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ABSTRACT

Purpose. Framed within Institution Theory (IT) and the Resource Based View (RBV) of the
firm, this study aims to analyse and understand how formal and informal home institutional
elements (mainly government support, personal relations and the Chinese culture and
philosophy) influence the definition and development of Chinese firms' marketing capabilities
at home, and whether and how these capabilities are applicable by these firms in a different

environment (in this case the European Union (EU)).

Design/methodology/approach. The study adopts a Narrative Inquiry strategy and narrative
analysis of forty qualitative interviews from Chinese managers from three different types of
firms (State Owned Enterprises, National Champions and Private Firms). A thematic analysis
in the context of biographical narrative research was chosen as the method of analysis. Finally,

a coding process was followed and categories and themes for each of the narratives identified.

Findings. The main finding of the study is the understanding of the definition, development
and application of two marketing capabilities that are relevant to the Chinese business and
institutional environment, the adaptive capability and the resource-bridging capability,
following the analysis of a process and sequence of events related to the domestic development
and further internationalisation expansion of Chinese multinationals in the EU. Findings also
show how these capabilities developed at home are the source of competitive advantage of
Chinese firms in the EU.

Contributions. This article intends to contribute to the academic literature in two areas: (i) IT,
by enriching the understanding of the influence of domestic institutions (mainly government
support, personal relations and the Chinese culture and philosophy) in the definition and
development of marketing capabilities by three different types of Chinese multinationals, and
of how this domestic environment influences the development of these capabilities in the
international context (mainly the EU) and, (ii) the RBV of the firm and capability-building, by
providing a comprehensive understanding of the definition and development of marketing
capabilities that are relevant to the Chinese environment and how these capabilities are the
source of competitive advantage of these firms in the EU. The study also brings implications
for the international marketing literature as well as for practitioners and policymakers.

Keywords: China, formal and informal institutions, marketing capabilities, Chinese firms'
national and international expansion, European Union, narrative analysis.
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CHAPTER 1. Introduction

1.1 Context and motivation

How do institutional elements (formal and informal) influence the development of capabilities
of emerging markets-based companies at home? Do these capabilities help emerging markets-
based companies enhance sustainable competitive advantage abroad? The answers to these
questions are relevant to deepen the understanding of how Chinese firms expanding abroad
develop their capabilities, including marketing, as well as how and to what extent these

capabilities are transferrable to their overseas operations.

This is an important and timely research issue. After the reforms adopted by Deng Xiaoping in
1978 and especially since the Open-Door Policy was established in 1979, China became the
largest recipient of Foreign Direct Investment (FDI). Twenty years later, thanks to the Go
Global Strategy launched in 1999, the country started to become an important outbound
investor. Chinese firms began to cross borders, investing first in resource-seeking (mainly
state-owned enterprises) and later in market-seeking (mainly private and public firms) ventures
overseas. The latter became the area with the highest rate of increase during the 2000s. In this
context, the country not only became the world's second largest economy in 2010 (Deng, 2012),
but also the third largest foreign investor in 2013 (second, if China and Hong Kong are
considered together) (UNCTAD, 2019). Since then, Chinese firms have been investing abroad,
especially in Western markets, at an unprecedented pace; a recent report shows that China's
global stock of outbound foreign direct investment (OFDI) grew at an annual average rate of
20% from 2010 to 2017 (CEIC, 2020). In terms of destination markets, the EU and the United
States (US) have been the two preferred destinations, especially the EU, where FDI stocks grew
77 times from 2002 to 2012 (Amendolagine, Amighini, & Rabelloti, 2017). This international

11



expansion has been driven partly by firm-level strategic considerations to access international
markets and diversify risks and partly by strong government initiatives promoting the
international expansion of specific Chinese firms and sectors. However, since 2017, Chinese
OFDI has been experiencing a decline due to more restrictive policies from the Chinese
government affecting capital controls and a reduction of liquidity, especially for state-owned
enterprises (SOES) operating in international markets (Hanemann, Huotari, & Kratz, 2019), in
addition to stronger and more restrictive regulatory programmes established in host countries,
especially in the US and the EU. This, along with the slowdown of the economy, is creating a
new challenging scenario for Chinese firms and the Chinese government; new initiatives such
as "Made in China 2025", the "Belt and Road Initiative™ (BRI) or the "Dual Circulation”
strategy have been defined not only in order to address the need to return to sustained domestic
economic growth, but also to continue to increase China's influence and role in the international
context (Huang, 2016; Ma et al., 2018; Yao, 2020). This current scenario is expected to provide
unique opportunities to study the future role of China on the international scene, while
understanding how Chinese firms will continue to develop and compete with incumbent firms

in developed markets.

Moreover, in the context of growth and expansion, the relevant role that marketing plays in
determining firms' performance has been widely recognised (Hult, Ketchen, & Slater, 2005;
Katsikeas, Samiee, & Theodosiou, 2006; Morgan, 2012; Morgan, Feng, & Whitler, 2018; Wu,
2013b). To successfully deploy resources to support differentiation strategies, firms need
marketing capabilities to enable and drive a sustained delivery of the planned benefits to
customers (Day, 2013; Noble, Rajiv, & Kumar, 2002). Numerous studies have been carried out
to understand the development of marketing capabilities as well as their importance for the
performance of firms (Darroch, Miles, Jardine, & Cook, 2004; Day, 1994, 2013; Morgan,

Douglas, & Mason, 2009a; Morgan et al., 2018; VVorhies, Morgan, & Autry, 2009). However,
12



most of them have focused on Western and/or incumbent firms with very few studies available
for emerging markets (EM) firms in general and from China in particular (see Deng (2012);
Kaufmann and Roesch (2012); Mellahi, Demirbag, Tamer Cavusgil, and Danis (2010); Mutlu,
Zhan, Peng, and Lin (2015); Sun (2017); Williamson, Ramamurti, Fleury, and Leme Fleury
(2013); Wu (20134, 2013b); Yan, He, and Cheng (2017); Zheng Zhou (2006)). In addition, the
limited studies have mostly approached the capability development of Chinese firms with a
positivistic approach using mostly quantitative methods of analysis, in which the researcher
usually follows a deductive rather than an inductive approach as in the present study, in which
the researcher is part of what is being observed, interacts with participants, interprets and makes
sense of data and develops theory after its analysis (Birkinshaw, Brannen, & Tung, 2011; Dong,
Bingxin Li, & Tse, 2013; Easterby-Smith, Thorpe, & Lowe, 2002; Fang & Zou, 2009; Wu,
2013b). This is an important opportunity for further research as the home institutional
environment for Chinese firms is unique and highly dynamic and complex, and the
understanding from a qualitative perspective and inductive approach, of how managers from
Chinese firms navigate, negotiate, adapt, and make sense of the institutional environment,
define their marketing strategies and therefore their capabilities, and justify their expansion
path going abroad is likely to provide novel insights for management theory and practice. Thus,
the main aim of this research is analyse and understand how formal and informal home
institutional elements influence the definition and development of Chinese firms' marketing
capabilities at home, and whether and how these capabilities are applicable by these firms in a

different environment.

1.2 Structure

After this introduction, Chapter 2 presents the macro framework of the research, which aims
to frame the context while providing a background for the analysis. It focuses on the past

13



(mainly the forty years of reforms in China since 1978), on the present situation of China and
the challenges the country is facing in the international context, and on future trends for the
country and its business environment. The chapter also analyses the present business
relationships between China and the EU as well as the challenges both markets will face in the

near future.

Chapter 3 introduces the theoretical framework of the research. The section begins with a
review of China's OFDI trends found in the literature. The main theoretical lenses used in the
analysis are then introduced: Institutional Theory and Institutional Theory in China, and The
Resource Based View and The Resource Based View in China; the latter is operationalised
using marketing capabilities. The link between institutions and capabilities in China is then
introduced. Finally, a review of the literature about the internationalisation of Chinese
multinationals and the influence of Chinese domestic institutions in the development of
marketing capabilities abroad is also included. The chapter ends with the presentation of the
conceptual framework, the research questions of the study as well as the expected

contributions.

Chapter 4 provides the theoretical framework of the methodology. It analyses the main research
philosophies in the literature and research designs while explaining methods for data collection
and data analysis. The chapter also introduces Narrative Inquiry as the research strategy
followed in the research. In this sense, the chapter ends by explaining the different methods for

data collection within the strategy applied as well as for the analysis of narrative interviews.

Chapter 5 applies the framework introduced in the previous chapter and presents the application
of the methodology. The present research applies Narrative Inquiry, and the chapter explains
each part of the research process in detail. First, it defines the research philosophy followed by
the researcher. Second, it explains the research design adopted and the strategy, following the

14



objectives and research questions of the study. Third, the chapter continues with the sample
selection process and data collection methods, with a focus on narrative interviews. Fourth, it
explains the challenges addressed during the data collection and analysis process. It ends with

a detailed explanation of the data analysis process.

Chapter 6 is one of the most important ones as it describes the data analysis. The chapter is
divided into two main parts, following the structure of the narratives. The first part describes
the analysis of the first narrative, which addresses the Chinese domestic environment, while
the second part presents the analysis of the second narrative, which focuses on the international
environment, mainly the EU. The chapter also includes two graphs at the end of each of the

narratives summarising the main findings of the data analysis process.

Finally, Chapter 7 presents the most important parts of this work, which are the discussion and
the conclusions. The chapter includes a section summarising the data analysis process. It
continues with the discussion of the results from the previous chapter with the objective of
responding to the research questions of the study. In this sense, the main finding of this research
is the identification and understanding of the development of two marketing capabilities that
are relevant to the Chinese context — the adaptive capability and the resource-bridging
capability — following the analysis of a process and sequence of events related to the domestic
development and further internationalisation expansion of Chinese companies in the EU. It
continues with the main contributions, along with the implications for an additional stream of
work identified in Chapter 3. In this context, the present study contributes first to the
Institutional Theory (IT) literature. In particular, the research links three formal and informal
Chinese institutional elements, which are the discriminatory support from the government, the
strong reliance on personal relations as well as the Chinese strategic mindset embedded in the

Chinese culture and philosophy. In this context, it enriches the understanding of the influence
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of domestic institutions in the development of strategic options, mainly the definition and
development of capabilities by three different types of Chinese firms, and of how this domestic
environment influences the development of capabilities in the international context (mainly the
EU). Second, the study also contributes to the Resource-Based View (RBV) of the firm and
capability-building. The research enriches the RBV of the firm by providing a comprehensive
understanding of the definition and development of capabilities that are relevant to the Chinese
business and institutional environment, defined by three types of Chinese firms in China and
how these capabilities are the source of competitive advantage of these firms in the EU. Finally,
the study presents a relevant implication for the international marketing literature. This study
analyses the process in a holistic way and discusses how the domestic institutional environment
shapes the decisions about marketing capabilities at home and abroad and how Chinese firms
understand the need to adapt their marketing capabilities in the EU. Chinese firms possess
different ownership advantages and capabilities than those present in most multinationals
enterprises (MNESs) from developed countries and explained by received theories, which are
rooted in the business and institutional environment and are combined with country-specific
advantages. This contributes to the incomplete explanation in the literature of the rapid increase
and success of Chinese multinationals in Western markets while representing a new
opportunity to expand the research on the need to develop a Chinese theory of marketing. The
chapter, and research work, ends with the description of practical implications, limitations,

suggestions for future research and some concluding reflections.
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CHAPTER 2. China's transition to a market economy. Past, present, and future trends

2.1 Introduction

This chapter introduces the framework of this study. In this context, it presents a review of the
past, present and future trends of the Chinese business environment as well as of Chinese OFDI
in the EU, China's largest trading partner. The chapter is structured as follows. First, it briefly
introduces a general overview of China with a focus on the milestones of its evolution and
development. Second, it offers an analysis of the 40 years of reforms since 1978, a key period
to understand the history and the country's domestic and international development in the
context of this research. Third, the chapter briefly analyses the present situation of the country
with a focus on Chinese investments in the EU. Finally, it ends with some future trends and

challenges.

2.2 Overview of China

The People's Republic of China is the most populous country worldwide with more than 1.3
billion inhabitants and a single-party state led by the Chinese Communist Party (CCP). The
country is divided into 22 provinces, five autonomous regions (Xinjiang, Inner Mongolia,
Tibet, Ningxia and Guangxi), four municipalities directly administered by the government
(Beijing, Shanghai, Tianjin and Chongging) and two Special Administrative Regions (SARS)
(Hong Kong and Macao)(Fornes & Mendez, 2018). Since China began to open its economy
after Deng Xiaoping's reforms in 1978, the country's Gross Domestic Product (GDP) has
experienced an average growth rate of 10% per year while around 850 million people have
been lifted out of poverty (World Bank, 2020b), transforming the country into an upper-middle-
income state. Income inequality has decreased over the past years; however, around 370 million

Chinese are still living below the middle-income poverty line.

17



In 2010, China became the second largest economy, surpassing Japan and behind the United
States (IMF, 2011). But being a superpower economy was not new for the Chinese, as during
18 out of 20 centuries, China had the largest economy worldwide, being, for example, one of
the major global innovators contributing to the progress of mankind, introducing the so-called
"four great inventions of Ancient China": papermaking, gunpowder, printing, and the compass.
But after the Ming dynasty, the country's economic development began to slow while Europe's
rapid development enabled it to surpass China in the latter part of the Qing dynasty (Fornes &

Mendez, 2018).

China's growth since 1978, mainly based on resource- and labour-intensive manufacturing,
capital investments and exports, has positioned China as the world's fastest growing economy,
the largest exporter and second-largest importer of goods worldwide (World Bank, 2020b).
However, in recent years, this growth seems to have reached its limits, leading to some social,
economic, and environmental challenges. Some structural constraints, such as the decline in
the labour force growth, a slowing productivity, and more recently, the Covid-19 health
emergency, seem to explain this slowdown; Chinese GDP grew 6.1% in 2019, expecting to
expand 1.9% in 2020, mainly because of the pandemic, but being the only economy within the
G20 showing positive growth (IMF, 2020). Indeed, China's recovery is expected to be faster

than predicted, and GDP growth is estimated to be 8.2% in 2021 (IMF, 2020).

In this context, the challenge today would be to continue strengthening and finding new drivers
of growth to ensure China's high-quality, sustainable, and sound development path in the long
term, while completing the transition to a market-based economic system. The role of the
government is being tested in ensuring stable market expectations and a fair and trustworthy
business environment, not only in China but also in the international business environment.

The latest policies of President Xi Jinping, such as the BRI (also known as One Belt, One Road,
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or The New Silk Road), aimed at empowering the role of China in the world business
environment, or "Made in China 2025", focused on the development of the domestic market,
are expected to address these challenges. However, these initiatives have met with mixed
responses internationally. The US in particular views these initiatives as a sign of China

challenging its leading position in the world.

2.3 China's evolution since 1978. Forty years of reforms (1978-2018)

To analyse China's reforms since 1978 is important to understand the country's evolution in the
context of this research, especially since the opening up of the economy in 1979. A deep
knowledge about the path followed by the country, circumstances and government decisions
and their effects on China's domestic and international development is crucial to understand
China's current and future situation as well as the different reforms and policies defined by the

Chinese government.

Between 1949 and 1976, the Chinese Communist Party (CCP), under the leadership of Mao
Zedong, implemented socialist economic policies. During this period, central planning of
industry was introduced, and agriculture collectivised (Huenemann, 2017). However,
following the collapse of the Great Leap Forward (the five-year plan from 1958-1961
promoted by the CCP leader to boost the Chinese economy and industry) and the political split
with Moscow, China's economic policies started to be questioned by a more conventional wave
in the party, led by Deng Xiaoping. After Mao's death in 1976, new reforms started to be

promoted and developed and in 1977 Deng Xiaoping became the new leader.

Between December 18™ and 22" 1978, the eleventh Central Committee of the CCP was held.
This event was the first milestone of the new phase of reforms; the committee, under Deng
Xiaoping's leadership decided to focus on an economic development based on market-based

reforms. The country started to move from a centrally planned economy to market exchange
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with an opening of the country to international trade and investments (Fang, Garnaut, & Song,
2018). During the 40 years of reforms, three main phases could be identified: (i) market seeking
reforms, from 1978 to 1993, (ii) market building reforms, from 1993 to 2003, and (iii) market

enhancing reforms, from 2003 onwards (Hofman, 2018).

From 1978 to 1993, the period with the most important reforms, the main goal of the Chinese
authorities was the search for new and more effective economic institutions. The first reform
was focused on the countryside. For the first time, Deng Xiaoping allowed peasants to produce
on their own, eliminating the sales of surplus to the state, while prices for many agricultural
products started to be set by the rules of the free market. In addition, from a demographic point
of view, the Chinese president defined the one-child policy aimed at reducing food shortages.
This controversial measure was adopted with scepticism, but a slowdown in population growth
was achieved few years after the policy was established, accomplishing another important goal

of Deng's government (Spar & Oi, 2006).

In addition to these radical measures in the countryside, one of the major reforms affecting the
opening of the Chinese economy was defined. In 1979, the Open-Door policy, the first relevant
internationalisation policy defined by the Chinese government, was developed with the aim of
changing the Chinese economic system with the opening of its borders for the first time to
external international investment and exports. China developed four "Special Economic Zones"
(SEZs) which welcomed international investment with tax incentives, new foreign exchange
policies and positive regulations to attract international firms. By the beginning of the 90s, in
one decade, the benefits of these initiatives were clear: FDI reached $11.2 billion in 1992,

against $4 billion in previous years (Spar & Oi, 2006).

Another new action towards market orientation was the development of the private sector. Until
1978, only State-Owned Enterprises (SOEs) and other firms responding to provincial or
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municipal authorities were allowed. In this context, until this date, profits and losses were not
relevant, and enterprises, usually very large corporations in which workers could expect
guaranteed lifetime employment and a firm-based welfare system, only focused on producing
the allocated quota at government established prices. Corporations were inefficient, with
outdated skills and technology. By the mid-80s, for the first time, managers could set wages,
make investment decisions, and retain profits. However, even privately-owned new firms were
still responding to local or central government, even selling at regulated rather than at market
prices. The influence and control of the government was still evident and most private firms
continued to suffer from government restrictions (such as limited bank loans at high rates). In
any case, they were more market-oriented than ever (Spar & Oi, 2006). In this line, another
market-oriented initiative was the establishment of Townships and Village enterprises (TVES),
small, specialised manufacturers usually led by local officers, but with a strong capitalist
orientation. Each village or town raised money from different sources such as loans from local
banks or agricultural profits and developed different types of products benefiting from the gaps
left by SOEs. TVEs grew at around 30% a year during the 80s, and their exports increased at
an average of 60%. Finally, this phase of reform ended with new initiatives in terms of price
settings. Prior to this period, prices in China had been unchanged. After 1984, the state
developed a version of the dual-price system established in agriculture and applied it to other
industries. Firms were still required to sell their production gquota to the State at established
prices, but they could now sell their surplus at market-based prices. This dual system, however,

promoted the rise of corruption.

The 90s, the second phase of reforms, was a period of building upon what was already
developed while at the same time consolidating government efforts. An important milestone,
in 1992, was the tour of President Deng to the south of China and the opening of the Shanghai

and Shenzhen stock exchanges. One major decision was the establishment of the "divided tax
21



system™, which eliminated extra-budgetary revenues, along with the progressive adjustment of
dual exchange rates, which ended in 1994 with these merging into only one exchange rate
defined by the market. During this period, privatisations continued to develop, but only a few
firms were allowed to be totally private while the majority of them remained in state hands

(Spar & Oi, 2006).

Finally, the 2000s represented the phase of market enhancing reforms. Under prime minister
Zhu Rongji's leadership, industrial development continued to be market-oriented,
characterised, for example, by the closure of under-performing SOEs and by another step
towards the opening of the economy, the "Go Global" policy, which included the country's
accession to the World Trade Organization (WTQ) in 2001. However, in the domestic scenario,
the Chinese government decided to focus on innovation and technology policies, moving from
market-oriented policies towards a strong intervention of the government in these sectors (Ling
& Naughton, 2016). In 2003, China's innovation policies shifted drastically, experiencing a
return to an interventionist industrial policy. Between 2003 and 2013, the Chinese government
moved towards a more traditional and institutionalised concept of technology development and
specified technology and industrial objectives (Ling & Naughton, 2016), conceptualised by the
publication of the Medium-Term Strategy for Science and Technology and the development of
the 16 Megaprojects in innovation and technology (Hofman, 2018). Policies and government
interventions continued in this direction with the new measures adopted at the 14th Party
Congress on productivity and innovation, the 13th Five Year Plan and finally the most recent
Made in China 2025 Strategy defined in 2015 by President Xi Jinping. During the 18th Party
Congress in 2014, market-oriented initiatives were still considered key for the country's
development, however, the government also confirmed that an economic system with

predominantly state ownership should have a key role in the future development of the country.
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All in all, in the past 42 years, China's transformation has been evident, moving from a planned
to a market-oriented economy, and from a dual economy to neoclassical growth (Fang et al.,
2018). Economic reforms and especially the opening of the economy to the world have created
a business and institutional environment of extraordinary economic growth with a GDP per
capita rising from $156.39 in 1978 to $9,770.87 in 2018 (the chart below shows the evolution
of China's GDP per capita from 1978 to 2018). Four decades of reforms involving price
determination, new resource allocation systems, privatisation of firms, the development of
foreign trade and investment, and a stronger government-led environment in the past few years,

have contributed to the impressive development of the country (Fang et al., 2018).
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Chart 1. Evolution of China's GDP (current thousands US$) per capita 1978-2018 (World Bank, 2020a).
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2.4 China's present situation and Chinese OFDI in the EU
2.4.1 China's present situation and main government policies

As introduced above, China has experienced around 40 years of impressive growth, mainly
since 1979, when the first reforms leading to a market-oriented economy were defined. In this
context of growth, poverty has been drastically reduced while China has rapidly become an
upper-middle-income country. In this context, and especially since 2010, when China became
the second largest economy worldwide, companies have continued growing thanks to an
endlessly growing domestic market full of new consumers hungry for new products and
services and to the continuous support from the Chinese government. As a result, China has
become the largest consumption market worldwide (Ma et al., 2018). However, and as a result
of this impressive growth, the country has experienced several challenges in recent years that
should continue to be addressed. Although the government has played a crucial role in the
country's development, its expenditures have created a debt-to-GDP ratio of 303% in the first
quarter of 2019, 15% of global debt, while China's economic growth slowed to 6.2% in the
second quarter, the slowest pace in the last 30 years (Bloomberg., 2019). On the supply side,
this slowdown mainly comes from a decline in Total Factor Productivity (TFP) (Huang, 2016).
On the demand side, consumers' debt has created an asset bubble, with urban housing prices
increasing impressively in recent years, in addition to inflation or a demographic transition as
a result of the one child policy adopted in the first years of reforms. Consequently, Chinese
people need to save while domestic demand continues to slow. Additional challenges, such as
pollution, food safety and, more recently, the Covid-19 health emergency, also contribute to

this current challenging situation in China.

In this context, in recent years, the Chinese government, aware of the need for new economic
reforms, has been defining and developing policies aimed at boosting the domestic economy.
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In 2015, President Xi Jinping launched the "Made in China 2025" policy, focused on the
Chinese manufacturing industry and with the aim of transforming the country from a low-cost
giant manufacturing centre into a world-leading manufacturing one (Ma et al., 2018). To
achieve this goal, the policy contemplates three main steps and goals covering the period 2015—
2049: (i) to move the country from a manufacturing centre to a manufacturing power by 2025,
(ii) to reach the medium level of the world manufacturing powers by 2035, and (iii) to
consolidate China as a "manufacturing power and list China's comprehensive manufacturing

strengthen into the world's top list by 2049" (Ma et al., 2018, p. 4).

Furthermore, in 2013, President Xi Jinping announced a major policy, the BRI, with the aim
of not only addressing the need to return to sustained domestic economic growth, but also to
increase China's influence in the international context. The BRI is dubbed the most challenging
government-led internationalisation policy ever defined by a government. The main objective
of the initiative is to boost economic development through win-win international cooperation
while following four main principles: "(1) openness and cooperation; (2) harmony and
inclusiveness; (3) market-based operation; and (4) mutually beneficial and win-win for all
countries” (Huang, 2016, p. 318). The BRI reaches more than 60 countries and more than 30%
of global GDP and consists of one Silk Road Economic "Belt" and the Maritime Silk Road.
The "Belt" itself is made of three main routes: a first from China through Central Asia to
Europe, a second from China, through Central and West Asia, the Persian Gulf ending in the
Mediterranean (in Europe), and a third from China, through the South China Sea to the Indian
Ocean. The Maritime Silk Road links China's eastern ports to Western European ports, going

through the South China Sea, the Indian Ocean and Africa.
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Under this scenario, it might seem evident that the European Union not only represents a key
market for China, but that it would continue benefiting in the future from the expected

increasing Chinese investments into the region.
2.4.2 Chinese OFDI in the EU

In recent years, Chinese OFDI has been experiencing a decline due to events and decisions that
have been shaping the current global economic and business scenario in the West. From China's
side, international expansion of Chinese firms has been decreasing due to more restrictive
policies imposed by the Chinese government affecting capital controls and a reduction of
liquidity, especially for SOEs operating in the West (Hanemann et al., 2019). On the other
hand, a stronger and more restrictive regulatory scenario has been established in host countries,
especially in the US and the EU, with an impact on Chinese OFDI; for example, in the EU, in
2018, OFDI decreased by up to 40% from 2017 and over 50% from 2016. In addition to these
new figures, some new trends in terms of the destination sectors of Chinese investments in
European countries can also be identified; while investments in infrastructure, real estate or
utilities have been declining, new sectors such as financial services, biotechnology or consumer
products and services appear as promising for Chinese companies. As for the main destination
countries, the United Kingdom? (€4.2 billion in 2018), Germany (€2.1 billion in 2018) and
France (€1.6 million in 2018) remained in 2018 the main recipients of Chinese investments,
although two new countries appeared for the first time in the top five: (i) Sweden, which was
the second preferred destination with €3.4 billion mainly coming from Greely's investment in

Volvo, and (ii) Luxembourg, fourth preferred destination for Chinese investment with €1.6

! This research (including research on China-EU relations and interviews) had been developed before the United
Kingdom (UK) left the European Union in January 2019. In addition, it is important to note that the available data
from relevant sources about the EU in March 2020 still include the UK as part of the EU.
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billion due to Legend's acquisition of Banque International in Luxembourg (Hanemann et al.,

2019).

Despite these new trends, in 2020 the EU remained the most important recipient of Chinese
investments. Both markets were two of the biggest traders worldwide; China was the EU’s
second-largest trading partner while the EU is China's most important one (European

Commission, 2020).

2.5 Future trends and challenges

Several studies confirm the trend of continuous slowdown of China's domestic economy for
the coming years. Predictions from the International Monetary Fund (IMF) estimate further
declining growth rates in the future, down to 5.5% in 2024 (IMF, 2020). China's impressive
growth in recent decades has been based on two main areas: manufacturing (mainly heavy
machinery) and investments; being the basis of the so called "China Miracle" (Huang, 2016).
However current trends confirm that China can no longer continue to rely on this model but
needs to find new ways to support strong economic development while trying to come back to
a sustained growth model. In this sense, the country should continue to promote technological
innovation and industrial upgrading while considering a restructuration of the financial system,
along with a new role to be played by state-owned firms both at home and abroad. Indeed,
several leading industries have emerged in recent years as the main source for this recovery,
such as the household electronic industry or e-commerce, while several Chinese firms are
already successfully competing in the international context, being globally competitive. Some
sectors and industries in which China is leading the way internationally are internet services,

telecommunication equipment, or large machinery equipment (Huang, 2016).

In this transition, international development will continue to be key for China, although new

trends are expected to affect the country's role in the international context. There is no doubt
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that exports of manufacturing goods and imports of capital and management skills from
developed markets, especially the US and the EU, have been decisive for China's growth.
However, these markets, especially since the beginning of the global crisis in 2007, have been
experiencing several challenges, with growth continuously slowing down. This has represented
an opportunity for China and for Chinese firms. Despite the slowdown of the domestic Chinese
economy, the country is demonstrating that Chinese firms are competitors abroad with many
incumbent firms from developed countries. In this context, policies such as the BRI represent
an opportunity for China to reconsider its role in the international context while exploring
cooperation with new partners creating new markets for Chinese investments and strong

opportunities for growth.

However, the increasingly active role of China in the international economic architecture is
also creating tensions and challenges with the West. An increasing questioning about the BRI
initiative seems to be evident (Hanemann et al., 2019). The growing scrutiny and scepticism
shown by the EU cannot be avoided and will shape future business relations between both
markets. Indeed, a new China—-EU investment framework was approved by the European
Parliament in February 2019, encouraging countries to specifically review and control
investments in the so-called "sensitive sectors”, which include Chinese investment for the
development of new technologies (i.e., 5G technology), real estate, investments in sports
entities and infrastructures — operations traditionally developed by SOEs following Chinese
government strategic international plans. In fact, SOEs are the firms benefiting the most from
Chinese government contracts within the BRI framework and this contrasts with the European
Parliament advice. In this context, China is already facing the challenge of Western partners'
confusion and scepticism about the strong role played by the Chinese government and its SOEs
in the international scene and about whether China is really committed to continue to develop

a market-oriented economy or, on the contrary, whether the Chinese government is reasserting
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its control of the economy. In particular, Chinese firms would need to address the increasing
negative perceptions in the EU related to a perceived lack of transparency affecting competition
rules, policies and incentives from the Chinese government that may discriminate against EU-
based firms, an apparent stronger control of the Chinese government in the domestic economy
resulting in a potential even stronger role of Chinese SOEs and finally, a different
understanding about the enforcement of intellectual property rights (European Commission,

2020).

Furthermore, in 2020, China announced the new "Dual Circulation” strategy, an economic
policy aimed at boosting economic growth by focusing on stimulating domestic demand as
well as on promoting exports, creating the necessary conditions for the domestic and the
international markets to support each other (Yao, 2020). However, this initiative has already
caused some scepticism and doubts, especially in the West, as China, with this initiative, may
be considering an increasingly inward-looking strategy while relying less on its international
development and international partners (Chandler & McGregor, 2020), which on the other hand

may contrast with the main objectives of the BRI.

How Chinese authorities will face and respond to the above-mentioned challenges as well as
the direction that recent government initiatives would take will definitely define the country's
future role in the international context and shape the future international economic and business

scenario.

2.6 Conclusion

This chapter introduced the macro framework of this research. In the past four decades, China
has gone through different reforms, moving from a planned to a market-oriented economy.
However, nowadays, the country is experiencing several challenges in the domestic market,

resulting in a slowdown of the economy. To address this situation, the Chinese government has
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already developed and implemented major policies such as the "Belt and Road Initiative™ and
the "Made in China 2025", and more recently, the new "Dual Circulation Strategy", aimed at
boosting not only the decreasing domestic market, but at promoting a stronger role of the
country in the international context. In this sense, and in the context of this research, the current
international business scenario provides not only interesting future challenges for Chinese
firms, but also unprecedented opportunities to analyse the present and future role of the
country, and especially of its firms, both at home and abroad. It seems there is the need for
researchers, incumbent firms, and policy makers to understand how Chinese firms are
developing their strategies at home while facing the current economic and business domestic
scenario, how they have been creating competitive advantages at home and abroad and, more
importantly, how and why Chinese firms have already become global competitors of Western
leading firms, despite the above-mentioned challenges. As the largest trading partner of China,

this research will focus on the internationalisation of Chinese firms into the EU.
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CHAPTER 3. Literature review and theoretical framework

3.1 Introduction

This chapter presents the theoretical framework and literature review of the research as well as
the conceptual framework and research questions. First, it briefly introduces the trends in
China's OFDI and presents the main discussion in the literature regarding this phenomenon,
which is central to the present research. Second, it offers a literature review of the two main
theoretical lenses adopted in the research, Institutional Theory, and the Resource Based View
of the firm, with a focus on China and on the marketing literature. Finally, it presents the
conceptual framework and research questions of the study as well as the expected contributions

and further implications for other research areas.

3.2 China's outward foreign direct investment trends

Since 1979, China's OFDI has experienced a strong evolution. Three different stages can be
identified based on Government policies, scope of investment, characteristics as well as issues
and objectives of the internationalisation process. The table below shows the analysis

developed by Oliveira, Menzies, Borgia, and Figueira (2017, p. 405).

Stage of OFDI

Stage 1: 1979-1990

Stage 2: 1991-1999

Stage 3: 2000—present

Government policy

"Open Door" policy. OFDI
included in National
Development plan

Second stage of the "Open Door
policy"

SOEs were permitted to invest
in international markets

Accession to World Trade
Organization in 2001.

China "Go out" policy and
support to particular
industries.

More recently, the "Belt and
Road Initiative" and "Made in
China 2025"

Scope of investment

First investment in Japan
and spread to 45 countries
to a value of US$1.2

First investment in Japan
and spread to 45 countries to
a value of US$1.2 billion

Chinese companies had a
presence in 140 countries
worldwide

Chinese companies have a
global presence
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Characteristics and
issues

Poorly managed and poor
performing
internationalisations

Mixed results with some firms
having substantial losses

Chinese government cautious
with this approach due to past
experience where some firms
had substantial losses and
worries of the outflow of
capital

Obijective

Pursuit of government goals

Gain access to technology,
management skills, and natural
resources

Gain access to technology,
management skills, natural
resources and access to new

markets

Table 1: Stages of Chinese OFDI

As identified in the table, the most relevant characteristic of Chinese firms' internationalisation
process has been the influence of the government through different policies (Alon, Anderson,
Ziaul Haque, & Ho, 2018; Angulo-Ruiz, Pergelova, & Wei, 2019; Cardoza, Fornes, Li, Xu, &
Xu, 2015; Hong, Wang, & Kafouros, 2015). A good example of this is the Open Door policy
launched in 1979, the Go Out or Go Global initiative in 2000 or more recently, as introduced
in the previous section, the Belt and Road Initiative (BRI, also known as One Belt, One Road,
or The New Silk Road), a strategy launched in 2013 by the Chinese government with the aim
of promoting integration of China with the world business environment (Du & Zhang, 2018;
PRC, 2017). Moreover, in the early years of Chinese OFDI, most of the focus was on the
acquisition of strategic resources in Asia, Latin America and Africa, initiatives led by a
government in need of natural resources to feed the rapid growth of the economy. During the
following decades, the focus has been shifting, arguably with support from the government
(Hong et al., 2015), to the acquisition of advanced technology, brands, distribution channels
and other strategic assets in developed countries mainly to enhance international
competitiveness and also satisfy the changing consumption at home (He, Khan, Lew, & Fallon,

2019; Oliveira et al., 2017; Parmentola, 2017).

This, for most Chinese companies, has created a pattern of international expansion that is

different from that captured by most mainstream theories (mostly based on Western-based
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firms). Due to this, Barney and Zhang (2009) started a debate in the literature that still continues
today, whether a theory of Chinese management (i.e. applying received theories in a Chinese
context) can explain what firms from China are doing, or a Chinese Theory of Management
(i.e. creating new explanations for management phenomena unique to the Chinese) is needed.
The debate started mainly because focusing on only one approach could risk much of what can
be learned from Chinese organisations and their management. In this sense, some authors have
defended that there are opportunities in the Chinese management context for an extension of
mainstream theories (Child & Rodrigues, 2005; Deng, 2012; Narula, 2012). Others, like Boisot
and Meyer (2008), Deng, Yang, Wang, and Doyle (2017) and Mathews (2006) have argued
that Chinese firms' behaviour does not respond to received internationalisation theories and
therefore there exists the opportunity for the development of new ones. Following this idea,
Buckley et al. (2007) stated that "Chinese outward investors clearly present marked contrasts
from the conventional model in key aspects” (pp. 513-514), an idea reinforced in their
retrospective (Buckley et al., 2018) based on the previous article in which they noted the need
for a special theory for Chinese firms, especially due to their specific business and institutional
context, although not "exceptional”. Similarly, Haasis and Liefner (2019), Hernandez and
Guillen (2018) and Lattemann and Alon (2015) showed that while it seems clear that EM
multinationals, including those in China, do differ from Western multinationals in terms of
their stage of development, their entry modes, strategic options or their capabilities, classic
theories may still be valid but the inclusion of some boundary conditions and the adaptation of
some assumptions are needed. In addition, they challenged scholars to consider extant theory

as evolving.

