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Moving Towards an “Urban Billion”

• 2011 marked the first 

year that China‟s urban 

population was greater 

than it‟s rural population 
690 million vs. 656 million 

• Chinese workers 

increasingly flocking to 

these fast growing 

cities



Examining China’s Cities  

 Approximately 655 cities in China

 160 cities with populations of 1 million or more

 12 metro areas with populations greater than 5 million

 Plan for 8 mega cities (10+ million) by 2025 - Beijing, Shanghai, 

Chengdu, Chongqing, Guangzhou, Shenzhen, Tianjin and Wuhan 

 Cities can be unofficially divided into different tiers:

Tier Breakdown

1  Beijing, Guangzhou, Shanghai, Shenzhen, Chongqing

2-3  Developed  provincial capitals and special 

administrative cities (Suzhou, Nanjing, Dalian, Dongguan)

4-?  Prefecture or county level city capitals and others

*Source: U.S. Commercial Service



Tier 1, 2 & 3 Cites in China
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The Rise of China’s 2nd and 3rd Tier Cities

 Infrastructure investment by the central government

 Construction of roads and airports, as well as improvements to railroads 

and city utilities

 Growing levels of GDP and personal income outside of 

the major cities

 Forecasted 7% GDP annual growth

 Consumption driving demand  - not investment

 Attractive alternative for corporations

 Half of the 270 companies surveyed by the American Chamber of 

Commerce in China have presence outside the traditional areas

• Large populations 

• Lower wages and production costs in comparison to tier 1 cities

 Growing importance of the second and third tier cities

 14 of China‟s 2nd tier cities account for 54% of the total imports 

from the United States*



To be Rich is Glorious

Middle class households on average have incomes below USD35,000 and represent

about 6% of the urban population

Low income households  (below USD16,000) are more than 80% of the urban 

Population

But watch the Middle…….



China’s Regions & Provinces



China’s Provincial GDP Comparative – 2000



China’s Provincial GDP Comparative – 2009



China’s Provincial GDP Comparative – 2020



China’s Fast Developing Rail Network 



China’s Highway Network



2nd & 3rd Cities – First Class Opportunity

 Significant government support in central China, where many 

2nd tier markets are located

 This region was boosted by the Chinese stimulus package to improve 

the infrastructure and transport links

 New commerce centers have appeared across the mainland, 

including:

 Nanjing – one of China‟s leading producers of IT products, 

petrochemicals and automobile components

 Wuhan – most populous city in central China and key transport hub – the 

“Chicago of China”

 Kunshan – produces more than half of the world‟s notebook PC‟s

 Influx of people into the cities has also aided in the development 

of the retail market

 Business Monitory International predicts retails sales to grow by 74% 

between 2009 and 2014



China’s fastest growing cities are further afield

 Baotou (Inner Mongolia)

 China‟s largest manufacturer and trading centre of steel

 Changchun (Jilin Province)

 Largest automobile manufacturing base in China

• Home of the FAW Group

 Hefei (Anhui Province)

 Considered one of the main science & education bases in China

 Hohhot (Inner Mongolia)

 Supplies 80 percent of China‟s cashmere wool

 China‟s top two dairy companies based in the city

 Shenyang (Liaoning Province)

 Major production hub and manufacturing center

 Attracts significant FDI, especially in the automotive sector



Concentrating on China’s Clusters

 Focusing on certain city clusters 

can yield greater benefits

 Opportunity to exploit scale 

 Top two clusters in each size 

category (2015 projection):

 Mega  Shanghai, Beijing

 Large Nanjing, Xiamen-Fuzhou

 Small  Xi‟an, Hohhot

 City cluster strategies:

1. Focus on cluster size, not city size

2. Look beyond historical growth 

rates to factors of age, culture, 

politics that affect customer 

preferences

3. Look at industries already in the 

cluster

4. Allow clusters to be flexible as 

they will slowly change over time

Source: Harvard Business Review

http://www.mckinseychina.com/wp-content/uploads/2011/10/1d6a81e0-03ad-42d4-9419-0f355b8cbb43.jpg


Looking for the best fit?

Consumer spending is an important factor 

Industrial demographics are also important

Qingdao  - coast city with numerous industries: auto 

manufacturing, consumer electronics (Haier, Hisense), 

building materials, cargo handling, food processing, 

petrochemicals, shipbuilding and textiles. 

Population:  Metro urban 4.4 million

GDP per capita USD 10,000

Government push to expand into higher tech 

industries like pharma, electronics, 

Other centres with electronics industry are Lu'an

in Anhui province and Luoyang in Henan.

Source: China Business Review

http://en.wikipedia.org/wiki/File:China_edcp_location_map.svg


Industrial segment examples

Chengdu – centre for food processing with 

over $10 billion of business done annually.

Chengdu has companies in beverages, dairy 

products, feedstock, meat, and tobacco. 

Other cities notable in this sector include 

Nanchang, Jiangxi; Tianjin; and Zhangzhou, 

Fujian.

Environmental technology companies may 

wish to explore Wuhan,(wastewater 

treatment), Tianjin, Wuxi, and Xiamen.

Cities with strengths in the solid waste 

treatment industry include Ningbo and 

Harbin.   The industrial density of 

Chongqing  should also provide 

environmental opportunities.

