
MEXICO AFTER
THE TUMBLE

by John C. Melaniphy, CRE

fi n December 20, 1994, Mexico once again
I I stumbled. The peso lost its value and plum-
Lf meted against tile dollar and other world cur-
rencies. Most Counselors of Real Estate (CREs)
'n,ho had been advising both Mexican and Ameri-
can clients in Mexico knew the peso was over-
ralued. However, no one expected it would be a
free-fall. This lras not the first time the peso had
plummeted in Mexico. The 1982 devaluation was far
more dramatic in Mexico than the current problem.
This time the difference was how the global money
markets reacted. With significantly better elec-
tronics, money roared out of Mexico at warp speed,
and n ith it i^,ent the hopes and dreams of Mexicot
rising middle class for the next three to five years.
"lf vou are in business in Mexico, you must prepare
for something like this occurring every eight to ten
vears," said a Mexican retailer "lt is a fact of lifel"

This article will examine the situation which
preceded the fall, the major influencing issues that
brought it about and where I see the Mexican econ-
omv headed in the near future.

Prior To Devaluation

Dentograyltics
During most of 1994, Mexico was considered by
manv as the crown jewel of opportunity. Located
on the southern border of the United States, Mexico
was, by American standards, an underdeveloped
countrv. With a population of approximately 87
million, projected at 97 million by the year 2000,
Mexico's population is about 37 percent of the
United States',r but about three times larger than
Canada's. Howevet in Mexico about half the people
are under the age of 18 which makes its population
much younger than either the United States' or
Canada's. Population growth in most Mexican cities
ranges between two and three percent annually.
Contrarv to almost anywhere in the U.S., the chil-
dren's department in the major Mexican department
stores usually covers an entire floor. Mexico City,
considered by many as the fastest growing major
city in the world, has a population of between 15
million and 23 million depending on whom one
belieres. The Mexican census is not known for ac-
curacy. In realiry Mexico City's population is closer
to 19 million people, which nevertheless represents
about 2l percent of the nation's population.

Retnil Sales

Mexico's total retail sales grew from an estimated
$66 billion in 1990 to $83 billion2 in 1992, an increase
of 25.7 percent. In 1993, the growth slowed some-
what due to the influence of the U.S. recession.
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much uncertainty in the direction of doctrine and
law which limits business regulation.

The Facts Of Dolan t. City of Tigard
Ms. Dolan owned a 9,700 square foot building
which housed a retail electric and plumbing supply
business on a 1.67 acre tract in dolvnton,n Tigard,
Oregon. Ms. Dolan applied to the citv for a build-
ing permit to expand the existing parking lot, to
remove the existing building and to construct a new
17,600 square foot building for the electric and
plumbing supply business. Under the city's com-
prehensive land use plan, a property oh'ner tlas
required to leave 15% of a parcel undeveloped for
open space and landscaping requirements. Ms.
Dolan's proposed commercial development is per-
mitted under the local zoning ordinance of the
CBD but the ordinance allows the, citv to attach
conditions through the use of an overlay zone.

Tlw Fnnno Creek Basin Fhtodl ain
A portion of Ms. Dolan's property lies within the
Fanno Creek 100-vear floodplain. The city's master
drainage plan recommends improvements to the
Fanno Creek Basin to improve storm water runoff
and reduce flooding. One recommendation of the
drainage plan called for the floodplain to be pre-
served as a greenway. The city and landowners on
the creek lvould share the cost of the improvements
as each received benefits. The Fanno Creek 100-
year floodplah is virtuallv unusable for commercial
development. The city's comprehensive plan for the
communiW made the floodplain a part of the citvs
greenway system and adopted other recommenda-
tions from the drainage plan.

Pathuays
The city also had conducted a transportation study
to identifv traffic congestion ir the Central Business
District (CBD) where Ms. Dolan's retail business
was located. The study recommended a pedestrian/
birycle pathway in the CBD. The cityt comprehen-
sive plan required that new developments in the
CBD dedicate land for pathways.

The City Planning Commission granted her ap-
plication for a building permit with the requirement
that she dedicate a portion of her land lying within
the 100-year floodplain for improvement of a storm
water drainage system. In addition, the city's com-
prehensive plan required that Ms. Dolan dedicate
an additional 15-foot strip of land adjacent to the
floodplain as a pedestrian/'bicycle pathwav The city
allor,red land dedicated for a floodplain easement
and pedestrian /bicycle pathway "to meet the 157.
open space and landscaping requirement."

