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Opening Your Business to the World"
ln China, relationships are everything.

Since 1924, we have been serving the China market - and today we are

the largest foreign operator in China offering shipping services, logistics
and container terminal services to importers and exporters worldwide.

Call us today to see how we can expand your China business.
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Chinese Citiea Rank Arnong the World's
Most Expensive

According to a .ost-of:living strrvcy published
by l\lerccr Hunran Rc\ource Colsulting LLC in
June. half of thc worl.l'. l0 most er1'cnsive citics
are in Asia. Although lirkyo has rcplaccd Hong
KonS ar the world's llrost expensivc city, rnany
othcr citics in (lhina runked among tlre lop 20.

Hong Kong nou'rankr nuntber.l, folkrwcd b1'Bei-

iing itt number 5; Shanghai drops to 1116 01o.",
and Shenzhen and (itrangzhou tie fi)r lltth Placc'.

'l hc survey exanrines thc conrpar0tive cost o[
nrore lhiin 200 itenrs-includ irrg housing, food,
clothing, houschold 11oods, transportation, and
entcrlainment-acrors 144 cities- According to
Merccr, thc data is designcd to hclp multinational
corpr)r.rti()ns Jnd Eovcnlrncnts dclcrnlina !()nlp(n-
sation dll()wances ti)r cxpatriate workcrs.

Star-Rated Hotels on the Riae in Chiha
'thc (.hina National lirurisnt Adntinistration

(CN'IA) reports thdt (:hina hnd 8,t180 slar-rated
hotels at the end of 2002-up by 1,522 hotels from
2001. (lN'lAs 2002 sratistics rccord 175 five-star,
635 four-star, 2,846 threc-st,rr, 4,414 lwo star, and
810 one-star hotels."lhough hotel ratirrgs are deter-
mincd differently in each country (and evcn in rc-
gions within a counlry) the more strrs a hotel has,

the morc services and anrenities it shoukl offer.

Olympic Committeea Unveil Beiiing
2oog Olympica Logo

-l he Ileijing Organizing Conrrnittce for the
Games of the XXIX Olympiad (BO(lO(i) presented

the official Reiiing 200u Olympic (iamcs entblcnr
during a joint BOC(Xi and lnternaliurirl Olympic
Cotnmittce ceremony in August. l'he cnrblem,
which is entitled "l)ancing Beijing," was chosen
from among 1,985 cntries and rescmblcs a danciltg
figure reminiscent oI the character for "capitul"
carved into a red Chinese seal. Accorciing to
BOO(Xi, the logr conrbines elements of traditional
Chinesc culture with Olympic spirit and values.'lir
view the fogo, visit www.beijing-2(k8.org.

Short Takes
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China Facts:
O ExchanSe ratei Y8.:76-li.llt k) S I

a Current account surplus,2002: S-15..1 t)illior)
O Current account surplus, fanuary-fune

2003: $1.5 hillioo
O Foreign exchange reserves,2002: $:1t6.1

billion
O Foreign exchange reserves, lanuary-June

2003: $ 1.16.5 billion
O Foreign direct investment (utilized ), 2002:

$50.7 trillion
O Foreign direct investment(utilized),

fanuary-rune 2003: $-30.3 billion
O Foreign-invesred enterprises' share of

China's total exports in 2002: 5l Prr(cnt

RMB basics
Irrge inlLrrvs ol lirreign tuncls lntl l.rlgc

(\port voltlrncs nrc l)uttiog up$'nrd prcssurc ()tl
the vrlrrc oi thc llN,lll. l-his seenls hirr(l to (lis|1rtc
'lhc rcason lirr this pre'ssrrrc is th.rl tirsl, nlorc li,r
r'igrtrrs u'lrrl to huv gootls and rerviccs vllucd in
Rl\ll'1, so the! rrcrrl to eonr.ert ti)rr'iun crlrrcn(y t)
Rl\lli to rn.rkc thtir pur(hn5es. Se.{)nd, nr()rc
R\llt lroltlcrr .rrc sr,llirrg things Ii:r doll.rrs .rnti
n('cdil8, lo conrcrl thc dollars bLrck to ltirlll.

lhis dcnr.rntl lirr llll13 dlivcs up ils v.tluc rtlir,
li!c l() ()thrr (urrcn(ies cvcn lhc Ll5 dollar. to
rvhich it is ticrl. lhc I)R(lgovcrnnrcrrl is rolt-
.erncd i!hout thc villuc of lhc' lllVIi .rgnirrsl lhc
dollar and olhcr crrncnaics for scvcrnl trils(]rrs,
though rrot thc slntc oncs thlt cr)lcern li)rcign
firrls or the politicLrrrs ryhosc cars lht,v [rend.

()rc rclsrrn ir th.rt .r higher IlNlll could htrrt
l'll(l [r.rsctl r\l]()rlcr:,, xt lcast in theorr, hv rn.rk-
ing thcir grxrcis nrorc e\perlsi\-c ()\'arsans rclirti\'c
trr S,,rrtl. rltrtrrrtrin.rtr'J rr (,th(r (rtrr.n(i(\. \lt((
cxports nre cnr.inll! iorpo[t.rnt to (]hin.r'r r'eo-
nonri. Browlh, lhc govcrnment is h.rth to nrirkc
lili' hardcr lirr cxportcls. (Of.oursc, il thc I{Nll}
werc t() risc,rgniltst olhcr aurrencics. inrp()rts

EWS
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The Volue of the Renminbi
Irc v.rlue ol'the rcnnri|hi (ll\lll) ,lg.rinsl
rnirjr:r aulleocics has lreconrr a .r,rr
lL'rttiorrs is'trr'in 1'trlitiL,rl rir.lur rrr ru.ent

nrollths (-vt p.6). (:hinls elTectivlj plrg to tltc LIS

doll.rr has lctl trr ,r clccline ol thc IiNlli crch.rng,c
rJlc JgJirrst ()thcr nrxi{rr aLlrrencics, P.rrticrrl.rllt
thc curo rnd lha ),an. f.uroFL'an, lapancsc,.rncl
evcn L'S conrpirnics.rnd thcir qovL.rntnL.nl rrprc-
:!cnl.ltivcs hnvt.r..tlsccl (lhin.r ol [,rrrpo\.lilllv
unciclv.rluing Ihc l{i\ll} to rnakc alrcatlr corrrpet-
it ir ch pri.crl t hirrc\( (\Nr l\ ( v.rr,. lr..rp. r irr
o\crs.ls rrr.rrkcts- l\larl China-lr.rsctl brrrincss
peoPlc .rrc I'urrili.rr $ ith lhis dchnt.. l ll(' (llres-

tion is, irrr lhc .ritics right? And if so, $'hut. il
nnythio!,, rr!' I)lt(, ollicirls Iikcly to rIr?

usc'ri rs inftrts lir linishccl crPorts r,,ould
lrcconre chc'irpcr, c;rsirrg llrc paio to sonre
r'xlent-aDd also undcrnrining thc ilrgunrc t

thrt a highcr IliVlll rv<rulLl hclp lirrcign-nraclc
gouls cornpctin g .rgli nsl ( ihi ncsc'nrircle goorls. )

Anothcr is thlt (lhirr.i is iust cnrcrging fronr

1'c.trs of tlcfhlion. l)cll.rtion, rvlrich is tletinccl as

l llll in thc scncrnl pricc lcvcl, supprt'sscs con-
\ulllPtion itnd (Jn (Jusc.rl] eaon{)nrv lo stirg
n.ttc. A hiEhcr ltl\lll corrlcl l,u\h Chin.r btr.k into

Continued on page 55
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The RMB
Controversy
and Beyond

A s the US Congress dcparred lionr Washingk)n for its l()n!l surnltrer rtccss, more than a lirr
menrbers took tinrc to pul stalr'nrents on the record, or to proPose letiislation' $ ith rc'gard

to the following:

O 'lhc valLrc ol (lhinl's curr.nc\', thc rcnnrinbi
( Iii\l ll), ng,ainst thc US d()llxr;

O I hc rapid growlh ol (lhin.sc r\porls to lh.
( lnilc(i St.!tcs:

O 'lhc grorvth of US investnlcnt iD (lhinit,

including nrirnufacturing invcslnrcnti

O 'lht'difhcLrlties facing rvorktrs in thc US

rranufactrrrinll seckrr;

O 'lhr.rllcgedly causal rclirtionships anrorrg the
precer.iing.

'l hc cxccutivc brlnch fell thc hcnt. Lcltcrs

li(nn (:()nF,rcss k) th!' pr.sidcnt ilrl(1 r)th.r nrcs-

\.rF.\ lrorn thc Hill t,' thc crcitttirc,tgttl.rc'
turg,c,.l thc adnrinistration lo .onvin.c (.hin.t lo
lLrat or rr:valuc its crrrrcncv itglinrl thc clolllr, or
clrc k) \lrilr [)nck rt China [rrr its.rllegcrl rttlniP
tul.rtion rrl thc currencv to thr:rpcn its gorrds in
(lS nrlrkcts and suck cnrpkrl nrcnl (rc.lting tlS
invrstnrrnt ink) (lhina. A put)licily trip bv cabintt
nlanrbcrs t() nridwcstcrn pllnts ttnleitshcrl r krr-'

rcnl ()f ilnxicty over China's econrrrrric prowcss.
'l his w.rvc of Anrcricitrr rcscrltrlrctll lownrd

(lhirra is lrol univcrsal. It is li).lrsc(l, is lrir(ic'
rclalcd conccrns havc bccn io thc past, on scc'

tor\ ol lhc L'S ccoronrl nrost dircctlv alli'ctcti
bv lirrtig,n compctition. lt is inrpellcd lirnvlrd irt

p.rrl bv,\nrcricln conrParrics lircing tlintirtishccl
htr\irlc.\ [1r('\Pc(l\ irr,r skrrr [ :.'i,,tt,,ttrv. ritrnB
conrpctition fronr (lhirrese rilals, anrl lrtrrll-.r of
.\rncrican entplovees. It tlrlws ls rvr'll on lirnril-
iar eonstitucncies and politicll ligtrrcs rvho, a

l(\^ v..r. r8,,. \ i!1r,r,,u'lr ,,1'p,'.cJ l \ Sr,rIrlrrlH

Lotter f.om tho Prelident

ol PcrnlJn('r)t Nornr.rl liadc l{ct;itions (l'N I'lt)
during thc grcat congr-cssional dcbatc on l'N Ili.
Iirt it rrlstr inclurlcs thc voicts of sonrc trarlilion'
al supportcrs ol cxp.tndcd trade with (lhin.r.

(i)ncurrcntl),, Anrcri..tn lcxtile trndc grouPs

arc'6cr,:cly nrrking thc c.tsc'that unlcss tlre []S
govcrrlnl!'nt nat\ quiaklv lo pr()lect c'ndangcrcrl
textilc Iirrns lnrl rvorkcrs, (lhina's ot err''hr'lnt itrg

I'nrses. in lc\til( .rrr.l .rp1'.rrcl nuntrl.rittrrirrg
rvill cixrnr thc cntirc LIS industrr'.

Oo thc rx)n trarlc 1iont, ironicallv.lhc Llnitcd
Statcs antl ( lhina alr gctting nlong on thc \ur-
lirrc l', tt.r th.rrr thcr h.rrr. irr )'(.lrs. lharL r\
co()pcrnti()n rrn North Krlrea and c1)untcrlcrror
isrrr. llr. trv,' 'i.1.l. lt.rrc rc.r.h.d.t rrcrr ttr.trilit:t,
lgrL'!'nrcnl .rlicr I0 ycars ol tliscussion.'lhc
Llrirr(\c J( l( nr( rttini'tcr r' ill rru,rr r ir it

\\hshinBlorr nlicr ,vcnrs oI cstrnngc'mcnt l)ctrvacn

high nrilitarv authoriti.s in lhc trvo n.rtiolls. l'h.
b,rttlcs .rg.tro'l I I I \ /AI I )S .tItd \crurc.l((rl( r( \li-
rirtorf svndr()rra havc hrouliht atxrul cLrscr

bilatcr;tl eont.rct'. ()lcl l'rictioos seent undcr con
tro! ti)r thc linr( [)cir]g.

l)ocs lhc (rrrrenl lirr()r olcr th.'l{Nlll nn(l

Chinl's inrp.rct ()n th. LIS c.ononrv nr.an lhnt
tlt'spitc thcsc positivc dcvelopmcnls wc itlc
falling, into r crisis with (lhinrr? It coultl, bul I

don't llrink it (locs.

At thc lrc.rr t ,,1 lhis strrr:rrrrr ll.rreup ir .r ;t.rr.r_
dor. No plactieallv inrrginlble increasc in thc
Rlrlt] s vrlLrc rrrrulcl clinrinatc the vcrl phcoonr-
cnl that havc lcri to US rlenraods tirl l)l{(lactitrn
on lh. !urrcnrv in lhc firsl plJ(c: rising erports
l, lhc Unllcrl :l.llc\, trr)\l intl t S invc'lttt. rrt rrr

()hina, incrcasing conrpclitiveness of (ihine\.
6rnrs l-rotlr irr th,: (.lrincrc nr.rlktt tnd lbroad,
ancl job lossts in thc LIS nTirnulicturing seclor.

6 September-October 2OO3 fHE CHINA RUSINESS BEVIEW



\Videning thc IiNIB trrtling band bv I or 2

pcrccnt-n possiblc ['R(i rcsB)llse to Americnn,
Europcln,lnd Iiplrrasc unhitppiness over the
RitlB s valrrc s'ill nrakc little dillerence on
those thrcc lrorrts. h,en if (lhina takts the advicc
of s,'nte ri,'nonti.t' .rr:ri trrrrlcrl.rkcs .r one-timc
rcvdluntion ol tht' Rl\1ll of, s.rv, l5 or 20 pcrcent,
the nrove rvould nol i,lvllidntc (lhina's positive
econornic firndnnrr'nt.rls: a large.rnd rapidll'
e\piindirlg donrcsli( ccononr), incrensing tech-
nological ancl malragcrial s(,Phistication,

llri)\|(at:' f()r.rl lc.rst gr.r.lu,rl lurthcI irnpr(,r.-
menl i11 thc (lhincse lrusiness cnvironnrent
ulder\\trrlcl'll.rrlc ()rSanirttion (W-lO) rulcs, l
high domcstic savings rirtc, rnd ir large supply of
Iorv-cost labor.

Unlcss thost'linrhnlcntils shiti lnd it is no
sccret that (lhinir's !'.onomv li\,es Lrndcr multiple
thrclts ranging lrrrnr high unemplovnrent to thc
lll\//AIl)S timc honb l() n notoriouslv tiail
banking svstt'rrr-thc rr.cnt pltt(-rn of intercon,
ncttcti. r.rl'irl r.r,rrrorri. grrrrr'th JtrJ rn(r('it5illg
[or<ign Jirc.t in!c\ln](rl ir Iikclv to pcrrist
rvhethcr thc lll\1ll riscs or not.

Out of this b.rrclr cxplorctl tlrickct emerge
thc lirlkrrling t:bscrvat ions.

Firsl, whelhrr thc US cconomy is in the
midst of a rclativcly cyclical downturn or sonrc
thing nrorc'worrisonl., tht'ccntr l policy issues

tircing thc LlS cconorny lrc donrestic oncs.
Focusing on thc RN4ll qucslion is no substitute
lbr.r firrthright discussion bc.tween grlicyntak-
crs irnd thc public .rbout the .nuscs of the cur,
rent pirintul condition of certain scctors of thc
US ccononrl ancl on how to rcspond kr thent.
The.rlrrsor.rl I S s.rvirrg. r.rlc.rnJ r,'ntinuing
rvcakness in lhc countrv':, cduairtion system are
t\1o pcrcnninl, l)ul rrnrcsoh'ed and vcrv salient,
issues.

Second. to lhc cxtcnt lhnt lhosc who hrvc
cncrgizc'tl lhe l'racas r)\'cr the RltlB rcalizt'tlrnt
RNIII ronluitiol is trnlikclv to ntake nruch dit'-
felclcc lo thc clccpcr problt'nrs it is srrpposed kr
resolve, othcr nl()tivcs Dlily br'nf work. LJS eco-
nomic nd lrn(lc r.l.ltions with (ihina should
not t)r'con1e r s.rti'ty valvc lirr the relieiof
donrcstic prcssurc sirnpl,v bcailuse thc scarch for
l,rttE-tcrnt s,,ltrti,'n' t(' l)iSE(r ((,'lti'nri( q (.5-

tions pro, es politicallv ditlicult.
'l hird, (ihina's decisivc inrplcmcntation of its

outstirndinB \V'l () contnritnrcnts is critical.
5uhstJnti\{l\, \\' I( ) intpltrucllt.rtirrrr rcnr.rin.
the kcv to nrait:r nerv opportunities lir
,\rnerican businr'sscs in (ihirr.r, rlhilc increased
Chinese Purchlses of lirrcign goods and serticcs
rvill hclp to orodcrarc rhc gror\,th of (lhina s

trade surplus rvith thc Iinit.d Stnres. Poliricallv,
thc t.riltrrc trr tlerrronslr.tl(, (l(Jrlv it:\ .llt.tiDnl(Dl
of its W]() trrSe Is will lcirvc (ihina t-ar nrore
vulne'raLrlc to politicll nnd populnr criticisnl in
the Llnited Sl lcs.

Whilc the currcnl I{MI} controversy has
evokccl r nrrxlcst "l told you so!" chorus front

The paradox: No practically
imaginable increase in the RMB's
value would eliminate the very
phenomena that have led to US

demands for PRC action on the
currency in the first place.

Pcol,lc rvho ncvc,-wnntcd k) see Chinil in thc
Wll) in thc first placc, thc logic that prevoilcd
in the LIS tlcbalc on PN IR in 1999 and :000
renrains Yalitl. l-he Unitcd Stirtcs and the world
arr: tlr bettcr oll rvith (llrinl committcd to glob-
ll rules ol thc rold ancl subicct to \\rTO rtrrre-
dics il it viol.rtcs thosL'ruk's. Thc elinrin:rtion of
barricrs lo intcrnationll froducts and services
in China ollcrs thc bcst chntrcr- ti)r kev sectors of
thr Anrcricln ccononrv kr maxinrize the bcrrefits
of (ihinir's bro.id cconomic cmcrgence, and lirr
China to nraxinrizc lhc bc'netits it enjoys in thc
glotrll ccononrl,.

'lhe controversy of thc' hour, sparked by thc
convc'rgencc of a slow LIS e.conomy, the US dol-
lar's declinc.rglinst othcr kcy currencies, and
lhc (.lrirrcse etonorrrv's r.rpiJ grrrwth. 1'r,int*
torvlrd biggcr, nrorc tidal trt,ncls rvith rvhich thc
United Stiltcs nrust grrrPPle. 1ht' probltrn rvas

lirrcshadorvcd bv thr arrival oi lapanese indr.rs-
trial nright on thc \\,r)rld scene in thc 1960s and
1970s but is r1()l nllo8cthcr the (lnre. By nuster-
ing thc (oor(jinxtion of labor rt'sotrrces,
a<lr'.rnccd tcchnologr', and nlxlern mirnagerirl
skills, (lhina.rnd <rlhcr loxcr-inconre developinB
courttrics itrc incrcasirrglv ablc k) lrerlorm tirsks
tlrat oncc coukl only bc unrlertaken by the rnost
advrnccd cconoorics. (A cognatc', sadl,v, ol this
(((,r,)l|]i! tr(n(l ir lhL' ll.rlior].ll s(.ilrrily.rran.r is

tht' wiclcsPrc.tcl evidcncc of clcveloping couo-
trirs progress trxvard thc prodrrction of
wc.lpoos ()f rnitss dcstruclion.)

'fhr,rs, thc anguish now lllt in vrmc parts of
thc ['5 (((, ,,n1\ l()iIll\ rr,,l ()nlv h, the p.tin\
a.sr,.i.rtc.l with tlrt l,'s p,,int ul the huiincs\
c1'clc, lrut also to l()ngcr-tcnn nnd more dithcult
challcngcs li)r Arncricnn policr rrlkcrs irnd cor-
poralc strntc!,ists. Ii)drr:s Rl\ll] controversY rvill
likcll'f.tdc; thc triggcr qucstions inrplied bl
China s arrivirl .rs an clii'ctivc plavcr in the elobal
econonry, rtith all thc bencfits lnd difficultics for
China itscll .rs t'ell as lirr its global trade'part
ncrs, rvill not.'lhcsc qucstions require anirlysis,
thoughllirl policvnr.rking, and international con
sr.rllation. Llnlirrtunat.ly, if th(' present RMB
fireskrrnr is rny cxanrplc, the signnls from
\Vashioglon thcse clays do not poillt in thilt
rlirection. n
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Distribution and

istics in Todayns China

Jamie M. Bolton and Yan Wei

hina's attractiveness as an investment environment
for multinational corporations (N/1NCs) in a variety of
industries-such as consumer goods, automotive,

electronics, and telecommunications-is rzvell known. But the
country's underdeveloped transportation infrastructure, frag-
mented distribution systems, limited use of technology in the

distribution and logistics sector, dearth of logistics talent,
regulatory restrictions, and local protectionism combine to
hinder the efficient distribution of domestic and imported
products-and thus reduce returns on investment. The barriers

Jami6 M. Eolton and Yan WGi,

based in Shanghai, are pannsr 8nd manager, respectively, in Supply Chain lManagement,

China at Accenlure Ltd.
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Taking risks can reap rewards in
Ghina's distribution and logistics sector
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havt incrc'.rsed thc errst ol doing busincss
irr (lhirr.r lnd have rcstriclcd consunlcrs'
chrriecs.

'lhis.rrticlc providcs irrr ovcrviov ol (lhin.r's

distribrrtion ;rnd logisties scetor lnd inclurlc'
pr.rctic.rl.rdvice for lirrcign conrpanics-bolh
srn.tllan<1 largc-thrt rrc planning to cslrblish
.rn cllcctive presencr.' in (lhinir or arc kxrkirrg lirr
wnys 1o inrp()vc thcir tlistribtrtion systcnr clli-
cien$. Wc' cliscrrss the inrp.lct of \{brld 'lii(lc
()rg.roil.tliorr (\\rl()) cnlrv on Chinas tlistribu
tion.rnd logistics scclor, kc\ lrends in thc sc(l{)r,
thc ri.ls ot ,,per.rting rrt (.llir).1 lhirl rarr(lllr ('\(rl
Jlicr \\''l() cntrv, in(l slrntcgi! reconrntcntlit-
lions lirr companics cnteriog (ihina.

\ruTO entry:
Distribution and logistics

r\\ P,rrt 1)l the tcrnr\ ()t irr, \\'-f() enrr!. (lhin.r
rgrcc.l to r4rcn nrarket scctors.rncl ser!iac\ lllJt,
in thc pnst, rvcrc pr()lc.lc(l lionr gLrbal conrpeti
tirrrt. Ilrt oIcning ol lhc (li5llil)uti()n ill](l
l()gi\lii' 1L'ctor is c\pr(tLtl to s|uI thc n]{xl.nt'
i,/rli()n (,1- I h(- \cclor ()\ L.r lhc oc\l thrcc to tivr'
vc.rrr ( str' l.rbles ).

\urlrtlr.lc'r. tlr. r l i 
' 

l r r l r r r t r , 
' 

r r .ro,l l,,Fr,tr.'
sr'ctor rcrnains highlt' lr.rgnrcnlctl, rvitlr stronglr

l)rr,l((l((l lr'\.rl inl(r('\l\. /\llh,'r$lr l,'rrilrr
cortrp.rrtics olie'n posscss hcttr.r nrirraqcnrcrt
sv\lcnr\.rnd tcchrtrlogics. klorrlcdgc ol thc krcel
opcr.rting cnvironnrcIll, !ullura, ind curl()ntcr
rrecJ. help' l,ri.rl iirtnr.rt.rtc.rrrJ rrr.rirrt,rirr
a{rnrpalili!c ndvnnl.lt(\.

Trends in distribution
and logistics in China

'lhc (listrih(tiorr rnti irgisti$ scctor hls lollg
challcngcd conrp:rnics scckinS to nrovc'anci scll
proclucts within (-hirla. i\lorg.rn St.rnler estirrrrted
thnl in l(X)1. l()Sistics spcoding in (ihina .rnxrunt-
ed to onc lilihof thennli()n's(;l)t'Lrntl tlvicc Ihc

lrop(n1ion s|cnl on Lrgistics in thc [,nited Stat!'s.
ALtorrlirrS t,, .r l)a(rrnltr llrol 1.,'rornr(
Intclligcncc Llnit rr,port, on Jrcr.rgr,90 per(enl ol'
a (lhincsc nr,rnulacturcr's tinrc is spent on logir
lii\.rn(l lo p(r(cnl r:\ \l(rrl d rr.rrrrrl.r.ltrnng.

-[rrri.tv, sclling costs in (ihirr,r .rrc signitic:rntly
highcr th.rn thosc in the'Wcst. r\rrnu.rl working
anpitdl ttlro()\'cr (ii mersurcrncnl lhnt conlparcs
the cicplction of workiug capitll Lcurrcot asscts

Inir)us.urrrnl Ii.rbiliticsl to thc productiou rrl'
salcs oYcr .r s|ccihc tim. ) in t lhitut is, on ar cr
ngc, l.: tinrc\ li)r m.rnulircluring slltr:-orvncd
enterpri:,cs (SOlls)and l..l limes lirr conrnrerci.rl
SOf.s. Ihcse ligrrres conrp.rle with irvcrdgcs ol'
l5 to l0 tinres in tlrc Lloitcd Slnt.s. li)r mlny
conrnrotliticr, krgistics c()sls.rrc l, ro lrr r rt io n.t lh'
{(} to 50 fcrccrrt highcr tlrirl Iho rrrrultl lre in
the Llnitcd St.rics-.\ccounrs rcccivirblc a kcv
nrcasurc ol irrcllicic,nt logi\tics prJ.tircs-olicn
excccds 9{) chvs.

l)cspite thcsc wclkncsscs, (lhinr's distribu-
tioo lnrl Iogistics scctor is Srowing raPidly. ln
fact. thc logistics industrv hls rcp<rrt11 unnual
rrYcrluc l{r'owth riltas ()l -}l pcraant l;r 1999, }5
pc,rcenl li)r l0(X), trnd ia pcr.cnt li)r l(X)l ind is

fi)rc(xsl lo gr(n\'50 pcrccnt lnnu.rlly tbr thc ncrt
thrcc !'r.rrs. l'hc sc(krr hls chargcd signi6cantlv
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I

l\1N()s rclving orr (ihinr.ts.r gIrh.tl sourcing b.tsc

irrc inalincd to usc, arrd arc cxpcriertccd in r.tsiog,

third part,v sclviccs-cspcci.rll;- those ol thircl
parn pr,xitlcrs with rvhich thc ltlN(ls luve csttb-
lishccl rcl.rtirrnships at hont(. l\lorc th.ln 90

pcrccnt ol l\lN(is in (lhina currc|llv contract al

lcist n P()rlioll ol lheir Irg.isti,.s busirrt'ss to third-
party Lrgislics scrvicc pnrvirlcrs.

f,r r. rrr.rrrt gl,'h.rllv c,,r)lt( tili\r, (.hir.\L (orn.
pnnies nllst.ut.():,ts and erpirnd scrvices.'l his
\(,rrrcrrr.ll r.'.rlitr rrill tirr.e l,,..rl r.rrrf.rnrcr lo
.()nc.nlrrl. on thcir core hLrsirtcss. r.llhcr thnn
on th. tr.!(iilioril SOli go.rl ol cstLrblishing.r
''snrall irncl eourplctc" conrpanr'. 'l'hc "snrall and
cotn plcte ' nri dsat is cntrcnchcrl, according to .t

study puhlishctl io l(X)2 [)y (]hin.r's l)evelopnrcDl
Rrseir.h ( lcnl.r of tht' Stalt' ( louncil: 70 per.c t

of (lhina\ conrnrcrci.rl crtlcrprisei .ttrd 5-l prr
ccnt ol irr(lu\trv ('nterPrisc\ (n\ n thcir orvn vchi-
.lc llcd,.rr(l ll0 fcrccDt irnd 59 pcrccnt,
respcati\,cl,!. (^t n warchotrsc latilitics.

Thoug,h thc concept ot'outsourcinll thcsc
brrsic Lrgistics lirnctions is still rclativcly ncw to
n)ost ( lhiricsc c()nrp.lnies, nr.rny lc.rcling lirrcign
lirrns in (lhin.r such ls i\Icl)ortalti'r (irrp.lncl
Dcll (l()nr[)ut.r (-()rp.-har c dcnrrrnstratcd grcitt
suacass I)r' u\in{ third-p.trty :'crviaL' pro!idar\'
r'r1,r'rtrs.. ..rp.thrlitrr's. .lttJ ,rsx t. t, ' , rli. r n.rtllln-
!vidc (lislril)lrtion rnd krg,isties scrvicc. lhcsc firr-
ci$n (orrlfrr!ic\ h.r\( .h(,ta Ir ('llirl( \e (r'olP.lrli(\

Distribulion s6ruice3

China's WTo entry documents define tour
main sub-ssctors o, distribution ssrvices:

commission agents servicBs; wholesaling;

rstsiling; and f ranchising.

"The principalservices rendered in each

subsector can be characterized as rsselling

merchandis€, accompanied by a variety ol

related subordinated services, including

inventory management; assembly, soning and

grading ol bull lois; breaking bulk lots and

rBdistributing into smaller lols; dolivery ser.

vices; rslrigBration, storage, warehousing and

garage services; sales promotion, marketing

and advenising, installation and aher sales

services including maintenancs and ropair

and training ssrvices. -

comniBsion Agonts' Servicos: "...[S]ales on a

fee or contract basis by an agont, broker, or

auctioneer or other wholesalers of

goods/merchandise and related subordinated

services."

Wholosllino: "...ISlale of goods/merchandise

to retailers to industrial, commsrcial, institu-

tional, or other professionEl business users, or
to othor wholesalers and related subordinated

s€rvices."

frrrchiring: "...lslale of the use of a product,

trade name or particular businoss format sys-

tem in exchange tor fess or royalties. Producl

and trads name franchising involves the use

of a trade name in exchangs for tees or royal-

tiss and may include an obligation foI Gxclu-

sive sale of trade name products. Business

format franchising involves the use of an

entire business concept in sxchange for fses
and royalties, and may include the use ol a

trade name, business plan, Bnd training mate-

rials and related subordinated services."

S0URCEi Coflprilatron ol the Legal lnstrunents
on Chioa's Accession to the Wo d lrade

0ryanization

September-October 2OO3 tHE CHINA BUSINESS BEVIEW

fhe US-China Eustness CoMcil

.!\ .r rcsLrll {)f ovcrilll nr.trkct grorvth, crrtll irrg

eusl()rlcr rL'qtrircrrl('nts, lihcraliu:ttiort rrl govcrn

nrcnt polieirs, aotl (,lrirr.r's W'l() cntry.
\tt ()t' lh(' nror( lhxn lti,000 regist('rcd conr[].r-

nie\ (l,rir)ring kr oficr logi\li.\ \crvi.cs irl (lhin.l,

n(,t,,nr'\.rr,rltcr n.rtrorrrvi.lc r l r . t r i l , r r t r , 
' 

r t rcrr i.c.
trrr,i.rv. No single logistics protidcr contntitnris
rrl('r( tllJrr I I'cr(rrll ,)l lll( lllJfkcl. llc(ntl\r l

lhis irr(luslry f rng,nlarrlilli()rl, !ons(tlid:ttiort ol'
krgirtics provitlcrs rrtrl tltc clcvcloPnrent of thirrl-
partv logistics provitl,.'rs rrc incr itlblc-csPcciallr'
grrer'hrpperr'.lcrrr.rnrl. lirt Fte.rtcr elli. icrr. ir''.
sc.rlc, hr..rrlth of scrviee rrllcring,s, and nctrvork
toveragc. (irnrprtitirrn is.rlrcaLiy intc'nsifj'ing irt

thc third-ptlrty logislics nralkct, lirrcing a cottsrrli

tlirtiorr ol this inclustry as .r rvlrol,,' in (lhina.

lirrcign eorrrplnirs wilh slr()rrB intcrrtilti()rrrl n(l
\1)rks Jn(l hcttcr nrlnntcrnant Jre gninins nl.trkct
sharc, rr'hilr nrant dr:nrastia (()nrplnics rclr orl
runtlcrricrcl,4recl rirrrttstit opcr.ttions. Anrl lrrcll
antl rcgional tlistribulii)n lvstrnr. nrc r.pln.ing
sl.rlc ()wDe(l rrld (entrally nrarrirgecl tlaclirtg.trtrl
distri[)ution systenrs.

Aclording lo it l0(ll rcprrrt iointl,v publishcLl
hv thc (:hin l:cdcratiort rrl Log,islics ancl

l'ureh.rsing arrd \lcr,:.'r \hnlgcnrcnt (-()n\trllin8,

llr( or.rlnrur( irS ,,1 [r$r\lr(\.lnJ tr.ln\lorrrlii'r)
will continLrr'to e'rpand roug,hll'25 prcrecot .tnntr
allv thl.(rrrgh f(x)5 l)c(iruse ()l'slrollget lvlN(l
irrtllr.l ,rrJ Jcnr.rrr.l liu tlrr.l-p.rrt) \cr! ii(\.

...Jri
.'.1t"

. ::.

.i;'.'

..ri.lr'

Trading Rights and Distribution: Two Different Things

Contrary to popular bBlief, China's World

Trade 0rganization lWTo)trading rights liber
alization commitments do not encompass dis-

t.ibution .ighls. According to China's WIo
commitments, these ar8 lwo separate arsas

of agreement.

Botailing: "...ISlale ot goods/merchandise tor
pgrsonal or household consumption either

lrom a fixed location (€.9., store, kiosk, etc.)or
away lrom a lixed location and related subor-

dinated ssrvices."

F

Trading rlght.

China's WTo entry documents defino trad-

iag rights as 'the right to impon and oxpon
goods" and stalo that "China shall progres-

siveiy liberalize ths availability and scope of

the right to trade, so that, within thre€ years

of accession, all€nterprises in China shall

have the right to trade in all goods throughout

the customs territory ol China except lor
Istate-traded goodsl." (lmponed goods sub-
ject to state trading include grain, v6g6table

oil, sugat tobacco, processed oil, chemicEl

fenilizer, and cotton. Expo(ed goods subject

to state tradrng rnclude tea, rice, corn, soy-

beans, tungslen ore, ammonium

paratungstates, tungstate products, coal.

crude oil, processed oil, silk, unbleached silk,

cotton, cotton yarn, woven fabrics of cotton,

antimony ores, antimony oxide, antimony
products, and silver)

/
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Ports of call all alorg the Pearl
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shipping lines serving Ghina.

OUR GHIIIIA.

Ghina Shipping calls eue7y
major inland port in Ghina!

Ghina Shipprngr..
UUe take the mystery out of
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With China Shipping, our China is yoUS!
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China's WTO Trading Rights Comrnitments

Upon Enlry:
0oc?mber'11.2001

fli.in'ateLo, Uott
Chineso companies
and FlEs, any export
perlormanas, trade
balancing, and prior
expefleoce
requirements,

Srsius'

Iimited tradang nghts
granted to FIE
manufacturers,
holding comp6nres,
and research and
development conters
as of July 18. 2001.

Year ofle: By

0ecsmber 1t.2002

Minorltv forelg"
JVs grantod
lulltrading rights

Begistered capilal
requiremenl ror
domestic PBC tradin!
companies low€red
to Y5 million.

Status'

Free-trade rones io
4 cities may grant
Iulltradirg riqhls to
entorprises in
lhe zones.
lmplementing rules
to be drafted.

06.embe, I1.2m3

MaforO toreiqn
JVs granted
lulltrading rights.

Foreign-invested
international logistics
companies may ofler
import, export, and
entrustment services
lor expon procassors
lsee p. l6l.

