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SUMMARY 

The two-weeke UNIDO mission in May 1979 to the People»s Republic 

of China showed the following resulto: 

1. More than 70 participants from over ¿0 ¡sinistries and agencies, 

attended a 10-day Seminar on selected aspects of financing 

industrial plants.    Major subjects of this Seminar,    during 

which about half of the time was dedicated to questi on-and-answer 

sessions with hundred of specific items having been discussed. 

Topics for which participants showed create8 interest included: 

joint ventures (legal,    financial,    organizational aspects» 

regulations for foreign investment and for import of technology} 

patents,     licenses,    and know-how agreements;    buybaok,    parallel, 

and other compensation trade arrangements to pay for industrial 

plants and know-how;    financial planB and sources of credits. 

2. As a direct outcome of the Seminar,    some of the seminar leaders 

were asked to assist(during evening-meetings)  Governmental agencies 

in various specific deals including possible  joint ventures 

(petrol refinery,    instrument manufacturing)     as well as in some 

details of a law for foreign investment. 

3. As a consequence of the presentation on UNIDO^s work,    and of 

discussione with agencies outside the Seminar,    we put up 

jointly with our Chinese counterparts a list of 34 Technical Assistance 

projects of which about 16 were marked " priority projects".    Meanwhile 

(mid-June), this list has been largely confirmed by the Chinese 

authorities,    and supplemented by a few other proposals. 

i-_s*_ 



4.      The UNIDO mission had the following meetings with Government 

officials: 

Vice Minister Wei,    Ministry for Economic Co-operation 

with Foreign Countries 

Vice  Chairman Guo Ming,    National Planning Commission 

Vice Minister Chow Tjen Nan,    First Ministry for Machine 

Building Industry 

Mr.  Chan»,     Secretary Cenerai of Chinese Enterprire 

Management  Association 

Prof.  Quijan,    Director of Institute for World Rconomics, 

Mr. Wu Sheng,    Director of the Shanghai "Bureau"  for 

Machine Building and Electrical Industry. 

During all of these meetings,    the importance was stressed of 

managerial training,    of improving existing factories and of attracting 

foreign partners in order to get access to modern technology and 

management. 

*>•      The UNIDO Mission also had opportunities to visit machine tool 

factories  in Peking and Shanghai,    and the Industrial Exhibition 

in Shanghai.    It íB advisable that any mission prior to having 

official discussions with the Government  should seek such opportunities, 

with a view to get a first-hand impression of the problems and 

achievements of the existing industry. 
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1. 

Tn February 1979, a tan person delegation fro« the People's Republic 

of China participated the European Management Symposium held at Davos. 

This participation had been initiated by UHDO.    Following the Symposium, 

the executive Director and several senior UUDO officials held 

discassions with that mission and with the Chinese Bnbassy regarding 

assistance in selected areas to be extended to China by UNIDO.    ?he 

discussione were continued by «yself.    Considering the important plans 

of the P.R. of China regarding industrial investment,including foreign 

participation in such investments, we proposed holding a seminar on 

investment related matters in Peking.    The proposal was accepted by the 

Chinese authorities by their letter of April 4 (Annex l). 

After the preparatory work had been done, we proposed a detailed 

programa« for sucha seminar and selectedamission team comprising two 

UFIDO staff members and three outside experts (Annex 2). 

From our Chinese hosts we learned later       that UÏIDO was the 

first 01 ageaoy offering this type of assistance to China. 

2«    **— Schedala of the Mission 

Four mission members arrived in Peking on the evening of 3 Nay and 

departed from Canton on the evening of 17 Hay, thus staying for 14 

days "groas".    The fifth mission member (Dr. Aladjov) arrived on 11 Nay 

and left on 20 Nay.    The seminar on selected aspects of financing and 

promoting industriai investment projects lasted for nine full days. 

One additional day at the and of the seminar waa dedicated to buyback 

agreements.     He visited two machine tool factories in Peking and 

Shanghai respectively, as wall as the industrial exhibition in Shanghai, and 

this   took another 1$ days.    Discussions on technical assistance (and 

other subjects'?) with high ranking officials lasted for \± days.    Two days 

ware spent on travel and sightseeing (Oraat Hall, NLng Tomba, Imperial 
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Palace » Forbidden City, Sumner Palace).    Several evening •••tings were 

held on specific subjects (see below). 

Mr. Chen, Director of the Bureau of Foreign Affairs of the First 

Ministry of Machine Building Industry, welcomed our mission and regretted 

the "short time available for such an important  seminar - the first 

of its kind in China". 

A detailed report on mission scheduling is given in Annex 3. 

The social events included:    four official dinners given by the 

Ministry of Machine Building Industry,  the Vice Chairman of the National 

Planning Commission and the Vice Minister if the First Ministry, the 

Director of the Shanghai Bureau for Machine and Electric Industry,  and 

by UNIDO.    Each of these dinners was attended by 25 - 30 persons.    Me 

were also invited to attend a performance of the Peking Opera. 

3.    Organization of the Government 

Upon our request, the representative of the Ministry for Cc-operation 

with Foreign Countries gave an outline description of the organization of the 

Government of China with special regard tc the authorities dealing with 

the industrial  sector.    Details are    given       in Annex 4. 

Of the more than 30 ministries comprising the Government of the 

P.R.  of China,  at least  14 are concerned with industry.    Most  important 

for UNIDO's substantive work seems to be the Enterprise Management 

Association of China and several State Organizations, especially the 

Construction Committee, the National Science and Technology Commission 

and the Corporations for Importing Technology and for Importing Machines. 

Contacts between the Government and the UN organizations are the 

responsibility of the Ministry for Economic Cooperation with Foreign 

Countries (ECFC). 
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4.    The Industrial Sector in China 

Statistics on industrial production is scarce and so is other well 

founded information.    During the Davis Symposium,  Prof. Tibor Mende 

gave an outline of the investment plans of the People's Republic.    A 

summary of this outline plus supplementary information which was available 

in February  1979 (Becker-Boost  report)  is given in Annex 5.    Annex 6 

summarizes more recent  information  (May 1979)  on production and investment 

in the manufacturing sector in China.     The most  important conclusion is 

that whatever the annual  investment up to198^ - the end 

of the present Pive-Year Plan (ranging from  $30 billion to 

$150 billion or between $ 6 and $30 billion per year)  - there will be a 

considerable resource gap at least in foreign exchange.    There is 

contradictory information and opinions vary regarding the preparedness 

of the Chinese Government to enter into large  scale credit arrangements. 

In any case,  conventional credits may have to be  supplemented by two 

additional  sources - buy-back arrangements and compensation deals for 

financing of industrial  plants - and by foreign direct investment in 

industrial enterprises. 

The extent to which increased exports from Chinese manufacturing 

industries and from the primary sector will be able to contribute to the 

foreign exchange income,  cannot be estimated with reasonable accuracy. 

Prom the production of oil amounting to approximately 100 million tons per 

year, about 30 million tons are being exported at an estimated value of 

$ 3 billion per year.    The crude oil in China has a high paraffin 

content    and is therefore difficult to process.    We assume that cracking 

units and other plants to convert paraffinic into aromatic products might 

be an important sector for future investments with a view to producing 

petroleum products,guch as naphta,suitable for buy-back agreements.   Large 

reserves of coal and an estimated production of 600 million tons of coal 

per year indicate the increasing importance of the coal mining sector, 

which also offers opportunities for buy-back agreements for coal and coal 

products to pay for part of the imported mining equipmant.    The same may be 

true forthemining and processing    of minerals and ores »including 

aluminium production.    The light   Industries such as textiles and leather, 

handicrafts, certain metal working industries,  etc.,  already account for 

a large proportion of Chinane exports;  after the recent failure of the 
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trad* negotiations regarding textiles between China and the ETC as well 

as the USA, there is not much hope of a drastic increase in the exports 

of textiles except  for handicraft-type      textiles. 

From all our discussions, and judging by the questions asked 

during the  seminar,  it seen* clear that the Chinese Government attaches 

the greatest importance and priority to the modernization    of 

existing plants with a view to increasing their productivity.    Several 

of the Chinese officials stated that the management of the Chinese 

industry is,  in many casea/'economically backward"  and that the self-reliance 

must be supplemented    by    outside assistance.    Such assistance   should 

concentrate on three aspects: 

- improvement of technical,  economical and financial management 

- improvement of the quality of the products 

- increase of efficiency (output) per worker 

5.    The UNIDO Seminar 

Annex 7 gives the original programme (4th draft)  for the 

seminar called "Selected Aspects of Financing and Promoting Industrial 

Investment  Projects".    Sine e,for unforeseen reasons, Mr. Aladjov   arrived 

one week later and due to the fact that consecutive interpretation 

consumes about one third of the total time available, it was decided  to 

split/devidethe Seminar into two parallel groups.    The first group 

dealt with the financing and promoting of industrial  investments with 

special  reference to  joint venture agreements,  financial plan, planning? plans? 

investment  conditions,-tiie legalaspects of joint ventures and framework 

for foreign direct investment.     The lecturers for this group were Mr. 

Becker-Boost and Mr.  Hansen.    The second group concentrated on 

specific industrial co-operation agreements such as technology transfer, 

regulation of foreign technology, model contracts and real contracts 

for plant construction, technology transfer and export sales.    This 

group also dealt with compensation deals and buy-back agreements as a 

means to finance industrial plants.    Lecturers for this group: Mr. Aguilar, 

Dr.  Mohr and (from  11  May) Dr. Aladjov. 

Upon arrival we handed over to our Chinese hosts,   a  considerable 

amount of background material - Annex 8 which, however, could not be 

translated in time and therefore was not made available to the participants. 
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Por any future Seminar,  suitable background material muet be prepared 

in Chinese well in advance. 

The Seminar was attended by more than 70 participants from more 

than 20 Ministries and agencies.    Annex 9 lists the ministries and 

governmental agencies which were represented       at our seminar; 

participants were generally from the levels of section ohief up to 

Director   of Department. 

Annex 10 gives a summary of the highlights of our seminar as 

well as a selection of questions and answers. 

A questionnaire on the evaluation of the seminar by participants, 

a Baoiple of which is attached (Annex 11 ), was designed to allow an 

evaluation for reference when planning future seminars.    The summary of about 

50 written replies is as follows:    Contents:    56$ wanted more information, 

32$ felt it was appropriate,   12$ said it waj too general or too detailed 

or very good.    The duration of the Beminar:    about 50$ felt it was 

jma\ right,    45$ wished it    had   been longer.    The presentation 

was said to be very good by about 30$ of the participants, and 60$ felt 

it was adequate/satisfactory; 10$ said it was either too thorough or 

too superficial.    Results:    7556 of the participants said it would be of 

general use, with about 20$ commenting that it was very useful.    Almost 

all        the participants agreed that the results were applicable to 

their day-to-day work. 

When considering this evaluation, one has to bear in mind that the 

two groups had different contents and different presentations although 

the lecturers sometimes switched from one group to the other, depending 

on the subject.    In future Seminars, we could be more selective, 

regarding the subjects as well as the participants. 

6.    Special Meetings and Visits 

(a)    Plant Visits 

Detailed reports are given on the visits to the Machine Tool 

Factory No.  2,  Peking (Annex 12) and the Machine Tool Factory,  Shanghai 

(Annex 13) as well as the Industrial Exhibition in Shanghai  (Annex 14). 

* 
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We believe that any mission whose members had no  previous 

"feeling"  for the level  and capability of Chinese industry,  should - 

if a viBit to the Canton Pair is not  possible - visit the Shanghai 

Industrial Exhibition,   plus one or two factories in that area, 

to proceeding to "theoretical"  discussions in Peking. 

(b) Technical  Assistance and UMIDO's role in the industrialization 
of the developing countries 

On 4 May (afternoon),    we presented to the 

roughly    70        seminar participants,        a summary of UNIDO activities 

and the possibilities  for technical  assistance.    Annex  1^>    describes 

this subject in detail,  including a list of 34 Technical Assistance 

projects which were developed during the Seminar   or brought to our 

attention at a special meeting on the morning of 14 May. 

The relations with other UN organizations and specialized agencies 

(UNCTAD,  PAO,  ILO, ECA etc., World Bank Group,   IDCAS and others) were 

also briefly described,  as    was        UNIDO«s organizational structure and 

its relation    to    UNDP. 

Special emphasis was laid on the system of consultations and the 

results achieved so far; the subject of our Seminar - industrial 

financing will  al BO be one of the subjects of a future Consultation 

Meeting. 

(c) Meeting at Institute of World Economice (IWE) with 
T;rof. Qui.jan. Mr.  Luo and Assistants (9 May p.m.) 

We visited our friends from the Davos delegation;   the IWE is one 

of the Institutes of the Academy for Social Science of the P.R. of 

China which is a high level institution under the State Council. 

Regards and thanks were expressed to Dr. Khane and Mr.   Fahlstrom and 

to Prof.  Schwab.    The welcome given by both Prof. Qui jan and Luo was 

very warm. The discussion centered around possible co-operation 

between UNIDO and the recently created Enterprise Management Association 

of China (BMA)  of which the IWE seems to be a charter member,  also 

providing its Executing Secretary (Mr.  Luo). 

We discus; ed the topics for a meeting  proposed by Prof. Qui jan, with 

the C-vr.ii   :      retary of FMA,  Mr.  Chang.       ,\r\y    lactinical 
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Assistance, especially in the field of management,should include requests 
from the EMA. 

(d)    Chinese National Enterprise Association for Management  (EMA) 

We discussed,  at a special night meeting on 9 May with Mr.  Chang, 

Secretary General  of EMA and a Vice Director of the National Economic 

Commission,  Mr.   Luo, Executive Secretary of EMA,  and two other members 

as well as the  four "core"  members of the UNIDO mission, the possibilities 

and framework  for future co-operation.     We believe that EMA may become 

the most direct  and probably the most efficient channel for UNIDO in the  field 

of training industrial manpower and Prof.  Schwab (European Management 

Forum) who visited EMA in April,  gained the impression that  this 

organization offers direct  contacts with plant managers. 

The quantification of the proposals  for training «hould be made 

by EMA.     EMA requests should be channelled to UNIDO via the  Ministry for 

Economic Co-operation , but EMA would prefer to communicate directly with 

the  respective UNIDO Divisions/Sections. 

Regarding the financing of these activities, it was mentioned that 

the EMA has funds made available by the National Economic Commission; 

UNIDO's assistance in foreign financing would be highly appreciated. 

(e)    Meeting with Vice Minister Wei (Ministry for ECPC) 

The full mission met on the afternoon of Monday,  14 May for about  l£ hours 

with Vice Minister Wei.    He  stated that the present  Seminar which he 

considered to be/to have been a very successful one, was the first 

example of, he hoped, long"-lasting co-operation between China and UNIDO. 

UNIDO should soon come back and hold similar seminars.    He  then 

commented on some  specific  items: 

- China is  studying the foreign investment  regulations of many 

countries,   to prepare for the issuing of a Chinese law on  foreign 

investment with equality and mutual benefit as its basic principle. 

He said our seminar has been of great assistante in  this field; 

- More  experts  should come to China,   including r-rr.e   from ctrer 

'JN  orv-T.ni? . tionc ; 

-^- 
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- Out of the "15 items list" ae prescribed by us in the first 

meeting (Annex 15).  he considered 5 items as feasible and 

important  for our co-operation:    technical  assistance to 

factories through training,  technology transfer,   foreign 

investment law and regulations,  experts to improve existing 

industries. 

- UKIDO should send technical experts to bring technology to 

an    advanced stage;  as an example,  the  Vice Minister mentioned 

spare parts which wear out too quickly in China. 

- China,being a"socialist developing country"  will  continue to 

assist other developing countries.     Its assistance will  include 

contributions to UNIDO/UNIDF. 

The mission contributed to the discussion of the  following 

points: 

- UNIDO would   like to implement any technical  assistance projects 

in the field of industry and related trade (such as buy-back), this would 

be made possible by an expected large increase in tne IPP for China, which 

•ay be discussed during Mr.  Morse's forthcoming visit; 

- referring to our seminar, we consider as particularly challenging 

innovative ideas (the new investment law and regulations    how to 

repatriate profits; ownership problem,  etc.);   regulation of the 

transfer of technology;  the combination of buy-back and compensation 

financing; 

- UMIDO is offering neutral advice,not biased by commercial and 

political interesta,  regarding the selection of technology and 

of suitable partners for co-operation. 

- UÄIDO may propose a large scale programme for BCDC with China, 

in order to spread the message of self-reliance. 

This meeting was even reported by Radio Peking via short wave; 

the Chinese aebassy in Vienna took this fact as      proof of the importance 

which the Chinese Government attached to our mission. 
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(f)    Meeting (dinner) with the Vice Director (Vic« Chairman) of the 
National Planning Commission (Mr.  Quo Ming) and the Vice Minister 
of the First Ministry for Machine Building Industry (Mr. Chow Tjen Nan) 

This meeting was arranged in connexion with an unscheduled dinner 

invitation on the last evening of our stay in  Peking. 

The Vice Chairman immediately started a very detailed and lively 

discussion with all mission members on the  subject of foreign direct 

investment.    He appreciated our frank presentation of our proposal s f  of 

which he was already aware 

We played an impromptu   game among ourselves presenting the 

views of Chinese interest,  foreign investors expectations, etc. in 

such a way that the Vice Chairman acted as a    moderator;    this was one 

of the most concentrates and fruitful meet inga we had in China. 

On this occasion we proposed - following questions of the Vice 

Chairman - the following ideas: 

(a) There should be no fixed limit for repatriation of earnings, 

but a formula such as: 

an average return of x$ on bonds etc. in USA, Europe, Japan (applying 

a currency "basket") in the year for which the approval needs to 

be given, plus an incentive (for risk,  etc.) of 6-8$ points; at an 

average return of 7$f this would amount to 13-15$ return p.a.   It should 

be permitted to repatriate this portion of the profit without 

local (Chinese) taxes;    an additional amount of 6-8$ on this 

return should be allowed for repatriation but with an appropriate 

local tax;    any profits beyond x + (12-16)  should be reinvested. 

