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At BNSF Railway, we handle more of the millions of intermodal containers coming from
China than any other North American railway. In fact, we transport more intermodal freight
than any railroad in the world. We carry it on a vast network that serves all West Coast ports,
providing direct service to all major North American markets. We keep up with increasing
intermodal volumes by investing in additional capacity, including double- and triple-tracking

our core routes. Through access to the industry-leading technology of BNSF.com, we also
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China is a land of boundless opportunity. But realizing those opportunities requires more than just hard work.
It requires a thorough understanding of this unique market. No matter what stage your China operations are in,
IBM can help. We've been here a long time. We understand China. And we know experience combined with
innovation produces results. Want innovation for a new market? Talk to the innovator's innovator.

For more information about opportunities in China, visit ibm.com/cn/smb/goglobal, or call: 10800-261-0332
(Southem China) or 10800-610-0332 (Northern China) or 800-930-553 (Hong Kong) or 0080-161-1418 (Taiwan)

What makes you special?
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Moving Commerce is Our Business.
Protecting the Environment is Our Responsibility

A green sea turtle hatchling emerges from its nest to the challenge of a world class “survival course.” For millions of years, it
has raced against time to escape natural predators on its way to the sea. Its first tracks, the only evidence of this mighty struggle,
are then quickly erased by the wind and surf.

The globalization of trade demands a new level of corporate thinking. We must ensure K

our operations support sustainable development of the world's economy and a healthy
environment for future generations. WE
MOL invests in safe navigation procedures and the development of “green” technologies THE GLOBAL COMPACT
so our business activities, like the sea turtle’s tracks, don’t leave a trace.
Please visit MOL's CSR and Environmental Protection web site for information about
our corporate programs and to download our Environmental and Social Report 2005 — M 0 L

www.mol.co.jp/csr-¢/index.shtml or call MOL at 1-800-OK-GATOR.
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AND SAVE THE DATES!

Forecast 2007
Washington, DC

Wednesday, February 7
Washington Reception
6:00 - 8:30 pm

Thursday, February 8
Conference
8:30 am - 2:00 pm

A members-only annual conference, Forecast 2007 will
feature expert presentations on:

B China’s politics and bilateral relations in the coming year
M China’s economy in 2007

M Key operating issues facing US companies in China

M A look ahead at the new Congress and potential China
trade legislation

Details forthcoming. www.uschina.org
Contact: Gloria Gonzalez-Micklin
Director of Programs; programs@uschina.org

The China Business Review

List your company!

The China Business Review
has a new, online
Business Services Directory!

Take a look...
chinabusinessreview.com/directory

Your listing includes...
- company description

- coporate logo

- contact info

- web link
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B8 TIANJIN ECONDMIC-TECHAOLOGICAL DEVELOPMENT ARER

~& TEDA

Vanguard of China's Export-oriented Regions

As one of China' s first batch of state-level development zones,
Tianjin Economic-Technological Development Area (hereinafter
referred to as TEDA) was founded on December 6, 1984 with the
approval of the State Council of China.

Since 1997 the Ministry of Commerce of China (the former Ministry
of Foreign Trade and Economic Cooperation) has conducted com-
prehensive assessments of all the state-level economic development
zones. With its comprehensive score topping the assessment list for
years, TEDA has become the most attractive region for investment in
China and in Asia as well as the most admired industrial park of
China.

Location and Transportation

TEDA is situated at the converging point of the Circum-Bohai
Economic Ring and the Beijing-Tianjin-Hebei city cluster. Relying
on Beijing and Tianjin--two municipalities directly under the jurisdic-
tion of the State Council, Tianjin Binhai New District (TBND) is the
gateway to Northwest, Northeast and North China. Facing Japan
and South Korea across the sea, TBND directly faces Northeast
Asia and the fast growing Asia-Pacific Economic Ring. It is an
important window and passage for China’ s opening-up. To the east
of TEDA is Tianjin Port, the largest international trade port in North
China, and it is also adjacent to Tianjin Binhai International Airport,
the largest airfreight transportation center of China. It is 145 kilome-
ters away from Beijing International Airport. Expressways, light
rails, freight transportation railways, and intercity trains run through
TEDA and join a number of key railways within China as well as the
national expressway network.

An Ideal Setting for Human Existence

Taking efforts in constructing an eco-industrial park pleasant for
residence, TEDA always implements a one veto system for its envi-
ronmental protection and said no to those energy-intensive and
pollution-intensive enterprises when examining project applications.
TEDA passed the ISO14000 Environmental Quality Certification in
2001 and was appointed in 2002 as a location for the State Envi-
ronmental Protection Administration of China and UNEP to launch
their pilot project of the environmental management of China’ s
industrial zones. Therefore TEDA' s international cooperation in
environmental protection is further strengthened. TEDA took the
lead in China in constructing an eco-industrial park in 2003, making
efforts to construct a new high-tech manufacturing base featuring
industrial symbiosis and waste recycling within 10 to 15 years.

Technological Innovation

By the end of 2005, TEDA had 23 state-level engineering research
centers, 11 enterprise technical centers, 37 multinational R&D
centers, 43 enterprise post-doctoral work stations, 7 incubation
bases for high-tech enterprise and 8 venture capital companies. All
of them have provided great science and technology support for
TEDA' s development. Accumulatively 1.45 billion US dollars were
put in as science and technology development fund and science

and technology venture capital. TEDA also witnessed the emer-
gence of a science and technology innovation system made up of
overseas-funded R&D centers, high-tech incubation centers, and
industrialization bases and supported by increasingly improved
investment and financing channels, talent incentive mechanism,
and preferential policies.

The Most Attractive Investment Environment
Prosperous economy, favorable investment environment, well-
established transportation network, world-level infrastructure, and
abundant human resources all lead the multinational companies to
TEDA with their investments and lead TEDA to the position of the
most admired investment location.

Infinite Development Space

TBND was in the spotlight again in 2005 in the Circum-Bohai
Economic Ring. Mr. Wen Jiabao, Premier of the State Council of
China, gave it the title of “China’s third economic growth pole after
the Pearl River Delta and the Yangtze River Delta” and granted it the
status of a zone of strategic importance in terms of developing the
economy of the Circum-Bohai Region. This has also brought about
for TEDA, the kernel part of TBND, another development opportu-
nity. TEDA, along with TBND, is on the way to a higher level of devel-
opment.




Short Takes
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he PRC economy grew

an astonishing 11 per-
cent in the first half of 2006,
driven by fixed-asset invest-
ment growth of nearly 30
percent. Some analysts insist
that China’s strong growth
rate is NOt as Worrisome as
the official numbers suggest,
burt others have warned of
tough times ahead in light of
the government’s failure to
curb overcapacirty in key sec-
tors like construction.

Other economic indicators
for the first half were also
up. Outpur |C;1pr 18 percent,
and retail sales rose 13 per-
cent. Overall inflation, as
reflected in the consumer
price index, was moderate,
but purchase prices of raw
materials jumped 6.1 percent
while producer prices crept
up 2.7 percent.

To rein in bank lending, the
People’s Bank of China

(PBOC) raised the reserve
requirements for PRC banks
from 8.0 to 8.5 percent on
August 15. And to furcher
cool investment, the National
Development and Reform
Commission and four other

central-level ministries

ordered local authorities to
shut down new industrial
projects of more than ¥100 ‘
million ($12.6 million) that

do not comply with national
industrial and environmental |
protection policies.

hina had 123 million

Internet users by the end
of June, 77 million of whom
had broadband Internet
access, according to a China
Internet Network
Information Center report
released in late July. The
number of Chinese Internet
users in June 2006 rose near-

ly 20 percent over June 2005.

The PRC Ministry of ‘
Information Industry (MII)
in late July issued a notice
that requires Internet com-
panies in China to own the
domain names and trade-
marks that they use in pro- ‘
viding their services. This
may force foreign-invested
Internet companies that
operate in China to restruc-
ture their operations.
Currently, foreign compa- ‘
nies often license their intel-
lectual property to affiliates .
in China to avoid violating
MII’s tight restrictions on
foreign investment in the
sector.
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Labor

he Bush administration

rejected in late July a
petition by US labor unions
to impose tariffs on imports

from China because of PRC

labor policies. The AFL-CIO

had argued that China's
labor policies constitute an
unfair trade advantage that
lowers manufacturing costs
by 12 to 77 percent.

Following the formation of
trade unions in several of its
stores in late July and early
August, Wal-Mart Stores,
Inc. announced thar it
would work with the All-
China Federation of Trade
Unions (ACFTU) to estab-

lish unions at all of its stores

hina’s exports grew

25.2 percent during
the first half, a figure thar
is 7.5 percentage points
lower than the first half of
2005. Rising 21.3 per-
cent, imports grew more
slowly than exports, but
7.3 percentage points
higher than the same
period last year. China’s
resulting global trade sur-
plus hit $61.5 billion, up
more than 50 percent
over the first half of 2005.

Fifty-seven countries,
including Brazil, Russia,
and South Korea, have
recognized China as a
market economy,
announced the PRC
Ministry of Commerce in
late July. Of the 31 coun-
tries that have launched
antidumping investiga-
tions against China, 21
have granted the country
market economy status.

in China. Though PRC law
currently does not require
foreign-invested enterprises
(FIEs) to establish trade
unions, ACFTU has been
encouraging the formation
of unions at FIEs.

The PRC General
Administration of Customs

postponed until 2008 the
implementation of new tariff
rates on auto parts that the
United States, European
Union, and Canada claim
violate World Trade
Organization (WTQO) prohi-
bitions against local content
requirements. As the CBR
went to press, consultations
at the WTO had failed to
resolve the dispute, bur US,
EU, and Canadian trade
officials had yet to request
the formation of a dispute
settlement panel.
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Short Takes

he PRC State

Administration of
Foreign Exchange in late July
and early August granted the
first qualified domestic insti-
tutional investor (QDII) quo-

The
total allotment of $8.3 billion
included $300 million for the
Bank of East Asia, the first
foreign-invested commercial
bank to receive a QDII
quota.

tas to commercial banks.

New rules that took effect
September 1 have raised the
requirements for foreign
insurance companies to set
up representative offices in
China. Foreign insurance
companies with insurance
operations must have at least
20 years of L'xpcricncc n
insurance; applicants that do
not have insurance opera-
tions must have been in
business for at least 20 years.

he Beijing Organizing

Committee for the
Games of the XXIX
Olympiad announced in
early August that it plans
to sell more than 7 million
tickets for the 2008
Summer Olympics, starting
in the first half of next
year. Ticket prices for most
events are expected to be
low enough to allow ordi-
nary Chinese to attend the
games.

Real Estate

he PRC government has

taken several steps to
cool the real estate marker,
which is widely seen to have
been responsible for the high
fixed-asset investment
growth in the first half. In
July, six government agencies
jointly issued an opinion
aimed at slowing foreign
investment in real estate.

On August 1, the govern-
ment also began to impose a
20 percent capital gains tax
on property sales. Real estate
agencies in Beijing and other
cities reported a rush of
home deals in late July, as
owners sought to avoid the
new tax.
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he State Environmental

Protection
Administration (SEPA)
in late July that it will set up
11 branch offices to inde-
pendently investigate serious

said

pollution cases, supervise law
enforcement in national
reserves and parks, and mon-
itor safety at nuclear facili-
ties. These offices will report
directly to SEPA and will be
completely independent
from local governments.

China emitted roughly 25.5
million tons of sulfur diox-
ide in 2005, up 27 percent
from 2000, SEPA officials
said at a news conference in
\ carly August. The figures
indicate that China has
failed to meet the govern-
ment’s goal, set in 2000, of
cutting annual emissions to
18 million tons by 2005.
SEPA officials noted that

coal consumption, the pri-

Political Reform

he PRC National Audit

Office announced in
late July that more than 250
government employees stole,
wasted, or misused ¥30 mil-
lion ($3.8 million) in the
first half of this year.

To reduce nepotism, the
Chinese Communist Party
issued in early August regu-
lations that prohibit family
members in the same gov-
ernment or party organ from
working for the same super-
visor or for each other. The
regulations also prohibit offi-
cials from working in an
agency that oversees an
industry in which their fami-
ly members have business.

mary source of sulfur diox-
ide, rose 800 million tons
from 2000 to 2005.

The Supreme People’s Court
in late July issued a judicial
interpretation that makes it
easier to convict officials in
environmental cases. Under
the interpretation, officials
responsible for environmen-
tal incidents thar kill at least
three people face a prison
term of three to seven years.

Consumer Safety

In a national investigation
during the first half of
2006, the PRC Admin-
istration of Quality
Supervision, Inspection, and
Quarantine (AQSIQ) found
that more than 20 percent
of sampled manufacrured
and food products failed
national standards., AQSIQ
officials said that counterfeit
and shoddy goods remain a
concern despite crackdowns
and increased national sur-
veillance.
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at Kempinski Hotels in China

At the end of a busy day it's good to know there are some things you can
rely on. Kempinski Hotels in China feature luxurious spas, sumptuous

restaurants and state of the art meeting and Internet facilities.

For information and bookings please call toll-free 10 800 650 0362
(Northern China) or 10 800 265 0363 (Southern China).

www.kempinski.com
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MSC offers the best transit time from Far East points direct to the Port of Long Beach,
USA. The service offers Central and Northern China with Shanghai
to Long Beach in 13 days, Ningbo to Long Beach in 12 days
and Tokyo to Long Beach in only 9 days.

The NEW ORIENT SERVICE deploying five vessels combines with the MSC
Pearl River service to offer customers the most efficient comprehensive
port coverage on the transpacific trade to the USA West Coast.

MEDITERRANEAN SHIPPING COMPANY | () ()] vz

(212) 764-4800, NEW YORK S c = gfg Svg%mo

www.mscgva.ch

ATLANTA BALTIMORE BOSTON CHARLESTON  CHARLOTTE CHICAGO CLEVELAND DETROIT HOUSTON
770-953-0037  410-631-7567 617-241-3700 843-971-4100 704-357-8000 847-206-5151 440-871-6335 734-955-6350 713-681-8880

LONG BEACH MIAMI NEW ORLEANS NORFOLK WILMINGTON, N.C. BAHAMAS, FREEPORT/NASSAU  MONTREAL, CAN TORONTO, CAN  VANCOUVER, CAN
714-708-3584  305-477-9277  504-837-9396  757-625-0132 910-392-8200 242-351-1158 514-844-3711 416-231-6434 604-685-0131
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MSC Stays the Course
in Global Shipping

One thing that makes Geneva-based
Mediterranean Shipping Company
unique among steamship lines serv-
ing Asia-US trades today is that the
company is privately held by owner
and founder Gianluigi Aponte and
the Aponte family. Another is its
hallmark of growing its business
one service at a time, one trade lane
at a time, and, using hub ports and
relay services, MSC has been able
to create an ever expanding network
of international connections that is
second to none.

Another trait is that MSC continues
to “stay the course™ once it enters a
new trade. Unlike some carriers that
may offer service solely to capital-
ize on peak periods, MSC commits
to each trade lane it enters. The
company does extensive research
before committing its resources and
equipment to serve a particular re-
gion, and remains steadfast to its
customers once its service is estab-
lished.

MSC’s container shipping services
to and from Asia are no exception.

MSC first began service in Asia in
1996 via a joint service that linked
Northern Europe with the Mid East
and Asia. A year later, MSC ex-
tended its Australia/Asia service to
Tianjin and commenced its own
service between Europe and Asia.

Intent on expanding its global reach,
MSC commenced weekly, inde-
pendent transpacific container
service linking the U.S. ports of Los
Angeles and Oakland with ports in
the Far East in April of 1999. Initi-
ated in Hong Kong, the service
featured six dedicated vessels with
capacities of 2,500 to 3000-TEUs
each. Asian ports of call included

The MSC Pamela is one of the company’s
new 9.200 TEU World-Class vessels.

Yokohama, Busan, Hong Kong,
Chiwan and Shanghai.

In 2002 the company restructured
its TRANSPAC service to create a
Pendulum Service connecting Asia
not only to the U.S. West Coast, but
to the East Coast of the United
States as well. This new service
commenced in Shanghai and was
comprised of weekly sailings using
cight container vessels. Port calls at
that time included Shanghai; Chi-
wan; Hong Kong: Busan; Tokyo:
Los Angeles; Manzanillo, Mexico;
Panama; Freeport Bahamas; Savan-
nah; and New York.

Today, MSC offers a transpacific
Pendulum Service that calls at Bu-
san, Chiwan, Hong Kong, Ningbo,
Tokyo and Yantian. Its Pearl River
service calls at Chiwan, Hong
Kong, Xiamen and Yantian with
links to Long Beach and Oakland,
CA on the U.S. West Coast.

In addition, the company upgraded
its Orient Service at the start of this
year from the Far East to the U.S.
West Coast, offering direct express
weekly service using five vessels of
6,750-TEU capacity each. The port
rotation for this upgraded service

is: Tantian— Shanghai— Ningbo
— Tokyo— Long Beach, CA
Busan— Qingdao— Yantian.

The upgraded Orient Service gives
shippers superior transit times from
Central and Northern China to the
United States. For example, from
Shanghai to Long Beach, CA the
transit time is only 13 days; Ningbo
to Long Beach, 12 days; and Tokyo
to Long Beach a speedy 9-days.

Fleet Expansion Underway
MSC’s service expansions have
been accompanied by a dramatic
build-up of vessels. MSC has added
a series of 5,000-TEU ships (the
largest size able to transit the Pa-
nama Canal); a series of new post-
Panamax vessels with capacities of
up to 6,700-TEUs, and, most re-
cently, MSC has begun taking
delivery of newly built 9,200-TEU
ships that are among the largest
containerships at sea today.

These developments underscore the
company’s commitment to further
expansion and service enhance-
ments to come. They also help to
assure MSC’s position as one of the
top three ocean carriers serving
global commerce today.
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China Conference Calendar

China-related events near you September—October 2006

Please confirm dates and venues with the organizer prior to attending events. To suggest an event for our next issue, send your
event announcements to Jesse Marth (jmarth@uschina.org). You can also post your events on the China Business Review's website at

www.chinabusinessreview.com/conference-calendar.php

-

China Power 2006 (September 5-7) and Exhibition on Electric Power

Equipment and Technology (October 31-November 3)

The 15th China Urumgi
Foreign Economic Relations
and Trade Fair

SEPTEMBER 1-5

Displays the latest in the
region’s imports and exports and
hosts international leaders in
their respective markets
Location: Urumgi, Xinjiang:
International Exhibition Center
Organizers: Xinjiang Department
of Foreign Trade and Economic
Cooperation, Municipal People's
Government of Urumgi

Tel: 86-991-285-0497

E-mail: service@urumgqifair.com

China Power 2006
SEPTEMBER 5-7

Covers growth opportunities in
China’s power equipment
imports and latest industry
technology

Location: Hong Kong: Asia
World Expo

Organizer: PennWell

Conferences & Exhibitions
Contact: Nick Ornstien

Tel: 44-199-265-6600

E-mail:
exhibitchina@pennwell.com
http://chp06.events.pennnet.com

Shenzhen International New
Digital Time Products Fair

SEPTEMBER 7-10

Boasts one of China's largest
exhibitions for digital time prod-
ucts

Location: Shenzhen Convention
& Exhibition Center

Organizers: China Council for
the Promotion of International
Trade (CCPIT), Shenzhen
Electronics Industry Association
Tel: 86-755-8323-9797

E-mail:
trade@chinawatchnet.com
www.watch-clock.net
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The 10th China International
Fair for Investment and Trade

SEPTEMBER 8-11

Features comprehensive semi-

nars on China’s trade and invest-

ment climate

Location: Xiamen, Fujian:
International Conference and
Exhibition Center

Organizers: Provincial
Government of Fujian; Municipal
Government of Xiamen; PRC
Ministry of Commerce,
Investment Promotion Agency
Tel: 86-592-266-9828

E-mail: ciipc5@chinafair.org.cn
www.chinafair.org.cn

TeleManagement Forum:
Beijing Regional Summit

SEPTEMBER 14-15

Brings together business and
technical leaders to discuss
challenges facing the manage-
ment of next-generation net-
works and services

Location: Beijing: Sheraton
Great Wall

Organizer: TeleManagement
Forum

Contact: Collette McGannon
Tel: 44-78-0252-5501

E-mail:
cmcgannon@tmforum.org
www.telemanagementworld.com

The Ninth China
International Golf Expo

SEPTEMBER 15-17

Features famous brands from
Europe and the United States
Location: Shenzhen Convention
& Exhibition Center

Organizer: China Sports
Promotion Ltd.

Tel: 852-2851-2831

E-mail:
csp@cnintergolfexpo.com
www.cnintergolfexpo.com

China International
Exhibition on Financial
Banking Technology and
Equipment

SEPTEMBER 17-20

Exhibits technical solutions used
by financial institutions around
the globe

Location: Beijing Exhibition
Center

Organizer: The Organizing
Committee of China Financial
Banking Technology &
Equipment

Contact: Peng Aiqun

Tel: 86-10-6465-0495

E-mail: cif@ciftee.com.cn
www.ciftee.com.cn

China Irrigation and
Fertilizer Expos 2006

SEPTEMBER 19-21

Brings together buyers and sup-
pliers in China's fertilizer and
irrigation industries

Location: Beijing: National
Agricultural Exhibition Center
Organizers: Specialized Sub-
Council of Agriculture, CCPIT
Contact: Linda Jiang

Tel: 86-10-6419-4402

E-mail: linda@ccpit-ssa.org.cn
www.irrigation-fertilizerexpo.com

China Magnetics
SEPTEMBER 19-21

Brings users, producers, and
suppliers together to discuss
progress, challenges, and
opportunities in China’s magnet
and magnetic materials industry
Location: Sofitel Shanghai Hotel
Organizer: Intertech Corp.
Tel: 207-781-9615
E-mail:
jvermette@intertechusa.com
www.intertechusa.com/
chinamag.html
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China Irrigation and Fertilizer Expos (September 19-21) and Jiangsu International Agriexpo (September 22-24)

Jiangsu
International Agriexpo

SEPTEMBER 22-24

China Sourcing Fair:
Electronics and Components

OCTOBER 11-14

The 100th Chinese Export
Commodities Fair

OCTOBER 15-20

well as representatives from the
US Consulate

Location: Shanghai International
Expo Center

Organizer: China Chain Store &
Franchise Association

Contact: John He

Tel: 86-10-5191-6555 x 8038
E-mail: 2004@ccfa.org.cn
www.ccfa.org.cn

Eighth International
Conference on Solid-State
and Integrated-Circuit
Technology

OCTOBER 23-26

Features technical presentations
and concludes with an exhibi-
tion featuring the latest equip-
ment and materials used in the

industry
Showcases opportunities for Includes a series of lectures Features industrial products, Localinq: Shanghai Hotel
agribusiness modernization in on the best methods of sourcing  textiles and garments, consumer ~ EqQuatorial

Jiangsu

Location: Lianyungang, Jiangsu
International Exhibition Center
Organizer: Jiangsu Provincial
Department of Agriculture and
Forestry

Contact: Mr. Dai

Tel: 86-25-8622-6887

E-mail: agriexpo@jsagri.gov.cn
WWW.jsagriexpo.com

Metal Working China 2006
OCTOBER 10-13

Accompanied by a series of
conferences, seminars, and cor-
porate lectures on China's metal
industry

Location: Shanghai New
International Expo Center
Organizer: Hannover Fairs China
Ltd.

Contact: Judy Zhu

Tel: 86-21-6886-2355

E-mail: mwc@nhfchina.com
www.metalworkingchina.com

electronics and their

components

Location: Hong Kong: Asia

World Expo

Organizer: Global Sources Ltd.

Tel: 852-8199-7308

E-mail:

visit@chinasourcingfair.com

http://tradeshow.global
sources.com

China's Financial Markets V
OCTOBER 12

Features panel discussions on
China’s financial markets,
including banking, capital mar-
kets, overseas listings, and
mergers and acquisitions
Location: New York City: The
Pierre

Organizer: The Asia Society
Contact: Alfonso Cortes

Tel: 212-288-6400

E-mail: alfonsoc@asiasoc.org
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goods, and more

Location: Guangzhou: Pazhou
and Liuhua Complexes
Organizer: PRC Ministry of
Commerce

Tel: 86-20-2608-9999

E-mail: info@cantonfair.org.cn
www.cantenfair.org.cn

CIE Radar 2006
OCTOBER 16-19

Focuses on the research and

development aspects of radar

technology

Location: Shanghai Everbright

Convention & Exhibition

International Hotel

Organizer: Chinese Institute of

Electronics

Contact: Zhu Qingming

Tel: 86-55-1513-2998

E-mail: qmzhu@163.com

www.cie-china.org/radar2006/
index.htm

Organizer: Chinese Institute of

Electronics

Contact: Ting-Ao Tang

Tel: 86-55-1513-2998

E-mail: tatang@fudan.edu.cn

www.cie-china.org/icsict2006/
index.htm

Intertextile Shanghai
Apparel Fabrics

OCTOBER 26-28

Features more than 1,500

exhibitors from 25 countries and

regions

Location: Shanghai New

International Expo Center

Organizer: Messe Frankfurt (HK)

Ltd.

Contact: Wilmet Shea

Tel: 852-2238-9967

E-mail: textile@hongkong.messe
frankfurt.com

www.messefrankfurt.com.hk



China Conference Calendar

China Alcoholic Drinks
Markets Conference

OCTOBER 30-31

Covers several key elements of
the industry including consumer
behavior, safety regulations,
packaging, and distribution
Location: Shanghai: TBA
Organizer: INC Global
Conferences

Contact: Cecille Gonzales

Tel: 65-6220-2577

E-mail: marketing@inc-global.com
www.inc-global.com

The 11th International
Exhibition on Electric Power
Equipment and Technology

OCTOBER 31- NOVEMBER 3

Brings together key international
energy companies to display the
latest power equipment, includ-
ing renewable energy technology

Location: Beijing: China
International Exhibition Center
Organizers: China Electricity
Council International, Adsale
Exhibition Services Ltd.
Contacts: Sally Ko and
Edward Tang

Tel: 852-2516-3346 x 376
E-mail: power@adsale.com.hk
www.adsale.com.hk

Legal and Financial
Strategies for Doing
Business in China

NOVEMBER 6-7

Examines key regulations, poli-
cies, and trends affecting US
businesses in China

Location: New York City:
Helmsley Hotel

Organizers: Atlas Information
Group, Inc., Structured Finance
Institute

Contact: Lynne Strauss

Tel: 800-207-4432
E-mail: lynne@atlas-sfi.com
www.atlas-sfi.com

The IET International
Conference on Wireless,
Mobile and Multimedia
Networks

NOVEMBER 6-9

Features academic lectures on

China's wireless multimedia net-

works

Location: Grand Metropark

Hangzhou Hotel

Organizers: Institute of

Engineering and Technology,

Hangzhou Dianzi University

Contact: Li Baoyu

Tel: 86-10-6825-9365

E-mail: libao@libao-tour.com.cn

http://icwmmn06.njtu.edu.cn/
location.htm

Second National Symposium
on Mergers and Acquisitions
in China

DECEMBER 6-7

Covers topics from investment
vehicles to dispute resolution
and includes presentations from
corporate counsel, investment
bankers, and consultants
Location: New York City:
Roosevelt Hotel

Organizer: American Conference
Institute

Tel: 888-224-2480

E-mail: customercare@ameri-
canconference.com
www.americanconference.com
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Kempinski Hotel
Beijing Lufthansa Center

Meetings Concierge
is our Commitment to your Success

to meeting all your requirements.

(Valid to 3 1st December 2006)

No. 50, Liangmagqiao Road, Chaoyang District, Beijing 100016 P.R.C.
Tel +86 10 6465 3388 Fax +86 10 6465 1302

A " o

e-mail meetings khble@kempinski.com

@guodmleldute

www.kempinski.com

Elegant rooms and efficient service from a dedicated team committed

Day Meeting Package from Rmb 499.00+15% surcharge

Aepinsi

HOTELIERS SINCE 1897
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USCBC Bulletin

Event Wrap-Up

WASHINGTON
July

Issues Luncheon: Farewell for
US Department of Commerce
(DOC) Deputy Assistant
Secretary Hank Levine

Featured Hank Levine, who after
a long career in the Foreign
Service, retired from the US gov-

ernment in August.
August

Roundtable with US DOC
Undersecretary for International
Trade Frank Lavin

Lavin briefed companies on his

recent China trip.
BEIJING
July

Luncheon with Former
Washington Governor Gary
Locke

Locke, also chair of the

Preparation Committee for PRC

President Hu Jintao’s April visit
to Seattle, WA, spoke on current

issues in US-China relations.

Issues Breakfast:
Antidumping and Subsidies
with David Spooner

Featured US DOC Assistant
Secretary for Import
Administration David Spooner
and Deputy Assistant Secretary
for IJ(llit}' and :\cgtl(i.llitllh in
Import Administration Joe
Spetrini; cosponsored by USCBC
and the American Chamber of

Commierce (AmCham) Beijing.

Breakfast with US DOC
Undersecretary Frank Lavin

Lavin discussed key issues in US-

China trade; cosponsored by
USCBC and AmCham-Beijing.

August

Breakfast on China’s
Financial Sector Reforms
Featured Kevan Watts, chair of
Merrill Lynch International

Evening Reception with

US Senate Delegation

Featured members of a US Senate
delegation led by Senators Ted
Stevens (R-AK) and Daniel
[nouye (D-HI), as well as US
]"."]l].!\\‘\ '\l.‘l”l. ( (l’\P(]“\i)rﬁ,'li l‘\
USCBC, AmCham-Beijing, and

the US Chamber of Commerce.

