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Abstract: 

This thesis will give importing firms better understanding on what they may expect and 

what to be cautious of, when planning to import from Chinese manufacturers. This could 

help them finding out how ready they actually are to start buying from China.   

Before finding Chinese producers or suppliers, aspects such as cross-border business, 

cross-cultural differences, the history, the geography, the infrastructure and etc., all of 

those should be considered and studied. The thesis describes procedures such as about 

how to source new suppliers, factory visits, due diligence, quality control, payment terms 

and etc. The author of the thesis interviewed spokesmen of some Icelandic companies 

about their experience of doing business with China.  
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1. Introduction 

During the autumn seminar of 2007 the author spent four months at the University of 

Shanghai studying business law. During the period he got the opportunity of traveling to 

assorted areas in China, for instance to the capital, Beijing. During this time the author 

also had the privileges of visiting some Shanghaian companies, especially in the field of 

textile. Last year the author again had the opportunity of visiting China. This time to 

attend the Canton Fair in Guangzhou, the so called 3rd phase, concentrating for instance 

on textiles. This time he was sourcing a special manufacturer in the field of textile. Here 

also the author had the chance of visiting a mid sized textile factory in Foshan City, one 

of the neighbouring cities of Guangzhou. He also visited two local trading companies, 

one of them currently doing textile export to Iceland. Before going first time to China the 

author had of course expected to observe cultural differences. He had tried to prepare 

himself by information, for instance from books, arcticles and from the Internet about 

China and the Chinese ways of doing business. Even for this preparation several things 

experienced in China were really different from what was expected.  

After being in China, the author has frequently been asked about the Chinese business. 

Mostly by Icelandic firms importing goods from China, but some of those did make 

mistakes by short preparation, lack of information and sometimes because of too much 

optimism.  

This challenged the author to research and outline further the Chinese ways and customs, 

in order to help Icelandic importers to better understand the opportunities and the risks 

involved, when importing from China.  
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1.1 Problem statement 

Importing from China has increased dramatically over the last decade or so. Several 

Icelandic importers of many kinds have taken increasing advantage of the new business 

opportunities offered by the industrial powerhouse, China. This can be clearly observed 

from import statistics issued by the Icelandic customs authorities. Several Icelandic 

importers do import massive quantities of goods from China, both on regular basis, but 

also on occasion. Then there are some interested to start purchasing from China but feel 

uncertain because of hearsays of mistakes. It is the author’s opinion that some mistakes 

could have been avoided, only if closer care would have been paid to precautionary 

actions such as preliminary gathering of information and knowledge of the Chinese 

business landscape. 

This report will seek to examine practices and approaches worth studying before starting 

to import from Chinese suppliers. Preparing for this report, interviews were made with 

spokesmen of some Icelandic companies experienced in trading with China. This was 

done in order to gain knowledge from their experience.  

The research question of this thesis: 

 

“What are the guidelines that importing companies should try to follow when importing 

from China, in order to avoid pitfalls or mistakes?” 
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1.2 Purpose of the study 

The purpose of the thesis is to explain the cross-cultural barriers when it comes to dealing 

with Chinese in business context, especially importing goods from Chinese suppliers. 

The foundation of this research is based on problems that have arisen when Icelandic 

companies have done business with Chinese suppliers. Some Icelandic companies are 

interested in doing business with China, but are reluctant to do so because of hearsays of 

risk involvement of cultural differences and misjudgments towards the Chinese market.  

 

The author expects the research conclusions to give a practical and useful information 

and recommendation for Icelandic companies interested in importing from Chinese 

suppliers. The author expects the research to assist Icelandic companies to obtain better 

understanding of Chinese business culture, how to avoid risk when Chinese suppliers.  

 

1.3 Scope of the study 

The scope of the study is limited to the factors concerning Icelandic companies trading 

with Chinese suppliers. The chosen types of business of research are Icelandic companies 

importing from Chinese suppliers. This is done by interviewing individuals of Icelandic 

and Chinese business life, experienced in trading with China. This has allowed the author 

to study and analyze cultural differences between China and Iceland. The neutral 

reflection of the study should provide a deeper understanding of how companies have 

established and maintained a successful business relationship with Chinese suppliers. It 

was quite unexpected how many Icelandic firms, or nine in all, refused to give any 

information or interviews.  



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 4 

To further confine the research, the primary information was retrieved from Icelandic 

companies operating in Iceland and China. Other countries and other cultures are 

excluded. 
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1.4 Thesis Structure 
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2. Methodology 

This chapter consists of comprehensive overview of the research approach, design of the 

research, collection of the data and the quality of the research material.  

 

2.1 Research approach 

It is possible to perform an investigation without having a detailed knowledge about 

various approaches. However by studying different approaches will most certainly help to 

improve understanding and to plan an investigation. It will also help to enhance the 

understanding of the literature. (Bell, Judith, 1993) 

 

This research is a qualitative type of research. When qualitative research methods are 

used the researcher seeks to understand individual perceptions on the subject. One of 

qualitative research instruments is interviewing.  In this research people’s perspective of 

the topic and experience in the field this research is investigating are taken into account. 

The individuals were interviewed by the author, were carefully picked with regards to 

their different background to get a wider perspective of the subject. (Bell, Judith, 1993) 

 

2.3 Research design  

A structure approach was followed in doing this research. Structure approach is in a fact a 

structure guiding for the research process itself. Preliminary concepts and theories are 

used in the data collection process. This approach is used during the research because it 

endows definite structure to the research. Through the structured approach the relevant 
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concept is defined. That is done to make a conceptual framework that will help to 

constrict the research process. Afterwards the developed framework and the empirical 

findings and analyzes of the research are applied with the collecting material based on the 

area of the research subject. The research also was conducted with the deductive method 

in order to find an answer to the research question. The deductive method is a research 

method that through conceptual framework conducts study that in the end answers the 

research question. (Fisher, 2007) 

 

2.4 Data collection 

The data collection method is not only limited to primary data. To make the research as 

reliable as possible, both primary and secondary data was used as a source of the 

empirical findings of the thesis. Chapter  2.4.1 and 2.4.2 describe the data collection in 

details.  

 

2.4.1 Primary data 

As mentioned earlier a qualitative method was used in this study. The data that collected 

through the research was unquantified and therefore non-numerical. Several interviews 

were conducted in the research. The main reason why interviews were chosen is because 

of the nature of the subjects. Interviews are likely to give an inclusive overview of how 

business between China and Iceland is done. It is likely to acquire deeper understanding 

of the subject by using interviews. When the interviews were conducted the respondents 

were reached through either e-mails or by telephone. The author explained to them the 

reason why they were contacted and informed of this study. He asked them whether they 
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were willing to schedule an appointment for an interview. The respondents had basic 

information about the study and had time to prepare themselves before the interview 

itself.  

 

2.4.1.1 Respondents 

There are 4 respondents working both in Iceland and China that are involved in trades 

between China and Iceland that were used for collecting primary data.  

 

The first respondent is Mr. Árni Yngvason. He owns a firm named Vídd ehf, which 

concentrates on importing of building materials, mainly tiles and timberfloors. Vídd is 

located in Bæjarlind 4, 201 Kópavogur, Iceland.  

 

The second respondent is Íslenskir A"alverkatar hf, shortened as ÍAV, or in english 

Iceland Prime Contractor, shorteened as IPC .  IPC is one of the largest contractors in 

Iceland. The author interviewed IPC’s purchaising manager, Mr. Jóhann Jónmundsson. 

IPC headquarters are located at Höf"abakka 9, 110 Reykjavík, Iceland.  

 

The third respondent is Mr. Howard Klooster, a exporter in China. Howard exports goods 

from China to Europe and also works as a consultant Due to that this respondent was 

located overseas, in China, the interview was via the internet. Klooster’s operations are 

operated in China.  

 



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 9 

The fourth respondent is Mr. Jónas G. Jónasson, a director of Asia manufacturing and 

sourcing at the Icelandic artificial limbs production company, Össur. Össur ehf 

headquarters are located at Grjóthálsi 5, 110 Reykjavik, Iceland.  

 

2.4.2 Secondary data 

The secondary data already collected by other companies, institutions and other 

researchers.  A part of this research was based on secondary data collected from various 

sources. When researches use secondary data they need first of all to locate the sources. 

Once the sources have been located a data related to the research problem is found and 

used to gain a deeper understanding in order to analyze it and narrow down the answer to 

the research question. When a research like this is made the secondary data is collected 

first before the investigator starts collecting own data.  The advantages of using 

secondary data are to save the researcher’s time. The only thing that the researcher has to 

do when he looks for secondary data is to go to a library and locate and utilize sources. 

This helps the researcher to better understand and formulate the research problem. It 

broadens the base of what conclusion can be drawn from the research. The reliability of 

the research, the information and the conclusion of the research are greatly enhanced. 

(Ghauri, Pervez, 2002) 

 

The following forms of secondary data were used during the work on this thesis: The 

Internet and web pages, central and local government studies, historical studies and 

textbooks. (Ghauri, Pervez, 2002) 
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2.5 Research material 

From the start it is important for the research work to search for literature related to the 

research problem. The literature was searched from textbooks and articles assisting the 

researcher in formulating the research problem. It provided concepts and relationships 

checked out with the researchers actual data. The secondary data in this research was 

used for initial trial to run the research topic and concepts. During the data gathering 

questions were stimulated and formed for interviews. The direct theoretical sampling 

gave ideas about what might uncover the phenomena, which developed the research. A 

supplementary validation was used to explain findings and support from existing 

literature. (Silverman, David, 2010) 

 

2.5.1 Construct validity  

Construct validity is an assessment how well the researcher translated his theories or 

ideas into actual programs. It is important because when a research is made the words are 

what represent the concept. Construct validity is important interpretable and meaningful 

research findings and it can be assessed in many ways. (Ghauri, Pervez, 2002) 

 

This research is partly based on interviews and therefore the nature of this research is 

qualitative. The research is designed to understand the difference of culture influencing in 

cross border business between China and Iceland. As a data collection method is semi-

structured and in-depth interviews with respondents, both from Icelandic and Chinese 

business life, will provide a deeper understanding on the issue and enable analyzing of 

the research problem. To improve the construct validity a reliable source of secondary 
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data was used to support the research arguments. The interviews helped to get 

information about the research problem straight from the practical area, by getting 

information first hand from both parties, which could not have been done by a 

quantitative method. The interview questions were developed and designed on the 

foundation of the research problem and the framework for delivering the purpose of the 

research. The interview questions were also designed to persuade the respondents to feel 

comfortable during the interview. Open-ended questions were used in the interviews to 

get descriptive answers from the respondents. The interview was also semi-structured 

because the respondents had different backgrounds and ideas which gave the researcher 

the flexibility during interviews to adjust questions consequently to develop the quality of 

the interview data. (Bell, Emma, 2003) 

 

2.5.2 Internal validity 

The internal validity refers to the extent where it is possible to infer the existing of a 

causal relationship between two or more variables. The internal validity involves the data 

collection, which affects the results. Internal validity is in a way the combination of data 

collecting and research.  (Ghauri, Pervez, 2002) 

To strengthen the internal validity in the empirical findings of this research two methods 

of data collection are used, secondary data and semi-structured in-depth interviews. 

Interviews were conducted from 4 respondents from different areas, both from Icelandic 

and Chinese companies in order to get different viewpoints to be able to gain a deeper 

understanding of the issue. The secondary data role is to support the interviews responses 

from this research.  
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2.5.3 External validity 

External validity is related to generalizing across types of persons, times and settings and 

particular persons. External validity refers to approximate truth of the conclusion that 

also involves generalizations. In other words external validity is the degree, which the 

conclusions in the research holds for others in the future. (Ghauri, Pervez, 2002) 

 

In this research it is attempted to give inclusive information about the research problem, 

how it is possible to maximize Icelandic buyers safety when they trade with Chinese 

suppliers, thus in the future this research can help and guide companies that wish to trade 

in China, regarding safety issues.  
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3. Analyzing China in cross border business context 

This chapter will cover basic information about China, Chinese culture and business 

culture. Before trading in international environment it is important to study national 

culture, business culture, cultural differences, history, infrastructure, political- and legal 

environment among other things. (Gestland, Richard R., 1999); (Venables, Anthony J., 

2000) This thesis focuses on doing business in China. It will consist of basic but 

necessary information about cross border business, China, its culture, history, Hofstede’s 

study in China and other important aspects that should be taken into consideration before 

doing business there. By studying and researching prior to doing business could mean 

fewer mistakes.  

 

3.1 Cross border business 

When a western company, or even any company in the world considers to enter for 

instance China, it should study about the country and it’s culture. Before starting a new 

business in a different country it is essential knowing what you are getting into. What is 

polite in one country might be rude in another. (Chen, Ming-Jer, 2001); (Trompenaars, 

Fons, 1998) 

 

When a company crosses national borders, managers should prepare for some changes in 

the environment the company operates. These changes can be such as language, culture 

and social customs changes. These changes differ from one country to another. (Beamish, 

Paul W, 2004);(Trompenaars, Alfons, 1998) Rule of law and the political system are 

different between countries. (He, Zengke, 2000) Likewise the banking system including 
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the currency used for exchange. The environment of international business is multi-faced 

and exotic in a way. All of these things previously mentioned define the conditions where 

business takes place. The risk factors are characteristics of how worthy or desirable 

countries are for foreign investors. For instance weak property rights in a country cause 

higher risk for foreign companies to manufacture products there. It is an assessment on 

risk, cost and benefits for international companies to plunge into new markets. (Beamish, 

Paul W, 2004);  

 

Around 90% of the Chinese population is a part of ethnic group called the Han. 

Confucianism probably is the most important source of unity and is more than 2500 years 

old. Confucian philosophy actually steers every relationship, also the business ones. 

