legend

Group agreed to collaborate on software
development in September 1996, report-
edly also focusing on the Windows NT
platform. Oracle, oo, has strategic al-
liances with hardware producers Legend
Group, Founder, and Great Wall.

Alliances are springing up in the China
market among foreign competitors as
well Informix, SAP, and Andersen Con-
sulting are coordinating software network
setups for businesses that are built on
SAP's R/3 software, while Digital Ecquip-
ment Corp., Oracle, and Microsoft are
working together to develop products for
the Chinese market. And as in developed
markets worldwide, hardware and soft-

ware makers are pairing up in China. In
March of this year. Microsoft signed a $12
million deal to pre-install 400,000 copies
of Windows 95 on Legend Group PCs.
Apple and Motorola also are cooperating
to build computers in China with Mo-
torola-produced PowerPC processors that
run Apple’s MacOS operating systen.
Compared to their counterparts in
other emerging sectors in China, foreign
firms in the software sector seem willing
to impart some Gf not all) of their ad-
vanced technical know-how to domestic
companies, especially in cases where the
foreign firm supplies underlying software,
such as operating systems or database

RECENT SOFTWARE-RELATED LEGISLATION IN CHINA

Two recently issued pieces of legis-
lation, though not directly targeted at
the software industry, nevertheless af-
fect software firms that either import or
commission the manufacture of soft-
ware in China. The Press and Publica-
tions Administration (PPA) introduced
the Administration of Electronic Publi-
cations Tentative Provisions (AEPTP)
on March 14, 1996, and one week
later, the Ministry of Foreign Trade and
Economic Cooperation (MOFTEC) re-
leased the Administration of Trade in
the Importation of Technology and
Equipment Tentative Procedures (the
Technology and Equipment Proce-
dures) (see The CBR, January-February
1997, p.25). Both sets of regulations
came into force on the day of their
promulgation and are strictly enforce-
able by their respective issuing authori-
ties, both of which derive their legisla-
tive powers from the State Council.

INTERACTIVE PRODUCTS
The first of the two regulations, the
AEPTP, addresses primarily interactive
electronic publications such as CD-
ROMs. Article 2 of the AEPTP defines
electronic publications as “mass media
which store information such as pho-
tographs, texts, sounds and videos in a
digital format on magnetic, optical and
electronic media and can be readable
and accessible by means of computers
or equipment..and can be reproduced
for publishing.” Article 2 cites CD-
ROMs, interactive CDs, and photo-CD
cards as examples of electronic publi-
cations. The definition therefore in-
cludes the computer software available
on the discs. Tt is not clear, however,

whether the regulation’s definition of

electronic publishing includes online
content, such as that available over the
Internet.

Under AEPTP, PPA is responsible for
the administration of electronic pub-
lishing throughout the country and has
regulatory authority over:

B Establishment of enterprises (“work
units”) that publish or reproduce elec-
tronic publications;

B Publication, production, and repro-
duction of electronic publications;

B Wholesale, retail, and rental of elec-
tronic publications; and

B Import and export of electronic
publications.

Chinese parties must obtain a li-
cense from PPA to engage in any of
these activities. Only after the license
is issued can the licensee register with
its local administration of industry and
commerce to obtain a business li-
cense.

Wholly foreign-owned enterprises
(WFOEs) are not allowed to establish
electronic publishing operations, ac-
cording to Article 8 of the AEPTP.
WFOEs can engage, however, in cer-
tain activities if they conduct business
with a Chinese party that obtains spe-
cific approval from either PPA or the
local PPA. These activities include
commissioning the production or re-
production of electronic publications
to licensed production or reproduction
entitics of PRC electronic publishers;
and exporting electronic publications
o licensed import work units of elec-
tronic publications. Though the AEPTP
does not refer specifically to joint ven-
tures, and no other laws specifically
address electronic publication joint
ventures, one can assume that the
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general laws covering equity and co-
operative joint ventures apply.

AEPTP’s Article 4 prohibits elec-
tronic publications that, among other
things, endanger national security, or
the reunification or sovereignty of
China; incite domestic tension or dam-
age national solidarity; or divulge State
secrets. Article 4 also imposes prohibi-
tions on electronic publications that
defame other people or contain ob-
scene or violent material or material
that propagates superstitious beliefs.
AEPTP stipulates specifically that all li-
censed parties must comply with Arti-
cle 4 even when the electronic publi-
cations are commissioned by or
imported from foreign parties.

Under Article 4, information about
the content of any electronic publica-
tion to be imported into China must
be submitted to either the PPA or one
of its local bureaus for examination
and approval. Customs procedures can
only be cleared with PPA-approved
documents. When foreign entities, in
particular, export electronic publica-
tions to China, the Chinese importer
must submit information to PPA or the
local press and publications bureau
about the publications’ content, and
also register the relevant copyright li-
cense agreement between the exporter
and the importer with the local copy-
right office.

Similarly, a Chinese party that is
commissioned by a foreign party to re-
produce electronic publications must
report the publication’s details to the
central or local PPA for approval, and
register the relevant copyright autho-
rization with the local copyright office.
All goods produced under such a



engines, on which applications tailored to
the China market must rely. One soft-
ware industry participant stressed that be-
cause “customers emphasize the applica-
tion solution” first and foremost, they will
choose a particular company’s underlying
system based on the superiority of the fi-
nal applications that run on that system.
Thus, foreign firms are investing in Chi-
nese “solution developers™ in a race 1o
produce the applications that will sell
more of their own complementary prod-
ucts. In an interesting strategy it employs
globally, Microsoft is also cooperating
with PRC companies producing software
that competes in the China market with

commission, except samples, must be
exported from China.

The AEPTP is silent as to the mean-
ing of “reproduction” of electronic pub-
lications, and one can only guess that it
refers to instances of licensed manufac-
ture of electronic publications that in-
volve a reproduction, rather than an
original production by the copyright
owner. Commissioning the original pro-
duction of an electronic publication, ac-
cordingly, does not require any registra-
tion with the local copyright office,

CURTAILING PIRACY

One of the objectives of AEPTP is to
reduce software piracy. Under AEPTP,
China Standard Book Numbers and
other information such as the name and
address of the enterprise that published
a particular electronic publication, the
date of publication, and the name of the
copyright owner, must be marked on
each publication and its packaging. In
the case of imported electronic publica-
tions, the import publishing license
number, and the registration number for
the relevant copyright license, must ap-
pear on the product. The AEPTP also
stipulates that all business activities in-
volving electronic publications be con-
ducted in compliance with China's
copyright law. Moreover, business enti-
ties licensed under the AEPTP are
specifically prohibited from buying,
transferring, selling, or renting their
names or the China Standard Book
Numbers of their electronic publications.

Despite such provisions, the number
of counterfeit CDs on the China market
does not seem to have subsided sub-
stantially. One of the reasons for this
may be that the AEPTP penalties for

Microsoft’'s own programs. Microsoft's
goal is 1o “be the best partner 1o every
one” to build a mature market in China,
Bryan Nelson says

Such cooperation is characteristic of
the software industry worldwide, and
thus is especially appropriate for the Chi-
nese investment environment, Foreign
software companies’ initial investments in
China tend to be quite modest compared
to the startup costs of a high-technology
manufacturing enterprise, such as a semi-
conductor facility, that requires up-front
imports of expensive equipment. And
manufacturing costs of existing products

are significantly lower than those of high-

breach of the provisions are quite mild.
The penalties include a warning; or-
ders to cease publication, production,
reproduction, and retail of electronic
publications; confiscation of proceeds
resulting from such business; a fine of
not more than three times the profit
made from the infringement; and can-
cellation of the respective license is-
sued under the AEPTP provisions.

Nonetheless, foreign parties are ad-
vised to ensure that their Chinese
counterparts are properly licensed by
the PPA to produce, reproduce, and
import electronic publications before
entering into a transaction. Under arti-
cles 44 and 45 of the AEPTP, PPA has
the power to seize all electronic publi-
cations from a party operating without
a license. Such seizures could mean
large losses for involved foreign par-
ties.

TECHNOLOGY
AND EQUIPMENT

The Technology and Equipment
Procedures are also relevant to com-
puter software, though the rules con-
cern technology transfers in general.
While Article 2 of the Technology and
Equipment Procedures states that tech-
nology transfer laws now cover the im-
port of computer software, it is not
clear how literally the term “computer
software” should be interpreted. In
other words, is every disc or piece of
computer hardware contiaining com-
puter software brought into China sub-
ject to registration? Until the State
Council clarifies the definition of com-
puter software, foreign entities export-
ing software are advised to request
their Chinese counterparts to adopt the

tech equipment. The PRC government
has, for its part, made high-technology
investments a priority. But the lack of an
adequate legal framework governing
technology transfer, along with IPR prob-
lems, have discouraged foreign firms
with advanced manufacturing processes
from bringing their latest technology into
China. The logic in the software industry,
by contrast, appears to be that by bring-
ing expertise and resources to a partner-
ship with a domestic software company,
any new jointly developed software will
help to sell more copies of each firm's
own products. The relatively untapped
market in China promises more than

broadest possible interpretation of
computer software.

Such a broad interpretation would
require foreign exporters of computer
software to China to undertake the
two-stage registration process detailed
in the Technology and Equipment Pro-
cedures. The first stage of the registra-
tion process requires the “foreign trade
unit” to register an “undertaking” with
the “foreign trade administration au-
thorities” (presumably MOFTEC and
the local commissions on foreign trade
and economic cooperation). This regis-
tration provides the authorities with a
record of the entities authorized to im-
port technology, either for themselves
or as agents for others. The second
stage of the process involves the regis-
tration with the foreign trade adminis-
tration authorities of the actual contract
signed by the Chinese party and the
foreign party regarding the import of
technology.

The Technology and Equipment
Procedures and AEPTP overlap con-
cerning imports of computer software
on CD, but neither regulation clarifies
the import approval procedure. Until
Beijing clarifies the approval process,
foreign parties exporting CDs contain-
ing computer software are advised to
follow both the AEPTP registration
procedure, and the Technology and
Equipment Procedures.

—Gabriela Kennedy

Gabriela Kennedy is a solicitor practic-
ing intellectual property, information
technology. and telecommunications
law in the Hong Kong office of the law

Sirm of Lovell White Durrant.
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Though it is likely to

be some time before China
becomes a major producer

of world class software,
Microsofts Bryan Nelson is
confident that “China can

be a software exporter” because
of its large home markel, ils
large base of skilled labor,

and the country’s

“entrepreneurial spivil.”

enough capacity to absorb foreign as
well as domestic products,

INTELLECTUAL PROPERTY
PROBLEMS FADING

As many foreign software makers point
out, a mature Chinese software industry
should mean fewer IPR headaches. In
discussions with software industry execu-
tives, nearly all asserted that the PR situ-
ation in China is improving. A March
1997 study by the US industry groups
Business Software Alliance and Software
Publisher’'s Association estimated the
piracy rate, or the percentage of software
units in use that are pirated copies, in
China at 90 percent (with piracy in the
United States at 27 perceny). The study
also reported, however, that overall
piracy in the Asia Pacific region declined
in 1990 by 9 percent. Despite China's
high figures, it is clear that foreign soft-
ware firms are determined to continue
selling their wares in the PRC.

Foreign software firms credit the PRC
government for its recent successes in
closing down illegal CD-ROM plants, and

for raising the fines imposed on sellers of

pirated products. Microsoft's deal with
Legend to pre-install Windows on Leg-
end's PCs was hailed by industry partici-
pants as a beneficial precedent, not just
for Microsoft and foreign software mak-
ers, but for PRC software firms and en-
dusers as well, China's rampant piracy has
threatened the survival of domestic soft-
ware companies perhaps more than their
large foreign counterparts, and PRC cus-

tomers have ended up with inferior prod-
ucts. Foreign support for PRC government
anti-piracy efforts thus has aided domestic
competitors. Software piracy control also
should improve with the establishment of
the title verification office called for in the
1995 US-China IPR agreement (see p.31).

Meanwhile, Chinese consumers of
high-end products are increasingly pur-
chasing full-service support contracts to
accompany their software. As one indus-
try expert put it, customers purchasing
software for “mission critical systems”
such as telephone networks cannot afford
1o rely on a pirated version of software,
In general, lower-end and PC-based prod-
ucts are more vulnerable to piracy.

In China, as elsewhere. however,
piracy has some seldom-mentioned bene-
fits. One Chinese programmer observed
that if he had developed a new program,
he would want as many copies in use as
possible, legal or not, just to gain market
share. But industry experts cite Novell
Inc., producer of a popular office net-
working system, as an example of the
downside 1o having a widely used soft-
ware product. Novell, whose products are
used by nearly 80 percent of the local
area networks currently installed in China,
according to IDC, has set up training cen-
ters throughout the country. In this way
Novell has invested in technical support
for its products—pirated or legitimate.

Nonetheless, the PRC government has
made strides since its signing of the 1995
agreement (see The CBR, July-August
1995, p.20), and has introduced new laws
and regulations to punish 1PR violations.
In the spring of this year, the government
opened in Beijing the country’s first
wholesale market for legal, copyrighted
copies of Chinese-made and foreign soft-
ware. The recently passed amendments
to the PRC criminal code include punish-
ments for [PR violations, as well as provi-
sions strengthening private settlements of
IPR disputes (see p.32).

Two sets of regulations passed in
March 1996 tighten the rules for import
and export and manufacturing in China
of electronic publications, including com-
puter software (see p.34). The PRC Press
and Publications Administration (PPA) is-
sued regulations that require all elec-
tronic publications (including CD-ROMs
and other formats on which software and
other content is published) to obtain PPA
approval prior to sale in China. Though
the regulation requires that all publishers
be licensed and that all copies of elec-
tronic publications display clearly all
copyright information, the penalties for
violation are not extreme. Moreover, this
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Jaw in particular raises the issue of cen-
sorship, as all publications must be
screened by PPA for content, which must
not include any material that, for exam-
ple. endangers national security. Mean-
while, the Ministry of Foreign Trade and
Economic Cooperation issued tentative
procedures governing technology trans-
fer, which many analysts have stated do
not improve the difficult negotiating
process surrounding technology transfer.
Though many software companies are
willing to transfer some of their technol-
ogy to the PRC, some firms prefer to ex-
port to China copies of their most ad-
vanced software programs rather than set
up manufacturing operations there.

