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FORWARD

This is the first edition of "The Agri-Food Market in China:
How Can We Improve Canada's Export Performance?” This edition has
been prepared under the auspices of the Interdepartmental Committee
for International Agri-Food Trade Development. The Committee, which
includes representatives from the Departments of External Affairs and
Agriculture Canada, was created in 1985 in order to co-ordinate
federal international market development activities for the
agriculture sector. Mr. Dennis Browne, Director General, Agriculture,
Fisheries and Food Products Bureau, External Affairs, was Chairman of

the Interdepartmental Committee during preparation of this edition.

The document incorporates the views and priorities of players
involves or interested in the agri-food sector in China. Comments
resulting from consultations with provinces as well as private

agri-food business executives have been incorporated.

The market development plan identifies priority sectors for
the Canadian agri-trade sector in China, and proposes to exploit

related export or investment opportunities in this important market.

This plan has been designed to respond to short and medium
term objectives of the Canadian agri-trade sector. It reflects the
situation and priorities that were in place at the time it was
prepared. Our intention is to maintain a market devélopment ﬁlan that
continues to be relevant as a guide to government actions in support
of private sector export marketing efforts. Thus the Committee will
review the document periodically and update it in consultation with

all interested parties.

J.E.G. Gibson

Chairman

The Interdepartmental
Committee for Agri-Trade
Development

Agriculture, Fisheries, and Food Products Bureau
Department of External Affairs
October, 1987



AVANT-PROPOS

Voici la premiére édition de la publication "Le
marché agro-alimentaire en Chine: Comment pouvons-nous
améliorer la performance des exportations canadiennes?" Ce
document a été établi sous les auspices du Comité
interministériel de 1l'expansion du commerce international
des produits agricoles, qui comprend des représentants du
ministére des Affaires extérieures et d'Agriculture Canada
et a été créé en 1986 afin de coordonner les activités
fédérales en matiére de développement des marchés
internationaux pour le secteur agro-alimentaire. M. Dennis
Browne, ancien directeur général de 1'Agriculture, des —
Péches et des Produits alimentaires au ministére des
Affaires extérieures, était président du Comité
interministériel durant la préparation de cette édition.

Ce document refléte les points de vue et les
priorités des intervenants dans le secteur agro-alimentaire
chinois. On a aussi tenu compte des commentaires des

participants aux consultations qui ont eu lieu avec les
provinces et les représentants du secteur prive.

Le plan de développement des marchés définit des
secteurs prioritaires pour les ventes de produits
agro-alimentaires canadiens en Chine, et formule des
propositions pour exploiter les possibilités d'exportation
ou d'investissement sur cet important marché.

Ce plan a été congu en fonction des objectifs a
court ou a long terme du secteur agro-alimentaire canadien.
Il refléte la situation et les priorités qui existaient au
moment ol il a été établi. Wotre intention est qu'il garde
son actualité comme guide des mesures gouvernementales qui
appuient les efforts de mise en marché du secteur privé. Le
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comité reverra le document i intervalles réguliers et 1le

mettra a& jour avec l'avis de toutes les parties
» »
intéressées.

J.E.G. Gibson
Président

Comité interministériel
de 1l'expansion du
commerce international
des produits
agro-alimentaires

Direction générale de 1'agriculture, des péches et des
produits alimentaires

Ministére des Affaires extérieures

Octobre 1987
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OUTLINE FOR MARKET DEVELOPMENT STRATEGY

FOR THE AGRI-FOOD SECTOR IN CHINA

i. EXECUTIVE SUMMARY

II. DESCRIPTION

A.

COUNTRY PROFILE

1. Basic Country Data
2. Demographic
3 Economic
a) General
b) Trade . Principal imports from - all sources
- Canada
. Principal exports to - all sources
- Canada
. Principal trading partners

POLITICAL/COMMERCIAL RELATIONS WITH CANADA

{incl. overall Canadian trade objectives in that market)

AGRI FOOD SECTOR

1. State of sector (including general production and
consumption data)

2. Primary production

3. Processing/manufacturing

GOVERNMENT AGRI FOOD POLICY AND INSTRUMENTS

INVENTORY OF CDN PUBLIC/PRIVATE MARKET DEVELOPMENT
ACTIVITIES/INITIATIVES (past, current & planned)

l. Federal ANNEX A
2. Provincial
3. Private Sector

AGRI FOOD TRADE FLOWS

_ ANNEX B
1. Total imports and exports
2. Import/Export trade with Canada



II.

MARKET DEVELOPMENT STRATEGY

A.

MARKET SECTORS OF PRIORITY INTEREST TO CANADA

(identification with rationale of following sectors that
are of priority interest & which will be covered
individually in "C" below)

livestock (incl. poultry, embryos and semen)

meat, dairy and animal products (incl. eggs, hides, skins
and furs)

grains and oilseeds and products, (i.e. flour, malt, oil
and meal)

horticulture/primary

horticulture/processed

pulses and special crops

feedstuffs

seeds

SITUATION IN OTHER SECTORS

(brief rationale as to why remainder of above sectors are
not of priority interest and in which our efforts would
be responsive in nature rather than proactive.)

CROSS-SECTORAL STRATEGY

(Horizontal initiatives/activities which impact on the
overall market development strategy, such as ministerial
missions, joint economic or agricultural committees,
National Trade Strategy initiatives, and non-sector
specific projects under the auspices of CIDA, IRDC and
international institutions/agencies.’)

PRIORITY MARKET SECTORS: ANALYSIS AND STRATEGY

NAME Livestock (CITC Product Code: Live Animals
0012720-0099989)

1. SECTOR ANALYSIS

a) Main characteristics of sector

b) Subsector/s of prime interest (with CITC product
code and rationale for subsector/s selection)
e.g. breeding beef cattle (CITC product code:
cattle, Holstein-Friesian 0012750)

c} Import system

d) Distribution system

e) Trade Flows (i.e. imports from Canada/other
sources)

f) Competitor marketing/market development activities



2.

g) Constraints 1. Tariffs & NTB's
2. Other (incl. financing and
infrastructure constraints)
h) Canadian capabillity 3
i) Assessment of potential
j) Summary of Canadian private sector interests and “
activities

SECTOR STRATEGY

a) Conclusions & market development objectives
b) Proposed market development program

. short (1-2 years)

. medium term (5 years) -
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Exeaitive Summary

Introduction

In April 1986, China's Peoples Congress approved the Seventh
Five—Year Plan (1986-1990) for all sectors including the agriculture
sector. This plan calls for substantial growth in agriaultural
production throughout China. The planned growth, however, will
increase at a lower rate (4%) compared to the rate achieved during the

previous Five Year—Plan (7.8%).

According to the plan, production and consumption of graims,
0il seeds, meat, milk and eggs is to increase sharply. This will
require introducing major changes and improvements in farming and
management techniques in China in the next five years. The famers

will be encouraged to
1. increase productivity of pasture and farm land
2. increase oilseeds and feed grain production
3. utilize high quality breeding livestock (swine/cattle)
and poultry and to apply modern breeding and management

techniques

4, improve crop handling, distribution and storage
capability.

In addition, the Chinese intend to establish integrated units
combining livestock breeding and production, feed mills, dairy and

meat processing near the large-medium size urban centers.

Opportunities for Canada

At present, cereal grains continue to be the largest
conponent of Canada's trade with China with wheat, barley and wheat
flour accounting for approximately 36.4% of total exports and 96.20%
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of total agriculture exports in 1985. Canada's exports of non-grain
agriculture products in 1985 were valued at approximately
$18.3 million.

As a result of the signing of the plant and animal health
protocols with China, it is expected that Canada's share of the market
for products other than grains and oil seeds will increase
significantly.

The Chinese recognize Canada's importance as a leader in
agricul ture research, technology and management. They also recognize
that Canada's expertise could contribute to their modernmization
plans. In the meantime, a history of a long established commercial
and political relationship exists between Canada and China. All of
these considerations will undoubtedly help Canadian exporters increase
their market share for products other tham cereal grains, which
include breeding livestock (dairy, beef and swine), semen, A.I.
technology and equipnent, poultry breeding stock, forage seeds, hybrid
seed corn, seed potatoes, and feed micro-conponents. Other products
include oil seed processing equiment (deodorizers) and technology,
grain handling, cleaning and storage equiment, dairy processing, feed

aixing equiment and animal slaughtering and meat packing equipment.

Many of the presently active players, numbered approximately
fifty Canadian exporters (see Appendix I), have already identified
areas for their business interests. Among these canpanies, eight are
pursuing opportunities in breeding cattle (dairy and beef sales),
swine breeding (6), poultry breeding stocks and equipment (3), forage
seed and seed cleaning equipnent (6), veterinary pharmaceuticals (2),
grain storage and handling equipment (7), feed and feed mills (5),
vegetable oil processing (1), beer and malting house technology (3),
dairy equipment (3), bakery equipment (2), meat processing (3),



slaughter house equipment (1) and consulting services (2). In
addition there are three Canadian food importers and five Canadian

cooperatives exploring business opportunities in the Chinese market.

This paper presents a trade develomment strategy for the
agricultural sector in China. This strategy takes advantage of the
above considerations and current Canadian initiatives in China. It
also considers the special China-Canada political and commercial
relationship as well as the keen interest demonstrated by Canadian
agriculture exporters in the Chinese market. The strategy also
recognizes the inportance of technical assistance and aid-trade
mechanism as market development tools. The balance of trade between

the two countries is also considered in formulating this strategy.

The Chinese, constrained by declining foreign exchange
resources, require that exporters contribute towards financing their
exports directly, or indirectly through countertrade or joint venture
projects. This requirenent is identified where appropriate and
suggestions are made referring to facilities available at the Export
Develoment Corporation (EDC) (e.g. insurance for bulk agriculture
compodities, and the special financing package of blended EDC credit
line which was announced during the Prime Minister's visit to China in
1986, details of which became public in early 1987).

Canada's Future Direction in China

In developing a strategy for the agriculture sector in Chiaa,
it must be recognized that the market is difficult requiring long tem
comnitment and significant investment of resources to achieve
meaningful trade benefits. Both industry and government must take a

long tem view of the market in Chiaa.




The numerous exchanges and high level visits which have taken
place since 1978 between Canada and China had proven to be beneficial
to both sides, especially with regards to identification of Chinese
market needs and matching these needs with Canadian agriculture
industry capabilities. This phase of extensive exploration and
technical exchange, however, should now be followed by a more targeted
and focussed phase of comnercial involvement - a phase in which
successful and capable exporters are given full support by the

government at both the federal and provincial levels.

The technical assistance programs provided through various Joint
Agriculture Comaittee (JAC) and CIDA activities and DEA market
developmnent missions and programs should continue. Officials
undertaking these activities should ensure that they are structuréd to
maximize their potential trade benefits. One way to do this, for
exanple, would be through increasing involvenent and input of the
private sector in most activities. The technical programs should
enphasize practical manageament methods or should be linked to
commercial objectives. Future programs should result in enhanced
comaunications with potential buyers and better identification of the
real decision makers. New technical programs should eaphasize
practical management methods and should be linked to commercial
objectives. In addition, more programs of technical assistance should
be considered in the future to further promote products and services

where the Canadian industry has a competitive edge.

The Strategy

The priority sectors considered in this strategy are:

Grains and oilseeds

Livestock (dairy breeding cattle, semen and embyro,
swine and poultry sub-sectors)



Seeds

Grain and seed handling, cleaning and storage equipnent.

Fertilizer (potash)

Food processing (small and medium scale bakeries, animal

slaughtering and meat processing equipment)

Feedstuffs (aicro-components, premix technology, mixing

equipnent and joint venture turnkey feed plants)

Canada's objectives in each sector/sub-sector are:

In the grain sector to maintain market share and ensure
that the Chinese continue to regard Canada as the best
source for milling wheat and malting barley.

In the dairy cattle sub-sector, to ensure that the
Chinese become fully aware of Canadian breed quality and
to assist them in achieving maximum potential froa
inported Canadian breeding cattle, semen and embryos.

In this sector the industry estimnates potential sales to
China could reach 1500 head of breeding cattle and
$1.25 million worth of semen and embryos annually by
1990.

In the Swine sector, Canada's efforts should focus on
convincing the Chinese that intensive production is the
best way to improve their swine production. Canadian
success in this sub-sector, however, will largely depend
on Chinese success in introducing/expanding intensive

swine production on a large scale over the next five




years. The use of Canadian breeding stock by the
peasants should also be encouraged. The industry

estimates that China could potentially inport 2000-3000
head annually from Canada by 1990.

In the poultry éub~sector, Canada's objective should be
to expand the distribution base for Canadian breeding
stock so as to include all Chinese provinces where
poultry industry is given high priority.

In the seed sector, it should be noted that the Chinese,
as outlined in the 7th Five~Year Plan, intend to
increase forage production and improve corn production
through utilization of high quality inputs such as
forage seeds and hybrid seed corn. Therefore,
increasing their awareness about Canada's seed industry
capabilities could help in achieving potential export

sales objectives.

In the food processing sector, realizing the relatively
limited Canadian export capability in certain
sub—-sectors, Canada's market developnent objective will
have to be directed to enhance prospects for exports of
the following products in which Canada appears to have a
conpetitive edge (listed in order of importance).

Sub~sector 1: Baking equipment; small and medium

scal bakeries.

Sub-sector 2: Animal slaughterhouse and meat
packing equiment.
Sub-sector 3: Grain/seed cleaning, handling and

storage equipnent.



Sub—sector 4: Controlled environment and storage

equi pment.

Sub-sector 5: Oilseed processing equipnent
(deodorizer)/technology.

Sub-sector 6: Dairy processing equipaent.

Sub-sector 7: Potato planting, harvesting, and

storage equipment.

In the feedstuff sector, Canada's objective is to
facilitate introduction of modern feed technology
techniques into China and to coavince Chinese decision
makers that adoption of Canadian technology know how and
the use of Canadian made caanpound feed mixing plants can

significantly reduce cost of livestock production.

In view of the conplexity of the agriculture sector and the
diverse interests of the business community, most of the proposed
initiatives and activities have been directed at a few specific market
sectors of interest to Canada. It has been recognized howevér that
cross sectoral strategy initiatives, i.e. ministerial and
multi-commodity industry missions are also considered to be extreuely
effective and indeed essential to the conduct of a comprehensive

market developnent canpaign for the agriculture sector in Chiaa.

The proposed strategy outlined in this report may appear at
the first instance as a modest effort by Canada especlally since China
is generally perceived to be a large market with unlimited
opportunities. However, the reality remains, that market exploration
of China, a country with vast population, varied land resources and

insatiable appetite for acquiring modern technology, could quickly




deplete available resources to assist companies who need it the wmost.
The real commercial opportunities, however, will only be realized by
focussing and offering full support to those who have already iavested

time and energy in the market but have yet to realize any commercial
rewards.



RESUME

Introductidn

En avril 1986, 1l'Assemblée populaire nationale de
Chine a approuvé le 7€ plan quinquennal du pays (1986-1290)
pour tous les secteurs, dont celui de 1l'agriculture. Ce
plan demande une assez forte croissance de la production
agricole dans toute la Chine. La croissance prévue,
toutefois, augmentera 3 un taux moindre (4%) que celui
atteint durant le plan quinquennal précédent (4,8%).

Selon le nouveau plan, la production et 1la
consommation de céréales, de graines oléagineuses, de
viande, de lait et d'oeufs doivent connaitre une
augmentation trés marquée. Cela exigera d'importants
changements et des améliorations dans les _techniques de
culture et de gestion de la Chine au cours des cing
prochaines années. Les agriculteurs serontencouragés a:

1. accroitre la productivité des piturages et des
terres cultivées :

2. accroitre la production des graines oléagineuses
et des céréales fourragéres

3. utiliser du bétail reproducteur (porcs/bovins) et
de la volaille reproductrice de haute qualité et
appliquer des techniques modernes d'élevage et de
gestion

4. améliorer la capacité de manutention, de
distribution et de stockage des récoltes.

En outre, les Chinois se proposent d'établir des unités
intégrées combinant 1'é&levage du bétail, des minoteries de
provende, ainsi que la transformation des produits laitiers
et la préparation des viandes, & proximité des grands ou
moyens centres urbains.

Débouchés pour le Canada

A l'heure actuelle, les céréales continuent 4d'étre
le principal élément du commerce du Canada avec la Chine, 1le
blé, l'orge et la farine de blé comptant pour environ 36,4%
des exportations totales et 96,20% des exportations totales
de produits agricoles en 1985. Les exportations canadiennes
de produits agricoles autres que les céréales en 1985
étaient évaluées i environ 18,3 millions $.



Des protocoles relatifs 3 1la protection des
végétaux et & 1°' hyglene animale ayant été signés avec la
Chine, on s'attend & ce que la part canadienne du marché des
produits autres que les cereales et les graines oléagineuses
augmente sensiblement.

La Chine reconnalit l'importance du Canada en tant
que chef . de file dans le domaine de la recherche, de la
technologie et de la gestion agricoles. Elle reconnait
aussi le rdle que pourraient jouer les compétences du Canada
pour ses plans de modernisation. Dans l'intervalle, les
liens entre les deux pays sont fondés sur les relations
commerciales et nolltiques qui existent entre eux de longue
date. Toutes ces con51deratlons ne manqueront pas d'aider
les exportateurs canadiens & accroitre leur nart du marché
pour des produits autres que les céréales, c'est-d-dire le
bétail reproducteur (bovins laitiers, boeufs et porcs), le
sperme, la technologie et le matériel d'insémination
artificielle, la volaille pour la reproduction, les graines
fourragéres, le mals de semence hybrlde, les pommes de terre
de semence, et les microcomposants d'aliments du bétail.
Parmi les autres produits, citons le matériel et 1la
technologie de transformatlon des graines oléagineuses
(désodorisants), 1' equlpement de manutention, de nettovage
et de stockage des grains, 1l'équipement pour la
transformation des produits laitiers, le mélange des
aliments du bétail, ainsi que 1'équipement d'abattage et de
mise en conserve de la viande.

Beaucoup des intervenants actuels sur le marché _
chinois, soit environ cinquante exportateurs canadiens (voir
annexe 1), ont déja identifié des secteurs pour leurs
intéréts commerciaux. Parmi ces entreprises, huit
s'intéressent & des débouchés dans les secteurs suivants:
bétail reproducteur (bovins laitiers et boeufs), élevage de
porcs (six), volaille et matériel d'élevage de la volaille
(3), graines fourragéres et matériel de nettoyage des
graines (6), oproduits pharmaceutiques vétérinaires (2),
équipement de stockage et de manutention des grains (7),
grains et minoteries de provende (5), transformation de
1'huile végétale (1), technologie de la brasserie (3),
équipement de production laitiére (3), matériel de
boulangerie (2), préparation des viandes (3), équipement
d'abattoirs (1) et services d4'expert-conseil (2). En outre,
trois importateurs canadiens de produits alimentaires et
cing coopératives canadiennes recherchent des débouchés sur
le marché chinois.
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Ce document présente une stratégie d'expansion du
commerce pour le secteur agricole en Chine. Cette stratégie
s'appuie sur les considérations précitées et sur les
initiatives canadiennes actuelles en Chine. Elle tient
compte aussi des relations politiques et commerciales
spéciales entre la Chine et le Canada, ainsi que du vif
intérét manifesté par les exportateurs canadiens de produits
agricoles vis-3-vis du marché chinois. Elle reconnait
1'importance de l'assistance technique et des mécanismes
d'aide commerciale comme instrument de développement des
marchés. La balance du commerce entre les deux pays est
aussi prise en considération dans la formulation de cette
stratégie.

Sous la contrainte d4'une baisse de leurs avoirs en
devises étrangéres, les Chinois exigent que les exportateurs
contribuent au financement de leurs exportations d'une fagon
directe, ou indirectement par le biais du commerce de
compensation ou de coentreprises. Cette exigence est
définie comme il convient, et des pr00031t10ns sont faites
concernant les services offerts par la Société pour
l'expansion des exportations (SEE) (par.ex. assurance pour
les produits agricoles en vrac, et modalités spéciales de 1la
llgne de crédit mlxte de la SEE, programme de financement
qui était annoncé au cours de la visite du Premier ministre
en Chine en 1986 et dont les détails ont été rendus publics
au début de 1987).

Orientations futures de 1' act1v1te commerciale dAu Canada en
Chine

Quand on élabore une stratégie pour le secteur
agricole en Chine, il faut reconnaitre qu'il s'agit d'un
marché difficile, qui exige un engagement a long terme et
d'importants investissements de ressources pour obtenir
d'intéressants avantages commerciaux. Tant 1'industrie que
le gouvernement doivent envisager le marché chinois dans une
optique 3 long terme.

Les nombreux échanges et les visites de haut
niveau qui ont eu lieu depuis 1978 entre le Canada et la
Chine se sont révélés d'un grand avantage pour les parties,
car ils ont permis notamment de cerner les besoins du marché
chinois et d'y faire correspondre les capacités de
1'industrie canadienne des produits agricoles. Toutefois,
cette phase 4d'exploration poussée d'échanges techniques
devrait &tre maintenant suivie d'une phase de participation
commerciale mieux ciblée, dans laquelle les exportateurs
compétents recevront un plein appui du gouvernement aux
paliers fédéral et provincial.



I1 convient de poursuivre le programme
d'assistance technique mis en oeuvre par 1l'intermédiaire de
divers comités mixtes de l'agriculture (CMA), ainsi que les
activités de 1'ACDI et les missions et programmes du MAE
pour le développement des marchés. I1 faudrait s'assurer
que ces. activités sont- structurées de fagon a maximiser
leurs avantages commerciaux potentiels. A cette fin, par
exemple, on devrait intensifier le rdle et l'apport du
secteur privé dans la plupart des activités. Les
programmes techniques devraient appliquer des méthodes de
gestion pratiques ou étre reliés a des objectifs
commerciaux. Les futurs programmes devraient avoir comme
résultat des communications améliorées avec les acheteurs
éventuels et une meilleure identification des véritables
décideurs. I1 faudrait envisager en outre davantage de
programmes d‘'assistance technique dans l'avenir afin de
promouvoir les produits et les services qui donnent a
1'industrie canadienne un avantage sur le plan de la
concurrence.

La stratégie

Les secteurs considérés comme prioritaires dans
cette stratégie sont: :

les céréales et les graines oléagineuses

le bétail (bovins laitiers reproducteurs, sperme
‘et embryons, porcs et volaille)

les semences

1'équipement de manutention, de nettoyage et de
stockage des céréales et des graines

les engrais (potasse)

la transformation des aliments (petites et
moyennes boulangeries, équipement pour abattoirs
et préparation des viandes)

produits d'alimentation animale (microcomposants,
technologie de pré-mélange, équipement de mélange
et fabriques clés en mains d‘'aliments du bétail,
réalisés en coentreprise)



Les objectifs du Canada dans chaque secteur /sous-secteur

Dans le secteur des céréales, maintenir la part du
marché et faire en sorte que les Chinois continuent de voir

en le Canada la meilleure source d'approvisionnement pour le
ble de mouture et l'orge de brasserie.

Dans le sous-secteur des bovins laitiers, faire en
sorte que les Chinois deviennent plus conscients de 1la
qualité des races canadiennes et les aider A retirer le
maximum d'avantages des ressources importées - bovins
reproducteurs, sperme et embryons canadiens.

L'industrie estime que les ventes potentielles &
la Chine pourraient atteindre chaque année, d'ici 1990,
1 500 tétes de bétail reproducteur et pour 1,25 million $ de
sperme et d'embryons.

Dans le secteur du porec, le Canada devrait
s'efforcer de convaincre les Chinois qu'une production
intensive est le meilleur moyen d'améliorer leur production
porcine. La réussite canadienne dans ce sous-secteur
dépendra en grande mesure, toutefois, de la réussite des
efforts chinois visant a introduire et a élargir 1la
production intensive de porcs & une vaste échelle au cours
des prochaines années. L'utilisation d‘animaux
reproducteurs canadiens par les paysans devrait aussi &tre
encouragée. L'industrie estime que la Chine pourrait

LY

importer de 2 000 & 3 000 tétes chaque année du Canada 4d'ici -
1990.

Dans le sous-secteur de la volaille, l'objectif Au
Canada devrait &tre élargir la base de distribution des
animaux reproducteurs canadiens afin qu'elle s'&tende &
toutes les provinces chinoises ol 1l'élevage de la volaille
regoit une forte priorité.

Dans le secteur des graines et semences, il est a
noter que les Chinois, comme 1'indique le 7€ plan
quinquennal, ontl'intention d'accroitre 1la production
fourragére et d'améliorer la production de mais grice a
l'utilisation ‘d'éléments de haute qualité, notamment les
graines fourragéres et le mais de semence hybride. En leur
faisant mieux connaitre les capacités de 1'industrie
canadienne des graines, on pourrait donc mieux atteindre
certains objectifs des ventes d'exportation.



Dans le secteur de la transformation des aliments,
ou la capacité d'exportation du Canada se trouve
relativement limitée sur certains points, l'effort canadien
de développement des marchés devra étre axé sur de
meilleures chances d'exportation pour les produits suivants
qui semblent offrir au Canada un avantage concurrentiel
(énumérés par ordre 4'importance).

Sous-secteur l: équipement de boulangerie; petites et
‘ moyennes boulangeries

Sous-secteur 2: équipement d'abattoirs et de mise en
conserve des viandes.

Sous-secteur 3: équipement de nettoyage, de
manutention et de stockage des
céréales et graines.

Sous-secteur 4: matériel de milieu contrdlé et de
stockage

Sous-secteur 5: matériel/technologie de transformation
des graines oléagineuses
(desodorisants).

Sous-secteur 6: équipement de transformation des
produits laitiers.

Sous-secteur 7: équipement de plantage, de récolte et
de stockage de pommes de terre.

Dans le secteur des aliments pour le bétail,
l'objectif du Canada doit étre de faciliter 1l'introduction
de techniques modernes en Chine et de convaincre les
décideurs chinois que 1l'adoption du savoir faire
technologique canadien et 1l'exploitation d'usines de mélange
d'ingrédients de fabrication canadienne peut réduire
sensiblement le coiit de la production du bétail.

Etant donné la complexité du secteur agricole et
les intéréts variés des milieux d'affaires, la plupart des
initiatives et activités proposées ont visé quelques marchés
précis offrant de 1'intérét pour le Canada. On a reconnu,
toutefois, que des initiatives intersectorielles
c'est-a-dire des missions ministérielles et des missions
multiproduits du secteur privé se sont révélées extrémement
efficaces et méme indispensables & la conduite d'une
campagne générale de développement des marchés dans le
secteur agricole chinois.



on

rapport peut

part du

La stratégie exposée dans le présent
dans la Chine

sembler de prime abord un effort modeste de la
Canada, étant donné que l'on voit généralement
La réalité

un vaste marché aux possibilités sans limites.
demeure toutefois, que l'exploration du marché de la Chine,
pays de forte population, aux ressources terrestres variées
et qui a un appétit insatiable d'acquisition de technologie
moderne, pourrait épuiser rapidement les ressources dont on

dispose pour ailder les entreprises qui en ont le plus
Les véritables débouchés commerciaux ne seront

besoin.
assurés, toutefois, que si 1l'on accorde la priorité et un
plein appui 3 ceux qui ont déja investi du temps et de
l'argent sur le marché, mais qui ont encore & y réaliser des

gains.
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Description

A.

Country Profile

1.

Basic Country Data

Official Name:
Capital:

Topography:

Climate:

Principal crops:

Resources:

Demographic Data

Official language:

Ethnic groups:

Religions:

Area:

Population (1984):
Population density:
Urbanization:

Population growth rate
(1978-1985):

People's Republic of China
Beijing

Chiefly plateaus and river
basins

Sub-tropical south, arid
northwest, monsoons in east

Rice, millet, peanuts, tobacco,
tea, pork, cotton, sugar, oil
seeds and potatoes (the latter
is regarded as vegetables in
most of China).

Petroleum, coal, hydro
potential, tin, antimony,
tungsten, fluorspar

Putonghua, based on Beijing
(Mandarin) dialect

Han Chinese (%4%); Zhuang,
Uygur, Hui, Yi, Tibetan, Miao,
Manchu, Mongol, Buyi, Korean
and approximately 40 others
Officially atheist; Muslims,
Buddhists, Lamaists, Taoists,
Christians, folk religions.
9,56 million sq. km.

1.04 billion

106 people per sq. km.

32%

1%
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Life expectancy at
birth (1982):

Infant mortality rate:

Daily per capita
calorie supply as
percentage of
requirement froa

64 years

50 per 1,000 live births

100%

domestic production (1982):

Adult literacy rate:

Primary school

enrolment: boys
girls

Economic Data

a. General Data

Percentage of labour

force in: agriailture
industry
services

75% +

95%
82%

69%
19%
12%

Percentage of popular-31.6%

‘under 15 (1983):

Gross national product
per capita (1983):

GNP average annual

growth rate (1960-1982):
(1980-1984):

Inflation rate
(1973-1983)
1985

External public debt
as % of GNP

Dept service as
% of GNP:

b. Trade

Principal exports:

U.S. $300

4.4%
9.8%

1.7%
8.8%

N.A.

NJ.A.

Petroleun products, clothing
and textiles, coal



Principal imports:

Principal trading
partners:

Exports to Canada

(1985):

Inports from Canada
(1984):

Foodstuffs, chemicals and

related products, machinery and
transport equipument

Hong Kong, Japan, U.S.,
West Gemany

Ou terware, vegetables, nuts,
oilseeds,

cotton and mixed fibre fabrics,
apparel and house furnishings,
toys, aluminum ores,
concentrates and scrap ($566.6
million)

wheat, flour, wood products,
newsprint, copper, fertilizers,
aluminun, mining machinery,
office and communications
equipment ($1,100.3 million)
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B. POLITICAL/COMMERCIAL RELATIONS WITH CHINA

The increasing involvement of the People's Republic of China
in contenporary world affairs during and following the Cultural
Revolution is one of the most significant factors influencing
international politics today. Establishing diplomatic relations with
the People's Republic of China in 1970, our part in the assumption by
Peking of China's seat in the United Nations, and the vigorous progran
of exchanges carried out over the past several years has been a
contributing factor in the emergence of China from its earlier
isolation.

Canada's contribution to China's decision to become a inajor
and responsible actor in international affairs can be considered a
distinctive and important accomplishment. A remarkable degree of
confidence has been established between the two countries given the

limits that history, geography and differing political viewpoints
impose.

After 1960, China emerged as a major aarket for Canadian
wheat despite opposition to sales to "Red China” in some gquarters.
Neither did contacts cease on a persomal level, and the mystique of
China continued to fascinate Canadians despite the lack of diplomatic
relations at that time.

Establishment of Diplomatic Relations

Talks between Canada and China, which began in Stockhola in
February 1969, culminated in the joint comauniqué of October 13,
1970. The primary stumbling block during the twenty months of
negotiations was the issue of Taiwan. As a result of the
negotiations, the Canadian Government recognized the Government of the
People's Republic of China, while on the status of Taiwan the

comauniqué read: “The Chinese Government reaffirms that Taiwan is an
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inalienable part of the territory of the People's Republic of China.
The Canadian Government takes note of this position of the Chinese
Govermment”. Canada's position was, and is, that the Canadian
Government neither endorses nor challenges the Chinese Government's
position regarding the sovereignty of Taiwan. This foramula, or ome
similar to it, has been used since 1970 by many of the Countries which
followed Canada's lead in establishing relations with Peking.

As a consequence of Canada's agreement to nommalize relations
with the PRC, diplomatic relations were severed with Taiwan, and all
official contacts were terminated. The so-called "Rapublic of China”
(Taiwan) continues to claim that it is the sole legal goverment of
all China, but has suffered increasing diplomatic isolation since
1970. Though Canada has no official contacts with the regime on-
Taiwan, the Government encourages private trade and "people-to-people”
coﬁtacts between Canadians and Taiwanese.

Trade Relations

Under a trade agreement signed in 1973, (extended every
three-years since), Canada and China grant each other Most Favoured
Nation trading status. In addition, an Economic Cooperation Protocol
governing increased bilateral activity in a number of sectors

including agriculture was signed in 1979 as an addendum to the trade

agreement.

- Commercial relations with China are facilitated by the annual
Canada/China Joint Trade Coumittee, which meets alternately in Ottawa
and Peking. Large numbers of commercial delegations are also
exchanged. In 1984, a $2 billion line of Credit was established by
Canada and in 1986, Canada announced the establishaent of a $350
million concessional financing facility for China.

Beginning on a foundation of wheat sales, trade has grown
substantially through the 1970's and in 1986 reached 1.666 billion.
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There have been recurrent surpluses in Canada's favour: in 1985
exports to China amounted to $1.100 billion out of the above total.
Exports to the PRC stabilized in 1986 due to a decline in tlie price of
wheat although exports of end products rose by 100% to $305 million.

Textiles fom the largest sector in China's exports to
Canada, and since January 1, 1980 some other Chinese products have
received General Preferential Tariff treatment. Wheat, mining
machinery, minerals and metals, aircraft and wood products head the
list of Canadian exports, while imports, besides textiles, include
agricultural products, handicrafts and household furnishings.

Recently, Canadian marketing efforts have focused on China's
drive to. modernize, drawing in part on foreign technology and foreign
credits. Private sector initiatives, in conjunction with ministerial
level missions and other government supported activities, are part of
a continuing effort to expand the commercial relationship between
Canada and China. As a result, near-term opportunities for Camada in

the Chinese market appear aore promising than they have in recent
years.

Develomnent Assistance ‘

Aid by the Canadian International Development Agency (CIDA)
to China began in the winter of 1981-82 with the donation of
$4 million worth of wheat to the relief of flood and drought-stricken
areas of Hebei and Hubei provinces. Since that time, the Agency has
negotiated a full program of develoment assistance concentrating on
agriculture, forestry, energy, and human resources (including language
'training and sponsorship of university exchanges in fields such as
medicine and management). Enphasis is Being placed on training and
technical assistance rather than capital programs, and the growth of
expenditures is expected to be gradual. In May 1986, the Prime
Minister announced that the govermment will double CIDA prograas in
China for the next five years (1987-1992).
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Provincial Relations and Twinning

Canadian provinces have become increasingly involved in
Canada-China relations over the past few years, often in conjunction
with‘PRC provinces sharing similar economic and cultural interests.
Between 1983 and 1986, not less than seven Premiers visited the PRC.
Many provinces have signed various forms of twining agreements with
Chinese provinces. The phenomenon of "twinning”™ or establishing close
cooperation relations with an equivalent organization or government
unit also exists below the provincial level, for example the linking
of the two cities of Montreal and Shanghai, the provinces of Alberta
and Heilongjiang and the understanding between Guelph and Beijing

Agriculture Universities.
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C. AGRI-FOOD SECIOR

1. State of Sector

Introduction

China is the third largest country in the world, being
9.6 million square kilometers in area. Agriculture continues to be
China's main industry and understandably is very labour intensive.
Currently, the agricultural sector employs over 75 percent of the
working population but contriputes less than 30 percent to national
income. With great inportance continuing to be attached to raising

productivity, the total value of agricultural produce supplied or sold
by farmers has doubled since 1978.

The productive arable areas of the country are concentrated
in the eastern half, in the fertile plains and valleys of three
separate river systems: the Yellow River, the Yangtze River and the
Si River. Western China, consisting of the mountains and plateaux of
the Tibetan Highlands and the desert basins and mountains of Xinjiang
and Mongolia, accounts for half of the country's geographical area but
only five percent of the total population.

Agricul tural Structure

In 1950, the land belonging to the feudal nobility,
landlords, monasteries, and other institutions was nationalized by the
State. By the end of 1952, land reform, and by the end of 1958, the
socialization (collectivization) of agriculture was declared to be
conplete: the peasant population had been organized into roughly
24,000 "communes”, each consisting of a number of villages of
5,000-10,000 families. The comnune system replaced the local
government functions at the Xiang (village) level. Centralized
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authority was discharged down through the production "brigade”™ to the
production "tean" of 10-50 families. Since 1958 modifications have

been made in the comaune systea, including size reductions, such that

preéently there are 50,000 comnunes.

In December 1978, the Chinese Comnunist Party (CCP) policies
regarding agriculture moved towards a mixed economy modeled on the
successful markets of East Asia and West Europe. These rural reforus
in the post-Mao era have meant the de-collectivization of agriculture,
with further emphasis placed on the family as the essential econoamic
unit and lifting controls to allow peasants freer access to markets.
By any standard, the rural reforms have been quite successful. From
1978-1983, agricultural output value grew at an average annual rate of
7.9 percent compared to an average 3.2 percent rate froam 1953 to 1978.

The first dramatic change in China since the country's
liberation was the adoption of new sweeping reforms to improve the
country's agricultural system in 1979. The adoption of a new foreign
economic partnership with Western countries at the same time was

equally dramatic and far reaching.

The Chinese leaders envisaged that success of an agriasltural
reform was crucial and indeed the basis for the regime's broader plans
for logical positive changes in the economy. Agricultural reforas

were considered essential in effecting urban reforn.

The first steps directed at stimulating the rural economy
cane into effect in 1978-1979 when prices for many agricultural
products were raised. At the same time, the government began to
experiment with organizing the agricultural sector while introducing
the "contract responsibility system". Following a trial period, the
government finally introduced a national contract system based on

individual nouseholds. These new changes signaled a return to



fanily-based farming and de-collectivization of agriculture in China.
The role of the communes as units controlling agriculture production

was abolished. However, state ownership of agricultural land continue

unchanged.

As indicated earlier, responsibility for faraing became the
responsibility of households. As a result, the Chinese peasants emjoy
new privileges and rights; they are guaranteed long-tern (15 years)
use of the land, they generally decide on what crop to grow, they
manage their land independently.

However, the peasants are obliged to pay taxes and levies oan
their production. The peasants can sell their crops either in the
open market or sell directly to the state (no compulsory sales to the
state since 1985). The government may contract with peasants to

purchase specified crops still in many cases on a quota basis.

Inpats into the Agriculture Sector

There is no doubt that the new refoms and the massive
reorganization of agriculture production has effectively enhanced
rural economic growth, with new pricing policies providing the
greatest induceaent. The changes were accompanied by increasing the
level of agriculture inputs (e.g. fertilizers, pesticides, etc.) and a

drive to effect a rapid diversification of crops.