SHANGHAI
July

Luncheon on Best Practices:
Sourcing and Procurement in
China

Featured Martthew Dufty, general
manager, Global Sourcing
(China), the ( hmd}‘mr Tire and
Rubber Co.

August

China's Macroeconomic
QOutlook: Forecasts for 2007
Featured Andy Rothman, China
macro strategist, CLSA; and Joan

Zheng, senior director, head of

Upcoming Events

WASHINGTON

Issues Luncheons
September 21, 2006
October 19, 2006
November 16, 2006
December 14, 2006

SHANGHAI

China Operations
Conference
October 26, 2006

WASHINGTON
Forecast 2007

Reception and Conference
February 7-8, 2007

For more event
information, see
www.uschina.org

China research, and China strate-

gist, Merrill Lynch

USCBC Hosts Evening Reception for New USCBC Chair

The USCBC hosted a reception
for new USCBC Chair W. James
(Jim) McNerney Jr. McNerney is
chairman, president, and CEO of the
Boeing Co. The event featured
speeches from McNerney,
Senators Ted Stevens (R-AK) and
Max Baucus (D-MT),
Representative Jim Kolbe (R-AZ),
US Deputy Secretary of Commerce
David Sampson, and PRC Embassy
Deputy Chief of Mission Zheng
Zeguang, while other US and PRC
government officials and other
USCBC board members, members,
and guests attended the reception.
Special thanks to the Boeing Co. for
underwriting this event.

|

Senator Ted Stevens (R-AK)
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W. James (Jim) McNerney Jr.,
new USCBC chair and chairman,
president, and CEO, the Boeing Co.

McNerney; Phil Ruter, vice president, Legislative Affairs, the Boeing
Co.; and Senator Max Baucus (D-MT)

Reception guests

Photos: sardan.com
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USCBC Bulletin

USCBC Holds 33rd Annual Membership Meeting

The US-China Business Council’s (USCBC) LLP (formerly chief of staff, House corporate case studies: Lenovo Group Ltd.’s
33rd Annual Membership Meeting, held in Republican Conference), and Timothy E. Senior Vice President and Chief Marketing
Washington, DC, on June 5, began with a Punke, partner, Preston Gates Ellis LLP (for- Officer Deepak Advani told “The Lenovo
mid-year update on China’s economy, cur- merly chief minority international trade Story,” and President of UPS International
rency policy, and financial sector reforms counsel, Senate Finance Committee), spoke David Abney discussed “Building a

led by Raghuram Rajan, economic counselor  on congressional trade politics and China. Business in China: Lessons Learned.” US Air
and director, Research Department, Robert W. Poole, vice president, China Force Lt. Gen. (Ret.) Brent Scowcroft, presi-
International Monetary Fund. Andrew M. Operations, USCBC, reported on top operat-  dent of the Scowcroft Group, delivered the

Shore, partner, Mayer Brown Rowe & Maw ing issues in China. Two speakers discussed  luncheon keynote address.

Raghuram Rajan, economic counselor and director, Andrew Shore, partner, Mayer Brown Rowe & Maw LLP; Timothy Punke, partner,
Research Department, International Monetary Fund Preston Gates Ellis LLP; Robert W. Poole, vice president, China Operations, USCBC

Deepak Advani, senior vice president and chief David Abney, president, UPS International US Air Force Lt. Gen. (Ret.) Brent Scowcroft,
marketing officer, Lenovo president, the Scowcroft Group
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Annual Membership Meeting guests listen to the luncheon address
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Experienced Traveler.

y -

COSCO has been providing both efficient and on-time 20-ft and 40-ft dry containers, refrigerated containers,
service since 1961. Now with more ships and more flat racks, open tops, high cubes and other specialized
direct ports than any other single carrier COSCO has equipment. COSCO’s E-Commerce, InfoLink voice
grown to be one of the largest Ocean Container response system and Cargo Tracing System allow you
Carriers worldwide. Cargo handling capabilities include  to track your shipment until it arrives at your destination.

LR
¢ THE MOST FAMILIAR FACE IN CONTAINER SHIPPING.

€0SCO North America, Inc. 100 Lighting Way, Secavcus, NJ 07094 USA

Tel: 800-242-7354 Fax: 201-422-8928

IinfoLink 1-800-967-7000 www.coscon.com
‘“ IEEN SHIP WITH CONFIDENCE, SHIP WITH COSCO




US and PRC Contact Information

OFFICERS

Chair: W. James McNerney Jr.

Vice Chairs: Barbara Hackman Franklin,
Andrew Liveris, Edward L. Monser

Secretary-Treasurer: Edgar G. Hotard

Counsel: Andrew W. Shoyer, Partner,
Sidley Austin LLP

President: John Frishie

BOARD OF DIRECTORS

Gregory Q. Brown, President, Networks &
Enterprise Business, Motorola, Inc.

David Constable, Group President,
Fluor Corporation

Michael L. Ducker, Executive Vice President,
International, FedEx Express

Michael T. Duke, Vice Chairman,
Wal-Mart Stores, Inc.

Michael L. Eskew, Chairman and CEQ, UPS

John D. Finnegan, Chairman, President, and
CEO, The Chubb Corporation

Hon. Barbara Hackman Franklin, President
and CEOQ, Barbara Franklin Enterprises

Joseph A. Gilmour, Chairman and CEO,
New York Life International LLC

John J. Haley, President and CEQ, Chairman
of the Board, Watson Wyatt Worldwide

Richard E. Hanson, Executive Vice President
and CO0, Weyerhaeuser Company

Carla A. Hills, Chairman and CEO,
Hills & Company

Edgar G. Hotard, Chairman, Monitor Group
(China)

Irwin M. Jacobs, Chairman,
QUALCOMM Incorporated

Muhtar Kent, President, International,
The Coca Cola Company

Jude P. Laspa, Deputy COOQ, Executive Vice
President, and Director, Bechtel Group, Inc.

Stuart L. Levenick, Group President,
Caterpillar Inc.

Roberta Lipson, President and CEO,
Chindex International, Inc.

Andrew N. Liveris, President, CEO, and
Chairman, The Dow Chemical Company

William B. Lytton, Executive Vice President

and General Counsel, Tyco International Ltd.

W. James McNerney, Jr., Chairman,
President, and CEQ, The Boeing Company

Edward L. Monser, CO0, Emerson

Dinesh C. Paliwal, President and CEOQ,
ABB Inc.

William R. Rhodes, Chairman and CEO,
Citibank, NA

Mark A. Schulz, Executive Vice President,
Ford Motor Company, and President,
International Operations, Ford Motor
Company

Deven Sharma, Executive Vice President,
Global Strategy, The McGraw-Hill
Companies, Inc.

John S. Shiely, Chairman, President, and
CEO, Briggs & Stratton Corporation

J. Stephen Simon, Senior Vice President,
Exxon Mobil Corporation

Bradford L. Smith, Senior Vice President and
General Counsel, Microsoft Corporation

Patrick T. Stokes, President and CED,
Anheuser-Busch Companies, Inc.

Martin J. Sullivan, CEO and President,
American International Group, Inc.

Steve Van Andel, Chairman, Alticor Inc.

Michael D. White, Chairman and CEQ,
PepsiCo International

Keith E. Williams, President and CEO,
Underwriters Laboratories Inc.

WASHINGTON OFFICE
President: John Frishie
Vice President: Erin Ennis
Director, Communications and Publications:
Catherine Gelb
Director, Membership Services:
Palmer Golson
Director, Programs: Gloria Gonzalez-Micklin
Director, Management and Budget:
Richard L. Peterman
Director, Business Advisory Services:
Julie Walton
1818 N Street NW, Suite 200
Washington, DC 20036-2470
Tel: 202-429-0340 Fax: 202-775-2476
E-mail: info@uschina.org
www.uschina.org

BEIJING OFFICE

Vice President, China Operations:
Robert Poole

CITIC Building, Suite 10-01

19 Jianguomenwai Dajie

Beijing 100004

Tel: 86-10-6592-0727, 8526-3920/3921

Fax: 86-10-6512-5854

E-mail: info@uschina.org.cn

SHANGHAI OFFICE

Manager, Business Advisory Services:
Godfrey Firth

1701 Beijing Xilu, Room 1301

Shanghai 200040

Tel: 86-21-6288-3840 Fax: 86-21-6288-3841

E-mail: info@uschina.org.cn

EMBASSY OF THE UNITED STATES
Ambassador: Clark T. Randt Jr.

Deputy Chief of Mission: David Sedney
Agricultural Counselor: Maurice House
3 Xiushui Beijie

Beijing 100600

Tel: 86-10-6532-3831
www.usembassy-china.org.cn
Economic Section

Counselor for Economic Affairs: Robert Luke
Fax: 86-10-6532-6422

Visa Section

Visa Counselor: Thurmond Burden

Tel: 86-10-6532-3431 Fax: 86-10-6532-3178
Commercial Section

Commercial Counselor: Barry Friedman
31st Floor, North Tower

Beijing Kerry Center

1 Guanghua Lu

Beijing 100020

Tel: 86-10-8529-6655

Fax: 86-10-8529-6558/6559

E-mail: beijing.office.box@mail.doc.gov
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www.buyusa.gov/china/en/beijing.html

CHENGDU CONSULATE GENERAL
Consul General: James A. Boughner
Economic Officer: John Hill

Political Officer: Katherine Pongonis

4 Lingshiguan Lu

Chengdu, Sichuan 610041

Tel: 86-28-8558-3992 Fax: 86-28-8558-3520
E-mail: consularchengdu@state.gov
www.usembassy-china.org.cn/chengdu
Commercial Section

Commercial Officer: Eric Wolff

Tel: 86-28-8558-3992/9642

Fax: 86-28-8558-9221/3520

E-mail: chengdu.office.box@mail.doc.gov
www.buyusa.gov/china/en/chengdu.html

GUANGZHOU CONSULATE GENERAL

Consul General: Robert Goldman

Economic/Political Section Chief:
James Turner

1 Shamian Nanjie

Guangzhou, Guangdong 510133

Tel: 86-20-8121-8000 Fax: 86-20-8121-9001
www.usembassy-china.org.cn/guangzhou
Commercial Section

Principal Commercial Officer: Mike Murphy
China Hotel Office Tower, 14/F

Liuvhua Lu

Guangzhou, Guangdong 510015

Tel: 86-20-8667-4011 Fax: 86-20-8666-6409
E-mail: guangzhou.office.box@mail.doc.gov
www.buyusa.gov/china/en/guangzhou.html
Agricultural Section

Agricultural Director: Joan Dong

China Hotel Dffice Tower 14/F

Liuhua Lu

Guangzhou, Guangdong 510015

Tel: 86-20-8667-7553 Fax: 86-20-8666-0703
E-mail: info@atoguangzhou.org
www.atoguangzhou.org

HONG KONG AND
MACAO CONSULATE GENERAL
Consul General: James Cunningham



US and PRC Contact Information

Deputy Consul General: Marlene Sakaue
Economic/Political Section Chief:

Simon Schuchat
26 Garden Road
Hong Kong
Tel: 852-2523-9011  Fax: 852-2845-1598
www.hongkong.usconsulate.gov
Commercial Section
Chief Commercial Consul: Stewart Ballard
Tel: 852-2521-1467 Fax: 852-2845-9800
E-mail: hong.kong.office.box@mail.doc.gov
www.buyusa.gov/hongkong/en
Agricultural Section
Foreign Agricultural Affairs Chief:

Lloyd Harbert
18 St. John's Building
33 Garden Road, Central
Hong Kong

Tel: 852-2841-2350 Fax: 852-2845-0943
E-mail: atohongkong@usda.gov

SHANGHAI CONSULATE GENERAL

Consul General: Kenneth Jarrett
Political/Economic Officer: Mary Tarnowka
1469 Huaihai Zhong Lu

Shanghai 200031

Tel: 86-21-6433-6880 Fax: 86-21-6433-4122
http://shanghai.usembassy-china.org.cn
Agricultural Section

Director: Wayne Batwin

Shanghai Center, Suite 331 E

1376 Nanjing Xilu

Shanghai 200040

Tel: 86-21-6279-8622  Fax: 86-21-6279-8336
E-mail: atoshanghai@usda.gov

Commercial Section

Principal Commercial Officer: Ira Kasoff
Shanghai Center, Suite 631 E

1376 Nanjing Xilu

Shanghai 200040

Tel: 86-21-6279-7630 Fax: 86-21-6279-7639
E-mail: shanghai.office.box@mail.doc.gov
www.buyusa.gov/china/en/shanghai.html

SHENYANG CONSULATE GENERAL

Consul General: David A. Kornbluth
Economic Officer: Dr. Laurel Steele

52 Shisiwei Lu

Shenyang, Liaoning 110003

Tel: 86-24-2322-1198  Fax: 86-24-2322-2374
Commercial Section

Principal Commercial Officer: Soching Tsai
Fax: 86-24-2322-2206

E-mail: shenyang.office.box@mail.doc.gov

EMBASSY OF THE

PEOPLE'S REPUBLIC OF CHINA
Ambassador: Zhou Wenzhong

2300 Connecticut Avenue, NW
Washington, DC 20008

Tel: 202-625-3380 Fax: 202-337-5845
www.china-embassy.org
Commercial Section

Minister Counselor for Commercial Affairs:

Dai Yunlou
2133 Wisconsin Avenue, NW
Washington, DC 20007
Tel: 202-625-3380 Fax: 202-337-5864/5845
E-mail: us@mofcom.gov.cn
Visa Section
2201 Wisconsin Avenue, NW, Room 110
Washington, DC 20007
Tel: 202-338-6688 Fax: 202-588-9760
E-mail: chnvisa@bellatlantic.net

CHICAGO CONSULATE GENERAL
Consul General: Xu Jinzhong

100 West Erie Street

Chicago, IL 60610

Tel: 312-803-0109 Fax: 312-803-0105
E-mail: chinaconsul_chi_us@mfa.gov.cn
www.chinaconsulatechicago.org
Commercial Section
Economic/Commercial Consul: Tian Deyou
Tel: 312-803-0123/0115; 312-873-0649

Fax: 312-803-0114

E-mail: chicago@mofcom.gov.cn

Visa Section

1 East Erie Street, Suite 500

Chicago, IL 60611

Tel: 312-573-3070 Fax: 312-803-0122

HOUSTON CONSULATE GENERAL
Consul General: Hua Jinzhou

3417 Montrose Boulevard

Houston, TX 77006

Tel: 713-520-1462  Fax: 713-521-3064

www.chinahouston.org
Email: info@chinahouston.org
Commercial Section
Economic/Commercial Consul:

Chen Jianping
Tel: 713-520-1462 ex. 309  Fax: 713-521-9581
Visa Section
Tel: 713-520-1462 ex. 209  Fax: 713-521-0237
E-mail: visa@chinahouston.org

LOS ANGELES CONSULATE GENERAL
Consul General: Zhong Jianhua

443 Shatto Place

Los Angeles, CA 90020

Tel: 213-807-8028 Fax: 213-807-8091
www.chinaconsulatela.org
Commercial Section
Economic/Commercial Consul: Yao Sufeng
Tel: 213-807-8016/8026

Visa Section

500 Shatto Place 3/F

Los Angeles, CA 90020

Tel: 213-807-8006

E-mail: visa@chinaconsulatela.org

NEW YORK CONSULATE GENERAL

Consul General: Biwei Liu

520 12th Avenue

New York, NY 10036

Tel: 212-244-9456  Fax: 212-564-9389

www.nyconsulate.prchina.org

Commercial Section

Economic/Commercial Consul:
Zhanling Yuan

Tel: 212-244-9392  Fax: 212-564-9401

Visa Section

Tel: 212-868-2078 Fax: 212-465-1708

E-mail: cnnyconsulate.mfa.gov.cn

SAN FRANCISCO CONSULATE GENERAL

Consul General: Peng Keyu

1450 Laguna Street

San Francisco, CA 94115

Tel: 415-674-2913  Fax: 415-563-0494

www.chinaconsulatesf.org

Commercial Section

Economic/Commercial Consul: Wang
Yongpu

Tel: 415-674-2948/2949/2950

Fax: 415-563-0131

http://sanfrancisco.mofcom.gov.cn

Visa Section

Tel: 415-674-2940 Fax: 415-563-4861

HONG KONG ECONOMIC
AND TRADE OFFICES

WASHINGTON, DC

Commissioner: Margaret Fong
Director General: Currently vacant
1520 18th Street, NW

Washington, DC 20036

Tel: 202-331-8947 Fax: 202-331-8958
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A Message from the US Secretary of Commerce

Carlos M. Gurtierrez

( :ungratularinns to the US-China 2005, and China provides excellent opportunities for
Business Council (USCBC) for American exporters in a number of sectors. As evidence of
publishing this special issue of this, through May 2006, US exports grew an additional 37

the China Business Review, focusing on percent over the same period last year.

the fifth anniversary of China’s World Of course, changes of this magnitude do not occur with-

Trade Organization (WTO) accession. out challenges and growing pains. The underlying changes in

The nature of US-China trade and com- US-China trade and economic relations brought on by

mercial relations has been transformed growth and opportunities, while strengthening our bilateral

dramatically in these five years. Likewise, partnership, have led to concerns over many issues. These
through WTO accession, China has begun a process of include market access, transparency, and weak intellectual

“remaking” its economy, and in doing so has become an property rights protection and enforcement. A major focal

increasingly important partner in the world economy. - point for both the US government and businesses is assessing
American exports to China have more than doubled since | how satisfactorily China is meeting its WTO commitments,

China joined the WTO in 2001. China is the fastest-grow- as agreed to in its 2001 accession agreement.

ing major market in the world. It is now the third-largest ‘ I steadfastly believe that we are steering the right course

trading nation, America’s third-largest trade partner, and is ‘ by engaging China through consultations and negotiations to

poised to become our third-largest export market. Total bilat- continue to move progressively in liberalizing its trade and

eral trade berween China and the United States in 2005 was o o — — .

$243 billion. US exports to China increased 21 percent in Continued &n page 87-
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A Message from
PRC State Council Vice Premier Wu Yi

Upholding the opening-up policy
Promoting mutually beneficial cooperation
Achieving common development

—Written for the China Business Review's special issue on the
fifth anniversary of China’s entry into the World Trade Organization

Wu Yi /}( q
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A Message from the US Trade Representative

Susan C. Schwab

s we approach the fifth anniver-
sary of China’s accession to the
World Trade Organization

(WTO), we are given a chance to
review progress made since 2001 and
look ahead to the next five years and
beyond. As the world’s third-largest
trader, China has a far-reaching impact
on economies throughout the world,
including the United States. Together, the United States
and China have accounted for almost half of global eco-
nomic growth in the past four years.

China’s integration into the world economy and the

international trading system has been beneficial to both
countries. Since 2001, when China joined the WTO, US
exports to China have grown five times faster than they
have to the rest of the world, and China has gone from
being the ninth-largest to the fourth-largest export market
for our farmers, ranchers, manufacturers, and service
providers. US consumers now have access to a wider variety
of less costly goods from China, and this has helped spur
US economic growth while helping to check inflation.
Access to Chinese inputs has also helped make US compa-
nies and workers more competitive in the global economy.

At the same time, however, it is apparent that China has
not yet fully embraced the key WTO principles of nondis-
crimination and national treatment, nor has China fully
institutionalized market mechanisms and made its trade
regime predictable and transparent. Despite many positive
reforms, China continues to use an array of industrial poli-
cy tools to promote or protect favored industries, and these
tools at times appear to collide with China’s WTO obliga-
tions. In addition, enforcement of intellectual property
rights continues to need significant strengthening,

These sector-specific and cross-cutting challenges form
a pressing agenda for the coming years. We applaud the
US-China Business Council for contributing to the dia-
logue on these and other areas of concern. The business
community provides an essential on-the-ground perspec-
tive that helps to guide our cooperative and constructive
engagement with China. In our view, the enormous bene-
fits China gains from being a WTO member carry with
them the responsibility to be a constructive and responsi-
ble stakeholder in the international trading system. We
look forward to working closely with the business com-
munity to build on the progress of the past five years and
move toward this goal.
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A Message from PRC Ambassador
to the United States Zhou Wenzhong

n December 11, 2001, after

more than ten years of difficult

negotiations, China finally
became an official member of the
World Trade Organization (WTO). In
an instant, five years have already
passed. I hereby would like to simply
present the significant efforts and work
that China has done since entering the
WTO to fulfill its commitments.

Since entering the WTO, our country’s government has

faithfully adhered to its WTO commitments and made
comprehensive adjustments to its trade system and policies.

In the area of trade in goods, our country’s average tariff
rate has dropped from the pre-WTO-entry level of 15.3
percent to 9.9 percent in 2006. In particular, the average
tariff rate for industrial goods is now 9.0 percent, and the
average tariff rate for agricultural goods is 15.2 percent.

In the area of import management, our country on
January 1, 2005 completely eliminated nontariff import
measures for 424 Harmonized System categories of goods,
namely import quotas and licenses. Our country has also
established a complete, open, and transparent tariff-rate
quota management system for the import of grain, cotton,
oil, sugar, chemical fertilizers, and other staple goods that
are important for people’s livelihoods.

In the area of foreign trading rights, our country liberal-
ized foreign trading rights and implemented a registration
system for foreign traders on July 1, 2004, half a year earli-
er than the commitment deadline.

In the area of trade in services, our country has promul-
gated and revised laws and regulations related to banking,
insurance, securities, telecom, architecture, distribution,
legal services, tourism, transportation, and other service sec-
tors, thereby providing ample legal basis and assurance for
expanding market access opportunities in the realm of serv-
ices trade.

In the area of intellectual property rights (IPR), our
country, before and after entering the WTO, has made
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massive revisions to IPR legislation. In particular, our coun-
try has revised principal IPR legislation such as the Patent
Law, Trademark Law, and Copyright Law and their imple-
menting rules. The domestic IPR legal framework has com-
pletely met WTO requirements. At the same time, China
has continuously augmented its enforcement and protec-
tion of IPR, and people’s awareness of IPR protection has
significantly increased.

In April 2006, the WTO conducted its first Trade Policy
Review for our country and affirmed our country’s fulfill-
ment of our WTO commitments. WTO members have
given high marks to China’s work—since it began to reform
and open up and especially after it entered the WTO—in
continuously deepening reforms, expanding the country’s
opening up, and earnestly fulfilling its commitments and
furthering trade liberalization. WTO members have also
expressed their congratulations to China for its achieve-
ments in developing its economy, expanding foreign trade,
clevating the people’s standard of living, and reducing
poverty. They believe that our country’s performance in
numerous areas of economic and trade policy since it
entered the WTO has been good; that our country has
shown a clear and definite political will in fulfilling our
WTO commitments; that our country’s trade system and
trade environment is more stable and more predictable; and
that our country has become an important engine of global
economic growth.

While attaining development for itself, China has not
forgotten to contribute to the stable development of the
world economy and of international trade. In the Doha
round of negotiations, China always actively and construc-
tively participated in negotiations on each topic, strove for
progress in the talks, and clearly made active contributions
based upon its level of economic development and the level
of what it can bear. China is willing to continue to strive
and make contributions together with other members to
resume and complete the Doha round of negotiations as
carly as possible.
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Thoughts on the Occasion of China’s
Fifth Anniversary of WTO Accession

Clark T. Randt, Jr., United States Ambassador to the People’s Republic of China

o country in recent history has
benefited more from World
Trade Organization (WTO)

membership than has China, and no
country has greater potential to
strengthen the WTO than does China.
Approaching the fifth anniversary of its
accession to the WTQO, China has
become the world’s third-largest trading
narion and established itself as a major force on the global
economic scene. As a result, millions of China’s people have
been lifted from poverty as its economy has grown at nearly
10 percent per year.

The United States has derived substantial benefits from
China’s greater participation in the global economy. The
United States and China together have accounted for
almost half of global economic growth over the past four
years. China is currently the United States’ third-largest
trading partner, and it will soon become the United States’
third-largest export market.

When it acceded to the WTO in December 2001,
China committed to make substantial structural reforms to
its economy. It agreed to undertake systemic rule of law

reforms to introduce transparency, predictability, and fun-

damental fairness into business transactions. During its first
five years of WTO membership, China has phased in the
vast majority of its commitments. This is a significant
accomplishment for which China justly deserves the world’s
praise.

China’s work in honoring its WTO commitments, while
laudable, remains unfinished. China needs to do more to
honor its WTO obligations to protect intellectual property
rights domestically and to move forcefully to eliminate
marker access barriers to foreign goods and services. As
China’s WTO accession transition period nears an end and
China has earned a position among the ranks of global
trading powers, it can no longer remain a passive bystander.
Instead, China should actively seek out opportunities to
break down international trade barriers and become a more
active, creative, and constructive participant in multilateral
trade-liberalizing negotiations, such as the Doha Round.

We in the United States government congratulate China
for seizing the opportunity of WTO accession to put in
place a framework of laws that, if consistently enforced, will
keep China among the ranks of the world’s great
economies. The United States government looks forward to
continued cooperation with China to further strengthen an
open and fair global trading system.
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. It is held simultaneously

Exhibition Time: Spring Fair: Apr. 15-20, 25-30
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Exhibits: Industrial Products, Textiles & Garments, Medicines & Health Products, 7
Venues: CECF (Pazhou) Complex
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Visit www.cantonfair.org.cn for up-to-date information.
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Organizer: China Foreign Trade Centre (CFTC)
www.cftc.org.cn
E-mail: info@cantonfair.org.cn
Tel: 86-20-26089999  Fax: 86-20-83335880




Toward the “Win-Win”

Long Yongtu

Secretary-General, Boao Forum for Asia, and former Chief Negotiator for

the PRC Ministry of Foreign Trade and Economic Cooperation

would like to thank the US-China

Business Council for the kind invi-

tation to deliver a message to com-
memorate the fifth anniversary of
China’s accession to the World Trade
Organization (WTO).

In writing these words, what I
remember most is the China-US trade
negotiations, which were the most diffi-
cult, most torturous, and most complicated, but also the
most important in the course of all negotiations of China’s
accession to the WTO.

At the beginning of those long negotiations, there was
much mistrust between the two parties, and this caused
many misunderstandings, much suspicion, and even anger.
Every step one side took in the negotiations was often
interpreted by the other side as a new “trap” or “conspira-
cy.” This doomed the negotiations to progress slowly and
sometimes even regress or stall completely.

It seemed imperative at the time for changes in mindset
and attitude in the negotiations, and after years of engage-
ment, a new “win-win" approach began to prevail.

The US side gradually came to realize that supporting
China's WTO accession was not a “favor” to China. It was
not only in the interest of the global multilateral trading sys-
tem, but was first of all beneficial to the United States. The
Chinese side also gradually came to realize that accepting
the many conditions for entry was not a “concession” to the
United States. It benefited China’s establishment of a market
economy system, and it would help China more actively
and effectively participate in economic globalization.

As China-US negotiations embarked on the road of
searching for a win-win outcome, the negotiations took a
turn onto the right track. The atmosphere of the negotia-
tions improved, the positions of the two sides got closer,
and they quickly reached consensus on many technical
details. Finally, in November 1999, the two countries
reached a historic agreement, creating the most important
condition for China to accede to the WTO in 2001.

Over the last five years, China-US economic and trade
relations have, on the whole, been encouraging. As China’s
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trade and economy are growing rapidly, however, some mis-
understandings and suspicions have emerged between the
two sides, leading to unnecessary frictions from time to time.

In commemorating the fifth anniversary of China's
WTO entry, the most important thing, I believe, is that the
two countries continue to work together toward the goal of
win-win outcomes. To this end, both sides need some
changes in their perspectives.

The most important thing for the United States is to
understand China’s rapid rise correctly.

To some extent, China’s WTO entry has demonstrated
the nature of China’s rise and the direction of its develop-
ment. When China joined the WTO, it made two basic
commitments: first, to comply with internationally accepr-
ed rules, and second, to open its markets gradually. Over
the last five years, China has earnestly fulfilled these com-
mitments and has become a responsible and open partner
for cooperation. The United States should look at China’s
rise as a peaceful rise that brings opportunities to the world.

As for China, it is important to understand objectively
China-US economic and trade relations, especially the
trade frictions.

China should not always view US demands as “pres-
sure.” In recent years, the most discussed issue has been the
protection of intellectual property rights (IPR). The
Chinese side already recognizes that IPR protection will not
only protect US business interests but will first and fore-
most aid China’s efforts to promote innovation and raise
the quality of foreign investment. China should view
China-US trade frictions with “an easy mind” and distin-
guish normal trade frictions from trade protectionism.

In sum, neither side should politicize trade issues, and
both should strive to seek win-win results in economic and
trade marters.

In commemorating the fifth anniversary of China's
WTO entry, I send with this message my best regards to
those American colleagues who worked with us to seck a
win-win result in the negotiations and thank them for their
valuable contributions to the development of economic and
trade relations between China and the United States.



