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Guidelines for Publishing in China
A White Paper

Prepared by the International Committee of
American Business Media

Written by Charles Buckwalter

INTRODUCTION

Since her landmark opening to foreign investment and market reforms begunin
the late 1970s, China has received more foreign direct investment over the past ten
years than any other emerging economy. Asthe world' sthird largest country in area
and the largest in population, China has great appeal for international marketers. Y et
despite this intensive growth and huge potential, China has not alowed investment to
flow freely. Every proposal is scrutinized in detail by the central Chinese Ministry of
Foreign Trade and Economic Cooperation (MOFTEC) or by authorities in the
Provinces, who have jurisdiction and considerable autonomy over certain types of
investments. Before a proposal reaches the Chinese Ministry of Foreign Trade and
Economic Cooperation, foreign companies typically have already participated in
extensive negotiations with the provincia authorities and the Chinese companies they
seek to work with.

Regardless of the burdensome entry process, foreign marketers continue to be
attracted to the huge potential of China’s large population of about 1.3 billion people
and its rapidly increasing purchasing power. Fueling the economic growth, Chinais
spending over atrillion dollars on infrastructure projects such as dams, power plants,
major highways, railroads and subway systems. In terms of purchasing-power parity,

projections are that Chinawill soon be the largest economy in the world.*

! Source: International Business Environments and Operations, Prentice Hall, Ninth Edition ©2001. By
John D. Daniels, Ph.D., the Samuel N. Friedland Chair of Executive Management at the University of
Miami, and Lee H. Radebaugh, Ph.D., KPMG Professor at Bringham Y oung University and executive
director at BY U Utah Center for International Business Education and Research.



Unlike the early stages of relatively low-tech, labor intensive export-oriented
foreign investment, most of the major new projects in the 1990s have been attracted
primarily by China s growing domestic market rather than by cheap labor and land.
Many Fortune 500 companies now boast staff levelsin Chinain the high hundreds or
even thousands.

For many years foreign companies were wary of investing in China because of its
uncertain political environment, isolationism and lack of commercial incentives. That
changed dramatically severa years ago when China established specia export zones
and began to allow joint ventures. Since then China has substantially increased its
dependence on international business, although it still keepsrigid controls. In most
joint ventures the foreign partner owns 49% and the Chinese partner 51%. China now
does allow wholly foreign-owned ventures, but these are rare and complex to
establish.

In spite of the bureaucratic controls and other negativism (such as China's
ongoing threats against Taiwan) international players continue to view the China
potential optimistically, noting China’ s decision to move toward a“socialist market
economy,” apolicy formally endorsed at the 14" Communist Party Congressin 1992.
Subsequent events have further encouraged China s participation in a marketing-
oriented economy, notably China s commitment to sustaining a positive business
climate in Hong Kong after its 1997 takeover of that important international hub.
China s participation in The World Trade Organization is another indicator of the
widening commercia role. And its recognition by the U.S.A. in October 2000 asa
permanent trading partner also spells enormous new marketing potential.

As China s commercialization moves forward, so does its demand for the latest
technical, professional, and product information. At every level of industrial
development the need intensifies for Chinato keep aware of ideas and innovations
being introduced competitively around the globe. The existing sources for much of
thisinformation include the joint-venture partnerships with major international
corporations, the associations, the academic institutions, the multitude of government

bureaus, as well as the carefully controlled internal publishing industry.



But as China continues to widen itsrole in international trade, logic dictates that
the dynamics will require greater reliance on outside information resources
...particularly for the kind of technical and trade information that feeds the mechanics
of agrowing economic engine. The key, and most-abundant source for that
information is the world’ s trade pressin the U.S.A., Europe and Asia-Pacific. A
major component is the member publications of American Business Media—some
1,200 qualitative magazines serving 181 industries.

Ironically, while other Chinese industries have benefited from the influx of
foreign capital, technology and management, Chinese magazine publishers are
struggling to keep up with the pace of change, and unable to access foreign or even
new domestic Chinese capital due to highly restrictive rules and regulations. On the
one hand, State subsidies are gradually disappearing, and while adspend continues to
soar, broadcast media have done a better job of capitalizing on this growth than
magazine publishers.

Although Chinese ministries continue to exert rigid, frustrating control over
editorial content of any publicaion, vertical trade or business magazines are less
likely candidates for ideological conflict than broad-based consumer magazines. The
editorial content of trade or business magazines is more-readily categorized as
educational, instructional, or useful in serving the development of specific segments
of Chineseindustry. They have a better chance of adhering to China s guiding
principal that science, technology and education are primary productive forcesin
rejuvenating the nation.

Even with an optimum editorial category, publishers seeking entry into the China
market must be ready to accept and operate within strange new rules governing not
only editorial content, but every other aspect of publishing.

Magazine publishing in Chinais avirtually anew industry, evolving in a climate
where political, socia and cultural forces often clash and entangle as the process
moves forward. It often is, indeed, a Chinese puzzle.

From 1985 through 1997 the number of magazine titles published in China almost
doubled from about 4,700 to over 8,000, most of which are produced by wholly

2«Chinain Brief,” on-line report on Publishing in China, October 2000



interna Chinese government-owned publishing companies. Informal Chinese
government estimates place the number of these magazines chronically losing money
at roughly two-thirds of the total number of titles. Although magazine adspend has
been the fastest growing segment of mediain recent years, it remains roughly 3% of
the total media pie, lagging far behind TV and newspapers. When asked why they
spend such a high percentage of ad revenues on other forms of media, most media
buyersin Chinawill comment that they are keenly interested in higher quality
magazines than most of what is currently available to them.

In recent times international foreign publishers more and more are seeking a share
of China’slucrative, new frontier, notwithstanding the difficulties and frustrations it
poses. Quoted in Folio magazine Tom Gorman, Hong Kong based president of CCl
AsiaPacific Ltd., licensees for Fortuneand Timein China, states, “if you have the
right outlook, do your homework carefully, and especidly if you take along-term
view, there is tremendous opportunity here...[but] assumptions about what worked or
was in demand three years ago, for example, may be seriously out-of-date today. This
is an extremely dynamic market.” 3

Growth of theInternet. The latest phenomenon to impact the
media/communications environment of Chinais the explosive growth of internet
users from 300,000 in 1995 to 19 million today. The government was originally very
wary but now realizes thisis a huge engine for economic growth and education, and
one which is essentially beyond the level of the kind of control they would like to
exercise. Foreign capital is plentiful, asis capital from private and corporate sources
from within China. This model may well bode well for eventual relaxation of print
mediarestrictions, even though for the time being print remains relatively straight
jacketed.

For business-to-business publishers, the opportunities and the challenges are
especiadly significant in the China market. Hopefully this ABM White Paper,
“Guidelines for Publishing in China,” may provide some insight and direction.

3 “When China Wakes,” Folio, June 1998



OVERVIEW

Most reliable sources agree that by the year 2010 Chinawill become the world's
largest economy, creating new industries and wide-ranging new business
opportunities on the international scene. Driving thisimpressive growth has been the
PRC’ s determined shift toward a more market-oriented economy implemented in
stages of 5-year plans over the past 20 years. China' s foreign trade from 1979 through
1998 grew 8-fold to over $320 billion. Foreign Direct Investment reached 45.5
billion. The U.S.A. adoneinvested 3.9 billion. U.S.A. imports from Chinawere $71.2
billion and exports to Chinawere $14.3 billion®. The business climate for China
continues to improve even in the face of tighter government regulations.

Thekey market regions. Although China has a population of 1.3 billion, only
about 25% to 33% have viable potential as aconsumer market above the basic
necessities. That is China's urban middle class, which has real spending power and is
growing rapidly in size. This segment of the population isfound in China sthree
richest areas. the Pear| River Delta (especialy the three cities of Shenzhen,
Guangzhou, and Zhuhai), the Yangtze River Delta (principaly Shanghai and
reaching to Nanjing in the north and Ningbo in the South), and the Beijing-Tianjin
corridor. Other important economic centers include: the Northeast between the port
City of Dalian and Shenyang, Shandong, on the Fujian coast, and the inland centers
of Wuhan, Xian and Chengdu. Many of China's leading firms are located in the three
main economic regions.

Shanghai is China s largest port with $63.64 billion worth of passing through. It
hasa population of over 16 million and isthe industrial, commercial and financial
capital, producing 5% of China stotal industrial output. Shanghai’ s main industries
include automobiles, textiles, telecommunications, large-scale machinery, electronics,
petrochemicals, iron and steel. Shanghai also has one of China s two stock exchanges
with 477 listed stocks and a 1998 trade volume of about $150 billion.

A large part of China'sforeign direct investment is made in Shanghai. Almost
19,000 enterprises were contracted to invest $34.3 billion in Shanghai by end of 1998.

