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Time to Move on Taiwanese Firms in the Pearl River Delta



Taiwanese businesses going west have long converged on Fujian and Guangdong Provinces. Because of the boom experienced by the Yangtze River Delta in recent years, they have invested more money in Suzhou (Jiangsu Province) than in Fujian and Guangdong in the last couple of years. But in terms of importance and influence, the Pearl River Delta remains the principal base area for Taiwanese firms.


The Pearl River Delta, which is now the fastest growing region in mainland China, has benefited from the investments and business operations of Taiwanese entrepreneurs. Its urbanization level exceeds 70%, making it the most urbanized region in the country. At close to US$4,500, the average annual per capita income in the Pearl River Delta for exceeds the national average of US$1,000.


In the early years Taiwanese entrepreneurs concentrated on manufacturing, but in recent years they have also played a leading role in the development for the service sector. By transplanting their experience from Taiwan, they have exerted considerable influence on the economy and thereby also on the society and culture of the Pearl River Delta.


But no investment paradise lasts forever. In the 1990s, gutsy Taiwanese entrepreneurs succeeded in turning the Pearl River Delta into a burgeoning factory to the world. But 20 years have come and gone. Now that the first chapter in the region’s modernization has been written, will they face the same difficulties they encountered when they began to leave Taiwan? Will they pull off a smooth transformation, or will they choose to move again?


Although Dongguan was one of the jewels in the crown of China’s economic miracle, it still looks like a modern-day Cinderella.


Over two decades, a city has grown in the midst of a tranquil rural county. A road enveloped in billowing dust and flanked by walls enclosing building sites and factories now joins together scores of townships. Of Dongguan’s population of some seven million, almost half work in its factories. To look at its streets during working hours, you wouldn’t know that this is China’s third city in terms of exports. The Dogguan night is illuminated by shopping malls, exhibition centers, and the neon lights of luxury hotels, but looking through your car window, you can see the lifelessness under the bright make-up the city.

Dongguan looks like a typical migrant city in its early stages of growth. After the economic reforms were launched, people and capital converged on Dongguan, and a great many factories were built there. Taiwanese people who heard about this new boomtown flocked there. Some made fortunes and some lost their shirts, but all contributed to building this city out of nothing.


More than 45% of foreign investment in Dongguan has come from Taiwanese enterprises. Taiwanese companies take orders through their head offices in Taiwan, make the goods on the mainland, and ship them through Hong Kong or Shenzhen. Thanks to the experienced management of Taiwanese entrepreneurs, Dongguan has rapidly grown into a manufacturing center at the crossroads of mainland China, Hong Kong, and Taiwan. The city has also given many manufacturers that were no longer competitive in Taiwan a second lease on life. The experience and support of Taiwanese businesspeople has turned what was a small town into an export center of strategic importance. Dongguan is also the most prominent new home for Taiwanese immigrants in mainland China. Taiwanese businesspeople have brought over friends and family in large numbers: there are currently 100,000 Taiwanese entrepreneurs in Dongguan, one in four of the 400,000 Taiwanese businesspeople, employees, and family dependents in Guangdong Province as a whole.


Dongguan, then the Pearl River Delta

Zhuhai, Zhongshan, Foshan, Guangzhou, Dongguan, and Shenzhen sit astride the Pearl River Delta estuary. After 1979, Deng Xiaoping launched China’s economic reforms and opening to the outside world with the celebrated dictum, “wade across the river by feeling out forstones” (i.e., test each step before taking it). The Pearl River Delta thus became a giant testing ground for rapid economic growth. When Taiwanese manufacturers heard that factory space could be rented for RMB4-9 per square meter per month, they flocked to Dongguan. The city became the first choice for Taiwanese industrialists, because it was close to Hong Kong and its land prices were lower than Shenzhen’s.


Chao Wei-nan, chairman of the Taiwanese business association in Dongguan, recalls: “In 1980, manufacturing industry was making progressively lower profits in Taiwan. To Taiwanese manufacturers struggling to adapt and fighting for survival in an ever more competitive environment, the emergence of Dongguan provided a new breathing space.”

In 1992, Chao, a real estate investor, went to Shanghai with a small group of associates. He invested NT$20 million in real estate, but found himself unable to recover his investment. After a number of twists and turns, he finally came to Dongguan, which had already attracted a large number of Taiwanese businesspeople. In Dongguan, Chao continued to invest in real estate, but also began to work for the Taiwanese business association to help fellow entrepreneurs solve their investment problems.


