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A Whole New World

Centinued From Page RI
mold manufactarers in South Korea. -
dia’s punch has been far softer, but the
impact has still altered how hundreds of
service companies from Texas to Treland
compete for billions of dellars in contracts.

The causes and consequences of each
nation’s surge are somewhat different.
China's exports have boomed largely
thanks to foreign investment: Lured by
low labor costs, big manufacturers have
surged into China to expand their produc-
ticn base and push down prices globally.
Now manufacturers of all sizes, making
everything from windshield wipers te
washing machines {e clothing, are scram-
bling efther to reduce costs at home or to
source more of what they make in cheaper
locales. Some of the braver small fry ate
even setting up factories in China despite
huge culiureal and logistical challenges.

Indig, foo, is prompting a massive
rush east by many U.8. and European
service providers. But, unlike the manu-
facturers that headed into China, service
companies didn’'t go to India until
cheaper and increasingly sophisticated
Indian enterprises invaded their terii-
tory. Bangalore-based consuliing and in-
formation-services firm InfoSys Technol-
egies Lid., for example, nearly tripled its
overall revenue from 2080 to 2002, in
large pari thanks fo surging sales in
North America.

U.8. service companies say they have
little alternative other than to confront
Indian competitors on their home turf:
For many of these companies, the price
of mangower is king. Consulting and tech-
services company Acceninre Ltd. plans
to have as many as 10,800 people in India
by the end of this year, or aboui one-
eighth of iis entire work force,

Rising in the East

For all the dust it has raised in the IT-

world, though, India is st far from hav-
ing the sheer.globe-rattling heft of China.

Ching last year shipped goods to the
rest of the world werth about $438 hittian,
and services totalling $44 billion, In less
than five years, China has become the
world’s dominant supplier of whole catego-
ries of producis, ranging from computer
keyhoards to bicycles, bras and neckties.

China’s boom came as foreign manu-
factorers—led at first by Taiwan, South
Korea and Japan. in {he 1380s—raced to
slash costs by tossing up factories there.
The first big U.8. investors began to
move info China around 1985, but the
real invesiment surge from the U.S,
didn't come until the Iate 19905, when
dozens of big mitiinationals moved in to
open faciories.

Edward Gresser, a trade specialist at
the Progressive Policy Institute in Wash-
ington, estimates that foreign companies
openad as many as 60,000 new factories
in China from 2000 through 2003. China
last year took in $53.5 biflion in foreign
direct investment, compared with 540 hil-
lion: in the T.8.

By some estimates, as much as 55% of
the goods the U.S. imports from China
now come from foreign-owned compa-
nies with cperations there. These include
telephone makers such as Nekia Corp.
4nd Motorela Inc., computer companies
such as International Business Machines
Corp. and nearly all the big ¢lothing and
footwear hrands. .

Car makers also have a huge pres-
ence. Voikswagen AG has the biggest
feotprint in China, doing around 14% of
its world-wide production there. Close he-
hing is General Metors Corp., which
plans to double it$ manufacturing capac-
ity in China over thé next three years at
a cost of $3 billion. Ford Moter Co. has
been 3 laggard in the market but says it
will triple its car production in China this
year, to 65,000 vehicles. German aute
maker BMW AG plans f¢ build a new
factory later this year to put cut 30,600
Cars a year.

Foreign factories have helped push
China briskly up the technological lad-
der. In a recent report, Mr. Gresser
pointed out that U.S. imports of dolls
frem China have fallen 1% since 1998,
while imports of Chinese-made television
sets jumped 470% and eleciric tooth-
hmghee he nvor 7 A,

“We are holding our own hecguse
we've aggressively pursued new busi-
ness,” says Nels Leutwiler, Parkyiew’s
president. “But there’s less and less work,
with more and mere people competing for
it. Our marging are disappearing.”

