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Topping this issue, China is taking measures to promote energy conservation as a high priority in its 10th

Five-Year Plan.  Of ChinaÕs planned US$3.6 billion annual investment in energy conservation, China may
seek US$300 million from overseas funds.  The renewable energy front is gaining ground; wind power
stations are planned for the Shanghai area.

The transportation section of this issue provides some insight into the successes and barriers within the fuel
and auto industries.  China is promoting CNG and LPG to combat air pollution and has designated 12 pilot
areas to run duel-fuel vehicles.  Unfortunately, many of these vehicles are forced to run on gasoline due to a
scarcity of natural gas filling stations.

Shell is working with China to develop alternative energy resources, including rice straw and biogas.  Shell
also signed a contract with the China National Petroleum Corp to develop ChinaÕs natural gas resources.
Professor Ling of Fukui Prefectural University provides an overview of ChinaÕs recent energy reforms.
Finally, ÒImplications of ChinaÕs Government Restructuring on Sustainable DevelopmentÓ discusses the
benefits of restructuring the State Development Planning Commission on energy and environment projects.
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Foreign Capital Sought for Energy Conservation

China Daily, 1 August 1999
FOREIGN capital may be needed to help offset an
expected huge future demand for energy in China.
The funds are expected to be needed for energy
conservation.

China plans to save 20 million tons of standard coal
annually during the 10th Five Year Plan (2001-05).
That would require a yearly investment of 30 billion
yuan (US$3.6 billion) to generate corresponding
energy conservation capabilities, said senior officials
who are drafting the plan.

In addition to the 8 billion yuan (US$960 million) set
aside in the State budget and 19.5 billion yuan
(US$2.3 billion) expected to be provided by local
governments and enterprises, 2.5 billion yuan
(US$301 million) may be sought in the form of
overseas capital, said Chen Heping, director of
Energy Efficiency and New Energy Division of the
Basic Industries Department under  the State
Development Planning Commission (SDPC).

His remarks came at a seminar jointly sponsored by
the State Economic and Trade Commission's Energy
Conservation Information Dissemination Centre and
the ABN AMRO Bank last week. "China's energy
consumption growth rate must be slashed," Chen
said.

The country's energy consumption increased by 5.2
per cent annually from 1981 to 1998. Even if the pace
is kept at 2.8 per cent annually, energy consumption
would require an estimated 2.2 billion tons of
standard coal in 2015 and 4.34 billion tons in 2040,
more than triple the current level, statistics indicate.

"Mammoth consumption will pose insurmountable
challenges for energy production, purchasing,
transportation as well as the  environment," he said.
The Chinese government will focus on energy
conservation, he said. "In a country where the State
sector still dominates the economy, energy
conservation planning is still of vital importance."

Much room is left for China to explore its potential
for energy conservation, Chen said. China uses 25
per cent to 90 per cent more energy per unit in
manufacturing major energy-consuming products
than developed countries. A survey conducted by the
SDPC in 15 industrial sectors has found that 100
million tons of standard coal could be saved by
technological means  "in the near term." Experts
estimate energy conservation potential in the year
2015 at about 900 million tons of standard coal.

However, problems litter the path to energy
conservation development. "Most Chinese people do
not realize the vital importance of energy
conservation," Chen said. China's energy
conservation management organizations in the
government were cancelled during the ongoing
governmental restructuring drive. Statistical
departments also gave up collecting energy
conservation statistics and reporting. "Macrocontrol
in this regard is weakening," he said. In order to
optimize the future of energy supplies in China, laws
and regulations concerning energy conservation
should be improved and perfected, experts said. Key
areas for energy conservation should be specified to
lay a foundation for the smooth implementation of
policies, Chen said.

Information Dissemination Center to Promote Energy Efficient Products

China Daily, 28 July 1999
CHINA is taking measures to promote energy
conservation technologies to meet a tremendous
demand for high-quality energy, senior officials said
yesterday.

China's annual consumption of coal, which accounts
for 76 per cent of the country's total energy resources
for commercial use, are expected to triple by 2020,
along with a rapid increase in the use of petroleum
products.

"Energy conservation using advanced technologies is
still the best way to tackle the energy shortage," Zuo

Liming, director of the State Economic and Trade
Commission's Energy Conservation Information
Dissemination Centre (SECIDC) said at a seminar on
industrial energy conservation co-sponsored by the
centre and the ABN AMRO Bank.

However, China's industrial enterprises are
consuming more energy than developed countries
based on the same amount of output, which not only
increases costs, but aggravates environmental
pollution. "It is of vital significance that available
effective energy conservation technologies are fully
publicized and promoted to the enterprises," Zuo
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UNDP Unveils CFC-Free Project

China Daily, 3 August 1999
THE UNITED NATIONS DEVELOPMENT
PROGRAM (UNDP) has launched a new project to
promote the widespread commercialization of
energy-efficient CFC-free refrigerators in China, it
said in a press release yesterday. The Global
Environment Facility (GEF) is providing US$9.6

million in funds through the UNDP with US$31
million in co-financing from the Chinese
Government. The GEF is a multilateral fund to
protect the global environment in the areas of
climate change, biodiversity, ozone-layer depletion
and international  waters.

R E N E W A B L E  E N E R G Y 

Wind Power Stations to be Built in Shanghai

ChinaOnline, 18 August 1999
SHANGHAIÑWind power stations will be built in
ShanghaiÕs Nanhui County and Chongming County,
according to the Aug. 17 Nanjing Fuwu Dabao
(Nanjing Service Guide).

Each power station will help reduce the annual
consumption of 15,571 tons of standard coal and
decrease emissions of pollutants such as sulfur
dioxide.  The government agent in charge said once

operators gained experience running the equipment,
more wind power units would be set up in China.

Data obtained from wind testing towers built two
years ago in Nanhui and Chongming Counties by the
Shanghai Municipal Government shows that
Shanghai has abundant wind resources.

Shanghai has traditionally generated power from
burning coal, an energy source that generates
pollutants such as sulfur dioxide and causes acid rain.

E L E C T R I C  U T I L I T I E S 

Fund Aids Power Grid

China Daily, 20 August 1999
CHINA plans to increase construction work and
improvements on power grids in rural areas to help
rural economic growth by stimulating consumer
demand, according to the State Development
Planning Commission (SDPC).

Wang Jun of the SDPC said in Beijing yesterday that
the government will spend 65 billion yuan (US$7.8
billion) on the work this year, 13 billion yuan
(US$1.6 billion) of which will come from treasury
bonds.

China has adopted a pro-active fiscal policy since the
second half of 1998 and rural power grids are one of
six top-priority items in infrastructure, whose purpose
is to stimulate consumer demand. By the year 2000,
China will have completed these projects in 2,400
counties at a cost of 180 billion yuan (US$21.7
billion).

The rural power supply projects are expected to help
the growth of a number of related industries such as
b u i l d i n g  m a t e r i a l s ,  m a c h i n e r y  a n d
telecommunications because the construction work
will mean a need for equipment and materials.

Siemens to Build Gas-Fired Power Plants in Gansu

Xinhua, 9 June 1999
German electrical giant Siemens has signed a letter of
intent for the building of two gas-burning power
plants with northwest China's Gansu Province. The
projects will be jointly financed and the two sides
will operate the 6 billion yuan Lanzhou Power Plant,
which will have four 300 megawatt generating units,
using natural gas from neighboring Qinghai Province
and Xinjiang Uygur Autonomous Region. The two
sides would spend 1.3 billion yuan on the

transformation of the Xigu power plant from coal-
burning into gas- burning. Gansu officials said they
expect a remarkable improvement in the air quality of
Lanzhou, the provincial capital, after the new plants
become operational. The northwestern city is now
rated by the United Nations as one of the 10 most
polluted cities in the world, as it depends on coal for
its power supply. The officials said they expect
Lanzhou to be erased from the " black list " once the
projects are up and running.
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China Lacks Infrastructure for CNG, LPG

Asia Pulse, 3 August 1999
According to a recent survey of the 12 cities in China
that are designated as pilot areas for liquefied
petroleum gas (LPG) and compressed natural gas
(CNG) vehicle operation, only a small number of
filling stations for these vehicles have been built.
This has forced many dual-fuel vehicles to operate on
gasoline instead of cleaner burning alternative fuels.

For example, Shenzhen City has retrofitted 1,800
vehicles to run on either LPG or gasoline, but has
only built one LPG filling station.  The city of
Beijing has more than 600 dual-fuel vehicles on it
roads, but only four natural gas filling stations are
now in use.

Industry observers attribute the slow construction of
these stations to an absence of new design criteria
and insufficient supply of land at proper locations.
Many feel that natural gas refueling equipment
should be added to existing gasoline stations.

Other difficulties hampering the development of LPG
and CNG refueling infrastructure include funding and
limited investment returns.  Industry experts said
incentives should be granted for CNG and LPG
filling station projects, and reasonable procurement
and sales prices should be set for the stations.  In
addition, government officials should establish
regulations guaranteeing safe operation of the natural
gas filling stations, as well as a strict monitoring
system.

Clean Fuel Initiatives in Beijing, Chongqing, Sichuan, & Taiyuan

Environmental Health & Safety Review, August 1999
Members of the Beijing Municipal People's Political
Consultative Conference (BMPPCC) are urging
Beijing to develop clean fuel. In order to help combat
Beijing's air pollution, the municipal government
ordered the city's vehicles to use liquefied petroleum
gas and compressed natural gas (CNG). The
government has hopes that they will encourage the
clean fuel market by taking these measures. The
municipal government's working report committed to
having Beijing's 3,600 buses and 14,000 taxis use
liquefied petroleum gas and natural gas before 2000,
and that the 49 gas stations in the city offer two kinds
of clean fuel by 2000.

The end of June 1999 marked the opening of the first
liquefied petroleum gas station in Beijing. The cost of
building this type of station is estimated at
approximately 2 million RMB (US$240,000), while
the cost of building a CNG station is estimated at 10
million RMB (US$1.2 million). The Beijing
municipal government has allocated 30 million RMB
(US$3.6 million) for the construction of 11 such
CNG stations. An increase of CNG usage will be
accomplished through the use of long-range pipelines
linking Beijing to gas fields in Shaanxi Province. In
contrast, the Liquid Petroleum Gas (LPG) is being
imported since domestic production does not
currently meet quality requirements.

Promotion of clean fuel has also increased in
Chongqing and in the Sichuan province. Chongqing
has incorporated practical measures in support of the
enforcement, even though supplies of high-sulfur
coal are rich in Chongqing. Although nearly 1,000

coal mines have been closed according to the national
government's requirements, the supply is still
plentiful. Consequently, coal pricing in this area was
not affected much by the mine closure campaign.
Coal is still more inexpensive than gas and represents
a challenge to those desiring conversion from boilers
that use coal to boilers that use gas.

Government initiatives for the use of clean fuel in
Chongqing include natural gas pipeline renovation
and desulphurisation plants supported by the
Japanese Overseas Economic Cooperation Fund
(OECF). The plan to phase out the use of coal is
nearly complete- residential and catering services
employ boilers that use natural gas and this plan is
currently spreading to surrounding areas. Industries
using boilers face a big problem as converting to gas
boilers is costly. In response to this dilemma, the
government has decided to exempt the installation fee
for all industrial boilers less than 10 tons.

In general, natural gas output in Sichuan ranks first
nation-wide and is increasing annually while coal
output steadily decreases. The Sichuan provincial
government is promoting the use of clean fuel
through several measures. First, gas line construction
in urban areas is encouraged- more than 10,000 km
of natural gas pipelines have been built in urban areas
and in some counties and towns within the province.
Chengdu city has completed the clean fuel plan in its
urban areas within the third ring road and all the
boilers in the area use natural gas. Secondly, the
provincial construction committee has formulated a
natural gas use plan in urban areas including a CNG
vehicle plan. Lastly, a natural gas comprehensive use
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plan has been formulated by the Provincial Planning
Commission and by the Provincial Economic and
Trade Commission.

By June 25, Taiyuan removed 32 stacks from 24
organizations. This is in accordance with the Taiyuan
municipal government's Notice of Air Pollution
Control and its campaign, Remove Stacks for Air
Pollution in Beijing in April, many experts proposed
the adoption of marketing-based instruments (MBIs)
into existing environmental management in China. In
this seminar about environmental protection and the

industrialization of environmental facilities, attended
by leading economists, environmental experts and
representatives from SEPA and from the National
People's Congress (NPC), the policy suggestion was
proposed and widely accepted by the participants. It
emphasizes that MBIs should be sufficiently utilized
to commercialize the environmental market so that
environmental protection would not be the sole
responsibility of the government. The seminar also
proposed that the government create environmental
incentives through finance and tax policies in order to
guide the development of the environmental sector.

China Oil Sector Moves Ahead On Cleaner Air

Reuters, 30 June 1999
China's oil industry is moving ahead to produce
cleaner fuels echoing a government environmental
protection drive and calling for cooperation from
manufacturers, industry sources said on Tuesday.

"Our company has since a few years ago placed the
environmental issue high on the agenda in an effort to
catch-up with international oil majors," said an
official with China Petrochemical Corp (Sinopec).

"What we need now is cooperation from such OEMs
(original equipment manufacturers) as automobile
manufacturers to make our efforts worthwhile," said
the official.

Starting from January 1, 2000, leaded gasoline would
be dropped and gasoline production was expected to
contain a maximum aromatics content of 40 per cent,
olefin content 35 percent, benzene content 2.5
percent, and sulphur content 0.1 percent, according to
a government announcement released in early June.

But the official said the auto-making industry was
lagging behind by failing to produce automobiles
with catalytic converters, which were designed to
remove carbon monoxide and oxygenated nitrogen
from emissions.

"Our non-lead move could be much in vain if without
catalytic converters. So this is not the industry's job
alone," said the Sinopec official.

The oil sector was also expected to lower sulphur
content of gas oil production to 0.2 percent from 0.5
percent starting January 1, 2000.

The new specifications were pending state approval
expected by the end of 1999, industry sources said.

Sinopec has plans to spend around 5 billion yuan to
build desulphurisers to lower the sulphur content, the
Sinopec official said.

Deteriorating air pollution from sulphur dioxide has
become a pressing issue in China, industry sources
said.

A recent government report showed that acid rain
falls on about one third of China's land mass.

Sources said China was stepping up efforts to clean
its highly-polluted air, spending one percent of gross
domestic product on environmental programmes.

Beijing had earlier this month called for the shutting
down of 50,000-kw power plants country-wide over
the next few years.

The move was based on environmental grounds as
most burned imported fuel oil of 3.5 percent sulphur
content, sources said.

The government was also encouraging greater use of
cleaner fuels such as hydropower, nuclear and natural
gas.

A $3.4 billion 4,200-megawatts hydropower plant
was expected to start construction in 2000 in
southwest China's Guangxi province, state media
reported.

Plans have also been mapped out by the oil industry
to complete a cross-country natural gas pipeline grid
by 2010, costing $5.9 billion.

