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From {978-i98i | served as the Assistant Air Liaison Officer
(Assistant Air Attache), American Consulate General, Hong Kong, and
from 1983-1987 served as the China Policy O+fficer, Headquarters United
States Air Force, Washington, D.C. During both assignments I had
continuing opportunity to work with the U.S5. aerospace industry as the
China market began to open in the late 1978°s, and as the
opportunities for great adwvance appeared to present themselves in the
1984-1985 time period. During the post-1978 period the US aerospace
industry, as a segment of the broader business community, initiated
large-scale efforts to move into China and capture this new market of
enormous potential. This market, in many ways, has turned out to be
an enigma, and it has yet to live up to its potential.

This research project was undertaken to explore the views of a
representative "slice" of the US aerospace industry engaged in, or
attempting to engage in, business activity with the People’s Republic
of China (PRC). In particular, industry views were sought to assess
the prospects for long-term US-PRC collaboration in the aerospace
field. To accomplish this exploration I met with more than 140
industry personnel, ranging in position from corporate chief executive
officer and company presidents, to senior executives, to program
managers and technical staff members, in all representing 22 aerospace
companies and major operating divisions. During the course of travel
in February/March 1988 I traveled to 16 of these corporate entities
throughout the United States for briefings and discussions. The
remainder of the interviews were conducted in Washington, D.C.

The objective of my interviews and discussions was to provide a
vehicle for the business sector, on a non-attribution basis, to relate
their experiences, assessments and comments on a broad range of
issues. I have carried this non-attribution to the peoint of not
including a list of the specific firms contacted for this study
because of the frankness of views and proprietary information which
was shared. This compendium of views and information will be of value
not only to the business sector, but to government policy makKers and
others dealing with China issues. I have made every attempt to fairly
consolidate the mass of data and comments received into chapters |
through 6. Not all of the comments are complimentary, especially in
regard to some aspects of U.S. Government policy and operations, and
corporate lackings in conducting planning and executive business
operations. Please don’t shoot the messenger.

My own thoughts and recommendations are registered in the final
section, Chapte[s:7«; For; thooe commemds d do accept full
responsibility.: ¢ .2 s 2%, . . I
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"4merican 1ndustry.s ﬁomauté.thh.uhbaaols comingetc an end"
states one US businessman. A new era of more considered and realistic
appraisal of business opportunities appears to be the emerging theme
in the US aerospace industry. The initial rush by the US aerospace
industry to enter the Chinese market, with all its accompanying
enthusiasm, has diminished as the realities of doing business in the
Chinese context have become more apparent. .

Within the past two years a major rationalization process has
begun to take shape in response to difficulties encountered in
developing the China market. Exhorbitant (most say "rip-off"> costs
of doing business in China, the general lack of profitability, the
inability to repatriate scarce profits from joint venture operations,

" the frequent lack of Chinese hard currency to fund major purchases,
and the great uncertainties associated with doing business in a system
in which it is very difficut to determine the end-user, much less the
responsible purchasing organizations and decision making locii, have
led US industry to reconsider the "how," "where," "why," and "when" of
doing business with China. )

Despite a general lack of widespread success and business
profitability, the US aerospace industry remains widely optimistic
about the longer term possibilities of doing large-scale business with
China. China’s continuing modernization program spurs business
opportunities for sales in infrastructure development areas
(transportation vehicles and facilites, power generation, support
services), while providing the means for creation of the capital
weal th needed for likely future Chinese programs and purchases,
particularly in defense-related areas.

At present only those large companies with sustained staying (and
paying) power can afford the expenses asgsociated with market
development costs and expenses to sustain even a modest in-country
representation. MWhile the vast majority of small US firms Cacross the
business spectrum) have been driven out of the China trade by
exhorbitant costs, a few smaller US aerospace firms with specialized
products or capabilities have been successful in business efforts,
providing relatively low-cost, high-quality solutions to high priority
Chinese requirements, particularly in the defense sector.

The difficulties and complexities in doing business with China
"has led to the creation of a new generation of "China Traders,"*
individuals with extensive Knowledge of the country, language, and
business environment -- to include the Chinese negotiating style.
These traders are assuming greater importance as long-term
associations with the Chinese, growth of respect, and access to
important Chinese contacts are undertaken in a traditional Chinese
manner as interperognal &ies.(’guanxi’y are.wowen and interwoven. To
do business in $n1q5 | lpngﬁterm perspecblve Znead decades) and
commi tment must’.Be, ffaHe, X d .t}1e,;‘e1,at1QnsJ'np, Hl thout that real,
considered commitment to a long-term business relationship, the
probability of success is considerably lessened, if not altogether
eliminated. Vision becomes a critical factor in the long-term
development of the US aerospace industry’s interaction with China.
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International polltxts pLay.a Lacgé.rolé in iheplng the tone of
business contact. In a.prstxaaL.sanse-Chbna,:1n-the eyes of US
business, badly damaged its image as a responsible entity through its
arms sales efforts in the Persian Gulf area. The objection is not so
much that of being opposed to the arms sales, per se, but rather,
to the consistent Chinese denial of such sales. US business views
this Chinese policy as hypocritical and extremely damaging to the
long-term relationship because of the fundamental distrust which such
a position engenders. Similarly, Chinese attempts to covertly acquire
US equipment and technologies and to "use" US citizens of Chinese
descent, risking greater US political repercussions, are viewed as
short-sighted, stupid and extremely offensive. In US business eyes
the US also has its problems: US policy towards China remains tightly
pegged to current events in the relationship, suffering sine wave
movement as short—-term contentious issues are allowed to 1mpact
heavily on seemingly more fundamental US interests and longer term
perspectives; USG munitions licensing is rife wih problem areas and
inconsistency and is branded as a system which is too personality
dependant.

At the real-world level, there are many detractors to doing
business with China beyond those already enumerated. Underdevelopment
of the Chinese infrastructure, lack of trained and Knowledgeable
personnel across the entire aerospace spectrum, lack of qualified
aerospace materials which could be used in production, ltack of
understanding of technology and Western business practice, and a
myriad of other issues fundamentally affect commercial activity at the
point where "the rubber meets the road."

Despite the detractors and problems inherant in doing business
with and in China, it is the broad concensus of virtually every
company interviewed that the China market represents, for the future,
great potential for the US aerospace indystry. There is a widespread
belief within the US aerospace industry that the Chinese view the US’s
position in this critical development area as that of world leader --—
now and into the out-years -- but that the reality of the US
fulfilling that role is in question until long—term perspectives of
the bilateral relationship are shaped and come to the fore. In the
interim, the US aerospace industry will seekK to position itself for
the future, seize available near-term business opportunities, and work
to prevent foreign capture of the market.
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General

The broad concensus of US aerospace officials contacted during
March/April 1988 is that the large Chinese aerospace market that US
business anticipated several years ago has largely not' yet
materialized. While some US firms have enjoyed significant sales and
moderate success in market penetration, the American industry
experience has by and large not been a favorable or profitable one.
Despite the lack of movement at a rate US business would prefer to
see, wvirtually all corporate representatives agree that there is a
large aerospace/defense market extant for the future. The potential
is there; the question is when,

"Aerospace" covers a wide spectrum of activity and goods. Thers
are at least three major categories of "aerospace" goods and services
which apply to China’s growth and advancement within the “"Four
Modernizations Program:" 1) support of China‘s economic -
infrastructure; 2) support of China‘s own defense modernization; and,
3) support of China‘’s efforts to earn hard currency to further
undertake efforts in 1) and 2). The "when" for support of China“‘s
economic infrastructure is well underway, however underfunded . the
ongoing efforts may be. The "when" for defense modernization is more
problematic. MWhile a few significant programs have been proposed on a
government-to-government and on a commercial basis, little real
movement has taken place due to low levels of funding. The "when" for
support of China‘s efforts to earn hard currency is ongoing and
appears to enjoy relatively high priorities.

Infrastructure Development

Infrastructure development is a high priority, particularly in
the aerospace areas of air transport aircraft, air traffic control
systems, air navigation aids, airport facilities, passenger and cargo
handling, and power generation equipment. The market potential for
commercial aircraft remains large; however, foreign aircraft
manufacturers are posing highly significant competition to US products
(Airbus Industrie, Brazil).

- This market is likely to expand in scope to incliude more
commercial cargo airlift aircraftt, additional buys of medium 1ift
helicopters, and the first buys of true heavy lift helicopters capabie
of carrying out difficult infrastructure—-building tasks unachievable
with other resources.

- Joint programs to coassemble or coproduce commercial aircra+ft
will remain hxgh pnlorxihes ‘o¥ ‘tha Chanhﬁé‘herpspace industry;
however, this mqnu*a;turpngolndus%ry QFIDPJJV d= in direct conflict
with the priori*ti¥g b+* CHiNEst® ent-ugers who meed 1ift capability
yvesterday.
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- There is a broaﬂ'rguujrement.{dh a.cbuﬁtnywhlda navigation
aids system and a moderh.‘aln trfaffil lcontsdl s (@T seystem for heavy
tratffic areas (primarily China‘s populated eastern seaboardr. China
requires extensive upgrades to airfields, related facilities, tratfic
control and passenger handling.

- Power generation equipment using derivative gas turbine
engines are of high wvalue to infrastructure development. The high
output ratings of these units permit their use as either primary or
supplemental power supplies to urban areas, factories and other
facilities.

Defense Modernization

The "when" of significant defense sales is, by general concensus,
probably at least 3-5 years away, perhaps closer to the end of the
century. The Key element in this equation is a general feeling within
part of the US industry with long business relations with the PRC that
China does not now feel threatened. The lack of a perceived threat
permits China to concentrate resources in general economic devel opment
to provide the large modern industrial base which will support a
future military.

- Military modernization efforts will largely be those which are
directed at upgrading indigenously produced equipment with selected
foreign technologies and components. Program cost will continue to be
the critical element affecting Chinese decision-making. The Chinese
will, however, continue to make selected purchases in the defense
field. High-priority requirements which can be fulfilled at
relatively low cost with high quality equipment will be negotiated for
and purchased by the military with littie hesitation or delay.

- As a generality, the military wants to buy a broad range of
defense articles and equipment; however, foreign purchases are in
direct contradiction to the needs and desires of PRC defense industry
to produce equipment, turn profits, and seek to import foreign
technology. And, liKe most other potential Chinese buyers, the
People‘s Liberation Army (PLA) has little hard currency available to
it.

Aerospace Sales to Earn Hard Currency

Until the general collapse of o0il prices, oil exports were a
prime earner of Chinese foreign exchange. Increasing Chinese growth
of exports in other areas (except for textiles) and a rapidiy growing
tourism industry have been important. Within the last few years a
growing and vers abgn1+16an& earpeaer . nf hagd cyrrency has been Chinese
export of arms-around t&e uorid,udlth thdst récent attention fixed on
the Persian Gutﬁ greg.apq repowted sales oﬁ Chlnese Silkworm missiles
to Iran. WVarious estimates place the value of Chinese- produced arms
(aircraft, missiles, tanks, artillery, small arms, ammunition, etc: at
billions of dollars. In another area, China has made aggressive

ha
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efforts in the space lagncherargaj aghiywly* séeingitoibrovide launch
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- China actively markKets a wide variety of aircraft, aircra+t
components and associated weapons systeme. This marketing activity
has been openly undertaken for several years by the China
Aero-Technology Import and Export Corporation (CATIC), the buying and
selling organization for the Ministry of Aviation (very recently
consolidated with the Ministry of Astronautics). CATIC has offered
for sale weapons systems (likKe the F-7 interceptor, for exampie) which
are or will be upgraded with foreign-derived techneclogies and
equipment. :

- To date it appears that foreign sales programs have taken
priority over modernization of China‘s own military forces and that
export sales for hard cash are the major objective. China is
increasingly seeKing Third Country transfer approval as a condition of
sale for imported equipments. This is a trend which is likely to
grow.