Effects of the New Agricultural Refoms

As noted earlier, the new agricultural refoms produced
dramatic results. Some analysts consider these effacts to be

unprecedented for China and for any developing country.
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It is estimated that the productivity of agricultural labour
had almost quadrupled in the early 1980's, in canparison to the

previous 25 years. The agricultural output during the 6th Five-Year
Plan rose over eight percent a year - more than double the long-termm

trend from 1953 to 1980. The annual per capita income in the rural

regions increased by more than 13 Z%.

It is also important to note that the outstanding performance
of the agricultural sector, helped increase overall growth of China's
GNP during the 6th Five-Year Plan to an alinost ten percent a year -
more than double the long-temm growth rate achieved since the 1950's.

Problems Associated with the New Reforms and Development in the
Agriaulture Sector

The massive develoment in the agricultural sectur did not
proceed smoothly, however. There is a lag in the developnent of an
adequate infrastructure capable of handling the almost sudden increase
in production. The public works and facilities, education and
marketing services were unable to adequately handle the newAsurge in
production. Equally alarming was the sudden increase in peasants'
population, and- the increased cost of governument subsidies to waintain
lower food prices in China's major urban cities. The other consensus
is the decrease in grain crop acreage, resulting in lower grain
production by as much as 10~20%.

The Future

The problems noted earlier, have been recognized by the
Chinese authorities and efforts are being made by the government to
over come them. In this regard, the government is seeking assistance
from western countries .:an.luding Canada to help improve and modernize

the agriculture sector infrastructure.
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It is expected, however, that agricultural output will
continue to increase significantly. As projected in the 7th Five-Year
‘plan, production is expected to continue to increase by an average of

4% annually.

China has achieved significant gains in agriculture
production (8% annual growth rate vs. 5% target) since the late
1970's. During that period, it became the world's largest producer of
wheat, rice, cotton and tobacco and the second largest producer of

coarse grains and oilseeds .
This considerable achievement came largely as a result of:

1. Incentives to farmers (responsibility system) and

rationalized pricing systea

2. Inproved management of production resource, (e.g., use of

inproved seeds and application of chemical fertilizers etc.)

3. New restructured government policy favoring the agriculture

sector

4, Modernization efforts (e.g. equipnent, planning, management
etc.) and manpower specializatiom. '

For the remainder of this decade, it is expected that despite
government concerns crop production in China will gradually diversify .
away from grains towards cash crops and animal proteins which are more

profitable and nutritionally valuable. This gradual shift will

require instituting major changes and adjustments in industries )
related to emerging new crop pattern (e.g. oilseeds breeding, seed
extraction and refining, feed ingredients blending, livestock

breeding, meat packing, food processing, forage seeds cleaning etc.).

:
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It is generally believed that while quick gains have been
achieved in the agricultural sector in the last few years,
productivity will continue to rise albeit at a slower rate in the near
future. Among the many reasons given for this assessment are the

constraints imposed by an inadequate infrastructure (e.g. storage,

D kde e = e

handling, distribution and quality control standards) and inefficient
processing methods (e.g. oilseed crushing and refining, grain milling

and baking, and feed mixing, etc.).

2. Primary Production

a) Grain Production

Rice is the staple food for as many as two—thirds of the
population. It is the most important food crop in China, and has been
so for centuries. At present rice accounts for about 40 percent of
total grain production. China is by far the world's iargest producer
of this cereal, producing in excess of 110 million tonnes, and almost

all of it is used for domestic consumption.

Wheat is the second most important cereal crop. It is
cultivated throughout the country, but the main centre of production
is the North China Plain. Wheat is the staple food in major parts of
North and North East China.

In 1985, total grain production was down from the 1984 record
of over 407 million tonnes, at 382 million tomnes. Early indications
are that the 1986 crop, aided by better weather, might see better
results. In the past six years, grain production has grown more than
100 million tonnes, with wheat and rice accounting for about

80 percent of the recorded increases.
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Since 1961, China has consistently imported large quantities,
primarily wheat, and Canada has been and remains as one of the major
wheat suppliers to China, along with the U.S., Australia and
Argentina. Canada consistently supplies 20 to 40 percent of China's
imported grains, however these imports satisfy only about 4 percent of
fheir total requirements. China's grain inports alone currently make

up over one seventh of the world's total trade in wheat.

b) Dairy Production

The PRC government continues to place considerable emphasis
on déiry production as part of its plans for improved food
self-sufficiency. Average annual ailk production is quite low at
700 kg per animal, and breeding programs have been developed to

enphasize increased milk production and butterfat content.

In 1985 the total milk production was reported to be
2.5 million tonnes, about 2.5 kg per capita. About nalf of this
quantity was produced from high-yielding cattle centered around the
main urban areas using as feed, maize silage and surplus vegeﬁables.
Other major producing areas include several provinces in the north.
In these areas, production is extensive and excess ailk is converted
to skim milk powder enabling easier transport to the consumer areas in
the south and east. Most of the production at present is controlled
by the State, which has played an essential role in building up
existing herd quality, particularly through introducing black and
white Friesian cattle. However, a better collection and
transportation systea (e.g. more collection centres and use of

refrigeration tankers) is also needed.
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¢) Swine Production mar
tyr
China has the largest swine population in the world and fre

traditionally pork is the major source of meat in their diet. For
1986, Chinese pork production is expected to be about 17 amillion
tonnes. The bulk of production is fram individual livestock reared on
private plots; virtually all rural families in China own a few pigs.
This provides meat for the family, sone cash income, and increases the
supply of organic fertilizer. Although small holder production will
continue to be the mainstay of the Chinese industry, there has always
been a segnent comprised of commercial scale hog operations intended

to provide pork for export markets.

The native Chinese hog is a small aninal, comprised of
various breeds and prone to possessing poor feet. However, it 1is
~ prolific, fast maturing and has a long breeding life. Although
Chinese pigs usually have poor conformation and fatty carcasses, they
can utilize higher roughage content diets and thrive on commoxi forages
such as sweet potatoes and the water hyacinth, a troublesome weed.
Recent change in consuaption patterns also have dictated the need to
breed high lean meat hogs.

China has traditionally been one of the world's major live
hog exporters. Currently the Chinese are planning the expansion of

the Western style intensive hog-producing sector.

d) Potatoes and Sweet Potatoes

China is an inportant table potatoes and sweet potatoes
producer. In the non-producign areas, potatoes are regarded as more a
- \;egtable than a staple food. Table potatoes, used mostly in stews
and dunplings, are grown on approximately 1 million hectares in North
East Chinese provinces of Mongolia and Heilongjlang. Sweet potatoes
are produced on approximately 3 million hectares in the same region.



China is considered deficient in potato production,

management, harvesting and storage techniques. China also lacks the
typical North American processing technology and infrastructure (i.e.

french fries, freezihg, fast-food services, etc.).

3. Processing/manufacturing
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Govermment Agri-food Policy and Instruments
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D. CHINA GOVERNMENT AGRI-FOOD POLICY AND INSTRUMENTS

In his 1986 report on the 7th Five~Year Plan, Premier Zhao
Ziyang stated that "China should continue to strengthen bases for the
production of export comanodities and build export-oriented factories.”

The adoption of an "open door” policy by the Chinese resulted
in a profound expansion and diversification of China's foreign
economic relations. It is estimated that during the 6th Five-Year
Plan (1981-1985), foreign trade increased by almost 100% reaching
$70 billion in 1985. Increasing amounts of eéuipnent and technology
as well as coamodities required for modernization, were purchased

during that period.

It should be noted, meanwhile, that China has actively
promoted exports of Chinese products and services abroad thus
expénding foreign exchange earnings. More earnings were made froa
labour projects in the Middle East, tourism and exports of various
coamodities particularly in the far east region.

Government Instruments

The China National Cereals, 0Oils and Foodstuffs Iaport and
Export Corporation (CEROIL) is responsible for importation of all
agricultural commodities to China. It is also responsible for exports
of all agricultural commodities and foodstuffs. Although CEROIL
reports to the Ministry of Foreign Economic and Trade Relations
(MOFERT) which has general responsibility for import and export trade,

it is assuming an increasingly autonomous role.

The government has moved to decentralize decision making in
trade matters to local activities. Individual enterprises are allowed
to establish direct contacts and/or links with foreign exporters.
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They are also allowed to maintain certain asounts of their foreign
exchange earnings for their own use. In the meantime, the Chinese are
encouraging direct foreign investment and are seeking foreign loans to
‘help with their investment plans. In this regard, it is anticipated
that China's foreign borrowing will increase to approximately '

$20 billion during the 7th Five-Year Plan, conpared to $10.3 billion
burrowed during the previous Five-Year Plan. However, recent
experience has shown that the central authorities has tightened

control over decisions undertaken at the local levels.

Joint Ventures and Foreign Ecbnomic Zones

The Chinese Government, in its attempts to attract foreign
investment, has created the legal framework to achieve this objective
and a joint venture law was instituted. Under this law amany forms of
cooperation with foreign companies were established. It should be
noted that although the Chinese prefer to have joint equity ventures
with their foreign counterparts, they therefore also promote more
flexible forms of cooperation agreements with emphasis on conpensation
trade and countertrade transactions with foreign exporters and
buyers. The Chinese are also increasingly becoming aware and
concerned about the lengthy time it takes to conclude such forms of

cooperation and the conplications involved.

The govermment created several Special Economic Zones in
Guangdong and Fujian provinces. In the meantime, special rights to
undertake foreign trade and investment were granted to many other
provinces and cities (Beijing, Hainan Island, Shanghai, Tianjin,
Liaoning, Hubei) and regions. In the case of Shanghai and Tianjin
projects up to $30 million may be approved by the local authorities.
In addition, 14 coastal cities have been opened to increase foreign
investment of capital and technology with an authority to approve
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foreign projects up to a $5-10 million specified amount. It is
estimated that foreign investment in China during 1979-1985 was over
$16 billion, almost $5.3 billion of which was made in 1985.

The China Intermational Trust and Investment Corporatiom
(CITC) reports directly to the State Council. Its mandate is to
initiate and finance joint venture projects both in China and abroad
on a highly selective basis wifhout government intervention or

auspices.

The Ministry of Commerce has overall responsibility for
internal distribution and transportation of agricultural products as
well as determining any overall import requirements from agri-food

commodities.

The Ministry of Agriculture, Animal Husbandry and Fisheries
has the general responsibility for the planning and promotion of
agricultural production in China. The Ministry develops policy
guidelines to achieve objectives for the Five-Year Plan in

co-ordination with the State Planning and State Economic Commissions.
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E. INVENTORY OF CANADIAN PUBLIC/PRIVATE MARKET DEVELOPMENT
ACTIVITIES/INITIATIVES (PAST, CURRENT AND PLANNED)

1. FEDERAL

Canada's extensive involvement in China and the numerous
initiatives which were carried out in that country during the last few
years (Appendix II-IV and following pages), indicate that the Chinese
market continues to be regarded by the Canadian agri-trade industry as
an attractive and most promising one for a wide range of agricultural
products, commodities and services. In the meantime, Canada
recognizes the Chinese desire to enhance and improve the productivity
and efficiency of their agricultural sector and has provided extensive
technical assistance to the Chinese during the last few years.
Canada's contribution to China's agricultural scientific research and

development had always been appreciated by the Chinese.

Recent experience by many potential exporters in China,
however indicate that the Chinese have become increasingly concermed
over foreign exchange spending both at the central and the provincial
levels. The Chinese clients now insist on obtaining competitive
financing for most agricultural projects either through joint venture
arrangements or through concessional financing schemes. Following a
recent visit to China by the Prime Minister, the Canadian government
has responded positively to the Chinese requirement for competitive
financing. This initiative should significantly facilitate future

trade with China in the agricultural sector.

Two most significant developments have taken place in recent
Years; the signing of a new Veterinary Health Agreement in 1987 and
the signing of a Plant Health Agreement in 1986. These two
agreements, are expected to further contribute to the enhancement of
export trade of a broad range of agriculture commodities and services

to China. Small but significant livestock sales (cattle,. swine,
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semen, and poultry) have already materialized since the Veterinary

/
Health Agreement was signed and more sales are expected in the near
future.
-
Commodity 1985 1986
thousands of dollars (Can.) (
Cattle, Dairy, Purebreed 96 398
Deta:
Swine, Purebreed - 80 I
Baby Chicks _ 201 135

The Plant Health Agreement is expected to facilitate sales of
hybrid seed corn, forage seeds and possibly seed potatoes. A small
sale of rapeseed ($40,000 Can.) was made during the first four months
in 1986.

Federal Activities 1986/87:

The following is an overall summary of the activities by the

federal govermment for all agriculture sectors in China in 1986/87:

1. Ongoing implementation of seven bilateral projects financed

by CIDA. (Appendix III)

2. Seventeen activities planned as part of Agriculture Canada
Joint Agriculture Committee (JAC) Program in China. These
includes nine Chinese activities (incoming) and eight

Canadian activities (outgoing). (Appendix II)

3. Two Agricultural Canada JAC provincial and university

projects.(Appendix II)
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JAC Agriculture Specialists progran between Canada and China
(Appendix II)

Two DEA projects planned under the Promotional Projects
Prograa (Appendix IV)

Three IDRC agriculture related ongoing projects {(aAppendix V)

CIDA Program for Agriculture Develoment in China (1986/87)

The CIDA program in China included seven bilateral projectr ,
in the agriculture sector (Appendix III). All focused on i 5
transfer of technology through training in Canada, technical

assistance in China, and provision of a limited anount of 8

equipnent and materials. ' 4

1. The Tanggu Animal Quarantine Project: 9
Training in Canada and purchase of equipnent (AG CDA).

2. Harbin Cattle Breeding and Animal Husbandry, (Semex 1 0
Canada).

3. Heilongjiang Seed Inprovement Project: Seed breeding, 1 1
management production and processing techniques S
(Canadian Seed Trade Association). P al

£

4. State Farm 852 Dairy Forage Soil Iaprovement (Agdevco). —

5. Heilongjiang August lst Land Reclamation UNIV. 4‘

6. Liu Ho Cadre Training College A 14

7. [Keslan Potato Research Institute (new Brunswick 15‘
De partment of Agriculture) ‘
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b) Agriculture Canada JAC Program for China (1986 and 1987)*

The principal JAC programs for 1986 and 1987 comprise a total

of nine Chinese activities (incoming) and eight Canadian

activities/missions (outgoing). These projects are:

Canadian JAC Activities/Missions (outgoing):

1.

Plant and Animal Quarantine and Seed Testing Mission
(JAC TIITI 2.1)**

Cereal Crops Breeding (JAC III 2.2)
Feed Technology Mission (JAC III 2.3)*%*

Pest Control Management (rutabaga, rapeseed and pest
management) (JAC III 2.4)

Swine Husbandry Seminars (JAC III 2.5)**

Dairy Husbandry Seminar and Breeding Mission
(JAC III 2.6)**

Leafcutter Bee Management (JAC III 2.7)

Plant Genetics (JAC III 2.8)

* JAC activities are planned to take place during Canadian fiscal

years 1986/87 and 1987/88.

** These JAC items are also listed under the Exchange of Agriculturé

Scientists between Canada and China (Appendix II).
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Chinese JAC Activities/Missions, Incoming: (1986 and 1987)

1. Plant Quarantine and See Testing (JAC III 1.1)

2. Wheat Study (JAC III 1.2)

3. Cooperative Research on Dryland Water Resources
(JAC III 1.3)

4, Cooperative Research on Synthesis of Marked Compound
(JAC III 1.4)

5. Cooperative Research on Grasses and Grassland Management

(JAC III 1.5)

6. Study of Canadian Market Systems (JAC III 1.6)

7. Technical Exchange and Animal Health (JAC I11 1.7)

¢) Agriculture Canada JAC Program for China (1988 and 1989)

Canadian JAC Activities (outgoing missions/seminars)
1. Exchange of Plant Gemetic Resources (JAC 2.2.1)
2. Cereals Crop Breeding and Management (JAC 2.2.2)
3. Integrated Pest Management (JAC 2.2.3)
4, Buckwheat (JAC 2.2.4)

5. Collection of Seed of Grasses and Legumes (JAC 2.2.5)




10.

11.

12.
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Plant Health Mission (JAC 2.2.6)

Information Exchange (JAC 2.2.7)

Dairy Technology Mission (JAC 2.2.8)

Tobacco Technical Seminar (JAC 2.2.9)

Forage and Seed Technical Mission (JAC 2.2.10)

Technical Beef Seminar (JAC 2.2.11)

Seed potato Technical Mission (JAC 2.2.12)

Chinese JAC Activities (incoming missions/events):

1.

Potato Study Mission (JAC 2.1.1)

Study Mission on Grain (JAC 2.1.2)

Study Mission on Strawberry (JAC 2.1.3)

Study Mission on Cereal Crop Varities with Multiple
Resistance (JAC 2.1.4)

d)

Study Mission on Oats (JAC 2.1.5)

Mission on Quarantine Methods for Golden Nematode (JAC
2.1.6)

Vegetable Hydroponics and Large Greenhouse Study Mission
(JAC 2.1.7)



University and Provincial JAC Program of Cooperation in the Field

of Agriculture (1988 and 1989)

1.

Dairy Sector Technical Seminars (CIDA/Agriculture Canada)

Swine Sector Technical Seminars (CIDA/Agriculture Canada)

Agriculture

(University

Educational

Educational

Educational

Educational
Saskatoon)

Management Research and Teaching Systems

of Alberta)

Cooperation

Cooperation

Cooperation

Cooperation

(University of Guelph)

(University of British Columbia)

(University of Alberta)

(University of Saskatchewan at

Crops, Husbandry and Food Processing Exchanges (Alberta

Agriculture)

Projects/Exchanges; Dryland Farming, Livestock, Crops

and Farm Machinery (Saskatchewan Agriculture))

DEA Planned Activities for FYs 1986/87 and 1987/88

Activities FY 1986/87

1.

2.

Ag China 86 (Info Booth - November 1986 - concluded)

Incoming Swine Mission (concluded June 1987)

This activity has been incorporated as a .JAC activity.
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Planned Activities FY 1987/88

1. General Agriculture Mission
2. Ag China 87 (Info Booth — November 1987)

e) International Development Research Centre (IDRC) Program in China

The IDRC is a public corporation concerned with providing
assistance in international development research in all

sectors including the agriculture sector.

The IDRC maintains a large program in China (Appendix V).
This program include 3 projects devoted to the Agriculture

sector.

1. Rapeseed breeding and cultivation (Ministry of
Agriculture, Beijing - $550,900)

2. Cultivation systems yield, fertility, practices,
breeding (Chinese Academy of Agricultural Sciences,
Beijing - $414,400)

3. Agricultural information, documentation, information
services (Chinese Academy of Agricultural Sciences CAAS,

Beijing - $393,704)

f) Provincial Activities

Ontario

1. Premier Petterson visit to China (August 1986)



2.

Ontario Ministery of Agriculture and Forestry (OMAF)

Sales Mission to China (November 1986)

Alberta

1.

Qiqihar Rangeland Improvement Project agreement signed
in 1983, this four year agreement between Alberta
Agriculture and the Ministry of Agriculture Animal
Husbandry and Fisheries in Heilongjiang provided
technology transfer to Heilongjiang to develop pasture

and livestock management.

Five members of the China Northern Pasture and Livestock
Development Project representing Heilongjiang, Inner
Mongolia and Hebei provinces recently spent two months

training at 0lds College.

Representatives of the Alberta Simmental Association and
Alberta Agriculture completed a mission to Shangxi to

discuss establishment of a brief livestock program.

Mission exchanges are planned in 1987 between
Heilongjiang and Alberta with regard to pasture and

livestock development.

Preliminary discussions have begun with Heilongjiang
regarding technology transfer relating to cold weather

treatment and cereal crops.

Alberta Agriculture Swine Specialist to participated in

Ag Canada Swine technical seminar in March 1987,

Alberta Agriculture Minister, Hon Peter Elzinga, mission

to China - April 1987.
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Quebec

1. Quebec - Shangxi Agreement (singed in 1984).

2. Montreal — Shanghai twining agreement (signed in 1984).

3. Two Chinese trainees recently spent 4 months in Quebec
and will return for further long term training.

4, Two Chinese trainees, a vet and a geneticist, are
expected to come to Quebec for long term training (one
year).

5. The Quebec Ministry of Agriculture is pursuing a dairy
project in Shangxi province.

6. Shanghai/Montreal Dairy Project.

This project is presently being pursued with the Foreign
Affairs Bureau of Shanghai with possible CIDA
involvenent.

7. A Quebec firm is presently pursuing a poultry egg

production plant in Shanghai.

British Columbia

The B.C. Ministry of Agriculture and Fisheries and the
Zhejiang province (near Shanghai) signed in early 1985 a
protocol agreement to establish a dairy farm (Holstein,
A.I. Center plus A.I. equipment). A delegation from
Zhejiang province toured B.C. Dairy farms recently. The
B.C. industry had expressed strong interest in the

Zhe jiang dairy sector.
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An Exchange between B.C. and the province of Quinghai
(West China) on grassland cattle grazing has been
initiated. Some B.C. equipment from Frazer valley has
been successfully used in that area and further
discussions are underway. The project involved dryland

management, cattle, and forage reseeding.

An Ontario cold storage firm through its B.C. branch is
presently assisting the Xinhui orange growing region

south of Guangzhou to upgrade orange storage conditions.

A B.C. firm is presently assisting the Chinese to export
oranges to North America through the introduction of

improved storage techniques.

Three B.C, delegations including a delegation lead by
the Minister of Agriculture and Fisheries has visited

China recently.

A recent CIDA Technical Transfer Mission to Liaoning
included representatives from B.C.. A B.C., Firm is now
attempting through CIDA program to assist the Chinese in
u;grading their juice processing capabilities in order

to export the product to Japan.

The B.C. government and the Liaoning province have
signed a protocol to establish an A.I. center for
training. A shipment of 103 Holstein cattle from B.C.

was the first Canada-dairy cattle to be shipped to China.

B.C. main interests in China are:
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a. Dairy cattle (Holstein) and Embryos. A recent sale
of B.C. embryos has been reported and a selection

of some cattle from Frazer Valley is underway;

b. Technical exchange and technological upgrading

(apple juicing and controlled storage techniques);
c. Breeding turkeys.

9. The B.C. tissue culture industry, recognized as a
leader in the field, is interested in exploring
application of this technology in China.

10. The Ministry of Economic Development and the Ministry
of Agriculture and Fisheries work closely together on

all export development projects.

Saskatchewan

Manitoba

*

N
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The Maritime Provinces

3. Private Sector Activities

A list* of firms presently active in China as well as those
who had visited China either individually or as part of
various outgoing missions (marketing and technical) and

exhibitions is given in Appendix I.

It should be noted that this list is not an exhaustive one

and there could be other firms which have not been included.

*

Note: The List is for government use only and thus not included in

copies circulated to the private sector.
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II Market Development Strategy

A. Market Sectors of Priority Interest to Canada

The objective of this strategy is to identify major market
sectors of priority interest to Canada where federal activities may be
directed in the short (1 year) and medium term (2-3 years). A nuaber
of sectors are identified, however other market sectors of lesser -

interest continues to receive assistance on a responsive basis.

This strategy generally pertains to the period 1987-1989 and
is intented to take advantage of the Animal Health Protocol of 1984,
and the Plant Health Protocol of 1986. These agreements constitute an
essential and inportant conponent in this strategy. As exports of
breeding livestock and plant products materialize in a signiricant way
in the next two years, it will then be possible to develop a aore
comprehensive strategy for 1989/90 and beyond.

A recent conference on China (The China's Agribusiness
Challenge, April 29-30, 1986, Appendix VII) provided a useful
indication of Canadian business comsnunity priorities. The
recommendations and conclusions which emerged during that conference,
have helped to identify the potential as well as the difficulties
encountered in dealing with China, and proposed measures and options
for the federal government to promote and facilitate trade in that

market. The following are the priority market sectors and sub-sectors
identified.

Priority Market Sectors

Grains: (Wheat, and possibly malting barley).

Livestock (Holstein breeding dairy cattle, semen, and-
enbryos, breeding swine and breeding poultry (chicken
and possibly turkey poultries).
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Seeds (Forage seed, hybrid seed corn).

Grain and seed handling, cleaning, and storage equipment.
Fertilizer (potash).

Food processing; (small to medium scale bakeries, animal
slaughterhouse and meat processing equipment and
vertically integrated projects).

- Feedstuffs; micro components, flavoring agents, premix

technology (computer software), mixing equipment, joint

venture turnkey feed plants.
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B. Situation in Sectors not Identified as Priority:

Overview

It should be emphasized that this strategy paper recognizes
that a chief objective of the Chinese government is to strengthen its
basis for the production of exportable commodities through the
constfuction of export-oriented production plants. To this end, the
Chinese enterprises are eager to acquire Western technology and
equipment. The Canadian Agribusiness industry recognizes that it has
only limited competitive capability to supply most food processing
equipment needed for China's modernization and food industry
consultants efforts. It may be possible, however, for Canadian firms
and food industry consultants to become involved in new plant design
and old plant upgrading required to assist the Chinese in achieving
their modernization objectives. Equipment integration and technology
application is very crucial as Chinese are becoming increasingly aware
of human factors decisive in realizing optimum potential of newly

established systems.
Oilseeds

China is a maj&r rapeseed producer (rapeseed is China's
second most important edible oil crop). However, the only promising
Canadian activity in this sector is concerned with rapeseed
processing, and only one Canadian firm is pursuing opportunity in the
Chinese market. This firm had the knowledge and expertise in canola
Processing in general, and deodorization equipment in particular. The

latter is produced in Canada.
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Food Processing Equipment

Within the Agriculture sector, food processing receives a
high priority by the Chinese authorities. However it has heen
recognized that Canadian production capability of food processing
equipment is somewhat limited to small to medium size bakeries, animal
slaughtering and meat processing equipment, and feed mixing
equipment. Accérdingly, the dairy processing, canning, malthouse and
brewing equipment have not been identified as a high priority in this
strategy. The European and American firms have far greater and more
competitive capabilities than Canadian firms. The present dominance
of European and American firms as joint venture partners with the

Chinese confirms this assessment.

Nontheless, concessional financing in conjunction wi*h a
possible future CIDA financed project in dairy processing may enhance
prospects for this sector. CIDA involvement would ensure maximum
Canadian content (i.e stainless steel tanks, pipes, pumps, and joints,
etc.). Canadian expertise as well as consulting services could be
further utilized to put together plant design and management packages

for turnkey projects in the dairy sector.
Horticulture/Primary (seed potatoes and apples)

China is an important table potatoes producer (1 million
hectares in North East China provinces of Inner Mongolia and
Heilongjiang and Southwest China). China is also a major sweet potato
producer (3 million hectares). It is expected that a Plant Health
Agreement specifically dealing with seed potato issues will be reached
this fiscal year. This agreement may facilitate export sales of small

quantities of seed potatoes beginning sometime in 1987/88.
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Since imports of seed potatoes from other sources (i.e.
Europe) are rather limited, if non existent, this market sector was
not identified as a priority. However, based on discussions with the

industry, it appears from their assessment that Chinese production

harvesting, and storage technology is not very efficient. According
to a leading potato industry businessman, there is no potato
processing industry in China of the size or scope which exist in
Canada (lack of freezing capabilities and fast food service sector).
Accordingly, an activity will be proposed for FY 1988/89 to further
assess China's requirements in this market sector and to determine
whether any market potential for potato harvesting, storage and

irrigation equipment exists.

China also imports Canadian apples through Hong Kong for sale
to Chinese expatriates enroute to Guangzhou and other cities.
According to the industry, Hong Kong is now Canada's fifth largest

importer of B.C. apples (1986 Jan-June exports $224,000).

The Chinese are interested in improving the productivity of
their apple orchards and apple juicing operations and are seeking
Canadian assistance in this regard. The Canadian apple industry

appears to be taking an active and independent role in this market

sector. 1

Other market sectors, which were not identified as priority
are: pulses and special crops, bakery products and cereal
Preparations, beverages, and confectionary and miscellaneous foods
(including snack foods). This is due to the fact that China is a 1
developing country and accordingly consumer demand for western stvle
pProcessed food products and other consumer goods is limited to the
tourist and hotel trade. In addition, the Chinese government, due to ’ 1
scarcity of foreign exchange, discourages or restricts imports of most

Canadian products listed under this category.

| } | I
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Exporters of other products such as hides, furs, and
specialty commodities which were not identified as priority in this
paper, will be assisted by the federal government on a responsive

basis.
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D. CROSS SECTORAL STRATEGY

Most of the activities to be included in this plan are
specific to products.- or subsectors. It is clear however, that there
is also a need for government activities that are of a more general
nature and that will be of potential benefit to all agri-food
exporters. The most obvious such activities are those aimed at
maintaining a framework of good relations conducive to increased
agricultural trade, for example, exchanges of Ministerial visits and
other high profile events intended to maintain open access for

Canadian businessmen.

Other activities - what might be classed as 'background
studies' - are also required. Consultations with Canadian exporters
active in China revealed a need for greater transparency concerning
the China market and an improved distribution of information about the
ways in which business is successfully being done. We also found a
need to improve the commercial impact of some existing government
activities and to provide support to potential Canadian exports by

offering related education or training to the Chinese.

In light of the results of our consultations on the draft
market development plan, External Affairs will undertake seven

projects with the following general objectives:

- Seek to increase transparency of this China agri-food market by
commissioning a study into the Chinese decision making process,

the organization of the agri-food sector in China, the respective
roles and interrelationships of various Chinese agencies, possible
techniques to assess project proposals and modalities for ensuring

adequate briefings for interested Canadians.
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~ Seek to assist Canadian new entrants to the Chinese market by
identifying and assessing all available market entry mechanisms
and making appropriate briefing materials available to interested

Canadians.

- Seek to ensure that Canadian exporters have comprehensive
knowledge of financing mechanisms that may be used for exports to
China by identifying and assessing such options and disseminating

information to agri~food exporters.

~ Agsist Canadian exporters to secure effective representation for
exports to China by assembling all information available on the
types of representation currently being used, comparing Canada's
experience with others, examining the Qarious options, examining
the desirability and feasibility of increasing Canadian commercial
representation in China and determining what recommendations, if

any, should be made with respect to government action in this area.

~ Seek to improve the commercial benefits of government sponsored

developmental activities in China.

- Seek to increase the commercial impact of all government

sponsored missions and official visits to China.

- Assess the training needs of the Chinese relative to Canadian
export marketing efforts and determine ways in which the

government can assist to ensure that such training needs are met.

- Provide potential exporters with timely and specific information
on agricultural projects sponsored or financed by international
financing institutions (e.g. World Bank, Asia Development Bank)
and international development organizations (e.g. F.A.0., World

Food Program).
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— Publish a quarterly brief on agriculture trade opportunities in
China listing emerging opportunities e.g. government policies, new
projects, joint venture and co—production projects, and activities
of other players in the market. This brief could be produced in

conjunction with the China-Canada Trade Council.

— Provide details on joint ventures and co-production arrangements
in China listing examples of successful players in the agriculture
sector (e.g. Australia, and Holland etc.). Also report on any new

changes in joint venture law.

- Encourage Canadian libraries and universities across the country
to maintain mini libraries focusing on doing business in China.
Develop a suggested list of suitable Chinese publications for

potential use by businessmen interested in the China market.

- A consideration will be given to establish general criteria for
eligibility for assistance offered to potential exporters (e.g.
post support, mission participation, cost sharing, export

experience, sub-sector and sector match, long term commitment).

FY 1987/88

Aditionally, we propose to undertake the following activities
in conjunction with other interested organizations in order to

increase information available to Canadian agri-food exporters.

1. Ministerial Agri-Trade Mission to China (Spring 1988):

This proposed mission would be structured similar to the 1986
mission which was lead by Minister Mayer. It is proposed that the
delegation include agri-trade representatives who are already pursuing

joint venture projects or about to submit proposals to their Chinese
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counterparts with a view to facilitating and assisting them in their
endeavours. The delegation would also include businessmen who have
demonstrated strong interest in the market. The mission could visit
CIDA projects in Tiaﬁjin and Heilongjiang to highlight Canada's
contribution to China's agriculture sector. Products and services to
be covered in this mission could include grain and seed handling and
cleaning énd storage equipment, bakery equipment, slaughtering and
meat packing equipment, and possibly fertilizer and veterinary

equipment.

2. China Agri-Trade Joint Venture Opportunities Seminars
1987-1988

Conduct series of seminars (two per year) in major cities in
Canada to address China agri-trade business opportunities, The
seminars would focus on joint venture opportunities in the agriculture
sector and would address commercial, financial, and legal aspects
relating to these potential opportunities. Two seminars would be held
in Montreal and Calgary in the Spring of 1988 and an additional two
would be held in Toronto and Vancouver in the spring of 1989. 1t is
proposed that these seminars be sponsored jointly by DEA and private

sector firms involved in Canada-China trade.
3. China Agri-Trade Sector mini-seminars
It is proposed that two mini~seminars be held in Canada in
FYs 1987/88 and 1988/89 to address business opportunities in the

livestock sector as well as other priority agriculture sectors.

4, Canada-China Joint Agricultural Committee (preparatory

meeting - September - October 1987).



_51_

5. Ministerial Mission to China (to negotiate JAC program for
1988 and 1989 concluded)

6. Sectoral aid development missions to China. (Two missions

proposed by Ag Canada for FY 1987/88)

FY 1988/89

1. Ministerial (Provincial) Agri-Trade Mission to China

(November 1988)

The objective of this mission is to build on the momentum
generated by the activities and initiatives undertaken in 1987 and
earlier years. The delegation may include representatives from the
livestock industry, seed industry, feed industry, agriculture
consulting firms, and possibly the apple and seed potato industries

(main interests include harvesting, planting and storage equipment).

Financing Source: Joint DEA and province (possibly

Saskatchewan or Ontario)

2. China Agri-Trade Joint Venture Opportunities Seminars (Spring

1989). These seminars would be held in Toronto and Vancouver.
3. Ag Canada JAC Program 1988 and 1989

Canada and China had negotlated the second Joint Agriculture

Committee program which would be implemented during 1988 and 1989.
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5. CIDA Projects

a) Ongoing projects: (Appendix III)

b) New projects:

(List of new CIDA projects will be added

as soon as the new program is announced in 1987)
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Sector 1. Grains and Qilseeds (CITC Product Code: )

1. Sector Analysis

a)

b)

Main Characteristic of Sector

China's Grain Production:

As indicated above, the increase in China's grain
production will probably continue, but at a wmore
moderate rate. The Seventh-Five-Year Plan production
target of 450 nillion tomnes by 1990 is modest and
realistic. To achieve this target, however, will require
increased investment in modern farming methods and

practices.

Sub-sector of Prime Interest

Wheat:

Good harvests in the 1980's enabled China to reduce
wheat imports from a record 13.3 million tonnes in 1982
to an estimated 6 million tonnes in 1985. Meanwhile,
wheat consusmption appears to be rising rapidly due to
significant changes in consumer preference and eating
habits. Consequently irrespective of Chinese plans, the
leading wheat exporting nations, including Canada,
expect wheat imports to continue rising in the

foreseeable future.
Malting Barley:

China periodically imports malting barley from Canada to
blend with domestic varieties. The growth of foreign
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d)

e)
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joint venture malting house and brewing facilities in
China (Appendix VI) will likely lead to increased import
requiresents for quality malting barley froam Canada and

other sources.

Inport Systea

The China National Cereals, Oils and Food stuffs Inport
and Export Corporation (CEROIL) is the sole government
agency responsible for imports of agriculture
commodities including wheat and malting barley CEROIL
negotiates wheat and barley purchases directly with the
Canadian Wheat Board.

Distribution System

China generally arranges for its own transport of wheat
inports through three state corporations; the China
National Foreign Trade Transportation Corporation, the
China Ocean Shipping Company, and the China National
Chartering Corporation. The main ports (Shanghai,
Tianjin, Guangzhou, Shanton, and Dalian) have been
strained in recent years and delays in landing and
loading were frequent. The bulk of grain imports is

carried internally by rail, river network and by sea.

Trade Flows (i.e. imports froa Canada/other sources)

Cereal grains continue to be the largest cozponent of
Canada's trade with China with wheat, barley, and wheat
flour accounting for approximately 36.5% total exports
and 97.2% of total agricultural exports in 1985. Other
Sources are the U.S.A., Australia, Argentina and the EEC.
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Conpetitor Marketing/Market Development Activities:

Almost all wheat exporting countries provide technical

assistance programs to assist the Chinese in utilization

of imported wheat. The U.S. Wheat Associates operate a
nodel mill, bakery and baking school in China. The
Australian Wheat Board routinely conducts technical
seminars in China and invites Chinese technicians to

attend training courses at Australian milling and baking

facilities. The Canadian International Grain Institute
maintains an active training program for Chinese
officials on behalf of the Wheat Board. More than 500
Chinese officials have participated in CIGI courses
since 1974.

Constraints:

The main constraint is the Chinese goal of reduced
inports of wheat while increasing domestic production.

Canadian Capability:

Canadian wheat is regarded as the best milling wheat in
the world. It is commonly used as a blending wheat to
improve the milling and baking quality of domestic or
other imported wheats. The Chinese prefer Canadian
wheat for its uniformity, cleanliness, and superior

quality.

Assessment of Potential:

Canada has been a reliable supplier of quality wheat to

China for more than a quarter century and continues to
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be a preferred source of supply. However, the new
Chinese policy prescribes that grain imports will no
longer be governed by long terms agreements with

supplier countries including Canada.

The Chinese have assured senior Canadian officials that
they will ensure that Canada maintains its market share
of wheat imports. Imports of malting barley are likely

to continue, but on an irregular basis.

Suamary of Canadian Private Sector Interests and
Activities:

The Canadian private sector participates in the numerous
seninars and courses conducted by the Canadian
International Grains Institute every year. The
industries associated with wheat trade, including grain
and seed handling, distribution, storage, and baking
have always been involved in the various technical
missions to and fros China. As a result of this
involvement opportunities have been identified for
grains and seed cleaning equiment, storage and silo
equipnent as well as bakery equipnent. A few Canadian
coﬂsulting engineering firms are presently pursuing
opportunities to build port grain receiving and handling
facilities.