(b) The ownership question in a 49/51$ joint venture could be solved 

according to the Yugoslav model where participation in equity gtivs the 

right to participate in profits and losses, and in management, but 

does not constitute ownership in fixed assets     special  regulations for 

the transfer of invested funds in the case of termination of a joint 

venture need to be developed. 

Another problem which needs attention is the different treatment 

of foreign investors in their home countries;     for example, US income from 
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foreign operations is largely tax-free; therefore, countries that had not 

planned double taxation agreementB with China could put their investors 

at a disadvantage as compared with investors from other countries.    A 

solution has not yet bton proposed. 

Long discussions were held en the balance between the need to 

attract foreign partners, and that of protecting the interests of the Chinese 

people. Buy-back arrangements were considered as an alternative or a 

supplementary way. 

The Vice Chairman expressed his wish that UÄID0 would continue 

to assist China in these matter«. 
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Se»inar Leaders; 

1. Dr. irioh Becker-Boost (Chairman of the Panel),    Director, 
Investment Co-operative Progr—n Office,    UMIDO,    Vienna 

2. Mr. Enrique Aguilar.    Industrial Development Officer, 
Development and Transfer of Technology Section,    UNIDO,    Vienna 

3. Dr. Peter Aladjov,    former Chairman of Board,    BAFAG,    Munich (FRO) 

4. Dr. Alfred Mohr.    Solicitor,    Vienna 
(specialist for contracts in East-West industrial trade) 

%      Dr.  Oeorg Hansen.      Head of Department,    OECD,    Paris 
(specialist for foreign investment regulations) 
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Mission scheduling 

On 4 May,    we met  in the morning (after a brief pre-view immediately 

after our arrival)    with officials mainly from the two host organizations - 

the Ministry for Economic Co-operation with Foreign Countries (abbreviated 

ECFC)    and the First Ministry for Machine Building (MBI),     led by Mr.  Wong 

(Deputy Director 6th Department,    ECFC) and Mr.  Chen,     Director of the 

Bureau of Foreign Affairs of the First Ministry MBI. 

Also present were Mr.  Suon,    Deputy Director of the Bureau for Science 

and Technology in the First Ministry MBI.    Mr.  Tien,     Division Chief in the 

same Ministry (who accompanied the mission from its arrival at Peking until 

its departure from Khouangehov,     Canton),    Mr.  Chan,     Division Chief in    the 

Ministry ECFC (formerly a staff member of the Mission of    the P.R.  China to 

the UN in New York),     and two more staff members from the Ministry MBI  and 

from the Machinery and  Equipment Export Corporation.     Our very able    interpreter 

was Mr. Lo,    an economist  in the Institute for World  Economics,     (whose director, 

Prof. Quijan,    headed the Chinese Delegation to Davos and Vienna). 

After the introduction of the UMIDO mission and a wars welcome,    wt 

agreed on the following schedule: 

Seminar; 9 days from Friday 4 May through Tuesday 
15 May 1979 (including Saturdays); 

first afternoon for introducing UNIDO in 
"plenary";    9 «orning sessions,    lecturing 
in 2 groups,    each 30-40 participants; 
9 afternoon sessions for questions and answers. 

Technical assistance; Half a day before beginning and one day after 
the conclusion of the seminar for preliminary 
listing ideas and requests for technical 
assistance;    including a meeting with the Vice 
Minister of the Ministry ECFC. 

Factory visits; One machine tool factory in Peking (originally 
two factories visits were scheduled,    but our 
time was requested for work with our Chinese 
counterparts on several practical actual cases; 
(see below) 

Other events; Two days (2r A Sunday plus one working day)    were 
scheduled for "standard"    sightseeing in and around 
Peking,    plus half-day in Shanghai) 

The proposed deadline  for our stay was 15 May which we adhered to. 

On 16 May we left for Shanghai,    where we visited a modern large machine tool 

factory (see Annex 13)  and the permanent Industrial Exhbition (Annex I4). 
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Explanations; 

S   Ministries 

There are about 30 ministries including at least 14 for industry: 

1st to 7th Ministry for Machine Building 

Agricultural Machinery 

Chemical Industry 

Petroleum and Petrochemicals 

Textiles 

light industry 

steel industry 

metallurgical industry 

At least 15 other ministries cover the following subjectsi 

Foreign Trade,    Agriculture,    Forestry,    Water and Power,     Interior (?), 

Health (?),    Communication,    Transport,     Railroad,    Defense,     Culture, 

Education,    Finance,    Foreign Affairs,    Economic Co-operation with 

Foreign Countries. (ECFC),    and others.    The ministers are members of the 

State Council,    and hence,    the Vice Ministers (up to 5 for each Ministry), 

are very important for the day-to-day business. 

Each Ministry is headed by a Minister and up to 5 Vice Ninistera; 

there are departments,    divisions,    and sections.    The 6th Department 

in the Ministry for ECFC   deals with UM organisations. 

tim Minister for ECFC is one of the Vice Prime Ministers. 

Under the Ministry of Foreign Affaire,    there are two important 

Stmt« Corporations}    all contracts have to be concluded with these corporations; 

Corporation for Importing Technology 

Corporation for Importing Maoninery 
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/SJ   Commissions: 

The most  important commissions are: 

National Planning Commission 

National Economic Commission 

National Construction Commission 

Commission    for Legislation 

Natural Science and Technology Commission 

After a certain    decentralization    was introduced,     the National 

Economic Commission seems to have gained importance.    Most of the national 

commissions have "subsidiaries"    in the provinces,    cities and autonomous 

regions.    Each of the provincial Economic Commission has an "Office for 

Industry and Transport". 

The Science and Technology Commission is also in charge of the 

Academy of Social Sciences (including the Institute for World Economics) 

and the Academy of Natural Sciences.    The Director of the Institute 

for World Economics,    Prof. Quian,    was the leader of the Davos delegation. 

The National Economic Commission is also responsible for the Enterprise 

Management Association (Organigramm see Annex 16). 

¿§J   There ia one Revolutionary Committee in each of the provinces, 

citiea and autonomous regions. 

j^J   %• Provincial Governments regulate industrial enterprises, 

co-ordinated with the respective "Bureaus" which are part of the ministries; 

only important and large enterprises are run directly by the Central 

Government.    (For example,    the City of Peking is even planning a large 

fertiliser and a petrochemioal plant.) 

The provinces seem to receive greater autonomy for industrial investment 

decisions.    In this respect the so-called "bureaus"    under the Ministry 

for Machine Building for Ínstanos,      are of great importance: 
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The Shanghai Bureau dealing with nachine building and electrical industry, 

for example, is responsible for about 400 factories, employing more than 

300 000 workers. 

/E7 Councils; 

Among the Councils,     The Council for the Promotion of International 

Trade (President:    Mr. Wang Tao Ching)    - of which Mr. Kuo of the Institute 

for World Economics is also a member - represents the Chinese people in 

all trade related aspects.     Its task is to establish and maintain contacts 

with foreign enterprises and commercial circles;     the Council also keeps 

contacts with those countries with which no diplomatic relations exist,    as 

well  as with non-governmental organizations. 

Any foreign enterprise or institution which wisher? to open an 

office in China,    needs the approval of the Council. 

Bnterprise-Covemment relations 

Projects are studies and proposed by Enterprises or Ministries. 

After an invest&etn decision is made by the Central Oovernment,    any 

investment project is being implemented by the National Planning Commission, 

the Bank of China,    and other agencies.    Foreign participation in enterprises 

is under investigation,     including the status of such joint ventures. 



The  Inchaistrj .-i i v.-ition Potential    of   Ch i na* ) 

1.       General 

The now oriental a on oí   r-u.ia  ::teras  in many re »pac!, s  from th; 

Qt:.tu.-ltì  of the fora-- Priu.c  r.,-n:;tor Chou en Lai.    Chairrnrji Ma; T^t-Tung 

va     tS/  lar.t  leader of  th.: Chii-;bP People«;;  Republic for whom 

mou..-mix. ,vt i on was synommouF. with "westernization".     Chou did not  lry>k 

upon  it  t)ii3 way. 

(ine  of the main consequences of the nei; orientation through which 

isolationists and radicals l.w-  been expel lo i from the politic;.]   nemo, 

IF. t.n-, new 10 Year Econome Plan.    This plan,     however,     doapit..   it:, name, 

covem  only the pericr1   frwr,  1 ^»v >-,...   1)¿s, 

?.       .'kvnoriic Basis 

In- pjpulation of Ch-r.-.   -   --Ui;.ated   to be close to 900 million. 

IV: p..-r capita inborn-  of China i:   estimated by the World Bank   to be 

S  410 p.-i.;    the GNP,     hence,     would be  in the order of $     "}60 billion (1973) 

The navinga rate is hißh,    which may make local investment capital available 

at a rate of | 4O-5O billion p.a.(?).    China has no foreign debt. 

3»      Industrial Development 

Within the framework of the Plan,      120 large industrial projects 

are envisaged.    These projects aim    at the doubling of steel production 

fro» 30 to 60 Billion    tpa,    an increase in coal mining from 6OO to 

1,000 million tpa and an increase of grain production from 205 to 400 

million tpa in    I985.      Other products include gas and oil developments, 

railways,    power plants,      and non-ferrous metals.    Steel plants are under 

construction by Japanese firms,    and negotiations are under way with 

companies from Federal Republic of Germany and Austria. 

•)      In this paper,  "China"   stands for "The Peoples Republic of China". 
Most of the information was gathered from a speech of Prof. Tibor Mende 
and subsequent discussions at the Davos Symposium, 6 February 1979, 
including commente made by the Chinese delegation. 

1—v^- 
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The projection for the production of grain is the weakest 

point of the plan, as China has not been able to raise grain production 

by more than 50# over the last 22 years. Grain imports continue to be 

at a S 300 - 500 million p.a. rate. Part of the industrial projects, 

however, could be implemented under certain conditions. The absence 

of a whole generation of technicians, due to the closing of schools 

during the Cultural Revolution, miy be an obstacle to accelerated 

development. About 10,000 studerts will be rent abroad to study at 

universities.  On the other hard, new incentives for production are being 

introduced, thus abolishing th* policies followed so far. The 

administration has also recognized that tourism could be an important 

source of income for the country. 

The new Plan envisages total investments in the amount of 

$ 600 billion until the year I985 of which S 230 billion will have to 

be imported. There are already import contracts signed (although some of 

them are "letters of intent" only) in the order of about S 43 billion, 

among others: iron and steel $21 billion, petroleum development $ 3.5 billion, 

coal mining S 4 billion, fertilizers, infrastructure equipment. Military 

and weapon importB are not included in this programme. Last year, China 

purchased plant equipment at a value of $ 3.2 billion which was paid in 

cash. Therefore, plant and equipment and services imports would have to 

be almost 1ü-fold compared to last years'importB. 

Exports are estimated to be in the order of $ 173 billion until I985, and 

transfers from Chinese working abroad will be at about S 12 billion. 

Tourism will add $ 8 billion, production of gold S 4 billion; the increase 

in exportB of oil and coal is not predictable at the present time. The 

present capacity of the Chinese oil fields is said to be about 100 mill tpa 

(export quota: 20-30 mill tpa?) which capacity could be raised to 

about   400 - 45O mill tpa in 1990 which is in the order of Saudi Arabia's 

present production (namely 7-11 mill bpd). Such an increase however, 

would require deep sea (off-shore) drilling for which no prospects can 

be seen yet. Japan is now importing about 260 mill, tpa of crude oil; 

60 - 70 mill tpa (at a present value of about S 6-7 billion p.a.) might 

be supplied from China. 
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The net income is estimated to be at a total of about S  197 billion« 

thus,    China would have to cover S 30 - 35 billion by foreign loans until 

the year 1985,    debt servicing will add another estimated S    3 billion. 

With an increase in oil and coal production by 20# each,    the foreign 

exchange deficit would be reduced to about $ 20 billion.    There are 

furthermore »educated guesses»,      that the investment programme might 

not be fully implemented.    At an implementation rate of 9056 (regarding 

imports only), there would be no foreign exchange deficit at all provided 

that the increase in exports would be achieved and maintained and the 
terms of trade would not deteriorate. 

4»      Job Creation and Training 

Even the massive investments in large scale industry alone cannot 

provide jobs for the increasing population.    If we assume that out of the 

$ 600 billion investment,    about half will be in productive large scale 

enterprises,    and at an investment of between about S 50,000 and $ 100,000 

per job,    only between 3 and 6 million people could be directly employed 

in these industries which means that several hundreds of thousands of industrial 

workers must be trained during the next few years.   Language problems may 

delay the necessary efforts.    Applying a multiplier ratio of 3:1  (sub- 

contracting,    downstream and ancillary industries and services)    a total 

of about 13 million jobs may be created until I985.   The population increase 

during the same period,    however,    is estimated to be 70 million. 

During the construction period,    as well as for the erection of all 

the infrastructure projects (railways,    roads,    power stations),    there will 

be millions of people temporarily employed.    However,    the solution to the 

employment problem obviously continues to rest on the agricultural work force. 

Jobs which may be lost as a consequence of the intended mechanization 

of agriculture,    would probably be balanced by the still strong sector of rural 
••all scale industry. 

There is a special problem of unemployment among young people in   the 

cities,    provoked by the return to the cities of young people who were assigned 

to work in agriculture. 

-*»- 
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5»  Financing 

Up to now, only a few loan agreements with the West have been 

concluded; several more are under diEcuD3ion. The agreements concluded so far 

are t 1.2 billion export agreements with 10 British banks; a certain 

percentage of $ 1.3.6 billion French supplier credits;  a Eurocredit of 

S 2 billion arranged by a consortium of 20 Japanese banks (to be 

concluded in February 1979 at LIBOR + 0.625$ or 0.375$ as requested by 

the Chinese Government); there is no Yen-Credit under negotiation; the 

Japanese credit is essentially earmarked for financing of a steel plant 

to be erected near Shanghai. 

The Bank of China is now active in 139 countries and business contacts 

exist with 828 foreign banks; only in 1977/78 there were delegations 

from 75 foreign banks visiting China with the intention to offer credits 

at favourable conditions. 

Japan and China in I978 signed a trade contract covering S 20 billion 

up to 1986 (to be extended to 1990) A combination of Japanese aid funds 

with loans may also be considered. 

In addition, China may count 

upon the USA applying the Most-Favoured-Nations clause on her, although 

this is still the subject of discussions in the US Senate and has soae 

bearing on the discussion on "frozen-assets" of the USA. China will 

be interested in joint venture projects 

some of which have been concluded with Japan 

or with Chinese enterprises in Hongkong. 

nie pattern of foreign equity participation has not yet been set 

by the Government of China. A lot of work needs to be done and a 

"Mew Foreign Corporate Act" is said to be ready this year. Two issues, 

however, seem to be clear already: first, a maximum of 49$ foreign 

participation may be allowed, with the Chinese partner being either the 

Government of the Municipality or other entities; the looal contribution 

would be land, infrastructure, labour, management| the foreign 
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contribution is expected to be:    financing  plant and equipment,    know-how, 

export marketing.    Second,    no profit  on invested capital may be allowed 

for remittance to foreign countries (as an expression of the basic rule 

that all productivo enterprises in China belong to the people of China). 

The foivifjn partner may be granted the  ripht to export a certain quantity 

of goods manufactured  in the  joint venture which would allow a certain 

(not defined)    return on investments.     It is possible,    that  limited-time 

partnerships,     leasing,and buyback and co:.ipensation agreements may play 

an important role in the setting up of now industries in China.    Production 

sharing and processing agreements have already been concluded.    Japanese 

trading houses again,    have an edge over their western competitors. 

6.      Concluding Ronvirks 

The question arises,    whether the new pragmatic approach will last   - 

it     was the result of hard struggles.    A collision of unforeseen factors 

may chann>; the situation at any time.    However,    one can observe a cyclical 

change of pragmatical and radical attitudes in China.    The impact of tourism, 

training of Chinese students and technicians abroad,    and the role of 

the technocrats is not known yet.    The arguments in favour of the pragmatic 

approach are overwhelmingly strong provided the Army supports the new 

leaders and assuming that the Chinese people will     be    longing for some 

continuity in economic and industrial policy. 

The new leaders have undertaken to deal with an immense task,    namely 

to transform a 900 million population into a "modern" society (whatever 

that may imply).    Although the most recent birth control programmes have been 

effective,     China's population increases by about 11 million each year under 

the prevailing conditions.    This means that,     if only 4-5$ of Chinai GNP 

can be exported,   (equivalent to about  16-20 billion USt p.a. by I985 and 

exports of t 100 billion p.a.  in 2000), the country will become 

one of the largest trading nations of the world. 
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Regarding the time framework,    one nay recall that Japan became 

an industrial nation between 1868 ard 1935t    that is,    during a 67 years 

tine span; the USSR needed about 30 years,    and Taiwan,    Korea and other 

Asian countries much less.    China,    hence,    may well be in the industrial 

forefront in 30-40 years from now,    with a probable share of around 10$ 

in world industrial production by the year 2000. 

The peoples of the Par East maintain high savings and the individual 

subordinates to the group.    They have generally high work ethics,    and the 

"I"    is less important than the   "We".   Both features distinguish them from 

the Western peop .es.   Japan and China could supplement each other.    The 

lack of resources in Japan as well as the aging labour force( although there 

is a huge potential of first clàSs technicians ), could be combined with the 

young,    well organized labour force and the demand for modern oquipment in 

the Chinese People»s Republic. 

Hegative aspects may be:a possible income gap between rural and urban 

population,    a possible over dependence on foreigners with all the well-known 

side-effects etc.    The future power in that area may oome from their 

strengtX in maintaining their own culture rather    than  from "westernization". 

