=19
FR]
T
—/7
A
L
A
=N
2
4y

A Comparative Study of Foreign MNCs’ Investment

Strategy in China and the Chinese MNCs’

SEF] ey AT - T ST ]
SR e

R

20074 8H
TR 208 N2k

AT

5

S H



P

SEANEBRT B P
=) F =52

i

TR

N

|
T

—=

A Comparative Study of Foreign MNCs’ Investment

Strategy in China and the Chinese MNCs’

SEP] Y SRR P S ]
R

20074 8H
TREBNAE N2 NPk

N

=5

S H



+ s Hikel Ay

.
M*B
=)
2
a3
[o
utl

e

SR MEFE O
5 f WK
SN R

2007 84
TREBNAE N2 NPk
RS



Contents

CHAPTER I INTRODUCTION. ..ottt emee e 1

1 Thelnternational and Dmestic Stuations of the Chindsepises ... 1
2 From Whom the Chinese Enterprises Should LeaforBédnvesting
Y o] o = Vo 3

3 The Purpose of This TheSiS ... 4

CHAPTERII THE THEORETICAL BACKGROUND AND
GENERAL CHARACTERISTICS OF MNCS' FOREIGN

INVESTMENT ... e e e e e e e e aaans 6
1 Theoretical Background ...............oovviieeeeeeeicieeiieeeees 6
2 General Characteristics About MNCs’ Foreign Irent .............. 12

CHAPTERIII THE FOREIGN MNCS’ INVESTMENT IN CHINA:

SITUATIONS AND CASE STUDIES......cccoivieiiiiie e 31
1 Current Situations of Foreign MNCs in China...........cccceeeeneeee 31
2 The Reasons Why MNCs Invest in China......ccccceeeiioiiiiiiicccnnnnns 37
3 Foreign MNCS' Case ANAlYSIS.....ccoeeeiiiiiiieieiaiiiaae e eeeeseeeeennnns 39

CHAPTERIV THE CHINESE ENTERPRISES’ SITUATION AND

PROBLEMS IN THEIR INVESTMENT ACTIVITIES ............ .... 60
1 Current Situations of Chinese Companies’ Forelgmestment
ACHVITIES 1oiveeiiieeieee e 60
2 The Reasons of Chinese Enterprises’ Foreign tmegd ................ 68
3 Chinese MNCSs’ Case ANAlYSIS .........ooovucemmeccee e 71

CHAPTER V PROBLEMS AND SUGGESTIONS TO CHINESE
ENTERPRISES ... ..o 82

1 Comparison Between Foreign MNCs'’ Strategy anch€de MNCs'82
2 The Problems of Chinese Companies’ Foreign Imvest Activities

.................................................................................................... 85
3 Suggestions to Chinese ENterprises......ccceeemvverreeereeereeeeeeeeeeens. 92
CHAPTERVI CONCLUSION.....cciiieieeeeeeeeeeee e eeeeeme e 98



List of Tables and Figures

Table 2-1 Western theories on foreign investment....................... 6
Table 3-1 MNCs' investment in China...........cccoiiiiiee e 34
Table 3-2 A few MNC's investment scale in China (by 2005)......36
Table 3-3 Motorola’s enterprises in China...........cccccoeeeiieeeiineens 41
Table 3-4 P&G's main products in Chinese Market....................... 55
Table 4-1 Chinese enterprises’ foreign investment..................... 62

Table 5-1 Compares between foreign MNCs and Chinese MNCs..83

Figure 2-1 Proportion of shares of Airbus when it is established in

1970.....cccvvciiirreenene .. . .. L. e 15
Figure 3-1 Foreign MNCs' investment in China...............cccceeenn 35
Figure 3-2 Wal-Mart’s purchase pattern..........cccccoeeeeeiieiiinennns 48

Figure 4-1 Chinese enterprises’ internationalization activities
distribution in 2005...........ccoiiii s 61
Figure 5-1 Products with private brands are taking less than 10%

in export products of China.........ccccvviiv e 89



pr v

3@@;[353“ :
VE A
e RN
E,,I';'J:[E

st

S

B TR
7} e gl

<

=]
R

—‘]' Al /\ﬂ ﬁ]

S

WTOA Al 54
. T"l7]:fL)‘04 PEs] BE
227} 249

o Euoﬂ U:]'ﬂ-}\

] =2

[e)

-

=

T

577
S
ET%%MT%%%
JU ZT;%TH“@&#I%OIM,OI )
= _175_ a ¥ o=
MM&LZLﬂaﬂﬂﬂ ]otwgﬂ.
__oixu R = A ﬂ}x;e}du
gmﬂﬂx@o% %7%13%
R 11 L ) 5 5
%@?W@@Hw z.gear.@}
= .ﬂ%%ﬂ ﬂ,ﬂrzﬂﬁ@
ﬂdu“ aﬁ@or TR m»ﬂfﬂﬂ;l
mt o ) mx .ﬂA ~ M ~ Y
G & o 7 A pom R » 25
ﬂ%ﬂﬁﬂﬁoaﬁﬂ@. ~ }wAEe
&owoﬂzdl.ﬂﬂ/xll T m77m
o — o = NSO S B ow
Ho .0 gy = < Nlo WE L]f &o%‘ = X o i
umo‘mmuﬂuKlLl R © ﬂlE]ﬁﬂE o
noR P ynutd & - o
T o A g PR o B
7%4@4.0&@ Mﬂmeocé
af;wf;wlfg L
o =0 BV <5 = =
SO S s 12550
SR PRS- CrrTrLE
o gy W N oy W N zm Y )
~ BT o T B 2T~ 2
= b = ofr =0 o o = O N
M»%lﬂﬂﬁo@gmﬁyo%ﬁwk
]ﬂm%wcﬂukﬂ%ﬂ@m %%
wﬁa%L m%gw%%%1@
armvgﬂbﬂ_,oﬂom&ro T e e
MELRE G N 2ok 3
O»Eﬂm#uo?uwwﬂ# ©
B Mﬂw@ﬂ
n_Al,.mlJu_uzooT
XL,._uoﬂ_H
oz

O]_/ﬂ

T

R
~

EX

T Ee
el AT 399

O] [m%
of ¢=re] H=4 7]



Aol FRAA ANG FAs 4Gl AFA A =Zeto]
N, BAd FRvIglel Al Age AAe Fo gl

AAetar olegk  TAlel  SHA T

O

1

it

=2 E Aol =S
d9ddsel g Hes AVIElth oA F=vIdel  =Als
AAYREE VU 5 A= Aol



ABSTRACT

A Comparative Study of Foreign MNCs’ Investment Stategy in
China and Chinese MNCs’

Lin Feng
Department of International Trade

Graduate School of Korea Maritime University

With the protective transition of WTO comes to thed
Chinese market will surely open to the world moradically. At
the same time, many foreign multinational companihes got
great success in Chinese market in the past fewsyethis
attracts more and more foreign companies coming @hinese
market or trying to come into. Foreign MNCs bringseat
impacts and pressures to Chinese local enterpriSeg. we
should realize that while China opening its gatasdically to the
whole world, the world market will also opens to iGdse
enterprises by a greater extent. When Chinese pnses are
facing the greater challenge, they are also facihg great
opportunities. Foreign investment is the only cleoito survive
and compete with such strong competitors. Walkafute nation
wide, carry out foreign investments, becomes theessarily
trend of the Chinese enterprises’ development. 8@ ko carry
out the investment and what kind of procedure stioDhinese

enterprises follow is important for Chinese entéses.



Most of the MNCs which invest in China are verytedl and
experienced in foreign investment, and their inwest
strategies are worth learning for Chinese entegstisMany of
them are centuries-old, learning their successfualreign
investment experience is important for Chinese mmtses’
development. Under such situation, “or to learntmdisappear”
has become the watchword of the Chinese enterpriSesfind
out the successful experiences of foreign MNCs Badn from
that means a lot for Chinese enterprises.

This thesis through the illustrate and analysisitfiations of
MNCs investment activities and foreign MNCs investih cases
in China, then compares foreign MNCs investmentitstyies
with Chinese MNCs’, finally find out the existingrgblems in
Chinese MNCs’ foreign investment strategies andegsome
suggestions according to these problems. | wisls thill be

helpful for Chinese enterprises’ foreign investmanthe future.

Vi



CHAPTER I INTRODUCTION

1 THE INTERNATIONAL AND DOMESTIC SITUATIONS
OF THE CHINESE ENTERPRISES

When we step into the 21 century, the internatiandlstrial
division is presenting a tendency of acceleratedistchent. The
developed countries shift more and more procesidgstries to
the developing countries, in order to take full adtage of the
low-cost labor and the abundant resources of thementries.
And the developed countries use their advantage®chnology
and marketing, engage in technology research, prodesign,
constituting the technical standard and establighire marketing
network worldwide. For instance, a clothing compaimy the
U.S.A., its producing process is like this: the tig@aarters
designs the pattern and other details of the chaththen it send
the data to the Chinese factory from the internkgtter the
Chinese factory produced the clothing at the reguég clothing
will be transferred to the U.S.A. and sales througme
distributing network of the clothing company.

Generally speaking, this kind of international ogtésn of
developed countries is carried out in the form ofiltNational
Corporation(MNC). Nowadays MultiNational Corporatiohas
become the principal of collocating the resourceghe era of
economy globalization. At present, the total tradenount
between an inside the MNCs is about 2/3 of the daorade total
amount. The MNCs are in the monopoly position ohtrolling

1



the core technique and the distributing networlssaaesult, they
have gained rich an generous profit worldwide. intgional
operation is becoming the necessity for an entegisisurvival
and development

Since China being a member of WTO, it has been Years.
With the protective transition comes to the en@hinese market
will surely open to the world more drastically. &te same time,
many foreign multinational companies has got greatcess in
Chinese market in the past few years, and morenamce foreign
companies are coming into Chinese market or trgongome into,
which will surely bring great impact to Chinese &@nterprises
because most of them have the advanced core tect@iqd very
powerful distributing networks worldwide, besiddsst most of
them are much stronger and more mature than Chinese
enterprises. While the Chinese opening its gatstirally to the
whole world, the world market will also opens toetiChinese
enterprise by a greater extent. When the Chinesergnses are
facing the greater challenge, they are also facihg great
opportunities. What should the Chinese enterpriiesvhen they
face such powerful rivals and how to survive andnpete with
those foreign multinational companies in Chinesealomarket
after the protective transition, or even in the ldaride mark in
the future, becomes a very important subject to @hinese
enterprises. Internationalization is the only clowhen facing
such stronger competitors. Walk out of the natiddey carry out
the internationalized management, becomes the sacéstrend

of the Chinese enterprises’ development. But howairy out the

2



international operation and what kind of proceduskould
Chinese enterprises follow is to be decided. Théy omay to
solve this problem is to learn from the succes$8NCs, only if
we learnt the successful experience and put it prectice, then
the Chinese enterprises can operate internatioamabiz as soon
as possible and finally compete with these compgitin the

world market.

2 FROM WHOM THE CHINESE ENTERPRISES SHOULD
LEARN BEFORE INVESTING ABROAD

Since the past 20 years more and more MNCs havesdom
invest in China, especially after China entered WTtst of the
world famous MNCs crowed into Chinese market. Bg #nd of
2006, MNCs from over 200 countries and regions $etsup over
570,000 companies in China. Many of them are vexlyesl and
experienced in foreign investment, and their inwest
strategies are worth learning for Chinese entegsris

The world-famous MNCs such like Motorola, HP, etc.
represents world top level companies’ status roundind
factually. They are the best companies in their @d@mains; they
are in the dominant position in the global businessivities.
Their investment managements are the most repraseaf there
are both experiences of success and lessons afréaih them.
They are the admitted successful companies worldydany of
them are centuries-old, learning their successfareign

investment experience is important for Chinese mtses’



development. Under such situation, “or to learntmdisappear”
has become the watchword of the Chinese enterprisesa result,
find out how the foreign MNCs operate their glodalsiness
successfully means a lot to all the Chinese enieegr Our
Chinese companies should research these companies’
international operate activities carefully, learrrorh the
successful cases and analyze the unsuccessful basere they
start international operation themselves. Only lie tChinese
companies learn as much as possible, then we cag oat the
international operation successfully as soon acare Otherwise

we may achieve our goal by going a detouring way.

3 THE PURPOSE OF THIS THESIS

This thesis takes the a few world-famous MNCs as th
examples, through the roundly analysis of the MN@sstment
management and the contrast with the Chinese comapapoint
out the problems we Chinese companies have in tfeegign
investment managements and list out the suggestiongheir
international operate activities. Through my resbkaion this
subject, the Chinese enterprises will get some Kadge about
the successful experience and the business modethef
world-famous MNCs, which will give some guidancer ftheir
future management and expansion strategy. Besildligs It also
wish my research will make more and more Chineserpnises

realize that it is time to absorb the experiencetloé most



successful companies and put it into practice, ratbat, they
should create some business mode which fit theresegln order
to make themselves become more competitive as asqossible
after the protective transition, first to survive the competition
with the rivals in the local markets, then challenghem
worldwide in the near future. Finally lead more amdore

Chinese enterprises become the famous world-clatsgrises.



CHAPTER II THE THEORETICAL BACKGROUND

AND GENERAL CHARACTERISTICS OF MNCS’
FOREIGN INVESTMENT

1 THEORETICAL BACKGROUND

There are several theories that attempt to explaimy

companies engage in foreign investment, they ar®lésws:

Table 2-1 The theories on foreign investment

Investment Theories Representative

— Stephen Hymer
The Theory of Monopolistic Advantage

Charles Kindleberger

The Theory of Product Life Cycle Raymond Vernon

Peter J. Buckley
Mark C. Casson

The Theory of Internalization

The Eclectic Theory of International Productiprlohn Harry Dunning

The Theory of comparative advantage K. Kojima

1.1 Theory of Monopolistic Advantage

The core of this theory is “Market imperfection” dn

! stephen Hymetnternational Operations of National Firms: A StuolyDirect Foreign
InvestmentCambridge Massachusetts, MIT Press, 1960
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“Monopoly Advantage”, Hymer thought that Market ierpection
is mainly about four aspects: 1) Commodity marketmperfect,
namely commodity’s diversity, brand, special marké&tlls and
price alliance, etc. 2) Factor market is imperfettmeans the
different difficulty degrees to obtain capital aride different
technology levels; 3) Market imperfection that cedsby
economy of scale, namely enterprises obtain inéngaeturns to
scale as a result of increasing output on largdesc®) Market
imperfection caused by government interference, elgpolicies
like custom, tax, interest rate and exchange rate, Hymer
thought that the market imperfection is the foumaatof an
enterprises’ foreign investment, under the situatiaf perfect
competitive market, enterprises do not have the gow control
the market, they manufacture the same productgethell not
exist foreign investment because this will not lgrispecial
profits to the enterprises. But under the situatioih market
imperfection, it is possible for an enterprise taotain monopoly
advantage and the enterprise will use this monomayantage
by mean of foreign investment.

