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BUSINESS
They make world's shoes; now they want a cut; Chinese manufacturers for
big-name clients are looking to build their own brands and tap global markets.
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DONGGUAN, China

If the world's shoes were to march back to their point of origin, a long line of Nikes, Hush
Puppies and Dr. Martens would find their way to a smog-cloaked plain in southern China.

Dongguan and the surrounding Pearl River Delta is home to thousands of hangarlike
factories, where millions of migrant workers churn out three billion pairs of shoes - almost
a third of the world's output - each year, as well as half of its toys and almost half of its
microwave ovens.

But, tired of being in the shadows of big-name clients who beat down prices, many Chinese
manufacturers are looking now to build their own brands and tap markets at home and
overseas. 

"We have no way to control the pricing. The profit margins on production can be very thin,"
said Craig Shu, export manager at shoemaker Hazan Shoes Ltd.

Shu's firm makes 10 million pairs of shoes a year and plans to open stores overseas to 
showcase its own brand.

But making the transition from a footnote in China's export juggernaut to global consumer
recognition is costly and full of pitfalls, experts say.

Aokang, which has more than 2,000 stores in China and produces shoes for Italian brands,
is virtually unknown outside its home market, despite its launching stores overseas two
years ago. 

Others, such as Yue Yuen Industrial (Holdings) Ltd., the world's largest shoemaker, are
content to focus on their manufacturing expertise.

Dongguan pumped out $28 billion worth of exports in 2003, trailing its better-known rivals 
Shenzhen and Shanghai.

The situation is similar in the toy industry, where big players such as Wal-Mart Stores Inc.,
the world's largest retailer, and No. 1 toymaker Mattel Inc., use their clout and well-known
brand names to squeeze producer prices.

Fed up with servitude to multinational brands, the Guangdong Toy Association said it had
set up a research center to develop its own brands and win back some pricing power.

But Chinese firms will find the shift from manufacturing difficult, said Colin Bates, founder
and director of consultancy Building Brands Ltd., who has worked with Chinese companies.
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Even well-established Chinese brands, such as home-appliance-maker Haier, which has
started to branch out overseas, compete on price rather than quality, he said.

"The thing I always say to Chinese companies is that there is a huge Chinese diaspora
around the world that you can take advantage of, and this is less risky than heading
straight to the United States," Bates said.

Aokang, which has annual turnover of one billion yuan ($120.8 million) and is also
considering a Hong Kong listing, has opened a handful of stores in the United States,
Japan, Italy and Indonesia. But results have been mixed.

At its U.S. store in Manhattan, most customers are ethnic Chinese already familiar with the
brand. In Indonesia's balmy climate, Aokang's leather dress shoes have not been big
sellers. 

"They are not very profitable," said Evelyn Bai of Aokang's international trade department.
"But we think it's important to expand overseas."

Some firms are content to remain "hidden dragons," seeking to focus on their expertise as
manufacturers rather than spend the billions of dollars needed to develop big-name brands.

Few people are familiar with Yue Yuen despite its status as the world's largest shoemaker, 
but many own a pair of its shoes.

The firm's Dongguan plant employs 160,000 migrant workers, usually women who work for
about 800 yuan a month (less than $100), making more than 100 million pairs of shoes a
year for the likes of Reebok, Adidas, Timberland and Puma.

Terry Ip, Yue Yuen's head of investor relations, said that the firm once considered
launching its own brand, but that such a move was unlikely, given conflicts of interest with
clients. 

Despite its branding ambitions, Yue Yuen's smaller counterpart, Hazan Shoes, is also
unwilling to clash with its European customers. The firm plans to open stores under its own
name in Nigeria. 

"Africa is an untapped market," said Hazan's Shu, "where we have no existing customers."
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