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ABSTRACT 

 

In recent years, China has experienced extraordinary growth and political, economic and 

social transformation. Simultaneously, for the past three decades, MNCs have poured 

into the country, looking for a market with great opportunities to sell and/or produce 

their products and services. Yet, many companies shy away from doing business in 

nations like China or decide to divest. None of these exits was by accident, but rather a 

result of the interaction between firm-specific and market-based factors. This thesis sets 

out to investigate China’s effect on MNCs, guided by the research question: How does 

political, economic and social transformation in China challenge the market for MNCs, and 

to what extent does this affect the strategic focus of MNCs? 

 

While most of the existing literature has focused almost exclusively on firms that have 

successfully entered the Chinese market, this thesis instead seeks to investigate a wider 

array of dimensions and indicators concerning MNC strategies in China and discusses 

the interconnectedness and implications of these factors. It is clear that a growing 

number of firms have experienced failure and subsequently switched strategies or 

withdrawn from the market.  

 

It will be argued that MNC entry and exit to China is due to a large extent to the political 

environment. However, there are reasons to believe that cultural barriers, imbalance 

between autonomy and control in leadership as well as insufficient observance of 

consumer preferences on the part of MNCs have also played a significant role in driving 

MNCs out of the country.  

 

Strategic implications suggest that a ‘think local, but act global’ approach on the part of 

MNCs is needed. Employing local and global management and adapting to local needs as 

well as entering via a joint venture are strategic changes that could be implemented. If 

MNCs aimed for successful adaption to China’s environment, a smooth settle rather than 

harmful or continuous challenges could be achieved.   

 

Keywords: Transformation; Internationalization, MNC Strategy; Divestment; Chinese 

Market 
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1. INTRODUCTION  

 “Life is getting tougher for foreign companies in China. Those that want to stay will have 

to adjust.” (The Economist, 2014) 

 

The pace of political, social and economic change in China has been extremely rapid 

since the start of the systems reforms just over 25 years ago. According to official 

statistics, economic growth has averaged 9.5 per cent over the past two decades. 

National income has been doubling every eight years. The Chinese economic reform in 

1978 opened up the country to foreign investment and gave entrepreneurs permission 

to start up businesses. The second phase of the reform in the late 1980s and 1990s 

focused on privatization, contracting out a great deal of state-owned industry and 

changing policies and regulations. The success of China’s economic policies has 

improved Chinese society, poverty has been reduced and income increased. These 

positive developments represent one of the most sustained and rapid transformations 

seen in the world economy in the past 50 years (OECD Observer, 2005). 

 

The fate of China and the world’s Multinational Corporations (MNCs) is bound tightly 

together. In the past decades, both have benefited from the growth in global trade and 

investment. When MNCs started entering, China’s share rose from four per cent in 1990 

to 14 per cent today (KPMG, 2012). MNCs are entering China in search of new business 

prospects, motivated by cost savings, new markets or other opportunities. Nevertheless, 

China is rethinking its open-door policy and MNCs are less convinced that China is their 

only answer to growth, since other emerging economies, maybe smaller in size, enjoy 

similar economic expansion. 

 

As stated in The Economist, for many foreign companies things are getting harder. Rising 

obstacles are affecting MNCs and the country is experiencing flagging growth while costs 

are rising, making China less appealing. Talented young workers are more difficult to 

find, and salaries are increasing (The Economist, 2013).  

 

Some companies such as Revlon, L’Oreal’s selling brand Garnier, Best Buy, Media Markt, 

Yahoo and Tesco are leaving. Other firms that have decided to stay are struggling. IBM is 

one of these and has experienced falling revenues in the past quarter, as well as Remy 
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Cointreau and the American fast-food firm Yum Brands.  As Jeffrey Immelt, the CEO of 

GE, puts it, “China is big, but it is hard… other places are equally big, but they are not 

quite as hard.” Companies that are eager to stay in China will have to put in even more 

effort: many will have to change strategy. 

 

1.1 Problem Formulation and Research Question  

Even though China is still one of the world’s most appealing markets, MNCs are facing 

difficulties in doing business there, and it is losing its allure. Foreign companies are 

finding the operating environment harsher than before; it is no longer a cheap 

destination to manufacture goods and outsource services (KPMG, 2012). Companies that 

want to stay in China will have to try and adjust. The transformation in China affecting 

the position of MNCs caught my interest and is the reason for my desire to study and 

analyze the different factors and challenges that are affecting MNCs and their strategies 

in China. 

 

The purpose of this thesis is a critical examination and theoretical discussion of China’s 

political, economic and social environment and MNC activity. As such, the research 

question asks: 

 

How does political, economic and social transformation in China challenge the market for 

MNCs, and to what extent does this affect the strategic focus of MNCs? 

 

In order to answer the research question, a number of sub-questions are needed to 

disclose and evaluate the specific content and main properties of the environment in 

China as well as specific MNC activity. At the same time, these sub-questions provide a 

structure for answering the research question. The sub-questions ask the following: 

I. How may a better understanding of the political, economic and social environment 

help MNCs optimize their ability to manage the Chinese Market? 

II. How, and to what extent, may the concepts from the International Business and 

International Political Economy perspective be useful in explaining the   institutional 

dynamics of the Chinese Market? 
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III. How may MNCs extend their understanding of their environment in order to improve 

their chances of achieving long-term sustainable strategies for the Chinese and other 

new markets? 

2. Methodology 

This thesis is a study that applies the theories of International Business and 

International Political Economy to identify the key understandings, arguments, and 

theoretical debates with regard to political, economic and social transformation and the 

effects on MNCs, with particular examination of China’s historic transformations. It also 

seeks to describe how and under which conditions MNCs have internationalized. In 

order to widen the conceptual scope, case-specific analysis of MNCs has been conducted. 

 

Approaches and Philosophy  

The motivation for writing the thesis was to highlight complex and relatively unexplored 

issues that may come to significantly influence a variety of areas from business strategy 

to economic, political and social development on an international scale. Critical realism 

is a concept with which we make sense of the world as not taken as a given, but in need 

of constant reflection in an ongoing process of improvement. Political changes and 

economic globalization are changing the grounds upon which some of our knowledge 

within the business-society interface is built on. As the scope of the transformation in 

China and its effects on MNCs are changing, research must be able to explore beyond the 

current understanding and models of thinking. This thesis strives to do this by 

identifying and evaluating the arguments surrounding China’s transformation and their 

effect on MNCs’ strategic focus. 

 

Theory Selection 

This section will briefly introduce theories that were relevant for the thesis and 

contribute to a holistic conceptualization of challenges and achievements of MNCs with 

regard to their strategic focus.  

 

PEST  

Harvard professor Francis Aguilar created the PEST analysis in 1967 (Arline, 2014). This 

framework is used in the macro-level analysis in Chapter 3 as it examines external 
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factors that can shape a company’s potential in China. The basic PEST analysis includes 

political, economic, social and technological factors. The political factors to consider are, 

for instance, government interventions and policies that affect the organization. 

Economic factors include the trends of the economy and whether it is growing, declining 

or stagnating. The framework looks at factors such as unemployment, labour costs, 

customers’ income and the effect of globalization. The social factors that may also 

influence MNCs are the population growth rate, age profile, employment patterns, social 

attitudes and education. The technological factors are the type of new technologies used, 

technological hubs or infrastructure changes that could affect work patterns.  

 

Peter Evans’s ‘Embedded Autonomy’  

The next theory applied is a theory of International Political Economy, specifically Peter 

Evans’ ‘Embedded Autonomy’. This theory is chosen in Section 3.4 because it helps 

explain how the political transformation in China has a large effect on the country’s 

economic development and hence MNC activity.   

 

Peter Evans constructed a dual-dimensioned concept of ‘embedded autonomy’ to 

explain that the economic development of any country is largely conditioned by the 

arrangement of the state organization, the ties with major societal interests and the 

bureaucratic elements (Evans, 1989). He believes that the state is autonomous as long as 

its bureaucracy cannot be controlled by rent-seeking groups outside the state, but also 

embedded if it is able to keep contact with interests in society in order to negotiate and 

request necessary inputs that are required in the transformation process (Evans, 1995: 

12).   

 

Dunning’s Eclectic (OLI) Paradigm   

The British economist John Dunning developed the ‘OLI’ or ‘eclectic’ approach to the 

study of Foreign Direct Investment (FDI). It has proved to be an excellent way of 

thinking about MNCs and is a helpful framework for categorizing research on FDI 

(Neary, 2013). The framework clarifies the importance of MNCs’ having competitive 

advantages in order to be successful. In Chapter 4, Dunning’s theory highlights the 

issues MNCs have. OLI stands for Ownership, Location, and Internalization, three major 

sources of an advantage that may influence a firm’s decision to become an MNC. The 
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Ownership advantage looks at why some firms but not others go abroad and suggests 

that some MNCs have firm-specific advantages that allow them to overcome the costs of 

operating in a foreign country. The Location advantage focuses on where an MNC 

chooses to locate and the Internalization advantage influences how firms choose to 

operate overseas. This advantage monitors the costs of a wholly owned subsidiary 

against the advantage of other entry modes such as exports, licensing or joint venture.  

 

Contingency Theory  

The contingency theory emerged in the beginning of the 1970s as an attempt to deal 

specifically with the environment as a decisive factor for the way in which the MNC 

should be conceptualized. The theory is chosen to analyze the different issues as well as 

successes that MNCs face, in the case analysis in Chapter 4. The theory tries to reveal 

and formulate propositions about how the environment affects the strategic behaviour 

of MNCs. According to the theory, there is no single best way to organize an MNC, and 

the best way depends on the specific nature of the environment to which the 

organization must relate (Forsgren, 2008).  

 

Research Design 

The research design explains more specifically how the thesis goes about exploring the 

political, economic and social transformation of China and its effect on MNCs. First, the 

country-level analysis is an exploration and investigation into the historical analysis of 

the country’s transformation. This is examined through a qualitative review of relevant 

literature. Secondly, the firm-level analysis focuses on MNC activity where specific cases 

are studied: three that have already left the Chinese market and three currently present 

in China. A qualitative study of each MNC provides an in-depth analysis of challenges 

that these firms have faced in China and could act as a learning tool for the future.  

 

Data Collection 

With regard to data collection for the thesis, the historical analysis does not collect or 

present first-hand empirical or quantitative data but relies instead on secondary 

research data in various forms, including journal articles and papers and published 

books and handbooks. It was also relevant to include informal and online research, 
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including blogs and articles. Primary data, on the other hand, is accessed from the 

website of the World Bank.   

 

Delimitation   

The country-level analysis, focusing on political, economic and social transformation in 

China, sets the background for the case analysis. In terms of timeline, the country-level 

analysis begins in 1949, but is more detailed from 1978, when China introduced market 

reforms and experienced rapid economic and social development. The analysis goes up 

to current times in order to provide the reader with the most updated literature as well 

as historical implications and concepts.  

 

The thesis also focuses on MNCs, which have invested in China and will thus cover 

foreign companies. While focusing on MNCs, the paper includes companies from the 

United States (US), Europe and Japan, with the objective of allowing for a comparison 

between MNCs that are headquartered on different continents and in order to examine 

specific dissimilarities or similarities.  

 

Structure and Chapter Outline 

The remainder of the thesis is organized as follows: Chapter 3 provides a macro-level or 

county-level analysis that studies the Chinese political system and the political reform, 

followed by China’s economic transformation and analysis of its economic growth. The 

social transformation is examined with a focus on the social system and the social 

development. To provide a theoretical understanding, Peter Evans’ theory indicates the 

reason for China’s development. The Chapter is concluded with a focus on changes in 

MNC activity as well as challenges associated with China’s transformation. Chapter 4 

uses a micro-level analysis with specific case analysis of insights on divestments as well 

as keeping market presence in China. The cross-case analysis provides a theoretical 

understanding of the challenges the MNC cases present. Chapter 5 includes a discussion 

about the analysis carried out in the previous chapter and a section on implications, 

providing suggestions for MNCs that want to be successful in China. Finally, Chapter 6 

first of all specifies the limitations of theories and empirical analysis and, lastly, 

concludes the thesis.  
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3. Macro-Level Analysis 

This chapter focuses on using the PEST analysis, a macro-environmental framework, to 

study the political, economic and social factors in China which trigger the entry and exit 

of a firm or the transformation of the firm’s strategy. The paper will not analyse the 

technological factors of the PEST-analysis, since the focus lies more on the political, 

economic and social areas that to a large extent influence MNCs’ activity in China, 

whereas technology plays a smaller role. The political study includes the political 

transformation of China, by first of all explaining China’s political system and the degree 

to which the government intervenes in the economy and its historical path in terms of 

regulations. The economic and social transformation is then examined. After analyzing 

all three areas, a theoretical enlightenment follows. To finalize this section, the 

conclusion assesses MNC activity in China, as well as the challenges that MNCs face 

through the country’s transformation.  

 

3.1 Political Transformation in China 

3.1.1 China’s Political System and Structure  

The following paragraph will give a brief introduction to the structure of the Chinese 

government in order to provide a basis for looking at how the State Council intervenes 

and regulates the country. 

 

The Chinese Communist Party has been ruling China since 1949, bearing no opposition 

and often dealing unpleasantly with dissenters (BBC, 2014). The Chinese government 

had followed the Soviet Union and adopted a Centrally Planned Economy (CPE). The 

country’s most senior decision-making body is the Standing Committee of the Politburo, 

heading the top of a pyramid of power (BBC, 2014). Although power stems from 

positions in the Politburo, personal relations count much more than job titles. The 

Politburo controls three other important bodies and ensures that the party line is 

upheld. The three bodies include the Military Affairs Commission, the National People’s 

Congress (NPC) and the State Council. The overall structure of how China is ruled is 

illustrated in Figure 3.1. 
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Figure 3.1 China’s Communist Party 

 

 

 

Source: BBC News, 2012 
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control of China’s economy. It studies and formulates policies for economic and social 

development and maintains the balance of economic development to restructure the 

Chinese economy (ndrc.gov.cn, 2014). It formulates and implements strategies for 

national economic and social development, monitors macroeconomic and social 

development trends and provides forecasts, summarizes fiscal and financial situations, 

pushes forward strategic economic restructuring and, for instance, drafts relevant laws 

and regulations. The NDRC is an important part of China’s political system and a main 

body responsible for the reform discussed in the next chapter.  

 

3.1.1.1 Chinese Political Reform 

This section analyzes the historical path of the Chinese political reform, such as changes 

in government interventions and regulations set in place by the State Council. The 

underlying reason is to gain knowledge on how government interventions and 

regulations affect MNCs’ activity and strategy in China. The focus of the reform in this 

section lies on the economic sector. 

 

In 1978, when Deng Xiaoping took control of the Chinese Communist Party Central 

Committee, China ended two years of instability and uncertain strategy and policy, 

following the death of Mao Zedong (Guo, 2010; 1).  When a third Plenum took place, 

China experienced a major turning point in reform and development; the new direction 

set at this meeting was towards economic development. The Chinese Communist Party 

was to move the world’s most populated nation towards modernization and 

development in four main sectors: industry, agriculture, science and technology and 

national defence. 

