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Summary 

 

 

 

The UK Government regards mainland China and Taiwan as being potentially very 
important markets for British companies. Both have been challenging markets to 
penetrate; but the accession of China and Taiwan to the WTO has produced new 
opportunities for companies that are aware of the potential difficulties and that are willing 
to adopt flexible strategies and remain alert to the constantly changing regulatory and 
economic situation, particularly in mainland China. Many other countries are eager to 
exploit the potential, and their companies are already competing fiercely for the 
opportunities becoming available. Mainland China is still — for all the reasons we discuss 
below — a difficult market, and not one that we, any more than the UK Government, 
would encourage inexperienced British companies to assay. However, some British and 
foreign companies are already successfully trading in and with China, and there is no 
reason why other British companies should not do so too. 
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1 Introduction 

1. “China is a market of 1.3 billion people; British businesses cannot afford not to be there.” 
A variant on this statement is at the heart of many reports on trade opportunities for UK 
businesses. It is, however, misleading in several respects. The People’s Republic of China is 
not a single market, but a number of markets offering very different challenges. A large 
proportion of the 1.3 billion people are subsistence farmers or poor urban dwellers with an 
annual income of less than US$1,000 a year.1 And the figure of 1.3 billion is a rough 
approximation — 350–400 million are known to live in the coastal strip and main cities, 
and another 850 million or so are believed to be in the rural hinterland, but the margins of 
error are large. 2 This points to an important fact underlying all discussions about China: 
that reliable statistics are impossible to obtain. It is not mere pedantry to mention this: 
these three factors (the size and diversity of China, the poverty of most of her people, and 
the difficulty of finding accurate information) cause considerable problems to anyone 
wishing to trade with China. 

2. The Trade and Industry Committee made a pioneering visit to China in 1985 to explore 
the potential for developing trade with the People’s Republic.3 None of our predecessors 
since has returned to the subject. We decided that it was time to look at it again in the light 
of the accession of China and Taiwan to the World Trade Organisation in December 2001. 

3. We visited Beijing, Shanghai, Hong Kong and Taiwan in June 2002, meeting a number 
of Ministers, officials and academics, and businessmen whose companies are already 
trading with and operating in these places. We would like to express our deepest thanks to 
all those who took the time and trouble to meet us and answer our questions. We also took 
formal oral evidence from British Trade International (‘BTI’), the China-Britain Business 
Council (‘CBBC’), the Hong Kong British Chamber of Commerce, B&Q, BP and ICI 
Paints; and we received written memoranda from Alstom Ltd, British Music Rights, 
PricewaterhouseCoopers and the Scottish Council for Development and Industry. We are 
very grateful to all those who contributed to our inquiry. 

 
1 China is still classified as a “developing country” in UN terms, which means it has a per capita GDP of less than US$1,000 

pa. 
2 Apart from possible undercounting because of the concealment engendered by the one child policy, large numbers of 

people are believed to be either in the process of migrating from countryside to town or living illegally (ie, without 
permits) in or around towns.  

3 Third Report of the Trade and Industry Committee, Session 1984-85, Trade with China, HC 509 
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2 Background 

The development of China 

4. The pace and scale of development in China is very impressive. When we visited, the 
country was already in the fifth year of a programme of fiscal stimulus by the Government. 
The construction programme is immense, with the demolition and reconstruction of vast 
areas of cities, the building of satellite towns round major centres like Shanghai, massive 
investment in roads and other major transport and energy infrastructure projects, and 
preparations for the 2008 Beijing Olympics. The encouragement given to private enterprise 
by successive Chinese Governments has borne fruit. Growth in GDP has been running at 
about 8% a year, and, even with the SARS4 outbreak, the World Bank estimates that there 
will be 7% growth in 2003.5 

5. However, such rapid growth is leading to strains. Traditional State-owned Enterprises 
(“SoE”) are finding it increasingly difficult to compete and are faced with either closure or 
adapting their business practices. In either case, the result is an increase in unemployment, 
and, because the SoEs also provide social benefits (including pensions, healthcare and, 
sometimes, schools for the children of workers), their closure can have devastating 
consequences for the whole community. While we were in China, the China Daily reported 
that the number of SoEs had fallen to 174,000, excluding the financial sector; we asked 
whether this trend would continue. We were told by Chinese government representatives 
that the decline in the number of SoEs had been a persistent trend since economic reform 
had started, and the Government expected it to continue as it removed the Acontrols@ on 
such enterprises. The Government had no intention of trying to achieve a prescribed 
balance between state-owned and private companies. We discussed how the Government 
would react to the resulting rise in unemployment and possible social instability. The 
Government acknowledged that the decline in SoEs had already had painful consequences, 
with 40% of SoE employees having lost their jobs to date. The Government was seeking to 
improve the social security system to help during the transitional period; and was taking 
measures to encourage retraining, including establishing a training centre in each city. 
Despite this, the number of those unable to find new jobs was still very high. 

6. More generally, economic development is focused on the eastern seaboard and in a few 
major cities a little further inland, leading to huge disparities between the prosperous East 
and the very poor West of the country. According to figures available in 2002, Guangdong 
Province at the mouth of the Pearl River absorbed 36% of all Foreign Direct Investment 
(“FDI”) in China.6 The Chinese officials to whom we spoke admitted that the Government 
was concerned about the economic divide between eastern and western China. We were 
told that in the less developed areas peasant families had an income of only a few dozens of 
dollars per year and that it would require the combined efforts of Chinese industry and 

 
4 ‘Severe Acute Respiratory Syndrome’. 
5 See ‘How big a dent in the economy?’, The Economist, 17-23 May 2003, pp 65-6. 7% is considered by the Chinese 

Government to be the minimum growth rate needed to sustain economic and social stability: Ev 2 
6 Q 136  
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Government, in co-operation with foreign business, to tackle this poverty. One of the 
major concerns of the Chinese Government is to improve the infrastructure in the western 
provinces. This has led, for example, to the proposal to impose a Universal Service 
Obligation on telecoms operators, coupled with a guarantee that the government will 
subsidise the provision of infrastructure to rural and backward areas. However, even 
though the government is clearly capable of building infrastructure astoundingly quickly, 
the task is enormous and it appears that the gap between east and west will persist for a 
considerable time, and possibly even worsen as the high rate of economic growth is 
concentrated in the east. 

7. Moreover, the cost of development is very high. It is funded principally through loans 
from Chinese banks,7 which are state-owned, and it is not clear for how long the banking 
system can sustain such rapid growth, particularly in view of the bad debts already owed to 
the banks by SoEs.8 At present, the resilience of the banking system depends on the very 
high level of personal savings by the Chinese public,9 and the fact that, with very few 
opportunities to invest in equity, bank accounts are the only form of savings available. 

8. We asked officials and businessmen for how long this rapid growth could be sustained 
— no-one seemed to know. The Chinese Government places great reliance on the fact that 
China is unique: growth that would be unsustainable elsewhere could continue; stresses 
that would lead to economic and social instability elsewhere could be weathered in China. 
There was a consensus among those we met that economic development would not 
necessarily lead to changes in the political system, however; many Chinese wished to 
maintain the political status quo, and even more feared instability. 

China as a market 

9. Mainland China has a daunting reputation as a market for foreigners. When China first 
began to open up her economy, there was an initial enthusiastic rush by multinationals, 
which made massive investments, and then suffered considerable losses. Many, if not most, 
of the difficulties experienced by these companies stemmed from a failure to realise that 
mainland China was markedly different from any other market in which they were 
operating.10 The “unique” nature of China as a place to do business, emphasised by most of 
those we met, arises from a combination of factors: the size and diversity (ethnic, linguistic, 
religious and in terms of wealth) of the country, the difficult logistics, the impossibility of 
competing with local companies on price, the constantly changing business conditions 
(including the rapidly evolving bureaucratic requirements), the different business culture, 
and difficulties over Intellectual Property rights. Balanced against all this is the fact that 
China has a rising middle class with increasing amounts of disposable wealth, and that 
many companies believe that it is vital to get a foothold there now, not so much in the hope 

 
7 The Government has issued bonds worth 150 billion RMB (about US$18 billion) for infrastructure expenditure. 

Government debt has risen from about 10% of GDP in 1996 to around 24% in 2000: TC4, Ev 2 and Ev 3 
8 About 25% of loans by the big state banks are reported to be “non-performing”. This is likely to be an underestimate: 

Ev 3. 
9 Cumulative household savings deposits reached a level equal to 70% of GDP in 1999, a rise from 6% of GDP in 1978: Joe 

Studwell, The China Dream, Profile Books, 2002, p 207 and footnote 36 (citing the China Statistical Yearbook 2000). 
We were told during our visit that deposits had risen further, to about 80% of GDP. 

10 For a comprehensive account of the experiences of these companies, see The China Dream, as above. 
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of imminent profits but to build future market share.11 As one of our witnesses said, if only 
5% of the population of mainland China was interested in buying products from his 
company, this was still a huge market.12 

10. Given this background, we asked British Trade International how actively it promoted 
mainland China as a potential market for UK businesses. Officials said that, although they 
were keen to make British companies aware of the potential, they were very conscious that 
China was “a difficult market for UK companies, particularly small and medium-sized UK 
companies”; and “it may well be that China is not a market for companies which are 
innocents abroad”.13 

11. At present, as far as the UK is concerned, mainland China is principally known as the 
source of cheap imports — particularly textiles and toys but increasingly in other sectors — 
with which companies in Britain are finding it difficult to compete. Newspapers frequently 
report suggestions that British-based manufacturers are considering moving production to 
China.14 We were told that, because of the constant influx of migrant workers into 
Guangdong Province, wage rates there had not increased for about eight years, being about 
US$50–100 per month.15 However, some British businessmen suggested to us during our 
visit that China has a limited future as a source of cheap labour for manufacturing exports. 
Still cheaper manufacturing bases such as Vietnam and Laos are emerging. Moreover, in a 
development echoing that which is taking place in Taiwan, mainland China is beginning to 
move into higher value and higher cost manufacturing as economic development on the 
seaboard increases both general costs and wages.16 It is also the policy of the Chinese 
Government to move the economy away from reliance on cheap labour as the main 
competitive advantage. Our interlocutors concluded that, increasingly, foreign companies 
manufacturing in China are looking to the domestic market, but to succeed such 
companies had to be prepared for very low profit margins. 

UK trade at present 

12. It is generally agreed that a number of American and German companies are already 
well established in mainland China, and that more companies from these two countries are 
keen to begin trading in China. Britain, by contrast, is depicted as falling behind in activity, 
despite the advantages given by her long relationship with Hong Kong. 

13. UK direct exports to mainland China in 2001 were worth £1,722 million, and its 
indirect exports via Hong Kong were estimated to be about £650 million for the same 
period. UK exports have been growing very rapidly, but so have imports; the UK’s direct 
visible trade deficit with China rose from £32 million in 1988 to £4,242 million in 2001. At 
the same time, the UK’s trade with mainland China was developing more slowly than 

 
11 See, for example, Q 181 (ICI) 
12 Q 44 (B&Q) 
13 Q4 (BTI). See also Q 19 
14 Britain is not alone: Hong Kong, Japan, Singapore and Taiwan also either have lost or are losing their manufacturing 

capacity to mainland China: Q 129. 
15 Q 128 (Hong Kong British Chamber of Commerce, hereafter, ‘Hong Kong Chamber’) 
16 China will still compete with countries like the UK on cost in these high value areas. For example, Wedgwood and 

Royal Doulton have recently closed down some of their facilities in the Potteries to transfer production to China: 
see, for example, ‘Thousand jobs go as Wedgwood opts for cheap Chinese output’, The Guardian, 5 June 2003, p 2  
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Germany’s or France’s, and at about the same rate as Italy’s. However, the UK is the 
leading European and the sixth largest overseas investor in China,17 with well over US$19.2 
billion invested (by the end of 2001) and over 2,840 joint ventures.18 The impressive 
investment figures are distorted, though, by massive investments made by a few 
companies. BP, for example, had already invested $4 billion in mainland China by 2002, 
and was considering increasing this by $3 billion over the next few years.19 BP is the 
company that is the largest overseas investor in China. 

14. It is difficult to get accurate figures about the number of British companies engaged in 
trade with China — the Chinese and UK statistics are very different. British officials 
pointed out to us that unless companies approached the Embassy or other official bodies 
there was no reason why the British Government should be aware of their presence in 
China, so there was no comprehensive list of which British companies were doing business 
there. We were told by the Embassy that officials were co-operating with the British 
Chamber of Commerce in Beijing to construct a database. Even this is unlikely to be 
definitive, however. The Chamber of Commerce confirmed to us the difficulty of finding 
out which British businesses were trading with China: the larger companies were known, 
but no one was aware how many SMEs were involved in the trade because SMEs were less 
likely to join the Chamber. 

15. UK trade with Taiwan is less developed. In 2001 the value of UK direct exports to 
Taiwan was £881.3 million and its indirect exports (via Hong Kong) £34.4 million, but this 
represented a substantial decrease on previous years because of the damage to Taiwan’s 
economy caused by the slowdown in the USA:20 in 2000 the total direct and indirect 
exports were £1,075.8 million, and in 1999 £932.1 million. UK trade in services was valued 
at £250 million in 2000. As with mainland China, the UK’s direct visible trade deficit with 
Taiwan has risen significantly (from £1,308.5 million in 1997 to £2,010.6 million in 2001). 
In 2001 the UK was Taiwan’s third largest trading partner in Europe (after Germany and 
the Netherlands).21 

16. The main visible British exports to Taiwan are machinery, speciality chemicals, and 
items such as whisky and pharmaceutical products. A number of UK banks, insurance 
businesses and other financial services companies have established offices in Taiwan. 
British retailers are also well represented, and some have expanded rapidly.22 

Setting up a company23 

17. Although many restrictions on operating in China have been lifted and the situation for 
foreign companies has improved greatly in recent years, it is still not as easy to set up a 
company in China as it is in many western countries — you cannot simply register a ,100 

 
17 Behind Hong Kong, the USA, Taiwan, Japan and Singapore. 
18 All the statistics in this paragraph come from BTI: Ev 5, Ev 25-26 and Ev 28 
19 Q 94 
20 While Taiwan survived the Asian economic crisis with a low of 4.6% growth in 1998, in 2001 she experienced a fall of 

1.9% in GDP. Not only was the USA until recently Taiwan’s most important trading partner, but also Taiwan is very 
dependent on exporting high-tech goods: Ev 13 

21 All the statistics in this paragraph come from BTI: Ev 15 and Ev 25 
22 Ev 14-15 
23 Except where indicated, this section of our Report derives from informal briefings received by us in China. 
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company, as in the UK. Companies may be established only for limited, stated purposes; 
the Chinese Government has lists of Aencouraged@, Arestricted@ and Aprohibited@ purposes 
(though we were told that the first of these lists is growing and the others shrinking). If the 
company=s purpose is within the Aencouraged@ category, it is possible for foreigners to set 
up their own company and operate it fairly freely; if Arestricted@, it is probably necessary to 
set up a joint venture. It is also very important to be clear from the first about what it is 
intended that the business should do. Because companies are restricted by the terms of 
their licence to stated purposes and because of limits on the amount of money that may be 
invested in any one company, any variation in operation or location of activity, or any 
further investment requires the setting up of one or more new companies — with the result 
that many multinationals which began trading with China early found themselves in the 
inefficient position of operating via dozens of different companies rather than the more 
usual two or three in other countries. 

18. There has been some relaxation in the rules and in the interpretation of them more 
recently. A merger law in 1999 has allowed some restructuring, which multinationals are 
using to save money by merging businesses into fewer companies but with local branches, 
thus achieving efficiencies in areas like the consolidation of accounts and pooling of 
finances. It was also suggested to us that Chinese officials are more business-minded now 
and increasingly willing to allow foreigners to operate companies, as their main aim is 
simply to create successful businesses in order to generate employment. A further factor in 
the easing of the regulatory regime has been the competition between provinces to attract 
Foreign Direct Investment, which had led to them offering an increasingly attractive tax 
and legal environment.24 One businessman concluded that, on balance, it was probably 
easier to set up a company in China than in France. 