In the meantime, and until the debate is settled, most research works have found the need to
combine different mainstream concepts to understand and explain the international expansion

of Chinese companies (Alon et al., 2018; Hoskisson, Eden, Lau, & Wright, 2000). Following
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this pattern, the present research is framed combining two well-established theoretical
frameworks: Institutional Theory (IT) (North, 1990) and the Resource-Based View (RBV) of

the firm (Barney, 1991).

3.3 Theoretical framework
3.3.1 Institutional Theory

The institutional environment, defined as the "set of fundamental political, social and legal
ground rules that establishes the basis for production, exchange and distribution™ (Davis &
North, 1971) is formed by formal institutions like regulatory frameworks, laws, or standards,
and informal institutions like norms, values, or practices (North, 1990). The international
business literature has shown that the institutional environment impacts companies'
performance due to cultural distance (Hofstede, 1981), unfamiliarity with business conditions
(or liability of foreignness) (Johanson & Vahlne, 1977), different public policies, legal
institutions, and regulatory structures (North, 1990; Peng, Lee, & Wang, 2005), among others.
In this context, research has proven that institutions matter, but what is relevant is how
institutions matter (Peng, Wang, & Jiang, 2008) to get useful insights for companies' and
managers' decision-making processes as well as for their evaluation of available strategic

options at home and abroad (Khanna & Palepu, 2010).

This appears more relevant when studying the performance of companies in EMs. In this
context, most of the literature on strategy and internationalisation in these markets is based on
adaptations of mainstream theories developed in Western economies. Hoskisson et al. (2000),
one of the first works to analyse this, examined strategy implementation in EMs through four
received mainstream theories: institutional theory (IT), transaction costs theory (TCT), agency
theory (AT) and resource-based theory (RBV). They argued that important institutional

changes are taking place in emerging economies and might affect the response of firms
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operating in those markets (Hoskisson et al., 2000). Wright, Filatotchev, Hoskisson, and Peng
(2005) complemented these findings and, by highlighting the unique social, political and
economic contexts as well as firm characteristics of emerging economies, concluded that IT is
definitely gaining "more and substantial prominence™ (Wright et al., 2005, p. 22) on strategy
research in emerging economies (Surdu, Mellahi, & Glaister, 2018). Meyer and Peng (2016)

have added that IT is the most appropriate theory to understand companies' "micro-behavioural
differences across emerging economies and around the world™ (p. 16). Finally, a recent review
on internationalisation of Chinese firms (Haasis & Liefner, 2019) also showed that IT is still

the most prominent theoretical perspective to study the behaviour of these firms.

In fact, one of the main characteristics of these markets is their relatively weaker institutional
environment compared to the one found in Western or developed contexts (Cardoza et al.,
2015; Hoskisson et al., 2000; Ramamurti, 2012; Rottig, 2016). Weaknesses are tangible in three
main areas: (i) information problems: comprehensive, reliable, and objective information to
make decisions is not always widely available; (ii) misguided regulations: political goals are
sometimes prioritised over economic efficiency reducing, therefore, the chances to take full
advantage of business opportunities; and (iii) inefficient judicial systems: independent judicial
systems enforcing contracts in a reliable and predictable way are not always present in
emerging economies (Khanna & Palepu, 1997). These institutional voids, usually taken for
granted in developed economies where they play a role in providing a stable business
environment, are elements frequently missing in most EMs (Meyer, Estrin, Kumar Bhaumik,
& Peng, 2009; Meyer & Peng, 2016; Meyer, 2004). In this context, two main questions arise:
how can EM firms grow in these weak institutional environments? How can institutional voids
be filled to offer firms an enabling environment to grow? (Boisot & Meyer, 2008; Peng et al.,

2008).
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A growing number of works have attempted to answer these questions by showing that EM
firms are exploiting the low levels of institutionalisation in their home markets to support the
companies' development and expansion (see for example Cardoza and Fornes (2011); Elango
and Pattnaik (2007); Estrin and Prevezer (2011); Hong et al. (2015); Peng et al. (2008); Tracey
and Phillips (2011); Williamson et al. (2013)). A partial answer to these questions seems to lie
in informal institutions that link the micro and macro levels creating thus inter-organisational
strategies that are based on alliances and networks (Estrin & Prevezer, 2011; Fornes &
Cardoza, 2018; Fornes, Cardoza, & Altamira, 2016; Meyer & Peng, 2016; Nee & Opper, 2012;
Peng & Luo, 2000; Shou, Chen, Zhu, & Yang, 2012). More specifically, informal institutions
help companies to face the challenges of weaker institutional environments in two main areas:
(i) overcoming market failures, and (ii) reducing transaction costs. They help to overcome
market failures by, for example, getting access to capital, sometimes at below market rates or
subsidised/soft loans (Buckley et al., 2007), by accessing state-supported research and/or
capital (Williamson et al., 2013), or by protecting operations from domestic and international
competitors (Hoskisson et al., 2000). Informal institutions also assist in reducing transaction
costs by creating mechanisms for improving access to market information, firms matching, and
referral (Rauch & Trindale, 2002), by expanding the market and deepening competitive
positioning (Park & Luo, 2001), or by strengthening the corporate governance (Estrin &

Prevezer, 2011).
3.3.1.1 Institutional Theory and China

Peng (2002) argued that institutions evolve from informal to formal and North (1990) that they
do it in a slow incremental fashion. This idea is supported by Estrin and Prevezer (2011) who
analysed the importance of the weak and unstable formal institutional framework and the role

of informal institutions in EMs like China. In fact, in the country, interpersonal networks have
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created "multiplex relationships that provide the sinews of enforceable trust and the conduits
of information flow™" which enables robust firm action (Nee & Opper, 2012, p. 259), a unique
institutional environment that seems to have its origin in the country's economic development

since the reforms started at the end of the 70s and the resulting institutional changes.

In 1978, the Chinese economy was dominated by SOEs and the economic policies of the state
(Nee & Opper, 2012). As a response to low economic performance, the Chinese government
defined economic reforms with the aim of stimulating productivity. Consequently, a shift to a
more market-oriented economy was initialised opening new opportunities for profit making
and the development of new types of companies; a new development that was based mainly on
entrepreneurship initiatives. However, during the first decade of economic changes, when the
first new companies in the form of small and medium enterprises (SMEs) developed by
entrepreneurs started to arise in China, the government did not yet offer strong support to new
forms of firms such as property rights, transparent rules, or a registration process. Instead,
entrepreneurs were able to develop their business thanks to innovative informal arrangements
within networks of economic actors that provided the necessary funding and business norms
and helped to overcome the barriers to enter the market, overcoming, thus, the absence of
defined formal rules supporting the development of this type of new company structure while
suffering at the same time from competitive exclusion from SOEs. But this situation did not
prevent firms from growing. On the contrary, it was as a result of this situation that a dynamic
enterprise economy based on bottom-up entrepreneurial actions and social norms (also known
as informal institutions) emerged in China. In this sense, bottom-up institutional innovation
played a key role in enabling economic development, allowing the private sector to respond

effectively to changing market opportunities resulting in a new private enterprise economy.
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In other words, in China, companies have flourished and grown in an informal institutional
context, and in this process, they have acted as institutional innovators for setting standards,
norms, behaviours, and relations. This bottom-up institutional drive initially enabled the
establishment of a free market economy, which was then followed by the creation of formal
institutions to guide its development. This happened as "political actors maintained a wait-and-
see position” and acted once the economy had shifted so profoundly that "institutional
adaptations could no longer be postponed"; a dynamic that contrasts with state-centred theory
(Nee & Opper, 2012, p. 262). In fact, it was only after the private economy became a powerful
emergent force that the government (central and local) started to develop the legal and
regulatory structure to legitimise private companies. Bottom-up institutional innovations
followed by top-down accommodating change of formal rules by the state had become the
common pattern, social norms and networks being the source of endogenous institutional

change.

However, despite the market-oriented reforms and the scenario described above, the Chinese
government is still the main economic actor dictating actions, rules and policies in China
(Fornes, Lopez, Bierens de Haan, & Blanch, 2018). Chinese firms operate in a highly regulated
business environment characterised by strong government influence and a high level of
government presence in companies, in the form of ownership or participation of members of
the party (Angulo-Ruiz et al., 2019; Estrin & Prevezer, 2011; Hong et al., 2015; Yi, Hong, Hsu,
& Wang, 2017). According to a recent report (Deutsche Bank, 2018), Chinese state-owned
firms still account for 40% to 60% of the economy. In addition, the government presence can
also be identified in private or public companies where managers are sometimes former
government officials and where lishu relationships (informal connections between companies
and members of the party) are still one of the most important business connections (Buckley,

2018).
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Summing up, the institutional environment in China has been through radical transformation
during the past several decades and as a consequence firms' strategic options are conditioned
by their industry environment as well as by the formal and informal institutional frameworks
(Cardoza, Fornes, Li, Xu, & Xu, 2014; Cardoza et al., 2015; Hoskisson et al., 2000; Peng,
2002; Wright et al., 2005). Domestic institutions in China, such as the legal and regulatory
frameworks, ownership patterns, social norms, and other informal institutions have been
proven to have an important effect on the firms' decision-making process and as a result in the
definition and development of their capabilities (Buckley et al., 2007; Buckley et al., 2018;
Cardoza et al., 2014; Cardoza et al., 2015; Cui & Jiang, 2012; Hong et al., 2015; Yi et al.,

2017).
3.3.2 The Resource-Based View of the firm

As shown in previous sections, IT has been one of the most commonly theoretical frameworks
adopted by scholars when it comes to studying management in Chinese firms (Li & Li, 2000;
Peng, 2002; Peng et al., 2008; Wu, 2013a; Yi et al., 2017) followed by a combination with
other theories, especially the RBV (Alon et al., 2018; Hoskisson et al., 2000) mainly because
the institutional environment affects the development of firm capabilities (Chen & Wu, 2011,
Child & Rodrigues, 2005; Shou et al., 2012; Wu, 2013b; Yan et al., 2017; Yi et al., 2017;
Zhang, Qian, Wheeler, & Kwon, 2015). Indeed, drawing from research on Asian organisations,
Peng (2002) and Meyer and Peng (2016) showed the need to adopt an institution-based view,
in addition to other mainstream theories, to account for differences present in business strategy,
especially in China. As established in the previous section, institutional environments in EMs
present different and unique characteristics and it is in this environment that Chinese firms

design, manufacture, distribute, and sell their products/services; an institutional context that
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creates particular challenges when defining their strategies and, therefore, when developing

their capabilities.

The Resource-Based View of the firm (RBV) (Barney, 1991) states that in order to achieve
sustained competitive advantage, a firm should accumulate unique tangible and intangible
resources or capabilities that are heterogenous and immobile as well as valuable, rare and costly
to imitate. In addition, and probably more importantly, the firm should be organised to capture
the resulting value (Barney, 1991; Ju, Fung, & Mano, 2013; Wernerfelt, 1984). In fact, a firm's
ability to deploy resources through organisational capabilities may be more important than the
absolute resource level in driving performance (D'Oria, Crook, Ketchen Jr, Sirmon, & Wright,
2021; DeSarbo, Di Benedetto, Jedidi, & Song, 2006). This is based on theoretical explanations
on how firms overcome resource deficiencies by deploying their available resources in ways
that outperform similar deployments by competitors. Recently, D'Oria et al. (2021) combined
the RBV and the resource orchestration framework to emphasize on the combination of
capabilities and managerial actions to realize the performance goals, giving clarity on why
some firms outperform others, having the same capabilities. This is, focusing on the use in
addition to resource accumulation. In this line, the RBV recognises the constraining nature of
the context in which the organisation operates, its history, and its strategic goals (Teece, Pisano,
& Shuen, 1997). Therefore, taking a dynamic perspective, a firm is constrained by the path it
has travelled and, as a consequence, a firm's sustained competitive advantage would depend on
the environment, the stability of market demand, as well on the ease of replicability and
imitation by competitors. This creates a strong positive relationship between firm capabilities,
sustained competitive advantage, institutional environment, and firm performance (Ju et al.,

2013).
3.3.2.1 The Resource-Based View of the firm and China
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Several researchers have questioned the suitability of the RBV in Chinese firms as they
apparently lack strong Firm-Specific Advantages (FSA) that are the pillars of the unique
tangible and intangible capabilities (Lattemann, Alon, Spigarelli, & Marinova, 2017; Peng,
2012; Ramamurti & Hillemann, 2018). They claim that firms from EMs, including China,
possess mainly basic and ordinary resources that make it difficult to create strong core

competences (Peng, Lebedev, Vlas, Wang, & Shay, 2018).

To overcome this organisational void, Luo and Child (2015) found that Chinese firms do have
unique compositional capabilities; firms from this country possess the ability to “cater to local
market requirements by creatively and speedily combining available resources, which,
considered separately, are not advantageous per se™ (Peng et al., 2018, p. 834); this combination
is mainly the result of having strategic capabilities related to Research and Development
(R&D), and firm-strategic assets such as proprietary technology or global brands, that are still
young and relatively weak in comparison to firms from developed markets (Williamson et al.,
2013). The ability of Chinese firms to recombine assets and available resources, in addition to
their opportunity-seeking ambitions (Peng et al., 2018), is helping them to leverage their
internal weaknesses and capitalise on market needs. These compositional capabilities can
explain the firm's ability to respond quickly to market needs; for example, by developing low
cost or "good enough" products or services with the right quality-price balance (Lattemann et
al., 2017; Oliveira et al., 2017), or by creating novel and innovative products similar to those

from Western firms but at a lower price.

In addition, Chinese firms have demonstrated other capabilities, such as flexibility and
adaptability, the ability to unlock latent demand in low-end segments, the skills to deal with
weak institutions, and assets defined by and embedded in their domestic business environment

(Heetal., 2019; Lattemann et al., 2017). Chen and Wu (2011) identified two types of corporate
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capabilities from the management and marketing literature that would be particularly relevant
in the Chinese business context: (i) adaptive capability, a firm's ability to respond and adapt to
market changes and maintain its competitive advantage over time; China is characterised by a
high level of uncertainty with rapid economic changes, and the ability to make good predictions
of market needs, plan the need of resources and effectively respond to environmental changes,
among others, are becoming imperative for survival and growth, and (ii) resource-bridging
capability: a firm's ability to access and obtain relevant resources such as bank loans,
government approvals, access to financial capital or relevant information about the market;
China presents an underdeveloped infrastructure and insufficient institutional support, so the

ability to secure access to critical resources becomes crucial.
3.3.2.2 Marketing capabilities in China

Marketing literature shows that a company that has adopted the marketing concept or considers
marketing as "the activity, set of institutions, and processes for creating, communicating,
delivering, and exchanging offerings that have value for customers, clients, partners, and
society at large" (Gundlach & Wilkie, 2009, p. 260) will place their customers at the top of the
organisation's list of priorities and will focus on capturing and satisfying them in order to create
a sustainable and profitable relationship (Darroch et al., 2004; Day, 1994). A firm
implementing this marketing concept is said to be market-oriented or to have adopted market
orientation as an asset/capability. Day (1994) and Guenzi and Troilo (2006) showed that
market-oriented companies are better equipped and positioned to generate superior customer
value and, as a consequence, to develop a sustainable competitive advantage. In fact, several
studies have demonstrated that market orientation is positively related to firm performance

(Day, 1994; Ge & Ding, 2005; Guenzi & Troilo, 2006; Morgan et al., 2009a). Related to this,
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the ability to generate superior customer value is dependent on the availability of creating and

developing distinctive marketing capabilities (Day, 1994; Guenzi & Troilo, 2006).

In this context, marketing capabilities are defined in the literature as complex bundles of skills
and accumulated knowledge, exercised through organisational processes, that enable firms to
coordinate activities and make use of their market-based knowledge and assets (Day, 1994). In
addition, the role marketing plays in determining firm performance has been widely recognised,
(see for example Hult et al. (2005); Katsikeas et al. (2006)). To successfully deploy resources
in support of differentiation, firms need marketing capabilities that enable them to repeatedly
deliver desired benefit bundles to customers (Noble et al., 2002). Different types of marketing

capabilities have been explored in previous studies.

Morgan et al. (2009a) identified seven marketing capabilities required for a market-driven
company: pricing, product management, distribution management, marketing communications,
selling, marketing planning and market implementation. The author grouped them into two
distinct sets: (i) specialised marketing capabilities, and (ii) architectural marketing capabilities.
Specialised marketing capabilities are the functionally focused capabilities built around the
integration of the specialised knowledge held by the firm's marketing employees and the
communication of benefits to current and potential customers (Day, 1994; Slater & Narver,
1993; Tripsas, 1997). On the other hand, architectural marketing capabilities are those that give
strategic focus to the specialised marketing capabilities and drive the deployment of resources
to achieve strategic goals. Both types of marketing capabilities are necessary enablers of
product differentiation and precursors of the firm's competitive advantage (Pasa & Shugan,

1996).
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Day (1994) classified marketing capabilities into market-sensing; which define to what extent
the company is well equipped and organised to monitor and assess the changes in the market
in order to anticipate marketing actions, and customer linking capabilities; which consider the
skills, abilities, and processes needed to “achieve collaborative customer relationships so
individual customer needs are quickly apparent to all functions and well-defined procedures
are in place for responding to them” (p. 49). Some years later and with the purpose of closing
the marketing capabilities gap while including new trends in the market such as the Internet
(Day, 2011), the same author challenged the market-driven approach to marketing capabilities,
and by emphasizing on the need to consider the market learning process and the dynamic
characteristic of the environment, he defined three complementary key marketing capabilities:
(i) static capabilities, that are stable and based on process activities that are routinized, (ii)
dynamic capabilities, that can be augmented and reconfigured or are newly developed in order
to look for new opportunities in a changing dynamic environment, and (iii) adaptive
capabilities, that enable anticipation and are based on flexible processes so they can be
reconfigured and redefined if needed according to market volatility. Although the three
capabilities are needed to achieve sustainable competitive advantage, firms should focus on the
development of adaptive capabilities that would enhance the existing dynamic ones. Moreover,
for the successful development of the adaptive capabilities, the author defined other three
necessary marketing capabilities: (i) a vigilant market capability to be aware of the latest
changes in the market, (ii) an adaptive market experimentation capability for continuous
learning and (iii) an open marketing capability to develop relations with stakeholders by using

new media technologies.

Indeed, aware of the need of considering the continuous changes in the market, several authors

extended the research on dynamic marketing capabilities, combining the RBV and the dynamic
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capability view (Teece et al., 1997). For example, Barrales-Molina, Martinez-Lopez, and
Gazquez-Abad (2013) developed a review on Dynamic Marketing Capabilities (DMCs) and
by conceptualising DMCs as capabilities that use market knowledge to adapt organisational
recourses, and analysing the differences with marketing capabilities, concluded that new
product development (NPD) and proactive market orientation are the most “rigorously
grounded DMCs” (p.13). Following this area of research, Morgan, Slotegraaf, and Vorhies
(2009b) linked dynamic marketing capabilities and profit growth and performance. They
extended the knowledge about dynamic marketing capabilities by analysing the positive direct
effect of three dynamic marketing capabilities namely CRM capability, brand management
capability and market-sensing capability on profit growth rates in terms of revenues and

margins.

Numerous studies have been carried out concerning the development of marketing capabilities
as well as their importance on the performance of western firms (Darroch et al., 2004; Day,
1994, 2013; Morgan et al., 2009a; Morgan et al., 2009b), however, very few studies have been
carried out so far on EM firms in general and China in particular. This was highlighted in a
review a few years ago on marketing of multinationals from EMs (Mellahi et al., 2010) which
found that, compared with Western multinationals, research on EMs-based firms is "noticeably
absent from writing in international business strategy" (2010, p.1) and as a consequence, the
knowledge of their international marketing strategies is incomplete. However, as shown by
Trotter and Wang (2012) and despite China's marketing being in its "infant stage" (p. 44),
research in the field is increasing. A more recent literature review on marketing capabilities
(Kamboj & Rhaman, 2015) complemented this argument by demonstrating the increasing
interest among researchers in the study of the relationship between firm capabilities, marketing

capabilities in particular, and firms' performance beyond the US and the UK with a tendency
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towards EM. Within this, Ju et al. (2013) emphasised the idea that it would be necessary to
adopt an institutional perspective, in addition to the Resource-Based View, in order to
understand the behaviour of firms' capabilities and their impact on firm performance in the
context of EM and in China in particular, due to the unigue institutional environment in which

firms operate.

This is a critical knowledge gap in international business and marketing in China, as the
institutional environment has profound influence on the type of marketing capabilities
developed to gain competitive advantage in the marketplace. In an attempt to close this gap,
some studies have been developed on the relationship of market orientation and firm
performance in China. Changes in the economy due to the transition from a planned economy
to a market economy provide a suitable scenario for testing market orientation and therefore
the influence of the institutional environment on the development of marketing capabilities as
the increased competition in the market has forced Chinese firms to become increasingly
market-oriented (Ge & Ding, 2005; Nee & Opper, 2012; Sun, 2017). In this context, Ge and
Ding (2005) have shown that market orientation and firm performance are positively related in
Chinese multinationals and He and Wei (2011) indicated that a market-oriented corporate
culture facilitates innovation, a key factor in delivering superior corporate performance (see
also Ge and Ding (2005),Yan et al. (2017) Liu and Su (2013) and Yang, Wang, Zhu, and Wu
(2012a)). Also, Ju et al. (2013) and Wu (2013b) have shown the moderating effect of elements
of the institutional environment, such as the level of market development or the legal
effectiveness in the link between firm capabilities and firm performance in China. Shou et al.
(2012), one of the few works combining IT and RBV to study marketing capabilities in China,
incorporated informal institutions (i.e., Guanxi, see below) to the analysis and found that the
performance of technology capabilities is less important when informal institutions are relevant

and the legal system inefficient, while informal institutions strengthen the marketing
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capabilities of Chinese firms, weakening those from foreign firms. He, K., and Filatotchev
(2012, p. 27) also combined the two theoretical frameworks to analyse how Chinese firms can
"enhance export performance by aligning its export channels with its level of market
orientation capabilities, contingent on the institutional distance between the home and export
market" (p.27). Finally, Chen and Wu (2011), focusing only on informal institutions, studied
the link between two different types of personal relationships or networks (with the government
and with business partners), and the adaptive capability and the resource-bridging capability.
They demonstrated that both types of personal relationships have a positive impact on both
capabilities; while relationships with government officials have a greater impact on resource-
bridging capability, relationships with business partners have a similar positive effect on both

capabilities.

Following this analysis, it can be appreciated that few works have introduced both formal and
informal institutions in the analysis. This has recently been highlighted by Haasis and Liefner
(2019) who found that despite the increasing interest in the influence on institutions as drivers
and antecedents of Chinese OFDI, no recent articles include both formal and informal elements.
In addition, scarce attention has been devoted to investigating how particular marketing
capabilities are defined in China and how relevant Chinese institutional elements are in this

definition, combining, thus, IT and RBV.
3.3.3 Institutions and the development of marketing capabilities in China

Institutions, especially the political, social, cultural, and economic systems surrounding firms,
have an impact and play a fundamental role in firms' behaviour and in the social environment
in which those firms operate (Hoskisson et al., 2000; North, 1990) and as a consequence shape
the social and organisational behaviour (Scott, 1995). Within this context, capabilities are the
pillars where companies' performance is based both in domestic and international markets.
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Peng et al. (2008) stated that strategic decisions are driven by both industry conditions and firm
capabilities and also that they are influenced by the formal and informal conditions of the
institutional framework that managers confront. The point is that the constant and rapid
changes in social, economic and political institutions in China, especially since the economic
reforms promoted by the Chinese government at the end of the 1970s, make institutional factors
important drivers of Chinese managers' decision making process, strategic formulation and
implementation (Hoskisson et al., 2000). Drawing from previous studies about the Chinese
institutional environment (Cardoza, Fornes, & Xu, 2011; Cui & Jiang, 2012; Estrin & Prevezer,
2011; Yang & Stoltenberg, 2014; Yi etal., 2017; Zhang et al., 2015) and based on the analysis
of the Chinese business scenario developed in the first section, the following two institutional
forces seem to have the greatest impact on the development of business activities in China: (i)
the political influence of the Chinese government, and (ii) the relevance of informal relations.
In addition, there are two additional complementary elements, Chinese culture, and Chinese
philosophy, that strongly influence Chinese managers' decision-making processes and strategy
implementation (Deng, 2012; Haasis & Liefner, 2019; Liu, 2015; Yau, 1988; Yau, Chan, &

Lau, 2009).
3.3.3.1 The political influence of the Chinese government

In China, despite the market-oriented reforms, most business activities are still under the
control of the government (Angulo-Ruiz et al., 2019; Buckley, 2018; Nee & Opper, 2012; Yi
et al., 2017). State-owned companies, in which managers are usually selected by the CPC or
are former CPC members, are still the main players in the Chinese business environment. This
can be extended to private or public firms (non-state-owned companies), where lishu
relationships (meaning informal connections between companies and members of the party)

are still among the most important business connections (Buckley, 2018). China's government
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(at central, provincial, city or prefecture level) plays a fundamental role in Chinese firms'
strategic options as it influences and determines "the structure of the firm, directorial and senior
management appointments, business plans, projects and operational decisions” defined by
Chinese managers (Buckley et al., 2018, p. 14). Also, in the international context, Child and
Rodrigues (2005) and Cardoza et al. (2015) found, for example, that Chinese companies have
received preferential support from the government mainly through assistance and access to
international joint ventures, state ownership and/or funding, or access to technological
knowledge. Managers' decision-making processes and therefore firms' capabilities definition
and international expansion are influenced by a very particular Chinese domestic institutional
environment, highly regulated with a strong government presence, characterised by "weak
legal and regulatory frameworks, ownership patterns, public funding access, or government

participation in firms" (Cardoza et al., 2015, p. 4).

Lin (2010) was one of the fist studies to analyse the impact of institutions in the development
of capabilities differentiating between different types of Chinese companies. He found that
state-owned and private multinationals are subject to different environmental effects and, as a
consequence, they faced different strategic options and developed different capabilities,
suggesting that SOEs would be stronger than private firms in terms of dynamic capabilities. In
this sense, private Chinese firms seem to face formal institutional constraints, such as
inefficient legal frameworks and weak intellectual property rights that might discourage the
pursuit of innovations, making it relatively difficult for businesses to invest in R&D or to build
global brands. In fact, Yi et al. (2017) showed that the higher the state-participation in
ownership, the higher the effect of R&D intensity on innovation performance, an influence that
is higher in regions where innovation is a strategic activity of the government. Also in this

context, Williamson et al. (2013) considered government-specific advantages (GSASs) to
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capture the quality of government-created assets that influence the development of companies'
(SOEs and private firms) capabilities, which will be determinant in, for example, the
motivation for and process of internationalisation of the firms, in combination with additional

Chinese unique country-specific and firm-strategic assets.
3.3.3.2 The relevance of informal relations

Informal relations in China are known as guanxi, which refers to the set of connexions or ties
to secure favours in personal and organisational relations that have "significant effects on
business operations, survival, and growth™ (Park & Luo, 2001, p. 473). It is one of the most
relevant informal institutions in China (Chen, Chen, & Huang, 2013; Estrin & Prevezer, 2011),
and one of the three most important Chinese cultural values and characteristics together with

Face — mianzi — and Reciprocity — renging (Yau et al., 2009).

Several authors have recognised the importance of this informal institution and its influence in
the development of capabilities. For example, Peng and Luo (2000) showed that the capacity
for building relations to overcome institutional voids is pursued to develop firms' capabilities.
The authors demonstrated that guanxi leads to higher firm performance and benefits market
expansion and competitive positioning of firms. This is mainly because the capabilities of firms
operating in EMs are still relatively low in comparison with, for example, their Western
counterparts (Chen & Wu, 2011; Kaufmann & Roesch, 2012; Lattemann et al., 2017; Rugman
& Li, 2007); in fact, in such a context, firms with inferior resources and capabilities would have
a higher level of external dependence. However, Peng and Luo (2000) also demonstrated that
despite guanxi being important, it is not sufficient and therefore strong firm capabilities are

also needed for good and sustainable performance.

Several authors have studied the role of informal institutions as efficient and culturally viable

mechanisms to minimise and/or offset this external dependence. For example, as already
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mentioned above, Chen and Wu (2011) studied the common practice of guanxi in Chinese
organisations by analysing the relationship between guanxi and corporate and marketing
capabilities, a relation that proved to be positive as the informal connections helped to secure
"deals with suppliers, orders from buyers, and approval from the government” (Park & Luo,
2001, p. 463). Shou et al. (2012) showed that in comparison with Western firms, Chinese firms
are better able to leverage their guanxi to enhance their marketing capabilities, in particular
market sensing, customer linking, and channel bonding, in the domestic market. The most
important thing is that these informal relations moderate and facilitate business by building
trust and leverage in both domestic and international markets, having an impact on business
performance. In this context, two types of guanxi can be identified (Chen & Wu, 2011; Park &
Luo, 2001): (i) political guanxi, which refers to personal networks with government officials
and regulatory agencies, and (ii) business guanxi, which refers to personal ties with business
partners, including suppliers, customers, competitors and other collaborators. While the first
type of guanxi functions vertically or hierarchically and has a greater impact on resource-
bridging capability, the second type operates horizontally and has a similar positive effect on

both resource-bridging and adaptive capabilities.

Informal institutions, in the form of guanxi, were crucial in the development of private industry
in China from the end of the 70s and in the resulting new managerial capabilities. As introduced
above, bottom-up institutional innovation played a key role in enabling economic development,
allowing the private sector to respond effectively to changing market opportunities resulting in

a new private enterprise economy and therefore new capabilities (Nee & Opper, 2012).

In the Chinese state-controlled economic environment at the beginning of the 80s, the lack of
consumer orientation and the lack of market pressure defined the managerial capabilities

needed at that time by Chinese companies. Efforts in SOEs, the dominant firm structure at that
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time, were focused on the fulfilment of production quotas, the development of relations with
the government and the negotiation of resources (Nee & Opper, 2012). With the support of the
government and without the risk of firms' closure, efficient use of resources and the
development of capabilities were not evident. In this context, challenges for new private firms
emerged; with no formal rules and laws defined to develop a company, how could firms
develop their business strategy and grow in the long term in a market still dominated by SOEs?
The answer was the gradual learning process based on bottom-up actions resulting in informal
institutional mechanisms (Nee & Opper, 2012). Through personalised exchange, multiplex
relationships, information sharing, and joint market development and short-term financing,
private firms and other SMEs found ways to reduce uncertainty while enhancing sustainable
capability development. In other words, business guanxi with business partners helped Chinese

firms to secure access to relevant market resources.

In addition, the emergence of new private firms and SMEs resulted in an increasingly
competitive environment. The more intense the competition in the market, the more pressure
assumed by private firms; this resulted in a greater flexibility and adaptability, which as a
consequence enhanced the development of new internal marketing capabilities (Nee & Opper,
2012). Firms were systematically analysing other firms' market signals and adapting their
products, accordingly, differentiating and specialising with respect mainly to price. In this
sense, newly developed marketing capabilities, such as new product and service development,
being close to competitors and having a well-known brand seemed to play a determinant role
in successful long-term competitive advantage. Also, as a result of a market with a lot of

competitors, innovative activities seemed to become a survival imperative.

In this environment, not only were relations between firms relevant to secure their successful

development, but relations with the government as well (Buckley, 2018; Nee & Opper, 2012;
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Yietal., 2017). Political guanxi, especially in the Chinese institutional context previous to the
economic reforms, was based on personal ties linked to the positional power of the politician,
meaning that for other economic actors, personal connections with politicians were the basis
for mutual trust leading to successful business relations. With the gradual development of the
new economic scenario, more focus had been given to the importance of developing firm
capabilities as opposed to investing in positional advantage through political capital. However,
private firms and SMEs found that cultivating good ties with the local government was still a
valuable asset as a consequence of the challenges found during the first years of the economic
reforms. This was evident in, for example, the need to reduce the risk of unfavourable treatment
by politicians and regulatory agents or to secure timely and relevant information from

regulators, or officials (Nee & Opper, 2012).

This situation can still be appreciated today. Political guanxi helps firms to gain political
legitimacy and avoid uncertainty in economic transition (Park & Luo, 2001) and provides
shortcuts to government-related resources such as bank loans, tax payments, government
support plans (Buckley, 2018; Park & Luo, 2001) and industry trends (Chen & Wu, 2011).
Also, many keep their lishu relationships which provides evidence of how Chinese firms are
still state-influenced (Buckley et al., 2018). Due to this, the development of personal ties with
government officials has become common practice among private firms and represents a
valued asset for the success of business operations. However, it has been shown that the
positive impact of personal ties with the government differs depending on the characteristics
of the markets and industries; political connections are valued by firms looking to secure an
advantage to access resources controlled by the State or when doing business in strategic

industries directly controlled by the government,
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In sum, in the last years and as the market reforms have been settling in, Chinese private firms
have strengthened their capability development combined with a management ability to detect
and react to market opportunities to succeed in the Chinese marketplace. In addition to this,
informal institutions (including guanxi as the most relevant in China), in the form of interfirm
connections, customer and supplier networks, or personal ties with the government, as
described above, still play a crucial role in the development of firm marketing capabilities. In
this context, Chen and Wu (2011) demonstrated that while political guanxi has a strong positive
influence on the development of a resource-bridging capability, business guanxi enhances the

development of an adaptive capability.
3.3.3.3 Chinese culture and Chinese philosophy

Chinese companies, especially SMEs and private firms, have been facing many challenges and
have perceived several constraints for their successful development, starting with no prior
business knowledge and limited resources. So, how have Chinese firms been able to develop
and grow in such a challenging institutional environment? A possible answer to this may lie in
the business strategies followed by Chinese managers working in Chinese firms based on their
culture and philosophy (Haasis & Liefner, 2019; Liu, 2015). Different from Western
management practices, Chinese business strategies are based on codes, attitudes, and
experiences that are embedded in the Chinese philosophy and culture, represented, for example,
in Sun Tzu's Art of War or Confucianism (Zhang et al., 2015) which have been used to define
the strategic mindset of Chinese managers and therefore the competitive advantages of Chinese
firms. In this context, Yau (1988) investigated and showed how Chinese traditional cultural
values such as man to nature orientation, man to himself orientation, relational orientation,
time orientation and personal activity orientation and their underlying principles have

influenced the development of marketing capabilities, and suggested that further strong
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relationships exist between these values and other marketing concepts, such as consumer

behaviour or market segmentation.

Liu (2015) defined the six elements underlying Chinese strategic thinking and mindset of
Chinese managers based on Chinese tradition and philosophy. To highlight the uniqueness of
these elements, he showed how Chinese would contrast with Western thinking and how
Western managers should consider and understand these elements when doing business with
their Chinese counterparts. Below is the summary and description of these six elements and

their strategic implications:

1. Tao. This is a Chinese concept and unique category of thinking. At the core of Tao
is the notion that all the things consist of contradictions or opposites. Tao is also associated
with "greatness”. In strategy, Tao means to have a vision of the furthest horizon; a great vision
is a prerequisite to achieve greatness. In practice, it means that when Western managers try to
understand a mission, vision or strategy statements they should go beyond the literal meaning

of the words, because of the different ways in which Chinese may express their ideas.

2. Stratagem. This concept is at the core of the Chinese competitive approach. Chinese
companies usually do not define long-term strategies but rather use stratagems. By definition,
stratagems have military, diplomatic and strategic connotations. In China, an effective
stratagem takes a panoramic and holistic view of the situation and prioritises the utilisation of
this stratagem to neutralise the competitor. This differs from Western strategic planning, where
an assessment of the business environment is developed followed by the definition of
objectives and goals for the short, medium, and long term. In addition, at the core of the
stratagem is the achievement of a strategic objective through the unorthodox in battles.
Deception, by giving the opponent a misguided impression, or taking the competitor by surprise
are ways of understanding the unorthodox and are tactics usually developed by Chinese firms.
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The stratagem is part of the "Chinese-ness™ of doing business and Western managers should

deal with it when competing with their Chinese counterparts.

3. Shi. This is a unique Chinese strategic factor having a significant effect on business,
politics, and military decisions. It is a situation, trend, configuration, potential or momentum
that is key for an organisation in the context of business, but may be “ridden, borrowed, created,
leading to the competitive advantage of the decision maker” (p. 99). Shi does not have a
Western comparison or definition and is the "net outcome of an integral and holistic assessment
of all pertinent factors, a trend, potential or momentum® (p. 100). In practice, Western managers
should stand in the Chinese counterparts' shoes to examine the shi surrounding their strategic

intentions, to avoid future misunderstandings.