- In the launch services area it is likely that the Chinese
perceived a golden opportunity before them as the Space Shuttie, Delta
and Arianne launch programs came to successive halts in the wake of =
series of launch disasters. Aggressive movement to capture US poliicy
decisions which would allow China to provide such services, without
the transfer of rocket and satellite technologies, brought forward
movement and some promising signs. China is investing heavily to
upgrade launch facilities and provide needed support infrastructure,
to include insuring of launch vehicles and payloads. Whether this
Chinese investment will pay off is difficult to predict with US and
French launch programs coming backK on-line and the Soviets now also
heavily in competition.
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Potential for Cooperation

According to one US aerospace industry executive, the kKey to
aerospace sales in China is the answer to the question "what can the
infrastructure support?" Despite Chinese desires to leapfrog to an
advanced technological and development state, there is a long, siow,
expensive infrastructure-building process which will be underway for
decades. The ability of the Chinese to assimilate technology,
equipment and other services will undoubtedly move torward; however,
the Chinese system can only accept change and growth at a finite rate.
Chinese purchase of excess commercial aircraft is meaningless, for
example, if the aircraft cannot be effectively used because of
physical inability to handle passengers, baggage and cargo. Expensive
idle resources will drain Chinese financial gains and the induced
enmity will come back to haunt the seller.

This situation argues in favor of the precept that you profit
most when your customer profits most. In the Chinese context,
establishment of a long-term relationship is critical to doing
business, as the concept of Guanxi (interpersonal relations) is
paramount in a societal context of building trust and interdependency.
Long—-term cooperation yielding good results forms the basis for mutual
trust and confidence. As that process taKes place you increasingly
enjoy a predominant role. The Chinese prefer to deal with old,
trusted friends, generally shying away from the new and untested if
there exists an option to do so.

- Creation of the climate in which to conduct business with the
Chinese is not magical or a black art; but it does require an
overabundance of patience and a willingness to err on the side of
humility. Fast moving flim-flam may on occasion win a contract, but
when the true situation is discovered, the fast win almost inevitably
becomes a Phyrric victory. '

- The company, company leadership, and program managers must
have an eye to the long haul and must work to Keep short-term
oscillations from adversely affecting the fundamental basis of the
‘relationship. Long-term association and commitment creates the
environment within which trusted friends can maintain a continuing
association and relationship. Business activity tends to flow
rather than having to be sought out and seized. Each party uses the
other to his advantage.

The degree to which companies have devoted time and effort to
corporate market analysis, planning functions, development of a
structure to PUR SLe bus&nes& aperatigns,, and brought on board capable
manpower resourees-hes acdirett hdarfng.on'the ability of the company
to undertake Uusxnggs.gfiorts.o &he de nee.tb.whxch the company is
willing to pursue this activity, expen resources, exert "active
patience" and maintain constancy in policy and orientation will
largely determine long—term success or failure.
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Appropriate plann1nggomanyet resear;h 'qng'bééfnéss efforts will
often identify those areas-whleh-efﬁer'po?en?lal fN*° CSoperation.,
Companies must recognize that, while pushing a standard product line
may be the traditional method of operation, it may, howewver, be
totally inappropriate in the Chinese context if China has no current
need for those products. Blind marketing of products will be costly
and largely nonproductive. Some companies which are not extensively
diversified, particularly in the defense production field, will be
particularly +Frustrated if they stick with traditional sales
approaches because of the oversophistication of their awvailable
systems, USG licensing problems, and Chinese near—term inability to
fund high cost purchases. Companies must read Chinese requirements,
motives, financial abilities, and politics correctly if they hope to
be successful. This requires extensive information-gathering and
long—term meaningful contact with potential buvers and end-users.
Long-term corporate approaches to the market and commitment to doing
business with China will be Key to success.

US Business Commitment

Representatives of many US aerospace companies cite great
corporate difficulty in determining the ideal degree of corporate
commitment to the potentially large, but perpetually problem-ridden
China market. Many companies have, either intentionally or
unintentionally, committed themselves to a long-term market
development approach. Others took a short-term *"try it and see"
approach. Some of these companies are largely out of the China
market, are currently evaluating their positions, or have replaced the
original short-term appproach with a longer view. Neariy all of the
companies have been unsuccessful in realizing profits in their
business with China. Most, if not all, have rationalized this lack of
profitability as a sacrifice made to "get a foot in the door."

US aerospace, however, is increasingly Keying on the requirement
to make a profit in China. The growing view is that business must
show a profit; that the sales or programs must be big enough in size
to get corporate attention and justify the risk of participation.
China is in danger of losing its attraction to US industry for a
variety of important reasons above and beyond the near—term fiscal
shaortfalls restricting sales of US goods and services (discussed later
in Chapter 3, "Detractors From Aerospace Cooperation®). The
implication is a potential decreased commitment to doing business with
China in the near-term (until China measureably improves the business
climate) and a resultant movement to develop other, more profitable,
business ventures which are widely available on the world market.
Corporate leaders are under increasing pressure to show why their
companies are pouring large amounts of scarce money and manpower
resources 1nto-deuolop1nq Baumanket which j§ ngt producing revenue
when those same:rqgources qppﬂled.aldogt anymnere else would producn
profits. ThisJand tnaHdtionag?r vrew-was e»préssed by one executive as
the company‘s desire to do busxness in Thina “that makes sense for it
to pursue; but at the same time, the company would not give in to
Chinese demands, and the company won‘t enter into any joint ventures
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How, then, does a company do business in China? There are great
conflicts at hand. On the one hand, the continuing specter of
relative non-protitability. On the other hand, the need (if the
company is looking long-term) to maintain a presence and activity
level which permits development of the long-term linkages and
associations needed to ultimately do significant business, and to
deny the market to competitors. There are formal and informal
government pressures from each side encouraging business and other
relationships for national level political and commercial reasons.
Frequently, personal ties and commitments made at all levels of
company management and operations ultimately drive company decisions
and commi tments, often in illogical business directions where
individual and collective ego predominates.

Chinese approaches contribute to the problem. Small Chinese buve
{driven primarily by limited foreign exchange and a continuing
national objective to be self-sufficient) and the desire to obtain the
maximum in technology transfer, support services, participation and
offset trade (to name a few) pose great problems for large US
corporations whose very largeness requires large-volume, high-vailue
business. Exhorbitant costs of doing business in China (many in the
US aerospace industry describe as "rip-off") have driven out the wvast
majority of small US firms with specialized products or capabilities
which could have provided relatively low-cost solutions/alternatives
for many of China’s modernization requirements. The +flexibility,
innovativeness and ability to move quickly which characterizes these
smallier firms has been largely supplanted by large corporate
entitities which have the staying (and paying) power to continue to be
represented and operate in the China business environment.
Unfortunately, however, these large companies cannot afford to put
long—-term high-value potential programs_.at risk with more immediate
low-cost direct application solutions to specific Chinese needs.

Nei ther are they particularly interested in or well-equipped to handle
.small relatively low-value programs.

The Chinese have also been blind to the emotionalism which
surrounds this business cost issue. There is a perceived diftference
in US industry between "expensive" and “rip-off" costs of doing
business. US businessmen understand that conducting business in some
locations will be "expensive"” for a variety of reasons; however, a
strong emotional response and bad feelings of ill will ensue when the
costs are unreal and the methods of exacting those costs are arbitrary
and transparent. Chinese efforts to soak foreign businesses for every
hard currency dollar available has turned out to be a textbook example
of short-term thinkKing, thinkKing which over the long-term is likely to
cost China many—fold the near—term revenue results.

*® ose ¢

These fadtbrs:gl]°have 2 bq;rlngcon hmu'&ompanxes do business in
China. For thEdP Pirt, it appeirs thqt*thg-cﬁxnese, as a cultural
entity and as 3" Business’ group, Work®oder'*time to establish rapport
and develop linkages. Their continuing association with various
segments of the industry is an extensive effort to find out the
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technical and other strapgths thhln.thaoxndusthyn-oThey typically
seek to wvisit all potenﬂlhkocanpetlhors-to-ewafuagQOtwe;r capabilities
and attempt to discern and-assess theg Lonparatesitirengths and
staying power -- to feel “the "Vibes. As an end result they hope tc
know who has the best product and who offers the greatest potential as
a cooperative business partner. This process has been ongoing in
recent years and will continue, becoming more sophisticated as the
Chinese understand more of Western business culture and practice.

This approach calls for patience on the part of US business. As
the Chinese go through this exploration process the most wvaluable
approach a US company may undertake is a conscious decision not to
push a product line, but rather, to assist the Chinese side in
defining their requirements and proposing workable avenues to meet
requirements, Keeping in mind the realities of the Chinese situation.
Companies which can provide objective, honest, forthright assistance
may not, as it turns out, have the appropriate product or service
available and therefore no prime role in a given project; however,
that objective effort will be remembered (as an obligation) and is
likely to be rewarded at some time.

The point was made at the beginning of the chapter that building
mutual trust and confidence is kKey to developing the long—term
relationship. Without that trust and confidence in place, any
business dealings undertaken will be tentative and potentially
volatile until a condition of respect and trust is established.
Several US companies have made a corporate dedication to "patience,"
accepting at senior levels within the company that some things cannot
be forced, that there will be no "hard-sell" approach, and dedicating
the organization to a long-term effort to establish a firmiy based
working relationship with the company’s potential customers. These
companies have also purposely assigned/recruited personnel with long
experience in the Pacific to undertake their China business efforts.

The uniqueness and demands of doing business with China has led
to the reappearance of a new generation of "China Traders,"
individuals with extensive Knowledge of the country, language, and
business environment -- to include the Chinese negotiating style.
These traders are assuming greater importance as long-term
associations with the Chinese, growth of respect and understanding
takes place, and access to important Chinese contacts are undertaken
in a traditional Chinese manner as interpersonal ties ("Guanxi") are
woven and interwoven. The Trader must be successtul in preaching and
selling the long-term view to his home office. To do business in
China a long—-term perspective (read decades) and commitment must be
made to the relationship. Without that real, considered commitment to
a long—-term business relationship, the probability of success is
considerably lessened, if not altogether eliminated.

The Trader walkKs a continuing tightrope between the Chinese on
one side and a kor-pn:rage' gn-txty-onathe.otbar., both ends of a specirum
continually 1n a edite.af'flﬁ;.:’ﬂhxqe deaﬁ»ng with the Chinese is
always challengmg,-tdhe greatest. thall Pghge ®pe the trader often is that
of attempting to be heard. A major task of his is to ewvangelize to
the corporate leadership the long—-term view, articulating the need to
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dampen out sine wave hoircedd demdenciew ar«d°"-3horg“term1 tis.” For
example, senior corporaie beagerg vts&t LFhing,:bekdme sehamored wi th
the country and quickly? pecgme'“th;o& expertd, s redchea’ high level of
enthusiasm and expectation, and in the spirit of the moment, make
verbal commitments to the Chinese. This enthusiasm and high level of
expectation often begins to erode with the passage of time as expected
fol low—on proposals or contracts sit in suspended animation, go to
other competitors or dissolve entirely. To the trader goes the
unenviable task of workKing the problem, a problem now further
exacerbated by the reduction or disappearance of senior level interest
and support.