The mechanics of establishing a business in mainland China  

19. There are various approaches that foreign companies can take to establishing a business 
in mainland China. One route has been to use Hong Kong as a stepping stone; we examine 
the role of the Hong Kong Special Administrative Region later in this Report.25 Often UK 
companies have thought that the best way of entering the market in China was to make a 
licensing agreement with a Chinese company. We were told that there were two main 
requirements for success: the Chinese company had to be selected very carefully otherwise 
there was a danger of not getting paid; and any licensing agreement had to be registered, 
otherwise it would be impossible to get any of the royalties out of the country. 

20. If a company wanted a presence in China, the easiest and cheapest way was to set up a 
representative office. The disadvantage of this was that such offices could not legally 
complete transactions, so any payments made to the foreign company by a Chinese partner 
had to be direct, ie external. The Chinese currency, the renminbi (RMB),26 is not fully 
convertible which means that all external payments have to be made in foreign currency — 
in effect, in dollars — which is a major disincentive to Chinese companies making 
payments abroad. 

 
24 But see below about the effect of WTO entry on this. 
25 Paragraphs  65 – 70 below 
26 The renminbi is China’s official currency. Its basic unit is the yuan. The RMB is informally pegged to the US dollar. 
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21. The next level of development by a foreign company was some sort of partnership with 
a Chinese company. This had traditionally taken the form of a joint venture, but 
increasingly companies were moving towards other forms of contractual relationships with 
Chinese partners because boardroom conflicts in joint partnerships were too frequent and 
disruptive. We were told that some foreign companies were buying up their Chinese 
partners to remove such conflicts; others were abandoning their partners altogether.27 

22. It is possible now for wholly foreign-owned businesses to operate in China. This has the 
advantage that such businesses can be paid in RMB. There are still restrictions on some 
types of foreign-owned business, especially in the services sector. We heard that, whereas 
consultancy companies could own businesses in China, financial services companies, 
especially banks, were required to have a representative office in China for two or three 
years before they could transact any business at all. Our interlocutors were not sure how 
quickly WTO membership would affect such restrictions. 

23. Further developments are in prospect. Accession to the WTO means that many of the 
perks being offered to foreign investors are being abolished in favour of equal treatment for 
all enterprises. At the same time, conversion from a foreign-invested enterprise into a listed 
Chinese company offers some advantages, like the extra local prestige from being a 
AChinese@ company and access to the huge amount of capital in RMB available from 
private investors. If the German model of corporate governance, with its clear distinction 
between the powers of the shareholders and the board, were adopted, then a foreign 
company would need only to have a majority on the board to maintain control, and the 
company could then be listed on the Chinese stockmarket. We were told that some 
European companies were moving towards this model for their operations in China. We 
heard that the Chinese Government was very keen on such a move, not least because the 
Chinese stockmarket was suffering from too much money chasing too few listed 
companies, with the result that stocks were greatly overvalued. The presence of some major 
companies with foreign participation would give weight to the market. 

 
27 See paragraphs 35 to 36 below for the problems with joint partnerships. 
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3 Common Difficulties 

Business strategies 

24. Almost all the businesspeople we met stressed that, to be successful in mainland China, 
it was vital to construct a business strategy that took into account the fact that China was 
not a single market; that it was impossible to compete only on price; and that it was not a 
place to make a quick profit: it would be stupid to look at operations in China as anything 
other than a long-term investment. They also agreed that it was unwise to believe that 
business models that worked elsewhere, even in other parts of Asia, would work in China.28 

25. Given these warnings, we decided to seek oral evidence from companies that were 
succeeding in China, in order to ascertain the scale of the problems they faced and the 
strategies that they had developed to overcome them. They were in agreement that it was 
vital to identify from the start in which sectors of the market you could compete, to 
concentrate your operations in the areas of China where those customers were 
concentrated, and not to be over-ambitious but to build your business up cautiously.29 As 
far as pricing was concerned, the only way for western companies to compete in China was 
in the premium end of the market: the richer Chinese consumers were willing to pay for 
good quality, high value products and found international brands attractive. Here, a 
reputation for reliability was a major asset.30 Furthermore, as B&Q pointed out when we 
asked about the origin of the goods they sold, many internationally branded goods were 
actually manufactured in China, including leading names like ICI Paints and Black & 
Decker.31 The result was that the lower manufacturing and transportation costs made it 
easier to price even premium ranges at a level that middle class Chinese consumers could 
afford. As for the bulk of the market, western companies could never compete with the 
very low cost local companies.32 

26. At the same time, because many of these middle class consumers lived in a few cities 
and their hinterlands, and because of the logistical problems in serving other areas anyway, 
it made sense to concentrate business operations geographically, too.33 Both ICI and B&Q 
had adopted strategies of starting operations on a modest scale in a few wealthy cities along 
the eastern seaboard, and then expanding gradually into their hinterlands and into other 
cities in the south and further west as these developed economically.34 This focussed 
strategy had other advantages: there were very few Chinese companies that operated 
nationally; more were regional in scope, but the vast majority were local in operation. 
Therefore, competition was local, and thinking in terms of a few limited geographical areas 
enabled foreign companies to adapt their strategy to the nature of the competition. B&Q, 

 
28 See, for example, Q 181 (ICI) 
29 See, for example, Qq 162-163 (ICI) 
30 Qq 45, 47 and 48 (B&Q) 
31 Q 57. B&Q estimates about 95% of its product range in mainland China is sourced in China. 
32 Q 160 (ICI) 
33 Qq 43 (B&Q) and 163 (ICI) 
34 Qq 43, 44 (B&Q) and 163 (ICI) 
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for example, had regional variations in its pricing within China to reflect local conditions 
— though it admitted that this was both a costly and a time-consuming exercise.35 B&Q 
also varied the range of goods in its stores regionally: although selling to the emergent 
middle class in all its stores, the middle class in western cities had an income about half the 
size of their equivalents in Shanghai and was “much less sophisticated” a market than their 
eastern compatriots, so B&Q stocked more economy products and fewer or no top of the 
range products in their western stores.36 (Although Mr Sivaraman of ICI Paints was of the 
opinion that, as far as tastes were concerned, regional preferences would become less 
marked and consumer tastes more homogeneous as the national infrastructure 
developed.)37 ICI’s logistical problems were eased by the fact that customers in some areas 
tolerated longer delivery periods than customers on the eastern seaboard, so the company 
was spared the necessity of setting up more distribution centres in areas where the 
transport infrastructure was poorer.38 Moreover, the “think local” approach enabled 
companies to avoid the severe organisational complexities of trying to establish offices, 
build brand or reputation, and to supply or serve markets throughout the vast area of 
mainland China. 

27. Our witnesses suggested that companies had to be aware of broader differences 
between the Chinese and home markets. B&Q carried a similar number of lines of goods in 
mainland China and Taiwan as in the UK, but the lines were different. Furthermore, 
because of differing practices in house building on the mainland and in Taiwan, the 
demand for various types of goods varied widely between the two.39 Companies may pay a 
heavy price unless they take account of local preferences: we were told that several 
multinational companies have had to close breweries, and in some cases have withdrawn 
from mainland China, because Chinese consumers prefer the products of the emerging 
national brewers on grounds of both taste and price.40 

28. Even the strategies pursued by our witnesses did not guarantee success, however. They 
all emphasised the need for foreign companies to adapt to constant changes in market 
conditions, both nationally and locally, and in regulations and bureaucracy.41 Ms Quinn of 
BP said that her major worry was how SoEs, which were still a significant part of the 
Chinese economy, would evolve; but she also commented on the reduction of support to 
foreign investors that would occur as China brought its regulations into compliance with 
WTO requirements.42 ICI pointed out that it would face increasing pressure as the current 
8,000 local competitors (many former SoEs) themselves reduced under the force of 
competition to far fewer but more efficient and stronger companies. Already, a number of 
private “local champions” were emerging, whose costs were between 15 and 20% lower 

 
35 Q 47. ICI also noted that there was a danger in regional variations in pricing because, unless the manufacturers 

produced different brands for each region, there could be cross-border trading of the goods from cheaper regions, 
undercutting prices and the company’s profitability in the richer areas: Q 164 

36 Qq 43 and 63 
37 Q 164 
38 Q 171 
39 Qq 71 and 87 
40 See also the market for mobile telephones, which used to be entirely in the hands of foreign companies, but in which 

Chinese firms are playing an increasing part because of their understanding of Chinese taste and their distribution 
networks: ‘The Local Touch’, The Economist, 8 March 2003, p 70 

41 Qq 44 (B&Q) and 103 (BP)  
42 Q 103 
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than ICI’s because, unlike ICI, they were neither having to construct distribution networks 
from scratch nor to undertake expensive advertising, brand-building activities. Mr 
Sivaraman believed that there would be further consolidation as Chinese banks had to 
withdraw support from loss-making enterprises under WTO rules; he predicted the 8,000 
Chinese paint manufacturers operating in 2002 would be reduced to 40 or 50 in ten years’ 
time.43 And although he currently did not face serious competition from any of the 
emerging Chinese companies, he noted that in other industries, like brewing, Chinese 
champions were not only competing with, but actually beating, multinationals.44 

Bureaucracy 

29. As mentioned above,45 our interlocutors were generally of the view that the amount of 
bureaucracy faced by foreign companies in mainland China had decreased significantly in 
recent years. Mr Gilman of B&Q said that when he had first visited China a few years 
previously, foreign retailers were allowed to open stores in only seven or eight cities; now 
the list of cities where they could operate comprised about 80. Moreover, there were signs 
that Chinese officials were willing to reduce regulations on foreign retailers further, not 
least because the Government saw competition from foreign companies as a way of 
improving the standards and competitiveness of Chinese businesses.46 Overall, although 
there was still a disadvantage to being a foreign company, this did not make it impossible 
to run a viable business in China.47 While Mr Sivaraman agreed that some bureaucratic 
problems were easing, he felt that the hurdles were constantly shifting. Two or three years 
previously, the major barriers had been in the areas of obtaining manufacturing licences 
and imports — customs requirements had been particularly onerous — but these were 
markedly easier now. The new emphasis was on health and environmental standards. The 
good thing was that the new areas were those where international players found it easy to 
comply; in fact, as the standards were usually those to which western companies were 
already working, the Chinese Government’s determination to enforce them served rather 
to reduce the competitive advantage of local companies.48 Moreover, though foreign 
manufacturers faced fewer bureaucratic problems, from his observation there were still 
significant barriers to foreign providers of services, especially in the fields of 
telecommunications and banking.49 

30. We also heard a number of comments to the effect that although foreign companies 
paid their taxes in full, officials did not always force local businesses to do so.50 Another 
problem mentioned was the difficulty faced by foreign companies in repatriating their 
profits from mainland China, not least because of the non-convertible nature of the 
Chinese currency. B&Q and BP did not believe repatriation of profit would be a problem 
for their companies, although in BP’s case all its earnings in China were being re-invested 

 
43 Qq 160 and 161 
44 Q 160 
45 Paragraphs 17 and 18 
46 Q 62 
47 Qq 73 and 75; see also Qq 29 (BTI), 94 (BP) and 174 (ICI) 
48 Q 174 
49 Ibid. 
50 See, for example, Q 47 (B&Q) 
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there so there was nothing to repatriate, and in B&Q’s case one of the conditions on its 
licence to do business in mainland China was a requirement to encourage Chinese exports 
(and it was already sourcing about US$750 million–worth of products from China), so 
China made a net profit from the trade.51 

31. One area which we explored was that of planning permission. Some of those we met in 
China felt that foreigners were considerably disadvantaged: local authorities tended to give 
preference to local companies in leasing land (there is no such thing as freehold in China), 
and there were taxes on land that applied only to foreigners. B&Q, BP and ICI, however, 
had not found it difficult to obtain planning permission. It had taken just under 12 months 
to obtain planning permission for B&Q’s first stores in China; this had now fallen to six 
months. It would take 12 months of negotiations with the local authorities and partners 
prior to this to decide on the site. B&Q found that bureaucracy took longer in Taiwan than 
in mainland China.52 It was also quite usual to be expected to pay for some road building 
and reconstruction around sites, but this was not significantly different from the sort of 
planning gain agreements made in Britain.53 

32. We were told that the Chinese Government was actively encouraging foreign 
manufacturers to set up plants in China, so 50 or 100 year leases for land for factories were 
easy to acquire and, far from placing restrictions on their obtaining sites, the government 
was providing tax concessions which were making land virtually cost-free for the first five 
to ten years. (Though accession to the WTO would mean that these concessions would 
have to be phased out.)54 Mr Gilman felt that expected changes to planning laws would 
actually have the unwelcome effect of making it less easy for the company to obtain the 
“tremendous locations” it had done to date, because the Chinese authorities were being 
influenced by the more restrictive planning policies applied not only in western Europe but 
also in countries like Japan and were introducing concepts like zoning.55 On the other 
hand, the extra tax paid by foreigners in order to obtain long leases of land for retailing 
developments was due to be phased out by 2005, so foreign and local companies would be 
treated more equally.56  

33. Our witnesses agreed that the Chinese Government was becoming increasingly aware 
of the long-term health and environmental benefits to be gained through the imposition 
and enforcement of higher standards. In a number of high risk areas, like the oil and 
petrochemical industries and in some aspects of manufacturing and construction, the 
government had adopted health and safety standards comparable to those used 
internationally.57 The businessmen to whom we spoke said that they applied the same 
health and safety and environmental standards in China as their companies did elsewhere 
in the world.58 Even though this imposed extra costs on them, they found it had other 
advantages. In BP’s case, although it placed them at a cost disadvantage to local companies, 

 
51 Qq 77 (B&Q) and 100 (BP) 
52 Q 76 
53 Q 78 (B&Q) 
54 Q 177 (ICI). See also Qq 94 and 102 (BP) 
55 Qq 53 and 54 
56 Qq 54 and 78. The maximum lease of land for retail development is 40 years.  
57 Qq 52 (B&Q), 101 and 111 (BP) and 174 (ICI) 
58 Qq 49 (B&Q), 110, 112 and 114 (BP) 
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all multinationals worked to the same standards; and the multinationals had the advantage 
of economies of scale over the local chemical plants and small refineries. Moreover, the 
multinationals gained some competitive advantage in Beijing from being able to say that 
they operated to the same standards in China as elsewhere.59 BP, however, did not directly 
answer our question about whether the Chinese Government was willing to pay a 
premium to obtain higher environmental standards.60 

34. Our interlocutors were very quick to say that the terms and conditions of service of 
their employees in China were comparable with those of their employees elsewhere in the 
world, and at least met, and often exceeded, the Chinese Government’s labour standards.61 
They often paid slightly over the market rate to attract the best candidates, which they 
could afford to do because they were competing on quality rather than price.62 These 
factors, and extra attractions like the high standard of training they could provide, meant 
that their Chinese labour force was fairly satisfied with their conditions: B&Q’s labour 
turnover rate was only 2%.63 

35. All our witnesses discussed the question of joint ventures with local partners.64 ICI 
Paints no longer had to have a joint venture partner, either as a legal requirement or 
because it would ease the company’s way into the China market; its Shanghai company was 
wholly foreign-owned.65 It was still impossible to undertake certain types of business 
without joint partners, however, because the Chinese Government regarded these as areas 
of strategic importance. For example, foreign oil companies could become involved in 
petrol retailing only through the medium of joint ventures. BP had two joint ventures with 
Chinese oil companies (PetroChina and Sinotech) and, at the time we took oral evidence 
from BP, it had constructed or rebuilt about 300 petrol stations under these joint ventures. 
It was finding it hard to extend the scheme, however, because of the difficulty of 
transferring the joint venture arrangements across provincial boundaries.66 If this was a 
problem with major Chinese companies as partners, it was even more so with other joint 
ventures. B&Q commented on the need for it to have local partners, stressing that in China 
“local” means just that — as few Chinese companies operate outside a small locality or at 
best a province, foreign companies had to look for new potential partners whenever they 
tried to expand their operations from one city to another.67 

36. However, everyone cautioned against rushing into joint ventures in order to gain a 
toehold in China without assessing whether the partnership would at best add value and at 
worst work without too much strain. Mr Sivaraman compared joint ventures with 
marriage and said that he had seen many forged in haste that had been repented at leisure. 
It was advisable to see what local partners would bring to one’s company — market share, a 