A separate strategy for equiment will be discussed

under the grain and seed handling, cleaning and storage
equiment sector.
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SECTOR STRATEGY

a) Conclusions and Market Developnent Objectives

1

» Canadian grain sales are going well, and the outlook is
pronising for larger wheat sales and the develomment of barley and
perhaps malt business on a large scale. OQur trade relations are
excellent. Canada must continue to provide reliable supply, high
quality and customer service. Great care must be taken to ensure that
issues outside of the grain area do not develop into irritants which

impinge on grain sales.

As noted earlier, the Chinese indicate that they will
continue to import wheat and malting barley from Canada albeit at
perhaps reduced levels. However the Chinese policy is to no longer

negotiate long term agreements with any supplier including Canada.

Canada's objective is to maintain its market share and ensure
that the Chinese continue to regard Canada as a priority source for
milling wheat and malting barley. The Canadian Wheat Board market
maintenance efforts, in part through the Canadian Intefnational Grains
Institute and the office of the Minister responsible for the Wheat
Board have traditionally managed to ensure that this objective is

achieved.

b) Proposed Market Development Program

The Wheat Board devotes considerable resources to maintaining
Canada's market share in China. Through the Canadian International
Grains Institute, and the Canadian Grain Commission, the Wheat Board
conducts technical courses, and hosts numerous Chinese missions every
year. In this way the Board is able to maintain an excellent
relationship with CEROIL.
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Consequently, no additional Federal market develoment
activities are proposed in this paper.

Our post in Bei jing, should meanwhile continue to contribute
and provide full Support to the Canadian Wheat Board activities in
China as and when required.

Major Activities:

There are regular visits to China by Ministers, including CWB
Ministers, for good will and business developnent~purposes. The
Chinese Minister of Foreign Econoaics and Trade Relations (MOFERT),
who is respoﬁsible for CEROIL, was in Canada in April 1981 at the
invitation of the Wheat Board Minister. There are of course, also
regular Wheat Board visits for negotiations.

The Canadian International Grains Institute has regularly
asked Chinese participants to attend international courses in
Winnipeg. More importantly, the Institute has held 11 bilateral
courses specifically for the Chinese. These are a success and will be

continued. The CIGI is funded 60% by the Departument and 40% by the
CWB.

Future Opportunities:

China is now the world's largest wheat producer. While wheat
inports from Canada, and all sources, have fallen sharply from the
high levels of the early 1980's the outlook is for continued
substantial sales by Canada over the longer tem particularly as the
Chinese standard of living continues to rise. Prime Minister Zhao
recently stated that China's wheat production could not possibly keep
up with their increasing need for wheat and China would continue to be

a substantial iaporter of wheat at least until the year 2000 if not
beyond.

ek
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Consunption of beer in China is increasing by about 30%
annually which is, in turn, resulting in demand for malt in excess of
domestic production capability. Brewing capacity is currently about
22 million hectolitres, or more than double 1981 capacity of 9.1
million. Funds have been allocated, according to Chinese food
industry sources, to increase production to 50 million hectolitres
over the next few years. Although total Chinese imports of malt are
only about 10 thousand tonnes it is expected that import demand will
grow substantially unless barley malt facilities are rapidly
expanded. In the latter case it seems likely that malting barley
would have to be imported.

There are also prospects of feed barley sales as the Chinese
livestock industry develops in response to Chinese expectations in

regard to the quality of their diet.
Government Activity:

There have been trade irritants raised from time to time
which have .not been helpful to our relations in the grain trade, e.g.
textiles, mushrooms. However, in recent years, these problems have
been handled with sensitivity t the importance of wheat sales to

China.

Planned Agriculture Canada JAC Activities for 1987

1. Cereal Crop Mission to China (Ag Canada JAC III 2.2).
This activity is noted although it does not directly
relate to market develoment. (It involves collection

of gernplasm in various Chinese provinces.

2. Wheat Study Mission to Canada (Ag Canada JAC III 1.2)
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Oilseeds Sub—sector

Objectives in China

Since 1982, there has been no active market development
activity with respect to oilseeds or oilseed products. Industry
opinion of the Chinese market is that domestic oilseed production has
increased to the point where self-sufficiency could be maintained, and
that potential for Canadian oilseeds and products is limited.

Major Activities

In 1980, a technical mission visited China for a two week
period, and was followed in 1982 by a Chinese delegation visiting
Canada. There have been no major activities initiated or carried out
since that time.

Future Opportunities

With population growth and higher incomes, greater demand for
vegetable o0il could be expected. In addition, China's livestock
industry is expanding and this could lead to significantly increased
demand for protein meals.

Oilseeds utilization in China is an area where significant

technology transfer is required.
Government Support Mechanisms
Goverment support prograss (PEMD, CIGI) are responsive to

industry requirements and (subject to availability of funds) capable

of meeting industry and govermment objectives.

o
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Recomnendations

The Canadian canola industry should be encouraged to
undertake a conprehensive review of this potential market,
highlighting changing requirenents for oilseeds and vegetable o0il
inports, potential for sales of Canadian oilseeds to this country and
the merits of possible technical exchange. Govermment should assist

this activity through various support mechanisms possibly including
CIGI.
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Sector 2. Livestock: (CTIC Product Code: )

1.

Sector Analysis

a)

b)

Main Characteristic of Sector

The Seventh Five-Year Plan emphasis is on increasing
production and consumption of animal proteins. According to
a recent U.S. Attache report (May 1986) from Beijing, the
1990 targets for the output of major livestock products are

as follows:

Meat: 22,75 million tones, up 19.7 percent over 1985.
Milk: 6.25 million tons, up 110 percent over 1985.
Eggs: 8.75 million tomns, up 65 percent over 1985.

To achieve these goals, incentives and an adjustment in the
pricing of donestic meat as well as incentives to increase
feed production have been provided under the New Fam
Policy. As a result significant increases (75%) were

achieved in poultry, swine and cattle production in 1984.

The dairy industry is one of the least developed of the
livestock sub-sectors and is highlighted in the new plan.
Enphasis is placed on expanding the dairy cattle population
through introduction of high yielding breeding stock. The
Ministry of Agriculture, Animal Husbandry and Fishery plans
to increase China's dairy cattle population from one million
to 10 million by the year 2000.

Sub-sectors of Prime Interest:

Breeding dairy cattle & semen and eabryos
Breeding swine
Breeding poultry stock (baby chicks and turkey poultries)




Sector 2

Breeding Dairy Cattle, Semen and Embryo Sub-sector




_63_

Breeding Dairy Cattle, Semen and Embryos Sub-sector (CITC Product
Code: )

1. Sub-sector Analysis

China considers Canada to be a preferred supplier of dairy
cattle and semen. The current CIDA program and Agriculture Canada's
Joint Agriculture Committee (JAC) program of technology exchange have
succeeded in impressing the Chinese authorities and directing their
attention to the considerable Canadian expertise and capability that
exists with respect to the dairy breeding, semen and embryos

sub-sector.

Canada signed five Veterinary Health Agreements with China in
1985. This was a significant step in our bilateral relationship for
agriculture trade. It enabled some Canadian firms to export modest

quantities of dairy breeding stock and semen to China in 1985/86.

The Agreement expires in 1987. As this plan was being
prepared a new agreement was reached (October 1987)., It appears that
the terms of the new agreement will be more onerous than the original,
making trade in live animals, particularly dairy cattle, more
difficult for Canadian exporters. Nonetheless, experienced Canadian
exporters are of the view that the new requirements can be met and
trade will be able to continue, albeit at levels lower than those that

had been projected earlier.
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Inport System

The following flow chart shows the steps a livestock producer
must follow when acquiring/purchasing cattle and/or semen in most
Chinese Provinces.

> Farn Manager . State 'Council

Animal Industry State Planning
Comme‘rce Corporation Comnission

\ 4
Provincial Bureau Foreign Currency*
Animal Husbandry‘(—_ (Bank of China)

T

PRC Ministry of Agriculture State Economic
(MAAHF) _ Connission

|

{ Buread of Animal Husbandry

' CABS (China National Animal
Breeding Stock Import/Export

Corp.j

| ~
L.<__ Foreign Supplier

* N.B.: The state usually controls the foreign currency. Where
a province has its own foreign currency, it can bypass

this approval process.
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Distribution System

Imported livestock is transported by air freight to
quarantine facilities in specific areas throughout the
country. Following quarantine‘testing formalities, the
cattle and swine are shipped by trains and trucks to their

final destination.

Trade Flows

Since the signature of the Animal Health Agreement in March
1985, Canadian exporters have been able té sell breeding
dairy cattle ($96,000 in 1985 and $398,000 in 1986). Semen

exports in 1985 exceeded $1 million.

China also imports breeding stock from other sources
including Holland, W. Germany and the U.K. with the largest
proportion being imported from these sources through Hong

Kong.

Competitor Marketing/Market Development Activities

Almost all exporting countries maintain an active program of
technical exchange with the Chinese end users and regularly
participate in exhibitions in China and visit the major
dairy producing provinces. Some competitor countries (e.g.
U.K. and New Zealand) have withdrawn from the market, at
least temporarily, because of the more onerous conditions

being demanded by the Chinese in the animal health agreements.

Canada also invests heavily in the development of trade in
this sub-sector through technical training and CIDA sponsored

projects.

13
12
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Constraints

1. Lack of foreign exchange

2. Chinese negotiating style

3. Management of Chinese quarantine facilities

4. Conpetitors Technical and Marketing activities

5. Onerous health protocol conditions and inappropriately
written specifications.

6. Lack of livestock husbandry skills and limited
understanding of genetics.

7. Paucity of agriculture sector infrastructure.

Canadian Dairy Cattle Capability

Canadian dairy cattle are considered (by the Canadian
industry) to be anong the best and most productive dairy
cattle in the world. The exacting standards employed by the
Canadian breeders ensure clients receive excellent, reliagble

and high yielding stock.

Canadian cattle semen reflects the high quality of Canadian

breeding dairy cattle and is considered to be a product of
top quality.

Assessment of Potential

It renains to be seen whether China will increase its
reliance on inporting semen to upgrade their dairy cattle
population or introduce high quality Canadian born Holsteins
to expand the population at a more accelerated pace. In this
regard, it should be noted again that the Chinese Ministry of
Agriculture, Animal Husbandry and Fishery plans to increase
the country's dairy cattle population to 10 million by the

PR
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year 2000, up from the present level of one million. It
should be noted however, that the Canadian trade believes the
Chinese projections are unrealistic, particularly in light of
the difficult health chart that have been put in place.

Summary of Canadian Private Sector Interests and Activities

Since the signature of the Veterinary Health Agreements in
1985, Canadian exporters have pursued the Chinese market
aggressively. Small sales of breeding Holsteins were made,
and some technical difficulties were encountered. These are
being resolved by Agriculture Canada Health of Animals
officials. The Veterinary Health Agreements expired in 1987

and were replaced by new agreements signed in October 1987.

The private sector continues to be heavily involved in CIDA -

sponsored agriculture projects and in many of the JAC

activities and missions.
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2. SECTOR STRATEGY

Breeding Dairy Cattle, Semen, and Eabryos Sub-sector
a) Conclusions and Market Developnent Objectives

Canada's cattle industry can provide a world class selection
of breeding dairy stock to the Chinese. The industry also has
superior technical capabilities and knowledge. Canada's market
develoment objectives are therefore to ensure that the Chinese become
fully aware of Canadian breed quality and through appropriate
assistance to ensure they achieve maximua potential from imported
cattle, semen and enbryos} Considerable work in this has already been
done and wore activities are plamned to strengthen Canada's foothold
in the market against fierce competition by Furopean and Anerican
exporters. The near temm potential for breeding dairy cattle is
modest, constrained by the health protocol, but that the longer term

potential could be quite promising, depending on our successes during
this difficult period.

b) Proposed Market Developnent Program (FY's 1987/88 - 1988/89)

I. Animal Health Protocol Missions and Services:

a. Modifications to the Animal Health Protocols with China
(two visits by officials fom both countries).
(proposed by AG CDA for FY 1987/88)

P.S.: It is in Canada's interest, at least at present,

to press for continuing review and improvements in the

agreements.
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b. Continued support in servicing export market and review
of the Animal Health Requirements (exchange of visits
and consultations between officials in both countries)..

(proposed by AG CDA for FY 1987/88)

1T Technical Training

With the Health of Animals Agreements now in place and
quarantine procedures being negotiated, it appears that ﬁ}ospects for
increased exports of dairy cattle in the medium term are good.

However given the Chinese desire to realize maximum potential from the
cattle they source from Canada and in view of the Canadian industry
desire to demonstrate and impress their clients with the superior
quality of their breeding stock, DEA proposes that Canada offer
appropriate Chinese technicians and managers the opportunity to attend
intensive livestock training courses in Canada. The courses,
extending up to 6 months each, would be offered in conjunction with
planned future CIDA dairy projects could cover proper herd management,
maintenance, health and feeding techniques at the International
Livestock Management School in Kemptville (the school is managed by
Semex Canada). A special program, dealing with live cattle management
as well as genetic material technology should be developed in
consultation with the industry and the Chinese end-users. The
training could be tailored to best fit the needs of the Chinese
clients. It is farther proposed that training for genetic material

technology should be made contract specific.

A key to the success of these courses would be the selection

of suitable candidates by the Chinese, in cooperation with the posts.
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Action Plan:

FY 1987/88 FY 1988/89
Date: Spring 1988 Fall 1988
or
Spring 1989
Course duration: 3 months 3 months
Number of participants: 10 persons 10 persons

Following each course, two Canadians industry specialists would travel
to China to work with Chinese technicians and managers upon their

return from Canada in order to ensure that imported Canadian cattle

perform to their optimum potential.

IIT Dairy Cattle and Genetic Materials Exporters Missions

Two missions lead by senior industry officials assisted by

DEA Trade Commissioners, are proposed for FYs 1987/88 and 1988/89.
Objective

The 1987/88 mission would visit Heilongjiang and Jilin
provinces. The 1988/89 mission would visit Sichuan, Hebei, and
Liaoning provinces. It is also proposed that each mission would have
the opportunity to meet China's Hong Kong based agent/representatives
and livestock traders. The Hong Kong based agents of foreign as well

as Chinese firms play an important role in the livestock trade with

China.

Financing Source: DEA
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IV  Tours of CIDA Projects in China

It is proposed that the Post organize tours for four groups
of Chinese officials to visit CIDA sponsored projects in Harbin and

Tanggu during FYs 1987/88 and 1988/89. This activity would have to be
worked out with China on quid pro quo basis.

Objective:

To demonstrate and highlight the successful Canadian
contribution to the development of the Chinese livestock sector.

These visits could possibly include short technical seminars on cattle
breeding and management.

Sponsors: DEA and CIDA

V  Ag CDA/CIDA Tanggu Mission (FY 1987/88)

This mission would visit the CIDA - financed Tanggu animal
quarantine project to monitor the program and undertake extension work

(one visit by project director and 3 visits by veterinarans).
Sponsors: CIDA

VI Canada-China Joint Agriculture Committee (Preparatory Meeting
- China, September - October 1987)

Sponsor: AG CDA

VII Outgoing Ministerial Visit (JAC) to China - October 1987

Sponsor: Ag Cda
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VIII Outgoing General Planning Mission to China to Identify
Priority Sectors for Aid Project Development (FY 1987/88)

Sponsors: AG CDA and CIDA

This mission (VIII) which is being proposed.by AG CDA, would
be organized to coincide with the timing of the preparatory meeting
for the JAC in 1987. The intent is to tie in planned JAC activities
with future potential CIDA projects to ensure that activities

conpleaent each other and achieve the desired objective.

The missions VI - VIII, while general in nature will
highlight the breeding dairy cattle market sub-sector.

VIII AG China 87 and AG China 88

DEA would recommend participation of Canadian industry in
each event. The nature and scope of Canadian participation (i.e.
whether to have an all Canada Stand or just an Info Booth) will be
detemmined on the basis of progress achieved in the coamercial trade
front and the degree of industry interest. Industry role in these
events will be maximized. The use of visual aids should be expanded
and oriented to address each agriculture sector separately - i.e. a
mural to highlight the livestock sector, another for equipment, and a
third for grain and seed production.

Sponsor: DEA

IX The Second China's Agribusiness Challenge Conference

It is proposed that this consultative conference be held in
April 1988, The Conference would focus on results achieved since the

first was held and propose options for the following two years.

Sponsor: DEA, Ag Canada and CIDA
Financing: Mechanism for joint funding would be established.
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Breeding Swine Sub-sector
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Breeding Swine Sub-sector (CITC Product Code )

1. Sub-sector Analysis

a) Main Characteristics of Sub-sector

Canada is a major swine producer and exporter. Canadian
swine are highly productive and are considered to be highly efficient
feed converters. They produces lean carcasses and high quality pork.
China, also a major producer and exporter, has prolific, fast growing
swine although not as efficient in feed conversion as Canadian swine.
They generally produce fatty carcasses and lower quality pork. The
Chinese are planning to establish intensive western style swine
production units and upgrade the quality and performance of their
native lines. Canadian breeding swine which thrives under confinement
conditions in intensive production units are ideally sulted for this

purpose.
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b) Import System
The following flow chart shows the steps a livestock

producer must follow when acquiring/purchasing swine in most

Chinese Provinces.

: - Farn Manager State Council
Animal Industry State Planning
Conmmerce Corporation Canaission

|
Provincial Bureau _ Foreign Currency*
Animal Husbandry (Bank p\f China)

PRC Ministry of Agriculture State Econanic
( MAAHF) Commission

Bureau of Animal Husbandry

CABS (China National Animal
Breeding Stock Import/Export
Corp.) [

|

~—<— Foreign Supplier

That state usually controls the foreign currency. Where
a province has its own foreign currency, it can bypass

this approval process.
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c) Distribution System

Imported livestock is transported by air freight to
quarantine -facilities in specific areas throughout the
country. Following quarantine testing formalities, the
cattle and swine are shipped by trains and trucks to their

final destination.
d) Trade Flows (i.e. imports from Canada and other sources)

The first shipment of Canadian swine to China was made in
1986 ($60,000) and more significant sales are expected in 1987,
Although some quarantine problems were encountered with this shipment,
Ag Canada officials are confident that this problem will not reoccur

in the future.

Chinese imports of swine were relatively insignificant
($440,000 in 1982 - mainly from Belgium, the U.S., Japan, all via Hong
Kong). In 1984 China imported a total of $55,000 worth of swine
mainly from Hong Kong and France. Since Hong Kong is not a producer
of swine, ig is assumed that swine imported from other destinations

were trans—-shipped through Hong Kong ports.

e) Competitive Marketing/Market Development Activities

Canadian breeding swine exporters face relatively strong
competition from American, British and Danish exporters. Exporters
from these countries undertake limited market developument technical

activities in support of their exports,
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) Constraints

. lack of foreign exchange

1

2, management of Chinese quarantine facilities

3. Chinese negotiating style

4, lack of suitable infrastructure (large scale production
operations)

5. limited level of technical capability in China.
g) Canadian Capability

Canada is a recognized world leader in swine breeding and
swine management. The Chinese recognize that Canadian expertise could
significantly contribute to their efforts to modernize their swine
sub-sector. While the Canadian swine industry is eager to export high
quality selected breeding stock to China as well as transfer swine
management technology to the benefit of the Chinese. The industry

have realistic expectations about this market however.
h) Assessment of Potential

It is too early to accurately quantify potential for Canadian
exports to China. The Chinese swine sub-sector has traditionally been
highly fragmented with most production at the household level. If the
Chinese decide to introduce intensive swine production in a
significant way, good opportunities for Canadian swine may be

expected. The industry estimates exports of Canadian breeding swine
could reach 1000 head annually by 1990,

i) Summary of Canadian Private Sector Interests and

Activities

Canadian exporters have been involved in several technical

and sales missions to China in recent years and have participated in
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Ag China 85 and 86. They have also hosted numerous visiting Chinese
delegations to Canada in the last few years.

2. SECTOR STRATEGY

a) Conclusions and Market Development Objectives

Chinese swine, noted for their prolific reproduction cycle,
are deficient in a nunber of technical areas. They are considered
inefficient feed converters compared to Canadian stock and produce
pork which is not as lean as Canadian pork. The Chinese are seeking
to combine the attractive characteristics of Canadian swine with the
obvious positive features of their own lines. Canada's efforts should
focus on convincing the Chinese that intemsive swine production is the
best solution to improving their production. The use of Canadian
breeding stock by Chinese peasants should also be encouraged.
Canadian success in this sub-sector in China, however, will depend on
Chinese success in introducing intemsive sw;'.ne production on a large
scale over the next five years. The following program is proposed to

assist the Chinese in accomplishing this objective:
b) Proposed Market Development Progran
1. Technical Training Courses

DEA proposes that two technical training courses (similar to
those proposed for dairy breeding cattle) be offered to Chinese
technical managers in conjunction with planned CIDA projects in this
sub-sector. These two courses, lasting three a}onths each would be
held at the International School of livestock Management at
Kenptville, Ontario. As stated in the case of dairy cattle, a key to
the success of these courses is the selection of good candidates by

the Chinese in cooperation with the posts.
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Action Plan
FY 1987/88
Dates: Spring 1988

Course duration: 3 months

Number of participants: 10 persons

FY 1988/89

Fall 1988
or

Spring 1989

3 months

10 persons

Financing Source: A mechanism for joint financing would be

established.

As with the dairy breeding cattle courses, following each

course, Canadian specialists would travel to Chima to work with

Chinese technicians and managers (i.e. the course participants) to

ensure that imported Canadian swine perforn to their optimum potential.

II Swine Technical Mission to China (Ag Camada JAC III 2.5, 1987)

The objective of this mission was to provide necessary
technical assistance to the Chinese end users in major swine
producing provinces. This activity had increased Chinese

awareness of the advantages of Canadian swine,

III Swine Exporters Mission to China (FY 1987/88)

Funding Source: DEA
Date: March 1988
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The exporters would concentrate on end users in the Provinces of

Guangdong and Sichuan and arrangements would be made to meet with Hong
Kong based traders/agents of swine for China accounts.

IV  Swine Technical Mission to China (suggested by DEA for
consideration in Ag Canada JAC* Program for 1988 and 1989)

This mission is proposed by DEA for possible inclusion in_ the
second Agriculture Canada JAC progranm to be be negotiated in 1987.
Its objectives would be similar to those given for the JAC III 2.5
already implemented in July 1987

v Swine Exporters Mission to China FY 1988/89

This mission would follow the above proposed JAC activities
for 1988 and 1989. The format and regions to be visited would be
similar to those suggested for the 1987/88 mission (III).

Funding Source: DEA
Date: March 1989

In addition to the above proposed activities, it is
anticipated that general cross/sectoral missions listed under the
dairy breeding cattle market sub-sector (IV - VIII) would include

swine market developnent elements in their program.

vi Ag China 88

Depending on industry interest, live swine could be featured

in th.-- event .

*  NOTE: SUGGESTIONS FOR JAC PROGRAM IN 1988 and 1989 ARE INDICATED
FOR THE PURPOSE OF ILLUSTRATION ONLY. ALL JAC ACIIVITIES ARE
SUBJECT TO NEGOTIATIONS BETWEEN AG CANADA AND MAAHF.
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Breeding Poultry Sub-sector (CITC Product Code )

1. Sub-sector Analysis

a) Main Characteristics of Sub-sector

Canada is a leader in breeding poultry production and
managenent and Canadian baby chicks are exported to more than
90 countries. The signing of the Animal Health Agreement with China

has improved sales prospects for baby chicks and turkey poult: into
that market.

b) Inport Systea

The following flow chart shows the steps an exporter umust

follow when exporting poultry breeding stock.
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* N.B.: The state usually controls the foreign currency. Where
a province has its own foreign currency, it can bypass
this approval process.
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c) Distribution System

Imported poultry breeding stock is transported by air freight
to quarantine facilities in specific areas throughout the country.
Following quarahtine testing formalities, the breeding poultry stock

is shipped by train and trucked to its final destination.

d) Trade Flows

China imports baby chicks from several sources including the
U.S., W. Germany, France, the Netherlands as well as Hong Kong. Total
imports in 1984 were US $975,000. Canadian exports to China were

$201,000 in 1985, and $135,000 during the first six months of 1986.
e) Competitive Marketing/Market Development Activities

Europeans producers have always been keenly interested in the
Chinese market. The Netherlands and France. are presently attempting

to promote and introduce totally integrated poultry production units

into China.
£) Constraints

1. lack of foreign exchange
2. limited large-scale production operations
3. Lack of information about the true requirements of the

Chinese users.
g) Canadian Capability
Canada's only exporter of poultry (chicken) breeding stock is

well placed to supply high quality day-old baby chicks to China

quickly and efficiently either from its breeding farms in Canada or
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France. Similarity, Canadian turkey breeders are equally capable of
providing high quality poultries to meet Chinese requirements (exports
to China of $11,000 in 1984).

The industry has highly reputable technical service
capabilities which can be provided to assist the Chinese in achieving
the maximun benefit of Canadian breeding stock shipasents. Canada is
also capable of conpetitively supplying infrastructure and chicken
production equimment.

h) Assessment of Potential

There appears to be good potential for increased exports of
poultry breeding stock into China. However, sale volumes are not

expected to be large.
i) Suamary of Canadian Private Sector Interests and Activities

The Canadian exporters of poultry (baby chicks and turkey
poultries) have continuously demonstrated interest in the Chinese
market and participated in Ag China 85 and Ag China 86. They have
also received many Chinese delegations in their plants and

participated in seminars concerned with agricultural trade with China.

2. SECTOR STRATEGY

a) Conclusions and Market Development Objectives

The Chinese are reasonably aware of the potential of Canadian
poultry breeding stock. They continue to import Canadian (day old)
chicks although there is considerable variation in quantities from

year to year.
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Canada's objective should be to increase the volume of
exports of poultry to China while increasing our ability to accurately
project Chinese requirements in order to maintain a more consistent
and growing level of shipment. To this end the following activities

are proposed.
b) Proposed Market Development Program (FYs 1987/88 - 1988/89)

1. Poultry Industry Mission to China (FY 1988/89)

This mission, proposed for March 1989, would include poultry
industry officials (breeding poultry and turkey), incubator
manufacturers, feed consultants, and a veterinaran. The mission's
objective would be to reach end-users in major poultry producing
provinces in China and to identify new market opportunities. The
mission could hold brief technical seminars in several locations.

Financing Source: DEA and the industry

II. Poultry Industry Involvement in Ministerial and/or

Cross=Sectoral Missions to China

t is expected that representatives of the Canadian
poultry industry will be represented in certain planned

cross—-sectoral missions to China.

* NOTE: SUGGESTIONS FOR JAC ACTIVITIES IN 1988 AND 1988 ARE
INDICATED FOR THE PURPOSE OF ILLUSTRATION ONLY, ALL JAC
ACTIVITIES ARE SUBJECT TO NEGOTIATIONS BETWEEN AG CANADA AND MAAHF.
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Sector 3

Seeds (Forage Seeds, Hybrid Seed Corn and Canola Seed)
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Sector 3. Seeds (Forage Seeds, Hybrid Seed Corn and Canola Seed).
(CITC Product Code )

1. Sector Analysis

a) Main Characteristics of Sector

The Canadian seed industry can offer a comprehensive range of
seed and technology to the Chinese given the similarity in climatic
conditions between the northern and northeast regions of China and the
Canadian prairies. The Chinese are interested in improving the
productivity of their grassland, increasing hybrid corn production, as

well as introducing high quality Canadian low erucic acid canola

varieties.
b) Import Systea

Canada and China are presently negotiating a Plant Health
Agreement dealing individually with forage seeds, hybrid seed corn,
soy bean seed, grapevines and seed potato. A aission to China froa
the Plant Health Division of Ag Canada during 1987 is planned to
complete the negotiations.

¢) Distribution Systexn

A major barrier to continuing seed sales to China is the lack
of an internal distribution systen to the famers' level for the
product. The lack of seed testing facilities in China compounds the
difficulties.
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d) Trade Flows

China imgorts a variety of plant seeds from various sources
including the U.S., Australia, New Zealand, Japan, Denmark, France,
W. Germany and Canada ($3.7 million in total imports in 1984). The
bulk of imports ($1,393 million, or 78% of total imports in 1984) was
imported through Hong Kong. Canadian exportf in 1984 were $27,000.

In 1986, China imported a small qﬁéntity of rapeseed from
Canada ($40,000 in the first four months). Recent seed exports to
China during May 1985 to April 1986 were $346,000. These exports
include cloverseed, grass seed, grass seed red fescue and hybrid seed
corn. China, a major rapeseed producer, intends to expand exports to

Japan through introduction of high quality low erucic acid varieties.

e) Competitive Marketing/Market Development Activities

f) Constraints

1. lack of foreign exchange
2, lack of appreciation in China for certified seed
3. lack of understanding of the benefits to be derived

through cultivation of forage (vs wild growth).
g) Canadian Capability
Canada is a world leader in plant seed production. Our

national seed regulations are recognized generally, and have been

granted equivalence in EEC regulations and standards. Exacting
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standards for quality (purity, genmnination, health and trueness to
variety) have been established by the federal government and apply

unifornally in all provinces.
h) Assessment of Potential

A good commercial potential exists particularly for forage

seeds, and hybrid seeds as well as canola seed. The Chinese are

particularly interested in expanding and inproving their rapeseed
production.

i) Suinary of Canadian Private Sector Interests and

Activities

The Canadian seed industry has been active in the Chinese
market for many years. Presently, the industry is undertaking the
manageuent of a Seed Improvement Project in Heilongjiang on behalf of
CIDA with the objective of assisting the Chinese in the improvement in
the management of seed breeding, production and processing. The
industry, through the Canadian Seed Trade Association, maintains close

contact with the federal government regarding seed trade activities in
China.

2. SECTOR STRATEGY

a) Conclusions and Market Developnent Objectives

The Chinese, as outlined in the 7th Five-Year Plan, are
deternined to increase forage production and improve corn production
through utilization of high quality inputs such as forage seeds and
hybrid seed corn. Canada's objective is to benefit froa this
opportunity and export increased quantities of forage seeds and hybrid

seed corn. Therefore increasing Chinese awareness about Canada's seed
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industry capabilities could help in achieving potential export sales
objectives. Assistance provided by the post to increase the
transparency of the Chinese seed production, testing and distribution

system would further enhance trade prospects for Canadian seeds.
b) Proposed Market Development Program (FYs 1987/88 - 1988/89)
This market sector is expected to benefit significantly froa
the recently signed Plant Health Protocol as well as the CIDA
Heilongjiang Seed Inprovement Project (executed by the Canadian Seed
Trade Association).

Action Plan:

I Chinese Tours of CIDA - Heilongjiang Seed Improvemeat

Project
FY 1987/88 FY 1988/89
Nunber of Tours: Two (Spring 1988) Two (Spring/Fall)
Nunber of participants: 25 25
Financing Source: DEA DEA
Sponsor: Beijing Post Beijing Post

Financing Source: DEA and possibly CIDA
II Plant Genetics Mission to China (JAC III 2.8, 1987)
This mission is not directly related to market developaent

as it will atteapt to source new Chinese plant germplasm for Canadian

research purposes. However, it is proposed that the mission include a
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representative from the seed trade to increase industry awareness
about potential opportunities in the market. (The CIDA-Heilongjiang

project will continue to be operational until the end of FY 1988/89.)
Financing Source: University of Guelph

ITT Programming Mission to China to Identify Priority Sectors for

Aid Project Development

This mission, proposed by AG CDA for all agriculture sectors,
would include a representative from the seed trade to assist in the

identification of appropriate projects for his industry's involvement.
IV  Seed Industry Quality Control Course (FY (1988/8%9)

It is proposed that the seed industry in conjunction with the
Canadian International Grains Institute organize a short (5-day)
course in China (Heilangjiang-CIDA site) for Chinese seed industry
specialists to enhance their knowledge about seed quality control
procedures. The course would involve technologists from all the

important Chinese provinces.
Financing source: DEA (or possibly AG CDA)
v Grassland Mission to Canada
Proposed by AG CDA for FY 1987/88,
V1 Cross-éectoral Activities (1987-1989)
In addition to the above proposed activities, it is

anticipated that this market sector will be represented in the

following cross sectoral strategy projects:
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Ag China 87 and Ag China 88

Ministerial Mission to China (Ag Canada JAC mission in
1987)

Ministerial Agri-Trade Industry Mission (FY 1987/88)
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Sector 4. Food Processing Equipnent (CITC Code )

l'

Sector Analysis:

a)

b)

c)

d)

e)

£)

g)

h)

i)

i

Main Characteristices of Sector

Sub-sector(s) of Prime Interest

Inport Systeam

Distribution Systemn

Trade Flows

Competition Marketing/Market Development Activities

Constraints

Canadian Capability

Assessment of Potential '

Sumnary of Canadian Private Sector Interests and Activities
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Department of Regional Industrial Expansion Market Develoment

Suggested Strategy for the Agri-Food Sector in China

1.

China is not considered a suitable market for special market
developnent activities for food processing equipnent. Im
general, the Chinese want Canadian conpanies to offer their
technology and know-how free of cost. When purchases of
Canadian equipnent are rarely made, it is usually to
facilitate the cloning of the manufacture of the same item in
China for widespread use or for the scaling up of pilot
plants to accoamodate larger throughputs.

The few Canadian manufacturers of food processing equimnent
who have participated in trade aissions, fairs and the like,
are in unrelated areas of equiment design. A strategy of
trade shows, missions and special trade promotional
activities is not appropriate for assisting these few,
unrelated Canadian companies. For the present, full use of
the existing funding available under PEMD and a concentrated
intelligence gathering exercise directed at opportunities
involving the supply of Canadian-built food processing

equiment is the recommended market develoment strategy.
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2. SECTOR STRATEGY

a) Conclusions and Recommendations

The priority of the food processing sector is reflected in
the seventh Five-Year Plan (1986-1990) in which China plans to invest
$ 2-3 billion U.S. in order to double production output of a range of
products including fruits and juices, infant foods, vegetable oils,

dairy products, canned foods, processed meats and soybean.

In view of the priority given to this sector by the Chinese,
and given the relatively limited Canadlan export capability in certain
sub~sectors, Canada's market developnent objective will have to be
directed to enhance prospects for exports of the following products in
which Canada appears to have a competitive edge (listed in order of
degree of market potential).

Sub-sector 1: Baking equimment; small and mediua scale bakeries.

Sub~sector 2: Animal slaughterhouse and meat packing equimment.

Sub-sector 3: Grain/seed cleaning, handling and storage equiment.

Sub-sector 4: Controlled environment technology.

Sub-sector 5: Oilseed processing equiment
(deodorizer)/technology.

Sub—-sector 6: Dairy processing equimeant.

Sub-sector 7: Potato planting, harvesting and processing..
b) Proposed Market Developnent Program (FY 1987/88 - 1988/8Y)

I Resources Reguirements

This sector, particularly the grain/seed cleaning, handling
and storage equipment sub-sector, already bemefits significantly froa
ongoing Canadian Wheat Board/CIGI programs in China. However, as a
follow—up to the industry efforts in this sector it is recommended

that attention be provided at the Post to include the following:

e e e 1 <At e ok oy e A e
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1. Ideatification and cultivation of Chinese decision maxers

(i.e. firmms/ government/provinces) in this sector.

2. Follow up on various export proposals and JV initiatives i.e.

monitor developnents on behalf of the industry.
3. Monitoring of competitors activities in this sector.

4, Liaising with Hong Kong based firms with China comnections in

this sector.

II Aid/Trade Projects

The concessional financing package announced during the
recent Prime Minister's visit to China could be utilized in parallel
with future CIDA activities in the market. CIDA in consultation with
the industry could identify at least-one project in each sub-sector
beginning in 1987/88, and atteapt to work together with the Chinese to
develop 5 proposals covering all sub-sectors for possible
inplesentation beginning during F¥s 1987-1990.

It may be worth noting in this regard that a Canadian
subsidiary of a multinational fimn specializing in dairy processing
Ahas succeeded through CIDA involvement in concluding an agreement to
build a processing plant in Tunisia. The fim was able to meet the

CIDA requirement for wmaximum Canadian content.

III Cross—Sectoral Initiatives

Continued involvement of the industry in ministerial missions
to and from China is viewed as an inportant first step in the process
of defining market niches. However as matters develop, there is no
substitute to direct and specific industry involvement and dialogue
with their Chinese counterparts. More importantly, given the distance
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and the coaplexity of working and negotiating with the Chinese, the
merit and inportance of even greater attention by the post to this

sector i.e. the agri-food equiment/machinery sector cannot be
overeaphasized.






P

Sector 5

Feedstuffs




- g5 -~

Sector 5. Feedstuffs Sector (CIIC Code: )

1. Sector Analysis:

a)

b)

c)

d)

e)

£)

g)

h)

i)

3

Main Characteristics of Sector

Sub-sector(s) of Prime Interest

Inport Systen

Distribution System

Trade Flows

Coapetition Marketing/Market Develomment Activities

Constraints

Canadian Capability

Assessment of Potential

Summary of Canadian Private Sector Interests and Activities

Sector Strategy

a)

Conclusions and Market Developnent Objective

Because the grain handling infrastructure in China is

relatively under developed and the country's feed industry is

immature, it is estimated that the Chinese feed industry supplies less

then five million tonnes per year of the total quality mixed feeds

needed for efficient production of pork, poultry, and cattle. The
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establishment since 1978 of large livestock and poultry enterprises
near urban areas has intensified the demand for mixed feed to raise
efficiency and accelerate livestock developmeﬁt. As a result, the
Chinese intend fo expand the mixed feed industry to achieve the

following:

1. Improve the presently prevailing very low feed conversion

ratio.

2. Convert excess grains and oil meals and other ingredients

into highly nutritious foods.
3. Improve consumer diets of animal based food products.

In the context of the Seventh Five-Year Plan (1986-1990), the Cﬁinese
Plan to invest about $500 (U.S.) million to increase compound feed
production by 10 fold (i.e. to 50 million tonnes) by 1990, This
ambitious expansion program is to be administered by the Ministry of
Commerce and involves building between 20-40 concentrate and feed

additive plants in addition to an unspecified number of medium and

large feed mixing plants. A similar, but much smaller program will be

carried out in the rural areas under the administration of the

Ministry of Agriculture, Animal Husbandry and Fisheries.

. The planned expansion to produce diary cattle and poultry feeds in

the urban areas will require equipment to mix feed ingredients

according to desired specification.

