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Chinese Business and Economy
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China Firms

Managing Indefinite Boundaries: The Strategy and Structure of a Chinese Business Firm Marshall W. Meyer, Xiaohui Lu, Management and Organization Review Volume 1, Issue 1, pages 57–86, March 2005

'A Crucible of Competition': The Emerging Chinese Company
Chinese firms develop and compete in an unusual economic environment:
When did private firms become legal in China?

What does a “highly competitive and highly fragmented domestic market” mean?

Chinese products lack brand power?  

Compete only on the basis of cost.

Chinese firms lack the capacity to create value through distinctive products.
Local protectionism; internal tariffs

SOEs – sustainable non-competitive advantage


To what extent are SOEs subject to market discipline?

Localism in SOEs

Local chauvinism, local pet projects

Imitation of products = much learning about production 


Chinese care far less about IP than Western firms

Why is “getting knowledge” by Chinese firms the key to long term competitive success?


Acquire IP via M&A


Good idea?

How corporate China is evolving
SOE CEO Career path: How does this shape their outlook?  What do they care about?
Performance review focuses on:

how CEO has advanced national plan 

revenue growth

market share

Chinese CEOs
Chinese CEOs rely less on rigorous analysis, market research, or a detailed understanding of customer preferences than their counterparts in developed markets do. Instead, many of them make decisions instinctively, feel comfortable with rapid and flexible responses to new industry trends and shifts, and have a keen interest in holding down costs in order to boost competitiveness and to keep companies growing.

Diversity among SOEs in China:

Not all of the enterprises owned by the government are in this position; in fact, the companies in one fast-emerging category, while still state owned, function like modern private-sector concerns: they compete head-to-head with multinationals

in global markets and are quite often global themselves in operations, organization, and management. China National Chemical Corporation (ChemChina) is an example of this new breed. Through a program of overseas and domestic acquisitions, its management has turned the company into a credible global chemical player that has attracted a large investment stake from the private-equity firm Blackstone

Many of the enterprises in another group of companies—the globalizing players— started out as state owned but have evolved into a mix between the public and private sectors. Regardless of ownership structure, the one thing that clearly defines these companies is their scale and growing global reach. Through their own brand-building efforts or acquisition programs, they are no longer merely serving as OEMs for large overseas brands.

One company falling squarely in this category is the shipping-container business CIMC (China International Marine Containers), which aspires to capture the global number-one or -two position in each of the markets in which it competes. CIMC now holds a global market share of more than 50 percent in shipping contain- ers and serves all of the world’s 20 largest shipping companies

Such a company is Chery Automobile, which currently targets developing markets but aspires to be a truly global player in developed ones. Chery’s management team, like that of many restless adolescents, is still by and large very local, but the company is making a concerted effort to hire more international talent to help it achieve its global aspirations.

Another up-and-coming kind of Chinese company is what we call the emerging innovators and entrepreneurs. Although not yet globally relevant or well known, they have come up with unconventional business models and take an innovative approach to developing products, bringing them to market, and engaging customers.

China’s biggest real-estate development company, China Vanke, is an example: it provides a soup-to-nuts real-estate service, from design to construction to property management. By covering the entire value chain, China Vanke can offer a more standardized product while exercising better control over quality—an issue that bedevils China’s rapidly growing real-estate- development industry.

Other innovators are creating new kinds of products and services. ENN Group, known primarily for its publicly listed subsidiary XinAo Gas, started out in municipal gas distribution but is now moving into clean energy.

Goals of Chinese global firms
Secure natural resources to meet high home demand for raw materials and fuel
Identify and secure foreign technology and know-how
Escape home market saturation and ruthless price wars
Learning from Dragons who are Learning from Us: Developmental Lessons from China’s Global Companies
Have Chinese firms already moved to buy US firms?

Why do Chinese firms expand abroad?

China’s vanguard TNCs?