Begistered capital
requirements lor
domestic PRC

trading companies
lowered as of
July 10,2001.

NOTES: The lalesl version ol Chrna's Caralogue Guiding Forei0n lnveslment in lnduslry, revised rn March 2002, roflocls the country's WIo commitments
.As ol August 2003; status ofyears two and lhree commilments unknown JV=io inl ve nlure. FlE.lore rg n- invesled onler p rise.

SOuFCES Compilation ol th€ L6gal lnsrruments on China's Accession to lh€ World Trad€ 0rgani.ationi The IJS-Chrna Business Council

Rules that say how
qualified FlEs may
obrain trading righls,
or that state that the
grantiog o, trading
rights will be
automalic, h6ve not
yst been iss!ed.

Eeqisrered capital
required for domestic
PRC lrading
comp6nies lowered
to Y3 millioo.

r

.1,

tlrat tho'do nol r)c!'d kr o!\,n all ol thc lsst'ts
iovul\,cd in scrvicc provisio0 to gnin thc capabili-
tr and crPertisc to oflcr r full line ol scrvict's.'lir
real, tht bencfitr rrf scllc, snrlll drnts t'ill soon

linr to l,artncr w ith largc-volume playcrs in sals
anrl clistribution bccause volurne influences thc
mirrkct. strenS,thtns corrtrol ()\'er lhc \llPPlv
ch.rio, and mo\t inrporlnnl, iorProvcr cthcienct.

An(nhcr rrnior trend irr rhc tlistrihutiolr anti

logistirs sector has hccn thc risc oflllilncc's lnd
i,rinl vcrrlurc. rl\'\rJ\ lhc t'p (r'rr)P.rrri.\ iIr
(.hrn,r.,rrrrhrnc lirric. to lrtrrl.l.ortl,etrtiv.,
nntion.ll distril)lrlion ch.rins tnrgctillS spc.ili(
inclustrics. Il Iunc 100:, l-cgcod (iroup l.td. antl

Al'l I ogistics (lhc krgistics brrnch ol thc NOl.
(;n)up) rlnllounccd the lirrrnation of .r thild'
parn'Iogistics scrvicc IV to olli'r spccirliztrl
logistits scrr icc's lirr the inlirrnution lccltnologv
( I l-) industrv. 'l h. lv scck\ l() ..rpitnli,/c ()rl

I-egcncls positior irs the lcrding pcrsonxl .onr-
pulcr rcndor in (ihin.r anLl Al)1.'s g,loballv rccog
nizcd blitod nitm(.lnd exp.rti\c in rhe logistics
6c'ltl. 5irnil.rr joint vcntulcs hirv.' bce'n lirrnrcd
bctrvccn the-l N l (l(rup;rncl the SltaI1glr.ti Attto
lndustrr (iroup,,rnrr)ng ()thcrs.

(.hinr'se and lirrcign conrpanics aerrrsr nritnr'
intlrrstrics in (lhinir hitvc irchicvt'd succcss

throu!,h thr'supporl of slrorrg, nrocicrn rlistritru-

China's Distribution lnfrasttucture Expands

China s lfth Five-Year Plan (FYP,

2001{)51 mandates massive construc-

tion of rail, road, port, and aviation

infrastructure, particularly in China s

most underdeveloped regions. China

aims to invest more than gl0 ballion in

rail infrastructure projects during this
pe.iod, addinq rouohly 6,000 km ol

track across the nation. Half ol the rail

investment is planned for western

China projects, includinq the world's

highest railway, linking 0inghai and
'llbst.

China intends to invest roughly

$120 billion in road construction,

adding 200,m0 km ol roadway and

brinqing China s total length of high-

way well beyond 1.5 million km.

The country also aims to construct

l4l deepwater benhs during the 1oth

FYB including 50 container berths.

Specific deepwatsr port proiects

include Dalian, Liaoning; Shanghai;

llaniin; 0ingdao. shandongi and

Shenrhon. The PRC government

oxpects cargo handling capacity for
China's watsrways to reach 260 million

tons per ysar by 2005. The plan also

calls for the construction or renovation

ot 57 airports.
But figures in government plans

should bs viewed 8s indicators rather

than concrste tigures. China may or

may not reach the go€ls set out in the

loth FYe but one thin0 is cenain-
these goals indicate that ths PFC gov-

ernment has mads infrastructure

construction a high priority. The result

will be bstt€r physical inf rastructure

thst should sase distribution bottle-

necks.

-fhe US-Chind Eusiness Council

China's Transportation
lnfra6tructure in 2OOl

[6n0lh ol Trsorpod noulss

Track in 0peration

Hrghways

NavLqable lnland Water\aays

Total Crvil Aviatron Boutes

70,r00 km

1.7 million km

r2r,5m km

1,6 million km

Tot.l troight fr!tlic
Rarl

Highways

Civ I Aviation

l9ll!i"",9i
10.6 billion tons

1.3 billon toos

seprember-october 2oo3 fHE c INA EuslNEss BEvlEw

Volumc ol Fr.ighl H!ndlsd io M.ior Corslsl Pons

S0ll BCEr trlns Starsrca I yea rbook- 2002

I 7 mrllion tons

t.4 billion lons

I Year Three 8y
December ll.2(x}4

Rights will be granted
to allenterprises in
China except for sectors
rqserved for state trading.
Such tight does not
pemil inporterc to
distribute goods
within China.

Trading rights
ex6mination and
approvalsystem will
be eliminated.

Registered capital
roquired for domostic
PBC trading companies
lowered to Y1 million.

:.1:i'

12



I i()n nctw()rks. ( ;uangdoDg llonda r\Lrtorrrohilc
( i). I-ld. initi.rtc(l ('xclusivc lirur-in-onc li.rnchiscs
{salcs, repair antl nlaintcnancc, suppl)' ol p.lrls
Irld componcnls, rnd iolirrnration scrvicc) in
(.hin.r thrt cn.rblt'ri il k) strcollthcn il5l)r.lnd
Ir.llrr(. .1n(l P,,\ili',n hv hL ttr r iontrollirr! 'erviie
\llrJllt\. l)rt\lu(l Itri((. rn(l n].rrlul inli,rrrr,rtr,rn.
Other forcign cornpanirs sinrihrly hlvc s()r.rght to
(()rrtrol nrorc itspccts oi-thcir distritrution systcnr
in (lhina.l hc tirrnration ol the SAI( i \irlksrvagen
S.rlcs (io., Lld. in 1000 i5.tnolhcr exiorplc ()l a

lirreign comp.rny sccking kr participatc dircctly in
dislributi(nr l)usirlL'ss by builtling a dedicatcd dis-
lribution and alier-salc\ sul)p()rt net\v()rk.

Risks remain
More than tio percrnt of Fortunc 5(X) compa

nier have alrcadv invested signi6cintly in (-hina

and have gainctl nranv ycars of local nrarket
knorvledge. At the other cnd of the scalc, snrall
,rrr.l ntediun:-'izc,l lrrrrigrr r,rrnpanicr .rre iurt
norv entering thc countrl,. Ilcgardless of thc
ticpth of thcir cxpcricncc in Ohina, all conrpa'
nies face risks in the regulatory, political, and
nrirrkct arenits thilt are likcly to persist li,r the
near luture.
O WTO commitment delays

(ihina may <lelay WIO inrplemcnliltion and
rcgulJle (,,rnl(tition trr hclp l,ri.rl (onr|.rnrc\
.ompete in thc nrirrkct. As other W-I(J nrembers
have done, ()lrinl may 6nd sirvs to rvork aroun<i
W l( ) rrr['r lo nr.rintain lr.rrriers again't import..
firr cxamplc by erecting W I()-compatible non-
tariff barricrs, srrch as Iiccnsing, hcirlth, techni-
c.rl,,rnd pa.k.rgrng 

'tJnJ.rr(l\. As J (r\c rr Ir,inl.
(ihina reccrrtly rcleirsed a dralt regulittion that
w<rulcl requirc'\rne licensc, one product" dealrr-
slrip liccnscs in the auto scctor. Such liccnses
rrrrulJ prcr<nt 11e\\'(omcr\ lr{rm u\inF ( \islinB
distribution channels and give existing nlanu-
fircturers nr()re time to prcP.rre for direct conr-
pclition. Such rcquirentcnts will likcly crcate
tcnsion bctvc'cn custonrcr cxpectnti()ns lnd thc
qualitv of sertice avirilatrle, which may tirrce
(hJ11F( l.r.tcr th.rn lhc Pl{(. !,('vernn)(11l .rnriLi-

Piltes.
O Regulatory hagmentation

'lhe distribution and Lrgistics intlustrv has

bccn micro-regulated firr ycars, with tliftcrent
Lrgistics servicc' components governed as dis-
tinct subseak)rs by vari()us governnrcnt depart,
nrcnts: the Ministry of (iornmunic.rtions
govcrns [antl lnd waterrvay transporintioni thc
Ministry of (irnrmerce arlnrinisters trlcling
rililrts and intcrnational frcight forrvarding
licensesl and thc l'RC CcncralAdministration of
(lusl()nrs cl)nl ()ls brokeragc services. l)cspite
ccntral-governnrent elklrts to pronrrte' coordi
nrli()n-as dcmonstrntcd by the Mlr.h 2001

initi.rtirc bv 'ix nrinistrics. irrrludil]g tlt{ ntin
istrics of Railways and (irmnrunications, to

issue a plan k) promolc thc countrl/s logistics
industry development-the sharc'cl jrrrisdiction
system f<rr the logistics scctor is unlikcly to
change in thc near auturc. Compaoics still rnust
acquire sclurate licenscs throuSh vlrious gov-
crning hrxlics to urrdcrtrke difltrcrrt iitir it i,. r.

O t ack of enforcement capability and local
protectionism
China's governing structure enaompasses

multiple layers oI central and local governnrents
I )espite .cntrnl-govcrnnrcnt cfli)rts k) liberaliz('
the markct, local-level inlcrpretation and
cnfbrcen'rent of laws irncl rcgulations con often
be' arbitrirrv, favoring local intercsts.

B\KER&D]L\IELS
tushthgton, 0 C. lndEn. PA.Chh,

www.btkotdrhiets.con M.b.\atdanieh coi cn N.i82-1a26

Mdny U S ma.ulscturcrsare
expsndrng lo Chino

lllany of their suppli€rs will lollow

Koovrisdg€. E4€rrcnca
Sixleen ye8rs ofopening doo.s in Chins

Sho!ld you have a Ch,na straleqy?

Jos Xmholl lwkmnglobeksrd com

fHE CHINA 8US,/V[SS Bf vrf !y September-October 2OO3
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China's WTO Distribution and Transportation Services Commitrnents

Sector St!tus'
Year 0ne:By
0ecombor I l. 2002 Slatus'

Drslrililtion

December ll 2003 Slalus'

FlEs can distribute
6ll of their products
made in China

Foreign service
suppliers can
provide full range of
r6laled services for
products lhev
distribute.

Foreign service
suppliers can Provide
lullrange o, related
se.vices for products
rhey distribure.

July 2001: First
wholosale enlerpnse
w{h toreign
rnveslment approved.
J apan's MarubeniCo.
holds 49% of Eaihong
CommercialTrading
Co., which buys
daily'use products
from domestic

Minority foreign
equity permitted,
excePt lor
books, maqazines,
and newspapers
(Bl\,1N ),
pharmaceutical
products, pesticides
mulching tilms,
chemicalfenilizers,
and processed and
crude oil.

Permitted lor
internation6l logistics
companies as o,
August 24, 2002, with
certain conditions
and geographic
resrictions
(ses p. l6).

Maiority foreiqn
equity permitted

No qeoqraphic
or quanthative
reslrictions.

Permitted Ior
third-Darty logisrics
companies as ol
August 24, 2002,
with certain
conditions and
geographic
restrictions (see p.l6)

roducers {inc ludin
lEsl and has limite

!
dFlEs can distribute

all of therr products
made in China.

impon and expon
rights to sell
international products

Retarl
(excludrng tobacco)

FlEs may retail 8MN. Pormitted as of
May 1, 2003, sub,ect
to 16gistered capital
and other
requirements.

lllaionty foreiqn
equity permitted

Allprovincial
capitals and
2 other cities open
to retailJvs.

Franchising

Whol6sale or Retail
Away from a Fi)(ed
Iocalion

Selecled Traosportstion Servicos (soe p.l6l

SailTransportation Up to 49%
loreign equity
pe.mitted.

Permrned 2002-03
llrerght only).

Boad Transportation Up to 49%
,oreign equity
0ermitted

Majority loreign
equity permilted

Majority foreign
equity permitted

Warehousing permitted
lor road transporl
and B[4N.

Permifted as of
0ecember 1,2002,
but cappsd at 75%.
Higher proponion
permjtted in cenaro
sBctors and in
western ateas,

Warehousrng
and Storage

Freight Forwarding

Up to 49%
loreign equity
permitted

Up to 50%
foreign equity permitted.
with certain conditions.

l\4ajority foreign
eq!ity permitted
with c ertarn
condilions.

Permitted as of
J6nuary 11, 2003,
but loreign equrty
ca pped at 75%.

Waiting period for
second JV reduced
to 2 Years.

5 year waiting period
tor second JV.

National treatment lor
registered capital
requi16ments f or branches

NOTES: The latest vorsion ol China s Cataloqus Guiding Foreign lnvestment in lndustry, revised in March 2002. rellects the countrys WTo commlments.
'As of Argu 2m3. JV=ioint venturs. FIE=loreign-inve$ed enlerptise. 8MN=books, magazines, and newspapers.
S0URCtS:Compilation ofthe legallnstrLrments on Chana's Accession lo the World Trade 0rganizaton;The US-China Business Council.

September-October 2OO3 fHE CHINA BUSINESS BEVIEW

Upon Entry
Docember rl 2001

Wholesale and
Commissron Agents'
Servrces (excluding
salt and tobaccol

'rfi':
...1

Minority foreign
equity permitted
in 5 special economic
2ones and 8 cities.

FlEs can distribute
all of their products
made in China.

Foreign service
suppliers can provide
lull ranqe ol related
services for products
they distributo.

0uantitative restrictions
apply for 6ach c ity/zone.

:.:'.
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Yoa, Th.eor By
0ocsmter I l. 200{ Starus'

Yesr tour:8y
Dec6mhor l l. 2005

Yerr Five:By
oocomber ll. 2m6

Ycrr Sir: By
Doc6mh.r l'l. 2007Slalus' Srarus' Srarus'

100% foreign equrty
permitted except lor
chsmical fenilirers,
processed oil,
and cr!de oil. Musl meet registered

capitaland olher
requrremenls.

China approved first
pharmaceuticalJV,
Zuellig Xinxrng
Pharmaceutical Co.,
rn lvlay 2003. Zuellig
Pharma holds 49%;
China Xinxing Medicine
Corp. holds the rest.

100% foreiqn eq!ity
permitted tor
all products
No limits of foreign
participalioo aher 2006

[,1ay distribute
chemical lenilizers
and crude and
processed oil.

May distribule 8MN,
pharmaceulrcal
products, pesticides,
and mulc hing films.

No geographic,
quant{atrve, or equrty
restrictions.

100Y" foreign e quity
permitted except
,or ce(arn products

FlEs may retail
pestjcides,
pharmaeeutical
products, mulchrng
Iilms, and
processed oil.

No geographic
restrictions.

No quantitative
reslrictions except lor
certain products. Ma jority
foreign investment
prohrbited in charn stores
with more lhan 30 outlets.

100% foreign eq uaty
permined, but limits
oo large chain stores
aod those sellin0
certarn products.

FlEs may.etail
chemical fenrli2ers.

Foreign majority
rnvestment rn m0l0r
vehicle JVs permined.

Perm tted

No ggographic,
quantitative, or equity
restriclions

Rules to remove all
restrictions by
December 11, 20fi
r€ponedly drahed.

Perrnited

No geographic,
q!aottatrve, or equrtY
reslrictions

Status ot new rules
uncertain. Nalronwrde
cracldown on pyramid
schemes aod direct
selling under u/ay.

Majonty torergn
equilY permrtted

Permitted 2004-06
{freighr onlyl

No limrts
on lorergn
panicrpalio
aller 2006.

100% roreign
equitY permitled

100% torerqr
eq uity permfied

Nationaltreatment
f or capital requirements
for subsidraries.

fllE CHINA AUSrI/fSS ,fyrEW September-October 2OO3 15

100% toreign equity
permitted.

Permitted lor
BMN as ot
0ecember 1.2004

100% foreign
equltY permined.



O Capacity vs. demand
(lhina lus rrnc oi thc n1()st (lvnrnlia nrJrkets

in the worltl, nrnking (rrors irr nrnrket dcrnnnd
lirrcc.rsls nrorc licqrtcnl nn(l scvcrc lhnn tllo\!'in
nrorc-dcvclopetl rn.rrkcts.,\brrndJnl lirrd'.lrc
.rvril.rl.llc in (lhirr (hoth tiorn lirreign and
donrcslic sources),.rncl citics arc tcmpte(l li)
buill up too nrueh iitprtcitv r.rpirlh, so th.rt
cnpnaitv c\ar'cds lr(ra nrJrkcl (larrrrnd. Alnl()\l nll
nraior citics anr.l rrgirrls in (.hitt.t havc inrcstt'd
in \t,rrlc hrrnt,rl Ji'tritruti rr ot' s,tt'r'll,rtt.tttr.l
.entrr {rr l()gistics prrk. According to rrs.lr.h
.r,rr,irr.tcri lrv tlre t hin.r st.,r,lE. r\\\r,Lr.llr,'rl in
l(X)1,60 pcrccnl ol l()8isti.s (cnlcrs nr..Drfl)'.
O Socialand political risks

Forci!,n conr[,anics [,l.tnnirg to entcr (.hitt.r

through.r p.rrtncrshil) or,\' nlu\l be e'rlrcnrclv
clrctirl xl)out lhcir Potcntial P.rrtlers visible antl
irvisitrlc liabilitics. [i)r e\.lrnplc, proteclinB loc.il

cnll,l,'vnr(rtl i..r ltigh pri,,rrtv li'r I'll( F0!(rrl
nrcrrlr'. :\().rfPr(4)ri.llc lrcncfits lirr' cxtesr \!orkcrs
(.lr) l\(.r l)tr8( is\lrc irl Lr)nlr.l(l ll({.'li.lli.,ll..

('(,urrlti,'rr.rl., Irrrrrr I.rrllr'irt ( llrn.l e\P(
cilllv in ronre snrlllcr cities.rnd at Lrcrl lcvcls-
irr everr rnJu.trr. \llrrol'ri.rtc h.rtrllin{.i'
corIupli()n is csscrtlial lirr strcecss.

Recommendations
for foreign companies

'Iir hclp lirrcign (onrPlnics flltcr !rr(l {}Peratc

ir ( hin.r sLrtccsrlirllr'. \t'a h.r\a i(lr:rtilic(l .e\crl

. ::.

i,:'.'

China's Logistics Rules Obscure the Way Forward

A notice on lor€ign-invested logistics com-

panies in China, released in summer 2002 by

th€ now-delunct Ministry ol Foreign Trade 8nd

Economic Coopgration, meets China's Wo.ld

Trade 0rganization (WTo) commilment to allow

foreign investmont in joint ventures for whole-

sale and commission agent business for most

imported and domestic products, but doss not

addrsss specilic products 8nd does not covsr

retail operations. The geographic area cover6d

by this provisional notice includes the cities of

Beijing, l'ianjin, Shanghai, and Shenuhen, and

the provinces of Zhejiang, Jiangsu, and

Guangdong. Presumably, ths gsographic scope

of the notice will gradually bs broadened until

the whole country is covered.

Ths Notice on Relevant lssuBs Regarding

the Experimental Establishment ol Foroign-

lnvested Logistics Companies defines and

permits two gensraltypes of logistics opera.

tions: intsrnational logistics and third-party
iogrstrcs. lnternational logistics operati0ns

have import and sxpon rights but are limited

to 50 percent loreign investment, while third-
party logislics companies may possess lor-

eign ownership of more than 50 percent.

Minimum registered capitalfor companies of

either lype is 35 million, and the proiect must

be either an equity or cooperative joint v8n-

ture. Either the largest toreign panner or th€

lsrgest Chinese panner must b€ a company

with "outstanding" logistics expertise, clsarly
a subjective definition.

The notice raisss three ditficullies for
potential toreign investors in logistics opsra-

tions;

a China! WTo commitmonts require the
gradual phase.in ol trading rights for all FlEs,

beginning with minority tlEs in December 2002

and sxpanding to include wholly foreign-

owned snterprises by 2004. The new notice

allows two types of logistics companies- one

with trading rights and one without. But given

ths trading rights phase-in (with minority for-

eign-owned third-party logistics companies

being grafted trading rights from Decembo.

I l, 2m2), the dilterence betwosn the nolico s

two types ol logrslics companies is unclear

a Existing FlEs se€king to expand their busr.

nsss scopes to include loqistics apparently
qualify if they havs existinq investments of at

lsast $5 million 8nd do not nesd to add $5 mil-

lion to their sxisling inveslments. Neverthe-

less. FlEs will bs discouraged by the requi16-

ment that one of ths partners have

distribution expsnise.

O FlEs sre currsntly allowed to distribute th8
products they manulacture in China; within
three years, all FlEs will be able to import
products. Will FlEs be allowed to ship impon-

ed products to their wholesale distributors-
as thsy currently do with domestic

Droducts or will they be rsquirsd to continuo

to use a licensed logistics provider or

importgr to channelthe imponed products to
their wholesalers?

Ths notice, which took sflect August 24,

2002, overlaps with-and contradicts parts

of-a Minislry of Communications rule on for-

eign investmsnt in road transport that was
releossd in November 2002. As more of

ChinS's WTo commitnents come due, th€se

and othor questions will sursly be answered.

but whether thev will be resolv6d quicklv

enough tor loreign investors is another mafiet

Seprember-October 2OO3 fHE CHINA BUSINESS BEVIEW

-fhe US-China Business Council

kcy reconrnrenrlatiorrs li)r thcir distril)ution nnd
k,gistic opcr.rlions:

I Seek deep knowledge of the market
j- ( i,rrl r.rr r t'\\h.ll \(,nrc (\p(rt\ lhink.lhcr(
rr,ill nol br: a nracl rush [T1'shippers to devckrp
thciI own sirL:s irntl tlislr'ibrrtion channcls or ncl'
rvorks onec ( lhina inrflcnrcnts it:' W'l() .onrnlit
nrcnts in (listributioll lcrricL's-thc c()st rnd
lirrrc nt'cdctl to estitrlish ir nctu,ork rvill prcr't'nt
this. Srnart pl.ryers arc huilding Lrp thc capal)ili-
ties of thc l'lt(l distritrutrrrs rvith rvhich they
alrcadv lrarc rclittionships.tncl arc prtwitling
incentivcs antl pcrtirrnring rutjits trr inrprolc
clllcicncy ol, .tod corltr'ol ovL'r, distrihution arrd

[,oiots of salc.

.\Part lronr trornrirl brrsincss consitlcrltions,
such ls nrirrkel size, grr,rvth, conrlrctilion,
ch.rnnc'l nrix (thc dilli'r(nl paths to rn.lrket),
.rnd rcgulirliors, conrpJnics nrusl rls() fav
rttcntiol1 l() rcgional lnd local particrrlirritics
.rrr.l rel.tti,,rrrhrp. {.{r/,rrr.\L. ljrrr! (rlr 'rr inv(\t'
nrcnt zonc hls clilli'r'cnt policics clcsigoed to
ittrilct ccrlnin t,vpcs ol lirrcign itrvcstnrent
(j.. p.l'l). l1)r c\anrplc. ronrc zoncs lrovidc
Lrcal tax inecrrtives, hnd lcasing, and lorver
utility lics. ()rgnnizntiorrs such rs l'hc US-()hina
[]usincss (irrrncil .rnd the Arnerican (lhambcr

of (irrrrnrcrec can hclp linri appropriate loca'
liorrs. A rvrll-eonncctc(l nnd trustw{)rthy l()adl

p.rrtnt'r is.rlso otten cril ical.

1.rt
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) Focus on ,alue
!1 ( i'ntP.tttiL's .lt,'rrltl hr l'.r'. int ttir irrrt l'.rrticr
.rntl nriddlcrncn, thus rt,nroving rrnnecess:rrl lar'
crs of burcaucracv lnd strc,rnrlining distrilrrrtirrn
clrains, as is alreacl,v happcning in rir.rny
inrlustrit's slrch its personirl aol]rpLtters iln(l (on-
sunrcr clectronics. r\s thc nrirldlcnrcn arc
rcnrovcd, thc capal.lililics ol snrirllcr plavers.rrc
inrprpr,'ing. l)cll hrr aclopttrl this strrteg,v
through its (lircct custonrcr nro<1cl and by
rrrrlsorrrr irr8 l,r8isl iL s. i\l.rrrv,rlhcr i,rnrP.rrrics.rrc
quicklv folkrrling suit. In s.h.ted citie:, iri (llrinn,
Nokia (irrp. hrrrkc thc r,iclclv uscd indu'trv dis'
tribrrtion nroclcl that lolIrrvs ir "nrirnutircturcr,

gcncrJl rgenl, rcEi(,orl distribr.rtor,sccond ticr
distributor, rclrilcr, consunrcr" piltern ilnd sup-
plicd lir8e rcgionil distribtrtorr.rnd retail outlcts
(lirc.tl)'. lhus.utting distribrrtion costs and rais
ing thc conrpany's nrarkct rc\p()nsiveness.

l, Streamlinc distribution and logistic5
3 t irnrp.rrrrr's ,rrrJ tharr (li\trihul,,r\ nt \l i lc-

Sritr', centr.rli1c,.!rrd :itreirrrllinc distribulion nnd
Lrgirtirs lirrrr.lrrrrrr,.rs\ct.. i|]li.l.trUilurc..l.lli,
irrrtl operations.'l hc gorrl is lirr a supply ehain to
lr((.rrrrri ir \(f.rr,rla, r'cl slr.rreJ.,'r8.tniz.tl i,rt
.r(r,'\\ alill(r(rrl l,trrrrrr'.s rrrril. ('rr( iLl\l ,r\ irn

I)()rtxDl ils s.llc\ ilnd Drarkcting.

/ Avoid duplicating serviccs
i r\'.cctt irr nr.llrlre n)irrkrl.. l(rr'lrnrp,rrric.
c.rn build or proviclc thc lirll r.rngc ofdistribution
scrvicrs ak)nc; pirtncrships.rnd allianccs rrith h'
eirl clistritrution service providlrrs ilrc kcys to su(
ccss. Ily focusing on iorproving llows, conrpirnics'
clirlribrrtion .rncl Irgistics lirnctirrrrs in (lhina c.rn
hc bascd nrotc rrn lh!'trnnrnri\\ion of rcli.rtrlc .rnd
tinrell inlirrtrution.rnd le\:' on dircrt conlrr)lol-
thc phvsical m()!cnrcnt ol c()n5ignn1cnts.

{ Use technology as a key differentiator
Y lhe di'tribLrti,,n Jn\l li'gi\lrL\ \c.t('r ir)
( ihina is trpic.rlll slo$ to ndopt n$,,r

tcchnologics, partly becausc of thc conrplcxity
.rnrl secnringly rlirunting irrvcstntcnt
rcquircmcnt5 of sell iDB uP nn intcgr.rtcd l'l'
pl.ttlirrnt. t ir,rrrrh ,)l th( \c(tor rvill rc(llrirc

Srcntcr sophi\ti.iltion in suPPll chain plirnning
lnd rvill requirc conrpanies l() slt up syst(]nls
lhill nrake product nlovenrent visiblc, as r t{av k)
lril.k d.mirnd in rcal timc. llusincsst's seeking ln
clllcicnt distribution chain will incrcasinglv rrsc

tc(hr1('1,)!t\ 1., hclf rrr,rk( r'ptinr.ll tlcii'i,,n',
inlcgrirte plrts of th!'chain, alLl link thc bcgin
r)ing ol the supfly (hain to thc cnd.

( Manage risk effectively
\Z \ rorrrp.rrrr '. .rl,rlrl r t(, r(\,)tr)i/( tlt( nt.tI]\
risks olconrlrrcling busincsr, in (lhinl, arrd l{)
pl.rn lirr thcnr, c.rn spell thc dilli.rcnce betrvec
succcss antl l.rilurc. Ilre crrrrrPlnies thxt un(lcr

'l.urtl thc lr.r.clrrrc,.r'\t \lru( tur.:.rn(l nr\,tr\.rlir)l\

oI tlreir clistributiorr arrd Iogistics operation, and
tr,r(k thc lotJl c('\1, w ill l,e in.r hett,r l,'sition Io
miligntc'risks.

1|uild and retain talent for long-term
success

Arcording to n sur!r'y conducterl in 2002

iointlv h1"Iht Logisti.s Institutc Asia l)aci6c in
Singaporc lnd thc l.ogistics lnstitutc of the
(i.orgin lnstitLrtc ol 'lcchnokrgy, both global lnd
rft rmcstic third-plrtv Iogistics sc,rvicc Providcrs
havc icicnti6ed lack ol talent as onc of the kev
thallt'ngcs of opcr.ttirrg in Chin,r- Value-addcd
\(r\ i((s irr Jistril)utiorr .rnJ irtirtiis rctluire
nrorc cxpcrtise rnd skills than nlost I,R(l
providcrs cLrrrclrlly possess. In gcncrnl, the aoD-
.ept of lin.tion.ll or scrvice excellcncc is rcla-
li\('lt r.cdk in Ih( Jistrihulio .rl(l l,rgisri(\
seck)r. Llntrainrd l)R(l staff in nranv domcstic
Llistrihuti,rr lirnts,rlicr h,rvc li'w irrccrrtives lo
pcrfornl well; sonlc obscrvers arguc that 85 kr
90 pcrccnt of distribtrtion initiativcs llil in
China trccause ol rvt)rkfi)r.e errors. For tht'tirrr-
sr'elblc titurc, training will be.rn integral part
of nny con'rpany's rcl.rtionship with n PRC distri-
buliorr scrvice providcr.

Proceed rruith
caution, but do proceed

A\ \()rrre suaccsslirl a(rnrpnrlics.lrc pro!in8,
cl-lcetivcncss in distril)ution and logistics helps
to lchicve markel shirrc and prolitahilitv grotth
in (lhina.'lo rerlizc thc p()tenti.rl ol thcir (lhini
invcslnrcnts, colDpiriics nred 1() uodarslnnd nnd
plan lir llre, mirrkct's fotentinl .lnd risks.
(lorr)pJnir\ nlusl .rlso rccogrrizt'th.rr thc distri-
bution .rncl logistics opcllting rroclcl in Chinr is

r,cry rlilttrcnt fronr whirt they woulLl Iind in the
Ullit.(l Stntcs, L.L[opc,lnd othcr dcvcLrped
milrktts.

( .rrciirl.ell-.rs.c.snte l.rn(l (lrr(rr,r\li(\
shoukl dctcrnrinc thc purposc of.r conrpanv's
ctttr)'. ( i,ntflnic. .lt0rrltl .r.l therrr...lrc' .r ...r ir''
ol quc:,lions thll Bo l)cIond thc supply.l'rain:
\\'hat rlocs our conrpnnv hale l() ()lf(r,lnd $itnt
to bring, to Cihin.ri \\'hat clocs thc contpanv ncctl
to (lo t() ('st.lblish ln clicctivc'frcscrtcc in (lhinl?
Whclc rlrr wc stlnrl k)(iny? ls our c()nrpilny clL'vcl-

ot,ing sulli.ient knowledge ol Lht nrarkct? llivc
rrc llctorcd in all ol thc conrPlcxitics in distribu'
tion nr)(l l()gistics th.rl .trc inhcrcnl in sclling arrci

r)rr)\ inS ,'rrr l,r,,Ju(l\ ilt (.hin.l? \\'ill thc \crvi((.
tcchnokrgical know-lrrru cxisting inrcroationnl
netw{)! k, ()r rnaIragcrDcrrt skills givc otrr conrPa-
D! n c()n'rPetitir'!' .rdt'.lntitgc ovrr potcntiill inttr-
n.lti()o.ll rod local conrPctitors? l)o rvc knos,
horv to Ixvcr opcr':rtir]g costs lo s!lIport nttrna-
tivc prieing? An)'conrp.lrly invcsling in (lhinil
r1lr.rsl irlcntiry al1d .tdrlrcss thesc qucstions. 'lhc

Jn\w( r\ \hr'ul(l lro\ rJe .r lenrll,ll( l,)r (.r\i(r
rrrrk(l cDlr\. Jr)J Ircttcr perli,rrrr.rnic.
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Wal-Mart in China:
Challenges Facing a

Foreign Retailer's Supply Chain
Ted P Huffman

perating 31 retail stores across China-f rom Shenzhen in

the south, to Kunming, Yunnan, in the west, and Harbin,

Heilongjiang, in the north-Wal-tvlart China Co. Ltd. is

rapidly expanding in China's increasingly modern business
environment. But certain aspects of China's distribution sector
pose challenges for Wal-lVlart and its suppliers, and overcoming

these challenges through innovative and flexible supply chain

management and logistics strategies are vital to Wal-lvlart's

success in China.

The effective management of a supply chain is high on many

foreign companies' lists of goals. China's marketplace today is
tremendously competitive, and the advantages foreign companies

Ted P. Hullmrn,
based in Shenzhen. is l0gistics director lor WalMart China Co. Ltd

l8 september-october 2oo3 tHE clllNA EuslNEss BEvlEw
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Supply chains encounter greater
hurdles in China than elsewhere
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can glin ovcr local contpanics are rrlicn n.rr-
rurvccl by thc inetlicicncy ol thcir supPly chirirs.
Erert'dirv s.rvctl in lcrtl tirnc (thc tinrc betrvccn
the placenrcnt of an ortler irnd rc.cipt oI g(x)ds),
cvrrv perccrl gaincd in fill rntc (lhc pcrcentngc
oI a purchasc rrrder lillctl ), .rrrtl ever1, dollar
snvc(l ()n invsntory airn nrcirn lhc cjiii'rencc
belrr'ccn sueccss ancl iailtrrc. lir succccd in
(ihina, conrpanics nrust adtlrcss sot'rll kcr ihal-
It'ngcs: regionirlisnr, tcchnologl,, norrtaliff harri
crs, and 6nanei.rl issucs.