EB “WE” Z B

% 7K A
i EIRNRE R A S
PR G ZFEHEPERRAREK

j%hﬁ%*ﬁ%é@éﬁ%ﬁﬁﬁﬁ%#*
;\pﬁkﬁﬁﬂﬁﬁﬁﬂ’

EEXREEH, RERSRLENET£H
WHATHHGHHA, XRFEANEFTESRE
M. R, RELEXRREENRH,

EPERHARIGRK —FoFEE, X
ZEGAFTAGGH, ERTHFSEM. K
EEBR, —FTERHPRBENE - F B,
EEAHW T - THBER - BB,
o “PAR” L BEtEE TRHAREEE, A
HF F R R BT,

RABALFENASENESL, 21
FENBRE, —HFHRL, —MHFW “N
W OB AT R R

EFEMALEF, AEFEANMHFRE £
ExtdEH “#4" (Favor), TR UHEFF4
REAHA GRS, TEARNTEER, PF4E
HARE, AANEEZHESABTRENER
o “iF”, EAATHERITHLFE
#, FATHFEERRARHMEE L HF LR
e

FEFRH—-BEETIFR R 28,
KARHAT A, RAKET, XFIHF
R, EFSHEAREH EREH KR, *
WAAEL99F 1A KRB s o thil, H o E
FE2001F N6 TR EEH £ 14,

FEANEER, PEETXELMERLE
AANEFN, R, MEFETZ ML FNEER
K, RFZ [/ 7LD RM, HhE, BT —
WALE N ER,

ERSYEANMERFR, RAAKEE
WETRMZESS, 52 -FF KRR
¥ Al, RIBFE-BALLHAE.

T RERE, BAVREENEEHRA
R o ] g R

AEMEXLH, PEAHEERATH
ERetyERfxErm, PEAtHRETH
MERRE: —REFERBTHAN; &
A FHTH. PEAHES, ALBEFTX
SR, R — AN TR B TR A R
X B ML [ 0 R K — R R AL
Yy Fu P-4 A2

MTHERW, EENEERFMHF £
FlE 25K R, ¥R EH 7 ER,

TEFELREXENERERE “Hir
Eﬁ"uﬁﬂ$ﬁﬁ%$%mﬁ$ﬁ%Fﬁo
FHELNRE, REHRFEFRTRREAT
ﬁ#%!%ﬁkﬂ , AT E R 18 A H e R
RGN RERREXREEY, PEHEE
BLUPHQ” P XHH 5 ER, FiIEEE
WS 5 RS R GRS EXEHH %,

RZ, RABEBRILHH F A &

 FAHAELZF N5 F T R

E%**lkﬁ£ﬁ$zﬁ &ﬁﬁﬁﬁ

RFRE, FEAERTEN—REXRHFIT R
R EEFEEN, RMENIFELEHXAE
B R R T 1R B B TR

chinabusinessreview.com  September—October 2006 37



A Message from the
Chair of the US-China Business Council

W. James McNerney Jr.
Chairman, President and Chief Executive Officer, The Boeing Company

s chair of the US-China
Business Council, it is my pleas-
ire to commemorate the fifth

anniversary of China’s entry to the
World Trade Organization (WTO) on
December 11, 2001.

China’s WTO entry was a landmark
event in the development of China’s
economy and in our bilateral trade rela-

tionship. In the five years since then, much has changed.
China has lowered tariffs dramatically, opened sectors to
foreign investment in which it was previously prohibited,
and continued reforms aimed at separating government
from business. China has reviewed and revised thousands of
laws to ensure that they conform to WTO rules. Perhaps
most important, China has joined the international trade
system and is becoming more integrated into the global
economy.

The results have been clear: The United States is now
China’s largest trade partner, and China is now the fourth-
largest export market for US companies—third-largest,

when combined with Hong Kong, trailing only Canada
and Mexico. As China implements its remaining WTO
obligations and US companies pursue the new opportuni-
ties thar result, I expect US exports to China to continue
expanding, in turn providing new jobs and benefits to the
United States economy.

China has made grear strides in the last five years. As
our large trading partner continues to grow its economy, we
must work with China’s government and business leaders to
strengthen our ties and ensure there is support in both the
US and China for our business partnerships. Issues such as
intellectual property rights, transparency in government,
and government licensing procedures have been of concern,
and we need to work together to find effective solutions so
that companies in both countries can truly realize the bene-
fits brought by WTO entry.

On behalf of the member companies of the US-China
Business Council, we congratulate China on all it has
achieved in the last five years. We also look forward to
working closely with China to achieve even greater progress
in the next five years.
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Retrospect and Prospect: US-China Business
Relations on China's Fifth WTO Anniversary

Wan Jifei, Chairman, China Council for the Promotion of International Trade

frer 15 years of difficult negotia-
Ation. China was formally accept-

ed into the World Trade
Organization (WTO) on November 10,
2001. This year, 2006, marks the last
year of China’s post-WTO-entry transi-
tion period. For five years, China has
earnestly honored its pledges, main-
tained a healthy pace of economic devel-
opment, and achieved great socioeconomic progress. At this
time, looking at the US-China economic and trade relation-
ship, I must say thart the achievements over the past five years
have been considerable and that the future prospects of the
relationship are bright.

The US-China relationship plays an important role in the
stability of the international system, and bilateral business
ties are an important foundation for stability in the bilateral
relationship. In the five years since China entered the WTO,
business relations, thanks to the economic complementarities
of the United States and China, have developed rigorously
and positively. Despite differences over certain issues, the
ever-expanding trade volume and the sound economic devel-

opment of both China and the United States over the past
five years prove that “win-win” cooperation is of strategic
interest to the development of China-US economic and
trade relations.

After five years of rapid growth, China is now America’s
fourth-largest export market, second-largest source of
imports, third-largest trade partner, and the fastest-growing
export market among all of America’s major trade partners.
America is, in turn, China’s second-largest trade partner and
one of the biggest sources of foreign direct investment in
China. I am convinced that with the continuing perfection
of WTO rules, the United States and China, as the largest
developed nation and largest developing one, respectively,
can, within the WTO family, share rights and obligations
and maintain the harmonious development of trade and eco-
nomic relations,

On the fifth anniversary of China’s entry into the WTO,
the US-China Business Council’s (USCBC) publication of
this special issue of the China Business Review is very mean-
ingful. As promoters of US-China economic and trade rela-

Continued on page 87

EIERE, MEER; BRERE, BISLH

—FEANERAFHTEREHX R
VPEBERTZRAZR2LKTEL

0014£11A108, LK TISF KR E X H =
225.*@&&%A7%%%%@&(mm.
20064 2P EMAHHAL GLEY KRG
—F, AR EMAEE, FEALET “AH” &
i, RFERIFNEFARER, #BTEAHHSL
Sy, i, EHEPEETXE, WE “BY
BE, RGESR;, BEKK, WTELH
FEXAAEMREENAEINEEETENA
o, PELEHXANEREX AT EE L,
ANHFER, UEHEIRBAPLELT X ZFR
EMRE, REEX MR FEHR T ERT LS
-, BEEX, PERFHZHHTHYT A
P XZ2FNRFRLESRLO RN, SRR
(BT X RR R F) 5P £E,
SHRADFHBENK, PECERA£E
MENAKOHg, F_A#OTHRME=ARE

kL, HEREBEET G I P LRk
Hows;, xENEFTEE - AXG Kttt H
BRARANKENZ —, RIES, HAWTOH N
AW, PEHEEIRANERPERAER
HAER, —ERAEWNTOKKE S, HZHF, 44
X%, RELGAXEZH LR E.
EFEANMALESEZG, 9 A 52EFE2H
RCEFHHTR) ¥ HZ—FRAEXNIH
EhPREHXFNRHSH, 2PHEZLFER
FHRHZRHAZTAL— B NAETPEXREFK., 2%
REWVHAR, WAET B AWTOM A £,
ANEHEFR, FEAHRLFEFIHEL AW
FESHRT ., F3Fom AWTOR N, iz
XFHEAWTOEZ THRAES, TF4KE, FET
REFCENED, RINEFELY, hasHha
ERMBTHNPEETNXAMHEESE S,

chinabusinessreview.com  September—October 2006 39



Letter from Washington
Five Years On

John Frisbie

en years ago, | was working for
General Electric Co. (GE) in
Beijing, helping to establish
their business units in China. I spent
most of my time trying to put together
a structure that would allow us to do
some pretty basic things without having
to go through too many contortions.
These included
M Hiring our employees directly;
B Setting up our own after-sales service capability in-
country;
B Figuring out how to convert currency for our in-country
operations; and
B Importing our own product ourselves and controlling
our own inventory.
Ten years on, these problems have nearly all disappeared.

Some of the changes were initiated by China as it became
more comfortable with foreign enterprises, and some were
achieved by China’s entry into the World Trade
Organization (WTO) in December 2001.

Benefits for both sides

China’s WTO entry agreement set out a series of market
opening measures that China has been obliged to
implement over a period of five years or so. The first five
years have nearly passed, and only a few new commitments
remain ahead. China has made great efforts to achieve these
sector openings—it has reviewed and revised thousands of
laws and administrative processes to comply with its WTO
commitments.

China’s WTO entry has clearly benefited US businesses.
The entry agreement has introduced significant market
openings in China and, as a result, US companies enjoy far
greater market access than they did five years ago. China has
B Curt import tariffs by nearly 40 percent and eliminated
tariffs on information technology products;

B Virtually eliminated import licenses and quortas;

B Relaxed many ownership restrictions on foreign
businesses in China;

W Allowed foreign companies to participate in many sectors
in which they were previously prohibited; and

M Eliminated or reduced restrictions on foreign investment
in banking, insurance, freight and courier services,
packaging, and distribution and trading services.

These changes have had an impact on the US-China
trade relationship. US imports from China have been
growing quickly—creating a $202 billion trade deficit last
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year—but few people realize that US exports to China have
more than doubled since China’s WTO entry, jumping
from $19.2 billion in 2001 to $41.8 billion in 2005.

Earlier this year, China surpassed the United Kingdom to
become the fourth-largest market for US exports. China
and Hong Kong combined have passed Japan to become the
third-largest US export market, after Canada and Mexico—
both neighbors with which the United States has free-trade
agreements.

Besides being one of our largest export markets, China is
also growing far faster than any other major market for US
products. US exports to China grew more than 20 percent a
year, on average, from 2000 to 2005—nearly five times
faster than exports to our second-fastest-growing major
export market, Belgium. And US exports to China have
accelerated this year, increasing 36 percent between January
and May 20006 over the same period of 2005.

These figures show the positive impact of China’s first four
years of WTO membership, when US companies were just
beginning to take advantage of many of the phased-in market
openings. A few more openings, mostly in services, where US
companies have strong competitive advantages, are yet to
come. As China opens its markets further, US goods and
services companies will increase their sales and operations
there, bringing real economic benefit to the United States.

China is also benefiting from its WTO entry. Foreign
investment has poured into the country in recent years,
creating jobs and helping to reduce poverty. Even more
important, China's WTO entry commitments have pushed
it to begin making systemic reforms—improving
transparency, reforming the legal system, and overhauling
the financial system, to name a few—that, with further
progress, will create a more predictable business
environment for all firms operating in China and lay a
foundarion for sound economic growth over the long term.

But problems remain

That is not to say that challenges do not exist—they do,
and some are significant. The enforcement of intellectual
property rights (IPR) and further improvements in
transparency, market access in services, and the setting of
product and technical standards are all examples of areas
where improvements need to be made.

Intellectual property

The creation and enforcement of a workable legal
framework for the protection of IPR is one of the most
important issues facing foreign companies in China. IPR



Letter from Washington

[t’s time to take stock of China’s progress—
and look at what still needs to be done

problems affect a broad range of industries: media, software,
publications, industrial goods, consumer goods,
pharmaceuticals, and even food products. China has yet to
ensure that the rights of patent, copyright, and trademark
holders are adequately protected within China and to curb
the export of counterfeit products to other countries.
Importantly, the central government now appears to
understand that IPR protection is in China’s interest if it is
to foster its own innovative capability and continue
economic growth over the long run. The application of
criminal sanctions to deter IPR violators and consistent
enforcement of relevant laws throughout the country are
now the key issues.

Market access in services

In many instances, PRC regulators are using a two-
pronged approach to implement China’s services
commitments. China often enacts basic laws that “allow” or
“permit” new investment in previously restricted sectors as
required by its WTO commitments, but sets the bar for
entry prohibitively high. US investors in China's service
sectors, including financial services, telecom, insurance,
direct selling, and construction, say these restrictions and
the lack of transparency in the regulatory system prevent
complete market openings. Such market openings would
also benefit China. The introduction of international
practices and more competition into the domestic market
would create stronger Chinese firms and provide better
services to Chinese customers.

Transparency

Though government transparency has improved since
2001, industry rules and regulations are still frequently
issued without adequate comment periods. National laws,
regulations, decrees, and any other type of administrative
act should be published for comment, and interested parties
notified, prior to their issuance or amendment. Regulatory
decisionmaking also needs to be more transparent. Lack of
transparency creates an uncertain regulatory environment
for all firms operating in China, whether foreign or
Chinese. The PRC State Council’s new requirement thar all
government agencies publish new trade-related regulations
in the Ministry of Commerce gazette helps to address this
concern.

Standards
US companies continue to face difficulties related to
China’s standards-setting process. The standards

development process remains opaque, and comment periods
‘ on standards, when offered, are often too short to allow
meaningful response. US companies are also concerned that
China formulates standards outside of the established
international system and uses technical standards to
promote domestic companies at the expense of international
| competition. Although such an approach could give
domestic companies within China an advantage, it could in
the long run hurt Chinese companies that want to compete
‘ internationally. China would be best served by a more
transparent standards-setting process and by more actively
‘ participating in international standards-setting processes.

The next stage
China has made great efforts thus far to implement the
vast majority of its WTO commitments. Bur differences in
| interpretation, ambiguous laws and regulations, and in
‘ some cases, the unwillingness of local or industry officials
to implement them still create difficulties for foreign
‘ companies in China. Matters have been complicated over
the last year by rising protectionist sentiment in both the
United States and China. Neither side will be well served
by protectionist measures, and the business communirty
must continue to educate policymakers and the general
‘ public in both countries about the benefits of trade and
investment.
To take its economic development to the next level—to
‘ move to an economy less dependent on exports and
investment and to create world-class companies—China will
| have to make even more changes. The first five years of
change resulting from China’s WTO entry is just the
beginning. China needs to make more adjustments to
integrate fully into the world economy. Such integration is
the best way for China to achieve long-term economic
‘ growth and prosperity, as well as the level playing field
required to ensure a mutually beneficial trade relationship
| between the United States and China for decades to come. %

‘ John Frisbie is president of the US-China Business Council.
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FOCUS: CHINA’S WTO ANNIVERSARY

How is China assessing
its first five years with

the WTQO, and what does
the future hold?

Wang Yong

he year 2006 marks the fifth year of China’s

accession to the World Trade Organization

(WTO). The country is set to fulfill the bulk

of its WTO commitments by the end of this

year and, in the words of PRC Premier Wen
Jiabao, is entering the “post-WTO transition period.” But
governments and businesses inside and outside China have
different expectations for the future. Some warn that the
real challenges facing the country are further market open-
ings and the ability of the PRC leadership and economy to
withstand such tests. Others, however, are looking forward
to more market opportunities and progress on issues such
as the protection of intellectual property rights (IPR).

China—and the world—transformed

When PRC leaders decided to speed up WTO accession
negotiations in the late 1990s, they had a clear goal in
mind: to accelerate domestic reforms by introducing exter-
nal pressures. By committing to China’s WTO accession
agreement, they attempted to overcome stumbling blocks
that hindered the government’s reform efforts. These
reforms have been aimed at weakening the links between
state-owned enterprises (SOEs) and bureaucrats and at
streamlining and reinvigorating the declining state-owned
sector, inefficient but powerful government agencies, and
the poorly performing financial secror.

In the five years since China joined the WTO, the coun-
try has changed in many positive ways. The ideas of market
economy and trade and investment liberalizations have
been integrated into popular thinking. More important, the
Chinese public now widely accepts core WTO concepts
such as transparency, accountable governance, and national
treatment. For example, private domestic companies, with
the support of media and scholars, have pressured policy-
makers to treat them on par with SOEs and foreign compa-
nies. In 2004, the PRC Constitution was revised to include
concepts of property rights and human rights. The public
has become more involved in policymaking than in the past
in part because the media frequently publishes commentary

Wang Yong (yowang@phku.edu.cn) is an associate professor of
international political economy and director of the Center for
International Political Economy at Beijing University.
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on government policy that stimulates public discussion. In
addition, government bodies release draft laws and regula-
tions for public comment and often host public hearings to
which companies and private citizens are invited. That
these developments have happened in the first five years of
China’s WTO accession seems to support the argument
that economic liberalization helps foster greater openness.
China’s WTO accession has also changed the global eco-
nomic landscape. The Chinese economy has grown rapidly
over the last five years and recently surpassed the United
Kingdom to become the world’s fourth-largest economy.

While encouraging foreign investment in China, the
PRC government has also promoted outbound investment
to help the country secure access to energy, raw materials,
and foreign markets. The country’s outbound direct invest-
ment totaled more than $50 billion berween 2001 and
2005. Some mergers and acquisitions involving Chinese
companies, such as China National Offshore Oil Corp.’s
attempted acquisition of Unocal Corp., have raised con-
cerns and even political opposition abroad.

Though China’s economic expansion has brought certain
pressures to bear on the rest of the world, the Chinese econo-

When PRC leaders decided to speed up WTO accession negotiations
in the late 1990s, they had a clear goal in mind:
to accelerate domestic reforms by introducing external pressures.

China has also become the world’s third-largest trading
country after the United States and Germany, with trade
expanding nearly 29 percent annually, on average, berween
2001 and 2005; its total trade volume hit a record $1.4 tril-
lion in 2005. The country has also become one of the most
popular destinations for foreign direct investment, attract-
ing nearly $230 billion between 2002 and 2005.

The inflow of international capital has deepened China’s
integration with the global economy. First, the country has
become a major global manufacturing center. Though con-
sumers around the world benefit from the lower prices of
products made in China, the country’s rapidly rising exports
have become the frequent target of antidumping suits. In
addition, when its foreign exchange reserves hit $875 billion
at the end of March, China surpassed Japan as the world’s
largest holder of foreign exchange. At the end of 2005,
roughly $257 billion of this foreign exchange was held in
US Treasury bills, raising concern in the United States.

my, along with the US economy, is one of the world’s greart-
est engines of economic growth. Since its WTO entry,
China’s imports have soared. For example, from 2001 to
2005, imports from the United States rose more than 21 per-
cent each year on average, while overall imports grew 28.6
percent annually on average. China has also actively partici-
pated in regional and global economic integration. Indeed, it
signed the landmark free-trade agreement (FTA) with the
Association of Southeast Asian Nations in 2002 and also
inked an FTA with Chile in 2005. China is currently negoti-
ating FTAs with more than 20 countries (see p.70).

China’s economic relations with the rest of the world are
still in flux as a result of its WTO entry. Although prob-
lems have emerged, China has more in common with the
rest of the world than it did before 2001. Both China and
the global communirty benefit from international invest-
ment and trade, and the country now has a higher stake in
keeping the multilateral trading system open.

Timeline: China and the WTO

1999

November

2000

September

United States and China sign agree-
ment on the terms of China’s World
Trade Organization (WTO) accession

US Congress grants China perma-
nent Normal Trade Relations status
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2001
July

PRC State Council brings China’s
Equity Joint Venture (JV) Law into
compliance with WTO rules

Amended PRC Patent Law takes
effect, streamlining the patent appli-
cation process and providing more
rights for patent holders

PRC State Economic and Trade
Commission (SETC) approves first
foreign-invested wholesale enter-
prise, Shanghai No. 1 Department
Store Co., Ltd.

Ministry of Foreign Trade and
Economic Cooperation (MOFTEC)
begins to liberalize trading rights for
foreign-invested enterprises (FIEs)




China’s attitude toward its WTO commitments

The PRC government is serious about meeting its
WTO obligations and has reviewed and revised thousands
of laws and regulations to ensure their consistency with
WTO rules. The WTO review of China’s trade policies
has acknowledged China’s progress in this area, though it
also notes that enforcement of laws and regulations has
been uneven.

Complaints about China’s policies are concentrated in
several areas. First, many observers criticize the widespread
violations of IPR and the weak enforcement of China’s IPR

FOCUS: CHINA'S WTO ANNIVERSARY

diverted to other urgent issues such as peasant and worker
riots. As a result, most Chinese think foreigners should take
a broader view of the IPR issue in China.

The second area of controversy concerns technical barri-
ers to trade. For example, in 2001 China issued rules on
biotechnology safety, testing, and labeling that slowed
exports of genetically modified crops to China. China has
also begun to set standards, some of which differ markedly
from those that are widely accepted internationally. For
instance, the Ministry of Information Industry in 2003
attempted to establish a new wireless standard—Wireless

From 2001 to 2005,
imports from the United States rose more than 21 percent each year
on average, while overall imports grew 28.6 percent annually.

laws and regulations, particularly with respect to movies
and software. For example, the Motion Picture Association
estimates that 93 percent of films sold in China in 2005
were pirated. Recognizing these problems, the PRC govern-
ment has made great efforts to crack down on IPR viola-
tions. For instance, though starting from a low base, the
annual number of infringement cases investigated by the
PRC General Administration of Customs has nearly
quadrupled between 2001 and 2005. More recently, the
PRC government has adopted a more fundamental solution
to software piracy, which requires all manufacturers of per-
sonal computers in China to pre-install licensed operating
system software.

China has made progress in educating the general public
about the importance of IPR, but it will take more time to
promote adequate understanding across China’s huge popu-
lation. Moreover, as the country undergoes a significant
transformation, the government’s attention is nacurally

November

WTO Ministerial Conference
approves China’s WT0 accession
documents by consensus

China lifts price controls on more
than 128 categories of goods and
services

Local Area Networks Authentication and Privacy
Infrastructure (WAPI)—in the name of information securi-
ty. In early 2004, three cabinet members of the US govern-
ment signed a letter to PRC leaders on the WAPI issue,
urging China not to impose WAPI as a mandatory stan-
dard. Subsequently, the United States and China were able
to settle these two disputes peacefully. The PRC govern-
ment issued final safety certificates for several kinds of
genetically modified crops and indefinitely suspended the
implementation of WAPI as a mandatory standard for wire-
less encryption.

The third controversial issue concerns China’s industri-
al policies, especially subsidies to domestic enterprises.
These include different forms of preferential tariff and
value-added tax treatments that help reduce the costs of
local products competing against imports. In 2004, for-
eign companies that export semiconductors to China
objected to the preferential value-added tax treacment

2002

December August
China formally joins the WTO MOFTEC allows two types of for-

eign-invested logistics companies:

international and third-party logis-
tics companies
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The Trade Debate within China

Official PRC media and leaders tend to
focus on the positive impact of China’s
World Trade Organization (WTO)
accession and its efforts to open its
economy. But some scholars, journalists,
and other critics within China have more
negative assessments of China's trade
and investment policies, and it may be
useful for US politicians and the general
public to know about this discourse.
Indeed, PRC policymakers take these
criticisms seriously, allowing them to
color the debate and their own attitudes
toward China’s participation in the WTO.

Is China too dependent on trade?
China’s total trade volume has surged in
recent years, and critics now often say
that China’s economic growth is overly
dependent on foreign trade, warning that
the ratio of trade to GDP—the foreign
trade dependence ratio—is too high.
Indeed, China’s dependence on trade
reached 80 percent in 2005, higher than
that of many other countries, including the
United States, Japan, and India, according

extended to domestic semiconductor firms; the dispute
was subsequently resolved through negotiation after the
United States took its case to the WTO. This past spring,
the United States, European Union, and Canada filed a
case concerning tariffs on auto parts with the WTO,
accusing China of implementing local content require-
ments inconsistent with WTO rules. (As the CBR went to
press, the parties were unable to resolve the dispurte

September November

PRC Ministry of Justice lifts restric-
tions on number and location of for-
eign law
firm repre-
sentative
offices, but
requires a
three-year
waiting
period
between
the second
and any
subsequent
office
openings

obligations
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China removes 75 percent cap on
foreign investment in packaging,
storage and warehousing, courier,
and road transport JVs

China approves first foreign-majority
investment in vehicle manufactur-
ing, though not required to do

so under its WTO

to a study by the Chinese Academy of
Social Sciences. China's reliance on
exports has, in turn, caused friction with
trading partners while potentially harming
China’s economic security, the critics
note. Those on the other side of the
domestic debate have questioned the
calculation of the ratio: The size of China’s
GDP has largely been underestimated
because it has only recently begun to take
into account the service sector. Thus,
China’s dependence on trade is probably
smaller than what critics suggest.

Do FIEs reap more benefits?

The critics also insist that foreign-
invested enterprises (FIEs) are the largest
drivers, and beneficiaries, of China's
booming exports. According to the PRC
Ministry of Commerce, FIEs accounted for
more than 60 percent of Chinese exports in
2005. Besides causing deficits with major
trade partners that create political
difficulties, these investments, mainly in
assembly and processing trade, may be
keeping China at the lower end of the

December

Mobile voice and data services JVs
open to 14 more cities; foreign
investment cap rises to 35 percent

China Securities Regulatory
Commission (CSRC) approves first
securities JV since joining WTO,
opening sector

international value chain. Because
Chinese firms and labor contribute only
10-15 percent of the added value of these
products, the “rise” of the Chinese
economy is actually an illusion, these
critics claim. Opponents of this argument
say that China’s export of low-end
manufactured goods simply reflects the
country’s current comparative advantage.
Moreover, China benefits from the creation
of jobs, the training of its workers, and
greater knowledge of international
markets. They contend that this stage is
necessary to prepare China to move into
the higher value-added industries.

Critics also argue that Chinese
companies have not reaped the profits or
gained the technologies that they had
hoped for after WTO accession. China's
industrial policies, largely aimed at
strengthening domestic firms, are now
largely toothless because WTO rules
prohibit restrictions on local content and
forced technology transfers. Moreover, the
critics claim, foreign investors have given
up local partners in existing joint ventures

through negotiation, but the United States, European
Union, and Canada had not yet requested the formartion
of a WTO dispute settlement panel.)

Though there is still a gap between China’s current
policies and its WTO commitments, its record of WTO
implementation has generally been good, as recognized by
the WTO itself and most countries. The attitude of the
US business community in China supports this assess-

2003

January

China reduces import tariffs on more
than 4,800 tariff classifications to an
average final duty bound rate of 8.8
percent

Licensing and quotas for wrist-
watches and cameras lifted

China removes 75 percent cap on
foreign investment in freight for-
warding services JVs




(JVs) in favor of wholly foreign-owned
enterprises. Critics worry that multinational
corporations are thus tightening control
over their technologies to the detriment of
Chinese domestic enterprises.

Critics often cite the auto industry as an
example of Chinese companies not
benefiting from partnering with foreign
investors. In the run-up to WTO
accession, many state-owned automakers
believed that “the wolf was coming.” In
their hurry to form JVs with top
international automakers, many Chinese
firms signed deals that gave control to
foreign investors, who now make
decisions that range from the types of
vehicles the JVs produce to the sourcing
of parts and components. Even more
strikingly, leaders of these state-owned
enterprises, who focused only on short-
term profits, were willing to abandon
decades of research and development
(R&D) efforts. For instance, soon after
partnering with Nissan Motor Co., Ltd.,
Dongfeng Motor Corp. increasingly
neglected independent R&D as it received

FOCUS: CHINA’S WTO ANNIVERSARY

product models from foreign partners.
This eventually led to the departure of
many engineers from Dongfeng.

Some observers argue that Chinese
companies can grow by working with
foreign investors, especially by learning
how to develop a global sales network.
Others endorse the notion that state-
owned auto companies should cultivate
leading Chinese brands, but they also
believe that this does not necessarily
preclude cooperation with international
investors from whom Chinese companies
can nevertheless learn.

Is China subsidizing foreigners?

Critics also insist that some of Beijing's
policies make China—a developing
country—subsidize developed countries
and their companies. These policies, often
used at the local level to attract foreign
investment, include preferential treatment
on taxes and land-use fees. Critics claim
that such measures distort prices and that
China’s massive foreign exchange
reserves are also part of this distortion.

They argue that China's purchase of US
Treasury bills directly subsidizes the US
economy.

Is China treated fairly?

Finally, many journalists, scholars, and
officials do not believe that western
countries treat Chinese exporters fairly
and cite research to support the view that
China deserves to have market economy
status. For instance, a study by Li Xiaoxi of
Beijing Normal University shows that the
Chinese economy’s marketization was as
high as 73.8 percent in 2003. The critics
thus arque that it is unfair for the United
States, Japan, and European Union to
withhold market economy status from
China. Ironically, the United States and
European Union granted Russia such
status in 2002, even though Russia and
China received comparable scores in the
2006 Index of Economic Freedom compiled
by the Heritage Foundation and the Wall
Street Journal.

—Wang Yong

ment. Forty-nine percent of US companies surveyed this
year by the US-China Business Council (publisher of the
CBR) gave China a grade of “excellent” (you f£) or “good”
(liang B) in the implementation of WTO obligations,
while another 38 percent said it has done a “fair” (yi ban
—#%) job. More important, 54 percent said their profits
from China increased in 2005, and nearly two-fifths said
their China operations earned profits higher than their

March

MOFTEC and SETC merge to form
the Ministry of Commerce (MOF-
COMm)

MOFCOM allows JVs with minority
foreign equity participation to obtain
full trading rights

MOFCOM and the General
Administration of Press and
Publication (GAPP) allow wholly for-
eign-owned enterprises (WFOEs) in
retail book, magazine, and newspa-
per distribution (seven months early)

PRC Ministry of Construction (MOC)
and MOFCOM allow urban planning
WFOEs

global average (see p.66). At the same time, according to a
survey by the American Chamber of Commerce in China,
most US companies are satisfied with marker access in
China. In 1999, only 24 percent of respondents said they
had successfully entered the PRC market, but in 2005, 72
percent said they had increased the number of their prod-
ucts and services available in China.

