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his book highlights the personal

stories of twenty foreign commer-

cial entrepreneurs in China. It
details their experiences in setting
up their particular companies and
explains their motivation and corporate
philosophies for doing so. It features
entrepreneurs in trading, design,
photography, architecture, consultancy,
charity and other branches of business,
reflecting the huge variety of commercial
undertakings established in China over
the last decade. These interviews offer an
insight into the obstacles, the difficulties
and the unexpected surprises that have
occurred from inception to the current
position of their businesses.
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Introduction

China is a country in which regional development has become the main pri-
ority over the last few decades. While the nation was considered an eco-
nomic isolationist until the late 1970s, the spectrum and approach of China’s
national economy has changed drastically since the country underwent its
grand economic reform in 1978. Since the launch of the economic
restructuring, China’s dominant development policies have gradually shifted
from a base of autonomic self-sufficiency to ones favouring the comparative
advantage of an open market policy. This broadening process has been rein-
forced since China’s entry into the World Trade Organization (WTO) in 2001.
The central government implemented several measures to strengthen the flow
of Foreign Direct Investment (FDI) into the country. It offered a comparatively
liberal foreign-trade regime and tax benefits, and it has granted several other
conditions under which business activities in participation with foreign com-
panies is more easily facilitated. The latter are currently subject to quite differ-
ent circumstances than undertakings funded solely by Chinese capital. This
situation is the result of the economic changes China has gone through over
the last decade. The increasing influence of foreign capital has played a sub-
stantial role in the upsurge of this development process.

The economic amendments since the 1980’s have resulted in the gov-
ernment actively creating Special Economic Zones (SEZ) for foreign investors
in designated developing regions. These SEZ’s are specially designed districts
in which foreign, and domestic trade and investment, are conducted without
direct authorization of the Chinese central government. The areas are intended
to attract foreign investment and technology through the use of tax and busi-
ness incentives to promote zones of rapid economic growth. Foreign Invest-
ment Enterprises (FIE) experience better regulatory and infrastructural services
in these Zones than in other parts of China.

Since 1997, China has significantly increased its internal reforms, par-
ticularly with regard to domestic private companies. In that year the central
government granted permission to the four biggest state-owned banks to loan
money to foreign private enterprises. in 1999, the Chinese Constitution was



amended to extend property rights to foreign companies and private domestic
entrepreneurs. For the first time since 1949, approval to export directly was
granted to private domestic companies. These reforms have led to radical changes
to the flow of FDI into China.

As a result of these changes, countless foreign companies, and interna-
tional individuals, have set up Wholly Foreign-Owned Enterprises (WFOE’s)
in China. WFOFE’s are investment vehicles permitting mainland-based busi-
nesses to be completely funded and operated under foreign control without
the participation of any formal Chinese ownership.

Wholly Foreign Owned Enterprises

WEFOE's have several different types of commercial objectives. Many of them
manufacture specific products for later export to the foreign firm’s home
country, because production costs are significantly lower in mainland China.
Particularly in the start-up days of China’s foreign enterprises’ invasion, most
WFOE’s were established for this reason. At first, these WFOE’s did not have
the right to distribute their fabricated goods in China, but adjustments to the
regulations for Foreign Invested Commercial Enterprises and WFOE's, now
allow the companies to distribute their products in China. With China’s entry
into the WTO, several restrictive conditions concerning WFOE’s were gradu-
ally lifted.

The globalization of modern China encouraged many WFOE's to expand
their production from the original export orientation to focus on turnover in the
emerging Chinese market. Exporting internationally is still a common practice
for WFOF's, but it is no longer the sole function of foreign companies in China.
The world factory has changed into a world market through the enterprise of
foreign companies, as a Chinese government official once described the result
of the modernisation.

The Chinese government approves and favours WFOE's if they are deemed
valuable, and useful, to national economic development. The officially revised
WFOE rules now provide that, “the establishment of a WFOE must benefit the
Chinese national economy” and that China “encourages the establishment of
technologically advanced WFOE’s.” Before the revision of the laws, the rule
said WFOE applications would be approved only if the WFOE committed to
use advanced technology or exported, at least, 50 per cent of its products each
year. However, there are still some areas in China where WFOFE'’s are not al-
lowed to participate. These include businesses, such as, real estate, insurance,



banking, public utilities and domestic service business. The Chinese govern-
ment reserves the right to allow limited participation in areas or set restrictions
in areas in which WFOE’s can operate.

The most significant feature of a WFOE, distinguishing it from any other
type of enterprise or undertaking, is that involvement of a Chinese investor is
not required, and even, on some occasions, not permitted. This gives the for-
eign investor full control over the business venture and helps avoid problems
which can result with a domestic joint venture partner. WFOE’s differ from
foreign branch offices in China because they are legally independent and self-
operating entities, which do not necessarily pursue the business policies of
the overseas parent company.

WEFOE’s are subjected to relevant Chinese business laws. Chinese au-
thorities expect WFOE's to hire Chinese workers for most positions, except for
some management and technical slots reserved for foreign personnel. WFOE's
enjoy more control over capital, human resources and profits compared to a
joint venture undertaking, which is another popular form of foreign direct
investment in China.

