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1 Personal motivation

My interest for China, its people and especialyyatonomical development has been
strong already for a long time. During my MasteBofkiness Administration studies in
2003/04 in Helsinki and Austin/ Texas | worked witldiverse groups of people from
all over the world. Some of them where Chinese lagmt to learn a lot about their way

of life, their thinking and | was curious and egditto find out more.

Therefore, | entered a scholarship for young psafesls that provided a chance to

study Chinese and work in China for one year ireotd get first hand information.

Living and working in China has been a wonderfubenence for me. | worked for a
consulting company that mainly supported Germanisand medium sized enterprises
(SMEs) in China: we conducted market researchsdpplier search, made suggestions

for ideal locations for expansion to China and kkor joint venture candidates.

After my stay | wanted to continue to work with @aiand used my contacts to launch
my own business where | supported German SMEsein slourcing activities and their
market entries to China.

3 years later | was asked to join one of Germamygest retailers and help them
streamline its sourcing from Asia for private lalgelods. The product portfolio con-
tained fashion and hard goods like multimedia, ha@neé living appliances. Together
with a team we managed to reshape the sourcingqiaajeon to be more effective by

optimizing the processes, the quality and suppékationships.

| gained a lot of practical experience in this bess area and it has always been my
wish to broaden my knowledge theoretically. Morgowe my past years | have seen a
lot of German companies interested in doing busimggh China or expanding to this

promising country. All of them had the same quesim the beginning and were eager

to get information which could help them masteirthrgernationalisation successfully.

Therefore, | wanted to prepare a dissertation ahathe one hand gives insights on the
current literature and on the other hand givestmacanswers within a detailed study
from German SMES that already successfully made wWay to China.
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2 Introduction and goals of the dissertation

,Crisis? Which crisis?”

The expression “economic crisis” is still omnipmgisé many countries of the world.
European countries like Greece, Ireland and Poriamgaverging on national bankrupt-
cy. When asking a Chinese about the economic ans&)09, he will answer that the
crisis only caused a small breakage in the aml@texonomic plan and that the short-
negative effects are already surmounted or forgaitethe World Bank summed up in
the latest report bay saying that 'East Asia hesvered itself from the economic and

financial crisis®.

Though by the end of 2008 China was also situatedthreatening situation. Ten thou-
sands of people lost their jobs, the property ntack#apsed and social riots were about
to come up. China’s development model was on tbksrcAnalysts and international
organizations amended their estimations constamdhwnwards concerning China’s
economic developmentin 2009 they had to accept a throttling economaagh of 8.7

%. As a result, in March 2010, the Chinese govenirpeadicted a ‘complicated situa-
tion” for the upcoming years insofar as the forrsteategies that had created the eco-
nomic miracle, such as exports and investmentsbait the workbench of the world
would not function anymore. Consequently, the Céengovernment focused on serious
infrastructure programs, export and agriculturdsand the opening of the credit tap of
the banks in order to establish a new sustainabldeirin favor of the domestic market

that was supposed to protect China from the negglisbal economic effects.

Nevertheless, despite the fact that China preditdedhemselves to leave aside the
former strategies, such as export and investmant&crease in imports and direct in-
vestments can be detected particularly after 200%okeign companies. The blatant
reasons, especially for direct investments in Chivere among others on the one hand
the huge market potential with more than 1.3 hillmtizens and on the other hand the

cost efficient business environment. Including Gamntompanies were and still are

! Worldbank (2011)
2 www.wiwo.de (2008); www.wiwo.de (2009)
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fascinated by the possibilities and the advantdggsChina can offer and hence hazard
the expansion towards Chifa.

2.1 Goals of the dissertation

The goal of the dissertation is to look at small amedium-sized companies and their
way to China depicting and analyzing how they orgeah their way to China, how they
evaluate their current situation in China, andthigir opinion, how the economic situa-

tion in China will change in the future.
The underlying examination questions are as follows
*  Why and how do German SMEs expand to China?
* How do German SMEs master their current operaiio@hina?
* How do German SMEs evaluate their future within@enese market?

The real novelty of the dissertation is the empiristudy and its detailed analysis in

chapter 6. Especially the part of the study that$es on the estimation of the SMEs on
their current business situation in China afterwuoeld economic crisis and their esti-

mation of future broadens the understanding of Ger®ME in China on the one hand
in the literature and on the other hand in the tprakworld.

