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China: Perspective of leading the R&D world 
environment 

The United States of America have been ahead of all international competition 
in terms of annual Research and Development expenditure; this, for as long as we 
can remember. The U.S bare an image of leading world statistics on many various 
domains, but by taking a step back we can speculate on one new R&D leading 
player in the next couple of years.  

According to OECD projections, based on most recent trends, China’s R&D 
investments would have exceeded Japan’s in 2007, reaching 136 billion USD, 
opposed to Japan’s 130 billion USD forecast. This puts China in the second R&D 
investments position, still far behind U.S ’s astronomical 330 billion. However, it 
is interesting to note that, China's engineers and scientists usually make between 
one-sixth and one-tenth of what Americans do, which means that the wide gaps 
in economical terms do not necessarily result in equally wide gaps in manpower 
or results. 

“The rapid rise of China in both money spent and researchers employed is 
stunning.” Dirk Pilat, Head of the OECD’s Science and Technology Policy division. 

When looking in depths at the manpower available, China again meets the 
second place after the U.S. Nevertheless, in China, the number of researchers 
increased by 77% between 1995 and 2004, and China now benefits from the 
work of 926,000 researchers, when the U.S employ 1.3 million. Indorsing these 
figure, U.S production of engineers and researchers is growing at a sluggish pace, 
when every year China’s universities and schools form 325,000 engineers in 
average per year, which is five times as many as the U.S. 

Not to mention China’s R&D intensity (R&D/GDP ratio), which has more than 
doubled from 0.6% of GDP in 1995 to just over 1.2% in 2004. This represents an 
increase from just over 17 billion USD in 1995 to 94 billion USD in 2004.  

This has a very positive impact on both science and high-technology sectors. 
China has launched a few very competitive products, and has registered quality 
patents, in a 10-year-old world emerging biotech industry. In a one billion 
potential patients market, 15 Chinese biotech products for health are already on 
the market, with another 60 still developing. 

This points out the potential of China in advanced technology, and it 
highlights the fact that China is not only a country excelling in textile, toy 
factories and other simple production facilities, but it is a major player on skilled 
sectors such as R&D. One dreadfully expensive challenge still lies ahead for China: 
developing costly and state of the art research centers and scientific 
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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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It’s a question of Infrastructure 
 

As though the high-speed train between Hangzhou and Shanghai 
isn’t fast enough – it is about to go a whole lot faster.   

While most people know the mega cities of China such as Shanghai, 
Beijing and Guangzhou, not so many know of the second tier cities 
that are just as important to the future prospects of China as these 
metropolis’s are. The likes of Hangzhou, Tsingtao, Tianjing and 
Suzhou are well known within the country but not so well known 
outside the country.  One of the keys to China’s future is the 
infrastructure the Chinese government is putting in place in these 
cities and in particular the links they are creating between these 
cities and some of the larger ones. 

A case in point is Suzhou.  This city now has a Siemens built high-
speed train that runs at just over two hundred kilometres an hour 
and makes the travel time between Suzhou and Shanghai no more 
than 30 minutes.  This doesn’t sound like a big deal until you realise 
that the number one recipient of foreign direct investment (FDI) in 
China is Shanghai – and the number two is Suzhou.  Further north 
there are the twin cities of Beijing and Tianjing.  Neither is part of a 
province (like much of China) but are in fact cities/municipalities 
administered directly by the Central government.  Where Beijing is 
the seat of government and the capital of the country, Tianjing is the 
port that sits alongside Beijing and houses much of the industry that 
complements Beijing’s economy.  Being over one hundred and fifty 
kilometres apart is merely a stone’s throw when the train is travelling 
at 300km/s per hour and you are arriving in Tianjing, from Beijing, in 
less than thirty minutes. 

Then there is Hangzhou.  One of the jewels of China, it is famous as 
the destination of Marco Polo, the seat of government of one of the 
richest provinces in China and a favourite destination of 
Shanghainese looking to take a break from the ‘Big Smoke’.  Already 
boasting a Siemen’s built fast train that travels nearly two hundred 
kilometres an hour that makes travel time little more than one hour, 
the central government has just announced the building of a new 
maglev line between Shanghai and Hangzhou.  Only the second 
commercial Maglev line in the world (the other runs to the airport in 



Shanghai from downtown), the train will travel at nearly 350km/s per 
hour and cut travel time to 30 minutes.  At over US$4Billion, it is the 
most expensive single infrastructure project ever undertaken by the 
Chinese government to date and certainly the most ambitious. 

So what does this all mean?  Ask yourself if your government is laying 
nearly 10,000 km’s of high-speed rail over the next ten years.  Ask 
yourself what this means in terms of comparative advantage in a time 
of high fuel costs.  Reflect for a moment on transport hubs being 
created and the mobility this creates. 

 

Then think: infrastructure = competitive advantage. 

 
infrastructure, generating a higher quality and more numerous scientific 
investigations. 
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