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QUESTION 1. Areas in political or social conflicts are high risks but also have great potential for business. Give an example of one such area why you think doing business in this area makes good business sense. For guidance you could consider one of the following: 

a) …

b) …

c) …

d) Taiwan investment in China – politically risky?

e) …

f) …

g) …
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A trap or An Opportunity: Taiwan Investment In China

Current issues

AT the beginning of this year, China and Taiwan became the new WTO members. Eventually, Many restrictions should be removed under the WTO's pressure. "The three links": direct shipping, aviation, communication would come true in the near future. However, The cross-strait relations fluctuate frequently by a series of provocative statements.1 just one month's age, Taiwan's president Chen Shui-bian announced a new statement. That is "One state on each side". But one week later, Taiwan government announced new rules allowing the island's semiconductor manufacturers -- including the world's top foundry, Taiwan Semiconductor Manufacturing Co., and No. 2 United Microelectronics Corp. -- to invest in chip fabs in China. Furthermore, China is in a sensitive power transaction period this autumn, therefore the cross-strait relationship goes up and down and the political environments are not clear.

A trap?

As more than $50 billion Taiwan investment in China, China is playing a key role in Taiwan's economy. Taiwan businessmen are attracted by the opening policy and improving infrastructure offered by China government. Is it a trap? Taiwan government are afraid of the manufactures being hollow out step by step and worried about their over-dependence on China.2 But they have no choice other than transfer their manufactures to lower the cost of labour; otherwise they will lose their competitiveness. Meanwhile, China has become Taiwan's biggest export market. More than $20 billion goods export to China each year. Top trade products include mechanical appliances and parts, electrical machinery and parts, textiles and plastics. As a result, Taiwan's economy more deeply depends on China market. However, the political climate would change unpredictably. Is it a trap? Some hi-tech investments might improve China's military technology. China might expropriate Taiwanese firms to get useful information. Adverse changes in tax laws can destroy their firm's profitability easily. Their businesses have to follow many unequal laws and regulations. For instance, it’s difficult for Taiwan investors to withdraw their businesses from China according to the laws.3 Even worse, once the war breaks out, Taiwan investments would be threatened through Confiscation or expropriation. According to the political risk assessment in China, China is more likely to have civil war or civil riot than other countries.4 At the moment, China would hold Taiwan investments as their advantage when negotiating with Taiwan government and likely use Taiwanese investors to force political concessions from Taiwan. Some Taiwan executives said that China used one hand to attract investment, the other to threaten. Taiwan government has already felt the huge pressure coming from the businessmen, and has more restraints when making policy. But most of the Taiwan businessmen feel confidence about their future and pride of their braveness of embracing the risk.5
An opportunity?

China is continuing the open policy and the economy reform. It continues to adopt market-oriented economic policies with the political system remain the same. China is an emerging market for the world. The entry of China into the WTO is forcing China to open up widely. Many MNCs are eager to join this party. China offers cheap labour, huge market. Chinese consumers have an approximate $1 trillion in individual savings deposits.6 Because of China's many years of carrying out centrally planned economy, the goods are poor quality and scarcity under state control. Many investors have recognised the potentially rich market China offers. The education level is getting higher. More and more bachelors, masters, even PhDs from campus gather in main cities, such as Beijing, Shanghai and Guangzhou. The infrastructures are improving. Shanghai has already become a modern international metropolitan meeting the advance business request. On the other hand, Taiwan has strong R&D, advance management and sufficient capital. Right after Taiwan businessmen cooperate with or buy China’s state-own companies which are going to bankrupt, the companies become productive and profitable. All above suggest that their economy is complementary. Furthermore, they have same language and similar culture. Westerners cannot have the same advantage as Taiwanese. Taiwanese firms are easier than westerners to deal with China, because of their common ethnic heritage and shared language.7 For these reasons, Taiwan takes the advantage of China's overwhelming development these years. Recently Taiwan government abandons its "be patient, go slow" policy, which indicates more integration with China. So they can cooperate with each other for their mutual benefit. For example, Taiwanese electronics companies can take advantage of china's cheaper labour and abundant natural resources.

Impact

The cross-strait relation effect Taiwan investment in China, contrary, the investment can stabilise the cross-strait relation. The economy integration can ease political differences. The huge amount of money at stake would guarantee that the war doesn't happen. The businessmen become the intermediate between Taiwan and China. The investment contributes to China’s economy, helping to improve education, transportation and other municipal services and paying tax. Also it may have a significant political impact. It can counter efforts by host governments to restrict their activities.8 As China's economy are growing, the government don't want to ruin its achievement. As China's living condition improving, more people like peace and stable, they are willing to accept the new ideas, the Chinese leaders will give up their military threaten. Peaceful reform would more likely happen.

Conclusion

Even though the cross-strait argument is still going on and China has a considerable unemployment rate, the political environment remains relatively stable. The integration is irresistible. Taiwanese doing business in China makes good business sense. But attractive profit always comes with large political risks. Political risk assessment is important before they making the business decision. Then they can get both places' advantages together to generate huge profit. They invest in factories and assembly plants to access the low-wage labour and go around the trade barriers. However, they need to ready for paying reasonable amount to maintain their guanxi with some related authorities, as the corruption is still serious in China.9
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