
I n t ro d u c t i o n

China is emerging as a true force in the
shifting global business landscape.  A full
member of the World Trade Organization,
China has become attractive to companies
seeking lower costs and the availability of
engineering talent.

This white paper takes a closer look at the
impact modernization is having on the
Information Te chnology (IT) industries in
Greater China, specifically: 

• IT Services, with particular focus on offshore
outsourcing. This sector is following the Indian
model, but offers advantages in greater
economic and political stability in China.
Costs in India are on an upward trend, giving
China a potential short-term pricing advantage.
The Chinese domestic market is also ripe for
IT services as software companies respond to
a growing demand for integrated enterprise
solutions, particularly in supply ch a i n
management and electronic commerce.  

• S o f t w a r e . The software market is a natural
beneficiary of a global trend to migrate
manufacturing to China. Western companies,
responding to China’s attractive cost structure
and available engineering and manufacturing
c a p a c i t y, are making noticeable investments in
software to automate supply ch a i n
management and electronic commerce. 

• H a r d w a r e . China’s hardware market is twice that
of Australia, the most mature IT market in Asia
Pacific.  China’s semiconductor industry, driven
by WTO membership and government support of
all IT sectors, will grow at a faster pace than the
rest of the global semiconductor industry. Fo r e i g n
investment is also advancing throughout the
entire Chinese/Hong Kong electronics market. 

• Doing Business Online. All of the above trends
are fueling Chinese demand to transact business
online. Western companies have mature systems
in place for online commerce and they will
expect their Chinese counterparts to trade online.
According to Dataquest’s research, nearly 
70 percent of companies across China and
Hong Kong are actively planning and conducting
multiple e-business initiatives.

IT Services and Offshore Outsourcing 

According to Dataquest, China’s domestic IT
services market could reach $8.2 billion by
2 0 05.  The IT services segments are enjoying
robust growth in the following areas:
consulting, software development, systems
integration and software support services,
including help desk and call-center/customer
service operations. 

• IT services companies in Hong Kong and Ta i w a n
are attracted to China’s cheaper labor, and other
early western adopters are following suit.
American Express, General Electric and Microsoft
are making investments in Chinese-based
facilities to manufacture and support software. 

• The interest in Chinese outsourcing is not just
about cost. The growing pool of tech n i c a l
talent is also contributing to this trend.  Both
drivers are combining to fuel the overseas
migration of IT companies looking to bring
efficiencies to software development.  

• While India still has experience and logistical
advantages, its labor costs are increasing, making
China an attractive alternative.  Multi-national
corporations setting up their own IT services arms
in China already evidence this trend.  

• The highly respected Indian company, Infosys,
is positioning itself for a serious future in China.

Although many view Chinese IT services
capabilities as immature, product support
services such as software maintenance 
and support are showing strong growth.
Professional services, with its higher
requirements for marketing and delivery 
s a v v y, are also showing excellent growth in
China, especially in the development and
integration of mission-critical systems. Fo r
example, all over Asia, airlines, financial
services and governments are outsourcing
major business systems to China to ach i e v e
improved cost management and quality 
over in-house development.  
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China’s domestic IT
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by 2005.   
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is especially strong 
in supply chain
management and
electronic commerce. 



S o f t w a re

Software sales in Greater China have declined
due to the global economic downturn,
especially as companies in the United States
and Europe delay or even cancel many
software implementations. In Asia, Taiwan and
Hong Kong suffered the worst in 2001.  

• Supply chain management, however, goes
against the trend as companies in Taiwan migrate
manufacturing facilities to China, boosting sales
of supply chain management software.  

• Supply chain management remains the most
attractive short- and mid-term opportunity for
software vendors, and should enjoy double-
digit growth rates across Greater China
through 2005. Chinese companies are
expected to continue their investment in
Enterprise Resource Planning (ERP) software,
bringing vendors a boost in sales in this sector. 

• Hong Kong, the leader in the installed base of
Windows NT on the desktop, remains the most
mature IT market in Greater China. However,
Hong Kong’s IT professionals are starting to take
particular note of Linux as a cost reduction move.
Dataquest predicts 25 percent of decision-makers
in Hong Kong will consider Linux for email and
Internet servers over the next two to three years.
Linux migration is expected to be even more
active in Taiwan.  Dataquest predicts 45 percent
of IT departments in Taiwan and Hong Kong will
consider widespread Linux deployment by 2005.  

• ERP, in Taiwan and Hong Kong, is expected to
show modest growth through the next two
years. However, Chinese companies will
continue to invest in ERP software bringing
vendors a sales boost in this sector. 

Companies all across China are expected to
step up their demand for integrated software
solutions on both front and back ends, and
vendors will logically step up their business with
integrators to deliver end-to-end solutions.
Vendors in Taiwan and Hong Kong are already
offering robust solutions that support collabo-
rative commerce and sophisticated personal-
ization, particularly in wireless environments. 

