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 Abstract   
 
With the measured economic success of the Peoples Republic of China (PRC) economy 
of the past 30 years, its continuing increase of foreign direct investments, and its sover-
eign account actively targeting global acquisitions and equity investments, it is now time 
to think about expanding existing, or starting new, mutually beneficial business relation-
ships with China.  In order to better formulate the options for existing or new business 
ventures, it is important to trace the foundations that were laid by the Chinese state-
owned-enterprises, entrepreneurs, and international companies that worked with China 
over this period  in order to form a sustainable framework for its future domestic and 
international industrial economic expansion.   
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Creating and Expanding Initial  

Business Relationships in the 1990s 

 
In the early 1990s, IBM’s domestic China 
business and organization began the 
process of aligning with China’s emerging 
reformed domestic and international eco-
nomic growth policies promoting foreign 
direct investment.  Some of the com-
pany’s key decisions included the estab-
lishment in 1995 of its China Research 
Laboratory located in Beijing, 3 the forma-
tion of a new business relationship with 
China Great Wall Computer Group to 
manufacture  PCs, and the announcement 
with Ji Tong Communication Company, 
Ltd. of a joint telecommunications indus-
try research and development venture.4 

IBM also opened its newly formed man-
agement consulting practice offices in 
Hong Kong and Shanghai.     
 
Likewise, many other leading interna-
tional industrial companies, such as 
Volkswagen, Chrysler, GM, Volvo, Toy-
ota, Philips, Siemens, Mitsubishi, etc., 
were embarking on launching similar new 
China business plans.  Wealthy foreign  
sovereign funds,  led by Hong Kong, Tai-
wan, the US, Japan, and Singapore, began 
targeted industrial growth investments 
which helped to create new China eco-
nomic development zones to service their 
key domestic markets and vertical indus-
trial sectors.5  Responding to the dramatic  
430% increase in Chinese postgraduates 
and students studying abroad, leading 
European and American Universities es-
tablished and strengthened collaborative 
academic curriculum development and 
student exchange programs.6   And, large 
Private and  State-Owned-Enterprises 

Historical Background 

 

In response to China’s economic reform 

policies, global international companies 

and pioneer entrepreneurs have estab-

lished mutually beneficial Chinese busi-

ness relationships.  These early successes 

contributed to the positive growth and 

expansion of their own business perform-

ance and the growth of China’s industrial 

sectors.  In his book, Chinese Economic Per-

formance in the Long Run, Agnus Maddison 

writes, “In the past, analysis of the eco-

nomic progress and its determinant has 

had a heavy Eurocentric emphasis.  As-

sessment of the Chinese historical record 

has been highly Sino centric.  A more in-

tegrated view can illuminate both excep-

tionalism and normality, and provide a 

better understanding of the reasons for 

the rise and decline of nations.”1 

IBM’s China experience was established 
in 1934 in accordance with the company’s 
founder T.J. Watson’s vision to establish 
foreign sales and distribution affiliate 
companies in countries around the world.  
China’s decision in 1978 to abandon its 
rigid foreign trade policy and decentralize 
its foreign trade decisions, 2 its reunifica-
tion of Hong Kong in 1997, and its more 
recent easing of diplomatic tensions to 
begin to expand economic ties with Tai-
wan,  influenced IBM and other multi-
national companies to transform its origi-
nal China-specific product sales and sup-
port business into a broader sales, prod-
uct development, manufacturing, and 
consulting services.  
 

Is it Time for American Businesses to Re-Define their China Relationships?                                         



114 Journal of Global Development and Peace 

principle of “Guanxi”, it soon became 
clear that an often unspoken priority of 
Chinese management was their interest in 
working with the foreign JVs and advi-
sory consultants to learn the new ways 
and methods of managing every aspect of 
the consulting engagements and the busi-
ness models and practices.  Because of 
the gap in the availability of large num-
bers of qualified domestic Chinese skills 
and the need to protect intellectual prop-
erty, it quickly became the norm for the 
foreign companies and consultancies to 
negotiate, non-Chinese customary con-
tract terms to define the limits of “on-the
-job” training and knowledge transfer.7  
 
