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About the German Chamber of 
Commerce in China

The German Chamber of Commerce is the official membership organization for 
German companies in China, and has currently more than 2,700 members. The 
German Chamber helps its members to succeed in China by providing up to date 
market information and practical advice. It offers a platform for the German business 
community and represents its members' interests towards stakeholders including 
government bodies and the public.
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By the end of 2019, the economic expectations for 2020 of German companies abroad had already fallen low due to trade 
conflicts, reluctance to invest and weak growth figures in many countries.1  This negative development has further accelerated 
dramatically due to the COVID-19 pandemic that has hit the world with great force, challenging previous understandings of  
the economy and society. In contrast to the global financial crisis in 2008, COVID-19 has not only primarily affected financial 
institutions and banks, but the entire business community, especially the small and medium sized enterprises(SME) or 
Mittelstand - locally and globally. 

As the second largest economy in the world, tightly integrated into international supply chains and the place where the 
COVID-19 outbreak started, China holds a key position in leading the way back to global economic strength after COVID-19. The 
crisis has exacerbated existing uncertainties among the German business community in China. In the last years, companies 
have been increasingly faced with tighter regulatory environment and the US-China trade conflict. Today, companies are also 
uncertain as to when the Chinese and global economy will recover from COVID-19, and what long-term consequences on 
business strategy and operation the pandemic will have. Companies in the Chinese market urgently need predictability and 
planning security in order to be able to plan economically for the future.

The purpose of this Paper is threefold: first, to identify key developments and operational changes in the China business of 
German companies in the wake of COVID-19. Second, to give practical suggestions that help companies to overcome pressing 
issues and adapt to new conditions. Third, to outline specific advocacy points that need to be addressed with the central and 
local governments in China. 

The Paper is focusing on two major questions:

1. What changes are German companies in China experiencing in different fields of business operations amid the 
COVID-19 pandemic, and what are their estimates and suggestions regarding future business outlook?

2. How could the Chinese government support German companies in coping with the effects and changes caused by 
COVID-19?

The data for this Paper is based on a series of surveys and qualitative interviews/roundtables with 70 German enterprises from 
various industries in China between February 2020 and June 2020. 2 

The following chapters reflect the recent economic-policy discourse among German businesses in China and give a broad 
window into some of the issues that will become increasingly important in Sino-German business relations as well as focusing 
on the most urgent topics expressed by member companies.

In the roundtable sessions, participants discussed different scenarios for their respective industry for the next 

24 months, and the changes this might implicate for their company’s operation in China. Two extreme scenarios 

were given, the first claiming that with an ongoing ban for international travel the trend for global decoupling will 

extend further, and regional island solutions (regarding R&D, technology, supply chains) will be the consequences. 

The second scenario would see international travel restrictions being lifted, and global supply chains working 

normally again. Participants then shared their expertise regarding necessary (political) measures to support 

German business in China. The information provided in those roundtable sessions is the basis for this Paper. The 

points raised in the different chapters are indicative of priority areas, as expressed by members amid the COVID-19 

crisis and are not an exhaustive assessment of the issues faced by foreign businesses in China. 

1. See AHK World Business Outlook 2020 and German Chamber’s Business Confidence Survey 2019/20.
2. Please check the chapter Methodology for more detailed information.

PURPOSE 
OF THIS PAPER
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The COVID-19 crisis has challenged the Sino-German / Sino-European relations in many ways. First, on an operational level 
with disruptions in travel, trade and supply chains. Second, on a diplomatic and political level: The year 2020 was supposed 
to be an important year for Sino-German and Sino-European relations with many economic and trade related summits and 
agreements planned. Originally (before COVID-19), the Sino-German intergovernmental consultations were to take place in the 
spring of this year to adjust bilateral strategic co-operation. At the same time, an EU-China Summit was to be held in Beijing, 
that eventually only took place virtually. During the first half of the year, the EU and China faced critical decisions on topics 
such as 5G licensing rules and foreign investment screening.

Most importantly, the EU and China aim to finalize a Comprehensive Agreement on Investment (CAI) by the end of 2020, 
yet the originally planned EU-China summit in Leipzig in September has been postponed without announcing a new date. 
The German federal government declared to use its presidency of the Council of the European Union, beginning on 1 July, to 
push this important project forward. After rather small progress in the last rounds of CAI negotiations, the German business 
community is now demanding ambitious proposals from China. Issues like reduction of asymmetries in market access, 
effective legal protection for EU companies (especially for investments), and the disclosure of competition-distorting state 
subsidies have long been overdue. 

