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Preface

We are pleased to present you with the GIC 2007 Survey: the largest survey of its kind with the most up to

date research into German operations in China. Co-conducted by the German Industry & Commerce China operations in China and to shed light on China’s market - both present and future.

(GIC) and Euro Asia Consulting PartG (EAC), this survey aims to provide a better understanding of German

Of course, we have dedicated

ourselves to providing you with a comprehensive and informative survey.

To this end, the survey shows several models of business operation and, furthermore, not only details the current situation of German operations in China, but also summarises their perceptions of China’s market eign Owned Enterprises, Joint Ventures and Representative Offices, responded to our questionnaire. Their China. potential and its anticipated challenges. A total number of 273 German operations, including Wholly Forparticipation has guaranteed a balanced and well-drawn picture of the German business community in

The 2007 Survey shows that the Chinese market is an important target for German operations; China’s

sales market and low costs constitute its most attractive elements. These advantages have permitted the

vast majority of German operations surveyed to enjoy success within a relatively short period of time. Two are being established and the increasing number of German enterprises of the service/trade industry moving to China. Both tendencies are expected to add diversity and vitality to the market.

tendencies which have been revealed are the larger number of small- and medium-sized enterprises that

Despite its attractiveness, the Chinese market is far from perfect. The market has various challenges –

challenges which can inflict substantial damage. While business credibility and legal security remain problematic, government services are found to be disturbing for their lack of quality and transparency. More than half of all responding German operations state that their intellectual property

rights have been di-

rectly violated, while even more respondents complain about the availability of qualified human resources.

These issues are serious and cause foreign investors’ universal dissatisfaction; yet, ultimately speaking, if in order to improve the investment environment.

China hopes to become truly competitive in the world market, more effective measures should be enforced

The Chinese economy is a double-edged sword: there are opportunities and challenges. Consequently, respondents expect benefits to increase, but they only express cautious optimism as to whether existing challenges will improve. In such a changeable market, therefore, an individual operation’s future relies are already making adjustments, for instance, by adapting products to meet Chinese customer require-

heavily on its ability to make strategic adaptations. According to the survey’s findings, German operations ments, or by planning to deepen the operation’s global value chain activities in China. Indeed, more expert knowledge of the Chinese market is undoubtedly needed to reference strategic decision-making and one of the aims of this survey is to help you gain a wider and more systematic knowledge of the present and future market in China.

Economic relations between Germany and China have recently achieved new heights. German operations

- as much as their innovative and reliable products and services - have become an inseparable part of the Chinese economy. We also believe that the Chinese market will continue to be a strong momentum for always ready to support you with our professional

insights. We hope you enjoy reading the GIC 2007 Survey!
n Delegates of German Chamber of Commerce China, Beijing / Shanghai / Guangzhou

German operations’ global business. We are pleased to be a part of such exciting progress and we are also
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1. Executive Summary

German Invested Enterprises (GIE) and RepresentaChina business targets.

tive Offices (RO) achieved or even exceeded their

The 2007 survey, conducted by GIC and EAC, had 273 responses making it the largest study which has ever been conducted among German operaprehensive picture how German companies evaluate future potential.

At the same time, German companies in China face old and new challenges.
n

tions in China. The sample size allows for a comtheir business operations in China as well as their

tion and cutbacks for Foreign Invested Enterprise

Respondents confirm that further RMB apprecia-

(FIE) tax advantages which took effect on 1 January ness operations.
n

2008, will have a relatively strong impact on busiThe lack of qualified personnel is a major busi-

China has further opened its dynamically growing tractive investment and business opportunities for German companies than ever before.
n

markets and now provides wider and even more at-

ness barrier for many operations. This “war for tality of China’s educational system is not enhanced.
n

ents” will further intensify if the quality

and capacIntellectual Property Rights (IPR) infringement

– mainly due to China’s sheer market size – is the most important investment rationale, followed by sourcing opportunities and production costs.
n

According to respondents, the sales potential

remains a key issue. Of all responding operations 57% have been directly affected.
n

since China’s entry to the WTO and German busifore. Also, efforts by the Chinese government to comparing this surveys findings with earlier studies.
n

Non-tariff trade barriers have been reduced

pliance with and discriminating practices in governmental tender procedures will remain crucial business barriers in China.

Respondents believe that underdeveloped com-

nesses in China assess them better than ever bebring corruption under control seem to pay off – The number of German operations in China has

Overall, German companies have confidence in the Chinese market and plan to expand their businesses:
n

grown significantly and is currently estimated at 4,500. This survey shows that the share of German tors is increasing.
n

future sales market potential (2008–2010) will become even more attractive. Only 6% expect a decline.
n

About 60% of respondents expect that their

companies operating in the trade and services secFurthermore, the number of smaller German

companies to have set up operations in China has

product quality and performance of Chinese suppliers are anticipated. Therefore, it can be assumed quality German products will further improve.
n

Along with price increases, improvements in

increased significantly.

A vast share of them is folare already present in China.
n

lowing their German and European customers who Most German companies have chosen the Wholly

that sourcing conditions for globally designed high More than 90% of German operations in China

corporation - many of them because of the better management control compared to a JV. The share decline.
n

Foreign Owned Enterprise (WFOE) as model for in-

– which participated in this survey - plan an expansion of their business activities.
n

of Representative Offices and Joint Ventures is in To be able to serve the domestic sales market,

sidering a new business set-up in China. Many of them consider expanding into the western part of the country.
n

Almost every second German operation is con-

most German manufacturing companies have already built up production and have extended their value chain in China over time; this study suggest that local content share is on average above 50%.
n

most every second German production company manufacturing activities.
n

Despite projected increases in labour cost, al-

intends to further in-house localise sourcing and Plans also foresee to expand Research & Devel-

According to survey data, more than 80% of

opment (R&D) in China.

n
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nesses in China adapt their products to better meet specific Chinese customer requirements.

This study confirms that most German busi-

my and it still has enormous potential for further

growth. Since China took the first steps towards

establishing market economy reforms

in the late tant economic partner among EU member states.

Based on their positive business experiences and overall optimistic expectations towards future investment rationales and challenges, German com-

1970s, Germany has become China’s most impor-

panies will expand their activities in China, creat-

According to Germany’s Federal Statistical Office,

ing new operations and expanding existing ones, local value chains, expanding both inhouse sourc-

since 2000 the Sino-German trade volume tripled consists of German exports to China. Compared

increasing domestic sales volume and deepening ing and R&D activities in China. The share of Small many being active in China is on the rise. Trade and product portfolio”.

to about EUR 76 billion in 2006, of which one-third with 2005, in 2006, Germany’s exports to China many (23%).

and Medium-sized Enterprises (SMEs) from Gerservices will increasingly complement the “German

grew stronger (30%) than China’s exports to Ger-

German corporations have supported China’s ness community. According to GIC statistics, today

economy since it opened to the international busiabout 4,500 German invested companies and Representative Offices contribute to the ongoing modernisation of technologies and processes in China’s

q

2. Introduction

economy.

From 1990 to 2007, Germany (besides the UK) has GIC China - as the umbrella organisation of German Invested Enterprises and Representative Ofits members to obtain information about business management in China which also serve as a basis for policy recommendations. fices in 

China – regularly conducts surveys among the highest accumulated volume of foreign direct investments in China among all EU member states

(source: Chinese Ministry of Commerce). German direct investment in China was about USD 2 billion in 2007 (source: German Embassy, Beijing).

The 2007 survey covers the following subjects as they pertain to German operations in China:

The motivation for conducting the 2007 survey was

to gain an update from the German business community in China on perceived investment and business drivers, as well as barriers to doing business. One objective was to derive a better understanding of German companies’ business models (both current and mid-term plans) with respect to the Chinese market.

n

qualitative and quantitative features: business type, turnover, etc.
n

Characterisation of operations with regard to

industry, legal form, number of employees, annual Initial investment motives, satisfaction with tar-

get achievements, profit margins and break even periods
n

GIC Shanghai and Euro Asia Consulting PartG (EAC) jointly conducted the 2007 survey among German operations in China - excluding Hong Kong, Macao

and for sourcing, as well as the advantage of operational costs in China
n

Evaluation of China’s market potential for sales

and Taiwan. 273 operations (WFOEs, JVs and ROs) participated in the largest survey ever conducted among German operations in China.

the Chinese business environment: availability of market data, infrastructure and logistics, availability of human resources, non-tariff trade barriers, public services

and authorities
n

Assessment of inherent challenges faced within

Over recent decades China has become one of the

most prominent markets within the global econo8

intellectual property rights

Direct effects of corruption and the violation of

EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai

n
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(WFOE and JV) as modes of operation

Comparative analysis of two legal frameworks German strategies for three key management

menting market entrance into China, pursuing retions.

organisation, or considering expansion of opera-

tion for the Chinese sales market and exports from China
n

areas: local content in production, product adapta-

This report presents a general overview of and by

in German companies’ global strategy and value chain

production, marketing - and their integration with-

Allocation of business functions - such as R&D,

those German operations in China that participated in the survey. The major trends and tendencies are German business community in China. However, believed to be widely representative for the entire it is unavoidable in a survey among German business in China that those operations that had already left China could not participate in the survey. This study therefore does not contain retrospective market exit data and motivations.

The title “German Business Expansion in China: 2008 - 2010” stresses the strategic focus of this survey compared with earlier GIC studies. Market potential and barriers to doing business, as well as

business models have not only been assessed with respect to their current

situation, but most subjects were also prompted for an evaluation of anticipated developments for 2008–2010.

Results are often filtered and differentiated by critry concerned and other criteria. Certainly, not all

teria such as years of market presence, the indus-

possible differentiations could be applied for the

WFOEs, JVs and ROs received specific questionnaires in order to gain particular information related to legal business frameworks. From June to

purpose of this report. Therefore, further in-depth survey analysis of certain subjects will be provided by GIC publications from 2008.

October 2007, questionnaires were sent to all German operations in China which were registered in the databases of the GIC offices in Beijing, Shanghai and Guangzhou.

Views expressed in this report, if not described as

direct survey results, are those of the survey team. The report does not contain any official statement by nor express the opinion of GIC China.

Despite the comprehensive and complex nature of

GIC and EAC would like to thank all the executives of the 273 German operations in China who took the time to participate in the survey and who have made this report possible.

the questionnaires, the return quota was as high as 13% (about 2,100 valid German business addresses in China were used). The panel’s composition in terms of legal form (WFOE, JV and RO) is represenChina.

tative for the total number of German operations in

The results of the survey enhance GIC policy making and contribute to the presentation of German business interests to governments in China,

Germany and the European Union.

q

3. Overview of German Operations in China

A general view of the attractiveness of the China market as provided in this report cannot act as a blueprint for a specific China business strategy of case has its own dynamics and requires tailored solutions. The implications as described in this an individual German company. Each investment

The potential of China’s sales market has been identified as the dominant investment rationale by this survey. Sales prospects are regarded as more tion opportunities to most German investors.

relevant than low cost sourcing or low cost produc-

report, however, may assist German companies in

following the right track while planning and implen

The increasing attractiveness and openness of the Chinese market has lead to significant shifts in the
9
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composition of German operations in China:
n

they have achieved or have even exceeded their

relatively new in the market. Most started business activities after 2000.
n

The majority of German operations in China are

targets. On average, production companies reach profitability within 4 years while the trade and services sector reaches profitability within 2 years.

tion sector, the share of German parent companies focusing on trade and services is increasing steadily.
n

Besides the dominance of the German produc-

At present, German operations are still clustered in China’s coastal areas, with Shanghai in the lead. However, central and western areas will become more important in future.

growing.

Many German SMEs follow their existing customers – mostly from Germany - to China. make use of their primary supplier network.
n

The share of SMEs among German investors is

Thus, established German operations in China can German investors are deciding more and more

q

3.1 Geographic Distribution and Duration of Market Presence

to establish a corporation instead of opening a Representative office.
n

Over the past two decades, economic growth

preferred form of incorporation in China.

Establishing a WFOE has clearly become the

throughout China was quite unbalanced, with the main focus on the coastal areas of Greater Shanghai, Greater Beijing and Greater Guangzhou.

Most German companies operate successfully in China. The vast majority of companies state that

As shown by participants’ feedback, German business is very much clustered in the Greater

Fig. 3.1.01 | Distribution of German Business Locations in China

Beijing

2% Liaoning 12 % 2% 3%
Tianjing

Shandong 15 % Jiangsu 47 % Shanghai 5% Fujian
1%

Share of German Operations in China

> 20 %

Sichuan 1%

Hubei 1%

Anhui
1%

Zhejiang

11 - 20 % 5 - 10 % 0-4%

8% Guangdong

N = 257 of 273 10
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Shanghai Area (GSA). Figure 3.1.01 displays that about one-third of all German operations that replied to this survey have their headquarters in this frastructure, many German companies choose GSA motif “Go West in China” has not yet had an impact.

This survey represents the composition of German operations with different

durations of market presence in China. Figure 3.1.02 shows that 43% of German operations have 6 or more years of market presence. However, the majority of German

region. Due to its comparatively well-developed inas a location for their operations in China. The leit-

invested operations in China are relatively new. About 60% of responding German operations in China started after 2000. Recent trend suggest that year.

about 400 German operations are established every Fig. 3.1.02 | German Operations in China by Years of Market Presence
q

3.2 Size of German Parent Companies and their Operations in China

5% 20 % 18 %

n n n

0 - 2 years 2 - 4 years 4 - 6 years 6 - 10 years 10 - 15 years more than 15 years

All quantitative data used in this survey is based on ent companies with less than 1,000 employees and less than EUR 100 million turnover in 2006 worldwide are defined as SMEs.

2006 figures (if not otherwise stated). German par-

18 % 14 %

25 %

n n n

As illustrated in Figure 3.2.01, large companies

represent a share of about 60% and 40% are SMEs.

29% of German parent companies have an annual turnover of more than EUR 750 Mio in 2006. 26 have a turnover of EUR 50 Mio or less. Figure 3.2.02 shows the parent company’s turnover in 2006 in comparison with their market presence in China.