Parkview 18 now looking to move into
the sort of lower-volwme, more expensive
part-making work that isn't as exposed to
Chinese competilion—work that is also
much harder fo find. Mr. Leuiwiler may
also turn ever some of the company’s more
costly tooling work to companies in China.

Meeting the Challenge

Companies in other hard-hit sectors
also are responding creatively to the pres-
sure. The Dominican Republic's Inter-
americana, a major producer of trousers,
is emphasizing speed to maiket and short
production rung, hoping to capitalize on
the island’s proximity to U.8. retailers.

Dozens of ofher big apparel makers
across Central America are struggling to
make similar changes, fearing China
could suck up huge market share once
the global system of clothing quotas
phases ont a% the end of this year. Those
quotas for decades have regulated access
to the consumer-rich markets of the 1.8,
and Europe by impesing 2 ceiling on how
many irousers or shirts a given country
can supply. #

Interamericana has shiffed some of
its production t¢ neighboring Haidl,
where wages are far chegper. In the U.5.,
some small manufacturers are being
forced 1o do something even bolder: look
t0 set up shop in China to augment what
they do at home.

P.J. Thompscn had his wake-up cail in
2002, when the meial-parts company he
runs lost its most profifable contract to
China. Transmatic Manufacturing Co.,
based in Holland, Mich., nakes hundreds
of diiferent high-precision parts for cars,
pawer tools, locks and cther gadgets.

In 2001, Transmatic won a job from
Materola Inc. 0 build a complex swivel
system for & popuiar celiytar phone. Mo-
torola scurced the part in China at the
same time, but “this was a very complex
part,” Mr. Thompson-says. “We Hgured it
would be years before the Chinese were
able to build the part to the same specifi-
cations.” Yn reality, it took ali of sig
months. What Mr. Thompson figured
would be a five-year jub for his company
was gone in 32 months.

The reason Motorola shifted fo the
Chinese supplier, he says, had less to do
with price and everything to do with loca-
tion, “They assembled (he phones in
China and wanted to use local compe-
nents, too.”

Mr. Thompson is geiting the same
message from mary of kis other top cus-
tomers, inclading Delphi Corp., the auto-
parts glant. “My customers are multina-
tional, and they want me to be multina-
tional, teo.”

Mr. Thompson says he now spends
nearly a quarter of his {ime—which has

. included making several lengthy érips

overseas—figuring out how to get inte
China. His plan is to set up a small fac-
tory there, worth up te $4 million, by the
end of the year, most likely in the Suzhou
area west of Shanghai. He doesn't plan
o cut jobs in the T1.8. as a resuit,

This is no small leap for a company
the size of Transmatic, with 300 employ-
ees and about $60 million & year in reve-
nue. “This is going to be me risking my
cwn money,” Mr. Thompson says.

The logle of being close to your cus-
tomers isn't new to Transmatic, which
hag a plant in North Carolina te supply
car makers in the region, and another in
Arizona to supply varlous factories
across the border in Mexico. But there
are other reasons for having & presence
in China. Factories there are sucking up
so much steel and ofher raw materizals
that Mr. Thompsen has seen the price of
his own supples soar by as much as 60%
this year. “It's been a crisis of pricing
and availability like we’ve never seen be-
fore,” he says.

Making things worse, many of
Transmatic’s traditional U.S. suppliers
of high-end presses and other equip-
meim have turned all their attention to
the Chinese market, further boosting
prices and lessening competiitior at
heme. “They’ve basically left the North
American market for dead,” Mr. Thomp-
8011 54yS.

