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Getting started

Despite regularly commuting to China (from Australia) 
for more than 8 years, many of the key issues raised 
and the subsequent lessons shared within this 
document were not truly understood, until I had 
been living in China for more than 6 months. 

The ability to grasp the entirety of an issue and analyse 
the drivers of complexity, as well as conjure effective 
solutions, takes time and on the ground knowledge.

Frequent travellers consistently miss the opportunity 
to get to the bottom of such operational complexities 
and therefore, the majority of ‘fly in, fly out’ executives 
are inadequately equipped to manage the challenges of 
doing business in China.

I believe there are five critical elements that 
Australian business leaders need to adopt in order 
to execute successful market entry and expansion 
within China.

I am the Asia Pacific Lead Partner 
for the Operations Advisory practice 
within KPMG and also lead the regional 
Supply Chain team. I recently returned 
to Australia after completing a 3 year 
secondment with our China firm. 

Based in Shanghai, I focused on providing 
market entry and expansion strategy 
related services to multi-national clients. 
Many of the projects incorporated the 
redesign of local, regional and global 
supply chains in order for clients to take 
advantage of opportunities brought about 
by variations to market conditions, the 
regulatory environment, infrastructure 
development and the ever-changing 
patterns of Asian consumers.

I am currently supporting a number 
of Australian clients to develop and 
implement their Asia market entry and 
expansion strategies. 

Peter Liddell
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However today, the primary reason for MNCs to maintain their 
operations within China is to serve the China market, or to 
be ‘in China for China’. With just under 1.4 billion prospective 
consumers and 10.6 million enterprises, in an economy that is 
larger than the combined value of Russia, Brazil and India and 
growing by USD 1.5 billion over the past 2 years, many MNCs 
continue to enter or expand their existing operations within China 
despite the slowing local economy and the adjustment to China’s 
‘new normal’.

Notwithstanding the recent increases in Australia’s trade with 
China, the number of Australian businesses exporting to China or 
maintaining operations within China is quite minimal. According 
to the 2014 Australia-China Trace Report, commissioned by the 
Australia China Business Council (ACBC), only “1 in 58 Australian 
workplaces is involved in direct exports to China”. Statistically 
speaking, that’s less than 2 percent of Australian businesses that 
are strategically focused on the China market – a market which 
is forecast to contribute approximately 30 percent of the world’s 
GDP growth over the next 5 years.

As more than 50 percent of the total population will be classified 
as Middle Income Earners (MIEs) by 2020, the future domestic 
Chinese market will be driven by this emerging middle class. 
What they want more than anything else is high quality foreign 
goods tailored to their needs. The MIEs will have strong purchasing 
power and currently are less price obsessed as long as they get 
high quality goods (especially food and personal items).

Building ‘Brand Australia’ will open opportunities

There are a limited number of Australian brands visible within the 
China market. Therefore, an emerging and significant opportunity 
is presented for government and the business community to 
work together and build ‘Brand Australia’ within China. Chinese 
consumers have begun to favour certain types of Australian 
commodities such as meat, dairy, coffee, beer, healthcare (e.g. 
vitamins) and other high quality produce items. These items are 
being imported into China, although predominately through the 
grey market and unofficial channels.

ChAFTA: a competitive advantage

The China-Australia Free Trade Agreement (ChAFTA) presents 
Australian businesses with a unique window of opportunity, 
albeit a very short one, to create a competitive advantage and 
grow their exports into China in excess of current forecast 
growth rates. 

Australian businesses should take advantage of the opportunities 
presented by the recently signed ChAFTA to outperform 
other markets who have yet to establish similar trade access 
opportunities within China. If Australian businesses do not create 
an advantage within the next 12-18 months, then they may 
only grow consistent with market growth rates as opposed  
to accelerating growth well beyond this level.

