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Wenzhou, hidden in the mountains of the Zheijian province and approximately 365 km south of 
Shanghai, has long been an entrepreneurial hotbed. Though relatively small, it has one of the 
highest GDPs in China. Famed for its family-based business model that made the city one of 
the richest in China by the 1990s, Wenzhouese capitalists have more recently been exploring 
methods of pushing their companies to new levels of profitability.  

 

At first, getting listed on the Beijing and Shanghai stock exchanges seemed to offer the best 
opportunities for further growth. But in 2008, of the 18 companies planning to make an initial 
public offering (IPO), only two succeeded. In 2009, the number of companies wanting to be 
listed increased to 26, but again only two companies were finally listed and one of these is 
backdoor listed. The low overall chances of successfully making an IPO (1/9 in 2008 and 1/13 
in 2009) demonstrate the complexity and competition Wenzhou firms face when they try to go 
public in China. 

 

The Wenzhou Equities Operations Center (EOC) opened on Friday, June 4 and is meant to give 
local enterprises an alternative to the convoluted IPO process. Wenzhou businesses are 
clearly hopeful that the new body for trading company equities will link the approximately 800 
billion RMB1 of available private capital in the city to companies wanting to expand and give 
them some of the advantages of getting listed without the delays.  

 

The new Operations Center considers all stock corporations registered in Zhejiang more than 
one year with less than 200 shareholders and with efficient corporate governance and 
operations to be legitimate trading companies. Companies willing to sell some of their shares 
will be listed on the main board of the EOC, together with annual financial performance figures 
and the number and price of the shares waiting to be sold. Sometimes, the price of shares will 
be negotiable. Both domestic institutions and individuals will be able to become members of 
the EOC and engage in equities investment. In contrast to the stock market where the 
transactions are often deemed to be speculative, the EOC proposes medium- to long-term 
investments. The entry barrier for investors will also be higher, with a minimum requirement 
of 500,000 RMB.  

 

The EOC seems to represent a new stage in the evolution of the entrepreneurial character of 
the city and the Wenzhou business model. Responsible for more than 90% of the GDP, 
privately-owned businesses have traditionally been a significant part of the city’s economy. 

                                                 

 

 
1 RMB 6.84= US $1 
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Moreover, according to the government’s estimations, more than 90% of these are family-
owned – many more than anywhere else in China. Thirty years ago, when China’s central 
government officially announced that market forces have a proper place in the econonomy, the 
Wenzhouese quickly established family workshops to produce low-price, handmade consumer 
goods that were sold throughout China by thousands of salesmen.  

 

The rapid growth of these family businesses occurred because of “private capital” or capital 
other than “official capital” such as bank loans, stock or bonds. Wenzhou has a personal 
borrowing and lending system based on a trust system between friends and relatives with 
negotiable interest rates, often higher than what the banks offer. The system has generated a 
huge pool of private capital that explains why Wenzhouese firms were not interested in taking 
their companies public. By the late 1990s, however, the original family workshops transformed 
themselves into corporations and started looking for growth and brand building opportunities 
to counteract their reputation for producing low quality “counterfeit goods.” 

 

At the same time, firms had become nervous about the insecurity of personal loans and their 
volatile interest rates. The informal lending networks of Wenzhou had also expanded greatly 
and the emergence of illegal “underground banks” worried the local government. The EOC will 
give the local officials a means of regulating investment. And, while private capital had been 
one of the key factors behind the initial economic success of Wenzhou’s manufacturing 
industries, the EOC may provide a means of ensuring the long-term growth and sustainability 
of local companies. 

 

Company founders originally saw an IPO as one of best options for financing growth and for 
improving company image and generating business opportunities. The EOC gives companies 
options for handling succession and the long-term survival by expanding the pool of 
management talent through investors, just as an IPO would. The local government had also 
tried to address these questions with a subsidized family business successor-training 
program even before the creation of the EOC. 
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Figure 1: The range of corporate governance and succession decisions for Wenzhou family firms  

 

The EOC will allow the government to play a greater regulatory role in supervising and guiding 
companies, which would result in less conflict and more standardized procedures of 
ownership transactions for private firms. The original concept behind the EOC, the “Wenzhou 
Share Exchange” presented to Beijing in 2004, was to create an intermediary between private 
capital and private firms to connect the supply and demand sides of the capital market. In 
addition, it will ultimately result in a more stable business environment for Wenzhouese 
businesses. 

 

For investors, the EOC also seems advantageous. If a firm traded on the EOC eventually is 
listed on one of the official stock exchanges, the shares the investor holds become pre-IPO 
shares, which often enjoy a huge value increase. In addition, compared to investing in the 
stock market, investing in the EOC allows investors to have more control (higher portion of 
total shares) over the company with the same amount of investment. The investor could be one 
of the strategic decision-makers who determines the future of the firm.  

 

Just as Wenzhou played a key role in developing a successful capitalist business model with 
its family-based workshops, so is its business community and government now playing a 
leading role in managing its next stage of growth and dealing with succession and corporate 
governance transitions. That the EOC is a firm step in the evolution of the Wenzhou business 
model is clear. Whether it will revolutionize business and corporate governance practices in 
this southern Chinese city remains to be seen. Local commentators have already observed 
that the EOC might accelerate the process of small and medium-sized enterprise 
restructuring and prepare the firms for listing in the near future.  
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The EOC already seems to be a win-win-win situation for local family businesses companies, 
the local governments and investors. Yet, people are also wondering just how much private 
capital the EOC can hope to attract given its high entry barrier for investors. For Beijing, the 
EOC is meant to act as a pilot for other, similar exchanges in towns throughout China; the next 
few months will show if the new EOC will provide the expected catalyst to local business 
growth. 

 

Professor Joachim Schwass teaches on IMD’s Orchestrating Winning Performance program 
and directs the Leading the Family Business program. 
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RELATED PROGRAMS   
 

 
 

 

 

 

ORCHESTRATING WINNING PERFORMANCE - http://www.imd.ch/owp 

The global business program for individuals and teams 
Program Directors Bettina Buechel and Seán Meehan 
- For individuals and teams who seek the latest management thinking and practical, 

innovative solutions for their business 
- Anticipate global business trends 
- Boost your performance, broaden your perspectives and expand your global network 
- Design the program that suits you 

 

 

 

 

 

   LEADING THE FAMILY BUSINESS - http://www.imd.ch/lfb 

  Assuring the continuity of family-owned enterprises  
Program Director Joachim Schwass 
- Understand family business challenges and how to manage critical issues  
- Probe critical issues facing family businesses:  growth, governance, succession and 

culture  
- Benchmark best practices and network to broaden your understanding of successful 

family businesses 

 


