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Motorola in China

1. Introduction: Financial Capital or Intellectual Capital?

By 1997, Motorola was first in every major market in which it competed in

the Peopl eds R-egperiblly cefulaptélepHoies amdapagers--

and maintained the largest presence of any global company operating in

the country. Mot or ol d Besn unpaetedentalf thegr owt h her e
company was under $250 million in sales in 1992, and reached $1.5 billion

in 1994. It expected to be at $10 billion by the year 2000, though it missed

that target, as it missed its other global targets, owing to strategic decisions

in its product developmentfi decisions which have been widely debated

and were hardly portended by the company's initial and spectacular

growth in wireless markets. Motorola employed 3500 people in China in

1995, it employed 8500 in 1997, and expected to employ more than 10,000

by the year 2000. Mot orol abds sal es, pl ant co
projects accounted for about 25% of the gross annual product of Tianjin in

1997, a city of eight million. Motorola was leading the development of

advanced wafer production in the PRC; the company expected that China

would become a major point of entry to the supplier bases of global

automobile companies, particularly for semiconductor products.

Mot or ol ads gr wawdohmpressiveGrnfact) that it is possible
to miss what the numbers actually teach, not only about the company and
China, but about the new terms of competition in emerging markets more
generally. It is a deceptively simple lesson, and a familiar one in
companies that have invested boldly in quality or in the new information
technologies during the past generation--namely, that growing intellectual
capital is a precondition for growing financial capital, not the other way
around. A company that invests in the knowledge assets that support

operations in emerging markets--in the competencies, know-how,



technologies, and renewable learning systems of employees and local
suppliers--can lay the foundation for significant financial returns. But the
same company would probably not even enter such markets if its
investments had to clear conventional capital budgeting (that is, ROI)
hurdles, or rely on conventional marketing projections. Needless to say,
staying out would be tragic. Places like China (and India, and Vietnam,
and Brazil) promise millions of trainable people, tens of millions of
potential customers--and serious opportunities for profitable growth.

All great corporations must attend to both competencies and margins--
they must be, in their way, both mentor and financial analyst. Carl
Lindholm--who was Executive Vice President of International Operations,
and who chaired -Dskifit daslo Foacéd sn mAds198@s--
observes that there i s tlatcanmeverteuncatlei ve tensi ono
to go away. But the question is, which priority will be higher? Which will
drive strategy? This is not an academic question. It has an impact both on
investment choices and the way the corporation organizes itself to make
them. The case of Motorola in China shows that a great company is forced
to make choices between cultivating intellectual assets and protecting
financial assets at every turn; choices between, on the one hand, investing
in skills, people--the future--and, on the other, taking profits from short-
term advantages. Motorola set about developing opportunities in
mainland China with considerable human assets, in particular, senior
managers (many of them ethnic Chinese) who had gained experience
running company operations in Malaysia, Hong Kong and Singapore. Still,
it was clear from the start that the development of human assets would be
of critical importance in China. And the questions around which company
choices worked out reflected this priority. Three stood out: they still

pertain to entry strategies in virtually all emerging markets:



AShould Motorola enter into joint ventures with local enterprises in
developing countries, thus assuring quick, privileged access to currently
established markets and employees, or, should the company hold out for
complete independence, for a wholly owned subsidiary that can set its own

quality standards and teach its own employees?

AShould Motorola invest significantly in mentoring future employees,
customers, and suppliers, in building infrastructure for teaching (and even
housing) employees, or, restrict itself to selling from an array of existing
communications products to clearly surfaced consumer segments? How,
given the first alternative, does the company negotiate with the
government? What, given the second, is the worth of conventional market

research?

A Organizationally, should the Motorola corporation give free reign to its
businesses to invest in (or refrain from investing in) emerging markets as
they see fit--to sell only to identified consumers of their products
worldwide--or, should the corporation try to coordinate investment and
salesonacountry-wi de | evel , that is, present a 0singl

national market?

None of these questions have unambiguous answers. As Lindholm looks

back at it, the corporationf6s present, enviabl
result of oplanning, good performance, happy
positive failures. o Still, i tofwogsk al ready app

that it was important for Motorola top management to have decided early
on what the companyds main principle of actio
Lindholm says, oOwe are lucky that Bob Gal vin,

had a vision of providing the Chinese a whole new level of excellence--we



are lucky we stuck to that, not to thd skypiwaayl whno h was,

arguably, Motorolads former approach to emergi
Galvinds vision entailed a mor al di mensi on,
Motorol a6s i nvestments in Ototal gualityd duri ni
the companyds investments in China have been

agreeable) assumption, that doing right would mean doing well. The
company, Galvin believed, should be a part of a great social
transformation. If managers would deliver the greatest possible value to
customers, and, simultaneously, cultivate the greatest possible skills in
employees--if, indeed, they communicated their commitments both to
employees and to customers (in this case, including Chinese government
officials)--then competitiveness would follow. But then it would be
competitiveness in an improved world.
The ideal may sound vaguely romantic, but China proves how it was not.
Galvin insisted that in Motorolaf aci | i ti es throughout the Peopl
the new attitudes and skills entailed by a se
would help spread a business culture of greater personal liberty and
scientific doubt. Eventually, the mere presence of advanced technology
businesses, doing what they do, would amount to both commercial
progress and political good: people would learn, if at all, by example and
one at a ti me. Nor is it hard to find ways
realized. The fact is, there could be no continual quality improvements in
Mot orol a products and services without, in ef
every factory and of fice; i n Mot orol ads i mm,

empl oyees encounter a huge banneeak t hat says (

up . We need your ideas. 0 P. Y. Lai, the Pr
Electronics Limited, puts the matter colorfully, and in a way that is meant

to provoke thought: 0The companyds strategy
sincerity and | oecteal cdpital Bally rhedns imvgstingint e | |

human beings.



2. Beginnings: The 6Scout s

I n i mprovising on Bob Galvinds visi

important and original ideas about the tasks of entry in difficult new
mar ket s. But hbef €hé naski wg @ught
Chi mwahy did the company decide to enter the PRC at all?  That
decision, in retrospect, was by no means an obvious one. Prior to the
1980s, virtually no foreign country permitted private sector competition in
two-way radio communication, and Motorola had been understandably

focused on U.S. markets. Even by 1984, only about a quarter of the

t

on

(0]

companyo6s sal es weaneé thiopat was sheénkirtg lowingl. S .

to a strengthening dollar, inconsistent quality, an d , in Carl

words, 0a misplaced arroganced6 with

general. As for China, Lindholm recalls, the company had barely sold a

few million dollars worth of equipment by 1984--6 our s har e of

mar ket wraoss c@urhiec 0 6 Besi des, it wa s

businesses, historically, to be a close supplier to government security
forces. Bob Galvin was naturally very cautious about Motorola becoming a
supplier to what had been an orthodox Communist regime.

During the late 1970s and early 1980s, however, a confluence of personal

and business experiences, involving a number of veteran Motorolans, led

to a change of view. Of these people--Gal vi n cal | s t-ffioarm

were probably the most important: Dan Szymanski, who pioneered
Ch i n a 6way tadvoomarket, and, crucially, brought in Rick Chandler to
scope out Chinese manufacturing competencies; Patrick Choy, whose
6contract bridge di pl omacy?® Il ed

officials; C.D. Tam, who formulated early on a semiconductor strategy in
which the PRC would be essential; and Travis Marshall, who, in exploring

the political preconditions for mobile communications around the world,

0o

Li

, Mot or

under st

ndhol mos

respect |

a

he

e

mi nuscul

n the n

oscout

arly me



also helped prepare the ground for China. By 1984, their experiences
(among ot her s) encour aged t he corporationds

investigate the China opportunity more rigorously, a process that

cul minated in Carl L i n d-Raoiflicrii@sk Forceeip o r t of t he
March of 1985. It was Lindholm who final | v s ai d: 0Get in, dondot |
toe in the water. o Hi s report set the stage
China in the fall of 1986.

Pioneering sales, assessing manufacturing. Dan Szymanski first became

intrigued with China during W.W.II, when he was stationed (prophetically

enough) as a communications specialist in a town called Shanguan, in

Yunan province, near a Chinese customs station. There, he befriended a

dozen or so Chinese officials who could all

wonderful exposure to this intelligent and communicative people, and they

came from many different parts of the country. We would cook for each

other and individuals would talk politics--if, that is, no other person was

present. They were already sensitivetotheCo mmuni st sd heavy hand. o
Szymanski returned to the U.S. in 1946. In 1964--after nearly fifteen years

in Motorola, where hedod focused on several (

especially into Latin America--he was asked by Bill Weisz to collect

information on how other companies developed their foreign activity.

(Weisz was then Vice-President and Assistant General manager of the

Communications Division; later, during the 1970s, he shared the duties of

the chief executive with Bob Galvin, and John Mitchell joined both in the

office of the CEO in 1980.) Szymanski worked on this question for nearly a

year . Hi s initiative, among others, l ed to
management arguing for a step which, in effei
toward globalizati o n : OWei sz argued for dissolving thiy

Corporation, a separate sales division for foreign countries, and for forcing

each of the businesses to take on their own



The idea carried. Szymanski was put into the Communications Division,
and continued developing distribution channels in Latin America and
Indonesia, then Singapore.

By the late 1970s, the time was ripe for a preliminary exploration of the
Chinese market. The company had hired Robin Maule (from British
Airways) to the Hong Kong office. Szymanski, now Vice-President of

International Distribution in the Communications Division, recruited him

to help develop and expand sales on the mainl

Division was growing its business in more parts of the world more rapidly
than the other operations--with the exception, perhaps of the

Semiconductor Division which was much smaller, but growing at the

speed of its technology, 6 Szymanski recall s;

someone had to generate the money with which to pursue the new
businesses. This had been a successful pattern in Motorola for a long

ti me. 6

People from the Hong Kong office werenot al |

1979. When entry became possible, Motorola was fortunate to have

secured the services of Kay Wai Cheung. OHe
not having any technical know how, 6 Szymanski
was actually a super salesman, establishing m

Kay Wai Cheung approached civilian enterprises that had never thought
about how radio might enhance production communication, and told them
what Motorola had to offer. He found promising markets for paging
systems and two way radio systems, mainly in various agricultural and
industrial sectors.
Though sales never amounted to more than a few million dollars in the
early 1980s, Kay Wai Cheungds relationships
on when cellular was introduced. He kept a low profile, and got to know
communications officials in Shanghai and Beijing. (The latter were

cautious; they did not want to seem to be giving too much business to one

10
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company.) At the same time, the success of the paging business in Hong
Kong attracted official interest in the PRC, especially when pagers with
Chinese characters became available. Szymanski and Kay Wai Cheung

believed the market for all sorts of communications products would

expl ode. They also found the PRC in a parox
everyone was wearing the 0Mbahgray aluthet , 6 it was &
same, 06 Szymanski remember s. oBy 1981, there

western style suits. I became convinced that what the top people said
didnét matter so much matter as what these o]
ways to make things happe n wi t hout attracting too much att
Little of this enthusiasm was shared as yet by senior Motorola
management, incidentally. Bob Galvin was very concerned with the kind
of systems sold in China, and was absolutely determined not to help the
militar y of a hostile power. OHe insisted on kr
planning to sell, 06 Szymanski remember s, oand
the nature of the operation that would be wus
Chinese officials proved very interested in attracting companies like
Motorola, though much more for their production know-how than for any
of their products--another pattern that would repeat itself. Szymanski
began to enter into discussions with the Ministry of Machine Building,
which oversaw the production of capital equipment in the PRC; officials
wer e eager t o have Mot orol ans | ook at their
interested in having our kind of company come and rescue their various
factory operations, because they were not operating very effectively. They
employed thousands of people, and were looking for us to come and
provide jobs. o
In 1983 and then again in 1984--with a view to exploring just such
opportunities--Szymanski organized a trip by Motorola manufacturing
expert, Ri ck GCghaavned | leg .t woo Tehyiess and t wo ear s, 0

recal l s; ot he Chinese woul d have anywhere
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negotiators, and Dan wanted someone to bounce ideas off, compare notes.
I had also set up factories abroad, in Mexico and Puerto Rico, so I was
expected to be fairly knowledgeable about the Chinese ability to

manufacture, and more important, our own ability to transfer our ideas

into their culture. 6 Chandl er mad e

Chinese facilities, with Kay Wai Cheung acting as translator. What

Chandler found did not inspire conf

the leading edge of manufacturing, because of a number of Japanese joint
ventures. But what Japanese managers had done is simply set up lines and
mechanize them--this was older generation technology, by the way, sold at
exorbitant prices--and they told the Chinese workers what buttons to push,
giving them virtually no knowledge. The Chinese thought they had
technology. In reality they were acting like robots. When I asked them
why a certain machine was selected, or how it worked, or what to do when

it breaks down, they had al most no

an intens

i dence: 0

comprehensi

Things were even worse with respect to manuf

had no inventory methodology, no inventory planning. The government
told them to build 10,000 TV sets and they went out and bought the parts
for 10,000. They had no concept of factory coordination, no idea of first-in,
first-out, no routines for changeover, no paper trail to follow production
trails, no tracking of inventory turns, no audit of work-in-progress. Wave
soldering machines were virtually unused, because people had not

mastered them. And they certainly had no concept of quality. They just

kept O0fixingd any def ed tTheylad no statistical t

records of their machine output. In one factory in Shanghai, they were
retouching about 75% of the soldering leads in order to make their radios
work. In another TV factory, failure rates at the factory were in the 20%
range, and failure rates in customer hands were the same--this in a country

that had a terribly underdeveloped transportation system, so that if a

12
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product did break down, it would be almost impossible to send it back to,
say, Beijing for repair.?o
Chandler contin u e d : OManagers were mostly political
from the army. Younger managers, 25 to 30, people who had been through
the cultural revolution, had virtually no technical training, and made a
point of never being involved in manufacturing or industrial engineering.
And yet, because of their national pride, most showed a real reluctance to
listen to suggestions. They resisted my idea that they teach statistics to
senior management. They wanted people to come in and do everything for
themy; if you told them they would have tolearn, t hat was a real negat.
Chandl erds conclusion was wunequivocal: ol f w
product Motorola could stand behind, we could not allow joint venture
partners to control the process. o
In fact, at Szymanski 0s urgi ng, Mot or ol ads mobil e
business had already begun exploring the possibility of a joint venture with
a Nanjing radio company called Panda (now, also a television and
computer manufacturer with growing brand equity). Chandler was more
impressed by what he saw there than at any of the other production
facilities. 0At |l east they had people who we
had experienced manufacturing and were willi:/
whol e Chandl er 6 s ctoriesthad the bppdSite effece f whatf a
the Chinese government had hoped and established an important principle
of action for all | ater negotiations with it.
says, oOthat | would not partillyownad e in anythi
subsidiary; otherwise, we could never produce a quality piece of
equipment. The subscriber group had tried making handsets, and often
found themselves with a rejection rate of 40%. How could we possibly
manufacture i nfr ast GSzaymahskirwesjustastagamanie nt s ? 0
ONo way could Motorola use any of those facto

recal l s; 0lt was just impossible to operate t

13



we were going to do anything there, we would have to have complete
control over the kind of activity that was involved. Ireported all of this to

Bob Galvin.©é

Bridge diplomacy. One of the earliest and highest level contacts with the
PRC government came as a result of an unli kel
love of contract bridge. And the unlikely channel for this passion was
Patrick Choy, of Taiwanese parents, who was born and raised in Hong
Kong. Choy served from 1969 to 1981 in various senior financial positions
for Motorola semiconductor operations in Asia. But more important, Choy
was an avid bridge player and for many years harbored the hope that
bridge might become more popular in China, a country with a high respect
for intellectual games. Choy knew that senior Party officials in the PRC
were keen on bridge, and were hoping to promote the sport on the
mainland too.

Indeed, they were. By 1980, Deng had requested that the State Physical
Culture and Sport Commission support the newly created Chinese Bridge
Association. Wan Li, a Vice-Premier, became its president. Deng himself
became Chairman Emeritus, which is the only official title he retains to this
day. The PRC also began pressing for international competition and
exposure--b u t the probl em, Choy recall s, was Tai wa
1980, there was no way you could have peaceful co-existence between
China and Taiwan in any international organization. The World Bridge
Federation and the Far East Bridge Federation only recognized Taiwan.
China therefore could not participate in official international tourname nt s . 6
A solution to this impasse became possible when leading Hong Kong
players, including Choy, organized an international tournament. They
invited a strong team from China, but excluded Taiwan. When, in 1981,

Choy organized a second tournament, he was given the impossible task of

inviting participation from both China and Taiwan.

14



Thus began Choyos first experience with rec
woul d eventually carry over i nto business n

messenger back and forth, for both sides, to try to come up with a

compromi se. 0 Eventually, he advanced a pl an
bycity-6 so you represented Beijing or Taipei, not
recall s that he received o0l ots of attention
organizer.0 I ndeed, the 1981 Hong Kong I nter Citi.i

was the first official meeting of Chinese from Taiwan and the mainland
since the inauguration of the PRC in 1949. The historic breakthrough made
Choy o0a | ot of friends,, O0NarlidiTiedinggg Deng Xi ao
Ding Guan Gen, Li Lan Qing--and many other senior government officials.
Such acquaintances helped Motorola establish important contacts in the
early years, and also taught the company much more about the PRC.
OHaving thins tbenteaatl yi 8006s, I began to wunder
China mor e and more, 0 Choy says; ol saw a
everybody, for the whole world: China was really coming out from under
this one hundred per cent communist style, and isolation from the rest of
the world. Deng sought economic well being for China as a way of
securing the power of the party. o
By 1982, Choy had been promoted to serve as corporate finance manager
for the whole of Asia-Pacific, a position from which he got to know Jack
Hickey, the cor porati onds CFO. Choy saw, and rep
seriously devoted to an open door and modernization. Indeed, Chinese
leaders had made clear to him in various contacts that foreign companies
from capitalist countries would be a welcome part of the new oO0sol ution. ¢
(olt doesndt matter i f the <cat is black or
famous saying; oif it catches the rat, youbve
And Motorola, in its turn, was coming around to the need to investigate
China more seriously. Szymans ki 6 s modest business with Chi

communication was making an impression. In view of what Rick Chandler

15



and others were then concluding about Chinese manufacturing
capabilities, the exploratory negotiation with Panda was not going to lead
to any successful conclusion; but the negotiation itself was a chance to
learn more and signal potential commitment. Choy was asked to become a
part of the negotiating team. As if anticipating the growing opportunities
on the mainland, he was just around this time completing a diploma

degree program in Chinese law.