On such bases, Hymer thought that when an enterpsisn
an imperfect competitive market, the motive to isvabroad is
to make full use of its monopoly advantage, andhsadvantage
can counteract many disadvantages of transnatioaalagement
and make that company in a monopoly position atsthie host

country.



1.2 The Theory of Product Life Cyclé

In this theory, Raymond divided product life cyctdo three
stages, they are: new product stage, grown up stage
standardized stage. He used these three stagdadiydte that in
different stages of product life cycle, differemduntries are in
different positions of one country’s foreign trader example, in
the new product stage, the new product can gainntbaopoly
position as a result of its high-tech, and the nfaoturer can get
a high profit in the domestic market, at this timayerseas
demand can be satisfied by export, so the manufactdon’t
need to invest abroad; in the grown stage, the ycts technique
is mastered by many manufacturers in domestic nag«el
overseas market, and for the sake of protecting ifant
industries, the host countries will set up impoatriers to limit
the import of the product, at this time the manutiaer start to
set up subsidiaries to produce and sale locallygraer to reduce
cost, breakthrough trade barriers and occupy theallonarket;
and in the standardized stage, the creative coulmag lost the
monopoly position, so it transfer its technique twerseas
countries with low costing comparative advantagag] then sell
to home country again, at last, when this technigsenot
profitable to the creative country, it will sellightechnique by
means of franchising. Besides, this theory combimpedduct

locational selection and product’'s overseas prodncto make

2 Raymond Vernon, “International Investment andrima¢ional Trade in the Product Cycle”,
Quarterly Journal of Economics, May, 1966

8



systemic analysis. And He also divide countrie®ittiree types
according to his theory: developed countries, otdeweloped
countries and underdeveloped countries. He pointtlo& motive
of one company’s international trade and other gtreents is the
product life cycle, and accompany with new techmisju
appearance, this company will pay more attentionR&D in

order to keep in the lead position of technology.

1.3 The theory of internalizatior?

According to internalization theory, enterprisey to form
internal market though foreign investment, theylwdrganize
international production and coordinate internaéibdivision of
labor worldwide to avoid effects caused by extermaarket
imperfection. At the same time, since protectionimtfellectual
property has become more difficult, internal tractsans within
the enterprise can protection intellectual propeetyectively.
Internalization also can make enterprises adjustrtltapital,
products and product factors within the enterpraseording to
the changing situation in order to keep the maxadiprofit.

Internalization theory also analyzes four factohsitt affect
the internalization of intermediate products, thaye: First,
industry factor, including the characteristics aftarmediate
products, external market structure and featureshefindustry,
etc. Second, locational factor, it means the celtdifferences,

investment environments and the features of phygeagraphy.

3 peter J. Buckley&Mark C. Cassorhe Future of the Multinational Enterprisek976

9



Third, country factor, it means the related cousdtipolitical
system, law framework and financial situations, .eFourth,
enterprise factor, it means enterprise’s advantagad
disadvantage of competion, organization structumenagement

level, corporate culture, produce and sale techaicc.

1.4 The Eclectic Theory of International Productiorf

The core of theory is: one enterprise’s foreignasiment is a
consequence of ownership specific advantage, iateration
advantage and location specific advantage’s intevac

First, ownership specific advantage is the unigdgamtage
owned by one enterprise. It includes: 1) propertivantage of
capital nature, it means the advantage on tangddeets and
intangible assets 2) marketable property advantégaeegans the
advantage obtained by the enterprise when it operat
transnational managements, allocate resources wattdl and
evade all kinds of risks.

Dunning though one enterprise must have these ddgas
when it invest in foreign countries, but one entesp which has
owned these advantages may not invest abroad.

Second, internalization advantage, it means onéitpbof
enterprises who have owned ownership advantages;hwtan
keep the advantages within the enterprises in otdeavoid the
effects on profits caused by market imperfectiommntpare to

non-equity transaction, internal transaction carnvesamore

4 John Harry Dunninglrade Location of Economic Activities and the MMESearch for an
Electic ApproachHolms&Meier, 1977

10



transaction cost, especially for the intellectuedqucts.

Third, location specific advantage, it is the faable degree
of one foreign market environment for an enterpsisgroduce
and management compare with environment of thierpnise’s
home country. Namely the advantages owned by hashtries in
the investment environment factor.

Dunning thought when an enterprise has owned owmgrs
specific advantage and monopolistic advantage, had time,
when it also has location advantage in one hosthtguforeign

investment becomes the best choice for this enitszpr

1.5 The theory of comparative advantage

K. Kojima believes that different countries’ econiam
conditions are different, so the theories basedh@materials of
foreign investment of American MNCs can not expldime
foreign investment behaviors of Japanese MNCs. Heks that
American MNCs with monopoly advantages shift their
manufacturing bases abroad by setting up many didrses
abroad, this reduces their parent companies’ ex@ord has bad
effects on home country’s economy, such behaviarsgagainst
the principle of comparative advantage, so suchabidr is
“trade substitute foreign investment”. But Japanedg@Cs’
foreign investments concentrate on the traditiomadustries
which are losing their comparative advantages, tkisd of

investment is “trade creative foreign investment”.

® K. Kojima, International Trade1987
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The core of this theory is foreign investment slibustart
from industries are or are going to be in the indermositions.
The smaller technology gap is between enterprised host
countries, the better, because this is good foaldshment of
local comparative industries. So the countries gah mutual
benefits from these foreign investment activitiemdathe

following trades.

1.6 Chinese literatures

Chinese scholars also made some researches omnlifecsof
MNCs’ foreign investment based on western theoriesng Lu
(2001), Zhile Wang (2005), Xun Mei, Yi Ke& QingyaWang
(2001), Xinxin Li (2002), Haidong Zhang (2003), etall have
done many researches on this subject, they all maddepth
studies focus on MNCs’ foreign investment strategand gave

many views about that.

2 GENERAL CHARACTERISTICS ABOUT MNCS
FOREIGN INVESTMENT

2.1 Main Contents of MNCs'’ foreign investment

Recent years, most world-famous MNCs are based in
developed countries, expanding rapidly worldwidéey are
having increasingly effect on world economy. Accdog to
statistics, the number of multinational corporasoimcreased

from 35 thousand headquarters and 150 thousandcheanall

12



over the world in 1990 to 65 thousand headquartard 850
thousand branches all over the world in 2006. Mudtional
corporations’ revenues increased from 2.4 trillaollars in 1982
to 19 trillion dollars in 2006.

By the end of 2006, MNCs from over 200 countriesd an
regions has set up over 570,000 companies in Chifeey
invested over 665 billion dollars totally. Among | athe
investments in 2006, 92% are coming from MNCs iveleped
countries and regions. So their investment modes waery
important for us to discuss here.

When a multinational corporation wants to enteroaefgn
country, the means can be chosen by it are maiRlyst, by
exporting or importing commodities, namely, by megapnf
international trade. Second, by transferring thdamgible
assets, for instance, technique, trade mark, bssineethods and
business experiences, etc., namely, by means @fsinvent. Here,
in this thesis, we mainly talk about the means m¥eistment.
According to the academic paper of Huanghuamd academic

paper of Li Xinxir, the main contents are like below:

2.1.1 Transnational Capital

Compare to establishing new factories, branches and
subsidiaries by sole investment, set up a jointtwem company
with local companies or purchase shares of locahmanies

® Huan Huang, “MNCs’ expansion in ChinaChina Economis2003
7 Xinxin Li, “Formation and development of MNCs aéwkloped countriesReview of
Economic Researcl2002

13



appears more convenient and flexible. Please ldadkesituation
of China:

Ford Motor of Unite States built up a subsidiarymaany in
China on October 25th, 1995. At the same time,win® 30%
shares of JMC Moters Corporatign.

General Motors of Unite States cooperated with S$ihan
Automotive and built up Shanghai General Motors 1897.
Shanghai General Motors produces cars of GeneratoMo
General Motors and Shanghai Automotive each taki Sbares
of it.

Volkswagen cooperated with two Chinese companied an
built up Shanghai Volkswagen in 1985 and FAW-Vollegen in
1991 to produce Volkswagen’'s cars. By the end of0&0
Volkswagen has built up another three joint venteméerprises to
produce Volkswagen’s spare parts for car.

Hyundai Motor of Korea built up a joint venture cpany
named Beijing Hyundai Motors Corporations in 2002ptroduce
Hyundai Motor’s cars in China.

There are also other cases that companies of diiter
countries invest together from the first beginnimpyal Dutch
Shell is a company established by the common imeest of
United Kingdom and Netherlands. European compangbu#g’s
orders are 1,111 airplanes in 2005, it had 52% miaghare. It
had kept for 5 years ahead of its rivals. When @swset up in
1970, it is a joint venture company invested byrfduropean
countries, the investors are Aerospatiale of Frar2ASA of

8 A Chinese automotive company which was built up968
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Germany, British Aerospace of United Kingdom and S»Aof
Spain.

Figure 2-1 Proportion of shares of Airbus when it is established in 1970

o 4(% @ 37. 9%
0 20. 0% — O Aerospatiale
Il DASA
OBritish Aerospace
O CASA

Source: Annual financial report of Airbus, 1970

We can image two extreme situations: The first exte
situation is that one company’s capital is ownedobyy company,
it produces, sales and invests to other countribss kind of
transnational  corporation named  “Asset transnationa
corporation”, another extreme situation is that asmempany’s
capital is owned by many companies, but producesessand
invests to only one country, this kind of transpafl corporation
named “Capital transnational corporation”. Here wave two
angles to look on the transnational corporationt inupractice,
many transnational corporations combine these tworeene
situations together, namely, they own asset of meoypanies
and have business in many countries, and themseahemvested
by many companies, by now, we can have a clear nstaeding

about multinational corporations.
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2.1.2 Transnational Investment

It has been mentioned above that the situation of
transnational capital, cooperating with local cafstis different
from establishing branches and subsidiaries, & more flexible
method to enter another country.

In the same way, M&A is also a more flexible wapthnewly
building to invest in a new market, and here | giseveral
examples:

American Ford Motor purchased 24.5% shares of Manda
1979, from that day, Mazda has acted as a tutdroofl Motor, it
taught Ford Motor how to manufacture light carswho manage
production lines, etc., beside these, it offerechtecal support to
Ford Motor. Because of the deficit of Mazda in tear of 1993
and 1994 and under the request of its main cresliaovd banking
group, Ford Motor finally took over Mazda overalk #@he
beginning of 1994.

One of the world largest beer brewing company, Acear
AB Group purchased Mexican and Brazilian main brees it
controlled Couvage of UK by means of purchasingyutchased
5% shares of Tsingtao Brewery by 16.4 million dadlan 1993,
by now it has owned 27% shares of Tsingtao Brew@rgup. It
purchased 80% shares of Wuhan Brewery of China 49 1
million dollars in 1994. Again in 2004, it purchak29.6% shares
of Harbinbeer Group by nearly 700 million dollaresdamade
itself become the largest share holder of HarbiaviBary Group.

Not only general commodity manufacturers and emrisgs

16



start to invest in foreign countries, infrastruaundustries such
like energy resources, traffic and telecommunicatemterprises
don’t wanted to be left behind also, foreign invesht made
them stretch the limitations of native territory.

For example, BT of United Kingdom purchased MCldam
Corporation’s 20% shares by 4.3 billion dollarssiges this, BT
also runs joint venture companies with telecom canips of
Norway, Denmark, Finland, Sweden and Germany, etmwns
half of the capital of Banco Santanden Spain, it also owns an
enterprise which is a joint venture enterprise wahGerman
bank.

To sum up the above arguments, MNCs’ process
internationalization management has obvious regtylait can be
divided into three procedures. First stage is pobdaxport stage.
At this time, the company is mainly focus on donmesharket,
accompany with the increase of product export,abmpany will
start to set up sale organizations abroad in otdeeduce trade
cost, boost up competitive ability. Second stagéramsnational
management stage. Accompany with the expansioxpbrt, the
company starts to invest directly abroad, set upssliaries
abroad, in order to occupy local market. Third stags
Globalization stage. At this time, the company’sbsidiaries
form integrated network worldwide, it can organigeoduction
worldwide, actualize the optimum allocation of rasces.

MNCs’ developing process followed above proceduasyhly.

® A Spanish bank which has 126,000 employees, 68@&;08tomers, 1,0000 branches and 6
million shareholders
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Plenty of examples show that internationalization
management played an irreplaceable role in MNCeWgng up.
The development of enterprises require internatication
management, and internationalization managemenésgifresh
iImpetus to enterprises’ rapid increase, internalmation
management has become an important means of GI604al
companies’ development. To some extent, Global &@@panies’
developing process is their internationalization nagement’s
developing process. So at the end of this part,nusst realize
that if an enterprise wants to keep lasting develept, it must
put internationalization management into practivée Chinese

enterprises must be aware of that point.

2.1.3 Transnational Sale

Multinational corporations take the whole world’'sarkets as
their target market, usually over half of their lmess is carrying
out abroad, for example:

American company Boeing, 70% of its productions aoéd
abroad (1/7 of them are sold to China), another Acam
company, Citigroup’s 44% total profits are obtaindtbm
developing countries.

The biggest companies of developing countries aagions
such like Hutchison Whampoa, Cemex, their oversesiriess are
all over 40% of their total business.

American Coca-Cola’s product is the craze all oNer world,

its product sales in 135 countries and regions,jthet venture
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factories scattered all over the world use ingratBesupplied by
the headquarter to can the drinks, so this can elvdior the
quality.

Japan has about 30 damage insurance companieshend a
24 Life Insurance Agencies, compare to 5800 inscean
companies of United States, this number is very |srbat
Japanese insurance companies’ scale is larger.Tok® marine
& Nichido fire insurance company’s revenue is thin 4f the
insurance companies all over the world, it has &ab&00
branches in its own country, it also has subsiésrand offices in
over 105 countries and regions, as a result, eviertheir
customers suffer from accidents abroad, their ctaioan be

dealed with rapidly.

2.1.4 Transnational Management

It includes: 1) Human resource 2) Cooperate cult@e

Information technique.

2.1.4.1 Transnational Human Resource

Multinational corporations not only produce, sal@yest
abroad, even in the constitution of their employdkey also
represent internationalism.

First is Mixed Ranks of Cadres

Royal Philips Electronics is a company whose headtpr is
set in Netherlands, in the ranking of FORTUNE Glola®0
companies of 2006 its rank is 145. This group tkink all

19



administrators are all from one country, it will kea the
enterprise lack of adventurous spirit and passiomly if they
absorb talented people in the world into the conypdhey can
think more broadly. In the company’'s management maittee,
president, vice-president and executive committesmivers are
14 in total, 5 of them are Netherlander, others Areerican,
Englishman, French, Swiss and Swedish, they weteuasing
administrators of many big companies before thawy jo Royal
Philips Electronics.