The situation described is not a spurious, lightly stated
situation, particularly in companies enjoying degrees of success. The
traveled, involved senior corporate leaders have a tendency, because
of their new—-found interest, to become heavily and directly involved
{unbidden) in business operatiocns and markKeting., International sales
directors and program managers find the Timelight placed on them.
Weekly briefings for the corporate center, "what have we done TODAYZ,"
*what is the status TODAY of program X-Y-2?" Those working the direct
issues, like the Trader, attempt to moderate the views of the i
corporate center through education of the reality of the market place.
Unfortunately, relate many of the expert middle level corporate
management, there is little senior corporate recognition of the
long—term nature of most business dealings with the Chinese.

Corporate leaders may press for results today; however, often the US
company cannot drive the action, must use patience and wait for. the
Chinese to decide and act. When setbacks do occur, often the same
corporate leadership will lose interest and a rapid loss of healthy
senior level support and bacKing suddenly takes place, throwing the
China effort into a tail spin. In short, many corporations have not
yet inculcated a long—-term view.
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As I began this project I had what turned out to be a major
misconception regarding the way US businesses conducted their
business. Coming from a military culture where intensive planning is
the fundamental basis of survival and success, I was quite unprepared
for the tremendous disparity between business groups in regard to
ptanning. [ encountered companies who expended considerable time and
resources on planning, achieving results which I (personal view) felt
to be excellent and enlightened, to situations at the other end of the
spectrum which 1 felt to be wholly inadegquate. @As one executive I
interviewed mused, the real value of building a plan is not to have it
on the shelf. On the shelf it does you no good and is constantly
being outdated by change. The real wvalue of a plan is the forcing
function which requires that concrete objectives and goals be
formulated and tested for adequacy, that the underlying assumptions be
questioned and examined, and that the resources needed to carry out
the plan are available and adequate. In short, building a plan
requires a conscious focus on goals, objectives, means, risk- tak1ng.
rewards, and consequences.

The following are a sampling of US aerospace company approaches
regarding planning for the China market:

- Long-term strategy: “Keep on pushing.®

- Marketing plan is simple: "Get the sale and see where it
leads.”

- General, not detailed, structural plan extending out 3 vears.

- No strateqgic plan; reactionary; watch what USG willing to
do, then take action.

- No strategy; no clear sense of how to proceed; will pursue
near—-term big winners.

Strategic plan; dismantled bureaucratic corporate planning
system to be more responsive; uses plan as general direction.

Clear list of strategies and specific implementation pilans
from which to pursue business in coordinated effort.

These approaches cover the full spectrum from "we‘re lost" to another
extreme where the company had well prepared, researched and workable
plans to achieve specifically articulated goals. More than outlining
just what they planned to achieve, the planning process had also

revealed those thxngs whxch the gpmnguyafedt.lt.coqu not achieve or
should not engage im's
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- Eliminating a bureaucratic, overly—-structured planning
process in which the process becomes the end in itsel+.

- Replacing a bureaucratic planning process with a concept plan
written at the "expert" level, circulated to and reviewed by
senior corporate leaders, revised with their comments or
differences between views of corporate leaders and "experts®
settled before the plan is implemented.

- Company establishment of a division dedicated to dealing with
China (with all required major areas of expertise included)
which undertakes both planning and implementation functions.

- As a result of planning process, established an informal
network among principal corporate leaders/managers dealing
with China issues. Result: powerful tool.

The biggest difference between planning and non-planning companies
which I observed was, simply, that the planning companies had a much
clearer (but not transparent!) view of where they were going and how
they were going to get there.

As a result of the planning functions accomplished by several of
the companies a significant number of business requirements were
identified for the companies to effectively pursue their defined
objectives. A few of these follow:

- The critical need for good intormation. Who are the plavers,
end-users, decision-makers? What are the real requirements?

- Requirements for continuing in-country representation.
- Reqﬁirements for in-country program support.
- Assessment of Chinese capabiltities in speﬁific'areas.‘
- Corporate strategy on offset trade and profit-making.
- Risk-takKing in business operations.
- Identification of competitors, competitor efforts.
- Possible corporate initiatives,

Once the parameters and information gaps had been determined,

companies were much more successful in effectively moving forward.
The succeeding paragraphs w1ll discusgs  ip,, grea&gr‘defall the

requirements areas .I‘is‘t’ed: above- . :.: tes see
. . .. . .0 . . [ ] ® o L * o0 o o
e o @ . ® ® o o 0

Good information T@ tﬁ!txc%ﬂ Yo effective business operations,
particularly in China“s still relatively closed society. Businesses

find operating extremely difficult because of the unknowns surrounding
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who they are dealing thh,.theofnequent-seerqt;vepqss°'and the
verticalized structure o-F- $he oL,Fn-nesew buceaycgcc'ac? #hich itselt often
has little lateral 1nsxght.gpd vks}Qn,,.Despyté tddel 2l of kKnowledge,
most companies dealing in China do not effectively use their own
resources to piece together the Chinese environment. Company
travelers often do not Keep good records of who they meet, Chinese
organizational affiliation and their superiors, Chinese requirements,
stated interests, etc. MWorse, when they return to the home office
most companies do not have a Knowledgeable mechanism in-place to
debrief the travelers and incorporate the newly-obtained information
into company holdings. Each traveler frequently becomes his own
information stack, and often very little of it circutates intoc the
corporate memory. :

The question of in-country representation is probably one of the
biggest headaches for US business. OQut-of-sight costs have driven the
US business community presence down markKedly in the last two yvears.
More than a few companies have eliminated their US personnel presence
al together, leaving a caretaker office in the hands of Chinese
nationals, or leaving representation altogether in the hands of an
agent or a trading firm. Unfortunately, these options are far from
ideal. Chinese nationals, obtained through FESCO (Foreign Employment
Service Company), generally have some English language capability but
are unlikely to have much business experience. Their function is
largely to Keep the office warm, support company team visits into
China, and maintain links and lines of communication with Chinese
organizations and personalities Use of agents, consultants and
trading firms all have an inherant drawback as well. By and large the
Chinese do not like to deal through intermediaries and do not want to
pay the extra ("unneeded"? middleman’s costs.

Costs of maintaining a Beijing office are great. The following
general figures show the cost spectrum from a sampling of corporate

experiences (Note: Manning: one US person. Includes cost of office,
salary, housing, benefits, Chinese taxes, administrative and
entertainment costs, and small local staff):

- Low end: $256,808/yr
- Medium: $380-4080,808/yr
- High: $506,000/yr

Companies are faced with basic decisions regarding the degree and
extent of commitment to build and develop their business cooperation
and at what cost. As a representative of one large corporation
stated, however: °We can‘t afford NOT to have a body on board in
Beijing" regardiess of the cost. Unfortunately, not every company has
the financial power to make that determination.

Repor tedly, fqﬁéxﬁﬂ anvestment 1p°thn£'decladed 554 in 1986 and
a further 134X in lﬁB? '-As afresulf, hény.companles are reducing their
in-country presence'to"thb’ab€o1ute minhimim ‘to maintain on- going
programs and provide representation. Some of this movement is not
only in response to high costs, but to the "hostage"” situation in
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which some of the compamies:'pepgerive fhemsgPvipg tq Mé;i°hat is, the
more in-country personnel *aged thelr ngpenddnts;’tﬁe.horé leverage the
Chinese have (to controil.fehts’ thxes s ddpade: dondikdisohes on contracts,
etc) because any reaction by the company could be very expensive.

Some of the companies withdrawing from Beijing are also bypassing Hong
Kong to awvoid this problem of being a "hostage” in China and the
further ambiguity of the 1997 turnover of Hong Kong to Chinese
contraol. #As discussed briefly earlier, these conditions are impacting
heavily on corporate groups, resulting in cost-cutting ad lessened
representation in China.

Development of in—-country programs requires considerable
corporate attention to details of the company’s involvement. Again,
like a representative office in-country, establishment of a program
support base is extremely expensive to establish and maintain. The
Chinese often attempt to obtain support services as a no-pay adjunct
to neqgotiated contracts. The cost of these services can break the
company’s financial back if not properly anticipated and
cost—-controlled.

As a part of business planning the company must correctiy assess
Chinese capabilities to use the products which are sold. The degree
to which this assessment is accurate will, like support services, have
the potential to socak up resources if the company must pour in funding
and support to prop up Chinese technical, facility or personnel
training deficiencies. Most US companies interviewed were very strong
in their commitments to see. on-going and projected programs succeed.
But, failure to assess the environment can cost the company deariy.

US companies are becoming more heavily involved, not just in
China but worldwide, in offset trade requirements as a condition of
sales. Reportediy, more than %88 US companies across the commercial
spectrum are now so engaged. The degree of success which the
aerospace companies achieve in this area is going to be directly tia=d
to their capability to organize effectively, plan realistic business
operations, and execute those operations. At present, most companies
view offset requirements as a detractor to business efforts. (Note:
for further discussion of offset trade, see Chapter 3). In addition,
companies must take deliberate, studied views regarding requirements
for business profitability. Most companies have found themselves in
an unprofitable position (sometimes big time) without having duly
considered in advance the go-no go limits for their commitment. In
many cases this has been a result of lower than normal sales prices to
get the foot in the door; in other cases, the unexpectedly high costs

of doing business and the unnegotiated contract “"extras" have caught
- them short. )

Not everything can be Known about doing business in China and, in
fact, the opposite is more nearly the truth. Risk-taking is a biq
element in the China markKet. Nhat will the ;omnana.sunk costs be at
the point of doing rea1-b051ngs§, and} xhed, the:busxnes= does
materialize, will t%g tnep ?p;r hrd%xté be bhg enough to recoup the
intervening costs and ®¢i1r*produce’ an’ overall pro+1t7 Risk-taking
goes beyond the profit statement. It also is present each time a
business initiative or program is anticipated. 1Is the company able to
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foresee all the important aspects that play? ; Thegel*tsi*qonsiderable
risk in most current Cnxmese proqramgg ecayse ithéry isiyvet only a
shadow—-thick wveneer of Dlpn'qge- experd engé And} éxpds!.l.r'e..fo Western
methods and a great number of unknowns on the Chinese side.

Business effort in any commercial environment must take into
account the activities of the competition. China does not offer a
unique environment in this regard; however, the degree of
secretiveness and the relatively closed nature of the society make it
more difficult for business to assess well the nature of competition,
especially from foreign sources. As an element of a market denial
tactic, the US business must be aware of the movements of competitors.
This is particularly important because of the Chinese practice of
playing off competitors against one another. Knowing the existence of
the other players makes it more possible to successfully avoid
becoming a pawn in the middie.

A final issue that I will address in this section is that part o+
corporate planning which results in a company’s selection of
initiatives which will supplement the core business operations; that

is, efforts to highlight the company’s existence, technical excellence
and responsiveness to the China market. For instance, the following
list represents a compendium of types of initiatives which a wide
variety of companies have implemented for these purposes. They are:

- Chinese engineers working at US company to learn management
theory/skills and gain practical work experience.

— Chinese engineers working in US on new aircraft programs.

- On-site training programs (1-2 year duration’.

- Cooperative interchanges with PRC organizations.

- US company-provided scholarships to study in US.

- Technical lecture series conducted by US specialists
at Chinese universities.

— Consuliting programs. -

- Free training as a part of all proposals,

- Corporate management training programs.

- Sponsoring Chinese senior leadership/management visits.

- Organizing high tech fairs.

- Include PRC as a partner in international collaborative
projects.