While exploiting business opportunities in Dongguan over the past 20 years, Taiwanese manufacturers also shored up the city’s economy. At one stroke, they turned a rural backwater into China’s third most important export city.


The growth of manufacturing industry has also attracted many service-industry businesses that target Taiwanese people. Houjie Town, which boasts the highest concentration of Taiwanese business people, began to grow in the 1980s with large numbers of small-sized shoe factories. The shoe factories have been replaced by Taiwanese shop signs advertising every possible business and product, including Yon Ho Soybean, Mentor hair salons, and Taiwanese clothes stores. Taiwanese shopkeepers catering to Taiwanese businesspeople’s every need have enabled the Taiwanese business community to go about its business and have concurrently improved the quality of the local service industry.

The investment by Taiwanese businesses in service industries amounts to a mere 3.3% of their total investment in Dongguan. But this small investment has been very significant in another way.


Ceramics manufacturer George Tseng, who is chairman of the Humen branch of the Dongguan Taiwanese business association, points out: “In the past, Taiwanese businesspeople were mainly active in the export business. They worked, ate, and lived in their factories, and had very little contact with local people.” But, says Tseng, “When you open a factory, locals will naturally apply for work in it. And once you have a service business, locals also become paying customers. This increases social interaction between Taiwanese and local people, and changes the way they relate to each other.”

Lee-in Chen Chiu, a research fellow at the Chung-hua Institution of Economic Research, says that 1995 was a watershed in the transition from manufacturing to the service industry. She says, “Before 1995, Taiwanese businesses were mainly attracted to mainland China by its cheap land and labor, and they concentrated on export processing. After 1995, following China’s economic takeoff, some Taiwanese firms began to take aim at domestic market in the mainland.”

Compared with processing plants that concentrate on exports, businesses that focus on the domestic market pay more attention to building a good social image and making a good impression on mainlanders.


At 5 p.m., uniformed workers stream out of the South China head office of the Uni-President Group in Guangzhou’s Huangpu District near Humen, with a Phil chang song blaring in the background. Since Uni-President opened its first factory in China in 1995, it has not only underscored its respect for local laws and regulations, as well as its ethical approach to management, but it has also consistently pursued a policy of “localizing management.” Uni-President has won over the locals with this approach.


Liu Shou-ping, Uni-President’s spokesperson in mainland China, says “Industry and society form a single whole. A manufacturer that wants to get closer to the consumer cannot remain cooped up in his factory.”

Caught between two giants

Switching from exports to the domestic market and from manufacturing to the service industry has forced Taiwanese entrepreneurs to redirect their investments and to think more deeply about how to become integrated in the local community.


Y.T. Chen, vice-president of the Taiwanese business association of Guangzhou and general manager of Panyu Urasia Plastics head office in Guangzhou’s Panyu District, says candidly: “It’s always difficult to be the little guy caught between two big fish in an argument. Taiwanese businesspeople cannot help but be troubled by the political wrestling match between the PRC and Taiwan governments. Most Taiwanese entrepreneurs cling to their own identity, but more and more Taiwanese businesspeople and their family dependents are also identifying with the local society.”

Dongguan, which has the largest number of Taiwanses permanent residents and the widest range of Taiwanese businesses and service providers, is the best indicator of Taiwanese integration in mainland society. The Dongguan School for the children of Taiwanese businesspeople, which was founded four years ago, is now running increasingly smoothly. Construction has also started on a 38-story building that will house the main office of the Taiwanese business association in Dongguan. The association’s plans to build a hospital for Taiwanese businesspeople have also been approved. The Dongguan City Government has already selected a site for the hospital. Construction will begin as soon as it is decided whether the project will be financed as a joint venture or a purely foreign venture.

Although it has set up a range of facilities for the exclusive use of Taiwanese, the Taiwanese business association in Dongguan, which boasts the largest membership of any Taiwanese association in the PRC, has also taken the lead in helping Taiwanese businesspeople become integrated in the local community. Members contribute to disaster relief, donate blood, and provide financial support to primary schools in poor and remote districts. In this way, they hope to express their commitment to the local community.


Chao Wei-nan explains, “Taiwanese businesses employ 1.5 million people in Dongguan. Almost half of the city’s economic output is connected to Taiwanese businesses. If Taiwanese businesspeople didn’t participate as much as they do in the local community, they would not be accepted. This would be detrimental to the long-term viability of Taiwanese businesses in the city.”

