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China's labour market

The next China

As the supply of migrant labour dwindles, the workshop of the world is embarking on a migration of its own 

Jul 29th 2010 | CHONGQING and FOSHAN 

THE angrier they become, the less intimidating they seem. The strikes, stoppages and suicides that have afflicted foreign factories on China’s coast in recent months have shaken the popular image of the country’s workers as docile, diligent and dirt cheap. America’s biggest labour federation, the AFL-CIO, blames imports from China for displacing millions of Americans from their jobs. But in June its president applauded the “courageous young auto workers” who waged a successful strike at a Honda plant in Foshan demanding higher wages.

While foreign unions cheer, multinational companies fret. According to UNCTAD, foreigners have invested almost $500 billion in China’s capital stock. Their affiliates employ about 16m people in the country. For a decade this combination has dominated global manufacturing growth, dispatching ever cheaper goods from China’s ports. Of China’s 200 biggest exporters last year, 153 were firms with a foreign stake. But the recent unrest has put Chinese labour at odds with foreign capital. 

Firms may have to get used to bolshier workers. The number of young adults is set to shrink, which is likely to make China’s factory boys and girls harder to please. But then, as the AFL-CIO points out, China’s workers are due a pay rise: their share of national income has fallen in the past two decades, contributing to China’s low rate of consumption. As pay goes up the country’s domestic market will become more lucrative. Foreign firms that came for the workers will stay for the shoppers. China will become more of a workshop for itself and less of one for the world.


The workers are revolting 

Labour unrest in China is more common than you may think. The country’s courts handled more than 280,000 labour disputes in 2008, according to Outlook Weekly, an official magazine. It is difficult to know if unrest is growing, but the government at least seems to think so. The same source reports that disputes in the first half of 2009 were 30% higher than a year earlier. Guangdong, a favourite province for foreign companies, suffered at least 36 strikes between May 25th and July 12th, according to China Daily, a government newspaper.

As students of Karl Marx and of history, China’s party leaders will know that labour movements can begin with economic grievances and end in political revolt. By concentrating people in one place, Marx argued, factories turn a crowd of strangers into a “class”: conscious of its interests, united with each other and against the boss. But workers in China’s coastal factories have hitherto shown little class-consciousness. They migrated from all over the country, jumped from one plant to another and retreated to their villages when times were bad.

Their new assertiveness may reflect a labour law introduced in January 2008, which gave workers more contractual rights. The strikers at Honda were better educated than the average rural migrant and also trained together, which may have given them the social glue to organise their protest. The malcontents may also represent a generational shift among migrant workers. According to John Knight and Ramani Gunatilaka of Oxford University, they no longer compare their lot with the rural folk they left behind, but aspire to urban standards of living.

The strikers have also taken advantage of the government’s willingness to indulge nationalist sentiment. The police are far less likely to charge at you with batons if you strike in a Japanese-owned factory rather than one owned by the state. At Honda the workers complained that their wages were disproportionately lower than those of their foreign managers. “Aren’t Chinese as good as the Japanese?” one asked. Though any form of protest worries party officials, they have not tried to crack down on the recent unrest in foreign-owned enterprises. As workers shouted their grievances to journalists at the gate, police kept their distance.

China has the world’s largest manufacturing workforce: more than 112m people at the end of 2006, according to Erin Lett, formerly of America’s Bureau of Labour Statistics, and Judith Banister of the Conference Board, who include enterprises in China’s towns and villages, where 70% of its metal-bashers work. This workforce is still cheap, costing $0.81 an hour, by the authors’ estimates, or just 2.7% of the cost of their American counterparts.

But it is not as cheap as it was. Workers’ compensation rose by more than 9% a year in dollar terms from 2002 to 2006, according to Ms Lett and Ms Banister, and by over 11% in the cities. A new study by Dennis Tao Yang of the Chinese University of Hong Kong, Vivian Chen of the Conference Board and Ryan Monarch of the University of Michigan suggests that Chinese workers, in the cities at least, are now as expensive as their Thai or Filipino peers. 

Lately strikers in Guangdong have done even better. Those at Atsumitec in Foshan, which supplies gear parts to Honda, returned to work on July 22nd with a pay rise of 47%. Several cities have raised the minimum wage by up to 20%. Ministry of Agriculture data say that migrants’ wages rose by a sixth last year, to 1,348 yuan ($197) a month (see chart 1).

[image: image1.png]Getting dearer 1]
Average monthly wage of Chinese | Realwage,

: s change on
migrant workers, yuan previousyear

(7] 1500
By
s
-
1o

o

2006 05 06 07 08 09
Source: John Knight, Deng Quheng and L Shi





These rapid advances may be no more than a post-crisis blip, retrieving ground lost during the worst months of the global recession, when minimum wages were frozen, 670,000 labour-intensive factories shut down in the coastal cities of Guangzhou, Dongguan and Shenzhen, and 25m migrants lost their jobs. But they may also be a taste of things to come. A number of economists believe China has reached a turning-point in its development, having exhausted its supply of surplus labour. Others think this conclusion premature. Calculations by Mr Knight, Deng Quheng of the Chinese Academy of Social Sciences and Li Shi of Beijing Normal University imply there are still 70m people in China’s villages who might be expected to leave in search of work, given their age, family obligations and so forth.

Mr Knight and his co-authors suggest that the labour market may still be “segmented”, so that a surplus of labour in the countryside can coexist with shortages on the coasts. China’s land policies and its household-registration system, or hukou, may be partly to blame. Villagers risk losing family plots if they do not tend them. At the same time, they cannot enroll their children in city schools or benefit from many other public services until they have been officially acknowledged as permanent urban residents. That can take years.

Policy aside, people over 30 are much less likely to shoulder their bindle stick and seek their fortunes. Having risen for the past decade, the number of Chinese aged 15 to 29 will fall quite sharply after 2011, according to the United States Census Bureau (see chart 2). The drop is already evident in university applications, which have declined for two years in a row, notes Stephen Green of Standard Chartered.
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The workshop of the world, in other words, is ageing. As China’s villagers grow older, coastal factories will have to offer higher wages to tempt them to migrate. One-sixth of non-migrants say they are too old to go, even though they are under 40. The end of surplus labour is not an event, but a process. And that process may already be under way.


Pay versus production 

How much damage this will inflict on the competitiveness of China’s manufacturing depends not only on how much the workers are paid, but also on how much they produce. From 1995 to 2004, for example, labour costs in China’s bigger firms tripled, according to a study by Ms Chen, Bart van Ark, also of the Conference Board, and Harry Wu of Hitotsubashi University. But labour productivity more than quintupled. The result was that unit labour costs fell by 43%. Chinese manufacturing became more competitive, not less.

But repeating that trick will not be easy. Insofar as they can be tracked, China’s unit labour costs have risen more often than not in the past five years, thinks the World Bank (see chart 3). That is starting to show in the notorious “China price”, which once undercut all rivals. Between the summers of 2006 and 2008 the prices Americans paid for imports from China rose by 6%. They fell during the crisis, but are rising again. That may leave room for lower-wage countries to enter industries China is graduating out of.
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Vietnam, for example, is often touted as the next China. Its stock of foreign direct investment has tripled since 2000 and its exports have quadrupled. In July Hoya, a Japanese maker of optical glass, announced a $146m factory near Hanoi to make the glass substrates from which hard disks are fashioned. Intel is due to open a $1 billion plant, assembling and testing silicon chips.

Vietnam is cheap: its income per person is less than a third of China’s. But its pool of workers is not that deep. Strains are already showing in its labour market. Workers downed tools 95 times in the first three months of this year. The Communist Party has decreed double-digit pay rises and firms are grumbling about a new labour law. Vietnam is not perhaps the sanctuary from strife that firms fleeing China’s coasts might wish for.

The next China may instead lie closer to home: within China’s borders, but away from its coasts. Three inland provinces are wooing Foxconn, the Taiwanese electronics company which raised pay in its coastal plant after a string of suicides by workers. Another, Anhui, is only a few hundred kilometres up the Yangzi river from Shanghai, but its income per person belongs to another realm. Foreigners invested $3.8 billion in the province last year, pursuing cheaper land and labour.

Unilever, which moved production from Shanghai to Anhui’s capital in 2002, said in April that it would increase its investment in the province by $103m. More telling, perhaps, is the arrival of firms from Guangdong, such as Midea, an electronics firm, and Konka, a television-maker, which bought a refrigerator factory. Anhui’s home-grown champions, such as Chery Auto, are also expanding. Heli exports forklift trucks to over 40 countries. Last year the province’s economy grew faster than those of its more celebrated coastal neighbours (see chart 4).
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The interior has demographic depth: Anhui alone has a population of 62m, about three-quarters of Vietnam’s (although about a fifth of its labour force already works outside its borders). Provinces farther west are even bigger: Sichuan has 82m people. How far upriver might Chinese manufacturing travel? Over 2,500km from Shanghai, where the brown Yangzi meets the greener waters of the Jialing river, the city of Chongqing is flourishing. It is the centre of a municipality of 28m people, run directly by the central government. The municipality’s GDP grew by over 19% in the year to the first quarter. 

Chongqing’s residents describe it as a “vertical city”, its hilly topography accentuated by the skyscrapers above and the deep pits below, where the foundations of new towers are being laid. The city’s best-known skyscraper, named the New York, New York tower, pays homage to the Chrysler building. But Chrysler itself is now second to a Chongqing carmaker: Chang’an Automobile sold 1.9m vehicles last year compared with Chrysler’s 1.3m.

In January Hewlett-Packard (HP) made its first laptop in the municipality, where it has built ten production lines. The company says it was attracted by Chongqing’s forward-looking government, among other things. The municipality’s growth also owes a lot to a steady feed of state-backed investment. Many of its manufacturing firms trace their origins to China’s defence industry, which Mao Zedong moved inland to make it harder to bomb. It also benefited from last year’s stimulus spending and the government’s “Go West” campaign of tax breaks and infrastructure projects, which is now ten years old.

But Chongqing remains more attractive as a gateway to inland China than as a workshop to the world. According to Bo Zhiyue and Chen Gang of the East Asian Institute, 90% of its industrial output is sold domestically. In the interior, cheaper labour is soon overshadowed by costly logistics, argue Zeyan Zhang of the University of Sydney and Miguel Andres Figliozzi of Portland State University. China’s seaboard ports are impressive. But it still lacks a national trucking service, leaving companies at the mercy of a patchwork of provincial and local operators.
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Sold up the river 

Just over half of the 270 companies surveyed last year by the American Chamber of Commerce in China have a presence outside the country’s established hubs (the Bohai region, including Beijing; the Pearl river delta, which encompasses Shenzhen; and the Yangzi river delta around Shanghai), but only 17 did so to take advantage of lower costs. HP sees its Chongqing plant as a way to get closer to its inland customers. 

Chongqing’s government is doing its bit to improve its links with the rest of China. To enter the city from HP’s plant in the rural periphery, cars traverse a 3.8km tunnel through a mountain. The government is quadrupling the size of its main airport and a high-speed railway will eventually connect to Shanghai. And HP benefits from a special express postal service to 375 cities and counties in western and central China.

Coastal exporters interviewed by Ms Zhang and Mr Figliozzi complained that western boomtowns were competing with them for men and materials. Trade between the coast and the inland provinces was crowding out trade between the coast and the rest of the world. Trucks carry goods inland, but return empty.

The redrawing of China’s industrial map may, therefore, contribute to a rebalancing of its economy. The rise of the inland provinces will push up demand for labour, even as China’s baby-bust reduces supply. As a consequence, wages will rise at the expense of profits and China’s workers will take home a greater share of the national cake. This will add to households’ spending power and erode China’s high saving rate, the sharp rise of which owes a lot to corporate tight-fistedness. According to Bai Chong’en and Qian Zhengjie of Tsinghua University, the corporate saving rate rose from 16% of GDP in 1997 to about 23% in 2004, where it has remained.

Higher consumer spending will increase demand for services, such as housing, retailing and haircuts, which consumers favour, and which cannot be traded across borders. The rise in their price will have much the same effect as a stronger exchange rate, making Chinese goods pricier relative to internationally traded commodities. As a result, China’s trade surplus will shrink along with its saving rate. Arthur Kroeber of GaveKal Dragonomics calls it natural rebalancing.

