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product safety

t the height of consumer furor

over the safety of Chinese prod-

ucts last year, Pong Yen was fac-
ing a mounting crisis. Yen, who runs a
small California-based importer of board
games called Yellow Mountain Imports,
decided to have the picces for the tradi-
tional Chinese game weigi, or go, tested
again, although his Chinese supplier
vouched for their safety. The tests showed
that some pieces were tainted with lead.

“It was terrible timing, it all hap-
pened last summer and it became an issue
around Christmastime and really hurt our
sales,” he said.

Lead was at the heart of many of the
recalls of Chinese-made products last
year, most notably a 1.5 million-unit re-
call by US toy manufacturer Mattel. But
the recalls have spanned a broad range of
products from tires to toothpaste.

In this environment, the firms that
provide third-party testing, inspection
and verification services are starting to
see the effects of rising concern about the
safety of products coming out of China.

An uptick in business
“Certainly, we have seen an increase in
our business due to the recall issues, most
notably due to issues surrounding lead-
painted items,” said Andrew Church, cli-
ent relations manager at Shenzhen-based
Specialized Technology Resources (STR).
While he declined to say how many cli-
ents STR has added, he characterized the
uptick in business as “very noticeable.”
Others in the industry point to in-
creased attendance of safety seminars by
representatives from Chinese companies
and industry bodies, and more frequent
discussions with the government. Al-
though they admit that many domestic
companies either don't have the financial
means or the will to adopt third-party
testing or inspection services, product
safety is now a part of the conversation.
“What we see is that Chinese suppli-
ers are more open to a discussion about
product safety. There is a shift in aware-
ness among Chinese suppliers,” said
Thaddaeus Mueller, business develop-
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Testing the bottom line

Third-party testing firms benefit from a new focus on

ment manager at Fiducia Management
Consultants in Hong Kong. His firm
advises Western companies with manu-
facturing interests in China.

After a flurry of product recalls in the
past year, safety issues rose to the top of
the political agenda when Premier Wen
Jiabao announced at March’s National
People’s Congress that China intended to
upgrade or create more than 7,700 prod-
uct safety standards.

However, Chinas product safety
problem may simply be a function of its
massive economy. Exports last year stood
at US$1.2 trillion, up from US$968.9
billion the previous year, according to the
commerce ministry. Given the scale and
diversity of the country’s export-related
business — everything from shoes to med-
ical devices ~ it follows that there would
be more product safety problems here.

ST e e fety] problems
worldwide, but it's the sheer amount of
products exported out of China [that
causes the problem],” said Andreas Ruhl,
greater China CEO for German testing
and inspection firm TUV SUD.

According to people in the third-par-
ty testing and inspection industry, major
product recalls are common in developed
countries. “Quality is not a geographically
based problem,” one exceutive said.

Others note that consumers share the
blame by demanding increasingly lower
prices from Chinese suppliers.

“There is a systematic issue with our
demand for lower prices, not just our de-
mand as consumers but the demand that
Western retailers and brands put on Chi-
nese factories for lower prices,” said Alex-
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andra Harney, a journalist and author of
The China Price, which examines the hu-
man and environmental effects of China’s
industrialization.

The central problem for manufactur-
ers is cost. Testing, inspection and veri-
fication is too expensive for small com-
panies like Yellow Mountain Imports,
putting the onus on manufacturers. But
manufacturers in China are already see-
ing their margins squeezed even as some
of them are moving to lower-cost desti-
nations such as Vietnam.

Adding value

David Horlock, a vice president with Bu-
reau Veritas in Hong Kong, works with
companies in Asia to bring them into
compliance with REACH, an EU regu-
lation that came into force in 2007 and
will be phased in over the next 11 years.
The regulation requires that all chernicals
used in any product manufactured in or
imported into the EU be certified and
registered in a central database.

Horlock said that while suppliers who
are REACH-compliant will be in a bet-
ter position to justify price increases, the
new regulation will squeeze some in the
short term.

“The reality is that there will have to
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be an increase in the cost,” he said. “If
you're a first-mover you may be at an eco-
nomic disadvantage, so then you have to
use it as a marketing strategy to turn it
into a commercial advantage.”

There are signs that some firms are
already doing just that, according to L.F.
Lai, Greater China managing director at
Underwriters Laboratories (UL), a test-
ing and certification firm. He said that
some Chinese brands arc beginning to
look to foreign third-party testing and
verification not only as a necessity for ex-
ports, but as a means to differentiate their
products at home.

“In some niche markets, manufactur-
ers are using the UL mark in their do-
mestic advertisements,” he said.

Safe to buy

But even with the imprimatur of a third-
party testing and inspection firm, it’s
increasingly difficult to vouch for the in-
tegrity of a supply chain that may span
several countries.

In addition to this, respected suppli-
ers under pressure to cut prices and meet
deadlines may resort to using unreliable
subcontractors and “shadow factories” to

fill the gap, Harney said.

“You have one company in Thailand
supplying one part, another company in
Japan supplying another part and then
they're assembled in China without strict
enforcement of the law. That leaves the
door open for a lot of risk,” she said.

“It’s very difficult to monitor, no mat-
ter who you use for quality assurance.”

This was precisely the case for Yellow
Mountain Imports. It was finally deter-
mined that while its manufacturer had
acted in good faith, one of its suppliers
had cut corners with lead-tainted zinc.

“You have a manufacturer who has all
the best intentions to make its product
safe,” Yen said. “But manufacturers use
suppliers who have their own suppliers,
who then have their own suppliers.”

Although Yen ultimately got his
products lead-free, it took six months to
reformulate the pieces and ready them for
export — a lifetime for a small business.
Experts agree that while China has made
gains in product safety, it's bound to be a
long process.

“It will take multiple years to enhance
the safety of products made in China,”
UL Lai said. »
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