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SUMMARY

The two-weeks UNIDO mission in May 1979 to the People’s Republic

of China showed the following results:

1.

2,

3.

More than 70 participants from over 20 ministries 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 question-and-answer
sessions with hundred of specific items having been discussed.

Topics for which participants showed greates interest included:
joint ventures (legal, financial, organizational aspectsy
regulations for foreign investment and for import of technology;
patents, lioenses, and know-how agreements; buyback, parallel,
and other compensation trade arrangements to pay for industrial
plants and know-how; financial plans and sources of credits.

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.

As a consequence of the presentation on UNIDO's work, and of
disoussions with agencies outside the Seminar, we put up

Jointly with our Chinese oounterparts a 1ist of 34 Technical Assistance
projects of which about 16 were marked " priority projects". Meanwhile
(nid—June), this list has been largely confirmed by the Chinese
authorities, and supplemented by a few other proposals.




4. The UNIDO mission had the following meetings with Government

officials:

- Vice Minister Wei, Ministry for Fconomic Co-operation
with Foreign Countries

- Vice Chairman Guo Ming, National Planning Commiszion

- Vice Minister Chow Tjen Nan, First Ministry for Machine
Building Industry

- Mr. Chang, Secretary General of Chinese Enterprice
Management Association

- Prof. Quijan, Director of Tnstitute for World Fconomics,

- 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 ‘echnolcgy and

management.

5. The UNIDO Mission also had opportunities to visit machine tool
factories in Peking and Shanghai, and the Industrial Exhibition
in Shanghai. It is 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. Baokground

Tn February 1979, a ten person delegation from the People's Republic
of China participated the European Management Symposium held at Davos.
This participation had been initiated by UNIDO. Following the Symposium,
the Executive Director and several genior UNIDO officials held
disoussions with that mission and with the Chinese Embassy regarding
assistance in selected areas to be extended to China by UNIDO. The
discussions were continued by myself. 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 1}.

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

progremme for sucha seminar and selectedamission team comprising two
UNIDO staff members and three outside experts (Annex 2).

Prom our Chinese hosts we learned later that UNIDO was the
first UN agency offering this type of assistance to China.

2. Time Sohedule of the Mission

Four mission members arrived in Peking on the evening of 3 May and
departed from Canton on the evening of 17 May, thus staying for 14
days "gross". The fifth mission member (Dr. Aladjov) arrived on 11 May
and left on 20 Nay. The seminar on selected aspects of financing and
promoting industrial investment projects lasted for nine full days.

One additional day at the end of the seminar was dedicated to buyback
agreements, We visited two machine tool factories in Peking and
Shanghai respectively, as well as the industrial exhibition in Shanghai, and
this took another 1§ days. Discussions on technical assistance (and

other subjects?) with high renking officials lasted for 14 days. Two days
were spent on travel and sightseeing (Great Wall, Ming Tombs, Imperial




Palace = Forbidden City, Summer Palace), Several evening meetings were

held on specific subjects (see below).

Nr. Chen, Director of the Bureau of Foreign Affairs of the First
Ministry of Machine Suilding 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 PFirst 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, We

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

3. Organization of the Govermment

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),




4. The Industrial Sector in China

Statistics on industrial production is scarce and so is other well
founded inforwation. 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 t01985 ~ the end

of the present Five-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 - buyback 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.
From 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 o0il 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,such as naphta,suitable for buy-back agreementis, 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 equipment. The same may be
true for themining and processirg of minerals and ores,including
aluminium production. The light industries such as textiles and leather,
handicrafts, certain metal workinz industries, etc., already account for

a large proportion of Chinese ex,crts; after the recent failure of the
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trade negotiations regarding textiles between China and the EEC 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 seems clear that the Chinese Government attaches
the greatest importance and priority to the modermization 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 caseg"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 progremme (4th draft) for the
seminar called "Selected Aspects of Financing and Promoting Industrial
Investment Projects". Since,forunforeseen reasons,Mr. Aladjov ar-ived
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 financingand promoting of industrial investments with
special reference to joint venture agreements, financial plan, planning? plane?
investnent conditions,the 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.




For any future Seminar, suitable background material must 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 chief 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 sample 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,
3% felt it was appropriate, 12% said it waa too general or too detailed
or very good. The duration of the seminar: about 50% felt it was
just 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: 75% 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
FPactory No. 2, Peking (Annex 12) and the Machine Tool Factory, Shanghai
(Annex 13) as well as the Industrial Exhibition in Shanghai (Annex 14).




We believe that any mission whose members had no previous
"feeling" for the level and capability of Chinese industry, should -
if a visit to the Canton Fair is not possible - visit the Shanghai
Industrial Exhibition, plus one or iwo factories in that area,

to proceeding to "theoretical" discussions in Peking,

(v) Technical Assistance and UNIDO'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 15 describes
this subject in detail, including a list of 34 Technical Assistance
projects which were developed during the Seminar or brouglht to our

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

The relations with other UN organizations and specialized agencies
(UNCTAD, FAO, 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 also be oneofthe subjects of a future Consultation

Meeting.

(c) Meeting at Institute of World Economics (IWE) with
“rof, &ijan, 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 (EMA) 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 propnred by Prof, Qui jan, with
the C-reral V- retary of FMA, Mr, Chang. dny  Taeunical




Ascistance, 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
cf training industrial manpower and Prof. Schwab (Buropean 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 should be made
by EMA. EMA requests should be channelled to UNIDO via the Mristry 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 Commi ssion;

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 aftermoon of Monday, 14 May for about 1% 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 assistance in this field;

-~ More exrerts should come to China, inciuding = me from ctler

"N ooremaniratione;



- Out of the "15 items list" as prescribed by us in the first
meeting (gn_ncx 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,

- UNIDO should send technical experis to bring technoiogy 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, 1ts assistance wil! include
contributions to UNIDO/UNIDF,

The miseion contributed %o 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 IPF for China, which

may 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;

- UNIDO is offering neutral advice,not bimed by commercial and
political interests regarding the selection of technology and

of suitable partners for co-operation,

-~ UNIDO may propose a large scale progremme for ECDC with China,

in order to spread the message of self-reliance,

This meeting was even reported by Radio Peking via short wave;
the Chinese BEmbassy in Vienna took this fact as proof of the importance
which the Chinese Government attached to our mission.



Vice Minister
of the Pirst Iiniatg for Machine Buildir_xg 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 proposals, 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 Chaiman acted as a moderator; this was one

of the most concentrates and fruitful meetings we had in China,

On this occasion we proposed - following questions of the Vice
Chaimman - the following ideas:

(a) There should be no fixed limit for repatriation of earmings,
but a formula such as:
an average returm of x# on bonds etc. in USA, Europe, Japan (applying
a currency "basket") in the year for which the approval needs to
be given, plue a1 incentive (for risk, etc.) of 6-8% points; at an
average retum of 7%, this would amount to 13-15% returmn 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 gtwes 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 inthe 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




- 10 -

foreign operations is largely tax-free; therefore, countries that had not
planned double taxation agreements with China could put their investors
at a disadvantage as compared with investors frem other countries. A
solution has not yet beon proposed,

Long discussions were held éen 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 Chaiman exprcssed his wish that UNIDO would continue
to asgist China in these matters.
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Annex 2

Seminar Leaders:

1.

2.

3.

4.

Se

Dr. Erioh Becker-Boost (Chairman of the Panel), Director,
Investment Co-operative Programme Office, UNIDO, Vienna

Mr. Enrique Aguilar, Industrial Davelopment Officer,
Developrment and Transfer of Technology Section, UNIDO, Vienna

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

Dr. Alfred Mohr, Solicitor, Vienna
(apecialist for contracts in Fast-West industrial trade)

Dr. Georg Hansen, Head of Department, OECD, Paris
(specialist for foreign investment regulations)
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Misgion schedulirg

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 Fconomic Co-operation with Foreign Countries (abbreviated
ECFC) and the First Ministry for Machine Building (MBI), 1led 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 Khouangzhov, 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 imiroduction of the UNIDO mission and a warm welcome, we
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 morning 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 viasits: 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 (2x 3 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 u modern large machine tool \
factory (see Annex 13) and the permanent Industrial Exhbition (Annex 14).
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Annex 4/page 2

Explanations:
E Ministries

There are about 30 ministries including at least 14 for industry:
- 1st to Tth Ministry for Machine Building
- Agricultural Machinery
- Chemical Industry
Petroleum and Petrochemicals
Textiles
light industry
cteel industry
metallurgical industry

At least 15 other ministries cover the following subjects:
Foreign Trade, Agriculture, Forestry, Water and Power, Interior (?),

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

Bducation, Finanoe, Foreign Affairs, FEconomic 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 Ninistry),

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

Each Ministry is headed by a Minister and up to 5 Vice Ninisters;
there are departments, divisions, and sections. The 6th Department
in the Ninistry for ECPC deals with UN organizations.

The Ninister for ECFC is one of the Vice Prime Ministers.

Under the Ministry of Foreign Affairs, there are two important

State Corporetions; all oontracts have to be concluded with these oorporations:
- Corporation for Importing Technology
- Corporation for Importing Machinery




Annex 4/3

E 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 Ammex 16).

@7 There is one Revolutionary Committee in each of the provinces,
cities and sutonomous regions.

@ e Provincial Governments regulate industrial enterprises,
oco~-ordinated vith' 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 ie even planning a large
fertiliser and a petrochemical plant.)

The provinces seem to receive greater autonomy for industrial investment
decisions. In this respect the so-called "bureaus” under the Ninistry
for Nachine Building for inatanoe, are of great importance:
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The Shanghai Bureau dealing with machine buildins and electrical industry,
for example, is responsible for about 400 factories, emplnying more than
300 000 workers.

E Councils:
Among the Councils, The Council for the Promotion of International

Trade (President: Mr. Wang Yao Ching) - of which Mr. Kuo »f the Institute
for World Fconomics is also a member - represents the Chinese people in
all trade related aspects. 1Its 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-povernmental organizations.

Any foreign enterprise or institution which wishes to open an

office in China, needs the approval of the Council.

Enterprise-Government relations

Projects are studies and proposed by Enterprises or Ministries.
After an investmetn decision is made by the Central Government, 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.
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The Industriai:~ation Potential of Chin:*)

Te General
The new orientation of (ina stems in many respecls from th
atitude of the form:~ Prive i vmister Chou en Lai. Chairmin Me: Too-Tung

wa: t'o lict leader of the Chirese Peoplels Republic for whom
mou.rnization was synomimous with "westernization". Chou did not iank

upon 1t this way.

