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Evolving Chinese Business
Environment and MNCs’
Market Behaviors in China
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A New Stage of Chinese Economy

— = China is the - most singular of the transition-——
economies. It is the largest, the fastest
—growing; and the most heavily-engaged-in-——
international business and investment.
= China’s GDP is 9.2 times in 2004 than in 1978,
+9.8 % per year, 1447 billion US$ in 2004

= China is a developing country with emerging
| _economy, its GDP per capita is 1000US$,
which belongs to low income country.
= In 21century, China enter the third developing
- stage, in 2010 the GDP will be double than
that in 2000




Facts in China

Structure of GDP: SOEs 35%, Mix economy 35%,
private Economy 30%

Export & Import: 1100 billion US$ in 2004 (4t
world) vs. 325.2 billion in 1997(10t world)

Expressway: 30,200 km (2nd world)
Internet user: 17 millions

Mobil phone user: 420 millions(1st world), +20
% per year
Number of cities: 663

EmpIonees in Foreign Firms: 25millions, 10%
tota

Changing market structure
*Increasing income
*More complicated consumers
*More selective products
*More information sources Changing channels
*Collapse of old distribution
/- network

: — ; /" +Emerging roles & channels
Changing competitive situation — P8

*New MNC entrants
*Overseas Chinese

“hanging

*High demand for competent
local managerial talents
*Cultivate new local executives

*National treatment
*Further opening up of
Chinese economy
*Stricter enforcement




Impact of China’s Institutional Change on
International Business (1)

= The shift from plan to market increases China’s
attractiveness as an environment for
international Business

China’s increased exposure to market and global
forces allows MNCs more flexibility in their choice
of entry and operating modes

= As government withdraws from direct
participation in Chinese enterprises, weak
domestic firms will seek the equity participation
of foreign companies

= The growing spread of ownership and governance

forms-in-China-will-lead to-a-greater variety of ————
types of co-operation between Chinese and

Impact of China’s Institutional Change on
International Business (2)

= China’s entry to the WTO will encourage
- foreign firms to adopt a longer term view of
operations there and to consider making China
part of their global supply chains

= The development of competitive domestic
markets equips strong Chinese firms to

——— = Policies-on-China’s business support systems———
will increasingly be tailored to the needs of its
privately owned and foreign-investing firms
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Impact of China’s Institutional Change on
International Business (3)

= [he development in China of legal support for
the terms of contracts and of transparency in
legal and accounting processes will encourage
a shift from personal to impersonal
enforcement of business transactions

Business support systems in China will form
part of the global business services network.

= The strengthening of support systems for
business via more effective intermediate
institutions will assist the integration of China
with international business

The significance of foreign investment & foreign
invested companies to Chinese economy

- fill the-gaps of capital and foreign exchange; offer
job opportunities, introduce technology and

-~ management expertise, and stimulate export

accelerate industry upgrade, create new industries,
reform old ones, break the monopoly of state-
—owned enterprises, intensify market competition,
and expedite the pace of marketization

keep abreast of the world market
comprehensively, build up global factories, and
perfect the market

10




China’s ways of foreign investment
introduction among 1979-2003

Year Joint Contractual
Total Project Ventures venture foreign-
(billion) | Number owned
Business
1979-
1983 7.742
1984 2. 651 2166

| 1985 | 5.932 |
EEI

China’s ways of foreign investment
introduction among 1979-2003

Joint Contractual Wholly
Ventures Venture foreign-

(billion) | Number Luse

Total Project

954 | s2.680 | 47545 | 27850 | ee3s | 13007 | 18
955 | ov.2s2 | s7011 | 20455 | a7er | wizer | s
956 | 73.277 | aasse | 12628 | asas | soez | 17
1997 | s1.00s | 21046 | soss | 2371 | se0s | 25

RS e

(2000 | e23m0 | e | swe | w57 | aase | 3
2001 | o104 | zeia0 | vz | s | sess | 1
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China’s Utilized and Cumulative Foreign
Direct Investment by Selected Source
Economy for 2003 and as of 2003

(In' $ millions)
Utilized FDI Cumulative EDI

Hong Kong 16,170 187,014
Virgin Islands 5,042 i IA0)
United States 4,433 34,466
European Union 4,183 29,580
Japan 4,348 32,150
Taiwan 2,980 29,140
Korea 2,152 12,478
Singapore 2,144 19,136
Germany 1,213 7,066
Cayman Islands 1,067 2,624
United Kingdom 9,800 |
Total (All Sources) 46,878 395,223

% % of 2003
jhange —National-Figures—|—

FIE-Generated Industrlal 66 220 24 2 24.6
Value Added
FIE-Generated Exports 125,863
FIE-Generated Tax 288,300
Revenues

s o O Y
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Chinese market in MNCs’
strategies (1)

= Return to former market

Renowned MNCs’ entries into China date
back early in the history. With exclusive
sensitivity and sort of reminiscence, they
willingly reentered the Chinese market right
after its opening up. Due to their early entries
and perseverance, most of them succeed, not
only regain former markets but greatly
enlarge their shares.