The project was seen tripling the use of natural gas
over the period and raising natural gas's share of
energy mix to around eight percent from the current
2.3 percent.

The biggest source of energy in China was coal,
taking up around 75 percent, followed by oil at
around 22 percent.
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Why China's Congress Rejected the State Council Fuel Tax Bill

China Online, 14 June 1999
On April 29, a bill proposed by the State Council
(China's cabinet) to amend the Highway Law failed
to pass the Standing Committee of the National
People's Congress (China's parliament) by one vote.
The bill is an attempt by the State Council to
transform the myriad of locally collected fees into
centrally collected tax revenues. The following article
from the May 7 Zhongguo Jingji Shibao (China
Economic Times) explains that the NPC members
who objected to the proposed bill felt it would make
highway tolls too high, stifle China's burgeoning auto
industry, and unfairly burden low-income farmers
who generally do not bring their farming vehicles
onto the highways. Despite the bill's rejection,
however, the author believes that with some
modification the bill will eventually pass, and the
central government has already made moves to close
some tollbooths and otherwise reduce the means of
local highway fee collection.

China's Proposed Fuel Tax Misses by One Vote

A bill proposed by the State Council to amend the
Highway Law failed to pass the Standing Committee
of the National People's Congress (NPC) by one vote
this April.

The proposed reforms are meant to replace various
locally-collected fees with taxes collected by the
central government. They are meant to crack down
on serious abuses of the fee-collection system as well
as problems with fees related to the use of vehicles
and highways.

The reform plan for highway and vehicle taxes would
include the following measures:

•  A fuel tax will be levied on diesel and gasoline
to replace the highway maintenance fee, highway
passenger/freight transportation surcharge,
highway transportation administration fee and
other fees and fund contributions collected by
local authorities to maintain and construct
highways and urban roads.

•  A vehicle acquisition tax will be imposed to
replace the vehicle acquisition surcharge.

•  All illegal and unreasonable fees will be
revoked, and any fees that are not a part of
government revenue will be collected as
operational charges that will be administrated
strictly in line with regulations regarding
operational charges.

•  Some set fees will continue to be charged, but
any unreasonably high fees will be lowered. The

proposed fuel tax primarily stipulates that any
organization or individual that produces,
contracts with others to produce, or imports,
gasoline or diesel fuel should pay the fuel tax.
The tax will be levied on a quantity, not price,
basis. Preliminary rates are set at RMB1.15
(US$0.08/pt) per liter of gasoline and RMB0.95
(US$0.07/pt) per liter of diesel fuel.

•  As a tax levied by the central government, the
fuel tax will be collected by the National Tax
Bureau and Customs and deposited in the central
treasury. The fuel tax paid by petroleum and
finished oil product manufacturers under China
Petrochemical Corporation (SINOPEC) and
China National Petroleum Corporation (CNPC)
will be refunded by the treasury, in line with the
principle of "all paid will be refunded".

•  Fuel tax revenues, excluding the portion that will
be refunded, will be used by the central financial
administration to compensate military, police
and railway authorities for extra fuel costs
incurred because of the fuel tax. In addition,
revenues will go to manufacturers and
wholesalers of SINOPEC and CNPC to
compensate for interest expenses incurred from
the extra working capital needed due to cover the
delayed payment of tax by their buyers. The
remainder of fuel tax revenues will be allocated
to local governments through transfer payments
by the central financial administration.

•  As soon as the fuel tax is introduced, the untaxed
gasoline and diesel fuel stores in resellersÕ
warehouses shall be quantified and taxed.

Problems with the Proposed Tax

Based on the current situation, the introduction of the
fuel tax could cause numerous problems. Although
the proposed fuel tax rates are lower than in most
other countries, the total fuel tax to be collected,
according to our calculation, will double the current
highway maintenance charges.

Increased gas prices will have a negative impact on
the developing automobile market, particularly in
rural areas.

Increased prices will hit farmers harder, for example.
Most farm machinery is not taken onto highways at
all, so farmers will not benefit from the tax they pay.
Furthermore, no tax breaks are offered to farmers in
the proposed fuel tax bill.

When the central government transfers part of fuel
tax revenues to local governments, conflicts might
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occur among local governments fending for their own
interests. Fuel tax revenues, therefore, will be used by
local governments under intensified supervision and
management.

Reforms Must Go Through

Despite its problems, the introduction of a fuel tax is
inevitable because the reform of vehicle and highway
charges must steadily continue. Most other countries
raise funds for transportation infrastructure

construction and maintenance through the levying of
fuel and highway taxes.

The Ministry of Communications has already started
to reorganize highway fee collecting stations, and the
number of stations will be substantially reduced until
they are all closed own. Though the fuel tax bill
requires modifications and was not adopted following
the first several rounds of debate, ministry officials
believe its implementation is inevitable.

Dongfeng Motor Corp.Õs Structural Revolution

CBU Ð Auto, July-August 1999
The recent visit of President Jiang Zemin to
Dongfeng Motor Corp. signaled a concrete step by
decision-makers to overhaul the debt-ridden and
massively over-staffed state-owned enterprises
(SOEs).  By the stroke of a pen, Jiang and the top
leaders removed the 4.6 billion yuan of debt ($557
million) owed by ChinaÕs second largest automaker
to state banks.  In addition, army generals traveling
with Jiang put in an order of 20,000 medium trucks
with a quarter of the total amount transferred to
DongfengÕs bank account immediately.  When Miao
Wei, the new young CEO of Dongfeng, was asked by
Jiang about the prospect of turning the companu
profitable this year, the answer was obvious.

A drastic structural change is underway at Dongfeng
and the goal, according to Miao, is to overcome the
ÒThree MountainsÓ facing his company: heavy debt
and interest payment, an exploding number of
employees and the tremendous burden of having to
run all kinds of social institutions.  The first mountain
has been removed.  The test will be the removal of
the second and third ones.  Miao seems to be moving
in the right direction.

DongfengÕs debt did not go away, though.  The
government agreed to convert the amount into the so-

called state assets or equity.  Whether in the long run
the state recovers the equity or not, Òdebt-to-equity
conversionÓ seems to be an unavoidable choice by
the central authoritiesÕ intent on turning around the
money-losing SOEs.

DongfengÕs structural revolution may pave the way
for further consolidation of automobile
manufacturing in China and open new opportunities
for multinational companies.  Strategically, Miao
Wei said in an interview with the Chinese press,
Dongfeng is poised to  accomplish three objectives:
to actively participate in the trend of global mergers
and acquisitions, to team up with leading domestic
manufacturers and to increase new product
development capabilities.

Until recently, leading multi-national automakers
may have treated Dongfeng as a money-losing
colossal SOE and refused to give any serious
consideration to teaming up with the company.  This
may no longer be the case.  DongfengÕs structural
revolution is part of the central governmentÕs
strategic move in positioning its auto industry in a
global market and in preparation for a WTC
accession.

Re-evaluation of China's Motor-Vehicle Market

CBU Ð Auto, October 1999
Decision makers in China are now drafting China's
10th Five-Year Plan for the years 2001 through 2005.
As far as the automotive sector is concerned, the
good news is that officials from the State
Administration of Machinery Industry (SAMI), the
government arm that supervises the auto industry, are
emphasizing on a "serious re-evaluation" of China's
motor-vehicle industry as a pre-requisite for drafting
a practical plan for future development.

At a recent conference on the future of China's
motor-vehicle and motorcycle market, Yang Hua,
SAMI's director of the Department of Development
and Planning, admitted to the lack of a realistic
understanding of China's motor-vehicle market when
decision-makers were drafting the 9th Five-Year Plan
for development five years ago. According to Yang,
some of the government's decisions were made
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without taking into considerations of the actual
market conditions and demand in China.

The biggest oversight, according to Yang, was the
neglect of the vast rural market by central planners.
Based on the principle of "high-level of technology
and large-scale and specialized production," China
focused on the introduction of car models developed
overseas under different market and road conditions.
As central planners neglected the needs and market
demand of the 900 million rural residents, they made
the mistake of overestimating the country's annual
passenger-car production by as much as 100 percent
for the year 2000.

As a result, Yang said, China is now suffering from
an overcapacity in the production of both passenger
cars and commercial vehicles. But in the meantime,
the market of farm vehicles has been expanding and

last year 2.93 million were made and sold in the
country compared to the mere 1.6 million that are
considered regular automobiles defined by the
government.

"We have to admit," Yang said, "that farm vehicles
are an important part of China's motor-vehicle
market. If we refuse to face this reality, we will end
up missing our potential and risk losing the vast rural
market."

And Yang reminded his audience that the first Ford
ever made was a three- wheel vehicle.

We have every reason to anticipate that before long
China's statistics of automobile production and sales
will include those of farm vehicles. In other words,
the total production of motor vehicles for 1998 would
have been 4.5 million instead of 1.6 million units.

Shifting Gears

With ambitious government plans struggling to make an impact, the auto sector is facing a major restructuring.

Nov-Dec 1997, Wayne W. J. Xing
Though the bicycle and animal-drawn cart remain
widely popular in China, automobiles have made
steady--if slow--inroads over the past 20 years. In
1978 there was not a single privately owned motor
vehicle in China. Today there are close to 3 million.
Twelve years ago, China produced 5,000 passenger
cars a year. By last year, total output had reached
389,200, a 78-fold increase (see Table 1). Moreover,
in addition to the 1.54 million motor vehicles
(including passenger cars, buses, trucks, and off-road
vehicles) produced in 1996, the country made and
sold 2.4 million farm transportation vehicles.

Despite such impressive growth, China's auto
industry faces numerous roadblocks. The remnants of
a centrally planned economy--reflected in central
government policymaking--combined with expanding
market forces and the resulting decentralization of
decisionmaking, have made it difficult for auto
makers to respond to market demands. As a result,
automobile production over the past three years has
slowed considerably--average annual growth rates
dropped from 37 percent between 1990-93 to 4.7

percent during 1993-96. The high growth rate of
passenger-car investment in the mid-1980s and early
1990s has created a problem of overcapacity in the
industry. By the end of 1997, the combined
production capacity of the leading car manufacturers
will likely reach 900,000 units. Total output for 1997,
though, is estimated at no more than 450,000 units, or
roughly half of capacity. Such disappointing figures
have prompted the central government to reassess its
ambitious growth plan for the sector, and promise to
force some difficult structural changes upon the
industry in coming years.

Who's who in China's auto industry

China launched its automobile industry in 1956
when, with the help of the Soviet Union, First
Automobile Works was established to produce the
Jiefang ("Liberation") line of mid-size trucks. Until
1978, the industry was under a strict centrally
planned system with only two dozen or so
automobile assemblers, the largest of which were the
First Automobile Works (now First Automobile
Works (Group) Corp., known as FAW) in
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Changchun, Jilin Province, and the Second Auto
Works (now Dongfeng Motor Corp., or DMC) in
Shiyan, Hubei Province. Today, there are over 120
government-approved asssemblers, consisting mainly
of State and joint-venture enterprises.

The leading PRC automobile manufacturers, in terms
of both production capacity and the types of vehicle
produced, are referred to as the "Big Seven." These
are, in addition to FAW and DMC, Beijing
Automotive Industry Group Corp. (BAIC), China
National Heavy-duty Truck Corp. (CNHTC),
Shanghai Automotive Industry Group Corp. (SAIC),
Tianjin Automotive Industry Group Corp. (TAIC),
and Yuejin Automobile Group Corp. (YAGC). In the
passenger-car market, eight firms--six of which are
Sino-foreign joint ventures--dominate. These
assembly facilities are referred to as the "Big Three"
(DMC, FAW, and SAIC), the "Little Three" (BAIC,
Guangzhou Peugeot, and TAIC), and the "Two
Minis" (Chang An Automobile Co., Ltd. and
Guizhou Aviation Industry Corp.) (see Table 2).

Supervising the country's automobile industry is the
central government's Ministry of Machine-Building
Industry (MMI). MMI, through its Department of
Automotive Industry, in general is responsible for
industry-related investment, project approval,
production planning, and overall policy decisions.
Except for CNHTC, DMC, and FAW, which are
under the direct authority of the State Planning
Commission (SPC), all of China's car makers are
under direct control of a ministry or a provincial or
municipal government. BAIC, SAIC, and TAIC, for
example, are under jurisdictions of the respective
municipalities of Beijing, Shanghai, and Tianjin. The
Guangzhou city government oversees Guangzhou-
Peugeot. Chang An and Guizhou are, respectively,
under the control of the ministerial-level entities
China North Industries Corp. (NORINCO), and
China National Aviation Industry Corp. (AVIC).

Foreigners in the fray

Ever since China opened its doors in the early 1980s,
the auto and motorcycle industries have been
attractive sectors for foreign investment (see The
CBR, March-April 1994, p.16). According to
statistics provided by MMI's Department of
Automotive Industry, by the end of 1996 the total
number of automotive cooperative projects, joint
ventures, and wholly foreign-owned ventures reached
455, with an estimated $2.5 billion in foreign capital
(see Table 3). In the 10 years spanning 1986-1995,
total investment in the passenger-car industry,
including parts and components, reached $3.6 billion.
In 1996 alone, 74 automotive joint ventures were set
up with foreign manufacturers.

Foreign investment generally has helped the PRC
auto sector upgrade its technology and efficiency
levels. For example, Shanghai-Volkswagen Co. Ltd.,
which was established in 1985 and holds a 52 percent
share of the domestic sedan market with its 1.8-liter
Santana, has recently decided to expand its
technology center by investing an additional $98
million in new model development. Meanwhile,
SAIC recently teamed up with General Motors Corp.
in a $1.5 billion mid-size sedan project and a $50
million technical center. The Two Minis have both
recently announced joint-venture deals with Japanese
technology providers to improve scale economies in
production. Chang An is working with Suzuki
Motors to boost production of the 0.8-liter Alto, and
Guizhou has partnered with Fuji Heavy Industries
Ltd. to expand production of the 0.54-liter Skylark.

Other foreign firms have helped diversify China's
auto market. A joint venture between Ford Motor Co.
and Jiang-ling Motors Corp. in Nanchang, Jiangxi
Province will introduce the Transit van in December
of this year. Ford has recently announced its intention
to increase its 20 percent equity stake in Jiangling by
another 10 percent. Ford has also set up four auto
component joint ventures. Other van or light-bus
joint ventures include Fuzhou-China Motors Corp.
(China Motors is a Taiwan-based affiliate of Japan's
Mitsubishi Motors Corp.), Jinbei-Hiace, Nanjing-
Iveco (a joint venture with Iveco, a unit of Italy's Fiat
S.p.A.), and Sanjiang-Renault. In addition, Nissan
Motor Co. has a 5 percent equity interest in the
Zhengzhou-Nissan Automobile Co. to produce
Nissan pick-up trucks.