Second is Developing Native People’s Effect

The reason why Coca-Cola could dominate the walthat it
insists adopting the way of “franchise” all the #mFranchise is
a way of “native people owns the franchised outlegtive
manages the franchised outlet”, as long as thecfreees pay the
franchise fee to the franchisor, they can be fraseth to manage
Coca-Cola’s drinks. The head office of Coca-Coladsponsible
for the provision of unified advertising campaidhe franchisees
raise money for development all by themselves armd thle
management all by themselves. This “big company| peith
small companies” method of operation has motivatige
businessmen in the world to a great extent, thdyoplerate
“Cola” enthusiastically, as a result, “Coca-Colgread all over
the world rapidly.

Ford Motor is the 4th biggest automotive manufaictgr
company of the world, it started its first autonvatifactory in
China in 1995, it also bought 30% shares of JMC dot
Corporation. From the year 2003 to 2006, it invdsteer 100
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million dollars in China. This company started t@ih some
Chinese engineers for its Chinese factories fro®01until now,
some of them are still working on very importantsgmns of
automotive manufacturing industry.

Third is Treating Foreigners in the Company Kindly

Intel’s Santa Clara headquarter is like a mini @ditNations,
it has dozens of subsidiaries all over the worldt Br 1982, this
company suffered a large-scale brain drain, andh€$e people
took a large proportion. The preliminary investigat showed
that there are different opinions about this sitoat Some people
said that because the company culture and tradigemitted
clash and opposition, this kind of culture are vdriferent from
Chinese culture, so Chinese employees were hagetaised to
this kind of culture. Other people said that is dese Chinese
employees were restricted by the English commuiocaability,
as a result, they worked hard but couldn’t get theper
reorganization.

The leaders of Intel paid great attention to thiskhppem, they
hold a seminar to analyze the difference betwednl’B1culture
and Chinese culture. After discussion, employeesoned the
doubts and depressed mood suddenly saw the ligtdl’'d leader
decided to hold a party especially for Chinese fumew year of
1984, on that night, everyone had a good time. Afeads, this
kind of “cultural integration” activities extendednong Japanese
employees and Israeli employees. So the brain ditesn’t
happen again since 1982.

Fourth is Learning Foreign Languages
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To understand the world well, the first thing isrtmaster the
universal language. CEO of Fujistu thinks the widee of
internet means if someone is good at English, limgany can
easily gather foreign information and negotiate hwhiusiness
partners through internet. So this Japanese largestputer
manufacturing company decided that their 30,000 leyges
including president must attend TOEFL test, and &mglish
language proficiency of every employee would be sha&ndard

for promotion in the future.

2.1.4.2 Cooperate Culture

If one company wants to be successful in its fomeig
investment managements, it will need amazing cafoculture
to guide its management. Because a good corpondtare can
integrate every different cultures within the compdo the same

culture.

2.1.4.3 Information Technique

High-tech revolution creates a society of infornoati it
makes production, circulation, sale and market teta
internationalization, for multinational companiestaditional
centrally-controlled vertical management system raoe suitable
any more. As a result, a new type of network manage system

appears, it works by using modern tools of commatan.
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2.1.5 Locational Selection

It includes: 1) Place selection 2) Industry seleocti
According to Dunning’s theory, MNCs not only hawe donsider
the entry modes to invest in a new market, they dlave to
consider about the places and the industries tkay to engage

in.

2.2 Main trends of MNCs’ foreign investment in recat years

2.2.1 Globalizatiort®

In the new international situation, multinationalrporations
adopt strategies of global integration. Global gregion strategy
IS not only means a company which owns internatidnesiness,
international market, international manpower, inggional
information and international structure, the momgortant thing
IS to actualize the resources allocation integrationarket
integration, industry development integration, labmarket
integration, etc. worldwide. Global integrationatigy’s essence
is organizing labor, material and financial resasavorldwide,
realizing optimal allocation of production and mageaent
factors, finally reinforcing competitive advantage.

When multinational corporations operate global gregion
strategy, there are usually several performances:

First, actualize optimal allocation of resourcesrl\wide,

1 Youping Wang&Yun Liu, “MNCs investment strategydaeffects since 90s of $@entury”,
Journal of Jimei University (Philosophy and So&aience)2001
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“produce the most competitive products”. Multinational
corporations consider every possible angle of wwrtlk scope
making the best of the difference of resources emdent
between countries and regions, realizing optimabcation of
resources worldwide, produce the most competitirapcts.

Second, increase the proportion of investment inetgping
countries. Multinational corporations think well afeveloping
countries’ opportunities embodied in great potelnfita economic
growth and their flourishing consumption demandsese
corporations are all make more investments andnopthng the
investment structure, besides this, they investemor new and
high-tech industries, for instance, IBM, Simens néel Motors,
etc. all invest more in China and ASEANcountries.

Third, culture disparateness and administrators
multinationalized. Big multinational companies ateying to
become the companies which “own many kinds of aelstf,
Konosuke Matsushita—CEO of Matsushita Group told
department managers: “ To become a real global emyppwe
must use administrators from different countrieayiggate the
management rank.” Royal Dutch Shell’'s administratom

London come from about 38 countries.

2.2.2 Massive Mergers

Since 80s of 20 century, especially from 90s to now, one

11 FORTUNE FORUMCHhinese cities Publishing House, November, 2006

12 Association of Southeast Asian Nations
13 The same as [1]
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important adjustment of multinational corporationglobal
expansion strategy is, changing forms from estaiig new
enterprises to mergers and acquisitions, and makgens a main
form of international direct investmentsin 80s of 28' century,
Japanese big enterprises’ mergers action are thst auaiive, the
number of mergers action increased from 40 comEameery
year at the beginning of 80s to 450 companies eyewr at the
end of 80s. During the whole 90s of"2@entury, United States,
European Union and Japan’s transnational mergersl an
acquisitions happened increasingly frequent, esgdlcin United
States. In large-scale merger activities, autonehbihdustry,
telecommunication industry, pharmaceutical industry
transportation business, financial industry, toorisndustry,
foodstuff industry and high-tech industry, etc ateinvolved in,
big merger cases happened everywhere. From the gfedaf00
till now, merger has become a popular way for emtse’s
expansion, many Chinese enterprises adopted thystavhecome
international companies, for instance, Lenove Grouperged
IBM’s personal computer business by 1.25 billiorlds in 2005,
Shanghai Automotivé® purchased Ssangyongmotor’'s 48.9%
shares and became the biggest share holder of $sagmotor’
in 2004.

These kinds of merger have substantial differeneigéls those

happened before. First, the party who operatesnibeger is to

14 Xinxin Li, “Formation and development of MNCs aéwkloped countriesReview of
Economic Researcl2002

15 A Chinese electronic company which is built ufl 886

16 A Chinese automotive company which is built u2@04

17 A Korean automotive company which is built up 8562
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achieve the goal that extending the scale of théerpnise,
reducing the management cost, increasing its prizdsthare of
the market rapidly and increasing the profits. Tharget
company’s goal is to find shield and buckler to @vdeing
eliminated by the market. Second, these kinds ofgaeare not
“the great fish eat up the small” any more, mergetween large
enterprises happens more, this further promotes the
centralization of capital. So, this form of changeom
establishing new enterprises to mergers and adgqunsi is one

important feature of the Global 500 companies.

2.2.3 Massive Shifts

Economic development increase the demand of modern
service industry, specially increase the demand dervice of
trade, finance, real estate, counseling, insuranegycation,
culture, tourism, telecommucation and health cate, industries,
it requires these industries supply all-round amdious service.
The demand of the market promote the rapid devebkpgnof the
modern service industr{, and shift the investment of
multinational corporations from industry and mining service
speedily.

On the other side, developing countries and middled
eastern European countries need to make good udedervice
of banking, insurance, telecommunication, accountand law,

etc. urgently in the process of altering to markedbnomy.

18 Youping Wang&Yun Liu, “MNCs investment strategydaeffects since 90s of $@entury”,
Journal of Jimei University (Philosophy and So&aience)2001
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The service industry trade’s proportion in modeiwreign
trade has been increased greatly. This lead intermal
investment shift to service industry, at the end26f" century,
over 55% direct investment of developed countreesor service
industry. This is also a main feature of the Glob200

companies’ internationalization management.

2.2.4 Strategic Alliance

To avoid both sink together in antagonistic comiei, since
middle 80s of 200 century, more and more multinational
corporations have established strategic alliance®nrg them,
formed a pattern of both competition and cooperatio
International strategic alliance means two or mdhan two
multinational corporations establish a relativetilag corporative
relationship in order to achieve their common goats their
respective strategic goafslt has three features. First, parties in
the strategic alliance are equal, they share waditd risks by
means of using joint capital, purchasing each dsheshares
equally and supplying each party’s own superiodtyechnology
Second, strategic alliance only confines at cergpacific fields
and express the strategic goal clear. Third, theigm in the
strategic alliance keep the relationship of botimpetition and
cooperation, namely, they cooperate in specifiddBe but in
other fields they compete with each other.

At present, 90% global large multinational corpowat are in

19 XinXin Li, “Formation and development of MNCs oéwkeloped countriesReview of
Economic Researcl2002
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strategic alliance. Something worthy of noticehattthis kind of
international alliance not only develops rapidlytkalso spread
to middle and small enterprises. We can say, thmmetition and
cooperation form of strategic alliance will be tbely choice for

an enterprise’s internationalization management.

2.2.5 Pursuing High-tech

Since information technology revolution broke ont80s of
20th century, high-tech field has become the maittléfield of
the multinational corporations’ investment. In orde be leading
in the development of high-tech, obtain the extrfip of
high-tech products, the MNCs reinforce the researnhd
development strategy of high-tech. According to soexperts’
accurate accounting, every day shortened of high-teroducts
development will increase 0.2% business profits10f days are
shortened, 3.5% business profits will be increased.

The high-tech domains managed by the MNCs are mainl
focus at aerospace, computer, electronic, biologg medicine
domairf®, they are trying their best to be leading in higlch’s
industrialization, commercialization and internatadization. But
the development of high-tech needs a lot of talpabple in
science and technology. Now talent people in saerand
technology has become invaluable resources, ands@uggled
by multinational corporations in order to make sutleese

companies develop from traditional industries toghitech

20 Xinxin Li, “Formation and development of MNCs aévkloped countriesReview of
Economic Researcl2002
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industries.

2.2.6 Localization

Localization is another important feature of MNCs’
internationalization manageméhtlt is to say, MNCs reinforce
the technique cooperation with local companies whéehney
invest to, make good use of local intellectual weses and the
low cost labor, develop the new products consisyentith the
local customs. This narrow down the economic andtucal
difference between the original country and hostirdoy, then
make the company act more like a local company, amate
acceptable for local people. In the process of liaetion, they
will manage to detour all kinds of barriers, occutgye host
country’s market, use local talent people, and ldsth a local
image to obtain policy support by local governmeahgn reduce
the proportion of raw material and spare parts etqub from
original countries, increase the proportion of lbzation, so
both the original country and host country can Bgrfeom it.

Whatever, the MNCs act like “management globaliaafi
iImage localization, decision-making flexibilizatignand this

brought them great benefit.

2.2.7 Network?

High-tech revolution creates a society of inforroati it

2L Chengbin Zhang, “A study on MNCs’ localization ragement” Enterprise management

2006

22 Youping Wang&Yun Liu, “MNCs investment strategydaeffects since 90s of $@entury”,
Journal of Jimei University (Philosophy and So&aience)2001
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makes production, circulation, sale and market tetw
internationalization, for multinational companiestaditional
centrally-controlled vertical management system raoe suitable
any more. As a result, a new type of network manag® system
appears, it works by using modern tools of commatan.
Nowadays, most of the multinational use this newpetyof
network management system to make management more

efficient.

2.2.8 Maximize the Profit Worldwide

The ground Rules of enterprise’s management is iageto
maximize the profit. It has dominated all enterpgs
management and development for a long time. Accamipaith
the expansion of multinational corporations worldej how to
face the new features and new situations of intgonalization
management, and then maximize the profit, has becdhe
all-important subject. After many years’ practicgrofit
maximizing principle is changing from pursuing slag
enterprise’s max profit to pursuing max profit webnlide. The
main methods adopted by Global 500 companies toimmae the
profit are: transferring profit between parent canp and
subsidiaries, avoiding international tax in orderminimize the
tax, establishing the management evaluation andchwétion

system.
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CHAPTERII THE FOREIGN MNCS’ INVESTMENT
IN CHINA: SITUATIONS AND CASE STUDIES

1 CURRENT SITUATIONS OF FOREIGN MNCS IN
CHINA

MNCs will never ignore such a tremendous potentnarket
of China. One way is exporting productions to Chibat doing
this may cause the production’s total cost too hagha result of
the too high cost of transportation. So, MNCs sdvo be the
first to invest in China, consequently, many dirémtestments
from foreign MNCs came rolling in to China recerdgays. As a
matter of fact, some of the multinational corpooas came into
China even much earlier before 1949, they also bdistaed
factories in China, but the large scale entry haggein 1980,
especially after 1998,

American enterprises came. DaimlerChrysler coomaratith
BAIC? and built up a joint venture company---BJC in 1988s
two companies reorganized BJC in 2003 and a newpamy was
born, named Beijing Benz- DaimlerChrysler Autometico.,
LTD. Coca-cola came back to China in 1979, by 20@4had
invested 1.2 billion dollars and had 29 bottlingrgmanies and 32
factories. 3M built up subsidiary in Shanghai ajlibself...

Japanese enterprises came. By the end dF @éntury, in

23 This is according to the statements in DapengQuiyrent situations of MNCs' FDI in
China”, Economic TribungFeburary, 2003
24 A Chinese automotive group which was built in 5623" century
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Japanese top 20 industry companies, only 2 of ttseith not
invested in China. Hitachi had built up 12 entesps in China,
the most important thing is that it set up a depannt to develop
programs in China, this department is independeofits Asian
programs department. Such change in its managestentture
indicated Hitachi paid great attention to its bess in China. At
the same time, Matsushita Electric Industrial hagklished 28
enterprises and invested 900 million dollars, imsyestment to
China was the first place in all Japanese enteepris

Korean enterprises came. Samsung Electronics’ first
subsidiary was established in Huizhou in 1992. B¢ €nd of
2005, Samsung Electronics owned 14 production congsa 8
sales organizations, 6 research centers and casntéices in
China. Its revenue was 17.6 billion dollars in 20&arly in the
90s of 2&" century, Hyundai Motor established joint venture
companies with Chinese enterprises, this made Hgismdars
enter into Chinese Market. In 2000, Hyundai MotoCéinese
headquarter was established in Shanghai. Nowaddysndai’s
cars are very popular in China, they are famoustheir vogue,
good quality and low price.