(Chen, Ming-Jer, 2001) Western culture is invading the Chinese culture with an explicit 

force. This is clearly seen in some major cities such as Shenzhen and Shanghai.  Beijing, 

the capital, however still keeps an eastern cultural standard. There is no doubt that after 

the Chinese government opened up it’s borders for foreign investment, the shape of the 

Chinese culture has shifted. The clash of the west and the east is probably best seen in 

Shanghai where the old world meets the new one.  However, by saying that the culture 

has been shifted, it does not necessarily mean that China has abandoned the old customs.  

The part of the original Chinese culture still is around and people do not need to look far 

to find it. But there is no question that the capitalism has tremendously impacted the 

culture by bringing in western influence. (Chen, Ming-Jer, 2001); (He, Zengke, 2000)  
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Food is an important part of Chinese business culture. It is a social function in the 

Chinese business life. Dining has a high priority when it comes to deal making. The 

Chinese prefer to go out to eat with their clients to seal agreements already made. 

However they seldom prefer discussing new contracts at the dining table. You should not 

be surprised if after the dinner you are supposed to visit a kareokee club, also 

accompanied with drinking. They need to get to know the other partner and this is one of 

their ways of doing it. (Saxon, Mike, 2007);(Chen, Ming-Jer, 2001)  

 

Dress code is formal in China, unless otherwise explained, especially at formal meetings, 

outside workplace. It is not recommended wearing white colors, including socks or shoes, 

as in China white is the color of death. Dressing too informally could show disrespect. 

Chinese normally stand close to each other while speaking. Something that westerns are 

not used to. Regarding business cards, it is clever to use double sided cards in English on 

one side and Chinese on the other. When you receive a Chinese business card, receive it 

with both hands, then read it and do not show lack of interest. (Saxon, Mike, 2007); 

(Gesteland, Richard R., 1999) 

 

In order to establish successful business relationship and trades in China it is essential 

also to make researches that broaden understanding and awareness of cultural traditions 

and values. It is risky to establish a business relationship in China without doing any prior 

cultural study. Because no study is made than companies do not know what they are 

getting into. One way to avoid risk is to build cooperative partnership with  Chinese 

companies. To have a partnership with a local company has the benefit to give a local 
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experience and training and also can provide access to need knowledge. Another way is 

to have a local consultant that knows how the Chinese market works and speaks the local 

language fluently. (Saxon, Mike, 2007); (Davey, Kenneth W., 2008)  

 

3.2 Cultural differences 

It is a crucial matter to understand cultural differences while doing business in new 

places. It could have serious repercussions to misunderstand cultural differences when it 

comes to international business. It can be a heavy barrier when companies do business 

abroad and do not consider the culture differences, thus decreasing the odds of success. 

(Distefano, J.J. 1995) In order to do business in China and to move dealing to higher 

levels it is important to be familiar with the cultural context of Chinese business style. 

For instance ceremonies on how to bow, dress code and name card exchange traditions. 

(Graham, John L., 2003) It is also important to be aware of the concept “face” (mianze) 

in Chinese business culture. If business people also want to be successful while doing 

business in China it is beneficial to know how Guanxi is established and maintained. 

(Seligman, Scott D., 1999) In following chapters the concepts mentioned will be outlined 

and explained further. 

 

3.2.1 Culture 

The term culture has been defined in many ways. Hofstede defines national culture as a 

collective mindset that distinguishes members of one group or society from other groups 

or societies. (Jong, Eelke De., 2005); (Hofstede, Geert, 1984)  
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Culture is reflected in how people think and how people forward their knowledge to 

others. Parents teach their children, friends transfer their values to each other, teachers 

transfer their knowledge to their students and leaders to their followers and etc. Culture 

also consists of values that people consider as evil or good, beliefs of what is considered 

to be true or false and expressions such as what is considered to be ugly or beautiful. 

Culture becomes visible in institutions and societies. Culture becomes tangible in 

products. When it comes to business and management culture plays an important role 

because management within society is constrained by a cultural context. In order to 

coordinate people actions it is important to understand their beliefs, expressions and 

values. (Hofstede, Geert, 1984);(Beamish, Paul W., 2004) 

 

Culture is in fact a group of people who share the same understanding of the world. There 

is a known theory that internationalization creates a worldwide common culture. If this 

was true, the life of international managers would be much easier than it really is. It is 

difficult and sometimes impossible to fully understand exotic cultures. It sometimes is 

even hard to understand other people of our own culture and sometimes it is impossible. 

Cultures are different. What works in one culture could have a small chance of adding up 

in another. (Hill, McGraw, 1998);(Beamish, Paul W., 2004) 

 

Each culture of the world expresses in different ways phenomena as bureaucracy, good 

fellowship, verification, creativity, authority and accountability. Different cultures 

sometimes use the same words to describe these things but aren’t aware of the fact that 

our cultural biases may not be shared or aren’t appropriate. (Hill, McGraw, 1998)  
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3.3 Intercultural communication 

A communication is when two persons share information with each other. The purpose of 

the communication is to reach a mutual understanding. Communication is not only about 

transmitting meaning but also about creating a new meaning. (Rogers, M.E., 1999); 

(Stowell, Jessica, 2005) 

 

Communication can be both verbal and nonverbal. Communication through language is 

verbal communication. It influences the meanings by using words. Language also is 

something that is a part of people’s culture. (Rogers, M.E., 1999) Non-verbal 

communication implies a type of communication without verbal expression. Symbols, 

signs and body language are examples of non-verbal communication. (Rogers, M.E., 

1999); (Goman, Karol Kinsey., 2010) 

 

3.3.1 High context vs. low context communication 

High and low context communication are terms used to describe communication styles 

between cultures. Asian, Arabs, Latin and African countries are considered high context 

communication cultures and countries for instance in Europe, North America, Australia 

and New Zealand are said to be of low context communication. There is quite a 

difference between high context and low context communication styles. High context 

communications speak in a polite way. The meaning is often found in the context 

surrounding the words rather than in the exact words spoken. Low context cultures on the 

other hand speak in more explicit way. The meaning behind is exactly contained in the 

spoken words and no space for interpretation. (Würtz, Elizabeth, 2005); (Yamazaki, 
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Yoshitaka, 2006) For a Chinese executive trying to do business in London, the difference 

in communication becomes obvious early on. The same applies to an Icelandic 

businessman trying to close a deal in Shanghai. This is because China is a high context 

culture and the United Kingdom and Iceland are low context cultures. In some cases there 

is a difference between countries located close together on the continuum. The difference 

however is less obvious. (Gesteland, Richard R., 1999); (Coates, Rosemary, 2009) For 

instance Mainland China, Hong Kong and Taiwan are countries that are considered to 

have the same background or origins. Mainland China, the country that contains the 

mother culture, is located at the high context end of the continuum. Hong Kong and 

Taiwan are located in various distances from Mainland China. (Gesteland, Richard R., 

1999) 

 

DF/           _____________.________.___________.________._______   RF/ 
Low context                     Hong Kong     Taiwan     China       High Context 

 

Figure 1: High-context and Low-context cultures. 

 

3.4 Business cultures 

Business culture has a strong effect on how people negotiate. Chinese business culture is 

a typical formal business culture while for instance the Icelandic one is definitely 

informal. The difference between formal and informal is that formal cultures tend to be 

organized in steep hierarchies, which reflects differences in power and status. For 

instance a person from a formal culture prefers to address counterparts by titles and 

avoids personal anecdotes.  Informal business cultures favor small differences in power 
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and status. A person from an informal culture starts discussions using first name basis. 

People from informal culture seek more to establish friendly relationship and work in 

teams. It can turn tricky doing business when these two different cultural forms meet. At 

the conference table conflicts can rise because of different values and different ways of 

thinking. Business people of formal cultures are more often offended by the breezy 

familiarity of business people of informal culture. This kind of misunderstanding could 

be easily avoided if business people from both sides are aware of the differences. 

(Salacuse, Jeswald W., 1998);(Gesteland, Richard R., 1999) 

 

The sharp contrast between hierarchical and egalitarian societies can be an invisible 

barrier. People of informal cultures sometimes don’t know how to show high-ranking 

persons of formal cultures respect and they can easily be offended by perceived slights. It 

is important for business people making deals and export marketers doing business 

globally to be aware of the cultural differences. In many cases negligence of cultural 

differences could lead to lost business opportunities. (Gesteland, Richard R., 1999) 

(Rogers, M.E., 1999)  

 

Formal cultures evaluate behavior differently than informal cultures. Without cultural 

studies misunderstandings are likely to happen which may lead to broken business 

opportunities. In China are two important business concepts that are essential for Western 

business people to study if they intend to do business with China. Those concepts are 

Guanxi and Mianzi. Guanxi and Mianzi rely heavily on respect and pride. In next 

chapters those aspects will be explained further. 



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 21 

3.5 Guanxi !"   

Guanxi can be translated as “network” or "relationship". In China personal relationship is 

really important. In western countries a saying tells that relationship grows out of deals 

while in China deals grow out of relationships. It is helpful to have an “insider” if you 

want to achieve good results and success in doing business in China. Multinational 

companies have to be careful in China because there can be a thin line between friendship 

and corruption. Guanxi is not a term indicating corruption, as it is relation-focused. 

Corruption is transaction-focused. The relational ethic of Guanxi implies that it cannot be 

paid off by any kind of bribing. For western companies it is beneficial to understand the 

Guanxi system. If a western company understands the concept, then it can be used to the 

company’s own benefit. However the company has to keep its strategy in place. The 

strategy must keep long- and short-term plans about how to use the Guanxi-connections. 

Good Guanxi does not equal to a perfect business plan. It is more likely to help to 

implement a strategy more effectively. However the plan must have an exit and 

procedures on how to cope with disadvantages. (Vanhonacker, Wilfried R, 

2004);(Coates, Rosemary, 2009); (Saxon, Mike, 2007);(Kwang-kuo, Hwang, 1987); 

(Collins, Robert, 2007);(Goodman, Sam, 2008);(Luo, Yadong, 1997);(Fan, Ying, 2002) 

 

It is important not to lose face if relationship or connections end unexpectedly. It is 

important to implement in the plan how to save face if Guanxi connections turn 

unfavorable for the company. (Vanhonacker, Wilfried R, 2004); (Seligman, Scott D., 

1999)  The concept “face” Mianzi will be explained in next chapter. 
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When establishing Guanxi network, there are four steps to follow. They are targeting, 

scouting, signaling and packaging. The targeting part is about identifying the key person 

with whom you wish to build a relationship. It depends on the objectives which person is 

best to choose. The next step, scouting, is about identifying common basis for 

relationships. Guanxi relations often form among individuals who have something in 

common like for instance those from the same hometown or old classmates. However it 

is important to keep in mind that in China family ties always come first. The third is 

signaling. When the form of the network is finished you have to signal to the target to 

make it interested in establishing relationship. The best way is to find a social event 

where it is easy to justify the attendance of the target, without jeopardizing that the target 

would lose face for a possible relationship. The social event is a great opportunity to 

signal the target. After signaling has been done and link has been established then the 

final step, packaging, begins. It would be negative if the target misunderstands that you 

only want a pure instrumental relationship. Therefore you must carefully pack the 

instrumental objectives without raising any doubts. It is important to weave the ethical 

values of proper Guanxi around the instrumental value of relationship. (Vanhonacker, 

Wilfried R, 2004); (Collins, Robert, 2007); (Saxon, Mike, 2007;(Goodman, Sam, 

2008);(Luo, Yadong, 1997);(Fan, Ying, 2002) 

 

It is beneficial to maintain the Guanxi relationship. The target expects you neither to 

expose it nor to abuse it. You should avoid creating any vulnerability and keep overall 

watch out for the target. One of the common misunderstandings among western business 

people is that they may call the target any time as they like. By only calling the target 
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when in trouble they damage the relationship. The instrumental objective, which once 

was achieved, must be separated from the relationship, in order to distinct the benefit got 

from the target. It is extremely important to know as much as possible about the target. 

Also because of the frequent rotation of expatriates in China, it is important for 

companies to know how to maintain and manage the Guanxi relationship. When new 

expatriates arrive they aren’t consequently a part of the relationship.  It also is important 

for companies to let new expatriates go through the carryover process and to introduce 

new expatriates to the Guanxi target. There has to be made a common ground for the new 

expatriate and the target. To maintain the relationship, companies must involve the old 

expatriates that played a role in creating the original Guanxi relationship. Thus they can 

use the connections when the Guanxi is needed. (Vanhonacker, Wilfried R, 2004) ; 

(Coates, Rosemary, 2009); (Collins, Robert, 2007);(Luo, Yadong, 1997) 

 

Guanxi could become less important in the future because of infrastructures and legal 

framework improvement in China. However the cultural heritage will remain. Taiwan 

and Hong Kong are good examples of how Guanxi has survived in modern societies, 

where the focus is on rule and law. (Vanhonacker, Wilfried R, 2004)  Here Guanxi is 

more sophisticated and less visible. Guanxi will always be the unique code of ethics and 

always be a part of the business culture of China. In order to become successful doing 

business in China it is important to establish and maintain relationships and should never 

be underestimated (Vanhonacker, Wilfried R, 2004) ; (Coates, Rosemary, 2009); 

(Collins, Robert, 2007);(Goodman, Sam, 2008);(Luo, Yadong, 1997) 
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Foreign companies doing business in China spent some times a lot of energy on building 

Guanxi. A strong web of personal relationships will help in developing business in China. 

The pay of can be both personal and organizational. Companies that intend to do business 

in China not only need to study how Guanxi is built but also the impotents of face 

(mianzi) in Chinese business culture.  