Chrysler Corp.'s joint venture, Beijing Jeep Corp.,
has been turning out its multi-purpose vehicles since
the mid-1980s and now has an annual capacity of
100,000 Jeep Cherokees and lower-end Beijing
Jeeps. Although the first vehicle joint venture in
China, Beijing Jeep remains short of the minimum
annual production capacity (150,000) the central
government requires before a company can introduce
a new vehicle model. Given the overcapacity in the
Chinese sedan market, though, the central
government has reportedly advised Beijing Jeep to
continue to concentrate on production of sport utility
and light vehicles.

Success in parts and components

The critical mass of foreign auto makers in China has
lured the world's leading auto-parts companies to set
up PRC operations. AlliedSignal Inc., Robert Bosch
GmbH of Germany, Cooper, Dana Corp., Delphi
Automotive Systems, ITT, Lucas Varity Inc.,
Rockwell, Siemens, TRW Inc., Tenneco Inc., United
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Technologies Corp., Valeo, as well as leading
Japanese and Korean parts companies, have all
invested in parts and components joint ventures in
China (see The CBR, March-April 1994, p.24).
Delphi alone has formed more than a dozen joint
ventures, and one wholly owned enterprise, to
produce engine-management systems, wire
harnesses, electric systems, drive shafts, brake
systems, steering gears and columns, and generators
and batteries.

The Asia Strategic Investment Corp. (ASIMCO), a
Beijing-based US investment company, also has
contributed significantly to the Chinese auto-parts
industry. Founded in 1993, ASIMCO has raised $250
million from pension funds, insurance companies,
and private investors in the United States, Europe,
and the Middle East to fund 13 Chinese auto-parts
factories. With an average equity ownership of 58.5
percent, the ASIMCO group now produces such
components as brake systems, compressors, diesel
nozzles and injectors, friction materials, fuel pumps,
gears, horns, ignition coils, jacks, motorcycle wheels
and gears, motors, oil seals, piston rings, precision
castings, rubber seals, and valves.

Productivity levels in the PRC auto-parts industry, in
particular, have benefited from foreign investment.
The Tianjin Wix Filter Corp., a joint venture between
Tianjin Automotive Filter Factory and Dana of the
United States, is a case in point. In 1991, the joint
venture's first year of operation, the number of oil
filters produced per employee increased by 74
percent over the preceding year. By the end of 1995,
with 200 fewer employees and a shorter work week,
productivity had increased by 600 percent, according
to Kuang-Ming Lin, president of Dana China.

Gauging demand

The car models selected for priority investment by
the central government in the 1980s were meant to
replace the influx of imported sedans, which had
been forcing the government to spend significant
foreign exchange reserves. By the mid-1990s, PRC-
made models had begun to replace the imported
sedans, used primarily in taxi fleets and by
government institutions and companies. The market
shares of domestically made cars increased from 33
percent a decade ago to over 70 percent today.

Much to auto makers' dismay, however, the dramatic
increase in domestic production capacity was not
matched by growth in demand among individual
consumers. China's passenger-car market is largely
an "institutional" market--buyers are government
institutions, State-owned companies, and taxi fleets
rather than individuals. In rural areas, according to

China Business Update--Automotive, in 1996 there
was one farm vehicle for every 100 residents; in
urban areas, there was one auto for every 400
residents. And despite the fact that the number of
privately owned automobiles in China has increased
on average by 27 percent annually over the past 10
years, the vast majority of these are trucks, buses, and
cargo vans (farm vehicles are not included in this
category). Ironically, the small consumer car market
in China hinders further efforts to lower sticker prices
by expanding production scales. Some experts
believe that the rise of a family car in China will not
begin until roughly 2005, when the average per capita
annual household income is expected to reach
RMB60,000 ($7,230). Until then, the typical Chinese
family is unlikely to be able to afford a car.

Even if high car prices do not deter individual buyers,
heavy auto-related taxes and fees put cars beyond the
reach of many potential car owners. Taxes that apply
nationwide to the purchase of a new car are a 5
percent consumption tax, a 17 percent value-added
tax, and a 10 percent vehicle-purchase tax. But
certain regions impose on car buyers more than 20
different taxes and fees, amounting to more than one-
third of the retail price of a car, according to recent
surveys by PRC government agencies. In some
provinces and cities, car buyers are even assessed
taxes that go toward family planning and local
education programs. The dearth of expressways,
highways, parking facilities, and advanced traffic
control systems further discourages automobile use in
China's major cities.

In light of such circumstances, car maker Shanghai-
Volkswagen developed and expanded the Santana
model's production capacity to 300,000 units to target
the institutional market. Because it started production
three years earlier than the rest of the sedan makers,
the company secured a sizable consumer base ahead
of its competitors. As a result, Chinese partner SAIC
has been the least affected by the problem of
overcapacity. SAIC's decision to join with General
Motors to produce the high-end 3.0-liter Buick Regal
is similarly aimed at cementing its strength in the
domestic institutional market for luxury cars, as well
as competing with imports.

Crafting an Industrial policy

For better or worse, Beijing has been integrally
involved in directing the development of the sector.
The eight main passenger-car ventures, for example,
have had to satisfy government-imposed local
content requirements to qualify for preferential tariff
rates on imported components. The government
granted these vehicle manufacturers an initial period
of three years during which they enjoy a preferential
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rate of 33.3 percent on imported parts instead of the
standard 100-150 percent. After three years, these
auto makers were expected to raise their levels of
local content to at least 40 percent, to qualify for
further tax breaks.

Since 1994, all new auto projects have faced the
stiffer localization requirements contained in the
State Council's automotive industrial policy (AIP).
Under the AIP, auto ventures must start production
with 40 percent local content to qualify for 37.5
percent import duties on parts. Auto makers that
reach local content levels of 60 or 80 percent may
import parts at Customs rates of 30 percent and 20
percent, respectively. Leading companies have
already reached a localization level of more than 80
percent.

The AIP, aimed at transforming the auto sector into a
"pillar industry" of the PRC economy, epitomizes the
government's prominent role in the sector. Though
the industry's decentralization and growing
protectionism on the part of the local governments
have made it difficult for Beijing to implement the
policy, the basic goals--consolidating production and
directing foreign investment--remain in place for
now. In an example of the sector's lack of economies
of scale, China had 124 automobile assemblers in
1994 with an annual output of just over 10,000 units
per assembler. The AIP thus lays out a two-stage
framework to streamline the vehicle-manufacturing
sector. During the first stage, from 1996-2000, the
State intends to support reorganization efforts that
will lead to the evolution of 2-3 large national
enterprise groups, 6-7 key vehicle manufacturers, and
8-10 internationally competitive motorcycle
manufacturers (see p.19). Other first-stage goals
include:

•  Motor vehicle production of 3 million units, of
which 1.5 million will be passenger cars (in
1996, the targets were reduced to 2.7 million and
1.3 million, respectively);

•  Annual capacity of 300,000-500,000 units in
each of the 2-3 large enterprise groups;

•  Consolidation of the present 3,000 parts and
components manufacturers into 300 companies
to serve as major domestic suppliers (and
product developers) for original equipment
manufacturers (OEMs).

During the second stage, from 2000-2010, Beijing
will support the reorganization efforts for the
formation of 3-4 large, internationally competitive
enterprise groups. Other goals for 2010 include:

•  Total vehicle production capacity of 6 million
units, of which 4 million will be passenger cars;

•  Annual production capacity of more than 1
million units from each of the 3-4 automotive
conglomerates;

•  Formation of 5-10 internationally competitive
components groups, which will form a supplier
base for the OEMs, the after-sales market
(service and parts replacements), and the export
market.

The AIP also calls for safety, pollution-control, and
energy-saving regulations for automotive products,
and "gradual" implementation of the current
international automobile safety and environmental
approval standards.

Notably, auto parts manufacturing receives
significant attention in the AIP, likely because the
government realized that this subsector was
becoming unable to meet the demands of vehicle
assemblers. The policy lists 60 auto parts and
components, on the basis of technology level and
suitability for mass production, for preferential
development during the Ninth Five-Year Plan (1996-
2000) period. The listed parts are divided into three
groups: Groups I and II consist of the 25 key auto
parts and components specific to the passenger-car
industry; Group III consists of parts and components
that have long been produced domestically but that
cannot yet be manufactured on a mass scale. For
these 60 parts, the government will contribute funds
and encourage foreign participation in their
development.

For each of the three high-tech components in Group
I--engine-management systems (for gasoline
engines), anti-lock braking systems, and safety air
bags--one foreign partner is supposed to be chosen to
work with a consortium of Chinese companies for
development of domestic production facilities. For
example, Bosch has signed an agreement with China
United Auto Electronics Co., Ltd., a consortium of 15
Chinese auto companies based in the Pudong New
Area in Shanghai, to form a 50-50 joint venture to
produce engine management systems. For items in
Group II, which include filters, pistons and piston
rings, radiators, shock absorbers, and steering
systems; and in Group III, which include carburetors,
distributors, mufflers, seating, and spark plugs, the
government intends to support 3-5 leading domestic
manufacturers to reach its goal of about 300 large
parts suppliers by the end of the century.

The AIP and foreign firms
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In recognition of the need for foreign auto-related
expertise, the AIP encourages foreign investment,
though with specific regulations regarding partner
selection, joint-venture equity shares, and export
commitments. Further qualifying foreign
participation in the sector, the policy calls on Chinese
enterprises to team up only with foreign firms with
"sufficient" management know-how, product
development capability, and technology, as well as
independent distribution channels and adequate
financing. Such criteria are meant to attract large,
multinational auto companies to the PRC market.

In an effort to prevent domination by any given
foreign manufacturer, the AIP prohibits a foreign
vehicle manufacturer from owning more than two
joint ventures of the same vehicle type. For example,
Volkswagen, with two existing sedan joint ventures
in China, is not permitted to establish a third sedan
venture. The AIP also stipulates that a foreign partner
in a vehicle or engine joint venture can hold no more
than a 50 percent equity share. The AIP requirement
that all new assembly ventures begin with 40 percent
local content is another example of the policy's goal
of improving overall PRC product development
capability.

By contrast, foreign investors in the parts industry in
general are not limited to a certain percentage of
equity ownership, though there are exceptions. Parts
manufacturers may even establish wholly owned
ventures, such as AlliedSignal's turbocharger plant in
Shanghai and Delphi's $50 million steering systems
plant, also in Shanghai. Foreign partners in ventures
producing high-technology anti-lock braking
systems, engine-management systems, and safety air
bags, however, may not hold more than 50 percent
equity.

Some of the AIP provisions--local- content
requirements, preferential treatment for domestic
firms, and the restriction on foreign investment
levels--are inconsistent with World Trade
Organization (WTO) principles, and have received
criticism from some foreign firms. Though China
considers its auto sector an "infant industry," which
would make it eligible for longer phase-in periods for
certain WTO regulations, the slow negotiations for
PRC entry into the WTO have left many foreign auto
industry firms in limbo. Late September negotiations
between US and PRC negotiators over the content of
China's WTO accession protocol, according to
official government reports, failed to resolve major
issues of relevance to the auto sector.

Humbled ambitions

The PRC government has run into a number of
obstacles since the AIP's introduction in 1994, and
has been forced to scale back its goal of making autos
a pillar industry. Rather than consolidating the
industry, the decision to elevate autos on Beijing's
priority industry list spurred provincial investment in
the sector, and China today has close to 1,000
automobile assembly and reassembly factories,
including both official and unofficial, large and
small. Beijing's protective import tariffs also have
fueled redundant investment. Because the tariffs have
distorted domestic auto prices, automobile assembly
has been a profitable business even for a simple
facility that makes less than 100 vehicles a year.

The AIP's goal of establishing nationwide an efficient
auto industry has also been thwarted by regional
protectionism. It is a common practice, for instance,
for a provincial government to protect favored
automobile assembly operations located in its
province, either by giving local tax breaks for locally
procured goods or restricting the use of vehicles
made in other provinces (see p.10). SPC issued an
administrative order last year mandating that local
governments rescind all restrictive measures on the
use of affordable economy models. But many of
these restrictive regulations remain in force. Beijing
municipality, for example, continues to limit the use
of TAIC's Charade, 1-liter minivans, and low-end
Beijing Jeeps on the city's downtown streets to every
other day. Taxis, however, are excluded from the
rules.

Though high tariffs on imported cars have allowed
Beijing to achieve its goal of expanded domestic
production, the tariffs have also contributed to the
inflow of illegal passenger cars, estimated at 40,000 a
year. Despite this pervasive smuggling, and the
country's efforts to join the WTO, the central
leadership justifies the tariffs on the grounds that the
auto sector is an infant industry. China reduced its
import tax on automobiles as of October 1, 1997, but
only slightly: import taxes on passenger cars went
from 100-120 percent to 80-100 percent, depending
on the size of engine displacement.

In search of a family car

While the absence of a ready individual consumer
market has slowed expansion of China's passenger-
car industry over the past three years, farm-vehicle
production has accelerated phenomenally during the
same period. Total annual output jumped from 1.24
million units in 1993 to 2.4 million in 1996--nearly
one million more than the total number of
automobiles produced that year. The largest
passenger-car manufacturer, Shanghai-Volkswagen,
assembled 200,000 sedans in 1996; three of the
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largest farm vehicle producers, the Beijing-Futian
Group, the Jinwa Group, and the Juli Group, in
contrast, each turned out more than 250,000 units of
three- or four-wheel motor vehicles.

Thus, the answer to the question, "Is there a family
car in China?" can be found in the 10 million farm
vehicles now on the road. These vehicles, which are
diesel-powered and travel at low speeds--typically no
more than 50 km per hour--are owned mostly by
families in China's rural areas. Motor vehicle
ownership in the countryside averages one for every
20-25 families.
The rise of these inexpensive farm vehicles highlights
the strength of market forces compared to that of
central government support. While heavy
government investment helped build the country's
passenger-car subsector, with central planners
pushing for expansion of passenger-car production
capacity, farm vehicle projects have involved little
State funding, and have taken their cues largely from
the market. Moreover, a sedan in China costs at least
RMB100,000 ($12,195) including all taxes and fees,
while a farm vehicle can sell for as low as RMB6,000
($722). Further, farm vehicle purchases incur much
lower taxes than automobiles--and run on
government-subsidized fuel. Not surprisingly, 80
percent of the passenger cars produced in the country
are bought on credit by fleet companies and
government institutions, but 99 percent of the farm
vehicles are purchased with cash by individuals.

The manufacturers of farm vehicles target rural
individual consumers. Current freight transportation
needs in rural areas are estimated by the government
at roughly 20 billion tons a year, with an annual
growth rate of 5-10 percent. Such needs are presently
met through a combination of transportation vehicles:
730,000 automobiles, 10 million motorcycles, 10
million tractors, 10 million farm vehicles, and 70
million ''rickshaws'' and animal-drawn carts. Despite
the slowdown of the growth rate of farm vehicles last
year, experts believe that demand for these
inexpensive farm vehicles--in the form of trucks,
pick-ups, vans, and sedans--will steadily increase to
3.5 million units a year by the turn of this century and
5.5 million units by 2010.

