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Introduction: Chinese market.

After the death of Mao Zedong in 1979, Deng Xiaoping had set up economic reforms in order to modernize and develop the country. Thus, privatizations, open to foreign investments, industrializations give China a new image and above all opportunities for becoming an important economic country in the world. 

25 years after the beginning of reforms, Chinese economic results exceeded all hopes. The GDP of China attained 1467 Billions $US in 2003, what puts China in the 7th worldwide rank right behind Italia, and France. The potential of growth is unique in the world. China is already the first worldwide producer in numerous areas (steel, cement, coal, manures, grain, meats, cotton, clothing, footwear, toys, televisions, mobile phones, laptop computers, numerical cameras…)Having opened foreigner in investment (55 $Billions US foreign capitals invested in 2003), the country is entirely turned to a priority objective: growth. The Chinese government envisages a growth of the GDP of 7, 5 % minimum a year until 2020 and firms with foreign capitals accomplish 30 % of industrial production and 54 % of the foreign trade.

China is an emergent country which searches technologies in other countries and which wishes to produce with the intention of answering at the request of its home market, but also to export. In the same time, China means opportunities for western companies for several reasons: huge potential market, low wages, numerous workers, quite good infrastructures…. But China means also very different culture, language, way of life and management, corruption, strong legislation in particular fields, risks… Nevertheless, many international groups are already present in China. 

Question that we settle is what are the opportunities and difficulties that imply the Chinese Market for Western Companies? 

In a first part, we’ll analyse the opportunities of the Chinese market via a study of market, a revision of interests that western companies have to settle in China and then we’ll highlight these situation with examples of companies which are succeed on Chinese Market. 

In a second part, we’ll analyse the difficulties and threats of the Chinese market for western companies. To do it, we’ll study the Chinese culture which is very different from the western one. Then we’ll swot up the three challenges for western companies which want to settle in China via an analysis of external and internal difficulties and of implantation risks. To conclude this part, we’ll illustrate it with examples of companies which meet difficulties on Chinese Market. 

Last but not least, in a third part, we’ll think about the future of China. Is China able to become the first country in Asia? In the World? We’ll develop the objectives of China for its future and we’ll compare China with its competitors India. Then we analysed the possibility that China becomes more important than USA.

Part 1: Opportunities of Chinese Market.


As we put it before, we begin this study with an analysis of the opportunities of Chinese market for western companies. First we analysed the market, then we think about the interests of multinationals for China and to conclude this part, we’ll highlight this reflexion with examples of western companies which succeed in China.

1.4 Chinese Market Analysis.

A. The Chinese Market:

Since the death of Mao Zedong in 1979, China has completely changed its political. Opening to worldwide trade, especially to foreign investment, developing its infrastructures and industries, entered in WTO in 2001 are keys factors of such success. Indeed, these decisions allow western companies to enter easier in the Chinese Market, especially in those areas: real estate and building, telecommunications, transport, insurance and bank (via the China Banking Regulatory Commission in 2003). 

The results are : 

· GDP = 1467 Billions US$ in 2003, 4th worldwide rank in 2004
· 7th worldwide rank right behind Italia, and France.
· GDP per persona = 1100 US$ 
· Growth of GDP: 9.1% in 2003 and expected 7.5% / year until 2020.
· Around Pekin, Shanghai et Hong Kong/Canton/Shenzen, growth of GDP= 20% / year.
· Population=1 300 millions inhabitants, 20.7% of the worldwide population.
· And above all, 200 millions inhabitants with enough revenues to consume.
Those numbers imply that the Chinese market represents an important potential market with 200 millions potential consumers. For example in telecommunication sectors, China is the first market for the “Fix phone” with 306 millions subscriptions in 2004 and also the first market for the ”Mobil-phone market” with 320 millions subscriptions. Nowadays, 87 millions Chinese people use web. These data are really impressive when we notice that in few years, half of the worldwide users of Mobil Phone or Web will be Chinese people!!! However, the big population allows also companies to benefit from huge labours and also good technicians and managers at good prices. Moreover, local market is growing and need in infrastructure development like transport, energy is more important every day although some countrysides are very developed like Shanghais… 

As far as the worldwide trade is concerned, China imports mainly equipment goods and energy. But China export massively manufacturing goods like wears, electric and electronic products: steel, cement, coal, manures, grain, meats, cotton, clothing, footwear, toys, televisions, mobile phones, laptop computers, numerical cameras…

B. The Foreign Investments:

The more important key factor is the foreign investments encouraged by quite good conditions of economic and political stability since the earlier 1980 to sustain the industrial revolution. Thanks to these foreign investments, China wins investments, industries but also the know-how that foreigners bring with them. This element allows China to win a lot of time for its economic development. In 2002-2003, China is the First country for FDI receiving: 55 Billions US$ in 2003.