Haier, 
Lenovo, 
Huawei, 
TCL, 
UTStarcom, 
Galanz, 
Pearl River Piano, 
Chonghong, 
Ningbo Bird, 
Kelon, 
Baosteel, 
CNOOC 
Sinopec.
Important facts about:


Lenovo



Chinese Academy of Sciences



Distributer of computer parts and assembler

First proprietary product, a Chinese character system for personal 
computers, in 1985. 
In 1988, they designed and manufactured motherboards and added systems integration services to their offerings
1990 China opens to foreign computer companies
Legend began making and distributing its proprietary brand of personal computers through an extensive network of sales outlets that provided personalized service. 
By 1996, Legend had tied with IBM for personal computer market share in China. 
In 1997, Legend became China’s top brand. 
In 2004, Legend changed its name to Lenovo, a name seen as more favorable for global expansion.
2008 China’s largest and the world’s fourth-largest personal computer manufacturer, after Hewlett–Packard Co. and Dell of the U.S. and Acer of Taiwan.
Stopped using the IBM brand, to which it still held the rights, and began offering only Lenovo machines.

Haier

Zhang Ruimin took the reins of the government-controlled Qingdao Refrigerator Plant in 1984. He took over a company with 100 employees and poor quality products and near bankruptcy.
Foundation of Haier’s human resource management strategy is rigorous performance management. 
They rank employees daily on results and performance management is tightly linked to employee rewards and development.
Today Haier Group is the fourth-largest white goods manufacturer in the world and is a very well known brand in China. 
Haier acquired 18 companies that it identified as running at a loss. 
Haier acquired these companies because of their market potential, vitality and expected contributions once Haier’s manufacturing processes and culture were adopted
Haier learned about the U.S. market by supplying small refrigerators to Wal-Mart Stores as Haier built their internationalization competencies.
By the end of 2006, Haier owned 240 corporate subsidiaries and 18,000 sales outlets throughout the world. It has 5 research centers, 8 design centers, 6 design branches, 10 information stations, 30 manufacturing centers, 22 trading companies and almost 59,000 sales network outlets in more than 160 countries.

TCL

TCL was founded in 1981 to produce cassette tapes and is owned primarily by the city of Huizhou, China. TCL’s other investors include Philips Electronics N.V. and Toshiba. 
From these humble roots they have grown to be one of the largest Chinese electronic industrial groups, managing a global-scale business in consumer electronics.
In 1999, TCL began exploration of international business. It promoted its own brand in emerging markets, purchased mature brands in the European and American markets and joined the vanguard of Chinese national companies in the internationalization process.
TCL does most of its business in China, where they are one of the leading manufacturers of cell phones and televisions. 
In addition, they produce other household appliances, personal computers, standard wire-line telephones, and electrical components such as light switches and cabling.
They sell products in more than 40 countries under brands such as Thomson, RCA, and Alcatel.
TCL aims to develop its high-end industry value chain. They are also developing a new brand strategy, ‘‘Originality Inspires Life’’ to position the company to become the most creative brand of China in the next decade. 
TCL Group has set up research and development centers and dozens of R&D branches overseas and nearly 20 assembly bases in China, Poland, Mexico, Thailand, and Vietnam. That gave impetus to the merger in 2004 of China’s largest television maker, TCL Group, and the French manufacturer, Thomson. 
As part of the deal, TCL gained control of the RCA brand in the United States as well as factory operations in Poland and Mexico.

Huawei

Huawei was founded in 1988 by Ren Zhengfei, a former People’s Liberation Army officer, as a distributor of imported PBX products. Shortly thereafter, Huawei began development of proprietary PBX equipment.
By 2004, its overseas sales had surpassed that of its domestic market. Having long been a major player in the Asia/Pacific region, Huawei has grown into a major global player. Its customer base includes more than 40 countries. Huawei serves 70 percent of the world’s top 50 telecommunications carriers.

Huawei focuses heavily on R&D. Each year Huawei invests more than 10 percent of its sales revenue into R&D. This investment pays off; in 2007, Huawei became the fourth-largest patent applicant in the world, with 1,365 applications. Its 2007 sales make Huawei the fifth-largest telecommunication company in the world.
Huawei Technologies

Huawei Technologies Co. Ltd. (华为技术有限公司) is one of the best examples of a successful Chinese high-technology firm with private ownership and no significant background as a state-owned firm. Founded in 1988, almost a decade after the beginnings of economic reform, Huawei continues to be located in Shenzhen. However, it is one of China’s most important transnational firms with operations in more than 100 countries and derives nearly three-fourths of its revenues from abroad. Huawei operates in one of the most important and most global of high-technology industries: networking telecommunications equipment. The transformation of communications – think of the Internet and mobile phones – in the past 30 years has created a dramatically new and dynamic competitive environment, from which Huawei has become one of the most important firms. 