N = 259 of 273

Fig 3.2.01 | Characteristics of Parent Companies of German Operations in China
Number of Employees Worldwide
9% 29 % 10 % 59 % 41 %

Annual Turnover Worldwide in Mio. Euro

Company Size

16 % 14 %

37 % 9% 19 % 12 %

14 %

15 %

16 %

n 

n n n n n

0 - 49 Employees 50 - 249 Employees 250 - 499 Employees 500 - 999 Employees 1000 - 2000 Employees > 2000 Employees

n n n n n n

Euro 0 - 25 Mio. Euro 25 - 50 Mio. Euro 50 - 100 Mio. Euro 100 - 250 Mio. Euro 250 - 750 Mio. Euro > 750 Mio.

n n

SMEs Large Enterprises

N = 265 of 273
German Chamber of Commerce in China

N = 249 of 273

N = 268 of 273 11

n
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Fig 3.2.02 | Worldwide Turnover of German Parent Companies by Years of Market Presence in China
Turnover in Euro Mio.

0-25 0-2 28 %

25-50 15 %

50-100 9%

100-250 24 %

250-750 11 %

>750 13 %

2-4

19 %

12 %

19 %

10 %

19 %

21 %

4-6

17 %

11 %

23 %

9%

20 %

20 %

6 - 10

13 %

4%

19 %

13 %

25 %

26 %

> 10
Years of Market Presence

9%

6%

5%

6%

21 %

53 %

N = 254 of 273

The share of smaller German companies setting up

Fig. 3.2.03 | SME Share among German Parent Companies by Years of Market Presence in China Years of Market Presence >10 Years 4 - 10 Years 0 - 4 Years

operations in China is increasing steadily. On average, larger German companies have a significantly longer history of operating in China than smaller companies.

This trend can also be seen in Figure 3.2.03. 53% of are SMEs. The SME share among operations with 10 or more years of market presence is only 20%.

companies that set up operations in the last 4 years

20 %

39 %

53 %

Figure 3.2.04 illustrates the size of German operations in China with respect to employees

and turnnies (WFOEs/JVs). over. Data has been divided into ROs and compaN = 262 of 273

n

SME Share

Fig. 3.2.04 | Size of German operations in China
RO: Number of Employees
1%

Companies: Number of Employees

GIE: Turnover in Mio. Euro
5% 17 %

11 %

n n n n n

0-5 6 - 15 16 - 49 50 - 149 150 - 500 > 500 20 % 12 %

10 %

10 %

n n
24 %

0-9 10 - 49 50 - 149 150 - 449 500 - 1000 > 1000 9%

7%

n n n n n n

0-1 1 - 10 10 - 15 50 - 150 150 - 500 > 500

14 %

40 %

n n n

25 % 37 %

18 % 15 %

n

24 %

n

N = 72 of 75 Representative Offices
n

N = 168 of 197 German Invested Enterprises (Wholly Foreign Owned Enterprises/Joint Ventures)

German Chamber of Commerce in China
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ROs usually run as comparatively small entities. According to survey results, 40% of all ROs have only 5 employees or less. Only 12% have 150 or more employees. The larger the German parent RO.

71% of all German Invested Enterprises are WFOEs and the share of newly established WFOEs has increased continuously over the last decade.

company, the more employees are employed at the

Fig. 3.3.02 | WFOE Share of GIEs by Years of Market Presence >10 Years 4 - 10 Years 0 - 4 Years

Based on the survey, the average annual turnover of German invested companies in China in 2006 is about EUR 80 Mio (340 employees). However, due to the larger proportion of smaller companies participating in the survey, the median is much lower at around EUR 15 and 20 Mio (100-120 employees).

58 %

66 %

78 %

N = 197 German Invested Enterprises q

n

WFOE Share

3.3

Legal Framework of German Operations in China
q

In the past, establishing Joint Ventures was often prises in China since WFOEs were restricted or not allowed in many industries.

3.4 Business Types and Industries
Fig. 3.4.01 | German Parent Companies by Business Type

the only way of setting up foreign invested enter-

In the 2002 survey, the numbers of ROs and GIEs were equal (700 each). Currently, the share of ROs amongst German-invested operations is only 27%. located. Apparently, for many German companies 24 %

8%

n
68 %

Production Services Trade

However, in Beijing as many German ROs as GIE are the establishment of a RO in the Chinese capital is relevant for managing the relationship with/lobbying the Chinese government.

n n

Respectively, 73% of all German operations in China are enterprises (WFOE or JV). Most German companies do not only want to be represented in China, ucts. Value-adding processes are deepened steadily (see chapter 7). but also want to manufacture and sell their prod-

N = 261 of 273

According to survey responses, 68% of parent companies in Germany are engaged in production. However, the trade and service sectors are on China. the increase among new German investments in

Fig. 3.3.01 | Legal Framework of German Operations in China

If the current trend continues, until 2010 there will be annually as many newly established trade and service companies as in the production secWFOEs 71 %

Companies ROs 27 % 73 %

tor. The respective tendency can be seen in Figure
JVs 29 %

3.4.02. The share of newly established trade and

service companies reached 43%. Among operations with 6 to 10 years of market presence, the trade

and service share is only 19%. The main reason for
N= 14 265 of 273
EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai
n

this development is that the Chinese government opened up the trade, logistics, finance and insurproduction companies are increasingly improving their sales and service networks in China. ance sectors to foreign investment. Furthermore,

German operations in China are mainly active in

the machine building, automotive, consumer goods and chemical industries. Survey responses are representative of the entire population of German businesses in China, i.e. the machine building industry’s share is 29% in this survey and 30% in the GIC company directory. Service and trade play a predominant role in Finance and IT/Telecoms (56%) dustry (13%).

Figure 3.4.03 describes the respondents’ industry

background as well as the importance of producspective industry.

tion in comparison with service/trade in the re-

and it is relatively weak in the machine building in-

Fig 3.4.02 | Business Types of German Parent Companies by Years of Market Presence

100 % 80 % 60 %
35 %

19 %

25 %

37 %

43 %

81 %

40 % 20 % 0%

65 %

75 %

63 %

57 %

n n
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> 10
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2-4
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Years of Market Presence

N = 259 of 273

Fig 3.4.03 | German Operations in China by Industries and Business Types
Machine Building 29 % Automotive 16 % Consumer Goods (Textile, Food, etc.) 11 % Chemical / Pharma 10 % Construction

6% Environmental / Energy 6% IT / Telecommunications 3% Finance 3% Others German Chamber of Commerce in China 15 % 100 % 44 % 56 % 64 % 78 % 22 % 67 % 33 % 79 % 21 % 87 % 13 %

36 %
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n n
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n

N = 273

15

Fig. 3.5.01 | Major Motives for Entering the Chinese Market

Chinese Sales Market Following Key Account Customers Low Cost Sourcing in China
30 % 29 % 38 % 21 % 25 % 14 % 44 % 42 %

80 % 79 %

Low Labor and/Production Cost in China

China as a Platform to Target Other Asian Markets

n n

GIEs ROs

N = 73 of 75 Representative Offices, 192 of 197 German Invested Enterprises

q

3.5 Investment Motives

q

3.6 Target Achievement and Profitability

One focus of the 2007 survey was to understand companies.

the motives of the initial investment of German

The majority of German operations reached their objectives in China.

Figure 3.5.01 illustrates the individual motives of swers:
n

Fig. 3.6.01 | Evaluation of German Operations on Target Achievement

German operations and the survey shows many an-

spondents state that sheer market size was the most important motive for setting up business in China.
n

“China as sales market”: About 80% of all re-

17 %

27 %
n Even exceeded Targets n Achieved most/all of them n Achieved only some/ none of them

indicate that they followed their key customers to

“Following key account customer”: about 43%

56 %

China. Operations with only a few years of market presence have more often confirmed “following key-account” as investment motive: about

60% of ence did so.
n N = 267 of 273

operations with less than 4 years of market pres“Low labour and production costs”: 38% of GIEs

and 21% of ROs saw low cost as a major driver for their market entry in China.
n

Figure 3.6.01, shows that 4 out of 5 German operations in China met their business targets or even exceeded them. Only 17% of all German operations Among those, production companies (19%) have a have reached “only some or none of their targets”. higher share than trade (8%) and service (5%) companies. Data also differs among industries, i.e. the automotive industry has a higher share of underEAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai
n

of all operations and “China as a platform to target other Asian markets” by 25% of GIEs and 14% of ROs as major motive for entering the Chinese market.

“Low cost sourcing” was evaluated by about 30%

16

fulfilling targets than those in other industries. The most significant and obvious deviation is linked

line operations. A profit margin of 5% or higher is

achieved by about one-third of production companies with 2 years of market presence and by about 60% within 4 to 6 years. All companies that have over 10 years presence in China are profitable.

to the years of presence in China. More than 40%

of operations with less than or equal to 2 years of of their targets” so far.

market presence stated that they did “not reach all

Fig. 3.6.02 | Break Even Periods of GIEs in China by Business Type

The accumulated survey results on break even periods are illustrated in Figure 3.6.02.

100 % 90 % 

80 % 70 % 60 % 50 % 40 % 30 % 20 % 10 % 0%
18 % 6% 23 % Service/Trade Production 42 % 30 % 12 % 12 % 20 %

Most GIEs in China break even within a few years of operation. Approximately 60% of production companies reach profitability within 4 years of oppanies are profitable 2 years after market entry. profitably.

eration, while about 60% of trade and service comAt present, about 80% of all GIEs in China operate

In 2006, the majority of companies had profit margins ranging between 5% and 10%. Figure 3.6.03 specifically for production companies. demonstrates the development in profit margins

n n

0-1

1-2

2-4

>4

Profitability increases in accordance with the numcompanies become more familiar with the market environment, increase localisation and stream-

Years of Market Presence to Reach Break Even N = 187 of 197 German Invested Enterprises (there of 137 Production and 50 Service/Trade) Difference to 100% = Have not achieved break even yet

ber of years of operation in China. Over time,

Fig. 3.6.03 | Profit Margins by Years of Market Presence

100 %

6% 6% 22 %

3% 6% 13 %

7% 13 % 13 %

4% 13 %

3%

Profit Margin

80 %
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n n n
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German Chamber of Commerce in China

n

17

18

EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai

n

q

4. Major Rationales for German Investment in China

This picture varies only slightly with respect to industry, duration and size of operation.

One would assume

that the higher companies’ loMajor reasons for German companies operating in China are: sales potential, sourcing opportunities and low cost production.
n

cal content share, the more they would be satisfied with sourcing and cost of operation conditions. Figure 4.1.02 actually shows that the higher the

degree of local content in production − up to about eration and sourcing costs. On the other hand, the benefit of the sales market declines.

ties remain the most important business driver for

Due to the size of the market, sales opportuni-

75% of local content − the more beneficial are op-

the majority of German operations. But they also state that “the price sensitivity of Chinese customers” is still critical.
n

Yet, production operations with more than 75% local content share evaluate costs of operation as less beneficial. This could indicate that in certain

opportunities in China” and “China as a location for production and operation” as very beneficial. Major as low prices for locally sourced products.
n

German operations also regard current “sourcing

markets in China still formal or informal localisation provisions by Governmental authorities are in place which causes uneconomic “over-localisation”.

reasons are low wages for unskilled labour as well China’s cost advantages are particularly appre-

It is clear that in particular companies with a high export share appreciate both low cost of operations and sourcing opportunities.
n

ciated by those German operations in China with a high local content share and/or a high export share.

Whereas the

previous chapter concentrated on the

initial motives for market entry in China, the foldoing business in China.

is the “Chinese sales market potential”.
n

The lesser the export share, the more important Almost 70% of all companies with an export

lowing questions address the current rationales of

share of more than 75% regard “cost of operation” sponding companies.
n

as a major benefit - compared with 33% of all reNearly 40% of all companies with an export

China’s sales market potential remains the major investment rationale for most German operations. “Costs of operation” is for 27% of all operations a major benefit. Sourcing is ranked third.

share of more than 50% regard “sourcing opportunities” in China as major benefit - compared with 17% of companies with an export share of less than 50%.

Fig. 4.01 | Assessment of Current Major Rationales for China Investment
n No Benefit n Benefit n Major Benefit

Sales Market Cost of Operation Sourcing

9% 13 % 26 %

36 % 53 % 42 % 22 %

53 % 27 %

N = 266 of 273. Difference to 100% = Don't know.
German Chamber of Commerce in China
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To summarise, the present business rationales of German operations in China confirm their initial potential at the forefront. motives for market entry - with the sales market

Fig. 4.02 | Evaluation of Market Rationales by Share of Local Content 80 % 70 % 60 % 50 % 40 % 30 % 20 % 10 % 0%
0 - 25 % 25 - 50 % 50 - 75 % 75 - 100 %

q

4.1 Utilising Sales Market Potential

Respondents were asked to indicate their degree of satisfaction with selected characteristics

of the Chinese sales market.

