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      INTRODUCTION

      MUCH HAS BEEN WRITTEN about China lately, hyping the business opportunities now available in that country. The truth is that there really are many great opportunities there. In order to take advantage of them, though, you will first need to run a gauntlet of obstacles, ones for which you may be unprepared. My goal in this book is to prepare you for the challenges that await you and to offer specific advice that will allow you to seize those opportunities, while avoiding the pitfalls. Most of the material here comes from my own direct experience, and that of my company, China Business Partners ( www.chinabusinesspartners.com ).

      One source of information on China that I would like to specifically recognize for its excellent research and statistics-gathering is the Wall Street Journal. The WSJ has printed many a story about different aspects of life in China that have informed the discussion here, and I recommend it as one of the best sources for keeping up to date on changes in China.

      In recent years, Americans have been overly enthusiastic about China. Encouraged by a government eager for foreign capital and technology, and entranced by the prospect of 1.3 billion consumers, thousands of American and other foreign firms have rushed into the Chinese market without fully investigating the market situation, performing the necessary risk assessment, or getting expert advice. Without the necessary preparation, these companies and individuals often enter into bad business deals. The result is lost time, lost opportunity, and lost money.

      The odds that any new business venture will succeed in China are far worse than the odds you would face in the United States. You will be in a strange environment, with inadequate communication skills, few places to find help, and without key contacts or friends.

      You may have heard many stories of business people succeeding in China. Many Americans have succeeded there, to be sure, but many more have failed and very few have succeeded on their first try.

      Whatever you want to do in China — buy or sell something, have something made, find a partner, open a business, invest money, or anything else — the basic rule to know is this: Reaching an acceptable agreement to do anything is not the end. Murphy's laws, in all their forms, definitely apply here. It will take far longer to achieve your goal than you think, and it will take far more effort, time, money, and attention than you are planning. Don't assume that anything will happen unless you pull it through.

      You must check on progress constantly and personally until you reach your goals. Then you must put fail-safe systems in place that assure continued performance up to the standards you have set.

      While reform is absolutely essential for China to fully participate in the world trading community, in many areas these changes have not yet taken place. Companies must deal with the current environment in a realistic manner. Risk must be clearly evaluated. If a company determines that the risk is too great, it should seek other opportunities.

      China has undergone an incredible transformation from a hostile, secretive, and insular country to a seemingly friendly and open one that welcomes you (and your money), and will, in many cases, grant you favors.

      China's outward attitude change has resulted in accession to the World Trade Organization (WTO), a change that brings many new opportunities. Some have described it as “the beginning of time” for trade relations, because of the plethora of changes that China has already made and has agreed to make in the future in its laws, rules, regulations, and attitudes regarding foreign investment and trade. Problems will not disappear overnight, but instead of the traditional protectionism, free trade is the order of the day.

      How to Use This Book

      Within An American's Guide to Doing Business in China, how-to advice is given freely if it might show you a path to success that you may not be aware of. Sometimes you will learn of possible scenarios without being offered a specific course of action. When specific actions to take are suggested, realize that those recommendations are based on years of experience with American and Chinese firms doing business, from both sides of the fence and in the middle. I've seen what works and what doesn't, and I've set out to arm you for the travails ahead.

      The book is organized so that you may read some sections without having to read other application sections that may not interest you. Some general sections (basically, Part One and Part Two and much of Part Three) should be pertinent to many applications, and everyone who is interested in doing business in China should read them. Other sections of Part Three, as well as Part Four, may be of interest depending on the type of business you are involved in.

      Part One starts with points of common interest about China, including China's evolving role in the world, general issues an American faces in being there, and some background, perspectives, and trends on political, economic, and legal issues (including some forecasting as to where current trends will lead).

      Next up, Part Two discusses other topics of importance to anyone doing business in China, such as the problems of dealing with the language barrier (Chapter 3), important and unique cultural issues (Chapter 4), and a detailed coverage of Chinese customs and how they will impact you (Chapter 5). The last three chapters of Part Two cover financial, legal, and import/export issues, along with the very important subject of what you need to know before embarking on a trip to China.