What’s better: Becoming integrated ad putting down roots in the local community? Or maintaining a certain distance and being always ready to relocate? Every Taiwanese businessperson in the Pearl River Delta has a different opinion. And because they want to avoid politics and ideology, they rarely say what’s really on their minds when speaking to outsiders.


The issue of identify is too sensitive to be talked about. To Taiwanese businesspeople the recruitment of local staff, which has been hampered by rising labor costs in the past couple of years, has become a question of even greater concern.


According to a study conducted by the Taiwanese business association, over the past three years labor costs in the Pearl River Delta have risen 50%. The problem of labor scarcity, which has attracted much attention over the past year, has caused Taiwanese entrepreneurs serious headaches and has dampened hopes for additional foreign investment in the region.


Before the PRC’s economic liberalization, Dongguan had a population of less than 400,000. It relied for its growth on a large influx of people from the countryside, and became a paradise for labor-intensive industries. Large groups of migrants from the countryside would mill around outside factories hoping to find work. There seemed to be a never-ending supply of labor.


Brian Tseng, general manager of Merida Bicycle China, recalls, “In 1996 we put a sign outside the factory advertising 100 job openings. Some 3000 people looking for a job showed up, and those who didn’t get one raised a royal ruckus and pushed over our perimeter wall.”

Changing demographics


In 2004, the mainland press has published a series of reports of rural people going back to the countryside, scrambling for farmland, and getting into disputes. The agricultural population is no longer streaming into burgeoning industrial cities. As a result, wages have risen and manufacturing industry has taken a big hit.


Y.T. Chen says, “The reason is that the mainland economy has overheated in the past couple of years, driving up commodity prices in the cities. Prices have gone up more than salaries. In addition, the PRC government’s ‘Three Agricultures’ policy (in support of farmers, the countryside, and agriculture) and rising prices for agricultural products have made many young people in the countryside conclude that making a living by manual labor in the cities is not as good as staying back home and working the land.” Chen adds, “Given that wages in the urban industrial sector are not expected to be higher than agricultural incomes, the Pearl River Delta no longer enjoys plentiful supply of labor.”

In 2004, Dongguan has faced a labor shortage of approximately 250,000. Most serious is the shortage of skilled workers, which affects most industries. In order to continue attracting foreign investment, the Dongguan City Government has decided to raise the current minimum wage of RMB450 by several tens of RMB, and has offered to assist foreign companies in recruiting workers from Jiangxi, Sichuan, and Hunan Provinces. But the labor shorage has not improved.


Taiwanese firms whose main business is exports have been welcomed with open arms by the inland provinces in recent years. They have been given favorable terms for doing business and have also benefited from lower labor costs than in the Pearl River Delta. This has encouraged quite a number of Taiwanese manufacturers of relocate inland.


Chao says, “Manufacturing firms will begin to move their operations inland. But secondary processing will remain in the Pearl River Delta, because it is easier to export from there.”

Lee-in Chen Chiu, research fellow at the Chung-Hua Institution for Economic Research and a long-time observer for industrial development on both sides of the Taiwan Strait, notes that “relocating constantly in search of cheap labor will not solve the problem in the long term.” She adds, “Unless these Taiwanese firms solve the labor problem, they will always be relocating in search of greener pastures, but in the end they’ll succumb to the competition.”

Relocating vs. going home


In a clothes factory in Humen Township, some 300 workers operate sewing machines that produce a deafening noise. These mainland workers, who are paid at piecework rates, are keen to make more money and have therefore agreed with their Taiwanese boss, Mr. Lin, to work 14 hours a day. They only get one day off work every month.


Mr. Lin jests, “The PRC Labor Law stipulates a working week of 38 hours, which is more ‘advanced’ than the 84 hours every two weeks stipulated in Taiwan.” This disadvantages both employers and employees who want to earn more money.


Mr. Lin says that thanks to piecework pay rates and double pay for overtime hours, the skilled workers in his factory can make up to RMB1200 a month, which is far more than the RMB700-800 they would get in other factories.


But the expedient employment practices Taiwanese bosses have grown accustomed are inevitably beginning to run afoul of labor regulations. In recent years, the labor shortage has become a serious problem and employers have had to face frequent labor disputes and even strikes.

The Chinese government has long adopted a policy of not intervening in labor disputes unless lawsuit is involved. When an employer and its employees reach an agreement, the government does not interfere. But now that people from the countryside are no longer rushing to the cities in search of work, and labor consciousness is growing, it is becoming increasingly difficult to induce workers to work overtime with higher pay and to keep the production lines running non-stop.