As the market grows, China's farm-vehicle and
passenger-car industries are destined eventually to
merge into a single motor-vehicle industry. The
manufacturing costs of pick-ups and sedans should
drop significantly as production volumes rise,
eventually making retail prices affordable. At the
same time, farm vehicle producers, especially the
largest manufacturers, will improve and upgrade their

products and move into pick-ups and sedans, either
independently or by teaming up with automobile
manufacturers.

In fact, automobile and farm-vehicle manufacturers
are already joining forces. The BUAMMC-Futian
Vehicle Corp. (Futian), the country's largest four-
wheel farm-vehicle manufacturer, was formed from
the merger of Beijing United Automobile &
Motorcycle Manufacturing Co., a leading light
vehicle producer, and Zhucheng Vehicle Plant, a
small farm-vehicle manufacturer in Zhucheng,
Shandong Province. In 1994, the first year of the
merger, the company produced 4,000 "Beijing"-brand
four-wheel farm vehicles. By 1995 Futian had
become the ninth-largest four-wheel farm-vehicle
producer in the country, turning out 9,680 units. Last
year the company expanded into a shareholding
corporation by combining the resources of about 100
companies around the country. The new corporation
became the country's top four-wheel farm-vehicle
manufacturer in 1996, with output of 26,313. Futian's
goal is 55,000 for 1997, according to company
president Wang Jinyu. The company's goal for the
year 2000 is 450,000 units.

Striking a Balance

After 10 years of significant foreign investment, the
country's auto sector now has a production capacity
of close to a million passenger cars and another
million commercial vehicles. But it will take at least
another 10 years before large numbers of ordinary
Chinese families purchase cars for personal use.
Through the AIP, the Chinese government will try to
protect the domestic automobile industry even after
China joins the WTO, but the industry will eventually
have to rely more on market forces to resolve its
many problems. For example, if local protectionism
abates, the sector's problem of overcapacity should
intensify competition among manufacturers, which
could force the industry to reorganize. For
consumers, the present overcapacity may help speed
up the availability of affordable automobiles.

For the foreseeable future, however, the family car in
China will have to be able to function both for
business and for personal use. It is safe to predict that
on the road to motorization there will be a range of
family cars in China. Any model made in China,
whether by a Chinese or a joint-venture company, is
unlikely to earn the "family car" distinction if it is out
of reach of the 200 million rural families. To succeed
in China, then, foreign automotive companies should
be prepared for some stiff competition down the road.
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Efforts to Improve Environment Pay Off

China Daily, 25 September 1999, Zhu Baoxia
THE Beijing municipal government has
fundamentally kept its promise to improve the
environment, particularly air pollution, over the past
year.

However, environmental pollution remains serious in
Beijing and more needs to be done to bring it up to
the level of other major world cities, said Xie
Zhenhua, minister of the State Environmental
Protection Administration (SEPA).

Xie called on people from all sectors to help make
Beijing a modern capital with blue skies, clean water
and beautiful surroundings.

Xie made these remarks yesterday in Beijing at a
meeting to sum up an inspection of the city's
environmental treatment.

In the past several days, officials and experts from 11
State departments inspected many places and saw
changes.

The investigation teams highly praised Beijing's
endeavor in air and water treatment.

The municipal government vowed early this year to
improve environmental quality in honour of the 50th
anniversary of the founding of New China.

Through a year of efforts, environmental quality in
Beijing has primarily improved, creating a suitable
environment for celebrations.

Beijing has also set a model for other cities that aim
to cut air pollution caused by vehicle emissions and
coal burning. Its results should boost urban anti-
pollution efforts, said Xie.

But Xie also stressed that the capital city has not met
the central government's air-pollution reduction
requirements. He added that today's environmental

quality is far behind the expectation of people in
Beijing and throughout the country.

Beijing remains one of the most polluted cities in the
world. Among the 10 cities with the worst air
pollution in the world last year, seven were in China,
and Beijing was the third most contaminated city, Xie
said.

Xie, on behalf of the inspection team, suggested the
Beijing municipal government further regulate
industry to keep pollutants out of the air. He said
industries should limit their emissions and gradually
find ways to remove polluting chemicals from their
waste.

Coal burning must also be gradually eradicated in
central areas, and measures must be taken to expand
the use of low-sulphur coal.

Xie warned that Beijing, with more cars than any
other Chinese city, will face the additional challenge
of cutting vehicular emissions. He suggested Beijing
organize experts to develop pollution-treatment
techniques and facilities so environmental protection
becomes a new economic growth sector in Beijing.

According to Beijing Mayor Liu Qi, Beijing will
soon enact another 22 measures to prevent
environmental deterioration in the winter, when
smoke from extensive coal heating often degrades the
air.

Liu said the municipal government has set high-tech
as a new economic growth sector for Beijing.

All small factories that consume energy and
resources heavily and cause environmental problems
will be closed, and the city will establish
environmental supervision brigades in all 18 urban
districts to improve the environment in areas between
urban and rural Beijing, the mayor said.

General Motors Provides US$100,000 to Fund Pollution Studies in China

ChinaOnline, 12 July 1999
General Motors Corp. recently signed a cooperation
agreement with Hong Kong Polytechnic University
and Tsinghua and Tongji universities in China to
provide US$100,000 to fund the second-phase of an
atmospheric particle study in Beijing and Shanghai,
according to the July 8 Zhongguo Qiche Bao (China
Automotive News). The Chinese learning institutions

have used six advanced PM25 samplers donated by
General Motors to conduct sampling and chemical
composition analysis in the two cities. GM and Hong
Kong Polytechnic University will focus on
continuing the sample analysis. The next step of the
study will be to analyze the impact of mobile
pollution sources on the environment.
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Environmental Monitoring Reaches a New Stage

Zhongguo Huanjingbao [China Environment News],
7 September 1999, Beijing Air Pollution Prevention
Report #9 by reporter Wang Ya
There have been many changes in Beijing air quality
reporting over the past several years.

The first change is that the report frequency increased
from weekly to daily. The Beijing Municipal
Environmental Monitoring Center each day issues air
quality reports at a specific time.

The second change is that the report on total
suspended particulates changed to a report on
respirable particulates (PM-10) and that the report on
NOx changed to a report on NO2.

The third change is that four new air quality
monitoring stations at Wangjing, Dongba, the Beijing
Municipality Committee Party School, and
Wangyuquan Road joined the existing eight
monitoring stations to make a new  total of twelve
stations.

Why were these changes made? Accord to Yu
Xiaoxuan, Vice Director of the Bejijing Municipality
Environmental Bureau, Beijing is the capital of
China, a city striving to be an international city, and
now applying to host the 2008 Olympic Games so
naturally it is moving ahead of other Chinese cities in
its environmental monitoring. In order to put its air
quality monitoring in line with international practice,
Beijing has made four changes in its reporting this
year.  Originally Beijing made just one weekly air
quality report based on the average pollution level for
that week, but this proved to be too late and
ineffective. In January Beijing began reporting air
quality on a daily basis.  Considering that the particle
that have the greatest effect on human health are of
10 microns or less in diameter, Beijing changed its
particulate measurement standard from total
suspended particulates to respirable particulates
having a diameter of ten microns or less (PM-10).
Respirable particles are very small so they can enter
the body.

Moreover respirable particles 2.5 microns or less in
diameter greatly affect visibility.  This is because
they are very light, do not settle easily, and are
always floating around in the air. The absorption and
scattering of sunlight by these particles makes the sky
gray and dull. The reason for changing the
measurement standard front nitrous oxides (NO) to

nitric dioxide (NO2) is that nitrous oxides include
both nitric oxide and nitric dioxide --- and nitric
oxide is essentially harmless but nitric dioxide is very
harmful. Moreover for a city the size of Beijing, eight
air quality monitoring stations is not sufficient. For
the time being Beijing has increased the number of
stations by four by using a mobile monitoring station.
Informed sources say that Beijing plans to eventually
increase the number of air quality monitoring stations
to twenty.

According to informed sources, the Beijing
Municipality Environmental Bureau is now using a
USD 3.2 million French government loan to expand
the Beijing air quality monitoring system. Once this
expansion is completed, Beijing will have 24 air
quality monitoring stations that will provide fairly
good coverage of the urban district of Beijing and
most of the close-in suburbs.  The air quality
monitoring system Beijing currently uses was
imported from the United States in 1983. It was the
first urban air quality monitoring system in China.
Owing to limited financial resources, only eight
monitoring stations were built.  In recent years,
Beijing's urban area has been built up very quickly
and eight monitoring stations are no longer adequate
for Beijing since they cannot give an accurate picture
of the city's air quality.

According to Fan Jiansheng of the Beijing
Municipality Environmental Protection Bureau, big
foreign cities generally have several dozen air quality
monitoring stations.  For example, Paris has 80
stations, Tokyo 67, and Seoul 30. Considering the
Beijing comprehensive construction plan, Beijing
will have 20 administrative and development districts
and so should have at least 20 air quality monitoring
stations based on the requirement of one station for
each district. Therefore Beijing and the French
government have been cooperating since 1997 on the
construction of 16 environmental monitoring stations
throughout Beijing. The entire project costs 42.59
million RMB for an average cost of 2.66 million
RMB per air quality monitoring station.

According to informed sources, this new monitoring
system will be in place at the end of next year and
begin operation in 2001. Then Beijing citizens will
receive through the news media daily air quality
reports from twenty-four air quality monitoring
stations. Beijing is leads the entire nation in this area.
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Cities Set To Fight Pollution With Gas

China Daily, 5 August 1999
OLIVER Reimer, a Canadian professor at Xi'an
Jiaotong University, found the sunlight was always
tarnished by the mist floating over Xi'an.

These days, however, the professor came out with
new discoveries that the use of smokeless natural gas
has spread wildly in the snack bars along the streets.
"I think this is the first step for the city, rich in
historic relics, to clean its sky," Reimer said.

"Mr Reimer is right," said an official in charge of the
environment. "We are trying to bring our bright
sunlight back to our city of tourism." This week, the
municipal government of Xi'an claimed that
institutions and families living in the city will not be
allowed to consume coal starting in November. "That
means the amount of dust floating in the air will be
reduced to at least 20 per cent," said Peng Zhixi,
director of Xi'an Environment Bureau. Peng pointed
out that most cities in the Northwest like Xi'an tend
to be a victim of the dust emitted from the burned
coal, especially during the winter. To make things
worse, Xi'an is also soaked with the dust flowing
from the Loess Plateau, north to the city.

In order to get rid of the smoke, 90 per cent of the
city will be fueled by natural gas by the year 2000,
said Feng Xuchu, mayor of the city. The city's efforts
to bring back "the bright sun" is echoed by other
heavy polluted industry centres in the Northwest,
including Lanzhou and Xining. The two cities have
cast their eyes on electricity with an aim to get rid of
the coal. "Electrification is the only approach to save
the two cities from severe air pollution," said Qu

Geping, an environmental expert. So far, coal is still
the major fuel of the two cities.

Lanzhou, the capital of Gansu Province and an
industrial hub of the Northwest, ranks sixth among
the top polluted metropolis in the world, and Xining,
the capital of Qinghai Province, is one of the most
heavily polluted cities in China. However, the
awaited electricity takes time since power is still
limited in the two cities along the upper reaches of
the Yellow River. Establishing a number of
additional hydropower stations on the upper reaches
of the river is a bold but feasible solution, according
to Qu. Some experts in Xining also hope these
stations will help the whole nation change its energy
consumption mix.

And the rich natural gas resources in the region's
Qinghai Oilfield has also lit the hope for the two
cities to be less dependent on coal in the near future.
Meanwhile, Lanzhou has carried out a "special
project" to wipe out the city's greatest pollution
contributors during the winter. Under the project, 100
enterprises will be forced to stop their production
processes for the sake of the city's air quality this
winter. Reports have shown that the pollution has
been reduced in the three cities during the first half of
this year.

Peng, however, warned that the hard days of winter
are the major challenge for the cities. According to
Peng, it will take at least five years to bring the
average pollution level in the cities lower than the
national standard.

Bank Clears Air With Help From US Loans

China Daily, 19 August 1999
THE CHINA CONSTRUCTION BANK (CCB), one
of the four largest State-owned commercial banks, is
helping to move along the country's environmental
protection programmes with its financial brawn.

Officials from the bank said yesterday it has raised
US$5.11 million in overseas funds for air pollution
monitoring projects in 11 cities including Tianjin,
Xi'an, Wuhan and Nanning. The air pollution projects
are considered the first concrete programme
developed by the Chinese Government and the
Government of the United States. It is also the first of
a series of purchasing contracts signed during
President Clinton's 1998 visit to China.

Eighty-five per cent of the $5.11 million in funds
come from a preferential loan from the Bank of
America. The loan is guaranteed and subsidized by
the Export-Import Bank of the United States. The
remaining 15 per cent comes from the Imperial Bank,
also based in the US, and will be delivered by a
deferred-payment letter of credit. According to the
agreements, the CCB served as the onlending bank of
the loans.

Bank officials said the loans have been distributed to
local environmental protection administrative offices
and will be used to buy air-pollution monitoring
equipment from the US-based Dasibi Environment
Ltd.
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Air Pollution Blocks Beijing's Blue Sky

Environment News Service, 1 September 1999,
Hu Pan
BEIJING, ChinaÑAs the October 1st 50th
anniversary of National Liberation Day approaches,
more than 5,000 construction projects are under way
to prepare for the massive celebrations. As a result,
there is now a rapid resurgence of air pollution in
Beijing.

Over the first five months of 1999, the air pollution
situation in the Chinese capital city of Beijing had
been steadily improving. Initially, sulfur dioxide
levels decreased by around 20 percent, and by May,
the sulfur dioxide index of the air reached its lowest
point in fifteen years. This remarkable reduction of
air pollution was the result of government reaction -
at the end of 1998, 46 emergency policies had been
put into effect.

More than a year ago, the Chinese Environmental
Bureau admitted that Beijing had not only become
the smoggiest city in China, but that at certain times,
the levels of polluting air exceeded that of even
Mexico City, which was well established as the
world's dirtiest city.

Although the total pollution index of Beijing was
lower than that of Mexico City, the widespread
burning of coal during winter made Beijing's winter
pollution higher by 20 to 30 percent.

Due to the economic interests of many people, it is
impossible for the Beijing government to stop the
construction of new buildings. On top of that, the
5,000 new construction projects are proceeding, night
and day, to prepare for the 50th anniversary
celebration of National Liberation.

Largely because of the sheer number of buildings
under construction, the density of dust particles in
Beijing's air is greater than that of the other cities.
Beijing's air is now 26 times dustier than that of
Paris, six times dustier than that of Berlin and Tokyo,
and one-third dustier than that of even Mexico City.
Studies revealed that respiratory illness had become a
top killer of Beijing residents. Along Wangfujing
Street at the commercial center of Beijing, trees only
fifteen years old were cut down because the pollution
had destroyed them.

At the beginning of 1999, the Beijing city
government started to make daily air quality reports
to the public. Some of the most polluting factories in
the area were forced to reduce their production.

