
I n t ro d u c t i o n

As the U.S. economy became more services-
oriented, manufacturing shifted overseas many
years ago. To d a y, IT services are following the
same pathway as many companies look to
reduce operating costs.  While India has
always led the market for offshore IT services,
China is now a significant presence in this
dynamic arena.  

This white paper takes an in-depth look at
China with a particular focus on:

• Recent Trends:  China’s admission to the
World Trade Organization – and its high-profile
sponsorship of the 2008 International Olympic
Games are signals of change.  Over the next
10 years, China is expected to become a
formidable competitor in all IT sectors.  

• The Economy and Workforce: China is now the
sixth largest economy in the world with an 85
percent literacy rate compared to 52 percent
in India. Economic reforms are occurring
q u i ckly and contributing to excellent conditions
for economic growth in all sectors of the
e c o n o m y. 

• The Software Industry:  China is investing
heavily in technology parks dedicated to
software development and other offshore
services targeted at Western IT executives. 

• Key Metrics:  While the populations of India
and China are similar, other metrics such as
t e chnology adoption are radically different.  Fo r
example, China’s Internet subscriber base is
25.7 million compared to 4.1 million in India (a t
the close of 2001) .

R ecent Tre n d s

India has vigorously pursued the IT services
industry over the past twenty years.  China has
been in the opportunistic position of learning
from the India experience.  

• Like India, China has entered the World Tr a d e
Organization and sealed commitments to take
on a greater role in international commerce.
China’s serious tone about entering the global
community resounded again when it secured
the 2008 Olympic games. Both events are
contributing to growth in the software and IT
services markets in China.  

• The potential of China’s domestic market, on
the back burner for Western companies for
years, is moving to the foreground as the
government encourages foreign participation
in its local economic development.  The sheer
size of the Chinese market, with its 1.2 billion
people, is enough to get Western attention.  

• Those doing business in China for the first
time will be presented with unique ch a l l e n g e s
that can be overcome with local partnerships.
The companies with the foresight to seize this
opportunity will be positioned to reap big
r e w a r d s .

The Economy and Wo r k f o rc e

China is now the sixth largest economy in the
world, behind the United States, Japan,
G e r m a n y, Great Britain and France.  

Total gross domestic product (GDP) in China
has been growing at staggering rates,
averaging 9.8 percent from the period 19 84 -
2 0 01. India’s GDP growth has averaged
approximately 5.6 percent over the same
period. 

• China has emerged as a serious player in
world markets at the most fundamental levels,
particularly in its economic reforms of the past
couple of decades. Like India, China opted for
economic reform after it realized the limitations
of government to deliver a healthy consumer
e c o n o m y.  But unlike India, China’s actions in
economic reform did not require the pre-
requisite stabilization measures that were
necessary in India (e.g., general currency
s t a b i l i z a t i o n) .
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China is investing in
information networks at
a rate second only to
the U. S.  

China’s Internet
subscriber base is 25.7
million – compared to
India’s 4.1 million.



• Government decision-making, especially
around policy issues, can be quite arduous in
India. Decisions must be weighed against the
interests of both majority and minority
population segments, including religious
sectors and those of regional political parties.
Many times the benefits of a decision are
significantly diluted, or even completely
eliminated by the time a policy decision
becomes effective. 

• China’s modern government, on the other
hand, provides for much faster decision-
making around policy at all levels of
government and trade.  Government efficiency
is embedded in the post-1948 Chinese culture.
The state has ultimate power to enforce the
law as it sees fit, and citizens are pretty much
forced to accept policies. 

• According to Gartner, India’s investment
policies provide barriers to foreign direct
investment, or FDI.  At an aggregate
investment level, India has attracted $28 billion
in FDI compared to China’s $338 billion.
China has also achieved this in half the time.    

• China is investing in state-of-the-art
information networks at a rate second only to
the U.S.  Telecommunications is also soaring.
At the end of 2002, China claimed 30 percent
of the world’s mobile phone marketplace.

