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1

What Should a China Manager Know
about China’s Economy, Politics and
Society?

Frank Sieren

1.1. Is China’s economy more reliable or only bigger than other
economies?

One of the most important preconditions for successful business in China is a
reliable evaluation of the political, economic and social situation of this complex
country. Managers need a number of parameters that allow them to get a relatively
clear picture without too much research. They have to foresee coming develop-
ments at an early stage, allowing them to change their strategy and inform their
head office before it has to find out itself. Furthermore, these parameters help to
support a long-term market entry strategy. The last two economic crises (Asian
crisis, global recession) have proved the parameters China’s stability is built on.
The Asian financial crisis in 1997 and the world recession in 2001 heavily upset
Asian people’s dreams of a pacific century. Not only Japan, but also the four little
tigers, South Korea, Taiwan, Singapore and Thailand still have serious economic
problems that can only be solved by an upswing of the global economy. Of all
Asian countries, the only one that could live up to its economic promises until
now is communist China. Western companies reward the right mix of stability
and growth in this big market with high investment. In most other countries
foreign direct investment (FDI) has been sinking significantly. However, China’s
contracted FDI grew 10.4 per cent to 69.2 billion US dollars (6 per cent of GDP) in
2001. In times of crisis it has become even more obvious how much the inter-
national business community trusts China. Today, China is second only to the US
as the world’s biggest receiver of FDI and gets 80 per cent of FDI that flows into
Asia. By comparison, India only receives 10 percent. China’s WTO membership,
officially starting on 11 December 2001, has given China euphoria an extra boost.
China’s transformation economy can only be understood if one keeps in
mind that constant policy changes are inevitable to keep the country stable.
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For example, the Chinese government might sometimes offer preferential
treatment to foreign companies in a particular business sector in order to attract
more FDI, only to scrap these bonuses if it gets the impression that foreign
businesses are getting too strong and threaten to push out local industry. While
frustrating to foreign businesses this policy might in the long run turn out to be
a well-advised one, because, other than the Russian economic shock therapy of
the early nineties, it stabilises the country. Maintaining social and economic
stability being the government’s most daunting task, there are three main areas
of conflict that have to be kept in balance: firstly, the overstaffed, unprofitable
and poorly run state owned enterprises (SOEs) have to be made competitive
with the emerging and rapidly growing private sector. Secondly, two thirds of
Chinese people live in the mostly poor countryside with its uncompetitive
agriculture; many try to make their way to the cities to seek better jobs and
income perspectives. Thirdly, China’s growth currently mainly benefits the
boom cities on the east coast, while the vast inland and western regions lag
far behind and their poor inhabitants find it hard to benefit from the country’s
development.

The most important questions

e How long can China keep up its strong growth?

e How stable is China?

e Is China playing games with western companies’ dreams of a giant market
with 1.3 billion consumers?

e Which parameters allow an evaluation of the country’s internal strengths?

e What role does WTO membership play?

Even after the 2001 global recession, during which risk evaluation became
extremely rigid, it very much looks like the trust in the Middle Kingdom's
stability is still justified. The assessment, that China is not only a big market,
but also a strong and seminal one, is based on the following requirements:

e Stable growth, low inflation/deflation rate; supported by useful, moderate
government spending;

e Conservative, protective fiscal, monetary policy;

e Down-to-earth reform management, which puts stability as first priority;

e Balanced mix of high tech and low cost;

e Patient people willing to carry the burden of reforms;

e WTO membership forcing China to apply international business standards.

Naturally, the factors are very interdependent. If in case of an inflation the
government stopped controlling it, the people would lose confidence in their
Chinese money, withdraw their savings from the banks and spend them on
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durable goods. Demand would rise faster than the necessary supplies could
follow, further driving up inflation and pushing the black market for local
currency. Consequently, people’s real earnings would drop dramatically until
they’d finally lose patience with the government. This is what happened in
Argentina in the first half of 2002, and the government had to close the banks.
Therefore it’s useful to take a closer look at the factors that stabilise China’s
economy.

High, stable growth

Emerging from a very low level of economic development China’s high growth
is no luxury, but a basic necessity to guarantee the country’s stability. In the
short-run, it serves the stability of the labour market. Every year, about
10 million workers lose their jobs in SOEs and seek new employment. Every
year, China has to create 14 million jobs to provide for them and the young
people who enter the job market. Analysts see the root of the countrywide
protest movement of 1989 in the low growth rate and high inflation of the late
1980s. This served as a warning to politicians, who in the early 1990s subse-
quently moved to a policy that accelerated growth at any rate. The overheated
economy again led to galloping inflation. Therefore, the main goal of People’s
Bank of China president and later Premier Zhu Rongji’s economic policies in
the mid-1990s was a soft landing for China’s boom. Since then, the official
growth rate was between 7.1 and 8.8 per cent and inflation was later.

Since the Asian financial crisis in 1997, the government has had to make sure
that growth is not slowing down too much. In times of falling exports, which
are one of the main engines for China’s growth, state planners used infrastruc-
ture projects to keep the economy busy. Mainly used as a means of fiscal policy,
government domestic spending rose 80 per cent between 1998 and 2001. This
sounds alarming at first, but is actually quite reasonable. There are two reasons:
first, if compared to other countries, China’s government spending is still quite
acceptable. Only 20-30 per cent of tax income is used to pay interest for mostly
long-performing loans, a rate comparable to that of Germany. In 2000 infra-
structure development made up for about 1.5 per cent of GDP growth. Second,
these projects are not merely employment projects; they are mostly reasonable
investments that will make the country more competitive in future and also
benefit international corporations. After all, in contrast to Japan, China still
needs a lot of infrastructure if it wants to meet the needs of a modern economy.
Many of today’s problems are burdens from Mao Zedong’s regime. He promoted
the self-reliance of all regions, leaving the country with a miserable infrastruc-
ture. Connecting underdeveloped, poor western China with the booming
coastal area is especially important if the whole country is to prosper. However,
China’s authorities sometimes have odd priorities, even in the coastal areas:
Beijing’s hutongs, the traditional courtyard houses, have been provided with
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broad-band Internet access, but are still waiting for private toilets and running
water.

One of the biggest projects, the highly controversial Three Gorges Dam, is
hoped to produce an annual 18,000 megawatts of power as well as controlling
the devastating floods that regularly hit the Yangtse River. The dam, to be
completed sometime in the second decade of the twenty-first century, will
cost an estimated 90 billion US dollars; 1.3 million people have to be resettled.

Another power supply project that is currently under construction is a 2,500-
kilometre gas pipeline. The 20 billion US dollar project will connect Xinjiang,
which is rich in oil, gas and other natural resources, with Shanghai and the
adjoining boom-area on the east coast. A 1,200-kilometre channel is going to
provide China’s dry northeast with water from the subtropical south.

A nationwide highway network is also very important. The basic skeleton,
soon to be finished, is a system of two north-south and two east-west highways;
smaller roads will then connect to every corner of the country. At the begin-
ning of the decade, the total length of highways was 16,000 kilometres. By
2010 China hopes to have a network of 12 main highways. And China'’s
construction projects follow a long-term strategy: the new highways are in no
way inferior to the ones in developed countries. With regard to railways, a
German state-of-the-art magnetic levitation (maglev) train, Transrapid, is
under construction in Shanghai. Starting in 2003, the train will connect
Pudong, Shanghai’s Manhattan, with the new airport 37 kilometres away.
Should the first-ever commercial maglev connection stand the test, this system
is likely to be used for a 1,200-kilometre high-speed connection between
Shanghai and Beijing.

China is like a huge high potential company that has to invest in all fields of
core business in order to become more successful. Today, the country with 20
per cent of the world’s population produces only about 3 per cent of the world’s
general inland product (GIP). In comparison, the US produces 30 per cent of
global GIP with only 4.5 per cent of the world’s population.

But Table 1 shows that global trends seem to be working for China. China is
the only country with long-term rising nominal GDP.

Table 1 Nominal GDP increase in US dollars (per cent)

1980-90 1990-2000 2000-2010 (estimation)
China 28 178 200
Tigers 265 95 60
us 108 70 55
Japan 185 56 20

Source: Morgan Stanley Research.
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Over the coming decades, the Chinese government will still be able to rely on
infrastructure spending without running into dangerous overspending, espe-
cially if it can stimulate private consumption at the same time.

Conservative fiscal and monetary policy

The Chinese government handles its money reserves carefully, always ensuring
it has enough in reserve to be independent from others. Foreign reserves exceed
210 billion US dollars (2001). According to Moody’s Investors Service, this is
four times more than China needs to cover 12 months of imports. On Moody’s
rating list, China reaches a good A3. At 30 per cent of GDP, national debt is still
relatively moderate.

For the time being, the Chinese leadership has also made sure that big
international finance players cannot put China under pressure.

e Trading on international stock markets cannot influence China’s interests
because access to local markets is still mostly restricted for foreigners (see
question 1.8).

e The Renminbi (RMB), China’s currency, is not freely convertible; just like the
Hong Kong dollar, it is tied to the US dollar by a peg. As the government
chooses a realistic exchange rate, there is no significant black market.

e China does not take high-risk short-term credits (‘hot cash’-borrowing huge
amounts at high interest rates) from international capital markets. Therefore
China, although its banks are technically bankrupt, does not risk bankruptcy
in times of crisis, when most foreign creditors suddenly call in their loans
and debtors cannot pay back. Thailand chose this risky strategy in the 1990s
and triggered the Asian financial crisis in 1997.

Down-to-earth reform management

Not a democratic mandate from the voters but robust economic success deter-
mines the Chinese government’s legitimacy. Beijing’s communist leaders are
well aware that they have the best chances of staying in power if China
succeeds in becoming a competitive player in the global economy. Therefore,
the more successful cadres in the leadership leave behind ideological limita-
tions and mostly base their decisions on down-to-earth economic consider-
ations, which put stability as the first priority. In this respect, China does not
reject the help of acclaimed international consultants. The economic reform
policy, triggered in the early 1980s by paramount leader Deng Xiaoping and
revived in the early 1990s by the party’s reformer wing around Premier Zhu
Rongji and President Jiang Zemin, has become the broad party line. If the
reform process is occasionally slowed down, it is mainly because the govern-
ment has to protect weak state owned enterprises to guarantee social stability.
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But even then, the losers of the reform process, such as party hardliners headed
by former premier Li Peng, are unable to stop it (see question 1.2).

Balanced mix of high tech and low cost

China has a unique position in the economic world because it is attractive for
both low cost as well as high tech production. Therefore, China is not depend-
ent on one sector only. In comparison, countries such as Indonesia or Bangla-
desh rely mainly on low cost products, while Taiwan, South Korea and Japan are
almost fully dependent on the IT sector and have a population that is no longer
willing to work for low salaries.

There are no signs that China is likely to grow out of or give up its dual
approach in the near future. China is increasingly able to produce sophisticated
IT products, and China’s west provides an inexhaustible pool of cheap labour.
The only drawback is the high cost of transportation to the east coast.

During the Asian crisis, China insisted on the peg of the Renminbi to the US
dollar, making the country a more expensive production base than other Asian
economies. The Asian Crisis has shown how stable China’s position is. Lasting
only a little more than one year, the crisis was too short for western companies
to move to other cheap labour countries. Considering that it takes quite some
time to teach factory staff to produce output of reliable, consistent quality.

Also, China has rising numbers of well-educated young people, making it
attractive for foreign companies to not only move their production sites to
China, but also their research and development centres. Especially in research-
intensive sectors like biotechnology or life sciences, China is emerging as a very
competitive player.

Patient society

Currently there are no signs of a general country wide opposition to the
central government. It seems like the government and its people have reached
some kind of ‘society agreement” as long as the Beijing leadership sets the
country on the track to prosperity, the people will not directly interfere with
the central government. On the side of the people, this is surely more an act of
toleration than acceptance. Still, the people show a certain willingness to carry
the heavy burdens of the reforms. After all, the hard times of the Cultural
Revolution (1966-76) are still fresh in the memory of those who are now in
their mid-30s. Even the poor peasants have experienced a slow rise in living
standards.

Although there are frequent demonstrations in China, they still mainly attack
regional problems and usually end when the dispute is solved locally. This
balance, however, is unstable. It would be a very alarming sign if demonstrations
increased and started attacking the system as a whole (see question 1.11).
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WTO membership

WTO membership not only makes it easier for foreign enterprises to enter the
Chinese market. This will boost the reform development of the Middle King-
dom in two possible ways.

Firstly, the reform wing of the government gets more leverage to speed up the
restructuring of state owned enterprises. The message is simple: companies
have to become competitive by international standards or face the conse-
quences of being shut down. This pressure has already led to impressive mod-
ernisation in sectors such as banking, airlines, telecommunications and
extractive industry.

Secondly, foreign corporations that invest in China call for international
standards. They not only demand open markets, but also a reliable legal system,
less corruption, greater transparency of Chinese enterprises and, last but not
least, well-educated, experienced Chinese employees. This will put pressure on
politicians and the public sector to speed up reforms, as long as stability is not
in danger.

Nevertheless, the current strength of the Chinese economy should not lead
western investors to drop their guard and underestimate the fact that the
country’s most complicated transition period since the death of Mao Zedong
in 1976 is still ahead. For the last 20 years, China’s economy was based on
turnover. The only goal was growth at any rate, which led to corruption (see
chapter 1.6) and businesses run by poorly educated but very charismatic leaders
that resembled the so called ‘robber barons’ (Rockefeller, Vanderbilt) of the
United States at the turn of the nineteenth to the twentieth century.

Now, the economy has to produce sustainable growth. That includes a
functioning social system, efficient banks and a reliable legal system. The
fairly closed financial sector, which is protecting China’s economy now,
becomes a growing disadvantage as the economy gets more sophisticated:
the lack of transparency raises doubts about the stability behind the walls.
Using these parameters the only thing one can be sure of now is that external
pressure (Asian crises, global recession) has so far not been high enough to
fundamentally destabilise China. But apart from that, we have to rely on
estimates.

At least there is no doubt about the general direction: the government will
have to give up its tight grip and strive to strike the right balance between
laissez faire and control. This will definitely lead to less control. Should the
government lose this balance, foreign enterprises will feel a painful slow-down
of the boom. Nobody knows how deep China could fall again, but experiences of
the past allow us to be cautiously hopeful. Even the last big crisis, the bloody
crackdown of student protests on Beijing’s Tiananmen Square in 1989, threw
the country’s economy off track for little more than a year.
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Summary/Recommendations

On the basis of the above-mentioned six parameters, China’s economy
currently seems to be stable and prospering on the turning point from a
turnover economy to a sustainable economy. By keeping these six factors in
mind, it should be possible to make relatively reliable evaluations and
forecasts about the country’s development. However, if one or two param-
eters take a major turn for the worse, it is advisable to be careful and recon-
sider the long-term strategy.

Further sources

Guo, R. (1999) How the Chinese Economy Works: A Multiregional Overview (Studies on the
Chinese Economy), UK, Palgrave Macmillan.

Schell, O. and Shambaugh, D. (1999) The China Reader: The Reform Era, Vintage Books.

Zweig, D. (2002) Internationalizing China: Domestic Interests and Global Linkages (Cornell
Studies in Political Economy), Cornell University Press.

1.2. How stable are the Communist Party and the government?

In everyday business, one often has to deal with Communist Party cadres. They
draw up the nation’s economic policies and decide which sectors will get how
much government support and how fast China opens its doors for international
investors. Every company, including western-Chinese joint ventures, has its
own party committee, and the party secretary wields considerable influence.
Even though the party’s influence seems to be slowly fading, it is and will
remain a major factor for China’s economic success.

The most important questions

e What are the Communist Party’s power instruments?

e What are the party’s main weaknesses?

e What are the party’s strengths?

e Is the party flexible enough?

e What forces the party to act according to modern economic developments?

During the 1990s, China was Asia’s pillar of stability, not only economically,
but also politically. While the region’s big players (Japan, Indonesia, Philip-
pines etc.) were paralysed by interior turbulences and power struggles, China
has been able to take a stable course for over a decade. The main reason for this
is the strong position of the Communist Party. It defends its unrivalled power
using the following instruments:

e top-down decision-making;
e occupation of all leading positions;
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e control over career opportunities;
control over media;

ban on political competition;
ban on separation of powers.

All influential government positions and decision-making processes are in the
hands of the party, making it impossible to distinguish where affairs of the party
end and affairs of the state begin. For example, all provinces and cities have a head
of government and a party secretary, with the latter being the more powerful body.

The most influential positions, currently all held by Jiang Zemin, are the
following: Party Secretary General, State President and Head of the Central Mili-
tary Commission. The innermost power circle is the standing committee of party’s
politburo, formed by the country’s seven most high-ranking politicians.

Formally the highest state organ is the approximately 3,000-strong National
People’s Congress (NPC), which comes together in Beijing’s Great Hall of the
People every spring. It is at these meetings the premier in a comprehensive
political declamation, carefully drafted by all government sectors, announces
the new guidelines for the government’s work, including economic policies.
The following discussion is of great importance to the leaders, giving them an
overview over their parlamentarians’ opinions and worries throughout the
country. Sometimes delegates will even show their discontent. In one case in
1992, one-third voted against the construction of the Three Gorges Dam.
Having its annual meeting at the same time is the Chinese People’s Political
Consultative Conference (CPPCC), a body made up of representatives from all
fields of society, which acts in an advisory capacity, and includes businessmen
like Jing Shuping, Chairman of Minsheng Bank, China’s only privately owned
bank listed on the local stock market, and Henry Fok Ying-Tung, one of the
richest and, politically, most influential businessmen in Hong Kong.

However, the main legislative work of the NPC is done by its 150-strong
standing committee, which meets every two months. Parallel, the Central
Committee of the Communist Party of China (CCCPC) meets to discuss state
and party affairs and make the necessary decisions. Although the party does its
best to speak with only one voice, behind the Scenes there are several factions
struggling for influence.

There has been much speculation about a coming collapse of China’s Com-
munist Party. Most analysts that predict an imminent end to communist rule
point out that the party’s weaknesses are becoming more and more of a hin-
drance for the development of the country. The following are the main weak-
nesses mentioned:

e avoidance of political competition;
e phase-out model: ideology and the cult of leadership do not work any more;
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e complex economy cannot be centrally planned;

too big (60 million members);

cannot be controlled (corruption);

clinging to power is more important than economic reasoning;
too much emphasis on uncertain leadership personalities.

Until now, much to the surprise of many China watchers, a collapse has not
happened, and there are strong arguments that suggest that there will be few
changes in the near future. On the one hand, government and party try their
best to go with changing times and adapt to the market economy. On the other
hand, there is no general opposition or underground movement that could
challenge the party’s position. The question is why?

The main reason is that the party has a number of structural strengths that
are quite helpful for the modernisation of the huge country:

e ability to make long-term plans for modernisation;
e successful balancing of different currents within the party;
e ability to implement and balance reforms nationwide.

Still, the strongest advantage of the Chinese Communist Party is definitely its
pragmatic flexibility in the economic field, necessary to cope with huge na-
tional and international interests and pressure.

Flexibility

Compared to other communist systems, China’s Communist Party has shown a
great amount of economic flexibility over the last 20 years. Taking a very
pragmatic approach, the party has managed to fend off massive pressure from
two directions.

One is the people’s desire for higher living standards but also for personal
freedom and the pursuit of happiness. The other is the competition of the
global economy. This at least makes the government aware of the huge prob-
lems that urgently have to be solved, as Premier Zhu Rongji’s speech to the
National Peoples’ Congress in spring 2002 shows:

However, we are clearly aware that there are still many problems demanding
prompt solution in our economic and social life.

The principal problems are as follows: farmers’ incomes are growing slowly;
incomes for farmers in some major grain producing areas and disaster-afflicted
areas are decreasing; in some places, wage areas are now a serious problem; some
enterprises are still having difficulties in production and the life of some workers
remains hard; and employment pressures are increasing. Industrial structure remains
irrational and deep-seated problems in our economic system have not been solved.
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Problems of the ecological environment are outstanding.

Local Protectionism remains a problem despite repeated orders to ban it, and the
order of the market economy is yet to be fully rectified.

In some localities and government departments and among some leading cadres,
formalism and bureaucracy are rife, deception, extravagance and waste are serious
problems, and some forms of corruption are relatively conspicuous.

There are cases of work units misappropriating budgetary funds or special funds
in disregard of the relevant rules and regulations. Failure to abide by the law in
handling affairs and laxity in law enforcement are common occurrences. Grave
worksite accidents frequently occur. Public security order is poor in some places.
Some of these problems have remained unsolved for many years, and there are also
some that are caused by shortcomings and errors in our work. We must attach great
importance to these problems and take effective measures to solve them.

When it comes to major decisions, pragmatism usually wins over ideology.
However, this does not necessarily mean that these decisions are what foreign
investors hope for. For example, even though China has entered the WTO, the
banking sector will only open up to foreign competition very slowly. This is not
caused by the ignorance of communist ideology, but by the simple fact that
China’s state banks still need time to overcome weaknesses and deficiencies and
prepare for foreign competition. The Government’s first priority is always to
maintain social and economic stability.

National pressure

Apparently, China’s communists thoroughly analysed the fall of Eastern Eur-
ope’s communist systems. They came to the conclusion that there is only one
thing that can save them from being swept away by uprisings and rebelling
masses: economic prosperity. They reckon that as long as Chinese people are
mainly concerned with raising their own salary and consumer power and as
long as the majority can afford more today than it could yesterday, nobody will
challenge the central government. In that respect the people controls the party.

The party, however, has all the instruments it needs to influence the people.
Whoever wants to be successful in his career has to act in harmony with the
party because it controls all state run business up to the top positions. In a way
this even applies for private entrepreneurs. Without close ties to local cadres, no
enterprise will be able to establish a successful business. Lawmaking, judging,
law enforcement and administration are all controlled by one organisation —
the party’s politburo (see chart below). Therefore, rules can be enforced easily
and propagated through the media. This has advantages and disadvantages.
The politburo can reach decisions, for example on long-term development
plans, quickly and efficiently. Also, only a few groups are involved in the
decision-making process. There is little competition when it comes to fighting
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over the best ideas, but this power monopoly leads to a huge problem with
corruption.

