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Hard hat
Hand signals

As the umbrella was to 2014, the hard hat -be it a yellow construction hat or bicycle helmet -has become an icon of 2019’s protests

Communicate supply
requests (for masks, cable ties,
etc.) across vast crowds

Umbrella
Masks

Symbol of protest since
Occupy Central in 2014;
used practically to shield
against tear gas, and to
form rudimentary
defensive lines

Protect against tear gas
and pepper spray -and prevent identification
by authorities

Scissors

Improvised
defenses

Cable ties

Signs are cable-tied
into shields; traffic
cones and thermos
flasks used to smother
tear gas grenades

Allen keys
AGGRESSIVE POLICING, AN INTRANSIGENT ADMINISTRATION

Demonstrations move
fluidly; protesters use
scissors and allen keys
to dismantle barricades,
and cable ties to rebuild
them elsewhere

AND A LACK OF TRUST IN AUTHORITY HAVE CREATED
AN UNBRIDGEABLE GAP BETWEEN HONG KONG’S
GOVERNMENT AND ITS PEOPLE

Laser pointer
MICHELLE CHAN and NIKKI SUN Nikkei staff writers
DEAN NAPOLITANO Nikkei Asian Review deputy editor

Confuses facial
recognition cameras

DIGITAL DEFENSES

Periscope

Bridgefy

Telegram

Twitch

AirDrop

Threema

8

With cell signal
often disrupted
among crowds
of demonstrators,
Bluetooth-based
services allow
protesters to
communicate without
data service

Wickr
Signal

Dubbed “Hong Kong’s
Reddit,” the message
board site is routinely
used by demonstrators
to organize

RedPhone
Concerned about
tracking by
Hong Kong and
mainland authorities,
protesters
communicate largely
through encrypted
messaging apps

Aluminum foil
Protects identity
by shielding any
documents with radio
frequency ID chips

Nicola Longobardi

As police violence has
escalated, protesters
have worked to
broadcast their clashes
live to the world.
Twitter-owned
Periscope is widely
used, but other
services -- including
gaming livestream
channel Twitch -are growing

LIHKG
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Riot police in Hong Kong’s
Causeway Bay district on Sept. 15.

June 9, 15-16:
After huge
demonstrations, Carrie
Lam announces
suspension of bill. Even
bigger protests follow,
calling for five demands,
including bill’s complete
withdrawal, independent
commission into police
conduct, release of those
arrested and universal
suffrage

Hong Kong’s economic pressures
Cost of living
(ranking)

(jointly with Singapore, with New York at 7,
7
Tokyo at 13 and Kuala Lumpur at 88)
88

Housing unaffordability

(ratio of median price to income)
(most unaffordable globally; Singapore is 4.6x,
4.6x
New York is 5.5x
5.5x, Tokyo is 4.8x)
4.8x

Average monthly salary

(in U.S. dollars, after tax)

(lower than Singapore at $2,900 and Tokyo at
$2,860, but higher than Kuala Lumpur at $1,009)
$2,860
$1,009
Source: EIU, Demographia, Deutsche Bank

Hong Kong’s darkening mood
Support for Chief Executive Carrie Lam

(0=Totally not supportive, 100=Totally supportive)

70

63.6

60
50
40

Demonstrators light fires in Mong Kok
during now-regular weekend protests.

30

24.6

20

1,030,000

70

Six months of dissent

Reuters

Reuters

1.0M

0.5M

Protest/rally

A timeline of Hong Kong’s anti-extradition law protests
March 29: “Fugitive Offenders and Mutual
Legal Assistance in Criminal Matters
Legislation” bill published; would allow
suspects to be extradited from Hong Kong
to mainland China

Apr. 28: Second
anti-extradition
bill protest

Mid-late August :
Protests spike with huge
Civil Human Rights Front
march; woman injured in
eye by beanbag round
becomes symbol of police
violence; pro-democracy
activists Joshua Wong
and Agnes Chow arrested
1,700,000

police, who have deployed tear gas, water cannon,
baton charges and beanbag rounds on the streets,
and have themselves escalated, with a small hard
core throwing petrol bombs. More than 1,500 arrests
have been made, and hundreds have been injured.
At times, the protest sites have come to resemble
battlefields, with barricades smashed across the
tarmac, fires blazing and rubber bullets flying.
Recently, So has found himself on the front lines.
An advocate for peaceful protest, he decries the
rising violence, but he has gone along to protect his
21-year-old son.
“Since I was not able to persuade him not to
go, what I can do is stand with my son,” he said.
“I thought I should go to the front lines to learn
more about youngsters and to protect them if I can.
Then I saw how brutal the Hong Kong police were,
the way they chased and beat the protesters. They
were just kids. My heart ached.”
Nearly 100 days into the mass protests, Hong
Kong Chief Executive Carrie Lam announced
the withdrawal of the bill. For many, it was too
little, too late. The demonstrations continued, and

2,000,000

HONG KONG On June 9, Jason So joined the sea
of people stretching from Hong Kong’s Victoria
Park to its seat of government at Admiralty. On
that day, more than a million people took to the
streets to protest against a proposed bill allowing
criminal suspects to be deported from Hong
Kong to the mainland, a law that many saw as
emblematic of a wider, creeping erosion of the
city’s treasured civil liberties.
“I have enjoyed decades of freedom in Hong
Kong,” So, a 57-year-old taxi driver, said. “As a
2.0M parent, I need to fight for the future of my kids
and even my grandkids. If the Communist Party
continues to invade our freedom, and people
become too scared to express their honest views,
the next generation will lose their ability to think
independently.”
Since that first huge march in June, Hong Kong’s
protest movement has shed its peaceful roots and
moved to direct action, breaking into government
buildings, disrupting transport routes and
1.5M
occupying the international airport. Protesters have
been met by increasingly aggressive tactics from the

Number of protesters
According to organizers
According to the police

June 4: 30th anniversary of
Tiananmen Square crackdown; vigil
held in Hong Kong’s Victoria Park

60
50
40
30

Confidence levels (in percent)
Not confident in “One Country, Two Systems”

61.5

45.7

52.1

38.7

Not confident in
Hong Kong’s future

July Oct. Jan. Apr. July Oct. Jan. Apr.
2017
’18
’19

Aug.

Survey of about 1,000 Cantonese-speaking Hong Kong residents
aged 18 or above, conducted over 1 to 7 days by phone
Source: Hong Kong Public Opinion Research Institute,
formerly Public Opinion Programme of the University of Hong Kong

July: Protesters storm
LegCo on handover
anniversary; clashes
intensify over the month

Mid-August:
Airport sit-ins disrupt
international flights

protesters say they will not back down until their
other demands are met -- demands that include an
amnesty for arrested prisoners, and true universal
suffrage. The Beijing-backed government is
unlikely to acquiesce, leaving the members of the
“water revolution” to dig in for a long battle for the
soul and the streets of Hong Kong.
“I think there will be a perpetual standoff, given
the fact that there are no substantial concessions
and there’s no reform,” said Samson Yuen,
assistant professor of political science at Lingnan
University. “People may not protest every day, but 2.0M
they are fundamentally unhappy with the system.”
BOILING OVER Although mass protests only
began in June, dissent has been brewing among
Hong Kong’s pro-democracy lobby for years.
Human rights, including universal suffrage, are
supposed to be guaranteed under the Basic Law,
the territory’s constitution. However, respect for
these rights has been gradually undermined by
Lam, and the previous Leung administration in
which she served. Pro-democracy lawmakers
have been stripped of their seats in the Legislative
Council and candidates deemed “radical” have
been barred from standing.
Since 2015, the abduction of Hong Kong
booksellers who handled material critical of the
mainland governments has driven fears that
Beijing’s tolerance for the territory’s tradition of
free expression is eroding.
There has also been a series of schisms within
the democratic movements. Younger, more
hardcore elements have increasingly felt alienated
from traditional pro-democracy parties, whose
softer approach to Beijing has often been seen as
appeasement. Frustration at the government’s
intransigence in the face of dissent, and at the

Sept. 4: Carrie Lam
withdraws bill; protesters
demand other four
conditions still be met

Figures are numbers of
attendees according to
police and organizers;
not all data are available

1.5M

1.0M

0.5M

Source: Hong Kong police,
Civil Human Rights Front,
Nikkei Asian Review research

Sept. 16:
100 days of protest

0

0
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management showed him images of Facebook
posts condemning the police’s tactics. Lee said that
he had only participated in protests sanctioned by
the police, and had not broken the law.
“Many colleagues feel jittery now,” he said.
“They don’t know if they will be next.” During
his last days with Cathay Dragon, Lee said that
flight attendants had largely stopped talking to
one another, because of fears that someone would
report them to the company.
In an emailed statement, Cathay Pacific said that
the company “fully supports the upholding of the
Basic Law and all the rights and freedoms afforded
by it. At the same time, we are also required to
adhere to all of our regulatory duties, including
those prescribed by the authorities in mainland
China. The airline must do this; there is no ground
for compromise.”
The company said that while it could not
comment on individual “employee departures,”
it “takes into account all relevant factors when
determining whether or not to dismiss an
employee, including necessary regulatory
requirements as well as the employee’s ability to
perform their role.”

failure of progressive politicians to stand up to the
mainland, has created a radical movement that is
now on Hong Kong’s streets.
Protesters told the Nikkei Asian Review of
a process of reluctant escalation -- as peaceful
protests failed, they had no choice but to take
more dramatic action. Several recalled their
disappointment over the failure of the 2014
“Umbrella Movement” pro-democracy protests,
which led to little meaningful change. Some said
that it was witnessing the aggression of the police
-- whose tactics have included firing tear gas
and nonlethal ammunition into the crowds, and
charging protest lines with batons and shields -that drove them toward the hard core.
Ma Ngok, associate professor in government
and public administration at the Chinese
University of Hong Kong, said that the police’s
aggressive tactics may have increased the
sympathy that society at large has for the
protesters. While Hong Kong people may not want
to see the violence, he said, recent polls show that
“most people feel the government is responsible
for the escalation.”
“I think, originally, the government had been
counting on a change in public opinion because
of the increasing violence,” he said. There is little
evidence that has happened. Instead, the police’s
actions have undermined public trust in institutions.
Penny Lok, a social worker in a secondary
school, said that this has been particularly marked
among the young people he works with.
“In their education, police are supposed to help
12

people. It’s a big shock for the students to see how
police officers beat protesters -- even ordinary
people -- during the protests,” he said. “There is
a spreading distrust of law enforcement. Whether
justice can still prevail in the courts, it’s a question
mark for me now.”
Lok said that students have become more
cautious about opening up to him after reading
posts on social media that social workers were
under pressure to pass information to the police.
He has not received any such instructions, he said,
but the distrust has taken root.
Lok, who has himself attended protests, said
that he fears that students will become even more
polarized if there is no satisfactory resolution to
the political crisis. “What they are facing now is an
abnormal society,” he said. “They can’t talk about
their confusion with their families [who tend to be
more pro-Beijing], and they feel lonely.”
Protesters have also felt pressure at the
workplace. Companies with close links to China
have felt compelled to crack down on dissent by
their employees, with Cathay Pacific Airways
the highest-profile example. The company’s CEO
Rupert Hogg and Chairman John Slosar resigned
after Beijing said that any of the company’s staff
who had participated in protests would be barred
from flying into China.
Other staff have been terminated for their
involvement. Mixe Lee, a former flight attendant
at Cathay Dragon, a Cathay Pacific subsidiary,
was fired on Sept. 5. He said he has yet to be
given a precise reason for his termination, but
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Frustration at the government’s
intransigence has created a radical
movement that is now
on Hong Kong’s streets.

Nikki Sun

ON THE COVER

Lee said that looking back, he does not regret
speaking out, and that he does not want other
workers to be silenced by “white terror” -- a
commonly used term for creeping fear. “Even
if I did not make my Facebook post public, it
could be another colleague who faces the same
consequences,” he said.
The government’s recent approach has been to
step up its arrests of hardcore protesters, a move
that analysts have said is only likely to drive
further escalation, and perhaps more violence from
the demonstrators.
Attempts to stop peaceful protests have also
been unsuccessful. The Civil Human Rights Front,
a nongovernmental organization which organized
the massive rallies earlier in the summer, was
denied permission to hold rallies after the bill was
withdrawn. People went anyway.
“We all violated the law, but we didn’t see the
police on the street for a few hours,” said CUHK’s
Ma, who attended the Sept. 15 rally. “The line is
blurred between what is legal and illegal, and what
is a lawful assembly and not a lawful assembly. That
drives more peaceful protesters to test the limits.”
CRUMBLING SYSTEM A large cohort of Hong
Kong society that feels alienated from previous

I was born and raised in mainland China until I was 14, then I went
to the U.K. for high school. I stayed there after I graduated from
university, then moved to Hong Kong in 2015 for a finance job.
I’ve always found Hong Kong an amazing place. It is a Chinese
society, but it has Western values of democracy, freedom of the
press and freedom of speech. Now it has come to a point where
those core values have been violated. That’s why I took to the
streets. I am too old for anything radical, but I participated in
peaceful rallies.
One Sunday evening in late July, my family in mainland China
received calls from their
workplace, asking them
not to say anything about
Hong Kong, because their
employers knew they have
a kid working here. This is
the most ridiculous thing
I have ever heard, but I
have to think like I’m in
their shoes. I don’t want to
impact their lives and their
work.

I didn’t attend any more protests after that. I feel very insecure.
I have a friend whose phone was checked at the border, so I am
planning on bringing a separate phone when traveling to the
mainland. I also avoid using Chinese social media. I fear there are
back doors in those apps.
I was educated in China all the way through middle school.
Soon after I moved to the U.K., I realized I had been lied to. I was
shocked when I saw that tank in Tiananmen Square. My parents
never told me about that.
I try my best to communicate the protesters’ message to my
friends in mainland China. I was very surprised when I talk to my
peers, who are well-educated and have decent jobs. They are
fooled by the fake news. China used to block the news entirely, but
now the authorities mix some truths and misleading information
together. I thought people would get to know the truth easier in the
age of the internet and social media, but it’s the exact opposite.
Some mainlanders I talk to think the movement in Hong Kong
has nothing to do with them, but I think this is wrong. What people
are doing here in Hong Kong is helping people on the mainland to
fight for their human rights. It would be eye-opening for people in
China to see so many people in Hong Kong taking to the streets. If
they can disagree with the government, why can’t I?

