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R eflections
on China

at the End

of the Second

Millennhium

China has giveri much to the West. Paper, pasta, porcelain, gun-
powder, azalcas; and mandarin oranges are a few of the contribu-
tions frar: o civilization that has lasted for over 5000 years.

Despite the flow of trade that gave rise to this transfer of every-
thing from technology to plant species, China’s borders have
remained closed to foreigners for much of this time. At the end of
the eighteenth century, George I1I of England sent an ambassador
to the “Middle Kingdom” (the meaning of the Chinese words for
“China”) to explore the opening up of trade routes. Emperor
Qianlong rebuffed him, and the encounter demonstrated a lack of
willingness to accept the other’s point of view or his customs. Chi-
nese perceptions of their own historical achievements and cultural
superiority were powerful forces against the need for further con-
tact with outsiders.
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In the nineteenth century, the expansionist British and French
governments used force where diplomacy had failed. The Opium
Wars, the sacking of the Summer Palace in Beijing, and the treaties
that legalized the handing over of Hong Kong to Great Britain
were, and still are, regarded with great shame by the Chinese peo-
ple. As the Qing dynasty neared its end, China experienced hard
times.

The foreign domination of Shanghai in the 1920s and 1930s,
the Japanese invasion of China that began in 1931, and the massacre
of Chinese citizens at Nanjing in 1937 increased the suspicion and
fear. In the 1940s, backing of Chiang Kai-shek’s Nationalict Army
by the U.S. government and its allies encouraged a negattve attitude
toward foreigners among the victorious Communiits: who seized
power in 1949. Borders were again closed and v7eie to remain so
for 30 years.

After three decades of social advanceraent amid mixed eco-
nomic results, China’s leaders decided in 1978 that, to develop the
economy, it was necessary to reopen-the country’s borders. Foreign
trade and investment would bring 1iuch-needed modern technol-
ogy and capital. This “Opening Up, " as it became known, progressed
slowly but steadily during tlie 1980s, and halted temporarily in 1989
after the Tiananmen Incident, when many foreign companies fled
the country. It resumea again in earnest after Deng Xiaoping’s his-
toric visit in March 1992 to Guangdong Province in the south of the
country, neighboring Hong Kong. Although retired from office, the
former paramount leader urged the Chinese people to be bolder
about making reforms, and he reassured foreign investors.

The overseas Chinese from Hong Kong, Taiwan, and Singa-
pore were the first to appreciate the significance of this visit. It con-
firmed in their minds that China wanted to become part of the
world economy, and they seized the business opportunity presented
by the Chinese government’s new policies. Capital poured in to
construct new offices, expatriate residential accommodation, and
factories, particularly in 1992 and 1993.

Then the world’s major corporations began to recognize the
potential oftered by China’s huge market and large pool of low-
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cost labor. A gold rush mentality gripped many global corporate
headquarters. Head office management believed that it was impor-
tant to secure a presence, a foothold in this evolving economy,
before the competition gained an advantage. Morgan Stanley’s ana-
lyst, Barton Biggs, famously said that he was “maximum bullish”
about China. Foreign bankers were eager to lend. Time was of the
essence. This fever was accompanied by huge increases in GDP in
China, which topped 14 percent in 1992, and which in turn led to
consumer price inflation of 24 percent in 1994.

From 1995, the PRC government began to reduce the rate of
inflation by slowing growth and redirected investment-into produc-
tive ventures. Capital flows into property began to tail oft, while the
huge injection of money, management, and kniovi=how by multi-
national corporations into business ventures increased. Even when
the East Asian economic crisis occurred i 1997, inward investment
into China continued. China had beccéing, after the United States,
the second-largest recipient of fare:gn direct investment in the
world. Meanwhile, China’s expcrts increased and its trade surplus
grew to US$40 billion anmiai'y. The standard of living increased
each year, as the Chinese:n=cple enjoyed the newfound prosperity
created by economic lieralization. The new Socialist Market Econ-
omy was bringing ¢conomic benefits that the previous generation
had not imagined, much less experienced.

During the second half of the 1990s, the initial enthusiasm and
euphoria-ar the part of global companies gave way to greater real-
ism. It became clear that this was not an easy country in which to
do business. The regulatory environment was tough. Laws and reg-
ulations kept changing and were interpreted in various ways in dif-
ferent parts of the country. In the early years, foreign companies
had chosen or had been directed by ministries or local govern-
ments toward Chinese joint venture partners; many of these turned
out to be less than satisfactory as business associates. Their dissimi-
lar objectives and their shortcomings had not been so obvious at
the time agreements were negotiated. This was especially so where
joint venture contracts were negotiated quickly and the resulting
partnership was later to fall far short of the “contracted” expecta-
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tions of both parties. There had been the pressure to catch the mar-
ket—or perhaps to enhance the global chairman’s first visit to
China for an audience with a minister at the Diaoyutai State Guest
House in Beyjing.

Now the cracks were beginning to appear. Distribution systems
in China were worse than anticipated, while government regula-
tions prevented foreigners from establishing their own distribution
capabilities. Quality components and raw materials proved more
difficult to source than joint venture partners had represented. Chi-
nese partners entrusted with core functions such as sales and mar-
keting, human resource development, even government zelations,
fell short of the foreign investors’ expectations of perforniance. The
list of problems and complaints was endless. As a restlt, tne start-up
period for joint ventures took longer than budzered in business
plans. Projected profits were taking longer. te materialize. Many
companies found they had invested resources Tur ahead of the actual
market opportunity. The rate of investmeat outpaced the rate of
return.

It was not that these problenss wvere absent in 1993, 1994, and
1995, and then suddenly emerged in 1996. “It was,” in the words of
Jack Perkowski of Asimco, “taore the case that if a company had a
problem in the early days, when the press was bullish about China,
management was unlikely to talk about it, since this would point to
something wrong with your company, or your strategy, or the way
you were deing business.” By the late 1990s, negative investment
sentiment, fueled by the nagging persistence of both trade and non-
trade issues separating China from the more mature economies,
coincided with a new frugality imposed by many global headquar-
ters on their China operations.

Then, in early 1999, the PR C government permitted the state-
sponsored Guangdong International Trust and Investment Corpo-
ration (GITIC) to go into liquidation. Perceived to be backed by the
state, the failure of this enterprise, which had received huge foreign
loans, marked a watershed in the confidence of foreign bankers. The
collapse, in the late 1990s, in equity prices of PRC enterprises
whose shares were owned by foreign institutions also caused foreign
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fund managers to shy away from the market. The flow of initial pub-
lic offerings (IPOs) of PRC corporate shares all but dried up, with
little immediate prospect of recovery.