Within the party, different directions struggle for power. During recent years,
party secretary general and state president Jiang Zemin succeeded in balancing the
fighting fractions. The losers were those cadres whose know-how or connections
were not strong enough to compete in the new market economy environment.
They therefore try to slow down the reforms. What is obvious is that development
cannot be turned back: ideology and the cult of leadership might still work to
control peasants, but the educated city dwellers will not fall for it. Party leaders
increasingly have to develop pragmatic project manager qualities.

Global pressure

The party’s economic policy not only depends on its own people, but also on
the international community. It has learned from mistakes it made in the 1960s
and 70s. Efforts to build up a new, independent third way economic system
have been abandoned; the party now follows the mainstream of global devel-
opments. Under pressure to survive in the global economy, China has to
implement international business standards. In this respect, WTO membership
is a very important step in the right direction.

Promising foreigners a huge market of 1.3 billion consumers bought time for
the party because international companies, not wanting to miss out, were
willing to set up businesses under unstable conditions. However, this will not
be enough to make China competitive in the long run. International support,

Party Government
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acceptance and stability depend on consequent, reliable and fast implementa-
tion of international standards. Should party managers wield too much power,
this might be harmful to the party’s long-term control. Government and Party
can only maintain their credibility with its own people and the international
community if they succeed in checking corruption in their own ranks (see
question 1.5). The government tries its best, but for outsiders it is hard to judge
if the efforts are successful. The economic sector is particularly difficult, because
central planning of all details of the economy has become virtually impossible.
The most important task for government party in the coming years is letting the
economy have its fling without losing control. The conflict lies between clinging
to power and giving in to economic necessities. As long as leaders do not try to
ignore national and international pressure and move ahead with reforms, party
and government may hope to remain stable for quite a while.

Summary/Recommendations

The party’s stability depends on its success in coping with the above-
mentioned weaknesses. For the time being, there seems to be no alternative,
as no other organisation is as well structured as the party.

In recent years, the reform-oriented government has had a lot of support
from its own people and also from abroad. Even if China officially remains
communist, in reality it has long launched pragmatic economic reforms
towards market economy and international standards. Opposition move-
ments that knocked over the socialist systems in Eastern Europe do not yet
exist; mass protests only occur locally. The country’s stable growth supports
the trust of the international community in the government’s stability.

Still, the system is too dependant on leadership qualities and personalities.
For the time being, the leadership seems to fully back the reforms, being
aware that internal quarrels could be harmful.

Further sources

Salisbury, H.E. (1993) The New Emperors: China in the Era of Mao and Deng, Avin Books.
Shambaugh, D.L. (ed.) (2000) Is China Unstable: Assessing the Factors (Studies on Contem-
porary China) M.E. Sharpe.

1.3. When making business, what is important to know about
China'’s history?

The Middle Kingdom had its time of greatest prosperity between the third
century BC and the seventh century AD. During that time, China came up
with groundbreaking inventions such as the plough, paper, pasta and porcel-
ain. But these times, when China was a world power, have long passed.
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By the fifteenth century, development of this empire stagnated when conser-
vative officials barred the great discoverer Zheng He from seafaring and increas-
ingly isolated China from the outside world. Since then, inventions and
discoveries that drove global development have come from Europe, North Amer-
ica (alittle later) and, in the second half of the twentieth century, from Japan as
well. China lagged behind, becoming for several hundred years a second-rate, if
not third-rate country. The emperors tried to live off the shine and glamour of
older times and keep the huge middle Kingdom together. Opposed to progress
and reform, the imperial court rejected all impulses for change necessary to cope
with the requirements of a modern world. By the beginning of the twentieth
century, the empire fell apart under international pressure and different forces,
mainly provincial warlords, struggled for power. Japan, trying to dominate
Southeast Asia, benefited from internal chaos and ongoing fights between the
nationalist forces of the Guomindang and the Chinese Communist Party, occu-
pying a big part of the country in the late 1930 and early 1940s.

The new leader (1934-49)

It was under these chaotic conditions that Mao Zedong, a charismatic revolu-
tionary and strategist, came to power. Trying to escape nationalist Guomindang
troops, he led China’s communists through a 10,000-kilometre hike later known
as the Long March (1934-5) to Yan’an in northwestern China. After the Japan-
ese lost World War II, the United States forced communists and the Guomindang
to form a coalition, which didn’t last long and led to continued civil war. In
1949, the communists succeeded in forcing the Guomindang off the mainland
to Taiwan. Most of China’s successful entrepreneurs fled with them or made
their way to the British colony of Hong Kong; some of them even disassembled
whole production lines and carried them off. On 1 October 1949, Mao Zedong,
the leader of the Communist Party, proclaimed the People’s Republic of China,
triggering a few years of euphoria. An economic boom fuelled this optimism. In
these promising times, many people willingly followed the party leadership.
Unfortunately, it soon turned out that Mao, an outstanding political strategist,
was less skillful and knowledgeable when it came to economic reforms.

The most important questions

e Which are the main phases that influenced the People’s Republic?

What were the goals of the different leaders?

How did they implement their goals?

How successful were they?

How did these developments affect the Chinese people?

Which historical experiences and events can still be felt today in everyday
business?
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China’s dark ages didn’t end with Mao’s rise to power and proclamation of the
People’s Republic. Centuries of lethargy in imperial times and chaos during the
republican transition period were now followed by a time of unbalanced,
precipitate reforms.

Short-lived hopes (1949-56)

Mao was not hesitant; he knew he had to move swiftly to restructure China.
And his analysis of the situation was correct: after centuries of immobility
under the emperors, China had fallen far behind the west. In order to become
competitive, China had to make enormous efforts to catch up. But Mao’s
conclusion tragically had a small, but momentous error. Mao was convinced
that a well-organised mass movement that selflessly laboured for the good of
the community would be much better at building up the country than a system
of competition that offered material incentives and social promotion to the
individual. His strategy was the setting up of collectives in the countryside,
nationalising privately-owned property and decentralising the economy. He
wanted to win over workers and peasants by offering them lifetime employ-
ment and social security, the so-called ‘iron rice bowl’ including housing,
medical care, schooling, pensions, in return for low wages. Unfortunately,
this system did not have a very motivating effect. Shanghai, the booming
coastal metropolis of the early twentieth century should have taught him
better. Unfortunately, he was charismatic enough to press ahead with any
idea he had. Without any sign of comprehension, Mao forced China’s economy
to follow this course for over 20 years, further ruining the country. He was
obsessed with having found a revolutionary shortcut to economic modernity.
Tragically for millions, this bypass never worked out.

‘Let a hundred flowers blossom...’ (1956-7)

Mao, born into a family of farmers, always sympathised with peasants and
workers, but had ambivalent feelings towards intellectuals including engineers,
managers, doctors and lawyers. While at the same time feeling inferior to them,
he had to rely on their co-operation in order to succeed. They constituted up to
14 per cent of his 20 million plus party comrades. About the same number of
party members had a working-class background, while the majority was made
up of farmers.

In 1956 he ventured to improve the intellectuals’ situation and asked them
for helpful criticism and new ideas. The criticism soon turned against him. The
results were devastating for Mao. He called off the campaign after only five
weeks and turned it into a witch-hunt against all his critics. Between 300,000
and 700,000 intellectuals were detained or sent to the countryside to be ‘re-
educated’ by the farmers. For decades, this sent out a warning to the leadership
elite of the country that Mao’s ideas were not negotiable.
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The ‘Great Leap Forward’ (1958-60)

After unsuccessfully lobbying the intellectuals, Mao was afraid that the peasants
and workers would lose their enthusiasm and motivation. In order to stop the
country he had ‘liberated’ (as the official Chinese vocabulary puts it) breaking
apart again, Mao tried to keep the people busy with new mass campaigns. The
‘Great Leap Forward’ was a massive effort to push the borders of growth and catch
up with the West within a few years. Unrealistic as it was, the campaign ruined
most that was left of the country’s economy. Instead of counting on automation
and division of labour, millions had to use the most primitive of tools or even their
own hands to till the land and build bridges, streets or channels. Everybody was
supposed to do everything. Villagers were forced to produce their own steel in tiny
little steel mills, live off their own agricultural products and build their own roads.
The results were disastrous. The newly set up industry broke down. Western
scholars estimate that between 20 and 30 million people starved to death because
of famines partly caused by this economic insanity.

At the same time, Mao, still fully convinced of the success of his campaigns,
broke with the Soviet Union that had until then been like China’s older brother.
Choosing to do things his way, he expelled 1,300 Soviet experts. They took with
them the blueprints for 600 major projects, thus causing immense damage.
This move finally isolated China from the rest of the world after the West had
already installed a strict embargo against China after the Korean War (1951-3)

Not until 1960 did Mao gave in and call off the campaign in order to avoid
losing all political influence. Struggles within the Communist Party had re-
duced the great helmsman to the leader of a minority fraction. Economic
specialists took over, amongst them Deng Xiaoping who would become China’s
paramount leader from the late 1970s till to his death in 1997.

The Cultural Revolution (1966-76)

Mao, weakened by his failure, tried to regain absolute power with all his might.
Having lost all influence with intellectuals, peasants and workers, he now set
his hopes on the young generation. He developed a marketing campaign for
himself: in order to show off his still youthful strength and revive his charisma,
he went for a historic swim in the strong currents of Yangtse River in 1966. The
photographs, spread by mass media, had the desired effect. Mao proclaimed an
unlimited school-free period making himself the admired leader of a 110 mil-
lion-strong youth movement that formed the Red Guards. With the support of
the military, still Mao’s stronghold in the party, the students once again un-
hinged the country. Their goal was to eliminate the four old things: old ideol-
ogy, old thinking, old culture and old habits. In reality, it was the country’s
culture and its economic know-how that was swept away.

During the ‘Great Proletarian Cultural Revolution’, many middle-aged
people were sent to the country side or to factories for ‘re-education by the
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proletarian masses’. This, it was hoped, would lead to an economic boom.
Instead, anarchic chaos spread across the country. Zhu Rongji, the later premier
and top economic reformer of the 1990s, spent years herding pigs and doing
other odd jobs, as did most members of the elite. Even Deng Xiaoping, who
served his country by working in a tractor plant. His son, trying to escape from
Red Guards, jumped out of a window and was paralysed for life. Mao himself,
ageing quickly, spent these years speeding around the country in his luxury
train and celebrating the heyday of his personality cult.

With all experienced experts being sidelined, another collapse of the country
was inevitable and came in the early 1970s. Mao, trying to ignore the chaos,
turned towards foreign policy. In 1972 he established diplomatic ties with the
United States; in February of that year, US President Richard Nixon visited China.

Still, it was not until Mao’s death in 1976 that the country could be brought
back under control and the cleaning up of the ‘“Ten Dark Years’ began. The state
of the country after the Cultural Revolution was disastrous. China had basically
suffered an economic standstill; the living standard of most people had remark-
ably decreased. However, the Chinese still hold Mao in high esteem today. He is
credited with liberating, unifying and holding together the country. But most
of all, it was Mao who gave the Chinese a new feeling of national pride. Even
today, Mao’s picture dangles off the mirror in many Chinese cars.

Social market economy with Chinese characteristics (1978-88)

After a short power struggle and an interregnum, Deng Xiaoping eventually
became Mao’s successor and put the country on a new track. Although the great
helmsman had left behind economic chaos, between 40 and 90 million un-
employed workers and a GDP that was a sixth of Taiwan’s (which only has a
population of 20 million), Deng was wise enough to carry on Mao's personality
cult to keep the country together.

Politically and economically, Deng Xiaoping had a completely different
approach. Starting in 1979 the pragmatic communist radically modernised
the economy by turning towards the western mainstream of development.
Deng followed a double strategy: on the one hand he kept the central planning
system, on the other hand he introduced market economy mechanisms. Thus
prices were controlled and free at the same time, even for the same kind of
product. His major changes were:

e Small private business was allowed. The industrial sector was opened for new
market players.

e He sent students to study abroad, even though he knew not all of them
would come back.

e He established special economic development zones near the former Portu-
guese colony of Macao (Zhuhai), Hong Kong (Shenzhen) and Taiwan
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(Xiamen). Foreign experts were invited to come to China to co-ordinate the
new start.

e In order to collect foreign investment, special finance institutions were
founded, such as China International Trade and Investment Corporation
(CITIC), which is still a powerful bank today.

e State-owned companies were given more leverage. If they produced more
than the required quotas, they could sell the overproduction - even on the
global markets.

e Peasants were given their own fields and were free to decide what to do with
at least part of their harvest.

This ‘social market economy with Chinese characteristics’ could soon show off
remarkable success. By 1983, China’s trade surplus had grown from virtually
nothing to 5.2 billion US dollars. Direct foreign investment rose to 910 million
US dollars. Between 1978 and 1985, the percentage of people living in poverty
dropped from 30 to 10 percent. ‘Don’t be afraid of prosperity!’ was the message
party secretary general Hu Yaobang spread on his tours through the provinces.
After a couple of months of scepticism about the seriousness of the movement,
the Chinese people were happy to follow, and ironically replaced Mao’s ‘four
must-haves’ (bicycle, radio, watch and sewing machine) with the ‘three high
things’: high income, high education and high body build.

The Tiananmen crackdown (1989-91)

The euphoria and cry for more personal independence resounding in this
saying were soon to become a huge problem for Deng. Having been voted
Time magazine’s ‘Man of the Year 1986’°, Deng saw his boom running out of
control: everybody wanted to make a quick buck instead of relying on long-
term investment; some products were over produced and others not produced
at all. Corruption surged in this chaos economy. In the late 1980s, GDP growth
slumped to less than 6 per cent. And even those who didn’t produce anything
demanded more freedom, including students. Deng had underestimated the
complexity of this transition economy and its liberating effects on the people.

In the mid-1980s, more and more students and other people staged joint dem-
onstrations, publicly airing their discontent. In 1989, after weeks of mass protests
on Beijing’s Tiananmen Square, Deng finally decided to send in the army, leading
to the so-called Tiananmen massacre on 4 June. This, along with Deng’s harsh
rhetoric calling the student protesters ‘social scum’, cost not only him, but also
China the trust it had just started to regain in the world. Foreign companies pulled
out of the Chinese market and western foreign investment totally went down.
Ageing Deng lost power to the conservative forces within the party. Whoever could
afford it went abroad to study, mostly to the US. Many students never came back,
leading to a brain drain that China still suffers from today. Even those who had
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retained same socialist ideals gave them up after the crackdown, joining the big
group of pragmatists who would pursue freedom in their own business ventures.

The trip to the south (1992)

Ironically, the same man who had ordered the crackdown on the movement for
more social and economic freedom fought against his successors, that he had
elevated to their positions, for more economic openness three years later.
Conservatives in government and party were lacking strategies and Deng him-
self was unable to regain power in Beijing’s leadership circles.

In this hopeless situation, 88-year-old Deng made a clever move: in January
and February 1992, he travelled to China’s southern provinces and criticised
State President Jiang Zemin and Premier Li Peng in front of economically
minded cadres for being to slow in opening the country to foreign economic
influence, ideas and investment. International trends and progress should no
longer be ignored, Deng demanded: ‘That includes progressive working and
management methods developed by other countries, including capitalist ones.’
For weeks, the Beijing leaders tried to hush up the trip, but after it became
obvious that substantial parts of the population and military supported Deng,
the central government had to give up its resistance.

The wise old strategist was able to rally the people behind him for the last
time by giving a public voice to their dreams of a better life. Deng was able to
live up to his promise by triggering an unprecedented boom. He forced Presi-
dent Jiang Zemin in the right direction of market-oriented reforms. Deng
appeared for the last time in public in 1994 and died in 1997.

The golden 1990s (1992-9)

While the Chinese were busy earning money, the collective memory in the West
would not forget the Mao times of ‘little blue ants’ and the tanks on Tiananmen
Square. Even today, China’s rise to a major political and economic world power
is being much underestimated. China’s economic statistics underline this im-
pression. In 1978, China was listed as the number 32 of international trade.
Now, more than 20 years later, China has reached rank nine. Since 1993, China
has been second only to the United States in receiving direct foreign invest-
ment. After Japan, China has saved up the largest amount for foreign exchange
reserves — more than 200 billion US dollars. This gives Chinese economy plan-
ners a lot of leverage, as does the 40 per cent saving rate of Chinese people.
When Premier Zhu Rongji came to power in 1996, he successfully fought
inflation (as he had as a central bank governor) and opened the country
towards more international know-how and advice. Many global players started
investing and set up huge joint ventures on China’s mainland, and FDI surged.
In 1997 China regained control over the British crown colony of Hong Kong.
The party decided to keep it as one of the freest market economies in the world.
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Beijing is only partly to blame for the big problems Hong Kong faces in the first
decade of this century. On the one hand it is simply losing its position as the
gate to China, as foreign companies not longer depend on Hong Kong’s help as
much as they used to. On the other hand, the communist leaders want to show
the world that they don’t need British colonial help to build up a modern city
by trying to make Shanghai the new gate to China.

Also in 1997, the government decided to further boost the reform of state
owned enterprises (SOEs). SOEs had to become profitable instead of only fulfil-
ling plans.

During the Asian crisis (1997-9), which started just after the Hong Kong
handover, the government had to protect its economy against unexpected
outside pressure. It refused to devaluate the Chinese currency and eventually
emerged from the crisis with a strengthened position.

In October 1998, the government closed down the Guangdong International
Trust and Investment Corp (GITIC) investment arm of Guangdong Province,
that had accumulated 5.4 billion US dollars in liabilities many of them to
foreign banks. These had, until then, expected the central government to
stand up for liabilities even of provincial finance institutions, although the
central government had repeatedly denied this. The closing down of GITIC
came as a rude awakening to many foreign banks. The biggest bankruptcy in
Chinese history shows that Beijing will not bail out just any provincial insti-
tution. Instead, they will have to learn to play by the rules. In late 1999, after 15
years of negations, China achieved a breakthrough in the negotiations with the
US and the European Union to join the World Trade Organisation (WTO).

The rough new century (since 2000)

The start of the century was marked by a big success: the first big public offering
of a Chinese company on the New York stock exchange, Petro China (fourth
largest petrochemical enterprise in the world) raised 3.9 billion US dollars for 10
per cent of the shares. However, it has to be added that the buyers where mostly
foreign competitors who believed that this was a good way to get access to the
Chinese market.

The euphoria did not last long. In autumn 2000 the worldwide boom was
over and the government had to protect its country against stormy weather. At
the same time, under the pressure of its coming WTO membership, it had to
further accelerate reforms of state owned enterprises, build up a stable social
system and fight corruption (see question 1.5).

The most important event of national pride since the establishment of the
People’s Republic in 1949 occurred in July 2001, when Beijing won the right to
stage the Olympic games in 2008. A spontaneous all-night party swept the
country for the first time, with people using Mao’s famous 1949 quote:
‘China has stood up.’
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How does Chinese history influence everyday business?
How it can be useful to a China manager?

These questions are often posed by expats who only spend a limited time in
China and don’t want to read huge numbers of books. The answer is obvious:
Chinese habits that seem strange to a foreigner relate to the individual, but also
the cultural background. Behavioural patterns have their roots in collective
experiences as well as in traditions passed on by older generations. People usually
try to learn from mistakes and make these experiences available to others.
Knowledge about China’s collective background makes it easier to successfully
deal with Chinese counterparts and be on friendly terms with them.

That there are many differing attitudes and changing ratios lies in the nature
of a large country with a huge population. Nevertheless the economic develop-
ment of a country is reflected in its common behaviour and the performance of
its people. Some characteristics and habits that western managers are often
confronted with are explained below.

Having suffered under Mao’s obsession with mass movements and collect-
ives, Chinese today tend to be quite selfish and individualistic. After 30 years
of campaigns, this is not surprising, especially since those were usually short
lived and quickly replaced by other movements that called for the exact
opposite.

What Chinese care most about is the pursuit of their personal material wealth.
For the system as a whole, this leads to the problem that people care less and
less for their relatives who are not yet protected by a social system. Eventually
today’s people seek to be spiritually and economically self-sufficient. For com-
panies this implies that, in contrast to Japan, for example, it is hard to build up
a corporate identity and make young people fully committed to their employer.
Job-hopping is quite common. Although some people keep looking for salva-
tion in movements like the pseudo-Buddhist religion Fa Lun Gong, most have
developed immunity towards dictatorial prophets.

Mao’s social experiments have taught the Chinese that too much individu-
ality can be dangerous. Playing with the band was the most important
principle. Creativity means trouble, fighting openly for the best idea has no
tradition in China and is not taught in schools. Mao’s harsh reactions to the
‘Let a hundred flowers blossom ...’ movement as well as Deng’s Tiananmen
crackdown made it clear that free brainstorming could lead to punishment.

Egoism is one of the strongest engines of the economic boom. Having lived
through difficult times, today’s Chinese are pragmatic and willing to make
compromises. Although they are tough negotiators and start out with high
expectations, they usually prefer a small solution to no solution. Big solutions
were not available in the troubled past; slipping through narrow gaps was the
usual way to reach one’s goal.
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When it comes to business, they mostly think in the short term. Setting up a stable
company step by step that will promise solid, long-term profits sounds far less
attractive to them than making a quick buck. Collective experience has taught
them that policies can change suddenly and opportunities be wasted forever.

Because it is hard to win the support of Chinese people for new social experi-
ments, they tend to be quite open towards successful western developments and
products. Whatever seems to work or is successful in the West will quickly earn
the trust of Chinese people. That does not keep them from sometimes showing
exaggerated national pride. For centuries, they had nothing to be proud of. The
lethargy of the old emperors, the colonial influence, including the Japanese
invasion and Mao’s vain efforts to modernise the country have deeply hurt
Chinese national feelings. But for the past 20 years, things have been looking
up. A feeling of ‘now its our turn’ sometimes leads to ultra-elation. This occa-
sionally goes along with a lack of self-criticism and arrogance towards other
countries, which the government often uses for its own purposes. Still, national-
ism is also a growth engine. The Chinese are desperate to impress their competi-
tors such as the US, Japan, Europe or India. This makes them very impatient.

However, the Chinese have shown impressive patience regarding painful
reforms, such as mass lay-offs in state owned enterprises, because they still
believe that it will eventually make the country strong (see question 1.11).
Those born by the middle of the 1960s still remember the deprivations of the
Cultural Revolution and know that painful reforms are inevitable. But they also
know that standing up and talking politics can be dangerous. In companies,
this behaviour can eventually lead to severe grievances, with problems swelling
for a long time before breaking out with great force.