4 Figures from a “ Contact China,” areport by the U.S. & Foreign Commercial Service, American Embassy,
Beijing, People' s Republic of China



The U.S.A. topped the list of Shanghai foreign investors with $861 million at about
600 U.S. companiesin Shanghai >

The Publishing Industry in China

At the present time, participation in China s publishing industry by foreign
companiesis still severely restricted, mainly to licensing ventures, but many foreign
magazines have found creative ways to enter the market. And there are clear indications
of amore-positive ambience on the horizon.

China sjoining in the World Trade Organization may soon signal an increased
opening of the door for direct foreign participation in China s publishing industry. The
government has indicated that foreign minority shareholding in print media could open
within three years of China s WTO accession, although the debate on the timetable will
probably continue for sometime. And China'srolein WTO will likely involve new
mergers and acquisitions, a push for improving management skills, increased emphasis
on developing electronic media, greater cooperation in aspects of intellectual property
rights, and other open-market orientation...all of which enhances the picture for quality
business and trade magazines being welcomed to serve the information needs Chinawill
have moving in those directions.

Until then, foreign magazines must operate within the current tight structure.
They can enter the market through indirect access by collaborations with Chinese
organizations, ministries, agencies or government-related trade associations. Another
approach isthat of producing the magazine off the China mainland—mainly in Hong
Kong--and importing it. By translating, editing and printing the magazine offshore,
publishers can avoid the rule which requires 1/3 of editoria content to be provided by the
local Chinese national participating in mainland publishing affiliations with foreign
publishers. However, imported magazines must meet other stringent controls, such as
limiting paid distribution to the handful of State-approved publications importers.
Foreign publishers need to evaluate the pros and cons of every approach to find which

best suites their magazine title and the target audience it hopesto reach.

®«Contact China,” U.S. & Foreign Commercial Service - Beijing



RULESOF THE GAME

The number one rule to learn about magazine publishing in Chinatoday is that
there are lots of rules. Complex rules. Rigid rules. Frustrating rules. Unlike the Western
world where you devise a smart business publishing plan and implement it through a
fairly routine series of steps, the path to success in Chinais laden with stumbling blocks.
One expert, Ann Stevenson-Y ang, writing in The China Business Review® a few years
ago puts it thisway:

“After foreign publishersfirst read China s regulations and meet with the
international cooperation sections of the relevant ministries, they arelikely to be
thoroughly discouraged. Beijing has yet to craft alaw on publishing, but apparently plans
to have one in place by 2010. In the absence of such alaw, the sector is guided by PRC
regulations that state that no private organization or individual is permitted to own or
operate a periodica or book publishing house. The chief rule governing the industry, the
1997 Regulations on Publication management, the 1997 Regulations on Management of
the Printing Industry, and the 1998 Regulations on Electronic Publishing, stipulate that
only government-designated publishing organizations may engage in publishing. Thus no
private individuals or foreign entities may engage directly in publishing in China. The
1995 and 1998 guiding catal ogues for foreign investment in industry indicate that
publishing is off-limits to foreign investment ... Foreign firms are also prohibited from
owning distribution companies or taking the majority share in advertising joint ventures,
unless the Chinese partner is a private advertising company. Publications that are
permitted to accept advertising must have an advertising agent that is registered and
licensed in China.” Stevenson-Y ang goes on to describe even more severe regulations
regarding editorial content and other aspects of publishing.

A dismal picture? Only if you expect to enter the China market by applying the
same well-organized publishing patterns you may be accustomed to in the U.S.A. or in
other international markets. In China you must rely on affiliations with Chinese partners
and their capacity to help you operate within the framework of governing bodies and
ministries and bureaus. Y ou’'ll require staminato deal with regulations that may seem

8“Word Games,” The China Business Review, May-June, 1998, by Anne Stevenson-Y ang, co-founder
Twin PoplarsLtd., Beijing



arbitrary, illogical, and can change without warning. You'’ll need patience to plod
through the process of approvals and, ultimately, to see profitable results.

One encouraging note is that Chinaisin the process of revamping and
modernizing its cumbersome publishing rules. China sfirst nationa law for the
publishing industry, the PRC Publications Law, is being drafted. When enacted it will be
the first piece of legisation specific for the publishing industry. The new law is expected
to streamline and supercede the existing set of regulations and generally smooth the
process. When it is enacted, existing operations will be inconvenienced by having to re-
register and apply for anew license. That provision may also make vulnerable some
ventures that were established through “gray “channels, such as the enterprises that
engage in the practice of producing multiple magazines under one license, or backdoor

joint ventures, often incorporated in the more freewheeling regions of Southern China.

THE REGULATORY BODIES

Three powerful, inter-related government divisions control publishing in China.
They are known to operate in disharmony and they often limit each other’s ability to deal
with situations that require flexibility, although the reporting structure is more clear-cut
than that which governs the fast-growing internet sector. The three bureaucracies are as
follows.

(1) The State Press and Publications Administration (SPPA) is responsible for
supervising publishing in China. It functions under (2) The State Council and the (3)
The Publicity Department (fka Propaganda Department) of the Communist Party of
China (CPC) whichisinvolved on key policy and project approvals. Additional to these
three principal controlling groups, local branches of the Public Security Bureau (PSB)
and the State Administration for Industry and Commerce (SAIC) also play a supporting
role—the latter with respect primarily to advertising business. Other PRC government
agencies may also become involved where the ventures include el ectronic media, such as
the newly established State Council Information Office and the Ministry of Culture
(MOC).

The SPAA’s section for international cooperation is sometimes the first contact

foreign media companies have with China' s publishing bureaucracy. The SPAA accepts



applications for new publications from Chinese organizations, assigns publication codes
and numbers and approves changes to existing publications. The SPAA also serves asthe
government authority that takes action against illegal publications and publishing units.

The Communist Party of China, theoretically, is not alowed to interfere directly
with activities of the PRC government agencies. But in practice the CPC Publicity
Department has an important hand in policy matters and in approving key projects. It aso
is the ultimate watchdog over editorial content for all media operating in China.

The State Council Information Office (actually linked to the CPC Publicity
Department) operates directly under the State Council (China s cabinet) and it also
weighsin on regulating foreign media operations. It proposes related policies;
coordinates international publicity activities by the media; convenes press conferences for
cabinet departments; publishes official white papers on China s officia views; helps
supervise resident foreign news offices; organizes news-gathering trips by foreign media;
and it also regulates the Internet media.

The PRC government agencies involved in the licensing process vary depending
on the type of publication activity. License approvals for magazines are generally issued
by SPPA at the central level and by both SPPA and PSB (Public Security Bureau) at the
local branches. Strict guidelines remain in effect, although in recent years local
authorities are known to relax them somewhat for allowing new local magazines to
emerge.’

" Source: U.S.-China Business Council, June 2000
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Finding the Best M arkets

Identifying a particular market’ s business or technical information needsin China
calls for more time and diligence than foreign publishers are accustomed to in the U.S.A.
or other open societies. Industry market profiles, details and data sought from official
Chinese bureaucratic sources may not be easily available or reliable. Independent market
surveys and research can be conducted with the help of areputable in-country partner,
but publishers should be careful and skeptical in having the research conducted and in
checking the results.

Excellent, general market analysisis available through the U.S. & Foreign
Commercial Service, the U.S.-China Business Council, The American Chamber of
Commerce in China...and other U.S. and China organizations who monitor China's
market growth phenomenon. One of the recent helpful documentsissued by the U.S. &
Foreign Commercia Servicesis*”Contact Chi na® It includes a concise anal ysis of
twelve principal markets to watch in China. These markets, in abroad sense, represent
targets of opportunity for business publishers whose editorial products might adapt to the
technical, scientific, manageria or other information needs of potential readersin the
multiple specialties and talents that underlie the markets. Some of these categories may
provide easier access for publishers to enter the market because fit one of China' s stated
national goals of increasing education in science and technology. Having the right
editorial focus isessential. But the key question for U.S. business publishers is whether
these or other markets can be tapped profitably. The answer to that isimpacted by many
other factors.

Here are the 12 markets listed in the “ Contact China” report, followed by a brief
synopsis of each:

e Aerospace and Aircraft Industries

Automotive Industry

Computers and Networking

Environmental Technologies
Health Care: Products and Services

8«Contact China,” U.S. Forei gn & Commercia Service - Beijing
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e Health Care: Pharmaceuticals

e Housing Industry

o Power Sector

e Retail Industry

e Semiconductors & Software

e Telecommunications Equipment

e Transportation Infrastructure Industry

Excerpts from the Market Briefs reported in “ Contact China” ...

Aerospace and Aircraft Industries. China’'s aviation sector continues to grow
faster than the rest of the world (at about 6% from 1996 — 1998). Feeder and charter
airlines are purchasing small numbers of 3 to 40 passenger fixed wing and rotor aircraft
for both scheduled and charter flights. Purchasers of these aircraft favor U.S. and
European suppliers over Russian and domestic manufacturers. Airport construction has
slowed but still provides opportunities for air traffic control ground equipment and
architecture/engineering providers.