C. The infrastructure:

Moreover, the quality of Chinese infrastructure is a key point for Chinese development too. With 6000 industrial and technological parks in 53 areas of development built to promote innovation, research and high tech industrial production, China affirms its wish to become an important country in High Tech as in basic industries like textiles or toys… All these parks are built like the Silicon Valley or Sophia Antipolis one, with universities, industries, research centres…. These parks have particular relationships with companies which supply them in energy (water, electricity=> Areva, CNC, Alcatel…) in order to avoid break in supplying. Moreover, telecommunication networks are very good quality (GSM, ISDN, ADSL network are available). We have to notice that these parks benefit from advantage taxation: for example, at Chinese Singapore Suzhou Industrial Park and Suzhou National Hi Tech Industrial Park , foreign investments are exonerated of tax on total benefit for 3 years. Last but not least, the parks make available for investors, a “unique contact point” in order to easy administrative formalities and relationship with governmental authorities. Thanks to this organisation, an exploitation licence for an industry can be obtained in 15 days. Besides these examples of parks we can talk about the economic and technological development area of Beijing. Indeed this area is also characterized by important investments in High Tech sectors and a spectacular growth of industrial production value from 198 millions US$ between January and June 2004 to 567millions US$ in 2005. This area has welcome 862 companies for 3.35 billions investments since 1994. 

Thus, Chinese Market presents many opportunities for western companies. Indeed the growth of its potential internal market, the encouragement policy to FDI, and the quality of infrastructure are many factors which are able to attract foreign companies. But what really attracts western companies?

Sources for Introduction and 1.1 part: www.etudes.ccip.fr/dossiers/chine. http://www.amb-chine.fr 

Rapport de mission Chine-Taiwan du 11-21/11/04 par le Ministère de l’Economie et des Finances et de l’Industrie. Le Cedef.

1.5 Interest of multinationals for China.

A - Why do MNCs prefer China?

Today about 60% of Chinese exportation are from MNCs. Many western companies have chosen to offshore their domestic activities in China because this country presents attractive advantages. One of comparative advantages is labour intensive activities with very competitive labour costs. The sectors concerned are textile, shoes, garment, components, etc…The second one is high value added activities incorporating new technologies like electronics, software, NTIC, etc…, such as IBM, Thomson, Honda. These products are not “made by China” but only “made in China”. For most of western companies in China, China is 10% of their global revenues and 65% of the American MNC in China have a profit level superior or equal to these in their own country. 
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Between 1979 and 1992, many companies enter the Chinese market, but they are regulated and also used intermediaries, joint venture. Between 1992 and 2001, MNCs skim the Chinese market. They still chose a conservative strategy but they recognized the emerging potential of China’s consumer class. Now China enters the WTO. Hence MNCs enjoys higher levels of operational flexibility.
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Today, the next step of development of MNCs in China is to produce in China and above all for China. This market of 1,3 billions consumers is a great potential business. Moreover, the FDI flows to China seem to slow down.

The question is how MNCs can target the local market.

B – What are the currently changes of MNCs strategy? 

According to the analysis led by IBM on 180 MNCs in China, MNCs have begun strategic changes in order to target the Chinese market. The first point is sales and distribution channels, the second one concerns R&D and procurement and the last one is human resources. 

The objectives is to develop a new business model and operational innovation and in the same time, to keep their leadership in premium-end segments. First of all, MNCs have to migrate from multi-layered to flat and collaborative channels. This change is all the more difficult than China presents a vast, diverse and complex market. Several options are possible. Like UPS, MNCs can invest in online and telesales channels. The problem is that Chinese people are still reluctant to purchase online. Otherwise, MNCs can use manufacturer-owned retail or partnership. For instance, Motorola has a partnership with Gome, the largest Chinese electronic retailer in order to sell its own products. A solution is also to realize direct sales. Indeed, Amway, the largest Chinese direct sales company, has a network of 200 000 independent agents in 180 Chinese cities. The last proposition is a modern retail. MNCs could consolidate their position by establishing players such as Carrefour or Wal-Mart. 

Moreover, companies have to increase the sharing information and develop collaboration with retailers in order to have more visibility on the sales and market the Chinese population. For instance, Anheuser-Busch convinced 160 distributors to adopt a web-based sales management system. Thanks to this new implementation, Anheuser-Busch has been able to have more visibility and adapt its products on the Chinese market. 


The second challenge is the development of the R&D and the procurement. Indeed, MNCs should be able to develop innovative and lower-cost products for mass market. It is also important to find local specifications and more local suppliers. Indeed, some Chinese suppliers are qualified and lower-cost but MNCS have not been used to working with them. MNCs should also increase sourcing from Chinese suppliers for more potential suppliers but the difficulty is to find a reliable one! Moreover, MNCS should upgrade their organizational procurement capabilities. Indeed, today these companies have to ask for the agreement of the Chinese, Asian and then global headquarters! They should relocate senior staff: For example, the global procurement headquarters should be moved in China. 
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The last challenge is the human resources. There is a paradox in China. Even if China is a very populated country, it is difficult to find talents… Chinese people have a lot skills in mathematics, sciences,…, but they are not able to integrate a MNC. The culture, the habits seems to be too different from ours. But we will speak about this problem in the second part of this report. This issue triggers also a strong demand of talents in the country. The second problem in human resources will not   be only to find right people but also enough people in all locations to run low-cost, high volume, mass market businesses. Indeed, today there is a high attrition rate in China compare to the global rate. The reasons seem to be the salary, weak direct managers and perception of limited development career. 