      The chapters in Part Three aim to provide you with the skills and inside knowledge you need to succeed in such areas as sourcing, establishing an operating company, marketing, investing, negotiating, and managing your enterprise in China. Each category of business activity is discussed separately; namely, looking for established manufacturers from whom to purchase some kind of product, whether of your design or theirs (Chapter 9); setting up your own operations in China to manufacture or warehouse, as a wholly owned firm or with partners (Chapter 10); selling product in China, whether directly or through channels (Chapter 11); and making investments in China, whether in existing companies, trading on an exchange (in China these companies are called “published”), or through private financial transactions (Chapter 12). The last chapter of Part Three covers what you need to know to negotiate successfully in China and to maintain relationships after the negotiations.

      In Part Four, you'll learn about the many different areas of business opportunities available in China, including, in Chapter 15, some of the fastest-growing and most promising ones. The various Appendixes will provide you with all sorts of information useful for anyone doing business in or traveling to China. After reading this book, you should be well aware of the opportunities and hazards to be found by Americans doing business in China, and perhaps you will be on the road to creating a successful venture of your own.

    

  
    
      Part One

      
      An Introduction to China

      You have taken a major step forward by buying this book. You're saying a lot about yourself. You are serious about doing business in China. You recognize the realities of the global economy, and that making money in the future may depend on your ability to utilize resources outside this country.

      In spite of the statistic that 22 percent of all of China's imports are from America, higher than the number of imports from any other country, America does not dominate the Chinese business world. You'll find a very strong representation of products, advertising, presence, and influence from Japan as well as from Germany, Sweden, and other countries.

      Americans have long been too insular. While large American multinational firms have learned the benefits of worldwide business, most small businesses have not. Many believe that doing business in China is beyond their ability and resources. They are now discovering that, in many cases, only by dealing internationally can they survive.

      In PartO ne, you'll learn about the basic issues and problems that you will face when doing business in China. I nternational business, especially in China, presents a whole range of challenges different from those found in theU nitedS tates. However, it is not beyond your reach. If you exert the effort, and study the culture, customs, and languages, you will not only survive, you will prosper.
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      ALTHOUGH THERE IS RESISTANCE, most Americans now realize that we are in a global economy. Whether we like it or not, America can't be isolated any longer without giving up much of what we cherish. For a multitude of reasons, such as developments in communications, and economic interactions and interdependencies, we are now part of a global economy that cannot be reversed. Countries as well as companies realize that specialization and partnering are the order of the day.

      Not very many years ago, a company performed every business function internally. If you had an idea to make a product, you set up some kind of manufacturing facility, maybe in your garage or kitchen. You had to plan your business; design your product or service; raise capital; buy your raw materials, machinery, equipment, and supplies; hire people; sell the product; stock inventory; carry accounts receivable; and keep records of all these transactions.

      Now, companies have learned to concentrate on their core business and outsource other operations and services to people who are specialists in providing specific functions. Countries are becoming specialists also. America is a consuming nation, with most people now employed in services.

      When American companies started outsourcing to other countries, Mexico was their favorite destination. Wage rates were much lower, tariffs and other trade impediments were being lifted, Mexico was close, many companies already had a partly Hispanic work force, and many Americans already had some familiarity with the Spanish language or could quickly find bilingual people to ease communications difficulties.

      However, the trend toward outsourcing accelerated so swiftly, and our economy is so vast, that it quickly absorbed Mexico's excess labor. The two countries that are now most thought about when discussing outsourcing are countries with labor pools so large that they won't be fully utilized for a long time — China and India.

      India's prime advantage over China is language. Most Indians speak English. It is more ingrained into their society. Language difficulties are a great barrier to working in China. India is becoming the destination of choice for language-oriented jobs, such as customer service and other customer-contact work and other activities requiring communication.

      On the other hand, China has many advantages in manufacturing. The transportation and public-utilities infrastructure needed for manufacturing is being built more rapidly in China. Also, the literacy rate in China is higher and the government is friendlier to foreigners in general and Americans in particular.

      China is the best manufacturing outsource destination in the world today. In fact, China has already become the leading producing nation in the world.

      Production costs in China for most products are much lower than they are elsewhere. China has a vast labor pool that costs a fraction of what America's does (about one-ninth, but this varies from area to area; see Appendix 12 for wage rates by province and region).

      Since labor remains a significant part of manufacturing costs, and American hourly labor costs are eight to ten times higher than those in China, automation cannot make up all of the difference. Unless there are extenuating circumstances, American manufacturing is less likely to be economical.