COVID-19 has posed new challenges to German companies doing business in China. So far, the impact of the outbreak has 
unfolded in two phases: first, the domestic outbreak in China from late January to mid-March. During this period, major 
challenges included decreased demand for products and services, disruptions to logistics and supply chains, interruptions 
in productions due to restricted personnel mobility, and cash flow problems. The second came with the global lock-down of 
economies across most markets from March onwards, causing additional loss of overseas orders and disruptions in the global 
supply chains.3

In order to deal with these challenges, companies had to adjust business strategies or implement new working and production 
mechanisms. Remote working models for white collar workers, physical distancing workstation arrangements on factory shop 
floors, higher use of digital collaboration and communication tools are just a few examples for immediate reactions to the 
COVID-19 crisis. 

With a future view to business activities in China, COVID-19 has accelerated some trends that could be important for strategic 
business decisions of German companies. Through interviews and roundtables with member companies, six pressing issues 
were identified: 

3. See the results of the German Chamber’s Flash Surveys on the impact of COVID-19 in February and March 2020.

The Paper outlines possible measures and operational adjustments, in order to respond effectively to these challenging 
times. In the following, the German Chamber of Commerce in China lists important recommendations and suggestions to 
the Chinese government, as well as to German businesses engaged with China. All suggestions and recommendations in this 
Paper are based on the input from a series of surveys and interviews with German businesses from a wide range of industries 
operating in China, gathered between February 2020 and June 2020. The analysis is further based on extensive data sets from 
the German Chamber’s annual Business Confidence Survey (BCS). The interviews conducted revealed that the basic business 
sentiment among German companies in China is rather optimistic. However, German companies in China need predictability 
to stay on course.

1) International inbound travel restrictions as the most pressing current issue; 

2) The increased need for stable investment conditions and a level playing field in the Chinese market; 

3) The issue, how to adapt to new conditions for digitalization and to enable a rapid implementation of digital solutions; 

4) Access to local financing for foreign invested companies in China when cash flow is under pressure; 

5) The trend towards more localization of staff, and the consequences for foreign expatriates needed in Chinese 
branches of German companies; 

6) Decoupling tendencies caused by an increasing confrontation between the US and China, and possible implications 
on supply chains and research and development (R&D). 

EXECUTIVE 
SUMMARY
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Recommendations to the Chinese Government

Regulations should be based on reciprocity and 
standardized international arrangements to ensure 
safe international travel of employees, dependents 
of employees and specialists needed to resume 
or develop business in China. Appropriate and 
scientifically sound testing and quarantine regulations 
should form the backbone of international travel.

For the scheduling of business trips and projects in the 
upcoming months, commercial flight arrangements 
and internationally accepted aviation standards for 
flight slot distribution should be brought back to pre-
COVID-19 levels.  

 (especially on the local implementation level) to 
better plan further investments into the Chinese 
market. Even if an investment is encouraged and 
not included in the Negative List, there are further 
obstacles in the interaction with administrative bodies 
in granting licenses or approvals.

with reduced administrative complexity and with 
more predictability for expats and business leaders 
(e.g. longer validity period of business visa) in times 
of crisis. In a manner of reciprocity, existing residence 
permits should not be invalidated, but immigration 
and travel to China should be based on scientifically 
sound regulations to ensure the health and safety of 
all residents in China.

(e.g. scientifically sound health testing and quarantine 
measures) on central and local level to help easing the 
commuting of people within China. 

Foreign-invested enterprises (FIE) in China are often 
at a disadvantage compared to local companies, 
because they need to connect to servers (of their 
headquarters) that are located abroad and work 
with foreign digital services or platforms for daily 
operational business.

In times of crisis, predictability and transparency of regulations are crucial for companies to ensure stable business 
development, investment and employment conditions. The following topics have already been on the advocacy 
agenda for German companies in China before COVID-19 and have become even more pressing since the epidemic 
outbreak this year:

for FIE in China. This involves changing bank policies 
in order to make them accept held assets of a foreign-
invested enterprise, even if the legal representative 
might not be a Chinese national as well as allowing 
FIE to also use globally held assets to satisfy capital 
requirements.

including the same length of registration procedures 
and equal participation in bidding and tendering 
processes.

would be an important signal from China to its biggest 
trading partner, the EU, and to the global economy. 
The agreement should remove investment barriers 
as well as effectively protect bilateral investment and 
competitive conditions.

Ta ke  ste p s  to  re d u ce  t h e  co m p l e x i t y  o f  a n d 
bureaucracy involved in mechanisms of transferring 
money in and out of China.

Instead of isolation, global political, economic and 
scientific co-operation should be strengthened. A 
positive signal would be China joining an extended 
WTO Pharma-Agreement in order to contribute to the 
global fight against COVID-19.