That institutions and their rules are not functioning or unreliable is a key
experience of all people living in the People’s Republic of China. Therefore, it
will probably take a long time before the Chinese people accept the rule of law
and stop showing a deep mistrust for institutions (see question 1.5). The Chinese
proper to provide for themselves or seek help from relatives and friends rather
than relying on support from state or company institutions.

This short excursion into Chinese habits, which could be easily prolonged,
shows that the Chinese and their history are much less mysterious than one
might expect.

Summary

e By the fifteenth century, the development of the huge kingdom stag-
nated.

e At the beginning of the twentieth century, the empire fell apart and was
crippled by several wars until the new leader, Mao Zedong, took over and
established the People’s Republic of China (1949).
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e After a short period of economic prosperity (1950-56), it soon turned out
that Mao was an unskilful and incapable economic reformer, pressing
ahead with idealistic, compelled reforms.

e Calling for ‘a hundred flowers to blossom’, Mao asked the country’s elite
for advice, but violently hit out against them when their criticism turned
out to be too harsh (1956-7).

e During the ‘Great Leap Forward’ (1958-60), Mao ruined the economy
even more by dividing the country into many small, self-sufficient
units, the so-called People’s Communes.

e In the ‘Great Proletarian Cultural Revolution’ (late 1965-76), Mao swept
away what was left of economic know-how by sending the middle-aged to
the countryside for re-education and giving all power to the young peo-
ple’s Red Guards.

e After Mao's death in 1976, Deng Xaioping took over and opened the coun-
try to ‘social market economy with Chinese characteristics’ (1976-88).

e In 1989 the economy was about to collapse after wildly booming years;
Deng violently cracked down against mass demonstrations by students
on Beijing’s Tiananmen Square.

e Deng, sidelined by the party’s conservative wing, regained power in 1992.
With his ‘trip to the south’ he successfully fought for further economic
liberalisation.

e In the golden 1990s (1992-9), the government of President Jiang and
Premier Zhu prevented the booming economy from over heating and
then successfully protected the country against the Asian financial crisis
(1997-8).

e At the beginning of this decade, China has to fend off the global reces-
sion. Having joined the WTO in 2001, the country is under pressure to
accelerate its internal reforms; the biggest steps are still ahead.

Further sources

Hutchings, G. (2001) Modern China: A Guide to a Century of Change, Harvard University
Press.

Pomeranz, K. (2001) The Great Divergence: China, Europe, and the Making of the Modern
World Economy, Princeton, Princeton University Press.

Spence, J.D. (2001) The Search for Modern China, W.W. Norton & Company.

1.4. Why do the Chinese negotiate the way they do?

Negotiating with the Chinese is widely feared by western managers: big delega-
tions, people that are hard to tell apart for the western eye, expressionless faces,
beating about the bush, demanding the impossible and results agreed upon in
the evening being questioned again the next morning.



24 The China Management Handbook

Still, these extreme cases have become as rare as Chinese bikers wearing Mao
suits. After 20 years of political opening, the way the Chinese - in particular the
ones living on the developed east coast — negotiate, has become much more
transparent and factual.

However, this does not mean that centuries-old strategies passed on from
generation to generation have suddenly vanished under western influence. In
order to adapt one needs to know why the Chinese behave the way they do.

The most important questions

What cultural traditions do Chinese negotiators follow?
What institutional weaknesses influence the Chinese?
How does this show in negotiations?

What are powerful tools to achieve one’s goals?

What are the chances for western managers?

Chinese people’s approach to negotiations is different from westerners’ for two
reasons. One lies in their rich cultural heritage: Chinese managers are under the
influence of China’s centuries-old impressive tradition of strategic thinking.
The acquirements of this tradition, however, are complemented by a social
shortfall that is just as important: they negotiate differently because they
cannot rely on functioning institutions such as a legal system.

Cultural tradition

The cultural differences can well be illustrated by the board games that are most
popular in the respective cultures. While westerners play chess, East Asians play
‘Go’, a game that is said to have been invented in the third millennium BC by
the legendary Chinese emperor Yao.

While chess’ aim is to incapacitate the enemy and ending the game with
‘checkmate’ (shah mata - the king is dead), Go aims at winning as much
territory on the board as possible, encircling the opponent. At the end of a
good game of chess, the board will be almost empty, while two good Go players
will have filled almost all of the board’s 361 reticule points with black and white
stones. Put simply, one could say that chess is a game of destruction, while Go is
a game of construction.

These different games call for different strategies. The chess player pursues an
outright attack on the very heart of his opponents’ power - the king. The Go
strategist will choose an indirect approach to encircle his enemy. Thus, the
Asian game promotes integration, the western game confrontation.

The games and their strategies became popular mostly because they are
closely related to the different kinds of war fought in Europe and China.
China was always a large country and therefore mainly concerned with protect-
ing its empire from interior uprisings and from central and northern Asian
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nomads like Tschingis Khan. In contrast, Europe’s smaller nations’ wars were
mainly of expansionist nature, as were those of the young United States.

A Chinese philosopher and war strategist held in high esteem by managers is
Sunzi, who in 350 BC, after 1,500 years of Chinese history, summed up Chinese
strategic thinking:

The art of manoeuvring is difficult. The task is to make a detour into a direct way
and a disadvantage into an advantage. For this reason, use the indirect way and
detract your enemy by giving him some bait. If he reacts to that, follow him and get
there before him (Sunzi Bingfa, Chapter VII).

The prevalent western strategy has been laid down by his colleague Carl Gott-
fried von Clausewitz (1780-1831), a German general also well known by man-
agement strategists who probably knew Sunzi’s theories: “The best strategy is to
always be quite strong. At first generally, and soon in the decisive spot.” (For
Clausewitz, this, ‘spot’ is very physical: ‘Just like the centre of gravity is where
most mass is found, and just like a strike against a load’s centre of gravity is the
most efficient, and like the strongest strike is inflicted in the centre of gravity, it
is also in war’ (Carl Von Clausewitz, 1990, Vom Kriege, Augsburg, p. 531.)

The different strategies can also be observed in martial arts. The western
boxer tries to serve a well-directed blow to the weakest spot he is allowed
to aim at, that is the chin or the temples, in order to knock his opponent out.
Most Asian martial arts, such as Chinese Gongfu, try to make use of the
opponent’s strength and turn it against him, unbalancing him in order to
disable him.

Dysfunctional institutions

Probably more important than Chinese tactical traditions are the country’s
often incompetent, unreliable institutions, which force managers to use nego-
tiations to emphasise points that are different from a westerner’s concern.
From the very beginning of reform economy, Chinese managers have experi-
enced that they cannot rely on state institutions to guarantee the establishment
and implementation of certain rules (see chapter 1.6). Even today, China'’s
businesses have to survive without a functioning legal system. Therefore con-
nections and networks are much more important than in the West (where they
are nevertheless known to be very important too). To solve a problem, good
contacts to the partner’s network can be used to get advice or to put on
pressure. A written contract plays a much less important role than good per-
sonal relationships. Insisting on a contract in case of conflict is not a smart
approach in China, where it is almost impossible to agree on a verbatim
implementation of an agreement. Instead of discussing the meaning of an old
paragraph that is not appropriate to solve a new problem, Chinese have a more
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pragmatic approach: if harmony between the business partners is disturbed,
they have to find a new balance of harmony. Therefore the order should be:
stable, reliable relationship first, a well-founded contract later.

The different cultural traditions and social conditions in negotiation habits
can be summarised in opposite word pairs as illustrated below:

West China

Direct Indirect

Confrontation Integration

Based on facts Based on trust

Reassurance through contract Reassurance through connections
Fixed, comprehensive set of rules Flexible, complicated set of rules
Negotiations to be closed Negotiations everlasting

Although both sides insist on the superiority of their method, neither the
western nor the Chinese approach can be said to be better or more successful
per se.

Still, the Chinese undoubtedly have a home advantage. As negotiations are
usually about business deals for the Chinese market, the Chinese partners have
more clout to determine the style of discussion. They often even force ignorant
foreign counterparts to accept their rules by implied argument. The Chinese
partner, with the support of powerful state institutions, has a huge market to
offer, with western companies queuing up, begging to be let in. If one can
convince the Chinese that the opposite is true, that China urgently needs your
product that only you can provide, success is within sight.

An even bigger possibility for western companies to succeed lies in the fact
that a lot of Chinese enterprises in the transition from state owned enterprise to
market economy company sometimes have goals that are less based on eco-
nomic reasoning. Under certain circumstances, political aims will be even more
important than economic ones. Negotiating with that in mind can suddenly
open the doors and enable both sides to find a stable, long-term win-win
relationship.

However great the pressure may be, or however one might be impressed with
Chinese people’s negotiation skills, one should not leave one’s own tradition
further behind than common sense allows. The frequently discussed topic of
losing face is a pertinant example regarding the fundamental approach towards
Chinese managers. Whether in China or in the West, if possible the counterpart
should be spared a ‘loss of face’. But if someone repeatedly behaves inappropri-
ately, embarrassing him in front of others can work wonders, especially with
Chinese, who tend not to be very sensitive when amongst people they do not
know well. In fact, in Chinese tradition one can only lose face in front of
friends, not in front of foreigners.



What Should a China Manager Know? 27

Clever Chinese negotiators have therefore started using the ‘losing face’ myth
to trap their foreign business partners. One Chinese negotiation team left a
delegation of European board members flabbergasted when they got up in the
middle of a banquet and left the restaurant without further explanation. The
westerners racked their brains trying to find out which Chinese custom they
had neglected and how they made them lose face. At the next round of talks
two days later the Chinese behaved as normal, while the westerners where
highly nervous and unsure of themselves. That was exactly what the Chinese
had wanted to achieve. In fact, the Europeans had done nothing wrong at all —
indeed, a very modern way of putting the Chinese managers at an advantage.
This new Chinese negotiations strategy is to make use of the foreigner’s percep-
tion of Chinese negotiation tradition.

Summary/Recommendations

e Chinese negotiation strategies are becoming more modern, but are still
influenced by cultural traditions and dysfunctional institutions.

e Their cultural background teaches Chinese negotiators a more indirect
approach in negations.

e Dysfunctional institutions (no rule of law) make the Chinese rely on
stable, balanced networks rather then on contracts.

e Western and Chinese strategies are equally strong, but Chinese have a
home advantage.

e One should serve the political needs of a Chinese business partner to
realise one’s own business interest and create a win-win situation.

Further sources

Blackman, C. (1998) Negotiating China: Case Studies and Strategies, Australia, Allen &
Unwin.

Brahm, L.J. (1998) Sun Tzu’s Art of Negotiating in China, NAGA Group.

Seligman, S.D. and Trenn, E.J. (1999) Chinese Business Etiquette: A Guide to Protocol,
Manners and Culture in the People’s Republic of China, Warner Books.

1.5. To what extent is corruption undermining the economy?

With China rapidly changing from a state owned economy to a modern
market-oriented one, corruption could hardly be avoided. All companies in
China were originally run and controlled by cadres and military officials. At
the beginning of the reforms, they were the only people who had assets and
licences, and naturally they had no intention of giving up their privileges.
Therefore, many of them would only support new business if they could expect
to make some personal profit, too. The officials would demand anything from
bribes to shares, or keep the business inside the family. For businessmen who
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were faced with having to bribe officials, it was a simple and rational choice: the
one who is the first to pay an influential cadre will have the best contacts and
first mover advantage. Even nowadays where there are many private entrepre-
neurs, foreign business is still dependent on cadres when it comes to applying
for permission or licences.

The most important questions

How did corruption support China’s growth?

Why does corruption not support growth any more?

Why is the government fighting corruption?

How is the government fighting corruption?

e What kind of corruption are foreign managers faced with?
e How should they deal with this phenomenon?

Corruption supported China’s growth

In the first 15 years of market economy reforms since the early 1980s, the
government largely ignored the corruption problem. The focus was on setting
up market economy operations and boosting the economy in every way pos-
sible. Economic planners reckoned that, in the short run, economic growth
caused by corruption would succeed economic loss. China had no functioning
tax system and the money involved would stay within the Chinese economy
anyway. This strategy guaranteed prosperity for cadres and managers of state
owned companies who were thus willing to support reforms. High growth
fuelled by corruption was better than little, honest growth.

Corruption slows down growth

This strategy only worked for little more than a decade. Then corruption started
to strangle the economic boom. Old networks that manoeuvred business
around the state and market forces did immense damage to the economy. The
government started to worry for the following reasons:

e Chinese money disappeared to foreign accounts and was thus lost for the
Chinese economy;

e although a tax system had been set up and the companies were wealthy
enough to pay, there was large-scale tax evasion;

e corruption scares away foreign investors who demand a reliable and fair
business environment;

e corruption scandals involving high-ranking government officials did a lot of
harm to the public image of the Communist Party.

The last two reasons in particular forced the government to react strongly.
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Internal pressure

The Chinese public puts a lot of pressure on the government. According to
surveys, the Chinese believe that corruption is the country’s most urgent
problem. The refore, the Beijing central government feels it has to demonstrate
that it is serious about fighting what President Jiang Zemin calls the ‘cancer of
corruption’ on all levels. The leadership is well aware that in order to maintain
the Communist Party’s credibility it has to do more than just proclaim a general
crackdown. The Chinese people demand equality of all citizens in front of the
law, including cadres. With stability of the country depending on the party’s
credibility, security advisers tell the politburo that it would be too risky to
ignore the sentiments of the people. President Jiang said with unusual open-
ness: ‘If corruption is not controlled, it will soon threaten the government.’

External pressure

With competition for foreign investment on the world market heating up (in
the last years China has reaped in 40 billion US dollars per year), the govern-
ment needs to provide foreigners with a stable environment that encourages
them to embrace long-term projects. Looking at China World Bank President
James Wolfensohn emphasised: ‘An effective legal and judical system is not a
luxury, but a central component of a well functioning state.” China promises
that as a WTO member it will administer its laws in a ‘uniform, impartial and
reasonable’ and transparent manner. And it will be judged by the international
business community on those acknowledgements.

Government measures

For these reasons, the party and the government have started a countrywide
crackdown on corruption with a particular focus on its own members and
comrades.

e In the 1980s, almost all foreign luxury cars were smuggled into the country.
Today, this number has dropped to under 2 percent.

e In 2000, 77-year-old Cheng Kejie, vice-chairman of the National People’s
Congress, was charged with corruption for embezzling 5 million US dollars
and eventually executed. Only State President Jiang Zemin and National
People’s Congress Chairman Li Peng were senior to him, making Cheng
the highest-ranking Chinese official ever to be charged and executed for
corruption in the history of the People’s Republic.

e Also in 2000, Li Jizhou, vice-minister of the Ministry of State Security was
surprisingly charged for accepting millions in bribes. The case against Li is
obviously part of a huge smuggling scandal in the coast town of Xiamen in
southern China. Cars, oil, mobile phones and computers worth 10 billion US
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dollars were brought into the country; at a certain point the smugglers sup-
plied one-fifth of Chinese oil demand. Smuggling kingpin Lai Changxing
managed to escape to Canada, where he is currently under house arrest fight-
ing extradition. The most senior administration elite of the city are among the
200 officials who have been charged. The case was widely reported all over the
country and several members of the smuggling ring have since been executed.

e Former Bank of China President Wang Xuebing, one of the country’s top
bankers and a close ally of Premier Zhu Rongji, apparently obstructed an
investigation into mismanagement of his bank. The National Audit Office,
suspicious of Wang but lacking evidence, managed to have him moved to
another post as president of the China Construction Bank in February 2000.
In January 2002, with enough evidence collected, Wang was finally dumped
and charged. During his term 800 million US dollars disappeared.

Better anti-corruption institutions

As a strong tool in fighting corruption, the National Audit Office was reorgan-
ised and made into a powerful institution. It has turned out to be something
like an anti-corruption ministry. Premier Zhu Rongji vested it with strong
authority, allowing it to implement a security system that makes corruption
much harder for managers and politicians. Up to the level of ministers or bank
presidents, officials are being checked and their institutions audited as soon as
they change their post or retire.

But the corruption police not only target high-profile cases. It has also been
successful in the middle ranks. In 2000, more than 130,000 corrupt cadres were
charged, 17 of whom were ministers. Around 20,000 illegal or even criminal
companies belonging to the military or police were closed down. In smuggling
cases alone, customs officers in 2000 uncovered more than 1,000 cases involving
goods worth over 600 million US dollars. That year, the National Audit Office
audited 55 government institutions, 18 of which turned out to have embezzled a
total of 250 million US dollars, while 36 institutions had misused 300 million
US dollars. The most corrupt ministry was the Ministry of Water Resources.
Instead of using 72 million US dollars for flood-fighting and prevention, former
minister Niu Maosheng, an ally to party headliner and former Premier Li Peng,
took the funds to build a luxury hotel and office complex. The ministry was just
preparing an auction to sell the hotel when the case was discovered.

Only a drop in the ocean?

It is hard to say whether all these cases brought to justice are more than just a
drop in the ocean. The rankings of international corruption fighters also say
little about the real extent of corruption in China: Transparency International
ranks China at 58 out of 99 countries. And even National Audit Office Minister
Li Jinhua admits that the most difficult problem is to change the attitude of the
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people: cadres ‘still think that they were very clever, acted smartly and were
only caught because they had bad luck. This attitude stems from their experi-
ence that public institutions were sometimes not audited for years. They were
corrupt without even knowing.” Corruption increases with greater distance
from the central government.

Naturally the controllers cannot be everywhere at the same time. ‘We execute
one to scare a hundred others,” Premier Zhu sums up the strategy. This naturally
leads to drastic exaggerations: the vice-mayor of Ningbo in east China was given
the death penalty for accepting bribes worth 50,000 US dollars. He was granted a
delay of his execution for two years. In a similar case, the general manager of the
International Trust and Investment Corporation in Hunan province was sen-
tenced to death for accepting 25,000 US dollars over three years.

The reformers still have to shake off the suspicion of using the anti-corruption
campaign for their own political purposes. The National Audit Office’s corrup-
tion busters, who are under liberal Premier Zhu'’s direct command, have repeat-
edly targeted party hardliner and reform opponent Li Peng: executed congress
vice-chairman Cheng Kejie, for example, was a close ally to Li. Such cases not
only strengthen the reform wing, they are also good publicity. Li is not very
popular amongst the Chinese, who not only regarded him as incompetent, but
also accuse him of being responsible for the massacre in Tiananmen Square
in 1989.

Western business and corruption

Foreign investors claim that the anti-corruption campaign has not yet taken
effect and that levels of corruption have not decreased. Paying local authorities
for permission and licences is common practice and part of the budget. No case
of high bribes involving foreign companies and local officials has been unveiled.
Particularly annoying for foreign enterprises are corrupt approval procedures.

e Manufacturers of machines are forced to work with suppliers that deliver
bad-quality parts that make the whole product hard to sell.

e Successful telecom companies suddenly had their licences withdrawn be-
cause their Chinese partner was allegedly not allowed to sign the co-operation
agreement.

e The whole car import business relies on licences that have to be bought on
the black market.

e Pharmaceutical companies have to reveal the chemical composition of their
products to Chinese authorities. A Chinese copy of the product will often hit
the market before the foreign company has received its licence.

Still, corruption in China is a relatively calculable risk, at least when compared
to other regions of the world. Western managers in China normally have to
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make their own arrangements with the phenomenon, as reporting cases to the
authorities will usually lead to even bigger trouble. Ripping off foreign com-
panies is seen as a petty crime in China. Western managers therefore have to
find a way to make corruption calculable, reasonable and predictable.

How to deal with corruption?

Here are three basic rules China managers count on when having to deal with
corruption:

e bribes are only paid for specific services;
e the sum must have an appropriate relation to the service;
e every ‘service’ is only paid for once and to one person.

Note that bribery is also common practice amongst foreign businesses in China,
graft crimes committed in foreign countries can be prosecuted in many western
countries. To find out which kind corruption is common in which field of
business, it is advisable to confer with colleagues from the same sector and
work out some basic standards. Sometimes it is possible to use the press to curb
the most serious abuses. Still, it is difficult to keep control over the process.

At least the Chinese have one advantage. They are too keen to make business
to let corruption get in their way. If a manager budgets some time and money
for such cases, it is a problem that one can live with, especially as the govern-
ment promises that its anti-corruption campaigns will show results soon.

Summary/Recommendations

The government has finally declared war on corruption, mainly using the
tool of deterrence. The policies are enforced with spectacular arrests and
executions. Furthermore, it tries to implement powerful auditing institu-
tions and control tools to curb nepotism and abuse of position. No quick
results should be expected. Still, the pressure on the government is rising
because the people are now less willing to tolerate the dealings of corrupt
cadres.

Foreign investors demand reliable rules. In every day business, western
managers have made their arrangements with corruption, trying to make it
calculable and predictable.

Further sources

Lu, X. (2000) Cadres and Corruption: The Organizational Involution of the Chinese Communist
Party (Studies of the East Asian Institute). Stanford University Press.

Wei-Arthus, H. (2000) A Study of Authority and Relations in Chinese Governmental Agencies
and Institutional Work Units: New-Patrimonialism in Urban Work Units, Edwin Mellen
Press.
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1.6. How to do business in a country with a weak rule of law?

‘How can you tell an honest judge?’

‘He will pay back the bribe to the losing party.’
Unfortunately, this Chinese lawyers’ joke is not far from reality. Lacking
an established legal system to support social life or the economy, party cadres
are free to make highhanded decisions. Adapting to these conditions, west-
ern managers and lawyers can still find ways to get their rights and solve
conflicts.

The most important questions

e Why does China lack a stable legal system?

e What difference will the WTO make?

e What is the Chinese perception of law?

e How should western managers change their attitude?
e Who can you team up with to get your rights?

e What alternative ways are there to protect your rights?

Lack of law enforcement

The lack of legal security and transparent, impartial and independent courts is
currently the main deficiency of the Chinese social system. It is corrupt, unpre-
dictable and incalculable; getting involved in legal conflicts is one of the main
fears of Chinese people. Only ten per cent of all judges actually have legal
training. Equally, the absence of a functioning legal system is the biggest
concern of foreign managers in China. If delivered materials are not being
paid for, if the Chinese partner thievishly copies machines, if the joint venture’s
money trickles away into delinquent accounts, if decisions by the joint ven-
ture’s western management are not followed, taking the offenders to court
usually won’t help much. Although China certainly still lacks many of the
laws that support social life and economy in the West, the main problem is
not the laws themselves, but their implementation. Since the beginning of the
decade, there have been an increasing number of cases in which foreign com-
panies get their rights through lawsuits, but these cases are still exceptions. And
even if a case is won in court, that does not necessarily imply that the losing
party will accept the verdict and act accordingly. The police are not always
willing to enforce a verdict.