Germany enterprises didn’t want to be left behimdany
famous companies has came to invest in China. Bydhd of
20" century, Siemens had owned 30 joint venture corigsarits
total revenues was nearly 10 billion dollars. Thee look at
BMW's situation, BMW Brilliance Automotive Ltd. isa joint
venture established between BMW Group and Brillerhina

Automotive Holdings Ltd. The company engages in the
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production, sales and after-sales service of premawtomotive
products of the BMW brand. BMW Brilliance was refgised in
May 2003 with its manufacturing facilities located Shenyang,
the capital of Liaoning Province of China. In 200BMW
Brilliance had delivered 15,300 units to customeishe BMW 3
Series and % Series. The first BMW Brilliance Opay was
successfully held at BBA Plant Shenyang on July® 2%06.
More than 9,000 associates and their families pgrated in the
event.

Besides the above countries, many countries andomsy

companies has invested in China. Many of them hais ggeat

success in China. Some of them even have movedr thei

headquarters or R&D centers to China.
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Table 3-1 MNCs' investment in China

Item\Year 95 96 97 98 99 00 01 02 03 04 05
Total Enterprises 37011 | 24556 | 21001 | 19799 | 16918 | 22347 | 26140 | 34171 | 41081 | 43664 | 44001
Joint Venture
Enterprises 20455 | 12628 | 9001 | 8107 | 7050 | 8378 | 8893 | 10380 | 12521 | 11570 | 10480
Cooperative Operation
Eneterprises 4787 | 2849 | 2373 | 2003 | 1656 | 1757 | 1589 | 1595 | 1547 | 1343 | 1166
Foreign Investment
Enterprises 11761 | 9062 | 9602 | 9673 | 8201 | 12196 | 15643 | 22173 | 26943 | 30708 | 32308
Foreign Investment Share
Enterprises 8 17 6 9 3 8 11 19 37 43 47
Cooperative Development 19 7 5 8 3 4 8
Others 3 1 25

Source: Yearbook of China 95-05
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Figure 3-1 Foreign MNCs’ investment in China
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Table 3-2 A few MNC's investment scale in China (by 2005) ($ million)

Country Company Investment
Korea Samsung 5000
United States Nestle 980
United States Motorola 3600
United States GE 2300
United States P&G 1000
Finland Nokia 2100
Germany Siemens 1900
Japan Sony 1000
United States Wal-mart 2200
Japan Toshiba 990
Netherlands Philip 4000
Japan Panasonic 137
Germany Bosch 780
Germany Volkswagen 3000
United States HP 1300

Source: Each company’s annual financial report of 2005
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2 THE REASONS WHY MNCS INVEST IN CHINA
2.1 The General Reasons

One of the general reasons why the MNCs come teshn
China is, we China have the most attractive mamehe world®.
Since the adoption of the policy of reform and oipgrup by
China at the end of the 1970s, people’s living lenereased
year by year. Markets of both daily necessities darthble goods
expanded rapidly, especially markets of variousitedpgoods
expanded rapidly too. Since 1992, Chinese econoasy Kept a
growth rate at nearly 10% every year, this is sdmmgg never
dreamed of by other countries. Chinese economy oioly
became the new increasing point of the world ecopndmt also
showed the huge market capacity and inspiring egooo
development future for the first time. In the eyef foreign
investors, Chinese market are no longer a potefitalre market
any more, it is an actual huge market at hand. Thisbviously a
prime reason why these big companies come to invme€hina.

What is the most attractive thing of China to thesgpper
multinational companies? It's the low cost labdrats for sure,
but it is still not the necessary reason why theyne to invest in
China. At the beginning of 90s of $Ocentury, multinational
corporations invested more and more in China, |anaid that
was mainly because many of the developed counteeshomy

%5 Xun Mei, Yi Ke, Qingyan Yang: “Analysis of MNCsvestment strategies in China”,
MNCs research team of government of Anhui provit@gna, 2001
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appeared to have some problems at that time. Med@wdastern
Asian economy growth rate was over 7%, Chinese egonwas
the hot spot of eastern Asian, as a result, in otdeget rid of
domestic economic predicament, companies of dewsop
countries invested more and more in China.

At present, economists all over the world have camean
understanding that only the dispersed investmemt make the
excellent return. It means investing in a divewrsifiportfolio can
offers lower risk. For example, Royal Dutch Shellane of the
most money-making companies in the world for yeds secret
of acquiring wealth is that it spread its investthamong many
different regions, it has established subsidiariesover 120
countries all over the world.

Foreign investors, especially multinational corgayas have
noticed the good future of Chinese market, the vaarket of
China offers great opportunities to them. So, maral more
multinational corporations have entered Chinese ketaisince
90s of 20" century.

2.2 The Actual Reasorf®

First, the great market demand and the good investm
environment. Recent years, Chinese economic grdveth been
kept at over 8%, it is rare in the world. The ragdowth of
economic leads to the expansion of investment amthahd,

% According to the statements in Xun Mei, Yi Ke, @an Yang: “Analysis of MNCs’
investment strategies in China” , MNCs researcmtefigovernment of Anhui province,
China, 2001

38



besides, the ongoing readjustment of industriabtires and
industrial upgrade attract the multinational corgoons a lot.

Second, is the effect of following. Most of the rinational
corporations which invest in China have gained gprafits, this
on the one hand stimulates these corporations tesinmore in
Chinese market, and on the other hand, they arestiteessful
examples to those corporations which are going rneest in
China. The competitors in the world consider emtgrChinese
market and obtaining profits from here as a verpomant goal,
as a result, we can see the intense competitionsve®a
Coca-Cola and Pepsi-Cola, McDonald’s and KFC, Motarand
Nokia, Samsung and LG in Chinese market.

Third, the effect of East Asian financial crisis.akly of the
East Asian countries suffered from economic depogsgor a
long time after the financial crisis. China got md the adverse
effect soon after the crisis, and became one ofhilgé points of
the world economy growth. So many multinational panations
transferred some projects which can make profite Heom other

East Asian countries to Chinese market.

3 FOREIGN MNCS’ CASE ANALYSIS

3.1 Take China as Home—Motorola’s Localization Streegy

Motorola, a widely known name in China. Motorolaange
of business including wireless communications, semductor,
automobile electronics, broad bandwidth network aall phones,

etc. Motorola is at the head of its profession.réigenues in 2006
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Is 36,843 million dollars while its profit is 4,5%8illion dollars.
Motorola entered Tianjin economic and technical

development zone in June, 1992, after that, it méel all over
China with incredible speed. Up to now Motorola Hmaslt up 9
enterprises, 16 R&D centers and 25 subsidiarieShima, 90,000
employees in total. By the end of 2006, Motorola havested
36,000 million dollars in China, it is one of theghest foreign
enterprises which invest in China. Chinese marlsethie third

biggest market in the world.
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Table 3-3 Motorola’s enterprises in China

Name of the enterprise

Time of
establishment

Place of
establishment

Product or Service

Motorola (China) 1992 Tianjin Communication
Electronics Ltd. products and spare
parts
Motorola (China) 1995 Beijing Investment service
investment Ltd.
LESHAN-PHOENIX 1995 Leshan Semiconductor
Semiconductor Company
Ltd.
Shanghai Motorola 1995 Shanghai High speed FLEX
Telecom Products Co,. pagers and paging
Ltd. system
Hangzhou Motorola 1996 Hangzhou digital cellular
Cellular Subscriber co., subscriber productg
Ltd.
Hangzhou Motorola 1996 Hangzhou CDMA
Cellular Systems CO.,Ltd| infrastructure
equipment
Shanghai Motorola 1996 Shanghai Automobile
Automobile Electronic electronic
Co,. Ltd. controlling
equipment
Beijing Huamin 1997 Beijing Smart-card
smart-card manufacture
Co,. Ltd.
Beijing Huamin 1997 Beijing Smart-card systen

smart-card system
manufacture Co,. Ltd.

Source: Motorola company’s websites http://www.motorola.com.cn/

The most important reason of Motorola’s successful

investment in China is that it has carried out lozation strategy
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according to Chinese situatith which is real fit for Chinese
market. Its localization strategy is like follows:

First is technique localization.

One feature of Motorola’s investment in China isnttroduces
its first-class technique to China while investimgChina. When
it produces its world leading products in China,attthe same
time transfers many of its advanced technologie€hma.

Motorola not only transfers these advanced techgie® to
China, it also uses its ability to design and mactdire new
types of communication equipments for Chinese usdisese
new types of communication products even achieeeatthvanced
world levels.

Besides transferring technology to China, Motorglays
much attention to cooperating with Chinese compsnia
development of new technology, to actualize techriq
developing localization. This can combine the twoutries’
research powers and have mutual complementaridre®ne hand
this makes China get in touch with the advancednetogies in
the world, then can produces the first-class prosioé the world
in China and promote Chinese communication techggto
development, on the other hand, this can make Mo®rola’s
products which are developed and manufactured im&hare fit
for Chinese Customers.

Second is brand localization.

One reason that Motorola is known by most Chineseppe is
its brand localization strategy. Its brand locatiaa in China can

%" Yajun Pang, “A Study on Motorola’s Localizatiorr&egy in China”, Ph.D. paper, 2002
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be divided into four stages:

From 1988 to 1993, is the ground stage, during fesiod,
Motorola made advertisements on all kinds of medieept in
with government of China and try to understand teenand of
the market.

From 1993 to 1994, Motorola subdivided products and
markets, it developed different kinds of productscading
different demands of different consumers.

From 1995 to 1997, Motorola divided Chinese citie® two
species—fast developing cities and slowly develgpaities. Its
supply different products to these two kind of et

From 1998 to now, administrators of Motorola corsed
different products would give consumers differentpressions
about Motorola, but this company should have aiuaitorand
imagery, so they made unitive advertising actigtfer different
kinds of its products in order to make its brandagery clear.

After the four stages, Motorola’s products spredd cwver
China, more and more Chinese people accept Motoaok its
products.

Third is purchase localization.

Since Motorola entered into China, it has paid matention
to spare parts localization. Its main method iseleping local
suppliers to manufacture spare parts for Motoropa@ducts.

Motorola considers suppliers as its lifeline. Oneoside, it
requires its suppliers to supply spare parts of stipulated
quality, on the other side, it provide funds dilgdb its suppliers

or help its suppliers to get funds to upgrade tmeanufacturing
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technique and build up quality controlling system.

Purchase localization increase the extent of Mdudso
products’ localization. According to statistics, Moola’s
products localization rate is over 70% today in @hi This
reduces its costs and increases its productiowieffcy a lot.

Fourth is talents development localization.

A quality workforce is the soul of one enterpriske key of
success. Motorola is also aware of this point, ut ghe
employees’ training and the utilization of emploigeereation
ability in the first place of talents localizatioMotorola has set
up training base and training center in China, tbas supply
high quality managers for Motorola Chinese companiét
present, over 72% percent of its managers of Cleiromsnpanies
are Chinese people, and this proportion will inse& the future
as the training project continues.

Fifth is being a good social citizen.

After Motorola entered China, it insists” Being aayl social
citizen”, “Take China as home”, “Being a Chinesengquany”.
Motorola always want to create a win-win situatifom both itself
and China.

Motorola saw that Chinese state-owned enterprisesew
facing difficulties in their management, and alsontained
business opportunities. It engaged in cooperatictivaies with
Chinese enterprises. Motorola and Chinese govermnrheit up
an enterprise modernization center together in 1998 center’s
purpose is helping with Chinese state-owned enieepft

production efficiency and quality management.
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Since 1994, Motorola has engaged in supporting j&to
Hope”, it made a comprehensive subsidization plandhildren
unable to go to school in China. Up to now, Motarblas donated
12 million yuan to “Project Hope” and has helpedilthu24
“Hope” primary schools, as a result, many childreould
continue their studies. By doing such things, Motarhas won a
very good reputation in China. More and more peake willing
to buy its products.

Analysis of Motorola’s strategy:

Localization is an important part of Multinational
corporations’ development strategy, especially nécgears the
international economy competition is getting vermynpetitive,
localization is more important than ever before. nGmlly
speaking, multinational corporations chasing lozation, it is
obvious that there are at least two advantages: &@ivantage is
this can reduce production cost. If the companyests to
develop technique in the host country, it can uke theap
equipments and human resources locally; if the camyp
purchase raw materials locally, it can save expgnsm
transportation and custom. The other advantage hsat t
localization can cross the culture obstruction. Weuld see,
multinational corporations are not only meeting tlaguage
problem in the host country, they also have proldam culture
understanding. Hiring the local employees, spegialie senior
managers will help multinational corporations solyi the
problems they meet in the host country, such likebpems on

law, exterior relationship and internal managemeid,
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We can say, all multinational corporations whichvest to
China are all carrying out the localization strategn this
localization competition, Motorola is ungquestionatihe biggest
winner. All credit goes to Motorola’s thinking high of
localization. Motorola shows its great attentionldgalization in
China in their publicity release for many timeswias not hard to
see that Motorola has thrown all of its energieshi@ localization
in China, and this finally leads its successful mg@ment in
Chinese market.

3.2 Low Price Everyday—Wal-Mart’'s Promotion Strategy

The summer of Shenzhen in 1996 is really hot, buteas
made this city even hotter, that is Wal-Mart hadtlsed down in
Shenzhen. People all crowded to Wal-Mart's storede how the
store of world-famous retail king looks like.

Comparing to Sears—a shop of a century’s standing,
Wal-Mart is just like a young man because it ongs0 years’
history. But in these short 30 years, Wal-Mart wedkvery hard
on its business, expanded from rural areas to udraas, from
North American to worldwide, and finally became tbhe&gest
retail store of the world. By the end of 1996, Wa#t's
revenues worldwide was over 100 billion dollarss i3 times as
Sears’, at the same time, Wal-Mart is thé"lih the ranking of
the FOURTUNE Global 500 companies. And by the eh@@06,
Wal-Mart achieved the ™ place in the ranking of the
FOURTUNE Global 500 companies.
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Wal-Mart’s successful internationalization manageimen
China can be analyzed from the following asp&cts

Firstis subdividing the market.

Like other big retailers, Wal-Mart had made a calef
investigation of Chinese market’s situation for mamrears before
expanded to China. It performed careful analysisfastors like
population, income, regional environment, culturenda
government macroscopic policy, etc. They estimateat in the
future few years, Chinese market would be the fstrowing
market in the world. So they decided that Wal-Maltivestment
in China should be with an eye on its future, asesult, they
would rather give up 3 years’ profits in China irder to open up
a big market in China.

Accompany with Chinese economic development, Chines
people are gradually divided into two levels, sopeople can
afford expensive goods while the other can not.-Walkt noticed
that situation and supply different goods to thowse different
levels of people, both rich people and poor peagde find the
most proper goods in Wal-Mart’s shops.