      Furthermore, because of the differences in direct labor costs, and other factors, most other costs are also lower in China. Because labor is a major part of construction costs, and building codes are much less stringent, building costs are much lower than they are in the United States, and because taxes and land costs are also much lower, so are occupancy costs. Utility, insurance, and most business service costs are also less, as are most other costs.

      Another factor making China's manufacturing costs lower is the sharply reduced regulatory cost involved in meeting government codes for environmental and safety concerns. Some of the related costs that are higher outside of China are effective waste disposal; installation of all manner of safety devices and precautions; building standards; health costs; handicap considerations; environmental maintenance and aesthetic issues that incur related costs (billboard regulation, for example); regeneration requirements; and so on.

      On the down side, China's lower standards bring with them societal or hidden costs, ones that are being incurred now and will have to be paid later either in real terms or in degradation of the quality of life. To be sure, China is beginning to recognize the importance of some of these issues, and new laws and regulations will have an increasing impact in the future. For example, Beijing is now starting to enforce new environmental rules.

      Taxes in China also are far less than they are in the United States. You will find nowhere near the number of hidden taxes that face you in America. There is no sales tax, utility tax, gas tax, and so on. Corporate income taxes are much less. In some cases, with the application of tax credits for exporting, income taxes almost disappear.

      China does have some costs that we do not have in the United States. One major one is the cost of getting favorable and expedited government attention.

      
A Growing Infrastructure

      China is just now building the infrastructure necessary to support the industrial giant that it has already become. According to government figures, China's infrastructure investment is currently growing at a 22.8 percent annual rate.

      If you haven't been to China, or if it's been years since your last visit, or you did not have the time to observe and compare the “goings-on” then and now, you will be utterly amazed at what's happening and the changes being wrought in that country.

      To truly chronicle all the changes that have occurred would have required making scores of trips over the past decade, employing “time-lapse” photography, and taking copious notes with hundreds of detailed observations.

      In almost every phase of development, the differences are truly astounding. For example, six years ago, a trip in Guangdong Province from Shenzhen to Guangzhou by car took almost six hours. On the way, there was not one piece of farm equipment to be seen, or a commercial vehicle of any kind in the fields. There were several cars, and a large number of donkeys and oxen, but mostly people were doing their work with manual tools.

      Two years ago, on that same itinerary, the highways had been greatly expanded, overpasses had been added, and many other improvements had been made. Despite a great increase in highway traffic, the trip took only two and a half hours. Several pieces of farm equipment and a great number of farm trucks could be seen along the way.

      This year, on the same trip, there were too many farm equipment vehicles to count. There were also countless pieces of construction equipment, with many major projects in progress. Large tracts of land were being leveled. The trip by car now takes two hours, even with much-increased traffic. Highways have been improved more than enough to handle the additional vehicles.

      Cities and economic zones throughout China are undergoing the same type of transformation. There is literally about one construction project on every major city block. China has stated its official growth rate at about 9 percent per year. In economic zones, the growth rate is far greater, although in the more populated inland areas, growth rates have spurted upward in the last few years.

      There are great disadvantages to a dictatorship, of course. But China may be in a unique position to be able to demonstrate the advantages of a progressive, logical dictatorship. In an authoritarian environment, you do have the power to make and implement decisions quickly and efficiently. Many American businessmen find it easier to deal with the Chinese government than with democratic ones, which have many more considerations and variables. China is focused on trade and business development, and the government can often cut through many problems to achieve an end result.

      Despite the obvious drawbacks to being an “emerging” country, there are distinct advantages as well. If you are a keen observer of history, you can predict what has worked and what has not worked in other, more economically advanced countries. To give one example: Because China did not have the enormous investment in established wired-technology telephone systems, the country was able to leapfrog normal developmental steps and go directly to cellular technology. Today China is the leading nation in the use of cellular phones.

      The same goes for transportation infrastructure: China was able to emphasize air transportation over ground transportation. Airports are cheaper to build than are highways, and building them takes China into the twenty-first century faster. That is not to say that China is not greatly improving its roads and other land infrastructure; the highways being built also take advantage of twenty-first-century technology.