While these initiatives provide considerable visibility to the
company, it is not yet clear whether any of these initiatives have had
a clear, significant impact on business. Sewveral companies
interviewed expressed that such programs have proven to be largely a
one way street and costly to implement and maintain. The irony is
that, often the Chinese want to expand the scope of these programs!
Despite the lack of indication of clear advantage to the US company,
some companies continue to maintain the programs for the purposes of
maintaining the company s, 1maQe of commijtment }tQ dqing business in
China on a long—tersi: ba516, end-to'kegp +ﬁom.créathng the waves of
Chinese reaction thei equﬂd yﬂsdh Fhoh.a decys1on-§o cancel an
existing commitment st et ¢ et o 0t
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This chapter will address a large body of collective thoughts,
presented in "bullet" format, that impact heavily on the China market.
These points, or issues, represent a broad cross-section of activity
in the aerospace field and, therefore, are rather free roaming and
wide-ranging in nature. They are: .

The Market

- One compan9 draws a black and white corporate distinction between
commercial and military sales
- Defines their dealings with communist countries:
- Commercial: business with a "central planned economy”
- Military: sales to a "communist country"

- Corporate sensitivity to doing business with China
- Most companies have largely overcome basic reluctance in d04nq
business with a communist country
- However, corporate senior-~level opposition/resistance is
occasionally still a factor

- One company: formed a company registered in China to handle
business

- Many US aerospace companies have product lines which 1imit sales
potential:
- Top of the line US/NATO sytems
— Too sophisticated for China
- Too expensive
- Not exportable to China
- Technology advancing so rapidly these systems under
constant upgrade.
- Decrease in number of "clder®” versions which will
realistically be available for export

- Military and space areas have declined somewhat in recent past
-~ Market for C31 large, but unsophisticated
- Chinese leadership enamored with "big screens® (a comment
that senior-level decision makKers are caught up with the
filashiness of modern technology, rather than practical needs
based on actual requirements)

- Sale of military equipment will continue to be an uphill battle
- China wants tech transfer
- US policy must permit
- Chinese will increasing[y;gant Ihxnﬂ Gountrr.sales approval

ooo o o e & o
L “s o 0

‘
- As a result of qubPems ahd lack-o&-busxnes§31h'defense areas:
- Some US defengd ¥émpiniés'how selectively seekKing to get into
non—-defense sales arena
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iMuch of China‘s buylng. s'rmdpmly’ a{.'(?oofmi‘lﬁéd bY Sanul titude

of entities : -

- Little or no thoughf bxvhn’ ta %ﬁan.dardxtartlonodpcnpermxt
eventual integration ot systems

- Chinese tend to build from bottom up
- iMNeed to develop master plans +irst

Because of huge investment required and technical levels
needed it will be virtually necessary for China to team with
foreign countries and companies in many areas
- Requirement for partnerships
- However, China brings weak technological base and is
not considered a full partner in this area
- And, because of lack of financial resources, is not
seen as a full partner because cannot make necessary
financial contribution

China‘s l1oan rating very good

- For example, 747 transport aircraft purchases
- Lots of financing opportunities available
- Chinese have some of best finance people in world
- No problem getting financing

General view that Chinese uphold their end of contracts well
- To the letter, and demand the letter and more

PRC closely examining US methodologysorganization —— copying
- Making widespread institutional changes based on interaction
with industry

US companies increasingly willing to accept smaller,
non-majority holdings in joint ventures
- Percentage isn‘t as important as ultimate payback, and coftset
credits which are obtainable -
- This approach promises to decrease friction concerning
Chinese sensitivity to foreign holdings in China

US company with high visibility program:

- HWilling to put whatever it takes into program to put out
superior product, see program succeed
- Big name/tace opportunity
- Use as foothold into business and Chinese structure

- Must establish solid reputation

- Deliver what you promise

One company proposes a distributorship program
- Parts, support for a particular type aircraft
- Program will phase in to correspond to build up of
system in China
- Provide traxnlnq to Chinege e ¢ o eee o ses s
- Likely comparmys pugm,+qr d5+sbt aﬁedbt torotraxnlnq
provided, 1nuttar‘par%e-supply qnveqtqrym,etg
- Part of PRC’s'inVestment in dlstrxbutorshlp is tooling, etc
- Eventually requires transfer of blueprints and specs
- USG licensing will be required

15
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- Potential program traps-requxnement fome far more: tpaining of
Chinese personnel than-15-euwrentlv gnt;crpqtgd Qﬂ-+unged

Some US companies believe in concept of developing FRC
manufacturing relationships early
- Don‘t wait for specific oftset requirements to be raised
- Instead, take oftfensive to assist in developing Chinese
subcontractors, who, in turn, will produce revenue thard
currency) .
- Can eliminate requirement for offset trade

China advertises low labor rates as an incentive for cooperation
- However, China frequently becomes non-competitive by the time an
add-on wrap-around rate (funding support for entire factory
infrastructure instead of simple direct product labor cost
- Some Chinese enterprises, however, have become competitive
- Especially when US compan/ doesn’t cawve in ta Chiness
demands for concessions, "extras," etc

Military deals with Poly Technologies present generally
moved quickly
~ GBGood Chinese compliance with contracts, on-time pavments

One company: 2 tech reps on direct hire by PLA

Foreign Military Sales (FMS)
— One view: don“t see customer wanting to go other than FMS
- For large defense programs:
- See as indication of feeling more comfortable dealing
with USG
- PRC not yet comfortable in the international market
- Can beat on USG when not satisfied
- Industry can also use USG as shield
- Another view: Chinese do not like FMS5 because they feel:
- System too sliow, cumbersome, bureaucratic
— Continuity is bad because ot frequent personnel turnovers
- By contrast, Chinese often assigned to a program for life
- Do not yet truly trust contracted-for results
- FMS programs tied, and vulnerable to, day-to-day swings in
the bilateral atmosphere
- Chinese fear US will cut them off from spare parts,
etc, for systems, weapons sold to China by US

Growth of a hard-core group of US businessmen with an extensive
Knowledge of, and experience in working with, China
- Modern day "China Traders"

- Preaching profitability, firm dealing, to parent companies
- Chinese will increasingly encounter this group

- Contradiction: often in-country reps JQQnred,or not consul ted

by corporatlon-center/ieadershlﬁ.. A .:: :
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- Probablie corporate trends-geared touard-ma#;qg'eagh'Qthract

pr‘o{-xtable 0 0 00 ' ... . o, 0 8 N oo o :
- If contract won’t bes p'rg;l»,x ta'b e,,:c:orpp'any' lﬁehta:l !y ;:v;‘ppg(r*ed

to walk
- Each deal should stand alone
- Maintain business balance
- "Bottom line"

Negotiating with the Chinese

~ Chinese are tough negotiators, but are often unrealistic
~ Concluding a contract is only the first part of the Chinese
negotiation
- Chinese attempts to get "add-ons" at end of negotiations, or
after negotiations are complete, contract signed
~- Chinese don”t give anything away; expect give-awavs

- Chinese plan extensively for meetings
- Very structured in approach

~ Chinese meaning of a word is what the dictionary says

- Regardless of claims, PRICE still seems to be the greatest
driving factor (to the Chinese)

- Chinese view negotiations as a "package®
" = Hill negotiate the contract 99.9%, then add additional
requirements or insist on ancillary concessions, training,
other ®"soft® areas
- Many times constant re-review of points thought by US
company to have been completely settled
- Now brought up again in context of larger aspect of
contract being negotiated: new iteration
- "When a deal is a deal, is it a deal?"

- In any negotiation, the US company should/must have a pre-
established bottom line ' )
- Must be prepared mentally to walk out of a bad business
situation

- One company: policy is not to "giwve" things away in China
- Labeled by Chinese as "arrogant®
- Chinese unhappy
- Long—-term impact
- However, over long term company’s policy may be successful
in supporting profitability
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This chapter is dedicated to highlighting a large number of
issues which +all into the general category of ®"detractors;” that is,
conditions or practices which are not beneficial to cooperation in the
aerospace field. I have laid these issues out in a "bullet" type
format for readability. My purpose is not to make it sound as i+ the
China market and environment is "the pits;” rather, to bring to light
problems and areas of concern surfaced by US business operating in
China, for the consideration of business and government. MWhere
appropriate, I have added comments.

General Comments

- Many US businesses went into China with genuine interest to assist
in China’s modernization through effective commercial programs
- Establish long-term business relationships
- However,"immediate Chinese greed and short-sightedness
have kKilled the goose”®
- Chased off the small US business which could have made highly
substantive input and contributions

- China represents a big unknown for most US companies:
- Not enough indications to Know what to °tool®" up for to do
business with the PRC
- Chinese bureaucracy complex, secretive
- Chinese structure, relationships, responsibilities unclear
- Difficult to define who the ultimate customer is
- What the needs are/how does product line fit?
- How to get proposed program into the Chinese budget
- How does the budget program work?
- US business largely does not Know who it should be dealing
wi th '
-~ Much wasted time, effort, money
- Don‘t Know who players are, how they relate
- Don‘t Know who decision-makers are, who has funding authority
— Chinese bureaucracy verticalized —— it too often doesn’t Know
laterally what 1s going on

!

- Senior Chinese decision—-makKing
- Concern in several US companies that large FRC purchase
programs will be political decisions, not decisions primarily
decided on economic or technical grounds

— Chinese lackings:
- Incapable of real and extensive reverse engineering
- LooKs same, but ... w s mes & aes s
- Lack of apprecaa!ion #or’quqlxty‘cobfrﬁl CGL», etc

- "Stalnless'steej'1§.stafaless steeh S

e 0.

- Lack of apprediifldn/hnderstandxng of "why"
- Lack of supporting infrastructure
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Chinese viewed by US business as very short-sighted in their
approach to commercial relations with US companies
- Chinese viewed as "constantly on move to get anything free®
- View foreign firms as having unlimited resources
- Chinese feel that company’s profits from other areas
should support company efforts to do business in China
= No reluctance to "commercially steal™ anything felt to
be of value
- "What‘s yours is mine"
- SeekK lowest price, greatest concessions, push foreign companies
beyond pro+fit-making threshhold
- HWill exploit to the limit the naive company or those who seek a
deal at any cost

Younger generation with greater technical skills may begin to
change short-sighted Chinese approach in dealing with foreign
companies ("grab and squeeze®)

-~ More Westernized, aware, longer—-term view

- Better able to understand that companies must make profit

Chinese have expensive tastes

- Always look first at the high tech end

- Tend to overlook older, more reliable, less expensive
al ternatives ’

- MWilling to buy high—tech even if not applicable to the
requirement

Factors (almost uncontrollable) in a sale:

- Changing Chinese requirements

- Slow USG licensing

- Blocking actions (internal) by other Chinese organizations,
interested parties

US companies highly resent assumed PRC intelligence operatlves
placed within their work staffs in China offices

- Sewverely erodes development of trust and confidence

- Very short-term simple-minded thinking on part of Chinese

US companies greatly enraged by Chinese efforts to obtain

technology, corporate proprietary information, and tunnel into

company organizations

- Chinese efforts to pressure and exploit company US citizens of
Chinese descent in companies is resented

High awareness of Chinese arms sales abroad, particularly

in Persian Gulf e o o wee o oo

- Belief that aﬁh iales EﬁO%l*S‘QPE prbvxd:np thard currency
that is being sseg ‘to’:ngl/é sdme. ﬁewopunchases of western
military arms°&nd®eqdipherit * *
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limited Knowledge and undgﬂsgangxng of ystemgfsystpms gpproach
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China: good theoretical Knowledge, but not good in translating
theory into actual hardware

Severe lack of trained personnel in all areas

- Personnel who are trained at great expence and effort for
a program disappear and are replaced by unknown new,
inexperienced personnel

-~ Problem of persuading Chinese of need for pre-training,
effective support once system is fielded

Great lack of trained aircrew assets
- Need for crew training programs
- However, Chinese have not yet *"discovered" training

In-country support:

- 8Size of contractor effort varies by program
- Smaller programs have no in-country contractor presence
- Larger programs often require extensive support

After purchase, Chinese tend to blame US manufacturer/supplier
with any problems associated with equipment, operation, etc

- Often brought about by tack of training, understanding, failure

to follow tech data, manuals
- Chinese invariably insist that problems are the. fault of

the US company, and therefore it is up to the US company to

take care of the problem
— Some companies find this a hard issue to deal with

CASC (China Aeronautical Systems Company)
- Buying arm for Civil Aviation Administration of China (Ca&l)

- Organizationally deficient in ability to deal with mushrooming

numbers of contracts
- Organization small .