As the demand for basic entry services 
diminished, new requirements were 
placed on the foreign JVs to provide their 
China SOE counterpart with more ad-
vanced and complex offerings such as 
market analyses, manufacturing opera-
tions, e-commerce, procurement, finan-
cial management best practices, process 
transformations, and solutions implemen-
tation services. To address these needs, 
some SOE / JVs, like GM / Shanghai 
Automotive Industry Corporation 
(SAIC),  relied on using tailored versions 
of the GM Buick fabrication and assem-
bly processes and IT infrastructure solu-
tions from the U.S. for operating its new 
plant located in Shanghai.8  Other China 
domestic companies, like Hauwei, a large 
domestic telecommunications equipment 
manufacturer headquartered in Shenzhen, 
decided to enter into long term and 
phased consulting and solutions imple-
mentation programs with established for-
eign management and solution consult-
ants, such as the team of foreign IBM 

(SOE), such as First Auto Works, and 
Petro China,  began to formalize pre-
ferred foreign supplier/ vendor or joint 
venture business relationships.   
 
China’s decision to form new SOE / 
Joint Ventures (JVs) became the single 
most important driver for increasing the 
demand for basic  consulting and solution 
implementation engagements (Figure 1).  
The China SOE / JVs initially contracted 
for basic solution implementation, IT in-
frastructure, and process transformation 
services.   Although IBM China’s expand-
ing number of anchor and field consult-
ing offices could manage the client rela-
tionships, administer the contracts, and 
fulfill entry level consulting skills, they 
had not yet built a critical mass of quali-
fied management consultants and solu-
tions delivery personnel to staff the needs 
of the engagement deliverables.  To fix 
the skill gap issue, this early period was 
characterized by flying in foreign teams of 
qualified industry consultants, global sub-
ject matter experts, and project managers.  
Aside from being expensive, the success 
of this approach required each foreign 
assignee to be able to quickly acclimate to 
the local Chinese culture,  food, and lan-
guage.  It became important to the suc-
cessful completion of the project for the 
foreign team members, of a Chinese led 
engagement team, to be able to also work 
in a harmonious multi-lingual / multi-
cultural business environment. 
 
Building Basic Foundations:  

Achievements and Challenges  

(1990-1999) 

 

Following the Chinese time-honored 

Is it Time for American Businesses to Re-Define their China Relationships?                                        



115 Journal of Global Development and Peace 

tual capital and, 2) How to respond to the 
urgent “Y2K” crisis before the January 
01, 2000 deadline.   
 
Because one of the primary benefits of 
the industry vertical approach is to pro-
vide clients with business solution tem-
plates, the IBM China practice leaders 
took the lead in negotiating acceptable 
terms and conditions to protect and/or 
license Intellectual Property Rights (IPR).  
Although China had acceded to the IPR 
international conventions in 1979 that 
would later lead to China’s complying 
with the WTO’s “GATT” and “TRIPS” 
agreements, the difficulty for foreign JV 
companies to fairly adjudicate disputes in 
China’s courts remained an important is-
sue.10  A common response by the for-
eign JVs to this reality was to only intro-

consultants supported by the IBM Hong 
Kong office, to help transform its busi-
ness processes and IT infrastructure.9 
 
Regardless of the preferred approach to 
forming and managing these ventures, 
foreign companies faced some key chal-
lenges in developing a sustainable China 
business model.   As the demand for IBM 
China consulting and solutions services 
grew, it became necessary to modify the 
practice model that relied on off-shore / 
landed project management and subject 
matter expert skills to a more self suffi-
cient China Practice that could build 
deeper client relationships and manage 
most aspects of the new IBM global verti-
cal industry segment going-to-market 
model.   However, two important chal-
lenges arose:   1) How to manage intellec-
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ering from their recent economic col-

lapse. In their attempt to quickly recover, 

each S.E Asian country was promoting its 

respective local economies as the hubs 

for Asia Pacific automotive, electronics, 

high-technology, petroleum, and software 

development industries.  As a result, 

many of the global international enter-

prise companies had begun or were be-

ginning to establish their HQs in Singa-

pore and throughout the region. At the 

very same time, China was putting in 

place its revised industrial policies which 

resulted in a 100% increase in automotive 

production11 and a 400% increase in the 

retail sales of consumer goods.12 Due to 

the continuation of China monetary pol-

icy to de-value the Renminbi13, and its 

perceived competitive threat from the 

ASEAN economies, China embarked on 

a plan to target new prioritized industry 

sectors to foster additional economic 

growth and to attract additional foreign 

direct investment.  