To conclude, China is really attractive for MNCs because this country offers a low-cost and intensive labour and develops also high technology. However, FDI seem to slow down because the labour cost becomes more expensive. Hence, MNCs in China think about target the Chinese market which is a big potential business. In the next part, we will study some examples of MNCs which succeed in China. 

Source part 1.2: Globalization course, Michel-Henry Bouchet

IBM Global Business Service Study 

1.6 Success of western companies in China.

As we put it before, we have noticed that Chinese Market seems to be very attractive for western companies. But what is the reality? Let’s study cas of western companies which succeed in their implantation in China.

A. High Tech and Telecommunications industries.

Nowadays, many western companies are in China in this sector. The most well-known is probably IBM. Indeed IBM has many production units of informatics components in many towns, as for example at Shenzen, Shangai… Until the beginning of the year, IBM produces Computer in China in order to answer to the growing Chinese demand. But recently this unit was partly sold to the Chinese Lenovo which keeps the IBM mark for the 5 next years. IBM keeps the top management of this unit. 

However IBM has diversified its activities in China. IBM China Research Laboratory established in 1995 in Zhongguancun Software Park at Beijing, is one of the 8 worldwide IBM Research Laboratory. This laboratory benefits from people who come from China’s leading universities and their knowledge and lead study about high technologies of tomorrow. IBM has also developed in China a “On Demand Business” unit in order to easy the development of others companies in China. For example, IBM helps Groupama to develop its information system for its subsidy at Chengdu in Sichuan countryside. 

Thus IBM benefits from the Chinese growing demand for computer, the Chinese infrastructure (high-tech parks) and the development of other companies to succeed in its own development in China.

Like IBM, Intel (USA), 1st worldwide producer of semi-conductors, invests 2.5 billions US$ to settle in the North East of China in 2010. It will benefit from low wages and answer to the Chinese demand.

As far as the telecommunication market is concerned, Motorola is the biggest foreigner company in China with a volume of 3.4billions US$ invested. Motorola closed its production units in Latina America and in Europe, but it develops in China. Motorola is especially interesting in contracts about growing GSM network with China Unicom and China Telecom Mobil and CDMA operators. But Motorola is not alone in this sector. Nokia, Ericsson, Siemens, Sony…. are also already on the market. This enjoying for telecommunication can be explained by the huge potential market in the next few years, as seen before. 

Sources part 1.3a: Reuters 28/06/2007, www.IBM.com 

B. Industrial sector.

In this sector we can also notice that many MNCs settled in China. 

For example, Alsthom has already 11 companies in China and recently made a join-venture with “La Société d’appareillage électrique de Shanghai SA”. According to Geoffrey Ball, Alsthom made 2 join-ventures during the last 6 months because the market is constantly growing. Thus Alsthom profits from Chinese Market growth and China’s development to answer to its needs and make profit. Moreover, for Schneider and AREVA, already settled in China, “be in China is a great advantage”. Indeed, the demand for equipment goods of quality is considerably growing and Chinese companies cannot compete in this field. AREVA and Schneider can sell their products of quality expensive in order to match with the demand.

In addition, we can say that AREVA and Schneider recognize that the quality of the High Technologic Parks and the efficiency of the “unique contact point” service attract them to settle in China.


In the automobile sectors, implantation of western companies in China is very hopeful. Indeed later, Chinese automobile market will become equivalent to the actual worldwide market. Therefore many western companies settled in China in order to answer to the future demand. Thus, GM, Ford, Toyota, Volkswagen, Audi, Renault, Mercedez Bens and Fiat are implanted in China.


In the aeronautic sectors, EADS and Boeing forecast until 2020 to sell 1500 helicopters, 1600 to 2300 aircrafts. According to them, produce in China is an advantage to win market shares, therefore partnership with local industries and implantation of their companies in China is an obligation! Thus, Boeing and EADS settled in China to answer the future demand and develop their market.

Sources part 1.3b: Rapport de mission Chine-Taiwan du 11-21/11/04 par le Ministère de l’Economie et des Finances et de l’Industrie. www.etudes.ccip.fr/dossiers/chine
C. Great consumption sector:

In this sector, it can be thought that in reason of the great difference of culture and way of life, few companies challenge to succeed in China. But in fact, many MNCs settle in China with success.


For example DANONE. DANONE is in China since the earlier 80’s. “How could we think that Chinese people who don’t really like lactose and eat with rods could a day eat massively yoghourt?” asks Franck Ribaud from DANONE. The result is that nowadays, DANONE is leader on 2 of its 3 markets in China and Chinese market represents 20% of its global incomes. Thus DANONE succeed in Chinese market and in changing way of consumption of Chinese people. From now on, DANONE hopes to benefit from the growth of internal Chinese market.


As far as LVMH is concerned, the company chooses to acquire Wen Jun Distillery from Jinnachun Group to enter in China. Thus by buying product like Hennessy, Dom Perignon, Moet & Chandon, Veuve Clicquot, Glenmorangie and Belvedere, LVMH hopes to benefit from the growth of 15.5% per year expected by Euromonitor until 2009.


For Carrefour and Wall Mart, they are studied in part 2.3.