A Taiwanese entrepreneur recalls, “We even had a mainland lawyer in front of the factory advising workers who had no legal knowledge how to file a complaint. In the end, the lawyer shared the reconciliation fee with the workers.


Chao Wei-nan explains that the ghree principal legal problems faced by Taiwanese businesses are labor laws and regulations, taxes, and customs duties. In addition to legal complaints lodged against them due to labor disputes, in recent years Taiwanese firms have also increasingly had to contend with customs and tax problems.


In the past, Taiwanese entrepreneurs and Taiwanese employees in the mainland were able to negotiate how much income tax they had to pay. Now firms have to produce written evidence of how much they pay out in salaries. Chao says, “They way the local tax authorities assess tax liability is to require companies to produce written evidence of the salaries paid out to all Taiwanese employees. This way, nothing can be hidden prom view.” “Moreover,” adds Chao, “since China and Taiwan have not signed a bilateral tax agreement, double taxation is likely to become a serious problem in the future.”

George Tseng, head of the Humen branch of the Taiwanese business association of Dongguan, says, “In the past, many Taiwanese entrepreneurs have resorted to all sorts of tricks to avoid paying taxes, and quite a few have faced criminal prosecutions and fines.” Also, Tseng explains, under PRC law those who sell taxable bonded goods for personal profit before they have cleared customs are guilty of smuggling. They penalty for this is not just a find but a prison sentence. The difference is that in many countries this would be treated as tax evasion, thus attracting lighter penalties.


Downgraded


In the Investment Environment and Risk Survey of Mainland China, published annually by the Taiwan Electrical and Electronic Manufacturers’ Association, for the past four years the Dongguan area has been “not recommended at this time” for investment. The studies have found that in the districts under the jurisdiction of the Dongguan City Government, the social, legal, economic, and management risks are higher than in other regions in mainland China. Of the 62 districts covered by the study, Dongguan and environs came last.


Guangdong has also been given successively lower rankings in the reports. In now ranks 13th out of all of China’s provinces.


The Pearl River Delta is in decline, but the investment climate is improving at an astonishing rate in other coastal regions in China. The periphery of Yangtze River Delta is now considered to be an excellent area for investment. In 2003, Qingdao in Shandong Province was rated by Taiwanese businesspeople as the city with the lowest investment risk. The Investment Environment and Risk Survey came as a big shock to the Dongguan Cigy Government, and its officials personally talked with the authors. But the Dongguan government is itself part of the problem, despite its boasts of efficiency and commitment to service. Many of the Taiwanese businesspeople surveyed described the city government’s “cost sharing” practice as a serious problem: they reported having been pressured by administrative agencies and officials to make “voluntary” contributions for all sorts of purposes.

Not only has the investment climate worsened, but the sectors that have attracted the bulk of Taiwanese investment have also seen their profits fall in recent years. Numerous studies indicate that technology-intensive industries such as the telecommunications, computer and electronic equipment industries, as well as the chemicals and fiber industries, have seen their profit margins drop to around 4%.


In view of labor shortages and rising raw material costs, Taiwanese firms have scaled back their profitability expectations. Remarkably, however, Taiwanese businesses continue to flock to Dongguan. Despite the serious SARS outbreak in 2003, Taiwanese investment in Dongguan has continued to grow.


Chao Wei-nan observes, “Although the Chinese government has a clear policy of channeling investment to the western provinces, and although in recent years the Yangtze River Delta has siphoned off quite a lot of investment, enabling Suzhou to surpass Guangdong as hotspot of Taiwanese investment, the number of Taiwanese investment, the number of Taiwanese businesspeople who make Dongguan their base continues to grow.” Chao notes that the number of companies registered with the Taiwanese business association of Dongguan rose from 3158 in 2002 to 3350 in 2003. There was also rise in the number of Taiwanese companies registered with the Shenzhen and Guangzhou Taiwanese business associations, as well in the amount of money they invested. Although small- and medium-sized enterprises constitute the bulk of Taiwanese businesses in Dongguan, there are also a good number of big companies. 149 companies that have invested more than US$10 million have registered with the Taiwan business association of Dongguan. Moreover, of the almost 6000 Taiwanese-invested enterprises registered with the Dongguan City Government, more than 100 are owned by companies listed on the Taiwan Stock Exchange.

Y.T. Chen says, “For manufacturing industry, investment conditions are more attractive over here. So it’s not surprising that more and more companies are coming here to take a shot at the prosperous South China market.”

