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Abstract: In this article, we will be concentrating on the international business between China and the US in the media field. First of all the author is going to talk about the changes that has taken place in the media industry between China and the U.S., questions will be raised about why this is happening and why it is happening now. Then the classical theory and the Heckscher-Ohlin theory regarding the international trade will be introduced, which will construct the underlying logical explanation for this article. Then the author is going to use this two proved theories as fundamental laws to attest the inevitability of the trade in a particular industry-media between the United States and People’s Republic of China. Finally, some implications and predictions of the trend will be talked about.

Fact Sheet-1:

The People’s Republic of China is the most populous country in the world with more than 1.3 billion people, it has opened its gate to trade with the rest of the world since 1978. And because the international and the national reformism have tremendously exploited the productivity, the Chinese economy has steadily gone up with an average growth rate of 7.8% a year since 1997. The National Income (Gross Domestic Production) is 1.21 trillion US dollars in 2002 while the GDP of the U.S. at the same time is around 10 trillion US dollars. With its economic miracles even during the global hard time, China is estimated to overcome France to become the 6th largest economic entity by 2005 and double its 2002’s GDP by 2010. 

Secondly, China has the largest TV market in the world in terms of the audience. Statistics tell us that 99.3% of the households in China own TV sets and every 100 households have 140 TV sets, 95.7% of which are color TV sets. The market has 328 million households; 9.5 million of them have access to cable or satellite TV channels. The commercial capacity in 2002 is estimated to be around 26.5 million US dollars. Also because of the strict political restrictions, the media market is still generally supposed to be closed, which also can be interpreted to be intact for competition. 

Under these circumstances, it is no wonder that China has become the last “delicious icing of the cake” left. The media giants of the west almost all have their pan-Asia strategy. The world famous News Corporation led by Rupert Murdoch has been negotiated with the government of China for more than 10 years in order to get on air in China. This group had been in stiff relationship with the Chinese Communist Party (CCP) because of its standpoint at the Tirana’s Men square event in 1989. However, it was not long before the group decided to change its opinion upon the Chinese regime; all of the outlets owned by News Corporations stopped to criticize the Chinese political policies to pander the party bosses. Why did they do that? Obviously they are sacrificing their journalistic impartiality to win the Chinese authority. And finally it was paid off!

In late 2001, China granted News Corporation the right to air Star Satellite TV to households in Ugandan province in southern China in exchange for News Corp beaming CCTV-9 to the United States market via its network. In early March 2003, Murdock’s ambition to conquer the mainland's television market moved a step further, when a letter from the state broadcasting regulator approving STAR Group's plans to beam its Chinese-language channel Star TV to select areas nationwide.
Almost at the same time, AOL Time Warner Inc announced its CETV (Chinese Entertainment TV) would be distributed to cable television subscribers in the Southern region of the People's Republic of China. According to Minister Up Gang Chun, Director of China's State Administration of Radio, Film and Television (SARFT), "this is the first time for a foreign TV institution to be granted cable TV carriage rights in Mainland China." At that time, there was a huge reporting on that event, both in China and overseas, saying this was an historical moment in China’s media industry that ever been. 

In early 2003, Murdock’s Star TV expanded its landing rights in Mainland China, enabling it to be available nationally in three-star and above hotels, and in foreign and overseas Chinese compounds. Also, Murdock’s Phoenix Info News Channel received landing rights in Mainland China. 
The above is only a scheme of the great changes taking place on one of the oldest lands in the world recently, and more dynamically, the legend is still in the process of getting into the final shape. This is very exciting, isn’t it? I remember my friends and I went to another friend’s to watch western programs because he had illegal satellite access. People in China are just eager to watch something different. Also because of the bilateral agreement, I happened to watch China Central TV Station (CCTV)’s program when I was on a trip to Austin, which is not a very Asian-intensive city, so I am confident to estimate that outlet is more powerful in other areas in the America, such as Southern California and New York, which both has a very huge Chinese population. In a word, business is expanding magically and it is very likely to be a win-win situation. 
However, question remains: why did these happen? Depending on your understanding of China, you may ask: 