 

3.6 Mianzi -#!  (Face)  

It can be sensitive for the Chinese how others regard them. They often care deeply about 

how they appear. Mianzi is the Chinese word for face in the context of pride. It is a key 

cultural concept to understand Chinese business culture. There are many ways that can 

cause people to lose face in China. For instance to dress down a person, failing to treat 

someone with a proper respect, insult a person in front of peers and etc. (Seligman, Scott 

D., 1999); (Graham, John L., 2003); (Lord, James Vincent, 2007); (Collins, Robert, 

2007) 

 

In order to avoid causing someone to lose face it is beneficial to know the basic cultural 

differences. For instance by keeping in mind the differences in communication style. 

Whether dealing with high context or low context cultures, business people should avoid 

the pitfall of causing others to lose face. Business people also should keep in mind, that 

even though parties from high- and low context areas are discussing in the same 

language, such as English, they after all are speaking different languages. For instance, to 

remember, when explaining things in extensive details, to a man from a high context 

country, might be regarded as insulting, and make him lose face. (Gesteland, Richard R., 
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1999); (Kwang-kuo, Hwang, 1987); (Graham, John L., 2003); (Seligman, Scott D., 

1999); (Lord, James Vincent, 2007) 

 

It is important to be familiar to Guanxi and Mianzi because these two concepts play a big 

role in Chinese business culture. Before entering negotiation in China it is beneficial to 

know the traditions in Chinese negotiating style. It is also helpful to study Geert 

Hofstede’s cultural dimensions before doing business with China. Next chapter will 

contain an overview of Hofstede’s cultural dimensions study on China.  
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3.7 Hofstede’s cultural dimensions 

Companies intending to do business in China could prepare by using Hofstede’s studies 

to compare or analyze other cultures. A philosophy or communication technique 

appropriate in one national culture is maybe not as appropriate in another. Hofstede’s 

studies value behavioral variations in national cultures. The studies help practitioners to 

capture cultural stereotypes in measurable and concrete terms. (Hofstede, Geert, 1984)  

Hofstede’s Cultural Dimensions model is useful to analyze different cultures in different 

countries. In this case the author researched Geert Hofstedes cultural dimension studies 

on China. (Hofstede, Geert, 2011) 

 

"Culture is more often a source of conflict than of synergy. Cultural differences are a 

nuisance at best but often a disaster."    

 Prof. Geert Hofstede, Emeritus Professor, Maastricht University.  

 

Hofstede’s cultural dimensions is a system graded from 0 to 100, where 0 means that 

dimension is low and a high number means that the dimension is high. 

 

Figure 2: Hofstede´s Cultural Dimensions, China. 
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3.7.1 Power distance index (PDI)  

China Power distance index ranking is 80, higher than the Asian average of 60, as given 

by Hofstede. These Asian countries as nominated by Hofstede are Hong Kong, Japan, 

South Korea and Taiwan. The PDI measures how the society defines rank distinctions in 

organizations and institutions. For instance in societies with high PDI like China, 

employees do not normally apply to the next ranking level with their claims or dilemmas. 

They rather go straight to the top level, for instance to the owner. Countries of Northern 

Europe have lower PDI compared to countries in Southern and Eastern Europe. The 

United States score less than 40 and the United Kingdom around 30. (Hofstede, Geert, 

2011);(Hofstede, Geert, 1994) 

 

3.7.2 Individualism (IDV)  

China individualism ranking is 20, not far from the Asian average of 24. Compared to the 

world average of 43 China ranks rather low on the IDV scale. Religion can influence 

individualism. Some religions have more set of rules than needed. The cause could be the 

high level of emphasis on collectivist society by the Communist rule compared to 

Individualism. Chinese tend to have close long-term commitment to groups like family or 

other extended relationships. In the collectivist culture the most important rule is loyalty. 

The group takes responsibility of mistakes but not the individual. Long-term relationships 

are important in China. The European average is about 52, where Switzerland scores 68, 

France 71 and United Kingdom 89. United Kingdom is on a similar level as the United 

States (91) and Australia (90). The score is relatively high and indicates individualistic 
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cultures having loose bonds with others. The people are independent, self-reliant and 

regard their privacy. (Hofstede, Geert, 2011); (KAI-CHENG, YU, 1996); (He, Zengke, 

2000);(Hofstede, Geert, 1994) 

 

3.7.3 Masculinity (MAS)  

China masculinity (MAS) ranking is 50, same as the world average. Median masculinity 

in society means that females and males do not have traditional roles. Therefore female 

values are similar to those of males in China. Japan is the highest-ranking country in the 

world when in comes to masculinity. Cultures with such high ranking are often male 

oriented.  Sweden is on the other end most feminine culture. That is based from their 

qualities that are sensitiveness and empathy.  Countries with low ranking in masculinity 

give less notice to materialized items and there is less difference between the genders. 

(Hofstede, Geert, 2011);(Hofstede, Geert, 1994) 

 

3.7.4 Uncertainty avoidance index (UAI)  

China uncertainty avoidance index ranking is 60, lower than the world average of 64. 

Uncertainty avoidance index indicates how society feels either uncomfortable or 

comfortable in unstructured situations. Uncertainty avoiding cultures try to control the 

possibility of situations like unknown, surprising, different from the usual set of rules, 

laws and safety measures. This does not mean that China has no laws or rule obligations, 

but rather that they try to live with as few rules as possible. This means that their culture 

is more phlegmatic and contemplative. This has been changing in China for the last years 
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and they have been approaching the world average. (Hofstede, Geert, 2011);(Hofstede, 

Geert, 1994) 

 

3.7.5 Long-term orientation (LTO)  

The long-term orientation of China is 118. It is very high compared to the world average 

of 45. It is important to keep this in mind when it comes to doing business in China. This 

number shows us that Chinese care more about long-term benefits from deals than short-

term. It takes a lot of time and energy to build up a business relationship in China. That is 

likely the reason why so many westerns deals fail in China. Western business people 

want quick and fast profit but the Chinese business people want long-term gain. The 

famous Chinese philosopher Confucius, who was alive 500 B.C. had a big influence on 

the Chinese culture. His teaching had positive and negative influential rated values of this 

dimension. However this also applies to countries that do not have the Confucian 

heritage. (Hofstede, Geert, 2011); (Hsee, Christopher K., 1998);(Hofstede, Geert, 1994) 

 

By looking at Hofstede study people that intend to start doing business or establishing 

business relationship in China will see that the Chinese have different values than 

Westerns. For instance the Chinese may have different look on who is the boss in a 

company. Westerns tend to go to the ranking boss for a approval of any kind while the 

Chinese go to the owner itself or the head “boss”. By knowing this can save much time in 

the negotiation process, because if a Western negotiating in China doesn’t know this 

he/she will spend valuable time negotiating with a person who is not really in charge or in 

command. 
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China is a collectivist society which means that the hole group will take responsibility of 

mistakes but not a individual. (Morris, Michael W., 1994); (Hofstede, Geert, 2011) 

Therefore an individual will not take decisions if he/she does not have the authority to do 

so. The individual will always have to take some time to ask for approval for any major 

decision. While in Western world the individual will take the risk and take sole 

responsibility of his actions. China is changing regarding roles and laws. The Chinese are 

trying their best to meet western laws and regulations. Long-term relationships are very 

important in China. They will always prefer long-term relationship rather than short time 

profit. If going into business in China companies must bear in mind that it will take time 

to build up a good and healthy business relationship. 
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3.8 History impacts the Chinese business culture 

“To understand China, it’s essential to understand Chinese history”  – Rosemary Coates, 

2009. 

The Chinese history is a part of Chinese thinking and consciousness. The history also has 

shaped how business is conducted. It is essential to obtain basic knowledge about 

Chinese history to appear familiar in front of business partners or contracts. (Coates, 

Rosemary, 2009); (Collins, Robert, 2007) 

 

3.8.1 Imperial era 

Chinese civilization is among the oldest in the world, dates back some four thousand  

years. For the first three thousand years China was ruled by an imperial government. The 

Forbidden City of Beijing was the residence of the emperor. Common people were not 

allowed to access the Forbidden City as the emperors and empresses were isolated from 

the population. Provinces were ruled by local governments. Despite China is ruled today 

by a communist government, access still is somehow limited. Rural areas are governed 

by local authorities and they interpret the laws set by the central government in Beijing.   

Consequently – the laws can be interpreted in different ways depending on local 

authorities. (Coates, Rosemary, 2009); (The Cambridge history of China, 1986)  

 

3.8.2 The Silk road 

For over 3000 years, the Silk Road was an overland network of trade routes followed by 

European traders, peaking during the middle ages and the early renaissance era.  These 

routes stretched all the way across Asia to Venice, Italy.  They are credited for 
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transporting culture and technology and are named after the beautiful silks of China.   

Traders brought back paper, gunpowder and advanced ideas as bridge-building 

architecture and many other Chinese inventions. Later the Silk Road was replaced by sea-

routes, as the overland travels became dangerous by time. Europeans began sailing to the 

eastern ports of China, which were originally developed by the Chinese emperors and 

Europeans in common. The busiest seaports were Hong Kong, Fuzhou and Shanghai. 

This marked the infrastructure for trade in modern China. In the 18th century, European 

and Japanese traders conducted their business on inland rivers and waterways in China.  

The merchants traded opium for highly valued Chinese tea. The government under the 

lead of empress Dowager Cixi was ineffective of dispatching the Chinese army against 

the traders. This led to concession of Chinese waterports to Europeans and Japanese. 

(Coates, Rosemary, 2009) 

 

3.8.3 Modern business is shaped by Chinese history 

The history of China, particularly the last two hundred years, is important to the 

fundamental understanding of China today. The years between 1850 and 1949 are 

remembered as the humiliating years. China was relatively defenseless against 

Europeans.  Europeans and Japanese seized control over harbors and Chinese trade. They 

also introduced Christian missionaries into the country. In return of these events, 

resentment towards foreigners grew rapidly. As a result, it is preferred and sometimes 

bound by law, that Chinese majority should rule the ownership of a foreign company 

operating in China. The focus is to protect China from being controlled by foreigners in 

the future. The government control on foreign ownership also is linked to the memories 
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of the Japanese occupation of China during the World War II, where hundreds of 

thousands of civilians were killed by the Japanese military forces. These historical events 

urged China to prevent foreign control to be repeated. Still today, jointly owned ventures 

can be found with Chinese majorities. (Coates, Rosemary, 2009); (The Cambridge history 

of China, 1999); (The Cambridge history of China, 2002) 

 

3.8.4 Knowing the key figures in China’s history 

Along with the key events of the history, it’s also important to recognize the key figures 

of the Chinese history. These figures have influenced China today. One of those figures is 

the philosopher Confucius. His philosophy, named Confucianism, is a fundamental 

theory taught in Chinese elementary schools. The key values of Confucianism are 

respect, restraint, thoughtfulness and study, which is evident in Chinese culture. 

Confucius was around from 551 to 479 BC.  He was a political figure, thinker, mentor 

and the founder of the Ru School of Chinese thought. His ideas explain how men should 

live their lives, interact with others and how they should govern and form the human 

society.  One important aspect of this is the Confucian inspired behavior in negotiations, 

where the Chinese will never publicly disagree with you in order to allowing you to “save 

face”. It is essential to check and recheck that the Chinese agree with and what you ask of 

them.  Otherwise it will risk unnecessary surprises where something different will happen 

or nothing will happen at all. This is considered as a respectful treatment to the 

counterpart, as it is a common Asian practice.   Instead of disagreeing in public, the 

Confucian values emphasize the importance to avoid embarrassing anyone – you must let 

them save face. (Coates, Rosemary, 2009) 
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Another key figure to identify is Sun Yat-sen. He is regarded as the father of republic. 

Sun was a revolutionary who, with the support of rebels, overthrew the imperial 

government in the early 20th century. Sun established China as a republic state in 1912 

on three basic principles; nationalism, democracy and equalization. These principles were 

the fundamental principles for the Nationalist movement of China for the next 25 years.   

Sun Yat-sen died in 1924 and his successor was Chiang Kai-shek, another key figure in 

Chinese history.   (Coates, Rosemary, 2009); (The Cambridge history of China, 1997)  

 

Chang Kai-shek was a firm believer of Sun Yat-sen ideas, especially by instigating the 

nationalization of land and other socialist component of Sun’s economic program.  As the 

Nationalists were able to restore China’s industry and bring financial reform, they 

neglected to raise poverty and equalize the economy, especially towards peasants. This 

was the downfall of the Nationalist party as the Communists seized control of China 

through the peasant revolt.  (Coates, Rosemary, 2009); (The Cambridge history of China, 

1997)  

 

On December 8, 1949 – Chiang and the Nationalist government fled to Taiwan. Up to 

this day, two governments are dividing China, the communist government on the 

mainland and the nationalist government of Taiwan. There hasn’t been any resolution to 

this problem as Taiwan seeks recognition as a sovereign state. However, many factories 

of Southern China are owned and controlled by Taiwanese people. (Gray, Jack, 2002); 

(Coates, Rosemary, 2009) 
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The Chinese Communist Party (CCP) began with the May fourth movement in 1919. The 

goals were to eliminate the Confucian culture and replace it with western ideas. The 

communist movement resented imperial rule and traditional Chinese culture. They 

brought new ideas about culture, politics, economics and education. This was the first 

time in Chinese history when political and social issues were discussed or written in 

public. (The Cambridge history of China, 1999); (The Cambridge history of China, 

2002); (Coates, Rosemary, 2009) 

 

Mao Zedong, the controversial leader of the CCP was both glorified and admired. He is 

considered to have dragged China out of meager agriculturalism. In parallel, he tried to 

develop labor intensive methods of industrialization by focusing on manpower rather 

than capital expenditure or machines.  Bypassing slow industrial progress, he urged the 

development of small furnaces in every village. They were intended to broaden the 

industrial steel production process. Mao served as China’s leader until his death in 1976 

when Deng Xiaoping took his place. (Coates, Rosemary, 2009); (Karnow, Stanley, 1990) 

 

Deng Xiaoping instigated new economic reforms and new socialistic thinking. He 

developed the concept of Socialism with Chinese characteristics and social market 

economy. He opened China partially to the global market. He was credited for advancing 

China to faster growing economies by opening special market zones in Shenzhen and 

Shanghai. (The Cambridge history of China, 2005); (Coates, Rosemary, 2009) 
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Jiang Zemin succeeded Deng Xiaoping. He supported the economic reforms and growth. 