Regionalism in China
l\4rrltinational cr)rporations ( iVIN(ls), typicnl-

l)'usctl to o|crlting.tt national antl nrultin.r
ti,rrr,rl lcrcl., l.ric urrI.rrrriIi.rr ruIplr th.tur
Ii ngnrcntrti()n irnrl locll pnrlcctionisnr rvithin
(lhina. I ikc other Iirrciqn \lN(ls in (lhina, \\'irl-
l\lnrl (onli()nt\ thc (orrse(lLlcnar:s ()l aenturics ()f
provin(irl ilul(,noorv and sclllsuflicicncy. Ilut
nlrlcrnization, rlhich brings rvith it lhc p()tco-
ti.rl li,r thc.rl,plit.rtrorr rrl,rrlv.rrrrcrl (,'rtntuniL.r
lion arrd inlrastructure, dinrinishts tlrc rationalc
lirr rcgional sclLrcliancc. Inticcd, such sell--

rcli.trr.c hirt.lc lr intc rprovirrt i,rl .rrr1'r. r.rti,'rr,
particullrh' intcrprovincial tr.rde.

l.ocal aclnrinistrativc bodics and phvsical
inf[rstru.turc huilt k) protc.t locnl inlcrcsts pr):'c

dilliculties lirr road trirnsB)rtJtion, priratc it)d
conrrnercirl lrucking, ( irsk)nrs clcar.rncc lirr
inrports, antl inte'rProlincial purchasing, rvhcther
distrihution or rvholcsalc. Suclr region.rlisnt llso
afticts donrestic regtrlirlorv.ontrol of rctail con-
sunrcr itnd.rgricultural pro,.lucts. lirr cumplc,
health.rntl s.urit.rtion (rrtifi.nlcs wilh lrrcal corrdi-

tion:, rpplv to nrtion.rlll approvecl frxrrl floduct.,
and krcul laws rnly rcc;rrirc [rc.rl rvholcsalc pur'
ehlscs ol .tlcolrol antj l()l)nc.o produ.ti. I{)cnl

ll()\'cr!rrcr'1ts c,rn rrsc lroth ol_ thcse nrc.rns k) rc8-
lll.rt. (,r lrll,l( r tlr( irrtr'r'l'rr,r irr.i.rl trrrrsp(,rl.rli0rr
.rnd distributiorr of the product' thel co,rcr

Frrrlhcrnrorc, rcgiorral or Irtal govrrnrlcnls
nrnv n()l ()pernlc in coneert $ith centrll gor,crn-
nreDl rDilrldrtcs ()r lrrr,s. [-ocal govcrrrnrcnis caI
pass rrrlcs and rt'gtrlations lt irrv tinrc wilhout
rloti.c.'l his situ.tti()n crcirtcs.r confrrsing and
.r '.1lv lrtrsrrtt's. cnvrr' rr)rt)(nl l()r ( r)nrl\rrt r( \ lr \ -
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Appropriate technology levels
(lhin.r's llrundant l.rlror- supplv nrelns lhirt

.(r rP.riic5 cnn ehoosc t() usr nl.rnu.ll lroacs\a\
irrstcarl of arrtontalctl pr'ocesscs anrl still sarc
nroncr. Ihc Irittlc'ollr.rrc acctrracl arr.l quitlilv,
tr'o rt.rtrJ.rrJ. tlr,rt rr( rrl,lrllr ih.rrrqrrrr.l lll
(lhirrir. Whctlrrr il cor)lpilnv cho()scs lo use rrlrr-
tuitl or.tutonr.tlcd pr,recs.es will likclv rlepettrl ,,n

lhc sr.tor in r'hich it ol,eratcs.

In high-cnd tcchnohgy irnd clcctronrcs man
rulircturing, rvhieh is nrrx'ing tionr ltpan, South
Korca, and the Llnitcd SIntes to (:hina, (lhinesc

.rrrd foreign nranullcturcrs alikc arc undcr prcr'-

surc t() produaa g(x)ds thxt Irr('rt rsorld-cllss
,lll.rlrly sr.lnLlnr(l\. Ih(sc slJnJJrd\ rc(luirc mJrt-
ulJ(turljr \ l(, irrr cst in rrrlrr'tir s , 'r .l l rlr 'rrl.rti( 'n.
ln 5tark c()ntrast .rra lhc busintsser of trans-
portation, distril)ution, ancl rctail, in which
pr(,ht nrnrgins rrc lorv lnd conrpctition is fiercc.
As:1 rcsult, lirrt'ign conrpanies arrcl their local
providcrs still opt cithei lo plocess manuallv or
1., (,)nlrril ,rut t,r Irc.rl. third f.rrt! LrSr.tirs
aompanics lhal Llsc mnruirl proccsses.

(ionrpanies thus olic'n end up sontcwherc
bctrveen thc firlll' autonrltr'd ancl ttlll' nranual
oplions, prrticuhrly conrpanics thnt flrploy
cclucatccl and technicallv clpirblc rvorkcrr who
nrc intcrcsted in c:rreers thlt enablt'thcnr to r.lsc

thcir c'xpcrtise. finding an appropriate lcvcl ol.

irl\,rslnrcnt in tcchnoLrgl' or auto,Dation rna)'

nrcnn aonsiderirg "mid-tcch" procc'sses for strp-
pl,v chain nranagement, sucll ns rndio-lrequencv-
equippeti firrklilis insterti of llllv autonrated
picking or orclcr retrievll systcms, or otl-the-
shclf rvirrchousc-nrloagcnrent svstcnrs inslcad ol
cuskrnr dcsignc.l oncs. l{ising l.rbor costs rrral'

ilso le.ld conrpilnics to choosc pnrliilly auto-
rrlnted s()lutioo\.

Nontariff trade barriers
NontirilF tri(ie brrricrs-oticu in thc guise

oi- gcogr.r ph ical linritati(nrs, quxlit,v or s.rfctv

st.rndards, or, in rclail, a crp on the nunrber o[
\t()r'cs il (() 'tpnny cilll opcn ttc nrnorlS the
nrost tietlucntlv tiiscusscd lopics \sithin (lhirra's

rctail suIPly chain seclor thesc dnys. As ( lhinn
iorrrplics witlr \VorlJ I r,rtlc org.rnii.rtion
(\\'-fO ) t(rms .rnd lo\vcrs ils inrfort t.trill.\, it
will incvitably scck lviys to pr()lcct its hu8c
(l()n)c\liL DrJrkel. l or rrrsl.rnre. r)l,rrrr (,)rrtPirnic\

linr.l vlguc tcsting and llbrling laws to bc partic-
ullrly trorrblesonrc.

l.ikc rhc Lhited sl.rlc5. (.hirt.r needs d(nnestic
consunrcr rlcmarrd to drive growth. BLrt urtlikc
thc Unitctl St.rlcs, (lhi!ra's dorlrcstic dcm.tnd is

rundcrticvclopcd. Since rctnil companic\ nrc nt

thc helrt of srrpptrrting consunrcr clenrlnrl, lirr
cign rellil conrplnies in (lhina tvill bt'under Ihc
rni.ros(()pc tlhcn it conrcs to thc rvat.hlil e)'c ol
$r'\cnlnrr.nl .rutlr.ritr.s .rn(l sh,rtrl.l .rnti.itt.rtc
grxernnrcnt etlirrls to kccp Chircsc products
on, ancl iorportcd products o1l shclves.

ln t c.rlitr. t hotrF.h, itr\torn( r Irrc[cr( o(( \ ir]
(lhina, as clserrhcrc, r.'ill usually clictatc rvhat is

on the shclves, ancl sincc local products often
scll lrest, nr,rnv rctailcrs rvill rvillingly'stock thcir
shclvr:s rvith k:c.rl goocls. In aclclition, nranl'
intcrnational brlnds arc now nrJnullclurcd in
(lhina and also counl is "l()cal" in thc ct'cs ()f

th( g(,tcrnm.nt. r\t thc t.rnr< tirnu, Chirrcsr crrs-

::.

i;'.'

I

20 september-ocrober 2oo3 rHE cHINA EuslryEss BEVIEw

Businesses in China still depend

heavily on a hard-copy paper flow

of documentation, which adds

cost, requires excess manpower,

and creates opportunities for
human error.

ing to opcratr'on a nrtiondl ltrcl. klc.rlly, clislri
bution and su[,[rlv chrins can be nranagcd lo
achicve optinrunt t'ffi.i.nc,v .rnd .ost. Ii)d.tI' itl
(ihina, rcgional frrgrnrotntion ol thc supplv
chain due to lor.rl pr()tc.lioni\nr decrc.tscs clll
(icna)'.lnd ircrc.rscs a()\ls-rcs[rltiog, in Ierv.'r
choiccs or highcr priccs lbr consunrcrs.

:r-N'c[theluss, \\'ll i\lxrt slriYes to providc cus

l,lncr\ with tlr. r^irlt'rt rh,'icc.rrrtl tlcrlitrn 1r,s-
si[T lc, irt rn "c'r't'rvclal Lx. pricc.' l hc' llcxibilitl
.rnd cllicicntl' th.tt nilti{)n\\'i(lt procurlnrtnt rnd
ccntrirli/cd disl ril)ution irllorv .trc kev lo lclricving
this goal. \\'rl-l\lart'r srrpph'chain in (lhinir is

.cntralizcci in south (,hinl throttgh thc Slrcnzhcn
distril)uli(nr.cnlcr nrtl will soorr l)e ccntrillircd irl
orrrth (lhina throLrgh thc Iiarrjin tlistrihution
ccnlc( s.hedulc(l to o|cn in ()clobcr 1001. \!ill
itlart docs not rcquirc local suppliers lhlt scll

Prodtrcls crclusivel) to krc;l storcs trr trsc its riis'
lribuli()r) c.nlcr,l)ut cn.ourngcs suPPli('rs thal s.ll
nationrr'idc to use tht tlistribution ccrtttr becilur'a

rt is nr.rc t'ltiiirrrl t,,r .t 'rrl'l'lier t,r,.lclircr t,,,'rr.
Ioalrli()n tharl to tll thc'\\al-lr'lart siorcs actoss lhc
countrr'. lirr supplicls tlrlt h.tvc difheultv nr.rking
a kng lournt'y to thc clistributirrn ccrrtcr, itntl that
still r!ish to scll nnti{)nillr, \\.rl'1\ldrt olli'rs back
h.rul \cr\ ir (' t;, rnr th(ir l, '(nl r)Jrk( lll.r(c:'. Er! irttl
thcsc supplicrs nc.css to rnilrkets thnt thcy wruld
otherrr'isc bc unable to reach.'lht conrplnv
l)clie\'cs th.lt thc usc ol clistril)uti()n ecnttrs and
h.rck-hirultrrrcks is elllcicnt anrl .rllorvs Wal l\lrrt
k) nr.rinlilin.()r)trol ovcr nrrrst ol its tiistritrLrtion
chairr. ( llrough the trocking is (ontrdctcd out,
\\rirl-l\1.rrt nriI]x8es lhc rt'st ol its supl,lv chain
tlirectlr'. )

/
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tonr(rs arc \t ill il]ler.stc(j in lr) ing ncN', inlfn)r1-
cd grxrtls, particrrl.rrll rvhcn it conrcs trr lirrcl.

Financial matters
(.hin.i5.rrrr.nl hankirtE, tinitncc, inrurlncc,

antl t.rration struatulcs arc bLrreiiuardli( .rod

cunrbcrsortc. Thc gtul ol anl sul,pll chain or
Iogistics nrnnagcr is to crlrnte ir sarmless llow ol'
pr(xlu.t Boing onr \rJ),Jnd pilvnrcnt g()inB tlrc
othcr wxy. Ilcliion.rl liaBnlenlJtiol] ol lin.tncc
regulation, trx l.r\\'s, irn(l olher i,rstitulionr hns

thr s.lnre.lli'.t on ih. fxrnrent sitic ol thc su|
ply chirin s rrgionnl prolc(lionisrn hns on the
tritrr\porl .rnd clistril)utioo sidc. Ii)r iD:'tJn.e,.t
conrpany rvith joittt vcnturcs in sclcral locations
supplir,d bv onc supplicr ntrv h.rvc to tn.tke a

scpilrntc p.llrrrcnl lionr c.teh vcnltrrc to thc suf-
plicr. Wal Mart, howcvcr, has rvorked with thc
Chillcsc g()r'crnn)cnt lo sel up ir holding conlP.t-
n1' to conurlicllte joint v.rlurc (listributi()o .rnd

6n;ncc. Also, sincc nr()darn insurilnac i\ rch-
tirclr. ncrv to thc l)ll(l, alainrs pro.cssirt6.iln b.
tinlc consunring xn(j conlirsing.

llusincssts in (lhina still dcpcnrl ltcavilv on.t
harLl-cr4r1, P.lIcr llow ol doc u ntentlt iott, rghich

ad(ls aosl, rcqLrircs c\ccss nr.trrt)()!vcr, ilrtd crcitl!:'
of fortrrrritier li,r lrlrn).ln crr(,r.'l ltr: rr:(luiretrl(trt
firr "chops'on oflici.rl clocunrcnls lilrther conr-
pliailtes rrriltters. llecausc thcrc is no s idclr'
a.ccplcd rlxl',vct lirr sLtch chops t() bc cl.ctroni-
.irll), iruthcnlicrtcd or lrnrrsnrittcd, pilpcrwork
nlusl bc in h.rrd eopl'.

Itrl,lirrg rcl,rrrrr. rn(l rttrrdcrtrizuliort irr

Iinlnce, inrtrrancc, and lr\ilti()n coLrld p.rre thc
way tirr irpprovirl ol technology tlrlt coulcl
ir11l)rovc lh! llo\\'ol d()cLrrrrcnts itnd |ivDlents.
Rrlirrms rr ill coablc lorcign contp.tnics lr ith
supplv chirirr intcrcsts in (lhinr (includirtg thirtl-
parll' logistics prrrviderr ) lo crcirlc sc'nnrl.\s scr-

r ii,:s .rrrJ nttw.rrLr .r.ror: tltt .r'utttrr'.

LTL and private,
nationvvide parcel delivery

( lr)( lhinE rrr,.l \ulll) .lr.rrn.rrrr! l,'gistit.
rn.rn.rgcrs.rlruncl thc s'orlcj tlkc li:r gr'.rnted is

thc rc.rdilr' .rv.riLrblr sLrt)t)lv ol lc\5-thJll-lrucl

loacl (lill-) scrvicc proviticrs or cxpr-css parccl
tlclrrcrr. l lhc I nil(J St.rtes, srrrh rcrvitcr i.rn
h.rndlc arrything tiorn a sin,alc,'irton to.t lirll
shiPorent ill a 5-]-cubic-lix)l trailer. Il1'the car
ton, by thr p;rllct, or b1'thc trailcr, drxrr-to-tir:or
nJlion\r'i(lc lieight services are reliirble and
alibrrhblc. Alrravs jrrst r phonc,:tll lrr'.rv, ship-
rncnts irrc trnekc(l by tr.rcking labcl arrcl gloLral

positioning svstcnrs ((il)S ) to cnsurc rninutc-br'-
miltlrtc clii.ienc).

Such st'rviccs arc re'lalivcly rrndevcLrpcd in
(lhirla, but arc nrrkiltg he.tdrv.tl'.rncl rvill hll a

rri(he in lhe tr0nsporl industry.'lhis dcvclop-
rrcnt u ill hrvc a hug.' irnpact on retail businsrs,
l.rrgt'l1, tr1 allorving morc llcxibility throtrSh
nrolc dclivcrv lnd trrnsfort options. Llrgent or
c\aeption deliYcr\', just in tinrc invcnt()rv min-
irgcnrcnl, aataloLlue or nrlil orrlcr salcs, anr.l

lntcrnet salcs lrc all [rurine,ss nrodels that havc
lrccn nradc prossihlc alounrl thc lvorlcl by thcsc
tyPcs of lrnnsp()rl scrviccs. Allhough sonrc scr-

vice Proviclers in (ihina such as (lhin.r I'ost or
( ihina Ilail can irrrnngc li)r sLr.h shipmcnts
totl.rr', thc choicc ol scrvic,., proviclt'rs is linritcd,
antl tracking, pickr.rp,.tntl delivcry arc trnrt'li-
irtrlc. In a pronrising sign lirr rclai['rs, srvcritl
ioint !cnl rrrr's bct\t'ern ( lhinr'sc stntc-()\! ned
lr.rusport lirnrs and forcign frcight or parccl
({)nrpirnias havc rc.cllh' l)('en cstnblished.

Perseverance pays off
Although tlrcsc issr.rcs.rnd e()ncenls nre nolc

\tr)rlh\', ll)c) arc lr)'rro rncans lil.t()r\ thnl \1)uld
scvcrely linrit anv cntcrprising rnitnlgr:r <rr cont
p.rnv tionl cxpanding in Ohin.r. l)cspil. the lit.k
ol' national and a(lvxna(d svsterrrs dt'sari[',eal

irbovc, lirr morc lhan scven years Wal Nlart has
(4)cratcd nnd l8grcssivelv exprnded its retail
business in pirrtncrship with,.lctlicatccl .rssoci

ntcs, joinl vcnturc partncrs, supplier's,:rnd grx'-
.rrrnieI]t olfi.iils. \\:rl-itllrt's cxPericncc has

shown thlt cvcrr lhr'nrost daunting problcnrs
ta ri t(r I t..l|l\fi, I thct]r\.1\(\ int,, r,])l).)rlUrriti(\.
ltl instlnce, \\al-l\lirr( hns u:,cd casc stuclies trl'
liagrrrcrrrcr.l tr.rrr\f ,)rlrrion Jn,l (li\lril'ution l',
cr.lucirtc its supPlicrs to hclp thcnr strcnnrlinc
their opurations ancl r(Jucc a(,sts-to the b(rlc-
fit rri both partics. Sonrctimcs lhesc i\sucs
rcquirr' crrnpirny l'rartieipirtiorr in the (l.h.1tc fi)r
libcralization anr.l standrrdiz.ttion. As .t resull.
\\'.tl-\lJrt h.rs [)c.onrc h,ravill involvcr.l in grrr

cnlorenl rclations nrrr.l hirs particip:tttti in thcsc
tlcbates lrv talking tlirr'ctlv uith (ihincsc govcrn-
nrcnt ollicials at [roth Ioe.rl .rnLl niltionJl lclcls
.rn,.1 through tracic groups in llrtlr th. Llnitcd
St.rtcs arrr.i (lhinr. lir ()\,cr.onr. thc dallicultics of
Jistrihtrti,,n.rntl,rrPplv ihlirr nrJr.rg(nr(rl io
(ihin.r, supplv ch.rin nr.rnagers rlill hrvc to lrc
(r(.lti\(.rrJ p(rs(\(r( l(,,r(hi(r( :'tr((c'\ in J

nrnrket lhnt will bc ccIrtr.rl to th(rnr.ln(l their
auslonrars io the t\rent\'-lirst acnturr. :
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In a promising sign for retailers,

several joint ventures between Chinese

state-owned transport firms and

foreign freight or parcel companies

have recently been established.
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Discover the splendour of Chino World Hotel, Beiiing
Shongri-Lo's Chino World Holel, Beijing hos b,een reslored wilh o dromol colly renovoled
inlerior. Whelher lt ls in the mogni[icenl grond lobby, superbly remode ed rooms ond su]les

or rhe hlghly occloimed reslouronts, guests con once ogoin experience the sheer splendoLrr

of Beijing's finest luxury hote . All perleclly comp emenled by Shongri-Lo's legendory servlce

@
Chino Wbrld l lolol

BalllNc
AT CHINA WoRLD TITADT CTNTTR

A SHAN(it{t tA lt()rtt

I.r (36 t0l 6505 ?266 fox. 136 r016505 0323
E mo cw,rolioisn.o (om w.byi. wvr rlonsr ld com
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Zoning ln
Julie Walton

nitially set up to attract foreign investment, China's special

development zones have become central to many foreign
companies' China strategies. Because they allow companies

to import, process, and export with fewer taxes and less red

tape than other places in China. development zones have helped
foreign firms integrate China into their global supply chains. As
export-processing trade in these zones took off in the mid-
198Os, the zones' popularity prompted the PRC government to
offer incentives to encourage still more growth, and China now
boasts dozens of zones with a confusing array of options. A
review of just two of the most popular types of zones illustrates
the factors a foreign company needs to consider before setting
up operations-or incorporating China more broadly into its
supply cha in.

24 September-October 2OO3 THE CHINA EUSINESS REVIEW
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Free-trade zones and export-processing zones
offer advantages unavailable elsewhere in Ghina

Zones and rrlore zones
(-hinl h.ts nranv tr'p.'s of zoncs lnci brrntictl

.lreas (l)olh of which olfcr rclaxucl imporl
restri.tion:,) dt thc st.lt., provio(ial, citv, rlnrl
district lcvcl. tloth lirrcign ancl t-hincsc ionrp.r-
nies nr.tr \ct ut, in .rll t) Pes t,l zorrr's. N.rtion.rl
Irrrl r,'rrc. l.lll irrt(, \(r(n llr.rrrr r,rlrF,)r'lc\:

a Economic and technological developrnent
zones .rrc rrcas llr.rl p[r)\ ida iDlclnnlior).ll sl.!r]

rlLrrtl tircilit ics LrnLl suppoltirtg scr-vict's.

O Free-trade zones (l: l'Zs) .rrc spccializecl .rrcrs
li)r intcrn.tlionirl tr.rrlc, lirr'cign in\'crlnlcnl,
h,'rrdctl r''.rrtlr,'rr* r..rrr,i r\l',,r1 I'r,'.. "irr8.
O High-technology industrial developmcnt
zones crcorrritgr lltr lrrnsfi)rntJti()n of seirntilic
lntl tcchnrrlogic.rl .rclr'.rnccs into nrarkct.rblr

Ir()Lltl(t\.
O Border and economic cooperation zoncs
cn(('ur.lSc l'rontier' tr'.rJe .rrtcl (\l,,,rl lr,'((\\irrS,
irrrf r,,r r'.1 r. l.rt i,,rrr r\ rll) r).i$,lrln,ri S, r 

(rurrt ri.\.
ind bcttcr ccono )i( contlition:' irr nreiis l)tlpu-
latecl hv national nriloritics.
a Export-processing zones ( |l'Z\ ) arc spcci.tl
cncloscri .rrcas supcrviscci tx thc ( icncral
Adnlinistr.tl ion ol ( lu\lonls.
O Tourist and holiday resort zortcs cn.oumgc
lilrciqo invcstmenl il] acrldio rcs()r-l :lrc.rs.

a Taiwan investment zones ilirlr 10 illtr'.lat
iovcsl nrenl lionr'liirv.rIt.

()f thcsc virri()us tt l)es of /()rrc:', lir'c-tr.rd(j rnd
c\l\)rl-llrr'(c\\ing /r'r)c\ r)llir lhlj in.(nlir(. t]r,'.t
rttractivc k) r brond chss of tirrcign invcstors.

fHE CHINA 8US/,vfSS 8fy,fw September-October 2OO3
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What is a free-trade zone?
ln an c'flort l() incrcnse c\port\ lncl lirreigrr

invcstmcnt, thr centrnl B()vernmcnt apProvcd I5
national levcl lrcc-trit<lc zoncs in thc 1990s (i..
-lrrble I). t lZr arc'gco!,r.rphiclllv dcfincd .rrcrs
ol 6 knrl to I0 krnl th.rl l,crnrit r widc r;rngc rrl
business uctivity such .rs rvarehousing, iirrcign
cxchange trarrsactions, rrrarkcting, tr.ttling, lrrcl
c\port pro(rs:'ing. Fl Zs gcnc'rlll1' rllorv onlv
sinrplc procr:rsing, srrch as treight el.tssiticltion,
pnrts loading, sloring, l,.rckiug, an.l brrnding. ltt

I'r.rLlrrt.. hrr\v(vcr. nlr!\l (()nrl.rni(s (rrSJ{c in
traclirrg and rvarehousin6 operalions. ()1 the
morc thiro.1.0(X) cornpirnics thirt opcrirl.d in
Shang,hai's Waigaoqiao Ii'lZ in 2002, only 167

cngirged in cr|ort proccssing.
Viri()us incentir,L's, such ls excnrplion tionr

custonrs dulv andT aluc-rcldtr'l tar (\i\l ),libcrnl
tirrcign t'xchangc rules, and the absencc of bond
raquircnrents lirr inrports rvilhin lltc /()oe, wcra
(irsignrd to itlr.rct nr'!r'in\'(stnr(nl .rnti to lurc
c\isting inv!'sl nrcnt n\,i,nt' tiom olhcr strLlctrlrcs,
strch as bondcrl wlrehouscs, rvhich thc cetltral

8o\'(rrrrncnt litrrnJ (lilli((rll lt) ,)!'(r\( (.
I ht nrt i()niil gtrlenlnlcnt h.rs st.rntlartlizcti

nrosl pretercnlinl polieics lirr F I'Zs, inclLrding it

packrgc of t.rx incentivcs: |or thc first trr,o ycars

0l'operations, conrpanics arc r'xcnrpt lionr
cntcrprisc inaonre tirr. l)uring thc nert threc
vcars, companics are t.rxcd at 50 parcanl of thc
nolnrirl firrrig -invcst.d cnlerprisc (l'lll) tax ratc
(rl l5 p(r((nt..\itcr lirc ve.rrr. irr /,'ll(cnt(rl)n\-
cs pa1'thc firll tlI tar rxl(.

Nlorc i p()rlirnt, tl'rc slindard l''lZ packa8c
llso offi'rs vlrrious custonrs incentivcs. such as

25



Table 1 :

China's Free-Trade Zones (FTZS)

Zone Conlacl lnlormalion

dutv ('xcmptions on all construction or infias-
tructurc inrports nccessary lbr production and
on all ccluipment, parls, and comPonenls
i[rportcd frrr self-usc. Imports cntering thc' ]- l'Z
from outsidc Chinl proper nrc cxempt lionr
custonrs tluties anr.l VA I'r cuskrnrs dutics lncl
VAT arc asscssed only after the linished prod-
ucts lcavr: the F'fZ for rcgions outside tlrc
bondcd arca. If nrorr thnn 70 pcrcent of the
linishttl product is rc'ciport(d outsidc Pll(-
terrik)ry, nny renlirining product is taxt'cl rt a

reduced rate basc'd (,n the original inrported
compone nts. ,\ll finished goods "inrportt'd"
fioor th('|TZ into (-hina proper rvill have cus

ton'rs duty and Vdl nss!'ssed l)ascd on a rntio of
locrlll sourced ilputs to imporlcd compo-
n('!lts,

l.l(h ,/(,nc (.ln,.lnJ .,hcrr tl,',:., nlTer itr ,rwrr

incenliv('s on top ()l thc cenlrirl Bovcrnnll:rrt
ones. l-ocrl authoritics can estahlish land'usc or
uiilit,v inrcntives ind nrnv rlso dccide to r'xcmpt
in-zonc cnterpriscs lronr Lrcll incomc tax.

Nrrlrrbll, l-Tls rcrrr,rin thc,rnly luc.rti,'rr' in
rohich a lirrcign conrpany tulv cslxblish a wholly
lirreign-orvnctl tr.rding comlunr'-though thesc
rvholly firrcign owncd compdnics did nol pos-
sess tratling rights lthc right to inrport aud
|xporl) unlil ver),re.cnth'. li) scll products in
rnainl.rnd nrarkets, thcsc cornprnics $cre
rcquircd to crrgiallc irgc'nts with trading rig,hts to

hantllc custonrs proccdurcs
lirr transactions u'ith thr'
non-FTZ (ntcrprist.

Fl-Zs olli'r' .r BontlcLl
(irrnmoriilics Flxchangc

i\llrket or crhibition ccnter
througlh rvhich in-zone
cnterpriscs sell the'ir proci-
ucls kr (lhincsc buvers itnd
(listributors Iirr sirlc in nrrin
lnnd nurkct\. E\chrrrB(

irrket ndministralors clcnr
thc goods through (luslonls
and issuc VAI invoiccs.
(iiven tlrcrc rcstriclioos on
trldinS.ompitnies ir thr'
I'lZs, onll live rverc stt up
l)ctwern I997 and l0o.l
lthree in Sh,rnghli irnd two
in Shcnzhcn), and nonc is

whollv lirrcig,n orvnerl.
ln Juoc:{)0.1, thr Stlrtc

(irtrncil, thc lrlinistry ol
( i)n)nrcrcc, nnd Cusk)n)s
issucd n noli(e allo\!i11g
cntcrprises in Futiiln-
Shatouji.ro, Iianlin,
\\tirigaoqiao, lncl Xilnrcn
XianglLr Ii'lls to rc8islcr for
thc right to.onducl (lomes-

ti. tr;rdc with()ut usillg in
intermctliary rvith trading

rights. Because the noticc'leaves the drafting of
cletailed application rules to the zones them-
selvcs, it will lre sonre timc before thc efTects of
thi:, new poli(v on lhe zones. on thc ({)nrpanies

in the zones, or on fulurc investment become
clcar

toiirn
Firzhou FTZ

Xiamen Xiangyu FTZ Te1:05s2-603'6831
Fax:0592-603'5830

Hainan
Haikou FTZ

Guangdoflg
Fulian FTZ {Shenzhenl
Guang2hou FTZ

Shantou FTZ

Shatouliao FTZ (Shenzhen)

Yantranqanq FTZ {Shenu hen}
ZhuhaiFtZ

www.s2ft2.gov.cn
v!,ww. g etd d. c om
www slftz.gov cn

vw!,w.zhkeettade2one.org

Jiangsu
Zhangtiagang FTZ

Liaonin0
DaIan FTZ

www.zjgfu.gov cn

www.dlfu.qov.cn

Shandong
oingdao FTZ www.qdttz.com

Sfirnghai
Warqaoqiao FTZ www.chrna'ftz com

Ti6niin
llantin Port FIZ www.ljftz.gov cn

Zhciiang
Ningbo FTZ www.nttz.gov cn

S0UBCE:The US'Ch na Bus ness Coufc I
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What is an export-
processing zone ?

(irstonrs.rnrl the Stltr' (louncil.rpProved thc
cstablishnrent ol l5 LPZs in 1000. l h.rt nunrbr:r
hls since grorvn to -18 (J.. lnble I ). [.imited to
nn arca o[ ] knrl to ,1 knrl, all EPZs nrrrst bc
c.tablishc.l withi,r lh( (,,rli,res L,l .rn (,\istirr!,
caonomic or drvclopolcllt zone. l-hc ccntrirl
g{)\,crnme'nl s!'t r.rp thesa small areas, conrplclcl}'
li rr.r'rl in .rrrLl rrrrJcr l.l-hrrrrr tlrr*t,'rlt\ \lrP('t'!'r-

sio ! lo pronr()te expor'ts arrrl crrck rirwn on lhc
illcgal salc'rrl dutv ficc inrports ol'rn\{ nralcrill\.
l'stablishing l:l'Zs at ccntrll locatioos thror,rg,h-
()ut thc.oultlry hrs ht'l]rcd (lustorrrs lchievt'
llrcse goals.

IPZs tiillcr tiorr l' lZs in sevcr.rl \r.tvs. Irir\1,
l' l)Zr pcrurrt lL'rrtr lvpL s,rl' hu'irrtr. .rt tiritic..
()nll- export l)r()cessin8, w.rrehoosing rclatctl to
lll( l'r r)((..irrE ir.l ir ilrc\ r,l' irr-,7Lrrr( rrltrr|r i:'c\.
antl licight tr.rnsport.rrc allowcd.'l hc narrot
purposc'ol thc IPZ rllrrrvs (-hina l() olicr in(cr)
livcs t() cxport proccs:,(,r\ lhnt rrc rrot ayailable
in the lrl Zs or al a stantlalonc', bontlcrl flcilitv.
Scconci, rrnlikc in Fl Zs, thcrc arc no \',\ I
(hirges on public utilitics. I hird, ()nl'r' .onr p.r

nics lhnt .xport nrorc lhnn 70 pcrecnt of thcir
output irre cligiblc frrr the inconrc tar [rreaks

availablc to.rll .onrpanics irr FTZs. i\ncl bcc.rusr
Ill)Zs.rre c\porl orit' tcd, lll conrpanics locatccl

io rn L)PZ qu.rlify tirr tracling rights ancl do not
ncctl to rvork through irn in-zone conrnroclitits
orarkct il tho harc prorjuct to sell on lhc
dol]rcstii nr.rrkel.

lll)Zs shlrc somc lr:rils with lj'lZs-thc
inrl()rl dulv r)r d prodrr.t s()ld in ()hina rlill
clcfcnd upon thc itetn's s1rccilic product catcgo-
r1. r\lso, .ts in IiTZs, \XI is not levictl on rnv
.iclivity th0t takes placr rvithin thc lrl'2, and
inrp0rls itrc lx\ cxenrpl.

I hough thc I'RC dcsign.rtt's l,l'Zs .rs "cLrscti,'

this tcrnr onl\, rcfi'rs to thc tlct th.rt lll)Zs arc
physically scgrcgatetl tionr the rcst ol the cco-
nonric dcvcl4rnrcnt nrcn in \vhich lh.v arr
l(]..rlcd. All go(xls, lc'rsrrnr, anri lchicles nrust bc

inspcctecl upon entrv nnd c\it of thc ronc; no
pcrsonncl nriry resirlc rvithin Ihc lil'jZ. l.egally
ancl practic.rllr', hou,cvcr, thc liPZs are open and
.rcccssiLT le trr Ii)rcign in(cstment.

llccausc Iil'Zs fbcus r.'\.lusivelv on c\p()rl
proccssinll, lhc nost sigoificirnl riilIcrcnce
bclw,ccn thcnr rncl [:l ls is tlre cxPort rcbatc

folicr'. II ir conrPanv rvithin .rn H'l l,urchascr
qoods lionr ln cnterprisc rvithin (lhina, thc scll-
ing entclprise will rtacivr iln cxport lehlte, itnrl

..+i:
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Founded in I961, os (hino 0reon Shipping C05(0 hos grown to berome one of lhe lorgesl 0reon (orrierc worldwide. (05(0

delivers efficiently ond expedienlly lo more direcl porls lhon ony olher rorrier. ()ur copobility of 425,000 TEUS, 35,000

lemperoture-(ontrolled units ond 185,000 40 fi. ronloiners ron occommodole o shipment of ony volume. (orgo Hondling

ropobilities indude 20-ft ond 40-ft dry rontoiners, refrigeroled (onloiners, flol rorks, open lops, high rubes ond olher

speciolized equipment. C05(0! new (orgoSmort porrol, lnfOtink Voice Response Syslem ond (orgo Troting Syslem ollow

you lo lrork your shipmenl unlil il orrives sofely ol ony destinolion. Visil us ol WWW.C0SC0-U50.C0m or toll o cuslomer

representolive lodoy.

lnfoLink l -800-967-7000
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Duty Calls
Ths illegal sale of goods

imported duty frss into k€e-trsde
zones and export-processing

zonos-not to montion bondod

facilitiss-is a serious problern

for the PBC government. Bondod

zones and facilities allow compa-

nies to storo, and sometimes pro-

cess or packags, goods without
paying taxes on thom untilthey
are sold. Such tar-flung opers-
tions ostensibly snqaged in oxpon
processing have strotchod

Customs' supervisory abilities End

croated snormous incentivss lor
graft End smuggling.

To crack down on this prob-

lem, tha central government hEs

instituted a classification system

that grodos all 6xpon-orientsd
companies based upon the verEc-

ity of thoir customs declarations
and how frequently they failed to
pay applicablo duties. Companies

that have had mors thrn two
infringements poryear earn a C or
a D rating, requiring them lo place

deposits with Customs officials
for allimported materials used in

production. Companies receiving

A or I grades are exempt from

su ch import bonds.

-Julie Walton

thc in zonc buving cntcrl,risc rl'ill not hrvc lo
p.l,v VAI In conlrirst, ,jonrpnnics in ll Zs, or
bontleci llcilitic's outsidc of zoncs, rrust !,av
\,AI up lioot on anv good sourccrl in (lhina
.rnLl applv lirr.rn export rr'birt. onl) .rlier tlrc
grxxl ltas bcco cxportcd.

I ntcrfri\c\ in I Plr ll.,,l'flrelit li,'nt lri,rr
itr' (luslonrs clcarlnc(' ()vcr thosr l()aatcd ()ut-

sitlc the zonc' lncl nror!' streamlin.\l clcarnrr(r
thnr) lhosc in l;'fZs. All conrpanics in irn II'l
rnust hitvc r aonrputcrizcd dlt.rblsc conncctcd
tt ith Custonrs to clcar goods !'lc.troniairll\'.
(lurrentl)', aonrpanics thirt pil,v cusl()fis dtltics
on time (A or ll gradc lstt, leti I ) .rnd havc a

rclialrlc, conrptrtcrizctl lracking svstr'rn can

appll firr papcrless curtonrs clcarancc. F.PZs

cnjoy 24 hour (lust{)nls slrpport irnd makc r)o
dislinctiorl bctrr,een [lrnrlccl and non bondcd
inrl'orts, a Practice tlrat rcsults in l.rstcr pro-
ce'ssing.

Choosing a base: FTZvs. EPZ
As cvidcrccrl by tht tholrsanrls of conrpr-

nics locatr',.1 in frce'tra(lc rones ncross China,
l-l Z\ can bc slrntcgi. ph.ct lo inrcst, depcnd
ing upon l conrpanr"s trusiness,icopr'and
slruclLlrc. Nlirrty aonrprnies currcnlly usc thcsc
lilZs to wilrch()usc high-end inrports, scll

nar()\s thc r\\i.l-Plailie rcg,ion, or crxrrdinalc
c\ports irnong lheir l'lt( )-bascd original
cqLlipnrcni nranufactrrring oprralions.