The famous Capital Steel factory, one of the largest
and oldest of its kind in the country which is located
on the outskirts of metropolitan Beijing, was
compelled to give up its yearly goal of 10 million
tons of steel. This factory was ordered to allot 130
million yuan out of its annual profit of 350 million
for pollution treatment. Bi Qun, the factory president,
said, "The figure that must be appropriated for
pollution treatment will soon go up to 210 million
yuan."

Besides the Capital Steel factory, there is a special
steel producing plant within Beijing itself which has
an annual profit of 100 million yuan. Because of this
factory's location and the pollution it emitted, it has
been closed down completely.

In a related development, some 6,000 commercial
food grills on the streets were banned. The local
government, attempting to reduce sulfur levels, has
forced citizens to use coal which would produce low
levels of sulfur. Some 29,000 tea-making stoves on
the streets of Beijing received technical assistance to
lower the amount of coal used.

Despite the improvements which resulted from the
government's actions, it is still very difficult to bring
back the good old days when people in Beijing could
see a clear blue sky. The repercussions have been
severe for the sightseeing business on the Central TV
Tower. Vice-General Manager Mrs. Zhang says,
"Nowadays you can see a nice blue sky only a few
times a year. We used to get over 1,000 tourists per
day. Now there are usually two or three per day."

The two newest sources of pollution in Beijing are
building construction and automobile use, both of
which have increased rapidly in only a few years.

Although Beijing has already banned from use
51,000 overdue vehicles - including 14,000 cheap
taxis - another government policy backfired. Towards
the end of 1998, a law was passed which would deny
a driver's license to those who owned vehicles that
caused more pollution than normal. So, in the one
month before the law went into effect on January 1,
1999, over 100,000 such vehicles were sold. The 1.5
million vehicles in Beijing today not only make the
city of 13 million much more crowded, but also
blanket the streets with poisonous blue fumes.

The Chinese people have already suffered greatly
from the effects of air pollution. Unfortunately, there
is no relief in sight. Air pollution has become a part
of city life.
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Big Business to Hong KongÑ"Clean Up"

Reuters, 16 July 1999, Tan Ee Lyn
HONG KONG - The air in Hong Kong is getting so
bad even big business is getting worried.

Citizens have long cried out against the choking
exhaust that has turned the skies above this city of 6.8
million people into a hue of constant grey regardless
of the weather.

Their calls are now being joined by business leaders
who fear financial repercussions from the
deteriorating environment of Hong Kong, which
ironically means "fragrant harbour" in the local
Cantonese dialect in honour of the waters it was built
around.

"The business community has become progressively
concerned and alarmed," Barrie Cook, chief
executive of CKI Materials, a unit of Cheung Kong
Infrastructure Holdings, told Reuters.

Cook, a Briton who has watched Hong Kong's
environment deteriorate from bad to worse during his
more than 10 years in the territory, became so irate
with lack of policy action on the city's pollutants that
he set up an environmental business group.

In mid-1998, he helped found the Hong Kong
Business Coalition on the Environment, comprised of
some 25 foreign and local business chambers, to push
for a cleaner Hong Kong.

The underling concern: filthy air could dent the
territory's competitive edge.

COUNTER-MEASURES IN THE PIPELINE

Hong Kong's government blames the air pollution
problem mostly on diesel-powered vehicles. Smoke
from factories and power stations, and pollutants
drifting south from mainland China, are also among
their concerns.

But the fumes belching from the buses, taxies, vans
and trucks that clog the streets of one of the world's
most densely populated cities are a daily reminder of
the problem.

"Every day, idling luxury cars spew poisonous
exhaust fumes while drivers sit inside, reading, eating
or sleeping," complained a reader in a recent letter
published in the South China Morning Post.

The government appears to be responding to the
issue, unveiling plans to have 5,000 taxis run on
liquefied petroleum gas by 2000, and putting the

entire taxi fleet of 18,000 on the cleaner fuel by the
end of 2005. The sale of leaded petrol has been
banned since April.

There are also plans to fine drivers who leave engines
of their parked cars running and proposals to close
streets in dense districts like Causeway Bay, Tsim
Sha Tsui and Mongkok.

But environmentalists say such measures are still not
enough. They were particularly enraged when the
government, citing the difficult economic situation,
in June scrapped plans to raise the current meagre
fine of HK$450 (US$60) on smokey, polluting
vehicles.

BIG BUSINESS CHOKED UP

Cook said the government should do more to
coordinate efforts between departments to fight the
problem and work out long-term solutions to
minimise the use of private cars in crowded areas.

"We need to look at the transport strategy, get people
out of private vehicles and onto public transport," he
said.

"We believe it adds to Hong Kong being
uncompetitive because inevitably there are
comparisons made between the environments in
different countries."

"It affects the livelihood and health of people in Hong
Kong. People with young children or children whose
health is not too good anyway feel that they don't
want to stay here too long."

"Finally, of course, there's a concern on the effects on
the tourism industry because the tourist industry is
just starting to rebound after the financial crash."

If nothing is done, the business community fears,
foreign businesses could start to look elsewhere for
headquarters and investors may think hard about
putting in money.

DIRE WARNINGS

A flurry of recent studies have shown the dire
consequences air pollution is inflicting on the
territory.

The government, quantifying the impact of air
pollution for the first time, estimated its cost - in
terms of medical care and loss of productivityÑat
HK$3.8 billion (US$490 million) a year.
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The World Health Organisation has also said Hong
Kong's current air quality could lead to 2,000
premature deaths a year.

Environmental scientists at the University of Hong
Kong, citing a two-year study, have even predicted
Hong Kong would be "unliveable" in 10 to 15 years
should the present air quality be allowed to
deteriorate.

CLEAN UP, OR ELSE

The business coalition, representing the most direct
intervention by the private sector in the environment

debate, recently has had access to top government
officials.

And Cook said the coalition has been encouraged by
the response so far. In recent months, Chief
Executive Tung Chee-hwa and the convenor of his
top advisory council Leung Chun-ying have both said
they would make cleaning up the environment a
priority.

Although there is no concrete evidence that people
are leaving Hong Kong because of bad air, the issue
is becoming widely discussed in public and at home,
especially as government warnings persuading the
old and those with respiratory problems to stay
indoors become more frequent.

G E N E R A L 

Reduced Coal Use Counters Pollution

China Daily, 29 September 1999, Shen Bin
FACING increased pressures regarding the protection
of its environment, China must seek sustained
economic growth through improving energy
consumption structure and technology, business
leaders asserted at a panel held at the Fortune Global
Forum yesterday in Shanghai.

The speakers who attended the panel discussion were
Friends of Nature (China) President Liang Chengjie;
Goran Lindahl, president and CEO of ABB Ltd;
Michael Bonsignore, chairman and CEO of
Honeywell Inc and Brian Dumaine, assistant
managing director of Fortune magazine.

The panel members exchanged views on key energy
industries and environmental trends, paying special
attention to their implications for China.

China is a heavy user of coal resources, which are
widely applied in generating power, producing
chemical fertilizers and in residential heating
systems. The source of nearly 80 per cent of China's
energy consumption comes from coal.

"The application of advanced technology in coal
burning, the availability of more hydropower and an
increased use of natural gas will reduce the impact of
pollution on the environment," Bonsignore said.

Because China has abundant reserves of natural gas,
cities such as Beijing and Shanghai have taken
significant steps to convert their primary energy

sources from coal to natural gas and liquefied
petroleum gas.

Along with the business expansion of China National
Petroleum Co and China Petrochemical Co, many big
cities have also established compressed natural gas
and liquefied petroleum gas stations to supply canned
gas to enable their residents to cook.

"But advanced thermal power transmission and
distribution networks need to be built to improve the
efficiency of energy consumption and to reduce
costs," Bonsignore said.

The participants also agreed that an increased
demand for commodities will be driven by the
tremendous growth in the number of cars in use in
China, and emissions control has increasingly
become an momentous issue for the emerging
economy.

"So China's environmental issue is a global issue,"
Dumaine said. "China has shut down many paper-
making plants and other polluting facilities, but
financing is still a problem."

Lindahl said developed nations and some Western
companies should continue to transfer technology
and know-how to China.

"But the key is that they have to solve the problem of
unemployment resulting from the move," Liang
Congjie said.
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Shell to Help Develop Clean Energy Solutions

China Daily, 28 September 1999, Wan Lixin
ROYAL Dutch/Shell Group (Shell) announced at a
press conference in Shanghai yesterday that it is
contributing more than US$1.5 million over the next
three years to help develop new, environmentally
responsible energy resources in China.  Among the
projects are the development and application of new
ways of using rice straw to produce energy for East
ChinaÕs Zhejiang Province, the promotion of the use
of domestic biogas systems among poor households
in villages in Southwest Yunnan Province, the
development of urban air quality models, and the
long-term energy forecasts for China.

"China is committed to an energy strategy that will
take advantage of modern technology and clean
energies to meet its future needs on a sustainable
basis.  I am delighted that we will be working with a
range of partners to develop imaginative and
innovative social projects throughout China to help
this process," said Maarten van den Bergh, Managing
Director of Shell,

The funds will be provided through a new grant
programme set up by Shell International, the
Sustainable Energy Initiative, which is also looking
at other projects to support in China.

Commenting on the '99 Fortune Global Forum, Bergh
said the forum affords him a good opportunity to
meet many people who have business interests in
China,

"When I leave on Wednesday I expect to know more
about China, so that next time when an investment
plan in China comes from our Board of Directors, I
will be in a better position to explain what it is," said
Bergh. According to sources from the company, the
rice straw project, centred on the rice straw
gasification, will be developed in collaboration with
the Thermal Power Engineering of prestigious
Zhejiang University.

Gas Pact Targets Clean Energy

China Daily, 24 September 1999, Chang Weimin
THE most expensive natural gas project China has
ever had was signed yesterday, which will contribute
to the use of clean energy and the protection of the
environment.

The China National Petroleum Corp (CNPC) and
Shell Exploration China Ltd inked the contract in
Beijing for a project representing an investment
estimated at US$3 billion.

CNPC and Shell executives said the project, when
completed in 2003, will help raise China's natural gas
development and exploitation.

According to the contract, the two firms will jointly
develop natural gas in China's northwestern Ordos
Basin, in Shaanxi Province and the Inner Mongolia
Autonomous Region.

CNPC, one of China's largest oil firms, and Shell
Exploration China, a member of the Royal
Dutch/Shell Group, will pool efforts in opening
markets for the gas to be developed in the 1,600-
square-kilometre Changbei Block.

The Dutch-Anglo oil giant will shoulder all the
capital investment for the development, production
and pipeline construction of this integrated project in
the gasfield discovered by CNPC.

Natural gas makes up only 2 per cent of China's
energy consumption. Coal, which causes serious
pollution, constitutes 75 per cent. The country has

long been wanting to improve the mix, but lack of
experience and funds hampered efforts.

Resources of natural gas in China are estimated at 10
trillion cubic metres. With 3 trillion verified, output
last year was 22 billion cubic metres. CNPC expects
to increase the output to 100 billion by 2010.

For Wu Yaowen, CNPC's vice-president, the project
is promising as Shell has practical strength and a
team spirit already demonstrated in its co-operation
with CNPC.

The project, the only one of its kind with foreign
investment in the country, will provide opportunities
for CNPC to learn about marketing of natural gas, a
sector requiring high-level expertise.

The internationally accepted take-or-pay contract will
be a must for the exploitation.

For long-term end users, CNPC and Shell have
already started marketing work.

Three billion cubic metres from Changbei are
expected to flow annually to Beijing and Shandong
Province for residents' cooking and heating as well as
electricity generating.

Shell will be the operator in the project. Brian
Anderson, chairman of the Shell Companies in North
East Asia, said Shell will apply its technology and the
experience it has accumulated through involvement
all over the world.
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Preliminary exploration CNPC conducted in the
block has confirmed reserves of 73 billion cubic
metres. Thanks to CNPC's preliminary work, more

than one-sixth of the reserves are already under
control.

Thirty wells, with a depth averaging 2,800 metres,
are already in the area.

China's Energy Reforms

China Online, July 1999, Professor Xing-guang Ling
Since the latter half of 1996, China's coal market has
endured a supply glut. In 1997, electric power
became oversupply as well. Spurred by the situation,
an energy reform program, which swept Japan in the
1960s, is underway in China.

Let's look at the coal industry first. At a coal working
task meeting held in November of 1998 the
government decided that in order to reduce
oversupply, many inefficient coal mines, most of
them are small sized factories, would be closed down
from 1998 to 1999. And as the result the annual
output of 250mn ton of coal would be reduced. More
specifically, it was decided that total coal production,
which stood at 1.36 billion ton in 1997, should be
reduced to 1.1 billion ton. Moving steadily towards
this target, total coal production fell to 1.23 billion
tons in 1998, and annual output for 1999 is expected
to drop to 1.03 billion tons, along with the closure of
25,800 mines.

As for electric power, in 1998 power-generation
facility capacity totaled 250 million kilowatts, and
the amount generated for the year was 1.16 trillion-
kilowatt hours. For the five years from 1994 through
1998, the amount of power generated grew at a rate
of 6.2% per year. However, with demand for energy
showing little signs of growth, the deficit in the
electric energy supply changed to a surplus in 1997.
Given these conditions, policymakers decided to
close down all thermal power generation facilities
producing less than 100,000 kw by the year 2000
since these operations had low efficiency rates and
caused environmental pollution. By 1998, 2.84
million kw had already been taken off line and in
1999 another 1.8 million kw are expected to be
removed from the grid.

The administrative measures taken to close China's
small coal mines and to take smaller thermoelectric
power plants off-line were the result of a series of
market-oriented economic reforms to liberalize the
coal pricing system and to weed out inefficient
sectors under a relaxed supply and demand market.
Reforms in state-owned enterprises are also in
process parallel to the above mentioned changes.
However, unlike past administrative measures, these
steps are of long-term significance.

The oversupplied energy sector indicated that the
bottleneck that has plagued China's energy sector for
years has finally been eliminated. It also showed that

the government's market-oriented energy policies will
have a revolutionary effect on the following three
areas: energy industrial structure, coal usage method,
and the internationalization of supply and demand
balance. Given these movements, China's energy
reform seems to be well underway.

The structure of China's energy industry will be
altered by a rapid shift from coal to natural gas.
Currently, China relies on coal for 74% of its energy
needs, causing the inefficient usage of energy
resources and environmental pollution. To
fundamentally change this situation, national policy
calls for the replacement of natural gas, hydroelectric
power, nuclear power, wind power, and other clean
energy sources for coal.

