Hong Kong/China

WHAT  THE   HONG   KONG   CHINESE   ARE   LIKE 

Hong Kong has a population of around six million people, ninety-eight percent of whom are Chinese.  About half of the Chinese were born in Hong Kong, and the other half migrated from various parts of mainland China such as Canton, Sze Yap, Chiu Chow, Shanghai, and Hakka.  The majority of the immigrants come from Kwangtung. This accounts for the strong Cantonese influence among these migrants. The early Cantonese migrants were mostly peasants, small traders, or artisans; recent migrants are much better educated. The remaining two percent of the population consists mostly of non-Chinese people from Britain, India, the United States, Australia, Portugal, Pakistan, Philippines, Singapore, Canada, Japan, Indonesia, and  Germany. The people’s religious activities are strongly influenced by Buddhism, Taoism, and ancestor worship. A minority follow Muslim, Hindu, Sikh, and Christian beliefs. The increasing number of foreign companies locating in Hong Kong has created a multicultural society that is the basis of the country’s modern, cosmopolitan ambience. Cantonese Chinese and English are the main languages, but there is increasing interest in learning Mandarin because it’s the main dialect spoken in mainland China. China has opened up her lines for international business through Hong Kong.   


The life of the traditional Chinese is centered around the patriarchal family, which is headed by the father, or by the grandfather, if he is still alive. His authority is absolute over all family members.   The family is still seen as both the means of economic survival and the focus around which the network of relations within both the immediate and extended family revolves. Confucius taught the Chinese to observe filial devotion and to seek interpersonal harmony in the family. The family is valued as a means to express reverence and accountability to its ancestors as predecessors of the family, to extend the family’s reputation, and to ensure perpetuation of its members. The young are taught to honor, respect, and obey the elderly members of the family, particularly their parents.  


Well-to-do families pass along their assets along the male line with great interest in helping sons to establish their own businesses or in expanding the family’s business.  The middle- to low-income groups, in turn, save their limited assets for the education of the eldest son. The daughters of the families do not receive as much attention as the sons;  their education is usually inferior to that of their brothers.  When they marry, the daughters eventually transfer their loyalties to the family of their husbands. They have been trained to maintain self-control and serve the family until they mature. They are expected to be subordinate to their husbands after marriage. 





Another significant institution is the lineage or clan associations. There are many of them. These are groups of families with the same surname who trace their descent through male lines originating from a common  ancestor. These associations assist and protect the less fortunate members of the association and maintain the family tradition of honoring ancestors by constructing ancestral halls where rituals and festivals are held. The wealthy members of the clan naturally dominate and use their family and corporate resources to ensure their control and advance their own interests. The poorer members profit not only from the material support they gain but also from the prestige they garner from being associated with their well-to-do relatives.  Members of the immediate family, though, see to it that their loyalties to their own family remain intact regardless of the conflicting interests that may exist between their family and the clan.  The family always comes first.


Migrant Chinese families who moved to Hong Kong had a strong determination to succeed. This was primarily motivated by loyalty to their family and the fear of shaming their kinsmen in case of failure.  Invariably, news about their welfare reached their extended family on the mainland, who depend on them heavily for financial support.  The behavior resulting from this kind of motivation emphasized self-control, hard work, abstinence, willingness to save, openness to risk taking, and self-reliance. Somehow, migrant Chinese excelled particularly in the economic activities of their new country.  


Of course, the younger generation of Chinese born in Hong Kong have a much different mind set.  Their exposure to Western culture and industralization in modern-day Hong Kong has reduced their identification with their family. Instead, they are more aware of their own self-identity, as is the pattern in most Western societies.  Rather than being oriented toward the past, in keeping with their ancestral traditions, the young Chinese are more forward looking. Their involvement in such social organizations as their workplace, trade unions, political parties, and so forth, has diluted their loyalty to their family. They are making their own choices of friends, spouses, jobs, and other important matters.  


