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Shanghai Office
Opening

Elaxrx & M9I(BNzrB
,tH.a€Htrplf+rffis#F,r

Baker & McKenzic is dclighted l() ilnn()unce the of'llcial

()peninS ()t its Shanghri ()lTice - thc l-irnr's second ()tflce in

rnaiDlan(l ('hina. With thc new ollice in Shanghai and ofTiccs

in Hong Kong, Beijing and Taipei, Bltker & McKenzie olTers

a uniquc platli)rm fronr which to pr()vide legal services

throughotrt (;reater (-hina. With history of ()ver 30 years in

Chinu. Rilkcr & MeKcrrzic hus cxlcnrivc cxpericncc in u\sisting

rrultin tional. HonEI K(Dg.rnd mainland Chinesc llrms doing

hu\inc\\ h('th locally rrn<l rrbroatl.

The ()llicc irr Shanghli will providc a full ct>mplenrcnt of

Icgal scrviccs in lhc irrcrs ()f C()rp()ratc & Securities; Venture

Capitalr Mcrgcrs & Acquisitions: 'Itchnology. Media &
Telec()rnrrrunicati()nsi lntellectu.tl Pr()pertyi Ctrnstruction;

M.rjor Prrr-jects & Powcrl B;rnking & l:intrnce: Taxati()ni Hotels

& Res()rts: Employrncnt; rrnd Propeny.

t IniI l()ol. Jin Nrro'li)s'cr.
ttlJ ('cnrur) Boulcv:rrd, l'udona.
Sh:rnahli 2(I) l2 l.
Pc()plc's Rcpublic ()l ( hi'ra
T!'l: 1lt(,'2 | ) JO,,r7'8558
Frx: r tt6-21 t 5O47-(X)f{)
En)ril : chinrlir$,(a' hnkcrnL'r.conr

Taipei - David Liou
Tcl: (886-2) 2715'7218
[]mail: david.liou@bakernel.com

Elaxpn & Mql{nNzrn

t:ir llnhcr ipli)rorrlnnr on our Chinu erpubiliries. plcusc coplacl onc i,l rhc lirlowinB Plntrcrsl

Beijing - Bing Ho Hong Kong Winston Zcc Shanghai - Danian Zhang
Tel: ( 86- I 0) 6505-059 I Tcl: (ti52)21t.16-1917 Tel:(86'll)5(}17'1617
Enuil: binA.ho Cd bakcrnct.com Emuil: s inslon.,/cc @ bakemel.com Email: danian.rhanS@ bakemct.con)
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Hardyville is dedicating its

third stoplight to Jayson.

I

I

FeCx
Express

fedex.com

Hardyville is Jayson's
two-stoplight base

, of operation.

Yet his shipping network

reaches billions of customers

who haven't the slightest clue

where Hardyville is.

,
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Billions of people. Billions of opportunities. Capitalize on the fastest growing market in the world with

FedEx Express' lnternational Services. Take advantage of our inside trading r0ute to hundreds of cities

in Asia, giving y0u access to millions of customers thousands of miles away. Plus, every delivery destination is

backed by a lt/loney-Back Guarantee* on our most popular services. Suddenly, you're an international player

that just can't lose. Want to be a modern day lVlarco Polo? Dont worry. There's a FedEx for thatl.



o
LY:;:'n' '{,i-'ush '

i., Prr.io*t of the united states

.r+ + { *' l'it*".:l:,1,1 I }';
-ti"r llf*;;,f,i;
Lllli]n'.\Trn'' 

*' n*o'** u

,E&Ea€ril" '

-r-t$*tffi$*tiffi
^, lL: :l'lll,Jii" " 

,.,,," f,,or'..,,r ",','l- i"_ it " 
r,s-(thin,r ,!lrrl'n- -ri..uhrr 

.r,.rlu-

li'ill;l .::l uli,';"'i:l':i^ 
""'""' 

:ll,',:,': :,:: t"'ft t* l*;;,1,

-,i-l-,t*JuI;si ml HllHIir ljrl r':riu'''.',."

'"1 c'z " /r'E*'fiE it 'lr {r-*6it{t

iii;nrm:;:;;::x\
u u t :rfjj,j,I-?-".u on *

w:;;::;;ijJit"l
ii'--Yf' # ; L L\ii-nr " " 

o *. -- t ra!6,f-fl+ri]+6

,,i;};;i-;-t::iili ;
++fi'8r46+f,e'+e '""

tt&-)h)LX'

,

6 March-APril 2oo3 TtlE clllN A BUsI ESS Ff Yltt'v

rating
I

Yeats



t#
E

,R 1J( e,fria

Eira ** ,fr.R+*4?ft*,#
x-+fr hta+fr.+t\i-+H+x{

V

A fVlessage from
Wu Yi,
State Councilor, State Council, People's Hepublic of China

Face the Future:
Develop China-US Economic and Trade Relations

-\\'r'itten 
on lhc occasirrrt ol thc tltirticth unnivcrsary

ol thc cstablishrncnt ol thc tlS-( lhinr llusillcss (]ouncil

J nuary 100-]
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A [Vessage from
Clark T. Randt,
Ambassador of the United States of America to the

Pe ople's Re pu b lic of China

IFhir I\ r,c.tr\ I', llrr (iJ\ .rttrr l'r.\i(lcrrl lti. h.rr,l
! \ir,rrr' historir .trrir.rl in Iteiiirrg on Iclrrrr.rrr ll.
I t',;l. r'h",, lr. crrrcrrcrl tror:r lrir lt,r'irrg -l).. it.rrrtl

crlcnclccl, to qrip l)rcrDier Zl)ou Iinl.ris h.rntl in rvhat l)rc-
nricr Zhou dcscribcti a. thc longcst han 'hakc in his-
tor\'- r.r'o\\ ilr {r crn.rnd a gull ol nrorc th.ln l{) \'e.rr\-
l)rc\id('r)l ( ic()r8e \\'. Ilush\ Iireing 7-li trrLrchcrl Fround
in llciiing. -liadc rirs l kcl crrnrponcut ol lh.rl l9;l r.rf'
prochcntcnt anLl, inLlccLl, I)rcnricr lhou rcqLrcstc<l thal
Prcsidcnl Niron r.tablish a pcr4,lc.'orr.rnization" to rlc.rl
s ith bil.rtcr.rl tradc issucs irt thc .rbsrnec ol tliphrnr.rtic rt"
lations. Ilrus, .J0 ycnr\ Jg() thir nronth, thc Nation.rl
(iruncil lirr Lrnitc(l Sl.rtc:,-(.hin.r li.rtlc, .rs thr LrS-(lhin.r
Busincss (louncil *ls thcrr clllcci, \vxs l){)nr.'lirtnl t!\'r)-
rla! tracle in l97l rnrorrrrtcd to S95.9 nlillion. Io l()(ll,
this nnrount rc.rehc(l S I l0 billirrn. \irLr nrust [re tioirg
sonrL{hinS rightl

Arlhassrdor (lhristophcr ll. l'hillips, \lulvin \\'. Sc.rrls,

Ir., liugcnc A. I hcrour, Nichol.ts l-url[xv, and nrvsell rvcre
irmong th{)sr intrcPid carlv pionecr\ nl thc Nation.rl
(-r:urrcil. I rccall reacling thc Mrv l'trrA /irtrcs .rrlicl. nn-
nouncing the (iruniil's cst.rtrlishnrcnl and i\nrbass.rdor
I'hillips' rrppointnrcot. I Nxs in n:r' sccood 1,caI ol' llrv
sch(x)1. ln 196'1, nry datl h.rd rtlvis.'d nrr'' th.rt (:hin.r vr.r:i

thc lirturc.rncl. in l96tl. thc LJS Air lirrcc harJ taught nrc
(lhirrcsc. I tvits ltrttly lntl inrrtcdiatelt t\,11)te to Anrl)rs-
srcior lrhillips to appl1, lirr r sunrnrcr ioh.

'l hc sunrnrer irrb rcscrrihirg .rrrcl u ritirrg .lh()ut thc
llr sl te.lrnoloS,), liccnsin{ lrilnsaclirrDs helrvccn (lrritcd
Stirtcs pctrrrehenrie.rl crrnrp.rnics anrl ( lhin.r'ri l Ii(.1 I I Nl -

POlil-(no\t (lhin.r Natjorral li'chnic.rl lrnpolt .rntl lrrprrrt
(i)rp., or (lN'l l(l) ard ahorrl cnrll intcllc.tLrnl profcrl!'
rights issLrcs in (lhin.r tur-nr:rl irto.r lirll-tirrc jotr rvhcn the
(lhinr (irrrneil li)f lllr l)tolnoti()n ol lrrlcflnlir)lirl ltit(lr
((l(ll'l l'), lhr: (l<runcils hosl olgirrtizirtion irr (lhirt.r, surl-
tlcrrlv rpproved thc (i)ur).il's ;rpplicirtion lo cs(nl)lish .rl
ollicc ilt lhc scnli-.rn (.rl (;u.rllt:/l)oo ((l.rrrton) Ii'.rt[ |Iirir',

thcn tltc e ortduit lirr thc ovcrwltclnring nralrrlilt ol
(ihin.r's lirrcign trirdc. \\irulLl I crrnrirlcr tlropping orrt rrl
larv srhool lcrlporalily'to lravcl 1o (;uilngrh{)u l() cslnb-
lish thc (iruocil's tr.r(lc l.t(ilil.rti()n olllcc.rt thc l)rrngllug

llolcl lirr thc l'.rll 'lirur ol l97.l ind, rlicrwnrds, trnvcl lo
Itcijing lirr nrrctings r,rith thc (l(ll,l l, thc t'ight (ihinese

li)rrign tr dc .()rporili()rs, .rnri thc rhicf oI lhc Unitcd
State' Liai'on ()lli(. in llciiins, (icorgc fl. \\'. tlush? I did
nr)l hilrc t() [)..rsked tNia!.

I sltall nclcr lirrgct clcp.rrtiog thc llong Kong l)crrinsul.r
llolcl in Scptenrl)cr l9;.{, on li)(n rvith a caravan ol lrol-
lcvs bcing pushccl hv.r lle(t ot \rhilc-i.t.kctcd hcllrrcn
lionr the holcl. \\l'lirllorlctl thc tr.rirr tracks.rLrnu the har'
bor'' c,.lgc t(, \'i(lori.r St.rtion. lhc tr.lin :,t()pprd .rl th.
t.rrvu llridgc, in tho:c cl.rvs a ntrrrrrr, rrrxrdcn trestlc sepJ

rnling, llon8 Kons l'ronr th. lnrillLind. \\t tliscnrbarkcd
lrorn thc Ikrng K()r)g trlin .rnrl crosseti thc briclgc on lixrt.
On tht nr.rinl.rnd sitic, I rrits grcctcd hr. rrrung I)cr4,lc s l-ih-
cr.ltion /\rnrr soldicrs in baggv trnilirrnts antl *as quicklv
lrkcn rsidc bv (lhintsc ()ustonrs oliiccrs, curious trr know
rrhll rvrr in irll rnr lrlrnks and [lrrcs. I rccall thlt,.ts thc
(.hincsc strldicrr.lnd (.u:,t()nr' ofliccrs Icd nrc antl nt_v

!itql() x\\'i\. lirr iosfrcction, n lra\'clr'r ()n lhc trJin fr()nl
lftrng Kong vcllcrl cheerilv in .r thick llritish rc.cnt. "l.ock
lhc \irnk up arlJ llrrrrrv:rrvlt'tlrc kevs!" I lr'irs n()1 rea\surcd.

()Lrr bil.rtcral trd(l( nn(l iIMslr)rcnt \rith (llrin.r hirs
l)crI] thc.orncrst()l]c ol thc IrS t]hin.r hil.rtcr.tl rcl.rtion-
ship. Whtrr I lirst urritcrl in llcijing to trkc up my post ns

arnl',rss.r.lor in Iulv 101)1,lh. qucstioll lh.rl e\'cr\'(llrin(se
le.r,lcr .r.kc,l rnc r'.r..'\\'lrlrr r\ tlr.. [ \ (\onr)r]tv !,,,it)t 1,,

rccrrrcr?"'l hc dircet link hctrvcen lhr Llnitr(l Stitrs c.on-
orn!' lrtrl (-hinl s ecooontie urr)wth antl rclirrnr is cleirr.
li,r J0 \'(.lrs, lhr' ( i)uncil h.rs irhlv shcphcrdcd this critical
.orrrf(inenl ol trrrl bilirtcral relutionshiP through goorl
tirnts .rnrl b.rrl, hringing oul two grcnt nalions nnd p.o
llc\.los.r togcthcr throrrgh nrLrtLmllv bcnclicill tradc anrl
invcsl nrcn t.

lircla,v, undcr lhc \lrl)crt) vctcrln lcirciershiI ol lhlr
K.rpp. thc (lortneil continucs l() scrvc its nrcnrlrers
tllr()u$ll its 1r(r.rtrxrcnl olliccs irr llciling arrtl Shirngh.ri
,rnd, ol'crrrrrsc, through its prineiprrl ollicc in \\'ashington,
I)(.. I.rrn |r'outl trr hin,c Playctl ,r snrall Part in thc (irLrn'
cil's history,.ongrxtulirlc \,o!r on your thirticth hirthdav,
anrl tish vou collinrrcd srreccss liu thc lirttrrc.

N/larch-April 2OO3 fHE CHINA EUSINESS EtVlEW
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When seconds are measured in millions of dollars, reliable network power

isvital. Emerson Network Powefl" provides critical redundant powerand cooling

systems to help keep high-speed data and telecom businesses up and running.

Ready to see the light? Visit us at Emerson-AP.com and consider it solved.
Ihc tm.6o.loqos r tddcmrrt Jid i !.rvtr! m!,I or tmr,lon tl.('t Co. (.ool thr.ronal.ttk Co,

s
EMERSON
CONSIDER ITSOLVED.
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IUS SrowELL covtpl,Nv
your partner in China!

<- Christopher Stowcll (lcIt) was signing

China's first Dtill PiN Joii, V.nturc Ctrrtt,t/d

with CNPC oficial Mr Zhatg tnl Jiangsu

panncr Mr, Xu

The WJS Stowell Company was a founding member ofThe

US-China Business Council (USCBC) in 1973, which

continues its membership and suppon today. Christopher

Stowell. President, accompanied USCBC to host the first

Chinese official delegation's visit t(, USA in 1977, ananged by

China Council for Promotion of Intemational Trade (CCPIT).

At this celebration of USCBC's 30th anniversary, The WJS

Stowell Company wishes to thank USCBC for its invaluable

contribution to fostering US - China tradc. At the same time, we

wish to thank our Chinese friends in CNPC. Petrochina,

SINOPEC, CNOOC and all of our friends workng in China's

oil fields for over 30 yean ofconperation and business together.

W€ have truly accomplished a lot together to build China's

petroleum industry to such high levels!

*E*ft trfi t*,]raaEI+fi t+EIEI* (uscBc)

E*r e73+dtEra!0'lffie,l, *Tfitfr*&i.#89. ffi

41s7?+. AAB*,Erfi ECilBe&SEE6E5tEff*
E*aE*#rr, EE*+Et*E*E*i!EE{n-€tffi7
g-tiE*stittEfii + EEr'tttE I

lIft *+E5eE*E*fit3oE+*82F, lI*ili
*** *rrAa &,t,E,t iil*E +t{+ttf * +Ettrff tg

tt{tfi* : ElitE*ifi5*fitt:+t+EtAG*r+
E'*. +E',tlft +iltf, a\auEfft+r6itrlLniima
{n. ilil*f tr/a*+tE*EJ*r.'f EigE'fi l{l,e*tl
Sntffirr<;Et
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Meditcrranean Shipping Compuny (MSC) now of'1ers an ull Wlter
PcntlLrlunr Scrvice lhrnr East Asia (o thc cast and west coasts ol thc LJ.S.

Port rotation: Ningbo. Chiwan. Hong Kong. Busan. Trrkyo.
Los Angeles. Manzanillo (Mcxico). Frecpdl (Bahanras)

to Savattnuh and New York.

The ports of Baltinrore. Norlirlk. flharlcston. Jacksonvillc. Miarni. Nciv
Orleans and Housttrn. trc scrvcd b1'cxprcss relay through Flccpolt.

MSC i.t the third lurg,c.tt tttrttttitu'r turritr in llte rttrld utrl r-rrvtrs
ull nu.jor l<'.ttitttttitttt.s unrund tlrc globe.

MEDITERRANEAN SHIPPING COMPANY
l2't2l 764-4800, NEW YORK

www.mscgva.ch
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A [Vlessage from
Yu Xiaosong,
Chairman, China Council for the Promotion of lnternational Trade

,I\ n tlr. r'it.r'i,)rr ()l lht.t0th,tnni\.r
I l'.'r r ,', lirr I : t lrrrr,r llrr,rrrc..
Vt.,,,,n.il it s( IJ( r.lsrrrrld lilc..rr
l)ch.rll r)l lhe ( hin.r ( orrntil lirr thc Pronro-
liol rJl lnl(nr.rlir)rr.rl lj.r(lc ((.(.1)lTl, t(r c\
tcnrl thc hc.rItir'.t .,,rrgr'.rtol.rliorrs to oLrr'

.llr-\r.ll r,'$r'rk(r Ir llrL ,r(l\,llr.allrrrl !l-
(iS ( lhirr.r tr'.rLlc.

'lhc US(lll(I pioncered tht' pronrotion
of husincss anci tlitdc coopcratit)n betwecn
the L,nite(l SlJtcs Jnd (lhirlil. Betwrei 197-l

whcn il rvas cstablishcd nnd 1979 when
Jrpl,,rtr.rt - tic' 1,,:lr'ccn Ihc t'nil..l Sl.rr, *

and (lhina rvcrc oflicially lrunched, thc
LlS(lli(. (lid J grc.ll dcal t<r hclp resunre and
rlLrll,'p l,rl.rtlr,rl tr.r,l... hringing.\nrerii.lr
Ir.r.ie rtrs'r,'r' to (.hirr.r. h,rsting t.hincsc
ccononric and tladt ticlcgat ions-inclrrcl-
ing (.(.PII rielcgrrtions-in thc Unitcd
5t.rl(\..rnJ.r((irclr l.ri ilr l.ll inB hu.ir)(\\
corrtnat\ .lrrd inlirrnrltion cxchirnges bc
trvccn cxportr.rr fionr lhe two countrics. All
thcsc clli)rls lxlcr trnnslalcd into increased
tuntlcrsttntling lnLl fricnLlship bctrveen the
two p(,oplas and accclerirted rl)oment[rr]'l
lowirr(l thc Lliplonrrtir rclations of the two
corrnl rics.

Sincc tlrc lirrgirrg of diplomatic rela-
tions, the [IS(]l](l hls lrccn conrmittecl to
the continued, r.rpid, and stcadv develop
nrent rrl bilatcral l)usincss, r'n.lkin8 itself.r
salutarv brir.lgc bct\vccn thc business conr-
murritics ol' thr LInitr'd Strtcs and (lhinr.

()r'cr thc vt'ars, thc L;S(lli(l has rlorked un,
rcrrrittinglr lo \.rl'(Srr.rr.l lhe lirund.rti,'r.
lirr lirrthcr busincss t'nBngcntent of the t!{o
couniries, to look frrr proper solutions to
problcnrs cropping up in US-Chirra busi
r)css .(x)pcralion such as lrlIN llllost Fr-
vorccl Natiorr ] issues-lnd advocate lbr
t.hin.i. trrtry irrt,, thc W,,rlJ lrJ.l(()rgJni-
riltior). All thcsc irctions, rrnqucstionably,
\vcrc (,1-grcJt srgrril'ri.rni. in lrhrcvrng .r

win-win LJS-(lhirrd trarlc relltionship.

()ver thc |ist .l0 y(nrs, the CCPIl and
thc LrS(llJ(i have rvorkcd closely with, sup-
porl.d,.rnd sustitined ea.h other and thus
lirslcrcrl a ckrsc tiiendship. In the )'ears lo
corlc. it is (l(ll,l'l 's nrost sincerc, hope that
lh( L'S( ll( rrrll lrtrrltl trPon rl5 str()nc [\)\i
tion xnd rcspccled rcputiltion in US-China
businesr circlcr,:rnd nrakc tirll use of its cx-
tensivc knonlcdgc ancl expertise, to sup-
port tl'rr lirthcr tlcvclopntcnt of bilatcral
tratlc, and ccononric and tcchnological co-
oPcrntion.

May thc US (lhin.r l'lusiness Council en-
joy progrcss anri prosperity in thc upcorn-
ing ycirrs!

NL*{
Yu Xiiosor)g, (llrnirtnnn

lnnunr\'100-l

Gelebraling 30 Years
,973-2003

I

il

I

-
I

14 March-April 2OO3 fHE CHtttA EUStNESS EEVtEW

\



H,rffi

F
ln China, 8o/" of the world's water haJto serve

22Yo of the world's people.
ITT lndustries helps make that easier to live with.
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Flygt pump stations in Shanghai.

Snnitaire treatmalt installations in
Kunming. Goulds pu-m!;ror the monu-
mental Three Gorges Danl-.
proje(t. Night and day, ITT facilhiei
like the5e quietly help China preserve

her resource5.
ITT believes technology should go

unnoticed. lt should become a retour(e
to draw on naturally, without worry..,

Just like water.
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Reflections on Three
Decades of China Business
David Tappan
David Tappan is retired chairman and CEO of Fluor Corporation,
and former chairman ofThe US-China Business Council (1980-1981)

I \,,ur It(,(rnt :.1:-+{)lr t.rth.r.J .pLcrl. r,,llirr5
!l ,1,*,, rlr. l,r,',.,d runr'.r',',,r rhu Shari5h.ri l'rr,l,,rrg

Fll,rr.'r,,,,ti,,,rll Airport, ancl litrcd ofi to bcgin i
lcisulcI clinrtr to ils ilssigrred cruising altituclc, I rr'.rr cr:r'
l.tin ol rrrrly a singlc i:act it rr'.rs Suncl.rv nrorning. ( )(to-
hcr 10.:001. lrras herding honrc to (.alitirrni.r.ritcr ir

x hirlrvintj I (]-d.rv visit to I3eiiing, ."'-aniing, .rnti Sh.rngh.ri.
lhc sights lnd soLtntls of nrodr:rn (lhinr lr.rd leli nrc in .r

srrrt ol lTrcalhlcss lraze. srrsPenclccl s()nrc\\'hcrc bclrrrcll
thc (lhirra rrl- :5--10 \'e.trs ago arrcl thc vihr,rnt, cncrgcti..
.rrtd nrrxicrn socictv of todar'.

()1' coursc, I'cl nracle nrany trips to (ihina since thc
rcstoration of US-(lhina diplontatic r(lations ilr I97li. [)ul
I rDusl ^ldnrit I was unprepared, although rcpc.ltcdll, li)rc-
$itrncd, ti)r $,hat lil just cxperie'ncccl. llorv docs onc .rtlc-
qr.ratcl,v nre.;rsrrre or dcscribc'the nragnitudc ol thc chlngcs
th.rt h.uc trkcn place in China in three tlcc.rclcs. espcciall),
in thc privatc lrusiness sector? How c:rsy it rvorrld [re to
lirrgct horl diffcrcnt conditions lvcrc onlv ]0 r..trs .ig(l
nn(l nrist.lk('nl\'.rssurne thlt totllv'r rrrotlcrn (-hina h.rtl al
\vilYr L'\ islt(i.

Ilotvtvcr. that s not a mistrkc I iorrlcl rnakr'. lirr I u
bccn a lilst-hrnd plrli(ipnnt in (ihina s r.rpid nrrrrlcrniz:r-
tion,rnd rrcognizc lirllY thL' stiggcring din)rnsion\ ol'
(ihin.is ccononric rc\r)luti(nr to dalc. 5o .rs I scttlc',.1 back
in nrv scat lirr tlrc' long flight honrc, I coul,ln t hclp hLrt lct
nr1' nrinti drilt b.rck J0 ,vcars to thc lrcginning ol the LiS-
(.hina Ilusincss (louncil (then th(: Niltioriitl (louncil lirr
L.lS-(lhinr'li.rdc) and its flecigling efli)rrs to pronrotc lhc
cst.rlrlishrucnt of LJS-Chinl c()lr)nlcrcc. I'nr surc rronc ol'
rrs irvolvcd thcn coulcl havc c'nvisionetl torl.rv's rr'irlitv.

In thosc early dlys, China's trading rchtions, likc tlrose
ol ()lhcr (ouotrics uodcr a conrnttrnist systcm, consist('d
rlnrost cntirelv of govt'rnnrent-to-g()vcrnnrct)l birrlcr ar
r.rngcmcnts. (lentrirlized slilte pllnninS dctcrntincd $lr.tt
rr,Is lo hc proclrrcc,cl antl rvherc, irnd irt rlhitt priac it Nn\ to
be sold. lf thc (lhinesc (lomntunist Partl planncrs ncrrlcd
rcsourccs lionr lbrold, a tradc tielcgillion wns ns\cnrbled,
.trnrcti rr'ith tht' approPriate shopping list oI tionrcstic
nccds lnd goods rvhich could bc barterc'cl,.rn,l riispatchctl
itbroirr.l (usually t() n menrbcr of tht (lonrrrtunisl bkrc).
rvhcrc a tradc'ngrt'en)ent \!as negolillcd l:rd sig,ncrl lirr
thc uPconrine live-tclr plan. Then trade lirlkrvcd.

lu tht'six 1e'ars tirllort,ing thc Sh.rngh.ri (.onrnrunirpr,r
(Ijcbrr.rarr' lt{, l97l), thr' scrrri-annuxl (iuirng/hou ((:nn,
ton) li.rde Firir ofli'recl thc onlt' point ol ronll.t \!ith
(-hin.ts procurcmcnl ()rllnnirJli()n li)r LIS flror\ iltl.nrpt-
inr to glir n tothold in lhnl l(ncntirl otarkcl. Shcnzhen
r!.rs lh!' oolv point of entn' into (lhina. .rntl I'll ncrcr lirr,
grl nl' first trip bv tr.rin lrorn Ilong Kong to Shcnzhcn,
c.rrrving m1'bag lrross thc bridgc orcr thc Shcnzhcn
Rivcr and clearing (ihincsc (lr.rstorus anti Inrnrigration
rurrrier tlrc r'.rtchtirl tt.rzc ol l'r:oPlc's I ibcr.rtion i\r'nl' rol-
dicrs rrnrcci rvith fixed lr.rvoncts. l'hcn il rvas bt,(]hincsc
tr-itin lo (!uangzhou and I (iencritl Adntilristrrtion ol'
(livil Avirtion of (ihinr ((1,\,\(l) pl.rn! to lJcijing, or clsr-
rvherc, its lrrlngqt'd by onc's uovrnrnrcnt sl)()ns()r.

'li.rnsl)ortition, comntunicntions, :rrrrl irccornnrocll
tioDs \t.rc primitive [rv any stanrlald. All .rctivitv rv.rs

nronil()rcd, night ancl dav. 'lhc gor'c'rnntcrrt burcirucr.rc),
orvncd cvcrvthing and opt'rltetl at a :nlil's })ncc. Such
tontnton busincss tcrnrs as "profits" or " loxn ' or "iDlcrasl"
had no ntt'lning k) thc (lhincsc olllci.rls rrith rvhorl lc
dcalt. 

_fhcir onlv concern rv.rs pcrtirrrnancc unticr thc
tcrnrs of the aurrent lilc-yr r pllu m.rnti.rtcrl by thc aen-
tral qovernmr'nt. In short, cvcrv .rslrcct ol rr'hat Nc call
''[rusincss infrastructure" rr,as ntissing.

I)espilr' lhesc lirrnriclabl,: l)nrricr\ l() r.ioirrg hLrsincss.rs
rrc knc.rv it. contra.ts (ii(l gct ncg{)tintc(l ,rnrl signctl. irrrrl
LIS-(lhina traLic dicl stlrt. Agrccrnt'nls wcrc !onrprchcn-
sivc bceause there rvls no lTotly ol- conrotclci.tl larv lirr rcl
crcnLc. l)iryrllcnt tcflDs tlcrc exaruaiirlingly tliflicLrlt to nc
gotiJtc .l11d re,quirecl I|.rnk ol'(lhiltil gu.lrilntccs ol'
culrcncy convcrtibility. bncl(cd up h! li)rcign I)ulli{)n rc
s('rves, to br crediblc.

'lhis rvas basically thc'situation in l9tt4, whcn [)eng
Xi.roping, then chairrrirn irf thc (lhinesc (lonrnrunist
Prrt!' (:cntrnl Advisor,v Oomnrissi()n, rnn(,un{.d lhat
(lhina rvould open up k) thc rvorld and rclirrnr its urban
cconomr,. lmaginc thc e)i.it.'nrcntl (lhin.r's 6rst rclirrnts
rvcrc agricultural: Farrnt'rs, oncc thcv hacl nrct st.rte plan-
ning quotas. rvere frec' to sell anv surlrlus I tvhJtcr,ar
pricts thr'1' corrld realize and kccp thc' fr()ccrds lhcln-
sclvcs rather than return thctll lo lhr canlrnl govcrnmcnt.
'lhcsc incentives tbr larnrers lcci to .rn cxplosion in larnt
outPul.

Celebrating 30 Years
,973-2003
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...to tst the job done well.

Fluor CorporqtG Heodquortcnr
Aliro Vi.jo, Collfomao USA
1.949.349.2000 tel
B.ling, Chano
8610.6430.1048 tel

Shc,l8hoa, chinc
862I.6235.1066 tel

Fluor hos o long ond distinguished record of working with Chinese

portners ond multinotionol investors to develop successful commerciol

ond industriol focilities to support Chino's significont economic growth.

Over the post three decodes, we've estoblished on outstonding record

of completing projects with dependobility, expertise, ond sofety.

www.fluor.com



All principrtl (-hincsc lcircitrs (ilrlioned thnt opcning
url)in nrlrkcls u'ould be significantl)'nrrrrc conrplcx than
agriculturJl rcli)rnr, but I)cng slirtt(i thdt (lhirlr's luturc dc-
pcndcd upon taking lhe risk. lhr'rr' drlnulic lnnounce-
nrcnts t,rrk Pl.l(c (lrrrirrS..l lhr(c rl,r\ sr,rrrp,''iurn rp,'n
sored bv (lhinr Intcroatiooll -liust nnd Invc:,tnlent Corp.
in Rcijing nt thc (;rrnt llall ol thc l).oplc, O.tol)er .l-6,
l9lt4. Itoughlv 50 industrinl l!'idcrs lionr l,tpan, thc Uoilcd
St.rtes, ilnd Wcstcrn f.rrrolc werc i vitcd. l).rvid Sco ,

chairmarr ol Allis-(ihalncrs (irr.p. and thc US-(lhina Ilusi-
ness (iruncilt Anrbassltior (ihristophr'r tl. Phillips, prcsi-
dr'r1t of LIS-(lhina llusiness (louncil; nrrd L as .hnirnlan
ancl (lll() of lrluor'(irrp., werc privilt'gcd to rttenci .rnd
mdkc prcscrllli(nrs on virrioLls aspcals ()f LJS-(lhina tradc.

All ol us prcsent il the conlclcncc rcalizad lhnt wc wcrc
witnessing a (lrnnlirlic an(l rcvolutionnry (hnngc (lir lhc
bcttcr in our vicw) in (:hinx's ccononti. Policics, anrl each

of us had no ckrrrtrt tlrrrl this ncw direetion lvoulcl leld to
grcatcr lirrcign invc'stnrent so ncccsslry k) thc country's
oroclcrnizalion goils. Nntur.llly, th.r'c were skcplics. (irtrld
lirrcign invcskrrs rt'lv on such raclical Policies to renr.rin in
place' long cn()ug,h l() reirlizc rc.ts()nirhlc returns on thcir
inveslnr(nts? l)cng st,rltd thll thc nclr policies rvould re'
mnin un.h.lrtgcd lirr 50-70 ycitrs. "\{crc r y (hange k) o.-
cur," he statccl, "it cou[l onl,v bc that tihina r,r'ould be open
still !vi(lrr." I)cng lirrthcr rrllcd firr (lhioa-isoldted fionr
rvorlcl comnrcrcr tirr rlccaclcs to qu.l(lrupl!' it\ (;NP (at

lhnl lirr. roughl\'5-111.5 billion)l)r 1000..Though it
sccnrcci likc rr ishlll drcanring to thosc pr('s('ot .rt the tinre,
br'2000 (lhion had surpasscrl ils t.lrgci. \\'hal a stunning
nahiercn)ent rvithorrt hlving lhe eaonomi. rvhccls conrc
()lll lf (lhin.r's (;NI) pcr .lpitil rt.rc ultinlitrl\. 1o equ.rl
South Krrrca's surcl\' .l rcis()nnhlc possibilitv it rr'ould
rcnch Sl0 trillion, 1rutling (lhinJ's r(ononrr roughlr ()n ir

par rlith thrt of thc Llnitc(l Slrics.

By thc nrid-1990s, thc 6nal chapter in China's trarrsi-
tion frorn ccntral planning to nrarkct competition lay in
rcli)rnrin!i its ailing stalr'-owncd enterprisc (SO!l) se.tor,
krng the wcak link in thc r'conomy. Earlier steps to re-
movc S()Es lronr urrdcr thc rlriotrr governmcnt nrin-
istries hatl begun lhe;rroct'ss. Now, (lhina nccdcd to
completc the convcrsion ol thesc organizations to stand-
alone, prolitable business unils, as they werc still a signifi-
cant burdcr on thc ccononlv.

ln l99lt, (lhina.s ncwly appointcd prcnrier, Zhu
Rongji, pronrised that within thrce yeirrs he would suc-

cessiully reform these giant cnterprises and climinatc
their central governn)ent subsidies.

Whether that promise has been totally ful6lled is de-
batable, but there is no doubt that significant progress
has been realized. In four years, state-sector enrployment
in cities fell bv 30 percent. Downsizing in SOEs and con-
solidation of small- and nredium-sized state cornpanies
have streamlined operations. Thc'stntc railroad systcnr
has slashed more than 4 million jobs, while the largest oil
company cut its ranks by 600,000. This streamlinirrg is
essentiai for China to cofipete in the marketplace in the
future, China's system of lifetime enrploynrent apptars
near an end.

As China passes into its sccond year ns il lncn)l)er ()l'

the Worlcl Tradc Organizatiorl, c.olo01i. policynrakers
nrust clo all the,v crn to ol.rinl,rin rnpi(l grorvlh. 'lhus,

both donrcstic and lbreign privrtc lirnrs arc nccdcd kr
shoulcler the major lesponsibilit), of ne'rv iob crcation.
'Ihc hosting of thc Summer Olyrnpi. (innres in Bcijirrg irr

2008, and the Shrngh.ri Expo in 1010, will lit niccly into
tlr is job-creirtion objective.

Of course, a great deal renrains to be done if China is

to realize its goals of joining the ranks of major global
economic powers. In my October l7 visit with Premier
Zhu Rongji in Beiiing, he stressed the importance of im-
proving air quality and enhancing the aesthetics of city
life by planting trees and establishing grcenbelts. Bt'cause
of environmental considerations, coal mining is to be
discouraged and perhaps replaccd with natural gas.

Overall, he emphasized that the ncxt phase of China's de-
velopmenl is to modernize the western region and,
specifi call,v, inland cities-formidable challenges but n<r

more so than those previously mel. All were invited to
spread the word about developing westcrn China and to
participate actively in its future.

Before dozing off on the return flight, I concluded
that my experiences in modern China were not parl of
any dream, but definitely today's reality. lf I were to
dream about what lies ahead for this great country, I

could onlv predict exciting developments, pcrhaps far
exceedinpi those of the past several decades. If I anr right,
the US-China Business Council will bc vcry busy ful6ll-
ing its role in promoting US firms'participation in
China's tuture. 1:
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WHEN IT'S GOT TO BE THERE...

ooo
As one of the lorgesl conloiner operotors, COSCO uses bigger,

foster ships with more efficiency lo more direct por h0n ony

olher corrier. Currenlly (OSCO'r totol copocity

425,000 TtUS including 185,000 40-ft. conloin

35,000 lemperolure controlled unils. Corgo hondling copobilities

include 20-ft ond 40-ft dry conloiners, refrigeroled conloiners, ,

flol rocks, open lops, high cubes ond olher speciolized equipment.

Additionolly, (OS(O ulilizes borges, roil ond molor corriers lo

link the internotionol shipper with the consignee.

I

I I
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The US-China Business Council
Turns 30

hirtv vcars ago. rr'hclr I nrlscll rr,.r: thirn', cr'crr'r\rneric.rn undcr th.rt agc kncrl thc'r.rling,
''Nc\'ar lrust .rnvont orcr thirlv.' lhirt rl.rrk rrirn,rniti,rn rrls lhl ltg.rcv ol thc lxlc l96l)s, ir

tinrc rghcn voung pcr4rlc in nrlnv counlrics lt.rtl grorvrr prlr'erlirllv cliscrrch.rntctl rvith thc
\lr)rld .rcntcd hl thcir rldcrs. I lre .r6c ol thirtv rv.t' thc tiit itling linc; abovc it l.rl thc'irlcl rcginrc
lncl thc old rr'orU, bcsct by hvpocrisv and rcPrc\si{)n. llclorr ir lav tlrr nr.rkcr\ ol-the rrcrv s'orlcl.
purc, honcst,.rnr.l licc.

I ncvcr rcallv subscrihccl to th.tt rrrrrld viur',
cvcD its ir stu(l('nl in lhc 196(h, nnd oncc I p.rssccl

thc agc ol thirty" nrvsclI I didn t scc nrucl't nrrrit
in il rrt rll.

Now, thirll vcnrr' l.rtcr, .rs thc LIS-( lhinir
Ilusincss (-ouncil Iurnr thirtr', I think,rl thc
thirticth birthtiav as Ihc ltginning ol r rich.tnd
lull sl.rgc ol lili. I likc to think that the (iruneils
tlrirticth .rnnivrrsarr, r,r'hich coincidcs alnrost
cxactlr $ ith thc conrnrcnccnrcnt r)l thc cr)r1knl
por.rrv US-(ihina cocountcr, i\ ln ilnnouocc-
rrrcnt ()l'.lrl cvco lirller.trtJ rtt.rc pro.ltr.livc er.t

ahc.rcl, not onlv lirr thc ( iruntil and its nrcnrbcr
busincsscs, btrt nrorc bro.ttllr'lirr thc L'nitcd
Strtcs nn(l (lhin.r in gbbll .r11.rirs.

I lrt (., ru niil rrr.rrks itr l,rrthrl.rr t h ir 
'1'; 

111*

rvith .r visit t() (;hin.r br rnJnv nlcnrl)crs ol-itr,
board of clircctors, Ica,.lcrs of rcnorr ncr,l

,\nl(rir.rl \r,nrlJni(. lh.rt ll.r!c l)uilt (\l(rl\i!(
.rctivitics in thc I'lt(lrrith (lhinesc cLrst{)nlcrs,
parlncrs,,rnd sLrpplicrs. r\s il hiippcns, thc
t.otrn.il ih.rir rrrrJer rvhr,'e Icarler.lrip se vi.it
(ihina is l'hilip Nl. (lon(lit,.hiir.rl(l (i|() ol'
l hc llocing (i)nrPnn\', whor'c silc ol t(l] 707 nir
.rnll in l97l boldlv siglalcd thc lrcginning ol a

new rril ol aonrnra(ill cnglgcrrrcnt lrcllvccn the
[.l itcd Stntcs nr]d (lhina. lhc hoard's hricl visit
to (lhina this spring, rvhcn ocw lcrtling ligutcs
ir (llrina's central rnd provincial ltovcrnnr.lnls
tnkc up lheir posls, ()licrs us.l rhnn.c t() rellcel
rvitlr our (lhincsc tourrtcrpilrts nnd hosts ()tr

rvh:rt has btcn achicvcd thus far..tnd rvhitt ncw
til:,ks c()rrll-1)n1 U:, t()dny.

It is.rPprr4rriatc, on this oceasion, that our
(iruncil's nragazinc. I h' (lltim IJrrsirrcss / 'rir'rr,,
fircus <rn thc (iruncil'\ lhirlicth attnivcrsitry. In
thi. 'p.ii.rl t Ilil. wc l,,,rk h.rik, ar \nrcrii.rrrs

.rnd (.hincsc invrrltr:rl irr this Lrng lnri corrr[rlcx
rclationship rcgularll' ci, rvhcn nrilcstonc's kxrnr.
llul \vc nlso I(x)k frrrrvlrrl-.t riskicr lnrl nrorc
un(.rtnin cnlcrpris., pcrhaps, but one rthich
,\rncri.Jns nn(i (-hincsc alikc llcerl l() undcrtnkc
nrrrrc iolcrrsclv. \\'hcrc,rrc thc Llnitcd Sl.rtcs.rncl
( hinr $ilintl. \(lrr.rl.'lv.rrr.l t,'getlrcr, rrr.r I'er-
i[rus rrrrr[? \\'h.rt rlill (]hina, no\{ in lh!'nridsl
ol suth l.tr-r'elthiog ccrrnornie rnti social
.h.rn8,es,l). h)'10-l-la \\'ill thc intcllcctual .rntl
nrrtcli.rl lirrccs in lroth eountrics thar lrrd in thc
dircciion ol' corrr crgcnl inlarcsts c)iart ru()rc
scig,hr than thc tirrccs that sec lriction and con
lli.t .rs thc ine.cnP.rl)le dcstin\, oI our trvo coun-
t ri,, r? llr lhc . rrr.lc rerl.r( (rl.rr ()l- At1l(ri(n \
\^'estcnr liolti(r, is thc rlrrrLl"hig crrough lirr
hrrth ol us"? llrth irr busincss tcrnrs antl nrorc
bnr.tdlv, Anrcr ic.rns .rnrl (lhincsc should lTe

thinking lx)ul sueh questions lnd sccing r.'hcre
itn(l h()rv lhev.iln a()olri[)ute to S,rcillcr hxrn]orr!
ol intcrcsts bcllrccn thc Unitctl Statcs.rnd thc
l'toplc's llcpuhlic ot ( lhinr.

