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“6GOING TO CHINA HAS BECOME A

Profits for foreign businesses that invested in China have increased
sevenfold since 1990, and the country is the fastest-growing source of
international profits for many U.S. companies. Is yours one of them?

If growing tension and a
bulging trade surplus with the
U.S. are anything to go by,
China has arrived in the big
leagues. Recently the country
has become crucial as both a
market and a production
center for the world’s
multinationals. But investing
in China can still be
challenging. Companies
dazzled by the prospect of 1.3
billion consumers have tripped
over red tape or become mired
in unworkable joint ventures.
To make matters more
complicated, the money
flooding into China over the
past couple of years has pushed
prices up and sent new arrivals
scrambling in search of local
talent. Is the country still an
attractive destination for
direct investment?

To find out, Corporate Board
Member’s Shelley Neumeier
spoke with John-Paul Ho,
founder and managing partner
of the Palo Alto, California,
private equity firm Crimson
Investment. Crimson manages
$600 million in institutional
money, investing in factories
in China and service
operations elsewhere in Asia.
Since 1997 it has returned an
average of 54% annually to its
shareholders.

What have been the big
changes in the last four years?
First, it has become easier
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to work with the government
.in China because of a
generational change of
leadership at the working
level. Officials are younger and
have been appointed largely
due to their ability to foster
economic growth and
encourage successful
multinational investment,
rather than manage in a closed
economy dominated by state-
owned enterprises. Second,
an entrepreneurial and
managerial class of talented
local Chinese has emerged,
and many Western-trained
overseas Chinese have re-
immigrated. Third, the
quality of products
manufactured by China-based
factories has reached world-
class standards, and they are
often the most cost-
competitive in the world.
Fourth, China has made the
transition from a politically
driven economy to one focused
on efficiency and profits. So
rather than considering China
as a “long-term investment”
with illusory profits,
multinationals are making real
money there. Going to China
is no longer just a new
opportunity but has become a
competitive imperative. If
companies cannot establish
successful operations in China,
they risk losing to their
competitors on a global basis.
But if they take advantage of
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rapidly advancing Chinese
manufacturing and
engineering skills, they can
create a dominant global
franchise.

Money has been pouring into
China in the last couple of
years. Has that caused
significant inflation?

Well, definitely, land prices
have gone up a lot. For certain
skilled workers and
management talent, especially
in the Shanghai region, it’s
getting expensive. What's
scarce in China is not labor
talent but experienced general
management. Workers in
China cost one-tenth of what
they do in the U.S., but a
general manager of a good
factory in China may cost you
$150,000 to $200,000 a year,
similar to what you'd pay a
U.S. manager.

Should that give investors
pause?

No, because I think on the
other hand, by moving the
factory to China you can save
up to 50% on your cost of

. goods, depending on the

industry. You can't just look at
‘China as a new revenue
opportunity; you also have to
make it your manufacturing
center and lower your overall
global cost structure.
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So prices haven’t gone up
enough to make it
uneconomical?

No, and that’s because
there’s an unemployment
rate that could be as high as
15%. There’s plenty of labor
to keep prices low.

But you do expect a short-
term correction?

Yes, because everything is
priced to petfection. The
financial and real estate
markets are both overheated.
The Chinese government is
aware of this and is trying to
slow things down. For
example, it is trying to curb
lending to real estate
projects. But the tools it has
are crude, so it may
overshoot and that may
result in a correction.

How will that play out for
people who make capital
investments?

You might have to lower
your revenue expectations for
the local market in the short
term. If you're an auto-parts
manufacturer exporting to
your home market, that’s
fine. Even if China goes into
a funk, you're still going
to have low-cost
manufacturing. But if you're
assuming you're going to sell
your auto parts to local
carmakers in China, business
may slow, because Chinese
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