Increasing pressure

The government has recognised this problem and is trying to solve it in order to
make China internationally competitive. In his annual government speech in
2002. Premier Zhu Rongji told the country what he wants to change about the
business environment:
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The financial order needs to be thoroughly rectified. We need to earnestly investi-
gate and deal with business activities that violate laws and regulations concerning
banks, securities and insurance companies, and other financial institutions. We
need to resolutely ban illegal financial institutions and illegal financial activities.
Financial swindling, illegal fund-raising, manipulation of the securities market,
insider trading, and malicious evasion and cancellation of the debts should be
investigated and dealt with according to law.

During the WTO negotiations China agreed not to allow provincial govern-
ments to pass local laws that do not comply with WTO obligations. Decisions
favouring particular parties or interest groups and undermining competition
will be illegal. Laws have to be reasonable. Obviously, China can’t adopt meas-
ures that don’t comply with basic principles of fairness. Although WTO mem-
bership will increase the pressure, there is no quick solution. China’s lawmakers
know that they have to synchronise the legal system to keep up with the rapidly
changing social reality and the pressure of globalisation.

No legal tradition

Today, Chinese lawmakers try to adapt the European and American legal system
because there is no time to develop their own. The country has no legal
tradition comparable to that of the West. For decades, cadres’ words were law
and verdict in one. An independent legal system only existed in theory. Judges
were appointed without having studied law. Most of them came from the
military — and still do today. While odd in westerners’ eyes, Chinese people
have been used to this not only since the times of Mao Zedong, but for
thousands of years of imperial China.

For ‘higher’ political reasons, the government still keeps up this tradition.
Before the Olympic Council’s evaluation committee visited Beijing in early
2001 to gather information about the city’s Olympic bid, the government
quickly got rid of some eyesores. These included thousands of old houses
considered too unrepresentative for the world to see. Residents and shop
owners had to leave within days and were moved to the suburbs. Compen-
sations paid by the city government could not buy them a comparable flat.
Expecting protests from angry residents, the city warned lawyers and courts not
to take on or allow any related cases. Still, more than 100 residents went to local
courts. All cases were turned down.

The official position sounds cynical to western ears, but is not altogether
unreasonable: a big country like China needs a different balance between
individual rights and public interests to western societies. For the time being
there is no balance at all; it is the government that makes all decisions.
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Adaptation of the western legal system

While China’s long-term goal is a system modelled on European abstract
norms, the transition period is dominated by American case law.

The last thing China wants is to scare away investors, so it appeases them by
granting special treatment to foreign companies who do not have to follow
Chinese company law in all cases. While lawmakers try to do their homework
and set up a modern legal system (working together with several western coun-
tries), law enforcement is much more difficult. It will take decades before law
enforcement officers, lawyers and judges all have law school education. Whether
they will ever work in an independent legal system is impossible to predict.

Problems of implementation

Chinese judges’ everyday work has little to do with interpretation of the law.
A western lawyer, who was invited by the Chinese government to give seminars
for high-ranking judges, was amazed to find out about their working methods:
when given a model case to solve, all of them came up with different verdicts.
Asked about the reasons for their decisions, ‘experience’ was the common
answer. Further questions revealed that none of the judges knew the relevant
law or had bothered to consult legal texts. ‘Experience’ in this respect means
that judges know what superiors want to hear. If no politically sensitive matters
are concerned, right and wrong is often decided on instinct. Sometimes, Chi-
nese judges tend to have a social instead of ‘legal’ adjudication. A foreign
manager involved in a traffic accident with his company car was found inno-
cent in a court hearing. Still he was asked to pay damages to the other party. The
argument: the western company has much more money than a Chinese indi-
vidual. As the amount was moderate, the manager’s foreign lawyers advised
him to accept the verdict.

But even before courts are approached, the different perceptions of law can be
felt. A joint venture contract in China is rather a communicative tool for both
sides to sketch out their ideas about the co-operation than a binding document.
Therefore contracts between Chinese and western companies should be longer
rather than shorter, allowing both sides to use the negotiations to get to know
each other. The differences are obvious: western managers want to be prepared
for all possible conflicts, while Chinese businessmen insist that it is impossible
to predict the future, making it unnecessary to include all eventualities in the
contract. Problems should be solved when they occur.

Not being able to rely on contracts and courts, foreign lawyers have found
unconventional, creative ways to deal with conflicts. They try to turn the tables
on their Chinese partners and use alternative methods to fight for their client’s
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rights. Therefore, when choosing a law firm in China, one should check
whether the company is willing and able to look beyond ordinary western
legal patterns. Basically, the trick is to find influential groups that can put
pressure on the other party.

Pressure through banks

Recently, the state banks have turned out to be good coalition partners. After
decades of central planning, they are now forced to work in a competitive
market and take more responsibility for the credits they grant. Therefore, it is
in their best interests to ensure that their creditors’ companies work properly.
A well-worded tip-off to the right person can do wonders.

In some particularly serious cases, banks have started to impound the Chi-
nese partner’s shares, an option the Chinese law has provided for a long time
and that the high court has just recently encouraged banks to make more use
of. In that case, the foreign investor might get the chance to buy his Chinese
partners’ shares. Usually it will be the bank that negotiates the deal.

Political pressure

When trying to use political channels to take influence, the arguments one has
to use have changed significantly over the last couple of years. Until recently,
the state machinery took pride in the fact that a little turn on the party’s
disciplinary screws could solve any problem. Today foreign lawyers in the
Middle Kingdom use competitiveness as a key argument. In polite letters they
write to political institutions, warning them that there might be trouble in store
for them if their superiors find out that the respective political body does not
implement market reforms as smoothly as demanded. In other cases they
threaten that the foreign company might move its operations to another city
or province if the situation does not improve. With competition for foreign
investment rising, this can be quite a scare for authorities. In any case, it is
important to launch one’s complaint on the appropriate political level.

Pressure through media

Some lawyers make use of the Chinese press. Media are much more willing to
report on economics, business and corruption than on delicate political topics.
However, this does not imply that Chinese journalists have the same work
ethics as their western counterparts. One has to make sure that the information
is used in the intended way and has the desired effect.

Ambition

The young heroes of China’s market economy have a weakness that foreign
lawyers like to use against them - their ambition. If they repeatedly find
stumbling blocks slowing them down, they will soon be willing to negotiate.
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This is much more useful than direct confrontation, which can sometimes
bring immediate results, but cannot solve the basic problems of a joint venture.
The general manager of a British company, for example, reacted to a long-
lasting conflict by taking away his Chinese partner’s company stamp, which
in China is more important than a signature. The Chinese partner was blocked,
but without his co-operation the joint venture was unable to go on working as a
whole, too. If the situation is unresolvable, lawyers sometimes advise investors
to end the co-operation and rebuild the operation from scratch, this time as a
wholly owned enterprise or joint venture with a larger foreign share. This might
be easier and even cheaper then treading the path of legal battle. In many cases,
the Chinese side will not be able to lead the company on its own and might
soon be forced to give up.

Image

Sometimes clients are surprised to see their lawyers win cases that wouldn’t
have a chance if the relevant laws were applied. A foreign company’s lawyer
complained, in legal terms, to the Bank of China that his client had been ripped
off. The bank promptly replied in English, saying there was no breach of
Chinese law. Two weeks later, however, the money was transferred to the
client’s bank account without further comment. In the hard competition of
market economy, Chinese companies cannot afford a bad image any more.

Ethics

The Chinese are known to be tough negotiators. Still, ethics can be helpful where
law is of no avail. The Chinese have a good feeling for right and wrong. That does
not stop them from giving their partners bad deals, but at least there is something
like a bad conscience that can be used to get one’s rights. If you tell a Chinese
entrepreneur that his actions are illegal, that will hardly bother him, as man-
oeuvring around the law is seen as clever. But if you tell him that his methods are
unfair and a disgrace for serious businessmen, you might be successful.

Summary/Recommendations

China, lacking a legal tradition of its own, has the long-term plan to build up
a system modelled on European law. But even after the country’s WTO entry,
it will be a long time before judges and lawyers have received proper educa-
tion and developed a modern sense of justice.

For the time being, it is important to know the peculiarities of China’s
legal system. At the same time, one has to form interest coalitions with
influential institutions to get one’s rights: Chinese banks want to know the
behaviour of their debtors; regional politicians want foreign investment, and
young Chinese entrepreneurs do not want to be slowed down.
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1.7. How important is the WTO for the Chinese economy and
western business?

No doubt, China’s accession to the World Trade Organisation (WTO) that
officially started on 11 December 2001 after 15 years of negotiations is good
news for the global economy. This date stands for the international commu-
nity’s hope that China will, in future, follow the rules of international market
economy. China has proudly celebrated the accession, seeing it as proof that
the world accepts China as a strong, respected country.

The most important questions

e Can the government implement the reforms demanded by the WTO?
e How will WTO membership change China’s economy?

e What are the new possibilities for foreign investors?

e What will change for the different industry sectors?

More reform pressure

For China’s leaders, the WTO means more than rising exports. In that field,
China was on the right track anyway: in January 1992 Korea and Taiwan
together exported three times as much as China did; in 2001 China exported
goods worth 266 billion US dollars (up 6.8 per cent) more than the two coun-
tries combined.

As far as the leaders are concerned, the most important reason for China to
join the organisation is to get more power to press ahead with domestic
reforms. Finally they have a strong tool to push state enterprises towards
modernisation and restructuring, putting them under pressure by pointing at
rising foreign competition. Thus, they have the possibility to speed up the
reforms when social stability allows for it.

In recent years, the government could only appeal to its managers’ under-
standing. Still, they often avoided to take the necessary steps, either because
they lacked know-how, or because of insuperable resistance within the enter-
prise’s staff. Some managers opted for a corrupt quick buck, giving away the
company’s assets to some close followers and then making off. With controlling
and accounting still primitive, they could also get away with forged numbers,
weak excuses and playing for time.
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The problems that have to be solved urgently were mentioned by Premier
Zhu Rongji in front of the 2002 meeting of the National Peoples’ Congress (see
Chapter 1.2):

This year we need to concentrate on increasing our international competitiveness
and fulfilling the following tasks on the basis of what has been achieved.

First, following the principles of the uniformity of law, nondiscrimination, and
openness and transparency, we need to quickly improve the system of foreign-
related economic laws and statutes so that they are suitable to domestic conditions
and the WTO rules and able to guarantee fair and efficient law enforcement.

Second, according to China’s commitments in its entry into the WTO, we need to
gradually expand the spheres of activity open to foreign businesses. In addition, we
need to promptly formulate and revise market access standards for quality, sanita-
tion, epidemic prevention, environmental protection and safety.

Third, we need to study, master and fully exercise all the rights that China enjoys
as a member of the WTO, and promote and participate in regional economic co-
operation.

Fourth, we need to study and publicize information about the WTO and its rules,
and we need to provide training to public servants, especially leading cadres at and
above county and division level and managerial staff in large and medium-sized
enterprises by stages and in groups. We need to bring forth, through training, a
contingent of people who are well acquainted with the WTO rules and international
economic co-operation and trade.

Since WTO membership the performance of foreign companies pushing into
the market has easily brought to light the shortcomings of the local Chinese
companies, leaving them with no more excuses. Most of the companies have
no stable management structure and, at best, are held together by a charismatic
leader.

Only companies that adhere to international profitability criteria will sur-
vive. Latecomers stand no chance.

Balancing act

The all-important question for the coming years is: will the government be able
to uncompromisingly stay on the reform course? Surely, it cannot let local
industry be forced into bankruptcy by foreign players. Mass lay-offs and social
instability threaten to push the country to the brink of being governable.
Whatever the contracts say, China’s WTO policies will be a balancing act. The
government has to put as much pressure as necessary on its local enterprises,
while at the same time protecting them in order to keep the country competi-
tive. This balancing act will be influenced by two further factors: consumer
behaviour and attractiveness for international investors.
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The consumers

As the sale of imported goods shows clearly, China’s consumers simply hope
that WTO membership will lead to falling prices. In the last quarter before the
WTO entry, sales dropped sharply. Right afterwards they picked up just as
strongly. Should the government not meet the expectations of its people, it
risks a slow-down of consumption or even social unrest. This mainly concerns
goods that are much more expensive in China than they are in the rest of the
world, e.g. computers.

Still, the government is optimistic and expects a rise of 50 billion US dollars
in private consumption. International trade is also likely to increase. A research
institute of the State Council has estimated that imports and exports will both
rise by 1.5 per cent. However, the government won'’t be able to ignore WTO
rules and artificially protect local industries with their high product costs.
The political costs would be too high if consumers refused to accept higher
prices.

Foreign investors

China has fuelled foreign investors’ hope that WTO membership will consider-
ably improve investment conditions. A State Council research institute esti-
mates that WTO membership will raise China’s growth by 1 per cent. That
means that by 2010, China’s GDP should be 34 per cent higher than without
the WTO. Foreign investment should double in the next couple of years,
reaching 100 billion US dollars. These expectations are impossible to verify
because nobody can know-how China would have developed without the
WTO. Still, one thing is obvious: expectations are high and the Chinese gov-
ernment will have to work hard to avoid disappointing many foreign investors,
because it depends on them to carry through its reforms.

While the Chinese government’s scope is limited by these four factors
(reform pressure, protection of local industry, consumer behaviour and
foreign investors), governments in the US, Europe and Japan have other
criteria to measure China’s performance as a member of the global business
community:

e scope for foreign companies will increase;

e protective taxes on imports will gradually be lowered until they reach inter-
national standard;

e rapid elimination of over 300 non-tariff barriers like quotas, licences and
local content requirements;

e set-up of a legal system that will guarantee compliance with the rules;

e growing competition between foreign and Chinese companies.
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Table 2 WTO influence on different business sectors

Market focus
China Rest of world
To China From China
Value added in China low  (Companies which export  (Companies which import
to China) form China)

WTO impact: MEDIUM WTO impact: LOW

In China To China for the world

Value added in China high (Companies that conduct  (Companies that use Chinese
business in China for the cheap resources for export)
Chinese market)

WTO impact: HIGH WTO impact: MEDIUM

In order to analyse the impact on the respective business sectors, it is useful to
divide the companies according to their business scope. Depending on where
the produce goes, WTO entry will have different strategic consequences. Com-
panies that manufacture their products in China and have to import parts for
that reason will benefit much more from WTO entry than companies that
produce in China for the world market, as illustrated in Table 2.

Western managers are well advised to be careful when analysing the impact
of the WTO on their respective businesses. Japan’s WTO entry has shown that
membership itself is not enough to bring a country under the control of
international regulations. For years Japan refused to give foreign businesses
the contractually agreed access to the local market. China has already made it
clear that it has no intention of letting go of any decision-making power. After
having reached agreements with the US in November 1994 and the European
Union, China suddenly slowed down the speed of negotiations over the last
details. Thus the government won time to implement further reforms.

Influence of WTO entry on specific industry sectors
Paper

Over 2,000 years ago, the Chinese invented paper. Back then it was a valuable
material, available to the rich and powerful only. Today, every Chinese uses an
average 25 Kkilos a year. Although that is only half the worldwide average,
consumption is rising rapidly. By 2010, China will be the world’s biggest
paper consumer. Many products need high-quality paper, be it for newspapers
printed for a billion readers or for China’s 350 million smokers. Currently,
China is unable to feed its own demand. On the one hand, China lacks
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technology: many factories are small and work with old machines that cause
serious environmental pollution. On the other hand, China lacks natural
reserves: with only 3.9 percent of China is covered with forests, wood for
better-quality paper has to be imported. More than half of China’s paper is
produced using straw or reed. Most of the paper imports come from inter-
national paper heavyweights such as Scandinavia, Indonesia, Japan or Korea.
Although the government offers favourable conditions to foreign investors,
industry sources do not regard the impact of WTO as very strong.

Clothing/Shoes

Western managers in the clothing industry are sceptical: ‘If the WTO forces the
Chinese government to get rid of import or export quotas, it will come up with
a new tax on needles to make up for it.” China has good reasons to make life
difficult for foreign clothing companies. The efficiency of state owned enter-
prises that produce around 60 per cent of export textiles, still lags behind their
western competitors. In 2001 1.2 million workers were laid off. But more and
more Chinese companies have discovered that they can earn more with quality
garments than with cheap, low-quality produce. The WTO will accelerate this
trend: in the next five years, production is expected to double, and by 2003
growth will have reached 20 per cent.

China is the world’s biggest producer of shoes, and that is not only because
1.3 billion pairs of feet walk around the country. Having produced 1.6 billion
pairs in 2001, China has a world market share of 40 per cent. WTO entry means
more work for China’s shoemakers. As soon as prices for the expensive
imported raw materials fall, production cost will also fall and increase China’s
competitiveness. Big international shoe companies, who currently have their
shoes sewn in several different countries, eyeing China, will plan to move all
production to one country.

Plastics/Chemicals

Chinese construction sites currently need 2 million tons of plastics each year.
However, only 0.5 per cent of that is locally produced. Although demand for
China’s huge infrastructure projects grows by 25 per cent each year, local
production can only come up with a growth rate of 10 per cent. Therefore,
China’s plastics industry heavily depends on foreign companies. More than
50 per cent of plastic products are imported, mainly from neighbouring Asian
countries. Western global players such as Bayer or BASF are currently making
billion US dollar investments.

China’s chemical industry faces the same problem. Still, the industry is de-
veloping quickly. Foreign business insiders expect hard competition from Chi-
nese companies. Many life science products can already be produced by Chinese
enterprises; the niche for foreign companies again lies in up-market products.
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China has used a clever import substitution policy to attract foreign com-
panies, who come up with 35 per cent of the sector’s investment. Although
foreign-produced goods are far superior in quality, they cannot match the
Chinese for price. Tax benefits for foreign companies will slowly be phased
out. Foreign businessmen see the WTO as a means to make the sector more
transparent. Still, the government will have ways and means to interfere.

Cars

If people in the West want to drive an Audi A6 limousine, it will cost them
50,000 US dollars. The Chinese have to come up with 100,000 US dollars for an
imported Audi. If that is too much, they can settle for a locally produced A6,
which comes for 70,000 US dollars and is inferior in quality.

High tariffs, quotas and a bad environment for car production give foreign
car producers a hard time. Production costs are high for two reasons: western
carmakers only produce relatively small numbers and they have to buy a certain
percentage of parts from local suppliers at horrendous prices. Quality is below
and costs above world market standards.

Despite several ambitious tries, China has not succeeded in producing its own
quality cars. China has an annual production capacity of 2 million cars, but only
1 million were produced in 2002. However, 10 million potential buyers are in
the queue. Therefore, China depends on foreign imports and know-how.

The WTO is forcing China to lift tariff barriers and reduce tax, which will be
of benefit to foreign companies. Still, tough competition is to be expected.
Several international carmakers are fighting for the market for small and family
cars. It is possible that China will produce these cars itself.

Toys

China is the world’s biggest producer of toys: 30,000 different kinds are avail-
able, covering a quarter of the world market and generating an export turnover
of 5.1 billion US dollars a year. Currently, 97 per cent of exports are soft-toys
and dolls of low quality. Because the low-price market is more or less saturated
and labour cost in other Southeast Asian countries is lower than in China, the
country has to start technical modernisation of its toy industry. By 2004 China
hopes to have 6,000 companies, half of them foreign-owned, that have reached
international standard. The WTO will be of help: tariffs will disappear and
access to international markets will become easier; imports of raw materials
will get cheaper and more foreign companies will be able to invest.

China will also open its doors to import of foreign toys, which are seen as
much more educational. Chinese families invest 30 per cent of their income
in the education of their ‘little emperors’, as they call their indulged single
children. With China’s 300 million kids, this adds up to a market potential
of 6 billion US dollars. Currently, Chinese toys only make up 1 billion US dollars.
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Household goods

Gone are times when a bicycle, a radio, a watch and a sewing machine were the
four symbols of wealth. Rising living standards have lead to an increase in the
purchase of household goods, many of which are imported. While imports of
finished products are on the decline, demand for components such as compres-
sors for refrigerators is rising, allowing China to produce high-quality products.
Ten big companies, the most prominent being Haier, control the local market
and are now targeting the rest of the world. Every second fan and one in five air-
conditioners comes from China. Therefore, Chinese companies welcome the
WTO. Although imports will rise and many old state enterprises will not be able
to withstand the pressure, consumers can look forward to falling prices as
components get cheaper and more investment flows into China.

Agriculture

The WTO agreements for the agricultural sector were the last to be reached,
showing how strongly the accession to the world trade body is going to affect
China’s farming industry. Today, prices for domestic wheat, soya beans, corn
and oil are 20-50 per cent above international market prices. With Chinese
production costs still rising, imports can be expected to increase substantially.
Tariffs, quotas, licence requirements and state trading still protect China’s
farmers. But all quotas will eventually be turned into tariffs that will gradually
be reduced until they reach an average 14.5 per cent by 2005, down from
31.5 per cent today.

The Chinese government will try to give its 600 million farmers maximum
protection because of the huge potential of social instability. Fifty million
farmers live below the poverty line (income 60 US dollars per year), and not
all of them will be able to shift to more profitable, labour-intensive products
such as flowers, plants, fruits and vegetables. This is where China has a huge,
mostly untapped, export potential.

Distribution, retail, wholesale, trading, after-sales services

Today, there are harsh restrictions on foreign investment in wholesale, retail
and after-sales service. Only a small number of big cities are open to foreign
distributors, but even here, business scope is limited. The application process is
time consuming and unpredictable. The reason for this discrimination is obvi-
ous: China’s logistical sector is highly inefficient; damage rate is high and
payment unreliable. WTO regulations will force the government to liberalise
the sector, putting local companies under extreme pressure. For most products,
restriction on distribution services will be phased out by 2004. But although
they might have superior know-how and technology, foreign enterprises will
have a hard time competing with Chinese connections and networks.
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Telecommunication

China is the biggest telecommunication market in the world. Currently, it has
180 million fixed lines and 140 million mobile phone users. In 2001, the
industry turned over 32 billion US dollars; double digit growth is predicted
for the next couple of years. These numbers cannot disguise the fact that
China’s telecom system is far from compliant with the WTO agreement. The
four big players (China Telecom, China Mobile, China Unicom, China Netcom)
are all state owned. The government tries to stimulate competition between
them, but this has nothing to do with fair competition.