Ann« 

List of the Members of the Chima« Delegation to Management 
Symposium in Davos 

Questions raised by 11 international journalists to the Chinese 
delegation,    and summary reply. 
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List of the Members of the Chinese Delegation to 

Manaßement Symposium in Davos 

Head 

Mr. Qian Junrui 

Deputy Head 

Mr. Song Yifeng 

Head of the World Economic 

Research Institute, Chinese 

Academy of Social Science 

Researcher of    " 

Deputy Head P¿ Secretary-General 

Mr. Luo Yuanzheng       Deputy Head of   " 

Members 

Mr. Yao Naian 

Mr. Chen Minghe 

Mr. Chen Mingjia 

Mr. Chang Minghao 

Mr. Yin Jiqing 

Ms. Ge Ren 

Mi. Wu Heping 

Researcher of the International 

Trade Research Institute, Ministry 
of Foreign Trade 

Engineer, Ministry of Coal Industry 

International financial expert. 
Bank of China 

Researcher of the World Economic 
Research Institute 
Economist 

Technician, Ministry of Coal 
Industry 

Interpreter 
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Queutions to Chinare Delegation - Davon February 1979 

A)      Political Questions 

1. You said in your Davos-paper,     Europe  should unite aßairu-.t 

hegemonistic power.    How do you Lee the role of Switzerland 

in this context  aa a neutral  comtry? 

2. What about the  western trade with Huasia?    If a western 

company ia already trading with Italia,     ic  it poEsiLle l'or 

that fini to trade aleo with the Chinese?    Or must  tne western 

companies before  trading with Chim,     give up all the  investments 

in the USSR?     If your answer is yen,     does that mear, that   the 

western countries mur;t all r.-vf ^]> 1   ade with the USSR,     or does 

China consider air,:, that    we;;te:r.    trade with the UllJH is needed, 

both for RuBr.ia and the western countries. 

3. Which differences did you remark in your daily life between 

the last Chinese government and the new? 

4. Do you see a chance to come to a peaceful co-existence with the 

present regime of Taiwan considering,     that there are common 

positions of both sides,    for example in the case of regaining 

the foraer Chinese areas of the USSR (Amir and Ussuri) 

5«      Within the Chinese-Japanese peace-treaty is a so-called 

anti-hegemonial  clause for the Asian area.    Moscow says,    this 

ia a confrontation against the USSR.    Is that true? 

6.      What do you expect for the future of Hongkong.    Does China intend 

to prolong the treaty with Great Britain? 

-J»»- 
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«M> io actually tho ml loafer of Chin* and M far r..poniibl. 
for it* opening,   Ton« or Hu«? 

8.     Ho« will bo,    in your opinion,   tao «action upon tao oponing 

of China by »11 •iddlo-aaaaf«e„t..p.oplo,    who mad. oaroor in a 
UM when Mao*. Solf-Aia-Priiioiplo Rod tao ato.o lut* priority? 
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*•      Economie and business relatad questions 

1. In your introductory speech you Bpoke about compensation   de*ls 

with Europe - do you think that western countries will accept 

a flood of Chinese products in the years to cone? 

2. Could you give a piece of good advice on how to do business 

with the Chinese? 

3. Could you give an example of a wrong approach? 

4. Can you say anything general about after which criteria you 

are ohossing among companies/products - in particular if 

several companies are offering the sane products. 

5«      In your interview with the Journal de Geneve you have answered 

questions.    More precisely: 

»)      What kind of products would your country like to import 

from Swi teer land? 

b) Do you see Swiss banks operating in your country 

c) Do you see Ciba-Ceigy or the like (Sandoz,     Roche,    Brown, 

Boveri,    Suleer,    etc) operating in your country in a nixed 
ooapany? 

4)      Is it true that your oountry would not allow the transfer 

of dividends abroad?   How in this case could the SWìBS 

companies eventually operating in your country be interested 
to invest? 

6. What about the joint-ventures?   Will China take these over after 
a oouple of years? 

7. What do you think about the possibility for installing a real 

free market system in China? 

8. Has your Government decided which are the fields of the economic 

growth whioh foreign investments can be developed in? 

-M- 
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9»  Which are the main goals, in term of social progress, that the 

present economic policy made by your Government wants to aohieve? 

10. Does your Government plan a priority list of foreign investments, 

in the sense of choosing first public enterprises and thon tho 

private ones? 

11. To fulfil the ambitious plans to develop your economy you have to 

export not only raw materials and oil but more and more industrial 

goods. What kinds of goods are ranking first for the future export? 

12. There arc many negotiations between China and German producers of 

investment goods. On what sections Westgtrmany has the best chances 

to get real contracts for delivery? 

13. Which chances do you see for the Swiss Exporting Industry in China? 

14* Where can one receive exact figures about the Chinese market 

and generally about the Chinese Economy? 
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C)     Other 

1*     What benefit« did the Syaposiua bring to you? 

2. Have you been approached by bankers?    With any   results? 

3. Professor Mende said that about 10 000 students will   be sent 

abroad - to which countries will they go?   Mainly to the US? 

4*     What kind of people do you plan to send    abroad for training? 

Faotory aanagers?    Technicians?    Factory workers? 

Does the China delegation plan to contact any Latin American 

Group to exchange information on joint ventures or transfer 

of technology?    In the affirmative case,    which countries would 
they be interested in? 
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Summary Reply 

The Head of the Chinese Delegation said that the ten members of 

hi« delegation had a great number of personal contacte with entrepreneurs, 

bankers and scientists from many European countries at the Davos Symposium. 

It has given his delegation a unique chance to get a better understanding 

of the economic situation in Europe and the probable development of the 

whole Western World. 

"We have learned enourmously about possibilities of    co-operation 

which we hope to start in the economic,    technological and scientific 

field.In a second phase we will learn more about the advanced European 

system of management". Prof. Quian stated.    He underlined that his 

government will prove very flexible in reacting to European proposals. 

Future co-operation between Europe and the People's Republic of China 

could have many different forms as long as were based on the principle 

of equality and mutual benefit.    Prof. Quian stated that "we are open 

here  in Davos to any proposal which we will forward to our government 

for serious consideration.    The future co-operation may have manifold 

fonts,    among the« private loans,    government loans and joint ventures." 

The Institute of World Economic Research has many links with 

industry in China.    The inclusion of China in   the European co-operation 

network would be discussed in China soon. 

He said that a Chinese proverb means "good beginning - good end". 
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i fi an PTOPrnt, 

from the Oerman-lanxmaP'e "Conntr" Renort No. 7/7Q" ( l/ ) on the Peonie') 
Renublio of China (   ?/  ). ' " 

Since March (1979), there nave been increasing slfrTi6  of a toughening of the 
internal nolitical situation; western technology anri management methods con- 
tinue to be resnected, but an imitation of western life styles is definitely 
unwanted. The erstwhile aim to catch un with the industrialized nations by ' 
the year 2000 appears to have moved into the far-distant future. 

Indicative thereof are the V  contracts concluded with Japanese firms during 
the last six months: The purchase of industrial installations valued at 
US* ?.7 billion (integrated steel works, petro-chemical plants, etc. )   has 
been declared as "held m abeyance». A considerable retrenchment, particularly 
affectine- the build-up of heavy industry, seems to he takinf nlace. 

Reason therefor apnears to be the realization that the original nlans would 
greatly exceed the material, personal and financial resources which the 
country could make available. 

Instead, principal emphasis is now to be placed, besides on agriculture, on 
electric power generation, coal mining, the transnort system and the buildinr 
materials industry. Increasing autonomy is to be riven to industrial enter- 
prises; wages are to be more widely based on the earner's contribution; more 
incentive Systems are to be used; and plant is to be increasingly financed 
througn creditB, as distinct from government grants. 

During 1978, industry grew at 1? f,  and thus did considerably better than 
agriculture. Whether the intended overall economic growth rate of 3.4 4, 
was reached is not known, but doubtful. 

Agriculture is severely hampered by difficulties in operating, maintaining 
and repairing agricultural machinery; as a consequence, the proclaimed aim 
of "comprehensive mechanization of agriculture by 198e*"has been abandoned. 

The mining and power sector has exceeded its targets, producine (1978): 

coal 600 million tons 
crude oil 110 million tons 
natural gas 100 billion cubic metreB 
electricity I60 billion kilowatt-hours. 

Nevertheless, the energy sector remains a maior bottleneck; much industrial 
capacity remains unutilized because of its problems. 

Another principal problem area is that of l»ok of managerial comnet.ence, 
organization problems and a shortage of skilled workers, nevertheless, nrelminar; 

1/ Ostasiatischer Verein E.V., Hamburg, FRG; Ì June I979. 

2/ Condensation and translation by W.H. Oettinger, TCPO. 
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figures indicate the following growth ritee (1977-78) vh<nn m most cases wero 
in excess of targets: 

growth rate ($) •'"tuai nrodnotion (lp^«1» 
•"i -nil 1 inns of tnnp 

iron 

Steel 

roll*"' steel product« 

chemical fertilizer 

cement 

tractors 

36.0 

?9.0 

31 .0 

11.? 

20.7 

34 

XT 

?1 

"''Ml months'! 

Í0 

Farther increases are exoeoted for 1979, partly due to the coming nn-stroam 
of several niante purchaser1 in 197^/74. 

In future, increasing attention ie to be paiH to product ouali+y; the 
introduction of international standards in no longer excl-idpd. 

Production of consumer goods is to be emphasized (qu^f watches, automatic 
washing machines and 30O other consumer product? are +.0 "reduce'', s+->r+ing 
during the next two years). 

*leo shipbuilding is to be increased and harbor ^» to bp .moderni **>*  fatevi 
and Jananeee assistance). 

China's foreign trade is estimated at about V^  ?0 billion. ^Vn.+hir^R of this 
refers to trade with I4 western nations with whom imnor+s ?nH export«? ware 
almost balanced in I978 (see apoendix). 

China will continue to be cautious in accenting bank credits; instead, other 
financing methods are to be pursued, including "compensation trqde" which 
firtt came into mention in March I978. Also, "-joint ventures" (un to 49 f 
foreign participation) are seen as real possibilities. 

* 
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Canaria 

trance 

Ttal.v 

Oreat Britain 

SinraDur (Jan-No*^ 

Netherlands 

Wplpium/Luxemburg 

Switzerland 

Sweden 

Austria 

Norway 

Denmark 

Total 

Missing perioda 

Grand  Total 

ImnortB from 
Hhina (cif) 

2  030,3 

2  038,7 

366,7 

356,1 

82,9 

225,0 

200,3 

212,3 

312,4 

125,4 

44,6 

49,7 

55,7 

28,5 

12,6 

31,8 

6  173,0 

213,7 

6  386,7 

^TTiorte  to 
China (fob) 

3 048,7 

55,4 

955,1 

823,6 

441,8 

197,4 

188,5 

174,9 

48,4 

131,6 

203,4 

93,6 

83,2 

54,6 

60,0 

8,0 

Annex 6/3 

Volume 
of Trade 

6  608,2 

9,4 

5  079,0 

2   094,1 

1   361,8 

1   179,7 

524,7 

422,4 

388,8 

387,2 

360,8 

257,0 

248,0 

143,3 

138,9 

83,1 

72,6 

39,8 

12   781,2 

223,1 

ES3SBB=SS=CS=SC: 
6 617,6 13  004,3 

Note:   The "missing periods» cover l/l 1  of the figures for Hon* Kong and Singapur. 

Sourçej.    National  statistics. Currency conversion based  on averages  of the  W\ 
except  Hon? Kong (fits 1.00 = |HK 4.626). ' 
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á.     UUDO:    Inveii—at related aotlvitiaa 

1. 

2. 

3. 
4. 
5. 
6. 

7. 

Pre-inveataent aetivitiea 

Investment promotion (search for 
partatra) 

Redeployment 

Industrial financing 

Technological advisory servioaa 

Information sources and servioes 
offered by UMBO 

Consultancy services 

ifuilar       Becker-Boost 

X 

X 

X 

X 

1—M- 
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B. Joint venture agrees»nts 

Introduction 

Prospects for and probi««« with foreign direct investment 
(Becker-Boost,    Hansen) 

Aguilar 

2. 

1*     Motivation« for the establishment of 

Becker- 
Boost 

Han««n  Mohr 

Joint ventures 
Motiv«« for foreign partner« (fro« 
market eoonomy and planned economy 
countri«a) 
Q«n«ral 
1.1.1. Safeguarding of existing- 

«arkat« 
- Iaport reatriction« 
- Favourable coat situation 
- Obligation to purchase locally- 

made goods 
1.1.2. Opening of new markets 
1.1.3. Safeguarding of raw «aterial supply 
1.1.4. Shortage and high cost of labour 

in industrialised countries 
1.1.3. Comparative cost and price advantages 

- Coat 
- Incentives 
- Price 
- Return on inveataent 

1.1.6. Possibilities of transferring; existing 
production units to developing countries 
(redeployment) 

1.1.7. Spread of risks 

X 
X 

X 
X 

1«2« Motiv« of looal partnera 

1.2.1. Marketa (export and looal) 
1.2.2. Know-how« ^•^»g^lffei« 
1.2.3. 
1.2.4* Foreign exchange financing 
1.2.5. Efficient utilisation of 

locally available natural 
reaouroe« 

1.2.6. Continuing* aooesa to R + D 

Preconditions for establishing joint 
venture« in developing oountriaa 
2*1« Inve«t«ent climate 
2.2. lolitioai «¿amïïns 
2»3. Eoonomlo conditions and incentiva 

2.3.1. Stability of the econoay and 
government policies 

2.3.2. Foreign exchange situation and 
controls,    repatriation of capiUl 
and profits,  import licenses 

X 

X 
X 

X 
X 
X 
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Aguilar Becker- Hansen Mohr 

2,3.3. Sis« of market and  #°?8t   
purchasing power X 

2.3.4* Local labour situation 
2.3.5« Employment possibilities for 

expatriates 
2.3.6. Infrastructure of host country 

and project requirements 
2.3.7« Other measures for market 

protection 
2.3.8. Other incentives 
2.3.9. Local facilities for financing 

and insurance 

3.     The Role of foreign partners X x 

3.1. Technology transfer 
3.2. Training of operating staff 
3.3. Management (technical,commercial) 
3.4«      Product development and adap- 

tation 

4«      Role of the host (central or provincial) 
Government „ 

4.1. Establishing production facilities 
4.2. Providing physical infrastructure 
4.3. Providing institutional  infrastructure 
4.4. Local cost financing 

5»      Financial consideration 

5.1. The role of equity/foreign direct 
investment 

5.2. Equity/loan (ST, LT)  ratio in small 
and large enterprises 

5.3. Sources of financing joint ventures x X 
5.3.1. Multilateral institutions 
5.3.2. Bilateral institutions (tied 

funds?) 
5.3.3. Industrial firms 
5.3.4. Commercial banks/suppliers and 

buyers credits (export financing) X 
5.3.5> Capitalisation of know-how etc. 

into equity X X 
5.3.6. Special problems with equipment 

suppliers as joint venture 
partners 

5«4« Tripartite and quadropartite arrangements 

6.     Legal aspects of .joint ventures 

6.1. Mutual obligations of partners: 
investment agreements j 

6.2. Decision making and control X X 
6.3. Number and type of agreements >-<•••.>» ,1 < x 

6.4. Arbitration (an internati •-rial >" 1"   .>- 
and  arbitration ¡;c;henm ) v r 

6.'}.   Consequential   loss   »n Uf-i,-e 
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"»• birth of a n*w joint v«itur«M 

(•••pi«) 

A«ttil»r   B«okei-    Hansen    Jtohr 
Booit 

*•     Ponolmioni and recoMwndation» 
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C*    Specific industrial co-operation agreement« 

(excluding compulsation and buyback) 

Aguilar Beeker-Boost fohr 

1. Limitad tía« partnerships X 

2. Leasing of industrial plants X 

3. Franchising 1 X 

4. Subcontracting (horizontal 
and vertical integration of 
local plant production with 
foreign plants) X X 

5. Export sales and marketing 
agreements X 

6. Licenoing of patents and 
trade marks/technology 
licence agreements X 

7. Non-patented know-how 
transfer (engineering, marketing, 
management, training) X 

8. Regulation on foreign 
technology (samples) 

9. Outline for model contracts 
for licensing and technology 
transfer X 

10.    Samplest    real contracts 
model contract for cons- 

truction of plants X 

feHBBjjjjj-BBBBBBBBBBBBBBVBl-BBBBBBB_a_--BBB_-Hd 
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D« Investment condition« for foreign partners 

Introduction: G. Hansen 

L    Afilar Bar.k. iwRnart Hinun lato 

1. UNIDO investment information 
on seleoted developing 
countries - a comparative 
analysis 

2. Laws and rules in selected 
other countries (Yugoslavia, 
Poland) 

3. Legal framework: incentives 
and disincentives by home 
and host countries 

4.    Bilateral agreements 
regarding taxation, 
investment protection etc. 

3.    Taxation on profits, royalty 
etc. 

6. Remittance of profits 

7. Treatment of equity; 
expropriation/nationalisation 

8. Host government role: 
implementation of policies 
and criteria (examples) 

X 

X 

* i 
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E.    Compensation  trade and buyback agreements as a means to finance 
induatrial  plants 

Introduction:     Definition and delineation(Mohr) "" 

1. Examples and experiences - an overview 

2. Product suitability and selection 
(quality,  competitiveness,  long-term 
world market adaptation);  products 
which are difficult  to trade on world 
markets 

3. Intermediate prodiict a/semi-fini shed 
goods (subcontracts) 

4. Project evaluation  (feasibility study) 

5. Pricing: 
Various formulae  for product pricing 

IfNIDO service to  give neutral advice 

6. Financing schemes: 
Plant  supply 

Product  supply 

7. Guaranty recjuirementa  for 
lenders;  ideas for creating a 
multilateral  guaranty 
institution 

8. Costs (premium)   for risk insurance 

9. Legal aspects,  arbitration 

10. Sample contracts (DKH) 

Alad.iov Becker-Boost        Mohr 

X X 

X 

X 

X 

X 

X 

X 

X 

X 

*    Mr. Aguilar and Mr.  Hansen are not involved in this subject. 