Historical Development and Corporate Leadership

The founder and current CEO of Huawei is Ren Zhengfei, and the company has been decidedly shaped by his experience and philosophy. Born in 1944, Ren Zhengfei once served as an officer in the People’s Liberation Army. This and the philosophy of guerrilla war developed by Mao Zedong were important in the development of Huawei. Using a military-style form of organization, Huawei is known for its hierarchical organization, driven style and the intense dedication of its employees. Moreover, the use of a guerrilla warfare strategy in which the rural areas are used as a base for surrounding and taking the cities was adapted for Huawei. Like Mao, Huawei focused its initial efforts in China’s rural areas, where the very strong competition from global telecommunications firms was weakest. Only later, after building this rural base, did Huawei begin operating in Chinese cities.

Though Huawei is a privately-owned firm, with no background of state ownership, it has benefited greatly from the telecommunications strategy of the Chinese government. Originally, Huawei operated as a distributor of telecommunications switches. However, the Chinese government was committed to obtaining the knowledge and technology needed to permit Chinese firms to produce these devices and develop a domestic telecommunications industry. This was achieved in the mid-1980s through a series of joint ventures arranged by the government with foreign telecommunications firms, who were given access to the Chinese market in return for transferring the knowledge and technology for production, development, service and marketing. A research institute established by the Chinese military, the government communications ministry and the state-owned equipment manufacturer was the focus of efforts to apply and develop the newly acquired knowledge to develop digital technologies. Huawei was able to attract engineers from the state-owned firm set up to manufacture digital switches and thereby benefit from the knowledge and technology transfer and R&D process. Huawei also benefited from the Chinese government efforts to shift purchase of telecommunication equipment away from imports and toward indigenous firms.

Using these advantages and leveraging the knowledge and technology, Huawei was able to make swift advances. In 1993 the company developed its own product, a digital telephone switch. Though well behind the global technology frontier, this product was very advanced for the Chinese market, especially for rural China, where transnational corporation penetration was weak and Chinese firms had considerable advantages. With government encouragement, Huawei began exporting in 1996 and quickly established its position in Africa and in Russia. Huawei has been especially successful in markets with no previous landline telecommunications systems.

Main Products, Services and Growth Strategies

Today, Huawei offers hardware, software and services for broadband core networks, transport networks, radio access networks, data communications, and has begun selling handset devices. Huawei has been innovative in adopting a new corporate strategy: becoming a “solutions provider” instead of just a network sales company in the mid-1990s. This is an example of a local organizational innovation, based on adopting ideas from Western firms, ideas that were new to Chinese firms. Management consultants at IBM were hired and this led to changes in Huawei’s product development strategy, management structure and a new emphasis on R&D and supply chain management. IBM supplied the computer and networking systems for supply chain management and this allowed Huawei to adapt to the new global competitive environment with improved on-time delivery of products and lean inventory management. These change cascaded across Huawei’s Chinese supply chain, forcing new practices by the company’s suppliers.  Huawei also worked to develop a system of products that could be sold together as a package, thereby raising profit margins. As a result, Huawei has mostly made the transition from a low cost, low quality seller of products, to a higher quality innovator in less well-served parts of the world, to a position of aggressive pricing of quality communications systems based on an established brand and quality service. Huawei is especially competitive in Africa, where it is recognized for its products and service and for several high-profile training centers. Efforts are in process to leverage the success in Africa into the European and U.S. markets. In fall 2008, Huawei won a Canadian contract for installation of a high-speed packet access overlay.

Huawei’s success in domestic and global competition, especially in a fast-changing and dynamic industry, is impressive. This is a consequence of strong management and the extremely rapid growth in telecommunications, especially in China. Between 1998 and 2005, the Chinese telecommunication industry grew at a rate of 33% per year. From 1998 to 2008, Huawei employees grew from 800 to 83,000, and in 2008 Huawei reported sales of $23 billion, up five-fold from 2003. Profits in 2008 were $1.15 billion, up only two-fold from 2003. The company predicts sales growth of 29% for 2009. Though the greatest part of Huawei sales have recently come through exports, the large and rapid build out for a 3G wireless network in China will lead to a greater role for domestic revenues.