Global companies began investing on a large scale in China in
1993. Senior executives have therefore had six or seven years’ expe-
rience of operating seriously in the country. The views of the 11
chairmen interviewed for this book collectively reflect more than
120 man-years of hands-on experience of managing businesses in
Asia. These individuals are collectively responsible for over 160
legal entities doing business in China.

Based on their views and on the experience of Pricewater-
houseCoopers in China, what issues have foreign cenipanies faced
during the 1990s, and what lessons have been l¢ariied?

Lessons Learned
The Market

China is not one uniform. integrated market, but many. In many
respects, China resenthles Europe. Geographically, linguistically,
culturally, and econtraically, it is very diverse. Because communica-
tions in the couatry have been so poor for so long, it made sense
for each provirice to have its own supplies of almost all products
and servizes. Given the size and complexity of China, the provinces
were ofters left to marshal their own resources as best they could.
The arrangements for governing the country also created different
markets. Major cities such as Beijing, Chongging, Shanghai, and
Tianjin were created as administrative regions, including large areas
of neighboring agricultural land. The thinking was that this would
at least give the city control over the food supply for its urban pop-
ulation.

China today is not a market of 1.3 billion people. This miscon-
ception misled some foreign investors, at least initially. Living stan-
dards and consumer purchasing power on the east coast of China
(Guangdong Province, Fujien Province, Zhejiang Province, Jiangsu
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Province, and around Shanghai) are more than 5 to 10 times the
level of the poorer west and south of the country and of the north.
In the latter areas, export-focused activities are fewer, and restruc-
turing of state-owned enterprises is a priority. The market for
lower-priced consumer goods may be large, but for some higher-
priced products such as automobiles the market is in many respects
similar in size to that of one of the smaller European countries.

The Chinese market is fast-changing and difficult to read. It is
also being constrained, in ways that have not previously been fully
appreciated, by space, energy and environmental considerations.

In the words of Brian Anderson of Shell, “The biggestsroblem
I have is getting a handle on the marketplace. Matching cur invest-
ment in China to the growth in the market is a tricly game. Nor-
mally, in a new market, we would import our products and test the
market out first. If the circumstances and the financial projections
looked right, we would then invest and buwid capacity. Here in
China, that’s not possible. You have to iav=st up front—and that’s a
killer.”

In most industries in China, th¢ shape of the market is chang-
ing. Timing is crucial. For example, consider cellular phones. Ten
years ago they hardly existod in China, while at the beginning of
1999, there were over, 25 rllion cell phones, and the cellular mar-
ket is growing exponentially. Every three years the number of
fixed-line phoness doubling. Household appliances and entertain-
ment electrenics, virtually unknown a decade ago, are now found
in 70 to 80 percent of China’s homes.

By contrast, development of the automotive market has been
slower than expected. In 1995, passenger car sales were projected to
be 1 million units by 2001. Recent projections have been down-
graded to less than 500,000. Existing capacity in China to manu-
facture passenger cars is more than twice the market demand.

In the health care sector, traditional Chinese medicines (known
as TCMs for short) have a tremendous following, especially for the
cost-effective treatment of chronic illnesses. Where Western medi-
cines have gained a foothold (for example in the treatment of acute
infectious diseases), foreign pharmaceuticals companies find them-

e



6617_Stuttard_0l1_mj.gxd 3/6/00 7:49 AMéage 7

Reflections on China at the End of the Second Millennium 7

selves competing with state-owned enterprises and struggling to
protect their intellectual property. And it remains unclear how
medicines that have stood the test of 1000 years will blend in with
or be replaced by Western medicines, which are becoming in-
creasingly fashionable in China. Conversely, it should of course be
mentioned that TCMs are becoming increasingly popular and
fashionable in the West as a means of providing a softer treatment
for chronic ailments.

Competition

The Chinese, like the Japanese before them, excel 2t cGpying West-
ern products and adapting them where necessar’ tor the local envi-
ronment. Similar but typically lower-qualitv-broducts are offered at
lower prices by lower-cost domestic predusers. Many foreign com-
panies, particularly in consumer product, have large legal depart-
ments in China devoted to searching out counterfeit goods and to
protecting their intellectual preperty rights. However, legal judg-
ments against infringements-<an take longer than in other countries
and enforcement, especialiv-ac a local level, has been extremely
uneven.

If the local conipetition is fierce, that from other foreign com-
panies is even_ ficrcer. As Bruno Lemagne of Unilever puts it,
“Today, in F¥rope, you have European, some American, and a few
Japanese competitors. In Japan, you have Japanese, some American,
and a few European competitors. In the United States, you have
American, some European, and a few Japanese competitors. But in
China, everyone is here. The competitive pressure will not go away.
Competition will stay. It does not frighten us. However, it doesn’t
make life easy.”

At the time of writing, the problem is that in many industries
in China there is massive overcapacity. Whether it be automotive,
consumer products, electricity generation, electronics, or new tech-
nology, too much was invested in the 1990s. Many foreign investors
were so focused on overcoming the regulatory hurdles to gain mar-
ket entry that, in hindsight, projects did not always meet normal
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commercial criteria. Coupled with this, the growth in GDP slowed
in 1997 and 1998, partly as a deliberate strategy to contain inflation
and partly as a result of the East Asian economic crisis. A new level
of uncertainty began to influence consumer behavior in the PRC.
Savings rates continued at high levels, while willingness to spend on
consumer products declined abruptly. Consumer surveys showed a
shift toward longer-term savings goals—housing, old-age health
care, and higher education for children and grandchildren.

As a consequence, consumer demand within China faltered in
1998 and 1999 and, except for a few industries, competition proved
to be so fierce that prices actually fell. Despite this, a study-in April
1999 by China Economic News showed that of the top 509 foreign-
invested enterprises, only 47 were loss-making. This stavistic, which
surprised many China watchers, was borne out by he experience
of PricewaterhouseCoopers clients in the«PIcC. Perhaps things
were not so bad after all for the foreign investor.

The Regulatory Environment

Control is a dominant feature.of Chinese society. Scholars of Chi-
nese history have charactermized this as a feature of a “hydraulic
society,” where large-scaie public works coupled with efficient
coordination of individual activity are required for basic survival.
For example, in a'village, ensuring the right quantity and flow of
water to each £icld at successive levels on a hillside is a prerequisite
for growing rice productively. Thus, control of the water supply is
in the interest of the entire community. In such a situation, it is nat-
ural for the village council (or at a national level, the central plan-
ners) to provide guidance, incentives, and controls.