 

The institutional development in the Chinese Economy since 1978 has demonstrated a 

steady process and can be outlined by six phases, seen in Figure 3.2.   
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Figure 3.2 China’s Economic Phases  

 

 

 

Source: Guo, 2010 
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countries. In order to raise these living standards, the government took steps to improve 

economic growth.  

 

Finally, from 1978, the economy was regulated. China’s economic reform first 

concentrated on the agricultural production system in rural areas (Nations 

Encyclopedia, 2014). The government initiated price and ownership incentives for 

farmers. For the first time, farmers were able to sell a portion of their crops on the free 

market. Furthermore, the reforms tried to attract foreign investment, boost exports and 

increase the import of technology products of high quality. The establishment of four 

Special Economic Zones (SEZs) helped trigger these changes, which were relatively free 

of the bureaucratic regulations and interventions that hampered economic growth. 

Additional reforms followed in steps, which decentralized economic policymaking in 

numerous economic sectors and trade.  Resulting from the decentralization of 

policymaking, provincial and local governments took economic control of different 

companies, agreeing to operate and compete on free market principles. 

 

In the mid-1980s, the government eliminated price controls on a wide range of products 

and selected more development zones to test more of the free market reforms and to 

offer tax and trade incentives to attract investment from overseas. In late 1993, even 

more reforms were initiated, which would allow the state enterprises to continue to 

dominate many key industries in what is now termed a socialist market economy. In 

1997 and 1998, large-scale privatization occurred where all state enterprises were 

liquidated and their assets sold to private investors. A decrease of 48 per cent in state-

owned enterprises occurred between 2001 and 2004. At the same time, tariffs, trade 

barriers and regulations were reduced. 

 

Nevertheless, by 2005 the government began to reverse some of the reforms. The 

government adopted more egalitarian, populist policies and increased subsidies and 

control over the health care sector. Since 2008, market-oriented liberalization has been 

minor (Scissors, 2009). Policies were replaced and renewed by state interventions, such 

as price controls, reversal of privatization, the adjustment of measures encouraging 

competition and new barriers for investment. The Chinese Communist Party no longer 

sees the pursuit of further market-oriented reforms as being in its interest. The growth 
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of the economy convinced the Party that true liberalization is now unnecessary.  China’s 

government is making life more difficult for foreign firms in some sectors. It has 

restricted market access for foreign banks and blocked Internet firms such as Facebook 

and Twitter (The Economist, 2014). Starbucks has been accused by the state media of 

price gouging, and a consumer protection law has come into force in March affecting 

numerous MNCs in China. 

 

Today, foreign businesses in China are voicing growing frustration about the country’s 

heavily regulated market (Jiang, 2010).  It is said to be a bureaucratic maze, designed to 

restrict and constrain non-Chinese players to the benefit of their local competitors. By 

confusing open competition between local and foreign business, China is harming itself 

as well. For instance, the proportion of European investment to China is relatively small in 

comparison to the overall outbound investment of European countries (Jiang, 2010). Analysis 

of the political reform now leads us to an analysis of the Chinese economy.  

 

3.2 Economic Transformation in China 

3.2.1 China’s Economy  

Since introducing market reforms in 1978, China experienced rapid economic and social 

development. Gross Domestic Product (GDP) growth of about 10 per cent a year has 

lifted more than 500 million people out of poverty (World Bank, 2014). With a 

population of 1.3 billion, China recently became the second largest economy in the 

world and is increasingly playing an important and influential role in the global 

economy. Chinese labour costs have been rising steadily; by 2014, wages grew by 11 per 

cent (Bloomberg.com, 2014). Simultaneously, the rising investment in technology and 

education has resulted in an increase in the quality of labour. Not only has production 

become more expensive, but also transportation of goods and services has increased.  

 

Some of the main industries in China included mining, manufacturing, construction and 

power, but recent economic growth has shifted trends towards industries such as food 

and beverage, health care, private education, clean technology, cloud computing and 

e-commerce. MNCs have rushed to set up manufacturing facilities in China or sell 

products there, but have ignored the emergence of Chinese companies as rivals, not only 
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within China but also in the global market (Williamson and Zeng, 2003). Since the 

economic reform, a trend of agglomeration economies exists. Firms have clustered in 

specific regions as this improves productivity and innovation. The following section will 

look at the economic growth in China in more detail.  

 

3.2.1.1 China’s Economic Growth  

Some key economic indicators for 1980, 1990, 2000, 2011 and 2016 were analyzed (see 

Appendix 1). In 1980, the GDP was USD 202 billion and is expected to reach USD 11,779 

billion by 2016, indicating a drastic increase in the total dollar value of all goods and 

services produced over a specific time period and an increase in the size of the economy.  

GDP per capita (USD) has also enlarged rapidly, from USD 205 in 1980 to USD 5,182 in 

2011, showing a rapid increase of income per person in China and therefore a rise in 

wealth in the country.  

 

The GDP growth rate increased steadily from the 1980s to 2010 with short periods of 

rise and fall, but still implying overall economic growth. Nevertheless, in the past seven 

years, the GDP growth rate fell from 10.4 per cent in 2010 to 7.7 per cent in 2014, seen 

in Figure 3.3. The percentage change in the volume of exported goods and services has 

also shown a decrease, from 25 per cent in 2000 to only 15 per cent in 2011.   

 

Figure 3.3 GDP Growth (annual %) 

 

 

 

 

 

 

 

Source: World Bank, 2014 
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Between 2010 and 2013, real interest rates in China have risen from -0.8 per cent to 4.2 

per cent (World Bank, 2014).  A rise in interest rates makes Yuan-denominated assets 

more attractive and could, in theory, place upward pressure on the Chinese currency. 

The China/US foreign exchange rate has been falling steadily since 2005. In 2005, one 

US dollar was equivalent to approximately 8 Yuan, whereas in 2014 it was equivalent to 

6 Yuan (Federal Reserve System US, 2014).  Depreciation in value makes goods from 

China more expensive and imports from China to the US more expensive. It is becoming 

cheaper for the Chinese to purchase US goods, so the quantity of US exports should 

increase. The inflation rate in China has been fluctuating in the past 10 years, making it 

more instable. However, from 2012 the inflation rate remained stable, between 2 and 3 

per cent, which leaves no room for uncertainty about the stability for prices (World 

Bank, 2014).  

 

3.3 Social Transformation in China 

3.3.1 China’s Social System 

The economic transformation in China has affected numerous social factors some of 

which include cultural aspects such as health consciousness, population growth, a move 

from rural to urban areas, age distribution and the educational system. Trends in social 

factors affect the demand for a company’s products and how that company operates. For 

example, an aging population may imply a smaller and less willing workforce and 

increase the cost of labour. Companies may use various management strategies to adapt 

to these social trends. Some of these changing factors are explained below.  

 

3.3.1.1 China’s Social Development 

China’s economic success since launching the reforms in 1979 is due to the good human 

capital available at that time. Health was essential for the capacity to learn and be 

productive at work and played an important role in China’s economic development. 

Health standards continued to improve during the period from 1979–2003 as well as 

other health indicators such as infant, maternal, and under–5 mortality rates, which 

declined (WHO, 2005).  Poverty in China has fallen. More specifically, over half of the 

reduction in absolute poverty in the world between 1980 and 2000 occurred in China 
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(OECD Observer, 2005). While poverty is slowly declining, the Chinese are getting 

wealthier, and spending more. According to Wealth-X’s CEO, Mykolas Rambus, this is 

due to the massive economic growth.  

 

Furthermore, China’s population represents one fifth of the world’s total population  

one out of every five people in the world lives in China. The population increases each 

year by approximately 12–13 million people, a number that exceeds the total population 

of individual countries such as Belgium or Greece (Columbia.edu, 2009). The doubling 

and redoubling of the population occurred well before China began its industrial 

revolution. Its population is one of its greatest assets as well as its most significant 

challenge.  Taking a look at the demographics, it is noticeable that the population in 

China is aging. The number of people aged between 45–90+ has increased between 2000 

and 2010.  The largest age group in the urban population lay between 20–24 years in 

2010 (UNDO, 2013).  

 

From 1978 to 2012, China’s urbanization rate increased from 17.9 per cent to 52.6 per 

cent, which represents an average of 1.02 additional percentage points per annum 

(UNDP, 2013). Urbanization has provided space for industrialization, changed the 

population distribution and industrial structure of China, promoted the development of 

productivity and facilitated the accumulation of wealth. During the evolution of China’s 

urbanization strategies, policies and systems restricting population flow gradually 

loosened up. With the removal of the restriction requiring farmers to remain in rural 

areas, for example, rural inhabitants have flooded into cities such as Shanghai. Since 

1995, rural migrants have become the main source of urban population expansion. By 

2010, they comprised 31.2 per cent of urban residents (UNDP, 2013). Usually the 

migrants have been employed in labour-intensive work, such as in manufacturing 

industries, wholesale, the retail trade, hotels and social sectors.  

 

Another important transformation has occurred in education, where the government 

pursued a policy of raising the educational qualifications of young people. It launched a 

programme to give all children nine years of education, a target set that all rural areas 

should achieve by 2006 (OECD Observer, 2005). The wages of educational staff have 

been pushed up by the growing influence of the market economy. From 2006, the gross 
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enrolment ratio in primary education increased from 116 per cent to 129 per cent by 

2009. Since 2009, the ratio has decreased to 127 per cent. Overall improvements in 

China’s educational system have been seen, which indicate the government’s success in 

initiating policies.  

 

With respect to social improvements in China, consumer trends have changed. China has 

developed one of the leading e-commerce markets in the world, having the largest 

number of online shoppers. They have become value seekers, meaning that they will 

look very hard to find the best deals in order to get good value for their money (Wang, 

2012). Simultaneously, Chinese consumers are willing to pay a premium price for high-

quality products and are starting to enjoy products for personal indulgence. This pattern 

marks the rising sophistication of Chinese consumers and illustrates a shift in attitude. A 

McKinsey report indicates that brand loyalty has increased among consumers and is at 

the same level as in the US and Europe (McKinsey, 2012).  

 

3.4 Theoretical Explanation of China’s Development 

Having analyzed all three areas, political, economic and social transformation, it is clear 

that political involvement has mainly affected China’s transformation and development. 

Peter Evans’ theory of ‘embedded autonomy’, which belongs to the field of International 

Political Economy (IPE), proves this. The study of IPE generally helps answer questions 

such as: What makes a nation wealthy? Or: What is the proper role of the government in 

economic activity? Specifically, with the help of Peter Evans’ theory the results of the 

country-level analysis can be proven and generalized.  

 

First of all, there are two features that characterize the combination of ‘autonomy and 

embeddedness’. The core feature of a state bureaucracy is the position held by a single 

pilot agency, that is a leading agency in the economic area which allows for talent and 

expertise concentration and gives the economic policy a coherence that is not available 

in less clearly organized states (Evans, 1995). These bureaucracies are able to combine 

the behaviour of both the official and private sector in order to pursue joint objectives. 

Evans believes that the relationship between the state and private enterprise is very 

important in determining the developmental role of the state (Evans, 1995: 58, 70-81). 



 23 

China’s state is embedded and autonomous. The NDRC manifests the bureaucratic state, 

which is a leading agency in the economic area, and rent-seeking groups outside the 

state cannot influence it.  

 

Secondly, in 1982 Chalmers Johnson introduced the concept of the developmental state. 

He argued that Japan’s developmental state was a central element in explaining the 

country’s post-World War II “economic miracle” (Evans, 1995; 47). The term is used 

when referring to the experience of state-led macroeconomic planning in East Asia. It is 

characterized by robust state interventions, regulations and planning. Johnson was an 

inventor in his scope and is followed by numerous scholars. The model has become one 

of the main explanations of state intervention; it is to some extent regarded as a casual 

theory contributing to speedy economic growth. As Johnson argues, it is the essential 

element of rapid growth.  

 

Peter Evans used the developmental state model in order to explain his theory of 

‘embedded autonomy’. China embodies the developmental state very well. The country 

exemplifies all the features that Johnson introduced; it is undergoing state-led economic 

planning that is characterized by a lot of state intervention and projection. The Chinese 

government believes that economic development will require authoritarian leadership 

for some time to come, and conflict will have to be managed whilst reforms are carried 

out on the state-owned enterprises. Some of the government’s authoritarian methods 

remain in place such as Internet and press censorship and corrupt courts and police 

which serve the interests of the party. The leaders are able to confront MNCs and 

demand that they operate to protect their people’s interests. China has the will and the 

authority to create and maintain policies that seek long-term development and help all 

Chinese citizens, not just the wealthy. MNCs are regulated so that they must follow 

domestically mandated standards for pay and labour conditions, pay reasonable taxes 

and, by extension, leave some profits in the country. China is a state in which the 

government has sufficient power to achieve its development goals. The developmental 

state must have the ability to prove consistent economic guidance and efficient 

organization and power to back up its long-range economic policies. All of this is 

important because the state should be able to resist external demands from outside 

MNCs that focus on their short-term gains, overcome internal resistance from strong 
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groups trying to protect short-term narrow interests and exercise control on those who 

will most benefit from development projects.  

 

China, the developmental state, is not static but in continuous evolution. It is clear that 

the rapid growth in China and the improvements in society can be attributed mostly to 

successful state intervention. It has been shown that ‘embedded autonomy’ puts the 

state role in creating economies at the fundamental core, since it is a crucial element for 

the effectiveness of state intervention, clearly illustrated in the example of China. It is 

strengthened by a one-party political regime that stabilizes its policies and provides a 

large degree of state power in many other aspects. The NDRC, under the State Council, is 

the country’s ‘pilot agency’ and in charge of its economic development. Embedded 

autonomy is a crucial aspect for the effectiveness of state interventions; they may 

weaken the state in the short run, but in the long run only strengthen it. Moreover, the 

concept of the developmental state explains how all three transformations are 

dependent on the power of the state and its bureaucratic elements. The state has full 

authority to make decisions and rules and to implement these, which in turn triggers 

MNCs to reconsider their strategies with regard to business activities in China.  

 

3.5 Conclusion on Country-Level Analysis 

3.5.1 MNC Activity in China  

As analyzed in the previous sections, China has transformed drastically; this in turn has 

affected foreign multinationals with respect to their activity including their entry and 

exit to China. In 1979, there were only about 100 foreign-owned enterprises present in 

China (Hays, 2012). After the government decided to introduce the “Open-door policy", 

the country opened up to foreign investment and encouraged development of a market 

economy and private sector. By 1998, 20 years later, there were 280,000 multinationals 

present, and, by 2007, foreign companies employed 25 million people in China (Hays, 

2014). Some of the major companies with offices in Beijing included Microsoft, FMC, 

Cigna, Unisys and General Electric. Companies with production facilities in Shanghai 

included Dupont, Rohm & Haas and General Electric and many more. In 2010, 98 

Fortune 500 companies had Research and Development (R&D) facilities in China (Hays, 

2014), and approximately 300,000 foreign companies had invested in the country. 
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Multinationals were attracted to the tax breaks, low import duties, low-cost land and 

low construction costs for new factories. The mix of cheap labour and stable prices and 

stable politics was another reason. A Wal-Mart executive remarked, “There might be 

places in other parts of the world where you can get cheaper labour... If we have a look 

at a country that’s not politically stable, you might not get your order on time. If you deal 

with a country where the currency fluctuates every day, there is a lot of risk. China 

happens to have the right mix” (Washington Post, 2010). 