Ms. Dolan objected to the conditions and asked
for a rariance. When the variance was denied, she
challenged the conditions as a taking of prirate
property without ,ust compensation. The city
found these restrictions to be required in the public

interest and also to be valid regulations under the
police power The Oregon courts, using a "reasona-
bly relate,d test," affirmed the validity to impose the
conditions on the development of Ms. Dolan's par-
cel. Ms. Dolan appealed to the United States Su-
preme Court alleging that the appropriate test for
her case was the "substantially related" test which
was more stringent than rvhat was being applied bv
the Oregon courts. The Supreme Court agreed that
the Oregon courts had not used the appropriate
test and fashioned a new test for the required de-
gree of connection. This nen, test, called the rough
proportionality test, significantly changed 30 years
of state law. The purpose of these state tests are
explained here.

Regulatory Takings Law
During the last 70 vears, the U.S. Supreme Court
has been trying to deal with the problem of regulat-
ing land use rvithout violating the Takints Clause.
A major case illustrating this intent is Pennsyluania
Coal tt. Mahon.3 [n that case, the Supreme Court
held that a regulation can go too far in restricting
the use of the land. A regulation may impose a
burden on a landowner that is comparable to the
burden under eminent domain. When this situation
occurs, it is a regulatory taking and the landowner
must be compensated as he would under eminent
domain. It is well known that state governments
can regulate land under the police power in order to
protect the public health, safety and welfare. In
Village ol Ew:lid t. An tler Rtnlty Co.,a the Supreme
Court permitted zoning regulations that restricted
the use of land. Earlier ln Pcnnsyltanin Coal, it had
recognized that these use restrictions often dimin-
ish the value of the land and may impose a heavy
burden on property owners. It also recognized that
diminished values incidental to the regulation are
not generally considered to be a taking. Later, in
Arnstro g r'. Uniled Slrres,5 the Supreme Court
stated that the Takings Clause is "to bar govern-
ment from forcing some people alone to bear public
burdens which, in all fairness, should be borne by
the public as a whole."

To determine when the property owner's bur-
den is too great, the Supreme Court has developed
major regulatory takings' principles which have
created as much confusion as they eliminated. Fun-
damental principles were established in Penn Ceulral
Transportatiort Co. t'. City of Nan, York,6 where the
Supreme Court stated it will determine when a reg-
ulatory taking has occurred on a case bv case anal-
ysis of each case. The Supreme Court's "ad hoc,
factual inquiry" approach to determhe a regulatory
taking has three factors. This article discusses the
first of these factors, the nature of the government
action, which is the center of the controversv in the
Dolatt case .;
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REAL ESTATE
DEVELOPMENT
AND THE
TAKINGS
CLAUSE:
DOLAAI I{ CITY
OF TIGARD

by Donald C. Guy and
]ames E. Holloway

Tl eal estate developers have long been required
I( to dedicate land for public use. More recently
l\ tn"y have been reqJired to pay development
impact fees to fund public infrastructure.l In June
1994, the United States Supreme Court decided the
case oI Dolan u. City of Tigard2 which represents a

shift in legal doctrine. It limits the ability of local
governments to impose land dedication require-
ments on real estate development across the United
States. This is an important case which will impact
the feasibility of development and its profitabiliry

This article describes the facts and the Supreme
Court! decision in the Dolan case and explains how
this decision will impact real estate development.
The Supreme Court in the Dolan case set out a new
test called the rough proportionality test. It estab-
lishes a closer fit between the regulation and the
problem it is designed to correct and requires gov-
ernment to give greater justification for the regula-
tion. We will explain this new test and how this test
may be applied in other development applications.

Impact On Real Estate Development Planning
The decision in The Dolan case establishes more
Iegal and economic certainty for planning and im-
plementing real estate development where the pro-
jected impact is either an incremental or complete
change to existing public facilities (e.g., social ser-
vices, schools, parks and natural resources). The
decision creates some legal certainty because it re-
quires municipalities to justify their conditional de-
mands in the application process for development
approval. The rough proportionality test affects the
kinds of exactions that can be justified on findings
of conditions or problems created by the develop-
ment proiect. Also, in establishing economic cer-
tainty, the financial burdens imposed under
exactions must be connected to the conditions that
were created by the development and thus based
on findings of site-specific or individualized deter-
minations. The rough proportionality test affects
the quality (land or fees) of exactions (the degree)
that can be justified on findings of the level (nature
and extent) of conditions and problems created by
development project.