Nrrw, tlrerc .rrc rlillcrr'nt wJys of lo()kil]g .rt

lhirtv yc.rrs. ll'\t('strrt coul]ling ()hincsc history
lrcnr thc bcgirrning rrf thc Shang I),vnasl1', sup-
poscdlv I lJ2 ll(-, our little thirtv yeJrs conrcs to
lcss thrn onc pcrlcnt ol lhc l()t.rl swccl. On thc
otltcr h.tnrl, tltrcc tlcc.trlcs titkc up rtcitllr- l5 pr.:r-

ccnt ol-thc history of thc tlnitcd St!tcs.
ln th! a()nlcxl ol thc p.rst (cnt(lrv ()f nr()rc

intcnsilc t)S-(lhina rclalirrns, this olost rc.cnl
thinv vc.rr 1'.n,',1. rnith.t,.r,lilr inirc.r'ing ei,'-
rli,rrri( .rrr(l \,,rlrl)crriJl (rrE.r!,(rn(nl .ll ilr (.rrc,
is corcrging ls a Irngcr lnd fcrhaps r]r()rc slirble

Ih.lsc thiirr irything th.rl canrc lrclirrc, in spitc ol'
signilic.rnt ups and dorvns. l;rom thc lirll ol-the

Qirrg Itr n.rrtr tr' l'c.rrl I l,rrlrrrr .rn.l ,\rrrcrrr'.rn
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involvement in the Paci6c War-29 vcars. Fronr
the start ofthe Sino-Japanese War in 1917 k) the
establishment of the Peoplc's Rcpublic, with thc
acconrpanying estrangenrent of thc' Lltrite'rl

Statcs and China l2 years. From thc collapsc
ol'US-PR(l relations in 1949 to the reopening of
contact-23 years.

Will thesc part thir t1 yc,rrs sr'orr he irrtr'rrrrpt-
cd by another raclical change of direction? I, lbr
one. tl)irrk n,,t. \Ve.rrc irr a pcri,,d.,l-Jyrrarrri.
changc, both dourestically and intclnationally,
but also of an underlving continuity that
pronrises to elldure, in spite of rccurrcit
changcs clf pace. Again, the econorrric engagc-

nrent of the Llnited States and China. tirr all of
its lluitlity, is the ke,v threaci of continrrity reach'
ing into the liture.

Look back tirr a rr(nrenl io the other direc
tii'n. irrrnr l97t t,' 19.1.1. \Vhat r\'.ti hJl)fdting in
US China rclations in 194,1? Thc Llnitcd States

and China under the Kuomintang wc're uneasy

wartirrle allies dgainst lirpln. Mrrch of China was

undt'r fapanese occupirtion. In 194-3, the Urlit!'d
States linally entled "extratcrritorialitl,," the lrun
,jr,.1 y,:rr-,,H \\\tcn1 th.ll pl.rie,l Ant.rri.rn'
(ilnd other ti)reign.'rs rvhose nations signed sinr
ilirr trcaties with (ihinl after thc Opiurr War) in
China beyond the rcach of Chinese law and
r.rllr l(, \)'rrlh(,lilL. lo Hcrlcrirti(,rr\ (,l l.rlrfi,liL
Chinese the traunra of foreign intrusion and
domination. In 1943 thc gr!'il Honin Fanlinc
was petering out; nrillions had st;rrved. lhe
rct il price i11dcx (1937-100) iir Nirtionillisl-
controlled China passed 22,800, oD its way lo
the 874,(X)0,(X)0 nralk oI latc l94U and the
l.l)lXr.l)0(,.rrlx) l.,rcl itt thc nt,,n)cnl 1,f rcgiot(
change in 1949. Civil rval lay Jrrst around the
corncr in (lhina.

'I he three decades since 197-1, when the US-

China llusincss Corrnci) got its start, havc becn
dynanric, ancl tht're is reason to expcct that the
next three dccad('s will bc, too. Thc enrergencc
of(lhina as an incrcasingly vigorous player i11

the worlcl ccononry is a long proce'ss rvhose end
is not in sight.'l-hr te)iture of llle US-(lhira rela-
tionship continues kr change, rvith each side
viewinll the otlrer lhrough the prisrn of great
p,rwcr rr'qrrirt rrrrrrt..lr),1 ir\lir.rli,rn\ irr irrcrc.rr'
ingl1, comPlex ways.'lhe two countries have il
long wiry to go in confionting thc pmtbund
stresscs thirt nolv clehne the hunrao condition

gcncrally, as rvtll as thc challcnges to cach
nation's distinctiv!, ecoooll]ic and Political sys-

lilt oo ooe rlreanrs ol sctting the clock back.
Thc tlsk for Arncricirns and Chinese-in busi-
lless, but especinlly in government and in thc
rcaln of p.ublic opinion is to nranage a future
rvhosc prronrisc is rcitl but Dot guaranteed; k)
pursue genuirlL', not simply rlretoricnl, "mutual
bcncfit"; to accept thc'possibility that the othL'r's
intcrcsts lrc lcgitirnntc without discarding onc's
ou,n; to prosper with, rather than dt the erpense
of, thc othcr. At thc hcart of this deepc,ning irnd
broatlcninH intcr.riti,'r i:' thc c(()r(,rri( (n$,rt((.-

nrcnt cnrtrotlictl in the rvork of the LIS-China
Business (louncil anri its hundreds of membcr
conrpirnies.

( )rrr llrirliclll .r]llrv(hJrr ( ,r,rrl HriI,rr'jj
1l'r,rt'u,seeks to bring crcittivc itnd knowlcdge-
ablc writcrs kr cxpor.rncl on the broacl contours
of US-(lhina engagt'rrrcnt sincc thc LIS-(lhinir
Ilusincss (iruncil openecl its cloors, ond to look
k) the futurt its lvell. \Vc hoPc our rcadcrs in thc
Unitcd States, in (lhina, arrd throughout thc
rvolltl will flnd footl fol tltought, mtl qrounds
tirr optinrisnr, in this C,41lls rctlections on whtre
rve huvc bcen, u'hcre wc arc, and rvhere wc cau
go in the lirture.

l'hc' US-(lhina llrrsincss ()ouncil takcs this
i'Pforlul]ilv 1,, Lxl('nJ il\ (l('(l(\t .rll\r(.i.rlI rl

to tlre huntficcls of Anrcrican courpanies thtt
have given the Council its lil! lnd its nrandlte
lirr three decadcs. ancl to tlrc countlcss (llrincsc

tiierrds u,ho htve rvolketl so closrlv rvith our
(irrrncil ycar aftcr year. ()ur sPeci.rl thanks to
,tLrr rdtrnl(lrPirrl ,rIS:rnl/rli''rl, llr( ( lrir:r
Council lirr the l'rrnrotion of lnternltion.rl
'Iiaclc, rvhich celcbratcd its own lifticth ntlnivcr-
sary iD 2002.

1'hc willingness o[ people of good rvill in
Anre'ricirn ancl (lhinesc llovcrnnrrnt scrvicc l'ras

enablcd us to servc c)ur constituents and the
brorder crusc of strcngthcnccl LJS China rela
tionsi we extend our thanks ancl orrr welcome to
thcnr.

liinally, my lTer-sonal thirnks to all (i)uncil
stnif nrenrbcrs, in \{ashington and in (lhirir,
wlto scrvt tlrc (iruncil toclay, and to all thosr,
who have conrc bcfolc ovel thrcc dccadcs. 

_lltc

(iruncil's soul is its great sta11, and tht'y will
kcep the (i)uncil strone tonr()rr()!v. 'i
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TOGETHER, WE SOAR.

Boeing congntulates the US{hina Business

Council on its SOth Anniversary For its

achievements, expertise and proSrams in

US-China trade. we say thank you, and we

look forward to the years ahead.
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Opening Your Business to the World"

MAERSK SEALANtrIl-800-521-8807
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ln China, relationships are everything.

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

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

Call us today to see how we can expand your China business.
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Congratulations

FRESHFIELDS BRUCKHAUS DERINGER

to The L:s-China Busincss (louncil on its -l0th anniversarv.
\\re wish you nrany nr()rr'ycirrs of providing quality insight
and information to the L:s-China business communit,v.

Freshfields Bruckhaus Deringer's China prractice group has

more than 20 ye'ars'cxpericncc in handling PR(l-relatcd

advisory and transactional work across a broad range of
industries. We havc onc of the largest ancl most experienced

China teams of any intcrnational law firm, with over

50 specialists based throughout our extensive network in
Asia, Europe irnd thc LjS.

ll0l B.ijinS silv.r 'Iow.r

? I)on8S.n Huen B<il.u
Chaoy!nB Disrri(l
B.iiitr8llxro27

t i 8610 6.110 6J]7

a:arlChcnB

.l4rh Uoo., Jin Mao 1bw.r
88 C6ntury Boulevard

Shanghai 200lll
T +8621 5049 I I 18

L!cill. B..rl.

Twd Er.he.sc \u.r.
HonS tunB

r,E52 2846 t.{00
| ' 8!218l0 6l9l

wu,rv. frcs h fl e I tls. co nr

lv
Z

f1
)
/

/ :
v_!

I

"-iilf'
f

I
I



,

*

,

The State of
g$-China Relations +

fessons ftom the past,
questions for the lutute

Lee H. H a milton

T 
he US-China relationship is the most complex bilateral

I 
relationship for the United States. Over the last 30

I years, Sino-American relations have undergone an

impressive transformation from animosity and conflict to
candid dialogue and constructive cooperation. These trnro

vast and complicated countries have found common ground
on issues of trade, investment and, more recently, security.
But key issues remain unresolved, and the potential for
troubling divergence is real as China becomes an economic
pourerhouse. a military force in Asia, and a potential rival to
US hegemony.

The future of Sino-American relations is fraught with
questions. Will Taiwan declare its independence, or will it be
integrated into the People's Republic of China? Will
American missile defense trigger a Chinese arms buildup, or

lee H. Hamihon
is director ol the Woodrow Wilson lnternational Center for Scholars in Washington, DC.

He served as a member of the US House of Fepresentatives trom lndiana for 34 years
and as chair and ranking member of the House Committee on

lnternational Relations and the Joint Economic Committee.
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NewYork Life Salutes
U.S. China Business Council
on its 30th Anniversary

New York Lif e is proud to be a member of the

U.S. China Business Counciland congratulates

the organization ior being a vital link in strength-

ening economic ties between the United States
and China ior 30 years. NewYork Liie's values of

{inancial strength, integrity and humanity are well

represented in our association with the Council,

and we wish them well.
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Operating in Sha nghai as

l'feler @
EhiB$, ,\t

LIFE II{SURANCE

ANNUITIES

LOT{G.TERM CARE
INSURANCE

INVESTMENTS The CompanyYou Keep."

www.newyorklife.com

@ 2OO3 New Yo.k Lile lnsurance Company, 51 Madison Avenue, New York, NY 10010 A11 righls reserved
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,, ,.rrordkput the

ricaqSelationship on

lid6tin}, but the potential

o

o

rvill thc trvo rnilitnri(s strrngthcn theil tir's.rnd
crxrperation? (ian (lhinn's one-pnrty :,y:,tcn) sus

trirl itscll in ir nrxrket ccononrv. or will (ihinil
turrclcrgo drastic political ch.rnge? \Vill (ihinir

l,rrvc hospilablc to hurnan rights, or will it
rcnrairr ir rigid, st.rtc controll!'cl societv?
tJnccrlnilrty nbout these and othcr cruciill qucs
lions is r-tirl.lncl nromcnlous choices rcnt.tin iirr
(.hincse .rrrcl Anreri(.rn lL.nders. Il the lnst -10

lcrrs xrc lnkcn as a guidc, tlre leaders ol tonror'
rorr,c:rn bcst tircc thcsr,challcngcs bv conslruc-
tirclr crrg.rrlirrg irr [rrrrsuil o[\,,mnr,rr irrrr(\l\.

The economic ties that bind
()\crlnPpin{ inlcr('\ts bctween th(, Llnit.d

Slxtcr, .rn(l ( lhinx hlve trecn prcdonrinantly in
the ccononric sphere'. (lhinl's clrite to bcconre
ln ctonontic potr't'r has ITccn simplr' .rslonish-
ing. (irort,th rntcs h.r\!' licquenth'.rppronchcd l{)
peracnt pcr vcnr (^'cr thc pitst l0 vears,.rncl in
l0{)l (lhinJ r\,ls the recipit'nt of rrrorc than S50

billion in tirrcign invcstntent.'lh('rc'Jre no\{ l
rrrillion prir':ttc torrrpitnics in (lhina, nn eDrerS-
ing nricicllc class, an,.l nmbitious inlilrstru(turr
dctcirpnrcnt projcrts. (ihina is ir gLrt>al ccnter
li,r' rn.rrrtrt.rrt trrint.rnJ .r resi,,n.rl t,i,rrrrrrrri(
prrwrr, PalticLrl.rrlv sircc thc lalranest' econonrv
has st;rllctl. Ihis lcvel ofecononic opcnncss and
grorvth ir Ohin.r rvls r.rnthinkablt'-30 yelrs lgo
irnd owcs nrtrch to the rclationship bchvecn the
Llnitc(l Slilcs ln(l (lhina.

()n trlclc lrrd invcstnrent. therc h;rs lrcen con,
sidcrlblc conrnron qround and finDy drcrs ot'
oluluirl irltcr.st betwccn thc tlvo countries.'ll'rc
tlr)ita(l St.ltcs lrirs pursrretl corrmcrcirl opPorlu-
niLics, cxports, and prolits in (ihina; China h.rs

srrught LrS invcstrneot, technokrgr', arrd support
lirr ( lrirrc.r. .rt.r's.i,rrr irrt,, !,1,'h.rl lr.l(lc rcqrrc\.
(1S srfport tirr trade tnd inlr'stmcnl in (lhina
Ir.r. rtt.rlrrrcJ lr',r11 \l(,\l l-.rvrrrcJ N.rLir'n rt.rtrr. irr
lll. l.txo\.lltJ lgql)' t,' ( hrn.i. rnt($r.rtion inlt)
thc \\irrl<l Ir,rdc ()rgnnirntion (\\''lO) in 2(X)1.
(,hin.r h.rs in rttLrrn d.rrr(rnstrar!'d.r rvillingncrs
l{) opcn up its .l.rl.,-o\ rred economr', drimitical,
ll rcducing tlritfs, olcrhluling larvs and rcgula
tiorrs, and Pcrrritting grcltcr prilate os,ncrship,

Pr(Trcrl\ rishts, .tnd lr!nspilrcna\'.

(.ltin.r st ill has .r Irng t'.rv to go in rcli)rnlinc
its cconontr, hoh'cvcr. ( lhinl s \\'l O contpliarrcc
rr'lrrtl sr' l.tr is nrircri..rrrrl rt rru\l (ontirtuc t(r

inrprrxc protcction ot inlcllcctu.ll pr()t)cr1)'
riqhts. rcntor'c irttprrrt rlrotas on lgricrrltrrrll
u,rt.lr,,'lirrrirr.rtc reSul.rt i,,rt th.rt Jr\(nurin.rl(
.tgainst lirrcign pr<xlucts..rnd cstatrlish nrore
cfhcicnt .rnd r ilrorou: intlcfcndcnl rcgulnk)rv
.tgcncics. (-hin.r is.rlso llectj rr'ith ongoine prrrb
lcnrs rrith inllcxiblc rlnr. ()wrrc(l cntcrl'ris..s, blrl
Irr;rns in st.rt,: bank.. unlirnded prnsion svslenrs,
and rviclcrl,rcad.orrufti()n. Ilul t()d.rv'r, \'ibranl
irnd dctcbping (.hirr.r slill bcars little rcscnr-
bhncc lo the cconorrw ol thc clrlv 1970s. 

-l 
he

tics.rllirrricd hl' lhis rlcvclrrpnrcnt h:tve bolslcred
Sino Anrcrican rclations lTcyord thc balancc'
sltcel: Anrcri(ans alrl (lhincsc rrot,do brrsincss
to8cthcr, tr.rvcl k) cir(h olher's .()L,lltt ics. indulge
in (onrnron slr)rts Jn(l cnlcrtirinolrnl, nnd shop
lirr thc sanrc rr^rnrc br'lnrls.

'l'hough cconoruic crxrpcration has bccn
incrcasioglv robusl. llrc l.rck ol politicll rclirrnr
in (lhilla h.rs pr(^'err lo he in intpcdinlent to
strcnglhcning Sino-Anrcric.rn tics.'l'hc (lhincse
(i)nrnluni:il I).lrlv ((l(ll,) has ol,encri ll'tc e.ono-
ruv rr hilc nraint.rining:r onc-pxrlv st.lt. in rtlrich
p()!vcr i:, Lr)nccntrntc(l in,r li\v (lozcn indilidu-
.rl...rrr.l .lir..rrt h.l\ l)ecn r..l)r(\\.(1. ('hirr.r i\
rrndcrgoing .r stunning nrodrrniz.rlio , l)rrt or(li-
n.rrv ( lhincsc havc lcrl littlc sav io the proc.ss.
lhis b.tl.tncirtr,l.r!t h.rs r.risc'cl tlilliculties ls tlrc
inconrp.rtibilitv lretrlcrn r lrcc nrarkct,rncl onc-
prrtv rulc bccrrnres cr itI:ntl (lhinl cou lrt
nppr'o.lching.l rriiis in gr:r'crnancc, *,ith ir decirv
in lhc I)aIlv's.rrrlhoril!'. il dctcril)r.r1irrg sliltc
e,rP.rcitv,.rrrrl rising tcnsions bcnvccn th(' rcginlc
lntl societr'. lir nrirny rrlrscrtcrs, il .tl)pcrr\ lhrt
(lhin.r hls to ir:rplenrcnl lrnrc strate'gv ol-Politi-
cal rclirrnr rvithout rlellr', intlutiing lcgislativc
tttc.tsurcs, lcg.rl svstcnr clccttrns,.rnd it) r:nlp()tv-
crnr!'nt ol' .iril s()(ict\,. l\rl thc ( l( ll) is both
rletclnrrnc,l .rrrri rc.ilicrrt,.rnrl tlt.. rh,utr.
l'(l!!r:(n rtorlirrF lr rth .r l,rlqr'lr rcpres.irc cnlill
rrr cncorrraging potcnli.rlly (lcstxl)ilizing disscnt
hrs plovrn LiillicLrlt lirr Anrr,'riean poli.ym.tkers.

Political reforrn
'lhc tlnitcrl Statcs has struggletl to ir(ivirncc

thc cirusc ol huurrn rights anrl political rclirrnt
irl (lhinn. Wc har,c tried privrte diplrrm rcv, pnb-
lic crilicisnr. anri ccortrrnric sanclions-rronc of
rvhiclt h.rvc h.rcl l.arlicul.rll,v s.rtisl-ving rcsults.
llunran rights ol all kinds in (ihin.r-civil, polit-
it.rl, rrrrnrcr's. rr ligiou\,.1r(l (thni(-rcnt.ril
ilnl()nc lhc nlr)il rrslrieled in thc rvorltl.-l he
issuc is a tiiilicult onc bccausr (-hincsc an<i

i\nrcricans approach it lnrnr dilii,rcnt pcrspcc-
lirc\. Arrrcn(.lrls sc( .r rtultilr inB .rrrth,rrit.rriln
govcrn rc l thlt dcnics so|ltctinrr's hrut.lll\'-
tunivcrs.rl rights .rntl liccrlonrs; nranr, (lhincsc,

c()unlcr th l ecooonric an social rights are'
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Security
()thcr arcxs ol'c()nacrn lirr (lhincsc lnd

Anreric.rn polio rnak.'rs arc princip.rllv in thc
se.uritl nrcn.l. (.hi.f inlonB thc5. is lhc tirture
of'llirvan, rvhich rcnrainr thc nrosl Trrhtilc

point ol tcn:'ion in lhc tlS (.hin.r rcl.rtionslrip.
(lhin.r h.rs bccn pcr:'istrnt in its clainr on

l:rirgan, sinultlneously pursuing milit.rr,v
btrilclups across thc 

-litiwrrl Str.rit.rn(l.l(,scr
links in conrrnerce.tnd tracle wilh thc islanti.
'l he Llnitetl St.rtcs lirrnralll' cnrtrlitccri , 'i)nc
(ihina" policy,.rnd, Llcspilc ritillcnrcnls rnilLlt

eirrl,v in thc Iluslr Atlnrinistrirtiorr, wc hnv!'gcn-
crnlly nrrintnincd slrrlcgic .tnrbigrrity with
regirrd to'lairvan rv,.' have clissurrlccl llit'att
fr,rnr rlcil.rrirr!l irrrlcP. rtrl.'nic. wltilc krelirrll
Chinl guessitrll about r LJS rcsPonsc l() iln
Llnprovoked (llrincsc otlinsivc.

'Iaiwan arousr's pnssionrrlc .tncl hislorically
rootcd sentinlent on both sidcs,lnd this h.ts

peliodically lcd to inflanrcd rhetori. rnd csc.rlitl-
ed tc'nsions. A principrl go.rl on bolh sir.les h.rs

been-and should r'.'nrlin-thc avoidrncc ol'
rrrilitirry contlict ovr'r'l rtiwan. l he' Llrr itcd Stxlcs

slrould avoiri prolokitrg (ihinr ovcr'l.riwln, lttd
t.hrn.r .h,rul.l Ir(rl l,llr\tla rl)ilrl.lrr (r)(rLlr)ll ill
secking to unitv thc islancl rvitlr thc nrlinland.
-fhL'futurc o, -liti\!nrl rcnlni!rs in qucsti()n,l)ut il
is.r t;rrcstion that .lrrrrrLl l)( \\1,rL((l r,ul (ltri(.l-
l!- r)r)t lhrolrFh rr.u,lrut lhh,trrlh rr..S,tli,rlrrn.
comrncrcc', ;rncl thc lrassagc of tinrc.

,{nothcr ar.'rr ol'conccrn hatwcen thc Ljnita(l

Strtcs and (llrin.r has bccn in rv.'itpons lt'chnolrrgr
lncl prr,liler.rti,rrr. t.hirt.t t. onc ol- a li s rr.rtr,rrlr

rvith the lbilitv to inlli.t grc.rt nLrclcrr harm orr

lhc I nilcJ \l.lte\..lnJ lrls IursLrcrl r Ir],rrtr)rrrn)

nuclcar tlett'rrencc clpabilitv. lhe Llritt'd Stltcs
has also .rccuscd (ihirta ol-crporting tlangcrrrus
wcapons antl nrissilc lcuhnologv to cottntrics likc
Pakistan and North Koreil.'li'nsi()rrs havc ctrhe,.l

somcwhilt, i\ thc 1990s s.tw thc succasslill in(()r_
poration oi (-hin.r into rcvcral norrPrrrlilcrltion
rcgimes, antl ( lhina has rcccntll annottnccd a

plno kr linril its cxports ol'missilcs atrd rrthtr
dual rrsc tt'chnologics. lhrt US pl.rns to builtl a

missile dcfinsc sysltru rntl (.lrin.t'.s go.tl ol'
upgrrding its rruclcar c.tP.rtrility cnsrrre rliliicrrlt
times ahr:lti. (llrina rvill bc prrrvokctl by.rrrv LIS

irttenlpt k) clinrinrtc its dctcrrcncc cnpnbilil),

through a nrissile shield, while the United States

will oppose a nuclear arms buildup in East Asia.

Rrt.'rrtial flashpoint$uch.i< lhc Korean peninsu-

la and Triwan could lirrther complicate the situa-

tion. Didlogue betwecn the military and civilian
lcadership of both nations is necessary to ensure

that rnisundt'rstanding and mistrust do not esca-

latc int(, sonrething nlorc dangerous.
'fhe potential fi)r a successful and sustained

dialogue has been somewhat strengthened since

lhc h'ar on terrorisnr rccast the US-China rela-

tionship. Thc conrmr)n strategic concern of ter-

rorisnr has led to tangiblc cooperation: Chinese
support ti)r the US-led campaign in Afghanistan,

Just when you think something isn't
possible, we uncover a new approach.

6nIf;
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nrorc inlporlilnl than politicrrl liccdonts, arrd

thrt lhe cconon)i. progrcss ol llrc ln:'l l5 v.nrs
thcrcli)rt rcprcs!'nls nn inrprcssivc ittlvancc o1'

hunr.ro rights. 'l hc gros lh in ccononric opcn-
ncss pr-r'scnts an oplrortunitv lirr hurrtitn r'iE,hts

in China-rs nerr pcoplc aod idcits llorr le ross

thc (-hin.'sc borclcr, thc polcnti.tl lirr aeconrp.r-

nving political rntl soci.tl changc gror's. Ilut
until thcrc is r.'rl political chrngc il (.lrin,t,

hunran rights rvill ptrsisl ar a g,lrriog, conccrn
lirr Anr.'ricans itoti,\nrcriean poli.vntitkers.



sue a polftfthat reflects

th of common interests

yfufro nations, then we

can avoid the tumult that has

'd relations between the two

t
br

intr'lligencr-shlring, anti IiS rupport lirr Ihe
t.ltirrc.c.r.rikJ,'rr'tt ort Irl.rntit'cl,.rr.rtist' in
(lhin,r's wcstcnr trrrilorics.'fharc is nkr a warrner
t()nc [)clwccn thu nr,o nalions ls of thc crti ol
f0{)2, ns lhc tlnitcd StItcs has rcncwcd rnilitary,
to-nrilitaly ties, irrrtl Ohinir sr.rpportecl the Unitcd
Naliotts resolution on lraq aoci has [,leciSetl curp-
cration il r.lclirsing th. .risis in N(n th Korca.

l'lt( l'r(\r\lcl]l liirr$ 7.rrlin rrr.rtlc it .r Iri,'rirv
t() dcnronstrnlc cnhnncctl rclltions and coopcrl
tion bctwccn thc LJnitcd Stiltes nnd (lhinir in the
wnr ort terror ns Ohina nrovcd tow:rrd a chaogc
in lcrtlcrship. ln thc conring nronths and yr'ars,

ir).onring l)resi(lcnl Ilu Jint:ro:rnd thc nerv
(.hincse leatlcrship nrust rcsolvc intcrnnl ditilr-
cnccs il rny arrcl lirrnrrrlllc thcir orvn
.rpproirch to tlrr LJnitcd Stntes.ln(l tirrcign poli-
$. Il rcnrains lo be sccn holv this.rPproach rvill
tiilli'r lionr Ji.tng's.tpprolch, irrrd to wh.lt cxtent
liang rvill rcnrain involvccl in i:li|k161x11. n,r3
sc!uritv nrrltcrs. lor thc tinrc bcing, ()hinrr

\ccnrs to h.rvc il.ecptcd thc rerlin'of US prc'emi-
ncncc, and thc ltush Adnrinistr.rtitln h.rs dcciclcd
l() li).us ()n r.orking u ith (lhina on areas ol'
a()nlllr()o aonctrn,

Building on a strong,
yet uncertain, foundation

'l'hc rr'.rl on lcrror has put thc Sino-Antcrican
rclationship on nrorr'solid til:ting, but thc

lolcnli.ll li)r.l ncqilivc lurn rcmlins. ()nt'c,vcnt,

such as thc dorvncd spv plaloe ()r x \t.rt!'nrent by
Iirirr'.rn s l)rrsirlcnt (lhcn Shui-bi.rn io llvor of
indt'pcnciencc, coultl srvitg rclirlions in thc otlrer
clircction. lhis in\t.!bilil)'rcoriins.i llarv in thc'
rcl.rtiolship,.rnd irr (iS policv low.lrd (,hir)a in
gcneral.

'Ihr Llnitccl States nrust h.lvc ir nrrrltilircrtcd
policl torv.rrd ( ihina bccausc of tlrr' riivcrsity oI
LJS intcrcsts rcglrclirtS (lhinl.'lix) n)nnv
Anrclic:rns lcnd lo think about thc LIS-(lhin.r

relationship in terms ofi siDglc issue, such as

trlde,-lhiwan, or hulnan rights. Without tlintin
islrinB thc itn['ort.rncr'r'l thcsr. 'perilii issrrcr,
American policyntakers should not:rlklv any rrnc
of thcse issues to tlonrinirtr, drivc, or tlerail tht'
cntire Ielatir-,n.hip. With :o rn.tny qUcstro s

uhead, there will surely bc difficult tinrcs arrcl <1i1--

lirences of opinion. (lhina is .r vnst lnrl divcrsc
country and economy, with ii tirturc thnt nuy bc
nrarketi by both dcvelopmr-nl ancl upheirvll. ll wc
pursue a policy that rellects thc brcaclth of cont-
nron interests [Tetvecn the lwo nati()r)s. thcn wc
can avoid the tumult thlt has alllictecl relations
lrtween the twcl nations ovcr thc lnst J0 yenrs.

Thc United States slrorrld irlrvavs spelk uP lirr
its interests artd values in dcaling rvith (ihina
in commerce, international sccurity, and hunun
rights. But we should not fear I strong and pros-
percrus China the surcst ivny to nrake (lhinl lrr
enemy is to treat it as one. l)espitc scrjous and
pcrsistent differences, China ancl thc LInitr,ci
States have bcen able to construct a relationship
that has bene6ted both countries irnd incrcascd
thc stnbilitv of Asia and the rorld. Exprrndcd
ties and .ooperation allorc i florv of icl{as thal
can brcak doicn mistrust lnd nrisundcrrtanrling
,,f t hin.r in thc L nited :t.lt(\. rvhilc t.n(orrr.lgit)g
growlh and, p()tcrltiitlll', political changc rvithin
China.

The future of (lhirrn is thr, gre.lt unknorvn of
the t\!enty-hrst centurv. l'h!'r.ital task ti)r thc
United States is to encourage Ohina to ntovc
toward grcatcr prospe) ilv, lrecdorr, nnd intcrn.l-
tional cooperation, rvhile acknorvlcclgirrg (ilrina's
important and evolving rr:lc in thc rvorld.'l hc
Uniled States and (lhina continur lo nllcrnate
betwcen connecting irnd collicling on I grcat
many issues. If both sides conrntit thcntsclvcs lo
cngagement, then thc United Statcs irntl (lhina
can build on the fbundation of lhc last J0 ycars
to firrge a relationship charactc-rized by tlepth,
candor, antl conlnton interest. ':-.
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Our China-based
family of companies

congratulates
The U.S.-China Business Council

on their 30tr' Anniversary

Johnson & Johnson (China) Investment Co., Ltd.

Johnson & Johnson (Chirra), Ltc1.

Johnson & Johnson Medical (China), Ltd.

Shanghai Johnson & Johnson Limited
Shanghai Johnson & Johnson Pharmaceuticals, Ltd.

Xian-Janssen Pl"rannaceuticals, Ltd.

Johnson & Johnson Medical Shanghai, Ltd.

Wov."$oI^Nto1,L
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hat Will the World +
Gain from China in

Twenty Years?

,

Wang Zhan and Huang Renwei

tf hina has only been carrying out its "reform and

I opening" policy for t\ /enty years. lt has only trod the
Vpath of the market economy for ten. The changes
that have swept China r,vere unimaginable twenty years ago.
The changes to take place in the coming twenty years are
even harder to imagine.

ln predicting the future one can't escape the question of
history. For 2OO years, from the end of the eighteenth cen-
tury. China trme and time again missed its historical oppor-
tunities to modernize. The three industrial revolutions of the
West left China behind. until the Chinese nation finally came
to the brink of extinction. ln the name of their independence
and freedom, people in China looked to the West to learn
about technology, social and political systems, and culture,
but nothing worked.

Wang Zhan
is president, ShanghaiWTo Affairs Consultation Center.

Huang Bonwei
is directo( Pudong lnstitute lor the US Economy

This anicle was translated and adapted frcn the Chinese.
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Thirty Years Back/Thirty Years Forward

The Changes in Our Lives
Over the Last 30 Years

have been
Extraordinary and Unforeseeable

CHUBB has Gone fiom Being a Sniall East Coast U.S. Firm
To a Global Insurer with Operations Worldwide

THE UNITED STAI'ES has Emerged as an Economic Powerhouse
whose Creativity, Innovation and Openness have helped Raise Living

Standards around the World

THE US-CHINA BUSINESS COUNCIL has Grown from a Hopeful
Believer in this Critical Bilateral Relationship to an Essential Force

Promoting its Vitality and Depth

TOGETHER

We Can Ensure that the Next 30 Years Bring Unparalleled
Prosperity and Peace to Every Corner of the Earth

-I hc ('hubh ('or1lo ration
Onr l\I:rssarhusclts A\e., \\\, Suitc.l5(). \\'ushington, D(' 2lXX)l

CHINA has Becorne a Major Economic and Political Power
whose Future is Filled with Great Promise

CHL'BEI



lk a Chinese road

to

/

In.yffa
g from the West;

odernity.

Whrn wa sll,ll tll) thc lcssorls ol (]hin.r's 2(x)
ycrrs ol-aecunrulalcd brckrvartlocss, tlrc iirst is

thilt (lhinir lirckctl ittrlcpcttrlence attcl rutonotuv
in thc rvorltl.'lhc sccoori is that (-hirrl hckcrl a

svstcm, ancl l spirit, oI irrnov.rtion.
'Ihc r..rl ofl()rtunity tr) lcrrn fronr thc \\resl

hirs eonre to thc (lhioesc per4rle onll in thc lart
l0 r'cars. llclirrnr .rn(l ()l-cniDg" and thc social-
isl nr;rlcl cconontr'-lhcsr' h.rve opene'd lirr
(-hina.r nc$ pltlrrrirv to innovati,encss in thc
(-hincse svstcrn, in lcehnoLrgv, lnd in eulture.
\\Ihit thc rn()sl re'ccnt J(l vcars prove is thal il'
(lhinn wnnls to nrodcrnire, it nrust innovate,
.rnti that in ()r(icr t() innovxtc, (lhina cannot ltul
le.trtt lr','rrt tlrr \Vt st. Nl,,tlcrniz.rtion, irttt,rvat i,rrr,
and lcirrning lionr thc \{cst arc ncithcr scparrblc
lionl, r()r contrldi.lor\'with, one iln()ther. ll we

rvnnl to nr.!kc lhL nJtion strong, i[ \\'c \rrnt thc
trvo siclcs ol thc'l.rirv.rn Strait to br unitcd. llrst
\vc nrusl inn()\irlc-\tL'lI)Lt\t crr'ate the ncrv. \\t'
nlust (orltitluc lo lcrrrr Ironr the \\Icst. (lhin.ir

l,coplc n:utt s.r'ilelrll to the rvorld: (lhinl is

llrr'.rJl t.rlirtg tltc p.rtlr ,,1 nr,'Jcrrriz.rti,,rr, nr.rr.
keliz.rtion, dcnrrrcrltiz.rtion, rncl glotraliz.rtion.
'Ihcrc is n() lrrrnirrg birak. \Vc can orrly il(lvilnac.
\\t ainn()l rct!-cilt.

In looking to thc lirturc, onc likcwisc nrLrst

oot ignorc lhc circunrstrnces ol today. Sinrply
pul, wllill wc ilrc cr)birrked rrpon tociay is a kinrl
rrl plving ol-ovcrdrrc bills iner.rrrcd in thc l.rst.-lir 

aclricvc thil, it is t](,1 cnough onl)'lo tlcPcnd
on h:irrninE li rnr tht \\t'st;rvc also nrust sllk a

(ihincsc roatl to nx)derlitv. (-hinn hns a,(X)0

rc.rrs ol ,.ir iliz.rtion hchind it, but it b.nrs th(
historical burdcns ol or crpoPulation lnd a tletc.
ri(,r.rling L.nvir{)nrn(rt. lhc I,100 1'cars of
incrc.rsing l,opulation cvcr since the"lang
I)ynasty l6t8-9t)6 Al)l crcated.r rvave ofccologi-
cal cxhaLtsliott sprcltling north and soulh liont
thc \i'llorv llivcr vrllcy. 

-l 
hc Qing Dynasly | 1644-

l9l I] carriccl oLrt l policy ol exclusion ancl isola
tio tiool lhc rcsl (,f thc worl(l, !!ith thc rcsult
that thc rclllivcl). high lcvel of conrnrcrcial ccon-

I
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ontv.rnrl tirrcign lrade itchirvctl bt thc prccccling
i\ling l)vn.rstv ll,168 l61.ll !ias snrrrlhcrcd. In
lhc lirst -10 r'cars alier thc l)crrplc's lLcpuhlie ol
(.lrinl rras tirunclecl, the'rutlclcn arhlttccs rve

ntit,,lc in cconornic construrlion rlorscncci lltr'
populirtion, ecolog),, and resources problcnrs
while lhc gap rvidencd hrtrvcert ( lhin.t's lnd the
rvorkl's tlcvclopnrent. lirtl:ty, (ihitt.r.tecounts lirr
ll pcrccrrt of the worlci's cultivatccl lnn(l but nrusl
su\lnin ll pcrccnt of thc rvorlcl's popul.ttion.
\\'ith orrly onr-fitih ol thc popul.rtion ol-(lhin.r,
lhc Unitcd St.ltes eniovs thrcc tinrrs ns nru.h
ar.rhlc lirntl,lncl ils tnrnrland has ooly lrtcrr
urrr.lcr hunran cultilltion lirr onc lrnlh r)l thc
tinre th.rt ( llrina's Lrnrl has trccn rrrrrkcrl.

(.lrina s historic.tl btrrd.'n is sinrpll' vcrv dilfi
rult lirr r\nrc'ricans to grasp. lt is a hc.n v lo.rcl,
rvhich makcs navigating (ihioa s slrip througlr
thc scirs ol l'ristory extrcnrely tlillicult.'lir pro-
r)()lc.r ccnsc['ss inlpro!'cnlcnt in thc clLrality o1'

lili'ol lhr (lhincsc through thc lrasic prrrccsscs of
pr('s('rving lhc very cxistc'rrcc ol the populacc,
tli.trrl'trtirr! I'r..i,'rr. r, r,,rrr.,.,,rrr,i rcrt,'rio!.
(ihina's ccologicll environnrenl this is rvhat rvc

ol'th( frc\(lll rrrtl ltrturc gtDcr.rlrort] rtlrrrl l.t(c,
'l'imc.rnti sp:rct' tletcn]lin( thc {\ist{nec ol

.lnv \lstcrn ar rvell .rs thc elcgrtc ol liccclom to
reli)r nr i!nv slstcm. lo nrcel lhc l)nsia clrallengcs
ol lilirrg st.rndardr fr)r the \\lrrld s lJrscsl p()pr.r-

lation, in.r highlv constrictctl spnec, nlcnns nol
only solving protrlcnrs ol clothirrg rrtl lixrrl, but
lrIvirrg thc por{cr to inrprl)vc th.'qualitv of Iili:
llrc Iowcr k) rcccivc:r nrrclcrn cdLrciltiorr, lirr
cxirnrplc, as well as infrrr'rnation, hcllth, horrsirrli,
r:rrtcrlrinrnent, and so on. Irr lhis crrcl, (llrin.r

oru:,t nll rt onae crcJtc ii pr()qrc\sivc nr,rtlcl th.rt
wcirlcs krscthc'r collccli!isnr .rd ilrlivir.lurlisrrr;
nrcltls cllicicncv and eqr.ritr,; huikls lroth l.tt'an,.l
rlenrocr.rcr'; and conrbincr rctirrnr at the top
s ith changc rt thc bottonr.

I .llrn.r. .1,'lljr .lll. is rr't rr itlroLrt il\ ,'\i r) I,ri,(,1
ol thc Price ol crccssirc'ilcnrocral'." lhc lett
\,c.r:, ol thc (-ultur.ll ll('volution arr: eviclcnce ol-

tlro\( trrrl,(.rrrl,lv prirrlul .,r'ls .\rrri rt r' rtr,l .rs

tlr,,rrSlt t.ltrr.r lt.r. n.ver crl'l,tr'ctl lurrrirr{ p,,\var
lionr central authority ovcr trr local 1rowcrholtl-
cr-s, cithcr: thc uncontr()llcd chiros r:l'thc
"WrrlorLl l;.ra" in the'tirst part ol thc tw(lticlh
(orlury tvns n clark hlot in our history. lt (ihina
\\uI( lr, r(lrlrn l,' Hit l,lrrll,'rrr!\. r\ il \\J\
c.rllcrl cluring the CLrllural l.tcroltrtion, or to tlr-
Irrcl .livisiort of oLrr tcrrilorv, att c\tinl.llc ol scv-
er.rl htrnclrcd nrillion rrtirgccr on thc ntrlc
rvoultl hc eonscrlativr'.

lhus, to thc pcoplc of(lhinr,lhc nr()\l P.r
suasilc t4rtion i\ lo t.lk(.1 grn(lunl .tppro.rch to
thr [ruiltling of our syst.nrs xn(l to lhc r)rderlv
r(fl.r ,('rrrljrrl o[,,ur instittrti0rrr. I'lrr. i.. rrr,'r, -

over, (lhina's conrnritnrcnt lo thc pcoplc Irl lht.
rvoilti. Olrinr's growth ()\cr thc pJr'l lrvcnty ycrrs
nr;rkt's clclr that our pnth hrs l)ccrr n rnlionrl
ehoicc lirr (lhina in light of (ihinr's rrrvo conLli'

pnough only to depend

L'



tions. In the twenty years ahead, China will con-
tinue trr walk lhi\ prthw.ry toward \y:tcmic
development.

Urharization, criti.al to changing thc struc-
ture of China's immense population, is the key
to China's modernization, its marketization, and
it:, demo(rat iral i{,r. Wc rimply.rrrnot con.eivc
that a society in which two-thirds of its popula-
tion work as farnrers. and in which two-thirds of
farmers live in villages with people bearing thc
same family nanres, can be a socicty with highly
democratic politics. Nor can we imagine that a

China in which income and living standards in
city and countryside vary by huge orders of
nragnitude can hope to retain a stablc social
structure. China cannot hope lo keep one part
of its economy, in which more than half of the
labor f<rrce rvorks as self-employcd farnrers, fully
integrated with the other part oI the ccorromy
that is more globalized. China's industrializa-
tion, its modernization, and its internationaliza-
tion will all takc shape according to the dcSree
of China's urbanization. Thc so-called "well-ol1
society" Iwhich, since the recent l6th Part],
Congress, is on evcryone\ lips,l must be seen for
what it is: a society that has fundamentallv
urbanized.

Thus in the twenty vt'ars ahcad of us, thc
process of urbanization will accelerate. l he pro-
ce.' will raJic.rlly ch.rngc tht mtrdcl ,rf ccrrnrrmir.
growth and individual consumption behavior in
China and linally alter the values and worldview
of the Chinese people. As urbanization pro-
ceeds, the Chinese cconomy will oncc'and lirr all
nrove away from supply-dtpendent growth and
inlo a pattern of developmcnt pullcd frrrward by
effective demand- The p()pulace, driven above all
by the core urban consumcr populati<ln, will
creatc a consumer cconomy with thc grcatest
potential in the lvorld, its magnitude may reach
several trillion US dollars.

At the same time, a Ohinese private capitirl
nrarket dominated b,v an urhan nriddle class rvill
take form; its size will dwarf the combined
investment powers of today's Chinesc govcrn-
mental and ftrreign investors.

