
 

 

 

China’s Real Economic Engine - Diversity 
 

China’s unprecedented growth and the opportunities it presents are no 
longer a secret in the business world. Although megacities, such as Beijing 
and Shanghai, have long captured much of the spotlight, it is behind the 
scenes, in second-tier cities, where one can witness the real source of China’s 
economic growth. Contrary to expectations, the majority of China’s imports 
are not ending up in Beijing, Guangzhou, or Shanghai but in a group of  
second-tier cities — Chongqing, Dalian, Hangzhou, Harbin, Kunming, 
Nanjing, Ningbo, Qingdao, Shenzhen, Tianjin, Wuhan, Xiamen, Xian, and 
Zhuhai — accounting for an astonishing 53 percent of China’s total imports, 
almost double the amount of the three Chinese megacities combined.  

As those cities have become importing havens, and present lucrative 
opportunities, entrepreneurs wish to focus their marketing efforts on 
smaller, second tier cities. It is a common thing to see that the level of 
investment required in Wuhan or Hangzhou compared to investment levels 
in the “big threes”, tends to attract a lot of local and foreign entrepreneurs, 
all reaching for profit opportunities. Those booming cities often develop 
highly attractive investment regulations, the ROI is greater than in cities like 
Guangzhou, and this aspect totally meets small but “hungry” companies’ 
expectations. They are in fact following the tracks of larger corporations that 
have been precursors in opening trade routes to those regions in the past. 
Global brands have a capacity of hedging their risks, which SMEs generally 
don’t have.  

Rejoice, for instance, a shampoo brand of Procter and Gamble, used to be a 
middle class brand with an average price of 18 Yuan (US$2.30) per 200ml 
bottle in Shanghai. Three years ago, the company started to aim at lower tier 
cities, by launching a new "9.9 Rejoice" series, which was sold for 9.9 Yuan 
(US$1.30) per 200 ml bottle. 

"Before rolling it out to the nation, it took us six months to do test sales in six 
different lower-tier cities, and the amount sold was surprisingly satisfying," 
said Heidi Wang, Manager of Rejoice at Procter and Gamble. “After we 
officially launched it in 2004, the sales have kept on rising at a rate of double 
digits every year. Now I can tell you our 9.9 Rejoice is the number one brand 
in the middle level market of 8 to 12 Yuan,"  
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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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Last year, Kunal Sinha, executive director at Discovery Ogilvy China and his 
team conducted market research in over 65 lower-tier cities from the north 
to the south of the country, materializing in a report called "The Real China 
Revealed". He stated "There is a general belief that foreign brands are more 
expensive". But we’ll see that this doesn't mean people in first tier cities give 
much more attention to brands than lower ties cities.  

When being asked if they are willing to spend more money on well-known 
brands, the percentage is 38.4 percent in first-tier cities, 34.7 percent in 
second-tier cities and 31.6 percent in third-tier cities. According to the 
report, only 16.3 percent of people in third-tier cities said 'yes' to foreign 
brands even though the prices are higher, compared with 24.1% in tier-one 
cities. One easily can see there is not a big difference between first-tier and 
third-tier cities. Likewise, it is shown that consumers in the lower tier cities 
are looking for novelty and differentiation just as much as in the big cities. 
Chinese communication campaigns and media tools are the vectors of fast 
developing trends, reaching most parts of China, especially in dynamic 
environments. 

"Innovation is absolutely important for companies surviving in China, the 
Chinese market is changing very fast and it's important to keep up to speed" 
said Sinha. 

We could illustrate this example by comparing two large technology 
companies: Bird mobile phones and Lenovo. Bird mobiles were very popular 
in the mobile phone market five years ago but now it has lost its influential  
“stranglehold” on the market because it their product development strategy 
strongly lacked innovation, which is the most important driver in the 
market. However, Lenovo, the Beijing-based PC Company is still investing a 
lot of money in innovation even after purchasing IBM's personal computer 
section. It seems that one should never rest on his laurels, may it be a large-
scaled group, or even more importantly a small corporation. 

The diversity of China’s market is one of its great strength, but it could be a 
critical business error to underestimate it. This diversity is seen through 
various forms (lifestyles, social class & related habits, sex and age…). "Unlike 
other countries, China is made up of different cities in which people have 
very different lifestyles, thoughts, shopping habits and even languages," said 
Sinha. "You have to use different strategies in different regions." 

A twist has also been seen with marketers, enlarging their scope to new 
targets, such as older people. Being over 140 million over 60 years old, they 
consume up to 1.4 trillion yuan on the Chinese market, according to a 
government news agency (XInhua). After having lived a hard work oriented 
life, they have retired earning good benefits from the government and are 
willing to enjoy the 21st century modernity environment that local medias 
convey throughout the country. There is no unique success strategy for 



China. A business’s success will depend entirely on their understanding of 
their targeted market, and the customized strategy they have developed for 
it. 

The Chinese are willingly adapting Western culture and technology to their 
own needs and Western businesses are adapting their operations to Chinese 
culture. The two are meeting in the middle. Judging by the lack of foreign 
business in “lower tier cities” in China, in no doubt there lies production and 
sales opportunities awaiting foreign businesses in lower tier cities… 
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