Huawei is very atypical for a developing nation firm, with a heavy commitment of resources to research and development; about 10% of sales are devoted to R&D and nearly 45% of its employees are working in R&D. The labor costs of R&D are much lower in China and Huawei has been able to leverage this advantage to provide customized solutions for customers.  The results of R&D investment are impressive and can be seen in the large number of patents and patent applications by Huawei. In 2008, the World Intellectual Property Organization ranked Huawei as the fourth largest patent applicant in the world. These knowledge capabilities also result in an array of strategic alliances and joint ventures and in the establishment of several R&D centers abroad.

Business Challenges

Huawei has significant competition, both inside China and in global markets. ZTE, founded in 1985, is the second largest Chinese telecommunications equipment manufacturer.  Huawei accounts for 23% and ZTE 15% of the Chinese telecommunications market. In second and fourth place are foreign firms, Ericsson with 22% and Nokia-Siemens with just less than 15%.  Huawei and other Chinese firms such as ZTE have benefited from ready access to capital from state-owned Chinese banks to finance purchases by customers. These arrangements are not available to foreign telecommunications sellers operating in China.

Huawei Technologies is well positioned for continued exceptional growth.  It is the most important firm in China’s rapidly growing telecommunications market, has a very significant position and experience in many emerging markets, devotes considerable resources to successful R&D, and has made inroads into advanced markets in Europe and Canada. The combination of lower costs and good technology, along with operating as a Chinese firm in the Chinese market, gives Huawei a strong competitive position. The ability to win business in the United States faces considerable competition along with concerns over the role of the Chinese government in Huawei’s operations. In 2008, Huawei was forced to abandon its effort to purchase a 16.5% ownership of the American firm 3Com, after political opposition on national security grounds.  Nonetheless, Huawei is likely to become an important player in the U.S. market because of its competitive strengths.

Corporate Address and Contact Information

Huawei Technologies Co., Ltd. 
Bantian, Longgang District
Shenzhen 518129

People’s Republic of China
Tel: (86) 755-28780808

Web: http://www.huawei.com/ 
Thomas D. Lairson
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How does the reading describe the various phases of development of these firms?

four evolutionary phases: (1) the learning phase, (2) the build-up phase, (3) the internationalization phase, and (4) the globalization phase.

These phases can be analyzed in relations to:

􏰀 Corporate strategy and strategic intent 􏰀 Technology management practices 􏰀 Human resource management practices 􏰀 Anticipated future challenges
[image: image1.emf]


M A P P I N G C H I N E S E M U L T I N A T I O N A L
E V O L U T I O N



In studying these Chinese multinationals, we found
four evolutionary phases: (1) the learning phase, (2)
the build-up phase, (3) the internationalization phase,
and (4) the globalization phase. These phases frame
our discussion, and within each we examine four sets
of practices or issues:



! Corporate strategy and strategic intent
! Technology management practices
! Human resource management practices
! Anticipated future challenges



We found that challenges and solutions in each
phase were different from prior or subsequent phases.
For example, manufacturing skill sets were a challenge
in the learning phase and cross-cultural skill sets were
a challenge in the internationalization phase. While



these companies faced skill set challenges in both
phases, the nature of the challenge changed.



We also found that the Chinese context influenced
management practices at different phases in the com-
panies’ evolution. For example, knowledge acquisition
was a central focus in the learning phase and profit-
ability was central in the internationalization phase. In
Table 1 we summarize our findings about corporate
strategy, technology management and human resource
management within each phase, and conclude by iden-
tifying the driver or drivers of transition to the subse-
quent phase.



T H E L E A R N I N G P H A S E



It does not matter if the cat is black or white
so long as it catches mice.



Unlike many of their Western counterparts that start
with a burst of creativity, these Chinese multinationals
began life in a learning phase that focused on the attrac-



with 1,365 applications. Its 2007 sales make Huawei the fifth-largest telecommunication company in the
world.



Huawei is headquartered in Shenzhen, just across the border from Hong Kong. Their ultramodern campus
includes a training center with multiple floors of training rooms, art from around the world, and numerous
signs of cultural sensitivity such as a prayer room for Muslim clients.



