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When Tim Cook, CEO of Apple Inc,
made a surprise visit to the Foxconn
assembly line in Zhengzhou earlier this
year, little did he know that his visit
would push the city in Central Chinas
Henan province on the global center
stage as an important destination for
——— electronics manu-
INVESTMENT facturing. Like

CooKs visit, which
has been deemed “a break from the
past”, Zhengzhou, home to the first
dynasty in China — the Xia Dynasty
(21st century-16th century BC) — and
a major grain production center and
transport hub, is writing a new chapter
in history.

The city is marketing itself as the des-
tination of choice for high-tech preci-
sion manufacturers of electronics prod-
ucts such as smartphones and tablet
computers.

Although Henan is the most popu-
lous province in China, with more than
105 million people, it has never been
known for its manufacturing prowess
until now. However, during the first
six months of this year, Henan had a
growth rates of 91.6 percent, compared
with about 8 percent for the whole of
China.

Looking at the remarkable growth,
some observers say it likely results from
the large supply of labor or the low
manufacturing costs found in Henan.
A closer look, though, reveals that the
actual impetus stems from large invest-
ments made by Foxconn, the contract-
manufacturing arm of the Taiwan-
based conglomerate Hon Hai Precision
Industry Co Ltd.

Foxconn, which undertakes contract
manufacturing of the iPhones and iPads
for Apple Inc, was the source of more
than 48 percent of the city’s foreign trade
of $10.43 billion during the first six
months.

“Foxconn’s decision to invest in
inland regions such as Zhengzhou was
in line with the government’s plan to
stimulate the economy in Central Chi-
na. Foxconn and the local government
decided to work together for the overall
development of the region,” said Liu
Kun, spokesman for Foxconn Technol-
ogy Group.

In June 2010, after extensive delibera-
tions with the local government, Fox-
conn decided to house its main iPhone
manufacturing unit in Zhengzhou.
Futaihua Precision Electronics (Zheng-
zhou) Co Ltd, a Foxconn subsidiary,
owns the $100-million operation.

Production at the new operation
began in July 2011 and more than
200,000 iPhones are now made in the
region a day.

More importantly, the company has
employed about 120,000 workers, most-
ly locals, until March this year, from the
time the project was conceptualized.
The numbers are expected to increase
further in line with expansion plans,
according to company officials.

Statistics provided by Zhengzhou
Customs show the value of foreign trade
in Henan is expected to nearly double
to $60 billion this year, compared with
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$32.6billion in 2011. Foxconn's share in
the pie is expected to reach $40 billion.

Local government officials are confi-
dent that other big companies will also
look to set up manufacturing operations
in the city.

“It is not only Foxconn that is keen
on Zhengzhou. Other multinational
companies have also expressed interest;
said Xue Yunwei, the deputy mayor of
Zhengzhouwhoisin charge of the over-
all economic development of the city.

“Zhengzhou is one of the best des-
tinations for investment, as it has an
educated population and excellent liv-
ing standards. The infrastructure in the
cityis also well geared to handle possible
future development;” Xue said.

The 105 million people in Henan
province and the more than 500 mil-
lion people living within a range of 500
kilometers makes it a huge labor market
that is “one of a kind’, Xue said.

Zhengzhou also boasts abundant
educated workers as it is home to 40
colleges and 200 professional educa-
tional institutions. These institutions
churn out nearly 600,000 professionals
on average every year .

“For further development of the local
economy, we definitely need to transfer
our industrial base from an energy-
intensive one to one that is spearheaded
by high-tech manufacturing. Foxconn
has been more than adequate for our
development requirements;” he says.

In the two years since Foxconn set up
its manufacturing facility, more than
100 related companies have moved to
Zhengzhou. Most of them are Apple’s
material suppliers, packing companies,
or factories that provide components
for Foxconn.

“Foxconn is just a start. We will invite
the whole industrial chain to Zheng-
zhou, and transform Zhengzhou into
one of the Jargest smartphone manufac-
turing bases in the world with the help
of Foxconn,” Xue said.

Foxconn, based in Shenzhen, Guang-

dong province, has mostly expanded in
developed coastal regions. However,
the limitations of such an expansion
become obvious to the company two
years ago.