The answers to the above mentioned research gogstre supposed to serve as infor-
mation and assistance for SMEs, which are lookorgaf way to internationalize suc-
cessfully to China or to further establish theimgetitive position there against the

backdrop of constantly and faster changing condlitiof the market.

The contemporary literature answers the researeltigums unsatisfactorily. Though, a
glut of works dealing with ‘internationalization obmpanies' concerning strategies of
market entry, can be found in the German-speakingell as in the English-speaking
literature. Similarly, there are many works abouitir@ or papers about SMEs. But
looking for information about German SMEs and hdwyt have entered the Chinese
market, which strategies for market cultivationytlearrently follow, how they evaluate

their current and future economic environment,rémilts are unsatisfactory. It is even

more unsatisfying when one searches for informatiothis topic in English.

% www.welt.de (2010)
* EU SME Centre (2011)
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2.2 Outline of the dissertation

The dissertation is divided into two major partbeTirst part, covered by chapters 1 to
5, builds up the theoretical background for intéorelization of German SMEs to Chi-
na and the second part, covered by chapter 6 eclyas the theoretical findings with an
empirical study conducted among German SMEs whdares their expansion to Chi-

na successfully in the past.

Chapter 2 gives a definition and distinction of SdAfter that, their special signific-
ance in the context of the German economy will escdbed. Furthermore, within the
scope of this paper, it will be particularly poidteut why especially those companies

have the need for internationalizing processeshioa

In chapter 3 the People’s Republic of China acthmtry of opportunities for German
SMEs is analyzed. Firstly, the determining factarsGermany are illustrated from the
economic, politico-social and legal perspective.rétwer, the German-Chinese eco-

nomic relations will be displayed.

The fourth chapter deals with the international@aprocess which has to be the basis
for the transnational trade. The first part disegsthe motives for an international ex-
pansion which can be cost-, market- or competiinanted. Furthermore, special cha-
racteristics or determining factors for SMEs arevam with regards to their foray

abroad. The second part of the chapter deals WwiHdrms of strategies of market en-
try. The forms of foreign market cultivation, suak export, joint venture or subsidiary
companies abroad, are described in detail. In @ddithe individual advantages and

disadvantages are contrasted. Finally, it is pdimtet which strategies of market entry

are chosen by German SMEs.

Chapter 5 focuses on factors that are necessarséoman SMEs to be successful
abroad. Chapter 5.1 deals with the external facibssiccess to the company, e.g. cheap
labor, legal security, whereas chapter 5.2 wilhsha light on the internal factors of suc-

cess to the company, e.g. financial resources rexmed employees.

Chapter 6 presents the results of the empiricalyséibout the way German SMEs coped
with the expansion, how they evaluate their cursgtoiation in China and how, to their
mind, will change the economic situation in theufet The themes that were mentioned
in the theoretical chapters before are taken upnagg means of concrete practical

guestioning in the scope of the study. For examntple,motives for an expansion to a
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foreign country, the forms of strategies of marketry, the internal and external factors
for a successful market entry or the successfuketaultivation.

Finally, chapter 7 summarizes the results and l@akon possible questions that could

not be answered in the scope of this paper, butarve for future investigations.

Regarding the outline of this thesis paper theifigsl of the theoretical part are not pre-
sented in detail. Only the findings of the empiristudy are summarized since they

present new insights.

2.3 Methodology

Chapters 2-5 of the dissertation, e.g. the themaktionsiderations of the given theme,
entirely rely on secondary research. The main ssufar this research are German and
international literature that focus for example the following topics SMEs, China,
internationalization and success factors for exjpansStatistics by government institu-
tions are taken to support the analysis with sulbistedata. Studies of institutes like the
German Chamber of Commerce in China and a casg sfualGerman SMEs that pur-
sued the expansion to China are utilized as wellitither enrich the understanding of

internationalization from a more practical pointvagw.

The empirical study and its detailed analysis iapthr 6 on the other hand are primary
research. This part of the dissertation is a reayness in the understanding of the given
topic of the dissertation and is used to test oifywéhe literature base presented in the

previous chapters.