Exploring 
opportunities
For the past 30 years, China has been the prime market for many 
multi-national corporations (MNCs) to establish their operations 
and then directly manufacture and source consumer goods and/or 
industrial products at a very low cost. 
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The growth of the mega city
 
As China’s urbanisation policies shape the 
distribution of its population, moving from 
being predominately based on the eastern 
seaboard to a population spread more 
evenly through the inland and northern 
regions, a number of mega cities have 
emerged. China now has seven cities with 
more than 10 million residents, 37 or more 
cities with 3 million residents and 170+ 
cities with more than 1 million residents. 
By focusing on specific regions and cities 
within China, Australian businesses have 
an opportunity to achieve top line growth, 
which is a priority objective for almost 
three out of every four Australian CEOs, 
according to a recent KPMG 2015 Global 
Consumer Executive Survey.

Yet, despite being a very attractive market 
and supporting top line growth objectives, 
being able to develop a successful China 
market entry strategy and effectively 
connecting to this very large consumption 
base has proven to be a significant 
challenge for many Australian businesses 
and has previously stopped many MNCs 
from achieving their desired outcomes. 

Whilst many Australian businesses still 
contemplate a move toward exporting 
their products or expanding their existing 
presence within China, the lack of a 
structured and well considered approach 
to support this strategy consistently 
mitigates the returns that are achieved 
from such investments. 

Source: KPMG Demographics

Chinese cities over 1 million in 2015
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Critical elements 
for success # 1 
Research the local market and align your value proposition.

Consider the local China market relative 
to your company’s goods/services and 
how your value proposition aligns to the 
requirements of Chinese businesses and 
consumers. Fashioning an approach to 
effectively enter or expand operations 
within China and derive profitable returns 
is the biggest challenge faced by MNCs. 
Many have entered China over the past 30 
years but only a handful have consistently 
been capable of deriving positive outcomes.

The first realisation made by new entrants is 
that China is actually comprised of numerous 
markets, with each having vastly different 
requirements and niche characteristics.

China is not one large national marketplace, 
as many MNCs have incorrectly assumed. 
Most of the 31 Chinese provinces are the 
size of small to medium sized countries 
and behave autonomously, each having 
consumers with different tastes and needs 
to the others. 

Australian businesses should therefore 
start by analysing a variety of local China 
consumer trend data (which is often 
very difficult to obtain) in order to better 
understand the unique requirements of 
the different China markets. 

It is important to analyse what type of 
products are in demand within each 
province, as well as defining the local 
preferences for those products within 
each of the disparate and distinctive 
markets (see example 1).

Defining your “China playground” – 
where to play, how to play and whom to 
play with – is the first critical step for any 
Australian business with a focus of being 
profitable in the China market.

 

Example 1 
 
With a significant rise in the 
demand of personal and household 
consumer items in China, it is not 
surprising that two of the largest 
global MNCs have both invested in 
local operations within China. 

Over recent years, both 
organisations have also established 
large scale innovation hubs in China, 
in response to the changing 
demands of the local consumers 
who seek high quality foreign 
branded goods but with more 
local ingredients and taste. 

These innovation hubs aim to 
refine everything, from product 
specifications and materials, 
packaging and size of product to 
align with local Chinese consumer 
requirements, who will no longer 
accept imported products that do 
not cater to their specific tastes.
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A critical first step for Australian businesses 
is to align their product value proposition to 
the specific requirements of the Chinese 
consumer. Many foreign businesses fail 
when they assume that a successful local 
product can automatically translate to 
success in China. 

Ensure that the tastes, preferences and 
service expectations of Chinese consumers 
are represented within the product 
proposition, then design an effective supply 
chain that delivers to those expectations. 
Only then can profitable and sustainable 
growth be achieved in the China market.
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Establishing and maintaining operations 
within the China regulatory framework is 
quite challenging for most MNCs. Their 
ability to interpret and apply all regulations 
and acts as commissioned by the national, 
provincial and local government bodies, 
is limited by the need to equally detect, 
interpret and apply the unwritten rules.