The sheer “size of the Chinese sales market” itself matters most for German operations. 86% of German operations are at least satisfied. Targeting other Asian sales markets from China is increasingly seen as a business opportunity. For 25% of rein China. At present, 55% of all German operations port opportunities into other Asian markets. spondents, this was an initial reason for investment (including ROs) are at least satisfied with their ex-

Degree of Local Content n Sales Market Sourcing

The “price sensitivity of Chinese customers” is evaluated as the most critical characteristic of the Chinese market. Survey data suggest that 70% of German operations are either unsatisfied or very unsatisfied. This picture looks similar across all industries. German companies manufacturing conprice sensitivity in their sales markets. Only 6% are customers”, compared with 18% in the entire sur-

n
N = 180 Production Operations

Cost of Operation

n

vey; 34% are unsatisfied, compared with 52% of all respondents.

sumer goods, however, do face comparatively less very unsatisfied with “price sensitivity of Chinese

Fierce competition in China is a major phenomenon rent over 70% face Chinese competition. Almost

faced by China-based German operations; at curhalf of respondents equally compete with local and

Fig. 4.1.01 | Evaluation of Current Sales Market Potential

n

Very Unsatisfied

n Unsatisfied
2% 9%

n Satisfied
55 %

n Very Satisfied
31 %

Size of the Chinese Sales Market China as Base to Target Other Asian Markets

3%

25 

%

49 %

6%

Chinese Product Requirements

4%

31 %

49 %

3%

Competition in China

15 %

37 %

41 %

3%

Chinese Savings Behaviour Price Sensitivity of Chinese Customers 20

6%

35 %

35 %

3%

18 %

52 %

21 %

4%
n
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N = 266 of 273. Difference to 100% = Don't know.

international competitors. 25% mainly compete with tional companies.

q

4.2 Production and Operation Costs

local Chinese companies, 29% more with interna-

As mentioned in the overview of major rationales,

54% of German operations evaluate “cost of operations” as beneficial and 27% even view it as a major in China, low operation costs are - after China’s ness driver. benefit for their operations. For German businesses sales market potential - the second strongest busi-

This picture remains the same among companies of various business types or legal forms. A significant difference can be seen with German businesses of different periods of market presence: the longer in the market, the higher the share of tions with 6–10 years of market presence but less ket presence face mainly Chinese invested competition. Fig. 4.1.02 | Local and Foreign Invested Competitors for German Operations in China

Chinese competition. About 40% of German operathen 20% of operations with 6 or less years of mar-

While material costs are addressed in detail in the next chapter, operational costs such as qualified and unqualified labour, energy and logistics are sidered as a cost of operation but has also been covered in this section

of the survey.

evaluated in this section. Tax is generally not con-

50 % 40 % 30 % 20 % 10 % 24 %

47 %

“Labour costs of unqualified employees” are seen as the greatest cost advantage in China. Figure
29 %

4.2.01 shows that 21% of German operations are

very satisfied. This aspect has been answered with

“don’t know” by a relatively high share of the survey (13%). “Labour costs for qualified employees” are evaluated by 12% as “very satisfying”. Double-digit wage increases in recent years have actually not led

Mainly Local N = 254 of 273

Equally local and foreign

Mainly Foreign

to a reassessment. Apparently, increases are seen tive level compared with other countries.

as justified and labour costs are still at a competi-

The majority of German operations are satisfied Fig. 4.2.01 | Evaluation of Current Production and Operation Costs

n

Very Unsatisfied

n Unsatisfied

n Satisfied

n Very Satisfied

Labour Costs of Unqualified Employees

13 %

52 %

21 %

Labour Costs of Qualified Employees Cost of Energy Supply

2% 2%

20 % 19 %

66 % 66 %

12 % 4%

Costs of Logistics and Transportation

3%

22 %

63 %

5%

Tax Conditions

5%

31 %

53 %

5%

N = 266 of 273, Difference to 100 % = Don’t know
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with “costs of energy supply” in China despite inis that the rise in energy costs is viewed as a global tion” are also assessed rather satisfactorily.

creases in recent years. One possible explanation phenomenon. “Costs for logistics and transporta-

transparent

picture of sourcing benefits in China, the survey specifically addressed aspects of quality how Chinese suppliers perform. and the price of locally sourced products, as well as

“Prices of locally sourced products” is evaluated “Tax conditions” have received the highest degree as the biggest advantage of current China sourcing potential. Figure 4.3.01 shows that more than 80% of German operations in China are at least satisfied with this sourcing aspect. In conjunction with the generally positive evaluation of current labour low cost country (LCC). costs, German operations still regard China as a of dissatisfaction. However, the survey did not dif-

ferentiate amongst different types of taxes. The dissatisfaction with the current situation of taxes might have been driven by the abolition of preferential tax treatments for foreign companies.

Degrees of satisfaction with certain types of costs differ across industries. Production companies, energy supply” than service companies. naturally, are more dissatisfied with the “cost of

On the other hand, the current “quality of locally sourced products” is seen as critical. Survey data suggest that 58% of all German operations are unsatisfied or even very unsatisfied with features of domestically purchased products. However, the de-

Overall, the cost of operations in China is perceived as positive. This survey therefore cannot confirm that “China is no longer a low cost country”.

gree of satisfaction varies with the age of the operation. About 25% of all German operations with 4 or fied with locally sourced product quality, compared

less years of operation are satisfied or very satiswith about 50% of operations with 6 to 10 years of

q

4.3 Sourcing Opportunities

market experience. This indicates that there is a learning curve for managing product quality within sourcing processes.

As mentioned before, “sourcing opportunities” in

China are a major benefit for 22% of all German op-

erations and are a benefit for 42%. To gain a more

“Punctuality of Chinese suppliers” is seen as

Fig. 4.3.01 | Evaluation of Current Sourcing Opportunities

n

Very Unsatisfied

n Unsatisfied
1% 10 %

n Satisfied
71 %

n Very Satisfied
11 %

Prices of Locally Sourced Products

Cooperation Readiness of Chinese Suppliers Replacement Period for Sourced Goods

4% 4%

27 % 32 %

58 % 48 % 2%

3%

Punctuality of Chinese Suppliers

8%

43 %

39 %

3%

Quality of Locally Sourced Products

5%

53 %

34 %

2%
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n

relatively problematic in the context of sourcing. More than 50% express their dissatisfaction here – compared with 42% that express satisfaction. In paratively positively. Chinese suppliers’ readiness to co-operate receives a satisfied 60%, compared

having directly encountered instances of corruption.
n

other areas, Chinese suppliers are assessed com-

proved over the years. Advancements have been

The area of non-tariff trade barriers also im-

made by China’s liberalisation policies along with

with about 30% dissatisfaction. The “replacement

period of locally sourced goods” is also evaluated negative (36%). by more German operations as positive (50%) than

its WTO entry. Consequently, non-tariff trade barmuch smaller share of German operations than in past studies.

riers have been evaluated as a major problem by a

However, the list of “things to think about” - relating to business barriers in China – is long. Respondents highlighted issues such as lack of “adherence to contract terms”, lack of “clarity of regulations and authority competencies” and perceived dismajor current challenges.

The biggest advantage (“low prices”) and the biggest disadvantage (“lacking product quality”) of sourcing in China are in obvious conflict with each other. The reciprocal interdependence of price and quality are noticed again when comparing their anticipated developments until 2010 (as seen later in this study).

crimination in “governmental tender procedures” as

It is noteworthy that operations with more years of ing business as less challenging.

market presence generally evaluate barriers to do-

q

5. Current Challenges in China’s Business Environment

q

5.1 Overview of Barriers to Doing Business

In China, German operations have to cope with a number of obstacles which characterise the business environment in an economic system which is referred to as “socialism with Chinese characteristics” by China government officials.

Eight major barriers for preparing to do or conducting business in China have been identified: non-tariff trade barriers, availability of market data,

bureaucracy and authorities, legal

security and compliance to business terms, infrastructure and (HR), protection of intellectual property rights (IPR) and corruption. logistics, availability of qualified human resources

The survey reveals that some challenges to doing changed in their significance.
n n

business in China are changing, others remain un-

German operations categorised these distinct busia problem, or no problem. The survey results are displayed in Figure 5.1.01.

personnel is a major concern.

According to respondents, the lack of qualified Previous GIC studies have identified IPR in-

ness barriers in China as follows: a major problem,

fringements as a major problem and they still are a major problem. More than half of responding operations declare that they have been directly affected by violations of their IPR.
n

“Deficiencies in IPR protection” and the “availability of qualified personnel” are the two major problems for German operations in China at present. Of all respondents, 29% state so for IPR and 27% for the HR issue. No other barrier to doing lem.

seems to be on the decline. A smaller share of German operations has evaluated corruption as a major problem than in previous surveys. Yet, more

In contrast, the spread of corruption in China

business receives such high scoring as major prob-

than half of responding German operations confirm
n

Further major barriers to doing business are “legal
23
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n

security and compliance with business terms”, “bureaucracy

and authorities”, as well as “corruption”. All these aspects are assessed as problems or major problems for German operations. (An evaluation areas.) of ‘major problem’ is always 20% or above in these

sity of non-tariff barriers to a considerable extent. However, 4 out of 10 German operations still face problems in their operations due to non-tariff trade barriers; hence the situation is still far from being in the clear. It must also be remembered that the

most recent measures of protectionism, such as restrictions on foreign investment, could not be fully in 2007. reflected in the evaluation of the current situation

Comparatively less problematic areas are: “availability of market data”, “infrastructure and logistics”, as well as “non-tariff trade barriers”.

Evaluations of barriers differ according to business characteristics such as industry, business type and others. A particularly high deviation has been idenage of operation.

The situation with “Non-tariff trade barriers” seems to have considerably improved in China. Whereas they were still perceived as one of the top three challenges in 2003 and 2004, in the 2007 survey non-tariff trade barriers are assessed as a comparatively smaller business challenge. Only 4% problem for their current operations.

tified by differentiating response data according to

of German operations indicate this area as a major

The longer a German operation is present in the

Chinese market, the less problematic it perceives

most of the barriers. For example, 30% of opera-

Obviously China’s accession obligations in the alisation

policies since then have eased the inten-

tions with 2 or less years of market presence perceive “bureaucracy and authorities” as a major to 15 years of market presence. problem, compared with 12% of operations with 10

context of its WTO entry in 2001 and overall liber-

Fig. 5.1.01 | Evaluation of Current Business Challenges

n

No Problem

n Problem

n Major Problem

Protection of Intellectual Property Rights

22 %

45 %

29 %

Availability of Qualified Human Resources Legal Security & Compliance with Business Terms

25 % 20 %

47 % 56 %

27 % 23 %
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53 % 46 %

21 % 20 %

Corruption Availability of Market Data
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43 %

14 %
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58 %

34 %
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There are a number of possible explanations: On the one hand, German operations that have been present longer in the market might have already

China. A further 45% indicate that it is a problem. Compared with results from earlier GIC surveys, no significant improvement in terms of IPR protection can be noted. In the 2004 survey, 59% of German regulations is needed.

become accustomed to conditions in China and thus perceive them as less disturbing, even if they are still affected by them. On the other hand, a learning curve can be assumed. Operations with more years of market presence have also been invested in by large German companies with a relatively bigger share. Large

companies – compared

operations indicated that stricter enforcement of

In 2007, for the first time in a GIC survey, German views on IPR violation as a barrier to doing busicountered respective instances.

operations were asked not only about their general ness, but also whether they themselves have en-

with SMEs – tend to have more overheads with which to manage business barriers, i.e. with respect to “bureaucracy and authorities”.

Fig. 5.2.01 | Has your Operation been directly affected Large German companies perceive fewer probof market data”, “bureaucracy and authorities”, as well as “legal security and compliance to business terms”. by IPR Violations in China? lems than SMEs in the following areas: “availability 17 % 43 % 40 %

n n n

Yes, often Yes, sometimes No

In the following chapters, the 8 prompted areas of barriers to doing business are assessed in detail in the order of their overall degree of dissatisfaction as evaluated by German operations.

N = 260 of 273 q

5.2 Effects of IPR Violation
More than half of German operations in China have experienced violations of their intellectual property rights. Figure 5.2.01 shows that the threat of IPR violations is not a myth but real: 57% of operations have been affected; of those,

Protection of intellectual properties such as copyrights, brands and trade patterns have been the main concern for foreign companies in China over prehensive modification of its patent and trademark tion of these standards seems insufficient.

the last decade. Even if WTO entry implied a comlegislation, in 2007 - six years later 

- the applica-

17% even often. Operations that have experienced profile:

above-average IPR violations have the following
n Companies (60%) more than ROs (47%) n n

German companies are particularly concerned. Their Unique Selling Propositions (USP) are more often closely related to technical and engineering

trade patterns than those from other foreign couning part of their competitive edge when expensive in China.

companies (24%)

Production companies (67%) more than service

tries. Thus, they are especially threatened with losR&D knowledge illegally goes to low cost producers

n Large companies (65%) more than SMEs (49%) n

struction industry (47%)

Machine building industry (68%) more than con-

ence (4 to 6 years: 71%) more than companies with less years of market experience (0 to 2 years: 37%) These data show the statistical distribution of the degree to which operations have been affected aclow for determination of extents of causality. cording to the mentioned criteria. They do not al-

Companies with more years of market experi-

“IPR protection” remains a top concern of German operations in China. As mentioned before, almost 29% of the survey’s respondents describe the issue as a major problem for their operations in
26
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q

5.3 Availability of Qualified Human Resources

“Retention of staff” has been assessed as comparatively less problematic. Respondents evaluate with dissatisfaction (44%). this aspect more often with satisfaction (54%) than

The phrase ‘war for talents’ may sound

harsh, but is essentially true. According to GIC, fluctuation rates are as high as 10% in the Greater Shanghai

area or even 25% in other regions of China. The “availability of qualified personnel” constitutes one German operations in China. of the greatest current management challenges for

Degrees of satisfaction and dissatisfaction with the fied human resources do not significantly differ among various industries or business types.

three prompted aspects of the availability of quali-

The HR issue is consequently one of the top con-

q

cerns for the German business community in China in the 2007 survey. Almost three-quarters of respondents evaluate the availability of qualified HR

5.4 Legal Security and Compliance with Business Terms

as at least problematic for their operations. Among IPR violations are of a slightly higher concern as a man Resources.

China does have a comprehensive legal system in terms of laws, rules and regulations. Most legal experts agree that since WTO entry China’s legal The reality of the dilemma facing – not only Ger-

them, 27% indicate that it is a major problem. Only major problem than the availability of qualified Hu-

framework generally meets international standards. man - operations, however, is that when rules are Furthermore, legally binding contracts are handled

German operations evaluated three distinct aspects of HR management: 1) Recruiting of qualified staff 2) Retention of staff and 3) Quality of off-the-job ure 5.3.01.

broken, punishment does not necessarily follow. in a flexible manner − a situation which is still

perceived by many as a characteristic of China’s contemporary business environment.

training services. The results are displayed in Fig-

Almost 80% of respondents see shortcomings in business. Yet, China’s efforts to improve the legal

The “recruitment of qualified staff” is a major current problem in the area of human resources. Survey data suggest that 52% are unsatisfied and 16% express a high level of dissatisfaction with the situation on recruitment. The “off-the-job training more dissatisfaction (46%) than satisfaction (35%). quality” ranks second among HR problems: there is

the legal area at least as a problem for their current business context seem to have paid off from the

perspective of German operations: 38% of the 2002 a major problem, compared with 23% in 2007.

