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Introductions

ArnoldKwongis a management consultant who
has taught and donextensive highechnology,
manufacturingand related business in the US,
China, and Europe

The China Challenge is to stimulate discussion
FdzidzNBa F2N / KAYIl | yR
challenge your assumptions and perspectives.



The Context

The future of Chinese influence in thes21
Century will descend from the conflicts of the
past to the confluence of compelling trends,
paradoxical concurrence, and demographic
destiny.

The results of that influence are the shapers of
economics, diplomacy, geopolitical reality, and
technology for the next century.
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You can't solve a problem? Well, get down and
Investigate the present facts and its past history!
When you have investigated the problem
thoroughly, you will know how to solve it.
Conclusions invariably come after investigation,
and not before. Only a blockhead cudgels his
brains on his own, or together with a group, to
"find a solution” or "evolve an idea" without
making any investigation. It must be stressed
that this cannot possibly lead to any effective
solution or any good idea.



Mao, Oppose Book Worship (May 1930), 1st
pocket ed., p. 2



The Chinese Challenge

The title Is taken as an homage to:
The American Challenge (1968)

ne World Challenge (1981)

ne Chosen and the Choice (1988) [co]

by JearJacquesservanSchreiber

ServanSchreiber i1s a French futurist who looked at
USEuropean relations.



China Today

* Running water system coverage in urban area is 88.8%.
* (Gas system coverage in urban area is 81.6%.
* Average green land/per person in urban area: 7.4 square meters.
* Avgresidentialspace/personn urban:24.9sq m.(Minof Construction;11/05)
* There are 5 provinces with population over 50 million (2001)
* Population 1.29533 billion (about 22% of total population in the world)
Most populated administrative region: Henan Province (92.56 million)
Leastpopulated administrative region: Tibet (Xizar{2.62 million)
Province fastesihcrease irpopulation(10 years)suangdond37.5%);
University graduates in every 100,000 people: 3,81422in 1990)
The yearly average net increase of population: 12.79 million
The percentage of those who are over 65 years old: 6.96%
Total Number of Military Service Personnel: 2.5 million
The average lifespan: Male: 69 years; Female: 73 years
660 cities by the end of 2002, of which
10had populations of more than 4 million each in the urban area;
23, between 2 and 4 million;
138 between 1 and 2 million:
279, between500,0001M; 171, between200-500,000 39, less than 200,000.
Soas of 2002, China had 171 cities with population over 1 million.

* Ok ok ok ok k ok *  F



Conventional Wisdom

A Million Manhattan Projects, THOMAS L. FRIEDMAN, NY Times
5/24/06

So we're toast, right?

| mean, that's pretty much the pervasive global assumption these day:
The 19th century belonged to England, the 20th century belonged to
America, and the 21st century will belong to China. Tell your kids to
study Mandarin.

I'm second to none in worrying about U.S. education and industry
meeting the challenge of a rising China and India. But after a year
traveling all over America talking to educators and innovators, | am no
yet ready to cede the 21st century to China. No, not yet.



"Several decades ago, my parents told us to eat
because the children in China and India are
starving. Today, | tell my children to learn
because the children in China and India are
a0FNBAY3I F2N GKSAN 2;

he Globalization EvangelisiTfhomas
Friedman. By Michael Anti. November 24,
2006. Oriental Outlook Weekly Magazine



When | was growing up, my parents used to say
to me, "Tom, finish your dinner people Iin

China are starving." But after sailing to the
edges of the flat world for a year, | am now
telling my own daughters, "Girls, finish your
homework-- people in China and India are

a0F NODAY3I F2N) 82dzNJ 220 ¢

It's a Flat World, After All, Thomas Friedman,
NY Times, 4/3/2005



The Conclusions

AThe reality of Chinese consumerism,
technology, and money will be distorting for
societies based on commodities and
demographics.

A=choes of 20 Century conflicts will continue to
cause ripples not manageable by*Xlentury
politics.

AResource management for desired objectives
will become the political touchstone.



The Investigation

Adistorical Events
Alechnological Change
ADemographics

AEconomics

Alime



"What becomes of the surplus of human life?