The WTO will play an important role in opening up the sector, which has
long been seeking foreign management know-how, technology and capital.
Within a few years, foreign companies can take 49 percent stakes in telecom
companies. Global players are already queuing up: Siemens has teamed up with
a Chinese partner to develop its own third-generation telecom standard
TD-SCDMA. Corporations like Telstra, AT & T and Vodafone have formed
strategic alliances with Chinese partners.

Banking and leasing

More than 500 international banks have set up offices in China. For the time
being, their business scope is reduced to representation, risk management and
foreign exchange services for foreign companies and other small businesses,
with their assets making up only 3 percent of China’s total bank assets. But they
are preparing for the moment when regulations allow them to start ‘real busi-
ness’ in Chinese currency. For this they will have to wait until 2006, and even
then, foreign banks do not expect to get a market share bigger than 1.5 per cent
in the near future. The reason for China’s reluctance to speed up the opening of
the sector is obvious: the country first wants to modernise its own state banks.
These still drag along about 30-50 per cent of bad loans from the times of
central planning and the speculative property project throughout the mid-and
early 1990s. The state has set up asset management companies to relieve the
banks from the non-performing loans. The General Audit estimates that two of
the country’s big four banks, the Industrial and Commercial Bank of China and
the China Construction Bank have each lost 1.2 billion US dollars through
illegal activities. Most of the banks are technically insolvent. But as long as they
are state owned banks and the government is able to take care of the debts there
is no existential harm for the whole economy.

Securities

The securities market has so far been the most heavily guarded sanctum
of modern Chinese economy (see chapter 1.8). Although B-shares, traded
in US dollars, are available to foreigners, China will make sure that it stays
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invulnerable to international speculators. Though growing quickly, the stock
market is still small in size. But most important of all, neither the companies
nor the trading comply with international transparency standards. Although
an independent China Securities Regulatory Commission has been set up,
government influence is still strong and law enforcement lax. Therefore,
China seeks to first restructure its own weak system before it can allow foreign
financial institutions full entry. For the time being, foreign enterprises are
restricted to minority joint ventures that engage in fund management, debt
restructuring, asset management and financial advising.

Insurance

Formerly, a single state owned company monopolised the whole insurance
sector. In the meantime, more than 200 international insurers have set up
offices in China, which has an insurance market of an estimated 15 billion US
dollars, with several European and American insurers already holding licences.
By 2003, all customers will be available to foreign insurers, and according to the
WTO agreement, licences will be awarded solely on the basis of prudential
criteria, with no quantitative limits on the number of licences issued. Being
under extreme pressure to set up a working social system, the government has a
special interest in life insurances and has been trying to attract the know-how
and financial strength of foreign insurers. Ownership for life insurance will be
permitted to 50 per cent, while reinsurance has been fully opened to 100 per
cent ownership. This shows that the government follows a very aggressive
strategy towards local companies: they enjoy less protection from foreign
competition than banks. But insurers are still sceptical, remembering that in
Japan, a long-time WTO member, they haven’t reached more than 7 per cent
market share.

Summary

The WTO will make it easier for foreign enterprises to enter the Chinese
market. However, the speed of the opening-up depends on four factors that
the Chinese government has to consider:

e useful reform pressure through a rising number of foreign enterprises;
e protection of local industry;

e healthy consumer behaviour through falling prices;

e international competitiveness for foreign investors.

Examples such as Japan and South Korea suggest that the contract will
hardly be followed in every detail — generally at a disadvantage to foreign
companies.
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1.8. What role does the stock market play in China’s economic
development?

Many analysts underestimate the trade volume of China’s stock markets and
the role it plays in the country’s economy. In the 1920s and 30s, Shanghai
already had the world’s third largest stock exchange after New York and
London. And it is well on the way to regaining that position. If you add up
the market capitalisation of the partner marketplaces of Shanghai and Shen-
zhen, China is already the number three in Asia with a market capitalisation of
580 billion US dollars in 2001. Only Japan’s Nikkei Index and Hong Kong's
Hang Seng are stronger. But it has to be taken into consideration that about 30
per cent of the stocks traded in Hong Kong are Chinese and will in future
probably be traded in China as well.

The most important questions

e What are the problems of China’s stock market?

e How strong is the reform pressure on the government?

e How is the government cleaning up the stock market?

e Why is a modern stock market important for foreign companies?

China'’s stock market has a huge potential. Although at about 40 per cent China
has one of the highest saving rates in the world (in 2000), only 4 per cent of
Chinese citizens own shares. At the moment, the stock market has an annual
growth of 12 per cent, accelerating quickly.

Present problems

But there are several good reasons why the Chinese stock market is only slowly
winning the attention of investors.

e Of all listed companies 90 per cent are state owned enterprises; 62 per cent of
all stocks belong to the government. Even, the English language party
mouthpiece China Daily complains: ‘The management of listed companies
is bad because the state holds the majority.’

e Foreign company’s stocks are still not being traded in China. Only a very
small amount of shares, so-called B-shares, are available to foreigners and
traded in US dollars.

e The daily B-share turnover of 20-60 million US dollars is relatively small.
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e Few stocks compete for a lot of capital. In such a so-called liquidity-managed
market, single stocks are not too closely analysed, because high turnover has
to be achieved anyway.

e Reliable rules, such as the ban of insider trading, are still not the standard for
Chinese traders. Dealers arrange prices; funds trade stocks back and forth to
raise the trade volume and details of major sales are agreed on in bathhouses.

e Although some progress has been made, most companies still lack modern
management.

e Transparency is insufficient. The accounting standards do not give a realistic
picture of the companies. The reason: most of today’s managers grew up to
meet the demands of the central planning commission.

A short overview of the last rallies shows even better, what is still going wrong
on the Chinese market:

Red-chip rally (1997)

The first impressive rally of Chinese stocks happened on the Hong Kong stock
market. Shares of mainland Chinese companies traded in Hong Kong are called
‘red-chips’. They even have their own index, the so-called Red-Chip Index. The
listed companies are usually subsidiary companies of big state owned enter-
prises. They had their first boom in 1997, shortly before the crown colony was
handed back to the People’s Republic. High hopes for the companies’ good
political connections sent share prices soaring. Conglomerate China Enterprise’s
IPO, for example, was oversubscribed 1,300 times; however, the company was
not a big success, showing a poor performance and proving that government
relations alone do not make a successful company.

WTO rally (1999)

The mainland’s stock market had its first big rally at the change of the millen-
nium, shortly after dramatic negotiations led to agreements with the United
States that finally put China on track for WTO membership. The general
expectation that this would benefit the economy was enough to start the
rally, which gained an extra momentum through the New York Nasdaq rally.
But it was like betting on a horse you don’t know just because the climate is
good for fast running.

Market liberalisation rally

In February 2001, China’s stock market experienced another big upturn when
the government allowed Chinese citizens to buy B-shares (traded in US dollars)
that were previously only available to foreigners. Thus the government success-
fully raised the trade volume because Chinese people rushed to invest their
savings on the stock market. In March of that year, the 35 billion US dollar-
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strong B-share market had already by far exceeded the A-shares, although ten
times as many companies are listed there. While the rest of the world was
falling head on into a recession, China’s boom just wouldn’t stop. The Chinese,
who still have few investment options, didn’t worry when P/E rates of 15 to 20
suddenly rose to 50, although 90 per cent of listed companies belong to trad-
itional industries that usually don’t perform exciting growth leaps. While
inexperienced investors had already spent an estimated 1 billion US dollars
on the stock market, many foreign investors — mostly professionals — found
it too risky. Before China opened the B-share market for locals, 30 per cent
of these stocks were in the hands of foreigners. This rate has dropped to 10
per cent. Where the Chinese are ready to burn themselves, foreigners leave the
casinos.

WTO rally (2001)

In May 2001, another tide of success rolled over the country, after China and
the European Union had solved the final issues for China’s WTO accession.
About 20 local insurance companies, which had been promised months ago
they would be allowed to set up China stock funds, got more space through
new regulations, which further fuelled the rally. Until now, only 3.5 per cent
of insurance companies’ assets were invested in stocks, making up for around
1 per cent of stock market capitalisation. Social security and pension funds were
also set up.

Reform pressure

What kind of pressure forces the government to quickly reform the stock
market? There are three reasons:

e The government needs a booming stock market to finance China’s social
and economic reforms. A reliable growth in the stock market stabilises
China.

e The degree of the stock market transparency and profitability will be an
important indicator for foreign analysts to evaluate the development of
the Chinese economy in the coming years.

e Chinese people save about 40 per cent of their income, adding up to total
savings of 850 billion US dollars. The government wants to see this capital
invested on the stock market.

Importance for foreign investors

The stock market will be of growing importance for foreign enterprises: share
offerings will provide them with a new alternative to raise local currency
capital. Currently, they can only do so through joint ventures. Stock offer-
ings will make them less dependent on underdeveloped Chinese state banks
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or western banks with subsidiaries in China, who can only offer Renminbi loans
with less favourable conditions. But what is even more interesting is that
western enterprises will be able to buy their way into profitable state owned
enterprises, or they can buy out their Chinese joint venture partners. Such
Chinese companies under new western leadership will be the snips for western
investors. These options, however, will only become relevant when the IPO
market is liberalised.

Cleaning up

In 2001, after four years of successive losses, Shanghai Narcissus Electric Appli-
ances had the dubious honour of being the first company to be banned from
the stock market by the China Security Regulatory Commission (SRC). This was
seen as a warning that showed the central government’s determination to put
an end to messy stock trading.

The reform pressure on entrepreneurs should not be underestimated. Those
who are too slow to comply with international standards of transparency will
not stand the pressure of competition. Multinationals are all ready to list their
Chinese subsidiaries and will steal the show from local corporations.

Companies that are too slow in reforming themselves are the shelf-warmers
of old times and the government can only sell them at bargain prices. Sooner or
later, Chinese investors will see that a well-managed company might be slower
developing at the beginning, but will soon be far superior to the alleged snips.
The China Securities Regulatory Commission has already been restructured
under the guidance of Hong Kong experts. Progressive opening of the market
is hoped to get China’s stock market used to international standards. Certain
amounts of A-shares, which are currently reserved for local investors, will be
made available to so-called ‘qualified foreign investors’, which are common for
example on the Taiwanese or Indian stock exchanges. Foreign brokerages will
soon be allowed to trade in Shanghai and Shenzhen. Both markets will be
unified to form one big trading place.

Under such pressure, the China Securities Regulatory Commission has set
itself the goal to push government-owned shares under 12 per cent. Some
government shares will probably be used to set up a social security fund. The
most important sign, however, is the government’s determination to crack
down on corruption. Market manipulation is often exposed in state media.
Courts have started correcting the government’s licensing procedures. Foreign
brokerages and investment banks are all set to enter the Chinese market. In
Shanghai in 2001, 30 of them were working out strategies for the time when
China opens up its markets. It will take until the middle of this decade for the
market to be at international level.
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Summary/Recommendations

The Chinese stock market is not far away from reaching international stand-
ard and is therefore becoming more and more interesting for investors. Still,
the government urgently needs a modern stock market to finance the
reforms. Recently, quite a number of regulations and control organs were
established to get the stock market on the right track. Foreign enterprises will
then have new possibilities to buy themselves into Chinese companies or use
the stock market to get local currency capital.

Further sources

Heilmann, S. and Gottwald, J. (2002) Der chinesische Aktienmarkt, Mitteilungen des Insti-
tuts fiir Asienkunde, Hamburg.

Thomas, W.A. (2001) Western Capitalism in China: A History of the Shanghai Stock Exchange,
Ashgate.

Yao, C. (1998) Stock Market and Futures Market in the People’s Republic of China, Oxford
University Press.

1.9. How will the Internet change China?

‘Chinese will be the No 1 language on the World Wide Web by 2007’ is the
slogan of a leading international consulting agency’s worldwide advertising
campaign. The ad probably overestimates the expansion of the Chinese lan-
guage. At the beginning of the decade, 8.8 per cent of all Internet users spoke
Chinese, compared to 57 per cent of native English speakers (2001).

But this does not mean that the potential of China’s cyber-world is small. At
the end of 2001, the United States had more than three times as many users as
China (119 million and 33.7 million respectively). But with 46 per cent of
Americans already online, US growth is slow, while China at 2.8 per cent is
still at the beginning of its boom. Furthermore, the Internet’s impact on social
development is much stronger in China than in western countries.

The most important questions

e Why could the Internet have a stronger impact on China than on western
countries?

e How does this impact show?

e What possibilities does the Internet offer for western companies?

e How does the government regulate the Internet?

Even during the 2001 global cyber slump, China’s Internet usage grew by
50 per cent. Traditional infrastructure is still underdeveloped: Therefore, be it
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for the modernisation of state owned enterprises, cross-linking companies (B2B)
or knowledge transfer, the Internet is a relatively easy way to build up new
systems, skipping traditional technologies used in developed countries.

Modernisation of state owned enterprises

The Internet offers astonishing solutions for the reforms of state owned enter-
prises (SOE). While latest technology is only slowly being implemented in
western countries because many companies are used to working with older,
expensive systems like SAP, new Internet solutions are without competition in
China. The catchword is EDI-Web - electronic data interchange.

EDI-Web needs nothing but a computer and Internet access to connect a
company with all its suppliers, distributors and different departments. For
example suppliers can handle the whole business process from order to settle-
ment through a website instead of having to use an expensive direct line or a
special software. Joint venture partners can synchronise their accounting with-
out sitting in the same office.

At the centre of the system is a main server that all users can access via
Internet. With most of China’s hinterland having stable Internet connections,
this poses no problem. The advantage: the software does not need laborious
installation in every single company, and the computers do not break down
because of misuse or lack of service. Little training is needed, with software and
hardware centrally maintained; costs for every single company are low. For
China’s state owned enterprises this technology could mean a breakthrough
because it only takes a relatively small investment to catch up with inter-
national IT standards, making them more competitive.

B2B

Chinese business to business benefits from the country’s huge demand for the
exchange of goods. In order to get political backing and easy market access,
most B2B forums have forged alliances with influential state institutions. For
example, Guangzhou-based Hong Kong Internet company Chinaproducts.com
has teamed up with the powerful China Council for the Promotion of Inter-
national Trade (CCPIT), and Meet.China.com has an alliance with the Ministry
of Information Industry. However, the web is useful for making first contact,
maintaining established business ties, and to a certain degree for finding new
clients. Getting to know each other well on the web is impossible, though, as
nobody will order 200,000 drilling machines without knowing the factory and
its manager.

B2C

Although China’s potential for the business to consumer sector is huge, there
are too many problems that still have to be solved. Credit card payment is
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difficult. Fearing that someone else might hack into their bank account, many
users refuse to reveal their card number. And after decades of inferior products
of unreliable quality, Chinese customers are still not used to buying something
they haven’t seen and checked. Before B2C really takes off in China, consumer
habits will have to change.

Learning

The Chinese are eager to acquire international know-how and are willing to
invest a lot of time and money. As many regions of the country still lack
facilities for advanced or professional training, the Internet is a good option.
According to a 2001 survey conducted by Hong Kong-based Internet Network
Information Center, 25 per cent of Chinese users claim that they mainly use the
Internet for educational reasons. Already there are more than 200 online
schools, including numerous business schools. Fifty per cent of users believe
that online schools are the greatest opportunity the Internet has to offer. People
use spare time in the office to get an extra degree or qualification, with some
employers even willing to pay for it. Furthermore, the Internet is a very useful
tool for acquiring traditional knowledge sources: 46 per cent of users say they
want to use the web to purchase books or magazines online. At 50 per cent, only
computer products get a higher rating.

Political regulations

In 1994, the Chinese leadership realised it had run into a dilemma with the fast-
growing Internet: it wanted to make the best economic use of efficient mass
communication systems, while at the same time not relinguishing the infor-
mation monopoly. China’s politicians were aware of this conflict of interests,
but did not want to sacrifice one for the other. Eventually the state council
passed control regulations in 1996 that it was hoped would guarantee a ‘healthy
development’ in the information age.

e All networks and their 20,000 users had to register again.

e Choosing a wording that countries without a strong legal system like to use
as an all-purpose weapon for interference, the regulations made it clear that
the government would not tolerate any activities that ‘endanger state secur-
ity or state secrets’.

Six months later sites containing ‘critical content’ were blocked: US media,
Chinese language information on Taiwan, China-critical news sites from
Hong Kong, dissidents’ sites and pornography. Never before has a state tried
practising such all-round control of the Net. But such tight control was hard to
keep up for any length of time. The Net grows at such a speed that, in the long
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run, only random checks will be practicable. Today, almost every village has a
telephone line and Internet access.

Thus, a big Internet crackdown in 2001 was of limited success. User infor-
mation has to be saved for 60 days. Systematic surveillance of China'’s
33.7 million users and all e-mails is impossible. The government still blocks web-
sites, but its firewalls are not able to fend off the avalanche of new pages. Internet
cafés that lack an official registration are shut down but soon reopen somewhere
else. Chat-rooms have become the country’s main forum for occasional criticism of
the government, discussing corruption cases. Popular Internet portals sometimes
even publish foreign news, which is almost impossible for newspapers.

The Internet industry regards these crackdowns as warnings rather than a real
constraint on personal freedom. Total control of the Internet is impossible, and
powerful institutions such as China’s official news agency Xinhua have an
interest in liberalising information policies. They want to make money out of
knowledge and information transfer, which is only possible if they can quickly
and independently report on business developments.

Three factors suggest that China could be the country that will be most
influenced and changed by the Internet. In many areas, China lacks traditional
infrastructure, making it easier to implement modern technology; China is so
big, that the Internet is probably the only way of effectively organising data
transfer; and, most importantly, China not only has high demand, but the
market is booming and direct foreign investment is high, allowing China to
implement and develop new solutions.

Summary/Recommendations

The Internet could have a stronger impact on China’s society and economy
than on western countries because the country lacks traditional infrastruc-
ture. For outdated companies, EDI-web solutions are a cheap and effective
way to reach modern standards. Because of a general lack of educational
institutions, the Internet is used by many Chinese to get professional
training. B2B is a useful way to manage established business relations. The
B2C sector is troubled by underdeveloped payment methods and the Chi-
nese habit of not buying things one has not seen.

Further sources

Baker & McKenzie (2001) China and the Internet: Essential Legislation, Asia Information
Associates Limited. China management handbook — a practical question & answer
guide.

Li, G. and Wong, E. (2001) The Rise of Digital China: Investing in China’s New Economy,
China Books and Periodicals.

Ling, N.S. and Wong, J. (2001) China’s Emerging New Economy: The Internet and
E-Commerce, World Scientific Pub. Co.
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1.10. Will tensions between Taiwan and the People’s Republic
increase?

China has been divided since 1949. During the civil war following the end of
Japanese occupation during World War II, the communists managed to drive
Jiang Jieshi’s (Chiang Kai-shek) republican forces off the mainland. The Guo-
mindang army was accompanied by most of China’s business elite. Other’s fled
to the British crown colony of Hong Kong. While mainland China suffered
under Mao’s collectivisation experiments and was economically crippled until
the 1980s, medium-sized industries brought Taiwan an unprecedented boom.

Today, Taiwan’s computer and semiconductor industry has made the island
an important player in the global economy. With only 2 per cent of the main-
land’s population, it generates a GDP of 309 billion US dollars — one-third of the
People’s Republic’s. Taiwan has foreign reserves of 80 billion US dollars, 40 per
cent of what China has in its treasure trove.

Most countries followed the example of the United States, who severed their
diplomatic ties with Taiwan in 1972 in favour of China with its huge market
and strong political standing. Regarded as a break-away and rebel province by
China, Taiwan has been fighting for its political survival and independence ever
since. There are almost no direct connections between the island and the
mainland.

The most important features

e Why is the possibility of a war not very high?

e Which factors keep the two partners at bay?

e Under what conditions will the situation relax?
e What role does economic development play?

The relationship between Taiwan and China is determined by two factors that
point in opposite directions and are getting ever harder to harmonise. The
young generation of the 23 million Taiwanese show little interest in their
ancestors and relatives on the mainland. They feel independent and have a
Taiwanese identity. But the economies on both sides of the Taiwan Strait are
growing together and have developed a strong dependency on one another.
Despite the dividing aspects it is likely that the relationship could be stable for
the next couple of years. There are several reasons.

The role of the United States

The United States plays the major role in maintaining this stability. The super-
power wants to underpin its influence in the region and follows a simple
strategy. In the official, diplomatic arena they stand by China with its huge
economic potential, but backstage they grant Taiwan military assistance.
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The US and Japan have no interest in any kind of reunification between
Taiwan and China, which would give China a much stronger political and
economic position not only in Asia Pacific. On the other hand, the US does
not support a Taiwanese declaration of independence, which would lead to
regional destabilisation and a restructuring of power. When former Taiwanese
president Lee Teng-hui caused strong protests from Beijing in the late 1990s by
talking about a de facto state-to-state relationship between Taiwan and the
mainland, Washington refused him the hoped for support. Obviously the US
wants to avoid China having its back up against the walls. US President diplo-
matically Clinton and Bush Jr even supported the ‘three nos’: no support for
Taiwan’s entry into the UN; no independence; and no entry into international
organisations that demand national status.

But as long as the present power constellation is stable, strategic analysts see
no reason for concern that the aggressive rhetoric and ritualised provocations
from both sides could lead to a war. In February 2002, exactly 30 years after
Richard Nixon’s historic China visit, US President George W. Bush called on
both sides to deepen their dialogue.

Possible loss of face for China

The more China is integrated into the global community, the higher the
political and economic price China would have to pay for a sudden military
attack on Taiwan. Acceptance of China as a reliable trade partner would suffer
for years and western countries would impose heavy sanctions. Unless China is
threatened by internal collapse and a war against a foreign enemy is the
government’s last chance to stabilise the country, the risks and costs of an
attack on Taiwan already seem too high.