MAPPING THE
Though it is likely to be some time
before China becomes a major producer

FUTURE

of world class software, Microsoft's
Bryan Nelson is confident that “China
can be a software exporter” because of
its large home market, its large base of
skilled labor, and the country’s “entre-
preneurial spirit.” Nelson also praised
the Chinese government for “looking at
technology .. strategically” rather than let-
ting the high-tech sector develop ad
hoc. He cited as an example the Golden
Projects, a national program to create
electronic infrastructure in sectors from
telecommunications to health care (see
The CBR, November-December 1990,
p.10). The PRC, unlike many developed
countries, does not need to slough off
an existing collection of obsolete main-
frame computer systems, and thus will
be able to take advantage of modern
technologies,

The Chinese government thus far has
welcomed investment by foreign soft-
ware companies, and is not likely to
change this attitude anytime soon. Per-
haps part of the reason software compa-
nies have not faced the restrictions ¢n-
countered by firms in other sectors of the
PRC economy, is their greater willingness
to cooperate with their domestic counter-
parts. One US government official also
praised MEI's leadership as particularly
forward-thinking, which could also ac-
count for the relatively open investment
climate in the software sector.

Of course, many foreign software
firms have yet to turn a profit, and con-
tinue to risk considerable resources on
China’s market potential. In the mean-
time, though, the fast pace at which
software products are emerging in the
PRC is benefiting the most important
participant in the software food chain:

o

the consumer. 7T
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Untangling

Chia’s Datacom

An antiqualed
regulatory system
governs China’s
state-of-the-art
datacom
networks

Lynn Crisanti is project director for

Kamsky Associates, Inc. in Beijing

Networks

Lynn Crisanti

ommunicating in China has never been easier. In addition 1o ever-expanding land-line and

mobile communications capabilities, the PRC now boasts an array of data communication

(datacom) networks offering national coverage and diverse, scalable technology. Unlike

traditional telecommunications networks, datacom networks permit multimedia communi-
cation of text, graphics, and sound between devices connected by telephone lines, microwaves, and
satellites, Fax, e-mail. and online information systems such as the Internet are just a few examples of
the datacom applications in use in China. The PRC market for complementary hardware such as
modems. routers, and servers, meanwhile, also is growing quickly. Leading toreign companies are
supplying PRC networks with this equipment and related software, including such US firms as Com-
paq Computer Corp., Digital Equipment Corp., Hewlett-Pac kard Co., IBM Corp.. Microsoft Corp.,
Motorola Inc., and Northern Telecom Inc.

Though PRC leaders have studiously adopted cutting-edge technology in nationwide networks,
they have been slower to embrace similarly advanced techniques for managing and regulating such
systems. The resulting loopholes create opportunities for some datacom companies, while existing
rules continue to constrain other firms. Poor management of China’s datacom market frequently
causes inefficient and redundant use of equipment, and limits competition, all of which translates
into higher prices for endusers.

NETWORK PROLIFERATION

Since its inception in 1994, the Data Communications Bureau (DCB) under the PRC's Ministry of
Posts and Telecommunications (MPT) has administered China's national public datacom networks.
DCB's responsibilities include planning, constructing, operating, and managing national datacom
networks and related services, including datacom marketing. The networks that currently fall un-
der DCB's supervision include China Public Packet Switching Data Network (CHINAPAC), which
uses X.25 packet-switching technology for data transmission; the faster, more expensive China
Public Digital Data Network (CHINADDN}); ChinaNet, the PRC's main Internet backbone: and
DCB's newly operational frame-relay network. Though in part derived from older X.25 technology.
frame-relay networks offer benefits such as bandwidth-on-demand capabilities, error-free transmis-
sion, and lower management and infrastructure costs.

In addition to DCB's national public networks, a number of government ministries and organi-
zations have long operated private networks for internal communication purposes. The Ministry of
Communications, the Ministry of Electric Power, the Ministry of Railways, and the People’s Libera-
tion Army have established their own systems, which function independently of MPT's public sys-
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tem. Meanwhile, foreign-invested enter-
prises such as 1IBM and Siemens AG,
State-owned entities such as China’s
State banks, and large industrial enter-
prises, including Baoshan Iron and Steel
Corp., operate intranets based on DCB's
public backbones

Forming the core of China's informa-
tion network, CHINADDN, ChinaNet,
and CHINAPAC's subscribership has
surged from 1,700 datacom users in
1993, to 100,000 by mid-July 1996. As of
July 1997, CHINAPAC reportedly had
140,000 installed datacom terminals and
70,000 subscribers, CHINADDN had
190,000 installed terminals and 80,000
users, and ChinaNet tallied 80.000 users
with Internet access

Growth in China's datacom networks
also is evident in the rising number of
related foreign sales contracts. US com-
panies signed contracts worth $6 billion
in 1995, according to press reports. Ear-
lier this year, AT&T Tridom announced it
will install a Clearlink VSAT hub for Tian
Hang Technology Services (TTS), Lid. in
Guangzhou. TTS will use the Clearlink
system to provide datacom services to
PRC and foreign firms in China. Also this
vear, Swedish telecommunications com-
pany LM Ericsson concluded a deal with
Beijing Broad Telecom Corp. 1o install

asynchronous transfer mode nodes for
datacom and video services and provide
traming and customer SUpport services
The network will link four Chinese
cities—Beijing, Guangzhou, Shanghai,
and Tianjin, Cisco, meanwhile, clinched
a deal worth $8.5 million to provide 200
ol its StrataCom 1GX multiservice
switches to China’s National Financial
Data Communications Backbone Net-
work. Jointly funded by MPT and the
People’s Bank of China, this project is
expected 1o create the largest frame-re-
lay network in China.

TECHNOLOGICAL
CONVERGENCE

Ihe PRCs increased use of modern
datacom applications has taken place
amid the global convergence of the
once distinct fields of electronics and
teleccommunications. Whenever possi-
ble, China has taken advantage of its
dearth of mainframe-based systems to
“leapfrog” past generations of outdated
technology and, from the start, imple-
ment cutting-edge systems, The new
data networks are not un|y casier to in-
stall and access, but also more afford
able than the older-generation main-
frame systems. As a result, China's
network operators and users are able to

Whenever possible, China

has taken advantage of ils dearth
of mainframe-based systems

to “leapfrog” past generations

of outdated technology and,
[from the start, implement
cutting-edge systems.

adapt relatively quickly 1o the new net-
working technologies and structures.
Mere installation of such advanced
systems does not ensure their successful
operation, however. Management is cru-
cial, but MPT has resisted making the
regulatory and administrative changes
necessary to reflect the realities of to-
day’s multimedia systems. None of the
new applications, equipment, or ser-
vices falls neatly into the now-obsolete
broadcast, electronics, or telecom cate-
gories along which China's industrial
ministrics—MPT, the Ministry of Elec-
tronics Industry (MED, and the Ministry
of Radio, Film, and Television (MRFT)—

MPT MONOPOLY MEANS

S0-SO SERVICE FOR INTRANET USERS IN CHINA

The use of advanced datacom net-
working equipment and technology in
China is not limited to the nation’s nu-
merous backbone networks such as
CHINADDN, ChinaNet, and CHINAPAC.
As China's nationwide networks have
proliferated, so, too, have the number
of private, wide-area networks, or in-
tranets, used by commercial or govern-
ment entities to facilitate internal com-
munication between geographically
remote offices.

Foreign-invested companies have
been among the first 1o adopt intranet
technologies in China. IBM Corp., for
instance, applied to the Ministry of
Posts and Telecommunications (MPT) in
1987 for its first international-leased line
to connect its Beijing offices with cor-
porate networks in Hong Kong. In
1989, 1BM installed its first domestic-
leased line to improve communications
between its facilities in Beijing and
Shanghai. Today, the company’s in-
tranet supports more than 1,200 em-

ployees throughout China who use the
service for basic communication, in-
cluding e-mail and file transfer, and 1o
access IBM's pricing, human resources,
and other confidential databases. Hao
Tran, manager of IBM's network in
China, estimates that e-mail and file
transfers account for 80 percent of net-
work usage, and 80-90 percent of the
users are now on a TCP/IP-based Lotus
Notes system.

In comparing China's networking
environment to that of other countries,
many China-based executives focus
not on applications, equipment, or
technology, but rather on the quality of
service. MPT is generally unable to
provide customers with a fixed lead
time for installation. In addition, some
fault MPT for its poor line stability and
availability, particularly at the “last
mile” of connection from the MPT fa-
cility to the customer. Such difficulties
hamper efficient planning and incon-
venience the customer. Long delays in

installing, accessing, or servicing a sys-
tem also hurt end-user productivity, ef-
fectively negating the benefits of such
advanced technology.

The China intranet of Siemens AG
supports approximately 5,000 users
spread among the company’s 40 joint
ventures in China. Freidrich Fleis-
chmann, with responsibility for
Siemens networks throughout the Asia-
Pacific region, is often struck—and, in-
deed, frustrated—by the “one-way co-
operation” that characterizes service in
China. Fleischmann cites the lack of
high-quality, well-trained engineers to
manage and maintain MPT's advanced
networking equipment. Connections
between systems in various cities also
can be unreliable because of incompat-
ible products. But poor service can
have advantages, too. Siemens once re-
ceived an invoice for installation ser-
vices four years after the work had
been completed.

—Lynn Crisanti
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Because MPT is still in

control of the countrys
communications infrastructure,
it has been able to thwart
Unicom s development,
particularly through denying

Unicom access to its local lines.

are structured. A teleconference, for ex
ample, blends data, graphics, and voice
Likewise, Internet phone calls mix for
merly discrete industry applications.

TURF WARS
[heoretically, MPT lost its official mo-
nopoly on China’s telecommunications
services market in late 1993, with the
establishment of China United Telecom
munications Corp. (Unicom) and Jitong
(see The CBR,
November-December 1996, p.22). Uni

Communications Corp.

com was the first State-approved MPT
competitor for telecommunications ser-
vices, while Jitong was to be a MPT
competitor in networking services. In
practice, however, MPT retains a signifi-
cant amount of control over China's
voice and data communications infra-
structure, Unlike other ministries, MP
has not yet been separated into regula-
tory and commercial branches, and still
regulates and operates w ithin traditional
broadcasting, electronics, and telecom-
munications boundaries

Because MPT is stll in control of the
country’s communications infrastruc-
ture, it has been able to thwart Uni-
com’s development,  particularly
through such stonewalling actions as
denying Unicom access to its local
lines. Jitong's Internet services, initially
stalled by MPT’s similar refusal to grant
use of its land-line connections, have
yet to compete effectively with MPT's
SCIVICCS

Given the potential market size of the
sector and the number of powerful or-
ganizations involved in China’s informa-
tion technology sector—including MEIL
MPT, MRFT, the Public Security Bureau
(PSB). State Council, State Education
Unicom—

Commission, Jitong, and

many industry observers have noted
MPT's machinations. One of the first
signs that China’s top leaders were tak-
ing an active interest in leveling the
playing ficld Gat least among domestic
participants) was the May 1996 official
establishment of the Leading Group on
Informatization (the Leading Group), a
supra-ministerial body reporting directly
to the State Council. Made up of repre

sentatives from nearly 20 ministerial

and State-level organizations, including
MEI, MPT, MRFT, and PSB, the Leading
Group's mandate includes the drafting
of policy to regulate China’s “informa
tion industry’—a term that encom
passes computer networks, online/data
base services, and telecommunications,
In shifting policymaking responsibilities
from China’s sector-specific ministries to
the Leading Group, PRC leaders obvi
ously hoped to both adapt government
regulations o the demands of modern,
highly integrated technology, and dilute
MPT's political influence.

I'he Leading Group has spearheaded
the creation of the China Internet Soci
ety, designed to be a self-disciplinan
tool for Internet regulation; and estab
lished the China Internet Network In
formation Center, which assigns domain
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names to Chinese users. The Leading
Group also is in the process of creating
the China Internet Exchange 1o provide
state-of-the-art interconnection among
China’s four main Internet providers—
the Chinese Academy of Sciences Net
work (CASNET), the China Education
and Rescarch Network (CERNET), the
Golden Bridge Network (China GBNet),
and ChinaNet
tion setup favors MPT. which provides

The current interconne

relatively fast digital connections be-
tween its ChinaNet and CASNET. CER-
NET, and China GBNet. The microwave
links between CASNET, CERNET, and
China GBNet, however, transmit data at
a much slower speed.