The research method is a survey which relies ostgqmnaire containing 27 core ques-
tions with a choice of multiple given answers. Tjugstionnaire has been used since it
is one of the most appropriate tools to reach Ger8MEs in China and to get insights

of a large number of enterprises:

* Questions and answers are predefined to give gogdand to simplify the ans-

wering process for the participating SMEs — eadyaiadle and quick to do

» The SMEs can decide when it has the time to anveequestionnaire since the

time frame for answering has been set to 6 moi@ks 010 — March 2011)

* The distance between Germany and China eliminggareh methods like per-

sonal interviews or group studies
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» Case studies would have give a more depths andlysithe sample size would
not have been big enough to serve for the entiren@&e SMEs community in
China

* Sending the questionnaire via email is inexpensive

The design of the questionnaire is based on 27tigneswhich cover 4 main research

areas:
1. Information on the German SMEs in China (9 quesbion
2. Expansion process of the SMEs to China (8 quegtions
3. Evaluation of their current business evaluatio€imna (6 questions)
4. Forecast of their future business environment im&k4 questions)

The structure, the questions and the options fayref the questionnaire are defined by
the author but geared to other surveys conductedxXample by German Industry and
Commerce or private Consulting firms like Rolandrgd or Fiducia Management

Consultants.

The sample for the survey should contain of Ger@Bits operating in China. There-
fore at first German SMEs had to be defined acogrdo the criteria of the German
Ministry of economic affairs, small businesseshtextogy and traffic (classification see
in chapter 2.1). Then the list of all German comestGCD) operating in China had to

be screened according to the given criteria tongéehe sample size.

The questionnaire was send out to 512 valid Germainess addresses in China that
fulfilled the predefined criteria and the returrotp of completed surveys was as high as
9% (46 SMESs). According to comparable stutite panel’'s composition is representa-

tive for the total number of German SME operation€hina and the findings and opi-

> The German Company Directory is the only offidakctory of all German companies in China. It is

the primary source of information for determinindgpish German companies are already in China.
The German Company Directory is created and maiethby DEinternational/German Industry &
Commerce (GIC) and Real SoftService. DEinternatit@arman Industry & Commerce (GIC) is the
service provider of the Delegations of German Inguand Commerce (AHK) in China. AHK and
GIC belong to the worldwide network of some 120rseas German Chambers of Commerce, Dele-
gations, Representative Offices and DIHK-Servicenfanies in more than 80 countries under the
umbrella of the Association of German Chambersndiistry and Commerce (DIHK) in Berlin. The
offices and subsidiaries of AHK and GIC in Beijirshanghai and Guangzhou support German com-
panies in establishing and extending their acéisitn China on a bilateral basis.

~Survey on Business Confidence in China“, condddby the German Chamber of Commerce and
Fiducia Management Consultants, Shanghai Augusbibo



2 Introduction and goals of the dissertation 10

nions are representative for the majority of Gern8ME business communities as well.
However, this report is only meant to provide valeansights for German SMEs inter-
ested in China expansion or SMEs, already operatinghina, from which they can
derive ideas and proceedings for their own busisgssegy. Since every company has
its individual company background and businessrenment this survey cannot serve
as an individual layout for a solid, successful i@hstrategy that suits every German
SMEs. Moreover, it has to be clarified that tho84ES who were not successful in their
China expansion have not been able to participatha survey since they have ceased
their businesses and left China again alreadyetbis, their opinions and experiences
are not included in the findings. Taking this faxtb account it may be the case that the

results of this survey are slightly painted in gmnd light.
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3  Results of empirical study on German SMEs in
China (expansion, current operations, future

prospects)

The three main research questions of the dissantatig.
*  Why and how do German SMEs expand to China?
* How do German SMEs master their current operaiio@hina?
* How do German SMEs evaluate their future within@menese market?

served as main research questions for the empstodl as well. The results of the sur-
vey will be summarized in the following three sen8 where each section is related to

one main research question.

3.1 Why and how do German SMEs expand to China?

The first main research question should providevans and insights on why and how
German SMEs expand to China. This section focusdb@® motives for expansion, the
market strategy that the SMEs chose, the locakpmsand market entry form in China

and finally the internal and external success fadior internationalization to China.

