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INTRODUCTION 

TIle Open Door Policy which encourages foreign invest.ment in China has  

attracted tremendous foreign interests and investment to China since its 

instigntio;~ in 1979. Prior to 1988, full foreign ownership in China \vas prohibited 

by Chi~lesc l a ~ v .  Fol-eign investlnent was strongly encouraged by the various levels 

of govern;~lent, primarily in the form of joint ventures. Other- forms of investment 

included technology transfer, cooperative ventures, n~anufacturing, and joint 

exploration (mainly in the resource area).  Jfi01ly owned foreign operations in 

China were very scarce. After 1988, the restriction on 100 percent foreign 

ownership ivas lifted (de Keijzer, 1992) to encourage foreign investors to set up 

\vholly olvned 0peratio;ls ill China. However, it was not until 1990 .rvhen nlany 

joint ventures experienced cash flow difficulties due to Chinese fiscal tightening 

tha t  wholly owned foreign operations were encouraged. 

The scope of foreign interests in China has been magnificent. In the city of 

Beijing alone, there a re  more than  10,000 foreign companies doing business'. 

Championed by Hong Kong and followed by Japan,  the United States and Taiwan, 

such interests show no sign of decaying. Although China ranked in 1993 the 

fourth (CCBC:1993) largest t rade partner for Canada, Canadian investnlent in  

China is disproportionate to the trade volunle between the two countries. The 

latest  statistics (CCBC:1993) showed tha t  Canada was the 13th main investor in 

China. 

Canada, among all industrialized nations tha t  a re  doing business in China 

enjoys a n  above-average good-will the Chinese have for foreign investors (Beamish, 

1993). Though in many ways other industrialised nations such a s  the United 

'. World Journal, August, 1993. 



States a re  ahead of Canada in technoloby advancement, Canadians a r e  not too far 

behind In fact, Canadian con~panies enjoy conlparatlve advantages in many areas 

of great interests to Chinese, such as  energy generation, te lecol l ln~u~~icat iol~,  

reFouyce de\lelopn~ent, transportation and space technology. Many people a re  

ralslng the question of why Canadian corllpanics are  not taking full advantage of 

the Chinese 1narke t~3  

Canadian companies are known to differ greatly from their counterparts 111 

the United States and Europe (Punnet and He 19SS) in many respects, particularly 

In international bu,siness. Abramson, Keating and Lane (1993) for example, found 

that  Canadian m a n a ~ e r s  may adopt different cognitive processes from American 

managers in decision making. In addition, manyi people, including both 

Canadians and Americans have observed tha t  American coinpanics enjoyed m o r ~  

and stronger political support from the US government: the Chinese have to t rea t  

the Xmel-icans more favourably than others for fear of losing the Most Favoured 

Natlon (hlFN) s tatus  jvith the United States.  Thus the same set of behaviours 

that have worked successfully for the American conlpanies nlap not for Canadians. 

Since rnost existing literature on doing business in China a re  about 

American companies' experiences, two questions should be raised: 

1. would the American's experience in China be applicable to Canadian 
companies? and 

2.  how do Canadian conlpanies differ from the Americans in their 
experience in China? 

Further,  many practitioners have raised the question of what  makes a 

venture into the Chinese market successful. For example, 

The IYorld Journal, AIarch, 1993. Of course. China is not unique in this  regard. Canada's investment in 
Japan,  for exalnple, is equally disappointing. 

" .or example, members and guest speakers a t  the  13th Canada China Business Council expressed strongly 
such a point of view. 



3. what is the most effectil;e form for doing business in China? Does the 
use of different entry strategies in China result in different levels of 
performance? 

4. why are  some companies more successful than  others though all a re  using 
the same entry strate= such as  joint venture? and 

5. what a re  the main factors tha t  distinguish the more successful companies 
from the less successful companies regardless of their business form in 
general? 

No existing study has been broad enough to address these questions 

altogether in the existing literature. From a Canadian company's perspective, 

answers to these questions could be critical to their doing business in China 

The purpose of this thesis was to  answer these questions and address the 

main issues encountered by Canadian companies doing business in China. The 

information used in this study \s.as collected from British Columbian companies 

companies were engaged in man~ifacturing in China though two were planning to 

in the near future. This meant  that the data  focused primarily on the efforts of 

these cornpanics to sell their products and services in China. The following process 

was used to achieve this goal: 

+ Literature Iicview and Proposition L)evclopnicnt i l  
Research hlethodology, Ileslgn and Data Collection 

+ Data A n d y s e s  a n d  Propos~t ion  Testing 

Exploratorv Findings 

+ Conclusions and Discussion (I 
The seven chapters were intended to answer the questions raised above. 

Chapter 1 focused on literature review and proposition development. The li terature 

review covered the existing li terature describing the experiences of American 

companies in China. Propositions were then formed for Canadian companies doing 

3 



business 111 China based on the experience of these American firms. 

Chapter 2 focused on the selection of research lncthodology and research 

design, the developrnent of da ta  collecting instrumellt and the data  collection. The 

~nult iple  case approach proposed by Yin" was briefly esamined. The Embedded 

hlultiple Case hIethod was selected, because this method allowed the interviewer 

to ask detailed questions about inany aspects of each business. A 2 X 4 research 

design was developed tha t  allowed perforinance comparisons between four key 

entry strategies and also betiveen high and low performing coinpanies within each 

entry strategy. A semi-structured i n t e r ~ ~ e w  p1.0toco1 was developed to collcct the 

information. A total of 13 companies were recruited for detailed intei-views. 

The follo~slng three chapters werrl intended to test  propositions developed 

earlier using data  derived from the series of interviews conducted with British 

Columbian firins t ha t  used a variety of entry s t ra teges  in China. Chapter 3 

compared the performance and behaviour differences among companies using 

different entry strategies. I t  specifically tested the propositions on the relationship 

between entry strategy and performance among Canadian companies doing 

business in China. 

Chapter 4 compared the performance and behaviour differences ainong 

companies using the same entry strategy. Specifically, i t  tested performance 

variations anlong companies and factors causing such differences within same 

entry strategies. Chapter 5 was intended to identify key performance factors 

(or Key Success Factors) tha t  distinguished the high performing companies from 

the low performing cornparlies among all entry strategies. The companies were 

ranked by their perfor~nance level (high mediunl and low) and behaviourial 

differences between high, medium and low performing companies were identified. 

Tiin, Robert K. (1988) Case Study Research - Design and Methods Applied Social Science Research 
hfcthods Series. Volume 5. 



Chapter  6 would examine other inlport,.illt issues crucial to Canadian 

companies doillg business in  China.  These factors and  issues did not discriminate 

high perforllling conlpanies from lo\v performing companies. Nevertheless, they 

were important  to the  companies studied. 

The final chapter,  Chapter  7 summarized t he  key findings of this paper. I t  

also looked a t  the  managerial  implications for other compailies doing or interested 

in  doing business in China.  In addition, i t  discussed t h e  limitations of this 

research fur ther  research needed and  some of t he  key issues to be addressed in  

such research. 



CHAPTER ONE: PROPOSITIONS ON CANADIAN COMPANIES 
DOING BUSINESS IN CHINA 

1.1 FOREIGN IK4RKET ENTRY STRATEGIES INTO CHINA 

Root (1983 & 1957) identified three inain modes for foreign market entry, 

the Export Entry lllode, the Contractual Entry mode and the Investment Entry 

mode. The Export Entry Mode was used if a company's final or intermediate 

product was manufactured outside the targeted country and subsequently 

transferred to it. Conlpanies using this entry mode could export directly or 

indirectly through middleme11 or agents. As discussed later, Canadian companies 

have tended to use a colllbillatioil of both the direct and indirect approaches to 

enter the Chillcse lllarket by hiring an intermediary to help with the market 

development. 

The Chinese never encouraged imports into the country due to foreign 

exchange problems and for fear of culture pollution (de Ikijzer, 1992) except in the 

areas of ~omi~~odi t i e s ,  textile yarns, nledical equipment, telecommunication 

equipment and electrical machinery. There has not been much written about 

exporting to the Chinese market. 

The Contractual Entry Mode included long-term non-equity associations 

between an international entity and an entity in a foreign target country that  

involved the transfer of techllology or human skills from the foriner to the later. 

Technical, service and nlanagement contracts, licensing agreements, franchising 

and turnkey operatiolls were in this category. This entry mode was referred to as  

co-operative or contractual ventures. The Chinese often called this entry strategy 

Contractual or Cooperative Ventures. Webster (1989) referred to this type of 

entry mode as contractual joint ventures. Contractual joint venture differed from 

equity joint ventures in that  funds, equipment, materials and services provided by 



the partners were not contributed a s  equity shares. The foreign companies 

provided the share a t  a given value and were repaid a t  a set ra te  of return (de 

Iieijzer, 1992). 

The Investment Entry Mode involved ownership by a foreign company of' 

sales units, nlanufacturing plants or other production units in the target country. 

The \.enture could be wholly owned by the foreign investors or jointly o~vned by an  

entity of the target country and foreign investors (Equity Joint Ventures). 

Czinkota (1991) and Kogut (l9SS) defined a n  equity joint venture as  two 

or more companies joining in one enterprise in which both parties contribute 

assets, own the entity and share the risks. This entity was subject to joint control 

by its parent firms, each of ~vhich mas economically and legally independent of the 

other (Shenkar and Zeira, 19S7a). 

Wholly Owned Investment involved foreign investors (Canadian 

c0n:panies) setting up a wholly o\ilned business by way of greenfield or acquisition 

of an  existing enterprise in the target country (Root, 19S7). The local operation 

could be involved in nlallufacturing (Horncll & Vahlne, 19861, or simply servicing 

the local market by setting up a local sales cdpability (Bartlett  & Ghosllal, 1992). 

111 either case, the foreign investors (Canadian companies in this case) took 100 

percent ownership and control of the Chinese operation. This type of structure was 

not allowed in China prior to 1988, a s  the Chinese law prohibited 100 percent 

ownership. 

Wholly owned operations were once discouraged by the Chinese and detailed 

inlplernenting regulations were not in  force until later 1990, and until t ha t  time 

nlany western companies avoided using wholly owned strategy (de Keijzer, 1992). 

In addition, the Chinese taxation law up  until 1992 favoured foreign joint venture 

operations rather than  wholly owned operations. Changes in  regulations between 

1990 and 1992 included the liberalization of the use of wholly owned strategy by 



foreign investors fostered a rapid growth of wholly ojvned operations 111 China. In 

1986, there was only 18 \vholly o\vned operations in China. Five years later in 

1991 alone, 2696 wholly owned operations ~ v e r e  opcned in China. 

The four entry strategies were dynamic and incremental (Root 1987, Juul  8.z 

1Valter-s 1987, Johanson & Vahlne 1977, Sullivan 8.z Buuerschimdt 1990) so tha t  n 

company could change its entry s t ra tepes  from time to time. Companies often 

chose entry illodes tha t  provided the greatest control over foreign operations. To 

gain more control, colllpanies n~ould also have to comnlit more resources and take 

greater risks. However, gro\vlng confidence in their ability to compete in the 

foreign inarkets generated a progressive shift of their entry modes from a trade-off 

between risks allc] colltrol to Illore control. Similarly, Johanson and Vahlne (1977) 

believed tha t  the entry lllode a company used a t  any given point depended to a 

large degree on the use of knowledge about foreign markets and opel-ations, and 

the gradually increasing ~ollllllitineilt to the foreign markets. 

The confidence in and kno\t~ledge of the foreign marltets were acquired 

through learning. There \vere two main types of knowledge to he learned: objective 

knowledge and esperie~ltial  lino\vledge (Johanson and IJahlne, 1977). While the 

former referred to knowledge tha t  could be taught and learned, the latter included 

knowledge tha t  could only be leariled through personal esperience. Judge and 

hfacKillop (1993) added three more methods of learning, vicarious learning, 

grafting and search process: 

+ vicarious learning \vas about borrowing knowledge from other 
organizations; 

+ grafting referred to learning by acquiring information sources through 
hiring new members to the team or by acquiring whole organizations; 

+ search process referred to i~ltentionally collecting information from 
established sources outside the organization. 



Knowledge about the domestic marliet could be learned and taught due to 

the close proximity of the operating conditions within a country. Knowledge about 

doing business in a foreign market in general could only be gained through direct 

experience due to limits on esisting information and dissimilarities in 

environments. 

Johanson and Vahlne (1977) believed that  as firms acquired more 

knowledge about a particular international market, they would be more inclined to 

commit more financial resources, accept greater risk to achieve higher control in 

that market. Beamish et a1 (1991) developed a similar theory on foreign market 

entry by arguing that the internationalization process was incremental. A change 

from the low risli mode such as esport mode to a higher risk mode such in\~estment 

mode was usually a direct consequence of learning about that  market. Thus thic 

study proposed that:  

Pla: Canadian companies using wholly owned and equity joint 
venture to enter China have learned more about the Chinese 
market than companies that used contractual ventures and direct 
exports to enter China over time. 

According to the Eclectic Theory by Hill. Hwang and Kin1 (19891, the choice 

of entry mode into a foreign market would have a major impact on the success of a 

firm's international operations. Coinpanies using the export entry modes were 

exposed to the least amount of risk but had the lowest potential profitability while 

those using investment entry modes were exposed to the highest a ~ n o u n t  of risk 

while having the highest potential profitability. Companies using contractual 

entry modes lay some~vhere between in the amount of risks and financial 

performance (tested as sales perfornlance in this paper). The level of financial 

commitment and risk ~vould increase accordingly as companies moved from the 

export entry modes to the investment entry modes. Thus this paper proposed that  



Plb: Those Canadian companies that used wholly owned strategy to 
enter China would have the highest level of sales performance, 
followed by those using equity joint ventures, contractual ventures 
and direct exports. 

Since the inception of i ts Open Door Policy in 1979 and up until 1988, 

China had favoured equity joint ventures more than \vholly owned operations ide 

Keijzer, 1992). The open door policy itself was intended to upgrade the Chinese 

system ivi t l~ help from foreign technology, management skills and ~ n v e s t ~ n e n t  

without g v i n g  up much control. Full foreign ownership was discouraged prior to 

1985, after ivhich the regulation on wholly owned was relaxed. 'I'he credit squeeze 

implemented in earlv 1989 created many problems for Chinese joint venture 

partners as they could riot obtain operating credit (Cheng, 1989). This squeeze also 

forced many local governments to turn  to wholly owned to attract foreign investors 

into their region as  ~i-holly owned projects did not require funds from China while 

offering employment opportunities and foreign technologies. But i t  was not until 

1992 tha t  such wholly o\i-ned enterprises received fair tax treatment from t h ~  

Chinese taxation law tde Keijzer, 1991) 

Nearly all of the foreign direct investment in China was through the joint 

\'enture organization form (Concly & Beamish, 1986). The dominance of joint 

17entures among foreign investment in China was evident. In 1992 alone, there 

\\'ere 24,119 equity joint ventures, worth 20.9 billion Canadian dollars. During 

same year, there Lvere 11,042 contractual joint ventures worth 16.7 bllllon 

Canadian dollars. Ey 1991 there were 6,081 wholly owned operations in China 

\j70rth 8 billion Canadian dollars. 

Based on such information, i t  was assumed tha t  majority of Canadian 

companies would follow a similar pattern in their business pursuit in the Chinese 

market.  In response to such assumed dolninant uses of joint ventures among 



Canadian companies, the following section focused on this particular entry 

1.2 RATIONALES FOR USING JOINT VENTURES 

Joint ventures in China entailed a broad range of activities in three main 

a) .  equity joint venture with shared investment (often invo1~-ing hard 
currency), risks and profits (Robinson, 1978); 

b). contractual joint venture where the capital contribution is in kind rather 
than  hard currencies, including land, building and equipment; 

c). joint development agreement which is often used in resource 
developnlent (Zhang and Snyder 1988). This is also known as  cooperative 
joint venture. 

The Chinese had become more reliant on using investment-in-kind a s  their 

classified as  equity joint ventures under the current Joint Venture Laws enacted in 

1979. Foreign ventures using the c) form were referred to cooperative ventures. 

The increasing global competition had forced nlany firms to source from the 

cheapest suppliers, and manufacture where the production costs were the lowest 

( n a t t a  1988). China, with a population of around 1.2 billion and per capita GNP 

around US$ 350 fell neatly into this category. In response to the Chinese' 

preference for joint ventures, research about foreign con~panies doing business in 

China had focused on joint ventures until earlier '90s in three main areas: 

a). providing strategic guidelines on how to set up  joint ventures (Datta 
1988, Davidson 1987, hlather e t  a1 1987, Harrigan 1985, Root 1987); 

This assumption turned to he untrue a s  to be discussed in Chapter 2 .  Of the two studies from which the 
cases for the current study we1.e dra\vn, only a very small percentage of the Canadian companies used 
equity joint ventures. The f irst  study by Abramson and Ai (1993) had 16 companies fronl the  Province 
of British Columbia, two of which used equity joint ventures. From the  second study by Huang (1993 1, 
8 out  of 55 British Columbian companies doing business in China used equity joint ventures. 

'. The World Journal, August 1992. 



b). case studies describing specific joint venture esperiences (hie110 1991 
Beamish, Killing LeCraw 8t Crookell 1991); 

c). focusing on specific issues such a s  negotiation (Stewart and Keown 1989, 
Krkbridge and Tang 1990, Eiteinan 1990, Adlcr 1992) and control (Geringer 
and Hebert 1989, Schaan 1988). 

1.2.1 - Rationales for Pairing Up With the Chinese 

Some research had studied empirically the motivations for forming joint 

ventures bet~xreen partners as  diverse as  Americans and Chinese: 

+ Calres and hIehra (1986) found tha t  the choice of joint venture was 
influenced by the characteristics of the industry and by the cultural 
characteristics of the foreign and home countries; 

+ Kogut and Singh (1986) and Kogut (1988) found tha t  the manufacturing 
sector had a higher concentration of joint ventures; 

+ Berg and Friedman (1978) found tha t  joint ventures were used 
predominantly in resource development industries such as  mining, 
petroleum refining, and basic chemicals; and 

+ Stuckey (1983) found tha t  joint ventures in the aluminum industry helped 
to achieve economies of scale and to reduce costs. 

Joint ventures were prone to management conflicts and control problems 

(Lvles 1988), and might not necessarily guarantee high performances (Berg and 

Friedman 1981). Why would t,hen anyone use this strategy in foreign market  

entq-? Schuler e t  a1 (1991), Webster (1989), Huang (1992) and Harrigan (1987) 

argued tha t  joint ventures helped the companies involved to: 

+ form strategic alliances to achieve synergy effects in the areas of research 
and development, manufacturing, marketing and sales; and to better take 
advantage of the world market.  

+ reduce investment risks through sharing with others; 

+ gain market access in  countries where restrictions on other business 
forms such a s  wholly owned and imports full foreign ownership existed; 

+ transfer technology 



1.2.1.A Strategic Alliance and Synergy Effects 

The conventional wisdom of pairing up the complementary competitive 

strengths of the partners to achieve what  they could not achieve individually 

(D~:tta 1988, hlorris & Hergert 1987) may not apply to China. Pairings such as  

marketing and manufacturing, R&D and production, technology and production arc  

cornnlon among industrialized nations. For most Chinese enterprises, however, 

their colnpetitive strength in these areas are  yet to be developed. The synergy for 

investing in China seemed to come frorn mainly the marriage of western 

technology, investment and management know-how and China's vast  supply of 1 0 ~ ~ 1  

cost labour, land and raw materials, and potentially large market.  

The rnairl attraction of investing in China from a n  investor's perspective 

was the availability of low cost labour, inexpensive materials and low land costs 

(Greene, 1991). Without proper technology, adequate investment and managenlent 

know-how to put them to work, most of these would be under-utilized. On the 

other hand,  most western countries faced almost the opposite situation of 

increasing production costs and diminishing returns.  There seemed to be a natural 

nlatch which would generate nlutual benefits to both the Chinese and  foreign 

investors. Thus this study proposed tha t  

P2a: Canadian companies that invested in joint ventures without 
such synergy effects would have lower performance than those with 
such effects. 

Joint ventures, a s  strategic alliances, were set up to improve the overall 

competitive position of the partners in  the increasingly global market  (Dat ta  1988, 

Harrigan 1987, and Shenka & Zeira 1987). Since several nations in the Asia 

Pacific region had become industrialized, the region as  a whole represented a 

major market for consumer goods. By year 2000, i t  has  been predicted tha t  Asia 

would produce about 29 percent of world manufactured products and  Asian GNP 



by year 2011 would equal to tha t  of North Anlerica(Cragg, 1993). By teaming up  

the Chinese lorn production costs and access to the regional markets with Canadian 

companies' capital, technology and management, Canadian conlpanies could better 

take advantage of the large regional market.  

1.2.1.B Reduction of Investment Risks 

For many North American companies, doing business in China imposed 

some immediate threats including an  unfamiliar business environment, 

government regulations and policies, and changing consumer tastes. These 

uncertainties might seem too risky particularly for smaller companies with liinited 

international experiences. Furthermore, i t  was difficult to obtain reliable market  

information in China a s  such information might not exist a t  all for some 

industries, or i t  lllight be too costly to gain access to even if i t  did exist. The 

rapidly changing market may also have made available infornlation obsolete within 

shorter time. 

By pairing up with local business partners, agents, distributors or brokers 

\t1ho are  familiar with the local business environment, a company would be able to 

reduce the business risk. Since such individuals are  located closer to the market,  

foreign companies could have market information conveniently. Additionally, such 

individuals are  likely to be well connected and have good Guanxi in the  local 

business comn~unity.  Such conilections can be harnessed to greater advantage for 

foreign investors (Davidson, 1957). Therefore, this paper proposes tha t  

P2b: Canadian companies that hired local partners, or distributors 
or agents were more informed about the Chinese market and likely 
to have higher sales performance than those that did not. 

1.2.1.C Gaining Market Access 

Joint ventures in China were frequently used and created due to 

government pressure and with government partners and often formed with 



partners from ethnically related countries (Heamish, 1993). The Chinese market 

remains partially closed to foreign corllparlies for a nuinber of reasons. First, 

foreign exchange shortages among Chinese enterprises limited these enterprises 

from buying foreign products and se i~ ices .  Second, China was unlikdy to give 

away control in strategic sectors such as telecon~n~unications, trarisportatioll and 

energy generations to foreigners. Foreign companies may have to cooperate with 

the Chinese government to tap into these markets. 

Third, Chinese emphasize "mutual benefits" strongly. Joint ventures, by 

allowing the partners to share both the oivnership, managenlent and control, might 

be perceived as fairer to the C,hinese than other entry modes. They might 

otherwise felt exploited by foreign investors and foreign devils ( P u r ~ e s .  1991). 

Joint ventures offered a convenient vehicle to penetrat,e such nlarkets 

(Datta 1988, Gones-Casseres 1989, Shenka 85 Zeira 1987, Herlew 1984, Morris & 

Hegert 1987 and Tichy 1988). Shared ownership and control were one way to 

overcome the hurdle of Ilationalism. Further, joint ventures offered a solut-ion to 

the foreign exchange problelll for the Chinese government. With few exceptions', 

the Chinese Joint Venture Laws required all joint ventures to balance their foreign 

exchange budget during the life span of the projects. Thus the Chinese 

government did not have to provide foreign exchange to such operations. 

In fact, government related reasons are the major rationale for joint 

ventures in less-developed countries four times more often than in developed 

countries (Beamish 1985). Thus this paper proposes that:  

P2c: joint ventures with the Chinese were the only way for some 
Canadian companies to gain access to the local Chinese market 
which was otherwise closed to Canadian companies. 

3 
. Such requirement  could be loosened for- projects of great  interests  to  t h e  Chinese. 
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1.2.l.D Joint Venture As A Neans To Transfer Technology 

Using joint ventures to transfer advanced technology has  been a common 

practice in developing countries i na t t a  1988, Lesserre 1953 and O'IZeilly 1985). 

The Chinese preferred to acquire technologies through joint ventures rather than  

licensing (de Keijzer, 1992). Outright purchase of technology has  been sporadic in 

recent years due to domestic austerity programs, questionable protection of 

proprietary knoivledge and lack of foreign exchange. 

Furthermore, without adequate training and services provided by the 

supplier, such imported technologics may not be as  productive as  they could be. 

For example, in order to market a special mining technology to China, the supplier 

may have to demonstrate the effectiveness of such technology in China. To do so, 

the supplier has  to set up an operation in China using this equipment and 

technology with Chinese supporting system. If, after a testing period such as  of a 

year, this technology was proved successful in China, other Chinese mining 

operations may decide to b q  it. Thus this paper proposes that ,  

P2d: Joint venture with the Chinese was more effective in 
transferring technology to China than direct exports and wholly 
owned operations, as it shared control and expertise between the 
Chinese and the Canadian partners. 

In joint ventures, the Canadians learned how to be more effective in China and  the 

Chinese learned Western business and management techniques. This learning was 

assumed to increase the effectiveness of joint venture operations. 

1.2.5 Summary 

Canadian conlpanies might have several motivations for forming joint 

ventures with the Chinese, including forming strategic alliances to better take 

advantage of the regional markets, reducing investment risks, gaining access to the 

Chinese market,  and transferring technologies. However, the decision of foreign 

market entry strategy, including joint venture, could not be accomplished in 



isolation of the internal and external factors related to the decision. Root (19S7) 

identified six categories of such factors, including factors related to: 

+ target country 
market; 
environnle~lt; 
production; 

+ home country; 
+ company 

products 
resource/con~mitment. 

The next and following sections mill discuss the Chinese business 

environment to identify factors related to Canadian companies doing business in 

China. These factors were not only related to the selection entry strategy, but also 

critical to the performance of these companies. 

1.3 THE CHINESE BUSINESS ENVIRONMENT 

Since 1979, the economic priorities of China have been to lnodernize 

productio~l facilities, absorb foreign technology and use foreign capital to develop 

its infrastructure. Several steps h a w  been taken to facilitate this process. First, 

nurnerous Special Economic Zones (SEZs) were set up along the coastal cities and 

provinces in 1979, offering tax breaks and other preferential trcatment for foreign 

investors. Second, since 1984 more coastal cities were allowed to provide similar 

incentive programs and policies to encourage foreign investment and technology 

transfer. Third, various regulatory measures have been taken to improve the 

business environment for foreign companies including the implementation of the 

Joint Venture Law in 1979, and the standardization of taxation laws in 1992. 

Such economic policies appeared to be working. Real GNP growth averaged 

more than 10 percent per annunl, and real per capita GNP growth averaged 

growth rate of more than 9 percent since 1979. Two things emerged as a result 

and fuelled each other. First, to maintain this growth, more investment and 

technologies were needed to improve the basic infrastructure. Second, a consumer 

group ready and capable of consuming was created. The end result was a stronger 

demand for foreign investment, technologies, products and services. This perhaps 



explained why there has  been on increasing number of foreign companies doing 

business in China. 

Despite such success, China is still a developing nation, and faces many 

problems and difficulties. These in turn translate into problems and frustrations 

for foreign companies doing business in China. Foreign firms often attribute the 

difficulties they experience in China to problem in the Chinese investment climate 

(Liebertha1 and Prahalad 1959). In a n  attempt to understand the problems of 

Anlerlcan companies doing business in China, Lawson (19SS) concluded tha t  the 

Chinese marliet was attractive, but the costs were often high too. The high cost 

might be a result of a number factors related to the Chinese business environment 

which will be discussed nest .  

1.3.1 Multi-level Bureaucratic System 

Dealing with Chinese bureaucracy could be extremely frustrating and time 

consuming due to a number of reasons. First, duplication of function both 

horizontally and vertically often caused confusion and delay for foreign companies 

trying to do business in China. For example, approvals or chops from every 

department and a t  each level are required before doing anything. Lack of 

communication, common between governinent departments, only worsened the  

problem. Second, few bureaucrats were willing to take responsibility for timely 

decision making because punishn~ent  for mistakes far outweighed the reward for 

efficiency. Third, the government usually had goals (e.g. job creations) different 

from those of foreign companies. Delays might be caused by such hidden 

disagreement between the Chinese and foreign businesses. In addition, the 

Chinese culture seemed to value time differently from Western cultures (Abramson 

and Ai, 1993)". This paper proposes tha t ,  

4 
. Work in Progress on "Differences in  \Vork Related Values Between Chinese, Canadian  a n d  Anlericans". 
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P3.la: the slow bureaucratic system is a major sourcz of frustration 
for Canadian companies doing business in China. 

The delay caused by the Chinese bureaucracies was a reflection of the 

Chinese inexperience with standard \Vestern business pract~ces.  However, there 

were indications tha t  the length of delay was correlated to industries and locations 

of the projects. Hi-technology and export oriented industries had higher priority 

and thus received better and specdier treatment (Grub and Lin 1991) from the 

government. Special Economic Zones (SEZs) were known for their assimilation of' 

Itrestern business practices. All such zones were located along the coastlines anu 

had casler access to transportation. Therefore, operations located in highly 

publicized areas such a s  Eeijing, or other well developed areas like in the SEZs, 

may experience less frustration and achieve higher levels of satisfaction and 

performance. Thus this paper proposes tha t  in relation to other companies, 

P3.lb: hi-tech Canadian companies located in SEZ or open cities 
may experience less frustration, and achieve higher levels of 
satisfaction and sales performance than low-tech companies located 
in other areas. 

Corruption among Chinese officials seemed to have increased despite the 

senior leader Deng Xiao Ping's determination to crush down this deep-rooted 

problem (December 1993, Fa r  East  Econon~ic Review)". h1in.g Pao, a daily Chinese 

newspaper published in Hong Kong reported lately tha t  some researchers argued 

tha t  if China were to change colour, if could only be caused by corruptions among 

officials, their relatives and families. hlany foreign companies felt lost when 

confronted by Chinese officials asking for personal benefits. Given the severity of 

such corruption among Chinese, the amount of foreign investment in China had 

been growing rapidly. The rapid increase in foreign investment suggested tha t  

5 ,, . I here have been an  increasing number  of reports  on cor rup t~ons  among t h e  Chinese off ic~als  on t h e  popular 
press, including both Singh Tao I)nlly, \Vorld Journa l ,  Economist, and  The  F a r  E a s t  Economic lirvlew 



foreign companies were learning how to adapt to this situation. This issue of 

corruption and bribing would be discussed later in Chapter 5. 

1.3.2 Foreign Exchange 

Rapid foreign investment in China had added to the foreign exchange 

problem in China. More joint ventures meant higher demand for foreign exchange 

to obtain the needed technology and equipment. The Chinese \\rere extremely 

sensitive to and concerned about the projected foreign exchange performance of a 

joint vcnture (Davidson 1987). The current Joint Venture Law requires a balanced 

foreign exchange flow over the life span of a joint venture. The sensitivity over 

balancing foreign exchange for a joint venture translated into restrictions on 

foreign investors. 

First, the foreign partner was expected to contribute hard currency a s  par t  

of the initial investment while the Chinese partner often used investment in-kind 

such as  equipment and machinery as  their contribution. Second, the Chinese often 

~van ted  the joint venture to export a s  soon and a s  much as  possible. Priorities 

were given to export oriented projects or projects related to import substitution. 

The pressure for exports might be in conflict with investors' goal of developing the 

local Chinese market.  

Third, payment of dividends and royalties could be delayed due to 

insufficient export sales. Fourth, the Chinese might inflate the value of land, 

buildings and equipment so tha t  foreign con~panies had to contribute more to 

maintain the desired share of ownership. 

The problem of foreign exchange shortages was well recognized. Cases 

such as  the Chrysler - Beijing Jeep joint venture (Aiello 1991) were widely 



publicized". It  became increasingly clear tha t  foreign exchangc was critical to both 

the Chinese and foreign companies in China. It  was thus no wonder tha t  

companies were turning to producing for import substitution and purchasing for 

exports to combat this problem (Frisbie 1988). This paper therefore proposes that ,  

P3.2: Foreign exchange is a critical factor related to satisfaction and 
sales performance of Canadian companies doing business in China. 

Although the foreign eschmge problem was universal to all foreign 

investnlent in China, i t  seemed that  certain industries were affected more than 

others. The hi-technology industry for esample, faced a clilelnnla rooted in foreign 

exchange shortages. imports versus high retail price. On the one hand,  the 

support industry in China was not sophisticated enough to provide the required 

components (Shea 1988) for production, so these parts had to be imported. On the 

other hand, the need for imports drove up the production costs, making the end 

products more expensive and less competitive. 

1.3.3 Staffing and Employee Training 

Ilecruiting skilled and capable manpower from the labour force represented 

the most challenging task for foreign companies doing business in China (Epncr  

1991). Joint ventures were more vulnerable since many of them were upgrading 

their level of technology or transferring more decision making to local staff (Cheng, 

1969). Despite the plentiful supply of low cost labour, finding capable enlployees 

was still a major task for 11la11y companies doing business in China for several 

reasons. First ,  the Chinese workers were not as  mobile a s  their counterparts in 

Canada and the United States.  For many Chinese, their employlnent with their 

"Dnnwei" (working unit)  was life-long. Their life style, including housing and 

schoolirlg of their children were often provided by the employer. Permission and 

6 r >  
. I he company ran  into serious problenls, because the Beijing governrncnt was unwilling to allocate millions 

of dollars of hard currency for U J  to import CDP Kits from the United States for production in Heijing. 



compensation to the employers were often required in order for the individual to 

free himself from this life-long contract7. 

Second, though the nominal salary for the average ~vorlier was low in 

China, bonus and employmcnt benefits such a s  subsidised housing and health care 

could be very costly. Such fringe benefits could be worth more than the actual 

wages. 'Third, low labour costs were more or less offset by labour quality. 

Chinese workers usually did not have the drive to excel and  were unwilling to take 

responsibility. Chinese nlanagers in general were less concerned about costs, and 

Lrery reluctant to make any mistakes. The managers and workers often had poor 

relationship. 

Training was often required and not just to improve productivity. I t  was 

important by itself for the Chinese nlanagen~ent  and employees. For the Chinese, 

acquiring technology via training programs, sharing of designs, materials 

e n ~ n e e r i n g ,  or management skills were important training goals. Training often 

was provided by the foreign partner,  preferably in a third location, or a t  the head 

office location. Such training was often written into the employment contract for 

the Chinese and requested for a large number of employees. This paper thus  

proposes that ,  

P3.3a: finding capable and qualified local employee is a major 
challenge for Canadian companies setting up joint ventures in 
China, and 

P3.3b: training, preferably in a foreign country is an important 
factor in persuading the Chinese to do business with Canadians. 

Training could become a major cost component of the operation. For 

example, training in  the United States can easily cost about $25,000 to $30,000 per 

year per capita. 

7.  A close family member of the author is  currently facing this dilemma 



1.3.4 Guanxi, Face and Other Cultural Aspects 

Acquiring materials and parts for p1,oduction in China was a complex task 

(Davidson, 1987). Sourcing locally was less costly but the quality was usually not 

up  to standards of 11-estern companies. Even when the quality was acceptable, the 

supply Ivas not reliable Quality materials were usually a s  costly a s  sourcing from 

international suppllel-s Even when quality and supply were acceptable, the 

delivery time could st111 be a problem as the Chinese transportation systein was 

significantly behind the demand. Critical raw materials were usually allocated 

centrally ivith important and influential "guansi" often holding the key to get the 

needed raw materials 

Guansi was a f ~ ~ n d a m e n t a l  component of the Chinese business culture 

(Pul-ves, 1991). and the tivo were interrelated. Guanxi was built on family 

connections and const,intly taking and giving favours and help. I t  was needed 

virtually everj-ivhere to obtain business permits, source supplies, and even to 

obtain staff. Developing and maintaining such guansi and connections would be 

costly. To secure a material supply, for example, one may be forced to take on a 

relative of the supplier, which would add to the labour costs. Soine Western firms 

found tha t  hiring someone ( a  broker, a n  agent or a local partner) with wide and 

influential guanxi was invaluable to joint ventures (Lawson 1988). 

Some (O'Reilly, 198'7) stressed tha t  having the right kind of guanxi and 

connections was the most important factor for a smooth and successful operation in 

China. This view \vas not shared universally. Others have found tha t  guanxi was 

unreliable (Grub and Lin 1991) because i t  was built on personal relationship. 

After some fair amount of investment of time and resources to develop guanxi with 

a certain individual, the individual leave his position and had little influence in the 

area of concern to the foreign company. Nevertheless, this paper proposes that ,  



P3.4a: Canadian companies that have well established connections 
in China were less frustrated about doing business in China and 
have higher sales performance than companies without such 
connections. 