 

Nevertheless, the enthusiasm for investing in China occurs in phases. Foreign investors 

and foreign companies have pulled out of China; they are disappointed by their profits 

and unsatisfied due to the rising challenges of doing business in China (Hays, 2014). 

General Electric, L’Oreal and New Balance are among the companies that are looking to 

move to other countries such as Vietnam or Indonesia in order to relocate their 

factories. Among the reasons they are looking outside of China are cuts in tax rebates for 

exporters, accelerating inflation, stricter labour laws, labour shortages in the coastal 

areas and the belief that the Chinese Yuan is going to appreciate, making exports more 

expensive. In April 2011, a study by the European Union Chamber of Commerce in China 

reported that foreign companies are being treated unfairly in the fast-growing Chinese 

market. The study concluded that strict bidding laws, favouritism and other practices 

China indulges in block foreign companies from winning public procurement contracts. 

Public procurement is important because government agencies play a major role in the 

economy, both as funders and arbiters of bids (AP, 2011). 

 

Looking more closely at specific data from the World Bank throughout the past 10 years, 

it is evident that FDI activity in China has fluctuated, especially in the past three years. 

 

 

 

 

 

 

 

 



 26 

Figure 3.4 FDI in China  

 

 

 

 

 

 

 

 

 

 

 

Source: World Bank, 2014 

 

As seen in Figure 3.4, there has been a steady increase from 2004 to 2008, of 

approximately USD 62 billion to 187 billion of FDI. During the financial crisis, FDI in 

China decreased to USD 167 billion by 2009. When the economy recovered, FDI steadily 

increased to USD 332 billion by 2011. In just one year, FDI in China rapidly declined to 

USD 296 billion.  Total FDI fell by almost 4 per cent and the investment inflow from the 

European Union declined by 3.8 per cent (China Daily, 2013). Manufacturing has been a 

major driver of China's FDI and when labour costs increasingly rose during 2011, some 

foreign companies in labour-intensive industries turned their focus towards cheaper 

emerging economies. 

 

MNCs were attracted to China when it first introduced reforms and the economy started 

to rise. Low wages, low costs of resources and low environmental regulations and other 

low barriers to entry shaped low production costs. MNCs that were dependent on 

producing and manufacturing goods saw opportunities in China and started producing 

their goods or services there. In early 2000, wages were so low that MNCs experienced 

much cheaper production costs in China compared to costs in the country where they 

were based, for example in Europe or the US, and therefore moved most of their 

manufacturing activity overseas. Yet in the past 10 years, the average yearly wage in 

manufacturing in China tripled, from CNY 14,033 in 2004 to CNY 46,431 in 2014 
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(Trading Economics, 2014). Many costs that affect the bottom line of business operations 

have also spiked in China recently. For example, the purchasing price indices for raw 

materials and other manufactured goods as inputs increased by an average of 4.3 per 

cent from 2000 to 2010 (China Business Review, 2012). Utility prices for industrial 

usage in many of the 15 provincial capitals that were monitored also increased at an 

annual growth rate of five to ten per cent after 2005. Increases in land rental prices have 

also been noticeable in the past years.  The rise in production costs makes China less 

attractive for manufacturing goods, and exports seem to be falling. Today, Western firms 

are aiming their investments much more towards China's domestic market in capital-

intensive goods such as machinery, chemicals, health care products and services.  

 

Additionally, the country placed little focus on social welfare when MNCs decided to 

enter China many years ago; MNCs nevertheless moved their economic activities 

overseas to China. The low environmental standards, policies and low wages made 

production abroad appealing. As more international activity took place in China, the 

country started to grow, and social standards improved, but environmental pollution 

worsened each day. It not only became more expensive, but companies also had to 

switch some of their focus from production to other areas, influencing the number of 

MNCs entering and leaving the country.  However, the 12th Five-Year Plan represents 

China’s effort to rebalance its economy by shifting the emphasis from investment 

towards consumption. It also sets the focus on development from the urban and coastal 

areas, such as Shanghai, towards rural and inland areas in order to develop the smaller 

cities and initiate Greenfield districts to engage coastal migration. This will trigger MNCs 

to also move their business to more rural areas. Another plan is to move coastal regions 

from being the "world’s factory" to hubs of R&D. The challenge for China now is to 

attract the right kind of MNCs as it strives to rebalance its economy, improve the 

environment, and move up the value chain. As a result, recent FDI strategies have taken 

a more selective approach to attract environmentally sustainable, energy efficient and 

technologically advanced industries. The economic global rank proves that China is 

providing a level playing field for all firms, domestic or foreign alike. 

 

The country-level analysis in particular highlights that government involvement and 

policy instruments, local market size, labour costs, labour quality, agglomeration 
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economies, transportation costs, FDI incentives, and cultural links affect MNC activity 

with investors. For instance, the larger the market size of a province, the more MNC 

activity is likely to be received in that province.  MNCs generally aim to take advantage 

of cheaper factor inputs in China, particularly cheaper labour for the export-oriented 

FDI in which production is labour-intensive. Additionally, high labour quality not only 

raises output but also enables firms to operate production with advanced technology. A 

province in China with higher labour quality should receive more FDI flows relative to 

other provinces. Agglomeration economies that result from manufacturing activities or 

R&D locating in close proximity should attract more MNCs as well. A highly developed 

transportation network is another important factor influencing attractiveness for MNCs. 

FDI incentives such as special favourable treatment as far as taxation is concerned, land 

use and foreign currency exchange within special economic zones also encourage MNC 

activity in certain regions. Cultural links between MNCs and China improve FDI flows, 

and geographic and linguistic proximity plays an important role in some key economic 

areas in China. Lastly, the openness of the country and recent changes in policies greatly 

influenced MNC activity. Having examined MNCs’ activity in China and the factors 

affecting it leads to the next chapter, with a focus on challenges that MNCs experience in 

a rapidly changing environment like China.   

 

3.5.2 How Political, Economic and Social Transformation in China Creates 

Challenges for MNCs  

As political, economic and social changes take place, MNCs try to adapt to these changes, 

which then creates strategic challenges. Strategy is sometimes hard to define, and to 

create and execute a successful strategy is an ongoing challenge for many companies. 

Strategic challenges are often described as ‘wicked’ problems. They tend to be complex, 

hard to clearly define, interconnected with other (organizational) issues and generally 

characterized by uncertainty, ambiguity and conflict. And the complexity of strategic 

issues and strategy-making only increases further once firms expand abroad. For 

managers, this means that there often are no simple solutions to international strategy 

issues. For instance, expanding to a new market like China, reaching the different 

customers and being able to drive innovation in order to meet the consumers’ demands 

and standards can be difficult. Therefore, based on the discussion in the previous 
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section, it is evident that MNC activity in China needs to be modified by, for example, 

relocation or switching competitive strategies in order to acclimate to the country’s 

transformation. Having to relocate and switch strategy is a time-consuming, complex 

activity involving all parts of the firm.  

 

Challenges further arise, for instance, due to the rising costs in China, mainly through 

rising labour costs, causing MNCs to relocate or fully exit the market. Soaring costs are 

beginning to hit the coastal provinces, where factories have historically clustered (The 

Economist, 2012). MNCs, especially those relying largely on manufacturing, will need to 

think about relocating their plants to other regions. While some MNCs are keeping their 

hub in China and moving other parts of their business outside, creating challenges 

associated with a centralized organizational structure but simultaneously reducing costs 

and risks, other MNCs are employing a “China +1” strategy, opening just one factory in 

another country to test the waters and provide a back-up (The Economist, 2012). This 

reduces the costs, as workers in Southeast Asia are less expensive to hire than Chinese 

employees. Southeast Asian nations, such as Indonesia, are actively pursuing outside 

investors with generous tax incentives for Western companies and marketing 

campaigns advertising the countries’ low wages and growing workforce (Witchell, 

2013).  

 

Another challenge that rises from the rapidly changing environment is the rising 

competition. MNCs have to compete with other entering MNCs or local Chinese firms 

that are gaining market presence. Companies pursue a competitive advantage across 

their chosen market. Strategies such as cost reduction, differentiation, innovation or 

operational effectiveness help them achieve this advantage. An MNC that has largely 

been focusing on low cost production and is simultaneously experiencing rising costs in 

China will have to switch strategy. In this case, it would be wise to switch to 

differentiation or innovation strategy. Providing a variety of products or services that 

competitors are not yet offering or introducing completely new or better products or 

services can give them a direct advantage.  
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4. Micro-Level Analysis  

Our examination of China’s transformation and the effect it has on MNCs’ choice of 

strategy leads us to this chapter, where the focus lies on a profounder analysis of specific 

cases. The micro-level analysis assesses MNC activity in China and strategic challenges 

such as decisions to enter, exit or stay in the market. After the case presentation, a 

theoretical understanding will help analyze issues MNCs face. This chapter is valuable as 

it clarifies the effects China’s transformation has on MNCs and uses theory to highlight 

these.  

 

4.1 Case-Based Analysis  

The first three cases: Best Buy, Bertelsmann AG and NEC are cases with a focus on 

insights of divestments from China. All three companies have different headquarter 

locations, Best Buy in the US, Bertelsmann in Germany and NEC in Japan, and share the 

same trait of exiting China. In each case, we will be clarifying these companies’ entry to 

China and subsequently why some divisions of their subsidiaries in China decided to 

close down. The next three cases emphasize MNCs that also have challenges in China but 

have decided to stay. In order to overcome the existing challenges, new strategies have 

been applied. The following cases are examined here: Intel originating from the US, 

Danone from France and Mitsubishi from Japan.  

 

4.1.1 Case-Based Analysis on Insights of Divestments from China  

The current academic discussion has focused almost entirely on MNCs that have 

successfully entered the Chinese market. However, there are a growing number of firms 

that have experienced failure and decided to withdraw from the market (Benito, 2005). 

MNCs such as Best Buy, Bertelsmann AG and NEC have recently divested from China, 

despite the large potential of the Chinese market.  

 

Divestment in this situation refers to the deployment of organizational resources and 

capabilities, which reduces or eliminates a company’s presence in a foreign market. 

Divestment is not always an outcome of failure in the international market, but rather a 

reflection of strategic repositioning of firms’ operations (Palmer and Quinn, 2007). Two 
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perspectives related to divestment help enlighten reasons for exiting the Chinese 

market. One is the deterministic perspective, which argues that failure is due to the 

external causes over which management has limited control (Amankwah-Amoah and 

Sarpong and Zhang, 2013). These may be external factors such as conflicts, recessions, 

disasters, changes in technology or regulatory changes affecting customers’ needs, and 

one business may need to be replaced by another. Radical changes in the environment 

may trigger new and existing firms to lose their competitiveness, leading to an exit from 

the market. Some scholars have set the focus on the lack of cultural awareness and an 

inability to identify and respond to local needs as major causes for leaving a market 

(Cavusgil and Knight and Riesenberger, 2012). It is important for MNCs to adapt to the 

local culture and customize products in responding to Chinese customer needs. The 

second perspective argues that all causes of failure are due to the actions and 

perceptions of the management (Amankwah-Amoah and Sarpong and Zhang, 2013).  

Here, it is believed that managers are the principal decision-makers of organizations and 

are in charge of organizational success and failure.  When companies fail to understand 

trends and differences within the various markets, this is likely to result in a failure of 

the strategy (Turner and Johnson, 2009).  

 

Learning from the failure of others is essential in gathering the knowledge and 

proficiency necessary for success in foreign markets (Amankwah-Amoah and Sarpong 

and Zhang, 2013). Research has proven that individuals learn more from negative 

events than positive ones (Madsen and Desai, 2010). Therefore, it is meaningful to study 

the causes of international divestment, especially in the emerging markets such as 

China. The aim is to develop a framework of factors triggering the exit of the MNCs.  

 

In the following section, an illustration of MNC cases is presented, as well as a cross-case 

analysis. In order to understand the issue of divestment, the cases of Best Buy, 

Bertelsmann AG and NEC are analyzed. These cases entail closure, restructuring and 

exits and allow for the details and degrees of complex social conditions to be dealt with.  
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4.1.1.1 Best Buy 

The world’s largest consumer electronics retailer closed nine of its Best Buy branded 

stores in China in 2011 and just recently announced that it would sell the acquired 

Jiangsu Five Star Appliance Co. to fully exit the country. 

 

The company, founded in 1966 in the US, today generates more than USD 40 billion 

annually. Nationwide, Best Buy has more than 1,400 stores and locations such as Canada 

and Puerto Rico and employs more than 140,000 people (Bestbuy.com, 2015). It offers 

electronic products and service at competitive prices to consumers who visit its website 

and shops more than 1.5 billion times each year. Besides its big-box retail stores, the 

company also manages more than 100 Best Buy Express automated retail stores or 

“Zoom Shops” operated by Zoom Systems in airports and malls around the United States. 

Best Buy markets itself as having superior customer service provided by knowledgeable 

sales associates. Best Buy had its glory era: it was named “Company of the Year” by 

Forbes magazine in 2004, listed in the Top 10 of “America’s Most Generous 

Corporations” by Forbes magazine in 2005 and made Fortune magazine’s list of “Most 

Admired Companies” in 2006. After its rival Circuit City went bankrupt in March 2009, 

Best Buy became the largest electronics retailer in the eastern US (Feng, 2014).  

 

For years, Best Buy has been reducing store space chosen for music CDs because of the 

surge of digital music access via Internet download. Today, online retailers, particularly 

Amazon.com, are seriously challenging Best Buy. E-retailers do not have the fixed costs 

of store space and employees and therefore can often provide the same products for 

lower prices. Many customers often go to Best Buy stores to find products they like but 

purchase them from online stores. In 2011, Best Buy’s revenue and profits declined. In 

2012, Best Buy announced a “transformation strategy”, which entailed closing 50 stores 

in the US. In early 2013, Best Buy announced a partnership with Samsung Electronics for 

a store-within-a-store concept to better utilize floor space. A strong 2012 Christmas 

sales season and the mini-mall strategy apparently gave investors confidence as Best 

Buy’s stock more than doubled in 2013 (Eule, 2013). 

 

The Chinese retail industry has its own distinctive business model, which provides 

Chinese retailers with cost advantages over their global competitors in their home 
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market. Instead of running the retail business as a buyer and reseller as American 

retailers do, Chinese retailers are more like commercial property management 

companies. They own or rent the buildings, design the buildings as department stores or 

supermarkets and rent out shelf space to individual manufacturers. Chinese retailers 

charge manufacturers rent for space and commission from sales revenue. Manufacturers 

in the retail stores manage their own promotions, inventory and operation to make sure 

they cover these costs and make profit. Under such a business model, Chinese retailers 

do not worry about investment for inventory, operational costs to manage the products 

or payroll for sales associates. 

 

However, foreign retailers such as Best Buy are running their businesses in a completely 

different way. The foreign retailers are resellers. They decide on the “best” product 

offerings for customers, select and purchase the products for resale or contract 

suppliers to manufacture the products under their own brands. The foreign retailers not 

only commit large capital investments to inventory, but also carry the burdens of 

administration, marketing, sales and service costs. The reselling model works in the US 

because large retailers benefit from purchasing large quantities of products, managing 

retail prices to ensure their profit margins and controlling the product quality level. 

