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FOREWORD

We are very pleased our efforts at encouraging a publication series
are producing results. Concordia University Faculty of Commerce and In-
dustry/Ecole des Hautes Etudes Commerciales (HEC) and our Canada
China Management Education Programme Phase [l linkage partner Tian-
jin University established a Research and Publication Committee in 1992.
The Committee members are Professor Zhao Tiesheng, Vice Dean of
School of Management, Tianjin University, Professer Gao Ziguang, Tian-
jin University,Dr. V. H. (Manek) Kirpalan, Professor of Marketing and
International Business, Concordia University,and Dr. Alain Van Peeters-
en, Professor of Economics HEC, Montreal.

The task of the Cemmittee is twofold. One is to review all research
proposals received and select the better ones for appropriate funding with-
in the budget limits. Two is to receive and select works that are for trans-
lation into Chinese and publication by Tianjin University.

Many facutly members from the Concordia University Faculty of
Commerce and Administration and Ecole des Hautes Etudes Commercia-
les are wellknown internationally for their research output and publica-
tions. Tianjin University, named as such in 1951, and its predecessor
Peiyang University, founded on October 2,1895, have a long tradition of
first rate education and scientific research. Peiyang University was the
first university to be started in the history of modern Chinese education.
Tianjin University is the outcome of a merger of Peiyang University with
Hebei Engineering College. Tianjin University is one of the 16 key uni-
versities accredited by the Chinese Government and is directly under the
China State Education Committee. Tianjin University has a Graduate
School, a School of Management, other specialized Schools and 21 Depart-
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ments; most of the latter confer a doctorate degree and all of them confer
a Master’s degree.

The Research and Publications Committee are particularly grateful to
the Canadian International Agency {CIDA) for their funding of our link-
age research and publication programme. We are also very appreciative of
the enthusiasm and interest of the many faculty members from our three
linkage universities who are making research proposals and publication ef-
forts. Our Committee criteria for research and publication are high quali-
ty. In addition we have two requirements:at least one of the authors must
have participated in our linkage programme, and the research and publica-
tion must have relevance to China.

Thus far a number of research proposals have been approved. Fur-
thermore four publications have been approved. These are a glossary of
business terms which are useful for Canadians in China and Chinese in
Canada, a collection of articles written by Canadian academics, a collection
of articles written by our Chinese counterparts, and a book written by a
Canadian faculty member.

We trust you the reader will find enjoyable and useful reading from
this and other publications emerging from the linkage between the Tian-
jin University School of Management and our two institutions.

Dr. V.H. {Manek) Kirpalani Dr. Alain Van Peeterssen
Professor of Marketing & intl Business Professor of Economics
Faculty of Commerce & Administration Ecole des Hautes Etudes
Concordia University Commerciales
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Effective International Market
Potential Assessment:China

V. H. Kirpalani Xu Kuan
(Concordia University) (MBA Concordia University)

Abstract

A comprehensive view, including changes in China's economic struc-
ture, is taken to make a meaningful assessment of market potential. A
spectrum approach, outlining three scenarios in regard to China’ s open
door policy is discussed. Focus is then placed on the changed market pro-
file and international marketing opportunities in China’s market.

0 Introduction

How should international marketers assess the market potential of a
developing country like China in the mid 1980s and further? One naive
approach used often has been to estimate its “demand” simply based on |
the population size [ Stewart 1985]. Some have gone further and predict-
ed China's market potential by population and current purchasing power
[ Sokoloff 19821 . But this is not enough; developing economies can change
rapidly . Therefore, assessment of market potential requires an understand-
ing of changes in the economic structure and resulting economic perfor-
mance; economic policies and the business environment. In other words,a
comprehensive approach is needed to make a meaningful assessment of
China’s market potential now and in the future.

Changes of the Chinese economic structure in the past few years
have caused a tremendous impact on its economic performance and exter-
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nal economic relations. For example, in the 1980-1985 period, the total
product of society had an average annual growth rate of 11. 3 percent
and, the average annual growth rate for China’s foreign trade was 10. 5
percént [ Beijing Review 1986]. This indicates that analyzing China’ s
market potential from the perspective of international marketers needs in-
sight as to the economic structure change.

This paper uses the spectrum approach to bolicy study. Then three
scenarios in regard to China’s open door policy are discussed. After that,
the discussion focuses on the changed market profile and marketing op-
portunities in China’s market.

1 Spectrum Approach to Policy Studies

In free market economies, formation of the development pattern has
been a rather evolutionary process due to the nature of the system. In cen-
tralized economies policy changes can often bring about dramatic unex-
pected results in the development pattern.

The spectrum approach in context studies the spectrum of various
possible foreign economic policies. The idea is that, in reality, for govern-
ments all open door policy options vary in degrees. There can be no simp-
listic categorization into either “open” or “close”. Most countries position
their policies somewhere in the middle range of the spectrum. If the pros
and cons for each possible open door policy scenario for a country can be
revealed, then the degree to which that country will retain openness to the
international market can be assessed. We believe this approach is very
useful for a country like China which is experiencing a policy change.