Urhanization rvill hring with it thc \vsterndti(
dcvelopment both of transportation and infirr-
mation networks and rvill makc possible ti>r thc
6rst time the orderly physical movemcnt of vast
numbers of (lhinese people within thc country.
The household registration system, which
evolved in China over nrillennia,6xed the popu-
lation according to place, on the land.
Urbanization will decisively relegatc this tradi
tional system b history.

ln China's most highly dcvekrpcd areas-the
lower Yangzi River delta, the Pearl River dclta,
and the Beijing-Tianjin Bohai regtrn-we will
see the emergence of three great "urban sphercs"
whose 5 percent of China's total land arca and
20 percent of total national population will

a.cotrnt for 65 lo 70 percenl of China's total
(;[)P in twenty years. l)rawn forward by lhese

hugc urban powerhouscs, ccnlral and westcrn
China will prtrduce their own rcspcctable urban
belts and conccntrations oI cities.

As half of China's populalion enters thcse
highly dcveloped urban cnvironnrents, largc
portions of China's land and exhau:ited ccology
can be allowed lo rcsl and recover, and the envi-
ronmental debts incurred over thousands of
vc,rrs can gra,.lually bcgin to bc rcp.rid.

As its structure is thus transformed from a

fc.rsJnl (orc t(, an urhan core, t ihinerc socicty
will alio m(rvc in thc dircctron rrf a dcm<rcratic
society.

The narure o[ thc tasks bequeathed to (]hina
by its development for thc conring 20 ycars have
already ordained that Ohina will pursue a firr-
cign policy of peace. (lhina needs a stablc inter-
national environment, including both stable
bordcrs and 5tJble glohal nrarlcts. All intcrna-
tional conditions that are favorable to stability
and econonric devrl()pment will lx actively sup-
portt'd bv (ihina, which will promote their con-
structive out.omes to the fullest possible extent.

At the very lelst, to link Ohina's strength with
the "China lhreat," cirn be said to be ignorant of
Ohinese psychokrgy and culture. Admiral Zheng
He, in the Ming t)ynasty,led what was at the
time thc largest flcet the world had t'ver seen on
voyaglc alicr voyagr into thc Indian Occan, bul
not once did his miss- rns seizc an inch of terri-
tory.'loday's Chinese people understand cven
more clearly that China's development hinges on
world peacc and world d('vclopmcnt-that
(lhina's intcrests nrust help the interests of other
countries, and that its security cannot bc
,rrhieved at thc cost of making rrthcr ((,untrics
fearful.'l'his is the meaning of the twin Chincsc
conccpts of"(:onrmon lntcrests" and "The New
(irnccpt rrf Security," which will in conring
dccadcs definc China's internalional conduct
and identity.

supply-dependent growth and into a

pattern of development p"lry
forward by effective demand.

ce

and for all mdEaN$ao-
the Chinese econo

As urbanizd ceeds,
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international regimes

even firmer in the decades t comer
@

The more the Chincse economy advances,

the greater its dependence on the global market,
and the greater the importance of its coopera-
tive integration with the world's developed
nations. China's commitment to international
regimes and international rules will become
even lirmer in the decades to conre.

In a similar wa,v, a peaceful solution to the
Taiwan problem can only be found through thc
process of China's own development. In recent
years, the Chinese mainland and Taiwan have

become conspicuously economically interdepen-
dent. The vertical industrial division of labor
between the two sides is being replaced by a

horizontal one. The movement of people has

become huge; in Shanghai and the Iower Yangzi

delta region alone, several hundred thousand
people from Taiwan now make their Iong-term
residence. Taiwan's massive trade surplus with
the mainland has already become a key source
of Taiwan's foreign exchange rescrves.

If we imagine that the two sides will carry
out their "Three Links." we can see that the cost

in time and money of trade betwecn the two
sides will plummet. According to World Trade
Organization rules,'laiwan musl r)pcn rts invesl-
ment markets and real estatc markets to PRC

investors; we can thus foresee large numbers of
mainlanders going to Taiwan for visits or for
long-ternr residence, and we can certainly envi-
sion much largcr numbers of students from
Taiwan heading for the mainland for acadenric
degrees and training. The levsl of mutuality
between Taiwan and the mainland will come to
far overshadow the old relationship, with its
characteristic preoccupation with the "two sides

of the Strait."
'fhus Taiwan's future lie:' in econornic intc-

gration with the Chinese economy and in peace-

ful reuni{ication. C<lnfrontation and confl ict
between the two $ides does nol agree with the
common interests of the people, Wc can specu-
lale thdt twcnly years lirrm now thc laiwan
Strait will not bc a moat separating the peoplc
of Taiwan and the mainland from one another.

lnstcad, airplancs nray fly nrore liequently
bctwcen Shanghai ard laipci thrn betwecn
nrainland citics. Llniticltion could happen by
nrcans wc citnnot cvcn inraginc at this nronrcnt.
'Ihis historic transition will be a mixture of the
gradual and thc sudden.

Wc should not d.ny th.rt in the nert twcnty
ycars (lhina nright facc dilticullics irnd chirl-
lcngcs cvcn greatcr than thosc of thc last twenty
ycars. lhc incrcasing diversilication ol intc'rcsts
within (lhincsc socicty could reduce the atrilitv
of politicrl authority to contr()l society.
[)ivisions bctwccn rich lnd poor could cause

ncw conflicts pittinS class aSninst class. Populirr
dcmands for grcirtcr political participation will
( sLrc.r:\ fcr)flc'r ('(ononrii wcll hcing irt.rca.cs.

All of thcse will crcate prcssures for ('forms
o[(]hina's internal polili..ll structurcs and will,
.lt thc silmc tinr('. inrpcl such changcs. A\ cross-
Strlit ccononric rclations continuc kr dccpcn,
lailurc to [rrclk tlrc political impassc bctrvc'en

thc trro ritlcs roulJ tnB,gcr J very \cri()u\.ri\is
in thc Striit. llut su.h n crisis could itsr'lf
bccomc thc vchiclc of (lhinr's r.rnillcrtion. I he

inttrnltional political and cconomic inlluencc
stenrnring lionr (ihina's r:tpid grorvth ma1'havc'

thc'efft'ct of inducing deep chauScs in thc pre-
exi$ting intcrn.ltiortirl order. New trt'rttls may
cnrtrgc in thr'rclativr rlistribution ol thc rvorld's
nrarkr-ts and cncrgy rcsourccs.'lhc "stntus quo
powers" nral turn out not k) bc so naturnll\,ablc
to respond to thcsc chanlics. (lhina must l('.lrn
thc rrrl. s ,,l thi. flui,J .rntl ch.rnging gantc irt

order to nrcc'l its internalional nectis.

ln short. ('c()n()mia nncl social transfornra-
tion, dangers in thc lairvarr Slritit,.rnri lll sorts
of irtcrnnti()nrl pcrils arc lhc constant acconrpn'
ninrcnts to (lhina's lirrward progrcss. Ilut
nrrmcrous internltional stratcgic thinkcrs havc
llilcd ovcr aud rx'cr again to scc thnl lhc l)rtldlh
and depth of (ihina's doclopnrcnt fir t'rcccd thc
constraints. antl lhat in thc coursr'ol (:hin!'s
devclopnrcnt lo dale all sorts ol lurking dlngers
havc alrcadv bccn put lo rcst. I'his is rvhy their
prcdictions about lhc "collapsc of (llrinir" lnd
thc "(lhinl thre;rt'have nrisst'cl thc' nrark tinrc
lnd again. i\nd Ohinesc stratcSists, for their
part, rcad thcse gloonr and doom prcdictions,
takc approplinlg noticc rrf the rcasonablc cle-
nrcnls in such analyscs, and thus are bettt'r ablc
to avcrl striltr'gic crrors lnd frustralions.

\\'lr.rt is nccdcd is sirrtply Ihis: th( unirt('r.
r(rl)lcJ (i)nrirrurl)' (,f ( :hin.r'\ nrJrkcl ('Ir.rinEi
thc urrirrlerrLrptc,.l rcfrrnr ,rf t .hrrr.is b.rsrc sys-

tclns; thc (lhincse pc<rplc's continuing and unin-
tcrruptcd innovalivcncss; thc incvit.blc
continuiog progrr'ss irnr.l dcvelopnrcnt of
( hinc\c s()(iclvr nn(l thc irrcvit.rblc irrcrca.c irt
thc l'crrclits lh.rl tht world w ill Jr.rw fronr
( lhinn's own inrproved lirrtunc's.

'lhal is the gift that (lhiDa, ovcr th('nexl
lwcnly years, cln offer to thr world. ';,
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Kenneth Lie be rth a I

,\ hina in the past quarter century has made astonishing

f progress to\A/ard economic development, market
Yrru.",tron, and major power engagement rn the
international arena, and the pace of domestic transformation
appears to be accelerating \ /ith World Trade Organization
(WTO) implementation. Beijing has the ingredients necessary

to sustain impressive gro\ /th through the coming three
decades, but only if it effectively addresses the major
domestic and international obstacles identified below.
Success would mean that China in 2033 could become the
second most po\ /erful country in the rnrorld.

l(.nncth Liob.nhll
is profsssor ol politicsl scionce and Willism Davidson professor ol business administration,

8nd diroctor otths China Program ofthe William 0avidson lnstitutB Etthe UnivBrsity of Michigan.
He served as special assistantto the presidenl tor National Security and as s€nior director fol Asia

on ths National Security Council during 1998-2m0.
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What will China look like in 30 years?
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perspective, China wi

s

dominant local po ln arn

A successful China
If.rll goes rvcll lionr llcijing's l,crsp.'cti\.'.

(:hina will bc thc d()minant Lrcal powcr in Asia

in l0-1-1, \ ith lodi.r .rs its onll' courrtcrbalance
rvithin thc rcgion. Il \i ill llso bc r nraior gloh.rl
plllcr, rvitlr onr'ol thc rvorld's Lrrgcst.rntl nrort
tihrarrt crr'rronrics .rrr.l r' ith .r l,'prrl.rtr,'rr .r$c

profile conrp.rtiblc rtith sust.rinetl growtlr and
nrilitarr'pou'cr.

Should (,hina .rchicve nn nver.rg!' (;l)P
growth riilc ol6 Prr(r l Pcr rcilr in (onslilol
dollrr rcrnrs, as of lo-l-t ir !i'ill hr\.c n (;l)1, of
S6.95 trillioo lin 100.1 constirnl &rllars at thc
currcnt exchangc ratc). 'lhir lcvel of (il)l' will
nrakc (lhina a $clllh\'(ounlr\- in irggrcg.rlc
tcrms. llut \\,ith.r per clpit.r (il)P ol-onlr
54,6(X) in a rvorld in rvhich cxccllcnl eonrnru-
nicntions bring knou l('dgc ()f.rdvJrlccd st.ln-
rllrris ol living into ocn rcnrolc.rrcas llcilirrg
s'ill l.r.t lrenterrtl,ru. fr('\\rlrc l,r rrl.tinlJrr)
slrong ccononric gro\11h lo cn,rblc n t opulnlion
of nlrrr thrn 1.5 hillion pcoplc to litc rvcll.

ln conrp.rrison, arsurning US (il)l'grox,lh ol'
1.5 pcr.cDl pcr )'crr, r\nrcric.l \\'ill h.r,r a $21

trillion econonry in l0l-1. (lhina will lravc pro-
gresred a long rvar', with Frcnt (onscqrrcnccs li)r
rrrlr'rrt.rtion.rl c(on(rnlir\, lii)lili(\, .tncl rciurilr.
but it will still havc lcss lhall onc-third ol'
Arr( r ir.r . ( ;l )l' \vhil( lr.rr irrg .rh, rrrt lir c trnrc'
r\rncrica's population.

In 2l)-3-1. (jhirra should \lill l)c ir lo\r-Cost nritn-
ul.l(lLrrer iI] th( rc!.i,'n.rl .ln(l Sl('l)nl ('(,'nonric\.
()ngoing nriEr.ttion lionr lht. ilrtcri()r rvill kct| ir1

l('J\l.t l'orli0tt t'l (.).r.t.tl lr,rJtriti,,n.r'tnletitivc
in tcrnrs of labor costs, anrl llcijing is alrc.rtiy
nraking infrastructura invcslnrcnts t() n)ovc
irrriustrv inl.rnrl irs l.rlrrrr.r'sl. r'rr thc ro.rrt rirc.

In 30 ycals, Ohina will rlso hirvc dcvelopcd
areas of cxccllcncc in high valuc' atlclctl, high
lcchn()lolly scalors, irnd sorrc indigcnous
(lhincse firnrs shoulcl b,v thcrr bc nrajor globll
(ompetitors. lt is t(x) soon to pinpoint thc spe-

cilic scctors in rvhich (ihina is iikely to cxccl, lrut

it hits I naturll rcSulntory ldvnnlnga ovcr
\{estcrn countrics in Pushing thc trontiers of
rcseirr(h in sonrc pronrising arcas such as

hiotcchnology. A grcat tlcal will dcpend on
wherc invcstnrtnt lirnds lLxr.

In sc(urity issucs, (lhina will havc thc
rcsotrrc!'s t() sr.rsti!in il tlt'fcnsc'budgt{ secorrcl

only to thal ol thc Unitc'cl States, a poPulation
voung cnough arrd l.rrgc enorrgh to field a mili'
tary ol substlntial size, antl the technologv ncc-
csslry to rcnrnin relcvant in a high-tcchnologv
scittril v ettr'rronntt'nl. (.hirlir's 

l) r , 
I 

! r r I i r I i ( ) r l
grorvth ancl nsr'pvrinlid tlill scrve it sell in
complrisolt with nrosi othcr (orrntrics in lhis
regilrd. ()l thc rrrnior po\vers involvcd in Asi.r in
l0.l-1, onlv thc Llnitcd Stntcs (bccausc ol immi

FrJlir'11), ln(lin,.Ild ( lrrn.r rrill h.tvt'gr,rrrrrtg
populrtions $ ith ngc pl,ranricls bettcr lral.rnccd
th.in th.tl ol t:loriLia in 100-1.'lhis lirndlnrcntal
dcrnogr.tfhic rc.rlitv s'ill advtrsclt alli'ct tlrc
.rlrilitl ol thc lther rntlrrslri.rlircr.l ioutttries
crtgagcci irr Asil to d(r1)te larSlc-scalc rcsotrrces
l() scarlrity (versus !\relfirrc) .rnd to ficltl nr.rior
nrilitrrrr'lirrrcs.

Key hurdles
'l-hc abolc portrrit xssunlrs thitt (-hin.r rvill

succcsslirl lv clc.r r t hr' kr't' h urdlt's it firccs
bctwccn norv antl l0l-1. lhis rvill rienraod nrajrrt
initi.rtivcs and tlillicult ehoiccs.'l'ht' corc chrl-
lcngcs arc as lirllorvs:
a System transformation

'l hc irrli'rrrr.rtiorr rclr'lutiorr, lrrirrkcliz.rtrrrn,
increasing rtcalth,.rnti l rtstll ltxrsrncd political
stririShliackct arc alrcadr rr'idening thc gap

bclrvet'l lhc respolsilent'sr o[ (ihinl's politicll
slslcnr and thc denrancls rrf a nlrrc sclf-arr'arc
socictr'. 

-l-hc 
challengc oI nrrrking tht' political

\\'\lcr)r rr()rc n rl'r,rrtivc s ill lr,rontc l.rr rrr,'re
irDprrrl.rnt irt lhL' (r,rrrirtE J('i.rJ('\, f('r. i tl
llciiirg to aclopt nrorc llnd.mr'ntal rcfi)rnrs
lhan ils llunlcrous aLlrrcnt c1'k)rts k) inrprovc
party anrl statc adrrrinirtration.

Il.tiIllilioing tr 6 per(cnl itonuil growlh rilc
lirr scvcral tlccadcs will rcquirc deeper transli)r
,tlllir)11 lo it rttlrkc'l ccrrnonrv, but t'vcn thc iDi-
linl slirgcr\ ()l n'rnrkcl lrinsiti(,n to ddtc hnve
highlightcd tlrc neccssit,v of changin6l irnd
crrhrn( inE lh( !,(rvcnrnlrrll'\ \v\lcr)ri( ..tl.r(ilrc'.
Al r mirrinrunr. (lhirra's ollicials u,ill havc. to
rlcvclrp it ncw sociitl a()nrpact thnt nrccts thr'

Srorvirr8 aspirations ol thc pol,ul tion firr l,oliti-
c.tl input whilc rDair)lirining sullicicntlv str(mg
cxceulivc capabililics l() c()Dcenlrirlc resourccs lo
irrltlrcss nrrior issucs.

'l hat systcnr nrust inc()rporalc,.lrcl rcsprond

lo, thc inlcrcsts ol lhc prxrr, as rvcll ns rcsorlatc
with nriclcllc-cl.rss.rori wclllhy inriivirilrals and
olllcills. llris ncw so(inl conrpact rvill also h;rvc

l0 rc(lu(( th('\tr.rir)s with t hin.i. rninrrritic',
L'spccially anrong Muslinrs arrtl libetans.
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The Beijing-Tianjirl

continue to grow

end of this decad

new sources of water, in addition t0

far greater efficiency in water I
utilization.

not

ou

EXhe
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Otherwise, terrorist, separiltisl, and indepen'
dence forces could thrcatcn nntional .ohcst)n.

The only type of funtlarnental stability thrt
ran he sustaincJ, thcrclirrc, i,i thr'dyn.rnti,. str-
bility that comes from institutional chlnge that
keeps pace with the rapid social and psychologi-
cal changes that refornrs are continuing kr
unleash.

ln ycars past, Rt'ijing delivered social services

to city inhabitants primarily vic state-orvlcd
eDlerprises (SOES), and it used a household regis-

tration system to c()nstrnin sharply the ability of
peasiuts to move into urtran areas. The refornrs
of the last three decadcs hrvc dramatically
reduced the percentagc of urbunites rvho work in
5()lls, created lirhrrr nrrrlrilit v. , rpcned up in,.r<a'-
ing rrF!porlunrtie\ for rur.rl-t,r urb,rn migrati0n,
and produced substantial underenrployment and

unenrplolment as S()Es fLrrlough and lay off
workers. All of these phenonrcna will increasc
greatly, especially in the conring two decades.

China must thereforc dcvclop government-
based, rather than errterprise-trasecl, social safety
nct provisions: health cover:rge, pension plans,
welf:rre payments, unentplovnrcnt conrpensa-
ticln, and so forth. l he current 6nancial systcnr
provides inadequate r.rpportunities for lorv-risk
investments of insurancc and pension funds.
And the present tax system does not efiectively
tap the wealth of the rapidly growing priv.rtc
sector for public purposes.

Developing such a sociirl safety net is thus a

complicated and expensive proccss. Though PllC
leaJers recognize thi. li(l Jnd dre expcrim( ntinB
with numerous systems, the countr,v is changing
so rapidly that thc govcrnment lacks reliablc
models of likel,v urban p(,pulation Srowth, con-
figuration, and needs. l hc additional urban
influx from the countrysidc will range between

150 and 300 million pcoplc by 2033, but the pac-

ing and ultimate rrr.rgnitrrJc of this m.rss migr.t-
tion is unclear to China's planners. What is clcar
is that China will havc lo copc with a very rapidly

growing populalior ol citv drvellcrs dcmanding
socirl scrvices firr dccadcs lo comc.

In short, China must devekrp a great cleal of
institutional capacity irr rrrrlcr lo cope with the
tylre of urban society thirt is wcll on its wirv lo
rcalizirtion. Signilicanl tailr,rrcs kr dcvclop this
crpncit), can undt'rnrinc thc corrntrv's social sla-
[rililr irnd ccononric Progrcss.

13urgeoning [Tacl tlcl>ts .rnd ongoing delicit
spending have added rnaior tinancial restructur-
ing to tht'sYstcnric issucs thill nrust be

arldrcssed. ConrPctilion lirr thc'tinds to resolve

thc debt issue, to addrcss social safcty net devcl-
opment, and to deill with thc cnvironmental ancl

sr,.rrrilv ir.uc' crpl.rir)(.(l l)(l,nv will r('qrrirc
inrproved institutional cryacitv to nrake and
inrplenrcnt decisions on vt'r,v dillicult tradc' ol[s.

()hina's political svstcnMrurrt tlrus adopt kcv
institrrtional changcs lhat acldrcss lhe rcspon-
sivcncss, qualitv, and re'ach rrf thc countrv's pub-
lic ilslilutions. lncreirsing overall sophistication
ancl urbanization will rctluirc nrajor reconligu
ration of the political systcrn itst'lf and of thc
basic linkagcs betwccn th t systcm and thc pop-
rulirtion, all without raising unrcalizable popular
cxpcatations.
O The environment

Ilnvironrncnlal crrnstritinls torrld seriouslv
disrupt the growth lrnie.tor)'thrl underlies the
year J03-1 clescription abovc. 'l'hc' north (lhin,r
plain has, since around 1960, se.n its watcr tirble
drop by roughly thrce li.rl pcr ycar. Severr witcr
shortagcs plague this cntirc nrc.l. SubsideD.c,
incrcasing soil salirrity, ancl other problems arc
.rlrc.rtiv hcconring liutc..rntl gl,,hal rvarnring
will rxatcrhatc thcrr. l lrr' Iltiiing- li.rniin.rrt.r
.irnnot .ontinue to llrou'r'r'cn bcyond the end ol'
this decade without nrajor ncrv sources of rrater,
in.rJcllion to fJr grcJlL'r cili(icniv in watr'r ut i-
liz.rti,rrr. lu rrr.rrrv,rreus ol- (.lrirra. rlcclinin5 wak r
quiliry, shrinking ldkrs, sprcirding deserts, and
disappearisg greuni covcr arc cltallenging thc
suslninabilitt of evcrr eurrcnt population [t'vt'ls
anci lantl use.

Air pollution also prrscs drlnratic challenges.
(lhina nlread,v conlninr ninc of thc world's l0
nrost polluted cities. (lhronic respiratory disersc'

has lrcome the leading cause'ol death in the
coLrntry. Acid rain afllicts roughly one-third of
the rrrirblc land, irncl dirty lir lnd water present
growing problems lirr vlrious tvpes of manufac-
turinB clforts.

(ihina\ air pollution stcnrs prinrarilv fronr its

rcliancc on c<lal for cnergl'. t)cspitt'eflbrts t<r

incrt',rse cnerg,v elfi ciency and divcrsi[' encrgv
sources, .rs of 20-33 (ihina's carhon cnrissions will
[',c more than -]00 perce'nt oI prescnt levels, rvitlr
coal .ontributing ncnrly 70 pcrreot of this 68urc.

(ihina thrrs firccs scvcre cnvironnrental chal
lcnges thlt will, at a nrininrunr, rerluire costly
invcstrnents ancl substnntinl population movc-
nlcnts. At worst, these challcngcs nriry make it
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when they assert that the country must avoid
major international .onflict if it is to reirlizc its
f'undamental econonric and social objectives ovc'r

the coming three decadcs.

China's success over the next 30 vcars is by
no means certain. lllanaging ibresccnblc prob-
It-ms n'ill require astute dt'cision making, :rlong
with some luck. Additionaldcbilitating chal-
lenges, such as the potential sprcad of
HI\r/AIDS to several tens of millions oi citizens.
would reduce the margin for success. And cur-
rentl!,unpredictable obstacles are bountl to arise
and add to the difficulties.

Alternative futures
(liven thc abovc unc!'rt.lilltics. th( rcJlisli.

,rrr.rr ,rl 1,r'sil'ilitiu. li,f ( lrin.r'\ \\\lcnr ,r.,l
:rr'l l rcnr.lin\\i(l( ('rr,'lrtlr l,,l,f \,,lx frrlH.

l,rkirrr: irrtr'.r.i,,rrrrt llr. lr,,t( rrli.ll li,r r.rIi,,tr.
types of lailure's, irr brold lclnrs lhcrc Jrr ll\,(
possible conhgurations lrrr ( lhin.r ill .10 )'cnrs:
O A successful country that has donrestic
political and electoral competition. but proba-
bly *ith one party donrinating thc systenr aI
the national level ( pos\il)1. !.rrirnl\ rrriglrt l,x,k
lilr tlr. -\lerit.rn l'.trti.l,, l{er,'lLr. r,'rr.rri,'
ln\lilrr\i,,n.ll ll(l('ru lll( lv'n,'. th. hLr,'rtrirrt.rrrq
on T;riu'.rn rl lhr rnJ ol lh. lgli{)\. or lh.

TLc Intcrutioorl Group rt B&r' Doo&oa, Bctorn & Crllwtll hl t.Lc t4cricncc rad rrptsri.t 6 L.lp
ari3rtt r tonpuy tLnulL rL. ru.r..i!t of ra utbom mrrt t. ThtoqL rlc Fia'r tprcatrir ol6cc
in Bcijiq, CLir, B&r Do!.LoD offcE ...irtracc witl ;orruot rfEio, dittt irrota.nr 6d join.
En.uc... r.ll r. rt'r..Si€ pLnniot lor l! 'fcr cnrtt Bu.in t.ct d.ud nrultr. Brlcr DoacLor rlclivctr.

w,nwbolsdonC:on.com
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inrlossiblt'lirr scetions ol lh..oUnlry to (ontin-
u('k) [ro\{ or cvcD t() sul)Porl thc poPul.rtions
thlt norr'liYc thcrc. l-lrge scalc cnvironnrentallv
inducctl tcrrs in tlrc soeial lnrl ccrrnonric fabries
anrl resrrlting nrigrlti()11s lilnn()t lrc rtrlcti otrt.

a NatioDal security requirements
The A\iiln ragion.tl sccuritv situ.rtion ll ill

chLtng.' h)' ll)-l-1. lf ( lhina is succcsslirl, it rvill hc
the nrost lx)wcr[ul Asiitn (ounlrv. lhe K(,rc.ln
pcninsul.l rvill nlnrost ccrtainly' no Lrrrgcr bc
divicjed. Japan's rcl.rtivc strclgth rvill tlcclinc.
lrrdiir's rcgional position untl inllucncc rvill grorv.
'fhc Unitctl SIrtes will likcll'still [)c thr str()ngest
lctor in tht'rcgion rnilitnrilv. All olhcr Asian
i rurrtri.'' will t.rLc tlte'c b.tsrr ih.tttBe,, ittto
ir..ount in stnrctLrring lhcir [rrruign anrl sccurity
policies.

A "successltrl ()lrinr" sccn.rrio will only conrc
to pass if llcijing achicvcs lhrcc sccurity ol,jcc-
li\'t\ (^cr thr rl(\t thrcc tlcc.rtlcr. lirst. it nrrtst

avoid r nrljor rvar. Scconci, it musl rcach il pcaac-

ttl rcsolution (cvcn il in thc lirrnr ol .t Lrng-lernt
nodus rit'Lt i) rvith 'laiwan. Ancl third, il nrust
nr.rn,rgc it' r'cl.rtirrrt. rvilh thc t r)itc(l \t.rlc. rn.r
\sa)'thit.lll()!rs il to avoitl pouring lirnds into
outsi/('d d.feDsc l)Lr(lgcts.'lhesc three arc rclrted,
.rnd t.lilrrr. ilt .rnv,,nc rrltrlJ .rrgLr.rl,lv irr. rc.r.c
the chanccs ol lrtilr.rrt in onc rrr lroth ol thc oth-
r-rs. (lhin.l's prcscnf lc;rdcrs.rrc corre'cl, in short,
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EMSI is the leoding U.S. provider of
green building consulting services in

Chino. Current Chino proiects totol
more thon 5 million squore feet.

Our green buildings
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* show corporote responsibiliry
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l,rpancsc l.ibcral l)cnrocrntic Pirrty since the
1950s). I his ()hini should lroast vibrirnt nrar'
krl\..1 \lr(,rlg :'r.ll( l.(irnontii r,rlc. irttf rcr.irr'
quirlitics ol govt'rnnrcnt ndministrnlion, n nr()rc
cll'tctivc lcgal s,vstenr, xnd sllaccss in g()\'.rnnrcnt

l)r'()gr.lrn\ t{) rcducc rcgional irnd social ioctlu.rli
tic:,. It \r'ill lr.rvc l high savings rite irnd {)\,cr
atltiitional clccrdcs shoulci beconre nrrrre tllly
,L'nroerlrtii.
O An authoritarian one-party system that is

closely linked to domestic business elites and
keeps the lower classes engaged through pro-
motinS nationalist commitment. This sr:ukl lre

tht lik,:lv result il (ihina rnanages rle'll all tlrc
.rlrtl'c ch.rllcngcs cxccpt in thc scauritv irrcna-

O A sofl and corrupt authoritarian system. Ilr
lhis svslenr, covcrnnrcnt prcdation would hold
Jorvn lhe rirtr'ol grorvth, dirrrinisl'ring (.hin.r's

irrtcrnational slaturc and po\rcr. 
-l 

hc.rrrlhorilar

ian systur would hc dcvotcd lurgclv to kecping
itscll in porvcr,rrrrl scrving tlrc nratcriul desires
ol oliicials rrnLl lhcir bLrsincss cronics. Failure to
.rLlLlrcss clli:ctivclv thc aurrcnt sources ()f c()r-
ruption lnd to inrplovc thc lcgll systcnr rvould
incrcasc thc risk ()l lhis ()(rtconrc.

O A weak democratic system. 'l-his could rcsult
il unrrr.rn.rgcahlt 1,opul.rr dcnrantls protlucc .r

[rrcaltkrrr'n ol thc politicll svstcm itsclf. This
rvrtcnr nright prrrvc too institutioo.rlly rr'eak to
dircct sc.rrcc rcr,ourccs t() cao,lontic gro$'th,
cnrironnrental protcation,.tnd seaurit\'. (lhinir
could bcconrc in lOJJ in sonr( w^lvs sinrillr to
lndoncsil in 100.1.

O Prolonged fundamental instabiliry 
.l'his

nighlnr.trc sccnirrio,likclv triqllcrcti bv opcn clitc
Jir isi,rrr .rt .r tirrrc r,l irrr.rrrii.rl ,,r othcr rr'rsi',
rvoLtltl ntirkc (lhinr look in birsic wirvs likc Russia
rrl thc nrirl 1990s, including pot.ntial loss of
mxi()r lcrrilorie.s,.t cr)nlrnating ca()non)v, shrink
ing lili cxl,eclancy, cnvironnrcntal tlcgrrdirtion,
unnrlnagcrblc cthnic clivisions lncl conilict,
illstitutioDJl in.rtrilitv to control clorrrL'stically

lt.r.eJ tr'.rrrrrr.rti,'rrul irirlin.rl il(liviliL's, lcrrr,ri'nr,
prolilerrtion, arrcl illcgal rrrigration. This is the
possibilitv thirt lras thc grcatest irtlvr'rse conse-
qucncrs lirr lhr: irttcnuti()nnl ilrcDn.

(lhin.is tirture lics prinrarily in its on,n
hinds. Astutc, ti)rw.rrtl-looking decisionnraking
can stccr thc countrv through the above shoals
to thc "srrcccsslirl (llrina" oLrtconrc dcscribed
all,vc.

(ilrinl is too largc and conrplcx tirr Anrericir
to plJ| x m.lior role in li)st(ring its suc(.ss,
although olli'ring o1,cn nr.rrkcts, lcchnical
,rrh'icc, and sccuritv cor4rcration rvoulcl be help-
hrl. i\lorc inrporli,ll, US a(lions thirt dramati
eallv rvorscn (lhina's trlric irntl securitv
,. rrr ir, 

'rr 
rrre rr ts ., 'ulrl h.rr c I hiB irrrlr.r.t. inrreat

ing thc.h.ll)(cs lhnl orrc ol the linal lirur sccnar-
irrs rvill crrnrc to pass. Which one ol the lbur
rvoulcl oelur, though, is bc,vond Anrcrica's ability
k) dct.rminc. t
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Shanghai
l9/C Zhao Feng World Trade Building

369 Jiangsu Road

200050 Shanghaa
China
Tel: + 86 21 5240 0080
Fax: + 86 21 5240 0081
info.china@scala.nel

I

For more than 15 years, Scala Business Solutions has successfully
delivered ERP solutions designed to meet the unique needs of organizations

and manufacturers conducting business in China.
Member of the US-China Business Council.

Making Global Business Simple
www.scala.net
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Well-Off Society for All
of lts Gitizens?

Hu Angang

Ta 
he 16th Chinese Communist Party (CCP) Congress

I reported in November 2OO2 that China has become a

I well-off society overall but that the nation's
development level remains Iow and unbalanced. To begin a

discussion of this issue, rrye must ansu/er the following
questions: What is a "rnrell-off society"? What are the
indicators of such a society? How does a vast country like
China build a rarell-off society for every citizen, given its
existing regional and developmental disparities? What are
the main points of focus and main obstacles to building
such a society?

The notion of a "well-off society" (xiaokang shehui) vvas
first raised by Deng Xiaoping. ln December 1979 the visiting
Japanese prime minister, Ohira lvlasayoshi, asked Deng in
Beijing: "What \ /ill China's future be like?" and "What is the
blueprint of its modernization?" Deng used the term "well-

Hu Angang
is a professor at 0inghua University's School of Public Policy and l\4anagement, and director of the

Center for China Study at the Chinese Academy of Sciences in Beiting.

This papet was tftnslated and adapted lron the Chinese.

50 N/arch-April 2OO3 IHE CHINA EUSINESS BEvlfw

.--
*

+
/ 7

@(^, Will China Build a

,Y



I t
L II

We've seen the face of China change.

It's been happening right before our eyes. We've been here for years now,

working in the community a nd interacting with our neighbors, This is a new
China and it's youthful, vibrant and alive with opportunity. At Amway, we're
proud to be part of the energy, the growth and the lim itless poss ib ilit ies
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offsociety" to describe the future. Shortly after-
ward, he indicated that China will have achieved
a weli-off society oncc China's per capita (1NP

reaches roughly $1,000. According to Deng,
China would be able to approach the level ofthe
developed world by the mid-twenty-6rst century
At China's current level of developnrent, "wcll-
off" indicates a living standard between survival
and affluence

What, then, is an "all-around well-off soci-
ety"-that is, a society rvhere the wetrltlr is even,
ly distributed among all citizens? It was
explained at the 16th CCP Congress that such a

society should promote the development of the
economy, democracy, culture, social harmony,
and prosperity. Many methods can be used to
calculate whether a society is well off. At least
fotrr imporlanl indic.rtors can be u'eci: per <api-
ta income, Engel coefficients, the UN human
developnrent index, and poverty rates.

Measuring vvealth
a Per capita income

The World Bank categorizes countries into
four income groups. Ac.ording to 2000 data,low-
income econclmies have a per capita purchasing
power parity (PPP) gross national income (GNI)
below $1,91{(t; Lrwer middle incomr econr'nries
have a PPP GNI of $4,600; upper-nriddle income
economies have a PPP GNI of$9,210; and high-
income econoories have a PPP GNIof$27,770.
[The World Bank now uses "GNl" in placc of
gross national product and dcfines PPP GNI as

gross national income converted to international
dollars using purchasing power parity rates.]

According to the conclusion reLrched by the
lJlh CCP Cr)ngr(s\ in 19H7, China's brsi..
national characteristics included high population
density, lack of cultivated land, low capital accu-
mulation..rnd hrw per irpit.r t,DP China wa,l
low-income economy then. According to the
World Bank's World Developnreti Indicators, 2002
database, in 1978 China's per capita PPP GNI was

$340, or I3.6 pcrcent of the average internirtional
level. By 1995, the nLrmber had risen to $2,650,
indicating that China had entered the lower-mid-
dle economy group. In 2000, Chinai per capita
PPP GNI was $1,920, ranking China nunrber 124

in the world, or 53 percent of the average global
lerel. It took Chio.r 22 )cilr\ lo n.rrrow ils it)(onle
gap fronr 7.3 times kr 1.9 times below the inter-
national level. Because half of ChiDa's population
renrain: in the low inronre econonry plrr:rr1, it
will take decades to ele'vate China's income to a

middle levei.

To achieve this advancement, China's 6rst
step should be to reach a GDP equivalent to
three-quarters of the world average in the next
l0 years. The second step should be to match
the world's per capita GDP level in the decade
that follows. By that time, China, with less than

one-lifth of the world's populatior'r, will d.count
lbr about the same proportion (i.e. Iess than
one fifth)ofglobal CDP

The third step is to spend two to three
decades to catch up u,ith the developed world.
Because of China's high development potenrial,
it should be able to reach that goal. llascd on
World Bank statistics, lrom l965 to 1999, the
CDP growth ratc il China was ibur tintes thc
worlcl avcrage-and it is well to kcep in miod
that the Cultural Revolution Iduring which
China's econonry suf fered scvere disruptionsl
occurrcd during this period.
O Engel coefficients

Engel coef6cicnts estimate' levels of prosPeri-
ty by examining the proportjon of income that
is spent on food. According to the thcory, the
proportion of income a f-anrily spencls on footl
falls as l'amily income rises. As i supplententirl
indicator of per capita inconrc, Engel coefli-
ci(nt' rcflect lT , 'th t hc strur ture of c, rn'unrpti(|ll
arrd a socicty's development level. When ir

nntion spcnd' h(l l(rc(nt or morL'of il\ incr, tc
on food it is labeled poori when a nation spends
50-59 percent it is labeled basic;40-49 percent,
well-off; l0-39 percent, aft'lucnt; and 20 29 per-
cent, rich. l-or exan]ple, in 1998, the percerltage
of income spent on food in the Unitcd States,
Great Britain, and ]apan wis 13, 14, and l2 per-
cent rcspectively; South Korea spent l8 percent;
Mexico, 30 percent; the Philippines, 37 percent;
lndonesia,,{7 pelcent; nnd Vietnirm 49 percent.

Looking back at l97ll, China's urban and rural
nrciri \penl 57.5 and h7.7 ler(cnt r)l Lhcir i|](onrc
on tbod, respe'ctively. This nteans that rural fi,ll,I1i-

lics remrirrrcl in B,verly. (,t ercn in 't.rrr.rtir,n,
and that the urbirn population was only able to
meet basic needs. In 1995 rural finrilies had an
lingel coef'6cierrt of 511.6 percent, which indicates
that only basic needs wrrc rret. Urban families
had a11 Engcl coefficient ofless than 50 pcrcent
and thus, hacl entcred the wcll-offstage. ln 2001,
thc Engel cocfhcient of rural families dropped to
47.7 percent arld th.rt of urban lantilies fell to
37.9 percent. In a little nrore thal tu.o deca,.les,

the wc.rlth lcvcls rrl l,r,th rural ancl urh.rn rrsi.
dents improve<1 by two lcvcls.

Ncvcrthcic's. the .tr'uclrlrc of (,)l\unrltir'n is

far from balanced. In ;rreirs like'l ibet, Guizhou,
Hainan, and many westcrn provinces, Engel
coefiicients rcmain high. Several million poor
pcople still live in China's rLrral arcas the
country must develop to get rid of poverty.
Thcrc ale also more than 20 million poor people
in China's urban are'as. Their pove'rty is caused
rnortly hy t.hirra s ong0ing eronomic Irarrsili.ln.
With large nr.rntbcrs of both rural and urban
poor, Chjna slill caDnot be callcd a univers:rlly
well<rff society. 'fhe govcrnment necds to pro
vide both training and social security.

'l'he structure of consumption in China has
also changed. ln the early l9ll0s, the tbcus of
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raise the flgure to 10 to I I yctr.s ofschooling lirr
each child. In f;ct, the average amount of
schooling for (ihiua's urban population today is

9.4 years. If half of thc population lives in urban
areas in 20 years, rvill it be possible to raisc the

amount o[schooling to l3 or ]4 years?'Ihat is

the averaBe educational level in developed
nations bday. Therefbre, I raise this issue:

rch i, r ing r well.olI r, '. iety nol (,nlv requir(:
incre.tring p.r i.rpita inconte. but alrrr rcquirei
raising the human capital of the entire popula-
tion. Only when the hunlan capital of the popu
Iact'-especiaJly rural, poor, minority, and
powerless populatiolls-is increased, can
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consumption was mostly on basic needs, such as

Ioocl and clothing. I-ater, when the proportion oI
inrome sprrrt on lirod declincd, thc pr,,l,)rli()n
of income spent on clothing also fell.
Meanwhile, the amount of inconle spent on
hunran investments such ds cducation, culture,
hygiene, housing, and heirlthcare increased. Thc
difFerencc between the consumption structurc of
urban and rural areas is clear. While the con-
sumption structure of urban residents has

approached that of the nriddlc-income level, the
consun'rption structure of rural residents has

renlilined at a low level.

O Human development index
The United Nations Development Progrnnis

(UNDP) human developnrent index (HDI) is a

universal indicirtor that measures quality of life
rnd s,,.iirl cqrrclity. fhe Hlll i. ir c,)nrpr'\il('
index ofthree variatrles: real per capita (lDP (in
PPPg), educational attainment (including school
cnr,)llnrcnl and adult literr.yl. rnrl life
expectancy (which reflects the developnrent of
healthcarc facilities).'l'he UNDP publishcs
annual reports on irternational human develop-
merrl. Deprnding on their HDI rrluc..,runtrie,i
are categorize,:l as having low humarr developr

lrrent (0-0.5), medium human devclopnrent
(0.51-0.79), or high hurnan dcvelopment (0.81'

1.0). ln 1950, China had the lowest level of
hunlJr dcvel,r|nrenl r 0.I5g ) ,)f Jll c!,untric\ in

the study-even lower than India, rvhich had an

HDI value of0.160.
ln the past 20 years. Clrina has inrproved

rapidly. Its level is now above the world average,

and the gap between China and the developed
rvorld is nalrowiltg. ln 1980, China's H[)l valuc
was 0.554. The vilue increased to 0.625 in 1990,

aid k) 0.726 in 2000, ranking China 96 among
174 countries and regions. China's HDI value
remdins much lorver than those of the United
States and Japan, ancl l little lower than that of
Russiir, but much highel than India\ IIDI v.rlue.

It is conceivablc that in the next two tlecades,

China will raise its Hl)l value to 0.8 or highcr,
and then, in the following I0 years, raise it to
0.84. Why an HDI value of 0.8? Becausc it is the
dividing poirt b*wecn the nlediunr nnd high
human development levels. It is morc signilicant
to raisc HDI than to increase GDP because the
firrmcr indicates increirsed social cquality in
dddition to economic prosperity. Accordingly,
our core task is to promote the cdu(ation and
lite expectancy of more than a billion people,

since this is lvhat actually reflccts inlprovements
in quality of lit'e and socinl equnlity.

To this end, lirst let's exanrine the nveragc
years of schooling in Chinl. Accorrlingl to my
estinlates, ir'l 1950 the average amount of
schooling i-or those l5 years or older was I ycar;
based on PRC government data, I estimate that
in 1980 it was 4.5 yearsl and in 20(X) it was 7.1 I

years. In .rnother 20 ycirrs, we may be able to
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pro(irr.tivity itnd per.apit.l iDconte be r.tised.
Onc' ol the key wlvs to incrcasc huntan capititl is

to incrcilsc the nrrnrLrer of yerrs vorrig pcoplc
irltcnd school. (lhina, thcrcti)re, should c,sttl)lish
thc largest pro-leirrnirlg sr)cicty.