Read more at asia.nikkei.com
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I came to the U.K. at a very young age to study. I’ve lived there for
10 years, but I still think Hong Kong is my home. I always regretted
not being able to participate in the Umbrella Movement five years
ago, so as soon as my summer break started this year, I bought a
ticket and joined the protests.
I attended most of the demonstrations in July and August. I was
a peaceful protester in the first few rallies. I sometimes don’t agree
with the violent tactics, but I won’t put the blame on the protesters
-- it’s the Hong Kong government that made peaceful protests
impossible.
On July 14, at the
protest in Sha Tin, I
suddenly found myself
on the front line. I wasn’t
prepared. I only had a
regular face mask with me.
But the other protesters
had already started
passing on supplies and
building barricades. I felt
like I belonged there, and
I offered to help out. I
14

Police officers detain an anti-government
protester in the Sha Tin district.

stagnant social mobility.
Others called for dialogue. Lam has said that
she intends to speak with opposition groups;
however, only 150 people have been invited to her
first dialogue session, scheduled for Sept. 26, and
attendees will be carefully screened.
Hong Kong’s former chief secretary, Anson
Chan, told Nikkei that, while dialogue was the
way forward, she has reservations about Lam’s
leadership. Lam, who served under Chan, is “very

hardworking, intelligent and capable,” Chan said,
but she lacks humility, and has a reputation of “not
being a team player, [who] does not encourage
people around her speaking the truth to her.”
An insincere dialogue may do little to defuse
the tension. Lam’s decision to declare the
extradition bill “dead” without withdrawing
it in the early stages of the unrest was widely

was scared, but being surrounded by people with the same ideals
and beliefs gave me the courage to carry on. That was my first time
being tear-gassed.
After that, I attended some other rallies as a front-line protester.
I helped set up roadblocks and put out tear gas grenades, but I’m
not physically strong enough to confront the police. A few weeks in,
I had a serious allergic reaction to tear gas. I had rashes all over my
body.
There were a few times where I was very close to being caught.
I can endure physical suffering, but I can’t afford to be arrested.
I have to finish my studies in the U.K. So I began to think: Is
there any other role for me to play in the protests? Some friends
introduced me to a volunteer group that specializes in international
communication, where people team up and translate information
about the protests into different languages. I’m very grateful
because it allows me to continue to contribute to the movement
after coming back to the U.K.
I qualify for British citizenship now, but I don’t want it. I’m
privileged to have a Plan B, but I feel guilty leaving others behind.
For now, I want to be in the same boat with all Hong Kongers.
Maybe I’ll change my mind years later, but I don’t want to give up
so soon. Hong Kong is not dead, not yet.
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derided for this reason. Even the bill’s complete
withdrawal was seen as a weak offer by protesters,
whose conditions have hardened around five
demands, which include true universal suffrage, a
commission of inquiry into police brutality, and the
release of those arrested.
“I support dialogue,” said Emily Lau, a former
lawmaker and longtime pro-democracy leader.
“[But] you have to make me feel that the dialogue
is meaningful.”
Lau, a former journalist who once openly
questioned the former U.K. Prime Minister
Margaret Thatcher on whether it was “morally
defensible” to hand over Hong Kong to
Communist China, said that one country, two
systems is still operating but “crumbling,” and
that the future of the city now rests in the hands
of Lam’s government, and with its supporters in
Beijing.
“It’s really up to the administration,” she said. “If
they take a softer approach and talk to people with
sincerity, many things could happen. But if they
want to play tough, all hell could break loose.”

Reuters

For many, Carrie Lam’s withdrawal
of the bill was seen as too little, too late.

Michelle Chan

Ken Kobayashi

generations and is willing to test the boundaries
of the law -- one which is simultaneously highly
organized, but largely leaderless -- is a significant
challenge for Lam’s administration.
Aggressive policing has failed, there are no
leaders to crack down on -- although the police
did try, by rounding up several figures involved in
the 2014 Umbrella Movement in August -- and the
government cannot do as it has before and simply
wait out the unrest.
Victor Chu, founding chairman of Hong Kongbased First Eastern Investment Group, said that
the government needs to return to promoting
the virtues of “one country, two systems,” the
agreement under which Hong Kong’s unique
freedoms are supposed to be preserved.
“Some people are focusing on the two systems,
while some people are focusing more on the
one country,” said Chu, a longtime investor in
mainland China. “Actually, we need to focus on
both.”
Chu also said that there needs to be “a
fundamental review on how to deal with the social
and structural issues” in the city, including the
sky-high property prices, economic inequality and

Kosaku Mimura

ON THE COVER

Nikkei Asian Review chief business news correspondent
Kenji Kawase in Tokyo and Nikkei staff writer
Takeshi Kihara in Hong Kong contributed to this story.

I graduated from university last year. Now I’m a regular white-collar
worker with a nine-to-five job. I started out as a peaceful protester.
I attended rallies, chanted slogans; that was it. That was the norm
in our society: We should all express our opinions peacefully and
rationally.
Like many who participated in the Umbrella Movement, I was
frustrated that we couldn’t bring about any changes after the mass
sit-in. The government just sat idly by and waited for the movement
to lose steam. I started to believe that escalating violence is the only
way for the government to hear us. There has been a long period of
frustration since 2014. I think that this is our endgame. We might not
have any more chances; we
could become the next Tibet
or Xinjiang.
I attended the first few
demonstrations in June in a
peaceful way. Then, at a rally
in late June, when my friend
and I helped to carry two
boxes of supplies to the front
line, people there handed us
helmets. “Take good care,”

they said. I was very touched. That was how I came to “gear up”
and join the ranks of the hardcore protesters.
I have set up barricades, extinguished tear gas, thrown bricks and
rocks at the police and even fought with the gangsters who were paid
to attack protesters. I learned some of those skills from the internet,
but learning in the field is the most effective. This is actually my third
helmet. Two were broken, by batons or projectiles, I don’t know. I’ve
been lucky that I haven’t suffered any critical injuries.
This is a leaderless protest, so no one would ever command you
to do anything on the front line. Most people on the front line do
not know each other. People are wary of undercover police. I only
use a secondhand phone with a prepaid SIM card and communicate
with others on Telegram anonymously. I always get changed right
after the protest and avoid using public transport to get home.
My family knows what I am doing. They have never supported
me. They claim to be neutral, but I don’t think being neutral is
possible when it comes to obvious rights and wrongs. It’s not about
political stance, but one’s conscience. I have promised them I’ll try
my best to stay safe. But who knows. I am prepared to be arrested at
any time. I always tell myself to treat every fight like it’s my last.
As told to Michelle Chan, Nikkei staff writer in Hong Kong.

Read more at asia.nikkei.com
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Japan’s Ajinomoto tackles
MSG’s unsavory reputation
in its global expansion plans

Reuters

RURIKA IMAHASHI Nikkei staff writer

Ajinomoto wants to put more of
these bottles in the world’s kitchens.
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Ajinomoto
Leading manufacturer
of food products,
amino acids
Main office
Tokyo
Revenue (FY2018),
change (year on year)
1.12 trillion yen, up 1.1%
(US$10.4 billion)*
Net profit (FY2018),
change (year on year)
29.6 billion yen, down 50.6%
(US$275 million)*
Key executive
Takaaki Nishii, president, CEO
Fiscal year ends in March
*At current rates

Kikunae Ikeda

Read more at asia.nikkei.com

Rie Ishii

TASTEMAKER

TOKYO Mothers may know best, and sometimes
even Richard Nixon, but one homemaker near
Tokyo ignores their advice when it comes to MSG.
“My mother used to tell me Ajinomoto is a
chemical seasoning that’s bad for your health,”
said the woman in her 60s, using the Japanese
brand name of the flavor enhancer. “But
Ajinomoto is a vital essence for my recipes. I just
can’t imagine how to cook without it.”
The company behind the brand, also called
Ajinomoto, is determined to persuade more home
cooks to bring its monosodium glutamate crystals
into their kitchens.
Ajinomoto already controls 80% of Japan’s
seasoning market and supplies 20% of the MSG
consumed worldwide. It also has a vast product
portfolio ranging from sauces and frozen pot
stickers to mayonnaise and instant coffee,
generating annual sales of around $10 billion. But
it harbors much bigger ambitions.
In the next five years, Ajinomoto aims to crack
the top 10 of global foodmakers, challenging the
likes of Nestle, which rings up nearly 10 times
more sales. To reach that level, experts say, the
company must first bust what some insist is an
urban myth: that MSG causes headaches, sweats,
heart palpitations and other symptoms.
“Ajinomoto needs to sweep away its persistent
negative image to achieve its goal,” said Hidetomi
Tanaka, executive director at consultancy
Interbrand Japan, which conducts branding
evaluations for the company.
Ajinomoto has been trying and failing to shed
that image for five decades. Now it hopes a $10
million global campaign featuring social media
influencers will put the MSG controversy to rest
for good.
The notorious yet ubiquitous flavor booster
was discovered over a century ago by Japanese
chemist Kikunae Ikeda, a professor at what is
now the University of Tokyo. His search for
affordable nutrients to feed Japan took him to
Germany in 1899. Instead, after returning home
and experimenting with the kelp used in Japanese
dashi soup stock, he zeroed in on a substance that
made food taste better.
“If I can make cheaper seasoning,” Ikeda later
reasoned in his memoirs, “and if that can make
cheap but untasty food delicious, I can help
improve Japanese people’s malnutrition.” He
applied for a patent in 1908.

Courtesy of Ajinomoto

COMPANY IN FOCUS

A chef drops a spoonful of Ajinomoto’s
namesake flavor enhancer into a pan in
Bangkok. For decades, MSG has been dogged
by suspicions that it is harmful to health.

Ikeda found a keen business partner in
Saburosuke Suzuki, the founder of present-day
Ajinomoto. The two men struck a patent-sharing
deal and Suzuki began marketing the product in
1909 under the name Aji-no-moto, which translates
to “essence of taste.”
The first newspaper ad billed Aji-no-moto as a
“revolution in the food industry” and featured a
woman holding a bottle. Housewives embraced it
and, in 1927, so did Japan’s Imperial household.
By the 1960s, Ajinomoto had reached overseas
markets including the U.S., the Philippines,
Thailand, Malaysia and Indonesia.
Then, in 1968, a letter published by the New
England Journal of Medicine in the U.S. sparked
a battle the company is still fighting.
The letter, signed by Dr. Robert Ho Man Kwok,
was titled “Chinese Restaurant Syndrome.” Kwok
claimed to experience “numbness” after eating at
such establishments and speculated it might be
“caused by the monosodium glutamate seasoning
used to a great extent.”
A flurry of letters and media reports followed.
In 1969, the issue reached President Nixon’s White
House, years before his world-changing trip to
China and sudden resignation. Nixon’s nutrition
consultant recommended that MSG be removed
from baby food.
Another study suggested MSG might cause
brain damage. And as the fears spread, Ajinomoto’s
sales suffered. In 1980, annual MSG consumption
in Japan came to 592 grams per head, down 24%
17
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Ajinomoto through the years
1907
Saburosuke Suzuki founds company
1908
Kikunae Ikeda isolates MSG from sea
kelp, proposes calling it umami,
meaning “tasty”
1909
Suzuki Chemical Company begins
marketing MSG under brand name
Aji-no-moto, meaning “essence of taste”
1914
MSG released in China
1917
U.S. sales begin
1927
Company becomes purveyor
to Imperial household
1946
Changes name to Ajinomoto Co.
1949
Lists on the Tokyo Stock Exchange
1958
U.S. FDA classifies MSG as “generally
recognized as safe”

1960
Opens factory in Thailand
1968
Letter complaining of “Chinese
Restaurant Syndrome” published
in New England Journal of Medicine
1969
Jean Mayer, chairman of the White
House Conference on Food, recommends MSG be banned in baby foods
1970
Sales of MSG fall for the first time
in company’s history
1980
FDA again states that MSG is generally
recognized as safe
1987
Joint Expert Committee on Food
Additives says MSG is safe for infants
2002
Journal Nature reports discovery
of amino-acid receptors that trigger
lip-smacking umami taste
2018
Company launches three-year $10 million
campaign to promote MSG as safe

Source: company; Sand, Jordan: “A Short
History of MSG.” Gastronomica, Vol. 5, No.4
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from the peak of 782 grams in 1969.
Sifting MSG facts from fiction,
however, is a tricky business.
Regulators have found scant evidence
to support the health worries. In 1980,
the U.S. Food and Drug Administration
reiterated that the product is “generally
recognized as safe.” Others, including the
United Nations, have also deemed it safe.
Some researchers say the Chinese
Restaurant Syndrome scare was fueled
by anti-Asian prejudice. Historical links
between Chinese food and racism in
the U.S. provide “important context
for tracing the trajectory of narratives
that surrounded MSG,” Jennifer Lin
LeMesurier, an assistant professor at
Colgate University in New York State,
wrote in a paper.
There has even been doubt over the
provenance of the original letter. A Dr.
Howard Steel confessed to LeMesurier
that he wrote it to win a bet -- a story
that seemed plausible until the public
radio program “This American Life”
looked into it. The program more or less
confirmed this year that the letter really
was penned by a Chinese American
doctor named Kwok.
“I never thought my research on MSG
would lead to any of this,” LeMesurier
told the Nikkei Asian Review.
Through it all, Ajinomoto defended its
namesake while building other businesses
-- processed and frozen food, health care,
animal feed. It set up a lab for safety
research in 1970, and countered claims
that MSG is an invention of chemists.
MSG occurs naturally in many foods,
including tomatoes, cheeses and even
breast milk. In Ajinomoto’s case, factories
in places like Thailand and Brazil extract
glucose from sugar cane molasses and use
a microbe to turn it into glutamic acid.
The company “needed to speak out
that our product is safe,” said Kumiko
Ninomiya, an adviser to Ajinomoto who
holds a doctorate in agriculture. Yet, the
assurances did little to shake the distrust.
A potentially big break came in the
early 2000s with the “rediscovery” of

umami -- a fifth taste after sweet, sour,
Ajinomoto by the numbers (as of 2018, in percent)
salty and bitter.
Asia is Ajinomoto’s core market, accounting
MSG accounts for one-third of overseas
Ikeda himself had coined the term,
for nearly two-thirds of overseas sales
earnings for Ajinomoto’s food business
derived from umai, a Japanese word
Other 2
Europe
meaning delicious. About 100 years later,
Beverages
studies confirmed the presence of umami
South America
6
taste receptors that respond to glutamate
7
Processed
10
10
food
MSG
and, as a result, Ajinomoto’s flagship
27
product. Soon, umami was all the rage in
Asia
the food business.
58
25
27
This was vindication for Ninomiya,
North America
28
Seasonings
who had been trumpeting umami since
joining Ajinomoto in 1982. Due to the
Frozen food
anti-MSG movement in the U.S., she
Source: Ajinomoto
explained, the company had avoided
lumping umami and MSG together, when
in fact they are inextricably linked.
consumers, rather than scientists and
Ajinomoto is saying it now. But it
Vietnam, China and the Philippines.
public relations professionals.
should tread carefully, warned Shizue
Afterward, 63% of the registered dietitians
Michelle Dudash -- an American
Kishi, a professor at Tokyo Keizai
who participated said they had a positive
registered dietitian, Cordon Bleu-certified
University. “Leveraging the word and
image of MSG, up 11 points from before
chef and working mother -- is one. She
concept of umami is a clever idea,” she
the forum, according to the company.
crafts easy recipes for busy
said, since it associates
Tanaka believes the event was a crucial
parents and has written
MSG with something
step for Ajinomoto to become a bigger
Ajinomoto-sponsored
positive and trendy. But the
global brand, since its expansion hinges
posts on her blog. The
strategy could stir suspicion
on MSG.
relationship has drawn
if consumers “think the
When Ajinomoto enters a foreign
“no negative feedback”
company is distracting their
market, it typically starts out with its
from readers, Dudash said.
attention” and ducking
“competitive” flavor crystals before
“I think the fact that I eat
questions on safety.
offering more expensive seasonings,
MSG myself and give it to
And so far, the umami
sauces and other products, said Hiroshi
my own family without
hype has not helped that
Saji, senior analyst at Mizuho Securities.
reservation says a lot.”
much. “While umami has
Increasing sales of higher-value items
Not all MSG proselytizers in growing markets like Southeast Asia is
received high evaluations,
are paid by Ajinomoto.
the negative image of
the path to stronger earnings. Net profit
Ryuji, a Japanese food
MSG remains,” Ajinomoto
for the fiscal year through March came
An early advertisement
influencer with over 770,000 in at a low 29.6 billion yen ($274 million),
President and CEO Takaaki
for Ajinomoto.
followers on Twitter,
Nishii lamented in July.
after Ajinomoto booked impairment
sings its praises despite a
Management hopes the
losses stemming from poor performance
sprinkling of angry responses.
$10 million, three-year promotional
in North America and Turkey.
“MSG reduces cooking time and makes
campaign launched in 2018 will
Saji said polishing MSG’s image should
it possible for everyone to prepare tasty
change that.
enhance the entire company’s reputation
food,” Ryuji told Nikkei. “It’s a pity some
The company, which employs over
and ultimately boost sales of more
people still believe MSG is bad without
34,000 people, declined to give specifics.
profitable products. But he also cautioned
any proof.”
But the bulk of the money will go toward
that Ajinomoto could easily become a
To further spread the word, Ajinomoto
events, advertising and sponsored
target of its own social media weapons.
hosted the World Umami Forum in New
content on YouTube, blogs, Facebook and
If dubious information spread quickly
York in September 2018, bringing 230
BuzzFeed, often involving food experts
in the 1960s, it is even more explosive
nutritionists, chefs and other industry
and nutritionists. Interbrand’s Tanaka
today. “In the age of social media,” Saji
insiders together to learn about MSG.
noted that Ajinomoto wants to align
said, “it has never been more important
Some came from Indonesia, Thailand,
itself with influencers who are close to
for the company to deal with the risk.”
Courtesy of Ajinomoto

AP

Celebrity chef Marc Forgione serves
dishes at the World Umami Forum
in New York in September 2018.
Ajinomoto hosted the event to
present its side of the MSG story.