Easing of international inbound 
travel restrictions based on 
scientific facts – without 
compromising health and safety. 

Implementing 
transparent 
visa regulations

Reimplementing existing 
international aviation 
standards.

Establishing national 
uniform epidemic 
prevention measures 

Reducing bureaucracy 
and establishing 
clearer administrative 
requirements

Ensuring unrestricted and 
faster internet access and 
data transfer. 

Introducing transparent and 
appropriate banking credit 
regulations

Facilitating capital transfer and 
cross-border payments:

Ensuring equal treatment 
of foreign and domestic 
companies,

Adhering to international 
standards for global 
market-based governance 
at multilateral level. 

Finalizing a high-quality 
EU-China Comprehensive 
Agreement of Investment 
(CAI) before the end of 2020

The German Chamber is advocating for an ease of international inbound travel regulations without compromising 
health and safety:

In this crisis, more than ever, the German Chamber is advocating for a level playing field for foreign and domestic 
players alike. Equal treatment of all market players should be the foundation of a more competitive environment. 
This includes:
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Building up regional core competence as well as regional focus strategies. The trend for localization 
of supply chains and production in China will continue to rise and, in the future, product development 
will increasingly focus on regional standards and norms. Companies also have to cope with more 
Chinese standards and norms to remain market leading positions (e.g. cyber security standards). 

Optimizing regulatory “China competence” through strengthening government affairs functions 
and legal expert positions, e.g. when dealing with government support policies or other regulations. 
Companies in China also face an increasingly complex regulatory framework, especially due to more 
regulations in the field of IT and digitalization. 

Adapting to new conditions regarding digitalization and automation (e.g. industrial robots that 
perform remote diagnosis). In an increasingly competitive business environment, saving production 
costs and raising efficiency are of top priority. In addition to the high demand for skilled employees, 
companies should also take into account an increased need for bandwidth and data centres and to 
adapt to the new conditions as early as possible.

Seizing new opportunities for bilateral co-operation in the area of digitalization. This requires 
companies to engage more locally, closely interacting with the whole ecosystem of Chinese start-ups, IT 
companies and universities.

Rethinking the ‘Just-in-time’ approach in supply chain management and acquiring local safety stocks. 
Regarding the COVID-19 impacts on cash-flow, business experts suggest negotiating new terms with 
suppliers, clients and banks. 

Developing local management competency by considering more training and network building 
opportunities for Chinese executives/experts in one’s company’s headquarters in Germany or at other 
international premises, as the localization of staff is becoming increasingly important.

Practical Suggestions by Business Leaders to 
Business leaders

The following suggestions were gathered from German business representatives in mainland China and Hong Kong 
during the above-mentioned interviews and roundtables. 

PRESSING ISSUES
AND ACTION POINTS
FOR COMPANIES
AND GOVERNMENTS 



International Travel 
Restrictions

The COVID-19 pandemic has been a devastation for international travel and the  aviation industry. In the 
first week of June 2020, the number of scheduled flights worldwide were still down by 65% compared to 
the same week in 2019, according to the online flight database OAG Aviation Worldwide. It can be expected 
that global flight mobility will remain significantly low within the coming months (and probably beyond), 
thereby imposing additional challenges on internationally active companies. 

At the time of publication of this Paper, restrictions on international travel are still hampering economies 
around the globe. At the end of January 2020, numerous international airlines started to cancel flights to 
and from China because of the outbreak of COVID-19. This has been severely affecting both passenger 
aviation travel as well as freight air transport. While the latter slowly returns to normal, restrictions 
on global passenger mobility have affected various operational areas of German businesses in China, 
particularly regarding HR management and maintenance/installation work (e.g. engineering services).4

German companies in China across all industries agree that domestic and international business trips will 
decline compared to the time before the crisis. COVID-19 has demonstrated that a significant proportion 
of business travel can be adequately replaced by telecommunication via digital tools and platforms. 
Nevertheless, engineering or construction-related tasks often cannot be implemented without physical 
travel. 

According to the German Chamber’s quick poll in early May, between 2,000 and 2,500 foreign employees 
of German companies were not able to return to China. Businesses that rely on foreign specialists were 
severely impacted when their experts could not travel to China. Citing the surveyed companies, foreign 
technical specialists especially are needed for support in products and plants, specifically in the areas of  
installation, maintenance, customer support and audits. Furthermore, foreign specialists are also needed 
for strategic planning, process changes, and the development of projects, products and plants, as well as 
for bringing forward R&D projects— the frequent exchange between global specialists is inevitable. 