Giving and preserving "face" was another important aspect of the Chinese 

cu l t l~re  tha t  foreign companies doing business in China should be aware of 

(Kirkbridge and Tang 1990). Liu (1993) defined face a s  reputation or respect from 

others based on one's own efforts. To give and presenre face for the Chinese, direct 

confrontation ~ v i t h  the Chinese should always be avoided. 

Since the Chinese business environment was intertwined with the Chinese 

culture, an  understanding and appreciation of the Chinese would help foreign 

investors to get along with the Chinese inore s l~~ooth ly .  Therefore, this study 

proposes that ,  

P3.4b: awareness and appreciation of the Chinese culture in general 
was critical to Canadian companies doing business in China. 

1.3.5 Stability of the Chinese Business Environment 

The fast econonlic growth, especially in the opened areas and large cities 

had fuelled inflation and had nlany people worried (The Economist, 1993). Fas t  

growth and higher return in the more developed regions attracted capital away 

from less developed regions where investment was desperately needed. Such 

diversion of capital had created some imbalance of economic wealth and  power 

among the different r egons  of China. Thus while the rich got richer, the poor got 

poorer, with widening gap between the two? Without proper measures to close 

such gap, social unrest might become inevitable. 

Politically, many believed tha t  the stability of China depended on the agmg 

"Godfather" of China's current econonlic policy, RIr. Deng Xiao Ping. His death 

might cancel his economic policy and create chaos in China. The political risks 

'. South China hlorning Post December 29, 1993. 
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were highly speculative since no one knew for sure what would happen if the 

current political leader of China suddenly passed away. Some!' believed tha t  there 

might be chaos within a year of the leader's death, and should there be no chaos 

\rithin this period, there \vould be none a t  all. This paper nevertheless proposes 

tha t  

P3.5: Canadian companies that were deeply concerned about the 
potential instability of China were more likely to use less involved 
and less risky entry modes such as direct exports rather than more 
involved strategies such as joint ventures and wholly owned 
oper a t '  ions. 

1.3.6 Lack of Formal Procedures and Legal System 

Some business managers have expressed their concerns over frequent 

changes in fees and taxes imposed by local authorities on foreign invested 

companies (China Outlook, hlarch 1993; \I7orld Journal April 1993). User fees for 

the road system. different utility fees and local taxes were often levied on foreign 

invested businesses \ilithout formal justification. Yet i t  was difficult to appeal such 

decisions a s  legal protection for investors and proper regulations over extra levies 

and surcharges were lacking. To protect thenlselves in China, many conlpanies 

depended on maintaining good terms with the Chinese rather  than  legal protection 

Thus this paper proposes t ha t  

P3.6: Canadian companies doing business in China relied on 
developing and maintaining good relationship with the Chinese to 
protect themselves rather than seeking legal protection. 

1.3.7 Summary 

Understanding the Chinese business environment and assessing the market  

potential might be standard business practice in developed countries. Accessing 

and assessing market information in China were not easy tasks. For example, 

9 
Such a s  Canada's former Ambassador to China Dr. Earl Drake. The issue was raised during the 13th 

Canada China Business Council Annual hleeting in the Fall of 1993 in Vancouver. 



creating a cost profile in China was difficult since the pricing system for foreign 

companies differed from that  for local companies. Foreign inrrested companies 

were often charged substantially more than  the Chinese (La\vson :9SS). Further,  

costs of travelling, negotiation. training in both countries were important parts of 

the over-all cost profile. Yet these cost items were very difficult to assess: no one 

seemed to know for sure how long i t  would take to do anything in China, as  time 

did not seem to mean much for most Chinese (Cheng, 1989). 

However, there have been positive signs tha t  the business environnlent in 

China has  been improving. One such sign was the proposed abolishment of 

regulated exchange rate1" by January  1, 1994. It  seemed tha t  the Chinese had 

been learning and the level of bureaucracy was gradually coming down. 

At the sarne time. interaction with the Chinese and  exposure to infornlatio11 

about other foreign companles doing business in China may encourage learning 

among foreign investors as  well. For e s m ~ p l e ,  some foreign investors learned tha t  

in order to do business in China, foreign companies needed to have good 

connections and close guanxi with the Chinese in China (Purves, 1991). Due to 

such learning and ~ncreased  exposure to infbrmation about China, foreign firms 

developed more practical understanding for the requirements of doing business in 

China, and set more realistic expectations about the Chinese market.  

As foreign investors and companies learn what to expect from China, they 

might be less frustrated about doing business in China. Thus this paper proposes 

t ha t  

P3.7a: the level of frustration Canadian firms doing business in 
China experienced may have been reduced as a result of learning 

10 . China Daily August 27, 1993. This policy has been implen~ented to a large degsee start ing January  
of 1994. However, instead of abolishing foreign exchange altogether, it  has been gradually phased out 
of circulation according the floating market rates. Foreigners are no longer required to purchase FEC 
a t  a discriminatory rate. 



by both sides, leading to higher sales performance and lower 
frustration. 

Further,  a s  investors become more confident about doing business in China, 

they may become more willing to take control over their nlarket or their 

investment in China. Naturally, one would expect tha t  the percentage of wholly 

foreign owned investnlent has increased over the years because of this. Thus this 

paper proposes that  

P3.7b: Canadian companies are now more willing to use joint 
ventures and wholly owned in China than before due to learning 
and increased confidence in the company's ability to compete in the 
Chinese market. 

Certain problelns and frustrations experienced by foreign companies in 

China were caused by the ine>;perience of both Chinese and foreign investors. 

Such problems could be resolved by learning over time. Other problems, such as  

the Chinese negotiation style, might have their roots in the Chinese culture and 

thus would change little over time. In her longitudinal research on the United 

States-China business negotiation, Tung (1982, 1989) observed tha t  the Chinese 

changed little in their negotiation style. 111 her own words, "the more things 

change, the more they remain the same.". Thus this paper further proposes tha t  

P3.7~:  The amount of frustration experienced by Canadian 
companies negotiating with the Chinese did not change much as the 
Chinese way of negotiation remained constant over time. 

1.4 SUCCESS OR FAILURE: WHAT CAUSED IT? 

The overall attrition rates of joint ventures were high, ranging from 45%' to 

70% (Schulcr e t  a1 1991, Harrigan 1987, Levinc and Ryne 1986). No reliable 

Mendenhall and Oddou (1991) suggested tha t  only 1 in 10 foreign investments in 

China were profitable. According to The World Journal,  (March and April 1993) 

joint venture perfornlance in China in  certain areas had been less than  satisfying, 



resulting in m a n y  foreign inveqtors scaling down thei r  initla1 plans of investment 

Some of t h e  variation in pc.rforn~ance mlght  be caused by t h e  various 

performance measures  usccl. Different measures  would untfouhtcdly yield diffirent  

performance levels. Furthc>r, a joint venturc's goals and  ol?jectives a r e  often used 

a s  perf'ormnnce criteria agains t  which the  perform:~nct. of t h e  joint venture  is  

measured.  Since foreign i11vestol.s often se t  u p  joint ventures  to achieve varying 

ol~jectives, i t  was  not surprising t h a t  d i f k r e n t  companies used cliffel-ent 

performance mcnsurenlellt criteria l 'hc issup of performance evalu:~tion w a s  

fur thcr  complicated by t ransfer  payment and  diffkrent accounting s tandards  

(Hornell and  Vahlne 1989, Porter  1991). 

A number  of pei.formance indicators have often been used to measure  j O i l i L  

venture  performanct?. Some used financial indicators such a s  pay-back period 

(Davidson 1987) or t h e  effects of t h e  joint venture  on t h e  profitability of t h e  

parents  (AlcConnel and  Nnntell 1985). f - I o ~ e \ ~ ~ r ,  financial performance vf j o ~ n t  

ventures  was sometimes insufficient for evaluating joint ventures .  .Joint v e n t u i . ~ ,  

t h a t  score poorly financially may  still be deemed successful (Schaan 1988) .  T h e  

parents  companies m a y  have  other  ways of achieving profits such a s  t ransfer  

pricing, or  charging management  fees, consulting fees, or  royalties. T h u s  

h la t suura  (1989) evaluated joint venture  performance based on whe ther  f irms Lvere 

willing to s t ~ ~ y  longer in  t h e  joint venture,  a n d  changes in  t h e  level of investment. 

As diverse a s  t h e  existing measures might be, lnost measures  were based on t h e  

belief t h a t  performance evaluation should be based on whether  a joint ven ture  h a s  

m e t  i t s  expected goals. 

T h e  difficulty of defining joint venture  success or  failure was  compounded 

by a number  of confounding variables. Fi rs t ,  t h e  success r a t e  may  be indust ry  a n d  

sector specific, a s  discussed earl ier .  Second, the location of a joint ven ture  m a y  

also influence i t s  level of performance. Third,  t ime of en t ry  could have  somc impact  



011 the  difficulties espcricnced and  t h e  lcvcl of performance (Lyles, 1988). 'This i s  

la]-gely t h e  result  of the  lcarnlng effects. reglons t h a t  opened earlier to the  outslde 

a re  ahead of t h e  res t  on the  learning curve. Four th ,  in relation to t h e  learnlng 

effect, t h e  previous level of expc,riencc each par tne r  h a s  in international joint 

ventures  could also have some ~ n f l u e n c e  on the  joint venture  performance I f ' t h e  

par tners  '\re experienced in joint \.cnture managenml t ,  they may  avold pre\.lous 

mistakes and  obtain a more efficient jmnt venture.  

1.4.1 Critical Success Factors 

Aside from the  t~nvironniental  factors t h a t  a r e  crltic,ll to joint 1.cntu1-e 

success, there  beems to be 3 set of variables internal  to joint venture  p:lrtncl.s ~ h : ~ t  

a r e  equally ~ m p o r t a n t .  These variables include def imng t h e  joint venturc  goals, 

selc.ctlng t h e  right pa r tne r  ;ind proper management  control of the  joint vcrlture. 

1.4.1.A Understancling of the Chinese's Goals and Concerns 

For a jomt venture  to be successful, the  par tners  involved should h:ive 

clearly defined shor t  and  long t e rm goals. Such goals will help the  pa r tne r \  to 

develop a franlework for operational control and  performance evaluation. 

Fur thermore,  such goals should be clearly communicated to each other  

Goal congruence between par tners  was  critical to joint venture  success 

(Da t ta  1988, Davidson 1958). However, th is  was  not required for joint ~ ~ e n t u r e s  

be t~veen  coinpallies from t h e  developed wononlies and  t h e  developing economies, 

such a s  t h e  Chinese (Beamish c t  a1 1991, Kogut 1987). According to  t h e  platform 

theory, a s  long a s  each par tne r  w a s  receiving some benefits, not  necessarily t h e  

s a m e  from the  joint venture ,  then  a platform was created to keep t h e  joint ven ture  

afloat. T h e  goals for foreign companies entering joint ventures  wi th  t h e  Chinese a s  

discussed earlier were  often evident easy to unders tand.  The  Chinese goals were  

usually masked and  not easy to understand.  They may  include training,  acquiring 

modern managcmcnt  skills, job creation a n d  protecting national interests.  



Cllillese had ill acl~ieving their joint venture goals was f;lr beloxv what one would 

expect For exalnple, 1shilt1 exports and localization of production were set  out as 

primary goals for most ~ o m t  venturcs in China, few ivere able to achieve thls 

~vl th in  the planned period. The explanation may lie in the differences between the 

statcd and true purpose of the joint venture 

The Chinese were primarily interested in obtaining knowledge from foreign 

firms (Campbell 1989 1 Though the short term financial performance may looli 

bleak, knowledge acquired thlmugh joint venturing with foreign colnpanics pro\.lded 

long-term benefits for the Chinese. It n-a:: never the Chinese intention to leave 

control of the high-technology industry. or the dcvelopnient of i ts infrastructure to 

foreigners. The short tern1 losses were prices paid fbr long term benefits. That  

was why some foreign companies were allowed to elljoy certain non-traditional 

ways of making p1,ofits (Aiello, 1991) such as  higher transfer pricing. 

Though the partners did not have to share the same goal, companies tha t  

understood the Chinese' goals and concerns would have a better understanding of 

the Chinese mind. Further,  companies tha t  demonstrated their willingness to help 

the Chinese achieve their goals, and learned to cope with the reality of China 

would certainly find i t  easier to do business in China. Failing to do so was likely 

to result in high levels of frustration doing business in China. Thus this paper 

proposes tha t  

P4.la: Canadian companies that understand and appreciate what 
the Chinese are trying to achieve are less frustrated about doing 
business in China, especially during negotiation with the Chinese. 

1.4.1.B Selecting the Right Partner 

Finding the right partner is closely connected with the goals each partner  

has .  The right partners would have similar organizational cultures, administrative 



styles, a n d  nlanagement philosophies and  goals (Davidson, 1987). Western theory 

h a s  s t a ted  t h a t  partners should have a n  orientation a n d  objective in common, and  

should bring comp1eineli~al.- and  relevant. benefits to c~ach other. These 

requirements may not be realistic given the  differing organiz;itional cultures,  

a d m i n i s t r a t i ~ e  styles and  m m a g e m e n t  philosophies t h a t  a r e  common in  a 

capitalist country such ns Canada and  a developing socialist country like China.  

However, the  platform t h e o q  (Aiello, 1991) suggests t h a t  Chinese a n d  Canadians  

m a y  develop a level of t r w t  and  conmi tment ,  without joint goals, because each 

par tne r  is benefittillg from the  relationship in a different way. 

Three  a t t r ibutes  appear  to be very important in selecting a Chinese joint 

venture  par tner .  Fi rs t .  the  Chinese par tner(s)  should be experienced in dealing 

wi th  foreign companies. Second, t h e  Chinese par tner  should be well connected and  

capable of delivering w l ~ t  i , ~  expected of i t ,  such a s  recruiting and  sourcing locally 

for the  joint venture .  Finally. the  Chinese par tner  should have been successful in 

t h e  Chinese market .  

Conversations with people who had  been doing business in China revealed 

t h a t  the re  was  a c(>ncern about the  decreasing busincss ethic in China.  " I t  is easy 

to r u n  into people 1~110 appear  to be committed. But  when t ime calls for real  

commitment,  very fen- a r e  left". Technical competence seems to be of less 

importance a s  the  foreign par tne r  will be responsible for th is  aspect. The major 

role of t h e  local pa r tne r  was  to help deal with business environnlent a n d  to  help  

t h e  foreign par tner  learn about doing business in China.  Finally, t h e  pa r tne r  

should be committed to the  joint venture.  This paper proposed t h a t  



P4.lb: Canadian companies with experienced, committed and well- 
connected Chinese partners are more successful than companies 
without such partners. 

1.4.1.C Control 

China has espel-imented with different variations 111 joint venture 

o~vi~ersh ip ,  resulting no apparent optimal combination of structure and o\vnership 

(Ye 1989). Control was not synonynlous wit11 ownership, though, and control over 

the daily operation was n1ore important than ownership. Even partners \ n t h  

minorlty ownership could install an  adequate alllount of control through the 

appointment of licy in;~nagcment  personnel and board members (Schaan. 1938) 

Strong and continuirlg interests and comnlitment by senior management from both 

partners nras all effective way to control and manage a joint venture. 

Cllin;~ has undert:iken vast changes to its economic structures by privatizing 

most of the government controlled business enterprises. As the country d e ~ e l o p s  

economically, the focus and enlphasis of i ts econonlic policies, including pollcic2s 

guiding foreign investments may shift a s  well. hlany companies have already 

experienced the inlpact of such changes in the areas of foreign exchange control 

(Cheng, 1959). 

Foreign partners from powerful industrial countries such a s  the United 

States might be able to influence this situation by relying on the bargaining pon7er 

t ha t  the American government had in relation to the Chinese. Companies could 

contact either the American Embassy or the State Department to press their case. 

Corllpanies from smaller industrial countries such a s  Canada would not be 

able to rely on pressure by the Canadian governn~ent to improve their situation. 

However, i t  was suggested tha t  these foreign partners 111ay have had informal 

influence tha t  was Illore effective with involved Chinese government agencies or 

regulatory boards thall the influence of the Chinese partners. Therefore, foreign 



investors should riot leave the Chinese partners entirely responsible for dealing 

\sit11 the Chinese business environment. The company should closely monitor any 

changes to the Chinese business environment so a s  to maintain control over the 

situation. Thus this study proposes that  

P 4 . 1 ~ :  Canadian companies that relied on their Chinese partner to 
take full responsibility for harnessing the Chinese business 
environment are likely to have lower sales performance than those 
taking full interests in the entire operation. 

1.5 SUMMARY 

'I'he mail1 purposc of this chapter was 10 form propositions on (2anadian 

companies doing l)usiness in China using existing infurmation about foreigl~ 

companies doing I~usiness in China. At the beginning of this study, i t  was 

assumed that  majority of Canadian trade with China ivould be pei.formed through 

joint ventures because of the emphasis of Chinese government policy on tha t  form 

of entry strategy. This expectation was reinforced because the majority of business 

literature on doing business in China was related to joint ventures. This litel-nture 

review nras, thelyfore. dominated by issues related to joint ventures. I t  was 

subsequently discovered tha t  Canadian conlpanies did not use joint ventures a s  

conlnlonly as  other entry strategies. \Vllolly owned, and particularly csports 

strategies seemed to be popular choices. 

Joint ventures were formed for several main reasons. These included to 

reduce investment risks in an  alien environment, to gain market access to 

othenvise closed market,  to achieve synergy and econoinies of scale, to form 

strategic alliances, and  to transfer knowledge. 

The main motivation of forming joint ventures was rooted in the business 

environment of China. The slow and bureaucratic system, problems ~ v i t h  foreign 

exchange, with sourcing, with staffing, and cultural differences often proved to be 

too much for a foreign investors to cope with on their own. These coupled with 



social and political instabilities seemed to make the alternative of joint venture 

more attractive. The main advantage of' such joint ventures was that  the local 

partner n'ould help smooth out problems, and provide stability to the joint venture 

Joint venture performance was dependent upon several critical factors: 

\vhether the partners can achieve a certain platform of benefits so tha t  each 

rcccivcd what  they wanted; the ability to single out a right pnrt.nc.r, and resolve 

conflict. Much of the u n h a ~ ~ p i n e s s  about joint V C I I ~ U Y C S  centred arouild conflicts 

between partners, otvnership and joint management. 

The major propositions about Canadian companies doing husinc.ss in China 

a re  summarized in the follo\ving 'Fable 1 (page 35). 



Table 1 - K e y  Propositions About 

Canadian cornpanics tha t   US(^ \vholl?: oivncd to en te r  iIhinesc nrould have t h e  highc.st 
le\reI of s:iles p c r f o r m ~ ~ n c c .  follo\vt:d bv t-hose using joint ventures ,  contr:ictu;iI 
vcntures  and dircct c>xports. 
-- -- 

('ompanics \vith local ~x l r tners ,  or distril)uturs or agc'nts ~ \ ~ ( , r e  more infnrnled a l ~ o u t  thp 
(:hinese n2arkc.t a n d  likely to have higher salcs performance t h : m  those t h a t  did not.  

- 

tJnint ventures  \ ~ i t ] ~  t h e  (:hint'w were the only \yay for some C;inntli~in companies to 
gain across to the  1oc:il ( 'h incse n1:irkct ivhich \vns o t l ~ e ~ . \ ~ i s c ~  closed to ('anacliLln 
companies. 

The ~ l o \ ~  1)ureaucr:itic systc'ni is :I m ~ i o r  source of frustration f i ~ r  Canadi:ln cornp,inicxs 
doing 1)usincss in ( 'hina. --- 

fIi-tech (:an:Idian cnmpanit~s located In SI<% or open cities may experience less 
fr~istr:ition. and  nchiclve liighcv levels of satisfiiction and sales  pc~rformnnce th;ln loiv. 
tech conlpanics loc:ttc~d in orhcr are:is. 

-- 

Forc>ign cssch;Ingc. is a critical f:ictor related to .;:itisfaction and  sales  pcrfbrm;incc of 
(';ln:ldi:~n comp;lnics doing i)usincl.sq in C'hina. -- 
Finding c;ipal~le Lind qualified local cmploycc is LI 111~1jor challenge for (::inadian 
co~n,mnic>s set t ing up  joint v c n t u r w  in ('hinn. 

('ompanics with \ ~ e l l  estnblislictl conncjct~ons in i'hinn \\.ere less frustrated about  doillg 
business in c h i n a  and  have highcr s :~lcs  performance t h a n  companies \ r i thout .  

The a\vnreness and  appreciation of the  Cllinese culturc in general \ ras  critical to 
Canadi:in companies doing business in China.  

The  level of frustration Canadian f i r m s  doing husincss in China may be reduced 3s 3 

resul t  of learning both sides. This  in tu rn  m:ly lcad to higher l e v ~ l s  of satisfaction 
a n d  salcs  performance and lonvcr level of frustration. 

Canadian compt~nies  a r e  now more \villing to use joint ventures  a n d  n.holly oivned in 
China th:in 11efo1-e due  t o  learning and  increased confidence in the  compmy's  ~tbi l i ty  to 
compete in t h e  Chinese marliet.  

- 

I~us iness  \vith foreigners. 

Canadian comp;i~nies t h a t  mdcr.qtnnd and apl~recinte  w h a t  t h e  Chinese a r e  t rying to 
achieve a1.e less frustrated about  doing business in China,  especially dur ing  negotiation 
ivith t h e  C:liincse. 

Canndiali comp:~nies t h a t  relict1 on their Chinese par tner  to take full rcsponsil~ility for 
llarllcssing the Chinese business environment a r e  likt,ly to  h n \ ~ e  lo\ver sales  
I>crfornlance t h a n  those taking full interests in the ent i re  operation. - - 



CHAPTEIt TWO: RESEARCH METHODOLOGY AND DESIGN 

2.1 RESEARCH METHODOLOGY 

The Case Alethod has  been used frequently in social studles and management  

research tYin, 1992) It  allows the  re-earcher to not only tes t  pre-forlnulated theories 

(propositions), bu t  also to explore IqZues further by asking qucxstions such as "who", 

"where", how" and "why" about the  lcsue Five components a r e  often involved in case 

studies.  

a study's questions; 
i ts  p~.oposition.i;: 
i ts  unit( s )  of analysis; 
thc logic linking the  da ta  t o  the propositions; and 
the  criteria for interpreting the findings. 

being critical alld representative of the  situation. Alternatively, this nlethod 1s often 

used in  cliIlical ~~sychology  where the  case is often "unique" and  not repeated.  The 

illain dra~vbacl i  of th is  method is  the  "potential vulnerability of ... turning out not to 

be the  case i t  Lvas thought  to he at the  outset." (Yin, 1992) 

A hIultiple Case Design on the  other hand overcomes this weakness by 

replicating the  ori@;lnal experiment. Each case to be examined mus t  be c a r e f ~ l l l ~  

sorted out so t ha t  i t  ei ther 

6 predicts similar results  ( a  literal replication) or 

6 produces contrary results  but  for predictable reasons (a theoretical 

replication). 

The F:mbedded Case Method is usually used when more t han  one important  

issues a r e  involved in  t he  case study. This methods allows the  researcher not only to 

examine multiple bu t  specific issues ( subun i t s )  related to t he  case, bu t  also lllaintain 



the integrity o f t h e  case. 

The Embedded Multiple Case  Method was selected for this study for a 

number of reasons. First, the case met,llod was the most appropriate for testing 

certain pre-formulated theories (Yin 1992). Par t  of the purpose of this study was to 

test several pre-formulated t,heories about Canadian companies doing business ill 

China using propositions based mainly on the experience of American companies ill 

China. 

Second, the Case h'lethod allows the researcher to explore issues ~vllicll h:\ve 

not been predicted by existing theories. For example, there might be other factors of 

equal importance to the perfonnnnce of Canadian coinparlies doing business in (:hilla 

in addition to the pleformulated tlieories. These might be factors either unique to 

Canadian companies or unique to the Chinese business environment tha t  could 11ot 

be predicted by \Vestern management theories. This method allows the researcher to 

identify such factors by following the lead provided by the in t e i~ i ewee  during the 

interview. 

Third, the hlultiple Case Study is more robust than single case studies though 

both could be used to achieve the same goals. The logic of using the h4ultiple Cases 

hfethod is the same as doing multiple experiments (Yin, 1992). The replication of 

one's findings over a l ~ u l ~ l b e r  of cases or  experiment,^ leads greater confidence in  the 

collclusiolls d r a ~ r n .  For example, it is believed tha t  joint venture with the C l l i ~ l e ~ ~  

helps reduce the : ~ ~ n o u n t  of uncertainty and risk Canadian companies experience in  

China. This theory might be supported by the case of one company. A series of cases 

producirlg sinlilar outcollles would provide logical confirmation of the theory. 



Fourth .  the  Embedded hlethod would allow the researcher to examine multiple 

issues ra ther  than a single issue. In the  currcnt  study, this method ~vould  allow the  

researcher to focus on not only key success factors, but  also on specific issues 

including entry  strategy, negotiation pl,ocess, day-to-day operations and  the  

performance of the firm. Such multi-focus allowed this s tudy to looli a t  the  ent i re  

process of doing business in China ra ther  t han  a single issue of the  process 'I'he 

central over-arching theme of the  project was to determine what  distinguished more 

and  less successful companies in the  contest of developing the  Chinese 111arliet. 

Prior to this study, t\vo other studies about Canadian companies doing busine..;s 

in the  People's liepublic of China were initiated in the  Faculty of Husilless 

Administration a t  Silllon Frascr  University. 'I'he first s tudy esamined the  entry  

strategies by P,rltis1l Colllnlbian conlpanies doing business in  China' .  A list of 

aboclt 100 companies nrerc approached with a questionnaire, of which about 55 

re turned the  questionnaire. 

The seco~ld study examined a number of issues related to Canadian ~ 0 1 1 1 p a n i ~ ~  

doing business in China" A total of 132 companies across Canada were approached 

by a questionnaire and  77 companies returned the  questionnaire of which 14 Lvere 

from the  Province of British Columbia. There was very little overlap (2 companies) 

in the  samples o f t h e  two studies.  These two studies provided t he  current  s tudy  wit11 

a sufficient pool of companies to draw the interviewees from. 

1 .. 
. I his s tudy  \\.as a LIB;\ pl.oject conducted by hIr.  Yi Huanfi under  the  s u p e ~ ~ i s i o n  of Professor Neil 

Ahramson,  Facul ty of Business Adminstration, Simon Frascr  University. 

2 
N. K. Ahralnson, J . X .  Xi (1993) "i(ey Success Factors Affecting the  Performance of Canadian  Companies 

Doing Business In  the People's Republic of China" Pultlishcd by Industry Canada .  



A summary of the number of companies using each entry strategy available to 

be interviewed was provided in Table 2.1. 

Table 2.1 B.C Companies Doing Business in Ciiina -- -- 
I-------- 11 

As shown in the table, the investment, pattern among B.C. companies doing 

of companies from this province used export to penetrate the Chinese market.  

Preliminary examination of the questionnaire data revealed tha t  companies using 

co~nparison to companies using other entry strategies. Aftcr initial contacts 1~1th  some 

cf the companies using equity joint ventures is was reveded further that a number 

of them were not in active operation in China. 

2.2 RESEARCH DESIGN: 2 X 4 

The selected research design had to enable this study to best achieve its main 

objectives delilleated in  the introduction section. As discussed earlier, this paper had  

three main objectives: 

4 to test whether Canadian con~panies using joint ventures with the Chinese 
to enter the Chinese market have higher performance than colnpanies using 
other entry strategies; 

4 to identify the set  of key variables tha t  help distinguish higher. performing 
and lower performing conlpanies using the same entry strategy to do business 
in China; and 

4 to identify key success factors tha t  separate high performing companies fi-om 
low performing companies regardless of their entry strategies. 



Ill order to acllieve these goals. the  selected research design had to allow comparison 

among the  following categories of Canadian companies: 

+ grouped by entry  strategies; 

+ grouped by performance; and  

+ grouped bv both entry strategy and performance. 

The selectccl design is shown in  Table 2.2. Ideally, there  should be a t  leas t  two 

companies in each cell. With this design, this s tudy would be able to first compare 

t he  performance of colllpanies using different entry strategies. For esample ,  

companies using joint ventures could be compared to companies using other ent1.y 

strategies in general to test  propositions developed earlier  on the  effects of entry  

strategy over performance. 

Table 2.2 - Research Design 
- -  r---- 

Higher Pel-forlnance 120\ver Pcrformnnct~ 

Companies C o n ~ p a n i e s  
.- 

Cornpanics Companies 

(:ompanies 
17 

( lompmles  

Companies Companies i A! 

corllpanies using joillt ventures achieved better financial performance t han  others? 

Thirdly, by r:~nking all the  selected companies by their  performance alld 

examining their  conlmonalities, this s tudy would be able to identify key performance 

factors tha t  helped separate  higher performin:: companies from lower perforllling 

companies. 

The key here  IFras the  selection of a performance measure  against  which the  

consideration: 



+ Goals - different conlpanles may have different goals for entering the 
Chinese rnm-ker. Companies with iower performance using one performance 
measure (such as  financial performance) n ~ g h t  to out to be higher performing 
companies if mcasured using n diff;.rent measure such a s  the amount of 
learning; 

+ Sizes - companies of different sizes may have different amount of financial 
resources and international business experiences, both of which would likely 
to affect the performance of the company in the Chinese market; 

+ Industries - different industries may have different profit ina~.gins; or 1nol.e 
or less encouraged to do business in China, as  discussed earlier; 

+ Importance of the Market - the importance of the market would affect the 
level of comlilitment the company has for that  market.  

The next session will examine the process of selecting and d e ~ e l o p i n ~  the 

perfornlance measurc. 

2.3 PERFORiJIAIVCE MEASURE AND DATA COLLECTION 

2.3.1 Performance Measure 

pe~forl l la l~ce nleasure to be developed was used as  the criteria t.o select 

both high performing and low performing companies for each entry strategy from both 

studies. P e r f ~ r ~ n a n c e  here referred specifically to Canadian companies' sales in the 

Chinese market.  This measure had to allow colllparisons to be made betiveen 

companies of very different sizes since the firms measured in the Huang study Lvere 

smaller and the firms in the Abramson and Ai study were larger on average. 

Companies of different sizes are  very likely to have different fiscal and 

management strellgths and limitations. Larger companies, for example, a re  more 

likely to have deeper pockets to help them develop the Chinese market.  A few rllillion 

dollars of sales from China, however, may have marginal impact on the overall 

performance of the company. In contrast, smaller companies might have limited 

financial resources they could tap into to help develop the Chinese market.  By the 

same token, a sales increase of CANS100,OOO lllight have greater impact on the 

overall performance of the company. To allow for llleaningful colnparison alnollg 



c ~ l l l p ~ l ~ i e s  of different sizes. thls paper had to  ensure tha t  the companies' performance 

a rc  comparable level. As such. adjustnlent needed to be made about company sizes. 

Both of the two prior studies had collected infornlation on +he annual sales of 

the companies in Cl~ina  for the years of 1990. 1991 and 1992 in Canadian dollars. 

Additionally, information on company sizes (measured by number of employees alld 

total sales) was collected for these companies. A performance rneasure tha t  was an 

index of a17erage sales per employee between 1990 and 1992 was used to measwe  

perfornlancc in tilose studies. This index, known as  the Average Additive 

+ The two studies measured the actual and perceived sales perfornlailce of 
coinparlies doing business in China using approximately 15 different measu:.,?s, 
~ncluding 

annual sales in China, in 1990, 1991, and 1992; 
annual sales in Chincse for 1990, 1991 and 1992 adjusted by company 
size (sales divided by number of emplo.ees); and 
cumulative sales in China, 1990 through 1992; 
average cumulative sales per employee for 1990-1992 combined; and 
world wide sales adjusted by company size. 

+ The 15 itellls were factor analyzed producing three measures of sales 
performance including average sales per employee, actual sales and perceived 
sales performance. I t  was a concern of this study that  the company size might 
be a confounding factor for comparing perfor~nance given tha t  the sizes of the 
companies interviewed varied greatly I t  was believed tha t  actual sales 
measurement \\..as more important than any measures of the perceived 
perfornlaIlce, given the expectation tha t  the key success factors would be 
identified. Therefore, the factor tha t  represented the sales per enlployee Lyas 
selected as  the nleasure for defining higher and lower performing colllpanies 
to be used in this study. 

+ 4 items loaded on the Average Sales Per Employee factor including the 
accumulative average sales per employee for the three-year period and the 
sales per employee for the years of 1990, 1991 and 1992 respectively; 

+ The four items .is.ere factor analyzed to dcterlnine whether they represented 
a unitary construct. These items loaded on a single factor with 



a n  eigenvnlue of2:!21 which explained 60.5 percent of the variance of the foul- 
items .S,~lcs per employee loaded a t  .997, sales per employee in 1990 loaded 
a t  559. sales per employee in 1991 loaded a t  ,633 and sales per employcc. in 
1992lloaticd ,\t ,845. 

This 1ne;isur.e is an index representing the average annual sales (CANS) tha t  

each company had reached in the Chinese market over the three-year period bet\s.cen 

1090-1992. The strength of this measure is tha t  it has already taken out the effects 

of company sjzes 011 the attained performance in the Chinese market.  Since i t  is a 

measure based on the three-year period, it has also help take out the annual 

fluctuation. making this n1easu1-e more solid. 

Thely are a number of dralvbacks in this performance measure. First, i t  does 

not take into ~iccount the level of experience the companies have. Companies t ha t  are  

experienced in other international markets might be able to benefit from their prior 

experiences in developing the Chinese market. Second, i t  fails to take into accou~lt 

the inlportallce each company attaches to developing the Chinese market.  In other 

ivords, companies tha t  are  11igI.lly committed to the Chinese market may achieve 

higher performance le\lel than companies less committed to tha t  market. ,4s will be 

discussed in later if these two concerns were proved to .be valid, they \s.ould 

certainly heIp to esplain ~ v h y  some companies perform better than ot.hel-s in the 

Chinese market.  

The ~na jo r  concern over this performance measure was over the time period 

during \vhich the sales performance data  were collected, between 1990-1992. Due to 

the political turnloil in 1989 in China, many foreign colllpanies may have scaled down 

their operations or planned invest~llellt volume in China. Canadian conlpanies might 

also have been affected by this event. Further,  the Chinese governnlent had been 

trying to ilnprove the business environment in China by irnprovillg investment policies 

affecting foreig~l illvestment in China. Such policy changes might also affect Canadian 

companies doing business in China. The performance measure developed earlier 



failed to catch such impacts. 

2.3.2 Selection of Companies 

Preferably, two comp~mies should be selected for each ct.11 of the 2x.1 grid. 

Furthermore, the companies selected should represent all geographic regions in 

Canada to alloir for direct and balanced comparison. This posed some problenls for 

the external valrdity of this study: all the companies selected for this study mere froIn 

the s a n e  province, British Columbia. It was not, however, possible to t ra l~el  aroulld 

the country to collect data  given the budget limitations of an  MRA thesis. 

The nation-\vide studv (Abramwn & .hi 1993) on Canadian coinpanlcs dolng 

business in Cllilla had provided some reassurance tha t  it would be sufficient to focus 

011 cornpanies fro111 Britlsh Columbia. This study found that ,  among other things, the 

investincnt and success patterns among companies from different regions of Canada 

were almost idelltical across Canada. This finding allowed the current study to 1 1 s ~  

information collected from British Colunlbian companies doing business in China. 

But before corlclusions could be drawn, further investigation is req~lired 

to verify the findings across Canada. Using a similar study design and structure,  such 

investigation would allow the researcher to study the investment and success patterns 

of companies from other parts of Canada. Results from the latter could then be 

compared to the filldiilgs of the current study. I t  s e e m  tha t  a follow-up study in 

other regiolls of Callada would not only help verify the current research, but  also 

bring sonle insights into issues companies from other parts of Canada tha t  a re  doing 

business in China face. 

IdeallJ~, tivo CO111P3nies should be selected for each cell (category). This design 

called for a total of 16 companies to be interviewed. AS shown in Table 2.1 (page 36 ) ,  

this was riot feasible a s  there were not companies using wholly owned first of a]]. 

Second, all conlpanies using joint ventures seemed to have lower performance. After 

initial evaluation and consideration, a total of 13 companies were identified a s  



suitable for this study, as  shown in Table 2.3. 

