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This 52nd China Trader has some formatting and content changes which are

designed to increase its ‘user friendliness’.

1) Merged double columns will halve scrolling times, with a nod of respect to the
ancestral Chinese scrolling system, though that was horizontal and comprised
tied strips of bamboo.

2) ‘Services’ and ‘Tip-offs’ sections are being added to the existing ‘Events’ and
‘Quotes of the Month’ to supply more useful background AND ‘soft’ news.

The week long,
fifth-yearly, 17th Party Congress opened Monday 15th October.



China Trader September/October 2007 page 2

The agenda was dominated by reforms designed to match the economic reforms
which have been the principal drivers of China’s development since 1978.

Importantly, they have generated leadership changes whose effects will shadow the
next 15 years, at least.

Significantly, the congressional opening was preceded by a declaration from Party
Spokesman, Li Dongsheng, that ‘We'll never copy the western political system’.

Reforms to be enacted at this once-in-five-years gathering appear to spotlight:
= the rich-poor divide.

» widening the net of public participation in the Party. (I.E. that means the
embracing of the ‘New Rich”).

The declared prime objectives were elections to 1) the Central Committee; 2) the
Politburo - by the 2,213 Party delegates. This year, they were joined for the first
time by The Three Influential Veterans: Jiang Zemin, Li Peng, and Zhu Rongji

Continuity and stability seem to be the themes (and perhaps a little complacency?) -
spokesman Li says that ‘The majority of people have enjoyed real benefits from
reform.” He's brushed away public discontents such as illegal land robberies and
pollution. (http://news.bbc.co.uk)

The bank’s ‘Doing Business 2008’ survey,
ranks 178 countries every year according to how easy it is to do business.

NZ is 2nd to Singapore, where among other criteria, it takes less than five days to
get a business running. (In Congo, ranked worst at 178" - it took 155 days to open
the doors). US was no3.

China now ranks 83rd, and it takes 35 days to open. But it's now moving ahead in
great strides. India, another Flavour of the Month, was also well down, at 120th.

The bank bases its calculations on ten quantitative measurements of the regulatory
environment as it applies to private business enterprises.  (www.economist.com)

China’s Finance Minister, Xie Xu
Ren, has announced the establishment of a vehicle for global investment activities -
the China Investment Corporation. It's a little like NZ's defunct DFC - but very much
alive, with initial paid up capital of US$200m (China’s forex reserves presently
exceed US1.3trill).

Its main targets are expected to be natural resource businesses, such as NZ dairy,
fibre, fishing and forestry companies. (CITIC has already been active in NZ, a
decade ago. Iron sands and southern forests were the targets then).

There are signs that Africa, Central Asia and Siberia are priority areas.

Analysts are predicting that CIC may be able to transform the flows of global invest,
much as the Americans have in the twentieth century - and the English in the
nineteenth. (www.bbcnews.com)

The Chinese
government has begun a trial in Hong Kong which, if successful, is likely to have a
significant effect on patterns of both domestic and global investment.

For the first time, Chinese investors are permitted to invest ‘overseas’ in Hong Kong -
thus releasing them from their domestic *hobbles’.
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It's hoped that this will take some of the ‘irrational exuberance’ out of the SSE
(Shanghai Stock Exchange)

REF. China Trader #51. (www.fxcm.com)

At mid-August, the SSE index was up
86.8% from Dec 29th, 2006. (www.economist.com)

The opening for business of a
regional Asia internet domain is yet another sign of NZ's neighbour’s arrival at the
world’s ‘Top Table'.

Governmentals and businesses alike can now register their interest in specific domain
names, E.G. www. ‘my name’.asia.

There’s a reserved list for ‘governmentals’ which they can access; while businesses
must own registered trademarks.

The General Public will have its chance from February 2008.

The whole process is being managed by the DotAsia organisation, which in turn has
been approved and supported by ICANN (Internet Corporation for Assigned Names
and Numbers).

The Asia Domain extends from Australasia to the Middle East. Presently, its running
in Latin characters, though the plan is to expand into local scripts in due course, a
process being trialled by ICANN already.

Contested names will be auctioned through DotAsia.
The Internet Society of NZ (InternetNZ) is the local contact.

DotAsia’s following closely the example of the European Union (E.G. www.
‘yourname’.eu) which opened in April last year - while China, too, already has its
popular *.cn” domain.