D. Service sector:


The service sector is also concerned by implantation of western companies in China. For example, Accor, settled 50 hotels in China and forecasts to have 180 hotels in 2010. Indeed 140 millions foreigner tourists are expected in 2007 and the sector is growing. Moreover, the fact that the next Olympic Games will be in Pekin in 2008 and that Shanghai will welcome the Universal Exposition in 2010 let us forecast a good future for tourism in China.


Thus Accor settle in China in order to benefit from the tourism growth.


To conclude, we can say that according to their needs, different companies from different sectors choose to settle in China for several different reasons. But each time they find the mean to benefit from an advantage that the Chinese market offers.

Sources part 1.3c: La Tribune, www.Danone.fr 


Source part 1.3d : www.accor.fr 

Part 2: Difficulties of Chinese Market.

2.1 Philosophical & Cultural Approach

There are many reasons why a corporation is interested to do business in China. The high growth of the GDP of approximately 7,5 % per year until 2020,
 if we consider the forecast of the government, is one of the good reason. But we must not neglect its huge market due to its population of more than 1300 billions people.  These are some of the reasons why, in 2005, China was ranked number one concerning the Foreign Direct Investments, which were over than 72 Billions Dollars in 2005.
  
But this opportunity of growth for a company also includes some difficulties for a corporation to implant in China or merge with a Chinese company. That’s a fact, due to its history old of more than 2000 years; Chinese people have a strong and distinctive culture. To understand the main issues related to the implantation of a foreign organisation in China, we first have to describe the main characteristics of the Chinese people that have an impact on the management of a corporation and its employees.

The Chinese culture has been strongly influenced by a Chinese philosopher named Confucius. Its main theory was that the ultimate moral goal of the humanity was love and serenity
.   The key word of its philosophy is harmony, which is a concept that is still very important for the Chinese people.  Confucius has cited five interpersonal relations that people have to follow to reach its idea of harmony
.

1. Leader-Populate. Populate has to be loyal to its leader. The population must never doubt the decisions of its leader. In return, the leader promises to act for the interest of the group.

2. Husband-Wife. The woman has to obey to its husband and give him a boy. In return, the husband promises to insure that its family will never miss anything.

3. Parent-Children.   Children have to be respectful towards their parents and obey to them. They also have to take care of them in their old age.  

4. Old-Youth.  Chinese people have to be respectful to the older people because they represent the knowledge and old people are intimately related to wisdom. 

5. Friend-Friend. For Confucius, it is the only equal relationship. Friends have to be loyals and help each other.

Since the era of Confucius, the Chinese culture has evolved, of course.  But we have to keep in mind that those statements, due to the fact that the Chinese society has been closed to the rest of the world for many years due to the communism, still have an important impact on the management concepts in China.  Their values influenced a lot of aspects of the management like the human resources, communication, leadership and the way they solve conflicts. However, now that China is trying to open itself to the world, the younger people show a certain opening and tolerance to differences and other cultures
.   This part of the research will try to demonstrate the mains issues for the foreign companies to deal with the Chinese culture.

A How the concept of Pride in the Chinese culture creates a challenge for foreign corporations?


Culture is different from countries to countries but also between organisations.  These differences are noticeable on many aspects. First, the leadership is different from an organisation to another, the control methods, the organisational structure etc.  Making a main rehandling in an organisation is one of the most difficult things in an organisation
.  In the western organisations, the organisation culture is highly oriented forward the customer relationship, quality and satisfaction of the customers.
   One of the difficulties that foreign organisations from the service industry meet when they do business in China is that for the Chinese people, the notion of service is highly related to slavery.  Having to serve someone affects the pride of a Chinese person.  The concept of saving face, which means that the Chinese person sometimes have the impression that he looses the respect of the society toward him, that it hurts its pride, is a very important aspect of the Chinese culture.  This is a real challenge for Western hotels brand that are implanting in China, for example.  In fact, the goals and values of those western hotels brand are highly related to a personalised service, the notion of customer first, the customer is always right etc. It is then very hard for those. Western organisations to recreate their organisational culture in China due to the notion of Pride which conduct to a non-willingness to serve the customers the way western people do.
  
B The challenge of resolving conflicts


“The culture determines values and interests, shapes perceptions and the choice of alternatives and finally influences conflict outcomes”
.   Because China has a strong and distinctive culture, this aspect must not be neglected.    As we said before, Chinese culture is highly influenced by the Confusian philosophy, which includes values such as harmony, interrelation and gives a lot of importance to happiness within the society.  This mainly explains why China is seen as one of the most collectivism country in the world; according to Hofstede(1993) study, its individualism index is 25, which is very low. This is a very important characteristic of the Chinese people because it makes the membership to a group and the concept of consensus within a group very important.  But Western countries such as USA and Canada are rather individualist than collectivist.
   Thus, Chinese people are more likely to avoid conflicts and maintain interpersonal relationships in order to keep a status of harmony within the group.   The study of Jehn and Weldon(1997), also confirmed that mainly due to this reason, Chinese managers prefer to solve conflict in a passive way, such as avoiding.  This could be a real challenge for Western managers who are used to immediate and direct problem-solving style.


This could also be explained by another aspect of Hofstede’s study.  According to Hofstede, Chinese culture is known as a high-context culture. This means that the gesture is way more important than the words themselves when they express themselves.  Its researched showed that people from a low-context culture, like North American culture, for example, were more likely to adopt a confrontational style to solve conflicts than people from a high-context culture such as Chinese people.