 

Based on the relative success of its SOE / 
JV automotive and consumer electronics 
sectors, China now chose to focus on 
Telecommunications, Petroleum, High 
Technology, Steel, Energy, Biomedical, 
Rail Transportation, Shipbuilding, and 
Commercial Aviation industries.   Since 
these targeted sectors were also the indus-
trial development priorities of ASEAN, 
Korea, and Japan, the foreign multi-
national companies with established Asia 
Pacific headquarters and significant Asia 
Pacific manufacturing investments out-

duce back level products and manufactur-
ing technologies into the China market to 
help mitigate the risks associated with re-
verse engineering or counterfeit knock-
offs.    
 
In the late 1990’s most companies and 
governments urgently mobilized to fix the 
Year 2000 (Y2K) systems software issues.   
This global perceived crisis resulted in a 
dramatic increased demand for related 
consulting and solutions experts, and the 
decisions by the foreign China SOE / JVs 
and many domestic companies were to 
install next generation business processes 
and solutions on top of the Y2K fixes. As 
a result, the China SOEs became direct 
beneficiaries of the accelerated introduc-
tion and use of these new solutions and 
IT technologies that enabled the next 
business transformation phase that re-
sulted in fueling the double digit GDP 
hyper-growth of next decade. 
 
China Becomes the World’s Factory 

(1999-2004) 

When I arrived in Singapore to start my 

international assignment in September 

1999, The ASEAN “Tigers” were recov-
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Dalian, and Chengdu.19   Due to the ex-
ponential demand for qualified services 
skills, the Chinese government eased its 
work visa restrictions for Mandarin liter-
ate and multi-lingual proficient Taiwan-
ese, Korean, and Singaporean business 
managers, consultants, and specialists to 
enter China and fill key positions.20 This 
new policy also enabled IBM China to 
apply for work visas for qualified employ-
ees, and to come to China on long term 
assignments to fulfill critical jobs resulting 
from the dramatic increase in the demand 
for an expanded services offering portfo-
lio.  
 
As China’s foreign trade and economic 
cooperation expanded, the leading China 
SOE / JVs and domestic companies be-
gan to respond to global market pressures 
to increase their manufacturing produc-
tivity while improving their quality and 
distribution costs.  The period of 2003-
2004, saw an increase in these businesses’ 
demand for requests to assign foreign 
“level 5”  developers and engineers,  such 
as Japanese manufacturing quality teams, 
Korean steel production experts, Euro-
pean automotive  production engineers, 
and American integrated supply chain 
consultants to work on the next genera-
tion of advanced product requirements.  
At the same time, the preference for 
Brownfield transformation projects was 
giving way to Greenfield development 
programs to build state-of-the-art labs, 
mills, and plants to house advanced 
equipment and technologies to support 
the use of Product Lifecycle Management 
(PLM) and Manufacturing Execution Sys-
tems (MES)  solutions and IT infrastruc-
ture.  

side of China were compelled to re-assess 
their business strategies and plans for the 
region. With China’s entry into the WTO 
in 200114, the need for its publicly traded 
SOEs and domestic companies to be Sar-
banes-Oxley compliant15 heightened, as 
did its need to adopt international prod-
uct design and manufacturing standards16. 
The prior risk / reward equations quickly 
shifted to entice many foreign companies, 
including IBM in 2004, to move their 
Asia Pacific headquarters to China and to 
increase their China investment portfo-
lio.17 
 
The impact of these shifts to IBM’s Asian 
Pacific Industrial Sector consulting and 
services practice was also profound.  To 
complement its strong team of experi-
enced practice leaders and consultants 
concentrated in Japan, Australia, Taiwan, 
and Singapore,  IBM China put in place 
tactical plans to grow the relatively small 
China practice by hiring new seasoned 
and experienced partners, consultants, 
and industry subject matter experts.  To 
quickly scale and complement the ex-
panded core team, IBM’s acquisition of 
PWC Consulting in July 2002 enabled the 
IBM China practice to fulfill the demand 
for providing industry consulting and so-
lution offerings that were tailored to meet 
the China SOE / JV and domestic client 
requirements.18   
 
