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Scandal to have

limited impact
An accounting scandal in

Everbright Bank will not lead to
a rippling financial deficiency
or collapse of China's fragile
financial system.
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Nestie's proposal fails
Acquisition negotiations between

Nestle and Yunnan Diequan (Butter
fly Spring) fvlilk Co Ltd have been
impeded by Diequan employees' ob
jection to the low offer.

Price: 2.00 yuan

Telecoms gear vendors
in trouble

The huge potential in China's
telecoms market could shrink and

put a dent in gear vendors' sales
growth as operators trim spending.
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Firms bank on alliances
By HUG YONGZHE
Business Weekly staff

Two international financial

giants appear to be winning
their battles to capture a larger
share of China's market, and
say they are close to securing
alliance deals with their do

mestic rivals.

Citigroup, the world's larg
est financial company, eon-
firmed last week its banking
arm, Citibank, is about to ac

quire an 8 to 10 per cent stake
in Shanghai-based Pudong
Development Bank (PDB).
PDB is one of China's 10

newly founded medium-sized
commercial banks.

Hongkong and Shanghai
Banking Corp (HSBC) Group,
meanwhile, has confirmed
talks with China's second-larg
est life insurer are continuing.
A deal, HSBC sources say,

has not been sent to regulatory
authorities for approval.

Exclusive
HSBC announced recently

its wholly owned subsidiary,
HSBC Holdings, is negotiating
with Shenzhen-based Ping An
Insurance for "a possible mi
nority stake investment."
HSBC declined comment on

the size of its potential stake,
but analysts suggest it will be
about 10 per cent.

That, experts say, would al

low the company to have a siz
able presence in the firm.
Goldman Sachs and Morgan
Stanley each have 7.6 per cent
stakes in Ping An.
"We will not comment on any

market speculations and
rumours," Citibank spokes
woman Guo Ye said.

Sources suggest there will
soon be a deal, possibly by the
month's end.

The deals must meet

China's legal requirements,

which limit to 25 per cent for
eign rivals' holdings in domes
tic banks.

Prior to the move, HSBC re
cently was allowed to buy 8 per
cent of the Bank of Shanghai, a
fast-growing local bank head
quartered in China's financial
hub.

Despite foreign partners'
optimism, those domestic banks
have maintained low profiles.

See HSBC on Page 5

A bosoTTi friend of Dws-h family and an investment
banker by profession, United States-China Chamt^r of
Commerce President Siva Yam airs bis views on Sino-

US duslne^ss ties in an exciusive interview with Busi

ness W&ekiy (P'icture sbows: Yam stand-s between former US
PreskSent Qeofoe Bueh (left) and His birotHer Prescott S. BusH Jr.)

Plan under consideration for

market-driven grain reform

fc'-

By JIA HEPENG
Business Weekly staff

The Chinese Government is hint

ing it is considering a massive agri
cultural reform, eliminating its grain
wholesale monopoly and abolishing
its grain purchase task from farmers.

Experts close to the decision-mak
ers revealed that the market-oriented

reform could be implemented early
next year.

Headed by the General Office ofthe
State Council, a working team com
posed ofa series ofgovernment depart
ments and think-tanks—including the
State Development Planning Commis
sion and the State Economic and Trade

Commission—has put together a mar
ket-oriented report.

"The report has been submitted to
top policy-makers for final reviews,
though there are still some controver
sies around it," confirmed Xu Xiaoqing,
deputy director of the Agricultural
Development Department at the De
velopment Research Centre, which is
involved in drafting the report.

However, Xu said before the n ation-
wide research was launched early this
year, policy-makers have been asked
to make a more thorough market-
driven reform plan.

Based on the principle, insiders say
the report sugg^ted atoMshment of the
grain purchase task, whidi is designated
by the State to farmers and circulation
enterprises.