“In Shenzhen, we have more than
500,000 assembly line workers staying
in our two plants within 5 square kilo-
meters. The high population density
generated many issues among young
workers, and limited the development
of our company;” said Liu.

In 2010, Foxconn witnessed a spate
of 12 suicides within a short span of
time in Shenzhen, where young workers
suffered from the high living cost and a
crowded working environment.

“When we realized the limitations,
we decided to look for more suitable
places for further factory expansion,
and Zhengzhou, in Henan province,
seemed a perfect choice;” he said.

Though most coastal cities are fac-
ing severe labor shortages, Foxconn
is not very worried as it has an abun-
dant labor pool in Zhengzhou. Nearly
90 percent of the migrant workers in
Foxconn's Zhengzhou plant are from
Henan province.

“It took us only one month to reno-
vate the workshops and the workers’
dormitories and to install the operations
in Zhengzhou,” says Lin Zhenghui, dep-
uty general manager of Foxconn. “Such
kind of progress for a big manufacturer
like Foxconn is very rare”

Like many others, Ma Fangfang, a
22-year-old employee from Zhoukou
in Henan province, is satisfied that she
is working in a modern manufacturing
facility in her home province.

Like many of her kind, Ma was earlier
employed at an electronics factory in
Zhejiang province after she completed
her high school education. But after
three years of working at different facto-
ries, Ma feels happy to work at Foxconn's
Zhengzhou unit.

“Zhengzhou is just a three-hour train
ride from my hometown of Zhoukou
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Workers at Foxconn’s assembly line in Zhengzhou. Many electronics companies have followed Foxconn and set up operations in the capital of Henan province.
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and the workplace it (Foxconn) pro-
vides are excellent;” she says. “The remu-
neration package is good and on par
with what I was earning in Zhejiang.
My costs are lower as the living cost here
is much lower than in Zhejiang. It also
gives me adequate opportunities to visit
my parents,” Ma says.

Apart from manufacturing, Fox-
conn is also looking to house its sales
and research centers in Zhengzhou to
help the city move up the value chain,
Lin from Foxconns Zhengzhou unit
said in a interview with Xinhua News
Agency.

Foxconn’s Zhengzhou plant is in
the Zhengzhou Xinzheng Free Trade
Zone, as well as the Zhengzhou Air-
port District. The new plant occupies
about 2 sq km of the district’s total
area of about 5 sq km. Having such
a big area, the working population in
the unit is expected to surpass 150,000
by the end of the year and to exceed
300,000 in the future. Eventually the
unit will become the largest plant for
Foxconn in China.

“We have been able to implement
several new policies here that were
aimed at worker welfare, such as the
plan to have houses for Foxconn
workers,” Liu says. In Shenzhen, the
working and living environment for
employees has come under intense
scrutiny due to a large number of
employees and a limited residential
area.

According to Liu, no apartments
are offered to new workers in Shen-
zhen, even though they are a part of the
benefits under Foxconn’s employment
policy.

“In the new Zhengzhou campus, we
are able to offer much better accommo-
dation to our workers and technology
experts, which makes the opportunities
at Foxconn even more attractive”’

Contact the writers through
zhaoyanrong@chinadaily.com.cn

Zhengzhou taps
historic ties to
farming sector
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Zhengzhou’s advantages in
agriculture mean there is more to
it than electronics manufacturing.

As Zhengzhou basks in its new
status as a center for electronics
manufacturing, it has not forgot-
ten its past and continues to cash
in on its strong ties with
AGRO agriculture.

In 2006, more than 40
percent of its population of more
than 7 million lived in rural areas,
and its main products included
apples, cotton, tobacco and wheat.
The trade in the last of these com-
modities has helped make Zheng-
zhou a recognizable name not
only around China but on trading
floors across the globe.

In March, the Zhengzhou
Commodity Exchange will cel-
ebrate the 10th anniversary of
receiving approval from the
China Securities Regulatory
Commission to carry out wheat
futures trading.

The exchange is one of four
futures exchanges in China and
the most important one for agri-
cultural produce futures. Given
the importance of wheat in the
food chain, it is hardly surprising
that it is one of the most keenly
watched commodities.