The spectrum approach already has been used for example in com-
parative economics. With the concept of the spectrum, economic systems
can be positioned on a scale rather than in the two traditional categories,
“market” and “planned” . Most economies are located somewhere in the
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middle range of the scale. This approach provides a way to understand the
reality [ Loucks 1969]. A country obviously could have different external
economic policies toward different partners. But we can still identify a
country-oriented general policy on the spectrum.

What we are interested in is not China’s policy to any specific coun-
try, because the choice of trading partner pattern toward a specific coun-
try involves many factors which are governed by international politics and
beyond international marketing. However, we believe that corresponding
to China’ s economic strategy and economic structure, the country will
have a basic stance in external economic relations which can provide in-
formation about its market potential. This is of interest to international

marketing researchers.

2  Three Scenarios of China’s Open Door Policy

China’s open door policy can be discussed in terms of foreign trade
and foerign investment. There are three possible policy scenarios. The
first is the choice of fully closing the door. The second is the choice of ful-
ly opening the door. The third is the actuality of a partial and gradually
opening door. The first two are extremes and will be briefly reviewed
while the last will be discussed in depth.

2.1 Scenario One: A Fully Closed Door

A fully closed door is not a feature of a modern society. The evidence
indicates that external economic exchange and division of labor in the in-
creasingly integrated international economy are necessary conditions for
economic development. Since the late 1970s, the Chinese leadership have
rejected the closed door and have been making great efforts to reform
their economy. The reform has moved away from the rigid planning eco-
nomic organizational structure and altered the development pattern. The
results of the reform are remarkably favorable.



Afer tremendous changes in China’s economic organizational struc-
ture and development strategy, the open door policy has already become
an inseparable part of its economic development. The total value of im-
ports and export accounted for about 10 percent of China’s national in-
come in each year during 1950 — 1979. But in 1985 it was well above 20
percent [ Guangming Daily 1986]. In 1984, China’ s export volume
ranked 16th in the world, from 28th in 1980 [ China Daily 1985]. Thus, a
reversal to the first scenario of a fully closed door is highly improbable.

2.2 Scenario Two:A Fully Open Door

The second scenario is a fully cpen door to the international market.
This is quite an unrealistic position because, while the Chinese pursue eco-
nomic development, they also want to avoid the possible risks of depend-
ing on the intemational market for growth by opening the door too wide.
The lessons of China’ s histroy and that of some other developing coun-
tries have made the Chinese fully aware how dangerous it is if a country
cannot maintain a relatively high economic level on its own. Considering
the population size of China, it cannot be expected that an economic mira-
cle will happen without a strong indigenous economy which is not depen-
dent on the help of the rich industrial countries. Moreover, in the long
run, independence as one of China’s goals determines that the fully open
door policy will not be chosen by the Chinese in the 1980s and even be-
yond.

2.3 Scenario Three; A Partially and Gradually Opening Door

The rejection of the two extremes leads to consideration of the third
scenario; which is a partial and gradual open door policy. Tremendous
changes in market accessibility have taken place in recent years because
the centralized economy is gradually integrating more of the market
mechanism into the original system in order to increase economic efficien-
cy. In today's China the development strategy heavily depends on exter-
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nal economic relations to obtain funds, know-how and technology. The
easier market accessibility is evident from the following facts. The Chi-
nese government allows foreign companies,including banks to open offices
in China [ Quarterly Economic Review of China, North Korea, 1984].

—Decentralization has been taking place not only in the domestic
economic sectors but also in the foreign trade sector [ Beijing Review
1985].

—China has opened its door to foreign investment;of which very lit-
tle was permitted in the past thirty years or so.

—Special economic zones in coastal cities and inland areas have been
granted more authority to trade independently with foreign traders and
accomodate foreign investors.

—In recent years, the Chinese domestic market has been partially
opened to foreign joint ventures for manufacturing products for consump-
tion in China. Such products originally were regulated so that they could
be sold only abroad [ Beijing Review 1984 .

——New treaties and legislation regarding foreign economic affairs
have created a relatively confident atmosphere for foreign businesses even
though there is much room for improvement.

However, indications show that the Chinese authorities have been
opening the door slowly and cautiously. For example, attracting foreign
investment is one new and important component of China’ s open door
practice. Tracing progress in this sector is indicative. In 1980 four special
economic zones were set up in order to experiment with assembly-manu-
facturing and compensation trade. Then the Chinese-foreign joint venture
came into use. Following the relative success of these four special econom-
ic zones, fourteen cosstal cities and three of the richest coastal regions
were also opened to the outside world. Later, more inland provinces and
cities received the power to deal with external economic affairs indepen-
dently as the policy of decentralization gathered momentum. Also new
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legislation allows wholly foreign owned businesses to operate in China.
3 Causes for a Permanent Partial Open Door

The partial open door position is inevitable under the Chinese gov-
ernment plans. The economic growth rate stipulated by the Chinese au-
thorities in their plans is about seven precent annually to the year 2000.
On the one hand a fulfillment of this growth necessitates changes in the
economic organization structure from rigid central planning to a combina-
tion of central coordination and market regulation. It also necessitates a
change in the development pattern from an imbalanced strategy which ad-
vocated heevy industry to a balanced strategy. These changes are aimed at
an increase in efficiency, and complementary development. The partial
open door policy is an inseparable part of this whole policy package. It can
bring into the country advanced technology and know-how, management
knowledge and skill, capital investment and funds necessary for China's
modernization program.