Lxporl pr().erisinE.rrtivitics arc lislecl.rnrong

thc n.ti\ itir\ pcrnrittcd in l:l Zs, but nxrst conr
panics lhat rvirnt k) tbcus rxalusivcly on thc
cx|ort rn rrkct lincl lrc'ttcr ince'ntivcs in the'

e\p()r t-Pro(cs:,ing roDcs. Sonre' conrpanics havc
rePorlcd thlt l:l Zs su(h n\ \\Ji€lJorliao,1-Et)A,
or l:0tiirn-Shrloujii)o arc [rrcl-crablc lirr logistics
al(l wnrehou\inB ilctivitics rather Ih.rn exPort
proc('\sing. () c nranult.luring conrlrtnv cur-
rer)tl)'localcd in an EI'Z had originalll'planncd
k) Ir\.\l irt W.rig..r,'.1ir,r. llrrt,rhcr.,'rrrf.rrirrF
\\'ligaoqiao's olli,rings .rglinst its [rusincss plln,
rvltich cntlilcrl substirnlial nranulircturing, thc
conrpirny dcci,.lctl thnt \lirigloqiit{is svstcm
rlould not supporl large'sc.rlc' Processing of
nn)sl lr imporlcd comf onants.

Although Shanghai, in p.rrticulnr. hns takcn
inrportnnl slcps townrd iruproving crrsloms
prn.tices nnd clcarflrce linrcs, thc l:l Zs lag
IxhroJ the ll'ls in Jr.v.Irprngclr(tr,)rri( ((rs

krnrs .lcarancr systerlrs. ln I:l'Zs, (:ust()nls

trilcks inllx)rls on a picec l)y-p,e.e l)nsis, witl')
seplrrtc [Tooks Iirr honrlcd irnd non-bonded
inr[,orts,lncl ehecks thc brxrks u'ith crch
inrport irnd eyp()rt-as opposccl t() ir 0ronthly
(,r qtlrrlcrlv r((i'rr(iliirti,'rr lroLc)s. (.i'rrrl.rrrics

eng,lged in ertcnsire proccssingl 6nrl this to bc a

papcr-intensive antl tinre'consunling process.
'lhc coutpitet gcoglrll,hic area anr.l sole tircus

on cxporlinS, all{)ws Cu\l()nls to crciliL'ar espc

ci.rllv user-liicnrllv inrlort-c\port cnvironnrent.
1\lanl companr rcpresentatives, lcgnl lroles
sionirls, rrnd zonc corrnlissi()ners ilBrcc lhxt
Ioc.rting in an Ill)Z is idcal tlren a conrPanv's

iz'.'
China's Most Popular Zones

Sh6nghai: W6ig6oqiao
FTZ .nd Jinqiao EPZ

Many American companiBs have looked at
Shsnghai as the main gateway to China;the
city has worked hard to build the intrastruc.
turg and cosmopolitan envi.onmBnt noeded to
sustain all mannor ol foreign investmBnt.

Waiqsoqiao and Jinqiao Ere on opposite ends

ol a swath of lEnd that runs through Pudong in

Shanghai. Both Wsigaoqiao and Jinqiao have

followod the riss of Shanghai as a technologi-
cal development center, vying to attracl
investmsnt lrom information t6chnology (lTl

compsnies. The cost of maintsining op€rations

in ths Shaflghai area is significantly higher

than in the rest of the country, but many com-

panies believe that the ben€fits of Shanghais
highly skilled, tech-sary work lorcs are wonh
it.0ne company in the lT sector stated that it

set up in Shanohai mainlv because its opera-

lrons required the ready supply ol engrneering

protessionals that Shanghai otf ers.

nomic otfics.s in the US Consulato in

Guangzhou, m6nufacturers f ocused exclusivs-
ly on the expon market usually sot up in

Shenzhon, while monufacturers with an 6ye

on China s domestic market as well as tho
qlobal markot often prsl€r Shanghai.

Shonzhen: Futian-Shotouiiao
FTz .nd Longgang EPz

By vinue of their location within 8 special

economic zone, both Futian-Shatouiiao and

Longgang can take advantage of an snviron-

ment almost exclusively tocused on sxponing.
Traders and exporters can also capitalize on

thB proximity ol Hong Kong-a maior linancisl
sorvice centsr and free port. ln ths past,

Sh€nzhen attracted signilicant amounts ol

investment from Hong Kon0 and Taiwan. This

is still ths csso, althouqh more Taiwon tech-
nology firms are movrng up 10 lhe Shanghai

area, whils rising numbsrs of AmBrican and

European firms sre sening up manutacturing

operatrons in Shenzhsn. According to eco-

fianiin: Tianiin FTZ and EPZ

Tianjin, for centuriBs the gatsway to vsst
stretches of northeEst Asian territory has con-
sistently anracted numerous Japsnese and

South Korean invostors, although a Taiwan

lirm was thB lirst company to begin operations
in rhe EPZ in 2flX)-exporting its entir€ output
to South Korea. Zons commissionsrs havs not
marketod the rone to attract specrfic indus-

tries; at the momsnt companies in the zone

are a mixlure of machinery and light industrial

manufacturing. Most foreign companies vi8w
'llaniin ss a cheaper alternativs to Shanghsi

and a prime location if the operation relies on

low-skilled lsbor rathor than technology.
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irost Chinese cities that have free-trade

zones (ms) also have expon-processing
zones {EPZs). Thus, not only must a company

d8cide what type of zone is preferable for its

op€rations, but also must dstermine the best
location. A brief description of three of the top
business cities in China and their FTZS 6nd

EPZs lollows.

-Julie Walton



Eeijing

Chongqing

Fujian

Guangdong

Ti6nrhu lndustrial P.rk

Chon0qang

Xiamoo Xinglin

Province/Cily

cant drarvbacks of thc Chincse cuslonls s!slcol,
cven within the IPZs.;\nd, rcg.rrtilcss ol krc.rtion,
conrpanies still must constantl) cd!r(rtc (-ust()ori

ol-6cials about thc [onrpin]'lr l)usincss scr\rc.rnrl
import-e-\port needs. A.orrpnnv nrust trc rvilling
to spend thc timc and lc11al rcsorrrccs to cr.ltrcittc

irnd rvork rvith Custorrs ollici.rls to rcccirc all thc
.lutr .'renrptionr t,, r'hiih it ir crrtrtlc.l.

Proxinritv to thr' rest ol thc suppll ch.rin, as

l'r'll as to the olerall nrnrkct, is nlso r fr.lor, ool
onlv in sclcctinEl s,hich tvpc ol Tor)c, l)ul nlso in
whlch speci6c zone, to cstablirh lscc p.l8).'l-ht
Tianjin FTZ, krrorvn ns i gntcwirf l() North.Jst
(lhina, is the central localion li)r nlrst ol (lhinl's
car inrports. In 2(X)1,60 pcr.c t of iolporlcd
cars solti in China carre through 'linojin. On thc
othcr hand, Shanghai oflcrs ir crilitll tnlss oI
nrlnufacturing and skille'rl latror. ()ne nrachinc
tocll conrpany selectetl \{ligaocli.ro []'lZ ovcr'

Ilong Kong bccar.rsc its supplicrs rvcrc thclc,
even though the conrPany hclicved that llong
Kong's port wirs oI signiticantll, highcr quality
than Shanghiri's. (Port frcilitics rverc cspccially
in)portant k) the cornpanl ns it ho1,cd to dcvcl-
()p its Chinil opentionr into a krgistics hub firr
the Asia Pacili. reSi(nr. )

('r:nrplore. torrlinue t(, '(.lr.h li,r irr.atrlir'(\
cven aftc'r initial crpcr.rti()ns pln.cnreot. \\'hr:n

I

Guangzhou
Sheozheo

Guangxr 8e rha r

Heber 0 n huangdao

Henan Zhengzho!

Huber Wuhan

lnner l\,4ongolia Hohhol

J angsu Kunshan
Suzhou lndustflal Park
Wuhu
Wuxt
Nantong
Lranyungang
Nanjrng
SLrzhoLr New Drstnct
Zhenlran!

J ir Hlrchun

LraonLng oaIan
Shenyang

Shaanxr X'an

Shandong Werha
yanta

Jr'nan
0rngdao

Shanghar Soogjrang
Jr q ao
0rngpu
M rnhanq
Caoheling

Srchuan Che|gdu

lranl n Tianlin

Xrnjiang L,rumq

Zhejiang H a nq/hou
Nrn0bo
Jraxrng

S0U RCE: Ch na Assocral of lor Developnrenr Zones
(wu/w cadz org c l

Continued on page 54
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export iind inrport activitics.rrc c()lr)plcx, ils
rvoultl hc thc c.rsr. il .l (r,nrpJr)v \^(r( to iurl('rt
dirmagctl goods lirr rcp:rir irnrl rc-cxport, tirr
exanrl,le.-fhis tvpc ol op(r.lli(nr involvcs a sub
sl.lrlli.ll.ln)or.ll)t ol p.lf(rr\'()rk.ln(l inlcr.titr,,rt
rvith (lustorns hccausc no regulatirrns crPlicitlv
.,rrcr tht irnl.,rrt oI rLtnr.rtcJ S,x,.l' lirr rcl'.rir
and re c\port. (iustonrs olhcials in lPZs rvork
closelr'r.ith cornpanics on .r cirsc-hy-c:rsr. blsis.
ln this re export cxirrrrplc, (lLrslonrs.nn l()8 thc
inlports, nnd lhcn insPcct tlrr grxxis rlhr'n thc\
are ready Iir r rc-c'xport.

This dot-s not nrcln thnl dcirling wilh
(:u\tonr\, crcn in.rn I l'2. is cliirrtlcr\. ( 

'rnrP.il]re\
rcport thnl spccd rcnriins one ol th( orosl siSrrili-

Haadqua116l!
6/0 Nalona Aveflul

l,iounlarn Vre,r CA 94043

1800)!36 6980 or (650)988 m00
lar {650)988 66{ /

satesotmctab2000 com

Ctln. otllc. - Irljlng, Chlfl .
ew'r enrc ab2000 ci
Taluln 0ll1c' - Taapal. Taiwan
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Table 2:
PRC Export-Processing Zones
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Sourcing in Ghina
Michael D. Matteo

U Si*:i#il"'ril:"":'ff-. :"-i
auray and culturally different as China as challenging if not
impossible. Though large, multinational corporations often have

substantial resources and numerous overseas offices to support
global sourcing operations, smaller companies with limited
resources may believe they have no choice but to stay closer to
home. But sourcing in China offers foreign companies of all sizes

ever-increasing opportunities to acquire high-quality, low-priced
products.

The popularity of China as a location of export processing
facilities and a source for both components and finished goods
bound for overseas markets is well knorarn. According to the

Michsel D. Mafleo
is vice president of 0perations at Thressixty Sourcing, loc
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Sourcing considerations
The first step fbr a conrpanv Lxrking at

China's sourcing opportunities is to considcr thc
nurket conditions in the United States. '[ hen rhe

compan)'nrust look at thc dcnr.lnds of thc
Chinl nrirrket.
O Retailers demand more

Snraller manufacturinSl companie's now face

nrore stringent dernands from their cuskrnrc'rs. In
the past, tbr exanrple, a small nranulaclurcr nrav
h.rre shipl'ed onc truckJorrJ,rigo,rls rt r tinre t,'
a large rctailcr lirdar', the rctailcr's nccds lrc far
more c,rnrpliirteJ-sonletinre\ it requirc:,.r nrir-
turr ol products on the sanrt' lTirlltt. I-hc retailc'r
u,ill tell the companv exactly rvhat it nceds rathcr
th.rn rsorlirrg rvithin thc a(,rnprn\'s ((,nstr.!rrt\.
This can be a huge burclcn on a snrall nranufirc-
turer, rvhich will nced to pertbrnr nliln) rnore scr-
vices, such as labeling and shrink-wrapping, th;rt
ririsc the prtrduct\ cost- S!lEs also facc nerv
requirements fionr largr'r retailers that rr'unt to
nrinimizc thc amount of tinre thcir enrpkryccs
spenrJ receiving prt,rlucts.lnd pR,ce:,sing inlenro-
r,v. The,v continue to push toward a simple svstem

of scrnning to get the itrnls into invenk)ry.
O The China learning curve

iuirn,y Amcrican Slr{Es arc mininrallv stafltrl
and l:rck expertise not only in inrporting fiom

fHE ClllNA AUS YTSS BEVIEW September-October 2OO3
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New changes mean cost-saving
opportunities for foreign companies of all sizes

PRC's General Administration of Cuslonrs.
Chiua's cx}-orts reachcd an impressive $"125.6 bil-
liorr in 1002-a 12.-l perccnt increase over 2001.

So rvhile sourcing in (lhinl ma,v scenr Lrgisticallv
overrvhelming to a srnallcr companl', thc cost sav

ings and other benc6ts rvarrirnt a closc'r look.

(lhina but also in aclvrnccri srrpplt'ch.rin nran-
irgenleI]t.

'l lre conrplcxitics of occrn ficight pror ide ir

good crrmPlc. lrr Albuchr'r, clirt'ctor of logistics
firr ThrecSixty Sourcing, cxplaincrl thit o.cirn
.ontiiiner rntcs re.rrrtlv rosc [r1' roughlv S L100
pcr rorrt.rinr. r. Srrrirll crrn:p.rnics litc htrg,c prrir'
ilcrcases lntl n() wirr t() reduc!'thcnr. Llrgcr
conrpanics that inlport mnrs quantitics of con-
tainers olicn have tlirect contrilcts rvith
str'.rnr.hil' lirrcr.rntl t.rn nrititl.rtc.onre friie
increases. Occan frcighl r:ttcs vury widelr'-
nclrlv e\,erv spacc'o11 n c()ntnincr slrip hns n dif-
tircnt pricc that is potcnlixllv rlcgoti.tblt.
( r)rtlfini(\ th.tt llik cxl'crti.c itt itttp,'rttrrg ..rrt
harc .r,lrfti, rrlt t int.,'ht.rrnrnB.tnJ n('Boti.lting
conrpetitivt' Iieight ratcs.

-Ihough trcight lirrrvlrdt'rs oller cxcc'llenl scr

vicc and cxpcrtisc, ctrslrmcrs coulcl do bcttt'r bv
using globll sourcing sr'rvicc provide'rs tlrat buv
ocean lrcight scrviccs cheaph'in brrlk irntl then
prss on sirings t() thcir cust<rnrt'rs.'lo obtlin lhc
bcst priccs, sourcing contpnnies lirsl .rs:icris rrl
rnlfofler',i lrrr$hl n.cds.in(l th(' intcrvicN
quali6erl sc'rlicc providers ;rnd oct'ln ficight
carricrs, ultinratelv sclc.ting thc bcst c(nrbin.t-
tion of scrtice and pricc.

a Security issues
Prot!'.ting intellectual propr'rt)' (lP) is an

.rr(.1 ()l \'r)n((r \ahcrl nk)tinE lr(xlu(ll(,n rrhr
(lhinl. Il) Protcction tregins rvith lhc P11rp(y
idcntihcation and cvaluittion oI qtr.rlilied suppli-
crs. (irnrplnies nrust 1rerlirrnr thoruugh cluc

cliligcncc on thcir sclcctcd supplicrs, w'ilh cort-
stirnl inspr(tions of prorlucts and lircililit's.
'l horough lP protection rcquircs sl,ccializcd

31



I

servi.cr' irnd the.rL|,icc ol clualilicd altorncvs or
organizntions that s|ccirlize in this arc:t ol litrv.

Anothcr sccurilv issue'is thc ioint govcrn-
mcnl/busiocss initiativc to inrpr(^,c.irF{) .in(l
supply chain secrrrity. [r.rrlier this y.ir thc LIS
(.lr\t(,n1\ 5(rr i(c intr,rrlurerl stri(l r((ltrircrrl(rrl\
lirr anvonc nssoeialcd with inlporling goods inlo
thc L,nit.d Stirlcs. Th( (lustonrs-'lritdc

P.rrtrr'rship AHrirlsl'lirrorisnr 1(l 'l l'A'l ) is an

initinlivc t() incrcirsc citrg,o itntl srrpplr'.hirin
sccuritl, w hilc irrrProvi ng trat[' llorr. Unclcr th is

progrlnr, husincsscs nrLrst .ondu(l corttprchctt-
.ivc.r'll .r..c'snt.ntr,'t thcir suPplr ih.rin. rrsirrg

thc se'curit,v guiclelirrcs clcvckr[,cd lointlv rvith
LIS (lusk)ms.

a Short-term scarer vs.long-term savings
'I-hr outl)rcilk ol se!crc i(utc rcspiral()ry svrl

tlronre in Asi.r this spring tcnrpor.rrilv cliscoLrr'-

.rgecl US trasccl cornl,lnics lionr scnr.ling

cnrpkryccs ovcrscirs lirr Procluct tlcvr'loporcnt,
srrpplicr ct.rluation,.rnd sclcction. l)cspitc this
.rnd ()lhcr potcnlixl short'lcrm risks, tl'rc cosls ol
sr:trrcinc.rnLl l,rotlucing in (lhin.r arc Iikclv tr:

rcnrain lorv in lhc lo q lcrrn.

Advantages of
sourcing in China

'l hc .rdr';ntagcs oi soLrrcing in (.hin.t h.tvc

[)cguo t(] {)ul\!eigh lhr ri\ks-
a Rising quality, falling demand for

brand namcs
j\l.rnv lct.rilcrs .rrc rro\\'ing lc\s (1.|enrlcnt r)n

[rrirnd nlnrcs in i).lrt hccnusc thc\, nnri thcir:rrp
plicrs, rlcnrrntl .tn.l rcccite-g,xxl v.rluc liortt
(-hincsc supl)licrs. \\'hcn t\1, pr'()ducl\.rre cqtLrl

in.1,cci6cation..rn.l rrn,: is signilic.tntlr cltt.rpcr.

x rctailcr cx prrrvitlc grcirl viluc l() tllc cI](1 aus-

tonrcr hy ehrxrsing th. lcss-cxIcnsiv(. lrodu(t-
xs l()ng ns lhr cust()rrrcr docs not denr.tnd a brand
nanrc. ltlan,v Iarge. rvell knorvn Wcstcrn rctailcrs
r( thus no longcr t{illirs,lo [)nv Prcnriurns Ii)r

branrl-nirnrc pr'<rducts whcn thc,r c.in 8ct prxl
ucts ol'cqLrivillcnt qullitl' lirr lcss nlrncy.

Inclccr.l, thcse Lrrgc rctailcrs, rvhiclr trul'nr.tn1
c<rrtsurtrcr g<xrtls liorrr ( ihina, arc rcsponsilrlc lirr
h.rving raiscrl thc bar l'trr (lhincsc sLrp[)licrs. In
sorDc ait:ics, suah .rs in thc sporting grxrrls indtrs
try, ()lrincsc supplicrs arc tlevckrping irntl rt.tr-
kcting thcir orr n [rrrnds, wlriclr hrvc lrcconrc
quitc atlrn.livc to I.rrgc, [.iS b.rsccl rctailcrs.
a Better service

(lhin.r's krs f,rocluet an,.l labor eosts lrc scll
krrrrrr'rl ils.r.lv.rrrl.rgc. irr'.'rr i.c..rrc,,lien
urrtlcrcstinratc,.l.'lir,.la,v, rvhcn a.nrall or nrcrli-
unr sizcrl inrportcr nrcds Ilbor-intcnsiTc, v.tluc'
.rr ctl scrT'iccs, (.lrincse supplicrs .rntl logistics
sr:rvice provirlt-rr.rlr- cai,.rtrlt ot rts[,ondin$.
,\pplving lahcls rrr nrixiog, proclucts on .r l,allct
ail] bc c\trcr1(lv tirnc-consrrnrirrg ancl l.rlxrr
intensivc. Sinec (ihincsc hlTor cosls a li.tction ol
LIS lahor. it is worlll c)ianlininil whcthcr l pitr'-

li(ulrr scr\r.c (rr lr. l,.rl,'rrtretl rrr t.lrrn.r.
Suppll chain rn.rnagcnrcnt and ovcrhc.rrl

eosts rrc.rlso lorlcr in (.hin.r..rnJ lhc c(lu..rtion
Ivcl. arrtl crl'ertr.c ol-l(r.()rlr)rl irr l,rgr.tir..cr-
r iccs lre inerclsing r.tpitilr.

The role of technology
I til r(..!]llr. nr.rrrr'( hirrr.c rrrpl,licr' rr'ecl

orrttl.rtccl tc.hnolrr!,r. l:r'cn .r li'rr !a.tr\ rr.lo, n)()\t

Continued on page 54

pany's ksy sourcing sxpens. Potsntialsuppli-
ers sre carafully intsrviswsd 8nd asked to
provide rovised pricing 8s competition dic-

tates. Ultimately, the sourcing compEny End

its customer togsther selsct two to thrgs sup-
pli€rs to producB lhs relovant items.

ThresSixty shares all inlormation rsgsrding
factory sslsction and cost information with
ths customer.

Threosixty's clsaning tool cli6nt now

savss more tha0 30 perc€nt on itBms pro-

duced in China and is rspidly moving produc-

tion ot other items to China to schi8v€
additional sEvin0s. ThreeSixty tinds thst
clients hoquently achievo cost sEvings ol25
to 35 percent, whether production is slresdy
in China or is moving from ths United States to

China lor the tirst tims.

I

......

,':'.'

Sourcing Companies at Work: A Case Study

Sourcing companios ars an important tool
for finding good-quality, low-cost products in

overseas markets- 0ne such company,

ThreeSixty Sourcing, lnc.. works predominant-

ly with t S-based consumer producls and light

industrial companies that want to move their
production to China or reduce lhe cost of
products akeady produced there.

A medium-sized US manufacturer ot

cleaning tools with annual sales ol $125 mil-

lion recsntly approached ThreeSixty Sourcrng

with iust such a requsst. For ths past thres
years, the manufacturer's revenue and profils

had been shrinking because ol high US manu-

tacturing costs and because its compstitors

were sourcing low-cost products from Asia.

The manulacturer recognized the negd to

move production to Chins but lacked both the
knowledge and resources to do so.

The sourcing process began with a

detailed analysis of ths manulacturer's stock-

keeping unit bas€ to d8tsrmine lhe high-vol-

ume, low-margin items to attack first. The

manutacturer then p.ovided samples of these

items to Threesixty. ThreeSixty then sesrched

for key Asian suppliers with I dsmonstrated

ability to manutacture high-quality products

for export and provided samples to the suppli
ers for rsview and quotation.

Throesixty psrtorms lhis procsss lor each

itsm, ohen obtaining more than 20 quotalions

from sevorsl regions of Asia. ThresSixty also

ass6sses ths lactorias of each qualified sup-
plier to narrow the list down. Thsse assess-

ments include a detailed socialcomplionce
rsview to ensurs that the lactory complies

with local laws End regulations ss well as

with the codss of conduct of Threesixty and

its customers. Sslected suppliers arB then

asked to visit one of Threosixtys Hong Kong,

Shenzhen, or ShEnghai otfices lor a comp6ti-

tive quoting session held by one ol th€ com'
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Metlitclrrncan Shippirr-rr Conrpany (MSC) now oflers an all Water
Pendulunr Sclvicc lhrrn East Asia lo thc cas( an(l west coxsts ol'the LJ.S

Port rotation: Ninsho. Chiwan, Hong Kon-u. Busan. Ttrkyo.
Los Angeles. Manzanillo (Mexico). lrlccport (Bah nus)

to Savannah antl Ncw Vrrk.

The polts ol'Baltinlrlc. Norlirlk. Charleslort. Jacksonvillc, Miami. New
Orlcans lnd Houston. lrc scrvctl hy cxprcss rclay through lrrceport.

MSC is tlrc suontl lu1qr,.tt totttuiru'r turrit'r itt tlu'wttrld und cover.s
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r supp ti er
ships in China

Brenda Sternquist, Zhengyi Chen, and Ying Huang

1y'L hina has focused on helping state-owned enterprises

I (SOEs) in its retail sector-one of the last to be opened to
Ytor"isn and private investment-often by limiting foreign

competition and providing government subsidies for state-
affiliated enterprises. Research on transitional economies has

found that SOEs tend to use inefficient, traditional business
structures and conduct business \ /ith long-term friends and

acquaintances, rather than with the companies that could best
serve their needs. As a World Trade Organization member,

houzever, China must open its retail industry to foreign

Brsnda Stornquist
is prof8ssor ol Merchandising Managemenvlnternational Betailing at Michigan Stat€ University

She also teaches a graduato cours€ on retailing in China.

Zhongyi ChEn and Ying lluan0
are doctoralstudents at Michiqan State University.
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Does ownership type
affect business relationships?

r:onrpetitiol. And (lhinr's incrc.rsingll, rnarkct-
bast'd svstcrn rcquires retrilers tr) ilsst'mblt r linc
ol grxrds thlt will nrcct thcir cust()rrers'axl)c(tn-
tiorrs.

Ilccausc rctilil bu)'ers inllrrcnce the sclcction
ol gootls th.rt rvill bt avlil:rblc to c()rsunrcrs, \r,c
(r tcanr of rcscarchers tionr Nlichigirn Stutc
Llniversity) ctrnrlucted ir stuLly of buvcr-sLrpPlicr
rclalionshi|s lrr ciclernrint rvhether (lhina's lctiril
S()l:s bt'havc rliliercrrtlv th.rn th..ir non-.tirtc
rl\r,netl conrpetitors. N.'.lrlr 100 rctiril buvtrs
rvcrc survcvctl rluring 2001 (sc. right).'lhcsr
brryers krlcl us.rbout their [ruying systcnls, pro-
ecssr's for cv.rlualing ntrr [rroclucts and vcndors,
and impr:rt,rnt lc.rtures lirr rlctcrnrirring salisf.rc
tirrn rrith thtir supplicrs. \\t'.rnahzccl tl.rta lirr
thrcc types of rctail or.r,nership: S()Es, privnti/cd
lirlnrcr slittc-rrrvnctl enlcrpriscs ( PSOI:i,), itn(l
ti'rciSrr i,tint \(ntrrr(\ .1,1(i r,r$.lnii lJnl(t In\(r
ll l\'\/()rq\). ()rE.lnrL (r)t.rlri\c\.lr( pri\,rlc.
irrJcpcrrticrt \r'rrPJni(\ \!ith no x )[' lrc\.

According to Wcsterl litcritrrrc, thc kcy lin
Itrrcs oI lT uver'supplier relationships arc trrrst,
s.rtislictiorr \tith thc oth('r pirrtr, irDd long reror
oricntiltion lsr? P.-l(r). |'hus, r{c surv$crl, lirr
tireh tvpt'ol orvnctshi1t. th.$ thrcc elenrcrrls ol'
th( rcl.rlion\lripl r( I .r I i , , r r \ I l i 

I ' (h.lr.iilcfl:,t r. \.
sueh ls (lhinits conccpt ol trrrur-rit and lclailcrs'
nrarkct oricnt.rtion.

Supplier performance
Wherr bLrvcls I'crceivc th.rt lheir sup|licls arc

|crlirrnring rvcll, thcv arc trsualll highlv uoti-
vatcr.l kr nr.rinlain thc, re'l.rtirrnship. Thc srrrvcY
rusctl cighl clitcria to ev;llr,ttc supPli.r P.rlirr-

Buyers and Suppliers
Tho buyerg

Th. rupplior.

Ws ssked the retail buyers to identity

a nBw product that they had bogun to
carry during the previous year, but had

carried lor at least six months, snd
respond to the questionnaire with that
supplier in mind- f,espondents who had

not added a new product in the last year

were asked to rBspond to the quostion-

nairs with the most rscent product they
had added in mind.

More than three-quarters of the retail

companios had bsen doing business with
ths supplier for three y€ars or l€ss. Fewer
than 7 percent had bogn doing businsss
with the company for six years or more.

Ninety-five percent of the respondsnts
indicated that they had pe'sonallybeen
doing business with ths supplier for less

thsn five years, half for two years or less.
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Ninety-eight buyers panicipated in the
study on buy8r-supplier relations thst we
(a team of res6arche.s lrom irichigan
Stat€ tJniversity) conducted in mid-2002.

Most ot the respondents were from
Beijing, Guanqzhou. Shanghai, and

Wuhan in Hubei- The rest wera scanered
across the country.

0f the three main types ot participst-
ing retailers, state-owned ent6rpris6s

iS0Es)made up 49.5 percent ol the total,
privatized former S0Es 11.1 percent, and

foreign joinl ventures and private, inde-
psndent companies without S0E ties 34.3

percent.

0ne-quarter ol the buyers had been in

their current position for one year or lsss,
54 percent for two years or less. More
thEn 80 percent had been in retailinq l0
years or less. Seventy percent had been

with their current company live years or
less.

Tho buying tyrtom

Forty-four porcent ol respondonts
indicoted that their company purchases

all ot its products through a central buysr.

About half of the companiss use a buying

committee. More thsn 75 percent indicat-

ed that imported products accounted lor
l€ss than 5 percent of what they soll. The

percentage of profits thst they earn8d
from imports accountsd for about the
samE amount. Finally, 20 psrc€nt ol the
buy6rs said that all ol the merchandise

th€y purchased could be returned to the
supplier. Most of the buye.s indicated thal
85 to lm percent of the merchandise they
purchas€d could be returned. Th€re wore
no dilferences in thsse areas across
ownership type.

-Brenda Ste.Ilquist,
ZhengyiChen, and Ying Huang
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If our results are

representative of the industry as

a whole, retail SOEs have been

quick to adopt a market-based

organizational structure.

lrnportance of Perforrnance Factors

Parc€fllage o, respondenls who lelt lhis
lactor was "very" to "sxtremely" imponanlPorlormance Factor

Product qualrty

Reasor)ahle margln

lJnrq ue products

De very ol qoods

Well knownkespecled brand

Level ol advert srng sLippon

Level ol ysarly rebalos

Level ol s onrng lees

S0UnCt Erenda Sieroqr sl. Zheigy, Chen

89

66

65

63

62

48

3S

33

Y,Iq fuaiq

pllcjnt
percent

p0rce0t

!91."I
p€rcsnt

pe,!:1

p!,c9I
percent

and

. i:.

i,1'.'
Factors in the Buyer-Supplier Relationship

defined as 6 retailers gvaluation of the extentto
which interactions with the supplier are lulfilling.
The higher the satislaction level, the beftor the rela-

tionship.

a Long-tam o ontEtion

A retailer's long-tsrm oriontation depends on its
percsption of interdependence of outcomes in which
both 8 suppli€r's and a retailer's ioint oulcomes ben-

etit the retailer in the long run. Eetailers with long-

term relstionships can gain a competitive advantage

by obtainin0 merchandis€ in shon supply, information

on new and best-selling products and compstitive

activity, best prices, and advenising and markdown

allowances. Similarly. suppliers with long-term rela-

tionships can achieve a competitive advEntage by

obtaining information on b6st-selling products and

competitive activity, better cooporative advertisiag,

and spscral displays lor their merchandrse.

a Cutaxi
Busin€ss guarxiis defined 8s the proc8ss oI find'

ing business solutions through personal connections.

-8rcnda Stemquist,
zhengyi Chen, aod Ying Huang
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mance: reasonable margin, uniquc products,
deliverl crf goods, rvcll-kno\,rn/respecled brands,
lcvel of advertising support, lcvel of slotting tees

tfces p,ricl to plLr.e a nrrv prrrr.lucl rvithin.t
store), level of ycarly rebatcs, and product quali-
t.v. Most buyers respondc<l that their suppliers
provided rcccptable margins lbr the rctailer,
uniquc pr,xlu.ts, and tavorahlc adtcrtiring sup-
port, slolting fccs, ycarly rehates, and product.
'fhe major problem was rvith delivery of goods.
When askecl to evaluatc the importancc of these

perfornrancc factors, buy.rs respondcd ls in the
table bcloN. \lt found no difference in rcsponse
according lo ownership typc.I

The Michigan Stste Univorsity survey of 98 rstail

companies in China Esked respondents to evaluate

ths following factors in thek relationships with their

suppliers.

a Trurt
The survey asked respond6nts about the threo

distinct components of trust: credibility trust. benev-

ol€nce trust, and lack ot opportunism. (0pponunism

refsrs to using situations tor your own bonelit.l

Crodibility trust is based on the extent to which the

retailor believ€s that the vendor has tho expertise to

perform the job 6ftectively a0d r€liably. BenevolencB

trust is based on ths €xtent to which the retailsr

b€lisves that tho vsndor's intentioos and motives

benefit the retailsr Finally, the view that a supplior is

not opportunistic cofltributes to trusl between the
p8rtngrs.

a Sltitlsction
The survey also svaluated the two components

ol satistaction, economic satisfaction and socislsat-
isfaction. Economic satisfaction is defined as retail-

8rs' evaluation of ths economic results of the

relationship with ths supplier. based on sales, vol.

ume, maroins, and discounts, Socirlsatistaction is

)

I
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Chinese retail firms, regardless of ownership

structure, are learning modern retail methods

quickly and will provide stiff competition for

foreign firms entering the sector.

Does ovvnership matter?

Curiously, nearly ctery btrvcr-supplicr rela,
tionship lirckrr rvc c.xnmined did not vnry
among orvnership l1,pcs. For thc nlajoritt of
rt'spondcnls, product qLralit!, rc son.rbL' mnr,

Bin, uni(luc products, good dclivc'r,v, and wcll-
known Irrlnrlr rv.'rc iorport.rrrl irr sel((ting.l
supplier, shile advcrtising support, skrtting ltcs,
and;_carly rcbates rvcrc much lcss imp()rtnnt.
Trr,rst, buyer depcnclence on the supplier', suppli-
L'r depcnJcr)(e (rn thc lrurtr, urr,.l lorrS tcr nr ,rri-
cnlation rvcrc not signi6cantlt difGrent nntong
the threc types of orvncrship. 'l hc use ol .rlrrra,,ii
was n()l of great inrportance, though it rvas

nlore inrportdnt lirr FlVs/Orgs than tirr othcr
lvpes ol lTusincsses. l his n'rnv l'rc [)e.irrsc thc
stite llovcrnment h.rs activcly cliscouragctl-
cvcn IirrhiLldcn-thr u\c rll pcr\r'oJl lJu)r' in
busine'ss clcalings to rcduce' corruption. I:inallr',
nrarket oricntation rvls not signiticantll' diller-
enl .rnrrlS lh. lltr(c typer,'l ,rwncrshrp 'trrrr'-
lurc (-vr l)elo\! ).

Our introdtrclorv stud), of huler-srrpplicr
relationshil:s in (lhina led us to conclude that

the rnajor clifferenccs in brrver-supplict rclation-
ships arc nol basccl on t,ype of ou'nership, but
on other considerations such as the dcgrcc oI
markct orientation ol tlre rctailcr and thc level
of risk the rctailcr is rvil)ing to take in product
procurenrent. I'his is rn important 6ntling,
since nruch Westcrn literaturc hirs focusetl on
the perccivc<1 rverkncss ol S()Lls and PSOl-ls. lf
our results are represcntatilr oi the induslrl as

a wholc, retail SOEs have bct'n quick to adopt a

nrarket bascd orglnirationnl structure.
Chincsc retail hrnrs, regardlcss of ovr ncrship

struatura, are leirrnilrg modern rctail nrcthods
quickly :rnd rvill provide stilT conrperition lirr
lbreign tirrns entcring the scctor. Indccd, thc
(lhinesc govcrnnrcnt announct'd in April thnt
lbur nrajor Ibrnrcr rctniling S()|s in Shrrnghai
rvill nrcrgc. Hr,ra Liirn, Lian llul, Number One
l)epartnrcnt Storc, rnd Shanghai Materials
(iroup rl'ill tbrnr thc Shanghai ltai Lian (iroup
to cnltrlc thc fornrcr SOEs k) withstand ii)reign
compctilion. If thc nrcrger gocs srrroothly, the
large, trcrv PRC rctailcr mlv rvcll lchicvc'this
goal. :,..

