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While Europe slides into a worsening 
financial and economic morass, invest-
ment opportunities in China continue 
to attract European companies. A Sur-
vey, jointly conducted (in March /April 
this year) by the European Chamber of 
Commerce in China and Roland Berger 
Strategy Consultants, has revealed that 
two thirds of all 557 responding Euro-
pean companies were considering new 
investments in China. In 2009, at the 
heart of the GFC, only 39% of respond-
ents held similar views. 

While most new investment will still be 
placed in the “traditional” locations in 1st 
Tier cities, new investments in China are 
increasingly moving to China’s 2nd, 3rd 
and even 4th Tier cities. These include 
cities with names unfamiliar in the West - 
such as Wuhu, Xiangtan and Fushun (all 
cities with populations over two million) 
or provincial capitals such as Jinan, Chang-
chun, Shenyang or Chongqing, which 
have already attracted major foreign inves-
tors such as M.A.N, VW, Bombardier, 
Michelin, Ford, Chrysler and GM.

These 3rd and 4th Tier cities are attract-
ing foreign investors because they have an 
established industrial base; relatively cheap 
labour; Chinese government investment 
and tax incentives; improving power and 
transportation infrastructure and growing 
regional markets. Twenty or thirty years 
ago, China’s 1st tier and east coast cities 
and its Special Economic Development 
Zones were where foreign investment 
money was primarily directed.  The local 

market wasn't the main attraction for foreign 
investors then. They were looking at the 
opportunity for cheap manufactured 
products directed at an export market.

Today, the rise of the Chinese middle 
class, thirsty to consume, is a powerful lure 
to foreign investors. According to a sur-
vey quoted recently in the official English 
language publication, Global Times, the 
middle class of China’s 2nd and 3rd Tier 
cities is expected to increase by 200 million 
people between 2010 and 2020, while the 
population of 1st tier cities is only expected 
to rise by 60 million. This phenomenon 
will certainly attract more foreign  invest-
ment to China’s new developing cities.

The new Chinese middle class is spend-
ing its new found money on new housing, 
overseas travel but also on cars (bigger, 
brighter and more powerful rather than 
the modest cars bought by the rising west-
ern middle class in post-war Europe). Not 
surprisingly then, the proportion of FDI 
coming into China from the automotive 
industry has been rising.  Since the mid 
1990s there have been new investments in 
the new “developing cities” from most of 
the major international automotive com-
panies, such as Fiat, Toyota, VW, BMW 
and Ford, while support companies 
manufacturing aluminium panels, spark 
plugs, brakes etc., have been opening in 
“less known” cities like Changsha, Wuhu, 
Hefei and Tianjin.  

The business opportunities are clear, 
but for HR these business opportunities 
in the 3rd and 4th tier cities with serious 

challenges: how to attract adequately skilled 
technical and managerial staff, be they local 
or expat; rising salary expectations for local 
staff and for expats; dangerously different 
attitudes among blue collar workers towards 
health and safety requirements; different 
judgements on what constitutes corruption; 
and confronting living conditions for expa-
triates including less than adequate housing, 
no international schooling and poor medi-
cal facilities.

The recruitment of adequate skilled 
labour and of management personnel is a 
long term problem, facing both Chinese 
companies and MNCs (multinational cor-
porations) operating in China. In 2011, 
the US China Business Council (USCBC) 
confirmed that Human Resources 
remained the largest challenge for member 
companies operating in China. This was 
the 6th straight year of this issue being at 
or near the top of USBC’s annual survey. 
The specific HR issues raised by members 
spanned the gamut of finding, hiring and 
retaining suitable managerial and technical 
talent. The problem of retention is partic-
ularly serious at managerial level. For the 
employee, loyalty to a current employer has 
less motivational pull than the prospect of 
changing jobs to advance up a career lad-
der and increase one’s financial remunera-
tion. This creates an open market for newly 
arriving investors to poach good staff from 
established companies and push local wage 
expectations higher in the process. 

In 2007, Booz and Company surveyed 
approximately 100 Chinese MBAs and 
found that:

94% had been approached for another •	
job
55% had already changed jobs since •	
receiving their MBAs in 2004
80% of those who worked for MNCs said •	
they did not plan to stay at their current 
jobs for more than two additional years.

