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Introduction 

China’s rise to power after Deng Xiaopeng proclaimed in the 1970s “to get rich is 

glorious” spurred entrepreneurs, state-owned enterprises and developers to build-up the private 

sector, which created resilient economic growth for 20 consecutive years.  China’s Gross 

Domestic Product (GDP) growth averaged 10.5% in the past 10 years, compared to the United 

States paltry 1.7% GDP growth (Kenny, 2011).  Many analysts were predicting the demise of the 

Chinese economy, but Bloomberg News recently reported 7.4% GDP growth and suggests 

China’s economy is rebounding while retail sales are steadily climbing (Koesterich, 2012).  The 

rapidly appreciating Chinese Renminbi currency was a factor for this Chinese GDP slowdown. 

According to Yiping Huang of the East Asia Forum (2012), the new 7-8% GDP growth range 

may have become the new normal for Chinese growth.  

China’s manufacturing sector is the main throttle attributing to this GDP acceleration.  Its 

numerous factories have made many Chinese and business owners’ worldwide enormous profits. 

That American entrepreneur in Wisconsin selling soybeans or Australian in Perth sourcing 

component parts have experienced difficulties in ordering from China.  How can one hedge that 

risk; how does one find that perfect supplier?   

Business to business websites like Alibaba.com could be a Godsend or a curse for 

business owners who either found the right supplier or who have lost large deposits due to a 

variety of factors.  This article provides basic due diligence derived from articles by leading 

management consulting firms, international trade consultants and personal experiences working 

with Chinese suppliers.   The intent of this article is to inform small-medium sized (SME’s) 

enterprises around the world currently sourcing products from China or are planning on sourcing 



BEST PRACTICES FOR CHINESE SOURCING          4 

 

products in Zhong Guo (translated literally from Mandarin as Middle Country and what the 

Chinese refer to their country).    

What The Consultants are Saying  

Cotton Prices and Why China? 

The Chinese manufacturing landscape is rapidly changing, and supply chain 

professionals, consultants and buyers worldwide are taking strides to adjust to these changes.  

Reported in Women’s Wear Daily (2012), Ellen Sheng stated “Expenses have increased by as 

much as 20% and prices of higher material costs, particularly the price of cotton have risen due 

to Chinas appreciating currency”.  In 2010, a China-based cotton trader mentioned the rising 

cotton prices and the difficulty for Chinese growers and traders to make profits.  Unfortunately, 

she was laid off, resulting from the repercussions of currency appreciation and had to change 

professions.  Petter Krantz, sales manager at Bjarne Johnsen, a Norwegian company stated, “it 

will be harder for smaller players due to the high cotton prices”.  When ordering in large 

volumes, business owners sourcing cotton-based products should watch cotton price fluctuations 

on a cotton futures website in the United States and also the Chinese commodities markets.  This 

will help gage when to order products from suppliers at strategically sound times to make 

smarter decisions.    

Sheng also reported that large companies such as H&M are going to places like India, 

Vietnam, Cambodia and Bangladesh.  Another article published in the China Business Review, 

(Ganster, 2009) noted that companies who moved production to these tertiary markets found  

these markets lacked the infrastructure and capabilities to support logistical needs; they also 

found a host of other business challenges.  The companies that sourced in large volumes from 
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China realized that they were too heavily invested there to exit.  This anecdote is noteworthy 

because industry insiders are suggesting to source in other countries other than China.  The 

smaller player needs to assess the risks and options when sourcing from overseas.  Consider 

carefully that Chinese manufacturing capabilities have become more sophisticated.  China also 

has adopted advanced logistics solutions such as the concept of “China hubbing”—the process of 

bringing together products from multiple suppliers or origins to a central hub in China that can 

then be rerouted to the final destination (Ganster, 2009).   Other countries could be great 

sourcing options, but the Chinese manufacturing sector is unparalleled in the world. 

Intellectual Property 

America and much of the Western world respect the intangible idea of intellectual 

property (IP).   To the Chinese this is fairly a new concept they are known for copying things, 

not of their innovation.  Enforcing IP laws within China is difficult, time consuming and 

expensive because of the current laws and regulations.  The black markets in China for 

counterfeit goods are massive, and any company’s products eventually might end up here. 

It is wise to craft a well-planned intellectual property strategy if one wants to source 

production within China. The US-China Business Council has outlined best practices for IP 

property (www.uschina.org/info/ipr/ipr-best-practices.html).  To circumvent copyright 

infringement one should employ legal measures such as filing copyrights, patent and trademarks 

within China.  The small inventor who does not have the resources to register intellectual 

property should control the production process by compartmentalizing the production and design 

process and keeping vital designs or latest generation designs in one’s home country.   The 

inventor could source individual components from different factories within China and have it 
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assembled when shipped to his/her location. One can also produce components in China that are 

not difficult to reproduce and keep the most IP sensitive part of ones invention. Also, never share 

design information without procuring a non-disclosure contract that includes a non-compete 

clause and IP protection clause.  It is possible to produce a new invention made in China, as long 

as one compartmentalizes production and develops strong contracts overlooked by lawyers in 

both China and one’s home country.  