Economic approach

Meanwhile, the Taiwan boom seems to have reached its limit. The high-tech
island has become too small and too expensive, so that Taiwanese companies
now move their investment to the mainland. With Taiwan having modern
technology and know-how, and the mainland having a huge market and
cheap labour, the two parts of China complement one another well. The exodus
to the mainland has reached quite a respectable size. In 2000, Taiwanese invest-
ment in China doubled to 2.6 billion US dollars. Consequently the growth of
Taiwanese enterprises, in particular the big ones, lies in China. WTO member-
ship of both China and Taiwan will invigorate this trend. Already, 300,000
Taiwanese live in Shanghai. The heir to Formosa Plastics, the biggest Taiwanese
company, runs a joint venture with a company run by the son of China’s
President Jiang Zemin. With the help of Taiwanese companies, China has
already outrun Taiwan as the world’s biggest producer of IT products and will
soon overtake Japan. Then only the US is bigger.
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And it is not only production that moves to China for the sake of cheap
labour. Boasting many qualified scientists that work for salaries far below that of
their Taiwanese or western colleagues, China has also become an attractive base
for the research and development departments of Taiwan’s industries. With a
population of only 23 million, Taiwan has a lack of young people. Schools and
universities are not well known for promoting creativity and innovation. And
compared to Shanghai, Taiwan'’s infrastructure is quite old fashioned. In this
light, political confrontation seems to be a secondary problem. The latest
economic crisis has accelerated the inevitable: Taiwan and China have moved
closer together. However, there are still foreign enterprises that size up their
investment in Taiwan and in return are punished by the Chinese by being
barred from entering the Chinese market.

Most probably there will be a gradual change over the next few years. Politic-
ally Taiwan will neither be independent nor part of the People’s Republic.
Economically, the two Chinas will grow together. Taiwan'’s economic planners
are already developing concepts to deal with this new situation.

Centre for regional headquarters

With its geographical location between Shanghai, Hong Kong, Seoul, Manila
and Tokyo and its high living standard, Taibei is the ideal city for multinational
companies’ regional headquarters. However, western managers agree that it
would only be practicable to move to Taibei if there was a direct connection
to the mainland. Currently, flights between Taibei and Beijing are one-day trips,
stopping over in Hong Kong where one has to change plane. Taibei’s tough
stance (no direct links) is starting to waver. Direct ship connections could run
through one of Taiwan’s off-shore ports. Taiwanese travellers have repeatedly
succeeded in making their way from the small island of Matzu to the Chinese
port of Xiamen. Airlines are getting ready for the next step. Taiwan’s China
Airlines has bought a 25 per cent stake in the cargo daughter of Shanghai’s
China Eastern Airlines.

Centre of innovation

China and Taiwan will probably see less and less sense in economic competi-
tion. Taiwan will have to act like a company that tries to stay first class in some
selected technological fields. Thus, Taiwan will not be competing with China
any more, a fight the small island would have no chance of winning anyway.

Summary/Recommendations

For western companies, the troubled relationship between Taiwan and
China will gradually cease to be a problem. Political tension will ease off
and economic co-operation will grow. The taboo of direct connections won't
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hold very long. Taiwan and China will grow together and form one big
economic zone. Politically, the status quo is likely to be held.

Further sources

Kemenade, W. van, and Webb, D. (Translator) (1998) China, Hong Kong, Taiwan, Inc.,
Vintage.

McBeath, G.A. (1998) Wealth and Freedom : Taiwan’s New Political Economy, Ashgate.

Tsai, I. (2002) A New Era in Cross-Strait Relations? Taiwan and China in the WTO, January,
Washington, DC, The Heritage Foundation.

1.11. Is the gap between rich and poor getting wider?

In the past 20 years, China has experienced incredible growth. While per capita
income was only 120 US dollars in 1980, it increased to 840 US dollars by the
turn of the millennium. According to government statistics, 3 per cent of
Chinese live in poverty today, down from 30 per cent in 1980. The growth
has mainly been generated by Deng Xiaoping’s opening policy of the early
1980. After the disasters of the Maoist era and the Cultural Revolution, his
main goal was to stabilise the country politically and economically.

Pragmatic politics took over from ideological social experiments. Deng
opened the country towards the western way of modernisation by gradually
introducing a market economy and inviting foreign investors. The Chinese had
to learn to fight for their own prosperity instead of relying on the state to
provide them with everything. “Who cares whether the cat is black or white,
as long as it catches mice it’s a good cat,” was Deng’s credo that shocked
communist hardliners. After two decades of Maoism, this sentence sounded
quite sensational to Chinese ears. Critics warned of social injustice and saw
Deng’s policies as a betrayal of the communist ideal of equality, but Deng
wouldn't listen to them. Still, he knew very well that a market economy and
competition would not result in better conditions for everyone at the same
time. Social injustice was inevitable, but convinced that it was the only way to
revive the economy Deng, the pragmatic communist, coined the liberal phrase:
‘Let some get rich first.’

The most important questions

e Isthe gap between rich and poor increasing despite constant high growth?
Why is the country still stable?

How predictable are future social tensions?

Which are the groups that most depend on social stability?

What measures does the government take?

Which role do the young urban elite play?
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Less poverty

Deng’s economic policies brought to an end a turbulent century and gave China
two decades of social stability and economic growth. Today, China’s economic
situation is better than ever before. At 840 US dollars, average per capita income
is still modest by international standards, but only few regions still suffer real
poverty. The Human Development Index has reached 70.1 per cent and GINI
currently stands at 40.30. The social situation still is mostly stable.

Wider gap

Nevertheless the gap between rich and poor is getting wider and wider. While
the urban elite enjoy living standards quite similar to that of their western
counterparts, many of China’s 800 million peasants are still poor, even if they
are now better off than they used to be. In 2000, peasants’ per capita income
grew by 2.1 per cent, reaching an average 270 US dollars. Ordinary city dwellers
earned an average 760 US dollars, up 6.4 per cent, while Shanghai people go
home with 4,200 US dollars. Tensions are obviously growing. Criticism voiced
by Deng'’s opponents at the beginning of the opening policy is more justified
today than ever before. Is China heading towards social upheavals because the
gap between rich and poor is increasing?

No immediate danger

For the time being, there seems to be no immediate danger. Some China
analysts have been warning for years that China is heading for serious instabil-
ity, but until now everything seems to be under control. It is therefore interest-
ing to analyse why the country has stayed relatively stable, even though the
opposite has been predicted so many times.

Several reasons have to be mentioned:

e The fast growth of the coastal regions does not imply that the West has no
growth at all. There are exceptions, but usually stagnation is as bad as it gets.
Most people have felt some improvement over the last couple of years. For
the time being, this is obviously enough to keep the people more or less
quiet and peaceful.

e The Chinese are much more willing to resignedly accept their fate than
modern westerners. Many people still keep telling themselves: ‘I myself
can’t change much, anyway. Today my life is better than it used to be, and
with a little bit of luck there will be some improvement in the future.’

e The success of boom-towns like Shanghai does not necessarily lead to jeal-
ousy. Just like the 2008 Olympics in Beijing, success is also seen as a symbol
of national pride country-wide.

e The Chinese are very flexible. They are willing to accept a small solution
rather than waiting for a big coup or other people’s help.
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The Chinese government has shown violence and arbitrariness towards
the student movement in 1989 and the Falun Gong sect since 1999. It is
prepared to do anything in order to suppress mass movements that could
destabilise the country. All potential movements are suffocated at once —and
everybody in the whole country knows that. Therefore, people think twice
before publicly voicing their criticism and organising demonstrations.

e Those who stage mass demonstrations are modest and avoid major provoca-
tions. They protest against local problems without holding the central gov-
ernment or the system as a whole responsible. Alternatives to the current
system do not play a prominent role in the life of average Chinese.

Summing up, the relationship between party leadership and the people can be
characterised using a football related metaphor. There is only one team playing
in the premiership, but the fans still support it even if it occasionally loses by
scoring own goals. Fans hope the team will be more successful in future; after all
there is only one team they can pin their hopes on.

Nevertheless, China seems to be more stable than other Southeast Asian
countries such as Indonesia or the Philippines.

Near future

Nobody, not even the government, can know when the people’s flexibility will
come to an end and the current united-front breaks apart. It is also difficult to
predict how the situation will change when more state owned enterprises are
shut down or when Chinese peasants lose the basis of their income after WTO
entry (China’s agricultural products are one-third above world market prices).

Which groups does social stability mainly depend on?

The most problematic group is the floating population of more than
100 million, mainly peasants. Even though they are not very well respected,
they are more successful than the state wants them to be, more multifaceted
than government propaganda proclaims, and more capable than the police
admit. They are not only mobile and flexible; they are clever enough to take
their lives into their own hands. Having opted against badly paid fieldwork,
they are a very heterogeneous lot: migrant worker statistics include students
and flower girls, accountants and actors, garbage collectors and restaurant
owners. By the beginning of this decade, an estimated 2.5 million of the
12 million people living in China’s capital Beijing, were migrants: 80 per cent
are under 40 years of age and most of them can read and write. Those who are
successful will stay; more than half of them spend more than a year in Beijing,
with one-third staying for more than three years. In Beijing, many of them
already belong to the ‘small healthy one’s’, as the well-off middle class is called.
Although they are officially registered as living in the country, they have even
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opened their own schools, because migrant-worker children from outside the
city are not permitted to attend the regular local schools. The losers amongst
the migrant workers are those that do not manage to set up a network of
relationships. Many come to the cities through agents that tell them tall tales.
Some don'’t succeed in getting a grip anywhere and are doomed to travel from
one construction site to the next.

It will become harder to belong to the winners because competition with city
dwellers is increasing rapidly. A study by the European Union suggests that
WTO membership will cause at least 13 million peasants to lose their jobs
because their small fields will not be able to compete with big farms in Europe
or the US. Some experts predict that privatisation of state owned enterprises
might lead to as many as 50-60 million additional migrants heading for the big
cities. Women and children staying in the villages will be left with the hard
fieldwork. By 2010, 520 million Chinese, or 40 per cent of the population, are
expected to live in cities. Currently, the quota stands at only 20 per cent.

City governments’ strategy

The city governments try to solve the problem with three short-term strat-
egies:

e in order to get an overview, all migrants have to register;

e migrant workers will be legalised, but they will have to apply for work
permits. The goal is to make successful workers official, tax-paying city
citizens;

e deterrence through crackdowns: the city governments want to spread the
message that it has become very difficult to be successful in the city.

This approach has many problems, but one big advantage: China’s mega-cities
have so far avoided slums, which are part of many big Southeast Asian metrop-
olises, such as Manila in the Philippines or many big cities in India. Also,
Chinese cities are relatively safe.

Central government'’s strategy

The central government tries to develop China’s west in order to make it less
attractive for people to migrate to the coastal boom-cities. This includes large-
scale infrastructure programmes as well as tax privileges and special economic
zones. Some foreign companies that try to enter the Chinese market will only
get the necessary license if they are willing to set up their production plants in
the west or at least the country proper. Some big companies such as airlines
attempt to relocate ‘back office’ work that is labour-intensive but requires no
high qualifications. As long as the necessary information technology is avail-
able, this approach is quite practicable.
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After having been neglected for the last 20 reform years, the development of
the west is now proving to be extremely difficult. Infrastructure is underdevel-
oped, enterprises are outdated, social values are old fashioned and purchasing
power is low. Many clever young people head for the big cities, leaving behind
the less qualified, non-flexible ones.

Urban elite

The emergence of a new urban elite makes the gap between rich and poor even
bigger. Having prospered only recently, they don’t want to have anything to do
with their poor compatriots. They earn an average monthly salary of 1,500 US
dollars or more, speak English, drive their own car and invest money into
education or trips to Hong Kong, Thailand and Singapore. While widely
accepted in the US and Southeast Asia, they still fight the image of being
mere assembly-line workers or blind followers of communist propaganda in
Europe. Before, strong family ties used to guarantee that successful city dwellers
would support a whole clan of relatives living in the country. But now, these
traditions are breaking up. Young successful urbanites will only provide for
their immediate family, while at the same time trying to preserve their personal
flexibility and improve their economic situation. According to one survey at
the beginning of the decade, 80 per cent of employees in Chinese enterprises
and 75 per cent of employees of joint ventures dream of one day having their
own company.

Summary

Although China has shown incredible growth in the last 20 years, the gap
between rich and poor is getting wider. The life of the poor has improved to
some extent but problems are likely to increase. The growing tensions are
best seen in the plight of the migrant workers. How long the peasants will be
willing to accept the growing injustice is hard to predict. However, a mix of
pressure, lack of alternatives and identification with the central government
have led to a resilience of the population that is higher than many analysts
expected.

Further sources

Perry, EJ. and Selden, M. (2000) Chinese Society: Change, Conflict and Resistance,
Routledge.

Solinger, D.J. (1999) Contesting Citizenship in Urban China: Peasant Migrants, the State, and
the Logic of the Market (Studies of the East Asian Institute), University of California Press.

Tang, W. and Parish, W.L. (2000) Chinese Urban Life Under Reform: The Changing Social
Contract (Cambridge Modern China Series), Cambridge University Press.

Whiting, S.H. (2001) Power and Wealth in Rural China: The Political Economy of Institutional
Change (Cambridge Modern China Series), Cambridge University Press.
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1.12. What are China’s future problems?

China has experienced the most unique growth in world economic history. But
there is no doubt that China has a long way to go before it can count as a
modern, international, competitive economic power. The aftermaths of Mao’s
painful social experiments are still much more evident than the jolly surface of
today’s new China would suggest. The most important and fundamental
reforms, such as privatization of state owned enterprises, a social security
network, modern financial institutions and a reliable, stable legal system are
still in their infancy. While the turnover of China Inc. looks promising, its
structure is still alarming.

The most important questions

e How far have China’s reforms come so far?

e What kind of reform pressure is on China’s leadership?
e Which reforms have not yet been completed?

e Which will be China’s main problems in the future?

e What is the leadership’s key dilemma?

e What weakens the fundament of future reforms?

e Which are the impacts on China business?

For most of the last 20 years, China’s leadership liberalised the country’s economy
but was hesitant to take the above-mentioned reforms and tasks head on. With
foreign investment pouring into the economic low-density zones of China, the
pressure for those reforms was not very high; especially since foreign investors met
a leadership and a people with a good feeling for basic business. In the 1980s and
90s, Chinese and foreigners teamed up to create a huge boom that even the
Tiananmen crackdown could only interrupt for little more than a year. As long
as it made sure the economy didn’t boil over, the leadership was on the safe side.

The Asian financial crisis in 1997 and the global recession in 2001 were the
government’s wake up call. Weakened by external slumps beyond its influence,
it suddenly feared it would lose control over the country and again face luan
(chaos), a nightmare which has been the leitmotiv of modern Chinese history.
Since China’s entry into WTO, structural weaknesses have become even more
visible and the fear rising. However, this fear has its favourable side as it forces
the Chinese government to increase its reform efforts. Concern for the stability
of the country, declining economic power and loss of face have always been
factors that spurred Chinese leaders’ ambition.

More than ever before, State President Jiang Zemin and Premier Zhu Rongji
feel the pressure to quickly change this turnover economy into a sustainable
one. At the same time they have to avoid that growing social problems that
might endanger or destroy the country’s stability.
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Controlling this increasingly difficult constellation will also be the main task
that their successors will have to tackle. The first decade of the twenty-first
century will not be a decade of boom for China but of fundamental social and
economic reforms, which will make business easier. After the Olympic games
have been successfully held in 2008, an event of the utmost importance for the
Chinese people’s and leaders’ national pride, that should pass without social
disturbances, these will become the most challenging tasks ahead. It is likely
that these problems can be technically solved: for most modernisation tasks,
western blueprints are available, such as Germany’s civil code, the US Federal
Bank system, Hong Kong’s stock exchange or Britain's social legislation. With
international support, it should be possible to adapt these to China’s specific
needs. The most important question is whether the government can keep social
stability during the time of implementation.

Even if these hurdles are successfully overcome, China is still not on the safe
side. For the first time, China will have to solve problems that are without
examples or ready-made solutions in modern civilisation. Questions like the
following will be have to be answered:

e Does modern China have enough work for all its people?

e What kind of economy can prevent China and the rest of the world from
sailing straight into ecological disaster? Where will enough water come
from? What about energy?

e How can the exploding population be handled without interfering too much
with modern Chinese people’s wish for individual freedom.

e How will other countries deal with a Chinese economy that is becoming very
powerful?

e How could a democracy for 1.5 to 2 billion people work?

An additional problem will make the life of the Chinese government harder:
where challenges become more and more comprehensive, the scope of its
political action is diminishing. The possibility of making long-term plans and
taking immediate action, that dictatorships in booming countries have and
that some western politicians envy, will shrink further and with it the means to
make corrections.

This will be unavoidable for two reasons: on the one hand, with rising
economic power the Chinese people will eventually ask for more independence
from government restrictions. On the other hand globalisation is progressing,
further impairing the sovereignty of national states and forcing them to follow
common rules. This trend will be particularly strong in a country like China,
whose ups and downs are of rising importance for the world economy. It will no
doubt be tough for China’s leaders to accept that their young, proud, national
autonomy and power will have to be shared with others even before coming to
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full blossom. The greater China’s economic success and the bigger its affect on
the world, the more the Chinese government will have to share its power. Even
in the best case, China’s leaders will never be able to achieve the same amount
of power as their colleagues in the US. Much rather China will be one of several
big industrial powers competing with one another, while goes along with the
Chinese government, concept of a multiples world circle .

But this could lead to new global conflicts: The fight for natural resources and
its sensible use could take the place of the fading struggle between capitalism
and communism or religious fundamentalism and liberal civil societies. The
Afghanistan conflict might develop into a fierce battle between China and the
US for oil and gas. Even if some problems can possibly be solved through
technological innovation, such as hydrogen-powered cars, the Chinese popula-
tion strives to achieve western living standards and will eventually demand its
share of the world’s natural resources, at least according to the size of its
population. However, the Chinese government, already buying big oil and gas
fields as well as forests in other countries, will meet no support from foreign
governments because only a cutback in western living standards could give
China the space it needs. Naturally, this is hardly acceptable to the West. This
new global castellation is huge interest for business people because internation-
ally operating companies and their businesses may get caught between the
two sides.

Still, these future power plays should not shift the focus from China’s cur-
rently most harmful weakness: its lack of what economists call ‘social capital’.
A lack of responsibility of Chinese individuals towards their country’s economy
is visible almost anywhere, mainly in spreading corruption, which is still the
country’s dominating problem. China’s boom is built on one great weakness
that puts all successes on an unstable foundation: the rapid development
overstrains the people’s ability to take responsibility for their actions. China’s
boom is built on a gold rush mentality.

While the hardware of technical modernisation is relatively easy to update,
the software of modern mindsets, the social capital, takes much longer to
develop. The dilemma: people are asking for more freedom, which means less
control by the government. Less institutional control needs more sense of
responsibility, but this develops too slowly in comparison with the impatience
of the people and the speed of the boom.

It took western countries a long time to establish the standards for a modern
society and economy, with mixed success and a constant danger of falling back.
Unfortunately, China does not have the same timeframe. But it is not possible
to modernise an economy without having responsible market players who act
reasonably even without immediate control. In the first 40 years of the history
of the People’s Republic, the leadership tended to underestimate this problem:
Mao Zedong failed several times with his mass education campaigns which
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relied too much on social reliability within a totally idealistic economy. But
even in the second half of the 1980s, Deng Xiaoping had to witness how a
wildly sprawling economy gets out of control if everybody does what he wants.
Premier Zhu Rongji and State President Jiang Zemin also had to learn the bitter
lesson that not only the losers of the reforms were against them in their goal to
establish a clean, sustainable economy, but also the winners, who had made a
fortune through corruption.

The lack of responsibility that China’s leaders have to cope with is a challenge
for China’s managers as well. They have to deal with this problem in their daily
work. Many joint ventures in China are in trouble because certain rules, which
where taken for granted by westerners, were not at all common for their
Chinese partners. Establishing a functioning corporate communication is
therefore one of the most important preconditions for success in a Chinese
business environment. Convincing your Chinese partners of voluntarily stick-
ing to some common rules in order to keep their own position comfortable in
the long run is one of the most difficult tasks. Neither China’s leadership, nor
western managers should hope for quick success. As long as human beings are
concerned, there is simply no shortcut to modernity.

Summary

For most modernisation tasks western blueprints are available and they are
relatively easy to implement. But there are other questions which are much
more difficult to solve, being without examples or ready-made solutions in
modern civilization. These questions are particularly serious as they not only
affect China but also the whole world. The process of China’s development is
hindered by one great weakness which puts all successes on an unstable
foundation: as massive corruption shows, the rapid development overstrains
the sense of responsibility of the people. China’s future development relies
on progress in these critical matters.

Further sources

Chang, G.G. (2001) Coming Collapse of China, London, Random House.

Studwell, J. (2002) The China Dream: The Quest for the Last Great Untapped Market on Earth,
Publishers Group West.

Swaine, M.D. and Tellis, A.J. (2000) Interpreting China’s Grand Strategy: Past, Present and
Future, Rand Corporation.



Index

Accountants 217
Accounting 235
Accounting and reporting 347
Accounting periods 343
Accounting procedure 81, 352
Accounting records 343
Accounting regulations 353
Accounting report 345
Accounting system 343
Accrual basis 344
Acquisitions 232
Ad agency scene 268, 269
Ad market 256
Adaptability 84f., 122
Advance payments 331
Advanced pricing agreements
(APAs) 353, 355
Advanced technologies 114
Advanced technology
enterprises 359
Advertisement strategy 232
Advertisements 141, 247, 250
Advertisers 255
Advertising agencies
268
Advertising billing 269

211, 251, 258,

Advertising campaign 244, 251, 253,

276
Advertising industry 237
Advertising law 242, 243
Advertising market 237, 245
Advertising materials
290
Advertising media 251
Advertising message 239, 243, 246,
247, 248, 252, 256
Advertising recall rates 210
Advertising standards 244
Advertising text 250
Advertising time 253
Advertising vehicle 255

After sales service 44, 100, 280, 290

Age structure 229
Agent costs 110

Aggregated economic data 201, 216

Agriculture 44, 60

259, 260, 263,

AIESEC 142

Allocated land use rights 371

Allocation of cost 356

Amortisation 353

Annual accounts 344

Annual leave 157, 164

Annual report 350

Annual statements 350

Anti-competition clauses 127

Anti-corruption 287, 288

Anti Counterfeiting Coalition 321

Applicant selection 145

Application technologies

Applied ratios 355

Appraisal interview 176-9

Approval procedures 99

Aptitude tests 147

Arbitration 127, 158

Articles of association 107, 109, 370,
381

A-share 49, 50

Asian financial crisis
23 ..