 
59 Q 116 
60 Q 117 
61 Qq 52 (B&Q) and 108 (BP) 
62 Qq 45 and 49 (B&Q), 118 (BP) 
63 Qq 108 (BP) and 52 (B&Q) 
64 See paragraphs 17-18 and 21 above on how the rules on local partners have evolved. 
65 Q 174 
66 Q 101 
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competitive cost base, or other benefits.68 When assessing possible local partners, B&Q 
looked for local political connections and access to — or influence over access to — good 
sites for development.69 BP noted that, even when mutual benefits were apparently strong, 
differences of emphasis could cause strains: “[Our Chinese partners] would like us to do 
more [petrol retailing] sites and we would like to do sites that make more money. There are 
always disputes but it is going reasonably well.”70 And even with local partners, not all 
bureaucratic difficulties were smoothed away — if local officials decided to review a 
decision, the local partners would just have to sit and wait for the due procedures to be 
completed, too.71  

37. Moreover, even where regulations were being relaxed, a lot of attention still had to be 
paid to bureaucratic processes. Mr Gilman said that when planning to open a new store in 
Shanghai, for example, B&Q would have to hold discussions with MOFTEC, the foreign 
ministry in Beijing, because of the inward investment aspect; with the commission 
regulating retail for the Shanghai area; with the local department which licensed 
businesses; with the Mayor of Shanghai, because of the political power of mayors of large 
cities; with the mayor of the district where the store was to be located; and with the officials 
of the relevant township. Although it was possible to omit some of these negotiations, it 
was inadvisable because any decision taken that had not been cleared through the whole 
process risked being overturned.72 BP concurred that it was vital to work closely with both 
central and local government: for big projects Beijing still maintained close control, but it 
was necessary to speak to two or three departments in Beijing before you could discover 
exactly what was required, and local authorities often had additional requirements.73 This 
all added considerably to the time involved in taking projects forward, but, in BP’s 
experience, the Chinese officials were very accessible and the British Embassy was 
extremely supportive.74 

38. During the course of our visit to Beijing, we met officials from four Government 
Departments: the Ministry of Information Industry, the Ministry of Foreign Trade and Co-
operation (MOFTEC), the State Development and Planning Commission (SDPC), and the 
State Economic and Trade Commission (SETC). The responsibilities of these bodies 
seemed to overlap in a number of areas. Since our visit, as part of the government changes 
in China last autumn there has been a major departmental reorganization. A new Ministry 
of Commerce (MOFCOM) has been formed from MOFTEC, parts of the SETC (dealing 
with investment, quota administration, export promotion and “fair trade”) and 
departments of the SDPC (dealing with setting and implementing agricultural quotas).75 
Theoretically, at least, this reorganization brings responsibility for all commercial activity, 
whether domestic or foreign, under a single Ministry, MOFCOM; and it is intended to 

 
68 Q 176 
69 Q 74 
70 Q 101 
71 Q 99 (BP). Further difficulties with joint ventures have been exposed by the problems experienced by two British 

automotive companies, MG Rover and Manganese Bronze, in taking forward what appeared to be firm deals with a 
Chinese partner: see, for example, ‘MG Rover revives Chinese effort’, The Financial Times, 12 May 2003, p 24. 
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increase the efficiency with which the Government tackles both the responsibilities and the 
economic strains arising from accession to the WTO. As far as foreign businesses are 
concerned, it should also make dealings with at least Beijing easier. 

39. While some bureaucratic procedures are being relaxed, we were told that UK 
companies still had a list of constraints on business which they were asking the Chinese 
Government to address. The joint venture equity cap was set at 50%, which made it 
difficult for foreign companies both to invest enough at the outset and to expand. The tax 
and duty regimes were changed frequently. There were legal restrictions on the 
participation of foreign production companies in the distribution and retail of their goods. 
A number of companies found bureaucratic difficulties in the way of recruiting and 
retaining appropriate local staff. Access to certain data was classified — including, for 
example, much geophysical and geological data, with the result that it had been impossible 
in the early stages of the project to discover the proposed route for the west-east gas 
pipeline — and it was accordingly difficult for foreign companies to make soundly-based 
estimates when bidding for work. There was some feeling that, despite avowed (central) 
government policy, there was still too much (local) government support for SoEs. It was 
difficult, if not impossible, for foreign companies to join Chinese trade associations. 

40. We welcome the significant progress which the Chinese Government has made to 
date in dismantling restrictions on foreign companies. However, foreign companies are 
still experiencing problems from bureaucracy which in some cases constitute major 
non-tariff barriers to trade. Furthermore, in this area, as in others, there are some 
grounds for doubting whether the central government’s determination to liberalise the 
Chinese economy is shared at provincial and local level. We therefore urge the UK 
Government to co-operate in every way it can with UK companies in persuading the 
Chinese Government of the need to demonstrate openness not only in legislation but in 
action. 

Intellectual Property (IP) Protection  

41. All our witnesses agreed that the Chinese Government was becoming increasingly 
concerned about the effect upon China’s reputation — and upon FDI — of counterfeiting 
and other infringements of intellectual property rights.76 The Intellectual Property 
Association has identified China and Vietnam as two of the worst offenders for 
counterfeiting. One businessman with great experience of IP matters said that it was 
doubtful whether there had in practice been any improvement in the protection of IP in 
China in the last 5 — 10 years, despite increasing transparency and greater efforts by the 
authorities to enforce the law. Software piracy was a particular problem: it was reliably 
estimated that business use of pirated software ran at about 52% in Hong Kong and at over 
90% in mainland China. It is said by informed sources that both central and provincial 
governments have used pirated software. British Music Rights suggested to us that 
mainland China had a piracy rate for sound recordings of 90%, valued at US$ 47 million, 
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in 2001; while lost sales of sound recordings attributable to piracy in Taiwan are estimated 
at US$ 51.7 million for the same year.77 

42. We were told that there were three major reasons why counterfeiting was so prevalent 
in Mainland China. One was the fact that the real consumer market in China, based in the 
east and south, was comparatively small (about 70 million), and in the lower-income 
central and western provinces people were either unable or unwilling to pay the high price 
of legitimate software and other goods. At the same time, the counterfeit industries were 
mainly located in these poorer provinces, and were a major source of income and 
employment (up to half the population of a small town might be working in such an illegal 
factory), so authorities were unwilling to close the operations down. The final factor was 
corruption amongst officials. 

43. But our witnesses were in agreement that businesses could still operate in China if they 
took a pragmatic view of the hierarchy of risk. The worst form of piracy is where 
counterfeit goods may be exported from China, thus damaging both markets and 
reputation elsewhere; the next level is damage to the potential market in China itself; and 
the lowest level is where there is no realistic chance of the foreign business selling 
legitimate goods anyway — in other words, in the Chinese provinces where income levels 
are too low for there to be a real market. We were told that some companies were the 
victims of the export of counterfeit goods, but the problem was mitigated to some extent by 
the fact that many developed importing countries (like the UK) have a good anti-
counterfeiting regime, and their customs authorities and other officials impound the 
counterfeits before they can be sold. The vast majority of IP problems in China relate to the 
internal market. For example, Proctor & Gamble has experienced major difficulties over 
counterfeiting of household products.78 Other piracy has potentially catastrophic 
consequences: some counterfeiting operations produce versions of medicinal drugs in 
counterfeit packaging, but other operations produce placebos — or worse — that could kill 
unwary consumers. We were told that there was not widespread accurate counterfeiting of 
drugs, as production processes were too sophisticated and expensive to allow this. The fake 
drugs were bought by consumers either inadvertently (with the consumer being charged 
the full cost of the legitimate drug, and the seller pocketing the difference) or cheaply. 
Sometimes, because of the prevalence of corruption, the pharmacists issuing the drugs 
were fully aware that they were counterfeit. Apart from the terrible human cost of this 
trade, there was an economic cost: the legitimate drug company suffered from both the 
immediate loss of market and from severe damage to its reputation. 

44. The difficulty of protecting IP resulted in UK companies being unwilling to license 
technology and rights to companies in mainland China; UK companies were showing 
more interest in licensing companies in Taiwan, where protection of IP had been increased 
significantly. We were also told that, where products were complex, companies tried to 
make them more difficult to counterfeit either by ensuring that some vital part of the 
technology was not subject to any licensing agreement but remained within the control of 
the UK company, or by changing the design or specifications every few months so that 

 
77 Ev 85-86 
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would-be counterfeiters found it difficult to keep up.79 Foreign companies’ fears about 
protecting IP are also increasingly likely to hinder the Chinese Government’s attempts to 
move China into higher value economic activities; as one of our witnesses pointed out, the 
first 20 years of the ‘Open Door’ policy has seen international companies basing their 
manufacturing in mainland China but siting their design, logistics and marketing divisions 
elsewhere.80 Some companies are even reluctant to export goods to mainland China, for 
fear that they may be copied; although (in the view of our witness) this refusal to export 
would not protect them as Chinese counterfeiters would acquire the products in Europe, 
take them home and copy them.81 

45. Mr Gilman of B&Q and Mr Sivaraman of ICI Paints told us of their companies’ 
experiences of counterfeiting. Mr Sivaraman estimated that ICI Paints lost between 15% 
and 30% of its sales to counterfeiters. ICI had attempted to make counterfeiting more 
difficult by the use of security stickers, but these, too, were copied within a short time.82 Mr 
Gilman said that B&Q had suffered both from counterfeiting of its brand and from 
inadvertently selling counterfeit goods in its stores in China.83 Perhaps of more importance 
than the loss of market share was the fact that the lower quality of the counterfeit products 
damaged their companies’ reputation in the eyes of those consumers who had bought the 
products in good faith.84 

46. We were told that accession to the WTO had caused both mainland China and Taiwan 
to tighten up their trademark, copyright and patent laws.85 There were still some loopholes, 
and a significant problem was that the penalties were insufficient: for example, IP owners 
would like to see the use of counterfeit software, not just its sale, made a criminal offence. 

47. However, our witnesses were unanimously of the view that the main difficulty with 
defending IP in China was not the legislation, which was sophisticated, but enforcement. 
Unlike in the UK and other jurisdictions, where customs officials and local trading 
standards officers and others take an active role in tracking down counterfeit goods, in 
mainland China it is the responsibility of the owners of IP to enforce their rights. We were 
told that officials were often reluctant to investigate potential abuses of IP. Many 
government agencies simply did not understand why counterfeiting was a problem. For 
example, the customs authorities preferred businesses to pursue grievances through the 
civil courts rather than involving them. Even if businesses persisted in demanding action 
from customs, it was the IP-owners themselves who had to track down and identify 
counterfeit goods, and then, if they wanted them seized, the IP owners had to post a bond 
of about one-third the value of the goods with customs before the authorities would seize 
the goods. Until recently, because private investigators were illegal, such inquiries had been 
almost impossible. Such investigators did now exist (Pinkertons had recently set up in 
China), although they could not advertise themselves openly. However, major problems 
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still faced companies trying to protect their IP. Although central government treated 
counterfeiting seriously,86 local officials, especially in the more remote areas, could not be 
relied upon to take the same view. In some areas, whole townships were dependent on the 
counterfeiting industry. Either for this reason, or because of bribery or a lack of sympathy 
towards foreign companies, local policemen often warned the counterfeiters if raids were 
imminent.87 Local officials were very reluctant to close down the main source of income for 
the population. This problem, Mr Sivaraman feared, was likely to worsen: as uneconomic 
SoEs were closed down and millions of people became unemployed, government would be 
increasingly unwilling to curb counterfeiting if this were the only source of employment.88 

48. Even after counterfeiters were caught, the legal process was doubtful. Although B&Q 
had been successful in the legal cases it had undertaken,89 many of our interlocutors in 
China were pessimistic about the chances of achieving results. The officials from BTI said 
that, in relation to both mainland China and Taiwan (though not Hong Kong), they would 
advise companies to be very cautious about being drawn into litigation, which could be 
long drawn-out, expensive and uncertain in outcome. Their recommended course of 
action would be rather to discuss possible solutions with other companies that had suffered 
similar problems.90 There were still difficulties, for example, with the complex procedural 
rules on evidence-gathering for courts; and there was still no requirement for Chinese 
judges to have any legal training, so many found it difficult or impossible to interpret the 
sophisticated IP legislation. We were told that matters had improved in certain respects. It 
was no longer the situation that most court cases on IP involved foreign companies versus 
the State (which the State invariably won); now cases often involved, for example, foreign 
companies plus their Chinese partners against other Chinese companies, so the conclusion 
was not foregone. However, we heard, even if the court found in your company’s favour, 
the process of bringing the case was extremely costly, damages rarely covered costs (as they 
were based on Chinese fees and not the real costs of hiring investigators and expensive IP 
lawyers), and if you snuffed out one counterfeiter another would spring up almost 
immediately. 

49. Our witnesses emphasised that companies needed to be constantly vigilant and to take 
firm action when counterfeiting was discovered. ICI had a dedicated team working closely 
with the Technical Supervision Bureau and other Chinese officials to raid manufacturers 
and retailers involved in the illegal trade.91 B&Q placed great importance on developing 
good relations with suppliers and buying only from recognised suppliers and distributors. 
If screening showed that counterfeit products were for sale in B&Q stores — because, for 
example, a buyer had been bribed or cajoled to take goods from an unauthorised source —
the products were withdrawn from sale immediately and the buyer disciplined or, where 
necessary, dismissed.92 
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50. Overall, although counterfeiting did not make it impossible to do business in China, 
combating it took up substantial amounts of management time and money which could 
have been employed more productively.93 Both companies worked closely with other 
foreign companies in the same industry to prevent counterfeiting; ICI commented on the 
support given by the DTI to the lobbying by the Sino-UK Chemical Group, and B&Q 
mentioned the co-operation of the Chinese Government.94 Other companies that we met 
in China confirmed the importance of organisations such as the British Chambers of 
Commerce in supporting the lobbying effort.  

51. Both our witnesses and those we spoke to in China thought that, despite these 
difficulties, protection of IPR was likely to become easier in the near future. The main 
reason for concluding this was that as Chinese companies were gaining in economic power 
and sophistication, they were beginning to build brands themselves, and were discovering 
that they, too, were victims of counterfeiting. The extra pressure that they put on the 
Chinese authorities was beginning to result in firmer and more consistent enforcement of 
the legislation.95 At the same time, consumers were very unhappy about being sold low 
quality fake goods and were increasingly shopping at outlets such as B&Q where they were 
confident that products were genuine. This would eventually result in the outlets for 
counterfeit products being cut off.96 

52. All the government officials whom we met affirmed that the governments, both in the 
mainland and in Hong Kong, were determined to crack down on counterfeiting, because 
China must have the reputation of being a good place to do business and local interests 
could not override this. One pledged that if local officials connived in counterfeiting, they 
would be dismissed at once. However, it is clear that the businessmen who spoke to us felt 
that the crackdown had yet to be implemented locally. We do not underestimate the 
difficulties faced by both the central and the local authorities in China; but we urge the 
UK Government and, through them, the Chinese Government to continue the pressure 
to improve the implementation of the much improved legislation to protect intellectual 
property in China. Without such practical protection, foreign companies will continue 
to be reluctant to share their technological know-how with their Chinese partners; and 
without such sharing China will find it more difficult to fulfil her aspiration of 
developing higher value manufacturing and service sectors. 