During the 1990s, Chinas economy grew 11,9 percent annually. During this time, about 

120 million people were pulled out of poverty. (Coates, Rosemary, 2009) 

Hu Jintao succeeded Jiang Zemin and is the current president of China.  His focus is on 

growth and the environment. (Coates, Rosemary, 2009) 
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3.9 Geography  

China is located in Eastern Asia and borders the East China Sea, Korea Bay, Yellow Sea 

and South China Sea, between North Korea and Vietnam. China is slightly smaller than 

the US. It is the fourth largest country of the world, 9,6 million sq. km. China borders 

Afghanistan, Bhutan, Burma, India, Kazakhstan, North Korea, Kyrgyzstan, Laos, 

Mongolia, Nepal, Pakistan, Russia, Tajikistan and Vietnam. Although the country 

borders 14 countries the coastline is 14,500 km. (Central Intelligence Agency [CIA], 

2011); (Chang, Gene, 2001);(Saxon, Mike, 2007) 

 

Figure 3: Map of China 
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3.10 Demographics 

A large population characterizes the demographics of the People’s Republic of China. 

The nation has a relatively small youth cohort, which is partially a result of the one-child 

policy. The population policies implemented in China since 1979 have contributed to 

prevent approx 400 million births. (Université De Geneve, 2006)  

China's population is over 1,3 billion, the largest in the world. However, according to 

some estimates, it could be much higher or over 1,5 billion. (China Briefing News, 2007); 

(Saxon, Mike, 2007) 

The official spoken language is Putonghua. Its pronounce is based on the Beijing dialect 

of Mandarin. Other languages and dialects include other Mandarin derivatives, and Wu 

(Shanghainese), Yue (Cantonese, mostly spoken in the southern part of China), Minbei 

(Fuzhou), Minnan (Hokkien or Taiwanese, Teochiu), Xiang, Gan and Hakka, as well as 

languages of the minorities. (Central Intelligence Agency [CIA], 2011) 

 

After all above the author finds it important, when sourcing new suppliers in China or 

setting up a factory, to know the basic geography and demographics. China is a large 

country, and it could be costly if a manufacturer is located far from seaports.  
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3.11 Political environment 

People that intend to do business in China should be careful about talking politics with 

Chinese acquaintances. However it is helps to have some understanding on the subject 

because politics of a country affects law and legislations, thus affecting contracts and 

cross border business. (Collins, Robert, 2007) This section provides a brief political 

environment overview.  

 

3.11.1    Current political situation 

Under the command of the CCP, Chinese institutions are instructed and directed to follow 

the authoritarian and ideological aims of the central government in Beijing. Due to the 

oversized population and the size of the country, the nation consists of diverse culture, 

different ethnic groups with different economic background and politics. Therefore the 

central government is under a pressure to build up certain consensus for the nation.  This 

consensus can be overviewed as a flattening power to the current imperial.  The influence 

of the CCP is decreasing because institutions outside are gaining more power.  However, 

the political power of CCP is still enormous as the party is still very influential when it 

comes to governmental offices, urban economy, industrial and cultural settings. (Ministry 

of Foreign Affairs China, 2011); (Collins, Robert, 2007) 

 

Today, China is a recognized force in the world economy. The country gained more 

power these last years by supporting the US government through its great economic 

growth. This ensures that poverty is declining. Unlike in many Western countries people 



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 40 

in China support government policies whether they voted for them or not. (Ministry of 

Foreign Affairs China, 2011); (Saxon, Mike, 2007) 

 

International companies doing business in China are sometimes concerned about the 

ability of the Chinese judicial system. This is because they prefer ability to protect their 

legitimate business interests. Because of this it is important for companies to have basic 

knowledge about the political and legal environment.  

 

3.12 The legal system 

There are some risk factors involved in doing business in China. One of the reasons is 

that the Chinese legal system differs from what westerns are used to. When doing 

business in China the Chinese rules are to be followed. (Saxon, Mike, 2007) The Peoples 

Republic of China has ever since it adopted the reform and the opening policy  preserved 

the development of the socialist democracy and the improvement for its legal system.  

Over the decades the nation has intimated a primary socialist legal system with Chinese 

characteristics and improved its legislative quality. It also has at the same time made 

progress in law enforcement, legal supervision, justice administration, publicity of law 

and legal system. Since the year 2001 when China entered into the World Trade 

Organization (WTO) the laws and regulations have been changing. From this time China 

has amended more than 2000 laws and regulations. It is a hard international business to 

follow all legal changes in China. (Fusen, Zhan, 2004); (Clarke, Donald C., 2003); 

(Saxon, Mike, 2007);(Lord, James Vincent., 2007) China is not lawless. In fact it has 
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plenty of laws and many of them are enforced. Laws in China are intentionally vague but 

they are improving. (Collins, Robert, 2007)  

 

3.12.1   The Governance 

It can take a lot of time for foreigners to entry China because of the huge numbers of 

approvals and licenses that have to be applied for from many ministries. This is not only 

time consuming but also creates opportunities of abuse from the people who are in 

power. The country is divided with different local laws, that sometimes are even more 

modern that the State law. State law will still rule above these more modern laws. 

According to Transparency International, China is ranked 78 when it come to 

vulnerability to corruption. Kickbacks and thefts of confidential information are well 

known within the Chinese culture. (Central Intelligence Agency [CIA], 2011); (Coates, 

Rosemary, 2009) 

 

The author finds it essential for companies doing business in China to understand that it 

is just as important to know laws in this country as in the home country. They have to be 

prepared if some problem appears with the supplier. For instance if they do not  receive 

expected products. It also is vice to know what to be aware of in legal perspective in the 

negotiating stage to being able of negotiating from any future problems.  
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3.13 Infrastructure 

China has become an industrial giant. The infrastructure in China has changed during the 

years to support this change. The country has changed a lot over the past decade. Around 

10 years ago a trip from Shenzhen to Guangzhou by car took around six hours. On the 

route only few farms, cars and equipment were seen. Working people were using manual 

tools. Today there are countless farm equipment and cars. Construction equipment and 

major projects also are overwhelming everywhere you look. This transformation also is 

apparent in Chinese cities. (Saxon, Mike, 2007); (Yepes, Tito, 2010); (Demurger, Sylvie, 

2000) The transportation in China also has transformed and developed. China has greatly 

improved the roads. Highways are being built in advantage of to the twenty first century 

technology. (Saxon, Mike, 2007); (Yepes, Tito, 2010); (Fan, Shenggen, 2004)  

 

Companies importing from China should be aware of the infrastructure. Chinese 

economic zones and the transportation infrastructure are undergoing rapid changes. 

(Saxon, Mike, 2007); (Demurger, Sylvie, 2000); (Fan, Shenggen, 2004)  

  

3.13.1   Airports 

There are around 160 civilian airports in China. The top ten serve almost 60% of 

all air travelers in China. In 2008 some 56 million passengers did travel through 

the Beijing International Airport. The Chinese government is developing a similar 

network as the United States did to build cargo flight network all over the country. 

(KMPG, 2009); (Jin, Fengjun, 2003); (Saxon, Mike, 2007) 
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3.13.2   Roads 

The Chinese operate the second largest highway and expressway network in the 

world. The road network has been growing around 20% every year since 2000. 

This program belongs to the 11th consecutive five years plan of road 

improvement. The reason mainly is increased number of private automobiles 

demanding efficient road system. (KMPG, 2009); (Roberts, Ian, 1995) 

 

3.13.3   Rail 

China operates the 3rd largest railway network in the world. The plan is to expand the rail 

network from 78,000 km in 2007 to 120,000 km in 2020 where 60% will be electrified. 

Over the next three years it is planned to invest in 800 new high-speed trains. Subways 

and light rail are critical for the major cities in China. With increasing number of cars on 

the streets the underground system is the fastest way to travel, especially during the 

busiest hours of the day. (KMPG, 2009); (Frazier, Mark W., 2004)  

 

3.13.4   Seaports 

China operates three of the top five busiest seaports in the world. Shanghai already is the 

world’s largest container seaport. China’s main ports are located close to the three main 

manufacturing areas. They are Pearl River Delta in Guangdong, the Yangtze River 

around Shanghai and the Bohai Rin around Beijing. (KMPG, 2009); (Song, Dong-Wook, 

2002) 
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3.13.5   Telephones and Internet 

China is number one in the world when it comes to both telephone main lines and cellular 

phones. China telephone and mobile systems are rapidly growing. In China there are 

more Internet users than elsewhere in the world. (KMPG, 2009); (Harwit, Eric, 2003) 

 

After researching and studying the infrastructure the author finds it important for 

companies to study infrastructure before doing business in China. Basic knowledge such 

as where airports are located is helpful in order to make traveling in China more 

comfortable. Also when a company needs an urgent product by air courier it is essential 

to know from where the product should be departing. It is good to know the road and 

railway system because companies may need to use it to send products to ports or other 

destinations. Most business is done through Internet and telephone. It is encouraging for 

western companies to know how effective and reliable the Internet and telephone services 

are. 

  

3.14 Economical environment 

China’s economy has over the past 30 years changed from a centrally planned system, 

closed to the outside world, to a market-oriented economy. The changes started with 

phasing out collectivized agriculture. This expanded to include the gradual liberalization 

of prices, fiscal decentralization, increased autonomy for state enterprises, the foundation 

of a diversified banking system, the development of stock markets, the rapid growth of 

the non-state sector, and the opening to foreign trade and investment. In recent years, 

China has reinvigorated its support for leading state-owned enterprises in sectors it 
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considers important to "economic security". (Central Intelligence Agency [CIA], 2011); 

(Taylor, Glen, 2001); (Chang, Gene, 2001); (Fukuyama, Francis, 1995); (Saxon, Mike, 

2007); (Demurger, Sylvie, 2000) 

 

The author believes that better knowledge about the Chinese economy will help 

companies that wish to go into business in China. Their economy improvements over the 

last years is remarkable. Since the death of Mao Zedong the government policy has been 

more pragmatic. China has tried to point their economy more and more toward free 

enterprise. During last years China has enjoyed an economic growth rate that few or no 

other countries in the world have obtained. By looking at the economy alone it is clear 

how fast China is changing. It is helpful when dealing with the Chinese to know about 

the basic business forms such as Chinese family business and Chinese state enterprises. 

By knowing this foreigners should gain a deeper understanding on how companies 

perform in China.  

 

3.15 Chinese family business 

In Asia connections and relationships are important. There is a distinction between 

insiders and outsiders. Insiders are the family members and friends, but the outsiders are 

other unrelated workers. Outsiders need to work harder than the insiders if they want to 

build up mutual trust in the company. However they may never gain as much credibility 

as the insiders. The insiders, such as family members, automatically are promoted to 

higher levels of vacant positions within companies while the outsiders, sometimes of 

higher qualifications, remain in the same occupations year after year without any 
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promotion. There are five defined groups of occupations within Asian family companies. 

They are the members of the core family, close relatives, distant relatives, long-term 

employees and not related employees. (Backman, Micheal, 2001); (Stewart, Alex, 2003); 

(Fukuyama, Francis, 1995) 

 

Average Chinese family driven businesses employ around 50 workers. Most of them 

remain unchanged year after year, even though there has been rapid economic growth in 

China for long time. The expansion should have opened opportunities to expand to 

become large corporations but still most companies prefer to keep permanent profile. As 

long as the family business is able of providing enough capital, or to borrow from 

friendly sources for the family, the ownership of the business remains in status quo as a 

private property of the core family. A typical Chinese family business will not be shared 

with any friend or any partner as long as it can provide its own capital. (Backman, 

Micheal, 2001); (Stewart, Alex, 2003); (Chua, Jess H., 1997); (Davis, John A., 1997); 

(Lord, James Vincent, 2007) 

 

The structure of most Chinese family businesses is rather simple. Most of them can only 

concentrate on doing one thing only, such as production, sales or service. The main 

reason for many of small Chinese family businesses is a phenomenon called the "laoban 

syndrome". The laoban syndrome is a cultural problem that in the Chinese business   

world stands for the desire of becoming a boss. The workers and employees in China 

respect their bosses. They suppose and image what their boss could be thinking and tailor 

their thoughts and ideas accordingly. If the employees or workers (subordinates) come up 
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with a new proposal or idea it has to be expressed respectfully and in a formal way in a 

private meeting. This inspires creativity of the workers especially the foreign and low 

ranked employees. Family businesses do seldom seek to hire managers from outside of 

the business. Sometimes it causes problems if family members are upgraded to a 

demanding position but do not have the appropriate education for the job. Because of this 

many Chinese families send their children overseas for a Western education. In Chinese 

family businesses nonrelated consultants are seldom hired to help companies to organize 

or improve. This is mainly because of the lack of trust for others than family members. 

(Backman, Micheal, 2001); (Carney, Michael, 1997); (Chua, Jess H., 1997); (Lord, James 

Vincent, 2007)  

 

If a Chinese family business which does not have enough skills ends up in a crisis, it is 

unlikely that the business would ask for help from outsiders and it probably will rather 

end up in a bankruptcy than to beg for support. Amending the Chinese culture is almost 

impossible because it is stable and old. Consciousness of class is extremely high in 

China. If the workers are not of the family or regarded by the family they may not expect 

too good treatment.  If a young family member for instance holds a MBA degree or other 

similar business degree form a western university he or she will get more chances and 

opportunities within the company. Distrust on foreign and local employees is endemic. 