Despite the encroachment of the impersonal ways of twentieth-century modernization and industrialization, Chinese families still continue to be more cohesive units compared to Western families.  The father is still the unquestioned head of the household; the young continue to respect the elderly members of the family; and aged parents continue to live at home with their children, especially the eldest son, who risks social sanctions in the eyes of relatives and neighbors if he neglects his parents. 


The influence of Confucian tradition, which is strong on the mainland, weakens as Chinese immigrants move to Hong Kong.  Confucianism looked down upon material gain earned through commercial activities.  But the needs of survival and the modern point-of-view that sought wealth through the numerous options offered by an industrialized economy eventually transformed the immigrant Chinese into a pragmatic economic group.  Many become very rich.  


The Hong Kong elite, or kao-chi, is made up of three groups:  the old Hong Kong families, the Chinese industrialists and new rich, and the wealthy foreigner-residents.  The old Hong Kong families have more stable bases for wealth, such as land.  They emphasize family connections based on marriage and relationships with founding fathers of their families.  Some members of these families are of mixed blood (Chinese and European,) and have chosen to retain the Chinese traditions governing family organization.  They also continue to practice ancestor worship in their effort to conform to classical practices within the urban setting of Hong Kong.  Members of these old families have often been bestowed with honors by the British colonial government, which has often been successful in getting their cooperation in implementing their policies. Having established social and economic prestige on the basis of their historical prominence does not necessarily guarantee the stability of their position in society.  Enduring wealth is still the primary basis for social prestige in Hong Kong.

 
The members of the industrial nouveau riche have emerged only recently. They derive their wealth mainly from speculative enterprises instead of from the more secure forms of investments that the old families prefer.  Another difference between this group and the old families is that many of the nouveau riche come from dialect groups other than Cantonese, from which most of the old rich seem to come.  As always, considerable strife exists between the new rich and the old.  The old are protective of their power and influence and the new wish to use their newly gained wealth to secure that power, influence, and status which they see the old rich having.  This is an age-old dilemma which will not be resolved in a fortnight.


Both members of the old and new rich seek additional social prestige by donating significant amounts to charitable associations.  They receive a great deal of publicity from their generous deeds, and the media display their pictures and credentials prominently.  Fund-raising campaigns are another activity that earns social visibility and approval. But participation in these charitable networks exerts a tremendous economic pressure on the business executive, who is expected to continue donating money even after retirement and to solicit additional money from his friends.  Eventually all these activities pay off, and the prominent executive earns the most prestigious position of all in Hong Kong—membership on the permenent board of directors of the prominent clan associations.


The foreigners in Hong Kong are the third wealthy subgroup. Mainly British, this subgroup, led by powerful taipans, head British-owned banks, mercantile houses, and financial institutions.  Western expatriates benefit from free housing or nominal rents provided by their multinational corporations.  They invest part of their money in their home nations, in other countries, and in local investments run by other Western companies. Lured by the cheapness of local labor, quite a number of them have become wealthy by establishing new companies and industries. Expatriates have flocked to Hong Kong in record numbers, attracted by the low tax rate, the work ethic of the population, and the immense opportunities which exist there; Hong Kong is truly a cosmopolitan city.


Those who occupy the lower levels of the elite are professionals such as lawyers, doctors, architects, engineers, journalists, executives, high-level civil servants, and so forth.  Their prestige and status are directly proportional to the amount of income they earn.  These groups tend to be the up-and-comers, driving toward success without regard to the price it requires. You will probably meet all of these groups as you negotiate in Hong Kong.

HONG   KONG  NEGOTIATORS  AND  YOU 


Preliminary Considerations:  Incentives


Hong Kong Negotiators: Hong Kong has become so economically successful not only in Southeast Asia but throughout the world because of six main reasons:  First, there is little government interference in the conduct of business. This results in a minimum amount of red tape.  There are no restrictions on ownership or management of foreign companies, and there are no restrictions on foreign exchange or on remittance of profits in and out of Hong Kong.  The government has designated Hong Kong as a free port, where controls on imports or exports and reexports are to be determined only by international obligations.  There are no import or export licensing requirements for most products, and a simple 0.05 percent ad valorem fee is charged.  These incentives are offered to all investors—foreign investors are not given special treatment.  