Sccord, rvc shoukl ex.lrrrinc Chio.1's lili'
expectarlc,v-whi.lr in 1950 rvas -15 -16 ,years. I-ite
cxp.ctancy increrse.l to 65 ),edrs in l9u0-r dra
nltlic inlprovenrcDt. Yct it hils not inrprrvecl a

grcat cleal since thcn, as China's crrlrent lifc
cxpectlncv is nrerelv 72 vcals. China\ lile
expectilncy is betlcr than thc irvclage levels ot'
lorver rnicidle and upper-middlc inconrc coun
lrics. Inflnt and chiltl Drortirlit),riltcs io (lhini rrc
.rlvr h'rrer'tlt.rrt r,rlr- i|l li,w(r llridrll. .orrDtricr.
(ihina mirl'be .rb['to increosc its lifi'cxpcctancy
1,,75 ir lh. r, \t 2l) y(,r_.,.rrr(l then r'.ris. ir tr,
7ti rvhich is thc r.lt!'ol wL'rlthy nati{)ns today.
a Poverty rates

Povcrty rntcs indicltc the lercentagc ()f x
popLrlatiorr thlt lives undcr national ancl intcr
nrtior]ill poverty lines. ln l97ll, 150 ntilliol1 rrrral
resideots lived br'lorv the national povcrly linc in
()hina Irvhich thc govcrnnr!'nt sets al nbotlt
$0.66 pe't tlrryl. Uy 2000, thc nurnbcr hid tlllen
kr firrcr rhan 22 rnillion an estimirted 2.5 pcr-
cent of thc total rural lx4rulation. In 1997,
880,000 rrrban residents live(l treLrw the national
poverty linc-accounting fi)r 0.1 percent ol
China's t{)tal urb.n popuhlion. Ily 2(X)1, urhi,r
p()vcrty nulrrbcrs had actr.rllly irrcrcasccl, to ll.7
nrillion urban rcsidents bclow the povcrty linc
2.4 perc!'nt of thc lotill Lrrbnn population. ln
1002 there were 20 urillioo url)rn resid.nts in
povcrty, rrdking Lrp 4 pcrccnl of the urban pop-
ulation. According to Workl Bank calculirtions
in 1990, 360 rnillion peoplc lived belorv the
poverty line in (ihind Ithe \\t)rld l]ink scts thc
intcrnationnl povcrty line nt aboLrt Sl a ti.ry]; in
1999 215 n)illion pcoplc livcd bclow thc povcrty
linL' the pov!'rt)- ralio htrd droppcd fionr l8.l
k) l7 Percent. lt is cstimatcd lhilt in 201 5, the
numbcr of poor p()plc in (lhini rvill dccrcasc to
5-l million.
O Other indicators

ln itcldition m the indi.ators nrcntioncd
itb()ve, n]ilny m()re ilctho(ls can bc uscd kr
detcrminc an all around, r,r,ell offsociet).. I-or
instlnce, the LINI)P uscs.r tcchnology achicve
ment irrdex ('lAI) lhat nre.lsures techDokrgical
innovation irchicvenrcnts by cxnminin!i technol
ogy creatioD, the dillusion ol ionovxtion, nncl

hr-rnran skills. (lhinir's'lAl valLre is 0.-1. which
puts China in the catcgory of "dvnanlic doptcr-"
rdther than tlrc highcr lcvcls ol "lcader" or
"potentinl leirder," or the lrwr-'st lcvtl of
"nrarginirli/ed." ln conrparison, the Uni{ccl
Slilcs'TAI valrrc is 0.7-classitving it irs a leacler.

'l he \{orltl Brnk uscs othcr indicators as

well, iDc[rding environmental indicat()rs that
medsurc \{,ntr-r pollution, deftrrc.station anrl bio-
tlivelsity, and air pollrrtion; ancl public health

tltlor.rgl, rcproductivc hellth inclic.rtors such as

n)iltr,rnxl nrorlalitv lates. lly 2015 (lhinn cxpecls
that nraternirl nrorlnlity rites will tlcclinc'75 ptr-
ccnl and thnt all pe,oplc'will bc:rblc to ot)tain
snii'and ellective birth control ntethods.

Thc Worlcl Ilonk lus also establishcd n systcnt
ol Eovernanat indicators wlreretry governnlents
itrc cvaluiltc'd by six blsic govelnance collc!'pts:
yoice irnd accounttt)ilitv, political strrbilitv, gov-
crnnrent elfectiveness, regr.rlatory qtrality, rulc' of
litv, and control of corruplion.

Goals for the future
ln thc p.rst 20 ycirrs, the nrain licLrs r)f (lhio.i's

deve[Tnrent strlteg] has [:ccn to lllor lart ol'
thc p(pulation and 5onc re{ions lo gcl rich tirst.
In thr'ncxt 20 yeirrs, (lhina's nrain focrrs, nantelt,
to builcl an all around wcll-ot1 socicty, will learl
llr( urlir. f,'lul.rlii)n 1,, nr.r.h l('\.irr(l S.tlirr!,
rjch together. ln his l6th (i(iP Congress rtlliess,
liang Zcmin stnted: "We need to cnrphasizc anci
pny atleDtion to Ihc less-clcvcl<Ircd relli()ns dnd
Iltr' Irrr'lesrirrrrs or lltc fc.,l'l( rr hi'.u (. c\1,(rirl.
ing diiliculties. Lspcciallv, we should guar.rrntce

thc hasic living of tht, p(x)r pcoplc, irnd nctivclv
help them to gcl cnrployccl i ntl to inrprove tltcir
living conditions. \Ve shoulcl let thcm fi'cl thc
rvdmrth ()1 a socinlist socir'ly."'l llis is wh.lt wc
nrcln by "Setting rich togclhcr.'

(ihinir's coastirl anrl rlrban ilrens htvr'llrcidy
bccornc well o11. Sonrc rcgions havc drarnaticalll'
n.rrh,r\(J Ih(ir F.rl'. rvitlr Jurcl',1',:J rr.rti,rns il
tcrnrs of purchltsing powcr, c()rlsunrption, struc
trrre of aonsLlnlptioo, and nctu.tl living stirntllrd.
Rut oul rc,ality rerrains'i)rte (,hinl, Ii)ur wollds."
As nrcntioncd rrbovc, by the \\brld Urrnk\ (iNI
\t.IrJ.rrJ. ( hirt.r r'.rnl. ll I .Ir,,I!, l(r' I.rli,,tr\
dnd rcrrlitins in thc lorve-r ntiddle ecollonty levci.
Atrout 2.2 prerct'rt of (ihina's popLlllljl;11 n1n1n1l,

thosc living in cities like Shcnzhen, Shanghai,:rnci
IteiiinS-h.rve lc.rih. rl rr hiSlr ci ,rr,'tr)' inr,rtne.
A largc proporti()n ol coaslal rt'gions, strch as

t 
'rr.tnFd,,rrF. 

ZlrL ii.rn$. liang.rr. arr.l I i.r,,rirrg.
have rerched the upper-lriddlr e.(lnonrv levcl
2l.tl perccnt of(ihinir's populntion resides in
lh,r\c.rreJ\. lrr Hchei, I lrrl,r'r. Jilirr. Hcil,,rrgii,rrrg.
ancl sortrc arcas of ccntral Chinii, 26 percent ol'
the population lives in the lower-nricidle econo
rly lcvcl. China's "tirurth t\r()rld" includes thc .cr1-
trnl nntl rtestern regions. LIDIi:r'tunatclv, 50

pcrcent oI Chini]'s populatior lives in thcse nrcas,

whcle thc intornc lcve'l Par;rllels the poorest
rcgions of the worlcl.

According to lhc UNI)P's Ohino Hnnott
I)et'elopnt,ut R.pott, )002, it.t I999 th. IIt)l indi-
canns for ShanShili, Beijing, and'lirnjin exceecled

0.ll. lhese thrr'e citics |rnkcd -ll,3l, and 4ll in thc
worlcl, ind can Lre'chssitietl ls "high htrnran
dcvclopnent" regions. lhe Hl)l figures lirr
(iuangdone, l.iaoning, Zhcjiang, arrcl Iiangsu
rc.l(lrlrLl 0.;i t,r hi5her. rvhrih l,r! rlr(:( l)r',)\irr\(\

+
With large

numbers of
both rural "

and urban

poor, China

still cannot

be called a

universally

well-off

society.

54 t\,4arch-April 2OO3 fHE CHINA BUSINESS BEVIEW

*

r *

+



(icnerrlly spt'rrking, (lhina hrs elirrinrtc'tl
nbsolutc povcrt), can now nrcct thc basic neccls of

its people, antl hns begun t() cnter thc wcll{)iF
stage but is not,vct univcrsally wcll ol1. i\s liang
Zenrin stirted in his l(,th C(iP Oongrcss addrcss,
"Thc wcll-ofl lile rvc irre leutling is still ut a lorv
level; it is not all inclusivc and is very uncven.
'fhc principal rontrxdi.tion in our societ,v is still
one hetweer the ever-g()\\,ing nrilterial and cul
tural needs of the people and thc lrackrvalcincss
of social production." 

_fhis 
is an honest cvalua-

tion ancl llts thc rellit,v of Ohina todir)'. ln th. 6rst
trrr' Jei.rJcs,rl tlri.icrrtrrly,uc.h,ruld.,,rrlirrrrc
our stlugglc bv conccntr.ttin!t our li)rces to bLrild

an all-arountl well oiTsociety that Lrcnctlts nrrre
than one billion people. i

Risk managemenl I eaves nothing to chance

Urehsile: hill-assoc.com

t

Hill & Associates
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annDg thc best 70 regions. Meanrvhile, Ohina's
central and western regions ranketl below l(X).

Therelirle, ttre nrrin strategy in btrilding an

lll-around wcll ot'f socicty shorrld lrc to ti)cLrs on
the third antl foulth worlds in (ihina, especirlly
the lburth. Sonre regions of China's tirurth
rr,trld rrrrk rcrr Irrv r'hcn (i'nlparal inl(rn,r
tionnlly. For iDstnncc, (;uizhoris t)cr cat)ita (;t)P
ranks 177 anrong 206 nations and regions. 'l he

per c,rpita CDP of (;ansu, Shaanxi, Titrct, and
(iuangxi is 157, 155, 154, dnd 155, respectively.
'fhese areas, in mv vicw, shor.rlcl be thc focus irr
brrilcling our well-off socicty.

*
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A comprehensive and etteclive risk

managomenl strategy is lhe hallmark 0l

successfu I c0rp0ralions worldwide,

Hill & Associates has developed such

stBtegies lor some ol lhe \{orlds'

larq€sl corporationsoperating lnAsia.
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l Pre Employmenl Screenrng
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^ Brand Proleclion
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Deeade of Refop111-|
,ffi. Hard Ghoices

Five areas in which China's
choices will significantly atfect the

outcome of its reform program

Kenneth J. DeWoskin

I t is with a certain nostalgia that I think back to the days
I rrfl".l each issue of The China Business Revie\A/ included
I a tairty complete list of all the joint ventures announced or
concluded in China during the preceding months. Today, the
magazine's listing can only capture a fraction of the total
commercial activity bet\A/een Chinese and foreign firms. ln
those early years. the pace of change seemed formidable but
manageable. The formation of foreign-invested anything
rzvas particularly arduous. The grornrth of entrep reneu rsh ip in
China \Nas immediately impressive; enterprise \Nas

everywhere but on a very small scale. \ /hat fate awaited
China's large-scale enterprises rruas highly uncertain, and the
ability of China's leaders to manage the kind of hybrid
economy they contemplated r,Vas uridely doubted.
Throughout the early 198Os. off icials and managers pressed

upon all visiting potential investors the official line that China

(enneth J. DeWoskin
is a partner at PricewaterhouseCoopers and Professor Emeritus, University of N4ichigan.
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At what pace will Chi

moderate the inten

activity, recognizing that t* risks

and inefficiencies of planning 
Td

direct administrative control of
many factors in commerce may

outweigh the risks of submitting to

market forces?

stion:

gulatorfl
s

was committed k) economic rcform and would
not turn back. '[ he door was open and would
not be closed.

I don't know any<lnc who inragincrl, nruch lcss

predicted, the tidal wavc of changcs that [<rlLrwcd,

including compcndious drafting crf laws and rcg-
ulations, profound restructuring of the rcgulatory
apparatus, a globally unprecedentcd engagcnrent
of foreign direct invcstnrent, nrobiliTati(n of
massive domeslic capital through the banks and
equity markels, and, rlost important, th('hirppy,
prosperous engagement oI most of urhan (]hina

in building what turncd out to be thc very rcal, if
indeinablc, socialist nrarkel econonrl'.

C)ne,vear after accession to thc World'Tiadc
Organiz-rtion (WT()), (lhina presidcs over
increasing growth in erports and f,rreign
exchange holdings; looks out over a glistening
skyline in Pudong that is beginning to filll
scoops up the manufacturing business of lapan,
South Korea,'l'aiwan, and nruch of Southeast
Asia; anticipates nrore than a doubling of world-
class residential. hrrtcl,,rnd rrffiec.faic in
Beijing by 20061 proudly prepares for the Beijing
Olympics in 2008 nnd lhe Shar)Bhai F.xpo in
2010; lays claim b 60 nrillion Inlcrnet users; and
urges its ncarly 200 very large statt'owncd
enterprises (SOEs), many ofwhich hold largc
capital reserves,lo go overseas, invest, and
acquire. Investment promotion agencies of
developing countries fronr Vietnam to Nigeria
contacl our of6ces asking, "How did Ohina do
it?" while calls from would-bc invcstors in North
America, Europe, and thc rcst of dcvclopcd Asia

ask, "What conres next?"

Ilistorv rnakcs I convincinS cnsc lhnl wc rcnl
ly cnnnol insrvcr lha qrrcslion 'Whit aonlcs
ncxt?" in (lltina's rcrn.rrkablc rcli)nn proccss. llut
tlhina has shown. lionr lhc onsct ol thc Asian
llr).rr(i,rl (ri\i. ir lL)97.llr(i r((c\\i('r\ in il\
nrirjor cxp()rt nrnrkcls, lhirt it cll1 chirrl I coursc
apart lronr its rcgional ncighbors ancl thc rcst of
thc world bcc.tuse ol its sizc, dcvcloInrcrrt poli-
()', rn(l .ldnlinistrrlivc t<xrls.,,\s n rvlv ol li.rrning
questions lirr thc lirtr.rrc, I havc triccl to icicntilv
livc.rrcas in which (lhinLr's polic,vnrlkL'rs vvill
hrvc kr nrakc hald chrriccs that involTc bal.rnc'
ing prioritics lncl dcsircd oLrtc()nlljs.'l-hcsc benr
on planning rntl nrarkcts, transilions, fragnrerr
t.llr(,n. or\ rrcr\hrl, .rttl v.tlrrc th.rrrr prrsilrorrrrrg.
ancl all rvill h.rvc a nrljor inrpacl on the dircc
tion anrl succcrs of rclirrnts, growth, lnd iovc'st-

nrenl ovar lhc ncxt dccadc.

1. Planning and rnarkets
Onc ol thc, ntrst critical balancing actr rhirp

ing (ihin.is lirturc ccononric grorvth pits rrgull-
lory prxcli(cs thnl inlrurlc inkr conrnrcrcial
dr'cision sprec lgainst gcnuinc litrcr.rlization and
withrlrawal ol rcgulators lionr busincss and
conrnrcrcc. l'hc proccss of rcstructuring critical
scctors into dr,ropolics or oligopolics rrf donrcstic
conrpctikrrs, lregun in tlrr'carly l990s.rnd ni(cl'
cralirrg in 1997 and l99tl, rvas desigucrl to
\lrcnBlhcn ( .hincsc tl,rrncrtii cntcrprircs sulii-
.icnlly tr) lacc intcrnational conrpclilirrn alicr
\\''l() cntry. llut b\' l(X)1, this cnvironnrcnl oI
"conlrollcd conrpttition" has not bccn lirllv srrc

ecssful in bringing Ohina s lrlnkr, insuranct,
tclc({rrnnluni(.rli()n\..rntl,,il anr.l gas ionrP.rrric.,
iln)ong othcrs, to intcrnitli{)nill lcvcls ol comptt
itivcncss. As nlorc \\' l() conrmitnrcnts kick in,
and conrpclilion inlcnsifics in kcv srrvicc anrl
slralcgic scckrrs, rcgul.rtors will Iccl intcnsc l,rcs
surc kr assure and even enhancc lhc l)rosfccl\ ol
thc slate's comnrcrcill asstts through rcgulation.

As a rcsult, against thc krng,'rlcclarcrl polic,v

of dcrcgulattrn, l pcrsi\tcnl c()rlrllcrp()inl ol'
inrnreJi.rtc anrl \pL'(ili( r(B l.rl',r\ .r(ti('n.
renrains.'l hcsc aclion\ seck lo "slrcrrgthcn nrro-
ngcnrent," nrnintiin hcalthy rlcvckrPDrcnt," and
"prest'rvt'ordcr and slnl)ilit)." AgaiDsl n dclcr
orinerl policy of dercgulation, a kind of coolrarv
or()mcntum has enrcrgctl in thc puhlication and
ildmiDislrdtion of ncw nrcasurr's that is tlriving
k)wird nricroor0nl,lenrcnl anrl rc-rcgulation. ln
spitc of thc rlcclarcrl dircclion ol rclirrnr, lorvarrl
nrark('l li)rccs .rs thr nrain rcgtrlator of conr-
nrcrcc-irs ncw l)cr4rlc's ltirnk ()l (lhin.t
( iovernor 7-hou Xiaochuan reccntly sliltcd elo
clucrrtly lnd r.rncquivocalll,-in lcluil rcgulnlorv
prr(liccs thcrc is wirvcring, an unccrtain blck
and lirrth.

lrrvcstors will lrc rvrtrhirrg tht' lirrth.r'nrirr6
minislcrial rcorgrnization. llunrors suggcst that
llrc Minirtry,,l li,rcigtt li.ttlc.tttrl Fie,,tt,,tttt.
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(loopcration (M()|'ll( l) is sl.ttctl to bc
rcfrrrnrcd into an orglnization nrorc like the
Otlicc of thr' US 'liade' Iicprcscntativc (LJS'l lt ).

ln lact NI()F- l E(1, rvith the Sldtc (i)uncil, iusl
is\ued .r nerl'\(t rrl-rc8ublirrrrs rxtcrrrlirrS rts

approval iruthoritv to li)rcign invrstmcnt ol lc\s
than l5 pc'r.ent in anv scctor and circulatcd
oth(r r(E(rl.rlior)s.rIf ing f rcrgn in\,(\tIl)clrl in
Irgi.tics .rnJ thcr rcn\iti\c .c(lrtr\. l l)i\
e\p.rnds, rather than rrduces, i\lOF l l(.'s
Jr)rrr(\lrL rolc. rno\l'rgnitii.rntlv int,, inrp,rrt.tnt
neN rlcrgcr arr,.l liquirili,,ll l \l&A ) (,f fr)rlurlr.
ties lirr frrrcigo invcstors. lt Jls() un(lcrscorcs
China's continuctl intcr.'st in rlillcrcntill rcgula'
tion bast'tl on sourcr' of caPital and orr,ncrship,
an interest idcokrgicallf irl.onsist!' t \r'ith thc
concept of nrtional trcitnlar'rl.

Alnrost across lhc lro.lrd, reguLrtors nrc nn^'-
ing k) strcngtheo n)drliulaDlr'nt in thcir scetors, ol'
ever\thing fronl iob tlirs to tclcPlronc ratcs.
\larrr ul-thc r(\cntlv l)ul)li\lr((l rcP(!rt\ li('r)r Si'\-
ernnlents nnd trnclc orglnizations on Ohina's lirsl
vear of\VI() conrpliancc point to i! rcrl.wc(i
intcnsitr of reguldtion in ke| art'as since \\rl1)
entry. llris is not a srrrprisc l() ()hscrvcrs who prc-
tliLtcd ( hirr.r urrulJ rtr rrgglt' nri6htrly rn rrr't'tirrg
its cornmitnrcnts. 13r,rt lirr thc c<rnring clec;rclc, the
nrost critical nlission nlily nol bc eonrpliirncc
with WTO aomnlitrrrt'rrts. llathcr it will bc

China's ability to crrntinuc its owr csscntinl ctli)rt
k) deregulate an(l lcirvc nlirk(ls to nrirrkct li)rccs.

I hL'.r'n(e|lu.rl shilt is li rnr.,rrrtrrrlletl.,rnrpcti
lion to lair nnd assulcd conrpctilion.

inrpcdcs tlrvtlrpntcrrt ol d scrir)us rtspect lbr
lh. l.l,'v. lir (itc just onc eranrplc: nrore thdn l0
rigrrilii.rrrt,rrrrerrrlrrcrrlr,ur,l (lilnti(,rli(,rr\ w(rc
issrrcd irr thc lirst vcar ol irn plc'nrcntat ion fbr
( lrirt.r'r ncrv '\((r,trrllirrs \v\l(rrl l,'r l{rr.irrc's
lintcrpriscs.

l'llr\ (,,n\l.rrI tirrkerirrg ir .rrg,uahlv irrlf ,)rlnI]I
lirr a tlccply r'cfirr'nring svstcnr ol cnonn()us
i,rrrrl,lctitr. s th..ir:tl'trl.. t., w. tt t., i||lln,r( il
ir urr.!.r.t.rrr.lirl'1r. .\rrJ irr l.rirrrtss. scr it,ur
lelirrnrs lrc barr:ly trvo (lccirdcs ol(1, the cconomy
h,rs grorvn in sizc antl conrl,lcxit)', and Llhina's
tcehnical skill ll lhr nirli()nal lscl in trLrilding
thc lcgal lr-.rnrcrvork lirr inclr.rslrv antl commcrcc
hrs inrprovcr,l lt .ln inrprcssivr rutc. Still, onc
cll((l ,rl'lhlj\( r'.rpiJ .rrr.l irri...rrrt (hnrrS(\ i\ l,)
nr.rkc tinrelv contpli.rn,:c both tjii6cult antl cost

lv Iirr tlrnrcstie.rntl lirrcign lirnrs. li)r d(nncsti.
lirnrs, this l,rolific prrxluclioo rrl rn arrrv of nerv

rr(l!lircn)(nts nrakcs conrpliancc s ith lnl single
orc Icss conrpclling. for lirlcign inlestors, thc
pacc ol ch.rngr itscll inercasrs cornpliartcr: cosl
.rnd ri:k anri .rlii'rts thc lirnrl.rnrcntll c.rlculus of
invrstnrcnt in ( lhina.

3. Fragmentation
I:r.rgDlcr)tition ol' .l r.rt hr)rit)' into sonre

.100,(x)0 iurisdi.tions is rrgurblv :ln advirnta-

tlc,)u\ Ic.uur. th.rt hclp. l,,i.rl J(l,lrinistrJtir)n\
aticlrcss loc.rl issucs, i conrponcnt of clxsticity in
(:hini thirt pro!idcs stnbilitv in n coul]try of
sr,rch clivcrsitv. 13ut in prolbr.rrrcl rvavs, tht tlccen-
tr.rlizalirrn oi rcgulat()ry nn(l c()mnlercial power,
li'\lcrc(l in thc (.rrl! JL'(.r(lc\ ()l-c(()|lorri(

missions, will the Chinese goverilment

find a rhythm to its regulat1y

activities that balances the need to

adjust and refine the emerging

commercial code with the need to

digest it and improve compliance?
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2. Transitions
Ii)r yenrs, most nrti.lcs in ()hin.r's olllcial

nervspapers marchcrl lo tltc beat ol rvords strch

as "new," "nrilestooc," "u nprcccticntcd," "record,"

.lnJ ruti'n1r. (.hin.r's l..r(icr.hil nn(l rrirrislr!
hcnds ire l,vpic.rll,v quitc frxnk irt)out rn.rnr ol
the rveaknr'sscs in its trarrsitiorral cconorny, anci

thc main responsc is lo icknr)wlc(lgc lhrl thc
entirt' ll anlcrr't)rk ()l lau aod reurrliriion, as rvcll
.ls Ihc :'lr ualurc ,'l cnli,rL( n)(rll .rtcrr!rc5.
rr'nrains a rvrrrk in prog,rcss.

I he' dir.'ction of rcgul.rtory' rlcvcloprncnts
asicic, (-hina l.rtcs an issuc r.'ilh thr patc,ri
change and rlith thc conccpt ol-.rn unurding crir
i,l-lr.rrr\ilror. Allh(,u6lt thc Jrrrrrc'tr, prr'.' i'
inclinccl trr reporl inrprcssitc nunrhcrr antl lroa,il
about thc thorrsaocis ol lcgrl ald rcSulatorr'
documcnls prodrr.L'd in l00l .rnd 1001, thcrc is

rroth irrg irrh.'rr'rrtlv r irtll, 'u\ ,rlr, 
'Ut 

.r ( , tllti,] ll, 
'U\

lr'alirnthc of ntrr' eir'cullrs, prrrnounccntcnts,
guidclines, hlrs,.rncl regulations. lt cln crcltc a

sensr'thit lhe cantr.rl govcrnnrc t is corrtinulllv
tinkt'rin6l u'ith cvcrv clcnrcnt in thc lcg.rllv
dalined invcstmcnt cnvir()nrr1cnt, \o lhill lhc
pacc ol changc conlirunds the .rbilitv ol grrvcrn
Ir)( rrl 1,, ( rl l(,I ac L. 'Ir\i\IcrrII!, ilrr(l (,1' l)tr'irr.\\ k r

conrplv with, tlrc l.rw. Ihc p.rcc ol ch.rngc itrcll'

Thansitions Question:

with the restructuring



and consolidation of regulatory +
authority, with an appropriate $gree
of independence and administrative

restraint, focused on fostering real

competition and broad, fair

compliance with commercial law?
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rclirrrr, is incrc.rsing,ll .rt otlds rvith Ihe grorvth
ol lirrcign [rusincss aclilily.rnrl thc cnrclg,cncc
rrl- gcnuirc nationirl nrarkcls rrrrd crrnrnrcrcill
pl.rycls. lt h.rs stvrnicrl cllirlls to bling orclcl to
kcI P.rrts ol thc busirrcss cnvironnrent that rrccd

t{) l)c a()nsistcnl on it nittion:tl basis. llvrrt the
(llrirr,r sc.ulrtir'. Ilc8 lJl,,r! ( i,rrlrrri'.i(,rl
((lSlt(l) loscs cascs to [rerl eonrpanics in Ircirl
.ourts whcn it h.rs tricrl to cntirrcc unitirrnr list
ing rc(luircntenls.

Alx)vc I talkc(l rl){)ut thc intensitv ol rcgtrl.r-
lion; lhc aonsisl(lr(! ol rcgulntion ol'ii'rs anothcr
sat ol' issuas. [irngnlrnlirlir)rt l)rrscrtls ir

lirlnritl.rblc obstaclc t(, thc inrfr(,vcrn.nt ol-
(.hina's lrg.rl lncl conrrttcrciirl crtr,ir()rrnrcrtlri.
lirrcign-investcd busincsscs can [rc.rudited lrv
krcal. provinci.rl, or nltiorrll titr ituthorilics lirr'
tlx crrrnpli:rnce,.rntl lrl provinci.rl burearrs ol'
inrltrslrr' .rnrl e()nrnrcrcc ()r thc ccntral lclcl St;rte

Acinrinistr.rtirrl ol lnrlLrstrv lnr.l (.onrnr('rcc ti)r
busincss scopc conrl,lirncc. \\'ith dilltrcnt ['r'cls
()l- nuthoril\', tnrgclc(l corrrp.tnics l:ttc dillcrcnt
.r{.r:rl.rs.rrrtl (llllcr(ol ouli(rnrc\.,.\l lhc fn^'rn
ci.rl lo'cl, donrcstic iolrrcst:' lr.qucntlv lrunll)
tlr(' rrr(,\t h.r\rL Inllljnr(rll.lli,'rr ,!l ltll( a(orrorrr
ic conlraet l.rw, lxnkirrg,larr's,lnd ioint vcnturc
.rgrccnrcnt:,- l'hir rcalitl h.r' t.rrnislrctl (lhinas
eonrnritrncnt to rult ol llrr'.rntl ticprcsstrl lirr-
ciAn invcstmcl]l in .r r,rngc ol-critic.rl inli.rstruc
Irrrc llrcns. So llr. thcrc.rrc ltrv signs ol'
inrprrx cnrcnl.

'lhc corrrpctition hctrr,,rerr lor.rl rnd ccntral
authorin in (jhin.r is.r historic rcnlilv thnl
rc.rclrcs ciccpll'into thr tlvnastit era. \\'hat is

nol in thc last hall rlccadc is lhc corcrgcncc ol'

significant c'conornic power rrlldrr thc a()otr'()l ol'
noogovr'rnnrent;rl, evcn nondontcstic, contntcr-
ciirl antl inclustrial il.tors. (i)nsunrer prr)duct
conrpanics ha,c national nrarkcts and sct'k con-
sislcnt prictic!'s lirr product testing, approvnl,
rcgistration, and the like. l-ea<ling technokrg,v
conrplnirs noN'opcrntc nctworks thnt spiln
(llrin.r lbr soLrrcingl, nunulircturing, and rcscarch
rnd clc,'clolrmcnt ( R&l) ), and scek unilirrnr pcr-
.ionncl. l.rhor, s.rl.rrr,.urJ h. oclit pr.rrtirc..
Ilusiness scrlice lirms opcrate on x n.ltionnl
basis, cxchangc infi)rnrntion on Policit's 1n,.1

Practices, arrd ilttcmpt to inrplcnrcnt unilirrnr
slstcnrs lirr hnancial rePorting, tlr conrplirnce,
.rnd thc like.

'l hesc portc'rtul cournrercial phvcrs, rvlriclr
alc nrorc cflcctivt'lv orglnizcd on .r national
basis lh.rn lhc golernnrent itscl[, posc a risk to
lhc golcrnnrent's adnrinistrrtion of tht' ccono'
rnr,,lnd e'r'en its revc'nue, becausc thcv c\pl()il
vrrrc verv lr.r'ic regi,,rr.rl ,lisircp.rrreies il 1'r.r,-
lirc. l-rrrrrl'ks irrrluric r urtonts oItintiu.ttion,
libor oplinriziltion, carnings tax cfficiencr, and
busincss scope inllatirrn. illunicipal gor,crnnrcnts
l-riletl to kccp up rrcirlioglirllv rvith tlrc national
householcl rc,gistration ( /ralorr) systt'n'r, rvlrich
corttpanics nationrvide disrcgardcd irs thcv
t]l,'v.J P.t\i)nnel llonl olljcc tLr,,lli((: cosinc(I\
lirror llcijiDg to Shcnzhcn, icc()ulrtnltts lr{)rn
Shanghai to \{uhirn, nrcnirgcls tiorn l iirniin to
Shcnyro!i. Thc ac:rtritl g()vcrnmcnt rcf entcdl,v
dcnrorrstratcs its trnderst.rnclirrg of thc' ncctl to
inlPn rrc thc i(,n:i\lcrriy ,rI lrr.rr t i. r' rrrr .r rrrrtiorr.

,rl scale. but elfc'ctive reoredies rcnrairr unclclr
'Thr nrlnlgcnrent ofstatc asscts within sec

t('r\ i. ih.rllcnge(l hy thc h.rrrc',,l lirgnrcnlrtion.
()nc rcccnt rcsponsc has been to rcconsoliclatr'
rcrcr.rl kcv in(lu\tn('.-,,rr (\Jrrrl)l(..lrrl.'nr,)t iv(.
,ril,rrrJ g,r.. tclccrrrurrrulricati,,rrr. rr,,rrlcrn,trs
nrctals, and conrr'nercial ar,iirtion-lnrl to trv to
strenglhen ccntral regulltion b,v tlclocalizing
antl re'clucing the numbcr <rf lclding manrgc-
mcnt !roups. Rcgulik)r)' authoritl over intius'
trial lncl conrnrcrcial scctors lrirs tcnclcd to drili
up tionr the nrinistric\ l() lhe St.ltc (i)unril .ln(l
cvcrt tronr the (-hincsc (i)mnlunist l)nrtv ovcr to
tlr.: Stnte Council, conccntrating, in cntiti.s Iikc
thc (-onrnrission tirr thc \lanigcnrcnt of Iargc
St.rte Enterprisi:s. 

-l 
hcrc ;rre indications that tht

\t.rtc I tc|ckrlnrent I'l.rnr)inB (.,rrD|]li\\r o Dr.l!
br'conre the homc of nrlnv of tltc rcg,uliltorv
brxlies soon to bt'fashioncd..rn<l thnl i\1()| l|(l
nrity.taluxlll'turn ()ut to trr: rrorc likc thc LiS

l)epartnrcnt oI Conrnrerce .rnd Li5'lll. conr
trint'd.

'l'his trcncl acldresscs lh. irsucs of struclurnl
ti.rg,rrrcntltion lnd in(onsistcr).'r', l)ut thc clk)[ts
rt r('..ntrirliz.ltioo .rnd strcngthcIrirrg oI rcguh-
l()rv pri(ticc, irtllucrrccd hy statc orvncrship
irrtt'rcsts, have their r)!vn potcnlinl pitlalls, nranl
the clirssics of monopoly. I-he lilinistrv of
lnlirroration Intluslrv lus iust llncd (.hin.l
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UDicor)'r li)r the first tinre firr illcgallv reclucing
telephonc latcs,6ghting the statcrs losses tronr
cleclining revenues per user and thc weikcning
prohts of all th0 m jor stiltc-owned olrerltors.
:irnil.rr is'Lrcs .rrt hr. r' inH in f,rwcr. .tvi.rtiott.
energy,lnd water.

Sonre pressures inclinc towl!d itrcrease in the
ti.tgnrcnt.rti!n,,1 rilrr.]l I.HulJlrrr) PrJLti(c.
cspccilll,v the nrixing of locirl rcgulatory iruthori-
ty rvith political porvcr, clrivcn by the mixing of
locnl regulirtory nuthority rvith local conrmercial
interests, rvlriclr nre ()ficn nontrir sParent. Local
commcrciitl interests rnight resicle in assets thilt
arc stat('-o\!ned, or assets convcrtcd to shiucs,
rvith sonrc hc'ld in tht' private hands of local
lcaJcr.. An irIf,'rlJrl ((,rrrP(,llrrrt in irrtpfi'ving
consistcnt and colnrnercially successful regulir
tion will be achit'ving sonre iudepcndcnce fitr
regullrtors at all levels f(rnr prcssurcs that distort
policy and practi.c. ln (lhina, strong exartples
of regrrlator y inclc'Pentlence at the central lcvcl
coLrld hirvc sillutnry cffi'cts at thc local level, but
thcy itrr not yet evident.

In Western dcmocracies. wc think of tl'tc
irr,.l,. f, rrJcrr,:.' , 'i telc(orrrnuniLJl iurr\, in iu f
irnce, banking, sccurities, n|ld sinrilar icgulirtory
lrrtlics r: cr:cnti.rl Irrotcrtilln lri,n) the vi(i:\5i
tudes and whims of party politics. llut ironicitlly
in a onc-party system, in which neither judicia
ry, meclia, nor conrpetinS parties check cxccsscs

ol influencc, such inclt'pcndence may be even

rrrore srlient.'fh,:' rccent restnrcturing of thc
PRC telecom scckrr rcsulfud in an lwku,lxl
conrbination of players that runs somewhat
aounter k) ilviilable solutions that lvere demon
.lrirhl)' hcttcr ti,,nr n tc(hni(nl .rnd .,'ntletit irc
standpoint. The're irre, il otlrer worcls, two kinds
of independencc issues th0t irre .ritical to
(lhina's lirture. One lras been the lbcus of
Chioa's z/rcrr.q4 i ./er to i carlpaign, rvhich is sepl-
rdtillg regLrlntors liom Lrusiness operakrrs. Ilut
thc othcr is inclcpt'ndcnce from politicll ftrrces

lnd even personal interests of powcrful leadcrs.

4. State o\ /nership
Nothinli is nrore inlporl.lnt k) China's lltute

econonric developrttr'ot thitn thc'sr'.lrah lor solLr-

tions to the stnte owned enterprise (SO!l) pcr
firrnrance problenr dnd thc intluence ol ilsset

ownership or1 govenrnlent behavior. With the
stnte rontinuirr!! t() own rnajor assets in nr.ln,v

coilrlrerci:rl ilrd indLrstrinl sectors, ancl strength
cning its irclnrinistratidr of the lnrgrst 200 or s()

enterprises, tlre challenges to lct nurkcts work
irnd pcrmit lcvcl ;rlaying 6clds will remail lar
inlo the lirture.

l;rom the stirndpoiDt of the statc's owncrship
interests, (lhina's lcadcls havc beco itctivc and
.reative in fostering an evolution of ownership
ilnd govcrnancc structurcs, key clcnrcnts in rtirl-
izing tht socialisl nrrrket e.ononry.-l he diverse

objectives of this proccss trave included protcct
irg llre rt.rt, i.rs* t'. inrpr',rr ing Ihc.trrrrl'ctiliv.-
ness ol SOEs, monetizing n slrbstnntial shirrr'of
thr state's asscts, ind tighting corrrrption irnrl
illegal conversion ol sttte assets. l he clilcmnra
inrplicit in the proccss of strerlsthcning .olltrol
to rclinquish control is rc'tlcctccl in ntovcs likc
the ruDrorcd cstablishnrcnt of a State Assc{

Nliulilgcment (irnrnrission, on onc hancl, and,
on the othcr, thc pronlulgdlion b,v (ISRC of
rrinority shlreholcle'r protcction guidclincs thnt
.tilrrIte lirrlits 0rr S,,u Ir]nlrrl .lFUnii(s in (\cr
aising aontrol over-enterprise activity, cvcn when
they own a nrajority sharc. ln scvcrill seators, thc
ccntrnl llovcml]rcnt and l)arty can e\rrt n lcnd-
ing influcncc in nppointing k4r execLltives and
rcgulilt()rs dcross the seck)r, sctting clevelopnrant
objectives ancl alloclting, tinlnciirI. r'cglrlatorv,
ancl ;rhysical rcsourcc's.

'I he rvc'll docunrcntcci history of dillere'trt
owtrclrhin rlr rrcl Lrr'c.. r.l pr,rtltrctir it1 .ini.
refornrs began shows trolv S()F]s contirrue kr
cniov irdvirntrges ir'r rr'grrlation, acccss, and capital
.rl[,i.rti,,n at thc crpcrr< ,rl lrrrllr li,rcign invu.tor.
arrd priv tcl)' nranirgecl (ihinese conrPanics. Wc
tcnd to think oI frotectionist mcnsurcs in (]hin.r

as ainred prirnarily irt ti)rci8n invcslors. Ilut
bccatrsc of the stlte's overall control of thc lirlgcst
.onlp.nics in C)lrina ancl appointmcnt porver fbr
the t(T executivcs and regrtlakrrv ltgencies, such

Will the processes of co

improvement lead to a mat

meaningful separation of regulatrry,

operation, and politics to reduce stdte

ownership as a distorting force in the

regulation of China's business

environment and a brake on

productivity growth?
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prilctices tr'lld k) protect thc stitc's lsscts l;onl
private s!'ctor conlpetition as rvr,ll. \\'hole sectors
lvhere SOEs reign art'legllly or placticallv clost'd

to China's orvn entrcprcneurs. And as the centml
govcrnment ccdes aontx)l of statc owncd slnall
and nre'diunr-sized enterprises lo provirl.ial nrld

nunicipal govcrnnrcnts, r'ilthcr than resolve these
plr)tecti()nist prirctices, it mily ovcr tinre dggravirtr
thcrn. Tlris is becltrsc the unchecke<l regulatory
powcl oi thc locll lcvcls lirclucntly acts cxPro
pt'i.rtirelr t,rrv.r'tl llflvJlu J\s(ls rrr(l rrt')ll\'.ll(\
re8iorul protc.tionist ncti()ns.

Still, the growth ol privrtely nranaged com-
panies has been a clriving tirctor in (ihinr's rlpitl
gr()wth, in spite ol irn unsupportivr linirnciirl
and rcgulakrrv cnvirlnrnrcnt that kc,elrs thenr
overlixed, undcrcirpitalized, and fIagncDtcd. lf
nnything, this provcs thc potenlinl of th. privilte
s!'ctor li)r Chirlir's lirtule, shor.r thc playing
fic'ld be lcvelled. Privnt!' enterprises, elen lhe 10

lar;lest, arc drvlrfcd bi, SOLIs in nssets nnd rcv
enut', but ironicallv they nray bc thc bcst hopc in
rnJrry \L(1,,r\ l,,r lt'urir\,itrE ttr.trket .h.rre itt
domestic hands.

Sonrr SO!.s lncl many of thcir desccndant
localized cnterpriscs and shareholding conrpir

nies have proven kr [re conrpctitive as nranrrt-ac-

turers and exportr'rs of .rll nrlnner ol goocls, and
(lhina's incorning lcltlcrs are comnritted to
keeping (ihina intenscly conpctitivc in ghbal
mitrkcts. (liven thnt corrnritment, we cdn expect
thilt SOhs itnd other statc-.ontrolled or Jssistc.l
cntcrprises nra,v Lre rvilling kr ealn less lionr
L'xport srlcs t() expxnd rnarkct share and keep
llt( \tlt((l\ i,l d,,ttt(.lri indttslrr sprrtning, rtt.rin-
taining ernplovrnent, and irssuring cash tlow in
the state's companies.'l he ideirl is to hrvc SoFls
grow rluicklv enorrgh to iustifi high enrplo,v
rnent levels as thcy bc'conre incr'clsinglv conr-
nrercirl- Thc bcst of the large Chinese
enterprises should be ablc to sustilin a tillht
nrarqin procc'ss ancl do just that, even those
cntcrpris!'s lhit nright n()t prove con)ntercidlly
viable in l fully conrpetilive, nonsubsiclized
nralketplace in thL'n('nr tr'rnr.

lbrtunately tirr this llien(iil. tiiv of(lhinr's
enterprilies dre closcly accountlblc tirr thcir'
linancial pcrfirrnrance on ir quarter-by-quarter
basis in the sanre way as lirrcign .ompnnies. And
as thc dchrtc continucs as to whether thr'large
st.rtc lrlnks rr'e .t.rtirtg rn,rrc rr,,rrpL lli,rrrrirrg
l,'.rn:,NPL\' tlr.rrr tlrev.rrc elirrriDating, it i. n,'w
apparent thilt even new ancl rclativcly comnrer-
ciirl srtnllcr banks have accunrulaled substantill
Nl)L rrtios by linancing locll inclustrial growth.
Thc NP[. story is the story ol tht'shortfrlls in
competilivcness of thcsc cnt(jrPriscs.