Approvals and licenses are required for anything and every-
thing. For the Chinese, to secure employment in a different part of
the country may be difficult because approval is required. Obtain-
ing a passport to travel abroad, particularly to Hong Kong Special
Administrative Region (SAR), takes a long time. To marry or have
children requires permission from the work unit. This is a Chinese
phenomenon, developed over centuries by successive generations
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of mandarins anxious to ensure that the Emperor’s decrees and the
wishes of the court in Beijing were obeyed by subjects many thou-
sands of miles away.

Hard experience over the last 50 years, including the famines of
the Great Leap Forward in the 1950s and the trauma of the Cul-
tural Revolution in the late 1960s and 1970s, has made the Chinese
leadership extremely concerned about consensus and stability. Even
with the introduction of greater rights of private ownership, the
Party and the Government will still wish to support the socially and
economically deprived.

The Chinese leaders have witnessed what can happen when
change is allowed to occur too quickly and with itadequate con-
trol. They will not permit the horrors expericnced in Russia in
recent years to be repeated in the PRC. With 1.3 billion people to
care for, the risks are too great. Contrel is essential to stability. As
Hank Greenberg of AIG explains, “Tiie thing that China cannot
tolerate is chaos. Chaos would destcey China. To create political
instability in a country with that niass of population, until there is
further progress and maturit7 iri a political and social sense, would
be quite wrong. Change:vsiil come. But it will come in China’s
time, not on or of a tizaetable of external forces.” Control permits
gradual change, a vilue that is both Asian and Chinese. For West-
ern companies used to getting things done quickly in a less regu-
lated environniént, these strictures seem burdensome and are
certainly 4ume-consuming. They are also contrary to the invisible
hand of market forces venerated by foreign investors for whom
Adam Smith is a more familiar sage than Confucius.

A further aggravation is caused by the fact that the rules seem
to be forever changing and are capable of being variously inter-
preted by different officials in different provinces. As the country’s
economy evolves from one that is centrally planned and state-
owned to one where market forces operate and diverse means of
ownership are permitted, the laws and regulations need to be
changed. There is no precise model to follow. Thus, if a policy and
its accompanying regulations do not appear to work, the law is
changed.
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Such changes occur frequently. Further, Chinese regulations
have for centuries been interpreted by local officials on the basis of
loosely worded legislation. Scholars of Chinese law point out that
in China rules and regulations are administrative rather than judi-
cial in nature. Most significant developments in economic law and
regulation are preceded by years of experimentation. Written legal
guidance is codified only after contending views have been recon-
ciled and senior officials are satisfied that they are favorable to the
State’s interests.

The vagaries of the process and the uncertainty of regulations
are aggravated by the complex and incomplete reforms of the judi-
ciary itself. In the first three decades of the PRC’s exstence, the
courts were, in the opinion of many commentators, inscruments of
the political leadership. Few serious economic cas¢s were ever adju-
dicated according to any explicit commerciat-law. The existing
contract law was developed in the mid-1986s; although the courts
had little experience in enforcing it betore the early 1990s. Con-
tract law is, therefore, in its early stages ol development. Having said
this, I should also make clear that ¢fforts are being made by the
State Council and the Peopls’s Congress to invoke rule by law
rather than rule by man, although this requires a radical change in
generations of habitual practice.

The gradual “Opening Up” of China’s market has not been as
speedy in certain<industries, such as financial services, as it has in
others, such.as consumer products. This has caused frustration to
foreign companies and delays in licenses being granted to under-
take business. It took AIG 17 years of patient relationship building
and contributions to China to obtain the first license to be issued
to a foreign insurer, in 1992.

The numerous licenses and approvals required from difterent
authorities when the door has been opened can prove exasperating.
In a recent review by a newly appointed PRC official, no fewer
than 27 licenses were found to be necessary to operate a multidis-
ciplinary accountancy and consultancy practice; in the UK, a max-
imum of just three would have sufficed. These burdensome
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requirements are not only numerous, they are also fragmentary and
poorly coordinated. Ministers and senior officials do not oversee a
coordinated system of licensing and regulation. Rather, they man-
age numerous bureaucracies that struggle for revenue and power
through licenses, fees, and taxes that they individually create and
promote.

Apart from being overlicensed, China is also overregulated. But
these are inescapable features of doing business in China, where the
simplest of tasks can take three times as long as elsewhere. Happily,
looking forward, these deterrents to effective business have not
escaped the notice of the more reform-minded ministers and offi-
cials, who are determined to make China’s econtmy more effi-
cient. But this will take time, and China needs (im¢—a theme that
commentators have repeated over the centuiie:.

The Importance of Government

In China, where the environmeat is heavily regulated and where
public ownership has been thie basis of production for so long, gov-
ernment has a far greater inypact on business activities than in many
other countries. Of couse, in agrochemicals, energy, pharmaceuti-
cals, and telecommunications, central government is never far away
in any country because of the importance of these industries to the
welfare of soticty. In China, the historical influence of ideology is
mixed with.concerns over security and control.

As Terry Barnett of Novartis explains, with its horrendous
famines in the 1930s and, after the Revolution, during the Great
Leap Forward, China’s leaders are obsessed with the objective of
self-sufficiency in food. China wants the security of having all its
agricultural products and inputs grown or made in China. This has
led to the encouragement in agrochemicals of synthesis plants, to
make the basic substance that is then formulated into the final
product.

The commitment to self-sufficiency was not limited to the
agricultural sector. Much of the collectivization and communiza-
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tion of all productive units in the Maoist era was focused on creat-
ing micro self-sufficient economies. As one of the basic ideologies
of that era, this created movements that promoted everything from
family pig farming to family pig-iron furnaces. At the other
extreme from this pervasive subscale inefficiency was the superscale
inefficiency of the massive state-run industrial plants. Neither
group was subjected to any measure of market discipline. These
protected twin monuments of China’s Maoist past became the
twin targets of Deng Xiaoping’s economic reforms.

The importance of government in China is something that all
successful foreign investors must recognize and accommeodate. For
U.S. companies, as Randy Yeh of Lucent advises, “a seund, stable
and good relationship between the United States ar'd the PRC is
key to business success in China.” Given the growimg trade imbal-
ance with the United States and the views ot Congress on such
subjects as human rights, Taiwan, and Tibet, tb¢ going is unlikely to
be smooth. The impact of politics on the business prospects of
American companies can be significant. Some British companies
believed they were disadvantagedin securing contracts in China as
a result of the “Cold War” climate that prevailed prior to the hand-
ing back of Hong Kong in-1997. To counter these political influ-
ences, the senior executives of global companies in China spend a
significant part of their time nurturing relations with government
ministers and regulacory agencies, both in Beijing and at the
provincial and-aiunicipal levels.