Though a step in the right direction,
the Leading Group does not represent
an end to inter-ministerial wrangling
Despite its recent success in mediating
controversies such as MPT's imposition
of high access fees on Internet service
providers, the Leading Group has vet to
prove itselt a fully independent industry
watchdog capable of implementing its
decisions effectively. And. after more
than three vears of negotiations. the
PRC leadership has yet to achieve con-
sensus on a final draft of the much-an
ticipated telecommunications law. De-
spite the creation of the Leading Group,
MPT has managed to retain responsibil-
ity tor drafting the law. The drafts of the
law
State Council have been rejected be-

that have been submitted to the

cause of their general bias toward
MPT's interests

WAITING
REGULATORY

FOR A
REGIME

Until Beijing issues its much-antici-
pated telecommunications law . existing
PRC laws will continue 1o regulate data-
com service providers and restrict foreign
participation in phone services. Current
opportunities for foreign firms generally
are limited to the provision of equipment
and consulting services. though participa-
tion in China's online content-develop
ment market. in which information is de-
veloped for provision via the Internet or
other dial-up services, is not specifically
prohibited. The State Council. however
issued several circulars in the first half of
1996 that contained Internet monitoring.
registration, and screening rules. The reg
ulations ban online transmission of State
secrets. pornography. and information
jeopardizing State security. Nonetheless,
online content provision remains largehy
unregulated. Thus, the current impasse
on the telecommunications law s ar

guably a blessing for some companies

some foreign firms have been able o use
the absence of Taws explicitly prohibiting
their participation 1o establish operations
in China. For example. the US-hased on
line services provider Prodigy recently
announced the formation of Shanghai
Prodigy Telecommunications, Inc., a joint
venture with China North Industries Co.
(Norinco), and plins to offer its content
to Chinese users

While some companies have been able
o use the current I'\‘_'_’,lli.lli iy environment
1o their advantage, other firms—particu
Larly local telephone service providers
have suffered. China's antiquated regula
tory system also clearly is not in
The rigidity of the

that

CONSUMers nterests

system has resulted ina market
many characterize as over-priced, under
serviced, and anti-compeltitive (see ])._*'H.
Though providers are hopetul that an up
dated telecommunications law might
open the door to foreign participation in
China’s market. the promulgation of a re-
vised telecom law likely will take several
MOre vedrs

Ihe content of the draft welecom: law
remains tightlv guarded, but foreign in
dustry observers hope the law will in-
clude provisions to deregulate datacom
services and explicitly allow foreign par

Lic i|uI|<r|1 in value-added telecom services

O R OL

Reduce the Risks

and Raise the Rewards

Investment Opportunities;
Entry, Expansion, and Distribution Strategies

m Reliable, insightful information resources
® Dedicated joint-venture subsidiary in Beijing

m Extensive government and private “guanxi’
To find out more, call (714) 540-0888
o O

S

151 Kalmus Drive, Suite K-2, Costa Mesa, CA, USA 92626
Martine Pigeaud e Fax: (714) 540-8345 ¢ Email: mpigeaud@ccugroup.com

B A AT T SR RART

Until Beifing issues ils
much-anticipated
telecommunications law,
existing PRC laws will continue
lo restrict foreign participation

in phone services.

such as online content and Internet ser-
vices: Many industry observers also hope
the new law will grant more authority to
non-MPT datacom suppliers such as MEL
MRFET, Jitong, and Unicom, among others,
and allow foreign firms to hold equity
stakes in certain IHM'H of service re Wi-
sion firms (see The CBR. November-De
cember 19960, p.200. In the meantime, tor
cign information technology-related
cquipment firms should find a receptive
market in China. Foreign computer, Inter-
net. and telecom firms likely will con-
tinue to secure informal arrangements al
access to China's

lowing de facto

datacom market 7T,

4

network

L)
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Tax developments
in Washington,
Beijing, and
Hong Kong could
alter US firms’

China decisions

Stanlev G Sherwood is an

international tax partner responsible
for the China Tax Desk at Coopens &
Lyvbrand LLP i New York

laxing
Decisions

Stantley G Sherteood

ong Kong's reversion (o Chinese rule comes at o time when companies operating in

Hong Kong report ahigh level of satisfaction with the termitory’s s system. Inarecent

Coopers & Lybrand sunvey of 129 companies, 98 percent categorized Hong Kong's cor

porate tax policies as favorables AU 16,5 percent, Hong Kong's current corporite Gy e
is one of the lowest among developed cconomies, where rates tend 1o be in the 35 percent range

I'he Basie Law of the Hong Kong Special Administrative Region (SAR) stipulates that Hong kong's
legal system remain unchanged for 50 vears, PRC officials have stated that the Hong Kong tax sys
tem will remain independent of Beijing's tax systen, and that Hong Kong's current tax policies will
continue. Despite such assurances, 26 percent of the surveved companies foresee possible changes
in Hong Kong's tax environment as PRC officials become more consistent in monitoring tax Lows
Changes regarding international tax treaties with Hong kong could alsa occur. Presently. Hong

Kong is not a party 1o any double income tax treaties, though China has signed such treaties with 41
countries. In general, China's bilateral tax agreements benefit and protect companies and individuals
|)‘_\ L'lll]]m.lllng double taxation of income: assigning tax jurisdiction 1o prevent further exposure o
tax liability: defining such matters as the type of tax covered by, and beneficiaries of, the treaty: and.
in general, clarifying such issues as the circumstances under which taxes can and canno be applied
The Us-China income tax treaty defines the PRC as all the territory “over which the PRC has jurisdic
tion in accordance with international law and in which laws relating to Chinese tax are i torce.”
Since Hong Kong is not subject to PRC tax laws, companies in Hong Kong cannot benehit from the
US-China treaty. Whether the 40 other countries with which China has ax treanes decide 1o view
Hong Kong as part of China for tax purposes remains 1o be seen

TRILATERAL TAX RELATIONS

Even a small change in the rate of PRC or Hong Kong corporate taxaton could significantly affect
the global tax strategy of TS multinutional corporations that have China-based corporate or regi mal
hL'.lL!(|L1_iI'IL'!\_ Or oparations ranging from manulacturnng to iI&\|k'&Ilu|l_ (]ll.lhl\ control, and s urcing
services, For instance. with the rumored phasing out of tax holidays in the PRC over the next several
vears. foreign firms in China stand to face wax rates as high as 33 percent. A 33 percent rate, intarn,
might hurt a US parent company’s ability to claim the full amount of Chinese taxes paid as acredit
on its US tax return. In general terms, since o US company's foreign tax credit is based onsits com
bined total foreign carnings (within certain categories of income), a US firm's tax credit increases
onlv il its foreign carnings increase, and not it s toreign lxes ncreise

Mhough the foreign business community in Hong kong has received assurances from Beijing that
the SAR tax system will not change, decisions made in Washington stand to affect Us companies in
the SAR. For example, on June 26, 1997 the RS announced that China and Hong Kong would be
classified as separate countries for US tax purposes. Reflecting the fact that the United States has his
torically treated Hong Kong as an independent entity, the decision was not asurprise. Nonetheless.,
numerous US corporations with affiliates in Hong Kong did not welcome the judgement. since it

perpetuites the status quo and. among other things, means that TS firms will continue to be ex-
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cluded from the benefits of the US-China
treaty.

Further, Hong Kong corporations in
which US sharcholders own o majority of
the company (hy vote or by value),
known as controlled foreign corporations
(CFCs). would have seen their currently
pavable U tixes on carnings drop signif-
icantly it the RS had decided o treat
Hong Kong as part of China for wax pur-
poses. Treatment as separale countries
means that the IRS Subpart Fincome
rules could apply to CFC income. In gen-
cral, the carnings of a CFC are not Lax-
able in the United States unil they are
repatriated in the form of dividends.
However. certain categories of subpart F
income  Cax-haven” income) carned
a4 CFC are taxable in the United States
even il not repatriaied. Such income in-
cludes, but is not limited 1o, dividends,
certain rovalties, interest, and carnings
generated when a Hong Kong subsidiary
resells products purchased from its US
parent compuany to o third party e an-
other country. Subpart Fwas introduced
a number of vears ago 1o prevent US
companies that own CFCs from avoiding
current US txes by accumulating income
in jurisdictions with low tax rates, such as
Hong Kong.

The “same country exception”™ of Sub-
part Fohowever, allows o CEFC 1o defer
taxes on dividends received from a re-
lated corporation organized under the
laws of the same foreign country as the
CFC. Deferring US @ax on overseas eams-
ings allows the CFC o benefit as it it had
the use of the money during the deferral
period. 1 for tax purposes, the IRS had

ruled that Hong Kong were part of

China, a CFC located in Hong Kong
could have deferred US taxes on divi-
dends received from any operating sub-
sidiary in China. But because the RS
continues o treat Hong Kong and China
as two countries, the dividends received
by a CFC in Hong Kong from o related
company in China remain subject 1o TS
COrPOrate LN rites,

CFC income generated by oan aftili-
ated manulacturing venture located in a
CFC's country of incorporation is not
considered Subpart Fincome and thus
5 not subject to US current taxes. With
the IRS decision o continue 1o treat
Hong Kong and China as separate
countrics, however, US current taxes
may reniin applicable o such mcome
in certiain ciases.

Thus, while one-country treatment
would not have prevented a CFC in
Hong Kong from accumulating other cat-
cgories of tax-haven income., it could

have significantly reduced the number ol
situations falling under Subpart F orules,

WASHINGTON
ALLOWS
LEGAL FORMS

ALTERNATIVE

Another tax development in Washing-
ton could alter China-related husiness
planning decisions. Since January 1, 1997,
Us multinationals have been able 1o uti-
lize the “check-the-hox™ entity: classifica-
ton regulations, which allow maost enti-
ties 1o choose their business classification
and, thereby, elect their wx treatment,
Treament as a0 corporation may he ad-
vantageous for profitable entities. or firms
operating under a PRC wx holiday or a
reduced ax rate, since corporations ¢an
defer taxes. But for businesses suffering
losses, treatment s a corporation can be
costly, since losses cannot be deducted
on US x forms. A business with two or
more members that checks the box s
considered a0 pannership for US tax pur-
poses: an - entity with only one member
that does sois classified as an unincorpo-
rated business. Checking the box allows
a tirm o receive “How-through™ treat-
ment—its edrnings are subject to current
taxation and its losses are deductible,
Most Us investments in the PRC ke the
form of cither an cquity joint venture
(EIVY or a wholly foreign-owned enter-
pris¢ (WFOE) The new regulations mean
that these firms now can choose 10 be re-
garded as a corporation or a flow-
through entity for US tax purposes.

A number of business entities, speci-
ficd on the IRS “per se™ list, are excluded
from the new elective svstem. The RS
has determined that certain tvpes of busi-
nesses, most of which are publicly
traded. should be treated as “per se cor-
poraions.” The only tvpe of PRC busi-
ness entity specificd on the per se listis o
pufen youxian gonest, which is a com-
pany that has five or more shareholders,
ac feast halt of whom are donmiciled in
Chini A USs company s unlikely 1o he
involved i giifen vorxian gonese: il it
were: however, it would be treated s o
corporation and would not receive flow-
through treatment

Under the grandfather provisions of
the check-the-hox regulations, an entity
established prior to May 8, 1996, and on
the per se dist can retain the classification
it held prior o Januany 1. 1997, and con-
tinue 1o receive How-through treatment
INTERNAL AFFAIRS

With the handover of Hong Kong, in-
tercompany pricing—the pricing system
multinatonal atfiliates use o charge one

Both American and Chinese tax
authorities have an incentive to
prevent multinational companies
Jrom violating arm s-length

Iransfer pricing.

another for goods, services, and intangi-
bles such as patents, trademarks, or tech-
nology—may also come under closer
scrutiny in Hong Kong and China. The
international standard for intercompany
pricing, also known as transfer pricing, is
the arms-length principle, by which
company should treat tansactions with
related parties as if it were dealing with a
third party. Tax authorities in the home
country and country ol (Jpcl';l[inn have
the right o reallocate income and ex-
penses ol companies that violate this
principle by under- or over-valuing an in-
tercompany transaction.

It o US parent company. for example,
sells products or equipment 1o its foreign-
invested enterprise in China for $1,000
and the IRS determines that the correct
arm's-length amount should be S1.100,
the IRS can increase the company’s US
taxable income by $400 for the year in
which the sale occurred. If Chinese au-
thorities do not agree that $1.400 is the
arm's length price for PRC ax purposes,
the company can invoke “competent au-
thority™—a reliel provision—under the
US-China tax treaty to avoid taxation by
both the TS and PRC governments. In ac-
cordance with the reliet provision, repre-
sentatives from the reaty divisions of the
respective Us and PRC ax agencies
would seek 1o reach an agreement that
avoided double taxation. The process
tends 1o be lengthy, usually lasting at
least two years,

Both American and Chinese tax author-
ities have an incentive to prevent multina-
tonal companies from violating arm’s-
length transfer pricing. Indeed. the United
States carctully monitors adherence to the
arm's-length principle, and often seeks 1o
adjust taxable income with respect 1o in-
tercompany transactions. Moreover, a few
vears ago, the 1RS began 1o negotiate Ad-
vanced Pricing Agreements, which pro-
vide a4 methodology tor determining re-
lated party payments, involving US
businesses with international affiliates.

When formulating a global tax strategy,
a US company with foreign operations
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Executives doing business in
either the mainland or the SAK
should be aware of the
consequences of changes in lax
regulations as well as in lax
enforcement.

should consider US pricing rules, as well
as the pricing rules of all countries in

which its foreign atfiliates operate. While
some countries such as Switzerland have

only broad rules on transfer pricing,.
other countries, including Canada, Ger-
many. Japan, South Korea, and the
U nited States, have specifie statutes uneer
which transactions between atfiliates of a
compuany are examined. US rules address
such intercompany transactions s selling
voods, licensing intellectual property,
providing services, leasing equipment.
and lending funds. To date, both Hong
kong and PRC tax authorities have
tended not to monitor transter pricing as
closely as authorities in other tax jurisdic-
tions. But PRC
come more aware of the potential for

tax authorities have be-

transter |1|'i\|l1_‘..: _L|\ll‘-L‘\ In recent vedrs
and have increased their policing efforts
over transactions between afhihates of

multinational companices.

KEEPING
The reversion of Hong kong to PRC

WATOCH

sovercignty raises several s issues for
multinationals with investments in China
or Hong Kong. Exccutives doing business
in cither the mainkind or the SAR should
be aware of the CONsSCUEeNCes ot L||.L||j_{\‘-
in tax regulations as well as in ax en
forcement. Foreign firms now should ex
pect stricter enforcement ol tax regula
tions, particularly transfer pricing rules, by
Hong Kong, PRC. and USs authorities
fewer PRC 1ax holidays: and perhaps even
changes in Hong Kong tax liws, US Hrms
with bases in Hong Kong and the main
land can avoid excessive taxation and
identify tax-saving opportunities by con
stantly: monitoring ax-related activities in
the three tax jurisdictions £

The Beijing Economic-Technological Development Area (BDA)

“Over 130 leading companies from around the world, including Coca Cola, General Electric, General Motors,

Cummins Engine, Kimberly-Clark and Lucent Technologies from the US have located in the BDA. We do

whatever we can to help your business successfully locate as quickly as possible with the worlds lending companies

already in the BDA.”