4. Dialectic thinking. To understand the strategic mind of Chinese managers and
decision makers, knowledge of the yin-yang is crucial. This concept incorporates
contradictions and opposites. The three principles of dialectic thinking are: (i) the principle of
change, meaning that change is expected, and flux of events can happen any time, (ii) the
principle of contradiction, suggesting that the reality is not precise, and that change is constant,
and (iii) the principle of Holism which involves an orientation to the context of the field as a
whole, understanding the relationship between the objects and different elements with the
whole context of the situation. It might also be important to see the stratagem and dialectic
thinking together in terms of business relations. Just as positive stratagems can be identified,
negative stratagems also exist, which are the actions of cheating, corrupting or conspiracy. So,
by analysing the stratagem, Western managers can be in a better position to prevent for
stratagems and identify positive ones. It is important to understand this as in China legal
systems and the court have been very recently developed following the principles of Chinese

Confucianism and Chinese philosophy.
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5. Competitor orientation. In Chinese culture, focusing on competition is based on the
Chinese philosophy, competitors being the main target and the one guiding and defining the
main organisational decisions. With this orientation, the competitor's strategy shapes the
organisation's one. The goal is to beat the competitor. Having a competitor orientation in China
tends to result in company behaviour that is unlikely to produce a newly developed technology
while being the world market leader. Chinese companies usually tend to define a follower

strategy.

6. Agility. This element is also embedded in the Chinese culture and is part of the yin-
yang idea. Chinese agility has two dimensions: (i) it implies that even smaller or weaker
companies are still in position of competing with the strong ones, and (ii) agility means the
ability to adapt quickly to an emerging situation before the competitors. In addition, an
important element of Chinese agility is "strategic detour™ or achieving the strategic objectives

through an indirect approach. This results not only in agility but also in adaptability.

These six elements, embedded in Chinese culture and philosophy, have a relevant impact on
strategy formulation, and might help, especially Western counterparts, to understand the unique
strategic Chinese mind behind the decision-making process of Chinese managers and therefore
behind the competitive advantages of their Chinese firms. In a similar way, Zhang et al. (2015)
analysed the moderating effect of Sun Tzu's three significant strategies on performance and
their relationship with government influence (formal institution) and guanxi (informal
institution). They applied the three strategies to the business context and explained how each
of them defines unique competitive advantages and marketing capabilities of Chinese firms.
First, "Know your enemy, know yourself, your victory will never be endangered" helps Chinese
managers to understand environmental forces while knowing the competitors to successfully

adopt a customer orientation. Second, "Defeat one's opponent by a surprise move" is related to
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differentiation and uniqueness in the offer enhancing the superiority of the firm. And third, "he
will win whose army is animated by the same spirit through all his ranks" defines the unity and
teamwork expected in the firm as well as within its networks. By adopting these strategies,
Chinese private firms and SME successfully deal with the challenging institutional
environment while achieving their goals. The research showed the moderating effects of the
three strategies on the influence of the government and guanxi on firm performance; this
reinforces the argument that both formal and informal institutions have an effect on firms'

performance, especially when operating outside China (Zhang et al., 2015).

All in all, both formal and informal institutions play a determinant role in the definition of
strategic choices by Chinese managers and, as a consequence, in the development of the
required marketing capabilities of Chinese firms. The influence of institutions in Chinese
companies becomes more evident due to the significant role of the government, the relevance
of informal relations, as well as of Chinese culture and philosophy influencing Chinese
strategic thinking. It has been shown that these elements strongly influence the decision-
making process and the strategy implementation of Chinese managers and thereby the
definition and development of Chinese marketing capabilities. Moreover, considering the
institutional framework analysed above, it seems that this influence might be different
depending on the type of company. Different types of companies (i.e. state-owned, collectively
owned, private or foreign invested) may face different institutional environments and
underlying elements, influencing their operations and access to resources, and therefore
Chinese managers might adopt different strategic positions (Lin, 2010). It is in this context that
it seems interesting to analyse and understand how different types of Chinese firms incorporate
the influence of relevant Chinese institutional elements (formal and informal) in the

development of marketing capabilities in the Chinese context in order to further analyse
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whether they understand the need to adapt or define new capabilities when they operate in

different institutional environments as a result of the international expansion of the firm.

3.3.4 The internationalisation of Chinese multinationals, the influence of domestic

institutions and the development of marketing capabilities.
3.3.4.1 Chinese institutions and the internationalisation of Chinese firms

Institutional Theory proposes that a firm's internationalisation strategy is shaped by the
institutional framework of the home country of the firm and that it is facilitated or constrained
by institutional forces that promote or obstruct the upgrading of existing resources and
capabilities (Child & Rodrigues, 2005; Wang, Hong, Kafouros, & Baoteng, 2012). It is in this
context that the rise of Chinese MNCs and the particularities of their institutional framework
have gained interest among scholars on the role of domestic institutions in the
internationalisation process (Angulo-Ruiz et al., 2019; Buckley et al., 2007; Kim, Lattemann,
Park, & Zhang, 2019; Paul & Benito, 2018; Peng, 2012). Buckley et al. (2007), one of the first
studies that focused on Chinese OFDI, identified three China-specific characteristics that affect
the internationalisation of Chinese companies: (i) capital imperfections, (ii) special ownership
advantages, and (iii) institutional factors. They found that home institutions, especially state-
ownership, play a fundamental role in the flow and direction of Chinese OFDI. In fact, the
government plays both a direct and indirect influence in the internationalisation of Chinese
companies. Policies such as the "Go Out" strategy or the "Belt and Road" initiative, are
examples of the efforts of the Chinese government to enhance the internationalisation of
Chinese companies, not only of SOEs but also of private or public ones (Angulo-Ruiz et al.,
2019; Lattemann et al., 2017) developing their activities in strategic sectors or industries; non-
state firms are especially active in responding to the internationalisation policies of the
government in order to benefit from special conditions being "an important or very important
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factor in their OFDI decision-making process” (Du & Zhang, 2018, p. 193). In this context, the
table below provides an overview of the main internationalisation policies developed by the
Chinese government since 1979, its main characteristics and specific actions, as well as
incentives defined at different stages (Bellabona & Spigarelli, 2007; Oliveira et al., 2017). The
table also considers the actions that have been defined and developed since 2015 by the Chinese

government to support the specific objectives of the BRI (OECD, 2018a).
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1979-1990: first stage of the Open-
Door policy

1991-1999: second stage of the
Open-Door policy

2000-2005: first stage of the Go
Out policy

2006 to present: second stage of the
Go Out policy including actions
that are still active today (no BRI)

2015 to present: actions within the
BRI including initiatives from
Made in China 2025 adopted within
the BRI

¢ No specific regulations or
directions

o Limited to SOEs and controlled
case by case

o Firms pushed to acquire
technology and market shares

o Standardisation of approval
procedures

e Strong support of SOEs in strategic
sectors (mining, energy, automotive,
electronics, chemical, construction,
and transport)

e Guarantee of incentives and special
rights for autonomy in decision
making and management

e Stricter controls to avoid speculation
and losses for SOEs

¢ Promotion of internationalisation
of projects in light industries
(textiles, machinery, and
electronics)

¢ Reductions on custom duties
o Help with currency purchase

¢ Financial aid to firms using
Chinese raw materials or
components in order to enhance
exports

o Supply of information and
assistance services, promotion of
incentives, simplification of
administrative tasks and reduction
of investment risks

o Specific guidelines to go abroad
published for 67 countries

e Facilitation of loans for the
retrieval of natural resources,
export of technology, goods and
equipment, opening of R&D
centres and new M&A

e Foreign expansion as central
theme for the Chinese government

o Definition of more concrete
actions and incentives

¢ Reduction of tax quotas and
facilitation of rates of investments
and access to information

o Foreign market access report
released by the Ministry of
Commerce

¢ Elimination of foreign currency
restrictions

e Opening of the Overseas Business
Service Center, to help in the
internationalisation process of any
Chinese firms willing to go abroad

¢ Signature of reciprocal investment
promotions with Western countries

¢ Funding of connectivity and
construction projects through
Chinese development banks

o Policies to accelerate indigenous
innovation and large-scale
investment in human resources:
training professionals overseas,
and programmes attracting foreign
professionals, scientists, and
researchers

¢ Promotion of global national
champions: favourable access to
capital for acquisitions in
technology, investments in joint
ventures and/or acquisitions of
companies in advanced economies

o Preferential treatment for high
technology imports

e Promotion of Chinese technology
standards within the BRI to help
open up markets for Chinese
products

o The breakthrough industries for
2025 include: "next-generation IT,
high-end digital control machine
tools and robots; aerospace;
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oceanographic, engineering
equipment and high-technology
shipping; advanced rail
transportation; energy efficient and
new-energy automobiles; electrical
power equipment with a focus on
renewables; agricultural
machinery; high-performance
structural metals and materials;
biopharmaceuticals; high-
performance medical equipment;
and high-end equipment” (OECD,
2018a, p. 24)

Table 2: Actions and incentives within the main internationalisation policies defined by the Chinese government since 1979
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The above actions and the specific incentives and support from official institutions have
strongly helped Chinese firms to successfully develop OFDI. Moreover, in addition to the
government support, political stability and economic growth have also been considered home-
country specific advantages, or Government Specific Advantages (GSA) (Ramamurti &
Hillemann, 2018), complementing China's natural endowment, being one of the most important
factors enhancing international competitiveness of Chinese firms (Angulo-Ruiz et al., 2019).
Lattemann et al. (2017) and Oliveira et al. (2017) supported this idea and added that in the
specific case of China, in addition to other specific advantages such as a large population or

natural resources, GSA should even be considered as a Country Specific Advantage (CSA).

Moreover, the business and institutional context of the host country would also play an
important role in the internationalisation process of Chinese firms, an element that should be
considered and analysed by Chinese managers and senior managers in their decision-making
process (Lattemann et al., 2017). In this context, Meyer and Peng (2016) previously showed
how SOEs in particular need to adapt their entry strategies to reduce possible conflicts in the
host country due to higher institutional pressures in the home market. Furthermore, Child and
Marinova (2014), based on a combination of IT and RBV, studied the link between home and
host market contexts and analysed how this link influences the development of firm-level
elements (capabilities) involved in the internationalisation of Chinese firms. The authors
analysed the context for business based on two dimensions: (i) political stability and (ii)
institutional maturity; while China would be considered a country with a high political stability
but immature institutions, Western markets, and the EU in particular, would be considered
environments with political stability too, but with mature institutions. In this situation, they
suggested that Chinese firms find the highest challenges when operating in these environments
and that some Chinese institutional and firm-level characteristics, considered advantages in

China, may turn into firm disadvantages when they operate in the EU, mainly due to the
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differences in terms of the maturity of institutions. More specifically, Chinese firms find in the
EU sophisticated and mature markets which contrast with the rapidly changing and uncertain
home environment, transparent legal and regulatory frameworks that challenge the perceived
lack of transparency and high state manipulation of Chinese firms (both state-owned and
private), and different management styles that find the most important challenges in terms of
business practices, knowledge and expertise, weaknesses found in Chinese firms due to their
short international business experience, that become even more evident when they enter into a
different local context. Finally, Chinese firms should be more conscious of and sensible to the
different expected cultural behaviours, especially on how to behave in mature business contexts
and the different importance given to certain institutional elements that are relevant in China
such as, for example, personal relationships or guanxi. In this sense, it seems that Chinese
managers need to rely on local managers and staff to overcome these disadvantages and adapt

to the new local environment.

In fact, informal institutions in the form of personal relations or guanxi also play an important
role in the international development of Chinese firms. For example Lin, Mercier-Suissa, and
Salloum (2016) analysed this influence and concluded that social networks not only facilitate
business operations domestically but that guanxi between the manager and the management
team, that is, internal connections or business guanxi, help to achieve firms' internationalisation
goals in a more efficient manner and they observed that the market choices were also influenced
by the business networks in the host market. Similarly, and based on the RBV and the market
orientation literature, Yan et al. (2017) showed that managerial ties enhance export
performance of Chinese firms as they help to access to valuable resources, being this
performance even better when firms demonstrate market orientation. Also, Oliveira et al.
(2017) found that the domestic institutional framework affects firms' OFDI but that it differs

depending on the ownership structure: whereas Chinese SOEs would be more dependent on
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government support (or political guanxi), private or listed firms would be more reliant on
informal business relations (or business guanxi). This influence would also affect the access to
resources and would, therefore, have an impact on the type of capabilities developed by the

different types of firms.

From this analysis, it seems clear that, similar to what happens in the domestic environment,
the Chinese institutional framework and the capabilities developed in China play a determinant
role in the internationalisation decisions of Chinese firms, especially in the first steps of the
process. In other words, GSAs, and CSAs, which could also include informal institutions such
as guanxi, are important elements influencing the international development of Chinese firms,

but which should also be considered within the host-country institutional context.
3.3.4.2 Firm capabilities and the internationalisation of Chinese firms

According to the RBV (Barney, 1991) a firm's international development is influenced by the
superior firm's specific assets or capabilities. As discussed above, some strategic and marketing
capabilities from Chinese firms or firm-strategic assets such as global brands, are still young
and may seem weak when compared to Western firms (Peng et al., 2018; Williamson et al.,
2013). However, Chinese firms have been shown to have developed other capabilities, such as
flexibility and adaptability, the ability to unlock latent demand in low-end segments or
capabilities in dealing with weak institutions that may be unique due to the particular
characteristics of the domestic business environment they are framed in (Chen & Wu, 2011,

He et al., 2019; Lattemann et al., 2017; Yang & Stoltenberg, 2014).

In this sense, the challenge faced by Chinese multinationals is whether these capabilities
developed at home are applicable to the international scene in the long term in terms of
transferability and the existence of a suitable market for their propositions (He et al., 2019). In

other words, how will these firms compete and deploy their strategic options and marketing

65



capabilities in markets with different institutional frameworks? This is relevant as during most
of the first years of the opening of the Chinese economy, Chinese firms have been basing their
competitiveness (mainly) on cost advantage and scale for medium technology products
targeting low/medium income markets at home and abroad. For this, mainstream theories
suggest that to upgrade and gain differentiation and brand advantage abroad, Chinese firms
should develop a new set of capabilities to operate in diverse institutional environments and as
a consequence strengthen their performance abroad (Cardoza & Fornes, 2013; Child &

Rodrigues, 2005; Fornes et al., 2016).

In this context, Mathews (2006), one of the authors who challenged Western-developed
theories, in his analysis of Dragon Multinationals, explained that those firms which lack
substantial prior resource in their home market, based their strategies on the Linkage, Leverage
and Learning (LLL) framework. The author emphasised the idea that traditional theories do
not necessarily apply and that there might be the opportunity to adapt existing ones or even
develop new ones. According to the author, Chinese companies have distinctive characteristics
compared to incumbent firms, namely: (i) accelerated internationalisation, (ii) organisational
innovation, and (iii) strategic innovation. In fact, Chinese firms have been creating competitive
advantage in international markets through three different sources: (i) innovation: they have
been adopting new innovation models to be competitive in global markets such as cost
innovation, application innovation, business model innovation, Shanzai innovation and
technological innovation, (ii) value-chain configuration: an increasing number of Chinese
multinationals have been succeeding by pursuing international production, and (iii) Merger and
Acquisitions: this internationalisation route has provided an opportunity for Chinese firms to
fill the gaps in their capabilities to succeed abroad and as such it appears to be the main route
for internationalisation, especially nowadays in the context of the BRI (Du & Zhang, 2018;

Peng et al., 2018; Williamson et al., 2013).
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These three sources of competitive advantage have been interacting to facilitate the process of
learning and to transform it into new capabilities that could be exploited at home and abroad.
However, as mentioned by Deng (2009), the key would be to integrate the knowledge and
capabilities acquired in the host market to develop a successful competitive advantage in the
long run, especially to enhance performance in the post M&A phase. Although Chinese
capabilities are still young, Chinese firms learn not only "through experience but also through
knowledge transfers” (Lattemann et al., 2017, p. 155). Chinese firms do possess dynamism and
speed to absorb knowledge and practices, and the integration of new capabilities, if needed,
would depend on their visionary leadership, their creative learning abilities, but also on a
stronger international human resource management and a more global perspective, challenges
faced by Chinese firms operating in the international scene, especially in Western institutional

environments.

All in all, despite the recognition that the institutional environment varies greatly between
countries, particularly between Western and emerging economies, and that the Chinese
business environment offers an important context and opportunity to study the influence of
domestic institutions on the development of marketing capabilities, little research has been
conducted to understand how Chinese firms incorporate the influence of the domestic
institutional environment (formal and informal) on the development of marketing capabilities
abroad and how they understand the need to adapt or to define new firm capabilities, marketing

capabilities in particular, when they enter new environments.
3.3.5 Streams of literature and major findings

The table below summarises the most relevant streams of literature discussed in the present
chapter. It presents the major findings relevant to the research of each of the streams, leading
to the conceptual framework and research questions discussed in the following section.
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Streams of literature

Major findings relevant to the research

Institutional Theory and
Emerging Markets

One of the main characteristics of EMs is their relatively weaker institutional environment compared to the one found in Western or developed contexts
(Cardoza et al., 2015; Hoskisson et al., 2000; Ramamurti, 2012; Rottig, 2016). EM firms are exploiting the low levels of institutionalisation in their
home markets to support the companies' development and expansion (see for example Cardoza and Fornes (2011); Elango and Pattnaik (2007); Estrin
and Prevezer (2011); Hong et al. (2015); Peng et al. (2008); Tracey and Phillips (2011); Williamson et al. (2013)) by relying on informal institutions that
link the micro and macro levels creating thus inter-organisational strategies that are based on alliances and networks (Estrin & Prevezer, 2011; Fornes &
Cardoza, 2018; Fornes et al., 2016; Meyer & Peng, 2016; Nee & Opper, 2012; Peng & Luo, 2000; Shou et al., 2012).

Institutional Theory and China

The institutional environment in China has been through radical transformation during the past decades and as a consequence firms' strategic options are
conditioned by their industry environment as well as by the formal and informal institutional frameworks (Cardoza et al., 2014; Cardoza et al., 2015;
Hoskisson et al., 2000; Peng, 2002; Wright et al., 2005). The combination of domestic formal institutions in China, such as the legal and regulatory
frameworks, ownership patterns and informal institutions such as social norms or personal relationships have been proven to have an important effect on
the firms' decision-making process and as a result in the definition and development of their capabilities (Buckley et al., 2007; Buckley et al., 2018;
Cardoza et al., 2014; Cardoza et al., 2015; Cui & Jiang, 2012; Hong et al., 2015; Yi et al., 2017).

The Resource Based View
(operationalised using
marketing capabilities) and
China

Several researchers have questioned the suitability of the RBV in Chinese firms as they apparently lack strong Firm-Specific Advantages (FSA) that are
the pillars of the unique tangible and intangible capabilities (Lattemann et al., 2017; Peng, 2012; Ramamurti & Hillemann, 2018). They claim that firms
from EMs, including China, possess mainly basic and ordinary resources that make it difficult to create strong core competences (Peng et al., 2018).
However, Chinese firms have demonstrated capabilities such as flexibility and adaptability, the ability to unlock latent demand in low-end segments, the
skills to deal with weak institutions, and assets defined by and embedded in their domestic business environment (He et al., 2019; Lattemann et al., 2017).

Institutional Theory and the
Resource Based View
(operationalised using
marketing capabilities) in
China

Both formal and informal institutions play a determinant role in the definition of strategic choices by Chinese managers and, as a consequence, in the
development of the required marketing capabilities of Chinese firms. In this context, The RBV recognises the constraining nature of the context in which
the organisation operates, its history, and its strategic goals (Teece et al., 1997). Therefore, taking a dynamic perspective, a firm is constrained by the path
it has travelled and, as a consequence, a firm's sustained competitive advantage would depend on the environment, the stability of market demand, as well
on the ease of replicability and imitation by competitors. This creates a strong positive relationship between firm capabilities, sustained competitive
advantage, institutional environment, and firm performance (Ju et al., 2013), linking, this, the RBV and IT.

The influence of institutions in Chinese companies becomes more evident due to the significant role of the government, the relevance of informal relations,
as well as of Chinese culture and philosophy influencing Chinese strategic thinking. It has been shown that these elements strongly influence the decision-
making process and the strategy implementation of Chinese managers and thereby the definition and development of Chinese marketing capabilities. It is
in this context that it seems interesting to analyse and understand how different types of Chinese firms incorporate the influence of relevant Chinese
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institutional elements (formal and informal) in the development of marketing capabilities in the Chinese context in order to further analyse whether they
understand the need to adapt or define new capabilities when they operate in different institutional environments as a result of the international expansion
of the firm.

Internationalization of Chinese
firms and the influence of
domestic institutions (IT)

Similar to what happens in the domestic environment, the Chinese institutional framework and the capabilities developed in China play a determinant role
in the internationalisation decisions of Chinese firms, especially in the first steps of the process. GSAs, and CSAs, which could also include informal
institutions such as guanxi, are important elements influencing the international development of Chinese firms, but which should also be considered within
the host-country institutional context (Lattemann et al., 2017; Oliveira et al., 2017).

Internationalisation of Chinese
firms and the RBV
(operationalised using
marketing capabilities)

The challenge faced by Chinese multinationals is whether the capabilities developed at home are applicable to the international scene in the long term in
terms of transferability and the existence of a suitable market for their propositions (He et al., 2019). Mainstream theories suggest that to upgrade and gain
differentiation and brand advantage abroad, Chinese firms should develop a new set of capabilities to operate in diverse institutional environments and as
a consequence strengthen their performance abroad (Cardoza & Fornes, 2013; Child & Rodrigues, 2005; Fornes et al., 2016).

On the other hand, Mathews (2006), one of the authors who challenged Western-developed theories, explained that those firms which lack substantial
prior resource in their home market, based their strategies on the Linkage, Leverage and Learning (LLL) framework. The author emphasised the idea that
traditional theories do not necessarily apply and that there might be the opportunity to adapt existing ones or even develop new ones.

All in all, although Chinese capabilities are still young, the literature shows that Chinese firms learn not only "through experience but also through
knowledge transfers” (Lattemann et al., 2017, p. 155), but Chinese firms do possess dynamism and speed to absorb knowledge and practices, in the
international context. The integration or the development of new capabilities, if needed, would depend on their visionary leadership, their creative learning
abilities, but also on a stronger international human resource management and a more global perspective.

Table 3: Streams of literature and major findings
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3.4 Conceptual framework and research questions

The present study addresses an important and timely research issue as Chinese firms, both SOEs
and private, have been investing abroad at an unprecedented pace. This international expansion
of Chinese companies is driven by strategic considerations to access international markets and
diversify risks enhanced by the government's new initiatives "Made in China 2025", "The Belt
and Road Initiative" and the "Dual Circulation” strategy (Du & Zhang, 2018; European Union
Chamber of Commerce in China, 2020; Huang, 2016; Ma et al., 2018; Yao, 2020), initiatives
that are expected to change the international business scenario in the coming years. In this kind
of growth and expansion, the role that marketing plays in determining firms' performance has
been widely recognised (Hult et al., 2005; Katsikeas et al., 2006; Morgan, 2012; Wu, 2013b);
to successfully deploy resources to support differentiation strategies, firms need marketing
capabilities to enable and drive a sustained delivery of the planned benefits to customers (Day,

2013; Noble et al., 2002).

Numerous studies have been carried out to understand the development of capabilities,
however, most of them have focused on Western firms with very few studies available for EM
firms in general and from China in particular (Deng, 2011; Mellahi et al., 2010; Mutlu, Zhan,
Peng, & Lin, 2015; Williamson et al., 2013; Wu, 2013a, 2013b). In addition, scarce attention
has been paid to understanding the development of capabilities of Chinese firms and the role
of the home institutional framework in shaping these capabilities, including marketing, in the
international scene outside China and mainly the EU (Haasis & Liefner, 2019). Within this,
few works introduce both formal and informal institutions into the analysis and combine IT and

the RBV (Kim et al., 2019).

China presents a unique institutional environment. This is evident considering the two main
formal and informal institutional elements defined above: (i) the strong role of the Chinese
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government (Angulo-Ruiz et al., 2019) reflected in new and still developing domestic market
institutions such as the "weak legal and regulatory frameworks, ownership patterns, public
funding access, or government participation in firms" (Cardoza et al., 2015, p. 4) or in the
definition of internationalisation policies, and (ii) the influence of informal institutions, in
particular guanxi (vertical and horizontal relationships or political and business relations). In
addition, Chinese culture and philosophy also seem relevant elements that might explain the
unique strategic mindset of Chinese managers. In fact, it has been shown that these elements
strongly influence Chinese business culture, strategic decisions as well as the decision-making
process of Chinese managers. In this sense, the institutional environment has a relevant impact
on strategy formulation and therefore on the development of capabilities of Chinese firms both
at domestic and international level; an influence that might be different depending on the type
of Chinese firm. Different types of companies may face different institutional environments

and therefore might adopt different strategic positions (Lin, 2010).

In this context, it seems necessary to understand how Chinese multinationals will adapt their
business strategies and decision-making processes, especially their marketing capabilities to
new institutional environments, or define new ones, in order to develop successful business and
marketing strategies that will provide sustainable competitive advantage in the international
marketplace. On the one hand, it might seem that strategy implementation, in particular the
decisions from Chinese managers about marketing capabilities, would be unworkable or might
become a challenge for Chinese firms competing in the EU (Liu, 2015). However, on the other
hand, it would be interesting to analyse whether this uniqueness or "Chinese-ness" might be a
unique capability explaining the success of many Chinese firms on the international scene.
Following these ideas, the present study will focus on Chinese multinationals with domestic
and further international experience, meaning that born globals (Lin et al., 2016) are not part

of the research.
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In this sense, the present study will attempt to address the following research question:

RQ: How does the Chinese domestic institutional environment (formal and informal)

influence (if at all) the application and/or the development of home marketing capabilities in

international markets with different institutional environments (mainly the EU)? Figure 1

below shows the conceptual framework of the research.

Domestic environment (China)

* Formal and informal
institutional elements
(support of the
government, personal
relations and Chinese
culture and philosophyv)

¥

* Definition and
development of home
marketing capabilities

* Application of home
developed marketing

Figure 1: Conceptual framework and research question

capabilities or
development of new
ones

International expansion

Within this, two sub-research questions are identified:

RQa: How does Chinese domestic institutional elements (formal and informal)

influence the definition and development of marketing capabilities in the domestic market?

RQb: To what extent are the marketing capabilities developed in the domestic market

applicable and transferred to international markets with different institutional environments

(mainly the EU)?

Figure 2 below shows the conceptual framework of the research and the two sub-questions.
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Domestic environment (China) Host environment (the European Union)

*Formal and informal
institutional elements * Definition and
(support of the development of home
government, personal marketing capabilities
relations and Chinese
culture and philosophy)

» Application of home
developed marketing
capabilities or
development of new
ones

¥

RQa

r

International expansion

Figure 2: Conceptual framework and research sub-questions
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3.5 Conclusion

Combining Institutional Theory and the Resource Based View of the firm, the main aim of this
research is to analyse and understand how home formal and informal institutional elements
(mainly government support, personal relations and the Chinese culture and philosophy)
influence the definition and development of Chinese firms' marketing capabilities at home, and
whether and how these capabilities are applicable by these firms in a different environment (in
this case the European Union (EU)). Specifically, the objective of this research is threefold.
First, the research will analyse how Chinese institutional elements (formal and informal)
influence the definition and development of marketing capabilities and how this differs
depending on the type of company. Within this, the study will seek to understand how managers
from different types of Chinese firms interpret marketing capabilities and define them in their
companies. Following this idea, the second objective will be to critically analyse the influence
of the domestic institutional environment in the application, development and/or definition of
marketing capabilities abroad. Finally, the research will analyse the marketing capabilities of
Chinese firms transferred abroad, or the development, eventually, of new capabilities for

international markets under different institutional environments.

As a result, this research expects to make theoretical contributions in the following areas: (i)
institutional theory and institutions (formal and informal), by providing an understanding of
the influence of the Chinese institutional environment on the decisions regarding the definition
and development of marketing capabilities in different types of companies in China, and of
how this domestic environment influences the development of these capabilities in the
international context (mainly the EU), and (ii) the Resource-Based View of the firm and
capability-building, by analysing and interpreting the development of marketing capabilities in

Chinese companies in China and how the home institutional environment shapes these
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capabilities both and home and abroad, contributing to the analysis of firm-specific capabilities
building and exploitation of country-specific assets, both at home and abroad. In addition, the
study expects to have implications for the international marketing literature as it will analyse
the process in a holistic way, studying how the domestic institutional environment shapes
decisions about marketing capabilities abroad and how Chinese firms understand the need, or
not, of adapting or defining and developing new marketing capabilities in the EU, contributing
to the incomplete explanation in the literature of the rapid increase and success of Chinese
multinationals in Western markets (Bruton & Lau, 2008; He et al., 2019; Mathews, 2006;
Williamson et al., 2013; Yang & Stoltenberg, 2014; Yang, Wang, Zhu, & Zhu, 2012b; Yip &
McKern, 2014). Finally, the study will enrich the current debate on the need to develop a theory
of Chinese management versus the need to develop a Chinese theory of management (Barney
& Zhang, 2009; Bruton & Lau, 2008; Child & Rodrigues, 2005; Deng, 2011; (Buckley, 2018;

Haasis & Liefner, 2019).
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CHAPTER 4. Theoretical framework of the methodology

4.1 Introduction

This chapter introduces the theoretical framework of the methodology. It begins with a
description and definition of the main research philosophies. It continues with an analysis of
the different research designs, with a focus on Narrative Inquiry, and of the soundness of the
research conclusions. The chapter continues with an identification of the different sample
techniques and finally it describes the data collection tools that could be applied within a

Narrative Inquiry strategy, and main data analysis methods.

4.2 Research philosophy and epistemological framework

Epistemology is the branch of philosophy related to the study of knowledge and justified belief
(Steup, 2013). In this context, the researcher defines the epistemological framework involved
in his/her project by answering the following questions: What constitutes knowledge? Where
is knowledge located? How is knowledge attained? How is it described or written? Finally,
how is it studied? As such, the definition of the epistemological framework will help the
researcher to understand his work and improve his/her research work (Cunningham &
Fitzerald, 1996). The definition of the epistemology is a relevant decision as it involves the
definition of the paradigm which is the system of beliefs and practices that influence how the
researcher selects both the questions he/she studies and the methods that he/she uses to study
them (Morgan, 2007). In this context, Easterby-Smith et al. (2002) analysed the two main
perspectives of philosophies in the literature: Positivism and Social Constructivism. The
following table summarises the contrasting implications of both perspectives (Easterby-Smith

etal., 2002, p. 27):

76



Positivism Social Constructivism
Basic beliefs o the_ Wo_rld is external and e the Worl_d is_ socially constructed
objective and subjective
« the observer is independent the observer is part of what is
observed
. . science is driven by human
e Science is value-free )
interests
Researcher .
should e focus on facts focus on meanings
e look for causality and try to understand what is
fundamental laws happening
e reduce phenomena to simplest look at the totality of each
elements situation
o formulate hypotheses and then develop ideas through induction
test them from data
Preferred e operationalising concents so that using multiple methods to
methods thpe can be megsure q P establish different views of
include y phenomena
e taking large samples o small samples _investigated in
depth or over time

Table 4: Main research philosophies in the literature

Knowledge development involves the use of theory that will be made explicit in the
development of the findings and conclusions of the research (Saunders, Lewis, & Thornhill,
2003). This is related to the research approach and to the reasoning taken by the researcher and
is usually limited to: (i) the deductive approach in which the "conclusions are derived logically
from a set of premises” (p. 144), that is, when the researcher first defines the theory and
hypothesis and then develops a research design to test these hypotheses, and (ii) the inductive
approach in which the "conclusions are judged to be supported by the observations made" (p.
144), that is, when the researcher develops theory based on the analysis of data. In this context
is seems possible to say that the deductive approach is closer to the Positivist philosophy while
the inductive approach is closer to Social Constructivism. Saunders et al. (2003) defined a third
approach to theory which is abduction that happens when the researcher starts by collecting the
data and identifies themes to explain patterns "to generate a new or modify an existing theory

which you (the researcher) subsequently test through additional data collection™ (p. 145).
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The deductive approach, in which the researcher is an observer and is not involved, is used "in
the natural sciences, where laws present the basis of explanation, allow the anticipation of
phenomena, predict the occurrence and therefore permit them to be controlled™” (Saunders et
al., 2003, p. 571). As such, the researcher looks to explain relationships between the concepts
and variables; this is, after reading the literature, theory and hypotheses are developed and
quantitative data is collected. In addition, in the deductive approach a structured methodology
is used to facilitate replication while ensuring reliability. Another characteristic is
operationalisation, enabling facts to be measured and leading to reductionism. Finally, the last

characteristic is generalisation by carefully selecting a sample of sufficient size.

The inductive approach, in which the researcher is part of what is being studied, is used when
theory is developed after analysing data and is often expressed in a conceptual framework
(Saunders et al., 2003). Another characteristic is that the inductive approach helps to develop
an understanding of the way in which humans interpret their social world. Induction facilitates
the development of alternative explanations by allowing the construction of a less rigid
methodology collecting mainly qualitative data. Finally, this approach is concerned about the
context in which events take place so a smaller sample than in the deductive approach might

be more appropriate.

4.3 Research designs

Saunders et al. (2003) defined the research design as the "general plan of how the researcher
will go about answering the research question(s)" (p. 163). The authors identified the main
research strategies that guide the research and ensure coherence within the project: (i)
Experiment, (ii) Survey, (iii) Archival research, (iv) Case study, (v) Ethnography, (vi) Action
research, (vii) Grounded theory and (viii) Narrative Inquiry. Each of the strategies are usually

linked to and fit within one research philosophy as well as within quantitative, qualitative, or
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mixed methods methodologies. Then, the methodological choice and research strategies will
define the selection of the appropriate time horizon. Finally, data collection techniques are

selected accordingly.

4.3.1 Narrative Inquiry

As further explained and discussed in the following chapter about the application of the
methodology, the present study will follow a Narrative Inquiry research strategy. This strategy
refers to a qualitative research approach that evaluates a sequence of events and character
identities which have a storied form (Boje, 2012; Kim, 2015; Riessman, 2008), representing a
narrative. Narratives can be collected from different sources, such as observations, reports, or
interviews in the form of texts, and are further analysed through narrative analysis that
considers their content, form and context while keeping them as whole and unfragmented as
possible (Lieblich, Tuval-Mashiach, & Zilber, 1998; Riessman, 2008). In narrative texts, events
are represented in chronological order and present a whole structure of elements that relate to
each other as in a story to examine the past and how it shaped the present; that is, narrative texts
are about sequences and consequences where events are "selected, organised, connected, and
evaluated as meaningful for a particular audience" (Riessman, 2005, p. 1). Storytellers help the
researcher to develop an understanding of the meaning they give to themselves, their world,
own events, and lived experiences (Boje, 2012; Kim, 2015; Lieblich et al., 1998; Riessman,

1993).

Furthermore, Narrative Inquiry involves interpretation, directly engaging in subjectivity that
affects the researcher's choice of representation of stories (Lieblich et al., 1998). In Narrative
Inquiry, analysis and interpretation are developed together as narrative data is analysed to
develop an understanding of the meaning each participant gives to the story he/she is telling.

As Riessman (1993) mentioned, "narratives are interpretive and in turn, they require
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interpretation™ (p. 21). Although description is an essential first step, Narrative Inquiry helps
the researcher to go from the surface to a deeper structure in the story told; from description to
explanation and interpretation of the events told by the storyteller. Narrative researchers try to
interpret the meaning the storytellers give to their story by extensively analysing plotlines,

thematic structures, and social and cultural contexts (Kim, 2015).

Abbott (1990) identified three areas that the researcher can find in narratives under analysis: (i)
the existence and classification of sequential patterns, (ii) antecedents to those patterns and (iii)
consequences to those patterns. In this sense, narratives are helpful to the development of
explanations where these sequential patterns are critical elements while at the same time stories
explain the relationship between the different events in the process. Also, Pentland (1999)
showed the different features of narratives that define the stories and help interpretation. These
are: (i) sequence in time, (ii) actors, (iii) the narrative voice reflecting a point of view, (iv) an
evaluative frame of reference like meaning and cultural value, as well as (v) further indicators
of content and context relevant to the research and for the interpretation of the events. That is,
not just sequence is relevant in narratives, but other elements should be considered for a

complete interpretation.