For Shell, China is no different in this respect from other
countries. As Brian Anderson puts it, “If we can develop the right
relationship, then we can have frank and open dialogue.” The im-
portance of good relations with government in China cannot be
overemphasized. When Zhu Rongji was the Mayor of Shanghai,
Hank Greenberg helped him establish Shanghai’s first interna-
tional business advisory council, a prestigious annual gathering
that the chairmen of many global companies aspire to join. This
and other expressions of goodwill are necessary in order to build
the relationship and demonstrate that your company is a true
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“friend of China.” Such favors tend to be repaid in the form of
licenses and contracts.

The Importance of Relationships

In China, one of the first words a foreigner learns is guanxi, which
means connections or relationships. This is the process by which each
side seeks to establish who the other is, whom the other knows, and
whether they are respectively able to deliver what each promises.

Anywhere in the world, networking and building relation-
ships are important to business success. As Richard Latham of
United Technologies reflects, “People come to £ hina and think
that they have stumbled across something that is so entirely
unique that only the Chinese are concernef with it. What is dif-
ferent about China is the sort of intersive preoccupation with
relationship building that goes on—thc whole time. It’s an almost
consuming aspect of Chinese life. Fcreign managers fail to realize
how pervasive it is and that,.at-overy meeting, social or business,
the other partner is working ¢ii'some aspect of the relationship.”
While the process of rzlationship building is not peculiar to
China, it does take longer than elsewhere because of the lack of
information about'prople and organizations and because of the
complexities of tlLe society. The weak legal environment and the
lack of traniperency mean that many objectives can only be
achieved ttrough guanxi.

All too often in China, one hears that a foreign company has a
poor relationship with its joint venture partner, or that another
multinational corporation has been able to obtain a license because
of its excellent relationships with ministers and officials.

The concept of mutual back-scratching (but certainly not
bribery) is essential to success. While it is not necessary or at all
desirable to present lavish gifts or to transfer funds to numbered
bank accounts, to achieve one’s objectives it is important to be help-
ful. Many foreign companies spend huge sums on training programs
and overseas educational visits for PRC officials and leaders of state
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enterprises in order to demonstrate commitment and to build rela-
tionships with regulators and potential joint venture partners.

It is sometimes difficult for management back home to appre-
ciate that its on-site managers must spend what appears to be an
inordinate amount of time in building and maintaining such rela-
tionships.

Closely linked to relationships is the issue of “face.” In a soci-
ety that has a weak legal system, consensus 1s important. Frequently,
a problem can only be solved if one party backs down. Those who
back down today may be those who see others back down tomor-
row. Face needs to be preserved. If not, relationships can break
down and will be difficult, if not impossible, to reestabli<h.

The Shortage of Qualified Management

It should come as no surprise that in China ticre is not a large pool
of managerial talent trained to international standards. For 30 years,
the economic system was based on-central planning; state owner-
ship of the means of production; abs=nce of a market; and directives
given to production units concerning what to make, when to make
it, where to send it, and at wtat price to sell it. Time was definitely
not money. There was ni-iocal competition and foreign companies
were not permitted. to trade. The managers of business enterprises
were administratoss varrying out orders, who had little or no expe-
rience operating.i a competitive market environment. Yet subse-
quent to the Opening Up in 1978, Deng Xiaoping encouraged the
Chinese to be more entrepreneurial, and many rose to the occasion
with great success.

In this environment, there are twin problems: managers whose
behavior is entirely bureaucratic, shaped by decades of compliance;
and managers who are wildly entrepreneurial, fueled by decades of
frustration and evasion. As Jack Perkowski graphically points out, “If
the management you have in China is too bureaucratic, you can’t get
anything done. On the other hand, if it is at the other end of the
spectrum, you can’t sleep at night because these cowboy entrepre-
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neurs practice a brand of management that no multinational com-
pany would feel comfortable with. You might be in the components
business today and find that you are in the hotel business tomorrow.”

When global companies began to establish businesses in China
during the 1980s, and to a greater extent in the 1990s, there was no
available managerial talent trained in Western methods. Senior exec-
utives had to be shipped in from abroad, together with their personal
effects, which often included the fridge, the lawn mower, and the
family pet. The cost of expatriate housing was kept artificially high
by a shortage of supply. The “hardship” premiums, together with
allowances for children’s education and medical care, added to
mounting payroll costs. It was an expensive business.

A further problem was the steep learning curve for those expa-
triates who did not have previous experienc® of Asia and who did
not speak Mandarin. It takes time to understand China. The culture
1s very strong. The civilization 1s perhaps the oldest remaining in
the world. Language and literature,/1Gtoms and nuances of meaning
are as complex as you will find-n any country. Failure to take the
time to understand can resuit 11 costly mistakes by well-meaning
but ill-informed expatriase executives.

The Problem wivh Joint Venture Partners

A joint venture will survive for as long as the objectives of the par-
ties to the tamt venture remain compatible. All too often, the Chi-
nese partner has different objectives from the foreign partner, and
these are not always identified when the joint venture is formed.
Kent Watson considers that the difference in expectations is often
the biggest barrier to success. He comments, “Foreign investors in
China hope for a financial return on the investments they make.
They seek a return, perhaps over a long time frame, from access to
the large market and from the lower cost of labor. On the other
hand, Chinese joint venture partners want technology and know-
how, together with capital and modern equipment, and they invari-
ably expect dividends immediately.”
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Any gap in initial expectations is exacerbated by changing
expectations in the early years of a joint venture. Once technology is
successfully assimilated into a joint venture, Chinese partners resent
having to pay for it in perpetuity either through a technical service
fee or through the equity presence of the foreign partner. On the
other hand, once the initial regulatory and licensing processes are
complete, foreign partners soon resent how little the Chinese partner
is able to contribute to the basic business needs of the venture—for
example, marketing, distribution, and management development.

The relationships between Chinese and foreign partners are
not helped by the baggage of history, which tends to create barri-
ers between the two parties. The Chinese people’s undetlving mis-
trust of foreigners, coupled with the sense of cultural superiority
and the desire no longer to be treated as the underdog, results in
tensions that are sometimes hard to defuse. A the prosperity that
foreigners display in China makes many Chuiiese feel that they have
a right to a slice of that wealth.

A further problem is that the emmtriate assigned to make the
joint venture work often is not th= vame expatriate who negotiated
the deal. The Chinese place greac value on personal relationships
built up during the course ¢t negotiations. Trust and confidence are
developed through a fiank exchange of views. However, views
expressed and verbal promises made when the joint venture is being
constructed may. riot aiways be reflected in the legal contracts and are
all too oftentargotten later, especially if foreign management
changes continually. The failure to agree on objectives and to under-
stand the other side’s point of view is amusingly captured in the Chi-
nese expression “to share the same bed but to have different dreams.”