= A place of strategic importance
- -- thrived post war, they could more sanely regard
the Chinese market from a strategic perspective

-- not only recognize its current value, but its
position in future international competitive
context
- -- view the Chinese market from the perspective of
emerging market
. -- leading companies take the lead to enterthe

market, while competitors strictly adopt the
follower strategies

13
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Chinese market in MNCs’
strategies (3)

= Important source of long-term profits

-- implement aggressive investment plan,
domain the Chinese market, establish
world-scale business and make it a
strategic source of long-term profits

-- emphasize to improve the profitability
when the market reaches a certain scale

-- Manufacture center of Asia
-- Purchase center of Asia
-- Technical support center of Asia
| -- Managerial personnel Outlet

14
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Reasons for investment in
China (multiple choices)

EES % of choice

. China boasts a huge market 92
. cheap and abundant supply of labor 84
. to gain substantive profit 71
. leverage technical advantage 50

5. hope to capture the market earlier than 37
competitors

6. prolong product life cycle 33
7. know more about the market and 24
prepare for other product entry
— 8. inview of company’s global strategy ——— 19—

Development stages of MNCs in
Chinese Market

Stage I1 Stage III

Strategic Market
aggression

1. establish.small__1. establish 1. dominate the
liaison regional or national market via
office manufacturing

2. know the 2. work ahead of point
T market competitors so as 2. form a
—— — toobtain *first=— structure of
mover” advantage department chain
3. nurture to improve each
— point’s— —_—
competence of profitability
regional
subsidiaries and
branches

CDD_ 3 learn how to

manage in China

4. evaluate risk
and return on
investment

15



Chinese Market

Stage I Stage I1
Market exploration Strategic aggression

1. one or two small 1. multiple businesses in

operational points different areas or

with limited coverage product lines and an

based on trade adoption of umbrella-

2. simple operation shape management

characterized by low 2. considerable sales

capital exposure volume and capital in
China

3. experiment with

fields of localization, 3. alert to key

business system competitor’s progress in
design and

cooperative relations

sa1nqlly
leuoineladQ Ay

Involvement
in Chinese

Development stages of MNCs in

Stage III
Market dominance

1. handle the
comparatively large
business with
consummate
management

2. strive to establish a
market leader image
among consumers and
suppliers

3. appear as a long-
term partner with the
government in
booming the Chinese
economy

4. become crucial
source of profit of the

—In-view-of positioning

1. business credit
2., corporate size and grade
3. return on investment
4. brand

appearance

6. personnel competence
———7~—social-contribution

8. others

SOURCE: investigation results

16




Growth curve of MNCs in China

Kgo on
investment

Begin to profit
and strengthen
<quick Rslow return its competitive
return on on further status
initial investment

investment
extend

Set market influence
position in
key markets

Stage 11

disappointment investment

= Entry time:
» From late 70s to early 80s, the first
generation of foreign invested
| _corporations
characterized by capital from Chinese in Hong
Kong, Macao and Taiwan, the third nation
export market-oriented, small project and
labor-intensive industries

+ After 90s, the second generation of
foreign invested corporations
-~ characterized by capital from America; Europe;
Japan and Korea, Chinese market-oriented,
big project, high levels of techniques and
management

17



Characteristics of MNCs in China

= Entry objectives:

» Market factor: China’s increasing standard of
productivity, rising consumption and market size;
loosening of monopolistic industries, the
profitability of some originally unprofitable
industries have witnessed a notable increase after
the price reform. And entering and dominating fast
growing large markets are the main incentives to
MNCs in China.

Region factor: upon the selection of investment
location, they’re not only attracted by the city’s
own fact market supply and preferable policies,
but attach more importance to its radiate power

telecommunication and transportation, and its
ability in yielding economies of scale

Characteristics of marketing modes of
MNCs in China (1)

sProvide current products sPropose standardized
with as less customization for products, reduce fixed

sMake certain adaptation economies of scale

Very low _Marketing cored by brands, =Insufficient local

establish brand equity and technological power,
control qualities weak intellectual

property rights
protection
sAdopt competitive and sFierce competition
adaptable pricing more often  .price-elastic market
———= ——  =Extensively adopt discount— demands
Medium and transfer pricing sWork in alliance with
sInternational market price global interests

coordination according to
international practices

18
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Characteristics oft marketing modes of
MNCs in China (2)