Second, the government imposes low taxes.  A flat eighteen percent tax is placed on corporate profits earned in Hong Kong.  Profits or income earned outside the colony, including royalties, dividends, sales, and capital gains, are not taxed.  Losses may be carried forward yearly without limitation to offset future profits. 


Third, Hong Kong supports a modern international financial network in such markets as gold, foreign exchange, and futures trading.  A comprehensive array of banking services are offered.  Local capital is available at low interest rates.  


Fourth, a well-trained workforce is available at wages whose levels are determined by market supply and demand.  Minimum wages and labor union activities do not exist in Hong Kong. The workforce offers low-skilled to highly technically oriented individuals—plus able managers, most of whom speak fluent English. The government is investing heavily in technical education and industrial training; each industry has its own training board advisor on planning and training needs.  There are two universities and two polytechnic institutions that produce the country’s skilled workforce.  
 


Fifth, Hong Kong is strategically located on the western rim of the Asia-Pacific region.  It is right next door to mainland China, a major international market.  Hong Kong has modern and efficient facilities, including an accessible harbor with the third largest container port in the world, an international airport, and excellent communication systems—telephone, telex, and cable.



Sixth, Hong Kong is an excellent gateway from which to do business with  mainland  China. Its  superior  transportation  and  communication 

links make it very easy to move around the mainland from Hong Kong.  Hong Kong will revert back to the People’s Republic of China in 1997, and both economies have been integrated in many ways.  China has grown from Hong Kong’s eighth largest market to its second largest. China’s trade with Taiwan, South Korea, and Indonesia passes mainly through Hong Kong. Hong Kong banking institutions have been instrumental in providing capital for China; about eighty percent of all investment comes from Hong Kong. Mainland Chinese business executives have been learning modern methods of conducting business from their Hong Kong counterparts.  China’s modernization program calls for expansion of trade with countries such as the United States through Hong Kong, where it is more convenient to put up a business base.  Hong Kong producers of labor-intensive consumer products have been locating in special economic zones put up by China.  


You:  You will need to look at these six incentives very closely.  Are they applicable to your project?  One unavoidable issue that you must consider is the future of Hong Kong.  Here are the facts:  According to treaty, China will regain sovereignty over Hong Kong in 1997.  It will then become a Special Administrative Region of China, enjoying considerable autonomy in managing its own economic, financial, trade, and monetary affairs. According to the treaty terms, Hong Kong’s free enterprise system will be preserved along with free trade policies and its existing financial system. The mainland’s socialist policies will not be applied to Hong Kong. Its current system of law will be maintained.  A fifty-year extension on all land leases expiring in 1997 will occur.  The rights of Hong Kong citizens, including freedom of movement of capital, the right to own and dispose of property, the right to a full and prompt compensation for their property, and the right of free movement to and from Hong Kong will be preserved.   The million-dollar question is will China follow the terms of the treaty after it takes over Hong Kong or will it impose its own rules and ignore the treaty terms.


There seems to be optimism over the future of Hong Kong even after 1997.  Most business executives think  that the success of China’s modernization program heavily depends on continuing Hong Kong’s present economic system, so the chance of any drastic change is low. Many companies have placed their bets on this optimistic outcome, including Exxon Corporation, Japan’s Asahi Optical Co., Dow Chemical Pacific, and others.  They have increased their investments in Hong Kong. Your company will have to make its own independent estimate and base its calculated risks on that.  