Read more at asia.nikkei.com
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On the road
to profit,
with style
China’s state-owned
Shouyue challenges Didi’s
ride-hailing dominance
NIKKI SUN and SHUNSUKE TABETA
Nikkei staff writers

20

BEIJING Only a year ago, Didi Chuxing’s
dominance of the Chinese ride-hailing
market seemed impenetrable and few
thought its position could be challenged.
After years of burning through cash, the
company, which is backed by SoftBank
Group, Alibaba Group Holding and Tencent
Holdings, claimed more than 95% of the
total orders of riders after beating out domestic rivals and its acquisition of Uber
Technologies’ Chinese operations in 2016.
But two accidents last year that killed
two Didi passengers put an abrupt end
to this rise and prompted authorities to
tighten industry regulations.
That is when Shouqi Limousine &
Chauffeur, or Shouyue, rose to public attention. As Didi worked to quell public
outrage, the unit of state-owned Shouqi
Group quietly poached some of Didi’s important customers.
Business executives are often seen in the
back seats of Shouyue vehicles on the company’s home turf of Beijing. The startup
also drives around high-level officials and
foreign diplomats during major events in
the capital. Its access to affluent clients has
enabled Shouyue to quickly expand its
Nikkei Asian Review Sept. 30-Oct. 6, 2019

market share in the country to about 8%,
according to CEO Wei Dong.
Zhang Junyi, managing partner at NIO
Capital, a venture capital company specializing in automotive investments, said
that Shouyue’s “background as a [stateowned enterprise] meets the expectations
of consumers for high-quality travel.”
Shouyue was founded in 2015 and has
lucrative contracts with governments and
large companies. Shouqi Group, its corporate parent and biggest shareholder,
already operates taxis in Beijing and luxury vehicles for receiving state leaders and
diplomats. In addition to Shouqi, Shouyue
has received funding from private investors, including internet giant Baidu and
electric vehicle startup Nio.
One of the factors that makes it unusual is that, unlike most startups in the
ride-hailing industry, Shouyue is on course
to turn an operating profit by the end of
this year. Didi, by comparison, reported a
$1.6 billion loss last year.
“When the industry becomes more rational and companies don’t compete only
on price, players who provide quality
services will benefit,” Wei said in an in-

terview with the Nikkei Asian Review at
Shouyue’s Beijing headquarters, adding
that subsidies for passengers and drivers
prevent competing businesses from thriving in the long term.
Shouyue has a fleet of 700,000 registered
vehicles, mostly in China’s primary urban
hubs and second-tier cities. About 10,000
are operated directly by the company with
its own drivers.
A ride on Shouyue costs about 20%
to 30% more than Didi’s service. Most
Shouyue vehicles have air fresheners, bottled water and USB charging cables. In addition to individual passengers, Shouyue
also provides services for workers at technology companies and financial institutions on a contract basis.
The high-end positioning has enabled
Shouyue to quickly achieve profitability
in Shanghai and Shenzhen. By contrast,
most of the world’s ride-hailing companies are nowhere close to making a profit.
In the second quarter alone, Uber lost $5.2
billion, while Lyft lost $644 million.
Shouyue’s early turnaround also paves
the way for its future initial public offering. Most ride-hailing companies, coping
with giant losses, are struggling to boost
their valuations.
Didi’s valuation has shrunk by 9% since
the end of 2017. The latest quarterly report
from Uber, which has a 15.4% stake in
Didi, showed its shares were worth $7.95
billion at the end of June. That implies a
valuation of $51.6 billion for Didi, down
from $56 billion during the last funding
round at the end of 2017.

Wei predicts that as the market becomes more mature and regulated, Didi’s
near-monopoly will not last. He is counting
on Shouyue to increase its market share to
between 20% and 30% in 20 top-tier cities
in China over the next few years. A spokesperson for Didi declined to comment.
But analysts say that the startup could
face greater challenges. Shouyue’s high
standards have earned it a good reputation, they say, but that also limits its ability
to expand. Shouyue takes about 1.5 million orders a day, less than 10% of Didi’s.
“It’s very difficult for Shouyue to compete with Didi in the lower-tier cities,” said
Feng Linyan, an analyst at Beijing-based
research company EqualOcean. “Yes, there
are people who value the service and quality, but a lot more people prioritize speed
when it comes to ride-hailing.” She noted
that passengers in China’s lower-tier cities
have to wait longer to get a Shouyue car
because of its smaller fleet size.
Nonetheless, investors and industry
observers note Shouyue’s ability to adjust to the tightening regulatory environment, which is considered to be the biggest
challenge in China’s $30 billion annual
ride-hailing market.
Despite Didi’s network of tens of millions of cars, a large number of them do
not have the required permits from local
authorities to operate ride-hailing ve-

The Didi Chuxing’s app: Since the
deaths of two of Didi’s passengers,
authorities have tightened law
enforcement on regulations,
limiting private drivers from
conducting ride-hailing services.

hicles. A check by Shanghai authorities
in August found that about 82% of the
unlicensed vehicles were registered by
Didi. Shanghai’s regulator fined Didi
200,000 yuan ($28,208) in addition to a 5.5
million yuan fine in July.
Shouyue, by contrast, has been strict
on compliance since it began operations,
partly due to its state-backed background.
Wei says the company will reach a valuation of 10 billion yuan when it completes
its current round of fundraising at the end
of the year. The company has raised 1.52
billion yuan in three rounds of funding.
“While Didi has first-mover advantage,
we believe companies like Shouyue still
have big potential,” Zhang of NIO Capital
said, citing its large fleet of licensed vehicles. He said that Shouyue also can benefit
from the resources of its parent company.
Since the deaths of two of Didi’s passengers, the government has tightened regulations, limiting private drivers from conducting ride-hailing services. The number
of Didi’s drivers in Beijing and Shanghai
fell sharply after authorities said that only
local drivers could conduct ride-hailing
services.
A spokesperson at Shouyue said it
has obtained qualification to conduct
ride-hailing businesses in 81 cities, and a
majority of its operational cars are secured
with licenses.

Akira Kodaka

Shunsuke Tabeta

Shouqi Limousine & Chauffeur has
received funding from private
investors, including internet giant
Baidu and electric vehicle startup Nio.

Read more at asia.nikkei.com
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Alternative
searches
Google and Baidu face
growing competition
YUSUKE HINATA Nikkei staff writer

GUANGZHOU In June, a website promising Chinese students it could get them
into university “through the back door”
featured prominently among the results of
Baidu, China’s top search engine. But the
site was a phishing scheme that put students’ personal data at risk and swindled
them into paying for phony plans to get
into school.
This Baidu incident follows one from a
year before in which users seeking medical information complained that they were
tricked by a hospital into agreeing to ineffective treatments. The hospital’s name,
which resembled that of a famous university hospital in Shanghai, appeared at the
top of Baidu’s search results.
A Baidu representative subsequently
expressed “our deep apology to those who
were misled.”
Incidents such as these have increased
consumer skepticism about Baidu. In both
cases, the fraudulent sites are thought to
have bought their way to the top of search

results by paying money to Baidu.
It has also led a growing number of
Asian internet users, especially younger
ones, to turn away from search leaders
such as Baidu and Google. Put off by floods
of advertisements and micro-targeted
results, they are now looking elsewhere
for alternative sites such as ByteDance of
China and DuckDuckGo of the U.S.
Zhao, a 29-year-old Chinese-language
teacher in Shanghai who only gave her
surname, said she deleted the Baidu search
app from her smartphone in mid-August
as she was frustrated by the way the app
presented search results.
When Zhao used the app to search for
information on a romantic film recommended by a friend, there were a couple
of useful hits at the top. But these were followed by an endless parade of “personalized” recommendations of other films, and
links to paid video streaming sites -- information that was barely related to what she
wanted to know.

“It was clear that Baidu listed these
streaming sites near the top because the
operators had paid for it,” Zhao said.
Despite this, Baidu remains China’s
top search engine, with a market share
exceeding 70%, according to Forward
Industry Research Institute, a Chinese research specialist.
However, ByteDance, best known for
its TikTok video-sharing app, has a search
engine of its own and is challenging
Baidu’s dominance.
ByteDance launched its new business
by taking advantage of the search function that is integrated into its Toutiao news
app. The company has not disclosed how
its search engine works, but, said an executive at a Chinese advertising agency, “its
selling point is that results are not affected
by the amount of ad fees advertisers pay.
And it’s clear the company sees Baidu as
its key rival.”
One Guangzhou office worker who recently began using the ByteDance search

The excessive
amount of ads on
Baidu is undermining
user convenience
Liang Zhenpeng
An IT industry analyst
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ByteDance has created its
own search engine to compete
with the dominance of
Baidu in China.
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engine praised it, saying that “search results that seem to be ads or ad-like are less
than half” the number of Baidu’s.
“The excessive amount of ads on Baidu
is undermining user convenience,” said
Liang Zhenpeng, an information technology industry analyst. “Other search engine operators still have an opportunity to
enter the market.”
Google, which commands a 90% share
of the global search market, has also alienated some of its users. The U.S. company

The number of searches performed
on Google declined by 8% on the
year in the three months to June.

can determine roughly where users are
and makes educated guesses about users’
preferences and interests based on their
search history. It then uses this data to tailor the results it shows.
While these functions appeal to advertisers, some users find the targeted results
off-putting. Critics say Google tends to
narrow the scope of results as users perform multiple searches, thereby limiting
the search engine’s role as a provider of
varied choices.
The number of searches performed on
Google fell 8% on the year in the three
months to June, while the comparable figure for DuckDuckGo, a rapidly growing
search engine developed in the U.S., rose
49% over the same period, according to
data marketing company Merkle.
An IT engineer in his 30s in Tokyo
has recently begun trying out search
engines other than Google. “I don’t like
it when I feel that someone is reading
my thoughts ahead of time,” he said.
The engineer’s favorite search engine is
now DuckDuckGo.
“We don’t track you,” is the company’s credo. The search engine is popular
because it displays results based solely
on the search terms entered. Previous
searches have no effect on what shows up
in subsequent searches. Gabriel Weinberg,
DuckDuckGo’s founder and CEO, beRead more at asia.nikkei.com
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lieves too much tweaking of search results
produces biased thinking.
In addition, more young people are
abandoning search engines altogether.
Instead, they find what they need using
other tools. For example, when searching
for restaurants, many internet users now
look at review sites or use specialized apps
instead of search engines.
Baidu and Google have spent years establishing seemingly unassailable dominance in search. But the balance of power
appears to be shifting.
Another driver of this change is voice
search. Smart speakers, car navigation systems, smartphones and other gadgets have
voice-recognition capabilities that enable
easy-to-use, hands-free search. This will
bring information technology ever deeper
into people’s lives. U.S. research company
Gartner predicts that by next year, 30% of
all searches will be done through interfaces that do not require a screen.
This will likely change the way search
engines work. Until now, users have
mostly typed in search terms and selected
from a list of results on a screen. But with
smart speakers or other hands-free interfaces, results are also given verbally. That
means the search engine must select the
most relevant options. It will also require
different sorts of algorithms than those
currently used by search engines.
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Downshift
in Thailand
Slower automobile output in the country
is weighing on Japanese manufacturers
YOHEI MURAMATSU Nikkei staff writer

BANGKOK Thailand’s automobile output
shrank for four straight months through
August, according to an industry group
report, as a result of weakened domestic
spending and downward pressure on exports that could spell trouble for Japanese
automakers.
Overall auto production in August
shrank 8% on the year to 166,361, the
Federation of Thai Industries reported on
Sept. 17. This follows data from June that
shows auto purchases dipped below the
year-earlier number for the first time in 30

months. Sales in July receded by 1%.
This pattern mirrors declines in sales
seen across Southeast Asia. The slower
production is especially problematic
to Japanese automakers, which count
Thailand as the biggest manufacturing
center in Southeast Asia.
The main reason behind the sales decline
is tougher standards for auto loans. “The
rejection rate by credit checks has reached
20%,” said an executive at a manufacturer.
Ballooning household debt has caused
creditors to increase scrutiny against po-

tential borrowers. The balance of household debt stood at roughly 13 trillion baht
($426 billion) at the end of March, up 6%
from a year earlier.
Thai farmers, a key target market, have
less spending power as the U.S.-China
trade war has affected the global economy.
Amid those tensions, the price of natural rubber decreased to a low not seen in
roughly three and a half years at the end
of August. That dynamic affected pickup
truck sales, which account for half of
Thailand’s new vehicle sales.
Japanese automakers hold a roughly
90% market share in Thailand. Due to the
lack of competition, the contingent secures
high profit margins within Thailand. Last
year, Thailand produced 2.16 million vehicles, the first time in five years the number
has topped 2 million.
Automobiles for export constitute
roughly half the output by Japanese automakers in Thailand.
In the fiscal year ended March, Isuzu
Motors generated 30% of its sales in the
Asia region excluding Japan. When it

comes to operating profit, Asia excluding
Japan earns half of Isuzu’s income.
But the baht has strengthened approximately 6% against the dollar since the
start of the year, touching six-year highs.
The currency fluctuation damaged Isuzu’s
exports to Australia and the Middle East.
The strong baht reduced Isuzu’s profits
by 3 billion yen ($27.8 million) during the
April-June quarter.
“The negative effect is greater than
anticipated,” said Shinsuke Minami, an
Isuzu board director.
Toyota Motor’s output in Thailand grew
9% on the year to 300,000 units during the
first half of this year. Production subsequently sank 11% in July. Japan’s largest automaker apparently is slowing down production lines in response to shrinking sales
in Thailand and a downturn in exports.
For Toyota, Thailand is the fourthbiggest manufacturing base after Japan,
China and the U.S., respectively. The company sells sedans and pickup trucks made
in Thailand to other markets in Southeast
Asia as well as Australia.
“I feel that the activity has weakened in
the market and that economic conditions
have entered into a slowdown phase,”
said Michinobu Sugata, the president of
Toyota Motor Thailand.
Mitsubishi Motors operates three as-

Japanese models make up
about 90% of cars sold in Thailand
(in percent)

NonJapanese
brands
13
Other
Japanese
brands
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Thailand is Toyota’s fourth-largest
manufacturing base.
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Data for January-July; figures do not add
up to 100 due to rounding

sembly plants in Thailand, which is the
company’s biggest production capacity
outside of Japan. But Mitsubishi’s output
has undershot year-earlier figures since
March. Production shrank 8% during the
entire first half of the year, and retreated
2% in July.
For the first quarter ended June,
Mitsubishi’s consolidated operating profit
plunged 86% to 3.9 billion yen. The automaker remained in the black because the
11.5 billion yen generated by Thailand
and the rest of Southeast Asia had offset
money-losing operations in Japan and

Auto production in Thailand
Domestic sales and exports, change
from a year earlier (in percent)
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Shinsuke Minami
An Isuzu Motors board director

North America. If Thailand continues its
downturn, it would put a further dent on
Mitsubishi’s finances.
Non-Japanese automakers, already
smarting from tiny market shares in
Thailand, are starting to leave. General
Motors, whose share hovers below 2%, implemented cuts affecting over 300 jobs in
Thailand, or 15% of the company’s workforce there. India’s Tata Motors will cease
local production entirely by next March.
In Southeast Asia, the prime export destination for Thailand, auto purchases have
waned as well. In July, new auto sales fell
9% to 290,474 units in six major countries,
including Thailand, marking the largest
year-on-year decline for 2019.
Sales between January and July shrank
by 1%, which does not bode well for breaking the record of 3.57 million autos sold in
the region last year.
Read more at asia.nikkei.com
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Like Thailand, Indonesia is dealing
with lower commodity prices, namely coal
and palm oil exports. Because of the sullen economic sentiment among consumers, new car sales plunged 17% in July to
89,110 units.
That same month, sales in Malaysia
decreased by 26% to 50,583 vehicles. The
decline was mainly due to a rebound effect from last year, when the newly elected
government of Prime Minister Mahathir
Mohamad essentially repealed a sales tax,
which boosted auto sales.
There were a couple of bright spots in
the region. Vietnam saw auto sales jump
23% in July. When the government introduced vehicle import controls in 2018, auto
sales took a hit, but this year is on track to
set a new annual record. In the Philippines,
auto sales climbed 8% in July, marking the
sixth straight month of growth.
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Vietnam’s CMC is going
global with Samsung’s help
TOMOYA ONISHI Nikkei staff writer

HANOI A unit of South Korea’s Samsung
Electronics has made a major step in
building up Vietnam’s burgeoning technology sector with the purchase of a
30% stake in CMC, the country’s secondlargest tech company.
For Samsung, the roughly $40 million
deal is meant to boost its “internet of
things” and artificial intelligence technologies. CMC, meanwhile, says this expanded partnership could help to double
its overseas sales to more than 30% of its
total by 2023.
CMC has been making computer systems and services related to internet of
things for Samsung since 2016. Samsung
has now completed the acquisition of a
25% stake in new CMC shares and the
other 5% by buying on the Ho Chi Minh
Stock Exchange.

