
I n t ro d u c t i o n

Ten years ago, a major software vendor that
included China in its geographical market
segmentation plan, would have been seen as
idealistic and out of touch with the reality of
global business. The Chinese market – for
h i g h - t e chnology related products and services
– was not viable due to its Third World status,
hugely agrarian characteristics and immature
industrial status.

All that has changed.

• China is rapidly moving its agricultural-based
economy to a modern industrial model,
characterized by incentives and actions to
develop certain cities and provinces into
knowledge-based centers.

• In 1990, China was in 10th place on the world
economic stage. To d a y, China is the 6th
largest economy in the world, surpassing Italy.
China is also on track to surpass Japan as the
2nd largest economy in the world within the
next 10 years.

• China is a full member of the World Tr a d e
Organization and has become attractive to
manufacturers seeking lower costs and access
to engineering talent for everything from R&D
to software engineering.

• China invested serious effort to secure two
high-profile international events: the 2008
World Olympic Games and 2010 World Expo.
Both events have spurred huge investments in
infrastructure improvements and upgrades and
are driving IT projects that include significant
software development initiatives.

• The Chinese government is investing in
software parks that bring expertise and
business resources together in one place.
Many state agencies are participating in this
trend including the Ministry of Finance,
Science and Te ch n o l o g y, and the Ministry of
Information Industry.

C u r rent Market Situation

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
2 0 05.  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 Ta i w a n
and Hong Kong will consider widespread Li n u x
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 implement 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. 
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How Software Companies Should Pro c e ed

It’s no secret that software companies all over
the globe are having tough times with flat
revenues and staff layoffs.

• Initiatives to move into China should be framed
within arguments for market expansion and
revenue. Western firms in particular, are eyeing
the market represented by China’s 15 , 0 0 0
large enterprises and nearly 9 million small-to-
medium enterprises (SME).  

• Software vendors wishing to tap vast markets
represented by Greater China should analyze
their own strengths, weaknesses and risks –
along with those of their major competitors.
The experience western companies have
acquired in international expansion is certainly
relevant, but expansion into Greater China
requires savvy local partners. 

Why Partnerships are Importa n t v

One thing is clear about doing business in
China: local partners are key to success.
Multinational firms have acquired valuable skills
for starting up operations in foreign markets,
however China has some important nuances
that can be overcome with local partnerships.  

The following are just a few of the issues and
challenges foreign software vendors can
resolve with local partnerships:

• Software localization. Foreign firms entering
the Chinese market must be familiar with
unique Chinese-related product features in
their development of localized offerings. This is
especially true for companies wanting to tap
the financial services markets due to requisite
Chinese-specific accounting functions. Th e
same is true for CRM. Ignoring the nuances of
Chinese culture in software development can
be detrimental.

• Chinese software sta n d a r d s. In China,
software developed after March 2000 must
support the GB 18 030 codepage (a Chinese
national standard). Software vendors with their
eye on Chinese markets must specify this

standard into the localization development
plans of their existing software. They must also
have a plan to support the standard as it
changes and evolves. This type of work should
be done in China, due to the requirement for
developers to read and write Chinese.

• Selling in China. Partnerships reduce overall
risk and are highly valuable in leveraging
existing marketing and sales representatives.
Selling in China is still largely dependent on
local relationships that have been built over a
number of years.  Foreign software vendors
setting out to achieve sales goals will find
themselves in a straight jacket without a local
partner to open doors.

Financial Package Ve n d o r s

Foreign financial application software vendors
are well advised to get partnerships in place
with local vendors while adjusting their
offerings to target market segments. Market
r e s e a r ch in China is still immature, and
software vendors from the West could waste
valuable dollars selling to the wrong prospects.  

Many Chinese enterprises are putting
initiatives in place to automate financial
systems, especially accounting. Others feel 
the need, but have limited financial and 
human resources to do the job. Fo r e i g n
vendors will benefit from local partnerships
when it comes to qualifying prospects since
they have visibility into expansion plans 
and capital reserves of local prospects.

What Fo reign Vendors Bring to the Ta b l e

Western firms bring significant value to China’s
software industry, given their maturity in this
business and the priority the Chinese
government has placed on aggressive growth.
China’s l0th Five-Year plan articulates two
major goals: promote the rapid development
of the local software industry and increase
R&D and production capacities. 
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• China’s 6,000 software companies are small.
Most have fewer than 50 employees which
prevents them from participating in large
projects. One solution, as seen by Asia Star, is
to create consortiums. The Chinese government
a cknowledges the current capacity and
scalability as a major inhibitor to growth in the
software and software services market.

• Immature business processes also ch a r a c-
terize China’s software industry. Indigenous
Chinese companies realize that CMM Level 5
certification, for example, is a requisite to
markets in the West and are working to attain
it. This can take three years to ach i e v e .

Indian Firms Expanding in China

Indian firms would be wise to see China as an
opportunity rather than a threat. 

• While it’s true that Chinese IT services firms
offer alternatives for outsourcing and software
engineering, India still has the lead in this
market and will fight hard to maintain its
position. 

• That does not mean Chinese companies will not
offer formidable competition to India’s leading
firms, however there is enormous opportunity for
Indian firms to establish a presence in China.
Infosys and Satyam, for example, are expanding
their operations into China and are well positioned
to work with large, multinational companies.  

• Large, multinational firms, wherever they are
based, all have relationships with Indian
software and application service providers –
and will likely try and leverage these
relationships when entering or expanding in
markets in Greater China.   

• Indian software and IT services firms that have
a presence or partnership with an operation in
China will be positioned to respond to this
demand. Indian firms lacking a Chinese
presence risk losing business to Indian
competitors that have this in place – or to
emerging Chinese competitors.

By the end of 2004, Gartner predicts fully 60
percent of the top 25 Indian software and IT
services firms will have a direct presence or a
joint venture in China.

S u m m a r y

The software industry is receiving major
priority in China’s most recent Five-Year plan.  
Software companies wishing to tap Chinese
markets, especially those that target small to
medium-size enterprises, should establish
cooperation through partnerships and set up
joint ventures with local players (as Computer
Associates has done with Anyi for its AccPa c
product and Intuit with SuDa for Quick b o o k s).  

• Local partnerships will also prove valuable for
adjusting offerings to local target markets –
and providing implementation assistance,
particularly training and help desk support
where local language skills are critical.

• Foreign vendors should set realistic
expectations for getting their local operations
up and running. Gartner advises foreign
vendors to be prepared to take five to eight
years to penetrate the Chinese market.

Companies with Plans to Seriously
Compete in Chinese Software Markets 

C h i n a Asia Star, CS&S, North East University
Software, Kingdee, China Computer Software
Te chnology & Service, Star, Hope, Great Wa l l
S o f t w a r e .

I n d i a Tata, Infosys, Wipro, Satyam, Pa t n i
Computer Systems, Mascot Systems, Ta t a
I n f o t e ch, Mphasis BFL .

United States IBM Global Services, Microsoft,
Oracle, Hewlett-Pa ckard, Cognizant
Te chnology Solutions, HCL Perot Systems

C o n tact the author at 
r i ch a rd _ f o u t s @ c s d ex. c o m
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