Logistics 

53. Apart from the sheer size of the country, logistics in mainland China is rendered more 
difficult by the poor state of communications. We were told that the railway system is quite 
developed, and we were very impressed by the new road networks and airports being built 
in and around Shanghai and Beijing. However, we were informed — and observed for 
ourselves — that even 30 miles outside the cities, the quality of the roads deteriorated 
markedly. We concluded that this must have a significant effect on the operation of 
companies in China. 
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54. Our witnesses confirmed the difficulties. One said that, where the infrastructure was 
fairly good, it could take 24 hours to deliver goods to a city 300-400 km away; where the 
infrastructure was bad, as in North-West China, a delivery over the same distance could 
take 15 days.97 We asked whether this led to companies having to build more plants or 
warehouses to serve an area than they would in other countries. All our witnesses said that 
they tackled the problem in other ways. Building more refineries and chemical plants 
would undermine the economies of scale upon which BP depended. Because it was 
distributing dangerous chemical products, BP did not use the road system much anyway. 
Two of the chief criteria for siting its petrochemical plants were that they should be 
wherever possible on the coast and well connected to the rail infrastructure.98 A further 
development in the energy sector was the construction of gas pipelines. BP’s main concern 
in relation to transport infrastructure was that the railway system should be properly 
maintained and developed as commerce increased.99 ICI Paints had two factories in China, 
and, though it would eventually need more, and more geographically distributed, plants, its 
managers thought that it was important not to rush into such developments as they added 
greatly to organisational complexity and costs. Besides, the company’s business strategy100 
required it to focus on areas where it could be competitive, rather than trying to cover the 
whole of China.101  

55. Aware that foreign companies have had only limited rights to establish their own 
distribution services, we asked our witnesses how their companies managed. B&Q had 
begun by using one of the few international logistics companies that operated in China, but 
they charged 4% of product value while Chinese vendors were willing to pay only about 2% 
for transportation costs. B&Q therefore switched to local companies, and found that there 
were a number of reliable local ones.102 ICI Paints also uses Chinese haulage companies.103  

56. Mr Sivaraman said that logistics costs formed 6% of the sales value of ICI paints in 
China. Although this was affordable for premium brands with good margins, it 
significantly reduced the profitability of lower value products.104 Both ICI and B&Q 
emphasised the need for careful planning to minimise distribution costs: B&Q planned for 
slightly higher stock levels in its stores than would be normal in the UK and sourced as 
many low value, heavy and bulky products locally as possible, so that only lighter and 
higher value goods had to be distributed over a wider area; both stressed the importance of 
distinguishing fast moving from slower moving stocks and the need for supply systems to 
be adaptable in their responses; both had a network of regional distributors; both, where 
possible, built slightly longer delivery times into their supply chain calculations.105 
However, Mr Gilman predicted that B&Q’s approach would change over the next few 
years: as import tariffs decreased to comply with WTO commitments, he expected B&Q to 
import more products for its stores, and to rely more heavily on distribution from a central 
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warehouse.106 Mr Sivaraman said that, after a recent review, ICI Paints had concluded that 
it could actually decrease the number of its warehouses and reduce stockholding by 
adapting its logistical operations to match demand more closely; and the review had 
expressed the judgment that this slimmed down distribution network would remain 
adequate as ICI Paints increased its sales in China.107 

57. While logistics clearly is a problem in mainland China, our witnesses showed that 
there were numerous ways of coping with transportation difficulties. Moreover, as far 
as the eastern seaboard is concerned, the rate of infrastructure development is very fast. 
It remains to be seen whether it will keep pace with the different problems — such as 
congestion — that accompany affluence. 

Business culture 

58. A number of those whom we met in China stressed the need for businesspeople to 
accommodate themselves to the Chinese way of doing business. One government official, 
who had had many years experience as a provincial administrator, emphasized the cultural 
differences between China and the UK, which he felt often resulted in the breakdown of 
understanding between foreign businesspeople and their Chinese partners. He suggested 
two basic remedies: the first essential was to hire a very good interpreter; the second was 
patience and understanding of the fact that, while China was moving towards becoming a 
market economy, many Chinese people still had no idea how to operate in such an 
economy. From the CBBC (who warned that it was impossible simply to arrive in China 
and telephone from the hotel to set up a business meeting) to Mr Gilman of B&Q (who 
recounted the long process of building trust and shared interests with both officials and 
business partners, by means of discussions and the provision of hospitality),108 the key 
feature mentioned by all of the British officials and businesspeople to whom we spoke was 
that business deals in China were built on personal relationships. There is a specific 
Chinese word, guanxi, which summarises the approach. As well as holding banquets for 
Chinese partners and officials, this involved such things as hosting Chinese delegations to 
examine business practices in the UK, or helping out an associate by visiting and assessing 
schools in the UK for his children.109 

59. This way of doing business does not, however, mean that UK companies have to be 
party to corruption. Mr Gilman summed it up by saying that it was the relationship, not 
cash, that was important.110 BTI and the CBBC emphasised that Government advice very 
strongly was to take no part in corruption: the Chinese Government was committed to 
stamping it out, and it was possible for foreign firms to do business in China quite easily 
without giving bribes.111 Our witnesses concurred: if a company made it clear from the start 
that it was not going to give bribes, then the Chinese accepted this readily. On the other 
hand, if you were to become involved in bribery just once, then you would be sucked into 
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the system.112 B&Q also had a policy of promptly dismissing any of their buyers who took 
bribes, and took steps to exercise greater control over areas more vulnerable to corruption, 
for example by ensuring that they had 100% ownership of their property company.113 We 
applaud this approach. UK companies can and should avoid becoming involved in 
corruption in China. 

60. Another point made to us forcefully was the importance placed by China on events like 
Ministerial visits as a clear sign that foreign governments are politically committed to the 
promotion of trade. Businesspeople cited the German and American governments as being 
particularly active in lobbying — one said that the German Chancellor makes a point of 
visiting mainland China once a year, to promote German interests — and the general 
impression was that this was bearing fruit with the Chinese Government.114 

61. BTI recognised the desirability of high-level contacts,115 and we are aware that there 
have been a number of visits by British Ministers in recent years, culminating in the 
Prime Minister’s recent (July 2003) tour to, among other places, Beijing, Hong Kong 
and Shanghai. However, the businesspeople were firmly of the view that most 
Ministerial visits, though useful, paled into insignificance in Chinese eyes when 
compared with the higher-profile activity of a number of Britain’s competitors. We 
therefore urge the Prime Minister and the Secretary of State for Trade and Industry to 
bear in mind the great emphasis in Chinese culture on personal relationships, and the 
prestige that could accrue to British business from more frequent visits to China at the 
highest level.  

Britain’s image in China 

62. We were told that one of the problems facing British businesses in China was the image 
of Britain that many Chinese had: Britain was seen as old-fashioned, rather pompous and 
stuffy — very much a ‘bowler hats and peasouper fog’ type of image.116 The effect of this, it 
was suggested, was that Chinese customers did not think of doing business with Britain in 
high-tech or innovative areas. Trade Partners UK was working hard to dispel this 
impression. One of its major projects for 2002 was the ‘Leading Edge’ event in Shanghai in 
October 2002. This was described by BTI as “a showcase featuring UK strengths in 
aerospace, environmental technology, financial services, information and communications 
technologies, infrastructure and design, and innovation, science and technology.”117 
According to the Hong Kong British Chamber of Commerce, ‘Leading Edge’ was very 
successful.118 

63. However, not all businesspeople have found the old-fashioned image a disadvantage, as 
it means that British businesses are also considered to be honest, dependable and to offer 
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value for money.119 Others suggested that British companies had a reputation for technical 
competence and academic excellence, independence, integrity, straightforwardness and 
efficiency, and access to international resources (Britain is known as a leading trading 
nation). Britain’s image was also of benefit in areas like education, where, combined with 
the incalculable advantage of the English language, the reputation of leading universities 
made Britain a very desirable place for the Chinese to send their children for further and 
higher education. 

64. Although it would be helpful to British companies to create a more up-to-date 
image of Britain in China, it would be a mistake to lose the positive aspects of the 
current image. The reputation for honest dealing and value for money is clearly 
something that has helped a number of British companies to establish themselves in the 
market now, especially in retailing and the manufacture of higher value consumer 
goods. That reputation is also of benefit elsewhere in the world in sectors that BTI is 
seeking to promote in China, especially banking and financial services. 
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4 Hong Kong and Taiwan as stepping 
stones to China 

65. Because of the difficulties facing companies wishing to trade with mainland China, 
there has been a tendency for some firms to approach China through the more 
straightforward market of Hong Kong — or, in recent years, Taiwan. We heard some 
evidence that this was still the case. B&Q, for example, had started to establish stores in 
mainland China only after it had been operating for several years in Taiwan.120 A number 
of financial companies have positioned themselves in Hong Kong, partly for its own sake 
and partly as a stepping stone to the still highly protected China market.121 More and more 
companies (Japanese, European and North American) are establishing regional head 
offices in Hong Kong;122 and, as we discuss in more detail later, the Hong Kong 
Government is actively supporting companies wishing to use Hong Kong as a base for 
expansion into mainland China, as this is the major future role it sees for itself. However, 
as Hong Kong itself recognises, its role as the principal gateway to China has diminished. 
Over the last decade, large companies such as ICI and Shell have moved on from Hong 
Kong to establish themselves in mainland China.123 But despite the uncertainty in Hong 
Kong engendered both by its need to find a new role and by the Asian financial crisis — 
and the consequent severe decrease in property values in Hong Kong — there are reasons 
to believe that Hong Kong should still be regarded as an important element in UK 
companies’ approach to trade with China. 

66. Taiwan and Hong Kong have a number of advantages as stepping stones. They are 
genuine intermediaries, in that they both share the Chinese language and basic Chinese 
culture with mainland China,124 while being, to a greater or lesser extent, accustomed to 
using English as the language of business, and being acclimatised to capitalism and Anglo-
Saxon ways of doing business. Moreover, despite their contrasting political status, they 
both have strong links with the economy of the mainland: both have invested millions of 
dollars in property development and companies in mainland China;125 China is Taiwan’s 
biggest export market, and 300-400,000 Taiwanese are living on the mainland; and about 
60% of the exports produced by Guangdong’s manufacturing are channelled through 
Hong Kong’s port.126 

 
120 Q 44 
121 Qq 138 and 149 (Hong Kong Chamber), Ev 11. BTI said: “The City of London is virtually replicated there”: Ev 10 
122 Q 128; Ev 9-10 
123 Qq 150-151 
124 For B&Q’s view on the insight into Chinese culture given by experience in Taiwan, see Q 86  
125 Taiwan is estimated to have invested over US$60 billion in China: Ev 4. See also Q 129 
126 Qq 124 and 129; Ev 6 



28 

 

What Hong Kong still has to offer 

67. Hong Kong is now principally a service rather than a manufacturing economy:127 low-
cost manufacturing has moved to the mainland and, with the advantages of the cheap 
labour there, is unlikely to move back. Some residents hope to retain higher value 
manufacturing, but, with mainland China also seeking to develop such business, 
competition will be strong.128 Hong Kong’s logistical services, especially in relation to its 
port, are still able to compete with the lower cost port facilities elsewhere in the Pearl River 
delta on the grounds of quality and reliability.129 While Hong Kong’s share of trade with the 
mainland will decrease, the overall rate of trade is going up, so the amount of trade handled 
by Hong Kong could still expand.130 In addition, Hong Kong not only provides access to 
China as a whole, but is also an integral part of one of the main regions of China attractive 
to foreign companies. As the representatives of the British Chamber of Commerce in Hong 
Kong argued, there are two main engines of growth in mainland China at present: Hong 
Kong’s hinterland, comprising the Pearl River delta and Guangdong province generally, 
and the Yangtze River delta, whose centre is Shanghai. Each has particular strengths and, if 
a company wishes to benefit from both, it will need to be represented in both.131 

68. In other areas, conditions for foreign businesses in Hong Kong are better than those on 
the mainland. There are signs that, because of the economic downturn, the cost base is 
decreasing in Hong Kong while in certain rapidly developing areas of the mainland such as 
Shanghai, costs are increasing.132 There are also fewer problems with protecting IP in Hong 
Kong than in mainland China or Taiwan: legislation is tight, and the legal process is 
transparent and predictable.133 Moreover, we were told, Hong Kong people have extra skills 
arising from their long term experience of trading with the outside world and dealing with 
foreign companies — skills which, in the view of Mr Hammerbeck of the Hong Kong 
British Chamber of Commerce, “Shanghai does not have … and it will be some time before 
Shanghai will acquire [them]”.134 Above all, Hong Kong’s well-established financial and 
business service sectors, its more stable legal framework and its more experienced 
workforce mean that it still has a good basis for continuing the current division of 
responsibilities whereby foreign companies set up their manufacturing plants in low-cost 
mainland China but establish their ‘business centres’ in Hong Kong.135 

69.  The representatives of the British Chamber of Commerce in Hong Kong were of the 
view that, especially for SMEs, companies were likely to sustain unaffordable losses during 
their first few years of operation if they went straight into mainland China. “They are much 
better coming through Hong Kong and getting established there and using the expertise 
and understanding of Hong Kong-based people.”136 BTI also suggested that approaching 
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mainland China via Hong Kong was likely to be helpful for less experienced exporting 
companies: “Hong Kong can be a platform, partner and risk manager for western 
SMEs. Hong Kong firms have learnt how to succeed in the mainland and how not to 
lose money there.”137 We concur with these views. 

70. Furthermore, Hong Kong is not only a stepping stone into mainland China for foreign 
companies; it is also an intermediary for Chinese companies seeking to trade with the 
outside world. The degree to which China values Hong Kong’s knowledge and skills as a 
means of gaining access to the world trading system is shown, for example, by the fact that 
all provincial governments have established “window companies” in Hong Kong, while 
many provinces send trade missions to Hong Kong with the clear intention that in this way 
they should establish trading links with the rest of the world.138  

Taiwan as stepping stone  

71. We have already mentioned the advantages Taiwan offers to foreign companies as a 
comparatively developed, free enterprise economy, whose business people are accustomed 
to western ways of trading. However, in the past the political standoff between Taiwan and 
mainland China has meant that Taiwan could not be used as an intermediary with the 
mainland. Recently, though, political and economic changes have produced a marked 
improvement in cross-straits relationships. While negotiations continue on whether, and if 
so how, to develop the ‘Three Links’ (direct transportation, postal and telecommunications 
links) with the mainland, there is now a very large and growing Taiwanese business 
presence there. WTO entry is encouraging this development: Taiwan has published a list of 
over 2000 products which are now permitted to be imported from the mainland, and 
Taiwan now exports more to the mainland139 than to the USA.140 Moreover, the business 
community in Taiwan is eager for the restrictions on doing business with the mainland to 
be relaxed further and more rapidly. BTI concludes: “There is undoubtedly potential for 
foreign and Taiwanese companies to exploit the mainland Chinese market jointly by 
combining advanced western technology with Taiwanese investment strengths, and 
Taiwanese negotiating and marketing knowledge.”141  

72. We asked whether, given the continuing tensions between mainland China and 
Taiwan, foreign companies might be penalised in one for trading with the other. Mr 
Gilman of B&Q said that this was not his experience. On the contrary, people in each were 
simply curious about life in the other.142 

73. A further difficulty in using Taiwan as a stepping stone has been that parts of Taiwan’s 
economy have traditionally been protected against foreign competition with layers of 
regulation. While accession to the WTO promises to alter this, the Taiwanese Government 
has also been responding to changes in the global economy that have made Taiwan’s 
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former position as a low cost manufacturing base untenable.143 This has included such 
measures as the six-year economic development plan, ‘Challenging 2008’, which aims to 
promote a knowledge-based economy in Taiwan, and has involved considerable 
government investment into research and development and technology transfer. The 
government has also attempted to increase the competitiveness of Taiwan’s financial 
services industries, and is tackling the problem of bad loans.144 Taiwan is dismantling other 
barriers to foreign companies: for example, there have been unofficial bilateral agreements 
between the UK and Taiwan on the avoidance of double taxation, and on the protection of 
intellectual property.145 

74. Given the changes in Taiwan’s relations with mainland China and her attempts to open 
up trade with the rest of the world evidenced by accession to the WTO, and taking into 
account the comparative success of some sectors of British business in trading with Taiwan 
mentioned elsewhere in this Report, we consider that British companies should bear in 
mind the possibilities offered by Taiwan not only as a direct trading partner but also as 
a possible stepping stone into the more difficult markets of mainland China.  
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5 Support services for British business 

Introduction  

75. Because of the difficulties outlined earlier, foreign companies in mainland China are 
more dependent on the support of their government than they are in many other markets. 
There are four main sources of advice and support for British businesses wishing to trade 
with mainland China and Taiwan. A company’s first approach to these markets is often 
made via British Trade International, the body formed jointly by the Department of Trade 
and Industry and the Foreign and Commonwealth Office, which promotes both British 
external trade (through Trade Partners UK) and inward investment into the UK (through 
Invest.UK). When a company has started to establish operations, support is also available 
from the Commercial Section of the British Embassy and other diplomatic posts in 
mainland China, and from the British Trade & Cultural Office (BTCO) in Taiwan. In 
mainland China, the posts work in close co-operation with the China-Britain Business 
Council (CBBC), a Non-Departmental Public Body whose task is to promote British trade 
with China. In Taiwan, Trade Partners UK collaborates with the Taiwan Britain Business 
Council.146 Further support to businessmen working in mainland China, Hong Kong and 
Taiwan is available from the local British Chambers of Commerce. 