A new strategy for semiconductors. Until 1996, C.D. Tam was the Senior
Vice-President and General Manager of Asia-Paci f i c0s Semiconduct or
Group; his office overl ookeglandl®ihdld con Har bor 6
this position, with various title changes, since 1980, when he was the first

Chinese national to be given a job of this importance in the Asia-Pacific

theater; even today, t hough about 45% of \Y
Ointernatioanal 706%mare ©ODHirect | abor . 6 So Tar
Manager of Transportation Systems Group, | ook

entry into the PRC with enthusiasm and enormous personal satisfaction.
He was there from the beginning.

0The Mot o fPacifi@SenAcsriductor Group has always been run

l ocally, Tam says; OWe had a different perspe
region. 6 What Tam understood was that the r
the o0four tigers,é or ofour I|little dragons, 6

them: Hong Kong, Taiwan, Korea, and Singapore. That was where the

macro-economic conditions were best for high growth; that was where

Mot orol ads high technology and communicati on
most successful, and would require new infrastructure. 6 By t h1®80smi d
operations in the ©6four little dragonsd grew
Japanese operation, 6 Tam smiles.

But how to sustain this growth, and how to s

goal was 40% growth per year, every year; rates of profit in Asia-Pacific
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were the highest in the world. Conventional markets were not promising.

Many of Mot orol ads semiconductor competitors
were bailing out of Europe and Japan, where markets were intensely

competitive and labor other co st s ri sing sharply. 0And so
corporation was | earning the importance of th
the semiconductor di vision were already aski
recalls. The market could only grow so much in Singapore, with two and a

half million people, and five and a half million in Hong Kong.

The key was to tap into a larger population, which would add
significantly to company resources (market s,
woul d not add si gni f-thecasts bflpyovidingasecalc i al cost so
safety net for employees--and would allow the company to get
comparatively low cost land for multiple production investments. China,
with its huge market potential, its (albeit, limping) welfare state, and its
relatively cheap real estate was an obvious place to look; in the early 1980s,
soci al costs seemed satisfactorily covered
educational, housing, and medical system. And yet China was not just one
opportunity, Tam insisted. When the Asia-Pacific region as a whole was
seen as growing around the drivers of the of:
parts of China had to be considered differently.

00Obviously, Hong Kong and Taiwan would try t
tap into 6l ow cost peoprithe bodderifromHoongut h Chi na, |
Kong. I favored this, too. It was like combining Silicon Valley with
Mexico--a zone that was politically different but economically unified.

Average per capita GNP would be over $3,000
northern zone, around Korea, was another matter, however, and required a
different approach. The hinterland, here, was an area dominated by
Beijing (and Tianjin), and required an even more direct engagement with

the PRC government.

17



0Chi na, we saw, w o u | dwo pfltle yhreeaecohomiy e

zones in which we hoped to be active in the production and marketing of

semiconductors, 6 Tam refl ects. 0 We

have the purchasing power to buy much unless they got the ability to
export, but we felt we could make a contribution here, help these zones

develop, give China the ability to sell into world markets, which would, in

turn, stimulate and strengthen thei

Japanese and European companies would follow suit. He was also

impressed by the tremendous number of investments in the PRC coming

from Ooverseasd Chinese | ike himsel

coming from the Chinese Diaspora, investment which, say, India sorely
lacked. No investment, no export, no export, no domestic growth.

To be sure, nobody saw the PRC as a place where levels of semiconductor
consumption would be high for many years. But the PRC might at least be
an important way to reduce the costs of manufacture for export into all
Asia-Pacific markets. Labor and other factor costs in the North

China/South Korean zone was much lower than in the south. And so long

as the national govewzmmentc okeptptt 6

part i n t

saw

t hat

r domestic

f

t he

some 8

Chi ee

mar ket , t oo, woul d be gr owaviable export0 As | ong as

market, that is, funded technology, financed by some outside players,
Chinads economic income would just

Besides, Tam insists, the company did not have the choice of growing in
the northern tier by continuing investments in Korea, the way it grew in
the south by increasing investments in Hong Kong. Koreans did not speak
the same language as the Chinese; and there were also diplomatic
problems between North and South Korea in which China was now
playing a contradictory role, drawing closer to the South for economic
reasons, without ever having abandoned its ideological commitment to the
North. On the whole, it simply made more sense for Motorola to go into

China directly, and without venture partners who might then become

18
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competitors. This became Tamdés position,

though he tended to remain focused on expanding opportunities in the
Sout h, in Hong Kongds hinterland.

he was appointed to the Asia-Pacific Task Force in 1984.

The politics of two-way radio. Through much of the 1970s and 1980s,
Travis Marshall was the head of
Relations in Washington, where, since his retirement, he is still a
consultant. In 1989, he was appointed United States Ambassador for the
International Telecommunications Union Functions by the Bush
Administration; from that position he helped countries all over the
developing world, including China, understand the significant benefits of

liberalizing and even deregulating telecommunications.

Mar shall 6s career spans a uni que

economy. The world that he confronted in 1980 was significantly different
from the one we know today. Prior to 1980, only a few countries allowed
private mobile radio; bandwidth was generally reserved only for police
and other public safety officials. Moreover, in most countries, a single
communications ministry ran the telephone company, all broadcast and

narrowcast radio, and the post office. Asking ministers to allow for

competition in mobile communications

them on giving up their power. O
was very small outside of the U.S,, and was largely limited to public safety
sectors. Mar shall saw his job | ar
market potential in foreign countries, including developing countries.

In the late 1970s, Marshall began a program of selling the economic
benefits of private, two-way radio for improving the productivity of
industrial management. = What he discovered was that spectrum
management hardly existed in developing countries, and that even in more

advanced countries there were few if any markets in two-way radio for
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Motorolatoe nt er . OWe began to explore
and found that, to open the market, we would have to get governments to
change their rules. It is not that these people were protectionist. But for
many countries there was a fear of private people having radios in their
hands. So we began to talk to governments about the importance of

spectrum management, about the importance of managing the resource.

t

We found them more receptive to this

And along with spectrum management, Marshall began to speak to
potential customers, usually high officials in the communications

ministries of foreign governments, about collateral reforms--deregulation,

competition, privatization. 6The

6chaos, d sotwadspobokedliberalization.

consistent. We encouraged privatization, which we said would prompt

capital markets to support the new, competitive industry. This all proved

especially true in cellul ar getsgbigms,

until 1985.0

Motorola was one of few companies in the world willing to tackle these
subjects in all of their political complexity, and Marshall encouraged the
FCC and the Departments of Commer
which they did. No other company had had so much opportunity to think
through how communications policy should migrate away from state
control. And though Marshall was tailoring his message to governments in
industrial countries, it resonated with certain prescient officials in China,
who had learned much from the Hong Kong model. Marshall had had
experience speaking to the governments of industrial countries about
deregulating a virtual monopoly they were loathe to relinquish. In effect,
then, he had been rehearsingt he speci fic argumen
into Communist China even before the Chinese government, or Motorola
senior management, for that matter, were really receptive to them. As far

as telecommunications policy was concerned, virtually every country in the
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world had government owned and centrally managed telecommunications;
they needed persuasion to see the benefits of competition from

independent companies.

ol't turns out that i n what we were trying toc
little different frommany ot her countries in the world, o
0At t hat ti me, out of 150 countries, probabl

control. Today, it is still well over half. Of course, with most of them, we
only broke through the outer wall of the forbiddenc i t vy . I dono6t think
got al | the way to the <courts. 6 The key, f
establish lasting and personal relationships at a senior level. And this,
Marshall insists, meant gaining credibility as a company that could focus,
not only on markets for communications products, but how to lay the
ground for a market economy itself.
Accordingly, Marshall made several trips to China in the early 1980s, and

came to know a number of key officials in the Ministry of Posts and

Tel ecommuni¥au idnrsdt @o into a country and sa
to do. 0 You sweylo, 6dededd whatks. 0 This is p
what we did in China.o To be sur e, Mar shal

spectrum management did not interest a large number of Chinese officials
i n t he Mi nistry. They agreed that , i n Ma r
management was becoming 6t he thing t o do, 66
Motorola for sharing their expertise on the subject. But, as Marshall
remembers it, it was premature to speak to them of telecommunications
competition and privatization, not so much because Chinese officials
resisted the free-market theory behind it, but because of the potential
effects on civil soci-enhyoo wowRPrdi vbaet ep rmovbaitiee? 6r
Marshall asks rhetorically, thinking of those days? The whole subject
would have to await a deepening commitment to the cultural
preconditions for information sharing outside of rigid government and

state company hierarchies as US Ambassador. As U.S. Ambassador,
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Marshall particularly got to know his Chinese counterpart for the ITU
functions, the Vice-Minister of Posts and Telecommunications, Zhi-Yuan
Song, new his Chinese counterpart for the ITU functions, who would
remain a close f-andnMobbr Maaéball 0s
Eventually, Marshall came to emphasize the narrow productivity benefits
to be gained by applyingtwo-way r adi o to business enterprise

were in China, we concentrated on using Motorola radio products for

transportation, manufacturing, etc. Wehada sl ogan, 6Three trucks
mobile radio does the work of four trucks wi
down pat, and it was a good story to |isten t
a U.S. gover nment team to have Motorolads TA

cellular adopted in China, which it eventually was (although, like the rest

of the world, China is now also moving toward a new digital standard).

All of these people--Szymanski, Chandler, Choy, Tam, and Marshall--cut
a path to China. Without fully understanding the implications of their
actions, they were preparing the ground for others to follow, and much

sooner than any of them had expected.

3. L i n d ¥PaifichidsksFordd, $984e

Nobody played a more pivot al role in organizi
than Carl Lindholm, the chairman and primary author of the report of, the
Asia-Pacific Task Force of 1984-85, and the person who would oversee the
companyads relationshiop wi t h rel evant PRC mi
government of Tianjin until his retirement in 1990-1. China was, he smiles,
his o06shot at making history. o 't was al so al
governance of the company.

Lindholm had been well-positioned to try doing both. From 1971 to 1974

Lindholm had been Assistant General Manager of the Communications
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Division, which included all current cellular, paging, and two-way radio
di vi sions. (ol't was a time we were staking
He then, during 1975-6, served a two-year stint as Corporate Director of the
corporate staff. Later in the 1970s, Lindholm took over as General Manager
of the Automotive and Industrial Electronics Group. He was a man, in
short, who knew the company, and had the confidence of its leadership:
Bob Galvin, the Chairman, and Bill Weisz and John Mitchell--the
otriumvirateo at the top of the corporation.
temperament.

What spurred Lindholm to action this time, in 1984, was a growing sense
at the top of the comp-prepyredtartdadadedfort or ol a was 0
trouble6 i n -Pakisid generally, and that half-measures would only make
things worse. The problem of Asia had been aired in July of that year, at
the companyds i naugur al Senior Executive Pr
0 A s-Paaific: Its Market and its Challenge.0 A group of about 25 key
presidents, including the whole of the policy committee, had been
addressed by experts, consultants, academics, and industrialists, about
what was really happening in Japan, Korea, Singapore, and Hong Kong.
olnteresouglygl] § kindholm recalls, onot a great
paid to China and India other than to comment on their size and
consequent potential . 6 A consensus had emel
management should follow up. So Galvin, Weisz and Mitchell took what
was for Motorola the unusual step-- modeled on something Westinghouse
had done--of appointing a task force to study opportunities in Asia.

The Asia Pacific Task Force was charged in November of 1984. The
Group consisted of John Battin, Senior Vice-President and General
Manager of Portable/Paging/Components Group, Communications
Sector; Dick Heimlich, Vice-President and Director of Japanese Relations;
Bill Howard, Senior Vice-President, and Director of Research and

Development; Don Jones, Assistant CFO and Treasurer; Malik Kahn,
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Director of Business Planning, Information Systems Group; and Jim
Norling, Senior Vice-President and Assistant General Manger of the
Semiconductor Group. Lindholm, an Executive Vice-President, was
appointed its chairman.

And the <charge went as foll ows: oVi
perspective, what additionally can we do to assure that we will be
successful against existing Japanese based competitors and emerging ones
from Korea, Taiwan, Hong Kong, and Singapore? How can we

protect/increase market share in the U.S. and Europe, while increasing our

ewing t

penetration in the appropriate Asia Pacific ci

Clearly, China was not yet uppermost in the minds of APTF members
when the work began. But things began to change as their deliberations
continued. The APTF was empowered for three months, full-time--its
members were given no other assignments, and they were co-located in
Schaumburg to insure dedication to the
talk to our organizationswhi ch f or the most part we
recalls.) The work consisted of interviewing Motorolans, government
officials, academics and industrialists in the U.S., Europe, and the Far East
(0thatds what we <called it t houthring and
recommendations.

The APTF reported to the Policy Committee of the corporation March of
1985. The committee included, among others, Gary Tooker, who was then
General Manager of the Semiconductor Products Group, and Jack Hickey,
Mot or ol a6 All ifC&lOthe APTF wound up making about one
hundred recommendations, organized around a dozen or so major

categories-6 a number that were particularly

task a
headed

presci e

wi t h pride, oincluding considering getting I
electr oni cs businesses. 6 But mo st i mportant, [
recommendati on t o oget mu c h mor e heavily [
0l everagingd markets, particularly China.o
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By o0l everaging markets, 6 Lindholm meant mar Kk

could expect to get enormous leverage from its distinct technology. First,

of course, was the sheer size of the China market. But, second, the market

was such that Motorolad6s particular expertise
good fit. OWe were |justdto peéemfddoott mfaorcalhlag;
oCommunication for pcellulpr] digitad @ll of th&-- mo v e

where land-line communication was terribly primitive. With cellular, they

could have an excellent, if limited telephone system almost immediately.

Andwehad manuf act uring expertise, which they badly

The report of the APTF was unanimously endorsed by the Policy
Committee almost immediately. In 1985, just after the Asia-Pacific task

force reported, Jack Hickey visited China, and Choy was asked to

accompany hi m. 0l saw Jack as a sort of Henry K
possibilities for Bob Galvin the way Kissinge
0O0Obviously, Mot orol a had already planned to t
China. ¢ Choy showand Hi ckkeydwaoeodi nldi, m o0t o the
people. ¢ The trip included Beijing and Shangl

Then, under Lindhol mds dir ec tfledged, the first
China initiative came in 1985 with the appointment of Harris Twanmoh to
the new positimanagerodountTwgnmoh had worked
national manager for ITT, and then left the company to set up his own
business in Taiwan. He was the son of a prominent writer, and appeared
to have excellent contacts, especially in Shanghai. Lindholm was pleased
to hire him and had great hopes for him, though he found his bearing
somewhat oOopatrician. o The corporation al so e
council , 6 | ocated in Hong Kong, which incl ude
Robin Maule, and others.

Lindholm, Twanmoh and the Council began to work assiduously,

meeting officials Marshall had been in touch with, especially people in the
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Ministry of Electronics Industries (MEI). The most important was Li Tie

Ying, the Minister of MEL. Lindholm met with him in California, at a

meeting of the Electronic Industries Association. Eventually, he and Travis

Mar shall hosted him in Washington, D. C. oOLee

in the 6énew | ookd China hierarchy, 6 Lindholm

an engineering student he had worked admiringly with Motorola

semiconductor devices, though the fact that he had studied in the Soviet

Uni on makes the question of their sourcing O0i

now in |l ove with the 6800 microprocessor. o
Lindholm, Twanmoh, and the China council also began to take some

predictable flack, as other senior executives in the company began sensing

that something very new was afoot in what still seemed a rather exotic and

forbidding place, an initiative that had been in the foreground of their

interest, and which could not yet be coherently explained. The China

teamds most i mportant task during this time w;

skeptics, but to lay the foundation for Bob

Galvin acted, no initiative in China could take on the force of a new

strategic direction.

4. The Critical Milestone-Bo b Gal vinds O6Track B, d 1986

Having sent out his scouts, Bob Galvin prepared to see things for himself.