Some doubt about Hong Kong’s future has emerged due to these significant  developments:   Although  a  majority  of Hong Kong citizens 

expressed their desire for elections in 1988, a biased government panel instead concluded that there was little domestic support for 1988 elections, and they were not held.  Observers note that this is a clear indication that the British government has given in to mainland objections. China thinks such political concepts as the separation of the executive, judicial, and legislative powers are inappropriate to Hong Kong. The British government has stepped on individual rights by imposing the press-control law, which penalizes journalists who write “false” news. They are assumed to be guilty until proven innocent.  So, many feel that China may curtail Hong Kong’s political freedoms while maintaining its basic economic system.  In the meantime, more and more of the middle class and professionals are fleeing the colony to such countries as Canada and Australia, thus creating a severe brain drain problem.   


Finding  Local  Representation


Hong Kong Negotiators: Hong Kong’s Chinese prefer to do business with foreigners through middlemen with whom they have had long-term relationships.  There are reliable agents who have good track records and technical selling capabilities. 


You:  We highly recommend that you find a trading company that specializes in the line of business you are interested in.  It will give you adequate market coverage and logistical support. If your company plans to do business beyond the parts of South China that are closest to Hong Kong, then find an agent with offices in the main cities such as Beijing, Shanghai, and Guangzhou in order to get good coverage in the main provinces. Try to get your local agent to spend money on a joint survey of product/service marketability in the areas you have chosen. 


Decision  Makers  in  Local  Firms


Hong Kong Negotiators:  The majority of the firms in Hong Kong—whether they are small sweat shops or relatively large organizations—are still family-owned.  Paternalistic management practices still prevail even if a firm’s management has been well-trained in modern technology and business practices.  The owner and head of the enterprise, who is usually the father  or the eldest son, keeps the ultimate authority to make decisions.  Some executives accept “tea money” or bribes to facilitate the decision-making process.  Although the government has been trying to curb the practice of bribery through its Independent Commission against Corruption, some degree of it still goes on.  The Chinese New Year season is often used as the occasion to give extravagant gifts to favored business contacts to maintain positive relationships.  However, when an enormous amount of money is spent on gifts, they can be considered bribes.  There seems to be more restraint nowadays on the amounts spent and the kinds of gifts being given.  Some top executives have donated their gifts to charity to avoid embarrassing their donors.  Society tends to tolerate the use of bribes in expediting legitimate services.  Business executives who gain their wealth through illegitimate means gain acceptance of society if they later transfer their wealth back to a respectable business or donate it to charitable organizations.  


You: You will need to establish your relationship with the top person early in the game.  Do not expect the lower levels of managers to have a significant role in the decision-making process. Chinese tradition is exacting in terms of deferring the decisions to the top executive, so do not expect lower-level managers to express their own views about your proposal or to lobby on your behalf with the head of the company.  You may have to work with them a lot, though, especially if your proposal is technical. If your project involves relatively new technologies, you will need to be understanding about the lack of familiarity and expertise.  You may even find that some of the people are unqualified for the job. This happens because of the predisposition of management to hire relatives, mainly to help them, even if they do not have the necessary qualifications. You will have to define your position about the use of  “tea money” to facilitate decisions favorable to your proposals. 


Enhancing   Relationships   with  Guan-xi


Hong Kong Negotiators:  The Hong Kong Chinese value personal and long-term relationships based on guan-xi or “special interpersonal relationships.” Implicit in guan-xi  is the trust that the other party will not do or say anything that would make the Chinese lose face.  Also implicit in this relationship is the expectation that both parties are willing to give each other special consideration and even protection. The obligation to grant these considerations is even heavier on the party who is perceived to be in a superior position.  It turns out, then, that guan-xi works to the benefit of the inferior party, since it can summon obligations and even accuse the superior party of not living up to expectations if the latter refuses the inferior party any favors.  (This is related to the “power of powerlessness”  tactic.) 


One easy way of establishing trust is to use Chinese interpreters. Local business executives find it a lot easier to deal with interpreters who are Chinese like themselves, and they will seize the opportunity to express their desires to your interpreter.  In fact, it is common to find Chinese executives exerting undue pressure on Chinese interpreters to emphasize special considerations they want from you.  


