HOUSE OF COMMONS TRADE AND INDUSTRY COMMITTEE

INQUIRY INTO TRADE WITH CHINA AND TAIWAN

SUBMISSION BY THE SCOTTISH COUNCIL FOR DEVELOPMENT AND INDUSTRY

1. INTRODUCTION

The Scottish Council for Development and Industry (SCDI) is an independent membership network, which strengthens Scotland’s competitiveness by influencing Government policies to encourage sustainable economic prosperity. Its members are drawn from the business community, educational institutions, trade and professional associations, local authorities, trades unions, and many others.

Amongst its activities, SCDI supports Scottish exporters in their endeavours to develop new markets. This is pursued primarily through the organisation of outward trade missions, a concept pioneered by SCDI over forty years ago. Since 1960, SCDI has organised 308 such projects and first visited the People’s Republic of China in 1971. This was the first UK group to be invited to visit the PRC, and was undertaken at the invitation of the China Council for the Promotion of International Trade (CCPIT).

SCDI also undertakes the measurement of Scottish exporting performance through an annual Survey of Scottish Sales and Exports. This now incorporates all sectors of manufacturing, services and primary industry activity. The most recent published figures (2000/01) indicate that Scotland’s sales to China were valued at £125 million, placing the market in 24th position. Scottish export sales to Taiwan for the same year were valued at £110 million, achieving 28th place in the rankings. In both cases, a substantial rise over the preceding year was recorded.

2. PROMOTING TRADE AND INVESTMENT WITH CHINA

The UK Government has been active in promoting business opportunities with both China and Taiwan through a variety of projects and programmes organised by Trade Partners UK. The accession of both markets to the WTO has heightened awareness of the pace of change in their economies, and the potential for further business co-operation with UK companies as change accelerates.

The Government has been right to accord China a high priority, giving the market a focus it deserves. It is already a very substantial market, experiencing consistent GDP growth which as recently as 2000 exceeded 8%. The Chinese economy has a favourable balance of trade and sizeable reserves. As a society, China has a proven work ethic and a determination to maximise its new WTO status.

As well as the successful completion of entry into the WTO, the prestige of the Beijing Olympic Games in 2008 gives a potential boost to trade promotion efforts. The UK should seek to fully capitalise on these developments.

In raising awareness of China as a potential partner, the UK Government should also pursue a realistic line in assessing the potential for direct exports to the market. In the case of China, direct exports are relevant primarily in technologies where we currently have a competitive advantage. Otherwise, China seeks to satisfy local requirements through local production, and UK companies require to form alliances or joint venture partnerships to assist the Chinese in meeting the levels of technology to which they aspire. In numerous instances, the Chinese are “leap-frogging” several generations of technology to reach contemporary levels. It is wise, therefore, to highlight to UK companies that the approaches most likely to succeed in China go beyond direct exporting.

The Outward Mission Scheme, organised by Trade Partners UK, is a valuable tool in encouraging UK companies to visit the market and to explore opportunities at first hand. Visiting the market is essential for any company wishing to pursue business successfully. Unfortunately, the levels of grant assistance available to participants do not provide any real incentive in persuading more companies to travel to the market. Subventions for visiting China or Taiwan remain at £600 per company. This does not match in any meaningful way the costs of travel to, and within, the market. This is particularly evident in a market of the scale of China. SCDI has repeatedly urged the Government over recent years to review the travel grant system, if it wishes the past success of this scheme to survive. SCDI has front line experience, as do many other trade mission organisers, of the challenges facing companies in this regard, and we would expect Trade Partners UK to consult more effectively on these issues instead of imposing unsatisfactory solutions. If the Government wishes to encourage UK businesses to compete successfully for new business opportunities, a practical measure would be a full consultative review of the levels of subvention provided by its trade mission scheme. 

It is also unproductive to ignore the very real threats emerging from China’s status as a rapidly developing world economy, a status which will be enhanced by her admittance to the WTO. For some years now, China has been the world’s leading recipient of Foreign Direct Investment. With an enormous reservoir of low cost labour and an ever higher skills base, China has become a magnet for relocation of manufacturing jobs, arising from the global strategies of multinational corporations in response to fierce international competition; and from joint venture enterprises offering more cost effective routes to manufacturing. Even Taiwan, despite the political and ideological barriers separating her from the PRC, is now diverting unprecedented levels of investment into the mainland. The lowering of tariffs and dismantling of other barriers to trade, explicit in the terms of the WTO agreement, will undoubtedly lead to China becoming a greater source of imports for raw materials, intermediate and finished goods in many sectors.

There is a note of caution for investors, however, as the Chinese Government has recently revealed plans to abolish preferential tax rates offered to foreign companies. This may mean that the levels of tax paid by companies operating in China’s special economic and development zones will be brought into line with those for domestic producers. The impact of WTO legislation is likely to result in significantly higher social welfare costs for China, and consequently the special tax concessions to foreign investors may be less attractive in the future.