This low and high context characteristic of a culture leads us to another challenge for managers from a Western corporation.   As we just said, the Chinese culture is mainly a high-context culture, this means that the main part of the communication is delivered in a non-verbal context.  In opposition to that, people from the Western culture express themselves clearly and directly with words.  The way people communicate in the Western countries leaves a small place for interpretation.  However, in China a yes or a no isn’t perceived the same way than in Western countries. According to Nicolas Mazeaud, a manager for Asytec: , « Un non chinois prend forme sous un prix trop élevé ou une absence de prix » et « Un oui chinois n’a pas de valeur. Un bon associé répondra qu’il n’est pas sûr »
  This language issue may lead to a bad interpretation from the western manager and create conflict or misunderstanding between people from the two countries. 

C Human Ressources : Guan Xi and the trust issue


As we have said before in our research, the Chinese culture is highly collectivist.  Relationship is a key word if you want to do business with Chinese people.   To understand the importance of this characteristic of Chinese people, we first have to explain the term Guang Xi, which means “connexions”.  Even though a person has money and a good social position, if this person doesn’t inspire trust, he won’t be able to keep its relations with the rest of the society.
  Actually, Guang Xi is an important network of influent Chinese people who interact with the Chinese government, customers, suppliers, local authorities etc . Some consultants describe it as “the informal connections so essential to gaining approval for or access to just about everything in China”
, including business.  Foreign people or corporations who want to do business in China have to be PATIENT.  In China, the contact and the relation is even more important than a contract.  “Guanxi is a formality, a necessary procedure that people must go through for strangers to establish intention to conduct business with one another"
 So the first challenge for foreign people or companies is to gain the Chinese people trust to access an important an influent Chinese network, which is a long process if we compare with North America, where business is business, once you are introduced to someone, you can start talking business.   


Another issue about the importance of the network and close relations between people in China is related to the Human Resources.   For a foreign company it is very hard to recruit qualified workers.  They prefer to work for Chinese companies
.  This is closely related to the fact that they are highly collectivist.  Chinese people think that they all come from the same “big family” thus they are all blood related.
  Foreign corporations don’t have, in their point de view, a legitimate position in this “big family”.  In fact, Fukuyama (1995) categorizes “Chinese society as a low-trust society in which its citizens tend to distrust out-group people and trust only in-group people.”
  Thus, Chinese people prefer make beneficiate others Chinese from their expertise and knowledge rather than foreign people. 

C Long-term orientation

In the Western companies that are present on the stock market exchange, the financial goal of the corporation is mainly to satisfy the shareholders first.  For Chinese culture, the short-term orientation of Western companies is a shame.  This cause an important issue for Western companies who want to merge with a Chinese corporation, for example.  Indeed, in the North American way, managers and CEO are looking for semi-annual or quarterly results and profit for the shareholders; this represents a short-term orientation.  This will seem abnormal for Chinese managers influenced by the Confusian philosophy because the ultimate goal for a company is reaching stability and a long-term harmony, which is the opposite of the North American way.
  The trust issue mentioned earlier in our case study makes it even harder for foreign investors or people in the Chinese culture.  Indeed, Chinese people see foreign companies or investors as “short-term players”, who disagreed with their long-term orientation, which makes their integration even harder.

D Power distance and communication

Chinese culture is hierarchical.
  The boss controls the organisation, and its decisions are respected by the workers.  The power is centralised and the communication process is downward and unilateral (Hofstede).  This is an important challenge for Western companies, mainly from North America where the power is decentralised and de communication is bilateral.  This means that subordinate can give its opinions on the decisions of managers and ideas are going from managers to subordinate and vice versa.  Indeed, feedbacks and advices are very important in North America to improve productivity and performances in the company.  On the other hand, for the Chinese people, feedbacks from a subordinate to a boss or manager are totally unthinkable and disloyal because they respect the power distance and hierarchy.   And feedbacks, good or bad, from a manager to its subordinate would break the group harmony.   They prefer to be seen as an whole group rather than as individuals.  So a Western company who is used to evaluate people individually on their performances and giving feedbacks won’t receive any co-operation from Chinese people.  
2.2 Pragmatic approach

The three challenges 

Companies meet three main kinds of challenges when they try to implant their production and distribution in China:


[image: image5]

A Implantation risks
(
Environmental:

The companies have to face political, economic and social instability and a very high level of corruption.

Political instability is one of the most important difficulties met by Western companies are all the barriers created by the Chinese government to protect Chinese companies. Indeed, “rules war” has been open between the main economical poles (Europe, USA, China …) as show the recent conflicts concerning the insufficient quality of the Chinese Dolls versus American pork. 

Political risk “results of acts or measures taken by local public authorities or the country of origin, or intern events (riots) or extern events (war)”. To this political risk, can be added “the economical and financial risk” like monetary depreciation or a device absence”
 

China major social risks could be the public demonstrations or protests about unemployment, agricultural issues, disparities (between rural and urban parts), as well as public security and public safety. Indeed, demonstrations and protests occur with an increasing frequency in China with about 40 000 protests each year. These protests are growing constantly as the number of participants who come from all the parts of the society.