Why have so many leading companies chosen BDA?

B BDA approved August 1994 by the State Council of China—is the newest Economic [echnological Development Zone

(ETDZ) in China

B BDA is located 17 kilometers from Beijing’s city center at the start of the new Beijing-Tianjing Tanggu Expressway, only a

30-minute drive from Capital International Airport, 15-minutes from the Berjing Freight Railroad, and 90-minutes from

Ninggang Port (China’s second largest port)

B BDA is 2 major focus of the State and the Beijing Municipality to build in the southern part of Beijing a modern industrial

center and satellite city in an arca of 80-100 sq. km. with a population of 400,000 to 500,000

B BDA provides casy access to a market of over 20 million people in a region that accounts for over 21% of China’s GDDP
) | $

B BDA offers preferential policies, including tax holidays, to companies locating in the BDA

B BDA, the closest ETDZ to the capital, offers casy access to the government and world-class living amenities, including

medical facilitics and international schools

B BDA with Beijing’s over 70 universitics and colleges—provides access to the largest pool of skilled labor and market of

educated consumers in China

B BDA ofters the best location for business and living of anv ETDZ in China.

For more information,
including a video,

contact without obligation:

John Y. Zhang/Paul W. Shi
Investment & Promotion, BDA
#4 Wanvuan Street, BDA

Beijing 100076, PRC

[el: 86-10-6788 1209 /-6788 1107
Fax: 86-10-6788 1210/-6788 1118

Donald W. Vollmer, President

Beijing, Development Area (USA), Inc.
Washington Mutual Tower, Suite 2850
1201 3rd Ave., Scartle, WA 98101 USA
Tel: 206-621-6570

Fax: 206-621-6571

http: /www.china-window.com/inve /bda/main.html
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FOOD BRANDS IN CHINA

An analysis of China's food market by

SEYMOUR:-COOKE

region, product and brand

Key Features of the Report

FOOD RESFARCH INTERNATIONAL

m  Ananalysis of over 1,000 leading food brands including market size, market shares, and price comparisons

s [he brands apply to 34 food categories and are analysed both nationally and by region

m  Competitive analysis is given for all processed food sectors including the positioning of international versus

local brands, and of imported versus domestically produced brands
Research supported by retail surveys across China's six regional centres

The Authors of 'Food Brands in China’

Profiles of China's largest food groups, plus unique data on foreign activity in the food industry

Naohong Wu is Seymour Cooke's research manager for China. The senior consultant was Zhilin Gan, President of the
Chinese Association for Food Science and Technology. Miki Ito provided a perspective on China from Japan.

TABLE OF CONTENTS - 330 PAGES, 8 CHAPTERS

Published November 1996, price £1,750

Processep FoOons IN CHINA
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I RESEARCHING THE CHINESE MARKFT 6
I’roblems with statistics in China
How do commercial statistics Market size and characteristics
compare? Major brands, ownership and origin
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Price analysis
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Beljing survey
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Guangzhou (south) survey
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Shenyang (north) survey
Wuhan (central and north west)
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Regional diet & taste preferences
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Mineral water
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China's top 60 food & drink

Dairy products and baby food
Baby foods

companies Milk powder
Some alhances to watch Soy milk powder

UHT mulk

Domestic vs.international brands Cheese

I'he strength of Japanese companies

Imported vs. domestic brands Yoghurt

Market concentration

Instant noodles
Breakfast cercals
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Cooking ml
Butter and margarine
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Biscuits

Savoury snacks
Chocolate confectionery
Sugar confectionery
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Canned soup/ vegetables

Mixed congee
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Fomato ketchup and mayvonnase
Spices and seasonings
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Average prices
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l{rgmnnl price comparison

COMPANY PROFILES

What hope for local groups?
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Instant rice
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Profiles of China's 60 largest yroups
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Commentary

Adjusting the

Perspective

The US trade
deficit with China
stems from

Diavied 15 Brown

economic trends
at home and

" he US trade deficit with China reached $30.8 billion in 1990 and has exceeded the US
ab} Oﬂ[[ deficit with Japan in some months in both 1996 and 1997, according to otheial US figures
some US politicians and policymakers, alarmed by the growth in the Us deficie with
China and groping for measures to reduce it advocate dramatic changes in US trade pol
icy. Proposed changes include “snap-back™ of writf rates on Chinese imports 1o higher. pre-Uraguay
Round levels and, even more drastic. revocation of China’s Most Favored Nation tracle status,
In fact, the trade deficit is a deceptive indicator of Us economic performance and the benefit that
the United States derives from trade. In the short term, trade policy is neither responsible for, nor ¢

pable of . significantly changing the overall trade balance of the United States. Trade policy—including

SIeps 1O remove trade-related investment measures abroad—can have a substantial impact on the sec-
toral and geographic compaosition of trade, and the growth in US global trade over the long term, but

the aggregate 1S trade balance is determined primarily by broader, macroeconomic factors

NATIONAI INCOME ACCOUNTING

To put the US trade deficit with China in perspective. it is helpful to reconsider national income

counting. Trade is by far the largest source of toreign income and foreign payments for the | nited
States. but other sources of external income include interest and other invesiment earnings and trans-
fers. Adding these other current income flows o the US rade balance produces the current account
balance, which is the net income that the United States receives from the rest of the world. The cur-
rent account balanee thus represents the bottom line on the income statement of the United States. 1
it is positive, the United States s spending less than its wotal income and accumulating asset claims on

the rest of the world. 1f the US current account balance is negative, national expenditures exceed na-

tional income, and forcign parties are accumulating net claims on the United States

from the Univesity of Chicago, where he The net borrowing of 4 country consists of the net borrowing by each of the principal sectors of
1 1l ined the the cconomy: government (federal, state. and locab) private firms. and houscholds. Thus, the cur
$ Department of State in 198 rent account deficit consists of the government's budget deficit (net borrowing by the public sec-

tor). and the difference between private sector investment and private sector saving (or net borrow-

ing by the private sector). The crucial point in this equation is that a current account deficit can be

The views here e solel thoseof —— sanalyzed as @ macroeconomic phenomenon, since it reflects an imbalance between national saving
the author and do not represent.— and national investment, Thus, any effective policy 1o reduce the US current account deficit must
Usgovermment polic.— narroswy the gap between US saving and investment,
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Tue US
CURRENT ACCOUNT

The United States has run o current ac-
count deficit every vear since 1983,
largely because national savings as a per-
centage of Gross Domestic Product
1946 until
the US current account balance

(GDP) has declined. From
1982,
fluctuated around zero, but was gener-
ally in surplus. The adoption in the early
1980s of tight monetary policy to combut
inflation led to a sharp increase in US in-
terest rates, an inflow of foreign capital,
and an appreciation of the dollar. At the
same time, a shitt in fiscal policy—in-
creased defense expenditures and large
tax cuts—resulted in growing govern-
ment budget deficits. Econometric simu-
lations have suggested that these fiscal
policies, coupled with a move toward
more restrictive budget policies abroad,
explain about two-thirds of the deteriora-
tion in the US current account in the first
halt of the 1980s,

By the mid-1980s, these fiscal policy
changes had begun 1o help reverse the
widening of the federal budget deficit,
But a fall in private savings in the United
States more than offset the slight reduc-
tion in the budget deficit the US gross
private savings rate, which averaged 18.3
percent of GDP in the first hall of the
decade, tell to 16.0 percent in the second
hall of the 19805
the budget deficit and the fall in the do-

Thus, the increase in

mestic savings rate have been responsi-
ble for the chronically Targe US current
account deficit since the late 1980s.

THeE US TRADE
DEFICIT WITH CHINA

The LS deficit with China is likely 1o
persist for the foreseeable future given the
continuing importance of macrocconomic
factors. Despite efforts 1o reduce the fed-
eral budget deficit since the carly 1990s,
low savings rates in the United States rela-
tive to investment and strong economic
growth should continue in the near term.
Though Us exports 1o China are rising
rapidly. strong economic growth in the
United States means that the 1S economy
will continue o absorh even more Chi-
nese products. As a result, a sizable
alobal current account deficit, and a US
trade deficit with China, are likely to per-
sist in the short to medium term.

A bilateral trade deficit with China
probably will continue to contribute sig-
nificantly 1o the US global deficit, given
China’s comparative advantage in pro-
ducing low valuc-added. labor-intensive
goods such as clothing and toys. China's
export competitiveness derives, at least
partially. from an undervalued PRC cur-
rency. China has maintained a de facto
exchange rate link to the US dollar since
1994, Given China’s global current ac-
count surplus, rapid reserve accumula-
tion. und maintenance of an anti-infla-
tionary muacroeconomic policy, @ strong
case can be made for allowing the PRC's
Juan to appreciate against the dollar,
which would make Chinese goods more
expensive in the United States

Economic trends within Asia also have
affected China's trade balance with the
United States. During the late 1980s, the
United States ran large trade deficits with
the newly industrialized economies of
Asia (Hong Kong. Taiwan. Singapore.
and South Korea). As real wages have in-
creased in these economies, however,
production o unskilled, Tabor-intensive
goods increasingly has shifted 1o coun-
trics with cheaper labor, such as China.
Over the past decade, China, Taiwan,
South Korea, and Hong kong have. in
aggregate, accounted for a nearly con-
stant share of total US imports—about
[4.0 percent in 1987 and 144 pereent in
1996 (sce Chart, If US consumers were
not purchasing clothing and other prod-
ucts from China, they likely would be
purchasing these goods at higher prices

from other. less competitive economies,

Do TRADE
DEFICITS MATTER?

In practice, large trade deficits eventu-
ally become untenable for any cconomy
Several factors have given forcign hold-
ers of US dollars confidence that the 1S
currency will continue to he a stable
store of value, despite an increasingly
negative net foreign investment position.
The United States has benefited from the
dollar's role as the chief international re-
serve currency. But if the United States
continues o have a large global trade
deficit well into the future, and other
currencies—such as the Japanese ven or
European Union’s curo—hecome more

popular as reserve currencies. the dollar

ARV ST

The trade deficit is a deceptive
indicator of US economic
performance and the benefit
that the United States derives

Jrom trade.

gradually could lose its status as the pre-
MICT TeServe CUrrency,

Domestic rather than torcign policies
are the most effective means of address-
ing the US global current account deficit,
Foremost, government policies must en-
courage private savings and reduce the
government deficit at the federal, state.
and local levels, The United States
should not reduce government for its
own sake, but spend tax dollars on pub-
lic investments such as infrastructure and
education that make the US economy
more productive in the long run.
MARKET

CRUCIAL ACCESS

Over the longer term, intelligent trade
policy is crucial. The current account
deficit is affected not only by mucroeco-
nomic variables but also by forcign mar-
ket barriers. The inability 1o sell into a
forcign market imposes “opportunity
costs —the present value of current and
future losses in potential welfare—on
both trading partners. Economists since
David Ricardo have shown how, for ex-
ample. both England and Portugal be-
came better off in net welfare terms by
trading Portuguese port wine for English
manufactures.

Without access to major markets, the
United States suffers high opportunity
costs. For example, a 1994 study by the
Council of Economic Advisers (CEA) esti-
mated that it Japan eliminated all formal
and informal barriers to trade, US exports
to Japan would initially increase by S9-
S18 hillion per vear. A 1995 CEA study
noted further that the Clinton Administra-
tion negotiated 20 trade accords with

Tapan berween 1993-95 under which

market barriers in certain sectors were
gradually removed. From 1993-95,
growth in US exports 1o Japun in the sec-

tors liberalized by the trade accords was
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more than double the growth in other
exports to Japan. If Japan were to climi-
nate all non-tarifl harriers o wade, other
cconomies likelv would also be able o
grow by increasing their exports 1o
Japan. The United States, in turn, could
reap additional benefits by boosting its
exports to these third-country markets

Access to major markets can also be
important in ways that are not obvious
from classical free-trade theory. For cer-
tain industries such as telecommunica-
tions and acrospace, cconomies of scale
are critical 1o overcoming large fixed
costs and gaining the lower variable
costs of large-scale production. Analysts
estimate. for example, that China will
purchase tens of hillions of dollars in air-
craft over the next three decades. If ei-
ther US or European atreraft. manufactur-
ers were denied access to the China
market, they would lose enormous
amounts of revenue needed to support
rescarch and development. Similarly,
representatives of 4 major Japanese pro-
ducer of telephone switching equipment
have stated that if their company were
not a player in cenain product sectors in

China, it would be forced to withdraw

from the global market for those prod
ucts. As these examples suggest, marker
barriers in such major ccononmics as
China and Jupan impose substantial op-
portunity costs on the United States, es

pecially on certain US industries

TRADE
INVESTMENT

LOSSES FROM

BARRIERS

Perhaps the most underestimated
losses 1o the United States caused by not
having a fully liberal global economy are
those caused by trading partners’ restric
tions on foreign investment. As with bar-
rners 1o imports, luu'lj_:n investment re-
strictions result in welfare losses for the
home country and its trading partners. It
is impossible to caleulate the US welfare
loss caused by China's investment restric-
tions. Clearly, however, the more restric
tive are the rules governing establish-
ment ot toreign investments, the greater
are the opportunity costs

The “trading™ of market share for tech-
nology from foreign firms has represented
an important trade-related investment re
striction for firms doing business in Asia
since at least the 1960s. Such restrictions

tend to take the form of industrial policies

Market barriers in such major
economies as China and Japan
impose substantial opportunity

costs on the United States.

designed explicitly or implicitly by gov-
crnments interested i fostering “national
champions™ among their domestic indus-
tries. When forced technology transfers
are coupled with restrictive establishment
rules, the opportunity cost for foreign
firms is even greater: For example, when
Fexas Instruments chose in the 1960s the
only means available to enter the Japuan-
ese market—transferring its semiconduc-
tor technology to Japanese firms—the
company torteited incalculable potential
profits. China's attempts to trade market
access for technology i the acrospace,
auto, and semiconductor industries hardly
stand to benefit China. On the contrary,
these policies are more likely o create
national dinosaurs than national champi-

ons, since such policies tend 1o deter for
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US TRADE DEFICIT WITH SELECTED EAST ASIAN ECONOMIES