Second is its particular purchase pattern.

In order to reduce the intermediate links of cieadtiudn,
Wal-Mart adopted a particular purchase pattern.e®ttetailers
generally let all multiple shops purchase commaditifrom
suppliers separately, but Wal-Mart adopts a pattfrriUnified

order, Unified distribution”, it means that all itsultiple shops’

28 Mainly refers to Fangmeng Tiawal-Mart's Retailing Methods$;hina Commercial Press,
2004
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order are collected to its headquarter, and itsdhbaarter makes
the total order to the suppliers. Because the totder is much
bigger than the separate orders, so Wal-Mart canhgegoods at
a much lower price. After that, the headquarted distribute the
goods to the multiple shops.

In China, Wal-Mart set up several regional headtprarand
one purchase center, all multiple shops give toeders to their
regional headquarters, the regional headquarters tiie orders
to the purchase center finally, the purchase cewidrpurchase
all the commodities from the suppliers and thentrdisite them
to every single multiple shop. Because there arenyma
distribution centers under purchase center, socithm@modities
ordered can be transported to every single multgslep within

one day as soon as they arrive at the distributiemters.

Figure 3-2 Wal-Mart’s purchase pattern

Multiple Shops | Regional Headquarters
Supply Orders
v
Distribution Center “ Purchase Center
Delivery

Source: Foreign Investments in China, May, 2001

Third is the low price service.
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Supplying the low price service to customers is theo
feature of Wal-Mart, speak of the low price servigeeople
sometimes will only think of the price of the gooidsvery low,
but this is not enough in Wal-Mart. Wal-Mart ingsthat lowest
price is the important content of the low price\see, but at the
same time, its service to the customers can notrdzhiced.
Supplying the overflow service to customers is th&tillation of
Wal-Mart’'s low price service. If a customer speedd money but
get more service here in Wal-Mart, so we can saygbss the
overflow service here.

These are all showed in its Shenzhen multiple sWwbpn it
opened as Wal-Mart's first multiple shop in Chinga,had the
cheapest goods and the hottest service, and whemevestomer
appears in no more than ten steps from an employ&¢al-Mart,
this employee will say hello on his own and ask tustomer if
he need any help. Besides this, Shenzhen shop faso the
biggest parking lot among all the retail shops.

Analysis of Wal-Mart’s strategy:

Wal-Mart’s success in China profits from its idea o
“transferring profits to customers”. It insists th@wer price, it
gains no more than 30% profits in selling goodststomers in
China, which is much lower than 45% profits of athretailers.
And meanwhile Wal-Mart uses the high performance
management methods to reduce the cost, such likednticular
purchase pattern, it increases its profit mainlytbi way rather
than raise the selling price of its goods.

Compare to the other retailers in China, Wal-Mashsiders
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most for the customers’ convenience, it insistspdying people
oriented service. It emphasizes to put the customethe first
place, to respect customer, to understand custometr, only
supply general service to customer, but also suppigxpected
excellent service to customer. Things like waitinglong queue
or frisk forcibly will never gonna happen in Wal-M& multiple

shops.

3.3 Man-Oriented Management—The HP Way in China

The HP way is the most important management styatatl
management method of Hewlett-Packard, its conteras be
summed up to two points: First is its excellent mgement
strategy, second is the man-oriented managemenhadetBoth
of these two points make HP become a world famauparation,
but the second point—the lasting man-oriented manent
method, which famous for respect and trust to imspkoyees,
makes HP become the most admired company of thédwAs a
result, man-oriented management method is more arode
greeted by people with rapturous applause and giiadbecome
the core of “the HP way”. This man-oriented managam
method also helped a lot in HP’s internationaliaati
management activity in China, and supplied many fulse
experiences for Chinese enterprises’ human resource

management and corporate cultiire

29 This part mainly refers to Lixin Wu, “Conflicts drintegration of HP and Chinese culture”,
Foreign Investment in Chin&ol.7, 2003 and Xiaoming Zheng, “HP’s CorporatdtGre”,
Northern Economy\ol.6, 2000
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The man-oriented management method are mainly stiawe
following aspects:

First is respect and trust.

The most highlight expression of the respect angsttrto
employees is its flexible working time. HP let tleenployees
control their own working time, it means one empmeycan
choose to go to work earlier and leave his offieglier as soon
as he finishes his work. The leader of HP consitther flexible
working time shows HP’s respect to its employee/gte life.

Open laboratory store warehouse express the trost t
employees. The laboratory store warehouse is tlaeeplto put
spare parts. In HP, the warehouse of laboratoryestall never
be locked, the engineers can get the spare pamsliasven take
the spare parts to home. HP insists that it doesmtter at work
or at home, once engineers manipulate these sgate fhey can
learn something from doing this.

Promoting people within the company also showsréspect
and trust to employees. Most of the time, the managf HP are
promoted from the ranks within HP rather than hgrfimom other
places.

Second is sharing joys and sorrows with employees.

HP has a manpower policy, it is: We offer you ampanent
job, if you make a good showing, we will hire yooréver. One
of the guarantees to perform the permanent job pBems
conducting staff training continually, rise the dioyees’ abilities
to adapt to their environments and make contrilmgido the

company.
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In HP’s Chinese company, the staff training is iempkented
well as in HP’s headquarter in United States. Bg ¢md of 2006,
HP Chinese company has developed over 3000 internet
curriculums for its employees, every employee cdamose
whatever fit for himself and make self-improvemantany time.

Besides these, HP has its own cafeteria, all engdeyeat
their meals here, managers and general clerksoggther, they
can spent less than 10 yuan to have a big meal ntlake you feel
like eating in an university dinning hall. HP’'s Qleise company
supplies coffee and deep-fry doughnuts two timesday,
sometimes it will also have a beer time in the afton. All these
make the atmosphere within the company sociable bss
pressure.

Third is returning to the society.

HP’s Chinese company often organizes its employee
volunteers to donate blood. It become the firsefgn companies
which encourage its employees to donate blood.

HP is also wild about participating in public weléawork, it
has supported Beijing bidding for the 2008 Olymf@ames and
many sports event in China since it came to China.

HP supports Chinese education and technology devedmt a
lot. By the end of 2000, it has donate computerigepents which
worth over 3 million dollars to Chinese universgie

Fourth is confidence and optimism

HP’s employees all insist that their company’s ssscdues to
the man-oriented management method. Every timectimpany

revises its goal, it will print it out and give 6 employees, and
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every time it will repeat one sentence like “Thisngpany’s
success is the consequence of everyone’s effokts’a result, HP
can always bind its employees together, whichevgawpization
of HP in China you go, and you can feel how sagdfithe
employees to themselves and to the company thek voor

Analysis of HP’s strategy:

People working in Chinese IT industry all agreeotee thing,
IBM  supplies products and systems for Chinese
informationization, Intel makes the homemade PColbee the
main aspect in the market, but HP give the Chinldsendustry
many useful management experiences, this make theeGe IT
enterprises grow up. If we say HP brought up Siiddalley in
the United States, we say HP plays the same imponrtale in
China. Many Chinese companies learned a lot of HP’s
management experience when they acted as an afet. o

What makes HP succeed in expanding to China? his t
man-oriented corporate culture called the HP way.isl the
perfect union of the excellent management and the-oriented
management method. We can tell easily from the H,WP’s
corporate culture emphasizes the human factor, akes its
bylaw and management methods according human-based
consideration, this is the key point of is succeBBis kind of
corporate culture has an abundant connotation,ritigls great
benefits to one company: it reinforce the emplogddentity and
loyalty to the enterprise; it also reinforce thehesion of the
enterprise; it can improve the company’s perforneanghile

wining a good reputation for the enterprise; it carake the
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enterprise have a lasting persistent behavior mete, All such
benefits are urgent needed by Chinese enterprisany Chinese
enterprises are doing well in the first few yearsd ahen shut
down, one of the most important reason is that tHegy’'t have
their own corporate culture. As a result, Chinesdegprises
definitely need to learn from the most successforporate

culture maker—HP.

3.4 Do Everything Perfectly—P&G’s Brand Strategy inChina

In Chinese cities, you can hardly find a person akhhhas
never used Procter & Gamble’s products. Accordimgtatistics,
in Chinese household and personal care chemicakebaP&G’s
products account for nearly 60% of proportion.

1988, P&G produced the product “Head&shouldersCimina
for the first time, and Chinese consumers had ifst €xperience
in using P&G’s shampoo. P&G’s imposingly TV advedment
told all the consumers for the first time that hayiscurf will
affect one people’s appearance, but after using
“Head&shoulders”, scurf will be removed. This impogly
advertisement made a good beginning for P&G’s bratrdtegy
because other shampoos in the market do not hasefuhction
at that time. By the end of 2006, P&G has estalelisil joint
venture companies and lots of subsidiaries andofaes in China,
all of its products are popular for their imposingjuality and

P&G’s good brand reputation.
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Table 3-4 P&G’s main products in Chinese Market

English Name Chinese Name Use
Rejoice Piaorou Shampoo
Pantene Panting Shampoo

Head&shoulders Haifeisi Shampoo

Tide Taizi Washing Powder
Sassoon Shaxuan Shampoo
Safeguard Shushuang Soap
Zest Jishuang Soap
Olay Yulanyou Skin Care
Crest Jiajieshi Toothpaste
Gillette Jilie Razor

Source: P&G’s website, http://www.pg.com.cn/

All of P&G’s products have good reputations in Cése
market, and Chinese consumers also have high lpyalP&G’s
brand, how in creation did P&G manage to do it?sTprofits
from its brand strategy in China, speak of P&G’ara strateg?,
we mainly focus on following aspects:

First is the principle of “The customer is king”

P&G’s leaders insist that their success mainly he$tom

P&G’s customer survey. When they doing the new paicurvey,

30 Mainly refers to Chaohui Zeng, “P&G'’s Brand Stgytén China”,China Machinary &
Electronic IndustryVol.6 & 7, 2005
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they have two basic goals: First, if there alrehdg this kind of
products in this market, the investigators will toyfind out what
else does consumers expect from this kind of prtglugecond, if
there is no such products in this market, they willestigate the
consumers preference and demand on such products.

P&G had built up a team of investigation in Chinlaeir steps
are all over the country. Investigators went to fomers’ homes,
watch their living habit, according to statisticER&G’s Chinese
headquarter; they have contacted thousands of coesu by
using this way. Beside this, P&G also holds consuomnference
frequently; makes shop survey, etc. to get datacaisumers’
preference. After that, they will analyze the daad decide
whether to develop a new product. If consumer syraealysis
shows Chinese consumers don’t really like one kofgroduct,
even this product is very popular in other marke&G will not
consider producing that product in China. From heve can see
the P&G’s principle of “The customer is king”.

Second is product improvement.

Every time P&G try to produce an existing productGhina,
they will not only make sure that Chinese consurikes the
product, but also make some improvements accortbnghinese
people’s body character. For example, improved 58%as”
shampoo has moisture factor in it, in order to sh@Wwinese
people’s soft and natural hair; improved “Crestbtiopaste has
traditional and herbal drugs ingredient in it, jastconformable
Chinese consumers’ taste.

P&G also improves every existing product in the kedr
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every year, they will according other company’s sakinds of
products and consumers’ feedback to improve thebdpcts.
P&G always try to make its products become the nmstfect
ones in the market. All these improvements makesoarers trust
P&G’s products more and more, and these also ackatmgood
reputations for P&G’s brand in China.

Third is advertisement.

After the products are developed, a massive agppr®
necessary. The new products need to be known acepéed by
the consumers, so advertisement is obviously a vewyortant
part of P&G’s brand strategy. P&G thinks that adisament
should go first, “P&G’s growing is a process of giag together
with advertising company”. P&G has made many adserhents
on newspaper, magazine, TV and radio, but in carsition of
company mainly producing household and personale car
chemical products, P&G put most of its advertisetseon TV,
which is the most popular form of Medias.

P&G’'s advertisement stresses effective commodity
information transmission; it wants to let consum&mw more
about its products in limited time rather than omelytertainment
or art. P&G evolve a style of it's own during so ngayears’
agitprop activities. After it came to China, it nmeadsome
adjustment according to Chinese culture, it is ty, sP&G
combined Chinese culture and its own style togetdned made
advertisements most fit for Chinese consumers. &mmple,
P&G never use pop stars in its advertisements inddnStates,

but in China it use pop stars a lot in its advemients. The
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reason is that in the United States P&G’s produstoi the

moderate price, but in China P&G pitches its praduof top

grade household and personal care chemical prodAsta result,
its consumers are mainly concentrated within pedygaveen 16
and 40 years old, people of this age will be mdfeaed by pop
stars than younger or older ones, so P&G use paps gn its

advertisement in China to make a pointed agitprop.

Analysis of P&G’s strategy:

Since China opened its gate to the world, Cocascola
McDonalds, P&G, etc. all crowded into Chinese mayKer the
first time, Chinese people knew what is brand aald the power
of the brand.

Brand is a label of an enterprise or a productyeh@re two
kinds of brand, one is enterprise brand, the otirex is product
brand. One enterprise emphasizing enterprise b@ngroduct
brand depends upon its market or its product cliarac
Enterprise brand can unify all the products to dmeme, in such
enterprises; enterprise brand is product brand, dgample,
Coca-cola, McDonalds, etc. Enterprise brand’s feais entirety
and continuity. In contrast, product brand’s featis multiplicity
and creativity. Product brand serves a diverse mtarivhen a
company is facing a wide-ranging and distinct svided market,
the superiority of product brand becomes obviousGR service
area is an area of household and personal careichkproducts,
because this area is a wide-ranging area, it néeddevelop
different kinds of products in order to meet theatse demands.

As a result, P&G emphasizes its product brand mibwan its
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enterprise brand.

World famous multinational corporations all set ighhvalue
on brand, all of them have famous brands, and intrest,
Chinese enterprises’ brand consciousness is ve@kwBy far,
Chinese enterprises’ brand value is much lower theorld
famous multinational corporations’ brand value.