Selecting Factories 

An immensely crucial step when sourcing from China is selecting from the multitude of 

factories available. One should select suppliers and distributors carefully by asking for trade 

references. To find manufacturers online business to business websites such as 

www.Alibaba.com, www.HKTDC.com and www.Madeinchina.com is good starting points. 

Unscrupulous suppliers are known to reside in the Fujian or Putian part of China, avoid working 

with suppliers from there.  Furthermore, one should Google the supplier’s name and put scam at 

the end of the search to see if anything negative appears.  

The three basic ways for companies to manufacture are on a contract basis with a Chinese 

company, establish a wholly foreign-owned enterprise (WFOE), or enter into a joint-venture 

partnership with a Chinese firm.  Based on business needs a small business owner should 

consider which approach to utilize thoroughly, when choosing one of these methods for Chinese 

production  

A recent issue of Mckinsey Quarterly (2009) recommends that a company needs to build 

up a set of critical capabilities that include ensuring quality and control, evaluating a supplier’s 

ability to meet requirements, testing pre-production prototypes and assessing packing 
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procedures.   Mckinsey advises during the initial phase of sourcing a company should work with 

third party China-based agents, known as intermediaries, to assist with sourcing.  In the long-run 

costs can be reduced if a sourcing division based in China is established to reduce reliance on 

third party intermediaries.  The sourcing division can reduce production schedules by obtaining 

the approval of prototypes quicker and receiving samples closer to the manufacturing operations.   

Paying attention to detail is beneficial when dealing with Chinese suppliers.  The language and 

cultural gap are extremely wide, and terms that Americans use, are not directly translated within 

the Chinese language.   Google translate can be used, but not all the translations are entirely 

accurate.   

When producing highly technical products or ordering in large volumes, visiting a factory 

in China is recommended.  One should arrange several factory visits and then choose a factory at 

the end of the trip.  Factory visits include bringing technical product drawings, prototypes, and 

samples with specific dimensions, colors, weights, and quality control measures.  It is highly 

recommended hiring a translator if one cannot speak Mandarin because many factories are in 

rural areas and translators bring credibility to any trade mission.   Buying leverage can be made 

when pitting one factory against each other, which can reduce minimum order quantities or price 

per piece.  Chinese intermediaries are available to help with this task if time and money is an 

issue.  These third party companies usually employ educated Americans or Europeans that have 

resided in China for several years, and can speak fluent Mandarin.   

Minimum order quantities or MOQ’s are the least amount one can order from a 

manufacturer.  Many times the MOQ on a supplier’s website are artificially higher, and the 

prices per piece are artificially lower to entice buyers.  Building relationships with a supplier can 

reduce MOQ quantities.  These relationships can be made via MSN, Skype, QQ or Alibaba’s 
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chat forum known as TradeManager.  Before placing any orders, a business owner should chat at 

least a month to get to know the supplier.  Necessary questions to verify a supplier’s legitimacy 

include: checking if the supplier uses a work, not a personal email because that certain sales 

representative can leave the company anytime, then fraud one’s business in the future; checking 

if the sales representative works during Chinese business hours; they have a legitimate website 

and calling the manufacturers local Chinese number.  A third party agent in China could also be 

used to verify if these suppliers are real or not.  Ultimately, cases arise when the supplier never 

existed, takes one’s money or idea and is never found again.  Adhering to most of the tips 

mentioned above, businesses can safeguard their investment when developing a sourcing 

strategy. 

Developing a product prototype and improving samples to get up to the exact 

specifications is another crucial step in the process of choosing a supplier.  Manufacturers 

Monthly (Henderson, 2010) stated that complete engineering drawings using CAD software with 

specific requirements or a finished prototype should be sent over to the factory to save time and 

money.  Samples should be requested from more than one supplier, and quality compared of 

each sample before arriving to a decision on which factory to choose.  Henderson (2010) also 

advises never select the lowest-priced factory, because low quality products result out of these 

situations.  