* 
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r.   Smmmrr - Coaeluslona - Future Work for UMIDO 

A question and anatrar aaasion will b« held with tha sain objectiva 

to 

m)    identify additional information needed and requeeted fro» UÏIDO 
•nd other aouroea and 

b)    to develop a progr—i  for teohnical assistance to be rendered 
by OTIDO (or other agencies) on the subject »attar. 

activity in t^a world 

on request - 
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Peking Seminar on Industrial Financing and Inviami 

Background Infonnation to be Distributed 

A. UNIDO:    Pre-investment Activities 

1. UNIDO Investment Promotion Services:    An Assessment of Effectiveness 

2. UNIDO Company Roster 

3. Manual for the Preparation of Industrial Feasibility Studies,  ID/206,  1978 

4. Search for Partners, EMP Co-operation Network 

5. Directory of Financial Resources, UNIDO 

B. Joint Venture Agreements 

1. Industrial Joint Venture Agreements in Developing Countries, ID/68,  1971 

2. Motivations and Preconditions for the Establishment of Joint Ventures. 
IOD/89,  1978 * 

3. Joint Industrial Ventures between Local and Foreign Private Investors 
in Developing Countries,  ED/WG.  237/13,  1976 

4. IFC Information (incl. press releases) 

5. Stook of Direct Private Foreign Investments from 17 DAC Member 
Countries 

6. Export Credits - the Consensus under Strain. R. Leeper, The 
Banker, 1979) 

7. Export Credit Insurance as a Means of Expanding and Diversifying 
Exports of Manufactures    from the Developing Countries, UNCTAD, 1976 

8. The Export Credit Financing System in OECD Member Countries, OICD,  1976 

c-    Specific Industrial Co-operation Agreements 
(excl. compensation and buybaok) 

1. The Limited-Time Partnership Concept: International Leasing, 
E. Becker-Boost 

2. Industrial Collaboration Agreements, UNCTAD,  1977 

3. Licensing, Turn-key and Joint Venture Contracts 

4. Sample Contracts regarding the Transfer of Technology 

5. The Preparation of a Model Form of Contract Covering the 
Licensing of Patents and Know-how in the Petrochem.  Industry. 
UNIDO,  ID/WG.  291/4 
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6. Preliminary Draft of the UNIDO Model Forai of Cost Reimbursable 
Contract for the Construction of a Fertilizer Plant, UNIDO, 
ID/WG.  281/12, plus Technical Anneiures for the draft 

7. Recent Developments in the Regulation of Foreign Technology 
in Selected Developing Countries, UNIDO ID/WG. 275/8 

8. National Approaches to the Acquisition of Technology, UNIDO, 
ID/187,   1977 

9. The Cost of Technology Transfer in the Petrochemical and 
Fertilizer Industry, UNIDO,  ID/WG.  219/6 

10. Mexican Law of Technology Transfer and its Impact on the 
National Economy, UNIDO,  ID/WG.   178/7 

11. Basic Elements of International Licensing Agreements Involving 
Developing Countries, UNIDO,  ID/WG.   178/2 

D. Investment Conditions for Foreign Partners 

1. Draft Convention on the Protection of Foreign Property, OECD,   1967 

2. Model Double Taxation Convention on Income and Capital, OECD,  1977 

3. Investing in Developing Countries, 4th Revised Edition 1978 
Offprints of DAC Chairman's Report 1978, incl. Chapter VI 
Recent Trends in Financial Resource Flows to Developing Countries 
plus Statistical Annex 

4. Investment Conditions in Selected Developing Countries, ICPO 

E. Compensation Trade and Buyback agreements as a Means to Finance 
Industrial Plants 

1. Buyback Study, A. Mohr 

2. Report on Expert Group Meeting on Buyback Agreements, UNIDO/EX 78,  1979 

3. The Feasibility of Repayment of Investment Loans in the Form of 
Manufactured Exports,  ID/WG. 47/7,  1969 

4. Review of the Present Stage of Payments between Developing 
Countries and Socialist Countries of Eastern Europe, UNCTAD 
TD/B/AC 22/2,   1977 

3. Summaries of Replies received from Governments to the Questionnaire 
addressed to them by the Secretary General of UNCTAD, TD/B/AC 22/3, 
1977 

6.    Payments Arrangements in India's Trade with the Socialist 
Countries of Eastern Europe, TD/B/AC 22/4,  1977 



- 3 - Annex B/^ 

7. Four Sample Contracts for Sale of Machinery and Licensing 

8. Transfer of Resources for Industry:    Future World Pattern, 
E. Becker-Boost 

9. Colombia 

F-   SSBS&3L 

0.    Penerai Background Information 

1. The Initiation and Implementation of Industrial Projects in 
Developing Countries,   ID/146,  1975 

2. A Survey of Development Co-operation for Changing Development 
Heeds, OECD,  1973 

3. Salient Features of Recent Development Experience and Developing 
Country Participation in the World Economy,  OECD,  1978 

4. Co-operation for Energy Investment in Developing Countries, 
OECD,  1979 

%    Co-operation for Natural Resources and    Industrial Development 
in Developing Countries (draft), OECD 

6. General Conditions Applicable to Loan and Guarantee Agreements, 
International Bank for Reconstruction and Development (The World 
Bank),  1974 

7. Improving Financial Co-operation with Developing Countries in 
Longer Term Perspective, OECD 1979 

8. External  Indebtedness of Developing Countries,  OECD,   1979 

9. A Factual Survey of the Transfer of Resources to Developing 
Countries, OECD,  1979 

10.    Project implementation - time horizon and interlinkage 
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Miniatriea and agencies participating in   the 

UNIDO Seminar in Peking 

The Pirat Miniatry of Machine Building 

The Scientifc and Technical Dept., 
Pirat Ministry of Machine Building 

The State Capital Construction Commission 

The Dept. for External Affairs fro« 
the Ministry of Agricultural Machine-Building Industry 

The Institute for Foreign Trade 

The Ministry of Textile Industry 

Ministry of Economic Relations with 
Foreign Countries 

The Ministry of Finance 

The Ministry of Petrolera Industry 

The Department for External Affaire fro« 
the Miniatry of Petroleu« Industry 

The Ministry of Railways 

The Ministry of Coal Industry 

The State Economic Commission 

The Ministry of Light Industry 

The Miniatry of Metallurgical Industry 

The Miniatry of Chemical Industry 

Company for Parts Supply of General 
Dept. for Automobile of the Pirat Miniatry of 
Machine Building 

The Dept. of Machinée for Construction of the 
State Capital Construction Commission 

The Cenerai Company for Export of the 
Pirat Miniatry of Machine Building 



>• 

\nnejc <)/? 

- 2 - 

111« Legislative Coaaittee of the Standing Coaaittee 
of the National People's Congress 

The State Planning Coaaission 

The Legislative Institute of the Academy 
of Soienoies of China 

The Research Institute of World Economy 



ANNEX  in 

Summary of the Procedings of the tJfTIDP Geminar on 

Selected  Aspects of Financing and Promoting Industrial Investment 

Projects 

Group T 

About 40 participants 

1.       Subject;     Forejr?i Direct Investment 

Role of Foreign Direct  Investment   (PIVP   in    developing countries. 

Out  of $ 70 billion total  external  flow  1978,     FM contributed  %  9 billion. 

A direct  investor wants  to play a major  role   in    a forei^ plant. 

"Portfolio"  investment  was «  1? billion;     the   latter was defined  as 

"investment  in erruity,     with less than  ?Vf",  because this may be 

considered a minimum below which no  real   influence on enterprise 

management exists.     Portfolio  investment   is   .'arbitrarily)  defined as 

investing money (e.g.  oil  revenues)   for profit  and/or maintaining value of 
property. 

The stock  of TOT   is 3 77 billion  (197^>   cumulative.     Comparative 

fibres wrre  <riven  (total world  industrial  production S  ?600 billion; 

China GNP ^uess  S  350-450 billion;   industrial  production per year 

$ 40 billion?     total  investment "guess"     figure  for all  sectors; 

S 4^ - 60 billion p.a.;     if FDI for China should be meaningful,  an PDI of about 

S  1-? billion per year should be assumed  based on an industrial 

investment of $  8 billion p.a.  (?);    FDI might contribute 1/3 -  1/2 

of the FX retirements  in industry (own "wild guess" to challenge 

Chinese reaction).     Compart order of magnitude:    S 1 billion = 4 fertilizer 

plants,    2/3 steel plant,  6 cement plants, all of "standard"     size. 

The Chinese participants did not  react to our figures.    Drastic 

increase in PDI in  recent years due to offshore banking (Petrodollars, 

long Kong, Central  America,  SingaDore) were tiscusRed. 
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Questions and Answers; 

How auch of the total increase in cuaulative stock of FDI 

happened in countries in Asia? (Hong Kong, India, Indonesia, 

S. Korea,    Malaysia,    Philippines,    Singapore,     Taiwan) 

Net Benefits?        Employment    creation fro« I 1 billion in industrial investment 

= 2000  jobs;    if FDI relates to 49?£ of equity,     then,    about 100,000 

jobs are created with I 1  billion TOI which of course is little for China 
with an increase in work forca of several million people per year. 

Export earnings/balance of payment through FDI;    foreign management 

know how and improving local skills;      knowledge of world markets; 

FDI attracts additional loan capital. 

Negative factors:    external debt (through repatriation of earnings); 

change in social structure - Westernization;    may create consumer wishes 

which are not socially beneficial;    if subcontracting is the object 

of FDI,     then,     industrialization only superficial  (CKD- projects); 

dependency on experts instead of producing for local needs;    bad effect 

of (wrong)    comparison of wages of foreign partner*s staff with Local 

staff. 

?.      Subject;    Joint Ventures 

Motivation for foreign investor and local sponsor (discussion 

"as if" between Hansen and Becker-Boost).    Main motives for foreign 

investor - safeguard market (profit from participation replaces profit 

from exports which may be barred);    utilize (exploit?)    cheap labour; 

infrastructure provided by host Government;    re-exports under favourable 

conditions;    tax and other incentives. 

Motives for Chinese Government/sponsor:     import substitution/foreign 

exchange savings;    training of local  labour and management in joint 

enterprises (or in the country of the partner);     acquiring specialized 

know-how in technology,    marketing,    management;     foreign exchange 

contribution (can be "invisible"    if know-how etc.    would be capitalized); 

additional creation of jobs at high level and high labour efficiency; 

continuous access to product development. 
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Quant ions and Answers; 

Can a joint venture b« controlled with less than 10% share in equity? 

(Tee - example - ENI/foontedison;   Management power ie not directly 

related to equity participation).   We grouped into 4 groupe: 

Above 50$ in equity - majority,     << »ting 

25 - 49%   meaningful equity parti. > on, foreign 

participation in management 

1  - 25%   portfolio investment 

1-10% small participation often offered by equipment 

suppliers (to facilitate their sales efforts - 

mostly added to prices of equipment) 

Eguity participation;        Valuation of Chinese  inputs versus valuation 

of foreign inputs.    It is assumed that the Chinese input consists of 

land,    buildings,    some locally made equipment and labour;     foreign 

input  in imported machinery,    know-how, management. 

Valuation of land and buildings?   After extensive discussions,    it was 

agreed that there is a wide range(from S 1   to several hundred $ per 

square meter)    depending on location,    infrastructure,    etc. 

Labour;        wages range from Y 40 to Y 120 per month,    or an average of 

t 0.30 / hour.    There are developing countries with lower wages (Sri Lanka, 

Korea)    and others with higher wages (India,     Latin America). 

Industrialized countries range between S 8 and S  12 per hour gross wage 

("price"    of labour to an enterprise). 

During the  last plenary meeting,    this  item was again discussed 

with the conclusion,    that  skilled labour in China may be "shadow prioed" 

at about $ 1.75Aour.    (Subproblem;    ILO rules for labour;    avoiding 

exploitation).    Question and Answer session 12 May./ 
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Compari eon of Wages, in l/hour 

(Assumptions for explanatory reasons only) 

China 
actual China W. Europe 

(skilled "Projected- 
worker) 

1. Gross Wage 0.3O 1.40-2.10 20 
(to be"paid" by 
enterprise) 

2. Degree of 70^ 1003S (reference 
"efficiency" point) 

3. Effective wage 2.00 - 3.00 20 

4. Social security, provided O.56 - O.84 12 (60$) 
strikes, holidays,               by                  {^ aBSUffled) 
sick and annual Government ' 
leave,  corporate 
taxes etc.  related 
to labor costs 

5. Earnings before O.3O 0.89 - 1.26 8 
income tax 

6. Income taxes - - 2.40 (30$) 

7. Het pay to worker 0.30 I.05 5,60 
(average) 

8. Monthly take-home 60 200 90O 
pay in USt 

Comparison of ma.ior expenditures 

Rent 5                  15 250 
Pood 45                  70 350 
Health care, 
education, 
transportation 

50 

Monthly "BALAVCE" 10 II5 25O 
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This wage structure giving a preliminary indication of a possible 

future wage and income structure for Bkilled workers in China, 

concluding that "effective wages"    based on a 70??. efficiency 

(mainly r!ue to  large overheads)could be assumed at between $ ? and S 3 

per hour.     It  must be taken for granted  that the present  low wages 

cannot be offered to joint venture  enterprises since these wages include 

considerable Government "subsidies" - namely all social expenditures 

and taxes etc.,     as mentioned under items4 and 6. 

Valuation of foreign know-how,    technology,    management; 

A way out  of the hypothetical valuation of Chinese and foreign 

inputs may be  an agreed sharing at  a ^1/49  ratio regardless of 

"actual"    valúen which probably can never be agreed upon unanimously anyway. 

There was a question    - how to avoid over-valuation of foreign inputs. 

Sample: We  invented the "Tientsin Fertilizer Plant"    as an example 

to discuss joint venture and financial problems. 

Investment %  200 million (FX 1?0,  LC 80) 

Equity âOl    =  S   RO million      r  Chinese 40 
[ Foreign 40 

Loan (LT + MT)  S  120 million 

P 4- L estimate  (simplified) in US $ per ton of urea product for 500,000 tons 
of urea per year 
72 S / t urea      (assuming $ 11/bbl) oil    0.8 x 80 = 

labour S00 people 

Depreciation T? p.a. 

Maintenance  if p.a. 

Bags 

Total manuf.  costs 

Taxes 

sales price 

rrosH profit 
before taxes 

1 

28 

12 

17 

(0 

130 

20 

170 

S      20/t urea 
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Return on investment: 
(before taxes) 

40 x 500.OOO 
?00 

Question:        What is profit on equity? 

oîfîolf  =        ^ on 12° = 9*6 * million P-a- 
Total  profit     20 million   p.a. 

balance    11.4 

Profit on equity =      11.4 

"SO- 13&. P.a. 

10f, (ROI) 

This profit can be used either for paying dividends,  for reinvestment, 

or    for buildup    of reserves.    Local value added:    72 +  1  + part of 

depreciation ,    may be about       6(tf.    Implications of the problems 

"who fixes prices and cost items"     were discussed,    as well as the impact 

of increasing wages etc.    The "breakeven point"  as a function of plant 

utilization was discussed. 

Questions and Answers: 

Need for a "project work group"    including the many 

ministries and agencies,     plus banks,     for implementation 

of a joint venture; 

Who invites for bidding in a joint venture? 

Who prepares and pays for feasibility studies? 

( pre- investment : UNIDO/UNDP ;    detailed -  foreign and local 

partner) 

Is international competitive bidding excluded if the foreign 

partner wants to supply plant and machinery? 

Who evaluates bids?    (UNIDO    could assist on request) 

Loan capital available from offshore banks in HongKong? 

Who decides about profit distribution and cost structure? 

(e.g. higher petroleum/naphta prices could shift profits 

from the fertilizer company to the Petroleum Refinery) 

What happens with the residual value of fixed assets? 

Who pays for eventual losses in foreign exchange and local 

currency? 
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-   Why is equity needed?   To answer this question, we illustrated 

the breakeven point case, showing that there is a chance for 

a 13* profit on equity as well as a risk for an 8<# on equity 

loss;   such losses as well as delays  in payments from farmers 

for the fertilizer they receive as against  immediate billing 

fix» the raw material supplier (in other words, the potential 

risk) cannot be covered by short term working capital, but 
needs equity. 

•   The Chinese can borrow foreign exchange and run any plant 

by themselves - why joint venture? ( foreign partner may 

help to increase the plant utilization and to achieve better 

prices, both yielding in higher profits). 

Taxation on profit on equity?    Foreign investors would pay 

taxes in China and in their home country depending on the tax 
lavs. 

Which minimum profit does a foreign investor expect?   Problem - 

appreciation/depreciation of currencies; difference in prevailing 

interest rates in various currencies (from 1* p.a.   for sfr to 

12 % p.a.  for US I deposits).    Solution:    see report on the 

meeting with Vice Chairman of Rational Planning Commission.    In 

any oase,   12# p.a. on equity is too »all an incentive (ANDEAI 

group law had to be changed to 20f>). 

What is the value of non-protected industrial property when it 
is converted into equity? 

Since the product price for domestic sales is fixed by the 

Chinese Government, the profit available for reinvestment or 

distribution is also fixed by the Government.    (There was a 
lengthy discussion) 

Do foreign investors prefer to provide equity or loan? 

(an industrial enterprise is not a bank):    Very vivid discussions 

on equity, loan, profit took place among the participants 
themselves. 

What is the impact of new technology on the efficiency of a 

joint venture?   How does labour-saving technology relate to 

the exploitation of low-wage labour in certain industries, in 

which labour cost make up for 3OJ6 or more of total manufacturing 

costs e.g.  in Europe (shoes, toys, furniture, textiles?) 
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What is on the average the contribution of FDI to total 

industrial investment in developing countries?    (1Q-I5f¡ but 

"average" figures may be misleading). 

Who pays for the physical infrastructure needed for a joint 

venture?    (infrastructure should be financed separately 

from industrial projects - recommendation of the Fertiliser 

Consultation Meeting). 

Agreements needed for joint ventures?    (see Table in 

Becker-Boost * e leaving paper) 

More than 12 agreements may be needed,    between foreign 

partners (industrial firm,    plant supplier,    export credit 

guaranty institution,    Government,    Banks)        and Chinese 

partner (Government,    Bank of China,    People's Bank, 

enterprise). 

Dr. Mohr and Dr. Hansen explained in detail the types of contracts 

to be concluded. 

3«      Subject;    Project appraisal and implementation 

A special lecture was devoted to the appraisal of investment 

projects and their implementation.    Detailed discussions concentrated 

on the parallel implementation of the project paper,    and the required 

physical infrastructure and marketing arrangements.    The final horizon 

was given as between 4 and 9 years needed for preparation and implementation 

of projects including startup until the "product on hand" stage will be 

reached. 