The Dolan case may also create some leverage
for real estate developers in working with munici-
pal govemments to design proiects that are eco-
nomically sound and support local public interests.
Still they cannot completely design and implement
proiects that lead to conditions and problems incon-
sistent with local public interests. The case leaves
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Nevertheless, retail sales rose to an estimated $102
billion, or $19 billion over the previous year. This
rise in growth continued up until the devaluation.
In contrast, while the U.S. is enormously larger in
retail sales, its sales growth has been about $18 to
$25 billion annually. Mexico's growth was in the
same league, even though the overall U.S. retail
sales amount is over $1,900 billion.l

Economic Grototh
Before the deraluation, household income in Mex-
ico was rising, the middle class was growing and
the demand for just about everything was expand-
ing. Conditions were reminiscent of the' U.S. in 1947
following World War II when the country was
poised for an explosive growth in population, jobs
and income. In Mexico, the expansion generated
purchasing power which, in turn, created a de-
mand for housing, cars, shopping centers and other
indications of the good lile. As the middle-class Mex-
ican looked at the economv he or she sau, inflation
decline below 10 percent (from 150 percent in
1982-1983), interest rates don,n to 20 percent,{ a sta-
bilized and predictable peso (devalued at one peso
per day) and credit availability from banks and re-
tailers. Demand for well-educated people was
strong and overall expectations for the economy
were high.

The Chiapas uprising in Mexico received a great
deal of media attention as a ma jor problem. How-
ever, it was a non-event and did not play a role in
the govemmental or economic problems. The area
where the uprising occurred is so far removed
physically from 99 percent of the Mexican popula-
tion, that it had virtually no impact on the countrv
If it wasn't that the international media forced the
Mexican government to take action, nothing would
have happened.

In 1994 NAFTA, the North American Free Trade
Agreement between the United States, Mexico and
Canada, established a free trade zone between the
three countries. Expectations were high that each
country would benefit from the other's economies.
For Mexico the agreement represented jobs, capital,
new plants and equipment and most of all, a higher
standard of living. Outsiders saw it as virgin terri-
tory, cheap labor, explosive growth, rising demand
for foreign products, rising income for housing,
cars, shopping centers, office buildings, hotels, in-
dustrial parks, road construction and all forms of
infrastructure. Unfortunatelv, most development
and expansion were being financed \a,ith short term
debt in hopes of attracting long term foreign
capital.

PoliticslGoaernment
Prior to his election and even afterr,r,ard, President
Ernesto Zedillo was virtuallv unknown throughout
Mexico. While many higher-ups in the PRI party

(Partv Revoluhonary lnstitutional) were aware of
him, the general population was not. He was se-
Iected follon,ing the assassination of the candidate
identified by the former President Salinas. Being an
unkno*'n has created some confusion regarding
what Zedillo stands for and how he will govern
Mexico. The presidential elections in which he was
elected were perhaps the freest of political corrup-
tion in recent times. Moreover, as president he ap-
pears to lean toward an open government and
judicial system totallv different from the past 50
years under PRI rule. This is all very new to the
Mexicans. The two state governorships being elec-
ted this summer should provide an indication of
where this government is headed.

Unfortunatelv, the first true test of Zedillo's ca-
p.rbility occurred just three weeks after his inau-
guration $,hen the countrv's financial reserves came
under pressure to meet short term governmental
borron,ing pavm€'nts. As word leaked out, concern
mounted that Mexico might not be able to meet its
short term debt obligations. Without notifying the
financial community, the new president waffled.

Instead of going to New York and explaining
the problem to world monev managers, he chose to
let the peso float against the U.S. dollar and an-
nounced a 15 percent devaluation. The global
money markets reacted almost instantly by dump-
ing the peso, selling Mexican stocks and cutting off
investment funds. Consequently, the value of the
peso was driven down from about 3.4 to the dollar
on December 19th, to a new low on March 9th of
7.45 pesos to the dollar It has since recovered to
between 5 and 6.5 pesos to the dollar. The impact,
from the Mexican standpoint, has been to make
dollar-denominated-debt trr'ice as costly.

