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Asia’s Shifting Balance
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A new threat looms" over Asia: the
threat of diplomatic chin-wagging®. Japan’s
foreign minister was in _Beijing this week,
waving his finger at recent incursions into
Japanese-claimed waters, and also to set up a
visit to Tokyo by China’s prime minister®,
Zhu Rongji. Both, along with the rest of Asia
and America, were watching closely the talks
in Pyongyang between North and South Kore-
a. Next week, Russia’s president, Vladimir
Putin, visits Japan, before himself {ahead of a
visit to India, which has just waved off®
Japan’s prime minister) greeting Kim Jong H
North Korea's once reclusive® boss. Ingmsrer
gion with an already awkward™ balante be-
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tween America, China. Japan and Russia, the |
thaw® |

between the Koreas has set everyone
scrambling®. In theory, an easing of tensions

along East Asia’s last cold-war {rontier ought

|
to benefit all. In practice, bad habits and new
forces at work on old rivalries mean tricky®
times ahead.

A reconciliation” that led eventually to
reunification® hetween the Koreas would be |
welcome. 1t would also be hugely unset-
tling®, obliging America to review its region-
stahilising troop commitments in South Korea
and Japan, and rekindling™ old rivalries a-
mong China, Japan and Russia for influence in
Korea. So too would a sudden North Korean

collapse not to be ruled out m a place

propped up® only by Stalinist stilts™ and for-
eign aid. Before then, however, there is the
problemn of bow to deal with a two-handed®
North Korea.

As always, North Korea has one hand
out for cash: it wants huge sums {rom South
Korea for letting divided families meet and
still more from America for curhing® the
North’s missile® sales (to add to what it has
made from freezing® its output of plutonivm®
and merely opening talks with the Scuth and
Japan). But in extending its other, diplomat-
ic, hand to America, China, Russia and oth-
ers, the North is already seeking to play these

f
.'

neighbours-cum-rivals off against each other.
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And East Asia is fertile® ground for disrup-
tive® diplomacy.

Unlike Western Europe’s, the region's
old animosities@ never died during the cold
war,“t_lia'Taleled on® heneath the ice. When
the old Soviet Union was everyone’s enemy,
most countries, including eventually China,
clustered® round America for protection. East
Asia’s two natural rivals, China and Japan,
managed to curb their hostility, but they ne-
ver resolved it. Tensions? break through in-
termittently®, over disputed islands and sea
boundaries, but also in the competition {or in-
fluence arcund tbe region. Lately, seeing Chi-
na flex® its military muscle in the South China
Sea and over Taiwan, Japan has strengtbhened
its security alliance® with America and is ex-
ploring co-operation in regional missile de-
fences, in the process grating on® China’s old
grievances® about both countries.

The safe management of this uneasy bal-
anve among Asia’s bigger powers will be that
much harder in the coming months, not just
because North Korea is now trying little-pow-
er games of its own, but also because several
countries are distracted® by politics at home.
In Mr Putin., Russia has, for the first time in
years, a leader who can walk unaided down an
But,
struggling to repair his image after the Kursk

aircraft’s steps. even if he were not

affair, Russia is too chaotic® for him to have
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much influence abraad - or the power to make

the concessions® needed, for example, 10

D concession

S
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clinch® the peace treaty™ with Japan promised | €9 clinch: fif §F %

by the end of the year. Japan, meanwhile,

L EE 255

may have the world’s second-biggest econo- 23 f;*;;;;“at? “F”

my, but its prime minister conld barely scrape |
together® a cabinet after the general election
in June, and scandal® or political reforms may
yet break the long-running rule of his Liberal
Democrats™,
Deep pile, thin achievements? |
While Russia and Japan are mostly side-
lined®, America is about to elect its new pres-
ident. Among his first big decisions will be
whether or not to build new national missile
defences for America and regional ones for A-
sia- ~both touchy® which
fears the undermining® of its nuclear d.e.te;:a_!
Eg_n_tﬁ_and Atmnerica’s interference in any future
conflict with Taiwan., And, even withour the
thaw between the Koreas., he would be look-
ing hard at whether he really needed 100, 000
troops in harm’s way to keep East Asia’s |

l

issues in China,

peace.
America has a keen®
East Asia. Understandably, however, it is al-
so keen to see others.pull their weight®.
Japan has agreed to help "America a bit more-
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the force sent to East Timor. Several coun-
tries, including Japan and India, will soon be
jointly rehearsing® their navies in ways to
combat piracy™. Bur when it comes to the re-
ally difficult problems, such as coping with
the ambitions of a rising China, or discourag-
ing missile launches by North Korea, every-
one still backs off and leaves it to America.
QOver the next few months the region will be
resplendent® with ceremmonial¥ red carpets
but, déspite the growing dangers, not much is
likely to be azchieved. Kcep vour fingers

crossed.