DotAsia’s likely going in the first instance to be especially useful to regional players
already operating with trademarks which need defending against regional
competition. (http://news.bbc.co.nz;http://pioneer.domains.asia;www.registry-asia)

The New York price has just hurdled the US$90
mark, followed closely by London’s Brent Crude - the highest in a decade. (As high,
comparatively, as it was in the Seventies, when the equivalent price was over
US$90pbbl.)

This price is thought to reflect buyers’ underlying fears that we are at ‘The Tipping
Point’ whereby supplies are never again going to cover global demand.

Whatever, the immediate reasons for the peak are:
»  Arrival of Northern Hemisphere winter
* |ow inventories

= continued political insecurities in the Middle East, home to 60% of confirmed
reserves.

» continuing lack of refining capacity, likely to continue for at least five more
years.

BUT ... OPEC has however agreed to increase supplies of CRUDE by 1/2m bbls a
day, starting next month. (http://news.bbc.co.uk)
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NZ production from Taranaki’s Tui is now covering 30%
of the country’s petroleum imports, and is expected to be worth NZ$159m a year.
Imports are currently costing around NZ$489m a year. (www.westpac.co.nz)

Both the IMF and OECD are predicting that the American mortgage scam/credit
‘crunch’ IS going to puncture the happy global growth cycle of the last few years.
ESPECIALLY, believes IMF, ‘some countries which have a high dependency on
external finance.’

What's going to make adjustment all the more difficult, thinks IMF, is that this
reversal comes on the tail of *... an exceptionally long period of benign conditions in
international economic markets.’

In any case, it's certainly hammering the US - the latest housing stats show another
decline - -8%, the worst since the Wall St. Crash.

ON THE OTHER HAND, IMF predicts ‘... most EMERGING ECONOMIES (E.G. China or
India) remain relatively robust.’ (http://news.bc.co.uk)

It's true - the American
mortgage defaults/housing slump is infecting the world, confirms IMF. And it's put a
figure on it: 0.4% off next year's global growth. The Fund’s ‘World Economic
Outlook’ has just been revised downwards to a nevertheless still respectable 4.8%.

IMF says the Financial sector is the greatest threat to the global economy - AND
things could get worse.

It reckons US growth will be knocked down to only 1.9% - China’s to 10% (from
11.5% this year). (http://news.bbc.co.uk)

Reserve Bank and Westpac analyses show
NZ growth heading back up to 2%yoy (year-on-year); the 2nd quarter national
account deficit, at 8.2% of GDP, was better than the experts were predicting.

And thanks to lower import and export prices, the 2nd quarter trade balance was on
a 28yr high, at +0.6%. Fishing, forestry and mining, all being export-oriented (along
with dairy) played a positive role - though there are signs of dairy prices moving
onto a plateau, according to Westpac.

Domestically, overall migration is 40k,down to 15k net - well down on the 2003
peak.

Unemployment, at 3.6%, is low; and wages are up. So is spending.

And although home sales are weakening, home building consents, especially for
apartments, continue upwards.

(Westpac reports a significant connection between net migration and home prices:
1% increase in net immigration has a10% impact on prices). Home price inflation is
up 5.1%, about double the CPI (Consumer Price Index).

Both Reserve Bank and Westpac reckon however, that NZ's inflation is threatening to
burst out of the cage. Depending on what you read, it's 2.5% now, and will have
topped 3.5% within the next three years.

Expect the cost of borrowing to keep heading skyward, with all that implies for
investment and growth maintenance. (www.westpac.co.nz).
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World prices
for dairy products more than doubled last year, in a sector where NZ holds 40% of
world trade. NZ production, however, only increased 2%.(www.wib.westpac.co.nz)

Tourist traffic from China has grown this year
by 19.6%, another bonus from high rates of PRC expansion.
(www.statisticsnz.govt.nz)

According to China Customs figures, the volume
of still wines imported from NZ last (July) year doubled, from 134.4k litres, to 286.7k
litres - worth US$2m.

Three years ago, the figure was only 35.2k litres. According to the Chinese, NZ is
therefore now ranked 11th on its list of suppliers, a long, long way behind France
and Australia, who are first and second respectively.

Re-exports through Hong Kong are not included.

The resemblance of NZ styles to those of the French is a clue to the potential?
(www.nzwinemarketing.com:World Trade Atlas)

I Productivity improvements
which exceeded 2.3%pa a decade ago, slumped to around 0.5% in the period 2000 -
2006. According to Westpac analysis this gives NZ non-inflationary growth potential
of -3% to +4% a year. (www.wib.westpac.co.nz)

""#$%0 People’s Bank of China has lifted its
interest rates for the fourth time this year, a measure of its worry about the heat in
the economy - and in the share market particularly.