You:  You need to be sensitive to words and gestures that may make the other side lose face. This is the very least you can do to establish guan-xi.  But you need to do more.  One way of cementing guan-xi is to invite your hosts to your home country—ask them to visit your headquarters.  One executive did this, and he used the opportunity to acquaint the Chinese with American quality standards and taste preferences.  But be careful when you say that you will help your Chinese counterparts.  Such pronouncements are taken seriously within the context of guan-xi, and if you are not prepared to grant the favors they ask in the future, your chances of building guan-xi  will be seriously hurt.  In fact, this gives the Chinese justifiable reason to complain that you are not living up to the expectations of guan-xi.  If you are a Canadian working as a manager in Hong Kong, for instance, your Chinese subordinates may expect you to help them and their family members find ways and means to work or study in Canada.  


Handling  the  Delicate  Matter  of   “Face”


Hong Kong Negotiators:  The Chinese recognize two basic kinds of face: (1) Mien-tzu is face within a social context.  You gain face when you observe society’s rules in maintaining face, and when you acquire status symbols.  (2) Lien stands for moral integrity.  Violating this causes personal pain in the form of guilt.  There are no observers in the case of lien; only you are aware of your violation of your inner standards.  The Confucian tradition is largely responsible for the practices that many Chinese use to maintain face: concealing emotions, maintaining impersonal expressions, avoiding open and direct confrontations, using face-saving devices such as  third parties to resolve conflict, and observing decorous social manners.  Confucius also taught the Chinese that a person who causes another to lose face suffers a worse loss of face—that of being considered a barbarian and ignorant of the ideal code of behavior. Saving another’s is prized much more than telling the truth. Usually the person whose face was saved is socially indebted to reciprocate the gesture in the future should the other person be in a similarly awkward social situation.     


The degree to which face must be observed depends on the kind of business situation you are involved in.  For instance, in Hong Kong’s volatile financial world, the business executives are increasingly Westernized, and it has become a luxury for them to observe rules of face.  Sandra Lui, a Hong Kong finance executive, says, “Where money is concerned, people no longer attach importance to face.  They want to get their money back—and that means you sometimes have to be harsh.”  On the other hand, Dennis Lam, managing director of an investment firm, has had different experiences: He notes that bosses tend to use their subordinates to ask their clients difficult questions or to say no on their behalf. In this setting, face is still a vital consideration in maintaining good business relationships. George Vinson deals a lot with manufacturers. He comments that in handling a situation where you must reject a batch of goods, it is important to meet with the suppliers, explain your reasons tactfully, and then ask them to resolve the situation.  Here, saving face is still important. 


You:  You should be especially sensitive to the need of the Chinese to save and maintain face.  Occasionally, you may be in a situation where they try to save your face.  Simply be aware of this possibility and accept the gesture gracefully.  Remember that the penalty for causing another to lose face is double.  Do not put your counterparts on the spot. Do not criticize or confront them in public.  Use trusted go-betweens to build your case with them if communications seem to be breaking down.  Do not ask them questions that will force them to say “no” in public.  In general, maintain a mild and moderate demeanor.  Be tentative about statements they make.  Be aware that since they are under tremendous pressure to maintain face, they may often say things that please you or often agree with what you said. Some practical ways you can give the other side face are the following:  Recognize your client’s family and its achievements.  Attend social functions even if you do not feel well just to show the other side that you care enough to show up even at the cost of inconveniencing yourself. Continue to give the other side allowances—such as generous credit terms—especially if the are experiencing hard times. You will be relieved to find some sophisticated Chinese executives with considerable Western exposure, who can deal with you more directly than other Chinese and handle Western impersonalism with ease. There is growing familiarity with the West and the cultures of the West among the sophisticated Chinese executives. Many of them were educated in the West and feel comfortable in Western environments. But it is hard to know who these people are.  