The Chinese people always prefer their family members to outsiders. The Chinese are 

said to be clever deal negotiators and the best dealmakers throughout ASEAN 

(Association of Southeast Asian Nations). The Chinese business framework of the cash 

generation cycle and the mentality of fast in - fast out is one of the main advantages of 
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Chinese companies. (Backman, Micheal, 2001); (Chua, Jess H., 1997); (Davis, John A., 

1997)  

 
3.16 Chinese state enterprises 

 
Since the establishment of the People’s Republic of China, the Chinese state enterprises 

(CSE) have been a driving force in the development of Chinese economy. Especially in 

larger and medium sized CSE. The state Council can use its right of property ownership 

over CSE at any time. In 1992 there were 11.000 large and medium CSE that counted 

2.9% of CSE. However together they covered 50% of China’s total industrial value and 

67% of the nation’s tax revenue. (Chen, Min, 2004); (Broadman, Harry G., 1999) 

 

There are key factors that have influenced the development of the CSE, for instance the 

nature of the economic system, many states policies and the role of the market. The CSE 

have more then 45 years of operating experience. Through that time they have undergone 

some changes. These periods of changes can be divided into two parts, with 1979 is the 

year that part 1 ends and part 2 begins. Before 1979 can also be divided into smaller 

sections. The nationalist government took under its control many of the heavy industries 

in China, not only Chinese enterprises but also Japanese and German enterprises. This 

was before the nationalistic government that was defeated in 1949 just after the end of 

Second World War. By the year of 1946 state and foreign capital ruled the industry 

sectors in China. When the Communist Party took over, the bureaucratic capitalists ruled 

all major banks, the heavy industry, all highways, airlines and railroads, many large 

trading companies, 50% of the shipping tonnage, the largest industrial enterprises and the 
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light industry. Soon after the Communist Party gained power they transformed all 

enterprises belonging to capitalists and foreign owned companies and turned them into 

state enterprises. In the following years they also turned national capitalist industrial 

enterprises from private hands into state property in the socialist transformation. (Chen, 

Min, 2004); (Zhao, Yaohui, 2001) 

 

Following years due to historical and political reasons, China began to simulate the 

Soviet way of industrialization in 1953. At this time China implemented the Five-Year 

Plan. With this plan they emphasized a highly centralized economy model. This meant 

that the state council of the central government commanded the all decision-making and 

control power of the whole nation economy. This plan was implemented by force and 

covered almost every aspect of the economy. In year of 1957 central government 

controlled 75% of the country’s financial resources. The state was all in one the owner, 

operator, and employer. (Chen, Min, 2004) 

 
Since 1979 the operational environment of the CSE changed along with many 

opportunities and challenges. There are three major factors used earlier that have changed 

or been adapted. The old highly centralizes model was obsolete. It did prevent the 

promotion of productivity. Now the government does not longer rely on administrative 

directives and imperative plans. In 1991 the Planning Commission had been reduced by 

50%. This means that CSE has more decision making power which affects the role of the 

market. After 1991 the government and enterprises made good progress in clarifying the 

relationship of the state as CSE owner. A progress has been made in the relationship 

between the enterprises and the government. To clarify the relationship of the state as the 
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CSE owner, the state has separated the ownership and the power of the management in 

some CSE. The CSE have the right to manage while the state enjoys the ownership. In 

part two these factors have changed the market. The market in China has changed and 

developed since 1979. Since then the consumer, production and service markets have 

expanded rapidly. The Chinese have quickly marked huge financial, real estate, labour 

and technology markets. The third factor has changes the country’s policies. The changes 

are in financial and taxation policies. Also the numbers of goods with prices controlled 

by the state have decreased. In that way the market is more controlling the price instead 

of the government. There has also been a significant change in the personnel and labour 

polices. For an example if CES have good income and are well managed they have little 

space to increase total sum of wages. The CSE have been moving from the product 

economy model into market economy model. This has had tremendous role in the 

economy growth in China since 1980’s. (Chen, Min, 2004); (Li, Wei, 1994); (Jefferson, 

Gary H., 2000); (Woo, Wing Thye, 1994) 

 

After reading through all the paragraphs above and learned somewhat about the Chinese 

national culture, history, business culture and etc. we should now focus on how foreign 

firms should concentrate and conduct researches to source suppliers or manufacturers in 

China. 
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4. Importing from China 

Manufacturers in China have cost advantages over companies producing in Europe and 

North America. As China is competitive on manufacturing at lower costs foreign buyers 

try to source products there. The sourcing capabilities are not only for large multinational 

companies. Many small and medium sized companies also have been successful in China. 

(Collins, Robert, 2007)  Chinese firms are not always as customer oriented as firms of 

western nations. This means that news about customer complaints do not travel as fast or 

as far as they do in the West. Running a research on a Chinese firm or company before 

doing business is advisable. (Saxon, Mike, 2007) In the following chapters the author 

tries to explain how importers should approach suppliers in China and how to avoid 

common issues. 

 

4.1 Tradeshows 

Sourcing suppliers in China is quite easy, but finding a good one could be more difficult. 

The most common ways to pick out Chinese suppliers is over the Internet or by attending 

Tradeshows. In China there is a bunch of tradeshows and there is good possibility that 

your industry has got one or more. (Vincent Lord, James 2007); (Collins, Robert, 2007) 

Tradeshows are a helpful starting point for companies searching new products. They 

offer conventional access to new products, suppliers and new opportunities. A tradeshow 

is a productive method to get into direct touch with Chinese suppliers in order to start up 

and also to sustain a business relationship. (Saxon, Mike, 2007); (Lord, James Vincent, 

2007); (Collins, Robert, 2007) When visiting tradeshows in China, buyers should be 
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aware that the exhibitors have different exporting experience and capabilities. 

Tradeshows sometimes might give the impression that it is relatively simple to purchase 

products from China. Among the exhibiting companies there are some less experienced 

and less reliable. Importers should keep in mind to be careful about the integrity of 

information received from exhibitors. It can be necessary for buyers to investigate further 

the information provided by exhibitors, such as about quality, pricing and delivery terms. 

(Lord, James Vincent, 2007) 

 

4.2 Export licenses 

It is important to check if your supplier is a holder of a valid export license. If the 

supplier in question does not hold such a license you could still manage to purchase, but 

then only by making a deal with a trading company holding the said license. This of 

course would mean more cost for you. However you should be in a bargaining position, 

as the trading company is bypassing the sourcing phase. (Saxon, Mike, 2007) 

 

4.3 Factory visit 

Visiting the factory of a new supplier could be a relationship building experience. Before 

placing new orders, the importer should be convinced that the factory is capable of all 

commitments. To check for the factory certification is a good way to start. It could be 

helpful to check if the supplier produces for any known western retailer, as in such case 

the factory already could be approved for demanded production. There are several 

companies that check the financial health of Chinese suppliers before doing business. 

(Lord, James Vincent, 2007) It is a common problem that foreign orders are outsourced, 
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in part or whole. This is not good as the importer may have approved a particular factory 

and inspected it, but has no idea of what the other factory is like. Therefore it is necessary 

to check if the factory has the machinery required to produce the product. The only safe 

way to guard against outsourcing is by visiting the factory when the product is being 

made. (Collins, Robert, 2007)  

 

4.4 Quality inspection  

A good way to follow up product quality is when the buyer carries out his own quality 

inspections. This service also is available from a third party as outlined in the following 

chapter, “Quality inspection companies”. Larger buyers sometimes retain their own 

offices to concentrate on quality inspections. Those who are not permanently based in 

China could send their own employees occasionally to perform inspections in site. Low 

paid employees should not be sent to do quality inspection. Someone could try to pay 

them off. Inspections should without exception be made when buying from a supplier for 

the first time. (Collins, Robert, 2007)  

 

A common issue in dealing with suppliers is when the products of a shipment don't match 

the samples approved. The best way to protect oneself against this is to keep specimen of 

the samples. At least four final samples should be requested from the supplier. Then the 

supplier should sign and date all the four samples. After you have approved them, then 

you should sign and date them too. Two of the samples should be given back to the 

supplier and the other two you should keep in sealed box or container (If they fit into 

something like that). You should ask either the seller or a Chinese notary publici to date 
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and stamp the sealed box with his chop (official seal). If you at later date need to go into 

arbitration or court you have the evidence of the approved sample. (Collins, Robert, 

2007)  

 

There are many companies in China that offer quality inspection service to third parties. 

When it comes to buying goods from China, importers often use these quality inspection 

services. There are four types of inspections mostly used. First type is the pre-production 

inspection, where the buyer will get to know what kinds of raw materials are used. The 

reason is that sometimes factories try to cut down cost by using substandard materials. 

This inspection also could been used to check if the factories are following blueprints 

properly. Chinese factories are sometimes known for not respecting the buyer’s 

blueprints or for modifications in order to make the production process easier and faster. 

(Quality inspection tips, 2011) 

 

The second type is made during production, an inspection called Dupro. This inspection 

gives the buyer a chance of an early idea of the product quality. This type is mostly 

underrated but is a useful tool for importers that often only rely on final inspections. It 

takes place on early-finished products. If there is a problem with the quality it can be 

fixed early on. It gives the buyers also some space to plan ahead and avoid delays. 

(Quality inspection tips, 2011) 

 

The third type is the final random inspection, or pre-shipment inspection. It is the most 

common type of Quality Control (QC) check. This inspection takes place when all the 
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shipment quantity is finished and at least 80% of it already is packed. It is done in order 

to confirm quality of production, rather than to notice problems early. (Quality inspection 

tips, 2011) 

 

Fourth type is the container loading inspection. Like the pre-production inspection 

importers do not often use it. But it can pay off to use it in some cases. For example if the 

buyer has a loading plan that has to be strictly followed. Also when several suppliers 

bring their products to consolidation. It is rare that all four types of inspections have to be 

used for the same project. Mostly there are only one or two procedures used, but this 

depends on the buyer needs.  (Quality inspection tips, 2011) 

 

4.4.1 ISO Certification 

Nowadays, larger companies and even small ones, subject their orders to the quality 

standard of the manufacturer.  The standard in question normally is an ISO certification. 

Companies going into business in China should bear in mind that it is possible to 

purchase an ISO certification even without fulfilling the official requirement. There are 

companies that understand what foreigners are looking for. Therefore some of the 

suppliers sometimes try to visually impress them. It is wise to check for the ISO 

certification in a factory before entering into business and make sure that the condition of 

the ISO certification is truly met. (Collins, Robert, 2007); (Saxon, Mike, 2007) 
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4.4.2 Quality inspection companies 

One company that specializes in this kind of inspection is named Full circle inspection. It 

is located on Mainland China and projects itself to be a third-party quality inspection 

company. It maintains a team of inspectors who are all locally qualified professionals. 

They ensure that both local and international requirements are met. Full circle inspection 

was founded in 2003 in Jiangsu, China. (Full circle inspection, 2011) Another example is 

Asia Quality Focus (AQF) and is managed by western people. Its main focus is quality 

control services. The company is registered in Hong Kong, with field of operation in 

China. Professionals from USA and Europe own it. The company additionally operates in 

Bangladesh, India, Pakistan and Taiwan. AQF staff is composed of quality controllers 

and international trade experts. They claim their employees are picked for their technical 

expertise and experience. The staff is regularly trained to meet highest standards. (Asian 

quality focus, 2011) 

 

4.5 Trading Companies 

Twenty years ago many buyers were skeptical about trading with China. Instead they 

used trading companies, such as from Hong Kong to get products through there from 

China. Now China has become more easily accessible to most.  Buyers are more willing 

to do business with the Chinese directly with out the middlemen. The Internet has had 

much impact in this development. (Lord, James Vincent, 2007) 

 

A good trading company could add a lot of value.  It normally knows the right supplier to 

your needs. It manages the supplier, should do the quality control itself and should pass 
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along volume discounts. Even good factories can run into internal problems but good 

trading company should by able of giving money back or ensure your product. Trading 

companies are often specialized in your industry. (Collins, Robert, 2007)  

 
It is convenient to use trading companies to source new suppliers. But normally it is 

costly. It is important to know the credibility of the trading company and to know how 

long it has been in business. Also to know what types of products they concentrate on. 

Many of them are state owned, fully or partly. Trading companies try to deal with the 

same sources when possible. If the trading company in question is large it can be hard to 

get necessary attention or the quality of help you are after. However if they are small 

their contact list is short and the knowledge may be limited. (Saxton, Mike, 2007); (Ellis. 

Paul, 2000); (Lord, James Vincent, 2007) 

 

Trading companies negotiate price and certainly will negotiate with the buyer for a higher 

price. They are the middlemen and perform a service that they should be paid for. The 

trading company also will charge the manufacturer a fee for shipping arrangements, often 

between 1 to 3%. (Saxton, Mike, 2007) It can be hard to find a trading company that 

takes the responsibility against defective goods or other claims. It is likely that they will 

deny any responsibility even with signed agreement that specifies what they should do in 

case of discrepancies. It can be beneficial to deal with a trading company because 

language difficulties are not likely. (Saxton, Mike, 2007); (Ellis. Paul, 2000); (Lord, 

James Vincent, 2007) 
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4.6 Letter of credit 

One of the safest payment terms in international trade, both for the exporter and the 

importer is the letter of credit. The standard, commercial “Letter of Credit” or the “L/C” 

sometimes named the “Documentary Credit” is a document issued mostly by a bank, 

used primarily in trade finance and usually provides an irrevocable and confirmed 

payment undertaking. The L/C can also be a source of a payment for a transaction, 

meaning that redeeming the L/C will pay to an exporter. L/C’s are being used primarily 

in international business transactions, not only of significant value, for deals between a 

supplier in one country and a buyer in another.  (Credit Guru, 2011) 

The L/C enhances safety in payment procedures between the buyer and the seller. By 

using L/C a bank has an involvement. The idea behind the L/C is to move the risk from 

the buyer (importer) to the bank. In fact it is a payment given by a bank to an exporter on 

the behalf of the importer. Definition of a L/C is that a buyer is the applicant, the seller is 

the beneficiary and the bank is the issuing bank. Issuing bank usually is in the country of 

the importer. The advising bank is the bank that advises the L/C to the exporter and 

usually is located in the exporters country. (Credit Guru, 2011) 

In order to receive the payment the exporter is subjected to hand in required verification 

document, normally the original bill of lading (B/L), proving within a given time frame, 

that the exporter has fulfilled its commitments of delivering the purchased goods to the 

shipping company in question in time. The B/L is thus a confirmation that the shipping 

company has received the goods according to the conditions of the L/C.  It is possible for 
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the buyer to include other conditions, such as about quality fulfillments. (Credit Guru, 

2011); (Kozolchyk, Boris, 1966) 

Though the exporter hand in this particular documents does not always mean that he gets 

paid right away. This process works both for the importer and the exporter. The exporter 

gets insurance from the bank that they have gotten the documents on time as requested on 

the L/C and importer on the other side will be insured that the bank will very well look 

through all these documents and make sure that they fit all the terms as made are in the 

L/C. The figure below does show how this circle works with L/C. (Credit Guru, 2011); 

(Kozolchyk, Boris, 1966) 

 

Typically the documents requested in a Letter of Credit are the following: 

 Commercial invoice  

 Transport document such as a B/L or Airway bill,  

 Insurance document; 

 Inspection Certificate 

 Certificate of Origin 

 (Credit Guru, 2011) 
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4.7 Panjiva 

Panjiva was founded in 2006 by Josh Green. He had been working for an electronic 

company searching new suppliers. At this time Josh thought it would be rather easy to 

find a new supplier. Soon he discovered that this was not the case. There simply was no 

reliable data out there. Therefore he founded Panjiva. In 2009 Panjiva launched it’s first 

intelligence platform for global trade professionals. Today it is possible to subscribe to a 

Panjiva database maintaining detailed information on over 1.5 million companies in over 

190 countries. (Panjiva, 2011) 

Panjiva provides clients access to hundreds of thousands of suppliers worldwide. Clients 

have access to information about all listed suppliers. This is timesaving approach with 

less risk involvement. With Panjiva’s assistance, the background check on suppliers is 

quicker and easier. It is also possible to access information about competitors and their 

suppliers. Today’s business environment changes can be sudden. Panjiva helps 

companies to avoid supplier surprises. Panjiva offers the service to alert companies when 

governments blacklist their suppliers. (Panjiva, 2011) 

 

It is essential to be careful in the sourcing process. This above is not a comprehensive list. 

However it consist some important aspect regarding the sourcing process. In the 

following chapters few companies stories and experience in doing business in China will 

be explored. 
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5. Interviews  

An interaction between a researcher and the respondent is required in interviews. It is 

important for the researcher to prepare properly before the interview by studying the 

respondents background, values and etc. To be able to carry out efficient interview the 

researcher has to have enough accumulated experience available. (Ghauri, Pervez, 2002) 

During this research the author used a both semi-structured and in-depth interviews that 

will be covered in section 5.1 and 5.2.  

 

5.1 Semi-structured interview 

When a semi-structured interview is used as an interview method the researcher has a list 

of questions on specific topics to be covered during the interview with the respondent. 

This kind of list is often referred as an interview guide, however the interviewee has 

flexibility on how to reply. Questions that are not included in the guide may be asked if 

they pop up during the interview. However all of the question on the list/guide will be 

asked during the interview. This method of interview gives both the researcher and the 

respondent the flexibility of discussion to questions that were not on the list to begin with 

and helps the interviewer to gain a deeper understanding on the research problem. (Bell, 

Emma, 2003) 

 

5.2 In-depth Interviews  

In qualitative research in-depth interviews are used to analyze materials. This benefits the 

research, as there is no group pressure on the interviewee, as it can occur in focus groups. 
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In-depth interviews offer a great opportunity for the respondent to answer the questions 

that he/she is asked in an honest way without any disturbance. The interviewer can give 

the respondent his/hers full attention to explore the subject thoroughly. It is extremely 

useful to use in-depth interviews if the investigator wants to get specific and clear 

answers. (Gates, Roger, 2008) 

 

5.3 Iceland’s business history with China 

The author found it interesting to interview Icelandic companies that have been doing 

business with China.  Also whether Icelandic companies have utilized academic methods 

from International business, while communicating, negotiating and dealing with the 

Chinese. It is interesting to find out whether Icelandic companies have had any major 

barriers or conflicts while doing business with China. In-depth interviews were taken 

with following people from the Icelandic business life: Jóhann Jónmundsson (The 

purchasing manager at ÍAV), Árni Yngvason (Owner of Vídd), Howard Klooster 

(exporter in China), Jónas Jónasson (Director Asia Manufacturing and sourcing of Össur 

hf.) The author did approach in all 9 another Icelandic importers and institutions that he 

knew that are involved in importing from China about interviewing, but all of them 

declined to submit any information or comment. 
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5.4 Íslenskir A!alverktakar / Iceland Prime Contractor (IPC) 

Íslenskir A!alverktakar (ÍAV), a contractor company that names itself Iceland Prime 

Contractor (IPC) on international level, was originally founded in 1954 by the Icelandic 

government to satisfy Iceland’s contract obligations towards the USA. The company was 

a sole-source military construction company. The company is the oldest of its kind in 

Iceland. (Iceland Prime Contractor, 2011) 

 

In 1997 IPC was reorganized into Liability Company and listed on the Iceland Stock 

Exchange. Because of the company’s internal growth and acquisitions IPC is today one 

of Iceland’s largest construction company. IPC is actively participating in construction 

industry such as commercial buildings, residential housing, official buildings and also 

other special projects. The company participates also in soil work, road construction, and 

other various projects. (Iceland Prime Contractor, 2011) 

 
Today IPC is one of two largest and most powerful construction company in Iceland. IPC 

has been doing well and reached goals that were set by the company board. The company 

has multi-faceted contractor and real estate enterprise. The company’s intention is to 

expand into other areas and it is targeting on developing financial operations. (Iceland 

Prime Contractor, 2011) 

 

5.4.1 Interview with IPC’s purchasing manager 

IPC has been doing business in China since 2003. The company has mostly imported 

goods from China. On April 13th 2011, the author had an interview with the purchasing 
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manager of IPC, Mr. Jónas Jónmundsson. Mr. Jónmundsson took over as a purchasing 

manager at IPC in the year of 2005. He handles IPC imports and has been in charge of 

IPC’s business in China.  

 

IPC’s largest trade agreements in China are steel and glass facades. The company has 

also been buying smaller constructions material from China. Between the years 2005-

2006 IPC businesses in China expanded rapidly.  From the 2003 – 2005 the company got 

hold of the Chinese market and prepared for major ventures there.  

 

The company and Mr. Jónmundsson prepare well before IPC started to import from 

China. Due to language barriers and knowledge on the Chinese market, the company 

hired a Chinese origin consultant, which has been there since 2003. The consultant is 

always present when the company is negotiating with suppliers in China. It is important 

for IPC to have local consultant to avoid misunderstandings and mistakes. The consultant 

is always present in every meeting that IPC has with Chinese suppliers. According to Mr. 

Jónmundsson IPC does not approach this strategy when they do business in other 

countries. IPC only uses a local person in China mainly because of language barriers.  

 

IPC biggest Chinese supplier is in Wuhan, China. The business relationship has been 

developing and IPC have a good experience from this particular supplier. IPC also do a 

lot of business in south of Beijing, China. That is their main source point of steel. That 

area is a heavy steel industry. It took a while for IPC to assimilate the business culture in 

China. The company is over all pleased with its experience in there. However the 
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company has bumped to some problems, but only in terms of negotiation process. Mr. 

Jónmundsson said that did not only just apply to China, because companies run into 

problems everywhere.  

 

The Chinese have different quality standards than Icelanders and Europeans. The quality 

control in China is relatively poorer than in Iceland and Europe. However it is IPC 

experience that if the business relationship with the Chinese is good, then they are more 

willing to meet the buyer’s quality standards. IPC is very strict on the quality control. The 

company does inspection itself and also used an independent inspection service company 

in China. IPC experienced with an inspection service company in China, which didn’t 

turn out well.  The company prefers to use their own employees when it comes to quality 

control. The communication with IPC employees is far better and they know the 

company’s expectations towards quality standards.  

 

It is Mr. Jónmundsson experience that with thorough inspection the Chinese suppliers 

will deliver the quality and put more effort into the business relationship. IPC success in 

China can be traced to their prep work for the business in China.  

 
It can be difficult to find reliable suppliers in China. Mr. Jónmundsson said from his 

experience the Chinese first invite possible buyers to take a closer look at their company. 

Often the offices are filled with trophies and awards on the walls. It is hard for Western 

people that do not read Chinese to understand what the awards and trophies are for. That 

is why it is important to have a Chinese consultant. He can evaluate whether the suppliers 

are reliable or not.  
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IPC did not ask the Chinese embassy to find out whether suppliers were trustworthy or 

anything related to IPC’s business in China. Mr. Jónmundsson was aware of the 

Icelandic/Chinese Business Council but didn’t express any interest of their services. IPC 

also is not a member in the Icelandic/Chinese Business Council.  

 

5.5 Vídd ehf 

Vídd is an Icelandic importing company. It concentrates on importing and distribution of 

selected building materials, mainly tiles and timber floors. Over last decade the company 

has been one of the leading tile importers in Iceland. Árni Yngvason and Sigrún 

Baldursdóttir founded the company in 1992. The headquarters are located in Kópavogur 

Iceland. (Vidd, 2011) 

 

5.5.1 Interview with Vídd’s purchasing manager, Árni Yngvason 

Vídd approached Chinese suppliers first in 1996, purchasing one container shipment, but 

the snowballing effect didn’t show up until in 2002. Vídd started to notice that importers 

in neighbouring countries, particularly in Germany and the Netherlands were offering 

products from China and other Asian countries.  Vídd approached some suppliers in 

China by consulting another European importer. Inquiries were made and asked for 

recommendations.  At trade fairs in Europe and North America, Vídd approached some 

Chinese suppliers who were promoting their material. When Vídd found goods of 

interest, their first step was to ask for reference, for instance if they were selling to 

Europe.  If this was the case, suppliers were asked to advise about contacts of their 
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buyers, which in most cases they did. Vídd used the information to contact the European 

importers and asked for reviews and recommendations.  This also was the case when fairs 

in China were visited.  Vídd also asked for counseling at the Chinese embassy in Iceland, 

about the Chinese business environment to identify potential risks.  With those 

approaches, Vídd thought they minimized its risk involvement.   

 

As the business affairs with Chinese suppliers increased annually, the cross-cultural 

factors started playing heavier role. Vídd came into contact with a former European 

business associate who was currently working in China.  The company relied on his 

experience and expertise to handle cross-cultural elements, for instance the meeting and 

greeting traditions, exchange of business cards and etc. Vídd refrained from hiring a 

consultant or an interpreter as most of the suppliers in question spoke good English.  

   

When a certain supplier was selected, orders were issued.  When the products had been 

selected the supplier responded with a proforma invoice, which is a copy of a commercial 

invoice, stating types and unit prices. The payment terms normally were as follows: The 

prepayment was 30% as a confirmation of the order and 70% payable as soon as the 

goods were ready for loading. Vídd contacted their transporter in China and asked them 

to contact the manufacturer about the loading and the loading date. As soon as the 

supplier had confirmed the loading date Vídd transferred the remaining 70% payment to 

the supplier as requested. After this Vídd decided to repeat the procedures. They placed 

additional orders over the coming months from assorted suppliers. The goods arrived in 
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good shape normally 35 – 45 days after departing China. This seems to be a normal 

process when it comes to doing regular business with Chinese suppliers.  

 

Although Vídd had a successful business relationship with all its Chinese suppliers the 

company ran into some problems. In November 2007 Vídd placed an order from a new 

supplier registered in China. This supplier had earlier earned a good reputation in Europe. 

He requested similar payment term as other Chinese suppliers, as described or 30% down 

on order and than 70% when ready for delivery. Vídd transferred the 30%.  Because of 

the positive reputation, Vídd instead, of establishing a L/C as normally done with new 

suppliers, wire transferred the down payment. When Vídd checked on the delivery, the 

answer was that the order was delayed because unforeseen events. The material was not 

ready, and after few request and few promises, Vídd realized that the supplier was under 

bankruptcy process. Vídd never received any reimbursement. Despite this poor 

experience Vídd still imports goods from China and has a good relationship with 

particular suppliers in China.  

 

5.6 Interview with a European exporter in China 

Howard Klooster is from the Netherlands and has lived in China for 10 years. Howard is 

an exporter and a consultant as he assists many European and American companies 

establishing business relationship in China. He also runs his own business by exporting 

all kind of goods to European and American wholesalers. He is experienced when it 

comes to dealing with the Chinese and he shared his views on the Chinese market with 

the author.  



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 69 

5.6.1 Interview with Mr. Klooster 

Mr. Klooster says that it is important for companies that import from China to make 

quality arrangements by hiring professional inspectors to perform quality checks. It does 

not really matter when the quality checks are made during the production process. But it 

is important that the supplier knows and expects the inspection to be imminent any time.  

Mr. Klooster believes that random checks are most effective, even that the production is 

double-checked or more. He also claims that some trading companies are too big. 

Nobody takes responsibility when mistakes or misunderstandings occur. Mr. Klooster 

feels it is better to deal directly with suppliers.  They solve arising problems and monitor 

the quality closer. According to Mr. Klooster, the main problem with the large third party 

trading companies in the role of the “middleman”, they take quite a share of the profit for 

themselves and at the same time the quality suffers.  That is explained in most cases by 

absence of communication between buyer and supplier. The most important thing is to 

select the right partner or factory in China. 

  

Mr. Klooster mentioned just the same as Mr. Jónmundsson at IPC that there are many 

quality inspection companies in China, but the disadvantage is that they in most cases do 

not have the required knowledge when it comes to inspection. Thus they don’t know too 

much about their client’s quality standards and therefore do not qualify as quality 

inspectors.   Mr. Klooster said that there is no final solution when it comes to doing 

business in China. It is just extremely important to establish a trustworthy business 

relationship that can settle a good product flow of good quality.  
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5.7 Össur hf. 

Össur hf. was founded in 1971 in Reykjavík by Össur Kristinsson. The company is 

named after the founder. He focused on designing improved interface for prosthetic 

sockets. He discovered the ideal properties of silicone, to be used under the Iceross® 

liner. Within few years this product had helped thousands of amputees around the world. 

In addition to this product Össur made several other life-changing products. Össur 

obtained high expertise in development, manufacture and marketing of non-invasive 

orthopedics. Össur maintains around 1,600 employees in 14 countries. They operate in 

America, Europe and Asia. They also work with a number of distributors in other 

markets. The company’s headquarters are in Iceland. (Össur, 2011) 

 

5.7.1 Interveiw with Össur’s director of Asia manufacturing and 

sourcing 

Össur has been doing business in China since 2006. The company has mostly been 

manufacturing in China. Össur’s first experience of China was when the company 

acquired another company that had been in business in China for quite a while. On April 

27th 2011, the author had an interview with the director of Asia manufacturing and 

sourcing of Össur hf., Mr. Jónas Jónasson.  

 

Mr. Jónasson has a long experience in China. He normally is located in China about 160 

days a year. He has a Chinese private teacher and is learning the local language. Because 

of this work Mr. Jónasson travels a lot in China.  
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The main task of Mr. Jónasson is to make contracts with new factories and also to do 

quality inspections. Mr. Jónasson has four employees who concentrate on the quality 

inspections for Össur. China is not the only country in Asia under Mr. Jónasson’s 

division. Hong Kong, Taiwan, Thailand, Malaysia and Singapore also are included.   

 

Össur does not have special interpreters but Mr. Jónasson says that Össur has Chinese 

employees who speak good English. All Össur’s contracts are done in the English 

language. Össur does not own the factory in China. The Chinese manufacture the 

products for Össur on contracting basis.  

 

It is Mr. Jónasson perspective that the longer Össur does business with the same factory, 

then they are more willing to adapt to Össur’s demands. He says also that the Chinese are 

willing to meet Össur’s standards. Mr. Jónasson said if the Chinese want to make changes 

they always present their ideas in blueprints. They never amend anything without a 

permission. Mr. Jónasson has good experience working with Chinese factories in this 

way. Össur often only has ambiguous ideas so the blueprints maybe change two or three 

times in the progress to a final version, and the Chinese adapt well to this.  

 

Mr. Jónasson emphasizes that the most important thing when doing business with the 

Chinese is to do quality inspections. In the long run this saves a lot of time and money. 

Factory visit is important before a factory is assigned. After a factory has been assigned, 

factories are visited at least once a year. In order to check if they stand the qualifications 

required. Then it is crucial to do regular quality inspections on the products. In the 
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negotiation process it is important to make sure that the inspections are not forgotten or 

excluded from the contracts. Also when Össur picks a factory they insist to see all 

financial documents to check the credibility. Össur’s demands are also to know what 

other companies the factory has been selling to.  

 

Mr. Jónasson feels like the Chinese economy is changing. Prices and costs are escalating. 

Mr. Jónasson told the author about how big impact it had when the cotton harvest failed 

last year. The affect was that cotton prices went up, not only on cotton but also on nylon. 

Nylon is used in plastic. It had a big effect when a small cost aspect increased and 

impacted prices in many sectors. Mr. Jónasson also envisages that the Chinese will move 

their factories out of the factory zones into the countryside to lower the cost. Össur has to 

be constantly aware of changes in China.   
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6. Conclusions  

To answer the thesis research question: 

“What are the guidelines that importing companies should try to follow when importing 

from China, in order to avoid pitfalls or mistakes?” 

 

Importing goods from China to Iceland has dramatically increased over the last decades. 

Icelanders among many other nations have taken advantage of tradeshows, the Internet 

and other tools to get into touch with new suppliers. Icelanders have realized that it can 

be beneficial to import goods from China. However misunderstandings can occur when 

trading across distant countries, especially when cultures are unlike. The problems could 

be related to cultural differences. It is advisable to study and understand different cultures 

and basic information before establishing a business relationship. The environment also 

has an impact on how people act and think. If these things are carefully analyzed, then the 

chances of misunderstanding and miscommunication are minimized. 

 

Iceland is a considered to be of low-context culture while China is of high-context. This 

means that people from these countries express themselves differently. It also is 

important to notice terms like Guanxi and Mianzi. Guanxi takes time, patience and trust 

to establish. It is imperative to keep a close consideration towards honor and pride. 

Therefore knowing and understanding Mianzi also is of advantage. These terms describe 

important aspects and behavior in Chinese culture, but unfortunately this sometimes is 

not too well understood by European and North American people. China is a collectivist 
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culture, which means that family and its honor matters a lot. However it is not enough 

studying only culture before doing business overseas. There are many other aspects that 

have to be taken into consideration, such as the legal and regulatory systems, economy, 

infrastructure and etc. 

 

Many companies in China offer quality inspection service, but seemingly of different 

kind. Information about supplier’s reliability in China can be hard to obtain. Companies 

as Panjiva can be useful to research credibility in order to minimize risk of doing 

business abroad. By using letter of credit the risk in payments is shared between the 

importer, the exporter and the issuing banks.  

 

Based on the interviews, all participants were aware of the cultural differences. All of 

them emphasized the importance of minimizing risks in international trading in every 

field. The participants agreed on the importance of using quality inspections. They used 

different approaches in order to avoid risk involvement, depending on their field of 

business, but it was clear to them that risk could never be entirely excluded. It is the 

author’s guess that some of the 9 firms declining interviews about their business in 

China, could have been either reluctant to talk about their experience because of an 

Icelandic version of the “Mianzi” or because of well-maintained business secrets.  

 

All of the things above help people who want to do business in China to minimize the 

risk of broken opportunities. There is no absolute way to eliminate problems in business, 



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 75 

but they surely could be reduced. However the author believes that his thesis could help 

businesses to find there right path.  
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8. Appendix 

 
Appendix 1 – Demographics China 

The People's Republic of China (PRC) officially recognizes 56 distinct ethnic groups, the 

largest of which are Han, who constitute about 91.9% of the total population. Ethnic 

minorities constitute 8.1% or 107.1 million of China's population. Large ethnic minorities 

include the Zhuang (16 million or 1.30%), Manchu (10 million or 0.86%), Uyghur (9 

million or 0.79%), Hui (9 million or 0.79%), Miao (8 million or 0.72%), Yi (7 million or 

0.65%), Tujia (5.75 million or 0.62%), Mongols (5 million or 0.47%), Tibetan (5 million 

or 0.44%), Buyi (3 million or 0.26%), and Korean (2 million or 0.15%). Ethnic minorities 

currently experience higher growth rates than the majority Han population. Their 

proportion of the population in China has grown from 6.1% in 1953, to 8.04% in 1990, 

8.41% in 2000 and 9.44% in 2005. Recent surveys indicate that the population growth 

rate for ethnic minorities is about 7 times greater than that for the Han population. 

(National Bureau of Statistics of China, 2011)  

Other statistics of the demographics:  

Birth rate: 12.29 births/1,000 population (2011) 

Death rate: 7.03 deaths/1,000 population (2011) 

Net migration rate: -0.33 migrant(s)/1,000 population (2011) 

Educational attainment 

As of 2000, percentage of population age 15 and over having: 

No schooling and incomplete primary: 15.6% 

Completed primary: 35.7% 
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Some secondary: 34.0% 

Complete secondary: 11.1% 

Some postsecondary through advanced degree: 3.6% 

 

Religious affiliation 

Predominantly: Buddhism, Taoism and Confucianism (Ancestor Worship). 

Minorities: Christianity (3% – 4%), Islam (1.5%), others. (Central Intelligence 

Agency [CIA], 2011). 
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Appendix 2  - Imports from China to Iceland 

 

Numbers from Statistics office of Iceland/Hagstofa Íslands regarding Import 
from China to Iceland 
 

China  
 
 

Millions ISK 
The growth 
between years 
in ISK currency 

Increase 
between years 

1988 170.6   
1989 261.9 91.3 34.86% 
1990 431.5 169.6 39.30% 
1991 550.3 118.8 21.59% 
1992 677.3 127 18.75% 
1993 931.1 253.8 27.26% 
1994 1357.8 426.7 31.43% 
1995 1531.6 173.8 11.35% 
1996 1774.2 242.6 13.67% 
1997 1959.2 185 9.44% 
1998 2418.3 459.1 18.98% 
1999 3060.6 642.3 20.99% 
2000 3772.7 712.1 18.88% 
2001 6352.4 2579.7 40.61% 
2002 6112.3 -240.1 -3.93% 
2003 7719.2 1606.9 20.82% 
2004 9806.4 2087.2 21.28% 
2005 16055.3 6248.9 38.92% 
2006 22700.4 6645.1 29.27% 
2007 21601.8 -1098.6 -5.09% 
2008 34110.3 12508.5 36.67% 
2009 22161.8 -11948.5 -53.91% 
2010 28731.4 6569.6 22.87% 

 
Figure 7: Import from China to Iceland from 1988 – 2010. 

Numbers regarding Icelandic import from China are only available from 1988. In that 

year Icelanders imported for 170.6 millions ISK. In the following year the import from 

China to Iceland grew by  34.86% or  91.3 millions ISK. The following years import 

from China slowly grew with little swings from year to year. It was in the year 2001 that 

importing from China grow significantly. In that year the import from China increased by  

2579.7 millions ISK or 40.61%. In that time the total amount of the importing from China 
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to Iceland was 6352.4 millions ISK. A possible reason for this jump might be that the 

financial bubble was in its beginning stage. In the years that followed besides 2002 were 

a incredible growth in import from China to Iceland. Between the years 2007 and 2008 

the import was 36.67% or 12508.5 millions, inn numbers  the total  import between 2007 

and 2008 went from 21601.8 billions ISK up to 34110.3 millions ISK in 2008. However 

due to the finical crisis the import from China to Iceland decreased in 2009 by 53.91% or 

-11948.5 millions. Surprisingly in the following year 2010 the import increased by 

22.87% or 6569.6 millions. (Statice, 2011) 

 

In the figure below shows the growth in percent between years in a line-chart. 
 

 
Figure 8: Import growth in percents between yars. 

In order to successfully manage a company in international environment it is essential to 

develop and gain knowledge about different countries. What countries are those with the 

fastest growing markets and the largest gross domestic product or population?  It is also 

important to know if countries are leading in international trade and whether a country is 

a net exporter or a net importer, whether the country a desirable destination for foreign 

direct investment. Managers must look at cost factors like wages, taxes and how to 



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 87 

minimize all cost. As an example it is an advantage to go to a country with favorable 

taxation. Non-financial things are important to consider, like culture and political 

environment. Unstable political environment can increase cost and risk. Change of local 

regime can mean new laws and regulations. (Beamish, Paul W, 2004) 
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Appendix 3 - The History of China  

Chinese culture is one of the oldest cultures of the modern world, the history spanning 

more than 4000 years.  Given this history that reflects from ancient time of the Neolithic 

age, through the imperial era clashing in a robust crash with the communist revolution at 

the beginning of the 20th century.  During the reforming era, which can be separated as 

the “Republic of China” and “People’s republic of China”.  The state of China was 

named the Republic of China from 1911 until 1949 when Mao Zedong led a communist 

revolution.  Since his death in 1976, the Chinese government has slowly but surely 

converged with the western capitalism with great momentum since the 1990’s. (Gray, 

Jack, 2002) 

 

Chinese civilization originated in various city-states along the Yellow river (Chinese: 

Huáng Hé, !") valley in the Neolithic era.  The written history of China begins with 

the Shang Dynasty (ca. 1600 B.C. – ca. 1050 B.C.). (Chinese Civilization, 1993) Turtle 

shells with ancient Chinese writing from the Shang Dynasty have been carbon dated to as 

early as 1600 B.C. (Chinese Civilization, 1993) 

 

The origins of Chinese culture, literature and philosophy developed during the Zhou 

Dynasty (1045 BC to 256 BC) that followed the Shang.  It was the longest lasting 

dynasty and spans the period in which the written script evolved from ancient oracle 

script to the beginnings of modern Chinese writing. (Chinese Civilization, 1993) 
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Qin Dynasty 

The imperial era started around 221 BC with the rise of the Qin Dynasty, under China’s 

first emperor Qin Shi Huang.  In 206 BC the strong Han Dynasty was established and 

during that period agriculture, handicrafts and commerce were well developed.  Three 

kingdoms reigning from 220 to 280 followed the Han Dynasty. Those three kingdoms 

were Wei, Shu and Wu.  China went through different forms of states after that, in the 

form of ether kingdom or dynasty.   Most of those dynasties were not considered as 

significant as the other eras that were noticed for great significance.  One of those 

noticeable milestones was though the period of Li Shimin (626-649).  The emperor 

pushed through policies that prospered feudal societies.  Land and water transportations 

were developed among with foreign relations with the neighboring states of Japan and 

Korea. (The Cambridge history of China, 1986)  

 

Genghis Kahn 

A historical figure and to many considered as a tyrant, Genghis Kahn founded the 

Mongol Khanate which spanned huge land space but still was at war with the Song 

dynasty (960 – 1279).  The weakness of it was that China was not unified as it was 

divided as northern and southern Song.  The Chinese-Mongol Empire was unified again 

under the direction of Genghis Kahn’s grandson, Kublai Kahn.  This dynasty was named 

the Yuan Dynasty and it spanned huge territory, as it was a part of a Chinese and Mongol 

empires. During that time, the Yuan China was most likely one of the largest states of its 

time.  Kublai Kahn made some milestones as he made Dadu, today’s Beijing, the capital. 