3.1.1 Motives of SMEs for expansion to China

The motives of German SMEs expanding to Chinalargtiated in figure 1. By far, the
most dominant motive for moving their business tin@ is the sheer market size
(81%). This does not come as a surprise since Ghintll deemed to be an untapped
market with tremendous opportunities. Even thoughn@an SMEs often do not really
know the market size of their particular markeCinina they believe that within a total
customer market of 1.4 billion citizens their marfa their products or services has to
be big, too. On the other hand China is aspirird)the Chinese markets constantly de-

velop so the German SMEs want to have a sliceeopit at an early stage.

The sales market as top motivation becomes evea ownprehensible when looking at
the second motive that was stated by 65% of th@oretents: the saturated home mar-

ket. Unlike China most German branches have to fasaturated environment with
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declining sales and margins, fierce competition motdmuch room for development. In

this case, internationalization often means suhfimathe companies involvedChina,

in comparison to other Western but also to Easbjgan countries, offers a huge mar-
ket potential at a reasonable investment, theraforeany cases China is the preferred
country for expansion even though the SMEs arau@lly closer to Eastern or Western

Europe countries as well as from the distance.

M otives for Expansion

Sales Market| 181
Saturated Home Marke ] 65

Following Customers/ Supplier] |44

Competition Home Marke 141

Low Production and Labor CosE ]38

Low Sourcing Cost| 134
Risk Sharin97:| 18
Access to Competencies and Resou; 12
National Regulations/ Lavi[l 3

Financial Benefits| 0 Percent

0 10 20 30 40 50 60 70 80 90 100

Figure 1: Motives of SMEs for expansion to China

3.1.2 Market strategy of SMEs in China

When a company is within the process of developirsiyategy for expanding to a new
market one of the most important decisions thattbdse made is the form of market

strategy the company will have.

Figure 2 displays that only 4% of the respondestsd&d on the cost leadership strate-
gy which is quite comprehensible since the SME8#esetithin a market where local

competitors already operate on low cost.

The differentiation strategy is by far the mostesédd one by the participants of the
survey (68%). It is no wonder since the key compets of German firms are the ad-
vanced products and services that are based omeggedge research and development

and an efficient supply chain. In many branchestn@snese competitors currently

" Sachse (2003), p. 83
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catch up with the technological leadership of therrtan companies and partly they
have already drawn level with théniNevertheless, the chances for forward-looking

products and services are still very promisingGerman SMEs.

M arket Strategy China

O Other

@ Niche

O Differentiation

O Cost Leadership

Figure 2: Market strategy of SMEs in China

The niche strategy is favored by 13% of the stualtigpants. Due to their size SMEs
in Germany already occupy niche markets in whigythre able to compete with their
products or services since they specialize therasednd put all energy and effort in
one area of business or product. This specializdtelps to keep costs low and to con-
centrate research and development on one speediorsto gain competitive advantag-
es. In many times SMEs pick niche markets thatsarsmall that bigger companies are
not interested in since the prospective turnoveto low. Instead, this prospective
turnover is enough for SMEs to run a successfuiness. Those SMEs that prolifically
operate in niche markets in Germany pursue the saaegy when they expand to new

markets.

The fourth market strategy category that the redpots were able to choose was the
“other” strategy. This category has been createdhiomse German SMEs that were not
sure about their China strategy or, in other woitdgjas created for those SMEs that
might not have defined a solid or at least clearketastrategy. 15% of the group of

German SMEs picked this category.

8 Geulen (2001), p. 76ff
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3.1.3 Local presence of German SMEs in China and their form of entry

The modern economy in China is primarily locatedhe Eastern coastal areas. There
the Chinese government has developed the infragteuand initiated the trade zones to
attract both domestic and foreign investors. Gerg@mpanies established their busi-
nesses also in these areas, especially in theggighanghai (47%), the Greater Beijing
(12%) and the Greater Guangzhou (8%) regions wdlrerthan 65% in total

Figure 3displays the distribution of the German SME headmgus in China reflected
by the respondents of our survey. It is remarkétée the allocation is closely oriented
to the overall distribution of all German enterpasn China. It can be seen that the ma-
jority (65%) of SMEs cluster themselves in the oegaround Shanghai and the sur-
rounding provinces Jiangsu and Zhejiang. 13% exgdnaol the Beijing area. Also noti-
ceable is the fact that 11% established their l@ssies in the Greater Guangzhou region
which is specialized in the production of textilEs hardware and electronic devices.