'I hus thcre nrc new pressures on thc horizon
lbr nlitny ol-(lhinir's cxportcls, cspeciirllv the
l.trgcr pl.tyct'r. f.xfr'surc t,' 'h.u'choucl sir trtiny
in donrestic antl int!-rnationill rrarkets, rrc\,r,

acco(rnting proce(lures thilt disclose vilues nnd
llows rnorc rcalistically, anti ncw crc'dit risk nrea
sures in the banks are imollg kcy foracs thilt
irttr'..tsirrgJr rr rll lrr'.. \t tl rr.rl,rg(ri tr' (i'nrnil
thenrselves to real ptrrhts. lhis cotrld hirve the
cftict in thc' next three to hvc- yelrs of reducinpl
their export.ompctitivcncss, to thc cxtent thnt it
derivcs fronr various forms ol lssistililcc, trirns-
l.r lrt.irS,)l 5,r,ri..Ir.l rcrrirc. withirr Errrul'..
ancl a Iack of pressur-e lirl c,arniogs.

Libcralization of orvnershiP categories ancl

i'0cilitation of cornnrerciirlly drivcn N4&A i(tivity
rvill bc anrong the nrost irrportrnl refbrnr steps.
Ilect'rrt initial pLrblic offcrings iDdicate that cven
prestiBious SOI-s nray bt fircing a rnorc rlifGcult
timt, acqtliring lalgc intirsions of.ilpitdl on
rvurld nrarkets. A lnore open antl llrritl Nl&A
rnarkctflacc rvill r!'invigornte direct ilnd [)ortfi)
lio investnrenl lionr abroarl.ls wcll irs stinrulate
tht xppetite of (lF.Os to achicvc c'arnings io tlreir
enterprises.

Ilut truilding that nrarkctplace will also
Icqrrire sorn,.- libclaliTntion of capital nccount
converlibilil),, and tlrat plays into lcrdcrship
liars that alc rooted io thc'Asian 6nirncill crisis.
I ilrerrlru.rtiorr ol (.rl,ilJl.lL(,rurl rlr[.lEar]lcnl i.
just begir)nirrg to happen, prinraril,v in the cus-

necessary to achieve growth in hig$
value, knowledge- driven busirl$s

development"is only a part of the

picture, and that success also requires

a soft infrastructure that provides

efEcient access to information

and secure protection of IPR to

justify R&D investment and reward

creativity and achievement?
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todial processes beinB dcvcloped to superintend
tunds uscd by Qualilied Foreign lnstitutional
lnvestors (QFIIs). QFlls bring hard currency fbr
investnrent in China's A-share markets anrl pre-
sumably rvill bc ablc to withdlaw funcls and
repatriate thenr in hard currency as rvell.

1 he pre..urc kr dirp,rse rrl tlrc ntrs'irc tt,rn
performing irssct holdirgs of the irsset managr'-
rnent companies has led to pioneering M&A
activit,v, such as tlre recent approval of bundled
asset sales and the purclrasc of legal-pcrson
shares in scveral banks by forcign 6nancial
investors. But the weakncsses bretl into many of
these cntcrprises I)y the statc owiership s,vstern

will make evaluation diflicult and even appror.ed
tleals hirrd to closc.

5. The value chain
[)riven by nationirl pride.rnd strategic pLrr

posc, (lhiil has lirr r clecade cleclnred itself com-
mittctl tn ilirnlrint the v.rlrre ih.rirr. I'ei^nrirr8.r
knorvledge' driven econonrv and l lechnology
prodLrccr. as wrll its thc lirctory fiu the rvorlcl.
For several yt'ars, lbreign investors have signi6-
cantly increascd thcir invcstrncnt in tcchnologv
nranufxcturing, lircusing on chips, screens,

mobile termin.rls, nnd other high technology
componcnt nranulircturing irnd tssenrbly opera-
tions, as rvell as R&[), Procluct clesign, anc]

IcInotc softrvnrr lncilitics. Universities at.rll lcv-
els across Chinu have nrobilizetl resources to
qraduiltc morc studcnts in tcchnology ar-cas, anrl
(lhinl has rlso establishctl rrrore high-tech
zones, includittg a network of l0 clesignated
soliwirrc centers. 

_lwo 
clonrestic issues loonr as

thrcats to (lhiI1a's alspirirtions k) llrove rLp the
value chail: the strte's r'fforls to managc'inftrr-
mntion and thc pool cnforccnrcrrt ol intellrctual
pr-operty lirws and regulations.

Nothing cxcnrplilics this potcntiirl clirnh rrp
the value chain nrore succinctly than China's
claimccl Internel uscr Ilrse, which according to
ofticial sources surged 70 percent in 2001 to
rcach 59 million.;\nd ),ct nothinS bettrr cxcm-
plilies the cleep dilenrnra China firccs in.rchiev
irrg its virlire chain aspiratt)ns thirn thc strugglr
to mrnnge the lnternc't, or nrore precisel,y the
citizens who usc it ancl the infirr nlation that
lLrws through it. (ihina's ounugenrent of the
lnternc't has bcen cxplored trorr socill, political,
and tcchl1ological pcrspectivcs in scvc'ral re.anl
books and articlcs.'fhc econonric inrl,act has

not hecn disausscd in ciepth lnd llrrv [)c llrore
tlilhcult to irssess.

What wc aan say is thnt thcrc rppcxrs to be ir

su[rstantill cliversion ol-technnlrrgy talent lnrl
othcr rcs()Llrccs into thc stntr's ctlbrt t() nrrnatlc
both acccss kr and contcnt on thc Internct, irod
thc' intensity ol rcgulation itself constitutes a

sul)stdntiirl lirx on inforlnation traffic. Thc ples-
sure on Internet calds.rncl l strong Ptrsh to lirnit

the (omputer linrr'ol youug pr'ople, baseci on
uncertxin research, will work aglinst (ihina's

ncccl firr the kind of innovative young protes
sionals rvho crcate ne!v tc'chn()loqy valuc.

The cost of the interrse surveilllnce of traftic
nt intern.rtional girtcu'ays is also harrl to tluanti-
fy, but tcsts indicrrtc thal a surveillance delay of
un Io:.1)0(J r r r i I I i . e . , 

' 
n .l . li rr f.rik(l\ \,,rrirg rrlo

lnd orrt of (lhina is not Llncornmon, irnd n1a ,v

irrl,'rt.rrrt'ilc., irt. luJins' nr.ri,)r llnivcr.iil ies

,ll,f,,rrJ..lpf(ir trr bc bl,rikc<l,.rt le.r't irrtennit-
terltly. 'l he costs of such .ontrol ilr tcrnrs of clli-
cient usc of th.' IntcInet ar'c incslinrable.
Intcrnet-based intbrnrntion rccess appcars to
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have lreen cLrltailerl significantly in just tlre last
six nrontlrr,.r Lrcn(l tlr.rl (1'ul(l I'r'rl.rn.rSirr!' tr:

thc prospects of China's teclrnokrgy-rc'lated
developments. It is signi6cant that thc con-
straints ()n Intcrnct sur'vcillance ilrc r)rl,y trchni-
cal, and as better technology has been deployed,
rrrrvcill.lDic has lrc.onrc rrrore irrtcrrre.

'l'herc arc no signs yct ol ln intcrnnl policy
debitc itboul the inrpact of surveillance on
China's plans to builcl a knorvleclgc based ccon-
omy. It is.rppilrent that the fi)Lrrth anrl lifth gen-
eratiorls ofChinese business leirders arc

increirsilgly part of irn intcrniltionnl min.lscl
that ittlches high valLre to cfticient glolral conr
r r r t r r r i . , l I i ( , I r .r r r rl th. [r.. ll(,\v (,1 i | ] | , ) r t r I i r I i r ) r I .

'Ihc extent to rvhich China is atrle to build a

knowletlge-trasetl economy aftccts not only thc
ef6cicncy of knorvledge-tlriven busincsses. It
also bears helvily on issues rs critical as China's
ability t() attract thc largc group of oversc'as

Chinese with technical educations kr rcturn,
work, nnd aoDtribute.

Finalll', intellectual property rights (IPR )

cxperts secfi gcrterally satisfiecl with the laws

and regulations thirt China lras ptrt in plirce, but
thcy arc jrrst as disappointed ir their wenk and
inroniirlerrt (r)for(crnanl. Am,rnS ( r(r,ulrBinll
signs have bccn some high pro6le'clses in which
the lPlt of fbreign broadcasters, designers, lnd
trademark ownels have been uphelcl in Chincse
courts, but a nlore ubiquitous realit,v is the flood
of counterfeit goods casily :rccessible in lny
major Chinese city, including clothing, shoes,

desi6lner leirther goods, pharnraceuticals, health-
care products, soliw r', music, lnd videos. As

the supply builds, sonle brand narrres irrc cvcrl
availahle in "good," "lTetter," ancl "best" fakes,

ancl the pr inting and packaging of cligital video
discs now approaches tlrat of nuthcntic goods.
As Ir. C'IJ.ll g()es to t)ress, Hunwei 'lechnologies

(.o. Ltd.. pr,rh.rbly t.hirr.r': rrr,,rt prc\tigi,)u\
high-tcch conlpin),, is beiltg suecl in a US

District court by Cisco Systems Inc., a case likely
to bc a u'ntcrshcd in tltc'tlcvclopment of IP-

inlr'nsivc sectors in (lhina ancl the orrtbound
irrvtslrtrt'rrl,,l l(J(liIS I hir)r:(.,,rrrl'.lrriu\.

lf (lhina succceds in conrnrcrcializinq sonrc
,'t tht l..hn l,rtir's rrrrtl, r',lcrcI,l'ntcrtt rrr

(ihior, such trs ll)-S(-t)NlA lirl rrrobilr telepho
n,v, Linr.rx basecl applications that support thc
icirption ofopen sollrar ()pcliling syslcnrsr r)r
rl,,nrc.tii.rllv,l. r'. lul\((l (r)tr.rl fr,\r\\rrq unit\.
tbr cxanrplc, its orsn stakc in protccting ll'll anci

hllvcsting lPIl-clriven lcvcntrc vuill glorv. llut
c\.cn as incrcilsiIg ir]tcrn.ll pressure nnd p()lilic.rl
rvill to inrprovc cnli)racnrcnt gr-()w str'oDlicr,

:rtri.t enlir.crnert rrill be clrllle'rgt'Ll bv the surD

of nrany of thc llctols discusscd rhrlc. cspecirl
ly thc tllgnrcntrtion oi- cnlirrceorent iruthorilv
and local intclcsts in rcvcnuc tionr lrrcallv

Making the right choices
st,tl'L rlil['r. ni.. cr irl ,llI(,r]F pr,,rrriDrrrl

Iirrecasts of (lhina's econonlic lilr(l tlevelopnrcnt
lirlrrr(,li,'rrr.,rll.rlrrr' t,r regi,'rrrl t I , 

' 
r r r i r r , r r r r . .

l'ersintists lirirrs Lrtt intt.tit.rl,lc rve.tkttc.rc. irr

t.hirr.is 6:.'.rl urtrl tirr.rrr. r.rl urrri ll'innint.. (,r Bir-
rriz.rt ionrl pr','hl,:rrrs, l\rli.r rnrll(nrcrlt.lti,,r)
sluggishncss, tltr: poor- tlistribulion of resourccs,

nnd potentiirl social turbulence. Optin)ists ti)cus
oD thc LlncxIcctcd, rrDPrcccdcntcd, rtnd srrs-

tained succe'ss of ( lhi na's ccononr ic grorvlh,
strcngth of (ihina s cxtcrnirl rlebt lncl lirrcign
erch.rnge' positions, thc enthusiilsrlr anri growing
.,'nrl,rlrr( ir. ,'l-llr( li,rrrtlr :rrrJ litth glr,r,rti,'rr
govanrnlcrll an(l hLrsincss leltiers, irnrl (lhina's

continucd vocal conlrnitnrent to continrring thc
rcirrtrr;,roccss.

In thc harcl choices aht'ad, if (lhina's dcci
siorrnrakcrs prrcss onrvarcl towartl a nrorc nrarke-
l i,/c(l ('.,'r)r) y-ir n(l lr,,\ iLIL L( r)r.r i nc 8rl,t\ irr:
r-(x)m t() thr nrorc advanccd S()Es, privatc cutcr-
plises, arrtl lirreign-investctl cntt'rprises-solici
growth will continuc, ind a rising nunrber of
the (lhincsc peoplc rvill bc rvell scrvcrl. t
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First Hand +

Conversations with foreign businesspeople who
came to China in the early 198Os and stayed

Cath e rin e G elb

Ihey may be hard to tell apart from the thousands of
I other foreigners living, working, and competing in the
t China of ,lor. 

"ra 
engage them in conversation and

it becomes rapidly clear that these members of the small
band of foreigners who first arrived in China in the late
197Os and early 198Os-and have stayed on for most of the
past 20 years-have a first-hand and nuanced perspective
about the China market- This perspective is instructive not
only for businesspeople looking at China for the first time,
but for the not-so-recent arrivals as well.

Back in time
Roberta Lipson, president of Chindex lnternational, lnc.,

remembers landing at the airport in Beijing for the first time
in 1979 (flying a route that took her through Parrs and

Catherins GElb

is editor of lhe CBR

tHE CHINA AUS,/VESS BEVIEW f/1arch.-April 2OO3 65

\- *n
---

7
r

+



I

t4
I)h.rk.r) .rnd rralking into a onc-roonr building
rvith a lloor llooded liom the rainstorm in s hich
thcy h.td l.rndcd. She and hcr fcllorr px\sclrF.rs
rctricvcrl lheir lrrgglge ls it wls pitchetl through a

lrolc in tlre rvrll.
lrrorrr thcre, it was on to lhc li.ijing I{(xel-

lirr yclrs, thc ccntt'r of lirreign brrsinc'ss in thc
crpital city. In thosc davs, thc tclcx rvls thc life-
linc of lTusincss. One hacl to book ovcrscus tele-

[,horrc c.rlls lar rhead of time. {|rrrging gorxl
IclationshiPs Nilh tclcphonr.rnd tclcr opcr.rl()rs
appcars to hilt lrccn vital rluring thc c.rrlv
l9ttos.) lhir LIS-(lhina [tusincss (iouncil ollicc in
thc llcijing llote'l rvas an 'irasis" s'hcrc lirrcignr'rs
lrould girther to venl their frustrations.

Aorl thc liustrations wcrc consiclcrrblc.
(llinton l)incs, an Austrlrliiln who h.ls workcd irl
(llrinr sirlcc 1978 dnd is now prcsi(lcnt oi IIHI)
llilliton ( ihina, si,vs: "Twcnty ycirrs .rE() cverl'thing
rvils oPnquc, cvl]rYthinS wds nontrirnsl)irrcnl. nnd
vour'lbusiness's] abilitv to nrake progrcss rvns

vt'rr'. r'crv linrilccl. \i)u \rrre subicat lo n r.tng('of
controls on vour everl brr'.rth, on your cvcr)'
.lctivit\'."

lix.rnrplcs of tlrr' kincls of dilhctrltics carll fix -

(,Srl in\ (:'1,,r\ lJ(cd anrcrBC in .(rrrr(15Jlioo.
.tlrorrt orrL ,rl thc e.trlier f,'reiErr inve.trrrctrl. irr
(lhina. ln thc carly l9{t0s Occidcntal l)clrolcunr
took x 15 pcr(cnt stnke in what would lrc thc
lrrgcst ()pcr) pit coul nrinc- in thc worl(1, lociltcd
in rural Shlnxi. A Ierv of the liteigncrs r,r'ho

rvorkctl on th.rl proicct, hcli)rc O((..i(l(nt.ll
I'ctft'l(urr r,'lcl itr rt.rkc. arc 'till itr t hirr.r.

( tnc ol-lh(rrr i. t l.rrl t .rrrrrk, r)'r\! rrr.ln.lsrrrg
dircclor ol his os lr irrrporting conrpanr',
j\lllntro.e I ,rorl & \\ inc. t .r,rrk \!.r\ l)(,r n In
ItLiiintl rrr le.t9. llr' p.rrcntr rr'ctr rrtircrsilv
te.r.her., ltir rn(rlh(r lhc dnuEhl(r,rl rrrissi,rrtitrrs
.rnrl lri. i,rth.r.rrt ir.|irinB \vritur. Ilt(v nr(l irt
(lhintr in th. 1940s.

Alier growing up in Bciiing rrnd linishing high
school cltrring the Cultural l{evolution, (l.rrl lnd
his brr*hcrs lcnt kr w rrk first in .t snr.tll l'arnt
t(x)l lrak)ry th.lt mirclc parts lirr hantl trictrrrs
.rnd riec lhrcshcrs and latcr in a truck ovcrhlul
plant.,\licr leavinB lir gratluatt' schrrol in thc
Unite(l StJlcs in the 1970s. Crook lirrrrrrl hinrsclf
back in (llrin.r rePrcsentinB ()..identnl l'clr()lcurl
irr Ilciiing in thc, nrid'l9tt0s.

" llrirrking back on it, tl'tosc wcrc lcitl piont'er-
irrg chys.'lht'rc was r1o particulilr svstcnr. lvc
lvcr-c11'1 srrrc \\,ho rvas rcsPonsiblc firr solving
problcnrs." ()licn, the problcm-strlvcr tLrrncd rrut
t,, be thc tirrci!,ncr rvhr' .poke t.lrious..

''lt s,.rs l vcrl intcresting crp0ricnrc hclnusc
lvcr\'thing \\'.ls vcry unstructurcd io tcrots rrf rtlrlt
c()uld nn(l (ollld not be donc. lhcrc rlt-re rlr
Irc(cdcnl\- lirr crarnple, this Proicct hacl lo brilrg
ir (orpor.ll. nirlincr irrto China to gct proll|. into
.rn(l r)ul r'l lhi\ r(nlol( ntin( \tl(. lh.rt rr.ts tlttitc
iin crp('ricncc. I rcmeDrhcr tryinS to Eet lhis.tir-
Ilnrlc illspcctcd in China. lt rvits i] sl.llc-ol-lhc-drt

little plinc but il srrrc clidrr't meel the stnnd.trds ol'

the inspcct()rs, llei jing rcprt'scntativt's fionr (lAr\(l

Ithe Gerrcral Adnrinislration rrf (-ivil Aviation ol
(ihinal. So rvc h.rtl to nrake all kinds ofchangcs."

Prtrick l)urvcrs, thc tlS (lhina Ilusincss
Council's tlirector of (lhinl ()perations, workcrl on

the ()ccidcnlnl nrinc projc.t for lsland Creek (iral
of China, rvhich was owncrl by Occidcntirl. Porvers,

rvho had studictl (lhint'sc in'l'aiwan atter collegc

antl hacl ltcn r*rrkirrg for Rcchlc'l Inc. in thc

Pipeline and pctrolcum lc!hnology 8roup, rs:r:\

hired irs thr.rssistint lo lhc trniDing nr,rnagcr.
\\'hen the trrining nrnnig('r wn5 pronrotcd, Po\vcrs

found himscll pronrotcd its wcll-a nroltth llier
arrivirlg dt lhlr proj!'ct sitc in Antaibao.

Both Crorrk.rnd l,owcrs dcscribe the difliculty
thc proiccl litcctl in sctting up an overseas satcllilc
comnluniciltion link tionr thc nrinc sitc. (lrook

cxplnins thnt thc nrinistry in charge lvanted the
signal to Pass thrrugh ils own harrlrvlre. Porvcrs

re'calls horr, bccausc lhc s.rlcllilc hookup wns

dclayed, ttrc manlgcrs i1t thr mine Nere sending
hundreds of Iclcxcri cach rhr'. Onc dav thc proicct's
It,lex nrirchinc scnl down. llx(c'rs sought oul thc
teler in thc Lrc.rl villag. and rvns evr-ntuallv allowcd
into the tclex r(x)nr lo l-yfc thr mcssogr' hinrsclf on
il l9-l0s-cr.l nr.rchinc.

( ro,'k .rlsrr rc..rlls th.rt lhc ((,.11 frorc(l rxD irl(,
problc'ms ol iruclcquatc inliastrtrcturc in Shanxi.
'lhc rrilrv,ry w.rr irr'tnrnr(nt.tl in lhi\ l)r(,tL'(l in

that thr co.ll wirs hcirrg Proclrccd in Sharrxi bul
nt'eclc-rl lo bc transportcri to Qinhr"tangdlo Port lin
Hebeil. tlut thc rlilwll'linc rvas vcrl'tceblc an<l it

inulJrit..rrrl r:rrrrh rrtight. Li,r r)r)e thing. it \\.r\
,1e.igncd li,r pr\\cng(r lr.rffi(, n()l [rrr hcJtv tr.rirt..
So the plan rras nr.rde to built! a tletlicltetl rlil linc
kr nrovc ro.rl lionr Shanxi k) the port thougl)
the,v onll nranagccl to lirrish it b,v the tinrc thitt
Occidcot.rl prrllcrl out ol thc lrroiect in 1988." 'l'hc

project also lrlcl troublc with lhe rail c.lrs. " l lle
eqLripnrent of thc nlinc, which was first class,

could loatl .r nril clr in urnrcthing likc l0 scconds.

But thc irrp,r.t ol thc lonl conlinli into the cnr t!n\
lerl tllnr.rging to nranv ol thc cars, rvhich tcnded
kr strctch out bceausc thc'r'hld wooden sidcr."

The Canton Fair
In thosc carll clals, nruch Sino-tirrcign busi-

ness trxrk 1,lacc lirrtlrcl soulh-.tt the'(iuangzhou
(Cantorr) Inrcie lilir. l\'1ost conrmrrcial intcrirc-
ti',n .,rrrsi.lcri rrl u'.rLlL .inie f,,r.'ign .lilett inrc.t
nlcnt in (lhinir $ns nrioir)rill. [i)r two wecks cvcry
sir nrrrnths, li:rcig,ncrs woultl lkrck to thc (it)' iusl
over thc b()r(i.r liol]l I long Korr8. Th.r' r'.lt Jl
t.rt'le..rirr'" i r , r r r r , 

' 
I I i i r . r I ' lionr t'hine:'c tt r irt

istrics carrving ordrr books lillcd s ith rcqrrcsts

liom (ihincs,i cntitics lirr lirrcign protlutts.
Chintler Irrccutivc Vi(c I)residert hl!'sc

Silvcrbcrg,, in (hnrgc ()l- thc conrparr)'s (,iipilirl

lllt-clical F.LlLripnrr:nt tlivision, which is rcsl,onsiblc
lor thc !'xp()rt nnd nlicl sllcs scrvicc o1'nrctlical
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eLIriprllcnt, sirvs th.tl llrc.lrnllcDgc nl th('sc llrsl
m('etings wils dcciphcril]g whnt produ.ts lhc hos-
pitals dnd other h.ilitics lctuallv wnntc(i. ()liclr,
in the e.rrlv lglil)\ l)\ thc lil]lc lhc onlcr rctlLrirr.
ments fr()nr thc doctors made lhcir wiv lhrough
the svslcm to th.'forcign tradc corporations, thc1,

\!ere se\'(,rnl vt'ars old lnd lirr olrsoletc pror.lucls.
Thc problcnr wns lilrthcr compoulrLled lrr thc llct
that lbur ovt'rrtrrked ncSoliirtors proccssrd rncdi-
cal equipnrent orders fi)r lhc entir( c()unlrv nnd
no dirc.t aontirct bal\rccn the et]duscr Jnd thc
equipnrenl supPlier u'as pc'r'rnittcti.

Chinese speaker
All of these vctcr.rns rvill ttll vou th.rt rvhcl

thc\' \tnrtccl wrrrkirrg in ( ihinr lhcir frinr.rr\ !'.rlue
k) thrir cnrplover w.rs (ihinesc langu.rgc irbilitv.
lndeed, Frank H.rrr,kr', prcsidcnt of INI(lAsir l.kl..
;rnd Carl \Vllter, nr.rnlging r.lircctor.rrtl t-hin,r
chicf opcrlting ollicer nt Il' i\lorgnn ( ih.rsc, rr,erc

on the snnre plinc kr (lhinx in 1979 pnrt ()f.l
group ol Stan[ord Llnivcrsitv grirclLtlte sttrdcnts
r"-ho rverr, th.' tirst Anrcriclns to trlvcl t() th. l,l{(.
Id \lu(l\ \irr\( lql.). \\',rltcr lcli l.lti .l li't .r t(r!
,veilrs [rut returncd.ls Jn inv(,str]rcn1 l)nnkcr iul(l
handlcd thc Nerv \irrk Stock llxchnnse listing ('l'
llrilliance China r\utorrlotivr in 1991. tlr. lirst
overseas lisling ol-a ( )hinesc lirnr. I l.rwkc becirrnc a

conrmercinl nnd invL'stm('nl lrankcr bclirrc going
to work tirr lM(l and was involvcti ir citrlv lanci
nrrrk dells srrch ls thc (ireat Witll I krtcl .rrrrl
Beijing lcc1, anl(rng (lhinrr'.r Iilst lrrrtch ol'
approvrd joinl vcnturcs.

Waltcr arrcl ll.rwke an<l thc olhcrs lvcrc voultg
Chinese spe.tkcrs rvho ii:und lhcnrsclvcs;tblc arrtl
rrilling t.r rvork rrrr,ier rliljiirrlt i,rrrrliti,rrr. in
China. A lirv of the'nr spokc xlnr()st with nostnlqiir
of the clrrrarrtder-ie thlt rr()sc lnron{ thc resi-
c'lcnts of lhe lJcijing llolel arrrl ol thc rvillingrrcss
k) c'ndure rclirtivc hlrtlship th.rt is ntuch lcss cti'
r,lcrt lmong crpatri.rtcs totlirt.

'l h,:v sccnr.ttutclv.rrr.rrr Ilr,rl lh(ir positi,,|l.rr
lirrciS,ncr. irr (.hirr.r i,rnrcr \'ith.l L(rl.tirr rr\f,'n
sibilitl'to rcspeit llre wii\ things wr)rk lhcrr. r\ll
rr-lirrccl to inst.rncr's in rt'hiclr tlrr:r'lirunr.l thcnr
sehes Jcting ils inli:rprctcrs !r()l onl\'()l lhc I.rn-
guirge brrt also ofthc.ulturc nnd sr).icl\'. ()nc
rcm.lrked th.tt ortc ol thc ch.rllcngcs ol living in
China rva: to lvoitl sct'ing evcrvthing through ,r

lirreign lt'ns.

Fast forvva rd
\\'hen it clme to discussing s hat harl ch.rngcLl

nlosl sincc thev iirsl ilrrivcd in (lhinn, th. \,cil]rnns
rrlllgrec'd that thert- has hccn progrcss k\vr.d
great('r oPcnn.'ss, in v.lrvinB dc8r(as, nt cvcr!,
l$,el-ls l)int's put it-fionr citl'trr citr., industrY
k) indrrstr\', irnd cntcrprisc to clllcrprise. Ihcv irlso
strcssed thirt Chinn hls l'tronrc rn cxtrcnrt'lv corn-

P('liti\,r'It)rrk('l itt rcrlorrirt !!hi.h h'rciFrrcr\.rrc

perrnitlad t() opcr.lk. It has also bcconre l nrore
c(nuplicnlcd plncc to d() business. And corpora
tions l.rrgc.rnJ rnr.tll h.t\,c tht :.rntc t\[r(rlirlion\
lirr thcir (lhin.r [rusincsse's as thcl- have firr tlrr,ir
busincsscs annfi crc clse.

O Access to markets
NIrrc s1'ccific chLrngcs inclut['Proxirrritv to the

.usk)olcr, snvs l-llysc Silvt'rberg, rvhcn askecl about
r'lr.rt h.r. eh.rngcrl nt,rst .rhurrt ri'ing hurrncs. in
( lhina. Shc rccalls thc ".rnr.lzin!i" occlsion whci)

'ht'rr'.rr lirr.rllr rlr,'rrrr thr li.t ol lrtr ( hirrert rus-
tonrerr. (lhinder h.rd to noliti'ill of its (ihinese

aLlsl(nr)crs nl)oul ir nrnnulilalrrrcr's recnll on one of
thc 1'rrrlucts it lurl solti,lrrrt thc tonlptlnr didn\
knos'rlhcrc irr (lhin.r thc l,roducts hnd cndcd ul').

Alicr e'xplaining thc problcor to th.' llovcrnnrcnt
rcpre\cltnlivc rcsponrible li,r Processing thesc
ordcrs, ht 6nlllr'.rgrccd to opgn thc book and
short hcr thc krng list r)l !u\k)rncrs nnd productli.

S<rnrc industries h.rvc llso rvolved signilicantl)
ovcr thc yurs, dnrong thcnr tht, oil and g:rs indus
trr': ll'r rcallv lrccoorc nrrrrc sophisticirtcd, morc
qlrrhallv oricntccl, mrrrc tcchni.nll), and conrmer-
ci.rllt' .rdepl," s.rs t)incs.
O Access to government

Anrrthcl chlnge h.ts l)('cn lh. in.rcrsc in li)r-
cilln I)usincsscs' interlclion with government offi -
(i.1ls. In thc cnrly drvs, firrcign lirrns wotrld
inlcrrcl with .r srnall nunrl)er of designated llov-
(rnrrrcrrl rcPr(:\cr)txlivcs. lirtl.rv, k'rci$rr c rrrl.r||ir's
cln, nnd nlusl,lillk lo olenlhcrs tionr cvc'ry hrirnch
ot lhc govcrnrnent. Ancl nrany of thcse brrreaucrats
nrc inrprcssivc. l)incs tlcscribes thc olllciirls in
llci jing as "tcchnicrllv rvcll clualilie'd, sophisticated,
worldly-Lhirrrccs nrc thcl,rvill havc a languagc
skill, and llherc isl l vcry high clrnn.c thlt they
rr rll h.rr c .r lrr', '.rJ 

(r 'ntpr(llcnsi()n .rI lh( i\.ues in
lhr'ir industry irnd thc issLrcs in lhcir industry that
xre rclirlcd t() (ihi,tl."
a Access to talent

I)crhrps thc nro$t drlnrntic.hange in the busi
ncss environtrrcl1l. ]')nrticulnrl), in coirstill aities,
h;ts bccn thc cnrcrgcncc of a largc pool oi skilled
( lhincsc cnrpk* ecs .rnd cosrrrkcrs corrrparcd
rvith l0 r'cars a{o.'l-lrarc nra nt.lnr \r'ell educ.tted,
hilingual, or trilingunl (-lrin.sc, dnd nrxnY cipablc
ol rsruming nrlnagerinl |ositions. I)on St. Picrre,
r li)rnlcr nut() ('\e!utire rtho nos'o$'ns and opcr-
.rl(\.llr,'llr(r lc.r(liIlS \!r]c inrlr,rlint (,fcr.rli(rn in
(lhina, AS(. Iiinc \\'incs, rttributcs thc growth of
his busincss, in part, to his abilitr to '6nd and
kccp grxrti pcoplc.'

lhc tv|ical (ihinr'sc rn.rnrger in n stirlc-owncd
cntcrprisc uscd l() boist.lbout horv nranr-scts of
nr.tahiocrv, ho\!' nrnnt clilpl()1cc:,, and horr, much
l.rnd thcir tntcrprisc trxrk up. Ilut in (lhina toda)i
nrnn\'()l thr'se snmc rnnnilccrs tirlk rbout nct cilrn-
in$s, pricq 1; clrning,s rntios,.rnd h()w to reduc(,
cnrpl,,\'rrr(rrt .tnJ rrrrf r(\( olcr.rlirrg ctti.icnir.

lirr tirrcign [rusinessPcople, thc r'.rst supph,of
skillcrl (lhintse hrs rncan( that it is no longer
.nough li)r i youog, (nrrgeti. li)rcignc'r lurkingl
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Several of
these veterans

insist that

despite

China's

reputation

as an

impenetrable

market for

foreign

it is possible

lirr rvork in (ihina to sPcak thc lrreal langr.rapqc.

['roli'ssionll skills.rnd r [rusincss backgrouod lrc
tar nrolc inrporlant. lt has llso nrclnl:t vcrv clif'
tcrcIlr lili'li)r thc typic.rl cxp.rtriatc in (ihina.

l;rank llirwkc notcr lhJt in thc llrgc coastal citits
it is Ir,,*ihlr tr,lirc,rrr,l rlorl irr.t c,'i,',,n in
which (.hincsc hngrngc llut'ncf is unncccssarl.

a The new gudr,.ri
'lhis rror conrpctition antl prolissionalism in

lhc busincss cnvironrnrnt hirs a()ntril)ulc(l lo a

rleiline irr tlr(. irrrl','rt.rtic,,1 tclrtiottrhil.
(Sxrr,ti), in lhr vict\'of sortrt lcrt(rins-or, in thc
vicrv ol othcrs, a shili il the rn.Jning ol thc
(.hit](\c l(,nrt. ( lrxrk olrrertes. lrr th. l'.girlrlirlg
thc tirrcign conrPanv \rl)uld scck out sonrc otf
,,prirrg ol srrrrt hrgh oltrri.rl sh,' srrtrlJ lr,'rni\r lo
ti\ n \(rlJlrl (i..r1.... .\rtd I thrrrL th.rt rr,nt..qrr,rrt.rr i'
still .r usclirl lernr, hut I think its nrerning has

ch.rrrgcd tluitc signilicnntlr. I think it n()\r nrenns

being rvcll inlirrnrcd itntl hlving srrnrc p,:rsonll
ripPorl.'l hat is vcry'tlilii'rcnt liottr slving'can

l,ull slrin8s rvith |coplc in ollice. u'hich is r,h.rt it
uscd lo ntcan.'

Profits are possible
Severnl ol thcsc rrlrr.tns insist that dr.'spitc

(lhini's rcfut.rlir)n .rs nn inrpcnctrable nritrkr't lirr
tirrcign cornpanics, il is possiblc to rutt it prot-

itablc frLrsirrcss in (ihina. l\rwcrs sir,vs, "()nc ()l lhc
gra.rl rrryths is thill rx) ona nr.tkcs nrottey hcrc.
l\lany cornpalics ltrkr signiticant prolits, prrrtic-

r.rlarly thosc that lravc;r birlitncc ol cxports itncl

rLrnrcstic sales." (lirrl (lro()k nolcs th.tt (lcspile
()ccirlcnt.rl's,.lccisirrrr to pull out ol thc.oill pro

icet (alicr the pricc ol-coal pltttnnrelcd and thc
nrarkct lirr thc Prorltrct f.rilccl t() rnxtiiriili/c), lhe
(:hincse t(xrk it ovcr xnd run it profit.rblv toda1,.

l)on St. I)i(rrc rrrakcs l sintilal poiot :lh()ul
thc tleiiing lccp vcntulc, which hc ovcrsaw ls art

Al\1(:c\ccutilc in thc l9li0s atrcl rvhich wls
inrnrrrt.rlircd in linr Nlann's hrxrk of thc satnc

n.lnrc. I lc nolc\ lh.rl thc brxrk's ncgatiYc tone
obscures thr lr(l th.rt llciiing lecp tunie(i olrt lo
lrc :r v iatrlc oper.rtion.

l'll(n n).rr bc.ln,,thcr, rtr,,rc r.llitlr rrtotlr.ttidn
lirr drltrrpl.rving onc s prolit.rbilitv in (.hinir.

I.urcs Spc.rr, s'ho hcrds up thc Irgisticr.rocl con-
surrrcr sitlc ol ( lhintlcr',' opcration, obscr-vctl thrt
lirrcigncrs rvho tntercd ( lhina c.trlv ,rn havc an

irrr.nli\'c to flJ! ul" lh. op.r.it\ ()l thc st'\tcn1 .tr
.r rvrl lo tliscour.rgc thcir c,rnrpctitorr tronr lirl
krving thcnt. Spc.tr is Jd.lnr.rnl thrt it is possiblc

rnd ncccs..rrv trr rLrn .r busirtcss itt ( lhin.t blscd on
prolit and [rss rncl relurn ol yrlut to \h.trehrrHcrs.

Still China
lrr cvcrl striking eh.tngc thcsc lirrcigncrs

h.rrc obscr!cd, thcv..tn citc r'orncthing lhat
hasn't changcd.rbout tloitrg business in (.hin.t

Anr(rI]g thcrn:

a Real barriers exist
As l)incs puts it, "ln virtuirllv no sectol r.kr lirr

cign conrpanir's havt'totirlly unti'ttered lcccss k)
thc clonrcrti. tnrrket.'l'hcrc.rrc,r Iol Il \\t r.
rvhere vou have firr nrorc llcxibilitl'than you uscrl

h) hdvc, but there is no sector lvherc'lou havc

trnfettered access kr do rvhitt tou likc.'lhe nlture
ol the glmr' is c()ntrol." Powers ndrls,"lt is still not
nn open nrnrk!-t, cYcrr if thcrc is morc lrcc<lonr."

Rxvcrs points out thnt the government plnys a

rolc in the nrarket a5 both rcgrrlator:rnd corn-

l,etitor, \ hi.h ofien, though not alwavs. puts lirr-
.'ign conrpanies at ir disadvantlge. I Ic notcs th.lt
lirrr'ignr'rs righth' corlplain that thcrc lrc still
"too manv ndministratiT'e and proce'dural rcgrrla-
tions ainred at lbrcign lirrns that rvork in livor o[
tlonrcstic conrpanies."

l'hc relcrlnr agrce that ti'rcigo (r)n)t\.rni(\
that tnanufacturc li)r export, provide I'roli-ssion.tl
scrviccs, nnd operatr hotcls-.rnti to sonre dcg,rcc

those that develop prro!,ert,v-have Scncr.tllr- ha.1

nrort'success. Those involvcd in sectors in rr'hich
firreign investnrent is nrore reslrictcd, suclt its
porver gcncration or l>eer, hlve had a l()ugh linlc.
O Time has stood still in some regions and

industries
'l-he sectors and pnrts of lhc .ountry thitt hrvc

bcen c[.rsecl to foreign brrsiness htve not uchievcrl
thc level of protessionalisnr that lirrcigtn busincss-
cs cncl)Lurtcr on tlrt' coast. 'l he inherent altruisnr
of governrnent ofhcials declincs dranraticirlly thc
turthcr one moves tiom big cities irnd colstll
I'r',rr inic' t,,rr.trd the intet'i('r anrl lhrrn rilics
d(Nvn k) the township and county lcvcl.

Sc'veral iDvestors alsr) pointcd out thal therc
are still industrics in rvhich thc old stntc-orvncrl
entcrpriso mrntalitv is strong. One told of a plant
nr.:nrger rnho b,r.rrted th.rt hir firttrrry s,rtrtput
was sold in numerous provinces arouncl tltc
countr,v-even though basic markct rt-scarch

rvould hlvc k)ld him thdt there wns a market lirr
thd [rlitnt's entire oLltput just within thc tirctory's
honre provincc.

F.vcn in thcsL'airses, though, there are cxcep-
tions. l)ines makes clcirr that cr'cn in induslric's
likc coal, that have not opt'ned up as nruth as tril
and girs, it is possible to lind "lcadcrs and litg-
garcls" anrong (-hincsc enterprises.

a A generation gap persists
(ionrPanies also run up against stutrbornll'

snrall pr:rrls ,rf qrr.rliied fe('[rle li)r ((rt,tin sPc-

tr.rlizcd p,r'ition.. Althrrugh f,'rcign .()rrrf.rnic\ in
(lhina today can 6nd highll'quali6t'd Chinc'sc
.rhle t,, r'ork J\ nrJn,rgar\. lhere i\.rrl crl)(ncn(c
g p iri thc manrging clirss, especiirllv in industries
srrch as financc'. Carl \talter nolcs thitt thc pool
of l,.'ople rn ho havc had crpericncc in both conl-
nrcrciat and investnrent lrarrking rrvcrscas ancl in
China, and c:rn thcn reprcscnt all of a lirreign
companv's interests in (ihina, is cxlrc'nrcl,v snrall.
Intcrestingl),, this is truc of both thc (lhincsc .tttcl

lirrrign talert pools.
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llowcrs n()tcs thilt thcrc havc bccn scvcral
witves ol krcalization ovcr thc pasl l0 ,vcnrs. l!
y('ars irgo li)r.'i8n colrrP.t irs gcnardlly willllc(l irn

cxpatrinlc DrnrraScr in (lhina, but tr)d.rr th!',v wJnt
a locnl ChirrL'se nrnn.tger Such localization, shcn
undrrt kcn li)r (ost (ulling purposcs,'cnlt lcnd l()
tlifliculties, cspcci.rllf il thc Lrcal rnirn.rgr:rs h,r'c
n()t be('n ptr)p('rlv tr.tincrl to takc on highcr'lclt'l
assignnrcnts." Ilc atldr, "lhcrc is rDuch to bc
gairrcd fi(nrl a harmoniour blhncc ol loc.rl
(.hinc.t .rnJ ('\lrrlnrl. \t,r,l rritlrin ,rrr ,rper.rti,'rr"
k) nlect b()th intcrn.rl lntl L'xtl:rn.rl n(rcd\. " 1'hc
(louncil sccs citscs rrhcrc the rcal vnluc ()l'nrl
exp('ricnced ('xpilt is to kccp thc eonrparrv lirrnr
nriking hast)'or po()rly tlr(rught ()ut in\rstrDenl
decisiotrs." )i't hc acknorvlcclges that lhis is .r rolc
uhosc valuc is hard to qrranrilv.
O Doing your homework is still crucial

[)uc diligcncc is, has bccn..rncl rlrvlrs rvill [rc

indispenslblc lirr .tnr' ( lhinr busincss assrssnrcnt.
Finding orrt uhethcr, lirr crlnrIlc,.l p()tcnlill
t hinr'.r hu.irc.' l'.rrlrrcr h,rs.lnv (,,tr]l(ti g
intL're.ls i:\ (trrlv (tnc (rl thc r]lrrrr c\.rllr.rti0rr\.1
li,r(ign 6nrl rrrLr.t rrr.rkc hcli,rc irrlcrting irr.rrrr

Projccl.
As has alrvays lrecn thc cis('io (]hirrn, it is dil

hcult antl tinre-consunrinrt kr litr(i thc ncce\silrv
inlirrnration ibout potcntiil p.rrtrrers. lhis t.rct

hls uradc corrducting thorough due tliligence in
(lhinn cxtrcrncly chiillcnging. l)incs says a busi-
ncsspcrslrn todav will"still lind situations whcre
your ability to nrnkc progrcss or gcl infirrmation
is as limitcd as it was:0 years ago."

l\)lvcrs nol.'s thilt nrirnr fuilura slorics can be
traccrl back kr an inadequate clue cliligtnce pro-
ccss $'ith rcgard lo stritl:gic fl.rnnintt, piirlner
selcalion. and rn rkrn reselrch.

llirvkr: cchocs this opinion. lt is essential for a

(onlP.rnr tr'rlll) lhc rrrrnrlrt'rr" l,rr t'hirra pro-

iccts the sanrc wn) it $,ould fol .r']\'other rrrarket.
'lhe ultiorrtc tlccision nrxv tirke inlo ac.ount the
ll.t that (lhina nril) be r g(x)d invcstment for
\tritc8ia rcisons. []ul lhcrc is no c\cusc fbr not
cvaluatin!l potcntial proic(ts n.cording k, stan-
drrti critcria.

