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A crash course for executives for a successful and compliant business operation”,
available e.g. on Amazon Kindle, Google Play and Apple Books.

2.1. General Observances and Rules of
Conduct

China has developed since its opening in a tremen-
dous speed — and it did not stop there, as it constantly
continues to change. With China being an incredibly
big country, which is characterized by distributed re-
sponsibilities of governance, localized rules and reg-
ulations, and also their enforcement might differ be-
tween each administrative area. In general, it can be
observed that procedures are handled by all obvious
players, e.g. banks and tax authorities are more pro-
fessionally in first-tier cities and get more compli-
cated the more you get away from them. Also, re-
gional differences can be comparably grave.

Quick pace

China is following a very quick pace: On a macro ba-
sis considering the developments since the start of
the international opening, but also on a micro per-
spective in everyday life.

Often, quite spontaneously, things are happening
which do not leave a lot of time to react. It can defi-
nitely happen that some high-level government of-
ficer invites himself the same day to the company for
a visit, suddenly requests a representative of the com-
pany without time to plan ahead, or even a country-
wide reform like a VAT reduction can be announced
just two weeks before it becomes effective.

Be agile

The Chinese market is a very dynamic one. Sticking
to old principles without questioning and being too
inelastic will take away the required flexibility to op-
erate in the Chinese market. Managing a foreign-in-
vested enterprise to be successful in a

- dynamic market with

- dynamic regulation

requires a high level of agility on a personal as well as
on an organizational level.

Grey areas in regulation

Due to the quick pace, often regulations are not de-
fined as detailed as you might know it from “home.”
Often, new regulations are put into place and the in-
terpretation of these rules will happen afterwards
and can be dependent on the local authorities.

As a general rule of thumb, it is recommended to fol-
low the regulations “more” than “not enough.” People
who gained experience operating in the Chinese mar-
ket will often acquire a certain feeling on how to deal
with regulatory risk to stay on the correct side of the
law. Often there is no absolute security.

Even if the rules and regulations are clear by them-
selves, sometimes enforcement is lacking. Counting
on a lacking enforcement is a risky strategy though,
since this can change any time and can also haunt you
even years after your violation.

Stay below the radar

Considering the high speed and the grey areas in the
regulation, it definitely is recommended to stay “be-
low the radar” in every way possible. Anything that
can trigger more investigations by any government
authority should be avoided if reasonably possible.
Additionally, personal misbehavior of staff can lead
to a viral shitstorm on social media which can seri-
ously impact your business—at least in the short term.

Know your rights — and your limits

Investigations can often lead to penalties, especially
fines. If this case happens, there might be ways for a
formal subjection. Even while the original reason for
a penalty might be canceled in the mid- to long-term
it can lead towards much harsher controls and addi-
tional penalties with justifications.

Sometimes it can be just the more efficient way to ac-
cept penalty payments to keep the long-term effects
on a low level.

Keep up-to-date on regulations

The regulatory framework and basically all rules
might be subject to quick change. It is essential to
stay up-to-date on current developments—good ways
for this are joining the responsible chambers of com-
merce for your country and their mailing lists and
some newsletters of companies. If in doubt, in critical
cases you should consult an expert.
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Complicated things are easy — easy things are
complicated

You might be surprised about how seemingly easy
topics suddenly get complicated way beyond your im-
agination while other topics, that look immensely
complicated, suddenly can be solved in a surprisingly
short amount of time.

Do not be surprised that this could happen and plan
ahead by trying to identify alternative action plans by
analyzing the impact of delays on project plans.

Use local knowledge

While lots of principles that are true in your own
home might be applicable to the Chinese market too,
there are still lots of potential pitfalls if you try to
force actions without consulting local knowledge.
Certainly, also local knowledge should be taken with
a grain of a salt and be questioned, while at the same
time local expertise can be vital to stay compliant or
to reach business goals.

Additionally, while China is a big country, “local
knowledge” not only means that you need someone
who has experience in the country, but due to vast
differences in each region it is recommended to ac-
quire local knowledge of the specific region you are
operating in.

Find your own way

While you should never ignore recommendations
that you get from somewhere else, due to the dynam-
ics in the market and the regional differences, it
might be beneficial to identify your own way on how
to deal with challenges. Literature and information
sources can be quickly outdated. While they can give
you general guidelines, the final implementation de-
pends on you and often allows a broad range of pos-
sible ways to reach the same goal with different mid-
term to long-term consequences, which should be
considered before taking an action.