Table - 2.3 Selection of Companies 
r--- pppp _--- 

2.3.3 The Data Collecting Instrument 

Several sources were used to develop and validate the data  collecting 

illstrument. First, the investigator had participated in a number of rneetillgs 

organized by different business associations on Canadian conlpanies doing business 

in China. These included: 

+ Ricl~mond Asia Pacific Business Association's meeting on the Canadian 
companies doing business in China around August 1993; 

+ Taiwanese Business Association's Breakfast Meeting on Doing business in 
the Asia Pacific Region; 

+ Mainlanders' Business Association's annual meeting in August, 1993; 

+ Canada China Business Council's (formerly Ca~ lada  China Trade Council) 
annual meeting. 

In  addition, the author had met with numerous other individuals related to Canadian 

companies doing business in China, including people who were involved in the 

business. 

Based on these interactions with people related to doing business in China and 

the information gathered through literature review, a semi-structured interview 

3 
. Two of t h e  four colnpanies selected were eliminated af ter  initial interview (lasted for about  half a n  hour),  

a s  these weye not actively engaged in t h e  Chinese marke t  a t  t h e  t ime of interview. 



protocol was developed (see Appendix 11. Structured questions were raised first to 

collect information for proposition testing. This was followed by open-ended questions 

tha t  could change depending on the responses of' the intel.\:ic\vces to get o u t  ivhat 

seemed to be the most important information and details for each interview. 

'The protocol was structured to  follo~v the internationalization process tha t  

Canadian companies used in developing business in China. I t  began by asking what 

motivated the company to look a t  the Chinese market follo~ved by w h a t  the company 

did to move into the market.  The questions then moved on to doing business in 

China, including how the company dealt with the various issues of doing business in 

Chin;i. The protocol ended by asking for the co~npany's evaluation of their operation 

in China. 

2.3.4 Data Collection 

The Chief Executive or person in charge of China Projects for the 13  companies 

were recruited for irltel~7ien.s. They were offered two benefits for participating in the 

interview study. First,, they were offired a summary of the findings of the project. 

Second, participating companies \yere offered 11 discussion session of the findings. All 

thirt,een companies agreed to participate in the study and agreed to a n  interview. 

A11 but two of the i n t e l ~ i e w s  were conducted in August, 1993. One interview 

was conducted in Ju ly  and a second in September, 1993, because the intel-viewees 

were both in China in August. On average, each interview lasted for about a n  hour 

and half. One company was inten.ie\ved twice for a total of two hours. The executive 

of this company was \.ery experienced in doing business in China, and was very 

receptive to this study. 

Three conlpanies were eliminated after interviewing, two of which being 

corllpal~ies using equity joint ventures. This was based on several considerations. 

First, the two equity joint ventures seemed to be in the most preliminary stage of joint 

ventu1.e formation, and  had little to contribute to this study. Second, the other 



company Lvas almost iniictive in  the Chinese market a t  the time of interview, and the 

reasons could not be tracked do\vn. 'The intervie\vee claimed that  he did not know. 

This process left ten colnpanies fi.om n-hich this s tudy collected its dab. 'l'able 

2.3 listed these ten conlpanies by their entry strategies and fil3ancinl performance. 

The identities of these colnpanies were protccted as  a condition of the interview. Each 

was given a number, so tha t  company number 1 to 10 represented the 10 companies 

interviewed. 

Table - 2.4 Companies Being Interviewed and Their Performance 
Using the Average Additive Performance Measure 

High I'erformance Low I 'c!rhr~nance 

Ilircct I k p o r t  Company I - $6,675 

- 

Contractual  tJoint (:ompmy 4 - $16.392 Company 5 - S0.01G 
Venture 

( ' o ~ ~ I ~ ~ I I Y  7 - S0,236 

LV!iolly o\\,ned Company 10 - $14,607 
-- 

2.4 COMPANY PROFILES 

2.4.1 Company Sizes 

firms with total annual sales ranging fronl less than  $2 n~illion in annual sales to 

nlore than $100 million. Ideally, comparison should be made among companies of 

similar sizes. Due to limitations discussed earlier, this was not feasible for this study. 

However, the performance index developed earlier allowed this study to compare 

performance differences among companies of different sizes, as  the effect of the size 

was already taken out. 



Table 2.5 - Company Sizes 
r-I - 7 

N u n ~ l ~ e y  of l:nlploytr.~ I Annual Sales  in 1992 / I'erccnt of' Sulcs From the 
Chinese hIarket  

--- I - -  
< 100 <$2 tnillion 26% - 50% - -- 

251 - 500 $51 - SlO0 million 1q . ' l5q 

> S100 inillion 1 1(; - 257,' 
I -  

> $100 milli~in / lf; - 2<5(:; 501- 1.000 

< 1110 
* 

$6 - $20  nill lions 

$51 - $100 million If,: - 25',i 

$6 - SZO million 

$6 - 20 million I(,; - 257; 

>$I00  nill lion 1% - 25% 
-- 

< 100 1 $6 - S 20 million 

2.4.2 Type of Businesses Involved 

The  diversity of t h e  companies included in t h e  s tudy  suggested that t h e  sanlple 

of companies might be representative of t h e  activities of British Columbian firms in  

China.  As Table 2.6 showed, the  business interests and  activities of these corl~panies 

in China included: 

+ primary resource based industries such a s  forest products and  fresh seafood 
produce; 

+ hi-tech industries such a s  t e leco l~ ln~ur l i ca t io~~  equipment, technology and  
transportation technology; 

+ resource development technologies in both pulp and  paper production a n d  t h e  
mining sector; 

+ engineering and  management  consulting; 

+ basic low technology based production for the  local market .  



Table 2.6 - Type of Businesses Interests in China 
'3 

i / 

Direct Export 

Direct Export 

Contractual 
,Joint I 'enturc 

Contractual 
Jo in t  Venture 

Contractual 
Jo in t  I ' e n t u ~ ~  

Equity Joint  
\'enture 

Equity Joint  
Ven tu rc  

iVliolly Owned 

Wholly O\vned 

Primary Jiusincss Activities i r l  China I 
hlarkctiny: o~cr f lo \ \ '  filrest products from other  major Asian 
marke t  such a s  Japan to China from \ 'ancou\w.  'I'he companv 
h ~ l s  lwen using mainly distributors u p  to now, but  is in the, 

process of set t ing u p  sales  offices in China.  -- JI 
Market ing n pxk:ijic of product and  consulting s e ~ ~ . i c e s  t o  the  
mining industry in China.  The company is currently in the  
~ ~ r o c e s s  of set t ing u p  H joint venture in  Chinit. I I  

. . 
Promoting and orgiimzlng shipment  h e t ~ v e e n  China and Cmitd:i 1 
from Vancouver port. 'The company is also in  t h e  process of 
set t ing up a s e l ~ i c c s  office in China a t  t h e  t ime of t h e  i n t e ~ ~ i e \ v .  

I 

R1;irlreting a pack:ige of'chcniicd technology, management  
exportisc and tr;tininy: in the  pulp and  paper industry to t h e  
Chinese through cont rac tud  ngrec~ment. 

hlnrketing graining storage and handling expertise and 
engincering consulting contracts in   chin,^, including design and  
build ~ r n i n  elevators 
- - -- 

Providing system integration !on tcchnoloky and  consulting 
services to t h e  Chinese to help upgrade their transpor-tation and  
telecon~municatlon systelns 

-- -- 

Joint venturing \vith t h e  Chinese to marke t  \:ancouver fr~:sh 
seafbod to t h e  Chinesc market .  

Joint venturing with the  Chinese in China to produce lo~v-tech 
products for both local and export market  in the  Asia Pacific 
Region. 

Providing management  co~isnl t ing semiccs to both Canadian 
a n d  Chinese co~npanies  in China through three local offices 
located in  different par t s  of China.  

hlnrketing teleconimunication equipment and technology to t h e  
Chinese customers through l\bo sales subsidiaries in  China.  



CHAPTER THREE: DATA ANALYSIS - 
COMPARISON AMONG ENTRY STWTEGIES 

\%el1 the companies were ranlicd by both their entry strategies and financial 

performance, some interesting obse l~a t ions  were apparent. As Table 3.1 showed, 

despite pcrformance variation within each entry strategy, entry strategy itself 

appeared to be a liey performance factor. With the exception of Company 3 ,  the level 

of performance achieved by a company could ah los t  be predicted by the entry strategy 

it used to enter China. 

Table 3.1 - Sales Performance ($000) Ranked By Entry Strategy 
I 

I'vrform.ince / Icntry Strategy / High Pcrform~mcc I 1.0s I'crfornl.~nce I I,evcl 1 1 I ,  I 

Ilirect I<sporls Company 1 - $6.675 Company 2 - $5.163 
Company ,'3 - $4.964 

'I 

Equity Joint  Company 7 - $0.236 Company 8 - $0 000 

Furthermore, it seemed tha t  the four entry strategies formed a performance 

continuum with the highest performing companies being those using FDI strategy and 

the lowest using equity joint venture strategy. In between were conlpanies using 

export strategy arid contractual joint venture strategies. This cont inuun~ was 

illustrated in the following Table-3.2. 

Though interesting, this performance pattern raised three questions: 

+ would this pattern be typical of all Canadian companies doing business in 
China? If yes, what  caused such performance variations among companies 
using different entry strategies? 

'. The  companies \vill be referred to by their number  hereafter 
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Table 3.2 - Performances Vs. Entry Strategy 
I.--__-.- .- ----- -- ---.---.- = 

\Vholly Oivncd A_--- Y e s  1 - -  
-- + I --  

---t-------------- .- 

i - -  

I 
Export S , ~ l c s  1 Ycs 

--*- I -- _ 1 _ -  I-- .- i i  
Contractual Joint  I - -  \'c n t 11 rc I I -- 

I 

+ rvhy lvas this pattern agamst con\lentional bellef tha t  companies using e q u l t ~  
joint ventures would ha1.c higher performance than companies u.;lng 
contractual ventures and direct exports though joint venture fail~u-c rates haye 
always becn high'' 

study of compnnies from other parts of Canada to determine the applicability of' this 

finciing. To ansiver the othcr tivo questions, this paper will tu rn  to the co~llp;~nies 

thcrnselves for answers. Specifically, the following issues \vill be examined: 

motivation for choosing the entry strategy: 

nlanagement related issues of each entry strategy; 

flexibility and control of the company in China; 

cooperation and leadel.ship needed to deal with the Chinese; 

3.1 Selection of Entry Strategies 

These companies entered the Chinese market for basically the same reason: to 

take advantage of the fast economical growth and potentially large market  of 1 .2  

billion people. Table 3.3 revealed this clearly. 

'. Abramson and  Xi (199.1) found t h a t  equity joint ventures  achieved 11ighc.r sales  j~crformancc in C h ~ r i a  t,h;in 
did t h e  companies in th i s  s tudy.  I n  fact, in thc  nation-\vide study, it was  found t h a t  conlpanies using 
equity joint \ ,enturrs  had  higher  performance t h a n  those using contractu~ll joint  ventures  a n d  or a China-  
based distributor export s t rategy.  'I'he performance of the  equity joint venture con~panies  in  t h ~ s  stud?; 
m a y  have  been lower l h a n  a\.erage due  to their  smallcr sizes and  lack of intcrnationul experience. 



The  (:hincse, on t1 -1~  other  hand.  encouraged foreign investment in China to 

help t h e  country upgrade i ts  production facilities :\nd increase the  country's ability to 

corllpete on the  export ~ m r l i c t .  China had  to find n way to pay for t h e  imports of' 

foreign equipment and  technologies to achieve these objectives. The  country planned 

a n d  achieved this by encouraging exports, particularly from foreign invested 

companies. ii potential conflict ivas created between the  Chinese fo1,cign companies 

t ly ing to do business in China \Wile  almost all foreign companies wore pi.1ma1.11~ 

impacts of this conflict \\.ill be seen later  in  the  section on negotiation betiveen t h e  

Chinese and thcl Canadians  

hlost of t h e  Canadian companies intervie\red believed t h a t  t h e  decision of thei r  

Table 3.3 - Primary Reason For Doing Business in China 

entry  s t ra tegy was  based on a number  of factors. First ,  i t  depended on t h e  n a t u r e  of 

- 

(lo.  

1 

2 

3 

4 

G 

5 

7 

8 

9 

t h e  business. One  company executive of an  exporting company declared t h a t  "export 

. . . . . - - . - . - . - -- - - -- 

Primary l?e;isons for Enter ing t h e  Chinests hlarkct - 

1,:rrge and under-dcvcsloped marke t  for tclccommunication products 

1,;rrjic :rnd undcrdevc~1opc.d market  for thc  products and expertise the  
c o m p a q  can offcr: 
Little competition f l ~ ~ i n  a n ~ ~ v h e r c :  s!rong competition in other  marke ts  

I,argc and  under-d~~vc~lopet l  n1arkr.t offers -~ good potential to t h e  corporation 
- 

1,arge u n d c ~ ~ d c v e l o ~ ~ e d  n-i:~r]<c~t for pulp and paper  related products 

pr(xIuct sought after 1,. t he  ('hincse 

1,clrjie and underdeveloped markc t  

China is t h e  largest lnnrket  for agri-food products: the  company has a sellal-)le 

Large potential marke t  for fresh seafood a s  a result of increasing living 
s tandards  

To t;ike a d v u n t n ~ c  of t h e  large market  potential afforded by the  open door 
policy 

1,arge and incrcnsi~lg tracie flow 11ctwee11 t h e  two countries 

i s  t h e  best  way of doing business in China for US. The  Chinese marke t  i s  so 

10 ' rhe large marke t  potenti:il for the company; local and other  export n1arket.s 
a r e  very slo\v 



unpredictable for us.  and  we could not make  any  long term commitment to t.llat 

market ."  I n  fact, direct export to China was  a way of "protecting ourselves frolll 

gett ing burn t  in t h a t  market." .  

Second, i t  depended on t h e  company's e \ 7 a l u a t i o ~ ~  of the  business c n v i r o n m e ~ ~ t  

in China.  "Given the  si tuation in China.  this  is t h e  best way for us t o  do business in 

China",  wlis the  colnment man; i n t e l ~ i e w e e s  made about their  decision on entry  

strategy.  

Finally, i t  also depended on t h e  company's experiencc. One joint ventul .~?  

company's executive admit ted "we wanted to use th is  (s t ra tegy)  to learn  about doillg 

business in  China.  As we learn  we xi11 move 011 to o ther  ways of doing busilless 

there.". 

All t h e  con~pan ies  i n t e l ~ i e w c d  had been approached by t h e  Chinese a ,out  

sett ing up equity joint ventures in China.  ITery few of these requests resulted ill 

actual  joillt ventures  in China.  The companies seemed to know t h a t  joint ventures  

with t h e  Chinese ~vel-e losers despite the  pressures of t h e  Chinese government and  t h e  

various consultants" to persuade them to use joint ventures.  For companies inrrolved 

in  joint ventures,  t h e  decision appeared to be a business decision based on thei r  

evaluation of each strategy.  The  following sections will examine company-specific 

reasons for en t ry  s t ra tegy selection. 

3.1.1 Direct Exports 

I11 colllparison to companies t h a t  used other en t ry  strategies such a s  wholly 

owned operations, colnpanies t h a t  used Direct Export to  enter  China h a d  slllaller 

performance lrariations. These companies in general h a d  a number  of things in 

common, includillg those related to their  business practices. 

3 
. ?'here Lvere cluitc n u m b e r  of consul tants  a t  the  CCBC meeting s tror~gly advocating t h e  use of joint 

in  China. 



lq'irst, each co1llpanv had a t  least  one individual who t ruly  understood the  

Chinese culturp, and  \vho travelled In Chlna a number  of' months each year .  This 

individual could be :I Cllinesc national or a Canadian who had strong in teres t  in the  

Chinese culturc? and the  Chinese market.  Fur the r ,  these individuals had  beell 

\\!orl<ing in t h e  Chinese marl<et for a t  Icast 10 years.  One indi;.idual had been 

\vorking v;ith the  Chinese marliet for about 15 years.  The companies were  able to 

develop conllections 1vit11 the local Chinese, learn about the  Chinese business 

environment and  how they do business'' during these years.  

Second, each company had hired third party intermediaries to help wit11 

dcvelopi~lg ~ i n d  servicing the  Chinese nlarket. These intermediaries could be 

dorlliciled in C:lnada, China or Nong Kong. Fur thennorc ,  these intermediurics a11 had  

represe11t;ttives \vorliing in China.  These intermediaries played some cornmon roles: 

to help service existing clients; 

to act  a s  liaison between t h e  company and  the  Chinese marliet; 

to provide local intelligence about potential Chinese customers such a s  
spending lilllits and  key decision makers  before and  dur ing negotiation; 

Third ,  ~vll i le all three  companies stressed t h e  importance of using agents  or 

broliers, they were all in the  process of establishing some local presence. Company 

4 was negotiating a n  equity joint venture  with a Chinese manufacture  to  produce for 

t h e  Chinese market .  The  other  two companies were planning to se t  u p  the i r  ow11 

sales operations in China.  This was  mainly because: 

t h e  Chinese marke t  was  becoming more important to t h e  companies a n d  they 
wished to have some direct control over it;  

t h e  Chirlese marke t  was  growing too fast ,  and  t h e  agents or brokers could 
not cope with t h e  demand;  

4 
. Chapte r  6 \rill be tiiscussing the issue of learning in b ~ e a t c r  detail. 
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the companit.i wanted to be closcr to the (2nd buyer 

all export cornpanics bel ievd tha t  doing business in China n.as a long 

mnrkct prc7fcrrcd to 11uy packaged pmducts. For example, sclling n package t h : ~ t  

included p ~ - o d ~ c t s ,  se l~ , icc  and training for the Chinc3se on how to use  the prociucts 

\s.:~s much ensicl. Sometirnes, the .;tippliclr rilso had to holp their buvcr.s to wt ~111 

companies due to 3 nunlber of considerations: 

the Chinesc market was uriprcdictablc for the company, so tha t  the company 
could not niakc any long tcrin p l m ~ ~ l n g ;  

i t  galre the company enough flexibility over i ts  business in China as  tile 
company \vould not l i a ~ - e  to rely on others that  much for the business. 

Finally, all three conlpanies had adopted a business policy toward the Chinese 

market  tha t  was flexible enough to allow for fiequent adjustment t ha t  policy changes 

in China required. Furthermo~.e.  each c o m ~ ~ a n y  had a n  executive in charge of the 

Chinesc market.  

A summary of these companlcs' evaluation and reasoning for using a specific 

strategy was provided by Table 3.4 In summary, companies that  used dlrect export 

to penetrate the Chinese market believed tha t  this was the  best strategy for them due 

to the unstable market and lack of control the compally had in the business 



Table 3.4 - Major Areas of Concerns and 
Jtcasoning for Using Esport to Enter China 

Culture Difference 

Foreign Exchange 
& Currency 
Inconverhbl l~ty 

High Cost Of 
Iloing Business 111 

China 

including potenti:ll 
political instability 

A main prob lcn~  for some entry 
s t ratcgics  such a s  joint w n t u r e  

a main problcm if the  company 
h a s  to  p r o \ d e  t raining to local 
cmployces and local offices; -- 

A major concern if the  
company is located locally 

7 
nlinirnized by working ~vi t l l  only 

people with Guansi ;  1 1  
Not a problem for t h e  company since 

all transactions a r e  in hard  currencies 

Reduced a s  little t ra ining is required 
and  no overhead espenscs in China  

Xlinimal a s  the company h a s  t.he 
flexibility and full control over i ts  
busincss in China when needed. 
pp - - 

strategies. For exali~ple, a t  the time of in te lv ie~\~ ,  Company 2 was actively rlegutiating 

a n  equity joint vellt~lre with a well established Chinese partner in Southern China. 



At the  s ~ I l l c  tiliie, Colllpany 1 m a s  prepal'lllg for npening two sales offices in China.  

11s w i l l  tiiscussed in 3.1.3, this tendency seemed to suggest  t h a t  Canadian 

companies tenclcd to believe t h a t  joint venture  would be a n o r e  appropriate s t r a t e m  

after  the  c o I ~ ~ p a n y  ilcquired enough confidence and  linow!c.dge about t h e  Chinese 

rna1.ket. I t  f ' t~rtllc~. suggested t h a t  although joint venture  might not t h e  appropriate 

first e n t ~  stl.utegy fijr sriiall inesperienced firrns, i t  might be more suitable f01. 

experienced firms. 

3.1.2 Contractual Joint Ventures 

S i~ l l i l a r  to  thei r  performance differences, t h e  three  companies t h a t  used 

Contractual Ventures to en te r  China varied greatly from thei r  evaluatio11 of 

business s t r a t e m  to b u s i n e s  practice to performance. One the  one h a n d ,  Compally 

4 n7as e s t r p ~ l l e l ~ .  experienced and  successful in Chiria. In fact, i t s  performance r:ipl;ed 

the  second highest  among all t h e  companies i n t e l ~ i e w e d .  On the  other  hand.  there  

were two c o ~ ~ i p a n i e s  who h a d  little prior experience in international business alld 

thei r  pcrfolyllance in t h e  Chinese market  was  very low. Other  t h a n  t h e  entry  

strategy,  Company 4 shared very little in corlln~on with Companies 5 and  6 .  

Such performance differences among companies using contractual jolllt 

ventures  seemed to suggest  t h a t  ent ry  strategy was  not t h e  most accurate 

performance predictors for these three  companies. Perhaps  there  were  other  factors 

such a s  l e a r ~ l i n g  t h a t  had important impact on the  performance in t h e  Chinese 

market .  Chapter  5 will be discussing this issue fur ther .  

3.1.3 Equity Joint Ventures 

This s tudy found t h a t  all the  companies interviewed h a d  been approached bv 

t h e  Chinese dur ing illitial business negotiation to se t  u p  some form of joint venture  

in  China.  Only t ~ o '  \vent with th is  strategy,  but  a t  thei r  own discretion. These two 

5 
. See Footnote No 3 In Chapter 2 



compallics had of' things in common. 

First, they did not feel comfortable to take on the Chinese nlarliet all by 

tllenlselves. O1le manager rop01'ted tha t  "It is too nluch hassle to deal with the 

Cl1inescu, so they relied on their Chinese partner to deal ~ v i l h  the Chinese systenl. 

Secclnd, it t.nok then1 t\vo to  three times longer than they originally espccted to achieve 

anything. "Our original plan tvas to recapture our inr-estment within two ytlars," 

rcvealcd one company. "as the project did not require nluch investment. But i t  has 

taken us morc than three years now, and we might be able to do so in foul- years." 

Third, thpse companies n-ere much sn~al le r  in sizes and had little international 

business experience. Both of'the companies were sm~111 with less than 30 enlplovces 

in their Head Offices in Canada. Furthermore, their business scopes were also 

limited. Despite the potential biases caused by tllc limited numher of cases stu~q;~.d, 

one could not help wondering why only the smaller inc?sperienccd companies weye 

more interested in using eq.uitv joint venture. 

FinnIly, these conlpanies believed tha t  equity joint r-cnt.uring lvith the Cllinese 

ofkred the Chinese stronger incentives to cooperate with the Canadian companies. 

"Being part of the ownership would make the Chinese feel tha t  they a re  part  of it too, 

so tha t  they would be equally interested in making the project workt" conceded one 

joint venture manager. 

As discussed in  3.1.1, two of the companies using exports to enter the Chinese 

market were in the process of forming equity joint ventures with the Chinese. 

Perhaps the more experienced companies or companies with more resources \\,ere 

more aware of the pitfalls of using equity joint ventures than small 

inexperienced companies. Alternatively, perhaps the snlall inexperienced companies 

had few other options to do business in China, as  they had neither the resources nor 

experience to do i t  on their own'? 



3.1.3.A Rationales For Having A Local Partner 

Given the  low performance these companies had achieved in t h e  Chinese 

marke t ,  ~ v h a t  motivated these companies to enter joint ventures with t h e  Chinese In 

t h e  f i r s t  pl:icc'! ' rhere were a f e ~ v  very distinctive reasons for doing so. First ,  i t  \vns 

t ~ ~ l i e v c d  t h a t  tllc. local joint venture par tners  \s-ould help reduce the  number  of r isks 

associated with tioillg business in China.  These risks n-ere direct result  of 

uncertainty about the  Chinese market .  N o m  of these companies secmed to 
k n o ~ s  much :,bout t h e  Chinese marliet 1~llc11 deciding doing business there:  

lillllted financial  resources available to develop t h e  Chinese marke t  As 
discussed, both cornl~anies were small .  By going to the  Chinese markct ,  they 
were taking a huge step.  

high cost In  a n  extreme case, t h e  Chinesc pa r tne r  of a contractual  joint 
ventures  requested to haxre 70 people trained in Canada  per month.  They \\rere 
not asliing t h e  Canadians  to pay for the  cost of such training T h e  cost lvould 
come from t h e  budget of the  total contract. As t h c  Canadian company \vas 
supplying t h e  q u i p m c n t  and  tt.chnologv, i h e  more the  ('hicese spen t  011 

tralllillg, the  less \\~ould be a v a ~ l a b l e  to buy from t h e  Canadian company. 111 
th is  p a r t i c u l ~ ~ r  case, t h e  Canadlan company n l a ,  able to  b;irgain down t h c  
number  to about  2O! 

A local business par tner  not only lent  a h a n d  to thesc conipanies in t h a t  

m;irket ,  but also reduced t h e  anlount of investment needed to en te r  t h e  Chinese 

marliet .  "The Chinese system is too complicated for foreigners to figure out," said one 

for us or for himself.". "Rlaking t h e  Chinese pa r t  of t h e  venture  urould give thcm more 

incentive to make  t h e  project work better." 



Second, jollit venture was  ;1 rt>sult of ~ncreased  confidence in t h e  Chinese 

actively negotiating a jolnt ventul'e \vitll the  Chinese to produce locally. Eu t  a s  they 

words of ollc company executive. a joint venture with t h e  Chinese n~ould  allo\v the  

company to 

Access to local costumers \she do not have hard  currency. The lack of forc;gll 
escllnl1ge hard  c u r r e n q  were still problems fb r  many  Chinese businc._.. ...;es. 
"If business transactions could be conducted in the  soft local currency," 
conceded one company executive, "we \ V O L I ~ C ~  be able to triple our sales in 
Chinese market  alone". 

0 Add complementary product line and  markets  to exist in^ ones. "The Chinese 
pa r tne r  is bringing a line of products \wt11 established ~ n a r l i e t s  in China to t h e  
joint ventures.  The  products fro111 this joint venture  enable the  Canadian 
company to offer a complete product package". 

These  companies believed tha t  t h e  Chinese were benefiting from joint 

ventur ing with Canadian par tners  in a number  of ways. L4ccording to the  companies 

interviewed, the  Chinese could: 

Gain access to intermational ~ m r k e t s  wit11 the help of foreign investors. Most 
Chinese companies were  r a t h e r  inexperienced, or h a d  no experiences a t  all in  
international market ing.  They were hoping t h a t  Canadian par tners  would 
help them develop both foreign markets  and  market ing expertise. 

0 Allow then1 to gain access to management  espert ise and  skills t h a t  could help 
the111 upgrzide thei r  on.11. Learning \Vestern management  style was  important  
to t h e  Chinese a s  t h e  Chinese productivity \\.as relatively low cornpared to 
Canadian companies. 



0 Ellatlle the  Chinese to gain access to advanced technology and  foreign 
investment. 

Ea rn  foreign exchange through exporting joint venturc products to 
intel-n:~tionnl nmrkets. 

3.1.3.B Rationales For Not Using Joint Ventures 

Thp reasons for not u.<ing joint v e n t ~ i r ~ s  mere several fold. First ,  some 

companies conceded t11;lt this lvas not a n  appropriate strateky because of the  nature  

of the  business. \Vhat t1lc.y nlere marlceting in China was more like a commodity, and 

had  nothing to d o  with adva11cc.d technology. Grains,  \t ood and  lumbcr sales, and 

pulp and paper \Yere such b u s l n e s s ~ s  I t  seemed tha t  the  closer the  business was 

related to primary resources, the  less would the  companies use joint venture  to 

market  internationally, pcrhaps due to higher degree of uncertainty of such projects. 

Sccond, a number  of companies that  d ~ d  not use joint venture  because the 

company "could ]lot s tand the  amount  of hassles" related to jolnt ventures.  The 

Chinese business environment was hard to predict, they did not want  to get stucli 

there.  Perhaps  thescl companies were inorc concerned about the shor t  t e rm prospects 

of doing business in  China,  and were not prepared to fully comn i t  themselves over 

long term. 

Third,  some companies reasoned tha t  the  timing of using joint venture  was not 

yet  r ight for the  company. They just  had not found the  right project, or the  right 

par tner  to work with.  The Chinese Joint  Venture Law required t he  project be able 

to balance its foreign exchanges over the  life span of the  project. This nleant t h a t  a 

large enough portion of the  joint venture production had to be exported. Often the 

Canadian par tner  would have to find new export markets  single handedly, a s  the  

Chinese were inexperienced in  international marketing. hlany companies confessed 

t h a t  they were there  mainly to t ake  advantage of the  gro~sring local market ,  not to use 

China a s  a base ibr exporting. 



+ gain access t o  capltal; 

+ gain accc3ss t o  management sliills: 

+ oht:\ln p r s o n a l  benefits such a s  travel and training. 

l'hc Canadian p a s t n e r ~ .  on the other hand, \\.ere Inore interested in the 

Chinese marlcet Of the 13 companies interviewed, 011ly two were actively engaged 

in equity joint ventures These companies were snlall and the amount of capital they 

brought to C l~ lna  was qulte Illmted. Further,  neither of them \vere involved in high 

technolofi~. transfer. Finally, both conlpanles were extremely unwilling to offer 

training to the Chinese, and none had any expatriates working in China. In  short, 

there seemed to be a lack of commitment among these conlpanies to the Chinese 

market.  I t  would thus be reasonable to believe that  some of the frustrations tha t  

these t ~ v o  corllparlics experienced in China was caused by such conflict. 

These conflicts might be responsible for some of the problems in doing business 

in China. The conflicts between the joint ~ ~ e n t u r e  partners became quite o b ~ ~ i o u s  

since: 

+ neither of the tn-o equity joint venture co~npanies brought nrith them any 
advanced technology or equipment, nor much capital. 



+ neither had any espatrlates ~vorking in China. no were they willillg to 
provide ;my training to the Chinese. As such the Clunese had very llttle ~ ~ c c e ~ ~  
to their management skills 

+ both joint ventures were p r lmmly  targeted a t  the domestic rniirket r;itIler 
than exporting, thus 1lnl:ting thelr chances of earnlng foreign exchange nlld not 
satlsfjring a key C h ~ n c s e  ~xprctnt ion 

markets. 

Lack of Experience and Resources One noticeable trend was tha t  

newcomers were more inclined to use joint ventures to enter the Chinese market than  

companies tha t  started earlier. Of the 5 joint ventures (including contractual joint 

ventures) companies, 4 started to do business in China within the past 4 years and 

all had very low performance. The question was l ~ h y  conlpanies started during this 

period were Illore inclined to joint venture to do business in China. 



r 7 I hc relaxation of this requirement might be a good indicator of the investnlent 

environment in China. On the one hand. the Chinese have become more confident 

and a t  cnsc about letting foreigners take more or full control of Chinese operations. 

On the other hand, foreign businesses are  also i n t e r p r e t i ~ g  this positively: Joint 

venturing with the Chincse is a n  option, but not the only one any more. One comp~tny 

e s e c u t i ~ e  surnrnrd this up nicely "\lihcn joint venture was the only form of fol,eign 

investment in China, companies were quite reluctant to do so because i t  lvas forced 

upon us. Now that the ban is lifted, companies are feeling more confident about doing 

joint ventures with the Chinese. a t  our discretion." 

Hoivever, none of the cornpanics using equity joint ventures interviewed had 

much experience in international markets. let alone China. Both of then1 had 

virtually no prior knowledge about or esperience in the Chinese market.  On the one 

hand, the Chinese partners relied on the Canadian partners to provide coordination 

and key management leadership. The Canadian partners' lack of experience limited 

the anlount of contribution their could make in this area.  On the other hand, the 

Canadians relied on the Chinese partners to take care of the Chinese market.  The 

latter being inexperienced in basic nlanageinent and marketing, were unable to 

effectively take charge of the operation. In the end, both partners suffered from their 

inexperience. 

Further,  none of the joint ventures were willing to hire an  independel~t 

manager (not just the n~arke t ing  nlanager, but someone in charge of the joint venture 

altogether) due to cost considerations. What this seemed to indicate was tha t  the 

combination of t\vo inesperienced companies did not make the combined unit  stronger 

than the parents. The joint venture could only be a s  strong a s  the parents' 

experiences and resource would allow it to be. 

Lack of Ongoing Commitment This study proposed earlier tha t  companies 

that relied on their Chinese partners or intermediaries to take full 



tllc ('llincsc pllrtners or ~ n t e r m c d i a ~ - l e s  should he accountable in  thei r  a r e a  of 

the  Iv~)rds  of one esperienceti esecuti\.e. "you cannot len1.e i t  all to them.  Sometimes 

among  companies usingjoint  ~~~~~~~~e \\.as a t t r ibutable  to the  Canadian pa r tnc  '1's ' over 

reliance on t h e  Chinese partners.  

I11 summary ,  t h e  Chinese h a d  heen mucll keener  than  Canad ians  to a t t r ac t  

C n n a d i a l ~  companies yle1cit.d t o  such requests.  A ~ I I O I I ~  companies t h a t  used th is  

thei r  perfbrmnnce was  so lon 

, l raining , & l e a r n i n g  
opportunities 

Technologies a n d  
management  skills 

hInIlagement Skills 
of the  Par tners  

Other  Synergy 
E f k c t s  

Estrelne]i  i n l p r t a n t  to 
t h e  C'l1inc.s-e. 

-. 

l l l r . i  I i e e  

- 

Inlport,int to the  .-uccess 
of t h i ~  joint venturc.  

Important  to make  t h e  
bond stronger. 

Canadian par tners  were unwilling to 
provide. 

Canadian p a r ~ n e r s  were not providing 1 
e i ther  - of these.  

I 

x o n e  of the  p ~ l r t n e r s  had I I I U C ~  

experience or skills needed to manage tht, 
joint ventures .  

There \\.as no synergy effects brought 
together by the  partners .  



3.1.4 Companies Using Wholly Owned 

I t  was found tha t  the Canadian companies using wholly owned to enter the 

Chlne..;e m,il.]<~.t had n number of things in common tha t  l l e lp~d  dlffc>~.cntiate tl.leil- 

perforlnance fi.om companies using othel- entry strategies First of all. thehe 

c o m ~ ~ a n i e s  all had extremely experienced people working for the cornpany. 'l'hct people 

in clxirge oS the Chinese business had been in the Chinese market on avcrage for 

more than 10 years 130th esecutives had lived a n d  worked in Chlna before 

Second, t]ley had dcvelopcd a wide spread network of people within C h n a  who 

could be called upon if needed in negotiating a business deal. "We have set up a large 

network of people in the Chinese market tha t  we consider very valuable to us." said 

one comp;my executive. 

r 7 Ihird,  these companies attracted high quality people from their fornlel- 

business acquaintances in China. These local employees were experts in a specific 

area such 3s  mining or telecommu~~ication, or people with network or connections in 

China. "Thcy help us  to get around in China, because they know best who to talk to  

in Chi~la ."  This was related to Proposition P3.4a which would be tested thoroughly 

in Chapter 5. 

Fourth, they all had strategically located local offices in China. For example, 

one company had offices in Guang Zhou, Shanghai and Beijing, which a re  areas of fast 

ecol~ornic growth. The location of the local office appeared to be particularly important 

to the performance of these companies. For one company, its local office in Beijing 

helped i t  to solicit business in another Southern city. "Our customers in Beijing have 

done a lot of free advertising for us". revealed one company, "The Chinese a re  all 

connected to each other one way or the other." The other company had just opened 

a new of'ficc in the northern City of Harbin, where the trade volume going to and from 

neighbouring Russia, Korea and Japan  had become quite heavy. 



To companies tha t  selcctcd n~hollv owned as  their entry strategy for the 

Chinese mal,liet, this strategy w a s  rhe best suited for their line of business. As 

discussed earlier, none of them lvus in\ .~l\-ed in m a n u c t u r i n g  or p~-otluction in  chin;^. 