I)cspitc thrcc clccacts ol rlranratic chlnge,
thcsc !rlcrirr inrcstors koo$ th:rt drilv lili in
(ihinr still requirc\ resour,:cfirlr)css nnd creative
problcnr-solving abilitv. l his challcnging climate
Iirst hrought thcrl) to (.hinx, kecps thcm thcrL,

no\\, rrr(l aonlin(,cs l() nllr,lct ()thers.

l\rt St. I)icrrc sunrs u1r wlrat nrav bc the
ultinlalc conslnnt irbout tlrr' (,hina ma[ket.
" I lrcr. i. .r lirrt rtrr irrve'tor lrrrnr crcrr rrirrrrtc
lhnl hirsn'l rhilngc(|." i

To all at lhe US-China Business Coancil
we congratulate you on your 3o-year anniversary,
and tor serving as our in-depth communicative business link.

Applica Incorporated is a premier marketer and a

diversified manufacturer of consumer appliances.

Our manufacturing operations in China play a key

role in our overall supply-chain efforts by supporting

timely production of new and existing products.

5S8O MIAMI LAKES DRIVE, MIAI.II LAXES. FL 33014
www.applicaconsumerproductsinc.com

a"
lncorporated
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nv,estment Pioneer +
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Cath e rin e Gelb

I dmund J. Tarala, chief engineer of Shangha i-Foxboro
E Co. Ltd.. didn't think he rnzould return to China after
l- n,. first tour of duty, helping to establish the very first
US-Chinese high-technology joint venture in 1983, uras

over. But he uras convinced to come back-and still sho\ /s
up for work each day at the southern Shanghai plant, eight
years later. A conversation with Tarala reveals the progress

the pioneering joint venture has made over its 2O-year

history, and reveals just hour much the business
environment has changed, not just for this particular

company, but for foreign-invested enterprises (FlEs) along
China's coast in general.

Shanghai Foxboro Co., Ltd. (SFCL) is a joint venture
betu/een The Foxboro Co- (purchased in the mid-199Os by

Britain's lnvensys) and Shanghai lnstrumentation and
Electronics Holding (Group) Co. (SIEC), a state-o\A/ned

Cstherine Gelb
is editor of fhe CBR
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The tirst US-Chinese high-technology
ioint venture is alive and well
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China under New Leadership:
The New Dynamics of Trade and Development

in cooperation with UNCTAD and the WTO

BEIJING, CHINA 14-15 APBIL

y'rrrna 
Eusrness summir zoo:

China is currently in the midst of a seminal transition that changes the top leadership, central ministries, and
provincial and municipal governments. l\4any say that the new leadership will not alter China's overall policy
direction, Howevet for sure, the new loadership is already putting its own imprint on the shape ol China's
emergence as one of the world's largest trading, manufacturing and consuming forces.

The China Business Summit 21x)3, to be held 14-15 April in Beiiing, will be the first meetrng of international and
local businesses following the National Peoples Congress. We invite you to ioin us as we explore the future of
Chinas economy:

. What is the impact of China's new generation of leaders on the countrys economy? What does this mean for the
business community?

. What are the new trading and investment forces shaping the economy?

. What new dynamics are driving China's growth? How is the business environment changing?

The China Business Summit, in its 22nd year, is the premier point of dialogue and exchange between leaders lrom
business, government and international organizations involved and interested in China's growth. As one of 600
participants in the two-day Summit, you would have access to a First-hand, comprehensive view of China's
development in a unique, peer-based networking onvironment.

Contacl lnformation
For more information and a preliminary list
of confirmed discussion leaders,
please contact lMs Beatrice Laenzlinger
E-mail: chinasummit@weforum.org
Tel.. +41 10)22 869 1242
Fax. +41 10)22 7AO 2744
Wetlsite: www.weforum.org

The World Economic Forum is an international organization committed to improving the state of the world. The
Forum provides a collaborative framework for the world's leaders to address global issues, engaging particularly its
corporate members in global citizenship.
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Photographs counesy ol Shanghai Foxboro Co. Ltd

eongl()nrcrntc ol nrorc thxn I()l) (rttcrpriscs.'lhc

ioint vcnturc nlinul.laturcs, \clls. cngirrccrs, Jn(l
proYir.ler tcehnical serviacs li)r pro(css (onlr()l
instru,ucnts iind ad\tnccd (li\trihu(e(l .o11lr()l

s)'stcll]s li)r portcr pl.rnts ilnd othcr utilitic\, itnd

larg(, nr.rnufi.turing l.rcilitics in industricr liotn
stct'l to lixxl proc.ssiog. Ol thc llto.l.ti{e nuclc-
ar lx)rvcr stirtion5 ilroLrnd lhc worlcl,-lrr.tl.t csli'
mrtr's thirt Sl:Ol. h.rs sLrpplicd rei.tor \hul d(rl!n
controls li)r I l{) ol thenr.

'I hc grlant consists of ninc buildings, 10,(x)0

srluarc r:rctcrs, antl :\e!an worksh()fs thrl nr.lnu-
tirctrrrc printed circuil lnard rsscmblics. tesl
(()nll){)ncnt qualitt',.tntl Jsserrrhlc iinnl stslcnrs,

Jrnong othcr lilsks. li:rch s1'stcnr is dcsignccl to
custorners'spceilie.rli()ll5, nl J a()sl ()l- Jnvwhtrc
liorD S-10(,,(x)0 k) S,l rlrillion. A()und r0 pcrcctrl

oI Sl:Ol.'s s1'stcnrs arc rrtltlc li,r the bcal rnarkct;

thc rcst irc cxporled.'l hc statj ol -11t0 irt.ludc5
l.l0 on th!'nrnnuln.lurir)E si(lc. ()l thcsc. ll5 nrc
anBioccrs. lhc rcst nrc corporatc sLrli, rcsPonsihlc
lirr srlcs and nrarkcting, itnd linlncc.'lhc vcnlurc,
rr'lrich cnrlrlovs onlY lwo crpnlrinlcs, (\'cn hils ils
ou'n phologrlphcr and eonrpletc dining, l.rcilitics.

Once in the top ten
-not anYrtor€)

Iio\l)()r(is lolil in\rstrucnl in l9ltl !!ir\:i'5.51
nrillion, shich F.rve il n-19 fcr.cnl sllle irr lhc
r.|lll||(,ln(l rtt.rrlc it,,rrL ,'l Ilr( 1,'l) ll) li,rciSrr
invcslnr.nls in (ihirr,r. lhe crrttrlr.rnv ini,:clcrl
additiorrul cilsh irlo lltc vcnturc in lL)95 l0 lirkc
.r nraioritv positi<rn (51.5 p(rccnt)though lirala
says that lt.r,ing nraioritv rllner-ship hasn'l
ch.rngctl rlirill'oPcrirtir)n\ rl lhc pl.tnl. lhr ioinl
v('ntrrrcs l()tnl crsh irlycslnrent h,rs lrccn:ll7.lrr
nrillion ovcr )0 yeals this cxelrrrlcs thc vitluc ol'
lhc proccss- .ind rnirntrl;(lurirlg corrlrrrl tcth-
nrrhg,v the'r,hirvc tlanstcllccl tlrrring this periotl.

Nrvelthclcss, lhc ioirl vcoturc is.r srnrll fllr
aonrpirra(i to lha l.lrgc invcsln)cnls sinec rnadc in
( lhina bv (icncrll lvlotors ( i)r[., ]\lotoroh Inc.,
ancl olhcr's.

The value of
technology-and training

li.rrr'lil ol t..lrn,'l,r{r' lr.t. lrcert (r,rllirru,,rr\.
It.rrk rrlt.'rt \tc \l.rrt((1, th( ((\hrri'l,,Fv !,r u\a

t,xl.rv LliLln't crist,' larrlir savs. " Ihough rvc h.rcl

hxvcr lcvcl' lol tcchr,rlogt l. tlrat tcclrnokrgl was

5tntc ()l'lha.lrl nl lll.rl tirnc. \\t a{)rrlinurll\
transli.r ncw taalln()l()gl t() rnccl rnnrkel nccd\
hcrc ir (.lrin.r." Ihc rapiclitv ol ehrngc in the
induslrv tlrc.rns lhrt tcahn()l()gv baaon]('\ ol)r'()

lctc hclirlc it can bc c,,piccl, ht lrscrls. lhis is

thc principal lcason whl lhc crrnrp.tnt lr.ts lucl
no pnrblenrs r. ith intcllccttr.rl prolcriv riuhl\
irrl;inScnrant, (lr:,pitc rarlv eo rteerrtr.

()ne r(,nsr)n lhc tr.lnslar ol tc(lrnol(U,t' h.r\

trrrrc so rrrrrrrtlrlr'. I.rr.rl,r r.rrr, i. t,rnst.rrtt tr.rirt
ing. "t:-nr.ril onlr g,rc\ \o l'irr." hr nolcs. l hc ioirll
rcnlur( hrs scnl ;00 allst()rncr\ Jnd sl.rll t(r I I

.,,tr lr i,,r ,, t r.ti ing l,rr,gr.lllt\ r,lnsllll lr oll
trrt wccks to \i\ olrnlh\. lhc.ttrilitics ol thc
(nSinr:(r\.ll thc pl.rnt h.rvc also cxlr.rndcd.
li'ehnic.rl skills havc inrprotcd.;rnrl nranl ol thc
\t.rli Jrc bili|lgu.]l rrr cvtn lriling,ual.

Sourcing in China
I hc ioint r cntrrrc purahn\cs corupulcr\ in(l

nrnnr ()lhcr pilrt\ th.rt run its s1'stcnrs rvithin thc
r\siLr lhcilic rc!,ion; nlinv nrc \ourecr.l in (.hirra.
'I hc ioint vcntrrrc, likc nrost in (.hina bclirrc thc
countrr"s \\hrltl'l radc orgnrrilntion ( \\I l1))
rnlrr', hnd no.hoi.c lrrrt to tirttl rourccs lirr its
cornpr)ncnt5 lrolrr r!ithin (ihina. Irrrlla sals th.tt
thi\ wnr\ lol such a lxd lhinS. 'ln (.hinr. l'(llis
lprintcri r;ircuit l)oJrd:'l Jre -1{) to 51) pcvcg1l1

chcnpcr lo l)u\',l)ul il lrrok us scvco rcilrs t() 8ct
supplicrs qrr.rlilicti ort our sourcing list." llc sl-vr,

Ihough, Illrt oncc rou cxpl.rin l() n (:hinesc sul'r-

plicr $'hat )1)u \{rnl, vou nrx)'hJv( to rvork rr'ith
thc lirnr lirr a rvlrilr'but rrru rvill gct tlrc conrpo-
rrcnl you nccd, n,r(l it will be rrfgorrl qu.rlitv.

'lhc pxrclrt ionrprnv h.rs llll'tinrc PurehasinE,
stili in Nclv \i,rk, ltoston, arrrl Shirnghai brrt thc

i(iint \,.nlurc slill has sonrc trouhle lintling ccr
tirin .omponcnl supplicrs able to dclivcr rvilhin
rcasorrablc pcriocls oi Iirttc. Otrc clcctrrnic clcvice

har a.l0-wcck lcirri tinr(, whi.h nrcnns thc !on)-
pnnv nrusl kc(| ,rrr invcnk)rv r)l-lhis nnd othcr
criticrl parts, which tirs up \r'orking, cxpitxl.

Keeping up \ /ith competition
SLrelt ertrtecrtrs its ctees\ irrvcnl()rv hJyr

lre,.rrrrc rrru.lt nrr)rr irrrl)()rlirrrl r)\(r lhc ycnr\, n\
rrr,rrkct clcrrr.rncls hirvc {.lrorlrt nrorc rrrlhisticll-
crl. " l'll( I crrstrrrtrctr .rrc !rr'\ (lcrr)rlndinr,l

N/larch-April 2OO3 fHE CHINA EUSINESS BEvIEW

ri

t

+
I
l-

(t, It
@+.:
It'-^I-r

72



-a

I
ItI I

dentlncling nrrrrc tlTan in tlrc past. l lrc), want a

l(!l li,r lhcif nl,,n(\'. Irl:. ',1'.rl't(r \rlc\ s(r!'i((.
slirrtu| .rssislnnac..

'lhis tnirrrrls tlrc chirnEes ir) lhc (lhitrn nlarket
.rr.t sholc.s.rrr I.rr.rlir. ttlrri,'tr.lv thc'itu.rtion
irt ( lhin.r h.rs changcd drirnratic.rlll in llrc l0 !'r'irs
\rc hrlc l)ccn hcre'." He crplainr, 'ln thc bcgin
ning, lve rc.rll\'didn't harc to do anv salcs and
nrnrkclinF,. (:usk)nrers would linr !rI olrtsidc our
drxrr wanling lo btrv oLlr prr)(ir.rcl:!, wc didn't hitvc
to tlrink kx) rlUch nbout h()w to srll in ( lhina or
r1)irkat jn (lhini. ()vcr thc lnst l{) veilrs, ()ur (ol]t-
pclitir)n hns nrovcd irr, tl'tc (ihinese cqrrivaL'nt of
u hrt rrc dr: hcrc has inproled sul'rsl.rDti.tllr, so

not orrll cir rlc n()r!.onrfcl. rtirh othcr lirrcigrr
(,rrtrl'.trricr lrrrt,rls,r s ith ( lhinc.c r,rrrrl.rrrr..r
bccar.rsc tht'r lbsortr technologl, rlricklr'."

(i)ntpctir)g.lgainst the' likcs of l{orerrront,
I Ioncyrtll, ;\lll], and Sienrrns A(i, rrol to t'ncn-
Lion cnrclging (ihincsc firnls, has n)cnnl prrs-
sr.r'c l() cut costs. 

_fhe 
venlurc lras irciolrtccl the

Six Signra "lcan nr nullcturing" progrirnr, rvhich
has rcsultcd in rrrrrrc t'f6cicncv rrrrl rhrrrtcr
)ro(lual cvclc tinra d siLnilicant cost rcdur

l,, , 'l,t,rin l\t ) vt )r rl r irt tt tl(,ltt,, ,,t I, ||t.ur.rr
nrcor l)r()cas\cs.

'lhc.rl)ilit\ lo hirc irncl kccp highlv eonrpe-
t(rrt \l.rll (.rr lrc ir rr.ial t,, rl.rirl.rininll r(,r)rfeti
tivcncss.'ln[rln.stin]atcs thnl liwer thlrl I0
stnll(r' h.r\'( l.li thc vcnturc in thc p.rst t'ight
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Chiel engineer and director of Technology Edmund J. Tarala.

yerrs.'l hc (ihillesc rnanagcrs rt lhc vcnlltrc
Ir)day nra youngcr, better educxt!'(1, itlr(l nl()rc
llcxiblc than cvcr before. NlanaBer\ rlcirsurc
rcsults lnrl nrakc reports usinq lhe sanra bcnrh-
nrarks as lhost'uscd in thc LIS hcldquartcrs.

lilrih:'rvs thit thc fa.l thnt Sl:(ll. h.rs hacl

risiog salcr (lntl proportion.rllv lising profits)
sin.c il5 lirsl vcar ofopcrations, ercept li)r l99l
95 rluring (.hina's recession, hirs hird .r lot to do
rvitlt thc plant's in .ountry manuln(turing-and
s,:rvicc-c.rp.rbilitics. (lhir)csc custon)crs likc thc
l.rcl lhill lhc vcnturc rnakcs its s,vstcnrs in (ihina,
no cloulrt in pJrt be.Juse this cnirblcs lhc conrpa-
n) tr) disP.tt.h rcpair tcanrs anvrvhcrc in (-hina
rvithitr 1.1 hrurs.-l-hcre is itlso an u|sirlc to lhc
vcnlurc's larSc str:re t)f slrara lnrl\. ()thcr com'
pctitor\ nr.lv n()t hilve pnrts on hlod, or nrly
onl)'trc asscrnbling in China, nrcaning th.rt rcPair
axpcrlisc hds to be llown ir't fr'onr tlsrwhcrc.

New complexities
'lhc joint rrnturc todll' must pcllirrnr to thc

snnrc \lnrrd.lr(l\ rs its c()untcrprIlr.ll()und thc
ror'Ll.-lhcrc arc no longcr spcci.rl e\rcplion\ li)r
lhr' l.l(t th.rl lhc pla111 [1ppgn. ro l)c in (:hinn-

Sf(l[. nrrrst aehiclc s.rles and rn.rrkct shirrc golls
its wcll irs golls lirr cost control, invcnllrrv lrrrns,
rlclect 1,,'vr:ls,.rnd austomer sir t islirat i{)r r.

Il is l(x) s{x)n lo lcll what cl}i.cts ( lhin.is W'l'O
cntr'v r. ill hitvc on the venturc's xl)ililr lo rDeat

frlE CHINA SUS,YfSS frEVIEW Nllarc|:'-April 2OO3
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thcsc gr r.rls. 
-l.rr.tl.t r.tr\ lhnl n\ ()i lrlc l0(ll, \\' l()

h.rrlrit atfectcel thc pl.rl]t'' dlilI opcrations nru,.h,

cx.cpt pcrhlrps in \lcrdirr!, up (iustoms elcilr-
.rncc of inrportccl nrirtcriill, Jrl(1 in tte'w rttlcs on
i lr.t.l l.lllt'r llr,ri..tr irr rrlri.lr lh. vcntrrre it
rrrr,rlrctl. Hc ir .rlre,r,lv r.. rrrt.,'rrrc ihlttgc. irr

(hc {{,\crnnlcrrl \ rLtlc. orr sl.rodar,ls, and aotici'

frl(: thJt thcs..h.rrr{cs $ ill h.Nc.l notice'.tblc

irrrl)J.1. '\llt tiIlrc r,!lr u(l q'rrl,lhirrS rr.\''irr
(lhind, il trnds to trc clillicult urrtil ptople uP.tncl
tLx. n tlrc laticlcr l,:lln r''hal thcl' can do, rvhitt

lllrl\ .nn t do, xnd hotr llcriblc thcv can bt'."
'lrrlala's ioh hirs growr rttrrr,: cotnplicaletl.

l\laking thc right riccision is hlrclcr bccausc

llrcrc nrc nlorc oplir)ns to lltrxrsc liont. Also. his
job irr chicf cnginccr uscr.l to bc 20 perceut nran-

irging anrl lto plrr.c11l t(.r.hing in thc cdrlv l9lt0:'.
Ih.rt r,rtio is norr rcrcrscrl. \os," llrirla s.rvs ol
hir crrgirrccrs, 'l hcv h.rvc lcarn,:d srr nl.tnv Irrrrt'
.lqcnrclrl aoncL'pls lronr crp,\urc .ttrroad .tnd
iir)rn nraongcrncnt in thc e,rrttluttr', thev chal
L'nge rnrn,v things-rhieh is grxxl."

I

I
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Shanghar Foxboro Co. Ltd. engineers at work.

\

Reminders of the past
'l.rr.rla is still a lirlciStrcr trrrking in .rn rtrgit-

ni,,.rti()n mJde ul, l.rr!,elr ol (.hinese. His slnll is

licr rvith thc grrxl lc\\'\ hut n()l .rlsars inclinccl
to tcll hinr .tl)(,ut \cll)n.k\.  :' r rcsult, hc h.ls

lirund thlt nr.rnagerncrtl lrt rrllking arounel" is
.till tlrc l,est l((lrri(lrr( l,r lrr(l oul \\hrl i'.r(lu-
,rllv 5r,irrg rtrr rrr thc pl.rrrt .rr ,r ,l.rilr lr,t.rs.

lhc pl.rnt is.rls,,.,,l rorrlrc, still ir i,rint vctt

turc, thouglr nrlnr'othtr lirrcigrr invcsttrrs hlvc

bought out their (lhincsc p.lrtnr'r\ rnd takcn ()I1

thc olte'n more prolilnblc li)rm of a wholl,y lbr-
cign orvncd citerprisc. lhc (ihinesc partn.r ol
SIi(11., SIUC, is happy lo hnnll oo to its share

hccaust it is so prolitirblc. lhc relationship
[)ctwccn the partnr'rs is ncvcrlllclcss a good onc,
'lirrah says, ant.l thc (ihin.'sc p.rrtnc'r has Lrecn

hclplirl in the ioint \'ultrrrr'\ dcllings with thc
loc.rl govcrnmt-nt.

'l'hc govcrnrrrtol. in l.rct.:till has the potcr
to.rlicct tlaill'r4reratirrns. lirr crrmple, rvht'n thc
Sharghai power burcau rltciclccl lo undcrtakc
routinc oraintennnc('at lhc plnnt onc diy i11 lalc
Octobcr. thc,v wcrc able lo rhol olT the plant's
.lrctri.ity-even cluring thc oridcllc of tlre rvcr'k.

A long rnray since 1983
'Ihc vcnturc rrill likclv scc tirthcr g,rorvth in

rh. r1.\1 Ii\'. \'cirs, thouglr.rchicving its 2lrruth
g,r,rls r'ill bc'a challcr)g!. lnrnLr rrtli(ip.ttcs
irrtrcasirrS f rir.e p[c..rrIc.rrtrl .,rtttfctition itt it.
cxisting rnarkets. lhLrs, lhc joinl ventLrrc is work-
irrg to hrc.rk inlo transportirtirrrr urrd olhc'r nr'u,

llr.r rk(l \ctr rl( nl\ irr rr ltiih .,,rtre ,,l its .,rrrrl'r'ti_
l,rr'.,rc s'cll tst,rlrlirlrlrl .rrrri i. l,n'krng n,'l i(r\( irr

r'hin.r hrrt el.ctrhrrc irt \si.r Ii,r'rrcrr l,roic.ts.
l.rr.rl.r savs he has tolcl his stall lhill the.on)pilnv
nlu\l l)c lc.rn" ilr)d a:rrrtiorrs"in thc lirturr and

..t ()l lakc nnylhint li)r llr.lntcd -ln the rcnlLrrc
r' ill lind itsclf out of brrsincss. I lc's ccrt.rinll' not
thc onlv nrirnrgtl in (,hin.r tcllirrg this trr his stlli.
ll s irs grxrd ln exanrPlc as arry ol how hr lhe
(lhin.r nurket hns c()nrc sin.e l9l{-1. ';
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as the

I currency peg to the US dollar
fficially called, was set up in

1984 to guarantee currency stability in

the run-up to the handover of Hong
Kong to China in 1997. No one doubts
the fundamentals behind the peg in the
short term: Foreign exchange reserves

are ample. government debt is small,

and Hong Kong is a net extern a I

creditor (see p.78). But there are
signs that the government is losing
faith in the currency peg, and it may

be considering delinking the

t I

Chi [o .

former chiel economist at Standard Charter8d Eank and research director at HSBC,

is an independent economic strategist based in Hong Kong.
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COMM ENTARY

.T A prolonged period of global

deflation may Gause Hong Kong to
h abandon its currency pe€,

Chi Lo
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crrrrcncics in thc nrctliunr terrll l() c\anPc lhe r:f'
li'cts rrl r.'h.tt is bccomilrg a \lidcsPrcld c\pcctn
tion ol prokrngetl detlation in lhc wolld eeonrrnrl'.

'Ihc sing,lc nn)st inrportiint titetor th,rl ntrtkcs I
strong supporlcr ol-the Hnng Kotrg clollitr pcg, in-
clutling nryscll, rcthink its viirbilitv is tlrc thrult oI
('ntr.n.hc(l global cleflrtion. 'lhc Aclrillcs hcel of
thc pcg is th. llong krng govcrnnlcnl's \tors.n-
ing tistrl p,rsition, r'hich is tied to unlirltling tlc
lhtion.rrr lirrccs. ()ruciallr, thc rceent rirc in llong
Korrgs liscrl ddlcit rctlects thc golcrnrrlcnt's ltn'
rvillingnc* irr sulli'r nrore ccononric irtlittslnrcnl

firins lhnn il rlrc.ttl,r hls undcr thc pcg.

Why deflation
makes the peg a burden

Silee'thc slure of lantl prcoriums itnd stanrp

dlrlic\ J..ount tirr a big chunk oi lotll hrc.rl r$'-
r,nucs in Ilour Kong, the collal'se ol ilrc l,ropertv
nlirkcl \in.e thc 1997 A\inn crisis has signiii-
c nll\ \l(,\\'c(l govcrnntenl r('\cnuc ir)llo\rs. ln
lh( (rrrrcrrl ilirrt.ttc,'l J,rll.rtir,tr. tltc J.rrs,'l- r.llrr'

P,lrl []roPcrlv pricc €(rowth xrc Lrnlik('ly lo rcturn
soon.'l hc shrinking of rcvcnucs lirrm thc locll
propcrtv n1'rfkel sut8ests that I long Kortg's [rutl
get clclicit hrrs b.conrc structurnl rtn<lcr thc peg.

I hc r i.ilg li'.,r1 .itti. il .rntl t,rtr.cqrrcrtt . r, '.ion
ol liscrl rcscrvcs ar.'unclernrining thc tirttnclatiorr
of thc I krng Kong dollar pcg. l his is bc.rlr\e lh.
tiscrl rcrcrvcs lirrnr a nraior pirrl-Jlntrxl'10 Per-
.cnl ns ol littL' 1001 ()f thc l:xchlngc l]rrnd th.tt

unc :rpins thc pcg. If the annual lrse.tl tlclicit rc
uuins nt irr()und IIK$70 I>illion ($ll.9ll billitrn), rs
thc cun-cnt trcnd inrlicates, Horrg Kr:ng's liscll rc-
scrvcs rvill hc rlcplctct! ilt lour ye.trs. lltrt invcst{)r

crrnlitlcnct rvill crurnblc bctirre thc liscal rcservt's

ru11 out, ..r(,sinll nlrs\ivr'cnPit.ll oultl()\!s th.ll $ ill
prr'ssrrr.lh. pcg,.

Ihc vicrr tlut l conrPlcte'clr'l,lctirrrr ol thc 6s-
cal rtscrvcs. rrhich rvill still lc.le llKS570 billion
(J,7-1.1I billion) in the Fixchanglc I:uod, rvill not
n((r'\\,rnlr'(rrr\h lh( P(8I\ tlr)\lj. \\'ll(ll il L,)lllc\
t,, tlclcrrJirr$ thc H,'nB Kong, J,)ll,rr l\(r.r. il i\ rr,ll
rvhat thc ong Kong Nlorclnry Auth()rily
(llKi\l4)c\pc.ls lo con)nrit in clsc ol a crisis
tlrrt nrxttcr-\. llatlrer, it is rvhrt thc llKNlA r'vco-

tuallv rrrrulti hlvc conrnrittcd-r.lcllttctl as thc
itnr()Utrt tll.ll dcPositors rvottld tr'ilhrlr.trr' fronl
tlrc hanking \r'stellr in casc rrl .t Io:'s ol conll'
dcn(c-thnt nrxllc15.

'l hc l:rchirngc frrnd (cxclurling l-iscal rc-
ser\,cs) il 'r()llnl\ t() l.t0 pcraenl rrl llon8 konS's

oronalnr) l)xsc. rvhich incluclcs nr)lcs .lnd c()ins
in eircrrl.rlion, banks'aggregatc balancc rvith tlrc
IlKNlA, .rnrl l-.xchangc !-rrnrl sccLrlitie's. llttt thc
survivrl ol'thc pqg i11 l crisis oI conlidcnce
rv,rtrl,.l inrrrlvr thc rvhole Hong Kong dolllr dc'

porit h,rsr- \t't, thc I-.xchangc Funrl cor',.'rs rrnll'.10

|rr((nr of'.rll Il()ng Kong dollar drposits. So if
clcrv hrrld,, r ol- I lrng Kong rlrrll.rrs \\'crc k) (on-
vcrl thcir (icpo\its into LiS doll.trs or olhcr hxrd

curr.nai(:\, therc rvould not bc cn()trg,h li)r(i8rl
rcscrve\ to rrcrl d.nland; thc Ikrng Krrng doll.rr
peg would [rrcak. l.oe.rl Public conli.lcni.'is in

dccd fr.rgilc-thc grr)wth of Htrng Krrng ckrlllr
deposits lras lirllcn ste'.rdily since thc Asian crisis

and hns bcen netiltive \ince Januar,v 200J. As I
rcsLrlt, [rlling Iiscitl rcscrvcs t'ill croclc ptrblic
contitlcnec .tnd thc nrargin of sati'tv provitlccl hv

The rising fiscal deficit and consequent erosion

of fiscal reserues aIe undermining the foundation

ofthe Hong Kong dollar peg.

tlrc [.xch.rngc l]unti .rntl intPeclc thc rttlhorities
abilitl' to dc.rl r''ith contingt'niir's ellectivclr.

ll'lhe t,rrcrttrttctrt rr:\(tIt\ to l)(,rr,r\\lllt l,r
plug thc tlclicit hol., lhr rite in puhlic Llcht rvill

onlv c\cr1 nr()rc \lr!\s {)rl the l-xchnnga Iilnd Jnd

crodc pttblic coltidtrtce tirrthcr. fhc lirnr'i rlill
eilher ncl n:, a rlirccl lcndcr or i! Stli!rirr)tor f()r
lr,'pr,,r'ilrg. li,,tlr .r.t. r'ill r(quir... il lt' .rtlnlllil
more rcsolrr.irs to lirnd thc'6scal dcll,:it, thtrs rc-

ducing its.rbilitv to Prot.ct lhc Pc8.

Forcing a choice
l he conrbinltion of deflation .rnrl llong

Kong'r strueluritl Iiscal dcticit arc lirrcing lhc gov'
ernrncnt l() ch(x)sc bct!ve!'o lowerintl thc c)ilcrnxl
price ol' nrooc\' (on-fcgging the Hong Kong tlol-
l.rrr rrrr,i k,rtcrirrg.rrt(l Iri(es l(hr,'rli.'.t\\cl lri((.
dellation). lle-scttirl$ thc Pcg is Ilot.ln oPtit)o [)c

c.lrrsc rc-settirrS lhc pcS,,rtrce wotrld (rentc axPc(_

t.rti,rn5 lhrl lhc 8,,r(rllrll(nl rv,ruld rt _'ct rt .tlt.lilr.
Thc currcncl'link svstt'tn rvould Lrsc crt'clibilitv
and spccLrl.ttitc .tttncks on the peg rvoLrltl lirl[xr',
leirding to its cvcrttu.tl coll.rpsc.

-lhc 
surr ir'.tl ol the peg Ihus clcPcnds on thc

political will t() tolernl. lhc c.on()nri( ndirtsl-
|ncnl l)Jin\ lll.lt irrc nacessar-v un(lcr th('cur-
rtnc,v prg. l-his nrclns thc 8()vcrnnl!'lrt cilllnot
irrtcrvcne in thc ccrrnonry c'vert nt tin]cs ol cco_

llorllic str.ss. 'lhc pcrsistcnt risc in Hong Krrog,'s

puhlit spcncling to I)o()st Erowth is thc nlost no-

tablc sign ol rcc('nl intcrlirtnce. Sincc 1997, lls

cal spcnLling hls riscn liom lT Pcrccnt ()l (;l)l)
k) l.l pe'r(cnl-r)nc ol thc highest r.ltio\ ol-n(ro-
Jrlirls( l\ul)liL'ltrr(lrlltl l,! (,1)l' in r\\rr.

l.irgc lls(rl spcncling Ixrks lik('lv lo strr,.rr'
govcnrrenl prrlicv has shitie,l fionr l.tisscz'titirc
l(, hJn(l\ (,ll. lr('rtr ll]lj ((rrr(rr.! lcE f(15P(rlitc.
howcvcr', lrrty rnnrkcl-supporting tneasutcs clis-

t()rt the PC$'s ir.liustnrent rnechattistrt.'lir kecp

th. t.rritor)- c()r)lpctitivc when olhcr Asiilll ctlr
rencics dcfr(cinl., Hong Kong [rricts nccrl trr I:tll
undcr thc !urrcnav pc8. Ilut the SovalllIllcnt's
supP()rtivc nransrrrcs .tre Preventinq tht llcats_

slrv clecline in the citrrs d()neslic Priat\, thu5
distortirrg, thc 1,cg s l.ljustment nr..h.lnisnl.
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'I he\a \trpportite Incrsurc\ nl\() rh()r{ th t thc
ruthoritics.rre hitting thcir tolcrlnce limit lirr
ccononli( pain causctl by thc pcg lnrl, hence,
rrray [ru rnulling a polic,v shili. All this is best
surnnrnrizcd by Antony l.cu g's nnti peg con)-
rrr(r)t\ \irr(e h< t,',,[,,r,r .rs lirr.rrrri.tl :\((r(.lirrv i

l.tc 2(XXl in esscncr', he lrls srid that the pt'g is
nlt o[)sl.lala to llorrg Kong's rlr:t,cloprnent.

No constitutional backing
lrrr.lccri, it rloulrl be c.rsr lirl Ilonq Kon{ trr

sc\.r lh. pcg b.(.rusc th. llong Konr doll.rr peg
tlrcs rol hirvc robust lrrrrlilrrlion.rl brcking.,\r
titlc lll trf the ltirsi. l.tl onlv qrrar.rntees lhc

llrrng Kong dolllr ls thc' lcg.rl tcnticr io thc
Ilrns Konu Special Aclnrinislrativc llcgion and
cnsurcs lhnt the issuancc ol l Lrng Kong rlollirrs is

lirlly hackcd by a reserve fi|1r|. lt doc\ nr)l tiuir-
.lnl((' Ih( ll,,nt- l..rrrg rl,rll,rr l,(B.ut(i il, .,'Ilvcrl
il)ilily rrrl. o,-HK$7.U0 per LIS rlrrllar. ()n the
othcr h.rncl, thc Argcntinc pcso pcg unrnveled
runr['r scvcrc ccononlic strcss, cvcll though it u'as

en:lrrinerl in th. constitution rnrl appror.rl tronr
1,,'tl: lt,,u..r ()l (.onEr(\\ rr'.t. nt,ctlt..i to \(rJf il.

'I hc lltc ol'.r currcncr rcginrc'ir rtrorc.t lioliti
cIl choicc thilo nn econonli( onc, iln<l thc advcnt
ol .r nc\\'erit oi prrolongctl krrv inllltirrn, rvith pt'
lioLlic LlcflLrtioo, hirs cnst doul)t on thr'(lcsirdl)il-
ity ol thc llong Kong doll.rr pcg. Ilrc govern

Hong Kono has had a fixed exchange rale
system since l983, whsn the value of tho
Hong Kong dollar was fixsd at HKl7.80 per LJS

dollar in response to currancy instsbility and
general uncertainty about Hong Korg's future
in th6 years belore its return to China. lJnder
this syst8m, all notes and coins in circulation
816 backed by US dollars. The three banks

that issue notes in Hong Ko0g-Hong Kong

and Shanghai Banking Corp. Ltd., Standsrd
Chartered 8ank, and Eank of China-must, for
osch 7.8 Hong Konq dollars they issue, deposit
a US dollar in what is known ss th€ Exchangg

Fund. ln return, they receivo a Cenificate of
lndebtednsss, which allows them to redeem
US dollars when they pull Hong Kong dollars
out ol circulation.

Good psgs have currsncy boards.

Currsncy boards keep a fixed exchEngs rato,
ensure that every note 8nd coin of local cur-
rency issued is backod by ihe 6nchor curren-
cy, and exchanqe the local and anchor cur.
renciss on domand. They do not panicipste in

monstary policy and are i0depend6nt ofth€
governmsnt.Ihe Hong Kong Monotary
Authority {HKMA), set up in 1993, ovsrsees the
Hong Kong peg system. But bscause HKMA
psrlorms some of ths lunstons of 6 cantral
bank. such as regulating banking and financial
systoms, it is not a true currency board.

ln addition, most curr€ncy boards havo a
firm legol bESs-that is. thsir rolo is written
into law. Hong Kong has no such law other
thsn ths Exchange Fund 0rdinsnce. This ordi-
n ancs gives the financial sscr8tary not only
control Of the fund (no sepsratiOn from gov-

€rnment) but also rather broad. but vague,
powers: ",..ths Financisl Secr8tary may...use

th6 fund as he thinks fit to maintsin the stabili-
ty and the integrity ot tho monotary and finan-
cial systoms in Hong Kong." 0n tho othsr
hand. HKMA is not a trus central bank eithsr,

as it does not issue notos or act as a banker
to ths govsrnm€nt.

Hovv the peg works
As HKMA €xplains, "Under the currency

board system, ...intarest .ates rathor than the
exchange rate ... adiust to inllows or oudlows
of funds. Ths monstary bSsg incrsasss when
the foreign curr6ncy ,.. to which the domsstic
cu.rency is linked. is sold to the currency
board for domostic curr€ncy (capital inflowl. lt
contr€cts when th€ forsign currency is bouoht
from ths curroncy board (capital outflow).IhB
expa0sion or contraction oltho monetsry
base causes interest rot8s tor the domestic
curroncy to fall or riss respectively...Icausing
invsstors to movs fundsl..., while ths
exchange rats remains stable. This procsss is

very much 8n sutomatic mechanism, which
does not requiro tho HKMA to exercise any
discrotion." lHong Kongl Linked Exchange
Rate S}l'tenl

Benefita of the p6g
ln Honq Kono's cas€. one ol the most

important bonefits ofths peg is stillthe guar-

anteed currency stability in a time of political

uncsrtainty ovor Hong Kong s future. Though
Hong Kong has now been a special adminis.
trative rogion of China for more than five
years, new sources of uncertainty-such as
interpr€tation ol th6 Easic Law recent pro-
posals for sn onti-ssdition law, and lack of
confidenco in thB current Hong Kong gov8rn-

ment's ability to ksep the economy running
smoothly-show that the peg is still us€ful.

As a center of internationSl trade and
tinancs, Hong Kong is extremely vulnerable to
eliternal economic shocks. The linked
exchange rate guSrantses a stable currency.
which eliminatss much of the loreign
exchange risk fac0d by octors in Hong Kong s

smsll, open economy. According to HKMA.
local marlets respond quiclly to €conomic
pressures: Prices adjust fairly rapidly to
rastoro competitiveness without chsnging the
sxchonga rate. Yet ths smaller numbar of eco-
nomic levers available to policymak6rs in
Hong Xong compared to Bconomi6s with float-
ing exchsngs rates means that Hong Kong's

sconomy must make structural changes to
cops with economic pressures. Though
psinful in the short run, such changSs bonefit
ths sconomy in the long run.

Dra\ rbacks
0n the downside, internalwage and price

adjustments may be more wrenching than
they would be if the exchange rate were free
to adiust. The linked exchange rate slso etfec-
tively links the interest rates of the US and
Hong Kono economies, which prevents HKirA
from using inte.est rate adiustm€nts as levers
on the Hong Xong economy. And when thg
economic cycles of Hong Kong and the tinited
States are out ol synch, US interest rates may
not be at levels appropriate for Hong Kong.
lndeed, a few years ago, th€ lJnited Slates
raised interest rates to cool down its over-
heating economy just when Hong Kong was
struggling to recover trom a recession
brouqht on by the Asian linancial crisis.

Another drawback is that the Exchange

Fund ties up reserves that, somo have argued,
could be p0t to better use-invested in the
local economy or spent on improving Hong
Kong s education, health, and wellare sys-
tems, for instance.

-Virginia A. Hulme

7A

Virgioia A. Hulme is associaie editor ol fte
c8R.
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ment is incrcasinslI un.omfortable with the
long-term burclen the pcg imposes on the econ-

oml,Lrndcr deflation. But it will likely do nuhing
in thc short ternr, if onlv because of the difhcult
steps that lv(tuld bt- required, among thenl re-

forming the HKMA into an indcpendent mone-
tary policy nranager.

Rationale remains
-I 

ha nl)ovc nrgunlcnt does not dcny thc nrcr-ils

of thc Hong Ktrng clollar pcg for Horrg Kong s

small, opcn cconontic svstcttt. Aticr all, scrap-
ping, th. 1rcg rrill nrrt solvc Hong Kong's stru.-
tr.rr.rl protrlcnrs,.rnr()nu thcnr a rising skills nris-

nrnlah,.rn ctlrrc.rtion \vslL'nl in dire oced of
rctirrnr, lntl .rn otrlrlittctl ccononric nrodel blscd
on n:r:\al lrndiIlS,.

\1,'r(,rr(.r. thc .tllcrrr.rtirc ittrlcnrr rctitttcs
ar. uolikcl\ k) [)c .]nr l)ctter fi)r the H()ng Kong
(.ior,,lrr!'. Ihc r,tl.rtilit\, Ih.ll !harJ(lcri/(' ,t

fll)ating c\chnngc rirlc would hurl the cit'l,'s conr-
pL'tiliven.'ss as a litraneial ccntcr, while n n]nn

agcd llrlr (which rvor.r cntail frcrluent govern-

mcnt inlcrvcoti()n\ lo kecp thc exchiltlSe ritlc
tiom nroling lr-cclr') woold risk over politicizing
th('exchnnBc rilta.

lf the peg goes
(iircn thc signs ol rr'.lrincss nbout lh('Pcg,, io-

vestorr rvould lrc *isc to prcparL' lbr its dcmisc.

Thc irrrrnr'cliatc clicet rvorrltl likelv bc a sharp
clrop in the llong Kong dollar-US doll.rr ex

changc rrtc. ln srrch l clse, how rvould Hong
K()ng's irsscl l)riacs l)ahiv(r? As d reference, lve c.rn

look at slrrck nrlrkct bchaviot in Argentina and
thc L,rritc(l Kingrionr, l.loth of which havc brokctr
their currcnay Paus in reccnt ycilrs.

a Argentina
Argcntina pcggccl its ctrrrency to the US dollar

in l99l lo conll)nt h,vp.rinllition rnd stdbilile thc

ccooon),'. lh( Pcg sLrcccccl.'cl lbr a fe\r' \'clrs, but
Itci.ttrre,,l' irl|l'rrrJettl c(,'noltti(' p)li.'ie\, ll (.tttt('
untlcr prersurc in the Iittc 1990s. 'lhe pesrr pcg
.r,rcrclr .l.rrrr.rFc,l .\r$cntin.i \ c\U'rl ., rnrpt tilirc-
ncss anrl its.rbilitv to repr1,tirreign debt.'l'he gov-

ernnr.nt cvc,lluillly dctirultecl in Novcmber l00l
anri .rb.rntlonctl thc pcg in lanuar)' 1001. r\r-
gentinn's stock nrrlktt surged 100 Pcrcent in lhc
lnonth lrc,lirrc lhc pcso-dollirr pe'g rvas scrappcrl,
ns the nrdrkcls cxpc.ted maior relieffionr the cco-

nonric plins of' dclllli()o, bdnkruptc)', unemploy-
lI)ent, irn(l ccon()rllia contrilcti(nr that thc adiust'
nrcnt nrcahnni\nr wns inllicting.

l,,r lhc s.rr). r(J\()n, lh'nB KonEr r:sr:t Irriies
.ould irlso slnrl rising, if signs t'nrt'rge thdt the Bov
crnnre t nlnv deai(lc l() scr'cr the pcg. \\hat tr()Lll(i

hirpp.'n n.]i1 l{) ilsr(t priccs r<ruld dcpcnd on
rvhclhcr L{orrg Kong rr'ls ablc to restructLlre to
survir'e in thc nerr'ccortontic r'r.r. In Argentirtas
casc, hcsitatiorr to clinrinnte struclural rr,t)L':, in tht

ccrrnon]\ causcd assct prices to pluntorct.tlicr thc

Pt'so Pcg w.l:\ .tblnrlone d. The;\rg,cntinc govcrn'
Drcrt inlposcd strict capital .rnd dcporit conlrols
.rntl cre'.riccl a du;tl erclurngr' ritc t() skirt itll dc-

\il[rnli()n Jnd restructurintl Prcssurcs. Rul thcsc

nreasurrs h.rve rrrrlv prlstponc'd thoroug,h adiusl

nlcnls, nnd thtrs hlve haunted lhc rnitrkcts.