4.4 Soundness of research conclusions

The research design will also influence the soundness of the research conclusions which will
be based on its reliability and validity, central to "judgements about the quality of the research™
(Saunders et al., 2003, p. 203). Reliability refers to replication and to what extent the same
findings could be achieved by replicating the research design, while validity refers to the
"appropriateness of the measures used, accuracy of the analysis of the results and

generalisability of the findings" (Saunders et al., 2003, p. 203).
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Potential threats to reliability are:

1. Participant error: any element that can influence the performance of the participant in

the research.
2. Participant bias: any element inducing false response.
3. Researcher error: any element that can influence the interpretation of the researcher.
4. Researcher bias: any element that induces bias in the recording of the responses.

On the other hand, validity can be divided into: (i) internal validity, and (ii) external validity or
to what extent generalisability of the conclusions can be applied in different contexts. Internal
validity is a causal relationship between two variables that can be demonstrated. Threats to

internal validity are:

1. History: any event that happened before the research that could affect it.
2. Testing: the influence of previous testing on participants' views or actions.

3. Instrumentation: the influence of a change in a research instrument between different

stages of the research project affecting the comparability of results.
4. Mortality: when participants withdraw their participation in the research.

5. Maturation: when a change in participants outside of the influence of the study affects

their participation.

6. Ambiguity about causal direction: the difficulty of stating the causal relationship

between two variables.

However, these two dimensions, reliability, and validity, may not be valid to assess the
soundness of research findings in qualitative studies where the researcher tends to be part of
what is being observed, leading to subjectivity and interpretations and where reality is socially

constructed. In this sense, Lincoln and Guba (1985) formulated alternative quality criteria to be
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applied in qualitative research: (i) "dependability”, instead of reliability, (ii) "credibility"”
instead of "internal validity", (iii) "transferability"” for "external validity" and (iv) "authenticity
criteria” as an alternative to "validity”. Furthermore, Lieblich et al. (1998) argued that the
criteria of reliability and validity as defined above are difficult to apply in Narrative Inquiry as
they contradict its nature, which states that narrative materials can be "read, understood, and
analysed in extremely diverse ways and that reaching alternative narrative accounts is a
manifestation of the wealth of such material and the range of sensitivities of different readers"
(Lieblich et al., 1998, p. 171). In this context, the authors defined four criteria that are

qualitative in nature and are helpful to the evaluation of narrative studies:

1. Width: this refers to the quality of the interview and to the proposed interpretations and
analysis. This includes reporting quotations or alternative explanations for the reader's

judgment of the evidence.

2. Coherence: this refers to the way different parts of the analysis create a meaningful
picture and it can be evaluated internally (how different parts fit together) or externally

(how the analysis fits within existing theories or previous research).

3. Insightfulness: this refers to the originality in the presentation of the study and analysis

and whether this contributes to a greater comprehension regarding the reader's own life.

4. Parsimony: this refers to the ability of providing an interpretation and analysis based on

a small number of concepts and aesthetic appeal.

4.5 Selecting a sample

Sample techniques enable the researcher to reduce the amount of data needed to collect by
considering only data from a subgroup of the population rather than the whole number of

elements or cases. These techniques are usually employed when it is difficult or even
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impossible to have access to the complete population or when there are time and budget

restrictions (Saunders et al., 2003).

Sampling techniques can be divided into probability sampling and non-probability sampling.
The difference between them is that while in probability sampling the chance of each element
being selected from the population is known and is the same for all elements (therefore it is
used for statistical estimations), in non-probability sampling the chance is not known and the

researcher cannot generalise on statistical grounds.

The figure below presents the different sample techniques defined by Saunders et al. (2003, p.

276).
Sampling
|
.. Non-
Probabalsty probability
Simple - Stratifed § . : .
R Systematic Randam Cluster Cuota Snowball Purposive Self-selection Convenience
R I . | I
I I I I I
Multi-stage Extreme Case Heterogenaous Homogensous Critical caze Typical Case

Figure 3: Sample techniques

The selection among the two main sample techniques will depend on the characteristics of the

study, the time, and budget available, among others. Also, a combination of the two might be

possible.

83




4.6 Data collection

Research interviews are a powerful method to collect primary data through a purposeful
conversation between the researcher or interviewer and the research participant or interviewee.
Interviews can adopt an objective approach in which the interviews are developed to obtain
answers to questions that are mainly factual, or a subjective approach, in which the interview
data is co-produced by the views and interpretations of the participant as well as by the
interpretation made by the interviewer during the analysis of the data collected (Saunders et al.,

2003).

Interviews can be divided into structured, semi-structured and unstructured interviews. On the
one hand, structured interviews follow a standardised set of questions and are close to a
positivistic approach, useful for quantitative research (Easterby-Smith et al., 2002). On the
other hand, semi-structured interviews contain different themes and questions and can differ
from interview to interview. Finally, unstructured interviews do not have a defined structure,
or a clear order or specific question and the interviewer and interviewee can talk freely about
the issues under study. These two types of interviews are useful for qualitative research. While
semi-structured interviews are more frequently used for explanatory purposes, unstructured

interviews are used for exploratory studies.

The main reason to conduct qualitative interviews is to understand how participants construct
their meaning and the significance of their situations from the "complex personal framework
of beliefs and values which they have developed over their lives in order to help explain and
predict events in their own world" (Easterby-Smith et al., 2002, p. 73). In the context of
Narrative Inquiry, narratives can be collected from different sources, such as observations or
reports, but also through narrative interviews in the form of texts, further analysed through
narrative analysis which considers their content, form and context (Lieblich, Tuval-Mashiach
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et al., 1998, Riessman, 2008), a data collection tool considered as the most appropriate for the
research. Further details about narrative interviews in the context of the present study are
developed in the following chapter. Narrative interviews are a suitable tool for qualitative
studies aiming at engaging and stimulating the participant to investigate representations of his
reality (Jovchelovitch & Bauer, 2000). This type of interview is characterised by being an in-
depth unstructured or semi-structured tool which emerges from life experiences while
examining the situational context (Pentland, 1999). Although the influence of the researcher
should be minimal following the idea of reconstructing social events from the point of view of
the participant, collaboration between both parts is key as the story emerges from their

interaction, exchange of information and dialogue.

4.7 Data analysis
4.7.1 The nature of the research

The nature of this research is exploratory following an inductive approach. This can be seen in
the fact that the study is based on a conceptual framework derived from the analysis of the
theoretical framework of the research and develops research questions to answer them and
identify relationships among the data. In this approach, theory emerges from the process of data
collection, analysis, and interpretation (Saunders et al., 2003). In this context, narrative
interviews would represent a story that describes a process leading to explanations and further
interpretations, where the researcher needs to identify the generative structures that enable or
constrain these explanations and interpretations. Narratives contain indicators for an underlying
process theory; that is, narrative interviews help connect cause and effect, being the core of

good theory (Pentland, 1999).
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4.7.2 Narrative analysis

Saunders et al. (2003) described narrative analysis as a "collection of analytical approaches to
analyse different aspects of narrative that can be combined depending of the research questions,
the purpose of the research and the nature of the data” (p. 600). In this context, the authors

identified two approaches:

1. Thematic narrative analysis. In this approach, the focus is on the content rather than on
the structure, on what the narrative is about, rather than how it is constructed, and can
be applied to a single narrative or to a set of related narratives. It is relevant to pay
attention to the chronological events as well as to the context of the narrative. In the
case of multiple narratives, they should be related by a common event or focus of
analysis. The initial focus can be the in-depth analysis of each of the narratives
individually, to identify themes to then compare them considering the contextual
differences across narratives. However, the analysis can also start by identifying themes
across narratives deductively based on a prior theoretical framework to develop an
explanation that evaluates the application of prior theory. In any case, to identify themes
while keeping the narrative intact, any method of coding, such as colour coding, could

be adapted.

2. Structural narrative analysis. In this approach, the focus is on how the narrative is
constructed rather than on what it is about, examining the use of language to understand
how it affects the audience. When using this approach, an understanding of socio-
linguistic and cognitive theories must be developed. Labov and Waletzky (1967)
defined a key method for this kind of analysis based on the presence of six elements: (i)
an abstract, (ii) an orientation, (iif) a complicating action, (iv) an evaluation, (v) a
resolution, and (vi) a coda, providing a framework for evaluating narratives and how
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they are sequenced and structured. Structural analysis might be useful when the
researcher collects accounts of interactions between individuals or across those in

different groups.

These two approaches have in common that the data's narrative form is preserved and further
analysed as a whole unit or as a narrative sequence where categories and themes are still able
to be used, but always within a narrative. "In narrative analysis, it is important to preserve data
within their narrated context to maintain the sequential and structural elements of each case"

(Saunders et al., 2003, p. 600).

Lieblich et al. (1998) defined four models of reading, interpreting and analysing narratives

based on two independent dimensions: (a) holistic vs categorial, and (b) content vs form:

e Holistic-content. This model focuses on the story as a whole and on the content told by
the storyteller. When different parts are analysed, the meaning of the content is

considered within the whole context of the story.

e Holistic-form. This mode looks at the structure of complete stories; the way the whole

story is told.

e Categorical-content. In this approach, the analysis focuses on different and relevant

parts or units of the story to understand the content.

e Categorical-form. This model focuses on the analysis of the language and style of

defined parts or units of the narrative.

Polkinghorne (1995) proposes two types of analysis distinguishing between analysis of
narratives and narrative analysis (Kim, 2015). On the one hand, the analysis of narratives,
which is based on a paradigmatic mode of analysis, assumes that humans organise their life
experiences around a specific area or topic as a sequence of ordered events and attend to
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"general features, and common categories and characteristics” (Kim, 2015, p. 196). Within this
type of analysis, the author explains that two types of paradigmatic modes of analysis are
possible: (i) concepts, categories and common themes are derived from precious theory, and
(i) concepts, categories and themes are identified inductively after the analysis of data. In both
cases, in this type of analysis, the researcher reads and interprets the interviews while

identifying common themes and categories across the storytellers to develop findings.

On the other hand, the narrative mode of analysis is based on narrative cognition or a narrative
mode of thinking "that attends to the particular and special characteristics of human action that
take place in a particular setting” (Kim, 2015, p. 197). In this case, stories are produced as an
outcome of the analysis of actions and events. Stories are created by storying and restoring and
by integrating these actions and events into a plot that will be further analysed by the researcher
to show the reader why and how things happened and why participants acted that way. This
mode of analysis helps to understand the feelings, values and motivations of the storyteller.
While the paradigmatic mode of analysis is more rigid and focuses of categories, generalities
and patterns that can or cannot be deducted from theory, the narrative mode of analysis is more
flexible, allowing the researcher to develop multiple interpretations. The selection of the model
will depend on the objectives of the research as well as on the proposed conceptual framework,

research questions, the data collection method and units of analysis.

4.8 Conclusion

The aim of this chapter was to show an overview of the methodological framework employed
in this study, with a special focus on Narrative Inquiry. The following chapter will focus on

how these concepts are applied to the specific situation under analysis.
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CHAPTER 5. Application of the methodology

5.1 Introduction

The following chapter applies the concepts presented in the previous chapter to the specific
situation under analysis. As such, the text follows the same structure as in the preceding chapter,

linking the methodological framework with the particularities of the research.

5.2 Research philosophy. Social constructivism

Considering what was described in the previous chapter, the research design assumes that the
reality is socially constructed and subjective and that knowledge is only of significance when
developed through interaction with others (Easterby-Smith et al., 2002; Polkinghorne, 1988;
Saunders et al., 2003). These assumptions are based on the fact that the researcher is part of
what is being observed, focusing on the meaning, and understanding what is experienced by
the managers of the companies that are part of the study. Other reasons supporting these
ontological and epistemological assumptions are: (i) the research follows an inductive approach
aiming at developing theory after the analysis of data, (ii) conclusions of the research are
expected to be based on the observations and interpretations of the data collected, (iii) this data
collection is based on narratives that present the story or personal experience of the
interviewees on the topic being studied, and (iv) data analysis is developed through the research

process, rather than being a separate activity (Polkinghorne, 1988; Saunders et al., 2003).

5.3 Research design and strategy
5.3.1 Narrative Inquiry
Following this framework, a suitable qualitative strategy should be defined in order to address

the research questions. The table below shows the main characteristics and most relevant
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differences among the five main research strategies in qualitative inquiry according to Creswell

(2009) in terms of the focus of the research and data collection methods:

Research strategy Focus of the research Data collection method
Ethnography Context and culture setting Obs_ervatl_ons and
interviews
. . Personal and individual experiences and Personal stories,
Narrative Inquiry ;
sequence of events narratives
Phenomenological How a phenomenon is experienced and .
. . . Interviews
approach perceived at the time that it develops
Grounded theory Develop theory aft_er the collection and Interviews and coding
analysis of data process
. The study of a case or cases that address | Interviews, documents,
Case studies . oo .
a particular situation reports, observations

Table 5: Characteristics and differences among qualitative research strategies

The selected research strategy should help the researcher to understand and analyse, from the
Chinese managers' experiences working in the firms part of the study, the following ideas based

on the objectives of the research as well as on the research questions:

Q) the Chinese domestic institutional environment where Chinese managers
develop their decision-making processes, and the impact of the perceived
relevant institutional elements, formal and informal, on them, especially on

the definition and development of marketing capabilities,

i. within this, the definition and development of the marketing capabilities
in the domestic market and how managers interpret these marketing

capabilities, and

(i) the definition and development of marketing capabilities in different

business environments, mainly Western markets (the EU in particular), and
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the influence of the home institutional environment, as a result of the

internationalisation expansion of the company.

Based on these ideas, a process and sequence of events related to the domestic development
and further internationalisation expansion of each of the companies, described from the
participant personal experience, will be key to the research. It is in this context that the vehicle
selected to develop this research work among the qualitative strategies described in Table 5

above is Narrative Inquiry.

Narratives are the representation of stories and Narrative Inquiry, the "storytelling
methodology" (Kim, 2015, p. 118) through which the researcher studies the narratives based
on the personal experiences of the storytellers. Several scholars have recognised the relevance
of this research strategy in the field of Management and Organisational change (see for example
Boje (1994, 2001); Boyce (1996); Gertsen and Soderberg (2011); Rhodes and Brown (2005)).
As mentioned by Rhodes and Brown (2005) Narrative Inquiry provides a valuable source of
insight in the context of organisations where stories are analysed in terms of how different
people, in this case Chinese managers, subjectively make sense of the strategic choices, the
definition and development of marketing capabilities in the present study, in relation to their
organisations more broadly. In this sense, Narrative Inquiry is useful to bring the subjective
element to the analysis of the study by listening to, documenting, analysing and reporting the
different stories that interviewees tell about their organisations and the processes in which they
are involved (Rhodes & Brown, 2005). In addition, this type of strategy helps to recognise and
see organisational change as a process to understand the paradoxes and complex causal
relationships found in organisations rather than viewing them as homogeneous. This approach
also considers different possible meanings of organisational action focusing on "the plurality

of different possible stories and storytellers™ (Rhodes & Brown, 2005, p. 177).
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In international business research, there is a growing interest in recognising the value of
qualitative methods and in claiming their place in the field lost in recent years over a more
commonly used positivist approach (Birkinshaw et al., 2011). This represents new
opportunities to develop Narrative Inquiry in international business and marketing studies
(Gertsen & Soderberg, 2011; Liu, Oberg, Yedidia Tarba, & Xing, 2018). As shown by Gertsen
and Soderberg (2011), stories are an “underutilized source of data in international business
research, where guantitative approaches are dominant” (Gertsen & Soderberg, 2011, p. 802) .
The authors, based on their research about Intercultural Collaboration between a Danish and a
Chinese company, showed that although the analysis of individual narratives is time
consuming, they provide a valuable insight difficult to obtain through other types of methods
on organisational realities, individual experiences and personal interpretations while revealing
ways in which these may correspond or differ among different actors. In addition, narratives
about global strategies and their definition and development from managers and employees
located in different environments offer "an understanding of the challenges headquarters meet
when trying to build a common understanding of the global strategy and a commitment to
develop it into new practices" (Gertsen & Soderberg, 2011, p. 802). Therefore, it seems that
international business research might offer relevant material in the form of stories that are

fundamental to the understanding of strategy implementation across borders.
5.3.2 Narrative genre

The narrative genre is the type of form the text or collected data would take. Kim (2015) defined
narrative research genres as the form that a Narrative Inquiry text would take, which may
include: (i) autobiography, (ii) autoethnography, (iii) biographical research, (iv) oral history,
(v), life story, (vi) personal growth life story, and (vii) arts-based narrative research. Thinking

about the narrative genre or form helps the researcher to think about the final research text; this
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is how the storyteller represents the data or the collected stories. The definition of the narrative
genre is an important step in the research design as it makes the analysis more distinct from
other qualitative researches, and more importantly, it helps the researcher to determine the type
of data, the method for data collection as well as the written form of the final research text

(Kim, 2015; Riessman, 2005).

In this context, the present study fits within the biographical research genre. In other words, the
study collects stories from others. This type of research focuses on personal lived experiences
and on the meanings the storytellers give to their stories. More specifically in the context of the
present research, it analyses the stories that storytellers, or the Chinese managers, tell from their

personal point of view and experience about:

a. the Chinese domestic institutional environment where they develop their
decision-making processes, and the impact of the perceived relevant
institutional elements, formal and informal, on them, especially on the definition

and development of marketing capabilities,

i. within this, the definition and development of the marketing capabilities

in the domestic market, and of how they interpret these capabilities, and

(i) the definition and development of marketing capabilities in different
business environments, mainly Western markets (the EU in particular), and
the influence of the home institutional environment, as a result of the

internationalisation expansion of the company.

Unfolding, therefore, sequences of events and experiences over time (Pentland, 1999), the
resulting stories would be a source of insight in the context of the particular organisation where
stories are analysed in terms of how Chinese managers subjectively: (i) perceive and interpret

the influence of relevant institutional elements in their firm's definition and development of
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marketing capabilities, and understand marketing capabilities in the domestic market, and (iii)
interpret the influence of the Chinese institutional environment on the definition and
development of marketing capabilities outside China, mainly in the EU, while they identify the
need to adapt, or otherwise, the marketing capabilities as a result of operating in a different

institutional market.

Moreover, Narrative Inquiry and biographical research is concerned not only with the content
of the narrative text but also with the social, historical and cultural context in which stories are
told and the influence of different groups and actors on the act of narration (Kim, 2015); that
is, in the present study, with the particular institutional context that may influence the stories.
This is especially relevant to the research because it has been shown that Chinese managers'
decisions and therefore their experiences within their organisations and their resulting stories
might be shaped by the institutional environment. It is expected that these narratives would
help to develop explanations and interpretation that will lead to further theory. As mentioned
in the previous chapter, a narrative is also a story that describes a process and connects cause
and effect, being the core of good theory, that is, narrative texts contain indicators for an

underlying process theory (Pentland, 1999).

5.4 Sample selection

As explained above, the focus of this research is to develop theory rather than to test it, so it
seems that theoretical sampling is the most appropriate technique for sample selection
(Eisenhardt & Graebner, 2007). Theoretical sampling is a non-probability purposive sample
technique (Saunders et al., 2003) that involves cases being selected because they are
particularly suitable and convenient for the purpose of the research as well as for theoretical
reasons, such as "revelation of an unusual phenomenon, replication of findings from other

cases, contrary replication, elimination of alternative explanations, and elaboration of the
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emergent theory” (Eisenhardt & Graebner, 2007, p. 27). In addition, multiple case selection
also allows a robust, generalizable, and testable theory to be built. Thus, in the particular context
of the research, the goal of theoretical sampling is to extend emergent theory (Eisenhardt,
1989). Also, the "polar type™ approach or the selection of extreme cases, is followed to select
the sample as it is useful to observe contrasting patterns across the sample and to recognise
clear patterns of the central constructs and logic of the phenomenon under study (Eisenhardt &

Graebner, 2007).

A two-stage sample is defined for the research. In a first stage, a preliminary analysis with a
first sample is developed, and gaps are identified, while in a second stage additional companies
to fill these gaps are selected and a further analysis complementing the first one is developed.
In the first stage, the criteria to select the sample are based on the elements that are identified
in the analysis and development of the theoretical framework to be relevant to the phenomenon
under study. In this sense, the relevant role and the influence of the Chinese government in the
business environment in terms of ownership patterns is identified as one key characteristic of
the Chinese business environment with a relevant impact on strategy implementation. As
introduced above, different types of companies and therefore Chinese managers taking
decisions within the company may face different institutional environments and therefore might
adopt different strategic positions (Lin, 2010). In addition, the role of the government in specific
industries also seems relevant: Chinese authorities have been supporting strategic industries
linked to their economic and political goals. Also, as mentioned in Chapter 2, the research work
is focused on Chinese firms that have internationalised or are internationalising to the EU,
China's most important trading partner (European Commission, 2019). So, in this context, and
with the purpose of finding patterns, similarities and differences, companies in the sample
represent a balanced combination of the following five criteria. Approximately 400 firms are

currently in the EU fulfilling these criteria (Amendolagine et al., 2017; CEIC, 2020):
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(i)

(i)
(iii)

Types of firms:

a. State Owned Enterprises (SOEs): firms ultimately owned by the public and
the domestic government who exercise the ownership rights and decisions

(OECD, 2018b),

b. National Champions (State-Owned National Champions (SO NCs) and
Private National Champions (Private NCs)): firms aiming at supporting the
government's strategic aims while in return receiving easier access to
sources of finance and preferential contract bidding. Usually, SO NCs in
particular hold a monopoly status in protected industries. These firms are
usually state-owned, especially in China, but several are still in private hands
(Hemphill & White I1I, 2013), but with a strong influence from the

government, and
c. Other Private Firms (OPFs): firms privately owned.
Industries.

Enough experience of the firm in the EU. The experience abroad of the firms in
the EU in number of years is also considered in order to test both the definition
and the development of the capabilities and how they contribute to a sustainable
competitive advantage abroad. In order to be significantly representative for the
purpose of the research, firms should have at least a two years' experience of
operating in the European environment. All firms should have also developed
enough experience in the domestic market before going abroad so the
development of home marketing capabilities can be analysed; this is, Chinese

born globals are not part of the present study.
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(iv)  Sales in the EU. % of sales in the EU is also considered. Firms should have a
significant presence and activity in the EU, so to be significantly representative

for the purpose of the research, firms should have at least 5% of sales in the EU.

(V) Not be resource-seeking, in order to understand and test the marketing function

of the firm.

Moreover, the research work is focused on personal experiences and interpretations. As such,
the profile of the participant is key, especially when dealing with Narrative Inquiry, in which
interpretations, opinions and points of view are at the core of the research. In this sense,
participants should be Chinese managers from Chinese companies involved in the decisions
regarding marketing in international markets but with enough experience in the domestic
market as well. More specifically, they should have participated in the definition of the
marketing strategy or have worked in the marketing department and have been involved in the
international expansion of the firm to the EU, ensuring they have good knowledge about both
markets. In this context, having the necessary business insights and knowledge is also ensured.
Activities in other markets such as Latin America or other Asian countries from some
companies in the sample are also considered in order to compare, contrast, and extend the
findings. Finally, a good level of conversational English or Spanish (the researcher has a long
experience working in Spain involved in projects with China) is required, as interviews are
developed in these languages; the researcher does not speak Chinese, so in this sense the
collaboration of a professional Chinese interpreter is also considered in some situations in
which the participant has mentioned not feeling completely comfortable telling a story in

English.

Following this framework, in a first stage a sample of twenty companies and an advisor for the
Shanghainese government is selected. After a preliminary data analysis, the researcher

97



identifies gaps and a second sample of nineteen additional companies (forty in total, 10% of

the total population) is selected in order to fill these gaps and complement the analysis.

From the whole sample, fifteen contacts have been made directly by the researcher, while
twenty-five have been made through the supervisor of the research, who is Chinese with a large
experience in academia and with a relevant network of contacts for the interviews in China. For
the rest of the interviews, the researcher has counted on other Chinese colleagues in China and
from the Chinese community in the EU to introduce her to new participants. Once the contacts
are made and an informal request to participate in the research presented, a formal email in
English or Spanish (depending on the communication language with the potential participant)
is sent to invite the participant to take part in the research. A formal letter developed in English
or Spanish and Chinese (the latter, in order to show respect towards the potential Chinese
participant) explaining the purpose of the research and the main implications of the
participation is attached to the email. The original letter is developed in English or Spanish and
then back-translated into Chinese by an independent translator creating three parallel processes
following the sequence of English/Spanish-Chinese-English/Spanish. This technique is
selected in order to maintain lexical and idiomatic equivalences as well as to secure that the
correct grammar and syntax is used (Saunders et al., 2003). In order to show formality and
confidence, a standard format with the relevant email addresses of the business school is used.
The formal consent form for the research developed by the university and including the rules
for confidentiality is also attached. The letter and the consent form can be seen in Appendix 1

and Appendix 2, respectively.

From the forty participants, seven work for SOEs, six for SO NCs, seven for Private NCs, and
twenty for OPFs. The advisor for the Shanghai government is included because of his extensive

experience working within the Shanghainese government and because he previously worked
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for several Chinese state-owned firms. Also, nineteen different industries are represented in the

sample. Details of the sample can be seen in the table below. Names of the firms are not shown

in order to preserve the agreed anonymity of the participants.

Size (annual in

] A % of sales .
Firm Industry mlFI{I;\c/)Irés)of outside China Type of firm
Col Hospitality 50-200 less than 5 SOE
Co2 Education 50-200 25-40 SOE
Co3 Trading more than 5000 15-25 SOE
Co4 Real State more than 5000 25-40 SOE
Cob Education non-profit 40-60 SOE
Co6 Automotive more than 5000 40-60 SOE
Co7 Construction more than 5000 40-60 SOE
Co8 | Advisor for the Shanghainese government n/a n/a SOE
Co9 Airline more than 5000 25-40 SO NC
Col0 Telecommunications more than 5000 05-15 SO NC
Coll Banking more than 5000 05-15 SO NC
Col2 Technology more than 5000 40-60 SO NC
Col3 Consumer electronics more than 5000 40-60 SO NC
Col4 Telecommunications more than 5000 40-60 SONC
Col5 Consumer electronics 1000-5000 40-60 Private NC
Col6 Consumer electronics more than 5000 40-60 Private NC
Col7 Conglomerate more than 5000 40-60 Private NC
Col8 Automotive more than 5000 40-60 Private NC
Col9 Conglomerate more than 5000 25-40 Private NC
Co20 Automotive more than 5000 40-60 Private NC
Co21 Consumer electronics 1000-5000 40-60 Private NC
Co22 Technology 50-200 less than 5 OPFs
Co23 Technology less than 50 less than 5 OPFs
Co24 Trading less than 50 more than 75 OPFs
Co25 Fine Chemicals more than 5000 more than 75 OPFs
Co26 Fashion less than 50 25-40 OPFs
Co27 Supply Chain Services 1000-5000 05-15 OPFs
Co28 Consultancy and Manufacturing 1000-5000 40-60 OPFs
Co29 Trading 1000-5000 40-60 OPFs
Co30 Consultancy and Manufacturing 200-500 40-60 OPFs
Co31 Trading 1000-5000 40-60 OPFs
Co32 Technology Confidential Confidential OPFs
Co33 Technology less than 50 40-60 OPFs
Co34 Technology 50—200 40-60 OPFs
Co35 Fashion 50—200 25-40 OPFs
Co36 FMCG Confidential Confidential OPFs
Co37 Education 50—200 40-60 OPFs
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Co38 Manufacturing and supplier less than 50 15-25 OPFs

Co39 Consumer electronics 1000-5000 25-40 OPFs

Co40 FMCG 50-200 less than 5 OPFs

Table 6: Companies and managers interviewed

5.5 Data collection

Data is collected through in-depth semi-structured interviews. The main benefit to conducting
qualitative interviews is to understand how participants construct their meaning and the
significance of their situations from the "complex personal framework of beliefs and values
which they have developed over their lives in order to help explain and predict events in their
own world" (Easterby-Smith et al., 2002, p. 73); a definition that fits within the objectives of
the study. Furthermore, in the context of Narrative Inquiry, narratives can be collected from
different sources, such as observations or reports, but also through narrative interviews in the
form of texts, further analysed through narrative analysis which considers their content, form
and context (Lieblich et al., 1998; Riessman, 2008). In this context, the data collection process
is based on narrative interviews in addition to the collection of second-hand information of each

of the companies which is accessed through the Internet.

The intended focus of the narrative interviews is twofold, following the objectives and research
questions of the study. First is the understanding of the interpretation of Chinese managers of
the influence of relevant Chinese institutional elements (formal and informal) on the
development of their firms' marketing capabilities. This will seek to understand the different
institutional elements (formal and informal) relevant for Chinese managers from different types
of companies, and how they interpret the marketing capabilities and help to define them in their
companies in China, so they can be compared with the capabilities that might be developed
abroad. Second is the understanding of the interpretation of Chinese managers of the influence
of Chinese institutional elements (formal and informal) on the development of the firm's

marketing capabilities outside China, in different institutional environments, mainly in the EU.
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That is, interviews would be divided into two different consecutive stories following the

international expansion of the firm, representing two different narratives for analysis. Each

interview is developed following the model of Jovchelovitch and Bauer (2000) which defines

the main phases of narrative interviews in the following table:

Phases of the narrative interview

Rules for the interview

Preparation

Exploring the field

Formulating exmanent questions (questions emerging
from the researcher's background)

Initialisation

Formulation of the initial topic for narration. Use visual
aids

Main narration

No interruptions

Only non-verbal or paralinguistic encouragement to
continue telling the story

Wait for signals of the end

Questioning phase

Only question: what happened then?
No opinion or attitude questions

No arguing on contradictions

Do not ask: Why?

Go from exmanent to immanent questions (questions
emerging from the story)

Small talk

Stop recording

Only question: why?

Write up notes immediately after the interview

Table 7: Phases of narrative interviews

In practice, first, a pre-designed interview protocol (not shared with the participant) is

developed and used only for the researcher's personal guidance purposes. This protocol is based

mainly on the different phases of development of a company, from being domestic, including
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how the marketing function is developed in China to become international and on ideas and
premises analysed in the theoretical framework. This is useful for the researcher in order to
keep in mind the different ideas and areas that should be addressed during the interview. In the
preparation phase, the researcher explains the context of the research (as already explained in
the letter), while defining some key concepts relevant to the project but not self-evident for the
participant (institutional elements, or marketing capabilities, for example), and the procedure
of the interview or how the interview will be structured (for example, that the two parts should
be differentiated: first the story of the company in China and second, after the company decides

to expand abroad).

Then, in the initialisation phase, an explanation of the initial topic for each of the phases is
introduced, with simple words and sentences. In this sense, and in order to encourage the
participant to start with the storytelling, the researcher emphasises the idea that she wants to
hear his/her own story in the company from his/her own experience, from the cultural, business
and social context in which the firm operates in China (i.e. the institutional context) and its
influence on the activity the company develops in China, to the marketing function of the firm,
and continuing with the internationalisation expansion in the second story. For example, the
researcher encourages the participant to start the storytelling by asking for his/her opinion about
the perceived Chinese environment and how or to what extent this affects or has affected the
natural development of the company in China since its inception. In this part of the interview,
the role of the government and informal relations (guanxi) are introduced by the researcher.
This will help the participant to better understand the meaning of institutional elements. Also,
from the research point of view this will help to test the perceived influence of these elements
identified deductively in the theoretical framework on the development of marketing
capabilities and inductively understand more specific elements within them. This step is very

important for the participant to understand the interview as a story.
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A required scenario to facilitate the individual storytelling is also needed. For the participant to
feel comfortable, the researcher emphasises the confidentiality of the data collected as well as
the fact that he/she will be the only one with access to the information and that it will only be
used for the purposes of the particular research. Showing empathy with the participant as well
as interest in the story is key in order to facilitate continuous storytelling. During the interview
(the narration phase), most of the time the researcher just listens or asks clarifying questions
intended to stimulate the storytelling; for example, "And, what about marketing?", "Could you
further develop this idea?", "Why did you or the company decide to go abroad?". The researcher
also encourages the participant to give specific examples of his/her experience, while avoiding
making references to the official story of the company as previously known from secondary
sources. That is, the researcher does not reveal any previous knowledge about the company,
avoiding opinion or attitude questions, as well as argument and contradictions. Once the
participant shows signs that the story has ended, the researcher asks some further clarifying
questions, always considering the protocol. After the interviews, the researcher should take
notes as soon as possible about the relevant points she has found. Thirty-five interviews were
developed face-to-face while five were carried out using the Internet (Skype or WeChat video
call). Thanks to the technology, the researcher has had access to relevant companies not
accessible any other way. However, communication difficulties are evident, especially because
of poor internet connections which make it very complicated to maintain the flow of the stories.
In these cases, interviews are expected to be longer and more clarifying questions are needed
as well as higher efforts to encourage the storytelling. In any case, even if interaction is crucial

in such a context, these interviews are considered as they are worth including in the analysis.

Each interview lasts an average of 60-90 minutes and are all recorded with the permission of
the participant. During the interviews, the researcher follows the guidelines recommended by

Robson (2002):
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Appearance: dressed according to the context in which the interview is carried out (in
the company, in a cafeteria, on the Internet, etc) and as expected by the participant. For
example, if the researcher is interviewing a Chinese businessman related to the
government in the company's headquarters, the researcher should dress more formally
(in a suit, for example) than if he/she is interviewing an entrepreneur working in a

technology start-up in a cafeteria,

Approach: being pleasant while making the participant comfortable. This is key to
encourage storytelling. The participant needs to feel comfortable. In the context of the
research, the researcher should make sure that he/she always has with him/her name
cards and a small gift for the participant (the exchange of name cards as well as of
presents is part of Chinese business culture). Of course, to thank the participant for his
cooperation as well as of the gatekeeper before starting with the interview is a kind

gesture, and

Familiarity with the interview: showing sufficient knowledge of the topic under
research and of the company, but never showing assumptions or making references to

the official story of the company, as previously mentioned.

5.6 Challenges to be addressed during the study

The present research strategy presents several limitations and challenges that should be
addressed before starting with the research process. These challenges become even more
relevant considering that very few studies in the context of international organisations and
marketing had previously adopted qualitative approaches, especially Narrative Inquiry. In this
context, it was difficult to find useful benchmarks and learn from past studies. The main

challenges found during the study are as follows:
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1. Access to a large and appropriate sample of participants. This challenge was known and
considered by the researcher from the very beginning of the research. That is, it is
important to evaluate the feasibility of the research strategy from the very beginning. In
this case, the researcher had previous experience working in China, having developed
a good network of contacts that would help her with the sample. Also, the support of
the supervisor of the research, who is Chinese with a large experience in academia and
with a relevant network of contacts for the interviews in China, is key in this aspect.
However, the challenge was not the access to a large number of Chinese managers from
Chinese companies, but the access to a balanced sample in terms of ownership structure,
especially the access to managers working in state-owned companies. SOEs are usually
very big and powerful corporations so the access to managers with relevant positions,
usually government officials, is not easy. They usually do not speak good English, they
are not comfortable talking to a foreigner and they do not want to share relevant
information about the company. To solve this challenge, managers close to the
supervisor or the researcher from public companies with a state-owned shareholder are
included in the sample as well as managers who worked in the past for this type of
company.

2. Stories as personal experiences. Finding patterns, differences and similarities is not easy
in the context of organisations where participants present diverse backgrounds and work
for different types of companies. For the present research, a large sample is needed, and
therefore a large number of stories, in order to develop sound conclusions. In the first
stage, and after discussions with several experts in qualitative data, only twenty
interviews are considered in order to develop a first analysis, draw a first set of
conclusions, and identify uncovered gaps. Then, a new sample with new companies is

defined. Moreover, participants sometimes find it difficult to articulate their personal
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thoughts, experiences and beliefs, especially with a stranger. Out of the forty
participants, the researcher only knew five previously; for the rest, a gatekeeper was
needed. In the case of Chinese participants, this challenge is even greater. In this
context, it is important to note that in China, guanxi, which is defined as "the set of
connections or ties to secure favours in personal and organisational relations™ (Park &
Luo, 2001) is considered one of the most relevant cultural values shaping relationships.
This means that personal introductions by the gatekeepers were key so participants
could trust the researcher and feel comfortable telling a story based on their personal
experiences. This is crucial in order to obtain strong narratives, as well as to deal with
potential sensitive issues that may arise during the interviews (i.e., corruption in the
context of the companies in China, an important phenomenon in recent years that has
been the focus of relevant policies defined by the current Chinese president) and that
may incentivise ambiguous or unreal answers or stories.