GIC survey respondents assessed the legal area as

Fig. 5.3.01 | Evaluation of Current Human Resources Challenges

n
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Fig. 5.4.01 | Evaluation of Current Legal Security and Compliance with Business Terms

n
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n Unsatisfied
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n Very Satisfied
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12 % 12 %

44 % 42 %
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1% 2%
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8%

36 %
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1%
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8%

27 %

26 %

2%

10 %

21 %

13 %

1%

N = 258 of 273, Difference to 100% = Don't know

However, ‘improvements’ in the legal environment

are still occurring at a high level of dissatisfaction for German operations in China. For this survey they evaluated five aspects related to adherence to contracts and China’s judicial system.

n Competence of judges

n Governmental influence on legal practice

Many returned questionnaires did not respond to erations might not have had experience with the

these questions indicating that the respective opcourts thus far and therefore could not make assessments.

As shown in Figure 5.4.01, the lack of “adherence to contract terms” poses the biggest current legal problem. 56% of German operations in China are dissatisfied with this aspect. In the ranking of legal problems it is closely followed by the “payment behaviour of private customers” − a concrete example of not adhering to contracts. More than

A majority of those who did respond perceive that there is “government influence on legal practice”. Among those operations that voted, four indicates that the independence of China’s courts - with reference to legal disputes in the business as it should have been. times more are dissatisfied than satisfied which

half (54%) are at least unsatisfied with their private punctuality of payment obligations.

customers with regard to completeness and the

area – has not yet been realised in practice as much

Payment behaviour of public customers is assessed as no

better than that of private customers. The balance of satisfaction and dissatisfaction is even

“Judges’ competence” is comparatively better

for both types of customers. The only difference is that less German operations in China have public customers than private customers. This is indicated by significantly different “don’t know” shares. In principle companies should not expect a better payment practice by public customers than by private clients. Furthermore, German operations were asked about two aspects directly related to China’s judiciary:
28

evaluated than perceived influences on their work. compared to those who are satisfied. Apparently,

Here ‘only’ about twice as many are dissatisfied as general dissatisfaction (from the survey’s respon-

dents regarding legal decision-making processes in China) stems more from shortcomings in the abilities of judges themselves. present judicial system and less from the individual
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5.5 Bureaucracy and Authorities

sponded with ‘don’t know’ indicates that a consid-

Business communities in most countries – not least in Germany – tend to have negative opinions of public services and authorities. In this respect, China is no exception. The current situation with “bureaucracy and authorities” in China is considered by 53% of the respondents as a problem and by 21% as a major problem.

erable number of German operations do business with varying laws in various provinces.

in one region only and hence are not confronted

“Efficiency and services of authorities”

have been assessed as least problematic of all prompted aspects of public services. It has the lowest dissatisfaction score and the highest satisfaction valuation (35%) of all prompted aspects of the public framework.

The 2007 survey evaluated five aspects of the public business environment and their influence on current operations. As illustrated in Figure 5.5.01, the survey’s results suggest a comparatively high area.

q

5.6 Effects of Corruption

dissatisfaction with all prompted aspects in this

As mentioned in the overview on barriers to doing

business, 66% of respondents consider occurrences problem for their operations in China.

Lack of “clarity in regulations” and “clarity of authorities’ competencies” are of greatest concern to the German operations in China. Both aspects receive the highest rates of unsatisfied (53% and 47%) and very unsatisfied (28% and 27%). In line with this, the “communication of new regulations” has received the third most dissatisfaction scores.

of corruption either as a problem or as a major

However, according to the German business community there could be a decline regarding the diffusion of corruption in China. As Figure 5.6.01 shows, in the GIC 2004 study,

The “variance of laws” in China’s different regions is also assessed as a major problem. Only 10% express satisfaction which is the lowest score among all aspects. A high share who re-

corruption was identified by 30% of respondents as a major concern − compared with only 20% in 2007 − which allows for the supposition that corruption

in the Chinese business environment

is still a major

Fig. 5.5.01 | Evaluation of Current Bureaucracy and Authorities
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problem area, but has diminished in recent years. ernment seem to be somewhat effective.

The anti-corruption initiatives by the Chinese gov-

Fig. 5.6.01 | Assessment of Corruption as Major Concern in GIC Surveys
Survey

In the 2007 survey, in contrast to previous GIC surveys, respondents were not only asked for a general assessment of corruption in China, but also to have been confronted by respective occurrences.

Responses

35 % 30 % 25 % 20 % 15 % 13 % 27 %

30 %

confirm whether or not their operations themselves

20 %

More than half of German operations in China have been directly affected by corruption. Figure 5.6.02 shows that 45% of respondents have sometimes been exposed to instances of corruption; 8% often.

10 % 5% 0%
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2002

2004

2007

Years of GIC Surveys

In summary, responses suggest that the evaluation

of corruption as a major problem for China’s business environment has empirical justification. Operations that experienced above-average instances of corruption

have the following profiles (percentage sums of “often affected” and “sometimes affected”):
n n

Fig. 5.6.02 | Has your Operation been directly affected by Corruption?

8%

(47%) and service (33%) companies

Production companies (60%) more than trade Construction (76%, of those 29% often) and

n
47 % 45 %

Yes, often Yes, sometimes No

n n

chemical/pharma (66%) more than environmental/ energy (44%) and consumer goods companies (40%)
n

erations (0 to 2 years: 41%)

perience (4 to 6 years: 65%) more than younger op-

Operations with a longer history of market ex-

N = 254 of 273

These data show only the statistical distribution of the degree to which operations have been affected by corruption according to the criteria given. They do not allow for determination of causality.

As to be expected, lack of market information is

perceived as especially disturbing by operations that have recently entered the market. The availability of market data is described as problematic by 78% of operations with a market presence of 2 or less years.

q

5.7 Availability of Market Data

Insufficient information about macro-economic

data combined with limitations in research areas in a major concern for companies in the past. Transparency of markets does not seem to have reached business challenges, the availability of market data

China have made the “availability of market data”

German operations assessed the availability of market data according to four major types of market (to which most companies and ROs can relate): 1) sales market 2) labour market 3) 

supply market and 4) financial market.

satisfactory levels. As mentioned in the overview of is regarded as a problem by 43% of respondents and by 14% as a major problem for their operations in China.
30

As illustrated in Figure 5.7.01, for most types of
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Fig. 5.7.01 | Evaluation of Current Market Data Availability
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market, there is more satisfaction than dissatisfaction regarding the availability of respective market tions are unsatisfied with all prompted areas. information. However, a high percentage of opera-

strict provisions on market entry mode, tight excompanies nowadays come across a comparatively much more open market in China.

port quotas and local content regulations − foreign

“Sales market and distribution data” are most lacking. Half of German operations (51%) are at least unsatisfied with the information basis on the

This progressive improvement explains why the other business barriers − has improved most in

evaluation of non-tariff barriers − weighted against German operation assessments compared with the

sales side and 42% on the sourcing side. “Information on HR and recruiting” is assessed as critical by just as many - 41% are at least unsatisfied. Acthe highest satisfaction evaluation: 55%

are at least satisfied (only a few ‘don’t know’).

results of earlier GIC surveys in China. As men-

cess to HR market information, however, receives

tioned in the overview on business challenges, only 4% of all respondents regarded “non-tariff barriers” erations in China. as a major problem, 37% as a problem for their op-

“Availability of data for the financing market” has received the least dissatisfaction votes, but also a comparatively low scoring of satisfaction (many China is often regulated in Germany or elsewhere outside China and hence does not depend that much on respective market information in China.

‘don’t know’). Financing of a German operation in

q

5.8 Non-tariff Regulations

Probably no area of the Chinese business environment has experienced more changes in the past decade than non-tariff regulations. Whereas 10

years ago operations in China were bound by ex-

tensive catalogues of regulations − among others
n
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Fig. 5.8.01 | Evaluation of Current Non-tariff Barriers
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German operations assessed five different aspects in the context of non-tariff barriers, starting

from foreign investment regulations to governmental tender procedures. Their evaluations are shown in Figure 5.8.01.

q

5.9 Infrastructure and Logistics

A comparatively positive evaluation has been made

with regard to “infrastructure and logistics”. It is

considered by respondents as the least disadvantament. As stated in the overview on business challenges, almost 60% of German operations indicate

geous of all barriers in China’s business environ-

“Time and capital requirement for licences” as well as “governmental tender procedures” are of high concern among current non-tariff barriers. These are the only two aspects of non-tariff regulations where respondents in their majority make a negative evaluation. Current “practices regarding governmental tender procedures” are of particular concern to German operations in the construction industry (59% unsatisfied or very unsatisfied) as well as the environmental and energy industry (47% unsatisfied or very unsatisfied) – compared with

that conditions with respect to current infrastructure and logistics present no problem to their operations in China.

According to the geographic distribution of the survey, the positive assessment of infrastructure and logistics mainly concerns areas surrounding coastal economic centres where the vast majority of German operations are located. The evaluation as a whole.

33% of the total sample. Data indicate that JVs and to governmental tender procedures; hence a JV’s legal framework does not seem to make bidding processes smoother.

WFOEs are both evenly affected by problems 

related

does not necessarily reflect the situation for China

German operations assessed the following aspects in detail: energy supply, quality of infrastructure, ing services. logistic and transportation services and warehous-

“Local content requirements” are assessed as the most positive among all prompted non-tariff barriers with 42% showing satisfaction versus 25% showing dissatisfaction − probably a reflection of past constraints having been lifted.
32

Figure 5.9.01 illustrates that responses present a

rather high degree of satisfaction with all aspects

of infrastructure and logistics. In each category,
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Fig. 5.9.01 | Evaluation of Current Infrastructure and Logistics

n

Very Unsatisfied

n Unsatisfied

n Satisfied

n Very Satisfied

Energy Supply

4%

27 %

52 %

4%

Quality of Infrastructure

2% 2%

28 % 24 %

60 % 62 %

4% 5%

Logistics and Transportation Services

Warehousing Services

1%

17 %

48 %

3%

N = 258 of 273. Difference to 100% = Don't know

there is about double as many satisfaction votes than dissatisfaction votes.

Foreign Owned Enterprise is the preferred investment model compared to a Joint Venture.
n

“Energy supply”, relatively-speaking, is assessed as the most critical feature of current inare dissatisfied with energy availability and reliability. frastructure. Almost a third of German operations

China has been steadily increasing. At current the WFOE to JV ratio is 2:1. (see chapter 3)
n

For many years, the WOFE share among

GIEs in

which would re-enter the Chinese market as WFOEs re-enter the market as JVs.
n

If they could choose again, the share of WFOEs

Two-thirds of respondents express their satisfaction with “logistic and transportation services” and 64% indicate that they are at least satisfied with the “quality of infrastructure”. The immense investin road construction − have apparently paid off. ments made by China over the years − particularly “Warehousing services” has received a comparably tions do not rely on them. The vast majority who use this service is satisfied, despite the fact that most warehousing service providers in China are still limited to simple stock keeping. high share of ‘don’t know’ answers as many opera-

is much higher than the share of JVs which would Representative Offices clearly favour a WFOE as

a possible transformation of their existing entity. (see chapter 8)

The rise of the WFOE share relates to the implied strategic advantages of a WFOE compared with a JV.
n n

as a major comparative benefit of a WFOE.

“Direct management control” has been assessed At the same time the survey confirms “conflicts

with the Chinese partner” as the biggest JV problem issues”.

– mainly related to “operational procedures” and “HR

However, a JV remains a relevant option as a legal
q

6. Comparison of Direct Investment Forms: WFOE and JV

framework on the Chinese market - especially when accessing “difficult” markets:
n

When establishing an enterprise in China a Wholly
n

Chinese JV partner in dealing with authorities” as the strongest advantage of their

legal form.

Responding JVs mention the “support of the

German Chamber of Commerce in China
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n

n

business network” is considered a major advantage by many German companies when choosing a JV.

Also, the “access to the Chinese JV partner’s

nese company would inherit the network and local knowledge of the former Chinese entity. Also, the have been established as genuinely new business ner buyout. survey does not differentiate between WFOEs that operations and those that are a result of a JV part-

q

6.1 Strategic Reasoning for WFOE and JV

A fundamental decision for German companies targeting China is in which legal framework to enter the market: as a RO, WFOE or JV. The choice has complex consequences with regard to operational opportunities and obstacles.

This chapter examines the advantages and disadvantages of WFOEs and JVs as legal frameworks in a comparative analysis. Fig. 6.1.01 | Market Entrance as WFOE or JV because of Strategic Advantages

ROs often serve as a first step to establishing a

company’s presence in the Chinese market. ROs

WFOE

JV

are not allowed to conduct business; they may only initiate business for the German parent company. Targeting the Chinese market in-depth requires the foundation of a legally independent company which generate profits in China. then allows companies to produce, distribute and
94 % 62 %

n n

Yes, often No

N = 254 of 273

Before China joined the WTO, many foreign industries and sectors were limited to Sino-Foreign joint

ventures when considering the choice of direct investment in China. However, the ongoing liberalibe established in almost all industries. sation of the Chinese market now allows WFOEs to The implied “strategic advantages” support the establishment of a WFOE more often - compared with a JV. Figure 6.1.01 shows that market-entry modes of all GIE have mostly been decided upon for strategically-motivated reasons. This applies to WFOEs significantly more often than for JVs. 94% of WFOEs resulted from assumed strategic advantages. Only

The strong increase of WFOEs as an entry mode to China is a result of the progressive opening of the Chinese market. In 2000, the total numJVs. This trend continued and currently the ratio of German invested WFOEs to German invested JVs in China is about 2:1. ber of WFOEs had already exceeded the number of

indicate that their legal form was a decision which 6% would have preferred the establishment of a JV, but could not identify a partner with a strategic fit. Of responding JVs, 62% were set up as a deliberate the entry mode whereas 38% of JVs indicate legal restraints as their main reason for establishing a JV.

decision with regard to the expected advantages of

However, the absolute number of JVs in China is still on the rise. According to GIC data, over the past decade the total number of German-invested share of JVs has decreased. In this particular surnies) took part. companies has grown stronger than the percentage vey, 141 WFOEs and 56 JVs (a total of 197 compa-

The share of “legally forced” JVs is declining. Among JVs with 10 to 15 years of operation,

60% have been established due to legal determinations.