Une of the main conscruences of the new orientation throurh wvhich
isviationists and radicals l.ave been expcllei from the politicc] scene,
18 tne new 10 Year Economic Plan. This plan, however, despite it name,

covera only the pericd from 1777, 130,

e neopomic Basie

“hi population of Chiny ¢ orlinated Lo be close to 900 million.
The por capita incom: of Ching 1 estimated by the World Bank to be
$ 470 poney the GNP, hence, would be in the order of § 360 billion (1978).
The navings rate is high, which may make local investment capital available

at a rate of § 40-50 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
from 30 to 60 million tpa, an increase in coal mining from 600 to
1,000 million tpa and an increase of grain production from 205 to 400
million tpa in 1985, 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.

z

*) 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 comments made by the Chinese delegation.
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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 $§ 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 obsiacle 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 tie policies followed so far. The
administration has also recognized that tourism could be an important

source of income for the oountry.

The new Plan envisag:s total investments in the amount of
$ 600 billion until the year 1985 of which $ 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 $ 43 billion,
among others: iron and steel $.21 billion, petroleum development $ 3.5 billion,
coal mining § 4 billion, fertilizers, infrastructure equipment. Military
and weapon imports 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 10-fold compared to last years'imports.

Exports are estimated to be in the order of $ 173 billion until 1985, and
transfers from Chinese working abroad will be at about $ 12 billion.
Tourism will add $ 8 billion, production of gold $ 4 billion; the increase
in exports of o0il and coal is not predictable at the present time. The
present capacity of the Chinese 0il fields is said to be about 100 mill tpa
(export quota: 20-30 mill tpa?) which capacity could be raised to
about 400 - 450 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 oilj
60 - 70 mill tpa (at a present value of about $ 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 $ 197 billion;
thus, China would have to cover $ 30 - 35 billion by foreign loans until
the year 1985, debt servicing will add another estimated $8 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 90% (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 'I'ra.ining

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
enterprices, and at an investment of between about § 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 1985. 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
small soale 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 diccussion. The agreements concluded so far
‘ are § 1.2 billion export agreements with 10 British banks; a certain

percentage of § 13.6 billion French supplier credits; a Eurocredit of

$ 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 forcign barks; only in 1977/78 there were delegations
from 75 foreign banke visiting China with the intention to offer credits
at favourable conditions.

Japan and China in 1978 signed a trade contract covering $ 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 some
bearing on the discussion on “frozen-assets" of the USA. China will
be interested in joint venture projects

some of which have been conoluded with Japan
or with Chinese enterprises in Hongkong.

The 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
"New Foreign Corporate Act" is said to be ready this year. Two issues,
however, seem to be olear already: first, a maximum of 49% foreign
participation may be allowed, with the Chinese partner being either the
Governaent of the Municipality or other entities; the looal contribution
would be land, infrastructure, labour, ‘. managenent; the foreign

(G,
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contrilbuiion is expected to be: financing, plant and equipment, know-tow,
export marketing. Second, no profit on invested capital may be allowed
for remittance to foreign countries (as an expression of the bacic rule
that all productive enterprises in China belong to the people of China).
The foreign partncr may be granted the right to export a certain quantity
of goods manufactured in the joint venture which would allow a certain

(not defined) return on investments. 1t is possible, that limited-time
partnerchips, leasing,and buyback and coupensation agreements may play

an important role in the setting up of new industries in China. Production
sharing and processing agrecments have already been concluded. Japanese

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

6. Concluding Reiarks

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

it was the result of hard struggles. A collision of unforeseen factors
may chanpe 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 argumenis 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 China's GNP
can be exported, (equivalent to about 16-20 billion US$ p.a. by 1985 and
exports of $§ 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 may recall that Japan became
an indusirial nation between 1868 ard 1935, that is, during a 67 years
time 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 Far 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 claas technicians )y could be combined with the
young, well organized labour force and the demand for modern equipment in
the Chinese People's Republic.

Negative 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 come from their
strengt: in maintaining their own culture rather than from "westernization".

~ Apnex

i List of the Members of the Chinese Delegation to Management
Symposiua in Davos

B Questions raised by 11 intomutiom’i Jjournalists to the Chinese
dslegation, and summary reply.




Annex A

g epini- i

List of the Members of the Chinesge Delegation to

Management Symposium in Davos

Head

Mr. Qian Junrui Head of the World Economic
Research Institute, Chinese
Academy of Social Science

Deputy Head

Mr. Song Yifeng Researcher of

Deputy Head & Secretary-General
Mr. Luo Yuanzheng Deputy Head of

Members
Mr. Yao Naian Researcher of the International
Trade Research Institute, Ministry
of Foreign Trade
Chen Minghe Enginecer, Ministry of Coal Industry

Chen Mingjia International financial expert,
Bank of China

Chang Minghao Researcher of the World Economic
' Research Institute
Yin Jiqing Economist

Ge Ren Technician, Ministry of Coal
Industry
Wu Heping i Interpreter
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Questions to Chincrce Delerntion - Davos February 1979

A)

1.

2.

3.

4.

6.

Political Questions

You said in your Davos-paper, Furope should unite agains®
hegemonistic power. How do you tee the role of Switzerland

in this context as a neutral covntry?

What about the western trade with Russia? If a western

company is already trading with fussia, is it posesible f{or

that firm to trade also with the Chinese? Or must the weotern
companies before trading with Chins, give yp all the inv...tments
in the USS®? If your answer is yes, does that mear. ithat the

western countries must all rmive w1 -ade with the SHR, or does
China consider als: that weste:n trade with the USCR is needed,
both for Russia and the western cowntries.

Which differences did you remark in your daily life between

the last Chinese government and the new?

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 former Chinese areas of the USSR (Amur and Ussuri)

Within the Chinese-Japanese peace-ireaty is a so-called
anti-hegemonial clause for the Asian area. Moscow says, this
is a confrontation against the USSR. Is that true?

What do you expect for the future of Hongkong. Does China intend
to prolong the treaty with Great Britain?




1.

Who is actually the real leader of China and s0 far responsible
for its opening, Teng or Hua?

How will be, in your opinion, the resction upon the opening
of China by all liddlo-mnt-pcoplo, who made career in a
time when Mao's Self-Aid-Principle had the absolute priority?




1.

2.

3.

4.

5.

6.

T

8.

Annex B/3

Eoonomio and business related questions

In your introductory speech you spoke about compensation deals
with Europe ~ do you think that westerm oountries will accept
a flood of Chinese products in the Years to come?

Could you give a piece of good advice on how to do business
with the Chinesge?

Could you give an example of a wrong approach?

Can you say anything general about after which criteria you
are ohossing among oonpanien/products - in partioular if
several ocompanies are offering the same products.

In your interview with the Journal de Genéve you have answered

questions. More precisely:

a) What kind of produots would your country like to import
from Switzerland?

b). Do you see Swiss banks operating in your country

"0) Do you see Ciba-Geigy or the like (sandoz, Roohe, Brown,

Boveri, Sulger, etc) operating in your country in a mixed

oompany?
d) Is it true that your oountry would not allow the transfer
of dividends abroad? How in this oase could the Swiss

companies eventually operating in your country be interested
to invest?

What about the joint-ventures? Will China take these over after

" & couple of years?

What do you think about the possibility for installing a real
free market system in China?

Has your Government decided which are the fields of the economio
growth whioh foreign investments can be developed in?
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Which are the main goals, in term of social progress, that the

present economic policy made by your Covernment wants to achieve?

Does your Government plan a priority list of foreign investments,
in the sense of choosing first public enterprices and then the

private ones?

To fulfil the ambitious plane to develop your economy you have to
export not only raw materials and o0il but more and more industrial

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

There arc many negotiations between China and German producers of
investment goods. On what sections Westgecrmany has the best chances
to get real contracts for delivery?

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

Where can one receive exact figures about the Chinese market
and generally about the Chinese Economy?




c)

1.

2.

3.

4.

5e
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Other
What benefits did the Symposium bring to you?
Have you been approached by bankers? With any results?

Professor Mende said that about 10 000 students will be sent
abroad - to which countries will they go? Nainly to the US?

What kind of people do you plan to send abroad for training?
Factory managers? Technicians? Factory workers?

Does the China delegation plan to contact any Latin American

Group to exchange information on joint ventures or transfer
of technology? 1In the affirmative ocase, 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

his delegation had a great number of personal oontacts 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 reaéting to European proposals.
Future co-operation between Europe and the People's Republic of China
oould 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 gove rnment
for serious consideration. The future co-operation may have manifold

forms, among them 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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SUMMARY (R TUR TNTISTRTAL STTUATTON TN CHTNA

18 an excernt

from the German-lansuace "Conntrv Renort No. 7/70" ( L/ ) on the Pennle’'s
Renublic of China ( 2/ ),

% %

Since March (1979), there nave heen 1ncreasing sipns of a tougshening of the
internal nolitical situation; western technology and management methods con-
tinue to be resnected, but an 1mitation of western 1ife atyles is definitely
unwanted. The erstwhile aim to catch up with the industrialized nations by
the year 2000 appears to have moved into the far-distant future.

Tndicative thereof are the 32 contracts concluded with Jananese firms during
the last six months: The purchase of i1ndustrial installations valued at

US% 2.7 billion (integrated steel works, petro-chemical plants, etc.) has

been declared as "held in abeyance™. A considerable retrenchment, narticularly
affecting the build-up of heavy industry, seems to be takine nlace.

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

Instead, principal emphasis 1s now to be placed, besides on agriculture, on
electric power generation, coal mining, the transnort system and the buildine
materials i1ndustry. Increasing autonomy 18 to be given to industrial enter-
prises; wages are to be more wifely based on the earner's contribution; more
incentive systems are to be used: and plant 1s to be increasingly financed
througn credits, as distinct from government pranta.

During 1978, industry grew at 1?7 9 and thus did considerably better than
agriculture. Whether the intended overall economic prowth rate of 8.4 9
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 asriculture by 1985"has been abandoned.

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

coal 600 million tons

crude o1l 110 million tons

natural gas 100 billion cubic metres
electricity 160 billion kilowatt-hours.

Nevertheless, the energy sector remains a major bottleneck; much infustrial
capacity remains unutilized because of its nroblems.