As the China SOE/JV’s multi-national 
companies continued to prosper, the de-
mand for IT Outsourcing and Applica-
tion Management Services led most large 
full service consultancies, including IBM 
Global Delivery, to hire and staff new 
centers located in Shanghai, Shenzhen, 
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in the predicted dramatic growth of the 
Chinese middle class and the exponential 
demand for new housing, cars, electron-
ics, and packaged goods.  In order to suc-
cessfully compete, many Chinese SOE / 
JV and companies began to migrate to 
new business models to enable integrated 
Product Development (iPD) and  Prod-
uct Innovation Management (PIM) meth-
odologies to more efficiently manage the 
development and product introduction of 
newly developed Chinese competitive 
products.  From 2004-2008 total export 

of manufacturing goods grew 244%, 
while foreign direct investment increased 
by 153 %.25 Bombardier and the Com-
mercial Aircraft Corporation of China’s  
(COMAC’s) announcement to develop 
and co-market a new family of narrow-
body  commercial  aircraft26, and Volvo 
SA / Dongfeng Motor Company’s JV to 
develop new entry level trucks and 
buses27 are two important examples of 
new industrial sector cooperation.   The 
highly visible “MagLev” high speed pas-
senger rail project to link Shanghai with 
the Pudong International Airport, led by 
a Siemens / CSR JV, has made it possible 

Becoming an Innovator and  

Economic Force (2005 – 2009) 

 
Fundamental to this period was the tacti-
cal shift by the China SOE / JV to focus 
on the need to attract and hire the best 
and brightest Chinese university graduates 
and experienced professionals to meet the 
market demands for growing its domestic 
and emerging consulting, solutions imple-
mentation, and customer support ser-
vices.21   This new domestic delivery 
model produced local teams of Chinese 
practitioner specialists and industry ex-
perts who were able to work on new and 
more advanced projects.   
 
The continued increased global demand 
for Chinese exported manufactured prod-
ucts, and the domestic demand of im-
ported goods, resulted in the creation of a 
critical mass of highly experienced Chi-
nese professionals with expertise in devel-
oping and managing all aspects of ad-
vanced global supply chains and procure-
ment.  Many companies, including IBM, 
decided to establish their corporate pro-
curement executive offices in China.22  As 
the level of Chinese competencies grew, 
many foreign companies announced the 
establishment of China based global Cen-
ters of Excellence (CoE) to promote the 
use and demonstration of leading edge 
business solutions as exemplified by 
IBM’s Global Supply Chain Innovation 
Center in Beijing23, and Volvo Research 
& Education Foundation’s CoE estab-
lished in conjunction with the China Ur-
ban Sustainable Research “CUSTREC” in 
Beijing.24 
 
China’s economic expansion also resulted 
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these new business models will at-
tract additional Chinese private in-
vestors who will acquire, develop 
and introduce new branded prod-
ucts that appeal to domestic and 
global markets.  This move, along 
with China’s leveraging  the brand 
value of its expanding portfolio of 
recognized  global brands will be-
come the primary contributing fac-
tor to the expansion of their export 
markets and an increase in its 
FY2010 3.5% of total foreign in-
vestments.33      

 
2)  Realizing Operational Productivity: 

China, with one fifth of the 
world’s population, must deter-
mine an education policy which 
can effectively compete with es-
tablished and emerging market 
economies.  Regardless of its past 
success in becoming the world’s 
factory, leading Chinese manufac-
turing companies will continue to 
be challenged by the competitive 
demands of operational productiv-
ity.  This reality will place increas-
ing pressure on the Chinese gov-
ernment to rationalize and inte-
grate large numbers of world class 
college and post graduate re-
searchers, engineers and managers 
to lead the marketing, develop-
ment, production, and service sup-
port of China’s innovative manu-
factured products.34 

 
3)  Promoting China Innovation and 

Free Trade:  As China’s businesses 
acquire more business assets and 
harness their latent human re-

for China to be viewed as a global com-
petitor in the development and manufac-
turing of advanced high speed railway 
technology. The China Transportation 
Ministry’s authorization to spend $US106 
billion in domestic railway infrastructure 
in FY2001, and CSR’s newly announced 
JV with GE to manufacture future high 
speed trains in the US are prime examples 
of this successful policy.28 
 
Anticipating the Future  

 

Based on a review of the progression of 
China’s impressive and planned economic 
growth over the last two decades, I be-
lieve there will be five primary drivers 
that will influence China’s future:  
 

