Friday 19 September 2008

Shanghai Daily

A6 OPINION

» www.shanghaidaily.com/opinion

Can China be a force
for stability in all
this economic turmoil?

Jason Inch

FOLLOWING theannounce-
ments of Lehman Brothers
Chapter 11 filing and the buy-
out of Merrill Lynch, Chinas
stock marketsdropped intan-
dem with world markets.

Tuesday’s drop of 4.47
percent on the Shanghai com-
posite index was yet another
blood-bath in the markets, but
at atime like thisit is worth
remembering that Chinds
underlying economic funda-
mentals remain strong.

What causes the appar-
ent contradiction of one of
the world's best-performing
economies having one of
the worst-performing stock
markets?

The theory of decoupling
— the idea that China and
other developing countries
are mature enough to con-
tinue to develop on their own
during an economic decline
in the United States and
elsewhere — is increasingly
discredited.

We are living in an inter-
connected world and nobody,
not even the world's fastest-
growing major economy,
can resist the forces that are
sweeping our world. As John
Donnefamously said, no man
isanidand.

Thisfinancial crisiscallsto
all economies to act. China,
with its strong economic
performance in August and
year-to-date, may appear
to be an idand of calm and
prosperity, but it may later be
found to have been in the eye
of the storm.

According to recent data
from economists at Chinads
National Bureau of Statistics,
virtually everything seemsto
be going well.

Starting with the drivers
of the economy, consump-
tion continued to show signs
of strength, with retail sales
maintaining a 23.2 percent
pace of growth in August,
only dightly lower than July’s
23.3 percent.

The level of retail sales
growth is far above the most
recent inflation levels, mean-
ing retail salesincreaseis not
just about higher prices, there
isreal growth there.

In fact, CPl — the con-
sumer price index, or basic
inflation — decreased to 4.9
percent in August, continuing
the downward trend, but it is
still somewhat high, meaning
Chinais not out of the infla-
tionary woods yet.

Actually, many wereregard-
ing the fight againgt inflation
to be one of Chinds core eco-
nomic poalicies of 2008. In a

surprise move, however, on
Tuesday the People's Bank
of China cut interest rates by
about a quarter percent, down
from 7.47 percent to 7.2 per-
cent and, in perhaps the most
surprising move of all, cut the
reserveratio by afull 1 percent
after having just increased it
by 1 percent in June.

There is something of a
mixed message in this latest
action. The message, that the
economy isready for arate cut
and wants to increase money
supply, could be evidencethat
the PBOC overshot the mark
and caused money supply to
shrink too quickly, contribut-
ing to some of the summer's
abysmal stock and real estate
performance.

Growth in M2, the money
supply, decreased to 16 per-
cent in August, down from
17.4 percent in June.

It is important to point out
that we are still talking about
anincrease of 16 percent, just
that the rate of speed it was
growing simply slowed down
alittle.

Time will tell

Isthe PBOC acting wisely?
Time will tell if they are cut-
ting too soon, a knee-jerk
reactiontothelatest sub-prime
casualties, tryingto prop upthe
falling stock and property mar-
kets, or if they are presciently
avoiding a much harder crash
inthewake of Fannie/Freddie/
L ehman fallout and other fac-
tors yet to come.

While some of this data
could beconstrued asnegative,
Chinahad alot of other positive
economic resultsin August.

For example, the trade
surplusis up by 25.7 percent
year-to-date, compared with
January-August 2007 figures.
Exportsaredown dightly, but
till strong, FDI continues to
be healthy.

So the question originally
posed, why is there a con-
tradiction — Chinds strong
economy on the one hand, and
its weak stock and property
markets on the other?

Is this a sign that global
markets cannot decouple and
are doomed to falter together,
or is it asign that somebody
needs to act more decisively?

Just as China became a
stabilizing force in the Asian
Financial Crisis of 1997,
is there a way it could use
its economic and financial
strength to do so again?

(Theauthor isaShanghai-
based consultant. Theviews
are his own. His e-mail:
Jason@ChinaSupertrends.
com)
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Don’t choke on Coke
and Huiyuan juice deal

John Gong

ON September 3, the stock of Huiyuan,
a Hong-Kong-listed company special-
izing in juice production, more than
doubled on the news Coca-Cola Co
sought a US$2.4 billion acquisition for
all of Huiyuan's outstanding shares.

The offer was three times Huiyuan
stock’s average trading price before
the announcement. The Ministry of
Commerce is studying the proposed
takeover.

While Huiyuan's happy shareholders
cannot wait, laughing all the way to the
bank, concernswereraised among Hui-
yuan's competitorsin the juice market.
Someinthe public, fueled by nationalis-
tic sentiment, raised objections over the
prospect of losing one more famousin-
digenous brand to a foreign company.

Coca-Colasaidit hasalready obtained
approval from three of Huiyuan's larg-
est shareholders, Zhu Xinli, Huiyuan's
founder and chairman of the board,
Danone, a large French conglomerate
in the food processing business, and a
Hong-Kong based mutual fund company
— they jointly account for over 60 per-
cent of Huiyuan's outstanding shares.

The Ministry of Commerce said
immediately after the Coca-Cola an-
nouncement that it would conduct afair
anti-monopoly review once it receives
Coca Colds merger application.

Both the Guidelines on Anti-monopo-
ly Filingsfor Mergers and Acquisitions
of Domestic Enterprises by Foreign
Investors passed in 2006, and the Anti-
monopoly L aw implemented thisAugust
stipulate the conditions triggering an
anti-monopoly review. Coca-Cola is
preparing paperwork for the filing.

Letusfirst clarify afew pointsbefore
assessing the prospect of this acquisi-
tion and providing some public policy
recommendations.

First, it should be noted that the
conditions set forth in the two statues
just mentioned are not the conditions
under which aproposed acquisition by a
foreign company may be approved or re-
jected. These state the conditions under
which an application for anti-monopoly
review and final approval isrequired.

For example, Article 51 of the Guide-
line says one of conditionsfor filing for
review is that the domestic acquisition
target hasamarket share of over 20 per-
cent, and the combined market share of
the joint company after the acquisition
is over 25 percent.

Now these 20 percent and 25 per-
cent numbers are not the magic market
share thresholds to deter an acquisition
or merger. These are merely numbers
that arelarge enough to warrant an anti-
monopoaly review.

Second, the exact market share num-
bers of parties here seem to be in the
eyesof beholder. Sofar | have seenthree
sets of numbers reported in the press.

The first set of numbersis from Eu-
romonitor | nternational , a Europe-based
market research company. It reportsthat
in the China juice market, Huiyuan
holds 10.3 percent market share and
Coca-Colds Minute Maid unit holds a
9.7 percent share.

L ooking at the whole soft drink mar-
ket, Coca-Cola and Huiyuan's market
share would be 12.4 percent and 4.4
percent respectively.

However, according to Beijing Orient
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& High market share doesn’t always translate
into excessive market power. y

AgribusinessConsultant, Ltd (BOABC),
specializing in agri-business consulting
to the food business, the three lead-
ing juice producers are Uni-President
(Tongyi in Mandarin Chinese) with
18.69 percent market share, Coca-Cold's
Minute Maid with 15.04 percent and
Huiyuan with 13.95 percent.

Based on these market share num-
bers, the combined operation of the two
companiesinthejuice market would be
29 percent, overtaking the number one
spot by Uni-President.

Coca-Cola hired Methodology
Canadean Ltd, a British investigation
company for the drinks market, to pro-
duce a report showing the combined
market share after acquisition would be
lower than 20 percent. Finally, Huiyuan
announced earlier in its own financial
report that its share in the no-concen-
trate juice market is 42.6 percent.

The central issue

The statistics discrepancies may be
attributed to product definition and
marketing research methodology differ-
ences, or acombination of both. But the
central issue in this controversy seems
to be lost in the pursuit of the right or
desired market share numbers.

The anti-monopoly concern stems
from the combined company’s potential
market power to raise prices and seek
extraordinary profits, as opposed to the
market share statistics per se on paper.

High market share doesn't always
transate into excessive market power.
For example, in the cellular handset in-
dustry in China, Nokiaoccupiesover 40
percent of the market, yet the industry
remains highly competitive.

Therefore, theinvestigation during the
Coca-Cola/Huiyuan review process, in

my humble opinion, should be centered
on the question of whether the combined
company would have any market power
toraiseprices. Andto discover that, one
needsto go onelevel further to see each
company’s product portfolio.

Huiyuan's mgjor product is 100 per-
cent juice with no concentrate.

Although Huiyuan's overall market
sharein the juice market is between 10
percent and 14 percent, depending on
which statistics one considers, its share
in the 100 percent juice market is over
42 percent. Thissuggeststhat Huiyuan's
market position in the concentrate juice
market is weak.

Coca-ColdsMinute Maid ontheother
hand hasitsproduct linein Chinainthe
concentratejuice market. The proposed
acquisition seemsto suggest acombined
operation more complementary in the
nature of product lines, as opposed to a
simple market share expansion.

The other public concern — the
prospect of losing a Chinese indig-
enous brand to aforeign company — is
groundless. In the United States, Coca-
Colahas atrack record of retaining the
brands after successfully acquiring non-
carbonated drink companies, including
Minute Maid and Dasani.

In the 1980s, there were similar
public concerns in the United States
over Japanese money buying America,
epitomized by the sale of the Empire
State Building, the symbol of Ameri-
can capitalism, to a group of Japanese
investors. But looking back, the idea of
the American economy losing to the
Japanese is found to be groundless.

(Theauthor isan economist in Bei-
jing. Theviewsarehisown. Hisemail:
johngong@gmail.com)