In contrast, only 14% of JVs with 6 or less years of company as a JV was due to legal provisions.

operation have stated that the establishment of the

In this survey no distinction is made between a

totally new company (Greenfield Investment) and a merger and acquisition investment (M&A) for a WFOE. A WFOE founded via the acquisition of a Chin

By examining the specific advantages and disad-

vantages of both WFOE and JV, the strategic reasoning behind these legal forms of direct invest-

German Chamber of Commerce in China
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ment will be identified in the following.

how” is the second strongest advantage. Almost 70% see this as a major advantage of a WFOE. “Easier integration into the company group” is evaluated

q

6.2 Perception of Respective Advantages

as the third biggest advantage for WFOEs. Half of them perceive this as a major advantage.

As illustrated in Figure 6.2.01, German WFOEs in China commented on various assumed advantages of their legal form.

“If and when to leave the market” (independent decision-making) ranks as the fourth biggest WFOE advantage. A WFOE is more advantageous − when compared with a JV − for minimising sunk costs in case the business is not successful. In the case of a JV, stopping business functions is subject to an

The “direct control of operations” is at the forefront of the perceived advantages of a WFOE in China. Four out of five WFOEs regard this aspect as a major advantage for their operations. In this context, the following aspects were seen by

more than 90% of all WFOEs as beneficial for their operations in China:
n n n

agreed decision by both parties and is often linked es even higher.

to long trials and high ‘divorce’ costs, making loss-

“Not having to compromise with a JV partner”

“Not having to share profits” is a comparatively

“Ability to establish their own business culture”

minor advantage of a WFOE. Only one-fourth of WFOEs see this aspect as a major advantage. The “quick establishment of a WFOE” is seen as the least important of the advantages. However, compared with WFOEs, founding JVs in China generally takes more time, as partner search, negotiations and

dures”

“Easier implementation of management proce-

The “direct control of technology and know-

Fig. 6.2.01 | Perceived Advantages of WFOE compared with JV

n

No Advantage

n Advantage

n Major Advantage

Direct Management Control of a WFOE

3%

17 %

79 %

Control of Technology and Know-how

7%

22 %

69 %

Integration of the WFOE into the Company Group

10 %

35 %

50 %

Independent Market Exit Decision

16 %

41 %

32 %

No Need to Share Profits with a JV-Partner

24 %

44 %

26 %

Quick Establishment

28 %

47 %

19 %

N = 135 of 141 Wholly Foreign Owned Enterprises. Difference to 100% = Don't know 36
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Fig. 6.2.02 | Perceived Advantages of JV compared with WFOE

n

No Advantage

n Advantage

n Major Advantage

JV Partner’s Support in Dealing with Authorities

9%

49 %

42 %

Access to JV Partner’s

Network

16 %

45 %

38 %

Using the JV Partner’s Local Knowledge

20 %

45 %

33 %

Access to Chinese Employees

51 %

33 %

16 %

Company Getting a More Domestic Perception in Chinese Public

55 %

29 %

13 %

Sharing Risk and Capital with a Partner

45 %

47 %

7%

N = 55 of 56 Joint Ventures. Difference to 100% = Don't know

joint venture contracts have to be passed before the administrative process of having the company registered can be started.

n n

very helpful) and

“ongoing communication with authorities” (27%

es” (25% very helpful).

“preparing market entry and licensing process-

JVs are less convinced about the advantages of their legal form than WFOEs. Figure 6.2.02 shows how German JVs in China evaluated the potential advantages of their business mode. JVs regard the advantages of their legal form considerably less often as a “major advantage” than WFOEs regard their advantages as a “major advantage”. As outlined in detail above, the three top advantages of a WFOE “Access to the JV partner’s network” is ranked second among JVs strategic benefits. According to survey results, 45% regard this as an advantage,

38% as a major advantage. “Using the JV partner’s local knowledge” completes the group of main advantages. More specifically, JVs confirm “support for insights into Chinese business culture” and “knowledge of the local market in general” as very helpful (22% each). There is less appreciation for the Chinese JV partner for “making the right strategic decisions at the beginning of business project” (only 13% very helpful).

are

described as major advantages by 50% to 80%

of WFOEs. In comparison, the two strongest advantages of JVs are evaluated as “major advantages” by only about 40% of JVs.

The “support of the Chinese partner in dealing with Chinese authorities” ranks as the JV’s biggest strategic benefit. More than 90% see it as an advantage. In detail, JVs confirmed relevant support in:
n

Less relevant strategic advantages of a JV are as-

pects of “sharing capital and risk”, “access to Chimestic” by the local market.

nese employees” and “being perceived as more do-

(36% very helpful),
n

“providing contacts with relevant authorities”

German Chamber of Commerce in China
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6.3 Evaluation of Inherent Problem Areas

mode. Their assessments are summarised in Figure 6.3.02.

German WFOEs in China also evaluated various assumed disadvantages of their business mode. The results are displayed in Figure 6.3.01.

“Conflicts with the Chinese partner” is confirmed as

the biggest disadvantage of a JV, followed by the problem scores than “conflicts with the JV partner”, but features with 49% the highest evaluation as a problem

“Dealing on your own with Chinese authorities” is tablishing market information on their own” ranks vantage of a WFOE. Minor disadvantages of WFOEs

“Limited autonomy”, which receives fewer major

evaluated as WFOE’s biggest disadvantage. “Essecond. “Lack of contacts” is the third major disadare: “recruiting personnel without the support of a nese partner”.

The “danger

of loss of know-how and technologies” ranks as the third biggest disadvantage of operating as a JV. In a specific response, 27% of JVs indicate that they have rarely or often witnessed an “abuse of their know-how” by their JV partner. Accordingly, 63% have not had this experience and do not regard this aspect as a problem.

JV partner” and “investment required without a Chi-

Discrimination against WFOEs in China - as totally

foreign invested firms - is also thought by China

business experts to be a specific type of disadvanWFOEs in China:

tage. The survey tested this proposition for German

The “length and cost of partner search and negolem to their market entry mode. Furthermore, JVs specifically evaluated problems encountered at the creation phase of a JV:
n n n

tiation” is considered by only 11% of JVs as a prob-

19% of WFOEs indicate that they “feel systematically discriminated against by Chinese authorities”. 34% state that they have the impression that “the Chithan from WFOEs”.

nese government prefers ordering from JVs rather

problem and 31% problem,

“Negotiations with the JV partner”: 7% major “Length and difficulty of the due diligence pro-

Like German WFOEs, German-invested JVs in China

cess”: 2% major problem and 15% problem, 15% problem.

also evaluated five disadvantages to their business

“Search for a JV partner”: 0% major problem and

Fig. 6.3.01 | Perceived Disadvantages of WFOE compared with JV

n
Dealing with Chinese Authorities on Your Own Lack of Contacts in China

No Problem

n Problem
38 %

n Major Problem
14

%

44 %

50 %

39 %

8%

Need to Establish Market Information on Your Own Recruitment of Personnel without Support of a Local Partner

44 %

47 %

4%

75 %

17 %

4%

Necessary Initial Investment

80 %

13 %

4%

N = 135 of 141 Wholly Foreign Owned Enterprises. Difference to 100% = Don't know.
n
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Fig. 6.3.02 | Perceived Disadvantages of JV compared to WFOE

n

No Problem

n Problem

n Major Problem

Conflicts with the Chinese Partner

42 %

36 %

18 %

Limited Autonomy in a JV

35 %

49 %

11 %

Danger of Loss of Know-how and Technologies

60 %

24 %

9%

Length and Cost of Partner Search and Negotiation

78 %

11 %

N = 55 of 56 Joint Ventures. Difference to 100% = Don't know.

The survey results suggest that more efforts should be made in identifying the right JV partner in order to prevent obstacles during negotiation. Ex-post,

Fig. 6.3.03 | General Conflict Areas within Joint Ventures

“negotiations with the JV partner” receives the highest comparative evaluation as a problem during the creation stage. With hindsight, however, the “search for the JV partner” is seen as almost unproblematic.

Operational Procedures

49 %

Human Resources

43 %

Through this survey three out of four JVs confirmed

that they sometimes have “conflicts with their Chinese JV partner”, while 17% often experience conflicts. JVs were asked in which specific areas conflicts were noticeable.

Quality Perception

38 %

Enforcement of JV Contract

38 %

Figure 6.3.03 shows

that “operational procedures”

and “human resources” are major areas of conflict

Expansion Plans

32 %

within JVs. Furthermore, disputes often relate to “quality perception” and “enforcement of JV contract”. Somewhat less troublesome are “expansion plans” and “partner’s share”.
Partner's Share 26 %

German JVs also evaluated on such problem areas which are directly related to the Chinese JV partner.

N = 55 of 56 Joint Ventures (multiple answers)

Insufficient “qualifications of Chinese management” is considered as the biggest problem in relations with the JV partner. Figure 6.3.04 shows it has been voted as a problem by 48% and by 28% caused in part by the relatively low level of formal
40

education of many current managers of JV partner

companies. Second strongest problem area with agement decisions and styles”. “Different goals and values of the JV partner” ranks third among the prompted aspects of JV partner related problems.
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Chinese JV partner comprises the “different man-

even as a major problem. This evaluation might be

n

Fig. 6.3.04 | Specific Problems with Chinese JV Partner

n

No Problem

n Major Problem

Different Goals and Values

30 %

22 %

Qualification of Chinese Management

48 %

28 %

Different Management Style

35 %

26 %

N = 54 of 56 Joint Ventures

q

6.4 Current Degree of Satisfaction with Chosen Legal Framework

partner’s local market knowledge” are usually particularly relevant in the initial stage of a business when the foreign investor

often lacks local contacts and knowledge. Yet, in the long run, for many JVs conflicts with the Chinese partner seem to prevail

To gain a deeper insight on how convinced both

JVs and WFOEs actually are about their chosen enchoice - they would enter the Chinese market using the same legal framework again.

try modes, they were asked whether - given a free

and an independent business approach could facilitate a company's activities – from a German investor’s perspective.

As displayed in Figure 6.4.01, a vast majority of WFOEs but only a quarter of JVs would definitely enter the Chinese market using the same legal framework again. 86% of WFOEs indicate that they would do so. According to survey data 13% would maybe choose a WFOE again and only 1% would definitely not do it. In comparison, 24%

Fig. 6.4.01 | Would you enter the Chinese market using the same legal framework again?

WFOE 14 %

JV

of JVs would, given a free choice, enter the Chinese market as a JV again whereas 43% would maybe do again. so and one-third would abstain from founding a JV
85 %

33 %

24 %

n n n

Yes Maybe No

44 %

Despite the help of a Chinese JV partner, problems and disadvantages seem to be more profound. At ness alone appears more promising. Apparently, the same time, the advantages of running a busia majority of JVs did not live up to expectations of the German investors. At least they expect a better performance when operating independently.

N = 135 of 141 Wholly Foreign Owned Enterprises, 55 of 56 Joint Ventures

This does not necessarily mean that previous

choices

of founding a JV were wrong. First, conditions affecting legal framework decisions in the shown in this survey, there are many cases of JVs operating successfully in the Chinese market. So, China JVs will remain a legitimate strategic option in the future. past were different to what they are now. Also, as

Apparently, a JV partner seems helpful especially

during the beginning phase of an investment project in China. Advantages such as “JV partner support in dealing with authorities” and “using the
n

even if WFOEs are increasingly the first choice in

German Chamber of Commerce in China
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7. Value Chain Management in China

In conclusion, the realisation of the entire value many German companies.

chain in China seems to be a promising concept for

The value-adding processes of German production companies in China focus on the domestic sales market.
n n q

7.1 Introduction

share is less than 30%.

Survey data reveal that their average export

Value Chain Management in this survey is under-

stood as the management of business functions within a company’s worldwide network of valueadding activities (intra-organisational value chain). German production companies evaluated the following business functions of their China operaand logistics, marketing and after-sales.

semi-finished products is of minor importance. panies’ output in China is transferred to the company’s value chain outside China.

The role of China as a location for producing

Only an estimated 7% of German production

com-

tions: R&D, sourcing, production, transportation

For most German companies, the size of the Chicreasingly deeper domestic value-added chain.
n

nese market and cost advantages has led to an in-

To understand the depth of German production companies’ value chains in China, their business order:
n n

functions in China are discussed in the following

na. About 70% state they do sourcing, production and marketing mainly in-house in China.
n

rather comprehensive domestic value chain in Chi-

German production companies have built up a

realisation of business functions in China

Realisation: to assess the degree of in-house

alised in China. However, according to survey data

Research & Development activities are less re-

ness functions are positioned in the company’s global value chain
n

Integration: to evaluate how well domestic busi-

the degree of R&D execution in China does not determine a company’s degree of product adaptation for the Chinese market.
n

regard to individual business functions.

Satisfaction: to identify demand for action with

production companies in China is estimated at 56%. company’s market presence in China.
n

The current average local content of German

In this study, the terms “allocation” and “realisation” of business functions are used as synonyms. Both mean “conducting a business function” in China, without stipulating whether this represents a shift ties.

Local content share increases with the length of a The more the various steps of a company’s val-

ue chain are realised in China, the more 

they tend wide value chain of the respective companies.
n

of activities or the setting up of additional capaci-

to be regarded as globally integrated in the worldThe more business functions are realised in

In addition, in this chapter the efforts of German

China and the better they are integrated into the company’s global value chain management, the with the execution of the respective steps of their value chain.
n

companies to adapt products for the Chinese sales market are evaluated, followed by an assessment of man production companies in China. the local content and the export activities of Ger-

more satisfied are German production companies

worldwide planning. At the same time current R&D realisation in China is evaluated with comparatively greater R&D allocation.

R&D is seen as less integrated in company’s

q

7.2 Realisation of Business Functions

high dissatisfaction – indicating potential need of

German production companies estimated to what degree they execute business functions in-house in China. Their assessments by choosing “not in-

n
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Fig. 7.2.01 | Depth of Value Chain in China

n

Not In-house

n Partly In-house

n Mainly In-house

Research & Development

34 %

32 %

32 %

Sourcing

4%

24 %

71 %

Production

6%

19 %

75 %

Marketing

7%

24 %

68 %

Transportation

43 %

28 %

26 %

After-Sales

9%

16 %

72 %

N = 135 of 140 Production Companies. Difference to 100% = Don't know

house”, “partly in-house” and “mainly in-house” are

summarised in Figure 7.2.01.

not do R&D in China at all. Apparently, R&D where

it applies to the Chinese market is still carried out in Germany or elsewhere outside China − more so than any other business function. R&D allocation to China, however, varies according to industry. ers do R&D mainly in-house in China which is well above the total average of 32%.