B2 %
Yiaoning

o 4 -
: {
& A ] z 2
’dd““\,r“:js b T >

TN/ ~~{ Hubei
Sichuan 1%

Figure 3:Local presence of German operations in China (lBug)rvey participants

(yellow)
Source: GIC (German Industry & Commerce) (2008)vénallustration
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When a company is within the process of developirsfrategy for expanding to a new
market one of the most important decisions is &oifgl the form of operations the com-
pany will adopt. There are basically three optitorsdirect investment to choose from.
The first option is that the representative off{f) that offers expansion at low cost
and low risk with limitations to the extent that gbods have to be provided and all
invoices can only be issued by the parent comp&eyman ROs are often located in

Beijing since those companies see the need foyloglwith the Chinese government.

The second option is the cooperation with a Chipestner company, often in the form
of a joint venture (JV). This solution mostly prdes direct access to an existing cus-
tomer and supplier network, but also implies trsk f less control over the overall
China strategy. Due to no direct experiences with@hinese customers and suppliers
the opportunities for a successful developmenhefdompany in China are limited. In
the past, establishing joint ventures was oftendhky way of setting up foreign in-
vested enterprises in China since WFOEs were cesdror not allowed in many indus-

tries.

The third option is the wholly foreign owned entisp (WFOE). The advantage of a
WFOE is the total control over all operations, liwlso brings the disadvantage that it
entails the highest investment for expansion aetefbre the highest risk.

According to a survey of the German Industry & Coence in 2002 among the forms
of penetration the number of representative offieggesented 50% and the remaining
50% were split up between joint ventures and whtwhgign owned enterprises. In a
follow up study in 2007, 73% of all German operasion China turned out to be enter-
prises (WFOE or JV). Accordingly, we can see thattrend clearly favors the WFOE.
Most German companies do not only want to be reptesl in China, but also want to

manufacture, sell their products, and provide theivices?®

In the case of the present survey 35% of the respas established their businesses as
a representative office, 24% as a joint venture &t as a wholly foreign owned en-
terprise. Even though the respondents of the susabyrepresent the SMEs share of all
the entire German community in China, it can bengkat the combined proportion of

JV and WFOE is 65% which comes closely to a justtinaed percentage of 73%. Es-

° GIC (2008)
2 GIC (2008), p.55-60
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pecially the 41% stake of WFOE demonstrates thatstirvey participants favor the
option with the highest control and developmentpubalities which corresponds to the

just described trend.

3.1.4 Internal and external success factors for China expansion

Figure 4 shows the ranking of the most importaterimal success factors which were

named by the German SMEs in the survey.

Important Internal Success Factors of China Expansion

Substantial expansion preparatign ] 96

Financial ressource 193

Solid strategy, constantly revised 183

Flexibility to cope with changing environme ] 78

Open corporate culturg ] 70

Experienced employee 167

R&D/ technical developmen |48

Products aligned to Chinese needs 146

Corporate brand/ imag 141
Patents/ intellectual property—— 7] 33
Aligned processeq 30
Aligned company structure ‘ 1‘7 Percent

0 10 20 30 40 50 60 70 80 90 100

Figure 4: Important internal success factors on@t@xpansion

The number one internal success factor that 96%eofserman SMEs decided on was
the substantial expansion preparation. The fa¢taimaost all German SMEs picked this
success factor shows that without a solid and cehgnsive entry preparation a com-

pany can only hardly be triumphant even if all otinéernal factors look good.

The second most frequent response has been theforefaolancial resources. 93% of
the SMEs picked the most obvious factor reflectimat expansion to a new country is
costly. On the one hand, especially SMEs have Merted financial resources and, on
the other hand, the companies have difficultieagsess how much money they have to

invest in the internationalization process and oeiety in which areas or steps. There-
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fore, the German SMEs have to precisely plan #agdenditures in order not to run out

of cash and compromise the settlement.