China Challenges For HR - Investing 
In 3rd And Even 4th Tier Cities
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Like the Booz and Co/- report, while 
dated, the results of a 2005 McKinsey 
report, The Emerging Global Labour 
Market, are still relevant today. The results 
revealed that despite a very large pool of 
university graduates, few Chinese gradu-
ates would qualify as recruits to an MNC: 
the engineers had had theoretical training 
with little practical experience and Eng-
lish levels of graduates were inadequate 
for professional communication. 

The demand for managerial talent 
driven by new investment by Chinese 
companies and MNCs has expanded since 
the Booz and Co/- survey, but the increase 
in MBA graduates has not matched this 
demand. Not only attracting talent, but 
the retention of skilled managerial talent 
remains a serious challenge. 

While these problems pose a significant 
headache for MNCs in China’s first tier 
cities, they become even more intractable 
issues as companies move their investment 
inland, where there is far less home-grown 
talent with appropriate skills. Added to 
this is the overwhelming reluctance of 
skilled Chinese employees to move, even 
on shortish assignments of a couple of 
years, from comfortable east coast living 
to the less comfortable living and working 
conditions in China’s “developing” cities. 
If the employee can be enticed by a large 
financial incentive to take the assignment, 
he or she is likely to go on the assignment 
alone, leaving the family behind in the 
home city. The spouse, whether male or 
female, is likely to have their own career 
which he/she is unwilling to forego. 

Another disincentive to moving is 
education: education standards for child-
ren in the 3rd and 4th tier cities are not 
regarded as comparable with those in the 
more developed cities. Gaining admission 
to a local school if one comes from another 
city in China can also be a major obstacle, 
due to residency requirements.

One factor MNCs consider when decid-
ing where to place their investment is rela-
tive labour costs between cities. Average 
salaries in many 3rd and 4th tier cities are 
as much as 50% lower than in 1st and 2nd 
tier cities. The compulsory employer con-
tributions to social welfare for its employ-
ees in 3rd and 4th Tier cities set as a per-
centage of each employee’s salary tends to 
be lower than that set for 1st and 2nd tier 
cities.  Also the average salary differential 
between 3rd and 4th tier cities compared 
to 1st and 2nd tier cities further widens 
the cost of employer contributions to 
social welfare.  This is because generally 

each city only applies the set percentages 
of an employee’s salary up to a salary cap 
equivalent to three times the city’s average 
salary level for the previous year.  Thus an 
employer’s contribution for all employ-
ees with salaries above the cap is limited 
to that applying to the cap.  To illustrate 
this, on 2010 figures provided by Devan 
Shira and Associates (see below), employ-
ers in Qingdao would contribute no more 
than 36 % of three times RMB 2,116 for 
all its staff on gross salaries above RMB 
6,348 per month. In contrast on 2010 fig-
ures Beijing employers would contribute 
44.3% of three times RMB 4,037 for its 
entire staff on gross salaries above RMB 
12,111 per month. (Note: US$1 = approx 
RMB 6.32).

Another challenge for HR across China, 
but particularly in 3rd and 4th Tier cities 
where workers have been accustomed to 
working in the traditional State-owned sec-
tor, is attitudes to health and safety. While 

Charts comparing compulsory Social Security contributions:  
First-tier cities:

 Several 2nd Tier cities:

And finally a selection of 3rd or 4th tier cities:

(Source: Devan Shira  October 26, 2010 China Briefing, “Employment Overheads in China’s Social Security System

the West probably took over seventy years to 
introduce rigorous health and safety stand-
ards in its factories, China, which started its 
major industrialisation programme in the 
1950s, isolated from developments in the 
West, is only slowly catching up. Not only 
are regulations in the relatively early stages of 
evolution, they are not strictly enforced and, 
more critically, they have not been backed 
up by strong public education programmes. 
Training in health and safety is a significant 
burden and responsibility for HR operating 
in 3rd and 4th Tier Chinese cities. 

If local employment issues were not 
enough, HR has to confront a very dif-
ferent but equally challenging range 
of issues affecting their expat staff and 
their families.