[Selected from Economist, Augest 31, 2000]
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A Brave New World?
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Can investors make money in China? As
this Focus on China indicates™, the lure of
China’s billion-strong consumer market
greater than ever.
market has attracted many foreign companies,
each believing vast potential profits lay® just
around the corner?. Bui those years also ge-
nerated? horror stories about broken con-
tracts, counterfeiting®, corruption™ and bu-
reaucratic” red tape, especially following the
“gold rush”™ of 1994-97, when investors fell
over themselves to get in early on China’s
growth cycle. As investors nursed their bruis-
es®, profits often seemed elusive®,

Does all this mean investors don’t want o

concede™ that their euphoria™ over China
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could be wrong? Some prominent failures,
such as a recent rout™ in the brewing™ indus-
try, involving Carlsberg, Bass and Asimeo,
and the pullout™ by Britain’s National Power,
pullout

have raised just such concerns. DBut creative
accounting can deflate” the balance sheet® of
who are reaping' profits aren’t likely to be
making a song and dance over their successes.
In fact, success in China may not be as clusive
as it seems,

More than that, it can be shown that for-
eign direct investment creates a halo™ effect

il
that boosts™ jobs in local companies. Individu-

forms are under way to open stockmarkets to
foreign companies. And while counterfeiting
is a major issue, overall it seems that China is
no more risky @ place to do business than 1its
Asian neighbours. Tt does, however, take
hard work to find basic market data.

“In current cases like the Carlsberg ven-
ture, foreigners are realizing they can’t be
successful in their current situation, and they
have to pay 2 ‘learning fee’® of several million
dollars to exil,” says Jurgen Krachl, manag-
ing director of Fiducia, a European investment
consultant® that has researched profitability®
in China.

“But that,” he adds, “isn't representative
of the whole market. The market is increas-
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ingly mature®, foreign investors are also more
mature in their expectations® towards China,
and we see a lot of positive signs for the fu-
ture. 7It’s also true that for most large foreign
companies, a China presence is only a small
part of worldwide investments, so there is no
major pressure from overseas shareholders
who might have unrealistic® and impatient”
expectations of the China market.

GETTING IT RIGHT

Wang Zhile, a professor at the Chinese
Academy of International Trade and Economic
Cooperation, is one of the few people arcund
with hard numbers— he has done case studies
on 250 foreign-invested® enterprises™ in China
and written three books on the topic. About
one-third of the 354, 000 foreign-invested
companies in China curreatly turn a profit, he
reckons. That figure rises when the sample is
restricted to large muiltinationals® that have
spent time and money—-and have the political
clout® —to get their ventures right.
" To
shaky™ legal system and _illjﬂ.r.i:?j,i_nﬁﬁ bureau-

e

be sure, issues of corruption, a
cracy® have undoubtedly played a large part in
shattering® many dreams. But Wang pin-
points® the mid-1990s gold rush into China as
being itself one of the biggest obstacles to
profitability. With most of the world’s multi-

nationals flooding into China at the same
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time, each company’s market research showed
large potential but didn’t take account® of
competitors who were also looking to enter
the market. The result was excess capacity,
fierce price-cutting® and a slow realization

o

that China’s immense® market was in fact

subject to strong regional protectionism®,

STRONG LOCAI. RIVALS

But the stiff® competition didn’t just
come from other multinationals. In sectors™
like white goods® and brewing, a handful of
local companies such as Qingdao Brewery,
air-conditioner® maker Kelon and refrigerator
maker Haier develaped into efficient business-
es themselves as they learned from their for-
eign rivals® and turned being local into a
strength.

In fact, the Chinese government’s
favourite maxim® as far as its domestic com-
panies go is to “study, cooperate, compete,”
against foreign enterprises in China in order to
build economic strength. Beijing fiercely pro-
motes® hi-tech transfers® and overseas train-
ing programmes offered by foreign investors,
in order to get its domestic firms up to speed.