ASME and TUV standards 102

Assembly activities 309

Assessment centres 150

Associations of industry 215, 249,
261

Attendance figures 254

Attitudinal data 210

Auditing 356

Auditing data 352

Auditing firm 351, 352

Auditors 217

Authorities 71, 79, 81, 84, 90, 234,
355, 373, 374

Autonomous regions 203

Average income 225

Average material costs 312

310, 321

1,3,5,6,7,20,

Balance sheet 81, 344, 350, 356
Bank accounts 311

Bank cheques 334

Bank guarantees 80, 107, 295
Bank loans 80, 337, 338

Bank transactions 339

390



Banks 2,7,9, 11, 18, 30, 34, 36, 37,
45, 46, 50, 51

Behaviour patterns 125, 145, 200

Behaviour triangle 147

Banking sector 11

Banking and leasing 7, 45

Beijing 3, 4, 6, 7,9, 18, 19, 20, 23,
29, 34, 50, 56, 57, 60

Benchmarking 107, 210, 229, 376

Benchmarking study 230

Benefits 162, 165, 167, 168

Bereavement leave 165

Best method principle 353

Best performing companies

Best practices 230

Bilingual sites 223

Billboards 252

Billing procedure 297

Board meeting 79

Board of directors
367, 375

Board resolutions 106

Boards of directors 107

Bonded factory 109

Bonded warehouse 108

Bonus arrangements 297

Bonus payment system 274

Bonus payments 287, 289

Bonus schemes 131

Bonus system 181, 277, 292

Bonuses 128, 155, 169, 180, 181

Bookkeeping 356

Bookkeeping system 344

Borrower 339

Branch of industry 234, 259, 263

Branch office 97, 98

Brand 210, 226, 237, 245, 250, 258

Brand building 238, 240

Brand consciousness 238

Brand identity 257

Brand image 238

Brand loyalty 237, 238

Brand name 238, 240, 246, 257

Brand positions 270

Branding 237

Branding and marketing 83

Break even 70

Bribe 27, 28, 29, 31, 32, 33

Bribery 313

Broadcasting stations 255, 256

Broker companies 336

B-share 45, 47, 48, 49

230

77, 167, 345, 357,

Index 391

B2B 52, 54

B2B ruler 325

B2C 52, 54

Budget 73, 329

Budget planning 332

Budget regulations 127

Budgeted funds 277

Budgeting 331, 333

Bush, George W. 56

Business associations

Business control ratios

Business cultures 79

Business data 80

Business development 80, 126, 330,
369

Business efficiency 327

Business environment 369

Business interruption 334

Business licence 83, 97, 109, 242,
303, 357, 371, 372, 381

Business operation data 332

Business opportunity 276

Business partner 212

Business philosophy 73

Business plan 378

Business platform 67, 70

Business policy 75, 356

Business process 88, 117, 236

Business reports 287

Business schools 196

Business sites 223

Business strategy 83

Business Tax (BT) 359, 362, 363

Business to business models 222

Business trip 167, 249

Business units 234

Buyers’ behaviour 239

Buying out 83

88, 217
330

Capital account 340

Capital account transactions 340

Capital contribution 73, 99, 340

Capital goods 256

Capital increase 107, 360, 373, 374

Car 17, 29,43

Career development 124, 177, 178,
180, 182

Career planning 121, 176

Case studies 186, 192

Cash flow 276, 277, 329, 331

Cash journals 343

CCOIC 213



392 Index

CCPIT 213, 257, 261

CE and GS standards 301, 302, 304

Central and western regions 112

Central government 112, 199

Centralised economy 200

Cerebral hemisphere 95

Certification 102

Chaebol 86

Chambers of commerce 216, 231,
261

Change 85

Character writing 93 ff

Cheap labour 323

Cheng Kejie 29, 31

China assignment 132

China business 269

China Daily 47

China investment 68

China National Advertising
Association 243

China related web-sites 223

China Securities Regulatory
Commission(CSRC) 45, 46, 50

China-specific know-how 234, 236

China-specific training 124

Chinese authorities 207, 317, 355

Chinese banks 298

Chinese board 78

Chinese brands 241

Chinese certificates 149

Chinese characters 94, 188, 189,
240, 246

Chinese clients 269

Chinese companies

Chinese consumers
245

Chinese contract law 315

Chinese culture 119, 137, 145, 183,
251

Chinese economy 269

Chinese education system 133f,,
145

Chinese employees
192

Chinese GAAP 311, 330

Chinese government 77, 91, 134,
236, 243

Chinese history 91

Chinese language 93ff., 149, 187,
221

Chinese laws 263

Chinese managers

141, 308
207, 226, 239,

132, 174, 176,

85,192

Chinese market 69, 84, 137, 200,
202, 204, 205, 229, 239, 245, 261,
268, 306

Chinese media 262

Chinese mentality 183

Chinese partner 73

Chinese provinces 202

Chinese returnees 138

Chinese sponsor 97

Chinese staff 85

Chinese thinking 92

Chinese translations 241

Chinese universities 195, 197
Chung-Tzu 203
Circulation figures 256, 257

CKD 307, 314
Claims and penalties 315
Clausewitz, Carl von 25
Client portfolio 269
Clients 247, 249
Coach 76, 125,187, 197
Coaching 131, 135, 136, 138, 193,
196
Coastal regions 225
Code of behaviour 119
Collaborative benchmarking 231
Collect money 273, 276
Collecting information 282
Collection account 338
Collection of bad debt 296, 297
Collective labour contract 151, 152
Collectivism 91
Collectivist cultures 192
Command economy 226
Commercial law 97, 382
Commissions 287
Commodity distribution 108
Communication 76, 78, 84f, 93,
180, 184, 282, 283
Communication channels 271
Communication media 271
Communication strategy 270
Communist Party 8,9, 10, 16, 256
Company advertisement 242
Company brochures 248
Company car 128
Company culture 195
Company image 270
Company law 383
Company limited by shares
Company policy 125
Company reputation 342

97, 99



Company start-up 236

Company training centres

Comparable prices 354

Compensation 160, 181, 185

Compensation package 81, 291, 292

Compensation payment 127 ff

Competition 85, 149, 180, 193, 211,
284, 306

Competition laws 243

Competitive benchmarking 231

Competitive price 69

Competitive situation 203 f

Competitiveness 302, 303, 322, 327

Competitors 125, 230

Computer-based evaluations 239

Conceptual thinking 125, 133

Confidentiality 152, 159, 167

Conflict management 118, 184, 196

Conflict of interest 170

Conflicting management 374

Confucianism 203

Confucius 146, 175, 188, 189

Conjugal leave 165

Connections 234

Consensus 91

Consensus orientation 76

Consolidation 105, 117, 233, 236,
310, 311

Consultant 95, 114, 216, 217, 233

Consultants 80, 317, 319

Consulting fees 357

Consulting market 234, 236

Consulting reports 234

Consulting scene 235

Consulting services 232, 328

Consumer 2,12, 40, 44

Consumer behaviour 202, 229, 269

Consumer benefit 270

Consumer categories 211

Consumer chain 281

Consumer data 199

Consumer goods 239, 245, 247, 248,
253

Consumer groups 209, 226

Consumer habits 203

Consumer market 252

Consumer products 225

Consumer profiles 210

Consumer protection 383

Consumer trends 224

Consumers 224, 228, 237, 245, 246,
247,

195

Index 393

Consumers’ behaviour 239

Consumption 224, 229

Consumption expenditures

Contract 27, 35, 39, 298

Contractual basis 98

Contractual co-operation 101

Contractual terms 313

Contractual venture 70, 103, 370,
372,375

Contribution policy 272, 274

Control instruments 286

Controlled transactions 354

Controlling 311, 312, 332, 333, 379

Controlling efforts 375

Controlling issues 352

Controlling of business

Controlling system 376

Controlling tools 332

Co-operation 80, 83, 121, 133, 140,
174, 176, 178, 179, 268, 270, 316

Co-operation partners 235

Co-operative benchmarking 231

Co-operative joint venture 98

Co-ordination 84 ff, 105, 275

Copying 83, 316, 319, 321

Copyright law 383

Core-competence 233

Corporate culture 197

Corporate identity 250, 292

Corruption 7, 11, 12, 20, 27, 28, 29,
30, 31, 32, 36, 50, 54, 65, 66, 75

Cost 2,6

Cost advantages 310

Cost calculation 313, 332

Cost leadership 272, 273

Cost of sales 327, 328, 330

Cost structure 230, 327, 379

Counter-trade 102, 299

Creative ideas 239

Creative talents 135

Creativity 21, 57, 150

Credit and debt 340

Credit history 297

Credit limit 298, 329, 330, 337

Credit reports 297

Credit system 222

Credit-worthiness 294, 295

Critical success factors 230

Cross-cultural understanding 114

Cultural background 88, 203, 268

Cultural contact 240

Cultural differences 71, 200

227

330



394 Index

Cultural framework 194

Cultural proximity 133

Cultural Revolution 6, 16, 17, 22,
23, 58, 60

Cultural values 186

Culture 84, 91, 133, 235, 251

Current account 339, 340

Custom duties 113

Customer data base 285

Customer information 286

Customer relationships 286

Customer satisfaction 230

Customer services 238

Customer visiting reports

Customer-oriented services

Customs 383

Customs duty 359

284
377

Danwei (traditional Chinese working
unit) 181
Data control systems
Data recording 199
Data sources 201
Database 248
Dealers 273
Dealership 276
Debt(national) 5, 34, 46
Debt collection 288, 295
Debt management 82, 272, 273
Debt-equity regulation 106
Debtors 296
Decision behaviour 365
Decision-making 75, 78, 81, 84, 87,
89, 118, 125, 174, 178, 182, 184,
236, 240, 247, 250, 257, 262, 263,
364, 372, 373
Decision-making process
279, 280, 282, 285
Deductible cost 363
Deferred taxation 348
Deflator 200
De-investment 103, 369
Delegation 151
Deliveries 276
Delivery time 277, 278
Democracy 64
Demographics 210
Demonstration 6, 18, 23, 60
Deng Xiaoping S5, 16, 17, 58, 66
Density of circulation 141
Density of population 203
Depreciation 327, 344, 346, 347, 356

333

71, 261,

Depreciation policy 356

Design 85

Design institutes

Desk audit 355

Devaluation 227

Development co-operation 101

Differentiation 272, 273, 276

Diligence investigation 81

Diluting strategies 370

Direct investments 340

Direct mail 253, 258

Direct marketing 250, 270

Directors 79

Disciplinary procedure 156

Discipline 167

Disclosure requirements

Discount conditions 273

Discount policy 289

Dismissals 158

Dispute 91

Distribution 44

Distribution channels 272, 274, 290

Distribution co-operation 101

Distribution network 83, 282, 368

Distribution of profits 98

Distribution strategy 232

Distributors 275, 276

Dividend payments 370

Documentation 284, 354

Documents 298

Domestic leave 165

Double bookkeeping 344

Double taxation 130

Doubtful debts 349

Downsizing 73

Due diligence 67, 71, 80, 82, 105,
315, 367, 368

Duties 102, 110

88, 240, 248, 249

346

Early retirement 140

Early warning system 85

Eastern Europe 11, 13, 23, 24, 25, 27,
34, 38, 40, 52, 55, 56, 63, 64, 65

E-commerce 221, 325

Economic data 201

Economic development 85, 235, 237

Economic growth 200

Economic information 213, 214

Economic systems 86

Economics of scale 370

Educational background 149

Effectiveness 251



Efficiency 84

Embassies 216, 261

Emperor 14, 15, 22, 24, 43

Empirical data 200

Empirical investigations

Empirical research 200

Empirical tests 239

Employee handbook 151, 153, 167,
168, 171

Employees 122, 138, 144, 151, 152,
169, 171, 175,173, 178, 181, 182,
185

Employer 144, 151, 152, 182, 185

Employer’s liability 335

Employment 3,35, 7

Employment agencies 141

Employment bureau 139

Employment handbook 151, 160

Equity joint venture 98, 101, 108

Equity market 380, 381

E-recruitment 139, 142

Erection all risk 335

Ethics 37

European Union 20, 41, 48, 49, 61

Evaluation interviews 173, 174, 175

Evaluation methods 145, 147

Evaluation session 149

Evaluation tools 212

Exchange control 215

Exchange rate fluctuation 312, 340

Executive MBA courses 197

Exhibition agents 264-268

Exhibitions 142, 260, 261, 262, 276,
282, 286

Exit of joint venture 372

Exit strategy 370

Expatriate 74, 75, 85, 93, 116,
120f, 122 ff, 124, 130, 136, 138,
183, 234, 269

Expatriate families 119

Expatriate problems 72

Expenses 330

Export 38, 40

Export business
368

Export quota 107

Export rate 103

Export-oriented enterprises

Exports 313, 339

External training 196

211

97, 100, 108,

359

Faked products 320

Index 395

Farmers 10, 15, 44

Feasibility study 67, 68, 72, 109,
113, 212, 367, 378, 381

FESCO 90, 98, 139, 152 166, 214,
291

Fidelity guarantee 335

Field experiment 210

Field work 210

FIFO 352

Finance bureau 350

Finance control 105, 331, 333, 378,
379

Finance department cost 327

Financial and fiscal subsidies

Financial background 80

Financial statements 350

Financial studies 215

Financing 337

Finished goods 278

Fiscal advice 107

Fiscal and financial implications

Fiscal regulation 356

Fixed assets 80, 343, 344

Flexibility 84f

Fok, Henry Ying-Tung 9

Foreign banks 337

Foreign brands 241

Foreign currency 101, 102, 109, 311,
341

Foreign currency exchange 340

Foreign currency guarantees 339

Foreign Direct Investment (FDI) 1, 2,
18, 19, 54

Foreign Enterprises Income Tax
(FEIT) 359, 363

Foreign exchange loans 339

Foreign exchange payments 340

Foreign exchange pledge 339

Foreign exchange regulations 357

Foreign headquarters 352, 353

Foreign invested enterprises
(FIE) 97,102, 137, 147, 152,
183, 184, 186, 195, 205, 310

Foreign investment 18, 29, 36, 37,
40, 44, 63, 98, 100, 114, 343, 347,
353

Foreign investors 11, 28, 36, 38, 40,
42, 46, 49, 50, 58, 63, 140, 205,
338

Foreign loan 339

Foreign reserves §, 19, 55

Foreign trade 213

112

353



396 Index

Formal impacts on guanxi 283
Franchising 319

Free trade zone 70, 108
Freezing 371

Freight forwarders 262

Functionaries 247, 250, 262

Games on words 95

General PRC standards

Geography 228

Global advertising 251

Global basis 67

Global benchmarking 231

Globalisation 34

Global platform 323

Global players 269

Globalisation 251

Go-away strategy 371

Government 2, 3,5,6,7, 34

Government connections 83

Government spending 2, 3, 8

Great Leap Forward 15, 23

Green leaves 131

Gross profit ratio 330

Group work 193

Groups of companies 105

Growth 1,2, 3,7,13, 16, 18, 22, 28,
40, 42, 45, 47, 49, 51, 56, 59, 62,
63

Growth rate 245

Guanxi (connections) 75, 80, 82, 84,
88, 90, 117, 124, 133, 200, 216,
221, 234, 235, 248, 249, 254, 270,
276, 280, 281, 282, 283, 305, 321

Guarantees 340

Guomindang 14, 55

346

Habitual patterns of thinking 119

Handbooks 217, 218

Hard facts 80, 377

Hardship allowance

Headquarter staff 68

Headquarters 68, 72, 73, 74, 75, 105,
197, 122 ff, 124, 1261, 187, 195,
197, 276, 292, 313, 322, 324, 336,
340, 356

Health insurance 127f

Hedge credits 338

Hedging 311

High potentials 114, 180, 197

High-tech 2,5, 56

High-tech status 102, 372

131

History 13, 21, 22, 25, 29, 63, 65,
124

Holding companies
380

Holiday 156

Holiday entitlement 161, 163

Home leaves 131

Homepages 234

Hong Kong 3, 14, 17, 19, 20, 47, 48,
49, 50, 52, 53, 55, 57, 62, 64

Hong Kong Chinese expatriates
137¢

Household goods 44

Housing 128

Housing benefits

Housing funds 90,155, 169

HR companies 142

HR department 139, 145, 149, 151,
152

HR managers

Human resource management
160, 185

Human resource marketing 144

Hundred Flowers 15, 21, 23

101, 104, 358,

131,

131

120, 175, 194, 196
140,

Illegal profit transfers 355

Image 28, 37, 62, 145, 184, 210, 257
Image building 270
Image campaigns 280
Immediate dismissal 155
Immovable property 362
Import §, 40, 41, 43, 44
Import agent 112

Import duties 313
Import formalities 100
Import products 101
Import raw materials 110
Import/export 101, 215
Import/export companies
Imports 339

Incentives 90, 181
Income levels 228, 229
Income statement 350
Income tax 129, 169, 360
Incremental learning 187
Independence 56, 64
Individual labour contract 151, 152
Individualised ads 258
Individualism 91

Industrial buyers 251

Industrial climate 174, 178
Industrial espionage 231

281



Industry associations 141, 216, 240,
248, 257

Inflation 2, 3, 19

Informal groups 90

Informal impacts on guanxi

Informal leaders 85, 88, 184

Information 84, 177, 178, 180, 184,
194, 202, 215, 252

Information exchange 176

Information needs 204

Information network 274

Information services 213

Infrastructure 3,5, 42, 52, 54, 57, 61,
112, 114

Infrastructure projects

In-house seminars 249

In-house training 195

Initiative 121

Innovation 84, 150, 238, 239

Inserts 257

Insourcing 376

Instituions 18, 22, 24, 25, 26, 27, 30,
31, 32, 34, 36, 37, 46, 52, 54, 63

Instruction manual 302

Insurance 34, 46, 49

Insurance company 335

Insurance polices 334

Intangible assets 349, 362

Integrated communication 268

Integrated marketing
communications

Intellectuals 15, 16

Intelligence tests 147

Intercultural awareness 234

Intercultural competence 123

Intercultural differences 74, 87 ff,
173, 183, 188, 232

Intercultural experience 233

Intercultural misunderstanding 72

Intercultural problems 75, 87 ff

Intercultural sensitivity 119, 233

Intercultural training 123

Intercultural understanding 76, 78

Interest 339

Interest of Chinese partner 77

Interest of Western partner 77

Interest payments 340

Interest rates 338

Interim report 350

Internal benchmarking 231

Internal network 140

Internal regulations 167

283

228

271

Index 397

International accounting standards
(IAS) 346, 350, 351, 356
International banks 340
International community 141
International GAAP 331
International management 81, 134
International monetary fund 216
International relations 213
International sources 216
International standards 2, 7, 10, 13,
32, 39, 43, 46, 48, 50, 52, 54,
59
International trade 108
International treaties 382
Internet 3, 51, 52, 53, 54, 142, 143,
218, 253, 258, 271
Internet market 221
Internet performance 222
Internet purchases 222
Internet search 219 ff

Internet services 221
Internships 143
Interpretation problems 201
Interpreters 95, 262
Interview guidelines 120, 150

Interview worksheet 120

Interviewers 149

Interviews 204, 263

Inventions 167

Inventories 311, 332, 372

Inventory level 331

Invested capital 103

Invested shares 106

Investing 369

Investment 67, 70, 80, 377

Investment approval criteria 102

Investment climate 203

Investment funds 358

Investment goods 240, 247, 249,
250 257,258

Investment partner 67, 72, 82, 367

Investment project 76, 102

Investment protection 383

Investments 105, 366

ISO 14001 certification 301, 303

ISO 900x standards 301, 303

Issuing loans 338

Jiang Zemin §, 9, 12, 19, 29, 56, 63
Jing Shuping 9

Job description 126, 152, 176

Job dissatisfaction 184



398 Index

Job environment 173, 174

Job interview 141, 145, 147, 149

Job layout 174

Job objectives 177

Job requirements 145

Job satisfaction 125, 173, 174, 180,
182, 185

Job-hopping 185

Joint investment 77

Joint stock company 103

Joint stock limited companies 99

Joint venture 70, 73, 79, 80, 81, 83,
84, 103, 104, 108, 134, 140, 175,
194, 206, 269, 293, 308, 315, 326,
357, 370, 371, 373, 380

Joint venture contract 99, 381

Joint venture partner 69, 71, 77, 81,
83, 102, 291, 338, 353, 364, 365,
374, 375

Junior managers 143
Keiretsu 86
Key performers 182

Know-how 123 ff
Know-how transfer
Kuomintang 14, 55

315

Labour and Social Insurance
Bureau 164

Labour authorities 153

Labour bureau 129, 153, 154

Labour contracts 114, 126, 151, 160,
168, 171

Labour cost 311, 328

Labour discipline 152, 155

Labour disputes 168

Labour law 152, 154, 159

Labour market 139, 140, 143, 144

Labour protection 152

Labour unions 151, 152, 159

Lack of liquidity 276

Lai Changxing 30

Land use rights 113, 372

Land use rights transfer 109

Language 93, 193, 246, 252

Language ability 120

Language knowledge 139

Language problems 119

Language skills 137, 263

Laowai (foreigner) 268

Lao Zi 203

Laoshi (teacher) 88, 118, 187, 190

Law 11,15, 22,27, 29, 33, 34, 35, 36,
37,39, 46

Lawyers 15, 33, 35, 36, 37

Law firms 217, 244

Lay-offs 39

Layout designers 250

Leaders 5, 7,13, 38, 39, 63

Leadership 116, 125, 132, 151, 174,
185, 196

Leadership competence 118

Leadership problems 72

Leadership skills 193

Leadership style 118, 180, 183

Learning 151

Learning approach 191

Learning cycle 188

Learning habits 188, 189, 191,

Learning materials 196

Learning methods 191

Learning situation 191

Learning styles 186, 188, 189, 191,

Leasing agreements 358

Leave entitlement 156, 161, 163

Ledgers 350

Lee Teng-hui 56

Legal advise 107

Legal affairs 213

Legal consultancy 214

Legal frame 67

Legal framework 67, 70,106, 339,
356

Legal impacts

Legal opinions 107

Legal standards 169

Legal status 367, 368

Legal structure 373

Legal system 24, 25, 33, 34, 35, 37,
40, 53, 63, 337

Legislation 100, 382

Lending bank 339

Letter of credit 294, 330, 342

Letter of intend 380

Letter of resignation 129

Letter of comfort 338

Liability insurance system 334

Liaison work 107

Licence agreement 101, 102, 316,
317

Licence contract 318

Licenses 207

Life insurance 181

Lifecycle 84, 212

369



Lifestyle 199, 202, 210, 240, 247

Li Jinhua 30

Li Jizhou 29

Limited equity companies 338

Limited liability company 97, 99

Linear thinking 147

Links 220

Li Peng 6, 19, 29, 31

Liquidating 371, 372

Liquidity 279, 329, 358, 367

Liquidity planning 378, 379

Liquidity ratios 331

Litigation 299, 351

Living conditions 124

Living standard 239, 246

Loan policy 113, 337, 338

Loans 180

Lobbying 84

Local assembly 322

Local banks 337

Local Chinese employees 173

Local Chinese managers 131, 137

Local Chinese staff 139

Local content 308, 318

Local cost levels 274

Local currency (RMB)