Billion $

50 W Deficit with Hong Kong, Singapore, South Korea, Taiwan !

B Deficit with China

} ——

30,9
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1988 1U8Y

1990

19003
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1996

SOURCE: US-China Business Council
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The US savings-investment gap.
China’s undervalued currency.
and production shifls within
East Asia are the principal
Jactors bebind the US trade

deficit with China.

cign companies from transterring their
cutting-cdge technology

In China. perhaps the most egregious
limits on the right of establishment are in
the distribution sector. Under current
PRC law, foreign companies flace oner
ous investment restrictions in retailing
and prohibitions against wholesaling. A
foreign firm that kicks PRC trading rights
must export its goods 1o China through a
PRC-licensed trading company. Once the

toreign L-\pln'lyr\ _g:uul\ arrive at the

dock in China. the company may face
challenging distribution process because
ol restrictive PRC regulations governing,
forcign involvement in transportation
and after-sales services, With greater con
ol over distribution channels in China,
forcign companies could ncrease their
IPR(C

tribution costs.

sales revenues and reduce their dis

Restrictions on foreign investment are
at least as important to bilateral wade
halances as trade barriers: indeed. the
two are often intertwined. To the extent
that rade with @ foreign country [ollows
ivestment i the foreign country—oex
ports from the home country feed pro-
duction of subsidiary factories in the for
cign countnv—the home country’s trade
deficit declines. To the extent that Arms
invest in Lacilities abroad o reexport
goods back to the home country, the
home country’s deficit increases. Inei
ther case, however, restrictions on for
cign investment unguestionably reduce

potential global prosperity

MACROECONOMICS

PLUS MARKET ACCESS
Macrocconomic factors Lrgely deter-

mine the US global trade balance. The

gap

and production

'S savings-investment China’s un-
dervalued currency,
sl

fuctors behind the Us

shiflts within East are the principal
rade deficit with
China. Microeconomic variables, includ-
ing trade-related vestment policies that
US trading partners nuintain, also signifi-
cantly affect the sectoral and geographic
composition of trade, and the growth in
1S global trade over time. US policvinak
ers should not be under any illusion that
the bilateral trade deficit with China will
necessarily decline substantially in the
short to medium term in the wake of
successtul hilateral rade negotiations or
China's accession 1o the World Trade Or
ganiztion. But atempts to reduce the
1'S government deficit, boost private s
ings in the United States, and liberalize
nurkets in China and elsewhere will
help to reduce the US global trade deficit

rie

in the longer term T

POSITIONS WANTED

Asia Pulse-PR Newswire . . P

Beijing Economic-Technological
Development Area (BDA) p.

CCU Group—Reduce the Risks and Raise
the Rewards, Investment Opportunities p 4!

BS in polymer engin. in PRC, MS in chem. in US: exp in
int'l bus, strong bkgrnd in chem engin., chemistry, com-
puter prog., environmental protection. Contact Joe: (Tel)
713/504-0228, or (Tel) 713/541-0239

China venture/market specialist, hands-on exp in PRC CCU Group—Nansha Development Zone p 29

mrking and jv set-up. MBA, bilingual Mandrn/Eng, China Business Review el g ) e | Sk

Lived/'worked in‘ PRC ["."‘» Cre b}-\-(‘ulll'lf‘.ll .‘\I\'i”h ;lhi-ﬁily (8] China Business Updute 0 . e
relate well to Asian senior mgmnt. Will reloc/travel. 2

Contact Jim: (Tel) 716/743-9595 China Concept p- 13

POSITIONS OFFERED China Energy Report = rtre s S B 20

China Hotel i .3 ; p. 63

English teachers wanted: Teach English and learn the

China Strategic Alliances & Joint Ventures p. 3/

ropes of Beijing, Compensation in US dollars, good stu-

dents, extremely helpful. Contact Bill: (Faxy 8610/6591- China Telecom97 .= .. . . . . . p. 40
3433 China Venture Advisors p. 23
Food Brands in China Aty | p. 45
CLASSIFIED AD RATES Hong Kong Shanghai Bank 2 p. 21
$10/line. four-line minimum ($40) Mitsui OSK Lines p- 11
36 characters per line, including all spaces & Palace Hotel " ) p. 2
punctuation. Submit only typewritten ads |
and send with payment 6 weeks before issue o Ramada Hotel : : ‘ p. 25
. . : Shangri-La _ 19

The China Business Review T Hotel § P
Classified Advertising Sweet & MCXWE“, Asia p. 14
g US-China Business Council .....p. 48
Washington, DC 20036, USA Westin Tai Ping Yang Hotel o g
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Book

WORLD INVESTMENT REPORT 1996: INVESTMENT,
TRADE, AND INTERNATIONAL POLICY ARRANGEMENTS

UNITED NATIONS CONFERENCE ON TRADF
AND DEVELOPMENT. NEW YORK, NY AND
GENEVA, SWITZERLAND: UNITED NATIONS,
1996. 332 rr. S45 SOFTCOVER.

Fhe 1990 edition of the United Na-
tons Conference on Trade and Develop-
ment CUONCTADY s annual series on
global forcign direct investment (FDID s
aowell-organized report detailing st
and future investment trends of transna-
tional corporations (TNCs), the geo-
graphical composition of global regional
FDL. and other FDI-related data
comprehensive study. filled with figures
and tables, examines the development
ol 4 new trade/investment nexus in
which FDI plays an increasingly impor

I'he

tant role in the direction and volume of

trade as well as in cconomic growth and
development. The report also analvzes
the relationships between FDI and for-

cign trade, and future prospects for a
multilateral FDI agreement.

The report is most usetul for the busi-
ness reader looking for o general under
standing of TNCs™ evolving FDI strate
sies and their effect on a host country's
ceonomy. While readers should not ex-
pect to find anin-depth assessment of
FlJ]
prospects, the briet discussion of FDI in

China’s trends. policies. and
China does provide some insights into
the sustainability: of the high levels of
FDI that China has experienced in re-
cent vears, FDI-related policy: changes
in the name of national treatment, more
selective screening of projects in Bedjing,
and slower FDI inflows from such tradi
Macao,
and Tarwan all contributed to bring

China’s FDI growth rate down 1o 11

tonal sources as Hong Kong,

percent in 1995 from 23 percent in
1994

Despite the slowed growth of China's
inward FDI receipts, the UNCTAD report
retiins an optimistic outlook on FDI in
China. Strong ceconomic growth, coupled
with the liberalization of sectors in which
FDI s permitted and diversitication ol
FDI source countries. should maintain
China's status as a top destination for for-
eign investment capital

Fhe report’s annex is chock-full of
hoth regional and country-specific com-
parative charts and tables that offer a
global context for China's FDI experi-
ences Included among these tables are
FDL inflows outlows, FDI inward out-
ward stock, cross-border merger and ac-
quisition sales and purchases, and in-
ward outward FDI in infrastructure-
related industries. —Ann M. Weeks
A Mo Weeks is assistennt editor of The
CBR.

_
CAPITALIZING ON THE GLOBAL WORKFORCE: A
STRATEGIC GUIDE FOR EXPATRIATE MANAGEMENT

BY MICHAEL S. SCHELL AND CHARLENE
MARMER SOLOMON. CHICAGO, [L: IRWIN
PROFESSIONAL PUBLISHING, 1997, 287 pp.
S30 HARDCOVER.

In this cra of global competition and

expiansion, expatriates now form a Lirge

part of many company work forces,

Capitelizing on the Global Workforce

s¢ls outl o prove thi u:mpl't'lu‘nﬂ\ &
pre-assignment training is as crucial to
an employee’s success abroad as 1o the
COMPanyY’s suceess inaforeign business
environment.

Divided into sections on the cross-cul-
tural challenges of global business, ex
patreite management, and future trends,
the book first details why it is important
1o train employees in the cultural and
practical aspects of an assignment
abroad. schell, of the management con
sulting firm Windham International, and
freclance writer Solomon nest urge hu-
NN resource NManagers and trainers o
teach about culture using o model that
has nince components: I'L":IIIUHHINPR.

time, communication, hicrarchy. status
atiinment, space, group dependence,
diversity receptivity, and change toler-
ance. The authors detal how an expatri-
ate's understanding of cach of these as-
pects can atfect his or her suceess ina
foreign environment and the ditference
that one employvee can nuake to a com-
pany’s foreign operations

The second part of the book focuses
on methods for implementing sound re
location programs that address the “pre-
decision.” “settling-in.” and the olten-
overlooked “repatriation” phases thai
expatrines experience. This discussion is
especially thorough, and of critical im-
portance o hunan resources managers
faced with o growing load of expatriate
concerns, Expatriate compensation and
the process of selecting cmplovees for
overseas postings are also discussed
Viewing family concerns as crucial to
the suceess of any assignment abroad,
the authors devole an entire \l‘l.Lplg‘i‘—
laced with engaging case studies—io the

common concerns of spouses posted
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overseas. Finally, the authors conclude
that, in addition to their role as adminis-
trators, human resources managers must
take an active role in the formation of
business plans—and become experts in
global muanagement issues.

Capitalizing on the Global Workforce
is well written and thorough. The case
studies. m particular, demonstrate the
need for good cultural training and ex-
patriate management. The appendix at
the end of the book provides a nuts-
and-bolts approach 1o financial state-
ments and compensation packages. This
tactical and practical treatment ol expu-
tricte issues is o must-read for human re-
source professionals, managers ol inter-
national companies or forcign branches,
and certainly for every expatriate and his
or her Family

—Ceatitlin Stewenrt Herris

Catitlin Steweart Hearris isThe CBR's
fornmer husivess menidger
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Tue Bi1 TEN: THE Bic EMERGING
MARKETS AND HOw THEY WILL CHANGE OUR LIVES

BY JEFFREY E. GARTEN. NEW YORK, NY:
BasicBOOKS, A DIVISION OF
HARPERCOLLINS PUBLISHERS, INC., 1997,
232 pp. S24 HARDCOVER.

While there is no Lick of reporting on
the growing importance of developing
countries to continued 1S economic ex-
pansion, few authors suggest that the
[ nited States adopt @ comprehensive pol-
icy of economic and political engagement
with the "Big Emerging Markets™ (BEMs)
of the 21st century. In fact, most post-
Cold War internationahists recommend
more cautious approach for the United
States—one that calls for strengthening,
ties with traditional Western allies and ex-
perimental involvement i multilateral,
regional forums such as the Asia Pacific
Economic Cooperation forum or the
North American Free Trade Agreement
In The Big Ten. however, Yale School ol
Management Dean Jeftrey Garten pro-
motes an aggressive new approach.

During his three years as undersecre-
tury of international trade at the US De
partment of Commerce in the first Clinton
Administration, Ganten completed an ex-
haustive study of the BEMs, and con-
cluded that a bold US strategy of com

mercial diplomacy with up-and-coming
global powerhouses is critical for contin-
ued prosperity at home and influence
abroad. Containing halt the world's pop-
ulation and a larger export market for TS
goods than Europe and Japan combined,
the BEMs include Argentina, Brazil,
China, India, Indonesia, Mexico, Poland,
south Africa, South Korea, and Turkey.
according 1o Garten. Garten argues that
promoting exports to these countries will
not be enough to maintain the position
of the United States as a commercial su-
perpower. Rather, the United States must
design and implement a proactive strat-
cay lor cooperation with the BEMs. Oth-
erwise, the United States will be left re-
acting to unanticipated and multiple
challenges from an expanded set of su-
perpowers with whom we are unpre-
pared. both diplomatically and cconomi-
cally, to play ball.

Not just another academic manifesto
for neoliberals of the 1990s, The Big Ten
draws on Garten's experiences in busi-
ness and government that clearly helped
to move his arguments bevond textbook
theory to practical application. One of
the most engaging sections of the hook is
the chapter on the clash of values be-

tween the United States and the emerging
ceonomies, and on how the United States
can promote its agenda of individual
rights while implementing smart commer-
cial policy. Garten recommends a vigor
ous behind-the-scenes governiment effort
on human rights, combined with new
private commercial hnkages o move the
United states bevond the debilitating
trend of mixing trade and human nghts
issues
The book is not recommended for
readers looking for detailed information
on the BEMs, or those seeking to under-
stand the intricacies of the hilateral rela-
tionships between the United States and
these countries, The US-China relation
ship, for example, and China's future ac-
cession 1o the World Trade Organization,
are mentioned only in passing. But 7he
Big Ten does provide superh insights and
convincing logic for a revitalized US in-
ternational commercial policy—a policy
worthy of the difficult and complex chal
lenges of the next century.,
—Paul Lamb

Pautl Lemb s divector of programs at the
[ S-China Business Council
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CHINA BRIEFING: THE CONTRADICTIONS OF CHANGE

EDITED BY WILLIAM A. JOSEPH. ARMONK,
NY: M.E. SHArpE, InC., 1997. 348 rr.
$58.95 HARDCOVER, $19.95 SOFITCOVER.

Following current events in China of-
ten means jumping from headline o
headline (and sometimes from ¢risis 10
crisis), making it casy 1o lose sight ol
the bigger picture. Chine Bricfing: The
Contradictions of Change helps fill in
the gaps by providing a tmely. well-
rounded view of contemporary Chin,
According to Editor William A, Joseph.
the goal of the hiennial review, co-pub-
lished by the Asia Society, is not to pro-
vide readers with a “crvstal ball for
peering into the future.” Rather. Joseph
explains. by examining the changes un-
der way in China, Hong Kong. and Tai-
win, the volume aims 1o contribute to
a more informed understanding of that
future as it unfolds into the next cen-
tury.” [e s this approach that makes
China Bricfing valuable.

