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With growth in Gross Domestic Product soaring to 
10.7% in the fourth quarter of 2009, China has seem-
ingly defied the global recession of the past two years, 

remaining the world’s fastest growing major economy. Not sur-
prisingly, the incredible track record of steady growth in China 
has prompted many Western executives to centre their aggres-
sive growth strategies in this area of the world. According to 
the Ministry of Commerce of the People’s Republic of China, 
foreign direct investment (FDI) inflows in China reached a re-
cord level of US$92.4 billion in 2008, largely driven by a push by 
Western multinationals to build a dominant position in a mar-
ket that is becoming increasingly important in a global context. 

Despite the clear strategic motivation for numerous West-
ern multinationals to invest in China, there are many pitfalls 
that executives need to be mindful of. The notion that eco-
nomic growth will insulate foreign entrants from the nega-
tive consequences of poor strategic decisions and execution 
is unfounded. In fact, many companies will find that the true 
growth potential for their operations in China is far lower than 
the reported quarterly GDP figures would lead them to believe. 

Roads and Bridges to Nowhere
China appears to have a Field of Dreams approach to their con-

tinued economic growth, perhaps hearing the same whisper Kevin 
Costner’s character hears in his cornfield, “if you build it, they will 
come”. The New South China Mall, the world’s largest mall based 
on gross leasable area, has remained approximately 99% vacant 
since its opening in 2005. The new “Ghost City” of Ordos, lav-
ishly built in only five years as a home for one million residents, 
remains empty while construction on new projects in the city con-
tinue. Infrastructure projects such as these are common in China, 
partly to encourage people to relocate to urban areas, but more 
likely to boost the country’s GDP through government spending. 

What’s interesting about this situation is how economic ac-
tivity is driven by GDP forecasts in China, and not the other 
way around. Patrick Chovanec, a professor at Tsinghua Uni-
versity in Beijing, recently said in an interview “Who wants 
to be the mayor who reports that he didn’t get eight per-
cent GDP growth this year? Nobody wants to come forward 
with that. So the incentives in the system are to build. And if 
that’s the easiest way to achieve that growth, then you build.”

This type of economic growth, based on the expansion of in-
puts rather than growth in output per unit of input, is exactly 
what Paul Krugman spoke about when referring to Singapore in 
his 1994 paper titled The Myth of Asia’s Miracle. What makes this 
type of growth particularly concerning in the case of China is the 
fact that so many of the factors driving China’s growth are not 
repeatable. For instance, investing to increase the level of educa-
tion can only happen once before the country reaches an education 
level similar to Western economies. In addition, there are a finite 
number of infrastructure projects that China can invest in before 
zero economic value is added and roads and bridges are quite lit-
erally built to nowhere. This alone should lead companies to be 
skeptical of China’s ability to continue growing at its current rate. 
Companies must also contend with the fact that reported economic 
performance is unreliable, since the data is often time-lagged and 
manipulated prior to public reporting. The implication for West-
ern multinationals looking to invest in China is clear: economic 
growth is currently overstated and is very likely to decline in the 
future. There is certainly growth available for new entrants to capi-
talize on, but if they are expecting the wondrous reported num-
bers of China’s unfailing growth, they are in for a rude awakening. 
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China Plays by China’s Rules
China’s rapid expansion of inputs isn’t just causing an unclear 

growth outlook for multinationals. One of the most frightening 
aspects of China’s growth has to do with its various state-owned 
enterprises (SOEs) which can manipulate markets and create over-
capacity. Unfortunately, China plays by China’s rules and govern-
ment-controlled entities such as SOEs rarely exist purely to gen-
erate profits. Instead, SOEs often operate solely to fulfill certain 
policy objectives such as increasing the supply of available housing 
or affordable office space. What makes this situation so dangerous 
for a foreign private enterprise operating in China is the fact that 
its competitors, often SOEs, are not bound by similar economic 
constraints. This leaves companies exposed to the risk that an SOE 
may offer their product or service at a lower price to increase af-
fordability for citizens at the expense of profit. China’s input-fu-
eled growth is likely to cause serious problems for foreign private 
enterprises operating in industries where SOEs can easily offer 
lower prices to consumers or build excess capacity in the industry.

Avoiding the Pitfalls
Although the Chinese growth story causes many poten-

tial problems for companies looking to enter the market, this 
shouldn’t prevent Western companies from building a meaning-
ful presence in the country. After all, operating in a country with 
an uncertain growth outlook and the presence of SOEs may be 
preferred to slow growth in domestic markets with intense com-
petitive pressures. Instead of ignoring the Chinese market due 
to uncertainty, Western multinationals should enter China with 
sound business objectives and the expectation that growth in their 
product market will not be as robust as advertised. For many 
companies, this means looking to achieve depth in the Chinese 
market as opposed to attempting to ride the coattails of growth.  