. The Chinese feed industry will need technical assistance regarding

the use of pre~mixes and feed additivies in formulating balanced

rations.
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. The Canadian feed industry is of the view that future
opportunities for them in China will be in the application of
technology. There may be some opportunities for equipment sales,
but bigger opportunities will be found for software and management
techniqhes. There is also likely to be continuing opportunities
to export micro premixes and flavourings, although this aspect of

the business is expected to develop slowly.

. Good potential exists for sales of milk replacers and feed
flavorings in China. Two firms are are pursuing opportunities in

this sector.

Canada's objective is to facilitate introduction of modern
feed technology techniques into China and to convince Chinese decision
markers that adoption of Canadian technology and the use of Canadian

made compound feed mixing plants can significantly reduce the cost of

- livestock production, In addition, Canada should be attempting to

deliver technical assistance programs comparable to those offered by

the U.S.
b) Proposed Market Development Program

Ensure that Canadian feed manufactures firms and related
equipment suppliers that have an interest in joint venture and/or
co-production arrangements in China are fully aware of and have access
to the competitive financing facility that has been implemented by
EDC. Ensure that relevant CIDA programs, such as the provision for
feasibility studiegs under the Cooperative Assistance Program, are

available to interested feed companies, as appropriate.

Ensure that Canadian firms are aware of PEMD facilities to assist
with initial shipments, market exploration visits, etc. and that

these facilities are available to them, as appropriate.

1
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1I. Feed Industry Training (FY 1987/88):

It is proposed that this activity would be undertaken by the
Canadian International Grains Institute at two or three
locations in China. Its objective would be to inform Chinesé
decision makers about modern feed technology methods (e.g.
improving feed conversion ratio and the efficient utilization

of low value feed components).
Financing source: DEA and possibly AG CDA

III. Feedstuffs Technology Training for Chinese Feedmill Managers
(Proposed by DEA for consideration by Ag Canada* under the
JAC program for 1988 and 1989):

This activity, proposed by DEA, could be included for
consideration in the forthcoming JAC discussions which will

be held in 1987 concerning program for 1988 and 1989.
Sponsor: AG CDA and the Canadian Feed Industry Association
IV. Feed Technology Mission to China (JAC III 2.31987):

v. Cross Sectoral Activities

In undertaking the above activities, it is recommended that
Canadian firms presently active in the market should take a
prominent role in implementing the market development program
for this sector. Their involvement in planned cross-sectoral

activities should also be considered.

*  NOTE: SUGGESTIONS FOR JAC ACTIVITIES IN 1988 AND 1989 ARE
INDICATED FOR THE PURPOSE OF ILLUSTRATION ONLY. ALL JAC
ACTIVITIES ARE SUBJECT TO NEGOTIATIONS BETWEEN AG CANADA AND MAANF.
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APPENDIX I1I

Agriculture Canada: Summary of Activities with China 1980-1986

MOU signed in Beijing by Minister Whelan in September 1980.

J.E.C. held in Beijing in March 1984 and signature of agreements

in regards to reciprocal visits between Canada and Gansu province.
Incoming delegation from the province of Gansu in August 1984.

In November 1984 Agriculture Canada delegation participated in
Agro China '84 and visits the provinces of Gansu, Shanghai,
Jiangsu and Shenzen.

Animal Health Agreements with China signed in March 1985.

Hamilton Mission to Beijing, Fujian, Shanghai and Zhejiang (1985).

President Li Xiannian Visits Canada in July 1985.

In November 1985 Canada and China Implemented a JAC under the MOU
and part of the Canadian delegation participated in Ag China '85.

Minister Moyer Mission to China, June 1985.
{

Misiter He Kang visit to Canada, August 1986.

China Agriculture Bank delegation mission to Canada (sponsored by
the Bank of Montreal) August 1986.

Shanghai Agriculture Commission and Shanghai Dairy Corporation
mission to Canada, July 1986.

Vice Governor of Sichnan visit to Canada, 1986.
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PROPOSLED CHINESE PROJECTS

I 2
N/N TITLE AND COORDINATING ORGANIZATIONS
COOPERATION THEMES Oon THE ON TIIE .
CAHNADIAN SIDE . GINO SIDE FORUS OF COOPERATION
1 2 3 1 5
“III 1.1 Plant Quarantine and Agriculture Exchanges of aovernine
Seed Testing Mission Canada : MAANF officials, technology
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Hegotiations leading
plant quarantine aare
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III 1.2 Wheat Study Mission Agriculture To study Canadian bre
Canada cultivation & testing
Winnipeg technoloyy.
ltescarch
Station MAAINF
,IIT 1.3 Cooperative Rescarch Agriculture Study tours, training
' on rational utilization Canada joint research.
of dryland water resourcces Lethbridge
Resecarch
Station MAANIF !
TIIT 1.4 Cooperative Rescarch on Agriculture Training & exchange o
Synthesis of marked Canada scientists,
compound. University
of . Alberta MAAUF
I1I 1.5 Coopcrative Rescarch on Agriculture . Exchange of breeding
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management Swift Current Technology training,
Research exchange of scientist
Station MAAIF
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III 1.6 Study Mission of Agriculture Ministry of Study & exchange of
Canadian labelling, Canada Commerce/ officials.
consumer, processing, . MAANF ‘
distribution & retailing ‘
systems, . -

IITI 1.7 Technical exchange Agriculture ) Exchange of officials
of animal health Canada MAANE programs & procedures

requlations, pro-
cedures and related
systems,
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PROGR.IAME
FOR SINO CAMNADIAN COOPERATION
IN THE FlELD OF AGRICULTURE

ronr 1986-07
PROPOSED CANADIAN PROJECTS

"N/N COORDTUATING ORGANIZATIOUg
) COOPERATION THEMES ol TIE ON THE
CANADIAN SIDE- SINO SIDE FORMS OF COOPERATIOHN
1 2 3 4 5
JIIX 2.1 Plant & Animal Quarantine Agriculture Exchanges of governme:
' and Sced Testing Misslion Canada MAANE officials, technology
- plant & seed material
Negotiations leading !
plant quarantine agrec
D T T T - -
‘11T 2.2 Cereal crops breeding, Agriculture Exchange of germplasm,
' research Canada MANANF scientists & technoloc
lIII 2.3 Feed technology mission; Agriculture : Exchange of cultivars,
' forage Canada MAANF technical information,
scientists.
<IIT 2.4 Integrated Pest Agriculture Exchange of scientist:
v . control mission Canada MAANF technology & material:
5 relating to nest manac
: rapesced & rutabaga dij
control.
‘III 2.5 Swine husbandry’ Agriculture Exchange of technology
. seminars & breeding Canada MAAINF scientists, genetic
. mission. material & technician:
?III 2.6 Dairy husbandry Agriculture Transfer of Canadian
: seminars. Canada MAAIIF technology and techni

lectures in China.
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University. -
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Exchange of technoloy
scientists.
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Exchange of plant and
seed genetic material
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N/N COOPERATION THEHES CAUADIAN SIDF SINO SIDE FORMS OF COOPELRATION
1 .2 3 4 5
‘1. Agriculture management University of Lui lle Cadre - Symposium Workshops
rescarch & teaching Alberta College;August
systems, l1st College;
H.E.University,
Harbin
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2, tducational University of biploma degreec & post:
: cooperation Guelph MAAUF graduate students to ¢
3. Educational University of Exchange of universit:
cooperation British Columbia MAMIF & faculty lecturers i
4, Educational University of Student exchange.
: cooperation Alberta MAANF
e e e e e e e e e e e e e e e e em e e e e o e e e e e e mm e e e em e o e = T Ve v e
:S. Educational University of Student exchange & far
cooperation Saskachewan at visits to China.
Saskatoon MAANF
6. Crops, husbandry & food Alberta Scientific, technical
' processing exchanges Agriculture MAANF exchanges; to be nego:
7. Projects/exchanges; Saskatchewvan Scientific, technical
’ dryland farming, livestock, Agriculture MAANUF exchanges; to be nego

crops and farm machinery.
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RO

DATE

Sep/Cct
1978

Sep/0ct
1878

Sep/79

Mar/860

Apr/May

1980

Jul/Aug
1c80

1e80

Jul/Aug
1980

Sep/0ct
1880

Sep/8C

INVENTORY OF FEDERAL GOVERNMENT

ACTIVITIES IN CHINA

(1977-85)

INDUSTRY TRADE AMD COMMERCE ACTIVITIES IN CHINA

(1978/81)

MISSION/PROJECT

Technical Seed Mission
to China and Japan

Beef Improvement Mission
to Canada

Beff Cattle Investigation
Mission to the PRC

Hog Production Mission
to China

F.A.0. Grassiand Advisory
Team to North China

Dryland Farming Mission
to Canada

Canada-China Trade Council
Mission to China

P.R.C. Farm Trainees in
Canada (by AgDevco.)

Ag Devco Follow up HMission
to China

Canadian Minister of Agri.
(Whelan) Visit to China

CBJECTIVE

To Review China's
seed Industry
including seed

potatoes. Also to
determine trade
potential

To study the
Canadian Beef Cattle
Industry

To Determine the
possibilities and
methods of improving
beef cattle in China

To investigate
possible joint
venture in hog
production

To investigate
pasture improvement
possiblities

To study dryland
farming practices
in Canada

To discuss establish-
ment of a Model Farm

To study Canadian
farming techniques
(in Sask.)

To investigate
feasibility of
establishing a
demonstration cereal
and beef farm in N.E.
China

To sign MOU on
Technical assistance
and the establishment
of a demonstration
farm in China.

APPENDIX 11

PARTICIPANTS

Technical

~specalists and

Association
Reps.

CERQILS
specialists

Technical at
Trade
Specialists

The Canadian
Wheat Beoard &
the three

Prairie Pools

University of
Guelph

Chinese Ministry
of Agriculture
specialists

Chinese Ministry
of Agriculture
Trainees

AgDevco -
Specialists

Ag CDA officials



Trade and Commerce Cont'd

0ct/80

Nov/Dec
1880

Nov/80

1981

May/81

May/Jdun

1980

May/81

Jun/81

Incoming Technicians Visit
to Alberta

Vice-Minister of State
farmms, and Land Reclamation
Mission to Canada

International Fund for
Agriculture Developrent
to North East China

University of Guelph. Yisit
Peking University

P.R.C. Farm Trainees to
Saskachewan

AgroDev Visit to China

Canada-China Trade Council
Model farm

Ag CDA Mission to P.R.C.

Further study beef
cattle and dryland
pasture managment

in Alberta

To visit Agribition.
& study Agriculture
in Canada

To determin specs &
requirements for a
milk and meat pro-
ject in N.E. China

Professors Exchange

Farm Training

To assist Chinese
Ministry of Agricul-

ture in writing tender

Alberta
Agriculture
officials

Chinese farms
& Land
Reclamation
Specialists

AgroDev.

Beacons~ Field
(Guebec)

U of Guelph
Professors.

Chinese
farmers

AgrcDev.

specs for IFAD project

Model Farm approved by

Council but did not
proceed.

To review beef
raising techniques
forage Managment and
investigate possibi-
lities for expanding
Forage testing in
China

Ag CDA



CANADIAN WHEAT BOARD/CANADIAN INTERNATIONAL

GRAINS INSTITUTE ACTIVITIES IN CHINA

Program

China-Canada Grains Symposium (in China)
Nov/Dec, 1975 (2 weeks)

Animal Husbandry Mission
May/Jdune, 1977 (3 1/2 weeks)

Canadian Grain Industry Symposium
June/July, 1979 (3 weeks)

Milling and Baking Symposium
Mar, 1980 (4 days)

Milling and Baking Symposium (in China)
Oct, 1980 (2 days)

Milling and Baking Symposium
Mar/Apr, 1981 (3 weeks)

Feed Manufacturing and Animal and
Poultry Production Technical Mission
(in PRC) Sept/0ct, 1982 (4 weeks)

Mission of Scientists from Cereals
and 0ils Chemistry Research
Nov/Dec, 1979 (3 weeks)

Grain Industry and QC Symposium (in PRC)
Mar/Apr, 1982 (1 week)

Grain Inspection and QC Symposium
Aug, 1982 (3 weeks)

Program for Inspectofs (Vancouver)
Aug/Sept, 1982 (3 weeks)

Chinese Study Tour
Oct, 1982 (2 weeks)

Chinese Weighing Program
Sept/Cct, 1983 (2 weeks)

Chinese Grain Weighing and Inspection
Mar/Apr, 1984 (3 weeks)

Chinese Feed Industry, 1984 (2 weeks)

Particigants

74

12
12
40

12

81

64

14

16
15




China (continued) Participants
Chinese Baking Program (in PRC)

Nov/Dec, 1984 (2 weeks) 95
Grain QC Technology, Mar/Apr, 1985 (3 weeks) 3
Chinese Grain Weighing (in PRC)

Nov, 1985 {4 days) 50
International Grain Industry

1980 (3), 81 (6), 83 (2), 84 (2), 85 (3) 16
International Malting and Brewing

1982 (2), 1585 (2) 4
International Feed Industry, 1983 2
International Flour Technology

1984 (1), 85 (2) 3
International Feed and Oilseed, 1985 2

TOTAL NUMBER OF PARTICIPANTS 548
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APPENDIX IIY
FEDERAL GOVERNMENT ACTIVIES IN CHINA

CIDA
DATE PROJECT EXECTING FIRM/AGENCY OBJECTIVES POTENTIAL COMMERCIAL BENEFITS
I. CIDA Bilateral Projection Heilongjiang Province
1. Tanggu Animal Ag CDA Animal Quarantine (Training Export of Livestock (Dairy
Quarantine - Tianjin in Canada and Purchase of Cattle, swine, semin) and
(£500,000 - 4 yr) ' some equipment) Poultry.
2. Heilongjiang Seed Can. Seed Trade Improve seed breeding Exports of Can., Forage seed
Improvement Association techniques management variaties (med term). Exports
($990,000 - 4 yr) (Training in Mexico of Can, Corn hybrid seeds and
and Canada) inbred-line (near term). hgt
/consultants projects. Seed
cleaning and processing equip.
projects.
3. Harbin Cattle Semex Canada Animal handling & Semen Exports of sewmen and A.l
($2,005,000 - 5 yr) processing, and embryo equipment, Management/
transfer (Purchase of Cdn consultants projects (eg.

semen, training in Cda & China sire proving system).

4, Sate Farm 852 Dairy Ag Devco Develop Model Dairy herds Exports of Forage seeds and
Forage - Soil Improvements Dairy Cattle (Med term) Mgt.
($3,062,000 5 yr) Consultants projects (Soil
Improvement

5. August 1st Land Black Dragon Carry out applied Research Transfer of Technology
Reclamation University River Consortium to increase land productivity
($4,627,000 - 5 yr) (Univ of Alberta training & upgrading curriculum

Guelph, & 01ds :

College)
6. Liu lle Cadre Black Dragon Training for State Farm
Training College Rivers Managers




Cont'd: FEDERAL GOVERMMENT ACTIVITIES ~ CIDA

DATE PROJECT EXECTING FIRM/AGENCY OBJECTIVES POTENTIAL COMMERCIAL BEMEFITS

I1. CIDA INSTITUTIOMAL COOPERATION AMD DEVELOPMENT SERVICES

1. Joint Venture in Univ. of Sask., Improve Grassland Ecology & Transfer of Technology
Grassland Ccology Guelph, & provide advanced training to '

North Eastern students and staff

Normal Univ,

Changchum
2. IHitrogen fixing Univ, of Regina, Introduce Hodern Nitrogen Transfer of Technology
Compounds Physical Chemistry Fixation Technology

Research Inst. (U.

of Xiamen)
3. Potash Agronmic Potash & Phosphat Identify Potash deficient Increase potash and
Program Inst. of Cda & areas in China. Increase Phosphat Exports

Bureau of Science knowledge of potential

and Technology benefits of Potash
4, University of Univ. of Guelph Provide advanced training in Management/Consul tants
Guelph and Beijing and BAU in Animal/Poultry veterinary projects. Export of
Agricultural University and library info services 1ivestock and Poultry,

(BAU)
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DATE
1982/83

1983/84

Nov/84

Mov/84

| 994
3 ‘/‘%q 184

1984/85
1984/85

Nov/8E

.
A

EXTERNAL AFFAIRS AéTIVITIES IN CHINA

(1982/86)

MISSION/PROJECT OBJECTIVE

Agicultural on Road Building
Equipment Mission from China
(Project No. 82/48667)

Veterinary Mission from China
(Project No. 83/1843%)
Ag China 84 (Info 8ooth)

Poultry Processing Equipment
Mission from China (Project
No. 84/18680)

geef Cattle Mission from China

Canola Technical Mission to

China
Ag China 85
D} f-— s n .-

¢
.
S~

APPENDIX IV

PARTICIPANTS




b s oo &

INTZRNATIONAL DZIVELOPMENT RESEARCH CENTRE

ACTIVITIES IN CHINA (ONGOING)

PROJECT/SUBJECT CHINESE MINISTRY/

INSTITUTION

Rapeseed breeding and Ministry of Agriculture,
cultivation Beijing

Cultivation systems Chinese Academy of
vield, fertility, Agricultural Sciences,
practices, breeding Beijing

Fish production/ Ministry of Agriculture,
fertilizing Animal Husbandry and
Fisheries, Beijing

Fish culture, breeding, Zhongshan University,
production Guangzhou

Fish procuction, hanghai Fisheries
animal gznetics College, Shanghal

Farming systems, Regional Lead Centre of
fishery management, China (RLCC), Wuxi
agquaculture

Farming systems, Recional Lead Centre
£ish culzture, of Chine (RLCC), Wuxi
food procduction

Agricultural Chinese Academy of
information, Agricultural Sciences
documentation, {CAAS), Beijing

information services

TOTAL IDRC PROJECTS - 31

TOTAL IDRC PROJECTS DEVOTED TO
AGRICULTURE, FISH AND FOOD PRODUCTS - 8

GRANT AMOUNT

APPENDIX V

550,900

414,400

319,100

307,300
625,700

115,500

238,000

393,704
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South East Asia

"p

=
c/l

I
\

~<»
\

;- Animal Health with China: Continued Support in Servicina Export Market and
4 D/ Review of Animal Health Requirements (outaning)

Incoming Technical Pork Mission from Japan

Outgoing Breeding Swine Technical Mission to Japan, Thailand and Malaysia

Canola Technical Mission to Korea (In Cooperation With Grain Marketing
Bureau/Follow up to 1986 Incon1ng)
[

Outgoing Feed Study Mission to Thailand and Singapore

; Outgoing Industry/Government Beef and Pork Access Progect to the Philippines,
§ Japan, Korea, Singapore and Australia
i ——

~—— N —— -
' Development and Finalization of Plant Health Agreements with China (1 outgoing
and 1 incoming)

-

i Final Modifications to Animal Health Protocols with China (1 outqoing & \
i possibly 1 incoming) C( hi

z//’0utgoing Swine Technical Mission (JAC III 2.5) to China (ED L ’//;
i;ﬁr”tanada-thina Joint Agricultural Committee !Preparatory Meeting)
é Outgoing Cereal Crops Breecding Mission (JAC IIi 2.2) to China
? Outgoing Feed T;chno1ogy Mission {JAC III 2.3) to China éj \\
% Outgoing Pest Management Miscion (JAC 111 2.4) to China ///>7’
i Outgoing Leafcutter Bee Management Mission (JAC IIT 2.7) to China &
|
"’ +Outgoing Plant Genetics Mission {JAL 111 2.8) to China ;
' /
Incoming Wheat Study Mission (JAC IIT 1.2} from China /




Plants of commercial interest to China

Our files indicate that Chinese have shown an interest in the
following plant material:

Ginseng

Bariey

Canola

Sunflowers

Corn

Potatoes (seed)

Vegetable seeds such as Asparagus
Tomato
Cauliflower
Sweet pepper
Carrot
Watermelon
Cantoloupe
Grapes
Malting barley
Rose bushes

Forage seeds such as Sanfoin
Lawn seed
Kentucky blue grass
Creeping red fescue
Forage grasses
Turf grasses
Flax seeds
Other cold/soft tolerant and
drought-resistant seeds

Note: Tomato, asparagus, sweet pepper seeds were bought in 1985.

Other material: Grape vine and root nursery stock, other nursery stock (apple
trees), tobacco (Flue cured).




Plants of interest to Canada

Species Specific Interest
Bariey Early maturity, high yield and resistance to loose
smat (Ustilago nuda)
net blotch (Pyrenophora Teres)
spot blotch (Helnunthosporium sativum)
scald (Rhyncosporium secalis)
leaf rust and stem rust (Puccinia spp.)
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Brassica root crops Resistance to clubroot (Plasmodiophora brassicae)
(i.e. rutabaga)

ae

Potato Resistance to potato wart (Synchytrium endobioticum)

Wheat Early maturity, winter hardiness, short straw, lodging
resistance and resistance to Fusarium, Septoria,
mildew and snow mold

Rape Biological control of Sclerotinia
Range land Grasshopper problems

Buckwheat New germpiasm

Ornamental trees New species availability

and strubs

Tree fruits (Peaches) Cold hardy root stocks
Soybeans Early maturity

Forage Crops Red clover and other trifoiium species.
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ORGANIZATION CHART OF THE MINISTRY OF
AGRICULTURE, ANIMAL HUSBANDRY AND FISHERY

China International Corporation for International Gooperation in Agriculture, Livestock and Fisheries
China National State Farms Corporation of Agriculture. Industry and Commerce Complex
China State Farms Corporation for Import and Export Service '

China Natioal Corporation of Animal Husbandry, Industry and Commerce Complex

China National Animal Breeding Stock Import and LExport Corporation

China Nalional Allied Corporation of Township [interprises

China National Marine Fishery Corporation

China National Aquaculture Corporation

China Seed Corporation

Central Institute of Plant and Animal Quarantine. P'cople's Republic of China

Institute of Agricultural Chemicals Control,People’s Republic of China

Agricultural Publishing House

National Agricultural Exhibition Hall

China Agricultural Film Studio

The Control Institute of Veterinary Bioproducts and Pharmaceuticals

National Certification Centre for Agricultural Machiner)
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INTERNATIONAL INVOLVEMENT IN

CHINA'S AGRICULTURE SECTOR

APPENDIX VI







. APPENDIX VX :

INTERNATIONAL INVOLVEMENT INM CHINA'S AGRICULTURE SECTOR

FRODUCT COUNTRY PROJECT OBJIECTIVE LOCATION
Milling y.g Flour mill Pretotype for Beijing
opened in other mills in
1985.Capacity China. Aleo an
of 180 MT/day attemgt to stan-—

dardize flour

specse for Chinese
wheat focods & serve
as training facility

i, 5. Feed grain To assure U.S5. Unspecifi=d
millis (17) growers o+ sub-
& £4 million stantial share of
future import
requirements since
cultivation of feed
grains in China seen
as too expensive to
be econcomic
Bakeries Jdapan Bakery and con— To showcass eguip-— Heijing
venience food ment <for benefit of
equipment trade local % provincial
show to be held bakery esquipment
in fall 1986. purchasers.
Dilseeds u.s. Continental Grain Factory to handle Shenzhasn
% Sanho feacsibili 400,000 MT beans or
-ty study for 3 &B,000 MT of oil/yr.
miliien sovbean/ 75% of produectiion
oil factory. to be exported.
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Japan

France/
Helgium

France

Cermany

Denmark
Sweden

Nisshin QOils Mills
% Dalian Oil1 % Fat
Industry joint
venture to produce
edible oil.

Brewery built by
Technip/Artois

Joint venture
(8 French firms
+1 Chinese) to
build brewery.
Investment of
Fmb 78.23 mil.

German—-Chinese
Jeint venture to
nraduce beer/malt
Investment of
3712 millicon

Carlisberg signed
10 million coant-
ract for equipment
% trajning for new
HuabDu Brewervy.
Contract bertween
East Asiatic Co.
and Beiiing
Seneral Srewervy.

Suntary holds Z0%
of Jjoint venture
to produce beer %
malt., Initial cap-
ital of 12 million
Suntory to supply
mgt., technicians

% technology.

Mill will process
1,000 MT/day by
1987. Mill will

use soybeans or
other oilseeds.

To be sold in China
and Southeast Acsia
% Japan

Malthouse will treat
11,000 MT/yr of barley
Brewery will produce
13.2 million gals./yr.
Technip to receive

beer as payment.

Produce 50,000 MT/yr

of beer for domestic

sale. Experis aof 2000
MT/yr of barley.

Produce 12 million
gls./yr.by 1987. ESeer
to be scld in China
and exported to other
Asian countries also.
Production of 100,000
MT per year.

Increase capacity
of existing brewery
from S million to
Z0 million iikres

Also will produce
0,000 MT of malt’

Dalian
Special
Economic
Zone

Guangzhou

Mingbac

Wuhan ,Hub=i3

Jiangsu




Romania

Hong kKong

Japan

-
(14
o)
i
)

feer bottling
equipment has
beem supplired
tec Gingdao
Brewery.

Seer bpottling
equipment has
been supplied to
Heilongjiang.

China Beer Co.
of Hong kKong

to pay Japan-—
sse company for
Qingdao product-

ion line in return

To expand capacity

$rom 50,000 to

100,000 MT/yr.

Add 11,000 MT
to annual
capacity.

Line to pack
15,000 MT of
canned beer.

for payment in beer.

Complete bottling
line sold to
Shenyang Brewery.

Joint ventures
formed by Yama-
mura Glase and
Chinese group
te establish
breweries.

s

1 take
t in mroject
grow hops

Experts on meat
processing % dis-
tribution to be
dispatched to
Meat Food Res-
earch Center of
China. Eeing
huil® with grant
+rom Japan.

Two billion vyen
worth of product-
icn linse imported

rom Jdapan.

Grow haops.

Carry out sys-

tematic studies
on meat and do

training.

@ingdao

Heilongjiang

Qingdao

Shenyang
Liaoning
Xi "ninrg
Ninguia

Xinjian
Uygur

(8]
[H]
I
[
e
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witry
Dairy Denmark
Froducts
u,s.
Australil
New
Z=zaland
Sw-t'sef \.RNL
Convenience
Foods UL,

Hungary

All-in-one
poultry oper-
tion using
Dutech,German,
Hungarian equip-
ment on barter
2greement basis.

Turnke& dairy
equipment for
milik powder
factory. Larpgest
pilant in China
financed by 25 yr.
interest—+free
loan from Danish
government.

Model dairy farm
A $3 millicon
contract given
to Transamerica
Agric. Dev’'t.
FPackage includes
equipment, steock,
trailning and
censtruction.

Milk powder and
baby focod plant
worth $4 million.

Agrement to manu-
facture and deve-

Increase produc-
tion to 30,000 MT

per year. Earn
foreign exchange
throuch exports.

Produce 25 MT of
skim milk powder
daily.

Supply domestic
and Hong Kong
markets.

Increas=s production

Export un to 2,000

unite/yr.

lap dairy machinery.
I N Aﬁricm&-\‘: G totalalish ~ew Preduckiom

MK Qechony (45 ™ _end)

Jrchid Foecs joint
venture to produce
hamburgers and hot
dogs. (1)

Mew preductien.

Bei jing

Heilongiiang

Guangzhecu

Harbin

Marniing

S \'\q(\nj (“Q‘V_
waolongp @y -

Tianjin




Sonvenience
Foods
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U.S.

Hong
kong

- Aust-

ralia

t. S.

m

Kentucky Fried
Chicken to open
fast—-food
restaurants.

New processing
equipment instal-
led in existing
plants,

Joint venture
between Sapporo
Breweries and
Eikid Baking Co.

Joint venture
hetween Nissin
Confecticnery %
Ouindav Seconrnd
Focdstu+$ Factory

w0

New market.

Introduce new
"instant noodles®
+or soup. Demand
has led to 30%
increase in pro-
duction.

Coffe= shops and
bakeries to be
estzablicshed.

Froduce 30,00 MT

of cookies per year
25% ot production
to be exported.

Froduce,
and mariket
apples.
production to be
exported.

process

pine-
Po% of

=iant buve
and jarred

Bei jing

Shanghai

Dzalian
Be:i jing

Ouindav

c
3
n
1
m
"
)
s )
b
n
ju}




Joint venture
with H.J.Heinz
who will provide
#4,.2 million of
$7 milliion toptal
investment,

iy
c
Ul

[B IR
Q
0.

Tetra Brik aseptic
packaging iine,

fgriculture, UEDA, November
Economic Journal,

September 1985

I.

rada Renorit, June 1923

Chirz Dz2ily, Decemher 1985
Inte-trade, August 1725

October and December

Produce 2,500 MT/yr.
of baby fpood and

do research into
food nutrition.

LLengthen shelf 1ife
of dairy products.

Package other foods
in flexible retort

pouches.

19835

1985

Unspecified

Guangdeng
Beijing
Shanghai

it
t
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equipment, the Chinese are likely to
request some form of investment in a
joint venture or co-production ar-
rangement. The Chinese feel that
foreign firms supplying equipment
and technology an a straight sale
sis have little incentive to ensure that
7 the equipment is mstallcd and o

rangement mdlcates that the foreign

company is interested in developing a
lasting relationship, and supplies the
industry with much needed capital. A
shoriage of funds is probably the ma-
jor obstacle facing domestic food
processors in China. The industry’s
fixed assets stood at only $14 billion
in late 1985. Chinese food companies
often have difficuity acquiring large
sums of foreign exchange, unless the

US-CHINA FOOD PROCESSING SALES AND VENTURES
= (SINCE 1983)
US Party/Chinese Party Arrangement/Value Date
Beatrice Foods Company/Guangzhou joint venture to produce canned fruits,  Start up
ITIC and Guangrhou Food Industry vegetables, soft drinks, sherbet, wafers.  10/84
Corporation (Beatrice 509, ITIC 10%, $20 million. Duration: 15 years.
Guangzhou Food industry Corp. 40%)
Coca-Cola Company/Construction Licensing agreement to bottle Coca- 10/84
and Development Corp. of Xi SEZ  Cola, Fanta Orange, and Sprite.
Coca-Cola Company/Zhuhai Beverage  Licensing agreement to bottle Coca- 6/85
Company and Macao Beverage Com- Cola, Fanta Orange, and Sprite bever-
pany ages.
Defrancisci Machine Corp/NA Sale of pasta-making machines. s/84
FMC Corporation/NA Leasing 19 citrus juice extractors to 8/84
several end users.
General Foods Corporation (US)/ Established joint venture, the Dongmei 1/85
Dongguan County Starch Factory Food Company, to raise Cassava to
(50%-50%) make starch for export and sale in the
PRC. Duration: 15 years.
General Foods Corp./Tianmei Food Estabiished joint venture, the Great Est.
Company, Tianjin (509%-509%} wall Food Factory, to produce instant 11/84
coffee and breakfast drink for PRC
consumption.
General Foods Corp./Guangrhou Established joint venture company, the 10/8S
Dairy Products Factory, Guangzhou Guangzhou Beverage Corp., 1o pro-
(509%-50%%) duce instant coffee for PRC consump-
tion,
H.}. Heinz Co./United food Enterprise Formed joint venture, Heinz-UFE Lid., To
Inc. (Guangdong) and the Ceneral to produce high-nutrition cereal for in-  begin
Corporation of Agriculture, industry, tants, primarily for use in the PRC. $10 mid-
and Commerce (Guangdong) (US 60%,  million. 1986
PRC 40%) X
Harry Langerman/Shenzhen (US 33%, Investment of $300,000 for fast food 9/85
PRC 679) restaurant chain. )
George J» Meyer Manufacturing/NA Awarded contract for soft drink fac- 9/85
tory.
Orchid Foods Int'l, Inc./Tlanjin (US Signed joint venture agreement to set 3/85
409%-PRC 609%) up Tianjin Orchid Fast Food Co.
$300,000. Duration: 10 years.
Nabisco Brands, Inc./Yill Foods Co. Set up joint e, the Yili-Nabisco 3/88
(Beijing), (US 51%, PRC 49%) Biscuit and Food Co. Ltd., to produce
biscuits and crackers. $8.8 million.
Neumunz Inc./Shanghal Foreign Trade ~ Awarded a contract for design, supply, 6/84
Corporation and installation of a peanut processing
; plant.
Pepsi-Cola Int'l/Guangzhou Xinjiac Opened a joint venture bottling plant, 2/85
Agro-industrial Business Co. and the Guangzhou Beverage Factory, to
Guangzhou foreign Trade Corp. produce 10 million cases of soft drinks
annually.
Tyler Refrigeration Corp., (subsidiary of  Licensing agreement to manulacture 7/85
American Standard inc.)/Luoyang Ma- refrigerated display cases, walk-in
chinery Factory, Henan, CNTIC coolers, freezers.

‘products they produce are specifi-

cally targeted in the five-year plan or
are for the export market.

Several large US companies have
already made significant investrment:

" in China {se¢ chart). For instance,

Nabisco Brands, Inc., among others,
is venturing into the Western snack
food market. Their joint venture with
the Yili Food Company in Beijing will
produce Ritz and Premium Saltine
crackers, and market them under a
combined Yili and Nabisco trade-
mark. Most of the products will be

sold domestically, but some will be

exported to balance the joint ven-
ture's foreign exchange require-

ments. Scheduled to come onstream
by mid-1986, the venture's initial an-
nual output will be 5,000 tonnes of
biscuits—with at least 500 tonnes
marked for export.

The H. ]. Heinz Company has
formed a joint venture to producc
instant baby fo
involved in 2 number of other ar-
eas—the company has done research
on growing tomatoes in China over
of top-qualitv_hvdroponic tomatoes.
Heinz also recently established an in-
stitution_devoted to the nutritional

sciences, located within the joint ven-

‘“;C_S_Eﬂj_fﬂ.ﬂd-ﬁ-ﬁ-‘on.
oreign investors must be willing

to brave the_tangle of food process-

ing bureaucracy, and to often
difficult factorv_conditions. Techni-
cians currently comprise only about 1

percent of the food industry
workforce. And, as in other sectors of
the Chinese economy, foreign inves-
tors will have to deal with the prob-
lem of how to repatriate profits made
in China. joint ventures will be ex-
pected to export a certain percentage
of their output to balance their needs
for foreign exchange. ’

On the bright side, food products
enjoy priority in the Seventh Five-
Year Plan, so companies investing in
the industry are likely to receive tax
incentives, guaranteed supplies of
raw materials, and in some cases,
preferential loan treatment. In the
long term, China is a market many
firms feel they cannot afford to pass
up. Retail sales of food products

grew ffgrr'g_sﬁ;m,_ie_n_m_lﬂﬁl-w
$55.2 billion in_1984, and will keep
rising. As wages rise, more money will
be spent on food products. As long as
consumerism plays a bigger role in

China's economy, food processing
will be an area of opportunity. =z
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APPENDIX VII

Working Groups’ Conclusions and Recommendations

Meeting China’s Agribusiness Challenge:

A Strategic Meeting

April 29-30, 1986
Delta Ottawa Hotel
{ Ottawa, Canada




INTRODUCTION

Conference participants were assigned to working
groups, each with a leader and a rapporteur. Each
group discussed the same topics: (a) export
financing; (b) priorities for commodities and other
exports; (c) geographic priorities and
(d) government priorities. The points under cach
heading are a summary of the recommendations
brought forth by the groups. This draft of the
conclusions and recommendations is heing
circulated for dicussion purposes only and to solicit
comments. The Mnal list will he included in the
conference procecdings to be published ot o Later
date.

Please note that an attempt has been made to
indicate when thesc conclusions or recommenda
tions are the opinions of individuals rather than
groups. In most cases, they were kept as close ax
possible to the original. however, some have been
modified in order to reflect the consensus of
opinions in the different warking groups

1.0 EXPORT FINANCING

1.1  There was general agreement that
the 8.8% EDC rate is non competitive
with that offered by others, ¢.g. Japan
and EEC countries. As a result, the
existing EDC line of credit has not
been fully utilized

1.2 There 1s a need for concessional
financing and/or mixced credit
arrangements, also more flexibility in
DC financing would be desirable A
program of concessianal eredit should
not be administered by CIDA b
rather by o commereial hanh tor
EDC), becau<e it should be
trade -related and not be construed as
aid. The EDC could perhaps provide
a guaraniee if eredil i provided by a
commercial hank

1.3 Government funded projests should
perhaps be evaluated on a
cost-benefit basis  For example, how
many jobs are created in Canada by a
particular project”

14 Exporters are encouraged by EDC to
have a financing package in place
nrior to arriving in China  However,
exporters find that this is not always

2.0

1.5

16

-

possible due to requirements for
information which can only be
determined during negotiations with
Chinese counterparts.

All groups felt countertrade has been
neglected by the federal governinent.
Canadian eompanices need better
access  to countertrade and
information to engage in it. The
governmient’s role could be to supply
information on commuodities available
for countertrade  Given that there
muay be an increasing demand for
counter trade, the povernment showeld
pertips reconsider this question The
longer Canada s involved with
trading in China the more pressure
there witl be on Canada to buy
Chinese goods and countertrade i1s
one avenue which migzht factlitate
purchases.  Countertrade should be
dixcussed on a government to
government hasis.

Agribusiness should be given every
opportunity to cupitalize on the fact
that Canada is a preferred truding
partnier of China because of Canada’s
long-standing rclationship with
China. Better information should b
made avatlable by EDC on
competitor’s finuncing rates,
programs, ete.

Before leaving Canada trade missions
should have a complete briefing on
what Canada has to offer in terms of
financing for spectftc ecommaodities. as
well as Chinese negotiating style,
market studies, efe.

PRIORITIES FOR COMMODITIES AND
OTHER EXPORTS

2

(8

1

1<

In the short term, Canada has
obvious market advantage in grain
and grain storage. Tertilizer:
livestock: dairy manuagement and
poultry stock. Exports of animal and
plant genetic material should al:o be
anareaof future concentration.

China appears lo he becoming
sell suffictent in wheat and course
vrains and it is therefore important
that Canada diversify the future

P
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product line made available to the
Chinese. Howgever, it is unwise for
Canada to place too much emphasis
on any one particulur commuodity.
Onec group stated that very little
attention should be paid to crop
production as China will eventually
compete against us in that area:
however, another group held a
conflicting opinion that the average
consumer demand of the Chinese will
increase faster than their ability to
produce, therehy leaving a continiing
market for Canadian firms

Food processing and storage techno.
logy is another arca of expertise
which c¢ould be made available for
export to China.  Canada has alse a
good potential in food irradiution
technology. Tlowever, it is recognized
that Canada is very weuk in its
production capacity of food processing
cquipment and it should not he
emphasized too much.