Market Oraentation
The central elements of markel orientation are

the dualroci on customer and competitor
Companies that are market-orientgd generat€ mar-
ket intellig0ncs on current and future customer
needs, disseminate the intelligence across d€pan-
menls, and respond across the organization.
Because foreiqn ret6il investment was not allow€d
in China until 1992, market orientation is a rBlatively
new concept in China's r€tail industry.

As mor€ companies adopt a market orientation, a

company with low markst orientation usually linds
itself in a vulnerabls position. Prsvious studi€s in

transitional economies such as China have shown
that ownorship type atlects a firm s adoption snd

dsvelopment of markot orientation. Foreign joint ven-
tures and private indopondent companies without
ties to state-owned enterprises lS0Esl are usually
found to bs more marlet-oriented than S0Es or pri-
vsti!ed form6r S0Es.

We asked respondents to rate the degree of their

companies'market oriontation. More than 80 per-

cent of respondsnts rstod their companies' market
orientation degree abovs the midpoint. Wo also
asked respondents to rste the degrss of their suppli-
ers'market orientation. About two-thirds of rospon-
dents rat€d their supplisrs' market orientation
dagree above the midpoint.

More than 75 percent ol the respondents ratsd
their own company as boing moro market orientsd
than thsir suppliers. Ws invesrigat€d whether the
lsvels of retailers'market orientations varied with
ownership types as suggested by previous siudies
conducted in other countries. but did not find any
statistically significant diff erence.

t

-8rcnda Starnquist,

ZhengyiChen, and Ying Hudng
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Can Franchising Work
tn PRC?

Mark Spitalnik

$ n earty 1999. several US investors put the finishing touches

$i! on agreements that urould allouz them to become the China
inB
iF area developer for a urell-kno\ /n international computerized
sign and banner franchise. At that time, the franchise was
operating successfully in more than 20 countries, and everyone

involved believed that the China area developer urould be

assured of success merely by applying the franchise's proven

operational template to the China market. I rnras hired shortly
thereafter as general manager of the area developer \ /ith
marching orders to begin franchise operations in Beijing and \ivith

the goal of opening franchises throughout the rest of China over

the next two yea rs.

Mark Spilalnik
(markspitalnik@hotmail.com) is a business consultant and lawYer in Beiiing. From January 1999 through July

2003 hB was general manager ot LJSA Signs lnternational Beiiing Manulacturing Co., Ltd

the
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'lhe funcl^rnrental prin(iple ol-thc lian.hisc is to
proviLlc rll tvpcs ol qr.rality cuslonr-nrirrle signs
irr,.i h.rnnrrs in n.onrli)rtnblc.rod lisiblc rctrril
cnvironnlcnt. Erch lianchisc storc is.t'irnc-
sk)p" sign shop thnt Producc\ n wicle ratrgc of
r rnt'l .utrl irttl:,rr Ji{it.rlh inr.tqerl 'ign. irr

hourc. Signs lh.rt (rno,rl hc 1'r,'.1u...1 1n-

housc-such as channcl letlcrs irnd roLltcd.lnd
ncon signs lrc contracted out lo citpitl)lc ntan
ut.rcturcrs rrcl arc lhcn nrarkcd up hv thc lrdn-
chist- storc hrr s.rle lo its cuslorlrcrs.

Ideally, 80 per(ent ol a liiln.hise store s total
siEn projr;c15,119 15. highcr-rrrrrqirr vinyl and
incloor digilalh' inr.rgc,.l itcnrs 1'ro<lucctl i n

housr. Iiach fr;rnchisc generatcs l)usincss aon,
t!ats n()t through orlss advcrlising brrt rlthcr
through rlirccl nrail ancl telcnrirrkcting lircused
on snrlllcr "Ilonr .ln(l PoP' ncighborhood busi-
ncsses. Sirlcsprct4rlc antl tiesigncrs work with the
customcr lhrouehoul lhc dcr,ign nnd nti ulla-
turing pro.cs\, which lirr linvl .rnd digit.rllv
inrageti signs takcs ont rvcrk at most.

In April I999, I .rrrived in (lhirra intcnt (rl
aPplving thc i:crrtr,rl lcncls of our linnchis. t)
llllj ehirr.l nl,rrk(t. ( )trr lirrt ,'rre 5tr)p \itn (( let
('Pened in 1!lJy 2000, and wc subsequcntlv
ilttendcd vnrious ffincl'risr'shos,s hopin{ to sell
individual iilnchiscs in lleiiing. (iuangzhou, ancl
Shlngh.ri. ltut b) thc surrrnrcr of l00l,.rlicr'
spcnding nr<rre thirrr thr(.e ycnrs tryinB to (lcvel
(,1) .r jr.rl(his( 

'v.t(nt in (.hilJ. ,rrrr l)u\inc\\
pl.rn hltl rl[lLnriticalll'.hnnlic(i its fi).us to n'tnn-
rrllcturing signs lirr cxport. PIans for lianchising
hrd bccn rlclayetl indt'linitell'.

\\'hlt rvls so tlilli'rcr)t about lhc non lnst
lixrti fiirnchise m.lrkct in (-hinn thit nc.e,silnted

su.h il drrslic chnn{c in dircclion? Why c()Lrldn t

d Iilnchisc operrliortal mcthod that hacl w,orked
.rrounrl thc wrrrlcl succr,ccl in (.hina? I hc
lrlsrvcrs k) these qucstions nnd lhe issucs llrc)
lirisc i.rn hclp peoplc considcring non-l sl tix)d
lr.tttchi.inS ollr,rr trrnrti(. in {.llir).r (l(l(r,uir(
r{hr'thcr thcir fianchising conecpt can $'trrk in
this unitpc nrarkct.

ls tirne money?
The onc-stop rctiril sign conccpt originaled

in a desirc to help consunrc'rs lvoitl thc delavs
antl aggrar'.rtion lrsociatr-'d s'ith otrtaining the
vilrioLrs sigrrs thcv nec(l tion) scvcral orrt-o1-the-
rva1, iDdustrill nr.rnullclurins l(,cations. ()nc
sk)p sign ccnters lo.ated in {isiblc conrnrcrcial
rrcns conblc sign c()nsLrnlers lo buv irnY tYpe of
sign or l)nnnr:r in r conrtirrtahlc retail shopping
cDvirl)nnrcnt. 'l'hr,sc types of sign lranchises
bccrmc ortc of thc orr)st polulnr tYpcs oi fr:tn-
chiscs s(xrr afier thcir introtiLrction in thc
United Statcs in thc nrid- l9li{)s.

'Ihc' .rLlditional ovcrhcad nssocinled wilh
olrcrirrS.r sign cr'ntcr in n \'isilrlc contnrcrcial
.rre.r rvilh .r iomlirrt.rblc rrt.ril slro|ping cnr i-
ronnrcnt ultinratcly lccl to highcr-thirn-ntarkct
prices. ln (llrina, how.ver, lre leirned th.rl
Drost silln c()nsun]crs.rre unrvilling to pa1'

cxtrir fi)r (onvenicn.c nnd contli)rt. ll thcy can
s.tvc l lilllc nlono t)r'clin'rin.rtir4l a ririddlctrlan
.tntl hr rplrrtlinS rrrorc lintc fgt(h.r\int \rto\
lionr scvcritl rlillircnt vcndors, tlrc'y will.
'l'he avtragc sign.onsomer io (ihina prrcfers

thr'less t'tPensivc altcrnativc, cven if it ir, less

coll\'cnicl]t,

:.i{
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ls quality job number one?

lrt lhe t rrilc(l Slrtter.tnJ l'trro1'r',,rrrr sitn
Iiirnchise slorcs constnntlv tr,v lo prrN'idt'thcir
custonrcls with highcr-clualit,v nr.ttcrills in thcir
c(rst()nr-nln(lc'signs. lhc ttse oI sr.rch nllterials
usrrlllr' :rdcls trr thc lilc of lhe produ.l, bul .xrl
.rlso signilic.rntlf incr.i* the pricc. Siglr c()n-
slrnrcrs in thc tlnitc(i Stntes and lirl1)pc nrc gcn-

crally williog, to pav tirr thr'valtte ittlclccl by

highcr-quirlil!' nriileriJls.

lhe first t,robtenr \\'( ancountcrcd in our
nlt('orpt t{) scll individual franchiscs wls lhc (lil:
li'rcnt undcrstandingl ol'the concrlft of lianchis-
ing in China. In tht'LInitt'd Stnlc\, ti.tnchi:'in8, is
a tLrnriliar, rscll established prn.ti(e. l\lost lrnn-
chisc purchascts in thr Llnited St.ltcs ircccpt thc
prcnrisc that thcre is vllue in a li.tnchistrs nanrc,

crpcriencc, and supporl itnd arc rvilling to l,av I
lranehisc lic llld roynllir's to oblnin thc right to
tlkc :ldvirllitgc of ir fianchise svstcnis otlerings.
Nl(rst US lrxnrhise (()nsunrers know thirt in the
United StJlcr'. owners of small hrrsincsse's th.rt
.lrc n parl ol liirrlcl'risc riyrtenls ilr-c ntorc s!l[(css-
lirl ll).rn i (l('fL'ndcnl'rr.rll lru\ir1(\\c\.

Ii) !1r,1nv polenliil (.hinese lianchisc con-
sunrcls, h()wcver, li.lnchising ir ao ibstrnat !(nr_

ccpt irld thcy do not l)('licve thit thc bcnclits set

lirrlh abovc rvarrlnt pirt'n1ent ol .r r,iErlilic.rnl

li.rnchisc ti'c .rnrl ro,v.tlti.s. Thcsc .r)Ilsunrcr\
gcrrclirlll' bclicvc tlrat thc purchasc pricc of .r

lianchise should inclu(lc r)rachincr!, tcchltol,rcv,
trxxls, or scrlices th.tt lre r,rnar'.ril.tble throttgh
nn\' other rn.nnr. If lhc nrachincrv, technolog,v,

t,,,'tls.,:r s, rr ice:. th.tt thc li.rrrclrr:c ,rilcrs.trc
othr.rrvise.rvrilrblc. rvortlcl-be (.hinesc fran-
chisccs u ill usurllv concludc th:rl lhcr Jrc bellcr
()ll pulling lhcir rroncy into starling theiI orvn
irrclcpenrlcnt snrall business.

'Ihis conclrrsion can bc ovcrconrc in thc right
(ir'.umstiln..s. l'irst. i1 thc fi.rnchisc brand naott'
is.rlrr'utly tirnrous i,r (l/lir,/r, the potcntial c()n-

sunrcr will scc ldded valrre in pitvilg l lianchisc
lic.rrrd rovaltics. (ln tlrc rrther h.tncl, Chincsc
aonsllnrr'rs will not ttsttally pav tilrrclrisc tccs

lnd royaltics lirr world-iinrous br.rod nrnrcs
thlt arc unknor' n in ( lhina.

Se.ond. il tlrc frnn(hisc alrntl,v has a sig,li6-
cJnt prcscn.c in China in thc lirrnr ol a large

srIp()rt st.ll, (lhincsc-s|tiiking pcrsonDcl,.rnd
(ihincsc-hng,urge ol,criltionll lrl.rtcriils, lhc
lianchisc consumer rvill ti'.l thil thc tilnchisc
.vstcrrr lr,rr .r l)(ltcr (hiIr(c (,1- str(. cc(linF.
( llrincse lrlnehisc' consunlcrs ScrtL'rillv do not
consirler Lrrgc ovcrscls tianchist support sr's'

tcnrs to bc vcry uselitl.
Finall,v, il thc tianchisr'has succcssful crrnpl-

rr\ .('\rtr(J \l()r( 5 rn t 'hitr.r, the li.rrrihi.e ir'n
sunrcr *ill be'nrorc u illing to coltsiclcr
purchasing ir lialtchise. Success or.rtsirlc ol (llrina

is nice, hut nlost polcnlial fr:tnchisr: purch.rscrs

in (.hina tlo not ncat:'snrilt' !ic\\' su(h su(acss as

indicativc rrl rvhethcr lhc lilrrclrisc rvill succced

inside China. Succcsslirl compirnl,-r)wrlcd slorcs

nr.rv shorv th.rt .t parli.ulirr fi.rn.hise con.cpt
rvorks irr (lhinir lrr,.l rDnv bc thc l)csl llnr lo (on_

vincc skePtics.

A hard sell-but not impossible
( )ur li-irnehise, altlrrrtrgh wcll linorvn

thr()ugh()ul thc rrorltl, *ar trnkno\!n l().tll1
sunrcrs rr'hcn I .rrrivcd ir (-hin.r. Ihough our'

ri.
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Chinese consumers will not

usually pay franchise fees

and royalties for world-

famous brand names that

are unknown in China.
ln (lhin.r, very irlc\pcnsive sign nrltcriirls lrc

rvrilablc. As l rcsult, tlrc use of highcr rltralitl',
inrportcd sigrr nrntcri.tls nt.lv citu\c exlx)nclltinl
incrcast's in pricc'. \\'hcn prescDlcd !t'ith difii'rcnt
nratcrial rltcrnativcs tif what Ihcy scc as a litngi-
trlc good, tihincse sign eoosunrcrs tvill gencr.rllv
()Pl li)r tl)c Ic\'-(lur.rlrlc. Lrrr'er lrireJ 'i$rr-rca
soning thrt such a sign cltr bc rcpl.rced fretlrreltt-
lv, nl a t()tirl price t_ar bclotv that ol a nrorc

clulrble, high quilin' sign.

i\ftcr lurr nrrtg rlr.trt tltt tr pri.rl {.hirre'. 'igrr
c()rrsunlc'r's.lltitud!' t() linra and rlrritlity, our
li.rnchisc lireusetl thc salcs effirrts ol our nr,xlcl
storc in llciiing on rrther fi)rciBIl husinesscs.

sincc lhcir crrrtsut'ttption Iiltcrns tttorc closclv

rcscmblecl thosc ofo(rr atlstoDrcrs in thc Llnitcd
StJtcs and []uroPe. r\s.t r.'sult, sc rc.tchecl salc:
r,,lrrntrs in lrnc rrith l'thcr str'r(\ itr lh( lI.rn
(hisc systcnr nnd bcgrn orrr inclivirlttitl franchisc

s.rlcs cffirrts in (lhina.

Factors affecting
franchise sales in China

l.ike anl establishctl frlnchirc, rTc sought lo
scll a recogrrizc,-l brirnrl nar:te, a tritck record ol'
slrcccssful liitnchisccs itr-ouncl thc wolld. it tintc
tcslccl opcrJti()n.ll s!slcnt tnti nttrttt.tl, anrl it
support infr.rstruatrlrc sccrrnd tr none in lhc
indrrslrv. [)csl)itc thes(' iltlrncli()ns, wc wclc
tun.rble lo convince r:nrrtr!,h ultcnrlccs of thc var_

iorrs tianchisc shorvs in (lhirlr lo Iurchns. indi-
vi.lrrirl frirnihisrs. r\s a rcsr.rll. rvc wcre unalrlc to
rrrcet the thrcrhold Ievcl of intliviclual stolcr ncc

r\\.lr\ 1,, iLr\til\ \lrrtirr!, lrrrr(hr\( ,'IrcI.ili0lr\ il)
( lhina.
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hc,adr;r.rartc'rs'support stiff in thc L:nited St.ttcs
can mcet lhe neetls ol lianchisc store()wners
around lhc world, orrr in-countrv supp()rl staff
at first consisted of rnc and onc other person.
(lhincsc liarrchisc corrsumers r,icrvcd our conr-
pirny-owned sk)rc irs s!rccesstll in tr,rn)s of sales

lo othcr Wcstern-owncd busincsscs hut thought
that rvc llckt'd app..rl for more tvpical (lhinesr.
sign consunrcrs.

A\ .r rL':.trll, !v( werc rrrrllrlc tr, iont incc
(lhinesc' consurtcrs altcnding t.lochisc shows
th.rt thcl r'','trld rc((iv(.ignili..lnt taluc rrl

return for thcir franchise lec lnd royllty pay-
nrents. l)rrring thc lranchisiug salcs proccss, we
nlso bt'cin)c .onvin(cd that tlr(' structurirl (liffrr-
rn.cs bct\!ccn thc siBn irldustrics in China.tncl
thc Unitcd Stltcs suPporte<1 a brrsiness nr{)del
blsed on nranufaclrrring signs lirr cxport rathcr

lhan onc bascd on thc s.tlc ol inrlir idual sign
lianchiscs.

Our expcIicncr nott{ithstan<1ing, I bclit'vc
lhnt a non'l.tst frrorl lranchisc systt'nt aan \uc-
cccd in ( ihina givcn thc right eonrlitions lirr suc
ccss. As nlrnti()ncd illlove. thcsc inclrrtlc

l)opularil)' ,r11ong (:hincse consLrnrers, thc cxis
tr'nce of suctcsslul aonrp.ln)''or\,ncd sk)rcJ aiter-
inF k) (lhincse consunrcrs, dcv()lion oI
signitic.ttlt rcsour.es to d!-vcloping the li-itnclrise
[Trrn<i narnc in China, and tl]c provisior) ol'
nlachincr\', lcchnol()g1', grxxls, ancl serviccs olh-
crwisc unavlilablc in this nli.kct to fianchist'rs.
lf vour lrlnclrisc systcnt can n'tcct thesc aondi-
tions, it has a chrnce to succeccl in China. If not,
vou should considcr (onlnritling v()ur firrrc nnd
money t() othcr Drarkels. ;,
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(> THE US-CHlNA BUSINESS COUNCIL

+ffrhatr+na

Forecast 2OO4
January 28 and 29
The St. Begis

Washington, DC
A members-only annual conference offering in-depth analysis of China's investment, eco-
nomic, and political trends. Afternoon strategy sessions by appointment.

The Council's festive biennial celebration. with distinguished American and Chinese guests

Members-only conference to discr.rss pressing operational issues in the China market.

Biennial Gala &
Annual Membership Meeting
June 3 and 4
The Fairmont

Washington, DC

More details fo?theomang. www. u s c h i n a. o tg

2OO4 Major Euents SAVE THE DATES!
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PRICE WARS
Roger (Rongxin ) Chen

n recent years, Chinese consumer goods. home appliance,

and personal computer (PC) companies have grown

increasingly competitive, often beating out multinational

corporations (lrzlNCs) in the Chinese market. Consider these

CASES:

O Japan's Vlatsushita Electric lndustrial Co., Ltd. (Panasonic)

was a giant in China's television industry for many years. con-

trolling 14.6 percent of China's TV market in 1995. But in 1996,

it began to lose market share to Changhong Electric Co.. Ltd.,

a large Chinese TV manufacturer. By 1999, the eight best-sell-

ing TV brands in Beijing rnrere all domestic.

O Before 1996, foreign brands dominated China's PC market.

But beginning in 1996. the young Chinese PC f irm Legend

Group Ltd. surpassed lBlV Corp.. Compaq Corp. (now owned

by Hewlett-Packard Co.), and the former AST Computer LLC

Boger Ghen

{chenr@usfca.edu) is assocists professor in the School of Business and Management

at the University of San Francisco.
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How Ghina's domestic
firms beat the foreign competition

to hrconrc lhc niiliorls t()p l,(:scllcr. l.cgcnd s

ntitrkel shrrc rcachcd 15.5 pcrccnt in 1998

doLrblc lhat ol' secontl-placc lll\1. Nlorc rc(rnt
rtnli\li.s {)nl\'(ortlinn this trcnd: In l(X)1. l..grnd
.()nlrollc(l r()ughlt,-10 pcrc.ot ()l lhc l'(. nrrrkct
whilc l)rll (i)rnput.'r Corp., thc largc.t lirrcign
l\. rcllcr l.rrt )(.rr,.i)ntr('ll((l : l)cr(otl.
O lt{any (lhincsc clid nol cvcn knot! rvhilt
nticrrrw.rvc' rrvcns rvcrc l() ycilrs .lg(). 'li)(litv, tlte
(-hincsc nr.rrrut'ircturer (;nl.lrrz Iinlcrpri\c (;r()up
(i)., l-ld. a(introls nt()re than 60 p('ra0nl ()l-
(lhin.i\ n)rrkct,.tnd global ginnts \u(h .r:\

trlnlsu5lril.r, l.(; (;r()up, .tnd Srnrsung lilcctronic
(lrr., Ltrl. arc onlr,ntinor pl.rvcrs.

O (iIrhitl tornPlnics h,r'c invcstctl hc.rvill irr
( llrinl, hut li'rv havc achievcd thc srrcccss trl thc
(ihincsc hornc irppliirnc. contpnny I ll icr ( iroup,
which lrarl glotrrl sales ol $8.0 billion in 2001.
I l.ricr's.t.ltrcvcrtcrrls r'r (rr r.rughl lhL. ittlrnt ir,tl
ol llrrvartl llusiness School. rr,lrich intitctl
ll.ric'r-'r (ll:() trr discuss his nran.tgcltcnr philo.-
ophr' .rncl .rccr:nrPlishnrcnts rvilh I l.rr!nr(l'\ slu-
dcnts .tnrl proli'ssors.

l\ln,rv ol thr: (.hinesc conlpirni.5 listet! .rbovc
dicl not exist I5 r'cars ago, bul h;rvc sinec sur
pJssc(l thcir NIN(i pcers i11 (lhin.r.'lir succccrl,
N1N( . ntrr.t ltirrrr lrow lltc'c I'l(( .,,lrl.ltic\
bt'.rt t heir tirrcign contpetition.

Missed opportunities
\l.rnr lc.rding IIN(-s cntcrcd (.hin.is honrc

.tppli.tnee indrrstrt' atier thc nti(i- l98l)s .ln(l
ckrnrin.rte,.l lh. nlrrkct rvith r'rpcnsi!c prodrrcts
-llroLrgh in 1995 (ihina's avcragc annual pcr
capitir ineonrc wns Yl,9-11) ($-15+) Y.l,l8.r

( $51 7 ) irr url).rn .rrc.rs and I 1,577.7 ($ l9l ) in
rrrrll irrcls-rnicrorr'ave ovens c()sl rt)()ra lhntl
S-l(X), nrorc lhnn tl:J pcrcrnt of an or(lin.lrv
Chinesc rvorkcr's lnrrual inconre. Sintil.rrlr,,
l)cli)rr 1996-tthcn lirrcign brlncls controllcrl
lhi: lirrgc-s.rt.n l V rrrlrket-19-inch I V\.ost
nboul Yll,(X)0 ($;1,570), roughly thrcc tirncs the
anrtual inconrc ol- nrost (lhincsr'

Such lriSlr-pricc strirtegies contbinerl with a

liilurc to nronitor nrrrkL,l trcnds frcrcnlc(l
l\lN(ls ll-otlr cJl]turirrg opportuniri.s in rnpidll
grorving oritl- lo L^r'cnd markat scg tc ts. li)r
ex.rnrplc,(ihinesc I)(. nlrrkcls ncnrl\' (loublf(l
c,rch vtlr lioor thc mid-1990s nlostlv in l()w-
end stllnrcnls. l'rior io nlid-1999, br.rntl nanrc
P( ls such .rs lllM, ( irnrpaq, anrl l ll, onlv
irccouotctl lirr a snrirll Portion o[ I)O sirhs irr
(lhiua; 60 to 70 pcrccnt of P(ls sold wcrc gcncr-
ics asscnrbltrl prcdonrinantlr'lry Lrcal lirnts, sell-
ing li)[ $961) or lcss. A 1999 survcy bl thc (]hina
lntcrnrl Ncl\ilrrk lnfi)rmnliorr (jentcr \uggcslcd
that rcclucing l)(. priccs lo Y5,000 (5(101) rvould
dranuticalh' incrcase' l'C slles, bcc.rusc 70 ltr-
ccrrt ol p()tcnti.ll P(Ibtryers cor,rlcl PUrchnsr l'(.5
ilt lhrl |ri(c. i\l the limt', thc'priccs ol ntosl
donrcstic l)(ls wcrc al lctst J0 pcrccnt highcr
than this lcvcl, ancl those of lirlcign brirnds werc
60 fcrccnt hight'r.'lir rcspond to this potcnli.tl
rrPPr'rlrrrtilr'. orrc Lhrrl(\tiL io|]rlul(r lifl r irrlr('
duccti I'(is priccd.rt 1.1,999 ($601)in l\tnv lt)99.
A sccond (lhincsc hrnt introducetl Ir(-s fri.cd nt
I.l,ttll6 ($59{)) ir lrrnc 1999 (stt"llblc).

(irorvth in lo$,-c d segnlents nlsrr oaa!rrrad
in thc nticrorvlvc oven r)rnrket. In I993, orrl1, I

pcrccnt ()f (lhincsc consunrers owrrcel
lrlicrownvc ovcns. lha market hns sirrcc tnkcn
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In the beginning, gaining

market share through aggressive

pricing is more important than

bringing advanced products into

the Chinese market.

oft. ln Shanghai, one of thc richest and fastest-
growing markets in Ohina, 85 percent of the
microwave ovens sold in the late 1990s rvere

che.rper models.

The rise of
indigenous competitors

ln the bsencc ol .otnpctitiort fiont IVlNOs,

.[,r]r({ti( linrr. w(ra.ll,l. t., tr\L'1,!w fri\,(\ l,t
cxP.tntl tlrt'ir busirtcss in lhcsc segnrcnts.'lhc l(nv
priecs rntl grorving nrrrkct hclPeci local lirnts
bcconrc markct leitticrs.

A scnior erecrrtirc liont (ialanz cxplaincrl in

.rrr int,:rrrcs'lh.rt llr( ((,rr)PrItr'\ \lr.llc8.v i\ 1.,

usc low prices to incrclsc salcs volurle rvhich,
hcc.rusr ol ccortonrics ol scalc. cnables the hrnr
to lirrlhcr lorvcr its priccs anrl gitin nrorc ntrtrkeI

shlre. At thc bcginning of 1997, Irrosl

nricrorvlvr' oven pri.cs ritngctl lr()nl ll l,(XX) t(,

Y-l,(X)0 ($lll k) 516l). Su.h high prices r'crc
onlv alfrrrtlablc to a snlJll nLlntl)cr of austonler\.
1\t thc tirnc, Soulh Kolea s I-( i .onlr()lled l5 P.r-
.ent ol the n)nrkcl in Ileijing and othtr n()rthcrtr
rr.rrkr..lr,.rrrtl lo pcr\(rrl ('l lllr rtlJrkcl in
'lirniin. li).onrpctc with L(;, (;nl.tn/ cut ill
prlrtluct frriccs [r,v 40 P.rcurt in ()cl(rber 1997.

lly M y I991t, its mitrkcl shale h.td risen to lllorc
tlran 70 prercent. rvhilc l.( i's shalc had falL'n t,.r

l0 pcrecnt. From lJtc I99t{ to cilrlv 1999, l.(;
rcgainetl some ntarkct rh.trc in northern (lhinit

bcc.ruse (lalanz divcrlcd il\ rtl(-lltion tionr
(lonr.slia lo fi)rcign nr.trkclr. ln rcspotrst,

Lessons for MNCs
I\1N(is cannot sinrplY transplirnt pricing

rnorlcls lron elsewhcrc lnrl holrc to succct'd. If
nn l\'1N(l rnlcrs an undcrdcvcloPe(i Ill.rrket in
(ihina, it should bc preprlctl to olli'r conrpeti-
tivc Priccs, r'slrecially when locitl lirnts arr'small
irnd wclk. ln thc bcginrring, gainitrg rlarket

'h.rrt throrrth .rpgre.'ivc prr. irrg i. rttorr inrPor-
tant th.rn [rringing advanccd protlucts into the
(.hinc\( nlilrkdl. \\'h(r) \l N(.\ r'llcr (,'nlf('lili\('
l)riac5, thcv can cul it tlontcslic eonPclitor's
profit nrargins dranraticallf lncl curtail its ability
k) linilncc growth. Lorv priccs also rcdtrce a

conr|clitor's ability to dcvclop n:ttional sales

nclw()rks, iolprovc tcchn()l()8ics, ilnd pcnctrntc
gkrlxl nr.rrkets.

'lhc srrcc.'ss ofont'LIS clc.lronics company
illuslr.rtcs this point.'l hc.oruPrnr first sold

clcctronic conrponetrls in (lhinl in 1995 ftrr Y6

(S0.7: ) .t picce. 
-l 

he coorpirDV lhcn aggressir el1'

Price Cuts by Domestic Manufacturers in China's Home Appliance and PC lndustries in the 199Os

Products Price Cuts

I\ricrowave ovens Pricos fsll from more than $300 to S70 in the mid- to late 1990s.

VCD/0V0 Playels

Avors0s TV rstail pric8s loll l5% an lgg7.

Avsrage E-inch TV prics follfrom 31,500 in l9(5 to !170 in 1999, or 75.1%.

PCs Prces fell kom more than S$0 to roughly $600 in 1999.

N0TE: VCD=video compacl disk; oVD=digilal vrdeo drsk; PC=pelsonal compulers

S0URCE: Boger lBongxinl Chen
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I
(ialanz again cut somc ol its produ.t Prices b!
ll, lrcricrtt. Ihi\ (n.]hl(J lh( .orl)fJrl\ lt' r.!l,rin
busincss and control nlorc lhan 50 Pcrrcit of
thc nrarkcl in arcas rvhc'rc L(; rvns slrong.

'll're low-price stratcgy has allowcd local 6rms
trr grorv dramatically. lirr instance, Ol'tlnghong
drlnraticrlly increascd its nrlrkct sharc in 1996

rvh(,I ir il1iti.rl(d J llfii( wlrr. ln 1995, it w.ls

rlnkcd nunrber lbur in tlrc IV industrv and held

7 pcrc!'nl of thc mllkct. ;\licr (ihrngholrg cut

l,riccs aggressivelr', its shar. in.rcirse(l to 10.5

per.cnl, nrirkinB it the nr.rrkct lcarlcr. ()ther lead

ing (ihinesc 6rms also cxpcricnccd similar expo-

ncnti.ll grorvtlr in the 1990s. ln I998, the total
s.rl..s r,,lrrnrc ol lhc l5 lurgtst t.hittcsc ilrrrp.rrtius
rcachcd $11.5 billion. lhis rvas l5 perccnt higher
tlr,rI] th. t,,t.ll \Jlc\,,1 lhc t{o l.rrEL':'t tI'ntcstir
(()nlpinies in 1995.

'lir trc sure, sonrc IlNt-s rcspontlcd to thc
lot{'pri.c strirlegics ()l (k)rncstic lirus bv cutting

l,riccs. I hc price's of scvcr.rl lirrcign 'l V trrirnds

ltll belo\'Y-1,000 (516l). ,rnd [.(i rc.tcted to
(ldlxn;1's,10 percc,rt pricc rctlucliotrs in APril
1999 hy slashing nrost ol-its nriclowave oven
pliccs by 25 Pcrccrrt. lhll thcsc 1,ricc cttts tirl-
Lrrrr'r1 thc prii< rlrrl's irriti.rtcti lrr J,,rtrcttii,,rnt-
pglilors rncl failed to * in nruch ourket share.

i1'.'

/
/

Pfices dropped kom several thousand Rl\,48 to several hundred RMB lrom the mrd- to late 1990s.



redu.cd lh. pri.c bt'67 percrot ()\'cr thr{. vcilrs.
'lhis prct'nrptive stratcgy efte.liyely curtnilrd thc
developnrcnt of locrl compctitors and dctcrred
nclv cnlrrnts. Ti)dav, tlre US li n controls
irltrrosl 100 perccnt ol that nrtrkct.

t)nc. domeslic c()nrpetik)rs hilve Sitincd
strcnlith irnLl irrc aggre'ssivel1, tnrgctirlg N.lN(ls'
\orc I uP|(r rrriJ(ll( trr high-r'rrJ I l,u.inc'. scg-

mcnts,.ontpctitivc.osts and priccs rvill no
krnger bc cnough kr succeed. As in lllly dcvcl-
opcd nrnrkc'ls. NIN(.s Drust rely on rescarch and
der'elt4rnrcnt anci strong prodtlals k) slt\'a(nn
petiti\'a; lhcv must introducc bctter proclucts at
coolp!'tiliv. pric.s.

Ti'tj.:v. rn,rst ruiicssiul (.hi C\c contl.t t.\ pul
n l(n of ellort into LrPgratling thcir products and
inrproving tcchnologics to incrcase their [rxrtholtl
in upper-nrirlcllc to high end scgrnents:
(ihanghong has dcYc[)F!d'l-\'\ thirl.an.onnect
k) thc Iotcrnct; (;al.Irz has inrprovetl its rescarch
itnd dcvclopnrent anrl ()rvns nrorc than 5{X)

microwirr,c ovcn p.rtcnts (tltouglr in Julv, l(;
launche'cl lcgal actiorr lgainst ( ial.rnz lbr rrllcgcd
p.rlenl inliingemcn t ); irnd s.\'crirl largc (lhincse
reliigerntor coorpinics hlve dcvdloped ddvanced
products lhnt arr' cnvirorrnrcntirlly clean. lhcsr:
ellirrts hlvc grcath ir proved donrcstic lirnts'
abilitl,to competc tlircctly with N,lNCs. Ar thc
\.ur)e rio\'. tlr(.v.rr( nol ignt'rinF \lr.rt(!,i( lri(iIlB.

Th( c\llcrieu(c (ll,r l.rrgr' 5itt,'-Antcrit.rrr
i()int lenlurc illustrntes this point. Thc LrS \ut')
sicliary sclls nvo typcs of ccntrnl cotnli)rt rir
conditioncrs ((l(iA(ls) in Chin.r. Onc (l(:A(l was
considcrcd atlvanccrl bccau:,c ulosl of ils t.(h-
nologics wcre dcvelopcd in thc t990s. -l hc scc-
ond C(lA(, wirs corrlparativcly less advancecl
since it was deYelopcd in thc 1980s. Bui thc less
ldtancecl (l(lA(l sokl trctter thrn the advanced
one-t.rking roughlv 7{) perccnl of the (lhincse
rrr.rrkct. I hc 'uh'i.li.rr y curr r 'lirr iurrrfetrrir t.

pri.es Ii)r thc less xdvanced (:(lA(i be.Jrrsc 90
percent o, thc 6nal l,roduct r.as sourccd locallr,.
On thc othcr hirnd, r)nly 50 pcr.cnt of thc ntore
.r.lv.rn.crl I t lAt i wJ\ 5our.e(l l,rt.rllv: its inrp,rrt-
cd conrp()nents hJyc incrca\cd a()sts nnd low-
eretl thc product s cr)ntpetitivenrss.

(Jffcring cornpctitivc priccs (loes not ncccs-
sJril\ rlr(.rrr rr:at.lrin8 l,,c.tl pritc.,rr r'ven ,'lTcr
ing Lxrcr ones.'lh.'kcv is to nrakr'tht' ProrlLrct
allbrdablc to thc rnajority of cLrstonrers. lirr
cxnDrplc, thc prices of liastnran Kodak ( i). nnd
FLrii Photo tjilm (ir., Ltd. rolls ol lilm arc usuallv
5{) per(cnt higher th.rn those ol'loclrl brancls, r'et
thc two li)rcign lrrlnds rirminatc 90 perccnt o[
thc' markct; Kodak holds 40 pcrccnl of tlrc pho
tographic filrn and Pilpcr Irrirkr'l\.

Factors affecting MNC prices
It car lrc tlithcrrlt li)r \l\(.\ lo red(r.( (o\t\

.rrl(l \(l (',rrrl\'lilit( fll((\. lor .r rrrrrrrIrtr','I rc.r-

A competitive price

is not necessarily one that

matches or beats local prices.

The key is to make the product

affordable to the majority of
customers.