76. There have been four reviews into the Government=s trade promotion in mainland 
China in the course of the last five years, some internal, one in the form of an inquiry 
undertaken by our sister committee, the Foreign Affairs Committee.147 These reviews 
generally concluded that the commercial effort required more focus, and there was a need 
for greater co-ordination of the parties involved (the four diplomatic posts plus CBBC=s 
offices). Significant changes have been effected as a result of these reviews. As the ground 
has been more than adequately covered already, we do not intend to discuss in detail such 
matters as staffing, division of responsibilities and the establishment of further diplomatic 
posts. We focus instead on the types of support that are available to British companies, and 
the priorities of the bodies involved in giving that support. 

Trade Partners UK 

77. Trade Partners UK is organised into three Groups: the geographical group, which looks 
at trade prospects on a country by country basis; the business group, which is organised 
into sectoral divisions; and the regional group, which is responsible for regional delivery of 
TPUK’s services within the UK. The emphasis on regional links is comparatively recent. 
One of our witnesses noted that there had been some disruption during the reorganization 
of Trade Partners UK to set up the regional group; but he felt that the difficulties had been 
worth it because there was now greater interest in the UK regions in trading with Hong 
Kong.148 Within the geographical group, the China Markets Unit (consisting in June 2002 
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of 12 staff) advises on mainland China, Hong Kong and Taiwan. Five of the Unit focus on 
mainland China.149 

78. Trade Partners UK sees its role as pro-active: as well as giving help to British businesses 
that are seeking advice, it tries to identify business opportunities in overseas markets and to 
advertise them in the UK.150 We were told that the British Trade International Board 
considers China of major importance, particularly in the medium to long-term, as a 
destination for British trade and investment.151 The 2002–03 trade development 
programme for mainland China included 18 trade missions, support for UK 
representation at 26 trade fairs, and eight sector-specific seminars.152 But officials from 
Trade Partners UK assured us that they were not simply trying to “generate numbers of 
exporters in difficult markets like China, irrespective of companies’ ability to do business” 
there.153 Taiwan, meanwhile, has been named by the Government as one of 14 “target 
markets” where, in the words of BTI’s annual departmental report of June 2002, “[Trade 
Partners UK] expects additional effort to result in disproportionately high benefits for 
British business”.154 

79. The ‘first port of call’ for companies interested in doing business with mainland China 
or Taiwan is often the website of the China Markets Unit, which provides basic 
information on sectoral opportunities and activities in mainland China and Taiwan.155 We 
were told that the website receives a reasonably high number of ‘hits’.156 Further advice is 
available from the China Markets Unit, or from the small team of business advisers — 
businesspeople who have worked in China and who can offer companies “a view on what 
does and does not work”.157 There are five such advisers for mainland China (though two 
of the places were unfilled when we took oral evidence from BTI in June 2002) and one for 
Taiwan. The Taiwan section of the China Markets Unit works with the BTCO in Taiwan to 
enhance bilateral trade by, for example, organising the trade missions to Taiwan, arranging 
seminars in Taiwan to highlight areas of UK expertise, and setting up meetings for 
Taiwanese businesspeople in the UK with potential British customers and partners.158 But 
for companies interested in exploring specific opportunities in mainland China, the China-
British Business Council provides the focussed information. 

China-Britain Business Council 

80. The CBBC is a unique body. It was created out of the merger in 1991 of two trade 
promotion organisations, the government’s Sino-British Trade Council and the private 
sector’s 48 Group of China Traders; and, while priding itself on being “independent, 
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business-led and self-governing”, it performs trade promotion and business development 
tasks which in all other markets are undertaken by Government. Trade Partners UK has a 
Service Level Agreement with the CBBC, which sets specific targets for its work in return 
for a guaranteed minimum level of funding on a three-year rolling basis. The grant-in-aid 
from BTI for Financial Year 2002/03 was £690,000, which formed about one-third of the 
CBBC’s total budget, with the rest being met from membership subscriptions and the sale 
of services to businesses.159 The CBBC has three offices in the UK (in London, Glasgow and 
Newcastle) and six in China (in Beijing, Shanghai, Shenzhen, Wuhan, Qingdao and 
Chengdu).160 

81. The CBBC’s objectives are to: 

• maximize Britain’s trade with China; 

• encourage British firms and organisations with appropriate capabilities to enter the 
China market; 

• help British companies identify profitable business opportunities in China; 

• support the activities of British companies in China; and  

• provide particular assistance and encouragement to SMEs.161 

82. As well as providing general business advice and briefing on China and a specialised 
library, the CBBC offers services such as the organisation of trade missions to China and 
market research of varying levels of detail (including, for individual companies, tailored 
market reports). BTI and the CBBC see British trade associations as important partners: 
much of the trade mission work is initiated by trade associations, who also have a key role 
in recruiting companies for such missions.162 

83.  We found out more about the CBBC’s role in trade missions during our visit to China. 
We were told that the CBBC was increasingly moving towards sector-specific missions, but 
these were not necessarily more successful in terms of setting up trading deals than the 
general missions. They were aimed primarily at companies that had already identified 
potential trading opportunities in China, and were most likely to be productive (according 
to the CBBC) if the British companies involved had prepared themselves adequately by 
obtaining briefing and tailored market reports before they went. The CBBC was able to 
provide quite detailed information for individual companies, using market research and 
other information to devise an appropriate programme for a company, identify specific 
projects in China in which the company might be interested and set up meetings with 
potential Chinese partners/clients. The CBBC also employed good quality interpreters for 
such meetings and advised British businesspeople on the best negotiating style. This was all 
intended to maximise the Amatching rate@. The CBBC’s managers also tried to provide 
sound technical advice to UK companies, though this was difficult because of the wide 
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range of businesses making enquiries, and managers could not advise on details of, for 
example, the highly complex Chinese tax and accounting laws. 

84. On their return to the UK, the companies wrote a report to the CBBC on how useful 
the mission was, and it was then up to the company as to whether or not it wanted to 
follow up the mission. The CBBC believed that success in finding partners for UK 
companies depended primarily on the quality of the specification from the British 
company in the first place. Chinese companies were becoming more businesslike and more 
selective in whom they would meet, so the CBBC had to be sure that British companies 
really knew what trade with China entailed and what they wanted from a deal before trying 
to find a partner. 

85. A further aspect of the CBBC’s work is its active involvement in organising inward 
visits from China to the UK. The flow is uneven and depends on political factors (there 
were, for example, no visits to the UK around the time of the Hong Kong hand-over), but 
more than a dozen provincial governors, each with a large delegation of up to 150 people, 
visited the UK in 2001 alone. 

Assistance available in China and Taiwan 

From the CBBC 

86. If, as a result of its researches, a company decides to investigate mainland China itself 
before opening an office of its own, the CBBC can provide office space and facilities in 
China under its ‘Launchpad’ service. This differs from the familiar Business Centres which 
simply offer minimum facilities for travelling businessmen. Launchpads are intended to 
provide an office from which a company representative can work for a period of between 
12 and 18 months while setting up a representative office, recruiting staff, and conducting 
negotiations with potential partners and customers. Launchpads are located in the CBBC’s 
offices in China and the expertise of CBBC’s office staff is available to the businesses based 
there. For example, Launchpads can help with the recruitment and employment of local 
staff. Use of the facilities is not confined to novices to China: even established companies 
may employ Launchpad facilities as a base for overseeing the work of local distributors. 
However, businesses are not actually permitted to trade from Launchpads, so there is a 
strong incentive on companies just to use them as a temporary base. 

87. We were told that Launchpads varied in their popularity: whereas Beijing (with 19 
desks) was full, and Shanghai (with 10 desks) was half full, other centres had many unfilled 
spaces because British businesses were not interested in operating in lesser known cities — 
in Chengdu,163 for example, the office manager was leaving because of lack of British 
interest, but the CBBC was loath to close the office as it was an outpost in the western 
provinces whose development would eventually become important. 
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 From the Embassy and other diplomatic posts 

88. The 56 Trade Partners UK staff in mainland China are based in the commercial 
sections of the Embassy in Beijing and the other posts (in Shanghai, Guangzhou and 
Chongqing).164 The representative and support duties of such staff are well known and we 
need not describe them here. We were told that the work of the commercial section in 
mainland China was fairly evenly divided between the responsive (helping both large and 
small companies) and the pro-active (seeking trading opportunities in areas of UK 
strength). The commercial section was concentrating on about a dozen key sectors, 
including energy (BP was the biggest foreign investor in China, and Shell was not far 
behind), financial services, and ICT. Officials also considered that there were opportunities 
for British business in the retail sector (where B&Q had been successful but the UK 
supermarket chains were lagging behind European and American rivals) and in the 
preparations for the Olympic Games in Beijing.  

89. BTI was acutely aware of the particular need for official advice and support in a country 
like China where the sysem could be “difficult or opaque”, and where active lobbying by 
the representatives of the British Government was sometimes needed in order to resolve 
bureaucratic problems.165 A number of businesspeople expressed their appreciation of the 
support given to them by the posts.166 

Role of British Chambers of Commerce in China 

90. While in mainland China, we spoke to a number of British businesspeople about the 
role of the British Chamber of Commerce in advising and supporting companies. We were 
told that until 1989 it was illegal in China for foreign businesses to set up Chambers of 
Commerce. However, there had been an informal group of British companies exchanging 
advice and providing mutual support in China from the early 1980s, and a formal 
Chamber was established in 1991. There were still legal restrictions on the operation of 
foreign trade promotion bodies in China: for example, only one Chamber of Commerce 
could be registered per nation. Different countries had adopted a variety of solutions to this 
problem, in some cases running informal Chambers through their Consulates or other 
organizations. The British Chamber of Commerce was registered formally in Beijing, but 
informal local branches operated in Shanghai, Guangdong, Wuhan, and so on. Some of the 
local Chambers were expanding rapidly: the informal Shanghai Chamber, for example, had 
450 members to Beijing=s 250. We were told that in practice the relationship between these 
informal chambers and the relevant municipal authorities was good. However, we were 
also told that British businessmen would value the opportunity to set up formal local 
Chambers in additional cities. 

91. Membership of the Chamber is not limited solely to British companies but also 
includes companies with a significant link with Britain, and individuals. It is illegal for 
Chinese nationals to join Chambers of Commerce unless they are employed by British 
companies. We were told that the Chamber hoped to break down the barriers in future, for 
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example by encompassing Chinese companies with offices in the UK. The Chamber is also 
not completely representative of all British companies trading in China: it experiences 
difficulties in recruiting SMEs, many of whom, it is suspected, do not join the British 
Chamber of Commerce either because they do not think membership would be useful or 
because the $1000 annual subscription is too high for them. 

92. The Beijing Chamber is now sufficiently mature to be facing issues concerning the 
running of businesses rather than establishing them — so, for example, companies are 
exchanging notes on difficulties with retaining Chinese staff. Most members in Beijing are 
involved in the services sector. Because of the high turnover of company personnel and the 
amount of travel done by businesspeople, the Chamber has some problems in maintaining 
continuity. 

93. The main motive for joining the Chamber is the opportunity for sharing problem-
solving ideas and best practice; but another important motive is that it gives companies 
access to the British Embassy. There are regular meetings between the Chamber and the 
Embassy, attended by about 50 people. The companies represented vary from meeting to 
meeting. There appeared to be no reluctance on commercial grounds for companies to 
share best practice: the Embassy encouraged such co-operation, and companies felt that 
AChina was a big enough cake to share@. For example, both BA and Virgin were members 
of the Chamber, and, we were told, they found some operational advantages in sharing 
information. The Chamber also had groups working on different areas: it currently had an 
Olympics sub-committee; the financial services group (though less active at present) had 
lobbied successfully for licences for foreign insurance companies to operate in China; and 
there was a committee on opening up the Western provinces, which had done a lot of 
research into variations in regulations between provinces — information that even the 
Chinese government did not possess. 

94. The British Chamber of Commerce in Hong Kong differs from those on the mainland 
in its membership and its local influence. We were told that the members of the British 
Chamber employed about 10% of the total workforce in Hong Kong; that it had a larger 
membership than the Chambers of any of the UK’s European competitors; and that SMEs 
formed just under 80% of its members (in contrast to the American and European 
Chambers that were dominated by big companies).167 The British SMEs tended to be firms 
supplying specialist and business skills to large companies.168 The Chamber also differs in 
that it has the advantage of operating in a small and business-friendly environment.169 
While offering general advice and practical help in such areas as obtaining work permits, it 
can also easily arrange meetings with the relevant officials for any of its members 
experiencing bureaucratic difficulties in Hong Kong — and, via its relation with bodies 
such as the Trade Development Council, can smooth out bureaucratic difficulties with the 
mainland, too.170 

 
167 Qq 142 and 148 
168 Q 148. The American presence was mostly in the form of large financial services businesses, and the other European 

companies tended to be concentrated in the commerce and port logistics sectors: ibid. 
169 Q 140 
170 Qq 140 and 152 
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Invest Hong Kong and the Trade Development Council 

95. British businesspeople based in Hong Kong cited another source of support: the Hong 
Kong Government, and in particular its two agencies, Invest Hong Kong and the Trade 
Development Council. While the former was keen to ensure that foreign businesses were 
helped to establish themselves securely in Hong Kong, the latter regarded its remit as to 
promote all Hong Kong-based business, whatever the ownership. The Trade Development 
Council had a number of offices throughout China and was very active in business 
promotion. Both were particularly good at “opening doors” for companies wishing to trade 
with mainland China or elsewhere in Asia.171 

How effective is the support? 

96. We were impressed by the efficiency, enthusiasm and initiative shown by the staff in 
both the commercial sections of the posts and in the CBBC’s local offices. They seemed 
responsive to the needs of the business community, and were keen to promote business 
opportunities in general. We note that, as one would expect, there is a feeling among 
officials that BTI and the posts could do more if they had greater resources.172 We also note 
that the staffing levels for British posts is about the same as, or higher than, those of 
competitor countries of a similar size, such as France, Germany and Italy.173 However, 
given the rapidity with which China is developing, if British industry is to continue to 
compete, it will be vital to ensure that the UK has a presence in regions of mainland China 
which are beginning to take off economically. We recognize that there are diplomatic and 
financial constraints to establishing more posts in China. This underlines the usefulness of 
the relationship between BTI and the CBBC, which has fewer diplomatic/bureaucratic 
constraints on its activities and which has the ability to set up small-scale offices as a 
cheaper, quicker alternative to a full consulate. We endorse the current two-pronged 
approach, and recommend that the financial arrangements with the CBBC should 
allow it the flexibility to expand its office network as China develops. At the same time, 
on the basis of HMG’s assessment of China as a priority market for the UK, and given 
the fact that diplomatic and political ties are viewed with great significance by the 
Chinese Government, Ministers should be prepared to invest more in the commercial 
support given to British businesses via the embassy and consulates-general. The 
number and location of posts, and the staffing levels of the commercial sections, should 
be kept under review. 

97.  We also note the suggestion that BTI has suffered to some extent from the fact that it 
was given new responsibilities for co-ordination with the UK regions when it was set up in 
2000 without actually being granted extra funds to cover these.174 It is therefore arguable 
that BTI has been under-resourced from the start. We cannot comment here on whether 
the level of overall funding to BTI is appropriate, because we have taken no evidence on 
this. However, it does seem to us that to allocate only five people to a complicated market 
of at least 350 million consumers (and rising) is paring the support operation to the 

 
171 Q 140 (Hong Kong Chamber) 
172 Q 40 
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bone.175 Although comparatively few British companies operate in mainland China as yet, 
the evidence points to more opportunities for trade and growing activity by the UK’s 
competitors as China opens up, and British Government policy appears to be to 
encourage UK companies to trade with mainland China and Taiwan where 
appropriate. This being so, we would expect there to be a greater need for the services of 
the pro-active part of BTI (in this case, the China Markets Unit). Accordingly, we 
recommend the Government to review the allocation of resources to and within BTI, to 
ensure that it can actively support an expansion of UK trade with mainland China and 
Taiwan. We may return to the organisation and funding of BTI’s support services in 
general at a later date. 