This rebalancing will benefit China, which relies too much on heavy investment for its growth. It should also benefit the world economy in its present predicament. Private spending in the rich world is weak; government spending is out of fashion; and interest rates are as low as they can go. Extra demand is welcome.

China cannot rescue the world economy on its own. Its consumer spending amounts to only 13% of American GDP, for example. And only some of the stuff its better-paid workers buy will come from the moribund rich world. But back-of-the-envelope calculations suggest that if Chinese consumption rose by, say, 20% and $25 billion of that were spent on American goods, it might create more than 200,000 American jobs, many of them in the manufacturing industries that fear China the most. No wonder the AFL-CIO is pleased.

As costs rise, some economists worry about a new Chinese export: inflation. Between 1997 and 2005 the price of Chinese exports to America fell by more than 12%. What if that trend is now reversed? In principle, the China price can rise or fall without any effect on inflation. As long as the central bank remains vigilant, other goods will just get cheaper or dearer, leaving overall prices unchanged. In practice, however, Chinese competition probably made it easier for the Federal Reserve to contain inflation, back when containing inflation was the biggest thing on its mind. For now, though, it is low on its list of worries.

In the Ranjiaba district of Chongqing, shoppers push their trolleys around a Wal-Mart supercentre, the company’s third store in the city. Young “associates” huddle around a shopping till, learning how to tally the necessaries and conveniences of life, such as the live turtles and toads on sale in the food section. It is here that the next China may be taking shape: clustered around the shopping tills of Chongqing, not the assembly lines of Shenzhen.

NYT

Strike Forces Honda to Shut Plants in China
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Workers assembling a car at a Honda plant in Guangzhou, China, in 2005. 

By KEITH BRADSHER
Published: May 27, 2010

HONG KONG — A strike at a crucial parts factory has forced Honda to shut down all four of its joint venture assembly plants in China. It was the clearest sign yet of growing labor unrest in a country that now stands at the cornerstone of companies’ global supply chains. 

Industrial wages have been climbing steeply in the export zones of China’s coastal provinces, but workers’ expectations have been rising even more steeply. Many of the millions of migrant workers who used to fill multinationals’ factories near the coast are now finding jobs closer to home in China’s interior, and the resulting labor shortage has given workers new leverage to demand higher wages and better conditions. 

China has emerged as the leading destination for manufacturing investments and purchasing orders by multinationals to a considerable extent because of its reputation as a reliable, low-wage supplier where strikes were rare, and they were quickly broken up by the police if they happened at all. 

But all 1,900 workers at a transmission factory in Foshan, about 100 miles northwest of Hong Kong, have been on strike for higher wages since May 21, said Yasuko Matsuura, a Honda spokeswoman. The factory is wholly owned by Honda’s Chinese subsidiary, and talks are continuing with the workers. 

“It’s still under negotiation. It’s not over yet,” she said. 

As four assembly plants in China making Honda cars and light trucks have run out of transmissions, they have also had to shut down, much as General Motors assembly plants across North America had to close in the summer of 1998 during a strike at two crucial parts factories in Flint, Mich. Three of the Honda assembly plants supply the Chinese market with a wide range of models, while the fourth makes compact cars for export to Europe. 

The strike coincides with a series of suicides among young workers at Foxconn factories in Shenzhen, next to Hong Kong, that supply big companies like Apple and Hewlett-Packard. While psychologists have suggested that many of the suicides may be so-called copycat cases, the deaths have drawn international attention to labor conditions in Chinese factories. 

According to state-controlled Chinese media, workers at the transmission factory earn $150 to $220 a month and are demanding to be paid the same wages as Honda’s assembly plant workers, who earn $300 to $370 a month. 

Ms. Matsuura of Honda declined to comment on wages at the factory. 

The official China Daily newspaper described the strike at the transmission factory as “the largest industrial action ever reported in China.” More workers have walked out in strikes at other Chinese factories, but the authorities have typically hushed up these events and have discouraged the official press from reporting on them. 

Workers have sometimes complained that companies violate labor laws, but the strike in Foshan appeared to be a push to increase wages. 

The newspaper cited a municipal official in Foshan as saying that the local government had investigated but had not found labor law violations by Honda at the transmission factory. The minimum wage has nearly doubled in the last five years in the factory cities of coastal China, to about $130 a month in cities like Foshan, with 11 provinces having raised their minimum wages by 10 to 20 percent so far this year. 

Strikes at Japanese-owned factories pose a particular dilemma for Chinese authorities because of latent anti-Japanese sentiment that has lingered since World War II and the 1930s, when Japanese troops occupied most of coastal China. 

That hostility toward Japan has periodically surfaced in large public rallies, including in Guangzhou, next to Foshan, several years ago. The Chinese authorities have sought to discourage such rallies, as Chinese nationalism has historically tended to evolve into criticism against whatever government is in power in Beijing for failing to stand up to foreign powers. 

The anger at Japan has made it harder for municipal officials to send in the police to break up strikes on behalf of Japanese managers. Japanese executives have said in interviews over the years that they try to be especially responsible employers in China and have not encountered animosity at a personal level. 

China emerged last year as the world’s largest car market, surpassing the United States. Auto parts exports from China to the United States are rising rapidly, but are still mainly lower-tech, bulk products, not transmissions. 

Multinationals have been watching closely for signs of labor unrest in China because most of them do not have the capability to switch quickly to other suppliers. India’s manufacturing sector is expanding but its ports and highways still represent a bottleneck for exports, while other developing countries lack the population and infrastructure to expand quickly to offset any disruption of supply from China. 

Ms. Matsuura said that the transmission factory strike had not affected Honda’s operations outside China. But Honda could lose sales in China. 

NYT

June 13, 2010, 7:00 pm 

What Do China’s Workers Want?

By THE EDITORS
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A strike at a Honda plant in Zhongshan, Guangdong Province, on June 10. 
Labor conditions in China have drawn scrutiny in recent weeks, with worker strikes at Honda plants and a cluster of suicides or attempted suicides at Foxconn Technology, the world’s largest contract electronics supplier, that were at least partly linked to job pressures. Foxconn and Honda have responded with wage increases, but strikes seemed to have spread. Late last week, workers at a Honda auto parts plant in Zhongshan held protests to demand the right to form their own union, and workers held walkouts at foreign-owned factories in at least five other cities.

What do these protests say about China’s new generation of workers? How should multinationals respond, given their huge investment in China’s labor market?
More Mobile, Less Content
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Leslie T. Chang, a former China correspondent for The Wall Street Journal, is the author of “Factory Girls: From Village to City in a Changing China.”
China is three decades into the largest migration in human history, and the profiles of the people on the move are changing. Those who came out from their rural villages in the 1980s and early 1990s were often driven by a family’s need for cash and the desire to build a house back home. 

The new generation of migrants is more demanding, but that does not necessarily translate into more organized labor protests. 

These migrants would often take seasonal work in the city and accept the lowest-status jobs; their point of reference was still the farm, where they would return to help out during the sowing season and again at harvest time. When they had made enough money, they returned to the village for good.

The new generation came of age when migration was already an accepted path to a better life. Younger and better educated than their predecessors, they are motivated less by the poverty of the countryside than by the opportunity of the city. 

They aspire to the urban lifestyle; a newly arrived migrant worker will often spend her first month’s pay on a mobile phone and a stylish haircut. These workers are discerning about jobs, shunning physical labor in favor of a position that teaches skills and offers promotions. 

They are more ambitious and less content than their elders were. One survey found that 12 percent of migrants who had left home in the 1990s were satisfied with their situations in life, compared with 27 percent of the generation that had come out a decade earlier.

Although this generation of migrants is more demanding, that does not necessarily translate into more organized protests. Chinese workers are above all pragmatic, and the prospect of joining a large-scale demonstration seems risky and futile to most. 

Workers challenge their superiors surprisingly often, but usually in individual actions — an argument with a boss over an unjust decision, or a spontaneous walking off the assembly line in a bid for better treatment. By far the most common response to dissatisfaction is simply to leave. 

In my three years of interviewing factory workers in the south China city of Dongguan, I was amazed at the staggering degree of mobility that marked the lives of everyone I knew. Lu Qingmin, one of the two young women I wrote about in my book, left one job because she hated her boss and another to escape a boyfriend who wanted to marry her. We should not assume that the default mode of every migrant is protest — more often, the urge to leave wins out over everything else.

It is important not to interpret the recent spate of worker suicides as protests against factory conditions. In my experience, the greatest pressure on workers comes from interpersonal and emotional concerns rather than conditions inside the factory, which workers tend to take for granted. 

The universe of the factory can be a complicated place. Young people living away from home for the first time are learning to deal with co-workers, roommates, and bosses. They are adjusting to a world of material and sexual freedom, fleeting relationships and crushing loneliness. They face demands from families back home who often have little understanding of their new lives. These factors create a stressful environment from which, for a handful of workers, suicide seems the only escape. To boil this desperate act down to a protest against working conditions is to deny a worker’s complexity and humanity. 

An End to the Sweatshop Formula? 
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C. Cindy Fan is associate dean of social sciences and professor of geography at the University of California, Los Angeles. She is the author of “China on the Move” and numerous articles. 
Demonstrations are not new in China. Official records document tens of thousands of such cases every year, and the actual number may be much higher. What makes the latest strikes different is that management is giving in to labor’s demands. 

Responding to workers’ discontent, Honda and Foxconn have both agreed to raise wages by large margins. Like dominoes, workers in other factories, including those in an electronic factory in Shenzhen and a textile factory in Hubei, have followed suit and gone on strike.

Are we seeing a new generation of workers in China? I think so. Today’s youths, including those from the countryside, are much more savvy and aware of their leverage than their parents. Since about 2004, for example, migrant workers choosing jobs with higher pay in eastern China and elsewhere have contributed to labor shortages in southern China. 

Likewise, seeing that strikes are an effective bargaining chip, young workers today are more ready than previous generations of workers to take to the streets. But it is still too early to tell if these younger workers are fostering a labor movement in China.

On the one hand, their demands are long overdue, given the fact that for over a quarter-century workers in China have toiled for extremely low pay and poor work conditions. The Foxconn workers, for example, live in a colossal factory campus, repeat monotonous tasks thousands of times a day, are subject to disciplinary labor practices, have no time for leisure, and hardly ever interact with the society outside the factory gates. 

“All work and no play makes Jack a dull boy” may have very well described the situations leading up to some of the recent suicides at Foxconn. On the other hand, there are signs that workers also want greater and more effective representation, which as observed elsewhere in the world could pave the way for deeper reforms in labor organization.

What is also at play here is the repositioning of China and the Chinese government. A sweatshop formula for success may be nearing the end of its life span, as China actively seeks to move its economic structure up the technology/skill ladder. 

China is also fast becoming the “market of the world” and is actively investing in Africa, Latin America, and elsewhere. From the governance point of view, President Hu Jintao and Prime Minister Wen Jiabao are more ready than previous leaders to express sympathy for the workers and the poor, an attitude that encourages efforts toward new labor laws and more open media reporting of societal problems such as strikes.



Pay Increases Are Long Overdue
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 Yasheng Huang is professor of international management at Sloan School of Management, Massachusetts Institute of Technology. He is the author of “Capitalism With Chinese Characteristics.” 
Chinese labor, like labor elsewhere, wants more money. This much is clear. However it is important to understand that Chinese labor has been the loser in the Chinese economy in the past two decades. 

On the surface this is strange because in the last 20 years China rose to be the factory of the world and tens of millions of jobs were created in the export sector. But job creation is one thing; who gains from it is another.

The labor income share of Chinese G.D.P. declined from 57 percent in 1983 to only 37 percent in 2005. (The ratio has stayed at that level since then.) This is to say that hundreds of millions of Chinese workers have lost relative to government and corporations, which, in terms of head counts, represent a tiny fraction of China’s massive population

Many Western economists are cheerleaders of “the China miracle,” but for the average Chinese the miracle is far less than what meets the eye. Now labor wants its legitimate due from economic growth and workers have every right and the moral high ground to demand it.

I believe that a wage increase is long overdue and the Chinese government should be credited for finally beginning to tackle this issue. That said, the process is fraught with some risks. First of all, the stagnant wage growth was not limited to Foxconn and Honda.