He had reflected on the APTF report, and had heard much from Lindholm

and Hickey. By the fall of 1985, he had become convinced that there was a

particular promise in China--6 and a few ot her places in the wt
It had taken some time for this conviction to sink in. The problem had

been to separate the businessoppor t uni ty from the political fas

(@)
®

a modest student of geopolitical affairs,
China, as an amateur. I studied what I thought was discernible about the

societyds economi st t hrust , a n obricdl al so tried
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culture of the Chinese people. Other CEOs had toured China in late 70s
and early 80s. But I had little interest in doing so. There was no particular
intelligence associated with my reluctance, it was just a choice. I had no
direct feel of China.0
As 1986 approached, however, Galvinds assoc
him that the time had come to get a sense of things at first hand.
Lindhol mds speci al ent husiasm for the fit b ¢
Mot orol ads strengths ha dsepoadipeoplasaid,i mpr essi on.
6Bob, you really ought to get over there,® so
Accompanying Galvin would be his wife, Mary, Carl Lindholm and his
wi f e, Loui se, Harris Twanmoh (and a number o
brains-trust, incl udi ng Patrick Choy) . Al so going woul
Chris Galvin, who had already assumed significant executive
responsibilities in the company; and who often advised his father,
representing a younger generation of leadership. The decision to ask Chris
along was loaded with symbolic meaning, moreover, and it gives a clue to
how high the fatherds hopes were in spite o
governed by reasonable restraint. In inviting his son, Bob Galvin wanted
to show Chinese officials that Motorola would be there for the long-haul,
that he saw whatever commitment he made as passing from generation to
generation.
Unexpectedly, however, the spring trip had to be postponed: Chinese
cities were experiencing a rampant epidemic of hepatitis, and Galvin did
not want to risk anyone becoming exposed to the disease. So Lindholm
suggested a new time, the fall of 1986, which would be convenient all
around; a new date was set, the | ast week in
l ucky post ponementhough IUSlanhay bemot berthe tight s
word to capture what he did with the unanticipated opening produced by
the postponement; for all along, in his various ruminations on China, was a

question which he knew would be difficult to sort out with Chinese
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officials--the same question, in a way, that Marshall had had to confront,
and which had frustrated him, in making the case to various governments
for open competition in two-way radio. Would Motorola, in China, ever
have the freedom to do things the right way? The company might make

some money, but could Chinese officials be brought around to the

companyds determination to make thi

Galvin did not feel ready to meet these questions squarely in the spring
of 1986. All major global companies to that time had negotiated entry into
China through some joint venture or another with a local Chinese
enterprise. Again, Motorola had itself been talking to Panda in Nanjing
about a manufacturing relationship. But as Rick Chandler had made clear,
there was no way Motorola could strive for rigorous production quality in
an existing Chinese factory. Moreover, Chandler had done one more
service when he had got back to U.S. from China in 1984. He made some

telephone <calls. 0Ther e w@ f\mericdnl

companies to set up joint ventures,

when we were over there. But when I called around to the companies
whose names were dropped in various conversations, I discovered that
negotiations were mostly surfacing issues that had not been resolved. Only
Coca-Cola had actually moved forward with a JV, but this was there
approach to bottling everywhere. Other than Coca-Cola, I counted fewer
than ten. Dan reported this to Bob, too. The Chinese had no electronics
joint ventures; the deal-and-tell dandalldwkde
Japanese companies to sell parts. In fact, the Chinese really did not know
what to negotiate; once when we trying to feel them out on the purchase of
land, we discovered after several days that they thought we were going to
actually dig up the earth we bought and move it somewhere. The cultural
differences were enormous. How could we become minority partners with
this kind of management? They were counting on the world coming to

t heir door. 6
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So Galvin was skeptical that Motorola management would be able to
serve customers in the relentless way the company was now teaching its
employees to do if it had to share responsibility with PRC managers who

had no knowledge of advanced manufacturing. The joint venture route

took shape in Galvinds mind askindbfe sorry conv
oTrack A. O But given the nature of the Chine
a oOTrack B,6 a wholly owned subsidiary, for

successful one developing in Israel? A subsidiary that would take
advantage of Chinads famous brainpower, and b
same quality strictures as Motorola facilities everywhere else?

Incidentally, Marshall and Lindholm had, at times, raised the ideal of a
owhobWwgedd approach with various Chinese off
suggested that Motorola might be o0differento
Lindholm, who had spoken with Li Tie Ying in California, even suggested
that Motorola would reject a joint venture relationship, and the Minister,
sensing a new approach, actively sponsored Ge
Mot orol ads CEO would be coming. Still, of fic
proven inconclusive. When Galvin and his associates prepared to set out

for China in October of 1986, it was hardly clear that Motorola would be

positioned to do anything more than, i n Lin
water. o It certainly seemed certain that com
commitment.

Allofthischanged in the days before Galvinds part:
Hong Kong, the first stop on their journey to the mainland. Suddenly, we

were reading the newspapers about a new pol i
continuing air of -ceaX d ietdetyn éviot pointsoof he s o

|l i beralization, & or some such thing, whi ch h
seemed to me a Magna Carta of free enterprise for China. It said, in effect,

6Come to our country and run your own busines

wondot enweéertthernt . 0 I decided that this repres
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unique opportunity to do something radically different. We, Motorola,

should respond with something that would be responsive to their

radicalism. ¢ It was the prod Galvin had been
Actually, the 022 pointso6 that Galvin speaks
for Foreign I nvestors,o6 who 22 articles were

This document stipulated many land use provisions and tax holidays for
oexpworritentedd and odwamneoddgeobakl priases. A m
favored enterprises would be not only net earners of foreign exchange, but
O[l ocal ] production enterprises possessing ad
by foreign investors which are engaged in developing new products , and
upgrading and replacing products. ..o They may al
their organizational structure and personnel system, employ or dismiss
seni or management personnel, increase or dism
the context of these provisions, a whole new style of management might be
tried. (See the Appendix for a complete tex
Foreign Investorsod).

The 22 articles, however significant, were only a part of a continuing
series of economic decrees that signaled a deeper and even more significant
political intention. During much of 1986, as the China scholar Merle
Goldman points out, Deng had committed to unprecedented steps in
advancing Chinese civil society: a professionalized civil service, new
policy of political checks and balance s, a new tol erance for debat
not so much matter what specific economic points the government decreed,
for officials would always ignore their own legalisms to achieve larger
endsé Gol dman says; owhat mattered was the n.
which the Chinese leadership had embarked: one of greater liberalization
and personal economic freedom. 6

Since 1986, Motorola managers have, again and again, learned the truth
of Gol dmands insight. The willingness of Chi

at least, broadly interpret) the details of what has been negotiated in order,
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say, to accommodate Motorolads goodwi || i n &
transfer has been a |inchpin of the companyds
been, of course, a darker side to this pattern of putting good ends above
good means. The regi meds direction has, as G
heightened demand for reform from Chinese intellectuals and liberals; its
ambiguous attitude toward legal means would inevitably result in a
crackdown. 0This pattern emerged in December
course, with Tiananmen Square in 1989,6 Gol dn
very attitudes that have justified an economic pragmatism so welcome in

the West have also prepared the ground for unwelcome political coercion.

But all of this is hindsight. The only thing that could be certain in
Galvinds mind by the fall of 1986 was that a
and that with a l|ittle audacity the scope of
appropriately focused. China, like all developing countries, usually

insisted on joint ventures; Galvin was convinced that this would be a

mi st ake. 0But how do | convince them the fir
do things that way? I only had sixteend a 'y s . On the spot | said, ¢
got to induce these people to give attention
some boldness at them, wedve got to throw sor

sense. 0

Wh a't Galvin hoped to do was <change the rul e

devel oped the inclination for, and some tale
without a hint of mischief. 0The first step
is to rewrite the rules. Wedve been doing thi

The Galvin party was scheduled to visit Shenzhen, Shanghai, Nanjing,
Beijing, and Xi an, and meet with very high mi
chance to try to rewrite the rules came on his first official day, when he met
with representatives from the Ministry of Railroads (in effect, the Ministry

of Transportation). Galvin was to spend an hour with the Minister, Ding
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Guan Gen; they were to have a ceremonial discussion to speak about two-
way radios for the Chinese railway system, and to consummate an order
that pioneering sales people had sold. However, the ceremonial part of the
hour took only forty-five minutes, and Galvin, sensing an opportunity,
asked if he could take up the last fifteen to pursue a wholly different
question:

0 o6Sir, o6 | asked hi m, hospitaple to Bts of t t hat you
companies including ourselves? Is it because you would hope--and this is
perfectly honorable--that we would come and bring some new products
and services and technologies that would bring your excellent country up
to a new level of support? Do you want to have country a little better than

you had before, a world of your own, with a billion people? Or do you

really intend to be world-c | as s ? 8 Wel | what otlmt a guy goi nog
question? Heds not goi argtobeworkldlmss! I t hat he do
sai d, owel |, thank you very much, I dm very p
thatds good for the worl d. But I respectful
going to make it.d 0

Thinking back on this gambit, Galvin is more satisfied than ever that

odelicacyd was not the way to get his hosts®
dealing with a major i ssue, sometimes youdve
somebody, youdve got to clip him a little, S

with someone wbhbobdsrgbrnghtodb Galvin went on
the Minister that a policy o-fflassiwayioht ventures
doing thingsboé: 0The country needed new rol e
a country overnight, but if people have examples to point to, then you can

say ©O6Look, itds only a matter of ti me.

@]
o

proposal. If the PRC government allowed Motorola to come into the
country and run its business completely on its own--subject to state law, of
course, but its own land, buildings, staff, policies, tools--everything--then

Motorola would make a one hundred million dollar investment in China
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immediately. The company would invest $50 million in a semiconductor

factory, and $50 million in a two-way radio factory (i.e., one component

factory and one equi pment factory). 0The mi

open they will be looked upon as the finest plants in their business
anywhere in the world, 6 he promised.
Galvin had not consulted with anyone before making this proposal, nor

had he discussed it with his board. But he knew he had to give the

minister osomething to think about 6; it seem
major stock-hol der had prerogatives, this was a tim
youdre going to | ead framntime to Emheiybuuntuston | i ke t hi .

engage in acts of faith. The point is not to be cavalier: you are working
with principles; you must be confident that you are the best. But you must
be able to say that things are doable. ¢ As

compared to the history that was everywhere being made in the country?

ol f the Chinese were to back out, and the de:

that would mean a hundred million dollar write-off. But the consequences
would be much more serious for the Chinese. The point is, the benefits

would be very positive. 6

The word spread quickly. Everywhere Gal vinods:s

the trip, the story of his conversation with Minister Ding preceded them.
Galvin remembers a subsequent dinner with Jiang Zemin, now the
president of the county, then the mayor of Shanghai. Galvin wound up
sitting next to him, and was pleased to discover that he spoke English quite

well; the two men talked a good deal, especially about plans for developing

I

the country. Fi nal ly, Galvin told him, o0Your honor,
capitalist than | do! o To which- Jiang Zemi
Leninists are very pragmati c; i f itds the r
support it and do it. 6 T Roegji,evbdwould age al so me:

be appointed mayor of Shanghai after Jiang Zemin (and who would go on

to become the highest ranking vice-premier and economic czar during the
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1990s), Li Tie Ying, and a score of other vice-premiers, ministers, and vice-

ministers in highly visible settings. Daily newspaper accounts of the trip

became more the rule than the exception. 0 Be
the ministerial |l evel , 6 Patrick Choy recall s;
the state leaders. If this were a horse-race, you®d have wanted to bet
us. o In October 1987, Jiang Zemin, Li Rui Ka
Gen were promoted to become members of the Politbureau of the Chinese

Communist Party.

In consequence of these meetings, Galvin became convinced that Party
of ficials woul d be receptive t o Mot orol ads
operation never before tried. This was a c¢.
Lindhol m had suggested, yet remain true to
(Later, Lindholm would meet with Zhu Rongji in Scarsdale, New York, at a
cocktail party sponsored by the Asia Society. Lindholm took out his cell
phone and, on the spot, the two of them dial
who was then the mayor of Shangdu. The point was sealed.)

0 When wedve gdondei f t Brentl y from anybody el s
reflects, oOoOwedve pivoted off a simple princip
The government of any host country is thinking of joint ventures because
people figure thatos whatodés bokerstof or the cou
work; that good for the country. But theydre
I n fact, what ds best for the country is to ha
company and doing the right things so that the product is superior. When
you start to ask what 6s right for the customer, ever yt
secondary. Deal for the customer--d ondt compr omi se. Mot orol a
probably not have done much in China had they not let us put customers
first. Motorola has stayed out of countries for decades--most of South
America, even Israel until they changed their rules--because they were

making it i mpossible for us to serve our cust
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After two weeks, Galvin and his party returned home. By degrees, in
early 1987, Galvin, Lindholm, and the others began to refer to Track B as a
shorthand for both Gal vinds |l ogi ¢ and his

Specifically, Track B meant six central ideas:

AMot orol ads investment in China would be wholl
At he investment woul d usioessesr all of Motorol ads
AMotorola would have total freedom to hire and fire, compensate, and set

work rules;

AMotorola would have no interference from or be subject to the outside

labor agitation of unions when it came to the internal running of

businesses;

AMotorola would set up its own sales and service in all parts of China;

AMot orol a6s presence in China would be 0foreve

Galvin had left the country feeling that there would be no real opposition
on the Chinese side to trying out his approach. And, as things proceeded,
there would be none, except perhaps with respect to the question of
whether Motorola could buy land outright; Li Tie Ying provided Motorola
allies at the Ministry of Electronics Industry, and the company would
indeed be able to own its buildings and hire the people it wanted.

The more immediate skepticism came, ironically enough, from people in

the company. 0l was credited with a clever t
were no real of fers from t h-eotpepupd e running t
any of the money or devote much ti me. OEver)y

wanted to be the guinea pig for this kind of
palpable foot-dragging came from the semiconductor group, which in spite

of C. D. Tamds pl ans rketin&hithadSertioa mhamdgets s ee a ma

were concerned about new capacity selling into already pressured markets

in Asia and were, even more reasonably, skeptical about setting up a clean
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manufacturing operation under such questionable conditions as the ones
Chandler and others had reported.

The semiconductor groupds response was part.
Galvin and Lindholm, since conversations with the Chinese about Track
B6s promise often turned on semiconductor pr o
Chinese were lagging in. The government was particularly eager to have
Mot orol a help in developing the countryds sem
were market conditions obviously attractive to any of the other businesses?
Conventional market research, which focusedonChi nese oO0consumersoé as
individuals, had disclosed that Chinese had virtually no disposable
income. Could they be expected to buy pagers and cellular telephones the
way Germans and Japanese did?

Galvin was adamant, and st ibhadtoleam; OAmong th
studying the history of the telecommunications industry, was that
everything that had ever been predetermined about the size of
telecommunications was underestimated. It was always bigger and better
than we thought it abmtuhdbrstindabléresistivhbedat t o do
OWhen it comes to something new I|ike this, t !
authority resist the major sea changes, 6 Galyv
recession in 1985, even | ayoffs. By 1987 it
would be coming down in Germany, everything was happening in Russia.
So there was a lot of resistance to China. But Carl [Lindholm] was avid.
You just have to overwhelm resistance. 0

And create new forms of coordination. Large
architectural strategy, Motorola had for a generation governed itself on the
basis of | ocal aut onomy, di visional autonomy.
two-way radio people had world power, semiconductor people had world
power , 6 Gal vin ack oduw poesctqgrrasket inGdparateh pr
ways. 0 But how to put one face to the custon

|l etting each business run itds affairs in Ch
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they could stomach it, o6 Galvin says;

thought was significant--we employed an organizational approach in
China something like what we had done in Japan, where Rick Younts
insisted on coordination to break open the market and overcome trade
barriers. o

What Galvin was referring to was that China, like Japan, would have a
country manager who would work closely with Lindholm in the U.S.
China would become a critical test of matrix management, in which the
line of reporting to the head of the business in the U.S. would be
complicated by a new line to the head of the foreign country operation.
OWe could not I et the divisions a
says; owe needed a Mr. Here and a

to commit Motorolads own people to

Mr .

Obut W €
run i nde
There. o

he tasks

China under extraordinary conditions.

knew we had human resources available that probably would fit some
assignment at least for a short period of time--many Chinese who would
want to help rebuild the mainland. We played our hand strong: our rules
on their playing field. Our strategy was a timely and effective application
of available resources. @ We optimized our resources to serve our
customers. o

Galvin advocated for one more thing, though it would not come to be
realized under his watch. He thought it would be prudent to set up an
emerging markets trust fund, which various businesses could draw from
when, at the request of the corporation, they invested in China (and certain
other emerging markets). Managers of businesses who could not make a
clear business case for a China investment could then take the step without
being overly anxious about t he
corporation said, 6Go out and cul
independent of the P& L o f every operating di

speci al kind of person to manage
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What now seems clear is that Galvin had seen a business opportunity
alloyed with a noble cause and he could not resist the challenge; he also
saw that the company would not come out of it the same company it was
when it went i n: oOur corporate objective
recognition of being the finest company in the world. What the hell does
t hat mean? Wel | I ryofiesdefimeviterm hys orther owgn. Let eve
way. 0 The great satisfaction is in teaching
yearly, for the Ministry of Electronics Industries. These reports go all the
way to Jiang Zemin. And then we hear Chinese communist officials
reit erating the very thing wedre saying. That
concepts of excellence and introduce them all
also a healthy dose of self-interest here. Without such excellence, Chinese
markets cannot advance, and without advance, Motorola products cannot
be sol d. OWe would enhance the ability of cu:
We would create a | arger opportunity for our s
history of Motorola is creating industries and creating markets.