All business functions are realised in China by the majority of German production companies. About 70% of companies execute their business functions mainly in-house – except for R&D and transportation.

For example, 48% of consumer goods manufactur-

Transportation and distribution is not done inhouse by 43% of responding operations. Since companies need to distribute their products, the rely on a logistic partner.

According to data differentiation, companies with

high levels of product adaptation do not have higher allocation rates of R&D in China. German manufacturers that execute R&D for the Chinese market mainly outside China do not tend to demonstrate less effort in terms of product adaptation.

majority of German production companies in China

Research & Development is least realised in China. Only one-third of respondents state that Chinese subsidiary. This comparatively low degree Presumably, one reason why R&D is currently less they do R&D for their markets mainly within the of R&D allocation requires closer study, especially as sourcing and production which more than 70% of all companies conduct mainly in-house. prevalent in China lies in R&D cost advantages not evant. Concerns of German parent companies

about

being considered as either significantly high or relupholding the quality standards of R&D processes

when compared with other business functions such

in China may make it more difficult to allocate R&D than other business functions (such as production) tions might also contribute to the currently rather
EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai

given a lack of qualified labour. Fear of IPR violan

Survey results suggest that 34% of companies do
44

cautious approach towards R&D activities in China.

q

7.4 Satisfaction with Current Realisation of Business Functions

q

7.3 Global Integration of Domestic Business Functions

Figure 7.4.01 provides indications of how satisfied German production companies in China are with their in-house business functions.

German production companies in China have evaluated to what degree their business functions are “integrated in the German company’s worldwide

Overall, respondents have expressed satisfaction with the current execution of their business functions in China. Production is rated with an overwhelming degree of satisfaction (82% are satisfied or very satisfied). Sourcing and marketing dents, although about a quarter of German produc-

planning”. As illustrated in Figure 7.3.01, attention ing, production and marketing.

is given to the four business functions R&D, sourc-

are also ranked highly by the majority of respontion companies (more than with any other business function) express dissatisfaction with their current China. realisation of marketing and sourcing functions in

Among the

prompted business functions, production is best integrated into global value chain structures. 41% of responding companies assess it as fully integrated in the global strategy of the German parent company. Marketing and sourcing lag behind considerably − for each, about 25% of responding companies state “fully integrated”.

The more a business function is executed in China, duction companies. Production - which shows the

Of all respondents, 36% view their current R&D in China as not being integrated with global activities.

the higher its satisfaction rating by German prohighest in-house allocation and strongest integradents are most satisfied. Marketing and sourcing

Production is the most allocated and shows best integration. Following it are sourcing and marketing, showing both a comparable degree of allocation and integration. R&D comes last in both respects.

tion – is the business function with which responscore comparably and generally come second, indicating that compared with production there is a greater need for action. Apart from operating problems within the Chinese subsidiary, both the

scope of transferred activities as well as qualitative

Fig. 7.3.01 | Integration of Domestic Business Functions into Global Value Chain Structures

n

Not Integrated

n Partially Integrated

n Fully Integrated

Research & Development

36 %

30 %

29 %

Sourcing

17 %

57 %

24 %

Production

14 %

44 %

41 %

Marketing

18 %

52 %

25 %

N = 137 of 140 Production Companies. Difference to 100% = Don't know
n
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Fig. 7.4.01 | Satisfaction with Depth of Value Chain in China

n

Very Unsatisfied

n Unsatisfied

n Satisfied

n Very Satisfied

Research & Development

1%

12 %

45 %

9%

Sourcing

2%

25 %

55 %

11 %

Production

11 %

60 %

22 %

Marketing

2%

25 %

55 %

10 %

Transportation

19 %

47 %

5%

After Sales

1%

14 %

68 %

7%

N = 135 of 140 Production Companies. Difference to 100% = Don't know

integration into worldwide planning should be assessed to determine how they could be improved.

q

7.5 Product Adaptation for the Chinese Market

Those companies that do R&D in-house are mainly satisfied. The distribution of satisfaction and dissatisfaction votes with regard to R&D is

Adapting products has, in principle, a two-fold

objective: adaptations to meet specific customer

comparable to those of other business functions, whereas a relatively large share of respondents (33%) answered with “don’t know/don’t do”.

requirements, or to address different (mostly low-

er-priced) market segments in China. The latter usually involves compromising on product quality and specifications.

“Adapting products to meet specific Chinese customer requirements” apparently is a necessity for most operations in order to meet their

Fig. 7.5.01 | Product Adaptation by German Operations for the Chinese Market

n

Not at All

n Little Extent

n Great Extent

Product Adaptation to Meet Specific Customer Requirements
(

N = 265 of 273)

14 %

48 %

38 %

( N = 259 of 273)

Product Adaptation to Reach Lower Price Segments

35 %

47 %

18 %

n
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strategic objectives. As displayed in Figure 7.5.01, survey results suggest that 85% of German operations in the Chinese market adapt products to fulfil specific customer requirements, 38% thereof adapt products to a great extent. “Adapting products to

products “to meet Chinese customer requirements”. The share among operations with a local content share of 50% to 99% who do so is significontent of 0% to 25%. On the other hand, no such cantly higher than of those operations with a local trend is noticeable for adapting products “to reach lower price segments”. Price differentiation apparduction. ently does not correlate with local content of pro-

reach lower price segments” is pursued by considerably fewer operations: 63% of all German operations do it, only 18% to a great extent.

With more years of market experience in China, the effort to adapt products to satisfy Chinese customer requirements is intensified. Data differentiation shows that 40% of production companies with 4 to 10 years of local operations are adapting products to a great extent − compared 4 years ago. with 30% of companies who entered China less than To identify sector-specific tendencies in product adaptation the three largest German industries in China (according to number of companies) were analysed: the automotive industry, machine building industry and consumer goods industry.

Companies in the automotive sector customise

their products for Chinese market requirements more extensively than companies in the machinery and consumer goods sectors. Figure 7.5.02 also illustrates that throughout the industries surveyed, “adapting products to reach lower price segments” is less prevalent than “adapting products to meet Chinese customer requirements”.

The only companies who differ with regard to their product adaptation for lower-price segments are Only 4% of them apply a great extent of “product those with a market presence of less than 2 years. differentiation for lower price segments” - compared with 18% of the total surveyed. This derivalowing their key customers to China with existing tion indicates that many new companies are folproduct specifications and/or they have not yet had adapt their products for the Chinese market.

In summary, German companies in China generally modify their products to better meet Chinese customers’ expectations. However, it is likely that they hesitate to compromise on quality as the lower price segment is much less often a declared strategic target.

the time nor obtained the relevant experience to

Production companies with a high local content share demonstrate greater efforts to adapt

Fig. 7.5.02 | Product Adaptation "to a Great Extent" by Major Industries

Automotive 36 %

44 %

Consumer Goods 13 %

29 %

n
Machine Building 15 % 33 %

Product Adaptation to Meet Specific Customer Requirements

n

Product Adaptation to Reach Lower Price Segments
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7.6 Local Content of 

German Production in China

consumer goods (69%); it is below-average in the machine building and chemical/pharma industries (both 52%). Supposedly, the Chinese market offers tages across different industries.

Local content covers domestically-purchased goods

and services used in production as well as the domestically added value of a company in China. For the 2007 survey, German production companies in results are displayed in Figure 7.6.01.

different local sourcing potential and cost advan-

Production companies with a longer history in China have a higher local content share than

China estimated their degree of local content. The

Local content share of German production companies varies greatly. 26% confirm a local content of 50% to 75% and 25% of production companies operate with a local content share of 75% to 99%. 4% share of 25% to 50%, 30% have a local content share

Fig. 7.6.01 | Local Content of German Production in China

of all companies are fully localised (99% to 100% local content share), whereas 15% of all respondents deviation with respect to local content share sughave a local content share of 25% or less. Such high gests that German production companies in China domestically-sourced goods and/or operational costs.
25 %

4% 15 % Local Content Share n n 26 % n n 30 % n 0 - 25% 25 - 50% 50 - 75% 75 - 99% 99 - 100%

are very differently exposed to cost increases for

Based on survey results the average local content

share of German production companies in China can be estimated at 56%. Data differentiation according to industries indicates above-average

loN = 140 Production Companies

cal content in two areas: construction (65%) and

Fig. 7.6.02 | Local Content by Years of Market Presence
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companies that have entered the market only recently. Figure 7.6.02 illustrates that a local content share of more than 50% is reached by 40% of companies with less than 4 years of market presence, but by 81% of companies that have been in are a successive replacement of foreign imports with domestic goods and materials in German comthe companies’ value creation in China over time. the market for 6 to 10 years. Possible explanations

Fig. 7.7.01 | Export Share of German Production Companies in China

7% 26 %

Local Content Share n n n 0 - 5% 5 - 20% 20 - 50% 50 - 75% 75 - 100%

panies’ production and/or a stepwise extension of

17 %

20 % q

n 30 % n

7.7 Export Activities of German Production Companies in China

German production companies in China indicated

their turnover export share and also estimated the share of export which is further transformed in their own company’s global network. Each respon-

N = 136 of 140 Production Companies

dent could also choose a maximum of 4 major export destinations

among prompted countries and world regions.

to 75% export share than with a 20 to 50% export share.

The average export share of a German production company is less than a third (28%). This driven by prospects in the domestic sales market. confirms that most German moves into China are

Figure 7.7.02 illustrates the share of exports which is further transformed in the company’s own global network.

As shown in Figure 7.7.01, about half of the prothan 20%. The Chinese sales market potential is the 7% of responding production companies are clearly

Fig. 7.7.02 | Export within Global Company Network

duction companies have an export share of less major driver for German investments in China. Only export driven (export share 75% or above), whereas a bit more than a third (37%) follow a mixed strat75% of turnover. No significant deviance concerning egy with exports accounting for between 20% to export shares occurred when they were differentiated according to the size of the German parent company.
n
Share of Production Companies

58 %

18 %

Companies which are rather new in the market feature two radically different strategies with respect to exports. Survey data differentiation suggests that the majority (54%) of companies with over almost solely in the domestic market (export
0 - 10 % 10 - 30 %

10 % 5% 30 - 70 % 70 -90 %

8% 90 -100 %

less than 2 years of operation generate their turnshare 5% or less). Among the remaining new com-

Share of Export for Further Transformation

panies, however, there are twice as many with a 50
n

N = 134 of 140 Production

Companies
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Fig. 7.7.03 | Major Target Markets of GIE

43 %

Germany USA / Canada 18 % Middle East 18 % India Rest of Asia 50 % 28 %

27 % Western Europe (Except Germany)

Japan 23 %

N = 140 Production GIE (multiple answers)

The vast majority of German production companies exports mainly to external customers. On the one hand, about 3 out of 4 German production companies forward less than 30% of their exports chain, 58% thereof even less than 10%. On the other ward 90% to 100% of their exports within the parent

production companies’ output in China is used

within intra-organisational global value chains. Hence, China as a production location for semifinished products within the company network is of minor importance for German companies.

for further transformation in their worldwide value hand, as many as 8% of production companies forcompany group. This group coincides with those

Germany and Asia are regarded as major export destinations. Figure 7.7.03 shows that more than 40% of German production companies in China see Germany as a major export destination. Other

newly established companies exhibiting a clear exof new operations that have been given the initial for further transformation at the parent company either in Germany or elsewhere outside China.

port focus. Apparently, there are a distinct number task of producing semi-finished products in China

major export destinations are: India − 18%, the Middle East − 18%, Japan − 23% and the rest of Asia − 50%. When data were differentiated according to

production companies’ local content share, it content share focus more intensively on Asian exbecame apparent that companies with a high local port markets (except Japan), whereas those with a smaller local content share focus on Germany as an export destination.

Estimations based on survey results suggest that

on average 23% of exports are used for further

transformation in the production company’s global network. As the average export share is about 28%, it can be estimated that only about 7% of German
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8. Business Perspectives in China: 2008 - 2010

n n

pand their business activities. enterprise in China.
n

More than 90% of German operations will exAlmost half consider setting up an additional

German operations in China anticipate quantitative and qualitative shifts among their investment and business rationales. They generally expect sales eficial, but cost of operations less favourable.
n

will deepen its value chain – most noticeably with R&D.

Until 2010, every second production company

and sourcing opportunities to become more ben-

q

market to grow. Chinese customers are expected to develop a higher awareness of what constitutes quality - at least within selected markets. This uct concepts” in the future.
n

The vast majority expects the size of its sales

8.1 Latest Developments in China’s Business Environment

Apart from general barriers to doing business, Gercent macro-economic policies and developments in China’s business environment: increases in land law, cutbacks

in FIE tax subsidies and appreciation of the RMB currency.

might provide new opportunities for “German prodChina will also become a better business base

man operations also evaluated the impact of re-

from which to target other Asian markets. Increased sales potential.
n

use right (LUR) fees, changes to the labour contract

export opportunities will complement domestic Costs for qualified employees are expected to

A quarter of German operations expects a strong negative impact from both the “cutbacks in FIE subsidies” and the “appreciation of the RMB”. Tax reforms combined the current Foreign Enter-

become even more important cost drivers in the

future. Also price levels of locally sourced products will increase, but at the same time, companies expect the quality of locally purchased goods and

hance. China will thus offer a wider range of qualities and might progressively transfer from being a Low Cost Country (LCC) to a “Best Cost Country”.

overall performance of Chinese suppliers to en-

prise Income Tax (FEIT) with the Enterprise Income Tax (EIT), unifying the tax rates for all companies in China by 1 January 2008. A transitional period of 5 years is planned for the Special Economic Regions. Foreign companies can no longer benefit from tech company. preferential tax treatment unless the FIE is a high-

Activities will be facilitated by a general slight

mitigation of barriers to doing business in China. corruption, the legal environment – is expected to trade barriers – having developed positively in refuture.