ChinaÕs Energy Production Structure
(Million tons of standard coal; %)

1952 1980 1997

Total Production 48.7 637.4 1,319.9

Coal 96.7 69.4 74.3

Gasoline 1.3 23.8 17.4

Natural Gas -- 3.0 2.3

Hydroelectricity 2.0 3.8 6.0

Source: China Statistical Yearbook, 1998 Edition, p. 251

Interest in natural gas exploitation is high in China
today. Extensive geological surveys have discovered
a succession of natural gas fields. Although proven
reserves amount to only 1.5 trillion cubic meters,
estimated reserves stretch to 50 trillion cubic meters.
Among the world's advanced economies, the former
figure currently stands at 37-42% of the latter figure.
In China, however, proven reserves account for a
mere 3% of estimated reserves (The Macro Economy
Research Institute of the State Development Planning
Commission, Research on a Vast Blueprint for the
New Century, China Commodity Publishing
Company, 1996, p. 240). Chances are that continued
geological surveys over the next ten years could
increase the amount of proven reserves in tenfold
measure. In addition, estimated reserves of coal gas
could go as high as 50 trillion cubic meters.

Natural gas production in 1997 amounted to 18.25
billion cubic meters. Most of this gas was produced
in the Sichuan gas field, the Daqing and Liaohe oil
fields, the Shengli and Dagang oil fields, the Tarim
field in Xinjiang, the Qaidam oil fields in Gansu
province, and the Shaan(xi)-Gan(su)-Ning(xia) gas
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fields. The largest reserves are the four gas fields
located in western China (Sichuan, Tarim, Qaidam,
and the Shan-Gan-Ning fields), that are said to have
26 trillion cubic meters. The natural gas derived from
these fields exceeds the demand in western China.
Transporting natural gas to the coastal economic
development areas has become a major issue, and
steady progress is being made in the installation of
gas pipelines.

Projects to transport natural gas from west to east are
undergoing some major improvements. By 2002, two
new gas pipelines connecting Sichuan, Wuhan and
Shanghai, and connecting Xi'an and Xinyang will be
completed. Upon completion, natural gas from Shan-
Gan-Ning and Sichuan oil fields will flow to
Shanghai. The Qaidam and Tarim gas fields will be
linked to these main pipelines by 2005 and 2007,
respectively. Stretching 4,200 kilometers in length,
yearly delivery capacity is expected to total 25 billion
cubic meters, an equivalent of some 25 million tons
of oil. A 900-km gas pipeline running from northwest
China to Beijing has already been completed, and in
the future a pipeline network complete with
underground storage tanks and branch pipelines
stemming from these main pipeline routes will be
built.

According to a statement made by an organization
representing China's oil and natural gas reserve
interests, by 2010 there should be four major gas
fields within China capable of producing 50 billion
cubic meters of natural gas (the equivalent of 50
million tons of oil). In addition, two gas fields of a
similar operational scale are scheduled to be
developed overseas, yielding a combined total natural
gas output of 300 billion cubic meters (the equivalent
of 300 million tons of oil). This volume would be
more than fifteen times the current amount of natural
gas produced, or twice that for oil. If petroleum
production remains stagnant, the weight of natural
gas is sure to quickly rise.

Progress is being made toward the integrated use of
coal and thermoelectric power generation. China's
energy structure is heavily weighted towards coal,
and any attempt to rapidly replace this resource
would be unrealistic. Current policy calls for
maintaining yearly production capacity at about 1
billion tons as the government grapples with one key
issue, how to increase economic efficiency and
prevent environmental pollution through integrated
applications. Toward this end, research is being
conducted on coal liquefaction and gassification.
Types of integrated usage include using coal ash as
building material, making use of the heat generated
during power generation, and the widespread use of
coal in the chemical engineering sector.

In an attempt to lower the costs and amount of coal
transported, mine-mouth thermoelectric power plants
will be constructed in Shaanxi and other coal-

producing regions to supply power to China's eastern
coastal economic development areas by means of a
power transmission network. In 1997, energy
generated in China was 75.7% thermoelectric, 23.5%
hydroelectric and 0.8% nuclear (China Economic
Yearbook, 1998 Edition, p. 290). Coal provided the
raw material for most thermoelectric power
generation during the year; however, the volume of
coal transported could drop significantly if mine-
mouth power generation plans are realized.
Moreover, the movement of this resource via
coal/water slurries is also being looked into.

Finally, plans are being draw up to balance the
supply and demand of energy through international
transactions. During earlier planned economic terms,
coal and oil were exported, but no imports were
made. China's movement towards a market economy,
however, has brought about calls for economic
efficiency, and today China both imports and exports
these resources. Now, geographical factors affecting
transportation and production costs, quality and grade
are compared with those outside China. For instance,
because of China's vastness, it is often cheaper to
import natural gas by tanker than to haul it to
southern China from western China. For example, it
is reported in June of this year that, a liquefied
natural gas (LNG) installation will be constructed in
Shenzhen with a yearly throughput capacity of 3
million tons. In addition, a 400-km long gas pipeline
will be constructed in the Pearl River Delta region, as
the result, an urban gas operation must be
established. LNG from this installation is expected to
be imported from Australia, Malaysia, Oman and
other countries.

There are also plans to funnel natural gas from the
Russian Far East and the Caspian Sea to Northeast
Asian regions. For example, some advocates are
hoping embark on a project to build a pipeline that
would bring gas from Irkutsk gas fields through
China and South Korea to Japan and other regions.
Moreover, efforts are being made in China to export
coal. Its export target for 1999 is 40 million tons, or a
25.5% increase over the previous fiscal year.

For the past twenty years, and during the opening and
reform period, China has basically been self-
sufficient in energy area. For example, in 1997,
energy output for standard coal was 1.32 billion tons.
With consumption at 1.42 billion tons, the self-
sufficiency ratio was 92.95%. The reason that China's
self-sufficiency ratio was so high was that, until
recently, demand for oil was limited and China
managed to make do with the coal it had. However,
with the demand for petroleum increasing rapidly,
indigenous oil resources evaporating, and a need to
convert to cleaner energy sources is present, and
China will find it more difficult in the future to be
self-sufficient in this regard. In terms of the
international division of labor, the country's
policymakers had to consider how to balance energy



G E N E R A L 

China Clippings - 25 - July-September 1999

supplies with demand. There is also a need to shift
away from the national defense-oriented mindset that
views energy resources as commodities of
strategically important requisite to the preservation of
self-sufficiency. While looking at energy in such way
has been mostly put aside over the last twenty years,
it has not been completely put to rest. Japan faced a
similar controversy during the 1960s as to whether it
should preserve self-sufficiency with high-cost
domestic coal or convert to low-cost imported oil.
Today's China is being pushed into the same situation
that requires making a similar choice.

It is often said that Japan and other countries are
concerned that increased demand for energy in China
might force it to expand outside of its borders to
acquire energy sources. I think this is an
unreasonable judgement. More than anything, China's
economy will inevitably be edged towards greater
international cooperation if its external dependence
on such important commodities is higher. Japan's
situation in the post-war period is a strong evidence
for this case. The frequently heard avocation for a
life-line sealane (a route for importing oil from the
Middle East) aiming at securing energy resources
comes straight out of pre-War and cold-war thinking

pattern. This type of contentiousness towards China
stands in the way of China's energy reform, and at the
same time acts as a damper on international
cooperation.

China needs an enormous amount of capital to
succeed in its energy revolution, and international
cooperation both in scientific and technical areas is
also indispensable. It is no exaggeration to say that
China's success or failure may hinge on the coming
international political environment. Both China and
the rest of the international community must clearly
understand this, and it is expected a cooperative
structure will be built to ensure the success of this
endeavor.

**Prof. Xing-guang Ling teaches in the Department
of Economics at Fukui Prefectural University in
Japan. He is also a research fellow of the World
Economic Politics Institute in the Chinese Academy
of Social Sciences. Prof. Ling is doing research on
China's economic reform, economic zones of North
East Asia, and Sino-Japanese Economic Relations.
He is the author of China's Economic Reform and Its
Future (1996), written in Japanese. Prof. Ling can be
reached at ling@fpu.ac.jp.

Environment Industry Essential

China Daily, 22 July 1999
CHINA is going all out to develop its environmental
industry in a bid to strike a healthy balance between
economic development and environmental protection.
"Developing the environmental industry is one of the
strategic approaches to achieving sustainable
development," Wang Wanbin, vice-minister of the
State Economic and Trade Commission said in
Beijing yesterday. Wang was speaking on the first
day of a two-day symposium attended by Chinese
and Japanese officials and entrepreneurs involved in
the environment industry. "Japan has accumulated
many useful experiences in controlling pollution, and
we have come here to share these experiences with
the Chinese people," said Fujimura Hiroyuki, vice-
director of the Japan-China Economic Association.
Participants traded experiences and technologies on
waste recycling, air pollution prevention, and the
treatment of waste water, solid waste and tail gas.
They also discussed possible areas of mutually

beneficial co-operation. Co-operation will focus on
developing waste-treatment technologies and
establishing a comprehensive database where experts
from both countries can access the latest
environmental information. The environmental
industry has been developing faster over the past
decade, as China intensifies its efforts to reduce
pollution and clean up the environment, said Zhao
Jiarong, vice-director of the commission's
Department of Energy Conservation and Resource
Utilization. The country plans to invest 18 billion
yuan (US$2.2 billion) by 2010 to build waste-water
treatment systems capable of treating 50 per cent of
all waste water across the country. Another 15 billion
yuan (US$1.8 billion) will be allocated to treat 80 per
cent of urban sewage in the next decade. Zhao's
commission will issue a list of environmental
protection technologies and equipment whose
development is encouraged. This can be used for
reference by environmental enterprises and investors.

China:  New System Will Require Polluters To Pay

China Daily, 1 July 1999, Zhu Baoxia
In its shift away from environmental protection
efforts that have relied "heavily" on administrative
mandates, the Chinese government said on June 30 it
will implement a "polluters pay" system.

State EPA Vice Minister Song Ruixiang made the
announcement at a national symposium on the use of

market techniques to protect the environment.  The
system will establish independent business
corporations that will treat wastes "in a concentrated
way" and manage environmental facilities.  Those
who use the facilities will pay for their use.  A
combination of government, commercial and social
funding will be used to set up the environmental
treatment enterprises
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Goals for SOE Reform Attainable

Beijing Review, April 1999, Li Rongxia
The reform of State-owned enterprises (SOE) is a
crucial step in China's economic restructuring. The
Chinese Government has decided to help most large
and medium-sized SOEs operating at a loss to solve
their problems through reform in three years, starting
from 1998. The year 1999 is a crucial year for
achieving this objective. It has thus become a hot
topic among the deputies at the Second Session of the
Ninth National People's Congress (NPC), held
between March 5-15.

Reform Proceeds Despite Difficulties

At a press conference during the NPC session,
Minister of the State Economic and Trade
Commission (SETC) Sheng Huaren said the SOE
reform had proceeded as scheduled against the
unfavorable overall economic situation last year
when China had to withstand not only the impact of
the Asian financial crisis but also the serious floods.
Progress has been made in many areas.

A significant breakthrough was made in separating
the functions of the government from that of an
enterprise. The system of sending special inspectors
to the SOEs was established. The Party and
government institutions at the central level have cut
all ties with the economic entities set up by them and
the enterprises under their jurisdiction. Operating
businesses run by the army, the armed police and the
judicial organs had been handed over to civil
administration before the end of 1998 as planned.

Fresh progress was made in efforts to restructure and
reorganize key industries last year. The textile sector
achieved its reform target set at the beginning of last
year, with a total of 5.12 million spindles sifted out,
and 660,000 laid-off workers reemployed. As a
result, the sector's losses were reduced by 2.6 billion
yuan.

The work of handing the key State-owned coal mines
over to the administration of local governments,
closing unlawful and irrationally distributed coal
mines, and cutting down coal output is progressing
smoothly. Now, 94 State coal mines are under local
administration. A total of 8,854 unlawful and
irrationally distributed coal mines were closed
between November 1998 and January 1999.

A significant move was made in reforming the
petroleum and petrochemical industries. Building on
the former China National Petroleum Corp. and
China National Petrochemical Corp., the China
Petroleum Group Corp. and China Petrochemical

Group Corp. were formed in July 1998. After several
months' operation and with the unfolding of a
national campaign against smuggling, they have
attained better economic results. Their annual profits
totaled 7.5 billion yuan.

The restructuring effort in the metallurgical industry
was enhanced. The Shanghai Baoshan Iron and Steel
Plant, Shanghai Metallurgical Holding Co. and
Shanghai Meishan Metallurgical Co. joined to form
the Shanghai Baoshan Iron and Steel Group Corp. on
November 17, 1998. The group company, with an
annual production of steel topping 19 million tons,
will be one of the iron and steel giants in the world.

The merger and bankruptcy of enterprises and
reduction of redundant staff to improve efficiency
were carried out in a standardized way. Progress has
been made in ensuring a minimum standard of living
for laid-off workers and in reemploying them. In
1998, a total of 6.09 million lay-offs were given new
jobs.

Technical renovation of enterprises was accelerated.
Efforts in improving the leadership of State
enterprises and business management continued to be
strengthened.

According to the statistics from the SETC, the total
profits made by SOEs and State holding companies
amounted to 40 billion yuan in 1998, contributing to
the achievement of the 7.8 percent growth of the
national economy.

Deputies from various places brought grass-roots
information. According to Mou Huaishan from
Tianjin, 48 large and medium-sized SOEs operating
in the red in Tianjin have basically been pulled out of
trouble. Among them, 15 have begun making profits,
13 have reduced their losses by a large margin, and
20 either became joint ventures, were merged, or
went bankrupt. Meanwhile, another 14 enterprises
went into the red. In sum, 40 percent of the three-year
goal was reached. "It can be said that the efforts over
the last year have laid a sound foundation for the
realization of the goal passed at the First Session of
the Ninth NPC," said Mou.

Xu Huangang from the Shenyang Airplane
Manufacturing Co. in Liaoning Province
acknowledged the difficulty of reforming his
company which is a dated munitions enterprise. The
company shoulders a heavy social burden, with
17,000 staff, 11,000 retirees and eight schools to
support. Due to the fact that the company's military
production exceeded demand, the enterprise had to
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develop marketable civil products, said Xu. Last
year, through great effort, the company achieved a
growth of 5.8 percent. "We still have a lot to do to
invigorate our enterprise," he added.

Noted Economist Dong Fureng believes measures
adopted by the State in promoting the SOE reform
are appropriate. However, this reform is a most
difficult problem to tackle, according to Dong. The
traditional planned economic structure left these
enterprises with a number of burdens in respect to
system, funding, staffing, social burdens and outdated
ideology. The solution to these problems depends not
only on the State enterprises themselves, but also on
the support of other social reforms. The Chinese
reform has been conducted in a progressive way, that
is, a reform was only carried out when the conditions
were mature, Dong said. A single reform needs the
support of other reform measures so as to proceed in
an orderly way and be accepted by society.

A Crucial Year

Although new progress has been made in the SOE
reform, problems and difficulties are visible on the
way forward. As a result of increased redundancy
development over the years, most industries are
overproducing, and structural problems in the
economy have become more conspicuous. SOEs
cannot adapt themselves to intense market
competition, leading to low economic returns. The
number of loss-making enterprises and the sum of
losses are increasing. With the growing number of
laid-off workers, the pressure of ensuring them a
minimum standard of living and providing
employment for them is fairly great.