However, this model causes challenges in China. The majority of retailers do not have 

the financial capacity to hold a large inventory, nor do they have a mature retailing 

management system. Thus a “consignment” model gives them more flexibility to 

minimize the burdens of holding inventories and managing products. 

 

Entry 

Drawing from its successful experience, the firm started its journey into the Chinese 

market in 2006, adopting the dual brand strategy; with a 180 million Yuan purchase of 

75 per cent of equity in high-end electronics, such as home appliances, digital products, 

cell phones and MP3 players (Amankwah-Amoah and Sarpong and Zhang, 2013). This 

move was made due to the regulations in the retail sector that were being relaxed and 

China’s entry into the World Trade Organization. When Best Buy decided to enter, 

China’s home-appliance market was characterized by very high competition. Since the 

1990s, the retailers had limited chain loyalty and were dominated by local firms that 
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offered cheap products for cost-conscious consumers. Two of these local firms were 

Gome and Suning, which had a strong customer base, but thin profit margins.  

 

Best Buy’s entry mode into the Chinese market was made through acquisition. 

Acquisitions are a popular entry mode: they are quick to execute, and a firm can rapidly 

build its presence in the target foreign market. Furthermore, firms make acquisitions in 

order to block other competitors. Managers also believe that this is less risky than 

Greenfield ventures.  

 

Best Buy agreed to acquire the local chain Jiangsu Five Star Appliance Co., China’s fourth 

largest appliance and consumer electronics retailer. It had previously announced its 

strategy for global expansion, which immediately provided it with a large retail presence 

in China’s 34 provinces. It then focused on building Best Buy branded flagship stores in 

Beijing, Hangzhou, Shanghai and Suzhou rather than smaller stores at convenient 

locations, and it acquired products directly from suppliers (Ni, 2011). Further expansion 

did not go according to plan. 

 

When Best Buy entered China, it thought that it would replace the Chinese business 

model, which was to a large extent focusing on price-centred competition and profit 

margins, by its more moral and advanced business model. It believed that it would 

differentiate itself by introducing new devices and allowing customers to compare 

prices in order to retain existing customers and attract new ones (Ni, 2011). 

Nevertheless, some of its online competitors were very strong, such as 360Buy.com, 

Taobao and yihaodian.com, and had a strong market presence. The tough online 

competition was a key factor for declining Best Buy sales outside of the US, company 

executives have said (The Wall Street Journal, 2014). The revenue from its international 

division dropped 8.4 per cent to USD 1.39 billion in the third quarter of 2011. Sales at 

international stores that had been open for a year dropped 3 per cent during 2011, 

driven by declines in China (The Wall Street Journal, 2014). Other retailers are also 

finding China a tough market. Europe’s Metro AG announced that it would pull out of the 

Chinese consumer electronic business.  
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Exit  

Conclusively, in 2011, Best Buy announced its choice to close all its nine stores around 

the country. It was a surprise since the firm spent three years preparing their market-

entry strategies and five years developing operations in China.  It was hoping that 

Chinese consumers would be attracted to a developed country brand that had a 

reputation for quality and fixed prices. However, the brand failed in China because its 

model did not suit the Chinese consumer. Best Buy’s inability to adapt to Chinese culture 

and respond to consumers’ demands for low-cost products at close locations meant the 

firm failed to attain the desired outcome of long-term success.  

 

In December 2014, Best Buy announced that it was selling its China division Jiangsu Five 

Star Appliance Co. to a Chinese company Zhejian Jiayuan Real Estate Group Co., exiting a 

country where the American electronics retailer had struggled for many years (Wall 

Street Journal, 2014). It decided to reorganize its global business to focus more on its 

core US operations. The Wall Street Journal reported that Best Buy could make around 

USD 300 million with the sale. “The sale of Jiangsu Five Star Appliance Co. does not 

suggest any similar action in Canada or Mexico. Instead, it allows us to focus even more 

on our North American business. We will also continue to invest in and grow our China-

based private label operations, with brand names that include Dynex, Insignia, Modal, 

Platinum and Rocketfish,” said Hubert Joly, Best Buy’s CEO (bestbuy.com, 2014).  

 

The exit was triggered for several reasons. The firm relied on self-purchased property; 

merchandises and a big sales team increased the operating costs and therefore lowered 

Best Buy’s ability to attract price-conscious consumers. The consumers thought its 

products were too expensive, which made them uncompetitive in the local market. Why 

should consumers buy a Sony DVD player or Nokia phone at Best Buy when they can pay 

less for the exact same product at a local store? Consumers are only willing to pay more 

for products they cannot get elsewhere. Apart from failing to differentiate its product 

lines, Best Buy also made the mistake of focusing on building large flagship stores, like in 

the US, rather than small, conveniently located retail outlets. China’s lack of parking 

space and ever-present traffic congestions mean that consumers often prefer to shop 

close to their homes (CNBC.com, 2011). Another setback was slow expansion due to 

China’s bureaucratic process whereby at least six months is required to open a new 
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store. This made it difficult for Best Buy to expand its business and quickly respond to 

competition from other Western firms and other Chinese electronic stores such as Gome 

and Suning, who have over 1000 stores nationwide (Ni, 2011). 

 

In order to stay competitive, Western retailers need to set their business strategies in 

place and better understand the Chinese consumer preferences. Local players have been 

very quick to adjust their focus on neighbourhood stores and stock better products. As a 

next step, international retailers in China need to localize their product selection, sales 

formats and be smarter in their location choice in order to compete with emerging local 

players.  Today, Best Buy has invested heavily in its website and has exited Europe last 

year, selling its 50 per cent interest in the Carphone Warehouse Group. In China, the 

slowing economy is presenting challenges for many MNCs. While the rivalry with local 

Chinese companies is intensifying, many companies need to rethink their strategies.  

 

4.1.1.2 Bertelsmann AG  

The German company, Bertelsmann AG, decided to close all of its 36 bookstores in 18 

cities across China in 2008.  

 

Bertelsmann AG, headquartered in Gütersloh, is an international media company. In 

terms of total sales, Bertelsmann is one of the largest media companies in the world. 

Over 55 million customer relationships and about 25 million unique visitors per month 

made the company one of the world’s leading suppliers in the publishing industry 

(bertelsmann.de, 2015). Direct Group Bertelsmann was a division of Bertelsmann AG 

that operated in 16 countries with its book clubs, music clubs, online shops, bookshops 

and publishers. The key components of its success were the book clubs with their 28 

million members. Bertelsmann introduced the book club system to China in the mid-

1990s, whereby they had eventually built up a membership of 1.5 million.  

 

Entry  

Bertelsmann entered the Chinese book club business in 1995, at a time when computers 

and online shopping were not developed and book purchases at outlets such as Xinhua 

Bookstore were very common (Yahong, 2009). The firm acquired a 40 per cent stake in 
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the Beijing 21st Century Samite Books Chain Co. Ltd and founded the Bertelsmann-21st 

Century Books Chain, with 17 outlets in Beijing. In 2004, the company revealed a plan to 

open around 200 stores by 2007; nevertheless by the time of closure the firm had less 

than 50 outlets (Anderlini and Dickie, 2008).  

 

When Bertelsmann entered the book industry in the mid-1990s, the Internet was slow. 

Yet Internet users grew from a very low number to approximately three billion in 1999, 

when dangdang.com emerged (The Economist, 2003). Firms such as Dangdang quickly 

developed and enhanced their online capabilities as consumers became more motivated 

to shop online. Unlike Bertelsmann, the firm managed to build its customer base by 

making its book club membership free and therefore diminishing Bertelsmann’s 

operations. The growth of online book sales coupled with low prices from large players 

created cost pressures on Bertelsmann. The company failed to localize a book club 

model made to suit the local demands and it failed to understand Chinese consumers’ 

behaviour with regard to book purchases (Amankwah-Amoah and Sarpong and Zhang, 

2013).  Unlike in European countries, where buying and reading books from bookstores 

has become part of a lifestyle, Chinese consumers prefer to just browse in big 

bookstores or read online catalogues, before ordering the book online at stores such as 

DangDang or Joyo (Yahong, 2009).   

 

Online bookstores were the preferred option of many consumers in China, and 

Bertelsmann never provided an adequate online channel to serve its members. This was 

a prominent reason for the traditional bookstores to close down. The bookstores’ profit 

decreased from  EUR 110 million in 2006 to EUR 10 million in 2007 (Yahong, 2009). 

Bertelsmann’s poor performance, growing competition and the cultural difference 

between the developed economy of Germany and the transitional economy of China also 

played a key role in the case of divestment.  

 

Exit  

In 2008, after years of disappointing performance and losses, Bertelsmann chose to exit 

the Chinese market. It closed down its 36 bookstores. Only six years before the closure, 

it had 1.5 million members and was the largest membership-based retailer in China 

(Yahong, 2009). Even though the bookstore division departed, other operations such as 
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the magazine publisher G+J, Sony BMG, Arvato and television unit RTL stayed and were 

very profitable.  

 

A number of internal and external factors caused the decision for the book club and 

store to leave the country. One of the major factors was the technological advancement 

of its competitors, as well as the increasing popularity in buying products from the 

Internet. Even though Bertelsmann had an online platform for selling books, it was not 

designed to attract the needs of book readers. As the president of its rivalry company 

dangdang.com stated, “The Bertelsmann book business model is not suited to Chinese 

conditions, particularly since the Internet has become a part of young Chinese 

consumers’ lives” (Amankwah-Amoah and Sarpong and Zhang, 2013).  

 

Furthermore, the book prices that Bertelsmann offered were higher than the books sold 

on other online bookstores. Members of the bookstore were required to purchase books 

each quarter in order to keep their membership status; it is questionable whether this 

was worth it, since the online store only offered a limited amount of books at high 

prices. The Bertelsmann club offered members a 10 per cent discount on purchases, 

whereas Joyo and Dangdang offered 30–50 per cent discounts (Yahong, 2009). Not only 

did the firm experience difficulties in attracting new customers but also in retaining 

existing ones.  

 

It is clear that Bertelsmann had put a lot of effort into the Chinese book market and got 

less out in return. According to Cui Juan, from Bertelsmann’s corporate communication 

team in China, its “financial affairs (are) not satisfactory, and there is a lack in scale 

efficiency” (thebookseller.com, 2008). The issue was that Bertelsmann did not fully 

understand the Chinese market before it entered; the market was much more complex 

than it had imagined, according to Li Weiei, Yunnan Xinhua Bookstore general manager. 

The Chinese market was different to what Bertelsmann was used to in Europe and the 

logistics system for precise, high-speed deliveries that the book club needed was lacking.  

 

Industry insiders believe that Bertelsmann’s biggest strategic mistake in China was its 

purchase of the Beijing 21st Century Jinxiu Bookstore franchise (thebookseller.com, 

2008). The stores had focused on the wrong products and lacked the possibility to 
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expand their assortments. Bertelsmann’s three sales channels, mail ordering from its 

book club, the online bookstore BOL and the walk-in book stores were all set up with 

different management systems, leading to inefficient overlaps, conflicts within the 

operating sales channels and wasted resources.  

 

4.1.1.3 NEC  

NEC, one of Japan’s most advanced IT communication technology providers in the world, 

exited the Chinese mobile phone market in 2006.  

 

The Japanese multinational provider offers IT services and products to governments, 

companies and individuals. In 1899, Japan’s first joint venture with foreign capital was 

established by Kunihiko Iwadare in association with the Western Electric Company from 

the US (nec.com, 2015). The aim of the company, which was expressed in a simple 

slogan “Better Products, Better Service”, was to provide customers with world-class 

products and a follow-up service. NEC’s history is marked by its constant innovation for 

more than 100 years, and it is known for its technology and research development, 

managerial innovation, improvements in personnel systems and environmental 

projects.  

 

Entry 

The company began its entry into China in 1972, providing the Chinese government 

with services and supplying the country with telecommunication systems, computers 

and electronic devices. In 1996, NEC’s cumulative orders from China amounted to JPY 

419 billion (nec.co.jp, 1996). NEC began doing direct investment in China in 1989; since 

then it had already established 10 joint venture companies in China. It manufactured a 

full range of high-technology products locally, including public switching systems, fibre 

optic transmission systems, microwave communication systems, PBX, mobile phones 

and pagers, personal computers and software.  In 1996, NEC’s total investment was 

about JPY 53 billion and the company employed 2,300 staff (nec.co.jp, 1996). At that 

point in time, the investment ranked among the largest Japanese companies doing 

business in China.  
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Exit 

By the end of 2006, NEC announced that it would quit the cell phone market in China. 

NEC withdrew from the market as part of a global restructuring programme. Between 

April and September 2006, NEC’s PC and handset departments lost JPY 41 billion, 

compared to a loss of 16.9 billion during the same period the previous year (Haynes, 

2014). The losses in these departments were the major contributors to NEC’s total 

corporate loss of JPY 7.4 billion from April to September 2006, an increase of 400 per 

cent on the same period in 2005 (JPY 1.5 billion loss). NEC China was a major 

contributor to the losses of NEC’s handset division. 

 

There are many explanations why NEC cell phones failed to gain a foothold in China. The 

company rarely launched new products, while many other companies released different 

kinds of new cell phones for Chinese consumers more frequently. Inability to attract and 

retain new users through incapability to design new phones contributed to its exit. 

Furthermore, Chinese consumers were hesitant about buying Japanese products, due to 

the anti-Japanese emotions that were still there from historic events many years ago 

that still caused tension between both cultures. It was therefore challenging for NEC to 

change the attitude of Chinese consumers towards Japanese brands and products. After 

years of increasing losses, NEC redefined its operations by closing the division in China 

and selling weak performing units.  

 

Additionally, reliance on the Japanese management team and Japanese management 

practices was very prominent in China. The absolute control from headquarters in Japan 

meant that the firm was not able to react in time to the quick market changes in China. 

NEC had also overinvested in R&D and underinvested in sales and marketing. The brand 

was unable to establish a strong brand image and could not compete with other top 

players such Motorola, Nokia and other competitive Korean brands.  

 

The too narrow focus on high-end mobile phones was another setback. These mobile 

phones outpriced many Chinese consumers and therefore performed critically. The 

high-end market is relatively small outside of the large cities such as Shanghai and 

Beijing and with NEC’s poor marketing and lack of a strong brand image, its sales 
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channels were underdeveloped which made it difficult for NEC to reach a top-level 

status.  

 

By 2011, NEC sold 70 per cent of its LCD-panel production division to a Chinese firm 

called AVIC (The Economist, 2011). This action allowed the firm to reorganize its 

opportunities in other fast-growing markets, a trend that is very common in the 

technology sector.  

 

4.1.1. 4 Cross-Case Analyses  

This section looks into a theoretical understanding of the cases in order to fully 

understand MNCs’ concerns in China and their decision to exit. Dunning’s OLI 

framework and the contingency theory are applied to explain the issues in each case. 

The cases illustrate that both internal and external factors caused MNCs to exit.  

Generally, the exit is mainly attributed to an inability to coordinate management styles, 

deal with local competition and use effective strategies. The Best Buy and Bertelsmann 

exits illustrate their inability to see opportunities offered by the Internet, leading to a 

declining customer base since customers were not attracted to their product offerings.  