June

China grants full trading rights to all
enterprises, including FIEs, in
Shenzhen, Tianjin, and the Shanghai
Waigaogiao and Xiamen Xiangyu
free-trade zones

China National Tourism
Administration and MOFCOM allow
wholly foreign-owned travel agen-
cies (two years early)
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New development strategies

WTO accession has accelerated China’s economic open-
ing and reform. The great potential once stifled by rtight
government planning and protectionism has been
unleashed, and the country is turning into a firm supporter
of economic liberalization and globalization. To ensure that
the country can adapt to future challenges, China’s 11th
Five-Year Plan (2006-10) offers a new development strate-
gy focused on technological innovation and growth driven
by domestic demand.

To boost consumption, the plan sets out key policies
such as improving rural infrastructure and strengthening
the economy of the interior. PRC leaders believe that accel-
erating industrialization and urbanization in the interior
will create more domestic demand and thus reduce China’s
dependence on exports. Highlights of the technological
innovation strategy include strengthening local research and
development (R&DD) capabilities and creating more com-
petitive and value-added Chinese companies and brands.
To help domestic firms achieve these goals, the government
plans to increase financial and other support for R&D.

Although the world is warily eyeing these develop-
ments, which could result in policies heavily skewed in
favor of Chinese firms, there are several reasons to be cau-
tiously optimistic about the future of China’s business
environment. First, PRC policymakers are sensitive to
international pressure and insist that all new policies be
consistent with WTO rules and withstand the scrutiny of
China’s major trading partners. Second, Chinese con-
sumers and businesses have more confidence in the quality
of international brands and technologies, which will help
international exporters and investors maintain their edge
over domestic firms for at least the near future. Third, [PR
protection will improve, as the government and the public
both recognize that achieving China’s goal of promoting
technological innovation requires better IPR enforcement.
Fourth, to maintain social and political stability, the coun-
try will have to keep attracting foreign capiral. Indeed,

labor is still in oversupply, and job creation remains a top
priority for PRC leaders.

Last but not least, China’s decentralized political system
may once again derail national leaders” ambitious industrial
policies. Competition among local governments for invest-
ment has characterized China’s dynamic growth and has
intensified since China entered the WTO, especially as the
central government has transferred more power to local levels
to approve foreign investment in their jurisdictions. This
local-level competition—and protectionism—can disrupt the
plans of China’s leaders, as it did the 1994 auto industrial
policy, which failed to consolidate dozens of automakers into
six national firms largely because local governments protected
local auto companies. Recent atctempts at consolidating the
cement and steel industries have also met resistance at the
local level. Thus, the central government may once again be
disappointed as it attempts to implement national industrial
policies during China’s post-WTO transition period.

Uncertain future

China and the international community have changed
significantly as a result of China’'s WTO entry. The business
environment, in particular, has greatly improved, and trade
and investment have grown. Now that most of China’s
commitments have phased in, the post-transition period
looms. What this period will bring is uncertain. Foreign
businesses are pressing for changes beyond those contained
in China's WTO commitments, but voices within China
are cautioning against further market openings. At the same
time, the PRC government has laid out a new economic
strategy focused on boosting domestic consumption and
indigenous technological development.

Nevertheless, optimism may be warranted. Indeed,
China and its trade partners have learned to resolve dis-
agreements through negotiation and the WTO dispute-res-
olution mechanism. Moreover, the changes that China’s
WTO entry has ushered in, along with a host of other con-
siderations, will likely sustain the progress made to date. %

2004

October

China Banking Regulatory
Commission (CBRC) allows nonbank
companies with ¥500 million in reg-
istered capital to establish auto
financing companies

December

CBRC permits foreign banks to con-
duct RMB operations for business in
Chongqing; Chengdu, Sichuan;
Fuzhou, Fujian; and Ji'nan,
Shandong

PRC State Administration of Radio,
Film, and
Television per-
mits foreign
investment in
film-production
and film-technol-
ogy companies
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January

Except for certain import licensing
and quota restrictions on agricultur-
al products, all goods in China reach
their final bound duty rate

China approves Warner Brothers
International Theaters, Inc. to take a

51 percent con-

trolling stake in a

v JV with the

Shanghai Cinema
Group, effectively
allowing enter-
tainment FIEs in
China

March

State Administration of Industry and
Commerce and MOFCOM allow
WFOEs in advertising services

Continued on page 54
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A CELEBRATED MOMENT,
A HISTORIC OPPORTUNITY

The McGraw-Hill Companies looks to the future in China.

While entering the WTO has paid off hand-

O n the sth anniversary of China’s acces-
sion to the World Trade Organization
(WTO), Harold “Terry” McGraw Ill, Chairman,
President and CEQO of The McGraw-Hill
Companies and Chairman of Business
Roundtable, offers his insights into the
increasingly important economic relation-
ship between the United States and China,
including the many opportunities and chal-
lenges faced by The McGraw-Hill Companies
and other foreign entities seeking to ex-
pand their presence in the rapidly growing
Chinese economy.

MCGRAW ON CHINA AND THE WTO

somely for China, the benefits have also
accrued to China’s trading partners. Since 2001,
for instance, U.S. exports to China have grown
five times faster than U.S. exports to the rest
of the world, and China is now poised to
become America’s third-largest export market.
Consumers around the world have also bene-
fited from the wide availability of low cost
goods from China.

CHINA’S CONTINUING SUCCESS STORY

| have had the pleasure of visiting China many
times. With each visit, | become more captivat-
ed by China’s growth. The energy of great cities

I remember when President Nixon first visited
China in 1972. Television audiences in the U.S.
were spellbound as China opened its doors to

HArROLD McGRAW lII
Chairman, President and CEO
The McGraw-Hill Companies

such as Beijing and Shanghai is evident in the
massive development projects that are shap-
ing China’s urban landscape. In just two short

the West for the first time in a generation. It was
history in the making — the beginning of a new relationship.

President Nixon would not recognize China today. Since its tran-
sition to a market-based economy, which began in earnest in
1978, the transformation of China has been nothing short of
breathtaking. China's economic growth hit high gear in the
1990s, and with its accession to the World Trade
Organization in 2001, the world’s largest
66 country began a new chapter.
While
entering the
WTO has paid
off handsomely
for China, the
benefits have
also accrued to

China’s trading

China is now the world’s fastest
growing major economy and an
integral player on the global eco-
nomic stage. Deftly leveraging its
WTO membership, China has

focused on expanding its foreign
trade to further accelerate its
phenomenal economic growth.
Not surprisingly, those sectors that
have been opened to global com-
merce are the most developed and

partners. !
advanced, while those sectors that
” remain closed are the least developed.

The amazing transformation of China could not have happened
without foreign investment. China will continue to need foreign
investment to support its economic growth and develop its ser-
vice and financial sectors, both of which are crucial to the next
stage of development.

years, this “new” China will be a showcase
for the entire world as the host of the 2008 Olympic Games.
Even for a nation with a remarkable history spanning thousands
of years, this is a notable time indeed.

Despite China’s new openness and the great strides it has taken
forward, transforming an economy of 1.3 billion people from
agrarian, to industrial, to knowledge-based is an arduous,
ongoing process. Yes, China's future is very promising, but
continuing the current rate of economic growth will require
further economic reform.

HeLP Us HELP CHINA
The U.S. business community has been a vocal advocate of
increased economic ties between our two nations for many
years. We actively supported both “Permanent Normal Trade
Relations” as well as China's accession to the WTO. | have
personally been involved
in these efforts as a
member of the Business
Roundtable as well as
Chairman of the Emergency
Committee for American
Trade. Our success in
helping to forge a benefi-
cial bilateral relationship
between the United States
and China has been grati-
fying, but there is much
yet to do.

Terry McGraw and Bo Xilai, China’s
Minister of Commerce.
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The growing imbalance
of U.S.-China bilateral
trade has become a
serious issue — one that
has prompted calls for a
legislated response in the
U.S. Congress. To preclude
onerous legislation and
respond to growing pro-
tectionist sentiments, we
need China to help us dif-
fuse a potentially damag-
ing situation by making
reforms in three areas where immediate progress is necessary.

Opening The McGraw-Hill Companies’
Representative Office in Beijing.

First, China must step up enforcement of intellectual property
rights (IPR). Respect for intellectual property is critical to the
healthy operation of information markets, both in China and
worldwide. Failure to strengthen the enforce-

ment of IPR — for both print and digital

B content — not only deters international
Even businesses from operating in China,
for a nation but also hinders the growth of a
. more knowledge-oriented economy
with a within China, by removing incen-
remarkable tives that reward innovation.

history spanning
thousands of
years, this is

Second, China would benefit
from implementing reforms to
allow greater market access.
a notable time Regulatory barriers continue to
} stifle access by foreign businesses
indeed. in too many sectors of the Chinese
9 economy, including financial services,
publishing and media. While market access

has been growing, significant restrictions remain,

impeding the flow of foreign investment and know-how to China.

Finally, while much progress has been made in China’s
banking sector in the last few years, chiefly as a result of
government-led bailouts, China’s capital markets lag behind
the rest of the economy in modernizing and becoming
competitive on a global basis. With China’s rapid integration
into the global financial markets, its capital markets and
investment products must meet global standards.

It is important for China to demonstrate its willingness to take
the necessary steps to enforce intellectual property rights, open
its markets and continue economic reform, with no backpedal-
ing. This cooperative stance is the best response to help the

THE MCGRAW-HILL COMPANIES IN CHINA TODAY

The McGraw-Hill Companies is a leading global information
services provider with more than 290 offices in 38 countries,
and its portfolio of businesses is helping meet the needs of
China’s rapidly growing economy.

The Corporation has had a presence in China for 20 years — with
2006 marking the 2oth anniversary of BusinessWeek China.

In Financial Services, Standard & Poor's ratings, market indices
and financial information are helping foster transparency and
the confidence of international investors.

In Education, its higher education and English language
offerings are strengthening the capabilities of Chinese
students, workers and professionals, giving them the skills
needed to succeed in the global economy. The Education
division is also helping introduce Chinese language and
cultural content to the rest of the world.

In key industries such as Energy, Construction, Aviation and
Automotive, its businesses are supplying insight, analysis and
real time information to help vital sectors of the Chinese economy.

The McGraw-Hill Companies looks forward to continuing -
and growing - this productive partnership.

U.S. business community counter attempts by some in the United
States to raise protectionist barriers or enact other retaliatory
trade measures. Truly, it is a course of action in the best interests
of both countries.

MovING FORWARD
There can be no doubt
that joining the WTO five
years ago has contri-
buted to the economic
boom in China. With such
great success, however,
comes even greater re-
sponsibility — as well as
intensified international
scrutiny. | believe the
future is bright for the U.S.—China economic relationship to
continue to grow — but only if IPR enforcement, market reform
and transparency in China continue to increase as well. China
itself holds the key: its greatest strides forward will come as it
fulfills its duties as a global economic leader.

Speaking with students in Shanghai.

For more information, please contact
Shasha Chang, Vice President and General Manager,

China Representative Office at (8610) 6535 2902.
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FOCUS: CHINA’S WTO ANNIVERSARY

The United States and China
Refo rm S have enjoyed the fruits of
| Beijing’s WTO entry, but
) insufficient change in China’s
political economy may spell
trouble for the future

* Kenneth Lieberthal

he United States had great expectations con-

cerning China’s entry into the World Trade

Organization (WTO) in December 2001.

Washington looked forward to the opening

of China’s economy as dictated by China’s
accession agreement. It hoped to see a reduction in bilateral
trade frictions through China’s implementation of its WTO
commitments and through the opportunity to use the mul-
tilateral WTO dispute settlement mechanism to address
serious trade issues. And it anticipated important liberaliza-
tions not only in China’s economy itself, but also in the
way the Chinese state interacts with the economy—that is,
in China’s political economy.

Much of this ambitious agenda has come to pass, and
China has on the whole met the letter, if not the full spirit,
of its WTO agreement obligations. In particular, commit-
ments that were easy to implement—such as tariff reduc-
tions—were largely met in full and on time. China’s attempts
to implement more difficult commitments have yielded
mixed results, however. For example, in the area of intellectu-
al property (IP) rights, the PRC government has adopted
appropriate laws and regulations, but it has fallen far short of
its commitment under the WTO Agreement on Trade-
Related Aspects of IP Rights to create an adequate deterrent
against piracy. Overall, the Chinese economy has become sig-
nificantly more open to foreign participation, and its regula-
tory environment has become far more transparent, though
foreign businesses see room for further improvements. In this
broadly positive context, American exports to China shot up
by 118 percent from 2001 to 2005, growing far more rapidly
than US exports to other top export markets.

US-China economic relations have also been relatively
calm since China’s WTO entry, though recent controversies

Kenneth Lieberthal is Arthur F Thurnau Professor of Political Science
and William Davidson Professor of Business Administration at the
University of Michigan, Ann Arbor. He was senior director for Asia at the
National Security Council from 1998 through 2000.
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surrounding Chinese investment in the United States and
other subjects have produced growing tensions. Beijing’s
cooperation in the global war on terror after September 11,
2001 contributed to the calm, as did the decision by many
in the US government and business communities during
the first few years after accession to take a “wait-and-see”
attitude on China’s fidelity in implementing the letter and
spirit of its WTO commitments. The opening of China’s

caused increasing political frictions. But this deficit does
not represent a failure by the United States to achieve
WTO aspirations vis-a-vis China. Rather, it reflects the cre-
ativity and skill with which the Asian dragons have taken
advantage of China’s WTO-mandated reforms.

On the whole, China’s record has largely borne out the
hopes of those who supported its WTO accession,
despite shortfalls and frictions in some areas. US exports

The results have included not only the Chinese economic miracle
that has unfolded over nearly 30 years, but also the conversion,
in reality if not in name, of the Chinese Communist Party into a
Chinese bureaucratic capitalist party.

financial services sector in December 2006, in accordance
with Beijing’s WTO commitments, should be a major step
forward, with many US firms planning to take full advan-
tage of the new opportunities this much-anticipated change
will offer.

Not everything, of course, has gone as expected. The
Asian dragons—Japan, South Korea, Taiwan, Hong Kong,
and Singapore—have taken advantage of China’s WTO
implementation to integrate their own manufacturing sys-
tems into that of China, by exporting high value-added
parts and components to China for final assembly. The fin-
ished products are then sent to North American and EU
markets. As a result, the US trade deficit with China has
soared to unprecedented levels, reflecting the reality that
China has largely become the funnel through which manu-
factured items from all over Asia are being exported into
the US marker. While Asia’s share of the global US trade
deficit has shrunk over the past two decades, China’s share
of Asia’s portion has grown dramatically (see the CBR
July—August 2004, p.40). The emergence of this East Asian
regionally integrated manufacturing system—and the con-
sequently ballooning US trade deficit with China—has

Timeline: China and the WTO (continued)
April May

MOFCOM allows foreign-invested
wholesale, retail, and franchise
companies, as well as commercial-
based agencies

Ministry of Construction allows for-
eign participation in construction,
but stringent requirements pose a
serious barrier to foreign engineer-
ing, procurement, and construction
firms and consultancies

PRC National Development and
Reform Commission (NDRC) releas-
es the revised Industrial Policy on
Automobiles, which allows foreign

in export-oriented JVs and to open
more than two JV plants each
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investors to hold majority ownership

to China have soared, and China’s economy is far more
open and considerably more transparent than in 2001.
Perhaps even more important, China has also become an
integral part of the global trade regime and its rules-set-
ting system.

The static political economy

There is, however, one expectation that has not been
met, and this failure has produced significant consequences
for US and other businesses. Specifically, the hoped-for
significant liberalization in China’s political economy, espe-
cially at local levels, has not materialized. The local politi-
cal-economic nexus has evolved, but at a disappointingly
slow pace that is insufficient to address the country’s most
pressing problems.

The nature of China’s political economy at the local lev-
els is a product of the core reform strategy that Deng
Xiaoping and his supporters adopted in the late 1970s.
That strategy essentially dictates that the leadership at each
level of China’s multi-tiered political system (national,
provincial, municipal, county, and township) grants the
leadership below enough flexibility to adopt the measures

July

China Insurance Regulatory
Commission (CIRC) lowers minimum
registered capital for foreign-invest-
ed insurance companies and eases
restrictions on number of offices
opened yearly



necessary to make the GDP in its jurisdiction grow. In
return, the local leadership benefits from that growth in
two ways: explicitly through annual performance evalua-
tions that largely reflect accomplishments in promoting
GDP growth; and implicitly through informal means that
allow officials to capture some of the resulting wealth for
their personal benefit. This includes myriad opportunities,
from serving on enterprise boards and having family mem-

FOCUS: CHINA'S WTO ANNIVERSARY

behalf of the state. These same local leaders can generally
protect their activities in part because they also control the
court systems in their jurisdictions.

Although all major economies have certain enterprises
that receive political favors from officials, this has become a
fundamental characteristic of China’s entire political econo-
my. Local officials often allocate credit on a noncommercial
basis, strongly influence appointments of manngerial per-

The underlying problem is that local officials
have strong incentives to boost local GDP growth, possess
little incentive to enforce environmental protection rules,
and can interfere with local firms and courts.

bers hold management positions to acquiring ownership
stakes and outright corruption.

This strategy has succeeded in transforming the Chinese
Communist Party (CCP) into an engine of entrepreneur-
ship and growth withour instigating a fundamental political
collapse. The results have included not only the Chinese
economic miracle that has unfolded over nearly 30 years,
but also the conversion, in reality but not in name, of the
CCP into a Chinese bureaucratic capitalist party. The state

has become a flexible, dynamic, and growth-oriented politi- ‘

cal machine whose core incentives for officials at all levels
are such that the national leadership now tries every year,
with only limited success, to slow GDP growth. Many
localities routinely circumvent national-level orders, such as
those that seck to restrain the expansion of steel production
and sharply curtail government acquisition of arable land
for nonagricultural use.

The resulting current political economy has as a core
characteristic pervasive state interference in individual
enterprises throughout China. This relatively systematic use
of political power by local officials to affect outcomes at the
micro level helps the fortunes of officials who intervene on

December

azine, and newspaper distribution
permitted

CIRC lifts geographical restrictions
on foreign insurance firms and per-

group insurance, and pension fund

own up to 51 percent of China ven-

CBRC allows foreign banks to offer uryis, up frin 50 percent

RMB services to businesses in
Beijing; Kunming, Yunnan;
Shenyang, Liaoning; Xiamen, Fujian;
and Xi'an, Shaanxi. Xi'an and
Shenyang were opened a year
ahead of schedule

and quantity restrictions on fran-
chising operations

Wholesale operations in book, mag-

mits them to offer health insurance,

management. Foreign insurers may-

MOFCOM lifts all equity, geographic,

sonnel, grant business licenses and other approvals that do
not conform to rules and regulations, waive or ignore envi-
ronmental requirements, and promote in other ways the
growth of firms in their jurisdictions.

China’s WTO accession agreement contains numerous
provisions that effectively target this system. Full imple-
mentation of WTO commitments requires uniform and
impartial enforcement of laws and regulations, overall
transparency, independent and impartial judicial review,
fairness in loans and other inputs, and, more generally, a
level playing field for Chinese and foreign enterprises.
These are incompatible with the pervasive micro-level state
interference that China’s reform strategy has produced.

Though the central government is taking various steps
to limit its own economic role to the implementation of
macroeconomic measures—such as monetary and fiscal
policy, laws and regulations, and even sectoral policies—
there are few signs that the national leadership is willing
to expend the enormous political capital required to fun-
damentally change the existing political economy at the
local levels. Such changes would require national leaders
to break precedent by telling officials ac all levels that the

2005

February

MOFCOM allows WFOEs in the leas-
ing sector

chinabusinessreview.com  September—October 2006 55



next major step in reform will effectively take money our
of their pockets.

The present system has served China well overall, bur
it has produced negative consequences that, already evi-
dent in 2001, have significantly worsened. Local leaders,
for example, are happy to allow goods from elsewhere into
their jurisdiction, but only as long as no local firm they

ly strong IP protection regime and desires to change China
into an “innovation society.” All advanced economies have
gone through a stage where their firms relied on appropri-
ating others’ IP. In the normal course of events, however,
local firms then increasingly develop their own IP and, as
their influence grows, shift the state’s priorities toward
greater IP protection. Though the end result is never per-

Full implementation of WTO commitments requires
uniform and impartial enforcement of laws and regulations,

overall transparency, independent and impartial judicial review,

fairness in loans and other inputs, and, more generally,
a level playing field for Chinese and foreign enterprises.

support produces a competing item. As a result, relatively
few manufacturing operations for the domestic market
enjoy full economies of scale—Ilocal protectionism
requires firms to establish production facilities in each
region in which they want to sell in volume. It is also, of
course, extremely difficult to root out pervasive official
corruption when deep ties link officials to many individ-
ual enterprises and their fates.

Effects on business

For US firms, the most important consequences of the
lack of progress in reforming the political economy lie in
three areas: violation of IP rights, environmental degrada-
tion, and a dearth of Chinese enterprises that can be poten-
tially sound investment targets.

Intellectual property infringement
[P theft in China is widespread and costly to IP rights
holders, despite the fact that Beijing has created a notional-

April July

CSRC approves a foreign-invested
securities fund management JV with
a foreign stake of 49 percent, raising
the cap on foreign investment from
33 percent

i e e b SR RS et

China unpegs the RMB from the US
dollar, allows it to appreciate 2.1
percent, and begins valuing it
against a trade-weighted basket of
currencies
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fect, it nevertheless marks a significant improvement from
the period of rampant piracy.

In China, the combination of the country’s continental
scale, local officials’ focus on GDP growth in their own
jurisdictions, and the same officials’ control of local courts
means that while certain localities, such as Shanghai, are
moving smartly along the development curve seen in other
countries, other localities are developing a deeply rooted
core competency in piracy. After all, from a local govern-
ment’s point of view, a pirate firm can provide all the bene-
fits—GDP growth, tax revenues, and new jobs—that a
nonpirate firm can confer. As a consequence, the threat of
locally protected Chinese piracy to US firms, and indeed to
IP protection worldwide, may continue to grow rapidly in
coming years, especially as many Chinese pirates have
world-class skills and global ambitions. Only the creation of
incentives for local officials to rigorously enforce national
laws and regulations will enable China to deal with this
problem eftectively. This, however, would require a funda-

September December

State Council allows direct selling in
the country for the first time since
1998 (nine months late)

CBRC allows foreign banks to offer
RMB services to businesses in
Ningbo, Zhejiang; Shantou,
Guangdong;
Changchun, Jilin;
Harbin, Heilongjiang;
Lanzhou, Gansu;
Nanning, Guangxi,
and Yinchuan,
Ningxia. (Five of
these cities opened
early.)



mental change in the local political economy that China’s
WTO implementation has thus far failed to yield.

Environmental degradation

The environmental consequences of this polirtical fail-
ure are also extremely serious. Indeed, China’s economic
trajectory is more likely to be disrupted by environmental
degradation than by any other source of trouble. Yer the

political economy that WTO implementation should have ‘

changed is making it nearly impossible to address those

FOCUS: CHINA’'S WTO ANNIVERSARY

Environmental degradation is reaching proportions that
should command the attention of all firms in China. The
most pressing environmental problems concern water, which
is both in catastrophically short supply throughout most of
North China and highly polluted virtually everywhere in the
country. The lack of such a basic resource as usable water has
become the source of roughly 10 percent of public demon-
strations and disturbances around the country, which official-
ly numbered 87,000 in 2005. In addition, air pollution, acid
rain, and desertification, among other factors, are also threat-

The current political economy has as a core characteristic
pervasive state interference in individual enterprises throughout China.

environmental problems adequately. The PRC State
Environmental Protection Administration (SEPA)
announced in late May that it knows of 70,000 violations
of China’s environmental laws and regulations since 2003,
but only 500 violators have been punished. SEPA blames
this abysmal record on the fact that local officials often
encourage local firms to flout environmental laws that
could interfere with their prosperity.

China’s existing political economy excels at building
projects, such as water treatment plants, to address environ-
mental and other issues. Construction brings money from
higher levels and creates local jobs, new infrastructure, and
related opportunities for personal enrichment. This same
political economy, however, creates huge obstacles to rigor-
ous enforcement of laws and regulations and to the ade-
quate maintenance and operation of such facilities once
they are built. The underlying problem is that local officials
have strong incentives to boost local GDP growth, possess
little incentive to enforce environmental protection rules,
and can interfere with local firms and courts.

CIRC lowers the minimum total asset
level required for an insurance bro-
kerage license from $300 million to
$200 million; foreign-invested insur-
ers no longer need to cede a portion
of the lines of the primary risk for
non-life, personal accident, and
health insurance to China
Reinsurance Corp.

ening the sustainability of China’s economic growth. For
example, China estimates that more than 400,000 people die
prematurely each year because of air pollution.

Weak Chinese firms

Finally, failure to change China’s underlying political
economy through WTO implementation makes Chinese
firms less attractive as investment opportunities for US
firms. Many Chinese entrepreneurs have become adepr at
leveraging the political system as a virtually unstoppable
engine of growth for considerable profits and business
expansion. The ubiquitous state interference at the micro
level rewards in particular firms that can “work” their rela-
tionship with the state for comparative advantage. This
political economy thus discourages these companies from
becoming high-quality firms. The business models of many
successful Chinese firms virtually exclude the cost of capi-
tal, appoint managers because of their personal connec-
tions, circumvent worker safety and environmental protec-
tion rules, and adapt in other ways to succeed in China. At

MOFCOM allows WFOEs in freight
forwarding agency services and
applies national treatment to capi-
talization requirements

chinabusinessreview.com  Seprember—October 2006 57



the same time, firms that have good fundamentals rarely
succeed without political connections.

China has a great deal of entrepreneurial talent, and
many companies are developing extremely clever ways to
address market niches in the country. But the political sys-
tem’s ways of dealing with enterprises mean that China’s
manufacturing sector is burdened with massive overcapaci-
ty, many firms stay in business only because of hidden sub-
sidies in the form of bad loans and other measures, and few
companies have developed the levels of expertise and quali-
ty across the firm that are necessary to compete successfully
abroad. Put differently, the competitive edge of most
Chinese manufacturing firms comes in large part from their
superior ability to understand and “work™ the political
dimensions of their own economy. This edge, however, has
come at a substantial cost to the quality of these enterprises.

One of the major new phenomena in China is the surge
of US-based private equity funds pouring into the country
looking for good investment opportunities. Some investors
will find such opportunities in backing local firms that have
good growth trajectories. Many others will seek to make
transformational investments that try to fundamentally
improve the quality of a Chinese firm’s management and
operations. Given the demands of China’s political economy,
however, successful transformational investments within
China will prove far more difficult than most foreign firms

currently anticipate. Such investors will more likely succeed it

they take Chinese firms abroad where they can operate in a
different environment and, under the strong guidance of pri-
vate equity managers, learn good business techniques and
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establish institutionalized processes to obtain capital, evaluate
prospects, manage risk, grow, innovate, and prosper.

Whereas US firms have a lot to learn in China about inno-
vating to achieve dramatically lower price points for products,
Chinese firms have even more to learn from going abroad—if
they do so under the right circumstances. Bringing that
knowledge back to China, along with the prestige of having
succeeded in modern markets abroad, could sow the seeds of
real change in China’s political economy. Bur all of this will
take time, and success is far from assured. The future quality
of China’s business environment and of Chinese firms may
well hinge on the scope and success of this process.

A looming shadow?

China has used its WTO accession to take major steps
forward in its trade and investment regimes. Many Asian and
US firms have benefited greatly from these developments, as
has the Chinese economy itself. But Beijing’s overall failure
to use its WTO obligations to reform its core political econo-
my is not only posing important problems now, bur also cre-
ating serious challenges for the country’s economic prospects.

Senior PRC leaders have recently begun to embrace the
concepts of sustainable development in their rhetoric, and
several provinces are taking potentially positive steps, for
example, by incorporating measurements of energy conserva-
tion into officials’ performance evaluation. The success of
these and other efforts will depend greatly on whether the
top leadership is willing to expend the enormous political
capital required to fundamentally change China’s political
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“In 2005, the success rate for
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foreign IP owners was over 90% ...

Rouse in China

Rouse & Co. International is a global intellectual property consultancy. Its world
wide offices are regularly ranked among the leading practices in their respective
jurisdictions

We have been established in China since 1993 and now have offices in Beijing,
Shanghai and Guangzhou, and more than 150 staff working exclusively in the
field of IP and related commercial matters. Legal advice and litigation services
are provided through our associated law firm, Lusheng. We place strong
emphasis on clear and effective communication with our clients - careful
recruiting and training have created a strong bilingual capability. The team is
made up of a mix of local and foreign lawyers, patent and trademark attorneys,
investigators, and other bilingual specialists.

We combine high level, multi-disciplinary, specialist professional skills with ‘on-
the-ground’ know-how to obtain results that we believe would otherwise be
difficult to achieve. Our approach is practical, commercial and creative. We seek
to reduce IPR problems at source and for the long term.

For further information, please contact:
Luke Minford Iminford@iprights.com

Unit 1403, NCI Tower, No.12A Jianguomenwai Avenue,
Chaoyang District, Beijing 100022, China

tel +86 10 6569 3030 fax +86 10 6569 3040 beijing@iprights.com
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Case Study: GSK v. Ming Xing Toothbrush Company

MING XING Toothbrush Company,
a Chinese manufacturer based in
Yangzhou, a city in Jiangsu
Province and a centre of toothbrush
manufacture in China, was a repeat
infringer of GSK trademarks.
Despite the fact that officials of the
local Administration for Industry
and Commerce officials had dili-
gently raided it four times, Ming
Xing continued to use GSK's ‘SB’
trademark and its unique ‘S-bend’
three-dimensional design on its
toothbrushes.

