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"The Chinese market is so big that, when you consider exchange rate risks as well, making cars in China is essential," says Koji Endo, an automobile analyst at Advanced Research Japan. "But China could quickly lose its appeal as a low-wage place from which to export cars to other countries." 
That may yet happen. But there has been little progress so far, in part because China's fast domestic growth has left carmakers with little local capacity to spare, but also because of high costs. Guangzhou's minimum wage has almost doubled since 2004, from Rmb610 a month to Rmb1,100 ($1,600). 
The labour costs in question are still relatively light. Even in high-wage Japan, Honda spends just 5 or 6 per cent of its revenues on workers' pay, according to Kohei Takahashi, an analyst at JPMorgan. 
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cars ; News analysis ; Honda is in China to stay, but export plans were already struggling, writes Jonathan Soble
When labour unrest in a low-wage country disrupts the operations of a global corporation, one question usually follows: will the company pull up sticks and relocate somewhere less troublesome? 
That no one is asking that question of Honda, after strikes at three of its suppliers in southern China forced it to suspend production at several nearby assembly plants, is a testament to the roaring power of the Chinese market. 
No car executive would dare turn their back on the world's largest automobile-buying nation, with 13.6m cars, trucks and vans sold last year. 
More than 600,000 of those vehicles were Hondas, and analysts say the wage increases agreed by the Japanese company will make only a small dent in the profits it earns in the country. 
Yet there is one part of Honda's Chinese business that could come in for a re-think: its struggling seven-year-old effort to turn China into a base for exports to the west. 
Honda opened an export-only plant in Guangzhou in 2003, becoming the first carmaker to produce cars in China exclusively for foreign markets. 
It was attracted by China's relatively low wages, its budding local car industry and an exemption from foreign-ownership limits that allowed Honda to own a majority of the factory, so long as it sold all of its output abroad. 
Today, the operation ships about 28,000 Chinese-made Fit compact cars a year to 28 countries in Europe and the Middle East. 
"The Chinese market is so big that, when you consider exchange rate risks as well, making cars in China is essential," says Koji Endo, an automobile analyst at Advanced Research Japan. "But China could quickly lose its appeal as a low-wage place from which to export cars to other countries." 
That appeal has already dimmed since the Honda factory opened. At the time, Chinese officials talked of one day exporting 40 per cent of the vehicles made in the country. 
That may yet happen. But there has been little progress so far, in part because China's fast domestic growth has left carmakers with little local capacity to spare, but also because of high costs. Guangzhou's minimum wage has almost doubled since 2004, from Rmb610 a month to Rmb1,100 ($1,600). 
Just 370,000 Chinese-made vehicles were shipped abroad in 2009, equivalent to less than 3 per cent of the volume sold at home. 
Honda's Guangzhou operation is running at just over half its 50,000-vehicle capacity. 
Its Japanese rivals Suzuki and Nissan have bypassed China as an export base in favour of India, where factory workers earn half as much. 
Thailand is also attracting more Japanese investment, including from Honda itself: the company is now exporting Thai-made Fits to the Philippines and Malaysia. 
"The question for China in the future is whether it can stay cost-competitive," says a Honda official. 
The labour costs in question are still relatively light. Even in high-wage Japan, Honda spends just 5 or 6 per cent of its revenues on workers' pay, according to Kohei Takahashi, an analyst at JPMorgan. 
"If we assume wages in China are between one-fifth and one-third those in Japan, the cost of factory floor workers in China comes to around 2 per cent of sales," Mr Takahashi says. 
Yet in a fiercely competitive industry, that may be enough to tilt the balance.