H a rd w a re

China is becoming an obvious choice for
hardware manufacturers seeking lower costs
without quality trade offs. China’s healthy
economy and strong desire to participate in all
IT markets offer positive growth opportunities
for all types of IT hardware manufacturers.  

For example, Taiwanese companies, which still
command high global market share in
hardware components, are actively migrating
large portions of their manufacturing
capacities to China. Once again, the motive is
cost reduction and the availability of talented
engineers.  Taiwan’s move to join the Wo r l d
Trade Organization (in January 2002) has
been a major driver of this migration, along
with government willingness to relax its strict
policies regarding Chinese investment.  

The installed base of personal computers in
China is changing quick l y. 

• China’s 1.7 percent PC penetration rate is far
lower than its Australian neighbor (with 33
p e r c e n t) until one looks at the absolute value.
With 1.2 billion people, a penetration of two
percent is 24 million people - slightly larger
than the entire Australian population.  

• China’s overall hardware market is twice that of
Australia, the most mature IT market in Asia
Pacific. In addition, China’s end-user spending
advanced 15 percent over the past several years
while its neighbors declined or remained flat.

• In China, computing hardware is predomi-
nantly represented by stand-alone PCs.
Smaller companies will change this ch a r a c-
teristic as they invest in PC networks, which
will become more affordable.  

• Moves to get computer networks in place,
along with the proliferation of desktops will
intensify competition, forcing PC prices down.
This is expected to create a decline in
revenue, per desktop, but vendors will easily
make up the difference in volume.  
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• The Chinese consumer market will contribute
to even more PC growth, which is driven by an
associated growth in Internet usage.  Currently,
145 million people log on to the Internet each
day in mainland China alone.

• China’s semiconductor industry, again driven
by WTO membership and the government’s
support of all IT sectors, is expected to grow at
a faster pace than the rest of the global
semiconductor industry. Investment dollars are
increasing throughout the entire Chinese/H o n g
Kong electronics market. 

Online Business Initiatives 

According to Gartner, 88 percent of all
companies operating across China and Hong
Kong have some form of e-business project
under way.  The priority on e-business is also
stimulating spending on networking
infrastructure and security. 

Chinese companies, anxious to get online, will
likely step up their investments in associated
support systems such as Customer
Relationship Management, ERP systems, data
warehousing and online transaction solutions
for business-to-business exchange. Employee
intranets will also need to be put in place.

China’s late entry into e-business may work to
their marketing advantage – as they harness
the benefits of underlying data warehouses to
leverage knowledge of online business activity
– and construct more personalized offers to
customers. 

• According to Dataquest research, almost 70
percent of companies across China and Hong
Kong are actively planning and conducting
multiple e-business initiatives. 

• Chinese companies are focused on
developing front-end e-business systems that
support customers, especially Customer
Relationship Management and automation to
support sales agents and field support profes-
sionals. A natural evolution to e-procurement
and supply chain management is expected to
f o l l o w.  In fact, with the noticeable migration of
advanced manufacturers to China, more
companies will likely invest in supply chain. 

• Hong Kong and Taiwan enterprises
(traditionally the more advanced markets of
Greater China) will continue to leverage e-
business techniques already in place to
include suppliers.  

• E-procurement is especially viewed as the
investment with the most obvious business
case because it is affordable and delivers fast
savings to the bottom line. Hong Ko n g
companies tend to be more advanced than
those in Taiwan in all areas of electronic
business techniques, and they are expected to
move into portals and e-marketplaces over the
next few years.

Given its high strategic value, online business
is most always driven by the non-IT business
executive. Companies that invest wisely in
creative e-business strategy accelerate sales,
deliver information quickly and accurately to
business partners, or squeeze dollars out of
the supply chain can operate less expensively
– and grab more market share. 

CEOs, in particular, are often key catalysts for
e-business investments.  

• E-business suppliers will be wise to initiate
relationships with CEOs in China and their
senior management, especially since 60
percent of companies in China (and Hong
Ko n g) are planning to use external service
providers to build web sites that require
systems integration and intuitive customer
e x p e r i e n c e s .

• According to Gartner, the focus on e-business
will be particularly strong over the next 12
m o n t h s .

China has changed dramatically over the past
several years.  Literacy rates are at 85 percent,
inflation is near zero, and other economic
indicators are stable. The services sector is
growing rapidly. Many established firms,
including Microsoft, General Electric, and
American Express are exploring the Chinese
alternative and scores of U.S. firms are close
behind. Companies considering offshore
outsourcing for the first time, or are looking to
expand in Asian markets, should look to China.
C o n c l u s i o n s
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IT Snapshot: Greater China

The IT Services market is expected to
a p p r o a ch $8 billion by 2005 .

China’s lower cost structures and growing
pools of IT talent are driving business
migration to China in all sectors. 

Many Indian outsourcers, including Infosys, are
setting up shop in China.

Supply Chain Management will lead software
sales and services for the next several years,
as Chinese manufacturing continues to grow
and mature.
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