Huawei employs 22,000, including 3,000 foreigners. Huawei has been working with leading consults such as
IBM, the Hay Group, PwC and FhG to carry out management transformation in order to keep abreast of
international industrial benchmarks. They believe that they have a good balance between their company’s size,
business profitability, and expertise today. Huawei Technologies was included in the World’s Most Respected
200 Companies list compiled by Forbes magazine in May 2007.



TABLE 1 EVOLUTIONARY PATTERN AND PRACTICES



STRATEGIC INTENT



TECHNOLOGY MANAGEMENT



PRACTICES



HUMAN RESOURCE



MANAGEMENT PRACTICES



Learning Phase Build a platform to grow
the business



Knowledge absorption Build vision and values
Localization of products and services Establish corporate culture



Build manufacturing skill sets



Build-Up Phase Expand value chain Build technology capability
with a focus on quality
and efficiency



Build professional
management skill sets



Regional expansion Formalize human resource
management practicesOutward investment to



build global platform



Internationalization
Phase



Expand business to serve
higher margin markets



Innovation of products and services
with a focus on ‘‘good enough’’ for
local, regional and other emerging
markets



Harness local talent
Build expatriate management
Build high performing work systems
Build cross-cultural capabilities



Globalization Phase Product and geographic
diversification



Innovation of products and services:
‘‘world class’’ for all markets



Build mindshare



Build global brand Integration of acquired
technology



Build localization abilities with global
integrationGrow



Global Dominance
Phase



Industry keystone positioning Innovation: discontinuous change Build global mindset
Global dominance Drive convergence Build global social controls
Create new industries











The Learning Phase
Pro-active search and capture of technology and knowledge
a learning phase that focused on the attraction and absorption of existing technology and know- how. Commonly, this learning was accomplished through collaboration, joint ventures or licensing agreements with foreign companies. While the bias for learning through others began in this phase, it persisted throughout the life span of the companies.

incrementally building necessary skill sets and capabilities, and acquiring knowledge and know-how.  
licensing agreements and alliances with respected global competitors
a dearth of information about industrial technologies and world-class manufacturing know- how. This challenge was made worse by an inadequate supply of well-trained, skilled employees with experience in world-class manufacturing operations. The absence of soft skills had a negative impact on the Chinese multinationals’ ability to effectively absorb the technologies they were seeking. In addition, institutions of higher education were not prepared to provide state-of-the-art technical or managerial knowledge.
human resource management practices were locally focused, with an emerging appreciation of the importance of this function to support the companies’ growth intentions. The local focus emphasized building skills needed to produce world-class products, accompanied by an emphasis on building manufacturing-supportive mindsets that emphasized performance, accountability and meritocracy.
Haier, for example, started an in-house corporate training center to teach skill sets such as total quality management to line workers, diffuse the Haier culture of personal responsibility and accountability, and pro- vide for the long-term development of managers.
attracting industrial technology know-how, building assembly and basic manufacturing capability to support manufacturing, usually for others – in other words learning to be able to grow the business – was the companies’ dominant strategic choice. This focus on learning ‘‘from the outside’’ has its roots in China’s isolation, when limited relations with technology-sophisticated and savvy countries hampered the flow of knowledge.
The Build-up Phase
Mastering the application and localization of knowledge acquired in the learning phase to build scale and competitiveness were the primary activities of the dragons. The emphasis was on devel- oping and reinforcing operational effectiveness in the choice and development of capabilities that enable growth and value-chain expansion.
Served as a platform that enabled these companies to engage in original equipment manufacturing (OEM) for large customers and exportation to nearby markets. Lenovo, for exam- ple, designed and manufactured motherboards in addition to their trade and service activities. Haier developed quality assurance capabilities by incorporating the 6-S quality concept. Huawei focused on ‘‘self- development’’ to build local market share. TCL focused on improving cycle times.
a significant emphasis on manufacturing process improvement to solidify quality and efficiency capabilities, and on the other there was significant imitation of existing technologies with the introduction of improvements or adjustments for localization.
There is another way of looking at imitation. The processes and procedures a firm must develop to have the ability to imitate a technology in effect build a technology or knowledge platform, enabling it to pro- duce at a higher level than before the imitation was undertaken. If we examine the rise of Japanese and Korean multinationals, we find that they too began with imitation and evolved to innovation.
the human resource management orientation included the selective adaptation of foreign best practices, often provided by consultancies and geared toward building professional management skill sets.
The Internationalization Phase
Seek higher margin markets and utilize increasingly world-class capabilities were the roots of the internationalization phase. Internationalization began with regional expansion to similar, nearby, markets and then moved to more developed markets.
Company strategy during this phase focused on building brand, localization of products and services for new markets, and differentiation of products to support higher margins. To support this internationalization objective, Haier and TCL established design centers in major centers around the world. Huawei established a global network of research collaboration partnerships. Lenovo changed its name from Legend to Lenovo in anticipation of global expansion.
Technology management continued to focus on building the companies’ knowledge platform with the objective of internalizing innovation capabilities to migrate up the value chain to higher value-added products and services. The goal of technology management during internationalization was to produce ‘‘good enough’’ products and services for local, regional and other emerging markets.
human resource management practices shifted focus to a strong emphasis on sophisticated performance management systems and an appreciation of the strategic importance of develop- ment and retention of knowledge talent, including managerial talent. Firms also struggled to develop the cross-cultural competencies needed in international markets.
Another driver was the competitive threat of both foreign firms entering China, given China’s WTO membership, and the growing competitiveness of local companies. Dell Computer Corp. entered the China market and presented a credible challenge to Lenovo, for example. Also, the successful rise of local competitors such as ZTE began to challenge Huawei. The Chinese multinationals we studied found that there is no resting place in a global economy!
The Globalization Phase