O United Kingdom
Ilritirin's cxpcIience rvas very clil]ircnt. llritain

hrd joined tllc flxch.rngc llate Mcchloisnt
(fll{N1), rvhich fixcd Europern cLIrr.o.ics' cross

.xchilngc rltcs rvithin spccific b.rn(ls, irr 1990

l)uring .r spccul.rtive irttick in Sr'ptcolt)cr 1991,

thr'llank oi lnglantl decidtd t() droP otrl of thc
LRII. t.'K stock prices rosc'steadilv.tl-lcr thc
llritish prrrrrrtl droppq! 111 of thc IRlrl. lhc .rr'
ecnl ol LrK ct}ritr- prices lnsted Lrntil liltc 1999,

r''hcn thc global investnrcnt bubble bLrrst. lhis
rustaincrl risr' oi llritish irssct pri.:cs .ltlcr lhc
brcak ol thc pe'g from the Ellirl was.r rcsull (rl'

succcsslirl ccononric r!'structurinS, n()ldbl,r in lhc
rigid labor nrntkcl. Rritiin's prttrltrclivil,v itncl

rcoltrrnric grorvlh have consisletltly ()tltfcr-
lirrnrcd rnlny ()thar Europcan econotuics itttti
thos supportc(l irssct price erowlh.

The upshot
wh.tl .lll tlri\ mclns is thlt though scvcring

th. pcg nriy Sivc nn initiirl Push k) llong Kol1g's

.issct pri.cs, r{h.rl happens in thc port-p.g .rJ
u'ould clcPcnd on th. cit\"s rcstru.turing etlin'ls
anci thc nrlcrocconr)nric enlironnrcnl. lJccittrlc

lhr nritcroaaon()m\' is outsitle of Ilong Kong's

conlrol, lllc lcrrilor)"s abililv to reinvcnt itsclI
rvoLrld rlctcrorinc rvhether Hong Kong's rsscl
Drilrk('ls rv()uld relive in a post-pc8 .r.r. ;a,
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IEm

T
I nttrnati,'rr.rl htrsincs,rrlrpll who h.rrr,

! li,rrrr,l thenr.ellc'.,ul'.1.n'lr 
'ruin, 

nl ng
! rtt th.' 'rrrl 0l l hin.l'\ ci,,nonri( ,u)(l
c()rnrncraiitl crpl()si()n itt nv point sirrce
thc cnrly 1980s m y have wondered just

eI.lLlly whirl wJs SollrE lln. I-ew irr lrusi
ocss Iravc tirilcrl lo scnsc thiit somcthing
l.liggcr rvas untlcr wrr', of wlriclr thcir
vclllurc, sitle, or contlnct wns s()nlchorv
irr.l,r rirrr p.rrl. liul rhr.rr(llitc(lrrr(,'l'
those llrgcr changcs remaincd obscurc-

l)avitJ Zrlcig e.rlls thi5 process 'inter,
nrtior).tli/.rtion .rnd dclincs it as "thc
txfranclcri fLrrvs ol grxxls, s(,ryicr's, nnd
pc()plc.r.ross sintc lrourrdarics, thcreht,
incrc.rsint thc sharc of transnational
cxah.l ,{cs ralntive to r.lonrcstic oncs,
along with a tlcclioc in the level ol regu-
htior irlli'ctilg lhosc [)otvs."

I lc crlnrincs lirur scctors of (lhincsc
lifi' in rvhich internationalization pro
cccclccl alier thc cnd of the ()rltrrr;rl
Iicvolution lncl the return of l)eng
\i.tof in5 11, \uprcnl( l(,r\(r: urh.rtr lilc,
lhc rurirl ccononrv, highcr educ,rtion,
anti-irr ,r dilli'rclt vcin-rlhat he c.rlls
"thc strttg8lc rtvcr or'arsc'ils devclopmcrrl
ilrisirtanCc.'

l:r()nl thc 5tarl, intcnu t ionalilal i()n
spcll.(l ('F}lorlulrit) (inclutling thr'
o[rf()rtLrr]itv li)r lin.llciitl glin) [or nlirn].
(lhincsc. 'lhc ehlncc to recruit lbreign
invcslnrcnt, cxporl to lirreign bulcrs, gct a

lill,,r"hip.rnJ sturlv ahr,tcl. rciciv.'.rs.is.
tirncc lionl thc Worlcl lhnk or sonre
cntcrprisin g li)rcign nongovernmL,ntirl
{)rgnnirnlion wns instiDtl}, conlfelling. lt
ch.rngctl nrinds, pcrsp(.clivcs, livcs. And it
rvound up chlnging thc drrramics ol'
( lhin;t's r'cononric itntj burcaucratic ordcr.

Ocntrirl grx crnnrcnt polio, .hlnHr,s
pl.rlctl tlrcir ri'lc\: Il I)cl{ ha(l n(,1 f(r-
sonlllv cncorrragcrl firreign invtstntcnl,

lnternationalizing China :

Domestic lnterests
and Global Linkages

by David Zweig
Ithaca, New York: Cornell lJniversity Press,2m2
2$ pp. t45.00 hardcover, 522.50 soltcovol

r)r lhr: c\t.lbli\hnrcnt of special econonric
zoncs, or studv atrroacl, processrs tlral lecl

lo lhc w..rkcning or dissolution oi thc
oki-tinrc irrstrurnents of control ,rn,l
nronopolizltioo of porver would not
hirvc stiirlcd bubhling. But Zwcig's book
nrnkcs clcrr thlt. oncr-'the notion of
opportunit,y irnd sell-promotion bcgao to
lcrrncnt. l eollcctivc nronrentunr tlror,e
(.llir).1 l(,\\'.rr(l .r itrltrrrc of rrlp,rrturri.tii
cntrcprcrlcuriilisnr.

Ilurcxuarnts .rncl ()fliciirls at virrious
levcls ol- (.hincsc arlrninistration discovcr
c(,)rr,rrri( i'pp('rlunrtic. t.tlling int,r thcir
hlttJs. 5ontc thrire ,)rr "rentl," Zwciq \
lingo lirr unc'arne<i or illegitinrltc
inconrc, including corrupt pa,vo[f s.

Othcrs takc a picce ol thc business thcv
arc strpposctl t() r(gLrlilte.

Zwcig's portrryal ofa closcd ancl

Polit icirlly hirrnstrung society evolving
lrcllcr'skeltc'r into a rcnrarkably nrore
llr.rid one should be en.ouraSing to thc
nrirnt otrscrvcrs of (lhin:r u,ho t'ontlcr
whcthcr, lirr eramplc, firrcign busincss
pl.lr\ ir construclive role in thc d.'vtlop-
rrl(nl ('l .r rrt('rc institrrtiorr.rllr lntl cthr-
callv progrcssivc soci('tv in thc PR(1.

\\'hile rrrost of (lhin.r's incrensinglt, m.rr-
kct and law-oriented bchavior hls
rcsultcd lion) thc nccds and r,,, ishes oi thc
( lhiocsc thcnrselves, Zwcig lcavcs u(l
cioubt thirt intcrnational comnleraiitl
cngagcnlcnt with (lhina wirs criticrl in

PLrshinB chlngcs tirrrvl rd.
()nc ol llrc orost intcresting of Zwcill's

obscrviltions is that the proaess of inicr
nalion.rli?irtiorl, so a()rrosive to so tlt.lDr
cstablishecl econonric nnd burenucrati(
irtterc't.. pr,'icctletl \l ilhout lhc (.nr(r-
gcncc ol r.lccisirc opposition. despite

[,criorlic bursts of conacrn. Z-\\eig notc:,
th.rl (ihin.is cntrv inttr thc, \\trrltl'liatlc
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( )rg.rni,,.rl ion (\\'l () ) in l{)01 tin.rllv
rottndcti thc alarm for econonric scctors
rnd lrurclucutir chanpions who coLr

scc c)itrcrnc dnng!'r in Chin:r'!' W'l()
l:rurtclry Iist ol .on'rnritnrents to lihcrill
ization. Ilc notcs,;rs well, the Politic.rl
sig,nilicance ol sonrc of thc side e'fli'cts ol'
itrlcr'n.tti,rrr.rliz.rt iorr. \Ll(h .l\ lh( ol\.rir)E
ol inrnrensc r.rps in living standartls
bclrrccn thc dynamic internitionilist
coastal rcgirrn lnd thc lir nrorc !()n\cr\'.t-
lile noncoirrlal lrcas of Chinl.

l\!ciB n()tc\, too, thc dangcrs ol
in(onrl)1.t. triln\fi)nl)ation, in \\ hi.h th.
intcrn.rtionalizing proccss unclcrnrincs
thc irrslitutions ol governlncc' iroti soci.rl
(r'r)tr('1, htrt ( \\' l,llr.tr. lt('u\ r,l trr!'cnt-
nrenl inteSrity nnd soci.rl disciplinr tlil to
corcrgc in tirnr k) prevcnt societv front
lalling into uncnding corruption and
abusc ol powcl bv privileged elitt's.

llLrt in thc end, Zrvcie irgucs thnl
itllcrnxti()onlizntion is irrc'versitrlr irnr]
rnorc likcly lo condr.rcc to incrcasinglv
positivc roci.rl and political dtlcl4,nrenti
on ihit hc is, io his scholarlv rritr', r'crv
opl ioristir.

l tu tttlonili.ing Ch irrrl rr'ill lppcirl
hcavill to rcholars.rod so.inl scicntists
br'nt on rlissccting the conrplex phenrrnr
cnn lh.ll swc|l ovcr lhc Chincse ccono-
lr1t in thc 1980s nnd I990s. /\nd li)r
bttsincsspcoplc rvho livetl and workcrl
thcir wiry throrrgh these traDsli)rnr tions,
rrnd who havc a l()ng irir trip or ()ther
inlcrv.rl [i)r quiet, concc!]trated rexding,
Zwcig's lrrrok willotfel valuatrlc insights
anrl pcrspcct ilcr.

-.li)1., 
r ,1. (,rlr)



Back-A,lley Banking:
Private Entrepreneurs in China

by Kellee Tsai

Ithaca, ew York: Cornsll lrniversity P]ess,2m2
316 pp. Sl5 hardcover

IF nr,,,,"n nt()\l or rn( lyer,\. ( nlrtr \
I .rr"l,""..,,ruurl"iont,tttitur(,r,'llt
! r,.rnk.i.l tir.'t in thc r''t,rl.l. t-.r.e.i

tul,on \\'orltl ll.tnk liqurcs, \r'ith an .rstotl-
irhing I Ll l).r((rl r.rl(. Quc\lr,)n\ (r,n
ccrning the lrorr, rnd rvhl of (ihina s

trvo-ticcrrrlc lrrng ccononric expansion
.rtrorrrrcl. 'l lrc rvlrlj'crplanalion blings us

hack to classic ncolibcritl economic lhco
Ll': a convcrgcocc of lbundant labol anrl
(.rl,it.rl. llrl lh. rrrrrc \,rli.nl qu('\li.rtl i\
Iorlclrcs (lhin.r kee1, its econonric cngirtc
hunrnring? ( iivcn thc olig,rrchic naturc ol'
(.hinesc prrlitics.rnd polio' dire'ctivcs trr
stltc hankr to le'nel to hrgc', inefllcicrrt
\l.lla.,nrIrL.(l cnt(rf rirct. rrr,rrtsht tr, r' it _

Dcss lrclr1rrr(k)us m:lrket distortiorrs. \ct,
su(h (iiskrrliorls ilre rrol irppirerrl. Kcllc(
'l\,ll.,llr r\\r.lJnl l,n'lis$ tr,)l p,rliti..ll s.r-
cnc. nl lohr)s llopkins Unive'rsity in
llaltinrrrr'c, has iirr,rncl a partirlanswcr lo
thi:i qucstion in her research on inlirrnrll
tinlncing nclrr'orks.

Isiri's schrrl.rrship is thc culnrin.rtioo rrl'

ttrr lc.rrs oi thorotrgh ticld rvork. Shc digs
dccl, into (.lrin.is c,rrrnrt'rciirl lifi' attl
takc: the prrlsl ol thc infrrrrral tinancill
.lrtcric\ thnl tril(c lhcir Br'lresis k) inrpcri.ll
(lhinr. In /lrril rliil' Bir rrliir3, l-.sai .rrgtrcs

th.rt inlirrnr.rl linirnciog networks lrc thc
bctlrrrck of ( lhinrr's r'corrollric r()lrLIslncss.

J:\.li is prirllnrily.oncernecl with itn cco-
nonric policl'p.rratlox in China: thor.rgh

grrlr,th inclcasiog,ll' dcpencls r.tpon thc
prir.rlc rector. in pirrli.ular tlre -10 nrilli()11

ncrv prit.rtc lrusincssas thdt hrvc spr()utcd
in post \lao (.hin.r, burdensomc and
rr''lr ritirc lenrlin$ r. qrrrr. rttcnls lirr pri
v.rle rnlcrpriscs cliscourlge borros ing
througlr ollicial channels. ln onc humor'-
oLrs irccorrnl, l (lhiocsc cntr'cprcnettr. rvho
rvas Irrcccl t() lLlrrr l() itn intirrnral flnanc-
ing nctwork fi)r d lonn, tells 'llsni,'H stite
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lrank wouldn't givc n]c .i Io.lr) il ( lh.rinll.lr1

Ilrrr hinrscll ros.' t;(nn the dcid Lrnd krld
thcnr to gir'c nre onc!"

'llsai levells that, as of l(XX), /r'si l/rrrrr
()ra la,i'c,rl of l().lns fi()m lhc !nlir.
n.rtional b.tnking s)stcnr arc.rlloc.tlcd kr
lhc privittc scck)r'. IIrri, or ttnrrllicial rot.tt-
irtS. r',',lit .t..,,ii.tti,,ttr.,rr( llrrr\ llt( nlJin
strurce' o[ 6nancing lirl orost ol-(]hinit's
cnlrcprencurs. \rilriotts typcs ol- /rrri ltlvc
.\islcd in (lhina sincc thc lnng l)vnnsty
(6lll 907 r\Dl but their pronrincnc.'in
(llrinr's cre'dit nrarkct kxlrr i\ rcnl.rrkirblc.

lnlirrnul crrdit ncnr'trrks varv qrciltll
cven amor'tg sinrilarlv sittr.rlc.i

cntrcprcneurs.'l!.ri.lrguc\ thitl lhc
cnlrcprcncurs hnve (liflircnl politi..rl .rnd

socirl itlcntities. Those t'illt slrongtr
social or lTolitical ties, su.h ns thc [)usi

ncss!'s lhnt havc succcsslilly curriccl Iitvor
rvith govcrnnrent oflicials, hrtvc.tn oppor-
Iur)ll\ to l\)rr,)r! thnrtrgh rttr,rc irr.tittr-
tirrnalizerl tin.rnce channcls and p.tv Irucr
r.!t!'s of intcrcst.

ll\.ti ilso ilierrpls to.rpl.tin rshv
"loc.rlities rvith coml,ar.thlc ccrrnonric
struatures inLl, prcsrrnrahlr', eorrrltar.tblc
lcvcls of dcmirnd lirr prir'.ttc linartc.'
crhibit drroratic rirrintion in.urb nrdrket
.rctivit\'." llcr.rnswcr i\ onc thirl i\ olleD
,xcrixrkcrl-tht' clcvek4rntental [rolicics
oi llrr Iilst thtce dccitlcs undcr Mlo ctrn-
trihulcrl. ironically, tt) thc llrrn.iirl su.ccss

ol-,:.'rtrrin areas bccaust thl] (laJrth ol'

iorcstnr.nt nnd industriJl Poli.iesl:onl-
pcllcd thosc areas to turn to
cntrcprcncurial itati\ ilics k) itlrvi\'a. lhc
prinrc eranrple is \\tnzhou.

\\en7hou. i distri.t in thc southcrn

eoJ\lnl province of Zhciiarrg, Nas n.'gle'ct

cd l))'stirte plnnncrs trndcr Nl.to (bccarrsc

ol ils Proximitv to 
-litiwan 

) l)ul lhriv.s
trntlcr citpitirlisnr k)d.y. "Allhough

\\tnzhou rct<rttntr li)r ll pcr.cnt oIthc
pr,rrirrecr l.rnti nrJ...rr(l Ii l(r(crrl r,l'il\
l,opulltirrn. it rr.ci\.d onh l percent ()f

Zheii.rng's lircd rapitirl invcstnrent
throughout thc \lao cra,"-l.s.ri rvritcs. llut
bY the nritl I9ttl)\, "\\tn/h()ri:' Privnte
econonrl' lloLrrishccl...in tandcm witl't its
inlirrnr.rl tlnrnciirl sr.tor. which both
detiecl ln,,l eolrp!'lc(l \{itll lirrnral 6nrn-
cial institutions." lrr \{cnzhou, the so

callecl"Rcti ll.rt I)isguisc," in rvhich a

privxtc cntrclrc,rcur irss()eixles his or her
business \vith a \titlr:'rxr'ncd busincss or
rcqislcrs ir:, n (oll!ati\c anterprise to tilp
inl() Ihc li)rnul linancing ncluttrks, rr'.ts

n1l\rrll. A\ rr!c\:\ t, (Jlil.ll l)a(.lll)(..15i_
er ti)r frir.llc cnlreplcncurs, intirrmal
lenrling instittrti,rtrs, such as /rrri, cornpct'
cJ .tggresrivelr t,r lL rt,l rrt,tner. Wcttzht,tr''
dynanrisrn, it sccnrs, springs fiom an

instinct lirr surviv.tl, il:i scc!r in the hours
kept by inlirrnrrrl lcncling institr.rtions,
sonrc of rvhich irr( opcn 1.1 hours n dav,

st-r'cn rl.ry's it rlccli.
-l 

his brxrk shoukl hc rcrluircti reirding
lirr lirctrltr'.tncl sturlctrl\ li).using on
(-hina's politic.rl ecrrt(nnv. l)ri!ntc
entrcpr.rrcurs \'cnluring intrr (ihilla shotrlcl

also .tlail lhcnrselvcs rrf this rtork. lt is

rePletc with stiitislicnl dirlir on thc ntit.ro
cHertr rrl thc rnlirrrrr.rl lirr.rnic ntlwrrrl in
( hin.l. l;.r lr.r\ (1,'n(.r(.rJcnri(.lr(l hu.i-
ncss illlcrcsl5 .r trcnrcndous scr'vice b1't]oc
trmenting hrxv privirtc cnlrcpreneurs !lsc

inlirrnral fln.tncial nctrcorks.
,\Irrl ?. Firrr.q



Neil C. Hughes

China's Economic Challenge:
Smashing the lron Rice Bornrl

by Neil C. Hughes

Armonk. NY: M.E. Sharpe,2fil2.
235 pp. t24.95 hardcover

6l n,.,r,,,,,* tn.,r(,rl aL( t,(nrr r\ nri,r(
\,n.,, .r) ((()rxrlri Lh.lllcrr,r. r(,r
\f t.r,,,r.,. l(d)onra rul()nl .rld lrlr
(.r.rli,/.rt i( In irriti.rtcd hv I)cng \i.r,'ling il
th.' l.rtc l97t)s has opene'd Ihc garcs iirr a

lLxrd ol ccooonric, political.lncl soci.rl
clrallcngcs firr the gover nnrenl lnti its
pcoplc insolvent banks, lirrritctl eroplantl
.rnd hulgirrg citics, a cleterioralilg cnvi-
r()nnrcnl, b(xnninll telecorrrntunical ions
.ItJ irth'rrrr.rtirrrr industric:, th.ll t(.\l tltr'
governnrent's ibilitvto 6ltcr inlirrnratiorr,
rnti s.rninS politic,rl legitimao. ln (-,frirrrrlr
f tirrrrrrrrir' (.lrtrlit'rr.qr: -Snoslting tln' lron
Iin lirrrr'1, Neil Hughes |rovitlcs a su'ccP
ing accrrunt ol lll that ails (lhin.t torlar..
llughcs is not a (ihina cxpcrt, but spcnt
scver':tl vcars hclping Chincse otllcials and
slnlc-()wn!d enterprisr nranagcrs intplc,
rrlcrtl ccon(rnic retbrnrs as itn inclLrstr-ial

antl linancial spccialist wilh lhc \\t)rld
Itank. llis book is a quick rc:rcl, packcrJ

\'rlh Inlirf nr.lli',n .lnJ .rrr.rlvri.,.urJ .trrl -

rblr lirr thosc nr'rr to tl're (lhin.t sccnc;rs
rvcll as thosc alrcady intnrcrsctl in il-

r\licr l short irnrlysis ol (ihin.r's b.rnk-
inE structurc and refirrots, llughcs con
cluclcs that thc govcrnnrcnt !nust hrcik
thc clcPcnclencv of inellicicnt, unprol:
il.rblr statc-o$,ncd enterprisas ()n ( lhind's
b.rnkr. Ilrrglres ntr'\L\,)l t(, (li\(rr,\,rSn.
eullrrrc, rccounting thc story rrl rur-itl
dccollcr.tivization lnd expLrrinS thc

clcbate. popularizttl bv thc agriculturirl
r((,rrr,rrri\l I(\tcr llrr^!n,.lhr,(rt ( hiIlJ\
abilitv to feed itscll in thc cr:nring
dccadcs.

Invironnrcntll prohlrnts, rrnre, of
rvhich arc a consccltta cc ()l (urrcrtt ecl)-
nonric re'lirrnr lntl ()thcrs ol lolrS stirnd-
ing, posc considcrablc chlllcnges to
ccoDomic relirr'rn rs lhc l)ll(l govcrnnlent
prioritizts r.lcvclopnrcnt n('('ds. \\'hile
HLrghes praist's (ihinir li)r ils recent focus
on cnvironntcntlrl i\sues, hr points out
ir€is that nccd still nrorc ntl('ntioll. lhe
ih.rpter on rlrhirri/.lti,)rr rrr.rlcr th,. p,rint
(dnl(xr8 olhcrs) thnt aonlrnry h) thL'

Plans oI thc PR(i g(]\'crnnl!'ot .rnd
dorncstic itnd lirrcign lutonrirkcrs-
"there is no placc in (lhina s crowtled
cities for tlrc privalc iluton)()l)ilc."
(irntinuing on lhc thcme ol-cnviron-
ucntal dcgradation nrd ils huoran costs,
n chapter on thc 'l'hrcc (;orgcs l)nnl
revisits the cle.bltc or cr th. assrrtion lhat
thc benclits of clc.lric prrrvcr anci llood
control provitlt'd ITv thc danr outrteish
the dlmlgt'to the cnvil,()nrrrcDl, the
r)rortc\ \l( r)l (rr) (ol]\lru(ti(rn, .t (l th(
costs oI rr-locrting nri]lions ol inhabi
tints. (flughcs docs n()t c()n1c dowo on
one side or thc othcr o1 this dcbate. )

li'ltcomnrunications ilnd itaacss to
inli)rDr.rtion lr)un(l ()ul lhc rnng. of
issrrr'. in thL h,x'1. ltcHirrnilt rrrth th..

lirst tcltgr.rph linc installed in (-hin.r in
llt77, guitling thc rcadcr through thc
reshrrlllinc ol (lhinir's lt'lcconr giants in
the l990s,.rnti rnding rvith the rise in
Inlcrncl usc, [{ughcs inrplies th.rt (ihina
rvill nrovc in fits irrrd starts down thc
infbrm.ttion higlrwav ls the PR(igovcrn
nrcnt struggles rvith its role as
''t vlr..r.[r.tcc t i.rtekcc|ct.' Hllgltr\ (on-
clucics the book rvith a quick Iook at
politic.rl ancl legal rt'lbrm and thr: Iorrru
ing tlucstion ol thc lirtrrre of the (lhincse
(]rnrnrunisl l).rrlr'.

\\'ilh li(lhit\ r.rnring lion) the histori-
ial trsr ol'ir*vrie shells .rr ir nrcriiunr r'l'
exchiogc lo n)unicipal servage rnd indus-
trial cfliuent r.rtio:,, Iiughes's dctnilcd
book givcs contcxt kr (lhina's currcnt
rcfirrnr r'lIirrts. And throughoLlt, f lughcs
citcs the lack of regulalory structurcs nn(l
accorrntatrilitv as a source oI continuctl
Jilh(ullv irr rcli,rnr. lhough Irc isrrpti
nrislie .rl,lout lhc cllict of China's \\trrltl
Traclc ()rglnirltion mcmbership on thc
issucs hc addrcsst's. l lughes points out
that thc llture ol politics in Chin.r rlill
Jl\(, lic.r In.tjrrr (lctcrntirt.lnt il th( ulli
mnte succcss ()l' acononric reform.
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Books in Chinesie

f, nridst all thc questions about
! I thc .rrr.tlitv oi Chin.is cit'tt,'ttri.

Flgr,*",1, 
",i,'1 

,h.' .,,,',,".,, ,,,".
incrcirsing incr.ltulitv in (lhint'se societv,
up-antl conriog iournalist Zhang linghin
has prrldr,rccd .r book rvith an c1,c-catch-

ing Iit[' lhnt aftin]ls thirt, r'es, China
irrdccd citn beconrc l rich countrt-.111
irspir.rtion targctcd in tht' century-olcl
slogan "/irgrro 4irlrjDir" (rich country,
str()ng nlilitnry),

Ohitn ()nt (ict Rrc/r prohles rags-to-
richcs cnlreprcnaurs and profissional
[rusincsspcoplc lrorrt the maitrlancl Ilral
havc nrrdc nrillions. Thc luthor. a nrcm-
lrcr ol thc ctiitorill lroarcl of the .]lst
(-arlrln rrrlsrl( jJ llarrtlr/ nervspaper, 1rsI
lishcti br thc lcading Sourl:rrtt Dail)
nervspapcr tror.rp in (iu.tngzhou, ttscs

inlcrviervs with l.l (lhincsc hnsint'ss clitcs
rs the l)nsis of this book. Iheseinterviu
rvccs lrc nrcnrbcrs of a group hc calls thc
vangurrd ol the rich-a shnrp contrast l()
the "vnntudrd ol thc proletariit" of less

thnn 50 vc.1rs ngo.

Itclirre rlt h irrg into tlse-rtuJ) inter
vicws, Zhilng nrgucs tlrirt (lhina is on thc
brink oI br:conring .r rvellthv societ,v.

I',r.rr.inF onh i'n lh( llcritiJ.iIr.r l']e5,
Zhang argucs th.tt (.hiol hirs the nronrt'n'
tunr l() pr(Dcl itsclf into the ranks of rich
nltions, ls (,hincsc cntrcprcncurs Jrc
norv rc.rrhing thc cnd o[ the long roird to
.ui.cr., rvhi,.h r, r)l thcnr lhrough Jilli
culty, cxpkrlation, ancl lrreckthrough. antl
is culnrinlting in crcalion. In the indivitl-

China Can Get Rich

by Zhang Tingbin
Guangzhou: ltlanlang Daily Publishing House, 2002

t168pp.I29.80 (33.60) soltcovet

ruirl prolilcs, tlrc autlror provitles glitupscs

into thc [rrrsincss clitt's sccrL'ts oI s(rcac\s.

Zhlng catcgorizes these success slr:ries

intrr trrrr grouPs: sell--nrade businesspto-

l,lc.trrrl tlrose' thriving in lrroli'ssionul
positions.

Onc inLlivitiual prohltd is'l-l vc.rr old
\\'.rng Lichcng,, chcir of tlrc boartl ol'

Zhciiang's Hollc'v (Hua l,i) (iroup. \!.rng
rc.rehccl thc pinnaclc of succcss lirrrrr
hunrblc sotrrll village beginnings. Ilc
:,lirtc(l his carcer ds a technician. linishctl
un ivcrsity througlr distancc lcarning,lntl
rv,,lke.l .t".t li,rerrr.rn irr lh.: thctt .ttl.rlI
Ilrrllcv (iroup tirctor,v .rt the age rtl J7.
'lh.rnks lo pcrscvcrxDcc and grxxl invesl'
nrents, \\'lng, in the coursc of onl| cight
lc.rrs, cxp,rnd.'tl Hollet Ironr a snr.rll crrl-
l.(tivc t() n 5-l(x) million ioint-stocl eorrr'

f.rnI lh,rt i\ (:hinJ's largest l,rorltrccr rrl

clc(lri. nrctcrs. \\hng has rcccntll'lcd
l lollcv into phrrnraceuticnls nrrd

lclcconlrnL,nications with a high prolilc
acqLrisitioo ol the technology rights to
lkryal I'hilips I-lcctlonics NV's (ll)lUA
tcchn()L)g!'. (Jthcr individLrals plttlilcLl
inclLrclc Zhang Shcngmin, thc \t)ung.:st
ge crrl r.lePutv chair of thr'\\irrlcl li.rnk,
.rn.l lr((l Ilu Zrrlitr. nt.trt.rgirtr: Jirc,t,,r
li)r .\sii lh.ill. !conomics at (,ounr.rn

Srchs ( iroup.
/h.rng.,,n.lrrtlcs s rth .r ..rll li'r,,1,ti-

nrisn .rhout (lhinir's abililv t() l)cconrc
rich lirr lrrLrr re.rsons. lirst, (lhinir's cntrv
irrto tht' \\i'r li.rde ()r8.rrtizrrti,'rt,,llcr'
lh( (or.rrrlry lr.rrr(n(l(,tl:\ r,llorltrrlil rc\

lirl grorvth. Sccond. nranv oI(lhinir's
iotiustries posscss globrl conrpctitivc
atlv:rntagcs in labor .tnr.l technokrgl'.
'lhird, (.hina is g,oing through a pcriori of
llnanci.rl innovation that rr ill lcad to
slrongcr firndilrnr nt.tls lirr 8(r$th.
l-inallr', the (-hinese pcol,lc's coop.'r.rli<rn
rlith, and acl'tir'vcntcnts in, tlrc rrrukl
ceononry rvill hel!r boost (:hinn irto thc
rir n ks of developcti counlrics.

'I hough Zhang irlentilies l;retors that
hirrtler the rcnliznlion ()l (:hin.l's growth
polcntial, soch ns thc prcvalcrtcc of tiitr.rd

irrrtl lack of invcslrlcnl oppr)rtuniti.s, his
stutlv gencrallv rclics on lh('0vid.n.c of
irt.lirr.ltr.rl trrii..' \lt'rtc' I', \ttfl\rIt ht\
()I)lirrristic ! ie\r'. ln nranv \tir\,s thc hrxrk
parallcls thc Ilorrtio r\lBcr slr)rics thJl
lirl Anrcrican rags'to'rirhc\ drcnms il
httntlrr'd lcars ago.

()nc must wondcr, lhough, if (lhio.r's

truc p.lth to wrilth ultinr.rtc'ly lies irr an

institution th.rt nllows nrosl (lhilrcsc to
bcconrc"'rvell-oll-"-ns thc ( )l)i rrcsc
(:('nrnuni\l P.rrl\-\ l.rlcsl .l,r1..rn ptrts it-
rnrhcr thlin rich. l'inrc will trll if lrooks
sr,rch as Chrrr,r (.rr,, (;al lli(l, aonlinuc to
tlv rrtT the shelvt's or il storics lircusing on
nridtlle class l,r()spcritv t.lk(' thcir pl.r(..

-llrittt 
()oli:tr'i.r att,l Slt,ttLtu Liu
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The following tables contain recent prErs rspons of business contracts and nEgoliations €xclusive of those listed in previous issuos. For the mosl
part thg accuracy ol these reports is not indBpend€ntly confirmed by lra C88. Contr8cts denominated in tor€ign currancios Ers convsnod into US
dollars atlhs most recent monthly rate quotsd in the lnternational Monetary Fund's lnt6rnEtional Financial Statistics.

Firms whos8 sal€s and othsr businoss srrangemonts with China do not normally 6ppsar in press repons may hava th6m published in The CBBby
ssnding th8 informstion to the attsntion o, ths editor.

Abbr€vi.tions usrd throughout tsx( ABC: Agricrhural Brnk ol Chin6;A08: Asisn 0svelopment Bsnl; ASEANi Associaiion of South€ast Asian N6tions; AVIC I and ll:
Chin6 Aviation lndustry Corp.lsnd ll;B0C:Bank of Ch ifl a; CAAC: Geners I Administrstion ol CivilAvistion ol China;CAW: cablotslsvisjon:CCB:China Construction Banki
CCW: Chino C Bntro I Tolsvision; C08r Chana 0sv€lopment Eank; CDMAi code division multiple acc6ssl CEIEC: China National Eloctronics lmpon and Export Corp.; China
Mobile: China irlobilo Communications Corp.;ChinE Notcom: Chins Notcom Corp. Lrd.;Chins Sailcomr Chins Bailwsy Communicstions Co., Ltd.; Chino lelecomt Chins
Telscommunicstions Group Corp.i China Unicomi Chifl, Unit€d Toleconmunications Corp.; ClEC: China lnsurance Regulatory Commission; CITIC: Chins lnt6rnational
Trusl snd lnvGslmont Corp.;CITS: Chinr lntornationalTravol SoNico; CN00C: Chana Nstional Offshore OilCorp.; CNPC: China National Pstroleum & Gss Corp.i CoFC0:
China N.tional Coroals, oils, and Foodstutls lmport and fupon Corp.j C0SC0: China 0c6an Shipping Co.; CSRCi Chins Securitios 8egul.tory Commission; EToZ: sco-
nomic 6nd tochnologicrl developmonl rono; ICBC: lndustrisland Commercial Bank of Chin6; Mll: lranastry ol lnformation lnd!sry;MoFTEC: Ministry ol toreion Trade
rnd Economrc Cooporation; MoU: memorandum ol undorslrnding; NA: Not Available; NonlNC0:China North lndustrios Corp.; PET: PosI and Tolecommunicaiions;
PBoC:Poopls's Banl of Chana; Petrochinar Potrochina Co., Lrd.; RMSi Rsnminbaj SARFI Slrro Adminrslrstion olBadio, Film, afld Telelisior; SEZ]spocirlEconomic Zonej
SIN0CHEM: China Nalior.lChemicsls lmpon.Erpon Corp.;SIN0PEC:Chinr Nationol PetochemicalCorp.i SIN0TBANS: China N.lionalFororgn Trado Tr.nsponalion
Corp.iSDPC:Slaro 0ovelopment PIannin0 Commission; UN0P: Unhed Natjons Developmsnt Pro0r6m; WFOEi Wholly tor€agn-ownsd enlorpriso

Nike. lnc. (US)/Sina.com (Beiiing)
Ii'rnrcJ .rn .rlli.rn.f li)r arr onlinc \fr)rl\ (h.rnncl. ll/01

OTHER

AvivE plc {UK}/C0tco (Zheiiang)

I:r,rnr(l insur.rnc,: ioiit venlur(,,\\'l\:\ (.1)l:(ll l iI lnsur.rnjl] (.o.

I rtl.,.rntl hrg.rn opcrations in (iring/hou. S6l) 5 rnillion. ()l/l)1.

CIGNA Corp. (US)/SDZ lnvestment Consulting Co., Ltd., a unit oI
China Merchants Group (Guangdong)

\\ill lor nr ioinl v.ntLrrc.(.1{iNr\ & (.ll( l il. l \Ur, )(( tl,). 1 1(l.. in

5lrcnrhIrr.(trS:50",, l'l{(l:-;0't,) $11 I nrilli,,n ll/l)l

ING Grocp NV (the NetherlandsyBeiing Capital Group
\\ ill lirrnr lilf in\Lr r)(c ioint yrnlnr(, IN( i ( .rfil.rl I ilc. in I)rliin
lLroIinS.llh!\rthL'rl.rnds:5(l'1,-lrl{( il)r', l.ir.lrnilli,,n. ll/t)1.

Aon Corp. (US)/C0FCO (Zheiiang)

l{..rirr(lrffror.rl li)r insurirnrc hrrrktrrgt liten\( Ii)r il5 toill
\drtur(, r\rnr (lOl:(.O, k) he brls((l in Shx gh.ri.{l l/01

AIU lnsurance Co. (US), China Pacific lnsurance (GrouplCo. Ltd
(Beiiing), People s lnsurance Co. ol China (fulian). Ping' An
lnsurance Co. ltd. (Guangdong]

silrrtLi r'l hillion poliir l,' rnsLrr( rnt(lr.rl((l f.lr,,(h(nri,.rl(onrplc\
i'l ll \\l \ l,( ( o.I lLl ol lt.ln{\Lr..r t,'I[ \. lutu l\l\\.r,) li.\\l \(;
.r nJ \rnrilr.. il/(rl.

INVESTMENTS IN CHINA

Nissho lwai Corp. (Japanlflhangzi lsle tishery croup Co. Ltd.

{Heilongliang)
\\'rll lrn nr ,l tu nr pnrir:rsing joirrt r'r'nt rrrL . \i,rrrrr i.rnq I rr tlstrrtt t o
I t(1, il l)Jlr.||). I i.rL,]rrng ( l.ilirn:51' ,, l'lt( : l'rl ,, ). ]s 1, Iljll|on. trL/l)1.

CK lile Sciences lnternational (Holdings) lnc. (Hong

Kons)/Naniing Bed Sun Co. (Jiangsu)

\.1 ul ioinl \(nture lo f rornotr.ind di\lrilrurr(rio ltrtilircr prrrrlucts.
(1',\ 10,",.PR( 6(I,,,) [/t)].

Pioneer Hi-Bred lnternational lnc., a unit of E.l. du Pont de

Nemou,s & Co. (lJS)/Denghai Seed Group (Shandong)

Will ir)r nr ,r i()inl \'(nturc, Shirntlrng l)irrgh.r l'i,rnr,i r \clrlr ( rr., to

lrrxlurr L rn n lr!l)rL(ls. ll/01.

Governmenls ol Belgium, trance, ltaly, Spain, 8nd the
Netherlands/Hebei Provincial Govsrnment

5illn.(i ll) r.Jrrsr.lrIrrnLorr.rrrieultLrrirlr,rrl'tr.ili,nr..(^rrinqrhr
li.lil\ r'l l((hnoloq\', in\rstncnl. lirr) l)r,rdur(. l(rs,rnntl..tnd
rnlirrrrr.rtxrn. ll/01.

OTHER

INVESTMENTS IN CHINA

Tom.com Ltd. (Hong (ong)/Charm Art & Advertising Co. (Beiiing)
\\'rllJi,lln.r(lr(rlr\ir)giorrt \rnlUt(.(lInr((,,nq(,{)r', l,l(:11)'rf) \]l
I ril Ltlr) ll/l)l

Tom.com l-td. {Hong l(ongyHeran Ming Sheng Advertasing
\\'ill li,nn xJ\t.rlisinS ioinl y!ntLrrr. (llonq Kon(:i lr'!, IR(.19r',,)
i ll.t,(l(x). l1/01

INVESTMENTS IN CHINA

Daiwa Securilies Group lnc. (Japan)/Shanghai lnternational
Group Corp.

\\'ill \(l uf hrukd.rr( ioinl LrrtLrrc. i l,rf.Ir:l.i'!, l'li( :h: r, ) l)li {)l

Citigroup lnc. {US)
\Vill pur.hr\r r 1'ro \takc in Sh;rnghri l\rdurrg l)tr'.L)lnnrnt Ihlk
S;l nrilli0ll Ll/01.

Agracultur!l Commoditior and T6chnology

Advertising and Public Rolation3
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CHINA BUSINESS

Accountlng and lnsutanca

OTHER

INVESTMENTS IN CHINA

Brnking and Finrnco



INVESTMENTS IN CHINA
SaudiArabia Basic lndustri€s Corp./Dalian Shide Group
(l,iaoning), Jinxi Chemical Gorp. (Liaoning), ChinE Oriental

Assets Management Co. (Beiiing), Huaiin Group (Shsndong)

\\'ill lirnr ioint |cnturc to builtl fctrochcnrie.rl lroriueti,rn units.

S: billx)n. {rl/(1,1.

INVESTMENTS IN CHINA

Shinsegae Co. (South (orea)/ShanghaiJoin Bui Co., Shanghai

Trade Center Co.

\\'ill li)rnrir)inlvcntur(.\hrnSh.ri lr trl.rrl\Uf(r ( .fl.r (1,).

i\,nrlh (oi,.r:l(ll, I'lt( :il', ) I l/l)1.

China Enteerises Ltd., a unit ol China Slr8tegic Holdings Ltd.

{Hong Kong)

\\ill'cllirs:l', \lrl{ ir) \'in.hu.rr ( .\.1.1(,r(.rl\\ ril) l{uhbrr 1-,,.1,)

Ningri.r \ inchu.rn liLrhh. r Ilrrrrli.lurrIS. S1.l.l nrlh,rr.lr l/(1.1.

Nu Skin Enterp.ises {lJS}
()frncJ lll) rrtxil oull.l:, in l:ujrln,tiuirnq(lonS. iiirrtgsu,Shrnghai,

lntlZhejirng in l)cccmber 1001. ll/0,1.

Hitachi Ltd. (Japan)/Hisense Group (Shandong)

\\'iil lornr jt)inl vrnturc lo prrrLluir' .rir iorrLItrorrer\ l,)r aorrrnrar.iirl

u\(. (hf.rn:50' ,,-l)lt(-:51)""). ill rrrilli,'rr. I l/(rl.

Chenery Capital, lnc., Distressed Asset Consulting LLC

{US)/China 0rientalAssetManaqement Co. (Beiiing)

\\ ill \(l Lrf .rn oll\hi).( ioinl rcnturr lo disfo\. ol nonptrl;nrlinu

l(lJn. l]/(ll

Cr6dit lyonnsis Securities (Asia) Ltd,, a unit ol Cr6dit lyonnais
(France)r(iangcai Securities Co., Ltd. (Hunan)

\\ill \(luf \(\urilr('\ ioirlr(nlur(,( hin.r l lud oLr lrl.rn.rti,,rr.rl

Sr.urilic'(,).,11(1.(l','.rn..:.1.1",, l)l{(.:6;'! ).560rrrillirnr. ll/(ll.