C.D. Tam recalls looking out at the mainland from a balcony on Hong
Kong harbor just before Galvinds trip was abo
across the border?,06 | said; o6In the future
sai d, 6Youdbre rdaglthnt.ry . @hi naheamn heneasked if I
any objection to offering profit-sharing in any factory Motorola built. I

suppose he was thinking about what he might offer the Chinese

gover nment the following week. I sai d, ONot
Chinese, profit and | oss is important. Your pt
spiritual per son. You talk about culture. We

5. Working The Foundation: Bright Hopes, Dark Days, 1987-1990

0 Mr . Here, 6 Carl Li ndh ol snTwanamohd begarMr . There, 6
organizing to implement Track B in early 1987. The task was fraught with
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difficulty both here and there. In the first place, the Lindholm appointment
to the position of Executive Vice-President for International Operations

was--aside from an earlier, special arrangement to manage Japan as a

national market--t he companyds first serious effort

with global business managers and a national coordinator each trying to

drive the policy agenda. Individual members of Motorola 6 s Policy

Committee, many of whom ran worldwide businesses, could readily agree
to an abstraction called the APTF report, or Track B; but once any plans for
China threatened to constrain thei
control, agreement became inertia. Turf was turf. As for the Chinese,
Lindholm recalls, o0the operative |
crazy about some new hare-brained approach dreamt up by some liberal
minister run amok. o Lindhol m andg
circumstances, each have had their work cut out for them. But the best of
circumstances did not materialize.

Lindholm began to address attitudes in Motorola early in late 1987, by
organizing a new task force, made up largely of mid-level executive vice-
presidents, whom he took to China in January 1988. Working with him
were Patrick Choy and the human resources director for Asia-Pacific, Tim
Niesc. The purpose of the trip was both to acquaint these managers with
the territory, and to give them the chance to assess alternative sites that
might be offered up as a place to start manufacturing and office operations;
among the criteria for site selection were proximity of educational
institutions, quality of the labor force, and so forth. The Chinese had
recommended Shanghai, Xiamen, Beijing, and Tianjin, though the last
possibility was clearly the one the government preferred. The executives
were suitably impressed: they came home, in agreement, that it would be
possible for Motorola to set up facilities in China that would produce at a
world class quality standard, and at the good cost levels C.D. Tam had
predicted.
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After a period of reflection, Tianjin was indeed selected as the likeliest
spot, and Lindholm began to negotiate with the Tianjin Economic
Development Authority, or TEDA, over land and other preliminary
matters. 0The determining factor,
and professionalism of the Tianjin officials. Their effort was actively

supported by the mayor, Li Ki Yuan, who was subsequently elevated to a

7

(0]

Lindhol m

high position in the central gover nment

But another virtue of Tianjin was its location--close to Beijing, physically
and intellectually--and in what might be called a community of interest

that would tend to co-opt the central government. Besides, as C.D. Tam

had observed, Motorola already had a major presence in the South--6 a n d

Taiwan is a sort of mi ddl e presence.

Lindhol més vi ew: t he gfKang dnd the souvhpthe g ot

farther one got from a business environment in which various kinds of

pay-of fs and enticements to | ocal offi

that the potential for running into requests of a questionable nature
diminishes in the area around the capital, at some distance from the

southern border. 6

But embarrassments along these lines are not easy to avoid at first, no

matter how scrupul ous the companyos

side of the Pacific, Harris Twanmoh found Mot or ol ads
operations <caught up in a couple
cellular infrastructure markets, things that seem innocent enough in
retrospect, but which at the time proved disconcerting. In the first case,
Motorola was falsely suspected of improprieties. In the second, it was
Motorola that accused others of improprieties, a charge that could not be
proven, and which finally cost Twanmoh his job.

To understand the context of the first episode, it is important to know
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that the cellular market was then becoming very active--0 i t began t
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explode, 6 as Sz ybuamaspgarticular evaya ICéllalar hatd
been booming in the U.S., but in China, Motorola was still selling
something under $20 million in two-way radio. And though prospects for
China in cellular were improving dramatically, customers were mainly
provincial officials awarding cellular system contracts on a provincial
basi s. Szymanski expl ains: o-Mlatr k e t studi es
6consumer sé wowlPd yohet &kley was in hands of 0
officials--they awarded infrastructure contracts, and government owned
enterprises would be buying the phones. 0And
by what the people running the government we
have started anything. You had to believe there would be changes in their
thinking. I't was an extremely negative envir
Things came to a head early in the province of Guanzhou. The
gover nment had invited bids for na <cellul ar
competitor was Ericsson. But how to approach the Guanzhou government
committee that would be making the decision? This proved a delicate
matter, which the Motorola people who moved in to make the deal proved
too inexperienced to handle.
The story, as Szymanski tells it, is a complicated one, and is best
appreciated against the backdrop of the submerged rivalry that had
evolved back in the U.S. between people selling the new cellular telephone
systems and equipment and the mobile communications (i.e., two-way
radio) sales force, out of which Szymanski himself had come. The radio
business had incubated cellulards research a
years; and mobile communications had developed a large and highly
competent sales organization that pursued various specialized markets--
agriculture, trucking, and so forth--by applying specialists to the various
mar ket areas. 0But cel | ulteephonesiyrsftrears, tor uct ur e o
Szymanski continues, 0and its sathees peopl e ha

mobile communications division sales force; the people who ran cellular
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infrastructure sales had decided that people from mobile radio did not
know enough about telephones to sell business--which the radio people
considered a heresy. There washardfe el i ng. 0

In due course, the sales force responsible for cellular subscribers also split

off from mobile communications. The people leading this new force did

not know much about government dipl omacy.

kind of person who, when he wanted something, bulldozed it in--and he

wanted to move into the China market,6 o

he didndt need sal esmen, but woul d
He hired a Chinese consultant out of New York and took him to
Guanzhou; the consultant went to see one of the Guanzhou committee
members at his compound, which was carefully watched. The poor fellow
on the Guanzhou committee was not offered anything under the table, of

course, but he was compromised just by having someone visit him from a

r el

supplier organization. I't was a dumb

The sad result was that Guanzhou
just to prove that no bribe had been paid. Ericsson got the contract; and
Motorola, which had hoped to brandish its reputation for absolute
integrity, was spoken about as the cause of a minor scandal--all of which
was communicated back to the Ministry of Posts and Telecommunications

in Beijing. 0They essentially put

commi

us

Szyman

y

t hi

on

s ol

0

ng

t

ttee

he

toldt he guy who hired that consultant, O6Wedve

per sonal relationships here, and
destroyed them. & 6
Robin Maule, who had been running the Hong Kong office, and was

meticulous about any hint of impropriety, felt so embarrassed by this turn

you

of events that he subsequently Il eft t

many years presenting Motorola as a company that refused to pay under
the table, that would not condone any kind of activity in which someone in

the government could benefit as a result of sales. In this area we were the
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abnormal ones. Ericsson had no inhibitions along these lines. But they got

the contract, and we got the reputation. It
There would be another serious embarrassment along these lines, only

this time it was Motorola that raised the specter of pay-offs--rashly, as

things turned out. The problem was the Shanghai cellular market.

Motorola had done an earlier experimental system, and Twanmoh was

certain that a maj or contract would be in the offing

influence here was unassailable, 6 Lindholm re

was awarded to Motorola. In a pique, Twanmoh endorsed a letter written

by one of his subordinates accusing officials in Shanghai of being oon the
taked6 of Ericsson, one of Motorolads competit
0The | etter directed accusations against peo
making judgments on who the supplier would be

0l't accused peopl e thdtableafknotgigingMotorely under
a fair deal . ¢ Not hing could be proved, thougl
charge was not serious enough, the Shanghai officials who were the target
of the charge proved to be close associates of the Minister of Posts and
Telecommunications, Yang Tai Fung. Fung, Patrick Choy explains, was in
turn a close factional supporter of Premier Li Peng, who was then, and
until the chaos of Tiananmen Square, the target for mounting accusations
of corruption. Charges were flying everywhere, Choy recalls, and the
attack on Shanghai officials was, indirectly but surely, perceived to be an
attack on Li Peng himsel f. oOWe were lucky we
country.o
Twanmoh had assumed that his personal contacts would be very
valuable to Motorola, and they were--6 t h ou g h never as val uabl e a
perceived them, 6 Szymanski says. Lindholm re
Chinese people generally--and in this regard, they are a little like Germans-
-like to see the rules of battle, theor der of engagement, whods res

for what, and so on, and if y 0 u fegp@nsible, then | dmot. The country
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manager <could not help stepping on others f

aloof bearing did not go down wel

seni or management agreed that Twanmohos

matter was lead-footed, and that Lindholm would had to step in himself
before things got further out of hand. Submerged disagreements about
how and in what way it was appropriate to deploy contacts in the Chinese
bureaucracy also came to a head. Lindholm offered profuse apologies to
the Minister of Posts and Telecommunications. Twanmoh left Motorola.
C.D. Tam for one, considered this an important step in the right direction.
OHe (Tvww@dnmohought t hat 6anything

realize that he was working for Motorola, that it had a unique culture of its
own. He thought he could make things easier by leveling the playing field.
But he didndt see the big picture.

Lindholm determined to make the best of a difficult situation. It was

with many

e

inter

goesd® to get

0

clear to him that the country manager s posi

the person filling it would need to have not only a sense of mission with
regard to China, but also have deep appr eci at i on f motus
operandi. Nor did Lindholm have far to look. Chi-Sun Lai, a person
Lindholm had known and admired from various common business
assignments--indeed, who had worked for Lindholm for ten years in the
automotive products sector--had already begun to work on the China Task

Force, and had always seemed to Lindholm the ideal candidate for the

Mot or ol ads

country manager6s job. Lai was then Group

Automotive and Industrial Electronics. The question was, could he be
persuaded to take the job in Beijing?

Lai had been born in China, and had been raised in Taiwan during the
Second World War. By the time Lindholm approached him, he had lived
in the U.S. for over 30 years, eighteen of which he had spent with Motorola

in various capacities: business director, general manager, a Corporate
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Vice-President in the Automotive Division. He had been eager to go to
China because he felt the automotive market there was becoming
omature, 6 while cracking tfdrlernkopepBonese mar ket
late in 1985, he went to China to do a license agreement with an enterprise
i n Shanghai: OWe wanted a door opener for
ignitions, regulators, fuel injection, and so
Around this time, Lai and Lindholm (whom he had known at the
automotive division) began discussing emerging markets, and both agreed
that China would be one of the countries to key on; and in late 1987,
Lindholm asked Lai to be one of the people to join his team on several
Chinese trips to evaluate the investment environment and identify
potential sites that we were going to establish operations in China. So by
the time Lindholm approached Lai to take the
knew the lay of the land, and had already signaled a strong interest in
making the China operations a success.
0The offer was interesting, 6 Lai refl ects; C
and if I were to be successful, I could do a lot to help the Chinese people--
that meant a | ot to me. 0 onsSHekhewithisLai had seri
would be work under the most frustrating conditions, his wife was

uncertain, and he also knew that few people in company shared his

enthusiasm-6 no structure and | ittle corporate supp
many people and came away evenmor e di scour aged. OMost ever
attitude was, 6How can you guarantee that the
going to change?59d They wanted to guarantee a
i f they made one. But how could | give them ;

Apprehensive, Lai went to talk with the father of the project, Bob Galvin,
who was just in the midst of handing management of the company to a
new team to be headed by George Fisher and Gary Tooker. Galvin assured
Lai that he was himself the one who was really behindt he &égoing into

Chinad project. And then he said something m
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be investing $50 million, 6 Lai recall s war mly
probably not see China become a big market in his lifetime; that his own
father had started things he did not live to complete; that he had taken his
son Chris to China because he wanted to let the Chinese know that
Motorola was starting something the next generation can enjoy. Bob
argued that semiconductors, communications--all of these technologies--
were just really starting up. He asked me to looking to the next generation:
what can we do that we can be proud of? What has potential to help both
Motorola and China, benefit both sides, which is the way it must be if there
aretobelongtermb enef i t s?0
Lai continues: 0l said to him, O6Thatds fine
but what if I go there and we try like hell and work like hell and in the end
I cannot get any money back to you. Ilose the $50 million--not because we

do a poor job, but because of the political environment or the regulations

maybe, what not. 0 I told him -#®0iHotwds what eve
can | be sure to get the investment back?5d
that question. So Bob somipls will ltaveflostt hat happens

$50 million. Next quarter Motorola with have to write off 50 cents, so that
we will be earning 25 cents instead of 75 cents a quarter. The stock will
drop a | ot , but ités not going to kil the co

doing so, you are able to get both sides, China and the U.S., thinking closer

together, then $50 million will not have been
Lindhol m believes that Lai 6s decision to beco
cruci al t o Mo tsoaxesslherd) that helcdnsidera the various

embarrassments that served as prelude to Lai
bl essing i n di sgui se. OHi s acceptance by
absolute, 6 Lindholm recall s; 0They greatly a

understanding of their problems, and his tenacity and ability to cope with
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the hydra-headed behemoth they discovered Motorola to be in the process

of our filing an application to do business. 6
But there were other positive developments resulting from the difficulties

with Shanghai officials. Events gave Lindholm a chance to draw on the

help of many powerful friends who had viewed Motorola with favor over

the years. In interceding with the Minister of DPosts and

Telecommunications, they, in effect, proved the co mpany 06 s | atent power

with the senior bureaucracy. 0Al so, the prot

us a slight aura of being the Oprodigal son,

display great generosity and largeness of spirit, something that, in a way,
increasedper sonal affections. o

At the same time, the apprehensions Lai had expressed before taking the
job--apprehensions that were widely shared among all China enthusiasts--
helped bring to climax a corporate initiative that would prove vital to the
successofthe Chi na entry. This was the
first important initiative taken by Fisher and Tooker regarding China. It

put $100 million behind investments in China, India, and Brazil, though

OEmerging

China was t he clearest Theyr geret smafrto r

psychologi sts, 6 Lindholm insists,
risking anything like $100 million. The major baronies would shrink from
accepting 6corporate heroin. o But
initiativesinemergi ng mar ket s protesting th

Nevertheless, Lai found the beginning of the road as rocky as he had
expected. The company had to start putting together a sales force, a service
center, a college relations system, and manufacturing facilities. It would
have to start hiring employees, but under what ground-rules? Many
government officials would still have to be persuaded of the merits of
Track B. Under the leadership of Patrick Choy, Motorola began to
negotiate its financial conditions, which were stringent: Motorola wanted

to finance a lower percentage of its investment from equity than the
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regulation stipulated, and to enjoy different tax holidays for different
operations. Motorola wanted to have guaranteed access to foreign
currency at a fixed rate of exchange. However, the biggest stumbling
block, even for officials from Tianjin, was a provision in the PRC
constitution to the effect that every enterprise must have union
representation. In May of 1988, before Harris Twanmoh had departed,
James Austgen had replaced Tim Niesc as HR director, and had been
tasked with engaging the Labor Ministry to try to come to an agreement
over the issue. It seemed at first to be mi
ot her i ssuex,pd aAost gerf oereei gn exchange 1issues
would be manufacturing for the Chinese market or for export, whether we
would be permitted to hire people directly or be forced to hire through a
government agency--but all of these seemed resolvable with persistent
negotiation. The problem of the union seemed intractable, especially to
people from America with a certain attitude toward constitutional life,
because we had what seemed a direct conflict between a long-established,
and world-wide Motorola policy--a policy whose logic sprung directly
from the best of company culture--and the written constitution of the
PRC. 6
The first compromise Austgen proposed was that Motorola be given a
twelve to twenty-four month opening to hire directly, pay directly, and
establish training programs--generally foster Motorola culture--and then
poll Chinese employees regarding whether or not they wanted future
uni on representation. Tianjin officials wer:eé
this a try, Austgen says. But the Labor Ministry in Beijing would not go
along. Not that the ministry was constrained by articulated labor law
comparable to what familiar in the West: a clear body of court precedent,
clearly drafted legislation, catalogued volumes of researchable opinion,
and so forth. On the contrary, as in most emerging markets, the Chinese

law was sketchily written and subject to change and reinterpretation day to
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day, region to region, Omeeting

unionization nevertheless seemed so intimately connected to the spirit and
mandate of socialist political economy that it would be impossible to
concede on any basic condition, and that is precisely what Motorola

needed latitude on. Tension was exacerbated by the fact that Motorola was

the firsawmewholdompany to try to work

In spite of these setbacks, Motorola did get a preliminary green light for
an operation by the end of 1988. By the beginning of 1989, Lindholm and
Lai settled on 50 acres in Tianjin, which they in effect bought through the
legal instrument of a 70-year lease. They simultaneously prepared a full
business plan to submit to the Chinese government. A new entity,
Motorola Tianjin Electronic Experimental Limited, was formed, which
opened officé&oui knBaSuon Whaii roecal |
belief that if they were not part owner, then you are just coming in to make
money off of them. Changing that culture, that concept, was sometimes
tremendousl y di fficult. o

tactfully, that Motorola was the best at what it did and wanted to do things

t

(0]

L i n drthpdy] m,

meet i

out

0Chi

Lai

our own way. OPerhaps this was arrogant

did tell the government that if were wholly-owned, we could respond to
the market and change much faster than if we had to go through a partner.
Also, since we could control the security of technology, we could put in
more up to date technology, and really transform this into a world class
operation. 6

The most critical task for Lindholm and Lai, then, was to sketch out a
promise that would make Track B fully plausible to the government later
on--the promise of technology transfer and localization of management.
Motorola, Lai insisted, would trouble to invest in the development of its
employees--intellectual assets, which would be enormously valuable to
whatever community the company set up operations in. The company was

not simply making a tactical investment in some identified market:
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OMar keting strategies that wor kedai

Lai says; OThere is a different cul

t he

tur e.

trust. It i s not l'i ke i n our country, i

written down--even t hough it mi ght prove
down. In China, the connection to the market is through the government.
Sales are usually to government enterprises. So we took special pains to
make sure that we werendt viewed |
make money and take advantage of t

In his initial proposal, Lai showed the government a schedule in which
certain products would be almost completely localized--have 80% to 90%
local components--in eight years. There would also be a preponderance of
Chinese managers, which Motorola would train. These undertakings were
critical, Lai knew, since the Chinese currency was then subsidized, as part
of a classical policy of import-substitution; China kept its exchange rate
somewhat higher than it would be in an open capital market, to facilitate
the importing of capital equipment (and cheapen certain key consumer
goods). If Motorola would be selling mainly into the local market, and be
assembling mainly components brought in from outside the country, then
it would have to ask the government to convert a great deal of local
currency earned from sales into, in effect, subsidized foreign currency, and
then use that money to import even more components. This would seem to
the government something like an overall subsidy paid to Motorola
operations.