Problems have also been created by the PRC government’s
desire to transfer technology and know-how to state-owned enter-
prises selected as potential partners based on political objectives or
cronyism rather than on sound economic reasons. Chinese partners
who purport to have access to distribution systems or reliable
sources of raw materials or components have too often been found,
in practice, to be sadly lacking. The disappointment experienced
by international companies is reflected in the increasing desire to
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liquidate joint ventures and change them into wholly foreign-
owned enterprises (“WFOEs,” or “wooflies,” as they are known).

In practice in the longer term, a joint venture has been rarely
found, anywhere in the world, to be an ideal vehicle for business
success. In China, it is used as a method of transferring foreign
technology and know-how while retaining an element of Chinese
control. It is hardly surprising, then, that so many joint ventures are
considered to have failed. But there are some highly successful ones
and these are, of course, much publicized.

Communication with the Head Office

The incidence of failure among expatriate s¢nior executives in
China is very high. According to some studics, the failure rate is
twice the world average. How is it that highiiers with 20 years of
experience in a company can so oftets Tuil when they are sent to
China? The problems of harmonizing the expectations imposed by
two contrasting business cultvzes ‘cannot be overemphasized. As
Kent Watson explains, “On thc¢ one hand you have the demands of
the home office corporate mianagement, who probably negotiated
an agreement that they were sure would succeed. On the other
hand, you have the'Chinese manager and the people who negoti-
ated the agreement for the Chinese side, who are also looking to
you to maketheventure successful. Then you have the poor expa-
triate manager who has been seconded to China to make the
whole thing work. He is in a lose/lose scenario.”

Too often, the board member responsible for China back home
changes. Each time there is a change, there is a chance that corpo-
rate strategy might change, and there is typically an interval of time
before the new senior executive gets up to speed in understanding
China. The burden of educating head office management usually
falls on the top managers in China, who are then often cast in an
advocacy role for projects they did not create. When profits take
longer to materialize and the forecasts in the business plan are not
met, it is easy to forget the peculiarities of the Chinese operating
environment. Criticism can come too swiftly.
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Michael Portoft of Bayer has a view on this: ““The picture is very
complex in this country. Therefore, you have to paint a realistic pic-
ture to your board of management. You must not conceal or with-
hold the difficulties, the problems, and the challenges. This is not a
champagne-drinking country. It is still a place for the pioneer. You
have to roll your sleeves up. In our presentations at Bayer’s head
office, we have referred to China as a ‘giant with certain weaknesses.’
It is not an Eldorado, nor is it a country with no hope. If this is how
you describe it, then people will not have unrealistic expectations. In
addition, you absolutely need the backing of your board of manage-
ment at home and of the executives at headquarters. Otherwise you
cannot work in these difficult and complex surroundings ”

Solutions

Much has been written recently about thie difficulties of doing busi-
ness in China and on the disillusionment developing in global board-
rooms. Toward the end of 1995, the PRC authorities became
concerned about declining lewels ‘of foreign direct investment and
sought to reverse the trend. Mayors and foreign investment commis-
sioners from a number of cities met with intermediary organizations,
requesting assistance to encourage further inbound investment. It has
been suggested that the drive for WTO accession by the premier,
Zhu Rongji, was partly influenced by China’s desire to maintain the
interest of global companies.

While foreign technology and capital poured into China during
the 1990s and stimulated the protected domestic economy, US$300
billion of inbound investment is not enough. China is a big country,
and its appetite for capital is bigger still. A great deal of the invest-
ment to date emanated from overseas Chinese who ploughed it into
small-scale businesses and real estate. In the last 10 years, over 85 per-
cent of China’s fixed asset and infrastructure investment has been
funded from domestic capital sources. However, strains in the state
banking system and the lessons of the East Asian crisis have influ-
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enced China’s leaders to seek more foreign capital in the form of
direct investment. The Opening Up to foreign companies must
continue in order to maintain the growth in GDP that the country
needs to transform its economy.

While the issues facing multinational companies will become
easier to handle with the passage of time, the lessons learned over
the last 10 years will continue to be relevant for executives in the
first decade of the new millennium. It is both tempting and dan-
gerous to try to draw a road map of how to succeed in China.
Every industry, every company, and every situation is different and
requires individual attention. With change taking place in China at
a dizzying pace, in the time it takes to publish thic book much of
the terrain will have shifted. However, some of the ¢ssential features
of success can be described.

Research and Due Diligence

[t seems almost too obvious to 2 .ention, but too little time is spent
by corporate executives on-re:carching the market in China and
analyzing business opporturnities. As Richard Latham observes,
“When I listen to managers from all sorts of companies, 'm often
surprised at how nebiilous their goals and objectives are before they
come to China. They form partnerships and they can’t figure out
why they did'it; Probably the truth of the matter is they didn’t give
much theught to it in the beginning. They didn’t do their home-
work. You know, it’s amazing that many times companies don’t
know what questions to ask. The Chinese will answer precisely the
questions they are asked. But they usually won’t volunteer answers
to fill in the gaps and they won’t think about the questions the for-
eigner didn’t ask. They take the view that the foreigner must know
what he is doing.”

Richard Latham’s comments suggest that there is a certain
irony in the way that improved knowledge about doing business in
China derails a reasonable entry process. Executives know that
negotiating projects can take an inordinately long time. This
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prompts them to measure success more by how quickly they can
get through the negotiation process and less by how skillfully they
conduct the negotiations and how good a foundation they create
for the business. Executives know that a labyrinth of regulatory
problems lies ahead of them in the entry process. This prompts
them to focus resources more on navigating through that labyrinth
than on developing a reliable market model and investment plan.
Executives know that their Chinese partners are masters of guanxi
and that the more important they are, the better their guanxi. This
prompts them to overestimate the impact of the Chinese partners’
relationships on the ultimate success of the business and. to rely
excessively on their partners to resolve problems of compliance that
should have been identified and avoided in the first place.

Based on our experience in helping multinatibnal corporations
establish operations, enter into joint ventures,end acquire busi-
nesses in China, we know that certain conur.on issues recur. The
range of problems identified during sirategic planning, negotia-
tions, and due diligence assignments-is.best illustrated by a long list:

Misunderstanding of the market
Quality of the managament
Bureaucratic hurdles
Distribution difficulties

Quality of prcduction

Supply et components

Unwanted employees and social liabilities
Title to property

R eliability of accounting records

Misstatement of inventory and receivables
Misstatement of liabilities

Valuation of fixed assets

Quality of systems

Quality of finance staft

If you establish operations in China but don’t encounter and
address most of these issues at the beginning, before the commit-
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ment is made, then it is probable that at a later date you will be in
for a rude shock.