In addition to the above-mentioned short-term impacts, foreign companies also face a pressing long-term 
problem regarding foreign employees in China. With the current regulations, expatriates5 in China lose their 
residence permits when they travel outside China and therefore cannot return after exiting. This makes 
living in China highly unattractive for expatriates at the moment.

4. The data from the German Chamber’s June Flash Survey showed, that travel restrictions still ranked first among COVID-19 impacts on German 
business in China [nearly all participants chose this topic as a pressing issue].
5. An expatriate (often shortened to expat) is a person working and living in China for a longer time period and therefore needs to hold a Chinese 
residence permit.

Recommendations 
to the Chinese Government 
Important economies around the globe are still closed off due to international travel restrictions. While 
understanding the need for further containment from a second nationwide wave of COVID-19’s spread 
in China, regulations that support a continuing exchange of local and foreign management teams, and 
specialists would send a positive signal, and benefit the performance of businesses in China, Germany 
and the EU. 

In order to ensure stable operational activity for German companies doing business in China, the 
following points are urgently needed:

Practical Suggestions 
by Business Leaders to Business Leaders 
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Free international inbound travel based on scientifically sound testing and quarantine regulations.  
Travel regulations should be based on reciprocity and standardized international arrangements to 
ensure the safe travel of employees, dependents of employees and specialists needed to resume or 
develop business in China. 

China should re-instate the validity of resident permits, that were issued in China before the COVID-19 
outbreak, so allowing foreign residents to leave the country and return.

Gradual relaxation of the travel restrictions between Hong Kong and Mainland China, in order to allow 
business travel to resume. 

National uniform health testing standards, health codes and quarantine rules within China to avoid 
different regulations for different regions and cities.

Reimplementation of existing international aviation standards. For the scheduling of business trips 
and projects in the upcoming months, commercial flight arrangements, and internationally accepted 
aviation standards for flight slot distribution should be brought back to pre-COVID-19 levels.  

COVID-19 has shown that under difficult circumstances, project scheduling might be rethought (e.g. 
more digital appointments during preparation phase; combined business trips in one region). Saved 
travel costs could then be used for other phases within a project.

For specialists/expats crucial to the company, special incentives for attracting them to work in China 
even under the current circumstances should be thought of. 

Companies should plan job rotation and replacement management in China well in advance, as the 
lead time for visa application and travel planning will increase even further. 
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Investment Confidence 
under Pressure

The German direct investment stocks in China were worth EUR 92 billion in 2018. The investment stocks 
of Chinese investors in Germany amounted to EUR 5.3 billion in 2018. However, German companies 
doing business in and with China face numerous trade and investment barriers. They include both pre-
establishment restrictions (border measures) and post-establishment restrictions (behind the border). 
While formal market access restrictions are slowly lifted, e.g. through the yearly revisions of the Negative 
List for foreign direct investment (FDI Negative List), still significant discretion is granted to authorities 
at the implementation stage and indirect regulatory market access barriers remain a big hurdle.6  Many 
German companies in China report difficulties in obtaining licenses, certifications or product approvals.7 

Disproportionate bidding and tendering processes together with a lack of participation in the development 
of industry standards8 are further restrictions mentioned by the surveyed companies.

Over the past two years, China has taken a number of steps towards implementing reforms aimed at 
greater openness and equal treatment of foreign entities in the Chinese market, e.g. the new Foreign 
Investment Law (FIL), effective from 1 January 2020. This marks the first legally binding prohibition 
of forced technology transfer, albeit limited to administrative measures. Almost half of the surveyed 
companies (45%) positively acknowledge China’s commitment to further open its market, according to 
the German Chamber’s latest Business Confidence Survey 2019/20. More than two third stated, that they 
were planning to further invest in China within the next two years. At the same time, more than half of the 
companies said, they would likely or very likely increase their investments into China, if greater market 
access would be granted by the authorities.

However, amid the COVID-19 crisis, many investment projects for 2020 were cancelled or postponed (e.g. 
expansion of production capacities, equipment, R&D and personnel). When asked in June, a majority of 
surveyed companies reported, that they were postponing or cancelling business investments. 

With business sentiment and investment levels low in times of crisis, it is important to support confidence 
with a display of openness and an investment framework that is inclusive of both foreign and Chinese 
companies. The newly released and updated FDI Negative List as well as the FIL Implementation 
Regulations are steps in the right direction, but they are not enough to achieve genuine full equality of 
treatment between foreign and Chinese companies.

6. According to the German Chambers Business Confidence Survey 2019/20 (BCS), more than 60% of the respondents face market access 
restrictions.
7. This was reported by 29% of the respondents in the BCS.
8. Stated by 24% and 22% of the BCS respondents, respectively.