Before entry, be cognisant of how you 
must adapt your strategies and operations 
to be compliant within the China market 
that you are targeting. For a majority of 
MNCs that operate within China, this is 
an area where there is a significant local 
business knowledge gap and it presents 
foreign and local executives with a great 
level of concern. Poor application of 
government regulations and policies has 
caused many MNCs to be exposed to 
substantial financial penalties as well as  
a number of executives being exposed  
to personal legal penalties.

Across different industries, Chinese 
authorities can apply their regulatory and 
policy requirements differently to local and 
foreign businesses. For many foreign MNCs 
operating in China, these regulatory and 
policy requirements have a direct impact 
on their business model structure and their 
operational cost base. Occasionally, the 
impact of inconsistently applied regulations 
and policies creates a margin or operating 
disadvantage to the foreign MNC, therefore 
presenting an uneven playing field for those 
MNCs operating within that market.

Leading foreign MNCs operating within 
China have developed the necessary 
strategies and responses to meet such  
a challenge.

Some local governments within China are 
very motivated to attract MNCs to invest 
within their local municipalities and can 
promise many incentives and favourable 
treatments (sometimes these are not 
consistent with the central government’s 
policies and guidance).

Whilst very appealing, Australian businesses 
need to be careful and determine whether 
such incentives are sustainable. With the 
changing of officials over time, there may 
be a different perspective and we have 
seen a number of these incentives be 
reversed or overturned. 

Australian businesses should also be aware 
of the consequences of withdrawing an 
investment from China in future years. 
Some MNCs have recently discovered such 
a decision has resulted in the requirement 
to repay any and all previous incentives 
received plus triggered numerous provincial 
and central government tax audits.

Look beyond the courtship and honeymoon 
period to be clear about what will make for 
a successful multi-decade marriage (see 
example 2).

Critical elements 
for success # 2
Understand the local regulations and policies, and how they impact 
the business model and trading opportunities. 

Example 2 
 

In September 2014, 
GlaxoSmithKline (GSK) was fined  
USD 490 million following 
allegations that the drug giant 
paid out bribes to doctors and 
hospitals in order to have their 
products promoted. 

The former CEO of the Chinese 
operations (a UK citizen) also 
received a suspended 3-year 
prison sentence and he was 
deported. Other GSK executives 
have also been given suspended 
jail sentences. This is a globally 
recognised case and is described 
as the biggest corruption scandal 
to hit a foreign firm in China in 
recent years. 

Another global pharmaceutical 
MNC operating in China has 
expressed that the changes made 
to its operating model in China, 
in response to it trying to avoid 
similar charges and penalties 
handed out to GSK, has had a 
negative impact on its overall 
margin on products distributed in 
China by between 15-20 percent.



Succeeding in China April 2016     9

© 2016 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.  
All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation. 

Critical elements 
for success # 3
Understand who you are doing business with.

When collaborating with Joint Venture (JV) 
partners, key suppliers or customers based 
in China who are State Owned Enterprises 
(SOE), it is important to recognise the 
background of that entity and its senior 
stakeholders (e.g. Chairman and C-suite).

In many instances, these stakeholders 
have minimal influence and limited ability 
to make business decisions and they 
must refer to more senior government 
officials for guidance. This almost always 
adds significant time for decisions and 
transactions to be confirmed and/or 
authorised. Similarly, the ambitions held 
by many senior SOE stakeholders can 
also influence the speed and the nature 
of outcomes made on certain important 

business decisions. Having the ground 
intelligence about prospective business 
partners is invaluable. It is paramount 
that MNCs see their business from the 
perspective of local, provincial and national 
levels of government.

Understanding how a business and 
its China based operations align with 
the Chinese Government’s strategic 
imperatives will help to ensure messages 
released by a foreign organisation are 
structured and articulated in a manner 
that aligns to the China Government’s 
objectives and future areas of investment 
sponsorship. This will then assist the 
SOE senior stakeholders to align the 
key messages with the objectives and 

goals of their mentors and sponsors and 
enhance the likelihood of receiving the 
favoured outcomes expected by the SOE 
and foreign MNC.