The year 1999 is the second year of this three-year
reform. Whether substantial progress can be made
during the year determines the final results of the
reform. There are many difficulties, but they will not
weaken the determination and confidence of the
Chinese Government and the leadership of the SOEs,
the NPC deputies agreed. They put forward lots of
proposals.

Mou said, "Many problems that SOEs are facing are
the products of history, and so we should tackle them
in the spirit of being responsible for history and for
the overall situation of development and stability. As
long as we make strenuous efforts, we can overcome
any difficulty."

Xu Weiguo from Liaoning Province noted that the
success of the SOEs involves the material interests of
workers and affects the economic foundation of the
country. He called for further emancipation of the
mind and innovation in reforming the property

ownership and in enterprise and personnel
management. Whatever system fits the enterprise
should be adopted, Xu said.

In order to ensure the smooth progress of the SOE
reform, the SETC has drawn up a carefully thought-
out plan for this year so as to make new
breakthroughs. The measures include:

•  Controlling the total amount of production, for
instance, to get rid of 10 million spindles in the
textile sector and reduce coal production by 250
million tons;

•  Establishing reemployment centers, guaranteeing
basic living standards for laid-off workers and
helping them find reemployment;

•  Training leaders of large and medium-sized
SOEs in industrial and commercial management
and improving the special inspector system in
order to supervise the financial conditions of
State enterprises and guarantee the increase in
the value of State assets; and

•  Giving priority to helping 2,346 enterprises
come out of the red to enable one-third of them
to turn loss into profit this year and another one-
third to begin making profit the next year,
thereby reducing the rate of SOEs operating in
the red to 15 percent by the end of 2000.

Goal To Be Reached

According to the new standards, Sheng said, there are
over 7,600 large and medium-sized SOEs in China,
of which 2,346 are operating at a loss. "The goal to
eliminate deficits in one-third of them annually in the
coming two years is attainable because we have
cleared up the causes and adopted clear and definite
countermeasures,'' he said. "At present, the key is to
carry out these measures resolutely," he added.

Premier Zhu Rongji said in his report on the
government work at the NPC session, "So long as we
work together and do solid work, we are confident
that we can achieve our reform and development
objectives for State-owned enterprises set by the
Party Central Committee.'' These remarks by the
premier received much applause, Sheng noted. "This
shows that the people in the country are full of hope
and confidence that they can reach the goal,'' he
added.

Huang Qifan from Shanghai said, taking into
consideration the basic reality of SOE reform in
Shanghai, it is possible to realize the goal.

According to Huang who is the director of the
Shanghai Economic Commission, Shanghai's
industrial sector has followed the strategic plan of the
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Central Government and has taken positive steps
forward to find the solution to the three historical
problems besetting the SOEs for a long time--heavy
debts, surplus employees and heavy burdens. This
has led to drastic changes in the city's State-owned
businesses.

By 1998, a total of 1,028 enterprises had been
merged or had gone bankrupt. With the
implementation of various measures for cutting down
debts, the balance sheet ratio of industrial enterprises
dropped by 25 percentage points, and about 200
billion yuan of debts were transformed into net
assets. These enterprises have also quickened the
pace of offering reemployment for lay-offs. Last
year, the productivity of independent accounting
industrial enterprises in Shanghai recorded a per-
capita added value of 48,100 yuan. Compared with
1994, the total industrial output value increased by 80
percent, and all-personnel labor productivity grew by
52 percent, while the number of employees
decreased.

The reform in the social security system has also
been conducted on a phase-by-phase basis over the
past few years. The heavy burdens on enterprises
have been alleviated greatly thanks to the
establishment of medical, endowment and
unemployment insurance systems.

Wen Shizhen from Liaoning was confident that the
province would reach the goal within three years.
According to him, there are 288 large and medium-
sized SOEs in Liaoning, of which 157 are doing well,
110 are still operating in the red, and the remaining
21 need to be reorganized. He said that Liaoning,
within the coming two years, will put focus on those
enterprises that are operating in the red or making
meager profits to enable them to get out of trouble,
while continuing to develop those enterprises with
better economic results.

"Action is the key to the SOE reform," said Zhang
Qiuyang, Mayor of Handan of Hebei Province.
Handan is a city with many old industries, Zhang
noted. As a result, many enterprises are facing

problems. Reforms were taken in the past, but the
results were unsatisfactory. Reviewing the practices
over the past years, the new leadership of the city
found that the reform measures had not been
effectively implemented. "Last year, we sent a work
team of over 300 members to enterprises to ensure
that the reform was not carried out superficially. A
total of 18 business leaders were dismissed," said
Zhang.

Deputy Cai Dongchen, general manager of the
Shijiazhuang Pharmaceutical Group, believes that
mental stagnation is a restricting element. He talked
about the story of his own company. When the
Shijiazhuang No.2 Pharmaceutical Plant was
absorbed by the Shijiazhuang Pharmaceutical Group,
it had a deficit of 10 million yuan. The group
company allowed it to wipe out the deficit within a
year, but the losses remain unchanged. Cai took real
action and dismissed all members of the plant's
leadership. The next year, the plant made a profit of
over 10 million yuan under the new leadership.

Zheng Silin said, "It is normal that some enterprises
make a profit, while others run at a loss under the
market economic structure. It is impossible for all
enterprises to make money. But the key point is to
have a mechanism which can provide an immediate
solution when an enterprise runs at a loss. The
purpose of our reform is to establish a market
competition mechanism, driving those businesses
operating in the red for a long tim uong t2uf the plant's
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retain in SEPA primary authority for interpreting
national environmental standards and reviewing
proposed subnational environmental standards (i.e.,
standards issued by governments at levels below the
central/national/federal government level). These
Measures replace the Environmental Protection
Standards Management Measures promulgated on
November 11, 1983. Key provisions in the 1999
Measres are highlighted below.

The 1999 Measures govern the promulgation,
implementation and interpretation of national and
local environmental protection standards in China.
Accordingly, the 1999 Measures provide
environmental managers and corporate counsel with
significant insight into the Chinese government's role
in the expanding number of environmental standards
to which foreign facilities, environmental health and
safety operations, and products are subject. Authority
over the issuance of compulsory national
environmental standards was traditionally shared by
SEPA and China's State Technical Supervision
Bureau. This relationship gave the State Technical
Supervision Bureau significant power over the
promulgation process and provided ample
opportunity for differences in opinion between the
two entities over the need for and nature of particular
environmental standards. The new ministry-level
SEPA has apparently moved to influence this
jurisdictional overlap in the 1999 Measures.

The 1999 Measures provide for SEPA's issuance of
standards where no national environmental standards
governing the target subject matter exist (i.e., where
no State Technical Supervision Bureau/SEPA-issued
compulsory environmental standards exist governing
the target subject matter). The 1999 Measures also
provide, however, that SEPA standards shall be
repealed if and when national environmental
protection standards are issued that govern the same
subject matter as of the SEPA standards. Notably, the
mere fact that SEPA can engage in "gap filling" by
unilaterally promulgating its own standards avoids
any obstacles associated with relying on State
Technical Supervision Bureau agreement on the
urgency, suitability and nature of particular
environmental standards.

The 1999 Measures clarify the different categories of
national standards that may be issued. These include:

•  Pollutant emissions (or control) standards;
•  Environmental quality standards;
•  Environmental monitoring method standards;

and
•  National fundamental environmental standards

(standards established with the purpose of
harmonizing technical references).

According to the 1999 Measures, local (subnational)
standards include:

•  Pollutant emissions (or control) standards; and
•  Environmental quality standards.

The 1999 Measures echo the concept, embodied in
China's Environmental Protection Law (as amended
1989), that where the national government has not
issued environmental standards governing the target
subject matter (i.e., where the government has not
already put forward a policy or standard), provincial,
municipal and "special municipal" (i.e., Beijing,
Chongqing, Shanghai and Tianjin) governments can
promulgate environmental standards addressing that
subject. Moreover, the 1999 Measures reiterate the
concept that these sub-national governments can
issue environmental standards that are more stringent
than those existing at the national level.

Additionally, the 1999 Measures provide that
pollutant emissions (control)  standards,
environmental quality standards and any other
environmental standards that are promulgated
pursuant to statutory or regulatory (including
administrative law) provisions constitute
"compulsory standards". Compliance with these
standards is mandatory. Whereas, environmental
monitoring method standards and national
fundamental environmental standards constitute
"recommended" standards that serve as non-
mandatory guidance for the regulated community. It
is important to note, here, that the 1999 Measures
provide that compliance with recommended
standards is mandatory where such standards are
referenced in compulsory standards.

It is also worth noting that the 1999 Measures include
two important provisions related to foreign
environmental standards. The first provision
acknowledges the growing realization in China of the
importance and influence of foreign environmental
standards. The pertinent Article provides that, when
formulating new environmental standards,
international standards and standards of other
countries adapted to China's situation may be used as
references. The second, and perhaps more important
provision from the standpoint of foreign
multinationals, essentially specifies that project
proponents (i.e., investors) may introduce for
possible adoption technology-exporting or
developed-country pollution emissions standards
where no relevant pollution emissions standards exist
in China. After introduction, such standards would
apparently be implemented by the environmental
protection authorities with jurisdiction over the
project. These standards are, if adopted, would be
reviewed and authorized by relevant municipal,
special municipal, or provincial environmental
protection authorities and reported to SEPA for
reference.
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China Receives $420 Million To Protect Ozone Layer

Reuters, 12 July 1999
BEIJING - China, home of some of the most polluted
cities in the world, has received $420 million from a
multilateral fund to protect the ozone layer, the
official Xinhua news agency said.

Some $200 million from a fund set up in 1987 as part
of the Montreal pact to protect the ozone layer would
help 200 firms upgrade equipment and clean up
ozone-damaging industrial products, it quoted Xie
Zhenhua, director of the State Administration of
Environmental Protection, as saying.

The fund has raised $1.14 billion to help developing
countries implement ozone-depletion protection
programmes, Xinhua said.

China needs $860 million to protect the ozone layer,
Xinhua quoted official estimates as saying.

It said officials had issued more than 20 guidelines
for protecting the ozone layer and China had reduced
the annual consumption of ozone-damaging products
from 105,000 tonnes in 1995 to 87,000 tonnes last
year.

Vice Premier Wen Jiabao urged China on Thursday
to recognise the importance of protecting the ozone
layer, Xinhua said.

The ozone layer, which shields the earth from the
sun's harmful radiation, has had large holes eaten out
of it by substances such as chlorofluorocarbons
(CFCs) used in refrigerators, causing illnesses
including skin cancer and cataracts.

 Environmentally Sound Technology in China

The Impact of Credit Reform on ChinaÕs SME's

April 1999 Newsletter
Experience from both China and other countries
show that SMEs perform an essential role in
economic development.  Their healthy development
is critical in promoting economic growth, increasing
employment ratios, reducing the risks of financial
crisis and keeping vigor in the national economy.
According to statistics from 1996 there were a total
of 506,445 industrial enterprises with independent
accounting systems in China.  Medium and small-
sized enterprises accounted for 16,780 and 482,518
respectively, a combined 98.6% of the total. Small
and medium-sized enterprises also contributed 56%
of industrial value added and absorbed 70% of the
employees for all industrial enterprises with
independent accounting systems in China during
1996.

Confronted with serious external competition,
Chinese SMEs are simultaneously faced with the
need to outperform the competition, enlarge the share
of their products and services on the market and bring
themselves to higher levels of development.  Scholars
generally call this transition Second Development.
An effective approach to achieving these targets is to
select and adopt environmentally sound technology
(EST) to improve efficiency in the use of energy and
materials, upgrade technology and bring out new
products.  At present, lack of sufficient capital is one
of the prevailing obstacles to SME's Second

Development.  Apart from private fundraising, SMEs
mainly borrow loans from Chinese commercial
banks.  Loans targeting SMEs from Chinese
commercial banks are characterised by a large
quantity of high risk and small sum loans.  Chinese
SMEs have comparatively less access to business
loans due to the following obstacles:
•  Poor ability to supervise SME's in-house

business activities by the lending institutions;
•  High asset-liability ratio;
•  Scarcity of policies and regulations focused on

promoting the development of SMEs in current
national macro economic policies;

•  Unreasonableness of current loan standards in
which the return period of lending loans is the
fundamental criteria; and

•  Difficulty in enforcing guarantees made by
SMEs on bad loans.

The State Council and the Peoples Bank of China
(PBC) have issued a series of financial policies
focusing on the reform of commercial banksÕ lending
business since the end of 1997.  Some of these are
very important to Chinese SMEs and include, for
example:
•  A clear statement of support for the

development of SMEs.  The PBC has for the
first time required all types of commercial banks
to set up small business credit departments, and
city commercial banks and city and town
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cooperatives will devote a major portion of
credit to SMEs of all kinds of ownership.  In
addition, commercial banks should cooperate
with responsible departments to support the
establishment of collateral agencies working on
behalf of SMEs.  All types of commercial banks
should increase the number and sums of lending
loans given out and provide guidance to SMEs
to improve their management and operations,
upgrade technology, increase the quality of their
products and prevent environmental pollution;

•  Beginning in the second half of 1998
commercial banks began using a risk
management system for evaluating loans.  This
new system is used to classify loans into one of
five categories, normal, needing oversight,
second class, suspect and bad.  This is quite
different and much more manageable than
Chinese banks traditional loan classification
system;

•  Canceling quota control for state-owned
commercial bank loans.  Now, under the
guidance of the State's credit policies, all kinds
of commercial banks are able to independently
lend working capital loans and fixed asset loans
on the basis of their owned capital.

These policies will have the following impacts on
SMEs' borrowing activities:
•  Lending loans for SMEs by commercial banks

will increase at the macro level.  This will
ensure that all commercial banks have a definite
amount of loans available for SMEs.  For
example, in July 1998 the Mingsheng Bank lent
500 million yuan to 100 SMEs and the
Agriculture Bank of China (ABC) has decided
to offer 25 billion yuan to TVEs in year 1998;

•  The relationship between banks and enterprises
will change.  In the past, commercial banks
offered loans strictly according to a credit plan
worked out by the government that was easily
influenced by local governments.  In this case
banks operated more like an extension of a
governmental department.  The newly issued
evaluation system urges commercial banks to
prioritise quality and economic profitability in
their lending business.  Commercial banks will
have to put much more attention on the financial
situation of SMEs through such measures as a
timely analysis of their balance sheet, cash flow
tables and income statement, and furthermore

will if necessary directly intervene in their
management and operation.  This development
will bring the relationship between the two
closer than ever before in the past.  Overall, the
economic profitability of lending loans is the
most essential factor in deciding whether or not
to offer a loan.  Also important, investments by
SMEs are required to meet national industrial
and environmental standards to ensure the
safety of loans throughout the ensuing stages of
development.  This lesson was driven home in
1996 when a number of enterprises falling under
the "15 Small" polluting category were closed
down by the State. The Agricultural Bank of
China, which was heavily involved in these
industries, lost a great deal on loans made to this
sector; and

•  The difficulty of guaranteeing loans for SMEs
will be alleviated.  A new mechanism for risk
guarantee funds will be established and brought
into practice.  The operating method for this
kind of fund is predicted to be similar to the
Shanghai model in which the risk guarantee
fund is made up of financial revenue collected
from all levels of local government. With this
guarantee as a basis, commercial banks can
offer special loans to those SMEs that have high
technology, good potential market growth and
meet the requirements of national and local
industrial and environmental policies but are
unable to provide adequate loan guarantees on
their own.  Investment projects, which are
highly polluting and low in efficiency for
energy and materials use are less likely to enjoy
the support of these funds.