One group felt that exporting of
Canadian agricultuaral machinery to
China appears to be G fruitless
exercise.

The private sector should set
priorities and the government should
be in a posttion to respand to and
support these initiatives  Activilies
could perhaps be huandled by
commodily organizations with a
sectoral emphiasiste.g livestork)

One group ~ugzgested that officers al
the Canadian Fmhassy in China
should establish a priority foe
incoming requests: the Fwmbassy
should decline requests for
non-coimpetitive goods and <ervices
and should be moving toward priority
conunodity lists

CiDA should not

Chinese priorities

rely totally on

Canadu might be exporting techno.
logy to her ultimate disadvantage It
is therefore imporsant that she keep
abreast vl new technological develop:
ments, with Research und Develop-
ment progressing fast conugh to keep
ahcad ol technological exports

2.9

2.10

3.0

31

32
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4.0 GOVERNMENT PRIORITIES

4.1
J 42

43

GEOGRAPHIC PRIORITIES

There is a strong need for compdmcs
to work together as consortia.

One participant felt that there is ny
commercial benefit in the areas o
animal health and nautrition, rung
management, soil and land surveying
and sced production.

|
There was general agreement tha|
exporters should eoncentrate on those
arcas where there are best business
prospects.

The arcas tn China which are conm
patible with the Cuanadian elim
tc.g. Northern Chinad are warth
emphasizing for seeds and livestock
However, for nuiny other exports with
a high technology component,
geographical diversification should
be encouraged. The government
could play a role here by giving more
information to the husiness sector
and the seetor should identify the
geographical privrities

At the present tune there is too much

duplicition amongst provinces  The
twinning arrangements by the

provinces lead to uannecess<ary
interprovineial competition which
reflects Canuada’s interprovincial
compiesities  Furthermaore, twinning
arrangements with one province may
limit the future acti-vities with other
Chinese provinces.

Specific contacts in China should be
better identified.

More coordination amangst gosern:
ment departments is required.

Many groups said that additiosal
Canadiun officers with agricultural
¢xpertise are required in ine
Embassy There is some mistrust of
Canadian Embuassy personndl
regurding confidentiality. The trude
sector should be separated from the
potitical sector in the Embassy.
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4.5

4.6

4.7

4.8

49

+4.10

The government should fucilitate
Canadian business students to obtain
experience in China.

The government should provide office
space in Beijing and/or Shanghai tand
perhaps elsewhere in the long-term)
with typists, communication equip-
ment, translation services, trave!l

assistance and conference facilities

which Canadian companics or
provinces could lease by the month ur
year, on a user-fee hasis.

Government assistance should be

well targeted to avoid duplication of

cfforts, especially federul-provinciui
overlap Federal and provincial
governments should meet two or
three times a year

The education/research approach in
China s extremely impartant.
Courses should emphasize practical,
hands-on experience. The importance
of scientific exchanges, (riining and
rescarch facilities, as suppart te
Canadian sales, was emphasized
The support of Chinese students
studying in Cunada alse has a high
pay off.

Although one group suggested
establishing a permanent Model
Farm in China for Cuanadian
agribusiness interests, 1t was also
mentioned that such u project (0 g
dairy experimental farm) could be tow
costly for Canadian public funds

It was stated that a certain amount of

governmenl finaneial support is made
available to inexperienced exporters
The government should ensure that
reciptents have the resources to
pursue future activities in that
market  CIDA and other progeams
should give priority to firms with &
proven track record.  Also projects
that are not commercially viahle in
the private sector should not be
adopted by the government.

The Chinese should he encouraged to
adopt international commercial
standards (e g. sizing, quality control,
seed quality, ete!

412

o413
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The Canada-China Trade Council
could serve the private sector better if
it had a broader agricultural base.

The government should put its cfforts
into dealing with the regulatory
aspects that facilitate trade.
Government technical experts
serving as negotiators of trade
agreements should be well trained
and should monitor the situation in
order that things run smoothly after
agreements have been signed.

The Canadian government should
provide more legal guidance Lo
Cunadians dealing with the Chinese.
The government should help the
private sector to keep informed of
contracts available and of activities
supported by the World Bank (IBRI)
and the Asian Development Bunk
(ADB).

The federal and provincial govern
ments should clearly estublish wineh
Canadian regions have a comparative
advantage in which commodities

It was pointed out in one group that
staff cuthacks in governmental
inspection services have been
detrimental to exporlers (e g
hivestockl,  Edeally, these positions
should be reinstated and, if not
possihle, they should be filled by
contracting private veterinarians
There is a fack of information
available to the private sector A
directory af China "specialists™ in
diflerent levels of government would
be useful. Information on
government programs should be
reported and eirculated periodically

The credibility ind visibility of trade
missions is important.  Scleciion of
appropriate participants  wis
criticized. The selection should be
hased on the person's compelence and
ability. Perhaps participants should
pay a larger share of their costs and
be better briefed.

The Chinesec in-coming missions with
appropriate selected people, were
noted as extremely valuable.
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4.20

Incoming missions in poultry and
livestock management were
suggested.

Many private compunies in Canada
expect the government to do two much
and it is therefore important that the
private sector take more initiative in
developing this market. Private
sector firms could make more ¢fTort to
access Chinese periodicals and other
publications containing trade
information.

One group mentioned that business is
being reduced through other
countries’ government to sovern

o

’

422
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ment purchasing agreements,
therefore the Canadian Government |

should yse more bilateral agreements
to enhanee sales on a government 1
government basis.

The private sector should be in-volved |

in CIDA's plunning process.

All groups agreed that follow-up to
this conference is necessary A
follow-up meeting should be
organized within 12 to 24 months this
Lime using the seetoral approach (e g
dairy, grains, livestock, ete). It eould

include Chinese counterparts or he

enlarged to the Pacific Rim.




AGRI FOOD TRADE FLOWS

1. 1IMPORTS AND EXPORTS al

2. IMPORT/EXPORT TRADE WITH CANADA
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World Exports of Live Animals, Livestock and

Plant Seeds to <hina

The Following is a Summary Analysis of UN Statistics

(1982-1984) and Statistics Canada Data (1985-1986)

1) Total Live Animal Exports to China:

According to recent UN Statistiecs, China's
imports of live animals increased from $2 million (U.S.)
in 1982 to $3 million (U.S.) in 1984 .(see table #1).
Canada exported $9,000 (U.S.) or 0.30% of the market (see
table #1). Hong Kong was the main exporter of live
animals in 1982 and 1983 with a high of 66% market share.
Hong Kong is considered a trans-shipment po¥t and it is
assumed that exports through Hong Kong originate from
other nations. In 1984, Denmark entered the market with a
35% market share. Hong Kong's market share was 26% in
1984.

Following the signing of the Animal Health
Agreement between Canada and China, exports of livestock

+o China increased in 1985 ané 1986 (January-April).

Conmodityv 1985 1986
Jan.-Apr.
‘ ($,000)
“ar<le, Dairv, Purebred S¢ 298
Swine, Purebred - B8C
Rany CThicks 133

2nimal Semen, bovine, dairy 897 -



(i)

(ii)

(iii)

Total exports of bovine species (purebred) to
China:

In 1984, China purchased $1.8 million (U.S.) of
bovine species for breeding from the world market
(see table #2). Denmark was the leading supplier
to China with a 60% market share. West Germany
andéd the Netherlands placed second and third with
21% and 17% shares respectively. Capnada had no

exports of this commodity to China in the period
from 1982 to 1984.

Total exports of swine (live) to China:

ChiAa purchased $51,000 (U.S.) of swine in 1984
(see table #3). Again, BHong Kong played a key
role in trade, exporting 75% of the above figure
to China while the remainder was supplied by
France. China did not import swine in 1983.
Canada did not export swine to China in the
period 1982-19&4.

Total exports of poultry (live) to China:

In 1984, China imported 77% of its purchases of
poultry in the world market from Hong Kong. It
is ncted that exports of poultry tc Chine
decreased frcm $1.8 million (U.S.) in 1983 to
$975,000 (U.S.) in 1984 (see table #4). The
remaining 23% was supplied by several countries
which include the USA, United Kingdom, West
Germany, France and Canada. Canada exported onily

§9,000 (U.S.) or 0.92% of the world total to
China.



2) Total Exports of Seeds, Fruit and Spores to China:

This category includes all seeds, fruit and
spores not elsewhere specified which are used for sowing.
China increased its purchases of these commbdities from
$2.5 million (U.S.) in 1982 to $3.7 million (U.S.) in 1984
(see table #5). The main supplier in 1984 was Hong Kong
with a market share of 37%. The U.S.A. and New Zealand
had 24% and 19% market shares respectively in 1984.

Canada exported $27,000 (U.S.) or 0.72% of the world total:
in 1984 (see table #5).

Canada exported $40,000 worth of rapeseed to
China in 1986 (Jan.-Apr.). It is expected that the
sicning of the Plant Health protocol between Canada ahd
China in 1986, will result in further sales of forage

seeds, corn seeds and a possibly oilseeds.

Comnodity 1985 1986
Jan.-Apr.
(8,000)

Clover Seed - Rll types 26 -
Alfalfe 8 -
Grass Seed - All types 14 -
Seedés for sowing, NES 324 -
Rareseed - 40

"

Total Seed Exports 372 40




TABLE #1 .
WORLD EXPORTS OF LIVE ANIMALS TO CHINA

Values expressed in $000 U.S. (current}

1982 1983 1884
Australia (value) - - 116 .
(¢ world) (3.84)
Belgium-Luxembourg 28 - -
(4.75)
Canada 16 - 9
(0.78) (0.30)
Denmark - - 1,069
(35.40)
France 1 40 45
{(0.05) (1.85) (1.50)
West Germany 5 318 426
(0.24) (14.68) (14.11)
Hong Kong 1,012 1,438 784
(49.05) (66.36) (25.95)
Italy - - -
Japan ‘ e5 60 l6 ‘
(4.6) (2.77) (0.53)
Netherlands - - 301
{(9.97)
New Zealand - - -
Norway - - -
UK. ' 447 26 93
(21.67) (4.43) (2.08)
TS A, 311 111 97
) (15.C8) (5.12) (3.21)
TOTALS 1,985 2,063 2,956
{Werldé) Total EZxpcrts 2,063 - 2,167 3,020
to China - ~ =~
§ World (Total/ _ I
Total Exports to China) (96.22) {95.20) (e7.88)

trepared by Doug bruce, July 21, 19t¢




TABLE 42
WORLD EXPORTS OF BOVINE SPECIES (PUREBRED) TO CHINA

Values expressed in $000 U.S. (current)

1982 1983 1984
Australia (value) - - 52
(% world) (2.89)
Belgium=-Luxembourg - - -
Canada - - -
Denmark - - 1,069
(59.,49)
France - -
West Germany - 244 377
(100.0) (20.98)
Hong Kong - - -
Italy : - _ - -
Japan - - -
Netherlands - - 299
(16.64)
New Zealand - - -
Norway - - -
U.K. - - -
UC.S.a. - - -
TOTALS - 244 1,797
(World,) Total Exports - 244 1,797
to China
$ world (Total/
Total Exports to China) - (100.0) (10C.0)

Prepared by Doug Bruce, July 21, 198¢




TABLE #3
WORLD EXPORTS OF SWINE (LIVE) TO CHINA
Values expressed in $000 U.S. {(current)
1982 1983 1984
Australia (value) - - -
(% world)
Belgium-Luxembourg 98 - -
(22.27)
Canada - - -
Denmark - - -
France - - 13
{25.49)
West Germany - - -
Hong Kong 117 - 28
{26.59) (74.51)
Italy ‘ - - -
Japan 23 - -
(5.23)
Netherlands - - -
New Zealand - - -
C.K. - - -
U.S.A. 202 - -
(45.91)
TOTALS 440 - 21
icrld) Teotal Exports 440 - 51
-~ Chuira
% Worlé (Total/ .
Total Exports tc China) {100.0) - {1CC.0)

prepared by Doug bruce, July 21, 1°2t&¢




TABLE #4
WORLD EXPORTS OF POULTRY (LIVE) TO CHINA

Values expressed in 8000 U.S. (current)

1982 1983 1984
Australia (value) - - -
(% world)
Belgium-Luxembourg - - -
Canada 1l6 - o
(1.24) (0.92)
)
Denmark - - -
France 1 40 32
(0.08) (2.21) (3.28)
West Germany - 74 49
(4.08) (5.03)
Hcng Kong 885 1,438 746
: (69.22) (79.36) (76.51)
Italy - - -
Japan 72 39 16
(5.57) (2.15) (1.64)
Netherlands - - 1
(0.10)
New Zealand - - -
U.K. 200 96 51
(15.47) (5.30) (5.22)
1.S.A. 109 1y 71
(8.43) (6.13) (7.28)
TOTALS 1,293 1,798 975
{tiorld) Total Exports 1,293 1,812 975
to China .
$ World (Total/

Total Exports to China) (100.0) (99:12) (100.C)

Prepared by Doug Bruce, July 21, 1986




TABLE $5

WORLD EXPORTS OF SEEDS, FRUIT AND SPORES TO CHINA

Values expressed

in $000 U.S.

(current)

1982 1983 1984
Australia (value) 47 187 132
(¢ world) (1.91) (6.25) (3.53)
Belgium~Luxembourg - - -
Canada 1 49 27
(0.04) (1.82) (0.72)
Denmark - - 262
(7.0)
France - - 1
(0.03)
West Germany 4 38 78
(0.186) {1.41) (2.09)
Hong Kong ’ 1,390 1,207 1,393
(56.55) (44.89) (37.23)
Italy - 1 -
: (0.04)
Japan 179 176 243
(7.28) (6.55) (6.49)
Netherlands 26 20 2
(1.06) (0.74) (0.05)
New Zealand 54 lé¢ 712
(2.2) (6.29) -{19.03)
UK. 16 - -
(0.65)
U.S.A, 718 786 89
(29.21) (29.23) (22.84)
TOTALé 2,435 2,633 3,742
(world) Total Exports 2,458 2,689 3,742
to China
% World (Total/ -
Total Exports to Chinz) (89.06) (¢7.92) (100.0)

Prepared by Doug Bruce, July 21, 198¢




TABLE #6
MAJOR EXPORTERS OF SEEDS, FRUITS AND SPORES
(S.1.T.C. 2925) TO CHINA

$ World Value in

$000 U.S.

1982: Hong Kong 56.55 1,390
Usa ‘ 29.21 ’ 718

TOTAL 85.76 2,108

1983: Hong Kong 44 .89 1,207
UsSA 29.23 786

TOTAL 74.12 1,993

1984: Hong Kong 37.23 1,393
UsSa 23.84 892

New Zealand 19.03 712

TOTAL 80.10 2,997

Prepared by Doug Bruce, July 21,.1986
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1982:

1983:

.1984:

TABLE #7

MAJOR EXPORTERS OF LIVE ANIMALS
(§.1.T7.C. 001) TO CHINA

Hong Kong
UK

USA
TOTAL

Hong Kong
West Germany
TOTAL

Denmark

Hong Keng
West Germany
Netherlands
TOTAL

Prepare¢ by Doug Bruce, July 21, 19€6

$ World

Value in

$000 U.S.

1,012
447
311

1,770

1,438
318
1,756




TABLE 38
MAJOR EXPORTERS OF POULTRY (LIVE)
(S.I.T.C. 0014) TO CHINA

$ World Value in

$000 U.S.

1982: Hong Kong 69.22 B95
UK 15.47 . 200

TOTAL 84.69 _ 1,095

1983: Hong Kong 79.36 , 1,438
1984: Hong Kong 76.51 746 .

Prepared by Doug Bruce, July 21, 1986




Canada China Trade

In 1985, total Canadian exports to China totalled
$1.3 billion of which 37.6% ($473.5 million) was

agricultural products {See Table 1). Grain exports

accounted for 97.1% of total agricultural exports to
China. Non-Grain exports included raw hides and skins

($7.3 million) and dairy produce, eggs and honey

($4.59 million) (See Table 2). Bovine dairy semen exports

increased to $897,000 in 1985 from $44,000 in 1984

(Source: Statistics Canada, Exports by Commodities).




TABLE #1

CANADIAN AGRICULTURAL EXPORTS TO CHINA. 1983-86

1983 1

TOTAL EXPORTS 1,606,688 1,236,
Total Agriculture

Exports 940,626 641,
% Total Exports (58.54)
Total Grain Exports* 938,147 639,
% Total Agricultural

Exports ’ (99.74)
$ Total Exports (58.39)
Total Non-Grain
Agricultural Exports 2,479 2,
$ Total Agricultural

Exports ' (0.26)
% Total Exports (0.15)

984 1985 1986
(Jan=-Mar)
($'000)

477 1,259, 310 240,479

472 473,529 116, 734
(51.88) (37.60) (48.54)

211 459,613 115,188
(99.65) (97.06) (98.68)
(51.70) (36.50) (47.90)

262 13.916 1,546
(0.35) (2.94) (1.22)
(0.18) (1.11) (0.64)

*Includes wheat, barley, hard spring wheat flour, other cereals

(nilled@), cereal preparation

Prepared by Doug Bruce, July 21, 1986




TABLE 2

CANADIAN AGRICULTURAL EXPORTS TO CHINA, 1983-86

1983 1984 1985 1986
(Jan-Mar)
($°'000)

TOTAL EXPORTS 1,606,688 1,236,477 1,259,310 240,479%
TOTAL GRAIN EXPORTS* 938,147 639,211 459,613 115,188
NON-GRAIN AGRICULTURAL EXPORTS:
Live Animals 35 11 298 511
Meat, fresh, chilled or frozen 139 105 49
Other fishery foods & feeds 92
Dairy produce, eggs & honey 11 791 4,592
Fruits & fruit preparations 5 1
Vegetables & Vegetable prepars. 5 16 A 53 33
Other foods & Materials for food 28 3
Other feeds of vegetable origin 7
Other fodder & feeds 130 160 20
Whisky 33 12 19
Other beverages 3
Tobacco 1
Raw hides & skins 1,866 1,025 7,296 586
Fur skins undressed 70 84
Other crude animal products 45 897
Seeds for sowing 61 36 397
Rapeseed ' 40
Other 0il seeds, o0il nuts &

0il kernel 11
Other crude vegetable products 32 40 180 365
TOTAL NON-GRAIN AGRICULTURAL

EXPORTS 2,479 2,261 13,916 1,546
TOTAL AGRICULTURAL EXPORTS 940,626 641,472 473,529 116,734

(51.88) (37.60) (48.54)

% TOTAL EXPORTS (58.54)

*Includes wheat, barley, hard spring wheat £flour, other cereals

(milled), cereal preparations

Prepared by D. Bruce, July 30, 1986




CANADIAN EXPORTS TO CHINA

S'000

¥ Change

1983 1984 1985 1985:1984
TOTAL 1,606,688 1,236,477 1,259,310 +1.9
MNGRICULTURAL 940,626 641,472 473,529 -26.2
¢ of Total 58.5 51.9 37.6 -14.3
WIEAT 916,937 602,245 445,633 -26.0
% of Total 97.5 93.9 94.1 + 0.2

OMIER I\GRICUL’IURI\L(I) 23,689 39,2217 27,896

(1) Includes: Flour, Barley, Rapesced Oil, Cattle Hides, SMP, Tallow




CANADA'S 1985 AGRICULTURAL EXPORTS
TO PACIFIC RIM
OTHER (11.9%)

CHINA (23.7%)

JAPAN (84.4%)

CANADA'S 1985 AGRICULTURAL EXPORTS
TO FACIFIC RiM, EXCLUDING CHINA & JAPAN

HONG KCNG (23.8X)

RISONISA (22.7%)

OTHER (7.G6R) SOUTH KOREA (19.8%)

SINGAPORE (5.2%)

MALAYSA (82%) AUSTRALIA (7.8%%)




CANADA'S AGRICULTURAL IMPORTS

FROM PACIFIT ™1 — 1885

CTHER (13.7%

PHILUFPINES (5.653)

SINGAFCRE (7.8R)

CHiiA (8.4%

MALAYSA (10.8%)

AUSTRALIA (27.C%)

NEW ZZALAND (20.9X)

.
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EXPORT DEVELOPMENT CORPORATION (EDC)

EDC FINANCING AND INSURANCE SUPPORT FOR

AGRICULTURAL EXPORTS TO CHINA

The principal facility through which EDC
finances Canadian exports to China is the
General Financing Protocol (GFP) signed with
the Bank of China (BOC) on October 1, 1984.
The GFP is a $2.0 billion credit facility
whereby EDC lends funds to the BOC for the
procurement of Canadian capital goods and
services by Chinese buyers. Funds are
available through this facility to finance up
to 85% of the contract price of the export in
U.S. or Canadian Dollars or other currencies
acceptable to the BOC and EDC. The rates and
terms offered by EDC to the BOC conform to
OECD Consensus guidelines. The GFP is set to
expire on October 1, 1988.

EDC financing is available under the GFP to
support sales to China of acceptable Canadian
capital goods and related services. Included
in the definition of “capital goods™ are

such agricultural products as breeding stock,
all types of farm equipment and services for
agricultural development projects. The
repayment period for such items as breeding
stock is normally up to three years.
Consumable agricultural products and
commodities are not eligible for EDC
financing support.

In addition to the GFP, EDC has lines of
credit with banks in the Asia and Pacific
region that are available to Chinese
borrowers. These banks include the Hong Kong
and Shanghai Banking Corporation in Hong Kong
and the Bank of Montreal Asia Ltd., Royal
Bank of Canada (Asia) Ltd., Canadian Imperial

ceedl2



Bank of Commerce (Asia) Ltd. and Toronto
Dominion (South East Asia) Ltd., all located
in Singapore. These $10.0 million lines of
credit are intended to support small and
medium-size transactions.

When the Government of the People's Republic
of China considers that the nature of a
project requires concessional financing
terms, the Ministry of Foreign Economic
Relations and Trade may request such
financing under the GFP. These transactions
will be considered on a case~by-case basis by
EDC and the Canadian government. The $350
million to be made on concessional terms will
form part of, and, where appropriate, will be
blended with the GFP currently available on
Consensus terms. -

With regard to export credit insurance cover
for the export of agricultural commodities
including livestock (with the exception of
wheat), EDC has two bulk agricultural credits
insurance policies to assist Canadian .
exporters. The Short-Term Credits Insurance
Policy will enable an exporter to offer up to
360-day payment terms secured by an
irrevocable letter of credit issued by a
foreign bank acceptable to EDC. The exporter
is afforded 100% cover for non-payment due to
political risks of war, insurrection, import
or export permit cancellations, or foreign
exchange and transfer delays. For commercial
risks including insolvency, default or
repudiation of goods, cover is extended to
95% of the gross invoice value.

The Medium-Term Bulk Agriculture Guarantee
Program has been designed to cover extended
financing terms up to three years in cases
where there is clear evidence of officially
supported competition for the commodity into
the subject market. Cover is extended to the
financing bank in the form of a 100%

eee/3



guarantee of payment under a refinanced
letter of credit or promissory notes issued
by a foreign bank acceptable to EDC.
Preshipment risk coverage can be arranged on
a case-by-case basis.

In addition, EDC has a number of other short
and medium~-term insurance and guarantee
programs avallable to cover agricultural
related capital and non-capital goods. The
same risks are covered, but the percentage of
cover for insured receivables is only 90% for
both political and commercial risks.



Minister for Mini'stre db
International Trade Commerce extériekr

No. 202 EMBARGOED UNTIL 15:30 HOURS

November 21, 1986.
FINANCING FACILITY FOR CHINA

The Minister for International Trade, The Honourable
Pat Carney, announced today that Canada has signed a Memorandum
of Understanding and an Agreement with the People's Republic of
China through which the Canadian government can make available
concessional financing to the People's Republic of China for
projects undertaken by Canadian firms using Canadian goods and
services.

"Canada is keenly interested in fostering its already
good trade relationship with China and I am confident that this
new facility will contribute to its enhancement®", Miss Carney
said., "Using this new facility, which we have established in
response to similar funding provided by our competitors,
Canadian companies should be in a position to boost their
exports to this important and growing market and to sell to a
broader spectrum of Chinese organizations".

Mr. Earl Drake, Assistant Deputy Minister, Asia and
Pacific Branch, Department of External Affairs signed the
Memorandum of Understanding on behalf of Canada with
Mr. WANG WENDONG, Assistant Minister, Chinese Ministry of
Foreign Economic Relations and Trade (MOFERT). Mr. J. McDermid,
Parliamentary Secretary to Miss Carney, represented the Minister
at the signing ceremony here in Ottawa.

The concessional financing facility will be
administered by the Export Development Corporation for the
Canadian Government and an implementing agreement was also
signed with EDC which outlines a framework for the use of the
facility.

- 30 -

Canada
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EDC TODAY

EDC’s concessional line of credit with China:

how it works

nerest in the world’s newest export fron-

ticr — The People’s Republic of Chinz
— has been high among Canadian ex-
porters for vears. But spend any time
exploring opportunities in that markel,
and one simple fact becomes clear: many
Chinese transactions require Soncessiona
financing 10 order to proceed.

It comes as no surprise. then. that
interest 1n the $350 million concessionai
financing tzoilny announced last vear hy
Prima Ministos Mulroney has been runimig
ata fever puckh!

Muaanager Tem Macdonald and his col-
leagues 1n tbe Pacitic and North Asia
Depariment of EDCs Export Financing
Group have prepared « hist of answers 1o
some of the moat frequanty ashed ques-
uons abeut the new facitity. They dezlwish
such topics as the misconce pitvi aboeus
“magic” exporter list for Cninese pr
and the sunposed edge beg onsuck a
gives exponiers. The reasons wity Canadiun
exporters dor't have 1o bring corcessional
financing 10 their buvers at the preluminary
stages Of Negotialion are also discuswed.

Ir shori. the answers explam how ths
one-of-a-kind EDC facility, developed ex-
presslv for the Chinese market, can be used
by Canadian firpi 10 incrzase they rade
witl: Chmna.

Wiy was ihe line of credit esrablishec”

Quite simph, 1o counter the finaneng
practices of other countries. In 1956, EDC
recenved over S0 notifications from various
mayjar exporung countries that concessionai
support was used in the Chinese market. In
establishing the fucility. the Governmentof
Canada has made the point that we will
face the competiion head-on, that we will
not allow our exporters 10 be disadsyun-
taged in their pursuit of Chinese export
business.

How did Canade respond in the case af
the Chinese market?

A S350 miliion shice of EDC: extsung
$2 billion General Financing Protocol
with the Bank of China has been aljouated
for concessional financing. Blending the
concessional portion with the Conscnsus-
based funds in the Protocol has effectively
creaicd a large and competitive focihity.

Is ihe line compertitive?

Yes. n 15, To protect its compelitve
position, EDC does not disclose ts interest
rates or lerms on individual wransacuons.
and we will not disclose those negniated

with Chinese cfficials But the fucl that the
Munwstry of Foreign Ecenomic Relations
and Trade (MOFERT; signed the conces-
sional agreement with Canada last month
1s 4 signal that the Government of China
considers the Tine fullv compeutive.

How car Canedian exporiers usce the
line?

First. at the carliesi stage of a tran-
action, exporiers should contact ZDC. We
will review the wehnical and financial
czpabilita~ ef vouwr firm and provide =
letter thut shows vour buyer that vou are s
quahiied exporter and are eligible for

support under the concessiona! line of

credit. EDC can also give vou a prelimi-
nary indicanon of Consensus-based rates
and the ierms of the line of credic.

“Assure pour buyer
that the finuncing
is coinpetitive, and thar
he can coniact MOFERT
or the Bank of China
for derails.”

We chould emphasize that financing
under the line of credit e & two-sided
procedure. The Chinese buver deab with
MOFERT andihe Barh of Chma and sou
the exporter deal with EDC. This means
that neither party needs to worry about the
financing aspecis of the transaction: they
wili be taken cure of by the two zgencies
You can assure vour buver thatl the
finuncing worked out betweenr China and
Canada is competitive ard that he can
contact MOFEKT or the Bank of China
for details. In short, the agreement between

Canada and Chira means that the two of

vou — the Canadian exporter and the
Chinese buver - can concentrate or, the
commerciai aspects of the ransaction.

Huw do the Canadian and Chinese
svstems work in relation 1w conrcessioned
financing?

Both systems are conrabized. and in
both countries, a hey critenion is whathicr
the financing 18 in the rationz! interest of
the countrv. In China. concessiond) fingn-
cing falls under MOFERT, which ducides
wnether @ puschase warrants spediai rales
and terms. In Canada. concesstonal finan-
cipg s made availabic tirough the Gover-
ment Accouat (Section 317 of the Faport
Developinent Act. This means that v iwena
tranpsaction 18 und2r consideranen. an
appivach 1> made to the Minisier for hater-
rational Trde, who devides whether o
notwsapprove the financing. HMOFERT
approves the project for consessienad
financing. it then formaily requests such
finanang from EDC.

China has varioes development prien-
uzs, butshey are pot castin concrete. Mucn
asthe Canadian exporter apniies for spocis!
financnyg support from EDC, the Chinese
burerappiies 10 MOFERT. Althosgh there
v a certam amaunt of flexiebivo it secms
appareat thid a deasion by MOFERT 10
assign concessiondl nancire boa geal will
be ¢overned by the connercial weononie
aeperts Of Re reguost. and rovwnather
P or tie Canadun governme
pored e olior concessical fino:

fiom.

Urs e

U

Arethere resiriction: on wiit ivres of

goands and services cen be financ o under
the fne?

No. Goods and services hal
EDC s normat oritena witt be chivtbie, Th:
Is Lo sa\. capia! goods and serviees thay
justifv linanomg on credn oms of more
tnan aie rean Inaddiion. the ransictor
must mect any critena citeblished oy the
Governmens of Canada, ~uch as cons
benefitor national inierest constdetauons

Will ceriein scoiory be iier: preferon
by EDC?

Na. the line of credit s not soiar-
spectlic. EDC s exporiei-dinven, s we
willnot getinvolved o tne proces of select-
ing winners: they will emergy on ther cawn
merits in the Chinese marketplace. How-
ever. although not at the exclusiore ot wther
potential transuctons, Ching™ new ve-
year plan pisces emphasy on the develop-
meni of hvdroand thermal pos en telecoen-
mumications, ransportation. forestry i
agricuiture, all savctors in which Cansda

et
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has experience and expertise.

Are there restrictions on the size of
projects?

Generally speaking, no. However we
would not like to see the whole line ex-
hausted on one or two large projects. and
nor. one might expect. would the Chinese.
The Government of Canada would prefer
to see the funds spread around as much as
possible. The line of credit is available 10
Canadian exporters of al! sizes. and for a
full range of products and contract amounts.

Isthere uni resiriction on the number of
Limes an exporicr can receive support under
the line?

No. The line will be accessed on a first-
come-first-served basis; that is 10 say, sup-
pori will be given to each eligible exporter
who comes 1o EDC with a full proposal,
until the line is exhausted. There is no
limtation on the number of times an
exporter can be financed under the facility.
Istherealisiof projects, as there is in soni:
other couniries”

No. not sirictly speaking. The Chinese

“Foremost in the mind
of the buyer is
the competitiveness
of vour product.
Financing may be a key,
but it won'’r
gel you the deal.”

have made formal requests fos several pro-
posed tunsactions for which they wani
concessionat financing, and stated the
names of the exporters they want 10 g-c.
EDC cannot identily these Uamnsadclions
because we must mainain commercizl
confidenuality. The fact that EDC might
not be approached zbout your iransaction
does not mear that 1 will not proceed. lt
may well go forward at the Consensus
interest rates for Chinz. and at repayvment
terms of up to 10 vears. After all if the
Chinese think a project will pay for itseli
with Consensus rate financing. they are not
likely 10 wse up limited concessional
money o finance it

From the inguiries EDC has receivea (0

Write the Pecific and North Asiu Ocpariment for ¢ com faur new “EDC Financu: s
China™ Erochure. di describes our concessional ane commerc il s DOrLfinencing wrii o

(Sec page 12 for the address.)

date, there appear 1 be certzin miscon-
ceptions zhaout the imrortance of bemg on
a project bist. and on bringing conces<ionz)
finarcing tu your buyer. Some exporiers
feel that being named on a list means th
China will resirict negotiations v vour
company. whilc others view it 2¢ a guaran-
teed sale. In pomnt of facl. neither is the
case.

First and foremost in the mind of the
buyer is the compatitiveness of yOur
product. Financing may be a key in closing
@ dcal. butin China it will not get vouw the
dzal Competition is so intense 1ot tic
buser is convinced he will get a “best™
mternationally competiiive price regard-
less of the financing terms. He is also con-
vinced that concessiona! financing wil; be
granted it MOFERT approves the project.
The poiat s, veu mav- not have an
compatitive advantuge by Seing ona con-
cessional financing list o if you could. by
bringing such financing o the Legonating
table; only your produ st o7 senvice can g
vou that sort of edge.

Can EDC hely ihe cxporter and i
buior convinee MOFERT 10 apiere
project”

Probaciy i The Chirese apmoval

system is disaiplined and has 1 owr ot o
criteria. and LDC is nex likely 10 chanzy
that sysiem.

In Chinu, ke Canada. huvers drive a
hard bargain and Canadian exporters ¢
expect then commercial pegonzting saiii
tobe tested. You mayv. jor examipie, recais
SOMC Pressures {0 short-cutl the ssten.
such as by being asked o bring conce--
sional financing to the buver at the carl
stages of discussion. Our advice i siraighi-
forward: have confidence in the process «
it ha~ bezn negotiated and agrecd upon k.
Chinz and Canada. b is designed 1o b
responane and efficient for all parties
ivoived. EDC might not be alie 1o oxer
atiy particela anfluence. bat throwgt
our open hine of communicaton w.i
MOFERT. we cun help vou meriior the
progress ol vour project.

EDC ~ commutted to seeing that Cane-
cian expOricTs remain conmpelitive in th.
face of foreign concessional financin,
paactices. For turibed information or ihe
$350 million Loncessional hne of credit
with China. please contast the Pacific and
Noith Asia Department ar EDCs Head
Oftfice.
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The Grain Challenge

Improvements in handling and processing are needed to cope with China’s

isastrous weather in many

parts of China and a de-

cline in the acreage sown

to grain caused a precipi-
tous drop in grain production in
1985. The 25 million to 30 million
tonne decrease, representing one of
the largest declines in grain output
within the last 25 years, triggered
memories of severe grain shortages
in the past.

But in contrast to years like 1959
and 1960, when grain production de-
clined by 28 and 25 million tonnes
respectively, the subnormal harvest
of 1985 has not precipitated a na-
tional crisis. Rather, thanks to dra-
matic increases in grain production
for several successive years, China’s
stocks are generally adequate and
some regions have sizable excesses.
Although the government is re-
sponding to 1985’s decline by reduc-
ing prices for fertilizer and giving
loan priority 10 farmers who grow
more grain, the drop does not signal
a major failure of agricultural re-
forms.

In fact, the overall grain pro-
duction picture in recent years has
exceeded even the most sanguine
expectations. Although total acreage
sown o grain has declined by 12 mil-
lion hectares (1 hectare [ha]=2.47
acres) or 10 percent since 1978, un-
usually favorable weather conditions
combined to yield a net increase in
grain output of 100 million tonnes
between 1978 and 1984. Much of
this increase stems from realization
of the potential of long-term devel-
opment projects in such areas as wa-
ter control and land improvement.
But it took the new agricultural poli-
cies introduced in 1978 to overcome
the inhibiting effects of inefficient
management and overly centralized
Planning in agricuiture,

Most analysts agree that China's

20

gmwing grain harvests

large grain harvests are here to
stay—even the *“poor” 1985 output
was 25 percent higher than in 1978.
In order to take full advantage of
this, vast changes are needed in ali
aspects of grain handling and pro-
cessing. The Chinese acknowledge
that they have a long way to go, and
lack the experience and technology
to accomplish all the necessary transi-
tions themselves. Thus their plans in-
clude utilizing a broad range of for-
eign technology, equipment, and
investment to modernize the grain
sector and ensure that, even if the
country experiences poor harvests
again, there will be an adequate mar-
gin of safety against disaster.

The transition to bulk handling

More grain is entering China’s
marketing system due to increased
production and reform of the State
purchasing system. Traditionally,
mosl grain has been consumed lo-
cally. The remainder (between 15
and 20 percent of production) en-
tered State marketing channels,
where virtually all of it was trans-
ferred to urban areas or to grain dehi-
it regrons.

But this system -became cumber-
some as grain production began its
rapid rise. Between 1978 and 1984
the quantity of gramn procured and
purchased by the State increased
from about 62 million tonnes (20
percent of production) to 141 mil-
lion tonnes (35 percent of produc-

Lew Erisman is with the USDA Foreign
Agricultural Service and has worked in
the China field for 25 years. He travels
frequently to China and served as the
agricultural oficer in the US Consulate
in Hong Kong from 1977-1980. The

views [)rr.u'nlrd are those of the author,

and not thuse of the US Department of

Agriculture.

tion). As a fundamental part of agri-
cultural reforms, the State monopoly
over the purchase and distribution of
grain was terminated in 1985, when
State procurement was limited to the
purchase of 75 million tonnes of rice,
wheat, and corn. All excess grain is
now sold on the newly emerging free
market at prices theoretically deter-
mined by supply and demand. The
State will buy additional quantities
only if the free market price falls be-
low a set level, assuring grain farmers
a minimum income.

In 1he future, the State will con-
tinue to reduce its contracted pur-
chases, forcing China’s marketing
system to accommodate an increas-
ingly larger flow of grain. In essence,
China is moving away from the tra-
ditional concept of regional self-suf-
ficiency to interprovincial or
interregional dependence and trade.
Grain deficit provinces are encour-
aged to bypass State channels and ne-
gotiate directly with grain surplus
provinces. This trend to commercial
production and marketing will re-
quire investment in all facets of grain
distribution in China, including han-
dling, storage, and ransportation.

e Handling Threshing and drying
equipment are needed on individual
farnts to reduce post-harvest losses,
condition grain by removing foreign
materials and damaged kernels, and
shorten the time it takes grain to en-
ter marketing channels. The many
types of simple threshing equipment
currently in use vary in efficiency.
The country’s threshing and winnow-
ing equipment were designed for rel-
atively large-scale collective farming,
and now need to be replaced with
more cfficient and smaller threshing,
shelling, and winnowing equipment
compatible with individual house-
hold farming operations. lLarger
cquipment may eventially come back
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into denund it China's plan to re-
duce the number of farmers engaged
in crop production by two-thirds by
the end of this century is successful.
but ndividual household purchases
currently dominate the market.