Choice of Partner

With further relaxation encouraged by WTO negotiations—even
accession—and the growing confidence of the Chinese authorities,
in many industries a joint venture will still remain the only avail-
able route to market entry for many years to come. On the positive
side, the PRC government is gradually taking a less prescriptive
approach to the choice of joint venture partner. In the early stages
of the Opening Up, there was greater governmental direction.
Except in sensitive industries, the foreigner isiircreasingly being
allowed more freedom to choose, based oi* vusiness rather than
political or macroeconomic considerations.With increased choice
comes the need for greater care to identiry precisely what might be
expected of a joint venture partner «nd to confirm that what is
expected can be delivered.

“Don’t rush,” is the advice given by foreign executives who
have negotiated and operatea joint ventures. Jim Conybeare of
John Swire & Sons has-established no fewer than 21 joint ventures
in China involving same of the world’s leading companies. One of
his most successful joint ventures is the Coca-Cola franchise in
Guangdong Province. “That took three years to negotiate,” he
notes, “andy.atter all that time, we got to know each other pretty
well. As a result, we have an excellent relationship at board level.”

Another common piece of advice is the need for alternatives
when negotiating a joint venture. The Chinese side understands
the concept of competition and may seek to play one foreign com-
pany off against another. It is not out of order for the foreigner to
adopt the same tactic. After all, it is in the interest of both parties to
ensure that, going forward, they have the right partner.

“Don’t put all your eggs in one basket,” is another maxim
offered by a number of chairmen. For example, granting a national
pan-China franchise to one joint venture could prove to be a costly
mistake if the partnership does not work out. Sometimes, it is
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preferable to limit the joint venture’s geographical scope to a single
city or province. Retaining flexibility is crucial.

The Right Approach to the Market

“It’s not one market but many,” is the observation made repeatedly
by the chairmen interviewed for this book. “It’s changing so fast,”
is another. There is little doubt that with personal incomes in
China increasing annually at a rate of over 10 percent, the market
for goods and services of all types is expanding. What makes China
more complicated than other markets is the continued interaction
of government and business.

Bruno Lemagne believes that China differs frorn other coun-
tries with regard to the specifics of consumer produsts, but that the
strategic issues are the same. In his view, the kcyto business success
is adaptation. “Wall’s ice cream is well-knowrl in many countries,
but its flavors vary region by region, basea on local taste and local
culinary history. In the West, for_exarmple, people like their ice
cream to contain a lot of dairy and 2ot of sugar. Not so in China,
where neither features in the Cuinese diet. Tastes are different. It is
more likely then that the nexiice cream flavor in China will not be
mint chocolate chip ar tizamisu, but red bean.”

Similar consideraciens apply to communicating with customers.
The content and <tyle of advertisements vary within Europe from
one country tganother. In China, the messages and the way they are
communicated have to be tailored to the specific audience being
targeted. For Terry Barnett, the answer to these uncertainties is to
get closer to the market—mnot just in the big cities but in the rural
areas as well. As he stresses, “It is necessary to understand the cus-
tomer mentality and the way it is changing.”

Expatriate Management

There is an emerging view that the chances of success are greatly
enhanced if senior executives sent to China have knowledge and
experience of Asia and also have Chinese language capabilities. In
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Asia, “relationships” and “face” assume added importance. “Look

3 99

at ‘loss of face,” 7 reflects Bruno Lemagne. “Are there many people
who would like to lose face? This is not particularly a Chinese
issue. However, the way it is dealt with, the way it is interpreted, is
very Chinese.” These matters take time to understand, as do the
different methods of communicating. Richard Latham explains,
“To begin to understand how to operate in China, it helps you to
understand the differences between Chinese society and its people
and the society and people you know back home. There is a Chi-
nese way of looking at things and a Chinese way of doing things.”
On the question of language, he advises that “you can get by using
English, but you may be missing 60 percent of whav1s going on.”

In an environment where everything can sec¢in hostile—cul-
ture, regulators, joint venture partners—alienation can set in quite
easily, particularly if head office support tegmns to wane. Multina-
tional corporations need to consider carelully the qualities that are
necessary in executives they select ‘or secondment to China. Char-
acter defects and skill deficiencies.can be magnified when managers
are put under pressure in these unfamiliar surroundings.

Successful expatriates.anusc be persistent, patient, and flexible.
As Jack Perkowski putsiit, the ideal candidate is “someone who
does not take no fcean answer, someone who is willing to roll up
his sleeves, somecne with the relevant experience who will do
things he prebably hasn’t done for 10 or 15 years.” Kent Watson
goes furth=r aading that “people who have an interest in the lan-
guage, people who are sensitive to cultural differences, people who
get beyond their expatriate world, are far more effective in accom-
plishing what needs to be done.”

The reality is that China has much to teach the foreigner. It is
not just a one-way transfer of technology and know-how. The for-
eigner who listens, learns, and adapts is more likely to be successful.

Localization

Localization has been described as “the coin of the realm” or “like
motherhood and apple pie.” Certainly, everyone is doing it. The
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PRC government encourages localization, in part based on a
deeply held view that the Chinese do not want the foreigner to
control, ever again, their economy and businesses. Xenophobia is a
phenomenon found in most countries, but in China there is per-
haps more historical justification for such an attitude. There is also
a natural desire that the Chinese people rather than others be the
first to enjoy the benefits of economic progress in their own coun-
try. These are understandable sentiments.

Regardless of the governmental objective, localization is a key
priority for every multinational corporation operating in the coun-
try. This is important not only because it reduces the significant
cost of expatriates, but because it provides a career pregeession for
Chinese employees. Randy Yeh of Lucent, for exaniplz, notes that
“We have established training and career develosment plans for all
employees to demonstrate to our people thai we are serious and
that we have their long-term interest at heait.’

Jim Conybeare had no fewer than 1200 indigenous salesmen
attending the Swire Group’s sales-teaining program in the first
quarter of 1999. “One of the piecss of advice I would give a poten-
tial successor,” he says, “is the ‘importance of training.” Hank
Greenberg ascribes an imperiant feature in AIG’s success in China
to the relentless prograni-ot training, so that the business is run by
Chinese and not by toreigners.

One of the nrost professional training programs in China has
been put togethi=r by Johnson & Johnson, renowned globally for
the group’s focus on people development. “Outward bound” style,
off-site courses seek to identify those recruits who have the poten-
tial to adapt to the international culture of a foreign company. The
architect of the program, Jerry Norskog of Johnson & Johnson,
explains: “When I interview a new recruit, I ask him what advice
his father and mother gave him about being successful in life. The
answer is usually: ‘Keep your head down, keep your mouth shut,
ensure you have a good relationship with your boss, be obedient,
and work hard.” Now I am going to ask him to stand up, to speak
out heretical ideas, to fight intellectually, to challenge his boss. I am
going to tell him that risk taking is rewarded, not punished. I am lit-
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erally going to turn the tables on him. He is going to have to make
a 180-degree turn if he is to meet my expectations.”