Lai continu e s : 0So we talked about |
we could to keep our foreign exchange account in balance, though this
could not be done right away. We told them, again and again, a wholly-
owned operation may not bring you large financial returns immediately
but we will bring know-how and our connection to the world market. We
will be good corporate citizens, we will bring in technology, train people,

localize operations, work with component suppliers to improve quality.
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We 06| | ma k eg otvheer nlmeecnal of Ti anjin our partner.
Ministry of Electronics Industries our partner. We want to modernize the
country.o
Little by little, Chinese officials became surprisingly open to this logic.
Indeed, in spring of 1989, Austgen finally got the breakthrough he was
looking for regarding unions in his negotiations with a deputy minister at
the Labor Mi nistry: 0She and | were deter mi
hours working things out, interpreters at the
began with the old familiar arguments about how Motorola would treat its
employees with dignity, she reiterated that the highest levels of law
required a union, and that she had no right to make an exception. But
having come to understand that English translations did not always do
justice to what Chinese symbols and characters intended, I began to probe
her regarding what the word O6uniond really m
Mandarin and communist tradition. And sure enough, when you peel
back the oni am, onhbe awoudl by refers to the o1
individual in the company that ensures that employees are trained to do
their job, that they get welfare benefits, housing, etc., that they get
recreational benefits, and are not abused or unfairly treated. It never was,

and is not, a collective bargaining unit to establish wage levels, as in the

West . Wages got set el sewhere in the gover nm
0So | said to her: 60Gee that sounds very
continues, his voice still betraying r el i ef, o0 O06We have an empl oy

department, and a training department--that sounds like what you are
talking about . © And the warmest smile broke
6 Ye s, iswhhatt | mean. 0 And | sai dd,the 5Woul d vyou
union functions specified by the constitutior
sai d, 6That would be fine. d Suddenl vy, it wa
great problem we had been struggling with had pretty much gone away.

Later, back in Tianjin, we were given to understand that we would have to
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hire into our employee relations department someone they designated,

likely a Party member, to serve as a conduit of information to and from the

ministry. We said, OFine.d B u ster,wh e n

she said that we could hire the person of our choice, after all. I suggested
that this person report to the ministry once a month. Again she smiled,
and said that a couple of ti mes a
Austgen concl ubdiikdsa relationship antl @how ourselves
willing to accommodate official interests. = They were willing to

accommodate us as much they possibly could once we managed to put our

relations on a foundation of trust.

Motorola Tianjin Electronic Experimental Limited hired its first seven
employees, and late in the spring, sent them to Phoenix for preliminary

training in the semiconductor business. The operation was off and

running, wi t h t he bl essing of t-he

headedness had paid off in excellent financial arrangements. The

gover nment agreed that only 20% of

financed from equity, where the regulation called for 33%. MCEL would
be able to net all transactions with Motorola group companies on a global
basis, eliminating the requirement of settling foreign currency exchanges
one transaction at a time. For its part, the Municipality of Tianjin
guaranteed MCEL both the availability of and a fixed rate of foreign
currency--a guarantee that would become very important when, during
1993, the RMB dropped in value from 6.5 to over 10 to the dollar. Finally,
although MCEL was permitted to consolidate management of all sectors
and groups, different tax holidays (and different formal times of

commencing operations) were permitted for different operations. Thus,

MCEL coul d continue t o i mpl ement

decentralization, and phase in sector and group investments when they
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were appropriate--without implicit tax penalties for coming on stream later
than the time MCEL itself commenced operations.
Where Lai had virtually no success, ironically, was in persuading
Motorola businesses to come into the new operation. Day after day, he
would sit in his office confessing to Austgen that he would rather retire
than continue to beat his head against the walls of matrix management.
Lai became so discouraged, in fact, that he persuaded Lindholm to
purchase only half the I and allotted by TED.
problems of dealing with the Chinese bureaucracy,6 Lai recalls; obut 90
of my problem was in Motorola.
ol started working on a comprehensive marKke:
plan that would include a range of obvious products. I would be
negotiating with the Chinese government, making promises, and then I
would have to negotiate with as many as 45 Motorola executives and
business functions to get the consensus I needed to close the deal with the

government. No way can you get this many people to agree all the time. I

would go to the CEO to make the call. The CEO would say, OWork i
would say, ©o61lf | could work it out, | wouldnod:
O6Wor k it out . © I know this freedom is part

strong. But the lack of empowerment of the people working overseas

caused many del ays. You candt send a person

into a messenger boy. We had already seen that if one person from a

business screws up, then the whole company gets put on the black-l i st . 0
Things went from bad to disastrous in the spring of 1989, when politics

turned tragic, and tragedy became every compal
As protesters streamed into Tiananmen Square, Lai--like most everyone

else in the country--was blind-sided. Ferocious student demonstrations,

building since early in the spring, were met by an equally ferocious

government defense. Lai had a meeting with the Minister of Electronics

I ndustry in | ate May: ol had to walk to get
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minutes late. The city was in total chaos. By the time I left Beijing, on May
30, I would estimate maybe 300,000-400,000 people were there in
Tiananmen Square. They had been there for 45 days. The weather was so
hot, and there were so many people jammed together. The stink was
terrible. I knew something was going to happen. Disease was bound to
break out any day. And many of the students were from Beijing
University, the sons and daughters of high officials. This was a very
personal confrontation within families, whose older members remembered
how students had run amok during the cultural revolution. In fact, I got to
know some of the demonstrators, and I talked to students who had been
put in jail. They gave a much different story than government newspapers;
but they also spoke differently that the foreign press, which is drawn to
sensationalism; some jailed students later concluded that they had been
used by the student leadership. Still, though the government behaved with
tragic force, its biggest failure ironically was not acting soon enough,
perhaps because of its collective decision-making. If it had acted when
there were fewer people, if it had not proven indecisive and split on how to
manage the situation, there might not have been loss of life. Anyway, no
country in the world would have tolerated what was happening in the
sqguar e. The government had to act.

The Chinese army finally did act on June 4, 1989. Had the hope of
political liberalization been misplaced all along? Lai, though shocked by
events, worked hard to help other Motorola executives see things from a
more sober point of view. And then political crisis merged with personal
crisis when, on August 2, Carl Lindholm suffered a heart attack at his
summer home in Nova Scotia. He watched events through a filter of alarm
and private anxiety. It was a dreadful time. The Motorola Beijing office,
too, was in gloom. The seven employees who had been sent to Phoenix
could not be brought back into the country--and as things turned out,

would not be brought back for almost two years, serving stints instead in
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Mal aysi a, the Philippines, and Hong Kong. (

planes for two years, 6 Austgen says, Obut six
us. 6) Everything came t o-atdargslbegapto many i n t h
doubt the whole enterpr i s e . OFormer boosters of our i nvc
first reacti on, wanted to turn Chinads pict |
remembers, owhil e t howaen wetedecadh@dpendeen | uke

their efforts elsewhere. And those who had been negative to begin with,
well, they made | iberal use of the 0l told vyo
Travis Marshall, as it happens, was having dinner with his old friend Vice-

Minister Song in Nice on the evening of June 4. The television was turned

on, showing scenes of Ti ananmen. 0Song was so shocked
speak. |l did not know what to say. 6

Lai recalls an officers meeting as | ate as ¢
me , OEverybody is afraid that | would go talk

many of my colleagues were shunning me. I represented such a diseased
case, people were avoiding me. They were afraid I would ask them to

support my activity. People in Schaumburg and even in the Asia-Pacific

region would clip newspaper artindl es about w
send them to Bob Galvin.é Refl ecting on thi
speaks for many: 0The Beijing group simply

was still supportive and marched forward. When we talk about the
characteristics of being bold, acting accordingt o oneds convictions, ta
risks, sticking to strategy, well, it is hard not to admire what Lai and his
team did--and try to learn from it. The Chinese government was
embattled. They responded positively to the continuing interaction with
our team ther e . 6
Indeed, as Lai recalls, these awful events proved a kind of turning point.
They clearly amounted to the worst moment of a difficult time. But having
come to pass, the worst moment proved manageable, and surviving it in a

way dissipated the fear of going ahead. Lindholm remembers that after a
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period of initial revulsion over the deaths and arrests, Motorola leadership-
-Galvin, Fisher and Tooker--s ober |y reassessed Track Bds busi
moral purposes, and found both too resilient to consider abandoning. Lai
explained to the CEO, top management, and any members of the Board
who would listen that though Tiananmen Square was a disaster, it was also
a tremendous opportunity. OFor Ericsson and
every year Siemens held a conference--one year in Beijing, one year in
Berlin--in which they told their story, built relationships. But our
competitors pulled back after 1989. We had the insight to see the hard
times would pass. We used this time to catch up. We informed the
Chinese government that we were putting our plans on hold. But there
would be no burning bridges. 6
OA Owai't and seef6 attitude prevailed, d Lind]|
agree that we woul dn 6-%unLaiwagpverpiinportanh e c | i f f . C
during that time, keeping relationships alive. He kept finessing payments

over land, and so forth, but made it clear the we would not abandon

China. 6 I n order simply to maintain the comp
keep up the Chinese ¢o wmeastuahprogedt liké Brack nt er est i n
B, there was -hooal dliontg aafndhanditing. o6 Szymansk

worked with Lai to repair the damage done under Twanmoh, was similarly
determined to keep going. OWe were waiting t
we had been forcedt 0 shut down in South Africa, we di
happen here. 6

Simultaneously, Motorola worked hard lobbying in Washington to help

keep the question of human rights separate f
Marshall was now an ambassador-at-large in Jame s Baker 0s State
Department. Lindholm saw to it that his Chinese contacts came to know of

Mot orol ads efforts.
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Then, as now, various human rights groups--Amnesty International and
Human Rights Watch spring to mind--have characterized this lobbying
skeptically, suggesting that this is a case of U.S. businesses putting moral
scruples aside for the sake of profit. Lindholm insists it is they who are
missing the point--and in much the same way, ironically, as the old-guard
Chinese officials who had failed to understand the virtue of Track B.
0OTraining was one of the first things we put
bal ance of payments, 6 Lindholm recall s; 0At t
OWedre going to create whole a cadre of peopl
have; and those people are going to go out, like paramecium, and create
more. o0 But this was not just going to be tr
Mot orol a was going to give its employees o0a \
thatdos diff er entanetowdrtribite aecdrdirg vodis @ hee r y
ability because it i s not too hierarchical . 6
living up to the most fundamental, most important part of our promise,
and that is that we are bringing Motorola culture to that place which is a
very important addition to that world. We are bringing them a frame of
mi nd. We are also bringing them the worl d. 6
In the new economy, Lindholm continues, doing advanced technology
business cannot mean profiting from the misery of human beings; it means
cultivating the talents of peopl e. That was
There is no sense in Congress discouraging American investment in China,
for the sake of human rights, when investment means the very education in
Western technologies and values we would want young Chinese to learn
over the long haul. How, without those technologies and values, will they
ever be able to sustain a culture of human ri
companies like Motorola hire Chinese nationals, they are looking for
thousands of educated people who can be trained to perform middle

management and technical functions, and ultimately top management
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functions. The training such companies undertake is actually a kind of
introduction to the political skillsofci vi | soci ety. 0

Rick Younts, Executive Vice-President for Asia and Latin America, puts it
even more categorically: ol f you
as a market of people and the transition that they were going through, if
you look at the evolution of the power base between the military and the
non-military leaders--at all of these things--then the time of Tiananmen
will probably be remembered in history as the turning point in the opening
of China--the real opening of China. It made the world conscious of China.
It made China conscious of the outside world in a way they never had
before. Even though there were tragic losses of life, I think probably the

people got what they were sitting

6. Turnaround, 1989-1991

Whatever the effect of the Tiananmen Square disturbances on the prospect

for a Chinese civil society, their
ironically, immediately positive, just as Chi-Sun Lai predicted. The 15-18

month lull created by the crisis turned into an unexpected chance for all

companies that had come to China a little late in the game to catch up.

Motorola, for one, used the time to consolidate its position in a way that

would probably have been unlikely had all of its competitors been moving

ahead at full steam.

A part of this positioning was simply personal, particularly with officials
of the Tianjin Economic Development Authority, TEDA, which was
becoming a crucial advocate for the company inside the national
government. Lai, Lindholm, and others who worked at coordinating

government relations kept up an unrelenting schedule of meetings and

presentations. TEDA officials became

thevicemayor , 6 Lindhol m remini sc e sociated
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from home were spewing questions at hi m.

He

want you here, youdre going to be here, Il dm g

he sai d. Howo s t hat for a Yankee peddl er !

unfortunately, he had a heart attack. I explained that I had one of my own.
I felt genuine empathy for him, and he could tell. Later, when I was in the
u.s., | sent him a book on diet, OEateros
time he saw me, he cried. Chinese people are very, very emotional. And

particularly for things like that. You reach a status in China which is called

Ch

6ol d firtieesndd status to be cherished. When ar

med or ©6Il give you my word,d you take it seri

But the greatest opportunitiesto i mpr ove the companyds positio

selling cellular infrastructure. The main protagonist of that story was
Gilbert Lee, a young engineer whom Lindholm and Chi-Sun Lai had
recruited from the Automotive Industry Electronics Group in 1988. Lee
came to China to head up the cellar infrastructure operation. He quickly
got up to speed on switching equipment, base station equipment, and so
on, and set about trying to secure contracts from the PTTs of the various
provinces. A bilingual Chinese-American who had lived in the U.S. for the

previous ten years, Lee felt he understood the Chinese culture and was

eager for the challenge. ol wanted to prove

engineer can be a good manager, 6 he recall

of selling cellular, which was a growing business. Some people laughed at

the idea of China getting into cellul ar.
Motorola had two very small pilot programs in cellular going in Beijing

and Shanghai since 1986. But the company still had no provincial contract

in 1988; and in the absence of a contract, its technical standard had never

been established country-wide. The company sold, altogether, 3200

S .

But

subscribers in China during this year. Mot or

been put into a kind of limbo in the Ministry of Posts and

Telecommunications owing to the Twanmoh affair--not the best of
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situations for Lee to step into. On the other hand, China had secured a
substantial Japanese loan, which was targeted on allowing various
provinces to buy cellular systems; and all contracts were to be subject to a
process of more or less open bidding. Motorola, the world technology
leader, had reason to be optimistic.
The company had tendered low bids in various places, but never came
out a winner. OWe had two weak points, o6 Lece
have a strong technical marketing guy to explain our switches, which were
perceived as | ess powerful than Ericssonodos.
presentation. We al s oR. We wenedacingbosttpaw how t o do

centralization and decentralization of power in China. We had to learn

™y

how to deal with both. You candot just sit b

nowhere with the central government. The central government may

qualify youasasuppl i er, but you must fight it out at
And this is precisely what Lee proceeded to do, making the case for

Motorola systems in endless meetings with local government bureaucrats.

0These guys know that theirsnukegltof ures mean t

money. O0My signature is my power,d they thin

best product doesnd6t mean you get that signat

you they will find any reason to disqualify you. You have to build up

friendship, build up the customerds <confidence. That

Twanmohds action was so bad. Bet ween 06088 and

country, I made presentations, I got into technical information, but every

city I went to, I was blocked, even if I offered the best price. On the other

hand, every sales meeting was a part of raising our profile--the opportunity

to meet was just as important as a successful
Things began to turn around, ironically, in the wake of a move by a

competitor to try to drive Motorola out of Beijing entirely. In January of

1989, Ericsson decided to donate a huge system to Beijing, in the hope that

this would force Motorola to close up its trial system. But Lee had spent
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the year building relations with the Beijing Telecommunication
Administration, who sympathized with the vulnerable position of the
company and understood that Motorola really had technological
leadership, which would ultimately yield a better system. A majority on
the BTA opposed the centr aodffergddosspendi ment s bl ac
a million dollars to help Motorola expand its trial system. The contract was
going to be done by May.
Then came Tiananmen. Lee was called out of the country because of the
instability, but he returned to Hong Kong just around June 4th. He then

determined to return to China that very summer. Chi-Sun Lai was wary of

Leebdbs going, but Lee was confident: ol told
ti me. They woul dndt hurt any foreigner wh i
embarrassed in the international press. They would protect me
Jul vy, Motorola I|Iifted its restrictions and | e

jump on a plane, I fly back, and I am the first person in Beijing to sign a
foreign contract at that time. They had a big banquet for me. Our BTA
system survives. o
For the rest of 1La8mM, shew, Gwagoionag otnoe unf ami
cities, making technical presentations, translating, preparing contract
offers, trying to cut deals. He surfaced no new contract. Then he tried a
slightly different tack, playing on customer anxieties that real competition
in cellular would soon be impossible. ol con
against Ericsson. If I could not win at least--so I said-0 | dondt want any
single company to dominate the marke t . & 0
In 1990, his luck changed. Early in the years, Lee bid on two significant
systems, the second in Shandong Province, next to Beijing, and the first in
Fujian Province, in the South, across the straits from Taiwan. He also
entered into early stage contact with the Hangzhou Communication
Equipment Factory--a still quite backward factory, which hoped to buy

Motorola technology to learn how to make handsets for the Motorola
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system. Lee encouraged them to help secure the Shandong contract and

prove Motor ol adés good faith. I n February,

subscriber group, after a management dispute. But he continued to press
these bids.