- One person (XU Xinle) must personally approve all contracts
- Monumental bottleneck

In-country equipment demonstrations, exhibits, etc very costiy
~ Expenses can run into $1-2 million range
- One company which operationally demonstrated equipment:
- “They milked the hell out of us®" for an extended period
— During the demo, "we worked all of their hard problems"
(with the demonstration equipment)
-~ Several companies: will shy away from further demos because
of high costs, little payback in sales

Chinese factory conditions:
- Factory managers woefully Hdeficient | ., ..
~ n~bsolutely necéssary to-estaplx a sfaqtoriytlide training
program for lenger pany?acﬁurmng.prdgrams: ‘e
- Projected mumtrere df° Prii nihg hour’s s11de
- Requires more hours than anticipated
- No effective tool control system

28
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- Turn out a product as good ass/better than US factory

3.
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- US company product support function:
- One company: takes on responsibility for this as a function
of conditions of the sale

- Program management/direction very difficult in China

- US contractor has expertise

- However, Chinese want to be a full management partner

— One company‘s solution: establish a joint management group
to control factory
- US program manager is chairman; vice chairman is Chinese

factory manager

- Management group plans, resolves issues, sets priocorities

— Chinese engineers in US characterized as:
- GBGood, narrow-vision personnel
-~ But, not system oriented
- Fall on face from technical and schedule standpoint

Offsets

- (Over 908 companies in US now in offsets worldwide
- Issue of rising sensitivity to US companies
- Will be an issue of increasing pressure on USG
- Defense Industry Office Association coming to USG soon
- Offsets have significant impacts on:
- Balance of trade
- Tech transfer issues, technical assistance, etc
- P"Painful, but another competitive _tool"

- Types of offsets:
- Joint production
- Coproduction/licensed production
- Equity investment (capital)
- Procurement/subcontractor production
- Tech transfer/technical assistance
- Countertrade (compensation buy-backK, counter purchase, barter:

- Like other nations, China wants to develop a self-sufficient
aerospace production capability

- PRC pushes a minimum offset requirement of 384
- However, for many purchases will accept "best efforts" of
28 or 38X
- "Best effor;,.,qmmnaoy.commximent bo meebragreed figures
but no gugrant&d : 2: - ... . - .;; .

Often tl&d io condx(rqnalmiy tﬁkf Bihdse enterprises
producxng ‘for US contractor must meet all technical and
other standards required for the product to be used in
the US or in US products



PAGE

.. O.C . [ ] l C. o8 & 686 ¢ O0cT &9
* & &

PRC offset priorities: 1-hard currienck! 25 fech strinZich:
- One US company‘s view®."Qhfcal hackiga'walghfs 250w " final
Chinese decision :

Some US companies attempting to develop Chinese into suppliers
vis—a—vis supporting offset trade
- Emphasize direct interaction in the aerospace field
- Vice counter-purchase, barter, etc
- Objective is to substitute forward-leaning company efforts
to encourage and assist Chinese efforts to produce parts,
components
- Use this medium as a counter to offset demands
- Philosophical transition of approaches from being forced
to give offsets
- Instead, qualify Chinese suppliers to produce under con-
tract for the US company, generating hard currency
- One US company: will not agree to fixed offsets
- Gives bidding opportunity for PRC subcomponent supply

Some corporations setting up organizations to coordinate off-
set efforts across full spectrum of corporate activity
- Book credits, trade in commodities
- Coordinate efforts of various operating divisions
- Better resource use--synergistic effect
- Central group become real experts in offsets
- Also, they take the heat from foreign buyer
- Division reps, marketing still "good guys"®
- One company: don’t offer offsets unless demanded
- However, now some companies increasingly using as an
element of markKeting strategy

Problems in conducting offsets:
- Countries overestimate their capabxllty to provide offsets
- Demand/negotiate "X/X" of offsets (Example: direct), but
cannot produce to required quality, specifications, etc
- Or, want to use offsets as vehicle to achieve tech transfer
- Some countries specify transfer of equal technology

Offset production:
- Contradiction: worldwide over capacity in aerospace production
- To date direct offsets predominantly piece part work
- PRC must develop "build-to-print” capability
Many PRC aerospace manutacturers cannot produce to
blueprint specs, particularly "complex" machined items
- Others can meet blueprint (size) requirements for some
product items
- However, lack of capacity in many production processes
- Heat treatment, etc
livery dates

g de

~ Factory probléepet: :Inﬁo. séht’ tci.f 'c?ory by U$ companies goes
to wrong plades sade-&rache& I I A L
-  Dver—compartmen taiizatrorof *Chiftede Ofganizations, desire

to hold information close
- "Knowledge is power"*

)

)
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PRC manufactured 1items of:ten--"l'ool/"‘ M_I‘e the Lﬁ-‘QUalrt){ produc"'
however, in fact parts do ncglwqeh,sqpcaw e’ 6 8 o tes s
- Example: one company found it took 3 1/2 yrs to get quality
product off production line
— Despite fact that factory had produced nearly identical item
for Soviets for 28+ years ,
- Soviet specifications, quality control requirements not as
stringent as US requirements

PRC aerospace materials, associated problems:
= Chinese do not have a quatified vendor and manufacturing base
- Movement with Chinese sourcing very slow
- Much slower than expected
— Not currently capable of turning out required materials,
products
- Materiels qualification deticient (particularly for
+1ly—away use)
- Source inspection lacking (QC, compliance, etc’
- 188X inspection of in-country produced items expensive
- Expense of shipping qualified materials to China
- One company: all materials for program processed thru US’
facility for inspection, insure QC
- Even those made in China
.= Basic materials shipped to China, item manufactured,
item shipped back to US for GC inspection, then return
shipped to China for program use
- To date, virtually no certified materials for fly-away use
- All fly-away materials supplied from US
- Many of non fly—away materials have been excellent
-~ One company: first Chinese quote to produce articles wvery high
- Also, PRC wanted guaranteed (unrealistic) minimum number
- One company: went in initially with target prices for items
- Followed by multiple negotiations to arrive at price
- Pricing looks ftavorable

One company: realizing a 1/3 saving by using PRC manufacturing
— Despite cost of transporting flight qualified materials
to China
-~ CAAC workKed out favorable transportation rates
— Chinese coming along well on materials specs
- Production involves manufacture of heavily labor intensive
products

One company: conducting countertrade for CATIC (China Aero Tech-
nology Import and Export Corporation) products
- One company is pursuing with a detailed company plan
- Under plan CATIC proposes products within plan guideline of
company needs

- US company will choose products to be Rroduced
SEUEEoPET TR TE T
PRC approacheS': . .:: R A I R
- One company: *Ghimesesmant US cdnparfy ‘to*Mar¥et for them

- Assist and advise in marketing
- Develop quality control systems in PRC industry
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After contracts sxgne&:, RC's&de of*én wants.to.ﬁeoﬁen
negotiations to add of nﬁcréasé oi?ket.requ:rement:-for
already-concluded contfalts * °*** °** ** °°

- Also, frequent attempts to capture offsets on esarlier-
concluded contracts

firms work to acquire offset credits:

Trend to insist on offset credit by PRC for training of
Chinese engineers at aerospace companies in US

US companies want offset credit for manufacturing programs

initiated in PRC, not connected with specific programs with
offset requirements

- "0Offensive” use of offset requirements:

Use to get involwved in large number of Chinese projects
- Establish a base, foot hold

- Become a partner

- Positioned when China ready for bigger things

One company: wviews offset requirments not as an obligation,
but an opportunity to:

-~ Pursue and develop new business
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Representatives from all aerospace companies agree that the US
Government heavily influences the conduct of business operations in
China. Most fundamentally, government policy dictates the general
direction and pace of cooperation in this high technology business
field. Aerospace, because ot its high tech nature, relative high
visibility and critical importance in national economic and military
development, is therefore a potential "carrot®" for policy use and, as
a result, often subject to the same ups and downs the bitateral
relationship is experiencing. This chapter, also heavily organized in
"bullet"” format, will enunciate many of the areas in which the US
Government plays a role in American aerospace activity in China.

In the views of company executives across the spectrum of
aerospace activity the degree of cooperation with the USG is mixed.
The current political winds heavily impact on the business climate,
despite strong business attempts to Keep business separate from
politics. US-China relations were strained during the last half of
1987 into the February/March 1988 time period when this research
effort was conducted. The issue of Silkworm missiles in the Fersian
Gulf¥ area was particularly divisive, and has impacted directly on
government licensing, business operations, and security issues.

In general, businessmen give the US mission in China very good
marks for embassy efforts to promote and support US business, but
would liKe to see more participation by the US Ambassador and senior
staftf in aerospace related activities. US businessmen seek increased
levels of effort in support of US marketing, particularly in cases in
which a single American entry is in direct competition with a foreign
competitor. _
- Many companies state difficulty in determining the true direction

US is taking in the military relationship with China

- Bilateral disagreements, particularly in combination, can and do
have strong impacts on the commercial atmosphere
- US companies try to Keep political issues out of the commercial
field
- Political climate impacted heavily on trade, licensing
- Impacts heavily on subcontracting
- More difficult to give work for offset credit

- Recent publicized political factors:
- Silkworm missiles in Persian Gulf (CSS-2 IRBM“s in Saudi not an
issue during Febs/Mar 88>
= Illicit tech trapsfer attempta o o oo o eoe ee
- Polytech scanfigl iniUS:and expu‘guow oP PRC dnplomats

- Situation in Tth%»o . '..“.' S %" et et

- Textile negotxatlons (large hard currency loss)
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-~ Need for a "government champlon- 3or5US Bu51ngg§ T, oo
- 0Official advocate to support apd pqsh;naﬂyeﬁxng foriChina trade
- O-Ften difficult for a*company t Sfed¥ for'i‘tsel$°* °*°
-Problem: company appears to be self-serving by pursuing
business eftorts even though those efforts can also in fact
be in support of the larger US interest
— The importance ot their efforts may not be recognized
by USG, license review structure, etc
- Company efforts to publicize seen as self-serwving

- Amembassy Beijing support:
- Several companies: excellent support, working relationship
- Request additional support in backing, pushing US products
- Particularly when there is but one US company with a unigue
product in competition with foreign products of like nature
- In general, business asks for strong Amembassy support for
US commerce
- 0On several occasions USG representation at important com-—
mercial events, banquets, etc has been minimal to
non—-existent
- At same time foreign presence has been at very senior
corporate/government levels
- Very heavy French presence
- French military attache office being very heavily
funded for entertainment, marketing purposes
-~ Ambassador/State personnel not often involved in support of
US firm‘s marketing efforts

- "Carter Leprosy Letter" restricting US official participation in

supporting US defense sales no longer applies

~ Must Keep reiterating that this policy is out

- UsG/States/DOD should come out with instructions to embassies and
military attaches not just to remain neutral, but back and sup-
port US defense sales efforts -

- Problem is continuing mind-set of those who served abroad during
Carter era _ '
- §Still under impression should not be supporting such activity
- And a lack of current emphasis, guidance to the field

- Trend: Seeing a lot more cooperation and help from embassy staft+f
- But, would still like to see more

Munitions Control Licensing

The following, by way of introduction to this section, provides
one respondent’s views (shared by representatives of many companies’
concerning the role of the USG in munitions licensing:

“US Government policy, real or perceived, has generally been
a deterrent to the pursu;t,9+.busznais.xm-hhpna. While there
have been foroefufeqnd']bud advdsites w!thrm ghe government, our
perception hag genedhlﬂyubeen thai tuege gﬁe.éutnumbered or
outweighed by the* ﬁay sayers, and the risks of pursuit outweigh l
the potential benefits. Policy decisions for release of individ-
ual products are generally so delayed that initiative and
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enthusiasm in the dividibds fof.puﬁsult ane-losts--Even when
approvals are granted,.they are.ofﬁen so sungct QQ.QQﬁStPa]ntu
that the package becomes dnatiractive "to "the customer.