On the other hand, the open door policy cannot be implemented
without limitation. These should be studied in particular context. The
main practice of the open door policy is concentrated on foreign trade and
foreign investment. The relationship of such trade and investment with
the domestic economy is illustrated in Figure 1.

It can be conceptualized that national priorities and development
goals, development strategy, economic structure, economic performance,
economic policies, and the business environment constitute the domestic
bases for external economic activities. This base determines the export ca-
pacity, borrowing pattern and investment needs. These factors further de-
termine the level of imports and foreign investment which would mean
business opportunities for international businesses. The reality is that Chi-
na' s export capacity, and conservative borrowing practice places some
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substantial contraints on its imparts. The other sector of this market, for-

eign investment,is ofen limited by the business environment.
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Figure 1. China’s Economic Structure and International Business Opportunities
In conclusion, the third scerario, the partially and gradually opening
door policy is the most feasible and appropriate choice. Being aware of the
third scenario has important international marketing and business impli-
cations. Otherwise, one could easily be led to over-optimistic estimation or
over-pessimistic estimation about China’s market potential. Understand-
ing the policy and corresponding background would provide a more realis-
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tic basis 1o evaluate the Chinese market.

4 The Changed Market Profile

China is a market with a considerable potential. It has over one bil-
lion people, nearly one fourth of world population. China also possesses
various mineral wealth. It has coal deposits of various types, petroleum re-
sources with low sulphur content, widely distributed iron-ore deposits, and
many non-ferrous metals [ A General Survey 1984 ]. But China is still a
developing country with per capita GNP of only US $ 300 [World Devel-
opment Report 1985]. The majority of the Chinese population are en-
gaged in agriculture and 68% live in rural areas.

China’s consumers spend almost 60% of their incomes on food, and
another 10% — 15% on clothing. Housing/rent expenditures are low in
urban areas due to subsidization of urban housing. Consumption of dura-
bles in terms of numbers per household is in rank order — watches, bicy-
cles and radio sets. The attractiveness of inexpensive watches and radios is
understandable ; bicycles are the primary mode of passenger transportation
and are also used to haul various materials. Further the television market
is growing phenomenally. Already there are 85 television sets on average
per 100 urban households { Taylor 1985]. Most of the above goods are do-
mestically produced.Of China’s imports close to 80% consist of producer
goods. Thus, the market for imported consumer goods is limited and likely
to remain so. But internaticnal marketers should know how growth in
Chinese domestic market for consumer goods in turn can create demand
for producer goods; thus raising import demand for the latter products.

International marketers can use this methodology for studying the
effects on imports of a growth in demand for other specific consumer
products that interest them.

China’s potential can be released only when the economy takes off
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and maintains sustained growth. Two econometric projections,one by the
World Bank, show that per capita consumption will grow by at least 4.5
percent a year to 1990 [Min 1984 ]. According to the World. Bank model
such growth will remain between 4.1 and 5.3 percent a year in the peri-
od 1990-2000 AD. Realizing the economic take-off and maintaining sus-
tained growth largely depends on high but attainable goals, appropriate
economic strategy and an efficient economic structure.

During 1950s — 1970s, China adopted a relatively closed door policy.
Therefore it was a very limited market for- international marketers. The
causes of this were the rigid economic structure, small volume of exports,
non-borrowing policy, low level of economic development, the economic
plans and policies, politics and ideology, and international environment.
For the Chinese, the opportunity cost of the closed door policy was ex-
tremely high because they failed to benefit from economic exchanges with
the international market.

The lack of incentive and motivation probably was the most crucial
handicap for the Chinese economy. Decentralization and centralization
took place several times between the central administration and provincial
administration before economic reform was introduced in the late 1970s.
It gradually became clear that changes in the economic structure should
be initiated to improve the performance of the economy. At the same-
time,China reconfirmed the ambitious goal of modernizing the country.
Later, it decided to quadruple the output value of agriculture and industry
by the end of the year 2000. Also it was concluded that, without any
change in the economic structure, it would be difficult to reach the goals.

The directions of the economic structure reform are to incresse in-
centive and motivation in the system;to further decentralize the decision-
making down to the enterprise level; to introduce market forces into the
planned economy; and to expand economic exchanges with other coun-
tries. The reform first succeeded in rural areas. Then it was introduced to
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