Company 9 was involved mainly in servicing companies tha t  were engaged in cross- 

l~order  t rade between ('anaci~a and China. Company 10's activity in China n7as 

primarily marketing. thcir offices in China served as  sales subsidiary for the 

C o n ~ p a n ~ r .  If t h ~  \yere manufacturing in China, their concerns might be different 

fro111 what  they had now. For example, they might become mow concerned about ran. 

nlaterial and labour costs. 

Further,  the al l~ount  of experience and learning these companies had about 

doing business in China could be another reason for selecting this strategy. \m i l c  

Company 9 started with small scale contractual projects in China, Company 10 

started with direct export to Chinese. Both conlpanies moved to the current business 

strategies a s  their ev:lluittion of the Chinese business enryironnlent changed. "The 

local operatioll allo\ved us to be in touch with our clients 24-hours 11 day." said one 

conlpany esecutive", "One needs that  kind of availability to do business in China, as  

a deal could be a t  the most unexpected time.". As the following Table 3.6 

summarised, these companies evaluated the Chinese business environment differently 

from companies that  used other entry strategies. 

Apparently, these cornpanics viewed the Chinese business environment a s  less 

threatening than companies t ha t  used other entry strategies. This explained why 

they used the  entry strategy tha t  other companies might view too a s  threatening to 

use. Finally, this strateby afforded thcse companies full control of their business in 



China. ''There is only one boss, t h ~ s  is us." sald one esecutive, "we have control over 

our budget and actions t o  take if 'thc budget is overrun." "We do not believe in too 

llluch cooperation, it is very time consurr~ing.". 

Evaluation 

Table 3.6 - Environment Evaluation and B u s i ~ e s s  Strategy 
For Companies Using Wholly Owncd Strateby 

7---- -- -7 
! 
I 

/ Training N(:c.tIs , for thc  C'hinc,sc 

High Cost of 
Doing b u s i n e ~ s  
in China I- 
Others  Such .Is 
Navignt~ng  the  

I.:strcmely 
Important  - 

\'c~I\' 
Important  

r 7 I h c  cost is  
reasonable 

.-- - -- - 

Not critical 

Very 
Important  

I h t h  c:ompmies had csecutivcs ~ v h o  ~ v c r c  i t  
estrenlely Sonti o f t h e  C h i n c w  cu l t i~rc :  

11ire local Chinese to bridge t h e  gap. 
-- 

: I  
I 
11 

Higher pay to a t t rac t  quality - 

\Vrittcln into the  employmcmt contract fbr 
the  Chinesc c~rnpltryecs t.o get ~ r ~ i i n i n g  in 
Canada:  

11  I 
\'cry good m o t ~ \ ~ a t i o n d  tool. 

Hiring as many local Chinese as possililr 
to 1o\vcr the  cost. 

Konc of the  operations required f'ull tilnc 
expatriate to ' n ~  stationed in Chinri: 

Each c a n . ~ p i n y  had a n  individual who 1 1  
spent  atmu[ 6 months o u t  of a year in China.  11  

Connc~ctions and I,c~cnl Employees h t ~ l p  to 
do it .  

I t  seemed tha t  this strategy had paid off. Compared to coinpallies using other 

entry strategies, these companies as  a group were more successful than companies 

using other entry strategies. Furthermore, their experience, strategy and practices 

were mainly responsible for tha t  success. 

3.1.5 Summary 

In sulnmary, the risk of doing business in China is high due tc hig], 

uncertaillty and lack of control over the business environment. From an  investor's 

point of view, the amount of risk increases gradually from direct export sales, to 



contractual joint ventures (including !icensing and franchise), t,o equity joint venture 

and wholly owned. Based on this assuniption, the number of companies using direct 

csport sales, contractual joint ventures, equity joint ventures, and \vholly owlled 

(xholly owned) should decsease respectively. This is confirmed in a separate s tudy  

by r\bramson and Ai. Among Canadian companies that do business in China, 85 

percent started with direct sales. about 12 percent started ivith joint venture (both 

contractual and ecluity). The rest used combinations of entry strategies, and virtunlly 

no one used wholly owned operations. 

The selection of the entry strategy reflected the company's assessment of the 

Chinese business environment and market potential. Depending on the nature of the 

business and the scope of their interests in the CXnese market. the follo\ving 

measures a re  often taken: 

+ 1,imiting the amount of investment and attachment to the Chinese market.  

Iiather than having a plan for the Chinese marliet, the company simply docs 

its best, hopes for the best but prepares for the worst; 

+ Limiting all transactions to hard currencies (Canadian or US dollar) only; 

+ Hiring local intelligence and intermediaries to do the necessary homeworli 

before getting into negotiation. 

+ Mailltailling a flexible management structure to accommodat,e frequent 

changes of Chinese policies pertaining foreign investment in China. This 

lllealls tha t  the colllpany does not make any assumptions about the Chinese 

Rather,  i t  would maintain close contacts with the market and adjust 

itself accordingly. 

3.2 Flexibility and Control 

The essential difference between cornpanics tha t  used wholly owned and 

companies tha t  used joint ventures to enter China lay in the amount of control and 

flexibility the colllpanies had over their China businesses. Since companies involved 



In wllolly o~\l~le(j  find direct exports have a more independent position in the Chinese 

marltet, they do  not need to corlsult ~ v i t h  other partners in their decision making. If 

the chang~ng  situation 111 China ~-cqui~.cd changcs ln busincss practices, these 

companies could make the necessary adjustmunrs witho~lt  much delay. Both 

flesibllity and control are of particular importance to Canadian companies dolIlg 

business in China because the Chinese business environment is characterized by 

frequent policy changes. 

Cyclical tightening of foreign exchange controls imposed by the central 

governn~ent,  and  changes In labour law and pollution control regulations made it 

harder for foreign companies that were not flexible. Companies needed the flexibility 

to adjust their business strateyicls to absorb the shock of each pollcy change. 

One export company's executive confessed that they did not haxle a plan for- the 

Chinese market.  "It is impossible to have a plan, because the environment changes 

very fast. \Vc have to adopt ourselves to the ever changing environment". I t  lvas 

baffling tha t  the colllpany did not have a plan given the constant and rapid change 

in the Chinese business env~ronment .  Perhaps the company did not have a too rigld 

plan due to the unpredictabilitv of the environment. Instead, the plan had enough 

flexibility to absorb the effects of such frequent changes. 

At the same time, the ability to control the China operation is also very 

important. \'IThen the env~ronment  calls for changes in business practices, the 

company does not have to wait for someone else's approval to make any adjustment. 

wholly owned companies enjoy a double advantage here. First, because they are  

investing in the local economy, rather than simply marketing to the local market,  t h y  

may be perceived more positilrely by the Chinese than  direct export companies. 

Second, a s  a n  wholly owned company does not need to consult other companies in 

making decisions, i t  has  full control over its China business. "This is the most 

important issue, we could not share the control and llla~lagenlent of our business with 



( ~ t l l ~ ~ - ~ .  'j'llis is US S L I C C ~ S S ~ U ~ . "  

Joint  vc1ltul.e companies, 011 the  other  hand,  do not have such flexibility. 11 

joint vc11tul.e colnpally does not have f'ull control o v t ~  i ts  situation because of i t s  local 

par tners ,  who a re  fi.orn outside of t h e  company. Business decisions a r e  often rclachcd 

through open discussion and  negotiation. Such a decision making process is not 0 ~ 1 1 ~  

t ime cons~iming,  but vften leads to compromises which may  not be t h e  best business 

decision to  ninl;c in a given situation. "Initially, they wanted to have 70 people 

trained in C::inatia," said one contractual joint venture manager ,  "but we could ]lot 

possibly do that,.  We agreed on 30, but they were not too happy about it.". 

' rake the  issue of hiring and  firing of local employees a s  a n  e r r ~ m p l e .  Tile 

Chinese pa r tne r  was  often in charge of hiring local employees. They might  "pluckH 

someone from their  current  post and  pu t  them into the  joint venture .  The  peol~le  who 

get  t h e  job may  not be t h e  nlost qualified. 

The issue of colltrol is extremely important for Canadian companies inr,olved 

in joint velltures with t h e  Chinese. One joint venture  company executive revealed 

t h a t  "we ]lave to have control over t h e  operation of t h e  joint venture ,  the  Chinese 

were  not too clear about w h a t  they a r e  doing, or wha t  they need to do, particularly in 

t h e  a r e a  of marketing." 

Cul tura l  differences in the  perception of t ime might  he another  cause for delay 

a n d  frustrat ion.  There  was  a commonly shared frustrat ion over t h e  "slowness" of 

things in China.  "Time means  nothing for the  Chinese," one f rus t ra ted China Project 

h lanager  s ta ted,  " they have no rush  to make  any  decision ... a t  leas t  they m a k e  i t  

appear  t ,hat  way." Again, joint venture  companies experienced more frustrat ions a s  

they h a s  to  c o l ~ t i l ~ u o u s l y  deal with their  Chinese par tner  which t h e  Canadian par tne r  

h a d  little influence or control over. To make  mat ters  worse, t h e  Chinese seemed to 

have doub]e-stalldards toward t ime. "They could t ake  forever to reach a decision. 

Once they lllade t,heir decision, they expect YOU to make  your decision in  t h a t  minute ."  



r 7 l h i s  was a common observation.; amonz the companies interviewed. Again, 

Canadians had no control ovcr h o ~ s  the Chlnese made their decision, but they wanted 

to influence "us" on "uur" decisinn 

3.3 Coordination and Leadership 

Since companies using \vholly on ned have full fleslbllity and control over thc.il. 

business in China, the.  could cherq.-plck the most qualified Chinese locals to ~vol-k 

for the company. To 111alie these employees productive, the company needed to 

coordinate their efforts. In other n-ords, the company must provide the employees 

with the necessary training and 1e:idt-r.ship. 

In contrast, companies using joint ventures may not have luxury of hiring the 

most qualified people (skilled and  sharing company values such as  "striving for 

excellence"). Since joint venture cornpanit's do not alwavs get the employees they 

want,  i t  usually take then1 longer to train and coordinate the efforts of the employees. 

I t  took one joint xTentur-e company a long time to learn to say "no" to the Chinese 

employees' belief that "this is the way things are in China, and this ought to be the 

way we do things here.". 

Getting the Chinese partners to cooperate in carrying out the business was 

more difficult than i t  sounded, the companies discovered. Since the Chinese partners 

shared the ownership and control of the joint venture, they were less likely to back 

down on their demands, and less easily willing to agree on things with Canadians. 

Furtherlllore, the Chir~ese mere in general more reluctant to take any responsibility. 

011e joillt slenture executive accused the Chinese of "not sharing ..., when there is a 

problem, it is your problem, not ours. the Chinese". 

3.4 Summary and Proposition Testing 

'rhe entry st,rategy a Canadian company used t o  enter the Chinese market 

provided a good indicator of the les.el of performance this company would be able to 

achieve in the Chinese market.  This study proposed earlier tha t  companies that 



were deeply concerned about the stability of the Chinese environment were 

more likely to use less risky entry modes such as export (P3.5). This 

environment than coiiipanies using other entry strategies. 

This study also proposed tha t  Canadian companies were more willing to 

usejoillt vcntul-es and wholly o\vned stratcgics in China than before (P3.7b) 

joint venture compallicls were in the process of nloving to  equity joint ventures and 

to this Chapter. 

Table - 3.7 Results of Propositions Testing -- - - 
I r  7---- ---- 

I I Proposition -- 
1 Testing Results 

Partially su l~por tcd .  C 'on~panie .~  using ' I 

business in China would have the  highest I C Y P ~  of \vholly owned had t h e  best perform;ince. 
performance, followed 1,. equity joint venture. hu t  th i s  was follo\ved I)? exports,  not I 
contracturc ventures  a n d  expolts.  equity joint ventures. 

- 

I 

As noted, sollle of the propositions related to Canadian companies using equity 

I'2a: Canadian companies t h a t  invclsted in joint 
ventures  lvithout such synergy effects would have 
lower performance t h a n  those with such effects. 

P2c: Jo in t  ventures  with the  Chinese were the  only I':il.li;illi-sogpurled.G none of 
way for some Canadian cornpallies to gain acccss to t h e  conipanics \vas forced to use joint 
t h e  local Chillose nlarkct ~ v h i c h  \ ras  othenvise closed venture,  their  lack of experience and  

joint ventures to enter the Chinese market such as  Plb were not supported. The 

to Canadian conipanies. 

sizes of companies studied seemed to be accountable for this. However, i t  could also 

resource map make  them feel rhey h:lve 1 
few other  choices. 

I 
I 

mean tha t  existing theories about interrlatio~lal business, particularly on equity joint 

P2d: Jo in t  vcntur-es \vith the  Chinese ~ v u r e  more Untested,  since none of t h e  colnpanies 

effective ~ v a y s  for t ransferr ing t e c h n o l o o  to China using joint venture invol\.cd high 

t h a n  direct exports a n d  teclinology. - I; 



the need for theory development for Canadian companies doing business in  China. 

In additioll to entry strategies, there appeared to be some major differences 

bctwccn cornpanics using d i f f~rent  en tq r  strategies. 'Table 3.8 provided a sum mar^ 

of the majol- diffel-cnces annong companl~s  using cllff'crei~t entry strategies, 

Table 3.8 - Main Differences Among Companies 
Using Different Entry Strategies 

-- 7 

('ornp.~n\ . 1l;lin Iiu\ine>s Pl , \c t~ce\  I I 
-- -. -- 

Highest level of perf~~-mance  
100';i o\vnershi l~ so t h a t  the  company could be flexible and :ible to aclollt to 

changirlg ii1u:itions in thi. Chinese ~ n a r k e t :  
1~~111 control of the opcrntion to reduce the  amount  of timc ivasted \vorking 

1 ~ 1 t h  othcr  people: 
Hire expcrienci.d pcoplc to ~ v o r k  in the   chin;^ crfficcs. 

Relatively high level of performance 
S o  i11vc.itmcnt in C:hin:i. the  c h m g i n g  business crl\~jronnic~nt only Illcans 

changcs in ,s;ilcs volunle: 
\'cry fl(.sihle in both planning and organization structures: 
Hire exl~tjrienced and  kno\vledgcubli. agents or distributors to hell-, 11l;iintai~~ 

ongoing coI1tact.i \vith customers: 
All th ree  con~panies  :ire in the process of set t ing up  :I local operation in China 
a t  t h e  time of intcmieiv. 

- -  

Performance is low' 
Have to ~ v o r k  hc~nd in hand \vith another  partner  \vhich nlav no t  share the  

s m l e  business philosophy or strategy: 
If t h e  c o m p m y  had espcricncetl people ~ v h o  understands the  Chinese culture 

:lnd kno~v.; ho\v to do husiness in China. the business is likely to be successful. 
Othenvise.  it could he disastrous. 
'rake much longer to reach decision than  companies not usinz joint ventures .  -- .- 

Lowest pcrformnrlce among all the companies interviewed 
Have little control of the 1v3y things a re  running in Chinll; 
Par tners  not a s  capable a s  expected, causing dissatisfaction; 
Payback period longer than  expected. - 

Against tile conventional belief tha t  equity joint ventures would have higher 

performance than contr.actua1 ventures and esports, Canadian conlpanies using 

exports to do business in China had higher performance than those using joint 

ventured. In addition. there seemed to be a positilre relationship between performance 

and the amount of control Canadian companies had over their China business. The 

I .  Except Company 4 .  



more control the Canadian company had, the higher was the performance. Chart  3.1 

mould provide zi clear depiction of the relationship among entry strategy. control and 

performance. 

Chart 3.1 - Relationship Between Performance and Control 

Performance Level 

High 

I Wholly Owned 

Low 

Direct Exports 

Contractual Joint Venture . Equity Joint Venture 
- - - - - -- - - - - -- -- -- - - - - - 

High 

Level of Control Over Business in China 

?'his chart  sho~s-ed that  the more control the Canadian conlpany had about its 

the perforn~a~lce.  Companies that  used exports had alnlost the same level of control 

about theil. business in China as neither needed to consult others in decision making. 

However, conlpallies using wholly owned had operations located in the Chinese 

market,  so tha t  they would have better market information and could make rllore 

educated decisions. 



CHAPTER FOUR: DATA ANALYSIS - 
COhIPARISON AMONG COMPANIES USING SAME ENTRY 

STRATEGY 

The previous chapter demonstrated tha t  there was a strong relationship 

between e n t ~  strategy and performance for Canadian companies doing business in 

China. C'oinpanies using Wholly Owned achieved the highest performance n:hile 

companies ~ s i r l g  equity joint ventures achieved the lowest. A closer examination of 

com1)anies using same entry strategies revealed tha t  their performance varied. This 

indicated that in addition to entry strategy, there were other variables f;hnt 

distinguished hig-11 performing companies from low performing companies. 

The previous chapter tried to establish why companies that  used different entry 

strategies haci different levels of performance. The focus of that  chapter was to 

identify comnlonallties among companies tha t  used the same entry strategy. 'llhis 

chapter, contrast. attempted to examine variables tha t  differentiated high 

pcrforining colnpanles from low performing companies within the sanle entry strategy. 

4.1 WHOLLY ORWED OPERATIONS 

Two compan~es had wholly owned subsidiaries in China. Both con~panies 

i n t e l~ i ewed   sing thls strategy (Company 9 and coin pan^. 10) had more than  one 

office in China. Their business strategies and practices were quite s in l~ lar  to each 

other. Although owned and controlled by their Canadian parent companies, these 

offices were managed by local Chinese. In relation to companies using other entry 

strategies these companies enjoyed the highest performance. 

Rut the performance of the high performing company (Company 9)  was more 

than double that  of the low perfornling company (Company 10). What accounted for 

such large discrepancy in Table 4.1 sunmlarized the differences 

between the higher and the lower performing wholly owned operations. Although it 

might be hard to pin down a particular cause, perhaps collectively, these factors 



helped distinguish the higher performng company from the lower perfornling 

company. 

Table - 4.1 Comparison Between High and Low Performing 
Wholly Owned Companies 

........................................................... 

High Performing Company 

The Chinese marliet is very 
important to the company and the 
conlpany is more committed to i t  

Large portion of the business is 
conducted in China 

Feel quite conlfortable with the 
Chinese market a s  we have what it 
takes to be successful there 

Rely on the local Chinese to 
solicit and sel7.e the local market 

Provide a diverse product assortment 
to the Chinese customers 

Low Performinp Companv 

There are  other international 
nlarkets tha t  are  more important to the 
company 

Most decisions are  madc in Canada; 

Feel irritated by the Chinese 
business environment as  we had little 
influence on what is to happen; 

China activities arc controlled by 
Head Office in Canada, and some 
flexibility has  been lost in gaining 
control; 

Has only one type of products for the 
Chinese market,  so the company is 
subject to frequent changes in the 
Chinese market. 

To the higher performing Conlpany 9, the Chinesc market was more important 

than  to the lower performing Company 10. The Chinese market represented nlore 

than  half of i ts total sales for Company 9 in 1992. This company adopted a more 

decentralized structure toward the Chinese market. Most of the tasks were conducted 

in China by the Chinese then~selves. To Company 9, the Chinese market was a s  

diversified as  any other market, requiring the colllpany to keep the operation closer 

to the end custolners. "There is no other way for US to do it. Ally small policy change 

in China is so vital to us. We have to be there to feel the pulse of possible policy 

change. Plus, the Chinese market is relationship based. We have to be there to 

develop and nlaintain our relationship with the Chinese,", the executive of Conlpany 



9 explained. 

To the higher performing Conlpany 9, the Chinese business environlnent was 

no longer too unpredictable. " We are doing well in China because \ve know 11o~,1 to 

do it." The company had been hiring local Chinese to ~vork  for the company. "These 

people bring both their line of espertise and connections in the industry to the 

company," the company's executive explained, "these are  essential to our success in 

China.". 

To the lower performlng Company 10, the Chinese market was not as  

important a s  other ~nternat ional  markets. The Chinese market accounted for less 

than 25 percent of the total sales revenue for the company 111 1992. To Company 10, 

the Chinese business c.nvironment was irritating as  it was unpredictable and the 

company had no control or influence. "The only control we have is over ourselves." the 

China Project lnnnager for the company confessed. To maintain tighter control over 

the Chinese operation and reduce the impact of fluctuation of the Chinese market  on 

the company, most decisions on the China business were made a t  the Head Office ill 

Canada. In addition, the company marketed a single product line in the Chinese 

market.  

Chapter 3 identified tha t  both flesibility and control were essential for 

Canadian colllpa~lies doing business in China. The above comparison seemed to 

indicate tha t  was more important than flexibility for Canadian companies 

using wholly ouined strategy to enter China. In essence, the following relationship 

(Chart 4.1) appeared to exist among these factors and the perfornlance levels of 

Canadian conlpanies using wholly owned strategy to enter China. 



Chart 4.1 - Various Factors and Their Relationship to Performance 
For Companies Using Wholly Owned Strategy 

In China 

More Comfortable 

In China by 
Local Employees 

Comprehensive 

- - - Less important 

Importance of the 
Chinese Market 

I - - - -  I - - I  
- - _ 1 -  - - 

Where Important 
Decisions Are Made 

7 -- - -  I At Head Office 
in Canada 

Ease Of Doing Uncomfortable 
1Business in China /--I 

I 

Head Office 

- - T  - - - 

Product Mix For Simple 
Chinese Market 

- - - -- . - - -- - - . 

For example, the level of cornfort a company experienced in China migllt help 

determine the course of action this companv 1~0u1d adopt in China, which ill turn 

might determine the level of performance. On the other hand, the level of 

perforillance a company achieved might also determine its course of act1011 in Chilla. 

Combined, these factors helped separate higher performing Company 9 from the lo\ver 

performing Conlparl~ 10, both of which used IVholly Owned to enter China. 

4.2 DIRECT EXPORTS 

These companies marketed locally manufactured products in Canada directly 

into the Chinese market. The marketing activities were conducted mainly by 

Canadians travelled to China. None of the products tha t  were marketed in China 

were nlallufactured in China. While two companies marketed hi-tech products 

(telecomrnunicatio~~io~ equipments and electronic products), the other company was in 

transportation. 

As s l lo~vl~ earlier in Chapter 3 (Table 3.11, the performance of these companies 

were quite close to each other. Similar to their perforlllance, these colllpanies did not 

79 



differ much in their busilless strategies. They had more similarities than  differences. 

Nevertheless, the higher performing company differed from the two lower performi1lg 

companies in both attitude and approach to\slards the Chinese market.  

4.2.1 Attitude Toward the Chinese Market 

'rhe differences between higher performing Company 1 and the two lower 

perfornling Companies 2 and 3 were quite subtle here. As Table 4 .2  indicated, the 

higher performing Company 1 considered itself too snlall to change the Chinese 

market.  " The Chinese market is too forceful for us to change it. If anyone tries to 

do that,  he is trying to knock his head on the mall.", the interviewed executive 

mocked. '4s the Chinese market and the business environment were unchangeable 

by any single company, the company changed itself. This company adapted a strate= 

t h a t  svas extremely flexible to allow for changes. " We try to be open minded. I,'our 

Chinese custorllcrs call for a product or service that  we do not conventionally have, \ye 

will try to get i t  for them". By doing this, the company believed tha t  it u7as able to 

"build a strong relationship with the Chinese." 

Table 4.2 - Attitude Toward the Chinese Market 

Higher I'crfor~ncr 1,owcr Performers 

The  Chinese marke t  is unchangeal~le ,  so thc  The Chinese market  is unchangeable. but t h e  

con~p:my company feels quite frustrated by i t  ~ ~ n d  

Tries to learn about the  marke t  and adapt  Sometinles t ry  to out- wit and  manipulate  the  

itself to t h e  market .  situation. 

The lower performing companies tha t  used direct export (companies 2 and 3) 

on the other hand, perceived little competition in the market. They tried to take 

things into their own hands and manipulate things to their advantage. " This is a 

market tha t  we have created for ourselves. There is very little competition from 

elsewhere.", one company executive declared proudly. The other company tried many 

things over the years to win over contracts, including making concessions on the 



Chinesc request  of foreign travel and t r a i n i ~ ~ g .  

The  implications for other Canadian companies t h a t  a re  interested in doing 

business in CIlina a r e  tha t  being adaptive! and  flexible work better  with t h e  Chinese 

t h a n  being manipulati\.e. The Chinese may view this  approach a s  "Cooperation" and  

"J lu tua l  Benefits", and  it seems to work. I t  works with t h e  Chinese and  i t  also works 

\\it11 other  Asian countries ~llconomist .  August  1993). 

4.2.2 Approach to the C h i n e s e  Customer 

business ls~ith the Chinese but n-as also t1-yl11g to help t h e  Chinese solve t:ieir 

problems. This williIlgness to help acconmodate the  Chinese needs also helped the  

Canadian con~panies .  For example, by developing a telephone switch sof t~vare  jus t  fqr 

t h e  Chinese customer, this  company was able to marke t  a lot more related products 

rind technologies to the  Chinese. Table 4.3 sunlrnarized this difference. 

Table - 4.3 Approach to the Chinese Customer 

W ~ l l i n g  to hclp the  Chinesc solve their. Let the Chinese deal \rlth their  own problems. 

problems. 

The  less successful companies ( 2  and  31, on the  other hand  were less willing 

to ivork with the  Chinese. They were not interested in gett ing involved in  helping the 

Chinese solve their  problems. They expected the  Chinese to solve thei r  own problems, 

For example,  one company revealed t h a t  the  Chinese often asked t h e  cornpany help 

them finish their  funding applications to banks or  other international lending agencies 

such a s  t h e  World Bank.  The conlpany never accepted such requests. This certainly 

seemed to be a performance related factor for the  two lower performing companies. 



I11 the recent CCBC1 meeting, inany cornpanics revealed tha t  the seller had to get 

involved in financing to support the buyers. 

4.2.3 Perception Over Competitive Position In China 

The higher pe~f'orining and lower performing con~panies tha t  used direct esport 

to enter China could also be differentiated by their own perceived competitive position 

in the Chinese market. As Table 4.4 showed, the higher performing Company 1 was 

quite aware of threats fro111 other competitors. I t  tried to provide customized services 

to develop closer ties with the Chil:cse custonlers. Instead of marketing \s.hat the 

company wanted to, Company 1 tried to provide what the Chinese customers needed. 

In addition, this company tried to provide customer ser-vices through a local 

distributor 

Table 4.4 - Perception Over Competitive Position 
............................................................. 

Higher  I'crforming Companies Lower I'erforming Companies 

The  market  is competitive and our  company is Little competition from else where  in  t h e  
smiill; Chinese market ;  

We need to Ilc unique in what  n.e do for the  13111 still need to develop customer loycilty to 
Chinese cus ton~crs  to fend off' aggression by protect ourselves iigainst invasion hy other  
large competitors. po tcn t id  competitors. 

The lower performing companies also realized the importance of developing 

customer loyalty but perceived little competition in the Chinese market.  There 

seemed to be a paradox here: if there was little con~petition for these companies, why 

did not they have higher performance since they donlinated the market? One 

company executive might have provided the answer when he said tha t  "competition 

rnakes companies more efficient". \$%en the coinpanies perceived little competition 

from other competitors, they felt little pressure to improve their efficiency and 

performance. 

'1. Canada  China Business Council, Vancouver, November, 1993 

82 



4.2.4 Summary 

The differences 1)etween higher performing and lower performing companies 

tha t  used direct exports to enter China were quite subtle. The higher performing 

company believed tha t  the Chinese business environment was sometimes hostile and 

out :)fits control. I t  was therefore more open-minded about the Chinese market anti 

adopted a more cooperative approach to  working with i ts Chinese customers. It  was 

also more sympathetic to the Chinese and their problems, and often tried to help them 

sol\-e their problems. In so doing, the higher performing company might hn\.e 

strengthened its relationship with the Chinese, and established a more positive image 

among the Chinese. The lower performers, 011 the other hand,  were inore Srustl-ated 

by the dififerences bet\veen the two systems. and were more likely to take rnellsures 

to manipulate the situation to their advantage. They did not feel that they sho~lici be 

accountable for helping the Chinese to solve their problems. They foresaw little or no 

competition in the Chinese market. The Chinese might have interpseted such beliefs 

and behaviours as  self-centred and less willing to help them, and acted accordingly. 

4.3 CONTRACTUAL JOINT VENTURES 

Contractual joint ventures are  also known as  co-operative ventures. There is 

no capital investment involved in such ventures, and no separate venture entity is set  

up. Often, the partners are  engaged in a joint project where each is responsible for 

implementing a part  of the contract. The partners need to cooperate ~ v i t h  each other 

to accomplish the common goal. In order for them to achieve this common goal, the 

partners have to share both t~he~~*esponsibilities and re\vards. 

As Table 3.1 (Page 49) showed the performance vasied greatly from company 

to company. The perforn~ance level of the higher performing Company 3 was almost 

ten times a s  great a t  the lower performing Companies 5 and 6. I n a t  factors 

accounted for such performance diversity for con~panies using the same entry 

strategy? 



It  seemed tha t  other than the entry strategy, the higher performing company 

4 had virtually nothing in common \\.it11 the t \ vo  lower performing companies 5 and 

extension of the company's efforts in other countries around the region. It  was very 

Table 4.5 - Comparison Retween Higher and Lower 
Performing Companies Using Contractual Joint Ventures 

-- --- pp - .- 

rr====- --7- y- -7 1 Higher Performing ('omponies 1 I f i i  O I I ~  -- -t-- 
I 

4% 

w a s  t]le cornpiny / Yes. 'l'he company h:~d :i I * No. B ~ l t  thct companies \vcw 

serious about the Chinese market by making the first nlove into the Chinese market.  

the / 

Furthermore, this company had some internal expertise for doing business in China. 

Chinese n ~ i t i o n ~ ~ l  in charge of heginning to. 

A Chinese national was in charge of business from Chins as  well a s  from other Pacific 

Rim countries. This individual was highly experienced and had a wide network of 

Chincsc ~ n x k e t ' ?  i)osi~,css from China and  other  1 ( 'h ina  iv i~s  not on top of t11(>ir 

'. I t  mattered little \vhere a China  expert  came from. Experts  from China.  Tai\vnn, I-Iong Kong o r  overseas 
seemed to be equally successful. Some China experts  a r c  Caucasian who a r e  equally, a n d  perhaps more 
successful if they a re  knowledgeable about  and  fond of China.  

Anyont? in thc: , 

Colnpany 
Understands thc 
(lhincsc cultnrt: 
language? 

Who Ini t ia t td  thc  
husincss ~ ~ l i i t i o n ?  

\Vas t h c  Conlpany 
directly in\rolved in 
Negotiatiur1.5'! 

-- 

How did t h t  company 
feel about the  
Chinese t h e .  do 
business \vitll'? 

How long had t h e  
c o ~ n p a n y  heen 
intcrested in  China'? 

For the higher performing Company 4, the Chinese market was a natural 

Asinn countries'. / priority list i ' 

I 

Yes. The Company hat1 :I very I Not :it all There were 
e x p ~ r i c n c c ~ d  Chineso national / (:hinesc ~vork ing  for the  
\r.llo undtrstood ho\v to deal with 1 c o r n p i ~ ~ ~ ~ .  but  t h e  a r e  not 
(>hincse and  ho\v to do I~us incss  / involvcd in doing b u s i ~ w s s  in 
in  China.  - 

' rhe Canadian company took n 
  no re pro-active a p p r c ~ c h  and  
explored the  husineas 
opportunities in China.  

Yes. 'I'he conlpany also hired a 
l long Kong I~roker  to help n'ith 
t h c  C'hincse m,irket.  

Still unpr-edictablc. but 
IiopA'ully had d e ~ ~ l o p c ~ d  a good 
r c l a t i u n ~ h i p  2nd friendship ~ v i t h  
t h e  Chinese t h a t  \viH help 

C h i n ~ l .  

The  pnreiit cornpanics hnndcd 
thcni t h e  China contract: 

.A husiness affiliate got t h e  
c o ~ n p a n y  involved. 

No. 'l'lie p m e n t  company or , 
the  affiliate negotiated thc I /  
initial contract for t h e  company. / I  

I / 
k'elt uncertain a n d  frustrated:  1 ;  
R u t  willing to I-re 111o1.e active 

and  aggressive in the Chinese 
1x1 m k e t  

Afore than 15 yc:ir-s \Vithin t h e  past t\vo to th ree  1 .  vcars .  

'1 



connections in China. 

To the ~OILCI.  p e r h r ~ n i n g  C h ~ n p m i ~ s  5 and 6, the Chinew ~ n a r k c t  \\.,IS 

ll~arginally important. Their loner level of performance to a large degrt-ee \\.as 

attributable to their lack of experience and lillow how in the Chlnesc market.  F ~ r s t ,  

they began to do business in Chinese market in the last  couple of years. Second, no  

one in the company seerncd to l i n o ~ ~  much about how things worked in China Third, 

these companies were not even directly involved in making the ~ n ~ t l a l  business 

contacts and negotiation. They waited on others to take the initiative to arrange th' 

business contacts. Worse yet, they were not even directly involved in negotiating the 

contract with the Chincse' 

"It is safe and less costly for us to tag along with other companies to do 

business in China," a s  the executive from Company 6 stated, "it is too hard for us  to 

spend the time and nioney in the Chinese market on our own.". This att i tude 

probably esp la~ned  why the low performing companies were not as  successful If they 

were not committed to the Chinese market, how could they be successful there? 

In comparison to the higher performing coinpames that  used Wholly 01vned 

and direct esport, the higher performing contractual joint venture was quite similar 

in its practices and esperience. Perhaps, the basic requirerilents for Canadian 

companies to be successf~d in the Chinese market are  identical, no matter what entry 

strategy the coinpany decides to use. 

At the time of this interview, the two low performing conlpanies were both 

actively searching for positive ways to solve their proble~ns in China. The company 

tha t  relied on its the parent conlpany (Company 5) decided tha t  after two years of 

learning about doing business in China (through involvement in the project) tha t  it 

was ready to move into the Chinese market by itself. Company 6 planned to actively 

pursue other joint venture opportunities in China. When the time was right, 



Company 6 ivould be prepared to make some capital investment as  well, revealed the 

Vice President. 

4.4 EQUITY JOINT VENTURES 

Ec1~1it.y joint venture wi th  the Chinese was not a s  widely used by Canadian 

companies entering China as  this author believed a t  the beginning of the study. The 

performance level achieved by Canadian companies engaged in equity joint venturcs 

with the Chinese helped to esplain why Canadian companies had been avoiding this 

strategy. Of the thirteen companies intelviewed, only one company, Company 7, was 

actively involved in equity joint venture with the Chinese a t  the time of the interview. 

This joint venture began to operate in 1991. The performance of this company, as  

explained by the owner and president, was not as  satisfactory a s  planned in thc? 

beginning. The pay-back period had been stretched from the ori@nal two-year to the 

recent planning of four years. The other Canadian c o m p ~ ~ n y ,  Company 8, t ha t  claimed 

i t  was involved in equity joint venture was still in pre-production stage. 

The executive from Coinpany 7 provided a number of explanations when asked 

what  he thought the reason was for the unpopularity of using equity joint venturcs 

by Canadian companies. First ,  it might be a little premature for most Canadian 

companies to be involved in equity joint ventures with the Chinese. Most Canadian 

conlpanies had little or no experience in doing business in  China and working with the 

Chinese system. "I ran  into nlany Canadian businessme~l in China who did not really 

know how things worked in China.", said the executive, "How would you work with 

someone if you do not know how he  works?" 

Second, i t  was hard to find a compatible Chinese business partner in the 

particular industry tha t  the Canadian company was in. Chinese enterprises and 



businesses in general, did not have enough international business experience to 

effectively cooperate with Canadian businesses. Such inexperience in working lvith 

foreign investors \vns demonstrated in many \vays. 'The Chinese first of all lacked 

marketing skills, which ~ v n s  not crucial under the old Ccntral Planned economy. "Our  

Chinese Rusiness AI~~nagers  have been trying their best to market the joint venture 

products in China. Hut their best mas not enough for us," the executive of Company 

7 acknowledged. Similarly. the Chinese did not seem to value time as  much a s  

Canadians do. The suine esccutive conceded YVhile the Chinese partner thought tha t  

they ivere already very efficient compared to  other Chinese or compared ti, the \Yay 

things were before, i t  \vas still far too slow for us". The issue of relativity and 

difference in time perception seemed to have caused some frust'ration for the Canadian 

company. 

