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Tips on Undertaking Joint Ventures in China 
The size of China's  market—  1.3 

billion consumers — and its fan-
tastic rate ofgrowth have attracted 
a lot of international attention. 

For over four decades, China was 
a closed, state-driven economy and, 
although it is opening to the world, 
business practices are often differ-
ent from what North American 
companies are accustomed to. 

The foreign partner is 
expected to bring techno-
logical know-how, equip-
ment and initial capital. 

Joint ventures are usually nec-
essary and companies must real-
ize that this is a complicated un-
dertaking that requires patience 
and careful planning. 

Companies should ask lots of 
questions before deciding to com-
mit money and time. 

The fact that China is attracting 
so much international money and 
attention these days is no reason 
for companies to abandon their 
general business procedures. 

The best strategy is to prepare a 
list of questions and get as many 
answers as possible from di fferent 
angles. 

The first question you need to 
ask is what a joint-venture actu-
ally means to your Chinese part-
ner. In English, the phrase simply 
means cooperation in a venture. 
The Chinese equivalent of the 
phrase means joint capital'. 

When considering a joint-ven-
ture in China, you must be pre-
pared to put down a certain amount 
of capital or the equivalent of capi-
tal. Commonly, the Chinese part-
ner will contribute land, buildings, 
labour and some cash flow. 

The foreign partner is expected 
to bring technologrical know-how, 
equipment and initial capital. The 
Chinese partner will be responsi- 

ble for local sales and the foreign 
partner will look after interna-
tional marketing. A detailed 
budget of what is involved will 
facilitate your decision. 

Next, you should determine the 
benefit ofjoint-venturing in China. 

When discussing joint-ventures, 
you will be presented with a pack-
age by your potential partner, or a 
Chinese consultant. Tax incen-
tives, low labour costs and the 
massive market of one billion peo-
ple will be presented as some of 
the benefits. 

On the surface, this may sound 
like an unbelievable opportunity, 
but don't be easily wooed. 

To help you make an accurate 
decision, you need to determine 
the labour costs in relation to pro-
ductivity and the hidden cost re-
lated to social benefits, such as 
housing and schools. 

As well, you need to look beyond 
a market of a billion people for a 
more logical analysis of market 
segments and distribution chan-
nels. 

Also, don't hesitate to ask what 
the incentives are for your Chi-
nese partner to enter the joint-
venture. This will enable you to 
put things in perspective. 

Another important consideration 
is finding a good local partner. You 
will have to rely on a partner be-
fore and after the joint-venture is 
set up. 

It is a lengthy procedure to apply 
for joint-venture permission, to 
register the company, to negotiate 
with the local authorities and to 
install the facilities. 

This takes not only time and en-
ergy, but requires a certain level 
of knowledge about the system to 
go through all the necessary steps. 
A good local partner can be very 
valuable in this process. 

Once the venture is operating, it 
will, of course, require good man- 

agement and aggressive market-
ing. 

It is especially important to watch 
your operating costs and ensure 
your share of the profits exist. Even 
if you send somebody to China to 
represent your interests, you still 
will need a competent partner you 
can trust. 

One of the difficulties some Ca-
nadian companies have encoun-
tered is obtaining information on 
a particular market's potential, or 
the best distribution channels for 
their products. 

Your Chinese partner will need 
your help to develop a framework 
that can be followed to collect the 
information and data you require 
to make a decision. 

Another important con- 
sideration is finding a good 

local partner. You will 
have to rely on a partner 
before and after the joint- 

venture is set up. 

There are many other questions 
deserving consideration: 

What will be the cost in setting 
up the joint-venture? Are there 
laws and regulations to protect 
me? What social facilities  dol have 
to provide for the employees? What 
will be the real profit after the 
foreign exchange rate? 

It is beneficial to present these 
questions to your local partner, 
even ifyou assume you know some 
of the answers. 

Not only will you have a clearer 
understanding of the risks in-
volved, but it will also help you 
and your Chinese partner reach 
common ground. 

By Nellie Cheng, B.C. Trade 
Manager,  China/Hong  Kong!  
Taiwan (reprinted with permis-
sion, The B.C. Exporter). 
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