The book covers seven major themes
in seven stand-alone chapters. The
chapters likely to be most useful for
readers with an interest in China busi-
ness qdre those by Minxin Pei. Penclope
Prime. and Suzanne Pepper. Pei's “Rac-
ing Against Time: Institutional Decay
and Renewal in China,” covers the insti-
tutions and personalities of China's po-
litical succession. Prime’s article on
“China's Fconomic Progress: Is 10 Sus-
tainable?” looks at the past, present, and
future of China’s hybrid cconomy in the
arcas of agriculture, industry. infrastruc-
ture, nuacroeconomic management. and
forcign exchange. The third chapter of
interest. “Hong Kong on the Eve of Re-
unification with China.” by Pepper. pro-
vides o balanced look at this emotional
issuc. and concludes that Hong Kong
will probably be able o design a model
of self-government under the PRCs
“one country, two systems” policy. Pep-
per even maintains that the Hong Kong
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model could serve as a precedent for
future reform within the Chinese state it-
self. Business readers less familiar with
current events in China might also enjoy
perusing the remaining chapters on Tai
wan. US-China relations, gender equal
ity, and pop culture. The death of Deng,
Niaoping soon after the book came ofl
the presses might well have under-
mincd a book focused solely on predict-
ing China's futare. Chines Bricfing, how-
CVer, remaiins an o important source of
solid background and balanced discus-
sion of important issues to help the
reader understand the complexities of
China in 19906, 1997, and perhaps be-
vond.

—Jerin K. Mchaniels

leeing K. McDaniels is a business edvisory
services associate ot the US-China
Business Council
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GREATER CHINA AND JAPAN: PROSPECTS FOR AN

ECONOMIC PARTNERSHIP IN EAST ASIA

BY ROBERT TAYLOR. NEW YORK, NY:
ROUTLEDGE, 1996. 188 pp. $18.95,
SOFTCOVER.

In the coming century, which many
have already labeled “the Asian cen-
tury,” will the relationship between
Asia’s two superpowers, China and
Japan, be characterized by cooperation
or competition? Robert Taylor, director

of Chinese studies at the University of

Sheffield in England. answers that both
cooperation and competition will char-
acterize Sino-lapanese ties,

Taylor notes that Japanese direct invest-
ment is o “spur’ o two-way trade, as
Japanese products now account for 28
percent by value of PRC high-technology
mports, and _I;lp.ll‘lu'.\u ventures in China
export a rising portion of finished prod-
ucts—including textiles, metal goods, und

computer software—to Japan and other
parts of the world. Despite the evidence
of cooperation in some arcas of trade,
though, the bilateral relationship is far

from perfect. Taylor identifies recent Sino-

Japanese trade conflicts, for example,

over Japanese duties and quotas on PRC
exports and other trade barriers between
the two. The territorial disputes over the
Dizoyu senkaku Island chain also could
fuel tensions between the two nations

Interestingly, the author maintains that
China’s leaders view Japan's unique
blend of plan and market as a model for
China’s development. Taylor cites as evi-
dence his view that the PRC State Plan-
ning Commission is taking on a role
“akin to” Japan’s Economic Planning
Agency.

Perhaps of greatest importance to
those exploring the possibility of invesi-

ing in East Asia or increasing the scope
of their investments in the region,
though. is Taylor's analysis of the ongo-
ng c¢conomic integration of Greater
China. As evidence of such integration,
Taylor describes the complementary na-
ture of resource endowments among
Hong Kong, Taiwan, and the PRC.
Though Tavlor's study is macroeco-
nomic in scope and academic in tone, it
nonetheless offers much information of
interest to a business audience. The ta-
bles, for example, contain useful statistics
such as China’s top trading partners and
trends in Japan-China trade, Academics
and businesspeople alike should find it
usetul reading.
—lali Levine Kamis

Tali Levine Kamis is a former assistant
editor of The CBR

XIE ZHENHUA SPEAKS
ON THE ENVIRONMENT

The Council, in cooperation with the Environmental Ex-
port Council and the Environmental Technologies Exports
Office of the Department of Commerce's International
Trade Administration, cosponsored a luncheon on June 20
for PRC National Environmental Protection Agency (NEPA)

Administrator Xie Zhenhua.

Xie, noting that China has numerous environmental laws
in place, said NEPA aims to resolve problems in enforce-
ment by mandating rather than simply encouraging compli-
ance with laws. In 1996, NEPA closed 64,700 small factories
for failing to adhere to pollution control laws. By 2000, all
industrial enterprises that fail to meet PRC emission stan-

dards will be forced to close.

Xie noted that NEPA's 20th Century Green Plan contains
1,592 “priority” projects worth ¥180 billion ($21.7 billion).
Though the United States lags behind the European Union
and Japan in taking advantage of PRC environment-related
projects, Xie stated that the United States offers particularly
advanced environment-related consultancy services; clean
coal burners; and pollution-control technologies for acid
rain, auto emissions, wastewater treatment, and hazardous

waslte.

COUNCIL LAUNCHES
OI1L AND GAS FORUM

The Council cosponsored a kick-off meeting on August
12 for the US-China Oil and Gas Industry Forum. A cooper-
ative effort among the Council, the Depantment of Energy
(DOE), and Department of Commerce (DOC), the forum
will assist member companies in the oil and natural gas

sector and related equipment manufacturers and service

tatives.

companies in improving their business prospects in China.
The forum also involves participants from the State Plan-
ning Commission, China National Petroleum Corp., China
National Offshore Oil Corp., and private industry represen-

Defined at the August meeting, the scope and goals of

the forum include helping US companies boost their partic-

ipation in PRC oil and natural gas projects; removing obsta-
cles to trade and investment in China’s oil and gas sector;
and increasing PRC awareness of the environmental bene-
fits of Western oil and gas technology. Representatives of
member companies outlined such key areas in which their
firms might cooperate as technology transfer and manage-
ment training. US government officials hope to lead the
first forum delegation to China this year to meet with their

Chinese counterparts.
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Adam . McConagha

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 7he ¢8R Contracts denominated in foreign currencies

are converted into US dollars at the most recent monthly rate quoted in the International Monetary Fund's beternetional Financicl

Stetlistics.,

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 editor

SALES AND INVESTMENT
Foreign or Hong Kong party/Chinese party

Accounting and Insurance

INVESTMENTS IN CHINA

Allianz (Germany)/Dazhong Insurance (Shanghai)
Created lite insurance joint venture in Shanghai following
preliminary approval from PBOC. (Germany:5190-PRC:49%). 697

OTHER

Australian Mutual Provident (Australia)
Received approval from PBOC to open a representative office
in Beyjing, 6,97,

AXA-UAP (France)
Received approval from PBOC to sell life insurance in China.
6/97,

Swiss Reinsurance Co. (Switzerland)
Announced plans to open offices in Shanghai. 697

Advertising and Public Relations
INVESTMENTS IN CHINA

McCann-Erickson Worldwide, a subsidiary of Interpublic
Group (US)/Guangming Newspaper Group
Will form McCann-Erickson Guangming, advertising and
marketing joint venture, to be located in Chengdu, Sichuan
Province. 697

OTHER

APCO Associates (US)/China Economic and Trade
Consultants Corp. (Consultec)
Formed an alliance to provide clients with market rescarch and
survevs, feasibility studies, corporate partner identification, and

on-site business advisory assistance. 797

Abbres iitions used ADB Asun Development Bank. BOC Bank of Cluna
CAAC Gl Aviation f Chinas CNAIFC Cluna Natonal Automotive Tmpeont
Lapon Corp o CATI Acro Technology tmpont Fxpon Corp o CITIC Clin
international | orp CITS Cluna International Trasel Ssenie, CNCKX
China FIDZ Feonomie and Technologieal Development Zone
11 Bank of Cluna MPT - Muisin of  Po
1 NORINCOY Ching Nonly Indu Cormp o P& Posts
il Telecommun ples Bank of Cluna i 4 Fuon Zon
SINOCHEM  Cluna Nation s lmpaon SINOPEC i Natwonal
etrotiemied Comr SINOTRANS ¢ al b Iransportation Corp SPC S

¢ Conu n, UNDEP United Nations Developriest rame ENICONM Ching 1 mited

Telecommunications <onp

May 15-July 15, 1997

Arrangement, value, and date reported

OnFlight Media (US)
Signed contract 10 be the exclusive air logo representative tor
China's Hainan Airlines. OnFlight will sell advertising for the
exterior of the airline's plines as well as provide in-flight
promotions. 3 97

Agricultural Commodities
and Technology

INVESTMENTS IN CHINA

Nichimen Corp. (Japan)/Ministry of Agriculture
Will establish rice-polishing joint venture in Heilongjiang
Province. (Jupan: 23%-PRC73%0). 7/97,

Government of Israel/Government of the PRC
Will establish joint-venture demonstration farm and processing
facility in Weifang, Shandong Provinee. 1o produce saplings,
flowers, and \L‘}:L'LI|‘»]\“~. and Process tlowers. \l‘f_:k'I.INL“\. and
truit. 6. 97

Government of Isracl/Government of the PRC
Will establish potash fertilizer joint venture in Qinghai Provinee
with annual potassium chloride production capacity set 1o
reach 800,000 tons. Csrael:43%-PRC-33%0). S1.5 million. 597,

Banking and Finance

INVESTMENTS IN CHINA

State Street Corp. (US), Mansion House Group Ltd. (HK)
Formed State Street Mansion House Investment Management
services Lid. joint venture 1o invest in China on behall of State

Street’s myestors in North America, 6-97.

OTHER

Dresdner Bank AG (Germany)
Opened branch in Beijing. 7 97

Bank of America (US)
Opened an office i Beijing, 6 97

The China Business Review / \jicuiber-Ocober 1007



Jardine Matheson Holdings Ltd. (Bermuda)
Completed global placement of curo-convertible bond for
Guangdong Investment Corp. S 130 million: 697

Chemicals, Petrochemicals,
and Related Equipment

INVESTMENTS IN CHINA

BASF AG, a subsidiary of BASF Group (Germany)/SINOCHEM,
Yangtze Petroleum Corp.
Will build petrochemical complex in Nanjing, Jiangsu Province.
10 produce 600,000 tons of arene and butadiene extraction
ethylene annually. $3.5 hillion. 7 97

Ssangyong Corp. (S. Korea), Byucksan Chemical Corp.

(S. Korea)
Will set up a waterproot pamt manufacturing jomnt venture in
Dalian. Liaoning Province, with annual production capacity ol
3,500 tons. 83 million, 7 97

Asahi Glass Co. (Japan), Itochu Corp. (Japan)/Shanghai
Zijiang (Group) Corp.
Established Shanghai Zijiang Asahi Urethane Co.joint venture
to produce a urethane svstem solution. 83 million. 697

Bayer AG (Germany)/Jinling Petrochemical Corp., a
subsidiary of SINOPEC
Agreed 1o establish Baver Jinling Polvurethane Co. Lt joint
venture, which will construct and operate a plant in Nanjing,
Jiangsu Provinee with annual production capacity of 10,000
tons of polyether formulation. (Germany:55%-PRCA5%0. 6 97
Bayer AG (Germany)/SINOPEC Shanghai Gao-Qiao
Petrochemical Corp.
Signed letter of intent to form a joint venture in Shanghai to
manufacture stvrene-butadiene rubber and butadiene rubber.
used m the tre and plastics industries, 697,

British Petroleum Co. (UK)/Shanghai Petrochemical Co.
Signed letter of intent 1o build petrochemical joint venture in
shanghar $2.5 hillion. 697,

Dainichiseika Color and Chemicals Manufacturing Co., Ltd.
(Japan), Mitsui and Co., Ltd. (Japan)
Formed jomt venture 1o produce colorants in China lor
commaodity and engineering resins, colored compounds, and
performance compounds. 697

Dow Chemical Co. (US)/SINOPEC
signed dletter of intent o set up ajoint-venture integrated
petrochemical complex in Tianjin municipality to produce
600,000 tons of ethvlene annually. CUS:S0M-PRCS00)
53 bilhon, 697

Elf Atochem, a subsidiary of EIf Aquitaine (France)
Created EIf Atochem China Investment Company Lid. holding
company 1o coordinate the group’s operations i China
S30 million, 697,

ICI Australia Ltd./Weihai City Factory No. 711 (Shandong)
Entered into joint venture to huild an explosives manufacturing
plant in Shandong Province. CAustralioe S0 -PRC: 20%0)

S15.6 million, 6. 97
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Kawasaki Sanko Kasei (Japan), Nichimen Corp. (Japan)
Established joint venture to produce resin compounds in China,
(97

Lonza AG, division of Alusuisse-Lonza Holding Lid.
(Switzerland)/NA
Formed joint venture to build a 3.000 ton-per-year nicotinamide
production plant in Guangzhou. Guangdong Provinee, to
replace the company’s Viege, Switzerland plant, 530 million,
697

Mitsubishi Corp. (Japan)/Zhangjiagang Port Authority
(Jiangsu)
set up Zhangjiagang Ning Ling Terminal Co. joint venture 1o
aperate a large chemical ank erminal at Zhangjiagang, Jiangsu
Province. The werminal will supply imported styrene monomer,
phenol, and synthetic Aber materials, 697

Nippon Chemical Industry (Japan), Nissho Iwai Corp.
(Japan)/NA
Will manutacture white phosphorous, o raw material used in
metal cleansers and food additives, at a new facility with an
annual capacity of 7.000 tons. (Japan:37"-PRC43%0)
SIs nullion. 697

Rhone-Poulenc S.A. (France)/Beijing Chemical Industry
Group
Agrecd o set up ajoint venture (o produce bindmg agents tor
cosmetios, fertilizer, and detergent markets at five production
sites in and around Beijing, (France:0070-PRC00), 330 million

(U~

Unocal (US)/Ministry of Geology and Mineral Resources,
Sichuan Province Fertilizer Corp.
Will form joint-venture nitrogen fertilizer plant in Sichuan
Province, (US:A0%0-PRC:GOM). 6 U7