Figure 5 shows the ranking of the most importariemal success factors which were

named by the German SMEs in the survey.

The number one external success factor that 98#eoGerman SMEs decided on was
the low- cost operations. The fact that almosGatman SMEs picked this success fac-
tor shows that not only production enterprises lémklow cost. The same is true for
trading and service firms who have the need toaipeheir value chain with minimal

expenses in order to be competitive.

The second most frequent response is also relatémim costs: low-cost sourcing op-
portunities. 93% of the SMEs picked this factor @&nd comprehensible since the pro-
curement of supplies accounts for a substantialesbfthe overall cost of the compa-

ny1t

Important External Success Factors of China Expansion

Low cost operationg 198

Low cost sourcing opportunities/ supplielfs 193
Qualified/ cheap labo ]93

Competitive environmen 189

Customer preference 187
Choice of location 183

Availabilty of market data 183

Minimum bureaucracy |78

Legal security ] 76

Tariff advantages ] 70

Close ties with political authorithie |61

Low level of corruption 154

Percent

0 10 20 30 40 50 60 70 80 90 100

Figure 5: Important external success factors fan€lexpansion

1 Baetge/ Kirsch/ Thiele (2011)
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3.2 How do German SMEs master their current operations in
China?

The second main research question of the dissertatiould provide insights and an-
swers of the current business situation of GermsitEsSin China. The SMEs were
asked to evaluate the Chinese business behavioChingse personality traits, Chinese
legal & public authorities, their own operationst@rnal value creation, costs of opera-
tion, etc.) and sales environment in China (oppoties, threats).

3.2.1 Evaluation of Chinese business behaviour and Chinese personality

traits

The first section concentrates on the assessmahedhinese business behaviour and
Chinese personality traits from the perspectivéhef SMEs in China. All answers can
be seen in summary in figure 6. Exemplary for abwaers the responses for business

methods and work attitude are presented in detalil.

The different operating methods of Chinese and @asmare often discussed in the lite-
rature as well as in economic life. Consequentlg, question was whether the German
SMEs are satisfied with the operating methods efGhinese. Surprisingly, more than
60% were satisfied till very satisfied with the wlagw Chinese companies co-operated
with them. Only 39% were unsatisfied with the Csm&ay to make business. The pos-
itive result proves that different operating methatb not automatically lead to prob-
lems but, on the contrary, shows that German SMize ladapted very well to the Chi-

nese operating methods.

The second question was whether the Germans aséeshivith the Chinese working
attitude. This involves the working attitude of then Chinese employees as well as of
the Chinese suppliers and customers. Even thowgheult does not turn out so posi-
tively, at least 50% evaluate their partners pesliyi. The other 50% consider them ra-
ther negatively. This cannot be ascribed to thekimgrzeal which is described as very
high by German companies. Furthermore, in manysctss is due to an unsatisfying
education, a lack of understanding of the work psses by virtue of deficient commu-
nication, a miscomprehension between the GermansSiiEsite with the Chinese part-

ners or employees based on a different culturdtdracind.
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Chinese Business Behaviour & Chinese Personality Traits
Business method $ 0 NGO 52 [ 9]
Work attitude 39 [ 11 ]
Communicative [T TT T 39 [ 9 1]
Look beyond own horizor 23 [ CC R 17 4]
Hard working 25 TGO 50 [4]
ive [ P 30 7 .
Creative I I O Very unsatisfied
Open for Western cultur¢ 13 | NPCUNN 52 [ 9 1 @ Unsatisfied
Wiling to learn 48 22 ] O Satisfied
Quick learner [T IS 7 1z D Verysatsfed
Quiality thinking/ conscious 15 G O 30 [4]
Efficient [Ttz SR a3 7]
Target oriented 222NN 61 [ 15 ]
Reliable A S 48 [4]
Honest a1 G 39 [4]
Loyal 2\0 T T T T T T T \ Percem
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Figure 6: Evaluation of Chinese business behawaodrChinese personality traits

3.2.2 Evaluation of legal and public authorities in China

In the chapter on external success factors for &Bkpansion the survey participants
declared a minimum of bureaucracy, legal secucityse ties with the local authorities

and a low level of corruption to be significant.

