
 

 
 

The hidden costs of doing business in China. 

 
All the eyes of the business world are oriented towards China. This 
“economical wonder” is the source of many entrepreneurial opportunities, 
which seem easily accessible. Who doesn’t what to be part of the Chinese 
miracle economy? Most of us want a piece of this huge profit cake. There are, 
nevertheless, many examples of business that struggle to enter China, 
consequence of a narrow view of costs that lie within Chinese business 
environment. Hopefully there are more examples of success stories that have 
managed those costs in a pro-active way. 

Motorola has done considerable investments to enter China, and most of it 
was dedicated to technology transfer. They knew the costs that were 
associated to it, and they were one of the pioneer foreign firms to achieve 
such business success, beginning in 1987 with a representative office in 
Beijing. The pressure of transferring technology lies in creating your own 
competition in a bubbling business environment. 

Foreign firms are eager and impatient of entering this dynamic market, 
however the Chinese business process is far from what foreign companies are 
used to. Initiating Joint Ventures with a Chinese partner could be an 
adventure full of twists and turns. In our determination to do business in 
China, some forget that we need them more than they need us; and 
unfortunately we are not sole players in this quest. Many of the established 
firms, have encountered time wasting related costs, and delays mainly due to 
communication and cultural issues. 

Setting up legal firm requirements, and gathering the necessary documents 
and information to kick off the implementation procedure can be a hassle if 
done inappropriately. For example, while the capital requirement for setting 
up a Wholly Own Foreign Enterprise can run in excess of US$100,000, this 
doesn't need to be the case.  In fact, the capital requirement actually varies 
between industries and could indeed be less than this. Moreover, often all 
capital is not required up front and can be dripped fed into the business over 
a period of time. 

China has been, and is still seen as a large pool of cheap labor. With the 
economical boom, especially in fast developing cities such as, Shanghai, 
Beijing, Hangzhou, Guangzhou… the cost of qualified labor is following 
china’s trends: leading to fast growing wages. Companies also realize once set 
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Which corporate structure suits you?! 

 

As a foreign business operating in China, you can choose from three different corporate structures 

- Representative Office, Joint Venture or Wholly Foreign Owned Enterprise.!! 

 

Representative Office (RO)!This is one of the more common forms of structure used by foreign 

companies when they make their first foray into China. It is quite limited in its scope as it is 

essentially just a subsidiary of a foreign firm and as such all rights and responsibilities are still 

attached to the parent company.!!Things to know: !!You cannot actually invoice for work under the 

representative office nor can you conduct any trading activity. It is as its name implies – just a 

representative of the parent company.!!It is very cheap to set up. The rules vary from province to 

province but they total cost runs into the few thousands of dollars (US) or if done properly, can be 

as little as a few hundred dollars.!!Taxes are levied on the expenses of the business. In a very clever 

way to ensure that any activity is taxed and profits are not just transferred out of the country, the 

Chinese government requires you to pay taxes on the amount of expenditure you incur. Again, 

depending on the province, this can be as high as 10%. Taxes need to be filed monthly and RO’s 

are audited annually.!!Employing staff needs to be done through a registered government 

agency !!Locations need to be in buildings that are approved by the local government and are 

usually ‘Level A’ buildings (A-B-C) !!Registration is very easy to obtain from government authorities 

to set up an RO. !! 

 

Joint Ventures (JV’s)!Joint Ventures are exactly as their name implies. These were the traditional 

mechanisms set up to allow foreign companies to be involved in Chinese commerce but are 

gradually losing popularity in favour of the Wholly Foreign Owned Enterprise (WFOE). Historically 

the regulations placed most of the power in the hands of the Chinese partner but these days this 

is less the case and in many industries, the rules governing JV’s are far more equitable. There are 

still some industries (education, for example) that do place restrictions on foreign ownership, but 

the number and incidences are becoming fewer and fewer. The principal reason these days to form 

a JV is less about regulation and more about gaining access to local knowledge and local markets. !! 

 

Wholly Foreign Owned Enterprises (WFOE’s)!Wholly Foreign Owned Enterprises are becoming 

by far the most popular form of legal structure in China. This gives the right to foreign companies 

to form their own corporate structure in China without the need for a local partner.!The essential 

advantage to this approach is that it creates a 100% owned foreign enterprise.!While this is the 

principle advantage, it is important to remember that there are a few disadvantages. !!More costly to 

set up and administer than either a Representative Office or a Joint Venture!!Potentially little or no 

local knowledge attached !!Time frames can be extensive – depending on the province, up to 6 

months in some cases.Ultimately many businesses go through the cycle of choosing a 

representative office first, then choosing either a JV or a WFOE. Many who go down the JV path 

eventually find themselves in some form of WFOE or hybrid of the two. 
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up, that managing Chinese staff is not only about opening a cross-cultural 
management book… It is once again a complex journey to achieve.  
Furthermore, having access to quality and responsive Chinese staff is a 
definite competitive advantage, instinctively reducing the amount of time lost 
and inevitably, the amount of hidden costs. 

Fortunately, the Chinese business environment is gaining more and more 
flexibility, and business frameworks of foreign set up firms are available. 
Feedback and experiences are now accessible to have a clearer view of the 
does and don’t while doing business in China. Likewise, there will always be 
ways to compress hidden costs, and by that, ways of gaining increasingly 
competitive positions. 
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