Another principal problem area is that of lack of managerial comnetence,
organization nroblems and a shortage of skilled workers. Nevertheless, nreliminarv

1/ Ostasiatischer Verein E.V., Hamburg, FRG; 3 June 1979.

g/ Condensation and translation by W.H. Oettinger, ICPO,
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figures indicate the follawine prowth rates 11977-78) whicn 1r mn
in exceas of tarreta:

srowth rate (4) rtnal o

in millg

iron 36.0
ateel 29.0
rolled gteel produvcts 1.0
chemical fertiligzer 1.7
cement 20.7
tractors 22,2

Further increases are expected for 1979, partly due to the coming
of several nlants purchased in 1971/74,

In future, increasing attention is to be paid to produect ~uality:
introduction of international standards in no longer exclnuded,

Production of consumer goofs is to be emphasized (quart~ watrhes,
washing machines and 300 other cornsumer producte are to nroducer,
during the next two years),

Aleo shipbuilding is to be increased and harhars are tn he mndern
and Jananeee assistance).

&t cager were

roaduation (1Q78)
ong of tans

M
1
21

A2(11 monthe)
0

an-atreaam
the

antnmatic
starting

j7zar {™ytneh

China's foreien trade is estimated at about 8118 20 billion. Twa—thirds nf this
refers to trade with 14 western nations with whom imnarts »nd exporta wars

almost balanced in 1978 (see apnendix).

China will continue to be cautious in accenting bank credits; instead, other
financing methods are to be pursued, including "compensation trade® which
first came into mention in March 1978. Also, "ioint ventures" {hn
foreign participation) are seen as real possibilities.

to 19 4
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~appgndix.

Tmnorts from “rnorts to Volume

China (ecif) China (fob) of Trade
Tanan 2 030,3 3 048,7 5 079,0
Hone ¥ane ( TanaMau 2 038,7 55,4 2 094,1
FRG 366,17 955, 1 1 361,8
ey 356, 1 823,6 1.179,7
Canada 82,9 441,8 524,7
Arance 225,0 197,4 422,4
Ttaly 200,3 188,5 388,8
Great Britain 212,3 174,9 387,2
Sinecapur (Jan-YNouw) 312,4 48,4 360,86
Netherlands 125,4 131,6 257,0
Relgium/Luxembire 44,6 203,4 248,0
Switzerland 49,7 93,6 143,3
Sweden 55,7 83,2 138,9
Austria 28,5 54,6 83,1
Norway 12,6 60,0 72,6
Denmark 31,8 8,0 39,8
Total 6 173,0 6 608,2 12 781,2
Missing periods 213,7 9,4 223,1
Grand Total 6 386,7 6 617,6 13 004,3

'========================================3===

Note: The "missing periods" cover 1/]1 of the fipures for Yong Kong and Singapur.

Source: National statistics. Currency conversion based on averages of the IMP,
except Hong Kong ($US 1.00 = $HK 4.626).
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Beking-Seninar: Selected Aspects of Finapoing and Promoting
May 1979 Industrial Investwent Projects

A. UNIDO: Investment related activities
M

Aguilar Becker-Boost

Pre-investment activities X

Investaent promotion (search for
partners) X

Redeployment X
Industrial financing
Technological advisory services X

Information sources and services
offered by UNIDO X

Consultancy services X X
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Nave,

Joint venture agreements

Introductio
Prospects for and problsms with foreign direot investasnt

(Becker-Boost, Hansen)

Aguilar Becker- Hansen
Boost

Nohr

2.

Motivations for ths establishment of
oint ventures
+1. Notives for foreign partners (from X
market economy and planned eoonomy
oountries)
General
1.1.1. Safeguarding of existing
markets X
- Import restrictions
~ Favourable cost situation
- Obligation to purchase locally-
made goods
2. Opening of new markets
3. Safeguarding of raw material supply
4. Shortage and high cost of labour
in industrialised countries
1.1.5. Comparative cost and price advantages
- Cost
- Inoentives
- Price
~ Return on investment
1.1.6. Possibilities of transferring existing X
production units to developing countries
(redsployment)
1.1.7. Spread of risks X

1.2, Motives of local partners
1.2.1. Narksts (sxport and local) X X

102020“@ h" as t o) ate
1:2.3. Nanagement . $13aud+28R SRFESLS

1.2.4. Foreign exchange financing X X
1.2.5. Efficisnt utilisation of

loocally availabls natural

resources X
1.2.6. Continuing acoess to R + D X

| 4 itions for ut.blill.lg‘ Joint
yentures in developing countriss

2.1, Investment climats

2.2. Po hg coﬁgggom

2.3. nowic ¢o ons and incentives

2.3.1. Stability of the economy and
government policies

2.3.2, Poreign exchange situation and
controls, repatriation of capiicl
and profits, import licenses

LR ]

% >
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3.

4.

5e

6.
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Aguilar Becker- Hansen

Mohr

2+3.3. Sizge of market and —Soost

purchasing power

2.3.4. Local labour situation

2.3.5. Ewployment possibilities for
expatriates

2.3.6. Infrastructure of host country
ard project requirements

2.3.7. Other measures for market
protection

2.3.8. Other incentives

2.3.9. Local facilities for financing
and insurance

The Role of foreign partners X

3.1. Technology transfer

3.2. Training of operating staff

3.3.  Management (technical,commercial)

3.4. Product development and adap-
tation

Role of the host (central or provincial)

Government X

4.1. Establishing production facilities
4.2. Providing physical infrastructure

4.3. Providing institutional infrastructure
4.4. Local cost financing

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
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)
5+3.5. Capitalization of know-how etc.
into equity
5+3.6. Special problems with equipment
suppliers as joint venture
partners
5¢4. Tripartite and quadropartite arrangements

Ml aspects of joint ventures

6.1. Mutual obligations of partners:
investment agreements

6.2. Decision making and control

6.3. Number and type of agreements re- e

6.4. Arbitration (an intermati nal » v .-y
and arbitration ucheme)

6.%. Consequential los5 in wur-r e
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Aguilar Becker~ FHansen Mohr
~Roost
T. "The birth of a new joint venture" X X X X
(sample)
8. Conoclusions and recomsendations X X X X
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c. Specific _industrial co—operation agreepgnts

(excluding compensation and buyback)

Aguilar Becker-Boost Mohr

1. Limited time partnerships X
2. Leasing of industrial plants X
). Franchising X X
4. Subcontracting (horizontal

and vertical integration of

local plant production with ;

foreign plants) X X
5. Export sales and marketing

agreements ) ¢
6. Licencing of patents and

trade marks/technology

licence agreements X
7. Non-patented know-how

transfer (engineering, marketing,

management, training X
8. Regulation on forei

technology (mpluT
9. Outline for model contracts

for liceneing and technology

transfer X
10. Samples: real contracts

model contract for cons~
truction of plants X
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D. Investment conditions for foreign partners

Satey

Introduction: G, Hansen

3.

UNIDO investment information
on selected developing
countries - a comparative
analysis

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

Legal framework: incentives
and disincentives by home
and host countries

Bilatersl agreements
regarding taxation,
investment protection eatc,

Taxation on profits, royalty
etc,

Remittance of profits

Treatment of equity;
expropriation/nationalisation

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

w—dfillar _ Backer-Boost  Hansen  Mohr

X
X X X
X X
X
X X
X X
X X
X X
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E, Compengation trade and buyback agreements as a means to finance

industrial plants

Introduction: Definition and delineation(Mohr)

Alad jov Becker-Boost

Examples and experiences - an overview X

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

Intermediate products/semi-finished
goods (subcontracts)

Project evaluation (feasibility study)

Pricing:
Various formulae for product pricing

UNIDO service to give neutral advice

Finarcing schemes:
Plant supnly

Product supply
Guaranty requirements for
lenders; 1deas for creating a
multilateral guaranty
institution
8. Costs (premium) for risk insurance

9. Legal aspects, arbitration

10. Sample contracts (DKH)

* Mr, Aguilar and Mr. Hansen are not involved in this sub ject,
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F. Sussary - Conclusjons - Future Work for UNIDO

e

A question and answer session will be held with the main objective

a) identify additional information needed and requested from UNIDO
and. other sources and

B) to develop a programme for technical assistance to be rendered
by UNIDO (or other agencies) on the subject matter.

g.




A,

r on Industrial Financin d Investment

d Information to be Distributed

UNIDO: Pre-investment Activities

1.
2.
3.
4.
5.

UNIDO Investment Promotion Services: An Assessment of Effectiveness
UNIDO Company Roster

Manual for the Preparation of Industrial Feasibility Studies, ID/206, 1978
Search for Partners, EMF Co-operation Network

Directory of Financial Resources, UNIDO

oint Vanture Agreement s

Industrial Joint Venture Agreements in Developing Countries, /68, 1971

Motivations and Preconditions for the Establishment of Joint Ventures,
10D/89, 1978

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

IFC Information (incl, press releases)

Stock of Direct Private Foreign Investments from 17 DAC Member
Countries

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

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

The Export Credit Pinancing System in OECD Member Countries, OECD, 1976

ecific Industrial Co- tion ements

oxcl, compensation and ack

1.

2.
3.
4.
5e

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

Industrial Collaboration Agreements, UNCTAD, 1977
Licensing, Tum-key and Joint Venture Contracts

Semple Contracts regarding the Transfer of Technology
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




J

9.

10.

1.

-2 a Annex B/?

Preliminary Draft of the UNIDO Model Form of Cost Reimbursable
Contract for the Construction of a Fertilizer Plant, UNIDO,
ID/WG. 281/12, plus Technical Annexures for the draft

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

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

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

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

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

D. Investment Conditions for Foreign Partners

1.
2.

3.

4.

Draft Convention on the Protection of Foreign Property, OECD, 1967
Model Double Taxation Convention on Income and Capital, OECD, 1977
Investing in Developing Countries, 4th Revised Edition 1978
Offprints of DAC Chaimman’s Report 1978, incl. Chapter VI

Recent Trends in Financial Resource Flows to Developing Countries
plus Statistical Annex

Investment Conditions in Selected Developing Countries, ICPO

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

1.
2.

3.

4.

5.

6.

Buyback Study, A. Mohr
Report on Expert Group Meeting on Buyback Agreements, UNIDO/EX 78, 1979

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

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

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

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

G.

1.

2.

3.

