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29 June 1994

CHINA - J,.V.

Barry Bramley and I were invited by Martin Broughton to a dinaer last Thursday night
for the Chinese Ambassador to London, Mr. Ma Yuzhen. Eagle Star wers also there.

During dinner we talked the Ambassador through our desire for an equity j.v. in China.
He said that China was keen to protect the profits of its tobaccs business. We said that
China's profits would be greater if they had aj. v. with us. The reasons given for this
were:-

1. Demand for our international brands outstrips the supply via the CNTC
Friendship Stores and Duty Free shops. This created a black market.

.. Substarmial domestic manufacture by 2 j.v. would provide China with & share in
the profits hitherto taken by smugglers.

2. Chinese consumers were up-trading to international brands which have
substantial premiums. A sharein higher margin internstionel brands could be a3
jucrative as the total take on low margin domestic brands,

3 Tt would be better to j.v. with us now, when the marke: was protected and
denied to us in totality, than wait until GATT provided access and we did not
need &j. v. as much, -

4. We have had a long relationship with Ching and have and are providing
significant technology wransfer. The one area so far missed by China was the
ninteliscrual" technology of marketing and sales. This we could bring.

h

IfBAT had a substartial presence in China it would improve the quality of leaf
growing and enhancs export potential for leaf. Additionally, it would attract the
Jocs! manufacture of WMS by international companies, producing to an

i i which in turn could lead to significant export
opporunities. Both of these are illustrated by what has happened in Brazil
where leaf and WMS are major exports.

In short China had much more to gain with us than without us.
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He said he found the arguments persuasive and asked for a paper to be sent to him, re-
iterating these arguments, and he would be plessed to have it forwarded it on -
presumably to Beijing.

Barry and Martin are keen that we do so and quickly Please would you develop this
paper within the next two weeks.

Some thoughts:-

1. 1 believe the paper should be brief and pithy - sbout two pages - otherwise it will
not be read.

However the points will need qubstantiation and illustration. This should be
contained in an appendix, I suggest.

2. We should look to other BATCo. j. v.'s which have benefited the former
Monopoly, €.g. Spain. David Bishop may be gble to help.

1. We need some numeric examples to illustrate the points.

4, We should make it quite clear that we are looking for a substantial j.v. that is of
an economic size, i.¢. at least 15 billion production capacity and preferably
nearer 40 billion.

s. Are there any other points that should be made?

Once you have had s chance to digest this to discuss forward astion and timing.

P.N. ADAMS
c.e. Mr. B.D. Bramley
Mr. B. J. Kemball
Mr. P. C. OKeeffe
Mr. R. S. Cameron
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