Recommendations 
to the Chinese Government 
The regulatory framework as such should not be a barrier for business and investment. Regulations 
should be transparent, clear and stable and its implementation should be predictable. Especially 
small and medium-sized enterprises (SME) often lack the resources to deal with increasing regulatory 
uncertainties and complexity. In order to further raise German businesses’ confidence into the Chinese 
market, the following points need to be addressed as soon as possible:

Practical Suggestions 
by Business Leaders to Business Leaders 
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The conclusion of a high-quality EU-China Comprehensive Agreement of Investment (CAI) before the 
end of 2020 would be an important signal to the global economy. The agreement should remove 
investment barriers, decrease the overall impact of state-owned enterprises (SOE) and effectively 
protect bilateral investment and competitive conditions.

German companies need less bureaucracy and clearer administrative requirements to better plan 
further investments into the Chinese market. Even if an investment is encouraged and not included in 
the Negative List, there are further obstacles in the interaction with administrative bodies in granting 
licenses or approvals.

Ensuring a level playing field for all market participants, including equal treatment of private companies 
and SOE to prevent ‘price wars’ within an industry. The level playing field should further include the 
same length of registration processes for foreign and domestic companies, equal participation in 
procurement, and equal implementation of national labour laws.

Improving the general economic conditions for enterprises, especially for SME, e.g. through demand-
side stimulus and targeted subsidies. 

Further economic integration of the Greater Bay Area (GBA). Develop the region’s potential for 
international companies by implementing the abovementioned measures and easing the movement 
of persons and goods within the GBA.

Since the Chinese government has an increased interest in FDI due to the COVID-19 crisis, and local 
governments are ever more interested in attracting investment, companies should use this opportunity 
to reach out to the authorities at local levels and enquire about new investment incentives and 
regulatory adjustments.

Strengthen capabilities in government affairs management in order to closely monitor investment 
relevant regulations on the national and local level.

When making new investments, companies should also pay attention to corresponding preventive 
epidemic safety requirements (e.g. that distances between production lines are increased).
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Digitalization of 
Business and Production
For companies in the digital sector, the COVID-19 crisis is becoming an unexpected business opportunity. 
Instead of reducing their operational costs, these companies are setting the course for the future. Both 
consumers and businesses in China have accelerated their use of digital technologies as a result of 
COVID-19. In the course of this, the IT consulting sector has recently seen increased demand.

Besides speeding up the digitalization in business-to-consumer (B2C) applications and channels, COVID-19 
also accelerated the traditionally less digitized part of the economy, such as areas requiring physical 
interactions, and business-to-business (B2B) processes. High expectations are placed upon digital 
technologies for online co-operation and remote production. In the long term, it is worth observing how 
this might accelerate the digital transformation of enterprises.

In the healthcare sector, for example, digital technologies have accelerated the rapid growth of online 
consultations (i.e. telemedicine) as well as digital solutions for hospital infrastructure. These changes 
occurred ahead of a nationwide deployment of 5G technology, which will likely catalyse the use of digital 
tools in China even further. Already in March, telecom companies in China announced, that they will 
maintain their 5G development targets for 2020, now at a pace of 10,000 5G base stations a week.9 

Robotics and Automation as well as the Internet of Things (IoT) are the most relevant topics around 
digitalization for German companies in China today; 3D printing is consistently increasing in importance, 
according to the German Chamber’s latest Business Confidence Survey 2019/20.10 

When asked about the challenges in China regarding to digital innovation, more than 40% of the surveyed 
German companies identify “finding skilled employees” as the top challenge, followed by “internet access 
restrictions” (37%), “slow cross-border internet speed” (35%) and “data security/ IP leakage” (32%). In 
addition, compliance with the extensive regulatory framework in terms of IT and data protection has 
become more and more time-consuming during recent years. Now it is precisely these issues that are 
becoming increasingly important during the COVID-19 crisis, as much more data is being exchanged 
digitally than before the crisis. The results of the June Flash Survey revealed, that “internet access 
restrictions and slow cross-border internet speed” ranked third amid the most important topics, that 
German companies needed to be addressed by the German government during its presidency of the EU 
council to support business in China.11

9.  Ling Jiwei, “Sectoral pulse under the epidemic: China’s 5G commercialization pace will not slow down” 疫情下的产业脉动：中国 5G商用步伐不减 , 
Xinhua Online, 03.03.2020, http://www.xinhuanet.com/tech/2020-03/03/c_1125656066.htm, viewed on 12.05.2020.
10. Robotics and Automation: 36% in use today and 17% expected adoption until 2022; IoT: 21% (today) and 22% (until 2022); 3D printing: 18% 
(today) and 12% (until 2022).
11. Top 1 was “current COVID-19 related restrictions on international travel”, followed by Top 2 “equal treatment of local and foreign companies”.