When Chinese enterprises operate their brand styatdey
must learn from world famous enterprises like P&G.a shop of
a century’s standing, P&G refuses to stay in aituthoose to tap
the potential markets, develop new products cordiiyu to
satisfy consumers’ higher level of demands. Danfdrig
annoying, but we used to neglect this problem rathan solve it,
but P&G found this problem and developed a prodoctolve it.
And next, P&G is always trying its best to reseatibh markets,
and then they will take out cogent plans for theealepment of
new products in the future. All these makes P&G’ard go deep
into consumers’ minds. Besides, P&G pays much &ento
advertisements, this makes its brand image clearal deeper

day by day in every consumer’s heart.
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CHAPTER IV THE CHINESE ENTERPRISES’

SITUATION AND PROBLEMS |IN THEIR
INVESTMENT ACTIVITIES

1 CURRENT SITUATIONS OF CHINESE COMPANIES
FOREIGN INVESTMENT ACTIVITIES

1.1 Current Situation Introduction

Recent years, Chinese enterprises’ internationatina
management is getting faster, and the amount of
internationalization business has kept increasie@ryby year.
More and more Chinese enterprises are trying toratpe
internationalization management in order to survive a
changing and competitive global economy. Accordirig
statistics published by the Chinese Department @ih@erce, by
the end of 2005, Chinese enterprises had estaldiskier 10,000
enterprises overseas, and their total scale wag 60ebillion
dollars. During the period from 2001 to 2005, thevere over
30,000 Chinese enterprises engaged in internatizatabn
activities, 23 Chinese companies are in the rankihGORTUNE
Global 500 companies.

An “Asia-centered, developing Africa, trying to exitd to
Europe, America, Latin American and South Pacifilcversified
market pattern has formed. By the end of 2005, Eéeén

enterprises’ internationalization activities hadvmded over 200
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countries and regions. Asian market is still thgdast market of
Chinese enterprises’ internationalization actistiBut Chinese
enterprises are making great effort in expanding diher
countries and regions in the world, more and mort@n€se
enterprises have appeared in North American, Oeeamd

African countries.

Figure 4-1 Chinese enterprises’ internationalization activities distribution in
2005

Africa
2%

North America
3%
Europe Oceania
3% 1%
Latin America

OAsia

BLatin America
North America
B Europe

Africa

M Oceania

Asia 71%
(Hongkong 64%)

Source: Year book of China, 2005
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Table 4-1 Chinese enterprises’ foreign investment

Year | Accumulated Increasing Accumulated | Increasing
number of rate of investment rate of
overseas enterprises amount investment

enterprises ($ billions)

2000 6269 3% 7.6 4%

2001 6608 5% 8. 42 10. 7%

2002 6960 5% 29.2 246%

2003 7470 % 33. 2 13%

2004 8299 11% 37 11%

2005 9364 12. 8% 51.72 39. 7%

2006 10517 12. 3% 63. 64 23%

Source: Year book of China, 2000-2005 and Nation&8ureau of Statistics of China,
http://www.stats.gov.cn

The advantage industries of the internationalizatativities
are still concentrating in the labor intensive isthies. But recent
years, more and more energy enterprises, high-tatkrprises
and commercial service enterprises’ internatioreiiom
activities are taking greater proportions of Chimemnterprises’
total internationalization activities.

Transnational mergers and acquisitions have becane
important mode of Chinese enterprises’ internatiadion
2005, 54.7% of

internationalization activities were operated bye thvay of

managements. In Chinese enterprises’
transnational mergers and acquisitions.

Investors of internationalization management becamae
and more diverse. More and more private enterpresggmged in
2005, 30% of iGese

internationalization activities werepeoated by

internationalization activities, in

enterprises’
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private enterprises while 35% of that was operabad pure
state-owned enterprises.

Although Chinese enterprises’ internationalizatiactivities
witnessed initial development, but, as comparecvdéveloped
countries and rising industrial countries, thernd skists obvious
disparity. This is manifested in several thingstsEi investment
scale is mainly of medium scale and small scalee Tével of
Chinese enterprises’ internationalization investimestale is
much lower than the developed countries, and ewavet than
the average level of developing countries. Secothd, main
mode of entering an overseas market is joint ventand the
management field mainly concentrates in foreigrdérdield of
product exportations. Third, Chinese enterprisésligy to resist
risks is very weak. Fourth, Chinese enterprisesvele of
internationalization management overseas is vewy. IBecause
of lacking of experience of internationalization magement,
many of Chinese enterprises’ overseas enterpriaasnot make
full use of local capital, technique and marketd amany of them

also have poor investment returns.

1.2 Process of Chinese enterprises’ foreign invesémt practices

After China opened its gate to the world, Chinestegprises
are going through a new period that economic restming
continually deepens and foreign economies open nwicker to
outside world. At this time, Chinese enterprise$ ooly have to

experience the process of marketization and intésnalization,
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but also have to face more and more competitionemfr
multinational corporations in the world. Under sushuation,
Chinese enterprises choose to operate internaizatan
management, because only by this way, Chinese pmses can
survive in the competition with multinational comadions
worldwide and then develop bigger and bigger. Addog to
Chinese enterprises’ internationalization practitese years, we

can divide these practice activities into four sty

1.2.1 Importation and Absorption of Foreign Technobgy Stage

During the period from 1981 to 1993, Chinese entisgs
mainly imported foreign technologies to improve gh®duction
capacity and the production efficiency. During thperiod,
Chinese enterprises’ technology import contractsrtiwvo36.3
billion dollars in total. But one phenomenon we slb pay
attention to, it is that most of these technologyport contracts
were to import complete plants from abroad insteddmporting
technologies, it took 80.4% of all contract valuekhis rose
Chinese enterprises’ production capacity and prtadac
efficiency in phases but did not form a continuanmpetitive
advantage for Chinese enterprises. As a result, n€4s
enterprises did not do enough work on absorptionfarkign
technologies, they relied heavily on foreign suppi of

complete plants.

31 According to statements of Haidong Zhalmgernational business managemeBhanghai
financial university publishing company, 2003
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1.2.2 Product Export Stage

After the first stage, some of the Chinese entsgmiabsorbed
the technologies imported, some of them even mab®rsdary
innovation to these imported technologies, thisreéased their
technique levels and production capacities a lair Example,
Haier Group? Chunlan Group, etc. produced “cheap but good”
products in this stage, these products was competiin the
international markets at that time, so these emigeep exported
such products to oversea countries as their internalization
activities.

Chinese enterprises’ exportation of products i® asrocess
of progressive and continuous completion and imprognt. It is
a process of starting from exporting indirectly iyerseas agents,
then exports directly by establishing subsidiaregsroad, and
then operates global marketing strategies. When n€ds
enterprises entered into the international marklegy adopted
different strategies, this were concretely reflelcte the choices
of export modes and how much attention they paith&r brands.
For example, Haier Group and Galanz Group choséermtint
ways to export products. Haier Group adopted ategna that
export directly, use its own brand and marketingaldization.
Galanz Group decided to export indirectly by theyvod OEM, it
has never built up its own distribution net abroadentered

32 Haier Group is a household electric appliance @mf China, which was founded in

1984

% It is a diversified, high-tech, internationalizegge modern company with an integration of
manufacturing, R & D, investment and trade

65



international market by manufacturing productswiarld famous
enterprises under their brands.

In this stage, Chinese enterprises’ productioncedficy and
quality became more and more competitive in the ldjoand
Chinese enterprises’ distribution channels developse much as
they could. It is a very important stage for Chi@emnterprises’

internationalization managements.

1.2.3 Establishing Strategic Alliance Stage

The benefit of establishing strategic alliance © have
competitive advantages of integration of value ahdi is to say
two or more enterprises build up alliance in ort@rshare each
other’s resources and have complementary advantagtes
includes alliance on R&D, supply links, productidimks and
marketing links. As a result, developing corporagdationship
between enterprises and establishing strategicarade is an
important part for Chinese enterprises’ internasilbzation
management.

By far, Chinese enterprises have established congm&ve
strategic alliances with multinational corporatipnisicluding
cooperation on technique, supply, production andketng. For
instance, Haier Group has built up technique stiatalliances
with 12 famous household electric appliance comesani
including Motorola, Erricson, Phillips, MitsubishiHeavy
Industries Limited Corporation, etc. Besides, sorot the

household electric companies have built up marlgsirategic
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alliances with multinational corporations, TCL Gmigned a
distribution agreement with Panasonic and Philliptisense

signed a distribution agreement with Sanyo of Japan

1.2.4 “Go Abroad” Stage

In this stage, some enterprises have already hathraed
technology and efficient production lines, so thegtablish
production bases in overseas countries, set up RXDters
abroad, or merger overseas companies abroad toalaasu
internationalization management. In these enteegrishere are
many huge enterprises like Lenovo Group and Haiesu@, and
there are also many medium and small companies.ekample,
Lenovo Group purchased IBM’s personal computer aredty
1.25 billion dollars in 2005, after that, Lenovo dep set up
another operation center in the United States. §han
Automotive purchased Korea Ssangyong Automotive8s92%
shares by half billion dollars and became the bgggdareholder
of Ssangyong Automotive, this merger made Shanghai
Automotive enter the international market. Haier oGp
established many factories in the United Stateeroer to make
its products and its brand accepted by Americanpjeoas a
matter of fact, Haier’s brand popularity and itsyeaues in the
United States market has increased so much sinceetitup
production bases in the United States.
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2 THE REASONS OF CHINESE ENTERPRISES’ FOREIGN
INVESTMENT

2.1 The Restriction of the Domestic Resources Avable for

Supply**

Because one country’s resources have the propérygarcity
to some extent. When an enterprise wants to extbadscale of
production, it may be overpaid in obtaining moreaerces in the
domestic market, as a result, the overpriced erds@urces make
the marginal cost of the production too high toesd the scale,
besides this, sometimes it may even has no waybtaio the
plentiful resources needed.

But if the enterprise enter into the world markieican obtain
the resources needed at a reasonable price, thextend the
scale of production, achieve the goal of econonotcscale. For
instance, over 90% of the ironstones needed by Bhesteel
Group®™ is supplied by Australia and other several cowsyiso
we can say that the Baosteel Group’s economicsalfesdepend

upon the world market a lot.

2.2 The Restriction of the Demand of Productions inDomestic

Market 3¢

During a period of time, one country’s domestic d@er to

34 Junhao Wang, “Internationalization and the stratep@€hinese market structureChinese
Public managemenSeptember 17, 2003

% The biggest steel company of China

% The same as 30
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any commodities is limited, if the enterprises exteéhe scale of
production blindly, sometimes it may cause the sy@xceed the
demand of the commodities badly, this will make drdgerprises
have no choice but to shrink the scale of productio

But in the capacious world market, the demand oé th
commodities will be increased by leaps and boucdssequently,
it finally break through the restriction of the dand of
productions in domestic market and then leads titergrises to
achieve the economics of scale and get the maxtprof

2.3 The Restriction of the Technique Level of the @untry*’

The extension of the throughput always takes thgrage of
technique level as the impetus, when an enterpwsa@ts to
extend its scale of production, it will always ado@ more
efficient new technique. But one country can't kegghead in all
kinds of technique, there are industries whose riapke level are
drop behind other countries’, if enterprises in sbendustries
want to extend their scale of production, they vio# restricted
by the technique level of the country. Such sitoatihappens
more often to that countries whose technique lewgks falling
behind as a whole.

If an enterprise enter into the world market, indatroduce
technique of high efficiency into its own counttiien to advance
the throughput, and finally may benefit from theoromics of

scale.

37 Junhao Wang, “Internationalization and the stratsfigChinese market structureChinese
Public managemenSeptember 17, 2003
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2.4 Foreign Investment is Helpful to Industrial Stucture

Adjustment® of China

In nowadays world, many developed countries haveerea
into a era of information economies, and the infation industry
has become the leading industry that promote thenemy
development. At the same time, our country’s indiaststructure
is still falling behind, this become an obstacle aifr country’s
development, so we need to adjust the industrialcstire
imminently. We must upgrade the traditional indystdevelop
the rising industry and the high tech industry, mpode the
informatization of the national economy. This kiofladjustment
can be carried out and finished favorably throulgé énterprises’
internationalization, because internationalizat@an make good
use of the otherness and complementarity exisachecountry’s

economic developing level and industrial structure.

2.5 Foreign Investment is Helpful to Maintain and Etend the

Export Market

Since the 90s of the 20th century, trade protecsion
rebounds in many countries all over the world, theg all kinds
of non-tariffs barriers to restrict the import fronfloreign
countries, this makes our country’s export meetallemge and

difficulty. For instance, recent years, our expooinmodities are

% Haidong Zhanginternational business manageme®hanghai financial university
publishing company, 2003, P340

% Haidong Zhanginternational business manageme®hanghai financial university
publishing company, 2003, P341
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being accused for dumping a lot in many foreignrdoies. If our
enterprises can walk out of the country, make gasd of the
capital, technique, resources and labor in theifprenarket, to
produce locally, sale locally, it is to say to camd the
international trade and the international investimelnecome
multinational enterprises. Only after we have ddhis, we can
steer clear of any kinds of barriers, deal with aifmanges in the

world market leisurely and successfully.

3 CHINESE MNCS’ CASE ANALYSIS

Many Chinese enterprises have started to try testabroad,
some of them have made certain progress and acatetusome
experiences on foreign investment. TCL, Haier Groefig. are in
the first group of companies which invest abrodukit foreign
investment strategies do supplies some experiemse ofther
Chinese enterprises to follow and many Chineserpnitees have
already followed their step, even though, many peots are still
exist in TCL, Haier Group’s foreign investment dagies. Let’s
analyze several cases to see what kind of problerists in

Chinese enterprises’ foreign investment.

3.1 TCL Group’s Foreign Investment strategy®

TCL Group is a corporation whose domain is consumer
electronic products, this group is built up in 19&hd from 1999,

40 Mainly refers to Zhiyi He, “The Choice of Chineseterprise’s Foreign Investmentorld
Economy Studyol. 6, 2002

71



it started to explore its own way to invest abro8g.far, it has
owned nearly 20 manufacturing bases in Mexico, Ra)a
Vietnam and Thailand, etc. It seems like this cogtimn’s

foreign investment is not bad.

TCL Group prefers to corporate with other famousfcr
brother to enter into a new market or a new indysitr would
make strategic alliance, joint venture companiesi®e M&A in
its foreign investment activities, this made TCLo@Gp can enter
into a new market or a new industry as soon asipbessand also
can get a good reward quickly, but in such busineSs usually
don’t control the core technique and it also don&e its own
brand to manufacture products, for example, in 20DGL and
Intel made a strategic alliance together and TCi golot of
technique support from Intel, by this way, TCL mé#amtured its
IT products for the first time in that year. In TEUT products,
there is not so much technique that belongs to T@Qle core
technique is control by Intel. Also in 2004, TCL ught 66%
shares of Thomson and then built up a new corponatialled
TCL-THOMSON Electronic Corporation (TTE), althoughCL
got the management rights of TTE, but the key teghe was
still controlled by Thomson, and TTE was still m&acturing the
products with Thomson’s brand, the only thing TCltgis
entering into European market by this merger attivin the
same year, TCL and Toshiba made a joint venture paom
together, in this activity, TCL got technique suppdrom
Toshiba for the products of refrigerator and waghmachine

while Toshiba could use the distributing channefsT&€L in
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China.