A Place at the Table

Another company that has headed
east to survive is Howard Miller Co., the
world's largest maker of floor clocks and |
a major seller of higher-end fwrniture, -
with arnual revenue of around $200-mil-
ton and 875 employess,

Few indusiriés in the U.S. have been
harder hit by Chinese competition recently
than furniture, which sought and won new
tariffs on Chinese imports this year. Buzz
Miller, president of Howard Miller, has
watched as many of his peers have moved
overseas or morphed from manufacturing
info trading companies. He has picked
what he calls a “blended sirategy,” mixing
domestic manufaciuring with two joint ven-
tures in China, which together employ
about 2,800 workers. The cornpany, which
also includes Hekman Furniture, brings in
viher carved pieces from the Philippines
and Indonesia,

“The Chinese can do all serts of things,
like hand earving and special finishes,
that we don’t do anymore, or that are too
costly to do af home,” says Mr. Miller. By
having as much as balf of its paris made
oversess, the company has remained com-
petitive and kept its dornestic work force
steady for the past five years. Mr. Miller
says the recent tariff increases haven't hit
hig Chinese operations. -

The competitive pressures are by no
means limited to North America. South
Eorea’s Soline Co., a maker of plastic-in-
jection molds and parts, started getting
underbid by companies in China last
year. The company 4id some defective
work, even bidding out various jobs to
China io get & more precise feal for
prices there. “We ther: broke down every
aspect of our own pricing to find what
parts of the chain were costing oo
much,” says Steven Koons, a marketing
manager at Solinc.

The ¢ompany has now embarked on
what Mr, Koons calls “creative outscure-
ing.” Solinc has opened a training cen-
ter in Vietnam and flown in high-end
design computers. Thirty specialists at
the center in Hanoi will scon handle
much of the company’s three-dimen-
sioral design work, at prices much
lower than in South Korea.

Soline’s main factory outside Seoul is
still making all the meids, but some of
the simpler and more labor-intensive
manufacturing work has gone to a com-
pany in the Philippices. The company
has also put more effort into marketing
and service, It has opened sales offices in
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Trade' Trends

An overview of U.S. economic ties with China and India

The China-U.S. Exchange

The U.S. s China's second-largest tradmg
partner, after only Japan. How the two
sides of that relationship have grown:.

‘99 2000 o1 02 ‘03

%97 08

Capital ldeas
1.5. direct investment in China {in bitlions) and as a percentage
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Hot Products

change froni 2002

. Leading U.8. imports from and exports to China in billions, 2003 and percentage

PCT:
VALLFE CHANGE

India-U.8. Trade

(IMPORTS : _VALUE CHANRE EXPORTS

' Powergeneration - $31.04® 47.3%  Eleotrical machinery & $4.78  211%
equipment T . equipmant

" Electrical machinery & 30.04 132  Powergeneration 481 128
equipment ° . Eﬂlflmeﬂt ‘

Ol seeds & ! 288 2138

‘Toys & games 17.40 123 oleagi frults

. Furnitare 1367, 21.8 Alrcratt/spacecraft 245 285
Footwear & parts 1114 35

Medical'equipment ~ _ 1.58 26.6.

U.5. services exports to India tripled from 1992 to 2002,

- olitpacing the growth of U.5. services imports from India

+ . during thattime

U.S:China Business Council; China Minlstry of Commerce

CmmoumR 1 195 19% 1997 19% 1% 2000 700 2002

the 10.5. and Germany to ‘get closer to

customers. For similar reasens, it is now
scouting for & site in Bastern Burope to
build a factory to make and rebuild spe-
cialty molds for European custormers;

“I think it's fair to say that China has
made us stronger,” says Mr. Koons. Still,
he doesn't buy the idea that China will
remain seriously competitive o price for
years. “As they are getting more capa-
ble, théy are also petfing more expen-
sive,” he says.

Pump IT Up

Shrinking 1 margms are also squeezmg
the biggest players in the information-
technology services business; which in-
yolves everything from writing software
and monitoring computer systems to han-
dling complex personnel and accounting
matters. The emergence of Indiz as a
true competitive challenge in this field
was almost as abrupt as the joli that
Ching gave the manufacturing world. .

Through the 1990s, many of Indla’s
big IT companies were still working on
the fringe, often as contracted software
writers for U.8. companies. By the late
1999s, though, the companies moved rap-
idly into more complex and profitable ar-
eas, ranging from acecunting #nd pay-
mll to customer service. Their revenue
soared, and their profit margins were
huge, often 30% or more.