Our problems with tech transfer guidelines have not really
been that they are overly restrictive. We understand the need
for meaningful restrictions. It‘s my impression rather that the
problems arise from:

- Bross delays in decision making. The USG just doesn‘t get
its act together in anything like a timely fashion.

- Excessive conservatism based on ignorance. In some
cases, the decisionmakers/recommenders, perhaps because
of the press of other duties, just don‘t inform themselwves
on the risk-vs-reward of release, taking the easy decision
{negativel. (Yes, I might do the same thing if [ wers
still in the Pentagon.)

- The continuing struggle +tor control over the tech transfer
process, by no means unique to China."®

The primary regulating and control mechanism which affects the
sale and export of military and dual use technologies is the export
licensing, or munitions control, process. Of all the topics relating
to USG involvement in the aerospace cooperation with China issue, the
licensing process drew the strongest comments. The following section
is representative.

- Companies are afraid of the USG
- Afraid of what government agencies can do to company if company
appears to step over bounds or angers 1nd1v1duals/organxzat1ons
in the review process
- Especially if company is aggressive in efforts
- then, as a result, companies over-react to USG *words"
Then companies often become too conservative, not as
aggressive as should be to make commercial sense
- Afraid of breaking rules, stepping on toes
— USG holds licensing/approval apparatus
- Power to Kill this license and kill/inhibit future
licenses

-~ Export license processing time often Kills programs
- Can‘t respond sufficiently fast to requests for proposal
- Beaten out by other competitors (often foreign) who do not have
to wait for such approvals
- USG licensing increasingly stringent in recent months
- Reaction to Silkworm issue, illegal tech transfer attempts

- Recent]l y-xmposed..pg.ava SO& sonessper g paf’ts SiHplies, logistics
support for on—gmng progr*am;s &, matj:pr :prcﬁ:ylam-f:or industry
- Requires one*«op;ooQ.tdplacement ofe de#ec%va or destroyed
parts
- Onus on US company to prove previous part destroyed or
unserviceable
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- Cannot preposxtloh te *for dmmedlake-nQEQS" i

. e
- Can cripple theobuyer; §As~prggrgms oparaLidits
- Message "sent” to PRE 'is unreliability of US as a supplier
- Underscores his wvulnerability
- VLikely to increasingly lead to PRC sourcing to foreian
competitors
- A policy line which almost certainly will lead to
distrust
- Heavy and expensive burden on US suppliers

- ODOverhead costs associated may have heavy impact

License review system: a “personality system®
- Anyone in license reviewing chain can disapprove
- Visceral reactions by reviewer(s) can Kill a license
- Too dependant on informal system
- Current approval process is a poor system
- Insufficient senior attention to system
- Many reviewing/approving officials don‘t have "big" picture
- Disapproving a license which Kills a sale, often results
in a foreign company pickKing up the business through sale
of same/s/similar item
- Policy side of house doesn’t closely enough monitor proces=
- Tech side of house often has too big a say, works to set
policy

"Hard to deal with the licensing system-—an individualized syétem"
- License process heavily dependant on judgment/whims of a few
people

State OMC: not manned, equipped, funded to handle current volume

of licenses

- Licenses, even high-priority ones, often sit in in-baskets
for extended periods with no action

One company: closed down production line in China already in
operation for nearly & years
- Couldn’t get continuation license reissued ,
= Only difference was that of one technical upgrade to program
which company felt fully licensable

Military business with China brings about strong reactions
- Particularly in some areas such as military jet engines,
weapons systems, etc

Corporate holds on proprietary interests very stringent

One company: export licenses have been difficult

- Company dealing with medium technology equipment

-~ Problems in licensing mostly due to "emotionalism" in one
military service
- Unable to QetuexPorkoapprovaj‘fU? éhuiﬁhedt type used by

this militady %erv1ce o, . % : ot s s
- Equxpmen.f ,13 :FQCPQQD. prddbced,- %ol e untder license by
US company

- Equipment technically not as sophisticated as other
similar US equipment already licensed and sold to PRC
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to PRC now 1} .UB company: $ "ong).t' kold ¢ ioeds’ing rights
for China

Frustration in dealing with service staffs
- Visceral reactions by reviewing officers
- Frequent gquestionable denials and multiple deferrals
- Frequently one individual‘s disapproval triggers a
snowball disapproval eftfect for license as it moves from
office to office

- Problems of interpretation of license provisos

- Difficult to kKnow where line actually is

- Hard time intellectually dealing with some of provisos

- More and more licenses issued with provisos

- Provisos often kill sale or makKe it unattractive

- Administratives/other costs to contractors to comply with
provisos eat up or Kill profits
- Associated administrative costs can be prohibitive

- Companies would tend to release more equipment/components
than USG
- Company proprietary interests (technologies, Knowhow, etc’
generally a smaller "slice" than USG release guidelines
- However, corporate holds on proprietary interests very
stringent since they represent company‘s "1ifeblood"

- Tech transfer restrictions:
- No composite hole drilling
- No information on composite materials
- Avionics equipment restrictions (logistics):
- Exchange only on a one for one basis
- Not just inertial systems
- Removing pages from service manuals
- Manuals are provided to customers worlid-wide
- ©bGetting these pages from other operators easy
- High administrative cost in doing this
- Hidden danger: liability problem in event of aircraft
mishap arising from contractor failure to provide necessary
tech data, change notices, safety bulletins, etc
— Unrealistic restrictions on licenses '
- For example, not allowing Chinese to look at certain aircraft
components
- However, US companies workKing Joxnt development program
with China
- Aircraft invoived eventually to be sold to and
manufactured by Chinese

-~ Tech transfer restrictions often overly restrictive or do not take
into account Gcunrent worldemarket ﬂvarlab;]ygy or existing Chinese
capability o o * o e e . I * o o

- Chinese aﬁnéqﬁ?.ouxatm;ﬂg.édhé/sxmhfmn.goads. materials,
services
- Example: Reportedly already have in-place and operating an
imported composite manufacturing capability
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- Current US expor§ Juifidiined wid,i 'no} permict tudch a
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- Defense Technology Security Agency (DTSA)
Large number of companies report cold, antagonistic,
non—-cooperative atmosphere emanating from DTSA
- DTSA not looking at bigger picture
Restricting export of US equipment, often when there is
comparable foreign availability in the market place
- Through export restrictions, losing the US markKet share
and markKet growth potential
- US companies being eliminated from international competi-
tion because of unreasonable tech transfer restrictions
- ®If the French have it, its available at the right price”
- France doing everything possible to "Europeanize” the
Airbus
- Cutting out US suppliers
- Eliminate US components which restrict Third Country
sales
- European efforts to "Europeanize” fighter development
is another identical effort

Several US businessmen (involved directly in licensing efforts)
took a critical look at their own company operations in the licensing
field, with an assessment that their companies are not "smart" in the
way that that they support markKeting activities and prepare license
requests. Most credit this lack of attention to the issue of
licensing to short-term thinking and general company-wide lack of
appreciation of the critical importance of the process to marketing,
sales and operations. Further, many private sector licensing
officials admitted that their companies do not put adequate time and
effort into briefing appropriate government agencies and officials on
projected business concepts, plans and programs. As a result, the
first time an official may Know that something is anticipated or
underway may well be the moment when the license application first
crosses his desk. MWithout pre-briefing and a context, the license
application may not survive the first encounter.

— Several companies do informal pre—subm1551on checks on licenses to
predetermine lay of tand
- However, most companies not very good at pre-briefing programs,
laying groundwork for USG decision-making, licensing actions
- License actions often looked at as a ho~-hum by-product
- Necessary, but not well though-out, structured, presented
- Process is often a "crap-shoot”
~ Keys to success are:
- Pre-briefing USG
- Carefully preparing complete license application
- Absolute necessity for forthrightness, honesty
- 0bta1nxng-¢ior importaprt J 2censegrcgdy’isory opinions
- High resgonsvvepega fdr USE requésté Fgr information,
C]arlfl’q%t.l.on. Q.. o oo Do o o o oo: .o:
- USG receptivity to listen to company proposals
- Predisposition to assess company plans and assist company
efforts rather than opposite
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Nearly every company eggécutlve :u'xtbr‘v.t.éwad $ddi datedidhe
information gap which exists between government and industry. There
is widespread lack of knowledge and understanding of US policy
objectives and guidelines for cooperation with China. Again, some of
these executives state that their companies do not expend sufficient
time and effort to ferret out this information; however, at the same
time there is widespread critique that the USG is not articulating its
goals and policy; that the company‘s real indicator of current US

policy is the reply to its most recent license request.
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The message received was that US business largely believes that
they and government should be seeking to foster close cooperation to
accomplish US goals and interest. Communication is critical to the
process. Therefore: '

- Lack of intormation exchange between government and industrv re
China is not in best interest of all parties
- Useful for government and industry to meet
Conduct grass roots dialogue
- Better understand policy
— Better coordinate efforts to support US policy
- More direct input from companies to USG
- Approaches, options recommended by industry as a result
of their continuing operating experience, contacts
- Able to pre—-identify down-side effects of some actions
or policies if undertaken by USG

Security Issues

According to USG policy statements China is described as a
“friendly but not allied foreign country” and, as a result, enjoys a
status quite different from other communist nations. For instance,
China enjoys Most Favored Nation (MFN) status, is eligible for and
exercises the US Foreign Military Sales (FMS) system for Security
Assistance ("technology cooperation®), and possesses an export control
status in fact which does not significantly differ from the status of
other friendly but not allied nations. Company officials point out,
however, that they daily face real-world problems which balance
politics with security, with seeming inconsistency.