By the above strategies TCL entered into many marleed
got a lot of technigue support from the famous thabthers, on
the surface, TCL's international business is cargyiout
favorably, but in fact, there exists a lot of prefs in its foreign
investment strategy, because TCL doesn’'t controé ttore
technique and it just produce the OEM productstha most time.
By the end of 2006, the deficit of TTE reached 1@ion Euros.
Finally in 2007, TCL stopped most of its business o
TCL-Thomson in Europe, only kept OEM business andibess
with several big clients, and recombine 90% empésyef TTE,
this symbolizes its failure in European market.TI€L Group’s
foreign investment strategy, there are several jgras we should
pay attention:

First, it has no clear plan before invest abroad.TICL's
strategy in Europe, it didn’t make a clear stratgxgn before it
cooperated with Thomson. Because the purpose tperabe with
Thomson is to get the technique support for TCLRTCTV
products, but in less than one year after theipooation, Plasma
Display Panel TV sets took place of CRT TV produasd TCL
didn’'t get the technique support on Plasma Disgtayel TV sets.
This leaded to their failure in selling their praxds.

Second, sometimes it rushes ahead impetuously. @h'sT
European business, it rushed ahead so impetuoWsien TCL
merged Thomson, it also take over all Thomson’stslebesides,
it also paid a lot of money for Thomson’s capitakats and all

expenses for merger. Such huge expend exceededeaheng
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ability of TCL, and made TCL keep in difficulty in the next few
years.

Third, it didn't get the core technique in its foge
investment. In TCL's foreign investment activitigs,didn’t get
the core techniques. Its foreign partners just give the right
to use their technique, and TCL would never hawe ¢hance to
control the core technique. This made TCL always the
subordinate position in its foreign investments.

Fourth, it didn’t pay enough attention to the cromdture
management. When TCL merged Thomson, it also towv&ro
Thomson’s 8000 employees in Europe. But TCL didmaly too
much attention to the European companies’ corpomatkure
management, the leaders of TCL just use their mamagt
method in China to manage the European employebasmeSe
culture differs from European culture a lot, so lsunanaging
method caused dissatisfaction of European employEeis also
makes its human resource management in Europe ldak

extremely disorderly.

3.2 Haier Group’s Foreign Investment Strateg{"

Haier Group is one of the most famous white goodsé
appliance manufacturers in China. Its attempt teest abroad
was started from 1997. By far, it has establish4@ ubsidiaries
and 50,000 employees all over the world. Its brém@lso very

popular in developed countries such like United t&aand

41 Mainly refers to Hanhua Zhang, “Haier Group’s ttionalizaiton StrategyEnterprise
Reform and Managementol.7, 2003
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European countries. Haier Group’s investment sgwtes just
like Motorola’s localization strategy, Haier Groypays much
attention to localization. At the beginning of itforeign
investment, Haier Group decided to establish fdetorin
developed countries such like United States andnfaey, and
then produce locally, sale locally, promote its ridaocally. In
2007, Haier’s low technology refrigerator took o\&% market
shares in American market, and now Haier’'s brand baen
accepted by more and more overseas consumers. Wjtho
Haier’s foreign investment is developing favorabklyere are still
some deficiencies need to pay attention to whenpang with
world famous MNCs such like Motorola.

First, is manufacture localization. Haier Group ested 30
million dollars to establish one manufacture baseUSA, this
made Haier become the first Chinese company whopraduce
in USA. This can save the transaction cost to s@xtent. But
comparing with Motorola, this scale is much smallbecause
Motorola has invested 3500 million dollars to edisio 26
manufacture bases in China. Haier Group’s small lesca
investment will cause its product cost in USA risklse transport
cost, etc. and this will also limit the supply regiin USA. Such
small scale investment will definitely limit Haier’'manufacture
scale and marketing space.

Second, is technique innovation ability. Compareworld
famous MNCs, Haier’s innovation ability is insufient, by far,
Haier only has one design center in USA, and Hdias no

original creation products and few important upgrgztoducts,
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although its refrigerator products are in the 3tace worldwide,
it still has no techniques that can affect the igefrator industry.
Contrarily, Motorola has set up 22 R&D centers ihifa, there
are over 5000 researchers working for Motorola imn@, it has
developed many techniques even before people edhey will
have demand on such techniques in the near futaay
Motorola is leading the Chinese market by its adah
techniques. In the aspect of R&D input, Haier Granpested
800 million dollars in R&D and apply for 918 paternih 2006, in
the same year, P&G invested 1500 million dollarsR&D and
apply for 20,000 patents, Motorola invested 4000iom dollars
in R&D.

Third, is brand construction. Haier insists to u$® own
brand in the foreign investment activities from theery
beginning, this is a very good strategy for itsuie development
in the world. But although Haier’s productions witMade in
USA” can be accepted by American consumers eakgar before,
and can help Haier get rid of the image of “forelgrand”, Haier
is still far away from the main brand in the Amexic market.
This is because its brand image is still not veowprful, in its
products, most of them are produced by medium teldgy or
standard technology, people buy its products justabse its
price is lower and quality is not bad. But a mamtf@er with
main brand should make people remember its advanced
technique.

Fourth, is transnational human resource managen@mtone

hand, although Haier Group is hiring local peopdentanage its
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overseas subsidiaries, but it didn’t set up tragniocenter in
overseas countries, their employees are trainedtsintraining
centers in China, they are trained in Chinese calenvironment.
After training, when they are sent to overseas glibses, they
will need a very long time to get used to local taué. But
companies like Motorola and HP set up training eestn China,
so this make their employees working in China cah gsed to
Chinese culture as soon as possible. On the otaed,hthe level
of reward of Haier’'s employees is lower than otlheg foreign
MNCs, this lead to a serious loss of talented pepfir example,
many talented American managers are not willingwtork for
Haier in the USA. This will affect its overseas nagement in the
long run. Zhang Ruimin—the CEO of Haier Group also

mentioned about this problem for many times.

3.3 Lenovo Group’s Foreign Investment Strateg’ig

Lenove Group is an IT company which was built in819
when it was established, its name was Legend GrByphe mid
90s, it has become the first place in Chinese dustry. In 2003,
it changed its name to “Lenovo” and started to @repfor its
foreign investment. At that time, international rkar shares of
Lenovo Group’s products is only of 2.2%, althoudgé domestic
market shares has been kept over 50% for nearlga8sy In the
December of 2004, Lenovo used 1.75 billion dollangrged

IBM’s PC department. This merger activity made Lendecame

42 Mainly refers to Wenjing Wang, “Analysis of Leno@roup’s International Strategy”, MBA
paper of China Foreign Economic and Trade Uniwer2l05
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the 3% biggest PC equipments suppliers in the world, its
international market shares was 7.8%. After thagndvo’s
headquarter moved to the USA, and it had operatienters in
Beijing, Paris and Raleigh. New Lenovo became al rea
internationalized company because it took over IBMPC
business worldwide, including IBM’s global R&D, pirase,
manufacturing factories, distributing channels, vésx centers
and patents that related to PC business. Besideetheenovo
Group can use IBM’s brand in 5 years and can usi’sB
“Thinkpad” on Lenovo’s products forever. By this ya.enovo
Group crowed into the group of the first class fpliers. It
uses both the Lenovo brand and IBM brand in expagdn the
international market, the two brands are equallpomant in new
Lenovo, and 10 months later, new Lenovo Group betgagain
profits from its department which belonged to IBMfbre. All
these makes this case look like a very successfsg ¢or Chinese
MNCs foreign investment strategy, but there ard stist some
aspects that may cause problems in the futures Is€e the
following aspects:

First, Lenovo Group lacks of international managatne
experience, before the merger, its internationasibhess only
took 2.2% of the international market shares, ahds tare
actualized mainly by export. It started its foreigiwvestment by
merging PC department of IBM, which was making dide of
500 million dollars, such “small fish eat big fisimierger would
surely bring great challenges to new Lenovo Group’'s

international management.
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Second, the disparity between the two companieluce is
huge. IBM pays a lot of attention to every singlepoyees’
thoughts, it usually gives the employees decisicakimg power
when they doing their works. Contrary, Lenovo isntaus for
emphasizing execution power for many years in Chinpays a
lot of attention to employees’ obedience to thehkiglevel. If
some conflicts happen between these two differemparate
cultures, some employees will leave, including sotakented
employees. In less than 6 months after Lenovo’' reergearly
10% of employees of IBM’s PC department left Lenara went
to its rivals’ companies, such like HP and Dell, arg these
people, there are a lot of key technicians.

Third, Lenovo’s products’ brand cognitive is verypw
worldwide for now. In 2006, Lenovo’'s PC businessraemased
17% in China, decreased 4% in America, decreased idi%
Asia-Pacific, and by the end of 2006, 40% of its B@siness are
contributed by its Chinese subsidiary. From thistfae can see,
although it has been 2 years since Lenovo merged’'dBPC
department, Lenovo’s overseas PC business is mtitl stable,
products with brand of “Lenovo” is of very low bréircognitive
in overseas market. There are many consumers doww the
brand “Lenovo”, or some of the consumers know thanbl
“Lenovo” but they don’t trust this brand, they tRinlBBM’s
“Thinkpad” is better. Although cement native buseeis
important, gradually shrinking of Lenovo’s oversehssiness
may also cause a failure of its foreign investmactivity.

Lenovo has done something trying to increase itantr
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cognitive, it invest 65,000,000 dollars to becorhe top sponsor
of the Olympic Games of 2008, it will supply PC gguents and
communication services during the Olympic Game&008, this
will surely increase its brand cognitive if it deeW. But there are
only 1 year left for Lenovo to prepare all technéguneeded in
Olympic Games, if it make any mistake at that tintetends to
have the reverse effect.

Fourth, the transnational human resource is algmalem for
new Lenovo Group. On one side, when Lenovo mergdd’'s PC
department, it had to keep all the 10,000 employ&fed8M and
keep their salary not change in 3 years. This igprablem,
because IBM’s employees’ salary is over 7 timesthanovo’s
employees. This not only increases new Lenovo’'s,clest also
cause Lenovo’s employees’ dissatisfaction becauseh shuge
disparity on rewards exist within the Lenovo Groogtween old
employees and new employees. On the other handyrddhe
merger, most of Lenovo’'s business is carried outChinese
market, so Lenovo’s managers are all trained inn@hafter the
merger, no managers of Lenovo can manage its oasrisesiness
in a long time, new Lenovo Group had no choice butuse
managers of IBM to manage its overseas businessalg® the
ratio of Lenovo’s domestic business and internaldmusiness is
4:6, as a result, 60% of Lenovo’s business is adlgd by IBM’s
managers. As we mentioned before, these two conegarilture
and business philosophy differ from each other & ¢mce the
management strategy drifted apart in the future,dbordination

difficulties will surely increase. Beside this, dar IBM still
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controlled 11.5% of Lenovo’s shares, this may digoa obstacle

of Lenovo’s execution power in the future’s managein

81



CHAPTER VPROBLEMS AND SUGGESTIONS TO

CHINESE ENTERPRISES

1 COMPARISON BETWEEN FOREIGN MNCS’
STRATEGY AND CHINESE MNCS’

In the forgoing parts, | have stated the activittdsMNCs in
their foreign investment strategies, and | alsoradticed the
situations of foreign MNCs’ investment activities China and
Chinese enterprises’ foreign investment activitdegailedly. In
order to help understanding, | analyze 4 casenodifn MNCs’
investment cases in China and 3 cases of Chineterpeises’
foreign investment. Those will surely give readeds better
knowledge on how does MNCs combine various acesgitand
carry out their foreign investment strategies, ambat’s the
effects and results of their investment strateghtew I'm going
to make a comparison between foreign MNCs and CGdaridNCs
and try to find out the existing problems in Chiaemnterprises’

foreign investment strategies.
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Table 5-1 Comparison between foreign MNCs and Chinese MNCs*3

Strategy Foreign MNCs Chinese MNCs

Factors

Strategy Consider their strategigsConsider their

Plan globally, to achieve theirstrategies based gn

goals of Globalization | domestic situation, take

foreign iInvestment
strategies as
supplement of domestic
market strategies and

often with no clear
strategy plans

Scale of| In 2005, MNCs’ averageln 2005, Chinese
investment | investment in  single MNCs’ average
project of developedinvestment in single
countries is 6 million project is only 4.48

dollars million, even lower
than the average level
of developing

countries’ 4.5 million

Form of| Tend to adopt soledoint ventures of
investment | investment, including setbuying other foreign
up exclusive subsidiariescompanies’ shares

or merger Chinese
enterprises

Brand In China, foreign MNCsLess than 5% of
all have private brands,Chinese MNCs hav
many of then have ownedheir private brands
world-famous brand, many managers i
they pay much attentionthese MNCs care mor
to their brand strategy,about the temporar
they use all kinds ofprofits rather than g
methods to raise the|rlong-term brand
brand reputation as soqQrtonstruction strategy
as they enter into China

112

<< o~

*3 This table is made referring to analysis in Lu Teragademic paper “A empirical study on
Chinese enterprises’ internationalization” , Chenésademy of Social Science, 2001 and
Ping Deng’s paper “ Investing for strategic resesrand its rationale: The case of outward
FDI from Chinese companies” , Business Horizon§,720
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Human 1 Pay much to developl Only use rules and
Resource | their employees| regulations according
initiative and| Chinese culture to
creativeness, integratenanage employees
every different culturesfrom various countries
within the company to2 Talented people’s
the same culture rewards is much lower
2 Give high salary tothan foreign MNCs’,
specialized talentedand even not so mugh
people, this attracts manymore than the general
Chinese talented people employees within the
3 Employees| company, this cause |a
localization and huge loss of talented
globalization people
3 Even in their foreign
subsidiaries, most of
them tend to use
Chinese people
Technology| In China, Foreign MNCsIn Chinese MNCs
pursue high-tech widelyforeign investment
and controlled corestrategies, they mainly
technologies, both in soleadopt standard
investment  enterprisesechnologies. Although
and joint venture 28.6% of the products
enterprises, 76% of themn their overseas
use the same grenterprises are
comparable technologieshigh-tech products|,
as their parent companie®90% of that is
processing products
R&D Foreign MNCs like to setOnly a few MNCs like

up R&D centers in
China, this made thei
new products closer t
Chinese consumers.