See GRAIN on Page 24
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Bridging US-China business
USCCC tries to strengthen nations' trade, cultural relations

Editor's note: Siva Yean ispresident of the United States-Chirm Cham
ber ofCommerce (USCCC), a non-profit organization dedicated to promoting
trade and investment between the countries The USCCC, chaired by Prescott
S. Bush Jr., is the only binational organization strengthening business and
cultural relations between the United States and China. Yam founded the
USCCC's midwestern regional office and served as its managing director. As
USCCC president, he has transformed the organization into a dynamic,
professional entity. Yam, an investment banker by profession, has more than .
10years experience in mergers, acquisitions, public offerings andprivate
placements of securities, ventureftimncing and privatization. He has exten
sive experience in the United States and "emerging markets," including
China and Central and Eastern Europe. Yam has provided a wide range of
investment and consulting services to corporate and government clients. In
this exclusive interview, conducted at the USCCC office in Chicago. Yam
discusses the US-China trade and investment relationship with lhaulNaah,
a performance analyst with a Toronto investment firm that manages assets
for pension funds and individuals, and Dr. WangHui, deputy director-
general ofthe Jiangsu Economic System Reform Committee's Research
Centre on behalf of Business Weekly.

Q: Many Americans are concerned
China will have trouble complying
witih its WTO commitments. How do

you address these concerns?
A: I thiiik their concerns are legitimate.

Before China entered the WTO, it had
made a lot of changes to its regulations to
move closer to compliance.
Do I think China will be 100-per-cent

compliant with its WTO commitments? I
don't think so, but I think some other mem
bers of the WTO are also in that position.
Some European countries in the WTO are
not in full compliance.

I don't think we should be too concerned

if China has difBculty It is more important
that doing business in China will become
much easier.

WTO membership is certainly one force
driving this change, but not the only one.
Another is the development ofthe country
from an economic and political perspective.

Many of the forces are not coming from
the outside. Rather, they are coming from
inside, from the companies in China that
have become more established, more con
cerned about their names, their brands,
their abilities to compete on a more level
playing field.

Even though I believe there will ob
stacles for China, I think we should remain
optimistic.
Q: How have large American com

panies been preparing to enter the
Chinese marketplace?

A: Many large American companies are
already in China. They are in China be
cause they feel China is such a big market
that they cannot ignore it, or they want to
take advantage of the inexpensive labour

China's entiy into theWTO will not have
much impact on these companies.WTO will
have a much more favourable impact on
companies in the service industry, such as
insurance, banking and other businesses
that require licensing.

Many large US companies have already
prepared for China. They have already
learned the lessons that in order to suc

ceed in China they have to use Icxol people,
they have to understand the culture — and
this is a big challenge.

It is an even bigger chaUenge for smaller
and medium-sized companies considering
doii^ business in China—in manufactur
ing, sourcing or selling to China

They are not prepared and need a lot of
education. I think this is the biggest chal
lenge, not only on the US side but also on
the Chinese side. I think for China to con

tinue growing, it must understand how it
can create a more friendly business envi
ronment.

tile photo

Hand in hand: Siva Yam (left) shares a pleasant moment with Prescott 8. Bush
Jr., chairman of USCCC, and Wen Shizhen. North China's Liaoning Party
secretary, in USCCC office in Chicago.

Q: Two years ago, former US
President George Bush addressed
your membership at your an
nual ̂ la award dinner. In his clos-

remarks, he said: **SometimeB if
Chinese laws are terrible, and you
feel like you cant get adequate pro
tection in the courts, and youVe up
to your eyeballs in regulations —
stay with it.^ Some people feel
China's legal reforms are progress
ing too slowly. Is that feeling as
strong now in America as it was two
years ago?

A: I think Americans who have done

business in China over the years have no
ticed the change that China is moving to
ward a more oriented system.

Many people have said China's legal
sj^tem is not well established. However, we
have to remember China in fact has a lot

of laws. The real problem is how to enforce
them.

There isn't much precedent in some
cases, court judges need more training,
many matters are more subjective than
objective.Also„^^/iuz, or personal relation
ships, influences the system, the govern
ment is involved in private business, and
there is no clear separation of power.

I think China's legal system is now bet
ter than it was two years ago, better than
it was five years ago. It is not perfect, but it
certainly has been improving.

Q: Ito the complexities of Chinese
law deter more American companies
firom pursuing opportunities in
China?

A: lb some extent, y^. It also depends
on what kind of business you are trying to
do. Chinese business law is very complex.

For example, China has wholly owned
subsidiaries, joint ventures and equity joint
ventures in different forms, representative
offices which cannot really do business, a
lot of different taxes and so forth.