At the moment what concerns
many observers are serious
droughts worldwide and how
these are affecting wheat prices.
Although prices have shot up,
Chinese experts say the wheat
futures price in China, based
on the Zhengzhou Commodity
Exchange, will be largely unin-
fluenced by the external changes.

The investment bank Goldman
Sachs said on Aug 3 that wheat
prices were likely to rise in the
coming months because of con-
tinuing dry weather in countries
such as Argentina, Australia, India
and Russia, Reuters reported. Chi-
cago wheat futures have risen 40
percent since mid-June with the
expansion of a drought in the US
Midwest farm belt that is now the
most extensive in 56 years.

China imported almost 2.2
million metric tons of wheat in
the first half of this year, said the
General Administration of Cus-
toms.

There has been widespread
speculation that the price of
wheat in China will inevitably
rise, but Shi Limin, chief analyst
in the marketing department
of the Zhengzhou Commod-
ity Exchange, who specializes
in the wheat market, says rising
international food prices will not
influence wheat prices in China
much.

The wheat price in China is
determined by State purchase
prices, which are usually set sepa-
rately to what is happening in the
market.

“The State purchase prices
exceed the cost price paid by
farmers, even though the mar-
gins are not very high,” Shi said.
“The prescribed prices protect
farmers’ interests, which is very
important for China’s agricul-
ture”

The Zhengzhou Commod-
ity Exchange says wheat futures
prices in China have been stable
since November 2007, helped by
an adequate supply of the crop
and the influence of State buying.

In January the Zhengzhou
Commodity Exchange changed
its rules on wheat futures trading
and associated business, allow-
ing broader wheat grading and
increasing the amount of wheat
available for delivery. This fol-
lowed the China Securities Reg-
ulatory Commission approving
changes in the futures trade of
hard white wheat.

Cheng Haomin, deputy man-
ager of Jinli Maiye, a wheat deal-
er in Henan province, regards
the Zhengzhou Commodity
Exchange wheat price as a reli-
able market indicator, Xinhua
News Agency reported.

Cheng buys wheat from farm-
ers at a price slightly higher than
the spot price, because he can
always find a reasonable price to
sell it on the futures market.

“The exchange has become
a haven for China’s grain pro-
duction,” said Cheng Guogiang,
deputy director of the Institute
of Market Economy at the State
Council Development Research
Center.

Food prices are a key element
in maintaining price stability
for all products, he says, and the
exchange plays an important role
in keeping domestic food supply
and demand in balance.

The State purchasing price for
wheat was about 2.02 yuan a kilo-
gram last year.

After a trip to big wheat farms
in Henan, Jiangsu, Shandong and
Hebei provinces last month, the
analyst Shi predicts that the State
purchase price is likely to rise 0.2
yuan a kilogram later this year, a
standard level of increase.

“This is the ninth year in a row
that the summer grains harvest in
China has grown, so the domes-
tic supply to the wheat market is
adequate”

Over the past two years wheat
demand has increased greatly
because more wheat is used as
feed, she said.

When living standards rise, the
demand for meat does likewise,
which in turn calls for more feed,
she said.

Corn is the main source of
feed, and the increasing demand
has transformed China from a
corn exporter to an importer.
With the high price of imported
corn, people started using wheat
to replace about 60 percent of the
corn in feed about two years ago,
reducing the cost of feed by as
much as 100 yuan a ton.

“Domestic wheat started
to fall short of satisfying mar-
ket demand last year, and that
demand is about to increase 10
million tons this year,” Shi says.

Total wheat output in China is
about 115 million tons a year, and
demand is about 108 million tons
even without being used in feed,
which is almost the total trade
volume of wheat worldwide.

“China is a big wheat con-
sumer, so the world market pays
close attention to Chinese wheat
demand,” Shi said.

“Once domestic demand out-
strips supply, the international
wheat price is likely to rise. A few
international food trade compa-
nies have joined the Zhengzhou
Commodity Exchange, such as
Louis Dreyfus of France”

Contact the writers through
zhaoyanrong@chinadaily.com.cn
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Wheat futures prices in the Zhengzhou Commodity Exchange, one
of the four futures exchanges in China, have been stable since
November 2007 because of adequate wheat supply.