I Localization \l,rrrr'\lN{ r h.rre high r,xr.
a hc..rLrrc their pr.,Jul5 rcrluirc irrltrt.d
conrponcnts. Ihouglt (:ltina's cntrv into thc
\\irrld Tradc Organir.rlion (\\I'11)) s ill rcclucc
v)nr. import tnxcs, lirrcign conrpoocnts can still
be cxpcrtsivc becarrsc oI high trlnsportation and
hbor costs. Sourcing loclllv rvould cut thcsc
.osts signilic.tntl\'. l-ocalization of huntan
rcsourcr's is also inrp()rtint, ol (,nly k) rc(luce
costs through lorvcring nranagcrill salalics to lo-
cirl levcls, but :rlso to trkc advantage of (ihint'se'

knorvledgc oI local nrarkets.

) Business scale Nl.rnv \u((c\\tirl (.hrrr(.\c

= 
(ontIr.tlt iL's i(ht(vc trrnrpctil ivc crr.t,,

through lavgc salcs volurn('. \\'hro N1N(ls sct r.rtl

stnall subsirlirries in (llrinl to rcclucc, finrncial
risks, thse subsidi.rries nray havc diflicultv
rchicving ccononries of scale.

I Local supply and distribution networks
5 Srn.rll srrlrriiliirricr irlro harc.lritirulric. Lle-

veloping krcal supplv nctworks. i\lanv l\1r.v(ls in
(ihina trv kr dcvelop high-qurlity local suppliers
to cut cosls. lt) impr-ovc the'qualilv oflocal sup
plicrs, i\tN(.\ mav r('quirc thc suPPliers to nrake
tt)\r\lo](rtl\ lo inrpror'e the r tJ lllJ.lrrr t11

tcchniclucs, trptiate thcir cqr,ripnrcnt, irnd change
produ(t d.signs. Rut if these rr,qucsts conrt
lionr srrr.rll \lN(l subsirliarics, thr' krcal suppli,
(r: rnr) l,( l(si rc\ponrrr'( her.rtrsr thr.
subsidiary's srnall dctrrand nrav not justify thcir
investnlcnls.

I\lxnr i\lNCs ln.k \lrong sirles and distribu-
tion networks in (,hirr.r.-fhr strong distribution
and seryice nctworks ol Kodak lld Frrji hlvc
hclPed thcnt .tchiev.' renrarkatrlc success. ln
Shrrrghri irlonc, Koclak and ljuji h.rvc 70 nnd 60
cxclusivc Pritrting shops, rcspectively, whilc their
wcirk Iocrl conrpetik)r, (lhintr I-u(kv Filnr (;roup
(irrp. (l.cKri), has onl\, 10. Nationrvide, Kodak
h.td set up 5,(X)0 prirrti g nnd s.rlcs shops io 500
.itic\ hy 19e9, f.rr rl,:rc tlran l,ri.rl ronrpetitols.
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Be ready to compete
'I hc l)R(. govcrnnrcrtt tn.tr' 1'rrrvirlc Prolc(li()n

nnd supporl lo sonrc donlc:,lic lirnrs io (ihirtrt's

honrc.rppli.rnec irldLlstrr. li)r cxxrrtPlc, luiln)
( ihinesc tirnts h.rrt' grirrcd c.rsv ac.c\\ t() l()\\ - ()r

cvcn n() a()sl [rrns front \t.llc owrr((i [)nnks.
'l hcorcticlllv. lhesc lo.rrls cin strPp()rl donlcslia
rrrtttl.rrri('r crrF.r$ctl ill l,'\! l)ri. L (r'rlrl'(l ili(,rr
Jnd rD.ty e\'atr.tll()\r a{)rnlJrli!'s to ()r.r\tlpll\
nrnrkcts, l(^vcrirr!, !'xPrrrt Priccs. Iltlt thc conlPc'
litt,, i ( lri .l\ ll,,|lt(.ll\l)li.tt](a s.(l(,r I\{(rrcr
.rllr lr,rrrrp.rrr'rtl..rttcl 8,,\( rtll)t(rll Pr.,t(\li,'tl
all,car. liBhter than in nrrnr othcr indtrsllics.
'l'hc success ol drrncsli. lirnrs in tltc honrc appli
nr)(c indu5trv is prob rtrlv nltrc l rcsult ol n,rr_

rrr.rl rrurkcl .onlpclitir)n lhin ol (lisl()rti()ns

causctl b,v govr rttnrcnt pr()lcatioo.
'l his con,:lusion has irnpr).lant inrPli.ations

li)r rrld('rst.tDding (lhinr's .tlrrent nrnrkct. itl.lnr
pc()|lc .lnticiP.rlcd thit ( .hinn's \\''l() (nlrv wotrlJ
cnrblc IvlN(.s to gIiD ndvilnlirScs io rnarty inrlLrs

tri.s ns nrirrkcl barriers rvr:irkr'ned. llut tlrc itlglcs-
si\,e pricL' bchnvior of Pll(. home appli.rncc
iontP.rrric: strSFtsls th.rl l,r..rl lilor...rrr S,.lirr .r'lrl_
pctilivc strcDgth nnd evtn surpass MN(is in (Jhina

r' ithorrt si!,rtrlii.rnt g,r\'ljrrrrrlcnl Prot((Iit)lls.
( -hint'sc' lirnrs in ntxn! olhcr indusl rics .ll\1)

usc l{nv-pri(c slrnl{gics tr: contpclc wilh l\'lN(.s.
Lcssons tionr thc honrc irppliancc inclustry arc

lhrrs.rrrii.rl tr' l\lN( \ in r'thcr ir)(lu\lncr-f.u-
tr.rrl.rrh' thrrsc .rrth .ts s,'li\\.rrt .rotl (l((trt,rti(\
in which corrsoli,.lat ior lrrr()o8 dorn.slic tirrns
itnLl lha cmcrgcn!c of tlonrcstic rmlrkcl lcacicrs

arc n()t vel ipp.lrcnt.'l hr rclltivclv trndcvelopctl
\t.rt. ()f thesr rrr.rrkcts rlrcirrrs thirt l\lN(-s still
hrr( lirr( 1,, I.rke f re,Jtrtl't ivc .tctioll\ lr) S,rirr .r

strong positir)n in (lhirli s nlark.t- :.

T

I
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China's Domestic PC lndustry Heats Up

ln 2002, China passed Japan to become

the world's second-largest personal computer
(PC) market lntorfsx lnformation Services

reponed that China sold l0.l million PCs in

2002, most ol which were domestic brands.

Honq Kong-listod Legend Group Ltd. controls

30 percent ol the market; other strong domes-

tic performers include Great Wall Computer

Co. Ltd. and Founder Technology Corp. 0ell

Computer Corp. is the leading loreign player

in China, with an estimated 400,000 PCs sold

in 2002, or about 5 percent ol the markBt.

othsr foreiqn competitors include l8M Corp.,

Hswlett-Packard Co., Toshiba Corp., and Acer
Group.

ln the facs of srong domBstrc PC saies

growth in 2002, stiff competition tend€d to

reduce prolit margins. To gain markst share,

for€ign companies 0ell and Toshiba initiated

price reductions that were matched by

Chin€se competitors.

Manuf8cturing capacity has €xpanded sig-

nificantly over the past few years, with most

production staying clos€ to China's largest

cities, including several provincial capitals

along the eost coast. The availability ol parts

ond equipmsnt in Dongguan, Guangdong,

which has strong investment in computer
pans led by Hong Kong and Taiwan compa'

nies, is th€ bssis ol dynamic computer manu-

lacturing in South Chrna. Shanghais Ysngzi

River delta region is fast scquiring the same

kind of critical density of supponing products

and services. Logistics and supply chain inad-

equacies in Chrna's lsss.dsvolopsd regions

raise manutacturing costs to uncomp€titive

lovels. ov€n though Iabor is generally less

expensive.

L€gend manutaclures out ol 86iiing,

Sh8nghai. and Huiyang, Guangdon0, while
Fo0nder Technology and Great Wall Computsr

operate in Guangdong s Shenzhen-0ongguan

Seplember-October 2OO3 fHE CHINA BUSINESS gEvlEw

/ Market opportunitics \lJrr\ \lN(
-a r',hri,li.rri"r h.r\,.. lin)irc(l rhilit\ l() n)(,r)il.,r
and .npturc n)ilrkct oppl)rlunitics throtrghotrt
thc.ountrt'.'lh.l mav cvcn have r.lillicult;- rr'rch-
ingcuslonrers in tliflcrcrl pnrt\ of (:hi!rn. 5oolc
MN(ls h.lvc nrislnkenly viovcrl Ohirra rs it horrro-

g(rneous nrnrkct ind ls.t tcsull lravc litilctl to cli[-

li'renti.rtc thcir \lr.rtegics.tncl pr.rcticcs in diflcr'
cnl rcBi()ns ()l thc aoLlntr\'. Iitlrth!'rnl(rrL', soIl)c

MN( : hirri lreun incll((li!. irr ((ltr(.llittB
a!rslonlers nb()!rt thc valLrc rrf their aclvancr:cl

prrxlucts.

(, Exports i\1N( .\ (.ttt LI\c (\Porl\ l{) ill(rcJ\(
:Z r',,lunrc ltt('l gctr(r.tl( Er('.llljr rcvcttttc.'fher
rrJv Jlso usc c\l()rt Prolits to suhsidizc lor\ Pricc
stratcgics within (ihinn. ll i\ not nlw.rys cas) lo
l)oorit axports, h{)wevcr, ils lhis rcq(tircs othcr
{sitrling) subsitliaries lo ccdc markcts to (lhincsc

subsitiilrics.

The success of domestic firms in the

home appliance industry is probably

more a result of normal market

competition than of distortions

caused by government protection.

. 'r'.'.'

:.,,

_ ,... I..:-.:..' I
")

corridor. As tor loreiqn companies, oell's man-

utacturing lacrlity is locatBd in Xiamen, Furji6n:

Toshiba is currently building a Iaroe leptop

manufacturing centsr in Hangzhou, Zhejiang;

and South Korea's TriGem Computer lnc. is

manufacturing mors than one million comput-

ers annually for export al its fEctory in

Shenyang, Liaoning.

Manulacturers are optimistic sbout ths
Chiness markett room for growth.0eutscho

Bank estimatss that only'15 to 20 percent of

China s current PC sales are for raplacemenls,

far below Japan s 30 to 35 percent, a level that

signals funher g.oMh potential. At the sam€

time, analysts warn sbout the potential wanin0

of the "PC sra- in the noar future. This mes-

sage may be especially pertinent for China,

where I wireless revolution is in fullswing,

with c€ll-phone-based lnternel services

emerging as an alte.native to PCs.

-Tha US-China Business Council
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The Trade and lnvestrnent
Climate in Sichuan and Chongqing
Wsshington. DC

Soptomboi 2, aXIl
Featuring incoming Consul General Jeflrev Moon, US Consulate

General, Chengdu, Sichuan.

Septernber lssues Luncheon
Washington,0C
Ssptombo.lS. Am

Meeting \ /ith 'Ilanjin Mayor Dai
Xianglong and Other Tianjin Leaders

ow York, ilY
Soptomber 2{, a}fi|

Forecast 2OO4

Washington. DC

Evoning Reception: January 28, 201)4

Conlerence: January 29, 2004

For more inlormation, see p 4l

\Nashington
July
China and SARS: The Crisis and Its Effect on Politics and the
Economy
l;c.rtrrrr'd Rich.rrr.l Bush, senior llllow and rlircctor, Centcr
li)r Northeirst Asiln l)olicy Strrdics, Thr- Brookings Institutiorr;
l-.rurie Carrctt, rrrerlical and scicncc rvriler Ii)r Nall'srl.r);
Itobcrt Kapp, prcsitlc'nt, 'l-ht, LIS-(lhina Busincss (-ouncil;
antl Nlinxin t'ci .rnd Nlichacl l). Swline, scnior associatcs and
co-rlircckrrs ol llrc (lhina l)rogrirnt, Carncgic l-intLrwntent lirr
International l)cacc. (ir-sponsorcd by thc (l.rrncliic Encjowmcnt
lirr lnternrtionll l)eacc,'l hc US-(lhina Ilusincss (louncil,
-l 

hc llrookings ln5titution, irid thc Atlarrtic (irLrncil of the
Llnitcd Stdtcs. LtS(lllC ntenrht'rs tnJv vi$v thr.transcript itl
ntln.t tsdt irtrt.org/ n r 1 tl).ts / dona w s/ 200-1/07 /
(D -.n$[ h i tt dt nt t N r i l,t. pd.t.

Issues Luncheon l:cntured l\lnttlrcrv (;oodnran. director lirr
Asian F,conr:nric Affairs, Nalional Securitv (iruncil

Seattle
ProtectinS Your Intellectual Property in China: A Discussion
ot Bcst Pracliccs and fffective Strategies
l'cat ured lain l\l.l )rn icls, dct)ul )- dirc.lor, (;hirrn ()perations,
-lh. tlS (lhirr.r Ilusirrr'ss (lruncil. IjSCl](l ntr'ntbcls m.ry viov

USCBC President Robert Kapp introducing ths Council's WTo
implgmentation survey during the July lssues Lunchson.

the prcscntation al rr,rla{r/.{.rirxt.org/ncniters/ioancnts/200i/
07/iprspcech.pd.l.

Shanghai
US Companies' Assessments of China's WTO Progress
Fetturcd ll()bcrt KnpP

Hong Kong
The Mainland and Hong Kong Closer Economic Partnership
Arrangement and lts Implications
Fc.rtu rccl lhrbert K.rpp

For More lnformation!
www,uschina.org

UPCOMING EVENTS

EVENT WRAP-UP
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Beijing
US Companies' Assessments ofChina's World Trade
Organization (WTO) Progress
Featurccl Robert Kapp, prcsident, lhc LIS-China []usiness
Cou ncil
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BEVIEWS

lF n,luun oolnc Dusrncls rn LnrrlJ
I trr' i.,, a.,ut i hcconrc casier dLrr -

I ing thc refornr pcri(xi. it has rr.t
become less conrplex. As this new book
by lawycrs in the Beijing ollict'of
Coudert llrothcrs point out. China's
investmcnt regime and international
trade systenr rre "embeddcd" within il
web of r.'strictions. (:hinn's commitmcnts
to thc World'lride Or8nnization (wlO)
go.r krng rvry loward hrrnging Chinir'.
trade and investmenl rellinres into litrc
with intcrnational norurs, yet nolttariff
tradc bilrricrs persist. rnaking this book
timell.

Thc authors have unclertaken a grand
t.rsk. namcly t,, idenlify lhc many "difli-
culties" of tracling with or invcsting in
the counlry. They succccd admirubly in

covering ir hroad range of topics-fronr
foreign cxchange mannSr'ment to irlcl-
lectual propcrty rights (lPR) issues to
stanclarcls ancl tradinB riShts-with a

When - ,
Asia Meets Orla
nlthe N Milleedtmt

o
It

'r't I
Chtn.'s Rol. n Shaping

chi Lo

Non-Tariff Trade
Barriers in China

det.rilcrl cr.rnrirratirrrr ()l the devel()pnr.nl
of rcgul,rtrrry rntl .tdnrini\lrativc hnrricr\
up l() thc prrscrrl dirv.

Iht lxlrl ol[cr. r orr. r'e .rn.tlr 'i. , 'l
(ihin.is t'risting lcgirl l'ritnresork along
rvith intcrcsting,rncetlotcs.tnd c.t:c histo-
rrcs r'l'thc rtrles io .r.tu.rl irrr1rIr'rrrL rII.r

ti,,rr. lr i.,liviclctl irrt,, 'rr ih.tptcr', tlr.
first livc ol rvhich rcltlrcss lirrcign
cxch.rngc, ll) ll protcction, clistribution,
tratling,.rrrd st.lndnr(l\- Lr.h chitPtcr
sr.rrDnlnri/cs thc rcacrrt hist()I) ol-rn
issuc, provitling cohcrenl .ontexl to lhc
,lc.ir'rltr,,rr,)l lhc l(t r.:F(rl.rk,rI rr(lrrir(
nrcnt\ rs lh!'\'e\ist k)d.t\ J,rd moviog
lorrr.rrrl tlrrrrrrgh ('hrn.t. inrplcrrcrtt.rl rr rtr

of it\ W I() corrrnrilrrrcnls. l.t[rles.rntl
flow ch.rr1:' arc inclutlctl to help suntntit-
rizc the olien-conrPlicltcd procecltrrcs.

Tl'tc linal chrl,tcr rcltlrcsscs (lhinir's \\' l()
se,rvict rchcdttle contnritnrcnts lirr spceil:
ic industrics and nr(^'er h.yond n \inlPlc
rc(ilJtr,,ll ,)l'lh( n].rrkljl ,ti((s: Ph.l\( ills

lrr' linking thc rcgulrl()rv t'rrvirorrnra,rt l()
r.tuill irrveslnrcnls nrltlc in thc scetorr
lnri thc corrplic.ttion\ lhrt hxvc rrir\cn.

1hi. brx,k is a vrlitl rclircncc tirr.rrrv
nrrn.rter or scrr'icr Irrvirlcr rlrrking ort
(.hin.r r' lr, ' s. ks . rl'l.rrt.rtr, 'rt. ,rl 

( lrrrr.r s

hro.rrl rcgrrl.rlorv rcginre. l'hc [Took ir ttot
oreirrrl lo hc a nranual lirr spccilic prrrec-

cltrrcs; nrirnrgers rvill nrcrl lo constrll pro-
ies'ion.rl servicc [rlolitlcrs Iirr llrc l.rtcst

dclck,prncnls in l.r\, li)rciSn c\.hnn!..,
.rnd in!r,strnent guitlclitrcs in (lhirr.r's

r.rl'r.llv ilr.rrrEirr!' rr!.:trl.rt,,r ) Lrntl...rl,t.
\it rlrl lm,'l lr.r. pn,l,'rtg.rl il..h.ll lil(
bl provirling the historr.rnd contc\t ol
lhc nr.rnr harrierr Iirrcign conprnic' rrill
conlinur l() tncc in (lhin.r.

-llti],t L. (;ol,/Jtt'i

Brian L. Goldstein rs former research manager

in the Beiiing oftice ot Ihe US-China Business

Coun cil.

When Asia Meets
China in the Nevv Millennium

by Chi Lo. Singapore: Pearson Pientice Hall, 2003. 190pp. $23.50 softcover,

I I ons Konq-bascd ecrrnomist (lhi [n
H 1ux", 

"n 
un\(ntrmenrar r(\)K nr lnc wirys

I I tnrt n*,n -usr to adilpt tr) c.mpete
with Chinai already formidablc cconomic
strenSth in lVhan Asin Meets Ohinr it tlrc Ntw
Millerrrrirlrr. Brushing aside the doomsayers-
those who argue that the rest of Asia has no

chancc against ir rising China-l,o nrarshals
basic macroeconomic theory and rccent history

to arguc thlt (ihina can frc a cittlllst f,rr rclirrnr
JnJ hc.rlllr\ Lt|oll\r'lrtiorr irt ,\siir ir) lh( lrrttrlc.

I-o slrrvcys lhc cnuscs lnti clli'cts ol thc
Asi.rn 6naneial crisis; thc clcclinc of faprn ls
ln cconomic porverhousc irr Asil; and thc
rtccnt gr()u th nnd rcnr:rining chlllcngl's l:rcing
(ihina's clc'r'cloping ccononrl'. In the proccss,

hc nrakcs srrnre itssertiorrs thnl should rcnsstrre

Asiln ccononrics lookinS, trl (lhinn's rise wilh

48 september-october 2oo3 THt cHINA EuslNEss BEvlEw

NON-TARIFF

TRADE
BARRIERS

IN CHINA
Jin,(lh! h.!A DnBuid(r'$rt.

by Jingzhou Tao and Diarmuid 0'Brien.
Hong Kong: Sweet & Maxwell Asia,2003.357 pp. $63 soltcover.
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The Evolution of the
Stock Market in China's
Transitional Economy

by Chien-Hsun Chen and Hui-Tzu Shih.

Nonhhampton, MA: Edward Elgar Publishing, 2002. 187 pp, $80 hardcover

hc coll.tpsc of lnron rr'.rs nol ottlt'
a chrion call to Anrcricl's firran
aill insliluti()nr,.lrr(l sl()ak rrr.!rket

wntchdogs, bul a loLrd rvarning to nasccnl
capilnl rnarkets iir()urrrl tht rrrrrH-
inclurliog (ih in.r's-.rhou t thc nccd lirr
regulation .rnd rhundant ovcrsight.
\{hether (ihina can transccntl thc grorv
ing I'irirts,,licn r.s,'.i.rtcJ s rth cnter$in$
mlrkcls is crilical lo ( lhirrl's cc()oorni.
growth. Ilut its (lhirlii lists Drorc slJtc-
orvnecl t'nterprises, il runs lhc risk ol'
contioucd stock pricc volxlility, liirud,
rrrJ rto.'k or.rnrprrl.rtir'r {kn(}wn irr I hiI.r
as "stir til,ing stocks"). 'l'hcsc issucs lrc
troubling cnough to conrnrantl thc rllcn'
tion of Chin.r's top policvnrlkcrs.

11 fh Il.\lt!it,l d t/r, \t,,,( ALrll,'r i,r
(:hinn s Trn, Jitio,nI l:ioarrrrr)', ( ]hic '
Hsun (lhcn and l lui- [zu Shih. hoth at

the t.hung Hu.r In\ti(uli,'rr li'r lirrnrrrnir
Rcscarch in litirvan, lt:tvc protiuccd itrt

iolirrnratilc.rnd insiEhtlirl studr ot'
(lhinr's stock nrrrkct tlcvcLrpnrcnt. lho'
6rnrl1' placc thc g,rovi'th of (lhin.r's c.rfilrl
nrrrkrt in lh..onlr\t ol ( hinrr'r rhilt
li(,rrr.r (crrlr.rllr Pl.rrlrrc(l l,'.r Irl.rrk(l ori.
cntcd ec()n{)n1\'. ID (i()irlB s(), th..tuth()r\
clevelol' scvcral intriguing 1,ro1'osilions ro
cxplain thc incllicicncv ()l thc (ll'rinc\c

stock nr.rrket. lirr iDstancc. the authrrls
citc the l.rck ol trr.r.'conrp.tition.tnrong

ionrpani.,s antl lhc inconsistcrrt clrrirlitl of
publicll' tr.rtlcd lirors rrs thc lirntlanrentirl
rclsons g hr' ( lhina nr:cds a rrrbusl rcgtrh-
lor and nrore rcgrrl:rtions.8ul nrany
(ihircsc regulations have thc unintendcd
(ott\((ltt(tl(c ol \ljr\ in6.r. l.urc.ttrrr.tti.
inrpcdinrcnts lillhcr thnn .rs libclalizing
lirrccs. lhc nrolc intirrnred prescription
nright not bc, nrorc rcgulitions, but bdler
crlli)rceotcrlt.

l)crhilps, ils lh('nulhols contcncl, thc
lack ol propcr lcgal institr.rtions in (lhina
(()I]tril)ulcs k) lhc flagrant clisregard of
rcgrrlations l:y prrhlic conrpitnic's itnd
irrrlividrrals in their qucst lirr proht.
''Vi()lntions ol tmding rules, a plre-
ni,nrunr,n lh.rl tcrrJ\ lo.l((i)ntlJrrv irr\li
Iutionill trxnsli,rorirtion," thc luthors
rvritc, \rcctrrs licqucrrtl,v in (ihini's stock
nr:rrkct; sincc 199-|, thera havc bccn nn)rc
th.rn 100 citses oI listed conrplnies irncl

irn crlu.rl nurnber ol-clscs of tinilD.ill
irrstitutions intl st'crrritics lirrns having
h.rd pcnaltics inrl,osed r.rpon thcnr bl thc'
(lSR(l l(lhin.1 Sccurilie$ llcgul.rk)rv
(ionrnrissionl or othcr ralevrnt iIStnaies."
lhrt lracling r iol.ttiorts arc nrrt a phe
n,rnrr:n,rn rcstriclctl lo lrnnsilion.ll

'llt( l,cttcr tlu(\lion s',,rrl,l lrr. \r'hr
h.rvc lhcrt onlv ber-n l0l) recorcled viola
tions ()\'cr.r l{) r'crr pcriocl? ()n .rnr'!iivcn

dav, the US Securitics irnd lixchangc
Conrnrission sarrcti()ns l)y ndnrinistritive
proceeding or initiates a l-ecieral court
actt)n against a dozen aorporittions, bro-
kerages, antl individulls.

lir the authors'crcdil, thcy provid.
empirical tlata of tlrc pc'rfornrancc' of scv-

cr.rl listLd rrrrrrl'.rorcs brsr.l rrpon rirri-
ables such as profitability, liquidity,
stilbility, nrnnigcnrcnt perfornrancc, and
growth.'l'heir analyses showeci lhitl all ol
these valiablcs rrrlrkcclly irrprovc'rl itlicr .t

company listed. Furthermorc, in purely
qu.lntitativc tcrns, thc rilta also dcnron-
\r r.rleJ lh.rl,,)n thc rvht,l.'. Sh.rngh.ri-li.it-
ed cornpanies perfbrm l)ctter thnn
Shenzhcn-listcd stocks.

In flrc lllo/rrtr,'rr ry' t/rr'.\trrrl AI,rliir't irr

Cltina's TittrsitiLtnol Ecoaolrl,, the rt'ldc.r
rvill 6nd rr strrrightforwarrl account of thc
JeveL,pnrent rrl ( hir:.ir rtrrtk nr.rrkctr
that further clarities the role (ihina's cap'
itirl nrarkcts will pli) in thc .ountr,t,rt
linancial titure.

-.\ trtrl /. fr,,t.t

Mark T. Fung is a Ph0 candidate in China

Studies atthe Johns Hopkins Schoolof
Advanced loternational Studies and on the
Term Member Advisory Committee at the

Council on Foreign Belations in Washington, DC

sonrcthin!i.losc to (irc.tti. ln prrticrrhr.
l,,.rrSUc\ lhJt t hirr,r r'ill Irol h( lir\l irr

cT erv industrt,.rnti thu\ caort()rDic\ lh,rl
fincl tlrcir Iruc conrPirrrlavc ndvilnlnges
u,ill bc, ablc tLr thrivc.

Spccilicrlly, hc dclvcs into thc ( lhil.r-
HorlB (,'n!., ( hir!,r l.rirn',rrr..rrrri t Irirr.r

IaPan rclationshitrs irr scl)dralc chitl)tcrs to
suSSesl wdys lhat lhe thrcc cc()nonlia pow

erh()usrs ann ndapt to (ihina s crncrlling
rolc as an rcononric ccntt'r of l-.rst Asia. Hc
.rlso notcr thc rolcs ol thc US,rnd
l'irropcan ccononrics in influcrrcing gkrbal
srrP|lv lnrl dcnr.rntl firr r\sirn grxrds and

scrr,iccs.
Writtcn lrelore' the, rcccnt high-proFlt'

attircks by criticr in lluropc, Japan, trrl the
L,nilc(l Slnlcs ()o (ll'rind's econo! ic suacclis

(which thev attribute to an artilicially
undcr\ ihrcd Lrrrreniy lnJ othcr unf.ri_

trrde practices), \lher Asin Mccts Chinu's
brisk analysis of reccnt ('conorrric history
offers some uset'll context lo business

readers looking for an antidotc k) thesc

shrillhcadlines. -()thtrint'()clb
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China's Techno-Warriors :

National Security and Strategic
Competition from the Nuclear
to the lnformation Age

by Evan A. teigenbsum.
Stanlord, CA: Stanlord Uriversity Press, 2003. 360pp. S55 hardcover.

/r irrr r'-r Ji'c/rrro'llirrlirrls ir .rn
cr.,1,ti,'rrallv rui ll rvrilt. rr r,,l
runrc, rvhose lirclv litcr.rcv hcl1,s

Iurrr l Jo.tor.rl Ji\\(rlrllr,rr irtt,'.rrt irtlirr
rrr.rtirr'.rrr,l rr('.rrirrg'lrl intclprr't,rti,,rr,'l
thc hr,r.rtl i,rurrc,'l t ltin.t. fur.trt ,,1

high-tcchnologl dcvclopnrcol li()nl lhc
early vcars of thc l't'oplc's l{cpublie to thc
pres(n1. In tr:rciog this cvolrrtiort, [v.tn
|cigcnbaunr, a rrrcnrtrcr ol thc polic,v
planninB slili irl lhc [JS l)epilrlnrent r)l'

St.rte, with rcsponsibility iirr ( )hincsc,

Jitpitncsc, Korcan, rnd Soutlrtrst Asi.tn
lttairs, as rvcll .rs Asi.r l'.reilic strirtcgic
issucs, loucltcs rrpon thc psvchologicirl
irntl cvcn cnrolion.rl r(x)ts ol-(.hinn's
long-strnrlirrg pLrlsLrit of natirrnal tcclt'
nological prrxtess.rntl lhc poiunant con
lrxdi.lions th.rt br'sct thr. trrtiitiorr.rl
technolog,v lcquisition stratr:g1,in an cra
ol increasing, (-hincsc intc8r.rlion r!ilh
rvorlcl nrarkcts.rn,.l ccononric srstcnrs.

Along thc rrar',1:rrsincss rcadcrs rr'ilh
inlcrcsls ir (-hin.r's tcchrrrrkrgv tlcvc|rp-
rDCrrl loli\v .rrrrl irr i.rLre. rel.rtirrg, t,'
LrS-(:hin.r high-1.(hrtokrgy tr.r<ic-rr ill
recognizc sonrc l.rnrili.rr aucncics arrci

x(tors. l)ul \ ill nrect othcrs Iirr thc li[rt
Iinr.'. lhe nros.ric of nrilit.rlr. inrlrrrtri.rl,
anci l,rrlitic.tl Iirrce: thlt hrrc li:rrncti
(:hirlJ'5 slr.llcgi..rpIro.rch to thc tlcrcl
opnlcnt ol .r.iv.roccrl technrrloSv lrls
th.rn,:c.l ,rrr'l lrnt(. l\lrl .lrl rrrr.lcr'l.rnrlrrrg

oi thc continuunr thnt hls lcd to prcsenl-
dirl apPro.rchcs c.rn onlv bc helpfirl to
l)usincsspcoplc t()d.r)'. (.hinn h.rs not
clrangccl so rnuch that thc- fitcts lnd the
pcrs(,ndlitics of -10 and .10 years aso arc
now urr rccrrgnizctl .tnd [i)r8ott('r1.

l;cigcnlratrnr siirrts lionr tlrc In()olcnt
in thc nritl-lc)50s rvht'n Nlao Zetlong
ilL((ll(J tlr( ilrtul]]crrl. .rdv,rrrtcd 1'rirr. i-
pally bv ltlrrrshll Nic liongzhen (o,re of
( lhirlx's tot) rcvolul t)nury militar,v leacl-

.rs), th.it lhc PR(l rrccdcd to aim tirr the
top in stratcgic rv,.'lpons dcvcloprle'nt.
Nic rvanlcd (lhina to l,)rrilcl its own alom-
i. Jer iic. .rttrl rlclivcry .v'lcIn' lti.rr.r in
a rvor of r.rbicluitous foreign threats it
coultl not rllirrd to allow its clclinsc sys-

tcnrs lrr rcnrain pcrrlincntly birckward,
.rnci lrccausc stratcgic rveapons dcvelop-
nrcnt hcld thc kc\ to the succr'sslul pur-
srril ol_ conr prchcnsivc tcclrnologitll
nrrrdcrnizalioo in thc (ihinese r'cunom1.

()ncc Ilao boLrght in to this tirrnrula,
Nic buill n stralcgic \i'L-apons sl'.t()r lhat,
ls l;cigcnl)xunr .lrltirllv rele;ls, displayed
nranv rrI the intellectual and profcssional

rh.rr.l.tcristic\ ol sof histicittcd, nrodr'rn
hig,h-t.ch st'clors in nclrrnced inrlustrial
nnlions: crcnliyilr, horizrrntll linklples
lnronl lgr'ncics, pccr revicrr'. and so on.
'l his tighr-knir, tlc\iblc, oficn-brilliant
blod ol srit'ntists.rnd nrililarl' people
:,ur{ilcd nn)\l of thc political bLx -

lettings ol the late I950s, l9(11)\..rnd
1970s largclv rns.rthcJ.

I'eigcnbaunr In()\'es hir' \k)rv li)rh,ilr(i
into the post'1971{ relirrnr pcri,rtl.
dsellin6l:rt lcngth on the reginrcs
ntterDpts, espc.inll,v in thc lt6-l l)[o8rnnr"
bcgun in l9116, to provirlc rcsour(('s iln(l
strat!'gic guid.lncc to crcanr ol'lhc clop
technology dcvch4rnlcnt, cvcn r\ lhlr
thrust of China's overall str.rtcgy irrercas
ingly t'rtphasizcd civilian protlrrctirrn,
econonric intcgration witlr thc'irrrtsiclc
world," ao<i iotlccrj thc nrrrrkct ccorrornv
itself. lty thc e'nd of the' brrck,
t-cigenblum s study suLg!'sts th.rl whilc
tlre legacv ol Ohin^r's npproitrh lo strillc
gic nilitary' tcehn<rlogy clcvehrprncnt hrrti

lr,rJuectl lrrilli.rllt .rihicrcrrrcrrt. .rrrrl \,rr-
tudlly delincd (lhinir's n:rtionirl .rPl'roirch
to advanc.t tcchnologv iDlo thc 1990s,

chlnges in gIrtTal tccltnoIrgv rnd in
China's own ccononric svslcnrs lrv lhc
turn of thc r)cw (cntLrr) $crit so Srcll
thJt lhe stirlc-drivcn. srlnrclinrcr\.lln)osl
isolationist,.rpproach to high-teclr clcvcl-
opnlent hitd btaonrc it drilg on lirture
developnrent. His corrclutiing rcllcetions
on Ihis dilcnrnr:r uakc.r conrpclling elosc
to i thoLrghtlirl slud\'.

/d,/,,rr..\. Lirlf

Boben A. Kapp is president ol The US-China

Eusiness Council

50 September-October 2oo3 THE cHINA EuslNEss BEvlEw

TECr{ N O.WABn r On 3

t-

F



____)t Ait, Land, and Water
CHINA

Bobert I Livernash, ed. Washington: The World Bank,
2001. 174 pp. t30 soltcover (including CD-80M).

! n Ihis report, thc World B.rnk l,rescrrts
I envir<)nm(ntnl strat(eics kr inrrr(rrc
I th" n'rr,'r"g"n',",'rt ri t':h in.r', n"irr.l
resources, fbcusing on land, water, and
air policics in the dt'cadc aheacl. Cirllrr:
Ait, Ldnd, ond )\1t!cr was published
shortly after China entered the World
1'rade ()rganizatiru and just ls China's
State Environmental Protection
Administratio,l (S!lPA) conErmed its

loth Five'Year Plan (2001-05).

China's size and diversity complicates
envinrnmental policymaking, which
severelv limits SEPAT abilit,v, let alorrc'that
oftht'\lhrld Bank, to morrikrr develop-
ments. Most ofthe datir and brckground
for this rcport canlc lionr a dozen or nore
Chinese research institutes, many athlirrtt'd
with thc Chinese Academy of Scienccs.
The result r.rf this collectivc clTort will
;ppc,rl to thore intcrested in ( lhine,,c .'nr i-
ronmental administratioIl irnd naturill
rcsourccs issues rt large in Asia.

'l'he bu>k begins bv asscrting thit
economic plrowth in the pnst two dccudes
rcduc.J (.hinesc foverty.rn(l impr(,v( d
environnrt'ntal prolcction, but acknowl-
cdges that this growth crcrtcd nerv prcs-
sures on natur[l resourccs. ln the aitics.
home to about 30 percent of the popula-
tion,.rir pollutiorr i' sererc and on thc
rrse. In the roultryride, l.rnd degrn.l.rtion
is a serious environnrental issue. Ilr
industr,v, pollution from thc town and
village industrial t'rrterpriscs, the priclc oI
(lhinese c'conomic ret'brnr, hls forced the
governnrcnt to attempt kr impose rcgula-

torl discipline. The authors criticiz. lhc

8(r\'(n)I]lcnl s \lr.rla{r' kr Irrrosl ((onorrir
8r()wth.ll irlnrost nny cost nn(l insteild
call tirr "sustainablc rrnDlg.'nrcnt arld
(lcvclopnrcnt."