Goldman Sachs & Co. {US}/Huarong Asset Management Co.

(Beiiing )

5.1 tll) ri nl\rrllur.,l(orrrshrnql\\(lILrnirgrnr.nl(r).,1r)(lr\lr'\((rl
rrorrptrl,rlrrrirrt l,r,rnr. L )/(li.

ING lnvestment Management. a unit ol ING Groep NV {the
Netherlands)/China Merchants Securities Co., Ltd.

(cuangdongl, China Power tinance Co., Ltd. (Beiiing), China

Huaneng [inance Co., Ltd. {Shandoflg), afld C0SC0 tinance. Ltd.

{Beiiing)
\\ 1ll \rl Lrl rrulUJllun(li,)rnl\(]rlur(.(-hin.r )lcrah.rnl\ t[rlurl l'Lrr)(l

lLrnrsrrrl.l)l ( ,'., rn \h.rr/h.rr (th( \.lhcrhrds:.10'!' I'll(::(1",,)
5ll.lnrllron ll/l)l

Morgan Stanley (US)/Huarong Asset Management Co, (Beiiirg)
\(l Llf ioiIl r( rllu(, I ir\l tlrlr!l {s\al trinnnLarrrcnl ('o.,l,r disl(x. ,)l

rr(,rlf(rt)rrrliru lo.trr\. l.l/l)1.

United overseas Bank (Singapore)/Shenzher Capital Group Co..

Ltd. {Guangdong)
\rl uf oll\hr)r( lun(1, L OIJ \rnlurr (Sh(nzhen) Lt(1., in i\l.ruriliLrs to

ririsc rrrorro li'r'trihnoL)q! lrr)irrt\ in ( hinl. ll/(ll.

OTHER

China Merchants Bsnk (Guangdong)

'\llntr.J li, \Ll Lrf.r \(\1 \i,rL ( rl\ rclrc\cnl.rti\'. olli.(. 1l/(ll

National Bank ol labor (Ialy)/B0C

\ir"tnr(l r (rr,fu.rtion .ur((nrcnl li)r lhc crt(nsion 1)l .r.(lil \.n i\ r\
,rnrl JIr .rdr rsorr ,rrr,l rniJrnrrtioD purpos.s. ll/(ll.

Bausparkasse Schwaebisch Hall AG (Gemany)/CCB

l\irrr .rpprr'.rl lrrr \.n'rrrrs lrrrrk joinl !.nlure. Sino (irrrrr,lrr lIrLlsirrll

S.Nirfs ll.llrk ( (,. I l(1.. u lrih rvrllL,lcn in Iilnrin lhis hJr.
((i.nr.tIl\ rl I ()',, l'lt( :7i | ,,). l l/(ll.

Fortis V(Belgium)/HaitongSecurities(Shanghai)
\\i)n .rffn,\.ll I,r lun(l orrnrg.nr.nt ioint \'('ntur(. (lJlrlgirrnr:.1.1'1,-

Irlt(l:6;'!,1. S ll.l rr]rllion. ll/01.

Semiconductor Manulacturing lnternEtional Corp. (Beiiing)

\\'ill tnn iJc lllpid.r Ilcnxrr\ In..,.r irlinl rLnlur( hcl\i.or N l:(. (irrf
.rn(l llil.r.hi l.ld. of lrlLrr. \\ ilh 10,{)00 1)liAl\l (hil)\. 01/0.1.

INVESTMENTS IN CHINA

lnlineon Technologies (Germany)/Semiconductor

Manuracturinq lnternalional Corp. (Beiiing)

\\'rl l()rI t,,Lnlr.nlur( to fro(lu(r l)l{.\Il .hif\. llrl)l

LG Electronics Inc. (South Xorea)Aongqing Group (Tianiin)

\\'illc\|Jn(l itt hrnn.rfIlirnr( ir)rot rrrrturr,l(, l,l{.ln'rri.\
I li.rrlin) N Ill..:lri..\plli.rnt,:s(ir..tllhLrrltl ll.rnl\ l()mik.j.rir
iorrdrtiorr,:rs und motors. S.l00 nrillrrn ll/l)l

Mitsui & co., [rd. (Japan)/SvA Group Co. Ltd. {Shanghai)
\\ ill lirnrr a sil.s joint y.nlurc, \\:{ lr,r(linS (r). I ltl., to lirius on

lxlLri.lcrrstrldisphl panclsrnd l\'\.(l.rlin:.ll)"tr-l)l(l:6(l'{,).$l(1
11illi,,n ll/01

NCsoll Corp. {South KoreaySlNA (Beiiing)

Will li)rnr ir)int !cnture lr) ollrrirl. .rrl(l nr.rrlill I intitqe,.ttt on linc

Srnr(, ir (lhinr. ll/01.

CHINA'S EXPORTS

Chicago Bridge & lron Co. NV (the Netherlands)
\\rrr (lr'ii.lI rn(l (oIstrLr.lr() .r)rrtr.l.l li,r Shxngh.ri Ith)'l( n. ( rx(k(r
( ,'nrllc\ l\l ( ( o) \1or.r,-r lJ.ilil\: S ll)rnilliorr. I l/{ll.
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Con3umoi Goodg

OTHER

Elcctronics and Computor Softwrle

Ch.mlcalr, Petroch.mical3.
and Rolrt.d Equipmrnt

CHINA'S IM PO RTS



China Besources Brewa.aes, a ioinl venture ol SAEMiller plc
(UX)and China Resources Enterprise (Hong Kong)

\\'ill fur.hls. k'nr.linrn! l{)r',, n.rlr iI lhrr. \hln\'.rrr! hre\eri.\ l()

rrisr ,j\rncrshrp to 10(1", SIS nrillxrn I l/l,l

OTHER

Leprino Foods Co., Ltd. {US)
IU.i\.J afTrolrl lo l)ujlJ.r .hr.s( l)n\lu(li{nr (nterl)ri:,e in
shijixrhuing, llctr.i. I l/01.

Valmet-Xian Paper Machinery Co. Ltd., a ioint venture ol Metso
Corp. (tinland)

\l ill nl|Tlr l)on{gurD Jirn llLr llrl)cr (rr. I ld. ol (iuirnrrlrrrr rr ith r
nrr(hinc lirr thc pnxluition ol'(o.it!(i whitc linc(l .hi|br,.rrd. S3l

nrilli0n. ll/l)1.

INVESTMENTS IN CH INA

FACB lndustries lnc. (Malaysia)/Tianiin Pipe Corp,

\\'ill lirrnr .r i|int \ cnlur( k, rrl.lnulr,lrrrr \l.rirrl.\\ \lr(l llil.\ .lrlcl

littingr. (ttul.rr \irxn)' ,, lrl{( :.11)r, ) n l I rrrllir)rr. I li l).1.

Varian Medical Systens,lnc. (US), Toshiba Medical Co., Sanko
Medical Co. (Japan)

\rcn(d r ar'ol,.r.tli\.,Ur..nrrrl 1,, ()l\'r.rt.,rrr \ r,ry tLrl'. 'irliic
((nl.r irl Il.rtin{. ll/l)l

Bioneer Corp. (South l(oreal
Sulllir'J hi(n(ch .qu+r[r.0] i[)d tcsl drug\ lo (;rnsu lgriculturrl
Urirersil\: S5(I),0(X). I I /{)1.

CHINA'S IM PO RTS

INVESTMENTS IN CHINA

tututech Bhd (Malaysia)/DNP Engineering Co., l-td.

\\ ill li,r'rr ilint IL ntul\ r0 prrrlu,:c ourdo0r lighting pnrrluet'.
(tr1rl.r!si.r:71)", l'li{l:l(1",,) S18.1,000.01/{).1.

Tensa. lnternational Ltd. (UK)/Kaile New Material Science &
Technology Co. {Hubei)

\\illl,'fln iornl\(nlor(.lL li:.lt)",, Iilt(-::1r,,).Sll.inrillnln.l)1/l).1.

Gompagnie Saint-Gobain SA (France)/Xuzhou General lron and

Steel(Jiangsu)
\\'ill lirrnr ir)inl r( nlu rr l0 lroduie tl.'riblc tubts. (l:r.rn.c:;5'!,.

I'l{( :11'\,) ll/t)l

IVG Enterprises Ltd. (Canada)

Slil(l its r5,,,, sl.rkc lI its lllrs. Asi.r l,.r.ill. ( r)n(r(lt ioint Yr,rrtrrrc irr

ll.rise.(,uurI-ri (tlX).(X)(l I l/l).1.

OTHER

The t{athe.lands
Signrd:rgrttnrlnt with t.hinr tr) inrp()vr urhrn rnlironnrrnlll
inlrr\lruclurc in r\'(r\t.rn (.hini.5l{.7 million. ll/01.

INVESTMENTS IN CHINA

Want Want Holdings [td. (Singapore)/Beiiing Huachen Food Co

\\'ill lofir,rrrl \(nlIll, li itirrg IlingrrLrnt lorrls I ttl.
(sirilrfor(:;i(,", l'li( :.ll 1,,,) Sl.snrilli(,n.01/r.1.

INVESTMENTS IN CHINA

Atcan Mining Corp. {Canada)
\\ ill r.quirc 85('n stnkc li()m Sino (;old Lld. ol r\uslrrlir in Qin8hxi
t)r.haidirn iUinins (:r). S5.b m illio n. 0 l /l ).1.

Engelhard Corp. {US}
llouqhl il .onlrnllinB \tiIr irr sl.rlr os nrll,\nfinq (.mlin (iJ. in

Shrn)ii. S Il nrillrr)r. ll/01.

lvanhoe Mines Ltd.. Pacific Minerals lnc. (Canada)/Yunnan

Provincial Bureau ol Geological and Minersls Exploration
\\ rll tirrm coppcr explor.rlion tr)int \'(nlurL\, \irrn.rn \inzhlo (irp,cr

Ilincrirl (ii., l.ld.,rnrl YLrnnrn \indirn ( r,||cr trlincrxls (i)., l.td.5l I

nrillron. ll/01.

Mitsui and Co. Ltd. {JapanyShanghai Baosteel Group Corp
\(l ulslc(l(lislribulir) ollrl \(1rttlre.\h.lluh.ri ll.x, l\lil.
{lxfirn:.li',,.1'li(l:{ri'!,) ll/l)l

Engin.ering and Conltruction

Machinery and Machine Tool!

Medical Equipmont and Devices
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OTHER

Agilent Technologies lnc. {US)
(D.nrd l{il(nl ( hinr ( onrnrLrnititurn 'lcehnoloqv & l\odu,:t
I)tr(IrIrIcnl ( (nlrr in ll.iiing. ll/t)1.

BEA SystBms lnc. (US)

\\'rll \.r ul .Ir li,{lr L t llrt'r rn ( hrr).r. | .''r r:.

l8M Corp. {US)Zheiiang Unive.sity lnnovation Technology
Siln.(l r!r(.nrrnt to (rllorr I l .4Jlli,:Jti(n irnd \rrri.r nrirrkrl. l:/01.

LG Electlonics lnc. (South Korea)
Stl up rr:seirrih lrrrl rldc[)lnrr.r]t.lJnler in U.ijin8. ll/01.

Mstsushita Elect,ic lndustrial Co, {Japan)
l|ill rrrovr il\'l'\' l)r(xlu(li(nr L)J5( hnn 0sikr lr) lirr:rn. ShJrr(lorrg. ll/01.

PalmSource lnc. (US), Group Sense (lnternational) Ltd.
(Hong Xong)/Legend Group (Beiiing)

Siqnc(l l.rn\in{ rgr.cnranr. I l/01.

Tengtu lnternational Corp. (Ganada)

sirr((l .rn n{rc(nr(nl tr, !iIt I rgcntl .r di:c0Lrnted lk!n\e l(. ()rr

rcrl.rin ((hr..rlirrul \,'lt\rrrc rn c\.h.lng.lirr it\ r. irrslrlhti,nr on

scrvlrs v,lLl ir thc,:Juiltirn nurkct. Il/(ll.

CHINA'S IM PO RTS

Metals, Maneral3, and Minlng

Environm.ntal Technology and Equipmcnt

OTHER

Food and Food Proce3.ing



CHINA'S IM PO RTS

Hyundii Hsavy (South Korea)
\\hn.rnrtrdar lrnn A{lT'(X;, ajoinr venturr' of (-N(XX., (-hr'vron

(hcr\c!s ltlrolcum, lc\aco (-hina B\1iDd oprrimrs (;()uf,li]r

ar'rslruction of ollr\hore rrude oil exlrnctim. rclinins, ind slorirrc

li(ililI $l 60 nrillion. 0l/0,1.

Stone & Webster, lnc., a subsidiary oI The Shaw Group lnc. (US)

l\l)I rolllrl.t lrnn ( N(x)(. and Shcll l)ctrrr,:hcnrii.rl\ ( o. I l(1.,.r lll il
o1 ltov.rl l)uteh/Shrll t iroLlf ol the NclherlJr(ls.lo aonstrLral ,ur

( r h!lrl. Il.rrrl iI] llLri/hou. (;urngdong, \\'ith J( i(: (.{,rl). (ll/{).\

Stewan & Stevenson lnc. (US)

\\'illsupflt lhrcc \cts oi liacturinr equilrrnrnt to {.h ini i)rlrohLrnr &

leluil1nrcnt t ory., undcr (lN P(., ti)r oil6clJ\ in Qinghli, \iihurn.:rnd
\inii:rD{. $l I millillD. 1ll{)1.

JGC Corp. (Japon)

\\hn.ontra.l liom CNOOC and Shell Pctrochemi.als Co. Ltd. t(rr
(onslru(lion of clhvlcne plant in Huizhou, (iurngdong.5500 million

I l/01.

Technip-Coflexip (trance), chiyoda corp., Mitsubishi corp.

{Japan)
\\irr.rnrrrr(r lionr ( \()(X nd Shdl IJrtro.h.rrri..rls (i). I l(1.,.r lrnil

r)l Itorxl l)ut(h/sh.ll Group of thc Ncthcrh nils, lirr cngincerin$,

lri,rLrrcnrcrrl..urrl conslrualion ol frtarJChcrniairl aornIlrx i

Ilirirhor, (iurn!(l(nrB. I l/01.

INVESTMENTS IN CHINA

Xinao Gas Holdin0s Ltd. (Hong Kong)/Shiiiazhuang Gas Group

Ltd. (Hebei)

I I' n.d .r i{)iIl \.Ilu r( t,,,l,cr.rlc.r gx\ (li'lrilnrri(nr r1(lxork rn

\hiii.r/hu.rnS. ll.hri. l ll(,rr! (rnrs:;l)"a 1'l(( :-10",,) sl i T nriilrrrn (lli(l t

General Electric Power Systems (USyShenyang Blower Works

{[iaoning)
\\'ill irrnr J i(,int rcnlur.lrr pro\,ide nrrinlcnrntt r,luipnrlnt .rn,l

'crrrecr Irr,ril.tntl g.rsrquilncnl.(tSr;5r\, l'R( :15",,).Sl l.t

nillion. 1l/(ll

China Gas Holdings Ltd. (Hong Kong)
\\'ill iny(\l in (.h i r (.ily (;irs (instru.lion lnv.strncnl ( o. I ((1. ol

IIcnun. $5..15 nrillion. Il/01.

CHINA'S INVESTMENTS A B ROAO

Xinhus tinoncial Notwork ttd. (Beiiing)

Signcd xn n{rrrrr)cnt t) riquirt,{sirn linancial ne\{s opcrations (ri

Atcn.c I:r.u(c- Itc\se. I l/01.

INVESTMENTS IN CHINA

Vivendi Universal (US)/Shanghai Waigaoqiao Group Co.,

Shanghai Jiniiang Holdings Co. Ltd.

\\'ill l(, r .Ir]u\.Ir(rll l.tlli ioinl r(rllur!, sh.rnghiti Liri\irsll Sludi,rs

I h, nr. 1'j.!rl lli (ll

PR Newswire Association LIC (UK)/Xinhua Financial Network
(Beiiins)

\\'ilL \( l uf toirll !.rrlur., \irrllu.r l'll Nrwsl\ ir., r .(n'foril. tinrn(irl
inli)flr.rlr)o \(f\ i.(.rirn( (1 .rl \\t\l.r n .rLr(li(na!\.5.1 rrrillron. I l/l)1.

OTHER

CDMI Productions lnc. {US}/China Film Group Co$.(Beiiing)
Sign.rl l.tt(r,,1 int(nl li)r.rrr cnlcrl.rinnrenl cquipment r(ntrl ioinl

\'.nlurc in llLiiiIS.l)l/{r l

Heidrick & Struggles lnlernational lnc. (US)/Beiiing teading
Human Resources Consulting Co.

I ornr.rl hL.r.lhurrring roinr rurrur(. ll/(rl.

Newsweek lnc. (US)/Sinoworld CNW Publishing, a subsidiary

ol Venex Group (Hong Kong)

\!ill lirunclr.r ( hincsc l.rnluugr' r'rlrtiorr on thc rrrinhnd unrl in

Ilong Kong. lJ/{)).

Star Group, a unit ol News Corp Ltd. (AustraliaVHunan Badio,

Film, & Television Group

\\ ill li,nr .rlli.rr, ( l{,r frr,trrnrrnirrr.rnJ tinin.inq. ll/{)1.

RTKL Associates lnc. (USl/Beiiing lnstitute ol Architectu.al
0esign and Research

\\on tlcsign torrl,ctitiorr .rnLl hroh grounJ lirr the {.hincr( IIu\.unr
0l lilnr Ir Il(iiinS. ll/(ll.

World Bank
(.(rrlrihulcd Sl I million toeonrnrcruirl lirrcstrl' projcct in Shlndong.

Sll nrillion.ll/l)1.

Lianhe Zaohao, owrcd by Singapore Press Holdings
(Singapore)

SiSf(d xsrrcnr(rl1 lr) |rr)virlt ncws to thc Shrnghni cdiliorr ol Orrl,r)
.\rrrori, rrlt ncrl bi- \rnhuir Nc$\ ,\gcrr.i- (n IlciiinS. I l/01.

Ethypharm (trance)/Conba Pharmaceuticals Group Co. Ltd.
(2heiiang)

\\'ill li)rnr joinr y.ntur.. lllngzhrru !thvpharm'(,inrhn (-hi0.\r

Ilc i.iDcs R&l) (l(nt(r ( r). [-td., to dcrrloP nc\{ (.hinrsc nlcdi.inrs
S l.l nrillion. ll/01.

Stora Enso oyi (tinland)

\\'ill nro\'c its Asir-l).r(ilic hc;rdquancrs lronr Singapore to Shanghai

l]l)].

Packaging, Pulp, and Paper
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Miscellanaoui P.troleum, rtlatural G.3,
.nd B.l.ted Equipmont

Husky 0il China [td. (Canada)/CN00C

\rln.J ,rSr.cnr(nl trn oil r\ll(ntli,nr irr \oulh ( hin.r \.J ll/(rl.

Pharmaceuticalg

OTHEFI

INVESTMENTS IN CH INA
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OIHER
AstraZeneca plc (Ul()

Sct uf its l:lr\l Asix .lini.al rcscrrch ccntcr in Shrnghri. I l/01

Samsunq Hoavy lndustries (Sou(h Korea)
i\'ill plor itlt lir t, ,:orrt.rrr(r \r\\cl\ to ( hin.r Shifpin! 1.()nl.rinu l.ins,
lhnrUqlr \rr\l).Ir lnl.fir.llit)n.rl ol ( .rrr.l(L1. ]l/01.

Xeppel Logistics Foshan, a ioint venture between Keppel T&T
(Singapore) and Sinotrans Guangdong Co.

ItttLn..l thr \(in.\'e\\(l oNr.lling (.r,mnron ( rrricr li..n\. to !|.rJ
Lrl rt|.r.rliilr\ ll/(ll

0y Nokia AB {Sweden}
\\i)r) r'onlrl.l li,r(rfilosi(nr oa(;xDsu Ini.onr\ t;SIl 0rltrorl l]/01

Nonol l{Btworks (Canada}

\\'or1 .olrr!.1 lionr (lhina Lni.om li)r rrpinsi(nr ol (-l)llA .rnJ (;Si\l

n(lwr)rk\. 565 million. l:/{)1.

Urity Wirsless Corp. {Cansda}
\\'or (ontrr!t rl, pnN ide Z'l E tirrp. ol (iuargdong rvith porvcr

.rnrplilicrs lirr usc in thcirCDiUA n.lr!ork. ll/0:.

INVESTMENTS IN CHINA

0ualcomm lnc. (US)/China Unicom
Will l(n'rD ir)inl trnlurr l(,1)rornolr Ilirllry ldrnlirr)( l:rl\ in)nrr(nl liI
\\'ir(lis\ ( ll l{ l:\\' ) l(.hn(Jl()g\. ll/01.

Alcatol SA {trarce)
\lr1 ul) rcsciirch ccnlcr in Shanghii. Il/{)l

(orea Association ol lnromation & Technology, a subsidiary ot
Xorea's Ministry ol lnlormalion and Comnunicationr(inhua
tinancial Network (Beiiing)

\ign((l rn \l0t lor h(ttrr a(x)l,.r.rtron rnxi,t{ | | rD(l

l.l..,,nrnun1..rlmn\ lirnr' in hrith (,untrit'. ll/01.

OTHER

INVESTMENTS IN CHINA

Evercel lnc. (US)

\tili il.qLrirc (h( r(nr.lini S 1,).5"i, \t,rlic in ils joint vanturc.,\ilnrcn
'lhrcc( ire[: l1l{(] lJxll(rl ( r)rl.rn fLrjixrr.0l/0-}.

Korea Electric Power Co. (South l(orea)
5i$Ilr(l ll(lL \ilh l uo\.rrs5hcnt'hen!.1'r'ucr(]).ol l1.n.rn l,)bUrl(l

l\olh(fin.rl l)o1\(r fl.rrl\.(\r)Lllh Lrrrc.r:i1",, pR(.:{9r\') ll I :
nrillion. o 1/0.1.

Steel lndustrials Kerala Ltd.llndia)/Hunan Chenzhou Electric
lnternational Development Co.p.

\t ,r,.r, .\lr'l t,,.,"rrr.rt'rrl,..,, rrr.rrr.rl.r(ll .ll!.,,i t 'dj .tr,

(ln(li,r:.10'!, l'l{( :(I,,) (ll/l)1.

Enron (lJS)

Will s.ll ils shrri: in I:nron lnlcrnntionnl (lh.ngdu P(nlcr [-td., i loint
vcnturc wilh SichLDn lllcctric Poilcr (b., to l-in t-ang (l()Lrp oi
Ilrijing. ll/01.

OTHER

CHINA'S IMPORTS

Telelonaktiobolag0t LM Ericsson (Sweden)

\\'illsul)llt rn rddill(,ndl 515 nrillt( in (ll)itlAll)00 I\ (qurfnr.nl

il0d s( rriacs t(, (.hinr liri.om undcr cxisting.onlra(t.0l/0-1.

Cisco Systems, lnc. (US)

l\tn.ontrl.l lo |r(\'id( ( hinn liti.om \rilh packcl .tlrorking
rquipnrrDl, \\'l r\N nulcrs,1.,\l- cxrh.rnges and fire*alls. ll/01.

AB Volvo (Sweden)

\\'ill pror irlu nrorc thln .2,0(l{) ncrl hu:.(]' lo ShflrShli Sun\\ in l}u\ (.{)

lo nro(l( flri/c ils llcct lirr thc ll)10 l:\|o. $ 169 nrillion. ll/(ll.

INVESTMENTS IN CHINA

Carlson Wagonlit Travel {USychina Air Service Ltd., a unit ol
ChinE Spon lndustry Co. (Shanshai)

\\'ill l,,nr .r ltiLrri\rf i,)int \cnlur(.(hin.r lr,r\(l Il l.rgdrdrl \(r\r.(
Ir(l olloi

Avis Europe plc, a unit of Avis (uSyShaflghai Automotive

lnduslry Sales Corp.

\{rll li)rnr x (.rr rlrnlxlioinl vcnlur(', r\njr (.xr l(.ItJl N I e.rslng (ir.,

Ll ..lo srl up rnrn'c thill) 7{).ilr rcnlal r)ullcl\ larr)\s { lhin.r. (lr5:!l)"f

l'l{(.:501',,). $66 nrillion. l2/01.

Embraer {Erazil)/Harbin Aircralt lndustry (Group) Co. Ltd. and

Halei Aviation lndustry Co. Ltd. (Heilongiiang), units ol China

Aviation lndustry Corp. ll
\\ ill Irnr roirl \LntLrr( t(r prorlurc rcgionul irts \li,rrillioll ll/(ll

Gammon Skanska Co. Ltd. (Sweden)/Beiiing Zhuzong Group Corp

Iorrrr.'ri lLrnntl eonstrutlir,I r,,inl \.nl ur ( to lri!l l,,r .oI\trLrr I i,,rr ol

ln iiing 'rrl,r.n lif(\'l.rnJ 10.!;..)nlil[,I l]/r)l

CHINA'S IMPORTS

Telocommunicationg

Traniportation
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Portr and Shipping

INVESTMENTS IN CHINA

Cosco Pacific Ltd. {Hong Kong}
h'ill llurrlrrs. r 17.5|o stJkr in Shrkoo (.orrtrintr li:nninirls Ltrl.lionr
(.hinr o(.xn ShifIinS ol Sh.n/h(Ir S 19.9 nrilli(xr. 1 1/01.

OTHER

CHINA'S IMPORTS

Powar Genaratlon Equipment

ET-China (Hong Xongychina Southern Airlines (Guangdong)

\\illil,rnr.rn('li(k.tir)intycnturc,(hin.r\oLrth,:rnlt.hinr.,:r,nrlr
llLr\rnr\. ( o. I l{1. (llon$ Lons:19",, l'lt(:r1",,).S;l0.or)(l.ol/l)1.



[ar Eastsrn Air T]ansport Co.p. (Taiwan)

l{(..ircd rplrr\irl l'nnlr llcijint rnd lir\\rn $oy.rnnlcnts lo oftrilt
dir..l tlight\ (\\ ilh .r \tofortr rn lhn! Kons) l)ct\\'ccn Shanghiri rntl
'lrirr.rn rhrring thc I unrr \(rv'i'(.rr. ll/01.

Los Angeles World Airpon (US)/Beiiing Capatal Airport Group

5itntrl.rgrclnrcnt lo crplntl inlirrm.rtiort crih.rng. in rir tralhc xnd

rirtrorl i4,(rrti,nr'. I l/01.

Pran & Whitney, a subsidiary ol Uniled Technologies Coe.
(USyChina Aviation Supplies lmport & Export Group Corp.
(Heilongiiang)

(ll)cnrd th(rr" ]()i t ydlturlj. (.h iI.r ( u\trrn.jr 'li.iirring (-.nlrr in

lllriiinS, |,r nr.llnl(n.Ir(r .rrrtl tnginctring nr,rnrgcnr(nl tlrinin! lirr
()l.rilor\ r)l l)rrll & \\'hilnr! ( nqin( \. ll/l)1.

Governments ol Singapore and China
\isf!J ,llr \lol l. lurlh(r iorl,.r.rti0l1 in iitil. irtrolr. ll/{)1

General Motors Corp. {US)/Shanghai Automotive lndustry

{Group)Corp.

\\'ill Iurihlsr.rn irs\.nrirlv phrrt in Sh.rnrlong throuqh thcir joint

\cntur.. Sh.inShJi (;\1. I l/{)1.

Honda Motor Co. (JapanyGuangzhou Auto G.oup Corp.

(Guangdong), Dongfeng Motot Corp. (Hunan)

\\ ill tiirrri.\fin I (,ri.nl(J irr pIo(lu(liorr I'lJnl in (,urn(lhou

{ lirfrn:6i o l'l{{ rli' ,, ) \ 1'11 nrllron. I l/01

China Motor Corp. (Taiwan)/tuiian Auto lndustry {Group) Co.

,\|f(\ril l,) r\f.Ir(l 1)rotiLr,Ii,rrr lr, 
'L 

rl.rn' thnrLuh il\ toinl \,(nltrrc,

Srurhcrsr i\l)1,,r ( o. Ll(1. l/(ll.

OTHER

'China Regnum' map
first published by Cornelius de Jode

Limited edition copper engraved map,Iirsl puhlished in 1593.

Hand engraved, printed and hand colored map on hand made

art paper now issued as pa( of the Atlas Collectus series.

The same process as used in the 1500s. Approx. srze 44cm x

35cm. This is the rarest map ol China ever published. Famous

tor its circular layout and unusual decorative border showing
early European visions of China {wjndcarts,lish-catching cor-
morants, junks). Total edition is limited to 99 copies, of which
only 50 are being sold in China/HK. l\4akes an outstanding
decorative addition to the office or home and superb corpo-
rate gift to mark special events.

For funher inlormation and to order vrsit Web site:

http://lazarus.elte.hu/-zolt0r0k/Cartanweb/canart deiode.htm

Classif ied

Amaricsn lntsrnotional Group, Inc.

Asia Busingss Forum

Amway Corp.

Applics lnc.

Sakor & Daniels

8ak€r, Donslson, Bsarmsn & Csldwell

Baksr & McKenzis

Tho Bo6ing Co.

Carqill,lnc.

Cstsrpillor lnc.

Chins Shipping Nonh Amorica

Chubb Corp.

ConocoPhillips

c0sc0

Coud€rt Brothors

EmBrson

Environmsnt8l Markst Solutions, Inc.

Fsdo.al Exprsss Co.p.

Fluor Corp.

Ford Motor Co.

Freshfislds Bruclhaus 0Brinqor

Hill & Associatgs (AmBricasl lnc.

ITT lndustries, lnc.

Johnson & Johnson

Msersk SEalEnd

Meditorranoan Shipping Co.

Motorola lnc.

N6w Yorl LifE lntornational, lnc.

Psrkins Coie LLP

Portmsn Holdings

Scela Nonh America, lnc.

Ths Stowell Co.

World Economic Forum
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UPCOMING EVENTS

Hou ston
February
China Business 2002: Navigating (lhanges in China's Energy
and Powcr Scctors \VLrrkrlrop lirrtureri I).rtlick I)orvers of Ihc
LjS-(lhin.r llu:incss (]runcil, Nlitchcll Silk of Allcn ancl ()r'crr',
.rncl Xi.rolin liol Songhin Sv\tun\ lntcrn.ttionll (i)rp.

San Francisco
February
China Business 2002: Workshop covering the current busi-
ness climate, options for US 6rms in China, and marketing
and intellectual propertyprotectionstrategies FeatLlred
l)ltrick l\ru'crs, Karcn Srrllcr,.tnri Ann \\tcks of l hr' US
(lhin.r ltusincsr ( iruneil

Beijing
February
Meeting: Roundtable discussion on the state ofbusiness
affairs in China and on export control issues lieilturcd
Kennclh luslcr, LIS Llndcrsecrctary of (irnrmcrce for ExPort
Aclnrirristr.rtion

- e )
-D

Annua! Meeting
June 5.2003

Washington, DC

\Nashington

January
lssues l,uncheon: Business Guidance to the US
Governnrent on Integrated Federal Support Services in the
China Market lr(.rtrrre(l Icllic)- irlillcr, scrrirrr vicc presidcnt
lirr export linancc, ll\porl In)porl ltankl Lieuffie,v lacksoo,
rcgioo.tl r.lircctol lirr r\si.t antl .rssistlnl l() thc director, LTS

Iiadc.rrrri l)evcLrpnlcnl A8en.r'; K.lrcn Zco:,, LIS toreign
nnd (lornn'rcr(i.tl Scrvicc; lcri lcnscn-tr1oran. directrr,'Iradc
Pr{)nrolion ancl l'olier' (.rxrrLlin.rli()n li)r thc Ll dersecrelarl
,,1 llte lrtter rr.rtr,,rr.rl'lr,r,l( r\(lrr)rrri\lr.rri,rI

February
Forecast 2003 Reccption l'(.rlurc(l I S gorcrnorcnt oflicials
.lnd raprc\(ntJli\c\ lionr (lhina's crllb.rssr lo thr I nited StiLtcs

Forecast 2003 Ircltulctl r\mbassatl<rr ol thc Pcoplc's
lLcpublic ol (lhina ro rhc LIDitcd St.rtr's, H.[-. \'irng liechi

Council's Forecast 2OO3 Conference
Features PRC Ambassador

H.E. Yang Jiechi
The (louncil kicked

olf its annual Forecast

conference rvith u recep-
tion on the evening of
Fehruar'1' l2 that fea -

tured gucrits fronr thc
Ohinese embassy and
the US Sovernnrent.-l'he 

next da,v, the
conttrcnce bcgan with a

panel on political and
econonric change in
(lhina that featured

Council President Robert A. Kapp and [.vnrirn ]v{iller of thc
Minister Counselor lor Commercral Fi,r,rrcr Jnrtirutit'rr urrJ
Atfairs Dai Yunlou ot the PBC Embassy thc US Na\, l
at the Council's Forecast reception. 

l).stgraduatt, School
.rnd ll()bcrt Sultcr of

(;corgclolvr) Llnivcrsitr'. Stcphcn lh.rch of Ntrrgan Stanlel'antl
( l.rrl.r tlills rrf I lills .\ ( ir. discusscd the lirt urc of Cltioa s ccono-
nrr'. I).tlritk Norton ol () \lrlvctrv & i\lve'rs l.l.l'and llric
,\ltbaeh ol thc ['S Stntc I)cpnrtn]ent spokr on trirdc stritcgies.
I)urinE lunth, I L I:. \an6 licchi, Anrbass,rdor of thc People's
licpLrblie ol (ihina to thc ['nitcd Stntcs, gnvc tht'kt'1'notc
.rddrcss rrn US-(-hin.r rchtiorrs,rncl (lhina's vi*r'of curr't,nt
globrl crcnts.

'l'hc llirrnoon prncl li:curctl on (lhina's business clinratc.
l).ttrick I)r:rvcrs, tlrt' (iruncil':' tlircctrrr of (ihina Operations,
prrx idcr.l a gcncrll ovcrviov ol whlt t() expcct in 200-1. i\llcn
.rntl Ovcrv's i\litchcll Silk disctrssctl o1,por1un111c. rnd.h.1
lengcs in (ihinl's cncrgv sector, lirllorved b), [)avid Wellcr of thc
Oflice ol thc LJS 'lr-rrdc l{cprcscntativc rvho spoke aboul open
inqs in the sclvicc scctr:r in (,lrina. Alier the last plntl, member
.onlprny rcp|cscnlitives rDct wilh (i)uncil staflirs for tailorcd,
iudividrral slralcgv scssions.

Deputy Secretary of Commerce
Samuel W. Bodman addresses
guests at the Council s Forecast
reception.
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220 leading US companies belong to
the US-China Business Gouncil.

-Shouldn't 
you?

i tr.rrr" trl thc hryest, rr:rrst suecrsstirl L.lS conrpirnics in China-inclurling, i5 ol thc top l(X) ctttnpanies itr thc

lUl ,rrr,un. 5rt0 ' lh,,r'" .1i..,,r'c rcd that 'l hc tlS (.h ina llusincss (-ormcil rivcs thcnr:rcccss to r,.tluablc intirrtrittiort,

anal;-sis antl pcrspectivcs thirl thcy sinrply can't gct clsovhcre. Thc p()rl('rlirl voic('of the LIS-( lhina llusincss (iruncil has

prrovctl trniquely cfli'ctivc in Wirshingiton on (llrinir policy issucs alfccting our nrenttrcr conrpirtrics'intcrcsts.

Frorn Ouick Operational Solutions
to lntegrated China Strategies

l hc L'S ( lhina Busines\ (.()or(il h.rs hccn 1,rrx i,.iing .r l,rol.l
rrngc ol lirst-h.tnd, in ct'pth inlirrnt,rtion t() rncnrt)cr\ \incc l9;.1

O Oorrsrrlting Services. Wc plovitic tinrely, accuralc irtswcrs kr
rur!,cnt qu!'\lions aod pcrlbrnt rapid-rcsponse rcscirrclt inlrr
any (ihina husiness issuc.

O Publications. .1llt' Li rirrrr /ir/Jrrrrs l{.r'i('r'has slo(xl ()ut .rr thc
\!orld s tirran()st nlagr,,inc (nl (.hinir tr.lde and investnrcnl li,r'
rlnr()st -10 \eiirs. Ilerrrbcrs also rcccivc our warkh'c-nc\v\lettcr,
Ohim |vl*kct httt'lligt'rrr', anrl in clc;,th repe115111 1111,"1r'

issrrcs that alLct their lrusincssr:s.

O Mcmbcrs-only Web Site. YoLill hirvc rral-tinrc, onlinc ueccss

k) lhc ( i)uncil, its publications. arcl a wealth ol dctailccl inlirr-
nration.

O Off-the-Rccord Briefings, l)iscuss policl' changts .rncl thcir
inrplications with crl,crls.rnd high govcrnrrent otlici.rlr,,rntl
suirp insights rtith ereculivcs who knorr'first hand rhc ins an.l
outs ol cloing br,rsint'ss in (lhina.

O Ckrse Working Relationships with (lhinese Counicrporls.
Iironr its \\'ashington horne office ancl lield oliiccs ir tlciiing
arrcl Shang,hai, the (iouncil can helP you navigat!' thc I'lt( l

hurcruclircy antl providc'hrnds-on hcll, tbr your opcrations
throughout China.

Support China Policies
That Help Build Business

In adclition, thc LrS-(,hina lJusin.ss (iruncil is a rcsPcttcd
loice in public B,lic) tjiscrrssiorrs, both in \\'lslrington anci

Ilcijing. ()Lrr lrission is to nraintain a t S |olio crl ironrrcnl that
suplorl\ \t.rl)lc, po\itivc rchtions r. ith ( lhin.r. In t.rct, at (lhina s

request, thc (i)un.il hls liequt'rrtly [,roliclccl opportunitics lirr L]S

busincss lcrrlers to nrcct with t(,f (-hincsc officials visiting the
Llnited Slites.

Contact Us Today About Membership
Please.ontr(t our Ilcmbt'rship irlrnagcr in \\'.rshington lirr nrrrrt'

inlirrmation or l ticc consultation on horv wc can hr-lp,vou rlc.tl

with operutions in (,hina and issrrcs io Witshington.

\,t\r I t \ \r

U
s
c
B
c o

www.uschina.org

THE US-CHINA BUSINESS COUNCIL
,. ,1' ";! i i: l'l € i,i .:..

W sIiN(iroN,l)C
Itl l8 N Slrcct. NW
Suir.:(x)
\llshington, I)C 100-16

l.lcf honc: ll)1..119.0.1.10

I.r\i lo:.775.1.1;6
D)cntbcrshin" us.hin.t.org

llHlf\(.
(ll II(lllLrilding, Suirc l0-01

I9 liirnguomcntv,r; I)aii.
tlri,inS Il)001).1, PR(i

li'l.th(|o(: ti6 l{)..'591.071;

f.ti: 8(\ll).6i1:.5tl5.1
inid(, u\.hirr.0rE..n

S AN(ittAt

,injiang Hotel

23l2West Building
59 Mao MinS Road

Shanghai 200020, PRC

Telephons 8621.6415.2579

Fax: 8621.6415.2584

info6\rs.hina.org.cn
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EDTToR Catherin6 Gelb

AasoclAfE EoTTOR Virgini6 A. Hulme

ASSIStANT EDITOFT Paula M- Miller

BUSINESS AND MAFIKETING MANAGER Kati16 Lee

ART DIFIECTION & PBODUCTION Jon Howard/JHOesign,

PUBLrcaTroNs AssrsraNT Naziha Hass6n

FE9EARCH AsslsTANT Robecca Karnak

l:i\:ll).1 69il-1725 I: nriril: uhrl(tsbcglohal.nct

Fax: :01-8lti-9660 [--nrail: rwinpub6iaol.com

This issue went to prcss during a busy and
uncertain-and wintry-time in washington, DC.
Thc US-China Business Council preparcd for and
held its annual, nearly twcday Forecast
conference, demanding the time and attcntion of
every memher of the Council staff. The US govern-
ment announced a heightened terror alert, to the
bemusement ofsome and the anxiety ofothe6
among the Washington-based staff of the
magazine.l'hen, a massive snowstorm dumped
more than two feet of snow on the Eastern
Seaboard. Several inchcs of rain soon followed,

f)espite these otrstacles, the staff of the
magazine and the Council pulled together and
contributed nrightily to getting this issue out the
door,l would like to take this opportunity to lhank
everyone involved.

In particular, I would like to thank Gong Xiao-
xia, who took on thc bulk ofthe substantial
Chinese-English and English-Chinese translations
required for this irisue. This was a bigger job than
we had anticipated, and I cannot thank her cnough
for her time and effort.'l'hanks are due to B<rb

Kapp as well, for lending his language expcrtise to
this effort, among countless other invaluable con-
tributions (not least ofwhich were suggesting the
theme of this anniversary issue and identirying
possible contributors).

I would also like to thank Eric Lam and Helen
Huang, of Insty-Prints in Bethesda, Maryland, who
handled rhe Chinese t),pesetting for us.
l)ennis Chen and Brian Goldstein, of the Council's
Bcijing office, helped with the Chinese editing and
proofreading, and Sandra Kauffman with English
proolreading, on extremely short noticc. (lt goes
without sayiDg that any remaining errors are the
responsibility of the C'BR staff.)

Finally, I would like lo lhank our designcrs,
(ireg Berger and espccially lon Howard, without
rvhom this redesigned issue would not havc bcen
possible.

l8ll{N St.,N\\' Suir(:l)0 l\ishinSton,l)(l.l(X)t6-l.l;0
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We?e China Shipping. Wilh more ports around lhe world and]more

connections within China. companies around the globe look tq us

lor reliable containerized transporl. relri0erated services, and ifrhnd
l

lransporlatron. We open the door t0 China. and Sive you the 

lorld.
For p€rsonal aneriion and protessional container service worltwide

connect with China Shipping. For inlormation and cargo boo4ngs.

call 888.868.4751. ]
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PARTNERSHIP IN PROGRESS
pi Caterpillar machines and €ngines are designed and built for

making progress possible around the world. With th€ same

commilmenl, we have invested in local joint ventures to

irt- !

produco world-class hydraulic excavators, vibratory compactors, engine product

machinery components and castings in China. Cat products help China build infrastructure

extract nalural resources, and provide power for many diflerent industries. A complete deal

network has be€n established to provide local support to Cat equipment users. As lhe world's

leading manulacturer of the industry, Calerpillar is proud lo be associated with China's groMh.

With our partners and custom€rs, we are committed to building our luture in China.
Itr

CAIEBPITTAR Gaterpillar (China) lnvestment Go., [t
Beijing: (010) 6588 1618 Shanghai:(021) 6219 2723 Hong Kong:(852) 2848 03
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