1) Expanding China Global Invest-
ments and Acquisitions: China’s 
aggressive M&A activity is exempli-
fied by its decision to buy global 
hard assets in lieu of US Treasury 
Securities,29 and the Chinese In-
vestment Corporation’s (CIC) mas-
sive acquisition and investment ac-
tivity in global material resources 
ventures.30   Zhejian Greely’s acqui-
sition of Ford’s Volvo premium 
auto company and brand and its 
announced intention to invest up 
to US$12B in new China domestic 
automotive plants and develop-
ment centers31, and the newly 
formed  Lenovo / NEC Japanese 
based PC JV32 are two examples of 
an accelerated trend of the SOE / 
JV’s morphing into new competi-
tive Chinese owned global enter-
prise companies and off-shore 
business ventures.   Over time, 
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pan, and the US in becoming in-

novation economies, China’s pro-

motion in the creation and expan-

sion of vital Chinese patent port-

folios will help form the bedrock 

foundation for long term industrial 

expansion.  Central to leveraging 

its patent portfolio assets, China 

must also adopt new cross-license 

laws, which are legally binding and 

that can be fairly adjudicated in 

China in accordance with recog-

nized international IPR legal stan-

dards.40 

5)  Developing the China Way and 

Brand:   The Chinese economy is 

positioned to leverage the numer-

ous unique and extraordinary ad-

vantages which can be used to de-

fine the China Way and Brand. 

This will only occur if China can 

harness its latent educated work-

force and entrepreneurial indus-

trial base to be free to expand its 

knowledge of how to market and  

manage an ever-increasing com-

plex portfolio of  SOE / JVs’ 

manufactured products,  global 

inbound - outbound logistics, inte-

grated supply chains, and environ-

mental renewable technologies.41 

New business schools, notably 

The China Europe International 

Business School (CEIBS) is posi-

tioning itself to prepare new China 

case studies and graduate new in-

sources, it has the potential of be-
coming a preeminent global inno-
vator.   China will  continue to 
participate,  influence, and comply 
with international  financial report-
ing and product development 
standards.35  Potential barriers to 
China’s becoming a global innova-
tor should be mitigated through 
their continued expansion of free 
trade agreements, such as those 
between China and ASEAN coun-
tries.36  Continued energy invest-
ments, like  China Petrochemical 
Corporation’s 37.5% stake in the 
Saudi Arabian refinery Red Sea 
Refining Company37, and the con-
tinuing pressure by the G20 to re-
value and normalize its currency 
will determine the pace of making 
the economic transition from the 
leading manufacturer to a global 
innovator and trading partner.38  
Chinese innovation will also be 
aided by an expanding domestic 
market that will verify the accep-
tance of newly developed products 
and value chains. 

 
4)  Investing in an Expanding China 

Patent Portfolio:   Ultimately, the 

underlying intrinsic value of the 

China’s economy will be enhanced 

when it decides to encourage and 

fund Chinese entrepreneurs and 

existing businesses to invent rather 

than to continue their preference 

for incremental product improve-

ment.39  Following the examples 

of the UK, Germany, Korea, Ja-
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tions, “The rise of China is only part of a 
much bigger story – the rise of Asia”.45  
The realization of a China Way will occur 
when its outdated isolationist tendencies, 
its support of outdated and uncompeti-
tive SoE’s, and its placing constraints and 
barriers on entrepreneurial investments 
give way to investing and incubating new 
innovative, high quality, Chinese devel-
oped and branded products, goods, and 
services.46 

 
Perhaps W. Edward Deming, the father 

of quality control who took his ideas and 

principles to Japan following WWII, pro-

vides the best example for today’s entre-

preneurs and companies who wish to ac-

tively engage with China to help collabo-

ratively develop and differentiate the fu-

ture Chinese industrial economy.  

 

 

 

novative Chinese business lead-

ers.42 The China Way transforma-

tion will be realized when Chinese 

researchers, marketers,  engineers, 

and managers lead  aspects of in-

novation that are needed for new 

China Branded manufactured 

products.   SAIC’s introduction of 

“YEZ”, an environmentally sus-

tainable negative carbon footprint 

vehicle43, and Hauwei’s entry into 

the global enterprise data router 

market may become recognized as 

early examples of China’s transfor-

mation in becoming a global brand 

leader.44  

Conclusion 
 

Will there be a new China Way and 
Brand?  England’s invention of steam en-
gine technologies resulted in the industrial 
revolution of the 19th century; America 
led the development and perfection of 
the mass production assembly line; Ja-
pan’s pioneering  JIT, TQM and SQC 
methods gave rise to the creation of lean 
manufacturing.  This led to each country, 
in its own right , becoming an innovator 
and producer of global dominant prod-
ucts and brands.  Like Britain, the United 
States and Japan, China is also positioned 
to leverage its experiences and knowledge 
to formulate and implement a positive 
plan to grow and participate in a broader 
global economy.  
 
As Walter Russell Mead and Henry Kiss-
inger pointed out in their 2007 Op-Ed 
article for the Council on Foreign Rela-
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