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A Study on Regulations and Strategies for Increasing the Chinese Construction Market
Share post the FTA between Korea and China

Kim, Myeong—so00”
"Department of Economics, Catholic University of Korea

Abstract : This study analyzes difficulties of enterprise activities in Chinese construction market by surveys on early
entrants and interviews with experts, This study also suggests future strategy to enter the market by using inducement
coefficient model, Korean construction companies in China are under heavy pressure to maintain requirement of
licenses, despite recent deregulation, They are in dire predicament for market entry due to the Foreign Direct Investment
System, It is almost impossible to participate in public projects and also it is not easy to do PPP projects. Therefore,
Korean government should make more efforts to solve those issues through negotiations in FTA and GPA, For future
expansion in Chinese construction market, it is highly recommended to boost cooperation models between Korea and
China according to the empirical results of inducement coefficient model, Korean companies should collaborate with
Chinese companies in some fields: smart city, environment and water treatment, Also, Korean government should
support Korean companies by diplomatic means such as requesting for further opening of China’s market. In GPA
or GATS negotiation, Korean government should ask Chinese government that Korean companies can obtain order
independently (without joint venture with Chinese companies) in China, Lastly, Korean construction companies should
participate in construction projects ordered by international organizations such as ADB, AIIB,

Keywords : Construction Market in China, Foreign Direct Investment, Mutual Corporation Model, Government
Procurement Agreement
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Table 1. Sum of contract by year
(USD10,000, %)

VeED Sum of contract in Sum of cgntract in Ratio

world market China (%)
2009 49,147,869 816,317 1.7
2010 71,578,807 603,928 0.8
2011 59,144,314 1,057,658 1.8
2012 64,880,678 1,563,259 2.4
2013 65,211,657 536,912 0.8
2014 66,009,930 793,376 1.2
2015 46,144,348 1,512,048 3.3
2016 28,192,311 640,715 2.3
2017 29,005,997 244,845 0.8

% Source: International Construction Information Service
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Table 2. Difficulties on market expansion in China

Response 1 rank | 2" rank
Limit on subcontract due to difficulties of 4 ]
license upgrading or keeping
Prohibiting foreign firms to participate in projects
) ; 3 3
by Chinese finance
Lack of information about clients and ] ]
project insights
Delays on cooperation with concerned ministries 2
Disadvantage in joint venture with local firms 1
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Table 3. Effect of China’s policy change

Positive Negative

% Freqg. % Freq.
Effect of China’s join in WTO 22.2 2 77.8 7
Effect of Korea—China FTA 28.6 2 7.4 5
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Table 4. The Effect of China’s GPA join to my firm
Effect A lot Somewhat Little
Percent(%) 14.3 571 28.6
Freq. 1 4 2
QL China’s Limit on
.| Government L
Reason |Partnership domestic-firm | amount of
ordered ) .
; ~first policy subcontract
project
Percent(%) 28.6 28.6 28.6 14.3
Freq. 2 2 2 1
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Table 5. Favorable parts among PPP and Government Finance

Response % Freq.
Negative outlook on Public Construction in China 50 4
Joining by PPP as government finance projects
) 37.5 3
are protective parts
no response 12.5 1
Joining government finance projects 0 0

by relaxing entry regulation




Table 6. Opinion on strategic use of PPP project

Response % Frea.
Not a big opportunity yet because of no detailed 364 4
one '
Watch the situation as lack of detailed guidelines,
o 18.2 2
governmental guarantees, and data on profitability
Active investment on local government PPP 9 1
Seek success model by checking competitiveness
on finance, planning, and hi—tech construction 9 1
type
Little chance for foreign firms 9 1
Etc 9 1
no response 9 1
Table 7. Difficulties on PPP business
Response % Frea.
High risk on investment 42.9 3
Difficulties on getting license 28.6 2
Lack of success examples and guidelines 14.2 1
Market—entry barrier 14.2 1
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Table 8. Ratio amount of Korean construction in China (%)

Year Engi(rzlizzlgring Building | Facility | Electricity | Communication | Service
2009 20.4% 25.3% [11.7% | 33.6% 0.0% 9.1%
2010 21.0% 31.8% | 40.5% 5.5% 0.1% 1.1%
2011 2.3% 82.7% | 7.0% 0.1% 0.0% 7.9%
2012 16.0% 75.5% | 5.4% 0.1% 0.0% 3.0%
2013 5.4% 63.4% | 26.1% 0.3% 0.0% 4.8%
2014 7.9% 86.3% | 0.2% 0.6% 0.0% 51%
2015 2.7% 73.0% | 19.3% 3.3% 0.0% 1.7%
2016 1.2% 88.7% | 2.3% 0.1% 0.0% 7.6%
2017 2.7% 67.3% |10.9% | 12.9% 0.0% 6.3%
Total 9.2% 68.4% | 12.5% 5.1% 0.0% 4.7%

