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1. Preliminary Talk. about the

Establishment of an Enterprise

Host: - Let me introduce to you Mr.
Wang of the shanghai Electronics Company.
Mr. Wang, this is Mr. Johnson, who has
just come from America. .

Wang: How do you do, Mr. Johnson.

Johnson: How do you do, Mr. Wang.
Host: As Mr. Johnson has come to

China to seek an obportunity of making
investment in some business, I think the
two of you wouldn’t object to my going
over there to meet some other guests.
Wang: " No, not at all. We wouldn’t
object to your leaving .us to ourselves here.
Mr. Johnson, I’'m very glad to meet you.
I think we will have a nice talk together.
Johnson: I’'m equally delighted to meet
you, Mr. Wang. My goodness, there is
quite a big crowd here. Shan’t we find a
quiei corner and sii:, together for a whiles
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Wang: O.K. Let’s go over there.
{They sit down at a table in a corner of
the hall.) ' .

Wang: _  Mr. Johnson, you are looking
for an opportunity to invest part of your
capital here, aren’t youq .

Johnson: Sirictly speaking, [’m looking
for such an opportunity on behalf of a
group of investors.

Wang: You are acting for a consortium.
aren’t yous

Johnson: I’'m one of those prospective in-
vestors. Our group might perhaps be called

a consortium. -

Wang: You are welcome, Mr. Johnson.
The Chinese government not only allows
but also encourages foreign enterprises and
individuals to make investments here.

. Johnson: So far as 1 know, foreigners may
set up enterprises here jointly with Chinese
people or use their capital to establish en-
terprises for independent operation by them-
selves. ,

Wang: That’s true. The enterprises may
be owned and opera‘ted by themselves. In
either form of investment, they enjoy full



protection of their legitimate rights and
equity in their businesses by the Chinese
law. .

Johnson: No doubt there are great econo-
mic advantages to be gained by both sides.
The investment of foreign capital here will
speed up the development of your economy
‘and also bring huge profit to the investors.
To say the lesat, the mere act of investing
large sums of money in your country will
help to strengthen business connections,
create a mutual feeling of good will, and
smooth the way for more trade with other

‘ nations. ' _

Wang: Tt is obvious that such invest-
ments are conducive to the economic develop-
ment of both the investing and the recip-
ient couniry.

Johnson: 1 concur with you in this "view
of the benefit of foreign investment.
Wang: What business is it that your

consortium plans to put its capital ine
Johnson: The manufacture of sophisticated

electronic equipment. C /
Wang: That’s the field in which T beli-

eve I can render you some service in your



effort to find an outlet for your capital.

Johnson: I’'d be very much obliged to you.
We pay well for services received.

Wang: I don’t want any commisgion.

Johnson: This is a question 1o be taken
u}‘; later.

Wang: Could you tell me what the form
of investment is trat you propose to
makes |

Johnson: My people contemplate embark-

ing in business here in a joint venture first.
Later, when they have got enough ex-
perience and confidence they might like to
establish a company entirely under their
own management. ‘

Wang: ) 1 see.Generally speaking, foreign
investors prefer to place their own en-
gineers and operating officers in charge of
the enterprise.

Johnson: This preference, 1 think, may
be due not to a sentimental desire to favor
their fellow citizens, but merely to the
greater confidence which businessmen are
likely to have in engineers of their own
acquaintance.

Wang: But the operation of such an en-
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terprise will nevertheless be under the con-

trol and supervision of a duly authorized
organ of the Chinese government.

Johnson: This of course T know.Mr. Wang,
may T call on you at your office sometime
next week»

Wang: It will be a great pleasure to

meet you again.please give me a ring first.
My address and telephone number are on
this card.

Johnson: (Taking the visiting card)

Thank you very much. And this is my
card.



2. The Law Reacts upon Economy

Yang: Why do you want to sel up a
subsidiary company here instead of doing
your business through an agencys

Clarke: The reason is that the product
of my company is so complicated that its
selling requires technically trained sales-
men, and there will also be a need for ser-
vice after sales in making repairs and adjust-
ments. Transport across the Pacific is also
a troubhlesome problem.

Yang: I see. so, you have decided to
build a plant here to produce for the local
market rather than to produce at home and
export to this market.

Clarke There are obvious advantages to
be gained and some not so obvious. It is
estimated that by shipping parts to be assem-
bled at destination, packing and shipping
costs are reduced from 25 to 50 per cent in
this industry.



Yang: This 4s certainly an enormous
gain in cosl reduction.

Clarke: Then, there is the tariff to be
taken into account.

Yang: How great is the economy that
may be achieved in this respeét?

Clarke: The reduction in cost is stupen-

dous. This, as you can easily see, is a str-
ong argument for establishing a subsidiary.
plant here. However if the plant to be set
up is mainly an assembly plant,this argum-
ent of cost reduction will lose much of
its force.

Yang: Do you mean that in the case of
an assembly plant the gain is limited to the
differential between the tariff on paris and
on assembied units of the products

Clarke: Yes, that's the point. The gain

- would lie solely in the use of local labor
for assembling. Of course, this also has to
be evaluated in terms of effectiveness as
well as wages.

Yang: 1f all the labor involved in the -
production of parts, as well as in assembly,
should be cheaper here in terms of effective-
ness, would it be more economical and

T



therefore more profitable to transfer the
whole process to this cityq

Clarke: But there are many other con-
siderations. The law, for example, is a factor
of paramount importance in making such a
decision.

Yang: The newly promulgated law on
enterprises of foreign capital is highly fa-
vorable to foreign investors.

Clarke: Yes, it is. It has created many
favorable conditions for investment of for-
eign’ capital in china. Foreign investors
need only consider now what form of busi-
ness organization would be most expedient
for them according to the provisions of this
law.

Yang: In this connection may 1 say
that the status of juristic person granted
to foreign enterprises worthy of that title
by the law has made it highly expedient
for those enterprises to be organized in a
way suitable for large-scale productions

Clarke: - Yes. “The law reacts upon eco-
nomy.” This is a line quoted from the writ-
ing of a famous authority on business
management.



Yang: 1 fully agree with this opinion.
Mr.Clarke, with such a good knowledge of
the Chinese law as you have, you will cer-
tainly be able to decide upen the correct
choice of the organizational form of your
business.

Clarke: Thank you very much. I’l1l ask
you for advice again after I have consulted
with my partners. '

Yang: But there is a piece of advice
which I can offer you right now.
Clarke: what’s thate

Yang: The product, or products,of your enter-
prise must be exclusively or chiefly for -
export. Only a small part of them may be
sold here. So, the tariff consideration you
mentioned just now is not realistic.

Clarke: Thank you for you advice. I
think the products will find a wide market
in ether parts of the world.

Yaug: And there are obviously great
advantages to be gained in locating the
plant here, after all.

Clarke: Yes, there couldn’t be any doubt
about this. The advantages in terms of near-
ness to sources of raw material and*abun-
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