The analysis of NEC indicates its incapability to introduce innovative and pioneering 

products, which prevented it from becoming a leader within its sector. Furthermore, in 

the case of Best Buy, mostly the managers claimed to have the right home-style 

management and were hesitant to adapt new strategies in order to respond to China’s 

consumers, which in the end was a major setback.  

 

More specifically, Best Buy and Bertelsmann show a lot of similarities: they were driven 

to divestment through their inability to respond to price-conscious consumers, they 

ignored large parts of the online market and experienced large competition within their 

industries. There was a misfit between the source of the competitive advantage of Best 

Buy and Bertelsmann and its application to China.  

 

Dunning’s OLI framework explains the reasons they failed in China as the theory 

highlights the importance of the competitive advantage. The theory states that 

Ownership, Location and Internalization advantage are needed in order to do business 
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abroad. Best Buy’s biggest Ownership advantages in the US have been its pricing and its 

trademark as well at its choice of store locations (Plastow, 2012). Best Buy believed it 

could use these Ownership advantages in China but was surprised by the high 

competition and the dissimilar consumer demands. The ‘cheap’ pricing in the US was not 

comparable to some of the low prices of electronics sold online in China, therefore not 

attracting enough customers since Best Buy’s prices for Chinese consumers were too 

high. Even though the brand is very known and enjoys a strong brand image in US, the 

choice of locating the stores on the outskirts of the major cities of China was a major 

setback. Chinese consumers, who tend to live in big cities, prefer to shop within walking 

distance as most don’t own a car and traffic congestions are extreme, which is one of the 

reasons Best Buy was not attracting enough customers in order to survive. Best Buy’s 

managers simply failed to use new strategies to adapt to the market in order to be 

profitable in China. Likewise, Bertelsmann was certain that its Ownership advantage of 

providing book clubs and bookshops was a special service that would be appreciated by 

Chinese consumers. However it achieved the exact opposite with its business model; in 

recent years, the Chinese began to shop books online, and demand for Bertelsmann 

stores and clubs began to decline drastically. Both Best Buy and Bertelsmann failed to 

use their Ownership advantages wisely in China.  

 

By Location-specific advantages, Dunning means the advantages that arise from utilizing 

resource endowments or assets that are tied to a particular foreign location and that a 

firm finds valuable to combine with its own unique assets such as technological, 

marketing or management capabilities (Hill, 2011). Companies will produce or sell in 

other countries when there are paybacks associated with combining transferable 

products and those produced in the investing country with some fixed factors created in 

the foreign country such as low salaries, huge markets, infrastructure, etc. China is a 

country that attracts a lot of companies due to its large market, cheap labour and high 

demand in goods. Nevertheless, Best Buy and Bertelsmann were blinded by the 

country’s economic performance and therefore failed to consider other factors, such as 

consumer preferences. Both of their business models were simply not suited for China’s 

Location advantages, but were, instead, particularly suited for their home countries’ 

markets. They failed to combine their own unique assets with China’s resource 

endowments and assets. Furthermore, China’s constant political, economic and social 
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transformation continuously modifies Location advantages, and Best Buy’s managers 

believed its business model could be applied to China without having to adapt to 

country-specific practices and transformations. For instance, when China’s economy 

advanced, consumers started to shop less in large retail stores and preferred to shop 

online. This illustrates that as the old Location advantages diminish, new advantages 

show up. Best Buy simply failed to consider these new advantages and was strategically 

incompetent to adapt.  

 

Dunning also argues that an Internalization advantage exists when a firm believes that 

its Ownership advantages are best exploited internally rather than sold directly through 

spot markets or offered to other firms through licensing or joint ventures (Batalla, 

2012). Firms may organize the creation and exploitation of their core competencies, and 

the more superior the benefits of internalizing cross-border product markets, the more 

likely it is that a firm will prefer to engage in overseas production rather than license the 

right to do so. Best Buy decided to exploit its core competency in China by acquiring the 

local chain Jiangsu Five Star Appliance Co. and opening wholly owned subsidiaries. It 

believed that its Ownership advantages were valuable and best used internally rather 

than to export its products or enter via joint venture. The Internalization advantage was 

misjudged, since Best Buy would probably have been more successful if it had entered 

China through a joint venture, in order to gain valuable knowledge on consumer trends 

and know-how. Bertelsmann also entered China via wholly owned subsidiaries, which 

according to Dunning is the right entry mode. However, Bertelsmann failed to properly 

exploit its Ownership advantages and could have performed better if it had entered via a 

Chinese partnership. In short, both Best Buy and Bertelsmann were lacking in 

knowledge on country-specific traits such as the different needs and preferences of the 

Chinese market and this made both companies fail to exploit the Internalization 

advantage. 

 

The contingency theory is applicable to both cases and indicates additional challenges. 

The theory states that there is no single best way to organize an MNC and that the best 

way depends on the specific nature of the environment to which the organization must 

relate (Forsgren, 2008). Best Buy’s and Bertelsmann AG’s inability to identify and 

respond to the changing trend of online shopping was a key factor leading to its exit. The 
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fast growth of rival firms such as Taobao, dongdong.com and technological 

developments combined with the Chinese consumers’ reluctance to purchase electronics 

at large retail stores or to read books from bookstores were also major factors that led 

to divestment. Drastic changes in the environment may cause new competitive players 

as well as those already in the market to lose their competitiveness. Seen in both cases, 

the main reason that both failed to relate to the environment was the control from home 

country headquarters. Both MNCs wanted to maintain the traditional and personal way 

of doing business, which in fact was preventing both to react to the growing Internet 

trend and advancements in technology.  

 

In order to survive among competitors, Best Buy and Bertelsmann should have 

attempted to manage a satisfactory balance between the local environment and the 

official organization. Since design is crucial to contingency theory; someone in the firm 

must have the ability to design and attempt to manage the organization abroad. In both 

cases, headquarters should have been able to provide a structure for the firms in China. 

The information-processing view helps explain the MNCs’ challenges regarding 

organizational design. It stresses the fact that information is required for efficient 

decision-making and that the collection, distribution and evaluation of information 

about markets, competitors and products are essential for a company. The more 

complex the MNC’s environment is, the greater the amount of information to be 

collected, distributed and evaluated. At some point there is information overload, and 

top management must find a way to solve this problem. They must find a way to balance 

between centralization and decentralization. Best Buy and Bertelsmann should have 

loosened headquarter control in order to manage the information they had about the 

market.  

 

Both firms changed strategy by entering China, which implied that they were confronted 

with new elements in the environment. Failing to change the way they handled the new 

situation presented a threat to the survival of the firms. The contingency theory tells us 

how this change should be carried out: by adapting the formal organization to the new 

situation. It assumes that a change in the environment leads to a change in the firm’s 

strategy and creates tension. A change in strategy would have compelled Best Buy and 
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Bertelsmann to adapt its organization to the new situation in order to survive in a world 

of competition.  

 

NEC’s exit was driven by limited product innovation to attract new customers, over- 

confidence in its product range and Japanese management style as well as the anti-

Japanese sentiments in China. The contingency theory explains NEC’s problems in more 

detail and provides understanding on the reason for its failure in China. First of all, NEC 

lacked innovation: it was unable to adapt to the environment in order to meet Chinese 

needs. The differentiated networking approach is applicable. For instance, different 

stages of the internationalization process require different types of organization 

structure. As long as the number of products promoted abroad and the proportion of 

sales abroad are sufficient, having a separate division that is responsible for 

international affairs is appropriate. When the firm grows in terms of the number of 

products it offers or the number of countries involved, it is advisable to implement a 

structure with a global division or divisions corresponding to geographical areas. NEC 

already has a large number of products but no real global management: instead NEC’s 

absolute control from its headquarters in Japan prevented it from quickly reacting to 

China’s market changes and transformations. In contingency theory, control and 

autonomy play a large role. Additionally, if subsidiaries in China had enough autonomy, 

this would allow them to create local relationships. And if NEC in China had this 

autonomy, the anti-Japanese sentiment would have been reduced since the Japanese 

firm is so embedded that consumers forget the firm’s origin and perceive it to be 

Chinese. Local embeddedness allows product differentiation and localization, and  

NEC would have been able to overcome its deficiency in terms of innovation through 

this.  

 

Therefore, in order for NEC to be successful, adaption between the environment and 

organization would have had to have been carried out at the subsidiary level (Forgren, 

2008). If, for instance, the subsidiary’s environment, as in the case of China, is more 

complex than the environment of other subsidiaries, then the decision-making should be 

carried out by the subsidiary in China rather than by headquarters in Japan. Treating the 

subsidiaries differently is adopting an approach that looks at the shared values between 

the subsidiary and headquarters, such as common goals and interests. These ensure that 



 46 

everyone is motivated to focus on the interests of the firm as a whole. If NEC were to 

have adapted better to the external environment, it probably would not have had to exit 

the market.  

 

4.1.2 Case-Based Analysis on Insights of Keeping Market Presence in China  

The recent analysis has demonstrated that some MNCs fail to change strategies in order 

to adapt to the Chinese market and decide to exit the market to prevent further profit 

loss. This section sets the focus on the analysis of three other cases: MNCs that try to 

adapt to China’s transformation by switching strategy in order to survive and keep a 

market presence in China. Even though these MNCs experience challenges whilst trying 

to find the right way of doing business in China, they overcome these challenges and 

manage to stay in the market. As concrete examples, the cases of Intel, Danone and 

Mitsubishi Electronics are examined, introducing the MNCs, explaining their entry to 

China and going on to analyze the ways they have applied strategic change.  Cross-case 

analysis provides theoretical understanding of the change in strategy of these MNCs and 

their success in adapting to China’s transformation.   

 

Strategic change is a restructuring of an organization’s business or marketing plan, 

which is performed to realize a significant objective. For example, a strategic change 

might include a shift in a corporation target market, mission or organizational structure. 

For global companies, ignoring China is not an option; they must adapt their strategies 

to the country’s increasing competition, changing markets and the shift of government 

priorities.  

 

4.1.2.1 Intel 

In 1968, Bob Noyce and Gordon Moore founded Intel in the US (intel.com, 2014). They 

left Fairchild Semiconductor and incorporated a new venture under the name of NM 

Electronics. Later in the year, they bought the rights to use the Intel name from a 

company called Intelco. In 1996, Intel released the world’s first Metal Oxide Semi-

Conductor (MOS), Static Ram and the Static Access Memory (SRAM) chip. A year later, 

they invented the world’s first single chip microprocessor (inventors.about.com, 2014).  
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Intel is a global company with 80 per cent of its business outside of the US (Menipaz, 

2011). It relies on international operations, logistics, distributions and qualified 

products and exploits a global supply chain. Its regional headquarters are based all 

around the world, and its corporate strategy focuses on differentiation and using 

economies of scale and learning curve effects. The company relies to a great extent on 

the global supply chain, moving raw materials and semi-processed products from one 

location to another to perform its manufacturing tasks (Menipaz, 2011). In recent years, 

Intel has been becoming even more global and revenues have been starting to come 

from other regions other than the US.  

 

Entry  

Intel’s first entry into China was in 1998, when it opened the Intel China Research 

Centre (ICRC) in Beijing. This was the company’s first established research lab in the 

Asia-Pacific region (Chakraborty, 2013). Back then, it set the focus on advanced 

technology research, one of these being the communication technology labs and the 

other microprocessors technology labs. Today, the research activities in ICRC have 

extended to all three corporate long-term research areas: microprocessor technology, 

communications technology and systems technology. R&D has always been a very 

important part of Intel’s business: it also sponsors advanced research in Chinese 

universities. 

 

In 2010, Intel finally opened the first chip manufactory in China, which was already 

announced in 2007 (Nystedt, 2010). The project was a large commitment by Intel, since 

they were concerned with intellectual property and national defence. The US 

government had to first give approval due to defence policies that prevent advanced 

technologies from reaching countries that might use them in weapon making. It was 

Intel’s first new factory site since 1992; these sites are difficult to open because chip 

factories require a lot of utilities and support in order to ensure their productivity. The 

new factory in China helped deliver Intel’s vision to contribute to sustainable growth in 

China while giving it better proximity for serving its clients in Asia.  

 

Today, Intel operates in China with labs and research centres, sales and marketing 

offices in Beijing, assembly testing facilities in Chengdu, the factory in Dalian and three 
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facilities in Shanghai including manufacturing, labs, software development and sales and 

marketing. Last but not least, Intel’s sales and marketing office in the Shenzhen Special 

Economic Zone provides support (intel.com, 2014).   

 

China is the world’s largest manufacturer and accounts for a fifth of global 

manufacturing. China’s factories have produced so much and sold so cheaply that this 

has managed to reduce inflation in the country. Nevertheless times have changed, costs 

are soaring and Chinese wages have been affecting global manufacturing, seen in the 

case of Intel.  

 

Strategic Change  

Not only has Intel been successful in opening numerous subsidiaries in China, but it has 

also been able to anticipate problems. As China changes and is becoming more 

expensive, companies have been forced to adopt new strategies in terms of looking for 

other countries specialized in manufacturing. The “China +1” strategy has moved to the 

top of the list of strategies, with Intel pursuing the idea. In June 2010, Intel decided to 

open up another plant outside of China, in Vietnams largest city Ho Chi Minh City, to test 

the waters and reduce the risk of rising costs in China. The one-billion-dollar plant in Ho 

Chi Minh City is a test and assembly plant that has started production on mobile chipsets 

used in laptops and mobile devices. The “China +1” strategy is being conducted in 

Vietnam, as it is becoming the new place for manufacturing.  Because the Chinese 

government is worried about dependence on foreign capital, they are encouraging local 

investment and consumer spending. The Vietnamese government, on the other hand, 

welcomes foreign investment, attracting MNCs more and more.  

 

Manufacturing outside of China has become a major trend. The trend is driven by many 

factors, including higher labour costs and rising wages, particularly in the coastal 

regions of China. Underlying the increasing labour costs are two factors shifts in 

government strategies and changes in population. China’s government wants to shift 

towards a consumption-oriented economy; therefore wages in many regions are 

constantly being raised by the local governments. As China’s population is becoming 

older, workers are becoming scarce and the ones left are demanding a higher salary. 

Beyond the need for lower production costs, MNCs are driven by risk diversification and 
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the knowledge that there are other markets outside of China. It is important to have a 

geographically diverse supply base for MNCs to access markets in other countries and 

protect themselves from various risks (Russell, 2015).  

 

Nevertheless, Intel decided not to completely exit China but only to adapt the “China +1” 

strategy because China still has many advantages associated with it. Even though 

Vietnam is a great deal cheaper, to some extent it lacks reliable suppliers and services. 

GE also opened a new plant in Vietnam to make wind turbines. As John Rice, GE’s vice 

chairman stated, the labour costs are often 30 per cent lower in countries other than 

China, but this is typically more than offset by other problems, especially the lack of a 

reliable supply chain (economist.com, 2012). He stated that, except in the commodity 

business, competence will always trump cost. Additionally, as wages are rising, 

productivity is too. Chinese workers are also paid more because they are producing 

more. China’s labour pool is very large and can respond immediately to sudden 

customer demands; workers can be put on the assembly line even at midnight. China’s 

supply chain is sophisticated, and the unreliability or unavailability of many 

mechanisms could make it uneconomic to manufacture things elsewhere.  