Third, the two Canadian coinpallies also appeared not to be fully devoted to 

their joint ventures either. One company treated the joint venture with the Chinese 

a s  a good learning opportunity, a s  the joint venture gave the company a chance to 

observe how the Chinese did business and dealt with each other. This lack of full 

cor~m~itnlent  by the Canadian partner might have been reflected in its interaction with 

the Chinese partner, and may have affected both the relationship and performance. 

One joint venture company (Company 7) however, did seem to perform better 

than  the other. A few traits were observed about their business strategies and 

approaches which might have accounted for the performance differences (Table 4.6). 

The higher perforn~ing Conlpany 7 had a Chinese national working for the 

company, who not only understood the Chinese culture, but  also had many 

connections in China. In addition, i t  had hired a consultant to help the conlpany in 



the Chinese market Although ~ t s  efforts were still mostly experimental, a t  least the 

company ~vah  a bit more prejmred for the Chinesc market 

Has  a (:hina eslwrt \\.orkin_' :or the compnli?-. No one speaks  the  1;tngungc). 

This individual is oiicjn a (. 'hlric~? nation'l! 
~ v h o  speaks i 'h ine.v.  K O  previous experience in China.  

Nirr: extcrnnl consul t~int  tic 1:cIp t h e  compcln?. LXd not hire  anyone external help 
to develop t!lc Chincsc mar-krt 

Understands the Chinese cul ture.  Ixarn ing  I)y trial and errol. 

Joint  venture offi:rs tht> Chl:ic.sc morc Joint venture to t ake  advantage of the 1a1-g~ 
incentive to coopcrate. market potential. 

_____..___..__._.._~~.__.____.__.._______._____..-------------------------- 

The lo\st.r performing Company appeared to be lost most of the time. "\Ve \vese 

scre~ved by one broker tha t  used to work for the company before," the International 

few years ago." 

The question is: if the joint 1-enture performance here is typical of Canada - 

China equity joint ventures, nrhy \sould a Canadian conlpany want to be involved in 

equity joint venture ivith the Chinese? In other ~vords,  what motivated Canadian 

conlpanies to get into equity joint ventures in  China? 

First, an  equity joint venture allowed the company to take advantage of the 

fast  economic g r o ~ t h  without great exposure to the uncertain business environment 

and investment risks in China. The Chinese governnlent strongly encouraged foreign 

investment using joint venture, so tha t  the Chinese could gain access to advanced 

technology and management skills without much capital investment. To foreign 

investors, having a local partner may have seemed invaluable especially when the 

companies were relatively inexperienced in China. The local partner could lead the 



foreign partner through the complica~ed Chlnest. system, thus helping to reduce the 

;~nlount  of tillle and hassle the Canadian company lvould have to go through 

otherwise. 

Second, an equity joint venture may allow the company to reduce the amount 

of trial and error, and shorten the iearning curve. This is because the local Chinese 

partner may help the joint venture deal with the local business environment. Nobody 

knows the Chinese system better than the Chinese themselves. They know jvhat it 

takes to make things work. 

Third, this could appear the most effective way to get Chinese comnitment to 

the project, as  the shared o~vnership allows the sharing of profits. hlany conlpanies 

conlplained that the Chinese were non-committal and unwilling to take responsibility. 

Chinese, in general, value mutual benefits highly. Equlty joint ventures are  about 

sharing both the risks and the rewards. Such sharing of benefits offered an  added 

incentive for the Chinese take active interests in making the joint venture work. 

Almost all of the conlpanies interviewed had been approached. some more than 

once, by the Chinese to set up joint ventures in China. The majority decided not to 

go for such an  option. This was due to a number of considerations. First, Chinese 

businesses in general a re  inexperienced in nmnagng  private businesses. Con~petition 

in the Chinese market, prior to the Open Door Policy was almost non-existent. 

Survival was guaranteed. Even after many years of exposure to Western business 

practices, many Canadians still think tha t  the Chinese are far away from what  we 

would require in a joint venture partner.  The Chinese partner knows the Chinese 

system, but is unsuccessful in making the system work for the joint venture. 



In addition, it is difficult to 1vor.k with someone who operates on a. different set 

of rules or does not appreciate kno\vledge and business experience. 'The Chinese 

realize the inlportancc of management skills and expertise, but they are  very reluctant 

to pav for this soft technology. 

4.5 Summary 

This subsection compared the differences among companies using the same 

entry strategy. \lrith the esception of conlpanies used contractual joint ventures, the 

differences between higher and lower perfornling companies mere quite subtle. The 

higher performing companies, in general, were more aware of their lack of illfluence 

over the business environment, very sympathetic to the Chinese's difficulties and 

~si l i ing to help when could. By contrast. the lower performing companies felt little 

threats in the market,  Inore indiffererlt to the Chinese concerns and were less willing 

to help the Chinese. IVhat these secnled to suggest was that  companies tha t  \vt;l-e 

more axvare of their disadvantages in the environment and more willing to be 

cooperative with the host market were more likely to be successful than others. 

Of course, generalization about the relationship between business s t r a t e s e s  

and financial performance was inadequate since this relationship discussed in this 

chapter was only a n  approximate. For example, a contractual joint venture company, 

Company 4, did not fit into the performance pattern a t  all. Thus entry strategy was 

only an  estimated, somet,imes inaccurate, predictor of performance. To identify such 

key performance predictors, this paper turns to Chapter 5. 



C W T E R  FIVI3: DATA ANALYSIS: 
DIFFERENCES BETWEEN HIGH AND LOW PERFORMING 

COl'lIPANIES 

'rile two previous chapters esnmined the differences between high performin,n 

and low performing companies using the same entry strategy and performance 

differences \r.ithin the same entry strategy. The focus of the analyses were on the 

effects of elltry strategy had on performance. It  was found tha t  the perfbrmnncc was 

lligllly correlated to the entry strategy the company used to enter China. However, 

entry slrategy was not an  accurate performance predictor, as  indicated by the 

outstanding performance of a contractual joint venture company, Comp:my 3 .  This 

company had the second highest overall performance anlong the companies 

inter~rienred. Table 5 .1  ranked 311 the companies intemiewed by their performance. 

Table 5 revealed three distinct performance groups: 

Group 1: High Performing Companies, 9, 4 and 10; 

Group 2: Medium Performing Companies, 1, 2 and 3; 

Group 3: Low Performing Companies, 7, 6, 5 and 8. 

Table 5.1 - Companies Ranked by Sales Performance 
(Indexed Sales to or in the Chinese hfarket in Canadian Currency) 
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This pattern of performance lcvels suggests that  in addition to entry strategy, 

perhaps there are  other factors that  may  also affect the performance. The purpose of' 

this chapter is to identify such key performance factors (KSF). Specifically, this 

cha13ter seelis to  answer a specific question: what distinguisLes high performing 

c o m ~ ~ a n i e s  from inedium and low performing companies? Are there factors that  high 

1)erforming conlpanies have in common tha t  differ from those of low performing 

coillpanies? To answer these questions, this chapter will examine the 

internationalizatio~l process used by Canadian conlpanies to enter China. 

5.1 INITIArl'ION OF BUSINESS RELATION & MARKET ENTRY 

5.1.1 Initiation of Business Relation 

In the recent CCBC' annual meeting, marly members speaking from their 

experiences disclosed tha t  Canadian companies had certain competi t i~~e advantages 

over other foreign companies in China, one of which was the ongoing friendly 

relationship betiveen the t x o  countries. The Chinese had a far more positive image 

about Canada and Canadians than other foreigners. "The two countries had never 

been in any direct conflicts before," explained one executive, "Canada was ilnlollg the 

very first few countries to resume diplomatic relation with China since the Co~nmunis t  

took over in 1949.". Further,  the m u l t i - c ~ l t r a l i s  has  exposed Canadians to many 

different cultures, and Canadians have a better understanding of these cultures a s  a 

result. "It is natural for me to work with the Chinese, because I grew up with them 

in the same high school here", explained the executive of Company 9. The comfort 

t ha t  Canadians have with working with the Chinese is another advantage tha t  

'. Canada China Business Council (CCBC) is 3 non-profit organization to which most Canadian companies 
doing business in China belong to. 



Canadian companies have doing business in China. 

Though such relationship would not guarantee better trade tics between 

Canada and China, or better treatnlcnt for Canadian companies trying to do business 

in China from the Chinese government, it had certain positive effects on Canadian 

companies interested in the Chinese market. The friendly relationship rind cultural 

understanding bet\vecn the Chinese and Canadians seemed to have made the 

initiation of a business relationship much easier. 

The question was how did these benefit Canadian companies: \vould such 

harmony between the t\vo cultures among Canadians able to add to Canadian 

co~llpa~lies '  ability to compete in the Chinese market? While the answer to this 

question exceeded the scope of this study, it appeared that  such friendly relationship 

between C~jnada  and China and culture d i ~ ~ e r s i t y  in Canada helped snlaller Canadian 

f i l . 1~1~  to compete with confidence in the Chinese market.  Table 5.2 sulnrnarized the 

initiation of business relationship for the companies interviewed. 

As shown by the table with both the higher performing and medium performing 

companies, Canadians made the first move. In con~parison, in three out of the four 

lower performing companies, the first initiative to doing business in China was made 

by the Chinese or a third party such a s  parent company. In other words, if the 

Canadian company initiated the business relationship with the Chinese, the company 

would have much better chance of performing well than  companies waiting on the 

Chinese to call on them to do business in China. 

Why did who initiated the business relationship affect the performance level? 

There were a number of plausible explanations. First, when a Canadian company 

initiated the relationship with the Chinese market, the company would likely be more 



interested in, committed to and prepnrwl tor the challenges of doing buslness in 

China. They \yere more likely to have compared a nulnber of alternative markcts 

before they made the commitment to  doing business in ChinaL. 

Table 5.2 - What Led To The Entry of the Chinese Alarket 
.- 

--- -1 1 
1s t  hlove 1 I l o ~ v  Did I t  Evolve Into 13usiness Activity'? 1 1  

Canadian I.'oundcrs of t he  company lived in China for  many  years and  had 
there I 

-- 

i 1 
-----I I 

Canadian An en~ployet? w a s  invited hy the  Chinese to visit China,  and  many / /  
I i 

Canadian 
I n m y  trips 

Canadian Hired n loc~il distsibutor m d  sent  delegations of people 
the  n1arkt.t and make  contacts v i t h  potential huycrs 

Canadian Attended nn industry exhibition in China.  Trip funded 1)' t h e  Federal 
go\.ernnlent. hIany trips fo1lo~vt.d. 

Mutual 
forth hctivec-n t h e  t\ lVo countries 
Contacted by Chines(: Consulate R e g m  by sending 

Interests  I ;  

Someone Paren t  r ~ n l p i i n i ~ s  /ieari/ about the o p p o r t ~ ~ n i t i r s  and negotiatcil mi beliilf  
I.:lsc.' of' the  con~p:lny 

Chinese made  inquiries first on their t r ip  to Canada  

RIany Chinese delegations visited Canada 
-- 

Chinc,se 

Chinese 

Second, if the Canadian coinpany made the first move, the Chinese market 

must  be of strategic importance to the company. Thus the company was more 

dedicated in both financial resources and management time. Otherwise, why would 

the company be interested a t  all? However, if the Chinese made the initial contacts, 

the Canadian company might not be as  interested as  the Chinese. Furthermore, the 

Canadian company might be more reactive and less prepared. "Over the years, we 

2 . Of course, this  is  not always t rue,  sometimes t h e  decision on doing business in  China  \vas not based on 
rational evaluation of business options, b u t  out  of other  motives such a s  adding prestige to t h e  company 
or to the  executives involved. 



12:1ve ~ ~ ~ ~ ~ . ~ ~ ~ ~ l ~ e d  1,. Inany Chinesc delegations t,o do th is  and  t h a t  in ( h i n a . "  said the  

csecutive fi-(illl Company 6. "We h ; ~ \ ~ e  not been that, interested.". 

However. this  pattctl-n seemed to be changing a s  'I'ung (1989) found in he r  

recent study. The  Chinese had become far  more aggressive in  pursuing business 

opportunities with foreign companies and  foreign investors, especially after  thc  

provinces and  local governnlents 1ver.e given more d i sc re t ionaq  authority o\.er 

economic developn~ent .  The frequent visits to Canadian cities by various Cllincse 

delegations were probably suggestive o f t h c  increasing aggressiveness of t h c  Chinese 

in  pursuing international business opportunities. Perhaps  due to such frequent visits 

by various Chinese delegations, there  were fewer interested Canadian companies t h a n  

Chinese representatives in  t h e  few gatherings this au thor  at tended. Nevertheless, i t  

\vas th is  author 's  belief t h a t  if Canadian company initiated the  business relationship, 

t h e  company would likely to achieve better  financial performance t h a n  t h e  other \tray 

around.  

5.1.2 Speed of Entry 

As Table 5.3 revealed, if t h e  Canadian company made  t h e  first move, i t  tended 

to move much faster  into t h e  Chinese marke t  t h a n  otherwise. The  table indicated ~t 

took much shor ter  (within a year  the  idea was  considered) for the  high and  medium 

performing companies to move into the  Chinese marke t  t h a n  the low performing 

companies. One  manager  of a higher performing conlpany s ta ted t h a t  "Market  growth 

elsewhere is too slon7 and  conlpetition is  very tough. T h e  Chinese marke t  i s  jus t  t h e  

opposite, we have to move fast.". 

On t h e  other hand ,  companies t h a t  were approached by t h e  Chinese were  often 

more reluctant to make  a n y  has ty  decisions. They might w a n t  to evaluate thei r  

options, wai t  for the  Chinese to provide them more information, or convince them.  ,4 

couple of companies entered t h e  Chinese marke t  "very reluctantly" a s  t h e  contract w a s  

arranged by someone else. 



Table 5 .3  ,- Speed of Entry 
7-- - 

, -1 
I I! 
I 'Time Considered I Time Hntcrctl ---- + L--- 

1 I i s c  /I 
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". (Tstimated by the i n t c r v i c \ v e c ~ c . l l ~ ~ j m o r c  t h a n  2 to  3 years befiirc thcy t:nteretij. 

?'he role played by these Canadian companies in doing business in the Chinese 

market  was far less aggressi\re and  more passive. I t  took these companies between 

two and nine years to actually start  doing business in China. \Vhen they finall~r 

started rolling, they might be not as  enthusiastic about the Chinese market,  or less 

understanding and cooperative. " China is not our most important market. We have 

many other more important markets to worry a b o ~ ~ t ,  such a s  the hIexican market." 

said the executive of one low performing company. 

In summary, companies that  initiated the first move into the Chinese market  

took far less time to develop their business there. Furthermore, they were more likely 

to perform better than  companies tha t  waited until others made the move. 

5.2 INFORMATION GATHERING 

The amount of information a company gathers about the market is a good 

indication of how serious the company is about that  market.  A company is more likely 

to  prepared itself well before entering a n  important market rather  than rushing in. 

Further,  if a company prepares itself well, there would be fewer surprises and 

frustrations, which may lead to high perfornlance and satisfaction. Thus, how and 



h o ~ v  much a company prepares itself are  xood indications of the importance of the 

the market lntcr. 

As Table 5.4 showed. the h i ~ h  performing companitls could also be 

distinguished fronl medium and low performing companies by the amount of 

information they collected before entering China. T3oth high and medium performing 

companies did soine estensive information gathering and preparation before making 

Table 5.4 - Sources of Information and 
Information Gathering Before Entry 

- .- -. 

I'rim2,r.y So~1ycn.i r .<t,d tl-, Gathcr  Infbrmnticrn Ceforc1 enter in^ Chin;l 
-- 

F o \ ~ n d e r s  have Chinn  espcriencc and  kntr\vledge 

4 

10 

1 

2 

3 

7 

G 

5 

8 

IIire pcoplo \vith connections in Chiria: 
Frequent  contacts C a n a d i ~ i n  Fmb;lssy in ('hinn 
Can;icl;l ( 'hina ?'r,itlc Council 

Hire pcwple China experience 
Frequent  firld visits t o  China 

e Extended business t r ips  to  chin^^. a h o ~ ~ t  n month per t r ip  
I 

Field trips and field suri-c .  1 
Hire people u.ith China  experience 1 

! I'eople in rcy iond  offices in .Japan 
I - 

Ilire people \\.it11 China knon.ledge anti cspericnce i 
High rank  officinl contacts with Chinese I 
Frequent  field t r ips  to China 
Hire ( k n a d i a n  consul tant  

Head as much a s  possible about China 
\Vent to Crash  11;lndarin Training course 
Talked to CCTC a n d  Embassy 
Hirc Canadian consulting company t h a t  h a s  offices in  China  

Estensive market  resesrch 
Hire people \vith China  experience 
F h h a s s y  and  Trade  Offices in China 
Use 13roker and  consulting firin 
Talk to companies \vith China I h p .  

Hire people with China  knowledge a n d  connections 
\Vent to China  for field survey 

Did not do any ,  relied on the  parent  companies to do everything; 

Hired people with marginal China experiences. 

Field t r ips  
Inforniation provided by Chinese 



the  decision. Compared to the low performing companies, they were more "ready" to 

taclile the market. These companies used a number of information sources to help 

~vit11 their decision. The primary sources included: 

Iinowledgeable people. If the company did not have someone ~ v h o  n-:IS 
knowledgeable about the Chinese market and espsricnced in the Chinesc 
111a1,liet. likely it wo~lld hire one: 

Frequent field trips to China. On such trips. the company is networking in 
China, and maliing contacts with potential customers or partners. r\lmost all 
the companies agreed that frequent visits to China was critlcal to doing 
business in China; one could not possibly do bubiness with the Chinese by 
staying in Canada Thc company needed to be presented to and in t o ~ c l l  1 ~ 1 t h  
the Chinese customer in China. 

0 Canndian Embassy and Trade Offices in China. These organizations \yere also 
helpful in identifying making contacts with the Chinese once the comp;iny 
decided to enter China. 

The Canadian China Bwiness  Council, a non-profit operation tha t  has  offices 
in both Canada and China. il number of companies had used their sen ices  for 
a nonlinal fee. 

In contrast, the lolv performing companies did not do nearly a s  much 

information search and preparation before entering China. Instead of spending the 

time to prepare themselves, they were trying to find a n  easier way around such as  

joint venturing with the Chinese. This seemed to suggest tha t  despite entry strategy 

adequate preparation was required before foreign market entry 

Another interesting observation was tha t  very few companies actually talked 

to other Canadian companies tha t  had China experience. I t  was unclear if this was 

because the experienced companies were unwilling to share,  or the interested company 

did not want  to ask. Further,  none of the local Chinese business associations (three: 

Taiwanese, Hong Kong and bIainland Chinese) were consulted by these conlpanies 

Again, was this because these associations were only active within their ethnic 

community, or because the Canadian companies did not feel comfortable asking? 



5.3 AWARENESS OF CULTURE DIFFERENCES 

Ill gel1eral, companies tha t  were aware of cultural differences bet~veen the 

Chil~ese and Canadians seemed to be less frustrated than  those tha t  were not. Three 

major cultural aspects were identified by the coinpallies interviewed to be of 

importance to their doing business in China. These were guansi (also known as  

connections, or relationship networii) with the Chinese, giving or saving face for the 

Chinese, and developing t rust  with the Chinese people they ~vorked with. 

5.3.1 Guanxi and Networking 

This study proposed earlier that  all successful companies had important 

guanxi with the Chinese (P3.4a). As the following Table 5.5 indicated, this 

proposition was strongly supported by the companies interviewed. 

The above table showed tha t  companies that  did not realize the importance of 

Table 5.5 - Importance of Guanxi and Networking 

guanxi, or did not have enough guanxi in  China, achieved lower performance in the 

99 

Co. 
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4 
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-- -- 
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Does Your Company Have Good guanxi I Ho\v 1mport:rnt Arc They To Your Company'? 
in China'? 

Yes, extremely good connections. 

Yes, hot11 t h e  coinpany and  the  broker 
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-- 

Yes, "cry good connections and  
network. 
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-- 
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anything a t  all. - 
Not really, t h e  Chinese par tner  handles  tha t .  

7 
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8 

No, bu t  our  par tners  do. 

Not really, t h e  parents  might  have. 

Yes, from previous work. 

Yes, some from interactions. 



Chinese market.  In contrast. companies tha t  had developed a network of connections 

tha t  could help the company when needed had higher performance. The companies 

relied on tn-o main methods to develop guansi in China, doing-it-yourself' or hiring 

people with Guansi and connection. 

For the companies that relied on the first  method, getting' to know 

the "right" people, people with influence and connections, was accomplished by 

+ participating in social activities organized by Canadian Embassy in China; 

+ participating in trade fairs in China; and 

+ meeting with Chinese on their trade missions here 

A number of companies had uscd this method, which proved to be sufficient. 

The exccutivc of Company 2 rarealed that  "We participated in a n  industry trade show 

in a northcrn city of China. In tha t  sho~v,  we met a lot of pcople \vho Lvere interested 

in talking to us about our technology That was how we started.". 

For companies \v1t11 local operations andlor offices in China, the second method 

appeared to bc the most cffectl\,e \vay to obtain guansi "These people knon~ \vho is 

who in the industry. What we need to  do is to buy thls expertise.", recalled the 

executive of Company 9. The guanxi hired were often Chinese nationals with wide 

connections in China developed prior to  joining the company. 

None of the companies rejected the idea of using guansi to do business in 

China. Very few, however, agreed with using bribes to buy guanxi in order to develop 

Guanxi in China. Some intelviewees realized tha t  "buying" guansi might be fuelling 

the corruption among the Chinese officials. However, "the differences between g f t -  

g v i n g  and bribing seemed to be a grey area", admitted one executive. There was no 

clear definition for either gifts or bribing. It  seemed tha t  gifts were often exchanged 

to show friendliness and appreciation. Gifts were not g v e n  to the Chinese a s  a n  

inducement or condition to do business with Canadian companies. 





Furthermore. many companies found that  the Chinese often rescinded their 

earlier- decisions. \+%en the Canadian company thought the issue had been settled, 

the Chinese ivould come back to it again iater. Canadian companies seemed to 

attribute to the Chinese' reluctance to lose face by calling a spade a spade. Howevcx. 

this seemed to 11a1.e little to do with face. Often this was part  of the Chinese 

negotiation strategy: when the terms wcre not in their favour. or they belipved tha t  

they could improve the terms, they often used excuses such a s  "the boss did not 

approve of the terms" to reopen the negotiation on the same issue. 

Second, almost unanimously, the companies interviewed agreed tha t  i t  \s7as 

imperative for Canadian companies t o  discover those issues of negotiation most 

important to the Chinese. The Chinese wcre unlikely to spell these issues out for feat. 

of losing face. For example, t.he issue of foreign travelling and third country training 

were believed to be extremely important for the Chinese, but  they rarely make i t  clear 

tha t  these were important to them. Again, this seemed to be more related to the 

Chinese negotiation tactic than to fear of losing face. 

Finally, it was also important for the Canadian companies to be perceived by 

the Chinese to have face. Canadian companies used a number. of measures to both 

give and save face for the Chinese and themselves: 

Hire intermediaries to act a s  the go-between the Chinese and Canadian 
companies. If one party could not agree with what  the other party was doing, 
it could use the intermediary to express its concerns. In so doing, both parties 
were saving face for themselves and for each other. 

Establish t rust  and friendly relationships with the Chinese. Many found tha t  
once the Chinese got know you and your style, they became quite open and 
friendly. 

Be consistent in business style. This would allow the Chinese to learn about 
you and know what to expect from you and your company. 

Avoid asking the Chinese pointed questions in front of other people, as  the 
Chinese might think tha t  you suspected their competence and were trying to 
make them lose face. 



I11 general, be anrare and understanding of cultural differences is important to 

Canadian conlpanies doing business in China. Canadian companies, however, nced 

to bc also aware tha t  thc Chinesc often try to erase the line between culture 

differences which is unintended and negotiation tactic which is intentional. 

5.3.3 Trust Between Canadians and Chinese 

AIost companies believed tha t  greater t rust  was developed bctlvcen them and 

the Chinese they \vorked with as  they learned how to deal with each other. Trust  was 

an  important issue to doing business with Chinese. Once a t rust  relationship was 

established, i t  would not only save time for any further negotiation, but also help 

improve the quality of negotiation. 

However, the importance of t rust  should not be over-stressed. "It really talies 

the combination of good product, competitive price and quality senrice plus good 

relationship with the Chinese to be successful in the market." "What t rus t  has  done 

is tha t  i t  makes the "going" easier for Canadians.", one company elaborated. 

This study proposed earlier in Chapter one that  awareness and appreciation 

was critical to Canadian companies doing business in China (P3.4b). I t  secmed 

tha t  companies would be less frustrated if they understood the Chinese culture. 

However, as  to be discussed in Chapter Six, frustration did not translate into l o \ ~ e r  

financial performance, and vice versa. Thus, this proposition was not fully supported. 

5.4 THE USE OF INTERMEDIARIES 

An intermediary was defined by the intelviewees as  a n  outside individual or 

entity tha t  helps the Canadian company enter the Chinese market for a fee. Brokers, 

agents, consultants and consulting conlpanies are  classified a s  intermediaries. This 

paper proposed earlier t ha t  companies that had local partners, or hired 

intermediaries were more informed about the Chinese market and would 

likely to have higher performance (P2b). This was partially supported, as shown 

in Table 5.6. I t  was found tha t  most conlpanies used such intermediaries to help with 



the Chinese market. In particular, the hlgher performing companies had shared n 

number of things in common regarding the use of intermediaries. 

Table 5.6 - Use of Intermediaries 
1 1  

Reasons for- Using Intermrldiary and Roles P lqec l  By the Intermediary 
- -4: 

Hclpfill in set t ing up initial contacts a s  they know the  marke t  better ~ i n d  havc eootl 
conlicctions in thc  loci11 rnxk(3t: 

! I 1 
I-Ielp tlie compnnv identify key dccision nlakcrs and key issues of 'negot i  A t '  1011: ! I  
Bring ne\v h11,sinc.i.s opportunities to the  company. / I  

- 

FIelp identify netv l~us iness  oppo~.tunit~c.;:  i ! 

I'rovides n cost eff'cbctivc! \vay of doing businc,ss \vith the  C h i n c w  a s  they help to save 
the  tlcvclopmcnt costs in settin:. up  the  market ing systenl In ( ' h i m ;  
Soliciting nc,\v clients for the  company: 
Supplementing the  conlpany's market ing efforts in  ( ' h i m .  

- 
1 1  

Kccp an  eye on rhings for t h e  company a s  thc  marke t  is changing fast;  
hIaintai11 contacts n.ith existing custonlers: 
Prepare the  ground for negotiation. 

I / 
1 ' I  

I3ri1ig 111311y g w d  contacts to the  company: l i  

Ilelpf'~11 in serting u p  initial contacts. 
-- 

I! 
-A' - 

y l  
110 not use m y  intermediary; 
The local par tner  can do bet ter  a s  sn o\vner t h a n  hiring an  in te rnwdi~i ry  

i 110 not hire in tc rn~edia ry  of i ts  o\x7n, a s  t h e  parent  compmics  have agents  in  Hong Kong; I 

Help t h e  company set  up  the  s tage for nc'gotiation; 
Not involved in fur ther  negotiation. 

Have not thought  of using agent  a s  not sure  how they could help; 
Helying on affiliates for contacts and  contracts.  

Realize the  importance of a n  intermediary. I I L I ~  hard to  find a good and  rcliablc one: 
Need sonleone to se t  up  the initial contacts wiLh the  appropriate Chinese parties. 

- 

These coinpanies had 

+ Someone within the organization i ~ h o  was a Chincse national. This individual 
was very likely to speak fluent Mandarin, Cantonese and English. He/She 
travelled frequently between Canada and China. Over the years, this 
individual(s1 developed good networks and relationships with the Chinese 
which were helpful to doing business China; 



4 Hired someone indepcndent to act as a n  intermediary between the Chinese 
customer and the company. This ~~ l t e rmed ia ry  could be a Canadian senlice 
company, an import/esport company in Hong Kong or a Chinese agent located 
in China. This individual acted as  a go-between for both partics involved. 
This i nd i~ idua l  was particularly important during the negot,iation process. 

4 Used local intelligence to collcct infol-m~~tion about the? market in gener.al, and 
information about the negotiation counterpart in particular. This individual 
helped to identifj- the ke .  person to  bc negotiated with, their needs anti 
concerns such as  their budget limit for the project. 

Indeed, it appeared tha t  the higher performing companies perceived the 

Chinese business environment as more threatcning. Thev were more ~villing t o  

e~llploy outside help to reduce the amount of risk they were exposed to. 

Intermediaries ivith experience and knowledge about the Chinese market and how to 

do business in China would add to the knowledge base to these companies, thus 

helping the  company reduce its business risk in China. 

There seemed to be several factors affecting the use of intermediaries. First, 

when there were resources within the co~xpany tha t  could perform the same tasks as  

the intermediary would. the need for hiring such intermediary reduced. Furthermore, 

a s  the companies became more esperienced and established, the need for such 

intermediaries \vould also reduce, perhaps due to developn~ent of internal resources 

t ha t  could perform the same task. I t  was advantageous to have sonleone with these 

skills working directly for the company because, a s  one executive put  i t  "it would be 

foolish for the company to rely on a n  outside agent to senTe a multi-million dollar 

market". "The company would never know if the agent was working for the company's 

best interests, or his personal interests" 

Second, companies tha t  perceived the business environnlent a s  less risky were 

not likely to use any outside help. What was the point of hiring someone if the 

company was already confident about i ts ability to deal with the market itself? 

Unfortunately, the performance of this company in the Chinese market was far from 

satisfactory, and the company was very frustrated about it, even though this company 



had not felt threatened by the dif'fercnces in the Chinese business erivironment. It  

seemed tha t  the more a company realized the threats of the business environment, the 

more the company ~vould prepare itself, and the more successful the company \vould 

likely become. This was confirmed by Campbell and Adlingtion (1989) in their study 

of joint venture strategies in the People's Republic of China. They found tha t  the 

Japanese were the least optimistic about doing business in C h ~ n a  though thclr 

performance was slightly better than Americans and Europeans Their analysls 

cfrequencies only) on foreign investment in China, seemed to be overly simplistic, and 

failed to identify the potential correlations among various variables. For example, it 

would be useful to kno~v whether conipanies with a longer period of experience in 

China or tha t  had equity investment were treated differently in negotiations with the 

Chinese from companies x i t h  less experience or no equity investment. It  would also 

have been helpful to know whether those companies whose Chma activities were 

profitable also had less difficulty with the Chinese legal system or n.it11 their 

negotiations than companies tha t  were not profitable. Carnpbell and Adlington haye 

produced a wealth of information but their lack of analysis makes their findings less 

useful. 

Third, use of an  intermediary also depended on the stage of market 

development and the entry s t r a t e a  used by a company. The need for hiring sonleone 

to develop contacts with the Chinese market was not the same a s  for hiring someone 

to help with a negotiation impasse. 

The use of intermediaries among the lower performing companies (7,6,5 and 

8) in comparison was quite limitcd. Two companies 7 and 6 did not use any 

intermediary a t  all, while the other two had esperienced problems with the 

intermediaries they used. 

5.4.1 ROLE(S) PLAYED BY INTERMEDIARIES 

Table 5.6 showed tha t  intermediaries played a more important role among the 



higher performing coinpanies, i ~ i c l u d ~ n ~  the high and the medium pel-forming 

c o m p a n i ~ s  than lowci perforining conipalues. I11 general, such intermediaries had 

Chinese market,  including 

+ I d e n t i c ~  the potential business opport.unities in the Chinese market for the 
company. This \vas accomplished by feeding market  infol-mation back to  the 
conlpany and pacliaying the cornpanv's products and scivices to suit  the needs 
and tastes of the Chinese custonlei~s. 

+ J lake  contacts \\it11 potentidl buyers iind business partners on behalf of the 
C C J ~ I ) ~ I I ? -  The role of the intermediary a t  this stage was to sell the  idea of' 
having n C a n ~ d i a n  -upplier ,111dor bcsiness partner to the Chinese. J l any  
people found it ea;y to present the Canadian companies due  to the positive 
image Canadians h'id a n o n c  Chmese. 

+ Set up the negotiation and keep the negotiation moving in the right dirc.ctic~n. 
Negotiating \\.it11 Chinesc was often a test  of endurance and patience. 
Negotiation often reached an impasse because the key issue (sometimes not a 
key issue of contract iiself) n-as not identified and zddressed by the Canadians.  

+ Provide ongoing 11aison bet\{ een the company and the end customer. Because 
of this c~ngoing inter,iction J\ it11 the end costurnel. thc agent might be able to 
find nenr business opportunities in the Chinese market for the company. 

The use of inter1nedi:iries and the deployment of the companv's own sales force 

appeared to supplement each other. One company tha t  used to rely on an  

intermediary to se1l.e the Chinese market had  just opened two sales offices in  China, 

but they also kept the intermediary. "We need both now," esplained the esecutive. 

While the  intermediary's efforts \yere lnainly to  develop new customers and maintain 

contacts with existing customers. the new sales force helped the intermediary with 

technical presentations and provided customer service for existing clients. As this 

practice was relatively new to the coinpany, it would be interesting to see if this dual 

system would last .  

5.4.2 WHAT CONSTITUTES A GOOD INTERMEDIARY? 

What constituted a good intermediary? What type of role did they play in 



helping Canadian companies do business in China? There are a number of key 

qualities tha t  the companies looked for in a good agent. These qualities made finding 

a good agent much more diffrcr~lt than just finding an  agent. 

First ,  and foremost, the person had to be well connected in the local business 

and government cominunity in China. This was especially important for doing 

business with the Chinese. Most business these con~panies had from China came from 

government contl.acts or contracts with s tate  owned companies. Even in  the so-called 

private companies, the management team often included government assigned cadres. 

Though China had been changing fast, fundamentally, i t  remained the same (Tung 

1989). The success of business still depended on who you knew and your connections. 

I t  seemed tha t  reforms and exposure to IVestern business practices had fjiled to 

persuade the Chinese to change their way of doing business. 

Second, the person had to speak both English and Chinese. Cantonese was 

preferred in the Southern Province of Guang Dong. The agent often played a role like 

an  interpreter during the negotiation process. This was natural as  the agent by this 

time already knew a t  least something about the business to be negotiated. 

The ability to understand both languages of the negotiation team seemed to go 

far beyond the language itself. Sometimes the Chinese negotiators spoke perfect 

English, but  the Canadians still felt disadvantaged when the Chinese spoke their own 

language among themselves. Canadian companies used to rely on interpreters 

provided by the Chinese negotiation team or hired a interpreter in China. As Tung 

(1989) found, sometimes the subtlety of language could get lost in  the translation, 

either because of the language skill of the interpreter or the intentional cover-up by 

the interpreter. 

Third, the individual had to understand the nuts  and bolts of the industry and 

the business, not just the language skill. "Language skill is  important for a good 

agent or interpreter but  understanding the business is far more important" explained 



one company csecutive. If t h e  company h a d  to choose between t h e  two. most 

colllpanies \vould have preferred the  ~nd iv idua l  nrho understood the  business. Of 

course, the  ideal situation was  not to choose, but to have someone \vho h a d  both skills. 

Yet this was  far  inore diftlcult t11~1n i t  a p p e x e d .  Some companies had experienced 

serious problems and frustrat ion in finding a n  in terpreter  who undcrstood the  

business, part.icu]:\rly in the  less de~.eloped a reas  of China.  

Four th ,  the  person h a d  to know how the  Chinese sys tem operated. Despite t h e  

Chinese efforts to simplify the  procedures foreign investors 11ax.e to go through in 

order to  do business in China,  t h e  Chinese system was  fa r  more complex t h a n  what 

most Canadian companies were used to. Getting a busincss license for example,  

involved gett ing perinission from numerous government depar tments  arid agencies. 

The agent's frimiliarity ivith t h e  system a t  th is  point helped shorten t h e  amcl.int of 

t ime involved in preparation and  gett ing s tar ted.  

Fifth, the  person h a d  to  have access to local intelligence and  have good 

connections in  China.  The  Chinese system had  undergone frequent changes, so had 

t h e  Chinese marke t  itself. I n  general ,  t h e  consumer t a s te  i s  changing faster  t h a n  

before and  colnpetition is  gett ing stronger. The  Canadian company h a s  to be a\vnre 

of such changes in order to s t ay  afloat. 

Afore importantly, t h e  Chinese would prefer to deal  wi th  people they have 

access to. Opening u p  a local office would be ideal if t h e  company could afford i t  a n d  

could find a qualified individual to work for t h e  company. This was  simply not 

feasible for most of t h e  companies inte~-viewed, due  mainly to t h e  high costs involved. 