Although most of China sair spaceis still controlled by the military, small holes
are opening up. Tourist helicopter flights over Shangha and the Great Wall that were not
available last year are now areality. Off-shore oil exploration groups have purchased
helicopters. One non-airline company owns a corporate jet and more will follow when the
amount of red tape associated with non-scheduled flightsis reduced. Thetrend is clearly
towards more open skies, making small aircraft sales a greater possibility in the coming
years.

Automotive Industry. The automotive industry in China has taken a dramatic
turn in the past decade. While individual purchases used to represent less than one
percent of auto sales, they now represent about 25 percent of sales for the leading joint
venture producer in China. Taxi and other companies along with government bureaus
round out the remaining 75 percent. Most autos in China used to be easier to build,
maintain and service, but now Chinese cars are more stylish and energy-efficient, to meet

the changing needs of more discriminating consumers. Although previoudy expanding
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the overall auto market isnow at avirtual standstill at approximately 511,000 units per
year.

Computers and Networ king. Computing has entered a network era and China
has felt the impact. Related information technology sectors have witnessed rapid growth
and many new digital products are entering the China market. Though domestic firms
make competitive products, foreign involvement in technology and new venturesis
expanding. With increases in power and speed and concurrent decreasesin price, PCs are
now within the reach of individual Chinese buyers. U.S. computers till hold a small
market share, but Chinese computers with U.S. components dominate the market. PCs are
becoming essentia appliances for Chinese families who want the best for their children,
who have unprecedented buying power dueto “4-2-1" demographics (4 grandparents, 2
parents and 1 child). Information appliances linked to internet access are poised to attack
the market at even lower prices. The growth of subscribers and users of the Internet is
stunning: by July 1999 at least 6.7 million subscriptions shared by multiple users pointed
to many more users than frequently reported.

Environmental Technologies. China's acute environmental problems stem from
adeteriorating natural resource base, dense population, heavy reliance on soft coal,
outmoded technol ogy, under-priced water and energy, and breakneck industrial growth.
The World Bank estimates that air and water pollution cost the Chinese economy up to 8
percent of GDP. In response, the government has unleashed a burst of environmental
legidation, but local enforcement is spotty, investment in pollution control infrastructure
inadequate, and competition from domestic firmsincreasingly strong. Products enjoying
the best sales prospects include low-cost flue gas desulfurization systems, air and water
monitoring instruments, drinking water purification products, vehicle emissions control
and inspection devices, industrial wastewater treatment equipment, and resource recovery
technologies.

Health Care; Products and Services. Over the next few years, China's health
care sector will be characterized by uneven growth for U.S. exporters of health care
products and services. Profit marginsin the approximately $14 billion medicines market
are expected to fall in [the short term] due to recent government cost containment
measures. Prospects for dietary supplements and medical and dental equipment continue

13



to look promising, but financing remains akey concern. U.S. and foreign health care
service providers, attracted by the large expatriate population and China s small but
growing middle class, are find ways to enter the market.

Health Care: Pharmaceuticals. Until recently, China s pharmaceuticals market
has been one of the fastest growing markets in the world. From 1990-1996, the
pharmaceutical market experienced over 200% growth and has now expanded into a $14
billion market. While overall demand will continue to grow at 10%, import and joint-
venture product market share and profits are expected to fall. Joint-venture drugs account
for 50-60 percent of the drug market. In 1998, the value of imported drugs was around $1
billion, but due to pressures from the reimbursement system, which favors domestic
medicines, import drug market share is gradually shrinking. In 1998, gross output value
reached $19 hillion, increasing 14% over the previous year. The domestic industry is
characterized by non-branded generic production, overproduction and losses. The
government is consolidating China s 6,000 pharmaceutical enterprises, of which 71
percent are state-and collectively--owned.

Housing Industry. During President Clinton’svisit to Chinain July 1998, the
Presidential Housing Initiative was presented, paving the way for U.S.-China cooperation
on housing issues in both the construction and financing arenas. Since that time, a
Housing Council has been formed with the Ministry of Construction (MOC) and the
Departments of Commerce and Housing and Urban Development (HUD). This Council
will help educate builders, regulators and consumers on the more high tech end of the
building materials market as well as housing financing options.

The Chinese government has recently stated growth rates for housing in the 20-25
percentage range, down from earlier estimates of 35 percent. Although thisis probably
still too high, more conservative figures suggest there will be growth in housing of about
15 percent for the next few years.

Power Sector. China s power industry, while enjoying rapid growth through
most of the 1980’ s has recently experienced a significant slowdown in demand and a
commensurate declinein growth rate. The drop is mainly attributable to an overall
decrease in the consumption of coa of 14%. Coal, which accounts for three-quarters of
China s primary energy, was not alone. The consumption of oil, gas and nuclear fuel was

14



also down. Hydropower, usually comprising 5-6 percent of China' s basic energy needs,
probably grew. Asaresult of this contraction in the demand for energy, China has
undertaken to slow the growth of its base of installed electric generating capacity.

Chinawill increase the number of new hydroelectric power projects and will
undertake refurbishment of older, inefficient plants. Much of this retrofitting will
concentrate on environmental technologies designed to combat China s chronic pollution
problems. U.S. and foreign companies still enjoy clear superiority in more technically
advanced systems that control electrical power stations and the transmission and
distribution of power. Market conditions favor the installation of smaller, efficient gas
turbines to provide peak-load, cogeneration or in off-grid or “inside the fence’
configurations.

Retail Industry. China sretail salesrose by more than 25 percent per year
between 1995 and 1997. This explosive growth rate slowed in 1998 due to the Asian
economic crisis and its bigger-than-anticipated impact on China s economy. Total retail
spending in 1998 was $351.2 hillion.

Positively predisposed toward foreign branded products, Chinese consumers
increasingly have the means and desire to purchase. Leasing international brand names of
consumer goods are capturing dominant market positions as they displace |lower-quality
brands. Chinese manufacturers are increasingly becoming more brand and quality
conscious as well, as evidenced by the fact that local brands have the dominant share of
PC and consumer appliance markets.

As manufacturers vie for the attention of the Chinese consumers, the advertising
industry is experiencing a record boom. From a base of zero in1979, it rose to annud
1998 billings of $6.5 billion, making chinathe world’s 7" largest market.

Semiconductor s and Softwar e. Firms related to information technol ogies such
as semiconductors, co-processors and software have expanded into China, but
international dominance of American firms does not yet extend to a growing China
market. However, the rapid devel opments of microprocessors and network software
means that these new markets are offering potential for growth.

Chinese manufacturers currently face alack of technical know-how. China
supports the entrance of foreign firms into the semiconductor and components

15



manufacturing markets, but continuing problems with intellectual property rights and
difficultiesin creating whally-owned foreign ventures or foreign-controlled joint ventures
represent significant barriers o entry. Over 90 percent of U.S. electronic components used
in China are purchased in Hong Kong and brought across the border in Guangdong.

Telecommunications Equipment. Since the early 1990s, China's
telecommunications market has grown about 10% per year, yet nationwide tel edensity
only reaches about 12% . China planned to invest about $20 billionin its
telecommuni cations sector in 1999.

The separation of the Ministry of Information Industry (MI1) and China Telecom
— at both the central and provincial levels—into regulator and operator, respectively,
should be completed by the end of 1999. The breakup of China Telecom into fixed-line,
mobile, satellite and paging entities, the strengthening of China Unicom (China's second
carrier) with the transfer of Guoxin Paging Company, and the formation of additional
operators is expected to increase competition.

Transportation Infrastructure Industry. The Chinese government isin the
midst of a massive upgrade to existing transportation systems. For example, China has
added 52,000 km in highway in 1998 alone. The number of bridges, rail lines, stations
and airports has also increased. Thistrend is expected to continuewith projectsin
highways, railways, and ports, and including opportunities in construction equipment,
engineering, and electronics and safety devices.

According to World Bank statistics, goods lost due to poor and obsolete
transportation infrastructure amounted to one percent of China’'s GDP as recently as the
most current survey (mid 1990s). Foreign companies have been banned from engaging in
freight forwarding unless they form ajoint venture with local partners. It is hoped that
with accession to WTO these and other structural issues will be resolved, enabling U.S.

firms to compete, and add value to China’s infrastructure system.
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Basic Realities of Magazine Publishing in China

Unlike many international markets, foreign publishers who do businessin China
must depend to some extent on Chinese partners and the Chinese bureaucratic systems
for operating profitably. Although Chinais lumbering steadily toward a more market-
oriented economy, it still operates with ideological reservations about the free flow of
ideas. The Chinese government’s primary concern with the entry of new magazines and
other print information is the social and political impact...not the economic benefit.
Chinais not the place for publishers with little or no international experience to seek
quick profits. Even well-established publishers who are operating profitably, find the

process an ongoing challenge year-to-year.