1—vi 
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4.      Subject:    Financing of Joint Ventures 

Based on many samples (Nickel Brazil,  Silver Peru,  Egypt  Sugar Beets, 

Yugoslavian compressors for refrigerators,  SAVA Semperit Yugoslavia) 

mostly taken  from a summary on IPC/investments prepared by R.  Oestreicher 

the setting up of financial plans was discussed in  some detail.    First, 

the foreign and  local currency  requirements need to be determined.    Then, 

the equity/loan  ratio must be fixed.    The financial  plan,  then,  is 

derived from available  sources of funds:    multilateral  and bilateral 

official  funding,  LT commercial bank financing including export credits, 

and ST/MT bank lending,  as well as equity contributions.    These sources 

of funds were explained in detail with special emphasis on "soft term- 
funds (IDA,  KFW,  etc.) 

From the many examples it was concluded that equity should be 

about 4$ of toal financing required,  except in expasion projects. 

The problem of import  duties on equipment was discussed,  as well 

as the meaning of "economic  return" as distinct  from  financial  return. 

Questions; 

Which taxes are to be deducted from gross profit  on equity? 

(Different taxes - corporate and income taxesi  different treatment 

if earnings are re-invested). 

Would any limitation on profit repatriation refer to pre-or after-tax 
profits? 

5.      Subject:    Foreign Investment Law 

Any law issued in China would be based on mutual benefits, namely 

incentives for foreign investors as well as benefits to China.    The 

Foreign investment regulations in 17 developing countries were presented, 

based on an ICPO summary table extracted by R. Oestreicher from ICPO's 

Investment Infonnation.    Selected important items were discussed as 
follows: 
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General:    Most DC (developing countries) welcome foreign invi aiment 

in principle, either as investments in joint ventures or in existing 

(state controlled) enterprises.    (Syria e.g.)    Question;    Are there 

any rules governing foreign investment in Western countries?    There 

are restrictions in Prance, Denmark, UK and other countries;  the 

Antitrust Laws prevent certain investments.    Other groups of DC'B 

were mentioned which restrict FDI, or have a negative attitude;  laws 

in G MEA countries were also mentioned. 

Ownership; 5 groups of countries were evaluated - 100J6 foreign ownership 

permitted;    5O-IOO&    below 49$i    minimum participation requested 

(Syria, Vietnam);  and countries with special rules for EPZ. 

Nat ionali gat i on;    4 groups of DC1s right  reserved to nationalise 

if public necessity is established; nationalization with adequate 

compensation; nationalization not possible; no legislation exists. 

Approval to establish joint ventures;    4 groups of DC - approval required; 

approval required in special cases;  registration needed;  application 

according to specific criteria. 

Repatriation of earnings;    Some DC»s impose no restrictions, 

many countries restrict the return on investment which may be 

repatriated. 

Questions:    - repatriation at which exchange rate? 

- Practical barriers - if foreign exchange is not available 

for example? 

- Ownership limit is often reduced with increased level of 

development of a country;   foreign partners should be 

complementary to local  resources. 

- Benefits of export processing zones?    (FX income, training 

of workers, processing of local resources).    Disadvantages? 

(reduced supplies to local customers, possible exploitation 

of local labour.) 

L—v- 
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Dr. Mohr gave detailed comments on the new Investment Laws 

in Yugoslavia and Poland;    the latter country has issued a law 

which distracted any potential foreign partner,    even the revised April 1979 

issue of the law (which for instance provides for I5 year partnerships) does 

not appear to be attractive for joint ventures. 

6.      Subject:      Organization of Joint Ventures and legal    aspects 

We compared the corporate management structure in USA,    Prance, 

Germany      role of Board,    Chairman,    owner's representatives,    etc. 

Proposed structure for joint ventures in China: 

Council of Partners = Committee elected by partners 

General Manager/ 
President (Chinese) 
Deputy G.M.  (foreign) 

Management (mixed) 

Role of Committee and Management: 

Distribution of profits;    policy regarding exports and local sales; 

"hiring and firing". See resolutions must be made unanimously. 

PANEL:       Simulated Negotiation on a joint venture 

On 11 May,    we organized for the afternoon    session a simulated 

negotiation on a joint venture to produce compressors for refrigeration, 

between a Chinese Government delegation (Mr. Becker-Boost being the 

head of that delegation) and a foreign large firm (headed by a Chinese 

participant).    Dr. Mohr,    Mr. Aguilar and Dr. Hansen acted as consultants 

to either of the two groups,    together with 3 Chinese participants. 

This "show" was overwhelmingly welcomed by the participants,    because 

it dealt with the entire span of subjects   covered      during the Seminar. 

It showed also during and after the "negotiation" - when participants commented 

on the behaviour of the groups - that our message had thoroughly reached the 

participants.    Their comments circled around the question of 

of valuing local  labour,   land and buildings,    and the problem of 

ownership. 
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The negotiation covered:    Technology,    pricing for 

produots,    guarantees from foreign and local partners,    financing, 

organisation,    motivation    for joint venture,    legal    cuestione, 

and marketing and training of staff. 

i—M. 
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Group II 

Group 2 dealt with the following subjects: 

A. Aspects related to Technology Transfer 

- licencing of patents and trade marks 

- technology agreements 

- export sales and marketing agreements 

- know-how transfer 

- regulation on imports of foreign technology 

B. Legal aspects 

C. Trade aspects 

- Compensation trade and buyback agreements: 

(pricing   for ^lant  and  products;    financing of plant  and 

rpnrces;    guaranty requirements;    risk insurance; 

payments arrangements based on East-West trade experience) 
Arbitration 

The following comments refer to selected  sessions only;     a more 

comprehensive report may be prepared by the main speakers of this group, 

Mr.  Aguilar and Mr. Mohr,     at a later date. 

A.       Selected questions and answers on Technology Transfer 

1.      Medium and small scale firms from Western countries may be better 

partners for Chinese enterprises,    than large multinationals,     since 

their orocesses and technologies may be easier to adapt to Chinese 

conditions. 

?.      Exchange   of information with foreif^i companies  is covered by 

secracy agreements:    exclusivity for patents and know how for countries 

and/or regions.    What happens with improvements made  by Chinese partners, 

in products  or processes?    How to quantify such  improvements   (rules discussed) 

Who  owns such  improvement;;? 
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3. Foreign companies should be compelled to use  locally made plant 

and equipment.    Problem:  performance  guarantees (len/Tthy discussion} 

Design should be done by technology supplier,    except for standard equipment 

such as motors,     vessels,     etc. 

4. Problem with restrictions;    developing countries do not wish to 

accept  restrictions for exports of products made under licensing 

agreements;     initially,     inspite of the great demand in China,     exports 

of many manufactured goods are needed to pay for plant and services. 

(Re-exportation into countries for which no  sales or secrecy agreements 

exist!) 

5. The problem of choosing the"appropriate"    capacity for a production 

plant was illustrated with a Japanese example (polyethylene);    market 

buildup by permitting imports of the product to be manufactured,    must be 

considered. 

6. Impact of the Antitrust Law and the Treaty of Rome (Article 8*1/86 

on free exchange of goods)    on business practices  in USA and Rurope. 

7. Conflicts between national patent and technology laws and supra- 

national  laws are possible (case:    Deutsche Grammophon,    EEC decision). 

8. How to avoid an over-valuation of technology - how to buy technology 

at  low cost,    and to optimize the use of such technology. 

9-      UNIDO assistance to build up local technological capability. 

10. Will the initial lump sum fee for know how be gradually reduced, 

or replaced by running royalties? 

11. Discussion of "sliding royalty calculation formula". 

12. Problems with accounting:    would a Chinese enterprise open the books 

to report  local and foreign sales?    Or would royalty have to be calculated 

based on the full plant capacity? 
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13.    Three different patent fees were discussed:     right to manufacture, 

right to sell,    and right to use a product. 

(Problems:    Parir, Convention,     Article 5 - patents  filed  in one member 

country can be used in another). 

14» Penalty clauses in licence contracts is how to calculate penalties: 

liquidated damages, consequential losses, etc.; problem of limitation 

of penalty claims  to relatively small sums. 

15. Royalty payments - initial   lump sum,     or in installments,     or 

related to production level,  or a combination of both or to raw material 

consumption;    other method:     15$ of profit  can be used as a basis for 

royalty calculation. 

16. Separate fees  for technical (customer's) services. 

17. Any licencor should get a part of the benefit derived from using 

his technology; this principle may be acceptable to Chinese partners 

as well. 

18. Rational :      what does a foreign expect from (or why does he need) 

royalty payments? 

To recover license fees paid to third parties - to keep competitors 

at "some distance"    - to pay for customer service (advise on application 

of products) - to use trade marks.    All these are "real"    cost items. 

The problem is adlways how to find a fee which is "just and equitable" 

for both partners. 

19. Level of royalties - 1-5$ of sales price (depending on industry, 

exclusivity of contract,    compétitive position,      etc.) 

20. Problem with expansion projects - e.g.  if capacity is expanded by 

adding shifts. 

21. How to calculate basic product price in China for local and export 

markets.    UNIDO advice may be welcome on a case-by-case basis. 

1—v^ 
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B.       Legni Annectn of Contracts,    Technology!    Joint  Ventures 

The following a^oects wore dircussed:     liquidated damans 

(-fuantity and nuality of producto),     consumption ^f raw materials 

and utilities,     delay in startup.    A snecial carp war: mentioned: 

"loss of conneTuentiil  profits"    resulting also from not keeping nupoly 

obligations to  client:-.,     higher conts/lower warr.irgr  nonsibly luring 

the whole life  time of a project (e.g.  the hypothetical "Tientsir 

Fertilizer Plant"    which may have losses up to % ?o  ->r more million 

per year,    or several hundred million dollars during the lifetime - 

much more than the total  investment  costs amount to   !^    Contractors' 

responsibility  is négligeable. 

Possibly,     for multilateral schemes  for infurine such losses. 

US  law versus  Ruroplan law (suppliers fully responsible if not  otherwise 

agreed).    Minimum obligation:    to repair the direct clamai - which  is 

grossly insufficient.    Penalties are due according to West European law 

even if no damage occured! 

Export Risk Insurance 

Subjects:    premium (why could Government  of exporting countries net pay 

the premium instead of the supplier =.•  client?)    -  3.5",   on value  of export 

contract.    Retained (S-lCÍ) 

Arbitration 

4 possibilities -  in supplier country;    in China;     in Switzerland; 

international  agency (UNTDO?    ICC Paris) 

C.       Buyback and  Compensation Agreements 

The presentation was mainly based on ? papers prepared by 

Dr.  A. Mohr and Dr. P.  Aladjov.    The comprehensive Mohr - paper which was 

prepared for the Expert  "ïroup Meeting on Financing can be made available 

on recniest.    The Aladjov-Paper is being attached as Annex 

The discussion on these  items was supplemented  bv i special   lecture 

held by Mr.  Al-Hjov on T'ay 1^. 
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"•i me t»T   optici onnt~ had   litfe  knowled^  about   the different 

•..•er-tnrn nayraei.t  -nodalitio::,     the  convencional   naymont  ::y-t«m wan also 

dincii'-r-«'!.    Payment rdaMMos were  then explained   in ca-e there  is 

oo cash  in  free  foreign  exchange  oi¡rr^r,eie- available,     or if th^re are 

no credits  ava^able,     or  credits unwanted  for whatever basons.     Compennati-n 

tr-ir.r ac+ionr  v.-or^   «e-i + oi   lr  r-reot detail   and with  several  c^ncretp exarmles. 

!'br p-^h  r^• '--ri  different proceedings  concerning compensation 

transactions,     graphic displays of figurer, were presented   on the black 
hoard. 

A  great  deal   of time was dedicated  to parallel  transactions: 

versatility and   flexibility in needed   in thin kind of transactions.     All 

details were discussed  on hand  of examples.     This type of transaction 

is practised  n~t   only to  rave  free currency but  also ti  secure exports   from 
socialist   (' .N.   and other countries. 

mhe  presentation on huyback transactions met  the special  interest 

of the  participante.    nn  hand  of the many questions asked,     this type 

of transaction  -eemr- tc   be  favoured.     The questions concentrated on: 

Repayment   of "credit";    price fixing,     preparation of 

technical documentation,    banking procedures,     guarantees/ 

securities,    etc. 

The development and transaction of a buyback business was described: 

Basic concept and planning    plant  supply and erection; 

production;     financing and  guarantees;     interest payment|     cost of 

the dealj    banking procedures;     contract  settlement;     legal aspects; 

role of "consultor"     and trader. 

All these points raised many rruestions which caused  a great deal 

of discussions among the participants themselves.    Ouestions like "how is 

the raw material distribution in the world?    were also raised  in the context 

of buyback  deals with .-Hiñerais,     • --c. 
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Although, all subjects discussed were very interesting to the 

participants,    it was all too new,    and the basic idea of such transaction 
is not yet very familiar to the participants. 

»—v=- 

.<- 
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CONDENSED VERSION 

On the laßt day,    according to the initially agreed schedule 

and work programme,    both groups attended a condensed version of the 

contents of the seminar topics presented to the other groups. 

Mr. Becker-Boost and Mr.  Hansen lectured at Group 2,    Mr.  Aguilar, 

Mr. Mohr and Mr. Aladjov at  Group 1.    Lecturing was in the morning and in 

the afternoon,    there was a "plenary final meeting" with most of the 

about 70 participants,    providing opportunity for more questions;    more 

than 12 questions were raised on this occasion,     which were answered 

following the subject matters: 

1. 

2. 

3. 

4. 

5- 
6. 

7. 

8. 

Information sources on world market prices?    (Bids from competitors; 

London commodity market;    World Bank tables;    list prices for many 

capital goods;    magazines and newspapers (ECN;    UNIDO) 

Maximum level for local wages?    (see at another part of this report) 

What is the appropriate portion of manufactured products to 

be brought back?    (Heavy equipment:    40$f    light industry: up to 100$; 

average:    20-40$) 

How are differences considered between local and export prices in 

buyback deals? 

Reasons of model market price fluctuations?    (exports at marginal 

coBt;    need to increase exports;    over/under supply,    etc.;    Government 

intervention from East and West, etc.) 

Price fixing for buyback products? 

Difference between buyback and compensation deals? 

Costs for licenses and trade marks:    are they parallel or consecutive? 

Know-how licence is more than 80$ of all Dc/lC transactions) 

What happens after a patent becomes outdated?    (After 18 years,  e.g. 

existance of "Btorage"    patents). 
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9«     Joint ventures:    difference between "equity"    and "contractual" 

joint ventures - payout period - which system is better for China? 

10. Comparative fipures for construction (building)  costn in Europe? 

(land - t 0.10 - 5 per m  N    factory buildings  so -  ?00 per m?; 
p 

housing t  500 - 1000 per m ) 

11. Types of depreciation:     streicht  line;     accelerated?     (Assuming 

15 years  streight  line - difference between technical obsolence or 

depreciation,    and tax law amortisation rates) 

1?.    Situation in Yuspslav      foreign investments?     (Foreign investors 

can invest  in Yugoslav companies in order to attain mutual business 

goals,     ans sharing risks and income");    125 joint ventures with foreign 

partners up to now ! ) 

FINAL SPEECHES 

The Seminar was concluded with remarks by all five Seminar 

leaders,     and closed with a speech of hijji appreciation given by 

Mr. Chang (Director,    First Ministry).    We thanked the organizers 

and the interpreters. 

I v- 
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ANNEX 12 

Visit  to No. 2 Machine Tool Factory in Peking 

On Sunday,   13 May,    the "core" of the UNIDO mission visited 

a factory to produce high precision Bachine tools.     This factory 

operates under the First Ministry of Machine Building Industry. 

Production is  about 1000 units per year with about  24 different types, 

mainly drilling,    shaft boring,        grinding,    gear boxes,  and planing 

machines.    The  factory has 9 production workshops  and ¿ auxiliary 

shops.    The plant runs 3 shifts a day including Sundays.    Out of 

a total workforce of 3800 people,    800 are considered      "management" 

(over 20#! )   including 300 engineers, quality control  staff etc.    A large 

portion of the  staff is engaged in social welfare  including health 

care,    Kindergarten,    university,    etc.    40$ of the  staff are women, 

including the Head of the plant,    Madaae Lu,    who  received us together 

with several senior staff members. 

The factory gives the impression of a well maintained plant, 

although buildings and equipment need modernization.    For example, 

the air conditioned room for producing high precision crank Bhafts, 

appears provisionally equipped.    There was one modern planing machine 

with numerical  control. 

Training of staff is done under a special Education Department| 

some workers study outside the working hours,    at  a "factory university", 

which gives them the chance to    graduate     as an engineer after three 

years;    so far,   40 people have been graduated,    especially in machinery 

design.    The second course comprises of 70 worker-students. 

The management said they need foreign assistance from companies 

working in the  same field of precision machine making,    preferably from 

Switzerland and the USA.    The Head of the plant said,    management needs 

improvement and therefore,    training in management techniques is of utmost 

importance. A special request was made for modern sophisticated 

testing equipment however without detailing such requests. 
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Since non« of the mission members happened to be a machine tool 

specialist,    we agreed to the following procedure: 

UNIDO would send a specialist to this factory to identify 

in detail the need for assistance (in software and hardware)} 

training through experts coming to the factory and/or sending 

technical people from the factory abroad,    would be organized, 

UNIDO would assist in searching for suitable joint 

venture partners,    subcontracts,      etc. 

This procedure,    however,    is subject to a formal remiest 

chanelled through the Ministry for Economic Co-operation. 

t_*A_ 
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Shanghai Machine Tools Factory (16 May I979) 

We were received by the Vice Engineer and 3 other senior 
staff ae»bers. 

1«      Organization and Staffing 

The factory reports to the «Shanghai bureau for machine building 

and electrical equipment«,    which reports to the First Ministry for 

Machinebuilding;    connexions with the Municipality of Shanghai seem 

to be marginal.    The »Bureau«    supervises 4OO factories with about 

300,000 workers;    it is responsible for fulfilling the targets of the 

Plan. It can propose new productions within   the limits of the Plan,    but 

all investment and other major decisions have to be approved or will be 
taken,    by   the First Ministry. 