      
Labor and Other Costs: China's Secret

      Some people think that doing business in China is a panacea for all their problems. If they have a product made in China it will satisfy their needs at a lower cost. China is not a panacea, but the country does have one great advantage over the rest of the world: it has an extremely large supply of educated, cheap labor. That is its magic. China's labor force is not better organized, smarter, more creative, or more capable than anyone else's; as a matter of fact, the workers are not nearly as experienced, as well trained in advanced techniques, or as adaptable as the American labor force. But because labor is still such an overpowering factor in costs today, its one advantage still more than overcomes its shortcomings.

      One point that will take on greater significance as time goes on is that the huge advantage in labor cost that businesses in China have is hindering them from doing more to fix their shortcomings. Businesses can avoid fixing other problems and still operate economically. The labor-rate advantage masks other deficiencies.

      History tells us that over time things will change. Labor rates will move closer together, and manufacturing costs will become much more competitive. In China's case, the labor resources are so vast that it will take a long time to reach that point; however, it is estimated that more than 150 million people from China's rural areas have joined the work force in urban areas in the last five years, and that rate shows no signs of decreasing yet.

      There is another side of this coin to consider. People who work with China for the first time will find that they are, to some extent, trading one problem for others.

      While the direct price may be cheaper, there are many hidden costs that will be incurred to attain that lower cost. These hidden costs include mistakes due to miscommunication, misunderstandings, and different customs, ethics (tendency to cut corners when not directly supervised), and standards. China has some costs that we do not have here, including, as mentioned, the cost of getting favorable and expedited government attention — or failing that, the cost of not getting favorable and expedited attention.

      Then there are hidden costs involved in attaining contracts and motivating employees and others helping in your venture, as well as the costs in time, attention, and money that it takes to conclude successful agreements and to set up, supervise, and monitor their performance.

      You will see in the following pages that failure to invest in these extra activities greatly increases your risk of performance failure, regardless of any agreements. (See Chapter 13 for guidance on negotiation and other pertinent topics.)

      Recognize the hidden costs and constantly factor them into your equation at the same time that you are working to minimize them.

      
Health Issues

      Many — perhaps most — Americans who visit China experience some kind of malady. Almost every visitor to China reports that the incidence of sickness is far greater in China than at home. Furthermore, the limited statistics available show that the Chinese people themselves seem much more prone to colds, flus, and food-related illnesses than are their counterparts in America. The question is, what has triggered these health problems, and how do we prevent them? This became particularly critical during the SARS crisis. Interviews with a number of Americans who have experienced health problems, as well as with doctors both in the United States and in China, provide some possible answers.

      Avoiding Viruses

      The doctors interviewed agree that when you are in China your immune system is not nearly as effective as that of a Chinese person, who has had constant exposure to the bacteria base in that country. The most common sources from which you may pick up a virus are personal contact, air, water, and food.

      For protection against problems arising from personal contact, carry packages of cleansing wipes imbued with disinfectant (available at any drugstore), and use them discreetly following contacts. Also, pay special attention to washing or disinfecting your hands at every opportunity, with special care after using bathroom facilities. It's a good idea to carry toilet paper and seat covers with you.

      Other than wearing a mask, there is little you can do about airborne bacteria. Airplanes have been mentioned as a possible source of health problems, especially if they recircu-late air. On the ground or in the air, if someone is coughing or sneezing near you, it is wise to move away or at least turn away.

      Don't drink tap water. Bottled water is readily available almost everywhere in China now, so you should not drink the water served at a restaurant unless it is bottled.

      However, food is the most probable culprit for transmitting health problems; this conclusion is based on personal experiences and test cases. Don't experiment with small or little-known restaurants unless your hosts highly recommend them. Four- or five-star hotels usually have good and safe fare.

      The Chinese have a custom of business or formal dining that includes ordering a variety of different dishes and placing them on a large lazy-Susan-type tray. The tray revolves around the table, so that everyone can partake of every dish. The problem is that most dishes do not have a serving utensil devoted to that dish, so that people serve themselves from the various dishes with the same chopsticks that they eat with. This practically ensures that you will be sharing bacteria with others at the table.

      Fortunately, the Chinese also have the custom of allowing their guests to taste each new dish first. To be safe, you should take from untouched dishes what you think you will want before others have the opportunity to dip into it, and don't take second helpings. Then order a special side dish as an adjunct, if needed.