During this period domestic and foreign trade grew significantly as well as paper making, 
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printing, introduction the compass and gunpowder was developed and introduced to 

foreign countries.  The Yuan Dynasty lasted until 1368.  Only two other dynasties 

remained after the Yuan Dynasty.  The Ming Dynasty lasted from 1368 to 1644 and the 

Qing Dynasty was the last Dynasty to remain in China from 1644 to 1911.  A part of the 

problem for the Qing Dynasty as it lost it control in the latter years of the Opium wars. 

(The Cambridge history of China, 1994) 

 

The Opium Wars 

The Opium Wars started in 1840 when Britain began to smuggle opium into China, 

which caused a mass outflow of silver and economic upset.  The Qing government was 

unable to cope with the situation but in the end it led the signing of the Treaty of Nanjing 

with Britain, a treaty of national betrayal and great humiliation.  Those actions were a 

turning point in Chinese history because from the signing of the Treaty of Nanjing, China 

was reduced to a semi-colonial and semi-feudal country. (The Cambridge hisory of 

China, 1995) 

At the start of the 20th century, the Boxer Rebellion threatened northern China.  This was 

a conservative anti-imperialist movement that sought to return China to old ways.  The 

Empress Dowager, probably seeking to ensure her continued grip on power, sided with 

the Boxers when they advanced on Beijing.  In response, a relief expedition of the Eight-

Nation Alliance invaded China to rescue the besieged foreign missions.  Consisting of 

British, Japanese, Russian, Italian, German, French, US and Austrian troops, the alliance 

defeated the Boxers and demanded further concessions from the Qing government. 

Frustrated by the Qing court's resistance to reform and by China's weakness, young 
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officials, military officers, and students—inspired by the revolutionary ideas of Sun Yat-

sen (#$%&!$%) began to advocate the overthrow of the Qing Dynasty and the 

creation of a republic.  The creation of the Republic of China also inherited that slavery 

was abolished. (The Cambridge history of China, 1997)  

In 1919, the May Fourth Movement ('()*&'("#) began as a response to the 

terms imposed on China by the Treaty of Versailles ending World War I, but quickly 

became a protest movement about the domestic situation in China.  The discrediting of 

liberal Western philosophy amongst Chinese intellectuals was followed by the adoption 

of more radical lines of thought.  This in turn planted the seeds for the irreconcilable 

conflict between the left and right in China that would dominate Chinese history for the 

rest of the century.  During the Long March, the communists reorganized under a new 

leader, Mao Zedong. The bitter struggle between the KMT (nationalist party) and the 

CPC (communist party of China) continued, openly or clandestinely, through the 14-year 

long Japanese occupation 1931-1945, of various parts of the country.  The two Chinese 

parties nominally formed a united front to oppose the Japanese in 1937, during the Sino-

Japanese War 1937-1945, which became a part of World War II.  Following the defeat of 

Japan in 1945, the war between the KMT and the CPC resumed, after failed attempts at 

reconciliation and a negotiated settlement.  By 1949, the CPC had occupied most of the 

country. (The Cambridge history of China, 1999)(The Cambridge history of China, 2002) 

At the end of WWII in 1945 as part of the overall Japanese surrender, Japanese troops in 

Taiwan surrendered to Republic of China troops giving Chiang Kai-Shek effective 

control of Taiwan. When Chiang was defeated by CPC forces under the control of Mao 
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Zedong in mainland China in 1949, he fled to Taiwan with his government and the 

remnants of his army, along with most of the KMT leadership and a large number of their 

supporters.  With the CPC's victory, and their proclamation of the People's Republic of 

China ($+,-./0, $$,-./%) on October 1, 1949, Taiwan was again 

politically separated from mainland China, and continues to be governed by the Republic 

of China to the present day.  No peace treaty has ever been signed between the two 

opposing parties. The USSR, Great Britain, India and other nations recognized this new 

government but the United States refused. (Gray, Jack, 2002) 

Mao to present day 

Mao Zedong brought the soaring inflation under control, for example by banning foreign 

currency and a land-reform program was launched.  The early days of PRC were a period 

of economic recovery.  Agriculture was collectivized and industry was nationalized.  

With assistance from the USSR railroads were built and construction of modern large-

scale plants began. (Karnow, Stanley, 1990) 

 

 In 1976 Mao Zedong died and Deng Xiaoping succeeded him.  Deng pursued an open 

economic and diplomatic policy with the West.  In 1979 a big step backwards in China’s 

political liberalization was taken when Deng banned the Democracy Wall, a place where 

ordinary Chinese people discussed political and cultural issues without government 

interference.  At the end of 1986 movements demanding democratization occurred all 

over China and people began to express their upset with the Chinese governmental 

system.  The most famous incident took place at Tian’ an’ men square in June 1989, 

when two hundred protestors were killed when martial force occupied the Square and 
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opened fire on the crowd. Consequently, China’s reputation rapidly deteriorated. (The 

Cambridge history of China, 2005) 

 

Intention to assume a more open role regarding to world commerce were made when 

China formally applied for membership to the GATT treaty in July 1986.  But politically 

China still remained repressive and subtle.  The quality of life in China has improved as 

well as the strength of the economy but the country still is far behind most of the western 

countries. Deng Xiaoping made an effort to modernize China and with his and the 

people’s effort, reform and liberalization proceeded in China. Despite the success, there 

are still problems, such as the economic gap between the rich and the poor, that plague 

the country and it is an issue that the current government needs to address. (Associated 

Content, 2007)  
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Appendix 4 - Stats on Chinese economy   

China GDP was in 2010 $9.872 trillion.  The country was number three in the world.  

The GDP real growth rate was 10.3% in the same year but China was only in 7th place 

over the world.  When it comes to labor force China was number one in the world with 

819.5 million.  Unemployment rate was 4.3% or number 40 over the world.  China did 

invest for 47.8% of the country’s GDP, which is more than any other country in the 

world, has spent on investments.  In export China was the largest single country in the 

world, with exports of $1.506 trillion.  China’s main exports are: electrical and other 

machinery, including data processing equipment, apparel, textiles, iron and steel, optical 

and medical equipment.  China’s main export partners are USA (20%), Hong Kong 

(12%), Japan (8.%), South Korea (4.5%) and Germany (4%). China was the 3rd largest 

importer in the world.  The country imported for $1.307 trillion. Main imports wore 

electrical and other machinery, oil and mineral fuels, optical and medical equipment, 

metal ores, plastics and organic chemicals.  China’s main import partners are Japan 

(12%), Hong Kong (10%), South Korea (9%), US (7.6%), Taiwan (6.8%) and Germany 

(5.5%). (Central Intelligence Agency [CIA], 2011) 
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Appendix 5 – Examples of trade shows in China 

China fisheries and seafood exposition 

One of the largest fishery and seafood exhibition in Asia is held in Qingdao, China, 

China Fisheries and Seafood Exposition. Exhibitors from 34 countries and visitors from 

84 countries normally attend. The fair has around 500 exhibitors. The exposition features 

national pavilions from America, Europe and Asia. About 15,000 qualified buyers, both 

from China and elsewhere, attend this exhibition annually. (China Fisheries and Seafood 

Expo, 2011) 

 

China international fishing tackle trade exhibition 

China International Fishing Tackle Trade Exhibition has modernized infrastructures of 

transport, accommodation and other services. The exhibition is a commercial fishing 

event dedicated to the needs of the commercial fisherman. The trade fair attracts visitors 

from all around the world. It is a leading international fishing tackle show and has been 

operated successfully for 20 years. (China fish show, 2011) 

 

China Yiwu international commodities fair 

Yiwu Fair was first held 15 years ago in 1995. Yiwu is in Zhejiang province. The fair is 

held in October every year. In 2002 the fair was upgraded as an international 

commodities fair. In only few years the fair has grown to become one off the largest fairs 

in China. It has become the third largest exhibition sponsored by the Chinese Ministry of 

Commerce, ranking only next to the China Import and Export Fair in Guangzhou and the 

East China Fair in Shanghai. The fair has won many awards in last years for example one 
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of the Top Ten Exhibitions in China in 2006, China’s Best-outcome Exhibition in 2006, 

and the 2007 Top Quality Exhibition in Yangtze River Delta in China. (China Yiwu 

International Commodities Fair, 2011) (Bin, Huang, 2009) 

 

China Canton import and export fair 

China Import and Export Fair, also known as Canton fair, was first held in the spring of 

1957. Ever since the fair has been held in Guangzhou, China twice a year, in the autumn 

and spring. The fair is the largest in China and has the largest attendance and business 

turnovers. It has also the most complete varieties. The fair is and event of international 

importance that is comprehensive and multi-functional. (China Import and Export Fair, 

2011)  

 

Overseas buyers and Chinese exhibitioners from more than twenty thousand of China’s 

best foreign trade companies take a part in the fair. The companies are with good 

credibility and financial capabilities. Other kinds of companies also take part in the fair 

such as foreign trading companies, scientific research institutions, factories, totally 

foreign-owned enterprises, foreign invested enterprises and private enterprises. As the 

name indicates, the fair is both about import and export businesses. However the focus is 

by far more on the export. The fair is an exciting and an important place for business 

people to establish relationship, exchange business information and to establish new 

opportunities and maintain old ones. (China Import and Export Fair, 2011)  The 

exhibition hall, Canton Fair Complex, is located in Pazhou Island, in Guangzhou, China. 

The complex is the largest and most modernized exhibition area in Asia. It is is designed 



Master Thesis  International Business 
Atli Rúnar !orsteinsson  

Reykjavik University   Spring 2011 97 

with ecological concerns in mind.  High technology with integration to human utilization 

is the name of the game. Various types of business activities are carried out at the Canton 

fair in flexible ways. (China Import and Export Fair, 2011)   

The fair comprises of three individual phases of five days each. Each phase focuses on 

selected sectors of products. For instance the first phase of the spring and autumn fairs of 

2010 focused on construction products, machinery and tools, electrical products, 

automobiles and automobile accessories and parts, household products and etc. Phase two 

focused on toys, gifts, furniture, kitchen appliances, bedding and etc. Phase three focused 

on texture and garments, adult and children clothing, footwear and food. It is safe to say 

that the Canton fair covers almost anything regarding product promotion. (China Import 

and Export Fair, 2011)   

 

Shanghai World Expo 2010 

Shanghai World Expo was held in the year of 2010, from May 1st to October 31st on the 

banks of the Huang-river in the districts of Puxi and Pudong. Nations and organizations 

from all around the world had the opportunity to demonstrate and discover the full 

potential of urban life for mankind under the theme “Better City, Better Life”.  The 

participants shared their advanced notions and experiences on urban development. 

Different lifestyles, different working environment and new approaches to habitation 

were among the discoveries of the attendees at the Expo. During the Expo people could 

realize the importance of creating an eco-friendly environment. (Expo Shanghai Travel, 

2010)  
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The Shanghai World Expo did present a successful and unforgettable world exposition. 

The Expo had about two hundred international organization participators. There were 

around 20.000 cultural shows performed from all around the world. (Expo Shanghai 

Travel, 2010) 

 

The city of Shanghai, supported by the Chinese government, prepared to welcome all of 

the participants to the Expo.  Shanghai had spent several years preparing the city for the 

Expo. For instance new roads were built, new airport-runways, new urban facilities and 

also a special Expo site with a number of pavilions. (Expo Shanghai Travel, 2010) 

The theme of the Expo, “Better City, Better Life” represents the desire for better living 

standards for the future.  The main concern of the Expo is for the world to enjoy better 

living conditions for all people. (Expo Shanghai Travel, 2010) 
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Appendix 6 - Political environment 

The People’s Republic of China is a Communist state. It is divided into 23 provinces, 5 

autonomous regions and 4 municipalities. China considers Taiwan its 23rd province. 

These 4 municipalities are Beijing, Chongqing, Shanghai and Tianjin. The current 

president of China is Hu Jintao and he has been in office since 2003. Vice president is Xi 

Jinping and has been in power since 2008. (Central Intelligence Agency [CIA], 2011) 

 

Executive branch 

The National Peoples Congress appoints the State Council of China. It also votes the 

president and vice president for a five-year term. The president appoints who should be 

Premier and than the Congress has to confirm. (Central Intelligence Agency [CIA], 

2011). 

 

The State Council carries out laws that are decided of the Congress. The State Council 

consists of the premier, the vice-premiers, the state counselors, the heads of the ministries 

and commissions, the auditor-general and the secretary-general. (Ministry of Foreign 

Affairs China, 2011) 

 

Legislative branch 

The National Peoples Congress is the highest office in state power. Their task is to review 

the implementation of the Constitution, review and approval of national economic and 

social development plan and State budget. (Ministry of Foreign Affairs China, 2011) It 

has almost 3000 members and they have to be members of the Communist Party or one 
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of the eight smaller parties how are controlled by the Communist Party. (Central 

Intelligence Agency [CIA], 2011); (Paler, Laura, 2005) 

 

Judicial power 

Chinas court system is divided into Higher and Supreme courts and Intermediate and 

Basic local courts. There also is special court for military, sea, railway and forestry. The 

National court shall supervise this special court. The President of the Supreme Court is 

Wang Shengjun. (Central Intelligence Agency [CIA], 2011); (Zhang, Mo, 2001) 

 