Moreover, with crisis abounding, President
Zedillo waited two weeks before presenting an aus-
terity plan to improve the situation. During those
two weeks, the country's financial markets were
ravaged. Between S15 and $20 billion in investment
capital fled the country. Under the much-awaited
Zedillo Plan, interest rates on existing loans were
adjusted causing rates to rise between 80 to 100
percent.5 Imagine, if vou owned a home or a new
automobile and the interest rate climbed to this
level. The Mexican banks, which had borrowed dol-
lars er.tensively from other foreign currencies, now
found themselves almost insolvent. Thev began to
call loans or foreclose on defaults. Unfortunately,
the Mexican middle class is losin2; its homes and
cars because its income has not risen sufficientlv to
cover the higher cost of debt.

Virtually, all planned income-producing real es-
tate projects harr been stopped, along with most
construction. None will be able to restart until for-
eign capital is encoural;ed to return to Mexico. My
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high rise, mixed use projects under construction in
Beiling and almost 400 in Shanghai. In Shanghai,
there will be about ,10 million square feet of office
space added in the next three to four years. Otis
sold as many elevators in China in a month last
year as they sold in the U.S. the entire year. Thus,
there is classic overbuilding 1980s style against an
imponderable market demand and office rentals
wiII plummet to levels we cannot now predict; but
they wilt go to at least one-third of their present
Ievel. As noted, the overbuilding is fueled by over-
seas Chinese money, international banking funds
and competing Chinese ministries. Likewise lux-
ury style villas renting for $200,000 a year or selling
for $500,000 and up are vastly overbuilt. They are a
target of the Bank of China's credit restraint. In all
the cities visited, we viewed half completed hulks
of such property. There appears to be at least 10

retail mega-proiects under construction or being
planned in Beijing, including the infamous Li Kha
Shing/lvlcDonalds site. Some of them are several
city blocks in size. All are bicycle or street accessed.
One has to wonder if the overseas remittances, the
foreign travelers and the corruption payments will
provide sufficient buying power to support these
ventures.

The McDonalds site is a classic example of reg-
ulatory anarchy. All the land in the country is
owned by the govemment. Most of it is granted
land, which can be conveyed by the govemment.
The rest is allocated land which has been granted
by the gwemment to a state agency. In most cases,

the agency itself cannot reconvey the land without
tovernment approval. McDonalds was on allocated
Iand, and either did not know it or did nothing
about it. Thus, the government felt iustified in tak-
ing the land away from McDonalds and giving it to
Li Kha Shing. What other arrangements may have
been made, the author knoweth not.

There is a tremendous market for lower class
housing, running into the billions of square feet.
The market for such housing today is the state min-
istries or bushesses which purchase such struc-
tures and then rent them to employees at a highly
subsidized rate. This market is not quality or ame-
nity conscious. One wonders how many U.S. devel-
opers would like to be pictured on the cover of their
local Sunday supplement in front of their newly
developed, South Bronx style seven story walk-up.
There is also a good market for industrial property
and for all types of infrastructure.

The best market for a Western investor is a
build-to-suit office or industrial property for a

Western tenant who will pay rent in a hard cur-
renry and possibly put a year or two of rental pay-
ments up front as construction finance. These deals
have been done, but the orrent overbuilding
would seem to take away this market opportunity.

Construction costs come close to Western stan-
dards for high rise buildings once all the indirect
costs are figured in. A job requiring six architects
in the U.S. may require 30 in Hong Kong and 300 in
China. In some cases workers appear to be drag-
ooned off the farms, and thev live in the buildhg
during the construction cycle. They have to be
trained in all aspects of city life. Construction fin-
ishes are sub-standard by Western expectations.