FINANCE & PAYMENTS

Finance is akey question because China's currency, the Renminbi, is non
convertibleinto U.S. Dollars or other hard currencies. One common arrangement for
licensing dealsis that the foreign publisher sells, bills and collects international
advertising to international companiesin U.S. Dollars or other hard currencies, and relies
on this revenue stream to support their share of income from the deal. Most Chinese
publishing companies do not have access to U.S. Dollars or other hard currency, so
relying on them for payments of royalties or other feesis generally not viable or practical.
For this reason, American publishers must specifically address the question of payment
and remittance arrangements with potential Chinese counterparts, publishing partners or
licensees as part of the business feasibility study phase. Renminbi income is only useful
to U.S publishers with sufficient operations in Chinato justify payment of local operating
or travel costs in Renminbi. The same issue affects the sale of advertising in Chinato
local Chinese companies, some of whom have easy accessto U.S. Dollars for payment,

and some of whom do not.

EDITORIAL CONTENT
One of thefirst realities foreign publishers face in approaching the China market
isthat of editorial control. For business and trade media—due to their vertical, technical

nature--the problem is apt to be | ess severe and easier to manage than broad-based
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consumer magazines. How amagazine' s editorial content will be impacted depends
largely on how the publication establishesitself for distribution to potential readersin the

country. The two possibilities are:

1. Establishing ajoint venture or other collabor ative agreement with the
publishing arm of an official Chinese or quasi-official Chinese organization. This
might be a ministry or bureau in charge of promulgating a particular trade or special
interest, agovernment affiliated trade association, or the like. In this arrangement
the foreign publisher gets access to targeted audiences through the internal lists
controlled and maintained under the Chinese partner’ s auspices. That's aplus,
especially for controlled circulation magazine that need a well-defined reader base
and access to demographics. However, this arrangement impacts editorial control.
Under Chinese law, no foreign individual or company may control editorial content
and at least one-third of the editorial content of any internal publication with
foreign involvement must be locally generated. The possible consequence for
foreign trade magazines that pride themselves on the quality of their editorial
content, isthat of producing a Chinese edition with athird of its editorial mix not up
to Western standards.

But there is also a potential upside to working with such an editorial mix. That
is the adaptability factor. Advanced technical editorial matter published in leading
trade magazines of the Western world could often be unsuitable or impractical for
application by readers in comparable Chinese functions. Editorial content, to be
kept useful and adaptable, might very well benefit by having a one-third input from
thelocal Chinese side.

Under these publishing arrangements, the rules are strict. Chinese regulations
state that such ventures can publish “sound content,” but the definition of what’s
“sound” isleft vague, meaning the PRC government can openly scrutinize foreign
publishing companies. And penalties for violations are stiff, including fines,

revocation of publisher’s license...even crimina charges.
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2. Importing magazines printed offshore. Foreign publishers can avoid the
requirement regarding 1/3 local editoria content by opting to have their magazine
printed wholly offshore and imported to the China mainland, rather than establish
an inside joint venture. The import set-up is common for foreign publishers,
especially mass-circulation consumer magazines. It does protect editoria quality.
But to make it work effectively you still require a solid, inside partner who can deal
with the special permissions and navigate the regulations that apply. One difficulty
of going the import route is that all these magazines must be distributed through one
of the handful of State-approved publications importers, which does not give them
access to most newsstands. That regulation poses particular problems for trade
magazines that need to devel op sufficient reach among well-defined reading
audiences. Editoria content may be “100% pure’ yet the magazine may not be
readily available to those who most need it.

The Language

Although Chinastill has many local spoken dialects of the Chinese language, the
PRC long ago adopted Mandarin Chinese (Putonghua) as the standard national spoken
diaect. Fortunately for publishers, written Chinese is and always has been standard and
uniform, irrespective of local differencesin spoken dialect (unlike India, for example,
which has more than 200 different languages which differ in both spoken and written
form). The main variation which applies to written and printed Chinese characters, is that
the PRC adopted a simplified form of Chinese characters to promote broader literacy.
“Simplified Chinese” is an abbreviated script in which each character has less strokes
than in the “traditional” or complex script. Simplified Chinese is the standard form in the
PRC, whereas in Taiwan and Hong Kong the traditional or complex script is still used.
For newspaper literacy, a reading knowledge of about 3,000 Chinese charactersisthe
generally accepted norm. Apart from the difference between simplified and traditional
Chinese characters, there are significant differences in writing style and terminology
between the PRC, Hong Kong and Taiwan (somewhat akin to, but greater than the

differences between British and American English, for example), so it pays to ensure that
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editorial skillsfor PRC audiences rely on editors experienced in producing content for the

PRC rather than Hong Kong and Taiwan audiences.

Plagiarism

Abuses in the area of Intellectual Property Rights are rampant in China. Even though
China has extensive IPR legislation on the books, in practice, ensuring enforcement and
promoting education regarding these rights, isalong, slow process. It isnot uncommon
for local Chinese publishers to reproduce articles appearing in their U.S. counterpart
magazines without asking permission or giving any acknowledgement whatsoever. The
copyright holder may have little recourse in protecting his rights due to the tedious,
complex nature of the legal system.

CIRCULATION

All domestic Chinese magazines circulated in China are tracked by the
assignment of aunique periodical number. That number isissued by China's State Press
and Publications Administration (SPPA). The number is assigned based on the
magazine' s specific characteristics, including number of pages, frequency of publication
and other factors. Once these characteristics are approved and the number assigned, they
may not be changed without approval of SPPA. Only one number appliesto one
magazine. It may not be used for multiple titles. Getting approval for a publication
number isincreasingly difficult. China s government is currently taking steps to reduce
the quantity of active publication permit numbersit has issued, due to a proliferation of
periodicals and books on the market.

Foreign publishers who do not have joint venture affiliations with internal
Chinese entities, do not need a periodical number for producing their magazine offshore
and importing it into China through China Books and Periodicals Import and Export (I/E)
Corporation, or through China Educations Publications I/E Corp. Imported magazines fall
into three control categories: 1. Business Science and Technical publications; 2. General
Interest publications; 3. Reactionary publications. The business, scientific and technical

magazines are easiest to import.

20



Thereis but one publications niche for which a publication number is not
required. That is publications such as newsletters or daily briefs put out by association or
government organizations. To avoid the need for a number, these publications must be
registered as having circulation strictly limited to their group. Legaly, they are prohibited
from accepting advertising and being distributed outside the group. In reality, some of
these publications, which are sponsored by powerful inside governmental operations, do
accept advertising and sell copies openly to anyone interested in the subject matter. They
are sometimes challenged by regulatory agencies depending on the degree to which they
tend to serve the general educational interest and the publication content does not conflict
with national political philosophy. Publications of this kind have bee used asa“shell” by
both foreign and domestic publishers to channel specialized magazines to specific
markets. But there is always arisk in choosing this route. By working in collaboration
with the sponsoring organization, foreign publishers have been able to totally redesign
the content and design of these publications (leaving just enough graphic “identity” to
keep them qualified), circulate them effectively through the system, and run them

effectively as shared commercial vehicl es’?

Circulation Auditing Services.

Controlled circulation magazines have been in China since the 1970s, but are
primarily published offshore by foreign publishers. BPA now counts about 22 PRC
publications among its members, mostly produced in or for China by or in cooperation
with international publishers. ABC audits several magazines in Hong Kong, including
Time Asia and Newsweek Asia, but it does not currently offer magazine auditing services
within the China mainland.

DISTRIBUTION
Magazine distribution in Chinais complicated to say the least. Both paid
circulation and controlled circul ation magazines suffer problems.

9 Source: Much of the material regarding Circulation is reference from “Word Games,” by Anne
Stevenson-Y ang, The China Business Review, May-June 1998
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Distribution of mass-market magazines is achieved largely by the Chinese Post
Office, which has 60,000 outlets nationwide, as well as the largest bookseller, Xinhua
(New China) bookstore. There are over 13,000 state-owned bookstores and bookstands,
largely dominated by Xinhua. The largest Xinhua bookstore islocated in the Xidan
Digtrict of Beijing. There are an even greater number of private ones (collectively
owned). Foreign companies are not allowed to own publication distribution companies in
China

Distribution of paid subscription magazines through the mail is handled by the
Chinese Post Office. The Post Office not only delivers, it collects payments in advance
directly from subscribers, charging publishers an average of 40% of the cover price. The
publisher does not get his share of the revenue until after copies are delivered to the
subscriber. Subscriber lists are controlled by the Post Office. The magazine publisher is
given total numbers, but no demographics or details about the subscribers. Such
information is considered secret.

Some Chinese publishing firms have recently been finding innovate ways to
smooth the distribution problem. They are setting up their own distribution networks as a
specia service for customers. One such system uses bicycle delivery routes to hand-
deliver magazines to subscribers. The system can assure prompt delivery, collect
payments and gathering basic reader profile data. Although not widespread, techniques

likethisare asign of progreﬁs.lO

LISTSAND DATA BASES

Finding good, clean circulation target lists that penetrate the Chinamarket isa
tough challenge for foreign business and trade magazine publishers. Here again, strong
in-country aliances are imperative. Foreign publishers can approach list building through
mutual cooperation with Chinese trade associations or government ministries seeking to
devel op the technical/professional interests of the groups they serve. However, even
when such groups might allow distribution of publications to their lists, the names and

addresses are likely to be shielded and not provide to foreign collaborators for databases.