Sending Payments and Managing the Production Process 

 Business owners need to be cautious when sending payments for Chinese sourced 

products. The least to most secure in order are Western Union, MoneyGram, bank transfer, 

PayPal, escrow and letter of credit (L/C).  Most manufacturers request Western Union, but no 
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recourse of repayment could occur when goods are not received.  Alibaba.com offers an escrow 

service via AliExpress that is reliable and recommended.  Payment is put into an escrow account, 

when the shipment is verified, and then payment is released to the supplier.  Usually when longer 

production times are needed, business owners are required to send a 30% deposit and the balance 

paid before products are shipped.  Letters of credit use banks to secure the funds and are safe, but 

it is primarily for larger transactions of $10,000 and above.  If one is to employ a letter of credit, 

a company should be in business with a successful track record for at least 12-18 months.   

Before any type of payment is sent overseas the length of production time should be 

agreed upon.  Before being loaded onto the shipping container buyers should request photos 

from the supplier and also during different phases of production.  This stage of the production 

process is where one should develop strong communication skills in order to ensure products are 

up to specifications.  One should develop an understanding of the import procedures and specific 

key terms.  For example, custom duties based off the harmony tariff schedule classifications 

(HTS code) are important.  Find a reliable import/export agent that has an in-house customs 

broker to deal with the paperwork, custom tariffs and provides insured transportation of 

shipments.  If the sample or shipment is valued under $2000, a business owner can opt for an 

informal entry, consisting of door-to-door, customs free delivery  

  When it comes to production scheduling, it is notable to be aware of Chinese holidays 

including Mid-Autumn Festival and Spring Festival; also known as Chinese New Year.  

Occurring in February, Chinese New Year is equivalent to Christmas and many factory workers 

return to their hometown, some do not even return at all.  Almost all factory production is halted 

for 3-4 weeks during Chinese New Year.  Scheduling production around Chinese New Year will 

make production forecasting smoother. 
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 These tips from consultants regarding selecting suppliers and sending payments are 

golden rules for business start-ups sourcing from China.  Many pitfalls can occur, but when 

businesses complete due diligence, research, verify, draw up strong contracts and use qualified 

intermediaries, they can overcome many obstacles to become successful. 

Interview Q&A with Cesar Arellanes  

 An interviewed was conducted with Cesar Arellanes, director of the Long Beach 

International Trade Development Office on Monday, November 26, 2012 by the author Ralph 

Santos.  Cesar is a well-respected international trade consultant for many import/export 

businesses in Long Beach, CA.   Cesar provides a vital role to support businesses dealing with 

the Long Beach/Los Angeles Port—the busiest port of entry in the United States.  The Long 

Beach International Trade Development Office offers free trade consultation, trade show 

assistance and facilitation, trade seminars, customized research reports and counsel with law and 

trademark professionals. The following is the Q & A takeaways from the interview: 

Q: After the “Great Recession of 2008”has exporting increased in the United States? 

A: First of all, small business owners are the back bone of the United States economy.  Currently 

59,000 companies in California sell products overseas and 95% of these are small businesses.  

Small businesses are defined as companies with less than 100 employees or less than $50 million 

in yearly revenue. United States exports account for 3% of GDP, which has increased over the 

last two years.  
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Q: What does it take to succeed in international trade? 

A: The most valuable tip I advocate is to educate oneself on international trade.  Most small 

businesses focus on creating a sale; however, they do not understand the difference of doing 

business abroad.  With knowledge, one can mitigate those risks and understand if one has serious 

buyers, or a buyer that is looking to steal products or money and run.  Business owners need to 

understand the legal aspects, how to get paid and more importantly develop due diligence using 

as many resources as possible. 

Q: What is the recommended business structure in California for international trade businesses? 

A: Choosing a business structure involves hedging risk and dividing business vs. personal assets.  

If one does not have too many assets, I suggest not incorporating until ready to do so.  When 

closing larger contracts, one can incorporate as an LLC, C-corp or S-corp, based on business 

needs 

 Q: What are some best practices for sourcing for small business owners? 

A: This is a highly discussed topic to reduce the cost of goods sold by manufacturing in China.  

Businesses need to protect against poor communication between themselves and someone that 

speaks another language.  No magic answer is available, but I encourage working with 

companies that have offices both in the U.S. and China.  This can increase the cost of goods sold, 

but can result in peace of mind.  Here’s an example of a client of mine that is a paper supplier, 

the paper supplier started supplying paper to an enormous account, which is Staples. Once they 

started sourcing from China, they ordered a whole container full of paper and it ended up being 

yellow paper instead of white paper.  It is a massive failure not to communicate properly with a 

supplier is the takeaway from this example.   
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To mitigate this situation from happening, have a company on the ground when packing the 

shipping container.  Remember that relationships dwindle over time; communicate diligently on 

that first and fourth order, just in case they do not send the container?  Does that happen all the 

time, yes and no, but protect oneself on all transactions.  When conducting international trade 

doing due diligence should be a high priority when importing products and having a third party 

company helping on the ground is the wisest thing to do.  Many U.S. companies can help with 

sourcing and be manufacturing reps, which can be one less hurdle for small business owners. 