Therefore, in the survey the German SMEs had ttuatethose four external success
factors in their current business environment. €sgmations show a diverse picture
with a tendency to be more on the unsatisfied Sithe. detailed answers can be taken
out of figure 7. All in all, it can be noted that addition to the rather unsatisfied voting
it is remarkable that German SMEs rarely decidedhoose “very satisfied” in their
evaluations which underlines the expectation ofn@zer firms that the Chinese legal
and public authorities improve their processegr tiediability and their transparency in

the future.
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Evaluation of Legal & Public Authorities

Bureaucracy;

11

B Unsatisfied
O Satisfied

Poltical authorithiesz_ 63 4) O Very satisfied
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Figure 7: Evaluation of legal and public authostie China

3.2.3 Evaluation of own operations in China

In contrast to the rather negative evaluation ef @hinese legal and public authorities
the evaluation of the current operations in Chimawss a thoroughly positive picture as
illustrated in figure 8. German SMEs are very digtiswith the cost structures in China,
e.g. energy cost, material cost, logistics cost, @n the other hand the efficiency of
internal workflows and the availability of skillgmersonnel are two areas where German
SMEs are unsatisfied. As an explanation German eoiep often declare that they
have major difficulties to implement the German kilmws based on German process
thinking into the existing Chinese patterns of wiogk Chinese employees have a dif-
ferent understanding of workflows because they Heamed and experienced it other-
wise in their past when working with Chinese firriiberefore, the German enterprises
have to teach and train their workers/ employeesrder to create a more efficient in-

ternal workflow.
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Evaluation of Operationsin China

Choice of location "9 RPN 43 | 26 ]
Efficiency of internal worksflows 20
Cooperation with supplierg— 17 ] 43 [7]
Cost in relation to past ye e 43 I 17 ]
Logistics/ infrastructure cosi2l 48 I 30 ] B Very unsatisfied
Raw material cos{ 9. [NNSoNN 43 [ 26 | m Unsatisfied
Energy cost 74 [ 1z ] O Satisfied
Cost for supplier partg—13" [NPCIN 52 [ 9] 0 Very satisfied
Tariffs 65 [ 7]
Tax 63 [ 11 ]
Availabilty of skilled personne |7 T 28 [4]
Labor cost unskiled personn_ ‘ 35‘ ‘ [ ‘ ‘ ‘ 54 ‘ ‘ ‘ Percent
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Figure 8: Evaluation of own operations in China

3.2.4 Evaluation of China sales environment

Among the motives to do business in China GermamkE$Shstated the enormous poten-
tial of the Chinese market as sales for German ymtsd Hence, it was important to
question German companies for their estimatiomefGhinese market and the competi-

tive surrounding. All responses are displayedgurie 9.

Very satisfying in the eyes of the German SMEstheecustomer demand and the sales
market potential in China. Rather unsatisfying lo@ ¢ther hand are the customer loyal-

ty and the price sensibility of customers.
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Evaluation of China Sales Environment
Quality awareness of customerSo NN 43 24 ]
Availabilty of market data 7 NCsR 48 | |
Payment history of custome ST I 30 [ 15 ]
Competitiveness of own compariy 9 [NZcR 39 I 26 ]
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Figure 9: Evaluation of China sales environment

3.3 How do German SMEs evaluate their future within the

Chinese market?

The last main research question of the dissertatmuld provide insights and answers
of the future business situation of German SME€Ina. The SMEs were asked to
respond to the future economic and working envireninin China, the legal and public
authorities followed by the assessment of the &nirthe Chinese operational envi-

ronment and the Chinese market for German proaudsrvices.

In all four sub-points the interviewed were askedlécide for one of the three future
variations: either the situation will be worse thaday or there will be no change or

there will be a positive development.

3.3.1 Evaluation of future business environment in China

The overall evaluation of the future business emment for German SMEs in China
draws a quite positive picture. 43% think that tely improve their business in China.

Further 50% state that their situation will notngipally change, which does not mean
that the situation is not already very good. Onlgnaall part of 7% presumes that the
general situation will develop negatively for theeampany in the future.
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3.3.2 Evaluation of legal and public authorities (future)

The following paragraph will deal with the futurstienation of the legal and public en-
vironment. Currently German SMEs state that theyrather unsatisfied with the legal

systems in China, whereas the interviewed are nomtith the local public authorities.