"A one-man office in Beijing would cost about half a nlillion dollars a year  to 

mainta in ."  s ta ted one executive, "given the  sales volulne, there  is no way t h a t  we 

could justify such expenses." 

An agent,  or  intermediary would be suitable to provide aft,er-sale semice and  

local intelligence for t h e  Canadian company. As one manager  pu t  i t  " the  agent  h a s  



access to the Chinese customers a t  times unavailable to us". Time differences and the 

Chinese' lack of access to long distant phones impeded Canadian managers' ability t o  

n~ain ta in  contacts with the Chinese cust.omers from Canada. 

Although agents from Hong Kong (mainly trading companies) are  still popular, 

more and n o r e  companies are  hiring local companies. Onc executive explained that 

"the Central government is trying t o  move away from overly depending 011 Hong Kong 

as landing port of foreign investnlent". On the other hand.  I-Iong Kong agents are  not 

purely local. They do not speak the same language, and they have different life style. 

In fact, "local people resent the fact that Hong Kong people are  coming in and trying 

to control them.". 

Sixth, the company had to make sure that  its intermediary was not a double 

agent working both for you and yo:~r negotiation counterpart. He/she had to act on 

the interests of your company and not someone else's. One company found to  its 

s u r ~ r i s e  that  the agent they paid for n-as trying to cut deals with both sides a t  the 

negotiation table. The enforcement of the code of business ethics in China lagged 

behind the need for such enforce~nent. Even after the company found this out, there 

was not much they could do to obtain compensation for the losses other than  getting 

rid of that agent and trying to get a better one. 

Sometimes i t  was hard to find someone who met all these requirements. A 

service company might be hired instead of an  agent. Such a company might have 

offices in both the home country and the host country. Such companies were more 

likely able to provide the se~+ices tha t  a Canadian conlpany might require to help 

itself do business in China successfully. 

5.4.3 Summary 

In summary, the intermediaries had made a more important contribution to 

the higher performing companies to help these colnpanies get established in the 



Chinese market than t o  the lower pel.forming companies. Further,  intermediaries 

hired by the higher performing companics tended to: 

+ be loyal to the companics tha t  hired them; 

+ have more connections in China and 

+ be more experienced and familiar \vith the industry and the business. 

The amount of contribution such intermediaries made depended on both the 

comp;1ny sponsoring them and the coinpanics the~nselves.  Such contributions and the 

roles played by the intermediaries could be best s u n ~ r n a r i z ~ d  in Chart. 5.1. 

Chart 5.1 - Roles Played by Intermediaries in Getting 
Canadian Companies 

Established in The Chinese Markct 

Identify Business 
opportunities in 
China 

- - 

Initiate Contacts With 
Potential Customers and 1 
Partners I 

Conduct Negotiation 
With The Chinese 

- Ongoing Liaison With 
End Buyers and Customers 1 - - - ---- . - - - .- --- 

ROLE OF AGENT/INTERMEDIARIES 

Gathering and feeding market 
information to the company; 
Help company package 
products for the market. 

Making initial contacts 
on behalf of company; 
Sell the concept of Canadian 
partner or supplier to 
the Chinese. 

Help identify the key 
issue/person of negotiation; 
Saving face for both parties 
in case of disagreement. 

Acting as local intelligence 
for the company; 
As service rep for the 
company; 
Help identify new business 
opportunities. 

By bringing experience and knowledge about the Chinese market to Canadian 

companies, such intermediaries helped reduce the amount of risk and uncertainty the 

companies were exposed to. As the Chinese market grew, some companies began to  

deploy their own marketing forces. In the meantime, such companies were 

maintaining a dual system of their own sales force and the intermediary. I t  would 



interesting to find out if such tiunlitv xould  las t ,  since i t  would help to tes t  \vhether 

using a n  internlediary Ivas a rcq~i l rcment  Sol doing busincss in China.  

5.5 TYPE AND NA'l'URE OF BUSINESS 

This s tudy proposed t h a t  Canadian companies that are involved in 

business areas with high priority for the Chinese would have higher 

performance and cxperjenced less problems (P3.1b). Such a reas  included t h e  hi-  

tech business or projects related to infrastructure improvement. This proposition was  

strongly supported in th is  s tudy.  .As Table 5.7 showed, most higher performing 

compnnies were ei ther in t h e  nreris of priority to the  Chinese such a s  hi-tech or in 

other a reas  of iinportnnce such as  ~n te rna t iona l  business consulting. 

Table 5.7 - Canadian Companies' Line of Business and 
Its Importance To the Chinese 
-- 

1nternntion;il 13ucinc;rc b l s n g r n l o n t  (lonsolting I High I'riority 9 
I I 

I /  10 ! Expurt Forest I'roducti 1 Low l'rinrity 
I 

-- --_L- 
I / I  

11 7 
/ Fresh S ~ a f o o d  I l i r -het ing -- 
I 

1 5 1 .Agriculture Engineering hl ed i u 111 I'ri ori ty 
I 

Two main factors were  responsible for such differences in  performance in  th is  

regard.  Fi rs t ,  companies t h a t  were in these  high priority a reas  seemed to  be leas t  

affected by policy changes.  Projects \vith lower priority seemed to  be affected more by 

such policy changes,  a s  Company 3 h a d  discovered. "Our main problem with  t h e  

Chinese marke t  is i t s  unpredictability. Every t ime t h e  belt-tightening policy comes 

around,  t h e  order stops.". By t h e  same token, Company 7 and  8 were  involved in  joint 



\-clltures where the projects themselves were not  on thc Chmpsr priority 11st. 

The rllairl influence of such policy changes w a s  in the conlpany's abllity to 

iiccess foreign t~schange. When belt-tightening policies were ~mplemented,  projc.cts of 

lower priority would shoulder inost of the  restraints of f o r e i p  exchange supply "]Ye 

could do whatever plan we want about the Chinese market.  But if our customer does 

not have the inoney to pay for i t ,  what good does the plan do?" Con~pany 10 

elaborated. 

Seccnd, companies tha t  lvere doing business with Chinese cn tcrpr~ses  tha t  had 

little or no access to hard currency and had little potential for generating such hard 

currency seemed to have more problelns and lower performance in doing business in 

China. "They are working on the wrong group; the World Bank only supports projects 

where i t  is underdeveloped and the Chinese have no money for i t  " mocked one 

executive upon learning Company ti's problem in China. 

This study proposed earlier tha t  companies involved in hi-tech business 

or infrastructure upgrading \ v e x  least affected b y  policy changes in China 

and in general tended to higher performance (P3 . lb)  This was supported a s  

these sectors were least affected by any policy changes. In contrast, companies tha t  

were involved in projects with low priority for the Chinese either experienced more 

problem or lower performance. 

5.6 UNDERSTANDING THE CHINESE NEEDS 

This specifically referred to how mrell did the company ~inders tand  what  was 

really important to the Chinese. In addition to not wanting to lose face socially, the 

Chinese also wanted to have some personal benefits for working with Canadian 

companies. The most desired of such benefits was foreign travel. "Of course they 

would not want to admit that .  They probably cover tha t  under some name, such a s  

field visits to manufacturing plants and training in Canada.", one company had 

discovered. "It is so obvious tha t  most of what they are  interested in is travelling, a s  



they oftell change in their inincls OIICC they are ill Canada.", re\rcaIcci another 

executive. 

Training and its importance to the Chinese seeined to  have great impact on 

performance. Companies with a clear understanding of such sensitive issucs and \rho 

addressed them properly had better performance than those tha t  did not. Table 5.8 

suminarized the importcince of "training" ( foreign travel) to the Chinese and ho\v the 

compa:lies addressed i t .  

'Table 5.8 - Importance of Training and 
IThat Did the Company Do 

The t raining requirt.ti \vas not tc~clinical: 
Training opportunir .  in a third p1,icc is  

effective in at t ract ing .ind 11101iv:iting 
local employees. 

The  Chinese \ ,aiue t h e  foreign t r ~ i v r l  
opportunity more t h a n  t raining:  
They often change thvir mlnd on n . h t  

they do once in  (~'an:-ida. -- 

The Chinese \.slue t h e  forcign travc.1 
opportunity rnore rh,in the  training: 

-- 

Yes. Rut  i t  i:: important  on \vh;lt t h e  
employee was  hired for. 
Good incentive for the  Chinese employee 

Yes i t  is very impor-tant fbr t h e  Chinese 

The  Chinese value foreign travel 
opportunities more t h a n  t raining 

Yes, a s  t h e  Chinese lack of management  
skills in  general:  

The Chinese often request  large number  
of people be t rained in Canada ;  
I t  w a s  for t h e  travel opportunity rn~ainly. 

No. t h e  t raining \vas paid by t h e  
financial institution pro\.iding the  finance: 
I t  is  not t h e  indus t ly  norm for the  

company to provide such training. 

Yes, t h e  Chinese value t h e  travelling 
opportunity; 
They also want  to visit our  facility. 

I\Iake the  cost of t r a i n ~ n g  par t  of t h e  
project budget: 1 I 
l l a k c  t h e  provision of t ra ining p a r t  of the 1 

contract.  
1 
/ /  

I t  is  necessary to budget for it  in  cost 
accounting: 

i 1 1  
-- 7 1  

\Vas not offered often to maintain i t s  1 ! 
effectivc~ness and  reduce cost. 

Have the  cost of t ra ining ljuilt into t h e  
l ~ u d g e t  of t h e  contract.  

Limit t h e  anlount of t ra ining to minimuni 
as it  is  very costly. 

\ire \vent over to do t h e  t raining in China  
a s  it  w a s  too costly for thrill to come over. 

We limit t h e  number  to  the  mininlum; 
Learned to build cost of t ra ining into 

The  company did ,lot provide anq. trainillg 
to the  Chinese a t  all. 

\Ye plan to send people over to do ~ t .  
Invite t h e  Chinese over to visit t h e  

operations here; 



A main characteristic of the  type of' t raining requested by the  Chinese and 

provided by the  companies interviewed was t h a t  i t  was  non-technical. To t he  Chinese 

involved, training in n t h i d  country provided a travel opportunity in a first world 

country, Canada. This nlight be the  chance of a lifetime tha t  most Chinese would 

value great,ly:'. "It  is  understandable t ha t  the  Chinese vnluc training in foreign 

countries so much, because most of them \vould have no chance t.o do so otherwise", 

sympathised one executive. To the  Canadian conlpanies t ha t  were providing or 

sponsoring it,  such training acted a s  a good incentive for t he  Chinese. The  company 

could use such opportunities to a t t ract  and motivate quality Chinese employees. 

This study proposed earlier t h a t  training, preferably in a foreign country 

was an important factor for the Chinese to do business with Canadian 

companies (P3.311). This was strongly supported. h,lany Canadian companies have 

learned tha t  in rnost business contracts, the  issue of training ha s  to be addressed. 

They have learned the  best  way was to budget for such espense,  and  try to l imit  i t  to 

t he  minimurll possible. Fur ther ,  i t  should not be offered a s  a n  employment condition. 

Rather,  i t  should be offered as a n  reward for satisfactory perfol-mance. 

Overall, the  issue of training, in most cases, seemed to be offered a s  one of the  

"perks" for working with  or for foreign companies in China.  I t  offered a n  opportunity 

for the  Chinese to visit other countries which was not taken lightly by the  Chinese. 

High performing companies seenled to have realized the  importance of th is  to the  

Chinese, and  they tried to acconlmodate such needs. Lower performing companies, 

on the  other hand ,  were more, re luctant  to offer such perks to their  Chinese business 

associates. 

Perhaps  this  is  a n  a rea  t h a t  all foreign coinpanies trying to do business in 

China need to be sensitive to. I t  might be costly to comply with all such req~1est.s bu t  

- 

3 .  The reason why foreign travel and foreign training was so important was explained in Appendix 2 
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i t  could be more costly to turn them a11 down. Striking a balance tha t  is acceptable 

to both sides involved might be the key. 

5.7 LEARNING 

One important factor that  distinguished t h ~  higher pe:-fom~ing companies from 

the lower performing companies seemed to be the amount and speed c)f learning. 

Learning \\.as developing more effectlvc patterns of behavlour or changlng the 

assumptions one's behaviour was based on. It  referred to the acquisition of knowledge 

and experience \vhicl~ taught the company how to effectively do business in China. 

This study identified four progressi~-e stages of learning that have taken place among 

the  con~panies interviewed. The companies had to learn 

+ honr to navigate the Chinese system; 
+ about the Chinese culture: 
+ about Chinese business strategy; and 
+ how to develop a n  effective strategy to do business in  China. 

Stage 1: Navigating the Chinese System was the most basic of all. I t  

referred to the process of becoming familiar with the Chinese so tha t  the company 

would know which department or. which individual the company needed to be in 

contact with 01- get permission from before it could s tar t  doing business in China. The 

duplication of bureaucratic functions in China had made this process difficult for some 

companies: "We have been constantly surprised and frustrated to learn tha t  me have 

to deal with one more authority before we could do anything," complained Company 

6. A clear understanding of the Chinese system was the foundation upon which the 

business was conducted. h'lany firms found this task too complicated to take on 

themselves. Instead, the company often hired a n  intermediary, such a s  a lawyer or 

a consultant to do i t  for the company. 

Stage 2: Becoming Aware of and Being Prepared For Cultural 

Influences could take place concurrently, or after the first stage. Understanding the 

Chinese system was not enough. The system was there because the Chinese people 



made the system the ~x~sray i t  was. The companv also had to understand how the 

Chinese people interact and communicate lvith each other. This was the cultural 

aspects of the business environment, which in turn affected the business environment. 

In  addition to what  \vas discussed in hection 5.3', there were other iniportant 

aspects of cultural difference. For example, it might have been the Chinese perception 

of time tha t  lliade Canadian companies complain tha t  " t m x  means nothing to the 

Chinese.". Further,  the Chinese' unwillingness to be straight forward ~ 1 . 3 ~  another 

aspect related to the Chinesc culture. By not directly calling a "spade a spade", the 

Chinese left enough room for uncertainties and changes of mind. 

A clear understanding of such culture difference mould allow the Canadian 

companies to be sensitive to the ('hinese culture. In addition, i t  would also allow the 

Canadian companies to separate "the way things are done in China" from the Chinese' 

business strategy, which was the nest  stage of learning. 

Stage 3: Becoming Familiar Wit,h the Chinese Business Strategy was 

cIosely related to and based on the previous stage. This included learning how the 

Chinese did business among then~selves,  and with foreign business people. Since none 

of the companies intemiewed was involved in manufacturing in China, their business 

was primarily in marketing Canadian products and services. Thus a major conlponent 

of their business strategy was on negotiation styles and skills. The Chinese were 

known for their tough negotiation styles and techniques. They were very conscious 

about both quality and price. 

In general, the Chinese seemed to use a number of strategies toward foreign 

business people: 

+ the number game where they change both the n u n ~ b e r  and the participants 
of the negotiation team; 

! Included were the importance of GuanXi, giving and saving faces, and developing t rust .  
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+ the timing and waiting game the Chinese often play during negotiation; 

+ using "you ase not the only one" to bargain down Canadians; 

+ Beating around the bushes in order to get some personal benefits. 

+ Foreign traxlel and foreign training in a third country 

+ business relations built on ""guanni"" which \vas further built on mutual 
benefits. 

Although such strategies were not targeted a t  discouraging Canadian 

companies, a company could be disadvantaged if i t  was not aware of them. A clear 

understanding of the Chinese business strategy, including negotiation strategy, \vould 

allow Canadian companies to develop their own effective courses of action for the 

Chinese market. 

Stage 4: Effective Business Strategies For The Chinese Market was 

based on the company's understanding of the Chinese business environment and the 

Chinese business strategy. Lao Tsu used to say tha t  "one could only destroy one's 

enemy by getting to know the enemy". After the Canadian companies had learned 

about the Chinese system, the Chinese culture and the way Chinese do business, they 

could develop their own courses of action tha t  allow them to take advantage of the 

Chinese market situation. For example, companies tha t  realized the complexity of the 

Chinese system, subtlety of the Chinese culture, and sophistication of the Chinese 

business strategy often hired intermediaries. As discussed, such intermediaries 

helped the company to acquire knowledge quickly and economically, and helped the 

company devised a business strategy for the Chinese market.  

This learning process was in fact indivisible. I t  was a continuum. I t  was 

separated into the above four stages for ease of analyses. The actual learning could 



take place seque~itially or concnrren~lg 

5.7.1 The Amount Of Learning 

Table 5.9 s~immarizcd w h a t  the colnpanies had learned about doing business 

in  China. The financial success of a comp:lny and the amount of learning that had 

taken place seemed to  be positi\.ely related. The more a company learned, the more 

successful i t  secmed to be. This study proposed earlier tha t  companies using 

Table 5.9 - W h a t  Did the Company Learn About 
Doing Business in China? 

p.-ppp --- 7 

The Company H a s  12~)arned  'I'hat 
7 i 

4' 
It takes  a combination of competi t iw price. good product. quality s e l ~ i c e s  and well 
established local connections tn 11c . succcssf~~l  in China 

4 

10 

1 

Never t ake  anything t h e  Chinese said nt face ~ a l u e :  

The more one lea rns  about China,  t h e  more cautious one ~vould  become. 

13e flexible in  negotiation, especially on price; 
We have to m a k e  decisions fast though t h e  Chinese can t ~ ~ k e  forever; 
Cannot  learn too niuch about China  o the l~vise  i t  bccome counter-productive; 

I 2 

I 

Cannot  t r u s t  Chinesc too much: I 
Time does not mean  anyth inz  to t h e  Chinese. I ,  

, 

3 

Patience, patience anti more p;itience; 
Se t  realistic expectations; 

Have to have local presence a n d  be close to the  end customers 
-- 

I 
/ 

Be consistent in developing the  Chinese market ;  
Be self-sufficient financially, cannot  rely on governments for financial supports .  

6 

1 
1 
I 

7 

Chine .~e  have multi-faces. Expect d i f k r e n t  behaviours, dependi~ lg  on occasjons. 
H a s  to be  familiar \vith t h e  Chinese systenl 

5 

Wholly Owned and equity joint ventures had learned more about the Chinese 

Cannot  beconle overly relying on t h e  Chinese, they a r e  very inesper~enced;  

Not s u r e  if t h e  conipany learned m y t h i n g :  
Don't know if should resort to gift giving or bribing; 

8 

market than companies using other entry strategies (P l a ) .  This was partizlly 

I i 

Not s u r e  if i t  learned anything 1 / 

supported. Two of the  three high performing companies (9  & 10) Fvere Wholly Owned 

companies and Company 4 was using contractual joint ventures. The low performing 



companies, 7. 6, 5 and 8 seemed to cspcrlence less learning by contrast. 

Howevcr. i t  lvas the three meci~um performing companies tha t  learned the most 

and were in the process of setting up either equity joint ventures with the Chinese or 

wholly owned operations in China This raised a question about the relationship 

between learning and financial perforn~ance of a company. \Todd more learning 

a l~vays  lend to better performance? The answer seemed to be tha t  of relativity. A 

coinpanies learned more about the market environment, they were more likely to 

change their assumptions about how to do business in tha t  environment. Such 

changes of assumptions, if too radical. would lead to lower performance a s  companies 

might behave more like the Chinese. The executive from Coinpany 1 summa1 ized this 

point well: "One cannot learn too nluch about China, otherwise it would becon-~e 

counter-productive." 

The findings seemed to suggest tha t  learning about the Chinese market  was 

important for Canadian doing business in China, as  learning enabled companies to 

make informed decisions The more the company learned, the better it was for the 

company. However, if the company learned too much, and began to change its 

fundamental assumptions of doing business in China, i t  became counter productive. 

This observation was confirmed by many other sources. For example. the former 

Canadian Ambassador to China Dr. Drake observed tha t  "it was unbelievable tha t  

after some con~panies had been there for a while, they acted as  if they forgot how to 

do business.". 

The Chinese themselves had also provided some hints for this dilemma. In his 

writing about the impact of the China's new free enterprises on the daily life of 

Chinese, Qian (1991) stated "\Ve demand foreigners t rust  us  and be friendly to us  ... but  

we do not even have a set of laws that  clearly regulate the behaviour of our 

enterprises...". Since "different people could tell you a different version about the 

same story", if the company "takes what i t  hears or sees a t  face value", and changes 



i ts  assumptions about doing buslness in Chlna, the company is really "taking the trees 

for forest " 

5.7.2 The Content and Speed of Learning 

In addition to the anlount of learning, the level of performance also differed 

irlth the content of learning The s p e d  of learning here referred to the rate  of 

learning through the stages of learning that  the company had achieved. In contrast 

t o  the anlount of learning, the content of lcarning referred to what the conlpany had 

learned For example, the company might have learned a lot in one area, but little 

In other areas. In other words. a company tha t  was still learning about the Chinese 

system (stage 1) had a slower speed of learning than  coinpallies tha t  were learning 

about the other areas. Thus the content and speed of learning were more related to 

each other than to the amount of learning. In fact, the content of learning might 

reflect the speed of learning. 

This study found tha t  the three highest performing companies (9, 4 and 10) 

appeared to have passed the stages of learning about the Chinese system (Stage I) ,  

the Chinese culture (Stage 2)  and the Chinese business strategy (Stage 3 ) .  Their 

learning seemed to be focused on the fourth stage, effective business strategies for 

doing business in China. Company 9 sunlnlarized their strategy precisely "It  takes 

good product, competitive price, adequate service and good connections to be 

successful". While the first three elements were more universal to international 

business, the last  i tem, good connections, seemed to be more unique to the Chinese 

culture. 

I t  seemed tha t  after the company had acquired the basics and became familiar 

~ v i t h  the cultural differences, the business strategy for the Chinese nlarket did not 

vary much from tha t  used in other markets. "Basically, they ( the Chinese) are  

business people just like us," explained one company executive. "They want  good 

product, adequate services and good price." "The only difference is t ha t  they prefer 



to deal with people they liuow". Another executive cxplalned different!y. "After you 

get used to tha t  stuff (culture differences tltc.), it is basically the same thing." 

The medium performing companies (1, 2 and 3 )  seenled to lag behind the three 

highest performing companies in the speed of learning. Alost of these companles were 

bct~veen learning the Chincse l~usincss  strategies (Stage 3 )  and trying to develop its 

own s t r a t e g  (Stage 4).  ' h e y  \vere a\vare of the cultural differences and were 

becoming familiar with the Chincsc husincss strategies. They Lveril still struggling 

towards the formation of an effective strategy for the Chinese marliet. 

By sharp contrast. the four low performing colnpanies h:1d learned \,cry little 

about doing business in China. hIost of their learning \:.us almut the Chinese system 

and the culture differences. Their main frustration also came from such dil'ferences. 

"Learning the Chinese system is a maill challenge for us", admitted 011 executive "lt 

is quite complicated for us.". 

5.7.3 More Evidence on Learning 

This study has pro\,ided more evidence about the existence of this learning 

process and thc effect of learning 011 the companies' performance. What the companies 

had learned through and about negotiating with the Chinese closely resembled the 

above learning process. Table 5.10 sulnmarized what the conlpanies had ledrned 

about negotiating with the Chincse. ,4 closer esanlination of the table revealed tha t  

both the high performing companies (9, 4 and 10) and the medium performing 

companies (1, 2 and 3 )  had learned much more than the low performing companies 

(7,6,5 and 8 ) .  

Further,  what  the  high performing companies had learned was more toward 

proper strategies of negotiating with the Chinese (Stage 4). For example, these 

companies had learned tha t  the company should: 

+ be prepared. The cornpany should do its homework and  learn about the 
Chinese negotiatjon team beforehand. This often includes hiring local 
intelligence (guanxi) to help prepare the ground. 



+ use intermediar?. to help \wth the negotiation process 

+ have everything tha t  has  been agreed upon documented to prevent rumbling. 

The learning cconcerninji negotiation among the medium performing complnies 

\\-as quite silnilal- t o  that  of' the  high perforining companies. Tile main differences 

were t ha t  such learning was more fragmented and some medium perfolming 

companies were ,still leal-mng about the Chinese culturc and 1)usiness s t r a t eg~es  For 

example, Company 2 had learned that  for the Chinese, everything \vas negotiable, as  

110 your hoine\vork to identify \vho is the  t rue  11uye1.s before negotiation; 
Alaintain close contacts 14.ith gunnsi  ant1 con~icctions i n  ('hina. 

I 'I-- - -. 

! /  1 I Identify who the  decision makers  a r e  ahe:id: ! I  
a ion; Use local intelligence to help with t h e  negoti t '  

Be patic>nt. i 
l l Y  i Prepare you1 .:elf Iwfi-il.c hand .  

Everything 1s n e g o t i ~ b l e  for t h e  C h ~ n e s e ;  1 Re open minded and ivilling to  acconimod:~tc the  Chinese. I I 
I / I  

hlaintnin a good image among t h e  Chinese: 
h h i n t n i n  fi-iendly relationship \vith t h e  Chinese. 

Personal relationship and  connections in  China a r c  w r y  important ;  
Have to I IP  pat ient .  

/ /  6 1 Kno\v t h e  Chinese'  sensitive issues prior to negotiation: 1 1  
t h a t  t h e  Chinese value t raining opportunity afforded by t h e  contract 

I ,  

Get \\.hat h a s  been agreed on do\vn in writing to prevent rambling and change of mind;  
Know what  they ivant. especially personally. 

Know what  the  C h i n ~ w  w a n t  and  t ry to nccommodate if reasonable 



The four low perfo~min,n companic~s h:\d just  hcgun to learn what was 

skilled negotiators. However, these companies had ltlarncd more and faster ;]bout 

negotiation compared to their overall learning. 

performing compunics) had 1e;mled morc3 about negotiating 11-it11 the Chinese than the 

low performing companies. At the same time. the three high performing conlp:inies 

tended to focus their learning on developing effective strategies. The low performing 

companies \yere in the earlier stages of learning and just began to move into the other 

areas. The medium performing companies were in bct~veen in terms of learning. 

5.7.4 Summary 

Differences in past experiences, the nature of the business, and the b ~ h i l l e ~ s  

s t ra te8es  used by the con~pany might have affected the amount and hpeed of learning 

In general, i t  appeared tha t  Canadian companies had learned in order to be successful 

in the Chinese market. there were certain things tha t  they had to leal-11. For csamplc. 

they had to 

+ Re flexible, accommodating and open minded, but not to the extent tha t  it 
violated the company's business principles. 

+ Learn enough about doing business in China to make the process 
comfortable, but not too much to behave like the Chinese. Too much learning 
might be counter productive. 

+ Have connections in China. Chinese are  nice to deal with individually, but 
not when they are  in a group. In general, one should not take their words a t  
face value as  no one can make any decision solely by hindherself; 

+ Be realistic about what to expect. I t  is a slow system so get used to it. rather 
than get frustrated. 

+ Have local advise and intelligence are  absolutely necessary to do business in 
China. 



I11 addition, the companies have lcarned that ,  

+ The Chinese are  tough business people and skilled negotiators If one is not 
prepared for these, he is bound to bc frustrated later. 

+ The company has t o  bc prepared to  spend time on custoincr service including 
educating and  training the customers on llo~v to use the products; 

This study proposed ellrlier that ;IS Canadian companies learned more 

about doing business in China, they \vould experience less frustration thus 

improving their level of satisfaction (F'3.7a). The response Lvas rnisid On the 

one hand. some coinpanits had been in China much earlier than most of their 

competitors and certain level of customer loyalty had been built up.  Further,  t h ~ ~ ~ u g h  

previous espericnces, these companies had proved to the Chinese that  they \vclre 

r 7 honest and willing to offer competitive p r d u c t s  and good sei-vices. Ihus  it ~ e t ? n 1 ~ d  

tha t  experience had made these companies n o r e  comfortable cioing business in China. 

On the other hand, the market, had become more competitive and the Chinese had 

become shrewdcr businessmen. Their newly acquired skills made then1 more 

challenging to deal with. 

Porter (1990 1 found tha t  learning and financial performance did not go together 

all the time. This study identified a similar pattern on the relationship between 

learning and financial performance of companies. Learning about the new business 

environment (China) and business counterparts ( the Chinesc) was beneficial to 

company as  it allowed the company (Can~ ;d ian )  to prepare its own business strategy 

in the new environment. However, when learning about the counterparts resulted in 

chanpng sides, so tha t  the company would behave more like the Chinese, then 

learning became counter-productive. 

5.8 SL~LMARY AND PROPOSITION TESTING 

In addition to entry strategies, this chapter identified a number of other key 

performance factors concerning Canadian companies doing business in China. I t  was 



found that in the  

4 Initiation of' busincs:: rclatlonh 1 ~ 1 t h  the Chinese, 

+ Amount of ~nformation search before deciding on the Chinese ma~-k(lt ,  

4 Amount of awareness of cultu~,t. diffi3renccs; 

+ Use of intermediairic.::: 

+ Type and nature of' business the companies were in; 

4 Understanding of the Chinese and  their needs and 

+ Amount and speed of l ea r lmg   bout doing bus~ness  in China, 

the high performing companies differed greatly from the lower performing companies. 

In general, the higher performing companies were much more prepared than  the l o ~ ~ e r  

performing companies. They already knew quite a bit about the Chinese market and 

what  to expect from i t  before going in Once they were in the market,  they secined 

to be more confident ahout what they were doing and less lost than the lower 

performing companics. 

The lesson for other companies interested in doing business in China seemed 

to be clear: the Chinese market was not a rose garden. If t,he company was not fully 

prepared, it would be better not to get in; if the company did not have enough 

experience and knon-ledge about the Chinese market, i t  had to make sure i t  had 

access to such knowledge and experience. The company could hire or contract such 

individuals with desired quality to work for the company to bridge the linowledge gap. 

A number of propositions were tested in this chapter. Table 5.11 summarized 

the testing of propositions relevant to this chapter. 



Table 5.11 - Surnmnry of Proposition Testing 

I'la: Cornpan~cs  using n.liolly Owi1t.d ; ~ n d  equity 
joint vcnture s t rategies  Il:tvt> l o n r n ~ d  1nol.c a l~out  
doing l~us incss  in China t h a n  cornpnnic,~ u~in:: 
other  c.nt1.y  strategic.^. 

1'2): Conlpanic~s t h a t  Ilircd l o c ~ l  ~x i r tnc~rx ,  
dis t r i l~utors .  : ~ g c n t s  or other  inti:rnledi:trie..; arc6 
more informed almut the  market :~nd a r e  Iilcc~ly 1-0 

have higher ~~er forn innce .  
-- -- - 

1'Xlb: liig11-tech cornpanics located in SI:%s or 
Open cities may esperie.ncc lcss frustration a n d  
achic've higher pcrfornnance t h a n  lo\\.-tcch 

-- -- - -- - -- - -- ----- - - .- - 
~ 

'! c . s t~ng  i:csults 
- ---. 

l'nrtially supported, t h e  hight'r 
performing comp:~nies. mainly \vIiolIj~ 
o\vned comp;tnics h ~ ~ d  le;tr~ic:tl :i lot 
more t h a n  t h e  lo\vcr pcsrforming 
co~npanies ,  mainly juint v e ~ ~ t u r c ' s .  
--.--p-p.p-- - 

Supported.  

Supported. In general con~panic~.s 
off'w-ing products or s e ~ ~ i c e s  v:tlued 
I>y the  Chinese \veL1.c lcss a t T t ~ t c d  l)y 

1'3.3a: Comlxtnies \vith \vell-c~st;~hlisl~eci I Strongly s u p p o r t ~ d .  
connections in China were less frustrated and  
\voultl have higher performance. 

P3.31,: A~varcness  and Apprcxciation of the  Chinese I Piirtiallj. supported. It  helps to 
cul ture in gcnc~rnl \v3s critical to  C a n a d i a r ~  1 rcducc frustration, bu t  no t  nccc:ssarily j 
companies doing business in China.  i to improve performance. 
- --- 

I i i  
P3.7a: 1,carning by both sides llelps to reduce / l l i scd .  learning reduces some / /  
Canadian colnpanics' frustration and  help to / frustration, b u t  docs not eliminated i t .  
improve t h e  performance and satisfaction. I 
--- - 2_- -- - __i 



CHAPTER SIX - OTHEIt IMPORTANT ISSUES RELATED TO DOING 
I<I.'SINI<SS IN CIITNA 

The previous t h ~ w  ch:ll)tc>l.s had discussed the lie\; factors distinguishing 

the  high, medium and low pel h t m i n g  companies. In ~ldtlition, there were a 

nulnber of other areas  import ,~nt  t o  a11 Canadian companies doihg business in 

China. For example, n.hat p ro!~ l~~rns  did these coinpanits run  into, \v11at happened 

during the negotiation procv--. ' ~ n d  what were the import:int issues for Canadian 

r 7 conlpanies doing business 1:i c'hina'? l h e  purpose of this chapter was to esamine 

such areas, including: 

+ the Chinese busi::t,-.- environment; 

+ negotiation with ; i ; ~ .  C'liincse; 

+ the  issue of Trainini: ;tnd the use of Expatriate 

+ main problems of doing business in China 

6.1 THE hWTH ABOUT TIIE CHINESE BUSINESS ENVIRONMENT 

The Chapter 1 i c l e ~ ? ~ l ~ i c ~ d  a number of factors from the Chinese business 

environnlent tha t  might afi'e~~r both the entry strategy and the business operation. 

Chapter 3 has  covered a ft.\\. of these factors a s  they related to each entry strategy. 

This chapter will try to put all the factors together to provide a panoramic view of 

the  Chinese business environment and its impacts on the business and the 

companies' strategy toward ~>;ich issue. Specific areas and issues included: 

+ economic (inflatil~n 1 and political instability; 
+ problems Infrastructure such a s  transportation; 
+ uncertain cost of drlillg business; 
+ culture differences. 
+ labour supply arld training; 
+ absence of a well cstnblished legal system; and 
+ frequent policy ch.inges. 

Special attention will be gi\.t>n to the companies' evaluation of each factor and the 

measures taken to protect themselves. 



(j.l .1 E>conornic and Political Instability 

7'lle ,-JoLlble-clig-it inilation brought about by r;lpici econolnic gron-th in (:lli!l:l 

did not appear to be a major concern for the companies studied. This was due to 

the lack of long term (financial) comrnitmcnt among these coinpanies. If' these 

cornpallies invested heavily in the manufacturing process in China, inflation \vould 

have had far-re:iching inlpact on the operation of these companies. For the same 

reason, potential political instability was also not a main concern for the companies 

intel-vieived. hlost companies stated tha t  they were in China to do business and 

had no interest in politics. 

The level of political risk appeared to be both sul~jcctive and relative. \Vhat 

one company perceived as  unacccptnbly high political risks might he reasonable to 

another company. Ol?e company tha t  began to do business in the Pacific Rim 

countries in the '60s discovered tha t  "The Chinese situation today is far better than 

South Korea or Taiwan two decades ago. It  will not take that long for China to 

catch up with them." This company believed tha t  trying to ivork with a country 

when the country needed the help was the best strategy to build customer loyalty 

and relationship. "Twenty years later,  we ha\re a very strong hold in both the 

Korean and the Taiwanese markets." 

In general, what  seems to be important politically may not be tha t  

iinportant to business decisions. Businesses define political risks differently from 

others. To them, high return on investment comes with risks. Political risk is but 

one of those. "Business is about taking risk, a s  long a s  i t  is calculated." conceded 

one company. 

6.1.2 Infrastructure and Related Problems 

These included energy shortages, inadequate transportation system, and 

out-of-date or nonexistent telecommunication systems in some remote areas.  

Almost all firms reported tha t  energy shortages were not a particular problem for 



them. Perhaps again this was due to the type of business (rnainly ~narke t ing  

of business these companies werp involved in C,hina. 

Inadequate trmsportation particularly in less developed areas howe\ler. 

seemed to be a major concern for these companies. Onc company esccuti\:e who 

had beer1 doing business in China for more than a decade esplained ivhy and  11o\v: 

"Simple things like buying train and plane tickets could be difficult due to heavy 

load on the transportation system. I have? to reschedule or. cancel meetings because 

of this unreliable transportation systeln. Connections and GuanXi had to be called 

in for help.". Such incidents. however., seemed to be more isolated. 

Telecommunicatiol~ posed another problem, especially for frequent Canadian 

business travellers to China ivho migllt not be staying in the best hotels or- doing 

business in remote areas. hIany realized going to China did not mean tha t  one 

n~ould have access to the Chine.;e customers. and the traveller often felt being 

isolated. "Being in China for a month  nukes me feel isolated," complained one 

executive, "most hotel rooms ha\-c colour televisions with only local channels on. 