After threshing. grain is usually air
and sun dried—a process 1that may
requireas long as six 1o eight monihs.
Losses, while normally relatively low,
can be catastrophic should heavv
ramnfall occur during harvest or
threshing. The introduction of small,
energyv-efficient driers will reduce
losses and shorien the time it takes
grain 1o reach the market.

Most of China's storing, elevating,
and transporting facilities were de-
sirmed for refatively small quantities
of bagged grain. While more efhcient
methods to improve and gradually
supplant the handling of grain i
hags are being studied, bulk handling
ix being mmroduced 10 expedite
movement ot large quantities of
grain. The ransition to bulk han-
dling will require specialized trucks
and railears to transport the grain,
improved elevating equipment to
move 1t into or out of storage and
onto trucks ov rail cars, and new un-
loading facilities.

Mechantcal scales will also be in-
stalled to weigh grain at various
points. At present weighing is gener-
aliv himited ro small manual scales lo-
cued at nral grain collecton and
storage facilities.

Finathv. the combination of sun
drving and manual handling produce

a4 problem of high stone, bag, and
string content in Chinese grain.
FEquipment is needed to remove
these foreign materials and dust so
cleaner grain can meet the needs of
consumers, more sophisticated pro-
cessing. and trade.

¢ Storage Most current siorage fa-
cilities are relatively simple, and inad-
equate for China’s present needs.
Starage varies by region; the rela-
tively cooler northeast and parts of
north China use small round bins,
while flat storage is more popular in
central and south China. The Chi-
nese are seeking modern storage
technology and facilities, and are
particularly interested in steel bins.
Betier storage will reduce rodent and
insect losses, and prolong storage
time by controlling temperature, hu-
miditv. and oxygen.

* Transportation Inland transpor-
tation is the single largest bottleneck
to getting grain 10 consumers. Most
grain i1s currently bagged and moved
by rail, but the railroads are also mov-
ing a small but increasing volume of
grain in bulk. The use of hopper cars
able to load grain through the side or
bottom of the car is increasing. More
hopper cars will be put into service,
some of which may be imported. Fa-
cilities 10 unload them must be in-
stalled. ideally with enclosed belis or
orther means of convevance to move
grain directly into storage, port load-
ing facilities, or processing plants.

Growing grain trade requires new
port facilities

1978-85

China’s Grain Production,

(million metnc tonnes)

..5‘1&-‘3_

China has no special-
ized port facilities to
handle grain, aside from
grain elevators at
Shanghai and Huangpu
(near Guangzhou),
which are used to dis-

port. General cargo berths were, and
vontinue to be, used for loading
bagged rice and small amounts of
corn and sorghum for export and un-
loading wheat imports.

This situation was adequate until
1984 because China’s major grain ex-
ports were limited to rice and, to a
lesser extent, soybeans. Sporadic dis-
locations caused by temporary ex-
cesses of grain to be loaded or un-
loaded were the main problem.

But China's emergence as a sizable
exporter of corn and sorghum (corn
exports skyrocketed from less than
100,000 tonnes in 1983 to some 5
million tonnes in 1985) has forced
authorities to recognize the need for
specialized grain-handling facilities.
The dramatic increase in China’s for-
eign trade compounds the problem
by creating intense port congestion
and a severe shortage of general
cargo berths.

Plans 1o install handling facilities
to luad corn for export (and also for
delivery to newly developing markets
in south China) are not far advanced,
since exporting on a large scale only
beganin 1984. Northeastern China is
expected to be the only region with
large annual excesses of corn, so con-
struction plans for corn-loading fa-
cihies have focused on the north-
castern ports of Yingkou and Dalian,
while a third site is being considered
at Dandong. The grain berth at Ying-
kou should be completed by Septem-
ber 1986, more than tripling capacity
to about | million tonnes a year. Fa-
cilities to further increase Yingkou’s
capacity to about 2 million tonnes in
1988 and to 2.6 million tonnes by
1990 are under consideration.

China plans to build its largest
corn-loading facility at Dalian, and is
considering an unusual arrangement
to do so with Japanese firms. The

2
420 charge imported wheat,  Chinese have accepted a tender, but
400 and a smallsiloin Dalian  postponed a final decision on a Japa-
380 to load soybeans for ex- nese bid to replace Dalian’s coal-
360 Grain Production 1978-1985*
{Million lonnes)
340 Rice Wheat Corn Soybeans Tubers*® Other*** TOTAL
boN 1978 136.93 S53.84 55.94 7.57 31.74 18.74 304.76
320 1979 143.75 62.73 60.03 7.46 28.46 29.69 332.12
1980 13991 55.21 62.60 7.94 28.73 26.17 320.56
300 1981 14396 59.64 59.21 9.32 25.97 26.92 325.02
1982 161.60 68.47 60.56 9.03 27.05 27.59 354.50
280 1983 168.87 8139 68.21 9.76 29.25 29.80 .387.28
= - PO 1984 178.26 87.82 72.34 9.70 28.48 30.52 407.12
i i A‘A 1985 167.00 86.00 64.00 9.70 24.00 29.30 380.00
pee H "Vr il vf\) o ) ) .
Zg0 el $ ALY N * 1985 based on preliminary Chinese estimates
RIS e mAGE ST 1t **In grai ivalent, 5 units of lubers = 1 unit of grai
. n%ram equivalent, ymtso uobers unit of grain
79 80 81 82 83 84 85 *** Includes sorghum, millet, barley, oais, buckwheat, peas, beans, and
SOURCE: State Statistical Bureau and various other lentils
Chinese sources Source: State Statistical Bureau, various Chinese sources

*1985 figures based on preliminary estimates
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loading facility (now already being
used for corn) with an 80,000 tonne
corn export silo. A final decision is
expected (at the earliest) in April
1986 on the project, which will have
a maximum 2.8 million tonnes an-
nual loading capacity. China would
pay for the facility in kind: between
200,000 and 300,000 tonnes of corn
(worth $25 million to $30 million)
are being offered as compensation.
As a general policy, the Chinese do
not offer commodities for large com-
pensation trade deals, indicating that
this project must have approval from
officials at the highest level.

Port improvements designed to fa-
cilitate the unloading of imported
wheat are another high prioriry. Al-
though good harvests enabled China
to reduce wheat imports from a rec-
ord 13.3 million tonnes in 1982 (o an
estimated 6 million tonnes in 1985,
wheat usage is increasing rapidly due
1o changes in consumer preference.
Thus most Western observers expect
wheat imports to continue rising.
Last year the Chinese purchased a
pneumatic unloader from Simons
Lid.. (UK), which will double Dalian
port's capacity to unload wheat from
1.5 million tonnes 10 over 3 million
lonnes a year. A similar facility was
recently purchased for the port of
Xingang in Tianjin. And Qin-
huangdao’s port will soon invite bids
for construction of a grain wharf to
unload up 1o 2 million tonnes of
wheat annually.

Betier processing needed as grain
consumption diversifies

The shifting patterns of grain im-
ports and exports reflect not just bet-
ter harvests, hut also changing con-
sumer preference. With sizable
quantities of grain in excess of basic
food needs available for the first
time, consumers may now exercise
choice in the type and quality of grain
they buy. In urban areas, consumers
prefer high-quality rice and flour. In
rural areas, rice and wheat are re-
placing low-quality grains such as
sweet potatoes, corn, and other
coarse grains, which historically have
been the staple.

Most of China’s surplus grain is of
low quality and limited marketability.
But China is seeking facilities to con-
vert this low-quality grain into live-
stock and poultry feed, processed
foods, and industrial materials. Prov-
inces are taking much of the initiative
to increase grain pProcessing capacity,

22
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and are proving receptive
16 cooperative ventures
s means of acquiring
loreign investment. Tech-
nology and equipment
for flour mills, starch
mills, feed mills, and food
processing plants are the
most common areas of in-
terest. China also plans 1o
improve its capability to
process grain into fast
foods, infant food,
snacks, confectionary
products, and beverages.
Over 100 types of pro-
cessed foods can be made
from low-quality rice
alone, which constitutes
about 40 percent of Chi-
na’s rice production. Sim-
ilarly, excess corn can be 78 79
converted into flour,

grits, and fakes.

* Flour milling Consumption hab-
is and preferences for wheat are
changing in both urban and rura) ar-
cas. The government is encouraging
the introduction of wheat-based {food
i south and central China to im-
prove and add variety to the tradi-
tional rice diet, while consumers in
the north are eating more whear
products than ever. Consumption of
traditional staples such as steamed
hread, dumplings, and noodles is in-
creasing, as well as the demand for
relatively new foods such as bread,
instant noodles, and sandwiches. De-
mand for high quality white flour is
increasing, while Western-style res-
taurants, bakers, and noodle makers
need specialty flour to produce new
products and improve existing ones.

Projects to expand and improve
milling capacity exist in virwally all
urban areas in China's whem belr.
Most of the equipment being re-
placed in the cities is of 1930 vintage
or older, and, if sull uscable, may
eventually be relocated to rural ar-
eas. Southern China is moving to de-
velop its own milling capacity by con-
structing new mills.

The extensive modernization of
China’s {flour milling industry re-
quires foreign technology and equip-
ment. Since much of the wheat
grown in or imported by China is red.
the flour from these wheats is off-
color, even if milled at a very low rate
of extraction. Bleaching and enrich-
ing technology will be needed to pro-
vide the white flour now in demand,
and improve its nutritive value.

80 81 82 83 84 85

In general, only iwo grades of gen-
eral purpose tlour have been pro-
duced in the past, Specialty flours are
a relatively new concept and China
lacks experience in the technique of
blending various classes of wheat and
flour. Most mills now in operation
can handle soft wheat, but special-
ized equipment will have 10 be in-
stalled to handle the high-protein
hard wheat and higher gluten wheats
that comprise a large portion of what
is available for milling. The milling of
hard wheat requires rollers made
from strong steel allovs, Reportediy,
some of these allovs are not pro-
duced in China.

* Corn milling More corn is now
available for milling as a result of
Larger harvests. The Chinese mav not
be aware of many of the 350-400 dif-
ferent uses for starch extracted from
corn, but they are beginning to ex-
periment with a broad range of in-
dustrial and food uses. Corn is milled
in a few relatively small, obsolete
mills that recover less than 80 per-
cent of the useable components from
corn. Even the country’s leading
corn producer, Jilin Province, has
only 18 mills with a combined grind
capacity of less than 100,000 tonnes
of corn per year. The simple starches
produced are primarily used for
pharmaceuticals. Industrial alcohol
and the glass and chemical industries
are secondary endusers. Although
China is short of high-grade vege-
table oil, very little corn oil (a byprod-
uct from the manufacture of starch)
is used for food since few mills have
the capability to de-gum it. Rather.
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CHINA’S GRAIN IMPORTS AND EXPORTS

{million tonnes)

G

78 79 BG 81 &2 83 84 85

corn oil is most often used for such
nonfood manufactures as antibiotics,
soap, and lacquers.

Virtually all modern corn-milling
technology and equipment will have
to be imported. China lacks the tech-
nology to manufacture improved
starches and expand the range of
starch uses. Thev have purchased
equipment such as centrifuges to
renovate and upgrade existing mills
and are considering the acquisition
of new. modern mills. Technology to
produce modified starch (primarilv
“for pharmaceuiical usel. starch for
textile and paper manufaciure, high-
fructose corn svrup (HFCS). and alco-
hol is also needed.

The nation’s first wet mill incorpo-
rating foreign technology and equip-
ment recently began operation. The
mill. located in Anvang, Henan, has
an annual grind of 25,000 tonnes of
corn for processing into starch and
other byvproducts. Its primary prod-
ucts are starch for pharmaceutical
and industrial use, corn oil, lysine,
and single-cell protein. The byprod-
ucts—corn gluten feed and corn
germ meal—uwill be used for high-
protein livestock and pouliry feed.
The nation's first ethanol distillery (a
dry mill) was recently purchased
from Speichim (France). The mill will
be located at Tianjin and will have an
annual grind of about 50,000 tonnes
of corn. A number of corn producing
provinces, mcluding Heilongjiang,
Jilin, Liaoning. and Shandong, are
interested in or negotiating for mills.

Provinces producing minor
amounts of corn also hope to allevi-
ate their shortages of sugar and in-
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dustrial starch by milling imported
corn or corn from other parts of the
country. Virtually all sugar used in
east China must be imported, but this
region is planning large-scale can-
ning. brewery, soft drink, baking, and
other food precessing industries, all
of which will require large quantities
of sugar. Wet milling would provide a
source of dextrose, HFCS, and indus-
trial starch. East and central China
are also exploring the feasiblity of
building plants 10 convert sweet po-
tato starch into sugar.

The feed industry adopts long-
range plan

The formation of a mixed feed in-
dustry is especially important be-
cause it directly or indirectly helps
absorb excess grain, especially corn;
improve the woefully low feed con-
version ratios that now prevail; con-
vert oil meals and other ingredients
mto highly nutritious foods; absorb
underutilized rural labor; improve
consumer diets by increasing the sup-
ply of meat, poultry, eggs, and dainn
products. Animal husbandry used to
be mainly a household sideline activ-
ity using whatever feedstuffs hap-
pened to be available. The need to
mix feed to improve nutritional value
became apparent in the mid-1970s as
planners looked for a method 10 up-
grade animal husbandry and arrest
the chronic shoriage of meat, poul-
try, and eggs. The post-1979 encour-
agement of specialized households
and the establishment of large live-
stock and poultry enterprises near
urban areas intensified the demand
for mixed feed 1o raise efficiencv and
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speed livesiock development.

In February 1983 the State Coun-
cil adopted the **National Program
for the Development of the Feed In-
dustry 1984-2000," establishing the
ambitious goal of increasing mixed
and compound feed production of all
iypes to 50 million tonnes by 1990
and between 100 million and 120
million tonnes by the end of this
century. These goals seem particu-
larly optimistic when one considers
the limited progress made since
1978, and the constraints on the
industry.

China began importing mixing
equipment from Hungary in 1978
and later purchased equipment from
other countries, including the United
States, Japan, and Switzerland. The
firsi plant to manufacture mixing
equipment using domestic technol-
ogy was built in Shanxi Province in
1978. But by 1983 the approximately
3,500 feed mills in operation had a
combined mixing capacity of only 5
million tonnes. Production repori-
edly increased to 8 million tonnes
and 12 million tonnes in 1983 and
1984, but even these numbers must
be viewed with some skepticism; the
Chinese count any feed consisting of
two or more blended ingredients
as mixed feed. The proportion of
compound (specially formutated to
be complete and nutritionally bal-
anced) feed is smali, comprising only
about 10 percent of total feed pro-
duction in 1984; much of this fell

- short of even minimum nutritional

standards.
Under the long range plan, the
State and provinces will invest about
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Corn is milled in a few relatively small, obsolete mills that
recover 80 percent of the useable components from corn.
Lven the country’s leading corn producer, Jilin Province,
has only 18 mills with a combined capacity of less than
100,000 tonnes of corn per year.

¥1.5 billion (§500 million) during the
first phase of the program, 1986-
1990. Feed mills built with these
funds will be administered by the
Ministry of Commerce (MOC) and
produce complete feed according to
MOC standards. In addition, the
plan calls for townships and villages
to set up simple mixing facilities fi-
nanced by local investment and ad-
ministered by the Ministry of Agmi-
culture, Animal Husbandry, and
Fisheries (MAAF).

Most State and provincial invest-
ment in feedmills is earmarked for
one large methionine plant, four or

five lysine plants. 20 10 40 concen-
trate and feed additive plants, and an
unspecified number of medium and
large mixing plants. These plants will
produce mainly compound poultry
and dairy feeds according to MOC
specifications, for distribution to rel-
atively large poultry and dairy enter-
prises situated near urban areas and,
to a lesser extent, for specialized
households. The feed additive and
premix plants will also supply small
mills in the system with producis 1o
be mixed with locally available in-
gredients. Small mills will mainly pro-
duce comparatively low-quality

With offices in Beijing, the US
Wheat Association (USWA), the US
Feed Grains Council (USFGC), and
the American Sovybean Association
(ASA) are all positioned 10 help in the
modernization of China's grain and
feed sectors. The US Deparimem of
Agriculture cooperailes with these and
other industry- and American farmer-
sponsored organizations 1o promote
American agricultural commodities
overseas.

The USWA sponsors programs to
improve flour quality and promote
flour consumption. Its model flour
mill and hakery in Beijing and instant
noodle plant in Shanghai include dem-
onstration and training facilities 1o ex-
pose the Chinese to modern produc-
tion techniques, equipment, and
technology. USWA also opened a mill-
ing and baking school in Guangzhou
in 1985,

The USFGC and ASA organize feed-
ing trials and demonstrations 1o itlus-
Irate the. advaniages of modern feed-
ing practices for animal and poultry
husbandry. They also conduct 1ech-
nical seminars and feeding trials.

—— el
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US ORGANIZATIONS ADVISE CHINA ON GRAIN

" a prototype for future large-scale

USFGC and ASA, like USWA, sponsor
or assist in the exchange of 1echnical
delegalions and host study groups in
the Unned States. USFGC recently es-
1ablished a model mill in Nanjing
to manufactare sitamin/mineral/
protein premixes for nonruminant
animal and poultry feed. Tech-
nicians from all over China are
being trained at this facility, and the
Chinese plan 1o use the mill as

mifl construction.

To expose the Chinese to corn mill-
ing 1echnology and the use of starch,
the USFGC, the USDA Foreign Agri-
culture Service, and 1he US Corn Re-
fineries Association have supported i
aumber of visiing delegations in the
past 18 months. In addition, the US
Internarional Trade and Development
Cooperation Agencv is funding a fea-
sibitity studyv for a targe corn mill in
Shanghai. If construcied, the mill’s
anmual capacity would include 60,000 -
tonnes of alcohol, 20.000 tonnes of :
HFCS. 30.000 1onnes of syrup, 3,000
tonnes of citrie acid. and 5,000 tonnes
of modifred starch. —I1.E

mixed feed for hogs.

The feed industry's needs include
equipment to mix feed to exacting
specifications, assistance in the use
of pre-mixes and feed additives in
formulating balanced diets, and
instruction in the role of protein (es-
pecially an acceptable amino acid
profile).

Providing for future security

China’s grain production will
probablv continue on its upward
trend, but the 1985 dechne indicates
that the rate of increase will likelv be
much lower, and more difficult to at-
tain than during the past six vears.
The Seventh Five-Year Plan (1086-
1990) sets a grain production targe
of 450 million tonnes by 1990, an
increase onlyv one-half as large as that
registered from 1978-1984. The
19490 target is attainable, but will re-
quire increased investment and ac-
celerated introduction of scientific
farming techniques.

Furthermore, agricultural policies
mayv have ta be adjusted to dispel the
growing reluctance of some to grow
grain. Given the existing price struc-
tures, it is often more profitable to
grow nongrain crops. farm part-time,
or work in higher paying local indus-
tries. Some farmers hesitate to grow
grain because markets are uncertain,
selling grain is difficult, and grain
storage is not always available.

Under these conditions, gratn pro-
ducers mav lack incentives to in-
crease grain production as rapidly
as the government plans. But if
China’s multifaceted program to
improve grain handling and process-
ing succeeds in getting grain to mar-
ket faster and turning grain into
higher-value products, farmers may
have the inceuntive thev need 10 grow
grain. . £
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China’s Major Crop Production by Province

Anhui 1984 output Change since 1579 1984 output in million metric tonnes
rice 14 +28%
wheat 6.46 +65%
oil crops 971 +118%,
cotton 234 +140%
IAY “‘f‘i‘g-—?ﬁg;?‘""% Fujian 1984 output Change since 1979
RER N rice 73 S,
A tubers 835 o2%

sugar

Hebei 1984 output Change since 1579

wheat 7.16 +13%, XINJIANG

com 6.40 +2% b o ’
fruit 134 “70%, f 'd g 77

cotion 1.05 +808'%, \% ﬁ' -

11384 output Charige since 1979 -

Henan 1984 output Change since 1979

wheat 6.5 +70%,

corn 5.23 *%

cotton .869 +94'%,

oil crops 525 +42%,

T Y At SR

Hubei 1984 output Change since 1979 { -

4 rice 157 2%, -7

LT o ¥56% . wheat 378 +33%
TR cotton .606 +35%.
T4344% . oil crops

Ch
.‘1'° N

ange since 1979

Guangdong 1984 output Change since 1979
rice 179 +16%
tubers 142 +*ZX

sugar 77 “115%, N e T B g T |
fruit 792 +178% = o /
w . 1984 output Change since 1979 Guan;xi . 1984 output Chzng&@éeh?ﬁ Yunnan 1984 output Change since 1979 ‘-/\/‘\{\
rice 2. 178 -2% ; 106 L rice 5.00 “31u | :
wheat 40 -26% LT 1 T corn 24 w2 | :
oil crops 116 25 sugar - S )] B 2 -4 | sugar 378 +108" ! 'J
cotton 106 +19% ot . 332 #13%. " 3| | 10bacco 286 ~155°% ! /
Jiargse -~ 1984 output Change since 1979 Sichuan 1984 output Change since 1979 Tibet 1964 output Change since 1979
rice T 17s +34°% rice 203 42k wheat 140 : WA
wheat 9.04 +69% wheat 7.03 “37% Hruit oM &Y —7
il crops .o +67%, sugar 2.2 5 -oil crops 013 64 !
cotion 665 +25% oil crops 118 BT .
Zhejang - 1884 output Change since 1979 Guizhou 1944 output Change since 1979 Shaanx} 1934 output Change since 1979
rice 154 +16%, rice 407 «251, -wheat 450 R
wheat 102 +36% corn 215 S i | com ERH +8%
sugar 707 +6% oil crops 305 +180'". i fruit 262 +103%
oil crops 339 +25% tobacco 238 +124" i | oit crops 193 +101%,
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Growth in GVAO 1979 to 1984

[ 25-45% [} 66-80°
T 46-65% 81-112°

Grains . Economic crops

i sugar cane
i
| éxf wheat ~ oil crops
! f corn fruit
= cotton
’_/J tubers
tobacco

GVAO = Gross Value of Agricultural
Output, consisting of tarm crops.

forestry. animal husbandry, fishing,
and sideline occupations

oY
BENING § & /;}g?
V3 # & :
‘ jAx “ s I
TIANIN &7 7 }} |
SHANGHAI ﬁ\\ F‘;Z\Z ::f’

‘ A2 e £

[
r«]\ SICHUAN

| I d

> :"'Tl ’:-: g
& 4
B

A

Ningxia

wheat
sugar T 266 S 41389% - -
/ oil crops LOM +106%, .
GUIZHOU
/\{ Ve ,-{‘1 Xinjiang 1984 output Change since 1979
\ L"Q 762 J wheat 3.03 a4,
:‘ Ao '?\ corn 139 +7%
A sugar 616 +108%
/‘ YUNNAN fruit 342 “140%,

/ V’ »£.\ o " GUANGXI —
/ i f? Nationwide 1984 output Change since 1979
* rice 178.2 24",

-7 wheat 87.8 4% _
! corn 734 270 3
| tbers 285 0. 2
sugar 395 +671%. £
/L oil crops 1.9 +85"%. é
: Nap prepared by Valerie ). Chang frit 984 0% :
’ SOLRCE 1985 Chinese Agricultural Yearbook, State | <"°" 6.26 1845, H
1obacco 179 *90'%, z

Seatistical Yearbock and National Council files
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Briefing Note on Cangda's *ositizn -n the (minese Potash Mareet

General Information

“Potash” is a general term referring to potassium-based compounds used
chiefly as fertilizer. Potassium chloride (KC1), known commercially as
muriate of potash or MOP, is by far the most important type of potash.

Canada is the world's second-largest potash producer, behind the Soviet
Union, and accounts for about 40% of world potash trade.

Potash is mined in Saskatchewan and New Brunswick. Saskatchewan production
has been continuous since 1962 and accounts for about SOX of Canadian
capacity, while production in New Brunwswick began in 1983.

Nitrogen, phosphorus (provided by phosphates) and potassium (provided by

potash) are the three major plant nutrients. lhey are complements and must
be used in the proper balance if the most profitable yield is to be achieved.

Information About Chinese Agriculture

China 1s the world's largest agricultural economy, with 69% of its enormous
labor force in agriculture (vs 5% in Canada).

Principal crops are rice (23% of sown area), wheat (21%), corn (13%), tubers
(6%), oil-bearing crops (6%) and cotton (5%).

Crop yields have increased steadily since the 1949 founding of the People's
Republic, but the growth since the introduction of the "Responsibilily
System" in 1978 has been spectacular.

Between 1978 and 1984, rice yields grew by 35% while wheat yields grew by
. 51%. In that period, rice productinn rose 31% and wheat production rose €5%.

Under the Responsibility System, Chinese farmers have new freedom to decide
what crops to grow and how to grow them. More importantly, once the
farmer's quota has been met, he can sell surplus agricultural goods at local
markets at prices higher than those paid by the state.

As a result of the crop production increase, the gross value of China's

agricultural output (in constant-yuan prices) rose 71% between 1978 ana
1984. Rural farm incomes have risen accordingly.

Chinese Fertilizer Use

Chinese agricultural production has increased so rapidly partly because
farmers have used chemical fertilizer (as opposed 10 mahure) as never .
before. Between 1978 and 1984, chemical fertilize- consumption (by nutrient

weight) doubled.




But soll scientists inside and outside China say farmers have relied tcr
heavily on nitragen fertilizers which are popular because their effert --
plants is immediate and pronounced. But the increased Ggrowth alsc mean-
increased take-up of other nutrients from the soil, particulariy phosphec-.-
and potassium.

Use of chemical nitrogen fertilizers has increased from virtualiy zerc -
1549 to the point-where China is now the worid's largest user of nitrogen
fertilizers.

As a result, Chinese soil scientists say China's soils--particularly in :re
south--are increasingly deficient in potassium and phosphorus. This mear:
increased nitrogen use will not increase crop yields as much as it did
previously--and after some point more nitrogen will actually decrease yieics.

In cffect, through their concentration on nitrogen fertilizers, Chinese
farmers are depleting the soils thefir children will farm. Since all land i~
China belongs to the government, an analogy can be drawn to a3 tenant
lowering the value of his landlord's house by not maintaining it.

An indication of the imbalance in China's fertilizer usage is that in
1984-85 China accounted for 21% of world nitrogen consumption but only 3% cf
world potash consumption,

Another indication is that China's ratio of nitrogen to potash usage in
1985-85--an unsually heavy year for potash use--was 100:6, compared with e
world average of 100:38. Soil scientisty say that a reasonable goal for
China would be 100:20--which would implies a tripling of present potash
consumption, even without increases in nitrogen consumption.

This problem is occurring in other Asian countries and has already been seen
in South Korea and Taiwan. In South Korea, for example, the government
attempted to redress the imbalance by requiring farmers to buy a bag of
potash fertilizer when they bougth a bag of nitrogen fetrilizer.

China spends about $1 billion U.S. a year importing fertilizers, but these
are mostly nitrogen and phosphate fertilizers. China could reallocate its
fertilizer purchases toward potash and spend no more foreign exchange, if
only central planners believed the money would be better spent on potash
than on other fertilizers.

Acttual purchases are made by China National Chemicals Import & Export
Corporation, more commonly known as Sinochem. Sinochem decides only who to
buy from, not how much to buy. China's decision-making process is hard for
outsiders to become familiar with, but we believe the State Planning
Commission decides how much of which fertilizers to import.

Canada's Role as a Potash Supplier to China

following are Canadian sales to China, according to Statistics Canada:

1983 536,539 tonnes of product valued at $59,420,000 Cdn.
1984 577,146 tonnes of product valued at $71,156,000 Cdn.
1985 194,351 tonnes of product valued at 324,285,000 Cdn.

149% 310, §45 Frunes of pruduct valued of 97,226,000 (dur.




Saskatchewan is the leading potash supplier to China, because the province's
highly efficient mining techniques and low ocean-freight rates make its
prices highly competitive. Note that developing countries sometimes believe
that anything from a developed country must be expensive, and that's not
true of potash.

- A1l potash sales from Saskatchewan made outside North America are made
through Canpotex Ltd.. Though membership in Canpotex is open to any
Canadian potash producer, currently the seven producers in Saskatchewan are
members while the two New Brunswick producers are not.

- Canpotex's main competito}s in the Chinese market are East Germany, West
Germany and Jordan; on a more intermittent basis, New Brunswick, Spain, the
U.S. and the Soviets also sell to China.

- Canada is in the best position to guarantee security of supply. Not only
are Saskatchewan's proven potash reserves sufficient to continue production
at current levels for hundreds of years, but Canpotex also supplies product
from ten mines that moves to two terminails in Vancouver via two
railways--making even temporary supply interruptions very unlikely. The New
Brunswick producers also are developing reputations as dependable suppliers.

- Aside from an annual lecture trip by European potash agronomists,
Saskatchewan is the only producing region that does more than just sell
potash to the Chinese. 1In 1983 Canada, Saskatchewan, and the potash
industry began funding the Canada/China Potash Agronomic Program in two
Chinese provinces. 1In 1985 the program expanded to another five provinces
and now funds research into the effects of potash on crop yields and crop
quality at almost 100 sites in the seven provinces. The program also
sponsors exchanges of scientific personnel; for example, two Chinese
students are now doing graduate work at the University of Saskatchewan.

- Prime Minister Mulroney presented the Chinese with a pilot fetilizer bulk
blending plant when he visited in May. Though there are thousands of such
plants in North America, there are none in China. We hope this gift will
help the Chinese become more sophisticated fertilizer users, particularly in
placing more emphasis on balanced application of nitrogen, phosphate and
potash. The bulk blending plant will blend these three nutrients into 2
single product.

For further information, contact:

- Mr. George Barry, Senior Mineral Economist, Energy, Mines and Resources
Canada, Ottawa (613-995-9466)

- Dr. Kenneth Pretty, President of the Potash and Phosphate Institute of
Canada, Saskatoon (306-652-3535)

- Hr. John Redid, Assistant Deputy Minister, Saskatchewan Energy and Mines,
Regina (306-787-2494)

Saskatchewan Energy and Mines
Policy Analysis Branch
December 1986
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NEW CHINA SALE

A major new sale of Saskatchewan potash to China was announced today by
Erik tkedahl, President of Canpotex Limited, upon his return from that
country. The new contract covers an additional 300,000 tonnes of potash

for delivery to China prior to Oecember 31, 1987.

*The value of this contract is about $30 miilion, which represents a
considerable price increase over material shipped earlier this year," Mr.
Ekedahl explained. "Our total shipments to China this year will be at a
record level, approaching one million tonnes, and reflect the success of
our market development program, upon which we have spent more than $1
million annually for the last three years. Chinese farmers are beginning
to recognize the need to use more potash to balance the large amounts of
nitrogen that they already apply, and we fully expect that China will

continue to be a major growth market for Saskatchewan potash,® he said.

Canpotex is owned by the Saskatchewan potash producers and sells potash

to offshore markets in Asta, Latin America, Europe, Oceania and Africa.
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Sot n
For U.S. Exporters

Offers Potential

By Larry Senger

-, ,.;'n Crina ollers U.S. exporters
«enhi! for agncultural sales. While
s een opportunities hie in livestock.
w0t and related industries, there also
- . tor sales of other products
. as tugh-value toods, wood and

ey
Good Prospects for Breeding Stock

.. .tn China s currently in the process
< ouermizing and developing its

.o wtock and feed industries During

st neext? five years, these sectors likety

« reguite substantiat imports of

treecing stock, teed grains, feed

ndduntry and hivestock equipment

~itnsugh breeding stock imports
- hineeed in 1986 due to a combination
¢ 1 lack of foreign exchange and
»oanent Quarantine requirements,
semand still exists and could translate
ceto imports in 1987,

Deveiopment of the ivestock sector in
Louth China has resulted in growing
rmports o! dairy animals and hogs for
breeding A joint venture U.S.-Chinese
¢inry farmin the Guangzhou suburbs
imported about 360 bred Holstein
theaters in early 1986 to supplement the
YHO 1mported a year earlier.

413 S -Thar joint venture in the
tuenzen Special Economic Zone three
nirs south of Guangzhou imported

10u1 500 U.S. hogs in two different

shupments in 1985,

A U S -Chinese joint venture hog farm
ne-ar Guangzhou imported roughly
*.900 U S. hogs in late 1985 and almost
' 50010 1986. The same U.S. supplier
of these hogs has plans to export more
breeding swine this year for proposed
ynt venture farms in Sichuan, Hebei
ang Guangdong provinces.

s
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o e T
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" These large hog imports represent an

investment in producing a leaner, more
modern hog than traditionatly has been
raised in China. This effort has been
spurred by the fact that Chinese
consumers are willing 1o pay a
premium for leaner pork.

Competition for Sales Is Stift

In 1987, demand for breeding stock will
be afiected by the growing tightness of
foreign exchange and by stiff
competition from Australian and
Canadian sources of breeding stock,
especially tor dairy animals. Chinese

September 1987 8

health requirements lor animals trom
Canada and Australia are somewhat
less stringent than lor livestock coming
from the United States.

However, South China importers ot
livestock from Australia and Canada.
perhaps because of the less stringent
overseas screening requirements, have
had more problems getting animals
cleared during the local quarantine
process. This may translate into some
increased interest in U.S. breeding

‘livestock sources




10 Foreign Agriculture

Feed Needs Must Also Be Met

In addition, South China will require
imports of corn ang soybeans to meet
the demand of its livestock sector for
quality feed. Although these
commodities currently are being
exported by northern China, they are
in short supply in the south.

China was active in international corn
markets in late 1986 and early 1987,
making purchases largely tor
destinations in South China. China
also bought U.S. soybeans in 1986.

China's transportation infrastructure is
not developed sutficiently at this point
to make shipment of feed grains from
surplus to geficit areas economically
feasible. Unless there is a concerted
etfort to transport teed grains from the
north to the south. South China will
most likely have to ook to toreign
markets to meet the growing demand
for quality inputs for compound and
mixed feed.

Industry Is Active in South China

To increase the demand for feed from
potential beef producers. the U.S. Feed
Grains Council. an industry group
({cooperator) that works with the
Foreign Agrnicultural Service on market
development efforts. has conducted
feeding tniats on two dairy farms near
Guangzhou to gemonstrate the
feasibility of raising dairy bulls for
beet.

The Council also has sponsored
technical seminars on beef butchering
and preparation. Several experts from
the United States also made {requent
visits to the Guangzhou area 1o discuss
the {eed gran situation in southern
China with loca! otficials

These efforts in South China began to
pay off in iate 1986 when Ctuna
purchased several shiptoads of U.S
corn, much of it destined tor southern
China.

Possible Sales for Other Commodities

Although the greatest trade potential is
currently in the feed and livestock
sectors, South China promises to
become a growing market for other
commodities, such as wheat, high-
valoe foods, wood products and
leather materials.

South China has traditionally been a
rice-consuming area, but tastes are
changing and demand for wheat
products is growing. Relatively high-
priced. high-quality weslern-style
bakery products sell well in
Guangzhou. This shitt in tastes could
lead to increased imports ot wheat into
southern China.

U.S. Wheat Associates, a cooperator
assoctation, continues to push ahead
with these etforts in southern China.
The group has a well-developed baking
technology transfer program n
Guangzhou. Several bread, pastry ang
noodie experts make regular visits to
Guangzhou to give seminars at the
Sinp-American baking school, which
trains baking students from throughout
China.

Demand for Western Food Is Growing

The number of international hotels in
South China is expanding rapidty.
resulting in a small, but growing
market for western cuts of high-quatity
meat. high-quality fresh food specialty
items (oranges, strawberries and
avocados). wines and other western-
style prepared toods.

To take advantage of this trend, last
vear, the Foreign Agricultural Service
sponsored its first menu promotion at a
major hotel in Guangzhou that caters
to tour:sts and foreign business
representatives.

This "American Food Fortnight”
promotion featured U.S. beef.
vegelables and wines. The promotion.
particularly for U.S. steak, attracted
more customers than usual {0 the
participating hotel restaurants.

As a result of the favorable response to
U.S. beet products during and after the
promotion, the hotel management
decided to discontinue sales of New
Zealand beet in tavor of the U.S.
product.

The hotel also continued to sell U.S.
wines after the promotion, and has
noted wide acceptance and popularity
of U.S. “wine coolers.”

South Chinese Have More Hard
Currency To Spend

Because of its proximity to Hong Kong.
loca! Chinese in South China are
relatively well otf and have hard
currency to spend. In southern China,
unlike in most of the country, Chinese
are not restricted from entering
international hotels.

Although it is probably overly
optimistic 10 predict an early, large
market in South China for western-
style prepared foods. large segments
ot the urban population in Guangzhou
and the Shenzen Specia!l Economic
Zone have access to specialty outlets
catering to western tourists and like to
experiment with these toods.

In time, this could lead to new markets
for high-vatue food products. However,
the United States will face stiff
competition in this sector {from
Australia, New Zealand and the
European Commuruty.