Nguyen Trung Chinh, CMC’s chairman and CEO, said this commitment from
Samsung will propel CMC to becoming a
global company in the next five years.
Samsung SDS, the systems development arm of Samsung Electronics, had
said late July that it would buy the 25%
stake. This made it one of the largest-ever
foreign investments in a Vietnamese tech
company.
Chinh told Nikkei that Samsung had
made the first move. “Our strategy is almost the same as that of Samsung’s. The
partnership will enable us to improve our
technological levels and make swifter decisions,” he said.
Samsung Electronics has two smartphone factories in northern Vietnam -- in
Bac Ninh Province and Thai Nguyen
Province -- and produces more than 150
million handsets a year in the country. It
also runs a home appliance factory in Ho
Chi Minh City, with parts suppliers operating across the country. Samsung products
account for about 25% of Vietnam’s exports
by value and the company has roughly 200
business partners in the country.
Through the tie-up, CMC and Samsung
SDS are aiming to integrate their information technology systems and use internet
of things technology and AI to automate
production lines. Once this model is es-

tablished in Vietnam, “we can export it to
other markets,” Chinh said.
CMC wants to raise its annual sales
more than fourfold to 25 trillion dong
($1.07 billion) by 2023. It has an office in
Yokohama and considers Japan its top
market, with plans to increase the number
of staff there tenfold to 500 by 2023.
Chinh also pointed to the potential he
saw in Vietnam’s IT sector. A cyber security law that came into effect in January
requires the personal data of domestic internet users be kept in the country. Chinh
said that demand for security-related
products and services will grow further,
adding that the start of fifth-generation
wireless communication services will also
help the technology sector.
CMC was set up in 1993 to build computer systems for corporate clients and develop software in the U.S., Europe, Japan,
China, South Korea and Southeast Asia.
Sales in 2018 stood at 5.6 trillion dong, and
pretax profit was 300 billion dong.
South Korean companies are making
large investments in Vietnam at a time
when Japanese private-sector investment in the Southeast Asian country is on
the wane.
Conglomerate SK group agreed in May
to acquire a 6.1% stake in Vietnamese
peer Vingroup. Vingroup’s business
ranges from real estate to retail. It started
automobile production in June and has
an eye on entering the civil aviation business. SK group also acquired a 9.5% stake
in major food maker Masan Group in
September 2018. In July, KEB Hana Bank
said it would acquire a 15% stake in the Joint
Stock Commercial Bank for Investment
and Development of Vietnam.
Manufacturers are also spending lavishly
in Vietnam. LG Electronics plans to cease
South Korean production of smartphones
by the end of the year and double the annual production capacity of its factory in
northern Vietnam to 11 million units.

A Samsung Electronics plant in Bac
Ninh Province, northern Vietnam.
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Wary of a
startup bubble
Investors rethink valuations
after WeWork’s delayed IPO
KENTARO IWAMOTO Nikkei staff writer

WeWork operator We Company
postponed its initial public offering
after slashing its market value.
Participants at the recent
Asia PE-VC Summit expressed
concerns about the amount of
money being poured into
Southeast Asian startups.

Kentaro Iwamoto

Outward
bound

Reuters

BUSINESS

SINGAPORE Private capital has flooded
into Southeast Asian starups such as
ride-hailing giants Grab and Go-Jek in
recent years. But investors are starting to
question the valuations of these highfliers
after huge markdowns have slammed
many U.S. startups in their public debuts.
Key players from Southeast Asia’s private equity and venture capital companies
gathered in Singapore in mid-September
for the Asia PE-VC Summit, organized by
DealStreetAsia. The event kicked off just a
day after WeWork operator We Company
postponed its initial public offering after
slashing its market value.
Brahmal Vasudevan, CEO of Malaysian
private equity company Creador, noted
the “crazy amount of money” invested in
Southeast Asian startups over the past few
years, boosting their valuations to sometimes nosebleed levels. He questioned
what will happen if the bulls go home,
specifically citing WeWork and Uber
Technologies.
Commenting on the “ridiculous valuations” of some startups that are “raising billions of dollars,” Brahmal quoted
Warren Buffett’s famous warning to overinvestment in untested companies: “It’s
only when the tide goes out that you learn
who’s been swimming naked.”
Hans Tung, managing partner at U.S.based GGV Capital, seemed to concur,
pointing out that startup valuation “has
come up very, very fast” in Southeast Asia
and India. He said his company would be
“more selective” in future investments.
Backed by robust growth at around
5% annually and a market of 650 million
consumers, Southeast Asia is seeing unprecedented investment in startups. The
amount more than doubled last year from
2017, according to Singapore-based VC
Cento Ventures, and the figure will likely
increase again this year.
Meanwhile, startup valuations in the
private capital market are rising, reflecting
investor confidence. The rapid expansion
has birthed eight Southeast Asian unicorns
-- unlisted companies valued at over $1 billion -- including Indonesian online travel
Read more at asia.nikkei.com

agent Traveloka and SoftBank-backed
e-commerce platform Tokopedia.
A large part of a startup’s valuation depends on investor confidence. It could rise
even if a business model is untested, or if
there is no clear path to profitability.
“[WeWork and Uber] are reflective of
how capital markets view unicorns that
have raised unprecedented amounts of
private capital without a viable business
model,” Yinglan Tan, founding managing
partner at Singapore-based VC Insignia
Ventures Partners, told the Nikkei Asian
Review on the sidelines of the summit. “In
the end, however, a sustainable financial
model, profitable business and fast growth
are still well received.”
Shashank Dixit, CEO of Singaporean
cloud-based software provider Deskera,
criticized the current climate where “everybody has to be a unicorn.”
“We shouldn’t [use] unicorns as a measure of respect. A billion-dollar valuation
is nothing,” he said, stressing that building
a profitable business is more important.
“High-valued companies are regarded
negatively in the public market today,”
said Go-Jek President Andre Soelistyo. “So
obviously, from a business strategy standpoint, sustainability is a big focus [affecting any future IPO].” The Indonesian company is valued at over $10 billion.
SoftBank-backed Grab offered a similar
view. “What we want to build is an evergreen company that is sustainable,” said
co-founder Tan Hooi Ling. “Using that as
a starting point, in any business that we
launch and grow, there is always a clear
path to profitability.” Singapore-based
Grab’s $14 billion valuation is the highest
among startups in Southeast Asia.
Yet many investors remain bullish on
Southeast Asian and Indian startups. That
being said, a hands-on approach to their
investments seems to be the way going
forward. “Funds in the region are taking a
more active role in helping their portfolio
companies grow; going beyond the capital and offering hiring and tech services to
address the toughest challenges founders
in the region face,” said Insignia’s Tan.
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Tata Consultancy wins GM outsourcing
deal as Indian companies add contracts
Tata Consultancy Services, India’s largest software exporter, has
formed an engineering design services partnership with U.S.
automaking group General Motors, marking the latest in a series of
contracts won by the country’s outsourcing companies.
As part of the five-year deal, TCS will take over some of the assets
of GM’s technical center in the southern Indian city of Bangalore,
including about 1,300 employees, the Tata group company
said in a statement. The company did not provide any
financial details of the deal, but said it is likely to be
completed by the end of September.
The contract comes shortly
Reuters

TCS CEO
Rajesh Gopinathan

after smaller rival Tech Mahindra
announced a potentially
$1 billion outsourcing deal with

U.S. multinational conglomerate
AT&T. (NewsRise)

SingPost US units seek
bankruptcy protection
as sale bid fails
Singapore Post’s money-losing U.S.
subsidiaries filed for bankruptcy protection
after failing to find buyers, bringing to a close
the postal and logistics operator’s ill-fated
diversification into North America that cost
more than $180 million.
SingPost, whose major shareholders
include Singapore state investor Temasek
Holdings and China’s Alibaba Group
Holding, said that e-commerce businesses
TradeGlobal and Jagged Peak had filed for
relief under Chapter 11, a move that will keep
the businesses alive as they explore options.
“Under the supervision of the bankruptcy
court, the U.S. subsidiaries intend to pursue
the sale of all or substantially all of their
assets,” SingPost said in a statement.
(Nikkei Markets)

HEALTH CARE

IHH buys luxury Kuala Lumpur
hospital for $244 million

SingPost’s stock price (in Singapore dollars)
2.5
2.0

Malaysia’s IHH Healthcare, one of Asia’s biggest hospital operators,

1.5

will purchase a medical center known for its luxury services from

1.0

sovereign wealth fund Khazanah Nasional for 1.02 billion ringgit

0.5

($244 million).
The roughly 270-bed Prince Court Medical Center is located

0

Stock price has fallen over 50% from
early 2015 peak due to troubles in U.S.,
quality issues with domestic
postal services

2015

‘16

‘17

‘18

‘19

within the Golden Triangle business district of Kuala Lumpur and

Underlying net profit* (in millions of Singapore dollars)

offers services including cancer treatment, in vitro fertilization

200

and physical therapy.
In the recently announced cash deal, IHH wholly owned unit Pantai
Holdings will acquire all of the hospital’s stock. The company will
finance the transaction with internal funds and bank loans.
The acquisition, planned to be completed in the first quarter of next
year, is expected to improve IHH’s domestic market share.
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THROUGH THE LENS

Excitement
in the air
Japan’s Blue Impulse aerobatic
corps performs over Tokyo
Stadium before the opening
ceremony of the Rugby World Cup
-- the first to be held in Asia -on Sept. 20.
Photo by Yuki Nakao
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WAR
TRADE
The Asian arms race reaches
a turning point as South and
Southeast Asia use their buying
power to win technology transfers
KIRAN SHARMA Nikkei staff writer

Asian arms importers are
leveraging their contracts to soak
up technology and build up their
own defense industries.
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Indonesia ties its arms deals
to a requirement that suppliers
transfer technology and use
mostly local parts.

NEW DELHI India’s Soviet-era military
hardware will soon have a new source of
replacement parts: India.
In Vladivostok on Sept. 5, India and
Russia concluded lengthy negotiations on
local Indian production of spare components. Though few details have been released, a source familiar with the talks said
fighter jets like the MiG-27 and MiG-29 are
likely the focus.
“Today’s agreement [will give] our defense cooperation a solid foundation of
co-manufacturing outside the limited environment of buyer-seller,” Indian Prime
Minister Narendra Modi said after meeting Russian President Vladimir Putin
on the sidelines of the annual Eastern
Economic Forum in the port city.
“The spare parts issue has been a major

irritant in ties, which has been laid to rest
forever,” said Pankaj Jha, former deputy director of India’s National Security
Council Secretariat and an associate professor at O.P. Jindal Global University.
“India made it very open” that it cannot
keep buying spare parts from Moscow, but
would purchase “more” Russian weapons if the parts can be procured locally,
Jha added.
India is not alone in deploying such
strategies. Governments across Asia have
been spending more on arms imports in
recent years, but are now looking to leverage that buying power to build up domestic arms industries, curb capital outflows
and ensure operational freedom.
The scale of Asian military spending
surpassed that of Europe in 2009 and is

closing in on North America, according to the Stockholm International Peace
Research Institute. China’s rapid expansion is a major factor, but other countries
have raised their military budgets, too.
India, for example, became the world’s
fourth-largest spender on defense in 2018,
shelling out $66 billion. Only the U.S.,
China and Saudi Arabia spent more.
Now, Asian countries are looking to
turn those purchases into investment and
technology transfers from suppliers. Just
as India will soak up jet technology from
Russia, Malaysia is looking to absorb
know-how from China.
Boustead Naval Shipyard, a Malaysian
shipbuilder, “will take up the transfer of
technology [from China] through training
and maintenance of the Littoral Mission
Read more at asia.nikkei.com

Reuters
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Ships,” Defense Minister Mohamad Sabu
told the Nikkei Asian Review recently.
Malaysia’s navy is in the process of procuring four patrol vessels from China, two
of which have already been delivered. The
others are to arrive “by May and August
2021,” according to the minister. Though
he did not disclose a time frame for the
technology transfers, he said China is “advancing in the defense industry” and said
Malaysia “should take the opportunity to
collaborate further to boost our local defense industry.”
Tactics for obtaining foreign technology differ among Southeast Asian countries. While Malaysia takes a case-by-case
approach, Indonesia employs a more organized -- and forceful -- policy. A regulation dubbed “Law 16” requires foreign
33
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Military spending by region (in billions of dollars)
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Experts say some countries have a better shot at bargaining for the benefit of
their indigenous defense industries than
others.
“We spend around $10-12 billion on
[defense] procurement every year,” said
Laxman Kumar Behera, a research fellow
at the Institute for Defense Studies and
Analyses in New Delhi. “Nobody could afford to ignore this market. India has every
right to leverage that buying power.”
Southeast Asian countries, on the other
hand, might have a tougher time.
Although the 10 members of the
Association of Southeast Asian Nations
Getty Images

suppliers to transfer tech and use local
content worth at least 85% of the contracted value. They may start with 35% of
the value, but are required to increase the
proportion by 10% every five years until it
reaches 85%.
Thailand, meanwhile, plans to develop
special economic zones specifically for the
defense industry, with a mix of domestic
and international investment. The authorities have not specified the locations of the
zones, nor what kind of technology they
have in mind, but the plan indicates the
kingdom wants to produce its own arms
on its own soil.

‘10

South Asia

have an agreement to cooperate on defense and together imported more than
India in recent years, their ability to negotiate as a bloc is questionable.
“The ASEAN countries are still too far
apart when it comes to national requirements and industrial priorities to work
together,” said Richard A. Bitzinger, a
visiting senior fellow at the S. Rajaratnam
School of International Studies at Nanyang
Technological University in Singapore.
“They are also too suspicious of each
other.”
The U.S.-China rivalry could open some
doors, however.
“We can take advantage of the dispute
between [the U.S. and China],” said Teuku
Rezasyah, a permanent lecturer and defense expert at Indonesia’s Padjadjaran
University, suggesting major arms exporters will approach Asian countries
to provide technologies in exchange for
closer ties.
Rezasyah sees a situation that is
“similar” to the jockeying between the
U.S. and Soviet Union in the 1950s and
early 1960s. He said Indonesia’s first president, Sukarno, maneuvered to secure aid
from the Soviets, and the result was that

The Defense Services Asia fair
in Kuala Lumpur: Malaysia is keen
to absorb Chinese know-how.
34

India reached an agreement with
Russia to produce spare parts for
military gear on its own soil. The deal
is believed to include components
for MiG fighter jets like these.