There is hardly any access to international news.". "Hotel telephones are  another 

problem as  most do not have direct access to jnternational lines." These conditions 

may have been a problem for Canadians with smaller companies. because they 

were unable to stay in four-star hotels. 

Though frustrating. most companies did not think these concerns imposed 

any major challenges or threats to their doing business in  China. Inst.ead, they 

perceived such under-development as  advantageous to them as i t  could be 

translated into business oppoktunities. As discussed earlier, nlany of the 

companies were involved in helping the Chinese upgrade these areas. Canadian 

companies found themselves in demand in the Chinese market for what  they could 

offer in these areas. 



6.1.3 Lack of Quality Labour Supply 

There were some mixed responses to the  issue of quality labour supply. 

Some intervie\vees believed t h a t  "it is dangerous to generalize about China,"  a s  one 

experienced Canadian executive cautioned. The supply of skilled labour varied 

from city to city. hIost companies found it easy to  a t t r ac t  the  Chinese equivalent of 

H a n a r d  or MIT graduates  in large cities. "The Chinese a r e  very competent 

technically," another  executive discovered. Foreign owned or controlled conlpanics 

provided better  wages and  salaries t h a n  locdly  r u n  businesses. In  fact, t h e  salary 

offered by such companies i v a s  of'te~i 2 t o  :I t imes m o ~ ~  t h a n  t h a t  of'fered by local 

companies. Given t h e  double digit inflat ion in  the  country, high sa lary  w a s  very 

attractive for some Chinese. 

Other  companies. particularlv joint venture  companies. found t h a t  

recruiting quality management  staff was  very difficult. "\ire have fired two 

rnanagers in  the  l a s t  year .  I t  is very difficult to find a qualified and  motivated 

business manager  in China.",  revealed one joint venture  executive. "it is not  just  

t,heir lack of skills, i t  i s  thei r  a t t i tude too.". "They jus t  do not have t h e  s a m e  d r i ~ e  

for excellence a s  us.". 

This s tudy proposed earlier t h a t  finding quality IocaI employees was a 

major challenge for Canadian companies investing in China (P3.3a) .  This 

proposition was  supported.  Since none of t h e  companies interviewed w a s  involved 

in mass  manufacturing,  the  concern seemed to be focused on hiring qualified 

managenlent staff. 

In  general ,  t h e  main concern with labour force was  not about t h e  quant i ty .  

b u t  t h e  quality. A recent Glohe and AIail Report on Business ( January ,  1994) 

report  echoed th is  concern:"Foreign investors sometimes get exactly w h a t  they pay 

for: a belligerent and  undisciplined workforce producing substandard goods.". Most 

of t h e  recent reports on labour unres t  in China were related to  ventures  or  joint 



ventures invested in by South I'hrean, Tni\vanese and Japanese.  I t  ivould be 

interesting to see the espcriencc of C:inadian companies In this area 

6.1.4 Concern Over Foreign Exchange and Related Problems 

It was proposed earlier in Chapter onc that  foreign exchange supply was 

a major concern for Canadian companies doing business in China (1'3 2 )  

This proposition \ v , ~ s  strongly s u p ~ ~ o r t c d  by this studv, but indirectly All of the 

i n t e ~ ~ i e n - e d  companies realized the potential problcm this may cause for the 

company. There Lverc three tit71.s in the Chinese foreign eschange system varying 

greatly from one another' 

+ that  of the central financial institutions; 

+ that  of the s\vap centres located in major cities and to which fbreign 
investors had access legally: and 

+ that  of the black-market, the access to which was illegal 

l los t  of them decided to avoid this issue altogether by liniiting their 

transactions with the Chinese to foreign exchange only. I11 other words, they 

decided not to conduct any business in local currency, or limit it to the minimuin. 

Table 6 .1  sumn~arized how the companies evaluated and handled the foreign 

exchange problem. I t  showed clearly that  most companies avoided the issue of 

foreign exchange by conducting all their transactions in hard currencies, either US 

or Canadian dollars. 

Limiting their business activities to those that  guaranteed payment in hard 

currency seemed to have solved the probIenl of foreign exchange for the  companies. 

However this practice contradicted their original intention of doing business freely 

in China and posed two major restrictions on their business scope in China. 

1 At the  t ime of this  writing, t h e  official r a t e  was about  1 US$ = 5.8 KenMinBi; t h e  swap  ra te  tvns about  1 
US$ = 8.8 RenLlinBi and t h e  black rnarket ra te  \\,as about 1 US$ = 10 RenhlinBi. The Chinese 
government proposed t h e  abolishment of the cur ren t  system by J a n u a r y  1994, a n d  replace i t  with a 

simpler system. 



First, i t  excluded companies t ha t  had  little or no access to foreign exchange. 

As discussed earlier most Canadian companies were in China to take advantage of 

the large domestic market. However, most Chinese enterprises were not export 

oriented and had little no access to foreign exchange. Thus by limiting their 

businesses to hard currency transactions only, Canadians were missing out on 

many business opportunities in  China. 

Table 6.1 - How Did You Deal With 
Foreign Exchange Problems? 

company involved in were financed by international financing agencies; 
Willing to help Chinese get finance if could. 

I 

9 

How Did the Conlpany Deal With Issues Related to Foreign Exchange? 

11  1 1 No I All transactions were in US dollars; 

No 

10 

The Chinese could afford the purchase as  telecommunication had high priority 
for the Chinese. 

hIost business were conducted in US currency; 
The small portion of business in local currency will be used to operate the local 

offices; 
If the Chinese wanted help with the currency problem, the company often backed 

out of the deal. 

No All business was conducted in US currency; 
It was a major problem for the Chinese as  no future trade was allowed. The 

Chinese absorbed all losses due to currency fluctuation. 

2 

A major problem a s  i t  could increase the cost of import for the joint venture and 
made the product less competitive; 
Have not found any  effective solutions; 

3 

- 

No All business were conducted in Canadian currency; 
The Chinese absorbed all losses due to exchange fluctuation: 
But sales would increase if could use Renrninbi 

No 

6 

5 

8 

Sales in China was in local currency, and purchase from the company in 
Canada was in hard currency; 
The two-way business flow allowed the company to balance its exchange. 

No 

Yes 

Not 
Yet 

90% of the payment was in Canadian currency and the rest was used to 
cover business expenses in China. 

The projects were funded by the World Bank; but  
The Chinese found i t  hard to recognize and pay for business consulting. 

As the restriction on balancing the foreign exchange by the joint venture 
was relaxed in 1992; 

- Export (about 5 0 4  of the production) sales will be used for repatriation. 



Ful.tller, for those ~ v i t h  linlited foreign eschange. they certainly would like 

to spend i t  in the most efficient manner.  'This perhaps esplained partially why the 

Chinese n7ere such tough bargainers. Companies in the hi-tech or infrastructure 

development businesses tended to have better access to fmeign eschange than  

others. PJost Canadian companies inttm-iewed \\ere in these sectors, as  a result 

they esperienced little or no problems in getting paid. 

Finally, the Chi~lese operation had to have good esport potential to generate 

enough foreign exchange. As discussed in Chapter 3, this explained partially the 

problems experienced by the joint ventures in China, since most of them did not 

have good export potential. 

In summary. companies that  were involved in projects with higher priority 

on the Chinese econornic development agenda or operations with good export 

potential had little or no problenl with foreign eschange. Most of the companies 

interviewed in this sti.idy were in these areas. Three of the four joint venture 

con~panies (both contractual or equity) had problenls to various degrees because 

they did not belong to either of these two categories. 

6.1.5 Absence of A Formal Legal and Accounting System 

Although the Chinese government has  introduced a number of measures to 

improve the legal system, to a large degree, i t  is in i ts infancy. Chinese society is 

not bound together by law. "The Chinese do not have the same reliance on legal 

systems a s  we do here in Canada," discovered one executive, "it is built on 

relationships, networks and, trust.".  Lawyers do not enjoy the same prestige and 

s tatus  a s  in western countries. Conflicts and disputes are  often dealt with by third 

party n~ediation. None of the companies i n t e ~ ~ i e w e d  complained about the 

Chinese legal system. 

How did Canadian companies protect themselves in this business 

environment? This study proposed earlier t ha t  they would rely on developing 



and nlaintaiIl good relationship with the Chinese to protect themselves 

rather than the legal system (I'i3.6). 'I'his was strongly supported. This systcm 

seemed to work well in China a s  most business \vas relation-based. Some 

intenrie\~ees even \vent us far a s  saying that  most Chinese did not have a set of 

principles. as ei .eqthing has a price. If one was ~villing to pay the price, anything 

and everything could he purchased. 

Such an att.itude might be exceptional rather than typical among Canadian 

companies doing businc.ss in China. However, when laws and the legal systeins do 

not function as they are  S L I ~ I ~ O S C ~  to, peoplc usu:ili~~ resort to whatever works to 

resolve the issue of concern. I t  was disco\lered tha t  more and more Canadian 

companies were adding a third country arbitration clause to their contracts with 

the China. Switzerland was often the place chosen to conduct arbitration". 

The problem of accounting and information disclosure was another concern 

for the companies intenie\\red. Qian (1991 ) provided a precise description of this 

problem in his writing 

If there is one government agency or department trying to buy something, 
there lvill be a t  least ten peoplc phoning around and telling others tha t  they 
have the permit to buy a certain quantity of the certain product. If the 
purchase is worth about $1 million, the people would make it sourld like $10 
million dollars. If there is one supplier, he would definitely want  to ask for 
more than $1 inillion thanks to the inflated demand. 

A proper accounting system tha t  requires proper disclosure of the purchase would 

solve or a t  least alleviate this problem. What some of the companies had learned 

to do was to hire a n  intermediary to find out the buyer and his budget first. 

6.1.6 Frequent Policy Changes 

The main complaint by these coinpallies about frequent Chinese policy 

changes was about the unpredictability created by belt-tightening exercises 

'. hlany members at  the 13th Canada China Business Council meeting revealed this.  



adopted by the Chinese government. 'The Chinese econo~ny had developed a 

pattern of belt-tightening every four or five years to control the overheated 

economy and high inflation. Such measures often translated into restrictions on 

money supplies and restrictions on imports. One company ran into several 

problems due to this. Their sales changed from about $10 million in one year to 

less half of that the nest .  The Chinese customers were not spending, as they could 

not obtained the letter of credit to put in the purchase order. Another company 

found i t  difficult to get paid a t  times like this, as  the Chinese just did not have the 

nloney to pay for it. 

Further.  it seemed tha t  the impact of this issue ivas more sellere in some 

sectors than others. For example, it was not an acute problem for companies 

in\rolved in infrastructure de\-elopment or  hi-tech business. These sectors had high 

priority in the Chinese' economic agenda. Highway development project, hydro 

polX:er plant, teleconununication or related projects \\.ere hardly affected by the 

swing of fiscal policy. In contrast, brakes were often applied to construction 

 project,^, import of consumer goods and similar projects. 

6.1.7 Slowness of Things 

I t  was proposed earlier tha t  the slow bureaucratic system was a major 

source of frustration for Canadian companies doing business in China 

(P3 . la ) .  This was strongly supported. In fact, the most complained-about issue 

was the slowness of things in  China in general, not just the bureaucratic system. 

One company sunlined i t  up  in this way, "You need stretch your time by three 

times and increase your budget allowance by one-and-half times to do business in  

China." 

On average, i t  took more than double the amount of time required in 

Canada to achieve the sarne results in China. Another executive decided tha t  i t  

would take three things to be successful in China "Patience, patience and 



patience," "if you cannot t ake  t h ~ ~ t .  then you should not be in China.  for sure  you 

would be a s  f ivstrated a s  hell." 

6.1.8 The Costs of Doing Business in China 

1113ny companies used a n  intermediary ra ther  t h a n  a sales office in  China 

nlainly due to the  high costs involved in sett ing up  a local offjce. Small t o  medium 

sized companies with limited sales fi-om China ofien could not justify such costs. 

The issue of the  high cost of doing business in China Lvas, ho\vevcr. a rnatter of 

location and  relativity. City centres were always more expensive t han  suburbs  in 

China like anyvhe re  el.se. "The cost is much higher t han  we  expected, especially 

in  relation to their  p roduc t i~ i ty .  bu t  coinpared to elsewhere, i t  is  still cheaper." 

explained one executive. 

Tangible costs such as travrlling, hiring local employees and  rent ing office 

space were easier to calculate and justify. The intangible costs, which could add 

up  t o  a substantial  amount ,  ivere difficult to predict and justify. There  were a 

number  of sources for such cost;: 

+ expenses for dm-eloping and maintaining GuanXi and  connection; 

+ expenses for bu!ing gifts; 

+ costs incurred a s  a result  of delays and  cance l la t io~~;  and  

+ es t ra  costs a s  a result  of extra  t ime required. 

As discussed, China was  mainly a society of networking and  GuanXi. I t  was  

virtually impossible for one to do business in  China if helshe did not have a 

network of GuanXi tha t  helshe could reach for help. The  Chinese believed in  

"mutual benefits". If there  was benefits for you, there  should be benefits for m e  

personally. Since you (Canadians )  caine all the  way to China to do business, there  

mus t  be something for you, so you have to give me sorne benefits. This mean t  

extra expense for developing and  nlaintaining such connections and  GuanXi for t he  

Canadian companies. 



hIally Calladian businesses came across this type  of mentality in China, 

cspressed either directl~. 01. in a ~ n u c h  subtle way. Some companies had conle to 

terms \\:it11 it by treating it as  an de ldopment  expense. One company revealed 

tha t  they allowed up to  10% of't.heir annual budget for China be used on such 

items as  finders' fee and goodwill expenses. 

Other companies were often sheltered from such expenses because they 

hired an  intermediary to whom such expenses were shifted. However, this was not 

necessarily translated in savings f ~ r  the coinpany. IVhat awaited these coinpallies 

was often vast amounts of fru.stration a s  they lost control to the intermediary. 

Since the business relations and the contract with the Chinese Lvere brought 

together by the intermediary, the company could not go to the Chinese directly if 

they had problems. 

What seemed to be clear was tha t  there was no less expensive way of 

developing a new market.  Television advertising was not as  wide spread in China 

as  in Canada, so there had to be some other way to promote and advertise the 

company. 

6.1.9 Summary and Proposition Testing 

This chapter looked briefly a t  the various factors affecting Canadian 

companies doing business in China. They not only affected the selection of entry 

strategy a s  discussed in Chapter 3, but also the ultinlate performance of the 

company in the Chinese market.  There seemed to be a triangular relationship 

anlong the environment, entry strategy and the performance of a company. This 

relationship was depicted in Chart  6.1. 

Companies tha t  viewed the business environment a s  highly risky and 

uncertain would resort to less risky entry strategies such a s  exports or contractual 

entry strategies to enter the market.  In  addition, they would take other measures 

such a s  liiniting all transactions to foreign exchange and developing good 



relationships with the Chincse to protect thenlselves 

The decision of an  entry strategy would depend on how the company viewed 

the business environment. Since none of the companies i n t e l ~ i e ~ v e d  was involved 

in manufacturing in China a t  the time of interview, i t  pro;~ided a strong indication 

Charter 6.1 Business Environment, Entry Strategy and Performance 

- - -- - - -  - - 
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- Labour supply 
- Raw Material Supply 
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- - - 1  
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- . -  

Other Internal Factors , , - -- - - - - . - - -- 
-1  

They Affect The Company 
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- Available Resources 
- International Experience 
-. 

- - 

Help Determine the 
Entry Strategy 

Performance in the I Chinese Market 

tha t  the Chinese business environment was still perceived as  risky for Canadian 

companies. Although many uncertainties and risks such a s  those related to foreign 

exchange were screened out by their business strategy, there were still a number of 

areas tha t  the companies had to be concerned about. Mainly these were in the 

area of infrastructure such as  transportation, the cost of doing business, culture 

differences, and skilled labour supply and training. 

6.2 NEGOTIATING WITH THE CHINESE 

Negotiating with the Chinese constituted a main part  of the business 

activities for Canadian companies doing business in China. The Chinese were 

known as  skilled and tough negotiators. This section will provide a picture of the 

negotiation process, including the main problenls and what the companies done to 



improve the negotiation. 

6.2.1 The Chinese Negotiation Style 

The negotiation process \\.ith the Chinese has been highly publicized, though 

rllost studies n7ere abou t  American con~panies' experience (Tung 19S9, Pye 1992, 

Xdler 1992, Kirkbridge & Tan$ 1990. Stewart & Keoxrn 1989, Eiteman 1990) 

Canadian coinpallies secnled to  ha\.e blmllar experience in negotiating with the 

Chi~lese.  Table 6.2  s u m ~ ~ ~ a r i z e d  these companies' perception of the Chinese 

negotiation style 

Table 6.2 - The Perceived Chinese Negotiation Style 
-- - - -- - - .- 71 

I 
0 ,  / Perceived Chinese Segotiollon Style - -- 

I, I 

(:hincse a re  tough negotiators: 

cqu i j~n icn t  and t raining than piece-buying. 

Don't \vant to t1e;tl \vith l a ~ y c r s :  

1 1 / They ;ire qu: i l i~y conscious :ind a l io  very price conicinus, 
I : 

l'refer to es ta l~ l i sh  j~ersonal relationship first;  
T\vo j ~ a r t s  of negotiation. t'chniciil and  C O I I I I I I C ' I . ~ ~ ; ~  . 

I !  10 
I /  
~l 
;- 

* The Chinese frequent change their  negotiators; 
Negotiation is never finished unt i l  they get paid; 

l 
They a r e  vc,ry price and cost consciou-;: 
Quality comes ;is a s e c o n t l : ~ ~  concern. ;I 
X'i of t ime spent  on things irrelevant to t h e  negotiation. 

They ;ire difficult and  hard bargainers; 
Price conscious. 

Negotiation oftcn takes  much longer: 
No prol~lenl as Chinese par tner  is helping 

Nothing is fixed for Chincase: i' 
Everything h a s  a price and sell;~blc; 
Decision maker  not present  or nonnctivc during negotiation; 
Alany v:lriables in the  equation to force Canadians give in .  

Negotiators often ~ v m t  free tra\,el abroad; 
17ery detail  oriented and do not t rus t  Canadians much; 

I t  was found tha t  the negotiation process itself was characterized as 

6 

long, a t  least twice as  long as in Canada; 

They tend to r-an~ble a lot: 
Intentionally \ y o n  you doivn. 



endless rnml~ling  until tht> Chinese get what they n ~ a n t ;  

what they often want or  appreciate 1s trai-elling opportunltics; 

tough price bargaining. 

There was not any clear p ~ t t e r n  in negotiating wit11 the Chinese. The 

negotiation process seerned to  va1.j. from company to company. Nature of business, 

entry strategy and experience level of the of the Canadian company seemed to 

affect the negotiation process. Undoubtedly, the same thing could be true for the 

Chinese negotiators. If the Chinese needed what  the Canadians \b7el-e offering, if 

they were knowledgeable about negotiating ~ v i t h  foreigners, or if they had the 

money, the process would be smoother. 

I t  is not difficult to construct the negotiation process bctn-een Canadian and 

Chinese negotiators, and the frustration Canadians ivere going through: 

+ Canadians walked into a room and found tha t  they were out numbered by 
about 1.5 to 2 times. They found it hard to separate the decision malier 
from the rest. If there were more than  one Chinese organizations involved, 
no one would lead the negotiation for fear of making a mistake. 

+ The Chinese xvould ramble about the same issue. Perhaps they were not 
happy about some hidden issues such as forelgn travelling, and \yere 
unhappy about Canadian's not malirng concession on training abroad. So 
the same negotiation took as  least t~vice a s  long. 

+ As they did not have much t rust  in any foreigner, they would request to 
examine endless technical details. If the company really had luck, the 
Chinese might say tha t  they were also considering other options. 

If the Canadian company was experienced in this process, it would have 

found out the key decision makers or criteria before the negotiation began. Even if 

the Canadian company did not do it ,  it would realize tha t  perhaps i t  was time to 

call for a break and do its homework. and t ry to get to know the Chinese better. 

However, if the Canadian company was inexperienced, 

+ They would get increasingly frustrated and impatient because they were 
not sure what  the Chinese were thinking, or if the conlpany was to get 
anything out of the negotiation. 



+ Finally, after all efforts had failcd. the company simply walked out with a 
bad taste in the mo~l th .  

As discussed in C h a p ~ e r  5. the more esperienced companies tended to be 

more successful in negotiating 1~1th the  Chinese than the inexperienced companies. 

Despite their experiences. all companies found negotiating Jvith the C'hinese 

frustrating, as  "the Chinese have v e v  loiv sense of loyalty," explained one 

executive. The following test  will esaminc the main problems Canadian conlpanics 

had encountered in negotiatin,o wit11 the Chinese. 

6.2.2 Main Problems and Frustration Encountered 

This study proposed earlier that  the amount of frustration Canadian 

companies experienced in negotiating with the Chinese did not change 

much because the Chinese changed little in their way of conducting 

business ( P 3 . 7 ~ ) .  hZost of the 10 Canadian cornpanics ran into problems 

negotiating \\.it11 the Chine>e and were quite frustrated by them. As Table 6.3 

sulnmarized, these problems and frustrations secmed to he rootccl mainly in the 

Chinese negotiation style. XZost companies agreed that :  

a )  I t  usually took much longer, perhaps because there were too many Chinese 
involved, and no one was willing to take the leadership. Largely the 
Chinese system is still characterized by punishing nlistakes without 
rewarding good performance. Thus, no one would be willing to take the 
lead or any responsibility to avoid punishment or losing face later.  

b) h/Iost Chinese negotiators would appreciate foreign travel opportunities, but 
they could not request i t  if was not required by the project. They would 
rather beat around the bush until Canadian negotiators came to understand 
what  the Chinese wanted. A few con~panies felt tha t  the Chinese requested 
too many technical details for the same reason. 

C )  The Chinese played the time game a s  they knew tha t  Canadians were on a 
rnuch tighter time schedule whcn they ivere in China. Most negotiations 
took place in China due partially to cost considerations. 

The Chinese would prefer negotiating in Canada, but  they do not want  to 

pay for travel and accon~n~odation costs. They might decide for example, to come 
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1-1al.d tci f i n d  interpreter  \<.ho undc . r~r .~nc ls  the  husincsx; I I I ' 
Hard to tlr..-clo;~ loy~il relationship \ V I ~ \ I  tlic ('hinese: 
Chinese ~ r c  non-comniitt,?1: 

I ' 
.A.p.ec~~,~ent ,,eaclied oftc~n rcsci17dc.d h ~ -  C'hinesc dccisiol-i-makvr not ;ircbst,nt in  
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- -- 

I 1 
71 

I.'requu~t  m i . ~ u n d e r s t o i ~ c i i ~ i ~  fur inL,k of good intcrprettrr; 
Const3ntly in a position whercx negoti:~tian never ends.  

I1 
I 

-4 I 

S o  main prol,!em o ther  than thrit they d o  not \.31\1c tiii:e III~J(.!:. !I 

Tnkcs far too long: 
Lack of commitment  11y t h e  Chinese: 
Too many games like "you a r e   no^ the  only onc": 
\Villing to t ake  anything t h a t  you ct~uld ofi'er; 
Don't t r u ~ t  us  cnougli. 

Don't tru.st Canadians  enough by requesting excessive detail  about  everything; 
Too much ~ ~ m h l i n g  about  the same i..;suc~; 
Iicgotiator does not 1i:lve decision po\ver. 

-- pp --- - 

'I I l 
to Canada a t  the espensc of the project budget. I f  the negotiation took place in 

China, sometimes the Chinese negotiators intentionally lengthened the negotiation. 

As time pressed on, Canadians became uneasy as  they would not want to go home 

empty-handed, so they backed down. Companies estimated tha t  the Chinese would 

play this game in negotiation 90 percent of the time. 



These sccnled to be the  main sources of frustrat ions for Canadian 

negotiators The  Chinese negotl;ttors were also s o m e t ~ m e s  suspicious of 

information pro\-ided hy Canadian:; Thev of1c.n rcquli-td ~~~~~~~~~c technical 

details, before they \verc eveli committcd to negotiating wi th  t h e  (lanadians.  

Although this  might bc par t  of t h e  Chinesp negotiation strategy.  most companies 

interpreted th is  a s  d is t rus t  for Can a d '  lans.  

Fur thermore.  t h e  Chinese were non-committing and  did not have 1xuc11 

loyalty. This mas contradictory to traditional Chinese values.  Thcroux (1993) 

discovered a new phenomenon in China:  material ism among mid-;tpxl C l~ incse .  

Those in thei r  30s a n d  40s did not \vant to 1)c burdened by thei r  pas t  (participation 

or  victim of t h e  cultural  revolution). were not su re  about thei r  fu ture ,  so t h a t  t h f y  

lived in and  for today. This phenomenon was  reflected in tlie negotiation by lack of 

con~mit inent  and  loyalty. IVhile Canadians  were  led to believe t h n t  they wcre  

leading t h e  competition, Chinese might bring new players in to  t h e  a rena  ~ v h i c h  

changed t h e  picture. The  frustl-ation here  was t h n t  one could never be surc. if the  

company would get t h e  business. This issue seelncd to be of part icalar concern to 

service companies. Eoth  service companies i n t c i v i e ~ ~ e d  experienced th is  problems 

repeatedly. 

Last ,  but  not least ,  corruption among sonle Chinese officials increased t h e  

cost of doing business the re  significantly. Gifts, ent,ertaining, and  travelling could 

r u n  a s  high a s  10 percent of t h e  project budget. The  Chinese negotiators preferred 

to  have foreign conlpanies show their  appreciation of doing business with them.  A 

few years  ago, Colour f i s ,  refrigerators were  satisfactory. Nowadays, foreign 

travel, cash,  and  cars  were  more appropriate. One  company disclosed t,hat t h e  

Chinese preferred a hlercedes Benz to "drive" t h e  negotiation in  t h e  right direction. 

Although such expenses m a y  account for a small  percentage of t h e  total project 

budget, i t  was  a m a t t e r  of principle and  business ethics. Many  companies a r e  
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6.4 - hlcasul-cs Taken to Facilitate N~gotiat~ion 
- - --. - ~ - -  -~ .- ----..-.--A -~ 1' 

31easu1.c~ 'l'akc'n to 11iip1.0vc~ St 'got!:lti~n I /  
--pp----p.------ 11 

I k  p ~ x ~ p a r ~ ~ t l .  k~ ic~\v  yo~11. s t r : i~ (>gy  :111d p1:11i li)r d~f'l'c~rc~~it. s(.t>n:~rios: 
I.'ore.iec~ the. nclc,r!s ol 'your c ,oi~nterparts  :inti prt3parc> l i ~ r  i t ;  
I2Iuint:iin Fric~nilship anti \vovk ~ o p ' t h c r :  
Use local intelligc~nce. 

1 
~ -. .. .- . -. --------I : 

Usin:: intcrmedi:ir! to find t l ~ ( ,  ( ' l ~ i n r w  s p . n d i ~ i g  limit a n d  n.h:lt ;he n r ~ o t i ~ i t o r s  1 ' 

\v'lIlt pers~ll1:illy: 
hlaking foreign tr:~vcl 1x11.t o i ' t l l (~  conrract fijr thc  (:Ilinc~s,c~. 

- ~ 

i i  
1ji1.e loc.;il t,mployet,h \vho :,re8 \v(~11 conr~c~crcd to find out thc  main issut> and  k c . ~  d r c ~ s ~ o n  ! I  

~ i i a k c ~ ~ . :  
LIaintain good ~- t~ l : r t i c~~~. -h ip  \\.it11 tiill pc'oplts \vc do husirlcx.qx \vitll. 

-- - - -. -. -. - -- -- - 

h1:iint:tin good rc:l:ttio~isllip \\.it!) thcs ('liinc~.qc~ yo11 \vork \vith. 
-- - - -- - 

1,et ('1.1inc.w p;irtncr deal ~v i t l i  the  ('iiiac~xo, 111c.y know Iwst ho\v to  do i t .  I /  
U.king inte1ligc~i:ce to  identify key pcxson : ~ n t l  key concc r n s  of t h c  negotiators: l l  
hI:ril~tairi good rc.I:itic~riship \vith you:. nt>goti : : t i~~g p:%:.tliers. s o n 1 ~  may 11c \villinc i i  

to htrl~j. 
-. 

'i 
Usc 1,cttc.r of Intent  to gclt t h e  Chinese corn~nit  on things ~ ~ p e c t i  upon .  

-11 
-- I --- 

Using : ~ g e n t  to do the  liomc\vork first: 
Docunienting t h e  1.csu1ts of  t11cl nrgoti~rtion ns i t  takes place to prevent  r:rrnh:ing. 

- - -- 

Fifth, if everything failed, t h e  Canadian negotiator could walk out  of the 

negotiation room. If t h e  Chinese valued what was  being negotiated, they \verc 

likely to invite the company back to t h e  bargaining room. If not, i t  was t ime for 

t h e  company to quit. 

These measures  talien by Canadian conlpanies doing business in  China did 

not differ much from negotiation in  North ~ h n c r i c a .  T h e  company h a d  to be 

prepare  to defend i t s  position and  w h a t  it wanted.  If a11 effbrts failed, they were  

prepared to t ake  t h e  loss and  look elsewhere for opportunities. 



High pcrfornling companies and  lo\v performing companies seemed tv clif'fer 

in how they approached and  p rep~i rcd  for t h e  negotiations. Both high and  nledium 

performing c o m p ~ n i e s  were m o w  plmactive a n d  agg-ressive in init iat ing the  

business relationship ~ v i t h  the' Chinese. 'Thcy knew all t h e  tricks t h e  Chinese were 

likely to play dur ing negotiation. Bec:iuse they had  prepared themselves well, they 

,, appeared to he more clear w h a t  to do during negotiation. I h e  low perfornling 

companies were more reactive, were not su re  of thct problems, and  h a d  little 

knowledge about how to  dc:d \si th these problems. 

r 1  I h e  learninq related to negotiation was  discussed in chapter  5. T h e  liey 

points a r e  briefly summarized here  to provide a complete picture of negotiating 

with the  Chinese. In  summary .  the  coinpanies learned 

+ to be sensiti\.e to t h e  C l l i n e s ~ '  needs; 

+ to do thei r  home work and  preparc themselves; 

+ t h a t  if t h e  company did not know how to do i t ,  h i re  some one else; 

+ t h e  importance of GuanSi  and  re la t ionsh~p  building. 

6.2.4 Other Issues Related to hTegoti- n t '  1011 

The Chinese were  known to be tough negotiators. None of t h e  companies 

were comfortable wi th  t h e  negotiation process mainly because of t h e  way  t h e  

Chinese negotiated. Some felt t h e  Chinese sometimes used a tor ture  tes t  like 

negotiation style to wear  t h e  Canadians  down a n d  make  them give in.  hlost 

conlpanies felt t h a t  t h e  Chinese did not change much i n  t h e  way they negotmted, 

despite t h e  possible learning an thei r  pa r t  about Canadians .  This was  puzzling 

since their  technique w a s  110 longer a secret to foreign negotiators. If they used 

these behaviours a s  techniques, they m u s t  have also realized they would become 

less effective a s  soon a s  foreigners learned about them.  \Vhy would they still use 

them then? The  answer  m a y  lie, a s  Tung  (1989) found, in  t h e  long t e r m  stability 



of the  Chinese cu1tur.c. ']'he Ci1lncbe can  1 ~ ~ 1 1 . 1 1  and  adopt Western l ~ u i l n c s s  

practices. Fundamcnt, \ l lv.  l~o\\.evc.~.. thcv n1av not change hccnuse of t h e  Chlne,w 

culture.  The  Inore they change. thc. morc they s tay  t h e  samc 

A. Letter of Intcnt 

hlost companies treated .slgnlntl ,I 1~t tu1.  of in tent  a s  a ~ , ~ c l e s s  pl.,lctice ,lnce 

i t  was  not hlndlng 1cg:dly. Accoldlng to  C 'hln~se  officlal statistics'. niorc t h m  80 

percent of t h e  let ters of ~ n t e l l t  s ~ s n c d  bi.tnc.cn thc ( 'lunese and  forclgn businessw 

did not go beyond t h a t  s tage hIany compcmltls used ~t 111 t h e  s a m c  n7:1y a s  mecting 

minutt3s I'uttlng t h e  negotiated ~ t c m s  d o ~ v n  in  writing could prevented frequent 

changing of minds,  particularlv hy the  Chinese. 

B. Pricing and Price Concession 

The  con1panles were  asked ~f they \~oi i l t i  ; l ~ l i  for more t h a n  w h a t   the^ 

considered reasonable in order to offer concessions later- T h e  amount  of increase 

depended on the  indubtry a n d  t h e  reputation of the  company On avcragc. t h e w  

companies inflated the i r  prices by 3 to 15 percent. The  rationale behmd thls  

included: 

+ saving face for t h e  Chinese.  T l ~ c  ahility to bargain down t h e  offering price 
indicated thei r  negotiation skllls amung t h e n  peers; a n d  

+ compensating for t h e  t ime consuming negotiation process. 

As t h e  company won over t h e  t rus t  of the  Chinese,  m a n y  abandoned such 

practices. The Chinese already line\\. t h a t  Canadians  were  honest  and  the re  was  

not much "water" (price inflation) t h a t  could be squeezed out  in prices. 

C. Most Positive and Negative Experience 

I n  s u n ~ m a r y ,  negotiating wi th  t h e  Chinese w a s  not n pleasant experience for- 

t h e  Canadians.  However, some companies had  some unique experiences in 

- 
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negotiating with t h e  Chinc~sc For exampie, t h e  C h ~ n e s e  were very competent 

technically. One conlpany pralscd t h e  Chincse for keeping thci r  pronxses and  

honouring t h w r  contracts under  circumstances not covprcd by t h e  contract One 

esecutive s ta ied "Contracts might bc  altered clue to changes in government 

regulations in Canada.  Hut in China,  n si:rned contrctct would bc a s  good a s  

money. Thc  Chinese rarely defaulted thei r  paymcnts" 

6.2.5 Summary 

A major challenge in doing business in China was gett ing used to t h e  

Chinese negotiation style In o lder  to negotiate effectively 1 ~ 1 t h  t h e  Chinesc., t h e  

Canadlan companies h a d  to prepare  themselves. 'This included learning t h e  key 

issues such a s  Chinese budget limits. desire for foreign travel  and  ~ v h o  t h e  key 

decision makers  were  prior to negot1,ction If t h e  company did not know how to 

prepare,  or did not fccl comfort,lble doing so, it hired a n  intermediary to do t h e  job 

Conlpnnies needed to be aware  of t h e  various of nego t ia t~ng  techniques the  C h i n e w  

used,  and  be prclpared to use appropriate strategy to counter-attxl; .  

6.3 DOING BUSINESS IN CHINA - MAIN PKOBLERlS AND REWARDS 

Section 6.1 summarized t h e  various a reas  of concern t h a t  Canadian 

companies doing business h a d  to consider and  the  course of actions t h e  companies 

had  taken to protect thcmsel \~es .  This section will look a t  t h e  main problems and  

frustrat ions Canadian companies experienced doing business in China and  t h e  

main  rewards  fur t h e  companies. 

6.3.1 Main Problems of Doing Business in  China 

T h e  previous chapters  have already provided some details  on t h e  various 

problems and  concerns these  companies encountered doing business in China.  

Table 6.5 provides a s u m m a r y  of t h e  three  such main problems of doing business 

in  China for each company. T h e  seemed to be five corninonly shared problems. 