 

For much of the past 30 years, manufacturing investment has been the driving force 

behind the FDI landscape in China (KPMG, 3013). But, today, China’s government has 

shifted its focus towards R&D, with strong support from the 12th Five-Year Plan and 

underpinning that corporations have to increase innovation to succeed in the 

competitive market. In the case of Intel, it is evident that the company has already early 

on opened R&D labs in China and is continuing to set the focus on innovation. Already in 

2005, Intel decided to open another R&D centre in Shanghai’s Zizhu Science Park 

(intel.com, 2014). It was part of the company’s ongoing effort to increase the growing 

group of technical talents in China and to improve local R&D competencies and deliver 

adapted platforms and solutions for markets across Asia Pacific and the world.  

 

Even though Intel is keeping its presence in China, especially by switching priorities to a 

focus on R&D, its strategy to open a new factory in Vietnam is a valuable step. This 

change in strategy only strengthens the company’s security and global presence in the 

long run. If China reached its full manufacturing potential, Intel would be able to move 
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all of its production facilities to Vietnam, without having to risk entry into a new country 

suddenly, without having prior experience in it. Consequently, the challenge to 

overcome rising costs in China has been solved by Intel, and strategy has been used 

wisely.  

 

4.1.2.2 Danone 

The French food and beverage company has been successful in China in many different 

ways and has earned the respect of many Chinese. It successfully introduced yogurt to 

Chinese consumers, and a generation of younger Chinese grew up with the Danone 

brands. Danone’s business model is about ‘accelerated growth’ (Hamilton and Zhang, 

2012).  It had a great deal of success in business growth by acquiring companies or 

forming joint ventures in emerging markets, such as China.  

 

Danone was formed in 1966, by the merger of two French glass manufacturers, Glaces de 

Boussois and Souchon-Neuvesel (Hamilton and Zhang, 2012). In 1973, it merged with 

Gervais Danone, thereby creating that largest food company in France and enabling it to 

compete internationally. The company set its focus on food by divesting in glass 

activities and acquiring Spanish and Italian companies that produced pasta, fresh foods 

and ready meals. For three decades, the company doubled sales every ten years by 

adopting a brand-focused strategy combined with decentralized operations and stable 

acquisitions in the food industry (Hamilton and Zhang, 2012). It started purchasing 

companies in Europe, moved to the US and later to the rest of the world including China.  

 

Entry  

The first launch of the Guangzhou Danone Yogurt Company in China was in 1987. Its 

strategy was to focus on decentralization and protection of the autonomy of local 

management. With this, Danone believed that its local management could more easily 

respond to consumers’ preferences and develop diverse products in different markets 

and deliver these in a shorter time compared to its rivals.  

 

Following the approach Danone used in other emerging markets, it acquired or formed 

joint ventures with major players in China that focused on dairy, food and beverage 
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industries. Specifically, in 1992 and 1994, Danone set up two joint ventures with Bright 

Dairy, in 1996 a joint venture with Wahaha and, in 2000, it acquired 92 per cent of 

Wahaha’s closest competitor, the bottled water manufacturer Robust (Hamilton and 

Zhang, 2012). Over the past 20 years, its investment in China has reached about USD 

600 million, mainly acquiring large and leading Chinese companies. In 2006, Danone 

announced its 49 per cent joint venture with China Mengnui Dairy Company Limited, the 

primary dairy company in China and direct competitor of Bright Dairy. The market in 

China was extremely important to Danone’s growth; by 2006, its revenue in China 

equalled USD 1.97 billion (Hamilton and Zhang, 2012).  

 

Danone was demonstrating significant success and strength with its acquisitions and 

joint ventures in China, but managing all these strong partners was sometimes difficult. 

The Danone-Wahaha joint venture illustrates a valuable lesson.  

 

Strategic Change 

The joint venture between Danone and Wahaha was basically a restructure of Wahaha’s 

joint venture with its Korean partner, Hyonong (Hamilton and Zhang, 2012). Wahaha 

put the major part of its beverage business into the partnership and shared all its 

knowledge, intellectual property and trading secrets. Danone and Peregrine invested 

USD 45 million as a first payment, shortly followed by USD 26.2 million (Hamilton and 

Zhang, 2012). Subsequently, Wahaha was able to invest in advanced technologies to 

bring Western production lines into China. After nine years of partnership, public 

disputes between both partners led to lawsuits that concluded in Wahaha buying out 

Danone’s interests in the joint venture. The way the disputes were handled was a long 

process that teaches valuable lessons. When Danone publicly accused Wahaha of 

illegally selling Wahaha-branded products by using distributors outside of the selected 

ones, the partnership turned sour (Kwok, 2009). The dispute became worse when 

Danone filed a lawsuit against two companies linked to Wahaha, arguing that they had 

cheated Danone out of USD 100 million in lost business. Danone also accused Wahaha of 

breaking the contract, which stated that Wahaha would supply its trademark for 

Danone’s products. Therefore, Danone filed for arbitration to resolve the trademark 

disagreement. In May 2008, the Chinese Hangzhou Intermediate People’s Court rejected 

Danone’s appeal and ruled in favour of Wahaha. In order to resolve the long-standing 
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dispute, Danone decided to withdraw its interests from the Chinese beverage producer 

Wahaha and sold its entire interest in the joint venture back to Wahaha.  

 

When forming a joint venture in China, it is important to be clear and explicit about the 

control and ownership the Chinese side has. Most Chinese managers see the company as 

theirs and are not very sensitive to issues that arise from ownership interest. 

Additionally, Wahaha expressed concern about the level of technical support that it had 

agreed on with Danone. According to Wahaha, Danone had not adhered to the technical 

agreement, and therefore the joint venture had not helped to improve the brand. 

Danone wanted to enter the Chinese market and learn about its culture without having 

to transfer technology. Furthermore, a 51 per cent interest in a joint venture is not 

efficient to have effective control, as in the 51/49 structures the foreign firm in China is 

operating against a very strong cultural bias against such structures. It is also important 

for the foreign company to actively be present in supervision and in the daily 

management meetings of the joint venture.  

 

As soon as Danone and Wahaha ended their partnership, Danone set the focus on other 

areas. The acquisition of Dumex and Nutricia in 2007, for instance, created the 

opportunity for Danone to include baby nutrition and medical nutrition as part of their 

assortment. Today, Dumex is the market leader in China. The relaunch of Activia in 2009 

was also an important event for Danone in China (danone.com, 2014). By 2012, over 50 

per cent of Danone’s sales were generated in emerging countries. In 1996, they had nine 

business lines, including fresh dairy products, waters, biscuits, sauces, pastas, cheeses, 

ready-to-eat meals, glass and beer worth USD 14 billion. By 2012, Danone decided to 

focus on just four business lines, fresh dairy products, waters, baby nutrition and 

medical nutrition, which were worth USD 21 billion.  

 

This case clearly illustrates that MNCs like to enter a country using acquisitions or joint 

ventures. Through joint ventures, they gain access to the local partner’s knowledge and 

share development costs and risks. The disadvantages can be a lack of control over 

technology and/or the inability to engage in global strategic coordination. With 

acquisitions, the advantages are that there is protection of technology, and the ability to 

engage in global strategic coordination also exists; simultaneously companies who have 



 53 

made acquisitions have the ability to realize location and experience economies. The 

only disadvantages of such a strategy are the high costs and risks, which are associated.  

Joint ventures are a wise strategy but, as seen in the case of Danone, need to be planned 

well, especially when cultures are so different. Due to disputes, Danone ended the 

partnership and continued Chinese expansion with a focus on narrow product lines as 

well as an increased focus on acquisitions. Additionally, Danone is setting more focus on 

trying to adapt to Chinese preferences, such as producing flavoured vitamin water and 

modified dairy products to fit Chinese tastes.  

 

The main challenge was to overcome the dispute with the Chinese joint venture, but 

Danone accomplished this very well. It has learned from its mistakes and was able to 

change its strategic focus to four product lines and has planned many new acquisitions. 

China’s transformation is keeping Danone busy, trying to adapt to consumer trends.  

 

4.1.2.3 Mitsubishi Electronic Corporation  

Mitsubishi Corporation is a Japanese global integrated business that was founded by 

Yataro Iwasaki in the 1860s. The company develops and operates businesses across 

every industry including finance, energy, metals, machinery, chemicals, living essentials 

and environmental business (mitsubishicorp.com, 2015). Its diverse business ranges 

from investment in retail business to natural resources development, infrastructure, 

manufacturing of industrial goods and financial products. Today, it has more than 200 

offices and subsidiaries in approximately 90 countries around the world and has a 

network of over 600 group companies. Mitsubishi Corporation employs over 65,000 

people worldwide (mitsubishicorp.com, 2015).  

 

Mitsubishi Electronics, however, is an independent company with operations in 34 

countries. It is involved in the manufacturing, marketing and sale of electronic products. 

Mitsubishi Electronics was founded in 1921 and soon after become a favoured supplier 

of small and large electrical devices (mitsubishielectic.com, 2014). It started entering the 

foreign market in the 1950s, when it moved its first power substation to India. The 

international expansion and product innovation continued in the 1960s and 1970s. In 

electronics, the Japanese gained a reputation for good quality due to assistance provided 
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by the Japanese Ministry of International Trade and Industry; it coordinated 

technological developments and protected key markets.  

 

The company’s corporate statement is “Changes for the Better” meaning that Mitsubishi 

is always seeking something better and making changes accordingly 

(mitsubihsielectonic.com, 2014). Here, Mitsubishi is expressing commitment to enhance 

the quality of life in society and strive to make positive changes in the range of its 

business, services and products. The increase in the quality of its products led to rising 

demand overseas. In 1972 and 1973, it opened companies in Great Britain, the US, 

Argentina, Brazil and Australia.  

 

Entry  

Mitsubishi strategically planned to be one of the first movers into China in 1999. 

Mitsubishi Electronics made three choices with regard to their entry mode by setting up 

wholly owned foreign subsidiaries, cooperative joint ventures and equity joint ventures. 

The company is specialized in technology and R&D and therefore finds it important to 

have technological secrets in order to keep a competitive advantage. It was a great 

investment risk for the company to enter China, which is why it focused more on 

cooperative joint ventures. This type of venture began in mid-1999 with Vanguard 

International Semiconductor, a China-based semiconductor manufacturer (Luo, 2001). 

Mitsubishi hoped to increase its competitiveness by using advanced process technology 

to secure a large-scale production capacity in China and wanted to increase its flexibility 

in responding to the supply demands of its product customers in Asia.  

 

Entering China, however, was challenging. At that point in time, Chinese law stated that 

when a wholly foreign-owned enterprise entered China, it had to meet at least one of the 

following requirements: it would provide China with advanced technology and 

equipment or its products had to be export oriented. For this reason, Mitsubishi 

Electronics was sceptical of entering as a wholly owned subsidiary (Luo, 2001). One of 

the major challenges that Mitsubishi had to face in China was Human Resource 

Management (HRM) policy in joint ventures since, in some cases, HRM has to fit local 

conditions. Mitsubishi’s HRM philosophy consisted of 13 characteristics and, of these 

characteristics, only two could be transferred unchanged.  
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Strategic Change  

However, Mitsubishi has enjoyed a great deal of success with its joint ventures in China. 

It was able to establish an international strategy that functioned all around the globe, 

and it will continue to work in China. Establishing relationships with its partners is the 

basis of its tactic and will continue to work in the future. The stronger the relationship 

with its partners is, the more international opportunities will be created for Mitsubishi. 

In May 2013, Mitsubishi Corporation as a whole announced its new strategic direction 

towards sustainable growth. In formulating their new business strategy, they looked at 

the current structure of the company and set targets according to the nature of each 

business. They formulated an approach that mainly seeks to capture growth in Asia 

(mitsubishicorp.com, 2015).  For instance, in China where demand for food is rising, 

Mitsubishi is a shareholder in a meat business and made an agreement with them to 

supply five million tons of soybeans a year and are seeking to expand business in 

processed grain products in China (mitsubishicorp.com, 2015).  

 

Furthermore, Mitsubishi Electronic Corporation recently started its focus on opening 

Greenfield wholly owned subsidiaries for manufacturing elevators. This is seen as one 

result of a learning process Mitsubishi went through regarding their previous 

investments. They were able to develop knowledge and understand the local conditions 

and how to do business in China. Consequently, in August 2014, Mitsubishi announced 

its first two new elevator plants in China. It has already begun production with its third 

factory and will be opening the fourth by July 2015, as its plan is to double annual 

production capacity to 20,000 units (mitsubishielectric.com, 2015). China has the 

world’s largest market for elevators and escalators, with an annual demand higher than 

500,000 units, accounting for more than 60 per cent of the global demand 

(mitsubishielectric.com, 2015). Since elevator demand is high in China, the additional 

factories will allow them to respond to the rising demand for elevators and escalators, as 

well as setting the focus on improving facilities for testing, engineering and 

development. The company is increasing its product development speed to be able to 

respond to changes in Chinese local needs.  
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Mitsubishi is constantly acclimatizing to the Chinese market by changing strategies. As 

soon as the demand for elevators rose, Mitsubishi agreed to open new factories and 

allow production on site. Even though it has faced problems with entering China and is a 

Japanese company, it successfully gained a well-established reputation among Chinese 

consumers due to its product quality, innovation and strong relationships. 

 

4.1.2.4 Cross-Case Analysis 

This section will use theories to understand the success of MNCs’ strategic changes to 

adapt to China’s transformation and customers’ needs. Dunning’s OLI framework and 

the contingency theory are applied to justify achievements each MNC made. Since all 

three cases have demonstrated similar strategic realizations, a cross-case analysis can 

be made.  

 

The contingency theory demonstrates that Intel is a designing multinational that 

interplays with its surrounding environment (Forsgren, 2008). Attaining high 

performance requires a fit between the environment and strategy. With its headquarters 

in different regions, the emphasis lies on decentralization of decisions, creating 

flexibility and responding to consumers’ requirements. Intel is adapting to the Chinese 

culture by adjusting to the rising number of R&D investments and applying the “China 

+1” strategy for manufacturing chips. Opening another plant outside of China has given 

Intel security and allowed it to test production at a nearby location. It is a learning 

process that anticipates future problems.  

 

The OLI framework also applies in this case, since firm-specific advantages are 

important for facilitating the dimension of global integration. Intel’s Ownership 

advantage reflected in its proprietary technology for producing computer processor 

chips, its distribution network for getting chips to its customer base and its focus on 

R&D explains why the company is performing so well in China (Dunning, 2003). The 

customer relationships that Intel maintains are even more important than its 

distribution networks in terms of generating a competitive advantage. Intel is also fully 

able to profit from the Location advantage in China. The country is filled with 

knowledgeable labour, which Intel is able to profit from with regard to its R&D labs and 
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manufacturing sites in China. The chip plant in Vietnam potentially gives Intel a 

competitive advantage over its rivals by pushing production costs down, and its setting 

into operation was a strategic move anticipating problems that may arise in the long 

run. Moreover, the Internalization advantage of producing the chips itself explains why 

Intel decided not to enter China and Vietnam via joint venture but, instead, via wholly 

owned subsidiaries. The ability to produce computer processor chips proficiently, with a 

high degree of control and quality as well as its innovation success in producing new 

chips explains its strategic success in China. Intel would not have been able to realize 

these advantages without having been in charge of production.  