In fact, these two plants paid better wages than the average Chinese factory. It is a nationwide problem. It is all but guaranteed that workers in other plants are going to make similar demands. In the ideal situation, you would want the wage to grow in parallel with G.D.P. growth rather than wage lagging G.D.P. growth by a huge margin (as it did for the last 20 years) or having wage growth run ahead of G.D.P. growth substantially (as may be the situation now).

The risk is that now the Chinese government is all of sudden switching from a policy of suppressing wages to a policy of actively boosting wages. A sudden jolt to the system is not the best situation because there are long-standing supplier relations and practices that have been designed with a particular level of wages in mind. The economics would call for a gradual wage increase but maybe the politics will not allow it.

Some have argued that the U.S. firms need not worry because the labor component of their production costs is small. This is simply not true. U.S. firms themselves may not have a high labor component in their cost structure but their suppliers — and their suppliers — do. American firms, which sit at the top of the food chain, depend heavily on the labor-intensive operations down below. 

A ripple effect across the whole supply chain will have a huge effect on the existing business methods and supply chains. It is simply incorrect to say, as some of the business pundits have said, that the so-called China advantage does not depend on cheap labor but on supply chains. No, the supply chains themselves depend on the costs of labor being low.

There are potential huge upsides to restructuring wages — if the whole process does not lead to massive labor unrest. U.S. firms should start thinking about how to sell into the Chinese market rather than simply using China as a production base. Also, if the rising labor costs in Guangdong force firms to source their products in the interior regions, that would allow workers in those regions to have a family life and a job at the same time. 

This is the best-case scenario, but the critical thing is that the wage growth be on a sustainable basis rather than on a short-term basis and that the process of transition is an orderly one.



We’re Not Machines 
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Zhang Lijia is the author of “Socialism Is Great!”
The suicides among workers at Foxconn and the ongoing strikes at Honda and other foreign-owned factories are cries for help. Within its Shenzhen plant, Foxconn seems to provide everything its 400,000 workers can hope for: canteens, clinics, a library, entertainment and sports facilities.

It reminds me of the state-owned rocket factory I worked for in the 1980s which provided plenty of socialist welfare but also controlled our lives: no lipstick, no permed hair and no dating within three years of entering the factory. 

People often ask me if things have improved. It’s hard to say. There are still rigorous rules and restrictions. Foxconn workers are allowed only a few minutes for toilet breaks and are barely permitted to talk to their colleagues. To keep the production line running, they have to work 12-hour shifts, leaving hardly any time to use amenities at the plant.

The local government tolerate certain violations of labor laws because of the revenue the factories bring in to the region -– they “keep one eye open and one eye shut,” as the Chinese would say. Over time, foreign and private investment have turned China’s coastal regions into the factories –- and often the sweatshops — of the world, though the key industries are still at the hands of the state-owned enterprises where workers usually enjoy decent working conditions.

Compared with their predecessors, the new generation of workers are better educated; they are more worldly, savvy with the Internet, and have higher expectations from life. These workers, more aware of their rights, are no longer willing to be treated like machines. It was not entirely accidental that the Honda strikes took place when the spate of suicides at Foxconn sent shock waves across the factory floors in China.

As someone who have endured the demoralizing existence at a factory, I know how these protesting workers feel. Their motivation may be economical, but in a broad sense, they are also demanding to be respected as human beings.



The Government’s Ad Hoc Response

[image: image12.jpg]



Mary Gallagher is an associate professor of political science and the director of the Center for Chinese Studies at the University of Michigan. 
Chinese workers have a long history of protest and resistance. In the 1920s and 1930s, workers’ strikes and demonstrations were an important force in the Communist revolution. 

In the early 1990s, wildcat strikes to protest brutal management practices in Japanese and Korean factories in China’s coastal developmental zones hastened the passage of the first Labor Law in China in 1994. Nearly a decade later, tens of millions of Chinese workers protested when they lost their jobs in the restructuring of state-owned enterprises. 

The latest wave of protests are fueled by two new factors. First, workers are much more aware of their legal rights at the workplace, like their right to sue their employers. Second, their bargaining power has improved with tighter labor markets. But one thing hasn’t changed: the way in which the government manages labor unrest. 

There is, at present, no effective institutional representation of either workers or employers. Large employers, especially firms like Honda and Foxconn, can probably manage because they are multinational companies with plenty of skills and resources to draw upon. (Though they receive much more media and public scrutiny.) 

But what about the millions of small Chinese firms that are also experiencing labor unrest? Right now, local governments can only dispatch groups of officials and representatives from the local government-controlled trade union to mediate and negotiate between workers and employers. Striking workers usually get some of their demands, while strike leaders are punished or fired. Violence is not uncommon. 

But the Communist Party remains resistant to independent organization of these groups, especially workers. As long as the domestic economy is growing, I can imagine a scenario of gradual adjustment to these new pressures of labor shortages and rights-conscious workers, with the government staying intently involved in the ad hoc resolution of strikes and demonstrations. 

But I can imagine other scenarios that are far more destabilizing. These would probably be sparked by a deterioration of broader economic conditions -– like a big increase in inflation that erases the recent wage gains, another collapse of the export sectors sparked by Europe’s woes or a double-dip recession in the United States, or a domestic debt crisis related to the asset bubbles in real estate. It’s worth remembering that the “social stability” China’s government has enjoyed since 1991 is predicated on rapid economic growth.
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In China, Labor Movement Enabled by Technology
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Employees of Honda Lock in Zhongshan, China, took photos with their cellphones during a walkout last week. Many images were posted to the Internet. 

By DAVID BARBOZA and KEITH BRADSHER
Published: June 16, 2010

ZHONGSHAN, China — It is labor revolt by text message and video upload, underwritten by the Chinese government. 

On Wednesday, a look at photographs on the Internet that were taken by workers at Honda Lock in Zhongshan during a strike. 

The 1,700 workers who went on strike at the Honda Lock auto parts factory here are mostly poor migrants with middle-school educations. 

But they are surprisingly tech-savvy. 

Hours into a strike that began last week, they started posting detailed accounts of the walkout online, spreading word not only among themselves but also to restive and striking workers elsewhere in China. 

They fired off cellphone text messages urging colleagues to resist pressure from factory bosses. They logged onto a state-controlled Web site — workercn.cn — that is emerging as a digital hub of the Chinese labor movement. And armed with desktop computers, they uploaded video of Honda Lock’s security guards roughing up employees. 

“We videotaped the strike with our cellphones and decided to post the video online to let other people know how unfairly we were treated,” said a 20-year-old Honda employee who asked not to be named because of the threat of retaliation. 

The disgruntled workers in this southern Chinese city took their cues from earlier groups of Web-literate strikers at other Honda factories, who in mid-May set up Internet forums and made online bulletin board postings about their own battle with the Japanese automaker over wages and working conditions. 

But they have also tapped into a broader communications web enabling the working class throughout China to share grievances and strategies. Some strike leaders now say they spend much of their time perusing the Web for material on China’s labor laws. 

Wielding cellphones and keyboards, members of China’s emerging labor movement so far seem to be outwitting official censors in an effort to build broad support for what they say is a war against greedy corporations and their local government allies. 

And it might not be possible if the Chinese government had not made a concerted effort in the last decade to shrink the country’s digital divide by lowering the cost of mobile phone and Internet service in this country — a modernization campaign that has given China the world’s biggest Internet population (400 million) and allowed even the poorest of the poor to log onto the Internet and air their labor grievances. 

“This is something people haven’t paid attention to — migrant workers can organize using these technologies,” said Guobin Yang, a professor at Barnard College and author of “The Power of the Internet in China: Citizen Activism Online.” 

“Usually we think of this kind of thing being used by middle-class youths and intellectuals,” Professor Yang said. 

The Web and digital devices, analysts say, have become vehicles of social change in much the way the typewriter and mimeograph machine were the preferred media during the pro-democracy protests in Beijing in 1989 — before the government put down that movement in the June 1989 Tiananmen Square crackdown that left hundreds dead. 

A looming question now, in fact, is whether and when the government might seek to quash the current worker uprisings if they become too big a threat to the established social order. Already, the government has started cracking down on strike-related Web sites and deleted many of the blog posts about the strikes. 

The instant messaging service QQ, which is accessible via the Web or mobile phone — and was perhaps the early favorite network of strike leaders because of its popularity among young people — was soon infiltrated by Honda Lock officials and government security agents, forcing some to move to alternative sites, strike leaders say. 

“We’re not using QQ any more,” said one strike leader here. “There were company spies that got in. So now we’re using cellphones more.” 

Analysts say they were smart to change. 

“QQ offers no protection from eavesdropping by the Chinese authorities, and it is just as well they stopped using it,” said Rebecca MacKinnon, a China specialist and fellow at the Center for Information Technology Policy at Princeton University. “QQ is not secure. You might as well be sharing your information with the Public Security Bureau.” 

But the activists say they are getting around some of those restraints by shifting to different platforms (including a Skype-like network called YY Voice) and using code words to discuss protest gatherings. 

For years, labor activists have been exposing the harsh working conditions in Chinese factories by smuggling cellphone images and video out of coastal factories and posting documents showing labor law violations on the Web. New and notable is that these formerly covert activities have become open and pervasive. 

Last month, for example, when a string of puzzling suicides was reported at Foxconn Technology near here, one of the world’s largest electronics manufacturers, there were online video postings reportedly showing security guards manhandling workers. 

And several people claiming to be Foxconn workers posted their pay stubs online showing that their overtime hours exceeded the legal monthly limit. In Zhongshan, where many of the Honda Lock strikers returned to work at least temporarily on Sunday and Monday while wage negotiations continued, the workers followed a basic model established by those who went on strike last month at a Honda transmission factory in the city of Foshan. 

The Foshan strike leaders organized and communicated with more than 600 workers by, among other means, setting up Internet chat rooms on QQ. 

“I created one myself the night before the strike, and that had 40 people,” said Xiao Lang, one of the two Honda strike leaders in Foshan. Mr. Xiao was fired by Honda soon after leading the walkout. “We discussed all kinds of things on it,” he said of the QQ chat room, “such as when to meet, when to walk out and how much pay we want.” 

Workers at other Honda factories say they followed the Foshan developments online and began considering their own actions. 

The Chinese government allowed the state-run media to publish and broadcast news about the first Foshan strike. But when the strike news went viral, the government issued a notice virtually banning coverage. The workers’ own communications effort, however, never let up. 

Those in this same generation of Chinese workers who are less willing to accept the wages and working conditions of their predecessors are also among China’s first digital natives. One of the strikers here in Zhongshan, who is in his early 20s, said he had been using computers since the age of 7. 

He learned to upload videos to sites like Youku.com and 56.com. He reads news on Baidu.com. 

He has written blog posts about the Honda Lock strike and articles on a QQ space, and said some of his comments had been picked up by the foreign news media, helping to draw even more attention to the Honda Lock strike. Meanwhile, he said, the Chinese state-run news media had ignored telephone calls he placed in hopes of drawing further coverage. 

The Honda Lock workers here await the results of a government-led negotiation for higher wages and better working conditions. Even though last weekend they were offered wage increases of only 11 percent, many of the workers say they are still confident they will get a raise of as much as 50 percent — to as much as $234 a month — just as the Honda workers in Foshan did. 

“This couldn’t have happened if we didn’t hear about how they were doing things in Foshan,” said the worker who has used computers since age 7. “We followed their lead. So why shouldn’t we get the same pay raise as they did?” 

http://www.nytimes.com/2010/06/17/business/global/17strike.html?pagewanted=1&partner=rss&emc=rss
The Economist

Unions in China

Strike breakers

Strikes are as big a problem for the government as they are for managers 

Jun 3rd 2010 | FOSHAN 
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Calm down, comrade
AS CHINESE strikes go, the one that crippled Honda’s car production in late May was relatively discreet: no picketing, no clashes with police, little sign of copycat action. But it was significant. The stoppage was one of the biggest and longest-running in an enterprise with foreign investors. And it has exposed worrying problems for the government and factory owners in China’s industrial heartland. 

Company officials said normal production resumed on June 2nd at the Honda Auto Parts Manufacturing Company’s plant in an industrial zone on the edge of Foshan, a city in the southern province of Guangdong. The strike over wages (which broke out briefly on May 17th and began anew on May 21st) had halted production at the Foshan facility and forced the temporary closure of all Honda’s car-assembly plants in China that depend on it. Trouble could flare anew. Some workers remain unhappy with a settlement offered by the Japanese firm. 

Strikes and protests at factories are becoming more common. Outlook Weekly, an official magazine, reported in December that labour disputes in Guangdong in the first quarter of 2009 had risen by nearly 42% over the same period in 2008. In Zhejiang, a province up the coast, the annualised increase was almost 160%. 

Workers have been emboldened by a law introduced in January 2008 aimed at strengthening their contractual rights. The global economic downturn kept wages down and increased workers’ grievances. Now, wages in Guangdong have started growing again. This month the province raised minimum wage levels by more than 20%. Honda’s troubles suggest upward pressure remains strong. The management’s offer includes a 24% raise. 

The official Chinese press sees this as no bad thing. China Daily, an English-language newspaper, warned in an editorial that a failure to “tilt income distribution” in favour of workers could “fuel already rising tensions” between labourers and employers. But the Honda strike has also highlighted how inept the Communist Party-controlled unions are in managing these tensions. In this case, the unions helped encourage them. 

Young Chinese often seize any opportunity to castigate the Japanese, whom they see as insufficiently contrite for the atrocities of the second world war. But at the Honda plant, employees fume more about the factory’s trade union than about Japanese managers. On May 31st more than a hundred high-level union members were sent to the factory by the local government. Some scuffled with workers who were trying to get to the gate to talk to reporters. “They’re mafia,” fumed one employee, as another showed a long cut on his face that he blamed on the union men. 

Several workers complained that despite paying membership dues of around 10 yuan ($1.50) a month, they had received virtually nothing from the union, least of all help negotiating with managers. But their ability to keep up their strike for nearly two weeks seems to have rattled the government. Normally worker protests dissipate rapidly, with unions usually taking the side of managers. A few days into the Honda strike, however, the party’s propaganda authorities secretly ordered the media to tone down their coverage. They may well have worried that the Honda workers’ tenacity could inspire others (a brief strike did break out at a Hyundai car-parts factory on May 28th). 

Wen Yunchao, a prominent blogger in Guangdong, says copycat strikes are a possibility (a wave of taxi-driver strikes swept China in late 2008). But at most factories, managers and their government backers will retain the upper hand. The Honda workers are unusual, he says, because many of them are “interns” sent by technical colleges. Their bonding as fellow students means they can organise themselves more easily than can workers who are usually migrants from different rural areas. 

On June 2nd Foxconn, a subsidiary of Taiwan’s Hon Hai Precision Industry Company, announced a 30% pay increase for its workers in China. This follows not a strike but a spate of suicides at a massive Foxconn plant in Guangdong’s Shenzhen city. In response to the deaths, Wang Yang, Guangdong’s party chief, called for unions in private enterprises to be “improved”. Freeing them from the party’s control, however, remains taboo. 

Knowledge@Wharton

Rising Wages in China: A New Shift Begins at the World's Low-Cost Factory
For a few weeks starting in May, Tan Zhiqing, a 24-year-old migrant worker from Hunan province in central China, did something that not so long ago would have been unimaginable -- he joined his colleagues in a protest at the gates of his employer. Having worked at Honda’s auto-parts factory in Foshan, Guangdong province for more than nearly three years for less than RMB 1,200 (US$175) every month, Tan had had enough and became one of the major organizers of the strike involving hundreds of his fellow workers to demand pay raises. Similar strikes took place at Honda's other plants in China, paralyzing assembly lines up and down the country. After several rounds of negotiation with its employees, the Japanese auto maker agreed on June 4 to increase monthly salaries by about 35%, to RMB 1,620 (US$235). 

The strikes followed the shocking news earlier this year of the suicides of 12 workers, all in their 20s, at the Shenzhen complex of Taiwan-based Foxconn Technology. In response, the company -- one of the world's biggest OEM companies, manufacturing, among other well-known products, Apple iPhones -- announced on June 6 that it would raise monthly salaries at its Shenzhen factories from RMB 900 to RMB 2,000. 

These incidents, combined with the government's drive to reduce the country's dependence on exports, are drawing attention to China’s role as the world's low-cost factory. One consequence of the heightened attention, say many economists and scholars, is that more blue-collar wages in the country will rise. But while local and foreign companies in the country may face smaller profit margins in the short term as a result of those increases, some of the losses might be offset if Chinese workers with bigger pay packets go shopping more. But does that mean China’s competitiveness as a low-cost production base is under threat and how much can the pay raises help the country address its demographic time bomb?

While those answers are open to debate, it is widely agreed that rising wages are a natural progression for China's economy. “With the current pressure on labor costs, some prices will have to rise and the costs passed on to customers in low-margin industries, like clothing and inexpensive household appliances, where profit margins are very thin,” says Marshall Meyer, a management professor at Wharton. “China will be less competitive in those sectors, but higher wages will help China become a more 'normal' economy.”

Much Ado About Labor Costs?
Shane Oliver, head of investment strategy and chief economist at Australia-based AMP Capital, commented in his weekly market update on June 11 that concerns about a wage boom in China are misplaced. “First, the wage increases so far mostly relate to minimum wages, which have been boosted by around 20% in some cities,” he wrote. “However, average wage increases are more likely to be around 15% this year. Second, the recent resurgence in wages reflects a catch up, as minimum wages were frozen last year in many cities.”

Oliver also wrote that the 15% wage growth is not that high when the economy's breakneck growth is taken into consideration. The economy expanded 12% over the year to the first quarter of 2010 so that rising wages are largely being paid for by productivity growth. What's more, double-digit wage growth had been the norm in China up until 2008. Finally, according to Oliver, Chinese wages remain relatively very low: The hourly minimum wage is about one-eighth of the U.S.'s.

One important factor working in China's favor is the enormous scale of its economy. It enables some industries to be geographically concentrated, making vertical integration easier, says Charles Freeman, director of the Center for Strategic and International Studies (CSIS), a Washington, D.C.-based public policy research institute. In textiles, for example, Chinese factories can take care of all the various processes -- design, stitching, assembly and packaging -- in one city, which greatly decreases costs and increases efficiency. "The tremendous productivity gains outstrip the current wage increases in China, and the sizable margin allows China to increase wages in its export sector without crushing the competitiveness of exports,” says Freeman. "Moreover, if the wage increase in the eastern coastal areas of China is too rapid, Chinese exporters can move some manufacturing to inland China, where the labor cost is lower," says Freeman. 

Distributing Wealth
The proportion of China’s GDP that goes toward labor income has dropped for 22 consecutive years from 56% in 1983 to 37% in 2005, according to recent research by the All China Federation of Trade Unions (ACFTU). Zhang Jianguo, an official at the ACFTU, told journalists in May that raising workers' wages so that they make up a larger proportion of national income than they currently do is imperative for the sustainability of the country's growth. The research found that 23% of blue collar workers have not had a salary increase in the past five years. 

Rising labor costs and an appreciating currency -- the government announced in mid-June that it will gradually let the renminbi float against other currencies rather than maintaining the current peg against the U.S. dollar -- have similar effects on trade: They raise the price of some exports. But they have different effects on wealth distribution, says Meyer. The average worker would benefit more from rising wages, which would boost consumption, playing well into the aims of a number of China’s policy makers concerned about the increasingly uneven distribution of wealth in their country.

“Everyone in the world expects China's economy to move from a reliance on exports to domestic consumption,” says Meyer. A multinational such as Wal-Mart "will either charge more [for the goods that it buys from China and sells around the world] or source elsewhere." Other countries that multinational retailers and manufacturers can turn to include Vietnam and Indonesia -- "but the former has poor infrastructure and the latter has political uncertainties." Undoubtedly, companies inside and outside China will need to be weighing these tradeoffs more carefully in the near term.

Meanwhile, a perfect storm of demographic trends in China is also increasing the upward pressure on wages. The shrinking labor force is perhaps the most meaningful. “By 2015, the total labor force will shrink -- it is already aging rapidly,” says Meyer. “Young workers are already in short supply. The factories in southern China, which usually only hire younger workers, are now taking on older ones."

In addition to the population changes resulting from the one-child policy of the past three decades, a new generation of migrant workers who, unlike their parents, are much less willing to work for extremely low wages in grim conditions. Andy Xie, director of London-based Rosetta Stone Advisors, wrote in a recent column in New Century magazine that the younger generation of workers has been raised in a fast-growing economy with life in rural areas improving dramatically compared with what their parents experienced. Today’s rural youth wish to live in big cities, but increasing property prices in urban areas in recent years have outstripped their incomes.

At the same time, the once-endless supply of labor, thanks to unemployed farm workers, who moved to the coasts and work in factories and on construction sites, is drying up. Many rural workers, while willing to work in factories close to home, are refusing to move to the coasts, where it's more expensive, jobs are often temporary and families are far away. The number of workers hired last year in eastern China fell by 8.8 million, while the number rose in central China by 6.2 million and in western China by 7.8 million. Meanwhile the pay gap between eastern and inland China is now just 5%, according to official data. 

China’s booming economy makes the labor issue all the more pressing. A report by the China Labor Market Information Monitoring Center found that job openings in manufacturing in 21 major cities in the first quarter of this year soared 90% year on year, while job seekers increased 22%. In China’s 100 largest cities, there are currently 5.5 million job openings, while the number of job seekers is 5.3 million, and the gap between the two is growing, especially in the Pearl River Delta region in the south. 

A Tough Transition
By shifting large number of farmers into non-agricultural jobs every year, China was once able to achieve extraordinary productivity growth, while keeping inflation under control, write Huang Yi Ping, a professor at Peking University, and Jiang Ting Song, a professor at the Center for International Economics in Australia, in a recent paper. But now, they say, it is heading toward what's known as a "Lewis turning point” -- a concept named after W. Arthur Lewis, the Nobel Prize-winning economist in the 1970s, who studied the development process of countries from subsistence to modern economies. Lewis found that as economies develop and move workers from rural to urban jobs, the supply of surplus labor is reduced, driving up wages, consumption and inflation. 

In their paper titled, “What Does the Lewis Turning Point Mean for China?” the two professors assert that after 30 years of economic reform, China is now at such a critical juncture. Against this backdrop, they write, the government must carry out policies that maintain economic stability and develop a stronger culture of innovation throughout the country.

It will be a tough transition, says Meyer of Wharton, because of the shift from rapid economic growth underpinned by low-cost manufacturing for exports and low domestic consumption to more moderate growth based on higher domestic consumption.

To manage the change, he says the labor force needs to be provided with more training in service sectors and high-end manufacturing. That might be easier said than done. A country must give up some current growth if it invests in raising the quality of its labor force today to reap the rewards tomorrow. As Meyer notes, the problem is that no one wants to give up current GDP growth.

Amid worries about the strength of the dollar and the euro, he adds, “the fundamental issue is, who controls China’s economy? China can’t allow its economy depend so much on other countries... Right now, China’s economy is very vulnerable to the U.S. and Europe, and to change that requires tough measures.”


Published : 2010.06.23
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A Night at the Electronics Factory
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HEADING TO WORK Yuan Yandong on his way to punch in at the Foxconn factory in Shenzhen, China, on Thursday. 

By DAVID BARBOZA
Published: June 18, 2010

SHENZHEN, China — Inside one of the world’s largest electronics factories, Yuan Yandong, 24, sits on a stool six nights a week, 12 hours a night barring meal and bathroom breaks, and assembles computer hard drives for an American company called EMC. 

Until a few months ago, he lived in northern China, where he grew up on a farm and worked at a local hotel after finishing middle school. But this year, he traveled 36 hours by train to Guangdong Province in the southeast to find work in Shenzhen. All he took for his journey south on the hard train seat was a sack of clothes, toothpaste, shampoo and his mobile phone. 

“Friends in my hometown said wages at Foxconn were good,” he said. “So I figured I could earn more here.” 

A series of puzzling suicides at Foxconn and labor strikes at Honda auto parts factories in southern China have put the spotlight on what work is like inside the country’s booming factories. Analysts say rising wage pressure and demands for better conditions are threatening China’s competitive advantage and raising questions about whether its manufacturing model can continue to churn out much of the world’s toys, textiles and electronics at rock-bottom prices. To do so, China will need legions of young migrants like Mr. Yuan to continue to make the journey from villages in the interior to the manufacturing hubs along the coast. 

And what is life like for a cog in China’s labor-intensive factory model? Mr. Yuan, with the approval of his supervisor, described it for The New York Times last week before and after his Thursday shift. 
7:30 p.m. | | The Shift Begins 

Mr. Yuan (pronounced yu-wen) wakes at 6:10 p.m. at his small apartment, a 20-minute walk from Foxconn’s campus. He arrives at the factory at 6:50 for a quick free meal at the canteen, then starts work at 7:30. 

His task is to help complete 1,600 hard drives — his workshop’s daily quota — and to make sure every one is perfect. Seated in the middle of the assembly line in his black Foxconn sports shirt, cotton slacks and company-mandated white plastic slippers, he waits for the conveyor belt to deliver a partly assembled rectangular hard drive to his station. He places two plastic chips inside the drive’s casing, inserts a device that redirects light in the drive and then fastens four screws with an electric screwdriver before sending the drive down the line. He has exactly one minute to complete the multistep task. 

Working at a company known for its precision manufacturing and military-style regimentation is not easy. Mr. Yuan can take his cellphone to work, as long as it doesn’t have a camera, but no MP3 players are allowed. He can chat with other line workers, but on the line there are no wasted movements; they have been analyzed and tested with a stopwatch, he said. 

“If you do the same thing all day long you can become numb,” he said. “But I’ve gotten used to doing this type of work.” 

10:30 | | Dinner Break 

Time for a subsidized meal at the canteen. This night, he had rice and scrambled egg with tomato and eggplant, well within the 65-cent allowance for the meal. Then he went for a short walk. 

11:30 | | Back on the Line 

Foxconn, owned by Taiwan’s Hon Hai Group, is one of the world’s biggest contract manufacturers — building and assembling for leading brands like Apple, Dell and Hewlett-Packard. 

Luo Jar Der, a sociology professor at Tsinghua University in Beijing and an authority on China’s manufacturing model, says contractor manufacturers like Foxconn have borrowed techniques from the United States and Japan. 

“Foxconn has a team of 500 people who analyze each action a worker makes,” Professor Luo said. “They want to find the most efficient actions of a worker.” 

Professor Luo says that the pressure can be intense and that workers are treated like machines at some factories. This is the marvel of China’s low-cost manufacturing boom. Factories are known to replace workers with machines that automate a process, but here in China factories often reverse the trend and replace costly machines with workers like Mr. Yuan — slower but sometimes preferable because there is no large upfront capital investment. 

Mr. Yuan does not complain. This is his job, he says, and for now he’s comfortable doing it. 

5:30 a.m. | | Overtime 

After a second meal break at 4:30, Mr. Yuan begins his overtime shift. Oddly, he says he is not aware of a law that limits overtime work to 36 hours a month (a law that many factories in southern China ignore). He often works more than twice that. When big orders come in, for instance, he says he can be told to work longer. And if his team members don’t meet the daily quota, they are asked to keep working. 

Mr. Yuan earns about 75 cents an hour. With overtime premiums, he takes home $235 a month. His rent is about $44 a month, plus $7 for water and electricity, and there are quite a few other expenses, but he said he manages to save about 40 percent. 

8 a.m. | | Home to Sleep, to Dream 

Mr. Yuan returns to the apartment he shares with his girlfriend, who works at a smaller factory. He often reads a management book or watches TV. Post-shift on Thursday, “I felt O.K.,” he said, “not as tired as when I first got to Shenzhen because I’ve gotten used to the night shift.” 

How long can China be the world’s workshop? It has distinct advantages even though costs are rising. Few countries can match the manpower, supply chain or will to work, experts say. But factories like Foxconn have a high rate of turnover. A new generation may be tiring of the monotony. Mr. Yuan, for example, says he is not content to be a factory worker for long. After two years he’d like to use his savings to open a hotel management company. That might be more possible after the 33 percent raise Foxconn recently gave all its workers kicks in. 

NYT

Changes in China Could Raise Prices
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Workers cutting away stray threads on finished denim at the Su Yin Denim Co. Ltd. factory in Jiangyin, China on Monday. 
By DAVID BARBOZA

Published: June 7, 2010

SHANGHAI — The cost of doing business in China is going up. 

Cooks gather for a meeting outside a restaurant in Beijing. The Beijing municipal government last week said it would raise its minimum wage 20 percent to about $140 a month. 

Coastal factories are raising salaries, local governments are hiking minimum wage standards and if China allows its currency, the renminbi, to appreciate against the U.S. dollar later this year, as many economists are predicting, the cost of manufacturing in China will almost certainly rise. 

Although the salaries of factory workers in China are still low compared to those in the United States and Europe (the minimum wage in southern China is close to $125 a month), economists say the changes will eventually ripple through the global economy, driving up the prices of everything from T-shirts and sneakers to computer servers and smart phones. 

“For a long time, China has been the anchor of global disinflation,” said Dong Tao, an economist at Credit Suisse, referring to how the two decade-long shift to manufacturing in China helped many global companies lower costs and prices. “But this may be the beginning of the end of an era.” 

The shift was dramatized Sunday, when Foxconn Technology, one of the world’s largest contract electronics manufacturers and the maker of everything from the Apple iPhone to Dell computer parts, said that within three months it would double the salaries of many of its assembly line workers. 

The announcement follows a spate of suicides at two Foxconn campuses in southern China and criticism of the company’s labor practices. 

Taiwan-based Foxconn, which has more than 800,000 workers in China, said the salary increases are meant to improve the lives of its workers. 

Last week, the Japanese auto maker Honda said it had agreed to give about 1,900 workers at one of its plants in southern China raises of between 24 percent and 32 percent in the hopes of ending a two week-long strike, according to people briefed on the agreement. 

The changes are coming about because of the growing clout of workers in China’s sizzling economy, analysts say, and because soaring food and housing prices are eroding the spending power of migrant workers. 

But there are other reasons. Analysts say Beijing is backing wage increases as a way to spur domestic consumption and make the country less dependent on low-priced exports. The government hopes the move will force some export-oriented companies to invest in more innovative or higher-value goods. 

But Chinese policymakers also favor higher wages because they could help ease a widening income gap between the rich and the poor. 

Last Thursday, the Beijing municipal government said it would raise its minimum wage 20 percent to about $140 a month; several other cities are preparing to implement similar increases. 

Big manufacturers are moving to raise salaries because they are desperate to attract new workers at a time when many coastal factory cities are struggling with labor shortages. 

A Foxconn executive said last week that the turnover rate at its two Shenzhen campuses — which employ over 400,000 — is about five percent a month, meaning that an astounding 20,000 workers are leaving every month and need to be replaced. 

Marshall W. Meyer, a China specialist at the Wharton School at the University of Pennsylvania, says demographic changes in China are reducing the supply of young workers entering the labor force, and that’s behind some of the wage pressure. 

“Demography will do what the Strategic & Economic Dialogue hasn’t: raise the cost of Chinese goods,” he said, referring to U.S.-China talks on Chinese currency reform and other economic issues. “There is no way out.” 

Economists say many of the same forces that were at work in 2007 and 2008 — when China’s economy was overheating — have returned and even intensified this year. 

Local governments have stepped up enforcement of labor and environmental regulations, driving up production costs. 

And perhaps most troubling for companies here is the prospect of an appreciating Chinese currency, which would make their exports more expensive overseas. 

Beijing has long promised to allow its currency to fluctuate more freely. But when the global financial crisis shuttered many Chinese factories, the government effectively re-pegged the renminbi to the dollar. That was a way to protect exporters. 

Even though labor accounts for a small percentage of the final cost of many products, salary increases are expected to affect much of the supply chain and force companies to raise prices. 

For many exporters, profit margins are already razor thin, and raising prices could hurt business. 

“They’re going to have to find a way to pass this on to the end user,” says Mr. Tao at Credit Suisse. 

Still, economists say a necessary restructuring is under way, one that should allow the nation’s huge “floating population” of migrant workers to better share in the benefits of growth and spur domestic consumption. 

United States and European Union officials have been pressing China to help improve the health of the global economy by consuming more and reducing the country’s massive trade surpluses. 

Rising labor costs here aren’t the end of cheap production in China, analysts say, but they are likely to help change the country’s manufacturing mix. 

“China isn’t going to lose its manufacturing base because it’s got a huge domestic market,” said Mary Gallagher, director of the Center for Chinese Studies at the University of Michigan. “But it will move them toward higher-end goods. And that matches the Chinese government’s ambition. They don’t just want to be the workshop of the world. They want to produce high-tech goods.” 

NYT

With Strikes, China’s Workers Seem to Gain Power
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Striking workers on Monday at Foshan Fengfu Autoparts, which supplies parts to Honda Motor’s joint-ventures in China. 

By DAVID BARBOZA and HIROKO TABUCHI

Published: June 8, 2010

SHANGHAI — Just days after resolving a strike by agreeing to give substantial raises to 1,900 workers at its transmission factory, Honda Motor said Tuesday that employees at another of its parts plants in southern China had staged a walkout. 

A Honda spokeswoman in Tokyo, Natsuno Asanuma, said workers at an exhaust-system factory in the city of Foshan had gone on strike Monday morning. She declined to say what demands they had made. But the walkout will force Honda to halt work Wednesday at one of its four auto assembly plants in China, the company said. 

The three assembly factories had just reopened after closing for almost two weeks because of the earlier strike. It was unclear how long the assembly plant, Guangqi Honda Automobile, would remain closed. 

The second Honda strike comes amid growing signs that China’s huge migrant work force is gaining bargaining power. New pressure to raise pay and improve labor conditions is likely to raise the cost of doing business and could induce some companies to shift production elsewhere. 

Foxconn Technology — a giant contract electronics manufacturer that also raised wages in China this month — said Tuesday it was reconsidering the way it runs its operations there. 

The company, which has seen a string of suicides among workers at its sprawling, citylike campuses in the southern metropolis of Shenzhen, said it was considering turning the management of some of its worker dormitories over to local governments in China. 

“Because Foxconn is a commercial enterprise operating like a society, we’re responsible for almost everything for our workers, including their job, food, dorm and even personal relationships,” Arthur Huang, a Foxconn spokesman, said Tuesday. “That is too much for a single company. A company like Foxconn shouldn’t have so many functions.” 

Foxconn, a subsidiary of Hon Hai Precision Industry of Taiwan, makes devices for companies like Apple, Dell and Hewlett-Packard. Hon Hai’s shares fell more than 5 percent Tuesday in Taiwan, to their lowest since last August, after the company said it would seek to pass on its higher labor costs to clients. 

As the company held annual shareholder meetings in Taipei and Hong Kong, small groups of people demonstrated outside, urging the company to improve conditions for workers. 

Turning over management of employee dormitories to the government authorities would be a dramatic change for Foxconn, which — like thousands of other manufacturers in southern China — has lured peasants from rural areas to work at giant, gated factory compounds. 

One of the company’s Shenzhen campuses employs 300,000 workers and covers about 1 square mile, or more than 2.5 square kilometers. The gated campus boasts high-rise dormitories, a hospital, a fire department, an Internet cafe and even restaurants and bank branches. 

Foxconn said Sunday that it planned to double the salaries of many of its 800,000 workers in China to 2,000 renminbi, or nearly $300, a month. The huge raise by one of the country’s biggest exporters seems likely to put pressure on other companies to follow suit, analysts say. 

Chairman Terry Gou told the Taipei shareholders’ meeting that the company was looking to shift some unspecified production from China to automated plants in Taiwan, Reuters reported. 

After years of focusing on luring foreign investment, Chinese officials are now endorsing efforts to improve conditions for workers and raise salaries. The government hopes the changes will ease a widening income gap between the rich and the poor and prevent social unrest over soaring food and housing prices. 

On Friday, Beijing’s municipal government said it would raise its minimum wage by 20 percent. Ma Jun, a Hong Kong-based economist at Deutsche Bank, said last week that more cities and provinces would soon raise their minimum wages 10 to 20 percent. 

“We therefore believe that a faster-than-expected labor cost increase has now become a political imperative,” Mr. Ma said in a report, citing comments from Beijing’s leadership about improving social justice. 

But analysts say wage pressure is also coming from labor shortages in coastal cities as the country’s declining birth rate reduces the number of young people entering the work force. 

Factories in southern China that used to advertise in search of employees 18 to 24 years old are now recruiting much older workers. 

The labor shortages are being exacerbated by an economic boom and improving job prospects in inland provinces. 

TPV Technology, a contract manufacturer that produces computer monitors with about 16,000 workers in five cities in China, says it raised salaries by 15 percent in January and plans to raise them again, perhaps as early as July. 

“We’ll adjust our salary to the market and to our competitors’ level,” said Shane Tyau, a vice president at TPV, which is based in Hong Kong. “If Foxconn announces another round of pay raises, we’ll reconsider our wage level, too.” 

Economists say that China’s labor force is growing increasingly bold and that over the past year, periodic strikes in southern China — some even involving global companies — have been resolved quietly or not reported in the media. 

To resolve the strike at its transmission plant, Honda offered workers raises of 24 to 32 percent. The strike had forced Honda to shut down its assembly plants in China. 

Now Honda, Japan’s second-largest automaker, after Toyota Motor, has been a target again. The exhaust-system factory, which is controlled by a joint venture between a Honda subsidiary and a Chinese company. 

Honda owns a network of production facilities in China, including the three car assembly factories and three auto parts manufacturers, as well as two motorbike plants, two plants that make generators, pumps and other power equipment and three research centers. 

Those numbers do not include factories opened in China by Honda subsidiaries like Yutaka Giken, which separately runs four auto parts manufacturers in the country. 

Honda denied Tuesday that it was vulnerable to more strikes because it had already shown a willingness to increase wages to get employees back to its production lines. “It's not at all clear at this point whether the two strikes are related,” said Ms. Asanuma, the Honda spokeswoman. 

“It's too early at this point to say whether we are looking at some kind of chain reaction.” 

NYT

As China’s Wages Rise, Export Prices Could Follow
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An employee works on a threading machine at a denim factory in Jiangyin, China. Many factors are pushing wages up. 
By DAVID BARBOZA
SHANGHAI — The cost of doing business in China is going up. 
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A woman receiving information from a recruiter at a job fair in Qingdao, China. Nearby is a poster displaying wages. 
Coastal factories are increasing hourly payments to workers. Local governments are raising minimum wage standards. And if China allows its currency, the renminbi, to appreciate against the United States dollar later this year, as many economists are predicting, the relative cost of manufacturing in China will almost certainly rise. 

The salaries of factory workers in China are still low compared to those in the United States and Europe: the hourly wage in southern China is only about 75 cents an hour. But economists say wage increases here will eventually ripple through the global economy, driving up the prices of goods as diverse as T-shirts, sneakers, computer servers and smartphones. 

“For a long time, China has been the anchor of global disinflation,” said Dong Tao, an economist at Credit Suisse, referring to how the two-decade-long shift to manufacturing in China helped many global companies lower costs and prices. “But this may be the beginning of the end of an era.” 

The shift was illustrated Sunday, when Foxconn Technology, one of the world’s largest contract electronics manufacturers and the maker of well-known products that include Apple iPhones and Dell computer parts, said that it was planning to double the salaries of many of its 800,000 workers in China, beginning in October. The new monthly average would be 2,000 renminbi — about $300, at current exchange rates. 

The announcement follows a spate of suicides at two Foxconn campuses in southern China and criticism of the company’s labor practices. 

Foxconn, based in Taiwan and employing more than 800,000 workers in China, said the salary increases were meant to improve the lives of its workers. 

Last week the Japanese automaker Honda said it had agreed to give about 1,900 workers at one of its plants in southern China raises of 24 to 32 percent, in hopes of ending a two-week strike, according to people briefed on the agreement. The new monthly average would be about $300, not counting overtime. 

And last Thursday, Beijing announced that it would raise the city’s minimum monthly wage by 20 percent, to 960 renminbi, or about $140. Many other cities are expected to follow suit. 

Analysts say the changes result from the growing clout of workers in China’s economy, and are also a response to the soaring food and housing prices that have eroded the spending power of workers from rural provinces. These workers, without factoring in the recent wage increases by some employers, typically earn $200 a month, working six or seven days a week. 

But there are other reasons. Analysts say Beijing is supporting wage increases as a way to stimulate domestic consumption and make the country less dependent on low-priced exports. The government hopes the move will force some export-oriented companies to invest in more innovative or higher-value goods. 

But Chinese policy makers also favor higher wages because they could help ease a widening income gap between the rich and the poor. 

Big manufacturers are moving to raise salaries because they are desperate to attract new workers at a time when many coastal factory cities are struggling with labor shortages. 

A Foxconn executive said last week that the turnover rate at its two Shenzhen campuses — which employ over 400,000 people — was about 5 percent a month, meaning that as many as 20,000 workers were leaving every month and needed to be replaced. 

Marshall W. Meyer, a China specialist at the Wharton School at the University of Pennsylvania, says that demographic changes in China are reducing the supply of young workers entering the labor force and that this is behind some of the wage pressure. 

“Demography will do what the Strategic and Economic Dialogue hasn’t: raise the cost of Chinese goods,” he said, referring to United States-China talks on Chinese currency reform and other economic issues. “There is no way out.” 

Economists say many of the same forces that were at work in 2007 and 2008, when China’s economy was overheating, have returned and even intensified this year. 

Local governments have stepped up enforcement of labor and environmental regulations, driving up production costs. 

And perhaps most troubling for companies here is the prospect of an appreciating Chinese currency, which would make their exports more expensive overseas. 

Beijing has long promised to allow its currency to fluctuate more freely. But when the global financial crisis shuttered many Chinese factories, the government effectively repegged the renminbi to the dollar to protect exporters. 

Pietra Rivoli, a professor of international business at Georgetown University and the author of “The Travels of a T-Shirt in the Global Economy,” says the effects of rising labor costs will vary by industry, perhaps with lower-valued goods like garments being forced to move to western China or even to Vietnam and Bangladesh. 

But she says high-end electronics like smartphones are likely to remain, because they command high profit margins and because China has built a sophisticated infrastructure and quality-control system. 

“Labor is such a small piece of the pie for them,” Professor Rivoli says of the electronics brands. “The money’s all in the design, the marketing and the complicated distribution system, including retail outlets. Like with Apple, they have those rents in the shopping malls, fancy stores and all those hip people working there. That costs a lot.” 

Still, salary increases are expected to affect many stages of the supply chain and force some companies to raise prices. For many exporters who simply produce on contract for global brands, profit margins are already razor-thin, and raising prices could hurt business. 

“They’re going to have to find a way to pass this on to the end user,” says Mr. Tao at Credit Suisse. 

Economists say a necessary restructuring is under way, one that should allow the nation’s huge “floating population” of migrant workers to better share in the benefits of growth and stimulate domestic consumption. 

United States and European Union officials have been pressing China to help improve the global economy by consuming more and reducing the country’s huge trade surpluses. 

Rising labor costs here are not the end of cheap production in China, analysts say, but they are likely to help change the country’s manufacturing mix. 

“China isn’t going to lose its manufacturing base because it’s got a huge domestic market,” said Mary Gallagher, director of the Center for Chinese Studies at the University of Michigan. “But it will move them toward higher-end goods. And that matches the Chinese government’s ambition. They don’t just want to be the workshop of the world. They want to produce high-tech goods.” 

The Economist

World economy

The rising power of the Chinese worker

In China’s factories, pay and protest are on the rise. That is good for China, and for the world economy 

Jul 29th 2010 

CHEAP labour has built China’s economic miracle. Its manufacturing workers toil for a small fraction of the cost of their American or German competitors. At the bottom of the heap, a “floating population” of about 130m migrants work in China’s boomtowns, taking home 1,348 yuan a month on average last year. That is a mere $197, little more than one-twentieth of the average monthly wage in America. But it is 17% more than the year before. As China’s economy has bounced back, wages have followed suit. On the coasts, where its exporting factories are clustered, bosses are short of workers, and workers short of patience. A spate of strikes has thrown a spanner into the workshop of the world. 

The hands of China’s workers have been strengthened by a new labour law, introduced in 2008, and by the more fundamental laws of demand and supply (see article). Workers are becoming harder to find and to keep. The country’s villages still contain perhaps 70m potential migrants. Other rural folk might be willing to work closer to home in the growing number of factories moving inland. But the supply of strong backs and nimble fingers is not infinite, even in China. The number of 15- to 29-year-olds will fall sharply from next year. And although their wages are increasing, their aspirations are rising even faster. They seem less willing to “eat bitterness”, as the Chinese put it, without complaint.

In truth, Chinese workers were never as docile as the popular caricature suggested. But the recent strikes have been unusual in their frequency (Guangdong province on China’s south coast suffered at least 36 strikes in the space of 48 days), their longevity and their targets: foreign multinationals.

China’s ruling Communist Party has swiftly quashed previous bouts of labour unrest. This one drew a more relaxed reaction. Goons from the government-controlled trade union roughed up some Honda strikers, but they were quickly called off. The strikes were widely, if briefly, covered in the state-supervised press. And the ringleaders have not so far heard any midnight knocks at the door.

This suggests three things. First, China is reluctant to get heavy-handed with workers in big-brand firms that attract global media attention. But, second, China is becoming more relaxed about spooking foreign investors. Indeed, if workers are upset, better that they blame foreign bosses than local ones. In the wake of the financial crisis, the party has concluded, correctly, that foreign investors need China more than it needs them. Third, and most important, the government may believe that the new bolshiness of its workers is in keeping with its professed aim of “rebalancing” the economy. And it would be right. China’s economy relies too much on investment and too little on consumer spending. That is mostly because workers get such a small slice of the national cake: 53% in 2007, down from 61% in 1990 (and compared with about two-thirds in America). Letting wages rise at the expense of profits would allow workers to enjoy more of the fruits of their labour.

Higher Chinese wages would also be good for the West. This may seem odd, given how much the rich world has come to rely on cheap Chinese labour: by one estimate, trade with China has added $1,000 a year to the pockets of every American household, thanks to cheaper goods in the country’s stores, cheaper inputs for its businesses and stiffer competition in its markets. Just as expanding the global labour force by a quarter through the addition of cheap Chinese workers helped to keep prices down in the West, so higher Chinese wages might start to export inflation. Furthermore, from the point of view of the global economy, labour is a resource, like land or oil. It would not normally benefit from the dwindling of China’s reserves of labour any more than from the drying up of Saudi wells. 


Tomorrow’s global consumers 

But in the wake of the financial crisis, things are different. Deflation is now a bigger threat than inflation. And with 47m workers unemployed in the OECD alone, labour is not holding back the global economy. What the world lacks is willing customers, not willing workers. Higher Chinese wages will have a similar effect to the stronger exchange rate that America has been calling for, shrinking China’s trade surplus and boosting its spending. This will help foreign companies and the workers they have idled. A 20% rise in Chinese consumption might well lead to an extra $25 billion of American exports. That could create over 200,000 American jobs.

Eventually, this extra spending will help the world economy return to full employment. At that point, foreign companies and consumers may miss China’s cheap coastal workers, who kept profits high and prices low. But there will still be cheap labour to be found inland and in places like India. And Chinese wages were anyway only half the story. The other half was Chinese productivity. Chinese labour costs tripled in the decade after 1995, but output per worker quintupled.

To repeat that feat, as it runs dry of crude labour, China will have to increase its supply of skilled workers. That will require a stable workforce, which stays with its employers long enough to be worth investing in. For that the government will need to relax further its system of internal passports, or hukou, which prevent migrant workers from settling formally in the city without losing their family plot back home. When labour was abundant, it suited the government to have a floating population that made few demands on urban authorities and drifted back to the family farm whenever hardship beckoned. But to maintain fast growth as the labour market tightens, China’s floating population will have to drop anchor.

As the late Joan Robinson, a Cambridge economist, once wrote, “the misery of being exploited by capitalists is nothing compared to the misery of not being exploited at all”. Her quip, written in 1962, was inspired by underemployment in South-East Asia. Since then, capital has busily “exploited” workers in that region and its giant northern neighbour, much to their benefit. Now it is time for capital to invest in them.

WSJ

· AUGUST 1, 2010
Rising Wages Rattle China's Small Manufacturers 

By ANDREW BATSON in Zhili, China

The effects of China's rising wages and stronger currency are rippling through the close-knit group of textile and garment makers in the eastern town of Zhili, and challenging the future of small-business success stories like it around the nation.

"We have to raise prices to cope with higher costs," says Fu Weimin, who runs one of the hundreds of small garment workshops in Zhili, where it seems nearly every business specializes in some part of the production of children's clothing. "Every year salaries go up."

Wages in China have been rising for years, but pressure is now particularly strong as the rebound in the nation's economy runs up against the shrinking supply of younger workers caused by the one-child policy. Big foreign companies have felt the effects, with the local operations of Toyota Motor Corp. and Honda Motor Co. hit by strikes and Hon Hai Precision Industry Co., the world's biggest contract manufacturer of electronics, promising raises of at least 30%.

But the impact could be even more pronounced on China's more than 10 million small businesses, which account for 60% of the economy and 80% of jobs. Many small, light manufacturing businesses crowd together in highly specialized "clusters," particularly here in Zhejiang province on the eastern coast. 
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Huzhou, just down the road from Zhili, is noted for its bamboo products. The city of Wenzhou is famous for manufacturing a large share of the world's supply of cigarette lighters. What they all have in common is a reliance on the low-cost labor that is in increasingly short supply.

"The cluster-based model is labor-intensive. The real question is whether it can survive in the new environment of labor scarcity and higher labor costs," says Zhang Xiaobo, an economist at the International Food Policy Research Institute in Washington, who has researched the effect of clusters on rural development. "Right now is a critical transitional period. Some clusters will survive, some will collapse."

Since China relaxed its currency's peg to the dollar in mid-June, there is added uncertainty for those manufacturers who depend on export markets. The yuan is up by 0.75% against the dollar so far this year.

"If the currency appreciates 5% or 10% then we wouldn't be able to do this business anymore," as it would wipe out China's cost advantage, says Cindy Wu, sales manager of Da Wei Zipper Co. Such fears from businesses are a big reason China's government, despite outside pressure, is generally expected to limit the pace of its currency appreciation. 

View Full Image
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Associated Press 

Workers at Foshan Fengfu Autoparts Co. a supply factory to Honda Motor's joint ventures in China, strike for better wages in June.

Banding together in clusters has helped Chinese entrepreneurs overcome the hurdles to running a business in a state-dominated economy, says Mr. Zhang, the researcher. Start-up costs are lower, because each business can specialize in just one narrow segment. With production split up among many firms, each one can give credit to its customers and get credit from its suppliers, easing the burden of financing. Buyers like clusters because they can find everything they need in one place.

Zhili—the name could be translated as "Weavertown"—has focused on children's clothes since the late 1980s, when one local factory discovered they were more profitable than pillow covers. Imitators spread quickly, and as the town's reputation grew it attracted more clothing companies. Today Zhili is a sprawl of low-slung buildings, a mix of family businesses in narrow alleys and larger factory complexes.

Li Qiang started out making children's clothes in his native Inner Mongolia, but moved to Zhili 11 years ago. Because traders all know Zhili, he can sell much more than he could back home. Plus, he says, the local government is helpful, and "people here are honest." 

"What is holding us back now is finding enough workers," Mr. Li says. With rising material and labor costs eating into margins, he needs to increase his sales volume to keep up profits. But Mr. Li can't find enough skilled labor, even with wages already 40% higher than in other provinces. And it's hard to abandon Zhili's network and relocate to a cheaper province, a move that would require a big investment.

To cope with the shortage of younger workers, many of Zhili's factories now recruit married couples in their 30s. Lin Yunjiang, general manager of Haodeli Garment Co., says almost all of his 240 workers are married couples. He has converted his employee housing from single-sex dormitories to individual apartments for couples. 

Other entrepreneurs are trying to break out of the dependence on low-cost labor by investing more in capital equipment. "I figured out that a company's competitive advantage is in its technology," says Ye Ahua, who founded Bestex Textile Co. six years ago with his sons. He says he invested more than 20 million yuan in equipment for producing high-quality cotton cloth, when most local garment factories invest less than half a million. As a result, the factory needs only 70 workers.

For more entrepreneurs to follow in his footsteps they will need better access to financing than they have gotten from China's banking system, which favors big state-owned corporations. The government has promised to improve things, and says loans to small businesses are now growing faster than those to big ones.

The Economist

Economics focus

Socialist workers

Is China’s labour market at a turning-point? 

Jun 10th 2010 

ON JUNE 7th strikers at a rubber factory near Shanghai clashed with Chinese police. “The smell from the rubber is unbearable,” a migrant worker told the South China Morning Post, “but we don’t even get a toxic fumes subsidy.” On the same day Honda suffered a strike in a factory that makes its mufflers and exhaust parts, less than a week after it settled an earlier dispute by offering a 24% pay rise. On June 6th the owner of Foxconn, an electronics-maker, said that workers at its Shenzhen complex could earn 2,000 yuan ($293) a month from October if their work was up to scratch, about double the basic pay it previously offered, following a string of widely publicised suicides.

China is known for its plentiful, pliable workers. But these incidents have cast doubt on that caricature. In March Arthur Kroeber of GaveKal Dragonomics, a consultancy, declared the “end of surplus labour” in China. Three years earlier, Cai Fang of the Chinese Academy of Social Sciences argued that China, a country of 1.3 billion people, would soon run short of workers.

China’s labour supply is still growing. Its working-age population will increase from almost 977m in 2010 to about 993m in 2015, according to projections issued in December by the US census bureau (see left-hand chart). But the number of youngsters (15-24-year-olds) entering the labour force will fall by almost 30% over the next ten years. These projections reconcile the results of a full census in 2000 and a mini-census in 2005. They differ from the calculations reported in this newspaper on September 6th 2008 (“Reserve army of underemployed”), which suggested that the supply of twenty-somethings would not peak until after 2015. 
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The ageing of China’s labour force matters, because older workers are less willing to move to the coastal factories that depend on migrant labour. Mr Cai has calculated that 24% of villagers aged 16-30 migrate, compared with only 11% of those in their 40s. “For years, businesses have simply assumed that China has an unlimited supply of young people who can be had for modest wages and replaced at will,” Mr Kroeber writes. 

The assumption goes back a long way. In 1954 Sir Arthur Lewis, a development economist, noted Asia’s overmanned farms, its surfeit of dockworkers and petty traders, and “the young men who rush forward asking to carry your bag”. He concluded that “over the greater part of Asia, labour is unlimited in supply.” Islands of capitalism existed amid a sea of subsistence labour. For as long as that were true, the capitalist enclaves could grow without wages rising: they only had to offer workers a little more than could be scraped together in the vast economic hinterland. But eventually, the economy would reach a turning-point. The capitalist enclaves would reach so deeply into the country’s pool of labour that the remaining supply of farmers, traders, dockworkers and bag-carriers would fall short of demand. At this point, the economy could not grow without wages rising. 

Mr Cai believes China has already reached this “Lewisian turning-point” and that its arrival can be seen in more assertive workers and wage rises. As Mr Cai and his colleagues wrote presciently last year, the turn “enhances the labourers’ right to speak in the labourer-employer negotiation because labourers can impose stress on employers through voting with [their] feet.” The pay hikes won by labourers at Honda and Foxconn are unusually big. Some cities, such as Beijing, have announced increases in their minimum wages of up to 20%. If wages continued to rise at this pace, it would mark a hairpin turn in China’s labour market. 

Such an abrupt change is hard to explain by demography alone, however. The supply of mobile youngsters may be about to fall but it is still higher than it was five or ten years ago, when the cohort of youngsters was unusually small. This baby bust was a demographic echo of the rural famines that haunted China from 1958 to 1961, reducing the size of the cohort that would have been their parents (see right-hand chart). 


Returning point 

In fact, there are good reasons to doubt that the turning-point is here. The pay hikes follow a period of wage freezes during the financial crisis, points out Tao Wang of UBS. By themselves, the pay rises mostly make up for ground lost last year. China’s economic hinterland remains vast. About 40% of the country’s labour force remain in agriculture, where their productivity is about one-sixth of its level in the rest of the economy. The share is also falling quite slowly: Richard Herd and his colleagues at the OECD think it will take another decade for it to drop to 25%. 

Sir Arthur offered several reasons why wages might rise even before a country reached its turning-point. The “subsistence” wage itself might rise, for example. “The subsistence level is only a conventional idea, and conventions change,” Sir Arthur pointed out. Migrants are less willing to leave home because conditions in China’s hinterland have improved. “‘Home’ now has running water, electricity, highways, even internet access,” says Ha Jiming of CICC, an investment bank. A government survey of returned migrants found that 30% were not sure whether to venture out again, compared with 24% two years ago.

Sir Arthur also pointed out that there was often a gap between the wages paid in the capitalist economy and the subsistence earnings in the hinterland. Where the islands of capitalism met the sea of subsistence labour, there was not a “beach”, but a “cliff”. To tempt workers over that cliff, firms have to pay a premium—fumes subsidies and the like. With the ageing of the Chinese workforce that premium may rise. But again, this does not in itself mark the turning-point.

That moment will come, of course. When it does wages will rise, eroding the return on capital. But as Sir Arthur argued, workers are not the only ones who can migrate. Capitalists can also go to where workers are abundant. First, labour-intensive factories will move inland. Eventually they will depart China altogether, just as they left Japan and Taiwan before it. That, after all, is why Honda and Foxconn opened plants there in the first place. 

Forbes

June 13, 2010

Will Foxconn Ditch Shenzhen?

Posted by Matthew Stinson
Tianjin is among the cities that may wind up benefiting from Foxconn’s labor troubles in south China.  The news coming from Taiwan newspapers and being picked up in the mainland is that:

… [Foxconn] had given notices to some of its staff for moving them away from Shenzhen to low-cost Chinese cities like Tianjin, Yantai or Wuhan. Among those being moved are technical employees providing support to Hewlett-Packard servers.

This doesn’t mean that Foxconn is ready to pack up iPod city and move it north, but it does follow the general pattern of the company hinting that it might seek friendlier bases of operation.  Just a few days earlier the company announced plans to shift some manufacturing back to Taiwan and also farther south to lower-wage Vietnam.  That news came alongside reports that Foxconn would seek incentives from the Taiwanese government to open plants there.

So what’s going on?  Is Foxconn really trying to diversify its manufacturing base in response to higher wages and social criticism in the wake of the suicide scandals?  Or is the company trying to fake out the local governments in the south, telling them, in effect, if you don’t protect us, you’ll lose us? Shenzhen’s government said its piece earlier, blaming Foxconn’s management for the suicides and hiking the minimum wage by nearly 16%.  Foxconn really has no where to go but down in Shenzhen, and it’s highly unlikely that all of its customers are willing to help shoulder the burdens of the company’s new pressures.  With a losing hand, the only thing you can really do is bluff, and that’s what Foxconn may be doing.

At the same time, there are real economic incentives for getting out of Shenzhen.  The new minimum wage is roughly 200 RMB higher than Tianjin and other choice locations, and land prices are generally cheaper in northern special economic zones.  Being in Tianjin would mean having north China’s largest port at the company’s disposal, and the city is eager to have more high-profile companies in TEDA.  Relocating to Vietnam offers an absolute wage advantage but the infrastructure and geography are both lacking for operations as large as Foxconn’s Apple and Dell contracts.  As for moving to Taiwan, however, there are signs that Foxconn’s purported relocation may meet with an icy reception, with Taiwanese scholars calling on the government to sanction the company for abuses in the mainland.

Who says there’s no solidarity across the Taiwan Straits?

NYT

Inflation in China Is Rising at a Fast Pace

By KEITH BRADSHER
Published: September 11, 2010

HONG KONG — For K. K. Lam, a 37-year-old accountant in Guangzhou, inflation means higher prices for pork and for vegetables like bok choy. 

For Allen Dong, the sales manager for a home appliance manufacturer 700 miles to the northeast in Ningbo, inflation means trying to persuade retailers to pay more for dehumidifiers so his company can cover rising costs for wages and raw materials. 

