Second Hand Equipment Trading in China

Second hand equipment trading has enormous market potential in China.  At present the market is relatively primitive and fragmented.  Moreover, the importation of obsolete machinery had caused the central government to ban the importation of used machinery and electronic equipment effective from 1 January 1998.

Demand and supply of second hand equipment

On the demand side, China’s economic retrenchment since mid-1994 and the Asian currency crisis since mid-1997 resulted in a tough business environment for both state-owned and foreign enterprises operating in China.  This has made new equipment less affordable and second hand equipment more attractive.

On the supply side, the sustained high growth in fixed asset investment during the Eighth Five-Year Plan period (1991-1995), averaged at 36% per annum, has created  glut of both used and unused equipment (industry sources disclose that some of the equipment is brand new with original packaging).  There is substantial over-capacity in many state-owned enterprises.

Current market conditions

At present, the market for second hand equipment trading is relatively primitive and fragmented.  It has the following characteristics:

· There is no standard practice regarding transaction procedures, fees and charges, and supporting services such as valuation of equipment, maintenance and repair, and financing.  Buyers and sellers have to come up with and agree with their own terms.

· There is no centralised or organised exchange for second hand equipment trading, although a few are being planned.  Existing market activities take many forms, tend to be rather local or regional, and are more active in the coastal cities.  There are many ways a potential buyer can make a deal with the seller (please refer to the next section for details).

· While companies specialising in second hand equipment trading do exist, the level of specialisation and professionalism is below international standards.  For example, Chinese traders tend to trade different kinds of equipment at the same time, while traders in western countries tend to specialise in equipment of a selected industry group (e.g. iron and steel, construction, chemical, textile, heavy machinery).

· In general, multi-purpose and low-tech equipment tends to be more popular than highly specialised or hi-tech equipment that requires special maintenance and repair services.  Construction equipment is also popular, as China is boosting infrastructure investment (e.g. the housing sector is one of the priority sectors).

How deals are done

There are many ways for a potential buyer to purchase second hand equipment:

· If a buyer has the knowledge and connections, he can approach potential sellers (e.g. an enterprise offering equipment for sale) directly.

· A buyer can approach a middleman who can be:

· A company specialising in second hand equipment trading.  There are many second hand equipment traders in China.  Their operations range from a small shop in a city to a large government-backed or affiliated corporation covering several provinces.

· An organised and government-backed exchange which specialises in the transactions of state enterprises and state assets.  An example is the Shanghai Assets and Equity Exchange, which is under the State Asset Management Bureau of the Shanghai municipal government.  The exchange will refer potential buyers to an intermediary (e.g. a company specialising in transactions of assets and equity) who will do the matching.  It will also assist the buyer in obtaining the necessary supporting services such as asset valuation and review of the contract.

· Buyers can also take advantage of information networks (e.g. websites) built and maintained by government departments (e.g. MOFTEC or the Ministry of Internal Trade), government-backed exchanges or second hand equipment traders.  An example is the Yangtze Asset and Equity Exchange’s website (http://www.saeeinfo.online.sh.cn), which lists enterprises/assets available for sale.  Most of these websites are dedicated to more general and diversified purposes than second hand equipment trading but they can provide useful links or contact.

· The buyer can also go to one of the six used goods markets authorised by the Ministry of Internal Trade.  One disadvantage of these markets is that they tend to lump different kinds of used goods together - for example, used computer and industrial machinery are being sold alongside domestic washing machines.

Government intervention

The market for second hand equipment trading is unregulated in China.  This had led to importation of obsolete machinery which resulted in interventions.  The importation of certain toxic, dangerous and obsolete machinery around late 1997 caused four government departments - the State Economic and Trade Commission, MOFTEC, Customs and State Import/Export Commodity inspection Bureau - to jointly issue and internal document (number 877) on 12 December 1997.  The main points are:

· Importation of used machinery and electronic equipment, with the exception of those approved by the State’s Machinery and Electronic Product Import/Export Office, is not allowed from 1 January 1998.

· Importation of used machinery and electronic equipment requires licenses from the State’s Machinery and Electronic Product Import/Export Office (in the past the authority to issue such licenses rested with local governments).  The Machinery and Electronic Product Import/Export Office used to be under the Planning Commission, but as a result of government reorganisation, it has been put under MOFTEC from June 1998 onwards.

· The Customs and State Import/Export Commodity Inspection Bureau inspect and values equipment upon presentation of import licenses.  Customs levies import taxes on the equipment based on its own valuation.

The internal document is a major setback for those who import second hand equipment for trading.  It has now become much more difficult if not impossible to import second hand machinery and electronic equipment.  Industry sources in China comment that it is difficult to build a consensus among and obtain approvals from all the four departments.

The fact that the authority to issue import licenses has been taken away from the local authorities and has been centralised in Beijing also increases the difficulty involved, as Beijing tends to be more stringent than local authorities.  The move also creates tension between the central and local authorities as far as second hand equipment trading is concerned, as some of the existing market activities are organised and supported by local authorities and do not have the central government’s blessing or formal approval.

Other unresolved issues

Apart from the regulatory concerns, two unresolved issues also hamper the development of the market.

First, the issue of jurisdiction.  If second hand equipment is imported and then sold within China, it is defined as foreign trade and is regulated by MOFTEC.  If the equipment is domestically produced and then sold or leased, it is defined as domestic trade and is regulated by the Ministry of Internal Trade.  Existing market activities tend to be a hybrid of both (i.e. a trader can offer both domestically produced or imported second hand equipment) and it is not clear which ministry has the final say in practice.

Second, the role of foreign investors.  The catalogue for the guidance of foreign investment in industries, that classifies industries as “encouraged”, “restricted” and “prohibited”, does not include second hand equipment trading.  However, both domestic and foreign trading are categorised as “restricted” industries and wholly foreign-owned enterprises are not allowed.  While joint ventures are allowed, it is required that the Chinese party should be the majority party or play a leading role.  Existing regulations do not clearly state whether a joint venture specialising in second hand equipment trading is allowed, nor do they specify the criteria for approval.

Conclusion

Against the backdrop of further consolidation in the state sector and the ongoing downturn in the Chinese and Asian economies, the market potential for second hand equipment trading is enormous in China.  However, long-term development would very much depend on whether the above regulatory issues can be resolved.
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