Demand also exists for wood and
leather progucts. Current woogd
product import demand s primarily {or
logs. But opportunities to expand into
sales of processed products atso are
being examined. The National Forest
Products Association is doitng a study
on the Chinese market tfor lumber

In addition, both internal needs and
export demand for leather goods may
generate import markets for hides and
skins, as well as semi-finished and
finished leather. ®

The author 1s the U.S. agriculitural
trade officer in Guangzhou.
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Introduction

anadian business views
China today as the new
commercial fronticr.
Although Canadit has heen
shipping wheat and other
raw materials to China since the
curly 1960s, with the much-heralded
“opening of China’s doors™ and the
sudden excalation of demand for
manufactured goods, there is 4 feel-
ing in the business community that
vatuable new inrauds are possible
nto this hillion-person marketpluce.
In arecord 1985, the Canadian
Embuassy in Beijing handled approx-
imately 2000 business visitars, up
stznificanty fram 1984,

Any Cunuadian businessperson
w ho believes that the exploiiation of
the Chintese marketplace is a simpie
matter of accompanying o tride nus-
ston, or supplving a marketable
product. or perhaps tryving to trade
on the mame of Nornio Bethune. s
m for a rude awakening. Negoloting
within the framework of a comple,
ancient sind modernizing civibization
cntds caretul prepmaiion: i st
Class competitn e product that ey

i
L
¢
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w
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Stowdy, the doors 10 Ching are opening .. ..

need. well-disciplined paticnce and
finely honed tlexibility in attitude to-
ward what “the hottom line™ means,

But even when Canadian entie-
prencurs have satisfied these entena,
they often overlook one of the most
critical requirements for success in
China: the gbitity 1o bridge the cul-
twral gap between our two nations.
Unless Canadian companics under-
stand the social, cuttural, palitical
and economic contexts of the
Chinese world, ununticipated prob-
tems will most certindy arise during
negatiations becatise patterns of
tlunking and styles of persuasion are
not upiversal: they are determined
by sociahization i particelar
culture.

Sothat Canadians night be betier
prepatred fo undestand the historicad
culitiral contests o do business
Asian and Pacitic cotuntries. e A

vecte Foundition of Canada orzan-
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ized a Seminar on Cross-Cultural
Business Skills. The following paper
was presented at this Senmunar by the
Foundation's Vice-President of Edu-
cation and Culture, Jan Walls,

Dr. Walls has a Ph.D. in Chinese
language und culture, has lived und
worked in both China and Jupan,
and has served as a Canadian inter-
preter and adviser on gavernmental
and corporate missions ta these two
countries.

The Cultural Context
of Communication

caders of Murphys Law
may recall Barth’s Distine-
tion. which savs: “There
are two typos af people in

A the world - those than

divide people into two types. and
. e " . |
fane that don't.” T the sane spant,
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Linate you to consider "Wally'
Distimction™, winch states that there
are thiee types of people who offe
advice about dealing with Chinae
stiophiles, sinophobes, and
sumdagues. The sinophile @ picatly
evudes enthusiasm for mast things
Chinese and directs our attention to
the unprecedented opportunities for
mutual benetit in dealing with China
today and womorrow. The sinophobe
tprcally focuses on the ditficulties
ot dealing with China vesterday and
today and is rather cynical about the
apportunites of tomorrow, only
reluctantly admitting that since the
Americans, Japanese and Australians
are over there actively pursuing their
interests, we probably should be
ding samething as well, even
thouph we will be disappainted.
Enter the stnologue.

The sinulogue takes a more objec-
tive approach: exudes positive en-
thussasm for the challenge of un-
tangling and clarifving the jumbled
mass of upportunities und con-
straints that constitute China today.
considers cach unique mixture of op-
portunity and constrtint within its
own relevant context — local, reg-
1onal, national and intermational —
summarizes the sttusation, and lets
vou draw vour own conclusions,

As a committed sinologue (some
would say a sinologue who should
have been committed long ago), |
am one who takes perverse pleasure
in being able to switch approaches ot
will from critically sympathetic to
sympuathetically critical; 1o examine
the evidence: to draw a tentative
congclusion; then to find out what the
Americans, Jupanese and Australians
are doing. revise my conclusion and
make recommendations accordingly.
Ulumately, however, I must admn
that most attemipts to describe
China. whether by sinaphile, sino-
phobe or sinotogue., are rather like
grving responses to o Rorschach ink-
biat test: thev tell more about the
observer than about the observed,
since most observers temd 1o see
what they cxpect to see, need to
UL O Wil Doy sel

One turther dischumen Teetvens
nervous coch tnoe 1 eaake gencraliza-
tions ahom Ching iad the Chinese,
Hoving tived and worked o Beipng,
and Bvimg vistted nesteugor cinies
i svartons parts of China, §feel sate
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in saving that amonge tdos nearly one
hitth of all mankind. there s at feast
as great a degree of cublurad and fin-
cmstic diversity s can be found in
all of Western Europe — vetwe
rarely lump thase countries together
and generalize about Western Euro-
peans. Ay only reason then, for ever
attempting this Kind of exercise with
the Chinese is that 1 know if T don't
sameonc cise will, and at feast I can
exereine shme control over what / say.

The Importance of_
Context in
Communicating

One of the most highly developed
skills in contemporary Western
civihization is dissection: the
split-up of problems into their
smallest possible components.
We are good at it. So good, we
often forget to put the picces back
together again.

This skill is perhaps most
finely honed in science. There we
not only routinely break pmhlems
down into bite-sized chunks and
mini-chunks, we then very often
isolate cach one from its enviran-
ment by means of @ useful trick.
We say ceteris paribus — all other
things being equal. In this way,
we can ignore the complex in-
teractions between our problem
and the rest of the universe.

Alvin Toffler, “Foreword.” in
Nva Prigogine & Isabelle Stengers,
Crder Out of Chaos, Toronto, 1984

wo fundamental approaches
have evolved in the worid as
bases for human behaviour:
one 1s the concept of mdi-
vidualism. the other is the
coneept of interdependence. Both
approaches attempt to salve the
privnary human ditemma of reconcil-
ing individual liberty with the cqual
need of social or group responsibil-
1y,

On the one hand. the concept of
individualism is the logical result of
aset of values and it beliet system
that are products of the Western
“aromstic” world view as described
i Tofler's words ahove, The con-
cept of interdependence, on the
other hand, is the legica! result of

set of vatues and a belief system
that arise within the Eastasian “or-
ganic” (or holistic) world view —
that is. secing entitics or organisms
as imterdependent “wholes™ nuther
than independent “pants”.

When these two approaches reach
their irrational ¢xtremes. one he-
comes “rugged individuadism,”
which ignores or discounts the need
of humans for social cooperation to
achieve individual fulfillment. and
the other “ragged collectivism.”™
which ignores or discounts the need
of persons for individual treedom o
achieve social fulfiliment. Mo
mature and stable societies evolve
systems that at least temper such
extremes, even when they naturally
lean toward one of the two sides.
This tempering is a form of com-
proniise, and regarded as an unfortu-
nate necessity.

A cultural preference towards
cither individualism or interdepen-
dence has arisen out of concrete
historical experiences and usually is
assumed to be valid for you because

-1t s valid for me. This assumption
is false, of course, because i ignores |

the importance of context in the
conditioning of our pereeptions of
reality and thereby what determines
meaning for us. It is these false
assumptions arising from contextual
ignorance that are tie primary cause
of misunderstanding in intercultural
communication.

One of the Western world’s lead-
ing authoritics on cultural and non-
verbal aspects of communication.
Edward T. Hall. makes the following
observation in one of his thany excit-
ing books on the subject, Bevond
Culture:

A high-cantext communication
or message is one in which most
af the information is cither in the
physical context orinternalized
in the person. while very little is
in the coded. explicit, transmitted
part of the message. A low-con-
text communication is just the
opposite: iLe.. the mass ot the
information is vested in the
explicit code. ... . Although no
culture exists exclusively at one
end of the scale. some are high
while others are fow, American
culwure. while not an the hottom,
is toward the lower end of the
seale. We are still consideribls




above the Gernum-Swiss, the
Germans and the Scandimavians
i the amount of contexting i
necded mevervday e,
China. the possessor of a great
and compley cultiire, s on the
high-context end of the scale.
Thus when i the past we spoke
ol our stercotyped Chimese as “in-
serttable”™ we were in fuct revealing
our ow i low-contest” bias towards
cxpliciiness in describmyg the
Chitiese “high-contest”™ bias towards
emphiciness. I we can understand
and accept distincions in the ways
people an didlerent cultures express
thesinelves, we can also understand
heva, i the past. these have formed
a mam obstacle 1o our effective
communication with the Chinese.

Primary Orientation
and Chinese World
View

7 hen Rudvard Kipling
wrote “Oh East is
East and West iy
West, and never the
twain shall meet.”
he was indulging in a subjective
tantasy. o fuantasy that assumes the
enistence of an absolute and stan-
dird v rewpoint from which the
world may be observed und analysed
l)‘f\jL‘\'[i\Ci_\'.

in fact. Kipling's own viewpoint
wan narrowly Evrocentric, for the
Asiatic continent and subcontinent
may be calied “East™ only i viewed |
nom Lorope or Africa. From our
own North Anierican perspective,
Western Europe is the Near East,
Lintern Europe is the Far East, Fast
Astais the Near West, and Central
Asiatis the Far West. Recognizing
the relativity of viewpoints, and ac-
cepting the legitimacy of ditfering
perspectives, ds the starting point for
clarifving (not “transcending™) con-
textnad differences and moving to-
wards mterculiral understanding.

What follows is a briet stateient
of toar cultural charactenisties that
awre imphictt in a tpical Chinese act
af commupication. They grow out of
the “prinvary cultural approach™ |
have abicady deseribed as an interde-
peicbent view of hunum cmdeavouns

as opposed 1o the individualisae. I

One-fitth of mankind sequares o ceriam amemt of conformny.

we aceept the tundimental impor-
tance of this orientation in Chinese
culture, then we can berter appreci-
ate the validity of 1hese cultural
characteristics.

1. Emphasis on Responsibility
Before Rights

Individual nghts hive always been
defined by social and fanily roles in
China, in direet opposition to our
own orientation. We glmost uncon-
sciousty view clearty defimed social
roles as fuctors that inhibi indi-
vidual fulfillment. We tend to post-
pone judgement on social toles until
individuals have had o chanee 1o
demonstrate their comperence. Gen-
erally, Chinese have assomed that or-
eunic responsihitity. — jesponsibility
1o the greater whole -- precedes
individual rights,

2, Fmphasis on Conformity and
Harmony Before Diversity

Diversity asa value in Chiese cal-
ture s zeneradby been encouraze:d
but onby tathe extentrbal i does ol
disrupt the harmons o e croup.
Avan this s the oppasls ol vur
prefericd ortentation. We et soen

courage co-operative harmony, but
only 10 the extent that we do not
stitte individual motivation. The
very diversity of regionzl cultures in
Chiina has the effect of reinforcing
the need to maintain contormity and
hurmony.

3.  Emphasis on Interpersonal
Relationships over Formal
Systems

The Chinese have historically shown
an overriding concern with self-dis-
cipline and the development of
mutually beneficial interpersonal
relationships rather than formally
defined and legadly protected systems,
which they perceive us being too
impersonal 1o be relied upon in the
long run.

This oricstation helps to explain
the traditional Chinese distrust of
written fezal svatems as opposed to
personal moral authory, Onee
again, our view i almost the oppo-
~ites we msdutionahize depersonali-
ration, symbolized by our vesting of
wiauthority in writen faws and in
wriiten contawctual agreements,
Chia v iny g 1o nove an this diree-
tion. but such s fundamental change
HurieRtaion is ot ey o naple-
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Mot Beeause it unolves atttudinad
Changes o cultnalby cmbedded

deas,

4. bFmphasis on Ritualized
Kehan iour Before Spontancity:

Fins conphasis results in wha we
ustally regand as suppression ot indi-
vidual spontaneity in group situd-
toms, and again it is almost the
appesite af the North American
approsch. which isto dispense with
rormalities and get to the heart of i
aues s quichly as possible. Rituals
ke tmie. and “time is money.”
Even though mast Chimese today
will admit that “shijian jiushi jin-
gian” (Hime is oney ). ritualized
behaviour continues 1o be almost “in
the blood. ™ T exists for a practical
reason: it provides an acceptable

e e ——

frework Crcontext”y tor develop-
e personal relatonships. 1t also
gives individuals wsense of conli-
denee because they are unlikely o
do or sy “the wrong thing” socially
or politicaliy. Ouly after a sense of
personal invohvement. trust and ¢on-
fidence has developed are rituals
reduced substantialiy.

Context and Perceived
Mieanings:

g v most Chinese any trans-
action. whether business or
social, is almost inconceiv-
able apart from its holistic
CONtEXt, i.¢.. ity proper place
in an entire network of interdepen-
dent relationships. And this phe-
nomenon is simply a natural extension

of the tact that in Chiuna g person i
conceivahle only in terms of his her
aftiliations — family, work or
polincal.

Tor give an example drawn from
yamily e a person is ver weldom
addressed by his personal name. As
4 child. one is identified and addres-
«ed as “Fider Brother,”™ “Second
Brother.” “Elder Sister.” “Second
Sister.” and so on. which imme-
diately plays down what we
would call one’s individuality in
favour of one’s family role — pat-
rorns of eapected behaviour in rela-
ton o the rest of the family.

When a girt marries into a family,
she steps into the web of privileges
and responsibilities sttached to the
role her hushand plays in the family
network . There is room for individu-
ality 1o be sure. but it must be di-

Some Do's and Donts:

1. Do not expect the kind of
directness WestemeTrs are accus-
tomed to. There is a Chinese suy-
ing “'Li duo, ren bu cuai” which
means that “people never tahe of-
fence at good manners.” In prac-
tice. this ofien means that a per-
on in China will go out of his
way to avoid embarrassing, dicap-
pointing or offending you by al-
luding gently to a negative an-
wwer rather that coming right out
and saying “no” even when the
answer is clearly “no”. Most
Chinese (and Eastasians gener-
allyy prize subtlety and harmony
s much as we prize directness in
“calling a spade a spade™. This at-
titude is changing in China littl
by httle. but a1 present stifl pre-
vails.

2. Never allow enthusiasm o
override good manners. Exude
“restrained enthusiasm™ about
sour own product or service. Al-
though lack of enthusiasm will he
interpreted s retlecung 4 lack of
confidence. unbridicd enthusiasm
will he seen as lack ol selt-conuol.

3, Never intormupt your coun-
ferpant. Even a supportive state-
ment af signficant coanieresam-
ple s anmierruption and will he
aterpreted as cvadence of bad
Mannbers.
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4. Do nat let yourself sound.,
look. or feel like a sales penon.
Forget about the superiority of
vour product or technology —
that will have been assumed be-
tore the Chinese agreed to see
vou. Instead. project the image of
a4 competent problem-solver look-
ing for the best solution 10 a sup-
ply-demand sttuation through
mutual co-operation, and for
mutual advantage.

5. Do, whenever possible,
take your own translator/recorder
10 meetings. Having a writien re-
cord of discussions is an aid in
keeping some control over the
negotiations.

6. Do not build up your own
product or service by putting
down the competition. Your
strength should be demonstrably.
not rnetoricatly, superior. Any
undue harshness directed at your
competition will be seen as insec-
urity on your part.

7. Do not display arrogance.
Mont Chinese abhor it, especially
in forcigners. Modesty has been
traditionalhy, and is still, greatly
respecied in China, and the
Chinese appreciation for under-
satement approaches that of the
British. The Chinese have always
ctid “When you have real musk.
s tragranee Wil speak for itself™
“you she. 1-ran viang.” The late

Premicer Zhou Enlai was asu-
preme master of the highly prized
art of displaying sclf-confidence
in a modest way, winnmg for him-
«!f the near universal admiration
of Chinese and foreign observers
alike. :

8. Do not let political state-
ments of connotations (cither pro-
or anti- socialist or capitalist}
crecp into your presentation. It
can’t possibly benefit your case
— and might harm it. Most
Chinese are not in the least
interested in our political convic-
tions. or in our opinion of theirs.

9. Do not remind the Chinese
of their technical or managerial
backwardness. They arc only too
aware of it and will remind us and
themselves frequently cnough.
What they want from us is atford-
able. adaptable, workable solu-
tions to their technological and
managerial problems.

10. Do not lose your lempert
publicly. It may be taken as cvi-
dence that vou have abandoned
the overzll harmonious relation-
ship within which business 18 con-
ducted. and this harmonious con-
text is of paramount iMportines.
If the harmony is disrupted by a
public display of temper or ex-
treme impatience, the core of the
relationship has been damaged.,
and the whole game may be over.
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rected towaad the better performance
ob one's already established rolc in
the family.

Over time. most Chinese gener-
ally come to identify so closely with
fanily that they cannot even con-
ceive of themeselves autside its con-
1ent. This is purt of the reason why,
m spite of vears of separation from
family. they retain the sense of be-
tonging and of responsibility much
fonger than we normally would ex-
pect. In the same way they eradually
form ~similar identification with
other groups. Thus, the Chinese gen-
erally do not expect to be accepted
into any voluntary group as quickly
as a North American might.

This conception of self in terms of
a network of relationships based on
privileges and responsibilities has
carried over into the workplace, par-

tcudardy since fonmal athihabon with
awork unit in China s nearly a8
permanent and stable as fanuly
atfiliation. Permanent and stable
refationships must be based upon
mwtual feelings of trust and fong-
termt reliability. Therefore, as we
often hear from those who hnow,
“most Chinese don't hike dong
business with strungers.” no matter
how good the offered product or
service may appear.

In our own context. where con-
tructual obligations traditionally are
enforced by writien law<, we need
only assure ourselves of the quality
of the product or service we scek
and do not necessarily view a single
transaction as part of a more com-
plex and long-term relationship.

Coincidentally. this legal-contric-
tual way of relating 10 others abvo

serves 1o reinforee our sense of indi-
vidual. as opposed to collective. e
identity.

To most Chinese tand perhaps to
Eastasians in generalt, the mostim-
portant aspect of & trunsaction iy the
mutually beneficial interest of the
partics imvolved, and a contract 18
viewed as the public and formal
documentation of an important stage
in that ongoing relationship: hence
the tendency. traditionally, to expect
that a contract may be reopened for
further negotiation if external condi-
tions — that is to say, the context of
the contract — change after the sign-
ing. Contracts may be viewed as
binding so long as the conditions or
circumstances perceived at the time
of the signing are unchanged when
the time for execution arrives,

Historically. most Chinese have

Morcover, foss of temper indi-
cates fack of civility, and no
Chinese would trust an un-
civilized panner. Chinese or for-
cign. It your patience wears thin,
or vou feel a deadlock has been
reached., it may be a good idea to
let the matter stand until a third
party can explore the problem and
possibly mediate to evervone’s ad-
vantage.

11. Do demonstrate as much
flexibility as possible without
compromising the “mutuality” of
the mutual benefit you're
negotiating. Be firm but not brit-
tle. like the bamboo whose admir-
crs over the centuries have almost
formed a cult. Chinese almost
waorship astute compromise (the
proverb says “Rang ren san fen bu
wei shu™ “A 30% compromisc is
not defeat™). but they have no-
thing but disdain and distrust for
anyone who backs down from a
hasic staid too quickly and with-
out apparent good reason. There-
fore always explain any com-
promise or change in your origi-
nal presentation or negotiating
Jance. Chinese generally don't
Jike surprises. and that includes
dramatic and unexplained com-
promises: if the reason is not
eaplained or very obvious, they
will assime that you are conceal-
ing your real reason, which could

not be a noble one. or else you
would have offered an explanation.

12. Do notoffer unsolicited advice
outside your own ficld of expertisc.
Chinese hosts tend to express their
own shortcomings and problems
freelv in many fields — cconomic,
political, social, technical — but they
do not expect a visitor to agree with
them overtly. Without denying that
they may have rcal problems, try to
stress the positive angle: it is a fact
that over the past 5.000 ycars Chinese
have solved more problems than we
have. When you do offer advice in
your field. try to express it clearly,
but with tact, consideration, and ap-
preciation of the fact that there may
be reasons. however unapparent 10
us, why the obvious solution has not
been applicd in a particular cir-
cumstance. Your Chinese hosts will
prize tactfulness and consideration as
much as they prize their own.

13. Do try to avoid the urge o0
parade your knowledge of things
Chinesc in front of Chinese hosts.
Especially avoid stating categorically
that “Chinese prefer this™ or “Chinese
never do that.” or "Chinese like tocat
this™ or “never drink that.” Rather,
ask for confirmation of generaliza-
tions or “facts™ you huve read or
heard: “Is it true that Chinese often
prefer this™ or “seldom like thut™
Chini may occupy only onc-twen-
ticth of the sorld’s surtace. but its

one-fifth of mankind is oo complex
and heterogenous for anyone to lay
claim to much cxpertise.

i4. Do, in general, avoid the term
“Westernization.” *Modemization™
includes some aspects of “Westerni-
zation.” but although most Chinese
seem wholly in favour of modemiza-

tion, they want no more than selective

Westernization, for many aspects of
the West are very disquieting, even
repulsive, to them. Remember, China
was “modern” when our ancestors
were shrouded in the dark ages. yet
we have never calied our process of
catching up with them “Easterniza-
tion”.

15. Do remember that, much as
positive change is desired by most
Chinese. officially and privately, the
weight and inertia of thousands of
years of complex and sophisticated
cultural tradition is not likely to be
profoundly changed for some time.
The sheer mass of interrelated parts
that must be correlated to achieve
anything beyond the superficial level
simply staggers the imagination. So
much of what must be changed is
cither bencath the surface, between
the lines. in the back of the mind. cul-
turally embedded, or otherwise pant
of the unspoken but assumed context.
that almost any task in China is bound
1o be far more complex and challeng-
ing than would be the case hercorin
any other “low-context™ culture.
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viewed a contract as a commercial
document that defines the desived
outcome of the transaction. We, on |
the other hand. view the contract as
a legal document that defines the
responsibilities of parties to cach
other and to third persons. The
Chinese would consider this defin-
itton an assumption underlyving
the contract, rather than its
substance. i
Apart from the “interdependent”
orientation that distinguishes the
¢ Chinese sense of identity trom our
, “individual™ orientation. there 1s
another factor that expluins why
most Chinese plice such i high pre-
mium on extended and holistic
relationships: they are accustomed to
a supply-demand situation wherein
“good relationships™ (commonly
catled "guanxi”) are the only assur-
ance of supply. Since the Chinese
market ftself has not usualiy been
i able 1o respond quckly or
i adequatedy o demand, the ondy
means to ensure supply has been the
i osupphier’s continued sense of goed
swall and obligation 1ownd the uses.

1

+

: e . l
; This alimost anconscions assap-
. . i

U non amderlving domiestic business :
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retutionships in Ching may also be
present in negotiations with foreign-
ers. Incidentally, when the Chinese
SOMCHITCS appear anxious to sign a
“memorandum of understanding™
with foreign delegations on their
first visit, they are usually striving
for o commitment to v o develop a
mutuatly beneficial relationship be-
catse they know that most delega-
tions visit focal hosts in several
cities, imd often the first one visited
may be the last ane recalled when
summing up the mission,

A potential source of confusion in
transactions with China ts that face-
~saving communications are ofien
minsunderstood by the Westerner.
Chinese often like to avoid saying
“no” too directly, and will use a
roundabout way or a cuphenism so
as o avoid spelling it out and having
10 witniess the visible disappoiniment
of the other panty. which would
cause i foss ot Tace for the visitor,

To eonstrimnts such as these add
the retatively fong chain ol com-
mand through which most substan-
ta e issues bave o pass in China,
sonphicated by the requirement for
tatenat approval at cach fevel ot the

chain, and you have great poiential
for & burcaucniic moniss.

Ao obiiguely stated reservations
or concerns it vanous levels of the
chain of command may have be-
come blurred and ditficult to
respond to when expressed. This iy
often inteipreted by the Westerner as
indecisiveness or burcaucritic
lethurgy on the part of the Cluncese,
when in fact itis 4 mumifestation of
the traditional preference for
impliciiness.

This difference in approach stems
from a combination ol diftfering or-
ganizational and cultural contents.
The position that the Chinese
negotiator expresses has most likely
been arrived at by a group approved
within his own organization and
perhaps even cleared with other lut-
eral organizations. As a resuli, he
has relatively hiede authority 1o de-
viate from the vriginal position with-
out prior consultation. Hence. the
ideal scenano is one in which tunda-
mental agreement has already been
rcached, leaving only superficial de-
tails 1o be thrashed out at the tormal
stage of negotiations,

Lack of understanding of the con-
texts, both cultural and burcaucranc.
of immediate Chinese needs causes
much waste of time throuzh genera-
ting obstacles to agreement that
would have been avoided if more
effort had been put into clanifving
the conteats, immiediate and histor-
ical. of negotiating in China with
Chinese. Hence the common adce
that the Westerner should take a
knowledgeable and trusted interpre-
ter tlinguistic and cubtural) to China,
Muany of these people are avaitable,
some Chinese Canadians. some
English or French Cunadiins with
vears of experience in deatmg with
China.

The Context of
Business
Transactions in China

s \ pical »f our misconcep-
4 tons about China s that,
by one set of standards,
Ching i~ a Third World
country. Yer by another
st 1t can be seen as one ot ahe

‘% ®

world™s most advanced and sophis.
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ncated civilizations momentarily
recling trom a senes of echnolog.-
ical setbachs sutfered over the past
century. that are a mere “biip™ in the
fong panorama of Chinese history,

Historicalty. the Chinese govern-
ment has had extensive, but not
alway s beneficial relations with
foreign peoples. Under the last
dynasty. foreigners were usually re-
garded and treated as inferiars be-
cause they had not mastered the in-
tricacies of Chinese civilization,
{The significant exceptions Lo this
rule were the Jesuits and other nis-
sionaries who took the trouble to
master the language and the cultre,
but their motives were often suspect
and considered subversive.) Later,
toreigners demonstrated their
superionty by destroving China
mihitarily and imposing their terms
on a defeated nation. Only recently
have the Chinese begun 1o come
around to the view that we can truly
interact as equals; this was inhibited
by Mao’s belief that “Either the East
wind will prevail over the West
wind. or the West wind will prevail
over the East,”™ and by the unfortu-
nate Chinese experience with the
Russians, who looked down upon
them.

Historically, also, most Chinese
have regarded business people as
being at the bottom of the ludder of
social respectability, ranking below
gentry, peasants, and artisans, in that
order. Maoism only fed this tradi-
tional anti-business bias of the
Chinese. It is only very recently that
business people in China have been
accorded respectubility officially and
openly. Now that the marketplace
and disiribution system are recog-
nized as indispensable for “modemi-
zation,” business people have gained
more prestige than ever before in re-
cent history.

Another observation on the recent
historical context of business trans-
actions in China: enterprise mana-
gens and exccutives may have had
responsibility for negotiating con-
tracts. but they have not had author-
ity as we have soen to make impor-
tant decisions without approval from
others. When these were party
burcaucrats and other senior offi-
crals, whose primary responsibility
wits 1o avoid making ideological
mistahes, responsibibity and author

ity were seldom o be found at the
same table during the negotiation
process.

Most recently, there is g trend to-
wards giving more authority and re-
sponsibility ta people with technical
expertise in feading positions in en-
terprises. This decentralization
makes 1t harder for Westerners to
keep tabs on decisian-makers in dif-
ferent enterpriscs. but it may shorten
somewhat the length of the negotia-
tion process. Most Chinese enter-
prises still use the committee svstem
far decision-miaking where we might
delegate a competent and trusted in-
dividual, but the process neverthe-
less seems to have been streamlined
with the recent implementation of
cconomic reforms.,

A word about the historicat pohti-
cal context: A reason why Chinese
negotiators may hesitate where vou
or 1 would leap at an opportunity s
that motivation in China has been,
until recently. governed largely by
disincentives rather than incentives,
that is, by punishment for mistakes
more than by reward for successes.
The transition towards a more posi-
tive “reward based”™ incentive system
ts now well underway, but it takes
time to gain real ycceptance among
people who have in the past experi-
enced real punishment lor mistakes
and only symbolic reward far suc-
cess.

Goals and Context
Interpretation:

d ven though your immediate
goal may be a sales con-
tract, such an outcome
should be regarded as sec-

& ondary. during negotiations.
1o your ability to help a Chinese
partner achicve his goal of acquiring
the right equipment. technology or
managerial expertise 1o get the job
done. Your case will be strengthened
by the degree to which you cun con-
vince your Chinese counterpart that
vou hine the best product or service
0 help him achieve bis immediate
goals at u competitive price.

Remember to fumilianize vourself
with the fong-term goals of your
Chinese vounterpart. and try to view
them in tenns of yvour own, H the

immediate goals of both sides o be
finked to the fong-term goals of both
and explained to the Chinese in that
hight. then the stage will have been
set for a long term relationship that
may start with imincediate benefits
for both parties in the transaction,

Conclusion:

ur first concern then in

5} dealing with China must
be to clanfv in our own
minds the relevant con-

; texts (histonical. economic,
pulitical, cultural, international, na-
tionul and regional) of every poten-
tial project. As we do so. three cru-
cial factors should emerge whose re-
fative balance determines every-
thing: opportunity, constraint. and
trend. The overall irend in China
today seems to be the ercation of
conditions whercin the new oppor-
tunities for profitahle co-operation
will be perceived as outweighing the
traditional constraints.

If we do our homework and take
care to understand the fundamentally
different nature of the problems
faced by our two socicties, the dif-
ferent pasts we are trying to come
out of, the common future we are
trving to build, and the different con-
straints we feel in working toward
our respective goals, we may (in the
words of one China expert) “dis-
cover how diversity can be made to
enrich an association rather than
poison it. Neither the normally
placid Chinese, nor the normally
jaunty American. is inscrutable, un-
less one fails to scrutinize.”

Two books that are very uscful
for preparing to communicate
cffectively with Chinese
counterparts arc:

Lucian Pye, Chinese
Commercial Negotiating Stvle
(Cambridge. Mass.: Oelges-
chtager. Gunn & Hain. 1982).

Edith Terry. The Exccutive
Guide 10 China (New York &
Toronto: John Wiley & Sons,
1983).
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Who to Contact if
Going to China

British Columbia

Mr. Stewart Hay

Special Adviser, China

Ministry of International Trade
and Investment

Gavernment of British Columbia
Sutte 315, Robson Square

K00 Hornby St.

Vancouver, B C. V6Z 2C5
Tel. o (603) 060-1567

Alberta

Mr. Ed timicki

Senior Director

Internatianal Trade Branch
Department of Economic Development
Government of Albena

Sterling Place Bldg.
9940-106 St.
Edmonton. Alberta
Tel.: (303) 427-4809
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Saskatchewan

Mr. Raymond Chan

Trade Officer

Trade Promotion Branch
Department of Economic
Development and Trade
Government of Saskatchewan
3rd Flr., Bunk of Montreal Bldg.
2103-11th Avenue

Regina, Saskatchewan S4P V7
Tel.: (306) 787-9213

Manitoba

Mr. Henry D. Goy

Senior Development Officer
Trade Branch

Industry & Trade Division
Department of Industry, Trade
and Technology

Government of Manitoba

155 Carlton St.

Winnipeg. Manitoba R3C 3HN
Tel.: (204) 945-2436

Ontario

Mi. R.J. Halfmght

Dircctor. China Trade Branch
Minwary of Indostry . Trade
and Technology

Governmient of Ontanio
Hearst Block

WK Bay St

Toronto, Ontariy M7A 212
Tel s (4105 965-2791
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Quehec

Mr Paul Tralan

Consedler, Coopdriation econonmigue
Secteur Chine

Rekitions ccanomngues aveg
entéricur

Mimistere du commerce exténieur
ct du développement
technologique

RIFTUNC B

1041, rue do b1 Chevronere
Qucbec. Quebe: GIR SE9

Tel.: (318) 633-47%6

New Brunswick

Mr. Peter Snowhall

Manager

Indusirial Promotion
Depanment of Commerce and
Technology

Gavernment of New Brunswick
Centennial Bidg.

P.Q. Box 6000

Fredericton, New Brunswick
E3B SH)

Tel.: (506) 453-39R |

Nova Scotia

Mr. Fred Were

Director Market Develapment Centre
Depanment of Development
Government of Nova Scotia

Waorld Trade and Convention Centre
L8O Argvie St

P.O. Box 5§19

Halifax. Nova Scotis B3) 2R7

Tel.: (902) 424-4242

Newfoundland

Ms. Barbara Wakcham
Director

Prospect Development Division
Deparunent of Development
and Tourism

Government of Newtoundland
P.O. Box 4730

St. John's. Newfoundland
AIC 5T7

Tel.s (709) 376-2781

Prince Edward Island

Mr. Doug Cameron

Director

Industrial Development
Departinent of Indusn
Government of Pripce Edwarnd
fsland

Shaw Blde.

1.0, Boa 200
Charfottctoan, P}
Tel: (912) .“"}.‘44.\

CIA TNS

!
|
|
|

Yukon

AMr. Bert Perry

Business Development Olhice
Departuent of Econonuce
Development: Mines and
Small Business

i Govermnent of The Yukon

Termton

P.O. Box 2703

Whitchorse. Yukon YI1A 2C6
Tel.: (303) 667-3012

Federal Government Offices
Canadian International Development
Ageney

Mr. Mare Landry

Directar

Asia Burcau

iriat Cooperation Division
207 Pleadincde du Portage
Hal

OUL‘""'C

KIA Ou-

Tet: (819) 997-0560

Department of External Affairs’
Mr. C. Richard Mann

Director

East Asia Trade Development
Diviston

Lester B. Pearson Building

125 Sussex Drive

Ottawd

KI1A 0G2

Tel.: (613) 995-7575

Asia Pacific
Foundation
of Canada

Public Affairs
666-999 Canada Place
Vancouver.. B.C.

V6aC 3E]

Canauda

Tel: (604) (\K-l i')\(\
Felen: 04-5333
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The China trade:
making

the deal

In the first nine months of 1985, U.S.
companies formed more than 800 joint ventures with
state enterprises in the People’s Republic of China—
compared with only about 900 in the previous five
years. Despite this seeming explosion, real - financial —
commitment has not yet occurred. Direct American
investment totals only about $1 billion out of $14.6
billion of all foreign investment in China; if you ex-
clude offshore oil exploration, the figure dwindles to
about $150 million.
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“Many U.S. CEOs
_ have been caught up in the
‘Westchester County syndrome.
They rush over to China simply to
' scorepointsat
the country club.”

U.S. executives often fail to reach real
commitments because they can't get the knack of Chi-
nese negotiating practices. The Chinese may be less
developed in technology and industrial organization
than we, but for centuries they have known few peers
in the subtle art of negotiating.

When measured against the effort and

- skill the Chinese bring to the bargaining table, Ameri-

can executives fall short. They often seem unsure
about priorities and vacillate about their purposes.
When compounded by the headlong enthusiasm
Americans show at the general prospect of any new
market —and China's market is a vision of one billion
people—such uncertainty is a serious liability.

Part of the reason priorities remain un- _
certain is that executives feign initial interest as a pub-
lic relations ploy to prove to stockholders how up with
the times they are. CEOs get caught up in what has
been called the “Westchester County syndrome”; they
believe they can score points at their country clubs or

Lucian W. Pye
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A companion article begins
on the facing page.

among business associates by boasting that they've
just been to China. When post-Maoist China opened
up to U.S. business, a flock of such executives rushed
over and rather casually and enthusiastically nego-
tiated letters of intent. Then they sent subordinates
abroad who had to work out the contractual details.
Because they had made commitments, however vague.
and undefined they seemed at the time, the first visi-
tors had played into Chinese hands. Further negotia-
tions turned the generalities into formal agreements.
These pacts gave the Chinese undue and definite
advantages.
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Chinese negotiators respond to our

seeming lack of thought with tactics that are almost
certain to make us feel that we have been taken. While
U.S. executives nurture unreasoned hopes about cap- -
turing the China market, the Chinese come back with
a very clear priority about the acquisition of advanced
technologies or assistance in selling abroad to eam for-,
eign exchange. Then when Americans finally get down
to negotiating a particular contract, the Chinese return
to generalities before they will discuss specifics. The
result is often confusion and no deal.
: Broadening commercial relations will
unquestionably benefit the interests of both countrics.;
But all sorts of negotiating roadblocks have worked
against successful agreements. Some are these differ-
ences in priorities; others are cultural in orientation.
Although I cannot give detailed suggestions for han-
dling a particular deal, I want to sensitize U.S. business:
people~ to the rationale of Chinese practice. Executives
who leamn the rules will find that they can have fruitful
associations with Chinese trading partners. .

{Continued on page 76]
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MTr. Pye, Ford Professor of Political Science;
at MIT, is a specialist on Asian affairs. He has been an ad-

viser to U.S. government officials negotiating with the Chi- ¢

nese, and his research on the experiences of American andt
Japanese business negotiators led to his book, Chinese

Commercial Negotiating Styles (Oelgeschlager, Gunn and”. |

Hain, Inc.). His most recent book is Asian Power and Poli- 3
tics (Harvard University Press).
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|Continued from page 74}

Chinese rules

Amencan difficulties surface from the
very beginning. Companies often, for example, find it
hard to choose among possible partners—especially be-
cause they can’t pin down their particular capabilities.
Some Chinese enterprises have limited geographical
scope. Others, compartmentalized along functional
lines, are severely constrained by the government'’s bu-
reaucracy. Consequently, few potential associates can
promise exclusive rights to the Chinese market. In
1985, a large Midwestern cable manufacturer thought
its contract with a Chinese state enterprise had guar-
anteed exclusive rights, then discovered a French com-
petitor had made a better deal with another company.

More important, once Americans make
this agonizing choice, they find they’ve only cleared a
preliminary hurdle. The Chinese seem to step back
from an actual agreement and begin negotiations by
presenting a letter of understanding that outlines gen-
eral principles. U.S. managers are often put off because
they want to reduce misunderstandings by immedi-
ately getting to details. They’re not averse to the rheto-
ric of preambles, but they want to build a relationship
on facts that can’t be argued with. For their part, the
Chinese stress friendly introductions as a way of estab-
lishing the relationship’s dynamics and determining
its character. Their rationale is pragmatic: in laying
down general guidelines for all future dealings, they
gain leverage that they can use later by calling the part-
ner totask for not abiding by the principles. Americans
think this process is only a warm-up ritual. They be-
lieve that once hard bargaining begins, positive per-
sonal feelings should not intrude except to reinforce a
basic level of trust.

As 1 have said, Americans do sign such
letters of understanding, but usually because they
don’t understand what can happen next. For example,
Westinghouse Canada thought that it was well on its
way to selling some large steam turbines to the Dong
Fang Steam Turbine Works of Chungdu when the com-
pany worked out a letter of understanding with a Chi-
nese team visiting North America. What followed,
however, was not a sale but two sessions of intense ne-
gotiations in Beijing. The Canadians made all the first
moves and were then counterpunched by the Chinese,
who pressured Westinghouse to live up to the spirit of

the original understanding by accepting a lower price.
Only after the Canadian team had retumed home fora
second time was an agreement reached, by telex.