Recommendations 
to the Chinese Government 
China’s digital landscape presents great opportunities, but also big challenges for German businesses. 
In order to be able to participate in the increased digitalization of world trade, foreign invested 
enterprises in China need a transparent and compatible IT framework. This framework needs to include 
in particular:

Practical Suggestions 
by Business Leaders to Business Leaders 

Transparent and appropriate cyber security regulations to ensure the protection of data and intellectual 
property of companies on the one hand, and to allow necessary cross-border data transfer on the other 
hand.

Unrestricted and faster internet access. FIE in China are often at a disadvantage compared to local 
companies, because they need to connect to servers (of their headquarters) that are located abroad 
and work with foreign digital services or platforms for daily operational business.

Global compatible IT standards and norms. While all countries have legitimate concerns about 
privacy and national security, digital policy measures should reflect international norms and be non-
discriminatory.

Companies should adapt to new digital tools and automation, e.g. industrial robots that perform 
remote diagnosis. In an increasingly competitive business environment, saving production costs and 
raising efficiency are of top priority.

Companies should assess their strategic need for increased bandwidth and data centres and adapt to 
the new conditions as early as possible.

At the same time, even more focus needs to be put on finding and retaining qualified staff able to 
implement new digital solutions. 

Bilateral co-operation in the area of digitalization might offer new opportunities to German companies 
operating in China. This requires the companies to engage more locally, closely interacting with the 
whole ecosystem of Chinese start-ups, IT companies and universities.

Adapting to a New COVID-19 Reality: 
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Access to 
Local Financing 

Financing for SME in China is a generally difficult issue with companies facing high capital requirements 
from banks. According to the European Union Chamber of Commerce in China (EUCCC), a significant 40% 
of European companies cannot access either enough or any financing from Chinese banks.12 

Due to COVID-19, the issue has become even more pressing for German companies and their business 
partners. The considerable loss of business caused an increased need for liquidity, with costs continuing to 
run high and revenues decreasing significantly.13  

Short-term financial support to reduce operational costs was named a top priority by German companies, 
when asked about the impact of COVID-19 on business in China. Broken down by sector, especially the 
business services as well as the automotive sector were in need for direct financial support from the 
government. For the machinery sector, corporate tax reductions or deferment ranked first.

It has proven to be very difficult for local banks in China to undertake a risk assessment for foreign-invested 
companies. As a result, foreign-invested SME have to obtain most of their financing from net equity or 
through their German headquarters. 

For branches of foreign banks, the risk assessment would be easier, since the headquarters in Germany or 
Europe know the German companies’ headquarters well. Although the Chinese financial sector has been 
successively reformed and opened-up in recent years, foreign banks planning to enter the Chinese market 
are still subject to restrictions when obtaining certain licenses. Unclear guidelines on the implementation 
of new licensing regulations further hamper new investment decisions.

Recommendations 
to the Chinese Government 
The COVID-19 crisis and resulting cash-flow challenges have made local financing a pressing topic for 
German companies in China. The German Chamber therefore strongly advocates for:

Practical Suggestions 
by Business Leaders to Business Leaders 

12. See European Business in China Business Confidence Survey 2020 – Navigating in the Dark, p. 23.
13. 31% of surveyed respondents reported a more than 20% decline of their company’s revenue in the first half of 2020, while 44% said their 
company’s revenue declined between 5% and 20% [data from end of June].
14. According to the findings of the EUCCC, only 75% of the arrears owed to private companies by state-owned enterprises and government 
departments were cleared in 2019. See European Business in China Business Confidence Survey 2020 – Navigating in the Dark, p. 23. 

Regarding the COVID-19 impacts on cash-flow, business experts suggest starting negotiating new 
terms with suppliers, clients and banks. Some enterprises might further consider rethinking the ‘Just-
in-time’ approach in supply chain management and acquire local safety stocks. This could have 
possible implications for the demand of warehouse facilities. However, the question arises as to how 
economically feasible it is to tie up capital in warehouses. 

Companies should consider investing in additional HR or Government Affairs efforts to establish an 
internal process for application management in order to utilize supportive government policies.

In order to make it easier for Chinese banks to assess the risks of foreign SME, co-operation with 
German banks could help to optimize existing risk profile mechanism (e.g. through best practice 
trainings).

Ensuring transparent and appropriate credit regulations for FIE in China. This involves changing bank 
policies in order to make them accept held assets of a foreign-invested enterprise, even if the legal 
representative might not be a Chinese national, as well as allowing FIE to also use globally held assets 
to satisfy capital requirements.