1, People’s Republic of China is a communist country to a large extent and the government controls the media as propaganda and the foreign investment is prohibited from getting in this area.
2, Although China has entered WTO a couple of years ago after 15 years’ painful negotiation, the agreement didn't push it to open its media market in the near future (5-10 years). So how would it do that voluntarily? 
To fully explain these questions and test the hypothesis, the author is going to introduce the two theories to you—the classical theory and the H-O theory. Please note that these two theories are not used specifically in the media industry, they are thought to be the theoretical explanation for general international trade and how these trading can add to global welfare. Therefore, they can also apply to this specific field. 
Absolute Advantage As a Basis for Trade: Adam Smith’s Model
The classical theory of international trade was developed by Adam Smith in his famous book The Wealth of Nations, published in 1776 and modified by David Ricardo and other economists. 

Absolute advantage means the ability of a country to produce a good using fewer productive inputs than is possible anywhere in the world. Here is an example. Suppose Country A and B are both producing goods S (Soybeans) and T (Textiles) and they both have fixed input/output ratios. In particular, the numbers in the table reflect the hours it takes to make 1 unit of output of a certain good in a certain country. From Table 1, we can see that country A can produce S in less time than country B, so A is said to have an absolute advantage. By analogous reasoning, in this example B has an absolute advantage in the production of T.

Adam Smith argued that the proper international division of labor would be one where countries specialized in the production of goods in which they have an absolute advantage. In this case, country A should concentrate on the production of S, and country B on the production of T. 
Table 1^ Absolute Advantage as a Basis for Trade
	
	Country A
	Country B

	Soybeans
	3
	12

	Textiles
	6
	4


^Numbers in the table denote labor require to produce one unit
Consider what happens if they follow this track. Please refer to Table 2, one unit of T reduced in A would free up 6 hours of labor. Let them move to industry S, with 6 hours of labor, the output of S would increase 2 units. Similarly, let’s move one unit of S in country B to T industry, which would lead to 3 units of T. For the world world, the output of S is increased by 1 unit and T by 2 units. Thus, we see the benefits of an international division of labor. Without using anything new, we are better off! This simply means that each country should concentrate on the most efficient goods.
Table 2 Per Unit Gain from Specialization When Country A Moves to Specialize in Soybean (S), and Country B in Textile (T)
	
	Per Unit Gain

	
	In Production of S
	In Production of T

	In A
	+2
	-1

	In B
	-1
	+3

	In World
	+1
	+2


Comparative Advantage as a Basis for Trade: David Ricardo’s Model:

A question may still be bothering you: what if one country has absolute advantage in both goods? As Ricardo later pointed out, countries should specialize where they have their greatest absolute advantage. Consider the example in Table 3; here we can see country A has an absolute advantage in both goods! However, these absolute advantages are not identical. In particular, A is 4 times more efficient in the production of S while only 4/3 more efficient in the production of T. Because A’s greatest absolute advantage is in the production of S, it is said to have a comparative advantage in S. Likewise, because B’s least absolute advantage is in the production T, B is said to have a comparative advantage in T. 
Table 3 Comparative Advantages as a Basis for Trade
	
	Country A
	Country B

	Soybeans
	3
	12

	Textiles
	6
	8


Thus, each country will move to the area of its comparative advantage. Like what we have seen before, 1 unit loss of T in country A which is 6 hours’ labor will lead to 2 unit of gain in S; while in country B there will be extra 1.5 units of T in the expense of 1 unit loss of S. 
Table 4 Per Unit Gain from Specialization According to Comparative Advantage as A Produces More S, and B Produces More T 

	
	Per Unit Gain

	
	In Production of S
	In Production of T

	In A
	+2
	-1

	In B
	-1
	+1.5

	In World
	+1
	+0.5


The Heckscher-Ohlin Theory in International Trade
Compared to the classical theory, the HO theory seems to be more empirical and easier to understand though it was also perfectly proved in economics. Heckscher and Ohlin argues that a country will be able to produce at lower cost (and therefore have comparative advantage in) those products whose production requires relatively large amount of the factors of production (also known as factor endowment. e.g. labor, land, capital, natural resources) with which the country is relatively well endowed. For instance, countries with relatively large amount of land relative to other factors (e.g. Australia) will have a comparative advantage in producing goods that require relatively large amount of land for efficient production (e.g. wheat).