GSK commenced proceedings in
the Beijing No. One Intermediate
Court in March 2002, after success-
ful purchases of the infringing
toothbrushes in Beijing established
jurisdiction there. GSK filed two
separate claims simultaneously:
one for trademark infringement of
the ‘SB” mark, and one for copyright
infringement of 3-D design for the
‘S-bend’ toothbrush. GSK had also
applied to register the ‘S-bend’
toothbrush design as a trademark,
but the application was still pending.

':ﬂ.-:;— NG XING 3'..1

GSK sought compensation of RMB
500,000 for each claim (a total RMB
one million, or approx. US$124,000,
for the two claims), based on the

right to claim statutory damages
introduced by the new Trademark
Law and Copyright Law. Specific
damages could have been claimed,
but, as in most |IP cases, it would
have been difficult to gather accept-
able evidence of the Defendant's
illegal profits.

The Beijing No. One Intermediate
Court issued a first instance judg-
ment, upholding all GSKs claims
and ordering Ming Xing to pay
damages of RMB one million.

MING XING appealed to the Beijing
High Court which, with GSKs agree-
ment and support, encouraged the
parties to reach a settlement. As a
result, the parties signed a settle-
ment agreement pursuant to which
the Defendant agreed:

« to acknowledge and respect GSKs
trademark and its copyright in the
‘S-bend’ design;

= that its products infringed GSK's
trademark rights as well as its
copyright;

* not to infringe in the future;

*to pay compensation of RMB
600,000 (approx. US$72,300); and

* to publish a public apology in the
national newspaper People's Daily,
as well as the local newspaper
Jiangsu Business News.

The terms of settlement agreement
were incorporated into a ‘mediation
statement’ made by the Court,
which enjoys the same legal status
as a Court judgment.

This is one of the rare cases in
which a three-dimensional design
(such as the 'S-bend’ toothbrush)
has been recognized and protected
as a form of copyright. Because the
copyright law does not specifically
provide protection for works of
‘applied art’, i.e. industrial products,
in order to secure protection, IP
owners often register their artwork
as a design patent. While in theory
the subject matter of a design
patent can also be protected under
copyright law, it is often difficult to
enforce a copyright claim as the
Courts will require a high level of
artistic input.

Litigation can be used to increase
pressure on Defendants in situa-
tions such as this, where adminis-
trative enforcement raids have ade-
quately documented multiple
accounts of infringement, but failed
to sufficiently penalize infringers.

In this case, the amount of compen-
sation was beyond many people's
expectations, given that Plaintiff
had no official figures in relation to
the sale or production of the tooth-
brush products in China and that
economic loss was difficult to
prove. The case demonstrates how
useful the statutory damage provi-
sions under Chinese law can be in
situations where the Plaintiff lacks
sufficient evidence to quantify the
damage caused by the infringement.

% rouse & co. international
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Trade and investment have soared since

China’s trade in goods Nearly all of China's top
has rapidly expanded. exports have at least doubled...
China’s Trade with the World, 2001-05 China’s Top Goods Exports, 200105 ($ billion)
(S billion) HS # Commodity 2001 2005 % change
800 85 Electrical machinery and equipment  51.3 1723 2359
84 Power generation equipment 336 149.7 3455
700 E"”"”s/ 61,62 Apparel and clothing accessories 324 659 1034

600 // 72,73 lron and steel 8.2 341 3159
90 Optics and medical equipment 64 255 2984

500 %ns 94 Furniture and bedding 16 224 194.7
95 Toys and games 9.1 19.1 1099

400 // 28,29 Inorganic and organic chemicals 15 19.1 154.7
/ 64  Footwear and parts thereof 10.1 19.1 89.1

300 /// 39 Plastics and articles thereof 6.7 17.8 165.7

Note: Ranked by top 10 exports in 2005

200
100 ...as have China’s top imports.
0 China’s Top Goods Imports, 200105 ($ billion)
2001 2002 2003 2008 2005 HS # Commodity 2001 2005 % change
85 Electrical machinery and equipment  55.9 1748 2127
84 Power generation equipment 40.6 96.4 137.4
27 Mineral fuel and oil 115 64.1 266.3
90 Optical and medical equipment 9.8 50.0 410.2
39 Plastics and articles thereof 15.3 83 s
28,29 Inorganic and organic chemicals 10.6 328 2094
72,73 Iron and steel 13.0 319 1454
26 Ore, slag, and ash 42 26.0 519.0
74 Copper and articles thereof 49 129 16833
2 z 87 Vehicles and parts other than rail 45 12.3 1733
The United States is Note: Ranked by top 10 imports in 2005

China’s largest trade partner.

China's Top 10 Trade Partners, 2005 US exports and imports have

both more than doubled since 2001.

Rank  Overall Imports Exports
L United States Japan United States US Trade in Goods with China, 200105 ($ billion)
2 Japan South Korea Hong Kong 250
3 Hong Kong Taiwan Japan ”
4 South Korea United States South Korea 200 US imports
5 Taiwan Germany Germany 150
6 Germany Malaysia The Netherlands 100
7 Singapore Singapore  United Kingdom
y . ) 50 US exports
8 Malaysia Australia Singapore
9 Russia Russia Taiwan 0
10 The Netherlands  Thailand Russia 2001 2002 2003 2004 2005
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CHINA DATA: TRADE AND INVESTMENT SINCE 2001

China joined the WTO 1n 2001

Most top US exports to ..and China has become

China have at least doubled... a top supplier of consumer goods.

US Top Goods Exports to China, 200105 ($ billion) US Top Goods Imports from China, 2001-05 ($ billion)
HS # Commodity 2001 2005 “% change HS # Commodity 2001 2005 % change
85 Electrical machinery and equipment 3.4 6.9 1029 85 Electrical machinery and equipment 197 631 1695

84 Power generation equipment 4.1 6.4 56.1 84 Power generation equipment 13.7 527 284.7.

88 Aircraft, spacecraft, and parts 24 44 833 95 Toys and games 122 19 5%

90 Optical and medical equipment 1.2 24 100.0 94 Furniture and bedding 75 171 1280

12 0il seeds and oleaginous fruits 10 23 130.0 61,62 Apparel and clothing accessories 64 168 1625

39 Plastics and articles thereof 08 23 1875 64 Footwear and parts thereof 98 127 29.6
28,29 |Inorganic and organic chemicals 05 20 300.0 72,73 Iron and steel 23" T8 E
72,73 Iron and steel 0.5 19 280.0 39 Plastics and articles thereof 32 66 106.3

52 Cotton 0.1 14 13000 42 Leather and travel goods 39 83 6th

47 Pulp and paperboard 0.3 1.0 2333 87 Vehicles and parts other than rail 1.5 42 1800
Note: Ranked by top 10 exports in 2005 Note: Ranked by top 10 imports in 2005

Impressively, exports from every US state have risen since 2001, some by as much as 1,000 percent.

State-by-State Growth in Goods Exports to China, 2001-05

W 10-100% M101-200% MM201-500% WM >500%
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The US deficit with China

has expanded quickly, largely
reflecting the shift of manufacturing
from the rest of Asia to China.

Even so, China’s share of the global US
deficit has remained roughly the same.

China and the US Trade Deficit in Goods, 200105 ($ billion)

800
US Goods Imports from Selected Economies
(% of total US imports) 700
600
500
400
& Japan
300
M Hong Kong
Singapore 200
M South Korea
W Taiwan
M China

Meanwhile, China has been the fastest growing
major export market for the United States.

US Export Growth to Top Export Markets, 2001-05
% change
world [

S

United Kingdom |
Japan

France
Germany
Mexico

Taiwan

South Korea
Canada

The Netherlands

China

-20 0 20 40 60 80 100
Note: These were the top 10 export markets in 2005.

120

2002 2003

M Deficit with China M Deficit with the world

Often overlooked, US services
exports to China have outpaced
growth in overall US services exports...

US Services Trade with China, 2001-04 ($ million)

8,000

7,000

-
6,000 US exports /

5,000

4,000 US imports /

7@¥

3,000
2 Growth in US
Services Exports
1,000 China World
28.4% 18.5%
0
2001 2002 2003 2004

Sources: PRC General Administration of Customs, China’s Customs Statistics, US International Trade Administration; Erik Britton and Christopher T. Mark, Sr.,
The China Effect: Assessing the Impact on the US Economy of Trade and Investment with China (Washington, DC: The China Business Forum, 2006); US Bureau

of Economic Analysis, Department of Commerce; PRC Ministry of Commerce
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CHINA DATA: TRADE AND INVESTMENT SINCE 2001

Exports of professional services Apart from growth in trade, China's WTO
to China have jumped significantly... entry has sparked a boom in foreign direct investment.
US Cross-Border Services Exports to China, New Foreign Direct Investment (FDI) in China, 2001-05
2001-04 ($ million) %
Seriice 2001 2004 % change 2001 2002 2003 2004 2005 change
Port Services 919 1332 449 futag b1
Education 1,066 1.260 18.2 No. of contracts 26,139 34,171 41,081 43664 44001 683
Royalties and license fees 581 928 59.7 Amount utilized (8 billion) 46.9 52.7 535 60.6 60.3 286
Tourism 1,012 g4 117 US FDI
Freight transport 343 472 276 No. of contracts 2,594 3,363 4,060 3926 3741 442
Passenger fares 14 221 296 Amount utilized ($ billion) 4.9 5.4 42 39 31 -367
Financial services 107 165 542
Telecommunications 102 90 -11.8 i . ’ i .
TrE— 14 73 643 As the investment environment liberalizes, more foreign
Prafualml suriices investors have set up wholly owned subsidiaries in China.

PR T W OO L R TN New FDI by Vehicle Type, 2001 and 2005

Equipment-related services 167 199 19.2 01 o

Legal services 38 579

Management/consulting/ Foreign-invested Foreign-invested

public relations 13 53 307.7 5harehulding‘ ventures 11 shareholdin? ventures 47

Other professional services** 47 68 4.7
Other 1 637 29.2
Total** 5,636 1329 30.0

. . e \ CJv
...and freight transport remains the principal / 1,166
Chinese service export to the United States. ’uv
. . 1,
US Cross-Border Services Imports from China, o
2001-04 (S million)
Service 2001 2004* % change Note: EJV = equity joint venture; CJV = cooperative joint venture; WFOE = wholly
Freight transport 1,512 2,508 65.9 foreign-owned enterprise
Tourism 1,226 1,637 335
Port services 376 522 388
Passenger fares 181 353 95.0 " . .
Tlmﬁmumcmns o R Last but not least, trade and investment with China
E——T : = poo is boosting the US economy and lowering prices.
Education 1 18 636 Impact of Trade and Investment with
Royalties and license fees 1 15 364 China on the US Economy, 2001-10
Insurance 1 0 -100.0
) ) Net jobs Consumer

Professional services Year GDP (%) {persons)  price level (%)

Eqmp@e.m-rslatad services 7 19 174 2001 020 66,000 00

Advertising 4 18 350.0 2002 0.15 64,000 01

Research :and development 9 17 889 2003 0,05 +30,000 02

Legal serwce? ‘ 11" 16 455 2004 +0.30 +35,000 04

Other professional services 12 84 NA 2005 10,40 +15,000 05
Pt LA 2006 4050 425000 06
"'h':'" | ALY T 2000 +060 q000 07
* Most recent data available
** Due to rounding and data suppression, figures may not add to 2008 +0.60 +5,000 0.7
totals shown 2009 +0.60 +5,000 -08
;tii)u?:: suppressed to avoid disclosure of individual company oper- 2010 4070 15,000 08
NA = not applicable. Note: Figures for 2006-10 are projections.
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Companies Speak:
The State of US

Business in China

The US-China Business Council’s annual membership survey
shows US companies gain in China, but still face hurdles

US-China Business Council staff

ach year the US-China Business Council (USCBC),

publisher of the CBR, surveys its members to better

understand their perspectives on the operating and
investment climate in China, as well as China’s progress in
implementing its World Trade Organization (WTO) com-
mitments.

This year's USCBC Member Priorities Survey results
counter several common misperceptions about US compa-
nies operating in China:

B Eighty-one percent of companies said that their China
operations are profitable. In addition, more than half said
that profitability rates for their China operations meet or
exceed their company’s global profit margins.

B Most US investment in China is in wholly foreign-
owned enterprises, not joint ventures with Chinese partners.
B USCBC member companies invest in China primarily to
serve the Chinese domestic market, not export back to the
United States. Fifty-seven percent of the respondents said
that their main investment objective was to access the China
market. Only 18 percent invest in China as an export
platform to the US market. The remainder export to other
countries.

The survey reveals several important improvements in
the operating environment:

B US companies are building their sales presence in China
by implementing newly granted distribution rights—a key
market-opening measure.

66 Seprember—October 2006 chinabusinessreview.com

B China’s WTO entry and mandated market openings have
clearly benefited US companies (see below).
B Ninety-seven percent of respondents are optimistic or
somewhat optimistic about the prospects of their China
business over the next five years.

The survey also shows, however, that significant operat-
ing barriers remain, and China has not implemented all of
its WTO obligations.

Top operating issues in China

Since China’s 2001 WTO entry, USCBC has regularly
asked its members to identify their top operating issues in
China. As China’s market openings have proceeded, the
ranking of concerns has shifted frequently, showing that
some issues have been resolved and new problems have
emerged. In 2006, companies listed the following as their
top 10 issues, ranked in order of importance (see Figure).

1. Human resources

USCBC members, for the first time, ranked a nonregu-
latory matter as their top operating issue in China: recruit-
ing and retaining qualified workers. In China's rapidly
growing economy, demand for talented workers is outstrip-
ping supply, resulting in significant challenges for compa-
nies (see the CBR March—April 2006, p.19). More than half
of the respondents indicated that recruiting and retaining
employees had become more difficult over the past year or
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that they had seen new problems arise. In particular, com-
panies have difficulty filling mid-level management posi-
tions. In 2005, human resources ranked as the fourth-most
important concern.

2. Administrative licensing and business approvals

Although in previous surveys respondents had nor listed
securing administrative licenses and business approvals
among their top 10 issues, the challenges in navigating
China’s licensing and regulatory procedures are widespread
and have existed for years. Concerns in this area cover
almost all sectors and include the approval of various types
of licenses, certifications, and registrations. Unclear proce-
dures for foreign-invested enterprise (FIE) liaison offices
have also created confusion. More than two-thirds of the
respondents indicated their problems in this area were
unchanged or had even deteriorated in the previous year,
though 26 percent noted some progress.

3. Intellectual property rights enforcement

Intellectual property rights (IPR) enforcement has
appeared in USCBC members’ top 10 issues consistently
for the past four years. IPR protection’s dip in this year's
rankings may reflect the greater immediate concerns on the
human resources and licensing fronts. It may also reflect
the business community’s view that the PRC central gov-
ernment now acknowledges the importance of IPR enforce-
ment and is taking steps to address it, although implemen-
tation problems remain at local levels. For the second
straight year, most respondents (57 percent) reported that
China’s IPR enforcement had remained unchanged, though
33 percent reported some progress. The final 10 percent of

Figure: Degree of Progress on Top 10 Issues

Human resources: Talent recruitment and retention
Administrative licensing and business approvals
Intellectual property rights: Enforcement
Competition/overcapacity in market

Transparency of China's rules and practices
Standards and conformity assessment

Distribution rights

US visa policies

Nondiscrimination/national treatment

Market access in services

respondents said enforcement had deteriorated. These
results are slightly more positive than in 2005, when 59
percent of respondents reported no change in China’s IPR
enforcement, 26 percent noted some improvement, and 11
percent indicated deterioration.

The survey also asked respondents their views of the
April 2006 rules on the transfer of IPR cases for criminal
prosecution. Thirty-five percent indicated thar these rules,
plus the Supreme People’s Court 2004 judicial interpreta-
tion on IPR, had not improved the prospects for criminal
prosecution of IPR violations. Thirteen percent of compa-
nies noted that it was easier to obtain criminal prosecutions.

The IPR legal framework—as distinct from the enforce-
ment of those laws—ranked among the top 10 concerns in
2003, 2004, and 2005, but fell to eleventh place in the
2006 survey, reflecting continuing movement to create and
strengthen PR laws and regulations.

4. Competition and overcapacity

Competition and overcapacity in the marker, another
nonregulatory issue, is a new top issue. Fifty-two percent of
respondents assessed the situation as unchanged since 2005,
but just over 40 percent said the situation had worsened in
the past year. Overcapacity plagues a variety of sectors,
ranging from construction and autos to steel and cement,
fueled to a great extent by China’s government policies and
partially reformed financial sector.

5. Transparency

Transparency generally refers to the availability of neces-
sary information to evaluate the costs and opportunities of
doing business in a market. In practice, that means an open

MImproved ™ Unchanged M Deteriorated B New Problems
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and accessible government decisionmaking and rulemaking
process. In such a system, regulations are published for
comment before implementation, and suggested modifica-
tions are factored into rules before they are finalized.

Transparency, which has made the list of top 10 issues
every year that USCBC has surveyed its members, remains
a top problem for company operations in China. Almost
60 percent of those surveyed in 2006 said no progress had
been made in improving transparency over the past year.
Another 12 percent noted deterioration or new difficulties,
including persistent problems with inadequate public com-
ment periods on proposed rules and regulations that have
been implemented but never published.

6. Standards setting

The ability to get information on the setting of China’s
product and technology standards, and to participate in
and influence standards setting, is a central part of navigat-
ing any market. In China, that ability is frequently imped-
ed because of an opaque standards-setting process and the
use of unique domestic standards that put foreign compa-
nies at a disadvantage. Only 8 percent of respondents noted
improvements in these areas, while 12 percent identified
deterioration or new problems since last year. The great
majority of respondents reported no changes.

The survey asked respondents about their ability to par-
ticipate in China’s standards-setting process. Only 8 percent
of respondents described their ability to participate in stan-
dards setting as “good” (/iang B). Thirty-eight percent eval-
uated their participation as “fair” (y/ ban —#) indicating
that they have some difficulty in getting information on the
processes and that they are only occasionally included in
standards setting. Nearly a quarter view the standards-set-
ting process as “poor” (cha %), noting that they are exclud-
ed entirely from the process.

7. Distribution rights

In a positive development for US businesses in China,
distribution rights—arguably the most important of China’s
WTO entry obligations—dropped from first and second
place in 2004 and 2005, respectively, to seventh place in
2006. “Distriburion rights” refers to a foreign company’s
right to sell in China products it imports or sources from
third parties; previously, foreign companies were required to
use domestic import-export agents and distributors for their
imported products. Fifty-seven percent of respondents said
the implementation of distribution rights had improved in
the past year, reflecting the resolution of licensing issues.
Another 33 percent felt the situation was unchanged from
2005, and only 10 percent identified new problems.

8. US visas

One US domestic policy issue ranked among the
respondents’ top concerns: difficulties in securing US visas
for PRC-national employees, partners, and customers. Half
of this year’s respondents reported deterioration in their
ability to obtain visas, and another 4 percent noted new
problems. About one-third viewed the visa approval process
as unchanged, and only 15 percent said there had been
improvements in the past year.

9. National treatment

Nondiscrimination and national treatment ranked
among the top 10 issues for the first time since 2003, when
it also ranked ninth. Respondents said China has failed to
meet the basic WTO requirement of treating foreign com-
panies equally with domestic ones. As with transparency
and standards, the lack of national treatment for foreign
companies operating in China prevents them from compet-
ing on a level playing field. Thirty-five percent said the sit-
uation had deteriorated in the past year, while 8 percent

Respondent Demographics

Most of the 112 US-China Business
Council (USCBC) members who responded
to the 2006 survey were based in China (62
percent). Another 34 percent were based
in the United States, and the remaining
respondents were based in Hong Kong,
Japan, or Singapore. Reflecting the
general diversity of USCBC’s membership,
respondents hailed from a variety of
sectors and were evenly split between
manufacturing and services, with the
balance consisting of energy, agriculture,
and high-tech companies. The vast
majority (81 percent) of respondents have
more than 10 years of operating
experience in China.
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USCBC companies continue to expand
their China-based workforces as their
businesses there develop. Eight percent of
respondents employ more than 10,000

workers in China, up from 5 percent in 2005.

Twenty-eight percent have between 1,000
and 10,000 employees, up from 23 percent
last year. Nearly two-thirds of respondents
employ fewer than 1,000 workers in China.
Though this figure is down from 70 percent
in 2005, it nonetheless reflects that many
companies are still in the early stages of
building their businesses in the country.
US companies are taking advantage of
the increasing variety of options for
structuring their operations in China as the

country further opens its economy to
foreign participation. To gauge this
development, the survey asked
respondents about the types of legal
entities their companies have in China. The
top legal vehicles were consistent with the
2005 results: wholly foreign-owned
enterprises (23 percent), representative
offices (18 percent), and joint ventures (17
percent). An additional option in this year's
survey, regional or branch offices, ranked
fourth (14 percent). Other investment
vehicles, such as holding companies,
regional headquarters, and research and
development centers, were less common.
—US-China Business Council staff
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noted new problems, ranging from ambiguous administra-
tive requirements on foreign firms and differential rax treat-
ment to local protectionism.

10. Market access in services

Rounding out the top 10 issues is market access in
services, dropping to tenth from fifth in 2005. The suc-
cessful implementation of distribution rights and progress
on other service sector openings likely caused this drop.
Nonetheless, 67 percent of companies reported no
progress on the issue since 2005, with almost a third
reporting deterioration, reflecting the fact that barriers
still exist. These include restrictions on foreign law firms
operating in China and on Chinese lawyers practicing
with foreign law firms, limited access for foreign films,
restrictions in the telecom sector, ownership caps that
require partnerships with Chinese companies, and limits
on foreign investment in certain secrors.

WTO0 impact and implementation

As did previous surveys, the 20006 survey polled compa-
nies about the impact of China’s WTO entry on their
China operations and their assessment of China’s progress
in fulfilling its WTO commitments.

Table 1:

Most Significant WTO Commitment Implemented (%)
Trading/distribution rights 25
Market access 21
Tariff/duty reductions 16
Foreign ownership/investment 10
Financial services market openings 9
Direct sales 3
Express delivery services 3
Government procurement 3
Other 10

Table 2: Most Significant WTO
Commitment Failed to Implement (%)

Intellectual property rights A
Financial services 14
Transparency 12
Local content requirements 5
National treatment 5
Tariff/duty reductions 5
Trading/distribution rights §
Construction and engineering 3
Direct selling 3
Government procurement 3
Other 14

General views of WTO entry

As China completes its fifth year in the WTO, it has
already implemented many of the mandated market open-
ing commitments. Respondents were asked whether China’s
WTO accession had been relevant to their companies.
Eighty-two percent affirmed the importance of WTO mar-
ket openings, up from 75 percent in 2005. The remaining
18 percent were equally divided among respondents who
said WTO was irrelevant and those whose primary business
objectives are outside the scope of China’s WTO accession
agreement.

Respondents were also asked to evaluate China’s record
in implementing its WTO commitments. As in 2005, the
majority of respondents said China had done a “fair” (y/
ban —#&) (45 percent) or “good” (liang B) (38 percent)
job at implementing its WTO commitments. In last year’s
survey, 55 percent of respondents gave China a “fair” grade,
and 38 percent rated it as “good.” Four percent of respon-
dents gave China an “excellent” (you f£) grade for imple-
menting its commitments, up from zero in 2005, and a
final 5 percent rated China’s efforts as “poor” (cha %), the
same as in 2005.

Most important WTO commitments

As in 2005, respondents were asked to identify the most
important WTO commitment China has implemented (see
Table 1). Reflecting progress made since the last survey was
conducted, trading and distribution rights were rated num-
ber one. Second in importance was market access, followed
by tariff reductions and the lifting of foreign ownership and
investment restrictions. In 2005, the top-ranked commit-
ments were tariff reductions, financial services, trading and
distribution rights, IPR enforcement, and foreign owner-
ship and investment.

Most significant WTO implementation shortfall

The survey asked respondents to identify the issues thar
China had not implemented in accordance with its WTO
accession agreement (see Table 2). Companies cited inade-
quate IPR protection as their top concern, followed by
financial services market openings, where foreign banks,
insurance companies, and securities firms still face restric-
tions. Rounding out the top five concerns were transparen-
cy, local content requirements, and national treatment. In
2005, the top-ranked concerns were trading and distribu-
tion rights, IPR enforcement, local content requirements,
market access, and WTO commitments whose deadlines
for implementation had not yet arrived.

For the full USCBC reporr, visit www.uschina.org. %
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“Win-Win” Trade Policy

To contain growing commercial frictions and keep international
markets open to its products, China is emphasizing mutual benefit
in its foreign policy and dealings with trade partners.

Karen M. Sutter

rise in complaints from major trade partners—from
Adcveloped markets like the United States and the

European Union to developing economies in Asia,
Latin America, and Africa—has accompanied China’s rise
into the ranks of the world’s major trading nations. To influ-
ence the debate on China’s growing trade imbalance with
the United States and deflect US pressure for improved mar-
ket access in China, PRC Premier Wen Jiabao outlined five
principles for fair trade and for a bilateral economic partner-
ship at an American Bankers Association luncheon in New
York City in December 2003. These principles provide a
foundation for a trade policy that appears to be guiding
China’s approach to a wide range of commercial disputes.
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As a result, they offer a useful framework for understanding
how China assesses its own trade prospects and how it may
respond to future trade challenges.

PRC leaders have traditionally used principles to guide
policy—for example, the five principles of peaceful coexis-
tence have served as an important foundation in China’s
foreign policy since the 1950s. Alchough China has shown
that it can approach issues pragmatically on a case-by-case
basis and emphasize selective aspects of principles for its
own benefit during negotiations, the principles nonethe-
less provide an important window into Beijing’s current
thinking and policy direction. Indeed, Wen's trade princi-
ples are an integral component of a broader effort to



Commentary

refashion China’s foreign policy in an era of economic
globalization, when its trade relationships are increasingly
complex and difficult to balance. Such an approach not
only shows that senior PRC leaders recognize the poten-
tial magnitude of trade problems and the need to address
the grievances of major trade partners, but also reveals the
considerable challenges and constraints they face in man-
aging these issues.

ther, China is working to ensure that it will get something
in return for market access, even for commitments it has
already agreed to implement. For instance, in response to
challenges to its poor record of intellectual property (IP)
rights enforcement, China is using the “win-win” principle
to argue that it should not be burdened with heavy royal-
ties and licensing fees as it tries to catch up in its own tech-
nological development. China also argues that countries

“Thinking broadly, one should

take account of the other’s interests while pursuing one’s own.”

Principle one: Mutual benefit

The most frequently cited of the five principles, the
“win-win” concept represents the two basic tenets of
China’s current economic diplomacy: to assuage concerns
about China’s rise and to secure important new markets
abroad for Chinese companies. This concept alludes to the
fourth principle of China’s principles of peaceful coexis-
tence—equality and mutual benefit—through which the
country has sought to augment its position in global affairs.

The approach is designed to soften concerns abour
China’s economic rise by offering concrete opportunities for
trade partners to share in China’s growth. For instance, by
allowing a rargeted set of agricultural products phased-in,
tariff-free access under an “early harvest” scheme, China
helped calm the fears of Association of Southeast Asian
Nations (ASEAN) members, many of which view China as
a competitor, and precipitated an ASEAN-China Free-
Trade Area (ACFTA) goods agreement. China is also prom-
ising investment and trade deals in infrastructure, agricul-
ture, raw materials, energy, and tourism to win over newer
trade partners such as Argentina, Australia, Brazil, Nigeria,
and South Africa—and to divert attention away from
swelling Chinese manufactured exports to those countries.
Tourism, often overlooked in international trade, is a top
source of foreign exchange for many developing countries,
including China. Over the past two years, the China
National Tourism Administration has signed approved-des-
tination status agreements with more than 80 countries,
which should significantly boost tourism revenue for those
countries.

China does not appear to be consistently negotiating in
true “win-win” terms, however, and this principle at times
seems to provide mere window dressing for Beijing’s pre-
ferred quid pro quo approach to negotiation, especially
regarding market access issues. Faced with pressure from
major trade partners to implement World Trade
Organization (WTO) commitments and open markets fur-

should promote technology transfers and share the benefits
of 1P development more equitably so that developing coun-
tries can benefit from new technologies.

Finally, to protect itself from potential backlash and pro-
tectionism abroad, China has been seeking to foster grow-
ing economic interdependence to align itself with foreign
companies and industries that have benefited from trade
with China. Although the United States has become famil-
iar with this strategy over the years, it is new in other parts
of the world, such as Australia, Brazil, and South Africa,
where economic relations with China have recently deep-
ened. In these countries, diverging commercial interests
have split the business communities vis-a-vis China, and
potential fault lines on policy toward China are emerging.

Principle two: Development first

With the guiding mantra of “development first,” China
secks to grow its way out of its trade surplus with the
United States and other trade partners through increased
imports and buying missions—particularly during times of
political and commercial tensions. For instance, China
timed the announcement of a $16 billion purchase of US
goods for the lead-up to PRC President Hu Jintao's visit to
Washingron, DC, in April 2006 in an attempt to boost
imports from the United States and defuse tensions over
the trade imbalance. In another move to increase imports,
China last year announced plans to encourage domestic
consumption as part of its 11th Five-Year Plan (2006-10).
Such a policy, however, requires time-consuming structural
adjustments, and, in the meantime, exports will likely
remain an important engine of China’s economic growth.