3. OPENING UP MARKETS

Opportunities for UK companies to participate in the continued growth of the China market will lie not only in the establishment of joint ventures and technology transfer, but also in the opening up of new markets. The liberalisation of services to permit overseas participants is likely to offer major long-term prizes, for example in the insurance and other financial services markets, in telecomms and in energy sectors. UK business has significant expertise in all these areas, and the Government can play a valuable role in alerting potential participants to changing legislation and emerging opportunities. 

Likewise, the Government should be vigilant in ensuring that key industries do not face any discrimination in contravention of agreed trade and investment frameworks. The Scotch Whisky industry is one which has suffered excessively over many years of discriminatory taxation policies in potentially lucrative export markets around the world. The industry is Scotland’s largest export earner after the electronics industries, and remains a vital source of employment in many of Scotland’s economically fragile communities. Indeed, it is only since the late 1990s that unfair treatment of Whisky has been alleviated in the Taiwan market, resulting in retail prices falling substantially. As a result, Taiwan is now the tenth largest export market for Whisky. While sales to China are currently much smaller, changing consumer tastes and the size of the market could offer great potential for the future. However, the Government should keep a watching brief to ensure that the potential opening up of the market is not compromised by any tendencies to discriminate in favour of other spirits, including locally produced varieties. SCDI would expect the UK Government to lobby strongly in favour of equitable treatment for UK industry, if such discriminatory practices are suspected. 

4. TRADE WITH TAIWAN

Following sustained growth of circa 6% in 2000, the impact of global - and in particular US – economic performance had an adverse effect upon Taiwan’s economy in 2001, resulting in negative growth for the first time in many years. The economy is highly dependent on exports and on the global high tech sector which has experienced a severe downturn. In an economy with high levels of individual share ownership, the downturn cut deeply into consumer confidence and consumption levels. 

Nevertheless, Taiwan enjoys distinct strengths in areas such as microelectronics and in the skills and flexibility of its managerial class. WTO entry should offer a significant spur to growth, and greater access to the mainland China market. Currently, it is still not possible to travel direct to China, although Taiwan is a significant investor in the Chinese manufacturing sector.  Taiwan is also a key investor in other parts of the world. Scotland already benefits from a wide range of Taiwanese investments, and shares a number of features, for example in software development and in a strong science and technology base.

Opportunities for UK business have been identified in a number of priority sectors, including Healthcare (such as long-term care for Asia’s second largest ageing population); emergency care; fire and safety; power; transport; and construction. Taiwan also remains a significant market for consumer goods, with UK retailers such as Boots and B&Q having already made inroads into the market. Taiwan’s strong research and academic presence in science and technology spheres also offers considerable opportunity for increased collaboration. Within Taiwan there is a recognition that the “soft” infrastructure issues, such as intellectual property and language skills, need to be addressed. Meanwhile, as in all Chinese cultures, issues of trust and “face” remain paramount when dealing with Taiwanese partners.

SCDI enjoys a very positive relationship with the Taipei Representative Office in Scotland, and sees scope for mutually beneficial activity. Cultural links are also growing, with the visit in 2000 of the BBC Scottish Symphony Orchestra to Taiwan and China receiving a rapturous welcome. The vitality of such links helps open the door for a strong commercial relationship in the future. 

5. EDUCATION

In order to ensure that the UK is well placed to benefit from the opening up of China, it is essential that greater numbers of business executives and other key players become trained in Chinese culture and language, as an instrument to raising and deepening awareness of how China works and how to do business successfully. SCDI would commend the approach taken by the University of Abertay Dundee, as an example, in its Chinese Studies programme. 

The Higher Education Funding Council Review of Chinese Studies, published in 1999, identified as a priority the need for an expanded base of people with a practical knowledge of China, who could apply their knowledge, skills and experience of other disciplines to a Chinese context. This report was published against a background of increasing UK trade and investment with China and a growing recognition of China’s huge market potential.

The University of Abertay Dundee has subsequently secured funding to develop a suite of undergraduate Chinese Studies modules, which can be studied as a “pathway”, in combination with other disciplines. The analysis of China’s sociological, technological, economic and political environments is the foundation for this pathway, leading to later study of China market entry scenarios, and China in a regional and global context. This will enable graduates to apply the skills of their major discipline to the Chinese business environment. Creating a pool of graduates who will have authoritative insights into Chinese business culture, while also practising other disciplines, is a very positive step in supporting UK aspirations to strengthen business links with China.

SCDI would also commend the example of the Scottish International Resource Project (recently re-named Scottish Networks International), organised by the British Council in Scotland. This programme seeks to cultivate key overseas professionals undertaking post-graduate study programmes at Scottish institutions. Individuals are matched with Scottish companies to work on specific projects relevant to their discipline and to the company’s needs. A significant proportion of participants has come from China, and the calibre of those taking part suggests they will return to influential roles in both public and private sector organisations. The opportunity to cultivate key contacts in such a manner, and to ensure that they receive a positive experience of Scottish and UK business, represents the kind of programme which Government should continue to support and to expand upon.
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