Questions again:

After these lengthy and boring theories, you can rest at ease now. You may still ask: what’s the relationship between these old old theories and our business? I still don’t understand why would American media go to China, and moreover, I don’t understand why it is now.

Deduction to Our Cases

By now we have covered the two theories, the all purpose of doing this is to test the inevitability of the international trade between China and the US in the media industry.

Firstly, I want to address that according to the classical theory, we can see that US has comparative advantage in media production. Why? Firstly, the US has more skilled workers in the media industry, employees are highly educated and trained, organizations such as Hollywood studios and TV networks are well organized; in a word, professionals in the United States can accomplish a mission better and in less time.

Secondly, the media production is an assembly-line production to a large extent. For example, in the movie industry, people have invented an array of genres such as western, comedy, thriller and so on after developing for nearly a century. These genres make it easier for workers to produce new goods and make the goods more homogenous just like what people do on an automobile assembly lines. 

Thirdly, the US has the most advanced implementation of high technology. As we all know, media production was born on technological innovation, they are great inventors not great directors who made everything possible for us. At the turn of the century, we see the production has become more and more dependable on new technology: shooting has become largely digital, and so does editing, the innovation has made the production and post-production process faster and easier. Also with network infrastructure, people now can transmit media data by optical fiber or satellite, for example, reporter in Iraq can be immediately seen by people back home by satellite rent by the TV station. In addition to that, the fast diffusion of web has made web publishing and communication extremely cheap and effective. We can frequently see TV stations publicize their websites as the main way to interact with the audience. Therefore, because US is a technology prevalent country and technology is one of the key factors of superior productivity, moreover, US media worked are well equipped with these technologies.

Fourthly, we have to take economy of scale into account. To make it simple , the economy of scale just means you have to take more resources when you produce your first product, and the marginal cost will become less and less as your production goes on. First example, it will take 4 hours of labor to produce the first chair, then as you get more familiar with the carpentry, it will take you only 3 hours to do the second, and 2 hours 45 minutes to produce the third, so on and so forth. 

Similarly in the media industry, it takes a lot of resource to do the first show. It is easy to understand that you have to get everything into place before your first show, such as studios, shooting environment, scripts, talents and everything else. Things will naturally go easier after the first show. Therefore, we can understand why before we got into the cable era there are only 3 big networks. These giants had simply ruled their weaker competitors out of the business. The same analysis can go to the distribution area.

We can conclude that US has comparative advantage is the media production, which means US takes less time in producing a same media good. So according to the classical theory, US should export media goods to China among other goods in which it has advantage, such as high end computing machines. We should note here that US maybe also has absolute advantage in producing goods that it imports a lot from China such as toys, bicycles and footwear, but because it has more advantage in goods like movies, it will export movies and import goods like toys.

Now we can come to the second theory—the H-O theory. What we want to prove is that the US is a capital-abundant country while media production is a capital-intensive industry. It is a quite intuitive result, isn’t it? 

Both media production and distribution is a capital-intensive industry. Based on my personal experience, you do need offices, warehouses, cameras, shooting kits, editing machines, studios, writers, talents, managers and salesmen, to name just a few, to form a little production. Almost all of these are relatively expensive, you do need capital to start out your little business. From a macro scope, we can see that in 1990 the US GDP was $5793.5 billion, while China was only $387.7 billion. Therefore, the US should export capital-intensive goods to China such as media goods. 