The factory has a total staff of about 6000 people;    breakdown: 

Production workers 4,400 

engineers IQQ 

technicians 500 

students (at famous factory 
university) 140 

management incl. planning 
and administration 900 

social welfare workers etc.        ? 

2.     Production 

Thm factory produces 2000 grinding machines per year,    mainly 

cylinder grinders,    surface grinders,    gear grinding and crank shaft 

grinding machines (for automobile engines),    including double desk 

grinders.    Every year,    30 - 60 different types have to be produced due to 

ohanging requests. A   Forgery and foundry are also part of the plant. 
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A Bull plant existed before the liberation in 1949,    but most 

buildings and equipment have been installed after that time.    400,000 m2 

of area are used.    The flow of work see« to be well organized 

The plant and each machine are well maintained and overall and detailed 

impression are better than in No.  2 Machine Tool Factory at Peking; 

the workers seem to be motivated and concentrated on their job which 

in some parts of the production requires high skills (production control, 

high precision polishing and grinding etc.)   *) 

The company has its own R + D facilities;   we observed a 3-axis 

measuring/control machine just under development.    Such developments 

the management said,    are undertaken without outside help except for 

photographic material as it is available on foreign prospectus,    and for 
books. 

Most of the tools and equipment needed to manufacture the grinding 

machines,    are made in the factory,    except for a few older parts 

(supplied by GDR),    or specialised machines (supplied by MAAG,    Switzerland), 

and accessories for numerical controlled machines. 

3.      Profit and loss considerations 

Por the first time,    we had the opportunity in a frank and open 

discussion,    to analyse the prioe/cost structure of such a company. 

Prices are calculated according to the "capitalistic"    scheme:    cost 

plus taxes plus profit.    The Central Government approves prices for 

domestic market (and therefore,    profits).    Export prices depend,    of 

course,    on the market situation;    the company is not affected by any 

changes since the    State Export Organisation is handling such sales, 

(and creditB domestic prioes for all sales).    Exports are about 10JÈ of 
total sales. 

*)    The reason for the low labour efficiency (t 8000 per m/y) cannot 
be seen from such a visit. 
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The price/cost ratio was given as follows: 

•ales prioe - 100* (ex factory) 

manufacturing cost -    6356 (1978 average for all «achine» 
produœd) 

taz m      5* (comprehensive tax collected by 
the Shanghai municipality) 

profit -    32*    (!!) 

•ales expenditures are not considered.    Based on questions and answers 

and own estimates,    the cost structure is approximately as follows: 

Annual gross sales value T 50 million (ex factory) 

63* cost «   Total 31.5 Y million per year 

Labour cost     = 4.0 (a) 

Material - 4.0 (b) 

5-6* Depreciation       I.5 (c) 

Overhead « I.5  (d) 

•pareparts/ 
maintenance (4.2)        1.0 

utilities and 
other costs I9.5    (?) 

Total 31.5    T million p.y. 

1 Yuan - about $ US O.65 

(a) 4t400 director labour x 900 Y/year » 3.96 Y million 

(b) labour:    material cost ratio given as 1:1 

(c) Present net value of fixed assets was given as Y 25 million 

(d) Assuming wages for I600 people - Y I.44 million 

Labour cost,    therefore,    are about 856 of sales value,     or 25* 

of total manufacturing cost.    The labour efficiency (productivity)  is 

low even for a labour intensive branch like precision machine tool making, 

namely S 8,000 per year and (direct) worker.    Wages;    minimum 4O-5O Y/month 

maximum 123,    average 75«    The cost breakdown,    however,    does not give 

a satisfactory explanation:    "other cost"    calculated as the balance 

between total cost and itemized cost estimate,    amounts to Y 20 million 

per year,    or about 60$ of total costs,     for which no explanation can 
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be given yet;    utilities can probably not count for more than a few 

•illion Y/year.   Social costsf»university" etc.)may absorb a large 
aaount of this item. 

The factory,    however,    reportedly maintains coBt control 

for each type of machine produced;    costs are calculated on a 
monthly basis. 

The taxes (5$ on sales)    relate to the machine building industry; 

other branches may have other tax levels. 

New products are tax-free in the first year of production. 

The central government receives the gross profit of 32$ (!) on 

sales,    but returns part of this to the factory,    as an incentive 

to workers (up to 10$ of salary) and for new investments.    Otherwise, 

this »profit»    would be many times higher than in comparable factories 

in market economy countries (which operate on a pre-tax profit of 

6-10$ on sales),    and outrageous when it is baaed on "equity". 

If we assume fixed assets at Y 25 million 

• working capital at Y I7 million (4 months of sales value?) 

= total capital of Y 42 million. 

Assumed hypothetical"equity» 4056 = about Y H million. 

gross profit on equity = (») . about 100$ (!);    the 

assumed   value of fixed assets seems to be too low 

compared to the sales value: a figure of Y 40 million 

appears more appropriate. 

4«     Other remarks 

Questions regarding foreign participation were only cautiously 

answered»    this is a new topic which is under study.    This factory 

would like to get into a "co-operation"    with a technologically 

advanced company in the same line of products.   The Vice Director of the 

Bureau Mr. Wu Sheng on occasion of a dinner discussion,    also did not 

have any spec:fie proposals or ideas regarding foreign eo-operation,    but 

was rather reJ  ctant,    and  mentioned that "then were . .her f-»rna of 

co-op irati --T      -m joint ventures» without uayin? whir*     5rr.~ hr had in mind. 

1—v^ 

Visit to the Industrial Exhibition.  Shanghai 

On May 16,     the "core"    members of the ÎJTÎTD0 Mission visited 

the Shanghai  Industrial  Exhibition,arranged by the Shanghai 

"Bureau" (which  is the provincial  "subsidiary" of the First Ministry 

for Machine Build;r<g Industry).    We were   received and  /mided  by the 

Director of the Exhibition,    together with Mr.  Tien. 

The Shanghai  Industrial Exhibition is designed with  a vioW to 

exchanging technical  experiences,    promoting the development of 

production and presenting a general picture of Shan^ai's  industry. 

It has halls for metallurgy,    machine-building and electrical 

machinery,     ship-building,    chemical  industry, metres and  instruments 

and tele-communication equipment,     light  industry,     textile  industry, 

and arts and handicrafts.    It covers a floor space of more than 10,000 

sonare meters,    with more than 4,000  items on display. 

Among the exhibit*,     some of which being models,    the  following 
were more impressive» 

Numerical controlled machine tools¿arge-sized thread  grinding 

machine,     300,000 kw,  turbo-generator unit with  inner    water-cooled 

stator and rotor,     630-ton press  for metal powder products, 

32-ton tip lorry (400 hp)  for mines,     agricultural machinery, 

10,000-ton freighter,   12,000 hp diesel engines,    petroleum 

exploration ships,     and vessels for special purposes  including 

a Hoovercraft  and  a hydrofoil,passenger verséis    for 1200 peoDle 

and 400 t freight,   a 25,000 t container ship. 

Low-alloy steels,     high temperature  alloys,    precisions alloys, 

rare-earth metals,     raw materials  for transistors and various 

kinds of irregular shaped  steel  product? and  tubes; 

electronic compute,     test iret.ren.     automati- w^rrs,     radios 

nnd TV commu"? cation eiuipmont,     .»., iica)   appli^e»  and  new 

type electronic   • lomentr of .-¡ i f feront  do-'crinti   n^ 
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Various kinds of petroleum products extracted from crude oil, 

petro-chemical products,    medicines based on an integration 

of Chinese and western pharmacology,    antibiotics as well as 

high efficient insecticides of low toxicity; 

Many kinds of wrist watches,     cameras,    sewing machines,    bicycles 

as well as cotton,  silk and woollen fabrics; 

Elaborate ivory and jade carving along with woolen needle-point 

tapestry; 

In addition, the Exhibition recommends the new achievements 

in connexion with acupuncture anaesthesia and rejoining of severed 

limbs. 

With the rapid development of Shanghai^ industry,    new products 

are daily on the increase;    accordingly the exhibits are changed and 

supplemented from time to time. 

Among the exhibits mentioned above,    we were impressed by some 

conventional equipment as developed by the Chinese machine industry, 

such as a jersey and jacquard knitting machine,    a circular knitting 

Machine,    air-jet looms for towel production,    etc.    Two mdels of 

automobiles are exhibited:    a 90 hp passenger car (production rate: 

2000-3000 pieces per year),    a 95 hp/25 seat bus,    a digital computer 

with 500,000 bits/s and 32,000 storage capacity;    a laser scalpell. 

The Shanghai Exhibition offered a good opportunity to collect 

some information on product prices:   (1 Y = US $ O.67) 

passenger car:    20,000 Y domestic price 

Color TV set:    2,000 Y 

Camera (square old "Rollei" type)  100 Y 

Writswatch with automatic calendar:    180 Y 

Bicyole:    HO Y    (3 «sax: over 200 Y) 

l—V- 
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UjiI¿J ;..i,.i:¿iü;i    i.u   i.hfc i'.R.  o," China,  3 - I7 v.ay 19 7 y : 

Co-operation hotroTí China rrd IBM DO - Technical 

Assistance Projects 

The Bjain purpose of our mission   to China,    based on my 

proposal after the Davos Symposium,    was to hold a 9-day Seminar on 

the Regulation and Promotion of Foreign Investment,'   Compensation 

and Buybacl: agreements to  finance industrial plants,    and on 

Technology Transfer.    This Seminar was attended by over 70 participants 

from more than 20 Ministries and Government Agencies. 

As a "byproduct" of this mission,    however,    we developed and 

discussed a list of possible projects for Technical Assistance to 

the Chinese industry which I attach.      This list may    serve as a basii 

for more detailed discussions on technical assistance during a special 

mission which I understand is under consideration. 

I herewith also propose to have a special session of the 

Programming Committee dealing with the attached list of project 

concepts/id eas. 

The Chinese officials - under the direction of Mr. Kong from 

the -Ministry for Economic Co-operation with Foreign Countries (6th 

Department) and Mr. Chen,    Director of the Bureau of Foreign Affairs 

of the First Ministry for Machine Building Industry - reepjested,     at 

the beginning of the Seminar,     a brief summary of the technical assistance 

which UNIDO could rendor with special emphasis on investment related 

matters.    During this "impropratur",    I gave in an afternoon- session 

on 4 May,  an outline of 11NIDO*B work, assisted by Mf. Aguilar. 

Possible technical assistance was arbitrarily grouped under the 

following 15 headings: 
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1 -        Industrial Planning 

2 -        Institutional Infrastructure 

3 -        Feasibility studies (The Ui:iDO Manual was presented) 

4 -        Management of factories 

5 -        Technical assistance to industrial plants by br; roh, 

especially:     chccicalc (incl. fertilizers,  petro- 

chemicals ar.d pharmaceuticals),    engineering industry, 

agro-based industry,    iron and steel and metallurgical 

industries. 

6 -        Industrial fairs (organizing fairs)    especially for 

export goods 

7 -        Developing of a "bcnkable" formate of investment 

project presentations for foreign co-operation 

8 -        Search for cc-opcration partners (company roster, 

Investment Promotion Services,    Investment Promotion 

Meetings,    etc. 

9 -        Offering redeployment and subcontracting opportunities 

froni industri al i xed countries 

10 -        Assistance in locating foreign exchange sources for 

industrial financing 

11 -        Economic/technical co-oper?:tion among developing countries 

and information on their investment policies (new UNIDO 

Service) 

12 -        Training for Investment Promotion Officers in our four 

Investment Pronotion Offices 

13 -        Advice on buyback and compensation deals to finance 

industrial plants 

H      -        Technological Advisory Service 

15     -        Industrial Information 

Items 1 - 6 and 12 include various forms of training which    seems to 

receive high priority in China. 
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i'ur-i.j a •.„,. Lic>iï-i,i.'-.iXM.fr ~<-L-¿i.ont     UOVL-I-üI paiLi^p; ni.:; 

a-':- J   r->- dc-;v?r-.     In tHr  and all   Mib^ur.-nt di-eur.Bior.. ,       reference 

wr;:: i-Io  -io t'.e   alove tiv;n  list  and the  respective m<;..benj. 

Q-àOt:tior/:j  v.T.';  rained such as; 

Which    íiíjaiut; ;->««••; i a given and how,     in the field of 

Piai ni   -,?    (iy".ü for parallel planning of nanuf;ctvring 

ar.d  :l);i'".:;trucLu;r;f     for instance) 

What  ::::.:; In-tiiutional  Infrastructure/    (ERZ,     Centers 

for prcduct ade; <tati on,     invest ment pronotion aT.ncic3, 

indu:',_.;,1 re:-r-<rch,     irriti tuter; for r.ctroJegy,     fairs, 

tr.-.i.in D-;  for ehm lr.p:,v.r,t baric rs,       rural   in-.lur*. ráela nation,   etc. ) 

Hov; is  technic-J   assistance- under ite., 5 being irplc  j^ntcd? 

(inplant  trailer,-,     pilot pianti; supply,    provi: in,? experta, 

e.g.   loi   repair and naintor.-r.se,     quality contr   I,     computar 

f.ppl ic ::' ion) 

»opine *>•.'-   :'inrnc.jr¡-; cruld Le soured  (ixe bclcv),     wo e 

partici 
neouraged 

p.-so  io the minion    raqueóte for such assistance. 

Vu also di;.- ;:j(.d possibilities for technical resistance especially 

with the "nterprj .;e Manico. :ent Association (K:A). 

On 14 :*,-;,-,     \¡ri had r. special aceting,     at the end of the Seminar, 

vrith all officials involved to discuss future co-operation between China 

and UIIIDD,    on \hich occasion the two leading officials [V.r.  V.'ong and 

Mr.  Chen)    exprcr.-.cd their thanks and congratulations to the "great Buccess" 

of the Pettinar;     they   expressed the hope that future assistance would 

be fiven at a "similar high level of expertise".    On this occasion,    the 

question of financing the technical assistance was discusssed in some 

dct-i.il.    We diseased three sources of external funding: 

(a) Uï.'lkv 

(b) V!.,r 

(c) A i.>   .) • ..rig F,n:l 
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(•")   "" "' '• ' • íj " '-'    ¡:°'-' n.uc/i :..cncy coul'l China c^ct freu 

UíJlDI' within the next 2-3 years? 

I explained the »rules of the game" of UiiTDF - although 

at least the ííinistry for Economic Co-operation (as the 

channel for China's contribution to UííIDF)    is aware of 

those rules.    The above question could not be ansuered,   I 

explained,    cince ve neither know, the future total pledges 

to UTÍIDP - not to speak about the problems with special 

purpoBO contributions - nor do vre have a country allocation 

comparable to the IPP.    As a rough indication of the 

possibilities,     I mentioned that there would probably be 

room for a number of technical    assistance projects for 

China,       epsecially if special purpose contributions could 

be mobilized.    A tentative estimate of the costs for projects 

concepts will be prepared shortly for discussion in a proposed 

special meeting of the Programing Ccmittec.    There would be. 

in a first round at least 20 "eligible" project; for USTDV. 

(b)    UKD?;    Mr. Bradford Korse is planned to visit  China in July 1979. 

We advised the Chinese representatives to present our UNIDO 

•project  list - if possible after the proposed UNIDO special 

programming mission will have visited China - to Mr. Morse in 

order to indicate priority needs for the industrial sector, 

and to prove *he need for core funds. 

Out of the $ 15 million allocation for three years (!) 

only S 900.000 were reserved for Specific  industri .il   aani'.-t.^pp, 

but the Executing Agency was not yet decided.    The participant: 

of the Seminar expressed their dissatisfaction   about the  fact 

that no money was left for industry.    We made it clear that 

Buch decisions v:ere outside UNIDO*s  control.    V.^rc complex 

methods  such as SIS and multi-"bi"   financing,     have not been 

discussed on this occasion. 
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(c) Revolví v.!* Fvvi 

I have proposed to consider a "Revolving Fund" which would 

bo cupplr:;;i.i>i-ted, after an intial (reibur:;ablc) contribution 

for instance from UOTDF, from a "surcharge" on all equipment 

and plant import contracte including buybr.ck and compensation 

deals. Por example, V$> of the value, of euch contracts (in 

foreign exchange) would have to be paid by the'foreign supplier - 

or the Government of such exporters a3 a means of export support /suba idy 

- into a "Chinese Industrial Development Fund". Our counterparts 

ßeera to be very interested in such a proposal, assuming that it 

would not be a hidden increment on the price of goods and services 

from foreign suppliers. They will study this proposal. 

Costs of Technical Assistance 

He discussed the coöt for the three common types of assistance. 

Expertr;  UNIDO does have, in selected fields, very good experts 

but the tino sudi experts could be made available to China,  is limited 

due to staff and budget constraints. We would however,  consider 

similar seminars to be held under UNIDO auspices. Therefore, outside 

experts - either on a personal basis, or from consulting firms - need 

to be hired. Fees are usually in foreign exchange, but per diem and 

travel (on Chinese Airlines) could be partly paid for in Chinese currency. 

The somntirp.es high fees - exceeding the standard rates as used by UNDP - 

cannot be afforded by UHIDO as Dr. Khane had already explained to the 

Chinese delegation to Davos. 

There seems to be 4 ways out of the dilemma, assuming that the providing 

lower level, cheaper experts does not seem an acceptable solution} 

in exceptional CL.SCs, we find retire! executives who 

are available at nominal fees, 

China contributor-, to the cost of experts by "topping" all 

CPKts over and above the maximum which UNIDO coub! pay 

(t'i< :i the above Mention'-! í'iuri, e.¿;. or from the 

N;r <^r>l 'VO'V-MC Corni.,: ,• :i vip. }*.'?   ("'}) 
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mtr<;d  rrrnn^iTKînt- (i.ith bilateral or other "donors") 

subcontracting to consulting firms,    although this is 

in many cases more expensive than the hiring of experta 

as needed by China. 