(
Financial

The cost of salaries is constantly increasing, and can be very different dipending on the region. Furthermore, the Chinese government arise the charges and little by little decrease the number of fiscal advantages.
The high number of hidden cost such as the communication cost or the support management cost, mission cost is often underestimated by the companies.

· Humane 

Concerning the human resource, the main problem that has to face the occidental companies are of two kinds. First, the workers are in majority not qualified that can represent a problem for the firm which will have to offer them a formation. On the other hand, qualified managers are rare and expensive. Furthermore, a necessity of formation of occidental concepts (quality, accounting) often appear when foreign companies try to develop their activities in China, or, at the opposite, they have to adapt themselves, to the Chinese way of management.

(
Infrastructure


When an occidental company implants itself in China, it has to face to incompressible infrastructural expenses.

B External Difficulties

(
Market environment

The corporations have to face to a very particular market environment. For example, Wal Mart decided to leave Beijing because of the too high number of distributors on the city.


(
Legal Framework and administration

China fiscal system is pretty complex and the companies have to adapt to the frequent changes in the regulation in the juridical system.

An other major problem met by occidental companies is the intellectual property issue. Indeed, the risk of being copied by outsourcers, employees and partners is very high in China. This is linked with the complexity and lacks of transparency of intellectual property as shows the very poor control of technology and knowledge licence.   Another important risk of the formation of the Chinese companies is the impossibility to come back on the market after.


(
Operational 

The jet lag is one of the main difficulties met by companies to manage their Chinese part and deal with their Chinese partners. 

The logistic organisation in China is complex due to the very wide territories and distribution canals. The local advantages can change from a province to an other one. 


(
Political (social explosion, financial crises)

The threat of social explosions even is still very important even if they are sporadic and not generalized. They are nevertheless a danger for occidental companies which could lost their capital in China.

C Internal Difficulties

(
Information

Difficulties are met to communicate with the Chinese. That means lower access to and a poorer quality of the information, which can lead to a difference between the perceived risk and the real risk. Furthermore the identification of hidden cost is a big problem for companies in China.

· Functional 


Companies often have a lack of time, resources and expertise into their implantation process. Furthermore, high financial and investment constraints may appear. 


(
Commercial 

Negotiations are long and difficult in China. Indeed, all exigencies must be motivated.

The development of new products in China needs their adaptation to the conception and style to the Chinese market and implies an adapted price policy and a control of Chinese intermediaries.

2.3 Examples of foreign corporations
The example of Carrefour
A Different habits of consumption

The Chinese distribution market cannot be considered as the American one. Carrefour, who was one the first company to come on the Chinese Market played a very important role in the chances of this country by creating new methods of management and a decentralized structure in which each store managers in China managed his store in total freedom. Carrefour sells its own products and keep its store has expected by Chinese consumers.  Furthermore, to answer to the very important expectation of freshness of Chinese consumers, Carrefour buys and sell an important quantity of local products. Wall Mart will have to adapt itself to the Chinese methods of selling (more like a traditional market than a super market)
 Carrefour understood well this cultural specificity of Chinese consumption and was one of the first  and developed for example fresh fish which can be directly choose by the Chinese consumer in an Aquarium.

B Huge differences exist between the different provinces
The differences between provinces are economic, social and cultural. In such a complex environment, it is a challenge for companies to find the right strategy. Carrefour has been able to answer to these difficulties and get the satisfaction of its various clients. 

Until the 80s, the detail industry in China was totally under the control of the government. The way of working was not important, when clients arrived; they had to wait for the good willing of the employees of the store. Stores were totally managed by the government with a low level of services to the consumer.

Wall Mart is facing strong difficulties to integrate to the Chinese Market. 
Indeed the company has to manage with a huge number of other distributors in China already integrated. Therefore, some details distributors made the choice to leave the Beijing market already full.

The example of Bombardier Aéronautique


The cultural adaptation is a key concept to do business in China, according to Jacques Ulysse, manager for Bombardier.  M. Ulysse lived a fiew difficulties when they implanted in China, even tough when can consider it as a success.  One of the main issues has been with the concept of time of the employees and managers in China.  Chinese people have polychromic vision of time, which means that they see time as linear.  For them, time is seen in a long-term optic.   In the western countries we see time as money, time is regulated, is important, the punctuality is particularly important for corporations.  M. Ulysse understood the importance of this issue when a Chinese told him: “What is a day on 3 billions years”.  It definitely creates conflicts between western and Chinese employees related to the respect of the deadlines for example.


Also, according to M. Ulysse, it is, as we have mentioned earlier in our Case Study, very important to find the good intermediaries et to have a good relational network when you want to do business in China.  According to M. Hervé, a manager for Bombardier, the enterprise couldn’t have done business in China without knowing a Chinese who trust you and knows the right people to talk to.  This concept refers to nepotism, a very important aspect of the Chinese culture according to people perception of the others.

Conclusion: the 3 P rule: Politeness, Patience, Perseverance.

Part 3: Is China able to become the 1st?

3.1 What are the objectives of China?
The power of China is not to be any more proved for some years. With an important part in the market of the world trade, it becomes according to the years a major power of this world. But which are the objectives of this country to become the first power of this planet as well in the commercial domain as political one.