It is either,

1st destroyed by infanticide,

as among the Chinese ahdcedemonianor

2nd it Is stifled or starved,

as among other nations whose population Is
commensurate to Its food; or

3rd it Is consumed by wars and endemic diseases;
or

4th it overflows, by emigration, to places where

I &AdzN1JX dza 2F F22R Aa |0

James Madison, 1791



Demographics

A Demographigressures and growth
AdGhyS / KAfR t2fA0es
A Larger Male Population

A Growth in diverse population centers

A Improved medical availability

Result: More People, Different Choices:
LT 0KS ARSFEf A& 2VyS
more Chinese votes be more important?

LJ



Demographic Destiny
Do countries with younger populations get to
choose the destinations of politics, technologies
and resources?
Brazil, Russia, India, China, Kagd&2RICK
Canada, Australia, USA, Turkey

Ripples of the 20 Century



Resources and Raw Materials

Key resources and raw materials of empires:
1) Enable transportation

2) Enable commerce

3) Solve problems for people with money

4) Create virtuous circles

5) Obviousg but not convenient



Resources and Raw Materials

Mistorical Events

A China has history and experience with raw materials
changing economics and daily behavior.
Alechnological Change

A Technological changes driven by Chinese trade were
compelling and long lasting.
ADemographics

A Demographic effects were long lasting and dominant.
AEconomics

A Trade was sufficient to drive large portions of great
multinationals

Alime

A 350 Years have continued the trend



Resources

Resources are importamtresource
management is critical for the future.

The real resources for the 2Century:

A Knowledge
A Environment/Natural Resources

A Human/Cultural/Political Capital
A Organization



Radical Change: technological produc

Mistorical Events

A Known desirable product
Alechnological Change

A Difficult process technologyOl v Qi 0 S RdzL
completed product
Memographics

A Multiple-use good (usable by everyone)
AEconomics

A Rarity, status value, neperishable, transportable
Alime

A Product is known for decades before widespread use
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Chinese Exports, 2002008 proj from JanrrJun), China Customs Statistics



Unbalanced Trade

Asymmetric trade
Technology
Money
Perceived Value

Transportation Costs
Time/Distance/Energy

20 Centuryc Economic Warfare (boycotts,
sanctions, trade wars, trade isolatioryberwars
terrorism on tourists will result in long term
ripples to affect multiple economies in the21



B Automatic data processing machines and
units

B Textile garments
Steel products

M Furniture

B Footwear and parts thereof
Electronic integrated circuits &
microassemblies

M Textile yarn, fabrics and make-up articles
Refined petroleum products

B Motor vehicles and chassis
Electric motors and generators

M Toy

M Aquatic products

H Coal

M Paper and paperboard
Cereals and cereal flour

B Synthetic organic dyestuff

B Crude drugs

Wood sawn lengthwise, sliced or peeled

Proportions of Chinese Exports, Japr 2008, Customs Statistics



Pause

Key Takeaway for The Investigation:

Investigating present facts and past history mus
lead to looking at conventional wisdom and
assumptions with a different viegya Chinese
viewpoint.



Paradoxical Concurrence
My Dictionary:

Concurrence (nhoun)

1. Agreement about meaning

2. Operating at the same time or events
3. Simultaneous happening



Paradox

A Richer become richer while the poor are not
iImproving as quickly.

A Technology changes incredibly fast while the
processes of manufacturing change ever more
slowly.

A Knowledge grows at fabulous rates while
expertise becomes scarce.

A Wealth accumulates while others build debt.



Chinese Consumerism

Chinese consumerism differs from western
consumerism by color, flavor, and texturen
other words by nuances of culture and
perspective.

A Chinese love to shop

A Groceries are a day old in the late afternoon
A Buying is great debt is not

A Functional is good (with status better), but
fashion is not an essential.



Knowledge begins with practice, and theoretical
knowledge which is acquired through practice
must then return to practice. The active function
of knowledge manifests itself not only in the
active leap from perceptual to rational
knowledge, but and this is more importantit
must manifest itself in the leap from rational
knowledge to revolutionary practice.



Mao, "On Practice" (July 1937), Selected Work:
Vol. I, p. 304.



Future of Concurrence

A Riches accumulate and become more
distributed

A Technology changes faster while
manufacturing evolves

A Expertise grows with time and experience
A Capital finds new roots

Un-forecast affects for trading partners, allies,
enemies, and neighbors.