The use of a foreign language in the development of the interview. To develop
interviews in general, and narrative interviews in particular, in a foreign language is
challenging; even if both the researcher and the participant are bilingual in the language
used, the meaning we give to a specific word or sentence may be different. For this
reason, it is important to work with a local professional interpreter, especially for the
development of the transcripts in case the researcher does not understand some ideas in
the texts.

The use of technology. Related to the previous point and the access to participants,
thirty-five interviews are developed face-to-face while five are carried out using the
Internet (Skype or WeChat), representing an additional difficulty. On the one hand,
thanks to the technology, the researcher has access to relevant companies that could not

be visited during her trips to China, but on the other hand, communication difficulties
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are evident, especially because of poor internet connections which make it very
complicated to keep the flow of the stories. In any case, even if interviews are longer in
these cases and the researcher should ask more clarifying questions or make more effort
to encourage the storytelling, these interviews are worth including in the analysis. The
recommendation from the researcher is to try to avoid videocalls for narrative
interviews, as interaction is crucial in such a context, unless the contact is worth the
extra effort and a good level of conversation in the language of the interview is
guaranteed.

5. Finally, a deep analysis of the context is necessary, especially of the development of the
Chinese economy since the reforms defined by the Chinese government in 1978 —
including awareness of: (i) key events in China's history, and the resulting institutional
changes (Nee & Opper, 2012) and (ii) the unique Chinese strategic mind based on the
Chinese tradition and philosophy and shaping Chinese managers' business decisions
(Liu, 2015) in order to understand the foundations of the Chinese business environment
and its unique institutional elements. In order to conduct Narrative Inquiry, especially
in this cross-cultural Chinese-European context, it is imperative to understand these
factors clearly and in detail as they have a strong influence on the stories. This becomes
even more relevant by the fact that the analysis is focused on Chinese companies
internationalising to the EU where, apparently, the home and distinctive Chinese
business environment is no longer valid or contrasts with the Western management

style.

5.7 Data analysis

After the narrative interviews are developed, the next step is data analysis. This is the process
of converting the raw data collected through interviews into a research text, engaging in
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analysis and interpretation (Kim, 2015). In Narrative Inquiry, and more specifically in the
context of biographical narrative research, the researcher should focus on interpreting the
meanings storytellers give to their experiences through an analysis of a plotline, categories and
themes that emerge in the stories, while considering the context of the story (Kim, 2015). The
analysis of the interviews in the study is carried out in two stages. The first twenty interviews
are used to develop a first analysis and find unfilled gaps, while the rest of the interviews are
developed to complement and strengthen the initial findings. In both sets of analyses, the

following procedure and method of analysis is followed.

In the first place, every story is transcribed with the help of the same professional Chinese
interpreter who helped the researcher during some interviews. The Chinese interpreter has been
very helpful with the verbatim transcription (the text is captured exactly as uttered) while
developing interpretations of sentences that are unclear due to the use of a non-native language
during the interviews. If some doubts are found during the transcription process, the interviewee

is contacted, and the issue is discussed with him/her in Chinese.

Following the research questions, objectives of the research as well as the narrative genre, the
goal of the analysis is to find similarities, differences, and patterns across storytellers in order
to develop theory. The focus should also be on the content rather than on the form of the text;
this is on the "told" of the story (Riessman, 2008). In this context, a thematic analysis following
the method of Saunders et al. (2003) and the narrative analysis of Polkinghorne (1995) in the
context of biographical narrative research are considered as the most appropriate methods of
analysis (Kim, 2015). However, it is also important to know how and why things happened
according to a specific context, or why and how the storyteller is behaving in a certain way
regarding a specific situation, so the "telling" should also be considered, adopting a narrative

mode of analysis to show the significance of the storyteller's experience (Polkinghorne, 1995).
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As explained above, the narrative interviews are divided into two different stories, representing
two different narratives for analysis: (i) the understanding of the interpretation of Chinese
managers of the influence of relevant Chinese institutional elements (formal and informal) on
the definition and development of their firms' marketing capabilities, and (ii) the understanding
of the interpretation of Chinese managers of the influence of Chinese institutional elements
(formal and informal) on the development of the firm's marketing capabilities outside China,

in different institutional environments, mainly in the EU.

The process of analysis is developed as follows. First, the first narrative is analysed across all
participants. With the purpose of finding patterns, similarities and differences, a multilevel unit
of analysis is defined that considers: (i) different types of firms and ownership and (ii) different
industries. That is, first, the transcripts from SOEs are analysed together taking into account
the different industries, second NCs (SOs and Private) and finally transcripts from OPFs are

considered.

For each of the narratives and units of analysis, the text is reduced to the relevant content while
all non-narrative passages are eliminated. This is useful to focus on the relevant parts while
facilitating further analysis. The resulting material is then read several times trying to keep an
empathetic and open-minded approach to identify emerging patterns in the stories within each
of the units. At this moment, the first initial and global impressions are put in writing. For this,
the researcher just uses a Word document where she writes her impressions and thoughts for
each of the stories and writes the first findings in another Word document while she identifies
initial patterns. It is in this part of the analysis where the researcher pays more attention to the
mood and personal evaluation of each of the participants, adding comments in the margins of
each of the stories. For this, the researcher needs to listen again to some of the interviews, in

addition to reading the transcripts. This was done through a deep engagement with the relevant
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literature, especially with the literature about the government policies, the incentives for each

type of firm and their timeline as well as secondary data about the companies.

In parallel, a coding process identifying conceptual groupings from the transcripts or themes is
carried out, considering different aspects, such as where and when the theme appears, the
context for each of the themes or the transition between them. That is, the researcher analyses
each of the narratives and units of analysis individually identifying themes to then be able to
compare them considering the information given by the participants. Then, Pentland (1999)
features of narratives that would help interpretation are considered, which are: (i) the sequence
in time, (ii) the different actors involved in the story, (iii) the narrative voice reflecting a point
of view, (iv) an evaluative frame of reference, like meaning and cultural value, and (v) further

indicators of content and context relevant to the research and for the interpretation of the events.

Some themes are identified deductively based on the theoretical framework and the structure
of the interview in order to test the application of theory while others are developed inductively
while going through the stories. For this part of the analysis, NVivo is used. This tool is chosen
mainly for data management as it is very useful to analyse rich-text-based information where

deep levels of analysis are required.

Findings are then written in a separate document, organised by units of analysis, structure of
the interview and themes that are common across the stories while considering the timeline of
each of the stories. In a second stage, the same process is developed for the second narrative,
resulting in two different sets of narratives and two different conclusions. The researcher
identifies gaps that should be covered with the second round of interviews. In this sense, after
the first analysis of the first twenty interviews is developed and gaps are identified, a new

sample of companies is defined, and the same process developed again.
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This combination of the following elements, (i) theoretical selection of case studies, (ii) in-
depth interviews, (iii) pattern matching with relevant literature and secondary data, (iv) to
include and keep verbatim descriptions of participant’s views, (v) use respondent validation,
by contacting participants to discuss whether the themes and concepts reflect their narratives,
(vi) engaging with other researchers as for example my supervisor, scholars and lecturers in the
school to reduce the researcher bias and (vii) the coding process using NVivo, aimed to provide
reliability, internal construct, and external validity to support the findings of the analysis
(Morse, Barret, Mayan, Olson, & Spiers, 2002; Silverman, 2015). In addition, throughout the
development of the text, the issue of validity is further considered using the approach defined
by Lieblich et al. (1998) for the analysis of narratives as presented in the previous chapter.
Following the model, validity in the study is ensured through the evaluation and application of

the four following criteria:

1. Width: quality of the interviews and the proposed interpretations and analysis are
ensured by detailed explanations of the sample and participants (including verbatim
descriptions of participant’s views), as well as by the use of a Chinese interpreter.
Participant’s perspectives are also clearly and accurately presented. Finally, quotations,
or alternative explanations for the reader's judgment of the evidence are included in the

data analysis of the narratives.

2. Coherence: data analysis shows a meaningful and relevant picture as shown in the
discussion parts of Chapter 6 that can be evaluated internally and externally. References
to the literature and other sources, especially regarding government policies and their
timeline, are included in Chapter 5 and 6 to double check participants' narratives.

Participants’ views and perspectives are validated using respondent validation.
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3. Insightfulness: originality in the presentation of the study and of the analysis are

considered throughout the development of the text.

4. Parsimony: focus on the ability of providing an interpretation and analysis based on a
small number of concepts as well as an aesthetic appeal are considered throughout the

development of the text.

5.8 Conclusion

The aim of this chapter was to explain and discuss the research strategy followed in the present
study. In addition, the chapter presented how companies in the sample were selected and how
data was collected and further analysed. The following chapter will present the results of the

data analysis.
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CHAPTER 6. Data analysis

6.1 Introduction

The data analysis is divided into two main parts following the structure of the narratives
explained in the previous chapter. The first part analyses the first narrative, which is related to
the domestic environment and the capabilities developed by Chinese firms to compete in this
context. The second part then analyses the second narrative, which is related to the international
environment with a focus on the EU along with the capabilities developed and applied in that
context. The data analysis is developed around the themes identified in the personal narratives

from the interviewees.

6.2 Analysis of the first narrative. The domestic environment and the development of

capabilities in China

In the first narrative, managers talked about the environment in which they developed their
activities in China and the perceived marketing capabilities. The objective was to understand
how Chinese firms developed their competitive advantages and to what extent the environment

and market institutions influenced this development.
6.2.1 The domestic environment
6.2.1.1 A huge market rapidly developing
a) A perceived fierce competition in a huge market

Participants started their narrative with their perception of the environment in which they were
operating. During the interviews, there was a shared feeling among participants that the Chinese
business environment presented unique characteristics (in comparison with Western
economies) that defined the way of doing business in their companies. China presented the

characteristics of an EM (interviewees described China, for example, as a "developing country”
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(Col12), an "emerging economy" (Col6) or an "emerging market" (Co22) that had been
experiencing a rapid/well above average pace of economic development, sustained during a
long period, together with a relatively fast liberalisation and adoption of a free market system.
That is, the consequence mainly of the Open-Door policy defined in 1978 and the subsequent
40 years of reforms are characterised by the following three main stages of development: (i)
market seeking reforms from 1978 to 1993, (ii) market building reforms, from 1993 to 2003
and (iii) market enhancing reforms, from 2003 onwards (Hofman, 2018). Following this
context and related to this evolution, there was also a shared perception that China was a fast-
changing market along with a rapid increasing middle class (although still with relatively low
income) representing a large customer and profit base. As explained by Col, Co2, Co6, Col5
and Co30, "there are many different markets in terms of level of education, culture and income,

but all of them willing to progress™; "now they have money to spend”, "there are different
markets in China. It is like different countries in one country”, "the domestic market is very
dynamic with the demand changing every day, with new consumers accessing the market every
day" and "at the bottom of the pyramid, there is a mass population of Chinese people who are
low income or middle income, so, quite different from developed countries, where it is more
like an olive. But these people are getting more and more money, so the demand is continuously
increasing, meaning that there are more and more opportunities for companies™. Participants
perceived this environment as in a constant state of flux where change is constant and
ambiguous, consequence of "extraordinary growth rates and investments are constantly
attracting new firms, both domestic and international. Everything is very fast, quite

unpredictable™ (Col2). In this sense, managers were considering China as a market full of new

opportunities to develop business, with a growing large demand.

In this context, and as a result of the rapid economic growth and the rapid and ambiguous

changing environment, participants explained that they had the feeling of defining and
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developing their activities in a very crowded market with a lot of participants offering the same
products/services, to the same target market, at the same time. This was a shared perception
from every participant, especially from those working in private companies (private National
champions (Private NCs) and other private firms (OPFs)), less obvious in stories from
participants working in State-owned enterprises (SOEs) and State-owned National Champions
(SO NCs) since the environment faced by these firms was more stable, controlled by the
government and with fewer players. This situation was having a direct effect in the scope of
their strategic decisions; managers described their strategic planning based mainly on what
competitors were doing (i.e. a reactive strategy), especially on their pricing strategies focused
on the short term. Even though they were operating in this context and reacting to competitors,

participants' companies were growing and making profits.

For example, managers from Col18 and Col9 described the situation as follows: "China is
growing very fast. New companies are entering the market every day with new and different
products; so in this sense the competition in the domestic market is fierce, although this also
means that we have more opportunities” (Col18), "this environment with lots of competitors
offering the same at the same time to the same mass market affects our business culture,
business strategy, and of course business decisions. The market changes very fast, new products
are in the market every day. The environment is very dynamic and unpredictable. So, our
strategy, actions and decisions should be developed for the short term, we cannot plan beyond

that because everything changes very fast" (Col9).
b) No equal footing for every type of company, regulations evolving at a slower pace

Despite the good opportunities to develop business as a result of the increasing demand,
managers from OPFs stated that they were feeling uncomfortable and in disadvantage operating
in an environment characterised by regulations that poorly deal with the increasing and fierce
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competition. In this sense, participants, especially managers from medium-large private firms,
expressed a negative feeling by highlighting the weak regulatory framework and poor legal
enforcement by Chinese authorities that was making it difficult to compete in China. Their
perception was of not competing on an equal footing as OPFs were operating in a very crowded
and uncertain environment, while the environment for the other firms (SOEs and NCs) was
more stable and safer. According to managers, a stronger enforcement would help "to regulate
or to control the competition in the Chinese business environment™ (Co22). Words like "war"

(Co25), "no rules™ (Co27), "steal consumers" (Co32) appeared in their accounts.

This perceived regulatory uncertainty was mainly due to a young legal and judicial system
while the market had been evolving faster than institutions. Also, managers hinted at a link
between ownership, the influence of the government in Chinese firms, and opportunities in the
market. They argued that different types of companies were subject to different environmental
effects: "In the end, SOEs and SO NCs are the ones that receive the help and support to develop
their operations"” (Co35), "private firms should deal with many inconveniences in the market,
especially because of the poor support of the government, and the poor legal protection, and no
rules. It is even worse if you compete with firms close to the government. You will always be
at a disadvantage" (Co38), "Protection and support is always for firms close to the government.
The rest we need to compete in a completely different scenario. Much more complex, with no
rules. We are alone in this sense in China" (Co28). According to their narratives, managers
perceived different opportunities to operate among types of firms, reflected in a negative

discriminatory government support for OPFs.
6.2.1.2 Discriminatory government support

The influence of the government in shaping the environment was pointed out by most
interviewees as a strong and unique characteristic of China's business environment. Examples
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from the interviews were "the majority of the companies in China are owned by the
government” (Col5), "government defines the activity in the market” (Co26), "the Chinese
government has more power in the economy and the society that in other countries” (Col14) or
"Chinese companies need to deal with the government in order to grow" (Co36). Indeed, it is
important to note that during the 90s, the phase of market building reforms, the Chinese
government continued to develop privatisations, although only a few of them were allowed to
be totally private, meaning that the majority of them remained in state hands (Spar & Oi, 2006),
a situation that continued during the market enhancing reforms phase (Hofman, 2018), from

2003 onwards, and where lishu relationships still are the norm.
a) Positive influence for managers working in SOEs and NCs (SO and private)

The perception of the government influence differed depending on the ownership structure of
the firm. Managers from SOEs and NCs explicitly recognised that the government facilitated
their access to preferential conditions and sources of funding, privileged information about the
market and access to main actors in the supply chain. In addition, decisions were made by the
government while managers were just following their guidelines and plans: "I just followed the
plan; it was a good opportunity at that time. We were responding to new plans, meaning new
business, new demand. Very positive and easy for the company"” (Co5). The government
appeared as a facilitator for the companies' expansion and success. Another manager added
"working with the government provides security and is a guarantee of success as it supports
and eases business decisions providing good opportunities to access the market and resources"
(Co3), while other participants emphasised the positive efforts made by the government:
"government is fighting for corruption, which will enhance better competition and new foreign
capital entry” (Col). The perception was of a safe environment, the reason why managers

showed a low-risk mindset developed in China. Managers were used to working in a controlled
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environment with positive support from government officials, with few players in the market,

meaning many opportunities to develop business with low risk.

This same argument can also be valid for managers from private NCs; however, this was not
explicitly mentioned, only some implicit ideas could be identified from their narratives. For
example: "it is a stable market, we have a very good position, so it is like we have a stable
demand" (Col15) or "we are very big, no huge competition, the market is quite easy" (Col7).
These quotes contrasted with the feeling of managers from OPFs. The reason might be that
private NCs, even though they have benefited from government support to reach their
leadership position in China, were not feeling comfortable showcasing the preferential support

received. They probably wanted to avoid mentioning that this support was part of their success.
b) Negative influence for managers working in OPFs

On the other hand, participants from OPFs showed a negative perception about the government
influence in their firms, considered as weak support to develop their business and sometimes a
barrier. They explained that "in China, there is a difference between being private or having
some kind of relationship with the government. If you do have this, you will succeed" (Co24),
"the rest of companies (non-government related firms) need to deal with the government to
access distribution channels, to access the media, to do any paperwork, and many other
activities. That is a nightmare for private firms, the processes are very long. But if you are an
SOE, everything is done" (Co35), "There are difficulties in China for private companies to
develop business due to government power always positively influencing state-owned firms,
being actually one of the main motivations of private companies to go abroad.” (Co40). The
feeling was that they were 'out of the system' and did not have the same opportunities as SOEs
or NCs. In addition, as already introduced in the first part of the narrative, managers observed
a poor enforcement of regulations; they perceived a weak legal protection and weak application
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of competition rules: "The government only protects their companies, their firms™ (Co30), "it
is not fair for every company, for us, we need to go through a lot of obstacles every day"” (Co31).
"SOEs do not face competition, for them it is fine, but we do face it. Lot of competitors doing
the same and it is like if anything is allowed. Copying, stealing consumers, offering lower and
lower prices, more and more aggressive marketing campaigns. It is like a war." (Co36), "In
China all the resources are for the SOEs, resulting in a very negative scenario for private
companies, that need to fight every day to get access to financial resources” (Co38), "SOEs are
the ones who received all the support and the ones strong in the market, private companies need
to make more efforts to compete” (Co40) and "Competition in China is so huge that it very
often pushes companies to do unethical things. Our product has two copies, you know. Which
is very niche product, like for international trades, there are competitors that have already two

copies. So, competition is very tough and there is little protection” (Co39).

In this sense, it seemed that managers from OPFs were feeling that SOEs and SO NCs were the
ones dominating the market (the government might be using SOES/NCs to deploy their
policies) while working close to the government benefited the business development thanks to
an easier access to relevant resources. According to their comments, the government was
supporting these types of firms, being responsible for the perceived unlevel playing field found
in the Chinese market: "for some industries, which might need some licenses, for example like
fire extinguishers, this is high margin. But the government only gives licenses to certain
companies. Not because their technologies are advanced, but because they have good
relationships" (Co36). The shared feeling was that there were opportunities to develop business
and grow, but these opportunities were not the same for everyone; managers emphasised the
negative discriminatory support from the government in terms of ownership and type of

operation (strategic sectors aligned with government plans are the key here). This supports the
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idea that managers from private firms need to make more efforts to operate in China, implying

that they would be able to develop stronger market-oriented capabilities than SOEs and NCs.

At this point of the narrative, some differences can also be identified within different types of
industries of OPFs. The above-mentioned perceptions were mainly described by managers
working in industries not supported by government policies. In other words, managers working
in technology, consumer electronics or education (industries included in the government
initiatives presented in Table 2), did not explain or imply a negative perception of the

government influence.
6.2.1.3 Intensive use of personal relations

Following the narrative and the strong relevance given by participants to the influence of the
government, informal institutions in the form of personal relations and connections came up in
the interviews. All interviewees perceived informal institutions as the key asset to ease business
development in China as it facilitated access to market opportunities and reduced the impact,
in private firms, of negative discriminatory government support. Examples from the interviews
were: "Guanxi is a method to ease business development™ (Col18), "Guanxi helps business
development through relationship development securing favours" (Co20), "There is huge
importance for relationships for business in China" (Co28) and "The ones that have the best
connections have the best opportunities" (Co32). Two types of personal relationships were
identified: (i) political relationships with government officials or political relations, and (ii)
business relationships with business partners including clients, distributors, and buyers. Both

were perceived as determinant in providing preferential access to relevant resources.
a) Intensive use of political relations

Managers working in SOEs and NCs (SO and private) showed a positive expected perception

of the government influence while they explained that personal relationships with government
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officials were part of their daily tasks and strategy. "Our culture of working closely with the
government helps us to develop. We have been growing in recent years with hard work and
also thanks to big plans from the government based on very good relationships™ (Co2), "We
are very close to the government, we have very good relationships with the local authorities”

(Co4).

According to participants, being close to the government was synonymous with power, growth,
and security. Also, in the case of some participants, they recognised the preferential support or
access to some resources they received thanks to these relationships. This reinforced the idea
of the positive differing institutional support and how useful it was to be aligned with
government plans as well as the low business risk mindset developed by managers working in
these types of firms: "working with the government provides security in this complex market
and is a guarantee of success as it supports and eases business decisions providing good
opportunities to access the market and resources" (Co3), "Chinese companies need to deal with
the government in order to grow" (Co6), " In our case it is easier, in the end, SOEs are the ones
that receive the help and support to develop their operations because we follow the plans of the

government. We respond to them" (Co7).

In the case of private NCs and OPFs from specific industries or sectors supported by the
government, similar to their comments on the influence of the government, they did mention
links with the government, but not in an explicit manner nor with much emphasis. For example,
a manager from Co16 said: "usually we have some help, maybe some support (laughs), but not
much. We are very big", while another participant mentioned: "we are independent, we do have
our strategy, our board, our guidelines” (Col5), avoiding mentioning that the owner was a
former government official. Even if their strong position in the market was partially achieved

due to the support they had received, they preferred not to mention it as it might be considered
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that they had other more important competitive advantages. It seemed they preferred to
emphasise that they had achieved their strong position with their own efforts regardless of the

help received.

On the other hand, the shared perception about the government influence shown by managers
from OPFs was of "the need to be friends"” (Co24) or "we do not want to be in trouble” (Co25).
They agreed on the need to work on developing personal relationships with government
officials, but by way of not being at a disadvantage regarding other types of firms (SOEs, SO
NCs, NCs). Managers included the development of personal relationships with government
officials as part of their daily tasks and strategy, even when they did not want it: "It is part of
what we should do™ (Co26), "the rest of companies (private companies, non SOES) we need to
deal with the government, develop the links, work hard on it, to access distribution channels,
to access the media, to do any paperwork, and many other activities. Sooner or later we should
do it if we want to progress” (Co28). For managers from OPFs, it was very important to be
close to the government while developing a good relationship with government officials, as in
the end their success in the market would depend on them. The development of close links
appeared as a way to minimise the impact of the negative discriminatory support, a way to
speed up the process to get access to relevant resources while obtaining preferential support
that would facilitate the development of the business. The access to resources was perceived as
not being the same for every type of company or industry, prevailing in some cases the personal
relations among the government and companies. For example, managers explained: "And from
my personal opinion, the government in China has a much stronger influence on the companies,
on the business. The government in China is everywhere, as most of big IT companies are from
the Chinese Government, so this makes even more restrictive their influence on us. We should

deal with it, but the less the better. We do not want to get in trouble” (Co38), or "We must have
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the government on our side and do not make much noise. Sooner or later, we will need their

support. So, it is better to have a good relationship” (Co40).

All in all, the Chinese government appeared in the stories as the main actor designing and
defining actions, rules, and policies in China. This is not surprising considering the evolution
of the country since 1978, especially since the opening of the economy in 1979, an evolution
guided by the different plans and actions defined by the Chinese government; China is
considered an institution-led market, created, and strategically defined by the government (Wei,
Cong, Wang, & Pan, 2020). In this sense, political relationships, based on personal ties linked
to the positional power of the politician, meant that managers' personal connections with
government officials were the basis for mutual trust that led to successful business relations.
Due to this, the development of these ties had also become a common practice among managers
from private firms, not only SOEs and NCs, representing a valued asset or relational capital for
the success of business operations. However, political relations were more relevant and more
valued in a positive way by managers from SOEs and NCs; managers from OPFs considered
them a "mechanism of protection” (Co26), "just in case" (Co28) it is needed, as, in the end, the

government is everywhere" (Co30) and "sooner or later we have to deal with it" (Co31).
b) Intensive use of business relationships

Continuing with the relevance of personal relations, most of the managers from private NCs
and OPFs mentioned that the development of business relations, both within the company with
colleagues and outside the company with business partners, in addition to the relationships with
the government mentioned earlier, were key to define and develop their decision-making
processes in the domestic market. They were perceived as a very important asset to compete in
the rapidly developing market described at the beginning of the narratives. These relations were
not mentioned in the narratives from managers working in SOEs and SO NCs, probably because
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they were not needed due to the business conditions in which they operate; that is, a stable,

safe, and controlled business environment with a strong influence from the government.

In the case of managers from private NCs, business relationships appeared relevant when they
talked about the first steps of the company, as they considered they were useful to find new
opportunities while reducing uncertainty, similar to what was found in stories from managers
from OPFs. However, a lower emphasis was perceived in interviews with managers with
extensive experience, probably because the firm had already a strong position in the market

thus business relationships were no longer needed.

In addition, for managers working in OPFs, during the first years of activity business relations
provided trust to find the right partner to develop a business in China. According to them, trust
was a key asset to establish a new venture in China, especially in order to protect the business
idea from potential competitors. "My partners are friends. My friend put in the money. My
operation manager was my MBA classmate. And my sales manager, she was my classmate at
university. And my production manager has worked for me for the last ten years. It looks like
a family company because are all related. It is very important, as my feeling is of trust. But how
to work it out with guanxi is very important to set up the rules and discipline. | do not want to
share my idea with anyone else” Co22 or "l need to trust the person first. | need to know he
will stay with me and will not go tomorrow to the competitor. For this reason, | spend time
knowing the person, inviting him to dinner, knowing his family. Only after this we can do

business" (Co31).

Moreover, personal relations were also perceived as a tool to access market opportunities and
speed up the processes, as dealing with the administration was perceived to be slow and
inefficient. Chinese managers relied on friendship to get access to customers, partners, and
private sources of funding while avoiding banks that might offer different support or different
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conditions depending on the type of firm. Business relationships provided support to navigate
through the administrative processes and avoid red tape. Managers explained that: "Guanxi is
a way to speed up the process of developing a business. You need to be quick, you need to
respond, you need clients, you need partners, etc...but then you need to stay there” (Co22), or
that "They also help get some money support from the family, so we don't need to borrow the

money from the bank to pay the interest” (Co36).

This suggested that private firms, including private entrepreneurs and start-ups were able to
develop their business thanks to innovative informal arrangements within networks that
provided the necessary business norms and helped to overcome the barriers to enter the market
(for example, getting loans from banks, for which they would need to pay very high interest);
overcoming thus the absence of defined formal rules supporting the development of this type
of new company structure while suffering at the same time from competitive exclusion from
SOEs (Nee & Opper, 2012). Through personalised exchange, multiplex relationships,
information sharing, and joint market development and short-term financing, managers from
private firms found ways to reduce uncertainty while enhancing sustainable development. Also,
to work with the "right" Co33 persons helped to protect jointly against untrustworthy

competitors.
6.2.2 Marketing capabilities
6.2.2.1 Starting point

This part of the narrative was more devolved by managers from private NCs and OPFs than by
managers working in SOEs and SO NCs. This was not surprising as SOEs were making less
effort to develop their business and sell their products or services. In fact, it could be perceived
in the narrative that managers from SOEs and SO NCs gave lower emphasis to their perceived

necessary marketing actions. These types of firms were focusing their efforts on just satisfying
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the given demand while responding to the stable and controlled market: *We just need to sell
what they say we need to sell. The demand is given. Of course, we need to grow, but it is easy
because we are getting bigger and bigger and in more cities in China. No big marketing efforts

are required” (Co4).

Managers from private NCs and OPFs considered marketing as tactical, pointing out a list of
different activities focused on the short term, defined to reach new clients and increase market
share fast. For example, the manager from Co23 said that "we do some advertising to raise our
brand awareness, do some market research, talk to the users to understand our brand's
weaknesses, and then we also do on-line marketing, for example Weibo, WeChat, some social
networking, social marketing to spread out the words. And then we have some exhibitions,
some conferences we should attend, so we prepare for the booths, activities. And, we have, for
example, some operations of the products. We may have some campaigns, we have some
activities in which users can participate, either online or off-line, mostly online. A lot of things.
We need to sell (laughs)". Also, another manager mentioned different activities to increase their
sales, "local social media, market with local partners, we will have billboards by the freeways,
where people will try to buy. We will also hire people distributing flyers on the street to pull
people to take a look at our project. We need to be present where the people are and where
people are going to buy, the hot places"” (Co26). Participants described the marketing they were
doing in China as focused on sales, emphasising the tactical focus of the activity, while they
described their sales teams as multifunctional, polyvalent, doing several activities at the same
time with the main goal of increasing sales: "My department is called marketing, but I just need
to complete KPIs related to sales, we do sales basically. There is no difference” (Co33). "We
don't even have the marketing department. Because we have very short history, we just have
10 years, and we grow up very fast. Because we need to make them sell, we need to reach their

sales objectives. So, everyone does a lot of things to reach this" (Co31). Managers showed a
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reactive behaviour as they were passively responding to customers’ demands and not

anticipating them.

In addition, managers from most of companies described the Chinese domestic consumer as
price sensitive; his purchasing decisions were based on price. Due to this, firms had adapted
their pricing strategies to Chinese consumers' expectations, focusing on defining the best
function-price balance always based on competitors: "People in China do not care too much
about the service, it is mainly price, because there are many options which are similar” (Co22),
"So | sell, in China. We have Taobao, right? Everything. | will do some, I'll check the price on
Taobao, similar products, to decide my price” (Co31), "In China margins are not important,
just low prices, to sell more and have more clients, stealing them from competitors"” (C032). In
this sense, it could be said that in China consumers were not demanding, mainly because they
did not have legacy, meaning that they did not know what they want because they hadn't been
exposed to other options in the market, they had grown as consumers in this context. So, it is
the mentality of just trying new products that the increasing middle class can afford. In addition,
consumers could find so many different options that they go for the less expensive ones: "a
basic quality is fine, if the purpose is achieved, it is fine. Chinese would go for the price, among
all the options" (Co34), "So, if the product does not work, it is ok, they can easily change. In
Europe it is a combination of price, quality and the perceived added value" (Co35), "So, price
was all definitely based on competition, not depend on the cost" (Co38). There were too many
options in China so switching and trying new and different products was easy. The manager
from Co23 explained: "if your products are good, very solid, and the price is very competitive,
you can easily find the proper partners, to start from small size to medium to big one. Price is
one of the most important factors that influence to decide whether you can succeed or not". In
this context, sales promotions appeared as the most relevant action to attract new consumers.

For example: "It is what works in China. Why do we have the Singles day? It is the most popular
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sales day not only in China, but worldwide. Chinese people get crazy with promotions™ (Co21),
or "every week we should be aware of the promotions of the competitors and react accordingly,

we need to be better (laughs)” (Co23).

Furthermore, aggressive mass publicity campaigns including deep engagement with social
media due to the extended use of mobile phones and the internet, were considered the most
important communication means. In fact, the shared belief was that the bigger the impact, the
better because "it is the only way consumers can know you" (C019). No comments regarding
loyalty or long-term strategic actions were identified in the narratives. Some examples from the
interviews were: "The more potential customers we can reach the better, we can have access to
different mechanisms. But the bigger impact the better. China has places full of people. There
we are." (Col6), "The internet, mobile phones are our best channels™” (Co29), "Big publicity, a
lot of ads in social media. WeChat is very important, the best way to reach your consumers"
(Co34). Indeed, managers invested less once the intended positioning had been reached;
managers explained that no big resources were needed nor dedicated to their perceived
marketing function (i.e. sales). "Of course, we do online, but consumers are already aware of
the brand, we don't spend much. We are already big" (Co20). "It's too slow to do marketing |
think; in the Chinese market we have to start from the promotion, attending the fairs doing the
advertisement of your production, products and explain what the competitive part of your
products is. After, it is fine, no more big efforts. We already have our network"” (Co19) or "In
China, we spend very few in marketing. We select the big actions, very big time to time, and
that is it. The cost compared with the other foreign companies is very low" (Co36). These
quotes reinforced the idea that sales-oriented actions were mainly considered in the first stages
of development of the firm, with the main purpose of reaching consumers in the short term.
Also, this seems to confirm that private NCs may not need to do huge investments in terms of

marketing as their sales are done and their market share guaranteed.
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Finally, several managers from private NCs and OPFs considered relationships as key to
achieve their sales goals. They described their sales teams' objectives as "getting the right
contacts” (Co21) or "developing relationships are finding the right network™ (Co25). This idea
was also emphasised by other managers who explained that one of the key activities of the sales
team was to attend fairs with the only purpose of making friends: "Firstly, we have some
salespersons, if they want to sell something, our product, to a company, the first step is trying
to get the right contacts. We go to fairs, we increase our network™ (Co31), "And the social
network is very important. They usually use a lot of guanxi in the sales and marketing™ (Co34).
The development and use of personal relations also helped managers to get preferential access
and conditions in distribution and advertisement channels. "My friend was working in the
advertising company, we got for free the space in the metro” (Co39). This confirmed how
business relations helped managers to find new opportunities and navigate through processes
in which they would suffer from the negative discriminatory support mentioned above. For
example, the main advertising channels or main locations for these advertisements (metro,

airport, train stations, etc.) would probably depend on the Chinese government.
6.2.2.2 Definition and development of products and services
a) Reactive innovation strategy as key in the domestic market

Innovation, considered as new product development, appeared in most of the narratives when
managers explained how new products and services were defined and developed in China. Two
different perspectives could be identified. On the one hand, managers from SOEs and NCs
(state-owned and private), explained how the Chinese government was pushing innovation by
providing firms with financial help and investments in R&D. This government strategy was
responding to plans defined and promoted with the goal of enhancing innovation while
developing the domestic market. In particular, from the 2000s, the Chinese government decided
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to focus on innovation and technology policies, moving from market-oriented policies towards
a strong intervention of the government in these sectors (Ling & Naughton, 2016). Policies and
government interventions continued in this direction with the new measures adopted in the 14th
Party Congress on productivity and innovation, the 13th Five Year Plan and finally the most

recent Made in China 2025 Strategy defined in 2015 by President Xi Jinping.

These plans were considered in the narratives, especially from managers working in
technology, consumer electronics and telecommunications (in SOEs, NCs and even OPFs), as
clear indications for new developments and opportunities to define new businesses: "The
government wants to develop this region, so we need to go to this region, and we need to go
first" (Col3). Another manager explained that *We should be aware of what the government
wants to do next to be there and get this business™ (Co16). Without the pressure to compete and
with the support of the government in terms of access to relevant resources, such as financial
support or other resources, such as R&D funds, managers could define their activities in a low
business risk environment. This reinforced the low business risk mindset identified in managers
from SOEs and NCs (SO and private). Other examples were: "Another depends on the
technologies. Last maybe is competition. But I think this is not very important, because we are
already No. 1 in the world, so what we need is to be very, very clear, or need to listen more to
the customers' needs and need to research for the technologies and we have the support to do
that, the support from the government” (Col5). "If China should be the leader in a specific
technology, this is decided and supported by the government, in 3G, 4G, so we need to go for
it" (Col10), "Right, in a lot of levels, and they are in control of a lot of resources for the next
five years of development, and they will relocate a lot of resources in a lot of areas, so it means
in China, we should have a deep understanding of the government's future plan and the focus"
(Co12) or "Well, we do not define the industries in which to invest. We need to listen to the

trends, what would be important in China for the coming months, years, and then we look for
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the best partners to invest in, and this at the end of the day is defined by the government plans™
(Col7). Innovation, or what was considered by managers as new products and markets
development, was based on the push of the government; in other words, narratives showed that
an institution-led market, created and strategically defined by the government, promotes growth
by enhancing technological development, positively affecting the catch-up of Chinese firms

(Wei et al., 2020).