 

Barlett and Ghoshal (1989) suggest that companies’ foreign operations can be divided 

into two models, one being the multinational organization seen as an independent 

business that adapts to the different national conditions and the other being the 

international organization, where headquarters have stricter control and subsidiaries 

are seen as add-ons, often seen in industries that require economies of scale. Looking at 

the Danone case, it clear that this is a case of a multinational organization adapting to 

the different national conditions in China. The contingency theory applies here, as the 

organization has strong coordination between its headquarters and local subsidiaries, 

with the goal of creating localized appeal. It is adapting to the Chinese environment by 

controlling product specifications and applying brand protection as well as a high 

degree of local product modification to cater for the Chinese market by adding local 

elements to its global strategy. For instance, Danone changed its product base to less 

lactose-based yogurts, because the Chinese are lactose intolerant. Not only was it able to 

adapt to customer preferences, but also to cultural and national trends. The reason it 

was able to do so was largely because of the partnerships that were going well. Without 

building strong relationships, Danone would not have been able to learn from the 

Chinese context.  

 

Danone’s specific competitive advantages play a key role in facilitating the dimensions of 

global integration and local responsiveness. The company’s vision is a strong 

competitive advantage. As the CEO stated, "Our future depends on our ability to explore 

and invent new business models and new types of businesses. My vision for Danone: a 

business that creates economic value by creating social value." (Kruglianskas, 2013). 
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Over the past years, Danone was able to reshape its assets by selling profitable 

companies that manufactured biscuits and beer and, instead, acquiring baby and 

medical nutrition manufacturers as well as focusing on R&D for healthy products. This 

change allowed Danone to focus more on its strategy of sustainability. Specifically, it 

focuses on five key areas: people, health, innovation, Danone for all and nature 

(Kruglianskas, 2013). Its organizational strategy is to decentralize, accepting the fact 

that operations need to be managed differently in different locations and that 

subsidiaries need to develop distinctive solutions based on political, economic, social 

and cultural differences.  

 

Lastly, taking a look at Mitsubishi, the contingency theory proves that it has been 

successfully transferring strategies in order to acclimatize to the Chinese environment. 

It is flexible and strives to be consumer responsive. For instance, it produces a highly 

diverse range of electronic goods that possess a high degree of local modification 

towards the Chinese market in order to meet customer needs. The company also 

adapted to government priorities by adjusting its strategies, such as first entering via 

joint ventures as opposed to wholly owned subsidiaries. Recently, Mitsubishi however 

started to focus on building its own subsidiaries via green ventures and has been able to 

invest in the country on its own.  

 

The Chinese market is more complex than many MNCs realize. Market expansion is 

accompanied by a great deal of competition, as well as rises and falls in the market share 

for both established and innovative products. Even though China’s markets are open to 

global products, they are extremely local, embedded in traditional tastes and significant 

variation between the regions. Yet Mitsubishi was able to successfully overcome these 

challenges. The eclectic paradigm indicates that specific advantages influenced 

Mitsubishi’s expansion to China. Its Ownership advantages are the company’s growth 

strategies such as promoting environment-related business strategies, expanding 

business activities in China, strengthening the social infrastructure, systems business 

and developing solutions business by technological expertise (mitsubishielectric.com, 

2014). Without its focus on enhancing the quality of life in society and striving to make 

positive changes in its business, services and products, Mitsubishi would not have been 

able to do business in China. Its Location advantage in China has made production 
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facilities appealing, due to knowledgeable labour and the infrastructure. Lastly, even 

though Mitsubishi created corporations via joint ventures, it has recently focused on 

wholly owned subsidiaries in China, where the Internalization advantage signifies the 

MNC’s right direction and achievements.  

 

 4.2 Conclusion on Micro-Level Analysis  

Each case provides an organization learning perspective that underlines factors such as 

uncertainty, cultural differences and consumer demands. In order to be successful, 

MNCs learn from their mistakes and adapt strategies. Intel, for instance, learning from 

the country’s transformations, is preparing for an exit in manufacturing and increasing 

R&D investments. The cases of Danone and Mitsubishi magnify how important a role 

partnerships played when they entered the country. Specifically, the joint venture that, 

to some extent, failed between Wahaha and Danone was a valuable lesson for other 

partnerships and illustrates that some joint ventures can indeed become problematic. 

Each case illustrates a different way of learning how to survive in an environment that is 

so culturally distant as China.  

 

5. Discussion and Implications 

First of all, while the previous analysis of the cases has led to answers regarding the 

second and third sub-research question, Section 5.1 will tie these results to the 

overreaching research question of how political, economic, and social transformation in 

China challenges the market for MNCs and to what extent it affects the strategic focus of 

MNCs. Secondly, this section requires discussing why both country and case analysis are 

important for the summary of results. Following the discussion, an implication section is 

included, which places the research into a larger social context, as well as making 

recommendations on improvements that can be made based on the findings.  

 

5.1. Discussion  

The thesis is divided into two main sections one using county-level analysis and the 

other, case-based analysis. This is a suitable approach, which first of all takes into 

account the environmental factors, political, economic and social, and analyses the 
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effects they have on actual MNC activity in China and, secondly, studies specific cases in 

order to see and apply real world examples.  

 

The country-level environmental analysis uses inductive reasoning, moving from 

country-specific observations to broader generalizations. This type of reasoning is more 

open-minded and exploratory compared to deductive reasoning, especially at the 

beginning of the analysis. Particularly, the political, economic and social transformation 

that took place in China since the market reform affected a lot of MNCs and the Chinese 

infrastructure, economic development, labour costs and trends as well as Chinese 

consumer preferences. The country-level analysis clarifies that the Chinese State Council 

and the NDRC were heavily involved in decision-making regarding reforms and 

regulation of both policies and the economy’s development. After 1978, the government 

eliminated price controls and offered tax and trade incentives to attract FDI from 

overseas and increase MNC activity. Since 2005, the government reversed some of these 

reforms, which affected foreign firms in China and thereby reduced MNC activity. It 

becomes clear that legal differences in the areas of local government regulations and, 

specifically, in business practices, local rules, customs regulation and taxation are 

critical factors that foreign firms must take into account when investing in China. 

 

The effect of the market reforms becomes clearer when the economic transformation is 

examined. China’s economy has experienced rapid development from 1978 onwards, 

specifically a rise in GDP and a rise in GDP per capita. Nonetheless, in recent years, the 

GDP growth rate has fallen slightly, indicating that government involvement has slowed 

down the economy’s growth rate. The China/US exchange rate has been falling from 

2005, making goods from China more expensive and making it cheaper for the Chinese 

to purchase goods from the US. This in turn illustrates a shift from an export-oriented to 

an import-oriented economy and may also indicate that China is becoming less 

attractive as a location for manufacturing goods.  The results of the analysis on social 

transformation illustrate the effects economic development has on China’s social 

aspects, which include changes in population and health improvements, etc. As Chinese 

are becoming wealthier, their health is also getting better, and therefore the population 

is aging. The wealthier a society becomes, the more likely it is that labour costs will rise 

and consumers will start to spend more. As China transformed, the government did in 
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fact increase salaries, and Chinese began to increase consumption in both foreign and 

local goods. Changes in society influence factors that an MNC should take into account 

when doing business in China. While examining MNC entry and exit in Section 3.5.1, it 

becomes clear that since China introduced the ‘open-door policy’ the number of MNCs 

present in China dramatically increased. This examination also illustrates that in recent 

years FDI began to decline. This section also highlights that MNC activity is largely 

influenced by local market size, labour costs, labour quality, agglomeration economies, 

transportation costs, FDI incentives and cultural links.  

 

The theoretical explanation of China’s development interconnects all three subsections, 

political, economic and social transformation and explains the reason for each change. 

Peter Evans’s theory of ‘embedded autonomy’ and the developmental state indicate that 

the government’s political involvement was the trigger for all changes. ‘Embedded 

autonomy’ puts the state role in creating economies at the core, as it is an important 

element for the effectiveness of state interventions. Specifically, the NDRC under the 

State Council is the country’s ‘pilot agency’ in charge of economic development. The 

main contributor to China’s transformation has been the government’s political 

involvement that affected economic development and hence contributed to MNC 

activity.  FDI grew fast in attractiveness in the past 30 years, but recently China’s fast 

growing environment has challenged the market for MNCs.  

 

It is here that the case-based analysis carried out here starts to become relevant. In 

order to assess the actual effect on MNC strategy, six different cases are analyzed, some 

that are forced to exit the market and some that successfully adapt to the country’s 

transformation. Again, inductive reasoning is used, starting with specific cases to obtain 

a general rule or pattern as well as organizational advice. The analysis provides 

information on specific and concrete barriers to MNCs’ activity. There was already a 

substantial amount of discussion on this in Chapter 4; therefore the following 

observations will provide more of an overview on the overall contribution.  There were 

typical behavioural mistakes made by MNCs, which can be avoided and serve as learning 

tools. First of all, the MNCs had difficulties finding the right balance between autonomy 

and control. Finding the balance between subsidiaries and headquarters is very 

important when the investing firms come from a different environment than China. 
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Environmental differences, such as regulations, economic development and social 

trends affect the way subsidiaries should be managed. For instance, the inability of Best 

Buy and Bertelsmann to adapt to Chinese consumers’ trends was due to their 

headquarters’ control, which failed to design organizational structure appropriately. In 

the case of NEC, the absolute control of its Japanese headquarters prevented it from 

quickly reacting to China’s market changes. Absolute control from headquarters hampers 

companies from being able to freely establish local relationships, whereas autonomy allows 

this, and the firm therefore becomes embedded. However, if multinational firms lack 

autonomy, they are unable to differentiate their products to adjust to Chinese 

preferences and lose competitiveness until they have no other choice but to leave China.   

 

Another typical behavioural mistake is made with regard to the firm’s entry mode. 

Entering via a wholly owned subsidiary, Greenfield or acquisition, in such a culturally 

distant country, with such distinctive economic and social developments and regulations 

is critical. Best Buy, Bertelsmann and NEC entered via these entry modes and eventually 

all had to exit. Even though the government permits these types of entry modes, 

acquired companies are likely to have been state owned and may have hidden liabilities 

(Khanna and Palepu and Sinha, 2006). Another disadvantage of a wholly owned 

subsidiary in China is the cost; it is very pricey to run business processes without local 

partners. If an MNC chooses a wholly owned subsidiary, it has to bear all the costs of 

setting up the operations. If the firm chooses acquisition, trying to combine the cultures, 

of both the host country and home country is difficult, and these cultures may collide. 

Furthermore, combining a wholly owned subsidiary entry with lack of autonomy and 

with tight control from headquarters creates even more tension and can lead to the 

MNC’s failure to establish itself conclusively.  

 

The failure to consider strong national competitors is also a prominent mistake made by 

MNCs. Chinese firms are gaining in reputation and are becoming just as successful as 

foreign firms. For instance, the Chinese e-commerce sector has seen a rapid increase in 

recent years, and this includes the online sale of both tangible and intangible articles as 

well as services between governments, corporations and individual customers. The 

large online retail market has not only created a well-established ground for China’s 

leading firms such as Taoboa but also for small and medium sized enterprises (SMEs) 
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and entrepreneurs. They can access an enormous market without many of the high 

distribution costs of old-fashioned retail practices. MNC retailers such as Best Buy and 

Bertelsmann failed to consider the rising trend in online shopping and were therefore 

overtaken by Chinese competition.  

 

Last but not least, it is clear that culture is one of the greatest barriers to business 

success. Best Buy, Bertelsmann and NEC all failed to adapt to the Chinese culture and 

consumer demands. Interview data shows that culture is a key determinant that 

influences business models in a foreign market for an international retailer (Haynes, 

2014). Culture is the way of life of people, and theories of management are culture 

bound. Specifically, a culture is a group’s “shared software of the mind” (values, 

traditions, social and political relationships, history, language, etc.) based on a collection 

of symbols used to interpret the meaning of nature, human life and the environment 

(Hofstede, 1991). When consumers in a foreign culture have different needs, sellers 

have to produce a different product and provide alternative service offerings. Best Buy 

underestimated its target market and misinterpreted its customers in China. The 

research outcomes suggest that host country culture is a determinant in the selection of 

business models for international retailers in China. Many Chinese feel that MNCs do not 

understand ‘guanxi’, a term used to define relationships that result in the exchange of 

favours which are valuable for the parties involved. This hinders foreign subsidiaries in 

creating networks with Chinese companies; therefore they often buy their way into the 

market via acquisitions. Many MNCs use China as a lab. For instance, new technologies 

are tested in China because it is cheaper, but little of this technology is actually 

transferred to China and incorporated into the country’s industry. Due to the country’s 

constant transformation, it is extremely difficult for MNCs to use the competitive 

advantages they own, adapt their organizational structure to the Chinese environment 

and apply Chinese culture to their businesses. Tension is created within MNCs and only 

resolved when changes and new strategies are eventually implemented.  

 

The thesis focuses on multilevel analysis or qualitative multi-method research that uses 

macro and micro-level analysis to come up with a complete whole. The term ‘level of 

analysis’ is used to point to the size or scale of the study emphasis and target. Macro-

level analysis, which is also called country-level analysis in this thesis, generally traces 
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the outcomes of interaction, such as political, economic and social interaction within a 

nation or over a large set of population. Micro-level analysis, also referred to as firm-

level analysis, is the smallest unit of analysis and typically refers to a small group of 

individuals in a particular social setting, in this case the MNCs.   

 

The strengths of having both country and case analysis are that the qualitative findings 

enable the study of social phenomena and can easily be applied by researchers. 

Nevertheless, one may argue that pure qualitative research does not apply scientific 

techniques in its investigation, making the conclusion of the research appear too 

subjective. Another strength of having both levels of analysis is that there is significant 

interconnectedness, meaning that the findings of macro-level analysis are 

interconnected with the case studies and explain certain MNC behaviour. For instance, 

the economic growth causing a rise in labour costs in China indicates that China is 

moving away from a labour-intensive market and therefore explains why manufacturing 

firms such as Intel should focus on the “China +1” strategy. Another example is the 

switch in consumer preferences and the rising trend in online shopping mentioned in 

the country-level analysis. This change is interconnected with MNC failures, such as 

those of Best Buy and Bertelsmann; they failed to take into account the large online 

competitors. However, this failure can be explained due to the underdeveloped 

infrastructure in China. For instance, MNCs cannot find skilled market research firms to 

inform them about consumer preferences in order to be able to produce products, which 

will increase customers’ willingness to buy them (Khanna and Palepu and Sinha, 2006). 

In order to arrive from an abstract level to a concrete level, understanding is necessary, 

and in order to comprehend specific cases country-level analysis should be carried out. 

However, it can be argued that having both these levels of country and case analysis 

cause the specification to wear off and that this makes a concrete thorough study 

difficult to achieve. Nevertheless, multilevel analysis is an important tool that aims to 

find results by interlocking several levels of analysis. Without this type of analysis, MNC 

challenges in the case studies would not be explainable and therefore a generalized 

conclusion would be unreachable.  
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5.2 Implications  

This section will place the research and results drawn from the discussion into a larger 

social context and will make recommendations on improvements for MNC activity in 

China.  