During the last five years, PricewaterhouseCoopers China has
recruited more than 1500 PRC nationals from universities and
trained them in China to become qualified accountants or consul-
tants. It has also seconded abroad over 100 people for periods
exceeding one year. Kent Watson comments, “This program is
working well, but you can’t rush it. You know, in any country, it
takes a minimum of 10 years to take a new graduate and develop
him or her into a partner. We haven’t been at it that long in
China.”

Developing a Culture of Change

Creating and sustaining a culture of change-in global companies is
considered essential to corporate sucgess. Chairmen of technology
companies, such as Jorma Ollila of iNokia, put this high on their list
of objectives. In China, the.challenge is greater because of the
country’s history. If Chines¢ hianagers come from a state enter-
prise, there is tremendous loyaity to the old ways of doing things.

The formal trainisig course is one way to crack the problem.
Jerry Norskog poinis out that “the talented youngsters who are the
fine products of these fine universities are also the sons and daugh-
ters of the Coramunist past. They have grown up in work units.
Their reference point is the ‘iron rice bowl.” They learn by rote,
they write it all down and memorize it, and then regurgitate what
they have learned when asked a question. They are very good at
memorizing data and at assimilating facts and ideas, but they have
not been trained to be free thinkers.”

What is taught in the training course needs to be repeated and
emphasized in the operating environment. Jack Perkowski explains
one of the problems: “Most people, including the Chinese, don’t
like change. The response from a PR C general manager sometimes
goes like this. “Yes, those techniques and those practices may work
in Europe and the United States. But this is China. And China is dif-
ferent.” They may actually believe that. Years of unfortunate contact
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with the foreigner have taught the Chinese that they are special. We
agree that the Chinese are special. Everyone is special. But, we don’t
subscribe to the notion that because it works elsewhere it won’t
work in China. We think that, when you boil everything down,
China actually operates in the same way as other places. The laws of
economics apply here as they do in every part of the world. How-
ever, the fact that Chinese managers are able to argue in this way
gives them an immediate excuse for not changing.”

It is difficult for foreigners to change the Chinese way of doing
things. There is, on occasion, a genuine and understandable mistrust
of foreigners. The Chinese partners to a Sino-foreign joint.venture
want to control the workforce, which is the traditional-manner in
which Chinese organizations are controlled. There s otten a fear
that the foreign company will seek to cut the larce workforce, and
the Chinese managers do not want to abrogatc their responsibility.
This can lead to the retention of old-fashioiied work practices.

Further, as Richard Latham notes, Ve can bring into a joint
venture factory a technology model o£how to produce something.
Our Chinese partners will try very carefully to copy the model
exactly. But it will be an anzlcgue copy, because they will have
looked at it with eyes that«aie accustomed to seeing the analogue
nature of the technology. '1hey will miss the detail and may not
understand why things.are done in a certain way.” In his view, the
key is successfully integrating Chinese culture and Western tech-
nology. “The anessage is the medium,” he remarks. “In our joint
ventures, where we’ve taken the external message and wrapped it
in Chinese paper, we’ve succeeded very well in changing ideas and
work habits.” You have to do it in a Chinese way, but without for
one moment forgetting the objective you are striving to achieve.

Building Trust

There is general agreement that, after a history of 150 to 200 years
of unfortunate contact with the foreigner, the Chinese have some
reservations. The foreigner has a wall to climb if he or she is to
develop trust. This task is often not helped by the very different
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objectives and perceptions of the two parties. Most multinational
companies think and operate globally, whereas the Chinese are
more nationalistic.

In the view of Michael Portoft, “Regardless of our ownership
percentage, we have tried to treat our joint venture partners as
equals. Trust has to be built up over a period of time. You can only
achieve this if you do it in an open, honest, and frank way. During
joint venture negotiations, potential problems have to be discussed
at the outset rather than being left until the joint venture is founded
and then the trouble begins. When you form and operate a joint
venture, the emphasis has to be on the word ‘joint.’~You have to
understand that there are different points of view.2uu this doesn’t
mean that you have to give in. To succeed, you haye to get the bal-
ance right.”

These sentiments are repeated by Briari/inderson: “When you
are dealing with people, you can be.very irank and very direct. But
for it to work, they have to believe, that you are sincere, and to
achieve this you have to develep a’good, but simple, relationship.”
You have to explain, very frankly, that attendance at a week-long
training course will not.automatically transform someone from
being a state enterprise.manager into an international executive.
There is a tendency 2mong some Chinese managers and officials to
underestimate have long it takes and how much work is involved to
reach internaticrial standards.

Probleins are invariably caused by expectations not being met.
For example, foreign companies sometimes find that feasibility
studies, often carried out five years ago on the basis of limited expe-
rience of the country, predicted positive performance that has taken
longer in practice to materialize. When the Chinese partner dis-
covers this, mutual trust can break down because it is typically the
foreigner who prepared the business plan in the first instance.

Sometimes it is too easy to gloss over problems or to sweep
them under the carpet. In China, this will rarely work, since if a
problem emerges and the Chinese partner believes that it should
have been anticipated or that it seems to have been hidden by the
foreigner, then mistrust can be created. Actions can be misunder-
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stood. Suspicions can be easily aroused. Motives can be frequently
misinterpreted.

You also have to show the benefits of investment and of retain-
ing rather than distributing profits. The latter is the natural inclina-
tion of the Chinese partner, who is looking for a rapid return. Jim
Conybeare advises, “Of course, you must not promise a level of
dividend income and then suddenly try to switch it off because you
need to invest more capital.”

Kent Watson focuses on what needs to be done to bridge the
gap. He advises, “In my view, the gap can only be bridged when the
two parties are able to build a relationship of trust. The diffzrence in
objectives needs to be understood and discussed, so that mistrust is
not created when doing business.” He emphasize: tiaining and
career development: “Training is not just for the pirpose of increas-
ing efficiency and production. It will also create equals. We want to
develop people who will become true partners. In this way we hope
to develop a relationship of trust.”

Randy Yeh was born in Qingda<, cn China’s east coast. As he
was educated both in Taiwan and it the United States, where he
worked for many years, he unaerstands equally well the Western
and the Chinese approaches to these issues. He is able to offer
advice from a unique, pusition: “You will always have differences,
but if you act fairly, frarikly, and honestly, you can make a joint ven-
ture succeed. When there is fairness on both sides, frank discussion
can happen ana a relationship can be built. Understanding can be
established and trust will develop. Once you have trust, many things
can work in China.”