Fronr thcse beginnings, the \\trrltl
llirrtk .rdtlt'es.cs sPciili( polltrtir'n nr.rr-
lgenrenl issut's. Thc aulhors isolatc-

dL'scrtiti..ttion and slliniz.rtion as scrious
pr0l'tcrtrr irr t\r\lrfl) (.lrin.r. irn(l J(ir-
.:'tnliolr in Dorlhcrlr (lhiDr. Pollulir)n
rcstrlting tiom industrial lnrl urban
growth phgues coirstal scrs. Antl despilc
.,'n:'iLlcr.rhlc Prr)F.r(\s in .ttl.lrr.'ing etr i

ronlrtcotil issucs, the govcrnnrcnt hx:,

1-lilcd to acklress basic donrcstic environ-
rrrental problcnrs, such as thc rvidcsprcacl

rusc of solitl tirel-including corl-lirr
eooking rnd heati11g.'lb irllcviirtc tlris lirst
proble,ur, thc iruthors call lirr redrrcccl

clependcncl on coal.
The tinrl third ot this studv itnalvzcr'

thc govcrnnrent's nntional cnvironnrcntnl
priorities, rvhile outlining thc \\'orld
I].rnk's ctrrrent antl pllnned cnvironnrcn'
lirl \lrJlcErc5 irt t.lrilla. Thr .rtrthors ru.-
ornnrencl nranatenrc'nt throuBh \r'lrat
llrc)' tcrnt "instituti(rns, inslrunrcnts,.rnd
i nvcstnrcnts." Thc ar.rthors .l(lv()catr- b('ltcl'
L. x,rJin.ll i(,rl rrrl()rtB E(rvcnlrr)cnl .rHerl-

.it's to inrplcment lcgal lntl cconomic
rctirrnrs, akrngsidc vagr.rcly irlcnti6ccl t.rr-
gcted invcslnrents.

-fhc rcfort's mrilr w.ikocs\ is its

in.thrlitv l(' spcll ('ut .l sPeiill( cn! ir(,n-
nrcntal str-atcgy lirr ( lhina alcl tlclinc
rvhirt sustlinirblc' tlevclopmenl actuallv

nrcans jn (lhinl. In lhe rvorlti's l.rrgt'st

a()untry, su:\l.linitblc (lcvclopnrcnt is

borrrcl to nrcan ditlircnt things to il
(ihincsc prrsant liorr Anhui, i govern
nrcnt olhcinl in Xinii.rng, a lirrcign
invc:,lor, or n Ileijing-ttascd ollicial at thc
\\br-lcl B.rnk.'l'he rcporl lenvcs lhe reirdcr
to gu('ss \\'hcther (lhirra shoultl lirllort,
rloclopnrcnt nrod.ls ol'its own, or tho:,c
borrowcd lionr lbroird.

lnrpeceablv organizcci and rich in
dat.r, this rcport ncvcrlhelcss strllcrs fronr
insuihcicnt irltentioll l() loc.ll (lctilil il](l
rc.rlitics on lhc grotrnd. Littlc is writt!'n
rhout th. r()lc ()f(.hin.is nrlnv cnviron
nrcntil nong()vernnrcntill orgnnililtions,
or ol-local education irr prolcating nntu
r.rl r..,'rrric.. l)('r\l)c(li11:,'rr ur.rior cnvi.
r()nnrcntirl problents trom Ohincsc slatc
rcscarchcrs irncl a World Witlc lirnd tirr
N.rtrrlc anlllst are'.rvirilable.rs brck-
grorrod prpcrs in.rn.rttxchcd (:l) R()l\1,
rvlriih hcl1,r br',,,rrlerr tlrc hrnk s;,q,,1.c.

-Victor 
Zatsepitt'

Victor Zatsepine, who lived in Chi0a lor nearly
10 years, rs a Ph0 candidate at the Universrty

ol British Columbia in Vancouver, British
Columbia, Ca nada.
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by Lawrence DeAngelo.
Businsss lnternational, 2002. 69 pp. S14.50 Adobe PDI format.

Gl t,n,,r,nn, ous,,rcJi /r.llcr uu,ric l{
\ rn 

"-S,r,rt 
frrr businessueoole

tf r,rn rrrrre r)r n. exrcacnce d()rng
business in China, and for this audience
thc book will be very useftl.'lhc format
is a 69-pagc multimedia Adtrbc Acrobat
document, ivailable for purchase online
( ht t p : / / \i\'*,. l, uy nt),c bookt o t t / b ty/
i u t h o r i lb. o s p? id - I 5 4X 1 0 56\' 3) and,

delivered by c-mail. (lontent includes
condensed travel and tultural inftrrmi'
tion, links to extensivc Internct resourcrs,
and ernbedclcd voice selections in
Mandarin.'Ihe auth()r, an Amcrican who
has lived and worked in Asia lirr almost
20 years, compiled this guidc with thc
help of Shanghai-based busincsspeople.

'Ihe Trayel Guirlr'is a worthwhile
rcsouree frrr br:th pl.rnning irnd executing
Lr Shanghai busincss trip. The first seclitrn
dtals with pre-travcl requirenrcnts and
concerns-the PRC visa application pro-
ccss, potential healtlr issues, hotel rescr-
vations, and cost estimates useful f<rr

dcveloping a travel budget. Ncxt, the
focus shifts to travel considerirtions spe'
cilic to China, and Shanghai in particu-
lar. Topics include wcather patterns,locnl
customs, rcstauranl rccommcnrlaliorrr,
and nightlifc spots. lhe third section
outlines thc standard knowledge requircd
li,r hu\inr':'s meetings, includrng grect-
ings and farewells, ct)nduct cxpected ilt
(ihinese-style business meals, and the
acceptance and relusal of gifts.

An especially usc'ful feature of this t'
book is its nrultimedil audio componcnt.
'l he guide features six pages of common
Chinese words and phrases, written in

Pit1,i1, 
^nO 

embedded as audio liles that
link with your conrputer's RealAudi<r
player. This provides rn exccllcnt oppor-
tunity tirr trJvelcrs to hear Mandarin f0r

thc lirst timc, or to rcvive those dormant
language skills, while passing time on thc
crrss Pacilic tlight or in a hotc'l room.
1'he technology is easy k) usc and
requires no clorvnloads beyond the fiee
llealAudio player ln fact, this lirnction
makcs the book a uscful purchasc for any
l.rptop-carrving travcler. with husines'
objcctives or otherwisc', who wants to
gain ir basic Mandarin (lhinesc vocabu-
lar,l.

'l he book includes accuratc c()ntact
listings for 23 top-quirlity hotels, as well
as infornrative introducti()ns to touaisnr
and cntertainnlent irrcas and rcslaurant
rcconrmendations t-or many typcs of
intcrnationill irnd Chinese cuisine. And
most importrnt, as lirrcigners living and
doing busint'ss in ShnnShai, w('can attcst
thlt the book gives sound advice irnd rcc-
omrncndations on whcre to go for good
Iotlging, food, and enlcrtainnrent.

'l hc scction on business etiquctte is a

I,rclt 6rst introduction to wh.rl i\ ind i\
not expectcd of you in (ihina. lt lays out
a ti'w sinplc rules that should hclp you
through those 6rst ncrvous encounters.
Thc good news is thirt (lhinese hosts will
bc impresscd that a china neophyle
nrakcs thc cffort to do things the Chincsc
rvav and are not likcly to walk liom the
negotiating table for minor trilnsgres
sions. But tr{velcrs ignore the brief men-
tiorrr of the inrportance,,f"firic at thcir
pt'ril. Mistakes in this arca can break
dcals.

'lhe book also intbrms the novice
(llrina business traveler about initial
prol.llems and "culturc clilshes" that
weslerners commonly experience in
(,hina, both in busincss and in ever,vday

Iifc. l'he guidc provides useful rccom'
nr(ndation\ on tablc nrannerr;t a husi-

ness dinner, whether or not to tip the
bellhop, and cvcn how to deal uith
locals' curious slares. l'hough most of
this information is worthwhile and tluite
inlirrmative. thc aurhor's advice about
bargaining custonrs is somewhal mis-
leading. Thc book says, only sonrc'what
facctinusly, that businc5s travelers should
ask lirr a discount whcn buying anything
in Shanghai and should start by asking
for 50 percerrt off. In redlity, this.rdvice
only:rpplies to open air nrarkets, rvhich
arc becoming less comnlon in this,
Chin.ls most m,rdcrn.ity. Most rtrrres
now adhere kr slicker prices, and visitors
who lry to bnrgain in these places rtay
end up embarr:tssing thcmselvcs.

Finally, though most oI the in[orma-
tion is.tccuralc, we discovc'red a few
minor errors. For instance, the lohby bar
in the Hyatt is on the 54th floor, not the
47th, and some of the pir),ir ronrnniza-
tions of Chincsc words arc' incorrcct.
And, as with any travel guide, the intbr
mation iD .Slr(ir!/r.ri Busircss Tr.nd (;uidt
may soon become dated. Shanghai is a

dlrramic city, with resl urants nnd other
vcnucs liequc'nlly opening, closing, and
swilching locations. Sinrilarly, links k)
indepcndent rvebsites inserted through-
out lhe book nral'also change.

Ncvcrtheless,.Slrdrglni lJwiness liovel
Grrirlt remains a good introduction tbr
thc novi.e hu\iness trav.lcr tr' 5h.rnghai.

Adam lltss anl ltit Ii. Il,l )rrrrr,l-r

Adam Boss and lain K Mcoaniels ar€

research associate and deputy director of

China operations, respectively, at The US-

China Business Council in Shanghai.
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Structured kade/
Commodity Finance
& Risk Management
In China

http://www.ibc-asia.com/Structured.htm

With Focus on the Metal, Agribusiness, Garments,

Electronic Appliances, Heavy Machinery, Ship & Airplane

Building, and Other Soft & Hard Commodities Sectors
a

Key lssues to be Treated by Top Bankers, lnsurers, Structured Finance Experls & Traders lnclude:

  Latest Developments in lhe Chinese Structured A Advanced Payment and Red-Clause UC

Trade Finance Market a Financing and lnsuring Commodity.Backed Projects

  Structured Trade Finance (STF) Deals that Work in A Warehouse Receipt Finance and Collateralchina Management in china
A STF versus Traditional Trade Finance A Title & Security lssues in Warehouse Financing and

  Case Studies on Various STF Products and Services Collateral iilanagement

  Syndicated Loans in China Trade Finance   Risk ilanagement Best Practices Among

a Export lnsuranco and Guarantee's Applications in Corporations Exposed to commodity Price volatility

STF in China A LatBst Disputes Hearing on Trade Finance in China

rEc AsrA (s) PTE LrD
l1eetlng 8!9]hess th Kno*ledge
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Sourcing in China
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Continued trcm page 32

conrmtrnicitior, lrtrnr sending rcqucsls
tirr quot.ltion to issuing ptrrchlse orr.lcrs

and conlirnrrtions, took plrcr'lrv fir. ln
tl'ic lirst fi'w y!'ars, !'-nri il hirs tlranraticalll
irnprovecl comnrunication antl nrarrv

tlhina bascd sLrpplicrs hdve cst.lblishc(l
online ordcring or crrl('rpri\c rrsourac

lrlanning systcms thlt can link up rvith
thc svslrnrs oi thcir cuskrnrcrs.

Nevcrthclcss, nrirnirging nunt.'nrus
cusk) crs Jrld thouslrnds ol slock-kccp-
ing units hv l;rx or e-rrlil is incllicient.
.rrrd irupor lerr rnJ :.uPf liL'r\ r)((J \t:rl(.
o1-the'-art systcnrs to aclrie'vc lhc lrcst

rcsults.'l llr..Si\t)' Sourcing rvorks rvith
aust(ntrs to estxl)lish lntcrncl'basc'cl

I'l.rrrrrin!..y.terns th.ll llcrrrrl llt(\r .,ll\'
l(rncrs k) irc(css nll |hast's ol tltc platr

WTO opens doors
( .hinn \ \\t)rl(l linrlc ()rg.rrri/.rlion

{ \\' I ( ) ) .r tr| h.rs beel] pror irling g|c.rtr'r

nrarkcl access.rrrd tracling rightr lirr tirr-
t'ign conrplnics in (-hin.r. il-slorvlr'. Such

opcnings arc pronrpting conrpanics in a

rviticr rangc ol irr(iustricr, lo rcc!.iluiltt
thc (lhilresc sourcing, nrrxl.'1. ()rrc crlnr-
plc is the lugg.rge industry. High-quality
nvhrrr lrrgg.rge phr,luits tlr.rl rr.r'ri to hc

nrrtlc in thc l'hilippincs.rnd'l'h.ril.rnd are

norv produccd in (ihina.

With lorvcr costs firr products and
llbor iu Chin.r.rnd an cvcr growinr
sclccrion oInrorc sophistic.rtcti log,istics

serviccs, Anrcrican Slll lls nrav lln(l thit
tl'rc tinrc is right to c\plorc sour(inq in
(llrina. In t:rct, thc,v rn.r1'lind thcl carrrot
.rlti'rtl trr p.rsr rrl, th( ,)plor lU nrtr.

ccrncd lhat thcil opcrations would be

shtrt chu,n as W'l() eonrnritnrcnls titke
cllict, thev irl:o ldnrittcd that thcv rgill
havc to specillizc in a parlicular scctor ot
indrrstriirl scqrncnt k) (ornpetc.

()nc pllcc trr look lirr cltrcs rhrtut Iht
z()rrs'lirtlrc is in l)ll(i governnront poli
cv. Most of thc .ttt new lil)Zs tlrc Stitt.'
t otrrr.il lllr,rretl rn lrltl.\.lre lo(.rlcJ itr

central .rnd ttestcrn (lhina. ltr (lhind s

drivc to develop its hintcrlancls, Il'ls
coulti cirirrv lirrcign in\'(slmcnl to th('
intcrior, pirrticul.rrly il thc cost ol nrnnu-
i.rcturing continucs to risc akrng lhc
colst. 'lhis rnovcnrcrlt would fil ink)
(lhin.is ()\'cr.rll Polic) ol lronroting
(rl{)rl\.lt](i lrvll]!, t,) (r(irl. irrlrs irr rci-
ontl- lnd thirrl'ticr citics to absorb cvcr
rising nunrbcrs of rurnl nrigranls. llut
cxpnnding Iil'Zs 1() thc interior will onl,v
work il_ the irrliastrrr.turc. tcchnical
krr,rrr'.h,rrr'..rn,l k'tirl S,,r.'rnntcrtt .cnri
tivitv to thc re'ccls of lirreign inlcstnrcnl
.rrc lirlly ,icvcl,rl',,1. 'i'

Zoning ln
Continued fron page 29

onc technology lirnr rvas considt'ring
investing in (ihinrr in 1997, Sh.rnghai's
Witigaoqiiro rvas thc onlv viablr option.
r\lthough thc firnr h.rs been pleasecl s'ilh
lhe zone's Iicilitirs ancl infrrstructurc. its

thc lirnr crp.rn.l. it. t.lrirr.r ,,1'cr.rli,,nr it

is seriouslv consirlcring nrovin6 inlo
othcr Fl Zs or EP7-s tlrlt coultl lrcttcr
nrcct ils nccds.

tivcs in thr nljxt thrcr to five ycirrs.
-l hough li'l Zs .rnd ll)Zs s ill prrrh.rblv

nr.ln.lqe bctlcr thJo thc ()thcr /oDes

bciirrrse conrplnics d() nol invcst in thcnr
sinrplv frrr I:rr brcaks, ir Ltniticcl tax poliev,
unlc5s ilugnrcnicd 1)\' olhcr ina('Ilives.
couLl spcll thc dernisc ol tnanl'clcvclop
nrrnt zoncs. liven l:'lZs rvill nccd to spc-

ci.rlizc irnd clo'clop.rrlditionll inccntivcs
to rcnrnin c()nlfetilivc. ()tficials in
lianjin F'lZ aod WLri3r(xliiro point to
thcir nich. nurkels,.rrrtos an.l inlirrnrir-
ti,,rr tc.hrr,'l,,Sr. r,'l'(.lr\elr. r. in(li(J
tors th.t thcy irre wcll positioncrl lu
surviv!'.'l lre! also .itc thc !'xl)crl ise th('r'
havc rlcvclol,crl in cirtcring to thc nccris

i'l i,'r(iBtt I|t\ (\t.,r. .r' .r k. v,rriv.rnlirgr'
thnt rvill nrnkc thcol irtlrirctivc invastnrcnt
o|ti()ns etcn .tlier I:lli\ gct trlrling lnrl
(iislributiorl rights.rntl titx intcrtivc's arc
phascd out.

Sonrc invcstors bclieve th.rt Il'ls rvill
{)\,crlitkc Ii IZs in PoPularity, .rs lrroccss-
irrg trade rvill rcrnlin irn intcgt'itl parl ol'
(ihin.il ccononric rn.rchiuc li:r scverll
vc.trr lo conrc.-l-hc cutll)ttls alcnrnncL'

policies anrl rcbatc in.crrtivcs tlral lPls
olli'r export ()ricntcd lirnls arr hrrc t()
st.l\', nrrd will (i('cprn Ihc advrlrtag,c th.rt
Il'Zr hrrc trcr I I Zs. \Vhilt l-.1',/ i.rrn-
nrissioners in 

-l 
E[)A, Jinqirto, irld

l,ttt96,rrrg '.rr,i lhrtl th(v \!'ct( rto( (tlt)

j:'l'
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ning and protlrrction evclc'ovcr a st'curc
Inlrrnet a()r)neclion. l hcse ctrslon:crs can

thcn view thcir orrlcr and shipnrcnt stirtus

or projcct tri!cking irrlirrnralion anv tinrc
ol dav lronr ln,vu'herc in thc rvorld.

(ihina's rrcw firctories, high-tcch ol1iccs,

lnrl production lincs cnirlrle (ilrincse sup-

pliers Io crirnk out an)'rrrders placed in
fruttl r'f tl]cDr irl lh( ri!,hl lirDc-.rn(l nl

thc right plicc.rnd quality, sa,vs

I hrccSixnrs r\lbuchcr. And sut)p()rting
inlinstructrrre such rs highways ancl dc'c'p-

wirtcr porls is also inrproving. (irxrds usetl

t,r lirr5er irt t.hinc.c 1\,rt\ lor \1(ck\l ship\
norv sail fivc davs a rvcck, Albuchcr adtls.

7

The future of the zones
Ont'tlucstion th.rt has vct to bc

rcsohecl is r,r'hal imfl.t im plcnrrn tirt i{ 'rl
of ( ihinr's Wr.ld'lirde OrgJlrizrtiorr
(WlO) conrnritnrents will havr: olt thc
lirture ()l it:' Ircc-lrr(lc and crport Pr0
ccssing zones. Under its w l() cntry
agrccnrcnt, (ihinl olust givlr trirding
rights (inr|ort irncl c\l,ort righls)to lll
cntr'rprises by I)ccerrber I I, 100.1. Sorne

Iracle analysls think nurst |'lZs will cithcr'
tiie out ol lrt scalctl back rrlicr lirll tratl
ing and riistribr.rtion rights alc iltplc-
mcnled bcailuse s() nrrrch ol lht'ir currcnl
iltlr.lction st.'ms lio,r tlre trn(ling riglrts
tlrcl'offcr.

Anothcr issue t() wlrlclr is how thc'

zones flrc oncc (lhin.r rrcrgcs l:lE ancl

donr!-slia c()nrplrlv lir\ ralcs nnd inacrr-

)
I
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The Volue of the Renminbi
Continued fron page 5

dclhtion bcclusc less lli\llJ rvould bc nc'etled to bul
things in doll.rrs-thc' pricc of thc dollar (and doll.rr-
dcnominale<l goocls) rvoulcl hirve firllrrr.

'lhus, rlIrwirg thc ltllll] to risc against thc clollur
rvotrltl hurt i lp()rtant sc(lors ofthc l,ll(leconontv
rrrrlrss thc I'll(i govcrnnlcnt s()ntr'hor,l'citscs tha
tu|rvard Prcssurc bv printing rnorc'llNlll, to satis[,thc
dcnrancl-lnd nrainlnin its aurrent exclrnnge rnte.
'lhc monev slrpplv lras inclccd grown hv as ntuch .rs

l0 pcr.!,nt this,vcar B.rnk lt'nding has also surgcd
(th:lnks to l(lv intcrcst r.rtcs anrong othcr policics in

I'l.rcc to ture ,.lell.tti,rn r. lirclirrB rr rv,rrrironre ri.c in
plopcrll invcstrrlcnt. Anothcr downsidc of this nton
ctlrv erpansion is thlt txccssivc grorvth in thc rn,rncr.

'rr1'plv t.ru trrrrr .r brrrrlerlinc detl.rti,,n.rrv cnlir,tn
nrcnt ink) nn inflationirrv onc.

ln fully l)cxiblc cxchlrrgc rlte rcginrr.s, tho virluc of
a currcncr'.rgainst othcrs idiusts ulltil thc supplv,
dcnrtnd ccluilibriunr is rc csta[rlishcd. (]rlls arc
irrcrcasing tirr ()hina lo nrovc to a ntore flexiblc
cxchangc ralc rcginre. Aceording t<r lrrrr lvla of
l)cutschc llLtnk. PR(l olliciirls arc arvlrc ofthc adr..rn-
tlgcs of a nrorc tlcxiblc slstcn, in thc lirrnt of an t'as-
ing of infl.rtiorrary prcssrrrc and a possiblc fall in
cxccssjve [urrk le,ndilrg-irnd of its tlisirdvantngcs.
Without a hcrltlrv lirrnlrcial svstc'nr, nroving lionr.r
lircd to a lirllv lloatirrr clchirngc rirtc svslt'llt cnn l)c
r.lcst.tbilizing hccar.rse I llo.rting currcncy is crposcd to
intcrnntionnl arrrrency [)uctuirtions. (ihinr's banks itrc
w('lrk itnd lhc countr,v's lcgal and regrrl.llory svstrnls
.rrc arguabll too inrnliiturr to police,rnrl delend thc
lin.rocial nrlrkcts ldcqrratcll,.

(ilrini llrratly alLrws ticc convcrsion fi)r cLlrrcnt
ir.count (trndc) transn.ti(ms. A fulh' Iloating
erihlnge rirlc, anlllst\ point out, cirn cxist evcn il
( lhina rnainllins corltr()ls on thc inllolv ,lnd outlL*r
rrl (non-trlric, i.r.. 6nancial) caPital. lfut the currcncy
will still rcnct to global supply and dcnr.rnd-anrl bc
.r potential tJrgct ol spc(ulntion.

l.(onoorists h.ryr' sturlicd the cfli'ctivr'ness of c.tpi-
lal controls in (()untrics likc (lhile thut nraintlincrl
holh cnPilnl conlrols and il Ilodting cxchnng.' riltc
tluring tlrr'r\sirn linancial crisis ancl its itlit'rnt.rth.
Ihc lurf is out on rvht'ther surh corrtrols arc sust.rin-
ahlc ovtr thc long ternr.

Misplaced blame
l\lc.rnrvhilc, it is harrl to.rrguc thirt lhc llNllls

reccnl declinc irgainst ()thcr currcncics is the printarv
reir:\on thirt thc rlorlcl is but'inq (lhinesc nr;rdc grx,rir,
lirr,iever.rl rc.rrons:

O (lhina's tr.trlc balalcc is nrtxleratilg in l(X).1, evcn ils
tlrc ctrrrcno l.rlls, which rupports thc possibilitv th.rt
lh( \.rlu( r'l tlr.'It\lR i. rrr'itlrer Ihc r,,lc rc.rrrrr jol
( lhin.is trndc \urlllus nor lhc solc rcaron lirr the LIS

tratic delicil with (lhintr.

O (irnrpanics arc setting up fictorics in (lhina
bccaust'of thc country's hrgc lnd incxpcnsivc labor
p(x,1, ils continunl inrprolt'rnents in inliastructur('
JD(l sulForl rcrrires frrr husirrcsr, arrrl itr erncrginB
consunter base.

O ( lhinr's crprrrts rr'crc tlr(rnu a!'e,n irr thc ntonths
.rticr thc,\sirlr lin.rncial crisi:' in thc lrt. 199{)s, \\'hco
thc lliUll strcnqthcncd lrain.t nranv currcncies th.rl
cltprcciated clur ing the crisis.

China's middle road
'l hcrc has bccn no ioclicllion thirt thd (llrinesc

!l()\,cr-rlolent irrlcrlds to nlovc l() n ncrv,lirlly tlcxiblc
t\(h.tngc ritlr rcginrc anvtintr: soorr.'lhc (ilrinese

lcarncd the lcsson oI the Asi.rn .risis-1h.rt flcxible
cx(hnngc ralcs irr t'cononrics rvith wt,ak financial scc-
t.rrs .lrr(l i11.r(lc(lu.llc l.'S.rl r cErrrr, r l.,rr,' .. r, rr, 'rrrir'r
('xposcd lo iol.rrrntional financial nr.lklnrns.

(ihina nray scck.t nrirldlt road k) sork ul thc
cxtcss RMB lhxt is, .rs of Au!1rst J00,1, alrcady llcxrd-
ing thc econonry irnrl risking lurningl dcfliltion into
iollation. Thc rltcrnativcs lneing ChinJ lhnt irre nrcn-
tioncd olten in thc press irrc lo rvidcn lhc lund
around rvhich thc ll,\.lB llucttntcs a0d to let it sctllc
within a slightly higher range. or to undcrlake a onc,
linrc rcvalualion and thcn Procccd as belirrc. The
(()rrst.rtsus lmon[l inalvstli sccnrs lo ba thnt despitr
pro Ii)rnrir pul)lic stJtcmcolr, bv thc Pll(iprcrnirr.rncl
thc hc.rr.ls of thc l'cople's llalk of China rrrrl Ministry
ol [:irrance tlrat thc (-hincse grNcrnn)cnt hn\ no
intcntion of alterrng thc crch.rngc r.rtc rcg,inre, thcsc
s.rnrc PII(j ollici.rls rvill allorv thc bancl irround rvhich
thc llMIi lluctuittcs tr: wirlcn.

( )l ({rur\.. I'l{r r'lti(ixl\ h.i\( lrcctt lr,)tt)i\i11E
grc.rtcr l)eribilitv lirr lcrrs- \\'h.rt nrav bc difiircnt this
tinrc i:, thc realizalion that nrorc llexibilin'nright
actually help lhL'govcrnnrcIll nrunalic nx)llctnry poli-
cv whilc ansrvcring overselrs cr-itics.

'l-hc govr'nlntcnt is also rcportt'dlv r,onsidcrinc
.rllrlling PIlO hanks kr issue honcls tlt'nornin.tted in
clrllars and to Pcrrrlit PII(l .ompanies to hold antl
triinsr(t l)usirrcss ir Ibrcigrr curreDcy. lhc govern-
trrcttt nuv.rl.,, c.l.rhlish.r.lrr,rlilicJ dorrr(rti( in\lilu
lrllrt.rl lrlr.\lr)r \r\tcl]r tr cll(r'urJg( irtrc.trncnl in
finlncial nrlrkcts. Il (ihin.r tlccidcs to widcn thc Itl\,lll
trarling lTirncl, at lcnst onc cstinlate put tlle cnd lttc nt
YS. I 5 to $ l. r\s others havc poinlcd out, such a cau
ti()us,novc tr: rviclcn tlrr' tr.rnti slightlr-ol urrdc'rt:rkc
a onc-tin1e rcvitluitlion ntJv not bc an0ugh t() hcit(l
ofl lhc.nlls li)r Irotcction il] lhc Unilc(l Strtcs ilD(l
clses,herc fronr ntanuficturing lirms litcing the
inlrnatnble stru(lur.ll problcnrs that praverrt thcnr
tionl .onrpcting n!,ninst (ihincst' goods.

-(:,tth.ri 
. (;'lh

Catherine Gelb ls editot ol fhe CBR.
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H 5torg in Numbers Foreign

Figure 1 : Utilized FDI by Month, January-June

5 brllions

8

! 2oo2 varue ! 2oo3 vatue

The usual suspects rernained
the top sources of FDI in 2OO2.

Figure 2: Top Territories lnvesting in China,
January-Decernbe r 2OO2

orher 19.2% Hong Kong 33 g%

Singapore 4.4%

South Korea 5.2Y0

Tarwan 7.5%

J apan 7.9% Virqin lslands ll.6%

Un(ed States I0.3'11,

traonrng 6.5%

Fulran 7.3%

682
6.99
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,l

555 545

irlay June

3.S5

3.59
3.44

3

January February lvlarch April

S0UBCET PBC [rinistry oJ Commercs lM0FCo[4)
NoTE: Revised 2002 statislics

S0URCE: M0FCoM; National Bureau ol Statis!cs {NBS), Cr,na Srsl,st/cal

Yearbook 2002

NoTE Unrevised 2002 sulistics

Beiiing 3.3Yo

ZhBiians 5.8%

And the top provincial recipients
of 2OO2 FDI likernrise did not change.

Figure 3: Top Provincial Recipients of Utilized
FDl, January-Dece.rrber 2OO2

0ther l6 3o/o Guangdong 21.5%

TlanJrn 3.0%

243

0

But is this comparing apples to oranges?
The PRC recently revised early 2OO2 FDI
statistics dovvnvvard.

Table 1 : Revisions to 2OO2 Utilized FDI Statistics

0riginalVslue
(S billions)

Revised Value

{$ billions)Period

January 2002 291 243

February 2002 2.91 2 49

n4arch 2002 4.24 3.44

Apnl 2002 4 03 3 45

NIay 2002 212 3 9l

June 2002 7 66 6.82

Yea. 2002 5214 50 68

S0URCE M0FC0i/. xxrhua News Aqency
N0TE [r0FC0M has orly released rav srons ol lola] monlhly igrtes lh.ough
Jone 2002

56

S0URCE: M0FCoM: NBS Ctina Statistrcal fearbook 2N2
NoTEr Unrevised 2002 statistics

Jrangsu 19.3%

CI{INASTATS

1

Foreign direct investment (FDl) in the
first half of 2OO3 shovved strong grovwh
despite the effects of SARS.

2

ShanghaiS.l% Shandong9.0%

3.45

September-October 2OO3 fHE CHINA BUSINESS BEVIEW



lirect Investment in ChinrF

E-
I

Chango over
Provious Year l7o)Value (3 billionsl

Equity Joint Venturos (JVs) 14.99

Conira.lral JVs S.OO

Wholly Forergn-0wned EntBrprises 31.73

Foreigf-lnvested Shareholdrng Ventures 0 70

Joint Rosource Exploration 0.27

Iotal tDl 52.74

S0URCE: M0FC0M (hnp //www fdr gov cn/common/rnlo lsp?rd'A8C00000000000004551)
N0TE Unrovrsed 2002 staiislrcs

-4.7

,18.6

32.9

32.1

-46.8

t2.5

2E.4

9.6

60.2

13

05

100.0

Table 3: Utilized FDI by lndustry, January-Decernber 2OO2
Changa over

lnduslry/ssctor vsluo (t millions) provaous y66r (yo) Share ol Total lo/o)

AsllcryglqTty.lry!]lusbandryandtishins 1,027.64

Mrning 581.06

Monulactrring _,.,,.. 3!.799.98

Teniles 2.218.78

flow Chenicals 2,4,19.39

u"arlriirpnu.iiu;ut - 
oas.ir

tudinary Mdchinsry .- t,rya
!*!,!,"n"!r"!l!!!!"!t 8,r3s.s4

Powor, 6ss, snd Wst6r csnrylryq __ ;4!q
Constructron 108.11

Goologicsl Prospocting sfld Wstor Coniorvstion 6.96

f*opol.,. S,orna. eo.1 '.na f"f",o. Sar'aaa Sf3.aO

ryh"q.lh.^d}9,l __ga
Frnanco and lnsurance 106.65

Beal Estste 5,662.77

S""dS",t"* - Z Sq3.a5

Healthcare, Sports, and Weltars 128.07

Educaton, Culture, and B,o"acasr'ng 37 79

F&D sndi6l6tod ssrvices __ _ lIli
other 1.321.02

Torrl ,41a"fr
SOU8CTS turOrCOru't. N;t ;, Sr-:tr,'"r/ y rr)ioT 

" 
-NoTE Unrevised 2002 statjstcs Figures may nol add to lotal because of

14.4

.28 4

I9.t

r8I

I1.4

99

.2.9

14.1

-39.5

.r2l

,33 7

05

-20.2

2021

10.2

r34

8.0

50

64.0
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2.0

1.1

6S.8

43

4.6

13

2.4

15 4

2.6

1.3

0.0t

ll
1.8

02

10.i

56

0.2

0.1

0.4

25

rm.0

rounding

IHE CHINA 8US,/VESS Bf yrf l,y September-October 2OO3

,

2OO2 FOI figures show the popularity of lOOoh foreign ornrnership...

Table 2: Utilized FDI by Vehicle, January-December 2OO2

Vehicle shere ofTolal (%)

...And of the finance and insurance sector.
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Sales and lnvestment MAY r6-JUtY 15.2003 Conpiled by lsaac Cheng

The following tablss contain recent press reports of businsss contracts and negotiations exclusive of those listed in previous issues. For the most

part, the accuracy ol these rspons is not indepsndently confirmed by fhe C88 Contracts d€nominated in foroign currencies are convertod into US

dollars at the most r€cent monthly rate quotsd in the lnt8rnational Monetary Fund s lntarnational Financial Statistics.

Firms whose sales and other businsss arrangements with China do not no.mally appsar in prsss repons may have thom published in fhe CBRby

ssnding the information t0 ths attention ol the editor.

Abbreviations usod throughout lortr ABCr A0ricuhural Bank o, China; ADBr Asian Dsvslopmont Banki ASEAN: Assocration ol Southsast Asian Nations;AVIC I and ll:

China Aviation lndustry Corp.l6nd llj EoctBsnk ol China; CAAC: G sneral Admin istration ofCivilAvistion ol Chrna;CATV: csble telsvision;CCB:China Conslruction Esnk;

CClV: Chins C€ntral Tslavision; COBi China Oovelopm€nt Sank; COMA: cods division multipl6 0ccoss; CEIEC: China Nstional Electonics lmpon 3nd Export Corp.; China

Mobilo: Chjna Mobilo Communications Corp.;China Netcom:Chins Netcom Corp. Ltd.i China Fsilcomi China R6ilway Communicstions Co., Ltd.; China TElecom:China

T6lecommunicatons Group Corp.; Chifla Unicom: Chins unitod Tolocommunacations Corp.; CIBC China lnsurance Rogulatory Commissioni CITIC: China lnlornational
Trust and lnvsstmont Corp.;CITS Chin6 lntsrnationalTravel 56ruice;CN00C: China Nalonal otlshore 0rl Corp.: CNPCr China Nslional P0trol6um & Gas Corp.;C0FC0:

Chana Narionat Csresls, 0ils, ond Foodstults lmpon and Export Corp.; CoSC0i China 0cean ShippinO Co.; CSRC:Chins Sscuritios R€gularory Commission; oSL: Digital

Subsc nbor Line; ETOZ: e c onomic a nd t6 c hnolog ica I devslo pment zooe; GSM: G lobal Systsm lor Mobile Commun ic ation; lC 8C: lnd ustria I and Comm€ rc is I 8a nk ot Chin6;

lf: informatron tschnology; l-NC: liquified natural gss; Mll: Ministry ol lntormation lndustry; MoFTEC: Minrnry of Foreign Trade and Economic Cooperation; Mou:rnem-

orandum of understanding; NA: not availab16; NOBINC0:Chins North Industriss Corp.; PAS: pe.sonal sccess systom; PB0C: Pooplet Bank of Chinr; Petrochina:

Potrochina Co., Ltd.; RN4B: rsnminbi; SABFI: Stato Administration ol Brdio, Film, snd Tolevision; SEZ: Spscisl Economic Zon6; SIN0CHEM: China Nationtl Ch€micols

lmport,Export Co rp.; SIN 0 PEC: China Natjons I Petrochemica I Corp.; S IN0TRAN S: China N ations I Foroign Tra do Transportalion Corp ; lJ N D P: Un ftod N ation s D evelopmonl

Program;SME: smalland modium.sirqd snterprise; Wto E: wholly lo.oign-owned ontorPrise

Adidas-Salomon AG (Germany)

Srgned sir lcar sponsorshil ,rtr{cmcnl \ ilh thi: (lhinl l-o,rtlr.rll

Asso(i.rlion.06/01.