4.

eral Bac und Information

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

A Survey of Development Co-operation for Changing Development
Needs, OECD, 1978

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

Co-operation for Energy Investment in Developing Countiries,
OECD, 1979

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

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

Improving Financial Co-operation with Developing Countries in
Longer Tem Perspective, OECD 1979

External Indebtedness of Developing Countries, OECD, 1979

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

Project implementation - time horizon and interlinkage
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Ninistries and agenoies participating in the
UNIDO Seminar in Peking

The First Ministry of Machine Building

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

The State Capital Construction Commission

The Dept. for External Affairs from
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 Petroleum Industry

The Department for External Affairs from
the Ninistry of Petroleum Industry

The Ninistry of Railways

The Ministry of Coal Industry

The State Eoonomio Commission

The Ministry of Light Industry

The Ninistry of Metallurgical Industry

The Ninistry of Chemical Industry

The Company for Parts Supply of General

Dept. for Automobile of the First Ministry of
Nachine Building

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

The General Company for Export of the
Pirst Ministry of Machine Building
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The Legislative Committee of the Standing Committee
of the National People's Congress

The State Planning Commission

The Legislative Institute of the Academy
of Sciencies of China

The Research Institute of World Economy




ANNEX 10

Summary of the Procedings of the UNID® Seminar on

Selected Aspects of Financing and Promoting Tndustrial Tnvestment

Projects

Group T
About 40 participants

1. Subject: Foreiem Direct Investment

Role of Foreign Direct Investment (FD1) in developing countries.

Out of $ 70 billion total external flow 1978, FDI contributed $ 9 billion.
A direct investor wants to play a major role in a foreign plant.
"Portfolio" investment was $ 12 billion; the latter was defined as
"investment in equity, with less than 257", because this may be

considered a minimum below which nno real influence on enternrise

management exists. Portfolio investment is \'arbitrar‘ily) defined as
investing money (e.g. oil revenues) for profit and/or maintaining value of
property,

The stock of FDT is 8 77 billion (1978) cumulative. Comparative
fipgures were siven (total world industrial production $ 2600 billion;
China GNP puess § 150-450 billion; industrial production per year
$ 40 billion? +total investment "guess" fipcure for all sectors:
$ 45 - 60 billion p.a.; if FDI for China should be meaningful, an FDI of about
$ 1-2 billion per year should be assumed based on an industrial
investment of $ 8 billion p.a. (?); FDT might contribute 1/3 - 1/2
of the FX requirements in industry (own "wild guess" to challenge
Chinese reaction). Compare order of magnitude: $ 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 FDI in recent years due to offshore banking (Petrodollars,
Nong Korg, Central America, Singavore) were discussed,




']
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Questions and Answers:
How much of the total increase in cumulative stock of FDI
happened in countries in Asia? (Hong Kong, India, Indonesia,

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

Net Benefits? Employment creation from $ 1 billion in industrial investment

= 2000 jobs; if FDI relates to 49% of equity, then, about 100,000
jobs are created wath § 1 billion FDI which of course is little for China
with an increase in work force of several million people per year.

Export eamings/ba.lanoe 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 - westermization; may create consumer wishes
which are not socially beneficial; if subcontracting is the object

of ¥DI, 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.

2 Subject: Joint Ventures

Motivation for foreign investor and local sponsor (discussion
"ag 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 Govern-ent/sponaor: 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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g_o_ut ions and Answers:

Can a joint venture be controlled with less than 10% share in equity?
(Yes - example - EN‘I/Montedison; Management power is not directly
related to equity participation). We grouped into 4 groups:

- Above 50% in equity - majority, ating

- 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)

mitx participation: Valuation of Chinese inputs versus valuation
of foreign inputs. It is assumed that the Chinese input cor.sists 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 $ 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

$ 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 § 8 and $ 12 per hour gross wage
("price" of iabour to an enterprise).

During the last plenary meeting, this item was again discussed
with the conclusion, that skilled labour in China may be "shadow priced"
at about $ 1.75/hour. (Subproblem: ILO rules for labour; avoiding
exploitation). ﬁuestion and Answer session 12 MayJ




(Assumptions for explanatory reasons only)

c

arison of Wages

in §/hour

Annex 10 /2

China China W, Europe
actual " . "
(skilled projected
worker)
1. Gross Wage 0.30 1.40 - 2.10 20
(to be"paid" by
anterprise)
2. Degree of T0% 100% (reference
vefficiency" point)
3. Effective wage 2,00 - 3.00 20
4. Social security, provided 0.56 - 0.84 12 (60%)
strikes, holidays, by
sick and annual Government (40% assumed)
leave, corporate
taxes etc. related
to labor costs
income tax
6. Income taxes - - 2.40 (30%)
7. Net pay to worker 0.30 1.05 5.60
(average)
8. Monthly take-home 60 200 900
pay in US$
Comparison of major expenditures
Rent 5 15 250
Food 45 70 350
Health care, - - 50
education,
transportatian
9. DMonthly "BALANCE" 10 115 250
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This wage structure giving a preliminary indication of a possible
future wage and income structure for skilled workers in China,
concluding that "effective wages" based on a 707 efficiency
(mainly due to large overheads)comld be assumed at between $ 2 and § 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 51/49 ratio regardless of
"actual” values 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 120, LC 80)

Equity 407 = 8 80 million [ Chinese 40
Foreign 40

Loan (LT + MT) $ 120 million
P 4+ L estimate (simplified) in US § per ton of urea product for 500,000 tons

of u per year
0il 0.8 x 80 = 728 / turea (assuming § 11/vbl)
labour 500 people 1 (1)
Depreciation 79 p.a. @28
Maintenance 37 p.a. 12
Bags 17

Total manuf. costs 130
Taxes 20

sales price 170

Fress profit
before taxes $ 20/t urea
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Return on investment: 40 x 500,000
(vefore taxes) 200 = 107 (ROT)
Question: What is profit on equity?
I"t‘l"'“" =  8,0n120 = 9.6 § million p.a.
on loan Total profit 20 million p.a.

balance 11.4
Profit on equity = 11.4

B0

- 1L e

This profit can be used either for paying dividends, for reinvestment,
or for buildup of reserves. Local value added: 72 + 1 + part of
depreciation .y Mmay be about 607. TImplications 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 80% on equity
loss; such losses as well as delays in payments from farmers
for the fertilizer they receive as against immediate billing
from the raw material supplier (in other words, the potential
risk) cannot be covered by short term working capital, but
needs equity.

The Chinese can torrow 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
laws,

Which minimum profit does a foreign investor expect? Problem -
approciation/depreciation of currencies; difference in prevailing
interest rates in various currencies (from 1% p.a. for sfr to
12% p.a. for US § deposits). Solution: see report on the
meeting with Vice Chairman of National Planning Commission. In
any oase, 126 p.a. on equity is too emall an incentive (ANDEAN
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, profi$ 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
vhich labour cost make up for 30% or more of total manufacturing
oosts e.g. in Europe (shoes, toys, fumiture, textiles?)
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- What is on the average the contribution of FDI to total
industrial investment in developing countries? (10-157; but
"average" figures may be misleading),

- Who pays for the physical infrastructure needed for a joint
venture? (Infrastructure should be financed senarately
from industrial projects - recommendation of the Fertiliger
Consultation Meeting).

- Agreements needed for joint ventures? (see Table in
Becker-Boost's leasing paper)

More than 12 agreements may be needed, between foreign
partners (industrial firm, plant supplier, export credit
puaranty institution, GCovernment, 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.

1. 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.
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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 IF'C/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 S'P/M’I‘ bank lending, as well as equity contributions. These sources
of funds were explained in detail with special emphasis on "soft termm"
funds (IDA, KFW, etc.)

From the many examples it was concluded that equity should be

about 404 of toal financing required, except in expasion projects,

The problem of import duties on equipment was di scussed, as well

as the meaning of "economic retum" as distinct from financial return,

ngtions:

- Which taxes are to be deducted from gross profit on equity?
(Different taxes - corporate and income taxes; different ireatment
if eamings are re-invested),

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

5 Sub jects 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
Toreign investment regulations in 17 developing countries were presented,
based on an ICPO summary table extracted by R. Oestreicher from ICPO's

Investment Information. Selected important items were discussed as

follows:
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Qeneral: Most DC (developing countries) welcome foreign invesiment
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 France, Demmark, UK and other countries; the
Antitrust Laws prevent certain invesiments., Other groups of DC's
were mentioned which restrict FDI, or have a negative attitude; laws

in CMEA countries were also mentioned.

Ownership: 5 groups of countries were evaluated - 100% foreign ownership
permitted; 50-100%; below 49%; minimum participation requested
(Syria, Vietnam); and countries with special rules for EPZ.

 J

Nationalization: 4 groups of DC's 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 earmings: 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,)
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Dr. Mohr gave detailed oomments 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 15 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, France,
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 resolutiones 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 31 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
guarantees from foreign and local partners, firancing,
motivation for joint venture, legal questions,

produots,
organization,
and marketing and training of staff.
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Group 11
Group 2 dealt with the following subiects:

A. Aspects related to Technology Transfer

~ licencing of patents and trade marks
- technology agreements

~ export sales and marketing asreements
- know-how transfer

- regulation on imports of foreign technology

B. Legal aspects

C. Trade aspects
- Compensation trade and buyback agreements:
(pricing for ~lant and produets; financing of plant and
rervices; puarantv requirements; risk incurance;
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.

2, Exchange of information with foreism companies is covered by

secracy agreements: exclusivity for patents and know how for countries
and/or regions. What happens with improvements made by Chinese partrers,

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

Who owns such improvementa?



y
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3. Foreign companies should be compelled to use locally made plant
and equipment. Problem: performance guarantees (1eng1hy 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!)

5e 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 85/86

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

T. 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 caloulation 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: Paris 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, competitive position, etc.)

20. Problem with expansion projects - e.g. if capacity is expanded by
adding shifts.
2. How to calculate basic product price in China for local and export

markets. UNIDO advice may be welcome on a case-by-case basis.
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B. Legnl Asoects of Contracts, Technology, JToint Ventures

The following asmects were diccussed: liquidated Aamages
(Tuantity and muality of products), consumptior ~f raw materialre
and utilities, delay in startup. A special cate wnc mentirned:
"loss of consequential profits" resulting alse from not keening ~uponly
obligatinns to client:, higher costs/]ower warrirgs nossibly durine
the whole life time of a project (e.s. the hypothet:cal "Tientsir
Fertilizer Plant" which may have lcsses up o0 $ 20 »r more million
per year, onr several hundred millinn dollars durins the lifetime -
much more than the total investment costs amount tn ') Contractors?

responsibility is nesligeable.

Possibly, for multilateral schemes for insuring such losses.
US law versus Furovlan law (sunpliers fully resronsihle if nnt otherwise
agreed). Minimum oblifmation: +to repair the direct camare - which is
srossly insufficient. Penalties are due according to 'lest Furopean law

even if no damage ncoured!