19 ys chinaBusiness Council
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Other possible sources are international corporations that have dready established
apresence in Chinaand have built up their own target lists. Such companies might be
open to list-sharing if their marketing objectives would benefit from the media's
introduction. Lists may also be available through traditional sources and techniques, such
as: agencies of international development and cooperation, including the embassies, the
U.S. & Foreign Commercia Service, the U.S.-China Business Council, the Chambers of
Commerce and others, Also valuable is attendance and involvement with professional
congresses, trade show, seminars, and trade missions organized by either Chinese or U.S.
government departments.

One caution: even when available, the accuracy and reliability of “official”
Chinese government lists may be of questionable value for trade magazine publishers.
For example, such lists may contain high numbers of academic names (not separately

identified) which might not represent a viable buying influence for advertisers.

ADVERTISING

A recent report by the US-China Business Council indicates that growth in
advertising revenues for magazines in China has now exceeded that of advertising
revenue growth for television, newspapers, and radio'’. The report does not say to what
extent the revenue growth is derived from nationd or international advertisers. Nor does
it distinguish between foreign or local publications other than to stress that the top
revenue generators were major titles published in joint-venture between Chinese entities
and foreign publishers. Another report, by the Chinese Advertising Association puts the
total magazine ad revenue in China at $860 million by year-end 1998, up 35% over 1997.
The messageis clear: Western-driven, quality print mediaisin hot demand by readers
and advertisers across the Chinese marketing landscape.

For publishers of abusiness or trade magazine in China, the advertising potential
will likely come from both the outside, with multi-national marketers and the inside, with
Chinese companies seeking greater exposure and sales. The raio varies depending on the
nature of the magazine as well as how effectively the publisher may be able to set up the
advertising sales effort.

1 «China's Publishing Industry,” US China Business Council, June 2000°
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U.S. publishers who launch a Chinese edition would, logically, first target their
established or prospective international accountsin the U.S.A., Europe, or Asia-Pacific,
positioning the magazine as an export medium. That’sthe “easy” part. The “hard” part is
developing ad sales support from the locals. Chances are both sides of the equation are
needed to be successful, according the hard-won experience of well-known foreign
publishing leaders who' ve been in the China market for years. For example, Boston
based IDG launched China Computerworld in1980 by relying mostly on ads from
Western countries...but today counts about 90% of its weekly ad revenue from local
companies eager to establish themselves as |eaders. Or consider Watt Publishing of
Ilinois, also successful in the China market since 1980 when it introduced a Chinese
edition of Poultry International and other agro market pubs since then'?. Watt counts
about ¥4 to 1/3 of its ad revenue from Chinalocals—and that share is considered
essential, since it can make the difference in profitability.

Lack of Sales Tools and Professionalism. One of the great frustrations faced by
publishersin selling advertising for their Chinese edition, is the aggravating
unavailability of useful datathat defines markets and readership. Statistics provided by
the official China Periodicals Association are not considered very reliable. Demographics
are hard to obtain through government bureaus that protect the data like State secrets.
Circulation figures have been largely un-audited...although, as mentioned, BPA counts a
small but growing membership of magazines within the PRC.

Putting together a cohesive advertising sales presentation on a Chinese edition,
that makes sense to sophisticated international marketers, is more difficult and time-
consuming than foreign publishers are accustomed to. Even with a solid ad sales story,
publishers may find it does not “play” on many calls to Chinese national or local
advertising prospects. The concept of advertising value itself is relatively new to the
Chinese business culture. Decisions to advertise or “support” a magazine may be based
on factors wholly apart from ad effectiveness...like personal favoritism or politics.
Though such factors are evident in the Western world aswell, in Chinathey arelikely to
be found more frequently. The picture isimproving, however, as Chinese companies and

ad agencies grow and expand their staffs with young marketing people and media buyers

12 “\When ChinaWakes,” Folio, June 1998
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who have been better-educated in modern advertising can respond professionally to an ad
sales pitch.

One encouraging educational note for improving publishing professionalism
among China s youth is arecent introduction of an MA program in publishing studies at
Renmin University of China, in Beijing. The two-year curriculum was developed jointly
by Renmin and Stirling University of the UK working though the British Council at
Beijing. The objectiveisto assist China s publishing industry in providing skills training
for the transition to a market environment. The first term began September 1999.%3

Sdlling advertising within China also requires legal compliance. Publishers
permitted to accept advertising must have an advertising agent registered and licensed in
China.

Competition

There are some 5,000 magazine agencies producing about 8,000 journasin China
at present. Only around 30 magazines are done in cooperation with foreign publ ishers'.
Severa other foreign magazines Chinese editions enter through the import route, mainly
using a combination of controlled and paid circulation.

Most of China sinternally produced publications have flooded into existence
since 1985 when China s eye to a marketing economy began to open. These magazines
serve a scattered assortment of audiences and purposes from consumer merchandising to
communist party politics. Some still cannot or will not accept advertising. Those that do
are generally considered weak by knowledgeable advertisers and ad agencies. Printing
quality is poor. Circulation figures are dubious. Editorial is sometimes based on puff
pieces or available for sale.

In spite of their flaws, some Chinese local magazines, aimed at particular
industries or special interests, pose troublesome competition with their foreign
counterpart when both are going after local advertising budgets. The local Chinese
publisher invariably comesin with substantially lower ad rates, or offers huge discounts
on the spot to get the business. Some advertisers can easily choose price over “quality.”

13 Source: Announcement by The British Council, Beijing
¥« China's Publishing Industry,” US-China Business Council, June 2000
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Comments from experienced U.S. Publishers

Since the 1980s a number of American Business Media members have launched
magazines in the China market, targeting many segments, from agriculture to the high-
tech. Their experience is invaluable for others now looking to find a profitable
opportunity. Followingisa collection of brief, down-to-earth comments from some of

these publishers, contributed to this White Pgper or culled from other sources.

Watt Publishing Co. - Mount Morris, lllinois
Jim Watt, President

“1 think it might be a good ideato caution some of the ABM members on some of
the pitfalls that they may run into in the China market. For example, | have defined six
problem areas that Watt Publishing has encountered since we entered the China market in
1981.”

1. Nodatabase of quality names. Most publishers start out using Government lists,
and these lists can be top heavy with academic names which result in an abnormal
number of inquiries coming from students and teachers, which often discourage
advertisers from running repeat ads. To develop a database of your own namesin
Chinais avery expensive process.

2. Copyrightsare almost non-existent. Publishersin China often pick up our
articles, photos, and even front covers and reproduce them in their own magazine
with no acknowledgement.

3. Advertising page rates from China publishersthat are directly competitive
with your markets are often available at 50%, 25%, or even 10% of your
advertising page rate.

4. Providing your salesforce or salesrepsadequate incentives. In thisday in age,
any sales force must divide its time between selling advertising in the publication
covering the USA market, as well as other international markets in addition to the
Chinamarket, and they may also be involved in salling el ectronic media products
and trade shows as well. Their time will be devoted to where they can make the

most money, and often the China market is at the bottom of the list.
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5. Frequency. Most publishers start with one issue annually, and can never get
beyond that frequency, but in order for the China market to be worthwhile most
publishers would need at least 4 times annually and probably 6 times annually to
make it aworthwhile venture.

6. Editorial mix. Most publishers start out by trandlating articles that have already
been published in their North American / European editions that they think would
be appropriate in the China Market, which may be okay in the first year, but as
time progresses there needs to be a better balance on articles from China, which

obviously increases your editoria expense.

“The Chinamarket isindeed a challenging one. Potentia is tremendous, but the
challenges are formidable. We have a 19-year experience with China, testing the market
with four different publications, but only planning to publish two in 2001, a four-issue
frequency basis. In order to provide a better quality database of names, as well as
providing improved editoria quality, we have recently hired Aiming Y ang, who grew up
in China, but holds aPh.D. from an American University. During the past 24 months we
havein fact created our own database of names and have entered them into our own
computer system in Chinese. It is an expensive process, but we feel that it will payoff in
the form of quality inquiries for our advertisers, which can continue to be primarily
European firms or American firms exporting into China. We are starting to develop some
local Chinese advertising, and we think China’'s entry into the WTO should enhance
opportunities to publish magazines in the China market. Patience isindeed avirtuein this

market.”

I ntertec Publishing, A PRIMEDIA Company - Overland Park, Kansas
Cameron Bishop, President and CEO

“Weare retrenching significantly for the China market, pulling back on
partnerships and joint ventures. We began publishing in Chinain 1981 and have been
doing so off and on ever since. We pulled out completely for two years after the

Tianemen Square incident. At our peak two years ago, we were publishing about a dozen
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titles and we have about four planned for 2001. And these will be amix of annual and

quarterlies.”