We spend around
$10-12 billion
on [defense]
procurement every
year. ... India has
every right to leverage
that buying power.

Yuji Kuronuma

1,000

South and Southeast Asian arms imports rising
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Laxman Kumar Behera
Research fellow at the Institute for
Defense Studies and Analyses

“Indonesia became the country with the
most powerful armament in Asia during
that period.”
The regional rush -- which is clearly
driven by geopolitical uncertainty and
simmering disputes -- could also lead to
some potentially awkward arrangements.
Some Southeast Asian countries, such
as Vietnam and Indonesia, have made a
point of acquiring more naval vessels since
China constructed a drilling rig near the
Paracel Islands, stirring up territorial tensions in the South China Sea. But as seen
with Malaysia, which has its own beef
with China over the sea, such frictions do
not necessarily determine the choice of
partners for arms deals and transfers.

“Their [ship’s] design met the Royal
Malaysian Navy requirements and the
cost is cheaper, as compared to those built
by Western companies,” the Malaysian defense minister explained.
In other cases, technology transfers expose the shortcomings of a country’s own
weaponry.
Separately from the spare parts deal,
New Delhi formed a joint venture with
Moscow this March to produce Russian
AK-203 Kalashnikov assault rifles in northern India. Bitzinger said the arrangement
“is actually an indicator of the failure of
[India’s] homegrown INSAS rifle.”
Russia helped India save face by promoting the AK-203 project as part of Modi’s
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Nikkei staff writers P Prem Kumar in Kuala
Lumpur, Erwida Maulia in Jakarta and Masayuki
Yuda in Bangkok contributed to this report.

U.S., Europe, Russia and China are major arms suppliers
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“Make in India” campaign to expand the
manufacturing sector and create jobs.
Still, the Russia deals mark steps forward for India’s defense development.
And Asia’s arms race overall appears to
have reached a turning point, as emerging
countries and their suppliers move beyond simple buyer-seller relationships, as
Modi put it.
This spells new opportunities to meet
these countries’ operational, economic
and political needs -- and new potential
for friction.
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A U.S. customs officer inspects
a package at Chicago’s O’Hare
International Airport. The Trump
administration accuses China of
not doing enough to stop the
smuggling of fentanyl into the U.S.

A vicious cocktail
Reuters

Trump’s accusation that China is fueling
the US opioid epidemic clouds prospects
for a trade deal
TAISEI HOYAMA and MOMOE BAN Nikkei staff writers
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turn is linked to other social ills, including
unemployment and lack of educational
opportunities for many Americans.
If the issue of fentanyl trafficking comes
up in the next round of trade talks that are
scheduled for October, the prospects for a
resolution of the acrimonious trade spat
between the world’s two largest economies could worsen.
Trump announced a fresh effort to deal
with what he called the “opioid epidemic”
in a speech at the White House on Sept. 4.
“To cut off the supply of ultralethal nar-

cotics at the source, my administration has
also prioritized stopping the influx of fentanyl from China,” Trump said.
Every day, more than 130 people in
the U.S. die from overdoses of opioids or
drugs with similar properties, according to
the U.S. National Institute on Drug Abuse.
Opioids include the illegal drug heroin and
synthetic drugs such as fentanyl. Pharmaceutical fentanyl was developed as a pain
reliever for cancer patients but its effects,
including a brief, intense high, have made
it popular with recreational drug users.

AP

WASHINGTON/NEW YORK The White
House’s charge that China is responsible
for most of the illicit fentanyl flowing into
the U.S. threatens to become another flashpoint in the trade war.
U.S. President Donald Trump has criticized his Chinese counterpart, Xi Jinping,
saying he has broken his promise to stop
fentanyl from reaching U.S. shores. Fentanyl is a synthetic opioid 80 to 100 times
stronger than morphine. Trump cited continued smuggling of the drug as a reason
for escalating his trade war with Beijing.
“He (Xi) said he was going to stop fentanyl from coming into our country. It’s all
coming out of China. He didn’t do that,”
Trump said in remarks at the White House
in August.
But a Chinese drug enforcement official
has rejected Trump’s allegation that China
is responsible for most of the fentanyl
coming to the U.S. Liu Yuejin, vice commissioner of China’s National Narcotics
Control Commission, speaking at a Sept.
3 news conference, called the claim “completely groundless and untrue.”
The fentanyl dispute is unfolding as
U.S.-China relations continue to sour amid
faltering trade talks and rising tariffs. It is
also entangled with the deep-seated problem of drug abuse in the U.S., which in
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In 2017, nearly 29,000 people in the U.S.
died from fentanyl overdoses, a ninefold
jump from four years earlier, according
to the Centers for Disease Control and
Prevention. In 2016, the musician Prince
died from a synthetic opioid overdose.
Trafficking of fentanyl from China has
been cited as a major contributor to the
problem. U.S. officials say China is the
main source of illicit fentanyl and related
substances. As the supply of legally prescribed fentanyl has dwindled due to
tighter regulations, more drug abusers
have turned to fentanyl smuggled in from
China and elsewhere.
U.S. authorities seized 31.75 kg of illegal fentanyl at the border in the fiscal
year ended September 2015. In the first
seven months of this year, that amount
reached 952.5 kg, enough to kill the entire
U.S. population. Almost all of the illicit
fentanyl found in the U.S. comes from
abroad, mostly from China, according to
Jim Carroll, director of the White House’s
Office of National Drug Control Policy.
Liu Yuejin, center, vice
commissioner of China’s National
Narcotics Control Commission, has
rejected the U.S. charge that China
is responsible for the illicit fentanyl.

The U.S. Department of Justice has indicted two Chinese men living in Shanghai,
Zheng Fujing -- also known as Gordon Jin -and his father, Zheng Guanghua, accusing
them of operating a drug ring that manufactured and shipped deadly fentanyl analogues and 250 other drugs.
The pair “created and maintained numerous websites to advertise and sell illegal drugs in more than 35 languages,”
according to the Treasury Department,
and used digital currencies such as bitcoin
to facilitate production and sales. In March,
the leader of a drug ring in the U.S. was
convicted of smuggling narcotics from
China through a website on the so-called
dark web and selling the drugs in the U.S.
In May, China imposed strict regulations on all fentanyl-related drugs to curb
trafficking. Since then, there have been
no fentanyl smuggling cases involving
the U.S. and China, said Liu of China’s
National Narcotics Control Commission.
China’s regulation of drug and chemical production is generally looser than in
other countries. To make matters worse,
fentanyl is easy to manufacture. Experts
say investment of around $3,000 to produce fentanyl can result in profit of up to
$1.5 million.
Jeffrey Miron, director of economic
Read more at asia.nikkei.com

studies at the Cato Institute, a think tank,
said the U.S. has long tried to halt flows
of illegal drugs from specific countries,
but traffickers have always found ways to
circumvent those measures. A lasting solution requires greater efforts to tackle the
root causes of drug abuse.
Another source of public anger over
the opioid crisis is drugmakers, who are
blamed for fostering addiction by marketing the powerful painkillers as safe and
nonaddictive. Trump has pledged to hold
big pharmaceutical companies accountable for their role in fostering addiction.
Facing more than 2,000 lawsuits related
to the opioid crisis, Purdue Pharma, maker
of the painkiller OxyContin, on Sept. 15
filed for Chapter 11 bankruptcy as part of
its plan to settle litigation with states and
other plaintiffs.
But Trump continues to point the finger at China over the issue as he tries to
shore up his support in the Midwestern
Rust Belt states that propelled him to the
presidency in 2016. Many people in these
states began abusing drugs as manufacturing jobs moved overseas, many of them
to China.
In Ohio, a swing state where fentanyl
abuse is a serious problem, the biggest
challenge facing the city of Ashtabula,
northeast of Cleveland, is how to revitalize the local economy and deal with the
drug problem, said Jim Timonere, the city
manager. Ashtabula also happens to be the
birthplace of Robert Lighthizer, the U.S.
trade representative.
Trump, whose older brother died of
complications from alcoholism, has a special passion for tackling the drug abuse
problem. But tying the fentanyl issue to
the already fraught trade negotiations
with Beijing could make a deal even
more elusive.
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Rocky relations with key export market India
force projects to be downsized or abandoned
DEEPAK ADHIKARI Contributing writer

KATHMANDU
Nepal’s electricity export plans are looking shaky as ties with
India, its intended customer, fray under
Kathmandu’s communist government.
And with India’s options for cheaper
power widening, there are concerns that
the Nepalese government will suffer: It
has been counting on electricity sales to
bring in badly needed foreign exchange.
Over the last four years, two foreign
companies -- one Chinese, one Norwegian
-- have pulled out of two hydropower
projects. One was taken over by a local
company, but it was downsized in July
due to the dimming profit outlook.
With a potential hydropower capacity
of at least 40,000 megawatts from its fastflowing Himalayan rivers, Nepal is looking to the energy sector to spark economic
growth. The communist government,
which came to power in February 2018,
planned to develop 15,000 MW within
next 10 years. If it hits that goal, its hydropower exports could be worth 250 billion
Nepali rupees ($2.19 billion) a year.
Nepal’s current peak electricity demand is 1,300 MW. During the dry winter
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months, when reduced water flows limit
its hydropower generation, the country
imports 500 MW from India. When projects are completed next year, they will
nearly double Nepal’s hydropower capacity from 1,100 MW to 2,000 MW. That
would give it an energy surplus of 500
MW during the monsoon season.
The country cannot use that surplus because it lacks energy-intensive industries
and mass-transit systems. Nepal hopes
India, its huge neighbor to the south, will
be a ready market for its electricity.
But relations between Kathmandu and
New Delhi are rocky. In 2015, Nepal accused India of imposing a border blockade that choked off the supply of fuel and
other essentials to the landlocked country.
Despite signing a power trade agreement
in 2014 aimed at easing flows of electricity across the frontier, the process has been
stalled by the lack of a policy framework
on both sides.
Two years later, India reversed its position on cross-border power trade. Its
Guidelines on Cross Border Trade of
Electricity, issued in December 2016, deNikkei Asian Review Sept. 30-Oct. 6, 2019

fined electricity as “a strategic issue.”
The guidelines declared that only companies that are majority-owned by the
Indian government or the domestic private sector are authorized to take part in
cross-border electricity trade.
Under pressure from Nepal and Bhutan,
another Himalayan neighbor that exports
hydropower to India, New Delhi amended
the guidelines in 2018. Under the new
rules, the import and export of electricity
between India and neighboring countries
is permitted through mutual agreement
between Indian entities and those of the
neighboring country.
Industry experts, however, have said
the policy still gives India the upper hand
with respect to power trade with Nepal.
India has an installed power-generation
capacity of 360 gigawatts, of which 227
GW comes from thermal sources such as
coal. Another 45 GW comes from hydropower, 6 GW from nuclear power and 80
GW from renewables, including solar and
wind. Because its supply has overshot
growth in demand over the last two decades, India already has a power surplus,

according to Sagar Prasai, co-author of a
2018 study on electricity trading in eastern South Asia. India’s electricity surplus
arose “because India didn’t want to reduce its growth rate forecast of around 8%
to 12% from the early 2000s,” Prasai told
the Nikkei Asian Review. “There’s a political reason behind that. The power sector
can’t challenge a projection made by an
elected government.”
But there is hope in India’s move toward renewable energy. The government
aims to install 175 GW of renewable energy capacity by 2022 to meet its commitments under the Paris Agreement on climate change, said Prasai, a former country
representative of Asia Foundation in India.
“Hydro plants can generate electricity constantly, whereas solar and wind power is
intermittent. [And] it takes several hours
for a coal plant to start generating power,”
he said. “So, Nepal’s hydropower can
serve as a stopgap measure in India’s
energy mix.”
Nepal’s lack of a large domestic market for power, as well as uncertainty in
the Indian market, has prompted foreign
builders to abandon hydropower projects
in Nepal. In early 2016, Norwegian energy
producer Statkraft abandoned plans to

develop the 650 MW Tamakoshi III hydropower project in Nepal’s eastern Dolakha
district. In 2018, China’s CWE Investment,
a subsidiary of China Three Gorges, canceled an agreement to build the 750 MW
West Seti hydropower project in western
Nepal, citing a lack of clarity about who
would buy the power.
In July, a Nepalese company, TBI
Holdings, announced a joint venture
with China’s YEIG International and the
Shanghai Investigation, Design and
Research Institute to move ahead with
the $500 million Tamakoshi III project.
But officials expressed surprise at a decision to downsize it. “I learned from
the authorities that there was no market
for a project with a huge installed capacity of 650 MW. Hence it was reduced to
200 MW,” Dilli Bahadur Singh, chairman of the Nepal Electricity Regulatory
Commission, told The Himalayan Times
newspaper in late July.
“Many factors, including a lack of
transmission lines or an underdeveloped
market, can force capacity reductions.
Although projects can be expanded in a
phase stage of construction, cutting capacity for an export-oriented project like
Tamakoshi III means [the foreign investor]
felt insecure about the Indian market,”
said Krishna Dulal, a Kathmandu-based
hydropower developer.
Nepal also sees Bangladesh as a po-

The Nepalese government
hopes to export surplus
hydroelectricity to India
to bring in badly needed
foreign currency.

Read more at asia.nikkei.com
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Nepal’s hydropower
hopes take a hit

A view of the Upper Tamakoshi
hydropower project in Nepal’s
Dolakha district.
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The 900 MW Arun III hydroelectricity
project in northeastern Nepal
is being developed by India’s
state-owned SJVN.

tential buyer of its surplus energy.
Bangladesh has an installed generation capacity of 20,000 MW and plans to double
that to 40,000 MW by 2030. While its main
power source, natural gas, is on the wane,
Bangladesh is considering an energy mix
of coal, renewables and imports to meet its
energy needs. In September 2018, Nepal
and Bangladesh signed an agreement to
trade hydropower, but a trilateral agreement with India, which borders both
countries, remains elusive.
Bangladesh has shown interest in buying electricity from Upper Karnali, a 900
MW project to be developed by Indian
company GMR. But the company has
failed to obtain financing for the project despite repeated extensions of the deadline.
Over the last two years, a splinter Maoist
party bombed construction sites and offices in the Upper Karnali project area, and
that of the 900 MW Arun III being developed by the Indian government.
Because Nepal produces surplus energy
during the summer, when demand is high
in northern India, the two countries are
ideally positioned to trade hydropower, experts say. But India’s foreign policy priorities trump sound economics, said Prasai. “If
India buys 4,000 MW or 5,000 MW ... that
would be a big deal for Nepal. But there’s
no evidence that it will do so out of kindness. Nepal is treated more like a buffer”
than a trading partner, he said.
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New restraints
on a key watchdog
Changes to Indonesia’s anti-graft body spark fears
that Widodo is looking the other way on corruption
ERWIDA MAULIA Nikkei staff writer

JAKARTA Indonesia’s rapid passage of
a revision to a law governing its anti-graft
body has stirred concerns that President
Joko Widodo is going soft on fighting the
country’s endemic corruption.
The House of Representatives, known
for its snail-paced deliberations, on Sept.
17 passed the amendment to the act on
the Corruption Eradication Commission
(KPK) after a mere two weeks of debate.
Activists say the revision will weaken
the powers of one of the most credible
public institutions in a country where the
police and parliament are perceived as
being widely corrupt.
The Indonesia Corruption Watch says
the law was revised to strip the KPK of its
law enforcement capabilities and reduce
it to an organization focusing merely on
prevention. The anti-graft watchdog has
accused lawmakers of moving to protect
themselves after the agency named 23 sitting members of parliament as suspects in
a number of cases.
40