OTHER

Westlake Group (US), Norsk Hydro ASA (Norway)/China
Jiangsu Pesticide Group Co., China Taicang Petrochemical
Co.
Obtained International Finance Corp. financing for construction
of a polyvinyl chloride resin and film manutactunng joint-
venture plant in Suzhou, Jiangsu Province. $46.7 million. 697

Consumer Goods

INVESTMENTS IN CHINA

Coty Inc. (US)/Yue-Sai Kan Cosmetics Ltd. (Shanghai)
Will build state-ol-the-art cosmetic manutacturing plant in the
Pudong New Areu to produce fragrances, color cosmetics, and
skin treatment products. 6 97

Fuji Electric Motor and Refrigerator Co., Ltd. (Japan), Fuji

Electric Co., Ltd. (Japan)/Shanghai Universal Machinery
Will establish Shanghai Universal Fuji Freezer Co Lud. joint
venture o manulacture commercial refrigeration equipment
using advanced production technology and management
expertise. 822 million. 697

INTERCAP Enterprises Group Inc. (Canada)/Shanghai Real
Estate Corp.
Signed joint-venture agreement to develop ac hain ol home
improvement centers in Shanghai. 6 97



Electronics and Computer Software

CHINA'S IMPORTS

Cisco Systems Inc. (US)
Won a mulumillion dollar contract 1o provide switches for a
new data network linking China's major banks and financial
institutions, 597

INVESTMENTS IN CHINA

Kasten Chase Applied Research Ltd. (US)/China Education
Electronic Corp,
Formed Bedjing Keivang Data Equipment C mpany Lid., ajoint
venture 1o rescarch, develop, market, and sell computer
networ I\II];: technole IICS, P wducts, and services, (US:T00-
PRC:3(0M"). 7/97

LTK Wiring Company Ltd., subsidiary of GPE Industries Inc.
(Singapore)/NA
Formed Shanghai LTK Electronic Cables Inc. joint venture to
manufacture electrical wires and cables. (Singapore: 800,
PRC:2000), $2.2 million. 7 97

Eltron International Inc. (US)/Chinatek Group (Beijing)
Will form joint venture 1o design, manufacture. and market
thermal-label and plastic-card printers, smart-card printing
systems, verifiers, software, and related accessories in five
Chinese cities. 6°97

Gemplus Technologies (France)
Will invest $12 million in two factories in China that will
manufacture smart cards. S12 million. 697

Optrex Corp. (Japan)
Will construct plant in a bonded zone in Jiangsu Provinee to
produce liquid crystal displays for use in cellular phones and
pagers. Approximately 80% of the venture's output will be
exported. S17.3 mullion. 697

Shibaura Electronics Co. Ltd., a subsidiary of the Toshiba
Corp. (Japan), Sumitomo Corp. (Japan)
Announced the creation of a jomt venture in Shanghai 1o
produce and market thermal sensors for use in air conditioners
and office automation equipment. 6:97

Trigem Computer (S. Korea), Ssangyong Corp (8. Korea)/
Xiamen Overseas Chinese Electronic Co. (Fujian)
Will set up a joint venture 1o assemble and distribute personl
computers, (5 Korea:700-PRC:A0M). 82 million. 6,97

Fujitsu Ltd. (Japan)/Nantong Huada Microclectronics Co.
(Jiangsu)
Agreed 1o set up Nantong Fujitsu Microclectronics Co. joint
venture in Nantong. Jiangsu Provinee, to build and operate a 40
million unit-per-month integrated circuit assembly and testing
facility Clapan:-40%-PRC:60%). S10 million. 597

OTHER

Microsoft (China) Co. Ltd., a subsidiary of Microsoft Corp. (US)
Signed letter of intent 1o enable ChinaNet users 1o access
Microsoft software updates on the Internet and provide Internet
users with Microsoft browser software. 597

Engineering and Construction

INVESTMENTS IN CHINA

Cardo Door AB, subsidiary of Investment AB Cardo
(Sweden)/NA
Formed joint venture in Shenvang Provinee 1o assemble and
market sectional overhead doors. (sweden:6070-PRC w0, 6,97,

Citicorp (US), Lafarge Group (France)/China Everbright
Group
Will form a joint venture to produce cement and building
materials. $300 million. 697

LG Industrial Systems Co., a subsidiary of the LG Group
International (S. Korea)
Announced plans to increase its total investment in China from
S40 million to 140 million by 2000, 6/97

Morgan Construction Co. (US)/Baoshan Iron and Steel Corp.
(Shanghai)
Signed contract to design and build a wire-rod mill with an
annual production capacity of 400,000 tons. 697

Owens-Corning Co. (US)/Shanghai Building Materials
(Group) Corp.
Set up ajoint venture o design and produce heat- and noise-
resistant insulation products. made primarily from local waste

gliass, for use in housing and industrial buildings, $30 million.
(S

Phillips Petroleum (US)/Shanghai Petrochemical Co. Ltd.
Formed joint venture to build 11,000 ton-per-year polvethylene
pipe plant in the Pudong New Arca, 697,

Environmental Technology
and Equipment

INVESTMENTS IN CHINA

Fortune Port Profits Ltd., a unit of Continental Mariner

Investment Co. (HK)/Fuyang Water Authority (Zhejiang)
Announced plians to invest in a joint venture to supply water (o
Fuvang, Zhejiang Provinee, (HK:A00%0-PRC:34%). $17.57 million
6/9D7.

OTHER

PCC Group Inc. (US)
Has secured Japan Ex-Im Bank funding for joint venture tire
recyveling plant in Hainan Provinee. $12 million. 6/97

World Bank
Will finance water transfer from the Yellow River to the Fen
River in northern Shanxi Provinee through a system of tunnels,
aqueducts, and reservoirs, The Bank will also support technical
assistance, traimng, and related costs 1o reform water resource
institutions, help control water pollution, and manage industrial
waste in the provinee. $400 million. 6797,

Food and Food Processing
CHINA'S INVESTMENTS ABROAD

Myanmar Sugar Cane Enterprises (Burma)/China National
Complete Plant Import & Export Yunnan Corp.
signed an agreement to build two sugar mills in Burma with a
daily capacity of 2,000 1ons, 697

INVESTMENTS IN CHINA

Hoechst AG (Germany)/Nanjing Chemical Industrial Group
Co. (Jiangsu)
Agreed to form joint venture to produce +,000 tons a vear of
sorbic acid and potassivm sorbate: (Germany:0000-PRC: 4000,
529 million. 6 97,
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Q.P. Corp. (Japan)/NA
Formed Beijing QP Foads Co. joint venture to procduce and
market strawberry jam in China using domestically grown
strawbernes. 697

Machinery and Machine Tools
INVESTMENTS IN CHINA

Grundfos Group (Denmark)
Opened pump factory in the China-Singapore Suzhou
Industrial Park. 797

Eaton Corp. (US)/Weihei Measuring Tools Factory
signed joint-venture agreement to manufacture washing
machine controls tor the Chinese market. 697

Medical Equipment and Devices
CHINA’S IMPORTS

Kendall Healthcare Products Company, a subsidiary of Tyco
International Ltd. (US), US-China Industrial Exchange Inc.
(Chindex) (US)
Announced agreement to give Chindex exclusive nights o
market, sell, import, and distribute Kendall products in China
697

INVESTMENTS IN CHINA

Essilor International Group (France)/Shanghai Songjiang
Industrial Co.
Will set up Shanghai Essilor Optical Co. Lid. optical lens
production joint venture with annual production of 1.3 million
lenses and expected capacity of 4.3 million lenses by 2000
$33 million. 6,97,

Metals, Minerals, and Mining

INVESTMENTS IN CHINA

Pohang Iron & Steel Co. (S. Korea)/China National Ferrous
Metal Material Corp.
Agreed to set up ajoint venture in China to produce 100,000
tons annually of tin plates for use primarily in food and
beverage cans. (5. Korea:90%-PRC:1000). 8545 million. 797,

Dongbu Group (8. Korea)/Guizhou Kailin Group Co.
Will build storage and drver facility for phosphate ore, a
material used to make composite fertilizer. $1.2 million. 697

Packaging, Pulp, and Paper
CHINA'S INVESTMENTS ABROAD

Advance Agro (Thailand)/Government of the PRC
Will build new pulp mill in Prachinburi, Thailand to produce
700,000 tons per year of pulp for export to China. ST hillion
697

INVESTMENTS IN CHINA

Hansol Trading Co., an affiliate of the Hansol Group

(S. Korea)/Pailou Talc Mining Co. (Liaoning)
Completed a joint-venture plant in Dandong, Liaoning Provinee
10 produce tale powder to be used in paper manutactunng.
(S, Korea: 13%-PRC:8T%). 697
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Petroleum, Natural Gas,
and Related Equipment

CHINA'S IMPORTS

Saudi Aramco (Saudi Arabia)/SINOPEC
Signed letter of intent to export Saudi crude oil to China and to
study the possibility of participating in a refining and marketing
joint venture in China, 697

CHINA’S INVESTMENTS ABROAD

China National Petroleum Corp.
Bought a 607 stake in Kazakstan's Aktvubinsk oil company
S4.3 hillion. 697,

Government of Russia/SINOPEC
signed a memorandum of understanding for joint development
of oil and gas fields in eastern Siberia (Krasnoyarsk. Irkutsk,
and Yakutsk), including construction of pipelines to China
s7 hillion. 6,97

INVESTMENTS IN CHINA

Agip, a subsidiary of ENI S.P.A. (Italy)/China National
Petroleum Corp.
Formed Chinagip Overseas Petroleum joint-venture oil and gas
company 1o cooperate worldwide in oil exploration, production,
refining, distribution, and sales. (Ttaly:5000-PRC:50%0). 697

Chevron Overseas Petroleum Inc., a unit of Chevron Corp.
(US)/China National Petroleum Corp.
Signed a production-sharing contract to explore tor crude ol
on a4 693 square-mile tract in the Shengli Field complex in
shandong Province. Chevron plans to drill two deep wells at
the site. S8 million. 697

NIOC (Iran)/CNOOC
Established o joint venture for oil exploration and production in
China and Iran. 697,

Fortune Qil PLC (UK)/China Aviation Oil Supply Corp.
Created 2 joint venture to sell jet fuel and aireraft refueling
services for up 1o 10 airports in southern and central China
$20 million. 597

Keppel Integrated Engineering (KIE) (Singapore), Shell
China Ltd. (the Netherlands)/Suzhou Industrial Park
Committee (Sipac)
Fstablished a joint venture to develop and manage liquefied
petroleum gas (LPG) facilinies to meet gas demand of phases 2
and 3 of the Suzhou Industrial Park. (Singapore: 200, the

Netherlands: 453%-PRC:33%0, $10 million. 597

Pharmaceuticals
INVESTMENTS IN CHINA

Kirin Brewery Co. (Japan)/Shanghai Kunpeng Investment Co.
Will set up joint venture in Shanghai to produce and markcet
two drugs developed by Kirin—Espo. which treats renal
anemia, and Gran, a granular colon stumulating factor designed

Japan:T0%-PRC: 30%0), 26 million. 6,97

as o hematic drug

Beaufour-Ipsen Pharmaceutical Group (France)/Tianjin
Pharmaceutical Co.
Announced plans 1o establish Beaufour-Ipsen Tianjin
Pharmaceutical Co., Ltd. joint venture to produce the French
company’s drugs Smecta. which is used o treat diarrhea, and
Fanakan, which is used 1o treat cerebral ischemia. 24 million

597



Ports and Shipping
INVESTMENTS IN CHINA

American Consolidation Services, Ltd. (ACS), a unit of APL

Limited (US)/Shenzhen Chiwan Wharf Holdings Ltd.,

Shenzhen Sungang Warchouse Holdings, Lid. (Guangdong)
Launched a jomt venture to develop and operate a
consolidation and logistics center in Longhua, Shenzhen. The
center will offer a full range of support. including
consolidation. distribution. container storage. and container
repair. $27 million, 597

Hanjung Corp. (S. Korea)/Jiangnan Shipbuilding Co.
(Shanghai)
Formed a ~Iu}\ t'n"_'int‘ m.nml.lm::mg f::ilﬂ venture o pre wluce
SO units of small and mediume-sized ship engines annually,
(5. Korea P e-PRC:S 0, 820 nillion. 597

Power Generation Equipment
INVESTMENTS IN CHINA

AES Corp. (US)/North China Electric Power Corp., Jiangsu

Province Investment Corp., Jiangsu Provincial Power Co.,

Shanxi Energy Enterprises Co., Shanxi Provincial Power Co.
Formed Yencheng International Power Co. joint venture to
build and operate a 2, 100MW mine-mouth, coal-fired power
plant in Shanxi Province. (1'S:25%-PRC:73%0). $1.6 billion
0,97

CEA Asia Inc., a division of Public Service Enterprise Group
Inc. (US)/Tongzhou Energy Co. (Jiangsu)
Formed Tongzhou Meiva Cogenceration Co. Lid. joint venture to
construct and operate a coal-fired cogenceration power plant in
fongzhou, Jiangsu Province. (US:8076-PRC: 20000, 6 97

Electricité de France International S.A. (France), China Light
& Power Co. Ltd. (HK)/Shandong Electric Power Co.,
Shandong International Trust and Investment Corp.
Will build a 3.000MW power plant in Shandong Provinee 1o be
operated joimntly for 20 vears, after which tull control will reven
to the Chinese partners, (France: 190", HK:29 400-PRC-S51%)
S22 billion. 697

Enron International (US), Singapore Power International, a
subsidiary of Singapore Power
Formed EnSing Power Pre. Lud. joint venture to develop small-
scale power projects in China. The projects will be similar 1o
the plant opened by the two companies Last year in Hainan
Province. (LSS0, Singapore:S0%a), 697

Singapore Power (SP), United Engineers Ltd. (UEL)
(Singapore), Government of Singapore Investment Corp.
(GIC)/East China Power, Anhui Electric Power Development
Co., Anhui Electric Power Co., Hefei Construction &
Investment Co.
Will build and operate two 350MW coul-fired generators in
Anhui Provinee. (Singapore: 49°0-PRC:S 100, $360 million. 697