Examples Of Manufacturing And Market
Successes In China
In a huge industrial tract outside Beijhg, we visited
the Motorola operation. They have doubled their
original capacity in an attempt to keep up with the
burgeoning market in China for cellular tele-
phones. These sell for about $3,000 a copy, or 10

months' wages. They cannot keep up with the mar-
ket which is mainly state enterprises and wealthy
individuals. Of most import, Motorola has estab-
lished programs to train and house their employ-
ees. A long term Chinese employee of Motorola will
own his own home. Training standards are the
same as in any Western country where Motorola
operates; likewise, for the Holiday Inns visited in
Xiamen. They now have 54 hotels in China. Holiday
Inns run a kaining university in Beijing, and they
also continually train their staff onsite at each prop-
erty. They opened in Xiamen with 44 middle man-
agers, all ex-patriots.

Three years out, 75 percent of those jobs have
been filled with local Chinese they have trained. If
China makes the transition from within, it will be
in large part due to the good work of Western com-
panies making the kind of effort required to bring
their employees as stakeholders into the market
economy. It cannot be determined from this anal-
ysis if the preconditions for data base information
and local management svstems have been met.
There are a large number of market participants, so
you will not be alone; but it sure helps to be
Chinese.

Land Investment
As already noted, one must be very careful about
land transferability. Information is hard to come by,
and locals will often give assurances which may be
true. The rule bv man rather than by law makes
legal certainty extremely difficult. Capital gains
taxes may be levied ex post facto, if your specula-
tive profits seem too high. A good hedge is to have
a local partner. Yet, there have been cases where
local partners collude with planning agencies as

their proxy in negotiating what the local partner
could not attain for himself.

Under current conditions of credit restraint, lo-
cal finance is extremely difficult. Your proiect must
be all equity, or it must stand up to the scrutiny of
the international monev and capital markets. As

a Industrial development near the U.S. border in
the Maquiladora zones continues to exPand as a
result of deraluation. lndustrial firms want to
take advantage of the even lower peso wages in
Mexico. Maquiladora zones are areas designated
by the Mexican Government near the U.S./
Mexican border. Foreign companies located
within these zones are permitted to imPort dutv
free components for assembly. AIso tariffs are
paid only for the value added to the products.
Therefore, it is much cheaper to manufacture
components elsewhere, ship them to a Ma-
quiladora zone, assemble the components and
ship them back to the U S. According to existin8
Mexican law the Maquiladora zones will lose
their special tax status in 2001. Another reason
for the increased interest in these areas is the
cheaper construction costs that are available since
devaluation. Construction savinSs today can
range between 20 and 30 percent.

r Housing is a mixed bag. Demand for new
middle-class housing has drastically declined be-
cause of the pressure on middle-class income.
Living expenses for the middle-class have risen
dramaticallv while their income growth is re-
stricted under the president's austerity Program.
The demand for government guaranteed housing
continues because of the housing shortage in
Mexico. Even so, the total volume of government
guaranteed housing is down because of the aus-
teritv program. For those wealthy Mexicans who
protected their assets during the recent devalua-
tion, now is the time to expand their existing
homes or build new ones.

r Probably the greatest impact of devaluation and
the austeritv proBram will be the Ioss of between
7.2 and 2.0 million jobs, which will further de-
press the Mexican economy.

The Immediate Future-Issues To Be Resolved
The first major issue to consider for anyone inves-
ting in Mexico is its political stability. Unfor-
tunately, both Mexicans and foreigners alike are
concerned with the lack of leadership provided by
the current administration. There does not aPPear
to be any clear economic plan or direction. Until the
government is perceived as working toward a stable
economy and currency, it w'ill be difficult to obtain
the needed foreign investment capital. Among re-
tailers, there is a minoriW school of thou8ht that
this is a great time to derelop in Mexico since so
many retailers are fhancially strapped. Regardless,
those who decide to proceed will need considerable
capital and be u'illing to wait a verv long time to
recover their investments.

If stability comes to the government and the
peso stabilizes at about 5.5 pesos to the dollar, the
Mexican economy would be able to slowly emerge

from this economic and financial mess. Further-
more, NAFTA regulations are not being applied as

expected. United Parcel Service (UPS) has experi-
enced the problem first hand. Mexican regulators
will not permit UPS to use the same size trucks it
uses in the United States, even though this size is
used by Mexican competitors. Furthermore, Presi-
dent Zedillot go\€rnment appears to be much
more pro-union than previously thought.