Establishing a WFOE, in comparison to other types of enterprises, has a
number of advantages in corporate China. The most appealing element to
foreigners is the independence, and freedom, to implement the worldwide
strategies of its parent company without having to consider the involvement
of the Chinese partner. Furthermore, being a WFOE grants the enterprise a
degree of protection for intellectual know-how and technology, and avoids
the necessity of licenses for import or export. The full control of human re-
sources remains in the hands of the enterprise and this is another attractive
feature for foreign investors. Sole proprietorship which avoids possible con-
flict between joint venture partners that can arise from different corporate
cultures and work ethics, is a definite benefit.

Limiting Chinese intervention and having sole ownership of a WFOE are
aspects that appeal to foreign investors. Sole control and the exclusion of
Chinese participation can have its disadvantages, since a local partner could
be of considerable assistance in dealing with certain Chinese bureaucracies.
A Chinese partner can facilitate approval processes and other regulatory issues,
plus provide contacts with suppliers, and assistance in setting up physical and
service infrastructures. Many governmental regulations have to be observed

and establishing any type of foreign business in China can often be easier in a
joint partnership.



Sino-Foreign Joint Ventures

When foreign companies first entered China, the major approach was to engage
in joint ventures with Chinese enterprises. This was seen as the way to over-
come the numerous policy restrictions imposed on foreign investors setting up
business in China. In subsequent years, the regulations were amended and this
facilitated the easier establishment of WFOFE's. However, Sino-foreign joint ven-
tures are still popular forms of foreign enterprises in China. The process of set-
ting up the company can be less time-consuming and less costly through the
assistance of a local partner. When a foreign entrepreneur chooses to benefit
from engaging in a partnership with a Chinese investor, this creates a Sino-
foreign joint venture. Several obstacles concerning registering a company in
China are notably easier when united in a corporate Chinese partnership.

Teaming up with a Chinese partner is especially regarded as very helpful
in acquiring local acceptance and the establishment of a much-needed network.
If a foreigner wishes to find their way through the Chinese corporate system
they need to understand the typical Chinese system of guanxi when establish-
ing a domestic undertaking. Guanxi entails an extensive network of necessary
relationships, both personal and business. The system is based on trust and
loyalty, both of which are of great importance in conducting business and
being successful in China.

Chinese authorities encourage foreign investors to engage in Sino-for-
eign ventures as a way of exposing the Chinese partner to advanced technol-
ogy and new management skills. In return, foreign investors can enjoy low
labour costs, low production costs and a potentially large Chinese market
share. Hence, in some respects, setting up a Sino-joint enterprise can be more
beneficial to foreign investors compared to establishing a WFOE.

Foreigners make the decision for establishing a WFOE or tying with a ‘
Chinese partner in line with their own strategic needs. Different entrepreneurs
have chosen different ways and this book highlights the personal stories of
twenty foreign commercial entrepreneurs in China. It details their experi-
ences in setting up their particular companies and explains their motivation
and corporate philosophies for doing so.



Entrepreneurial Success In China:
An Oriental Business Protocol

Over the past years numerous books listing guidelines for setting up foreign
businesses in China have been written, wholly in line with the increased
demand for information on this subject. These books predominantly provide
extensive and detailed information on the numerous legal and business related
restrictions including the potential of the Chinese market. In other words, the
do’s and don'ts for would-be entrepreneurs. Numerous books offer valuable
advice on how to successfully walk the corporate path to entrepreneurial suc-
cess in modern China.

However, what has been missing in this variety of literary offerings is a
book that reflects the personal stories of individual entrepreneurs that have
already walked the path to Chinese success. This book is a collection of the
experiences of twenty entrepreneurial foreigners that have set up both, WFOE’s
and Sino-foreign joint ventures, in China over the last couple of decades.
They share with you their personal stories and insight about the challenges
they have encountered along the way. This book features entrepreneurs in
trading, design, photography, architecture, consultancy, charity and other
branches of business, reflecting the huge variety of commercial undertakings
established in China over the last decade. These interviews offer an insight
into the obstacles, the difficulties and the unexpected surprises that have oc-
curred from inception to the current position of their businesses. The person-
alized angle of this book makes it a worthy addition to the existing literature

by offering real life examples of investors walking the entrepreneurial path in
China.
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arc van der Chijs might be the definition
of what one would call an entrepreneur-
ial centipede. His entrepreneurial life in
China involves working for German au-
tomobile manufacturer DaimlerChrysler, before making
a radical career move through starting up his own Internet
business after only three years on the job. Born in 1972
at Arnhem in the Netherlands, Marc left Holland right
after graduating with his Masters in Economics in 1995.
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a job as a financial controller for DaimlerChrysler. Over
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DaimlerChrysler when he took over the North-East Asian
region of China.

In 2002 Marc decided his days in the automobile in-
dustry were over when he realized there were so many more
things China had to offer. After completing his three-year
contract in Beijing, Marc carefully took the first steps of what
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undertaking. Following his first visit to China in January 1997,
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China. His move to Beijing in late 1999 changed his out-
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eight years and will, most likely, stay for another ten.