On the other hand, managers from OPFs, considered innovation as key to compete in China's
domestic market. Copying and imitating appeared in most of the stories from participants
working in private firms as a daily issue they had to deal with. For example: "Every year, every
month we have a different new item for promotion. Otherwise, we will always have a trouble
to speed up the growth of the company. Because in China, imitation is tolerable, right? Today,
you invent one thing, tomorrow someone will copy you. So, what you need to do and what |
did is to have a standard, which is IEC standards, IEC international electrical community
standards™ (Co38). In this context, innovation was considered by managers as launching
something new to the market faster than competitors in order to defend themselves as well as
to survive and protect them from weak enforcement of competition and other regulations.
Innovation was conceived as the key activity to survive in the market. That is, rapidly launching
new products or adapting existing ones as a response to the huge market rapidly developing.
Managers were following a reactive rather than an active innovation strategy. Examples were:
"I think, most of the Chinese companies are pretty tough in terms of the business strategy.
Because of the competition and because of the hotness of, you know, earning money from the
users, so | think that China is more innovative than any other country in terms of the business
model. For example, high discounts or offering free products, in China this is very common,
but you have to be innovative in terms of how you can make money. Also, because probably

competitors will copy you, so we need to be very innovative™ (Co31).
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In this sense, it seemed that Chinese managers had developed innovative skills and were
developing innovative business models. They needed to find a way to survive in China. In fact,
lately Chinese firms have demonstrated how to be innovative and are evolving from copying
to being copied, leading the innovation of products, technologies and business models (Hsu,
2017). A reason for that would be not to depend on legacy, with Chinese building new and
innovative business ideas from zero. In any case, and for every type of firm, innovation
appeared as relevant when it came to develop new products, markets, or regions, but it was
always considered a reactive strategy, rather than active. In the case of SOEs and SO/private
NCs as well as in some OPFs from strategic industries, this was because the government was
pushing innovation with strong investments, especially in R&D, and in the case of OPFs, they

were reacting from or preparing for misleading competition.
b) An increasingly well prepared and large labour force working long hours

Finally, managers from most large firms in the sample (SOEs, NCs and OPFs) emphasised the
idea that Chinese firms had succeeded in China due to the increasingly well prepared and large
labour force working long hours. According to participants, thanks to this perceived unique
domestic advantage, firms had been able to achieve a shorter time to market, offer shorter
product life cycles while increasing cost efficiency. This domestic advantage, considered part
of the Chinese mentality and Chinese "way of thinking" (Co7), explained why Chinese firms
could offer the right function-price balance to target the increasing middle class while adapting
fast to the continuous and ambiguous changes. A manager from Co10 explained that "At the
same time, in the [company] they have time to discover new software, launch a new phone...
China has been built with the effort of millions of Chinese, working extremely hard, many
hours. It is also the mentality". Also, the manager from Co12 said that: "the big companies like

Sony, Bosch, Siemens, GE, they also produce security. But they need two years to develop new
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products, new generation products. We just do it in a maximum of 6 months. The real reason
is that in Chinese companies we have a lot of human resources. This human resource is not just
unskilled workers, but mostly highly educated engineers. Last year in China, more than maybe
6 or 7 million students graduated from universities. So, for engineers, we can hire the Chinese
students, their skill is very good, they are high quality workers who can compete with the rest
of the world.” Finally, "China has a huge workforce, that enables us to do to many things,
quicker. We are very hardworking (working longer hours and with much less holidays than say

Europe)" (Co9).

In conclusion, according to participants, new product and service development was closely
related to the development of new innovative ideas, products, services, and business models,
but it appeared as a reactive rather than an active strategy. In the case of SOEs, NCs and OPFs
from strategic industries, innovation was promoted and supported by government plans, which
was the main source of new ideas and developments. In the case of OPFs, innovation appeared
because of their need to differentiate from competitors that use imitation and copying, as well
as to survive from the weak enforcement of regulations. In addition to innovation, a large labour
force for execution and with good leaders on the top of the pyramid guiding this execution
appeared as a unique domestic advantage that had been supporting large firms' business success

and growth.
6.2.3 Summary of the findings of the first narrative

The chart below summarises the findings of the first narrative analysed above. Findings are
summed up in the themes identified in the experiences described by the managers working in
the firms in the sample. Firms can be divided into three groups according to the development

of their capabilities: (i) SOEs (including SO NCs), Private firms aligned with the government
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(Private NC and OPFs from strategic industries or sectors) and OPFs. At the end of the chart,

a closure and brief discussion is included, which is further developed in the next chapter.
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Main themes in

Main findings

the story

A huge market rapidly developing

General perception of a huge market very
rapidly developing.
Managers consider change as continuous and
ambiguous.
This huge market provides a very large
customer and profit base.
Managers, mainly from private firms (NC
and OPFs) perceive very high competition
(many players offering the same at the same
time to the mass market).
Short-term planning and focus on
competitors.
The perception of this situation is positive, as
there are many business opportunities.
However, managers from private firms (not
NC), feel uncomfortable working in this type
of environment as they consider they do not
compete on an equal footing:
= No similar opportunities due to the
perceived negative discriminatory
government support depending on
the type of firm and industry (see
next).

Domestic Environment

Discriminatory government support

Managers from SOEs and SO NCs:
= Perceive positive influence from government
officials.
= Perceive a safe environment to develop their
business.
= Show low business risk mindset.
=  Managers from SOEs:
= Explicitly recognise that the government has
facilitated their access to preferential
conditions and sources of funding,
privileged information about the market, and
access to main actors across the supply
chain.
= For this reason, they consider China as a
safe environment with good opportunities
and low business risk.
Managers from private NCs and OPFs from strategic
industries:
= Implicitly accept the positive support received.
= Seem not comfortable showcasing the preferential
support received by the government.
= May want to avoid showing that this support is part
of their success.
Managers from OPFs.
=  Feel weak support from government.
= Observe poor enforcement of regulations.
= Perceive negative influence of the
government.
= Emphasis on negative

discriminatory government support.

= Perceive a weak legal protection
and weak application of
competition rules

= Feel that do not have the same
opportunities as SOEs or NC

Intensive use of personal relations

Managers from SOEs/ SO NCs:
= Include development of personal relationships
with government officials as part of their daily
tasks and strategy.
Managers from private NCs and OPFs from strategic
industries:
= Include development of personal relationships
with government officials as part of their daily
tasks and strategy.
= Include development of business relationships to
support their firms:
= Although less emphasis and need due
to an already strong position in the
market.
Managers from OPFs:
=  Both business and political relations are part of
their tasks and strategy.
=  Business relations:
= Help to find new opportunities within
the industry and reduce uncertainty.
=  Provide trust to find the right partner
(trust considered a key asset) and
protect the business idea
= Help access to private sources of
funding
= Provide support to navigate through the
administrative processes and avoid red
tape.
= Help to protect jointly against dodgy
competitors.
=  Political relations:
= Managers include development of
personal relationships with government
officials as part of their daily tasks and
strategy, even when they do not wadd
it.
= They try to minimise the impact of the
negative discrimination through these
relations.



Main themes

Main findings

in the story

Marketing capabilities

Starting point

Managers from SOEs/SO NCs:

Perceive marketing mainly as the increase of
sales, i.e., only commercial focus.

Managers from Private NCs and OPFs:

Consider marketing mostly tactical
They have multifunctional and polyvalent
sales teams. Focus on sales.
Avre reactive to customers' demands.
= Define domestic (Chinese) consumer
as price sensitive.
= Define price based on competitors.
= Consumers look for the right
function-price balance. Too
many options. Easy to change.
= Consider sales' promotions as the
most relevant actions.
Consider most relevant communication means
as very aggressive mass publicity campaigns
including deep engagement with social media
Invest less once the intended positioning has
been achieved.
Consider relationships as key to achieve their
sales' goals, especially in private firms. (e.g.,
managers use their relationships to get
preferential access and conditions in
distribution and advertisement channels).

Definition and development of products and services

Managers from SOEs, NCs (state-owned and private) and
OPFs from strategic industries:

Put emphasis on innovation pushed by the
government with financial help and investment
in R&D.
Consider plans from the government as clear
indications for new developments.
Perceive policies/plans from the government
as opportunities to develop business.

= This means low business risk to develop

a new business.

Managers from OPFs:

Consider that innovation is key to compete in
China's domestic market:

= To protect from competitors.

= To survive and protect from weak
enforcement of competition and other
regulations.

= Follow a reactive rather than active
innovation strategy.

Several managers (from all types of firms, although
mainly from big firms) find that the domestic advantage
of an increasing well prepared and large labour force
working long hours are key to:

Achieve a shorter time to market
Offer shorter product cycles
Increase cost efficiency

Closure/discussion of the first narrative

SOEs/SO NCs:

A resource-bridging capability (Chen & Wu,
2011) with government officials is key to
operate in China.

=  Private NCs and OPFs from strategic industries:

=  OPFs:

A resource-bridging capability with government
officials is key to operate in China.
= Firms benefited from the positive
discriminatory support of the government
and therefore they have become leaders
with low business risk.
A resource-bridging capability with business
partners supports the growth of the firm.
An adaptive capability (Chen & Wu, 2011) is
developed:
= Due to a huge market rapidly developing
and the perceived continuous and
ambiguous changes faced in the first stages
of development.
= Due to the weak institutional environment
faced in their first stages of development.
= Rooted in the Chinese culture: competitor
orientation, agility, and stratagem.

A resource-bridging capability with government
officials helps to avoid being at a disadvantage.
A resource-bridging capability with business
partners helps to face the negative discriminatory
support from the government.
An adaptive capability is developed:
= Due to a huge market rapidly developing
and the perceived continuous and
ambiguous changes.
= Due to the weak institutional environment
faced in their first stages of development.
= Rooted in the Chinese culfe: competitor
orientation, agility, and stratagem.



Chart 2: Summary of the findings of the first narrative
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6.3 Analysis of the second narrative. Operating in an international environment

In the second narrative, managers talked about their experience in the European market and
how they had been developing their business activities in this environment. This narrative was
divided into two main parts. In the first part, experiences from managers talking about the first
stage of their firms in the EU were considered,; that is, how/why the company decided to go to
Europe as well as how the first activities were defined before entering the market and during
the first years of operation/introduction. In the second part, the focus was on the medium term,
considering the narratives of managers from companies with more than three years of

experience in the EU in the sample, and on how they adapted to the new market.
6.3.1 First stage
6.3.1.1 Drivers to go abroad

Most of participants started this part of their narrative by explaining why their companies
decided to enter the European market. Most of participants from every type of company (SOEs,
SO NCs, private NCs and OPFs) emphasised the influence of the domestic government on their
firms' internationalisation plans and decisions, in addition to other motivations to go abroad.

However, the perception of this influence was different depending on the type of company.
a) The positive influence of the Chinese government in SOEs, SO NCs and private NCs

Managers from SOEs and SO NCs perceived a positive influence of Chinese government plans
for internationalisation, being the main driver for going abroad. More specifically, they
explained that the internationalisation of the firm was the result of government-to-government
deals and government strategic and economic plans outside China. The Chinese government
facilitated the international expansion of these firms by providing strong support, for example
in the form of financial help (mainly through loans with preferential conditions from state-

owned banks) or access to information about international markets. In this sense, the manager
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from Co6 explained that: "the firm was following government-to-government deals in other
emerging countries when we first went abroad. We received a lot of support. I remember the
links between the two governments and the financial support. Of course. It was a very important
plan for the Chinese government". The manager from Co7 reported that: "our presence in Spain
was due to the government-strategic decisions of the firm in Spain and Europe. The government
needed us to be here; they facilitated a lot of information about the market”. Also, the manager
from Co9 explained that the company was responding to the government policies of going
abroad when they first internationalised at the beginning of the 2000s, an expansion promoted
by the government after China's accession to the WTO in 2001. More examples from the stories
were: "We received financial support from the Chinese state development bank" (Co4), or
"First of all, | have to say we are here (in Europe) because of the government, they want to
open the Madrid hub, and they can support our company with money for every flight. If we fly,

they can support for three years" (Co9).

Managers working in private NCs also mentioned the financial support received by the
government in the form of preferential access to special funding conditions through state-
owned banks. In this case, firms were following internationalisation policies and other
government initiatives while taking advantage of the incentives received. However, in contrast
with SOEs and SO NCs, managers working in these firms did mention that their
internationalisation plans were also a result of their growth objectives. The manager from Co16
explained: "of course, it is clear that there is an interest from the Chinese government, but we
also want to grow, expand our business, so there is an effort from the firm's perspective”. These
firms had a large customer and profit base at home, so international expansion was part of their

natural plans to grow.

Finally, some managers from OPFs also explained that different in contrast with the negative

support felt at home, the Chinese government was supporting them to go abroad. This could be
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identified in narratives from managers working in strategic sectors/industries like consumer
electronics and technology. Managers showed a positive perception about these government
initiatives that were helping firms to expand abroad. These initiatives included financial
support to attend international fairs as well as tax refunds. Examples from the narratives
include: "The Chinese government has some plans for exports, for exhibitions outside, actions
outside” (Co22), "The government helps firms to go abroad, also for small companies, so if
you can benefit then you can go outside” (Co32), "Because the labour cost was low, China was
the factory of the world, government was pushing exports with a lot of incentives like tax
refund or giving credits to the manufacturers.” (Co34), "they (government officials) are
supportive. And if the company wants to apply for some trade shows overseas the government
also helps and offers some subsidy. Financial support to go to the fairs. And if you do export
business, we also got some tax refund” (Co37), and "So we have tax refund, you know, there
is something called exportation tax refund. So today if you want to export electronic products
or high-end products, the tax refund is higher. If you want to export textile, the tax refund is

like 5%, versus like 15% for energy-saving products or any high-tech products" (Co39).

These plans and incentives mentioned by the interviewees are aligned with the different
internationalisation policies defined by the government since 1978 and detailed in Table 2.
Firms in the sample that internationalised in the 2000s were benefiting, as mentioned by
interviewees in the narratives, from the promotion of the government of light industries,
reduction of custom duties and financial aids to support exports (Bellabona & Spigarelli, 2007).
Other firms, which started their internationalisation process in recent years, mainly after 2010,
may be responding to the increasing support of the Chinese government to domestic firms with
a focus on innovative products as a result of different initiatives like Made in China 2025 or
the Belt and Road Initiative; these firms in the sample belong to industries such as technology,

telecommunications and automotive (energy efficient and new-energy automobiles) (OECD,

140



2018a; Oliveira et al., 2017). The government was promoting the expansion of these firms to
developed regions with the purpose of improving the positioning of Chinese firms, both at
home and abroad, representing new opportunities for Chinese firms and their managers to

develop new businesses (OECD, 2018a).
b) The negative influence of the Chinese government on OPFs

In the case of managers working in OPFs from different industries to those mentioned above
(i.e., Technology or automotive), the government had an impact on their internationalisation
plans, but mainly because of the negative discriminatory influence in the domestic market,
being one of the drivers for their internationalisation. Managers from OPFs considered Western
markets, the EU in particular, as markets that would enhance their development and growth
without the disadvantages faced at home. They perceived the EU as a safer and freer market to
operate as explained by Co25, Co27 and Co35 respectively: "The government influence is one
of the reasons we go abroad, to compete more freely without restrictions. It would be much
easier”, "More restrictive policies in China. And the company income tax is high, like twenty-
five per cent. As a result, companies want to keep the benefit out of China" and "All the
resources and help from the government are for SOEs. Private companies need to operate in a
negative environment, where we need to fight every day to get access to capital. That is why

many private companies go abroad; to look for new capital, better and easier options to grow".
c) Other motivations for private NCs and OPFs

In addition to the support from the government, government initiatives to promote
internationalisation or the government negative discriminatory influence at home, private firms
(NCs and OPFs) explained additional motivations for international expansion. First, a
motivation shared by several managers was their willingness to learn and bring this knowledge

back to China. Managers perceived the European market as "better prepared, more mature"
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(Co31) or "with mature knowledge that we can acquire and develop at home" (Co38). The goal
was to find new business practices that could be developed and applied in the Chinese domestic
market to increase the company's domestic competitiveness. This confirms the findings from
Ramamurti and Hillemann (2018): "We want to learn like this kind of standardized things. We
want to build in China. But now we want to fully understand this regulation, this standardisation
in Europe and in the US. Then we can build in China... So that is our big chance. So that's why
we want to cooperate with foreign companies to fully understand how to do it and then develop

it in China" (Co40).

Second, some managers also explained that firms were looking for new markets to avoid
dependence on a market with lowering margins due to the increasing competition explained in
the first narrative. Co33 stated this very clearly: "One main reason is to expand the brand
outside China. That is because in China the penetration is also very high now. A lot of efforts
to compete affecting our business objectives. So for us this is a need, the need to continue
growing". Even if the domestic market was full of business opportunities, as explained in the
first narrative, huge competition seemed to make operating in China difficult in the sense that
firms developed their business strategies in a very crowded market and were usually forced to
lower prices according to competitors, meaning lower margins. It is in this context that they
think the EU may be a new market opportunity for new business developments that would

complement domestic growth.

Finally, managers from OPFs also explained their desire to develop internationally well-known
brands as a positive endorsement for their development in the domestic market. They
considered that if the brand could be successful in the EU, it would be better accepted in China.
The reason for this would be that Chinese consumers still perceive foreign brands as "of better
quality” (Co32). If the product or service was accepted by European consumers, this would be

a very positive endorsement for the firm in the domestic market: "the reason is the strategy to
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upgrade the brand, and second is to enter high-profile markets like Europe. If the brand is

successful in here, it's a huge endorsement in China.” (Co39).

All in all, internationalisation strategies of SOEs, SO NCs, private NCs and OPFs from
strategic industries were responding to the positive support received by the government.
However, in the case of private NCs, managers also showed growth motivations, international
expansion being a natural step in the development of the firm. Finally, for private firms in
general (NC and OPFs), the reasons to go abroad seemed to be a combination of reactive
strategies to escape from the negative discriminatory support from the Chinese government at
home, and additional motivations such as knowledge acquisition, firm's development in a

perceived less crowded market and brand awareness development.

6.3.1.2 Companies and managers' assumptions in the first stage in the international

market

a) The adoption of a similar business model and marketing approach as in the domestic

market

Managers from private NCs and OPFs explained that when the firm first entered the EU, they
defined and applied the same marketing approach as in the domestic market. In this sense, the
same competitor orientation was found in the narratives. Managers explained that they first
focused on what Western competitors were doing with the purpose of "beating them" (Co019)
and "positioning ourselves as the best new option” (Co21). In this sense, the same as they did
in China, they also defined very aggressive publicity campaigns with the same purpose of
increasing sales with a special focus on the very short term. Also, they expected that the
European consumer would be price sensitive and therefore their actions should be focused on
the best function-price balance. Finally, rather than thinking of the consumer and adapting the

offer to the host market, managers defined the same product and service portfolio for the
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European market. Examples from the stories were: "When we started in the UK, we just defined
the lower price, as in China. Now we should elevate it step by step” (Co33), "First the firm
wanted to fight against its main competitor, Cisco. The firm defined prices 30 or 40% lower.
A huge advertising campaign was launched. This did not work. A war started. And the firm
learnt. It learnt to find partners” (Co34), "we entered Europe with the same product and price,
with a very clear focus on the main competitors in Europe™ (Co36), or "We entered Europe
because we wanted to sell the same product as in China. We thought we would also be the best

in Europe™ (Co038).

The manager of a mobile phone company (Co39) also described how his company's strategy
was also based on price in the EU, but with some differences. His perception was that Chinese
brands were not considered to be as good as home-based brands, so he decided to establish a
very high price expecting that the European consumer would identify the brand as of high
quality. He soon realised that the European consumer did not understand their positioning and
strategy: "We recently launched a flagship phone last month, June 19th, in Paris, Louvre, and
the price was 999 Euro. And another special edition of Lamborghinis version, priced €1999
and €1699. These two prices are super high. We received lots of doubts and questions like who
are you like a new brand or why do you position yourself like this? Why is your product worth

such a high price? We were shocked at the beginning. For us it was clear".

The decision of going abroad and the market selection seemed to be an opportunistic and short-
term decision, with poor previous market research. In the case of SOEs, SO NCs and private
NCs, the decision was made because of government decisions or because they just found it was
a good moment to do so but without a deliberate strategic plan within the firm. In the case of
OPFs, it seemed that the decision was adopted because managers perceived it was a good
moment, a decision adopted quickly, with no previous planning, in addition to their desire of

operating in a less restrictive environment. It was not considered nor defined as a strategic
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decision, similar to the decision-making process defined for the domestic market and linked to
the particularities of the Chinese environment explained by managers in the first narrative.
Some examples from the managers' experiences were: "We look for similarities and learning
opportunities. What is the market for this? If we do phones, we go to Finland (when Finland
was a reference in the mobile phone industry), or we choose the US because we work on
technology. It was like the good moment for this product™ (Co22), "When we started in the
European Union, we didn't have any deliberate plan... we just wanted to go to Europe because
it is a large market outside China and many renowned companies are from there" (Co32), or
"It is just learning by doing completely, just go abroad, just try with whoever does business in

your sector” (Co38).

Furthermore, it is interesting to note that many of the managers explicitly mentioned that they
expected to have the same results as in China. "we had a leading position in China. So why not
being the best in Europe? Then you realise that this is not the way it works here (in Europe)"
(Co16). A feeling of naivety (or presumptuousness) could be unfolded from the narratives.
Participants seemed to think that if they had been successful in China, they could be successful
anywhere. This perception was especially relevant in SOEs, SO NCs and private NCs, probably
because of the low business risk mindset shown by their managers and developed at home due
to the strong support from the government and the poor international business knowledge, an

attitude already identified in the first narrative.

b) An expected similar environment to that in the domestic market and the development

of personal relationships

Managers from all firms in the sample expected a similar business environment to that in China
and as a consequence they acted similarly when they first entered the market: "we acted as we
know when we entered Europe, as we had to enter another city in China. As if it was another
decision for the domestic market" (Co26).
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Managers from SOEs, SO NCs and private NCs showed that they were used to the support
received. This was evident when they explained the reasons why the firm went abroad, but also
when they emphasised that the development of political relationships with Chinese government
officials, arranged before going abroad, were key in the decision-making process. The
development of these links had clear similarities with the relevance of political relationships in
the domestic market that were part of their daily tasks and activities and facilitated their
business operations in China. In this sense, these types of firms relied on the same resource-
bridging capability when deciding to enter a new market, but both with government officials
from the home and host country. Managers showed that they were comfortable also operating
in the EU, in an environment with a perceived low business risk, as they would be protected

by both home and host governments.

Similarly, several managers from private NCs and OPFs looked for relations with potential
business partners before going abroad based on trust. In this context, alliances and partnerships
seemed to be the most popular ways to enter the European market, with relationships playing
a fundamental role. Managers were looking for the most suitable partner to work with,
following the same behaviour as in China. These business relationships in the host market were
considered useful to find new opportunities within the industry while reducing the possible
uncertainty that could be found in the new business environment. Example from the narratives
are: "We look for the right partner and we cooperate together to learn how to do things in
Europe" (Co21), "Guanxi is important at the beginning, is the only way to start in a different
country. It is a matter of trust to do business with someone you know and also because they
already know how things work" (Co24), "We go where access is easy and where we already
have some business relationships™ (Co30) or "So that's why every time we go to different trade
shows, we will look for the best ones and talk with them and look for some opportunities to

cooperate. It is the only way to know the market" (Co31).
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Managers from private NCs and OPFs also relied on local friends and their recommendations
to have easier access to the market and reduce the uncertainty when doing business in a new
business environment for the first time. Managers relied on Chinese lawyers, Chinese friends
with previous experience in the sector or recommendations from the Chinese diaspora. In
addition, they made efforts to develop a strong business network by finding support in local
contacts, establishing local offices or teams with local employees. This was also considered as
the most trusted option to start a business in the EU, based on the resource-bridging capability
with business partners developed at home: "We have that establishment, we will establish that
company in each country, then we will recruit local talent, and we will understand how to do
that skill transfer, and we will do whatever it needs with the local partner to improve culture,
that is, to work on cross-cultural management” (Co19), "We hire the most experienced persons
in the industry. We only hire them. And of course, trusted workers" (Co21). Through
partnerships and local teams, Chinese managers had access to key information about the
market, the local consumer and distribution channels while they minimised the barriers in terms
of cultural distance, language and the understanding of local practices. Some managers looked
for these links before going abroad, as a premise to develop a new business in the new market,
while others found these links useful to overcome the initial wrong assumptions in the

international market.

Finally, another reason to develop local relationships that was mentioned in the narratives was
that cooperating with a local company would help to overcome the challenge of the negative
perception of Chinese products and services; even today, the European consumer perceives
Chinese products as of low value-added or low quality. Some managers in the sample explained
that in a first stage, their brand was not used, "until at least the market and the consumer know
that if a European company trusts a Chinese one, this means that we are also good"” (Co34). If

personal networks helped managers in the domestic market to develop their business in order
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to overcome the perceived challenges, as explained in the first narrative, networks or personal
relationships also seemed to be relevant in the first stage of the internationalisation of the firm.
Chinese mangers relied on the same factors that seemed to be successful in the domestic

market.
c) Expected friendlier environment in the case of OPFs

Managers from OPFs also expected less regulations and a friendlier business environment in
the EU. This was one of the motivations for these firms to go abroad as a consequence of their
desire to operate far from the negative discriminatory support from the Chinese government
enjoyed at home. However, participants realised right after they entered the EU that they were
working in a very different market with a different structure and institutional elements; the first
feeling was that they should understand, follow, and comply with many perceived requirements
and rules; very different to the perceived non-existent regulations in the domestic market. They
were not suffering from discriminatory government support, but they found a different
institutional environment, with more formal institutions being the norm. European authorities
seemed, according to managers' perceptions, more demanding, perceiving a much stronger
legal enforcement. The feeling was that this was very new for them; elements such as "pay
commissions to all your business partners as in the contract” (Co24), "deal with garbage (in
reference to environmental initiatives)" (Co25) or "security requirements for employees"
(Co38) were new to them. They seemed surprised about the new rules, but they did not perceive
them as constraints; some managers even considered that they would have a positive effect in

their domestic operations, as they understood they could be good for the business.

These misunderstandings (probably based on the lack of experience of operating in a different
environment) showed a poor international business knowledge as well as little access to
information about markets outside China; it might be important to note here that managers
lacked access to international communication sources like TV or the Internet and that
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international business had recently been introduced in universities or business schools. Some
examples from the narratives are: "We don't have a very strict or clear idea in terms of
marketing strategy or how to build a brand here. We just decided to come" (Co21), "I set up
the UK company by myself; | came Europe five years ago. | know nothing about this market,
business in Europe™ (Co34). The manager from Co37 explained: "Business schools in China
are something relatively new and international business is a subject that has been introduced
only recently. We don't have the proper knowledge to go abroad, you know, the English is still
very poor, including a lot of start-ups, let's say, all the start-up | meet, maybe 10%, the top
management can speak very average English. So that's a very big limitation if you want to go
global. So, these start-ups are struggling, even if they have a lot of subsidies. They are

struggling because, you know, the market moves very fast, they have a lot of competition”.

All in all, in the first stage of the internationalisation process, managers deployed the same
business model and marketing approach as in the domestic market as well as the same decision-
making process. In addition, managers from all types of firms expected a similar environment
to that in China and therefore acted similarly. Only some managers, mainly from OPFs
suffering from the negative discriminatory support at home and not linked to strategic

industries, expected a friendlier market to operate.
6.3.3 Second stage
6.3.3.1 Mistakes and challenges identified after the first steps in the EU

As introduced in the preceding section, after the first steps in the EU, managers realised that
mistakes were made and that several challenges should be faced. Some differences were found
depending on the type of firm. Managers from SOEs and SO NCs found some challenges once
they entered the market, but they were not considered as big issues affecting their activity.

Managers reported mainly language issues, cultural differences and some difficulties in finding
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the right team, challenges usually faced by any type of firm or individual when going abroad
to a new market for the first time: "The culture, the language, the habits, everything is different.
We need to get used to it." (Co7), "the mentality is different, we come here to work and work."
(Co10), "of course the language, but that is why we have local persons, although it is not easy
to find the right ones. They also should understand our culture, our goal, be trustable.” (Coll),
or "l realised that working and the entrepreneurial mind-set of working hard and making easy

money, currently the norm in China, is not valid when going abroad" (Col4).

For managers working in private NCs and OPFs, challenges were more evident and affected
their activities and strategy in the EU. They realised about the mistaken assumptions and
actions from the first stage. More specifically, managers considered the development of the
firm harder than expected, mainly due to a more mature market than predicted before going to
the EU. This was evident in two main areas: (i) the European consumer behaviour and
consumption patterns found, and (ii) the perceived different 'rules of the game' as already

introduced above.

On the one hand, consumption patterns were different from the ones expected, very different
to the ones they were used to in China working with the Chinese consumer. The main challenge
was to understand that the focus in Europe should not be only on increasing sales (sales
orientation, as it is in China). The key point was about educating the consumer, understanding
first his needs: "So for the Chinese company to go international, the most important challenge
is still to understand the way of our customer thinking. The culture, history, even philosophy.
That's very important. We should understand more about our customer. It's not only to sell, as
in China." (Co22). Managers understood that the competitor orientation leading to low prices
adopted at the very beginning was not successful in Europe. Similarly, managers also perceived
that Europeans were less affected by mass publicity or sales promotions: "The European

consumer has usually a knowledge of the product, the quality, the market. He knows want he
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wants. In this sense, he is less affected by commercial initiatives.” (Col6), "People are more
mature in terms of what they see and what is appearing in the media or other commercial

channels. So we won't do it this way" (Col7).

Moreover, managers found that the European consumer gave a higher importance to quality
beyond only a suitable function-price balance, which was also important, but not that
determinant as in China. The point, and the challenge, was to develop a good enough product,
with good quality, matching European standards: "later we found our product cannot match
customer requirement, then we found, okay, our competitor is different, they are more leading
in technology, quality... different from us" (Co22), "Chinese people, the customers, are very
easy. They like to try, buy they do not mind buying new things every time. Good is enough. In
Europe they are more conservative, they spend more time choosing, comparing. It is also true
that there are less options" (Co34). Another manager emphasised the quality perception: "It is
cost leadership in China vs technology leadership in Europe. Now we will advertise, or we will
mention more about our technology leadership.” (C039). In this case, the firm showed that it
learnt from the experience and understood the need to adapt to consumers' expectations.
Another manager had the feeling that to match European standards would make the firm better
in terms of product and service development. "Even if we think our product and service meet
their requirements, it is not perfect, something is wrong. We do not match consumers'
expectations. We need to improve and be better. Here quality is more important than in China."

(Co23).

Another challenge was the perceived lower importance given to online marketing activities if
compared to the online efforts made in China. "People have different tastes and different habits,
and also in terms of the virtual marketing, the culture is different. So, first of all, we need to
understand what is more popular in Europe, among, for example, their young consumers. Store

is still more important here and social networks are different.” (C026), "Alibaba is even bigger
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than Amazon, right? If you compare Black Friday in the US in the shops, few people go to
shops in China. Now in China, almost no one goes to, you know, stores.” (Co28), "In China
everyone buys on the Internet. Alibaba, Taobao. In Europe the store is the place to be" (Co35),
"First we should focus on the physical channel, when we first come to UK, different from
China, we thought the online channel marketing was the most effective way to approach our
potential customers here. Today we combine it with the use of social media to market our

channel products, and channel events." (Co40).

In this sense, most of the managers used similar terms to define the actions they should develop
in the EU, if compared to the ones in China. The shared perception was that the actions to
attract European consumers were of "higher order” (Co24), "more demanding" (C029), or "of
higher level” (Co34). Usually, these actions meant higher investments than predicted: "When
we know the rules, how much money | need to keep in my pocket so that | can have the money
to do lots of marketing, the print marketing, the social media marketing. So, | realised that this
would have an impact on firm performance” (Co36). As a consequence, a short-term mentality,
as applied in China and in the first stage in Europe, was not valid anymore. Chinese managers
were forced to think more about the consumer and plan their activities with a medium- to long-

term focus.

On the other hand, managers found different 'rules of the game'. More specifically, most of the
managers working in private firms mentioned they had to face different economic and judicial
systems as well as a stronger enforcement of regulations. "We found much more rules, much
legal requirements than in China when it comes to operating here. Pay different taxes, garbage,
security legal requirements™ (Col7), "we call PPE, personal protection equipment, we gave all
the PPEs to our employees, ask them to put on the mask, helmet, the glasses, the breath is not
very free, they say they don't want to put it on. And we just do not, like, yell to them, you have

to wear it. And the customer said this is your responsibility, company responsibility, to be
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responsible for your employees, to let them wear the glasses, masks. So this is a very big
difference. Here we would even have legal problems.” (C019), "it is the law and we need to
follow it. Because the domestic customer, they only focus on their product itself, they do not
care about your operators. The partner (in Europe) will say, if there is no change, then no orders
will be placed. So that is why we change to train our operators, workers [because] this is good

for you." (Co38).

Finally, cultural aspects affecting their way of doing business in Europe were found, as for
example the importance given to contracts in Europe, different to China, where trust and
relationships are more important: "Business environment in general is very different. When
you understand how it works, it is easy. They really like to follow the contract. They are very
picky or very serious when discussing the contract with us, but once the terms of the contract

are clearly defined, they would just do according to what the contract says" (C029).

All in all, (i) the different consumer behaviour and consumption patterns found in Europe, and
(ii) the different 'rules of the game' clearly affected their activities' definition as well as their
profit and growth expectations. Managers were over optimistic on prospects. After the first
stage, they realised that they got lower margins than predicted as well as lower growth rates.
Managers explained how they needed to adapt to consumers' behaviour as well as to new rules
of the game that had an impact on their costs as well as on their pricing strategy, which could
no longer be the same as in China, based on competitors. This was exemplified by the following
quotes: "It's a different way here, we are still competitive, but you don't need to be very much
cheaper than others. If you are much cheaper, as we wanted to be in China or here, 50% cheaper
than your rival, lots of the partners will not sell you, they think you are, how to say, you are
destroying the system." (Co20) or "we need to make more efforts to sustain office operations,

to pay the salary commissions of merchandisers who are visiting on our behalf. And even to
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deal with the garbage, etc. lots of unexpected costs, so we must set up the price much higher

than usual, as in China and as considered at the beginning” (Co36).

In conclusion, it could be said that these mistakes and perceptions are aligned with the findings
from Child and Marinova (2014), who compared China with developed markets such as the
EU in terms of their political stability and institutional maturity. In this context and following
their arguments, it could be concluded that the main challenges and differences perceived by
the participants were found on: (i) the maturity of the market: the EU was perceived as a
sophisticated market with demanding consumers showing experience, knowledge and interest
about the product or service; that is, with different consumption patterns to the ones developed
in China, as identified by participants, whereas the Chinese market presented an uncertain
environment and a rapid changing demand, (ii) the legal and regulatory frameworks; while in
China participants, as explained in the first narrative, especially by managers from private
firms, found lack of transparency and protection from the government, in the EU they found a
more demanding and much stronger legal enforcement, with different "rules of the game", and
(iii) business knowledge and management style: participants realised they lacked business
experience and knowledge as they faced more sophisticated management practices while they
perceived in their European partners a larger experience working in business. Finally, Chinese
managers should understand the different cultural behaviours, and how to behave in mature
business contexts, especially on the different importance given to personal relationships. In this
sense, it seems to be confirmed in the narratives that Chinese managers needed to rely on local

managers and staff to overcome these disadvantages and adapt to the new local environment.

In any case, managers showed quick learning abilities to adapt to the European context based
on their flexibility and agility developed at home. They found challenges, but managers did not
show a feeling of failure or the willingness to drop from the decision of going abroad. Mistakes

did not prevent them from continuing in the EU.
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6.3.3.2 Success factors

In the medium and long term, different success factors were identified from managers'
narratives depending on the type of firm. Managers from SOEs and SO NCs showed that they
were able to face the few initial challenges thanks to the back-up of the government. In this
sense, it seemed evident that firms became tools for the government's international plans. The
few challenges found, and the poor importance given to them, showed that managers were
benefiting from a low business risk mindset inherited from home. The feeling was that the firm
would be successful no matter what may happen, as the government will always be there: "we
have its support; we are very strong because of that. As something from the government, it will
not let it fall" (Co2). A different language or not finding the right partner at the beginning were
not perceived as relevant problems by managers working in these firms as they knew that with
the back-up of the government, business will develop smoothly: "it is fine, we do not have too
many troubles, nothing relevant” (Co5). They felt safe operating outside due to the support
from the government: "I'll give you money to grow better and do better marketing and get
famous in the international market. But | control the company. Yes, but once the company is
going down, they will help, they will put money and they will help. There was support, yes. For
example, one firm from solar energy, they were going down for five years and then the
government decided to support them, to keep the position™ (Co6). Even if firms were not
economically or financially successful, the government would support them as strategic assets

and tools for its internationalisation plans.