Training; Expected to be financed »by UNIDO".    We gave them a cost 

idea - between $ 30,000 and S 60,000 for an. average in-plant-training 

oourse.    Bilateral assistance was not discussed.    Way's to reduce costs 

of inplant group training courses should be sough*.    However,    there may 

be a cost increase if interpreters need to be added to each course. 

Equipment:    We explained that in many technical assistance projects, 

there is an equipment component sometimes of consider .ole magnitude. 

(I mentioned the Cuba pharmaceutical pilot plant)    If such equipment 

oould be provided from countries with non-convertible currencies (e.g. India) 

to UHIDP,    there might be a possibility of financing such equipment. 

Considering the apparently high level of Chinese production quality, 

noh hardware,    however,    would probably be acquired from countries with 

freely convertible currency,    which on the other side may be special 

purpose contributors to UNTDP (UK,    PRO). 

Cost samples: 

On« Seminar 

One in plant group training 

Experts (1 m/m) 

in US 8*000 equivalent; 

Chinese 
Currency 

20 (travel) 

4 

Foreign 
Exchange 

20 

35 

6-10 

Conclusions:    Mr. Wong and Mr. Chen (Dir. First Ministry) both proposed 

to start immediately with smaller T.A. projects to intensify the co-operation 

between China and UNIDO.    To thiB end,    a UNIDO    team should coma to 

China (or, a Chinese team could come to Vienna), to discuss in detail 

the projects annexed to this nomo.    The First Ministry for Machine 

Building,    as well    as other Ministries wished to establish direct contact;.-. 

with UNIDO (e.g.  with Mr. Ap.iiar and myself) - but J referred this 
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i;i. :-'.icn r¿j:--:i.U-.ny to I>.  Ucnj of tho 6tJi Dûj.clx.it (uininLry 

fer Economic Co-operation with Foreign Countries) _ through which all 

UNIDO - China contacts fih^u^ be cnunelled. 

Vice Minister Uej,     Ministry for Economic Co-operation,      referred 

to Dr.  Khane«c visit in 1Ç76 and stated that the co-operation between 

China and U1TID0 had just begun with our Seminar,    and that such 

co-operation has a "bright future";    he also    referred to the visit 

of Mr. Morse  (lM)P)   in July this year,     and stressed the need for UNIDO 

to assist in giving better "economic management"    to Chinese industry, 

since this is considered backward.    (See separate report on this 
cecting). 

Mr.yC"""?     Yen Ling,    Cenerai Secretary of the Enterprise Management 

Aesoeiation of China (E!A),    at a meeting on 10 Hay (Bee separate report) 

emphasized the need for training in industrial nanagement,    in order to 

bring existing capacity which is insufficiently utilized,    to a higher 

level and output p«r worker. 

It is interesting to note that the EMA is funded by the National 

Economic -Commission (one of the highest bodies in China)    which nay be 

of interest arj a supplementary source of funds for high level (high cost) 
experts. 

UNIDO* s technical assistance seems to be limited in terms of 

volume,    only with regard to constraints in funding and to language 
barriers. 



Inner 1rVfì 

Li ri of  l'r.-.-v ,-•!. P- ..If: 

P.Í a joint I,•.':•;•.i:-vv with   ••.•s]rr;;:-omuM"t-.: i>n.i   a.-., ritúfúrv   j'n- 

K'.onomir, Co-o^ r-ation will- Fcroi-v, Couni,j\i«>n or.:'  /Yort c-t}--.--  nini: i-je; 

in order io  initiate ti.o   ¡-Jochiou of priority   „i'o,ic.:fc:ì  ;.-ì   to e.-?t>. \U- 

tu« rosi of n posible Tv-inìicul /r ricuce ] -i C •;   ar^o  in   Li^ f-j,,^; 

of industry fov the P.Ji.   of China.    Pro;juct3 tv.-'-.jd  wixh :.;, (*) woro 

pvt forward  by  t.he IL'UDC; mission.    L3cver.il prr.t-ct  jdba<j u--rt> 

developed in a i-octing with the "jmtr-rpriue M..r . -orannt Arsocintion of 

China"    (KiA). 

Project^ No.  1-16,   20,  26 and .Vi have bcpn tentatively markad 

"urgent"    by ou?- Chinenc counterparts: and should receive priority. 

The 34 proposal« lifted bclcw for technirul aFsintr-'roc t-> the 

Chincce industry,    will be supplemented by a fïn; tr.ore report a to be 

transmitted to UNIDO through the Ministry for Economic Co en.-rot J on v.o.). 

Foreign Countries (Mr. Wong);    projects No. 32 and 33 were added aftpr 

the missione departure from Peking;    Proj. Mo.  34 wan formerly nurrbrrrd 

as 23 (double counting). 

The projects could be grouped into 6 groups: 

A 

B 

C 

D 

E 

F 

Training 

Technology Transfer and Information 

Technical assistance to factories 

Joint Ventures and Investment Promotion 

Compensation and buyback deal3 

Other 
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Ir lui-tri al !•• <")••   ..\-l >:,it 

(30,:  :) 

A!ïni.r,tii*i>-!i! rRl-,air'.d 

(2)    Ins^y-i-onts W»rsf , .1 :.-i:¡r 

^Jtrir.i:::    Mr. Afraila- hn.-ì 

dot&iJcd discurrüon:, on 

thia project in P.].i,).-J' 

(4)    Machj.ro tool nnrnfp.cturing 

c)      Mvicc in th(. acquiring of technology 

e.rìd on.'îirvi'.'r:;)!- watt«• from foreign 

count i-i en 

b)     Assistance in financial plan and 

selection of financial  uources 

a) to got advice on technology offered 

fro:a various foreign producers of 

inetrumenta 

b) To get assistance in a possible joint 

venture contrant 

Advice on possibilities to export these 

products by means of buyback or compensation 

trade arrangements against imports of 

foreign equipment needed to manufacture the 

product. 

Based on the missions visit to Machine 

Tool Factory Ho. 2., the need for assistance 

trau assessed to 

a) train managers of the factory 

b) train specialized skilled workers 

in foreign machine tool factories 

c) i.earoh for joint venture partners 

for precision tool machine manufacturing 

in existing plant 

d) *'4v¡, of modem testing equipment 
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(5)     Pellai i on n _.^ij_l^v/ fnr i'orej./-n 

Qlirect)    i:VJ r.tmc-nt 

(discussions with Dr. Mohr 
end Dr. Hempen startül in 
Peking a)r-rjdy;    baric view- 
points w?r<-  fixchangv¿ botween 
the Viec-Chriirnmn of the State 
Planning Connission and the 
UNIDO mission) 

(6)    Transfer of Technolog 

(discussions started by 

Mr. Agallar already) 

a) En-., tu to draft reflations and 

pre,     « for the I,aw on For<;i,<7i 

Iiivr   '.B-ent,    which is oxpectod to be 

ÌBC.uf.1 "shortly"; 

b) Assi: ...nco to establish a specialized 

"Off^.c for Porcin Investment"; 

c) Spocï-,1 advice on profit sharing, 

rep- I dation of earnings and joint 

venture organizational structure 

a) Expccin to draft Law and Reflations 

on transfer of foreign technology to 
Chin  . 

b) Set-tin;; up ui a Central    (National) 

Off3 < .   for Technology Tronnfer,    or 

of specialized technology transfor units 

in telected ministries 

¿Remarks:    Project proposals (5) and (6) could be combined/ 

*   t7)    Electrical machinery building 

(8) H?'vironmental protection 

(9) Poll bearing manufacturing 

*   (10) Industrial and factory n-aia/^- 

mrnt 

Training of design engineers for electrical 
machinery (e.g. electrical motors/and equipment 
Training cf design engineers in the field of 
equipment to prevent pollution 

Training of design engineers for manufacture 

of ball bearings. 

a) 

b) 

o) 

Training of factory managers (eupccially 

in the machine tools industry) 

Setting up of regional and sectoral 

training centers (FJÍA proposal) 

Sendiïj: exports to China for lecturing 

mana.'ic.flvnt subjectn (FM A proposal: 

10-20 r>,,prtß p.a. ) 

Train in,' of Chinto managers in USA and 
Eurojo 
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¿t -,*ii •;.:.:     I ra^u,:;  (7)0)0)  ¡\-, (   .rtly (,ü)   w.vuld  oonai. i oí" 

i.M-¡.l:.,)t  ér.,up iiaiiái;-; cí';ir:^  (10 PO people each),     fellowship!?, 

and export1: .dviLiu^ iWlmy aid  office:; in C?>!n¡i._7 

(M) " .-.ivü? 1 ?.: n-m • i,     4.,,...: 

i'''^-ll'' ;.;'t-ri>;y  technoj,c »y for 
av".-it i oil tirr. 

0>y l_ :vrilïll_i'__,r-'1 '''-licatv.m 
oí   p!-i«tir   ^-ii liv.^ • 

04) Anticorrosivo technoiory for 

cbeuical industry 

(15) ." c^inarB 

2 people trained in ¿, .'an (¡six mentis?). 

Proposed c-omppxicc;     :;,hin Etsu Chemical 

Industry Co.  Ltd.,    T kyo Shibaura Electric 

Co.  Ltd.,       Toray Silicone Co.  Ltd. 

2 people  trained . in USA (six months?); 

propocod companies:    The Firestone Tire 

and Rubber Company;      Tha General Tire and 

Rubbor Company;    The Goodyear Tire and 

Rubber Company;    The B.P. Goodrich Inc. 

Uniroyal Company 

?- people trained in Britain (cix raontha?); 

proposed companies:    ICI-Iraperial Chemical 

Industries;    Shell Chemicals U.K. 

PRO:    Bayer      .;    Switzerland: Ciba-Oeißy 

2 people trained in Britain (six months?); 

at Manchester University; and USA: 

The Anticorrosive 

Center,    Department of Metallurgy, Ohio State 

University. 

Seminars should be held - similar to the one 

held from 4-15 May - on the same and other 

topics in the field of industry.    Some 

seminars would be held in Peking,    others in 

provincial capitals;    mana/rcment topics should 

bo deali with,     as well as problems with 

export /imp, ~t contract í;    for industrial 

plant    and cquipnoni supply. 
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*     (ïK)    r.-    ,Vn>-l    -,•••• ;.'-,-., ,~   f.,   rr,ir(. .„,1   | 

(17) Trrbniral_fiKtn:_¡t,-i>,ce in the 

field  of 1 j,-.'-¡:Ter of tcchi-joln-y 

0&) Patent search 

Tn : >%,"¡ ' io*;  ^   r^c projects mentionna 

under 1-/) ,••',! 7,  9 and 11-15,    the FM ft 

piV;V.-.;(jd to    > loot other factories foj 

tticlins tM JvrsrAopinr, technology,    which 

inri ::lci.3 th» i.-jpply of pilot plants,     plant 

!".ir..ulr:t or : testini; equipment and 

other item:;.    R (facets: 

a) tisaivit:u,c.'¿ in    the design of automatic 

te ut ir.(~ r r;y ipr;.cnt ; 

b) ntv.dyin,", theconservation of materials 

used in ti.« rechine building indrutry, 

esppciiiTly of cpare parts which now 

show ;JI ';yc,cccive IOOBJ     co-operation 

with rctcrroh institutes for tinining 

in reqv. i rec!. 

T.A.  voi'Id l.c r.-tfuestc-d on the regul.vtiun 

and )• rosoti o"- <-f  technology transfer; 

a) orpertr   to  ; '.;cúct in the  netting i.p 

of a I?;-^or.;,l Office for Transfer of 

TechnoK,:/,     including; the drafting 

of relevant  laws and regulations 

b) expert« to assist in China,ona c^se 

by case request,    the evaluation of 

specific technology contracts with regard 

to technical,    economical,    financial 

and lt'Cal  aspects. 

It is proposed,   in co-operation with '.JIPO, 

to ccntinv.ou3]y follow in selected industrial 

bronci-e s all patent;) registered with  the 

European Patent  Office (l'unich),     in order 

to Ircep the Chinese authorities abrepct 

of r.i.-nt  recent developments. 

m 
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^^ 

(^) P^' '.'i^v<'~'on trade onci hvirbfi.dk. 

deal e l'or fin rancir g; indus * rial 

plants 

(20) earn» as (I9) 

(21) Compensation trade and buyback 

deals for industrial project 

financing 

(22) Export promotion 

An expert should examine alternative 

ways for Chirci. to conduct compensation 

trade,    buyback financing,parnllel trade , 

and combinations of these,    with the 

objective of financing industrial plante 

Such relations ehould be investigated for 

partnerships with industrialized as well 

as with developing countries. 

UNIDO Service to advise China on actual 

real compensât i on/Wyback contracts for in- 

dustrial financing;    case-to-ca;;e assistance 

would include advice on   technical, 

financial,    market matters recarding 

Ohinese products suitable for such industrial 

projects financing. 

A Meeting should be organized in Vienna - 

the Chinese officials proposed September 

1979 - "to bring together a group of about 

10 Chinese officials dealing with compen- 

sation/buyback methods,    with selected 

international "traders" and inviting some 

from socialist countries with relevant 

experience (Romania,    Yugoslavia)    to discuss 

aspects and problems which mayenerge    from 

large-scale applications in China of this 

method of financing of industrial plant and 

equipment. 

a) Training in marketing of industrial 

products to be exported to Europe,    USA 

and Japan 

b) Technical  assist,-" rje to  fset up an Office 

(institute)  for d^r.ifu of expert  ,'pods. 
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UJ;  ì;")M;.
V

HL'  . , 

Visits   Of   f.^TVJ 

to China 

-    ji :'•••••' 

(24) Organizing visita of Chinese 

industrialists to Eur:---a  ani 

the USA and advanced r1 ^ vejo- i ni? 

countries 

(25) Industrial Information 

•   (26) Technical aGPJntance 

of tape renordorr ani 

'n product!on 

seta 

>•' • • P ; ••'•   !' \ i'-     ..1 OU  .-.  trh. 1   .) ,r; L, 

thro- »;h r.UlVj e cy;:--.:i for co-or.:i;..r.tir..- 

vi:::Lt¡- of ->ore^ ? • •lu-it-l^liiitc  io Chi--.r. 

by in Iura vi >1 brar-.cA',    3 -.r! adi.-: -; ;i„Vjr.r 

cn'ì  iole-,;  »t   infer: vtion on the   .n.itabilil.y 

of .-,uoh y.uVlic :<r.ù  j--"iv?.-.c;  fir:,.;   0:. future 

.stentini pLTiorr. i ,r j  l^t vn^rc ;m-i 

othnr Ion/--term co- c•¡.•or.it-i ->n.    The purpo::^ 

iu to replace the inordinate ¿>:J   arbitra.,/ 

flow of fcr-i'-i bur.rl.ìiosrrj.-ìn into  Chinn,     >y 

a more orde; "i y ,iuint:r,  in co-opt ration with 

Government:'  fi •„-.,•. india; iric.lizcd  .-¡Tíí develop L,.-, 

countrieB c: v.,:;nod. 

Organize and  iir.plciaent through UiilDO on a 

trial  basi;;,     in one or two selected (^ery 

rpeafic)  industrial  cub-brandr: ,    visits; 

of Chinese  industrialists to factories,  in 

the name branch in R.uope and tir- IJT.A .-.md to 

advanced developing nountrieo    with UliiD'j 

contributing advice   en suitable partner 

firms as well aa providing the foreign 

exchango portion of the total costs - possibly 

in co-operation with bilateral aid. 

Providinc through an expert,    systematic 

information on the imst recent industrial 

development in selected ¿;ub-branches of 

industry,     including the  application of 

INTIB and possibly TT'IS. 

(Proposed by Nation?1 V 

INI DO organizes Technw 

i riprovine md control iL 

of tape recorders an • 'J 

prodvced i¡i  "vii:a 

>' noinic C / : .r.ii 33 i Oí; 1 

i   Ací;ir;t.p nee in 

; quality   ::tar.dar.i 

íK ts íilr- .-rlv 

• 
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C'Y) t^n^Fi.-v^jnial Mvisory Servif» 

(20) Institutional Infrastructure 

(29)    FeagibiUty studies and economic 

analysin of industrial projects 

«0 

°) 

UNIDO Service,     to advise China,    on 

a case-by-caf e banic,    or sources of 

conceosional and favourable  commercial 

financing for industrial projects; 

to give special assistance,     on request, 

to the Construction Bank, and the 

People's Bank on    evaluation of industrial 

projects especially joint venture 

projects,    to be partly financed by one of 

the two institutions. 

UNIDO assistance to establish or improve 

in China,    institutes for metrology (to 

introduce DIN norms,     for example),    for 

R + D in selected branches,    for developing 

and guiding export processin- zones,    and 

specialized industrial financing institutes 

(with one equity - feature,    for example as 

a financial holding). 

a)     UNIDO assistance in preparing industrial 

feasibility studies - by training of 

groupe of specialists from the Planning 

and Economic Commissions,    the People's 

and Construction Bank,    and selected 

Ministries; 

b)     UNIDO assistance,    on a case-by-case 

basis, in assessing the economic benefit 

for China of selected industrial projeots 

including joint ventures. 

I * 
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(3°) Ar.:.'   t:>noc to visiting industrial 

fai rr- 

O1) Induir-trial PI finn ins 

*     (32)" Assistance to petroleum refining 

industry 

(33) Training in- Investment 

Promotion 

(34) Joint Ventures 

U7TID0 giving assistance to visitor:-, 

from China to industrial fairs in Europe 

arid USA,    with a view to ¿aide and give 

advice,    through experts,    on exhibits, 

"state of the art",    exhibiting companion 

etc. (Trial baßin is most welcome). 

UNIDO assistance to the analysis of 

development plans with a view to crons- 

sectoral planning,    parallel implementation 

of industrial and related (e.g. infrastructure 

projects,    etc. 

Specific advice on technical and licencing 

matters of refinery projects (euch as 

platforming plants)     (already started in 

Peking by Mr. Afilar) 

Secondment for half-a-year each,    of Chinese 

officials for investment promotion 

(2 to New York , one to Cologne,    one 

(French speaking)    to Brussels - already 

initiated-. 

UNIDO assistance in search for suitable 

partners on a case-by-case basis;    screening 

and forwarding to China of possibilities for 

subcontracting and co-productionj    UNIDO 

giving advice on suitable industrial partners 

for joint ventures in China. 