MNCs’

involvement MNCs objectives

sDevelop own channels
sUtilize and reform original
channels

Medium sAddress the selection and
control of intermediaries
sTreat distributors as
partners
sDevelop promotion
innovation and unique
tactics appropriate for
Chinese market

sEmphasize advertising and
Very high  public relations

sEnhance contact with

Reasons

sIntegrated channel
management

sMaximize partner’s
relations and
experience

sAttain high product
coverage

sThe particularity of
Chinese market and
culture

sLarge proportions of
government and state-
owned enterprise
purchases

sSet up connections
with consumers -- the
key to sustainable
success

The most market competitive factors
— (multiple choices) %)

. Competitive Advantages 9 ofchoice

—— 15 high-tech
2. good business credit

3. qualified and enterprising
management

4. advertising promotional

5. relative integral distribution
channels

7. no powerful competitors in
business

8. others

19



The Efficiency of Profit-making Foreign Enterprises in Shanghai

Categories Number of | Average Sales | Average Return Average
Enterprises | Profit (%) on Investment Return on
(%) Assets (%)
Categorized by Investment (USD million)

EERE 2 E =R

Categorized by year
Before 1992

Between 1993-

1996

After 1997

Categorized by Industry

Raw Material &
Products
Equipments

Vehicles & IT
Product

New strategies and integration for
MNCs in China

= This year, MNCs’ integrations of their Chinese
businesses stand out and turn into an

have been in China for over a decade, take the
fundamental business integration and
recombination.

= National capital’s retreat from competitive areas
. creates a great opportunity for foreign investors to
get the controlling interest of their Chinese
corporations

= Global overcapacity, intensified international
competition along with the strategic importance of
emerging markets

20




General Motors’ layout in China

Shanghai GM as base for passenger cars: mainly
produce medium and high segments automobiles
Yantai, in Shandong Province, as base for passenger
cars: mainly produce medium segment and fuel-
economic automobiles, with more introduction of its
Daewoo Model

Jinbei GM in Shenyang: mainly produce SUV (Sport
Utility Vehicle) , 4-cylinder engine cars like Chevrolet
SGMW/(SAIC-GM_Wuling_Automobile Co., Ltd.): GM
holds 34% of shares, will be GM’s mini-car base in China
and use another brand under GM--Suzuki,

Establish Pan Asia Technical Automotive Center (PATAC)
in Shanghai

Establish General Motors Acceptance Corporation (GMAC)

Automotive Inc., the GM's Canada-based joint venture
with Suzuki Motor Corporation of Japan

= The 24 factories of Samsung in China, invested
by Samsung Korea’s headquarter, are responsible

establishes three sales companies in Beijing,
Shanghai and Guangzhou for sales in north, east
and south China respectively, thus facilitate
comprehensive product entries into the second

= Business base is the integration of all the
functions on the value chain like R&D ,
production and marketing.

= Samsung would achieve priority in most joint
ventures.

21
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New position for Hitachi China’s
headquarter

In April, 2002, Shanghai Hitachi Home Appliances Co.,
Ltd merged with Hitachi Electronic Machine Co., Ltd.
into @ new company.

In 1998, Hitachi united three of its elevator companies
in Guangzhou into one

Shanghai and Wuhu would be white home appliances
manufacturing centers, while Shenzhen and Fuzhou as
high-end television and display manufacturing centers
Plan to establish international purchase and R&D
centers in Shanghai

Also plan to set up service center in China

Hitachi Logistics has debarked in China with the

promotion

« Overall attack of the industry in
marketing




!

Competitive analysis of MNCs
in China
s MNCs’ defensive tactics in China

Set investment barriers by virtue of host
country’s policy in introducing foreign
investment

Market channels defense
Anticipative target market defense
Market attack defense

Aggressive promotion defense
Product development strategy

« Establish integrated defensive system cored by
fiﬂraﬂd4oya1ty

Reflect on MNCs’ entries into the

—— Chinesemarket
Re-cognition of MNCs

Profitability, the reason for corporate
- existence

« Two-way selection

Chlnese market
Market dominance

23
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Re-cognition of MNCs’ market
behaviors in China

MNCs are adept in market research. Capturing the
most income-elastic products is their golden rule.

Emphasize long-term input to cultivate profitability
and competitive advantages in the long run

Obtain and retain the market with brand
Assist and cultivate intermediaries and clients

Reinforce the cultivation and selection of local
marketing talents, address organizational learning of
marketing concept and experience

Rethinking and transforming
mindset

MNCs.

= [hose markets-are becoming an-important source—
of innovation.

= New-product introductions take into consideration
nontraditional centers of influence.

= Increasingly- look to-emerging market for talent. —

= A major shift in geographical resource attract
much attention from top management.

= How will that cultural mix influence decision
making, risk taking, and team building.

24
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Participate effectively in emerging
markets

Multinationals have to:

Reconfigure their resource base

Rethink their cost structure

Redesign their product development process

Challenge their assumptions about the cultural
mix of their top management

Develop a new mind-set
Adopt new business models
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