Managing Costs in a Volatile
but Regulated Environment

Building and sustaining a business in China requires aggressive
management of a range of costs—some familiar and some not.
Many businesses find themselves in a margin squeeze that becomes
the main issue in business planning and execution. The squeeze is
between unforeseen pressure on costs, some commercial and some
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regulatory, and unforeseen pressure on prices, some commercial but
many regulatory. Regulatory costs include items found in other
countries, such as duties and taxes, which are subject to sudden
change. They also include items that are particular to China, such
as forced partnering costs; inflated real estate prices in designated
investment zones; extra margins paid to state-licensed importers,
distributors, and retailers; and so on. Price pressures are brought
about by the mandatory involvement of local pricing bureaus,
forced distribution channels, and unconstrained and subsidized
state-enterprise competition.

To address these issues successfully requires the senior China
executive to manage the interface with the regulaterv environment
actively rather than treating it purely as a compliance process.
Through good relationships with regulatory’ officials, it is possible
to influence the development of regulativis as well as their inter-
pretation, to the benefit of the business. Ffor example, a process of
tax planning to enhance one’s tax/position needs to be supported
by a process of relationship meragement with the taxing authori-
ties. A business that relies ori significant imported inputs needs to
be supported by a functicn® that not only monitors compliance
with customs and excise regulations but aggressively manages rela-
tionships with the zppropriate agencies.

Making the Tong-Term Commitment

In a survey carried out in the first half of 1999 among the chairmen
of the top 50 PricewaterhouseCoopers clients in China, most
expressed caution and commented that the operating environment
in China was more complex than had been imagined a few years
ago. The focus of companies was on reducing losses and on
improving profitability through consolidation of legally separate
joint ventures and through operational efficiencies, including a
reduction in the number of expatriates. In the short term, there was
a desire to generate a better return for shareholders from invest-
ments already made before committing further funds. However,
there were some global companies that had not yet invested signif-
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icant sums in China and had committed to doing so in the near
future. The overall picture indicated a reduced level of foreign
direct investment from global companies, when compared to the
heady days of 1994 to 1997.

But all of the 50 chairmen surveyed were optimistic about the
future and stressed the importance of multinational corporations’
having a long-term vision and long-term commitment when it
comes to investing in China. These views have been encouraged by
the belief that the Chinese leaders know what they are doing, and,
although there are many serious issues to be faced, there is confi-
dence that they are up to the job. The zeal with which the program
of market reform is being pursued has given grounds fa: comfort,
as has the desire to restructure the loss-making state ¢nterprises and
the nonperforming loans of the state banks. The decision made in
early 1999 by Premier Zhu Rongji to make eweey etfort to join the
WTO encouraged MNC chairmen who recognized the opportu-
nities that would be generated by the furitier Opening Up.

In March 1999, the People’s Congress changed the constitution
to provide a constitutional basit ‘or the private sector. It was
announced that contract law would be improved and that legal pro-
tections would be introduced tor the private investor. By mid-1999,
a comprehensive revisior «f contract law was in its final stages. At all
levels, advocates of competition are emerging as major influencers,
reminding one of <h¢ early 1980s when Margaret Thatcher champi-
oned the free muatket in the UK and rolled back the frontiers of
socialism. This phenomenon, which spilled over to many countries
and led to worldwide privatization on a massive scale, has even influ-
enced the Chinese leadership. Of course, it is being introduced in
China in a Chinese way, with a strong focus on caring for the people
and on maintaining the achievements of socialism. For example, it is
not called privatization but, euphemistically, “introducing diverse
forms of ownership.” The train has left the station, and China’s desire
to join the world’s international organizations and become a truly
global player implies a direction from which there will be no turning
back. There will of course be false starts and hiccups along the way,
but the direction is clear.
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As Michael Portoft comments, “If you go to Beijing or Shang-
hai, you will not meet Mr. Marx or Mr. Engels or Mr. Hegel on the
streets. This is a capitalistic country, more like what you would have
seen in Manchester at the end of the nineteenth century.”

Questions are often posed by journalists and commentators
about the future political stability of the country. To address this
issue effectively requires a separate political treatise. However,
chairmen of multinational corporations seem to have confidence in
the ability of the country’s leaders to transform the economy
within the present political framework. The control that the Party
maintains over the people and over the changes-taking place
appears strong. Predictions of another Russia are not given much
credence.

The often-turbulent relationship betw2en’ China and other
countries, particularly the United States anid the UK, gives foreign
businessmen cause for concern. Trade iiegotiations, commercial
contracts, and the granting of licens<s can all be influenced by a
sudden deterioration in relations. For example, a meeting between
a foreign prime minister and ti:¢ Dalai Lama can be used by China
as a lever against a company from that country if the meeting
occurs in the middle cf aegotiating a joint venture. Alternatively, it
might provide an_¢zeuse to the Chinese authorities to delay the
granting of a licenze. The dimension of international politics makes
life difficult {Hr foreign businessmen in China. But this phenome-
non alsa exists 1n other countries.

Economically, China has witnessed something of a miracle in
the last decade. Economic statistics may be highly suspect, even
“cooked,” in the view of some observers, but real economic
progress is highly visible. A visit to the Shanghai Pudong area or to
an electronics factory in Guangdong evidences the success. Most
foreign businessmen are confident that this will continue, albeit not
at the rate experienced in the early 1990s.

The regulatory environment is seen as the greatest uncertainty
for multinational corporations, and as the area of highest risk.
China’s accession to the WTO may start to reduce this, but com-
pliance with commitments made will be a fearfully difficult chal-
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lenge. The vagaries of the administrative environment will remain
for many years, despite the political will for change.

In summary, the prospect of political stability, the scale and
growth of the economy, and the professional manner in which it is
being transformed give the chairmen of the world’s top companies
optimism and confidence in the longer term about the market in
China. The regulatory environment continues to give concern and
headaches. The need for flexibility on the part of multinational
corporations doing business in China is paramount.

The dichotomy between long-term optimism and short-term
caution, even despair, has interested writers and commengators on
China for the last two centuries. Success in China depends on the
industry you are in, the timing of market entry, and the inany other
issues referred to in this book.

I shall leave the last word to Hank Greenb-rg: “If you want to
do business in China, you need to take. thc¢ Jong-term view. You
have to be patient. China is, after all, a(5090-year-old civilization.
They don’t measure time in the sanze way that we do in the West.
You can’t rush China. You have to ke it step-by-step. That’s the
secret of success.”