The complexities certainly have a nega
tive impact when it comes to attracting for
eign direct investment. However, I think a
lot of US companies realize in order to re
main comp)etitive they need to do business
in China.

Q: Prescott Bush Jr. is chairman of
the USCCC, and former US President
George Bush has been a statinch sup
porter of your activities. Do^ current
President George W. Bush lend his
personal support to your efforts in any
way? Does the current Bush adminis
tration facilitate your initiatives?

A: We are very fortunate Prescott Bush
has been a big supporter of the USCCC.
He is one of the foimding members, and

has been chairman since 1993.

He has been very, very active over the
pgist nine years. He has begun to slow down
recently because our organization has set
its course and we are on track to what we

set out tt) accomplish.
Q: We recently spoke to Ambassa

dor Charlene Barshefsky, the former
US trade representative. She told us
many American companies feel com-
pell^ to be in China because the po
tential opportimitira are so fulsome,
yet they tend to make very little
money in China. thia been your
experience?

A: A lot ofUS companies feel they need
to be in China because of the potential
market or inexpensive labour. Many US
companies say they are not making money
Some do make money but a lot say they
don't. Many Chinese companies say when
they come to the United States they lose
money I remember when the Japanese
came to America they lost money.

I certainly have been very sympiathetic
with some ofthe US companies—and also
Chinese companies — that have become
involved in US-China business, either in
trade or investment, and have not been
making money
When they do not make money, they

say it is due to complexities of Chinese
regulations, corruption and so on. The
Chinese, on the other hand, say Ameri
cans do not spend enough time under
standing their culture and impose their
own system. So there is a lot of finger
pointing on both sides.
Q: Chinese President Jiang

Zemin has been encouraging Chi
nese companies to look abroad for
increased opportunities for growth,
and the Chinese Government is

strengthening consular services for
Chinese companies doing business in
America. How has the USCCC helped
Chinese companies enter the Ameri
can marketplace?

A: We try very hard to do this at the
USCCC. I also try to do this in my peraonal
business and with some ofthe people I am
affiliated with.

We try very hard to work with these
Chinese, to teach them, but it is not very
easy because, even though we imderstand
the culture, it takes time to develop trust.

Many Chinese come with preconceived
notions of how to do business here, and
many times it doesn't work. We help them
by making introductions to credible people,
and we advise them on how to conduct their

business dealings.
Q: It is difficult to talk about Sino-

Ameriean trade wilhout addressing
agriculture. Can you give us your
views on the new form bill, as well as
on US Secretary of Agriculture Ann
Veneman's recent visit to China?

A: My peroonal opinion is tliat almost
around the world the agriculture business
has always been subsidized by govern
ments, in one way or another, either directly
or indirectly

The new farm bill certainly calls for sub
sidies, but the United States is not the only
country doing that. You can see the Eu
ropeans are doing it. Some Asian coun
tries, if they had the resources, would do
likewise.

I think there are a few reasons for this.

First, people who work in agriculture,
whose livelihoods depend on agriculture,
tend not to be as well off as people with
means in industrial society. Second, their
earnings fluctuate so widely that the gov
ernment must address this issue.

Government subsidies certainly create
more tension in international trade. They
basically make the playir^ field not as level
as it should be.

The new US farm bill will certainly have
an impact on China. In China, half of the
people still live in the farming community,
and constitute a significant portion of the
gross domestic product.

China does not have as many natural
resources and level plains for farmland as
the United States, and the productivity per
farmer tends to be significantly lower than
in the United States. For these reasons,
Chinese farmers are less competitive.

I think that, moving forward, we are
going to see a lot of disputes, not only be
tween China and the United States,but ala)
with the Europeans. I think these disputes
will be ongoing, regardless of whether or
not China is a member of the WTO.

Q» MrYnTiij thank ymi ngHin for ynnrr
time. Do you have any final thou^ts
you would like to du^?

A: I think for China to continue devel

oping, people must understand they can
not just focus on large corporations.

The people who can make a difference
in the future are the people who are not in
the arena, who are standing on the side
lines — the small and medium-sized com

panies.
They will have a major impact in shap

ing the future of China. They have a dif
ferent set of criteria, different resources
to deal with. China needs to continue

developing its system, and become more
friendly and transparent to make it
easier for small and medium-sized com

panies to invest in China.