Hence, it is interesting to see that the German Stiinarily presume a similar situa-

tion in China for the future as can be seen inrggl0.

Evaluation of Legal & Public Authorities (Future)

Bureaucracy| 11
Legal securty [ 11 | 2 | Bworse
B Same
Poitical authorithies| 9 O Better

Level of corruption 26

T T T T T T T T T 1 Percent
0 10 20 30 40 50 60 70 80 90 100

Figure 10: Evaluation of legal and public authest{future)

3.3.3 Evaluation of operations (future)

In chapter 3.2.3 the assessment of the currenatipes in China was depicted. Apart
from the aspects efficiency and availability of tielled personnel, the feedback was

all in all relatively positive.

Hence it is interesting that regarding the futuxpeetations the picture of what we get
Is the opposite what we got for current operatidiee future assessment of cost by the
German SMEs shows a worsening of the situation @dsetooking at the estimation
considering the future efficiency of internal war§i processes, it is apparent that the
majority of 70% think that this will change posgily (figure 11). The respondents do
not give a clear picture for the evaluation of &vailability of skilled labor. Some state
that the situation will improve, many say that giiation will not change or even get

worse.
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Evaluation of Operations (Future)
Efficiency of internal worksﬂows_ 70 |
Cooperation with supplier: 2| 41 |
Logistics/ infrastructure cos| 46
Raw material cost 48
Energy cost a1 8 Worse
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Tax a1
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Figure 11: Evaluation of operations (future)

3.3.4 Evaluation of China sales environment (future)

In chapter 3.2.4 the current assessment of theeSkimarket and the competitive envi-
ronment was questioned. Despite the fact that Ger&MEs regard customer loyalty
and price sensibility in China rather negativelgnfr their point of view, the general
picture was indeed positive. The forecast for tlen€se market and the competitive
environment of most of the German SMEs supportsgtheeral positive picture of the
current assessment (figure 12). Quality awarene§hmese customers is expected to
rise, the availability of market data will improv@stomer demand and the sales market
potential will go up. On the other hand, German SMpect an increase in competi-

tion and a price sensibility of Chinese customers.
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Evaluation of China Sales Environment (Future)

Quality awareness of customefgr] 50 ]
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Customer demand9 [ 35 ] O Better
Customer loyalty 17
Prize sensibility of customerg 26
Sales market potentie_ ‘ ‘ 46 ‘ ‘ ' percent
0 10 20 30 40 50 60 70 80 90 100

Figure 12: Evaluation of China sales environmeutufie)
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4 Conclusion

The aim of the dissertation was to especially labkserman SMEs and to outline and
analyze how they organized their expansion to CGhioav they evaluate their current

situation in China and how their economic situatioth change in the future.

The theoretical chapters 2 to 5 in the dissertadienved as the basis for the analysis of

the questions that were to be discussed in theraralpstudy in chapter 6.

Within this thesis paper the theoretical findinge aot presented in detail due to the
fact that the real novelty of the dissertationhis €mpirical study and its detailed analy-
sis in chapter 6. Especially the part of the sttitht focuses on the estimation of the
SMEs on their current business situation in Chifter ahe world economic crisis and

their estimation of future broadens the understandif German SMEs in China on the

one hand in the literature and on the other harkdarpractical world.
In conclusion, the initially formulated aims of thessertation have been achieved

1. The answers in the study are supposed to servefasnation and help for
SMEs that in view of the increasingly changing neargonditions in China are
looking for ways how they can also internationakzecessfully in China or ex-

tend their competitive position.

2. The literature base on the topic of German SMEsesijon to China needed to
be broadened/ extended with practical findings ogfrom firms which suc-

cessfully entered the Chinese market and prevéilinvi

Despite the good results of the study it has tpdiated out that the study participants
have mostly had a successful development in Chada laence, the findings tend to be
too positive. Beyond doubt, companies that hacéwe the market unsuccessfully due
to their own faults or adverse conditions woulduahce the interpretation negatively.

Even though it is rather difficult to find thosenspanies and furthermore to convince
them to share their experience in a survey, theselts would be of high significance to
depict the overall picture of German expansion Bn& more realistically and more

completely.
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