The success and sustainability of a company’s entry into China 
can be measured based on growth in market share instead of ab-
solute growth in customers. In the coming decade it will become 
apparent that many of the failed market entry strategies were 
the result of failing to grow market share on a percentage basis. 
To illustrate this point, consider a company achieving growth 
of eight to ten percent in China, far exceeding their growth in 
Western markets. At China’s reported current growth rate, this 
means that the company is failing to achieve any real growth at-
tributable to the company’s management. As the growth rate of 
China’s economy inevitably declines, so too will the growth of the 

company, leaving it in no better competitive position than at the 
point of market entry. Compare this to a company which achieves 
its sales growth in China through a focused strategy of gaining 
market share in a few key product lines. In this instance, the com-
pany’s success is far more dependant on factors within the con-
trol of management. Long after economic growth slows in China, 
a company that has positioned itself with a distinct competitive 
advantage can continue to achieve impressive growth over time.

Western multinationals should enter Chi-
na with sound business objectives and the 
expectation that growth in their product 
market will not be as robust as advertised.

It is important to note that choosing to develop a sustainable 
competitive position in China involves tradeoffs, and attempting 
to replicate a successful existing strategy in China is not the way 
to ensure success. When Coca-Cola entered China in 1981, the 
company discovered that Cola was not a well-known or popu-
lar beverage in the country. Realizing that it would be very dif-
ficult to gain traction with its flagship product, Coca-Cola invest-
ed heavily in two products, Sprite and Fanta, which were much 
more popular in China at the time. Although this narrow focus 
differed significantly from what Coca-Cola was doing in West-
ern economies at the time, the company recognized the need to 
establish itself as a market share leader at an early stage. In con-
trast, Pepsi failed to gain traction because of its decision to pur-
sue early-stage growth in all of its beverages, including Cola. 
Over time, Coke became a successful product in China due to 
the well-established presence of Coca-Cola’s other, more popular 
products. To this day, Coke sales in China are nearly three times 
more than Pepsi sales. Almost all of this difference in sales can be 
attributed to Coca-Cola’s initial decision to pursue an aggressive 
market share expansion strategy with a narrow product focus.

Managing Risk
Even if Western multinationals can insulate themselves from the 

effects of a growth slowdown, the risks associated with overcapac-
ity and competing with SOEs must be addressed prior to market 
entry. To date, many companies have taken the approach of part-
nering with SOEs through joint venture agreements. These can be 
especially valuable in China, as they not only mitigate the risk of 
capacity being over-built, but also offer local connections and ties 
with the government. Teaming up with other private enterprises is 
also a viable option, offering a partner that can successfully oper-
ate independently (as opposed to the government support SOEs 
receive), and with goals in line with foreign entrants, including the 
long-term success of their organization operating within China. 
The difficulties for foreign entrants exist in situations where SOEs 
or private enterprises are unwilling to pursue partnerships or the 
industry is highly fragmented. In this scenario, foreign entrants 
face the risk that their fixed investments in China will become high-
ly underutilized due to factors outside of their control. Although 
there is no way to completely eliminate this risk, two strategies can 
be put in place to reduce the effect of adverse competitive forces. 
Firstly, companies can attempt to achieve flexibility in their Chi-
nese operations from both a cost and mobility perspective. For ex-
ample, if overcapacity is a serious risk for the company, investment 
dollars should be directed towards operations with low fixed costs 
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relative to variable costs, such that the company is insulated from 
volume declines. From a mobility perspective, companies should 
attempt to achieve flexibility by producing products that can be 
easily sold in neighboring markets, if necessary. Secondly, com-
panies should pursue opportunities in industries that the Chinese 
government does not view as being imperative to the economic 
development of the country. This reduces the risk that the industry 
will become the focus of SOE investments, driving capacity utili-
zation and industry profits lower. Companies may need to adapt 
their current global or western strategies to successfully pursue the 
Chinese market and therefore must be cognizant of their organiza-
tion’s ability to stretch and adapt their core capabilities. Further-
more, they must then be willing to change accordingly if needed. 

Recognizing Where the Real Growth Is
Roughly a year ago, Coca-Cola’s $2.3 billion planned acquisi-

tion of the Chinese company Huiyuan Juice fell through due to 
apparent government anti-monopoly sentiments.  While this deal 
made sense for Coke on a number of levels, one of the greatest 
benefits would have been Coke’s new market penetration in third 
and fourth-tier cities in China. When looking at the Chinese mar-
ket, most companies focus on Shanghai and Beijing and ignore the 
less-developed areas. Coke, however, recognized that these ar-
eas, home to roughly 800 million Chinese consumers, are where 

the real growth is. These consumers have been relatively shielded 
from the financial panic, and though they spend less than their 
mega-city counterparts, they still represent an important com-
ponent of domestic consumption. Companies with inexpensive 
products, like Coke, should look now to these areas as they de-
velop, and companies with more expensive products may need 
to scale their products down, for the emerging customers who 
can’t afford to buy large but still want the best. It’s important for 
foreign companies in China, and those considering entering, to 
not only execute their strategy but develop their strategy around 
the markets where they can find the largest customer growth.

Enter China for the Right Reasons
China represents an incredible opportunity for Western mul-

tinationals to profitably expand their businesses; however, the 
road to success is lined with numerous pitfalls that are rarely 
understood and often foolishly sought after. Recognizing the 
growing importance of China, Western multinationals that can 
adjust their strategies to gain depth in the Chinese market will 
ultimately be rewarded. Companies investing in China solely 
for growth will find that they have underestimated what it takes 
to be successful in the world’s fastest growing major economy.
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