Challenges for the Expats and 
for HR
The first challenge for HR is how to per-
suade expats to move to a 3rd or 4th Tier 



Utilised FDI of Chongqing 
MSS million) 

7.000 

6.000 

5.000 > 

6 344 

4.016 
4.000 

3.000 

2,000 
1.0.5 

1 .000 r 	516 6.96 

inn 111 

2035 2006 2037 2038 	2009 	2010 

Source Chongqing Statistical Yearbook 2011 

Summer InternatIonal Hr advIser

5investing in china

city and then, once they arrive, how to 
manage their concerns and worries so that 
they don’t affect employee productivity and 
importantly that assignments don't fail. 

While the situation clearly differs 
between cities, a snapshot of the condi-
tions in one larger 3rd tier city will help 
paint the picture. Chongqing is one of 
the fastest growing cities in China (GDP 
of US$158.9billion in 2011 growing 
at 16.4% p.a) and, in the past two to 
three years has attracted large amounts 
of FDI from companies such as Ford, 
HP and BASF and many smaller sup-
port companies.

Chongqing, a city of 9 million people 
in the urban area and another 20 million 
in the peri-urban and rural areas, is a port 
city, with the rough and tumble that that 
implies. Combine that with a strained 
political history before the Communist 
takeover in 1949 (Chongqing was the 
wartime capital of the previous Nation-
alist government); it experienced heavy 
Japanese bombing during the 2nd World 
War; a vicious Cultural Revolution and 
years of deprivation and poverty. In the 
space of less than ten years, however, a 
dark, crumbling city perched on a rocky 
peninsula has been thrust into the 21st 
century – with towering skyscrapers; sky 
trains; new train and metro lines; “luxury“ 
housing designed for wealthy Chinese 
and not really for expats; plus shopping 
for wealthy Chinese: Cartier and Tiffany 
and Gucci, but not really for expats.

For some local Chinese, the transforma-
tion must be unsettling. For newly arrived 
expats, the transformation seems only 
skin deep and many find it very difficult 
to live there. Almost no English is spoken 
outside the 5 star hotels. Venturing out 
into the street you are confronted with a 
cacophony of car horns and loud voices 
speaking in an unintelligible language. 
To buy anything at all requires patience 
and an inventive use of sign language. 
The expat community can be counted in 
the hundreds. It is difficult to find clothes 
to suit a western taste. Restaurants don't 
have menus in English. Expats walking 
on the streets are stared at, pointed at, 
and sometimes laughed at, by people who 
have never seen a white face or blue eyes 
before.  The hairdressers don't know how 
to colour hair that is not black. Condi-
tions and customer service at even the best 
hospitals fall well below western standards 
and expectations and there is really only 
one established school option for west-
ern children. On top of this, the climate 

Chongqing

is gloomy: with frequent fogs; unhealthy 
levels of pollution and high levels of 
humidity winter and summer. Despite 
all these difficulties, Chongqing can be a 
liveable and enjoyable city, with some fas-
cinating history, some great modern art-
ists, interesting traditional handicrafts and 
beautiful picnic spots in the nearby moun-
tains. But expats need a helping hand to 
discover these opportunities. 

What does HR need to 
understand when they send 
expatriates to 3rd and 4th Tier 
cities and what they can do to 
resolve some of the issues?

HOUSING
Housing prices are unrealistically high 
and you rarely get value for money. 
Construction standards in many 3rd 
and 4th Tier cities are not good, cheap 
construction materials are often used 
and buildings tend to deteriorate 
quickly. Assignees are often shocked 
when they learn that a building which 
looks 10 – 15 years old was actually 

built only five years ago. After moving 
to their new home, the assignee cannot 
expect proactive support from the local 
realtor, let alone the landlord, when 
things go wrong. The concept of regular 
maintenance to reduce break downs is 
not well understood; and when repairs 
are done, they are often poorly done 
and don't last. The assignee can be con-
fronted by a leaking toilet, an air condi-
tioner which has broken down, a man-
agement office that doesn't speak Eng-
lish, a landlord who doesn't respond 
to requests for help and a local realtor 
who doesn't appreciate that they have a 
responsibility for after-sales service.