On the other hand, because China is a relatively labor-abundant country, it is supposed to export labor-intensive goods to the U.S. and the rest of the world. And that is exactly what it has been doing for several decades, today China is the No. 1 exporter to the U.S. in term of several categories of labor intensive goods such as footwear and bicycles. I would like to note here, because of this international trade, both countries have been beneficial from that, the American people have been able to consume more quality goods for less money because China has cheap and mass labor, the prices of its exports are relatively low; on the other hand, the receipts China received from the US and other countries have greatly expanded its working opportunities, thus solving the problems of its large working force newly-released from the hinterland. So it is largely a win-win situation. 
Implications: It is such a different topic

In the field of international trade, we all know that media industry is a particularly sensitive field unlike other fields such as food, apparel, toy and so on. Media forms such as TV, film and radio have the characteristics of aesthetics and social impact besides commodities. And special point should be able to explain why the Chinese government has always been hesitant to open its media gate when it has made been so capitalistic in other fields. 

Most of the countries have special institutions and trade barriers to regulate the import and export of media products. These institutions are like FCC (Federal Communication Commission) of the U.S. and SARFT (State Administration of Radio, Film & TV) of China; the barriers are such as tariff and a series of NTBs (Non-Tariff Barriers), namely quota, export subsidy, safety standards and so on. In the case of the People’s Republic of China, as a newly developed market economy, besides these common barriers, it traditionally has very strict control over its media outlets. The government owns all of the TV stations, most of the radio stations, some mainstream newspapers and magazines. Even those, which are now privately owned, are relatively newly released and are still subordinate to the state’s supervision. The government still has overwhelming censorship on movie and TV industry no matter they are from domestic or foreign sources. I shall say that all these are done from a perspective of propaganda. Although China has joined the WTO (World Trade Organization) in the late 2001, it has not promised to open its media market to foreign product or investment in 15 years. All of these facts show us that China is not unique in the control of media, just far more strict and obtuse.

For another thing, unlike other homogeneous products such as coke and computers, the popularity of media goods always has something to do with people’s different tastes and different countries’ different social structure. We have addressed this point already but I want to stress it again: as media have the characteristic of aesthetic and social institution as well as commodity, and this point make it stand it out from a throng of other product. For example, how could you imagine Seinfeld to be equally successful in an Arabic country? ==^-^==

As a result, we can safely say that the key point for foreign investors in the media industry must be different from other industries. Again, here we are diverting from any definite estimation because this sector is based on my fairly short working experience in the media industry in China. First of all, they must have western programming innovation. Modern audience are easy to fed up with a particular genre in a few years. For example, western used to be prevalent on TV and everybody was watching that, but now, as you know, American people have changed their watching preference. As time went on, scholars have found that the span between an old genre and a new one is getting smaller and smaller, which means the audience are becoming more and more volatile. Consequently, the US media industry is good at introducing and promoting new styles. We have to notice that this kind of ability is also one important element of productivity, I think it is similar the research and develop ability in the high tech industries. 

Among many styles, reality TV is a relatively new member to the family, it is proved to be dramatically successful and profitable considering its low cost. However, the fact you may do not know is that Survivor is also very popular in China. People in China have developed the custom of watching TV for more than 20 years and a large portion of them also indulge in watching TV as many Americans do. But unfortunately, the Chinese industry is not that capable of developing and making new programming paradigm. Here we go, this is exactly a large opportunity for American media giants. As we have already seen, the success of Survivor is by no means another coincidence, but inevitable. 

Another example is the gambling programs like the Millionaire, it went into China by another means. The China Central TV Station bought the intellectual property of the program and developed into a local form, named Lucky 52, which also turned out to be extremely successful. It has been on the top rank programs for a long time, at lease before I came to the US. In the international trade, we have a terminology—“Import Substitution Policy”, which means the developing countries may have a system of supporting their own industries in the areas which foreign ones are originally supposed to prevail, there are certain policies involved. We can see the “Buy Copyright” deals as one kind of “Import Substitution Policy”. Regarding this point, ideas and legal systems are most important, international programming exchange channels should be constructed and formulated. 

Secondly, foreign investors should take advantage of their quick and reliable sources that Chinese local outlets don’t have yet. For instance, Star Asia and Fox news & sports both belong to the News Corporation, so they should be able to share limited news resources, especially when breaking news happens such as 911; also multinational companies have more access to internationally renowned panelists or scholars, so I think it would be helpful if they can also share their elements. 