98. We asked whether it was disadvantageous to have three organisations (the Embassy, 
CBBC and the British Chamber) involved in supporting British business in mainland 
China, given that the French and Germans had adopted an apparently more centralised 
and streamlined approach. The officials assured us that they employed a great deal of effort 
to ensure that there were few problems of duplication or gaps in support. To improve co-
ordination, the posts and CBBC offices formed the Business Panel for China, which is 
organised into four teams that meet regularly to discuss progress. Each business sector has 
a single person on one of the teams acting as co-ordinator for trade promotion efforts 
throughout China. When we visited, most of the co-ordinators were based in Beijing. The 
Business Panel also concentrates on publicising business opportunities to UK companies 
(for example, by running stories in local newspapers in the UK about local companies= 
success in trading with China; and by organising seminars for businesspeople). Some of 
our witnesses felt that there was still scope for improving the British Business Forum for 
China. The main criticism was that meeting twice a year was not enough; but one of these 
witnesses acknowledged the Forum’s importance in focussing British companies’ attention 
on what they needed to do to keep up with the changes that were occurring in China’s 
economy and society.176 

99. Some of the businesspeople we questioned thought that, far from being a disadvantage, 
it could be useful to have a number of support bodies. The fact that the Chamber was 
known to be independent of the British Government, for example, meant that if there was 
a diplomatic rift between China and the UK, the Chamber could nevertheless continue to 
hold discussions with the Chinese Government.  

100. We are satisfied that the problems of overlap and unclear allocation of 
responsibilities among the support bodies which were identified in earlier reports have 
been addressed. 

101. We heard few suggestions about how the three support bodies could improve their 
work. One comment was that they should focus both their efforts and their funding on 
areas of excellence for the UK, such as financial services, healthcare and education. 

 
175 The China Markets Unit also has three staff plus one export promoter and one part-time technology adviser working 

on Taiwan, and three staff plus two Business Advisers and a part-time technical adviser on Hong Kong: Ev 14 and Ev 
10 
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Another was that they should be more pro-active.177 Both BTI and the CBBC said that they 
do prioritise certain sectors.  For mainland China, BTI lists these as: 

aerospace 

agribusiness 

education and training 

energy and mining 

environment 

financial services 

information and communication technologies 

infrastructure (including transport, airports and ports) 

science and technology, and 

textiles.178 

The CBBC’s list comprised five of these (agriculture and food, education and training, 
environment, financial services, and ICT) plus a more narrowly defined one 
(infrastructure, which CBBC viewed in the context of the preparations for the 2008 Beijing 
Olympic Games).179 

102. BTI’s list of target sectors for Taiwan is similar: 

clothing and fashion; 

creative and media (specifically Multimedia); 

education and training; 

fire, police and security; 

food and drink; 

healthcare and medical; 

IT and other electronics; and 

railways and other communications. 

103. In the course of our visit to mainland China, we spoke to both British businessmen 
and Chinese officials about most of the priority sectors. Our findings are set out in the next 
chapter of this Report. However, at this stage we record our concern that ten priority 
sectors may still be too many to support in the depth necessary in mainland China. The 

 
177 See, for example, Qq 181-182 (ICI) 
178 Ev 6 
179 Ev 33, para 6.1 
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CBBC’s list appears to be more manageable. We have received no evidence that the 
posts cannot cope with their longer list, but we urge Trade Partners UK to keep the 
matter under review. It would be better both for the companies involved and for the 
UK as a whole to give fewer sectors sufficient help than to stretch support too thinly. 
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6 Sectors which appear to offer trading 
opportunities 

104. As should be apparent from our earlier discussion of problems faced by businesses in 
China, a number of companies such as BP, ICI and B&Q are well-established and finding 
solutions to the difficulties of trading with China. Some are even becoming profitable. We 
were interested in exploring the scope for trade for other British companies that operate in 
TPUK’s priority sectors. We were able to get some impression of the potential in six of 
these sectors: education and training; energy; environmental services; ICT; infrastructure 
developments; and science and technology. We also have some observations on other 
sectors. We comment first on the six sectors listed above. 

Education and training 

105. We were told that China is the biggest ever market for British education — and not 
just a potential market: it is already the largest non-EU source of students in the UK, 
providing about 12.5% of all such students. At least 25,000 Chinese nationals (excluding 
people from Hong Kong, Macau and Taiwan) were studying in the UK in 2002, 17,682 of 
whom were in higher education, 9,200 as postgraduates. This figure was a rise of 71% on 
the year before, with the UK experiencing faster growth in the number of Chinese students 
than any other country.180 Undergraduate numbers were rising slightly more rapidly than 
postgraduates. In addition, an increasing number of children were attending FE colleges in 
the UK to take ‘A’ levels before going on to tertiary education: there were 4,274 mainland 
Chinese students in FE Colleges in England and Wales, and about 500 in Scottish Colleges. 
The balance of the 25,000 (about 2,500) were children in schools. Students spent about 
,7,000 pa on fees, and about ,6,000 pa on living expenses, with the result that there was an 
inflow to the UK economy of about ,300 million pa from Chinese students. About 14,000 
Taiwanese also were studying in the UK.181 However, to put all these figures into 
perspective, Greek students alone still outnumbered Chinese ones in the UK; but, we were 
told in June 2002, at current trends the Chinese students would outnumber the Greeks in 
about 18 months’ time. The British Council believes that the UK could be the Amarket 
leader@ for education in China if it wants to be. It is still the most popular overseas 
destination for Hong Kong students, and the Taiwanese students in the UK amount to 28% 
of all Taiwanese studying abroad.182 

106. There are two types of problem connected with such rapid growth. The first is 
whether such a large number of people can be assimilated properly into the student body; 
any failure in this might lead to Chinese students being isolated. (There is unlikely to be 
any problem with the capacity of British institutions to absorb ever larger numbers of 
overseas students as the fees are set fully to recover costs.) The other is that Chinese 
students are still disproportionately concentrating on business studies, with about 22% of 

 
180 BTI estimated the growth in the number of mainland Chinese students in tertiary education between 1996 and 2000 as 

360%: Qq 25 and 26. 
181 Ev 15 
182 Q147 and Ev 15 



42 

 

them doing various programmes in this field including MBAs. We were told that to 
encourage growth of the education market overall, the higher education bodies and British 
Council were trying to promote other courses: they were aiming at the mature professional 
market as well as young students; were publicising opportunities like the Chevening 
programme for high fliers183 (though, we were told, this needed to expand as there were far 
more suitable candidates than there were places); and universities as varied as Cambridge, 
Central Lancashire, the LSE, Manchester, Nottingham, Oxford, Staffordshire and Warwick 
were devising attractive programmes such as short courses and split courses (starting in 
China and finishing in the UK) to reduce costs and increase flexibility.184 

107. Most mainland Chinese students come from Guangdong, Shanghai and its hinterland, 
and Beijing and the surrounding area, but the British Council is targeting about 10 other 
universities which it considers have potential as markets. The British Council was the first 
such body to establish an office in South West China, and students are beginning to come 
to the UK from this area. One difficulty in further expansion of student numbers is the 
variable competence of students in the English language, as the Chinese education system 
does not consistently produce a good grounding in English. The British Council tests about 
80,000 students a year in English in mainland China. 

108. We asked why the UK was such an attractive destination for Chinese students when 
fees were comparatively high. We were told that UK fees were not the highest, being 
broadly comparable with those in Australia and cheaper than Ivy League Colleges in the 
USA. But, more importantly, the UK was not competing on cost grounds; it was seen as 
providing a reliable quality of education, a good environment to develop English language 
skills, being relatively safe, and increasingly culturally attractive. It also had the advantage 
that its degree and other courses were usually shorter than those offered in other countries 
— with resulting cost savings. 

109. We were also informed of opportunities for providing training in Hong Kong. We 
were told that at present in Hong Kong, because of an increase in demand which the local 
education system cannot meet, there is a shortage of good quality English speakers. There 
would therefore appear to be an opening for TEFL (Teaching of English as a Foreign 
Language) providers.185 We heard about opportunities in relation to the Hong Kong 
government’s target of increasing participation in tertiary education. Currently, only 16% 
of Hong Kong students go on to tertiary colleges, and the government wishes to increase 
this to 60% within five years.186 Furthermore, migration to Hong Kong from the mainland 
continues at a high rate: about 150 mainland Chinese per day. Such migrants traditionally 
worked in the comparatively low-skilled, low value manufacturing industries which have 
now transferred to the mainland; so the Hong Kong government is faced with a need for 
extra training to equip the growing population with the skills required for high tech 

 
183 The Chevening programme is an attempt to spread British influence among opinion-formers and decision-makers by 

giving people who have been working in key jobs for a few years an opportunity to have a year in higher education 
in the UK. The intention is that these students should develop a sympathy for the UK=s way of life and values. The 
programme in China is the largest Chevening programme, it concentrates on those who are clearly contributing to 
the modernisation of China, and wherever possible students are recruited from a broad regional spread. 

184 See, for example, Q 137 (Hong Kong Chamber) 
185 Qq 137 and 146 (Hong Kong Chamber) 
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industries and the service sectors.187 As it is, the unemployment rate in the autumn of 2002 
was just over 7%, or 260,000 people, and Hong Kong has been creating 50,000 jobs per 
year.188 This was, of course, before the SARS crisis, which has placed even more strain on 
the economy. The Hong Kong British Chamber of Commerce also suggested that there 
would be a market for professional training: they noted the dearth of sufficient properly 
qualified accountants to meet the needs of the fast developing companies of mainland 
China, for example.189 

110. The education sector is an encouraging success story for UK business. We are 
pleased to note that the British Council, UK universities and other bodies are 
continuing their efforts to promote a range of attractive courses in different subjects to 
potential students, and to widen the geographical area from which such students are 
recruited. There are further requirements for skills training in areas where British 
companies and professional bodies would be well placed to offer courses.  

Energy  

111. As already mentioned, BP and Shell are two of the largest foreign investors in China. 
Shell had almost $1 billion invested in China in 2002, about $600 million in ‘upstream’ 
activities (exploration and production), and the rest in areas such as retail, lubricants, 
bitumen and a power station. Both companies have ambitious investment plans. China is 
rapidly developing its energy sector, to keep pace with its fast industrialization and to try to 
reduce its dependence on imported fuels.190 This involves projects such as petrochemical 
plants,191 coal gasification plants, the construction of hundreds of petrol stations, the 
building of LNG192 terminals and, most controversially, the huge west-east pipeline to 
bring natural gas from the fields in China’s remote and poor western provinces to the 
industrial centres near Beijing, and eventually to the east coast. Other areas providing 
opportunities for joint ventures are the production of aviation fuel and the supply of crude 
oil to China (which currently imports about 1 million tonnes of crude per week). 

112. In the longer term, the Chinese Government is considering the possible benefits — 
both environmental and economic — of promoting the use of gas over coal. Although the 
government recognizes that it would be useful to reduce China’s very heavy dependence on 
coal and to develop energy sources which would lead to less reliance on imported fuel and 
lower costs to industry, the investment in infrastructure would be substantial because 
China has no significant gas distribution network. Even those towns with an existing gas 
supply and some infrastructure would have to be converted from town gas, and, to 
generate electricity, China would need to import a lot of turbines as there are no native 
suppliers. But any move to gas would still leave China heavily dependent on coal for the 
foreseeable future: gas comprises only 2–3% of total fuel use at present, and in 10 years 
time it would at best form 8–10%. 

 
187 Q 138 
188 Q 127 (Hong Kong Chamber) 
189 Q 137 
190 Currently, although it exports coal, China imports oil and gas. 
191 For example, Shell is participating in a $4 billion plant in Guangdong, a 50% joint venture with the China National 

Offshore Oil Company and the Guangdong provincial authority. 
192 Liquid Natural Gas 
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113. We were told by Chinese officials that their Government regards British enterprises, 
with their long history of projects in the oil and gas industries, as obvious partners in 
developing China’s natural resources. A Sino-British Natural Gas Working Group was 
established in 2001, and, we were told, there was a continuing programme of meetings to 
exchange technical know-how. In 2002, the Chinese Government was also inviting British 
companies to visit China’s oilfields, in the hope of promoting co-operation in the oil 
industry. 

114. With this encouraging background, we were disappointed to learn in China that 
comparatively few of the smaller British energy companies are seizing the business 
opportunities that clearly exist at present.193 This is despite the fact that, according to the 
large oil companies, they are keen to sub-contract to, and otherwise work alongside, British 
companies in their projects.194 BP mentioned the assistance that UK officials gave in trying 
to bring together smaller companies with the giants to participate in tenders.195 It therefore 
appears that both the oil majors and British government officials are doing everything in 
their power to promote trade in the energy sector. 

Environmental services 

115. One of the sectors where development is likely to be most rapid in the next few years 
is that of environmental services. As Chinese officials noted, an area of particular interest to 
UK companies could be water treatment. The Chinese Government proposes substantial 
investment over the next 5-10 years in water treatment plants. At the moment, water 
supply and treatment plants are very heavily subsidised by the government (because of 
public health concerns) but the plants are still losing money, so the private sector is not 
interested in them. We were told that the Chinese Government was looking at ways to 
make the sector more commercial, and, to encourage interest, it was raising water prices 
not only to a level to cover costs but also to allow a reasonable rate of return. 

116. While it was not clear to us whether the Chinese Government would be willing to 
see parts of its water supply and treatment industry owned by foreign companies, it is 
keen to harness their technical expertise in building and maintaining systems to a high 
environmental standard while keeping costs to a commercial level. We agree with BTI 
that there are obvious business opportunities for British companies in this sector. 

Telecoms and IT  

117. By 2002, according to the Chinese Government, 350 million Chinese had telephones: 
190 million had fixed lines and 160 million mobiles. This was an increase from a mere two 
million subscribers in 1978. Moreover, the Government is opening the telecoms market to 
competition: it has already separated the postal and telecom sectors, ended its telecoms 
monopoly and broken up China Telecom into four new companies in 1998. Officials 
explained to us that the four successor companies all operated nationwide, but they did not 
compete across the full range of services — two concentrated on fixed line services, and the 
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others on mobile. The four companies were roughly equal in terms of size and power. 
Although the Government is encouraging competition between the four companies (for 
example, by laying down standards for service provision and pricing in order to prevent a 
cartel), it is not encouraging small or medium-sized operators into the market, except in 
relation to ‘value added’ services. The Government’s justification for this approach is that 
experience worldwide has shown that the telecoms market cannot sustain too many 
operators: even in the USA, the original thousands of operators have been reduced to a few 
hundred. 

118. UK telecoms companies had only a limited presence in mainland China as of June 
2002. Vodafone had a 33% shareholding in one of the four incumbent operators, China 
Mobile, and BT and Cable and Wireless had a “working presence”.196 The UK Government 
has been trying to make it easier for foreign companies to compete in China by 
encouraging the Chinese Government to establish an appropriate regulatory framework 
and to adopt 3G mobile standards that will enable European businesses to participate in 
that market.197 Under the timetable agreed with the WTO, China is obliged to open up 49% 
of the market for basic telecom services and 50% of the value added services market to 
foreign competition within three years of accession to the WTO.198 

119. The Internet has taken off very fast in China. Internet cafés have sprung up 
everywhere, some licensed but many unlicensed. The result has been a tussle between the 
authorities and some individuals and groups who see the Internet as a good way of opening 
up China politically. The Chinese authorities block Aunsuitable@ material and have a 
blacklist of content providers and ISPs including companies like the BBC and Google. 
However, the Government justifies its approach on the grounds of respect for “national 
realities”, and protection against pornography and the danger of hacking and hyper 
attacks. 

120. The Chinese Government regards telecoms as a sensitive sector, and is adopting a very 
cautious approach to opening it up to foreign competition. The reasons are doubtless 
partly that the government still wishes to control communications, and partly that it wants 
to give some protection to its infant industry until this is sufficiently developed to 
withstand foreign competition.199 Whatever the motivation, and despite the huge potential, 
it is clearly going to be difficult for foreign companies to operate in the telecoms and IT 
markets in mainland China as matters stand. It remains to be seen how much 
difference China’s WTO membership will make to this. Hong Kong, by contrast, is a 
much more lightly regulated market, but it is very competitive, and foreign companies 
such as BT are only just beginning to return to Hong Kong after the double blow of the 
Far East’s currency crisis and the worldwide telecoms ‘bust’.200 
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Infrastructure, especially design and consultancy 

121. China is investing so massively in infrastructure development that it would be 
surprising if openings for UK companies did not exist in this field. The consultancy 
companies and engineers who met us said that the Chinese were strong in areas like 
engineering and architecture, so opportunities for foreign companies in straightforward 
engineering and design projects were limited. But British companies had expertise that did 
not exist in China in areas like landscape design and project management; so even if other 
firms won the overall project, British companies with specialist skills were often involved as 
sub-contractors. Moreover, we heard that the Chinese authorities also appreciated the 
opportunity for transfer of technical know-how afforded by working with foreign 
companies, as they knew it would enable Chinese firms to seek contracts overseas in due 
course. 