Though recent textile agreements with the United
States, the European Union, Brazil, and South Africa—
under which China agreed to moderate exports in response

Karen M. Sutter is an economic analyst with the US government. The
views expressed in this piece are solely her own.
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to the threat of safeguards—highlight China’s reluctance to
voluntarily curb exports, the country has been seeking to
reduce export incentives for processing trade and to move
up the value chain, emphasizing the quality rather than the
quantity of foreign investment. Employment considerations
and lobbying by economic zones, however, will likely mini-
mize the impact of these policy changes on China’s export
volume. China is also attempting to organize certain indus-
tries to collectively manage exports, as seen in the textile
industry after the Muldifiber Arrangement expired at the
end of 2004, and negotiate prices, as seen in Beijing's

seafood contained unsafe additives, and after parasites were
discovered in Chinese kimchi on the eve of the Asia-Pacific
Economic Cooperation summit in November 2005, Beijing
also negotiated a new bilateral forum on food standards
with South Korea.

These dialogues also allow China time to defuse tensions
and, in some instances, delay the implementation of certain
measures. In the case of textiles, drawing out talks allowed a
higher export baseline—on which quotas are negotiated—
to develop; in manufacturing, lengthy negotiations allow
enough time for a domestic industry, such as auto manu-

“Disputes should be addressed in a timely
manner through communication and consultation
to avoid possible escalation.”

recent efforts to designate Baosteel Group Corp., Ltd. to
negotiate global iron ore prices on behalf of China’s domes-
tic industry. Calls for early warning export systems, howev-
er, appear to be in their infancy, and Chinese companies
affected by antidumping actions have tended to undercut
each other as much as, or more than, they have cooperated.

Finally, through tax policies and tarifts, China has
been boosting domestic production and encouraging
localization in manufacturing sectors such as autos and
semiconductor equipment at the expense of imports. It
has also implemented an antidumping regime that pro-
motes localization in targeted sectors including chemicals,
optical fiber, paper, and steel.

Principle three: Consultative mechanisms

The PRC government is investing heavily in senior-
level government-to-government dialogues in an effort to
talk its way out of current trade problems and avoid
future disputes. PRC officials and scholars in 2004 touted
the benefits of raising the status of participation to the
vice premier level in the Joint Commission on Commerce
and Trade ralks to improve relations with the United
States. Last year, the PRC Ministry of Commerce
appointed the capable and seasoned trade negotiator Gao
Hucheng to handle high-profile trade disputes.

China has also established new bilateral and regional
cooperation mechanisms with a host of foreign govern-
ments, including Argentina, Brazil, the European Union,
India, and South Korea, to resolve commercial disputes
promptly. A recent agreement to establish a China-ASEAN
regional dispute resolution body could help China contain
commercial disputes within the region. Following allega-
tions last year—from domestic media and Japan, South
Korea, Taiwan, and Hong Kong—that Chinese beer and
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facturing or steel, to gain strength before going head to
head with global competitors; and in services, such as
insurance and telecom, they allow China to delay licensing
firms and hold off on removing burdensome investment
requirements. The consolidation of trade issues into period-
ic dialogues allows China to persuade its trade partners to
prioritize problems and deal with them in more systemaric
and manageable ways. This tactic may also help combar the
perception that thousands of market access issues remain
unresolved.

Principle four: Equal consultation

Equal consultation, which stresses finding consensus on
major issues, echoes an approach outlined by China’s late
Premier Zhou Enlai that served China well in resolving
contentious diplomaric issues. Under this principle, China
attempts to focus its trade partners on the benefits of the
overall relationship to discourage the use of formal trade
remedies, such as sanctions, and defuse trade tensions. In
its dealings with the United States, for instance, China has
highlighted its ability to help on North Korea and the “war
on terror” to demonstrate the importance of the broader
bilateral relationship over contentious issues such as the
trade imbalance. Under this approach, China has been
much more willing since 2003 to acknowledge US con-
cerns about the trade deficit and renminbi revaluation as
shared concerns, despite the fact that it has been slow to
address them.

Principle five: No politicization of trade issues

To keep commercial disputes from spilling over into the
political arena and deflate the demands of its trade partners,
China often appeals to its trade partners to refrain from
politicizing trade disputes. China tends to charge countries
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with politicization if they push hard on trade disputes in a
high-profile manner, indicating that this defensive tactic is an
attempt to lower the profile of commercial tensions and pre-
vent them from spoiling the broader political relationship.
PRC leaders have portrayed trade conflicts as “normal”
to maintain harmony in the overall relationship with trade
partners, as well as to prepare their own citizens for a
potential jump in disputes. The strategy’s emphasis on
downplaying disputes appears to set a new guideline for
PRC trade officials to moderate their responses to the
Unirted States on market access issues. This implies that

approach more credence among China’s trade partners.
Recent attention to China’s economic push abroad, howev-
er, has overlooked Beijing’s Achilles’ heel: Rising trade bar-
riers and disputes could block China’s economic expansion
as it moves up the product value chain and challenges
industries in developed and developing countries.

Beijing’s failure to follow through on existing commer-
cial promises, and its inability to meet rising expectations
for economic opportunity and to balance its own indus-
tries’ needs against those of its trade partners, could cool
the support of business constituencies that are currently

“The two sides should seek consensus on
major issues while reserving differences on minor issues,
instead of imposing restrictions or sanctions at every turn.”

China may be less inclined to retaliate directly in response
to the threat of trade actions and may acquiesce to priori-
ty trade demands under intense pressure to avoid the
spillover of trade disputes into other areas of the relation-
ship. For instance, despite its hardline tactics and strong
rhetoric on textile trade, China has negotiated textile
restraint agreements with major trade partners. Similarly,
faced with the threat of WTO action, China has backed
down from using tax rebate and rariff policies to boost
localization of its semiconductor and auto sectors, respec-
tively. Nevertheless, PRC negotiators often employ brinks-
manship tactics to give away as little as possible and to
mask China’s readiness to accede to its partners’ demands.
Since joining the WTO, China has taken care to
impose WTO-compatible measures in trade disputes rather
than to retaliate in kind as it did against South Korean and
Japanese safeguard actions in the late 1990s. For example,
instead of a tit-for-tat response to the failure of China
National Offshore Oil Corp.’s bid for Unocal Corp., China
began discussing the creation of a domestic review commit-
tee for outbound investment. China has also worked with
Hong Kong, Taiwan, Japan, and South Korea to assuage
concerns about food safety in response to recent scares and
is working to ensure that Chinese products meet new EU
environmental requirements for electronics and chemicals.

Prospects
The successful implementation of Wen’s five principles

ultimarely depends on China’s continued economic growth
and demand for foreign goods and services. The specific
commercial benefits China brings to the table, such as new
trade and investment opportunities for southern Europe
and Latin America and strong demand from China’s raw
materials and commuodities sectors, have given Wen's trade

advocating for improved relations with China and keeping
trade tensions in check.

Beijing has had to deal with an image problem in the
developing world as it grabs market share from countries
with which it simultaneously seeks to build good rela-
tions, especially in Latin America and Africa. China’s deli-
cate position vis-a-vis the developing world is one of sev-
eral factors that has made it difficult for China to push
for developing countries to lower their trade barriers dur-
ing the Doha round of trade negotiations, though this is
an area in which China’s greatest export opportunities lie.
In particular, China is likely concerned thar forceful advo
cacy for developing countries to reduce barriers could
unleash pent up concerns about how China’s export com-
petitiveness is challenging developing countries at home
and in third markets.

Even in countries that have benefited from their econom-
ic relationship with China, many people believe that China
benefits more, while those that have not benefited feel
threatened by growing Chinese exports of manufactured
goods. For example, although Thailand’s agricultural exports
to China are growing, Chinese exports to Thailand are
growing just as fast. Thai press reports indicate that farmers
in northern Thailand believe China benefits more from
ACFTAS early harvest program than Thailand. In countries
publicly debating whether to establish FTAs with China,
such as South Africa and Australia, their respective textile
and auto sectors are expressing concerns about how to best
structure a beneficial trade relationship with China.

Whether China will succeed in mitigating trade conflicts
remains to be seen. Like other countries, China has a small
trade negotiation team that is increasingly stretched across a
wide range of issue areas, and as the number and scope of
China’s trade negotiations increase, it will be more difficult

]
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to keep up with the demands of these relationships. China's
preference for conceding as little as possible in negotiations
may also hinder its ability to contain disputes, especially if it
miscalculates the political pressures involved. China also has
pockets of domestic resistance to a trade approach that not
only secks to accommodate the interests of its trade partners,
but also threatens industrial policies and export platforms
that benefit constituents at home (see p.42). PRC Minister
of Commerce Bo Xilai has shown a willingness to play to
domestic constituencies such as the textile industry, and the
PRC National Development and Reform Commission has
recently responded to industry concerns about growing for-
eign strength in manufacturing sectors such as auto and con-
struction equipment.

Despite the potential limits of the “win-win” approach,
China will likely keep using these five trade principles to
soften opposition to China’s economic rise and prevent
commercial disputes from spilling over into the political
arena. China’s growth depends heavily on its exports and
requires strong political relationships with major developed
and developing countries. Recognizing the limits of its abil-
ity to ward off future safeguard and antidumping actions,
China will likely try to avoid a broad-based global attack
on its trade practices. For China, the road ahead could be
rocky, however, and the pressures on managing its econom-
ic relations will be intense given the extent of its commer-
cial exposure and the steady demands on Beijing to trans-
late promises into reality. 5

USCBC China Operations Conference 2006

%" October 26, 2006 Shanghai, China

Featuring top executives from Asia-Pacific and
China operations of leading US companies, this
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Clarence T. Kwan s National Managing

Partner, Chinese Services
Group, Deloitte & Touche USA LLP. With 28 years of assurance
and advisory experience in the U.S., China and Eastern Europe,
he leads Deloitte’s efforts to assist U.S. companies investing or
operating in China, as well as Chinese companies seeking to
access U.S. markets. From 1995 to 2002, Clarence was based
in Beijing as the Deputy CEO of Deloitte Touche Tohmatsu
(China). Prior to that, he spent three years in Prague, Czech
Republic, and has worked in Houston, New York, and Taipei.
He recently shared his thoughts on merger and acquisition
trends in China.

Q: In the last few years, mergers and acquisitions have really
taken off in China. What's the relationship between China’s
WTO entry and this surge?

A: The number of announced cross-border M&A deals into
China over the past ten years shows an obvious up-tick
starting in 2002 - the first full year after WTO entry. In fact,
about two thirds of the announced cross-border deals and
disclosed transaction value since 1995 have come in the last
four years.
| think there are several related reasons for this. First, WTO
entry dramatically reduced foreign ownership restrictions
across many sectors in China. The liberalization schedule
created a fairly predictable timetable for M&A teams to
work around. These phased openings have been accompa-
nied by parallel rises in M&A activity. A good example of
this is the logistics and transportation sector.

The impact of liberalization is also clear if we look at deals
between existing partners. Since WTO accession, about a
third of cross-border M&A deals have been foreign investors
purchasing shares from a Chinese partner. Much of this
was likely carried out to gain greater management control
or full ownership because the foreign investor was finally
allowed to do so.

Similarly, M&A serves as a great short-cut for new entrants
in recently opened markets. Consider a recent case in con-
sumer electronics retail, where a well-known US company
acquired the fourth largest player in a highly competitive
market dominated by strong domestic players.

The second reason WTO entry has been so important is its
impact on foreign investor confidence. By joining the WTO
and meeting its commitments largely on time, China has
demonstrated its intention to govern its economy according
to international norms. In the area of cross-border M&A,
for example, rules introduced in 2003 have made the regu-
latory environment considerably more transparent. These
rules are still evolving, but | think few would deny that the
overall situation is much improved over five years ago.
Finally, greater exposure to global competition has placed
considerable pressure on China’s fragmented industries. In
sector after sector, small operators with little capital, tech-
nology or market reach crowd the landscape. For example,

Q:

tors are ripe for consolndatlon wh‘ich is some’lhing that the
Chinese government has been actively encouraging. So we -
are seeing stronger players, foreign and domestic alike,
using M&A to create economies of scale.

It also helps that some Chinese companies are seeking to
be acquired, or at least foreign investors, in order to gain
the resources and expertise needed to survive in the coun-
try’s hyper-competitive environment. Managers at state-
owned enterprises often also appreciate the presence of
foreign investors for the additional layer of insulation they
provide from government interference.

Many companies are concerned that China’s new Anti-
Monopoly Law, currently in draft stage, could dampen the
M&A market. How do you think the new law will affect
these types of deals?

: It is hard to say precisely how the Anti-Monopoly Law will

affect cross-border M&A at this stage because some details
are still not finalized and no one knows for sure how it will
be implemented. But | can think of at least four things that
international investors should keep their eye on:

First is how the notion of “market dominance” will be
interpreted and applied, and how it will affect M&A activity
and the pace of market consolidation.

Second are references to preventing the “abuse” of intel-
lectual property, although it is not clear how the abuse of
intellectual property will be defined. The risk, of course, is
that companies which have won significant market share in
China by virtue of their proprietary IP will become victims of
their own success.

Third, although the law is intended to prevent monopolies
by foreign and domestic firms alike, it may be selectively
applied to sectors where foreign investors are gaining the
upper hand. There are growing forces within China that
believe the acquisition of key economic assets by foreign
investors could have a negative impact on industrial devel-
opment, and they may try to use the Anti-Monopoly Law to
check that.

Finally, the law will require that anti-monopoly authorities
be notified if a merger or acquisition involves large players
or if the value of the deal exceeds certain limits - adding
another level of bureaucracy. This also raises the same ques-
tion of information confidentiality now being debated in
Washington in connection with reforming the Committee
on Foreign Investment in the US (CFIUS).

But right now, the biggest chilling effect the Anti-Monopoly
Law is having on investment is simply the uncertainty. Until
foreign companies know more, they may hesitate when it
comes to M&A. So rather than suppressing deals, the
promulgation of the law after 10 years of drafting could




g ¢ s
¥ ¥ » = -
e e Q"-' e P

r ‘l 4. ‘
Q: What should a foreign company contempl: 'h
acquisition of a Chinese company consider?
A: First of all, when acquiring a Chinese company, it's lmpor
tant to remember not to set aside everything you already
know. Doing a deal in China is really no different than
doing one elsewhere - it is just a question of degree.

For example, due diligence is an important part of any M&A

process, but in China you really need to spend the time to

learn exactly who you are dealing with. You need to under-
stand who actually exercises ownership and who is manag-
ing day-to-day operations and the nature of the relationship

between the two. In state-owned enterprises, it makes
sense to pay attention to the sponsors of management as
well. This type of information can be invaluable as you
evaluate and negotiate the deal. A great deal of time can
be wasted negotiating with individuals who in the end,
have little actual decision-making authority.

Foreign investors also need to understand the gap between

how a Chinese target company operates and the expecta-

tions and obligations assumed by their existing subsidiaries.

Many US investors, for example, are looking at deals from
the perspective of complying with the Foreign Corrupt
Practices Act and Sarbanes-Oxley. This requires an entirely
different magnitude of investigation than the standard
financial and business due diligence

Q: Conversely, what should a Chinese company contemplat-
ing a merger with or acquisition of a foreign company
consider?

A: Like any overseas investor, Chinese companies need to be

sensitive to local practices and sensibilities - just like foreign

investors looking to do deals in China. And in light of
recent events, | think Chinese executives are much more
aware of this today.

For Chinese companies to achieve lasting success in the

international arena, they will also need to continue to build

the capacity to do cross-border deals. This includes the
mechanics of deal-making itself but most especially, devel-
oping the capacity to manage and Integrate assets once
they are acquired. So | think we are going to see growing
sophistication on the part of Chinese investors in the years
ahead, covering everything from the financing of deals to
how sensitive human retention issues are handled in their
aftermath. To get there, Chinese companies will need to
better leverage the available talent pool, both domestically
as well as internationally

Q: Now that China’s WTO commitments are nearly all
phased in, will these types of M&A deals taper off? Why
or why not?

A: The short answer is no. But there is a bit of nuance here
While the number of announced cross-border M&A deals
into China continues to grow each year, the rate of that

growth fell in 2005. Announced deals increased by only 7%

over 2004, whereas 2004 saw a 34% increase aver 2003,
and 2003 was up 26% over 2002.

ahghﬁa( this is a temporary slowdown
ber of deals will moderate
1o be the latter, we may
Mmg‘aiohg the lines of a “WTO
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~ question suggests.

But WTO liberalization is not the only cause of M&A
growth. In fact, liberalization would not have resulted in
increased M&A activity if there were no underlying drivers
favoring it. The fragmentation of many industries, com-
bined with the government's interest in consolidation and
improved efficiency, are key drivers here. These won't go
away any time soon, so while the WTO bounce may even-
tually run its course, | see M&A activity continuing to grow.

The one issue that | think has the most likely potential to
disrupt the current picture is rising protectionist sentiment
around the globe. Many nations, including China, are revis-
iting their rules on cross-border M&A.

There are those in China who believe that too much control
of certain industries has been ceded to foreign investors
already. Last year, for example, we heard voices branding
cross-border M&A in the banking sector a “fire sale.” Now
complications have arisen around a number of high-profile
deals and just recently there have been calls for the creation
of a CFIUS-like body to examine and vet foreign takeovers
of state-owned enterprises. That this sort of debate is
going on is very understandable if you consider the scale
and speed of China’s liberalization over the past five years
And it is still worth recalling that China is still vastly more
open to foreign investment than Japan and the Asian Tigers
were at a similar stage of development

So clearly the M&A environment is going to continue to
evolve in China and foreign investors will need to keep
pace. Change is constant in China but this does not mean
it cant be planned for. The key to making the most of any
eventuality is to strengthen your capacity to do deals in
China vis-a-vis your competitors and make the most of the
synergies that result. This requires flexible legal and man-
agement structures to accommodate any new directions
your acquisitions may take you. It means putting efficient,
scalable processes in place. And it means adopting best
practices for managing and retaining human talent in a
growing organization

For further inforr




As it expands its presence and influence
around the world, China is becoming a major
participant in international commerce and a preeminent
partner in the global supply chain.

Amita Jhangiani and Carl Stocking

o to any conference or meeting among companies

anywhere in the world and a question will soon

arise: “What's your China strategy?” Another
prominent phrase heard along corporate corridors these
days is “supply chain management.” Here, again, China is
playing a prominent role, both as a supplier and, increas-
ingly, as an end user. As it expands its presence and influ-
ence around the world, China is becoming a major partici-
pant in international commerce and a preeminent partner
in the global supply chain. It is also establishing itselt as a
prototype for emerging markets worldwide, which, follow-
ing Chinas leadership, seek the economic benefits of active
participation in the global markerplace.

Trading giant

China has already achieved great economic success in a
short time. Especially over the past decade, the country has
grown explosively primarily because of the rapid expansion
of international trade and the migration of manufacturing
(mainly, but not only, from the rest of Asia) to China. As a
result, China’s importance in the global supply chain has
grown tremendously.
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According to the US Department of Commerce and the
International Trade Commission, US-China trade
increased nearly fivefold from 1995 to 2005, rising from
$57.5 billion to $285.3 billion, as did China’s global trade,
which jumped from $280.9 billion to $1.4 trillion during
the same period. According to the Yale Center for the
Study of Globalization, China is currently the world’s
third-largest trading nation and the fourth-largest export
market for US goods; its ratio of imports to GDP was 30
percent in 2005, twice that of the United States and three
times that of Japan.

Its overall economic prospects are just as remarkable.
Citigroup expects the world’s largest emerging market econ-
omy to post GDP growth of 7.5 percent per year over the
medium term. In the next 20 years, the Caro Institute fore-
casts that China could surpass Japan as the world’s second-
largest trading nation and could emerge as the world’s
biggest economy between 2020 and 2030,

The global supply chain
To succeed in the global marketplace, China—and all
economies around the world—must engage in cross-border
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collaboration on an unparalleled scale. The primary instru-
ment for this cooperation is the global supply chain.
Technology has equalized the world of commerce to such an
extent that the smallest sub-assembler in an emerging market
economy has the same speed-of-light access to financial and
market data and identical entrée to cost-effective sources of
liquidity as the world’s largest companies. The resultant
transparency benefits participants across the global supply
chain by mitigating risk, improving efficiency, and generally
facilitating the cross-border flow of goods and services.

In recent years, most companies have seen the emer-
gence of two supply chains in their organizations: the phys-
ical chain, which encompasses the entire procurement
process (i.c., ordering, manufacturing, shipping, logistics,
and distribution), and the financial chain, which includes
purchase order finance, pre- and post-shipment finance,
supplier finance, forfeiting, receivables purchasing, channel
finance, and distribution finance. The two chains have
developed at separate rates. Sophisticated technology drives
the physical supply chain at every step, whereas the finan-
cial supply chain remains largely tradition-bound, relving,
for example, on historically popular labor-intensive pay-
ment methods like letters of credit. But as these intra-com-
pany supply chain organizations develop on their separate
paths, companies are realizing that these internal “silos” are
causing issues: trade partners are caught in the middle, and
bottlenecks in internal protocols have a negative impact on
external processes, to name just two examples.

Fortunately, global market forces are diminishing the
physical/financial supply chain dichotomy within compa-
nies. Because the extremely competitive marketplace places
a high premium on operating efficiencies, leading to a more
streamlined management of the financial supply chain, the
physical and financial supply chains are increasingly being
pressured to perform in sync.

Renminbi Draft Discounting Programs

A major challenge for foreign trading companies in China is
obtaining tightly controlled and expensive renminbi (RMB)
financing. RMB draft discounting programs provide cheaper,
faster, and more efficient financing than RMB loans. Under
these programs, buyers pay sellers with endorsable drafts that
are presented to banks for immediate, discounted payment.
Funds can be obtained in as little as one day thanks to clear
laws, minimal documentary requirements, and simple
processes.

China’s RMB draft discounting market is huge; Shanghai
alone accounted for $21 billion in outstanding funds as of June
2006. For foreign companies seeking trade finance in the China
market, RMB draft discounting programs offer an obvious,
solid solution.

—Amita Jhangiani and Carl Stocking

As China’s prominent role in the global marketplace
continues to grow—and with it the responsibilities of
World Trade Organization membership—the thousands of
exporters and importers operating there will benefit from
the dynamic transformation of the global supply chain.
Chinese importers, like their counterparts around the
world, will view their supply chains as premier corporate
assets. By being “vertically aware” of their supply chain
partners—conscious of and alert to their suppliers” finan-
cial conditions, for example—Chinese importers will
improve visibility throughout the purchasing cycle and
reduce risk.

Chinese suppliers and vendors will also benefit from the
growing importance of the global supply chain. Because of
technological advances on a global scale, they will have finan-
cial information about importers, pre- and post-shipment
funding sources, and competitive intelligence to a degree pre-
viously unavailable to them. This improved end-to-end trans-
parency likewise leads to more efficient risk management.

Getting started

Companies considering importing and exporting to and
from China should keep a number of points in mind.

China regulates its foreign exchange flows rightly via
the State Administration of Foreign Exchange (SAFE).
Foreign exchange flows related to import and export trade,
as well as any form of trade-based import or export financ-
ing and repayments, are required to follow specific SAFE
regulations. These regulations require the submission of
various documents, and foreign companies work closely
with their banks in China to comply and submit the
appropriate documentation for trade-related payments into
and out of the country.

Foreign companies operating in China, or trading with
entities in China, also need quick and easy access o low-
cost financing. Financing can be in US dollars and in
China’s currency, the renminbi (RMB). For example, a US
subsidiary or joint venture in China will want access to
low-cost financing for its operations in China. It will also
want to make sure that its manufacturers and vendors have
access to financing to ensure viability of the supply chain.
To resolve this need, companies can obtain loans or, more
commonly, use RMB draft discounting programs, which
are offered by many banks in China (see Box).

One challenge that companies need to be aware of is
that PRC regulations stipulate that local currency letters of
credit may be valid for a maximum of 180 days. Alterna-
tively, companies can obtain US dollar-denominared
import letters of credir.

Amita Jhangiani (amita.jhangiani@citigroup.com) is managing
director and regional trade head and Carl Stocking
(carl.stocking@citigroup.com) is managing director and regional trade
sales head at Asia Pacific Trade Services and Finance, Citigroup
Corporate and Investment Banking.
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As regulations and documentary requirements are sub-
ject to change and can be open to interpretation, it is
important for companies to work with a bank that has a
strong local presence and has gained experience serving a
sizeable trade customer base. The bank should also have a
RMB currency license, allowing it to provide local curren-
cy cash management and trade services in major cities
across China. Most foreign banks have gained RMB cur-
rency licenses only after years of operating in China.

A smoother future

As China’s economy and its global trade continue to
expand, the country’s importance in the global supply chain
will also grow. Technological advances should help compa-
nies make their supply chains more efficient and reduce
risk. Though the dual financial and physical supply chains
are beginning to merge within many companies, the servic-
es of international banks located in China can make the
financial supply chain operate more smoothly for compa-

” . s
nies new to the China trade. %

Remarkable Progress

China’s remarkable economic growth in
recent years has been fueled by a number
of factors, from its large labor pool to
reforms undertaken by the government in
sectors ranging from infrastructure to
finance.

Large labor pool

Though China has a shortage of
managerial and skilled talent, including in
the logistics sector, the country has an
almost inexhaustible labor supply. Rising
wages, particularly on China’s east coast,
have boosted costs in recent years, but
they are still just a fraction of those in
developed countries. In addition, Chinese
workers tend to have a higher level of
education than those in less-developed
countries where wages are even lower.
Over the next 15 years, PRC government
sources project that China’s population
above the age of 16 will expand by about
5.5 million people annually. By 2020, the
total working age population will reach
940 million.

Improving infrastructure

China’s road, rail, river, and airport links
are far from ideal, but the country has
made many improvements since it
launched the Great Western Development
Strategy in 2000 and its 10th Five-Year Plan
(2001-05), which focused on infrastructure
improvements. The PRC Ministry of
Finance estimates that in 2010, total annual
investment in infrastructure in real terms
will reach ¥2.3 trillion ($287.6 billion), more
than double the ¥1.1 trillion ($137.6 billion)
invested in 1999, with aggregate
infrastructure spending over the 10-year
period totaling ¥17.1 trillion ($2.1 trillion)
(see the July—August 2006 CBR, p.21).
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Welcoming environment for foreign
direct investment (FDI)

According to the United Nations
Conference on Trade and Development,
China received $60.3 billion in FDI in 2005. It
is now the third-largest recipient of FDI—
after the United States and the United
Kingdom—uwith a total accumulation of

more than $600 billion. At nearly 33 percent,

China’s ratio of FDI to GDP is three times
higher than the US ratio.

Financial services infrastructure

Building a modern banking system has
been one of China's key policy objectives
since its economic reforms began in
1978. Within a relatively short time, it has
built a banking system that includes four
state-owned commercial banks, three
policy banks, a dozen joint-stock banks,
numerous city and rural commercial
banks, urban and rural credit
cooperatives, and foreign banks. Also,
the country has established domestic
stock markets and opened them to
listings by foreign-invested firms.
Through the qualified foreign institutional
investor (QFIl) program, foreign
securities firms can gain limited access
to the renminbi-denominated A-share
market by applying for QFIl status with
the PRC government. As of December
2005, 32 foreign firms had been granted
QFII status, and 31 of them had been
issued QFIl investment quotas totaling
more than $5.6 billion.

WTO-related improvements

Since its 2001 World Trade Organization
(WTO0) entry, China has taken significant
steps to implement its WTO commitments.
Beginning in 2002, it reduced tariff rates

on many products and the number of
goods subject to import quotas, expanded
trading rights for Chinese enterprises, and
increased the transparency of its
licensing procedures. To implement the
WTO-required liberalization of trading
rights, China has also established a
registration system that allows firms to
register, instead of having to seek
approval, for trading rights.

Benefits at home and abroad

Multinational corporations are
expanding their Chinese subsidiaries,
boosting employment in China’s export
sector. China’s demand for imported
goods is also supporting employment
elsewhere in the world. For instance, the
country has become an important source
of growth for its neighbors in Asia and
elsewhere, as China buys capital
equipment and technologies from places
such as Japan, South Korea, Taiwan, and
Germany to build a modern economy.

Future outlook

Citigroup expects China’s growth to
continue at a pace above the world
average—at about 7.5 percent per year
over the medium term. China's growth
trajectory can be expected to continue as
long as it maintains the competitiveness of
its manufacturing sector, improves its
manufacturing efficiency, and—because
goods are currently produced at relatively
low cost, in part because of an abundant
supply of labor—retains the competi-
tiveness of its labor force.

—Amita Jhangiani and Carl Stocking
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The Risks of Doing Business 1n

China after WTO

WTO & CHINA-Five Years into a Great Transformation
A Hill & Associates White Paper—July 21, 2006

The Macro Economic Context

China has grown phenomenally in
recent vears, and the central government
has had to take drastic steps to slow
down the pace of economic growth.
Despite these measures, in the second
quarter of 2006, the economy grew at
11.3% y/y—the fastest since 1995—and
was still expected to grow 10.5% in 2006
and 9.5% in 2007. Massive inflow of
EDI is expected to continue, adding to
the trade deficit and ballooning toreign
reserves. Exports now account for 34%
of GDP. Inflation is in check, but signifi-
cant over-investment in the state sector
has taken place with little or no financial
due diligence.

Since its accession to the WTO in late
2001, China has implemented a signifi-
cant number of new policies aimed at
opening up the economy to outside
investors seeking access to what is per-
ceived to be the biggest market in the
world. These have already begun to
transform the nation’s economy and
marketing landscape. However, the
complexities and risks of doing business
in China are still a fact of life. While
some areas of risk have been reduced,
many remain, and some have even
worsened since 2001.

The Risks of Doing Business in China
Whether pushed by boards, executive
management or competitors, or pulled
by longstanding customers, many com-
panies feel they “must” expand into
China. Some are blinded by the num-
bers, but only a relatively small percent-
age of China's huge population will con-
stitute a market for their products and
services. However, with a burgeoning
new middle class emerging in China, the
target group is constantly expanding.
The available Chinese market for
finance and insurance companies for
example—set to further open up on 11
December 2006, according to China’s
WTO commitments—is estimated to be

as big as the entire population of the
United States, so there is ample room for
profits to be made.