Export Risk Insurance

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

the premium instead of the supplier - rlient?) - 3.5 on value of exvort
contract. Retained (5-107)

Arbitration

4 possibilities - in supplier country; in China; 1in Switzerland;

international agency (UNIDO? ICC Paris)

C. Buyback and Zompensation Agreements

The presentation was mainly based on 2 papers pregared by
Dr. A. Mohr and Dr. P. Aladjov. The comprehensive Mohr - paper which was
preparel for the Expert Troup Meeting on Financing can he made available
on request. The Aladjov-Paper is being attached as Anmnex .

The discussion on these items was supplemented tv a special lecture

held by Mr. A1n73inv on May 1%, |
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Tinrce thr pprtizinont~ had little knowledme abeort the different
Jertern navmert modzlitier, the conven+innal nayment Sy-<tem was also
discunred., Payment mrdalities were then explained in cace there is
no rash in free fareism exchanee currerciec available, »r if there are
no cretite available, or areditc unwanted for whateser veasens. Compensati-n

trancactinne were ve~ited ir rreat detail and with several erncrete examnlen.

“or each “hrm nd Aifferent proceedings concerninge compensatinn
tran-actions, fpraphic displays of fipures were precented on the black
board.

A rreat deal of time was dedicated to narallel transactions:
versatility and flexitility i3 needed in this kind of t~ansactions. A1l
Aetails were discussed on hand of examples. This type of transaction
is practised n-t anly to cave free currency but alse t> recure exports from

socialint (™73 and sther countries.

The presentation on buyback transactions met the special interest
of the participant:. on hand of the manv ~uestions arcked, this type
of transaction -~eemr tc bhe favoured. The questions concentrated on:

Renayment nf'"crndit"; price fixing, preparation »f

technical documnntation; banking procedures, guarantees/

cecurities, 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 deal; banking procedures; contract settlement; legal aspects;

role of "consultor" and trader.

A1l these points raised many tuestions which caused a great deal
of dircussions amons the participants themselves. Cuestions like "how is
the raw material dictribution in the world? were also raised in the context

of buyback deals with minerals, --e.
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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.
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CONDENSED VERSION

On the last 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. 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%; 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

cost; 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 licenoe is more than 80% of all DC/IC transactions)

What happens after a paient becomes outdated? (After 18 years, e.g.
existance of "storage" patents).




10,

1.

12,
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Joint ventures: differcnce between "equity" and "eontractusl®
joint ventures - payout period - which system is better for China?
Comparative fipures for construction (building) costs in Furope?
(l1and - $ 0.10 - 5 per m?\ factory buildings 50 - 200 per m?;
housing $ 500 - 1000 per m2)

Types of depreciation: streirht line; accelerated? (Assumine

15 vears streight line - difference between technical obsolenee or
depreciation, and tax law amortisation rates)

Situation in Yusoslav foreim investments? (Foreigl investors

can irnvest in Yugoslav companies in order to attain mutual business
foals, 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 high appreciation given by
Mr. Chang (Director, First Ministry). We thanked the organizers
and the interpreters.
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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 machine 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 } shifts a day including Sundays. Out of
a total workforce of 3800 people, 800 are considered '"management"
(over 204!) including 300 engineers, quality conirol 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, Madame 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 shafts,
appears provisionally equipped. There was one modern planing machine

with numerical control.

Training of staff is done under a special Education Departmentj
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 7O workeir-students.

The management said they need foreign assistance from companies
working in the same field of precision machine making, preferably from
Switzgerland 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 none 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 request
chanelled through the Miniatry for Economic Co-operation.




o
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Shanghai Machine Tools Factory (16 May 1979)

We were received by the Vice Engineer and 3 other senior
staff members,

1. Orga_.nization and Staf‘figg

The factory reports to the "Shanghai bureau for machine building
and electrical equipment"”, which reports to the First Ministry for
lachinebuilding; connexions with the Municipality of Shanghai seem
to be marginal. The "Bureau" supervises 400 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 investaent 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; breakdowns:

Production workers 4,400
engineers 100
technicians 500
students (at famous factory
university) 140
Ranagement incl. planning
and administration 900
social welfare workers etc. ?

2. Production

The factory produces 2000 &grinding machines per Yyear, mainly
aylinder grinders, surface grinders, gear grinding and crank shaft
grinding machines (for automobile engines), including double desk
grinders. BEvery year, 30 - 60 different types have to be produced due to
changing requests. A Forgery and foundry are also part of the plant.
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A small plant existed before the liberation in 1949, but most
buildings and ejquipment have been installed after that time. 400,000 l2
of area are used. The flow of work seems 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 omm R + D facilities; we observed a 3-axis
muuring/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.

MNost 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 specialized machines (supplied by MAAG, Switzerland),
and accessories for numerical controlled machines.

3. Profit and loss considerations

For the first time, we had the opportunity in a frank and open
discussion, to analyze the price/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 "Stute Export Organization is handling such sales,
(and credits domestic prices for all sales). Exports are about 104 of
total sales.

*) The reason for the low labour efficiency (3 8000 per n/y) camnot
be seen from such a visit.
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T™e price/cost ratio was given as follows:

sales price
manufacturing oost

1004 (ex factory)

63% (1978 average for all machines
produoced )

tax = 5% (comprehensive tax collected by
the Shanghai municipality)
profit = 32% (11)

Bales expenditures are not considered. Based on questions and auswers
and own estimates, the cost structure is approximately as follows:

Annual gross sales value Y 50 million (ex factory)
63% oost = Total 31.5 Y million per year

Labour cost = 4.0 (a)
Naterial = 4.0 (b)
5-6% Depreoiation 1.5 (e¢)
Overhead = 1.5 (d)
spareparts/

maintenance (4.2) 1.0

utilities and
other costs 19.5 (?)

Total 31.5 Y million p.y.

1 Yuan = about $ US 0.65

(a) 4,400 direotor 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 1600 people = Y 1.44 million

Labour cost, therefore, are about 8% 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 $ 8,000 per year and (direct) worker. Wages: minimum 40-50 Y/month
maximum 123, average 75. The cost breakdown, however, does not give

a satisfaccory 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



be given yet; utilities can probably not count for more than a few

million Y/yea.r. Social costs( "university" etc.)may absorb a large
amount of this item.

The factory, however, reportedly maintains cost control
for each type of machine produced; costs are caiculated 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% (1) 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 based on "equity".

If we assume fixed assets at Y 25 million
+ working capital at Y 17 million (4 months of sales value?)
= total capital of Y 42 million.

Assumed hypothetical"equity" 40% = about Y 17 million,
gross profit on equity = (-}g-) = 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
ancwereds 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, alss did not
have any spec:fic proposals or ideas regarding foreign co-spsration, but
was rather re. :ctant, and mentioned that "thers wers « ther f~rm3 of

; go-or *rati - 1n joint ventures" without vaying whiry  Hrr- Yo had in mind.

Annex _1_51_

Visit to the Tndustrial Exhibition, Shan@ai

On May 16, the "core" members of the UNIDO Mission visited
the Shanghai Industrial Fxhibition,arranged by the Shanghai
"Rureau" (which is the provincial "subsidiary" of the ®ipst Ministryv
for Machine Building Industry). We were received and fuided hy the

Director of the Fxhibition, together with Mr. Tien.

The Shanghai Industrial Exhibition is designed with a view to
exchanging technical experiences, promoting the development of

production and presenting a general picture of Shanshai's industry.

It has halls for metallurgy, machine-building and electriral
machinery, ship-building, chemical industry, metres and instruments
and tele-communication equipment, 1light industry, textile industry,
and arts and handicrafts. It covers a floor space of more than 10,M00

Smuare meters, with more than 4,000 items on display.

fimong the exhibits, some of which being models, +the following

were more impressives

- Numerical controlled machine tools)arge-sized thread zrinding
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 versels for 1200 peovle
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 products and tures;

- "lectronic computers, test metres. automatin metres, radios
and TV commi-rcntion equipment,  ~u dical appliarces and new
type electronic «lements of different de-erints sy

—
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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's 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 kmitting
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 $ 0.67)

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: 170 Y (3 gear: over 200 Y)

i
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UiTLo hissicn 4o ine PoRe ol Ching, 3 - 17 lay 19979

Co-operution hetimen China rnd UNIDO - Technical

Agsintnnce Projocis

The main purpose of our mission to China, based on my
propocal afier the Davos Symposium, was to hold a 9-day Seminar on
the Regulation and Promotion of Foreign Inve::tment,l Compensation
and Buyback agreements to finance industrial plants, and on
Technology Tronsfer. This Seminar was attended by over 70 participiis

from more than 20 Ministrics and Covernment Agencies,

ks a "byproduci" of this mission, however, we developed and
discussed a list of possible projccts for Technical Assistance to
the Chincse inlustry which I attach. This list may serve as a basi:
for more detailed discussions on technical assistance during a special

mission which I understard is under consideration.

I herewith also propoce to have a special session of the
Progrannming Conmittee dealing with the attached list of project
'ooncepts/ideas.

The Chinese officials ~ under the direction of Mr. ¥ong from
the Ministry for Economic Co-operation with Foreign Countries (6th
Department) and Mr. Chen, Director of the Burcau of Foreign Affzirs
of the Firsi Ministry for Machine Building Industry - requected, at
the beginning of the Seminar, a brief summary of the technical ascistance
which UNIDO could rend=r with special emphasis on investment related

matters. During this "impropatur", I gave in an afternoon~ session

on 4 Hay, an outline of UNIDO's work, assisted by Mre Aguilar,

Possible technical assistance was arbitrarily grouped under the
following 15 headmgs
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1 - Indvstrial Plamning
2 - Instituticnal Infrastructure
3 - Feazibility Siudies (The UNIDO Manual wus presenicd)
4 - Munagement of factories
) - Tecnical accistance to industrial plante by br:vch,

especially: chemicals (incl. fertilizers, petro-
chenicals and pharmacevticals), engincering inductry,

agro-based industry, iron and steel and netallurgical

indvstries.

6 - Industrial fairs (organizing fairs) especially for
export goods

T - Developing of a “binkable" formate of investnent

project presentations for foreign co-operation

8 - Search for cc-operatinn partners (compuny roster,
Invesiment Premotion Scrvices, Investment Promsiion
Meetlings, etc.

9 - Offering redeployment and cubcontracting opportunities

from industriclized countries

10 - Assistance in locating foreign exchange sources for
. industrial financing
L I Economic/fcchnical co-operation among developing: countries

and information on their investiment policies (ncw UNIDO
Service)

12 - Training for Investment Promotion Officers in our four
Inveciment Promotion Offices

13 - Advice on buyback and compensation deals to fincnce
industrial plants

' 14 - Technological Advisory Service
15 - Industrial Information

Items 1 - 6 204 12 inclvde various forms of training which seems to
receive high priority in China.
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SLL L e Watieah Lanster Leizioily  several poriiospinis
Tohae In tkin and 21 culicenquent diccunsiorn. 4 reference

wal rwle o the slove given list and the respective mubers,
Questions vore caised such as:

- Which aousistines is given end how, in the field of
Plurn: -2 (nnod for perellel planning of nanul:civring
and inivostracivie,  for instuace)
- Yhal 50 :ns ITnotitutional Infrastructure/ (FPZ, Conters
for preduct odontetion, investment pronotion arzncies, |
induri.rol reneorch, irstitutes for icirolegy, fairs,
treinine for developnent baticrs, rural induciriclszation, etc.)
- How 1o technicy) cssistones under itew 5 being irplconted?
(Tnplat trair inz,  pilot plumis cupply, proviling experts,

c.p for repair ond nainten-noe,  auality contr ', computer

applicat ien)

Hoping thel Dinineir~ ctuld Ve cocured (cce Lelow), we encouraged
piocticizis Lo vropoze o 1he micoion requests for such assistance.
Ve also disceiied pousibilidies for technical cssistance cspecially

uith ihe Fnterrrsic Nenageoent Association (EiA).

On 14 1y  we had 2 speeial meeting, at thc end of the Seminar,
wvith 2)1 officizls involved to discuss future co-operation between China
and USID0, on vhich ocession the two leading officials (I‘r. Wong and
Hr. Chen) exprosned their thanks and congratulations to the “great success"
of the Seciinury they expressed the hope that future assistance would
be given at a "simidar high level of expertise”. On this occasion, the
question of finzrcing the technical assistance was discusssed in some
details  We discunzed three sources of external funding:

(a) uianw

(v) v

(c¢) Ao ing Fanl
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(a) Wy, r coiior dow muech noney could China cxpoct Tren

UNIDi* within the next 2-3 years?

I explained the Y“rules of the game" of UI'TDF - although

at least the Minictry for Economic Co-operation (as the
channcl for China's contribution to UHIDF) is aware of

th2ce rules. The above question could not bhe ansvered, I
explained, since we neither know. the futur:e tolul pledges

to UNIDF - not to speak about the problems with special
purposc contributions - nor do we have a country allocation
comparable to the IPF. As a rough indication of the
possitilities, I mentioned that there would probably be

room for a nunber of technical assistance projecis for

Ching, epsecially if special purpose contributions could

be mobilized. A tentative estimate of the costs for projects
concepls will be prepered shortly for discussion in a propos:d
special meeting of the Programming Committee. There would be,
in a first round at least 20 "eligible" projecis for UNIDI'.

(v) Unb2:  Mr. Bradford Horse is planned to visit China in July 1379.
We adviscd the Chinese representatives to present our UNIDO
‘project list - if possible after the proposed UNIDO special
programning mission will have visited China - to Mr. Worse in
order to iﬁdicate priority needs for the industrial sector,

and to prove *he need for more funds.

Out of the § 15 million allocztion for three years (!)

but the Executing Agency was not Yet decided. The prriicipanis

of the Seminar expressed their dissatisfaction iboul the fact
.. that no money was left for industry. We made it clear that

such decisions vere outside UNIDO®s centrol. Vore complex

meilods such as 518 and multi-"bi" financing, have not been

discusced on this occasion.

R
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(c) Rewolwice rumd
I have proposed to concider a "Revolving Fund" which would
be supplenented, after an intial (reiburuablc) contribution
for inztanee from UMIDF, from a "surcharge" on all equipment
and plant import contractc including buybock and compensation
deals. For exwmple, 1% of the value of such contracts (in
foreign exchange) would have to be paid by the‘forcign supplicr ~
or the Government of such exporters as a means of export support/éubsidy
~ into & "Chinese Industrial Development Fund". Our counterparts
sac 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.

Costes cof Technical Assistance

We diszcussed the cost for the three common types of assistance.

Experte:  UNIDO does have, in selecled fields, very good cxperts

but the time cuch experts could be made available to China, 1is limited
duc to staff and budget constraints. We would lpuever, consider

similar seminars to be held ander UNIDO auspices. Thercforc, outside
experis - cither on a personal basis,'.or from consuliing firms - nced

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 sometimes high fees -~ excecding the standard rates as used by UNDP -
carmot be afforded by UNIDO as Dr. Khane had alrcady explained to the

Chinese delegation to Davos.

There secuns to be 4 ways out of the dilemma, assuming that the providing
iowar leﬁcl, chcaper experts does not seem an acceptable solution;
- in excoptional cuses, we find retired executives who
arc available ot nominal fees,
- China contritutes to the cost of experts by "topping" all
corits over and above the maximum vhich UNIDO could pay *
(fron the sbove mention! tfard, e.p. or from the

Har ennl Deoriomic Comnin: o wip 1278 (™))
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- mix:d srranewments (1rith bilateral or other "donnva)
- subcontracting to consulting f irms, although this is

in many cases more expensive than the hiring of expertn
a8 needed by China.

Training: Expecied to be financed "by UNIDO". We gave them a cost

idea - between $ 30,000 and § 60,000 for an average in-plant-training
course. Bilateral assistance was not discussed, Way‘a to reduce costs
of inplant group training courses should be soughb. However, +there may

be a cost increace 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 magmitude.

(1‘ mentioned the Cuba pharmaceutical pilot plant) If such equipment

oould be provided from countries with non-convertible currencics (e.g. India)
to UNIDF, there might be a poesibility of financing such equipment.
Considering the apparently high level of Chinese production quality,

such hardware, however, would probebly be acquired from countries with
freely convertible currency, which on the other side may be special

purpose contributora to UNIDF (UK, FRG).

Cost samples; in US 8'0C0 equivalent:
" Chinese Foreign
Currency Exchange
One Seminar 1 20
One in plant group training 20 (travel) 35
Experts (1 m/n) 4 6 - 10

Gonclusions: lir. VWong and Mr. Chen (Dir. First Ministry) both proposed

to start immediately with szmaller T.A. projects to intensify the co-operation
b‘otwéé}xiéhina ‘and UNIDO. To this end, a UNIDO tean should comz to

China (or, a Chinese team could come to Vienna), to discuss in dctail

the projects annexed ta this nemo. The First Ministry for Machine

Building, as well as other ninistries wished to csiablish dircet contacts
with UNIDO (e.g. with Mr. 47 1)ar and myself) - Lut T referred ihis
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Goontien ropoaledly to M. Uent of the Gih Deparincat (!Iini::'ur;,--
for Dconomic Co-operation with Foreim Countrins) - through vhich all

UNIDO - China contacts si..::1? be chunelled.

Vice Finister Vei, Miniciry for Economic Co-operation, referrcd

to Dr. Khane'c visit in 1576 and stated that the co-operation between
China and UI'ITDO had just begun with our Seminar, and that such
co-operation has a "bright future”; he also referz:ed to the visit

of Hr. Morse (UNDP) in July this Year, and strcssed the need for UNTDO
to assist in giving better "economic management" to Chinese industry,
gince thiy is considered Lackwaxd. (See separate report on this

reeting).

Mr. Chane Yen Ling, Cenecral Secretary of the Fnterprise Management
Accociation of China (EMA), at a mecting on 10 liay (see scparate report)
emphasized the need for training in industrial nanagement, in order to
bring existing capacity which is insufficiently utilized, +to a higher
leve_l and output per worker,

It is inlercsting to note that the EMA is funded by the National
Economic Cormiscion (one of the highest bodies in China) which may be
of interest as a supplementary source of funds for high level (high cost)
experts, N

UNIDO's technical assistance secms to be limited in terms of
volume, only with regard to constraints in funding and to language
barriers.



fnnex 1€ /8

Lizg of Trradeel Proraonls

The follc iing tuelinica) Aascistiae projoei  Fuve hoop 1i.ien
et o Joint [ocding with opreventebives fesn bl Iinisiry sor
Feononie Co-ope ration witl Foreign Couwnbries oud Trom otb Uind: ivjes
in order 1o initiate the colection of priority gwnjcats avdd bo estimoaie
tne cosl of a pourible Toclirienl Arrietonce yrovsoamme in otbhe Tield
of industry for tke P.I'. of China. Projects worted with o (%) wero
pvi fore.ré by the UNIDS mission. Soveral proieet jdeas werne
developed in 2 necting with the "rrterprice Moo ctomend Lucosiation of
China* (F4).

Projects Lo. 1-16, 20, 26 ani 33 have been tentatively narkad

"urgent" Dby our Chinese counterpirts and should receive prinrity.

The 34 proposals lisied belew for technical assintsnae ta the
Chincge industry, will be cupplemented by a fiw more requciis io Lo
trancmitted to UNIDO through the Kinistry for Econemic Co c¢cparation vt
Foreign Countries (Mr. Wong); vprojects No. 32 ond 33 were aided after
the mission's departure from Feking; Proj. No. 34 was forrorly number:d

as 23 (double counting).

The projects could be grouped into 6 groups:

A - Training

B - Technology Tronsfer and Inforumation

c - Technical assistance to factorics

D - Joint Ventures and Investment Frowoticn
B - Compensation and buyback deals

¥ - Other
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Irduetrial v v g 3 Assictinee reqaived

———— s S e e - - e e Vomt e e .. e v e e

(1) TowroLlpeser i (3o Mvice in the acquiring of technology

end engircering mwatters from foreim

couniries

Ascistance ;n finanginl plan and

selection of financizl sources

(2) Instrrments """EC‘Zﬁifiﬁf. to get advice on technology offered

froa various foreign producers of

instruments

To get assistonce in a possible joint

venture contract

Zﬁbmnrk: #ire Apuilnye has
detailed discussion:s on

-

this project in Peliae_

Insul-ted Plectiow rtom peukes 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,

Hachira tool noarifacturing Bascd on the mission's vigsit to Nachine

Tool Factory No. 2., the nced for ansistance
way ascessed to
a) train managers of the factory
b) irain specialized skilled workers
in foreign machine tool factories
¢) tuearch for joint venture partners
for precision tool machine manufacturing
in existing plant

d)  upe o of modern testing equipment




* (5) PRerulations ™ 1w far fareim

(direct) i ntment

(discussions with Dr. Mohr

and Dr. Fancen start:l in
Peking alrondy; bacic view-
points werc exchangus between
the Vice~Chiairmin of the State
Planning Comission and the
UNIDO miesion)

(6) Transfer of Tcchnology

(discuseions started hy
Mr. Aguilar already)

[Remarks: Project proposals (5) and (6)

# (1) Electrical machinery building

(8) Invironmental protection

* (9) B2l i)earinrg”manufacturi_gs

« (10) Industrial and factory r-nage-

ment
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a) Dxi..ts to draft regulations and
pr., ‘¢ for tte lLaw on Forcim
Inve ‘pent, which is expecied to be
iscve ] "shortly";

b) Assic.ince to establich a specialized

"Off~ .e for Foreign Investment'';

¢) Specinl advice on profit sharing,
rep-~: ~iation of earnings and joint
venture organizational structure

a) Expccis to draft Law and Regulations
on transfer of foreign technology to
Chirn:.,

b) Setting up ut a Central (rational)
Offi . for Technology Trancfer, or
of rpecialized technology trunsfor units

in t<lceted minictries
could be combineg]

Training of design cngineers for electrical
machinery (c.g. electrical motors/and equipmen?
Training <f deeign cngineers in the field of
equipmert to prevent pollution

Training of design engineors for namufacture
of ball bearings.

a) Training of factory managers (ewpecially
in the machine tools industry)

b) Setting up of regional and scctoral
trainir,: centers (1A proposal)

c) Sendirr expertc to China for lecturing
manascicnt subjects (A propasals
10-20 erverts p.a.)

d)  Traininge of Chinewuc Lenacers in USA and

Furope
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L brojeens (C3)()) e portly (3C) wordd consi. i oif

in-pleat proup trainin g coarses {(1¢ 20 reople cach), fellowships,

and exvertt cdvising 1aclory wdd offices ia Chinn._7

bo(11) Tovameilies s ments i 2 people trained in ovan (six mentns?),
S ey, . N P .
AR A ’roposed companies; Lhin Etsu Che.idcol

Jndustry Co. Ltd., T kyo Shibaura Flectric
Co. Ltd., Toray Cilicone Co. Ltd.

(12) 70~ stracteenl doniom e 2 people traincd . in USA (six months? );
roontietorine technolcery for proposed companies: The Firestone Tire
o . . |
aviation tires and Rubb~r Company; The General Tire and ?

Rubber Couipany; The Goodyear Tire and |
Rubber Co-pany; The B.F. Goodrich Inc.
Uniroyal Cozpany

» (15J;;hm;?“fh“;il;”lﬂjﬁﬁféffti“V ? people trained in Britain (cix ronths?);
of plastie Liditive - proposed companies: ICI-Imperial Chemical

T SWRE e m e ———————— 4 & a— ~— o

Industries; Shell Chemicals U.K.
FRG: Bayer .; Switzerland: Ciba-Geigy

* (14) Anticorrosive technolo:y for 2 people trained in Britain (six months?);

chenical industry at Manchester University; and USA:

The Anticorrosive
Center, Department of Metallurgy, Ohio State

University.

(15) “eninars 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; managcment topics should
be dealv with;, as well as problems with

export/inp. »t contracts for industrial

plant and equipueni wupply.




N
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Lroache s, ace a1y 1o 1be

b e s —— e o e + a——

rackiyr e Miidins Ddlockey

—ae s

ww—. Svanann

(1) Terhnical assistnnce in the

fic]d:g;i;nwrfer of tcnhnnln:x

(18) Patent sexrch
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Tn 779 et e nenjcets mentioned
under 1-4 i 7, 9 and 11-15, the FMA
prosued to e lact etler factories fo:
tesiing end developing technology, which
inclale3 the topply of pilot plants, plant
sirulat nri testiing equipment and
other items. R quests:
a)  hssistiiee 3n the design of automatic
testing couipuents
b)  studyins il conservaiion of mateiials
used in tLe meckine building indrstry,
ezpecinlly of cpare narts which now
show in creecoive locsy  co-operation
with reicovel institutes for training
in requircd,
Tehe wovldé L riquested on the regulation
and yrcmotion of techuolopy transfer;
a) cyperts lo :ucist in the setting wp
of a l's1r0rul Office for Transfer of
Technolyz, including the drafting
of relevant laws und repulations
b)  experts o assist in China,ona czse
by case request, the evaluation of
specific technology contracts wiih regard
to techric:l,

economical, financial

and legal acspects.

It is proposed, in co-operation with VIPO,

to continvously follow in selected industrial
branctes all patents registered with the
European Patent Office (Munich), in order

to Jreep the Chinesc authorities abrerct

of mest recert developments.,




(19) Ce..ocusation trade and buvback

dealrs tvor Tineneire indus*rial

E]ant_g

(20) same as (19)

(21) Compensation trade and buyback

deals for industrial project
financing

4

(22) Export promotion
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An expert should examine alternative

ways for Chirs to conauet compensation
trade, buyback financing,parallel trade ,
and combinations of these, with the
objective of financing industrial plants.
Such relations should be investigated for
partnarships with industrialized as well
as with developing countries.

UNIDO Service to advise China on actual

real conpensation/buyback contracts for in-
dustrial financing; case-to-cate assistance
would include advice on technical,
financial, market mattcrs regarding

Ohinese products suitable for such industrial

projects financing.

A Meeting should be organized in Vienna -
the Chinese officials proposed September
1979 - to dring together a group of about
10 Chinese officials dealing with compen-
eation/bm/back methods, with selected
international "traders" and inviting some
from socialist countries with relevant
axperience (Romania, Yugoslavia) to discuss
aspects and problems which mayenerge from
large~scale applications in China of this
method of financing of industrial plant and

e¢quipment,

a) Training in markciing of industrial
producis to be exported to Earope, USA
~and Japan
b)' fechnical assisioace 4o set up an Office

(Institute) for denipn of export goode.




(Zﬁ) Conpiisqiy - v P
—— AL - . e a
vigits of Toriim jidnte g, -
to China

(24) Orgonizing visita of Chinese

industrialicts to Pur>¢ anl
the USA and advanced f~velo-ing
countries

(25) Industrial Information

» (26) Technical acmistance in ;roduction

ofi&& recorderc anl "/ sets
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oo s e en s Arhot o wanl )

theorsh VI 2 gyuion o co‘-c-x‘\?:; “tin~
vizate of orefpn 3 hust-islists o Chinn
by anduesied ol brancly,  dccladic aiviee

anl reles: b infor wiion on the Suitubilily
of' such puhlic »rd pvivere fires an future
potertial poriesrs {0 joint vonlore and

other lon;-term co- cicrati-n, fhe purpase

iu to replace the incrdirate anl erbitraiy
flou of for-i+ burinessasn into Chinn, ty

4 more ordu:ly amnner, in co-operstioa wilh
Government: 1o iadesiriclized rod devalionir,

countries c2:o:ned.

Organize ard irplement through UiIDO on a
triul basiuy in one or two selectud (very
tpeuifie) industrial cub-branche:, visite

of Chinese induitrizlists to faclorics in

the same branch in Paope and tle USA ard to
advanced developing countries with UNiD)
contributing advice cn suitable partner

firms as well as providing the foreien
exchange portion of the total cocts - possibly

in co-operation with bilateral aid.

Providing througch an expcrt, systematic
information on the myst rccent industrial
development in selected sul-branches of
industry, including the application of
INTIB and possibly TT5.

(Proposed by Nationo-l v manmie Crrmission)
WNIDY organizes Techric.i Ascist: nee in
improving rrd contraldi - quality =4andiris

of tape recorders il v sots ady ody

Jroduced ia C%ina




(21) VRIS Fincicial Advicory Service

(2%) Institviional Infrostructure

(29) Feasibility studies and economic

analysis of industrial projects

Annex 15/15

a)  UNIDO Service, 4o advise China, on
a case-by-carc basie, orn sources of
concessional and favourable comnercial
finaneing for inductrial projects;

b) to give special assistance, on request,
to the Construction Bank, and the
People's Banx 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 processing gones, 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
groups of specialists from the Planning
and Economic Commissions, the People's
and Construction Bank, and selected
Ministries;

b) UNIDO assistance, on a ocase-by-case
basis, in assessing the economic benefit
for China of selected industrial projects
including joint ventures.
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(30) Asii-tence to visiting induririal

fairse
ERm—————

(31) Indurtrial Planning

#  (32) Assirtance to petroleum refining

industzz

(33) Training in Investment

Promotion

(34) Joint Ventures

[ N —
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UMID0 giving assistance to visitors

from China to industrizl fairs in Purope
and USA, wiil 2 view to guide and give
advice, through experts,

“"etate of the art”,

on exhibits,
exhibiting companicn

etc. (Trial basis is most welcome).

UNTDO assistance to the unalysis of
devclopment plans with a view to cross-
sectoral planning, parallel implemeniation
of industrial and related (e.g. infrastructurc
projects. etc,

Specific advice on technical and licencing
matters of refinery projects (such as

platforming plants) (already started in

Peking by Mr. Arsuilar)

Secondment for half-a-year each, of Chinese
officials for investment promotion

(2 to New York,
(French speaking) to Brussels - already

initiated-.

one to Cologne, one

UNIDO assistance in search for suitable
partrers on a case-by-casc basis; soreening
and forwarding to China of possibilities for
URIDO

giving advice on suitable industrial partners

subcontracting and co-production;

for joint ventures in China.
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The Chinese National Enterprise Management Association

Ormintion of FMA:

National Economic Commission

Vioce Chalrman
[General Secretary
Executive Secretary Nr. Chang Yen Ling
Mr. Luo
Standing Council
Council Members
¢50 members)
Members ;

- Large factory managers

. Directors of Economic Commissions of
the Provinoes

. Academic Institutes
(like the Institute for Industrial
Economics)

_ Universities (Research Institute
of Management )

L Directors of Research Institutes
of People's University

The National Economic Commission is a high body directly under
the State Council (Central Government) which sbarted in 1978 as a
separate organization after having been combined previously with the
National Planning Commission.
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During our discussion on 9 May, Mr. Chanes made an
extensive statement: the ™A was set up i»
March 1979. The purpose of the EMA is "to bring existinz eapacity
in full play"; most of the few hundred thousand enterprises are
considered "backward" especizlly in terms of economic and financial
managemen’.. 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
administrative and technical personnel in the enterprises. '"Large scale"
training programmes are intended to be set up for factory managers;
including study classes for directors of Pronvincial Economic Commissions
and for the autonomous regions; for this year, several such classes
have bean soheduled. A Training Center will be erected in Peking.
Relations with foreign countries and enterprises in the field of
sanagement will be established; delegations and documentation will
be exchanged. Example: A study group went to Japan on management
subjectsy Japanese experts were invited to give lectures on management
of enterprises,

Nr. Chang expects 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 FMS at
Davos in February this year. '

Nr. Aguilar and myself presented UNIDO's activities which may lead
to future oo-operation with the FMA. MNr. Chang showed special interest
in the following subjects

- the Company Roster (explanation was needed regarding the
Co-operation Network of the European Management PForum)

-~  high cost of experts (joint financing UNIDO-FMA?)