Analysts are picking yet another rise before the end of the vyear.
(www.bbcworldservice.com)

China’s National Bureau of Statistics last
month reported consumer prices up 6.5%yoy.

This is double the official expectation, and the highest in over a decade.

Food prices are the problem, and a socio-politically sensitive problem it is, on the eve
of the Party Congress.

Pork’s up over 70%yoy - poultry, eggs and edible oils, 20-30%.
Causes: & disease, and consequent culling
= animal feed prices (cereal shortages)
»= competing demand for cereals (animal;vehicles;people)
= poor harvests

» ‘gentrification’ of the Chinese consumer, leading to increasing
demand for protein-rich diets.

Price increases in everything from dumplings to pork are making family food
sufficiency a real worry for the 700m Chinese thus far left out of the galloping
collective wealth accumulation.
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Worse, the Chinese are the real casualties of the lengthening list of food
adulterations being exposed almost daily. Increasingly, people are starting to fear
the food they buy.

There’s more - the Chinese Academy of Social Sciences reckons that the Index is
insufficiently weighted to record the rising housing costs (housing’s 14% of the
Index; Food 33%). This is thought to be because local government officials (heavily
‘involved’ in property development) find concealment of the trends to be beneficial.
(www.bbcnews.com;www.guardianweekly.co.uk;www.economist.com).

The official inflation estimate for the year, overall, is 4%.

Actually, inflation has been creeping back up since 2000, and has provoked riots in
Sichuan and Hunan provinces this year.

Inflation reached 27% in 1995 - and 28% in 1988. Just before the ‘Democracy
Movement’ in 1989. (www.thomsondatastream.com)

Yet another global survey ,Eurasia
Group’s ‘Global Political Risk Index’ of 24 countries ranks Korea and Hungary as the
most stable, Pakistan, Nigeria and Iran at the bottom.

China is in the middle, ahead of South Africa, India and Russia.

The Index measures the countries in the survey according to their ‘stability’ in four
dimensions: economy; society; government; security. 100 is perfect; zero is ‘don't
go there’. E.G. Korea is 78; CHINA 62; Pakistan 43. (Eurasia Group)

1 The Economist commodity-price Index shows that
while metals prices have fallen since the onset of the global credit squeeze, the Food
index has climbed 13% since May, and continues to climb.

E.G. wheat’s up over 30%. (www.economist.com/indicators)

() Last month saw the third recall of toys by this American
multinational market leader - this time coinciding with the suicide of a co-owner of
Mattel outsource, Lee Der Toy Co. He hanged himself, but not before he'd ensured
that everyone of the factory’s 5,000 workers had been fully paid up.

I

At the same time, remarkably, another American multinational market leader, Toys
R Us also reported it had recalled 27,000 crayon sets because they too had just
discovered high levels of lead in the paint coating the wooden boxes in which the
crayons were packaged.

Also remarkably, Mattel has now admitted that the root cause of the original recalls
was in its design of the products - and hence of the specifications issued to its
Chinese sources.

The company has apologised accordingly to its sources, and to China.

‘The VAST MAJORITY of these products that we recalled were the result of A FLAW
IN MATTEL’S DESIGN’, confessed VP Thomas Debrowski in China.

Apparently the company has been inspecting all consignments, auditing those of its
surviving suppliers, since the first recall, over a month ago.

Well before this however, the Chinese government has been scrambling to limit the
damage to ‘China Inc.”:

= It has revoked the manufacturing licences of the hapless Lee Der Toy co. -
and of many others.
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= Workshops have been set up for its toy-makers in Hong Kong as well as on
the mainland

(China makes 80% of the world'’s toys)

(Interestingly, programmes include advocacy of Brand Development by the
Ministry of Commerce/General Administration for Quality Supervision.)

= Vice-Premier Wu Yi has been talked out of retirement to head a new task
force whose functions combine food, drug and product safety.

Within three weeks of her appointment, the use of lead paint in toys had been
banned; 953 unlicensed food processors had been shut down; 2,000 plus
manufacturers of fakes; and the manufacturing licences of 1,200 drug companies
and medical equipment manufacturers, have been suspended.

These figures have however to be set next to an estimated half million food
processors and 5,000 drug companies - not to mention uncountable thousands of
smaller exporters. In other words, notwithstanding Mme. Wu'’s formidable abilities
(which have included the negotiation of trade agreements with the Russians,
Americans and WTO), it’s still ‘Buyer Beware'.

In any case, according to English china Hand, MD of China Savvy ... I don't have any
sympathy for Mattel ... there are hundreds of QC labs in China.” REF. China Trader
#51.

The ripples of the above ‘coincidences’ are, meantime, lapping far wider than the
American toy market.

Already they've unleashed similar ‘discoveries’ in Europe and even far-off NZ, SEE
BELOW.

And they've prompted potentially serious ‘tit-for-tat’ ‘discoveries’ by the Chinese
against their own offshore sources (E.G. American soy bean suppliers).

These have the potential to further complicate the already tumbled waters of the
WTO'’s Doha Round trade liberalization negotiations, just tremulously restarting a
year behind schedule. NTB’s (Non Tariff Barriers) already loom over the WTO as
protectionist, anti-trade ploys - just as global trade growth, three months ago looking
stong and secure, trembles. (http://news.bbc.co.uk;www.businessweek.com)

The worldwide barrage
hitting China’s exporters has since the end of August struck NZ importers and
regulators as well, thanks to TV3's expose. And it has opened out the range of the
examination, to include clothing and fabrics.

A consumer tip-off spurred not only the TV3 enquiry, but also a series of official tests
of a range of imports from China.

Unintentionally, the TV journalists sensationalised the Chinese application of the
sanforization process, because they confused ‘total’ with ‘free’ allowable ppm (parts
per million) of formaldehyde. Clothing is sanforized with toxic formaldehyde (i) to
protect it from mildew (ii) to press the clothes for display/promotion.

The danger to the wearer is from ‘free’ ppm, NOT from ‘total’ ppm of formaldehyde.
The TV3 journalists were comparing apples with oranges. So the real focus of their
inquiry should have been comparisons of the Chinese (and NON-Chinese) clothing
with ‘free’ levels of formaldehyde. And with safe levels.

Safe levels have already been well defined and accepted, worldwide. E.G. WHO'’s
(World Health Organization) - 20ppm; EU’s 30ppm max.; US 30ppm ...

Against these standards, Chinese products appear generally satisfactory - how else
could they have cornered these clothing markets?
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Enquiries about safety, however, should not stop there - toxicity in dyes, inks and
packaging materials are also relevant. And so are fabrics as well as clothing.

The real issue may actually be the standards of care commonplace at NZ
importer/merchant/reseller levels. As well as the quality of the NZ regulatory
infrastructure. SEE China Trader #51.

What the TV3 expose has revealed is a strongly REactionary supply line ethic, rather
than a PREcautionary one (blithe assertions to the contrary by the Retail Merchants
Federation notwithstanding. SEE China Trade #51). Evidence for this is in the
scramble of importers and industry associations ‘starting’ to test; and deciding to
survey current practice - mostly, it seems, in the wake of the expose.

Significantly, Pumpkin Patch stands out from the crowd - they apparently started
testing product over a year ago, because they had an eye on the US market.

As already noted in #51, there are gaping holes in the NZ regulatory structure as
well as in the quality of NZ line management. Whole categories of product lack
standards, it seems, notwithstanding that there are well accepted standards all over
the world. And while NZ already has umbrella legislation, E.G. Sale of Goods Act,
Consumer Guarantees Act; Commerce Act ... enforcement appears patchy to say the
least. (www.consumeraffairs.govt.nz;www.asurequality.com;
www.agriguality.co.nz;http://customs.govt.nz;www.stuff.co.nz; www.who.org)

An internet survey
showed 85.8% of respondents voting to boycott Chinese-sourced children’s clothing-
and that that was the most clicked story. (www.sstlive.co.nz)

*$ A confidential briefing to
association members was given by one of the Ministry of Foreign Affairs and Trade’s
negotiators, in Auckland.

The next and 15th Round is expected in November, in NZ?
(FURTHER DETAILS?: james.walker@mfat.govt.nz)

However, what has emerged from the sideline meetings at APEC in Sydney (i)
between Pres. Hu and PM. Clark (ii) Commerce Minister Bo and Trade Minister Goff,
is that the blow torch is firmly underneath the negotiators to have a completed
agreement by next April 2008. And following the precedent set by the ‘Pacific 4
Agreement to which NZ is a party, the goal is the elimination, ultimately, of ALL
tariffs.