The key to operating successfully in
China is to understand and prepare for
the types of risk a company will face. It
is not a hostile place to do business, but
those who do not do their homework
run the risk of getting burnt. As one
AmCham Chairman once said, “It
appears many companies do more due
diligence moving from Toledo to
Birmingham than from Toledo to
Shanghai.”

The risks of doing business in China
are not materially different from the
risks of doing business elsewhere in Asia
or the rest of the world. The difference
lies in the lack of transparency, cultural
differences, and business norms.

There is an inherent resistance in
China to the concept of transparency.
But transparency is a necessary condi-
tion for a stable business environment.
In a truly transparent environment, all
draft rules and regulations are published
for comment before they are finalized.
However, this is not always the case in
China, as companies are sometimes sim-
ply notified of a change without being
given the chance to comment. This lack
of transparency creates an uncertainty
that hinders business.

“A fish that swims in water that is too
clear doesn't survive.”
—Chinese saying

While fraud occurs worldwide, the
sheer volume of fraud detected in China
appears to be overwhelming. The
Chinese central government has made
strides towards clamping down on fraud
and corruption, and on the surface, all
the required regulations are in place.
However, the country is vast, and many
regulations passed in Beijing are ignored
or overlooked in the provinces. As for-
eign-invested enterprises import their
business cultures into China, along with

the need to abide by rules such as the
FCPA, corruption could start to wane.
China is an agglomeration of highly
disparate markets in varying stages of
economic development—ranging from
efficient modern city-states such as
Shanghai and Guangzhou to Wild West

conditions out in the provinces, com-
plete with turf wars. Regulations and
taxes vary from locality to locality. In
many cases, the old saying “the moun-
tains are high and the emperor is far
away” still holds true—local officials
don’t necessarily follow Beijing’s rules.
Despite the many pitfalls, foreign
investors are falling over themselves to
gain access to China’s market. Because of
the country’s rapid economic growth
and resulting cutthroat competition in
many sectors, the issue of fraud and cor-
ruption often plays second fiddle to
profit margins. The risks can be seen as
sharp rocks at the bottom of the
ocean—with the country currently surf-

ing the high tide of economic boom
times, the sharp rocks don’t often break
the surface. But that doesn’'t mean that
they are not there. The failed joint ven-
tures of the mid-1990s Gold Rush years
are a testament to the risk of doing busi-
ness in China without conducting prop-
er due diligence.

Foreign competition, in conjunction
with the lack of current technology and
management expertise, has in places led
to restructuring and layoffs by SOEs,
triggering some unrest in the provinces.
Price wars have also broken out in the
sectors that have been opened up to
more imports and foreign competition.

While some provinces and the major
cities are used to dealing with foreign
investors, conditions can be different in
more remote parts of the country.
Protectionism still occurs, and local offi-
cials often have different agendas than
their counterparts in Beijing and
Shanghai. Foreign companies will
encounter this more often as a combina-



tion of improved infrastructure, finan-
cial incentives and rising costs on the
coast brings foreign companies to
China’s interior.

Fraud and Corruption

Many prospective business partners
in China will freely admit to wanting the
foreign partner to supply capital and/or
technology. These partnerships can
quickly sour if the information flow is
not handled securely. In many cases,
joint ventures have faced severe compe-
tition from a factory suspiciously similar
to their own—set up by a relative of the
general manager.

Dissolving non-performing joint
ventures is a complex and bureaucratic
nightmare, but even so many Western
companies are unwilling to get rid of
bad partners. Matters such as theft of
funds or technology are too often for-
given, in the interest of saving the part-
ner’s “face.”

“Many companies are buying into the
Chinese tradition of ‘face’ and don’t want
their partners—who stole from them—to
lose face by being sacked from a contract.
There are plenty of good businessmen in
China—there is no need to hang on to a
bad one!”

—David Fernyhough, Executive Vice

President, Hill & Associates, Hong Kong

Embezzlement, kickbacks and other
forms of employee fraud are pervasive
among Chinese and foreign-invested
companies. For example, embezzlement
cases involving up to US$3m-4m are so
common in China that they no longer
merit investigative action in the larger
cities because authorities are too busy
pursuing even larger cases. Much of the
fraud appears to be committed by peo-
ple who have been employed for many
years and built up trust. Their motiva-
tion may lie in a sudden need for per-
sonal gain or because they’ve seen col-
leagues or peers get away with it over
the years.

IP Theft and Copyright Infringement
The largest risk of doing business in
China—IPR theft and infringement—
has been the centre of attention of the
Chinese government and foreign com-
panies for several years but is still a
major issue, especially in the provinces.
In a recent AmCham Shanghai survey,
75% of the respondents stated that IPR
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infringement materially damages both
their foreign and domestic markets.
Despite the vocal support of the central
authorities in Beijing for better IPR pro-
tection, this is not likely to change
quickly with the implementation of
WTO and the TRIPs.

“As you look at the development of cre-
ative industries in China, they also have
an interest in trying to protect intellectual
property. You've got some pretty good laws
in the books, they are adding criminal
penalties, and it’s a question of enforce-
ment.” —Ambassador Robert Zoellick,
US Trade Representative.'

Business Ethics
and Social Accountability

The concepts of corporate gover-
nance, ethics and social accountability
are not widely understood or accepted
in China. They are predominantly
Western imports that have yet to take
root in the country’s relatively new
socialist market economy.

Since the US passed the Sarbanes-
Oxley Act on corporate governance in
2002, things have slowly begun to
change. The legislation extends to over-
seas subsidiaries of US companies, part-
ners and local vendors. Not surprisingly,
the financial sector leads the charge,
with others trailing.

An increase in transparency should
reduce the number of bribes and kick-
backs, both common methods of win-
ning favours in China, and already
major issues for US companies under
the FCPA. Any company found to be in
breach of the FCPA is likely to suffer a
public relations disaster over and above
the legal ramifications.

Legal Situation

The legal system in China is chang-
ing for the better, but not as fast as
businesses want. On the upside, MNCs
are becoming more comfortable bring-
ing lawsuits and arbitration in China,
and Chinese companies who have been
damaged by IPR infringements are
also taking action. According to an
AmCham survey, 16% of US compa-
nies have taken legal action, and 39%
have taken administrative action. In
the major cities, dispute resolution
processes work fairly well, but in the
provinces appointed judges with little

I Hong Kong, February 19,2003

formal education implement laws as
they see fit.

Chinese authorities have drafted
some positive new regulations in recent
years, but implementation is spotty. As a
younger generation, often educated
abroad, takes over leading positions
within the Chinese government, imple-
menting international legal standards
and regulations will become easier. The
key to instituting change will lie with the
judiciary.

“It will get easier to do business in
mainland China, but it’s not like Hong
Kong or Singapore. There is a major
bureaucracy to deal with—business moves
fast, but the government moves slowly.”
Jay J. Hoenig, President, Hill &
; Associates, China

Looking Ahead
Among the last of China’s WTO com-

mitments, the financial services and
investments sector opening this
December will be a litmus test for major
change. With China nearing the end of
the WTO implementation process, for-
eign investors and government officials
of some of China’s main trade partners
have begun to call for market openings
not required by China’s WTO entry
agreement, such as lifting caps on foreign
investment in, or acquisition of, Chinese
banks. Similarly, telecom providers are
also seeking market access beyond the
limited scope required by China’s WTO
accession protocol. To date, PRC officials
have been reluctant to discuss such mar-
ket openings. Though Chinese officials
will likely abide by the letter of their
WTO agreement, recent announcements
indicate that they may try to boost
domestic companies at the expense of
foreign firms, possibly undercutting the
spirit of their WTO commitments.

| In the next 5 years, change is expect-
ed to be limited to large cities, such as
Beijing, Shanghai and Guangzhou.
Because China is such a large country,
improvement will come in “different
places at different paces.” China has

‘ opened up to the world, but it is not a
market driven economy yet!

To learn more, visit us at
www.hill-assoc.com.

‘ A\Hill & Associates
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China: The Balance Sheet:

What the World Needs to Know Now about the Emerging Superpower

By C. Fred Bergsten, Bates Gill, Nicholas R. Lardy,
and Derek Mitchell. New York: PublicAffairs, 20006.
224 pp. $25.00 hardcover.

t is time to worry about the current and future

state of US-China relations. Until recently,

US-China ties were just one of numerous key
bilateral links in the international system. With
the Soviet Union’s collapse and China’s rising sta-
tus, however, US-China ties have become the sin-
gle most important bilateral relationship in the
world. How they develop over
the next several decades will
determine much of the world’s
future.

This is the wise premise that
lies at the foundation of China:
The Balance Sheet, a useful
book written by analysts at the
Institute for International
Economics and Center for Strategic and International
Studies. C. Fred Bergsten, Nicholas Lardy, Bates Gill, and
Derck Mitchell argue that much of the world’s future
depends on whether the United States can “get China
right.” Misperceptions and unrealistic expecrations could
lead to US disappointment in China, and mutual hostility
could destabilize global politics, undermine the world's
economic growth, and complicate the search for effective
solutions to numerous international problems. “Pur
simply, the US-China relationship is too big to disregard
and too critical to misread,” they write. To help inform the
China debate, the authors have carefully crafted a highly
readable book that is suitable for undergraduate students,
businesspeople, politicians, and anyone else who seeks
sensible answers to many of the pressing questions related
to Chinass rise.

The book presents, with great balance, the problems and
prospects of four aspects of China: its economy, its society
and politics, its role in the international economy, and its
security and foreign policies. The book coherently and
concisely addresses sub-themes related to these topics, such
as the revaluation of the renminbi and the possibility of
military conflict across the Taiwan Strait, and emphasizes
how these developments affect the United States.

China’s leaders will remain consumed with managing a
host of domestic economic and social problems, the
authors write. Only one-seventh of the Chinese
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population has health insurance, and only 16
percent of the working population has pensions.
Income inequality, which is more serious in
China than in Bangladesh, India, and Indonesia,
will likely grow for another decade.

While some observers anticipate China's
collapse, the authors argue that the country is
likely to weather these storms. Robust economic
+ growth will raise incomes so that “it is unlikely
that rising relative income inequality alone will
become a major source of social unrest or a key

impediment to sustaining

The book offers a terrific discussion of  rapid economic growth.” In

the complexities of China’s international

economic relations, laymg to rest many  Party (CCP) has consistently

of the arguments that Chinese firms are
a threat to US economic growth.

addition, the authors argue
that the Chinese Communist

undertaken, and is
introducing, the reforms
needed to meet various
economic and social
challenges. The authors will likely be proven correct in
making this argument. After all, those who speak of the
CCP’s demise often forger that, between 1995 and 2000,
China laid off more than 30 million workers without
facing widespread social unrest.

The authors assert that China must liberalize its political
system to help ensure domestic stability. At the same time,
however, they also note that Americans must “be informed
by realistic expectations” and be prepared to deal with a
CCP-led China for ar least the medium term. In this
regard, the United States would do well to expand
government-to-government and citizen-to-citizen
exchanges, the authors write.

The book offers a terrific discussion of the complexities
of China’s international economic relations, laying to rest
many of the arguments that Chinese firms are a threat to
US economic growth and convincingly demonstrating that
China’s growth is good for the United States. For example,
the book notes that from 2000 to 2005, US exports to
China grew almost 160 percent, while US exports to the

Continued on page 87

David Zweig is chair professor in the Division of Social Science and
director of the Center on China’s Transnational Relations at the Hong
Kong University of Science and Technology. His most recent book is
Internationalizing China: Domestic Interests and Global Linkages.
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China CEOQO:

Voices of Experience from 20 International Business Leaders

By Juan Antonio Fernandez and Laurie Underwood.
Singapore: John Wiley & Sons (Asia) Pre Ltd., 2006.
324 pp. $19.95 paperback.

ike many books on doing business in China,

China CEO analyzes the key operational

challenges that foreign companies face in the
Middle Kingdom. The authors, Juan Antonio
Fernandez, an associate professor of management
at the China Europe International Business
School, and Laurie Underwood, the director of
Communicartions and
Publications at the American
Chamber of Commerce-
Shanghai, also offer suggestions
on how to tackle those prob-
lems. For example, in the chap-
ter on human resources, they
observe that because Chinese
employees expect rapid career
advancement, companies unable to meet their employees’
high expectations risk losing talented workers. To mitigate
this problem, Fernandez and Underwood note, companies
should not be afraid of promoting workers to positions for
which they are not ready. Chinese employees’ ambitions can
actually motivate them to overcome the steep learning curves,
benefiting both themselves and the firm. The authors also
emphasize flexibility and creativity in developing job titles.
For example, managers could give employees a “mini-promo-
tion” by upgrading their Chinese, but not English, title.

As suggested by the book’s subtitle, what distinguishes
China CEO from many other books on the market is the
impressively deep pool of knowledge that the authors draw
upon. China CEQ weaves together insights that the
authors gathered from interviews of nearly 30 seasoned
China hands, including the China operations managers of
leading US, European, and Japanese companies and
several China-based consultants. The firms, which have
been in China for more than 26 years on average, include
Microsoft Corp., General Electric Co. (GE), Carrefour
SA, and Royal Philips Electronics NV, and the managers
interviewed collectively have more than 100 years of
experience in China.

The authors appear to have put their own backgrounds
as a teacher and a business editor, respectively, to good use,
making China CEO a highly readable and digestible book.
The format of China CEO is friendly to the busy

businessperson who may not have time to read
the book in a single sitting. Each chaprer is
broken into short sections complemented by
diagrams and charts. In addition, vignette-like
sidebars provide interesting background
information, as do case studies thar illustrate the
experiences of specific companies. Finally, the
concluding section of each chapter succinctly
synthesizes the chapter’s main ideas, and the final
chaprter of the book, essentially an executive
summary of China CEO, provides a helpful
review of all of the book’s

The bulk of the analysis in China CEQ  suggestions.
will benefit managers who are new to
China and unfamiliar with the country,
its business culture, and the common
obstacles facing foreign companies.

The bulk of the analysis in
China CEO will benefit
managers who are new to
China and unfamiliar with
the country, its business
culture, and the common
obstacles facing foreign
companies. Indeed, the authors often appear to assume that
readers have little or no prior experience in or knowledge of
China. Certain segments of the book, for example, go to
great lengths to explain the meaning of guanxi and the
significance of “face” in managing relationships with
Chinese partners. The book also includes a chapter on
adapting to life in China, which is obviously geared toward
expatriates new to China.

China CEO may nevertheless provide a good sounding
board for experienced China operations managers, who
can use the insights contained in the book to examine
their own approaches to various aspects of doing business
in China. For example, useful lessons may be drawn from
the book’s discussion of the decisions of Microsoft and GE
to locate critical research and development operations in
China, even though consultants generally warn of the risks
of doing so in light of China’s poor record in protecting
intellectual property rights.

Navigating a market as large, complex, and rapidly
changing as that of China can be daunting. China CEO, a
book that successfully distills key lessons learned from a
wealth of experience, is well worth a read.

Victorien Wi is assistant editor of the CBR.
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Oracle Bones:

A Journey Between Chinas Past and Present

By Peter Hessler. New York: HarperCollins &
Publishers, Inc., 2006. 514 pp. $26.95 hardcover. ‘

magine yourself standing in the nooks and

crannies of Beijing’s ancient Autongs, or alley-

ways, with your moleskin pad, chronicling
daily life as it unfolded before you for five years.
Undoubtedly, you would meet unusual characters
that provide lively anecdotes about scenes of
Chinese life. Peter Hessler, the Beijing correspon-
dent for the New Yorker, has managed to do just
that in gathering a compendi-
um of compelling human-
interest stories from China
into his book Oracle Bones.

Partly mystical, partly
political, and always for
divination, oracle bones are
turtle shells thar are
emblematic of ancient China
and that were used during
rituals to predict the future.
The use of these bones in
China ceased more than two millennia ago, but the title
of the book suggests that Oracle Bones may well be
Hessler's vision of China’s present and furure: a society
transitioning to modernity at breakneck speed and
infused with uncertainty.

Hessler has a knack for uncovering unique stories that
rarely make their way to the front page of major US
newspapers. For example, the lead story in Oracle Bones
is a tale of an ethnic Uighur operating on the fringes of
Beijing’s expatriate community as a money changer-cum-
middleman. Polat, Hessler’s pseudonym for his real-life
Uighur friend, is a study of the fissures in Chinese
society between the haves and have-nots and the ethnic
tensions that percolate beneath the surface.

Hessler’s stories are sprinkled with seemingly
innocuous trivia, bur, in fact, these data have larger social
implications. For instance, in the chapter “Starch,”
Hessler brings to life his encounter with Mr. Guo, the
vice chief engineer of the Jilin Petrochemical Design and
Research Institute. The reader learns that “In China, 40
percent of the cornstarch production was used to make
MSG, whereas in the United States, 60 percent of the
cornstarch was used to make artificial sweeteners.” By
providing these statistics, Hessler cleverly highlights

86  September-October 2006 chinabusinessreview.com

Oracle Bones may well be Hessler’s vision
of China’s present and future: a society
transitioning to modernity at breakneck ~ in China is not only an affair

speed and infused with uncertainty.

some of the differences between the two
societies in health and food habits.

In “Wonton Western,” by far the most
interesting chapter in the book, Hessler takes
the reader onto the set of Warriors of Heaven
and Earth, the much-acclaimed film abourt two
Tang Dynasty warriors who work together to
protect fragmentary remains of Buddha’s bones,
which are imbued with unworldly powers. On
location in western Xinjiang, Hessler
interviewed Jiang Wen, the famous Chinese
actor who plays the main
protagonist. Together, the
interview and the other
materials that Hessler weaves
together in the chapter make
clear that producing movies

of the heart, but also an
affair of the state.
Filmmakers must be
conscientious about
censorship—as Jiang learned
when he directed his own movie, Devils on the Doorstep,
which earned the Grand Prix at Cannes but was banned
in China.

Readers of Hessler’s pieces in the New Yorker know
that his strength is in pithy reportage of unusual
Chinese events, often with a twist of humor and irony.
Thus, it may not be surprising that Oracle Bones never
really finds its cadence and is, instead, often stuck in a
literary staccato, as abrupt endings and beginnings
punctuate the narratives. Overall, though, the parts are
greater than the sum, with certain entertaining chapters
carrying the weight of the book. Readers interested in a
travelogue of China over the past half decade will
certainly find something to enjoy in Oracle Bones.

Mark T. Fung travels regularly to Beijing, representing US firms and
advising on financial and environmental projects. He recently completed
his PhD at the Paul H. Nitze School of Advanced International Studies
at the Johns Hopkins University.
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China: The Balance Sheet:

What the World Needs to Know Now about the Emerging Superpower

Continued from page 84

rest of the world rose by only 16 percent. During that
period, China accounted for roughly 25 percent of total
US export growth. Thus, the authors argue, it is hard to
contend that China is closed to US products. Moreover,
though Chinese wages are about one-thirtieth of US
wages, Chinese labor productivity is also one-thirtieth of
US productivity. Americans should not panic about
China’s economic rise. In capital-intensive sectors, the
United States will maintain its comparative advantage for
the foreseeable future, the authors say.

Also, contrary to some assertions, China is not
becoming a technological threat. Ninety-one percent of
advanced technology products that the United States
imports from China are in the information and
communication realm, of which the vast majority are
notebook computers, display screens, DVD players, and
mobile phones. Hardly advanced technology, these
consumer electronic products are often assembled in
China from parts imported from the rest of East Asia,

A Message from the US Secretary of Commerce

Continued from page 26

economic policies. Thus, we must not succumb to protec-
tionist pressures. We must continue to affirm our commit-
ment to free and fair trade. China, for its part, must embrace
its new role as a leading international trade partner by prac-
ticing trade and economic policies that promote the core
principles of free and fair trade. Although serious obstacles
remain, | am optimistic that we will continue to build upon
past progress. I look for further advancement on issues
through the Joint Commission on Commerce and Trade
(JCCT). The JCCT provides a constructive bilateral forum
for building strong trade ties, benefiting both the American
and Chinese people. Indeed, the global economy is being
driven by dynamic growth in the United States and China.

Developing sound and strong trade relationships between
countries requires much more than government-to-govern-
ment dialogue. The role of the USCBC in organizing,
informing, advising, and serving the US business community
engaged in trade and commerce with China is invaluable to
this relationship. I cannot think of a greater compliment
than to say that if the USCBC did not exist, we would have
to create it.

I thank the USCBC for its contribution to furthering US-
China commercial relations. I look forward to reading this
special issue of the China Business Review.

giving China the benefit of increased employment but not
the advantage of massive technology transfers.

Finally, the authors argue that concerns with domestic
problems will afford China litcle time for military
expansion, other than developing the military capability to
challenge US intervention in a Taiwan conflict. The
authors nevertheless recognize that China could engage in
a broader, global military agenda. So, Washington must
deflect Chinese strategic behavior that could threaten US
national interests. Meanwhile, as China still does not
present any global military challenge, the United States
must convince Beijing that it seeks to neither divide China
nor turn it into a mirror image of the West.

In the authors’ eyes, the world’s future deeply depends
on good US-China relations. Fortunately, murual hostility
is not carved into stone, and sustained efforts on both
sides can prevent a future confrontation. By drawing
China further into international regimes, the United States
can influence whether China evolves into a serious threat
or becomes a key partner in managing the world.

Retrospect and Prospect: US-China Business
Relations on China's Fifth WTO Anniversary

Continued from page 39

tions, USCBC and the China Council for the Promotion of
[nternational Trade (CCPIT) have together witnessed
China’s journey of opening and reform and economic devel-
opment and China’s voyage into the WTO.

Over the five years since China joined the WTO,
USCBC and CCPIT have joined forces to develop a num-
ber of creative programs to help the Chinese business com-
munity understand, learn, and use WTO rules and to pro-
mote the two nations to resolve differences and cooperate
for mutual benefit under the WTO framework. We will
ceaselessly devote more efforts to continue to build healthy
and stable economic and trade relations between China and
the United States.
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Sales and Investment

May 16—July 15, 2006

The following listings contain information from recent press reports of business contracts and negotiations exclusive of those listed
in previous issues. For the most part, the accuracy of these reports is not independently confirmed by the CBR. Firms whose sales
and other business arrangements with China do not normally appear in press reports may have them published in the CBR by
sending the information to the attention of the editor.

Advertising, Marketing &
Public Relations

INVESTMENTS IN CHINA

GroupM, a wholly owned
subsidiary of WPP Group plc (UK)
Purchased a 49% stake in Hua
Yang Lian Zhong Advertising Co.
(Beijing). 05/06.

Agriculture

CHINA'S EXPORTS

China Agritech Inc. {Beijing)
Will provide 300 tons of Tailong
liquid fertilizer to Russia and
Kyrgyzstan. $3.75 million. 07/06.

Automotive

CHINA'S
INVESTMENTS ABROAD

Lutsk Motor Plant
{Ukraine)/Dongfeng Motor Corp.
(Hubei)

Will jointly build a plant in
Ukraine to manufacture trucks.
07/06.

Nanjing Automobile (Group)
Corp. (Jiangsu)

Will establish a factory in
Oklahoma to manufacture the
MG Rover automobile. 07/06.

INVESTMENTS IN CHINA

Dongfeng Peugeot Citroen
Automobile Co., Ltd., a joint
venture between PSA Peugeot
Citroen (France) and Dongfeng
Motor Corp. (Hubei)

Will build a new plant in Hubei
to produce 150,000 sedans
annually by 2009. 07/06.

China Motor Corp. (Taiwan),
DaimlerChrysler AG (Germany)
Will form joint venture, tenta-
tively named China Chrysler
Automobile Sales Co., to sell
Dodge sedans in China. 06/06.

Tonda Electric Ltd. (Hong
Kong)/China Automotive
Systems, Inc. (Hubei)

Will form joint venture, Wuhan
Jielong Electric Power Steering
Co., Ltd., to manufacture electric
power steering systems and com-
ponents in Hubei. (Hong
Knngzl ‘5'52!-(:}1in.1:85(!i)). 06/06.

IkarusBus International, a unit of
Ikarus Holding Co., Ltd.
(Hungary)/Datong Hongye
Investment Holding (Shanxi)
Will form joint venture in
Shandong to manufacture Tkarus
buses. $30 million.
(Hungary:49%-China:51%).
05/06.

OTHER

Shanghai General Motors Co.,
Ltd.

Signed an agreement with Saab
Automobile AB, a subsidiary of
General Motors Corp., for the
rights to import and sell Saab 95
automobiles. 07/06.

Aviation/Aerospace

CHINA'S IMPORTS

Airbus SAS (France)

Will provide 50 A320 aircraft to
China Southern Airlines Co.,
Led. $3.3 billion. 07/06.

Airbus SAS (France}

Will provide 30 A320 aircraft to
China Eastern Airlines Corp.,
Lid. $1.7 billion. 07/06.

Plastic Fabricating Co., Inc. (US)
Won contract from Shenyang
Aircraft Corp. to provide com-
posite and metal pancls for the
Boeing 787 Dreamliner’s vertical
fin. $20.5 million. 05/06.
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CHINA'S
INVESTMENTS ABROAD

Air China Ltd. (Beijing)

Will purchase the remaining
31.6% stake in China National
Aviation Co., Lid. $414.5
million. 06/06.

INVESTMENTS IN CHINA

The Boeing Co. (US)/Shanghai
Airlines Co., Ltd., Shanghai
Airport Authority

Established aircraft maintenance
joint venture, Boeing Shanghai
Aviation Services Co. (US:60%-
China:40%). 06/06.

OTHER

Airbus SAS (France)

Received approval from the PRC
government to build an aircraft
assembly plant in Tianjin. 06/06.

Dahlia Investment, a unit of
Temasek Holdings Pte Ltd.
(Singapore), Singapore Airlines
Cargo Pte Ltd./China Great Wall
Industry Corp. (Beijing)

Started operations for their air
cargo joint venture, Grear Wall
Airlines. 06/06.

Thai Airways International
Public Co., Ltd. (Thailand)
Signed MOU with Shanghai
Airlines Co., Ltd. for commercial
cooperation and code-sharing.
06/06.

Banking & Finance

INVESTMENTS IN CHINA

Australia and New Zealand
Banking Group Ltd. (Australia)
Acquired 20% stake in Tianjin
City Commercial Bank. $113
million. 07/06.

Compiled by Andrew Bagnell

Ace Honest Group Ltd., Pearl
Bright Holdings Ltd. (UK)/SASAC
Qinghai branch

Began operations at their joint
venture, Qinghai Investment
(Group) Co., Ltd. (UK:60%-
China:40%). 06/06.

International Finance Corp., the
private sector arm of the World
Bank Group, Rabobank Group
{the Netherlands)

Will jointly purchase 10% and
4.9% stakes, respectively, in the
United Rural Cooperative Bank
of Hangzhou. $12.5 million.
06/06.

ABN AMRO Holdings NV (the
Netherlands)/China Galaxy
Securities Co., Ltd. {Beijing)
Will form first futures joint ven-
ture in China. $6.2 million. (the
Netherlands:40%-China:60%).
05/06.

Bank of Tokyo-Mitsubishi UFJ
(Japan)

Will acquire a 0.2% stake in
BOC. $180 million. 05/06.

OTHER

China UnionPay Co., Ltd.
{Shanghai)

Entered partnership with
PaySquare BV, which will become
the exclusive provider of China
UnionPay credit cards in the
Netherlands. 07/06.

ABN AMRO Holdings NV {the
Netherlands)/Haitong Securities
Co., Ltd. (Shanghai)

Signed MOU to jointly develop
securitization, corporate financial
advisory, and cross-border capiral
raising businesses. 06/06.

Banca Lombarda e Piemontese
SpA (ltaly)/Guodu Securities Co.,
Ltd. (Guangdong), Pingdingshan
Mining (Group) Co., Ltd. (Henan)
Received approval from CSRC to
form joint venture, Sino-Euro



China Business

Fund Management Co., Lid. $15
million. (Italy:49%-China:51%).
06/06.

The Export-Import Bank of China
(Beijing)

Will provide Uzbekistan with
$397 million in preferential
export credit. 06/06.

Chemicals, Petrochemicals
& Related Equipment

CHINA'S IMPORTS

Pressindustria SpA (lItaly)

Will provide the rights to use and
transfer PI butyl rubber technolo-
gy to Sinopec. 06/06.

Shaw Stone & Webster, a unit of
the Shaw Group, Inc. (US)

Won two contracts to provide
technology for Dushanzi
Petrochemical Co.’s, a subsidiary
of PetroChina, styrene and poly-
styrene plants. $50 million. 05/06.

INVESTMENTS IN CHINA

Atanor SA (Argentina)/Anhui
Huaxing Chemical Industry Co.,
Ltd.

Will establish joint venture,
Anhui Huaxin Atanor Chemical
Co., Ltd. (Argentina:50%-
China:50%). 07/06.

BASF Aktiengesellschaft
(Germany)

Will increase investment in the
Yangzi-BASF petrochemical proj-
ect, a joint venture with Sinopec.

$500 million. 07/06.

Hanbang Petrochemical Co., Ltd.
(Hong Kong)/Jiangyin Chengxing
Industrial Group Co. (Jiangsu)
Will form joint venture to pro-
duce purified terephthalic acid in
Jiangsu. (Hong Kong:15%-
China:85%). 07/06.