Anti-graft activists say the law revision lengthens bureaucratic procedures
needed for anti-graft investigators to
wiretap potential suspects, which they
fear will significantly hamper the KPK’s
law enforcement work. The investigation
period into cases will now be restricted
to a year, despite past examples showing
that complex cases often require longer
probes.
“This nation is in mourning, dead together,” the ICW said Sept. 17, inviting
people to attend the “funeral of the KPK”
outside the anti-graft body’s headquarters
in Jakarta.
Lawmakers passed the revision after
Widodo a week earlier permitted deliberations to proceed with only slight tweaks to
contentious clauses. The week before that,
in an equally controversial move, lawmakers appointed five new KPK commissioners -- some with dubious track records.
The incoming chief is suspected of gross
ethics violations during his time as a corNikkei Asian Review Sept. 30-Oct. 6, 2019

noted that the nation’s ease of doing business ranking has continued to improve,
and that the Widodo administration is
committed to continually improving the
investment climate.
“The government will continue to accelerate development in both physical and
nonphysical infrastructure,” Pardede said.
“The prospects of the economy in the long
term will remain positive.”
However, Dadang Trisasongko, secretarygeneral of Transparency International
Indonesia, warned that the law revision
sets a poor precedent for economic reform.
“Weakening the KPK means weakening the agenda to tidy up the business climate and free it from corrupt practices,”
Trisasongko told the Nikkei Asian Review.
“KPK has hitherto been the driver of reforms in the business sector. I’m worried
that the president is making a political
blunder with this KPK law revision.”
Transparency said in an earlier statement that Indonesia still has a lot of work
to do to improve its corruption perception
index ranking as it remains among the top
30% most corrupt countries in the world,
with its score barely improving since
Widodo took office in 2014.

ruption investigator.
Widodo has defended his decision to
support the revision, denying claims that
he conspired with lawmakers to weaken
the KPK. He argued for the need to establish a council to supervise the KPK, but
rejected a lawmakers’ proposal to appoint
the council members. Instead, Widodo said
he will appoint the supervisors himself.
“The supervisory council is needed because every state institution -- including
the president, the Supreme Court and the
House -- needs checks and balances ... to
minimize the potential abuse of power,”
Widodo said at a news conference on
Sept. 13.
“I won’t compromise on corruption
eradication because corruption is our common enemy,” he added.
Josua Pardede, an economist at Bank
Permata, a private Indonesian lender, said
the revision is unlikely to significantly affect Widodo’s development plans, nor will
it hurt the country’s growth prospects. He

Hazy
diplomacy

PUTRAJAYA, Malaysia
Prime Minister Mahathir
Mohamad wants to crack
down on Malaysian companies
that burn their plantation
holdings in neighboring
Indonesia, as Malaysia suffers
through another season of
haze, forcing the closure of
thousands of schools.
While Indonesian and

Smoke-plagued Malaysia
targets companies that are
causing fires in Indonesia
P PREM KUMAR Nikkei staff writer

A woman covers her face with a scarf
in front of the Malaysian prime minister’s
office, which is seen shrouded in haze,
in Putrajaya on Sept. 17.
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Malaysian authorities point
fingers at each other for the
almost annual haze crisis,
Mahathir conceded that
Malaysian companies play a
role in irresponsible burning
of their agricultural estates in
Indonesia.

Source: Transparency International’s Corruption
Perceptions Index 2018

“These Malaysian
companies which have
estates outside Malaysia
are contributing toward the
haze” through open burning,
Mahathir told reporters on
Sept. 18. “We will ask them to
take action to put out the fire.”
The prime minister said
there could be consequences
for those that refuse. “But of

Reuters

Reuters

The Corruption Eradication
Commission has named members
of parliament in several cases.

Read more at asia.nikkei.com

course, if we find that they
are unwilling to take action,
we may have to pass a law
which would make them
responsible for the fires in
their property, even if it is
outside of Malaysia.”
Mahathir also denied
writing a letter to Indonesian
President Joko Widodo
while the authorities have
deliberated at length and
“kept blaming each other.”
The Malaysian government
plans to publicize satellite
images of hot spots of
open burning in Malaysia
and Indonesia, to take the
responsible parties to task.
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fault is becoming more difficult. The yield
on the securities has softened by around 1
percentage point since the end of 2018 to
about 5.8% because of the Fed’s shift to an
easier monetary policy and lower shortterm rates. This presents an especially unattractive package when combined with
severely growing risks.
Under normal circumstances, lenders
are protected by financial covenants that
allow them to demand prompt repayment
if borrowers run into trouble. But leveraged loans that are “covenant-lite,” meaning their terms on borrowers are looser,
make up about 80% of newly issued loans
at present. Immediately after the financial
crisis, that tally was only about 10%.
Collateralized loan obligations strongly
resemble the subprime loans that fueled
the global financial crisis, and are similarly
stratified. Debts are bundled together,
then divided into tranches and sold as
individual products, with the higher-tier
products first in line to receive interest

Signs of caution
Investors edge away from risky loans
in an echo of 2008’s financial crisis
HIROFUMI TAKEUCHI and MIO TOMITA Nikkei staff writers

TOKYO Investors are increasingly pulling cash out of leveraged loans to companies with low credit ratings, a trend that
has implications for Asian financial institutions exposed to such debt amid similarities to conditions leading into the 2008
financial crisis.
Since July, leveraged loan sales for at
least five companies -- including U.S. marketing company Golden Hippo and gym
operator Life Time -- have been aborted,
with caution growing over the risky securities as the reward that once accompanied
that risk fades.
Leveraged loans are generally offered to
42

companies with credit rated below investment grade. Many consumer-goods and
technology companies use such schemes,
whose flexible standards make them an
appealing option for small to midsize
companies unable to raise funds by floating bonds.
While leveraged loans are predominantly offered in the U.S., they are then
securitized as collateralized loan obligations and held across the world. Among
Japanese institutions, Norinchukin Bank
holds about 8 trillion yen ($74.1 billion)
in the securities, while Mitsubishi UFJ
Financial Group holds about 2.6 trillion
Nikkei Asian Review Sept. 30-Oct. 6, 2019

yen and Japan Post Bank 1.3 trillion yen.
These securities’ notorious links to the
2008 financial crisis have caused some to
see worrying echoes of that meltdown.
The securities’ high yields have attracted heavy investment. The value of
newly issued leveraged loans reached
$616.9 billion in 2017 and $528 billion the
next year, well into the territory of the
pre-financial-crisis peak of $531.8 billion
in 2007.
But the value of newly issued leveraged
loans plummeted 53% on the year in AprilJune of this year to about $90 billion, while
$38 billion has flowed out of investment
funds with holdings in the loans since
October 2018 as cooling economies make
investors more sensitive to risk.
“It’ll be ugly for those companies if the
economy slows down and they can’t carry
the debt and then restructure it, and then the
usual carnage goes on,” Bank of America
CEO Brian Moynihan said in June.
With the decline in yields for leveraged
loans, striking a balance with the risk of de-

payouts on capital generated by the debts
as a whole. The topmost, or senior, tranche
tends to receive high credit ratings, while
lower-tier mezzanine products are lower
and equity tranches do not have credit
ratings.
However, as the financial crisis illustrated, when the underlying debt is of
poor quality, debt holders stand to lose out
if the economy fares poorly.
Global private debt has grown nearly
50% from 2008 levels to $167 trillion, according to the International Monetary
Fund. With the likes of the U.S. Federal
Reserve and the European Central Bank
embarking on further monetary easing,
debt is ballooning rapidly again as companies -- primarily large, highly creditworthy
ones -- rush to issue bonds. This has contributed to the quiet outflow of investor
funds from leveraged loans.
With global debt reaching unprecedented levels, caution is gradually increasing as well.

Issuance of leveraged loans declines as investment flows out
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Some Japanese banks hold large amounts of collateralized loan obligations
Most recent outstanding CLO holdings (in trillions of yen)
Norinchukin Bank
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Time for
a boost
China joins Indonesia and
India in pump priming
NIKKEI STAFF WRITERS

TOKYO China has trimmed a key
bank lending rate, joining the ranks
of Asian governments that are acting
to combat flagging growth and the
economic drag of the U.S.-China
trade war.
Beijing on Sept. 20 trimmed its
new loan prime rate, the reference
point against which banks price loans,
to 4.2% for one-year loans, versus
4.25% for August, and left the fiveyear lending rate at 4.85%. Chinese
stocks edged ahead only slightly after
the move.
Although the size of the cut
disappointed some investors who had
hoped for more, given new data that
showed China’s economy continued
to slow, the move is just the latest in
the region by authorities seeking to
ease monetary conditions and pump
prime their economies.
Indonesia’s central bank cut its
benchmark seven-day reverse repo
rate on Sept. 19 by 25 basis points to
5.25%, its third straight cut.
China’s economy grew in the
second quarter at its slowest rate
in almost three decades. Rising
corporate defaults and U.S. tariffs on
billions of dollars of Chinese exports
also saw industrial production growth
fall to its slowest rate since 2009.
Some countries are also turning
to fiscal expansion to boost
growth. India on Sept. 20 slashed
its corporate tax rate for domestic
companies to 25% from 30%.
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A job fair in Seoul last year: SMEs
are struggling to attract workers.

No small
matter
South Korea pledges help
for embattled SMEs
as a population slide looms
STEVEN BOROWIEC Contributing writer

SEOUL
Smaller companies have long
been the underdog in South Korea, unable to prevent talent from heading to the
massive conglomerates that dominate the
economy. Now, a looming population decline is set to add to their woes.
In a plan announced on Sept. 18 to mitigate this demographic challenge, the finance ministry pledged to support these
small and midsize enterprises, which
account for 88% of employment and 38%
of exports.
The ministry is seeking to help SMEs
transition into new, more promising industries, providing funds for companies
to improve facilities and giving emergency
financial assistance to those in danger of
going under. While the plan is short on
specifics, it includes measures to attract
more immigrants and keep people working past the normal retirement age of 60.
The Kyunghyang Shinmun newspaper
said that it was “the first time the govern44

ment has recognized the reality of population decline and come out with comprehensive measures to adapt.”
Despite government efforts to encourage families to have more children, in late
August the national statistics body said
that last year’s fertility rate was 0.98, a record low -- far short of the average of 2.1
children borne per woman needed to keep
a population stable. The most common
explanations for one of the lowest birthrates in the world are high housing and
education costs amid a dearth of stable,
well-paid jobs.
Even with South Korea experiencing
relatively high unemployment in recent
years, many SMEs have said they are unable to fill vacancies. Two-thirds say they
do not have enough workers, according to
a survey by JobKorea. The online recruiting service polled 526 companies with
fewer than 300 employees, finding that
manufacturers, at 35%, are the most likely
to report labor shortages.
The responding companies said they
were unable to recruit talent because of
job seekers’ high expectations, the comparatively low salaries paid by SMEs and
their locations -- often outside of major
urban centers.
With South Korean SMEs unable to
compete with the country’s big business
groups, known as chaebol, most SMEs carve
out niches as suppliers to those groups.
It is uncertain whether government
subsidies can lead struggling SMEs to a
sustainably profitable future.
Nikkei Asian Review Sept. 30-Oct. 6, 2019

“Many Korean SMEs are competing on
price while producing low-end products.
They’re being squeezed by lower-cost
competitors in emerging countries, like
China,” Park Sang-in, executive director
of the Research Center for Market and
Government at Seoul National University,
told the Nikkei Asian Review. “For them,
this kind of government support is a
temporary life saver, not a fundamental
solution.”
Job seekers say they stay away from
SMEs due to the customarily long working
hours, and a general slowness to embrace
changes taking place in South Korean
workplaces. Last year, the administration
of President Moon Jae-in set a limit of 52
hours of work per week in an effort to spur
hiring and allow workers a better worklife balance. A recent survey released by
the Ministry of Employment and Labor
found that only 60% of SMEs say their operations will not be disrupted by the limit.
While attracting labor from overseas
could therefore be a solution to shortages,
South Korea is a country with strict immigration laws and a limited history of integrating outsiders. But in a sign of some
opening, the plan stipulates a loosening
of certain measures to ease the paths of
foreigners who have had successful stints
working in the country, and to create a new
class of visa meant to attract foreigners
with exceptional skills and qualifications.
It is also unclear if counseling or subsidies from the government can address
the problem of SMEs being squeezed by
cheaper producers in China.
Seoul National University’s Park argues
that the government’s plan fails to provide
a credible way forward for the country’s
economy as a whole, which is currently
stuck in low growth. “It’s unfortunate for
Koreans that their government focuses
on providing financial support for SMEs
instead of making investments toward
developing more innovative, technologyintensive products,” he said.
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Xi needs to show that he has learned from
the mistakes of Communist China’s past

MINXIN PEI

F
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or China’s rulers, 2019 is shaping up to
be a terrible year. On the economic front,
growth has fallen to its slowest pace since
1992. The political crisis in Hong Kong, triggered
by an ill-conceived extradition bill, threatens to
spiral out of control.
Geopolitically, the escalating U.S.-China trade
and tech wars signal the beginning of an openended conflict that, should the history of the Cold
War repeat itself, could threaten the Chinese
Communist Party’s hold on power.
By coincidence, Oct. 1 happens to be the
70th anniversary of the founding
of the People’s Republic.
The challenge facing
President Xi Jinping and
his colleagues, then, is
to counter the rising
worries, perhaps
even creeping
pessimism,
about the
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Hallmarks of Maoism
appear to have been
resurrected since
President Xi Jinping
came to power in 2012.
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An anniversary for
honest reflection

party’s future during the festivities for this
important occasion.
Based on the party’s tradition, it is a safe bet
that the celebrations of the party’s 70th anniversary
in power will be heavy on symbolism and light in
substance. Spectators and television viewers will
be treated to a military parade showcasing China’s
lethal hardware and goose-stepping troops.
Xi will deliver a speech extolling the virtues
of one-party rule without mentioning the
unspeakable sufferings it has brought to the
Chinese people.
Instead of lifting the morale of the party’s
rank and file and reviving the Chinese people’s
confidence in the direction of their country, Xi’s
paean to one-party rule wrapped in a sanitized
version of history and fortified with appeals
to nationalism will likely be received as tired
rhetoric, especially by the Chinese business elites
that the party needs to reassure most urgently.
In addition, after four decades of political
apathy, most Chinese people are very pragmatic
and far less susceptible to official propaganda.
As the country faces a fateful choice between
continuing openness and integration with the
West and sliding backward toward repression and
isolation, Xi needs to use the occasion to reflect
honestly on the past 70 years and present a new
direction that shows he and his colleagues have
truly learned from history.
One inconvenient, but vital, fact that Xi must
point out to gain any credibility is that the party’s
first 27 years in power under Mao Zedong’s rule
were an unmitigated disaster.
During the Maoist period (1949-76), the
people’s communes, planned economy, selfsufficiency and criminalization of private
enterprise impoverished a people known for its
industriousness and entrepreneurship. Constant
purges terrorized the party. Class struggle and
political campaigns claimed the lives of millions
of innocent people.
Generations of young people were deprived
of educational opportunities while ideological
indoctrination and Mao’s personality cult
turned the country into an intellectual and
cultural wasteland.
Externally, Maoist China was a giant rogue
state. It cut itself off from the West, treated
the U.S. as an existential enemy until 1971 and
supported communist insurgencies around the

world. Self-imposed isolation and radicalism
made China both dangerous and insecure.
It fought two wars -- in Korea and with India
-- provoked crises in the Taiwan Strait and border
clashes with the Soviet Union in 1969, and
narrowly escaped a preemptive Soviet nuclear
strike that year thanks to American intervention.
The party saved itself after Mao’s death
in 1976 only by completely abandoning his
extremist ideology and reversing his destructive
policies. Pro-market reforms and opening to the
West unleashed the nation’s long-suppressed
economic dynamism and transformed China from
a poverty-stricken land into an upper-middle
income country and an economic juggernaut.
Ideological flexibility enabled the party to
adapt and experiment with pro-growth policies.
Collective leadership restored peace and security
among the ruling elites while the end of mass
terror and growing permissiveness allowed most
Chinese people to live a life without fear.
In foreign policy, despite its ideological
animosity toward the West, Beijing’s pragmatism
and caution helped sustain a stable and
cooperative relationship with the West, in
particular the U.S., the only power that could
derail China’s march toward prosperity.
The implication of this reflective exercise is
obvious. Orthodox communist ideology, statesocialist economic policies, domestic repression,
one-man rule and hostility toward the U.S. were