corporate strategies increasingly focused on serving sophisticated domestic and global markets, and on achieving a dominant position in their industry. The strategic focus was on product and geographic diversification, building global brands and, above all, growth. Technology manage- ment focused on innovation with an emphasis on localization of ‘‘world class’’ products and services that served all markets.
half of Huawei’s workforce is engaged in research and development (R&D) activities; since 2005 more than half of their sales are outside of China. Haier continues the ‘‘roll the ball up the slope’’ philosophy, moving from the low end to the high end of the value chain, and one third of their sales are outside China. Lenovo acquired IBM’s personal computer business to quickly grow their global footprint, thus becoming the world’s third-largest personal computer manufacturer.
Human resource management practices shifted focus to an intense need to master talent management with an emphasis on the early identification and careful growth of high potential employees, coupled with increasing use of global sourcing for talent. A major challenge was the lack of global mindset among employees, so they invested to build this.
Future
face a new set of challenges. They have grown large and complex; their operations and customers are located in increasingly more countries with increasingly sophisticated expectations. Consequently, the ability to control their global operations is emerging as a much bigger challenge than it was in the past.
To dominate in their industries they will have to be at the forefront of innovation—driving change as opposed to reacting to change. The focus of technology management practice will have to shift to a combination of sophisticated imitation and innovation to serve a variety of levels of markets and diverse customer expectation. However, patents alone are no longer sufficient, since these primarily represent incremental innovation. These companies must become drivers of discontinuous change if they are to dominate. Global dominance will likely derive from breakthrough or discontinuous innovations.
Mergers and acquisitions will become a powerful tool to build market share and mindshare. Significant knowledge clusters in a variety of indus- tries, including those in high technology, are emerging in China. This provides the opportunity for forward or backward integration, another growth path. However, this also introduces the threat of growing domestic competition on one hand, and an opportunity for industry ecosystem development and Chinese firm dominance in these ecosystems on the other.
Characteristic behaviors of China’s Vanguard TNCs:
􏰀 An exceptionally strong entrepreneurial orientation
􏰀 Leaders with driving ambition and a worldview transcending personal ambition
􏰀 Strong bias for learning from others—many others
􏰀 Ability and agility to adapt and internalize knowledge and know-how leading to quicker growth
􏰀 Highly responsive acumen for opportunity recognition capabilities
􏰀 Clear pattern of ‘‘learn-apply-internalize-grow’’ loop
􏰀 Virtuous cycle of evolutionary development repeated at each phase
􏰀 Early embrace of internal development of capabilities and talent
How long does the learning phase last for the best firms?

What strategies for learning?

What does operational effectiveness across the value chain mean?  Process improvement?

What capabilities does a firm need to imitate?  Can these skills be leveraged?

Why did these firms internationalize operations?

Focus on emerging markets?

Difference between internationalization and globalization?

“Roll the ball up the hill” – Haier

What made these four companies big winners?