Air Products and Chemicals, Inc.
(US)

Will build an air separation plant
in Hebei to supply Tangshan Guo
Feng Steel Co., Lid. and
Tangshan Fu Feng Steel Co., Lid.
with gaseous oxygen, nitrogen,
and argon. 06/06.

Degussa (China) Co., Ltd., a
subsidiary of Degussa AG
(Germany)/Lynchem Co., Ltd.
(Liaoning)

Established joint venture,
Degussa Lynchem Co., Lid., to
produce custom-manufactured
fine chemicals. (Germany:51%-
China:49%). 06/06.

The Dow Chemical Co. (US)
Will expand its petrochemical
production facility in Jiangsu.
$200 million. 06/06.

The Valspar Corp. (US)
Purchased an 80% stake in
Guangdong-based Huarun Paints
Holdings Co., Ltd. $290 million.
06/06.

OTHER

Ciba Specialty Chemicals
Holding AG (Switzerland)
Reached agreement with Jiangsu
Feiya Chemical Co., Ltd. under
which Feiya will construct a facil-
ity outside of Shanghai to manu-
facture alkylated diphenyl amines
and Ciba will exclusively market

all products manufactured.
06/06.

Nano Chemical Systems
Holdings Inc. (US)/Benchmark
China Ltd.

Signed contract under which
Benchmark will open an office in
Guangzhou to test Nano
Chemical Systems proprietary
industrial products. 06/06.

Distribution, Logistics
& Related Services

CHINA'S IMPORTS

Danzas ZF Freight Agency Co.
Ltd., a subsidiary of DHL Global
Forwarding (US)

Will provide transportation serv-
ices for the China Nuclear Power
Engineering Co.’s Ling Ao
nuclear power station project.
$600 million. 06/06.

INVESTMENTS IN CHINA
ProLogis (US)

Will construct four distribution
facilities totaling 97,547 m’ in

the Beijing Airport Logistics Park.

$37.3 million. 05/06.

OTHER

YCH Group Pte Ltd. (Singapore)
Signed MOU with Shanghai
Lingang International Logistics
Development Co., Lid. to devel-
op the YCH DistriPark and build
a dangerous-goods storage facility
in the Yangshan Free-Trade Port
Area. 07/06.

BioMachines, Inc. (US)

Signed exclusive distribution
agreement with Beijing-based
CapitalBio Corp. 06/06.

Electronics,
Hardware & Software

CHINA'S IMPORTS

China Expert Technology, Inc.

(Hong Kong)

Will construct the second phase

of an e-government system for

Nanan City, Fujian, $19 million.
71006,

SumTotal Systems Inc., HP
Education Services (US)
Provided licenses to Liaoning
Mobile Communication Co.,
Led., a subsidiary of China
Mobile, for software that teach
employees job skills and about
compliance issues. 06/06.

Tektronix, Inc. (US)

Will supply K1297-G20 protocol
tester and K15 protocol analyzer
to the China Academy of
Telecommunication Research, a
division of MII, for 3G network
environment testing. 06/06.

CHINA'S
INVESTMENTS ABROAD

SVA (Group) Co., Ltd. (Shanghai)
Opened television manufacturing
plant in Bulgaria. $1.17 million.

06/06.

INVESTMENTS IN CHINA

B&B Group Holdings, Ltd. (Hong
Kong)/Guangzhou Latech
Computer Technology Co., Ltd.
(Guangdong)

Will form joint venture to devel-
op, manufacture, and sell com-
puter software, integrate comput-
er software and hardware systems,
and provide computer-related
technical service for the sports

Abbreviations used throughout text: ABC: Agricultural Bank of China; ADB: Asian Development Bank; ASEAN: Association of Southeast Asian Nations; ATM: automated reller machine:
AVIC Tand 1I: China Aviation Industry Corp. I and II; BOC: Bank of China; CAAC: General Administration of Civil Aviation of China; CATV: cable television; CBRC: China Banking
Regulatory Commision; CCB: China Construction Bank; CCTV: China Central Television: CDB: China Development Bank: CDMA: code division multiple access; CEIEC: China National
Electronics Import and Export Corp.; China Mobile: China Mobile Communications Corp.; China Netcom: China Netcom Corp. Ltd.; China Railcom: China Railway Communications Co.,
Ltd;; China Telecom: China Telecommunications Group Corp.: China Unicom: China United Telecommunications Corp.; CIRC: China Insurance Regulatory Commission; CITIC: China
International Trust and Investment Corp.; CITS: China International Travel Service; CNOOC: China National Offshore Ol Corp.; CNPC: China National Petroleumn & Gas Corp.; COFCO:
China National Cereals, Oils, and Foodstuffs Import and Export Corp.; COSCO: China Ocean Shipping Co.; CSRC: China Securities Regularory Commission; DSL: digital subscriber line;
FTDZ: economic and rechnological development zone; GSM: global system for mobile communication; GPS: global positioning system: ICBC: Industrial and Commercial Bank of China;
IT: information technology; LNG: liquified natural gas; Mll: Ministry of Information Industry; MOFCOM: Ministry of Commerce; MOU: memorandum of understanding; NA: not avail-
able; NDRC: National Development and Reform Commission; NORINCO: China North Industries Corp.; PAS: personal access system; PROC: People’s Bank of China; PeeroChina: PetroChina
Co., Ltd.; RMB: renminbi; R&D: research and development; SARFT: State Administration of Radio, Film, and Television; SASAC: State-owned Assets Supervision and Administration
Commission; SEZ: special economic zone; SINOPEC: China National Petrochemical Corp.; SINOTRANS: China National Foreign Trade Transportation Corp.; UNDP: United Nations
Development Program; SME: small and medium-sized enterprise; WFOE: wholly foreign-owned enterprise

chinabusinessreview.com  September—October 2006 89



China Business

lottery industry. (Hong
Kong:51%-China:49%). 06/06.

Intel Capital, a subsidiary of Intel
Corp. (US)

Made investments in Shanghai-
based Montage Technology Co..
Ltd. and Winking Entertainment
Ltd., and Beijing-based Star
Softcomm Pte Ltd. 06/06.

LG.Philips LCD Co., Ltd. (South
Korea)

Will build LCD module plant in
Guangzhou. 06/06.

SAP AG (Germany)

Will purchase a 3% stake in
Neusoft Group Co., Ltd. $12.8
million. 05/06.

Energy & Electric Power

CHINA'S EXPORTS

Xinjiang Tebian Electric
Apparatus Stock Co., Ltd.

Signed contracts with Barki Tojik
State Holding Co. to build two
overhead transmission power lines
in Tajikistan. $339 million.
06/06.

CHINA'S IMPORTS
ABB Ltd. (Switzerland)

Will supply power equipment to
Tianjin Power Co. $33 million.
06/06.

CHINA'S
INVESTMENTS ABROAD

SinoHydro Corp. (Beijing)

Signed an agreement with the
Electricity Generating Authority
of Thailand to build a hydropow-
er station on the Salween River in
Myanmar. $1 billion. 06/06.

INVESTMENTS IN CHINA

Gamesa Edlica SA, a unit of
Gamesa Corporacion
Tecnoldgica SA (Spain)

Will supply and operate 58 wind
turbines for Datang Jilin
Resourceful New Energy Power

Co., Lid. $32.7 million. 06/06.

Environmental
Equipment & Technology

INVESTMENTS IN CHINA

PACT Asia Pacific Ltd., a
subsidiary of Euro Tech Holdings
Co., Ltd. {Hong Kong), PACT
Engineering FZC (United Arab
Emirates)/Wuxi TONTAN
Environmental Engineering Co.,
Ltd. (Jiangsu)

Will form joint venture in
Jiangsu to manufacture water and
wastewater rreatment t‘(]Ll.lpITlEI'l[.
(Hong Kong:51%-UAE:19%-
China:30%). 07/06.

The Dow Chemical Co. (US)

Will acquire the water treatment
company, Zhejiang-based Omex
Environmental Engineering Co.,

Led. 06/06.
Food & Food Processing

CHINA'S IMPORTS

Waters Corp. (US)

Will provide the China
Municipal Center for Discase
Prevention and Control, the
Beijing Municipal Center for
Disease Prevention and Control,
and the Chinese Academy of
Sciences with environmental
compliance equipment and train-
ing for food safety and analysis.
06/06.

INVESTMENTS IN CHINA

JHS Holding Pte Ltd., a unit of
Super Coffeemix Manufacturing
Ltd. (Singapore)

Will establish joint venture to
pr(\duc(‘ Vinr.‘gﬂr, sauces, ﬂl’]d
other condiments. $25 million.
(Singapore:49%-China:51%).
07/06.

Kiwa Bio-Tech Products Group
Corp. (US)/Tianjin Challenge
Feed Co.

Will form joint venture to manu-
facture and marker bio-feed prod-
ucts. (US:80%-China:20%).
07/06.
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Danone Asia Pte Ltd., a unit of
Group Danone (France)
Received approval from SASAC
to purchase an additional 8.46%
stake in Shanghai-based Bright
Dairy & Food Co., Ltd.
(France:20.01%-China:79.99%).
06/06.

Fonterra Cooperative Group Ltd.
(New Zealand)/Shijiazhuang San
Lu Group Co., Ltd. (Hebei).

Will form joint venture to pro-
duce dairy products, (New
Zealand:43%-China:57%).
06/06.

Suntory Ltd. (Japan)

Will purchase the Shanghai oper-
ation of Foster’s Group. 06/06.
Whitbread plc (UK)/Jiangsu
Yueda Group Co., Ltd.

Will form joint venture to open

300 Costa cafés in Eastern China.

06/06.
Forestry, Timber & Paper

CHINA'S IMPORTS

Rayonier, Inc. (US)

Signed five-year contract to sup-
ply cellulose fibers to Nantong
Cellulose Fibers, Co., Ltd., a sub-
sidiary of China National
Tobacco Corp. $500 million.
07/06.

INVESTMENTS IN CHINA

CVC Asia Pacific, a joint venture
between Citigroup Inc. (US) and
CVC Capital Partners Ltd. (UK)
Will purchase a 30% stake in
Shandong Chenming Paper
Holdings Ltd. $624.8 million.
05/06.

Insurance
INVESTMENTS IN CHINA

Great Eastern Life Assurance
Co., Ltd., a wholly owned
subsidiary of Great Eastern
Holdings Ltd. (Singapore)/
Chongging Land Properties
Group

Formed joint venture, Great
Eastern Life Assurance (China)
Co., Ltd. (Singapore:50%-
China:50%). 06/06.

Jardine Lloyd Thompson Group
plc (UK)

Will form insurance and reinsur-
ance brokerage joint venture, JLT
Lixin Insurance Brokers Co.,
Lid., in Guangzhou. (UK:51%-
China:49%). 05/06.

Willis Group Ltd. (UK)

Won construction and marine
cargo business at the Fujian
Refining and Ethylene Project.
05/06.

OTHER

American International
Assurance Co., Ltd., a subsidiary
of American International Group,
Inc. (US)

Received CIRC approval to sell
single group insurance. 05/006.

Motors Insurance Corp., a
subsidiary of GMAC Insurance
Holdings, Inc. (US)

Received CIRC approval to open
a representative office in
Shanghai. 05/06.

Light Industry/Manufacturing
INVESTMENTS IN CHINA

Tubular Investment Co., Ltd., a
unit of the Murugappa Group
(India)

Established its first wholly owned
subsidiary in China, Tubular
Precision Products Co., Ltd., in
Suzhou, Jiangsu. $8.05 million.
07/06.

International Finance Corp., the
private sector arm of the World
Bank Group, Scion Capital LLC
(US)

Purchased a 19.7% stake in
Zhejiang Glass Co., Lid. 06/06.

Lianyungang Zhaoling Abrasives
Co., Ltd. (Jiangsu), a joint
venture between Showa Denko
K.K. and the Mitsubishi Corp.
{Japan)

Began production of ceramic abra-
sives at its Jiangsu plant. 06/06.

Wuxi Seamless 0il Pipe Co., Ltd.,
a subsidiary of UMW Holdings
Bhd. (Malaysia)/Jiangsu Fangli
Pipe Co., Ltd.

Will form joint venture to pro-
duce and sell seamless steel pipes.
$4.5 million. 06/06.
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Machinery & Machine Tools
INVESTMENTS IN CHINA

Mitsubishi Heavy Industries, Ltd.
(Japan)/Beiren Printing
Machinery Holdings Ltd.
(Beijing)

Established joint venture, Beijing
Mitsubishi Heavy Industries
Beiren Printing Machineries Co.,
Ltd., to manufacture and sell
sheet-fed printing machinery.
(Japan:51%-China:49%). 06/06.

OTHER

Brazilian Association of
Industrial Machinery and
Equipment

Will open a trade office in Beijing
to help strengthen bilateral trade
relations. 06/06.

Media, Publishing
& Entertainment

CHINA'S
INVESTMENTS ABROAD

China Mobile (Beijing)

Will purchase a 20% stake in
Phoenix Satellite Television
Holdings Ltd., a unit of News
Corp. $185 million. 06/06.

INVESTMENTS IN CHINA

AGA Resources, Inc. (Canada)
Gained a 51% stake in Triumph
Research Lid.’s media and enter-
tainment joint venture with
Beijing Tangde International Film
and Culture Co., Ltd.
(Canada:51%-China:49%).
06/06.

Sequoia Capital (US)/Hunan
Greatdreams Cartoon Media Co.,
Ltd.

Will form joint venture to sell
cartoon derivative products. $7.5
million. 05/06.

Medical
Equipment & Devices

CHINA'S IMPORTS

BSD Medical Corp. (US)
Will provide six BSD-2000 can-
cer treatment systems to Dalian

Orientech Co., Ltd. 06/06.

CHINA'S
INVESTMENTS ABROAD

Analytica, Ltd. (Australia), J&J
Stamina Enterprises Co., Ltd.
(Taiwan)/Zhejiang Lingyang
Medical Apparatus Co., Ltd.
Formed joint venture in Hong
Kong to manufacture Analyrtica’s
constant flow auto burette and
retractable needle and syringe
technologies. 05/06.

INVESTMENTS IN CHINA
Bio-Bridge Science, Inc. (US)

Completed construction of
research and manufacruring facili-
ty in Beijing for vaccine products.
05/06.

Metals, Minerals & Mining
CHINA'S IMPORTS

VoestAlpine
Industrieanlagenbau (Austria), a
unit of Siemens AG (Germany)
Will provide slab caster to
Shangdong-based Ji'nan Iron &
Steel Group Corp. $15.2 million.
07/06.

CHINA'S
INVESTMENTS ABROAD

China Machine Building
International Corp. (Beijing)
Signed MOU with Ele Resources
and Wankie Colliery Co., Lid. of
Zimbabwe to mine coal and
build two coal-fired electricity
stations in Zimbabwe. $1.3 bil-
lion. 06/06.

Zijin Mining Group Co., Ltd.
{Fujian)

Will acquire the Hong Kong-
based China Gold Development
Group. $20.1 million. 06/06.

INVESTMENTS IN CHINA

Everbest Century Holdings Ltd.
(Hong Kong)

Will buy controlling stakes in
three coal mines in Henan. $57
million. 07/06.

ThyssenKrupp AG (Germany)
Will build a new hot-dip galva-
nizing line with Angang New
Steel Co., Lid. in Liaoning, $150
million. 07/06.

Wire Rope Corp. of America, Inc.

(US)/Wuhan Iron and Steel
(Group) Corp. (Hubei)

Will form joint venture, WISCO
WRCA Co., Ltd., to build a fac-
tory in Hubei to produce wire
rope. $100 million. 07/06.

Carborundum Universal Ltd.
(India)/Jingri Diamond Industrial
Co., Ltd., China Exploration and
Engineering Bureau (Beijing)
Will form joint venture, Jingri
CUMI Super Hard Metal Co.,
Ltd., in Beijing. 06/06.

OTHER

Shang Luo City Zhongbei
Minerals and Metal
Development Co., Ltd., a joint
venture between South China
Resources plc (UK) and Shaanxi
Zhongbei Mining Development
Co., Ltd.

Received business and new explo-

ration licenses for its Danfeng
copper molybdenum project in

Shaanxi. 07/06.

Petroleum, Natural
Gas & Related Equipment

CHINA'S
INVESTMENTS ABROAD

Sinopec (Beijing)

Will purchase TNK-BP, Ltd.’s
Udmurtneft unit. $3.5 billion.
06/06.

INVESTMENTS IN CHINA

Royal Dutch Shell plc (the
Netherlands), Sasol Ltd. (South
Africa)/Shenhua Ningxia Coal
Industry Co., a subsidiary of
ShenHua Group Co., Ltd.
(Beijing)

Will form joint venture to build
two coal liquefaction plants in
northwest China. $12 billion.
07/06.

Trico Marine Services Inc.
(US)/China Oilfield Services Ltd.
(Beijing)

Formed joint venture, Eastern
Marine Ltd., to provide services
for offshare oil and gas explo-
ration, production, and construc-
tion-related projects in Southeast
Asia. (US:49%-China:51%).
07/06.

Chinese People Gas Holdings
Co., Ltd. (Hong Kong)/Xi'an
Yanliang District Natural Gas Co.
(Shaanxi)

Will form nartural gas joint ven-
ture. $5.3 million. (Hong
Kong:70%-China:30%). 06/06.

Newbridge Capital Group LLC
{US)/Xinjiang Guanghui Liquefied
Natural Gas Development Co., a
subsidiary of Xinjiang Guanghui
Industry Co., Ltd.

Formed joint venture to finance
projects in Xinjiang. (US:25%-
China:75%). $33.8 million.
05/06.

OTHER
BG Group plc (UK)

Signed production sharing con-
tracts with CNOOQOC for two
deepwater blocks in the western
South China Sea and an agree-
ment for a geophysical survey of a
block in the castern South China
Sea. 06/06.

General Electric Co. (US)

Signed MOU with PetroChina
for strategic cooperation in petro-
leum equipment manufacturing,
R&D, and petrochemical and
natural gas products and service
support. (06/06.

Pharmaceuticals

INVESTMENTS IN CHINA

AMDL, Inc. (US)

Will purchase Jade
Pharmaceutical, Inc. and its two
wholly owned subsidiaries,
Jiangxi Jiezhong Jade Bio-
Chemistry Pharmacy Co., Ltd.
and Yangbian Yigiao Bio-
Chemistry Pharmacy Lid. of
China. 05/06.

AstraZeneca plc (UK)
Will build research facility in
China. $100 million. 05/06.

Ports & Shipping
CHINA'S EXPORTS

Baoshan Iron & Steel Co., Ltd.
(Shanghai)

Won contract from Nippon
Yusen Kabushiki Kaisha for the
transport of iron ore from
Australia for 12.5 years, 07/06.
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China Business

Chengxi Shipyard (Jiangsu)

Will provide an ocean-going self-
unloading forebody to Canada-
based Algoma Central Corp. for a
Panamax tanker. $45 million.
06/06.

Jiangmen Shipyard (Jiangsu)
Will provide two very large crude
carriers and two sister ships to
Frontline Ltd. $440 million.
06/06.

CHINA'S IMPORTS

China Shipping Development Co.,
Ltd. (Hong Kong)

Sold three ships to Yangpu Zhong
You Hua Yuan Shipping Co.,
Ltd., one to Nanjing Heng Shun
Da Shipping Co., Lid., and one
to Xinhui Gujing Qile
Shipbreaking and Steel Co., Ltd.
$5.2 million. 07/06.

Orient (Tianjin) Corrosion
Engineering Ltd., a joint venture
of Orient Resource Holdings Ltd.
(Australia)

Will undertake a corrosion pro-
tection project at berths 3 and 4
in Tianjin. 06/06.

INVESTMENTS IN CHINA

Nippon Yusen Kabushiki Kaisha
{Japan)/Dalian Port (PDA) Co.,
Ltd. {Liaoning)

Opened dedicated car terminal in
Dalian. (Japan:30%-China:70%).
07/06.

Seaspan Corp. (Canada)
Will build four 2,500 TEU ves-
sels at Jiangsu Yangzijiang

Shipbuilding Co., Ltd. 07/06.

DP World (United Arab
Emirates)/Tianjin Port Co., Ltd.
Will form joint venture to devel-
op a container terminal in
Tianjin. 06/06.

Stolt-Nielsen Transportation
Group Ltd., a wholly owned
subsidiary of Stolt-Nielsen SA
(the Netherlands)/Lingang
Harbor Affairs

Will establish two joint ventures,
Tianjin Stolthaven Jetty Co., Ltd.
and Tianjin Stolthaven Terminal
Co., Ltd., 1o develop a chemical
and oil products terminal in
Tianjin. 06/06.

OTHER
CMA CGM SA (France)

Signed a cooperation agreement
with China Shipping Container
Lines Co., Ltd. to launch a new
service between Asia and Europe.
06/006.

Rail
CHINA'S IMPORTS

ABB Ltd. (Switzerland)

Will provide a power plant and
propulsion system for a ferry
between Yantai, Shandong, and
Dalian, Liaoning. 07/06.

Siemens AG, ThyssenKrupp AG
(Germany)

Will transfer technology to China
for the construction of the
Shanghai-Hangzhou magnetic
levitation line. 05/06.

Raw Materials
INVESTMENTS IN CHINA

Asia Cement Corp. (Taiwan)
Will invest in a unit in Jiangsu.
$2.95 million. 07/06.

Prosperity Minerals Holdings
Ltd. (Hong Kong)

Will purchase a 40% stake in
Anhui Chaodong Cement Co.,
Ltd. from Anhui Chaodong
Cement Group Co., Ld. $23.8
million. 06/06.

Real Estate & Land
CHINA'S IMPORTS

Sunrise Real Estate Group, Inc.
(US)

Signed agency sales contracts for
property developments in
Nanchang, Jiangxi, and Nantong
and Suzhou, Jiangsu. 06/06.

INVESTMENTS IN CHINA
DP World (United Arab Emirates)

Finalized an agreement with the
Qingdao city government to
develop the island of Xiaomai in
Shandong. 07/06.

Allgreen Properties Ltd.
(Singapore), Kerry Properties
Ltd. (Hong Kong)/Shangri-La
Asia Ltd. (Hong Kong)

Will form joint venture to develop
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a project in Tianjin that will
include an office building, residen-
tial housing, service apartments, a
shopping mall, and the Shangri-La
Hortel. $563 million. 06/06.

Augustinum Group (Germany)
Will construct a retirement home
in Shanghai International
Medical Zone with its joint ven-
ture partner, Shanghai Longjun
Real Estate. 06/06.

CapitaRetail China Investments
Pte Ltd., a wholly owned
subsidiary of CapitaLand Ltd.
(Singapore)

Will purchase Xihuan Plaza retail
mall in Beijing from Beijing
Huarong Co. $165 million.
05/06.

CapitaLand China Holdings Pte
Ltd., a wholly owned subsidiary
of CapitaLand Ltd.
(Singapore)/Chengdu Zhixin
Industrial Ca., Ltd. (Sichuan)
Will form joint venture, Zhixin
Capitaland Co., Ltd. to develop
8,000 homes in Beijing;
Guangzhou, Guangdong;
Hangzhou and Ningbo, Zhejiang;
and Shanghai. (Singapore:50%-
China:50%). 05/06.

Retail/Wholesale
INVESTMENTS IN CHINA

Luxottica Group SpA (Italy)
Purchased a 100% stake in
Modern Sight Optics, a chain of
eyewear stores in Shanghai. $17.5
million. 06/06.

Telecommunications
CHINA'S IMPORTS

Compagnie Financiére Alcatel
(France)

Will expand and upgrade telecom
nerworks for China Netcom in
Shandong and Shanxi. 07/06.

Cisco Systems, Inc. (US)

Signed contract to provide China
Telecom equipment for its
ChinaNet backbone network.
07/06.

FLAG Telecom Holdings, Ltd., a
subsidiary of Reliance
Communications Ltd. (India)
Will provide 40 gigabytes of

international bandwidth to China
Netcom. 07/06.

Oy Nokia AB (Finland)

Will supply wireless and core net-
works of GSM and general pack-
et radio service for Nokia NetAct
and Henan Mobile
Communication Co., Ltd., a sub-
sidiary of China Mobile. $150
million. 07/06.

Oy Nokia AB (Finland)

Will deploy radio and core net-
works in four cities in Sichuan for
Sichuan Unicom, a subsidiary of
China Unicom. 05/06.

Qualcomm Inc. (US)

Will sell mobile phone chips to
Guangdong-based ZTE Corp.
$300 million. 05/06.

Siemens AG (Germany)

Will provide mobile telecom
equipment and services for China
Mobile and China Netcom. $180
million. 05/06.

CHINA'S EXPORTS

ZTE Corp. (Guangdong)

Will build a countrywide
CDMA2000 network in India for
Tata Indicom, a unit of the Tata
Group. 06/06.

INVESTMENTS IN CHINA

The Ashmore Group Ltd. (UK),
Clearwater Capital Partners LLC,
Spinnaker Capital Group (US)
Will acquire Asia Netcom from
China Netcom. $402 million.
06/06.

Oy Nokia AB (Finland}/Potevio
Co., Ltd. (Beijing)

Will form joint venture to manu-
facture 3G mobile base station
equipment. (Finland:49%-
China:51%). 05/06.

Tourism & Hotels

INVESTMENTS IN CHINA

TEDA Travel Group Inc. (Hong
Kong)

Will purchase majority shares in
Guangdong Tianma International
Travel Co., Ltd. (Hong
Kong:55%-China:45%). 06/06.
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Parable of the Pavers

John E. Coulter

fter participating in several
hundred business meetings in

John E. Coulter

China over the last 25 years, |
have stumbled across a model that
business negotiators can use to better
evaluate investment risks and opportu-
nities in China. The model is based on
sidewalk paving on China’s streets.

Laying pavement is not rocket
science, and the Chinese civilization
was doing it before many other
civilizations had even considered the
idea. Bur, in China’s current
construction boom, accentuared in
Beijing, one cannot go far without
norticing the wide range of quality and
care with which pavements have been
laid down—from
exquisite design and
implementation to what
seems lilce criminal
negligence.

Using the laying of
pavement as a model for
business activity,
investors should ask
several questions of a potential investment: Will the
outcome be a superior pavement that can last for centuries,
like some Chinese pavements? Or will it start shifting and
shattering within weeks of completion and creare an
obstacle course in a year? These questions need to be
tweaked only slightly for an investor sitting at the
negotiating table: The investor should ask how it will get
whart was promised in a deal. One approach is to write an
airtight contract and then closely monitor the partner’s
progress, applying pressure each time the specifications are
not met. The second approach is to try to understand the
Chinese partner’s situation, experience, and constraines and
ride into the venture beside it. In my experience, the second
strategy is more likely to succeed.

Every country has its bureaucratic obstacles and weak links
between government agencies and other groups.
Unfortunately, the PRC government seems especially
compartmentalized and insular and offers little reward for
government employees who take initiative. A sidewalk project
may appear simple, but multiple government agencies must
work together to address vehicular and pedestrian traffic and
electricity, telephone, gas, and water lines. Officials from
various government departments do not always see eye to eye,
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however. Difficulties in coordinating
various government departments,
morcover, can PJIC i” C()]npdri\“n o rhC
frustrations of coordinarting all the
players involved onsite. It can be
extremely difficult for one project
manager, civil engineer, or foreman to
pull che contracrors, subcontractors,
materials suppliers, and laborers into a
unified ream.

Of course, there are strong
managers who have overcome the
difficulties and delivered immaculate
paving results. But there are plenty of
disasters, some only weeks old, for
example, in my neighborhood—a
developed suburb of Beijing. Often,

poorly compressed sand
foundartions are quickly

Consider, through observation on foot, desuoyed by the weight
what can possibly go wrong with
a routine pavement project.

of a 10 ton truck. In
other cases, workers
leave spaces in the
pavement for trees but
then plant trees with
vigorous root systems in
shallow holes. Soon the pavement turns into a rocky
landscape, and rain water evencually sinks or swells the
foundations. Finally, pavements are often changed to add
new driveways and light poles. Some changes are done
with sensicivity while others look like the work of vandals.
[ would urge visitors to China to get out of the hotel, the
meeting room, the banquet hall, and escorted site visits and
consider, through observation on foot, what can possibly go
wrong with a routine pavement project. If the possible pitfalls
of a relatively simple paving project are so obvious, imagine
how tricky a large, complex project could become. It is
possible for a lucky investor to meet the right partner, attend
meetings, sign up, pay up, and reap a recurn. Bur I would
advocate paranoid anticipation of difficulties in engineering a
smooth project. Working with Chinese partners shoulder-to-
shoulder, day-to-day, fathoming the issues they face, and
supporting them with an open mind—while retaining the
ability to exert pressure for the common cause at higher

levels—can be critical to cementing your success. i

Jobn E. Coulter (atheijing2008@yahoo.com) is a collaborative
researcher on the environment at Tiinghua University in Beijing
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ExxonMobil Congratulates China on 5 Years in the WTO.

Five years ago, China joined the World Trade Organization to promote global trade and economic
development. ExxonMobil is proud to be a partner with China in this endeavor by providing the energy

that is essential to the prosperity of China and the rest of the world.  exxonmobil.com

Ex¢onMobil

Taking on the world’s toughest energy challenges.
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A WORLD OF FINANCIAL SOLUTIONS.

Established in 1919, AIG has grown from a small agency office in Shanghai to become one of the world’s
leading insurance and financial services organizations. With more than 85 years of international experience,
US$800 billion in assets, 65 million customers and operations in over 130 countries and jurisdictions, the AIG
companies offer a comprehensive range of financial and insurance services to corporate and individual customers.
From life insurance to property-casualty insurance, asset management to aircraft leasing, the AIG companies

have the strength and experience to help secure your financial future.

AIG

THE STRENGTH TO BE THERE:




