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Eection Text A
o

China’s Hi-tech Lure

stern venture capital hasn’t given up on China even though the Internet
bubble has burst and the rules of the game are still unclear.

Put 300 Chinese entrepreneurs in a hotel banquet hall with several dozen

foreign venture capitalists, and you can expect the financiers to be mobbed like

rock stars. That’s what happened recently at a conference for hi-tech start-ups,
held in Shenzhen, near Hong Kong. Perhaps less expected, the venture capital-
ists were just as eager to scan business plans and collect calling cards. No one
reached immediately for his wallet, but the message was clear: China is not
about to flicker off the global venture-capital bmap just because the Internet bub-
ble has burst. '

Chinese portals are swooning on the Nasdaq and some of Silicon Valley’s
biggest venture-capital players have sunk millions in other Chinese Internet
start-ups that now have no chance of listing — or possibly even of surviving.
The flow of venture capital into China has slowed, as it has all over the world in
the past six months. Even so, Western venture capital established a China
beachhead during the Internet craze that it isn’t about to abandon. Many large
VC firms have operied offices in Hong Kong or the mainland of China over the
past year (2000) and are still shopping, albeit more cautiously, for new invest-
ments. ! i

“A number of funds that were spawned in the period leading up to the peak
of Internet exuberance are just now getting going,” says Steven Toronto, a Bei-
jing-based lawyer for Morrison & Foerster, one of Silicon Valley’s leading law
firms. “There’s probably more money available to come in than there was 8 or
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12 months ago.” The difference is that it’s being invested more carefully, he
says. “We’re seeing fewer people running about putting claims in the ground
everywhere. People are spending more time looking at deals and that translates
into fewer deals. ”

One of the new arrivals is the Washington-based Carlyle Group, one of the
largest venture-capital firms in the United States. It set up a $159 million
Asian-technology fund in May, after the Internet excitement peaked. “Now
some people are out of funds, but we’re just getting invested,” says Gabriel Li, a
Hong Kong director for the fund, who Was among those collecting calling cards
in Shenzhen. So far he has made three Chinese investments; in a wireless-com-
munications company, an on-line travel service and an on-line office-supplies
distributor. “I think the venture-capital industry is going to take off in China,”
says Li.

Smaller players are also choosing now to jump into the China market. Jul-
ian Brookes, a Hong Kong-based entrepreneur, says he has been travelling to
China since 1991 but only now is thinking seriously of funding start-ups. If he
finds good prospects in network infrastructure, he and a partner plan to raise a
China fund. “The technology infrastructure is much more mature now,” he
says. Local venture-capital firms have also sprung up over the past two years
and Brookes says he’s talking with several about co-investing. “ A Chinese VC
can help tremendously with due diligence,” he says.

Indeed, the emergence of Chinese companies able to help groom local start-
ups and match them up with foreign investors could be the most valuable long-
term contribution of the Internet craze to China’s economy. One such company
is the China Internet Group, which organized the Shenzhen conference. CIG is
based in San Jose, California, but its founder and chief executive, Michelle
Wu, and other top Managers are mainland-born Chinese who earned their col-
lege degrees and start-up experience in the U.S. Wu says it’s difficult for for-
eign venture capitalists to find good deals, whereas CIG has a “good reach in
the entrepreneurial community”. '

It took the Internet craze to overcome many Western venture capitalists’
concerns about the special risks of operating in China. The rules governing what
investments foreigners can make are murky and keep changing, government ap-

2



proval is needed to inject new capital into compénies and the currency is tightly
controlled. Even China’s expected entry into the World Trade Organization this
year won’t bring speedy remedies. That means Chinese companies seeking for-
eign venture capital will continue to resort to creative solutions. For example,
most establish holding companies in the Cayman Islands or British Virgin
Islands, where foreign investors can easily move money in and out.

“A lot of people talk about liberalizing measures that are about to come
out,” says Kenneth DeWoskin, a partner at PricewaterhouseCoopers in Beijing.
“But there aren’t firm timetables.”

What has changed is that venture capitalists are simply factoring the uncer-
tainties into the prices they’re willing to pay for shares in Chinese start-ups. “If
Shenzhen were in the U.S., you’d have billions of dollars chasing its compa-
nies,” says Nathan Low, president of New York-based Sunrise Financial
Group. “Instead, you have the ability to negotiate a lower price because there’s
less competition. ” Sunrise has invested $ 500 million in early-stage companies,
mainly in the U.S. and Israel, but it has also just bought 10% of a Shenzhen-
based on-line pulp and paper marketplace, paperEC, for $ 500,000.

Some investors, including Low, are betting that China will have made the

renmibi convertible by the time they seek to exit their investments, in three to
five years. That would allow foreign venture capitalists to take their profits
home even if they sell their stakes inside China for renmibi. Right now, the
preferred route is to list the companies on an overscas market or sell to another
foreign player. Venture capitalists also are hoping that special currency regula-
tions will be enacted for companies listing on Shenzhen’s planned hi-tech board,
due to open next year.
Exit Strategy Zhou Quan, managing director of the Chinese venture-capital
arm of International Data Group, a U.S. technology publisher, says he expects
the new board to allow foreign venture capitalists to convert at least a portion of
their IPO profits to hard currency. “We’ve put a lot money in and we do need to
find some exit,” says Zhou.

IDG is the largest foreign VC player in China, with investments of about
$ 120 million in some 70 companies. It had been looking forward to a big pay-
off this year, but only one of its invested companies, the portal Sohu, made it
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to Nasdaq before the market turned completely bearish. Zhou says IDG still has
paper profits of about $ 210 million on its portfolio; listings on the new Shen-
zhen market might be one way to realize some of that. Meanwhile, Zhou says
IDG will begin investing a new $ 100 million China fund that it raised three
months ago.

For Shanghai software engineer Isaac Mao, who missed the brief Nasdaq
opening created by the Internet craze, such Ppromises come as a huge relief. He
raised § 500,000 to start his educational software company, Tangram, in Sep-
tember 1999 and released his first products in June this year. Now he’s looking
for $5 million in new investment so he can hire more experienced managers to
help expand the company. “ I don’t need just money; I need to build technology
partnerships,” he says. “For that I need overseas venture capital. ” Fortunately,
it looks as if China’s venture capital party has just begun.

New Words and Expressions

1. bubble /'babl/ n. 8, R 43 AR 6 R)
2. beachhead /'bi:tfhed/ or (%M#ﬁ%‘ﬁé‘])i}i,ﬁ,%’%.ﬁ -
3. pulp /palp/ n. #K¥ ]
4. factor /'fakta(r)/ VE. qeeeeoAE A B F N
5. IPO = initial public offering ¥ 4.k
6. calling cards £ h
7. venture capital (IR eF A
8. holding company =R 2> 3] | W e o 3
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cisco, known for i

Comprehension of the Text

Choose the right answer.

1. The first paragraph suggests that .
A. the conference for hi-tech start-ups held in Shenzhen was a great success




B. China still holds great attraction for foreign venture capitalists

C. China won'’t give up its efforts for hi-tech start-ups though the Internet
bubble has burst

D. Chinese Internet start-ups are a flop

- All of the following are true according to the passage EXCEPT

A. Chinese portals are not doing well on the Nasdaq

B. venture capitalists are more careful with their investments

C. in the past six months, the whole world, exclusive of China, has seen a
slow flow of venture capital

D. enthusiasm in the Internet is what caused foreign businesses to venture
investment in China

- The sentence “We're seeing fewer people running around putting claims in

the ground everywhere” implies that

A. few people are willing to invest any more

B. people handle their investments more cautiously

C. people are less enthusiastic about investments

D. investments in some places are under tight control

. China Internet Group is

A. a Chinese venture-capital company

B. not based in China

C. the organizer of the Shenzhen conference for hi-tech start-ups men-
tioned in the passage

D. all of the above :

. Which of the following is NOT considered a risk of operating in China by

Western venture capitalists?

A. They can’t establish holding companies freely.

B. They must get governmental approval if they want to invest new capital
in companies.

C. They find the rules of the game changing from time to time,

D. They can_’t move money in and out the country easily.

- We can conclude from the passage that Sunrise Financial Group

A. is more interested in investing in China than in other Asian countries

B. is going to expand its business in Shenzhen and other Chinese cities
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C. has invested modestly in a Shenzhen-based company
D. has invested more money in China than in the US and Isreal
7. According to Zhou Quan,
A. the investment International Data Group made in China will pay off
next year
B. International Data Group will make a real profit of $ 210 million once it
applies for a listing on the new Shenzhen market
C. listing on the new Shenzhen market may turn some of IDG’s paper prof-
its into real money
D. only one of IDG’s invested companies made some profits
8. The passage mainly conveys the idea that
A. foreign venture capitalists compete intensely with each other in China
B. foreign venture-capital firms, big or small, are eager to enter China
market
C. foreign venture capitalists consider China its most ideal market
D. foreign venture capitalists are not interested in investing in China

Vocabulary in the Context

Choose the right meaning of the underlined part according to

the context. .
1. Put 300 Chinese entrepreneurs in a hotel banquet hall, and you can expect
the financiers to be mobbed like rock stars.

A. regarded as B. treated as
C. surrounded by crowds like D. interviewed like

2. ... but the message was clear; China is not about to flicker off the global
venture-capital map just because the Internet bubble has burst.
A. break off B. disappear from
C. flash through D. make off

3. ... some of Silicon Valley’s biggest venture-capital players have sunk mil-
lions in other Chinese Internet start-ups that now have no chance of
listing . ..
A. invested B. lost C. involved D. thrown



4. “A number of funds that were spawned in the period leading up to the peak
of Internet exuberance are just now getting going,” says Steven Toronto . . .
A. hatched B. issued C. built up D. reproduced

5. Indeed, the emergence of Chinese companies able to help groom local start-
ups and match ... could be the most valuable contribution to ...

A. tend B. educate C. refine D. nurture

6. The rules governing what investments foreigners can make are murky and
keep changing . .. '

A. dark B. obscure C. dirty D. cheerless

7. “A lot of people talk about liberalizing measures that are about to come
out,” says Kenneth DeWoskin . . .

A. less controlled B. restrictive
C. reviving D. liberal

8. Venture capitalists also are hoping that special currency regulations will be
enacted for companies listing on Shenzhen’s planned hi-tech board . . .

A. violated B. abided by
C. abolished D. legalized

Window of Opportunity

or a glimpse of a revolution in progress, visit the spacious showroom of
F Forte Group’s newest apartment complex, the Shanghai Friend. While
hard hats labour on the adjoining construction site to finish a cluster of seven-
storey buildings, salesmen ply customers with brochures, tea and mortgage ad-
vice.

“You don’t need to go to the bank. We can take care of all the paperwork
here,” Li Yu, one of the sales staff, tells a young woman pushing a baby stroll-
er. But she has to act quickly — just five weeks after the Shanghai Friend went
on the market, 90% of the units are sold, Li says proudly.

Private home ownership is finally taking off in China, with far-reaching
implications for the cconomy and society. For decades, urban Chinese depended
on their employers to provide cramped, no-frills, state-owned housing. Couples
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often waited years for an apartment. With the advent of a market economy,
the government began urging city-dwellers to buy their own homes, but few
could afford to do so.

Now, however, the market is seeing the effect of incentives introduced
over the past two years. Fasy mortgage terms, generous tax credits and employ-
er subsidies pushed private home purchases up 52% in 2000, to 284 billion
renminbi ( $ 34.6 billion). Only 4% of homes sold last year (2000) went to in-
stitutions, most of which are busy selling their existing housing to employees at
discount prices. In Shanghai, China’s wealthiest city, officials estimate that
about 60% of all families have bought their own homes, either from their em-
ployers or from the rapidly growing new crop of private developers like Forte.

“Home ownership was an American dream, and now it could become a Chi-
nese dream,” says Fred Hu, Greater China economist for Goldman Sachs in
Hong Kong. Young Shanghai residents already say they don’t share their
parents’ reluctance to borrow money for a home.

“Making mortgage payments is just like putting the money in a savings ac-
count, except that in the end you own a home that’s worth more than the sav-

ings would have been,” says 28-year-old Lin Cuihua, a saleswoman. She and her
husband plan to buy as soon as they find their “ideal home”.

Home buying will be a boon for China’s economy, which has been suffering
from weak consumer demand. New homeowners are usually also in the market
for furniture, fixtures and décor. “Housing was a big driver of the U.S. eco-
nomic expansion after World War II,” says Hu. “Here it will be that much big-
ger.” The China Real Estate Association, a developers’ group, estimates that
the housing industry contributed at least 1.5 percentage points to China’s 8%
GDP growth rate last year.

It will also be a boon to China’s banks, which are desperately seeking profit-
able alternatives to their traditional state-sector clients. Bank loans to consum-
ers soared 137% last year to 337 billion renminbi; most of the loans were mort-
gages. Shanghai financiers, eager to cash in, are prodding the government to .
widen the market by authorizing sale of mortgage-backed securities. The city
government is considering creating an agency to securitize mortgages modelled
on Fannie Mae in the U. S., says Zhang Hongming, deputy director of the