Recommendation: Companies should 
seriously consider hiring a professional 
DSP, not a realtor, to guide the assignee 
to identify housing within budget, well 
built, well managed and well maintained. 
The DSP should also be charged to assist 
with Tenancy Management: to manage 
the local realtor to ensure that thorough 
and quality repairs and maintenance 
are carried out, so that pressure on the 
assignee (and local HR) is reduced.
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Shopping facilities:
Apart from the lack of English – and that 
means spoken English as well as signage, 
one of the biggest challenges facing expats 
in smaller 3rd and 4th Tier cities is low 
or no availability of familiar products and 
the questionable quality of the local pro-
duce. Roughly chopped raw meat sitting 
on a hook is difficult for most expats to 
face, but food safety issues in small cit-
ies may be even more of a worry. As cit-
ies develop and living standards rise, local 
demand for better quality food products 
and better service also increases. This is 
happening in China, but in the 3rd and 
4th Tier cities only slowly. 

Recommendation: HR hires a pro-
fessional Destination Services Provider 
who uses expatriate consultants who 
know their city and know the concerns 
fellow expatriates will face. They will 
also know the corners of the city where 
expat friendly bakeries and delicatessens 
selling organic food supplies may have 
opened, and which companies in Bejing 
or Shanghai will deliver chilled meat and 
special cheese orders to expatriates liv-
ing inland. HR also needs to consider a 
reasonable level of Hardship Allowance, 
but even more importantly an allowance 
for at least quarterly visits to a large city 
like Beijing or Shanghai to stock up on 
favourite mueslis; cheeses and maybe even 
imported wine and chilled beef.

Transportation:
Public transport systems do exist, but 
are crowded and confusing. The larger 
2nd and 3rd Tier cities are now building 
subway systems, but for the non-Chinese 
speaker they may be difficult to navigate. 
Buses are even more confusing. Even in 

modern 2nd tier cities like Suzhou the 
extensive route directories at every stop 
are only in Chinese. You can buy a Bus 
pass but even that is difficult if you don't 
speak the language. Taxis are inexpensive, 
but drivers haven’t been subjected to years 
of traffic safety programmes as we have 
in the West. They don't wear seat belts.  
Drivers often drive too fast, don't indicate 
when changing lanes and are ignorant of 
the risks that they are taking. 

Recommendation: If the company 
budget will stretch to it, provide a single 
assignee (or group of single assignees) 
or assignee and family with a dedicated 
car and driver who can be trained in the 
basics of driving and traffic safety. If the 
budget can’t stretch, then make sure that 
the assignee is given at least some basic 
conversational Chinese so that s/he can 
communicate, even if simply, with the taxi 
driver and ask directions on the Metro.

Medical and Health care:
In most 2nd and 3rd Tier, let alone 4th 
Tier cities, there are no Western doctors. 
Unwell expatriates need to visit Outpatient 
clinics within Chinese hospitals.  In several 
Chinese cities, however, International SOS 
or Global Doctor do have a GP or several 
GPs in their own clinics. International 
SOS has full scale international health 
clinics in Beijing, Nanjing, Tianjin and 
Tianjin TEDA (Economic Development 
Zone), with teams of medical and opera-
tions professionals and all the amenities 
that one would expect from an interna-
tional-standard healthcare facility. While 
Global Doctor has a GP or several GPS in 
several 2nd, 3rd and 4th Tier cities: Shen-
yang, Changsha, Chengdu, Chongqing, 
Dongguan, Guangzhou, and Nanjing.  

Elsewhere, expats need to go to the local 
public hospital, some of which do have 
doctors who speak some English. Even if 
English is spoken, however, and the hospital 
has very high–tech equipment available, 
the conditions in many of these hospitals 
are not designed to make Westerners feel 
comfortable. To access the “expat” wing, 
you probably need to walk through the 
public registration and waiting rooms – 
where dozens of anxious patients wait to be 
called. In some of these hospitals, hygiene 
standards are not up to western standards; 
walls and stretchers may appear dirty or 
stained; over worked and under-resourced 
staff do not have time to be warm and 
comforting. Doctors are used to prescrib-
ing, but not to discussing a medical con-
dition or sharing much information about 
a patient’s options. This only adds to the 
Western patient’s anxiety.