Source: China Business Review

http://en.wikipedia.org/wiki/File:China_edcp_location_map.svg
http://en.wikipedia.org/wiki/File:China_edcp_location_map.svg


Top Sectors of Opportunity

 Construction

 Chinese authorities will spend approximately US$3.96bn on rural road 

building

 Airport projects planned in 2nd and 3rd tier cities

 With an investment of US$67.5 billion till 2015, a total of 56 new airports 

will be built, 16 airports will be relocated and 91 will be renovated and 

expanded

 Wuhan Tianhe Airport T3 + Expansion: USD 2.3 billion

 China will be investing billions of dollars throughout the country to 

enhance its ports



 Environment:

 A combination of deregulation and the need for foreign expertise has 

created opportunities in the wind and water sectors

• China is expected to have approximately 75GW of installed wind power 

capacity by 2020

• Inner Mongolia has strong potential for onshore wind power generation

► China has increased its targets for solar capacity to 20GW by 2020

• Solar station installations planned in: Gansu, Inner Mongolia, Qinghai, 

Shaanxi and Xinjiang

 Energy-saving products will be in high demand as China‟s green goals in 

the latest five year plan are pursued. 

 Wastewater will also see significant investment as the government looks 

to build new facilities and upgrade existing ones

 China‟s wastewater output will reach 79 billion tons by 2015 (vs. 57.2 billion 

tons in 2009) due to rapid urbanization

Opportunities in the 2nd & 3rd Tier Cities



 Transportation:

 China is the largest vehicle market in the world with a double-digit sales 

growth every year

• Auto industry‟s focus shifting to 2nd and 3rd tier cities

• There are approximately 7 cars for every 100 people in these cities

 As wages in the 2nd and 3rd tier cities continue to rise, consumer demand 

expected to rise – first entry level autos and then onwards to foreign 

brands

 The automotive sector growth rate in 3rd tier cities exceeding those of 

the 1st and 2nd tier markets

• By 2020, 3rd tier cities market share will be approximately 55%

Opportunities in the 2nd & 3rd Tier Cities



The Dangers of Rapid Growth

 High competition to meet growth targets amongst 

municipalities

 Over-investment leads to overcapacity

• Concentration risks and oversupply 

 Overcapacity can lead to credit risks

 Recent reports raise concerns about unsustainable debt levels and the 

risk of loss-making activities

 For instance, the 1,000km Wuhan to Guangzhou bullet train has 

been running at less than half capacity

• At this rate will not earn enough money to pay off the loans used to 

finance it



Supply on the Rise in 2nd & 3rd Tier Cities

 2nd and 3rd tier property markets experiencing oversupply of 

stock and, up till recently, escalating property prices

 Several cities experiencing housing surplus

 “Ghost Cities” have sprung up 

• Reportedly 64 million vacant apartments in all of China

But China has a longer time horizon for city planning than the west



2nd & 3rd Tier Cities Still a Low-cost Paradise?

 Like many parts of China, businesses in these cities affected by 

increased costs of doing business in the country:

 Rising fuel prices

 Transportation costs

 Increased wages

 Quality control

 By 2015, manufacturing in some parts of the U.S. could be as 

economical as manufacturing in China*

 Number of American companies have already shifted their production 

back stateside for logistical advantages and efficiency

 Possible trend towards having a closer proximity to their main markets 

for R&D

*Source: „Made In America, Again„ - Boston Consulting Group 



Wage Comparison Between Tiers

Tier 2 City 

(sample)

Avg. 

Salary 

(RMB)

Total minimum 

employer 

contribution

Chengdu 2,273 36.7%

Dalian 2,859 38.5%

Dongguan 3,549 25.03%

Nanjing 3,008 39.6%

Qingdao 2,116 36.0%

Suzhou 2,986 40.5%

Tianjin 2,793 44.3%

Zhongshan 3,014 19.6%

Tier 1 City 

(sample)

Avg. 

Salary 

(RMB)

Total minimum 

employer 

contribution

Beijing 4,037 44.3%

Guangzhou 4,101 33.45%

Shanghai 3,014 19.6%

 Average monthly salary of the tier 2 city sample is CAD 383 vs. CAD 611 for Tier 1

• Tier 2 sample is 62% the salary of the Tier 1 city sample

• Historically 2nd tier cities wages are 30% that of the 1st tier

Source: 2011 China Briefing  - China Briefing News 

Tier 3 City 

(sample)

Avg. Salary 

(RMB)

Total minimum 

employer 

contribution

Changshu 3,355 38.5%

Dandong 1,653 30.2%

Datong 1,742 39.1%

Foshan 2,842 22.45%

Jiangmen 2,759 23.65%

Jinzhou 1,505 35.7%

Shantou 1,154 16.95%

Wuxi 3,552 37.7%

Yantai 2,068 34,7%

Yichang 1,610 34.4%

 Average salary of the tier 3 city sample  (CAD 348) is 91% the average 

salary of a tier 2 city



Closing Advice

If your sole purpose of looking to China is for low cost manufacturing

you are probably a decade too late

Domestic consumerism will be driving China opportunities

China‟s growing consumerism and urbanization means China

is more than just Beijing and Shanghai

In selling to China your best targets are 2nd and 3rd tier city clusters

Do your due diligence because China is at a pivotal point in its

development  (draw on the services of the federal and provincial Trade

Commissioners)

Don‟t forego common sense just because the numbers look big



Key Contacts: 

Thank You !

In China
Jacques Lacasse

Chief Representative, Shanghai

 JLacasse@edc.ca

Hui Wang

Associate Regional Manager, Beijing 

 hwang@edc.ca

Shelly He

Administrator, Shanghai

 she@edc.ca

www.edc.ca

In Canada
Mark Bolger

Regional Manager, Asia

 613-598-2508 

 mbolger@edc.caPeter Xu

Senior Regional Manager China, Shanghai

 pxu@edc.ca

Be sure to download the Doing Business in China Guide from the Knowledge Centre at

mailto:she@edc.ca
mailto:she@edc.ca