Q: What are the risks involved in working with a B2B site like www.Alibaba.com? 

A: Business-to-business websites are inherently risky. Personally vet buyers and sellers.  As 

early as last year, Alibaba employees were giving high gold-ratings to companies in China that 

never existed.  Understand the questions that need to be asked to reduce the risk.  Talk on the 

phone, and invest in visiting the supplier to verify their legitimacy.  If available, pull a Dun & 

Bradstreet credit report on the supplier.  Lastly, build relationships and make sure it is a solid 

one. 

Q: How is the Made in USA brand vs. the Made in China brand perceived in the marketplace? 

A: The Made in USA brand has always been perceived as high-quality and demand for USA 

made products are admired more abroad than domestically in some cases. Ford is a great 

example, especially in China and some European markets.  The United States is ramping up its 

manufacturing sector, and factory jobs are increasing domestically.  Made in the USA lifestyle, 

fashion, technology and entertainment products dominate the worlds markets in sales. 

The Made in China brand is usually for more labor intensive products.  The Chinese are 

new to high-quality manufacturing standards that the U.S is accustomed to, but China will 
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always be needed for components.  China will continue to have innumerable factories and assist 

U.S. firms to be more competitive.   

 Q: What are the Future trends of International Trade? 

A: Chinese manufacturing will get more sophisticated and prices will increase.  The type of 

manufacturing in China will change over time.  Relations between the U.S and China will open 

up more and barriers will decrease.  Furthermore, the U.S. manufacturing sector will bounce 

back as Chinese labor costs increases. 

Personal Sourcing tips when Working with Chinese Suppliers 

Sourcing Tips 

 Many tips that were written in this paper were followed, but mistakes were made along 

the way.  The following is sourcing tips and examples from experiences while starting up an 

import/export company. 

 When looking for a supplier, do not pick the one with the lowest price.  After ordering a 

first shipment of 500 hats, since it was the lowest priced supplier, many were of inferior 

quality.   Work with a supplier that specializes in the company’s product category and the 

result will be better quality.   

 Build a good relationship with the supplier online.  Utilize a Skype video chat with the 

supplier to verify their legitimacy.  Chat on Skype because the conversations are saved 

and easier to refer to in the future.   

 When chatting online, understand a language barrier exists between these manufacturing 

reps and the buyer.  They type slowly because they are not native English speakers.  Try 
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not to bombard them with ten different questions at once.  Ask them one question at a 

time and wait for their response.   

 One should utilize Google translate when explaining something technical.  Copy and 

paste what they are saying, translate it and then translate into Mandarin what needs to be 

communicated.  This takes more time, but the communication is clearer.   

 Be prepared to make a commitment when deciding to source from China.  Staying up late 

hours talking to suppliers is essential.  Communicating until 4:00 A.M. is not uncommon 

when confirming orders before shipment. 

 To build a better relationship, learn basic Mandarin phrases to communicate with the 

supplier. They appreciate this effort. 

 When sending payment, do not pay all at once.  A shipment of hats took two months to 

arrive when payment was paid in full before production started.  They can take advantage 

of that and decide to send goods as they please.   

 The best way to send payments are 30% deposit via PayPal and escrow the rest of the 

payment.  PayPal has mechanisms in place for refunds if shipments are not received. 

 Attain a business address without a P.O. Box in it.  Suppliers see a P.O. Box as a red flag; 

they want to assume an actual business location exists.  UPS is dependable, has many 

locations, open later, and text messages are sent when shipments arrive.   

 Build contacts of third party professionals in China that can assist on the ground and can 

inspect shipments.  To save money, a lot of foreign English teachers work in China, 

employ an English teacher using www.craigslist.com or www.echinacities.com for any 

tasks they can competently complete. 
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 Lastly, understand the customer and target market extremely well.  This will help small 

businesses source the best types of products in the colors, shapes and sizes that are 

popular.  This can increase inventory turnover ratios to healthy levels.  

Small businesses can succeed when sourcing from China.  Build up knowledge, patience, 

positivity and confidence, while meeting other business owners and consultants that can 

advise decision making along the way.   
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Appendix A: Online Resources: 

www.alibaba.com 

www.aliexpress.com 

www.chinalawblog.com 

http://www.chinasourcingblog.org/ 

www.echinacities.com 

www.export.gov 

www.hktdc.com  

www.lbito.org 

www.madeinchina.com  

http://www.mckinseychina.com/ 

http://www.qualityinspection.org/ 

www.stopfakes.gov/china-ipr-webinar 

www.uschina.org 

www.uspto.gov 
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