Wealth Manages

Wealth Is a counterbalance to capital

iInsufficiency, immature capital markets, low
economic dynamism, and stagnating
government influences.

Wealth, like faith, manages.



Chinese Foreign Currency Reserve

China eyes gradual sale of special bonds
(Reuters) Updated: 20007-02 11:30

SHANGHAIChina's sale of 1.55 trilliojguan($203.6 billion) in special domestic bonds
to finance its fledgling overseas investment agency will be carried out in stages, a
senior central bank official said in remarks reported on Monday.

The country's stock market has been hit by the planned bond issue, approved by
China's parliament on Friday, as investors fear it will pull funds from the market.

"The plan will be carried out gradually according to its monetary policy," Yi Gang,
assistant governor of the People's Bank of China, told the Shanghai Securities News.
reiterated the Finance Ministry's view that the bond issue would have only a neutral
impact on the domestic economy, the newspaper said.

The Finance Ministry indicated on its Web site on Friday that it would issue the bonds
directly to the central bank in exchange for part of the $1.2 trillion in foreign currency
reserves under the central bank's control.



Chinese Banking

A Equity Holdings in Companies Permitted
A State subsidies for Staenterprises

A Large holdings to enable economic
imperialism



Global Fortune 500 List Includes 35 Chinese Fir

Juy1i¢ KA &4 &SIFNXa Df2o6lf C2NIdzyS pnan
the mainland, three from Hong Kong and six from Taiwan.

It is the best showing of Chinese companies in the list thus far.

CKS O2dzy iNEQa fFNHSAU NBFAYSNI {Ay2
followed by State Grid, ranking at 24th place, China National Petroleum at
25th and HorHaiPrecision Industry at 132nd place and ICBC at 133rd.

The list also included 19 Stavevned Chinese companies under the central
government that dealt in the energy, financial and telecommunications
iIndustries.

| KAyl Qa 02L) 6lyla 6SNbB Ay 0KS ftAaad
Bank of China, China Construction Bank, Bank of China and Agricultural Bar
of China.

China Briefing News



The Global Fortune 500 list was topped by U.S. retailerNeal with sales of

US$378.8 billion followed by Exxon Mobil with sales of US$372.8 billion, Royal Dutch
Shell with US$355.7 billion, BP with US$291.4 billion and Toyota Motor with US$230.
billion.

WalMart was the only retailer featured in the top 10.

U.S. companies occupied 153 places among the top 500, nine companies less
O2YLI NBR G2 fI 8SINQR3d McH® C¢KS L P{ D
Stearns, Nike and Gap.

On the other hand, the list featured 64 Japanese firms, 39 French firms, 37 German
firms and 34 British firms.

India had seven companies placing in the list led by Indian Oil and Reliance Industrie:
while Russia had five, including its biggest oil compa@agprom

Global Fortune 500 companies reported a total revenue of US$23.6 trillion, an
increase of 13 percent from a year ago while total profits reached US$1.6 tr|II|on up
3.9 percent. The list ranks all companies in the world based on their revenues only

All data is for the fiscal year ended on or before March 31, 2008. Revenue and profit
figures for nonU.S. companies have been converted to U. S. _dollars at the average
SEOKIFY3aS N}YGS RdzZNAYy3I SIFOK O2YLI yeQa TA



Pause
Key takeaway about Concurrence:

CKS / KAYSaS R2y QU OAS.
problem to be solved.



The Manufacturing Route to Powet

Ownership of plant and process technology
provided foundation routes to power for
western countrie< in the form of
manufacturing based mercantilism.

Wealth generation also created a new poveer
gentry without land, title, or court influence.
How Is the resource of wealth managed?



Historical Events
Accumulation of wealth
echnological Change
Accumulation of basic technical kndvow
Demographics
Suitable workforce
Economics
Capital and workforce were available
Time
Sufficient time to get to market and be
sustained in the market




Examples

Britain and colonies ¥8and 19" Century
American in the 20 Century

A Historical Events: Accumulation of wealth
A Technological Change: Basic kAoow

A Demographics: Suitable workforce

A Economics: Capital and workforce available
A Time: Sufficient time to get to market




Proportions of Export Destinations for Chinese Trade-Afar2008) Customs Stats