      Many people pick up some kind of health problem about once every three times they visit, but after following the practice of not eating from common dishes without serving utensils, the incidence of health problems is generally greatly reduced.

      If You Do Get Sick

      If you do catch something in spite of all precautions, you can take comfort in knowing that China does have a great health-care system. Be sure, though, to take someone with you who can interpret for you.

      Despite what you may have heard, the facilities of the better hospitals are very clean, their staff is very competent, their prices are very low by our standards (perhaps one-tenth of what they are in the United States), and they give Americans special attention. Just as in the United States, the quality of staff does vary from hospital to hospital, so ask your host or someone you know there which are the best hospitals in your city.

      One negative is that for most of the common ailments (flu and colds), the common medicines used in China are not nearly as effective as the medicines used in the United States, and the medicines are usually administered intravenously. I take a bottle of strong anti-viral pills with me just in case, but if you have an injury or would just like a doctor's opinion for any problem, don't hesitate to go to a good hospital.

      
Safety

      Many Americans are reluctant to do business with China because they fear operating under the authority of a Communist government. In fact, if you are simply buying legal goods from China, or having legal products made there on your specifications, you will probably not have much contact with the government. It will be much as it is in the United States, where you normally don't think about the government.

      If you want to make investments, or are running or setting up a business or marketing products in China, there is much that you need to know about the government. These subjects are discussed in other chapters, but this is really not a safety issue.

      For the most part, the government is very friendly. It realizes that China needs foreign capital and goodwill to build its economy. The government's attitude toward foreigners is very favorable. You will also find the police very friendly and accommodating. On more than one occasion Americans have said they have received favored treatment, such as being allowed to enter a barricaded entrance or a street, solely because they are American.

      Once in a while, especially on government-sponsored tours, you may get an overzealous guide who harangues Americans about our country's support for Taiwan independence and other political issues, but for the most part, you are safe from political harassment.

      Many people are afraid of China because it is a Communist country and because its justice system seems too harsh and arbitrary, and they may feel they could be in physical danger from the government. In fact, I do not know of a single businessperson on legitimate business who has been harassed by the government.

      One common question prospective visitors have is about crime in China. Yes, there is crime, and because of the lack of accurate reporting, exactly how much is not known.

      According to government statistics, juvenile (under age 18) crime has been up an average of 14 percent per year from 2000 to 2004, and up 23 percent in 2005; but remember that it is up from an almost zero base. There is also some reported gang activity. The younger generation apparently does not fear the government as much as its parents did.

      However, there are very few violent crimes. Violent crimes are dealt with in the harshest manner, and crimes against foreigners carry even greater penalties. You can still feel much safer in China than you can in most large cities in the United States. During years of travel to China, I have not encountered or heard of violent crimes against Americans. On the other hand, if you are planning to do something illegal, like buying or possessing drugs, you can expect incredibly harsh sentences.

      Private statements against government actions or policies are easily tolerated, but don't get up on a soapbox in Tiananmen Square and rail against the government. To avoid embarrassment or animosity, the best course to take is to be apolitical while you are in China. You should not worry, though, that you will be in serious danger simply for expressing your opinion.

      
Information and Statistics

      China is not and never has been an information society. The Chinese press is not free, and the government will not tolerate serious or potentially serious opposition to its decisions, policies, authority, or form of government.

      Because of government control of the press, and its policy of publishing only what it wants the public to know, you cannot rely heavily on published statistics or the accuracy of news. First of all, China does not keep statistics regularly and accurately. Accuracy and thoroughness are not as important as the need to save face. Historically, unfavorable statistics such as traffic fatalities, number of deaths from disasters, and crime statistics have been sizably underreported.

      However, in a recent move that, hopefully, has broad implications, the National Administration for the Protection of State Secrets and the Ministry of Civil Affairs decided that releasing information about disasters would no longer be illegal. The public's right to know is becoming stronger, as long as it doesn't threaten the current political order.

      The lack of accurate, formalized statistics becomes most important to you when you are researching anything or trying to find sources. In America you can get specific information sources, and you know what they contain, how to use them, and where to find them. There are information sources everywhere — libraries, research facilities, and so on. A plethora of companies large and small sell information of all kinds in all forms and formats. For most information in the United States, there are duplicate sources. America has become an information society. From early school years, Americans are trained to conduct research. Our institutions, companies, and even individuals keep statistics. There are many areas of official statistics with guidelines and even laws governing how statistics are gathered and recorded. You can usually trust most sources to be reasonably accurate and complete. America is a statistical society.