International SOS has special part-
nerships with a number of pre-screened 
hospitals nationwide, to which they can 
refer their members working in 3rd and 
4th Tier cities. They can also recommend 
which doctor to see in these hospitals 
for specific complaints, arrange priority 
appointments and will medically moni-
tor a patient’s condition, on behalf of the 
patient, their family and employer. They 
are not, however, permitted to consult in 
a Chinese hospital.   

International SOS has also helped 
meet the needs of member companies by 
opening a clinic on site at a client’s facil-
ity or factory plant and managing the 
staff and operations at that facility. To 
date, International SOS has opened such 
clinics in Shenyang for a global manu-
facturing company and in Dalian for a 
range of multinational clients spanning 
the technology, automotive and manu-
facturing industries. 

Recommendation: Where the scale of 
a manufacturing operation makes this 
cost–effective, and companies are bring-
ing in dozens or sometimes hundreds of 
expatriates and local employees, the Inter-
national SOS model of setting up a clinic 
at a client’s facility should be considered. 
It can make a huge difference to families 
and their morale. It has the added advan-
tage of providing an on-site medical facil-
ity which can cater to illnesses and minor 
injuries of Chinese staff - thus reducing 
time loss injuries and absenteeism.

HR can also work with local government 
health bureaus and hospitals to set up dedi-
cated expat out and in-patient wings, prop-
erly supported, in their local hospitals. 

Chongqing
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Schooling:
Some 3rd and 4th Tier cities may have an 
international school. Many don't. Those 
international schools that do exist are 
generally of a good standard and accred-
ited appropriately with Western educa-
tional accreditation organisations.

 Recommendation: Where schools don't 
exist and a company is bringing in many 
dozens or more expatriate employees, 
companies can negotiate to set up their 
own small school, within the grounds of 
an existing Chinese school rather than as 
independent campuses. Stora Ensoe has 
done this in Beihai in southern China. In 
Changchun and Shenyang the German 
Government has supported the establish-
ment of German schools to meet the edu-
cational needs of families working at the 
BMW and VW plants.

While a moderately expensive solution, 
if this action can potentially increase the 
number of skilled expatriate staff who will 
take the assignment, the decision is well 
worth taking.

Conclusion: There may need to be a 
change in mind set among MNCS relocat-
ing expatriates and their families to 3rd and 

Shelley Warner
is the co-owner 
and co-founder 
of Asia Pacific 
Access (APA). 
Set up in Beijing 
in 1993 it was 
one of the earliest 
companies 

providing relocation, immigration and 
cross-cultural training in China. APA 
has offices in Beijing, Shanghai and 
Chongqing and coverage of another 14 
2nd and 3rd Tier cities. APA’s  focus is on 
people and its aim is to ensure that expats 
moving to China settle in well and enjoy 
the experience of living here. It regards 
the development of community as critical 
for expats assigned to difficult 3rd and 
4th Tier cities. 
For more information contact 
info@apachina.com and see 
www.apachina.com

4th Tier cities. Several years ago, MNCs 
were providing generous relocation support 
packages to employees moving to China’s 
east coast, but neglecting those moving to 
the more difficult inland locations. Today, 
some support is provided, but in many 
cases, it tends to be minimal. While bot-
tom line considerations need to be taken 
into account, what is often not adequately 
considered is the longer term impact on a 
poorly supported expat moving to a diffi-
cult location. The personal cost of a broken 
marriage or the huge costs to the company 
of a failed assignment overshadow the cost 
of providing to assignees support by Pro-
fessional Destination Service Providers. 
Professional Destination Service Providers 
can ensure that a family not only finds the 
right house, but also settles in comfortably, 
feels confident to go out into the city and 
explore its potential, and always feels that 
there is an understanding and knowledge-
able Western face to turn to. Regrettably, 
the “realtor - only” model has become more 
prevalent and MNCs looking for cheaper 
models are using local realtors who provide 
”free “ service because they gain enough 
from the housing commission to offset any 

cost of their very superficial orientation 
and Settling In. Assignees in 3rd and 4th 
Tier cities deserve more than that. 