Local distributors 288

Local employment 161

Local enterprises 81

Local expatriates 141

Local government 112, 114

Local management 75, 76

Local manufacturers 281

Local producers 111

Local production 68

Local RMB loans 337, 339

Local sourcing 278, 303, 312, 313,
315, 327, 328

Local staff 98, 136, 151, 166

Localisation 85, 130ff., 251

Localisation plan 138

Localisation policy 132

Localisation process 136

Location of investment 70

Logistics providers 324, 325, 326

Long term strategy 378

Long-distance transport 326

Loss of face 26, 27, 56, 63, 91, 118,
192

Low budgets 307

Low performers 235

Loyalty 85, 180, 181, 182, 185, 282

113, 337

Index 399

Luxury goods 229

Machinery breakdown 335

Macao 17

Macro-economic development 227

Magazines 141, 217, 221, 252, 253,
256

Main journal 344

Major event 351

Management 70, 187

Management behaviour 123

Management culture 76

Management expertise 308

Management know-how 139, 185,
235

Management letter 352

Management philosophy 121

Management positions 134

Management programmes 196

Management staff 180

Management structure 369

Management team 68, 90

Management techniques 118, 192

Management tools 86, 233, 249

Management training 378

Management turnover 73

Mandarin 194

Manufacturing 83, 316

Manufacturing costs 327

Mao Zedong 3, 7, 14, 22, 34, 65

Marine cargo insurance 335

Market access 232, 236

Market analyses 204, 305

Market and management data 351

Market economy 10, 12, 13, 17, 18,
23, 26, 28, 36, 37, 38, 49, 58

Market capitalisation 5, 19, 47, 49

Market communication 249, 270

Market expansion 73

Market information 199, 224

Market investigation 205, 306, 309

Market know-how 80

Market-oriented economies 200

Market price 294

Market requirements 146

Market research 67, 68, 70, 199, 200,
201, 239, 245,281, 310, 315

Market research agencies 205, 206,
209, 212, 216, 217, 255

Market research institutes 206

Market research methods 200

Market research regulation 205



400 Index

Market research tools 200

Market sectors 210

Market segmentation 276

Market segments 224

Market shares 282

Market surveys 202, 205

Marketer 225, 246, 270

Marketing 250

Marketing and distribution 82

Marketing and management
concept 105

Marketing and sales 274, 275, 284

Marketing and sales support 105

Marketing campaign 237, 234, 307

Marketing communication 268, 270

Marketing efforts 320

Marketing information system 204

Marketing instruments 247

Marketing mix 310

Marketing plan 210, 286

Marketing strategy 202, 270

Markets 237

Mark-up rates 357

Marriage leaves 164

Marxism/Leninism 224

Master police 336

Maternity leave 164

Matrix design 84

MBA programmes

MBO 181

Means of communication 250

Media 36, 50, 53, 245, 258

Media agencies 258

Media consultants 239

Media exposure 255

Media mix 253

Media planning 252, 258, 269

Media planning agencies 269

Media reaches 255

Media representatives 263

Media research 245, 258

Media strategy 269

Media vehicles 245, 253

Mediator 90, 233

Medical care 175

Medical expenses 169

Medical scheme 169

Mentality 124

Mentor 85, 173, 187

Mentoring 138, 193

Mentoring concepts 131

Mentoring system 135

134, 185, 196

Merger and acquisitions 100
Merger of entities 370
Methods 133

Micro managing 74
Middleman 177, 22
Migrants 60, 61, 62
MOFTEC 98, 104, 107, 215
Monetary incentives 85, 180
Monetary policy 2, 4
Money collection 294
Money collection firms
Money insurance 335
Motivation 85, 120, 140, 180, 184
Motivation levels 379
Motivation packages 155
Motivators 180
Muddling through 86
Multilevel evaluation 149
Multimedia ads 251
Multinational companies
Multipliers 261
Municipalities 203
Mushrooming 86

299

124, 230

Name cards 263

National Audit Office (NAO) 30

National Bureau of Statistics 199,
200, 216

National People’s Congress (NPC) 9,
10, 12, 29, 39

National social benefit 156

Needs assessment 188

Negotiating skills 124

Negotiations 23, 24, 27, 36, 89, 91,
123, 364

Negotiators 93

Network 25, 27, 28, 44, 53, 141

Networking 88, 176, 276, 281,291

Networks 235

New investments

New investors 83

New product development 321

New products 81

Newspapers 141, 217, 221, 252, 253,
256

Niche markets 249

Niu Maosheng 30

Nixon, Richard 17, 56

Non-competition 167

Non-competition clause 152, 160

Non-deductible cost 363

Non-disclosure 320

354



Non-financial incentives 180, 182
Nursing leave 165

Obsolete technologies 307
OEM 273, 295, 308
Official agents 261
Off-the-shelf reports 209, 212
Omnibus surveys 209
On-site training 195
On-the-job training 195
One-child policy 226
Operating assets 344
Operating control 81
Operating costs 357
Operational business 334
Operational control 369, 370
Operational expenses 311
Operative measures 235
Opinion leaders 85, 246, 247, 280
Opinion questionnaire 285
Order income 331
Organisation 84, 151, 178
Organisation chart 167
Organisation control 310
Organisational design 84 ff
Organisational problems 311
Organisational structure 84, 167
Outdoor advertising 257
Outsourcing 195, 324, 325, 375
Outsourcing process 376
Outsourcing services 106
Outstanding money 294, 297
Outstanding payments 282
Overseas Chinese expatriates 131,
137f
Overseas training 185, 195
Overtime 152, 153, 167

Paid-in capital 106

Panel data 221, 222

Panel studies 212

Part buy-out 370

Part maintenance 108
Partner 80

Patent office 214

Pattern recognition 188
Payables 80

Payment 127

Payment condition 294, 331
Payment guarantees 294, 296
Payment terms 314, 338
Peasants 6, 15, 16, 59, 60, 61, 62

Index 401

Penalty 294
Pending guarantees 330
Pension benefits 162
Pension scheme 169
Performance 84, 175,176, 177
Performance appraisal
interviews 173
Performance assessment 136
Performance differences 230
Performance objectives 181
Permanent market research 210
Personal environment 116 ff
Personal files 168, 171
Personal leave 157
Personal relationships 314
Personal sales 248
Personal selling 270
Personal training 177
Personnel decisions 116
Personnel development 85, 147,
173,176,177, 178, 179, 180, 184,
291, 378
Personnel development
agencies 184
Personnel development
interviews 182
Personnel development plan 131ff,
134
Personnel interviews 182
Personnel management 123, 125
Personnel retention 185, 186
Personnel training 377
Philosophy 92
Piracy 368
Plagiarism 188
Planning 151, 178
Pooled orders 275
Population 202, 202, 229
Portals 220
Portfolio 78, 378
Potential partners 81
Poverty 18, 44, 59
Power distance 191
PRC GAAP 346, 350, 351
Pre-censorship 243
Premium market 69
Premium quality products 284, 307,
308, 309
Presentations 234, 269, 270
Pre-training preparation 187
Price 226
Price evasion 74



402 Index

Price index 200

Price levels 280

Price list 289

Price rises 227

Price-level 306

Pricing 232, 306

Pricing and discount policy 272, 273

Pricing and service levels 274

Pricing calculation 311

Pricing policy 275, 357

Primary market data 205

Primary market research 204, 205,
206

Primary market surveys 208

Print media 248, 251, 258

Private business 17

Private loans 181

Probation period 127, 151, 151, 153,
158, 168, 171

Problem-solving 134, 191

Process analyses 231

Processes 133

Product advertisement 242

Product catalogues 248

Product categories 210

Product end-control 318

Product features 284

Product liability 260, 335

Product lifecycle 271

Product performance 246

Product piracy 320

Product policy 304, 305, 306, 310,
357

Product promotion cost 328

Product quality 73, 237

Product range 305, 368

Product specification 314

Product technology 80, 81

Product warranty 303

Production and logistics 110

Production and purchasing 312

Production costs 146

Production know-how 319, 320

Production management 310, 311

Production planning 273

Production processes 302

Productivity 277

Products and technologies 69

Professional competence 117 ff

Professional environment 116 ff

Professional experience 236

Professional performance 119

Professional skills 149
Professional training 139
Profit and loss accounts 81
Profit and loss statement 350, 356
Profit centre concept 272
Profit centres 332
Profit comparison-based
methods 354
Profit margin 69, 81, 272
Project leader 317
Project proposal 113
Projects 176
Promotion 151, 167
Promotional approaches
Promotional expenditures
Promotional strategy 211
Promotional tool 270, 271
Property rights 80
Protect consumers
Public liability 335
Public relations 270
Purchase invoice 333
Purchasing and sales agents 101
Purchasing behaviour 280, 281
Purchasing co-operation 101
Purchasing decision 277, 279
Purchasing policy 315
Purchasing power 128, 203, 204,
221, 239, 272, 275
Purchasing power research 245

245
271

302

QS ISO900x 313

Qualification 80, 138, 140, 145, 149,
176,177, 180, 182

Qualification cost 314, 316

Qualification criteria 116

Qualification of management 81

Qualified labour 113

Quality 243

Quality and technical standard 280

Quality competence 81

Quality control 304, 311, 313

Quality management 303

Quarterly statements 350

Questionnaire 205, 206

Quota system 101

R&D centres 106

Radio advertising 248, 255
Radio channels 252, 253
Random sampling 201
Ratings 254



Raw materials 278
Real economy growth 200
Receipts of delivery 298
Receivable debts 328
Receivables 80
Receivables/outstanding
accounts 345
Reconciliation of stock 333
Recruitment 140, 141, 144
Recruitment advertisement 144
Recruitment firms 139, 140
Recruitment market 139, 185
Recruitment options 143
Red-chip 48
Red Guards 16, 17
Re-entry 372
References 234, 236
Reform management 2,5, 6, 7, 10,
13, 14, 16, 20, 22, 23, 27, 28, 31,
36, 38, 39, 40, 41, 46, 47, 49, 50,
51, 52, 61, 63, 64, 66
Reform measures 227
Regional business 237
Regional differences 202, 245
Regional identity 250
Registered capital 98, 106
Registration 97
Registration system 199
Regulations 85
Reintegration 122ff, 125, 126
Re-investment 357
Related companies 354
Relationship marketing 250
Relationship networks 282, 283
Reliability 199, 208, 231
Reliable data 211
Reliable guarantees 337
Reliable information 282
Religion 92
Reminder system 295
Reminders 297, 299
Remuneration 152, 154, 167, 168
Remuneration system 291
Renminbi peg 5, 6
Reorganisation 369
Repatriation 116, 124, 125
Reporting 105, 350
Reporting procedures 351
Reporting requirements 350
Reporting system 85
Representation 105, 106
Representative 98, 101

Index 403

Representative office 70, 97, 101,
108, 139, 246, 357

Reputation 289

Requirement profile 145f, 149

Research 143

Research and development
(R&D) 322, 348

Research instruments 201

Responsibility 85, 89, 133f., 150,
175, 184, 250

Rest days 157, 163

Restructuring 117, 233, 236, 310,
311, 312, 313, 367, 369

Restructuring process 69, 366, 374,
375, 376

Result-oriented bonus 285

Retail 44

Retention 180, 185

Retention programmes 322
Retirement 127

Return on equity 331
Revaluation 347

Revenue and expenditure 340
Revenue recognition 349
Reverse engineering 230
Review meeting 173, 197
Reward process 136

Role play 193

Rote learning 146, 188

Route planning 287

Royalties 318, 339, 341, 359
Royalties and land-use rights 358
Rural areas 240

Rural households 225
Russian economy 2

SAFE 311, 340

SAFE pre-verification 342

Safety standards 183

Salary 169, 180

Salary structure 168

Sales and distribution network 80
Sales and marketing strategy 378
Sales and service network 73
Sales channels 272

Sales competence 290

Sales contract 315

Sales control system 286

Sales co-ordination 107

Sales figures 237

Sales invoice 333

Sales management 284, 285



404 Index

Sales meetings 285

Sales organisation 68

Sales people 262, 286

Sales policy 274

Sales promotion 260, 270
Sales receivable debts 331
Sales statistics 285

Sales strategies 277

Sales team 284, 292

Sales volume 330

Salesman 291, 292

Sample of consumers 209
Saving quota 2, 19, 47, 48, 49, 227
Scenarios 366

Schools 21, 35, 53, 61

Scope of activities 289

Scope of business 107

Scope of supply 102, 368
Search engines 220, 223
Secondary data 204, 212
Securities 11, 34, 45, 338
Securities exchanges 381
Security — control 320
Segmental reporting 348
SEIBS 291

Selection process 147, 149
Self-competence 116 ff
Self-initiative 147
Self-motivation 190
Self-responsibility 135
Selling expenses 327

Selling goods 110

Senior management 141
Service and marketing mix 72
Service and trading company 70
Service fees 107

Service levels 276

Service network 249, 307, 328
Service orientation 178
Service package 366

Service platforms 68

Services 227, 253

Settlement account 339
Severance payment 158
Shanghai 4, 15, 49, 50, 51, 56, 57, 59
Shares 20, 27, 36, 45, 47, 48, 50
Shareholders 99

Short-term loans 329

Sick leave 157, 164

SKD parts 318

Smuggling 29

Sociability 151

Social benefits 152, 160

Social competence 116ff, 120

Social economic aspects 203

Social environment 181

Social Housing Scheme 161

Social insurance 161, 166

Social insurance fund 114

Social Medical Scheme 161

Social Pension Scheme 161, 163

Social system 7, 20, 21, 33, 46, 166

Socialist system 139

Society 6,9, 54

Socio-demographic analyses

Soft facts 80

Software 52, 65, 222, 332

Software development 323

Software package 332

Sourcing 81

Spare parts service 321

Spare parts stock 318

Special administrative regions 203

Special economic zones 346, 359

Special events 263

Special free trade zone 101

Special interest groups 321

Special interest magazines
257

Special interest newspapers

Sponsoring 250, 254

Staff 74

Staff recruitment 220, 223

Staff retention 181

Staff training 195

Staff welfare expenses 349

Stakeholder management 364

Stakeholders 79

Stand fitters 262

Standard payment term 330

Standardised advertising 251

Standards 249

Standards of conduct 167

Standards of valuation 344

Start-up phase 84, 126, 212

State Banks 11, 36, 45, 50

State counsel 228

State-owned enterprises (SOEs) 2, 3,
5, 6,10, 11, 20, 22, 26, 28, 38, 42,
44, 45, 46, 47, 48, 50, 52, 60, 61,
63, 140, 227, 262, 280, 293, 295,
334, 337

State-owned industries 114

State planning commission 215

245

141, 248,

257



Statistical data 199, 201, 282

Statistical figures 201

Statistical information 214

Statistical yearbook 215

Stock companies 101

Stock keeping 106

Stock level 275, 276, 277, 278

Stock management 278, 279

Stock market 5,9, 20, 46, 47, 48, 49,
50, 51, 64

Stock options 180, 181

Strategic alliance 369

Strategic considerations 272

Strategic co-operation 72

Strategic co-ordination 67

Strategic decision 125, 310

Strategic framework 77

Strategic objectives 67, 68,72,73,76

Strategic orientation 68

Strategic partnerships 86

Strategic planning 67, 72, 133

Strategy 1, 4, 5, 8,17, 25, 27, 28, 31,
46, 55, 61, 84, 133

Stress resistance 151

Structure 85

Student-teacher relationship 190

Style 238

Style of argumentation 93

Styles of communication 96

Subsidies 113

Sub-suppliers 82, 318

Success factors in selling 277

Sue customers 297

Sunzi 25

Superior

Superior authorities

Supervisor 182

Supervisory body 350

Supplements 257

Supplier 312

Supplier network 82

Supplier/seller database 326

Suppliers 105

Supply chain 324, 326

Supply chain management 326

Supporting services 105

Suspicious cases 354

SWOT analysis 305, 364, 365, 367

Syndicated research 209, 212

Synergy 88

System integration 69

System of billing 235

145, 173, 174, 178, 185
370

Index 405

System competence 261

Tailor-made products 100, 310, 322

Tailor-made services 320

Taiwan 17, 38, 50, 53, 55, 56, 57, 58

Taiwan Chinese expatriates 131,
137f

Talent fairs 139, 142

Talent markets 291

Tangible and intangible assets
354

Target groups 141, 199, 205, 222,
238, 239, 244, 245, 247, 249, 261,
268, 306

Target segments

Targets 176, 179

Taste 238

Tax authorities 98, 345

Tax break 110, 114

Tax bureau 350

Tax collection 341

Tax holiday 313, 316, 354, 356

Tax holiday arrangements 106, 358

Tax incentives 359

Tax offices 81

Tax payments

Tax rates 359

Tax reduction 356

Tax regime 383

Tax revenue 236

Tax rules 344

Tax subsidies 113

Taxable invoice 298

Taxable labour service 362

Taxation 67, 112, 215, 341, 358

Taxation problems 355

Taxation rates 129

Teacher 183, 192, 193

Teaching material 195

Teaching methods 188, 189, 192

Teaching quality 116ff

Teaching style 191, 196

Team 193

Team playing 150

Team spirit 118

Teamwork 135, 272

Technical co-operation 214

Technical seminars 286

Technical skills 263

Technical staff 262

Technology transfer 83

Technology transfer agreement 319

328,

270

353



406 Index

Telecommunication 7, 45
Telecommunication system 222
Termination of contract 157, 167
Termination of labour contracts
129 ff
Terminology 263
Terms of co-operation 289
Terms of payment 274, 289
Test marketing 210, 212
Test-market 237, 239
Text composers 250
Total cost 69
Total investment 103, 104, 107
Total quality management 301, 308
Toys 43
Trade 18, 19, 39, 40, 44, 45, 47, 48,
56
Trade advertising 251
Trade agreements 382
Trade fairs 213, 224, 248, 260, 261
Trade payables 331
Trade promotion 213
Trade receivables 341
Trademark 213, 240
Trading 4, 34, 44, 46, 48, 50
Train the trainer programmes
Trained sales people 276
Training 85, 122 ff, 149, 167, 176,
178, 179, 180, 184, 185, 186, 194
Training centres 196
Training consortia 197
Training cycle 186
Training firms 312
Training material 187
Training method 193
Training modules 318
Training needs 177, 188
Training of staff 357
Training policies 194

195

Training programmes 124, 289, 343,
379
Training providers 196, 293

Train-the-trainer function 233
Transaction costs 371

Transfer of capital 340

Transfer of technology 102, 308, 316
Transfer price 353, 360
Transfer pricing policies
Transferred assets 353
Transition phase 85
Translation problems
Translations 246, 251

354

201

Travel agents 262
Trends 204
Trouble-shooter 233
Trust companies 296
Tuition fees 128

Turn of stock 278
Turnaround strategies 369, 370
TV advertisements 248
TV channels 252

TV panel research 255
TV stations 253
TV-advertising 253
Types of learning 146

Unemployment insurance
scheme 161, 163
Unemployment scheme 169
United States of America 7, 14, 17,
19, 25, 48, 51, 55
Universities 134, 197, 262
University liaisons 139, 142
Urban elite 62
Urban households
US GAAP 356

225

Vacation 128

Valid data 211

Validity 199

Valuation of inventory 347

Valuation of stock 345

Value Added Tax (VAT) 298, 316,
359, 360, 363

Value chain 247, 249

Values 125, 239, 240, 244, 251

VAT invoice 109, 110, 112

VAT refunds 346

Venture capital funds 370

Verification system 342

Viewing figures 253

Viewing patterns 255

Virtual job markets 142

Virtual organisation 84

Wang Xuebing 30
Warranty periods
Wealth 228
Web-sites 142, 218, 221
Weekly report 350
Welfare fund 169
Western board 78
Western companies
Western culture 141

290

141



Western expatriates 131, 136
Western investor 69, 77, 126, 366
Western management 308
Western managers 173
Western marketers 245
Western morality 75
Western thinking 239
Western—Chinese joint ventures
Westernisation 93
Wholesale 44
Wholesale and retail business 361
Wholly foreign owned entity 70, 79,
98, 99, 101, 103, 104, 108, 139,
175, 308, 320, 370, 373
Win-win situation 279
Withdraw 369
Withholding tax 341, 359
Wolfensohn, James 29, 30
Work conditions 152
Work permit (hukou) 114
Work place 183
Workers 3, 10, 15, 16, 17, 42,
61, 62
Workers’ compensation
scheme 161, 163
Workflow 145
Workforce take-over

133

140

Index 407

Working atmosphere 180
Working attitude 73
Working behaviour 176, 178, 179
Working capital 73, 338, 358
Working capital loans 341
Working climate 184
Working contracts 181
Working environment
179, 183, 185
Working hours 152, 153, 167
Working satisfaction 140
Working style 183
Working technique
Workplace 175
World Bank 216
WTO 1, 2,6, 11, 12, 20, 23, 29, 33,
34, 37, 38, 39, 40, 41, 42, 43, 44,
45, 46, 47, 48, 56, 58, 60, 61, 63,
82, 101, 102, 105, 134, 206, 207,
302, 309, 313, 314, 319, 321, 334,
336, 363, 382, 383

176, 178,

150

Young urban consumers 226

Zheng He 14

Zhu Rongji 3, 5, 10, 16, 19, 30, 31,
33, 39, 63, 66






	Contents
	Chapter1
	Index



