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EAST HAPPILY GREETS WEST

For many Canadian mid-market
companies, creating a successful
China strategy is the next big chal-
lenge. Anthony Chang has been
helping entrepreneurs do that for
decades. His company, Montreal-
based FTM Capital Inc., together
with its Hong Kong-based strate-
gic partner, InterAsia Venture
Management, has helped more
than 75 North American and
European companies over the
past 34 vears to make the most
of the opportunities establishing
businesses 1n the Asia Pacific
region with a particular focus in
China. Here, Mr. Chang discusses
the challenges and offers advice.

Q What is driving change in
China today? What continues to
attract huge interest from the
foreign itnvestors globally?

Q Since 1979, China has been
making fundamental changes in
the way its economy 1s structured.
In 1979, it took the first step by
creating five special economic
zones that encouraged foreign
investment to come to China and
create manufacturing ventures
that produced goods exclusively
for the export market. Now 1t 1s
broadening the scope of its eco-
nomic reforms and seeking to
attract investment in facilities
designed to serve the domestic
market as well. The result 1s that
China offers two levels of oppor-
tunity. On one hand, it welcomes
investment from companies 100k-
ing to reduce labour and overhead
costs and compete on world mar-
kets; on the other, it has also
begun to welcome Investment
from companies looking to serve
the newly created middle class,
drawing from the 1.3 billion cus-
tomers in the domestic market.

Q Manufacturing has been the
growth engine for the Chinese
economy for the past 25 years.
How do you see that sector con-
tinuing into the future and what
challenges lie ahead?

A Manufacturing continues to be
strong but China has extended its
welcome far beyvond that In many
ways, China is following the pat-
tern set by neighbours such as
Japan, Taiwan and Korea. While it
started by focusing on attracting
manufacturers of low-value, long-
production-run commeodities, it is
now aiming at sophisticated val-
ue-added products, research and
design as well. China produces
200,000 engineers and scientists
a yvear, an enormous pool of intel-
lectual talent. Major international
companies such as Microsoft,
Intel, Motorola and Proctor and
(Gamble recognize the competitive
edge from locating research facil-
ities in China. Going forward,
China will continue to expand the
choices it offers foreign businesses.
Q The Chinese leadership has just
approved a new flve-year plan.
What is its focus and what are the
implications for foreign investors?
A The latest five-yvear plan com-
bines social engineering with eco-
nomic development. China wants
t0 expand employment opportu-
nities and the chance for a better
life bevond already thriving areas
such as Shenzhen, Canton and
Shanghai. Those areas are boom-
ing but that boom is driving costs
up. China has added the Bohai
Rim region in the north, which
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Investment expert Tony Chang sees long-term benefits for companies
that successtully tap into China's market.

include Beljing and Tianjin, to its
development plans. This area will
[become ] the centre for low-cost
labour. China has decades and
decades of growth ahead. As areas
prosper and costs rise, it will open
new ones. The entire west of the
country is relatively untouched as
vet, for example.

Q China’s domestic consumer
market 1s expanding aggressively
with the creation of a very large
new middle class. What are the
opportunities for Canadian com-
pantes? How can they tap into
this emerging consumer market?
A It is hard for us to come to grips
with the size of the domestic mar-
ket and 1ts potential. Currently,
the government is trving to con-
vince Chinese to stop saving and
start spending. The goal i1s to
reduce the savings rate, which is
47% of the GDP, to 40%. If suc-
cessful, that will create consumer
spending on an unprecedented
scale. China presents opportuni-
ties for evervthing from health
care to hardware, from pizzas to
high-end consumer products. The
emerging middle class has an
appetite for the novelty of almost
all things Western. Take fast food:
KFC and McDonald’s are all doing
well. I have a client who is consid-
ering launching a pizza manufac-
turing plant there soon. In my
experience — and pardon the pun
— the Chinese will gobble it up.

Q Many foreign companies’ China
operations are very profitable.
What are the drivers these compa-
nies used to create value in their
China operations?

A The American Chamber of
Commerce issued a members sur-
vey In March that showed that
68% of U.S. companies with
Chinese operations were turning
a profit there. Among manufac-
turers, that rose to 80%. About
86% reported a vear-to-vear gain
in sales. What the successful com-
panies shared was that they were

also successful companies at
home. They entered China follow-
ing the same discipline and exer-
cising the same management
skills that made them successful
domestically. China was essential-
ly business as usual but with a
g00d many new layers of com-
plexity, all of which had been
researched, thought out and
addressed beforehand.

Q What are the critical success
factors for Canadian companies
doing business in China today?
A Companies enjoying success in
China are the very same ones that
have risen to the top of the heap
at home. They are well-managed,
well-funded, show strong cash
flows and are in a growth indus-
tryv. I advise clients to consider the
following. Start by doing research,
research and more research; hire
advisors to help with a proven
track record in China. Then, get to
know the markets vou intend to
serve Inside out and localize yvour
services or products. China is a
nation of vast regional differences
and tastes. Remember that when
it comes to recruiting in-country
management. Locals understand
market conditions better than
imports from other regions.
Successful companies have to be
committed to the expansion from
the top down; lack of alignment 1s
an invitation to failure. Have
reasonable expectations; China is
not a magic bullet. Once estab-
lished, spend time networking;
business in China runs on friend-
ships and relationships. Create an
exit strategyv. China will change
and vou must change with it.
Finally, obey the law. Government
can and will act unilaterally
against any company or individ-
ual it finds guilty of breaking any
one of thousands of laws or regu-
lations. The court system is very
different; the law is very different.
Find out what the laws are and
obey them to the letter.
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