122. The Commercial Section of the Embassy was focussing sharply on business 
opportunities like the building of the Beijing Olympic Village and the satellite towns being 
constructed round Beijing, Shanghai and other large cities.201 We visited one of the 
Shanghai satellite towns, which was based on a development of the British >Garden City= 
model, and in which British architectural, landscape design and environmental firms were 
heavily involved. We also discussed the opportunities for British companies in connection 
with China’s bid for the 2008 Olympics and associated development. We heard that a 
delegation of about 40 UK companies had recently made a presentation to the Chinese 
Olympic Committee, but they were rather tardy as other countries had been working with 
the Olympic Committee since before China had submitted its bid for the Olympics. 

123. Even after the completion of its new airport, Hong Kong also has an ambitious 
programme of construction, especially in transport. Hong Kong’s Chief Executive 
announced in 2001 that the Hong Kong Government and the region’s two railway 
companies would invest about £50 billion in infrastructure over the next 15 years. As well 
as rail developments, the programme includes road projects, container terminals, 
environmental improvements and leisure developments.202 Competition from local 
companies is strong, but British firms (working in joint ventures) have already won a 
number of contracts. 

124. We asked those we met about competition from other countries. We were told that 
one of the strengths of foreign competitors in the design/construction field was that they 
were often able to offer a complete package, including financing and a total supply chain 
from the home country, when submitting their bids. British businessmen estimated that at 
least 50% of the Beijing projects awarded so far had been given to such ‘one-stop shops’. 
British companies, on the other hand, were more likely to bid on a piecemeal basis. 

125. We would be sorry to see British companies lose opportunities in mainland China 
because of an inability or unwillingness to adapt their approach to bidding. Our 
interlocutors thought that there was no reason why British companies could not form 

 
201 The Beijing Municipal Government plans to invest 180 billion yuan (US$23.7 billion) in constructing the stadia and 
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consortia as those from other countries do — it simply requires more flexibility and 
determination. 

Sino-British co-operation in science and technology  

126. The Royal Society has had a longstanding scheme of co-operation with the Chinese 
Academy of Sciences, but until recently the UK has lagged behind the Germans and French 
in joint projects. This is because the Germans and French have promoted large ‘top down’ 
(government-initiated) programmes for collaborative research, an approach that the 
Chinese like, whereas the UK has used a lower key, bottom up approach led by the 
scientists. We were also told that the French and German research bodies had more 
independence and larger budgets than those in the UK, allowing them to plan for a certain 
number of projects per year; whereas the UK bodies could not plan ahead. Furthermore, 
UK Research Councils have had no budget for promoting joint projects with overseas 
institutions; although, we were told, they were starting to think how to set up such a fund. 
The result was a number of initial agreements between the Chinese and UK institutions 
over possible collaborative projects, but uncertainty over which of these would find 
funding. There were, however, many bilateral relationships between Chinese and UK 
universities, mostly initiated by the universities themselves. 

127. Relations have been particularly fruitful in areas such as biosafety (there have been a 
number of exchange visits in this area leading to the drawing up of a new biosafety regime 
in China), and occupational health and safety (because work safety has become a big issue 
in China due to the very high accident rate).203 But we were told that China is keen on 
almost every technological development, from nanotechnology to materials science to 
marine technology (including fish farming). 

128. Mainland China is very committed to promoting innovation. It has had a poor record 
to date, being hampered by the fact that most scientific research is conducted in state 
institutions where the culture militates strongly against openness and entrepreneurship; 
but it is now trying to encourage technology transfer, spin-out companies and science 
parks. Even though the UK is not itself a leader in technology transfer, the Chinese 
government still feels it could learn something from UK experience. We were told that 
there has been a fruitful exchange of ideas with UK science parks, and UK companies have 
expressed interest in establishing links with Chinese companies in science parks. The DTI 
has run a number of international schemes, liaising with the Chinese authorities; as of last 
year, the relevant unit had two experts on China, one concentrating on biotechnology and 
the other on IT. A number of high-tech UK companies have visited their Chinese 
counterparts; and the UK Government was ensuring a UK presence at events such as 
science fairs in China. Hong Kong also is interested in exploiting its scientific knowledge in 
several high-tech areas, especially bioscience (it has recently created a bioscience park) and 
IT;204 and Taiwan is concentrating a lot of effort on developing its existing strengths in IT 
and electronics.205  

 
203 We were told that an agreement between the UK and China on co-operation in health and safety research was due to 

be signed in October 2002, after which collaborative projects, ideally involving UK companies, would be set up.  
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129. As we have already noted, difficulties with the protection of intellectual property 
are likely to create barriers to the sort of technological exchanges that the Chinese and 
British Governments wish to promote. We are also concerned that the lack of 
government involvement in collaborative programmes may have put British scientists, 
institutions and companies at a disadvantage compared with the UK’s European 
competitors. While in general we wholeheartedly endorse the idea of the exchange of 
ideas being initiated by individual scientists and academics, this clearly conflicts with 
the whole tenor of Chinese society. Greater participation by the British Government 
may actually create the climate necessary to achieve more exchanges at the level of 
individuals. 

130. We also note the suggestion that the UK research councils have had no specific 
budget for promoting joint initiatives with overseas institutions. This seems a glaring 
omission. We would like the Government to tell us how it is being tackled. 

Financial services 

131. BTI is of the view that financial services is one sector that should especially benefit 
from the increased openness arising from China’s accession to the WTO.206 The limitations 
on foreign financial services companies are at present very severe. We were told that British 
financial services companies still required a lot of help from the diplomatic posts to set up 
in mainland China, because of the need to lobby the Chinese Government for licences and 
to promote a better regulatory environment for business (for example, easing some of the 
restrictions on capital and on lending), and also simply to raise the public profile of the 
City. As press reports about the Prime Minister’s recent visit to China show, China has 
been very slow to allow foreign companies to participate even in very restricted areas of 
financial services: Lloyds of London has been lobbying for a licence to underwrite 
insurance in the local currency for two or three years without success, despite having had a 
presence in China since the 1970s.207 

132. Many foreign companies are, of course, already established in the thriving financial 
centre of Hong Kong, from which (mainly British and American) legal firms, accountants, 
insurers and banks support British and other companies doing business with mainland 
China.208 However, there are limitations on the right of even Hong Kong’s financial 
institutions to operate in politically sensitive areas in mainland China. To take one area as 
an example, some of China’s restrictions on banking are designed to ensure that it can 
continue to control its currency. The Hong Kong British Chamber of Commerce told us 
that the governor of China’s central bank had indicated in mid-2002 that it was possible 
Hong Kong banks might be allowed to take RMB deposits,209 but Mr Lyle of the Chamber 
predicted that this development would not occur for several years: “I do not think the 
Chinese at this stage are ready for convertibility.”210 

 
206 Q 29 
207 ‘PM to help sell Lloyd’s to China’, Daily Telegraph, 21 July 2003, p32; ‘Back to business in Beijing as Blair touts for 

trade’, Financial Times, 22 July 2003, p5 
208 Qq 138 and 149 (Hong Kong Chamber) 
209 As mentioned above, the RMB is not fully convertible. 
210 Q 155 
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133. The picture is rather different in Taiwan, where, in the words of BTI, the UK’s 
financial services sector is “well represented”. Some banks have been expanding in terms of 
both the number of their branches and the scope of their business. Nevertheless, Taiwan’s 
complicated bureaucracy is limiting the expansion of other British financial companies.211 

134. As the financial services sector is an area of particular British strength, and the 
difficulties in conducting such business in mainland China have been extensively aired in 
the course of the negotiations on China’s accession to the WTO, we were surprised that the 
only company in this area to submit evidence to us was PricewaterhouseCooper. While not 
wishing to embarrass any firm engaged in delicate negotiations, we informally contacted 
both the insurance and the banking sectors to invite them to give evidence; they 
declined. We cannot believe that they are not interested in doing business in mainland 
China: the composition of the delegation accompanying the Prime Minister on his recent 
visit, not to mention previous visits to China by distinguished representatives of the City 
like the Lord Mayor, indicate otherwise. We can only assume that the reluctance to take 
this opportunity to put their case stems from one or both of the following: a fear that 
the Chinese Government would react adversely to any negative comments made by the 
trade bodies, or a belief that our inquiry and Report would be of no influence with the 
Chinese Government. We believe that both of these assumptions are ill-founded. 
Chinese officials were extremely willing to discuss difficult areas frankly with us, and 
we think that the best way to forward both British and Chinese trading interests is by 
honest explanation and discussion. We also understand that the Chinese set great store 
on political involvement in such areas, which is why Ministerial and Parliamentary 
visits to China to demonstrate political commitment to the trading relationship are 
important. 

135. Although we received no evidence about the insurance and banking sectors,212 it is 
clear that China’s accession to the WTO should dramatically liberalise the financial services 
sector in mainland China. Foreign banks are at present barred from conducting business in 
the local currency; under China’s terms of accession to theWTO, these banks will be able to 
conduct business in local currency with Chinese companies within three years of accession, 
and with individuals within five years of accession. Foreign insurance companies, 
previously prevented from offering certain products, will be able to sell the same products 
as their Chinese competitors within a maximum of three years after accession; the 
establishment of life insurance joint ventures will be easier; and China has agreed to grant a 
number of licences to EU firms already present in China. Similarly, fund management 
firms have been promised greater freedom, not only in relation to foreign currency 
denominated securities but also now to domestically denominated securities.213 

136. These changes would benefit Chinese as well as foreign companies. As BTI said, 
“The challenge from foreign financial institutions … is a key driver for domestic banking 
reform.”214 A more competitive and strengthened banking sector is vital for China’s 
further economic development. Her state-owned banks are not only struggling with large 

 
211 Ev 14-15 
212 PricewaterhouseCooper’s memorandum concentrated on general issues and statistics relating to trade with China, and 

did not discuss the financial services sector in any detail. 
213 For more details on these and other commitments in the accession terms, see Ev 19-21  
214 Ev 4 
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bad debts, but are also too closely focussed on supporting the older, uncompetitive SoEs. 
New private businesses, especially SMEs, have to date found it difficult to obtain funding 
from such banks;215 and these are the very businesses that are expected to generate 
employment for the redundant SoE employees, rural migrants and young adults, millions 
of whom are coming onto the labour market.216 Moreover, we were told, until Chinese 
companies are permitted to borrow from foreign banks, they will not be subject to the 
more rigorous and professional credit assessments conducted by foreign lenders; both their 
efficiency and standing will suffer, and they will be less capable of developing their trade 
with the outside world.217 

Retail 

137. A number of British retailers have a presence in Taiwan. Although Tesco closed its 
first experimental store in Taoyuan, it still has a foothold in Taiwan; and such varied 
retailers as B&Q, Body Shop, Boots, Dunhill, Jaeger, Lush, MFI, Oasis, Top Shop and 
Virgin Vie are well established and, in some cases, expanding rapidly.218 In contrast, with 
the exception only of B&Q, British retail industry has not made a major effort to break into 
mainland China. There are difficulties: the mass of Chinese consumers cannot afford 
British goods, and, even with reductions in import tariffs, the foreign retail sector would be 
concentrated at the top end of the market. However, we were told that Carrefours and 
Wallmart had flourishing businesses in China. They had a good basis for such 
development because they were already sourcing many of their goods from China for their 
stores throughout the world anyway, so shops inside China were a logical development. 
But, we heard, it is possible for a retailer to establish a good trade without this history if it 
accesses about 80% of its goods from China and only about 20%, the luxury range, from 
elsewhere, which has been B&Q’s tactic. We hope that other retailers will take confidence 
from the success of chains such as B&Q, Carrefours and Wallmart and, as well as 
expanding in Taiwan, consider venturing into mainland China.  

 
215 “Central bank data show that as of 1999 less than 1 per cent of working capital loans were extended to private firms 

[by China’s banks].”: The China Dream, p230, citing two 1999 publications by the People’s Bank of China, China 
Financial Outlook and Almanac of China’s Finance and Banking. 

216 The World Bank has made what the BTI regards as a conservative estimate that China needs to create about 100 
million new jobs over the next decade: Ev 4. 

217 Ibid. 
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7 Inward investment 

138. The Chinese Government began encouraging Chinese companies to invest overseas in 
1999, as part of its strategy to deal with the extra competition to domestic industry which 
would follow its accession to the WTO. We were told that Invest.UK first began to devote 
resources to trying to obtain inward investment into the UK from mainland China about 
five years ago. By the summer of 2002, the Invest.UK team in China was the second largest 
in the Asia-Pacific region after Japan. Much of its early work was directed towards making 
Chinese businessmen aware of the potential for investment in the UK, and to countering 
the perception of German industrial dominance within Europe.219 

139. So far, results have been fairly modest. Though there is now greater awareness of some 
UK strengths, in 2001-2 Invest.UK and its UK regional partners were involved in only six 
new investment projects from mainland China, and most operations established by 
Chinese companies to date have been small-scale, being best described as representative 
offices or trading operations. There are now about 130 Chinese companies established in 
the UK. Most are in the London area but there is a significant cluster in Gateshead, where, 
we were told, One North East, the Regional Development Agency, has been especially 
active in trying to attract business from mainland China, including setting up an 
‘International Business Centre’ run by Chinese-speaking staff.220 

140. In contrast, Hong Kong alone has established about 180 companies in the UK in a 
variety of sectors221 and, although it is difficult to obtain accurate figures, one source shows 
investments in the UK between 1983 and 2000 totalling £700 million and creating 12,000 
new jobs. BTI judges this to be an under-estimate.222 In addition, Invest.UK estimates that 
there are more than 150 Taiwanese companies operating in the UK, 28 of which are 
manufacturing operations. However, the number of manufacturing projects is decreasing, 
not least as Taiwanese investment shifts towards mainland China, and competition for 
inward investment is increasing from the rest of the EU;223 so Invest.UK is changing its 
strategy to promote UK strengths in fields “relevant to the needs of Taiwan’s ICT hardware 
industry”, such as fibre optics, display technology, telecom equipment and semiconductor 
design. So far, results have been modest but, BTI considers, encouraging. Efforts to sell the 
UK’s expertise have resulted mainly in applications by Taiwanese companies for licences to 
use UK design Intellectual Property. BTI concludes: “Increasingly, potential investors want 
to sample capability at a distance, through short-term research, design contracts or IP 
licensing before progressing to look at setting up research facilities in the UK.”224 

 
219 Ev 7 
220 Ibid. In fact, One North East appears to be particularly enterprising in China generally: it was also specially mentioned 

as having organised a significant trade mission to Hong Kong in 2002: Q 141. 
221 Including textiles, telecoms, semiconductors, pleasure boats, ports and water. 
222 Ev 11 
223 In 2002-03, Invest.UK supported four new Taiwanese investments into the UK; its target for 2002-03 was five: Ev 15 

The Netherlands is now the leading competitor to the UK for inward investment into the EU from Taiwan: ibid. 
224 For information on Taiwan, see Ev 16 
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141. We do not intend to discuss here the overall success or otherwise of the UK in 
attracting inward investment. Our concern is the promotion of trade with mainland China 
and Taiwan. It is clear that much of the investment from Taiwan and Hong Kong that 
might once have flowed towards the outside world — and which the UK had a good 
record of winning — is now directed to their most important trading partner, 
mainland China. However, as Invest.UK has recognised, there are still areas of scientific 
and technical expertise where the UK can compete. Moreover, there have been 
suggestions that the Chinese Government is also interested in encouraging overseas 
investment by Chinese companies in order to promote economic stability by spreading 
risk. We will monitor Invest.UK’s continuing efforts to attract inward investment. 
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8 Accession to the WTO 

Effects of accession on Chinese business, and local preparations 

142. For both mainland China and Taiwan, accession to the WTO is an important sign 
that they have been accepted and may become fully integrated into the world trading 
community.225 The Chinese Government expects China to benefit greatly, not least because 
the trading environment will be much more predictable, which is of increasing importance 
as the Chinese economy depends more and more on external trade.226 This view is shared 
by the World Bank, which estimates that China’s share in world exports will rise to 6.8% by 
2005 (compared to 4.82% if China had not acceded to the WTO),227 and its trade volume 
will triple by 2010.228 We were told by Chinese officials that the Government also believes 
that WTO membership will bring benefits for bilateral relationships (by implication, 
including with the UK). 