Facilitating capital transfer and cross-border payments: Take steps to reduce the complexity of and 
bureaucracy involved in mechanisms of transferring money in and out of China.

Granting financial incentives especially for SME (e.g. rent reduction) to maintain good cash-flow and 
thus maintain labour force and providing comprehensive and clear guidelines on how to follow new 
regulations for their full implementation.

Encouraging state-owned enterprises to guarantee timely cash payments to SME.14 
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Localization 
of Staff

Employing more local staff has been a cross-sectoral trend for German companies in China in recent years. 
Various factors such as cost saving, China’s global image, internet restrictions, visa regulations, as well as 
closer connections to and a deeper understanding of local market players and government actors have 
led to a phasing out of the so-called ‘expat model’ in China. Due to global travel restrictions and border 
closures amid the COVID-19 crisis and its mid- and long-term consequences for foreign personnel in China, 
the trend of ‘staffing in China for China’ including top management is likely to continue to increase. 

However, qualified foreign personnel are still crucial for a company’s China branch. A close co-operation in 
mixed teams with Chinese and German employees often yields the best results. Aligning the branch closer 
with the headquarters and improving communications, to transmit ideas generated in China to other 
branches globally are just some of the manifold reasons that show the need for keeping a pool of foreign 
staff. 

Recommendations 
to the Chinese Government 
Qualified personnel are a key factor for foreign-invested companies in China determining success and 
failure of their business. 

Practical Suggestions 
by Business Leaders to Business Leaders 

15. The so-called “hukou” [household] is a legal document that records a household’s basic information, i.e. the name of natural persons, date 
of births, relatives, and marital status. The hukou-system was introduced in 1958 and categorizes each Chinese citizen as either a rural or urban 
hukou-holder. Companies and local employees in China often face bureaucratic challenges through the hukou-system as it hampers free worker 
mobility.

Develop local management competency by considering more training and network building 
opportunities for Chinese executives/experts in a company’s headquarters in Germany or at other 
international premises, as the localization of staff is becoming increasingly important.

Two of the biggest challenges for German companies doing business in China are rising labour costs 
and a talent shortage. However, due to redundancies created by the effects on local businesses from 
COVID-19, the talent shortage in the Chinese labour market may ease in the short-term, and companies 
may consider making strategic HR decisions, such as employing new staff at this point in time.

For attracting top international talents, more global mobility needs to be ensured. Transparent and 
easier visa and green card regulations with reduced administrative complexity and with more flexibility 
for expats (e.g. longer validity period of business visa) would be of great help – provided that current 
entry restrictions will be lifted for international talents and that global travelling will be possible again.

For attracting talents from all over China, mobility of workforce within China needs to be improved, 
including better allocation of housing as well as access to education and medical resources (e.g. further 
reforming the hukou-system15 ).
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Decoupling 
Tendencies 

A generally shared fear of German companies doing business in China is that the COVID-19 pandemic 
will accelerate the trend towards global decoupling. A worst-case scenario would be the total isolation of 
countries and economies. Borders and national markets would be closed, creating ‘island solutions’, each 
with its own standards and norms. Some companies even fear an emerging technological ‘cold war’ with 
parallel standard systems evolving. Especially in the IT and telecommunication sector, companies would 
have to adapt to two systems and develop respective internet protocols, communication standards, and 
cyber security guidelines. But also in the automotive industry, for example, companies would have to 
develop core technologies for each market individually.

Long before the COVID-19 pandemic broke out, the US-China trade dispute had raised uncertainties 
among German companies in China regarding their supply chain management. COVID-19 has intensified 
the debate globally, with several governments calling for companies in critical sectors to relocate their 
operations back to their home countries. In addition to cost considerations, other criteria are now 
becoming more important, such as safety, proximity and independence.

Diversification of supply chains in critical industries is very likely (e.g. pharmaceuticals), but for most 
German companies doing business in China, it can be stated that supply chains as well as production 
capacities are increasingly localized. Nearly 60% percent of the companies that participated in the Business 
Confidence Survey 2019/20 declared ‘local sourcing’ as one of the top opportunities for their business. 
For many German companies in China it is unlikely that more sourcing capacities will be shifted to Europe. 
At the same time, only a few German companies in China are engaged in procurement from China for the 
German or European market.16 

Given the size and the growth potential of the Chinese market alone, investing in local supply chains and 
research and development (R&D) will continue to remain important for German businesses in China.17 
Even before the COVID-19 outbreak, many German companies considered to invest more in local R&D 
to be well positioned for the future, according to the German Chamber’s latest Business Confidence 
Survey 2019/20 (BCS).18 And China, for its part, will continue to require global technology input in order to 
maintain high productivity growth.