0So I dm involved in all t hese thi

knocking at the door, daily; inth e meant i me, internall vy,

ng
Ministry. o I n the end, Hangzhou proved

but l dm stil]l hel ping CI G in cutti

convinced Shandong of Mot orol ads
encouraged his colleagues to go to Fujian, and he began to shuttle back and
forth. On May 23, 1990, a deal was cut in Fujian--Mot or ol a0 s
success since the blacklist. On May 26, the Shandong deal was closed as
well. The PTAs of Fujian, Shandong, and the Hangzhou factory then
petitioned the Ministry of Posts and Telecommunications to lift restriction
on Motorol a. OFrom that point on,
And then it came time to pay the
about how to assemble the phones, down to the component level. We
would give them the materials, they would assemble the phones. We
woul d sell them component s. But
technology--actually, its was two generations older, which was approved
by our Techn ol ogy Tr ansfer Review Boar

Motorola signed its first China technology transfer contract with the

ngs

Lee 0O

toget he

Il 6ve ¢

t he

excell

fi

we

bi

we

rst

had

wo ul

Hangzhou Communication Equi pment Factory.

next day I flew back to Chicago--with hepatitis, and too late for

Christmas. 6

With officials relations warming, and new business developing,

Mot orol aés senior management began

he

fledged Chinese company wearly in t
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and negotiate, 06 Ric&kWe&rostmarst ackeciomnfAsgsgust, and
end of 1991, we had an agreement. o

In retrospect, both the scope of the agreement and the attitudes of

Mot orol a people to it seem almost amusingly ¢
the manufacturing plan and the business plan wer e i nternally diffic
Younts recalls, Obecause these were conducted

normal corporate overview. We were asking the businesses what they
thought the market would be, and what products they would build, and so
forth. True, we--the corporation--were buying the land and building the
buildings; we were going to own that and give space to businesses when
they submitted a manufacturing plan. But the vision of the businesses
tended to be short-sighted, which is natural, I suppose, since they had to
perform quarterly.o
Chi-Sun Lai thought the main opportunity would be in paging and
cellul ar. Younts figured oOthe guy on the g
intended to make a fairly low investment in plant and equipment, perhaps
$125mi | 1 i on, al |l in all,éd Younts says,; 0OThere
stuff--two-way radios for transport, and so forth. We rented some 40,000
square feet. The cellular phone guys expected to sell perhaps 150,000 units.
Paging gave us an estimate of 27,000 pagers. The Chinese kept trying to
talk even those estimates down. They thought
thing to be walking around with a very expensive portable telephone or a
pager on your belt. o As for semirconductor s,
uncl ear . OWe focused on producing ©O6gate fur
consumer electronic products. We make them by the zillions. But, by
agreement, we werenot all owed to go into TV
wanted to. So semiconductor people wererel uct ant . 0
Actually, this reluctance developed into something more serious as plans
for the Tianjin facility took shape. During the summer of 1991, Jim Norling

and Tommy George, the general managers of Semiconductor Products
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Sector, decided their businesses had better not participate at all. C.D. Tam
understood this attitude, much as he opposed it; there was a case to made

that a new production facility might after all be best located in Hong Kong:

OWe organize and work by pr getogether so anyti me

with a unified purpose in a country, how do you champion that unified
purpose? Bonuses are paid for sector performance. These people are
concerned to do justice to their employees. After all, it was cellular and
paging that stood to make money, not semiconductors. We were being
brought in to help them make their sales. Also, there were already half-
executed plans to build a chip fab just like this in the Philippines. If the
Philippines plant got finished too, there was fear of a market glut in the
semiconductor products contemplated for export. SPS management were
not sure about the Chinese labor force, and would have to bear all the
consequences of start-up inefficiencies. The Harvard Business School
strategists would have told youtopass on it. 0

Of course from a truly strategic point of view, Tam adds, that would have
been a debacle. Mot orol aés Track B woul
broken promise without any kind of a semiconductor facility. Bob Galvin

had strongly implied as early as 1986 that Motorola would be a force for

d

h a

technology transfer and manufacturing know-how, and it wasndt tel eph

assembly that interested his Chinese counterparts. If SPS would not come
along, the entire plan might be jeopardized.

When Lindhdol Imdisdsanentreaties were to no
stepped in. The matrix, this time, was going to have to give way to the
control of command: 0Those discussions
mont hs, 6 Tooker recalls; O0OThergeofthas a | ot
investment, but as always there were also matters of personality. In a
decentralized organization, where you give pretty good autonomy to the
various businesses, some are more aggressive than others. The equipment

side wanted the semiconductor people to make the investment, so we

64

aval

pro

of



could sell cellular phones and pagers. The semiconductor side was
nervous because the market was much more for the communications guys.
Meanwhile, the Chinese had their minds set on semiconductors originally,
though not exclusively. In my view, if you were successful here it would
be a model that you could replicate around the world, in places that would
come after.

ol finally <called Jim Norling and said, 00
enough, now g o Andthdy did adamnl fiaenjdb!. Normally
you dondt have to do that. You cand6t just ma
dondt wthenperforimance would be bad. But here we were looking
out on the potential good it would have for the entire company. It also
represented a model forcross-b usi ness cooperation. 0

Lindhol m, Yount s, and Tam all agree that Too
icebr eaker t hat made everything that foll owed
precluded wavering around tos;madkiet amaldke i si on
them decide. 0 I't was also the cl earest poss
government and the rest of the company that Motorola would, indeed,
make integrated investments in knowledge assets to keep up it
commitments under Track B. Shortly thereafter, Motorola submitted an
application to the Ministry of Electronics Industries to found Motorola
China Electronics Limited, or MCEL, with primary facilities in Tianjin, and

headqgquarters in Beijing. OWe were, 6 Lindhol m

7. The Challenges of Take-off, 1992-95

The charter for MCEL was approved early in March of 1992. MCEL would
be a wholly owned subsidiary of Motorola Inc., and would have authority
to staff, compensate, and build according to its own business needs.
Motorolad s charter al so contained provisions mu ¢

businesses had suggested, selling pagers and cellular phones into Chinese
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domestic markets; some of the equipment would be imported and sold by

the businesses, some would be manufactured through MCEL. Chandler,

who was now head of manufacturing in the Cellular Infrastructure Group,

devel oped a three year manufacturing plan for

kept them only in assembly of transceivers, but we manufactured the

boards abroad, at least untilt he Chi nese got up the | earning

expected, 70% of production would be for export, MCEL would earn

certain financial benefits, but in any case, 50% would be targeted for

export. By law, moreover, the company would be (and on a periodic basis

gualify as) a producer of oOhigh-hbvwchnol ogy. 6

much it imported vs. how much it exported--should be in rough balance, so

as not to cause any depletion of Chinads forei
Carl Lindholm, who had retired in 1991, was elated. He had continued to

advise the China team through to the time of the charter; now his work

was done. For his part, Chi-Sun Lai had told Bob Galvin that he would

himself retire when his dream came true, a China operating company with

one billion dollars in sales. Lai hoped this would happen by the year 2000.

In fact, MCEL reached $1.2 billion in 1993. In the fall of 1993, the Motorola

Board met in Beijing for a dramatic meeting. Sales in China promised to

outstrip every other emerging market. Now everybody wanted to talk to

me , 6 -S@hHairecalls.

The first explosion was in cellular systems, much as Lindholm had
anticipated. By the fall of 1993, there were 162 cellular system operators in
China. Of these, 107 contracted with Motor ol ad s Cel l ul ar I nfrastr
Group, while 44 went with Ericsson, six with AT&T, and five with NEC.
Motorola also had a respectable share of the cellular subscriber market by
the end of 1993. There was still for all int
market for CSG. But there were an untold number of enterprises that were

either government owned or controlled; and each had a managerial group
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that was frustrated by an inadequate land-line network. Motorola
leveraged its excellent relations with the national government into many
enterprise-wide sales. And what nobody had understood about pagers

was that an innovative use of them could completely change their

prospects. oPager s, it turned, coul

Yount s exPpHei rCh;i nes e dondt have

opportunities to use telephones during the day. So they began using
pagers to communicate: People from an office or business were given code
books in which various numerical codes, which could be displayed on

pagers, were assigned to corresponding messages-me s sages |

of fice,d or O6the appointment has been

be used

t hat many

k e

6call t h

cancel e

By August of 1992, Mot orol ads pager assembl
running. Its quality proved excellent and its yield virtually on a par with
Motorola facilities elsewhere. Cellular telephone production followed suit,
and again, quality and yield also proved to be on a Motorola standard.
OFor things |like this, Mot orola efficiency s
recalls; oOWe set out to build a facility and s
going. If business is a roller-coaster, we certainly caught the upside. You
are supposed to | ose money during the first vy

year, Tianjin began produci ng semi conductors from an

facility. The Chinese had stipulated that 80% of production would be for

export, so C.D. Tam was concerned to bring quality levels up to exportable

standards as qui ckly as possi bls.

semi conductords business was seid9% ng

to export mar ket s, though Chinads
to have virtually unlimited potential for semiconductor products in the
future. Sales hit $1.6 billion in 1994, and as the company headed into 1995,
it projected revenues of at least $2.5 billion.

All of this was good news, of course, and that is the way it was received.

As Garth Mi | ne, Mot or ol ads Treasurer
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particularly of pagers and cellular phones, created significant value for the
corporation: 0Chinese sales contributed sign
key products, which allowed for additional economies of scale in the
production of major components, and helped build an export platform for
the future. We have never taken a dividend from MCEL sales, but used
revenue to pay down capital investments and pay back loans which had
been offered on a preferential basis from Motorola Singapore. At the same
time, every year the proportion of sales in China showing on the statutory
P&L of MCEL--products manufactured or assembled in China--grew in
relation to Motorola imports sold through the global business sectors. The
trend line has been clear. By 1995, perhaps 25% of Motorola sales were
through MCEL; by 1997, on about $3 billion in sales, the figure is more like
70%. 0

All of this is clear in retrospect. However, the early success of MCEL
gave rise to two unanticipated challenges. The first was a political
difficulty which came up in the fall of 1993, when a number of senior
Chinese officials began to raise concerns about how, and at what pace,
Motorola would match greater than expected levels of revenue with
appropriately greater levels of new investment.. The second challenge had
to do with manpower, which the company addressed with an innovative
program it called CAMP--the China Accelerated Management Program:
MCEL had been gotten off the ground largely owing to the extraordinary
work of more than a hundred ex-patriot managers who had joined the
effort under Chi-Sun Lai; CAMP was designed to train Chinese managers
to replace a significant number of them. These two challenges might seem
quite different. But, interestingly enough, it was precisely initiatives like
CAMP, focused on redoubled Motorola investments in human capital, that

helped to preclude any political crisis.
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Motorola University initiated CAMP in the fall of 1994. The logic for it
was simple enough. By 1994, MCEL employed about 3500 Chinese
nationals, and given its rate of growth was expecting to employ as many as
10,000 by the year 2000. These were mainly not factory laborers--how

much direct labor does a computer integrated pager line need?--but

omi ddl e management, 0O peopl e t o icswor k

personnel. Yet MCEL management knew that the men and women who
would present themselves for work will not be qualified. They would be
college educated and deeply literate; they would have exacting math skills
and study habits; a great many would have advanced scientific degrees,
and would have used, say, personal computers. But none, no matter how
intuitive, would have any confident understanding of such elementary
notions as the time value of money, customer service, profit and loss, or,
indeed, the moral claims that justify profit.

Jason Lum, whom Chi-Sun Lai had tapped to run human resources for
MCEL back in 1992, knew this was not simply a problem of employees
learning some new arguments. Chinese who were born and raised in the
Peopl ed sclagkedpmhds tight be called entrepreneurial poise. Over
thirty-five years old, and they were likely to have terrifying memories of
the Cultural Revolution and be disinclined to take risks of any kind; under
thirty-five, and they were the products of a despotic school which, while
approving of individual ambition, would have regarded individual
curiosity and conscience to be vaguely impudent. MCEL had learned that
employees wanted you to tell them the rules; they did not ask

embarrassing questions. China, to put it in the delicate language of an

internal Mot orola University document

talent in the |l abor supply. 6
MCEL had plugged holes with American and other Asian expatriates,
mainly in Beijing and at the plant complex in Tianjin to the north. But

every one of these ex-pats cost the company between $250-500,000 a year,
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after salaries, bonuses, rents ($10,000 or more a month for a Western
standard apartment in Beijing), family travel, and so forth, were reckoned--
a financial burden that would be unsustainable if MCEL were to grow to
anything like what was projected, and the ex-pat community grew
proportionately. In contrast, training and salaries for Chinese employees
would amount to between 10-20% of that sum.

Besides, Chi-Sun Lai had promised the Chinese government that

management of production facilities woul
And there were problems on the other side: almost every ex-pat who
cycled through China became a challenge for corporate Motorola when the
assignment is up. 0They retuthaeedped obs
feeling theydve had in China, not hing |

Leo Burke, the man who led the Motorola University task force to address

MCELGs pr o bdyeame back doTcompany headquarters where

al most nobody can gr as p --the heghilaratihgh ey 0 v e

exhausting hours, the size of the

with government ministries, the absence of secure communications
channels, the problem of getting a child to the dentist--all of these things
make | ife seem rather dull back in

And so under Jason Lum, a new idea emerged, and Burke was called in

to help make it happen. Their lweeksa mod s

of classroom work, spliced into twelve months of on-the-job training--

deal s

d

wi t h
k e

t heyo

be

achi

e

he states.

6action | earning, 6 p-pab §oscleing, amdarotatigre me n t

through Motorola facilities abroad. Each cycle trained no more than fifteen
people, and up to three cycles are going at any given time. The curriculum
included modules on Motorola history and ethics, value creation, project
management skills business process design and improvement,
benchmarking, and so forth. It also taught presentation style, team
facilitation and leadership. The latter proved particularly challenging in

China, where improvisation of any kind was generally frowned upon.
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Lum and Burke instituted a grueling selection process, meant to identify
the very few who might succeed--and stay. In a way, the challenge of
choosing has been even more daunting than the challenge of teaching.
There were, first, nominations and supporting documentation from
managers, individual interviews, English test scores. Promising candidates
would be interviewed by a panel of senior managers, who asked probing
questions about how to handle difficult situations: do you think that you
make decisions quickly?, or, if a co-worker asked to discuss a personal

problem with you, what would you do? The screening was meant to

explore cognitive and administrative I s,
motivation, a capacity for empathy, a talent for self-organization. The goal
was to identify ohigh potential. 6 Few made i
The rigor of the process almost immediately made CAMP very
prestigious--0 peopl e thought promotions would foll ow,
indeed they have in several cases. Accordir
vision, any special training of Chinese employees for middle management

should begin the process of qualif yi ng them to become MCELOs g
management later on.

CAMP, then, became the first natural test 0
Through it, Motorola University aimed to deliver a general management

education in a way consi sutreen,td6 wittsh atthtee nctoi nopna nt
individual dignity, to tolerance in relations
nuanced sense--t h e basics of Gal vinds |l egacy, and
Mot orol ads success in the new economy. A man
kind would inevitably be an experiment in fostering the practices and

values of civil society, just when, and in the only way, the Chinese

government could sanction it. If the curriculum worked, it would spread,

first to Motorolads ot her Sarddbeyonghr ogr ams, t he

who knows?
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0China is the great story of the next cent
trained political hi stori an, oand we have ha
part of the DNA of a future business culture
But then, the moral prestige of the program--the very space it created for
self-realization, openness, teamwork--has proven to be an important
advantage in the current Dbusiness culture, to

trained in management has become an attractive potential recruit to every

ot her foreign company operating in the <count
programds atmosphere has had to inspire a de
with Motorola.é I n fact, the company has ha
fidelity.