First of all to understand this choice of the Chinese government to become a major power of this world it is essential to return some year behind because this policy originated it there are about fifty years with a complete strategic reorientation chosen under the era Mao and continued by his successors. The purpose of this strategy is to return to new China, world importance of imperial China. Indeed, this choice of strategy is first of all the profit of a cultural fact (very former concept of "The world power or the decay ") which influences the whole policy of the government and which defines that China has to be first of all a major power with a strong political and moral control. This power meets itself at the moment, more in the commercial domain which on the previous two aspects but the power of new China is not to demonstrate any more and the strength of this country, which is going to help them to become a major actor of our planet, is this assurance of an ascendancy of their country. We also understand that China is a country which was hurt in its pride in the past and also a country which suffered assaults of the west and which consequently refuses at the moment its dominion to the point to throw to reject in its entirety this western model what meets itself in the international relations and in the strategic decisions of this country. The dominion will make alone without help or coalition with a western power. 

The strategy that settled China gets through various resultant aspects of this vision of ascendancy. The various aspects which evolve in the environment of current China are not thus is the first objective of its government but simply a means set up to reach this objective of political ascendancy.  However the economic development of China is not to be any more demonstrated. In stage of development, it presents important competitive advantages notably a cost of workforce more interesting than in the western companies, the more elastic fiscal system that is why she became in these last twenty years a privileged actor of the world economy. Only in front of this craze of the western countries to work with its country and especially to become established there, the government protects itself of a too important westernization by setting up one certain numbers of laws relative to the setting-up(presence) of the foreign companies on its territory, to the real estate investments coming from abroad etc… 

These laws join in its entirety this strategy not to establish its ascendancy on the dependence in the western economy but to become a world power thanks to its own potential. Its commercial development has to lean on various aspects notably its advantage in front of the western competition but also in front of the competition of the other notably Asian countries, where the workforce is not expensive, thanks to other means to differ. 

This plan of ambitious New China and equalling the power of imperial China confronts however in one certain numbers of elements which can damage this development and what the government takes into account only recently. Does not the social disparities and the demands by resulting, the pollution and its consequences, the corruption and its misdeeds, the lack of access to the education and the deficit bound to the domain of the health be barriers in this development towards a world ascendancy? Does not the desire of greatness have to take into account all the factors of this strategy and not left in background an important factor, the human one?

In a society where often the profit steers the strategies, we often forget an important aspect which is at the origin of the development of modern China, the cultural aspect, «The world power or the decay ".

3.2 Is there any competition with India?

A Comparison of these two countries:
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China and India are two countries really similar in term of population and economic growth. Actually the population in China and in India is more than 2/3 of the global population with more that one billions inhabitants in India and 1.3 billions in China. These two countries have nowadays a huge economic growth with 9.2% of growth in India and 10.7% in China in 2006.

These resemblances are issued from the same context. That is why today relationship between India and China are very complex.

These two countries keep an important influence from the past. The Indian culture is still very strong: Hinduism, hierarchical society. In China, Confucianism and cultural habits are still present. These two countries have two different and strong cultures.

In the past China was a big producer of tea, porcelain, and silk and India a big producer of spices and opium. But today, the competition between these two countries is narrower because the markets of production are more similar.

In this board, you will see what the major differences between India and China are recently:

	
	CHINA
	INDIA

	Investment
	Heavy investment
	Capital scarcity

	Activity
	Manufacturing focus
	Software, services, R&D

	Economy
	Large scale
	Precision manufacturing

	State intervention
	Persuasive
	Minimal

	Financement
	Bank led financing
	Private capital market

	Business culture
	Guanxi business culture
	New economy business culture


B Subjects of conflicts

Today, the most important cause of conflict between India and China are political.

First of all, in the 60’s, the Dalaï lama left the Tibet because of Chinese government and India gave him a refuge. 

In 1962, New Delhi and Pekin have some trouble concerning the borders. Today, these problems have not been resolved and the two countries still disagree with the emplacement of borders. This problem is not now the main problem. In fact, the two countries prefer to stay concentrated on other difficulties. 

Actually, these two countries have today a huge growth. This means that they have to be reliable to each other for the development of Asia zone. However, this means also that they are in a narrow competition. 

Indeed, the two countries are competitive to be the most attractive for the FDI, to meet their own needs in energy and in natural resources. 

C More than competition, India and China are looking for complementarities.

In the sector of NTIC in particular, India and China are looking for complementarities. Indeed, the challenge is to influence evolutions of the IT products and participate to the elaboration of international standards. 

Moreover, not only companies agree but also governments. For instance, in April 2005, the Chinese Prime Minister, Wen Jiabao, declared: “India and China could have a positive influence for the peace and the development in Asia and in the world thanks to a good relationship between each other. This will increase a confident atmosphere and develop the cooperation.”

This agreement between China and India means that each country will focuses on one sector. They have chosen that China will develop its production of hardware and India will specialized itself on software sectors. Recently, Lenovo, a big Chinese group in hardware bought the PC activity of IBM. In India, several software companies such as Wipro Technologies, Satyam and Infosys have a great success and benefit from the development in China by launching operational centers there. 