When looking to commercial banks for financial
support in pursuing opportunities for continued
development technology selection and adoption by
SMEs is a decisive factor in their success or failure in
obtaining a loan.  EST has a number of economic and
environmental benefits that cover almost all aspects
of SMEs' operation, production and management.  In
addition, many provenly effective ESTs are
recognized and accepted by financial institutions.
For this reasons it is predicted that SMEs which
move first in adopting environmentally sound
technology will enjoy priority status in receiving
loans from commercial banks, assuring them greater
opportunities for future development.
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 Environmentally Sound Technology in China

Implications of ChinaÕs Government Restructuring on Sustainable Development

June 1999 Newsletter
The Ninth National PeopleÕs Congress held in
Beijing in March of 1998 approved a profound plan
for the downsizing of the State Council, which cuts
the number of ministries and commissions under the
State Council (commonly referred to as cabinet
members) from 40 to 29. Over 3 million civil
servants, in addition to the more than 20,000 officials
having left central government departments in 1998,
will have to move from provincial, municipal and
county governments to find new jobs in other sectors
during the 1999-2000 period.

Premier Zhu Rongji has pledged to form an efficient,
concerted, and standardised administration through
the on-going unprecedented institutional reforms in
order to pave the way for further economic reform
and greater social prosperity. There is no doubt that
the current government restructuring will have a
profound impact on ChinaÕs sustainable development
prospects.  From this issue of the newsletter on, the
author will highlight the institutional development of
a selected central ministry with reference to
environmental protection and sustainable
development.

State Development Planning Commission (SDPC)

During the government restructuring which took
place in 1998, the State Planning Commission was
renamed the State Development Planning
Commission (SDPC). This implies that the SDPC
will focus more on macro-level regulation and
strategic and long-term planning. SDPC will
gradually move away from appraising and approving
specific investment projects to placing more focus on
long-term strategic planning. Only in this way can
enterprises and commercial banks start to make their
own decisions on new investment or lending
programmes. SDPC will play a critical role in
integrating the protection of the environment and the
conservation of natural resources into the socio-
economic planning processes, in particular the Tenth
Five-Year Plan for Economic and Social
Development Plan (2001-2005). A clear signal of this
is that infrastructure development, including urban
environmental facilities, has served as the driving
force for economic growth.

As the SDPC is the most important macro-regulation
department under the State Council, the SDPC often
finds itself being positioned as an arbitrary or a
coordinator to ease the conflicts between the
economic sector and the environmental sector.  For
instance, there has been a vigorous argument on how
to upgrade the municipal wastewater treatment
sector, which has long lagged behind other sectors of
development.  At the centre of this conflict, the
machinery building industry proposes to reinforce
support and policy for domestic manufacturing
capacity for municipal wastewater treatment
equipment (the supply side), while the construction
sector prefers to provide financing and incentives for
construction of municipal wastewater treatment
plants (the demand side).  The State Council
entrusted the SDPC to take the lead in framing
government policy and support initiatives for the
development of municipal sewage treatment
facilities.  This work is currently being spearheaded
by the SDPCÕs Department of Economic Forecasting.

Internally, the SDPC merged the two departments
leading its efforts in environmental protection, i.e.,
the Department of Spatial Planning and Regional
Economy and the Department of Resource
Conservation and Comprehensive Utilisation.  The
Department of Spatial Planning and Regional
Economy was previously responsible for
coordinating the formulation of the National Five-
Year Plan for Environmental Protection and
Ecological Conservation.  The Department of
Conservation and Comprehensive Utilisation of
Resource used to take the lead in energy conservation
and the comprehensive utilisation of resources, which
was to some extent overlapping with the Department
of Resource Conservation and Comprehensive
Utilisation of the State Economic and Trade
Commission.  As a result of this internal merger, the
Department of Regional Economic Development was
set up, which has demonstrated enhanced capacity
and more concerted efforts to deal with industrial
environmental protection and regional ecological
conservation.  Since 1998 the Department of
Regional Economic Development has launched
widespread international co-operation projects with
the European Commission on the integration of
economic planning and environmental protection. It
has also worked with the Asian Development Bank
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on the evaluation and development of clean
technology policy, with the UN Development
Programme on the integration of sustainable
development in the Tenth Five-Year Plan for Social
and Economic Development, and the Japanese
Ministry of Industry and International Trade on the
Green Aid Program, among others.

As a very important step to reinforce the coordination
of nation-wide efforts to tackle climate change, the
Office of the National Coordinating Group for
Combating Climate Change was relocated from the
State Meteorological Bureau to the SDPC and is
hosted at the Department of Regional Economic
Development.  The Office is co-ordinating efforts by
various ministries and agencies to deal with climate
change. This move also reflects the change in the
view of climate change from a purely environmental
issue to a subject with economic implications.

Another important trend is that the SDPC has also
attached greater importance to ecological
conservation.  The Office for the Leading Group of
National Ecological Construction was established at
the Department of Agricultural Economic
Development of the SDPC. In May 1998, the State

Council adopted the National Plan for Ecological
Construction, which underlines the urgency of and
strategic goals for natural conservation, envisages the
overall programme, decides priority regions and
projects, and puts forward the means for
implementation.

The Department of Investment and the Department of
Foreign Financing Utilisation are two powerful
departments with vital coordinating functions.  The
former is responsible for formulating the list of
national key investment projects including energy
development and environmental protection projects.
The latter takes responsibility for formulating policy
shaping the use of multilateral, bilateral soft loans
and commercial loans, qualifying candidate projects
receiving the above-mentioned loans, developing the
policy framing foreign direct investment, including
concessional projects, project financing and tradable
debts.

The Department of Basic Industry Development
formulates strategy, policy and plans for energy and
transportation development.  The Department covers
the sectors of railway, aviation, transportation,
electric power, coal, and energy conservation.
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Fundamental Changes in China's 10th 5-Year Plan

China Online, 28 June 1999
China's 10th Five-Year Plan for 2001-2005 is
currently being drafted and will rely more heavily on
market forces than any of the former nine five-year
plans, according to Zeng Peiyan, head of the State
Development and Planning Commission. Zeng called
for more attention to be paid to the central and
western areas in a move to narrow the East-West gap.
Priority should be given to projects related to water
conservation, electricity, communications,
environmental protection and the development of
resources in the western part of the country, he said.

Standard and Poor's Estimates Real Economic
Growth in China

South China Morning Post, 23 September 1999
The mainland's economy will slow in the coming
years amid rising losses of state-owned enterprises
(SOEs), government debts and unemployment,
according to US rating agency Standard & Poor's.
"Growth in 1999 is likely to reach 4-5 per cent
[adjusted for statistical distortions]," the agency said
in its latest report on the mainland. It has forecast real
economic growth to be around 4 percent next year.
While Beijing said its gross domestic product rose by
7.8 per cent last year, the rating agency said the real
growth was about 5.5 per cent.

Sino-German Environmental Research Institute

BBC Monitoring Service, 16 June 1999
A joint venture research institute focusing on energy
and the environment has been set up in Hangzhou,
Zhejiang Province. The " Sino-German Energy
Efficiency and Environment Institute " is a co-
operative effort between Zhejiang Provincial Energy
Research Institute (ZERI) and Bremen University's
Environmental Engineering Institute.

World Bank to Cut Lending to China by 25% in 2000

Muzi Lateline News, 26 September 1999
Washington - The World Bank will cut lending to
mainland China by almost 25 percent in the next 12
months because of a credit guideline that imposes
lending caps on developing countries, the South
China Morning Post reported, citing Jean-Michel
Severino, the bank's vice president for Asia- Pacific.
Severino now expects China, the bank's biggest client
for most of the past 10 years, to borrow about $1.6
billion in fiscal 2000. In 1999, China received World
Bank commitments of $2.1 billion, making a total of
$16.6 billion since 1994, of which about $12.6 billion
has actually been borrowed.

The World Bank has switched its focus to the western
and central parts of China, which have less fiscal
capability to repay, a spokeswoman for the bank's
Beijing mission said in July.

An Environmental Tax in China?

Environmental Health and Safety Review, July 1999
Several leading academics as well as the Chinese
People's Political Consultative Conference (CPPCC)
have suggested that an environmental protection tax
be levied on enterprises to sharpen their awareness of
environmental protection and to increase their
responsibility in this area.  Such a "green tax" system
would take into account the damage an enterprise has
caused or will cause to the environment.
Theoretically, heavier taxes would be levied on those
using precious natural resources or causing excessive
pollution and lighter taxes would be levied on those
using cleaner technologies.  Measures such as
restricting the dumping of industrial pollutants and
phasing out obsolete equipment have already been
defined, however, local enforcement issues and
increased costs for enterprises have prevented
successful implementation of these measures.

China to Invest 30 Billion Yuan on Buses and
Trolleys

CBU Ð Auto, September 1999
China is expected to invest ´30 billion ($3.63 billion)
on city buses and trolleys in the next 3-5 years,
according to an article by Li Shihao, vice president of
the China Urban Motor Vehicles Corp. The total
number of public buses and trolleys on the road is
expected to increase by 50,000 units, or a 15-20
percent growth in 1999, taking up 25 percent of the
country's market of large and medium buses.

SEPA Issues Fuel Standards

Environmental Health and Safety Review, July 1999
In order to fully implement the Law on Air Pollution
Prevention and Control and the Notice Banning the
Manufacture and Sale of Leaded Gasoline for Motor
Vehicle Use (State Council Document No. 1998.129)
and as part of increasing efforts to control vehicle
emissions, the Hazardous Material Control Standard
for Motor Vehicle Gasoline (GWKB 001-1999) has
been issued by the State Environmental Protection
Administration (SEPA) to be effective on January 1,
2000.   This mandatory standard, however, has
currently only been circulated within national and
provincial government ministries and departments as
part of a preparatory period in which they will
required to formulate their respective and individual
implementation and compliance plans.
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Nine fuel components, benzene, alkenes, arenes,
magnesium, iron, copper, lead, phosphorous, and
sulphur, are regulated in this standard, which covers
gasoline, but not diesel fuel.  Compared with existing
individual standards, this standard defines more
stringent limits on the above ingredients and gives a
detailed time schedule for implementation for various
areas and industrial sectors.  Beginning January 1,
2000, it will be applicable to all gasoline
manufacturing and from July 1, 2000, it will be
applicable to all gasoline on the market.  The limits
on alkenes will be applicable to Beijing, Shanghai,
and Tianjin from July 1, 2000; in all other locations,
excluding Heilongjiang, Jilin, Liaoning, Inner
Mongolia, Ninxia, Qinghai, Gansu and Xinjiang,
from January 1, 2002;  and nationwide from January
1, 2003.

The sampling and testing methods for the fuel
components mentioned above are also defined in the
standards, and several American Society for Testing
Materials (ASTM) standards are referenced within
the standards as there are currently no related
Chinese standards.  The tight implementation
schedule will be a challenge to both the
petrochemical industry and to automobile
manufacturers.

Guangzhou Initiatives

Environmental Health and Safety Review, July 1999
Guangzhou is one of 12 cities in China that is
promoting vehicles that use natural gas.  Guangzhou
plans to finish refurbishing 5,000 public buses and
15,000 taxis (most of the fleet) before the year 2001.
In addition, 50 natural gas stations will be
constructed.  Guangzhou will also define a municipal
vehicle emission pollution discharge standard.

ShanghaiÕs New Emission Standard for Light Vehicles

CBU Ð Auto, July-August, 1999
As of July 1, 1999, the Shanghai municipal
government started to enforce a new Emission
Standard for Light Vehicles, similar to the standards
adopted by the Beijing municipality since January 1,
1999.  Once enforced, the new standard will help
reduce the pollutants of new vehicles by as much as
80 percent, according to an official of the Shanghai
Environmental Protection Agency.  Shanghai now
has 880,000 motor vehicles on the road and the
annual growth rate of vehicle parc is expected to be
12 percent.

Environmental Health and Safety Review, July 1999
Shanghai has become the second municipality after
Beijing to implement new vehicle emissions
standards in advance of national regulations.  The
Shanghai Light Vehicle Emission Standard is
equivalent to European standards of 1992.  Light-
duty vehicles less than 2.5 tons and having no more

than six seats must comply with the following
emission limits: CO of less than 3.16g/km, and
Hydrocarbon and NOx each less than 1.03g/km.

Auto-Shanghai 99 - Focus on Green Technology

China Business Information Network, 21 June 1999
Energy efficient and LEV technology was
highlighted at the recent AutoShangahi 99, China's
leading auto show. Perhaps triggered by the rapid
enforcement of vehicle emission requirements in
Beijing and other Chinese cities, the auto industry
appears to be anxious to present its green side.

First LPG station set up in Beijing

Asiaport Daily News, 28 June 1999
The first liquefied petroleum gas station (LPG) in
Beijing was opened in June. Built by Beijing
Machinery Electric Industry Holding (Group) Co Ltd
this marks an important step forward in the
municipality's campaign to control vehicle emissions.
On another front, in response to the growing demand
for clean vehicles in China, General Motors (GM)
and its joint venture Shanghai-GM are jointly
developing for the Chinese market a medium-size
Buick car powered by both unleaded fuel and CNG.

China Hires Foreign Experts to Supervise Three
Gorges Construction

Huasheng Bao, August 29
Over the last year since alarming problems in the
construction quality of a small proportion of China's
basic infrastructure was revealed, the problem of
assuring construction quality has been a major task
facing the Chinese government. At the end of 1998,
when he visited the Three Gorges project, Premier
Zhu Rongji said to some of the key departments
involved in the project that they could hire foreign
expert engineers to participate in and supervise
construction. In May 1999 the Three Gorges Project
Development Company hired the Arkensen
(transliteration) Company of the United States to
provide advice and supervision on the mixing of
concrete for the dam. At the same time, another
contract was signed with a group composed of the
French Electric Power Company and the French
Technical Supervision Bureau to provide supervision
on the construction of the first set of fourteen
generators at the dam. Hiring these supervisory
engineers is a first for a big Chinese construction
project. The salary of five foreign supervisory
engineers equals the salary of 500 Chinese
supervisory engineers. Yet the engineers brought a
competitive spirit to their Chinese colleagues and
have won their respect.