“
Xi must point

out … that the
party’s first
27 years in
power under
Mao Zedong’s
rule were an
unmitigated
disaster

”

People pay their respects
on the 43rd anniversary
of Mao Zedong’s death
on Sept. 9.
Read more at asia.nikkei.com

responsible for the PRC’s catastrophic failures.
China has achieved stunning economic success
in the post-Mao era only because the party
learned the correct lessons from its failures and
adopted more enlightened policies.
Tragically, today the party has forgotten these
precious lessons. Since Xi came to power in late
2012, China has been regressing on all fronts.
Market-oriented reforms have stalled while
statism has gained ascendance. Social control
and repression have reached the worst level since
the death of Mao. Purges have returned with a
vengeance -- about 11% of the party’s Central
Committee members since 2013 have been
punished, most of them given long prison terms.
Hallmarks of Maoism -- ideological indoctrination,
one-man rule and personality cult -- have all
been resurrected.
Most worryingly, China’s ambitious foreign
policy has steered the country into a geopolitical
collision course with the U.S.
It is unimaginable that Xi will openly and
honestly reflect on the history of the PRC and
acknowledge the giant leap backward the country
has taken in the last seven years.
But if he wants to regain the confidence of the
party’s worried rank and file, reassure the Chinese
people and repair ties with the West, he will
have to perform this cathartic exercise when he
delivers his speech in front of Tiananmen Square
on Oct. 1.
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It’s about business,
not politics
China’s state-owned enterprises are not so
different from private companies

EDWARD TSE
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n the eyes of some politicians and media in
the West, Chinese state-owned enterprises
are little more than corporate vehicles
for carrying out Beijing’s policy agenda. This
perspective has led to calls to restrict SOEs’
investments and acquisition of other companies
and technologies.
This is a shortsighted view. Although I am from
Hong Kong, not mainland China, and am not a
member of the Communist Party, I have served at
different times as an independent board director
at four Chinese SOEs since 2006: Shanghai
Pharmaceuticals Holding; Baoshan Iron & Steel
(Baosteel); the holding company of carmaker

SAIC Motor; and currently, China Travel Service
(Holdings) Hong Kong.
In inviting someone like me to join their
boards, these companies sought an external
perspective to help ensure proper governance.
At no point before or during any board meeting
was I ever asked to vote a certain way. No one
tried to interfere with my professional judgment
on what would be good for the companies.
In all these years of board meetings, I cannot
recall any discussion that centered on serving a
certain political agenda. Rather, the discussions
were inevitably about business. Just as with a
large Western company, the talk was of revenue,
profit, market share, cash flow and returns on
investment and how to improve them.
Of course, government policy would at times
be a matter for discussion. Beijing has for some
years been pushing through a consolidation
of the steel sector, for example, so that issue
inevitably surfaced in deliberations when I was a
director at Baosteel.
It is also important to note that Chinese SOEs
are far from uniform in their governance or
outlook. For companies involved in sectors that
touch on national security, discussions about
the government’s agenda would be much more
natural than in consumer-focused sectors.
Other SOEs are tasked with providing public
services, such as infrastructure, health care and
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Ping An Insurance
Group has overtaken
state-owned peers like
China Life Insurance to
become the country’s
largest insurer.
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education. Notably, their evaluation of projects is
generally based more around addressing utility
for the public than a simple internal rate of return.
In open sectors like retail, consumer goods or
pharmaceuticals, however, Chinese SOEs have
to survive in perhaps the world’s most intensely
competitive market.
Many of these SOEs feel they are falling
behind their private-sector peers in innovation
and are under pressure to catch up or collaborate
with them. They are particularly concerned with
whether they can continue to effectively compete
as China opens up more sectors to private-sector
participation, especially by foreign companies.
Even in sectors like banking and insurance
where SOEs traditionally held unshakable
positions, they are no longer immune to
competition from the private sector. Consider
how Alibaba Group Holding affiliate Alipay and
Tencent Holdings’ WeChat Pay now dominate
online payments. With a focus on adapting
technology, Ping An Insurance Group has
overtaken state-owned peers like China Life
Insurance to become the country’s largest insurer.
Chinese SOEs do enjoy some advantages
because they are owned by the state, but
this is most true in sectors involving national
security or public infrastructure, like energy and
telecommunications. In such cases, the SOEs’
ownership of key assets and their protected
operating franchises are somewhat comparable to
those of public monopolies like water companies
or postal services in Western countries.
A number of them, such as telecommunications
infrastructure company China Tower, also benefit
from having other SOEs as their main clients.
Local governments in China also tend to favor
purchasing from SOEs based in their region as
a means of supporting them as employers and
taxpayers in the area.
Further, state companies have long had a
significant advantage in getting access to bank
credit from the SOE-dominated banking system,
but this has been changing.
According to Moody’s Investors Service,
SOEs accounted for 52.6% of outstanding bank
corporate lending as of Dec. 31, even though
they have been generating less than 40% of
overall output.
But after President Xi Jinping declared private
enterprise to be an essential part of China’s
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economic system late last year, the country’s
financial regulators pledged to widen access to
credit and financial support for the nonstate sector.
These changes are taking time to implement,
but policy is headed in the right direction and
technology is helping to take the place of
ownership in assessments of the creditworthiness
of individuals and small businesses.
Chinese SOEs also carry social burdens much
more often than private companies. As an SOE,
Baosteel had to invest considerable time and
effort to address the labor and community impact
when it shut down older factories in urban areas
to move to cheaper locations.
Until now, China’s parallel structure of SOEs
and privately owned companies has largely
worked well. As a whole, this duality has been a
source of resilience for China, not a drag.
Yet officials in Beijing have identified reform
of SOEs as an imperative. Of late, this effort
has focused on diversifying the shareholding of
many SOEs. This has included the introduction of
private capital in some cases.
To make mixed ownership reform a success will
require the establishment of proper corporate
governance structures and principles. The role of
the state agency that oversees SOEs will have to
shift over time from direct control to being one
among a number of shareholders. These changes
will help SOEs to be able to compete effectively
in China’s fast-changing and increasingly
innovation-driven environment.
Read more at asia.nikkei.com

“
In all these

years of board
meetings, I
cannot recall
any discussion
that centered
on serving
a certain
political
agenda

”

Baosteel’s factory
in Shanghai, pictured
in February 2005:
The company moved
part of its production out
of Shanghai in response
to the city’s efforts
to reduce pollution.
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The global economy will suffer if Asian nations
follow the US and erect more trade barriers

WILLY SHIH

T

Getty Images

Willy Shih is a professor
of management practice
at the Harvard Business
School.

he recent imposition of tariffs by the
Philippines on cement imported from
Vietnam has attracted a surprising amount
of attention. Some have suggested this is a sign
of contagion from those imposed by the U.S. and
China on each other and fear that other countries
are now following suit and dialing up their use.
Others ask whether we are all now hypersensitized to their use because they have become
the signature foreign policy tool of U.S. President
Donald Trump.
I would argue that the American approach and
what we are seeing in the Philippines are two
very different things, and that the former should
concern us very deeply.
Vietnam has been enjoying huge growth
in cement exports thanks to large production
capacity additions, and the Philippines seems
to be trying to hold back some of that wave

Workers load cement onto a boat at a factory
in Dong Nai: The recent imposition of tariffs
by the Philippines on cement imported from
Vietnam and Donald Trump’s wide-ranging
tariffs are two different things.
50

Nikkei Asian Review Sept. 30-Oct. 6, 2019

While Trump sends
tweets on his Asianassembled smartphone,
his introduction of
new tariffs means the
products that were
assembled across global
supply chains are going
to cost more.

Getty Images

Trump’s tariffs revive
the bad old days

from crashing on its shores and swamping
domestic producers.
Such use of tariffs is pretty common.
Sometimes they take the form of countervailing
duties meant to offset export subsidies, or
sometimes they are labeled “anti-dumping”
because the government believes the foreign
company is selling below what it charges in its
home market.
Developing countries often use them to shelter
industries at home to protect jobs and discourage
imports. In fact, the U.S. practiced this when it
too was a developing country.
The Tariff Act of 1789 imposed a 5% levy on all
imports, and Alexander Hamilton, America’s first
treasury secretary, was a strong proponent. He
felt that it would shield the country’s burgeoning
manufacturing sector and promote industrial
growth over the long term.
Tariff collections were the major source of
income for the U.S. government until the start
of the federal income tax in 1913. After World
War II, tariffs declined as the U.S. and other
Western countries shifted toward recognizing
the benefits of trade and emphasizing its growth
from a policy perspective.
Today Trump is playing a different game. He
is using tariffs as a foreign policy tool, and his
comments that the U.S. dollar is overvalued
reflect a somewhat simplistic belief that wideranging and relatively indiscriminate tariffs can
reset the terms of trade between countries.
That is why he not only tweets about the
impact of tariffs on China, but also wields the
threat of tariffs toward the European Union,
Japan, Canada, Mexico or anyone who happens
to wander into his line of fire.
It is revealing that he is willing to hold back
on some tariff increases on Chinese imports
until after the autumn and holiday inventory
stocking season, or that the administration will
accept appeals from domestic retailers as well
as manufacturers and make exceptions for those
who complain loudly enough.
This suggests to me that tariffs are being

used as a macro policy tool, much like it was
before the time countries started to recognize
the benefits of free trade and a more liberal
economic order, rather than tactically on localized
trade distortions. But it does make for exciting
and somewhat unpredictable news every day.
We have been living in a relatively benign
global trading environment over the last three
decades. Since the end of World War II and the
formation of the General Agreement on Tariffs
and Trade, led by the U.S., we have experienced
a great opening up of the world and a dramatic
increase in trade and economic growth globally.
While there have been tactical skirmishes, like
the “chicken tax” of the 1960s that led to a 25%
U.S. import tariff on certain pickup trucks, or
import quotas on Japanese cars into the U.S. in
the late 1970s, by and large we have seen tariffs
and trade barriers move out of the headlines
into what I describe as narrow focused issues
that mostly have their roots in protecting jobs in
specific domestic sectors.
Therein lies a great challenge. Most people
today grew up in this benign era, and do not
remember a world where there were high tariffs
and trade barriers. And since few were either

born or old enough at the time, they do not
remember the consequences of the SmootHawley Tariff Act of 1930, which raised import
duties by an average of around 20%.
This led to retaliatory tariffs from European
countries and a halving of imports and exports
that exacerbated the Great Depression. Instead,
most people simply take for granted the benefits
we all receive from an open trading system.
The benefits will not last if other countries
follow the U.S. and erect more trade barriers.
So even while Trump sends tweets on his
Asian-assembled smartphone through Chineseassembled servers using chips manufactured in
Taiwan, his pace of introduction of new tariffs
means the products that were assembled across
intricate global supply chains are going to start
costing more.
That will inevitably lead to price increases and
a slowing of economic growth. Somebody has to
pay for it, and ultimately it will be consumers.
Let’s hope other countries don’t follow
Trump’s lead and use tariffs as a blunt instrument.
We should all study more history. I worry that we
will have to learn some of those hard lessons
again.
Read more at asia.nikkei.com

“
Most people

simply take
for granted the
benefits we all
receive from an
open trading
system

”
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hina and Russia are openly
displaying their strengthened
military ties as a counterweight
to the U.S. These activities will not only
heighten tensions between the two
sides, but also deeply affect the security
environment of Northeast Asia. These
developments should raise alarms.
Chinese forces recently participated
in Russian-hosted large-scale military
exercises for the second year in a row.
China sent 1,600 service members,
along with fixed-wing aircraft and
helicopters, according to Chinese media.
The drills in southwestern Russia ran for
six days, ending Sept. 21.
China pledged at the Communist
Party congress two years ago to
have military modernization basically
completed by 2035. It had earlier set
a goal of a world-class military by the
middle of this century.
Chinese military expansionism,
symbolized by outposts in the South
China Sea, has awakened strong
misgivings in the U.S. and contributed
to the increased pressure on Beijing.
Standing behind the escalation of the
Sino-American trade war, which has
incorporated the battle for technological
supremacy, is the hard line of President
Xi Jinping’s government.
China released its first defense

China and
Russia’s
military tieup deserves
closer
scrutiny
Joint military exercises
indicate alarming shift
in alignment

white paper in four years this summer.
The document singles out the
“comprehensive strategic partnership”
with Moscow and mentions Chinese
participation in Russia’s Vostok strategic
exercise in Siberia around last fall.
Xi’s administration is considering

collaborating with Russia to develop
technology with possible military
applications. At a mid-September
summit in St. Petersburg, Chinese
Premier Li Keqiang and his Russian
counterpart agreed to expand
cooperation in such high-tech fields as
artificial intelligence and robotics.
Russia’s wealth of knowledge in
military tech, when combined with
China’s aptitude for technology
development, would pose a significant
threat to the U.S. and risk ratcheting
up tensions further. All sides should
practice restraint.
But the honeymoon between Beijing
and Moscow is not certain to last.
China is busy expanding its influence
in Russia’s backyard of Central Asia.
There, complex gamesmanship is afoot.
Russia remains wary of a China that has
become an economic power it cannot
compete with.
These developments have an
enormous impact on Japanese national
security. Russian and Chinese military
aircraft have conducted their first joint
patrols over the Sea of Japan and the
East China Sea. Tokyo needs to fully
analyze the facts behind this major
shift, then develop measures to counter
the threat while working closely with its
ally Washington.

AP

A Russian tank fires during a military exercise
near Novosibirsk, Russia, on Sept. 19.
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Home sweet Hiroshima
Compact and with nature on its doorstep,
this Japanese city offers big business potential
and high quality of life
KENJI HALL Words, KOHEI TAKE Photography

F

rom the window of his secondfloor office in downtown
Hiroshima, Kengo Nakamoto
has a view of the spot that put his city’s
fashion-retail sector on the map. Six years
ago in Fukuromachi Park, Nakamoto
organized a two-day open-air market
called The Trunk Market that brought
together fashion and stationery brands,
chefs, coffee roasters, architects and
record shops. It was a pivotal moment
for an area that had previously been best
known for its multilevel car parks.
“A decade ago nobody wanted
to touch this neighborhood,” says
Nakamoto, who moved Ref., the first of
five clothing and lifestyle shops, to this
low-rise area of overhead power lines
and narrow streets in 2008. “People from
this region used to travel to other cities
to shop. We changed that by building
a street-level retail culture here.” The
Trunk Market is now a biannual event
with 60 stalls that attract crowds of
more than 20,000. Its success helped
Nakamoto persuade A.P.C., Undefeated,
Atmos, The North Face, Patagonia and
others to open shops near the park.
Hiroshima is an outlier. It’s far from
Tokyo -- four hours on the Shinkansen
-- and the nearest major international
airport (Kansai, near Osaka) is a threehour train ride away. Perched on a delta
that empties into the Seto Inland Sea,
the city has a population just shy of
1.2 million. Its lack of density makes
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it manageable and everything moves
slowly: the old-fashioned trams, the
traffic, the pedestrians. The buildings
could use a spruce up, the riverbanks
are a little overgrown and even the
okonomiyaki (Japanese pancakes)
-- Hiroshima’s soul food -- are a messy
hodgepodge. Yet these qualities lend
charm to a place that sees no need for
breakneck development. This -- and its
history (it’s one of two cities on which the
U.S. dropped an atomic bomb) -- is what
13 million visitors come for each year.
Entrepreneurs looking to get a start in
the hospitality business couldn’t ask for
a better setup.
Two such people are Toshiyuki Ochi
and his business partner Keiichi Moto,
who set up shop and restaurant Engawa
a year ago in a former warehouse in the
city’s busy industrial port. Ochi, who has
a construction business, and Moto, a
professional photographer, have done
wonders with just 2 million yen ($18,500)
in low-interest public loans and funding
from banks, creating an elegant space of
private tatami-mat rooms and wooden
furniture. “We are targeting people who
are looking to discover something new,”
says Moto. To fill the shop they scoured
the region for little-known artists and
brands and picked their favorites: knitted
scarves, sun-dried soba noodles, ceramic
bowls, green tea and honey. “We
wanted everything to fit the lifestyle,
terrain and climate of the islands and the
Nikkei Asian Review Sept. 30-Oct. 6, 2019

Shop and restaurant Engawa.
Shinhakushima Station.

Top: Staff at Obscura
Coffee Roasters.
Middle: Sketching out the
future at Hankura Design.
Bottom: Sumire, left,
and Masafumi Shimatani,
with their children.

Running by the Ota River.

Read more at asia.nikkei.com

towns bordering the Seto Inland Sea,”
says Moto. “People from all over the
world come to Hiroshima. Its port is the
gateway to the inland sea region. We are
trying to connect the two.”
Elsewhere, in the city’s northern
foothills, live Masafumi and Sumire
Shimatani, the founders of Hankura
Design. They got together at university
but only decided to launch their
own business in 2013 after a decade
of working for others. Their fourperson operation has produced many
handsome shops and restaurants, coffee
kiosks and homes around the region.
The Shimatanis are about as rooted
here as anyone you’ll find. Masafumi,
from nearby Onomichi, has never been
abroad and doesn’t have a passport,
while Sumire is a Hiroshima native.
For them this is a dream location. “It’s
convenient to work on projects almost
anywhere in Japan’s western region,”
says Sumire. It’s also a great place to be
an architect thanks to 560,000 hectares
of cypress, cedar and red-pine forests
and some of the country’s most skilled
carpenters, woodworkers and furniture
makers. The Shimatanis laud Hiroshima’s
efforts to support entrepreneurs with
subsidies and a downtown office
with a library, workspace and printing
machines, plus a back room for seminars.
But what they really want is somewhere
to meet other young creatives and urban
thinkers. They’ve created a proposal for
a private lounge that will be part of a
downtown hospital-cum-hotel renovation
project opening before the end of the
year. “There isn’t anywhere like this in
the city at the moment,” says Masafumi.
For some it’s the proximity to nature
that makes Hiroshima such an attractive
place to live and work. Coastal diving
spots, pristine fishing holes and forest
hiking trails are all within an hour’s drive.
Farms and orchards blanket the northern
mountains and neighboring islands,
while the coastline is Japan’s top oysterproducing region.
At what might be the city’s most
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STARTING OUT
Population: 1.2 million
Average rental price: 61,200 yen ($565)
Average salary: 4.6 million yen ($42,600)
Nearest airport: Hiroshima Airport serves 5 domestic
and 7 international destinations
Time it takes to register a business: 1 week

Striding
out of the
shadows

Staff at lifestyle shop Ref.

In a once-closed society,
Myanmar’s pioneering ‘tomboys’
embrace their gender identities
EMILY FISHBEIN Contributing writer

YANGON In seventh grade, at school in a small town five
hours’ drive north of Yangon, Jel Li developed a crush on
another girl. Confused, she wrote her feelings down, but then
burned the paper. “I felt I was abnormal. ... I didn’t know what
was happening to me,” said Jel Li, who has now adopted a
transgender male identity. “Every day, I hoped I would change.”
Jel Li’s life changed in 2012, when he was 19 and the

This report first appeared in Monocle’s new
annual, The Entrepreneurs. To find out more
about the magazine and to subscribe, visit
monocle.com.

Ref.’s quirky lineup.
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The slower pace of
life is a gift to anyone
looking to do business
slightly differently, with
plenty of gaps waiting
to be filled by savvy
entrepreneurs. A reliably
high visitor count means
that there are always
new customers to win;
housing stock is slightly
neglected but has plenty
of potential. The ease
of access to nearby
coastline, forests and
farms is hard to beat
and provides plenty
of chances for work
and play.

Emily Fishbein

WHY IT WORKS
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hidden breakfast spot, Home Run
Shokudo (you get to it by climbing
the stairs at the back of a garage on a
residential side street), Kana Akutagawa
is busy serving pescatarian meals with
okayu, a rice dish.
She opened in 2017 and uses
ingredients mostly from farms and
producers around Hiroshima; her shelves
are crammed with jars of pickled plums
and peppercorns, homemade miso and
preserved fruits from past years’ harvests.
“I rely on a small vegetable dealer near
where I live. The elderly couple who
run it get their produce from farms just
north of here. I love going there because
they have taught me a lot about how to
prepare and preserve vegetables.”
It’s the kind of story that you’re likely
to hear in small towns and villages
around here. “What I love about
Hiroshima is that it’s a city but with just
enough of a countryside streak running
through it,” says Akutagawa.

I searched on
Google and I
saw people like
me. ... Since
then, I have
accepted myself
for who I am
Jel Li
Jel Li, 27, used to be ashamed of his gender identity, but now
leads Yangon’s first organization for trans men and tomboys.

Paing Soe San says he does not subscribe to the belief
perpetuated by some Burmese Buddhists that being LGBT
is the result of a transgression in a past life. Instead, he prefers
to focus on the Buddhist concept of loving kindness.

internet became widely available after years of suppression by
the military regime. “I searched on Google and I saw people
like me,” he said. “Since then, I have accepted myself for
who I am.”
In addition to identifying as a trans man, Jel Li is part of
a growing number of people in Myanmar who identify as
“tomboys.” Biologically female, tomboys wear short hair and
dress in a masculine style. Most prefer to go by masculine
pronouns; some also identify as transgender men or lesbians.
The term “tomboy” relates to gender identity rather than
sexual orientation; however, tomboys interviewed by the
Nikkei Asian Review said most are attracted to women.
A Burmese-language online chat group for tomboys
and trans men attracted 1,400 members in just six weeks
since it was established in early August, but the number of
people identifying themselves in this way is likely much
higher, according to Htar Htar Thet, a trainer and activist on
gender issues.
Hla Myat Tun, deputy director of the LGBT organization
Colors Rainbow, said the environment for LGBT people in
Myanmar is “getting better as far as public awareness and

Read more at asia.nikkei.com
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Min Min

Min Min, 26, and part of Myanmar’s Muslim minority, said his father
never hesitated to accept his new gender identity and call him “son.”
He wears a male longyi to his work at a media company, where his
colleagues call him “brother.”

social acceptance.” Even so, he added, the Burmese-language
LGBT lexicon remains limited primarily to derogatory terms.
Myanmar’s legal framework is also among the most
conservative in Southeast Asia in relation to LGBT rights.
Changes of legal gender are not permitted, and a colonial-era
law prohibits “carnal intercourse against the order of nature,”
although it is rarely enforced. A National Youth Policy enacted
in 2018 includes anti-discrimination clauses to protect LGBT
young people, but Myanmar has no general anti-discrimination
law that mentions LGBT people as a protected group.
In June, a 26-year-old gay librarian at a public university
died by suicide after posting screenshots
documenting harassment from colleagues.
A government investigation exonerated the
university and its staff and called the librarian
“mentally weak.”
Some people
This case brought attention to the social
call me brother;
and institutional challenges that gay men face
some people
in Myanmar. The challenges faced by trans
women -- often stereotyped as beauticians,
call me sister;
fashion designers and “spirit mediums” known
and some
as nat kadaw -- have also gained some public
people just
attention. However, tomboys and trans men
have so far remained less visible, according to
call me [by
Hla Myat Tun. In 2018 Jel Li and three other
my name]
tomboys established their own organization,
Rainbow Six, to advocate and raise awareness
about the issues they face.
Thar Thar
Most of the tomboys interviewed by Nikkei
said they felt Myanmar society was generally
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Thar Thar, 26, covers
his fitted female
uniform with a loose
jacket at his work
at a private hospital.

Courtesy of VK Photography Burma
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moving toward acceptance. “There are many of us going this
way; now people know what tomboys are,” said Thar Thar,
a 26-year-old private hospital employee. Min Min, 26, who
works at a media company, added: “The people who look
down on us have decreased. ... People see bigots as the bad
ones these days.”
Some tomboys said their parents accepted their new gender
identities, even calling them “son.” “There wasn’t much
pushback against me. ... [My family] said I can live the lifestyle
I want,” said Thar Thar.
However, others said their parents saw their tomboy
identities as a phase. “My mother always told me when I grew
up, not to act like a man,” said Jel Li. “She thinks I will change
one day.” University student Ah Theint, 17, said his mother
continues to hope he will return to identifying as female, and
gave him women’s clothes and cosmetics as a high school
graduation gift.
Tomboys said they constantly adjust according to their
surroundings. “Some people call me brother; some people
call me sister; and some people just call me [by my name],”
said Thar Thar, who goes by a female identity at work but
a male identity at home and socially. Min Min, who is called
“son” at home and “brother” at work, but attended a
state-run girls’ high school, said that if someone questions
his identity, he always responds with: “Yes, I am a girl, so
what?” Sometimes, he added, “I still define myself as a girl
to avoid trouble.”
Government schools and many jobs in the public and
private sector require gendered uniforms, including a fitted
blouse for females, which the tomboys said they cover with
a jacket. Paing Soe San, 24, who volunteers as a trainer and
public speaker on LGBT issues, quit his first office job because

Emily Fishbein

The people who
look down on us
have decreased.
... People see
bigots as
the bad ones
these days

Emily Fishbein
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I always say
I’m a trans man.
... I don’t like
to hide it

Cap

Paing Soe San

Paing Soe San, 24, models
a Burmese traditional male
longyi. He says he is proud
to identify as a trans man.

he was required to wear a female uniform. He said some jobs
do not allow tomboys to apply for male-designated positions,
while others require tomboys to accept a male workload but
pay them lower, female wages.
Some trans men use the male sex hormone testosterone to
match their physical characteristics -- such as voice tenor and
muscle, fat and hair distribution patterns -- to their gender
identities. Those interviewed by Nikkei said that in Myanmar,
injecting testosterone is common among tomboys, who
purchase it online and learn how to inject it from friends.
Paing Soe San, who has been injecting since he was 20, said
he deliberated for years before buying his first dose. “When
it was in my hand, I considered whether to inject or not,”
he said. “I went back and forth again and again.” When his
mother expressed concern about medical risks, he told her:
“I don’t want to live in a way I don’t like until I’m 80. I want to
live in a way that makes me happy.”
However, Paing Soe San said it is hard in Myanmar to find
doctors who are sensitive to LGBT people and qualified to
advise on testosterone injections. “People search online but
information is not exactly sure, so people listen to each other.
... No one exactly knows the details about the benefits and
risks.” He said if there were available specialists, tomboys
would go to them.
Tomboys and trans men also face many challenges in

Myanmar in relation to their faith. Min Min, who is Muslim,
is accepted by his family as male but prays at home with his
mother rather than going to mosque with the neighborhood’s
men. Within Buddhism, the majority religion in Myanmar,
serving briefly as a monk is a rite of passage for most males,
while some females serve as nuns. Thar Thar said he wears a
male longyi, or sarong, when visiting pagodas, but served as
a nun instead of as a monk. Paing Soe San always wanted to
serve as a monk, but noted that due to strict religious rules,
“I have to be a nun.”
Some Buddhists in Myanmar believe that being LGBT is
the consequence of a sexual transgression in a previous life.
Paing Soe San believes this interpretation can be harmful,
and that there should be more focus on the Buddhist concept
of “loving kindness” toward LGBT in his society. “I did not
choose to be LGBT. ... The Lord Buddha gave me just this
body and life,” he said.
Paing Soe San had his breasts removed in 2017 in Yangon,
and has since modeled for magazines and featured in several
video interviews. He said the response to his views has been
overwhelmingly positive and that he now has more than
30,000 Facebook followers. “I always say I’m a trans man. ...
I don’t like to hide it,” he said. “Our gender identity and
sexual orientation are nothing to be ashamed of; it is just
the way we are.”

Read more at asia.nikkei.com
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Censorship,
apathy and
China’s ‘bare
branches’

AVTAR SINGH

Hiroko Oshima

“I

f you come here rescuing
kidnapped women, we won’t have
any wives left! Pull harder!”
So speaks a character in Chinese
author Jia Pingwa’s novel “Broken
Wings,” flavorfully translated into English
this year by Nicky Harman. A policeman
and a journalist have accompanied a
woman into the Loess Plateau of northcentral China. The woman has traced
her kidnapped daughter, Butterfly, to a
village there, where she has been sold as
a “wife.”
It is a rescue operation, but the
villagers fight back ferociously, ignoring
the gun the policeman waves at them.
It is a stunning repudiation of the state’s
authority, as the men of the village assert
what is to them an older, more basic
right: to have families.
Butterfly’s body is caught between
her captors and her rescuers. Her shoes
and trousers are pulled off in the melee.
We see this happening earlier in the
book as well, as Bright, the man who
paid for her, is goaded into raping her by
the other men of the village. But Bright
is the only one who has intercourse with
her. Butterfly is not a whore, after all. She
is Bright’s wife.
This is a difficult book. Jia’s trademark
humor and ear for the cadences of rural
speech make no attempt to disguise
the sexual and other violence that runs
through “Broken Wings” like a throbbing
vein. That he explicitly attempts to
humanize Butterfly’s captors is even
more problematic.
Jia states in an afterword that he
seeks to place the criminality of the
villagers in context. Bright, like the other
men in his village, is a “bare branch,”
left without women to marry. Gender
prejudice, sex selection and decades
of the now-defunct one-child policy are
contributing factors.
But Jia sees a larger phenomenon,
that of unchecked rural flight to the cities:
“No one mentions the fact that the cities
have plundered wealth, labor power and
women from the villages. ... These are

the last villages in China, and the men are
probably the last bachelors too.”
The move from a primarily rural
population to an industrial-urban one
is state policy in China. Is the state to
blame, then, for these “bachelors”
kidnapping and raping their “wives?”
Jia is a popular author in China. His
books have been feted by critics and (at
times) banned by the state. That he has
written so openly about issues that many
powerful people in his country would wish
to remain unsaid is part of the complex
legacy of the Cultural Revolution.
“Scar literature” explicitly dealt
with the horrors that particular fracture
wrought in Chinese society at every
level. Since then, newcomers to China
and its arts have often been dumbstruck
by how openly certain issues have
been addressed in this most diligent of
surveillance states.
But that long thaw is now over. In
recent times, academics who have
Nikkei Asian Review Sept. 30-Oct. 6, 2019

spoken against the government or its
policies have been demoted or fired.
Artists and writers are discussing selfcensorship again. Music promoters
mutter darkly about visas being denied
to performers. You wonder if authors like
Jia will be able to keep writing with the
relative freedom they have enjoyed up
to now.
As the chill deepens, anxiety hovers
ever closer to the surface. But an equally
significant proportion of Chinese society
does not seem to care.
You can point to material prosperity,
or anxiety over losing it, as a rationale for
what can only be described as a national
turning away. Growing nationalism also
plays a part, in the face of a trade war
and increased international scrutiny -unjust, in many Chinese eyes -- over the
situations in Hong Kong and Xinjiang.
An example of this ability to ignore
what is inconvenient is revealed in a
recent study into internet behavior and
attitudes toward censorship by scholars
from Peking and Stanford universities.
They concluded that their group,
young college students in Beijing,
knew their everyday digital access was
controlled and censored. But it did not
matter enough to the students for them
to demand better information. In effect,
these young people, the supposed
cultural and intellectual elite-in-waiting
of the new China, had been trained to
only want what was available.
Writers like Jia, who bring stories
like Butterfly’s to the mainstream, help
to stem that tide of indifference. But
those stories need to be read, and
their availability is under threat. Soon
the problems of people like Bright and
Butterfly will be too distant, too remote
from the cities where most of China’s
people now live.
In winter, you just take bare branches
for granted.
Avtar Singh is a Europe-based writer who
formerly lived in Beijing. His latest novel is
“Necropolis,” set in New Delhi.