- marketing of sxport products

- technology transfer (in general terms)
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- production sharing, subcontracting, etc. through
search for partners, incl. redeployment and
subcontracting projects

- INTIB and TIES (advice on how to negotiate foreign
technology proposals): FMA wants to participate in
the Lisboa (October 1979) TIES meeting of Directors
of Technology Offices from 15 developing countries.

- assistance in marketing incl. buyback contracts

- language training (bilateral sources? )

Mr. Chang's proposals for future 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 pilct plante for such purposes
(3 Training centres should be established in China (how many? purpose?)
(4) T™MA will select technical personnel and factory managers for which
UNIDO should organize training in management techniques and in
technical matters; he referred to Fahlstrom's figure given
in Vienna: 40-100 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.
Righ level engineers should be training first. UNIDO's group training
projects in design of machines in Egypt, in basic engineering in Mexioo,
and in machine tocls in India, were mentioned.

We oconcluded, that training prégrunos should be among the first co-

operation projectsbetween EMA and UNIDO. Preparatory work: FMA will

select staff according to language ability, management experienoce,
etc.; language problems may become a high barriere, and interpreters
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 sufferine from acute shortarme of
hard currencies, i.e. countries of the third world, the socialist countries
of Eastern Europe (CMEA) 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 achievin- 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, especiclly 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

to the industrialired 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 countrie: <nncerned 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 supvlier
of plant and services and equipment to his customer - since the plant
supplier has a much greater inte:rert than in turn-key projects (or product-
on-hand plants), to enable his custoner to produce products of compet:tive

quality at the specified time.
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2. Forms of Payment

Practical experience has shown that compensation transactions 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) 18 the simplest form of this type of
business. The contract partners agree, that the seller will accept goods
from the buyer as a means of payment (in other wordss: goods agzainst 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 accent either a part of his export
value in cash, and for the balance, he will accept goods t'rom the buyer;
alternatively, the entire value of his exnorts can be paid in goods, A
compensation contract is independent from the supply of equipment contract
and can be realised over a lonmer neriod of time than the delivery takes
of the equipment suoplied by the exnorter. There 18 no oblirsation that the
fgoods to be traded in a parallel transaction should be manufactured usin:
the imported machinery or equipment. The amount to be purchased under the
counter-purchase-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 remested to accept a counter-purchise
of 10 to 309 of the export value. Recently the requirements of the buyer of
equipment for counter-purchase has risen substantially; they are usually
between 50 and 60%, sometimes even as much as 100%. In some exceptional
cases the buyer of equipment has requested a counter-purchase of 200%,
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 the various goods, which are offered in counter—
trade:

- Free choice: the seller of equipment can scelect suitable goods of
his own choice, from the offers of the buyers of equipment.
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- Limited product list: the seller (exporter) of equipment is offered

to pnurchase only certain types and quantities of products. This restriction
15 1 result either of difficulties in suppoly, or due to the fact that
certain soods can be easily exvorted amainst free currencies and are
therefore not offered under this transaction, (T™e transaction for the
cupovly of 10,000 Volks-wasen Golf-cars for the GDR against 20¢, nayment

v1th machine toole 1s an example of a recently concluded contract)

- Nemative uroduct list: Here is arreed, that certain snecified products

or tvmes of products cannot be purchased.

These ni other twvnes of conditions ind limitations are an integral

part of counter-trade agrecments,

(1) 1In Yuroslavii, countertrade is rerulated by state laws. FRach Yusroslav
Importer 1s obly-ed to present together with the import-contract a signed
export~contract, which will brines in the "hard currency" required to pay
for the imports. Counter-puichases are required of 40% for industrial
cqurpment and to 100% for consumer articles, The reason for these reéu—

lations is the negative trade balance.

(b) Rumania has instructed all its industries to engage in compensation and
parallel-transactions, For all these transactions there are numerous
varietions, which are negotiated on a case to case basis between the contract

partners.

~Backs

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 possibilites or even a country's market

entirely.




y
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The use of buv-back as a specific tyne of compensation transaction
has pgained mo-e and more fround also in developinge countries, Tn the
buy-back transaction the seller (supplier) of turn kev plants, or of
know=how, 138 preni ed to accept as part of the payment, products, which
will be produced from the supplied plant or know-how. The buyer t:ec
ove' the turn=key nlant and commits himcelf to fulfil hic viyment
oblimtions by supplyine moods which are nroduced by the nlant. $Surh
an acreement 1s extremely complicated and therefore, there is no standard
contract form, which could be used for buv-back-transactions in a mene:al

manner,

The theoretical definitions of academics and experts have up to now
not contributed a oreat deal to brin  about 2 practical solution do these
problems. The contract partners have to nesotiate a contract which is
tailor-made to meet their specific requirements., Certain puidelines 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, marketines and banking points of view.
’ P

3. Basic Concept of a Planned Transaction

The buyer of a plant in a developing country must know his requi.ements
as exactly and detailed as possible, and he must be assured that the project
is beneficial to his country, considering the planning and industrialization
fuidelines of the said country, The buyer then must find the most suitable
partner(s). The buyer, who has made the purchasine 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 are "standard" in any plant supply contract, such

a8 the overall concept of the proposed project, the problem of manarement and
communication lines between the contract partners, a detailed technical
specifications of the plant to be supnlied, the starting up of the plant with
the necessary provisional acceptance certificate (PAC) and the final

acceptance certificate (FAC).
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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 excevotional 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 banking 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 stiudyv should 1deally
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-asrcements

have to be presented.

Down-payment: It is normal, that the buyer on signins the contract
makes a down-payment in an acreed hard currency. This down-payvment is
between 15 and 30% of the contract value., ‘The down=payment is usually
linked to a down payment fuarantee, issued by the seller, This ruarantee

1s automatically reduced with every part delivery of the plant.

Guarantees: In order to secure the financing, which the banks will
supply, the supplie: will normally ask for a guarantee from the buyer, that
the repayments are guaranteed throush the supply of products, which will be
vroduced by the plant., The nature and form of such a fuarantee 1s n matter
to be negotiated by the contract vartners. TIf the seller (suoplie ) is able
to obtain an export-insurance-guarantee (hermes, Cofa, ECGD), then a

supply-suarantee by the buyer may not be necessary.
Interest: For 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 moods, which are manufactured

by the supplied plant. A repayments plan must be integrated into the
contract. This plan must include the following points: quantity and

value of the proposed (part or full) deliveries of the goods produced;
quality, timing, the riecht to protest -againat baa quality, late delivery etc.
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After each part chioment the debtor (the buyer of the vlant) has
to present the followins documents in order to receive the necessary
credit note from the supplier: full set of chiopine documents, detailed
invoice, lesnlized certiricate of oririn, insurance policy, eventual

packine list,

Prices: The orice for the produced /ood« is calculated in two ways:
Through calculating real production costs nlus return on investmente; or
in the form of the exvort market orice, which 1s devendent on the interna-
tionally prevailing p-ice levels, muality of ~oods, competitors! role etc.

Both partners must a-ree 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
asreement, and after full repayment has taken place. Any contact may

cover further deliveries and simlar future business,

Execution and situationt 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 lave
also to agree on a place of legal enforcement. Western industrial countries,

again,insist on the law of their domicile.

For 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 runnins 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 throush this bank and each time the required documents are
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precented, his account )11 be credited, It 1s to be recommended, that
a bank=to=bink a.r1eement for such a business 1s concluded (that means
betieen the supnlierte ang buyver?s banks direectlv)., The a-reement

can re~ulate, whe b binkin~ methods will be used, be it = rantees

letters or credste, ate,

Role of -~ Conenitant

A comeultin~ ~omnony or a consultant may be contacted and contracted
b both nirtes to irovide limited or comnlete information about the
planned trancactisnc, He can also provide a financing pronosal. An

international orauni-ation such as UNIDO could act as a consultant,

Role of the Trader

In cuse 1t 10 necessary to place the buy-back transaction throush a

trading house, the celler of the industrial olant should sien the necessary
contract. The trader can, also without the knowledre of the buver of the
plant, be included 1n such a transaction or already in the main contract be
named 1w the purch.se of the buy-back nroduct, This procedu.e is necessary,
vhen the vurrlier of the nlant is for example a machinery minufacturer and
Hu no 1 2ct use tor the nproducts, which will be produced f. om his plant

or s not w llin~ to take on the responsibility of marketinc these products,
The role of the trader, who 15 well informed about the marketine possibilities
of various p:oducts, 15 ve:y important, It 1s estimated for examnle, that
between 20 to 25% of total exvorts from the FRG are made by tradine-houses.
Ac remards imports from developing countries this percentace 1s probably much

hi-her. The main arei 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 tyve
of transaction is suitable, due to its complicated and lon~ term nature,
mainly for big companies only. Detailed studies,however, show that also
smiller and medium sized industrial companies can use this form of business
at 1n some cases the contract can be concluded quicker, the delivery will
tate place in a shorter time and the buy-back zoods could perhans be easily

s50ld with obvious advantases. Big investment projects on a national scale

ar2 ol course reserved mostly for the larger companies.
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The progress in industrialization of the developin~ countries can only
take place with the imnlementation of constructive economic and financines
instruments. Financial help and advice is not sufficient: The inclusion
of the powerful possibilities of the develored industrial countries could

vlay a vital role here.

There are many vossibilities open to the industrialized countries and
the implementation of new payment and financine forms ic an expression of
this, Tt is therefore wronm to bslieve.that the use of such forms
necessitates "a relavse into the stone are", 1t is more a flexible iccentance

of the existins sta-e in which the developin~ countries find themselves.

Future Develorment

The develonments takine- plice in the Peonle8 Renublic of China cannot
€11y be comna:ed *o that of the devalonine countries, the COMYCON, or
the other tn rd worlu countries., China is a srecral chire: Tue to “n=
énormons rercerves of human nd na u-al resources it 1s pors ble to foresce
tht throu-h a synchronised and co—ordin- ter action ot all economic tactore

on~ ¢ n exnpert an enormous nro-ress combined with c0oc1 2] development.,




e

We regret that some of the pages m the microfiche

copy of this report may not be up| to the proper
legibility standards,even though the best possible
copy was used for preparing the master fiche

/