YTL-CPI Power Ltd., a joint venture between Malaysia's YTL
Power International Bhd. and China Power International
Holdings, Ltd., the investment arm of China’s Ministry of
Electric Power/Jiangxi Provincial Government
Agreed to build a power project in Nanchang, liangxi Province
[he project entails the acquisition of two existing 125MW
steam pulvernized coal-fired generating units, as well as the
construction of a 300MW coal-fired plant. $57.7 million. 697

OTHER

World Bank
Will Joan Shanghai Municipal Electric Power Co, funds 1o build
twor large coal-fired thermal units for its Waingaogiao plant. $400
million. 697

World Bank
Endorsed aloan 1o create an independent power company. the
Tuoketuo Electne Power Generation Co. (TEPCG), which will
build a power plant in Inner Mongolia to supply electricity to
the rapidly growing Betjing-Tianjin-Tangshan region.
S1400 million. 597

Property Management
and Development

INVESTMENTS IN CHINA

Sealand Housing Corp. (Canada), NA
Will build 1000 Tuxury bungalows on 182 hectares of land in
Beijing. SO0 million. 6,97

Singapore Technologies Industrial Corp. (STIC)/Sichuan
Exhibition Center, Sichuan Huayang Enterprise Group
Will build a 250-room hotel in Chengdu, Sichuan Provinee, and
form a Singapore-hased management company 1o oversee
operations of the hotel, (Singapore:33%-PRC:45%0). $8 million
09

OTHER

The Ritz-Carlton Hotel Co., L.L.C. (US)
Signed an agreement to assume management of the Portman
Shangri-La Hotel in Shanghai. The hotel will operate as The
Portman Ritz-Carlton, Shanghai, effective January 1, 1998, 7 97,

Telecommunications

CHINA'S IMPORTS

Alcatel Alsthom Compagnie Générale d'Electricité (France)
Will supply Jiangsu P&T Admmnistration with infrastructure
cquipment for its GSM network in China 1o increase the
coverage of the network 1o 450,000 subscribers. $38 million
097

Tadiran Telecommunications Limited (TTL) (Israel)
Will install wircless loop telephone equipment in Beijing
S1O million. 6:97

INVESTMENTS IN CHINA

General Instrument Corp. (US)/Huaguang Satellite Cable TV
Will torm ajeint venture to produce General Instrument's
DigiCipher 11 MPEG-2 digital consumer satellite receivers for
use i bringing educational and entertainment television
programs to 800,000 villages in China. 6/97

IM Ericsson Telefon AB (Sweden)/Wuhan Research Institute
(Hubei)
Established a joint-venture company. Wuhan Yangtze Ericsson
lelecommunications Co. o produce synchronous digital
hierarchy (SDED broad-band netwaork systems tor the Chinese
market. S10 million, 697

Prodigy Inc. (US)/China North Industries Corp. (NORINCO)
Will establish ajomt venture 1o provide Internet access service
n China. $30 million. 697
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General Instrument Corp. (US)/China Radio & Television Co.,
Xian Yellow River New Era Co. Ltd. (Shaanxi)
Signed a letter of intent to form a joint venture in Xian's High
Tech Development Zone that will manufacture Magnitude
MPEG-2 DVE SR-3300 satellite receivers for sale throughout
China. 5/97

Hong Kong Telecommunications Ltd., a subsidiary of Cable &
Wireless (UK), Nippon Telegraph & Telephone Corp. (NTT)
(Japan), Itochu Corp. (Japan)
Agreed to form PHS International joint-venture company 1o
produce and market mobile phones in China, 5/97

OTHER

Cable & Wireless PLC (UK)/China Telecom
The British telecommunications company agreed to sell a 5.5%
stake of its 39% holding in Hong Kong Telecommunications
Ltd. to China Telecom. $1.18 billion. 6,97

Transportation

CHINA‘S TMPORTS

Airbus Industrie (EU)/China Southern Airlines Co., Ltd.
Will sell o China Southern Airlines 17 Airbus A320 aircraft by
1999. The agreement calls for Airbus to deliver 10 aireraft o
China Southern in 1997, 3 in 1998, and 4 in 1999. 6/97

Unisys Corp. (US)/Air China
Announced that Air China has implemented the Unisys Airpon
Passenger Processing System (APPS) at Beijing Capital
International Airport to improve departure control procedures,
customer service, and safety. /97,

INVESTMENTS IN CHINA

Toyota Motor Corp. (Japan )/Tianjin Automobile Industrial
Corp.
Announced the establishment of a joint venture in Tianjin
municipality to produce engine drives, steering wheels, and
other automobile parts. 7/97.

AB Volvo (Sweden)/China Heavy Duty Truck Group (CHTG)
Agreed to form joint venture in Jinan, Shandong Province to
manubacture heavy-duty commercial trucks, including container
trailers, engineering loader-unloaders, and cement mixer
lorries. 6:97

Airbus Industrie Asia (EU), Science and Technology

Company of Singapore/Aviation Industries of China
Established joint venture to manufacture in China the AE310
and AF317 commercial jet aircraft. (EU:39%, Singapore: 15%
PRC:406M). 6/97.

Fuji Heavy Industries Ltd. (Japan)/Guizhou Yunque (Lark)
Car Corp.
Will establish car production joint venture with annual
manufacturing capacity of 10,000 compact cars. (Japan:49%-
PRC:31%0. $72.1 million. 6,97,

General Motors Corp. (US)/Shanghai Automotive Industry
Corp.
Launched an auto venture in Shanghai to manufacture Buick
sedans and cooperate via a $30 million wechnical training center
to design a new generation of cars for China's domestic market,
(UIS:S0M-PRC:S0%0). $1.57 billion. 697
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GZI Transport Ltd. (HK)/Guangzhou Highways Development
Co. (Guangdong)
Signed a joint-venture agreement to develop and operate three
sections of highways in southern China. $350 million. 6/97.

Kawasaki Heavy Industries Ltd. (Japan), Itochu Corp.
(Japan)/Hainan Sundiro Co.
Announced plans to create joint venture to manufacture 175-¢c
four-cylinder motorcycle engines, with expected annual
production of 100,000 units by 2000. (Japan:49%-PRC:S1%).
$29.9 million. 6:97.

Lear Seating Corp. (US)/Jiangling Motor Group Co.
Fstablished joint venture to manufacture automobile seats for
cars produced by Jiangling’s joint venture with Ford Motor Co
$30 million. 6/97

Daewoo Corp. (S. Korea)/Tianjin Long-Distance Bus Co.
Agreed to set up Tianjin Jinwoo Transportation Co, joint
venture to provide express bus transportation. The new
company will build a bus terminal measuring 19,800 s¢ min
northwest Tianjin, (5. Korea:50%-PRC:50%). $10 million. 5/97,

Shanghai Sofima Automotive Filter Co., Ltd., a wholly owned
venture of the UFI Group (Italy)
Began production of filters used in automobiles, motorcycles,
trucks, and farm machinery in the Qingpu Industrial Park near
Shanghai. The venture has an annual production capacity of 4
million units, and will export 50% of its output.
$35 million. 5/97

OTHER

ADB
Will finance the expansion of multipurpose cargo handling
berths in the Dongdu area of the Xiamen Port to help alleviate
capacity and operational constraints. $50 million. 5/97.

Miscellaneous

INVESTMENTS IN CHINA

Daewoo Corp. (S. Korea)/Shanghai Lansheng Group
Established Shanghai Lansheng Daewoo Co., a joint-venture
trading firm. (8. Korea:49%-PRC:51%). $12.5 million. 7/97.

Mitsubishi Corp. (Japan), Continental Grain Co.
(US)/Dongfang International Co.
Fstablished Dongling Trade Co., a joint-venture trading
company. (Japan:27%, US:22%-PRC:51%). $12.5 million. 7/97

Sunkyong Corp. (S. Korea)/China National Technical Import
and Export Corp.

Will form a joint-venture trading company in Shanghai,

(S. Korea:49%6-PRC:51%). $12.5 million. 7/97

Golden Harvest Ltd. (HK)
Will build 12-screen multiplex cinemas in Shanghai and
Guangzhou. $10 million. 6/97.

OTHER

International Development Association, a unit of the World
Bank
Approved a project to promote primary and secondary
cducation in China through school renovation and construction,
provision of equipment, student assistance programs, and a
pilot textbook rental program. $85 million. 5/97.
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It was not necessary to be in Hong
Kong itself to witness the historic
evening of June 30, 1997. The multitude
of press that descended upon the island
ensured that no matter where you were,
you were probably deluged with a near-
constant barrage of reporting on the
events culminating in the handover of
Hong Kong to China.

During the weeks leading up to the
event, | traveled from Hong Kong to
Shanghai and Beijing. I found that my
various vantage points offered some in-
sights into the impact the return had on
the average Chinese citizen. Each city
viewed the occasion from its own per-
spective, and approached the celebra-
tion with a different attitude. 1 had
looked forward to the prospect of expe-
riencing the event from the PRC side of
the coin, and 1 was not disappointed.

Upon my arrival in Hong Kong two
weeks prior to the handover, the endless
taxi queue at the airport (nearly as long
as the line that wraps around the termi-
nal at Christmas time) was the first indi-
cator that something extraordinary was
afoot. But the mood of the Hong
Kongers themselves had not yet turned
festive, and people on the street contin-
ued to go about their business as usual.
Few decorations were visible; souvenir
stands had yet to spring up. But I sensed
a latent sense of urgency, as if a ty-
phoon were fast approaching, in the
way consumers were planning to stock
up on food and videos to carry them
through the five-day holiday. Only the
newspapers belied the outward air of
normalcy, with pages and pages of arti-
cles devoted solely to the imminent han-
dover.

By the time I left Hong Kong—ijust
over one week before the handover—
some frivolity was beginning to bubble
to the surface. Lights were strung up on
buildings; a brightly colored dragon had
snaked its way around the Tsim Sha Tsui
peninsula; song lyrics were published in
the papers so that people could practice
for the world’s largest sing-along fest (to
be listed in the Guinness Book of World
Records); and multitudes of party invita-
tions were being sent out,

In Shanghai, more noticeable prepara-
tions were well under way. The hotel in
which 1 was staying had unfurled a pair

of red celebratory banners covering 10
stories. Other buildings throughout
Shanghai sported similar attire. Huaihai
Lu, the city's fashionable shopping area,
was festooned with multicolored flags,
while potted plants lined the street in
honor of the occasion. Many residents
were planning to take part in Shanghai's
own festival of songs, in which they
would line both hanks of the Huangpu
River to form a chorus led by a conduc-
tor stationed on a mid-river float.

But Shanghai's enthusiasm paled in
comparison to Beijing's. My flight to the
capital gave me a taste of what was to
come: no sooner had we finished the
safety demonstration than we were sere-
naded by a long music video showcas-
ing a variety of professional singers and
people of various ethnic backgrounds
joyfully singing about the return of
Hong Kong.

Beijing itself was dressed to the nines,
Billboards, banners, and flags cheered for
the handover. “Hong Kong's tomorrow
will be even better,” some proclaimed.
Others more somberly noted that the
event would “wipe out 100 years of hu-
miliation.” Tiananmen Square was filled
with more than the usual number of local
tourists, many waving the patriotic flags
that vendors were selling faster than they
could hand out. Sold in pairs only, the
matching set contained one PRC flag and
one Hong Kong SAR flag sporting the
baubinia flower. Smiling children furi-
ously waved the flags while their parents
took their pictures in front of the hand-
over clock, ticking away the seconds un-
til the stroke of midnight on June 30.

The official mood in Beijing I can de-
scribe only as purposefully convivial.
Despite the gay exterior, two films were
released just prior to the handover to re-
mind the nation of the day’s true mean-
ing. “The Opium War” detailed the
events leading up to Britain's acquisition
of Hong Kong, while “Red River Valley”
depicted the United Kingdom's later in-
cursions into Tibet. Neither movie left
the audience with any doubt about how
they should feel toward the invaders,
and cheers often went up in the theater
when China repelled or refused to suc-
cumb to the foreign aggressors. It was
this attitude and these themes that per-
vaded the festivities in Beijing.
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Though everyone in Beijing was ex-
pected to be swept up in the celebratory
mood, not everyone was allowed to par-
ticipate in the official celebrations. The
events in Tiananmen Square on the night
of the handover, and those of the follow-
ing evening in the Workers’ Stadium,
were by invitation only. The people of
Beijing were urged to stay at home and
watch the entertainment on television.

Staff of the US-China Business Council
held their own informal party that
evening, but as midnight approached
we longed for a piece of the action.
What better place to view the gathering
in Tiananmen Square than from our Bei-
jing office, which commands a view
down the main strip into the city center?
So off we biked, first through quiet resi-
dential areas, then through crowds of
people as we neared the main road
Once in the office, we turned on the
television to view the only broadcast
available: the handover (carried simulta-
neously by every local station and con-
trasting only with CNN's own coverage).

The moment the PRC flag rose over
the descending British flag, we peered
out the window, ready for some excite-
ment. Local television stations, fixed on
the stage in the center of the square,
were ablaze with fireworks. But the
view from our window showed only
murky blackness, much to our disap-
pointment. A hot hazy evening coupled
with low-lying fireworks were to blame,
and we had to be content with the tele-
vised version of the revelry. Though the
official merrymaking continued through
the wee hours, we called it a night even
before former Governor Patten had fin-
ished his quayside goodbyes and de-
parted on the Royal Yacht Britannia.

The following evening featured hours
of speeches, dances, and song—all, of
course, available for viewing on TV. Yet
with the dawn of July 2, it was back to
the old grind. A bit weary after witness-
ing the passing of an era and the com-
ing of a new age, I made my way back
to the tasks at hand like the rest of the
world.

—Kimberly Silver

Kimberly Silver is director of Business
Advisory Services in the US-China Busi-
ness Council’s Washington, DC office.
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