• China is well positioned to develop an
increasingly educated workforce given its
policy of basic education for all individuals and
its 85 percent literacy rate. India’s literacy rate,
52 percent, is highly concentrated in the
t e chnology industry.  According to
B u s i n e s s Week, Chinese universities granted
465,000 science and engineering degrees last
y e a r, approaching the total for the U. S .

The Software Industry

In the U.S., vendor adherence to the Capability
Maturity Model, or CMM (which originates from
Carnegie Mellon University) has never been a
major buying criterion for buyers of software
engineering services.  However, CMM provides
onshore buyers and offshore sellers a
common model for how software will be
developed and delivered.  

For example, CMM gives buyers an efficient
template for accepting software deliverables,
from requirements and design through final
code, quality assurance and signoff.  Wi t h
more CMM trained engineers entering the
workforce, CMM adherence also provides
buyers with opportunities to apply consistent
practices in post-implementation maintenance
and support.

With the need of the international software
community to get on common ground, CMM is
attaining status as a global de facto standard:

• India is home to 30 of the total 60 companies
in the world that have achieved CMM Level 5.

• This certainly presents an advantage for India,
but China is following suit at rapid speed.
While only a handful of Chinese companies
have attained Level 5, most have attained Le v e l
3.  It’s only a matter of time (and history says
this will be short) before China catches up.

• The governments of India and China are active
participants in their respective software
industries. Both have created economic zones,
export zones and modern technology parks
dedicated to software development, R&D, and
other fields of scientific research.  

The Chinese government, not unlike the
Japanese, also sponsors initiatives for the
benefit of an entire industry.  For example, they
are investing $1.2 million to establish a quality
control system for their growing software
i n d u s t r y. 
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C o n c l u s i o n s

American IT executives, especially those who
spend heavily on software engineering
services or are invested in Indian IT services
firms, should consider China. Jeremy Grigg, a
Gartner analyst who advises Fortune 500
executives regularly on software portfolio
management – advises executives to allocate
their risk – and to avoid single sources when
making IT investments that are critical to the
business.  Even firms that are satisfied with
their IT services firms in India should consider
alternate sources in countries like China in the
interest of strategic risk management.  

China’s moves to bring its IT services industry into
the modern age have progressed steadily over the
past ten years with impressive results. Chinese
leaders are highly aware of the minimum hurdles
that must be met to succeed in IT services and are
aggressively matching - and exceeding - the
standards set by their Indian neighbors.

Te chnology managers in China are well
positioned to reap the lessons of the India
experience. China is adopting a familiar
pattern:  look at the number one offering and
take it to the next level. This swift application of
“lessons learned” would be revolutionary in
any country, and is evidence that China is wise
to the rules of free enterprise.
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Key Comparison Metrics 
Source: World Bank and Gartner Dataquest

Metric (2001 unless otherwise noted) I n d i a C h i n a
Po p u l a t i o n 1, 015 . 9 1, 271. 9
Percent population below national poverty line 2 9 5
Gross Domestic Product (GDP ) $ 5 0 0 B $ 1.16 trillion
GDP overall growth rate from 2000 – 2001. 4 . 0 7. 3
GDP growth rate per capita from 2000 – 2001. 2 .1 6 . 6
Literacy rate 52 % 85 %
Foreign exchange reserves $ 42 . 9 B $ 22 4 B
IT professionals 522 K 15 0 K
Internet bandwidth 1.4 Gpbs 7.6 Gbps
Installed PC base 3.9 M 21.7 M
Internet subscriber base 4 .1 M 25.7 M
Server shipments 4 0 , 3 06 2 0 8 ,121
Hourly rate for junior developer $ 2 4 $ 12 - 25
Annual salary: project manager $ 10 - 26 K $ 6 - 2 9 K
Domestic software sales $ 2 . 06 B $4.3 B

Those setting up shop 
in China for the first 
time will be presented with 
unique challenges.