      China is neither a statistical nor an information society. It has no library system, no public research facilities, and no penchant for statistical accuracy and completeness. Children are not trained to conduct research or to seek sources of information. Because China has only recently been somewhat intellectually free, you will not find the seeking of information, or the expectation of access to information that Americans have. In China, sources of information have not had time to develop and mature, although there are nascent signs that this will improve.
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      TWO VERY SIGNIFICANT EVENTS for China occurred in 2001. One was the awarding of the 2008 Olympic Games to China, which happened in July 2001. Another was China's entry into the WTO in December of the same year. These two events deeply affected China's destiny and its self-image.

      China is the oldest culture on earth, once known for its creativity and admired by other nations. In the modern world, China has been seen as a second-class nation. Being awarded the Olympic Games and entering the WTO marked China's acceptance by the world as a powerful, prestigious nation. The pride of everyone in China, from the commoner to the highest official, in hosting the 2008 Olympics cannot be overestimated. (To see the official Olympics Web site, go to  www.beijing-2008.org .) The 2008 Olympics in China will be a huge success. China cannot accept anything less. The whole country has been preparing for it and has been anticipating it since it was first announced. The staging of the Games is meant to say to the world that China has arrived, and that it is a nation to be reckoned with once again.

      China's own athletes will probably excel at the 2008 Olympics. The country has a very thorough and modern training program to prepare its athletes for international competition. The Chinese athletes will likely be first in both total medals and gold medals, and they will win events they have never won before. China's national pride is at stake.

      This emphasis on the Olympics is making people all over China more aware of sports in general. That awareness can be used to advance some sports-related business concepts.

      The other major event of 2001 — China's entry into the WTO — has served to announce the importance of China as a trading partner, its embrace of the concept of free trade, and its acceptance by the world. It has also given China's fledgling business community confidence in the country's future economic policies and direction.

      
The Political Climate

      There is a widely held belief in the West that political and economic freedom must go together. China is trying to disprove that belief.

      In China, public opinion is not sought after or followed, as it is in the United States. In discussing the attitudes of the Chinese, we must distinguish between the government and the people.

      The government is very difficult to predict. There are certain actions and behaviors that usually succeed in achieving an objective with the government, but government policy can change in an instant. If that happens, whatever has been agreed upon no longer stands. The government seldom takes back its actions, but it often takes back words and perceived promises. Government people in China think and act differently than the general population, making them less predictable.

      Unlike in America, where people support government policies whether they voted for them or not, the Chinese people do not see themselves as having any responsibility for the government. They are acted upon by the government. They are resigned to being ruled by the government.

      The attitudes and many of the observations and comments made in this book are about the people, not the government. Many of the older people (over age 55) have strong memories of repression, but most people, while inwardly decrying the stupidity of individual rules or laws or the direction that the government is taking, are absolutely resigned to accepting governmental rule.

      Don't count on revolution in China, but rather evolution. Of course, that means stability and safety, at least from the risks associated with some other less stable governments.

      What Americans perceive as rights, the Chinese see as privileges, which makes them more accepting and tolerant of problems. They point to the string of economic successes and the memories of much harder times as proof that the government is on the right road.

      Because of the successes of liberalized economic policies, further encouragement of free, private enterprise can be expected. On the other hand, don't expect liberalized political policies.

      To the Chinese people, freedom means something different than what it means to us. Clearly, the people are much freer in most areas than they have been in the past, but they do not have freedom of political thought. They can speak out against rules and regulations and can criticize the effects the rules have had, but they are not free to try to change the system of government that made those rules, or to engage in any organized action, such as a demonstration or assembly. In China, there is no right of assembly.

      While economic and political freedom may go hand in hand in America, the government in China has no intention of democratizing the country or even of gradually allowing too much more popular influence in the government. The thing China's leaders most fear is popular participation that would challenge the governmental decision-making process.

      However, Beijing has learned some valuable lessons. The Chinese leaders have shown themselves to be intelligent, heuristic managers, but they remain steadfast in their beliefs. They have learned that putting forth a friendlier face to the world and to their own people is in their best interest. They have learned that granting freedom wherever it does not threaten their form of government is a very good idea. It frees administrators from some difficult decisions and some harsh criticism; it gives their people and foreigners the appearance of freedom; and most of all, it creates a more successful society.