There was, however, another problem which the company could not
address quite so directly. Mot orol ads and MC
Chinese markets were greater, and the pace of their growth was faster,
than anything Lindholm and Chi-Sun Lai had anticipated. This raised
natural questions about the size and pace of Motorola investments. An
i mplicit rationale for Motorola ©6s independen
would be exporting products from world-class facilities--what the
semiconductor operation was, indeed, already doing. MCEL had certainly
kept its bargain on the quality side; and CAMP was a significant pilot
training program. But, surprisingly, virtually all of the pagers, cell phones,
batteries and other communications products Motorola assembled in
Tianjin--close to $2 billion worth--had wound up being sold domestically,
into an unexpectedly robust Chinese market. This meant that Motorola
imported substantially more components from abroad than it had
bargained for and, correspondingly, had to change substantially more
Chinese currency for dollars.
MCEL was expected to export 70% of its products to qualify for certain

government financial incentives, and 50% to be in compliance with the law;
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it would be exempted from the requirement to apply for the right to import
components if it produced (or acquired) 60% of its components locally.
These had become difficult targets to meet initially, though the company

was, from the start, plowing back its earnings into the development of

what Bob Galvin had call edcl @awesrdl d aci | i ti es. 01994 w
critical year, 6 Patrick Choy recall s. 0The C
|l i onds share of the mar ket in cellular subsecr

very bad perception of Motorola because we were wholly-owned. Some
thought we were raking in a lot of money--and what do the Chinese get?
The common Chinese perception was, how did it benefit the country to
have a company | i ke Motorola dominate? We di
we were in.o
It was a danger compounded by a critical transition in MCEL leadership.
Chi-Sun Lai was leaving, and his replacement was not yet fully in control.
Lai had promised Bob Galvin that he would retire when MCEL reached
one billion dollars in sales. His dream was realized in 1993, well in
advance of the year 2000. Exhausted by the work, and by navigating
Mot orol ads internal relations, he announced t
a suitable replacement could be found. In the fall of 1993, George Fisher
had begun the process of recruiting a new president for MCEL, and he had
found an exciting candidate in P.Y. Lai; a native of Malaysia, P.Y. had
headed I ntelds marketing and sales operation
veteran Motorol an, steeped iitn btyh eo scnoonspi asn,y6o c u |l
he likes to say). But then, unexpectedly, Fisher himself resigned from
Motorola to become the CEO of Eastman-Kodak. So P.Y. continued
conversations about MCEL with Gary Tooker, Rick Younts and others--
conversations which continued well into 1994. By the fall of that year, P.Y.
had only just fully assumed his responsibilities.
And, coincidentally, Chi-S u n Lai 0s departure proved to b

occasion at which the Chinese government Dbrou
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October 1994, Chi-Sun Lai was leaving China, so I organized a private
bridge party to commemorate his work,déd Patric
eight ministers and various state leaders. Vice Premier Li Lan Qing came
and this was a very pleasant surprise. He was very gracious, but delivered
a strong mess ag e :-owndlYdominating eenture; tellne | | y
what y ou have contributed. © Choy said i n
developing local managers--the CAMP program was getting off the
ground--and that we had a suppliers program to develop the quality of
local supply sources. The point hit home, but it was obvious that we had
not been able to do a really good PR job. Li Lan Qing had come a long way
to deliver this message, so we needed to act quickly. Since he was going to
be visiting the U.S. in ten days, we invited him to a meeting with the CEO
of the company. 6
The agenda for a U.S. meeting would be clear enough. There was no
question, really, that Motorola should continue to thrive, but the company
was in need of a yearly waiver to allow it to exceed the very small sales
i mit contained in MCELOGs 1992 <charter. Pe
update, to the charter would be in order. In any case, the unresolved
question was, what would the company be offering the government in an
ongoing way to justify its continuing cooperation? Would this not be a
continuing challenge, which would have to be managed as creatively as the
formulation of Track B itself?
Gary Tooker met with Li Lan Qing and other top officials on November
6, 1994, in Schaumburg. Tooker laid the ground for how Motorola would
manage this central problem going forward, and he did so by expanding
the scope of Mot orol ads fundament al commi t mert
capital. He and the Vice-Premier reached an understanding based on what
P. Y. Lai has C 0Ome t o call hi s of our princ
reinvestment), including technology transfer; localization and training of

management; sourcing from and training local suppliers; and good
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corporate citizenship, especially in the area of education. Tooker and P.Y.

Lai promised that these principles would serve as the foundation for

Mot orol a behavior into the future. Tooker r
asked for this time is that | ocblaisdt think yol
trying to do here. You ought to come and see the tools, see the training, see

the attitude of the people. © Li Lan Qing sai
and tell the ministers what youdre going to ¢
year and report onhowy oudve done?0 | agreed. The priv

supposed to last 30 minutes. It lasted for closer to an hour. Then Bill

Wi ggenhorn took some time to review Motorol a

Qing then went Dback and t ol DwattlhomallPeopl e s s

to go down there. If we are going to succeed in the global economy, this is
how we must do it.d O Tooker then

to China in February 1995, where he met with among others, Chinese

t o

Con

ok up hi

President Jiang Zemin; at Li Lan Qi ngods urging, Pr

already visited the Tianjin facility for three hours in December of 1994.
P.Y. gave his first presentation on the four principles before 40 top-ranking

officials.

OP. Y. has a Vvi si on, 0e whaleogkiadity isseexwpab ai n s ; ol

centr al to Japan, was there not a
relationship with China by making the company central to education? He
explained to the Chinese that they were not just going to take the money
and run; he found a way to explain our investing procedure. I affirmed
that once you come into this country you never leave. You build a history.
You build new levels of trust, of relationships. I decided that I would
myself go back every year. In fact, I went back also in 1996 and we met this
time with over 100 officials, and
Choy recalls that the meeting with Li Lan Qing produced a new

determination to work more closely with the Chinese government to make

way

at

wha't Choy calledcootmnmbodaoboasy 0 The
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hold annual conferences with key ministries, and present a white paper on

its progress from year to year. It would also accelerate its investment

schedule to help off-set its imports. In China, Choy explains, a company0 S

investment schedule is also the legal ceiling under which that can import
capital equipment and components on a duty-free basis; without an off-
setting exemption, duty and VAT may be as high as 60% of the items cost.
In late 1994, Motorola had an additional $160 million dollar investment
approved, so that its total to date was $280 million.

Then, in August of 1995, the company announced its greatest
commitment, a plan to invest another $720 million, which included

constructi on o fmidoh,i8-mehdvafer fabricasidn fadlityb-a

product aimed at supporting Gmi30006 s

square meters of space in a new development zone in Tianjin. In all--so
P.Y. Lai announced with considerable fanfare in the fall of 1995--Motorola
would be investing $1.2 billion by the year 2000, a sum roughly equal to
MCELOGs total revenue to date.

Rick Younts announced in November that Beijing, not Hong Kong,
would become Motorola headquarters for Greater China, unveiling plans
for an ultra-modern, 19 story, $85 million building in the Chaoyang
District: 32,000 square meters to house management, marketing and
engineering, Motorola University, and a multi-functional customer service
center. Jason Lum initiated a housing project for Motorola employees in

Tianjin, a residential development for 3000 employees and their families

called oWater Park, 6 with services,

critical a

school s,

decided on the Singapore model , 6 says Lum; oMW

employee home ownership program. Employees buy the house at our cost-
-a beautiful flat, at the best price of the market. If the employees leave, he
or she must sell it back to Motorola, without taking a capital gain. Any

gain the company makes by reselling the property, comes back to the

EHOP fund. 6 I n December, MCEL announced that
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additional investment of $99 million in the production of GSM and CDMA
standard products.

There would, finally, be a new series of joint ventures, in addition to the
venture with Hangzhou Communications devoted to cellular phone
production: a venture with the Leshan Radio company to fabricate
semiconductors; a venture with the Shanghai Radio Equipment
Manufacturing Company to produce

with Nanjing Panda Electronics Company to produce personal computers.

he

8 Post-1 995 Strategy: O0Sincerity

What is so interesting about the timing and character of these investments
is what they were meant to achieve. In a way, the decision to build a wafer
fab in Tianjin is the most illuminating of them all; the key to that
investment is hardly the potential profitability of wafer fabrication.

True, the Chinese automotive market is exploding, and the cleaner burn
of engines with micro-controllers is not a small thing in a country where air
pollution is as bad as it is in China; with wafer production Motorola could
reasonably hope to enter the supply chain of every major world auto maker
looking for local content in a China operation; and wafers can also be used
for such products as computer printers, still in short supply in the country .
Still, SPS could just as easily build wafers in other, more developed parts of
the world, where the infrastructure is more advanced (and earthquakes are
less likely to happen); where manpower is, if not more willing and able,
then at least better trained and better housed. C.D. Tam estimates that
building in Tianjin may add $100 million in start-up costs to the cost of the

pl ant . ( etdrm, juhidr peopdeh omr tSPS wi | | use

| at est

and

t hat

he says; olt is a premium |3l have t

the end | will win. )
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In fact, the decision to invest $720 million in a state of the art facility
serves a double purpose almost unrelated to the specific prospects of the
semiconductor market. The first is to show that Motorola intends to plow
back into China a good part of the economic value it creates and takes out;
in a way, the fab is a means to raise the ce
businesses. The second purpose is to prove to the government that
Motorola intends to teach the Chinese people what world-class
technologies are and how to create them. The wafer fab, in other words, is
the real consummation of Track B, a symbol far more eloquent than any
public relations campaign could be.

OWhen George Fisher first talked to me about
oOhe asked me what my strategy for China would
simple a simple formula--I guess I shocked him. The formula was
6sincerity and | ove. 0 6 Sincerity, in this ¢

not out to grab profits and go home, that you are in the country to become

a part of devel oping it. 0That i s why we ar
$1.2 billion, whichi s equ al to nearly al/l the money we
about |l ove? 0That is a matter of training ar

have to prove that every business we get into is win-win. That we want to
teach the Chinese what we hald, inceffect, oneDondt f or get
customer here--the government. This is changing, but we will always have
to manage perceptions. By 1994, we were viewed half as positively as what
we thought. Our quality and price has got us market share, but our

cour age otvoe Oor iissk whhlat has got wus continuing mar
Since P. Y. Lai 6s four principles wer e ai me

actualizing his strategy, perhaps this is the time to consider them in turn,

and for their current implications:
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Investment and technology transfer. We have already noted the various
investments Motorola has committed to through to year 2000. For P.Y.,

those investments are meant to position the company to continue to profit

to the year 2000: 0 When you ing you dok

must be legal, logical, and incorporate good relationships. But what comes

first? I n the West, even if somet hi

it; and if relations are good, if you are friends, people say this is a conflict
of interest. But in China and most of the East, relations come first: if you a

friend you are trusted, and if you are trusted everything becomes possible.

oOWe had a problem with a Motorol a

wor k, 6 P. Y. c o mtsiidiweehsd. to regidtdr the spdcaias a
branch office; so that a $5,000 expense would become a 45,000 a year
expense. This made no sense for us--everyone arguing, going crazy. In the

end, I solved the problem in one dinner, with higher people. It is the same

about

sign

with our whole business here. Managing

mess around, you still legalize it, document it in the proper way. But
investment means getting people to understand that your position is
logical. We should build a relationship with patient, educated people, so
that in the I ong term, wedre doing

And so reinvestment means having the company fully engage the
commercial life of the people, becoming mutually dependent with them.
o0When we are a &idn) oubputcHading power pwélr be
roughly one billion a year. We can create 20 suppliers, we can hire at least

1,000 people, we help build the electronic infrastructures; meanwhile I

want 20,000 people who wildl feel sheavily

For our part, we wi || also be dependent,

happiness and sorrow. What is China? What is the problem? What can I
do to help? They need capital. They need know-how. They need
technology. We make money but we reinvest every single cent for the

future. We showcase Tianjin--a city the nation can be proud of. And we
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transfer soft-system manufacturing. We show how to do it. Products they

can be proud of. Love means we share, share

Localization and training of management. In getting CAMP off the
ground, Jason Lum was not just thinking abou
localization plan was for business reasons, not just to please the
government. If the company is going to stay here for a long time, we have
to send the correct message to our employees--that they have a real future,
that we want them to stay. Besides, it may not be so cheap to train people
l ater on. 0 And vyet Lum is in a continuing
employs about 6000 people in China. He has calculated that MCEL will
need about 700 middle managers by the time it gets to 10, 000. And yet the
best MCEL can manage through training programs like CAMP is perhaps
another 100 graduates over a given three year period. Are there ways other
than CAMP to train middle management?
OWe started with a clear and simple plan: I
the way, the first step is to make sure that local positions are taken by PRC
nationals who hold PRC passports. But there is a big pool of people who
can come in without even going through CAMP. What we should do is
have them spend 5-10 years in the U.S.. Then they are Chinese who have
acquired foreign skills, and they can even be paid some in Chinese

currency, in RMB. Of course, this at first would not be much cheaper than

employingex-pat s here. 0 Lum is adamant about one
does not simply mean showing numbers: oOYou
mai ntain your business and do well . Thereds
generalmanager s and then failing in business. Tha

Lum has come up with a phased plan. In the first phase (as with CAMP)

the focus wild]l be put on middle managers. oW
among middl e managers in sheowexthbulvd pears
able to train and rotate to the U.S. about 35
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The other 50% of middle managers webol | have
experienced managers there is. 06 -13But senior m
years of experience in their chosen field. They will not come, at first, from
the ranks of PRC nationals. In phase two, then, people with middle
management experience will come into a new curriculum which Lum sees
as going beyond CAMP, one that focuses on building confidence on the
job, loyalty to the company:
0Most of those in CAMP Il eave and are read
management positions, 6 Lum explains, Obut S0
potential. We take those people one step further--perhaps 30-40 people.
We 61 |  fsoftskills arel kommitment: If there is a U.S.-Sino problem,
how will this person think? What is best for the country, or the company?
We want to introduce the idea that management aims to achieve what is
best forboth--a bal ance. 0
Lum is convinced the government understands that MCEL is making a
good faith effort her e. OWedve heard this
themselves. Our suppliers tell us the same. Our training is getting a good
reception; we are being treated like a big player in the field. They consult
with us on changes in their own training programs. I really believe that we

have achieved what we set out to do. 6

Sourcing from local suppliers. C. A. Li m, MCEL®s Director of C
Supply management , has one rigchl and h e company?d
unheralded jobs. When MCEL expected to be a net exporter of products,
local sourcing of components was considered an added benefit. But since
virtually all/l of Motorolads communications pr
local sourcing has become the single most tangible way the company can
show the government that technology transfer has been embedded in the

actual cost structure of Motorola products.
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OMCEL has been in discussions wit

charter, 6 Li ne asked that ouorifflets td sell into the local

h the

mar ket not be governed by numeri cal [

conditions. 0 The government has
products had 60% local content, we would not have to apply every year to
get a waiver to import components to sell domestically. Our sense of it is
that they would be comfortable wit
But like Jason Lum, C.A. Lim believes that increasing the competence of
the supplier base will bring business advantages, not just political ones.
Local sources will bring the ability to work on cycle time reductions and

cost reductions; and the discipline and talent of the well-educated Chinese

workforce is a source of value to
big components maker--i t  wi | | happen. We mi g
says.

For super-critical, high-end components like wafers and sophisticated
products using surface-mount technology, Motorola will be its own
supplier. But for batteries, more commodity-like semiconductors, ceramics,
and plastic housings--components that require significant training in
process technologies and soft-skills, but do not risk the family jewels--Lim
has committed to working with a range of suppliers in a series of supplier
agreements. Supplier companies include Hailian Sub-assembly, Multi-
Board Factory, Sanguoxin Keyboard Factory, and Electronic Plastics Plant;
components include battery chargers, power transformers, printed circuit
boards, crystal filters/oscillators, slide switches, loudspeakers--in all, a list
of 20 subassemblies and products, and the list is growing.

0The <classic case was the #3522
pager, 6 Lim says. OWe worked with
the point where they could meet our requirements. We gave them
technical help, held their hand, worked with them in trial and error to help
them stabilize their process. We helped them adopt a new gold-plating
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technology, and taught them about through-put; we helped them secure a
two and a half million dollar loan to upgrade. Today they are turning out
1000 gold chains a day. 6
Lim is working with 20-30 suppliers, about 100 different people, each one
of whom spends about 10-15 hours in training. All go through the
rudiments of Total Customer Satisfaction, Six Sigma, Total Quality,
Statistical Process Control, and Motorola Culture. Is the pace fast enough?
0The businesses are giving me a very high |
two years, we should be at 50%, if not 60%, local content. Of course, we
would hope to be able to get there without spending quite so much time
and resources. But the company is taking a good risk. Americans are more
readily accepted in this kind of mentoring situation than, say, the Japanese.
Our brands mean something special. The goal is to get customers to prefer
us. o6
P.Y. Lai (formerly of Intel, remember) has his eyes on another supplier-
chain initiative, which may have very great consequences for Motorola
down the line. He is targeting the nearly virgin Chinese personal computer
mar ket . Under P.Y.0s | eadership, MCEL has
Panda El ectroni cs t-lmsedsystemn that &ill fuR bothe r P CO0
the Macintosh operating system (which Motorola, Inc. licensed last fall)
and Widows NT. The result will be a PC with a very low cost structure
and special potential:
0The Mac OS might well be more successful
are graphicssbased, such as Chinese, 60 P.Y. says,;
writers interested in the Mac all over again. Also, China has no world
brand. Panda could be it. We will help them become world-class suppliers
so that they become partners with wus. We 6 |
market--with the East as the base to make the Power PC successful. When I

shared this plan with the Minister you know what his reaction was? He
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stood up and sat down and stood up and sat down. Do you know why?

He was excited because he coul d

Good corporate citizenship, especially in the area of education.

| ast of P.Y.ds four principles
companyads contributions t o-andC thé
poignant . |t ent ail s bot h a

infrastructure and the welfare of Motorola own employees.

As the country grows, coastal areas are getting richer, and inland areas

are getting poorer. Il nl and, many

education. To help counter the trend, MCEL hasini t i at ed

see a future i
The

i s, i n a way

mesH s intell ect

commi t ment t

young chil c

OHop

The company has built 16 schools over last two years, spending close to

one million dollars. The schools are meant to provide a quality benchmark

for others. Also, over 5000 Motorolans have contributed another 350,000

RMB to schools in outlying areas, and many have gone on company-

sponsored OHope Tours, 6 to see

t his

also supported Chinese higher education with contributions totaling over

three million dollars in scholarships and equipment to Beijing University,

Beijing Posts and Telecommunications University, Tianjin University,

Qinghua University, and others. In all, some 2000 Chinese students are

being supported by various Motorola endowments.

With these four principles, P.Y. Lai expects to put relations with the

Chinese government on the firmest p

had been suckered, 6 Lai says, Ot hat

the market without giving back. The market was moving so fast,

everybody at the company was focused on the market, not on what they

can do to give back to the country. Since the four principles have been

articul ated, things havtechhpsoae¢ds

of 1995. Gary has been here, Chris Galvin has been here, Bill Wiggenhorn
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has been here more than once a year. We are looking at a ten billion dollar
market. We cannot be complacent. We should talk to people at the
uni versities, share knowl edge, build relation

They also have a short memory.0

The four principles, it turns out, have one other role to play, a role
i nternal to the company. In P.Y.0s vVview, ano
distance in solving the problem of how to manage the corporate matrix.