On the other hand, private NCs and OPFs showed the ability to develop innovative ways to use
their home-developed adaptive capability adapted to the European market. A resource-bridging
capability with business partners was useful to face the initial challenges, but this capability
seemed to fade in the medium term. In general, managers explained that in the medium term

they identified the need to adapt and include some changes while trying to keep some of their
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home-developed advantages. Adopting the reactive behaviour that characterised managers in
the sample, they understood, after the initial mistakes and challenges, that the European
consumer was completely different and that a competitor orientation was not valid anymore.
More importantly, they were able to identify several strengths unique to them and very
positively perceived by Western consumers and partners. Consequently, they focused on
building upon them. For example, some managers found that combining their low-cost
strategies, perceived as an advantage in a mature market affected by a global crisis, with efforts
in new innovative breakthroughs and product customisation, was a successful strategy in the
EU. European consumers benefited from lower prices with a good enough quality adapted to
European standards. Some Chinese firms that implemented their home strategy of targeting
unfulfilled needs and markets also realised they were successful. These strategies seemed to be
possible thanks to the adaptive capability developed at home with the ability of targeting the

right segment while identifying unfulfilled needs.

Also, a common pattern found in most technology, telecommunication and consumer
electronics firms was that managers invested huge amounts of money in R&D centres in
Europe, in which managers and their teams could get new knowledge through the collaboration
with Western partners, which could then be developed at home thanks to the domestic
advantages (i.e., with a large workforce, extensive working schedules and short product cycles
and time to market), upgrading the domestic R&D capacity. As explained by several managers,
it was taking around half the time to develop and improve a new technology in China. With
this cost efficiency Chinese firms would stay competitive in the EU, while also spreading its
improved R&D capacity globally. "I think, compared to the companies in the US or the
European companies, our advantage, it's the speed, the faster speed, the better sense of the

users' experience and also the Internet, so that we are more like Internet companies instead of
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software companies, right? We can collect user feedback faster and then develop it faster, and

on the other hand, we have more flexible business models” (Co21).

Chinese firms were then able to launch new, innovative, and cost-efficient products in Europe
and more competitive than their Western competitors: "Another point is that no company can
provide so quickly what we provide, with such good technologies, because we can change and
adapt very quickly, meeting their needs.” (Co34), or "now we compete with quality and service.
So, for example, the high-level, top, Bosch, they have high price, and then there is Da Hua, is
this price very low. We sell the prices much higher that Da Hua, more than any other Chinese
company, but of course, it is much lower than Bosch. It is like finding a position not covered
in this market. Lower prices but providing good local service to the customers. We are able to

do that, and we are successful” (Co34).

In this sense, flexibility, and efficiency, leading to innovative developments, seemed to be
success factors for the medium and long term in the EU. According to managers, these were
positive elements perceived by European partners and one of the reasons they usually decided
to cooperate with Chinese firms, in addition to the access to the large Chinese market:
"Efficiency developed at home that can help partners to reduce costs with processes not
previously known by them. This is our added value as well. Because they are engineers, they
know their products very well. But they might not be as good as us to know the manufacturing
process of the product. At unit price, we are higher; but the total operation cost for them will
be lower, so that is our innovation and development. And | feel that Western companies may
not have the same capability to do innovation and development, so they would pay the bill.
They would like to buy this." (Col16). This is, private NCs and OPFs improved their adaptive

capability based on home-based advantages.

Furthermore, the strong customer base at home seemed to have a positive impact on the survival
of the firm in Europe due to the financial resources that managers could get. The fact that they
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could still support low margins might also be explained by their strong domestic business as
well as by their perseverance and main motivations to be in Europe which could only be
reached with a sustainable presence in the continent. In other words, private firms secured the
long-term presence in the EU by using resources from their strong domestic customer base

despite the poor performance, at least in the first years of activity.

Finally, managers from private NCs showed that their firms secured their long-term presence
in the EU through strong support from the Chinese government as their firms were considered
strategic assets. From their narratives, it could be perceived that Chinese big companies with
extensive experience outside China were companies that had received the support of the
government to become global players. Several managers mentioned in their interviews that the
government goal was to "become more and more involved in the private sector and not only
lead SOEs as it wants to be part of the success and not failures" (Col7). So, with its
involvement it would support firms to continue being successful in the international scene
while "showing the increasing power of China worldwide despite the slowdown of the
domestic market." (Co19). Managers from private NCs recognised that the government was an
active participant in the company's management: "l know that the government wants to take
shares and increase its power in the management roles” (Col18). According to managers in the
sample, this influence and support of the government was evident in the easy access they had
to financial sources through state-owned banks with "pretty good conditions and high
subsidies” (C020). Also, as explained by Co21's manager: "There are many high regulations to
control private firms, especially since President Xi is in power, including the establishment of
party branches within the firms. In return, firms will receive state investments". Other managers
also confirmed the strong power of the government: "I would not say the government would
let the firm down. Because the firm is facing big challenges now, but I would say the

government would help the firm to go through that challenge. They would even talk with Mr.
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Trump if needed” (Col15), "The firm is not a public company. They do not have the stock, but
they have virtual stock to, like, give bonuses to stimulate their employees. If other companies
are doing that virtual stock, the law says no. But why can (the firm) do this? Because Mr. Zhu
Rongji, the former Premier of China, gave them this exclusivity, saying they can do the virtual
stock to incentivise their employees. So, this is one very obvious case, how the government is
supporting them. Other companies doing this virtual stock, no way. But the firm can do this.

This is an obvious case of how government supports them" (Col17).

All in all, thanks to strong government control and support (SOEs, SO NCs and private NCs,
as well as OPFs from industries supported by the government) and the development of an
improved adaptive capability with home-based advantages (private NCs and OPFs), Chinese

firms could secure their long-term presence in the EU.
6.3.4 Summary of findings of the second narrative

The chart below summarises the findings of the first narrative analysed above. Findings are
summed up in the themes identified in the experiences described by the managers working in
the firms in the sample. Similar to the first narrative, firms can be divided into three groups
according to the development of their capabilities: (i) SOEs (including SO NCs), Private firms
aligned with the government (Private NC and OPFs from strategic industries or sectors) and
OPFs. At the end of the chart, a closure and brief discussion is included, which is further

developed in the next chapter.
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Main themes

Main findings

in the story

Drivers to go abroad

Managers from SOEs/SO NCs:
= Follow the guidelines of the government: government-
to-government deals and government strategic/economic
plans.
= Perceive high relevance of Chinese government policies
for internationalisation.
=  Receive high support in the form of financial help and
access to information about the international market.
Managers from private NCs and OPFs from strategic industries:
= Follow policies and other government initiatives and
take advantage of the incentives received, in addition to
their objectives of growth.
= Consider that firms have a large domestic customer base
supporting their international expansion, also perceived
internationalisation as a natural step in the firm's
expansion.
Managers from OPFs:
= Consider the negative discriminatory government
support felt at home as a driver to go abroad.
= Expect to learn from international firms to apply the
learning at home.
= Look for new markets/avoid dependence on a perceived
saturated domestic market with lowering margins.
=  Want to develop brands recognised internationally, as a
positive endorsement for their development in the
domestic market.

Companies' and managers' assumptions in the first stage in the international market

First stage

= Managers from all types of companies:
= Deploy the same business model and marketing approach as in the domestic
market:
= Focus only on increasing sales and price from competitors. Same
competitor orientation (especially in private firms).
= Apply the same decision-making process as in the domestic market:
= Opportunistic decision.
= Short-term planning.
= Managers from all types of firms expect a similar environment to that in China and
therefore act similarly, i.e.:
= Managers from SOES/NCs:
= Are used to the support received from the Chinese government and
the low business risk.
= Rely on relations with Chinese and host governments, arranged
before going abroad.
= Managers from private NCs and OPFs from strategic industries:
= Are used to the support received from the Chinese government and
the low business risk.
= Rely on relations with Chinese and host governments, arranged
before going abroad.
= Look for relations with potential business partners based on trust.
= Rely on local friends/recommendations to have easier access to the
market (Chinese lawyers, Chinese friends with previous
experience in the sector, recommendations from Chinese
diaspora).
= Managers from OPFs:
= Look for relations with potential business partners based on trust.
= Rely on local friends/recommendations to have easier access to the
market (Chinese lawyers, Chinese friends with previous
experience in the sector, recommendations from Chinese
diaspora).
= Managers from OPFs expect less regulations/a friendlier business environment in
Europe.
= Show a poor business knowledge as well as little access to information
about international markets.
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Main themes
in the story

Main findings

Mistakes and challenges identified after the first steps in the EU

Managers from SOEs/ SO NCs:
= Find some challenges, but not considered as big issues.
= Mainly face language issues, cultural differences, and
difficulties in finding the right team.
Managers from private NC and OPFs;
= Realise the mistaken assumptions and actions from the first
stage in the international market.
= Consider the development of the firm in Europe harder than
expected.
= Find a more mature market than expected.
= More mature consumers. Different consumption patterns.
Should be consumer oriented.
= Perceive different 'rules of the game'. i.e., Different social,
economic, judicial systems as well as strong enforcement of
regulations.
= Were over optimistic on prospects:
=  Lower margins than predicted.
= Lower growth rates achieved.
= Show quick learning abilities, based on their flexibility and
adaptive capability developed and acquired at home.
=  The challenges found do not prevent them from
continuing in Europe.

Second stage

Success factors

= Managers from SOE/SO NCs:
= Deal with the challenges with support from the government.
= Firms become tools for the government's international plans.
=  Benefit from a low business risk.
= Feel safe operating outside due to the perceived backup of the
government.
= Managers from Private NCs and OPFs from strategic industries:
= Secure the long-term presence in Europe through strong
support from the Chinese government.
= This is more evident in the case of NCs, as they are
considered strategic assets for the Chinese
government.
= Managers from Private NCs and OPFs:
= Show the ability to develop innovative ways to use their
home-developed adaptive capability adapted to the European
market.
= Improve the adaptive capability based on home-based
advantages.
= Secure the long-term presence in the EU using resources from
their strong domestic customer base despite the poor
performance.
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Closure and discussion of the second narrative

Main themes
in the story

= First stage in the EU:
=  SOEsand SO NCs:
= A resource-bridging capability with Chinese government officials and host governments is crucial in the first steps abroad.
=  Private NCs and OPFs from strategic industries:
= Aresource-bridging capability with Chinese government officials and host governments is crucial in the first steps abroad.
= Aresource-bridging capability with business partners in Europe acts as the starting point when entering new markets.
= OPFs:
= Aresource-bridging capability with business partners in Europe acts as the starting point when entering new markets.
= Second stage in international market:
=  SOEs and SO NCs:
= Aresource-bridging capability with Chinese government officials is crucial in the second stage to provide firms with resources
to outcompete local firms.
= Private NCs and OPFs from strategic industries:
= A resource-bridging capability with Chinese government officials is crucial in the second stage to provide firms with resources
to outcompete local firms, more evident in the case of NCs.
=  The strength of the resource-bridging capability with business partners fades in the second stage as the company becomes
stronger.
= Their learning abilities underpin their adaptive capability to operate in different institutional environments.
=  Their adaptive capability is reinforced based on domestic advantages.

Main findings

=  The strength of the resource-bridging capability with business partners fades in the second stage as the company becomes
stronger.

= Their learning abilities underpin their adaptive capability to operate in different institutional environments.

= Their adaptive capability is reinforced based on domestic advantages.

Chart 3: Summary of the findings of the second narrative
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6.4 Conclusion
The objective of this chapter was to present the results of the data analysis developed around
the main themes identified in the interviews following the structure of the two narratives.
Graphs at the end of the analysis of each narrative presented a summary of the findings. The
following chapter will present the conclusions of the study. The chapter will begin with a
summary of the process of the data analysis; then it will continue with the discussion of the
findings followed by the contributions of the study. Finally, the chapter will conclude with
some practical implication, reflections and limitations, as well as suggestions for future

research.
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CHAPTER 7. Discussion and contributions

7.1 Introduction

The chapter presents a summary of what has been developed in this research project in terms
of data analysis along with the conclusions and contributions of the findings from the previous
chapter. It is structured as follows: the first section shows a summary of the data analysis
process; the second section presents the discussion of the findings; the third section develops
the contributions within the theoretical framework presented in Chapter 3; and finally, the last
section concludes with practical implications, limitations of the study and suggestions for

future research.

7.2 Summary of the data analysis process

This section presents a summary of the methodology applied in the study and the process of
data analysis of forty interviews with Chinese managers about their personal point of view and
experience regarding the influence of the domestic business and institutional environment on
the development of capabilities at home and abroad. In particular, the study helps to understand
and analyse the following ideas based on the objectives of the research as well as on the

research questions:

0] the Chinese domestic institutional environment where Chinese managers
develop their decision-making processes, and the impact of the perceived
relevant institutional elements, formal and informal, on them, especially on

the definition and development of marketing capabilities,
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i. within this, the definition and development of the marketing capabilities
in the domestic market and how managers interpret these marketing

capabilities, and

(i) the definition and development of marketing capabilities in different
business environments, mainly Western markets (the EU in particular), and
the influence of the home institutional environment, as a result of the

internationalisation expansion of the company.

Interviews developed in the study represented sequences of events and personal experiences
and representations over time; in other words, personal accounts or stories from managers
working in the firms in the sample. It is in this context that the strategy defined for the study
was Narrative Inquiry, an uncommon strategy in the field of management and international
business, but relevant as it helps to provide a valuable source of insight in the context of
organisations where narratives are analysed in terms of how different people, in this case
Chinese managers, subjectively make sense of the strategic choices (Rhodes & Brown, 2005).
The forty firms in the sample, which were divided into State-Owned firms (SOEs), National
Champions (state-owned or SO NCs, and private or Private NCs) and Other Private Firms
(OPFs), represented different industries and had enough and substantial experience and
percentage of sales in the EU. In this sense, this study gains relevance in the current business
scenario in which the EU is the main trade partner of China (European Commission, 2019).
The work builds upon the literature in the field and considered narrative interviews for data
collection. Narrative interviews were divided into two different stories, representing two
different narratives for analysis: i) the understanding and interpretation of Chinese managers

working in the firms in the sample of the influence of relevant Chinese institutional elements

165



(formal and informal) on the development of their firms' marketing capabilities, and (ii) the
understanding and interpretation of Chinese managers of the influence of Chinese institutional
elements (formal and informal) on the development of the firm's marketing capabilities outside

China, in different institutional environments, mainly in the EU.

The goal of the analysis was to find similarities, differences and patterns across interviewees
in order to develop theory while focusing on the content rather than on the form of the text;
that is, on the "told" of the story (Riessman, 2008). In this context, a thematic analysis following
the method of Saunders et al. (2003) and the analysis of Polkinghorne (1995) of narratives in
the context of biographical narrative research was considered as a method of analysis (Kim,
2015). A coding process was followed and categories and themes for each of the narratives
identified. Findings were analysed and reported by themes as developed in the previous
chapter; graphs included at the end of the analysis section of each of the narratives showed the

main findings by themes.

7.3 Discussion

In this section, the researcher discusses the findings presented in the previous chapter.
Following the structure of the interviews and the findings, the discussion is divided into two.
The first discussion considers the findings of the first narrative and therefore attempts to answer
the first sub-research question of the study. The second discussion considers the findings of the

second narrative and addresses the second sub-research question.
7.3.1 Discussion of the first narrative
RQa: How does Chinese domestic institutional elements (formal and informal) influence the

definition and development of marketing capabilities in the domestic market?
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As analysed in the first narrative, the Chinese environment presents unique characteristics that
shape the capabilities developed by Chinese firms in the domestic market. Two areas are
identified in this context: (i) a huge market rapidly developing, and (ii) the role of market
institutions. Within the latter, there are three main institutional elements: (a) a discriminatory
government support, (b) the intensive use of personal networks and (c), a unique strategic
mindset embedded in the Chinese culture and philosophy; while the first two emerged as
themes in the narratives, the third one appears after the analysis and interpretation of managers'

experiences.

Thirty years ago, and especially between Deng Xiaoping's open-door policy at the end of 1978
and the WTO accession in 2001, the Chinese domestic market started to: (i) get competition
from both domestic and international players, (ii) grow very rapidly along with the country's
economy (especially in the East Coast), and (iii) nurture companies that grew opportunistically
(mainly SOEs) which after a few years became dominant players in their sectors. The
combination of these three main points meant that: (i) companies that were allowed to produce
and access the market (mainly SOEs and NCs as not all companies in China at that time were
allowed to sell in the domestic market) grew tremendously fast, selling everything they
produced, supplying a hungry Chinese market with new goods and services, and (ii) that
consumers were buying in a kind of trial and error exercise as moving from a centrally planned
economy to one based on a free market, meaning that they didn't have the motivations,
perceptions, learnings, and memories (Kotler & Keller, 2011) to inform their purchase
decisions. That is, there was no legacy, meaning that consumers and firms were starting from
zero in the adoption of new products and services and were acquiring a new purchasing
behaviour. After this first period, and especially during the market enhancing reforms phase,

from 2002 until the present (Hofman, 2018), domestic companies continued their growth based
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on an almost endless internal market full of consumers hungry for new products with an
increasing but (still) relatively low purchasing power. This performance that started mainly in
the Eastern part of China continued in the West of the country, mainly with the development
of the West of China, a result of the 2000 Go West Policy, a campaign launched by the
government to develop the western territories, moving from the prosperous eastern coastal
regions, focus of the first twenty years of reforms, to the less developed ones in the West of

China, although very rich in terms of natural resources (Singh, 2002).

This background underpinned the marketing activities of Chinese firms developed in China. It
is in this context that Chinese managers participating in the research showed a reactive
behaviour towards demand, rather than active and forward-looking strategies aimed at
educating consumers as is the case in markets with legacies and more developed institutions.
Managers referred to their teams as multifunctional and polyvalent sales teams, and participants
described their marketing activities mainly as tactical rather than strategic, pointing out a list
of many and different activities aimed mainly to reach new clients and get market share. These
activities were defined and developed with a short-term focus and usually reacting to

competitors' actions (especially to their pricing strategies).

This growth was fuelled mostly by consumers without prior knowledge or perceptions of
products and services, therefore less demanding and basing their consumption decisions on the
strength of the endorsement (usually by a well-known local celebrity) or on the price-function
relation. As a consequence, Chinese managers considered sales promotions as the most relevant
action and aggressive mass publicity campaigns (including deep engagement with social
media) as the main communication means. In addition, these Chinese consumers were found

to be highly sensitive to price, therefore managers defined their pricing strategies reacting from
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what competitors were doing. As there were several options in the market, firms sought to

differentiate by lowering prices creating thus a race to the bottom in many markets.

At the same time and mainly as a result of the reforms and policies defined by the government,
China had been experiencing constant and rapid changes in social, economic, and political
institutions, making market institutions relevant elements influencing the development of
capabilities in Chinese firms. China's government (at central, provincial, city or prefecture
level) played a fundamental role in Chinese firms' strategic options; managers' decision-making
processes, and therefore the firm's capabilities, were influenced by an institutional environment
with a strong government presence felt not only in SOEs and NCs, but also felt by managers
from OPFs. However, within this, SOEs, NCs as well as OPF from strategic industries and
sectors, on the one hand, and the rest of OPFs on the other, were subject to different
environmental effects in China and therefore to a different government influence (Lin, 2010).
This situation resulted in a positive discriminatory government support perceived by managers
working in SOEs, NCs and strategic OPFs, and a negative one perceived by the rest of the

managers from OPFs.

In this context, political as well as business relations were identified as relevant in the
successful development of Chinese firms (Buckley, 2018; Nee & Opper, 2012; Yietal., 2017).
Similar to what was found in previous studies, political relationships helped companies and
managers in the sample to gain political legitimacy and avoid uncertainty while they provided
shortcuts to government-related resources such as bank loans, tax payments, government
support plans (Buckley, 2018; Park & Luo, 2001) and industry trends (Chen & Wu, 2011). Due
to this, managers showed that the development of personal ties with government officials

became common practice not only in SOEs and NCs but also among private firms to avoid
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being at a disadvantage. In addition, business relationships were a key valued asset for
managers working in OPFs in the sense that they helped to face the negative discrimination
from the government by facilitating the navigation through the administrative processes and
while avoiding red tape. They also helped to find new opportunities in the market while

reducing uncertainty and protecting them from unfair competitors.

At this point, it is worth asking: how were Chinese firms able to grow and be successful in their
domestic market? The answer seems to be in the development of capabilities that are relevant
to, and are shaped by, the domestic business and institutional environment. Chinese firms
developed a very strong and profitable domestic base that enabled them to develop their areas
of strength as they were growing and to build their brands basing their current (and probably
future) competitiveness on capabilities, namely: (i) adaptive capability, and (ii) resource-
bridging capability. There were four main elements influencing the development of these
capabilities present in the domestic market, an influence that was different depending on the
type of firm: (1) a huge market rapidly developing, (2) a discriminatory government support,
(3) the intensive use of personal networks and (4) a unique strategic mindset embedded in the

Chinese culture and philosophy.
7.3.1.1 The development of the adaptive capability

Managers from private firms (OPFs in the sample) were shown to be successful at developing
new products, services, and business models. These firms had developed innovative abilities
following reactive innovation strategies as a response to: (i) the huge market rapidly
developing, and the continuous and ambiguous changes faced: firms adapted quickly to the
ever-changing business environment and demand, while developing the necessary flexibility

to react to external signals and competitors, and (ii) the weak institutional environment: private
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firms faced very high competition with weak legal protection and enforcement of competition
policies. In this context, Chinese firms (OPFs) were exposed to imitation and copying from
competitors, and innovation only appeared in the narratives as the way to survive and protect
the development of new ideas from the perceived weak enforcement of market regulations. In
addition, the negative discriminatory support from the government was evident in the
narratives. Managers felt they did not have the same opportunities as SOEs or NCs and that
they made more efforts to develop their business in a domestic market dominated by firms
aligned with the government. As a result, firms developed the adaptive capability, the firm's
ability to respond and adapt to market changes and maintain its competitive advantage over

time (Chen & Wu, 2011).

Furthermore, the development of this capability could be explained by the unique Chinese
strategic mindset identified from managers' experiences. On the one hand, the development of
short-term strategies was supported by dialectical thinking, in which change is expected and is
constant (Nee & Opper, 2012). Chinese managers explained that due to the continuous changes
in the market they developed their strategies with a short-term focus while at the same time
they were more flexible. On the other hand, managers adopted a competitor orientation (rather
than the consumer orientation usually found in Western firms) that allowed them to face
competition with the idea that the competitor was the one to beat, (i.e., the consumer is not
usually the main priority). Therefore, they defined actions based on competition rather than on
consumers, being reactive rather than active. This competitor orientation along with stratagem
may also explain the extended and socially accepted imitation in China in which the
achievement of a strategic objective through the unorthodox is embedded in the culture and
philosophy. Finally, amongst managers working in private firms, agility was at the core of their

mindset. This element explained why private firms were in a good competitive position (even
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beating larger companies) supported by the development of the adaptive capability that Chinese
firms adopted in order to quickly adapt to the continuous and unpredictable changes in the

market.

Managers from SOEs and SO NCs clearly benefited from domestic scale and size advantages,
with the guidelines and directions of the government leading the execution of their plans and
activities. In this sense, managers showed that they tended to be less flexible or adaptive [than
what was found in managers in private firms, private NCs and OPFs] due to the business and
institutional elements they were operating in. That is, a stable, safe and controlled environment
with few players and with strong support from the government. In this context, their
development was based on and supported mainly by an environment with little business risk,
a consequence of: (i) very high growth rates of the market, and (ii) positive discriminatory
government support, with access to preferential resources from the government (funding,
research, legal protection, etc). Managers followed the plans of the government for product and
service development and received financial support, legal protection and other preferential
access to resources needed to develop their business in China, a positive discriminatory support

that has resulted in a low business risk mindset.

Government policies during the 40 years of reforms are behind these findings. The three main
phases of reforms — moving from a planned to a market-oriented economy, including the
opening up of the economy during the 2000s, the development of the private sector (Hofman,
2018) or the decision to develop the West of the country through the Go West campaign — were
driven by strong policies and incentives to firms. The main goal of the Go West policy was to

promote "marketisation in the western region, attracting foreign investments and mobilising

172



investments from the prosperous eastern provinces through preferential policies, including

incentives in taxation and bank credits” (Singh, 2002, p. 122).

During the 2000s, the Chinese government decided to continue developing and implementing
strong policies to support domestic growth, especially promoting strategic industries, moving
from market-oriented policies towards a stronger government intervention (Ling & Naughton,
2016). In fact, in recent years, policies and government interventions have remained in this
direction with the new measures adopted at the 14th Party Congress on productivity and
innovation, the 13th Five Year Plan and finally the most recent Made in China 2025 Strategy
defined in 2015 by President Xi Jinping. During the 18th Party Congress in 2014, market-
oriented initiatives were still considered key for the country's development, however, the
government also stated that an economic system with state-owned ownership predominance
should have a key role in the future development of the country. This government led-market
(Wei et al., 2020) benefited SOEs, NCs and any firm from strategic sectors or industries
creating new demand and influencing the strategic behaviour of firms through favourable

initiatives and positive support.

As a result, managers working in these firms, especially SOEs and SO NCs, showed a lower
market orientation, as they were not motivated by economic reasons but by the political goals
of the Chinese government. Within this and considering their strategic mindset, neither
competitor orientation nor agility were identified as elements defining their business strategies.
The two identified guiding principles of their decision-making process were: (i) short-term
planning within dialectical thinking (they followed the government plans that usually had to be
adopted very quickly) and (ii) "Tao™ (which is associated with "greatness™, a value identified

in some narratives when managers talked about the growth and success of their firms and the
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power of the Chinese government, a presumptuous attitude identified in several narratives).

Consequently, an adaptive capability was not identified in SOEs and SO NCs.

Finally, managers in private NCs and OPFs in strategic industries and sectors showed a
combination of the capabilities, skills and knowledge shown above. On the one hand, these
firms had grown and developed their business in an environment similar to that faced by OPFs,
facing the same challenges, and therefore developing the adaptive capability strengthened by
the support received by the government because of their potential strong position within their
industries in recent years. In particular, China's government was putting a lot of resources into
the development of innovation and technology, as conceptualised by the publication of the
Medium-Term Strategy for Science and Technology and the development of the 16
Megaprojects in innovation and technology (Hofman, 2018) as well as with the new measures
and policies mentioned above on productivity and innovation, especially the recent Made in
China 2025 Strategy. Firms in these sectors became strategic companies for the government
and therefore they received a similar preferential support as SOEs and SO NCs. Private NCs
and OPFs aligned with the government, usually market-oriented and non-resource seeking
firms, were characterised by an adaptive capability supercharged by strong support from the
government (mainly in terms of financial resources) and favourable policies that facilitated
their operations in the domestic market. This made for very strong firms, usually leaders within

their industries.
7.3.1.2 The development of the resource-bridging capability

The intensive use of personal networks also shaped the definition of managers' activities

and the capabilities in the domestic market. Both the development of personal networks
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with government officials and with business partners appeared in the narratives as very

important for managers.

The Chinese government emerged as the main actor dictating actions, rules, and
policies, and for this reason, the development of personal relationships with
government officials was proved to be key to operating in China. On the one hand, the
development of these ties was perceived as very positive both for managers working in
SOEs, NCs and OPFs from strategic industries in the sample, due to the strong support
received during the development of their activities, mainly since the 90s and during the
2000s, the third phase of the reforms and onwards. Personal relations with government
officials were part of their daily activities and firm strategy and were the basis for
successful business development through the policies defined by the government. On
the other hand, for managers in OPFs not operating in strategic industries, this influence
was perceived as a barrier to growth. They included the development of personal
relationships with government officials as part of their daily tasks and strategy, even

when they did not want it, to try to minimise the impact of the negative discrimination.

In any case, the development of personal ties with government officials based on
personal relations (linked to the positional power of the politician), was a common
practice among managers from every type of firm, representing a valued asset for
mutual trust leading to successful business relations. However, political relationships
were more relevant and more valued in a positive way by managers looking to secure
an advantage to access resources controlled by the government or when doing business
in strategic industries directly controlled by it. In addition, personal relationships with

government officials also benefited private NCs in the sense they had taken advantage
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of positive discriminatory support by the government, which helped them to become
leaders within their industry. Finally, the strong reliance on these ties explained the
perceived safe environment and therefore the low business risk mindset developed by

managers.

Personal networks with business partners were also important mainly for managers
working in private firms, both NCs and OPFs, as a mechanism to facilitate their
operations in a context characterised by a negative discriminatory government support
and a weak regulatory framework, felt by private NCs in their first stages of
development, evident in every OPF regardless of its stage. OPFs still face challenges in
an environment dominated by the government and SOEs and NCs, where preferential
access was given to these firms as explained above. Through the development of
business personal relations, managers from private firms found ways to detect new
opportunities within the industry while they reduced the uncertainty caused by the
continuous changes in the environment and the huge competition, which as a
consequence supported continuous growth. In addition, personal networks with
business partners were a mechanism that facilitated the development of business
operations providing trust, a relevant and needed asset in China to find partners and
develop long-term relationships while at the same time helped to protect the business
idea against dishonest competitors. In fact, a lack of trust is a characteristic of the
stratagem culture. At the core of the stratagem is the achievement of a strategic
objective through the unorthodox (Liu, 2015); taking the competitor by surprise is a
way of understanding the unorthodox and a tactic usually developed by Chinese firms.
In this sense, it might be possible to say that social networks and relationships,

developed and used with the aim of developing trust and protecting business ideas from
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misleading competition, were a reactive behaviour or appeared because of the stratagem

culture, and were therefore embedded in the Chinese culture and philosophy.

It is in this context that firms in the sample developed a resource-bridging capability, with both
government officials and business partners: a firm's ability to access or obtain access to relevant
and critical resources to secure sustainable competitive advantage (Chen & Wu, 2011). This
resource-bridging capability with government officials was key to successfully operating in
China for SOEs, NCs (SO and private) and OPFs from strategic industries, while it helped
OPFs to avoid being at a disadvantage. In addition, the resource-bridging capability with
business partners supported the growth of private NCs, especially in their first stages, and
helped OPFs to face the negative discriminatory support from the government while dealing
with the changing and ambiguous business environment and the perceived weak legal

protection.
7.3.1.3 Concluding remarks and propositions

The Resource-Based View of the firm (RBV) (Barney, 1991) states that in order to achieve
sustained competitive advantage a firm should accumulate unique tangible and intangible
resources or capabilities that are heterogenous and immobile as well as valuable, rare, and
costly to imitate. In addition, and probably more importantly, the firm should be organised to
capture the resulting value (Barney, 1991; Ju et al., 2013; Wernerfelt, 1984) of the resources
or capabilities. On the other hand, marketing literature shows that a company that has adopted
the marketing concept? will place their customers at the top of the organisation's list of priorities

and will focus on capturing and satisfying them in order to create a sustainable and profitable

2 Marketing is defined as "Marketing is the activity, set of institutions, and processes for creating, communicating,
delivering, and exchanging offerings that have value for customers, clients, partners, and society at large."”
(Gundlach & Wilkie, 2009, p. 260)
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relationship (Darroch et al., 2004; Day, 1994). A firm implementing this marketing concept is
said to be market-oriented or to have adopted market orientation as an asset or capability. In
this context, marketing capabilities are defined as complex bundles of skills and accumulated
knowledge, exercised through organisational processes, that enable firms to coordinate

activities and make use of their market-based knowledge and assets (Day, 1994).

As seen in this narrative, Chinese firms were reactive rather than active and proactive when
responding to customers' demands; in the case of SOEs and SO NCs because the demand was
given while in the case of private firms, especially OPFs, they were focused on dealing with a
run to the bottom price war with competitors. This suggests that they did not adopt the
marketing concept, at least in the way defined by received theories based on Western
companies, and therefore that they were not basing their competitive advantages on the
marketing capabilities seen in incumbent international companies, which, as defined by
Morgan et al. (2009a), can be grouped into two distinct sets: (i) specialised marketing
capabilities: functionally focused capabilities built around the integration of the specialised
knowledge held by the firm's marketing employees and the communication of benefits to
current and potential customers (Day, 1994; Slater & Narver, 1993; Tripsas, 1997), and (ii)
architectural marketing capabilities: capabilities that give strategic focus to the specialised

marketing capabilities and drive the deployment of resources to achieve strategic goals.

In this context, the following propositions can be developed in order to address the first sub-

research question:

e Proposition 1: Chinese firms in the sample develop, by chance or by design in a reactive
way, capabilities that are relevant and specific to them and are shaped by the huge

domestic market rapidly developing, a discriminatory government support, the
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intensive use of personal networks and a unique strategic mindset embedded in the
Chinese culture and philosophy, mainly focused on the short term and on competitors'

actions.

Proposition 2: The competitor vs. the consumer orientation, which may be the major
difference between Chinese firms and firms from developed countries, might represent
the biggest challenge for managers and companies going to Western countries to

expand their activities, to the EU in particular.

Proposition 3: An adaptive capability and a resource-bridging capability with both
government officials and business partners are the relevant marketing capabilities at the

core of the firms in the sample.

Proposition 4: Private firms (including private NCs and OPFs) develop their
competitive advantage around both an adaptive and a resource-bridging capability and

base their resource-bridging capability on both their political and business connections.

Proposition 5: SOEs and SO NCs develop their competitive advantage around the

resource-bridging capability only, and within their political connections.

Finally, these findings suggest that SOEs and SO NCs may lack other marketing capabilities,

such as the adaptive capabilities, as they base their competitive advantage mainly on the

support received by the government. This is in line with some previous studies showing that

an overreliance on government support may weaken the company's competitiveness in the long

term (Cardoza, Fornes, Farber, Duarte, & Gutierrez, 2016; Porter, 2008).
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7.3.2 Discussion of the second narrative

RQb: To what extent are the marketing capabilities developed in the domestic market
applicable and transferred to international markets with different institutional environments

(mainly the EU)?

In other words, how have Chinese firms been competing and deploying their strategic options
in markets with different institutional frameworks and therefore developing their capabilities?
Narratives confirmed that the home environment played a fundamental role in the
internationalisation strategies of Chinese firms in Europe (Lattemann et al., 2017). On the one
hand, formal institutions, especially policies defined by the Chinese government, played a
direct influence in the internationalisation decisions and processes of Chinese companies.
Policies such as the "Go Global" strategy, or more recently "Belt and Road" or "Made in China
2025", were examples of the efforts of the Chinese government to enhance the
internationalisation of Chinese companies (Lattemann et al., 2017). Not only were SOEs and
SO NCs actively responding to this support, but also non-state firms (NCs and OPFs in specific
strategic industries) are especially active as they were benefiting from special conditions to go
abroad (Du & Zhang, 2018). This supports the argument that Government Specific Advantages
(GSA) (Ramamurti & Hillemann, 2018) are one of the most important factors enhancing

international competitiveness of Chinese firms.

On the other hand, informal institutions also played an important role in the international
development of Chinese firms. Similar to what happened in the domestic market and given the
strong support received from the Chinese government, the development of personal
relationships with home government officials seemed crucial as well as the relationships

between Chinese and host government officials, as they facilitated the first steps of the firm in
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the host market. Also, business relationships with local partners or local teams in the host
market were determinant for Private NCs and OPFs in the choice of the market and when
entering the EU as they facilitated the process in the first stage by reducing uncertainty and the

access to relevant resources (Lin et al., 2016; Oliveira et al., 2017).

Furthermore, narratives showed how the home environment and institutions had a great
influence on the development of the capabilities of Chinese firms in the EU. The development
and application of the capabilities differed depending on the stage in the internationalisation
process as well as on the type of firm. On the one hand, during the first stage, Chinese firms
relied on the resource-bridging capability developed at home. More specifically, a resource-
bridging capability with home and host government officials was key for SOEs, NCs (SO and
private) while a resource-bridging capability with business partners in the host country acted
as a starting point for private NCs and OPFs. On the other hand, during the second stage, a
resource-bridging capability with Chinese government officials was crucial for SOEs, NCs and
OPFs in strategic sectors. Finally, the adaptive capability developed at home as a consequence
of the huge market rapidly developing, the continuous and ambiguous changes faced as well
as the weak institutional environment, reinforced by domestic advantages and profits they were
making in China, became key for NCs (SO and private) and OPFs to create sustainable

competitive advantage in Europe in a second stage of their internationalisation process.
7.3.2.1 First stage in the EU

During the first stage of the internationalisation process in the EU, Chinese firms in the sample
deployed the same business model and marketing approach as in the domestic market, with a
focus only on increasing sales and defining actions and prices based on Western competitors.

