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China holds a coveted reputation as the place to be in today’s 
corporate boardrooms.  With a population exceeding one 
billion and an immense supply of low-wage workers, China’s 
allure both as a consumer market and a superb location to 
manufacture and source products is immense.  China’s 
importance is apparent as perhaps the single biggest 
opportunity in business today.  The issue therefore is not “if” 
one should participate, rather “when and how” to participate.  
It is pivotal for companies to develop a well laid out strategy 
and act on it with precise control. 

 
Despite the prospects, China never has been, and has not yet 
become, an easy place in which to operate.  China’s business 
and legal environments can be exasperating and 
unpredictable.  Although to the outside world it puts on a face 
of capitalism, China’s political system is still rooted deep in 
communism and thus can be at times oppressive and 
inconsistent.  Moreover, its vast interior, home to nearly two 
thirds of the population, is rural and undeveloped with respect 
to the infrastructure and distribution channels required to 
bring products to market.  While urban migration is ongoing 
(2002- 39% of the population dwelled in urban households) 
and the population is climbing in social status (a staggering 
200 million Chinese transcend the poverty level), its 
managerial prospects and skilled labor force are modest by 
western standards. 

 
While the challenges of conducting business in China can be 
overwhelming, following are a few pointers to consider: 
 

1. Finding the right partner- avoid the errors of foreign 
firms who, in a rush to make a profit, were forced into 
unattractive joint ventures with government enterprises 
or bureaus.  

 
2. Keep it simple and start slow- it probably is not the 

best strategy to take your top technology to China.  
Remember you have an unskilled labor force that may 
not be prepared to operate and manage expensive, 
highly automated equipment. 

 
 



3. Think locally: it is important to recognize that China 
does not operate as a single unified economy.  Rather, 
it consists of many regional economies (illustrated in 
Figure 1) where trade barriers are sometimes even 
higher than barriers to international trade.  Regional 
trade in certain commodities is often banned by local 
governments to protect local industries.  While WTO 
entry is slowly removing these regional trade barriers, 
it will be some time yet before trade can be conducted 
across China as a single unified economy. 

 
 

Figure 1 

GDP by Province
figures in billion U.S. ($), 1990-2001

Source: CSY 1994 (2.14), 1999, 2000, 2001; 3-8 GDP by Region, Rosen China Advisory
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4.   Operate within the culture: the Chinese culture is highly   
hierarchical.  It is rooted in values where trust is 
developed through long term friendships and 
demonstrable actions.  Avoid rotating expatriate 
managers every two years.  Rather, commit to a team 
that will work to develop trust with local management 
and authorities over an extended time period. 

 
5. Develop local management:  it is easy to find laborers in 

China, but the pool of experienced managers is shallow.  
Work through networks of your customers and suppliers 
and develop relationships with local universities to find 
a few good managers. 

 
 

6. Plan for turnover:  the demand for experienced 
management and laborers is an issue for all companies.  
Expect a turnover of 30-35% per annum as new foreign 
investment competes for the people you’ve developed 
in your organization. 

 
7. Protect intellectual property: theft of intellectual 

property is well documented.  Intellectual properties 
related to technology, equipment and processes are at 
risk.  Therefore, it is prudent to go slow and avoid 
taking top of the line technology to China. 

 
8. Plan your logistics carefully:  examine your sources of 

supply and channels of distribution well before deciding 
on location or breadth of product offering.  China’s 
most developed infrastructure is in the coastal regions.  
Logistics can be a nightmare beyond that.  This is 
another reason to think locally. 

 
The case for China is strong even with the challenges of 
establishing sustainable operations.  Growth in China is so 
strong that China has joined the United States as a locomotive 
for global growth.  China has grown to become one of the 
world’s largest consumers of many commodities.  China is 
contributing nearly 5% to global industrial production, but 
consuming over 20% of world materials for infrastructure 
expenditure and manufacturing growth.  Motor vehicle sales 
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are soaring, and China has become the third largest auto 
market in the world, behind the United States and Japan (a 
phenomenal statistic considering that vehicle ownership is 
only 3.3 million units and the average per capita income is 
$1,000).  China consumed thirty-six percent of the world’s 
steel production in 2003.  Rapid growth in China is also a 
major factor behind the current high level of world oil prices.  
Crude oil imports hit record levels in 04, at greater than ten 
metric tons per month.  Oil net imports are now up forty one 
percent year to date versus 2003.  In terms of consumption, 
China surpassed Japan as the second largest consumer of oil 
(7.1% share of global consumption) just behind the United 
States. 

 
The adhesives and sealants industry is a prime benefactor of 
this superheated economy (Table 1).  A key observation of 
the demand suggests that most of the consumption is in non-
formulated formaldehyde resins used for wood composites, 
not too surprising given the degree of construction ongoing 
within the country. 

 
Relative to formulated products, we note the minor degree of 
complex reactive systems which find use in sophisticated 
structural end uses such as auto, electronic, medical devices 
and various product assembly applications.  The majority of 
consumption is in waterborne formulative technologies 
utilized in packaging and construction markets. 



 
Table 1 

 China Adhesives & Sealants Production
figures in million pounds

Source: China National Adhesives Industry Association, ChemQuest

2001 2002 2003 CAGR 
01-03

%  of Total 
(03)

2134 2222 2596 7% 35.2%
264 286 297 4% 4.0%
66 77 99 14% 1.3%

836 924 1100 10% 14.9%
130 156 202 16% 2.7%
924 1232 1496 17% 20.3%
154 172 187 7% 2.5%
462 440 396 -5% 5.4%
18 55 88 71% 1.2%

10.6 11 11 1% 0.1%
330 365 396 6% 5.4%
70 77 86 7% 1.2%

143 172 242 19% 3.3%
64 99 154 34% 2.1%

6 9 13 29% 0.2%
4 4 6 19% 0.1%
1 2 2 14% 0.02%

5616 6302 7371 9% 100%

Cyanoacrylate
Anaerobic

TOTAL Production

Adhesives & Sealants 
Production

Epoxy
Hot Melt
Silicone
Polysulfides

Chloroprene
Styrene Block Copolymers
Polyvinyl Butyral
Polyurethane

Polyvinyl Acetate Emulsion
Vinyl Acetate Ethylene Emulsion
Acrylic Emulsion
Acrylic Solvent

Urea Formaldehyde (UF)
Phenolic Formaldehyde (PF)
Melamine Formaldehyde (MF)

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Phenomenal growth does not come without its own set of 
challenges, however.  Credit Suisse First Boston predicts that 
half of China’s thirty one provinces will face electricity 
shortages in coming months.  Likewise, transportation 
bottlenecks threaten to limit export growth.  Higher costs for 
energy and other commodities mean that energy and material 
intensive Chinese manufacturers must either raise prices or 
suffer a profit squeeze that could force some of them into 
bankruptcy. 

 
When it comes to China, it is imperative to participate; the 
journey is long and navigating the waters can be frustrating.  
Rest assured, however, that the view is worth the climb. 
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