When asked, whether or not companies were planning to adjust their investment strategies because of 
COVID-19 (e.g. by seeking alternative sources or relocating production to other geographies), most German 
companies stated they were delaying or cancelling investment decisions [Top1], or not considering 
changes to the current strategy at all [Top 2]. Only a very small proportion of German companies are 
considering relocating production facilities to third markets, mostly in Southeast-Asia.19  For sourcing 
companies, emerging markets like Vietnam and Indonesia are becoming increasingly attractive to expand 
their existing business portfolio, but there is no foreseeable development to divert established production 
processes away from China, but rather to implement a “China plus 1” strategy.20

The current trend is clear: German companies in China buy from the local market for the local market. This 
trend is even further accelerated by COVID-19, since proximity has become a decisive factor. If anything, 
shifting business to other regions within China (e.g. moving heavy production further away from urban 
areas in accordance with municipal policy guidelines) could be a future scenario for some companies.
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17. The June Flash Survey revealed, that 30% of the respondents said they will increasingly localize supply chains and/or R&D in China [multiple 
answers were possible].
18. Nearly 70% of the surveyed companies planned to further invest in China in the next two years, when asked in 2019. Most investments were 
intended in new manufacturing facilities (46%), new office facilities (37%), machines for automation (36%) and new R&D facilities (35%).
19. In the German Chamber’s June 2020 Flash Survey on Covid-19 impact, less than 15 companies stated, they were moving some or all 
manufacturing capacities out of China. The results of the Business Confidence Survey 2019/20 revealed, that 10% of respondents were 
considering moving capacity away from China.
20. According to the June Flash Survey, only 8% of the respondents [multiple answers were possible] stated they were sourcing components 
outside China, while the majority said, there were no changes to the existing strategy.

16. Results from the German Chamber’s Business Confidence Survey 2018/19 show, that one third of German companies do not generate any 
export revenue at all. Only a quarter of companies generates at least 25% of their revenues through export with most of them located in South and 
Southwest China.
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Recommendations 
to the Chinese Government 
Businesses need open markets and uniform rules for trade and investment. However, companies are 
increasingly confronted with and hampered by protectionist tendencies. A rule-based multilateral 
trade system is the best enabler for economic development, and a level playing field is of outstanding 
importance for German companies doing business with and in China. Therefore, the German Chamber 
advocates for:

Practical Suggestions 
by Business Leaders to Business Leaders 

In order to avoid technical island solutions, China should adhere to existing international standards 
and work in a multilateral framework. A positive signal would be China joining an extended WTO 
Pharma-Agreement in order to contribute to the global fight against COVID-19.

Abstaining from protectionist measures and converging with the global market economy in order to 
preserve and enlarge the benefits of globalization. Internationally agreed standards should be used 
to avoid trade barriers due to the de facto mandatory requirement for foreign companies to adapt to 
domestic standards when doing business in China.

Given a possible decoupling scenario, companies need to consider global risk assessments and 
additional supplier analysis to get a clear picture of regional free trade systems. Regional focus 
strategies are pivotal for the long-term success of a company.

Shifting core competences to Asia/China will lead to more regional empowerment. Companies should 
thus consider building up regional core competence teams. As an example, many companies now have 
adopted a world-wide non-hire policy for 2020, that might not suit the Chinese branch (even during the 
crisis).

Companies should strive for closer co-operation with local standardization players and engage into the 
shaping of regional standards and norms.

As China is likely going to remain the most important market for the German sourcing industry in the 
foreseeable future, Hong Kong will continue to play a vital role as a base of operations for sourcing 
companies in Asia.

METHODOLOGY
The analysis in this Paper uses a combination of quantitative and qualitative data, collected through personal/virtual 
interviews and roundtables with business executives. This interview data is complemented by extensive data from the German 
Chamber’s Business Confidence Survey 2019/20 and several flash surveys and quick polls, conducted during the first half of 
2020. 

Roundtables and interviews were held with 70 German companies from Beijing, Tianjin, Shenyang, Shanghai, Guangzhou, 
Hong Kong and several cities in Zhejiang, Jiangsu and Hubei Province between 6 February to 1 June 2020. Respondents 
included both representatives of large German companies and small and medium-sized enterprises of diverse sectors, such as 
machinery/industrial equipment, automotive, business services, consumer products, healthcare products, pharmaceuticals, 
financial services, IT/telecommunications, electronics, chemicals, logistics/transportation, sourcing/trading, construction, 
metal products, aviation and energy.
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