Ensure you have enough resources and a
“Plan B”

Due to the dynamics of the environment, including
the regulatory framework, you never should just
make a tightly-calculated plan and simply hope that
it works. During implementation of the plan you
might find out that key assumptions that you were
counting on suddenly turn out not to be valid any-
more. You always need enough wiggle room and, for
strategically important topics, an emergency plan to
ensure that you can reach the desired objective.

Hard data is hard to come by

Data quality and good data sources are notoriously
hard to find. Even if you employ two professional
consulting companies to research the same topic,
their results might differ fundamentally. Do your best
to do good research but you also have to trust your
gut feeling.

Ensure you can pay the bills

While some potentially lucrative projects come with
somewhat risky terms considering payments, ensur-
ing a good cash flow is especially vital for foreign-in-
vested companies. Financing options can be limited
to cover a sudden lack of cash on bank.

It is recommended to build your business first with
contracts and partnerships that can ensure a stable
cash flow; additional business contracts with less sta-
ble terms should be your second priority and should
be entered selectively after a thorough evaluation of
the risk.

Find the right balance between control and
trust in your employees

Key personnel can, at the same time, bring a business
forward as well as bring big risks to the company.
When your business is growing, it is getting pretty
impossible to control everything—you have to trust
your employees to work for the benefit of the com-
pany.

At the same time, giving too much freedom to the em-
ployees, especially when contracts and money is in-
volved, can bring additional risks to the company.
Also, staff capability might be more limited than you
might think.

When implementing your processes, you should en-
sure that the responsible manager must be involved
in critical steps so that there is at least an opportunity
to interfere if something goes wrong. At the same
time, the manager should not act erratically and his
actions should be predictable.

Be careful what information you share with
whom

While being in favor of transparency, topics that can
either operationally or strategically hurt the company
should be handled in a very sensitive way. While this
is true especially towards personnel outside of the
company, employees within the company might use
the gained information against the company, espe-
cially in a case of labor disputes.
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Identify your Key Selling Points (KSP), build
your marketing upon them and develop them

You should identify the key value propositions to
your customers and constantly develop them. Due to
the market development and changes, you should
clearly identify why a customer should choose you in-
stead of your competition. Marketing plays a vital
role in the Chinese market and these value proposi-
tions should be promoted towards the market. At the
same time, the required KSP to stay successful might
change quickly so they should constantly be moni-
tored and adjusted if required. Try to stay ahead of
your competition by identifying short-, mid- and
long-term development plans but also do not forget
that not all proposed market developments turn out
the way you expect them to.

Consider a totally different online environ-
ment

The censorship of the “Great Firewall of China” led to
a seemingly parallel development of an online envi-
ronment that at first glance offers similar services as
in the western world. At second glance, while having
the downside of missing international availability
and integration to international platforms, they are
domestically highly integrated into each other.
Online services tend to be concentrated to a few big
players offering strong ecosystems of apps and func-
tions while the western world mostly has single com-
panies offering highly specialized services. Their
business models might also be very different from
their western counterparts.

Gain a high level of independence from your
headquarters

Multi-national companies often concentrate func-
tions in their headquarters, e.g. finance and IT. Still,
local knowledge about the Chinese market environ-
ment seems to be mostly very limited in these cen-
tralized functions. As a general guideline, headquar-
ters should only be involved in decision-making if
their involvement brings additional benefit when
making a decision.

Otherwise, a centralized decision-making process
will just slow the local company down while not im-
proving the quality of the decision. Headquarters
tends to demand that they get involved and will ask
lots of questions—but in the end, the decision still has
to be made locally.

Get comfortable with ambivalence

Working in a Chinese business environment can of-
ten involve being in ambivalent situations in which
there is no single clear answer on how to ideally pro-
ceed. You should try to examine your situation, the
choices you have and execute the choice that seems
best to you—or actively decide not to act at all. There
seldom is a single, clear-cut right way on how to solve
a problem and sometimes just trying out possible so-
lutions after a reasonable risk-consideration will get
you farther than over-analyzing a situation before-
hand.

Respect the territorial integrity

When you are using maps or declarations of places in
internal and external communication, be sure that
the maps you are using or the declarations of places
are in line with the official versions. For example:
When using maps, ensure that the south-eastern is-
lands are marked out as part of China and that Tai-
wan is being shown on the maps, otherwise you might
violate the territorial integrity of China.

Respect the history and historical people

There are some very sensitive topics when you are re-
lating to history and historical people which can eas-
ily be perceived in the wrong way by the government
(and also your customers).

Be open and be curious but keep in mind that it might
be better to do more listening than talking.
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