From street markets to corporate offices, consumers and executives alike in China are trying to cope with rising prices. The National Bureau of Statistics announced on Saturday that consumer prices in China were 3.5 percent higher compared with a year earlier, the largest increase in nearly two years. 

To make matters worse, inflation over the short term also seems to be accelerating. A seasonally adjusted comparison of August prices to July prices showed that inflation was running at an annualized pace closer to 4.8 percent. 

Prices are rising in China for reasons that many Americans or Europeans might envy. The economy is growing, stores are full and banks are lending lots of money, according to other statistics released by the government on Saturday. Compared with August of last year, industrial production rose 13.9 percent last month, retail sales increased 18.4 percent, bank lending climbed 18.6 percent and fixed-asset investment surged 24 percent. 

All four categories rose slightly more than economists had expected, in the latest sign of the Chinese economy’s strength even as recoveries seem to be flagging elsewhere. 

Separate data released on Friday by the General Administration of Customs showed that Chinese demand for imports also remained surprisingly strong. The trade surplus narrowed to $20 billion last month, and would have been nearly in balance without China’s $18 billion surplus with the United States. 

But so much cash in the Chinese economy chasing a limited volume of goods is pushing up prices. Inflation is starting to become troublesome, especially for young people entering the work force and retirees on fixed incomes. 

Young people with vocational school degrees typically earn $200 to $300 a month in factories near the coast these days, and somewhat less in the Chinese interior. Rising prices have prompted many to ask for bigger paychecks, and blue-collar incomes have increased faster than inflation. 

But salaries for recent college graduates, at $300 to $500 a month in coastal areas, have actually declined in the last few years, even before adjusting for inflation. A rapid expansion of universities over the last decade has resulted in more young men and women with undergraduate degrees than companies are ready to hire, except at lower pay. 

And as in many countries, retirees are among the most vulnerable to inflation. Ms. Lam said her own mother lived on a pension of just $150 a month. 

Rising wages are putting pressure on companies to increase their prices. Mr. Dong, the sales manager at the Ningbo Deye Domestic Electrical Appliance Technology Company, said the company had to raise wages by 10 percent a year, while raw material costs were also climbing. 

“It is impossible to transfer our cost increases entirely to our customers, because if we do so, they will all run away,” he said. “We are currently doing a study of our assembly line work processes to see where we can achieve greater efficiency.” 

But as the powerful growth in fixed-asset investment last month showed, Chinese companies are still responding to rising prices by building more factories, office buildings and other equipment, instead of cutting back. 

Pan Ning, the sales manager at the Newsunda Industries Company, a manufacturer of school bags and pocket calculators based in Shantou, said labor and raw material prices had been climbing by 5 to 10 percent. But as school years have begun around the world in the Northern Hemisphere, Newsunda has been able to raise the prices it charges to cover the increased costs, Ms. Pan said. 

Chinese officials have said for many years that they regard 5 percent inflation as unacceptable, and they have shown a willingness to clamp down on bank lending and investment whenever annual increases come close to that level. They have taken some of these steps in recent months, but more recently eased back on lending controls as some Chinese economists suggested that domestic demand might not be as strong as the August data showed. 

For now, many Chinese consumers are irked by rising prices for everyday necessities. 

“I honestly don’t know how young people starting out in the work world manage,” Ms. Lam said. They pay nearly half their salaries for their own room in a shared apartment in a bad neighborhood, she said, “and if you add in food and transportation, there will be nothing extra left in your salary to send home.” 

Manufacturing

The end of cheap China

What do soaring Chinese wages mean for global manufacturing?

Mar 10th 2012 | HONG KONG AND SHENZHEN | from the print edition 

http://www.economist.com/node/21549956

TRAVEL by ferry from Hong Kong to Shenzhen, in one of the regions that makes China the workshop of the world, and an enormous billboard greets you: “Time is Money, Efficiency is Life”.

China is the world's largest manufacturing power. Its output of televisions, smartphones, steel pipes and other things you can drop on your foot surpassed America's in 2010. China now accounts for a fifth of global manufacturing. Its factories have made so much, so cheaply that they have curbed inflation in many of its trading partners. But the era of cheap China may be drawing to a close.
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Costs are soaring, starting in the coastal provinces where factories have historically clustered (see map). Increases in land prices, environmental and safety regulations and taxes all play a part. The biggest factor, though, is labour.

On March 5th Standard Chartered, an investment bank, released a survey of over 200 Hong Kong-based manufacturers operating in the Pearl River Delta. It found that wages have already risen by 10% this year. Foxconn, a Taiwanese contract manufacturer that makes Apple's iPads (and much more besides) in Shenzhen, put up salaries by 16-25% last month.

“It's not cheap like it used to be,” laments Dale Weathington of Kolcraft, an American firm that uses contract manufacturers to make prams in southern China. Labour costs have surged by 20% a year for the past four years, he grumbles. China's coastal provinces are losing their power to suck workers out of the hinterland. These migrant workers often go home during the Chinese New Year break. In previous years 95% of Mr Weathington's staff returned. This year only 85% did.

Kolcraft's experience is typical. When the American Chamber of Commerce in Shanghai asked its members recently about their biggest challenges, 91% mentioned “rising costs”. Corruption and piracy were far behind. Labour costs (including benefits) for blue-collar workers in Guangdong rose by 12% a year, in dollar terms, from 2002 to 2009; in Shanghai, 14% a year. Roland Berger, a consultancy, reckons the comparable figure was only 8% in the Philippines and 1% in Mexico.
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Joerg Wuttke, a veteran industrialist with the EU Chamber of Commerce in China, predicts that the cost to manufacture in China could soar twofold or even threefold by 2020. AlixPartners, a consultancy, offers this intriguing extrapolation: if China's currency and shipping costs were to rise by 5% annually and wages were to go up by 30% a year, by 2015 it would be just as cheap to make things in North America as to make them in China and ship them there (see chart). In reality, the convergence will probably be slower. But the trend is clear.

If cheap China is fading, what will replace it? Will factories shift to poorer countries with cheaper labour? That is the conventional wisdom, but it is wrong.

Advantage China
Brian Noll of PPC, which makes connectors for televisions, says his firm seriously considered moving its operations to Vietnam. Labour was cheaper there, but Vietnam lacked reliable suppliers of services such as nickel plating, heat treatment and special stamping. In the end, PPC decided not to leave China. Instead, it is automating more processes in its factory near Shanghai, replacing some (but not all) workers with machines.

Labour costs are often 30% lower in countries other than China, says John Rice, GE's vice chairman, but this is typically more than offset by other problems, especially the lack of a reliable supply chain. GE did open a new plant in Vietnam to make wind turbines, but Mr Rice insists that talent was the lure, not cheap labour. Thanks to a big government shipyard nearby, his plant was able to hire world-class welders. Except in commodity businesses, “competence will always trump cost,” he says.

Sunil Gidumal, a Hong Kong-based entrepreneur, makes tin boxes that Harrods, Marks & Spencer and other retailers use to hold biscuits. Wages, which make up a third of his costs, have doubled in the past four years at his factories in Guangdong. Workers in Sri Lanka are 35-40% cheaper, he says, but he finds them less efficient. So he is keeping a smaller factory in China to serve America and China's domestic market. Only the tins bound for Europe are made in Sri Lanka, since shipping costs are lower than from China.

Louis Kuijs of the Fung Global Institute, a think-tank, observes that some low-tech, labour-intensive industries, such as T-shirts and cheap trainers, have already left China. And some firms are employing a “China + 1” strategy, opening just one factory in another country to test the waters and provide a back-up.

But coastal China has enduring strengths, despite soaring costs. First, it is close to the booming Chinese domestic market. This is a huge advantage. No other country has so many newly pecunious consumers clamouring for stuff.

Second, Chinese wages may be rising fast, but so is Chinese productivity. The precise numbers are disputed, but the trend is not. Chinese workers are paid more because they are producing more.

Third, China is huge. Its labour pool is large and flexible enough to accommodate seasonal industries that make Christmas lights or toys, says Ivo Naumann of AlixPartners. In response to sudden demand, a Chinese factory making iPhones was able to rouse 8,000 workers from their dormitory and put them on the assembly line at midnight, according to the New York Times. Not the next day. Midnight. Nowhere else are such feats feasible.

Fourth, China's supply chain is sophisticated and supple. Professor Zheng Yusheng of the Cheung Kong Graduate School of Business argues that the right way to measure manufacturing competitiveness is not by comparing labour costs alone, but by comparing entire supply chains. Even if labour costs are a quarter of those in China to make a given product, the unreliability or unavailability of many components may make it uneconomic to make things elsewhere.

Dwight Nordstrom of Pacific Resources International, a manufacturing consultancy, reckons China's supply chain for electronics manufacturers is so good that “there is no stopping the juggernaut” for at least ten to 20 years. This same advantage applies to low-tech industries, too. Paul Stocker of Topline, a shoe exporter with dozens of contract plants in coastal China, says there is no easy alternative to China.

It is fashionable to predict that China's inland factories will supplant its coastal ones. Official figures for foreign direct investment support this view: some inland provinces, such as Chongqing, now attract almost as much foreign money as Shanghai. The reason why fewer migrant workers from the hinterland are returning to coastal factories this year is that there are plenty of jobs closer to home.

But manufacturers are not simply shifting inland in search of cheap labour. For one thing, it is not much cheaper. Huawei, a large Chinese telecoms firm, reports that salaries for engineers with a master's degree are not even 10% lower in its inland locations than in Shenzhen. Kolcraft considered shifting to Hubei, but found that total costs would end up being only 5-10% lower than on the coast.

Topline looked into moving inland, but found huge extra costs there. Infrastructure for exports is still shoddy or slow (shipping by river adds a week), logistics are not fully developed and Topline's entire supply chain remains on the coast. It decided to stay put.

Inland revenue?
Moving inland brings all sorts of unexpected costs. Newish labour laws in wealthy places such as Shenzhen make it costlier to shut down plants there, for example. It can cost more to ship goods from the Chinese interior to the coast than from Shanghai to New York. Managers and other highly skilled staff often demand steep pay rises to move from sophisticated coastal cities to the boondocks. Chongqing has more than 30m people, but it's not Shanghai. A recent anti-corruption campaign there grew so violent that it terrified legitimate businessfolk as well as crooks.

The firms investing in China's interior are chiefly doing so to serve consumers who live there. With so many inland cities booming, this is an enticing market. But when it comes to making iPads and smartphones for export, the world's workshop will remain in China's coastal provinces.

In time, of course, other places will build better roads and ports and supply chains. Eventually, they will challenge coastal China's grip on basic manufacturing. So if China is to flourish, its manufacturers must move up the value chain. Rather than bolting together sophisticated products designed elsewhere, they need to do more design work themselves. Taking a leaf out of Germany's book, they need to make products with higher margins and offer services to complement them.

A few Chinese firms have started to do this already. A visit to Huawei's huge corporate campus in Shenzhen is instructive. The firm was founded by a former military officer and has been helped by friends in government over the years, but it now more closely resembles a Western high-tech firm than it does a state-backed behemoth. Its managers are top-flight. Its leaders have for several years been learning from dozens of resident advisers from IBM and other American consultancies. It has become highly professional, and impressively innovative.

In 2008 it filed for more international patents than any other firm. Earlier this year, it unveiled the world's thinnest and fastest smartphones. In a sign that at least China's private sector is beginning to take intellectual-property rights seriously, Huawei is locked in bitter battles over patents, not only with multinationals but also with ZTE, a cross-town rival that also wants to shift from being a low-cost telecoms-equipment maker to a creator of sexy new consumer products.

China does not yet have enough Huaweis. But it attracts plenty of bright young people who would like to build one. Every year another wave of “sea turtles”—Chinese who have studied or worked abroad—returns home. Many have mixed with the world's best engineers at MIT and Stanford. Many have seen first-hand how Silicon Valley works. Indeed, Silicon Valley veterans have founded many of China's most innovative firms, such as Baidu.

The pace of change in China has been so startling that it is hard to keep up. The old stereotypes about low-wage sweatshops are as out-of-date as Mao suits. The next phase will be interesting: China must innovate or slow down.