Both Mexican and U.S. department stores have
experienced considerable problems n,ith the Certifi-
cates of Origin required to import goods from out-
side the country. Manv Mexican department stores
did not receire their Christmas goods in time for the
holidays because the items were held at the border by
Mexican Customs. J.C. Penney recently opened two
stores in Mav- one in Monterev and another in Leon,
without all their goods because of the problem. The
U.S. department stores or discount department
stores involred are \€ry concerned about receiving
shipments and have scaled back their expansion
plans partlv because of this problem.

With construction stopp€d on almost all new
income-producing projects, the need for foreign
capital will become increasinglv desperate as time
passes. This may be further complicated because
Mexican and U.S. retailers will be reluctant to pay
rents in dollars. Thus, it will be even more difficult
to lure foreign c.rpital into Mexico.

Mexican Real Estate Over The Next Five Years
There are several answers to the question "What is
the future of Mexican real estate over the next five
years?" The first part of the answer depends upon
political stability. If government reflects strong lead-
ership and consistencv, the world communitv will
once again view Mexico as a place to invest capital.
Another part of the answer lies in the attitude and
perceptions of the Mexican people regarding their
government. The general feeling now is that the
government has failed the average Mexican by
eroding his assets and securitv Next, the Mexican
economy must stabilize and grow so the average
worker can begin to afford more than the necessi-
ties of life. Finallv, the consumer must perceive im-
provement in his or her buyhg power.

The Mexican people have previouslv experi-
enced similar economic situations and therefore,
know how to protect themselves. This time how-
e\€t they vvill be more r+'arv, since the present free-
fall came with almost no warning. Also, the middte
class has lost many of its hard won assets. Many
lost cars and some lost or will lose homes. Their
caution will affect existing shopping centers and
other commercial developments. While thev had a

taste of credit cards, Mexicans *'ill be slo*'to accu-
mulate the large debt which existed in 1994. The
value of existing shopping centers and retailers will
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remain below 1994 levels but will gradually improve
o\er the next thre€ to four vears. Most new devel-
opments will revert back to condominium projects
which the retailers know and understand.

Offict Mnrket
The office market should be one of the first to return
to some level of stabilitrv While there was over-
building in some cities, the office market generally is
sound. There are over 70 million square feet of office
space in Mexico City. First class space accounts for
about 11,000,000 square feet, bv our standards. An-
other 10 to 11 million is classified as first class bv
Mexican standards. Bushess failures and downsii-
ing have increased office vacancies. Nevertheless,
current vacancies will, in my opinion, begin to de-
cline in 1996 if political stabilitv is achieved. The nen,
office building condominium with the highest rents
and sale prices will be the slowest to improve occu-
panc,v Many of these buildings were occupied by
foreign companies who have either fled or down-
sized. However, thev will return slowlv
lndustrinl Mnrket
The industrial market will continue to grow if polit-
ical stabilitv occurs. The lon'er labor costs, the ben-
efits of NAFIA and the Mexican government will
encourage industrial investment. It will be neces-
sary for the government to overcome its pro-union
stance to inspire a continuing flow of new manufac-
turing plants in Mexico. Motorola is an example.
The companv has announced plans to invest 972
million in Mexico. A new plant will be built near
Chihuahua, and an existing plant in Guadatajara
u'ill be modernized. The companv indicated that it
planned the investment before devaluation. After
reviewing the current situation, it decided to pro-
ceed because of the cheaper manufacfuring wages
and the lower construction costs.

Horsirrg
The housing market will return slowly The sale of
existing homes has slowed to a trickle from lack of
mortgage funds. Limited development capital, few
end loans and buyers will keep the housing market
way below the 1994 level. ln my opinion, it will be
at least four to five years before housing demand
returns to the 1994 levels.

ln summarv, Mer.ico has once again erpreri-
enced what many thought would not happen. Re-
membeq, the Mexican zest for life will once again
enable this economic crisis to reach a successful
conclusion,
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It has been suggested that Hong Kong will be
kept as a market to the r.r,orld bv the Chinese for 50
years following 1997. It has also been suggested
that the reason for this is the value of having the
Hong Kong dollar as a currencv Furthet it has been
suggested that without the Bank of China having
the resources to support it, the r.r,orld currencv
dealers could overnight destrov the Hong Kong
dollar

Thus, the momentous problems facing the Chi-
nese are unemployment and inflation. The follou.
ing section will discuss in more detail the w,ill
required to sustain the populace through anv eco-
nomic transition. In terms of the preconditions for
long term foreign investment, we may nolt check
off, negatively, returns linked to local currencies,
repatriation of investment returns and currencv
convertibilitl,.