The objectives of this agreement are to attract FDI in India for offshore activities such as the development of applications or call centers and in China for the development of package. Gilles Pardon, founder of the SoftDatabase company, specialized in the accompaniment of IT companies, especially into the Chinese market, said that: “The Chinese software market is absolutely not about offshore. In China, there are 4000 editors of solutions for a market of 550 000 medium and big accounts. On these 4000 editors, 3000 make packages. If you visit the software park of Pudong, a quarter of Shangai, you will see that 90% of the 400 edition companies of software in the area are only making package and not services for offshore development at all. 
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To conclude, what is important to keep in mind about “Chindia” is that these two countries will be in a few time big actors of the economy. However, Chine has already taken the advantage on India by a more visible and older development. Most of FDI in Asia are going to China. China has taken a big advance. India will be not able to catch up China any more. However India is also a good potential area for FDI. Indeed, India has many attractive points. Its young population is key advantage. India is outsourcing many services activities such as financial analysis, accounting, architecture, website creation, engineering researches. On the contrary, China is developing the manufacturing sector. 

Source: Pete Engardio, HEC Montreal

Radio 86 tout sur la Chine

Journal du Net : Quand l’Inde et la Chine unissent leurs forces

3.3 China can become more important than the USA ?

As we have seen earlier, China shows efficient economic results and represents a very attractive market.

With a GDP/habitant in constant rise, a growth that fluctuates between 8 to 10 % and trade relationships that keep developing, it seems interesting to wonder if China can become more important than the US ?
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Schéma C.1     Source : www.initiationscalp.blogspot.com
The following thoughts lead us to answer positively to the question.

First, as we can see thanks to The Goldman Sachs’s theory and the next schema: The BRIC’s US$GDP (Brazil Russia India and China) will exceed US$GDP in the G7. If you focus on China, its GDP will reach, in 2040, US$ 45000 billions against US$ 35000 billions for the US.

[image: image9.wmf]
Schema C.2 Source:  M.H. Bouchet’s course “Global competition for attracting capital flows”

Secondly, many indicators inform us that China is a very dynamic market and will become more and more important in the Global Competition.

 Indeed, according to OECD projections, in 2006, “for the first year, China spends more on Research and Development (R&D) than Japan and becomes the world’s second highest investor in R&D after the United States”, with USD 136 billions. 

This is one of the facts that can show us that the gap between China and the US can be decreased and we can assume the in a few years, China’s GDP will catch up with the one of the US.

Moreover, there was a doubling of the number of the researchers during the last years to reach 1 millions in China against 1,35 millions in the US. 

Concerning the conquest of the Space, China has become a major actor in the world. In 2003, the Chinese has launched its spaceship called Shenzhou 5 with success. In addition, in November 07, China will launch its first lunar orbiter. This reveals that China has the ability to take over the US even on activities in which they are leaders.

The importance of China in the World economy can be put in emphasis thanks to its statements. Indeed, recently, China blamed the US because of its deficit that is estimated by the country as a burden and a threat for the world economy. Once again, China shows its strength by maintaining its views on the global economy.

To sum up, China is able to consume, to export and to receive foreign direct investment. These key factors lead us to think that China is about to become one of the economic leaders in the next thirty years, higher in the ranking than America.

However, there are 3 important facts that China has to consider in order to succeed in being better than the US:

· Social standing: As we know, China lacks consistent social politics. Indeed, China has been ranked 94th out of 168 countries regarding the Human Development Index (HDI). So we can wonder whether or not the economic growth is going to lead to China’s social improvement

· Structural reorganization:  In order to increase the country’s growth in the global trade, Chinese politicians have to maintain its economically reforming orientations.

· Protectionist measures: In order to protect themselves against China’s commercial offensive, the other actors of the Global economy have implemented protectionist measures such as quotas. 

Source: “Global competition for attracting capital flows” M.H. Bouchet /Inititationscalp.blogspot.com / www.oecd.org / Les échos - mardi 9 octobre 2007 / www.chron.com
Conclusion

With a growth of about 10%, China keeps reinforce its position of great power in the global economy. 

With a GDP per capita in constant evolution, 200 millions potential consumers and trade relations becoming more and more important, the Chinese market never reached such a high attractiveness level.

It is in this context that it seemed very interesting to consider in more details the difficulties and opportunities of occidental companies in China.

One of the main advantages for China is of course, its very low labour price. Also other assets such as their performance in the sector of new technologies that enable China to attract numerous foreign direct investors (FDI) even if they record a small decrease these last few years. Indeed, it is important to remind that 60% of exports of a country come from MNCs.

Nevertheless, to succeed and target the Chinese market, occidental companies must coordinate numerous strategic changes, in particular in human resources and in their methods of management.

This last point is linked with the strong Chinese culture (mainly determined by the Chinese philosopher Confucius) and very distinct from the occidental cultures, which has strong consequences on the firm culture. 

All these elements of response lead us to wonder if China will be able to surpass the USA to become number one on the global economy.
By looking at the efforts made by China in Research & Development, or its good performances at the level of the spatial conquest, as well as all its economic results, China seems match all the qualities to surpass the US until 2040 according to Goldman Sachs previsions.
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Three different kinds of challenges met by occidental companies in China
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