2005, over 88% of 40
R&D centers set up b
MNCs belong to foreign

Lenovo, Haier Group

Dcenters is much fewse
ythan foreign MNCs’ in
amount.

retc. built up R&D
pcenters abroad, othe
nmChinese local R&D

-

MNCs
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2 THE PROBLEMS OF CHINESE COMPANIES’ FOREIGN
INVESTMENT ACTIVITIES

Although more and more Chinese enterprises stadpirate
their foreign investment managements and some eftlhave
had good achievements, we still think Chinese qmtses’
internationalization managements is in the primastage.
Because the scale of Chinese enterprises’ inteynatization
activities is still very small comparing to worldarhous
multinational corporations, for example, accorditogstatistics,
by the end of 2002, individual scale of Chineseeeptises’
overseas enterprises is 1.4 million dollars in ager this is
much lower than 6 million dollars of developed ctues’
enterprises, and even lower than 2.6 million dallaf developed
countries’ enterprises, some of the small Chinestergrises’
overseas branches sometimes are only several thdudallars
each. Beside this, in the process of Chinese entay
internationalization managements there still exikisds of

problems, the problems are as follows:

2.1 The Scale of Chinese Enterprises and Their Fagn Investment

Activities is Much Smaller

The most obvious disparity between Chinese entsegsriand
foreign MNCs is scale. The scale of Chinese entsesrand their
internationalization activities is much smaller mhéhat of the

developed countries, the overall strength of indgionalization
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activities is weak by comparison. According to ttenking of
FOURTUNE Chinese 500 companies, in the ranking 00&
Chinese top 500 companies’ total assets only equabPbo of
FORTUNE Global 500 companies, their total profitslyoequal
6.6% of Global 500 companies. And according to UXDTS
statistics, the scale of Chinese enterprises’ mddonalization
activities hasn’t reach the average level of depi&lg countries,
even the scale of single project overseas investgdChinese
enterprises reached 4.48 million dollars on averiag2004, this
number was still a little lower than 4.5 million lthrs of
developing countries’ enterprises on average, angthmlower
than 6 million dollars of developed countries’ enpigses. We can
see from here, the scale of Chinese enterprises’
internationalization activities is still far fromhe¢ developed
countries’ enterprises. Because Chinese enterprisesle is
smaller, this leads to a low profitability of Chie enterprises’

overseas enterprises.

2.2 Lack of Technology Superiority and Innovative Aility

Compare to multinational corporations of develogedntries,
Chinese enterprises still don’t have technology esigrity in
their internationalization activities. In 2005, tleewere 17,000
international standards in the world, only 0.3% tbeém were
made by Chinese MNCs. Many internationalized Chenes
enterprises still use low price and low cost laltor attain

competitive advantage in the world market. In 20@hinese
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MNCs average input on R&D was less than 1% of tihewenues,
but this number of average level of MNCs was ovéf, 5n
developed countries, this number was 6%--8%. Marnn€se
companies rely heavily on foreign countries’ cogehltnology, the
core components of these enterprises’ products neede
imported from foreign producers or manufactured floyeign
technologies, and their competitive advantages kgain
concentrate on manufacturing links. Until now, mamgerprises
still don’t realize the importance of technologydamnovation;

they just invest little in R&D as before.

2.3 Straggling Management Sense

If one company wants to be successful in its
internationalization managements, it will need amgzcorporate
culture to guide its management. Because a googocate
culture can integrate every different cultures witthe company
to one same culture. This can make employees offeraifit
countries struggle to achieve the same goal. Al8%5%0-45% of
MNCs’ foreign investment activities failed, 30% tfese failures
is due to aspects like capital, technique, etc.levii0% of them
are due to lacking of efficient transnational caéumanagement.
But many Chinese enterprises neglect the importamde
corporate culture when they operate the internatli@ation
management. Some of the leaders of these entesptisek
corporate culture is the same thing as rules ampllegions of

enterprises, they insist if their employees obeg tlules and
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regulations and finish their jobs in time, anddtthe best result.
But as a matter of fact, they ignore developingirtteanployees’
initiative and creativeness, which is very impottafor an

enterprise’s internationalization management atiggi Besides
this, some managers of Chinese enterprises evenChseese
culture to manage overseas business, such methorttsnes

will incur dissatisfaction of the overseas employ@aad may lead

to personnel loss.

2.4 Straggling Brand Construction

If Chinese enterprises want to do well in the psscef
internationalization, they need to create world 6ars brands.
World famous brand can help them enter a new maged
accepted by local consumers as soon as possibkeatBuresent,
some Chinese enterprises care only for immediateetiess and
neglect the long-term interest. Some of them slacttee quality
control when enlarge the production scale in the
internationalization activities, this make consuméeel bad on
products with this brand, and then by other produsbme of the
enterprises waive their own brands when they bupdstrategic
alliances with other companies. All above behaviars because
of lacking brand construction consciousness, agsult, even
more and more Chinese enterprises are engaging in
internationalization managements, but only a fewnas can be
remembered by consumers in the international markethis

situation continues, Chinese enterprises’ inteworalization
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managements will not develop better and better.

Figure 5-1 Products with private brands are taking less than 10% in export products of
China

Products with private brands are taking
less than 10% in export products of China
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2.5 Lack of Talented People Specialized in Internainalization

Management

Enterprises’ internationalization managements ngedlified

89



and talented people specialized in internationalitigs, law,
economic, management, finance and marketing. Chkines
enterprises’ successful cases in operating intewnatization
management are not many, one of the important reas® we
don't have many high qualified people specializesh i
internationalization managements. The question ofligied
personnel has become one of the main barriers tineSk
enterprises’ internationalization managements. BeeaChinese
enterprises are affected by traditional econominucture of
China, talented people’s treatment and training’tcaompare
with foreign multinational corporations, thus, léagl to a huge
loss of talented people. For instance, salary d'8employees
is 7 times higher than Lenovo’s employees’, in 200t average
level of MNCs'’ training expense was of 2%-5% ofithevenues,
but Chinese MNCs’ was less than 1%, in China, Ameemi
company—Beckmancoulter spent 7,000 dollars on ewwngle
employee for the training every year, this is o88rtimes higher
than Chinese companies’ average level, this nunolbédBM was
3,000 dollars, and this number of Microsoft wasD®, dollars.
Because of lacking of high qualified people, Chimenterprises
will face a lot of risks in their internationalizah management

activities.

2.6 Lack of Experience of International Direct Investment and

Transnational Management

This is mainly manifested in the following factsir$t is
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wrong foreign investment locations were chosen. Ewample,
textile industry is our country’s traditional indug Chinese
enterprises have comparative advantages in thedwordrket.
When Chinese textile enterprises operate intermafiaation
activities, they should choose regions where theelleof
development of textile industry is lower than owuatry’s level,
and have a better condition for textile companigs¥velopment,
SO our enterprises’ comparative advantages canrbeght into
full play. But at present, Chinese textile entesps invest much
in India, where textile industry is highly develapas China, this
wastes Chinese textile enterprises’ fund and resmureduces the
benefits of internationalization managements. Sdcas poor
ability of localization. By far, most of the inteationalized
Chinese enterprises prefer to use Chinese employieesome
enterprises, 80% employees are Chinese people. attigally
affected enterprises’ localization management. dhg the poor
ability of exploitation of overseas market. Foram¢ time, most
of Chinese enterprises don’t have the right to gmega foreign
trade as a result of traditional economic systehgeythave to
operate their foreign business indirectly througdde companies.
This separates Chinese manufacturers with intesnati market,
Chinese companies can not contact with the targerkets
directly, so they can not know the market demandimme and
have little knowledge about international markes, a result,

their ability to exploit the international markest very poor.
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3 SUGGESTIONS TO CHINESE ENTERPRISES

3.1 Chinese enterprises need to make correct straies before

internationalization

Before entering into the international market, GdHa
enterprises should work out the most appropriate
internationalization strategies to guide their migionalization
activities. They should consider their comparati@gvantages
adequately on selecting the products for internedlization; and
when they select the regions for internationaliaatithey should
pay much attention to the effect of local culturackgrounds,
laws and rules and geographical positions; whely tteose the
modes to enter international market they shouldsober the
redistribution of benefits, and then choose calgfuhmong
exclusive investment, joint venture and franchise&. so as to

gain higher added value.

3.2 Chinese enterprises’ foreign investment shouldevelop periodic

progressively

The periodic progressive development means Chinese
enterprises internationalization activities showldrt from the
prime stage of internationalization management—etgimn of
goods, and then develop towards other senior stages
internationalization management. When an enterpigsgoing to

engaged in internationalization management, it sthaonsider
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its own situation carefully and then operate its
internationalization activities step by step, oltég developing
mode of  “Local market—Regional market—Foreign
market—Global market”. Enterprises must make rdbab
judgments about their situations, they can upgreaéhe next
stage only when every condition is appropriate, elsr advance

hastily will retire quickly.

3.3 Pay more attention to technology innovation

In nowadays international market, many productsehavabel
of “made in China”, China is also called “World messing
factory” by many people. In the course of “procesgsi Chinese
enterprises only gain a very limited profit, butthe same time,
we consume a huge amount of nonrenewable resouAdkshis
IS because Chinese enterprises rely heavily on idare
companies’ core technology, this make Chinese enisgs’
internationalization activities become accessories world
famous multinational corporations’ internationalioa activities.
So Chinese enterprises must pay more attentionsthir
technology innovations. In my opinion, there areimha two
ways:

First, Chinese enterprises have imported many acken
technologies from foreign countries, but most thpmst put the
imported technologies into the manufacturing linksrectly
without research and absorption. This goes agdimstoriginal

idea of importing foreign technologies. From now, ddhinese
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enterprises should invest more in researches onoited
technologies, they should absorb the imported tetdgies
completely. Further more, they should try to malexandary
innovations based on the imported technologies. s Thiill
enforce Chinese enterprises’ technology strengthgd anake
Chinese enterprises’ products more competitiveniernational
market among products of the same kind.

Second, our Chinese enterprises’ technology innowmat
resources are very limited, basic conditions of htesdogy
innovation are very weak, this situation can notitmg@roved in
short time. If only rely on self-renovation, thefiefency and
level of innovation will not achieve the most dedile result in a
short term. So Chinese enterprises should findedét ways to
corporate with foreign multinational corporations operating
technology innovation projects. This can make fulée of
resources in international market, and this als&enanterprises
benefit from complementary advantages. Technolompovation
corporation between enterprises also can make ¢kbbnblogy
innovations consistent with the demand in the in&tional

market, this saves the resources of enterprises.mos

3.4 Pay attention to transnational culture managem#

I have explained the importance of corporate cwatur
management for an internationalized enterprise he #tbove
chapters, here | will give several suggestions fohinese

enterprises transnational culture management.
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First, before investing in overseas country, Cheneaterprise
should make a good research on culture of the it@desountry,
to know the people’s customs and preferences. Adgowlture
research is a good base of transnational cultuneag@ment.

Second, establishing a modern human resource systéen
doing the jobs of human resource, Chinese enterprishould
consider culture factors fully. An internationaltzeChinese
enterprise should train a lot of cross-cultural agers
intentionally. At the same time, an internationaliz Chinese
enterprise should adopt an open employee selecystem, try
to depend on local people in its overseas brancieselop local
employees’ talent in company’s business.

Third, operating transnational corporate cultureawation, it
means that Chinese enterprises should promote stateting,
adaptation and hybrid of cultures between paremmanies and
overseas subsidiaries, in order to construct alljoteew type of
corporate culture, and finally make the new corpereulture the
base of culture management within the internaticeal

enterprises.

3.5 Put the brand strategy in an important position

If a Chinese enterprise wants to have a contineaktbpment,
it must create a famous brand of its own. And itstnaware that a
world famous brand can not be built up in one njghheeds the
enterprise to make great efforts in the course of

internationalization management for a long timeeTdnterprise
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must pay attention to the following sides:

First, its goods must satisfy the consumers’ demsar@ne
enterprise’s products can become well-knowing prisluis
firstly because they can satisfy consumers’ demamel$. So we
Chinese enterprises must make detailed investigati@and
researches about consumers’ preferences and custontbe
target markets, including the consumers’ actual aeds and
potential demands. This is the basic work for taendus brand
strategy.

Second is chasing the flawless quality. Chineseermises
should specially pay attention to this part. A com&r would pay
a much higher price for a famous product is becabhae product
has a much better quality than other products withot famous
brand. Many Chinese enterprises just imitate thmedas products
and make their products look good, but their queditare not as
good as appeared, this will lose the consumerssttim the
international market. Chinese enterprises must eltithe perfect
quality, the highest-level quality, and keep doitigs forever,
only by doing this can make their brands admittgdhe world.

Third, Chinese enterprises must consider how to entleir
products have unique characteristics. Because dugtowith a
famous brand is always different and elaboratelyigieed, only
an unusual and conspicuous product can touch theswoers
deeply. Only emphasizing the product’s diversity dauild up a
different product image and brand image with thaks product,
and can make the consumers recognize, compare aodpt

easily. Therefore, Chinese enterprises must manufagroducts
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with unique characteristics, and use the uniquéuires to attract
consumers, to occupy the international market, dmpgete with

the rivals, to build up famous brands in the intgronal market.
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CHAPTERVI CONCLUSION

Internationalization management of enterprises hasome
an inevitable trend in nowadays global economicedepment,
and affect the global economy deeply. Since theorraf and
opening up of the last 20 years and more, the \agsr
development of Chinese economics and the huge marks
attracted many world famous multinational corposat come to
invest in China. At the same time, more and moren€se
enterprises have operated their internationalizatitanagement
activities in the overseas countries. Only whenreaterprise that
seizes the right moment and with the sight of glodadion,
makes the right choice of internationalization mgement
strategy that fits for itself, can keep staying on top of the
increasingly keen competition.

Although MNCs’ foreign investment activities haslat of
common contents and features, different MNCs usiemhint
combination of investment activities make their estment
strategy different from each other’s. Through tmalgsis of this
paper, we can easily find out the investment stigt® of the
foreign MNCs in China, these special and efficiesttategies
make their business in China develop favorably,eesdly after
comparing with Chinese MNCs’ investment strategies,can get
some problems of Chinese enterprises’ foreign itmest, such
like the scale is small, lacking of technology stpegty and

innovative ability, straggling management senseragdling
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brand construction, lacking of talented people, klag of
experience of international direct investment anangsnational
management, etc. These problems may lead to faluwr€&€hinese
enterprises’ foreign investment, so they should gz@d more
attention to. Aiming at these problems, this thealso gives
several suggestions for Chinese enterprises’ imwest
activities.

However, Chinese enterprises are not developingnlgye
enterprises differ from each other in many respestsch like
regions, industries, etc. and every enterprisestdry, feature
and advantage are also different from others’, fiois reason
there isn't an unitive strategy for Chinese entegs’
internationalization management activities. TherefoChinese
enterprises should learn from the world famous maltional
corporations according to their individual traiend then make
internationalization management strategies tha@accord with
facts. This will guide Chinese enterprises’ intdranalization
management activities correctly.

If China wants to become a real world economic powee
must develop more and more super multinational rgmiges
which can compete with IBM, GE, TOYOTA, etc. We leojp see
more and more Chinese enterprises like Haier Gralp take
their places in the world market, and more Chindéamous
brands accepted by the world. Chinese enterprisastessful
internationalization managements will surely bringa booming
Chinese economy and will open a new chapter in the

development of Chinese 5,000 years long history.
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