Some of the factors influencing the Intertec cutback are:

Sales difficulties. Leading U.S., European and Japanese companies who have
been investing substantially in the market over the past several years without
realizing anticipated sales gains are now holding back on advertising and
marketing support. Some who have waited out a series of “5-year plans’ are
skeptical about the next five, taking a more conservative approach.

I n-country operational problems. Regulations and internal politics continue to
cause problems. Even experienced in-country licensees run afoul of new
directives that impact publishing operations, causing unanticipated expenses and
delays. An, there continues to be confusion and difficulty in obtaining the
necessary publishing licenses required to publish magazinesin China.
Fiercelocal competition. Hot markets like high tech and telephony that have
been lucrative targets for outside publishers, are now inundated with cheap, tough,
local competition. Local publications offer ad rates at afraction of the outside
competitor’ s rate. Quality isnot afactor. Nor is verified circulation. Priceisthe
main consideration.

Sales effort priority. The Intertec sales organization needs to cover a multitude
of other new business opportunities, not only in international publishing, but in
recent ventures for the internet. The nature of the sales team isto go after those
opportunities that are more immediate and profitable. Ad sales for the China
publications get less priority because they are especially complex and time-

consuming.

I DG (International Data Group, Inc.) - Boston, Massachusetts

Hugo Shong, Managing Director - Asia

“IDG entered the China market in 1980, to establish the first Sino-US joint venture
company to publish China Computerworld weekly. Now, we have 20 publications in
China- trade publications such as China Computerworld, PC World China, China
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Network World, Electronic & Computer Design World, Telecom World etc. and
consumer publications such as Cosmopolitan China, Esquire China, etc.- which are all
the market leadersin their own fields. Needless to say, they are all very profitable.

Our successful experiences include the following:
1. Longterm commitment. IDG has been operating successfully in Chinafor 20 years,
and has built a great working relationship with our partners as well as the government
agencies, which recently awarded us the renewal of our joint venture contract for another
10 years - the second time of such renewal (in China, the length of the joint venture
contract runs ten years).
2. Value-adding management. IDG has been adding alot of value to the management
of the publications, aswell as the training of the teams to provide the top-quality
editorials and services to the readers and a so to the vendors.
3. Tointroducetheworld's best practices and publishing disciplinesinto China. For
example, IDG has over 300 publications in 82 countries, and we have arranged to set up
regular meetings for all the Chinese publishers to get together with their counterparts
from other countries for them to learn the best practices from other countries. And al <o,
IDG helped to introduce BPA into Chinain 1994 as our publications were the first to use
the BPA audit, starting in 1994. In other words, we have been trying to help our
China-based publications to catch up with the world's most advanced publishing

standards.”

Meister Publishing Company -Willoughby, Ohio
Gary T. Fitzgerald, President

“Meister isfocused on specialty agricultural markets worldwide. The China market
offersinteresting potential asits agricultural capabilities are developing to not only
provide a more balanced diet for its burgeoning population but also abase for global
trade. We have faced severa unique issuesin exploring this market potential which may
have application for others. Here are afew:”

1. Businesspresencein the Far East --- several of our international publications have
distribution in and commercia support from Japan, Taiwan, and other countriesin the
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region. This has been a significant impediment in certain geographic regions within
China dueto difficult politicd + cultural relations.

2. Electronic media--- the land mass of Chinaisimmense and the population outside
the major citiesiswidely dispersed. Many advertisersview TV asthe most effective
mediato reach therural areas of China. TV isamore entrenched competitor thanin
many other markets.

3. Socioeconomic factor s--- the government ( national, canton, + local ) provides
economic incentives as atool for employment and the maintenance of basic income
levelsin certain rural areas. Be careful in using population-based measures of market
potential. True purchasing power can be distorted by these support systems.

4. Export development --- the regions and markets in China which have identified
export trade as a growth target in the 5 Y ear Plan are good prospects for commercia
support in international trade publications. These clients are anxious to communicate
with the global market. It raisestheir prominence in China. This business can be

devel oped without facing many of the in-country hurdles.

Dana Chase Publications, Inc. - Oak Brook, Illinois
Susan Chase Korin, President

“We currently publish one publication in the Chinese market and its frequency is
three times a year. The hopeis to increase the frequency to four timesayear. Some of
the challenges we have experienced in the five years we have been publishing in the

Chinese market are below.”

1. Circulation List: Itisdifficult to create your own list from scratch. Initially we were
very dependent upon the membership lists of government ministries. Many times
these issues are delivered in bulk and you lose control over the delivery process.

Over the years we have built up the list through our own sources, but thelist is
maintained by our partnersin China. We do not have the in-house capabilities to
maintain a Chinese character database. Nor do we have an effective way to spot
check the information. You definitely lose a certain amount of control when your list
is maintained by an outside source.
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2. Choosing a Partner: Our first partner was located in Hong Kong and while there
were advantages to this, particularly in the ability to effectively communicate, the
amount of time necessary for delivery to mainland China and the cost of delivery both
increase. We had to allow three weeks for delivery, which affects your production
schedule and the amount of time you have to sell ads.

Another difficult cultura situation isthe number of national holidays taken by the
Chinese. Many of them are 3-5 dayslong. This can obviously play havoc with your
production schedule and it’s also impossible to reach anyone during those times.

3. Competition: The publishing business has exploded in China over the last few years.
Whatever market you cover there will most likely be alocal publication covering it.
Many local publicationstry to serve both manufacturers and suppliers. We have
found in our industry that most publications are produced on newsprint-like stock
with little 4/C processing (obviously reducing costs). They often claim exorbitant
circulation numbers without any type of audit statement. Advertising rates are often
50-75% less than our page rates. Thereforeit isdifficult to build up alocal
advertising base, because they are unable to afford our page rates. For this reason,
our advertising base consists mostly of western companies. We do have local sales
representation in an effort to cultivate domestic advertising.

4. Frequency: One of our advertisers biggest complaints, especially Asian advertisers,
isthe need for greater frequency. Itisideal to have at |east a4 time frequency if not
larger, but often times thisis difficult when the advertising support ismainly U.S. and
European.

5. Local representation: In addition to sales representation, local editorial
representation is necessary. Not only to cover the domestic market but to cover trade

shows and press events. Participation in local trade shows is aso important.

CCI AsiaPacific Ltd. - Hong Kong
China editions of Fortune and Time
Tom Gorman, Chairman
CCI AsiaPacific, established in 1975, was one of the earliest publishing ventures
to break into the China market. Here are some pointers from Chairman Tom Gorman:
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“A dilemmafacing U.S. and European specialized business magazine publishers
who launched Chinese editions (mostly on an annual frequency in the 1980s) is that |ocal
and international competition has intensified. An annual frequency is not realy
sustainable any longer, and investment is needed to improve circulation list quality and
editorial relevance, and increase frequency

“A very common refrain among mediabuyersin Chinais‘ Give me quality
magazines and you'’ |l get a shot at our budget.” In other words, if magazine publishers
take the challenge, there is indeed a market for them in China.

“Careful market research is essentia in this fast-changing market, and it pays off.
We spent three years researching the launch of Fortune China, and it became profitable
in its second year of publication.

“Don’'t be mislead by the poor production quality of many local magazines.
Chinese consumers are avid and discriminating readers who have a multitude more
information sources available to them today than they did ten years ago. It paysto

research what you readers want, and to continue that process as you go along.”

Aviation Week & Space Technology— New York, New York
The McGraw-Hill Companies
Ken Gazzola, Publisher

"We have published in Chinafor nearly 20 years, using various business models.
Highlighting the pros and cons of each might be useful to the users of this publication.

As background, Aviation Week & Space Technology is the leading
English+language trade magazine for aviation and aerospace professionals worldwide.
Since the early 1980s, we have considered Chinato be an important developing market,
best served in the local language.

When we first entered Chinain 1984 , we did what many other publishers did.
We made atranglated version of AW& ST, printed it in Hong Kong, and delivered it
through a Hong Kong partner, with four issues per year supported by North American
and European advertisers.

By 1987, we recognized that Chinese aviation and aerospace officials and
professionals needed local content with a more consistent frequency, through an

32



organization they knew and trusted. Also, that we needed alocal partner. So we partnered
with the local ministry for aviation and aerospace, and their flagship publication,
International Aviation.

In the wake of Tiananmen Square, when the ad market slowed dramaticaly, we
continued our commitment and strengthened our relationship with our Chinese partners
and friends. We now have abond of mutual trust where we communicate by email almost
daily.

Since 1993 we have provided editorial, and external marketing support, to
complement their local base of circulation and advertising.

Our business has grown, and our presence continues to get more sophisticated --
we've had a BPA audit on International Aviation since 1999, and we're teaming on the
Web and with events as well asin print.

Chinais now one of the top 10 aviation markets, and the fastest growing, >and
we're till in alearning and teaching mode with our local partners. After nearly 20 years,
Chinastill requires a patient, localized approach. With all the government rules, and
cultural differences, the only way to succeed is with a competent and committed local
partner... let each other do what they do best, communicate regularly...and above al don't
run away when things look bad."