- PRC still on Designated Country List (DCL)
Security guidelines coming from DIS {Defense Industrial
Security)
- Policy: China "friendly but not alilied"
- However, strong indication that security apparatus moving
beyond bounds set down/envisioned by policy makers
- Unrealistic, overly security conscious, restrictive
- LCompanies aweecognnzant-oﬁ-need"fqrgsecur:ty, particularly of
us defense prqgﬂamg'bexng carfxed odt.ét’%ame facilities
- Troubléﬁ bl fercep tidne.th’at mank  ‘redtvictions are
spurious in nature
- Companies reluctant to challenge DIS guidelines because of
potential loss of facility certification by DoD
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- Could result in di%&a}ribg :omhﬁny.frnquﬁdér&akdqg
USG defense contrallihg *c® Sce o ¢ oe’ oo s ¢ ¢ oeo oo
Therefore, companies tend to err on conservative side to

avoid big problems

- Many companies now have exchanges, work programs, cooperative
development programs with Chinese

However, stringent security restrictions do not build,

encourage trust, friendship, cooperative environment

- Companies feel that such restrictions do not allow company
or exchange personnel to work productively or build
people—to-people trust

-~ Neither side gets full value from its investment

- Exchange programs involving Chinese personnel in US industry:

Chinese generally hard-working, conscxentlous
Follow rules when understand them
Tightly restricted access within facilities
- OQOften taken to unrealistic, non-thinking extremes
- Can‘t see aircraft production lines
- Can’t see aircraft they can examine at any air show
open to general public
- Can‘t be taken to company offices, dining rooms
Both US company and PRC exchange personnel frustrated that they
couldn’t be more fully used during course of exchange
Many companies feel this hyped level of security runs counter
to US policy statements and senior-level direction
- In one extreme case, Chinese in training on aircraft
purchased from US segregated from all other foreign students
in training, given different badges requiring escort
- Other foreign nationals (not from allied nations) did not
require escort

- Security clearances:

Contractor personnel traveling to communist countries "lose"
security clearances
- Results in restricted personnel! movement, travel
— Personnel workKing in other (US) programs refuse to travel
- Job security in jeopardy ,
- Interrupts/terminates work in other programs
- Cause contractors major headaches/forces hard decisions
- Often can‘t afford to risk loss of an individual from
a US program -- even though badly needed to support a
company effort in China for a short period

Requirement for a US-PRC Airworthiness Accord

- Requirement for a US-PRC Bilateral Airworthiness aAccord

Recommendations éroms.indugsbry sthat farfeinpgotiate Chinese
alrworthlness eert;*gcqﬁlqp i11to tthe hklateral under discussion
Lack of Alrquthnne$$ cortd” Iffdcte production, repair and
overhaul function
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New PRC airworthiness nequxrements~seen asoaofoneggn exchange
grab to fund the 1ns§1&utaén-andognow%h o‘-a-new buyreauocracy

Some companies pay1ng ﬁgeg.: :. : -- - ::..:.
Other have warned Chinese that cost o¥ thexr next salezs witll
be higher if they are forced to pay fees
- That is, certification costs will be passed on to Chinese
A very small number, to date, have refused to pay this fee
No currently-published Chinese airworthiness quidelines
- Companies don‘t Know what is being certified
- Strong sense by US businessmen of being “ripped of+"
Companies resent that US has not charged Chinese for
extensive FAA airworthiness assistance to China
- China now seen as charging US on basis of its education
- *We are teaching them and they are charging us for
giving them the Knowiedge"
- However, some other countries also have airworthiness
charges s
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Introduction

In January 1988 a 15-month study undertaken by an advisory
commission to the National Security Council and the Department of
Deftense (The Commission on Integrated Long~-Term Strategy co-chaired by

Fred C. IKle and Albert Wohlstetter) entitled Discriminant

" Deterrence was released. This report of the commission examines

the evolving world situation beyond the beginning of the 2ist Century
and makes recommendations for US defense policy and strategy. China
figures prominently as an evolving world economic power atter the dawn
of the new century and this study projects that, despite large
uncertainties which surround China‘s future, by the wyear 2818 China‘'s
gross national product could well pass that of Japan and the Soviet
Union, moving that nation’s economy into second place in the world s
economies.

The year 20618 is a projection and the date, as well as the fact,
is uncertain. However, barring major unforseen calamaties, attainment
by China of this level of economic clout is likely. By wvirtue of
increasing economic power and influence (and concommitment expanding
political and military power) it will be both necessary and desirable
for the USG and US industry to view China with long-term perspectives
as an emerging equal. In many respects this long-term perspective has
yet to develop in dAmerica‘s public and private sectors.

Corporate Planning and Perspectives

US aerospace companies are torn in several directions by
competing factors in their approaches to doing business in and with
China for all the reasons discussed in this paper {(and othercs). MWhile
there are many detractors from cooperation with the Chinese, there are
also many potential rewards from such cooperation, with high
potential for substantial bucsiness into the out-vears.

It seems to me that there are several areas of shortcomings where
US business generally has been less than successful in preparing for
business dealings with the Chinese. US firms should:

17 Realistically assess the Chinese market place and do a
no—nonsense analysis of the company’s capability to respond
to China‘s needs. Also deficient: lack of Knowledge of how
to assist on the basis of China‘s real ability to fund and
absorb purchases.

2y On the.ﬂ&gfﬁ‘of di aﬁove odecgde-lf-a°real market exxstu
for the tomganys-olﬁ sc, make:the reguisite long—term
commi tmentete dring bu¥indss f ‘coffdan’y resources permit.

3> Deal with the Chinese on an fair, straighforward, and firm
basis, emphasizing presentation of options to satisty
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requirements rathen.than.attampttng.to--mar&eb- product
lines for whxch.t&a.cdhﬁany qs pus%xng-safee anq for which
the China has lhtibe orono current or°progegtqg°u>e

4) MakKe a conscious corporate decision to commit/not commit to
China operations by first addressing and resolving the issue
of the corporate perspective regarding profitability. Is the
company willing to underwrite losses to break into the market
or is it important to seek profitability from the outset of
doing business? If the company is willing to operate at a
loss, how much and for how long?

S) Work to understand existing and likely future USG policy and
quidelines. This is a continuing, critical requirement and
the firm must be proactive in seeking out this information.

4) Establish business planning strategies which balance Chinesss
needs, company capabilities/product lines, and USG policy and
guidelines. '

7Y Brief business planning strategies to appropriate USG
agencies.

8> Enter into interactive dialogue to mesh public policy goals
and interests with business objectives and needs.

Successfully undertaking these outline steps would provide a solid
foundation for a company to undertake effective business efforts. The
planning necessarily undertaken to support these steps, the review and
defense 'of that planning by industry and before the government review
process, and the interactive melding of business and government
interests would provide the company with a much surer basis upon which
to deal with the Chinese. In short, it is easier to negotiate when
the company has an established, agreed position which includes
government backing.

US Government Planning and Perspectives

I subscribe to the theory that a nation is at its strongest when
it has good leadership with a communicated vision of direction which
effectively employs the economic, political and military elements of
the nation in a coherant national effort to achieve shared goals and
objectives. In line with this it is important, if not critical, for
the government to formulate policy through effective blending of
relevant interests and then articulate that policy in a clear
understandable way. Policy, as a reflection of life and the living,
is dynamic and seldom remains static and unchanging. Therefore,
effective policy formulation and dynamism implies continuing
communication amongorelevant-xnteﬂe¢P3° aod'cqntlnuou: update and
articulation to-aﬁ] tno 1-3 ;nqohged" . : . E:

..: ... . a00 o ... ..‘ ... : .C ..: .:

A continuing refrain among US businessmen is that US policy
toward China is ethereal in form, heavily dependant on current events
and the impact of those events on the bilateral atmosphere. Further,
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that there is little dxala@uaubatween ovwernmen ke.andsdngustry, and
dialogue such as does ex:sﬁ ms ?rxmar;%y-a nesukt c+'top¥ront4txon
There is no established mqglam 4or-;n+qrmgt;cn'?loq ¥n Jddustry to
explain policy changes or provide intormation updates. Further,
business representatives state that, aside from the Commerce
Department, they perceive that there is littie USG interest in
supporting a US national business effort vis—-a-vis China (or, most
would arque, with anyone else either), MWhile policy elements in State
and Defense by and large are at least moderately pro-business, the
remainder of the bureaucracy is viewed as either not interested or

negative.

If US business efforts in China are to survive and in time to
prosper, establishment of a much closer amalgamation of public and
private sectors must take place. While both sides have their own
imperatives and objectives, it seems clear that the interests can be
largely congruent and that it is to our national interest to bond the
efforts of these two sectors. For government there is a clear
requirement not to make policy decisions solely on the basis of
loosely-defined political considerations. In the long term, the
US-PRC bilateral relationship is too important to pass off as
business~-as-usual.

Politics shape the form of the relationship, but economics the
substance. Without a willingness to listen and without the
establishment of mechanisms to coordinate government and private
efforts, we continue to face the probability of unnecessary
disconnects and conflicts between the goals and efforts of the public
and private sectors. Government would be served well by initiating
efforts to bring about such cooperation and integration of interests.
Cross talk and increased information flow, development of
business-government trust and understanding, and clear policy
articulation would provide the basis for strong and realistic busines:z
development efforts and furtherance of public policy goals.

Develoging the Long-Term View

It is to the advantage of all participants, government and
business, US and China, to pursue the bilateral relationship with a
long—-term perspective. Short-term issues which do impact on the
relationship must be carefully examined to determine (as well as can
be determined) the potential for real damage to the substance of the
relationship. If the issue is sufficiently important, then
appropriate action should be pursued. 1If, however, short-term
considerations are permitted to prewvail over long—term interests, then
both sides risk damage to the fundamental basis of the political. and
economic relationship -— with impacts that may be largely unforeseen
at the time.

UsS and Chlnese bn&erests are nqt Qqutldeot, nor are they
parallel. Nor are they ever, | ik Y.°to b&.' .Jhél do, however, show
congruence in certain areas and at certain times. For their part the
Chinese will continuously seek to pursue their own objectives, seek

their own ends. This must be understood.
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A challenge for theOb;batqraP relatfpnéhﬁp h1IL be eontinued
efforts by both sides tolemphagitd.tHelpatikldeland tthose areas that
are commonly shared, while building the trust and understanding to
enable both sides to deal with the difficult and non-agreed upon. #@All
sectors must have a degree of confidence in understanding that issues
which are not held as vital to one party or the other {(or both’
will not be allowed to escalate or develop to the point where it
threatens existence of the basic relationship.

Based on my discussions with industry [ perceive a widely felt
view that the Silkworm missile issue in the Persian Gulf has resulted
in unnecessary "China bashing” which has already had a serious
negative effect on the relationship, which may be long-term in nature.
In particular, many businessmen feel that bilateral handling
(mishandling?) of the issue has had the effect of seriously
undermining the hard-fought efforts to develop a degree of trust =nd
working cooperation. This atmosphere has threatened the life of the
long, laborious efforts undertaken in the past four to five years to
build trust and confidence in the ability of the two countries to
engage in constructive dialogue and resolve issues short of calling
the entire relationship into question. Again, while the US may be
variously accused of "China bashing,” China must also bear a major
portion of responsibility for the situation, Chinese failure to
acknowledge and publicly deal with the arms sales issue has impacted
heavily on their international image. Politically, the Chinese will
not fare well on this issue.

The degree to which the SilKworm missile issue is or is not a
reflection of vital concern to either country is not the issue here.
The issue is that it is highly desirable for both the US and China to
use the vision of the long—term relationship as the yardstick +for
measuring the relative importance of intermediate issues. That result
will have direct, forceful impact on all sectors of the relationship
-— particulariy the economic element. Relative stability in the
relationship will permit business and industry to compete more
effectively. Even more important, however, an atmosphere of bilateral
cooperation, policy consistency, and avoidance of unnecessary waves in
the relationship which impact negatively and for long periods of time
or create adverse momentum in large bureaucracies should be sought.

It takes years to build a degree of cooperation and trust; 1t takes
only a short period of time to tear it down.

USG Licensing System

There is widespread agreement within the US aerospace industry
(and within working levels of the government) that re-engineering the
munitions control licensing process is necessary and overdue. Major
complaints are thab-the present'system“ls cUgbgisome, extremely siow,
too all—xnclusxve; qapreglgtabra, yvﬂrty—ﬂestrﬁdt1¢e, and too heaviliy
dependent on the ¢igdd (ahd péradnalities) of zivery small number of
reviewing officials. A new technology transfer philosophy, it is
felt, must be formulated and workable guidelines instituted. Within
this formulation a means must be found to assess the truly critical
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elements of technology the U9 qust safegtfagth, (a)fd tBEhihermit transfer
of the remainder with an®gbbreyiatediand fFakteri'malsdhgsliicensing
review process in order & parhi’tiihé Us.’te.bécomes truty’ competitive
in world markets.