The situation in most areas - such 

as IPR violation, improve rather than to worsen. However, non-tariff cent years – do not receive such optimism for the

Figure 8.1.01 shows that 26% of respondents foresee a strong negative impact of these reforms on their operations in China. Another 44% expect a dies” are viewed particularly negatively by respon-

slightly negative effect. “Cutbacks in FIE tax subsidents from the automotive and consumer goods industries - more than 40% see a “strong negative impact”.

Respondents highlighted certain challenges that remain especially critical:
n n n

Availability of qualified human resources

customers

Adherence to contracts by private and public

The international community is constantly putting

pressure on China to appreciate the RMB. China

Protection of intellectual property

has already partly given in by letting its currency gradually appreciate since 2005 (mainly against the USD). This appreciation is expected to continue.

Generally, investment rationales override challenges in the business environment:
n

“RMB appreciation” has a strong negative impact on
53
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Fig. 8.1.01 | Expected Impact of Recent Developments in China on Business Operations
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Increase of LUR Fees
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41 %
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N = 269 of 273. Difference to 100% = Don't know / No answer

the business activities of 25%

of German operations in China. A slightly negative impact is expected by 40%. Consumer goods companies are especially affected by the appreciation of the RMB − 47% state a “strong negative impact”. Evidently, export-oriented German operations in China are particularly concerned. A “strong negative impact” is expected by only 16% of companies with an export share of 0% for more than 75% of total turnover. to 5%, but by 44% of those whose exports account

and none of the trade companies expect to be as severely affected.

China’s new labour contract law was passed on 29

June 2007 after almost 2 years of discussion and ary 2008. The law amends the relationship between to improve labour rights. According to the survey,

public consultation. It came into force on 1 Januemployers and employees in China and is designed 15% of German operations expect the new labour contract law to have a strong negative impact on their operations, while 44% state that there will be a slightly negative impact.

German operations in China anticipate limited negative impacts from both “the increase of LUR fees” and “changes to the labour law”. According to regulations effective since 1 January 2007, the price of land in China has been divided into 15 grades according to location attractiveness. LUR fees were increased by 40 to 60%. The actual constitute minimum price levels which serve as a basis for the bidding process. LUR increases only increase might be even higher as the 15 grades

q

8.2 Future Business Potential in China

As a major intention of the study, German opera-

tions in China were 

asked to anticipate developments for the next 3 years (2008-2010) regarding their future business potential in China. They evaluated whether the “China sales market potential”, “sourcing opportunities in China”, “low cost “worsen”, “remain the same” or “improve”. production in China” and related factors would

affect new investments, not existing ones. Only 8% of respondents see strong negative effects on their operations, while 41% expect some negative impanies are influenced more strongly by LUR prices

pact. Due to space requirements, production com“China’s sales market potential” will remain the strongest business motivation in the future. Figure 8.2.01 illustrates not only that the sales market is already viewed very positively for its current
EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai

than service or trade companies. A strong negative impact is expected by 10% of German production operations, whereas only 3% of service companies
54
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Fig. 8.2.01 | Expectations of Future Business Potential in China
Current -Sales Market 0 + ++ Future
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31 %

8%
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8%

39 %

40 %

state, but also that almost 60% of respondents anticipate the domestic market to become even more attractive over the next 3 years.

tend to be even more optimistic: 68% of companies

with an export share of 30 to 70% state that China

markets - compared with 36% of companies with an export share of less than 10%.

will become a better base for targeting other Asian

“Sourcing opportunities” in China will further improve. Based on the current high evaluation of China’s sourcing potential, 40% of respondents foresee a further positive development. Only 8% expect sourcing opportunities to worsen.

German operations think that Chinese consumption patterns will develop positively. “Chinese customers’ sensitivity to price” and “Chinese

“Costs of operation” will increase. More than half of all operations (51%) are preparing for a deteriorating cost environment. This does not imply that pared to other countries any more, but it is an indicator hinting at a decrease of this benefit in China. labour costs in China will not be competitive com-

savings’ behaviour” are both expected to improve

rather than worsen. A general trend can be derived:

Chinese customers are learning that quality has its advantages and are increasingly ready and financially able to pay for such.

Competition will intensify. A worsening of the “competitive environment in China” is expected by 43%; only 18% predict an improvement. This can be

The sheer size of the Chinese sales market will continue to be its biggest attraction. Figure 8.2.02 shows that the current “size of the Chinese sales market” is already evaluated as very advantageous provement over the next 3 years; in other words, Chinese customers’ buying power will grow.

seen as a logical consequence of anticipated improvements in key determinants of the market encompetition

it draws. It furthermore hints at the vironment: the more attractive a market, the more expectation of rising competencies among domestic players and an increasing openness of China to new investors – not least foreign ones.

and that 60% of all companies expect a further im-

China will boost its status as a “business base ticipated by more than 40% of German operations. for targeting other Asian markets”. This is an“Costs for qualified employees” are expected to increase, representing one major driver for rising production and operational costs in China. Figure 8.2.03 illustrates that 68% expect labour
EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai
n

Only 3% expect China to lose attractiveness as an

export base. Operations with a higher export share
56

Fig. 8.2.02 | Expected Future Development of China as Sales Market
Current 0 Future
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Fig. 8.2.03 | Expected Future Development of Production and Operation Costs
Current 0 Future
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costs to worsen which is probably related to an expected shortage of skilled employees in the years expected to increase, but to a lesser extent: ‘only’ 37% expect these costs to rise. to come. “Costs for unqualified employees” are also

vantages in the area of logistics and transportation (best score among all types of costs). Apparently, current inefficiencies are considered to be very high – opening up corresponding opportunities for a future cost decrease.

“Tax conditions” are expected to worsen. Every second German operation indicates that tax is a major concern which seems to be mainly a reflection on the redemption of preferential tax treatments for foreign companies.

“Prices for local goods” are believed to increase. As shown in Figure 8.2.04 they have been a major positive factor behind China’s attractiveness as a sourcing location. However, every third German business expects the situation to worsen. No other aspect of sourcing comes close to such a negative assessment.

“Energy supply costs” will impact upon operations as well. An increase in energy costs in the near future is expected by 50% of respondents. This, however, could be regarded as an important

The “quality of

Chinese goods” is expected to improve further. More than 60% of German operations in China share the view that better product quality will facilitate China’s role as a sourcing hub.

and positive step made by the Chinese government to fight pollution and set the way for sustainable, ecologically more responsible production in China.

Chinese suppliers will enhance their perfor“Costs for logistics and transportation” are expected to increase too. A third of respondents anticipate a worsening of these costs. However, one-fifth of German operations see future cost admance. All related aspects − “readiness to cooperate”, “punctuality” and the “replacement period likely that the expected increase in prices will partly

for sourced goods” − are expected to progress. It is

Fig. 8.2.04 | Expected Future Development of Sourcing Opportunities
Current 0 Future
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stem from improvements in the quality of locally sourced products and supplier performance.

suggests a more advanced management approach to sourcing which most likely has evolved over time and includes adaptations to Chinese supply

structure characteristics.

All types of operations are confident that supplier quality will improve. Operations with an aboveaverage number of years in the market, however, pared with all other survey respondents, they are

exhibit a relatively higher level of confidence. Comalready more satisfied with current quality levels opment of the quality of sourced goods. A pos-

q

8.3 Future Business Challenges

and more optimistic regarding the future develsible explanation is that more experienced China

German operations in China have anticipated future

developments related to major barriers to doing business over the next 3 years (2008-2010). They assessed whether the situation in eight areas and related aspects would “worsen”, “remain the same” summarised in Figure 8.3.01.

operations have already witnessed considerable improvements over recent years, positively shaping their expectations for the future. Furthermore, their relatively high degree of current satisfaction

or “improve” from their point of view. Results are

Fig. 8.3.01 | Expected Future Development of Business Challenges
Current Future
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German operations are more optimistic than pessimistic with respect to all barriers to doing business. In all categories, companies that anticipate a deteriorating business environment. expect improvements clearly outnumber those that However, with the largest group of respondents

dents state they will improve. This comparatively pessimistic future expectation is to be put into perspective of a rather positive evaluation of the

status-quo, with many improvements to the reguimplemented. A minority of German operations in taining to protectionism and discrimination.

latory environment having apparently already been China (12%) expects a regression in policies per-

stating “will remain the same” in all areas except infrastructure, the barriers to doing business are not expected to diminish during the next 3 years.

All barriers directly related to the legal busiThe “availability of qualified human resources” is the most critical future challenge. It is the category with the highest worsening rate (22%), although one-third expects the situation to improve. No change is anticipated by 42%. Apparently, many German operations foresee human resources to tiation discloses that among those operations that ness context have clearly received more “will improve” than “will worsen” votes: “Protection of IPR”, “corruption” and “legal security and compliance to business terms”. Hence, cautious optimism

by German operations

prevails for politically sensithat indicated IPR violations as a current major

become an ever tighter bottleneck. Data differencurrently perceive HR as a major problem, only 16% ening.

tive aspects. However, among German operations problem, only 16% expect the situation to improve, ures with the total sample (33% improvement, 9%

anticipate an improvement, but 30% expect a wors-

but 21% expect it to worsen. Comparing these figworsening), it becomes apparent that future expectations regarding the issue of IPR violation are this challenge. greatly influenced by past or current exposure to

Conditions for “infrastructure and logistics” are expected to continue their positive development. The current rather satisfactory infrastructure and cording to 56% of respondents. logistics environment will continue to improve acOver the next 3 years “non-tariff trade regulations” are expected to improve less than any other business challenge. Only 16% of respon-

The “availability of market data” is anticipated to develop positively. Whereas 40% of respondents expect access to market information to improve, no respondent states that the situation will worsen.

Fig. 8.3.02 | Expected Future Development of Human Resources Challenges
Current 0 Future
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German

companies responded in detail to ques-

tions concerning their future expectations with reThe results are discussed in the following.

tention of staff” will become even more problematic

gard to key challenges to doing business in China.

according to 18% of respondents. Retaining staff

will be a key success factor in the future as insufficient retention practices today will cause additional recruitment necessities tomorrow.

“Recruiting qualified staff” will remain the biggest HR problem. Figure 8.3.02 shows that it is agement and 21% foresee that finding the right majority expects an improvement in the recruitment environment. There is cautious optimism for key aspects of legal security. Figure 8.3.03 illustrates that about one-fifth expects an improvement, less than 10% expect current problems to worsen. currently the most challenging aspect of HR manstaff will become more difficult. However, a relative

The issues of “political influence in legal decisions” and “competence of judges” are viewed with the greatest optimism. Both aspects have a high “don’t know” share; yet those operations that do have an opinion on the future development of assessment. About 30% state it will “remain the same”; about 20% state it “will improve”. the judicial system give a comparatively positive

“Off-the-job training quality” will progress. Surviders to improve their offerings, while only 3% expect quality to worsen. Consequently, more and training of employees to training companies.

vey results suggest that 43% expect training pro-

more companies are expected

to outsource the

The future “retention of staff” is another major concern for some German operations. Against the background of overall high fluctuation rates and the difficulty of “recruiting qualified staff”, the “re-

“Adherence to contract terms” is evaluated with considerable confidence. 29% of German operations anticipate improvements over the next 3 ation to “remain the same”. years. However, 57% of companies expect the situ-

Fig. 8.3.03 | Expected Future Development of Legal Security and Compliance to Business Terms
Current 0 Future
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Fig. 8.3.04 | Expected Future Development of Bureaucracy and Authorities
Current 0 Future
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Given

the high level of dissatisfaction with the current situation, public services will continue to provide obstacles to business in the future. Yet, China at least seems to be heading in the right

companies in China; “local content requirements” are mainly anticipated to remain unchanged.

Future expectations for major aspects of infrastructure development are very positive. Figure 8.3.06 illustrates that between 40% and 60% of respondents see further improvements - based on an already very positive evaluation of the current situto “energy supply” as 10% of respondents expect tions. This probably reflects the fear that governenergy needs in the future.

direction with regard to “bureaucracy and authorirather positive for mid-term development. All aspects “will improve” over the next 3 years for more than 30% of German operations with the exception of “variance of laws in different provinces”. Many parently many companies are not affected.

ties”. Figure 8.3.04 shows that expectations are

ation. A slight nuisance, though, appears in relation the situation in China to worsen for their operament will not be able to meet rapidly increasing

respondents state “don’t know” for this area as ap-

“Foreign investment regulations” and “governmental tender procedures” are expected to remain major obstacles among non-tariff barriers. Figure 8.3.05 shows that dissatisfaction with these ments is rather muted. issues runs high and optimism for future improve-

Figure 8.3.07 shows future expectations of the

“availability of market data” to be rather positive.