They applied a similar decision-making process as in the domestic market while showing a
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similar behaviour taking decisions for the short-term and only because the opportunity

appeared, i.e., an opportunistic decision-making process.

In this sense, SOEs and SO NCs were responding to government-to-government deals and
government strategic and economic plans, these government strategies and initiatives being
their main motivation for going abroad. A list of detailed actions, initiatives, and incentives
from the Chinese government to promote internationalisation, and from which firms in the
sample could have benefited, can be found in Table 2. This strong support of the government
explained the same low business risk mindset developed in the domestic market and showed
during the first steps in the EU. Managers were used to the government backup and even if
challenges appeared they were not considered big problems affecting their operations.
Different from managers from other types of firms, mainly private, managers did not seem to
worry about business results or the future of the firm as they felt the firm would always be
successful, even when positive results were not clear in the first stage. This was evident in the
presumptuous attitude transmitted by several managers in the narratives. In this sense, the
cultural aspects of dialectic thinking (firms followed the government plans, which usually
changed often and were adopted very quickly) and "Tao" (which was associated with
"greatness"), identified in the first narrative, also explained the business model adopted in the
EU. In this context, SOEs and SO NCs, similar to what they were doing at home, relied on
political relations with home and host-government officials arranged before going abroad to
look for the right opportunity for doing business and entering the market. The resource-
bridging capability with Chinese government officials and host governments was crucial in the

first steps abroad.
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In the case of private NCs, they were also following policies and other government initiatives
while taking advantage of the incentives received. Similar to SOEs and SO NCs, managers
showed the same low business risk mindset as in the domestic market, developed as a
consequence of the strong support received as well as to their leading position in the market.
The resource-bridging capability with Chinese government officials and host governments was
also crucial in their first steps in the EU. This was also evident in the narratives from OPFs

from strategic industries.

However, even if in most of the cases the decision to go abroad was because of the government
decision, managers also considered the opportunity within their objectives of growth and as a
natural step in their development, taking a more active role in the internationalisation process
and decisions. In this sense, they showed a similar behaviour as the rest of the OPFs. The
implementation of the same business model and marketing approach was evident in the
adoption of the competitor orientation developed in China. Actions and objectives were
developed for the short term with a focus on increasing sales while beating the competitor

rather than focusing on the new consumers' needs.

Also, as in the domestic operations, they looked for relations with potential business partners.
Some managers in the sample contemplated this option before going abroad while others
decided to look for new partners once they realised about the unpredicted challenges in the new
environment; a context characterised by political stability and mature institutions that
contrasted with the less developed and more immature institutions found in China, especially
in terms of: (i) the maturity of the market, (ii) the enforcement of legal and regulatory
frameworks; and (iii) experienced business knowledge and management style (Child &

Marinova, 2014).
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Narratives made evident that managers, especially managers from OPFs with any kind of
support from the government, faced challenges and made mistakes during their first steps in
the EU because of: (i) poor business knowledge and experience in international markets, (ii)
little access to information from the outside when they first decided to go to the EU and (iii)

wrong expectations about a more friendly and easier environment in which to operate.

In this sense, managers looked for relations based on trust while they relied on local friends
and recommendations to have easier access to the market. For example, they previously
contacted recommended Chinese lawyers, Chinese friends with previous experience in the
sector or considered recommendations from the Chinese diaspora in the host country. The
resource-bridging capability with business partners in the EU acted as the starting point when
entering new markets. That is, Chinese firms showed familiar behaviours and looked for similar
environments during the first stage in the EU, acting as if they were at home, before acquiring
learning to move to unfamiliar territories; guanxi, not just in China but abroad, was considered

crucial for market selection and first entry into new markets.
7.3.2.2 Second stage in the international market

During the second stage in the EU, SOEs and SO NCs realised they faced several challenges,
but they were not considered as disadvantages. This shows again the low business risk
environment in which managers felt they were operating and the feeling of safety that
characterised their experiences. Therefore, to maintain the strong position, it was evident in the
narratives that managers still relied on the resource-bridging capability, especially with home
government officials, to get relevant resources, mainly financial support, to support their

competitiveness against local firms. The same capability was identified in private NCs and
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OPFs from strategic industries as these firms were considered strategic assets for the Chinese

government.

However, in the case of private NCs and OPFs (from strategic and non-strategic industries),
the strength of the resource-bridging capability with business partners that proved to be relevant
in the first stage in internationals markets seemed to fade in the second stage. Firms had become
strong and even if they continued to rely on local partners or local teams, these relations did
not appear as a competitive advantage in the medium and long term. Instead, managers showed
strong learning abilities that underpinned their adaptive capability developed at home to
operate in different institutional environments. In particular, managers faced and adapted very
quickly to the challenges found in terms of: (i) the maturity of the market: the EU was perceived
as a sophisticated market with demanding consumers showing experience, knowledge and
interest about the product/service; that is, with different consumption patterns to the ones
developed in China; (ii) the legal and regulatory frameworks; while in China participants, as
explained in the first narrative especially by managers from OPFs from non-strategic industries,
found lack of transparency and protection from the government, in the EU they found a more
demanding and much stronger legal enforcement, with different "rules of the game"; and (iii)
business knowledge and management style: participants realised they lacked business
experience and knowledge as they faced more sophisticated management practices while they

perceived a more extensive experience working in business in their European partners.

Eventually, Chinese managers understood the different cultural behaviours, especially how to
behave in these mature business contexts, while understanding the different importance given
to personal relationships. It seemed to be confirmed in the narratives that Chinese managers

needed to rely on local managers and staff to overcome these disadvantages and adapt to the
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new local environment. More importantly, managers showed the ability to adapt their cultural
values and switched from a competitor orientation to a consumer one, shaped, in any case, by
Chinese unique cultural elements. In this sense, the flexibility and agility (Nee & Opper, 2012),
another relevant cultural value inherited from home, helped Chinese managers to overcome the

challenges and solved the mistakes made in the first stage.

Furthermore, in the medium and long term, this adaptive capability was reinforced in the EU
based on the advantages developed in the domestic market; mainly the increasingly well
prepared and large labour force working long hours, shorter times to market, shorter product
cycles and an increase in cost efficiency. These factors, together with a large customer and
profit base at home able to support the lower results in the host market, were key for a
sustainable presence in the EU. Chinese firms were able to offer their local partners strong
advantages to compete with their Western counterparts, while successfully targeting European
consumers' unfulfilled needs. After the 2008 crisis, price and value-for-money consumers made
up a significant and rising segment in developed markets representing a major opportunity for
Chinese firms. Also, the increasing volatility in the global environment is demanding ever

greater flexibility, agility and risk tolerance from managers and companies.
7.3.2.3 Concluding remarks and propositions

All in all, the domestic environment that shaped the capabilities developed by firms in the
domestic market had a great impact on the capabilities developed and applied by Chinese firms
in the EU. Managers showed that they learnt how to adapt the capabilities developed at home,
shaped by: (i) a huge market rapidly developing, and (ii) distinctive market institutions, to the
new environment to create sustainable competitive advantage also in different institutional

environments.
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The impact of the home and host institutional environment and the influence on the
development of the capabilities of Chinese firms have been studied by several authors based
mainly on mainstream theories. For example, Child and Marinova (2014) suggested that
Chinese firms investing in countries with low political risk and mature institutions, as for
example the EU, find the highest challenges when operating in these environments, turning
Chinese institutional and firm-level characteristics into firm disadvantages. Other authors
argued that to upgrade and gain differentiation and brand advantage abroad, Chinese firms had
to develop a new set of capabilities to operate in diverse institutional environments and as a
consequence to strengthen their performance abroad (Cardoza & Fornes, 2013; Child &

Rodrigues, 2005; Fornes et al., 2016).

Narratives showed that Chinese firms faced initial challenges and apparently made some wrong
decisions during the first steps of their internationalisation process. Managers acted as if they
were in China, influenced by several unique cultural factors and demonstrated a 'learning by
doing' behaviour. For example, one of the most relevant decisions, based on what they were
used to doing at home, was the application of the competitor orientation which represented the
main challenge during the first steps in the EU. However, far from coming back home and
considering the European adventure a failure, managers in the narratives showed how
challenges did not prevent them from growing and even developed a successful competitive
advantage in Europe. That is, narratives confirmed that firms quickly learnt from the experience
and the environment, and switched from a competitor to a customer focus strategy based on
their home-developed capabilities, which were not a disadvantage in the Western market, as
suggested by Child and Marinova (2014) nor new capabilities as proposed by other authors
(Cardoza & Fornes, 2013; Child & Rodrigues, 2005; Fornes et al., 2016). Instead, these

capabilities developed at home and embedded in the Chinese unique institutional environment
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became the source of competitive advantage of Chinese firms in the host institutional

environment.

Mathews (2006), in his analysis of Dragon Multinationals, already anticipated the idea that
traditional theories do not necessarily apply as Chinese companies have distinctive
characteristics compared to incumbent firms. In fact, Chinese firms have developed new and
different capabilities to the ones defined in Western environments as concluded from the
narratives. The resource-bridging capability developed at home helped them to successfully
select the market and partners, as well as enter the EU and outperform incumbent firms in the
medium and long term (the latter mainly in the case of SOEs and NCs). In the case of private
NCs and OPFs, managers integrated the knowledge acquired in the host market and, with
flexibility and agility, they were able to improve the adaptive capability with Country Specific
Advantages (CSA) (Oliveira et al., 2017), confirming that Chinese firms not only possess
dynamism and speed to absorb knowledge and practices (Lattemann et al., 2017) but that they
are able to build on their home developed capabilities thanks to visionary leadership, most of

the time reinforced with government support, agility and rapid learning abilities.

In this context, the following propositions can be developed in order to address the second sub-

research question:

e Proposition 1: In the first stage in the EU, SOEs and SO NCs base their competitive
advantage on the resource-bridging capability developed at home with Chinese
government officials and host governments.

e Proposition 2: In the first stage in the EU, private NCs and OPFs from strategic
industries base their competitive advantage on the resource-bridging capability
developed at home with Chinese government officials and host governments. A
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resource-bridging capability with business partners in Europe acts as the starting point
when entering new markets.

Proposition 3: In the first stage in the EU, OPFs base their competitive advantage on
the resource-bridging capability developed at home with business partners in Europe,
which acts as the starting point when entering new markets.

Proposition 4: In the second stage in the EU, the resource-bridging capability with
Chinese government officials is crucial to provide SOEs and SO NCs with resources to
outcompete local firms.

Proposition 5: In the second stage in the EU, the resource-bridging capability with
Chinese government officials is crucial to provide private NCs and OPFs from strategic
industries with resources to outcompete local firms, more evident in the case of NCs.
In addition, the strength of the resource-bridging capability with business partners fades
in the second stage as the company becomes stronger. Their learning abilities underpin
their adaptive capability to operate in different institutional environments, which is
reinforced based on domestic advantages.

Proposition 6: In the second stage in the EU, the strength of the resource-bridging
capability with business partners in OPFs fades as the company becomes stronger. Their
learning abilities underpin their adaptive capability to operate in different institutional

environments which is reinforced based on domestic advantages.

Summary of the findings

The figure below illustrates the main findings of the research, which are the understanding of

the definition, development, and application of two marketing capabilities that are relevant to

the Chinese business and institutional environment, the adaptive capability and the resource-
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bridging capability, following the analysis of a process and sequence of events related to the
domestic development and further internationalisation expansion of Chinese companies in the
EU. First, it presents the elements influencing the development of capabilities in the domestic
market as well as the marketing capabilities defined and developed by each type of firm in
China, corresponding to the first narrative and therefore addressing the first sub-research
question. The figure then shows, following the internationalisation path of each type of firm,
the capabilities applied in the first stage of the internationalisation expansion in the EU (i.e.,
during the three first years of activity in the market) followed by those developed in a second
stage (i.e., after three years of experience in the market), addressing therefore the second sub-
research question. Firms can be divided into three groups according to the definition,
development, and application of their capabilities during their national and international
expansion: (i) SOEs (including SO NCs), Private firms aligned with the government (Private
NC and OPFs from strategic industries or sectors) and OPFs. Finally, findings show how firms
are applying and developing the same capabilities developed at home and that these home-
developed capabilities have become the source of competitive advantage of Chinese firms in
the EU as discussed throughout this chapter. The study links capabilities and sustainable
competitive advantage in the long term and applies firms” survival and maintenance of the
activities in the EU as a proxy for performance. It does not consider marketing or financial
performance as claimed by IT and the RBV, being an opportunity for future research in order

to complement, enrich and expand the findings of the present study (see section 7.5.2 below).
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7.4 Contributions of the study

This research makes theoretical contributions to improve the understanding of the development
of capabilities of Chinese firms, including marketing. It does this by analysing the role of the
home institutional environment (including both formal and informal institutional elements) in
shaping these capabilities, first in the domestic market and, second, in the international scene
outside China, mainly in the EU (Haasis & Liefner, 2019), following the internationalisation
path of the firms. In this context, this study makes theoretical contributions in the following
two areas: (i) Institutional Theory and (ii) The Resource-Based view of the firm and capability-

building. Finally, the research brings implications for the international marketing literature.
Q) Institutional Theory:

Institutional Theory states that institutions, especially the political, social, cultural, and
economic systems surrounding firms, have an impact and play a fundamental role in firms'
behaviour and in the social environment in which those firms operate (Hoskisson et al., 2000;
North, 1990) and as a consequence shape social and organisational behaviour (Scott, 1995).
The institutional environment in China has been through radical transformation during the past
decades and as a consequence firms' strategic options have been influences by their industry
environment as well as by the formal and informal institutional frameworks (Cardoza et al.,
2014; Cardoza et al., 2015; Hoskisson et al., 2000; Peng, 2002; Wright et al., 2005). Domestic
institutions in China, such as the legal and regulatory frameworks, ownership patterns, social
norms, informal relations, tradition or philosophy have proven to have an important effect on
firms' decision-making process and as a result in the definition and development of their
capabilities (Buckley et al., 2007; Buckley et al., 2018; Cardoza et al., 2014; Cardoza et al.,

2015; Cui & Jiang, 2012; Hong et al., 2015; Yi et al., 2017). In addition, different types of
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firms in China, especially related to ownership type, seem to be subject to different
environmental and institutional influences (Lin, 2010). It is in this context where the findings
of this research contribute to the understanding of how different Chinese institutions, formal
and informal, influence the development of strategic decisions in different types of Chinese
firms: SOEs, NCs (SO and Private) and OPFs (from strategic industries with support of the
government and the rest of OPFs) in China and in the EU, following the internationalisation
path of the firms. As identified in the early parts of this work, few studies include both formal
and informal institutional elements and also different types of firms (Haasis & Liefner, 2019).

So this research contributes to the development of this emerging line of enquiry.

Three market institutions, coupled with a huge market rapidly developing, were identified by
Chinese managers having a key influence in the development of strategic decisions: (a)
discriminatory government support, (b) the intensive use of personal networks and (c), a unique

strategic mindset embedded in the Chinese culture and philosophy.

The Chinese government played a fundamental role in SOEs and NCs, as well as in OPFs
operating in strategic industries as a result of an almost unrestricted support, basing their
development on political relations. OPFs did not have access to this support and therefore based
their development on both political and business relations. Political relations helped firms to
align with government interests, to gain political legitimacy, and to avoid uncertainty. They
also provided shortcuts to government-related resources (loans with preferential conditions, tax
benefits, government support plans, trends etc) which in the medium term created the
perception of low business risk that guided the managers' decisions. Managers in OPFs
(especially those not operating in strategic industries), also found it relevant to develop their

political relations, but only so as not to feel at a disadvantage. They implied a negative
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impression of this perceived unfair discrimination among the other types of firms. Business
relationships were a highly valued asset for managers working in OPFs, but not that important
for managers from firms linked to the government. These relations have been key in finding
new market opportunities, in reducing uncertainty, and in getting protection against unfair

competitors.

Once companies started to operate outside the domestic market, both the government support
and the political and business relations were still found to be key elements influencing the
internationalisation strategies designed and implemented by the managers in the sample. SOEs,
NCs as well as OPFs in strategic industries benefited from strong support and special
conditions from the Chinese government during the first steps of their internationalisation
process within the government-led internationalisation policies. Similar to what happened in
the domestic market, political and business relationships proved to be crucial in the EU. The
reliance on political relations with home government officials along with the relations between
Chinese and host government officials facilitated the deployment of the first steps of the firms
in the EU. Business relationships with local partners and/or local teams in the host market were
determinant for Private NCs and OPFs after they started operating outside China as they
facilitated the process. In the first stages, they helped to reduce the uncertainty of landing in a

new environment and also to access relevant resources (Lin et al., 2016; Oliveira et al., 2017).

After the initial stages, political connections with Chinese government officials continued to
be decisive for the development of SOEs and NCs (SO and private). This support seems to
have reinforced the perception of low business risk that guided the managers' decisions
although this time far away from Beijing and also in a completely different business

environment. Further research is needed on the sustainability of this government-supported
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international expansion and on the long-term competitiveness of these companies; government
support may be a good way to kick off the expansion, but it may also divert attention from
risks, competitors, new trends in the market (domestic and international), and/or technology

and productivity (Porter, 2008).

Narratives showed that the managers' mindset, developed within the Chinese culture and
philosophy, influenced their strategic decisions both at individual and organisational levels.
Managers from private firms adopted a competitor orientation and as a result focused on agility
and the use of stratagems for their business strategies in the domestic market. Managers from
SOEs and SO NCs also used dialectical thinking to follow guidelines from Beijing and operated
with feeling of belonging to a mighty government (as part of Tao). These behaviours were
followed in the first stages of the international operation, although thanks to their agile and
flexible mindset (mainly managers in private firms), they managed to move away from the

focus on competitors and successfully adapted to marketing strategies led by consumers' needs.

All in all, this study links three formal and informal Chinese institutional elements: (i) the
discriminatory support from the government, (ii) the strong reliance on personal relations, as
well as (iii) the Chinese strategic mindset embedded in the Chinese culture and philosophy.
This analysis intends to enrich the understanding of the influence of domestic institutions in
the development of strategic options of different types of firms, more specifically in the
definition and development of marketing capabilities, both in the domestic (first narrative) and
international (second narrative) markets. The study also supports the relevance of Government
Specific Advantages (GSA) (Ramamurti & Hillemann, 2018) as one of the most important
factors enhancing both the national and the international competitiveness of Chinese firms.

This is evident in the fact that the development of the different capabilities identified in this
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research is highly influenced by government decisions; the industry only makes a difference

when it is part of the government strategic plans.
(i)  The Resource-Based view of the firm and capability-building:

According to the Resource-Based View of the firm (RBV) (Barney, 1991), a firm should
accumulate unique resources or capabilities that are heterogenous, immobile, valuable, rare and
costly to imitate in order to achieve sustained competitive advantage. In addition, and probably
more importantly, the firm should be organised to capture the resulting value (Barney, 1991;
Ju et al., 2013; Wernerfelt, 1984). Several researchers have questioned the suitability of the
RBYV in Chinese firms, arguing that they lack strong Firm-Specific Advantages (FSA) that are
the pillars of the unique tangible and intangible capabilities (Lattemann et al., 2017; Peng,
2012; Ramamurti & Hillemann, 2018), and that they have mainly basic and ordinary resources
that make it difficult to create strong core competences (Peng et al., 2018). However, Chinese
firms have demonstrated capabilities and assets defined by and embedded in their domestic
business and institutional environment (He et al., 2019; Lattemann et al., 2017). In fact,
narratives showed that an adaptive capability and a resource-bridging capability (Chen & Wu,
2011) were at the core of SOEs, SO and Private NCs, and OPFs in China. In addition, what is
more relevant is that these capabilities, embedded in the Chinese institutional environment,
were also the source of the competitive advantage of Chinese firms in the international context.
As such, this study contributes to the understanding of how capabilities are defined in Chinese
companies in China and how the home institutional environment shapes these capabilities both
at home and abroad, contributing to the analysis of firm-specific capability building and

exploitation of country specific assets, both at home and abroad.
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Narratives showed that two elements of the domestic environment, a huge market rapidly
developing, and the distinctive market institutions, shaped the capabilities developed by firms
in China. In this sense, the adaptive capability and the resource-bridging capability are the
relevant unique capabilities at the core of the firms in the sample. On the one hand, the adaptive
capability, resulting from operating in a complex and dynamic environment with strong
competition and poor support from the government, was identified in private firms (NCs and
OPFs, but mainly OPFs because of the perceived negative discrimination). On the other hand,
every type of firm developed its competitive advantage around a resource-bridging capability.
While SOEs and NCs developed their resource-bridging capability within their political
connections, private firms (including private NCs and all OPFs) based their resource-bridging

capability on both political and business connections.

The study shows that the domestic environment has a great impact on the capabilities
developed and applied by Chinese firms in the EU and that firms create sustainable competitive
advantages through the same capabilities developed at home, although reinforced by domestic
advantages. In a first stage, a resource-bridging capability developed at home helped every type
of firm to successfully select the market and partners, as well as to enter the EU. While SOEs,
SO and Private NCs and OPFs from specific industries relied on their resource-bridging
capability with both home and host governments' officials, private firms, including NCs and
OPFs, based their first steps in Europe on a resource-bridging capability with business partners.
After a first stage, a resource-bridging capability with home government officials was at the
core of the success of SOEs and NCs (including private NCs), being their main source of

competitive advantage.
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In the case of private NCs and OPFs, managers integrated the knowledge acquired in the host
market with flexibility and agility (elements defining the strategic mindset embedded in the
Chinese culture) and were able to improve the adaptive capability developed at home with
Country Specific Advantages (CSA) (Oliveira et al., 2017). These CSA are an increasingly
well prepared and large labour force working long hours, shorter times to market, shorter
product cycles, an increase in cost efficiency as well as a large customer and profit base at
home able to support the lower-than-expected results obtained in the host market in the first
stage of their internationalisation to the EU. At the same time this questions the sustainability
of firms with strong support from the government as they showed a lower adaptive capability
as discussed in the narratives. In short, this study enriches the RBV of the firm by providing a
deep analysis of the relevant capabilities in different types of Chinese firms which are also the

source of competitive advantage for these firms in the EU.

Finally, the study presents a relevant implication for the international marketing literature. As
introduced in the theoretical framework as well as in the discussion section above, the
marketing literature states that a company that has adopted the marketing concept will place
their customers at the top of the organisation’s list of priorities and will focus on capturing and
satisfying them in order to create a sustainable and profitable relationship (Darroch et al., 2004;
Day, 1994). A firm implementing this marketing concept is said to be market-oriented or to
have adopted market orientation as an asset or capability. In this context, marketing capabilities
are defined as complex bundles of skills and accumulated knowledge, exercised through
organisational processes that enable firms to coordinate activities and make use of their market-

based knowledge and assets (Day, 1994).
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Findings from the narratives confirmed that the capabilities and behaviour of Chinese firms in
the domestic market, as expected, were heavily influenced by the business and institutional
environment; in particular, the huge market rapidly developing, and the three distinctive market
institutions listed throughout the text. These elements, unique characteristics of the Chinese
environment, as discussed in the previous section, strongly influenced the orientation adopted
by Chinese managers when defining and developing their strategic options, marketing
capabilities in particular. This was evident in the adoption of a competitor-oriented mindset;
Chinese managers were reactive to competitors' actions rather than active and forward looking.
This mindset is a consequence of the business and institutional environment and is based on
the unique development of the Chinese business and economy since the late 70s. In the case of
SOEs and SO NCs, the demand was protected and influenced by the government. In the case
of private firms, especially OPFs, they faced a challenging run to the bottom with competitors
due to the strong competition on prices as Chinese consumers seem to be price sensitive. It is
in this context that firms had been developing their tactical actions with a focus on competitors
rather than on consumers as would have been expected by Western-developed marketing
theories ((Gundlach & Wilkie, 2009; Kotler & Amstrong, 2001). Chinese firms in the sample
had developed, by chance or by design (the findings of the narratives seem to weight towards
by chance) and in a reactive way, two relevant capabilities: the adaptive capability, and the

resource-bridging capability.

This suggests that Chinese firms in China did not adopt the marketing concept as defined by
Western-developed theories. Instead, they implemented a different approach. In this context, it
is not surprising that, due to the uniqueness of Chinese firms' marketing capabilities and how
deeply they are embedded in the Chinese culture, managers at individual level and firms at

organisational level still apply them when developing their internationalisation strategies.
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Moreover, firms, especially private ones, demonstrated that even considering a longer
timeframe, they are still able to create competitive advantages based on their home developed

marketing capabilities reinforced with domestic advantages.

In sum, this study analysed how the domestic institutional environment shaped the decisions
about marketing capabilities at home and abroad and how Chinese firms understood the need
for adapting their marketing capabilities in the EU. Chinese firms possess different ownership
advantages and capabilities to the ones present in most MNEs from developed countries and
explained by received theories; these differences are rooted in the business and institutional
environment and are combined with country-specific advantages. This contributes to the
emerging literature on the rapid growth and success of Chinese multinationals in Western
markets (Bruton & Lau, 2008; Hanemann et al., 2019; He et al., 2019; Kim et al., 2019;
Mathews, 2006; Parmentola, 2017; Williamson et al., 2013; Yang & Stoltenberg, 2014; Yang
et al., 2012b; Yip & McKern, 2014). In addition, findings enrich the scholarly debate on the
need to develop a theory of Chinese management or the need to develop a Chinese theory of
management (Barney & Zhang, 2009; Bruton & Lau, 2008; Child & Rodrigues, 2005; Deng,
2011; (Buckley, 2018; Haasis & Liefner, 2019). More specifically, the study highlighted the
competitor orientation adopted by Chinese firms to successfully operate in the domestic market
against the customer orientation linked to the marketing concept defined by traditional
marketing theories. This implication for the international marketing literature represents a new

opportunity to expand research on the need to develop a Chinese theory of marketing.
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7.5 Practical implications, limitations, and suggestions for future research
7.5.1 Practical implications

The present study has several implications for practitioners, companies, and policy makers.
First, this research provides useful insights to understand the development of the relevant
capabilities by Chinese multinationals at home and abroad, which are embedded in the Chinese
business and institutional environment. Findings can help Western firms to deeply understand
the rapid rise of Chinese multinationals in the EU while becoming more familiar with the
Chinese business and institutional environment and practices. This will also assist Western
firms to adapt better their marketing strategies and minimise cross-cultural misunderstandings

and/or conflict.

Second, the study focuses on why and how Chinese multinationals have been able to develop
sustained competitive advantages in the EU. Western firms and managers will therefore gain
more in-depth understanding of Chinese firms' business strategies, objectives, and the
capabilities they have developed in this market based on their home environment. In this sense,
the study will provide Western firms, managers, and governments with useful tools to identify
and benefit from the advantages of cooperating with Chinese firms or developing joint projects.
For example, the study can contribute to explain the assumptions behind projects proposed by
Chinese firms like that of China Railway Construction Corporation (CRCC) of developing
high-speed railways lines in the United Kingdom "in less than five years, for less money and

at faster speeds” (Plimmer & Parker, 2020, p. 2).

Third, the research includes in the sample state-owned firms and National Champions. In this
context, findings show that beyond some other relevant capabilities (adaptive capability in the

case of Private NCs), the resource-bridging capability with Chinese government officials is key
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to secure long-term presence in the EU. This contributes to the existing debate among Western
firms about the strong support of the Chinese government for these firms and to what extent
the government is responsible for its success. On the one hand, findings show that the Chinese
government has a big influence on the development of the international strategies of these firms
in the international market. On the other hand, it also shows, especially in the case of Private
NCs, that the development of other capabilities provides relevant insights on how these firms
create advantages to compete in the international context with the backing of the Chinese
government and its internationalisation policies. Indeed, the findings shed some light on the
current business scenario of tensions between the EU and China described in Chapter 2; this
study is developed at a moment of tremendous challenges between the two markets for the

coming years.

In fact, this scenario would affect Chinese firms™ future internationalization path. The growing
scrutiny and scepticism shown by the EU encouraging countries to review and control
investments in the so-called "sensitive sectors", operations traditionally developed by SOEs
and NCs following Chinese government strategic international plans, and the recently
announced new "Dual Circulation" strategy (Yao, 2020) would affect the behaviour of Chinese
firms and the development and application of the capabilities analysed in this study. Despite
the doubts about this government policy and about whether China would be considering an
increasingly inward-looking strategy while relying less on its international development and
international partners (Chandler & McGregor, 2020), China’s international presence
(especially in the context of the BRI) would still be key for the business and economic future
of the country. In this context, firms (especially SOEs and NCs) would need to rely less on the
resource bridging capability with the Chinese government and enhance the resource bridging

capability with host governments in the medium and long term (and not only in the first stage,
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as discussed in the present research) while they develop other capabilities, especially the
adaptive capability. The Chinese government, but more importantly Chinese firms (including
private), would need to demonstrate European partners and governments their ability to adapt

to the market and their willingness to fill the current trust gap between the EU and China.
7.5.2 Limitations and suggestions for future research

This research project opens new and interesting opportunities for future research. First, the
study focuses on Chinese firms internationalising into the EU. Today, the EU is China's main
trade partner, but this presents potential limitations for the generalisability of the results
regarding the development of capabilities of Chinese firms in Western environments. In this
context, it would be interesting to analyse how Chinese firms adapt or develop the same
capabilities in other Western markets, such as the United States. In addition, a further analysis
of the same phenomenon but in other EMs would provide relevant insights on how Chinese
firms develop or adapt their marketing strategies depending on the type of host environment.
In addition, a further comparative analysis of Chinese and host institutional elements would be
worth to be developed in order to study how host institutional elements influence marketing

capabilities abroad and how Chinese multinationals adapt (or not) to this new environment.

Second, the analysis and findings in the study consider two stages: first steps in the domestic
market and second steps in the EU, selecting firms with more than three years of experience
that have survived and have been successful in the EU. However, there is evidence that some
firms have come back to China due to the unexpected failure of their international strategy in
the EU. These experiences did not come up in the narratives analysed and future research
should consider them in order to complement, reinforce, and test the application of the

capabilities leading to sustainable competitive advantage found in this study.
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Third, the study suggests that state-owned firms mainly rely on their resource-bridging
capabilities with the government to develop sustained competitive advantages in the long term
(both at home and in the EU). In this context, it would be interesting to analyse whether these
firms are able to develop further capabilities while being able to survive without the support of
the government; several studies show that over-reliance on government support can weaken
the development of further capabilities (Porter, 2008). This will require a deep analysis of
SOEs' national and international development path in the long term while having access to a
larger number of firms. The recent decrease of the support from the Chinese government to
some sectors or industries in the international context, representing an investment decline in
sectors such as real estate or infrastructure (Hanemann et al., 2019), may provide opportunities

in this direction.

Finally, IT and the RBV stress the performance outcomes of firms. However, the present study
only focuses on the development and application of capabilities and sustainable competitive
advantage, using the experience of the companies in the EU as proxy for performance, this is,
survival and maintenance of activities in the medium and long term, instead of marketing or
financial performance. Narrative interviews showed that Chinese firms™ international presence
is sometimes supported by the firms™ domestic strong position or by the backup of the
government (especially in the case of SOEs and NCs). This would represent some opportunities
for further research. On the one hand findings could be enriched and expanded by analysing
the relationship between the capabilities identified and the performance outcomes of firms in
the sample. On the other hand, it would be interesting to further test and analyse the

applicability of IT and the RBV in the context of the internationalisation of Chinese firms.
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7.6 Concluding reflections

The main goal of this research was to analyse and understand how the home institutional
environment (formal and informal) influenced the definition and development of Chinese
firms' marketing capabilities at home, and whether and how this domestic environment
influenced the development of marketing capabilities of these firms in a different environment
(in this case the EU), combining, thus, Institutional Theory and the Resource Based View of
the firm. Following a Narrative Enquiry strategy and narrative analysis of forty stories from
managers from three different types of firms (SOE, SO NCs and Private NCs, and OPFs), the
researcher analysed how different formal and informal elements from the Chinese business and
institutional environment influenced the definition and development of marketing capabilities
depending on the type of firm. In addition, stories shed light on how managers understood and
defined marketing capabilities in China, helping to identify capabilities that were relevant to
the specific home environment. Finally, the study helps to understand how Chinese firms adapt
their home developed capabilities, reinforced by country specific advantages (domestic

advantages) to create sustainable competitive advantages in the EU.

In this sense, the main finding of this research is the understanding of the definition,
development and application of two main marketing capabilities that are relevant to the Chinese
context — the adaptive capability and the resource-bridging capability — following the analysis
of a process and sequence of events related to the domestic development and further
internationalisation expansion of Chinese companies in the EU. Findings also show how these
capabilities are the source of competitive advantage of Chinese firms in the EU. Moreover, the
study emphasises the three most relevant types of firms in China while considering the personal

experiences of forty different managers working in these firms. As such, the research makes
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theoretical contributions in two main areas of research: (i) Institutional Theory, and (ii) the
Resource-Based View of the firm and capability building, while having relevant implications
for the international marketing literature. In addition, it attempts to build a bridge between

theory and practice.

Finally, developing this research project has been a difficult but exciting journey involving
many challenges, but leading to personal, professional, and spiritual growth. Developing
original knowledge has always been the main motivation for this thesis, in particular the idea
of linking China and the EU by personally interacting with managers from different Chinese
firms while understanding their thoughts, experiences and motivations and how they contribute
to the successful development of their firms at home and abroad. Hopefully, companies and

societies from both environments will benefit from the knowledge derived from this study.
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Appendix 1. Letter with the purpose of the research for the interviewees

Title of the research: The role of home institutions in the definition and development of
marketing capabilities. Competitive advantages at home and abroad of Chinese
companies expanding their operations in the European Union.

Researcher: Maria Altamira

|
Supervisor: Qing Wang

Dear Interviewee,

You are invited to act as a research participant for the above project. Your participation in this
project is entirely voluntary. You may withdraw from participating in this project at any time,
with no negative consequence to yourself or the organisation for which you work.

The project involves the development of in-depth interviews for exploratory purposes with
managers, senior managers and/or senior government officials from Chinese companies and/or
multinationals involved in the definition of the company's strategy and/or in the international
expansion or in the marketing decisions. The main purpose of the interviews is to help the
researcher to understand how Chinese companies define their strategies, operate in China and
what are their main characteristics, from the own point of view and experience of the
interviewee.

In addition, the interview may also focus on understanding how these companies define and
develop their marketing strategies and capabilities. In the case of multinational companies, it
will also be interesting to explore how the internationalisation process is defined and especially
how the marketing strategies are developed outside China.

It is not expected that you will experience any risks through participating in this project. Data
will be anonymised from the start, with no names or specific positions recorded as part of the
interview material. Your consent form will be stored in a locked office at the University of
Warwick, and transcripts of interview data will be anonymised before being printed and stored
in the same place. The transcripts will also be stored electronically on the lead researcher's
password-locked laptop. All material will be destroyed after 10 years from the completion of
the research. The material resulting from this research may be published. You can request a
copy of the publication from the researcher named above. The interview may be recorded and

will take approximately fifty-five minutes.
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Should you have any further questions about this research, please contact Maria Altamira

() and/or Prof. Qing Wang () You may also

contact the WBS Research Office should you have wish to make a complaint about the conduct

of the researcher: | IENNEGEEEEEE

| hope that you and your company are able to contribute to the project.
Yours sincerely,

Maria Altamira, PhD candidate
Warwick Business School
University of Warwick
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Appendix 2. Consent form for the interviewees

CONSENT FORM

Title of Project: Home institutions and the development of marketing capabilities of Chinese
multinationals

Name of Researcher: Maria Altamira
Name of Lead Supervisor: Prof. Qing Wang

Date: XX/XX/20XX

Please tick the box

1. I confirm I have read and understand the information sheet dated XX/XX/20XX
for the above study. | have had the opportunity to consider the information, ask
questions of a member of the research team and have had these answered
satisfactorily.

2. | understand that my participation is voluntary and that | am free to withdraw at
any time without giving any reason.

3. lunderstand that that my information will be held and processed for the following
purposes: to be analysed by the researcher for the purposes of completing their PhD
research and, where relevant, for the writing of associated academic journal articles
or monographs.

4. | agree to take part in the above-named study and | am willing to be interviewed
and have my interview audio/video recorded.

XXIXXI20XX
Name of participant Date Signature
Maria Altamira XXIXX/20XX
Name of Researcher Date Signature
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