Thirdly, these are another three things we should bear in mind when doing business internationally: local, local, local. To learn from other winners, we can see that almost all of the managerial employees in McDonald China are from Asia, let alone to say waiters and part-time workers. This comes doesn’t simply to cut costs, also because local people know more about the local business and other important issues such as government relations. As in the media business, this point is even more important as China is basically a more mainstream society than the US, conformity is much more weighed there. You can’t expect a TV program with too many western elements can succeed. They must be adjusted first. 

By now, AOL Time Warner has already set up studios in Shanghai and begin their own shows with largely local crew and talents. However, although this is very likely a common sense, not many practices turn out to be very effective. The reason is that in China, the state-owned media outlets are still the most profitable and the most steady to work in. Also working there means a lot of “invisible welfare” for you, such as feasible gray income and people’s high respect. Therefore, it could be hard for the foreign investors, who are not supposed to overcome red ink for the near future and not to be able to offer a secure job, to attract talented or experienced professionals. Young people, however, are more inclined to work in these positions as these jobs can be more promising and flexible, also because it has becoming more and more difficult to get a job in the state-owned mainstream media. 
What Can We Predict for the Future?

By now we have finished the bulk of this lengthy and boring article, we have seen what has happened what is still happening in both countries, we have learned the two theories and then we used these two laws to test the inevitability of the current dynamic events. You may ask “can we safely predict the future?” Well, I would rather say that maybe we can see the trend based on what we know. 

For one thing, the media inflow from other countries into China will get more dynamic because of the inevitability of economics that we have seen and China’s ongoing reform. The United States has a policy called “Most Favored Country”, meaning that once another country get this privilege, the US can’t not impose any tariff that is higher than any one it does on any other country. Similarly, once China has proved some companies to do the business, these must be others petition for more, and because of political reasons, China will be forced not to discriminate on any of these. For instance, once American ones get in, European and Japanese ones will also ask for the right, and because Europe and Japan are both China’s important trade partners, it will gradually give them equal opportunities. Thus we can safely say that there will be more and more inflow into China. 

But will they be all like Star TV and Chinese Entertainment TV? My answer is not necessarily. Star TV and Chinese Entertainment TV are entering the market as fully-owned corporations, but the capital can also get into by means of joint venture or venture capital. So far, several of China’s pioneering newspapers such as burgeoning 21st Century Economic Report are financed by foreign capital, they are beginning to gain a large part of the urban readers, and so does magazines, especially fashion magazines. 

Secondly, we must not ignore the local competitors here. The state-owned media outlets led by China Central TV station are still occupying the bulk of people’s media time and moreover, they are backed by the government. I think to conquer them is still a “mission impossible” at least in a decade because their advantages are greatly strong. Actually the currently released southern areas are traditionally out of the central media control because they can freely receive programs from Hong Kong or even Tai wan because they are neared to these places. Therefore, it will be too optimistic to say that the foreign outlets will conquer Beijing as it did in India in next 10 years. They will most likely co-exist for a long time, each has its own loyal audience: foreign ones will contract more urban youngsters and high-brow upper middle class while state-owned ones will seek proletarians and rural farmers, who compose 9 out of 14 Chinese.

Thirdly, I will not be surprised to see any dramatic ups and downs in the related area. The reason is simple, the Chinese government sets the rules and it is childish. The related policies are so volatile that it will totally change its direction in half a year! I do not want to concentrate too much on this as it is so obvious. 

There are also other unpredictable elements such as the investment environment, for example, will SARS affects the international trade? The answer is YES as people are alerted not to go there, so how could they do the business. This is just the current example, things could also on the American side, the US also changes its trade policy toward China frequently such as that it had more than 40 anti-dumping cases with China, which is just next to Japan. There would be indirect effect on the media business although it does not has straightforward impact on it.

To put it concise, we wouldn’t see it working as smoothly as that in the US before any systematic changes happen. But one thing is sure that the expansion of the trade is the trend that no one can prevent it from going further. 
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