Who in an emerging market should have ultimate executive authority?
The country manager, who has intimate knowledge of what opportunities
and crises are coming, or the general manager of the sector, who has world
responsibility for the businessds P&L? The v
many and passionate.

Travis Marshall, for example, believes that executive authority must
remain with the sectors. OMotorola will ©be
forever. I lean towards the manager of the product. He should meet
regularly with the count ry manager, but shoul dnodt report
know what the other wants. In Washington DC., no one comes in without
coordinating with this office. ¢

Others, however, have advanced different views. Dan Szymanski, for

one, doubts that having P&L responsi bi | i ty o0is a reason to run
0There are a | ot of people who are generat:i
circumstances t hey did not invent, and sho
complete control, 6 he insists; o0l knew peopl e

in profit and not making the correct investments: poor decisions, high

P&L. There must b e -SannLei bigheesyandctldnks thiao | . 6 Chii

at least some ultimate control should be vested in the country manager:

OFor strategic quest i onssthearathgergob the r n me nt rel a
business unit should report to the country manager in addition to the

gener al manager of the business, 6 he says. J
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|l i ke to for mal control vested in the

corporat

to articulate some structur e. Saying, 0Go work it ol
needs to be executive power in the corporate groups. Otherwise, business

groups say, O0Why shoul d | Il i sten 0O someone
budget to quote to me, no authority?é

Carl Lindholm, not surprisingly, takes a position which aims to
harmonize these conflicting positions. He thinks that Motorola has as good

a chance as any company at working out and ultimately defining an

effective matri x. He shar gisgotitfvghavi ew t hat Mc

very effective product group, 6 but

The company wil|l have to find a way

things that you can accomplish by

that can be accomplished by persuasion; you have to be structured in a
way that allow the two to happen--not black or white, but a kind of zebra.
I f you have the P&L, youdve got to

At the same ti me, t hrective ferssiongwdth country b e

managers--i n fact, thatds why we hived

t al so ha

to opt i mi

dordering

have the

a const

of f Japan

entity. Everybodyds got to be argui

need to get to a more fundamentally balanced structure. Otherwise you
end up with a Phillips circa 1980 where everybody had their own thing to
do and nobody was making any money. The chief value-added by the
CEO, in this model, is to pick the right time and place and occasion to do
say, O6Just do it , 06 | rg&kosganGaionywitlsrauitigle
executives, that is so decentralized, what else do they have to do? They
have to define a strategy and then make sure that no one gets in the way of
it. o

For P.Y. Lai, this debate can never be settled, but the four principles serve
as a way of finessing it. In his view, as long as each of the businesses
operating in China commits to his four principles, and proves itself in

compliance with them, he is not concerned about whether ultimate
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executive authority is vested inthec ountry manager. oWhy did |
the four point strategy?06 he asks; OFirst, Mo 1
oriented, with everyone decentralized. Everyone makes his or her own

deci sion. You want to do something, you don
regardless of what business you are from, you have to conform to certain

principles of action. You have to commit to Six Sigma, to cycle-time

reduction, to Individual Dignity and Entitlement, to Total Customer

Satisfaction. That is the way we think here. So in China, there is

something added, the Four Point Strategy. You keep the decentralized

organization, balance the constituencies, and introduce a strategy to cut

across all the businesses to tell people how
P.Y. is not discour aged by what Lindholm has <called tF
tensionbé: oltds always a probl em. Al ways.

PR man. I 6m a strategist. Il &dm a business m

specifics of the technology, the cost. Does it all make sense? In short, this
job requires that you exercise leadership according to certain set criteria.

Otherwise your life is miserable. Besides, if you are not prepared to be this

kind of | eader, donoét take the job. It ol | kil
Gary Tooker, appropri at el y enough, adds a | ast word he
al ways be tension in this respect because yol
qui t . You either decide at the top youdre

decide that your product is going to be king forever--and then where do
you hold the tradeoffs between the product manager and the regional

responsibilities? Wedre trying to find solut.i
9. Conclusions: New Rules
The new rules of global competition have come clear in the last few years,

especially in advanced countries. Markets are much more dynamic than

they were just a decade ago: there are more and more affordable ways of
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researching customers needs, tracing buying habits, doing psycho-graphic
research--dissecting customers into ever more discrete micro-segments. A
revolution in computer-based manufacturing, logistics, order processing,
and so forth, makes it more and more possible for remote competitors to
serve discrete segments--competitors not only in advanced economies, but
from Korea and Israel as well. Competition is total, telecommunication
and information processing technologies, along with burgeoning sources of
data, are lowering barriers to entry in virtually every business.

The half-life of products, correspondingly, is shrinking from a generation

to perhaps a year and a half; the prestige of a brand, though crucial, is as

fleeting as the companyds ability

leadership; refinements are copied in a matter of months. Companies
(including the business units of corporations) are thus leaner than before,
and their competitive advantages are in their unique competencies and
Ohuman assetsé; they achieve many
with other companies, or through alliances and outsourcing.

In this new world, managers create value, not by commanding direct
labor, but by creatively designing and integrating human systems and
software--some owned, some rented; technologies are sourced globally and
are introduced immediately, so that excellence in the underlying sciences
of production (metallurgy, chemistry, etc.) and system integration--the
oOknewhy, 6 as opposheodv-offes a (fléeting)wsource of
competitive advantage.

But what of competition in the developing world? Do these rules apply?
Motorola has learned that they do, but even more important, that there are
added rules for succeeding in emerging markets, rules that reflect the
peculiar, urgent interest the governments of developing countries have in

catching up.
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Perhaps the best way to get at these new rules is by thinking about the
conventional wisdoms Motorola has inadvertently debunked over the past

ten years, simply by trying to make its commitment to China work:

* Conventional Wisdom 1:  Emerging markets are opportunistic

investments for global companies. Thi s i s the oone pair of soc

k

Chinesed6 theory, and in a way it remains comp

over-simplified. For it presumes, on the one hand, that size translates into
purchasing power, and on the other, that companies can estimate of the
size of the market with conventional marketing tools--neither of which are
true. Motorola learned that its own original estimates were entirely too
conservative, for it focused on consumer income, and failed to take into
account Dboth the capacity of state

based, globalist/export economy to grow. What proved to be a better

oenterpr.i

guide was Bob Galvinds insight --andhat the int

could be--created through investments in infrastructure, the cultivation of
government relations, training, and so forth. Motorola succeeded rather
quickly, ironically, because it made a commitment to a process that it
expected to take several generations. The moral and historical commitment
to China is what created the conditions for business success, not the other

way around.

* Conventional Wisdom 2: Investment in developing countries requires

joint ventures, both to learn about and win local customers, and find

champions inside the government. Mot or ol a6s experience in Chi

utterly disprove this point. But, on the whole, the company proved both

t hat independence is possible and

and, more recent| y strategy, MotordlashasPver thati r

it may be possible to make a manifest demonstration of commitment to the

country without having to share profit in joint ventures, or complicate
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management decision making. Equally important, Motorola has shown
that a venture partner (and advocate in the central government) need not
be a company, eager for profit, but rather can be a city government, eager

for long-term social development.

* Conventional Wisdom 3: Investment in emerging markets must be
subordinated to American values, especially civil rights. Ironically,
investment and trade must go on the more quickly in the developing
worl d, irrespecti ve -seaftapproadhdovcevil righte nt 6 s st op
That is because the kinds of investment companies like Motorola make are
the best things Americans can do to encourage the development of civil
society in such countries. Investment means education and training of a
particular kind--the kind of team based problem solving, quality
development, and individual initiative that make market-driven

innovation possible.

* Conventional Wisdom 4: Training supports the activities of the

businesses. Of course this is true. But the larger truth is that investments

in teaching advanced technology--also in training and in upgrading local

social infrastructure--do not merely support financial investments in plant

and equipment, they may actually create the political climate which

permits those financi al i nvest ments to pay of

business investments, Mot or ol ad s waf er fab included, ma
support a strategy of training--suppliers, internal customers, local

management, the government. Financial investments have been crucial in

proving the sincerity of the comgyanyds intent
transfer and the development of the | ocal mar

demonstration of commitment to upgrading Chinese intellectual capital

that has created the umbrella under which cellular phones and pagers have

been sold.
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* Conventional Wisdom 5: For a technological and global corporation to
be market-driven, the leaders of the business units--the people with
responsibilities for P&Ls--must exercise final executive responsibility.
This is still true so far as it goes; but in developing countries, where the
customer is largely the government, the ability of the corporation to show
one-face to the market is so important that the corporation will obviously
have to explore a new style of control. Emergent markets put new

constraints on the matrix organization. The near absolute autonomy of the

companyds -$suwsimwecshea part of Mot er ol

may, in the words of Motorola University President William Wiggenhorn,

Ohave t o c ome under increasing

experience. 6 The company has needed

here, not only to build brand equity and allow Motorola businesses to
share facilities, but (most important perhaps) to back up ambitious
promises to the national government, that the company would be fostering
Chinese technologies and managerial skills over a generation, not just

selling its products into a burgeoning national market.

All of these conventional wisdoms fail because they have in common an
obsolete notion, that the main task of a company, its main source of
competitive success, is the capacity to exploit inherently scarce material
resources. The real challenge is to cultivate inherently limitless intellectual

resources.

Bob Galvin puts it in B thinkithast Metdrola:

has come to China for a big market and for low-cost labor. But how can
China be a big market if it is also a place of low cost labor? We want
people in China earning more and more money--but only if they are more

productive and deserve to earn more. Then Procter & Gamble will sell

toot hpaste, and we ol | sel |l them radi
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markets by upgrading human resources, not by exploiting them. We want
people to enjoy the greatest possible personal mobility and freedom. Then

they become customers. 0
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Appendi x: OProvisions of the State Council o

China for the encouragement of foreign invest

Article 1. These provisions are hereby formulated in order to improve the
investment environment, facilitate the absorption of foreign investment,
introduce advanced technology, improve product quality, expand exports

in order to generate foreign exchange and develop the national economy.

Article 2. The state encourages foreign companies, enterprises and other

economic entities or individuals (hereinafter
i nvestor so) t o-foeeigh ety jpist hent@rés,i Chiresee

foreign cooperative ventures and wholly foreign-owned enterprises

(hereinafterref er red to as oOenterprises with foreign

the territory of China.

The state grants special preferences to the enterprises with foreign
investment listed below:

(1) Production enterprises whose products are mainly for export, which
have a foreign exchange surplus after deducting from their total annual
foreign exchange revenues the annual foreign exchange expenditures
incurred in production and operation and the foreign exchange needed for
the remittance abroad of the profits earned by foreign investors
(hereinafter referred to as Oexport enterpris:t
(2) Production enterprises possessing advanced technology supplied by
foreign investors which are engaged in developing new products, and
upgrading and replacing products in order to increase foreign exchange
generated by exports or for import substitution (hereinafter referred to as

otechnologically advanced enterpriseso).
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Article 3. Export enterprises and technologically advanced enterprises
shall be exempt from payment to the state of all subsidies to staff and
workers, except for the payment of or allocation of funds for labor
insurance, welfare costs and housing subsidies for Chinese staff and

workers in accordance with the provisions of the state.

Article 4. The site use fees for export enterprises and technologically
advanced enterprises, except for those located in busy urban sectors of
large cities, shall be computed and charges according to the following
standards:

(1) Five to twenty RMB Yuan per square meter per year in areas where the
development fee and the site use fee are computed and charged together;
(2) Not more than three RMB Yuan per square meter per year in site areas
where the development fee is computed and charged on a one-time basis
or areas which are developed by the above-mentioned enterprises

themselves.

Exemptions for specified periods of time from the fees provided in the

foregoing provision may be granted

governments.

Article 5. Export enterprises and technologically advanced enterprises
shall be given priority in obtaining water, electricity and transportation
services, and communication facilities needed for their production and
operation. Fees shall be computed and charged in accordance with the

standards for local state enterprises.

Article 6. Export enterprises and technologically advanced enterprises,

after examination by the Bank of China, shall be given priority in receiving
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loans for short-term revolving funds needed for production and

distribution, as well as for other needed credit.

Article 7. When foreign investors in export enterprises and technologically
advanced enterprises remit abroad profits distributed to them by such

enterprises, the amount remitted shall be exempt from income tax.

Article 8. After the expiration of the period for the reduction or exemption
of enterprise income tax in accordance with the provisions of the state,
export enterprises whose value of export products in that year amounts to
70 percent or more of the value of their products for the year, may pay

enterprise income tax at one-half the rate of the present tax.

Export enterprises in the special economic zones and in the economic and
technological development zones and other export enterprises that already
pay enterprise income tax at a tax rate of 15 percent and that comply with
the foregoing conditions, shall pay enterprise income tax at a rate of 10

percent.

Article 9. After the expiration of the period of reduction or exemption of
enterprise income tax in accordance with the provisions of the state,
technologically advanced enterprises may extend for three years the

payment of enterprise income tax at a rate reduced by one half.

Article 10. Foreign investors who reinvest the profits distributed to them
by their enterprises in order to establish or expand export enterprises or
technologically advanced enterprises for a period of operation of not less
than five years, after application to and approval by the tax authorities,
shall be refunded the total amount of enterprise income tax already paid on

the reinvested portion. If the investment is withdrawn before the period of
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operation reaches five years, the amount of enterprise income tax refunded

shall be repaid.

Article 11. Export products of enterprises with foreign investment, except
crude oil, finished oil and other products subject to special state provisions,

shall be exempt from the consolidated industrial and commercial tax.

Article 12. Enterprises with foreign investment may arrange the export of
their products directly or may also export by consignment to agents in
accordance with state provisions. For products that require an export
license, in accordance with the annual export plan of the enterprise, an

application for an export license may be made every six months.

Article 13. Machinery and equipment, vehicles used in production, raw
materials, fuel, bulk parts, spare parts, machine component parts and
fittings (including imports restricted by the state), which enterprises with
foreign investment need to import in order to carry out their export
contracts do not require further applications for examination and approval
and for exempt from the requirement for import licenses. The customs
department shall exercise supervision and control, and shall inspect and
release such imports on the basis of the enterprise contract or the export

contract.

The imported materials and items mentioned above are restricted to use by
the enterprise and may not be sold on the domestic market. If they are
used in products to be sold domestically, import procedures shall be
handled in accordance with provisions and the taxes shall be made up

according to the governing sections.
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Article 14. Under the supervision of the foreign exchange control
departments, enterprises with foreign investment may mutually adjust

their foreign exchange surpluses and deficiencies among each other.

The Bank of China and other banks designated |
China may provide cash security services and may grant loans in RMB to

enterprises with foreign investment.

Article15. The peopl eds governments at all |l evels a
departments in charge shall guarantee the right to autonomy of enterprises

with foreign investment and shall support enterprises with foreign

investment in managing themselves in accordance with international

advanced scientific methods.

With the scope of their approved contracts, enterprises with foreign
investment have the right to determine by themselves production and
operation plans, to raise funds, to use funds, to purchase production
materials and to sell products; and to determine by themselves the wage

levels, the forms of wages and bonuses and the allowance system.

Enterprises with foreign investment may, in accordance with themselves
their organizational structure and personnel system, employ or dismiss
senior management personnel, increase or dismiss staff and workers. They
may recruit and employ technical personnel, managerial personnel and
workers in their locality. The unit to which such employed personnel
belong shall provide its support and shall permit their transfer. Staff and
workers who violate the rules and regulations, and thereby cause certain
bad consequences may, in accordance with the seriousness of the case, be

given differing sanctions, up to that of discharge. Enterprises with foreign
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investment that recruit, employ, dismiss or discharge staff and workers,

shall file a report with the local labor and personnel department.

Article16. Al | di stricts and depar tiradandfs must i mpl e
the State Council Concerning Firmly Curbing the Indiscriminate Levy of

Charges on Enterprises. o The peopleds governi
shall formulate specific methods and strengthen supervision and

administration.

Enterprises with foreign investment that encounter unreasonable charges
may refuse to pay and may also appeal to the local economic committees

up to the State Economic Commission.

Article17. The peopl eds governments at all |l evels a
departments in charge shall strengthen the coordination of their work,

improve efficiency in handling matters and shall promptly examine and

approve matters reported by enterprises with foreign investment that

require response and resolution. The agreement, contract and articles of

association of an enterprise with foreign investment shall be examined and

approved by the departments in charge under the State Council. The

examination and approval authority must within three months from the

date of receipt of all documents decide to approve or not to approve them.

Article 18. Export enterprises and technologically advanced enterprises
mentioned in these provisions shall be confirmed jointly as such by the
foreign economic relations and trade departments where such enterprises
are located and the relevant departments in accordance with the enterprise

contract, and certification shall be issued.
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If the actual results of the annual exports of an export enterprise are unable
to realize the goal of the surplus in the foreign exchange balance that is
stipulated in the enterprise contract, the taxes and fees which have already
been reduced or exempted in the previous year shall be made up in the

following year.

Article 19. Except where these provisions expressly provide that they are
to be applicable to export enterprises or technologically advanced
enterprises, other articles shall be applicable to all enterprises with foreign

investment.

These provisions apply from the date of implementation to those
enterprises with foreign investment that have obtained approval for
establishment before the date of implementation of these provisions and

that qualify for the preferential terms of these provisions.

Article 20. For enterprises invested in and established by companies,
enterprises and other economic organizations or individuals from Hong
Kong, Macao, or Taiwan, matters shall be handled by reference to these

provisions.

Article 21. The Ministry of Foreign Economic Relations and Trade shall be

responsible for interpreting these provisions.

Article 22. These provisions shall go into effect on the date of issue.
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