The industrial chain that has been formed by Taiwanese companies in Dongguan over the past 20 years has also attracted substantial investment from Europe, the US, Japan and elsewhere. The Uni-President Group, which has steadily gained a solid footing in the Chinese beverage market, recently entered into a joint venture with the American Cargill Corporation to found Cargill-President (Dongguan) Feed Protein Technology Co., Ltd.


Samuel Kuo Shan-hui, president of the Taiwanese business association of Dongguan and chairman of Taisheng Furniture Co., has brought numerous small and medium-sized companies to Dongguan. Although home furnishings only account for 4% for the Taiwanese investment volume in Dongguan, the city has become the largest furniture manufacturing center in the world. This prompted the Dutch furniture paint manufacturer Akzo Nobel to set up a factory there.


Y.T. Chen says that small companies draw big ones and Taiwanese ones draw foreign ones to China: “If the methods to attract business are becoming more and more flexible, it’s largely thanks to the advice of Taiwanese businesspeople. Taiwanese businesses have been attracting foreign investors for a long time. Chinese officials therefore almost always follow their advice.


A new frontier


Such close ties mean that the decision to leave the Pearl River Delta is particularly agonizing for Taiwanese businesspeople.


Taiwanese entrepreneurs face a tough choice in the current volatile environment: should they go north to the Yangtze River Delta, west to the interior or leave China altogether and relocate to Vietnam, where labor costs are lower still?


In the early days, the Pearl River Delta welcomed every kind of industrial investor with open arms. But in recent years, the Yangtze River Delta region has made a big push to selectively attract high-tech manufacturers. To attract semiconductor and notebook computer manufacturers, Shanghai is even offering a preferential tax deal that gives qualified companies a total tax exemption for five years and a 50% reduction for another five. The prospect of proximity to a huge consumer market exerts a fatal attraction on businesses. Almost all major Taiwanese electronics manufacturers have set up shop in the Yangtze Delta. Delta electronics, a leading electronics manufacturer in Dongguan, has also set up a factory in Wujiang, Jiangsu Province.


One Taiwanese entrepreneur reveals, “If it weren’t because they are afraid that local officials might turn hostile, the Delta Electronics factory in Dongguan, which employs more than 20,000 people, might have closed down long ago.”

In would appear that given a changing investment climate in the Pearl River Delta, after a respite of almost 20 years Taiwanese entrepreneurs once again face the problem of whether and how to transform their businesses. Many companies that failed to achieve industrial upgrading in Taiwan are now unable to avoid this fateful challenge. 

Whether Taiwanese entrepreneurs opt to develop the domestic market or to switch to more capital-intensive technology industries, one thing is certain: the fate of the Pearl River Delta will continue to bee intricately linked to Taiwanese businesses.


Aware of the urgent need for transformation, the Dongguan government is building a high-tech park in order to improve the city’s investment climate and help it make the transition from a traditional manufacturing center to a high-technology center. The high-tech park, located on the shores of Songshan Lake between Dongguan and Shenzhen, is the cornerstone of the city government’s plan to promote transformation. Dust files across the campus of Dongguan University of Technology, near the park, as the construction goes on.


Looking at Taiwan’s world-famous Hsinchu Science-Based Industrial Park and the younger Suzhou Industrial Park, the Dongguan City Government has high hopes for the 72 square kilometers of undeveloped land on which the Songshan Lake high-tech park is being built. But although quite a number of Taiwanese businesses have come to Songshan Lake to ask about investment opportunities, nobody has yet signed an investment agreement.


Eyes on the Pearl River Delta


After 20 years in pursuit of their dreams, Taiwanese industrialists can now look back on the strange and arduous road they have traveled. Taiwanese businesspeople are almost single-handedly responsible for the Pearl River Delta’s economic takeoff, and their own destiny is closely intertwined with the region’s.


Chao Nan-wei says, “The Pearl River Delta’s transformation is in fact the transformation of the Taiwanese business community.”

As soon as a government order is handed down, fertile farmland is turned into factory buildings, a residential district is flattened, and factory machinery begins to clatter and clack. Many investors are astonished by the speed and audacity of industrial development in mainland China, which is the result of a policy of achieving every objective in one go. The trouble is that some things can not be achieved in one go.

Taiwan has been on the road of transformation for some 20 years. The Pearl River Delta and the Taiwanese businesspeople who have made it their new home are only just setting off.