      Any appearance of freedom is in the government's best interest. Beijing is making some concessions to the public demand for participation. Regarding the question of how to narrow the income gap (discussed later in this chapter), the government chose 20 people from among 5,000 applicants to be heard on the subject. As unimpressive as this might seem to people in a democracy, to allow any public input is a major concession for China, which has shown few gestures in that direction.

      The Chinese people seem to easily accept an autocratic government. There is no fomenting revolution, peaceful or otherwise, in the offing. Most people alive in China today are too young to remember the exceedingly oppressive policies of Mao Zedong's anti-intellectual movement and the millions of deaths caused by his autocratic leadership.

      Censorship

      People who think that freedom has come to China, or that freedom is on the way, should examine Chinese policy on censorship. The Chinese government, unlike that of the United States, takes a proactive role. China perceives the Internet as a political threat, because users could get news from independent sources and have virtual meetings and potentially mind-influencing political discussions outside government control. Consequently, the government has imposed certain censorship rules on the search engines, on pain of being banned from China altogether.

      The government still controls the media and all content. Beijing decides what will be said, and when, and how. The government uses the media to put across its own opinions and policies.

      The propaganda department of the Communist Party issues guidelines for different stories to the only official news agency, Xinhua, and if newspapers, television stations, news Web sites, and other sources of news in China want to avoid problems, they will follow those guidelines.

      When China allowed Internet use to spread to the general population, many people thought it would bring an end to censorship. They thought that because of the inherent freedom of the Internet, it would be almost impossible to have effective censorship of it, even if Beijing wanted it. However, they miscalculated the priority the Chinese government places on control of any possible organized opposition to Communist rule. The Internet offered a forum that, if not strictly controlled, could be used to establish and promote free public thinking on politically sensitive issues, and eventually to organize and direct opposition to the government itself.

      China has devoted whatever resources were necessary to control this potential threat. About 30,000 government-employed censors are now patrolling Internet use. There is a vast pool of Internet users in China, and the potential for many more users.

      Beijing saw that it needed to control the search engines, many of which were foreign. It issued a veiled ultimatum to foreign search companies to acquiesce to restrictions or forgo the vast and developing Chinese market. The search companies chose to acquiesce. Therefore, there is the interesting scenario of American companies — the bastions of Internet freedom such as Microsoft, Yahoo, and Google — placed in the role of censors working for the Chinese government against computer users who are trying to learn more about topics such as democracy and political freedom, which the government forbids.

      Microsoft's China-based Internet portal does not allow the words “democracy,” “freedom,” “human rights,” “Taiwan,” “Tibet,” or “demonstration,” or many other words that the government finds offensive for being politically sensitive, illegal, or pornographic. And in March 2005, new regulations were put in place that requires all China-based Web sites to be registered with the government.

      In exchange for being allowed to do business in China, the American Internet giants have also cooperated with Beijing in its censorship efforts. Not surprisingly, most Americans do not know of this cooperation between freedom-espousing American Internet companies and the Chinese government in helping to quell any interest in the democratic process that Americans are supposedly trying to proliferate, since these companies downplay such disagreeable news from the American people on their news Web sites.

      In September 2005, China imposed new regulations to control content on its news Web sites. These regulations were issued by the Ministry of Information Industry and China's cabinet, the State Council, to standardize the management of news and information. Sites can only post news about current events and politics, and at that, only “healthy and civilized news and information that is beneficial to [China's] economic development and conducive to social progress will be allowed.” It is further stated that “Sites are prohibited from spreading news and information that goes against state security and public interest.” Those laws, in the manner of other Chinese laws, are worded in such a way as to be open to interpretation.

      A Chinese journalist received a ten-year sentence in September 2005 for criticizing media restrictions in an e-mail. Information used to convict him was furnished by Yahoo.

      Another disturbing development for Americans is that Yahoo has taken to censoring the news it disseminates to us. The Reuters news story on the September 2005 incident was reproduced on Yahoo that morning, but it was quickly removed when Yahoo realized the story was critical of the company's cooperation with the Chinese government in the conviction of the Chinese journalist.
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