Historically, many MNCs have become 
very frustrated with what they determine 
and perceive to be a lack of progress 
undertaken by their JV partners and other 
key trading entities when operating in 
China. However, those MNCs that have 
sought to better understand the Chinese 
Government’s imperatives and how they 
can assist to align the SOE Chairman 
and C-suite to such imperatives, have 
prospered much more than many others.
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Recently, KPMG observed there were 
many foreign MNCs entering China without 
sufficient business planning and lacking 
a measured approach. Most of these 
organisations set unrealistic expectations 
to generating positive returns from their 
China ventures and in achieving successful 
outcomes within impractical time frames. 
Most alarmingly, there were many who 
had not strategised much more than to 
just send resources to China and to start 
localising operations. 

As a result, many of those MNCs 
who recently commenced their China 
operations have ultimately made an early 
exit, often just as quickly as they had 
entered. Many others found themselves 
in hot water for serious regulatory 
breaches regarding business registration, 
trading and employee hiring.

In contrast, KPMG has observed and 
supported a number of MNCs that 
had taken their time by first studying 
and analysing the China market and its 
numerous dynamics (from a market 
consumption, financial, operational, 
regulatory perspective) before 
implementing their China strategy. They 
have reaped significant returns and were 
able to gain a better understanding of how 
best to work with the local authorities and 
establish efficient and effective operations 
in China. As well, they better understand 
the drivers of true demand for their 
products and services, which helps them 
sharpen their focus and achieve profitable 
growth by focusing on a select market 
and/or specific customers.

Awareness of the appropriate business 
structure and/or corporate vehicle to 
establish in China, e.g. direct equity 
holding vs JV, trade-office vs Wholly 
Owned Foreign Entity (WOFE), is vital. 
Implementing the right (or wrong) 
approach will directly impact the ability 
of an Australian business to effectively 
(and compliantly) trade in China, 
establish a sales team and local market 
representation, register its goods for 
local sale and even effect the ability to 
repatriate profits. 

Additionally, where a JV is established, 
the significance of performing relevant 
and appropriate levels of due diligence 
to be completed on the partner entity 
cannot be underplayed. Incapable or 
dubious JV partners can lead to extra 
costs and compliance issues post 
transaction. Some MNCs have had to 
continually invest post JV transaction to 
deal with unknown compliance and tax 
issues to avoid penalties and government 
limiting future trading opportunities. 

Unlike Australia, there are different levels 
of government in China that are involved 
in the registration of a business and 
the issuing of trading licenses. There 
are various options available to foreign 
enterprises and each option directly 
impacts on the MNCs ability to structure 
entities and heavily influences key 
operational and financial outcomes. 

Ineffective hiring and training practices, 
and poor remuneration and incentive 
packages also limits the ability of 

organisations to properly employ 
resources and retain local talent. Without 
an understanding of these fundamental 
business practices, the overall success 
of MNC China operations can quickly be 
rendered ineffective (see example 3).

Critical elements 
for success # 4
Plan your entry into China with a measured approach and a solid 
business plan.

Example 3 
 
Recently, many MNCs entering 
China have re-invested into new 
JVs with SOEs, particularly as this 
option provides both quicker access 
to market and helps them to mitigate 
the challenges of local corporate 
structures and long winded registration 
procedures. The historic challenges 
faced by MNCs with JV investment 
have been somewhat mitigated by 
the government’s relaxation of related 
policies allowing foreign investors to 
have controlling share of the JVs and 
therefore the ability to influence local 
operating and financial decisions. 
 
It is important that Australian business 
can successfully identify a Chinese 
partner that can leverage their local 
presence, without exposing it to 
additional operational risks.
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Critical elements 
for success # 5
Think carefully about the supply chain and 
other trading partners that you will need 
to access your chosen China markets. 

With the development and expansion 
of Chinese cities and the government’s 
investment into emerging infrastructure 
within the central, northern and western 
regions of China, there is an opportunity 
for Australian businesses to access and 
distribute products to hundreds of millions 
of new customers. Approximately 564 
million people live in the tier 3-6 cities and 
many consumer products do not make it 
into these markets despite the desire of 
this proportion of the population to access 
foreign branded products. 