Social Conditions

Dentogrnlthics
An incredible strength of China is the homogeneitv
of its populace. Of the 1.2 billion population, 92
percent are of Han ethnicitv and share a 2,000 year
history. Individuals living in the city are much bet-
ter off than they were in 1979. There appears to be
an energy and an optimism about the people. Ha\-
ing made five trips to China since 1984, this author
is now more impressed by the disappearance of
Mao uniforms, the color and ebullience of the street
life, the local entrepreneurship and the bustle of the
retail stores. However, great challenges lie ahead.

Contlnny Reslnrctl/i,r{
One challenge is the 25 million workers who must
be restructured from state industrv A woman u'r'
had lunch with talked of her father. He works in the
Ministry of Mines where he does nothing all day
but read the newspaper. When he comes home, he
does all the shopping, cleaning and washing, be-
cause her mother is working overtime for a foreign
manufacturing company. Recently in the U.S., com-
panies such as Sears, General Motors, Du Pont,
AT&T, IBM and others have restructured hundreds
of thousands of jobs. Eliminating lavers of manage-
ment have resulted in sharply improved competi
tive ability and profitabilitv This occurred in a

market economy, where it required a decade of
needling by stock and bond analysts, leveraged
buv out attackers and Japanese competitors to over-
come the inertia and get the iob done.

I submit it is not possible for us to understand
what it will take for the Chinese bureaucrats to do
the same. For those of us who have spent our entire
lives enjoying and applauding a free market econ-
omy, we have no sense of the mind-set of those
who have risen to positions of wealth and influence
by disdaining such a svstem. How can individuals
u'ho hare lived their lives in such a different svstem

be expected to have the will to face political insta-
bililv bv firing one in four individuals and emulat-
ing our system?

Fanily Lile
Yet another challenge is the policy of one child per
familv which has led to unprecedented abortion
and infanticide of female children. The United Na-
tions rr'ports that the normal ratio of girl babies to
boy babies is II5:100. In China it is 4q:5l. The demo-
graphic impact of this massive social "experiment"
is also difficult to comprehend.

As Chinese families more from the closed soci-
ety of the Cultural Revolution to the global mar-
ketplace in a single bound, they are free to ptuck
whatever thev u,ish from the consumerism shelf of
the *,orld n'ithout going through the 100 years of
the industrial revolution that the West experienced.
Preliminarv Callop Polls in China indicate strong
preferences for color TVs, washing machines and
VCRs. The automobile is a luxury, owned only by
the state ministries, but h'ithin a decade or two
aspirations will no doubt reach this level as well. [n
major cities such as Beijing and Shanghai, literally
hundreds of high rise structures are being built
with minimal parking. When China turns away
from the bicvcle to the automobile, all these struc-
tures will be isolated from the then preferred
means of transport. lmagine also a nation of hun-
dreds of millions of student drivers.

The key descriptive word in China today is
change. Of course, China's sr:cial policies have em-
bodied change throughout its historv. I nonder
how seriously the average citizen might take this
sudden veer toward capitalism. Even with all the
economic freedom, r,irtuallv et,erv citizen is still the
subject of a dossier which remjins with them all
their lires. They are not privv to the content until
thev require something of the central government
or try to leave the country.

Rei,oli'il.q Door In Arul Out Of Chirn
A maior choice for Chinese of influence today is to
get rich or to help their people. Getting rich seems
to be the current preference. We *'ere told that all
the rich and powerful Chinese want to get their
children out of China and into a Western univer-
sity. Ironically, at the same time, the overseas Chi-
nese are stumbling all over themselves to get back
inside China. Hence, $20 billion of overseas Chi-
nese in\€stment came back into the countrv last

}/ear'

Market Conditions
Office markets in Beijing and Shanghai are extra-
ordinarily tight at present, with thousands of for-
eign firms seeking world class office space where
there is limited supply. Rentals are among the high-
est in the *,orld, or as much as 5100 a square foot
per vear. At present there are approximately 100

There is a real estate firm in Madison whose
maior consideration is professionalism...
in attitude, servi@ and accomplishment.
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