Also relevant were the meetings in Beijing which Deputy PM/Finance Minister Cullen
had with several Chinese ministers, including Premier Wen. Amongst other things,
he apparently presented NZ's vision, which dates back to Secretary of Commerce
Geoff Datson, forty years ago: Hi-skill; Knowledge-led; Hi-value.

By comparison, China has parallel trade negotiations with Iceland - and free trade
agreements with forty African countries. (www.bbcnews.com)

1 Despite the
acrimonious breakdown of the negotiations in July, the door opened again in
September. A package of revised proposals seems to have received a more positive
reception from the ‘A-team’, without however removing the main obstacles:

» Chances of reforming US farming in the middle of presidential electioneering.

= protection by the leading ‘emerging’ countries (led by India and Brazil) of
their manufacturers.
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As for the negotiations about commerce in services (and investment), WTO Director-
General Pascal Lamy warns that it's vital ‘to shift negotiations into a higher gear’.

He points out that ‘... the gains from further opening of trade in services FAR
EXCEED THOSE FROM OPENING UP TRADE IN GOODS'.

And DG Lamy's recent WTO Public Forums (available online www.wto.org) draw
attention to the new power of Public Opinion to swing the outcomes of international
trade talks, E.G. cut-price medicines; fishing subsidies; environmental goods and
services.

‘China Briefing’ Oct.2007: Conducting Due Diligence in China’

)

E.G. on Chinese suppliers; JV partnerships; land use rights; Chinese management
and staff; local V state conflicts (http://www.dezshira.com/index)

‘The Story of the Stone’ a dramatization of this novel, a Chinese 17th century classic,
is available (in English) on the BBC (783AM, Auckland and via Saturn in Wellington).

A Foreign Language Institute student advised the ‘China Trader’ editor to read

it if he wanted to see into the heart and soul of the Chinese. He did and it's

true, though not as true as it was in the seventeenth century.
(www.bbcworldservice.com/world drama)

'‘RULING CHINA" A SERIES OF BBC radio documentary programmes designed to
coincide with the 17th Party Congress, from 19th October. Tune in: BBC on 783AM,
Auckland; and Saturn in Wellington. (www.bbcworldnews.com/rulingchina)

'CHINA’'S INSTANT CITIES' a National Geographic article by Peter Hessler and Mark
Leong.

A concise and up-to-date description, which not only explains how the Chinese
economy is where it now is - but why. An enthralling diary of how today’s
Chinese deal with each other; their ferocious, desperate drives to achieve;
how they run their businesses.(www.nationalgeographic.com;ngm.com/0706)

‘Seeking Justice on a Beijing Street’ by NZr Anne-Marie Brady, now living in Beijing.
An illuminating complement to the article above. (www.stuff.co.nz)

‘Understanding China: Building Bridges for business success’ by Dr. Ed Weymes.
Publ. Dunmore Publishing ($39. 95)

Dr. Weymes is Asst Dean, International, Waikato University - and visiting Prof.
Shandong University.

(Read the two articles above, first) (www.dunmore.co.nz)




China Trader September/October 2007 page 10

QUOTEOF THE MONT H

‘Qpalitg transcends political Philosoplﬁg, price and
cxchangc rates. Lct’s P!ay the game we're gooc{ at’

Mike Hoskfng (on the NZ wine inclustrg)

: - ¢
Beijing-Tianjin-Shandong-Shanghai
Limited Reservations EM: davidcatty@clear.net.nz
CLOSED
o"

Beijing (@ China World Hotel)
PROGR: = “Over two days of intense dialogue you will learn how to out-think
the fast pace of change”
Forsight, Insight, Onsight
Key Speakers include: R.Hon Tony Blair; Prof. Robert Mundell; Columbia University
and a Nobel Laureate for Economics www.dnmstrategies.com
INFO/REGN: karen.lee@dnmstrategies.com

=
Hong Kong (@ Grand Hyatt)
PROGR: = Commercial banking in China
= China and world capital markets
= China domestic capital markets
» Cross-border M and A
= China’s rmb and foreign currency issues
INFO/REGN: www.wsj-asia.com/cfm

12*) (/ *+#)3456

@ Northern Club Lunch ($59.00/$69.00 non-members)
BRIEFING: Ed Sim Air NZ International

RSVP: events@chamber.co.nz/kbrabant@chamber.co.nz

oooooooooooooooooooooooooooooooooooooooooooooooooooo
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