143. However, both British and Chinese officials acknowledged that certain sectors, which 
are currently protected and are comparatively uncompetitive in global terms, are likely to 
suffer considerable adverse consequences: the service industries and agriculture are the 
sectors most frequently mentioned,229 but a number of manufacturing industries also face 
problems. We were told that the Chinese Government accepted that of the 140 car 
manufacturers currently operating in China, about 135 would disappear within a few years. 
Despite this, the Chinese Government is of the view that the advantages of accession will 
outweigh the disadvantages. 

144. We tried to discover whether Chinese officials and businesses had a realistic view of 
what WTO accession would mean. We visited the Shanghai WTO Affairs Consultation 
Centre, a high-powered advisory body to the Shanghai mayor and municipal authorities 
established in 2000, with a membership composed in equal parts of government officials 
and members of trade associations. As well as advising the authorities, the centre is 
intended to play a major role in preparing businesses for greater foreign competition 
through training, but also through providing consultation services to businesses as and 
when problems arise. Members of the Centre’s governing board assured us that they were 
trying to educate businessmen to understand that they could not automatically expect to 
obtain a greater share of international markets simply because of accession. For example, 
officials cited the need for China to display more flexibility on anti-dumping cases:230 
China had to learn to make compromises with other states that were defending their own 
interests. 

 
225 Hong Kong has separate membership of the WTO. 
226 Trade as a share of GDP rose from 18% in 1980 to 43% in 2001: Ev 2. 
227 And 3.7% in 1995 
228 Ev 5 
229 Ibid. See also the quotation from Premier Zhu on Ev 2 
230 We were told that to date China was the subject of 493 such cases in front of the WTO, while China had brought 

about 19 cases herself.  
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145. At the same time as preparing businesses for the changes directly arising from 
accession to the WTO, we heard, the board was trying to alter the way in which 
government bureaucracy regarded business. The Centre was attempting to introduce 
greater business involvement into general decision-making processes. One of its projects 
was encouraging businessmen to lead trade associations instead of these being dominated 
by retired officials as heretofore. The Centre was also advising on the reduction of 
bureaucracy — we were told that in the last year, 808 unnecessary or over-burdensome 
procedures for businesses had been abolished.  

146. But the Chinese officials to whom we spoke were conscious of the pitfalls of a more 
open economy. In discussions with us on the dangers of unrestrained markets, they said 
that the government was aware of the need for a firm underpinning of competition law, 
including provisions on fair trading, mergers and unfair contracts. Until recently, they 
acknowledged, there had been no concept of unfair or fair competition within China, and 
complaints by other countries about Adumping@ were seen simply as a cloak for 
protectionism. 

147. We were also told that the Chinese Government regarded accession to the WTO as a 
useful spur to the economic changes needed in China231 — and, indeed, (according to some 
of our British interlocutors) was hoping to pin the blame for some of the less desirable 
effects of these changes on WTO requirements. Mr Gilman told us that the Chinese 
Government saw the presence of foreign retailers in China as a way of increasing the 
standards of Chinese retail companies, in terms of quality of goods and environmental and 
other standards, thus making the Chinese companies better able to compete in 
international markets.232 BTI admitted that the UK Government was encouraging the 
Chinese Government to use accession as an opportunity to tighten up the protection of 
IP.233 

Effects of accession on British companies 

148. Both mainland China and Taiwan have been reducing their tariffs on industrial 
products for several years, but the accession agreement requires them to go further: average 
tariffs on industrial products in mainland China are to drop from about 17% to about 9%, 
and in Taiwan to 4.81%.234 Mainland China and Taiwan also made broad concessions on 
opening their services sector: “Many restrictions on the operations of foreign companies in 
banking, insurance, retail, professional services, telecoms and tourism sectors will be 
phased out.”235 At the same time, both mainland China and Taiwan have committed 
themselves to implement WTO rules on intellectual property rights and technical 
standards, to offer equal treatment to foreign and domestic companies, and (in the case of 
mainland China) to abolish export subsidies.236 However, tariff cuts and liberalisation have 

 
231 Q 33 (BTI) and information supplied during our visit 
232 Q 84 (B&Q) 
233 Q 4 
234 Ev 5 and Ev 13. Two-thirds of the reduction in tariffs in Taiwan had been completed upon accession. 
235 Ev 5 
236 Ibid. and Ev 14 
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been accompanied in some sectors by new licensing requirements and taxes that reduce the 
competitiveness of foreign companies.237  

149. Our witnesses saw both advantages and disadvantages to UK businesses arising from 
China’s and Taiwan’s accession to the WTO. B&Q hoped directly to benefit from the 
reduction in tariffs: because imported goods would be more affordable, it could import 
from the UK and elsewhere a greater range of more innovative and more expensive 
products.238 Several witnesses thought that the services sectors would be most affected, 
though Mr Sivaraman suggested that foreign telecoms companies were unlikely to see 
much improvement in their conditions of trade.239 The advantages to manufacturers would 
be improved transparency in the legal process and greater consistency in the 
implementation of regulations; but, our witness thought, it would take some time for these 
changes to spread throughout China: though there might be improvements in the major 
cities and eastern seaboard generally by 2005-06, elsewhere they could take eight or nine 
years to filter through.240  

150. The main disadvantage mentioned by a number of witnesses was that the Chinese 
Government would have to abolish some of the schemes and incentives, devised 
particularly by local and provincial authorities, to attract investment by foreign 
companies.241 Some people thought that this, together with the slow-down in the global 
economy, would mean a decrease in the amount of FDI in China.242 Others predicted that 
the greater certainty for foreign investors generated by China’s integration into world trade 
would lead to an increase in FDI.243 However, on balance, our witnesses thought that 
foreign companies would benefit from China’s and Taiwan’s accession to the WTO. 

151. Given the number of imponderable factors — the extent to which China would 
further reduce tariffs, whether she would erect non-tariff barriers, the willingness and 
ability of her central government to enforce WTO regulations, the potentially enormous 
and destabilising social consequences of economic liberalisation — no one was willing to 
predict yet how much foreign companies were likely to benefit from the opening up of 
mainland China as a result of its accession to the WTO. But we did hear doubts as to 
whether British businesses were likely to benefit from the expected increase in 
opportunities for trade. Both B&Q and BP had experienced difficulties in persuading other 
companies to do business in China.244 

152. Although it is as yet impossible to predict the extent and speed of the opening up 
of mainland China to foreign trade as a result of her accession to the WTO, it is clear 
that this is a period of great opportunity for foreign countries. For all the reasons 
outlined earlier in our Report, China is a very difficult market to penetrate, but the 
difficulties are easing and the UK’s trading competitors — especially the USA and 
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Germany, but also France and Italy — are eagerly exploiting the opportunities that 
already exist and are positioning themselves for expansion. It would be in the national 
interest for British companies to take advantage of the economic liberalisation of 
China. 
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Conclusions and recommendations 

Bureaucracy 

1. We welcome the significant progress which the Chinese Government has made to 
date in dismantling restrictions on foreign companies. However, foreign 
companies are still experiencing problems from bureaucracy which in some cases 
constitute major non-tariff barriers to trade. Furthermore, in this area, as in others, 
there are some grounds for doubting whether the central government’s 
determination to liberalise the Chinese economy is shared at provincial and local 
level. We therefore urge the UK Government to co-operate in every way it can with 
UK companies in urging on the Chinese Government the need to demonstrate 
openness not only in legislation but in action. (Paragraph 40) 

Protection of Intellectual Property 

2. We do not underestimate the difficulties faced by both the central and the local 
authorities in China; but we urge the UK Government and, through them, the 
Chinese Government to continue the pressure to improve the implementation of 
the much improved legislation to protect intellectual property in China. Without 
such practical protection, foreign companies will continue to be reluctant to share 
their technological know-how with their Chinese partners; and without such 
sharing China will find it more difficult to fulfil her aspiration of developing higher 
value manufacturing and service sectors. (Paragraph 52) 

Logistics 

3. While logistics clearly is a problem in mainland China, our witnesses showed that 
there were numerous ways of coping with transportation difficulties. Moreover, as 
far as the eastern seaboard is concerned, the rate of infrastructure development is 
very fast. It remains to be seen whether it will keep pace with the different problems 
— such as congestion — that accompany affluence. (Paragraph 57) 

Corruption 

4. Our witnesses emphasised that there was no need for foreign companies to offer 
bribes or other forms of corruption in order to trade in mainland China. UK 
companies can and should avoid becoming involved in corruption in China. 
(Paragraph 59) 

Importance of high level contacts 

5. Most Ministerial visits, though useful, paled into insignificance in Chinese eyes 
when compared with the higher-profile activity of a number of Britain’s 
competitors. We therefore urge the Prime Minister and the Secretary of State for 
Trade and Industry to bear in mind the great emphasis in Chinese culture on 
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personal relationships, and the prestige that could accrue to British business from 
more frequent visits to China at the highest level. (Paragraph 61) 

Britain’s image 

6. Although it would be helpful to British companies to create a more up-to-date 
image of Britain in China, it would be a mistake to lose the positive aspects of the 
current image. The reputation for honest dealing and value for money is clearly 
something that has helped a number of British companies to establish themselves 
in the market now, especially in retailing and the manufacture of higher value 
consumer goods. That reputation is also of benefit elsewhere in the world in sectors 
that BTI is seeking to promote in China, especially banking and financial services. 
(Paragraph 64) 

Hong Kong as a stepping stone 

7. BTI also suggested that approaching mainland China via Hong Kong was likely to 
be helpful for less experienced exporting companies: “Hong Kong can be a 
platform, partner and risk manager for western SMEs. Hong Kong firms have 
learnt how to succeed in the mainland and how not to lose money there.” We 
concur with these views. (Paragraph 69) 

Taiwan 

8. British companies should bear in mind the possibilities offered by Taiwan not only 
as a direct trading partner but also as a possible stepping stone into the more 
difficult markets of mainland China. (Paragraph 74) 

Support to businesses from the UK Government 

9. We endorse the current approach whereby business support in China is delivered 
through both the diplomatic posts and the China-Britain Business Council, and 
recommend that the financial arrangements with CBBC should allow it the 
flexibility to expand its office network as China develops. At the same time, on the 
basis of HMG’s assessment of China as a priority market for the UK, and given the 
fact that diplomatic and political ties are viewed with great significance by the 
Chinese Government, Ministers should be prepared to invest more in the 
commercial support given to British businesses via the embassy and consulates-
general. The number and location of posts, and the staffing levels of the 
commercial sections, should be kept under review. (Paragraph 96) 

10. We are satisfied that the problems of overlap and unclear allocation of 
responsibilities among the support bodies which were identified in earlier reports 
have been addressed. (Paragraph 100) 
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Support role of BTI 

11. The evidence points to more opportunities for trade and growing activity by the 
UK’s competitors as China opens up, and British Government policy appears to be 
to encourage UK companies to trade with mainland China and Taiwan where 
appropriate. This being so, we would expect there to be a greater need for the 
services of the pro-active part of BTI (in this case, the China Markets Unit). 
Accordingly, we recommend the Government to review the allocation of resources 
to and within BTI, to ensure that it can actively support an expansion of UK trade 
with mainland China and Taiwan. (Paragraph 97) 

BTI’s priority sectors  

12. We record our concern that the ten priority sectors identified by BTI may still be 
too many to support in the depth necessary in mainland China. The CBBC’s list 
appears to be more manageable. We have received no evidence that the posts 
cannot cope with their longer list, but we urge Trade Partners UK to keep the 
matter under review. It would be better for both the companies involved and for 
the UK as a whole to give fewer sectors sufficient help than to stretch support too 
thinly. (Paragraph 103) 

Opportunities in education 

13. The education sector is an encouraging success story for UK business. We are 
pleased to note that the British Council, UK universities and other bodies are 
continuing their efforts to promote a range of attractive courses in different 
subjects to potential students, and to widen the geographical area from which such 
students are recruited. There are further requirements for skills training in areas 
where British companies and professional bodies would be well placed to offer 
courses. (Paragraph 110) 

Opportunities in environmental services 

14. While it was not clear to us whether the Chinese Government would be willing to 
see parts of its water supply and treatment industry owned by foreign companies, it 
is keen to harness their technical expertise in building and maintaining systems to a 
high environmental standard while keeping costs to a commercial level. We agree 
with BTI that there are obvious business opportunities for British companies in this 
sector. (Paragraph 116) 

Opportunities in ICT 

15. It is clearly going to be difficult for foreign companies to operate in the telecoms 
and IT markets in mainland China as matters stand. It remains to be seen how 
much difference China’s WTO membership will make to this. Hong Kong, by 
contrast, is a much more lightly regulated market, but it is very competitive, and 
foreign companies such as BT are only just beginning to return to Hong Kong after 
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the double blow of the Far East’s currency crisis and the worldwide telecoms ‘bust’. 
(Paragraph 120) 

Opportunities in construction 

16. We would be sorry to see British companies in the construction sector lose 
opportunities in mainland China because of an inability or unwillingness to adapt 
their approach to bidding. Our interlocutors thought that there was no reason why 
British companies could not form consortia as those from other countries do — it 
simply requires more flexibility and determination. (Paragraph 125) 

Science and technology 

17. Difficulties with the protection of intellectual property are likely to create barriers 
to the sort of technological exchanges that the Chinese and British Governments 
wish to promote. We are also concerned that the lack of government involvement 
in collaborative programmes may have put British scientists, institutions and 
companies at a disadvantage compared with the UK’s European competitors. 
While in general we wholeheartedly endorse the idea of the exchange of ideas being 
initiated by individual scientists and academics, this clearly conflicts with the whole 
tenor of Chinese society. Greater participation by the British Government may 
actually create the climate necessary to achieve more exchanges at the level of 
individuals. (Paragraph 129) 

18. We also note the suggestion that the UK research councils have had no specific 
budget for promoting joint initiatives with overseas institutions. This seems a 
glaring omission. We would like the Government to tell us how it is being tackled. 
(Paragraph 130) 

Financial services 

19. The relaxation of constraints on foreign financial services companies required 
under China’s WTO accession agreement would benefit Chinese as well as foreign 
companies. A more competitive and strengthened banking sector is vital for 
China’s further economic development. (Paragraph 136) 

Retail 

20. We hope that other retailers will take confidence from the success of chains such as 
B&Q, Carrefours and Wallmart and, as well as expanding in Taiwan, consider 
venturing into mainland China. (Paragraph 137) 

Inward investment into the UK 

21. It is clear that much of the investment from Taiwan and Hong Kong that might 
once have flowed towards the outside world — and which the UK had a good 
record of winning — is now directed to their most important trading partner, 
mainland China. However, as Invest.UK has recognised, there are still areas of 
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scientific and technical expertise where the UK can compete. Moreover, there have 
been suggestions that the Chinese Government is also interested in encouraging 
overseas investment by Chinese companies in order to promote economic stability 
by spreading risk. We will monitor Invest.UK’s continuing efforts to attract inward 
investment. (Paragraph 141) 

The effects of WTO accession 

22. Although it is as yet impossible to predict the extent and speed of the opening up of 
mainland China to foreign trade as a result of her accession to the WTO, it is clear 
that this is a period of great opportunity for foreign countries. For all the reasons 
outlined earlier in our Report, China is a very difficult market to penetrate, but the 
difficulties are easing and the UK’s trading competitors — especially the USA and 
Germany, but also France and Italy — are eagerly exploiting the opportunities that 
already exist and are positioning themselves for expansion. It would be in the 
national interest for British companies to take advantage of the economic 
liberalisation of China. (Paragraph 152) 



62 

 

Formal minutes 

Tuesday 9 September 2003 

Members present: 

Mr Martin O’Neill, in the Chair 

Mr Roger Berry 
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Paragraphs 1 to 152, read and agreed to. 

Summary agreed to. 

Resolved, That the Report be the Fourteenth Report of the Committee to the House. 

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be 
reported to the House. 

[Adjourned till Tuesday 16th September at Nine o’clock 
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