Arriving   at  an  Agreement


Hong Kong Negotiators:  Formal agreements are executed by the Chinese in writing often in the presence of lawyers. Services of a nonprofit  organization called the Hong Kong International Arbitration Centre is available for settling commercial disputes. 


You:  Establish sufficiently strong relationships with heads of family enterprises and businesses so you will be able to interpret signals about whether or not your proposal has been accepted. Find yourself a good local lawyer to help you draft and interpret any formal agreements that need to be written.


Specific  Negotiating  Tactics


These are the favorite tactics chosen by Hong Kong executives that are used in particular business situations. 


(1) Ask the Seller for a Lower Price:  As buyers, the Hong Kong executives tend to remind you of their competition to get you to lower your price.  They place high demands on you, perhaps by offering a very low Hong Kong dollar figure in the beginning. Some try to win every minor concession they can from you while working on the major concession on price.  Purchasing managers consult their records and base their current bid on the historical trend of prices you used to charge.  Others make their price request seem insignificant by using funny money.  Some give you deadlines, after which their price offers expire.  They will tell you their budgets constrain them to work within certain amounts only. They will even highlight their position of weakness and show you that if they pay your high asking price, they may go bankrupt and not give you any business in the future. Others use the take-it-or-leave-it stance with just one price offer.


(2) Ask the Buyer to Pay More:  As sellers, Hong Kong executives will try to get the highest price from you by using funny money, being firm about their asking price,  constantly exerting pressure on you by using hard-sell techniques, and reminding you that other buyers are interested in the product or service as well. To make their product or service look extra good, they may get a prestigious person to recommend the use of the product or service or create an unusually impressive image using unsubstantiated information. Others will base their bid for higher prices by showing you records of their expenses. They will show you the costs that went into the making of the product or service.  The more patient sellers will not close any deal immediately and will wait you out until they find your prices are more acceptable.


(3) Ask the Boss for a Raise:  Hong Kong executives stress their record of performance and accomplishments when they ask for a raise.  They will not hesitate to make high demands on their boss, praise themselves, and remind their boss of their talents and contributions to the company. They will keep the pressure on when negotiating for a raise.  If their bargaining leverage is not strong enough, they will try these other tactics instead:  They will point out what the company may stand to lose more by “exploiting” them and not giving them a raise, for instance, by saying that morale and productivity will decline. Those who are more cooperative will be patient and wait their bosses out until the initial objections to their request have subsided.


(4) Ask the Boss for a Promotion:  Hong Kong executives use here many of the same tactics they use to get a pay raise:  Looking at past records of performance, keeping the pressure on their bosses, keeping their demands high, praising their own talents and contributions to the company, and being patient in waiting out a more opportune time to request the promotion. In addition, they improve their image by using their colleagues to leak information to their bosses about their more recent contributions.  Many are candid and approach their bosses in a straightforward way and discuss why they think they deserve a promotion. They placate the boss and facilitate the process of granting them the promotion by promising a better performance in the future.


(5) Ask the Boss to Change Their Holiday Dates:  Hong Kong executives do not hesitate to use pressure, make high demands, concede on other matters related to the change in holiday dates, and even stage office antics—like appearing fatigued and in very bad shape just to get their bosses to change their holiday dates. Those who are more rational simply consult the company policy covering the changing of dates  and calmly admit that they had made an error in signing up for the initial dates.  Or they are very straightforward—they tell their boss their reasons. To facilitate the negotiation, they like to use the department's record of their past and future vacations and work out an agreeable schedule. In anticipation of rejection from their bosses, some use “powerlessness” by saying that the company has more to lose if they are forced to take a holiday within the initial dates because of prime work scheduled on those days.  Those who prefer not to confront the boss directly may pass information to the boss through their colleagues.  The leaked plan to change their holiday dates tests out the boss's initial reaction to the request.  They could also create a situation favorable to the change by getting the support of other executives in the company.  They may also promise their boss better performance in the future if the change is allowed.
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