The dynamics within China continues 
to evolve but there are opportunities for 
MNCs to gain competitive advantage  
by creating better service for customers 
at a lower delivered cost. MNCs need 
to comprehend how they can establish 
operations and supporting infrastructure 
such as Distribution Centres by adopting 
the recent economic and regulatory 
changes, such as Free Trade Zones, Free 
Trade Agreements, customs charges and 
timings, to respond to the opportunities 
and maximise sales from the rapid 
customer growth in China.

Australian businesses must align their 
China business models and distribution 
networks to enhance their local sales and 
marketing capabilities. Creating a cost 
effective network to quickly distribute 
product across diverse geographies for a 
variety of customers will drive profitable 

and sustainable growth. Ideally, working 
with local distributors can help Australian 
businesses to access new markets 
relatively quickly. 

But there are a number of perils to be 
navigated and therefore partners need to 
be selected with care (see example 4).

Your supply chain is critical to success – plan it carefully.

Example 4
A global animal health care products 
group which was the leader in more 
than 140 separate markets around the 
world and operating in China for more 
than 8 years was unable to achieve a 
market share in China of more than  
1 percent. Analysis of the China 
market revealed the company had 
locked themselves into an agreement 
with a distributor who only had access 
to 2 percent of the total China market, 
had limited sales capability and was 
not motivated to focus their efforts 
on this company’s products. 

Despite the extremely high demand 
for products within this market 
segment (exceeding more than 50 
billion units of product per year), this 
MNC had not established the right 
distribution network (nor partner 
support) within China. They were 
unable to access the customer base 
nor provide a value proposition with a 
unique service or cost advantage over 
their competitors. They subsequently 
failed to attract Chinese demand 
despite being the market leader in 
every other market in the world.
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Final word
Turning an investment in an 
extreme growth market into 
a profitable business venture 
takes careful planning and a 
disciplined approach. Despite 
the numerous challenges of 
operating in China, we have 
seen certain foreign brands 
still achieve amazing results, 
either by tapping into the 
local consumer trends (by 
successfully localising their 
products) or by simply being 
the right kind of brand for the 
moment in China.

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Key considerations for Australian businesses 
include:

• China is still growing and there is a rapid 
rise of high middle income earners (new 
consumers) with a propensity to spend. 
Australian businesses must expect to 
compete in a dynamic and fast-paced 
environment and interact with these new 
consumers through various channels 
and mediums. There is no substitute for 
understanding your target customer and 
the demographic of your target markets.

• Selling into or sourcing from China’s 
many markets is not as easy as it may 
first seem – Australian businesses should 
treat China as a number of markets and 
plan how to interact with each market 
separately, tailoring product specifications 
and delivery mechanisms to meet the 
needs of local customers within those 
distinct markets.

• Think about the successful marriage and exit 
options upfront, not just the honeymoon. 
Plan an entry or expansion approach that 
aligns to the long-term objectives of your 
organisation. Businesses expecting to drop 
into the market and set-up as they have back 
in Australia and achieve overnight success 
have usually departed from China quicker 
than they arrived.

• Finding and incentivising the right 
partners is critical. It is important to really 
understand who you are dealing with 
and what motivates them to achieve the 
outcomes that you both desire.

• Understand where the non-trade barriers 
may exist for your product, supply chain and 
chosen markets so that you can navigate 
local customs and regulations effectively.

• Have a thorough stakeholder and customer 
communication strategy. Be prepared 
on how and whom to communicate with 
should your business/supply chain/products 
experience a critical incident.
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Peter Liddell
Asia Pacific Lead Partner,  
Operations, Advisory 
 
KPMG Australia 
T: +61 3 9288 5693 
E: pliddell@kpmg.com.au

Doug Ferguson
Partner in Charge, Asia and 
International Markets 
 
KPMG Australia 
T: +61 2 9335 7140 
E: dougferguson@kpmg.com.au 

If you would like to know more about starting or growing your 
business in China please contact us:

Key contacts
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