Overall, about 40%

of respondents expect the sales, more transparent within the next 3 years.

financing, sourcing and HR markets to become

The areas of “technical and quality requirements” (33% “will improve”) as well as “time and capital requirements for licences” (25% “will improve”) are

believed to become less of a headache for foreign
n

German Chamber of Commerce in China

63

Fig. 8.3.05 | Expected Future Development of Bureaucracy and Authorities
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Fig. 8.3.06 | Expected Future Development of Infrastructure and Logistics
Current Future

--

-

0

+

++

n Will Worsen

n Remain Same

n Will Improve

Energy Supply

10 %

33 %

40 %

Quality of Infrastructure

3%

26 %

61 %

Logistic and Transportation Services

2%

32 %

56 %

Warehousing Services

26 %

42 %

N = 262 of 273. Difference to 100% = Don't know. -- very unsatisfied, ++ very satisfied 64
EAC – Euro Asia Consulting PartG, Munich/Shanghai/Mumbai

n

Fig. 8.3.07 | Expected Future Development of Market Data Availability
Current 0 Future
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8.4 German Business Plans in China

More than 40% of GIEs in China are considering establishing an additional enterprise in China – mostly as a WFOE. At the same time, 30% of GIEs central China for a new set up. German companies already present in China apparently consider less tions for new operations. developed regions as increasingly attractive loca-

Having outlined the anticipations towards developments of both business rationales and barriers to business in China, this chapter shows the actual business plans of those German operations that participated in this study.

are considering choosing a location in western or

According to survey data, it is estimated that on average one licence for a new German operation in China is issued every day. If this trend continues, more than 1,000 new businesses (ROs, WFOEs vestors during the period 2008 – 2010. Representative Offices have legal limitations which restrict their business functions in China. 8.4.02 respondents from ROs. illustrates what future activities are envisaged by

and JVs) will be established in China by German in-

Not only will new German companies enter the Chinese market, but more than 90% of those already present are planning expansions. The overwhelming statement “preparing for growth” is illustrated in Figure 8.4.01 and has, in principle, been made by

survey respondents of all types of operations in China: across industries and legal forms and independent of size of operation, size of ence. Overall, China’s market attractiveness and doing business in China.
n

Fig. 8.4.01 | Future Business Expansion of German Operations in China
2% 6% Expansion of Activities Maintain the Level of Current Activities Reduction of Activities / Market Exit
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German parent company, or years of market prespotential seem to override perceived difficulties in
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Fig. 8.4.02 | Planned Activities of German Representative Offices in China
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Increase Staff Levels
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Increase Sourcing in China
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Start Production in China
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Representative Offices will boost their activities in China. Among responding ROs, 55% target “increasing their sourcing activities” and 72% intend

“considering buying out their Chinese JV partner” (25% “yes” and 36% “maybe”). Only a minority of the JVs (38%) definitely intend to continue business in their present legal form. In comparison, only 22% of WFOEs are “considering merging with a local Chi-

“to increase their staff”. Every second RO is “either considering or starting production” in China which would require setting up a new legal framework.

nese partner” (4% “yes” and 19% “maybe”), whereas with their independent operation.

a clear majority of WFOEs (78%) plans to continue

ROs favour a WFOE rather than a JV as a legal framework. 31%

of ROs evaluate a WFOE as a legal form for companies of their size as “very promis-

ing”, another 31% as “promising”. JV investments are viewed much less favourably, with only 3% and 12% deeming them “very promising” and “promising” respectively. This assessment is reflected in a clear preference for the WFOE when ROs were asked

Figure 8.4.04 illustrates how German production

companies aim to adjust the allocation of business functions in China over the coming 3 years so as tions. to better utilise the potential of their China opera-

about a possible transformation of their own entity: 48% of responding ROs are considering “founding a ering “founding a JV”. WFOE”, compared with 20% of ROs that are consid-

Fig. 8.4.03 | Re-organisation Trend of GIEs in China
4% 19 %

WFOE
Are you considering merging with a local Chinese Partner?

About a quarter of all German operations in China view Merger & Acquisitions as an option to establishing a new WFOE. 28% of responding ROs and 25% of responding companies consider M&A for realising their establishment of a WFOE.
77 %

n n n 25 %

Yes Maybe No

WFOEs and JVs were also asked whether they are future.

considering changing their legal framework in the

39 % 36 %

JV
Are you considering buying out your JV Partner / changing to a WFOE?

The share of JVs likely to change to a WFOE is significantly higher than the share of WFOEs considering a transformation to a JV. Figure 8.4.03 shows that 61% of German JVs in China are
n

N = 134 of 141 Wholly Foreign Owned Enterprises, 55 of 56 Joint Ventures

German Chamber of

Commerce in China

67

Nearly every second production company intends to boost its in-house production and sourcing activities. Almost one-third will do so in the areas of marketing (29%) and after-sales (30%), realised business functions in China over the next 3 years. virtually all (95%) will “at least” keep their level of

conditions as a production location. The fact that in all areas (apart from logistics) German companies plan to further enlarge their in-house activities proves that China as a business location is becoming increasingly attractive for a company’s entire value chain: from R&D to sourcing and production, to sales and marketing. Figure 8.4.05 shows the results of how well Ger-

Local R&D functions will see, albeit from a lower level, some of the strongest increases. 56% of German production companies are planning to incurrent dissatisfaction with the integration of local R&D into global activities and perhaps also to put an even stronger focus on the Chinese market. tensify in-house R&D in China, a step to address

man production companies expect their domestic panies’ worldwide planning.

business functions to be integrated in parent com-

For the period 2008 – 2010, more than 90% exProduction and sourcing functions, already carried further by German companies. This certainly repect a continuation or even enhancement of the degree of integration of domestic business functions. Only a minor share of German production companies foresees some disintegration of loment. out extensively in China, are envisaged to expand flects their highly positive expectations

in the areas of sales and sourcing, but also means that despite an anticipated deterioration in production costs, China is expected to continuously offer favourable

cal activities from their global value-chain manage-

Fig. 8.4.04 | Planned Depth of Value Chain of German Companies in China
Current Future
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Fig. 8.4.05 | Future Integration of Domestic Business Functions into Global Value Chain Structures
Current Future
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Production and sourcing are already considered to and further integration is planned. Respondents are particularly optimistic about the area of sourcing.

be relatively strongly integrated by most companies

part of a sustainable positioning in Asia and worldwide. German operations in China will continue to expand their domestic business functions both quantitatively and qualitatively

to serve the world’s largest emerging market economy.

As much as 42% expect improved co-ordination of parent company.

this business function in China with the German

q

R&D and marketing are not foreseen by German companies to become as strongly integrated as existing international organisation of production other business functions. In comparison with the and sourcing, there is still a greater need for improving the co-ordination of R&D and marketing China. between HQs in Germany and their operations in

8.5 Business and Policy Recommendations

To fully utilise China’s market potential, it is crucial for German operations to continuously improve their understanding of current market conditions and future changes and develop adaptive solutions

and strategies. The results of this survey might asaims.

sist German businesses in China in achieving these

In conclusion, the 273 German operations in China that participated in this survey expressed their confidence in comprehensively expanding their business activities in China in 2008 – 2010. Barriers for conducting business will also remain in the future, although the outlook by most compain the areas of sales, sourcing and cost of operation generally override the perceived barriers. A sucnies is one of overall optimism. Business rationales This survey stresses that the Chinese market still offers enormous potential. An example is the service sector which has only recently been opened to foreign investment and which offers considerable set of competitive advantages. opportunities for German companies with the right

China

has increasingly developed into an attractive market for medium-sized companies as the implementation of investments has become easier and

cessful allocation of business functions in China is
n
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DEinternational – Your Partner in China
DEinternational is part of the German Chamber Network (AHKs) and is the German Industry & Commerce’s (GIC) service provider. With our unique joint service brand we can offer you active and efficient support for your China business. The DEinternational team comprises more than 200 employees and is based in Beijing, Guangzhou, Hong Kong, Shanghai and Taipei, making us your ideal partner for gaining access to the Chinese market.

German Industry and Commerce (Taicang) Co. Ltd. Shanghai Branch (GIC) 29/F POS Plaza 1600 Century Avenue Pudong Shanghai 200122 Tel + 86 (0) 21 6875 8536 Fax + 86 (0) 21 6875 8573

For more information, please visit: www.china.ahk.de

DEinternational™ is a registered brand of German Chamber Network, services are provided by GIC

the market environment gradually more transpar-

ent. As shown by this survey, many German SMEs have successfully managed to enter the Chinese in Germany to verify potential strategic options in this important market. market. They can be taken as an example for SMEs

ing in the improvement of vocational training. The intensification of business activities by German companies in China in the overall does not increase the recent years the Chinese economic boom has generating in many industries double digit export ment in Germany. unemployment in Germany.

On the contrary: In been an important driver for the German economy, growth rates and thereby also supporting employ-

With respect to national and regional governments in China, this survey shall be understood as constructive criticism and gives important indications of still needed improvements in China’s business community.

environment as perceived by the German business

China and Germany should thus further strengthen

their ties politically and economically in a co-operative manner to ensure a win-win development for both countries.

Based on the survey results, all levels of govern-

ment in China are asked to continue their efforts to reduce non-tariff barriers, to improve the judicial system, to ease up on local content requirements,

to better protect IPR, to further fight corruption and cedures towards foreign invested operations. The tion in China so as to tackle the lack of qualified

to improve public bidding and procurement proquantitative and qualitative expansion of educalabour is identified as possibly the most important condition for a sustainable economic development. ing should not be limited by financial constraints huge and will increase further. Access to Higher Education and Vocational Trainof young people as demand for qualified labour is

Stable, fair and transparent frameworks and pracman business community in China, but they are

tices are, of course, not only a concern for the Geralso in the interest of other international direct investors and last but not least, Chinese companies. In fact, in the long run, Chinese companies are likely

to benefit most from a domestic market tional standards. Learning to compete in an open

economy that is modernised according to internaand transparent market economy is the best preparation for Chinese companies wanting to successfully enter foreign markets as well.

German governmental organisations and institutions as well as the German business community are called on to continue and increase their cooperation with Chinese partners to reduce barriers

and obstacles to investment and doing business in China, by, to give but one example, further assistn
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9. Appendices
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9.1 List of Abbreviations
Euro Asia Consulting PartG Enterprise Income Tax European Union Euro Foreign Direct Investment Foreign Enterprise Income Tax Foreign Invested Enterprise German Industry & Commerce German Invested Enterprise Greater Shanghai Area Human Resources Intellectual Property Rights Information Technology Joint Venture Low Cost Country Land Use Rights Multinational Corporation Research and Development Renminbi (Chinese currency) Representative Office Supply Chain Management Small and Medium-sized Enterprises United Kingdom US Dollar Unique Selling Proposition Wholly Foreign Owned Enterprise World Trade Organisation

EAC EIT EU EUR FDI FEIT FIE GIC GIE GSA HR IPR IT JV LCC LUR MNC R&D RMB RO SCM SME UK USD USP WFOE WTO
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9.2 Glossary

N = Sample Size 273

Survey groups German operations All German investments in China, covering JVs, WFOEs and ROs (survey total),

2 of 273 respondents did not indicate legal form

74

ROs Representative Offices of German parent companies JVs Sino-German Joint Ventures WFOEs Wholly Foreign Owned Enterprises by German parent companies German Invested Enterprises (GIE) Fully or partly German invested companies in China: WFOEs and JVs Large enterprises German parent company that has more than 1,000 employees or more than EUR 100 million turnover in 2006 worldwide and with an operation in China.

56

141

197

158

110

SME German parent company that has less than 1,000 employees and less than EUR 100 million turnover in 2006 worldwide and with an operation in China.

180

Production operations German operations in China where German parent company focuses on “production” (=manufacturing) as business type

64

Services operations German operations in China where German parent company focuses on “services” as business type

21

Trade operations German operations in China where German parent company focuses on “trade” as business type

140

Production companies German Invested Enterprise (WFOEs and JVs) in China where German parent company focuses on “production” (=manufacturing) as business type

n
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9.3 Introduction to Authors

Background to GIC – German Industry and Commerce Co., Ltd

The Delegations of German Industry & Commerce (AHK) and German Industry & ComChambers of Commerce, Delegations, Representative Offices and DIHK-Service Compabers of Industry and Commerce (DIHK) in Berlin.

merce Co. Ltd (GIC) belong to the worldwide 

network of some 120 overseas German nies in more than 80 countries, under the umbrella of the Association of German Cham-

The offices and subsidiaries of AHK and GIC in Beijing, Shanghai, Guangzhou and Hong on a bilateral basis. In addition, GIC helps Chinese companies of our host country to develop their businesses in Germany.

Kong support German companies in establishing and extending their activities in China

Our services focus on business consultation, business partners search, mediation of

trade disputes as well as vocational training. Moreover, we specialise in event organisasentations and press conferences on a regular basis, to facilitate communication and the economic relations of Germany and our host country.

tion such as seminars, symposiums, business luncheons, round table discussions, preexchange of useful information among our business communities for the benefit of the

We can assist you in organising visits to fairs, exhibitions and regulatory agencies as well as to set up actual representative offices or enterprises in China. In addition, among website development. our range of services we offer recruitment services, training courses for your staff and

To find out more details about the various services provided by each office, please visit http://china.ahk.de.

Delegation of German Industry & Commerce (AHK) German Industry & Commerce Shanghai Branch (GIC)
29/F Pos Plaza, 1600 Century Avenue, Pudong, 200122, Shanghai, CHINA Tel.: +86-21-5081 2266 (AHK) Fax: +86-21-5081 2009 (AHK) Tel.: +86-21-6875 8536 (GIC) Fax: +86-21-6875 8573 (GIC) Email: office@sh.china.ahk.de
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Background

to EAC-Euro Asia Consulting PartG

EURO ASIA CONSULTING

E A C

EAC-Euro Asia Consulting PartG, International Management Consultants, is a leading

consulting company with focus on Asian growth markets. Since 1992, EAC has successfully supported its clients in the development and implementation of internationalisation strategies in Asian growth markets.

Clients of EAC are large enterprises as well as SMEs in Europe, USA and Asia. We have ing in Greater China, India, South East Asia (Thailand, Malaysia, Singapore, Indonesia, Europe and the Middle East.

supported our clients in the development and implementation of investment and sourcVietnam and the Philippines), North East Asia (Japan, South Korea), Central and Eastern

EAC is reputed for its dedicated product and technology know-how across various industries, in particular with regard to the four Functional Competence Centers (FCC):
n n n n

Internationalisation and investment strategies in Emerging Markets (EM) Management of M&A projects & processes implementation support chain concepts

“Turnkey-projects” for the establishment of manufacturing sites as well as local Best Cost Country Sourcing (BCCS) – Supplier development and global value

EAC offers full scale management support along the entire value chain of internationalisation and investment projects. With our comprehensive and integrated service portfolio we focus our competences on growth industries in China, covering both investment and consumer goods sectors.

For more information, please visit www.eac-consulting.de or contact

us directly at one of our offices in Munich, Shanghai or Mumbai.

Munich
EAC- Euro Asia Consulting PartG München – Shanghai – Mumbai Ganghoferstraße 31 80339 München Germany

Shanghai
EAC- Euro Asia Consulting Rep. Office Novel Plaza, Rm. 1403 128 Nanjing West Road 200003 Shanghai P.R. China T + 86-21-63 50 81 50 F + 86-21-63 50 81 51 eac-sha@eac-consulting.de www.eac-consulting.de

Mumbai
EAC- Euro Asia Consulting Pvt. Ltd. 708 / 709, Peninsula Plaza A / 16, Veera Industrial Estate Off New Link Road, Andheri (West) Mumbai – 400058 India T + 91-22-26 74 24 91 F + 91-22-26 74 24 81 eac-mum@eac-consulting.de www.eac-consulting.de

T + 49-89-92 29 93-0 F + 49-89-92 29 93-33 eac-muc@eac-consulting.de www.eac-consulting.de
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