Asia-Pacific Dental News- Hong Kong
(A Havas MediMedia publication)
John M. Schwartz, Founder

“Here are some of the things we learned in '85 when we started publishing Asia-
Pacific Dental News:

In certain industries the activity in the Chinese market may not warrant an
exclusively Chinese publication yet the PRC may represent a segment of the overall
AsiaPacific business that cannot be ignored. Advertisers knew they had to begin to
develop a presence in China but needed to cover their expenses with revenue from
existing profitable marketsin SE Asia, Koreaand Australia/NZ.

Based on the above premise we produced a bi-lingual publication with a
circulation mix of 75% to Australasian markets and 25% to China. Thismix allowed ad
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managers alogical way to support Chinawithout detracting from the more profitable
markets.

One of the surprising things we discovered was that many of our readers outside
of China, who were al'so Chinese speakers, read the Chinese tranglation as opposed to the
English. We accommodated this by publishing each issue in both English and traditional
Characters and English and Simplified characters. Thisis easily done asthereisa
software program that will automatically convert characters. We made a point of printing
all Chinese text in black making it simple to switch the black plate during a press run
thereby minimizing our cost.

Our PRC readers were delighted to receive a high quality magazine printed in
Hong Kong that addressed regional as well as China specific issuesin their own
language. The advertisers were equally delighted to find brand awareness increase far
beyond what they would normally expect from the small amount of advertising
investment allocated to China.

Printing and mailing in HK to Chinaand the rest of Asiaisidedl ...lots of high
quality printers, abundant letter shops and one of the world’ smost efficient post offices.
In addition the fact that the HK dollar is coupled with the greenback makes for amore
stable monetary environment.

Although the circulation ratio has changed somewhat over the past 15 years, with
abias toward China, our initial formula has, and continues, to work well for both the
Chinese readers and our advertising partners.”

Penton Media, Inc. - Cleveland, Ohio
Excerpts from a presentation given at M2 Conference, March, 1999:
Quotes from potential advertisers when asked about their interest in a China edition...
“Chinais not the same boat as Japan or Korea. The reason our company has stayed
committed to the Chinese market is people, growing business segments and high
potential .”
“There will be a huge demand for our devicesin Chinawhich will command more
attention from us.”
“Chinais avery rough diamond today but you can’'t be late to the mind.”



“Detailed readership datais crucia. The days of taking publishers on face value are

over...”

“Chinais abig market for us. The competition to convert a customer isn’t asfierce as
itishere, aslong as you find them first.”

American Business Media Publishers Experienced in the China Market
One of the best waysto get arealistic perspective on publishing in the China market isto

talk with your peers who have had hands-on experience past or present in dealing with
China's complexities and opportunities. Among them are:

Advanstar

Aviation Week & Space Technology
CCIl Asia-Pacific Ltd.

Dana Chase

Havas MediMedia

IDG

Intertec Publishing, A PRIMEDIA Company
M cGraw-Hill

Meister Publishing Co.

Miller Freeman

Penton Media, Inc.
Simons-Boardman

Watt Publishing

Other I mportant Publishers Experienced in the China Market

Cahners Reed Elsevier
Emap Timelnc.
Hachette Fillippachi TimesMirror
Havas MediMedia Twin PoplarsLtd.
Hearst Walt Disney
National Geographic Zenith Media Asia
Newswseek Ziff-Davis
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Practical Advice on Doing Businessin China

From Alan Turley, Minister Counselor
Commercial Affairsat the U.S. Embassy, Beijing, China'®

Do your due diligence —twice. Some firms believe that Chinais so different and
so opague that they cannot obtain the information they would usually require, so they
enter the market without it. Thisisfoolish. It isdifficult to perform due diligencein
China, but not impossible.

Choose theright partners. Before you settle into along-term relationship, take
time to get to know your potential partners. Visit their facilities. Talk to their employees,
clients and competitors. And remember that your partners are not just the firms you want
to joint venture with, but everyone you do business with: your distributors, your
customers, your suppliers and your advisors.

Pay attention to “guanxi.” A lot issaid about Chinese “guanxi” (relationships).
Most of it is garbage. Relationships are important everywhere, not just in China. The key
things to remember are that good guanxi is a network of relationships with people at
various levels across a broad range of organizations and that guanxi is created and
cultivated. A partner whose “guanxi” consists of asingle relationship to akey
government official isusually not a good partner—you want to be supported by a
complex web, not single string. With manners, diligence, courtesy and goodwill, you can
construct your own web of supporting rel ationships.

Don’t be afraid of the short-term. Many U.S. firms are attracted to China by its
long-term potential. Long term plans are great, but the rapidly changing Chinese market
often presents excellent short term opportunities. American firms should not be afraid to
avail themselves of an opportunity that may disappear in ayear or two.

Beflexible. Chinais unique. Where else can you find “a socialist market
economy with Chinese characteristics’? The Chinese legal and regulatory regme can
force firms to find creative solutions to business problems, but Chinais large enough and
growing rapidly enough to be worth some flexibility.

> U.S. & Foreign Commercial Service, “Contact China’ report
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Don’'t be afraid to say “no.” The Chinese market may not be right for you.

Y our products may be too advanced, subject to prohibitive tariffs, banned from import or
otherwise unsuitable for this market. Know what your bottom lineis. Chinais changing
so rapidly that the idea that you must be in Chinatoday to compete in fifteen yearsis
rubbish. Being out of the market is better than losing money in the market.

Chinaisnot a single market. From Harbin to Haikou, from Canton to Kashgar,
China encompasses diverse topographies, climates, cultures and peoples. There arefive
languages on the Chinese currency and Chinese “dialects’ (such as Shanghaiese or
Cantonese) are actually mutually unintelligible languages. Provinces and cities compete
fiercely for investment and trade, and regional protectionism is a big problem for Chinese
firms—let alone foreign firms. To help you take a regional approach, U.S. & FCS has
officesin five citiesin the PRC and one in Hong Kong.

Get professional help. Don’'t sign a contract or agreement that hasn’t been
reviewed by aqualified local attorney. If you need office space, hire a professional
realtor. Reputable, reliable, professional service providersareincreasingly availablein
China, so use them.

And hirean interpreter. Interpretation and translation are professional skills that
firms neglect at their peril. Being bilingual does not qualify oneto interpret and having
your professionally written, carefully concelved product literature translated by a
graduate student from alocal Chinese university will not impress your clients. If
communication isimportant to your business, hire a professional interpreter.

Be polite. Be tough, be firm, but be polite. The two most important wordsin

Chinese are “xie xie,” which mean “thank you.” Learn them and use them. Often.
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Key Contacts/ Resour ces

There are many excellent sources of information and contacts available for publishers
interested in the China market. Among the most helpful are:

The United States-China Business Council. This private, non-partisan group is
the principal organization of US companies engaged in trade and investment in
the PRC. It ,was founded in 1975 and now serves more than 250 corporate
members. The US-China Business Council provides a multitude of services and
activities focused on the business of doing business in China. It publishes the
leading journal on China trade and investment, the bi-monthly China Business
Review. The magazine is available to U.S. subscribers for $99 per year, and it also
provides an online version. The US-China Business Council also produces China
Market I ntelligence a newdletter for members, and many other useful reports and
guides that are up-to-the-moment on the China market.

US-China Business Council
Suite 200

1818 N Street NW
Washington, DC 20036

Tel: 202 429-0340

Fax: 202 775-2476

Website: www.uschina.org

U.S & Foreign Commercial Service Offices in China. As part of the
Commercial Section of the U.S. Embassy in China, the FCS offers a wide range
of services and assistance that facilitate marketing in China. These include
counseling of business visitors, programs to identify agents and arrange business
appointments, and help in locating information and getting started in China. The
Commercial Section also supports trade shows and match-making events,
American Trade Missions to China and Chinese Buying Missions to the U.SA..
The FCS provides excellent, detailed reports and data, such as “Contact China,”
the comprehensive guide for doing business in the PRC.

U.S. & Foreign Commercial Service

U.S. Embassy

2 Xiu Shui Dong Jie

Jianguomenwai

Beijing, China 100600

Tels: (86-10) 6532-3831

(86-10) 6532-3431
Fax: (86 10) 6532-3297

Another key U.S. government contact in China is.
U.S. Information Technology Office (USITO)
C314, Lufthansa Center Office
50 Liangmagiao Road
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Chaoyang District

Beljing, China 100016
Tel: (86-10) 6465-1540-42
Fax: (86-10) 6465-1543

e American Chamber of Commerce, PRC. This Chamber represents some 600
American companies doing business in China. It is a primary point of contact and
exchange for American business people in China, and serves as a bridge between
U.S. business and Chinese government officials. The Chamber promotes the
development of trade, commerce and investment. It provides a host of programs
and services, including speakers and briefings, business surveys, a monthly
magazine, and detailed contact information on resources in the China market.

American Chamber of Commerce
Suite 1903, China Resources Building
No. 8 Jianguomenbel Ave.