Cost has been a majer advantage for
the Indian upstarts, but even their U.S,
rivals concede they came on strong with
marketing, too. Indian companies two
years ago, for insianee, began touting
aggressively their high scores on the SEI
CMM certification scale, a well-known
measurement of software effectiveness
within the IT industry.

“There’s ne doubt they werg good at
selling themselves,” says Travis Jacob-
gen, 4 spoikesman at EDS.

The same could be said for India itself,

- ”
which until receatly was largely protec-
tionist on the trade front, and generally
inhospitable to large -foreign invesfors.
That began to change in the late 1990s as
India opened up and hegan to pursue 2
more aggressive export strategy.

The U.S. in the first six months of this
year tock in goods and services from: In-
dia worth $7.4 billion, compared with $9
billiop for alt of 1999, (dobally, India’s

service exports have jumped 77% since

1999, to a total of $24 billion last year. it
exported $54 bitlion in geods in 2003; its
top sellers in the U.S. were precious
stones and metais, and woven garments.

Companies such as EDS have had to
meve micre rapidly {o slash cosis by
sourcing werk in chegper locales. EDS
has Jaunched its own offshore marketing
campaign, called Best Shore, and plans
todouble its work force in low-wage coun-
tries around the world by the end of next
year, to 20,000 total employees. At least &

quarter of those will be in.India. The -

company in turn pians to cut as many as
20,000 jobs from its higher-paid work
force by the:end of 2005, according to
EDS chief executive Michael Jordan.

Michael Ch.l.ldrass, an EDS vice presi-
dent invelved in the company’s overseas
veniures, says EDS is not planning to
wage “a labdr arbitrage” in a rush to
India. Bui the company is keen, he says,
to balance its “deep industry expertise
with more low-cost capabilities.”

A Back- Oﬁfce Migration

Rafig Dossani of Stanford University
and Martin Kenney of the University of
Callfornia at Davis predict that India will
have more than 500,000 people working in
back-office, or “business process,” jobs
by 2006, up fivefold in less than four
years. “The number of activities that are
amenable to offshoring are incalcuia-
ble,” they sald in & recent report.

Services helng sourced out of India

are expanding quickly into & range of
hack-office work, from accounting and
bookkeeping to preparing tax returns
and processing insurance claims. Many
tech companies,” incjuding Intel Corp.
and DMierosoft Corp., are now opening
significant research-and-development op-

-erations o India, while some venture-

capital firms are making funding for
projecis contingent on start-up compa-
nies’ cutting tests by outsourcing signifi-
cani work to India.

Consulting .company Forrester Re-
search Inc, predicts that as many as
800,000 white-ccllar jobs will leave the
U.8. by the end of next year, and 3.4 nil-
lion by 2015, IDC, an IT market-research
group, says it expects EDS, IBM Global
Services, Accenfure and Computex Ser-
vices Corp., of El Segundo, Calif., to add
around 50,000 pesiticns abroad over the
next three years, mosily in India.

Then the real battle lines will be
drawn. The main Indian players, such as
InfoSys and Wipro Ltd., still have tiny
revenue compared with their U.S. and
European rivals. IBM Global Services,
for instance, has global revenue of
around $42 billion, more than all ifs In-
dian competitors combined.

Many analysts contend that India’s
own service companies could be in for a
rough ride as their Western rivals set up
in their own backyard and whitile away
at their cost edge. There are other fac-
tors af play. Wages are rising there amid
intense hiring sprees, in cities like Mum-
bai dand Bangalore. The rupee is rising,
aiso eroding profits.

Ronil Hira, an expert on the IT indus-

try at the Rochester Institute of Technol-

ogy in New York, asserts that the real
fight in India is not really befween U.S.

" and Indian companies but between U.S.

and Indian workers. “In the end, U.S.
companies may {riumph, but using work-
ers in India and elsewhere to do much of
the work,” he says