A new focus of defense related and dual use tech transter
licensing should be founded on the philosophy of presumption of
approvability rather than on the predilection to disapprove <in short,
innocent until proven guilty rather than the reverse).. The policy
apparatus must retain ultimate authority to approve or disapprove the
release of any specific request; however, it is critically important
that policy makers be well informed by technical and other communities
before any decision is made to release sensitive technologies and
equipment.

Unfortunately, at present, that technical "advice" is typically
the review of a single relatively low level official {in the vast
majority of instances, a highly Knowledgeable, experienced,
technically competent indiwvidual) in one of the military services or
in the DOD structure. Often, because of the small number of reviewing
offices (small numbers driven by high case load volume and pressures
to process cases in short time periods), a single "nay" vote may kKill
a license request on the spot unless another reviewing official or
office challenges the recommendation for disapproval. Usually, if a
challenge is made, it comes from the policy formulation staff in the
military service, 0SD, or from 0SD Munitions Control (DTSA ~- Defense
Technology Security Agency).

Many businessmen decry the license review "personality system."
There are wide—spread beliefs that more checks and balances (read
"accountability") be put into the system to ensure a fair, balanced
review that evaluates the license proposal in the light of the bigger
policy/national objectives picture. This, these businessmen maintain,
requires more supervision of the system_by senior officials and small
specialist staffs specifically chartered to screen incoming licenses
for near-automatic approval/disapproval, or dispatch to approprate
offices for review and comment (distinctly separate from staff
functions which administratively process license requests —-- though
the two functions would probably best be combined within organizations
in the military staffs, Office of the Joint Chiefs of Staff (0OJCS? and
DOD). This system argues for fewer cases to be reviewed as a
consequence of screening out routine license requests, and more
deliberate examination of the ones that are reviewed. Recommended as
a part of this process is more commercial involvement with contractor
input concerning competing foreign products, proprietary concerns, and
company positions and recommendations on releasability —— positions
for which the companies would be held accountable.

Corporate Licen?i.ng.Eifovt.s... R LI I
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The US aerogpage: infidsiry.iwtth dbéerved’axceptions) does not do
a good job in briefing business planning strategies to appropriate USG
organizations, or in entering into productive dialogue to mesh public
policy goals and interests with business objectives and needs. This
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shortcoming is largely a’%a}Tuch &f cbmp'a'ny"p;a&\:ﬁigg., tnattention to
detail, and a failure toirfedlile Bowschritichd fys'impertgnt this step is
to long—term success. I[8&udshili'erde atstentioneis paftt & briefing
appropriate USG agencies, seeKing informal (and therefore

non—-binding?’ inputs, listening to this informal input,

requesting advisory opinions, and preparing export license requests in
a *gmart" way. Many companies with independent operating divisions,
for instance, lack effective internal coordination and, on occasion,
end up with license requests which are contradictory (ieft hand
doesn‘t Know what the right hand is doing). Often the licenses
themselves are internally contradictory, ambiguous, flawed, lack
sufficient or accurate detail or, in a small percentage of cases, are
intentionally misleading. Those companies who do invest in this
process experience far fewer licensing problems.

Corporate attention to export license requests which are concise,
factual, truthful, complete, and which relate this reguest to
corporate plans and programs will stand much better chances for
effective review and better odds for approval. The single most
important license request element is the reputation the company builds
over time for the truthfulness and completeness of its licensing
paperwork. Attempts to omit, shadow or misrepresent portions of a
license request may provide a company a short-term tactical success i+
undiscovered during the initial review; however, when such an attempt
is discovered the company must then deal with a poisoned well
situation in the licensing system. Companies would be well serwved by
building a record and reputation for reliable, well thought-out
representations in their licensing paperwork.

Finally, and most troubling to me, is my impression of the degree
to which fear is a very real element which pervades many companies
I visited when the issue of government licensing for exports was
discussed. Fear results from:

- What the government could do té a company which, for whatever
. reason, has incurred the wrath of individuals or organiza-—
tions within the review chain

- A general unwillingness of the review system to identify and
examine the merits of a request, as well as its demerits. In
short, the view is most often "How much damage can this do?*
rather than "What gain does the US get from this release?

Is the gain greater than the risk?"

- Irrational or uninformed decision-making by a single
individual in the review process

- Belief that a failed license could then poison the prospects

for future licenses
e 08 » e o [ X ] oo © & o0 L] (XX 3 [ X )

- PossibiiiEty.Etéat.EpErégei.siég': arecaggattys a failed license, or
taking 18 $g 2 hidher 1&808)° in the.appsoval chain, would
result in long—term confrontation with the review system and
individuals/organizations in it
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- Unrealistic, crippling provisos which make the contract unat-
tractive to the customer and non-—-supportable by the US company

— Inability to carry out company planning, marketing, and pro-
grams because of the possibility of the difficulties cited

This fundamental issue must be addressed. Unless and until it is, the
prospects for significant aerospace cooperation with China (and with
anyone else who is not defined as a close US ally) is decidedly up in
the air. This situation is a symptom of a "failure to communicate.”
It is solvable, but requires genuine and significant cooperation and
trust-building between government and private industry,

Internal Corporate Communication

In addition to my perception that business planning is deficient
in many US aerospace firms, I also believe that internal communication
and coordination between operating divisions is often lacking. In
several companies visited there was open admission that each division
pursued its own marketing, business development and operations
virtually autonomously. In some corporations, joint briefings and
discussions held for my wvisit by heads/representatives of various
operating divisions were, on occasion, the first crosstalk sessions
for the wvarious entities workKing the China market. Additionally,
these divisions would often handle their own offset trade arrangements
with little or no assistance from the corporate center or
communication and coordination with other company divisions.

In an era of shrinkKing profitability due to intense competition
it would seem that better corporate internal communication and
centralization of some business functions would be of competitive
advantage. One trend observed was consolidation of offset trade
arrangements into one corporate central office, working offsets the
breadth of the corporate structure. By doing this, one central
function was able to track total corporate offset obligations, and
orchestrate the negotiation of offset packages that might draw
elements from across the spectrum of corporation products and
services. As a result, more efficient use of division resources was
possible, sales went up as a result of being able to efficiently
handle offsets as a part of marketing, and the corporation as a whole
was better able to manage and balance a growing volume of offset trade
obligations.

Offset Trade

Offset traudé (Both -dbr-ect- andolnehr*gct) qg, to make an
understatement ; a ,g;g ;gsg rn,,thﬁ UStakrospatg industry. MWhile
it is possible to use offsets to corporate advantage (and some
corporations are doing so), the long—-term effects of customer demands
for high rates of offsets are not positive.
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Wor 1 d~wide aerospade-oompetrt;Qn'gs ﬁ;énc& aa&-&s-characterlzed
by over—capacity in mosf product:on areas. To exacerbate the
situation, a large number of industrializing nations are actively
workKing to establish their own aerospace industrial base, seeking to
achieve a maximum in self-reliance and self-sufficiency. Foreign
efforts to obtain maximum otfsets, particularly direct offsets, will
further increase this world-wide production capacity. As foreign
countries become more capable in aerospace production they offer the
potential for increased competition on the world market.

Offset trade requirements also impact in other important areas.
First, it is a strong contributing factor resulting in
reduction/elimination of a balance of payments surplus resulting from
US aerospace sales. Over the past several years the US has seen the
aerospace sector’s balance of payments surplus decline drastically.

As the US seeks to reduce its international trade deficit, offset
trade requirements often compound the problem by effectively requiring
that a large part of the value of the sale be reinvested directly in
the purchasing country. Second, many countries are requiring transfer
of sophisticated technology and advanced technical assistance as a
condition of sale. These requirements present problems to companies
seeking to preserve proprietary interests and who must seek USG export
license approval to release such technologies. Finally, the overhead
costs associated with managing offset trade can exceed the profits
inherant in the contract. Businesses workKing in China and elsewhere
may decide that contracts requiring excessive offset demands are not
viable business opportunities, unless some other factor is of
paramount importance (holding off foreign competition, for examplie).

I believe that the onus is on industry to takKe action on this
issue. The government is not likKely to take strong action unliess and
until strong private sector pressure is brought to bear. To date US
industry has appeared to fragment completely as competition has
focused members of the aerospace industry on short-term
win—-this—contract-at-any-price efforts. Foreign buyers and
governments have been very successful in inducing this fragmentation.
It seems to me that at some point US industry must exercise some
internal control and bite the bullet by entering into a heightened
degree of cross—industry cooperation to reject offset demands that are
excessive or which work against the basic interests of the US
aerospace industry and the US. Unless this takes place I see little
prospect for real improvement in the situation.

Chinese Efforts to Acguire US Technologqy and Information

A final area I will address are US aerospace business wviews of
Chinese efforts to acquire US technology and information through
illegal and quagi-Téah!l Ihgan™d..”'Ak oI° benhb’r‘ed-earher- in this paper,
my discussions bévailed.a.vary-strongt very-negat1ve reaction to
Chinese efforts efoserldl egal-ly atquire US wedPon®, weapons components,
electronics, high tech manufacturing equipment, etc, and to the subtle
-—- and sometimes not so subtle -—- pressures applied to US citizen
employees of Chinese descent.
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Among the US aerospalé bdsdﬁesé'gq@hquityzl idtedt® a strong
sentiment that, in the fAhtétest ot a long-term bilateral relationship
which emphasizes growth and forward movement, the US should encourage
an open relationship. On the other hand, the Government of the PRC
has certain responsibilities in this relationship. US views on the
nature of the relationship as regards attempts by Chinese
organizations to operate beyond the bounds of accepted behavior shouid
be articulately stated to the Chinese. Further, these views of
China‘s responsibility to shut down illegal and quasi-legal tech
transfer acquisition operations must be strongly stated and the
Chinese made clearly aware that it is held fulily accountable for any
such activity (to include dealing with private groups and indiwviduals
engaged in “"freelancing” operations) and that continuation of such
activity will have clear consequences. In short, as one business
executive put it, those activities are totally inconsistent with our
national wviews and policy that China be accorded the status of a
“friendly, not aliied"” foreign country. These activites are not
compatible with the American definition of the word "friend."

Final Thoughts

This research project was of intense personal interest to me. I
was surprised by some of the results of the travel, and most worried
by the lack of vision that | perceived in some US aerospace firms as
they looked at the China markKet. The China market is a tough nut to
crack and doing business in China is not likely to get appreciably -
easier in the future.

I believe strongly, however, that the US aerospace industry can
be highly competitive in China over the long term, but that
competitiveness will be largely dependent on how responsive US
business can be to meeting real Chinese_needs (rather than our
preconceptions of what the Chinese need), and how well industry can
pull in harness with the USG6. As a nation we are not going to achieve
our greatest potential for long-term success in these endeavors,
however, without a shared vision of the objectives, and a macro plan
to get there.

The bottom line is, as I suspected before | started the project,
that we in the US collectively lack a coherant vision of the long-term
relationship between the United States and China. Failing that,
policy and business will continue to be heavily dictated by short-term
considerations and characterized by unpredictable, sometimes erratic
movement of the relationship. 11 believe that it is time for industry,
government -and academia to galvanize a joint effort with the objective
of determining US purpose, and the desired direction of future
movement for this very important relationship.
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