Beijing, China 100005

Tel: (86-10) 8519-1920

Fax: (86-10) 8519-1910

Chinese Ministries and Agencies

e Chinese Embassy in Washington, D.C.
2300 Connecticut Ave. NW
Washington, DC 10008
Tel: (202) 328-2500
Fax: (202) 588-0032
(China also has Embassy officesin New Y ork, Chicago, Los Angeles, San
Francisco and Houston)

e State Pressand Publications Administration
Department of Newspaper & Magazine Publishing
Liu Bo, Director
85 Dongsi Nandagjie
Beijing, China 100703
Tel: (86-10) 6512-4433
Fax: (86-10) 6512-7805

e Publicity Department, Communist Party of China
Publication Bureau
Deputy Directors: Song Zhenling, Wu Shulin, Zhang Xiaoying

State Council Information Office

22 Anyuanbeili, Chaoyang District

Beijing, China 100029

Tels: (86-10) 6491-2479; (86-10) 6491-2924; (86-10) 6491-2979
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e Ministry of Communications
11 Jianguomennei Dagjie
Beljing, China 100736
Tel: (86-10) 6529-2215
Fax: (86-10) 6529-2201

e Ministry of Culture
83 JiaDong anmen Beije
Beijing, China 100722
Tels: (86-10) 6555-2035 / 6555-1934
Fax: (86-10) 6555-1934 / 655-1959

e Xinhua Publishing Services
Beijing, China
Tel: (86-10) 6307-4590

e Statelntellectual Property Office
6 Xituchenglu, Jimengiao
Haidian District
Beijing, China 100088
Tels: (86-10) 6209-3289 . 6209-3276
Fax: (86-10) 6201-9615

Some Major Services Operating in China
Thefollowing arelisted by the U.S. & Foreign Commercial Services office in Beijing,

China. Contact the FCS for current addresses and phone numbers.

ADVERTISING

BNI Information Co., Ltd.
ComputerCraft Co. Ltd.

Dentsu Young & Rubican

DMB&B (HK) Ltd.

Elegance Design & Graphics Co. Ltd.
Grey China

J. Walter Thompson

Leo Burnett BJ Branch

Meridian Photographic & Design Studio
Ogilvy Public Relations Worldwide

PPI (Pacesetter Pictures International)
Saatchi & Saatchi, Great Wall Advertising Co., Ltd.

ACCOUNTING
e American Appraisal Hong Kong Ltd.
e Arthur Andersen-Hua Qiang, CPA
e Deloitte Touche Tohmatsu Shanghai, CPA
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Ernst & Young HuaMing
KPMG Peat Marwich Huazhen
PricewaterhouseCoopers

CONSULTING

AlphaUltima, Inc.

Amer-China Partners Ltd.

Anderson Consulting

APCO Associates, Inc.

A.T. Kearney, Inc.

Bain & Company China, Inc.
Bossart LLC

China Concept Consulting (Beijing, Head Office)
ChinaLink (Beijing Office)
ChinaU.S. Business Advisors, Inc.
Communication Consulting

Deloitte Touche Tohmatsu Shanghai
Dun & Bradstreet International Consultant (Shanghai) Co., Ltd.
ERM Environomics

Ernst & Young HuaMing
Fleishman-Hillard Link. Ltd.

Gallup Research Co. Ltd.

GML Consulting, Ltd.

Great Poplars Co.

Jett Group, Inc (China)

KPMG Peat Marwich Huazhen
Kroll Associates (Asia) Ltd.
LionBRidge

McKinsey & Co., Inc., China

MTI Beijing Rep Office

NAGA

Pacific Business Development, Inc.
Pacific Resources International LLC
Pinkerton (China) Ltd.
PricewaterhouseCoopers

William Kent International, Inc. (WKI)

COURIERS & SHIPPING
Allied Pickfords

Bax Global, Ltd.

Crown Worldwide (China) Ltd.
DHL-Sinotrans

Federal Express Corp

Global Silverhawk
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e Interconex Int'l Moving and Shipping

e Sealand Service (China) Co., Ltd.

e Sino Santa Fe International Service, Co.
e UPSParcel Delivery Service, Ltd.

e World Shipping America, Inc.

HUMAN RESOURCES/ EXEC SEARCH
GML Consulting, Ltd.

Hewitt AssociatesLLC

Korn/Ferry Beijing Rep Office

Spencer, Stuart, Ltd.

Sterling Enterprise (China) Inc.

William M. Mercer Pty., Ltd.

INTERPRETATION / TRANSLATION
Academia Sinica (Beijing Innova)

Beijing SPEED Trandation & Interpretation
Beljing Winband Trandation Service

Beijing Willard Ding Trandation

Carson Trandlation

Herald Trandation

SinoFile Information Services, Ltd.

Skadden, Arps, Slate, Meaghenm, & Flom LLP
e SyndiaTrandation

LAW FIRMS
Beijing...
e Baker & Mckenzi

e Becker & Boliakoff, P.A.
e Brown & Wood
e Chaand Pan
Coudert Brothers
Gibson Dunn & Crutcher
e Graham & James
Haythe & Curley
L eboeuf, Lamb, Greene & Macrae
Morrison & Foerster
Paragon
Paul, Weiss, Rifkind, Wharton & Garrison
Shearman & Sterling
e Skadden, Arps, Slate, Meager & Flom
e Sullivan & Cromwell
Shanghai...
e Altheimer & Gray
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e Bryan & Cave

e DavisWright Tremaine

e Jones Day, Reavis & Pogue

e Kaye, Scholer, Fierman, Hays & Handler

e O Médveny & Myers

e Sidley & Austin
Guangzhou...

e Deacons Guangzhou Office

e Frederick W. Hong

e Mezzullo & Maccandish
Washington DC...

e Thompson Coburn LLP

PUBLIC RELATIONS
e APCO Associates
BSMG Woldwide in Association W. Strategy SXXI
Burson-Marsteller
Edelman Public Relations Worldwide
Feishman-Hillard Link, Ltd.
Hil & Knowlton Asia Ltd.
Ketchum Newscan
Oglivy Public Relations Worldwide
Ruder Finn Abbott

PUBLISHING & PRINTING
e ASM Yashang Information Technology Co. Ltd.
e BNI Information Co., Ltd.
e ComputeCraft Co., Ltd.
e Elegance Design & Graphics Co., Ltd.
e Empire Quick Pring
e Great Poplas Co.
e Kinkos Copy Center

RESEARCH & INFO SERVICES
Ac Neilson SRG China
Ameri-China Partners Ltd.

Andersen Consulting

Bloomberg

China Link

Dow Jones & Co.

Dun & Bradstreet Information Services
Gallup Research Co. Ltd.

e Internet Securities

e Kroll Associates
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Pinkerton (China) Associates
SinoFile Information Services, Ltd.

TRADE SHOWS & EXHBITIONS

Reading References...

Fairs and Exhibitions

CCPIT

Beijing, China

Td: (86-10) 6802-0229

Fax: (86-10) 6803-0747

China and Over seas Exhibitions
Economic Daily Publishing House
Beijing, China

Tel: (86-10) 63490-0061

Fax (86-10) 6301-8188

Industry Shows and Trade Fairs...
Contact U.S. Foreign & Commercia Service for current dates and locations.

Auto China (Automotive)

Computer World Expo (Computers/Networking)
Comdex CHINA (Computers/Networking)
ChinaNational Medical Equipment Fair (Healthcare)
Sinomed (Healthcare)

Chinamed (Healthcare)

China Parm (Healthcare)

China Building (Housing)

IT China Solutions (Semiconductors & Software)
NepCon (Semiconductors & Software)
E-Commerce (Semiconductors & Software)
PT/Expo Comm (Telecommunications)
SuperComm (Telecommunications)

China Transpo (Transportation)

|mportant Websites

American Chamber of Commerce: www.amcham-china.org.cn
US-China Business Council: www.uschina.org

US Consulate in Hong Kong: www.usa.gov/posts’hong-kong.html
US Commercia Service: www.usatrade.gov

US Department of Commerce: www.doc.gov

US Embassy in China: www.usembassy-china.org.gn

US EximBank: www.exim.gov

US National Trade Data Bank: www.stat-usa.gov
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US Trade Representative: www.ustr.gov

Chinese Embassy in Washington DC: www.china-embassy.org

China Concept Consulting: www.chinaconcept.com

China Council for the Promotion of International Trade: www.ccpit.org
China Business World: www.chinadaily.net

ChinaBig Yelow Pages: www.chiabig.com

China Books and Periodicals: www.chinabooks.com

China Vista; www.chinavista.com/business’/home.html

ChinaY ahoo: www.glochinese.yahoo.com

Cool China: www.coolchina.com

Complete Reference to China Websites: www.aweto.com/china
Sinofile: www.sinofile.com

SinoSource Search Engine for Chinese Companies: www.Sinsource.com
Surf China Engine: www.surfchina.com

Shaodaola Search Engine: www.zhaodaola.com
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