-B- 
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ANNEX 16 

The Chinese National Enterprise Management Associati on 

Organisation of BMAt 

National Economic Commission 

£= BMA-Chairman ltr. Tuan Pao Hua ' 
Vioe Chai' 

Executive Secretary 

Nr. Luo 

General Secretary 

Nr. Chang Ten Ling 

Council 
(50 members) 

Standing Council 
Nembers 

EKA Nembers 
Large factory managers 

Directors of Economic Commissions of 
the Provinces 

Academic Institutes 
(like the Institute for Industrial 
Economics) 

Universities (Research Institute 
of Management ) 

Directors of Research Institutes 
of Peopled University 

The National Economic Commission is a high body directly under 

the State Council (Central Government)   which started in 1978 as a 

separate organization after having been oombined previously with the 

National Planning Commission. 

mm*. 
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During our discussion on 9 May,     Mr.   CMnnr mai"  an 

extensive statement:       the  ÏÏMA was  spt up  i» 

March 1979«    The purpose of the EMA is "to bring esistine capacity 

in full play";    most of the few hundred thousand enterprises are 

considered "backward"    especially in tcrmr of economic and financial 

management.    More advanced technology and equipment are the tools which 

need to be introduced and properly used.    Learning from the past and 

from foreign countries,    especially regarding scientific management 

techniques,    is the objective of the EMA as well as is the training of 

•daini strati ve and technical personnel in    the enterprises.    "Large scale" 

training programmes are intended to be set up for factory managers; 

inoluding study classes for directors of Pronvincial Economic Commissione 

and for the autonomous regions;    for this year,      several  such classes 

have been scheduled.    A Training Center will be erected in Peking. 

Relations with foreign countries and enterprises in the field of 

management will be established;    delegations and documentation will 

be exchanged.    Example:    A study group went to Japan on management 

subjectB|    Japanese experts were invited to give lectures on management 

of enterprises. 

Mr. Chang expeots an extensive involvement of UNIDO in management 

training, and he warmy welcomed our first contribution with our Seminar, 

as well as our initiative to get a Chinese delegation to the EMS at 

Davos in February this year. 

Mr. Aguilar and myself presented UNIDO's activities which may lead 

to future oo-operation with the EMA. Mr. Chang showed special interest 

in toe following subjects 

the Company Roster (explanation was needed regarding the 

Co-operation Network of the European Management Forum) 

high cost of experts (joint financing UWIDO-EMA?) 

marketing of export products 

technology transfer (in general terms) 
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production sharing,   subcontracting,  etc. through 

search for partners,   incl.  redeployment and 

subcontracting projects 

TNTIB and TIES (advice on how to negotiate foreign 

technology proposals):    EMA wants to participate in 

the Lisboa (October 1979)    TIES meeting of Directors 

of Technology Offices from I5 developing countries, 

assistance in marketing incl. buyback contracts 

language training (bilateral sources?) 

Mr. Changes proposals for futnre    co-operation are as follows: 

(1) China will accept foreign experts (10-20 per year) to give 

lectures and to    train management 

(2) EMA will select factories in China to develop and test 

specific technology and to improve existing plants, 

including the setting up of pilot plants for such purposes 

(3 i    Training centres should be established  in China (how many? purpose?) 

(4)    EMA will select  technical  personnel and factory managers for which 

UNTDO should organize training in management techniques and in 

technical matters;    he referred to Fahlstrom»s figure given 

in Vienna:    4O-IOO people per year (we felt,  100-200 should be 

the target). 

Such training as mentioned under (4) should also include design 

of new factories;    we expressed concern about  likely difficulties to 

find plant contractors who are willing to transfer such know-how. 

High level engineers should be training first.    OTIDO'e sxonp training 

projects in design of machines in Egypt,    in basic engineering in Mexico, 

and in machine tools in India,    were mentioned. 

We concluded,    that training programmes should be  among the first co- 

operation projectBbetween EMA and UNIDO.    Preparatory work:    EMA will 

select staff according to language ability,    management experience, 

etc.;    language problems may become a high barriere,    and interpreter« 

may have to accompany each group. 
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Compensation and Buy-Back Transactions; 

Practical Introduction 

Dr. Peter Aladjov 

1.  Introduction 

The industrialization in countries suffering from acute shortare of 

hnrd currencies, i.e. countries of the third world, the socialist countries 

of Eastern Europe (CKEA) and others, led to the development of various 

forms of payments. The conventional forms of payment, cash, bank credits, 

suppliers credit, buyers credit etc., are for many of these countries, not 

always acceptable, due to the shortage of freely convertible currencies or 

due to the desire not to incur unacceptable debts with the industrialized 

western countries. A policy of achievm - a trade balance is also a 

contributory factor. Most of the developing countries have a negative 

trade balance with the industrialized western world, which decreases their 

ability to develop their imports, especially of plant and equipment which 

is badly needed to speed up their industrialization. According to the 

latest statistics, the debts of the developing countries have risen to 

US* 200 billion.  The CMEA countries have an estimated debt of US$ 54 billion 

fco the industrialized western countries. 

As this high indebtedness is not acceptable of the countries with a 

future potential demand for large-scale investment, one is therefore forced 

to apply other forms of payment, which will facilitate the financing of 

the industrialization plans. Such forms of payment may be acceptable to 

all countrief concerned as on the one side the industrialized countries do 

not have to provide high credits, and on the other side the developing 

countries will not incur enormous debts but they will rather be able to 

use their raw materials, semi-manufactured and manufactured goods as a 

means of payment. 

Buyback agreements offer the additional effect of tying the supülier 

of plant and services and equipment to his customer - since the plant 

supplier has a much greater inteiert than in turn-key projects (or product- 

on-hand plants), to enable his customer to produce products of competitive 

(Tualit.v at the specified time. 
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2.      Forms of Payment 

Practical experience has  shown that compensation transact i one  in their 

various  forms are the most suitable forms of payment.     It  is  important to 

distinguish between three basic forms of compensation transactions: 

Barter Deals: 

Direct  compensation (barter)  is  the simplest form of this type of 

business.     The contract partners agree,  that the seller will accept poods 

from the buyer as a means of payment   (in other words:    goods against goods) 

as full  or part payment for his  deliveries. 

Parallel Transactions: 

Counter-purchase is the most usual form of compensation trade. 

Both partners agree that the seller will accept either a part of his exoort 

value in cash,   and for the balance,  he will accept goods from the buyer; 

alternatively,  the entire value  of his exports can be paid  in goods.     A 

compensation contract is  independent  from the supply of equipment contract 

and can be  realised over a longer oeriod of time than the delivery takes 

of the equipment supplied by the exnorter.     There is no obliratTon that the 

goods to be  traded in a parallel  transaction should bo manufactured usin- 

the  imported machinery or equipment.     The amount to be purchased under the 

counter-pui chase-agreement  is  negotiated separately for each business.     In 

the early days of such deals,   the demand for a counter-purchase was 

relatively small.    Normally one was requested  to accept a counter-purchase 

of 10 to iOP/o of the export value.    Recently the requirements of the buyer of 

equipment for counter-purchase has  risen substantially;     they are usually 

between 50 and 6(#, sometimes even as much as 100£.    In some exceptional 

cases the buyer of equipment has  requested a counter-purchase of 20O&, 

reflecting a desire to receive more hard currency than is actually needed 

to pay for the planned import.    Of course, such requests would only be 

accepted if there is a tough competition among suppliers.     It is important 

to distinguish between ths various goods, which are offered in counter- 
trade: 

Pre« choicet    the seller of equipment can select suitable goods of 

his own choice,  from the offers of the buyers of equipment. 
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Limited product list:  the seller (exDorter) of equipment ìB offered 

to nurchase only certain types and quantities of products. This restriction 

in a result either of difficulties in supnly, or due to the fact that 

cert tin ,?oods can be easily exoorted against free currencies and are 

therefore not offered under this transaction.  (The transaction for the 

rupol.v of 10,000 Volks-wanen Golf-cars for the GDR against 90Í nayment 

v-th machine took- is an example of a recently concluded contract) 

Negative ..rouuct list:  Here is agreed, that certain nnecified nroducts 

or tvnes of products cannot be purchased. 

These ami other tyoes of condition? in«l limitât i one are an integral 

part of counter-trade agreements. 

Fix amp les» 

(a) In ïu-oslavia,  countertrade is  regulated by state  laws.    Each Yugoslav 

importer is  obli -ed  to present together with the  import-contract a signed 

eXDort-contract,   which will brin^ in the "hard currency» reouired to pay 

for the  imports.    Counter-purchases  are required of 40JS for  industrial 

eouipment  and  to  lOOg for consumer articles.    The reason for these regu- 

lations  is  the  negative trade balance. 

(b) Rumania has  instructed all its  industries to engage  in compensation and 

parallel-transactions.    Por all these transactions there are numerous 

variations,  which are negotiated on a case to case basis between the contract 
partners. 

Buy-Back: 

This is a relatively new form of counter-trade. One has to distinguish 

between buy-back and co-operation transactions, which may include many 

aspects of compensation trade.  Buy-Back-transactions as well as compensation 

transactions are strongly objected to by most industrialized Western countries 

with free market economies. Certain governmental and business circles refer 

to compensation-transactions as a "relapse into the stone age". Despite 

such critical opinions, most western industrialized countries reluctantly 

accept compensation-transactions as a "necessary evil" as a means of not 

having to lose specific export possibilités or even a country's market 

entirely. 

I—>4- 
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The use of buv-back as a specific type of compensation transaction 

has gained mo-e and more ground also in developing countries.  In the 

buy-back transact]on the seller (supplier) of turn key plants, or of 

know-how, 10 prenved to accept as part of the payment, products, which 

will be produced from the supplied plant or know-how.  The buyer taKer 

ove> the turn-key niant and commits himself to fulfil his payment 

obligations by supplying- ¿roods which are p-odur-ed by the plant,  ¡iurh 

an agreement is extremely complicated and therefore, there is no standard 

contract form, which could be used for buy-bacK-transactions in a /-ene: al 

manner. 

The theoretical definitions of academics and experts have up to now 

not contributed a ?reat deal to brin about a practical solution *o these 

problems. The contract partners have to negotiate a contract which is 

tailor-made to meet their specific requirements. Certain sidelines have 

to be considered.  In order to record some of the practical aspects, the 

nature of this type of transaction is summarized, based on the experience 

from commercial, marketing and banking points of view. 

3.  Basic Concept of a Planned Transaction 

The buyer of a plant in a developing country must know his requiements 

as exactly and detailed as possible, and he must be assured that the project 

is beneficial to his country, considering the planning and industrialization 

sidelines of the said country. The buyer then must find the most suitable 

partner(s).  The buyer, who has made the purchasing decision for an industrial 

plant, has to consider all "standard» items which are part of a feasibility 

study or/and an appraisal. 

Technical Aspects 

Before concluding a contract all the items have to be clarified 

between both sides which aie «standard» in any plant supply contract, such 

as the overall concept of the proposed project, the problem of management and 

communication lines between the contract partners, a detailed technical 

specifications of the plant to be supplied, the starting up of the plant with 

the necessary provisional acceptance certificate (PAC) and the final 

acceptance certificate (PAC). 
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Financing 

The project is assumed to be financed by the foreign supplier of 

the plant. Suppliers are able to do this out of their own financial 

sources only in exceptional cases. Therefore, the financing will be 

arranged either by the suppliers! bank or by a banking consortium. The 

following points have to be considered before any bank or bankin* consortium 

will decide whether to provide the necessary financing:  the reliability and 

"standing" of the supplier, the standing of the buyer;  full documentation 

about the profitability of the project (a feasibility study should ideally 

be presented);  copies of contracts, if the contracts aie already concluded, 

or an initial contract, protocols, studies, technical summaries etc; 

guarantees, repayments plans for loans, and (eventually), trader-agreements 

have to be presented. 

Down-payment;  It is normal, that the buyer on signing the contract 

makes a down-payment in an agreed hard currency. This down-payment is 

between 15 and j0# of the contract value.  The down-payment is usually 

linked to a down payment guarantee, issued by the seller.  This .guarantee 

is automatically reduced with every part delivery of the plant. 

Guarantees:  In order to seem e the financing, which the banks will 

supply, the supplie will normally ask for a guarantee from the buyer, that 

the repayments are guaranteed through the supply of products, which will be 

produced by the plant. The nature and form of such a guarantee is a matter 

to be negotiated by the contract partners,  if the seller (supplie ) is able 

to obtain an export-insurance-guarantee (hermes, Cofa, ECGI)), then a 

supply-guarantee by the buyer may not be necessary. 

Interest; Por such transactions, the normal bank interest rates are 

calculated. The interest rate is fixed for a certain period of time and 

for the remaining period, it can be varied. 

Loan repayments;  Repayments of credits after deduction of the down 

payment, are made through the delivery of goods, which are manufactured 

by the supplied plant. A repayments plan must be integrated into the 

contract. This plan mußt include the following points: quantity and 

value of the proposed (part or full) deliveries of the goods produced; 

quality, timing, the right to protest againnt baa quality, late delivery etc. 

^- 
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After each wirt shioment the debtor (the buyer of the olant) has 

to present the following documents in order to receive the necessary 

credit note from the supolier: full set of chiopin- documents, detailed 

invoice, legalized certificate of origin, insurance policy, eventual 

packing list. 

Prices:  The once for the produced ,~oodi is calculated in two ways- 

Through calculating real production costs t>lus return on Investmente; or 

in the form of the exoo^t market orice, which is deoendent on the interna- 

tionally prevailing p-ice levels, rruality of ¿roods, competitors« role etc. 

Both partners must arree on a pricing formula. 

Duration of contract; The duration of the concluded contracts lasts 

from the signing of the contract until the last delivery under the buy-back 

agreement, and after full repayment has taken place. Any contact may 

cover further deliveries and sinlar future business. 

Execution and situation: Both parties have to agree on a place of 

execution of their contract. Western industrial countries always insist 

on the law of their domicle as a «place of execution». Both parties have 

also to *gree on a place of legal enforcement. Western industrial countries, 

again,insist on the law of their domicile. 

Por any claims or disputes arising, it is to be recommended, that a 

friendly solution should be found. In case both parties are unable to 

settle their dispute in this way, the matter should be presented to a 

neutral court of arbitration. 

4.  Banking Procedure 

Both parties agree on the banking procedure of the contract with the 

sellers bank. It is usual, that the bank, which is providing the financing, 

also takes over the responsibility of running the accounts for the said 

project. This account will be debited with the total rosts of the industrial 

plant, interest and all other costs incurred. The buyer must also make his 

repayments through this bank and each time the required documents are 

•^h 
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Wesen**<i,   hiF   account vn 11 be  credited.     It  IB  to be  recommended,   that 

a bank-to-bmk  agreement  for such a business  is concluded  (that means 
between the  nupnl,-,r  ani buver,s  bankr di,„rtly)s     Th„  a,reement 

can milite,   wh-í.  b-ink-in-r methods  will be uned,   be  it    -n-.^ntees 
letterr'   o''  or"1't' ,   etc. 

gol°.°f   "  Con-o It ant. 

A  ronrulT,n.  ~0TO.,ny  or  a   consultant   may  be  contactpfJ   %nd  C0ntrrictfid 

b- both mrt.o.n   to  provide  limited or comnlete  information about the 

nlanned  tram-ictmnr.     He can also provide a financing or-onocal.     An 

international  or,Ttnnation such as  UNIDO could act as  a consultant. 

Role  of   the  Trader 

In cane   it   ir.  necessary to place the buy-back transaction through a 

trading house,   th* relier of the  industrial niant should si^ the necessary 

contract.     The  trader nan,   also  without the knowledge of  the buyer of the 

plant,   be  included  in nuch a transaction or already in  the main contract be 

named   1,   ihn  purch ,.,e of the buy-back oroduct.     This procedue  is necessary, 

when the  rallier of the clant   is  for example a machinery manufacturer and 

ha    no   .1    >ct   use  for the nroducts,   which will be produced  f. om his olant 

or -c not  w 11m,- to take on the  responsibility of marketing these products. 

The  role of  the  trade-, who  in well  informed about  the marketing nossibilities 

of various  products,   IG ve y important.     It  is estimated for example,  that 

between 20 to  25?; of total exoorts from the PRO are made by tradm^houses. 

4r  regards   imports  from developing countries  this percentage  is  probably much 

hi -her.     The mam area of activity for the trader is the developing countrv. 

New Trends   in International Commerce; 

In introducing buy-back agreements it  is a common opinion that this tyne 

of transaction  is suitable,  due to its complicated and Ion- term nature, 

mainly for big companies only.     Detailed studies,however,   show that also 

smaller and medium sized industrial companies can use this  form of business 

an  m some cases  the contract can be concluded cruicker,   the delivery will 

ta:e place in a shorter time and the buy-back goods could peinaos be easily 

»old with obvious advantages.    Bi* investment projects on a national scale 

are oí' course  reserved mostly for the  larger companies. 
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The process  in industrialization of the developing countries can only 

take place with the  implementation of constructive economic  and financing 

instruments.    Financial help and advice is not sufficient:     The inclusion 

of the powerful  possibilities  of the  develooed  industrial countries  could 
day a vital role here. 

There are many possibilities open to the  industrialized countries and 

the   implementation of new payment  and  f^nancin«- forms   is an expression of 

thin.     It   is therefore wron^r to   belavo, that the use  of suoh formB 

necessitates  »a reíanse  into the stone a*e«,   it  is more a flexible  accentane 

of the exist in- cta-e   in which  the  developing countries find   themselves. 

Future   Development 

The developments  taking olace  in the Peonie« Republic  of China cannot 

eisily be nonna : ori  +0 that  of  the  develorun."- countries,   the COMMON,   or 

the  other tmrd  wo-lo  countries.     China is a snecial  case:     Pue to    n^ 

enormous  reserves  of human and  na u-al  resoui ces   it   ^   DOT   ble to foresee 

that   fchrou-h  a  synchronise   and  co-orüin-tod  action  of  all  economic   factorr 

onn  can exn^t  an onovmoun  oro~ress  combined with social   development. 
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