 

The analysis verifies challenges that MNCs face and suggests how these can generally be 

avoided. In order to succeed in China, MNCs must adopt a different way of thinking, that 

is take on a ‘think local, but act global’ approach. MNCs must ‘think local’, meaning that 

they must fit business models and approaches to the local reality with regard to the local 

culture and standards, while at the same time considering the local political context and 

Chinese government expectations of MNC. Local managers are also an important factor; 

they intuitively know the sensitivities of the Chinese market and how to navigate the 

challenging environment. At the same time, MNCs must also ‘act global’; they must make 

sure that their behaviour in China is in line with the their behaviour around the world. 

MNCs can succeed in the long run if they are aware of and sensitive to local laws and 

cultural requirements. They must prove that they can control their own performance 

efficiently. In China, one gets prestige from whom one is, but one can lose it from what 

one does (Park and Vanhonacker, 2007).  

 

Specifically, managers play a major role, as they should understand the behavioural 

standards in China and they must also determine how decentralized their organizational 

structure should be. It is important to have the right balance in employing local and 

foreign managers. Local managers have an intuitive feel for the local market but lack 

knowledge on what a global company really is. They might not understand how 

significant it is for the MNCs to also act global rather than just seem Chinese. The ‘think 

local, act global’ strategy indicates the need for MNCs to have managers with 

management skills that stand in contradiction to each other; managers are required to 

be local in their understanding and global in their behaviour. It is difficult to find such 

managers with real global experience in China; therefore it is best to hire the right 

combination of both local and foreign managers. Additionally, local and foreign 

managers should be treated equally; the salaries of both types of managers should be 

the same in order to reduce discrimination and increase embeddedness.   
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Furthermore, MNCs should try to avoid making acquisitions in China that involve the 

purchase of local brands, promising to strengthen them but instead reducing their 

presence and ruining them. In order to avoid these types of acquisitions, MNCs could 

focus on strong partnerships via joint ventures, when entering the country. Foreign 

partners benefit from local market knowledge, local resources, contacts and their 

partner’s familiarity with the culture and language. The Chinese partner acquires new 

technologies, know-how and insight into foreign management style and markets. 

Besides, a joint venture minimizes the costs, as shared capital contribution helps in 

setting up cost-effective facilities under local conditions. Legal restrictions make 

partnering with Chinese companies mandatory in some cases.  The case studies 

illustrate that having a Chinese partner’s market knowledge can be crucial to success. 

However, it is also noticeable that, as soon as an MNC wants to grow further and has 

gained enough knowledge about the market and conditions in China, it could shift its 

focus towards opening wholly owned subsidiaries instead. This gives the company 100 

per cent control over corporate management and operations and in turn provides a 

certain level of autonomy.  

 

Foreign subsidiaries need autonomy in order to have the right level of control between 

headquarters and subsidiaries. Decentralization allows local and foreign managers to 

make decisions and provides subsidiaries with freedom to adapt to the local culture and 

preferences through product differentiation. An MNC is thereby able to adapt to 

country-specific trends more easily and execute strategies at a faster pace. 

 

Another point to consider is that both national culture and regional subculture define 

business models. Andrew Sliwinski, CEO of B&Q, a top British home improvement 

retailer, remarked, “While America is a big country, 95 per cent of what the standard 

home-improvement store in Texas and in Alaska offer is similar. That’s not true in China. 

Tsingtao (North-eastern China) and Shenzhen (Southern China) might as well be in 

different countries.” Andrew Sliwinski told the researcher that B&Q in Northern China 

sell lots of carpeting and wooden flooring while homeowners in Southern China prefer 

tiles or marble due to the heat and humidity there (Haynes, 2014). China’s vast income 

disparities and regional differences indicate that a one-size-fits-all approach to some 

industries does not work.  
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Likewise, it is extremely important for MNCs to anticipate future challenges and to 

prepare for worst-case scenarios. For instance, Intel adapted the “China +1” strategy and 

is thereby preparing for an exit if China should transform further in political, economic 

and social terms. Companies that have a ‘Plan B’ will most likely suffer less in case of 

difficult times and are able to find the right use of strategies when needed. Additionally, 

successful MNCs develop strategies for doing business in emerging markets like China 

that are different from the strategies used at home and often find unique ways of 

implementing them (Khanna and Palepu and Sinha, 2006). When choosing strategies, 

managers should figure out how the labour and product markets work in China, as this 

will help them realize the differences between the home and foreign market. An MNC 

has to adapt to the voids in China, but the company must retain its core business 

propositions even as they adapt their business models (Khanna and Palepu and Sinha, 

2006). Smart companies will change their business models without destroying the parts 

that provide the competitive advantage over competitors, in other words by identifying 

their value propositions. Additionally, MNCs should have enough power to change the 

environment in which they operate by, for example, helping countries fully develop their 

potential. However, MNCs cannot use the same strategies in all developing countries, but 

they can generate synergies by treating different markets as part of a system (Khanna 

and Palepu and Sinha, 2006). 

 

Lastly, most of the cases have been presented from the perspective of the contingency 

theory. One of the leading traits of the contingency theory is to state that that there are 

no best ways of organizing a firm as this is heavily dependent on the environment and 

context of the MNC (Forsgren, 2008). Due to the theoretical nature of the contingency 

theory, it becomes difficult to conclude that one strategy fits better than another, as the 

environment and context varies heavily from industry to industry. With this in mind, 

future researchers should not seek generalizable answers across industries but focus on 

making industry-specific investigations that have a better chance of generalization. This 

leads to the next section, where limitations of the thesis are discussed.  
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6. Limitations and Conclusion 

 

6.1 Limitations 

It is essential to discuss some areas where there are limitations in the dissertation. The 

section will begin by examining the theoretical limitations and continue by examining 

the limitations of the empirical analysis.  

 

The PEST analysis, the first theory applied, is a theoretical framework that is generally 

there to help plan organizational strategy, but in the thesis helps to analyze the extent to 

which political, economic and social factors affect MNC activity in China. Analysis on 

technological factors has been left out, since the research does not seek to examine 

these. The PEST framework has both advantages and disadvantages associated with it: 

even though it is simple and easy to use within country analysis, users of the theory may 

oversimplify the information that is used for making decisions. There is a risk of 

gathering too much information on political, economic and social factors and the risk of 

forgetting that the objective of the tool is the identification of challenges so that MNCs 

can take appropriate action. It is a tool that encourages the development of strategic 

thinking within an organization but users’ access to external factors high in quality is 

often restricted because of lack of time to corroborate this information. Moreover, the 

assumptions are often made on the bases of all of the data gathered, making the results 

and decisions made on the basis of these facts subjective.  

 

Secondly, Peter Evans’s ‘embedded autonomy’ was integrated in the country-level 

analysis to act as a simple framework that provides a good quality and simple 

understanding of China’s development and transformation. A prominent weakness of 

this theory is that the spectrum of categorizing the type of country is divided into three 

categories, the predatory, intermediate, and developmental state. Even though countries 

can easily be placed into a category and further analyzed from there, a general limitation 

of ‘embedded autonomy’ is that integrating the intermediary state in the spectrum 

confuses analytical acuteness and bends the conceptual space of Evans’ analytical 

framework. This happens because the second category, the intermediary state, indicates 

that there is only a single dimension in which states can move. China has moved along 
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the spectrum slowly and does not jump from one concept to the next. Another point is 

that Evans provides a very in-depth analysis of the bureaucratic elements of 

developmental aspects but only slight analysis of the other important aspects of 

developmental aspects, specifically the political and social conditions that accompany 

this form of bureaucracy. Some of the social conditions that it does not take into the 

account, for instance, are the impacts that the Chinese government has on its society. For 

example, the economic miracle failed to improve society with respect to pollution, 

corruption and consumerism. The developmental state theory is criticized by some 

scholars for also being too single-minded on the target of the economy; in the theory, 

greater value is placed on economic growth than on other goals, such as equality in 

social welfare. Income inequalities are on the rise in China, and the gap between the 

wealthiest and the poorest is widening, placing the country among the most unequal 

nations in the world in terms of income disparity (Duggan, 2013).   

 

Another point is that privatization has become more prominent; the balance of power 

between the state and private sectors has changed leading to the decline of statism, the 

system in which the state substantially centralizes control over social and economic 

affairs. But reducing some of the state power does not necessarily mean that the 

developmental state is weakened. An additional limitation is that applying ‘embedded 

autonomy’ does not guarantee success. Failures can, for instance, be observed in the 

case of India (Evans, 1995). However, even though the developmental state cannot 

perform well in all circumstances, rejecting the entire theoretical construction 

surrounding the developmental state would be unreasonable.  

 

Moreover, the question arises as to whether the lessons learned from states such as 

China can be applied to other developing states? Some argue that the high degree of 

autonomy in developmental states in Asia comes from their historic structures and 

environments, which are very different to those of other parts of the world (Douglas, 

1994). Even though China cannot be identically imitated, lessons can be absorbed from 

it. Since the government is the product of state power, almost all governments in the 

world can undergo developmental activities irrespective of their culture and history. 

The developmental state model is not fixed but adaptive. Successful impact of the 

developmental state should be based on real circumstance and adjust to reality. 



 70 

Therefore, examples cannot be duplicated, but experiences and lessons can be learnt, 

just like China learned from Japan, Taiwan and South Korea. Its policies followed this 

model subsequently, and China also adopted subsidized investment programmes in 

“strategic industries” (McNally, 2012: 756). 

The next theory applied, is the eclectic paradigm. This framework is used to analyze 

strategic issues and successes that MNCs have faced in the past. One obvious weakness 

of this theory is that it tends to focus only on company characteristics and those of 

rivals, but not on regulatory and/or social-political environments. However, Dunning 

began to look at the impact of regulation on MNC activity later on in his work, coming 

from the Location advantages base of the theory. Another weakness is that the theory is 

often ignored by economic analysts in its use in the formation of business strategy. 

Instead of explaining past behaviour of the MNCs, the goal should be to use the theory in 

order to design MNC strategy.  

 

Lastly, the contingency theory is applied in the dissertation to help explain the type of 

organizational design that should be functional with respect to the different 

environmental settings. The theory is known to have weaknesses. The suggestions of the 

approach are very simple; leaders should react according to the needs of the situation 

and the environment. However, when put in practice, the theory becomes complex. The 

determinants of the situation in which action is taken involve a thorough analysis of a 

high number of variables. Furthermore, it has been argued by Allen and McDermott 

(1993) that it is not sufficient to try to respond to environmental conditions (Aharoni 

and Nachum, 2002). They argue that the situation of MNCs is dependent on the 

historical context. Barlett and Ghoshal (1989) have supported this idea and argue that 

an organization’s ‘administrative heritage’ is an important factor for shaping 

international arrangements of the MNCs (Aharoni and Nachum, 2002). Specifically, they 

suggest, “The influence of a nation’s history, infrastructure and culture permeates all 

aspects of life within the country including the norms, values, and behaviours of managers 

in its national companies. Nationally influenced behavioural characteristics become an 

ingrained part of each company’s ‘way of doing things’ and shape its international 

organization structure and process” (Aharoni and Nachum, 2002).  
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In the following section, the limitations of the empirical analysis used in the thesis are 

discussed. The case analysis as well as the implications of the thesis highlight the effect 

of cultural distance as a major influence on MNC activity. The thesis therefore lacks 

theoretical understanding of the cultural aspect. For instance, the Uppsala model should 

have been applied, since this theory explains how firms progressively strengthen their 

activities in foreign markets. They first of all gain experience from domestic markets 

before moving on to foreign markets and start operations at culturally and/or 

geographically close countries and then slowly move to culturally and geographically 

more distant countries. Kogut and Singh (1988) argue that entry mode is dependent on 

the psychic distance between countries (Anderson, 1997). The greater the cultural 

distance between the investing country and host country, the more likely the firm would 

be to choose to enter via joint venture to decrease the uncertainty in relation to these 

markets.  

 

In order to further improve the thesis from an empirical point of view, primary data 

could have supplemented the secondary data used here. Collecting primary data for 

research on China and MNCs by mail, telephone, surveys or face-to-face interviews 

would improve the findings and properly eliminate bias from the methodology; one 

could obtain more precise results to address the issues the thesis seeks to clarify. The 

empirical data could have been improved further if the case analysis had focused on 

more than six cases. These firms only illustrate a small percentage of the total amount of 

MNCs that have been and still are conducting business in China.  

 

If all these limitations are taken into account, the thesis could be improved and more 

precise results and implications obtained. Even though the theories fit well, there are 

always limitations associated and these should be considered when they are applied.  

 

6.2 Conclusion 

The thesis has sought to answer the following research question: How does political, 

economic, and social transformation in China challenge the market for MNCs, and to what 

extent does this affect the strategic focus of MNCs? After introducing general theories and 

frameworks, the research has investigated the structure and development of China’s 
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political, economic and social environment. A county-level analysis has showed that 

China’s growth and transformation is largely due to the government’s control in the 

economic sector. This in turn has first increased and recently decreased MNC activity in 

China and created challenges for them. The fundamental case analysis, which went 

deeper into a set of dimensions and indicators selected on the bases of applied theories, 

showed various results and concluded that MNCs must ‘think local’ but ‘act global’ in 

order to be embedded in China and be able to succeed as integrated and international 

firms.                                  

 

More specifically, both macro- and micro-level analysis express that the view that MNCs 

in China have changed since the 1970s, when China opened up to FDI. Companies like 

NEC were received with open arms during the 1980s and enjoyed low corporate tax 

rates and paid no extra fees on their imports (Park and Vanhonacker, 2007). However, 

today the Chinese government and consumers have changed their opinion of MNCs 

radically, and MNCs are treated much harder. They have equal corporate tax rates and 

standards in terms of employment and environment are if anything stricter when 

compared to local firms. Chinese consumers have also become more demanding, as they 

no longer see differences between foreign MNC products and local Chinese products. 

They are expecting more from MNCs with the emphasis on product quality and detail. 

The current expectations of MNCs are more qualitative and behavioural; they are 

required to adapt their behaviour to China’s expectations. And seen from the cases, it is 

often these roles that MNCs fail to execute.  

 

Chapter 5.2 has come up with possible solutions for MNCs in China to provide them with 

suggestions on structural, organizational and managerial changes. The results obtained 

in the thesis serve to provide possible solutions to address the main strategic challenges 

of MNCs in China. Even though the evidence is circumstantial to China, the methods, 

structure and findings applied in this thesis can serve as inspiration for similar studies 

of other emerging markets in South East Asia.  

 

Future research could focus more on the cultural aspect acting as a barrier to MNC 

activity as it plays a major role in the internationalization process of companies. 

Furthermore, additional research on the design and implementation of policy 
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recommendation would also be interesting as well as focus on industry-specific 

investigations. Finally, future research could take on a qualitative study by interviewing 

different types of MNCs in China as well as Chinese competitors.  

 

Lastly, the fact that the ‘golden years are over’ has called for MNCs to switch strategies. 

Firms that can boost productivity, improve governance and respond to local tastes can 

still prosper (The Economist, 2014).   
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7. Appendix 

1. Main Economic Indicators in China 

 

 Source: Guardian, 2012 
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