The government has also grown more
comfortable with foreign-funded enterprises,
which accounted for 12% of China’s industrial
output in 1997, double the share for 1993. By

last year, that figure had risen to 17. 8%, and
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while some politicians still protest against®
the opening up of China to “foreign capitalisi-
roaders,” their views continue to lose
ground“"‘—as did opposition in the United
~States
1980s.

“The domestic perceptions®

to Japanese investrnent during the

P of foreign in-
vestors in China are changing. People see that
they are not just a cash cow and that they are
not going to ruin® local industry, and that
with their factories and technology here on the
ground, they are part of a stable and success-
ful China and are beneficial™ to national secu-
" says Wang.

The impact® of foreign-invested ventures

rity,

on China’s economy is likely to he even more
marked® when China’s entry into the WTQ
unleashes™
tion™ to loreign investors and prompts® aLr_:ift
of new Investment in previously closed service
indusiries.

“There is a significant improvement in
the cycﬁ(alw autlock, an accelerated pace of
post-WT(Q) honan-

® of foreign direct investment into China,’

reforms and there will be a

"Qa.yc Roach. “On this latter count, ] believe
that current conditions are very different than
they were in the mid-1990s... as China has
made the decision to be an active and full par-
ticipant in the process of globalization and it

needs two-way flows 1o make that happen. "
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There’s Something |
about Cisco
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Suppose you were stranded” on a deser- U Kt

ted island? and could own just one single | @) deserted island,
stock. What would it be? Think about it for a [ Tt &
|

mimute, Would it be a stock that’s been bat-
3 barter; HE|; &

tered® this spring and is down 20% from its S

high? A “stock that trades at more than 100
times earnings? A stock that’s already climbed
around 100,000% since going publie ten years
ago, that’s already enjoyed one of the greatest |

rides in stock market history? The stock of a | .
4y unprecedented ;

company that now faces unprecedented? chal- 5 Wt

lenges in tough new markets dominated by the | & a posse of
likes of Lucent and Nortel, plus a posse® of #t
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Millions of investors around the world-
Cisco now has 3,530, 662 shareholders™ (in-
cluding me, with my few hundred shares)-
might well agree with you. Except for those
who hought the stock in the past few wecks,
we're probably talking about the happiest
group of people on earth. How happy? Well,
on March 27, Cisco overtock® Microsoft as
the most valuable business on earth, with a
market cap® of $531 billion. Yes, GE now
holds the crown, but who are you going to bet
on in this race? GE, growing 15% annually,
or Cisco, growing more than twice as fast?

Five years ago you might have looked at
Cisco and said, “Well, sure. this is a great
company, but really, how big can it get? All
it does is connect’ computers,

Microsoft, on the other hand, sells the
operating system for every PC in the world,
That is huge. “* How times have changed) As
the Internet Revolution sweeps through civi-
lization™, networking—-connecting computer.
s may well be the most critical, fastest-
growing facet of the world's economy. Even
Microsofties have to admit that the network
has become the computer. And even though
Sun coined®” that phrase®™. no company stands
10 benefit more than Cisce.

Sure, Cisco has the greatest wind of our
back® (it's

stupid ). But as its crusty™ billionaire-next-

lifetime at its the Internet.
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door chairman, John Morgridge, says over a
hagel® at a Palo Alto coffee shop. “Lots of
companies had that wind at their back. ™ The
point is that Cisca, with CEQ John Chambers
at the helm™, must now be considered one of

America’s truly outstanding™ companies, in |
the same league® as Intel, Wal-Mart, and,
ves, GE. Almost
Chambers’ five-year tenure- -Cisco has he- ‘

overnight well, over
come the quintessential® Internet Age corpo-
rate machine. Sure, it has its foibles®. 1ts
cult-like® culture- in? one training video a
woman looked at the camera and said, “Work-
ing at Cisco is like being strapped to a rocket,
It never stops. "— might not make it a place
you want to work. And in-the-know share-
holders have a series of® questions about Cis-
co, which we address throughout this story
(starling with the box at right). But competi-
tors who have battled that Cisco culture have
lost. Investors who have betr against that
stock have lost. You simply must admit that
Cisco has taken it to a whole new level. How
the company did that--and whether it can
keep doing thai —is the story of a moon-shot
tech company that grew up, and of a CEO
whose hest practices helped get it there.

Ask a knowledgeable® observer of the
husiness scene, who is the world’s greatest
CEO? and you're likely to get names like Jack

|

Welch, Lou Gersiner, and Nobuyuki Idei at
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