Table 6.5 - Main 1'1wblcms of  Doing I3usiness in China 
~ -.. -. -- - --- ---.. 7 

11~1in I'rol)lc~~iis b:nc~~~:ntered In 1)011ig I ~ ~ s ~ I I c ' . ~  in ('hiria 
-- .. .. -- . - ~ -- 

i I 
i 1 

1. T)evc,ioping kvy ciinnectii~n- in  ~'1iin:i : ~ n d  !:ovti Ii1c,11 Iino\vltdgc: i /  
2 .  lclt~ntif\.i~ig 1ic.y i.-ut:s :ind k v y  ti<,c,i-ion n i ; ~ l < i ~ :  ' 1  
3. I"intii11g clnd convincintr .-o!:cl f ';~n;rtli;iii c~oil~p;rnics to d o  I > ~ ~ s i n r ~ . ~ , ~  in ( : h ~ n ; ~ .  i j  

1. Hizh costs of' doin? i>u.~ini.:s in ( ' h i n ~ t .  I :  
I !  

2.  Too t ime consuliiing. 
- - -. -. - -- - - - - -. - --- - - - - . . --- .- - . . . 4; 

I .  I1nrcli;ll)lc trunsport:ttion 5y;terns in ('liina; , I  

2 .  The amount  of'tiiiie \vasti'd: I ; 
3. Accommodation in Chin:\ i 

P---.--P.~-----P- -- + 

I ; :  

1. Chinesc l ~ t c k  of' t ~ w s t  for forcignt>rs: I 

2. I.:vtqmnc. \v;ints iomcthing for ~ h e n l s c l \ ~ c s ;  I I 
3.  Sloivness and  t ~ n i c ~  consumlnp. 

I !  
---- 

1. Finding clua1ifii.d I ~ u s i n c s  n;an:iger in ('liina: 
2. 'Tim(> docs not mean  anvth inc  i n  ( : h i m .  

1. C'hincse ~inn.illing to  ~wo::nizc and  pay for consulting service provided by t h e  
company; 

2 .  Undt3rstandini: t h t ~ i r  n.;i? of doing businc~ss. 

1. Time c.onsuinin,o: 

1 1 
2.  12inding tlic riqht par tner .  li -- - - - - -. . - - - - - -. -- 

Number 2: The Chinese negotiation style with foreigners "1,earning 

and getting used to the Chinese way of negotiating and haggling was a major 
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challenge for us," a felt, esccutivcs ro\,ealed as  they looked hack a t  their cxpcrienctl. 

Number 3: 'I'he way the Chinese do business and the high cost 

because of it This refkrs in particular to thc Chinese reliance on connections and 

Guansi rather than law. and  lack of business ~ t h i c s  among some Chinese, as 

reflected in the high costs of developinq and ~naintaining connections and ~ ~ e t \ \ . ~ r l i .  

Number 4: Thc complexity and the unpredictnbility of the Chinese 

business environment 'I'his refersed to the duplication of the government 

functions and frequent policy changes. both of \vllicll made learning about the 

Chinese system more con~p l i ca t~d .  

Number 5: Finding qualified and motivated business managers in 

China l~ inding  management personnel nrns inore difficult than  hiring technicd 

employees as  management for ef'ficiency \\.as still a relatil~ely new concepts for- thi. 

Chinese. Though nlany bvould expect that a s  Canadian companies gained more 

understanding about thc Chinese business cnvir-onment and the ("hinese business 

practice, they would adjust their espectation and become more realistic about 

China. As thus,  Canadian companies would feel less frustrated. In fact this \vas 

not t rue a s  the Chinese changed very little in their way of doing business. 

Canadians did not feel less frust,rated despite increased learning and experience. 

Further,  very few Canadian companies doing business in China shared their 

experience with each other. This was evident from the information gathering 

process discussed earlier. Thus they did not benefit n ~ u c h  from others' experience. 

Furthermore, the Chinese business environment changed constantly and 

drast.ically. Assumptioi~s based on previous experience might no longer be valid 

due to such changes. This required constant learning and adoption. 

6.3.2 Satisfaction and Dissatisfaction 

Whether a company was satisfied with its performance in China seemed to 

be related to its original goals and  objectives in entering the Chinese market .  



Earlier  this s tudy f i~und  t h a t  C.'annciian companies h a d  been doing busincss in 

China to t ake  ntivantage of t h c  fast economic ,nro\vtli and  growing marke t  

potential In addition to such financial goals and  ol~jectives, there  were a few othel. 

\vere in China to: 

+ raise pul~l ic  awareness  about  thc? companies and other products and  
..el?-ices t h a t  tlic company ivns of'f'cring t o  o ther  mnrliets; 

+ promote t h e  i~n ; ig t~  of high quality ( ' ; ln~idinn products so t h a t  more could 
be m,wketed through other  chaiinr~ls t o  China.  

+ l c m n  about doing business in China ~ r a d a , i l l y  fr-om tllelr local par tners  to 
prepa1.e them for otl i tr  husincss upportu1iitic.i in China,  

The ult imate dislsatisfaction t h e  coinpany had  \vitll thei r  performance in t h e  

Chinese marliet depended on \vhetlier the  company h a d  achieved i t s  goals. 

.As some companies entered C'hina with nlore t h a n  jus t  financial rwvard in 

mind. their  satisfaction \vitll t h e  Chinese nlnrltct ~vould  not necessarily be lirllicd to 

thei r  financial performance. This i v ns  she\\-n in Table 6.6. Llrhile high performing 

companies \\-ere not always satisfied with their  perfurrnance, t h e  lower pcrforlning 

companies wcre not all dissatisfied either.  The closer w a s  t h e  performance level to 

i t s  objectives and  expectation. the  more satisfied t h e  company was'. 

In  addition, tlie level of predictability of t h e  Chinese marke t  also appeared 

to be related to satisfaction. but not performance. The  more could t h e  company 

predict i ts  environment and  performance and  tlie more s table  the  marke t  was  

perceived to be, the  higher ivas t h e  satisfaction. One  ot ' the  companies Lvhich did 

quite n-ell in t e rms  of i t s  financial performance, was  ho\vever quite f rus t ra ted and  

dissatisfied with t h e  Chinese marke t  because the  marke t  was h a r d  to predict. "It 

is likely you a r e  in  constant uncertainty.  You could never tell if you a r e  going to 

I .  Of course one could not exclude the possibility t h a t  t h e  lo\ver performing companies were more reluctant 
to admi t  t h a t  they were dissatisfied \\.ith their  performance. 



they cspected or mct their espcctutiol~s fbr the market Thew were more satisfied 

companies than dissntisfied conlpanic~s. 

Table 6.G - Performance and Satisfaction 
- .  

~ . .... ~ =;1 
I I 

s r p o t  i s  p o t  c c r y  j t  g t  in s o  I /  
1 s t  one. 

Not ~ .e :~ l ly ,  h m d  to find high quality 
111,111agen1ent people 

Not s u r e ,  :IS t h e  p ~ r c n t  con~panics  it h a <  nu access to I 1 
also sliiiri~lg S ~ I I I C  of the costs 

1 ,  
1 / 

No, it will take another  t\vo years  to I 1 i 
break even. L- i/ 

6.4 SUMRMRY AND PROPOSITION TESTING 

'This chapter examined a number of' issues important to Canadian 

companies doing business in China, including the Chinese business environment 

and negotiating with the Chinese. Though these factors did not discriminate one 

group of colnpanies against another groups of companies, they were important to 

all Canadian companies doing business 111 China. How did the company deal with 

Not bad, a s  things began to m o w  lately. Not s u r e .  /j 



these  are;is not only determined t h e  ievel of performance t h e  company achieved in  

t h e  Chinese market .  bu t  also the  level of fi.ustration. 

There  were a n u i n l ~ e r  of propositions discussed i n  this chapter .  They and  

t h e  test ing results  \yere su11:mari~ed in t h e  fi)llowing Table (5.7. 

Table 6.7 - Summary of Proposition Testing 
T- 7 



CHAIYJXR SEVEN: SUMMARY AND MANAGERIAL 
IMPLICATIONS 

7.1 SURlMAItY 

This study has  tested a number of propositions ahout Canadian conlpanies 

doing business in China. Key propositions anti testing results arc summarized in 

Table 7.1. As sho~vn by the table, some of these arc  supported while othcrs art) 

not. Widely recognized areas  of importalice to Clanadinn cornpanics doing business 

in China include hiring inter~ncdinries.  understanding the Chinese needs and 

having Guansi and connections in China. Areas of common concern to a11 

Canadian companies doing business in China include the slow bureaucratic system, 

the Chinesc negotiation style and frequent changes of foreign investment policies, 

Table 7.1 Summary of Prc 
pp --- - -- - - .- - - - .- - 

I'roposition 
- - . - -- - - -- - - - - -- -- - 

P l a :  Conlpanie:i thtit used Fl)T and  equity joint 
\ ,enturc to cn te r  Cliinci I ~ a v e  learned more ~ ibout  the  
Chinese marke t  th:ln those used contractual \.eriturc~s 
and direct e s l ~ o r t s  to en te r  Cliina over t imc.  
p~ ~ - 

I ' lh: C'ornpnnicxs t h a t  uscd l:l>l to en te r  Cliine.sc 
would h:tvca t h e  highest lcvel of pcr fo~mnnce .  follo\vcd 
by thosc ~ i s in j i  equity joint ventures. contract~ial  
ventures  ant1 dircict exports.  

W b :  (_'ompanics \vith local p t r t n c ~ r s ,  o r  d i s t r i l~u tors  
o r  agents  were more infornicd :il)out t h e  C h i n e ~ e  
marke t  ~ t n d  likely to have higher  performancc~ t h a n  
those t h a t  did not.  

P3.13: T h e  slow l)urc?aucratic system is  a mcljor 
source of frustration for Canadian  compinies  doing / business in  C11in:i. 

-- 

I /  P3.1b: Hi-tcch C';tnadisn w m p i n i e s  located in  SKZ 111 

open cities may experience less f r i~s t ra t ion .  and 
achieve highcr levels of satisf:lction a n d  perfbrniance 
t h a n  l o \ v - t c ~ h  companies located in other  area.<. 

1 1  P3.2: Foreign excllange is a critical factor related to 

I1 satisfaction and  performance of Canadian  conlpnnics 
doing business in  China.  

osition Testing 

Testing Results 
-- - - 

Partially supported. C'onlpanics u.scd 
export learned most follo\ved I,? tho.se 
uscd l2I)I .  C:omptnirs used jo in t  
v e n t u w s  Icarned the  least .  

I':irtially supported. Companies used 
F1lI achieved t h e  higlit,st level of 
perfornlnnce follo\ved hy those using 
export m d  joint ventures .  
-- 

Strongly supported among conlpanies 
using all en t ry  strategies. 

Strongly supported. 

I'nrti:illy supported. Companies in high 
tech or othc~r husincsses \vllicli had 
higher  priority for t h e  Chinese had in 
gener:~l better perfo~-mance t h a n  otl1e1-s. 

-. 

Strongly supported. Had  foreign change 
not heen 3 main concern for both t h e  
Chinese a n d  Canadians,  most companies 
would he able to increase the i r  sales  in  
China.  



Proposition 
p--..-p--.-p--.------.... -- .-A- -- 

I'3.71): ('an:1tiian con1p:inics ni-e now more n.illing to 
use joint venturcs  and  k ' D I  in ('liina thnn hefore d u c ~  
to learning :old inc~.e:i.scd confidence in the  
cumpany's ability to colnpete in the  Chinese market .  

1'3.7~: 'I'hc~ timount of frustration Canadian 
co~i~p;inie.s espcrienced in nejioti,iting \vith the  
Chinese did not change much a:: t h e  Cliincse 
changed little in their  \ ray  of conducting business 
\vith foreigners. 

P 4 . l ~  Companies t h a t  understand and  appreciate 
~ v h a t  the  Chinese a r e  t rying to achieve a r c  Icss 
frustrt+tcd about  doing I ~ u s i n e s s  in  China ,  especially 
during ncgotintian ivith t h e  Chinesc. 

P 4 . 1 ~ :  Companies t h a t  relied on thcir  Clhiriesc 
partner  to t ake  full responsil~ility for harnessing the  
Chinese business c n v i r o n ~ n e n t  a r c  1ilit.l~ to have 
lower puforn i ;~nce  t h : ~ n  those taking full i n t e r w t s  in 
t h e  ent i re  operation. 

ppp--pp-- 

' I  -J 
I I  ,L;tmni:ly hupportcd. Stroll;: C O I I I I C ' C . ~ ~ O I ~ S  ; 

in ( I h ~ n a  s o t ~ m r d  to the  kc,y to .,ucce.is in , 

Strongly supportcd.  Understanding the  
Cliincsc' needs and  desires w a s  a key 
success f;~ctor for Canadian companies 
doing husincss in China.  

Strongly supported. No m a t t e r  n.hich 
en t ry  s t rategy the  company dccidcd to 
use,  i t  still needed to maintain a n  
ongoing com~ni t rn tn t  to t h e  project. 

En t ry  strategy was found to be a good predictor of perfhrmance. Companies 

using FDI tended to have  higher performance, followed by companies w i n g  direct 

export strategies C o m p a n ~ e s  using equity jomt ventures secmcd to have t he  

lowest level of performance. The  amount  of flesibility and  control the  company 

over i t s  business in  China appeared to be the  main factor separating colnpanies 

using one entry  strategy to another .  



I n  addition, the  na ture  and  type of business and  internal factors also 

seemed to affect the  level of performance. For example, conipanies t ha t  used joint 

ventures  a r e  in  general inexperienced internationally and  srnall in  size. To take  on 

a market  like China they often tu rn  to the  Chinese par tner  for cooperation and  

risk shar ing.  Larger companies with more international cspt.riences tend to g-c) on 

their  own. 

1)ifferences anlong companies using same entry  strategy were much smaller 

t han  differences among companies using different entry  strategies. Nevertheless, 

higher and  lower performing companies using the  s ame  entry  strategy did differ in 

lilany aspects. Such differences were almost identical among different strategies.  

Higher performing companies using d i fk ren t  entry  strategies had more in comn~on 

t han  higher and  lower pel.forming companies using t he  same entry  s t r a t e g ~ .  

In general ,  more and  more con1panit.s Jvere willing to espcximent with the 

Chinese market  using either joint ventures or E'DI operations. There  were strong 

indicat,ions t ha t  C.'anndian companies 1r.el.e becoming more confident about the  

C:hinese m a r l x t .  However, in order for the  companv to be succ~ss fu l  in the 

Chinese marke t ,  the  company had to be prepared and  knowledgeable about the  

Chinese business e n ~ i r o i ~ m e n t  and  the  n m - l x t  itac3lf. In other words, the  company 

had to know w11nt i t  was doing before entering the Chinese market .  It  could not 

rely solely 011 others,  such as joint venture  par tners ,  or intermediaries to de.i~elopec1 

t he  nml-ket for the  company. 

There  were a nunlber of key success f 'xtors separating thc  high performing 

con~panics f rom the low per f~ i .~n i i ig  C C O I U ~ ~ I I I ~ ~ S .  Included were the  level of' 

preparedness,  aggressiveness, a n d  their  p ~ ~ v i o u s  experience. 

1. Preparedness: preparation was a key for success in the  Chinese marlret. 

The  more prepared the  company \vas, the  morr  successful the  company would be. 

r l I h e  higher performing companies in general \vere much more prepared than  lower 



perf'orming companies. They (high performing companies) ei ther engsged in 

extensive information collection or h a d  conducted some field research in t h e  

Chinese marke t  before moving in .  

2. Pro-activeness: how pro-active the  company w a s  about t h e  Chinese 

marke t  depended on how determined the company w a s  about t h e  Chinese marke t  

T h e  higher performing companies demonstrated thei r  pro-activeness by init iat ing 

t h e  business relationship with t h e  Chinese. I,ow performing companies w w e  

relatively passlve ancl often waited untll others approach them about doing 

business in  CI , 1111a. ' 

3. Commitment 'The htgher pe r fo rmng cornpanies were  fa r  more 

committed to  t h e  Chinese marke t  t h a n  the  lower performing companies. T h e  lower 

performing companies often thought t h a t  they had ( thcy  might)  o ther  more 

important  nlarkets to develop or to sen-e  t h a n  the  Chinese marke t ,  or  were u ~ l s u r c  

ahout t h e  potential a n d  wanted to hold back. 

4. Quality of Pcople Working For the Company A11 t h e  high 

performing companies h a d  hired someone i n  thei r  o rgan~zn t ions  who was very keen 

on and  knowledgeable about d o ~ n g  buslncsy in  China Companies might h i re  a 

11crm:ment tlmployce who v,-as l i ~ ~ ~ ~ l e t l g c i i b l ~  ancl rsperienced,  or  a n  intermediary 

to sc'1-m the  smne needs.  The lmv p e r f o l m ~ n g  companies, 011 the  other  hand ,  often 

did not have such individuals These people do not have to be Chinese, or Chinese 

from a n y  part icular par t  of CXinn, thej. could be Caucasians,  for example. T h c  key 

characteristic of' such ind iv~dunls  is tha t  they have to be fond of t h e  Chmese 

culture and  a re  knowledgeablt. about doing business in China.  

5. Understanding the Chinese Needs and Desire The  higher 

performing companies first of all lvcre in a rcas  of grc~at  in teres t  to the  Chinese 

such as high technology and  infrastructure rclatecl businesses. Thus  thei r  

businesses were leas t  affected by a n y  policy changes in China.  Second, they 



understood t h e  Chinese a s  individual, w h a t  was  important  to them and  how to  

satisfy them.  'I'hc Chinese often valued foreign travel  and  t ra ining opportunities. 

T h e  lower performing companies were often in  business a reas  not a t  t h e  top of the  

Chinese pri0rit.y list.  I k - t h e r ,  they were either less aware  of t h e  Chinese needs or 

decided to  ignore them.  

6. The Amount of GuanXi and Connections t h e  company had  access to  

in  China.  All higher perfbrming conlpanies in  th is  s tudy  h a d  some good 

connections and  Gurinsi in China t h a t  t h e  company h a s  access to. The  lower 

performing companies in  contrast  liad fewer connections in China.  

8. Being Flexible and Willing to Accept the Chinese Business 

Environment Although all the  companies were quite fi.ustratcd a t  t imes about 

t h e  way  things  were in  China,  high performing companies had adopted a 

philosophy t h a t  ivhen vou could change i t ,  t ake  i t ,  and  work with w h a t  you h ~ d .  

Being flesible meant, less frustrat ion and  more comfortable a n d  friendlier 

relationship with the  (:hinose. 

9. The Amount of Learning The  higher performing companies in general  

learned much more about doing business in China t h a n  the  lo\ver performing 

companies. Perh:.ip.;; i t  \\-as th is  lt .xnin,n proccss tha t  taught  high performing 

companies to be more flexible in t h e  Chinese l~lar l ic t .  

7.2 MANAGERIAL IMPLICATIONS 

Ho\v n company deals with the  liey success fiictors helps clctel-mine how 

successful t h e  company will be in t h e  Chinese marke t .  Clearly, if' t he  company 

follo\vs t h e  strategies atloptctl bj. t h e  high performing companies, i t  might ha\-e a 

bet ter  chance of becoming successful in t h e  Chinese marke t .  Fur thermore,  if i t  

could learn  from the  inistakes of thttse coinpnnics, i t  would increase the  possibility 

of success. This paper recommends t h a t  if a company is  not really interested in 

t h e  Chinese market ,  i t  should not en te r  China because of outsitic persuasion. I t  is 



fu r the r  recommended t h a t  Canadian companies t h a t  a r e  interested in doing 

business in  China should: 

1. Conduct research to f nd out w h a t  is needed to do business in  China,  and  

evaluate  if t h e  company h a s  the  dedication a n d  resources to tackle the  part icular 

Chinese marke t .  T h e  Canada  China Business Council, t h e  Canadian Embassy and  

other  esperienced Canadian companies a r e  good sources of information. 

2. Hire,  if the  company does not have,  someone who already unders tands  

China and/or t h e  Chinese culture.  This individual should speak t h e  language,  

have previous esperience in doing business in  China,  a n d  preferably have some 

connections in China.  

3.  Ir isi t  China a few times a year even if the  company only e s p o r t . ~ .  

Regardless of entry  strategy,  t h e  company should mainta in  close contacts with t h e  

Chinese marke t .  Relationship and  t rus t  a r e  build on interaction and  learning 

about  each other. 

4. Be open-minded and  flesible. I l l a t  works in Canada  may not work in  

China.  Open-mindedness and  willingness to learn lvill help the  company reduce 

frustrat ion and  increase efficiency in  the  Chinese marke t .  

7.3 IZICSEARCH LIRIITLY~'IONS 

This paper h a s  a number  of limitations t h a t  readers  of this paper should be 

aware  of. First ,  information provided here  is based on intt.1~ien.s and  could not be 

quantified. For esamplc ,  th is  paper 112s identified a se t  of variables t h a t  a r e  likely 

to affect t h e  companies performance in the  Chinese marke t .  However, th is  s tudy  

could not a t tach a n y  weight on t h e  importance of each factor or. r a n k  them.  

Fur thermore,  these variables might be inter-related lvith each other,  a n d  th is  

s tudy  could not determine such relationships. 

Second, t h e  performance measures  selected for th is  study, t h e  Average 

Annual  Sales Per  1Slnployee to China may  not reflect t h e  entire picture of 



performance in the Chinest? market.  For example, some companies or industries 

may have higher gross margin than others. Therefore, though a company may 

have higher performance using the sales related measure, but may have low 

performance i f  a profitability based measures such as  return on investment is used. 

Similarly, companies may have different ok~jectives and philosophies of doing 

business in China. For esample, while some companies might be more long-term 

orientated and were more willing to take short-term losses, others might be more 

short-term driven. In  addition, due to the 1989 Tiananmen Square event, the 

three years from which the sales performance data  Ivere collected, 1990, 1991 and 

1992 might have biased certain companies more than  others. 

Third, the result might be biased further due to differences in company 

sizes. Undoubtedly, large companies would have more resources available for the 

company to develop the Chinese market than smaller companies. The companies 

intcn-ic~ved vary greatly in size. Although the performance measure was adjusted 

to control the efTects of company size, the results may still be biased. 

Fourth,  there is n concern over estclrnal validity of this study since a11 the 

companies interviewed were from the Greater Vancouver area. Other provinces 

n:ight hnvi? ;I diffc.1-ent industrial structures, and use different investment patterns 

in China. The research findings might not be applicable to companies from other 

parts of Canada. 

Finally, ?hero might be personal biases \vithin the interpretation of da ta  

collectccl during the interviews, which is common in this type of study. Because of 

such limitations, extra caution should be escrcisecl in applying this study. 

Furthermore, propositions not supported by this study sllould not be rejected, due 

to abo1.e limitations n.ith this study. Further I-escar-ch involving a larger number 

of companies from across the country should conducted before dismissing them. 



7.4 FURTHER RESEARCH 

Fur ther  research is needed on a number  of issues. First .  quant i ta t ive  

research is  needed to  substant ia te  t h e  se t  of variables t h a t  affect performance in 

China.  T h e  research a t  h a n d  only identified th is  s e t  of variables without being 

able to identify t h e  s t rength  of mter-relat ionship betlveen each predictor variable 

a n d  performance. 

Second, more rcsearch is  needed to compare th is  s tudy with results  from 

other  provinces using the  samc research ~ n s t r u m e n t .  In  part icular,  this  s tudy 

suggests t h a t  a similar s tudy he conducted among companies from the  Province of 

Alberta, Ontario and  Quebec. If t h e  same investment pat tern  a n d  se t  of key 

performance variables were  identified again,  new theories could be developed about 

Canadian companies doing business in China.  

Third ,  th is  s tudy  proposes n follow-up s tudy to be conducted a year  from 

this  s tudy  This new s tudy will interview the  same se t  of companies to determine 

t h e  stability of' research findings: from this  study. Such '1 longitucl~nal fol!o\v-up 

s tudy  \vould be estrenlely i inportant  to develop theorics about Canadian companies 

doing business in  Chlnn.  

Four th ,  th is  s tudy proposes a nation-wide s tudy  t o  ~ d e n t i f y  key perforniance 

factors for Canadian comp:lnies doing buslncss in  China.  This s tudy  ~vould  not 

only iclentif.7; such f;?ctors, but  a!so determine t h e  importance of each factor. Such 

infornlation lvould bc of important  value to both companies t h a t  a r e  currently 

doing busilless in China,  or other con~pan ies  t h a t  a r e  interested in  doing busincss 

in  China.  
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APPENDIX 1: INTERVIEW PROTOCOL 

T h e  purpose of th is  interview is  to help us  identify barriers t h a t  BC companies 
doing business in  China r u n  into.  I t  will also help us  f ind out effective ways of 
dealing with these problems. We appreciate your t ime and  help. 

SOME I1ISTORY ABOUT YOUR COMPANY'S INVOLVEMENT IN CHINA 

1. Tell m e  a bit of your company's history and i ts  involvement ln China:  

- How did your conlpany decide to get  involved wi th  China to begin with? 

- Did your company have any  experience in China before'? 

- Did you have a n  intermediary or nliddlenlan to help you? 

- Did you have someone in  your company who h a d  Chinese connections? 

- Did someone from China or  a n  agent  of Chinese clients inquired about doing 
business wi th  you? 

- How did you and  your business par tners  first get  acquainted? 
ioptional for joint ventures  only) 

2. 'IVhat en t ry  strategy did your company use f i rs t?  Did i t  change? 

3. Was the re  been any  changes over the  type of business the  company do in China'? 

THE ENVIRONMENT AND ENTRY STRATEGY 

1. When deciding upon t h e  s t ra tegy of entering China,  were you concerned about t h e  
potential r isks of doing business in China? 

- Did you h e a r  a n y  stories about other Canadian companies doing business in 
China t h a t  concerned you? 

- Wcre you concerned about the  protection of your industrial  property and  
intellectual rights'! 

2. Did t h e  political instability in China give you pause about doing business in China? 
What  about: 

- Infrastructure problems, such as energy shortages,  lacli of transportation or 
comn~unicat ions;  

- Lack of a skilled labour force and  t h e  cost of training personnel; 



- High cost of doing business in  China; 

- The  unstable currency and  the  foreign exchange problem; 

- Difficulty recruiting expatriates to go to China; 

- Others  such a s  the  absence of a formal legal system? 

3. How did the  assessnient of the business environment in China affect your choice 
of entry  strategy and  distribution channels'? 

4. How do these factors affect your operations a t  t he  present time? 

5. How did t he  company gather  information to help decide on the  entry  strategy to 
China? 

- Did you do market  research? 

- Did you collect information from professional associations or government 
agencies? Someone who ha s  bee11 there? 

- Did you involve a consulting firm'? 

- Did you hire someone with direct Chiria experience? 

6. Compared with other Pacific Rim countries, wha t  a re  the  main attractions of doing 
business in  China? 

- i h y  did you decide to do business in China ra ther  t han  other countries? 

- Did i t  concern you t ha t  the  econo~nic and  t rade system in  China was 
relatively under-developed? 

NEGOTIATION 

1. \Irere you prepared for the  Chinese approach to negotiation in general? 
- Did you feel comfortable with it? 

2. How long did the  negotiations take? 

- JVere the  Chinese eager to negotiate with you to begin with? 

- Ilid you feel frustrated a t  times with the  process? IVhy? 

- \IThat did you do to iriiprove the  negotiation? 

- Did the  Chinese do anything to improve the  negotiation? 



3. Did you ever r u n  into any other problen~s negotiating with the Chinese? 

- Did the Chinese change their way of negotiating over time? 

- Did greater t rust  develop between you and the Chinese over time? 

- What did you learning from negotiating with the Chinese? 

- What do you think they learned from you? 

4. Did you sign a n  initial letter of intent with the Chinese? 
- How important was the letter of intent? 
- Did it take long to finalize the contract? 

5. Did you ask for more than  you considered reasonable i n  order to be able to offer 
concessions? Did they? 

6. Did you have anyone available to help you who either understood the Chinese 
culture or spoke Mandarin? (What about Cantonese?) 

- Did having this person improve the negotiation? 

- How important is i t  to have someone who understands the culture and speaks 
the  language? 

7. Overall, what is your most positive and  most negative experience in negotiating 
with the Chinese? 

DOING BUSINESS IN CHINA 

Foreign Exchange 

1. Has the  fluctuating fol-eign exchange been a problem for your company? How does 
it influence your business in China? 

2. Has sourcing for supplies from outside China been a problem due to foreign 
exchange? How? 

Local Employees 

1. Have you been able to hire qualified en~ployees a t  a reasonable cost'? 

2. Was significant training required to in~prove the productivity of local employees? 

3. Did your firm have control over recruiting, managing, evaluating and firing your 



Chinese employees? 

Expatriates 

1. Did you send expatriates to China? HOW many? In  what kinds of positions? 

2. Have you, or do you intend to replace your expatriates with locals? (What positions 
will be easiest to replace?) 

3. Where do you recruit for expatriates? 

4. Do they have to understand the culture and speak Mandarin'? Cantonese? 

5. If you had to choose, would you pick someone with strong international business 
skills who did not speak Chinese, or someone who spoke Chinese but  was not strong 
in nlanagement skills'? 

Performance 

1. What strategic objectives did you have for going into the Chinese market? (market 
d ~ d ~ e s ' ?  sales vulume, new p~ociuct cicvelopnie~lt, technoiogy transfer, new geogrdphc 
markets, etc) 

2. What were the strategic objectives of your Chinese partner? 

3. Did you achieve these objectives? (Did your partner achieve their objectives?) 

4. Did you (your partner) have to change your (their) strategic objectives over time? 
How? 

5. Were you able to maintain or inlprove your return on equity? Return on assets? 

6. Did your return on equity equal or exceed the cost of capital? 
- Did you achieve the level of performance expected? 

7. How long did i t  take for your Chinese operation to achieve break-even'? 
- Is your China operation profitable now? 

8. Approximately what  level of sales and profits a re  your company achieving in China? 

9. Are you satisfied in  general with the company's performance in  China? 

LEARNING 

1. Over the years, what has  your firm learned about dealing effectively with the 
Chinese and managing an  operation in China? 



2. How has your company's relationship with the Chinese changed over the  years? 

- How has  your relationship changed? 

- Have the changes happened because of efforts by the Chinese or has  i t  been 
a joint effort? Or was i t  a forced change? 

3. Did your opinion of the Chinese change over time? 

- Did i t  become easier or more difficult to do business in  China over time? 

4. Are you becoming more confident about doing business in China? Why'? 

5. Did your company change its practices over time? Why? 

6. What advice would gwe to sonleone planning to enter  China for the first time? 

- What would you caution them about? 

- What would you reconllnend they do? 

DEALING WITH CHINESE 

1. In your business dealings with the Chinese in China, what  is the  overall impression 
of them? 

- Do they appreciate the  concept of profit? 
- Do you think they t rus t  foreigners? 
- Are they cooperative? 
- Are they willing to learn and accept values t h a t  differ from theirs? 
- Are they honest and upfront about their concerns and  thinking? 
- Are they willing to conipromise? 

IMPORTANCE OF GUANXI OR NETWORKING 

One important aspect of life in  China is the extensive use of GuanXi or personal 
networking. Knowing the right person and having the  right connections can be key 
to doing business in China. 

1. Did your company have good connections in China? 
- How crucial were these connections for your dealings with the Chinese? 

2. Did having the right connections affect the perfornlance of your company in China? 
(Positively/negatively?) 

3. How did you or your company develop these connections and  Guanxi? 



4. We have heard from Chinese sources t ha t  some Chinese officials expect to receive 
bribes or personal gifts from foreigners i n  exchange for their services. 

- Did you ever have to resort to this method to develop your network in  China? 

- Did you have to resort to this method solve any  operating problems? 

- Has the problem of "bribing" increased or decreased over the years (for the 
Chinese)? 

5. Have you found your network of contacts to be reliable or unreliable? 

- Have these people been consistently helpful to your business in China? 

- Do you agree with the use of Guanxi? 

6. What is the best way of developing network? 

FACE SAVING 

2. In your opinion, how important is this aspect of the Chinese culture to foreign 
business people? 

3. Does foreigners need to be sensitive about saving face for their Chinese 
counterparts? 

SUMMARY 

1. In reflection, what  are  the  three most challengmg tasks for doing business in  
China? 

2. What  a r e  the main problems tha t  challenged your decision to do business in  China? 

3. What a re  the biggest problems your company ran  into doing business in China? 

4. What rewards did your company obtain from doing business in  China? 

- Was i t  financial reward only? 

5. If you were to summarize your experiences in China in a short sentence, what 
would you say? What  have you learned? 

- If someone asked you the most important aspect in  doing business in  China, 
what  would be your answer? 



6. If you were beginning again in  China. would you do anything differently? In what 
a reab)?  

ASK IF JOINT VENTURE IS BEING USED: 

1. Is your Chinese business a 50-50 equity joint venture? 

- Does your conlpany share control of the venture 50-50 with your Chinese 
partner? 

- Has there ever been any conflicts with your partner over the control or 
direction of the venture? 

- How did you deal with these problems? 

2. How autonomous was the joint venture from the control of either of t he  parent 
company in making operating decisions. 

- How strong was the Board of directors a s  a decision making body? 

- How strong was the leadership? 

3. How did the management of the joint venture function to resolve any conflicts tha t  
developed between the partners over goals, or control issues? 

- Did you have a plan to solve potential problems tha t  might arise between the 
partners? 

- Have there been any conflicts? 

- How did you deal with it? 

4. When you run into a problem, would you deal with i t  from the highest level you 
could reach, or would you work with what  you have? 

- Do you t ry  to control the situation yourself, or do you discuss i t  with your 
partners? 

Relationship Between You and  Your Partners 

1. What  were you looking for in  a partner? 

- What specific strengths did you hope your partner would bring to the joint 
venture? 



- Is it  reasonable to assume that  these are the weaknesses of your company? 

- What strengths did your firm bring to the relationship? 

- How did you do about finding a partner? What was the process that  you had 
gone through? 

2. Was your firm, and that of your Chinese partners similar in size? 
-Did each company have expertise that  make them stronger in their own 
market? 

3. In your opinion, do both partners contribute the strengths that  you expected to the 
alliance? 

4. If you and your partner are not compatible in sizes and strength, 
- Did these differences affect the performance of your alliance? 

5. How did you and your partner balance these differences? 



APPENDIX 2: WHY FOREIGN TRAINING AND TRAVELLING 

SO IMPORTANT TO THE CHINESE? 

The reason why many Chinese are eager to obtain training might be hard to 

understand for most Canadians. In addition to free travel, they would also get 

some spending money on such trips. This would allow them to save this extra 

money to buy things that  are normally beyond their ability to pay. On average, a 

worker in Beijing or Shanghai gets paid between 200 to 300 Chinese Renminbi. 

An imported colour T.V. could easily cost 20 to 30 times of that  amount. Being on 

such trips not only add to their knowledge, prestige among peers, but also to their 

overall wealth. Understandably, such training would include members who are 

7:qpcly or  unrclntcd to the  implcincntntiol~tin cf t h c  contrnct .  

To many Canadians, such training is either unnecessary, or excessive. But to sonle 

Chinese, this is as  important as  the project or contract itself, if not more. As will 

be discussed in the negotiation session, training and foreign travel is often one of 

the key issues among the Chinese negotiators. 



APPENDIX 3: CANADIANS' PERCEPTION OF CHINESE 

Most Canadian companies found tha t  the Chinese understood and 

appreciated the need for Canadian companies to be profitable. However, few really 

cared if the Canadians achieved adequate levels of benefits and were not really 

concerned if the Canadians were making money in China. It was up to Canadian 

companies to make sure tha t  their expenses were covered and their investments 

were profitable. The Chinese in  large cities or in the Special Economic Zones on 

the South coast of China were more aware of such needs for foreign investors. 

Collectively, the Chinese were suspicious of others and especially of 

foreigners. They did, however, seem to t rus t  Canadians more than  other 

fol.eigr;ers. 12s oilc esecuti;.c esplliineil, llie l \ v u  coulitsies: liad licver beell ill any 

direct conflict. The famous Dr. Bethune who went to China to help fight the  

Japanese decades ago seemed to be the most successful ambassador Canada ever 

sent  to China. 

The younger generations appeared to be more open minded about values 

different their conventional beliefs values. However, most decision makers in  

China belonged to the older generation, and did not really want  to learn about 

these new values. 

The companies being interviewed found tha t  Chinese were difficult to 

understand. First, they had different "faces", depending on occasion and location. 

One could not be sure  which'face was true. Second, they often hid their t rue  

intentions or feelings. Reflected in business, this meant  t ha t  they often beat 

around the bushes rather  than  getting right to the issue and they often had  hidden 

agendas. Third, they were afraid of losing face or making others lose face. Finally, 



the Chinese were very hard and  ~ ~ l ~ ~ m p r o n l i s i n g  bargainers. This lack of 

compromise was sometimes interpreted by Canadians a s  lack of care or interest in 

their Canadian partners. 

In  general, Canadians felt t ha t  the  Chinese were not a s  accommodating and 

friendly a s  they believed the Chinese would be. Some Canadians had experienced 

this unfriendly side of the Chinese when negotiations were arranged a t  Christmas 

so tha t  Canadians would be under pressure to compromise. 


