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Head West Head North Taiwanese Business on the Move


Lee-in Chen Chiu, a research fellow at the Chung-hua Institution for Economic Research, is an authority on the Chinese economy. Over the years, she has been responsible for cross-strait economic planning in various government departments and private organizations such as the Institute for the Information Industry and the Taiwan Electrical and Electronic Manufacturers’ Association frequently make use of her expertise.


Just what are the economic phenomena in China’s changing Pearl River Delta region that Taiwanese government and businesses should consider? Below, Chen explains her point of view to Sinorama.


Q: From your extensive research into cross-strait development, what do you think are the most important economic phenomena at present in the Pearl River Delta that Taiwanese businesses should pay attention to?


A: A central factor at the moment is the attempt by the Chinese authorities to cool off the overheated economy through a policy of macroeconomic adjustment. This will have an especially large effect on enterprises that rely on basic raw materials such as steel or petroleum.


In addition, last year’s worsening labor shortage is in fact closely related to the mainland’s rural development projects. For a nation with a rural population of 800 million, the issues of village reorganization, improving the level of compensation paid for appropriation of farmland, the eliminating corrupt rural cadres are key to the success of the authorities’ drive to address the problems of three key aspects of rural life; the villages, the peasants, and the land.


At the same time, once food prices set by the central government are allowed to gradually move toward a market mechanism, and prices rise, farm incomes will increase. When anticipated income for rural residents rises higher than in the coastal cities, Taiwanese enterprises will face a serious labor shortage.


Q: Many Taiwanese businesspeople say that the Chinese government is gradually applying a stricter interpretation of many legislative provisions. Does this mean that China hope to use administrative measures to guide Taiwanese investment into the interior of the country?


A: There’s no natural correlation between mainland legal restrictions on Taiwanese business and guiding investment toward the western regions. In the 1980s, China required companies to fulfill various societal functions. At that time, large enterprises even had to set up primary schools and technical training facilities. Smaller enterprises had to guarantee maternity care and medical benefits for their employees.


In recent years, however, the mainland’s expectations for the role of business enterprises have changed. Many benefits are now funded from labor-related taxes and contributions. The content of the regulations that provide for necessary welfare provision and remuneration levels for mainland workers is determined by the central government, but the proportion to be paid for by enterprises is set by local governments.


After the coastal areas began to develop, levels of these benefits inevitably rose, and companies operating in the coastal areas discovered that their expenses were rising. In inland areas, however, the levels remained the same. Only then did the misconception arise that the authorities are trying to drive foreign businesses into the interior.


Q: Considering the deteriorating investment environment in the Pearl River Delta, would Taiwanese enterprises there do better to move north or into the interior?


A: In the process of researching Taiwanese business in China, we have discovered that it takes a company an average of at least seven years in one location before it is confident enough to invest in a second location.


The real attraction of the Yangtze River Delta region is the abundance of universities, which are able to supply sufficient numbers of highly educated technical personnel. This is a major deficiency for the Pearl River Delta region, and one that is very hard to overcome in the short run.


However, the advantages for export and transshipment of goods provided by Hong Kong’s deepwater harbor will be hard to replace. At the same time as some Taiwanese businesses returning to the Pearl River Delta because of the ease of exporting from the area.


Some of the companies that have remained in the Pearl River Delta have already begun to strengthen their enterprises and evolve. For example, Merida, a large bicycle manufacturer, has employed a strategy that divides production between China and Taiwan. On the mainland, the company manufactures low-end products, while R&D and high-end manufacturing are done in Taiwan. The company is presently having great success making inroads into the Chinese domestic market.


Fundamentally, whether or not Taiwanese companies is the Pearl River Delta should move north or inland depends on the very different requirements for export-oriented companies and for companies focusing on the domestic market.


Do adventurous medium- and small-size Taiwanese companies that have been carving out a place in the underdeveloped Pearl River Delta for nearly 20 years have the motivation to make a new start elsewhere? The deteriorating investment environment just now is a disincentive, but where are the new incentives? A special concern is the fact that Taiwanese firms in southern China already constitute a production chain. When China Motors opened a factory in Fuzhou, the move attracted 35 of their Taiwanese suppliers to set up there too, so there is a huge ripple effect. This needs to be assessed carefully.


Q: Conditions in China have become key factors in the economic development of East Asia and the rest of the world, yet we still cannot regard it completely as the development of a market economy. Can you comment on that?

A: If we look at the mainland purely from the view of market economics, we are bound to make all sorts of misjudgments. The EU and the US list China as a nation with a non-market economy. The reason is that mainland is a transitional economy, in the midst of a transformation from a planned to a market economy. It is still very hard for people there to accept the concept of a purely market economy. As far as the mainland authorities are concerned, the central purpose of economic development has always been to preserve social stability, so foreign exchange income, exchange rates, and other purely economic considerations are not he primary motivations.

As to whether the Renminbi should be allowed to appreciate, I feel that by raising interest rates and adjusting the exchange rate they can undoubtedly reduce the money supply, but it will also put tremendous cost pressure on manufacturers. If the shock is too great, widespread unemployment could result. Therefore, I approve of the idea of adjusting interest and exchange rates, but the adjustment must be gradual to ensure a soft landing.


Future Chinese macroeconomic policies must decrease government intervention and gradually allow the market to take over. Such a course will probably require only three to five waves of macroeconomic adjustment, and then China will be able to successfully transform into a market economy. At that point, Taiwanese operations will be more secure.