Table 9. Ratio amount of Korean construction in the World (%)

Year Engi(r;:;!ring Building | Facility | Electricity | Communication | Service
2009 12.2% 12.8% | 72.1% 1.5% 0.0% 1.3%
2010 5.7% 10.8% | 80.0% 1.1% 0.6% 1.7%
2011 9.9% 13.3% | 73.2% 1.6% 0.1% 2.0%
2012 13.6% 22.1% | 61.0% 2.0% 0.1% 1.3%
2013 27.8% 8.4% |60.8% 1.2% 0.4% 1.5%
2014 8.6% 7.5% | 78.4% 2.1% 0.3% 3.2%
2015 18.4% 15.4% | 57.4% 1.9% 0.4% 6.5%
2016 22.9% 18.9% | 47.0% 5.2% 0.0% 6.0%
2017 17.7% 8.3% |68.7% 2.5% -0.1% 2.9%
Total 14.3% 12.8% | 68.1% 1.9% 0.3% 2.6%
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Table 10. Percentage of domestic inflow

Total China
Domestic | Foreign | Domestic | Foreign
Total 23.8% 76.2% 15.2% 84.8%
Building 9.8% 90.2% 13.4% 86.6%
Facility 35.2% 64.8% 35.4% 64.6%
Service 86.4% 13.6% 62.1% 37.9%

Type

Electricity 19.0% 81.0% 16.6% 83.4%

Civil engineering 10.1% 89.9% 7.4% 92.6%
Communication 38.3% 61.7% 7.8% 92.2%
Firm Big 24.6% 75.4% 14.7% 85.3%

size Small & middle 18.4% 81.6% 26.3% 73.7%

Main—contractor

22.9% 77.1% 14.2% 85.8%
alone

Main—contractor | - »g gor | 73.49% | 76.0% | 24.0%

Contract co—work
t
ype Supcomracted 32.9% 67.1% 1.5% 98.5%
firm alone
Sybcontracted 3.4% 96.6% _ _
firm co—work
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Table 11. Firm size and production induction coefficient in China

Domestic Foreign
Export X X
inflow construction
Total 2.070 1.185 0.180
Firm Big 2.071 1177 0.173
size Small & middle 2.064 1.280 0.337
Main—contractor 5070 1197 0170
alone
Contract Main—contractor 5094 1053 0801
type co—work
Subcontracted firm 0.000 1.000 0.015
alone

Table 12. Firm size and value-added induction coefficient in China

Domestic Foreign
Export . .
inflow construction
Total 0.647 0.939 0.143
Firm Big 0.646 0.941 0.138
size Small & middle 0.650 0.908 0.239
Main—contractor 0646 0935 0133
alone
Contract Main—contractor 0.660 0.984 0.748
type co—work
Subcontracted firm 0.000 1.000 0015
alone

1) BEHRE 7 A4} ek oe, ol 35 e
i §UAG EEE7] ool

sr27AMBalEs| =27 MioA As 20sE o1 |/

ie



oy
07
+

Table 13. Firm size and labor induction coefficient in China

Domestic Foreign
Export ; .
inflow construction
Total 1.057 0.421 0.064
Firm Big 1.053 0.308 0.045
size Small & middle 1.093 1.728 0.455
Main—contractor 1057 0.358 0.051
alone
Contract Main—contractor 1076 1128 0858
type co—work
Subcontracted firm 0.000 0932 0014
alone
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Table 14. Promising business model in China

Response % Freq.

Development business or PPP with finance 50 4

Korea—China co—work package model

/cooperation in obtaining order with Chinese firm 375 8
Joint Venture with Chinese firm in construction 12.5 1
Specialization in not—construction part 0 0

Table 15. Promising business part when cooperating with China

Response % Frea.
Eco—friendly, Housing waste disposal 33.3 3
Smart city 33.3 2
Energy 22.2 2
1

Special construction 11.1
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Table 16. Institutional barriers which should be improved by
diplomacy and international agreements

Response % Freq.
Acknowledgement of records and experts
) 28.6 5
in Korea or 3rd country
Equivalence b/w Korean and Chinese firms 28.6 5
Relaxing requirements of experts in license 14.3 3
Relaxing unnecessary administration 71 2
Permission on joint venture
) . } : 71 2
in Chinese finance project
Joining PPP 71 1
Packaging whole city and join by Korean firms 71 1
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Table 17. Experience in joining the International organization
supporting construction project

Response % Freq.
Never 571 4
Have jointed bid, but not won 14.3 1
Have won a bid and joined 14.3 1
No information 14.3 1
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