The story of the reopening of diplomatic
relations between the United States and China in 1972
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also illustrates the point. Henry Kissinger abandoned
the long-standing American focus on specific issues
and entered into negotiations with Zhou Enlai and
Mao Zedong by concentrating on a general agrecment
to cooperate.
Kissinger played down particular prob-
Jems becausc he wanted to stress the symbeolic impor-
tance of a new relationship, create the general impres-
sion of great developments, and unnerve Moscow by
suggesting that the balance of power in the world
might change. He easily went along with the Chinesc
preference for communiqués and statements that de-
fined general principles. In turn, however, the Chinesc
would repeatedly pressure him by declaring that Wash.
ington did not live up to the spirit of the principles.
In contrast, Sccretary of State Cyrus

Vance negotiated from the typical American lawyer’s
need to clarify certain issues and win agreement on de-
tails. Of course, Vance was forced to get more specific
because he had to work out precisely the way relations §S
would be normalized and formal diplomatic ties estab-,
lished. The Chinese clearly preferred Kissinger, whom .
they believed they could manipulate because of his

scnsitivity to the relationship’s symbolic dimensions.
In retrospect, Kissinger probably tried to sweep too
much under the carpet and left his successors too
many difficult problems. He probably also crred in
creating an atmosphere that gave the Chinese license
to warn Washington it would damage the entirerela-
tionship if it did not yield to Chinese wishes on the
tough, concrete issues. ?

Establishing the relationship

Even with such caveats, however, those |
U.S. executives who build up their relationships with
the Chinese by making certain that the spiritand not §
just the letter of a contract is followed will succeed.

Otis Elevator Company, which had a pre
war operation in China, searched for a solid relationsh;
after China’s reopening that would endure through the
ups and downs of a transitional period. Otis’s contract
with a company in Tianjin is like a marriage arrange- [
ment. For better or worse, the two partners have agreed
to work things out over 30 years. In this spirit, Otis ha
not even pressed for a firm commitment to an exact
schedule for the repatriation of profits.

In contrast, Nike has taken on and abar
doned a series of partners in a frustrating search for a
Chinese business that can produce shoes more cheaplif
than the company’s Korean and Taiwanese associates-
but that still meet Nike’s quality standards.

Remember that the Chinese will re- L“d
affirm a relationship with a Western partner time ani {
time again. The depth of what is possible is often in-
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comprehensible to U.S. executives. The manager of a
California company, for example, spent nearly two

months in central China working out ajoint venture
with a provincial enterprise. The day after the agree-
ment was signed, the other members of the team left

. for home and the executive remained. He met one last

rime with his Chinese counterpart who astounded
hirn by 1aising again the issues that had been big stum-
bling blocks during negotiations. Even though he felt

. isolated, the manager defended the agrecment passion-
* stely Only much later did he understand that the con-

tract is not as important as the potential long-range re-

- lanonship. The Chinese reopened the discussion after

- ————— = o . g— ————— . o t—

contract signing because they considered the two
partics now old friends who could bring matters up
saytime.

At the heart of Chinese bargaining, a
predictable psychological dimension takes the form of
getting the other party to exaggerate its capabilities
while the Chinese reserve the right to ask for more.
Flattery is too crude a description for this process. In-
siead, the Chinese use the advantage a weaker party
has in extracting favors from the strong-all the while
maintaining its dignity. The Chinese approach calls for
claborate courtesy, gestured humility, and high sensi-
tivity to perceived insult.

The U.S. executive’s desire to enter into
ncgotiations with outgoing, upbeat enthusiasm plays
nght into the strengths of this style. The Chinese be-
bieve that Americans arc easily flattered, hence readily
mznipulated. The result is a narrow range in which the
foreign negotiator can mancuver.

The Chinese approach works well with
people who can easily be made to feel they are doing

the wrong thing. Chinese negotiators will, for example, :

st U.S. executives by bringing up past mistreatment
of China in the hope they will be more obliging. An
accutive of a large American bank now admits he got
of on the wrong foot with the Chinese because he be-
hfvpd he could gain their confidence by vigorously
eahcizing past U.S. policies toward China. From then
@, the Chinese did not allow him to forget that the
United States had been in the wrong.

) Another psychological advantage the
Chinese enjoy comes from the advantage of playing
the hosts. Because a visit to China gives them prestige,
US.businesspeople accept hospitality from the Chi-
Bese even though their home-court advantage has
Proved significant. As guests, the Americans must ad-
*=tto Chinese norms and practices and not be rude by
Buisting on their own. Arnerican negotiators are usu-
ally C?nfrontcd with a Chinese team that is larger—

2 including specialists who are interested only in
ving their own engineering problems.
The owner of a New Jersey carpet com-
=y that bought the entire production of several Chi-
ctones became such an indebted guest that he
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“Sure it's a partnership, Elwood, but it's a limited partner-

ship, and you're the one who's limited.”

began to pay nearly twice what he should have forhis
semiannual purchases. He would never have allowed
such a thing to happen in India or Iran, but he justifics
the higher prices he must charge for these productson
the grounds that a market infatuated with anything
Chinese will pay for such extravagances. Most impor-
tant, he hopes the Chinese will reciprocate with lower
prices eventually.

As hosts, the Chinese take advantage of
their control over the pace of negotiations. First they
set the agenda, then they suggest that the Americans
start the discussions. This forces the guests to show
their hand - their proposals become the starting point
from which all compromises follow. To keep the pro-
cess going, the Chinese expect the visitor to make the
next concession, which the Chinese easily counter by
asking for further concessions.

Sino-American diplomatic negotiations
have followed this pattern since 1972. Either the secre-
tary of state or the president would travel to China to
gain public relations triumphs, and they were always
under pressure to make sure the trips were a success.
From Kissinger's trips, the Chinese leamed they could
gain considerable leverage by merely hinting to the
press that a visit might "“fail” -

' Secretary of State George Shultz seems
to have mastered the Chinese tactic of forcing the
other side to show its hand first— tiven exploiting its
fear of failure. In recounting the American delegation’s
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trip to New Delhi for Indira Gandhi's funeral, Daniel
Patrick Moynihan described Shultz’s skill: “|He] asked
Vice Premier Yao Yilin of the People’s Republic of
China about his views of the region. The vice premier
rephied he would be interested in the secretary’s views.
This exchange was repeated until the appointed time
of departure’”

Of course, in commercial negotiations
such a strategy is inappropriate —especially if the ulti-
mate goal is a business contract. But the executive
should remember that Chinese businesspeople will
play their cards close to the vest—even while insisting
that visitors show their hands. Many U.S. executives
report that—as a way of trying to pry out secrets—the
Chinese have revealed information on competitors.
Japanese trading companies avoid this problem with

- the Chinese by refusing to bid against each other.

Shadowboxing

Once negotiations begin, the Chinese
seem passive. They simply ask questions, probe for in-
formation, and conceal any eagemess they may feel.
They are wary of showing enthusiasm—an attitude
that contrasts sharply with the American salesperson’s
cxcitement at the mere prospect of a deal. One U.S. air-
craft parts supplicr reports he was shocked to realize in
retrospect that as the Chinese became more restrained,
he became more energized—until he promised more
than he could deliver.

During this phase, negotiators have
lcarned to listen carefully because the Chinese often
give subtle hints about their requirements for reaching
an agreement. A plastics company executive believes
that if he had heeded early Chinese signals he would
have saved his company nearly a year’s delay in setting
up the joint venture. He was so absorbed with making
points that he missed the hints they gave.

At times, the Chinese seem to become
obsessed with a particular detail. It is important to re-
member that they may not really place great impor-
tance on it; they may be stalling. In fact, delaying
things may be a necessity, not a tactic. They don't want
to admit their difficulty in coordinating decisions, so
they take up time with false questions. In the midst of
serious negotiations, for example, the Chinese may
suddenly suggest that the Amencans take a break for
some sight-seeing.

Various people’s reports attest to the re-
ality of this shadowboxing. Apparent sticking points
can disappear once an agreement is reached. One

1 Daniel Patnck Moynihan,
“indira Gandhi and Democracy”
Freedom at Issue,
May-June 1985, p. 18.
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Amecrican importcr of rare metals first haggled over
prices, but reported that a year after the contract was
signed the Chinese spontaneously offered new prices
that were more favorable than those he had onginally
sought-because of changes in the exchange rate.

The Chinese use time shrewdly. If they
sense that businesspeople are in a hurry to leave
China, they may slow down negotiations and tumn the .
deadline to their advantage. When China first opened
up, some foreign executives thought they would have -
to hang their heads in shame if they left China withou:
an agreement. Now many Americans are comfortable -
going home without a deal rather than scttling on Chi-
nese terms.

Ultimately, of course, this reaction
serves little commercial purpose. Rather, cxecutives
should establish a clear understanding with the Chi-
nese about the amount of time available and, most im-
portant, negotiate a fallback arrangement if they can-
not reach agreement within the first time period. A
West Coast lawyer follows the practice of beginning
discussions by telling the Chinese exactly when he
will be leaving and how long it will be before he can
return.
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These timetables can also change unex-:
pectedly as Chinese passivity gives way to apparent
impatience. Suddenly they want to reach agreement.
They forget issues that were major obstacles and sug- *
gest that everything is in order and all further prob-
lems can be worked out.

This switch has surprised many U.S.
businesspeople because it comes without any hint that!
asettlement is imminent. The two parties have differ-
ent concepts of how an agrcement is reached. Ameri-
cans believe it follows a process of give-and-take that
culminates when both sides have maximized their po-
sition. Chinese negotiators see an agreement more as a:
pledge from both sides. They believe a bond is sealed :
from the point when each side works out the benefitsit
will receive. An agreement binds the parties in a com-
mon endeavor wherein each side will make continu-
ing demands on the other.

U.S.executives usually find that the
Chinese are quick to talk of friendship and ready on
short acquaintance to call them old friends. In the Chi;
nese culture, all friends are "‘old friends” and what msy
seem to Americans as mere conviviality is to the Chi- |
nese an essential negotiating element. The Chinese
can make heavy demands on friends and place few lirng
its on how they use friendships to material advantage. i

A subtle but profound difference in thz}
way the two sides view friendships can have a strong .
effect on business negotiations. The Chinese place
great importance on objective considerations and litt
on feelings. For example, they believe people from th:
same town, or same school, or the same organization
should act as friends even if they don‘t know each
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other well. Morever, they expect the person who is bet-
rer off to be always generous. They establish a bond so
that they can ask for repeated favors and also so they
can suggest that the partner who is not forthcoming is
pot living up to the spirit of their friendship. Ameri-
cans see friendships as built on a natural give-and-
uke.

I am not surprised about the complaints
of many U.S. executives that the Chinese fail torecip-
rocate friendship. American universities making schol-
arly exchanges with the Chinese are often irntated be-
cause they seem to provide a lot without getting much
inretum—scholarly aid, if you will, rather than ex-
change. The Chinesc, however, would be offended if
they heard this; they acknowledge the Americans'’
prestige simply by entering into the relationship.
Americans doubt the cash value of prestige whereas
the Chinese see it as a goal.

What the Chinese neglect in terms of
reciprocity, however, they more than match in loyalty.
They not only keep their commitments but they also
assume that any positive relationship can be perma-
nent. A good example of this is the number of Chinese
who have tried to reestablish pre-1949 ties with U.S.
companies and individuals - as though nothing had
bappened in the intervening years.

In business dealings, Chinese feelings
about reciprocity surface most sharply in discussions
of technology transfer. The Chinese want to gain ac-
cess to advanced technologics — they believe that al-
though their country missed out on the first two indus-
trial revolutions, it can get in on the start of the third,
the information revolution. But they don't appreciate
proprietary rights. They believe that knowledge should
belong to everyone; those who have technical know!-

-edge should share it. They don’t appreciate how much
itcosts 1o produce technologies, a fact that is evident
in the way they wastefully try to reverse-enginecr
products—buying a model, then trying to replicate it
through inefficient, cottage-industry methods.

Pursuing goals

The Chinese assume - wrongly—that
‘h_c)’ can solve most of their modemnization problems
with more advanced science and technology. A fre-
Quent stumbling block in negotiations has been speci-
Elt‘jation of the technology a foreign parmer would
Ang to the joint venture. The problem is more serious
one might assume because China’s difficulties
4vemore to do with poor business management than
¥ith lack of technology.
In any contract, management arrange-
Ments are hard to pin down. Because the Chinese gen-
@ally provide almost all the employees, U.S. business-
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people must make certain that the deal contains satis-
factory management arrangements. If the Chinese have
done poorly in an industry without a foreign partner,
this pattern may continue in a partnership, even with
advanced technologies. Agreements should include
arrangements for training management, not just teach-
ing technical or engineering skills.

Negotiations over the costs of such
training can be sticky. In some of the hotel deals, the
Chinese not only discounted the costs of training but
were also quick to suggest that Americans absorb
training costs, including high overhead expenses like
medical care and housing.

The Chinese also want to do business
with the “best” foreign companies. They place a high
value on quality and status, and they often suspect
they are not getting the best—a concemn that aggravates
an already strong anxiety about getting cheated. Al-
though the latest technologies may not always be the
most appropriate, the Chinese cannot suppress their
suspicion that foreign companies mistreat them when
they try to sell them equipment that the Chinese sense
is not the most advanced.

_ This fear stems from memories of past
ill-treatment by foreigners and from a rural tradition
holding that all transactions produce a winnerand a
loser. The fear is exacerbated by the anxieties of Chi-
nese negotiators that their superiors may accuse them
of making bad deals. Plant managers have fargreater .
freedom than in the past, but their careers are still vul-
nerable to changes in the political currents.

Because of such Chinese concems,
little-known foreign companies have trouble in selling
themselves. If they play up their competitive advan-
tages, the Chinese may suspect them of boasting; if
they are too modest, the Chinese will dismiss them as
not being the best. In American negotiations, frankness
is a virtue; it is considered wise to admit failings. The
Chinese believe that if you admit to one weakness, you
are probably covering up even greater ones.

The American goal is 2 binding agree-
ment secured by a stable and enduring legal system, a
contract with all the power and mystique we associate
with the law. The Chinese see stability not in the
power of the law but in the strength of human relation-
ships. A contract establishes what is essentially a per-
sonal relationship. Although the Chinese are now de-
veloping a more institutionalized legal system, their
culture still reflects a philosophy that governance is
more by people than by laws.

Even the Chinese who are incharge of a
statc company may have very limited and uncertain
authority and may want to settle for a tacit rather than
a written understanding. Even with considerable de-
centralization, managers remain hemmed in by the
system and often have little sense of the boundaries of
their authority.




v

This problem of limited authority be-
comes particularly acute when Americans expect the
kind of commitments they get in other countries. Chi-
na’s inadequate infrastructure means that Chinese ne-
gotiators cannot make firm guarantees on matters that
depend on, say, thc system of transportation or supplies
of energy.

How to handle them

Although Ido not intend to outline 2
counterstrategy for executives going into a negotiation
with the Chinese, I would like to summarize my
thoughts as a list of do’s and don’ts in dealing with
them:

1  Always be yourself. While you should
be sensitive to Chinese cultural practices, you must
never believe you can master their ways.

2 Be patient, both in the actual negotia-
tions and in designing an overall strategy. Impatience
not only leaves you vulnerable to manipulation but
also produces agreements that can result in misunder-
standings later and compromise your access to China.

3  Recognize that you cannot even guess at
the shape of China’s future development. Her success
could take various forms, each good for China but each
with different implications for different American
businesses.

4  Accept that you cannot define or govern
your Chinese company with any formal contract.
Learn to shape it through the human relationships es-
tablished through the negotiations and actual conduct
of the business.

5  Be prepared for misunderstandings and
avoid recriminations over them. Although the Chinese
often seem uninhibited in exploiting American mis-
takes, they are just as likely to be thin-skinned and
quick to take offense. China’s recent foreign relations
are full of examples of Beijing having bitter fallings-out

- with former allies.

6  Accept the Chinese offer of friendship
in the spirit in which it is extended. The relationship
can have a practical and materialistic as well as a senti-
mental dimension. Understand that even though the
Chinese may not seem as sensitive to considerations
of reciprocity as Westemers or the Japanese, they place
much value on loyalty and they will uphold their
side of any bargain even as they try to get further con-
cessions. O
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Ming dynasty
business contract

Wherever a money economy prevails, commercial |
transactions such as buying and selling, borrowing .
money, and renting houses are important parts o! -
people’s daily kves. Because most economic rela- |
tions potentially involve conllicts of interest, they  +
need lo be regulated by weil-understood traditions, .
written agreements, or both. By the T'ang dynasty +
{618-907 A.D ], contracts seem to have beenin .
wide use in China, and thereatter evenilliterale <
peasants realized the importance ol having a piecei
of paper 1o prove the original terms of an agree- .
ment. Private financial agreements could be Grawn §
_ up by any two individuals, usually with the aid ot a %
mediator or a witness. Experts in legal matters wes:
not normmally consulted, but to ensure that most =
foreseeable problems had been dealt with, peopie
could consult sample contracts. f

: (]
Here is a blank contract taken fromalate Ming  §
[gynasty 1368-1644 A.D ] reference book.... Mos!
such contracts and bills of sale state that the trans- «
action was legal and had not been coerced. They
also carelully specify who is responsible it anyth: ngt
goes wrong. Very olten the weaker party (the man .
seeking to borrow money, be hired, seli his child,
and so on) clearly accepts the brunt of the respons-
bility should anything unexpected happen. Such -
economic relations surely must have also shaped
socia) relations.

Sample contract for forming
abusiness partnership

The undersigned, and
having observed that partnerships bring profit ard +
enterprise brings success, have agreed 10 poo! theird
capital for profit. As witnessed by a mediator, '
they have each contributed 5§
capital, and will cooperate sincerely in their busi-  ~
ness venture. The prolit yielded will be divided i
between them each year 1o provide for theirfami- :
lies. The capital will remain untouched lo serve as .
the fountainhead of the business. Each individual
will take care of his own personal expenses and not 4
draw from the capital, nor should business and p- *
vate expenditures be in any way mixed in book- ¢
keeping. The two parties have taken an oath by
drinking blood-wine to work together in harmony ;
and share both profits and losses. They will not ¢
agree, feud, or seek separate profits. The party that &
breaks this contract will be persecuted by gods and .
men alike.
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Th:scontraclnsdrawnupmhnocopnesasewderoe
of the agreement.

From

and Sociely:

A Sourcedook

ed. Patricia Buckiey Ebrey
Copyright © 1981 by

The Free Press

A Division of Macrilian
Pubksteng Co., Inc.
Reprnted by permission

" mm&*ﬁ"@'ﬁﬂfbu AN BT LTV WA .




August Jygg’

—

"

“OMmmercial ©
. Docrowing |
nlparsol :
OMIc rely-
rest, they «
d traditions, .
g Cynasly &
beenin .
lierate  +
NG 2 pieces
ragree- |
d be drawn ¢
e aidota §
1atiers wersi

ded
i fami ¢
serve as
di’Vl"dUﬂl v
>5 and not 4
; and pr-
th by

mony ,
1 not dis- -

w

IR
L \ i %3
| Dl MRS i iy st v LY 3o %s;‘w?’. g’

e

i —

A R B R

- @y e,

The China trade:
making
the deal work

The word is out among international
~;narers. Investing in a joint venture in the People’s
aerublic of China is tantamount to courting disaster.
srucles in publications from the New York Times to
siing Kong's South China Morning Post recount tales
o day-10-day management problems that leave MNC
accutives sobered, discouraged, and, in many cases,
epalied. )
When I was director of China Opera-
uaas for Otis Elevator Company and setting up Otis’s
yentventurce in Tianjin, I lived in a hotel, where I often
xard conversations lasting long into the night witha
Luny of familiar complaints:

“The real problems don’t come in nego-
tating the deal - the real problems start after you sign
tecontract.”’

“Coping with poor infrastructure is
cay-my problem is with employees who keep doing
tungs that make no sense whatsoever”

. “The Chinese wanted our technology
*utwon't listen to our management advice. They
~anted guns but not blue jeans, hardware but not
ware

. “I've never seen a company like this. The
Fruduction department won't talk to engineering. Per-

*nnel won't talk to finance. And nobody’s talking to
:n.'kemg.u

‘ Such managerial gloom and doom
:‘eﬂd be looked at realistically. Just as multination-
Managers, according to Lucian W. Pye, will greet

o o Siness opportunity with overenthusiasm,
“f::?it‘}:-lil Lum around and criticize that opportu-
NC, themence 1f'1t doesn’t happen to work out
: 2y. My own belief is that foreign executives

‘*;n D 100 quick to jump off the Chinese band-

After all, some probl imply th
vl ) problems are simply the
tofbad luck, Many joint ventures are arranged

S

- mafh&: ;::I‘LCS got hitched to a Chinese partner

! \ame of t}:: ful eye pf a government matchmaker—

& i em have just been bad matches. The for-
1ves didn’t know how to judge their part-

<oaxe

Steven R. Hendryx

ner's capabilities or potential: gettizz stuck with a
Chinesc lemon wasn’t hard. :

i Some problerms zrose because multi-
nationals invested too little scrateg s thinking or too
little money —or both. Under the m=*sguided belief that
the problems were all techniczl ané that no firm finan-
cial or strategic commitment was n=cessary in such an
underdeveloped country, they offered only technology
and a token management bocy or two. The much
publicized difficulties of the American Motors joint
venture, for example, stern as much from inadequate
financial planning and unrezlistic czpitalization as
they do from any problem inhzrent ta doing business
in China.

“The real problems start
after you sign the contract.”

Of course, bad luck z=d the foreign in-
vestor's incompetence don’t explai= all the problems.
The country is less developed; its iz—rastructure, poor;
the impact of state economic planning still strong on
the system; the legacy of the Culuzzl Revolutionon a
generation that should have provided today’s middle
managers, devastating. Such rroblems have few short-
term solutions; only time and economic development
will solve them. Just because such cifficulties exist,
however, doesn’t mean that foreign executives are im-
potent and cannot cope with the lezacies of history and
central planning. They can’t simply sit back, resign
themselves to the status of acvisers 0 2 Chinese state
enterprise, and spend their nights i= Beijing bars swap-
ping war stories.
[Continued oz page 21]

As the director ¢ Ci=—= Opzrations for
Otis Elevator Company, Mr. ez Z7x == responsible for
negotiating. organizing, and le——zhi=g Otis’s joint venture
in Tianjin. He now provides ccrszla—1 services to corpora-
tions establishing or operati=zz *T==t vLTTIres in the Peo-
ple’s Republic of China.
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[Continued from page 75)

Thoughtful exccutives have begun to
work through the problems by first coping with the
managerial misconceptions under which both sides
nave Jabored. Chinese managers assumed that the joint
veniure— like its Chinese predecessor— would con-
tinue to be driven from the top down by the state plan-
ning system and have as its main concerns engineer-
ing manufacturing, and maintaining the same number
of cmployees in the plant. The concepts of financial
discipline and market competition were outside their
experience.

Meanwhile, foreign executives believed
the administration of the joint venture, while challeng-
ing, would at least be based on familiar concepts. They
didn't realize that Chinese managers have never devel-
oped a corporate strategy or coordinated the activities
of the various departments—finance, marketing, per-
sonnel, and production—necessary to achieve it.

Of course, a Chinese enterprise cannot
turn into a Western company but it can tum into a new
kind of Chinese organization—one that is freer to
make decisions, perform finance and marketing func-
tions, and integrate all functions into a coordinated or-
ganization. Some foreign managers have started the
process by overcoming the natural resistance to for-
cigners’ inputs, encouraging coordination and coopera-
tion amang departments, getting involved in human
resouree activities, and persuading the company to act
more like a capitalist counterpart.

When the partners take time to recog-
nize these problems and work together to overcome
them, the result can be a well-run and profitable orga-
nization. In less than 3 year of operation, the Tianjin-
Otis’s joint venture eamings have more than repaid
Otis’s initial investment.

Once exccutives resolve initial differ-
ences in attitude, the main stumbling blocks in trans-
forming the venture from 3 centrally planned factory
toa market-driven corporation stem from a lack of co-
ordination and direction. In this article, I will address
these. What I say is based both on my own experience
i establishing the Otis joint venture and on conversa-
uons in the People’s Republic with managers of other
1int ventures.

When things just don’t
malke sense

] Before MNC executives can win their
C}_uncsc counterparts over to a new way of doing
‘h{“gs, they have to understand the established way of

oing things. After five years of exploration, discus-

Chinesc joint venturcs 81

sion, and negotiation, Tianjin-Otis came into being in
1984.1t was, in essence, a merger of modem Otis tech-
nology with a well-established Chinese enterprise that
had 2,400 employees, four factories, an R&ID center, a
national field network, and a corporate headquarters.
But like most joint ventures, it has taken a great deal
of understanding and patient negotiation to make it
succeed.

From the very beginning of any Chinese
joint venture, forcign managers find they can’t execute
agreed-to plans because department heads won‘t coor-
dinate their activities with one another. In one case, for
example, to better control inventory and lay the foun-
dation for an MRP-type production planning system,
two computer operator trainees and a dozen stock-
room clerks checked and input 15,000 inventory items
into the computerized system, including about 7,000
purchased components.

At the same time, the finance depart-
ment took steps to implement a badly needed cost-
accounting system by creating a master list of pur-
chased parts with updated standard costs. They used
the same Chinese data base software as the computer
operators to create the standard cost files. Despite re-
peated requests from the foreign manager that the two
groups coordinate their cfforts, neither did so. The fi-
nance department’s man entered the inventory items
but used different part numbers and different names
and descriptions along with the standard cost for the
7,000 purchascd items. Chaos ensued. For more than
three months, people worked side by side and never
talked about what they were doing—they were from
different departments.

Onec reason such coordination is diffi-
cult is that the different departments in a Chinese
company have more allegiance to—and ties with—
their counterparts in the planning and government bu-
reaucracy than they have to other departments in their
own organization. A Chinesc state enterprise is subject
to a supervising bureau (department-in-charge} that is
roughly analogous to the parent company of a con-
glomerate. In addition, a series of local functional bu-
reaus oversee each function within a company. That
means the company's labor, materials, engineering,
production, and finance departments report not only to
the general manager of the plant but also to their re-
spective municipal functional bureaus, which super-
vise all corresponding departments of all the compa-
nies in the city Each local burcau reports to its corre-
sponding ministry in Beijing. The labor department of
Tianjin-Otis, for example, is responsible to the Tianjin
Labor Bureau, which reports to the labor ministryin
Beijing. It's just as if the treasurer of IBM reported
through state channels to the secretary of the treasury
in Washington.

Such vertical lines of communication
are initially stronger than any horizontal pattems a
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“We do a littie hiring and a little firing, and between you
and me, I enjoy the firing more.”

joint venture management can institutc. In one joint
venture, for example, the personnel, finance, engineer-
ing, and production departments each worked indepen-
dently and without talking to each other for months to
update standard manufacturing labor times.

A corollary problem occurs when the
various functions develop a sense of autonomy; they
become fiefdoms. Shanto juyi, or mountain peakism, is
the Chinese term: “This mountain peak is my terri-
tory; the others are not my concern.’” In one joint ven-
ture, the engineering department increased its man-
power and budget and built a multimillion-dollar re-
search facility that the company didn’t need and then
obtained recognition for it as a “research institute”
from the state’s engineering ministry.

This kind of autonomy among depart-
ments produces more and more irrelevant activities.
Suppose the party channels of communication stress
the need for more scientific management of enterprise
costs; each department then rushes off on its own to
work on costing. The technical bureau wants toim-
prove quality; the financial bureau, to be rigorous and
precise. Without a strong coordinating role from the”
enterprise’s management, they're all just scrambling to
rearrange the deck chairs on the Titanic.

One factory had a very expensive, ultra-
high-precision measuring device. Its purpose was to
calibrate the gauge blocks that in tum calibrate the or-
dinary micrometers used in production. The instru-

Harvard Business Review July-August 19:n
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ment’s tolerances exceeded both the tolerances re:
quired in the product and the tolerances any of the ma-
chine tools could hold by scveral orders of magnitude.
It was good. It was scientific. But it was irrelevant.

Year after year, a planning departm ent
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i turned out a 30-page document with all the figures ex-

pressed down to about ten significant digits. The fig-
ures were precise and the calculations were scientifi-
but projections were off by 30% at the end of the year. |
The work was irrelevant,

A shop manufactured mounting brack
cts that were in chronic short supply, and quality in-
spectors rejected them by the score for minute surfagé i
blemishes that had no effect on the function, aesthe
ics, or acceptability of the part. The inspection stan
dards were tough, precise, scientific, but irrelevant.

Still, the picture is not entirely grim
The strong vertical lines of communication producea
high degree of regional and interbureau rivalry, which -
often comes as a surprise to executives who see China
as a2 monolith. When contemplating a joint venture,
they can tum this rivalry to their advantage. Rather
than heading straight for the top Beijing official or
ministry, some sm oached lo-__
cal companies directly about possible joint ventures
and found-tirem more flexible By approaching the in-
vestment at the local level, the foreign company can
take the initiative in appraising potential partners and °
present an idea for 2 marriage to the government rather
than the other way around.

IR VIt

Push for coordination
1.y

In tackling the problem of coordination,
one joint venture manager lessened the impact of ver-
tical contacts by limiting their number and frequency.
He established a policy requiring all visiting represen-
tatives of various bureaus to make appointments that
fit his schedule, to clear all meetings with him, and to
make sure that off-site mectings of Chinese managers
and their functional superiors in the state bureaucracy -
would not interfere with his own management meet-
ings. He steadfastly pointed out how policies suggested
by the bureaucracy conflicted with joint venture strat-
egies, and he challenged the bureaucracy’s attempts to
impose its will. The bureaucratic demands fell off.

To strengthen horizontal contacts and
improve coordination, another joint venture moved ad--
ministrators among departments and established spe-
cial project task forces that cut across departments. It
also set up open offices and a company cafeteria where :
middle managers could meet informally at lunch.

The problems of noncooperation, fief-
doms, and irrelevant activities reflect weak horizontal =
communications, which result from the Chinese com-
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pany’s strong vertical structure. The key to a solution
1 to articulate company goals common to all depart-
ments in the joint venture, get the departments talking
ioeach other, and integrate their activities to meet
those common goals.
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When no one v;rill decide
anything

When foreign managers complain that
they can’t get anything donc, what they really mean is
that they can’t figure out who's in charge - who's sup-
posed to make the decisions. This is especially bother-
some when it comes to decisions they’ve always been
able to make. In one case, a foreign executive wanted
tocome up with a long-range product development
plan for his venture but found that he simply could not
form a task force, get recommendations, and produce a
plan, as he could back home. Different departments
wanted to devise plans on their own, then gradually
reach a consensus with other departments from their
respective positions.

Each department drew up its own list of
test equipment and submitted its ideas to the other

- side for review, hoping for a consensus. But months

went by, and none was reached. The executive tried to
bring in 2 computer consultant but was told he needed
togive the departments a choice; he found two possi-
bilities, but the departments could not agree on who
was the best candidate and delayed so long (three
months) that both became unavailable and the project
was left half-finished.

This slow progress toward consensus
among people who consider themselves equals sug-
gests to the executive that no one is really in charge.
One decision may require agreement among the heads
of several departments within the department-in-
charge of the enterprise. If the decision requires higher
approval, a consensus among several bureau heads and
the bead of the department-in-charge may be neces-
sary. In addition, party discipline may require consen-
sus building among government officials in different
bureaus.

Most joint venture managers feel this
hdf of decision-making capability most strongly in
lhrcxr attempts at human resource management. One
Rint venture manager tried for four months to get
sumeone to staff any of six new projects approved by
‘%’t joint venture board; his efforts failed, even though
e company had more than 1,000 surplus employees.
When he tried to put through a plan, he found that var-
Wus departments within the enterprise objected to it
2ad came up with their own. Even though the projects
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—including an asset-accounting system, a review of the
cost-accounting system, a revision of the bills of mate-
rial and the order-entry system-were crucial to the
smooth running of the operation, the burcaucratic |
structure was more important. And to complicate i
things further, several joint ventures have reported '
that managers won’t make decisions because they’re |
too scared. Being unqualified for their positions, they
won't lead, follow, or get out of the way.

Many of the difficulties with decision-
making authority stem from the way that the joint
venture's board is structured. The board is a new entity
in the Chinese system, whose role, function, and pow-
crs are not well defined in legislation and totally unre-
fined in practice. Although the board is the highest
authority within the joint venture, the joint venture is
subject to the laws of China, and those laws, of course,
are administered by bureaucrats.

" But the major problem is that because
the board is new, all sides fall back on old alliances and
leave the new system to founder. The Chinese and the
MNC supply the chairman and vice chairman respec-
tively; each partner is represented on the board in pro-
portion to its share in the venture. Beyond that very
clear delineation of power, however, lies a complex
web of allegiances and authority. For example, the for-
eign partner can remove the general manager it ap-
pointed at will; thus the parent company strongly in-
fluences that person’s positions and priorities. The
Chinesc deputy general manager and middle manag-
ers, for their part, are appointed by the joint venture's
department-in-charge and respond to influences from
that sector. Decisions will be difficult until their alle-
giance flows toward the joint venture and not toward
outside forces.

Even if the joint venture board makes a
decision, the bureaucracy often countermands it and
the foreign partner may never know what’s going on,
much less why. One joint venture developed a compre-
hensive compensation system that increased top sala-
ries threefold, introduced merit bonuses, and included
a profit-sharing bonus that would have been paid di-
rectly to the workers, not into the joint venture's omni-
bus fund for general welfare. Two months after the plan
was instituted, however, the joint venture’s depart-
ment-in-charge told the personnel manager that the
wages were too high and that he must cut the bonuses.
Management declined, and heated discussions ensued.
While the municipal labor bureau sided with the joint
venture in principle, it did not or could not force a solu-
tion. The case went to the labor ministry in Beijing,
which, while agreeing with the joint venture’s policy,
did not overrule the bureaucracy.

The parties finally reached a compro-
mise under which workers would no longer receive a
bonus and the problem would be studied further. Al-
though the operation has been going full blast for more

LT GO D TR aiea I L S T P g i T TSR T,



84

than a year, reforn: of the old egalitarian compensation
system hasn‘t happened.

Establish your decision-making

rights

In ajoint venturc in China, the Chinesc
party supplies virtually all of the labor force, most of
the middle management, and the deputy general man-
ager. Apart from the technology, the MNC provides the
general manager and a few experts (who are usually
advisers rather than line managers). But many foreign
executives have been timid in wielding the authority
a general manager should have. To succeed, they must
leamn to assert and use that authority when decision
making is paralyzed by the norm of consensus decision
making.

The solution to this dilemmaisnotas
straightforward as you might think. Some successful
joint ventures strengthen the power of their boards and
the foreign general manager right from the beginning—
in negotiations and in lobbying the local bureaucracy.
The final deal solidifics the role of each and lays the
groundwork for successful decision making latcr. What
the deal cannot do, of course, is remove entirely the
Chinese penchant for consensus. It is an entrenchcd
part of the political process. And many management
issues are essentially political.

Thinking ahead, however, can minimize
problems before they start. One joint venture nego-
tiatcd to set up a new factory but did not write into the
agreement any specifics on an arbitrary staffing level
before beginning production. Instead, it selected staff
on a strictly as-needed basis, and it now enjoys great
flexibility, especially since the Chinese partner has
other operations from which it can draw experienced
staff.

The joint venture must also assert the
sovercignty of the board and limit the role of the bu-
reaucracy. The United States differentiatcs sharply be-
tween the role of the regulatory agency, which is lim-
ited by the concepts of jurisdiction and due process
and which may be challenged in a judicial proceeding,
and the role of the board and management in exercis-
ing judgment and discretion over operating issues. In
China, because such concepts are less distinct, the bu-
reaucracy is accustomed to playing a supervisory role.
Only if the joint venture management Jobbies vigor-
ously in the early stages of negotiation can it clarify
where the bureaucracy’s jurisdiction ends and that of
the joint venture begins.

For those companies that have already
completed negotiations, more creative solutions are .
necded to get over the hurdles blocking cffective deci-
sion making. Otis took over an existing operation and
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waork force. Because the Chinese partner had to provide
employment for surplus employees, it formed coopcra-
tive employce-owned mini-cnterprises, which were
staffed by surplus employces. These cooperatives
served as captive vendors of food, custodial, and nur-
sery services to the organization.

One experienced Chinese official said
that even if they have not already done so, MNCs
should insist that a foreign executive occupy thc post
of personnel manager. Unencumbered by a web of
long-standing relationships, foreign personnel manag-
ers are free to fire or shelve incompetent or unqualified
supervisors. ]

But the main route to effective decision
making must come from forcign managers winning
greater autonomy for the board and, failing that, assert-:
ing themselves before the bureaucracy. Decision mak- 3
ing is their responsibility. So is cffective use of man-  +
power and the integration of goals. If the joint venture «
is to enjoy decision-making autonomy, flexibility in its3
use of manpower, the institution of an effective incen- ¢
tive program, and the intcgration of goals, it is up to the
foreign executives to start the process. Foreign manag- ©
ers often complain, for example, that they can‘t seem .~
to mativate their workers. Have they thought about -
how much these workers are paid? Through lobbying !
and negotiation, a smart forcign manager will éstablish -
with the relcvant bureau his or her nght to implement -
a good incentive compensation program.

2
I
:

[SI SRTN'S

The challenge for MNC managers in
China is to discntangle the Chinese factory from its
web of bureaucratic supervision and transform it intoa
corporation. They have to create the marketing and fi-
nance functions and improve productivity and quality.
To do these things, they must overcome the poor coor-
dination and slow decision making endemic to Chi-
nese enterprise.

To find solutions, managers must look *
to the origins of problems. Effective use of manpower,
for example, requires having freedom to set up mean-
ingful incentive systems and to employ people in the
right positions. Localizing and streamlining decision
making requircs limiting bureaucratic claims to au-
thority or rerouting them through the board. Build-
ing cooperation and integrating objectives requires -
strengthening the horizontal communications in the
company. i

Success in management reform depends -
on the firm support of an enlightened and cooperative
Chinesc management, the willingness of the bureau-
cracy to concede the legitimacy of MNC involvement 3
in reform, and, above all, the vigorous and properly di-
rected efforts of the foreign general manager.
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