OTHER

INVESTMENTS IN CHINA
Nissan Motor Co. (Japanychina oongleng Motor Corp. (Hubei)

Irr,rnr.d i,'ifll \'(nturc. l)(ir)gl.rrg \1(,tor ( o.. t() fr,,,luct p.r.'rng.'r

vehi,:Is in \\irhirn,IILrh,:r. (,rNn:i(|.!, I)R(-:5(1'!,).i]hillirnr.0i/0.1.

volvo Trucks, a unit ol volvo AB (sweden)/China Nalional
Heavy Truck Corp. (Shandong)

fonrril i(rint !rnlurc, Ji nJn Iiu.nvo Iiuik (ir.,l ld.,t() pr()(lLrc(

hcirr r..lutr tr uil' in Ji nJn,5h.ind,'ng. (5\'e(lrn::01\, I'l{t :i(l'!, )

i;1.6 rilli(,n. {)1,/l).1.

OTHEFI

Shanghoi Baostsel G.oup Corp.

\\hs sclttted hv Sh irnghl i \irlkswrgc n (i)., a ioint vtnturc oi
\irlks$ig.n A0 J|d thc Sh:rnghai Automotivc lnJustr) (irrp.,k)

supll) nukrnohilc slccl Ililts lbr lhr l'assll Il5.0i/0.1.

INVESTMENTS IN CHINA

Canada IND Modern Cow lndustry oevelopment Group Co.,

Ltd.r(iniian0 Delong Aide Biological Engineering Co.. ltd.
Will lornr ioinl vcrtLrre, XinjirrrS l)clonS Ardc Iliol)lli.ill l118in.cring

(ir.. l-tJ.,lo lritn\[JlJt)l a(r\\ ( thrk)s. {)6/0.}.

llamilton Sundstrsnd {US)
\\bn .ontr!(t lionr $ l(. I lo supflr cle(tri( [)ot\'(r s\,sttnrs lirr tht
A llJl I rtsl(nrirl iet.06/0.1.

CHINA'S IM PO RTS
OTHER

McGrsw-Hill Construction, a unit ol The McGraw-Hill
Companies IUS)

Signeil atretnrcn t rvilh thc (.h inil Inl(rn.llirnrnl (-rntlrrat(rr\

Atso(i.rlirnr trr aoo(linnk'(onrnruni.xli(nr\ lretl\tcrr Norlh.\r)l.riaJn

ilnd Chirrcs( dcsiln rnd Lonslnr(lion aontPitni('s.06/0J.

INVESTMENTS IN CHINA

United Ovsrseas Bank (Singapore)/Beiiing SBcurilies Co.
.tltt.'J.rSr<crtt,'rtt l,' h,rtl\.1 lLlnJ llrJIlJq(nl(nl ir'lnl talllLlr(.

(Sing,rfor.':-l.r'\,-l'RC:670r') Sll I D)illion. l)5/(1.i.

OTHER

Daiwa Socuritios Group (Japan)/Shanghai lnternational Group

\{ill lirrnr brokcrlgr'iuint v.Dlur. suhicel to (.5R(l aPPro!rl.

( lilrn:.1.I,, t'R( :6;')u). 56.t.1 nrillir)n. (l;i01.

Morgan Stanley (US)

Fornrtrl partncrshiP $ itlr ( (.ll to disl\\c oi S5.ll nilli(rr in (-(-ti

nonlrr rInirrglorns.()i/(1.i.

Daewoo lnternationsl Corp., Daewoo Precision lndustrial Ltd.

(South Xorea)
\\i)n ll) rr.rr..lr l),rrlr' \uffl\ (ontnlal l11)nr Ii,r.h lntc\lrll.nl ( o.

Lkl.in liurl.rn li)r shoek ah:ort':rs. S1.l I nrilli(nr.{)(,/0.1.

TDS Automotive {Csnsda}
\\bn 6ve-icar complcte knockrlown rxpon packirrg aontril(l liom

lliYcrir(hc luolor('r \ltrk.,\(l rnd BrilliJn(e chinn Au(nnotrrc

Iklldings l-tdls joinl ventur. in shen).r09, Linooin8. 05/0-1.

CHINA'S IM PO RTS

CHINA BUSINESS

Automotiva

AvialionrAorospaco
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UBS AG (Switzorland)

(.onrllclcd llrst loraigrr t)urahxs. ofA \hilrcs on thc (lhincse slo.k

nrilrk.t.l);/{)1.

Goldman Sachs Group lnc. {US)

SiSn.d trloL \\ i(h I( It( lo lirrnr r j('inl \.nlur('lo tiil,rxc oi up to

Sl.: hillirnr in I(.ll( rroIl'.rli'rnring lo.rn\. l)f'/0-].

INVESTMENTS IN CHINA

Hoyer cmbH (Germany)/Shanghai JY {Group)Co.
lonrrril hrrlk tr.rn'1,r,rtuti,,n toinl r!nl u r(. \h.rruhIi I{r rr r r Sinohtrll

lr.tn\Porl.lr;/l)J

ZuelliO Pharma Holdings Ltd. {the Philippines}/Chin6 Xinxing

Medicine Corp.

L'rnrcd fh.llr]r.r.ruli!.rl (li\trihtltion i,'rnt \ ( ntLrrc.lut llig \inring
I'h.rrnr.r..ur..il(.r)ith(l'hilil\|inr\:19'"1'li(:rl",,l.S1l.inril1lorr
06/0.1.

OTHER

DHI Express (Germany)

Sign('d (on(rir.t with llong Kong Dragrrr Airlincs (l)ritgorttir) lirr air

er rg0 cap.rtitI r,o tiighr. lr) Shanghri. {)5/l)l

CHINA'S IM PO RTS

ASMt Holding NV {the Netherlands)
\\t)n o cr lirrn r\d!xD(cd Scrriaon(lLr(lor lrhnutr.luring (i'rl. in

\hJoghJi li'r lhrl.. inrrsins \\ \l(nrs lor.:hil frodu(li,nr.06/01.

0iebold,lnc. (US)

l\inr o !y lr(nn Bank o!' (.onrnruDianlions in ShinghJi lirr irutomatcd

trllrr nrrchines ,:ntl hulk cidr ('.).linS nrir.hincs. 51t.5 nrillion.

06(),1.

ilGR Go4. (US)

\lbn orders fron] Bank o[ (:ommunicati(,ns and A8ri{ulturalCredil

Union Bank for autonrrled lcller ma.hincs in Shanghainnd
(;uanSdonB, r!'spectiv.ly. $6.7 nrillion. 05/01.

CHINA'S INVESTMENTS ABROAD

Beiiing E-World Technology Co.

\i{ned rqrcdn.nt to li.rnsr LIS'bas(d orrl lcahmtlogirs vrtlco-

.rnnpllssiol l.chnol)Sv iir](l furchilsc r .I'0 slilkt. $ 1.7 nrillion.06/0-]

INVESTMENTS IN CHINA

Autoplus lnternational Group (Malaysia)I(iamen 0ve.seas

Chinese Eloctronic Co.

\\'ill I'rnr .r ioint Icntur., \{ )(.I](.()-i((,lr) |n)(lu.c iorttputcrs .rntl

pcriphcr.rls ( \l.rl.rrrirr70",, l'l{t : l(lt',,). Si1t,.000. (rh/l).1.

lnternational Finance Corp., a private subsidiary of the World
8ank, DEG (Germany), 0CBC Eank (Sirgapore)

l,rintl\ lur.h.r'((l J .l1"" '1rk. rn ll.iiing (,,rn\.i(Lr h ihnolrrr
l)rvcl,lnrfr I l(i. $b.5 Irilli,Ir.06/0.1.

Sony China, a subsidiary ol Sony Corp. Uapan)
,\.quinil r nr.rtrritr rlrk. in \ohey I)rNilll Ic.h0ologr (.o. I ld. ir
(.hcngdu,Si.huJ[. 06/0.].

CHINA'S IMPORTS

Bechtel Petroleum & Chemical (US), fostet Wheeler Ere.gy Ltd.

(UK), SlN0PEc Engineering lnc,

Jor.lh rvirr.rn)lrx.t lirnrr(.Sl'{l N,rnh.ri l)clro.htrni.lls ltoit.l,.l
i,nnl \drlrrr( l).t$.'!'n ( \()0( indl{,)\il l)ulch/\hr'll(inrqt, trr

inrpl.nr.rt.r i l..l lrillioI lclro(herrria.rl arnrrf lc\ in (,(r.rn!(lonq.

05/0]

Technip-Coff erip (France), SIN0PEC

\\iD .{rntr.r(r liorn Shnnshiri SII(.(.{ ) l'ttrrrchtmic.rl ( o., l.ld., n jl)rnl

\,cntur( r)l lll) l'lc, SINOIlll(:, irnd Shxnghiri Pctro.hcrrricll (iorp.,lor

.onrlrLr.lion ol' t\lo.lh\ l(lrc fhnl\. $105 nrillion.0:,/0.1.

Shanghai Chemical lndustry Park lndust.ialGases Co., a ioint
venture ol Air Liquide (trance) and PraxaiL lnc. {US)

\\L,r) r,,nlr.r( r\ lnim l\.\\l I hfrri..rl L) I ld..rnJ \h.Ir{h.ri \l:(.( { I

Itlnr.hdnL..rl( o..l lJ ((,l'r,r rJ( llrliu\lri.rlS.r.(\ 0r/0.1.

INVESTMENTS IN CH INA

San-Dia Polymers, ttd. (Japanl

(.r.irtrd \uhsidixr) Sin'l)il |()lyn)cr\ (Nrnl(nrg) (-o.lo l,rlrdu.c suf(r

rbsorh.Il f r)1,\ nrcrs. $10 rrillion. 07/{) 1.

Lonza Group Ltd. (Switzerland)

\\'il1 hLril.l r)i.r.inrnri(1. l hnl in (;uxrg/hou. S.l0 Inillion. (lb/()i

Nippor Shokubsi Co. Ltd. (Japan)

\r'ill bui 'ufcr.rbs,rrhcnt\ flirnt in lh.rn$iiagilng. Jirngsu

S10 nrillion. t)6/(11.

Yushiro Chcmical lrdustry Co, (Japan)

\\'ill hLrilLl nretalslrking llui(l fhnt m \h.rnghri. $l ,uilli,r,.,lu/,t.,

Eliokem lnc. (US)

\{ill builcl wiogstr,v aoti0ridant plint in Ningbo,li )gsu.05/0.1

Stella Chemila Corp. (Japan)Zheliang Central tluor lndustrial Co.

Ioon.J ioint y.ntur! lo l.11xlucc hrJrrnluorii .riiil ( l.rf.rn iir,,-

l'll{( : 1r',,). )l.n r)illirnr. 0a/0.1.

Sumitomo Chemical Co. (Japar)

\\'illlirrnr.rgriculturirlrhirnri(llsioinl\'(nlur.\'ithlocrlihcnrie:rl

lirm irr I).rlian, l.iironint,lo lrodLr,:r aherni.rl in!ircJicnts li)r cxport

( laprn{n)rL l'l.t(l:,{0'11,). $-l.e orilliorr. 05/0.1.

Eloctronica, Hardwor€, & Software
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Widax (Asia) Lrd., a unit ol Terabit Access Technology
lnternational Ltd. {Hong Kong)

.\grtcJ krfur.hr5c rrLrtorrl\ \l.lka in liui.ltt \\ciyt l,:.ltn,rl,rqv

(\hcf,,h( | ) I l(1. lrnn \\tll).r.li I:rl(rIri\r\. $ l.l6 nrilh(,,r.06/01.



INVESTMENTS IN CHINA

Starbucks Cotlee lnternational, a subsidiary ol Starbucks
Cotfee Co. (US)

l\rr.hr\(d cquil! lronr l)r('\id.nr (.hrin Sr{)r( ( (,..rrrd Llti l'r(\i(l( l

Inl.rl)nscs{.'1.r, lri$Jn.ill(tu.rsirrrilsr'lrlc in itsorr'n Sh,rnghli

rn(l liri\!itn opcrirlirnr\ l'rom 5rt,lo 5() ,, 07/{)l

Amway Corp. (US)

Si$n((l xn rSr.tnt(nl wilh (lulnsrhoLr llconuui,; irrttl lichnolrrllie.rl

I)(\,(|)lnlanl Zona lo inarclsc r'cuislL,rcd rapil.rl .rnilcxpund

pro&r(lron r)l hcilth proJu!ts nId pR)lcin (lrink\. S ll0 millirnr.0(,/(l.l

Anheuser-Busch Companies, lnc. {US)
(.{)nv( r l((l its hon(l u ilh liinslxollr(r\.rv(:o.ll(i.lo0(lrrrillio

'h.rr,., brinSing rts I ir'" sl.rl. to (1.9' . SlS0.') IrilIon. {)6/(ll

Cargill lnc.IUS), Uni-President Enterprises(Taiwan)
\\'ill li, nr ioinl vurlurc to hurltl l sor he.rn rril ilrrshi r ir Jr.rrrrlsLr

rl \ ,rr,. l,ti\\ rn ',r", ) \jrrI llr" , .,,'

Carlsberg Asia, a unit of Carlsbero Ay'S {Denmark}
Acqurrcr.l lhc lJrgcst hrew(ry in Yunnirn, Ihli ll.rr ((inrul) (.o. l.l(l
I)lr/(1.1.

Gardwell Ltd., a subsidiary ol SABMiller Pl-C (Ul()

I'rrr.hrs,:(l 280 nrillion sharcs ol (lhinalr iirLrlth.llrgcst brcw.r, llxrbin
llr.\r.rv(;rl'ul l.l(l.,giriDgit.r(onlrollin{sl.rk(rr.19.61.,,, S36.i

nrillxrn. (16/0.1.

INVESTMENTS IN CHINA

0li Papsr Co. [td. (Japsn]

l{ill builtl coattd-p:rpr:r phnl in NnnluUl, Jiangsu. S:07.6 nrillion
06/03.

UPM-Kymmene Corp. {Finland)/China tuxing Pulp and Paper

Co. Ltd.. Guangdong Finance lnvestment (HoldinglCorp. l"td.

\\ rll lLirln toinl\.rrlu( l(,r.rfl,,r.rr1l,nIl r,,r,rl 'rrllljc'tn
lh.rrrl ,rrrg.iiu,rrrgJ|ng (linh|(l:1.,'!,.1)li{l:51'!,).}lllnilLlo .l)rl)r

Harbin Power Station Engineering Co. Ltd. (Heilongiiang)

\\i,I.rnrlr.rat li{,rrr ll.Itl.ll.rilc'h l'orrcr l)crel,rlnrr'rrt I}o.rrLlt,r'ulrllr
luflrl,r\ fo\rr fl.llll S]Snrillior lro/l)1.

ABB Ltd. (SwiEsrland)
\\i,0.onlra.l lr(nn l:Jst (lhinr I:lc.trieill Porrcr (;roup (,orf.li)r

intrgrrl('d I1 lirr llrsl (.gionnlBlwrr lrading st \l(rr. $6 n)illi(nr.06/l),1

Babcock Borsig Espsna {Spain}
\\rr) .{'nlrx.l irorn \o.\ rns Sin,r|ci & Shtll t o.rl tilsih lion t ,,.,.r

ioint ycnlurc ol \lNol'1,(- rnrl \hell t.hirir, hrr tilrrfrrcnl tr) l)uilJ its
(oil gnsill.irtion plx|1. 06/0.1.

Shanghai Hydro-Power Equipmeflt Co. Ltd., a ioint venture ol
Voith Siemens Hydro Power Generation {Germanyland
Shanghai Electric Corp.

\\1,r \'r)lllril.t lrol] I r)ngtrn llr(1fi) ll)rv.r l)ryr|l'lnn(nt (lr I l(l.lr)
(l.si{n Jnd lrr'rluec turhinr. l,rr Nrvcr uenur.rtors in (,u.rn$ri.

\ 1().ll nrillion. 0lr/(l i.

CHINA'S INVESTMENTS ABROAD

Chengda Enginee.ing Corp. (Sichuan)/?T Geo Dipa Energi. PT

Sumber Eoergi Sakti Prima (lndonesia)

lirrrrrccl consor tirrrrr to buil(l f(nv(r phnt in ( ljlr(,11, (.( nlrirl lxvx,li)r
\lirtl] o\!nrJ c[.lr i..on]lirn\ I'l I'cr u\rhirJn I i\lrik Ncg.I.r
(l'}lt( :;0",, lnJ(,rr..i.r1l)"0).1:l0nrillion 0h/01.

INVESTMENIS IN CHINA

Asia Power Corp. Ltd. (Singaporeychangzhou Changxin
Elect.ic Powe. Co. Ltd. (Jiangsu), Yangzhou Suyuan Group Co.

Ltd., Jiangsu Electric Power Development Co. Ltd.. China
Huadian Group Co. [td.

li)flred ir)int \'(ntur(,( hrDq/lxrU Ihr.lvuln Ilr.lIr. I1)w.r ( .. I I(1..

to Jr'v.lol', nrrn.u(,.rnd rrP(r.rl(.r rr\\ porr'r r p).rnt in lr.rnl'u
(\rn8.rf,rr.::5'\, I'li( r;i{ri) Srh IrriIIurIr. I)(r/() I.

Kyocera Corp. (Japan)/Tiariin Yiqing Group {Holding Share} Co

I i,flntJ i(jinl \.ltur., I\\r).(r,r { I i.rriin ) 5r,hr I n.rt\ ( o..I,'

nLlnulr.tur( .lrl(i Jt\.lop tl.rr.rll nrrxiulcs.rrrLl'v:tcrl'.
( lrfrrr:90rrr-l'l{{ : i0r\,). S l-i rnillron 06/0-1

CHINA'S EXPORTS

CHINA'S IMPORTS

CHINA'S IM PO RTS

Shenlei Dayen, a ioint venture ot Daye[ Environmental Ltd.
(Singspore) and SAC Gereral P.oducts lndustry a uIit ot
Shenyang Aircralt Corp. Group

Siunctl .rrrccnrtnt rvith thc IJ.iiing govcnrnrcrrl t(, huild lntl oNr.rtc l
rrrlcr rrnd rr'.rslcr'atcr lrc.rlnrcnt lrailit)'li)r lhc Il(ijing Julur(un
lnduslrii l -\rr.r. 0;/(|.t.

INVESTMENTS IN CHINA

Pinang Water Ltd., a unit of PBA Holdings Bhd (Malaysia)/

Government ol Yi Chun, Jiangxi
Sigrrul joinl vtnlurcrgrc.nrfnl lr,ar) slrual x \1ill(rlrarllr(rl]l l)hnl.
( l\tulrv\ir::9", I)R(.:i I 1,). l)71).1

INVESTMENTS IN CHINA

Standard Lile Assurance Co. Ltd. (UK)/TEDA lnvestnent Holding
\\'ill l,)fln lii. i|l\urrrrr. ioinl rcnrur.. ll.r]{,\n \l.rnJ.rkl I ili
lnsrrr.rncr'( o.in li.llriiD (UNi50",, 1)lt(.:5(lr!,) \li; I nrlllir)n.(l;/l).1.

Tokio Marin€ & tare lnsurance and Millea Asia, subsidiaries of
Millea Holdings (Japan)

lhfthl\.d J l{..1't, sl.rkr in sh.rngh.ri [.rscrl sino I rti InsLllir er.

$ 1 17.5 nrillirn). 06/(l l.

OTHER

Groupama SA {Franco)
Rrccivcd (llR(l ir|provirl ro oircrrlc in (lhengdu, Sichurn.06/0.t
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OTHER

ouatro Air Technologies lnc. (CanadayChina Ruichang

Technology Co.

Signcd.oof.rrlion agrrcrutnl t(r Iruil(l ir tilct()ry t{r Iodurc 5,000 ilir

|urill.rlion unit\ annuilll Sl.1 nrillion- (16/0-1.

INVESTMENTS IN CHINA

eBay hc. (US)

Purchased remaining 67% stake in US-based EachNel Inc., giving it

i controlling stake in its subsidiary, Shanghai-based Ea.hNel I nc.

$ I50 nrillion.06/03.

INVESTMENTS IN CHINA

ElcoBrandt SA, a uflit ol Elco Holdings (lsrael)

Sign.d i\l0U to pur.hir5e 7501) stike ir Anhui brstti Rongshitla

Group, including Nla,vtag (.r)ryrls 50.5r')ir) stike. Sl5 milliur.06/01

lsraeli FTI/Beiiing Guoqiao Co.

l'ornr.'Ll rn rir eonditioncr joirrl !enlrrc, Lt.iiinE Tcdd) I[nc Air

condrtioncr (ir. Lkl. ( lsrrcli5 l'li,-Pl{C:19rli ). Si.l million. 05/l)-}.

CHINA'S IMPORTS

Saipem SpA, a unit ol Eni SpA, and Techninont, a unil oI Edison

SpA (ltaly)
\\ln) aonlra.t Ironr ir .onsortiunr oi (lNO0( , tlP Pl..Ind othcrs to huild

r r.gasili.nlirnr [.N(i l('rn]innl in (;uxnsdong. $1.10 nrilli(n. {)6/03.

INVESTMENTS IN CHINA

China Gas Holdings Ltd. (Hong Kong)/Wuhu Natural Gas (Anhui)

will Ii)rnr rritlur l girs ioint vcnture tr) pro!rdc strriats lo \1'uhtl,

lrhLri. (HK:90,10"PR(.:10"n). $11.8 m illi(rn. 06/0.1.

Langlang Xinao lnvestment Ltd., a unit of Xinao Gas Holdings Ltd

(Hong Kong)/0ongOuan Xinleng Piped Gas Co. Ltd. {Guangdong)
\\ ill lornr fifcd grs jointt,cr]turc, [)on!{Lrrn Xinno (i.ts (i). I l(].,

in (iu.rIq(long. (HL:19"1-Plt(l:5l'ro). SItl nrilll(rn. 06/01.

Xinao Hunan lnvestment Ltd., a unit ol Xinao Gas Holdings Ltd.

(Hong Kong)r(iangtan Coal Gas Co. Ltd. (llunan)

lornrcrl pipcil gls ioint vrrrlurt. \ixrr!txn \inro (.{)xl (;xs (-r). I l!1.,

in Xirnglirn, llunln. ( HL:ll5i'..Pll(:i 15.1,) $ll 8 rrrilll(rn. 0(r/0-1.

CNOOG

Purchrscd n 5 l'lo strrke in Austrirlias llrgcst oillnd gas vcnlure.

thc Norrh $tst shell proii-ct. $148 rnilli(nr.05/03.

Kerr-McGee China Petroleum Ltd., an affiliate ol
Ken-McGee Corp. (USVCN00C

Signed prorluction-shirring aonlril.l tor oil cxflorntion in pnrt ol'

Bohii Ba,v 06/{)1.

0A0 Yukos (Bussia)

Signcd rwo long-tcrrr iSrccmcnts to supply oil by pifclirc Io (lhinx.

05/01.

OTHER

SMS Demaq AG (Germany)

\\trn aontra.l lroln Inncr lU()ng{)lin ltaotou Sle!'l Unim Lo. Ltd. k)

supd)-.quifrrrnt lir coltl rollcd slecl shcct produ.lion.56l.9

nrillion.07/01.

Andritz AG (Austria)

\\bn ,:onlract tionr Ningbo Baoxin stainkss lir a slainless steel

rolling milland other cquifment. $57.5 illion.06/01.

INVESTMENIS IN CHINA

Chino Corp. (Japan yShanghai Automation lnstrumentation Co

\\'ill \cl ul ir)int \cnlurc,l-hino lnslrunrcntxtion (KLrrlshrn) (.r).,

l(, nrrnutdalutc rnd r]]ilrk,:l nrr'lsuring rntl conln,l c(ltliPnlcnl.

( llprn:iil)'',, I'R(.:100,,). S1.6 nillion. 07/01.

Herrenknecht AG (Germanyy Guangzhou Guangzhong

Enterprise Group Corp.

Siqncd .ontract to sct up joint ventur. Hcrrcnknei:ht ((iuangzhou)

Tunnel i\lachinr'ry (b. l-td. (Gcrmany:65'lo-Pltc:-l5ilo). $2 million.

05/0.1.

CHINA'S IMPORTS

INVESTMENTS IN CHINA

Cathay lnternational Holdings Plc (UK)/Jilin University

Fonrcd biotechnolrgy lncl phanrrirteutieal joint vanturc. (lhirlg.hun

Uot.li trlc(li.incxnJ lliologi.rlTr.hnolog) (i).Lkl.(UL:7loi,

l,R(l:l9iL ). Sl.7 nrilli(,n. 06/0.1.

INVESTMENTS IN CHINA

Tom.com (Hong Kong)

Purchased a 44%, stakc in Chinese Entertainmcnt Telcvision

Broadcast tiom AoL Tinrc Warner,giving it a controlling stake of

649tr. $6.It million. 07/0-1.

A0L Time warner (uS)

Purchased n 49(1t stlke in a Sha,rghai multiplcx Ironr ShanghaiYongl.

(i). $ L7 nrillion.0t 0-1.

Light lndustry and Manufacturing

Machin€ry & Machine Tools

Media, Publishing, & Entartainment

Petroleum, Natural Gas, & Related Equipment

Pharmaceuticals
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M6dical Equipment & Deviceslnternet/E-Comm6rca

OTHER

Eli [illy and Co- (US)

Will transter slalland lechnology to Zhejiang Hisun Pharnlaccutical

Co. l,td. ir cooperative eliort lo produce an antibiotic to treal multi

drug- resistan t t ubercubsis. 06/01.



Nantong Cosco KHI Ship Engineering, a ioint venture oI

Kawasaki Shipbuilding Corp. (Japan)and C0SC0

\\i)n .onlrx.l Inrn K Linr (l.rlun ) l-ld. li)r lhr....r' ,"r,i.,.. 05/,).,

CHINA'S EXPOBTS

CH I NA'S IM PO FITS

Alcatel{France)

\!bn contract from GuanSzhou ['letro Corp. to provide train control

systems for Guangzhou\ metro slstem. $40 million.05/03.

Asia Aluminum Holdings Ltd. (Hong Kong)

Will build rn rlunrinunr panel plant in (iuangdong. S,]34 rrrilii(nr

07m3

Sumitomo Corp. (Japan)/Shanghai Baosteel Group Corp.,

First Automotive Works

Will li)rnr joint vcnture to pro.css and Jistrihutc stccl tir vchiclcs

Sl l.-l nillrtm.07/0.1.

Taiwan Cement Corp. lnternational Holdings

Will build a ccmcnt phnt in Yingde. (;urng.long. XiJ(l1.9 nrillion

06/01.

tushan ]loldings Ltd. (Hong Kong)/ShanxiJin Ye Coaland

Coking Group Co., Golden 0ak Development Ltd,

\{ill ti}rnr .oking co,}l joinl !cnture. (llK:,15rlo'Pl{C:55r)b).

$ l-1.77 million. 05/0-1.

Morgan Stanley (US)

lVill build luxury residenlial and rcliril space in Shanghiri

:t90 nrillir)n.07l01.

HSBC Holdings Plc (UK)/DTZ Debenham Tie Leung (SEA)Pte.

[td. (Singapo]e)

Will i .rl'cr.rtc t,, n[t. r inrrrl'rchrn'ivc rr.rl nt,rrL' .(rt i((\ l,' ,tr(r.er,

invcstors in (ihincsr: real esl ate. 06/03.

OTHER

CHINA'S EXPORTS

ZTE Corp.

Won conlracl from PosTelecon in Romania to supply equipment

$l00million.0710,1.

Huawei Technologies Co., [td.
Signed hve-year agreement with P'l llxcelcontirdo Prnlama in

Indonesia to supply mobile systems and solut ions. 06/0-l.

Huawoi Technologies
\\bn contracl f()nr Nlcgrfon in Russil to build ir rlual-band rnobilr

ncnrork in 5iberia and thc Ilussian Far Easl. !60 lillion.06/01.

ZTE Corp.
won contract from PAKTEL in Pakistan lo provide GSM mobile

svstems.05/03.

CHINA'S IM PO RTS

Alcatel SA (France)

Signed multinrillion-rJ,rllar coDrract $ ith Nrnjing 'lirt)trI" Chioa

Spr.rncr (i. Ltd. ti)r delivery ol'a sdtellite lntelr]el nclwork
nranigrnrcnt plirtli)rnr. 07/(),1.

Alcatel Shanghai 8ell, a ioint venture ol Alcatel (FrancelEnd Mll
\{on aontrirat lron) (lhina Nclcom to introducc [)SI- scrvicc in [-hxsa,

Iibet.07/0,1.

Alcalel Shsnghai Bell. a ioint venture ol Alcatel (trance) and Mll
Won contra.t lron (lhina'lilecoDr rc frovide 920,0{}0 tlSL Iines in l8
provinces. 07/01.

LM Ericsson AB (Sweden)

Won contract from China Uniconr l.td. b cxpand its CDI\.1A Dctwork

in Jiangsu irnd Lia<.rning. $57 million. ()7/03.

LM Ericsson AB (Sweden)

Won conlract from (,uangri Mobile,,r subsidiary oiChina Mobile,lbr

expansion of its GSM/CPIIS nelwork in Cuangxi. $-10 million.0Tl0-1.

Lucent Technologies {US)
Won contracl froor llunan Unicom, a subsidiary of China ljnicom, to

build thc prov incial opt icirl ba.kbone network for Hunan.07/0-1.

Motorols lnc. (US)

Won contrirtt from Chinil Unicom l,ld. to €xpand its CDMA nctwork

in iiangsu. $80 n)illion.07/03.

Nortel Netwo.ks Ltd. (Canada)

Won contract from China Railway Comntuniaalions Co. Ltd. to be the

exclusive supplier ofpackel voi.e (VolP) equipment for Chongqing.

07 t03.

UT Starcom, lnc. {US)
Won contract from China lelecom to provide 200,000 DSL lines in
eighl prov inces. {}7/03.

UT Slarcom, lnc. (US)

Won contr ct Fronr China Nrtcorn to expand PAS service in Hcnan

$28.7 million.07l03.

Alcatel Shanghai Bell, a ioint vonture ol Alcatel (F]ance) and Mll
\\tD contrir.ts lionr Zhejiaog NI()bilc innmuni.llion (-o. t.kl. to

expand und upgratlc its rnobile nclwork to l6 rnillion subs.riber

lincs. $.]0 millil)l]. 06/0-1.

Ports & Shipping
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INVESTMENTS IN CHINA

LG Chem, Ltd. {South Kolea)

Will build.omputer moiibr.oating plant in Nanjing, liangsu.

$15 tnillion.0Tl01.

Roal Estate & Land

INVESTMENTS IN CHINA
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Siemens AG {Gormsny)
\\bn coniract from China Uni.om to suppl,r lt'chnologl for expansion

of its oF ti.al nex{ork. Sl0 milliorr. 05/01.

UT Starcom, lnc. {US)
\\bn (ontra.t l'rom liitngsu Telccom,a sub\idiarl ofChina ltle.om,
to erpand ils PAS ndwork in Suzhou. S20 million.05/0-1.

Avici Systems lnc. (US)/Huawei Technologies
Fornrtil prnnership ttr pit.krg(' A\i.i routi0B solLrti(n1s r\ ilh Huarv(i

ptudu.r..o6/()3.

INVESIMENTS IN CHINA

Nokia Corp. {Japanl
Rc..ivr(l11,?n\. t) rrr.rnrti.rurt .rnrl \dll ( l)\lA hrnll\lrr\ ()6/{)l

OTHER

Tourirm & Hotolr

Advertisers in this lssue:

Baker & Daniels

Caterpillar lnc.

China Shipping North America

C0SC0 Americas

EMC Compliance Management Group

Hitachi Software

l8C Asia (S) Pte. Ltd.

l,4a€rsk Sealand

l\4editerran€an Shipping Company SA

MOL

Shangri-La Hotol & R6sort, Asia Pacific

Yang Ming America
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LM Ericsson AB (Swodon)

\\bn .oDlri(ts fr(nn (.h ina trl(rbilr 11) cxland ils GStrl/(;l,RS n.trrork\
in tlebci and l.iaoning. 5;6.-l milli,rn.06/(l-1.

Gemplus lnternational SA (luxembourg)

\\hss.lrcledbr(-hinr Unicon toprcvidc nrorethan l0nrillion
subr.ribcr.ards li)r (istrl nrohile phoncs. 06/0.1.

Lucert Tochnolo0ios (USl

\\bn .ontra.l lionr Brijinq (inrmuni.irtion ( orf-, a suh\idirrl ol

Chrnil Icl.om,lo huild an adrrn(ed opticll nclrlork in liciiing.r

suburbs.06/03.

Lucent T6chrologi6s (US)

l\bn aontracl tr(nn (;uanczhou Uniconr lnd-liirnjin \allonr ro

provide technical supporl and nranagenrent trrining. 06/03.

UT Starcom, lrc. (US)

\\bn contract liom (-hina r_ctcom lo expand its PAS svstcm in

suburban .ities neir'li!niin. s:7.7 nrillion. 06/01.

UT Starcom, lnc. (US)

\!'on conlract tionr (-hina -\_etcom lo deplo) PlS svstems in several

cilies i t{eilon&ii.ng. $4-l rnilliun.06/03.

Alcatel ShsnghEi Boll, o ioint venturo o[Alcarsl (trancs)8nd Mll
\\trn.o0rracts tionr (:hina Tel..om to provid('90,000 t)Sl. lines ro

ZhejianS and 200,000 t)SL lincs k, Shanghri.05/03.

ortsl Notworks Ltd. (Canada)

\\bn.ontract from Shandong Uni.om to proride a pro!in.ialopti.al
backbonc network. 05/03.

Si6mons AG (Germany)

\\bn contra.i lionr (-h ina iilobile to exprnd its GSjU netl(ork in

Shanghai and Anhui. $16 million.05/01.

Lucent Technologies (US)

\r'ill huil.l Llcdri.rtirl rc,;crr.h (.nlrr rrr (.hin.r. S50 rlrillior.06/().1.

Sfi China, a unit of SX Telecom Co. (South Korea)/Eastern

Communications Co. (Shanghai)

lVill lorrrl r!irel!'s\ l)hon!. nlxrk( liniI joinl y.nlurc, l:ir.(()nc, in

Shanqhri.(\oulh I\(nc.ri.li",, Il{( :65tr") SS6 rDillion.l)6/(ll

INVESTMENTS IN CHINA

[andma]k Entertainmert Group
( r.iII.d sulriidirrt, \\'!\i lloll\ \r,),)rl [i]r)r S l'rrltrtrinrr)errl (.o. I t,l ,

lo.r..rl. "()rienlrl llrllr\r'ooil 'irr \\'uri, li.rngsu. S ll)nrrllirnr (16/0.1.

I
I?t
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r'; r,orr.o$ SONY

We specialize in providing the complete end-to-
end deployment and multilingual technical supporl

services among US, Japan and China.
Please call us loll lree at 1,888.615.9600, or visit

us at web www.hllachisoftware.us
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